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Mr Stefano Palmieri, President of the Section for Economic and Monetary Union and 
Economic and Social Cohesion (ECO) at the European Economic and Social Committee, 
opened the public hearing by welcoming the participants and presenting the speakers from the 
IMF, the OECD, the European Commission and the EESC. He stressed that taxation is one of 
the key issues facing society today, as it is closely tied to the principle of democracy and how 
we perceive fairness in society. The international policy debate on taxation in the 21st century 
reflects the urgent need to agree on and implement fundamental reform. In order to better 
understand and to define what kind of company taxation is needed in the future, Mr Palmieri 
said that we need to first look back at some of the key milestones. Current tax rules also failed 
to recognise the new ways in which profits are created in the digital world in reality. As a result, 
there is a disconnect between the place where value is created and the place where taxes are 
paid.  
 
Mr Palmieri went on to underline that global attention is currently being directed at some of the 
world's biggest companies (Google, Amazon, Facebook, Apple and similar companies) and 
the question was how to tax those multinational companies. There are two issues to be 
addressed: firstly, the taxation of profits where they are created and made and, secondly, 
aggressive tax planning must be eliminated. The OECD's current company tax reform plan is 
ambitious in the scope of the issues it intends to address, in the timeframe in which it expects 
to see a conclusion and in the number of parties involved in the negotiations. Mr Palmieri then 
introduced Mr Vito Gaspar, Director, and Ms Victoria Perry, Deputy Director, of the Fiscal 
Affairs Department at the International Monetary Fund. 

Discussion on the IMF report on 'TAXING MULTINATIONALS IN EUROPE' 

In his presentation, Mr Gaspar said that the first step to understanding the current international 
corporate tax system is to recognise that there really is no such thing as an international 
corporate tax system. Instead, there are national tax systems and 3 000 or so bilateral tax 
treaties. The global community recognises the urgent need for reform. This would help prevent 
the proliferation of unilateral actions that could easily end up in a chaotic tax or trade war, in 
which there would ultimately be only losers. The OECD's inclusive framework is the forum 



where progress is being shaped and 2021 is set to be a crucial year for the future of 
international corporate taxation.  
 
In 2014, a high-level expert group on 'Taxation in the digital economy', reporting to the 
European Commission, concluded that there should not be a special tax regime for digital 
companies. Instead, a systemic approach was needed. The unique institutional structure of 
the EU, with its aim of fully integrating goods, labour and capital markets, calls for deeper forms 
of coordination among its members to address the challenges of profit shifting and tax 
competition. Indeed, the IMF paper that has been published today shows that the spillovers 
within this integrated market are large. This raises a number of policy challenges. Mr Gaspar 
then gave the floor to Ms Perry to present the research report "Taxing multinationals in 
Europe" by the European and Fiscal Affairs departments of the IMF.  
 
Ms Perry thanked the EESC for the opportunity to present the report. She explained that this 
document draws on years or even decades of work on international corporate tax issues by 
IMF staff, including both bilateral cooperation with member countries, and also work analysing 
previous cooperation with member countries. Over the past five years, an analysis of issues 
related to international corporate taxation has been incorporated into a number of the IMF 
annual surveillance exercises. This now includes such exercises for eight EU countries. The 
bilateral work also, of course, includes capacity development work with IMF members that 
goes back several decades. Recent analytic work includes many recent books, as well as 
major papers for the executive board, and of course, many, many notes and staff working 
papers.  
 
This report aims to contribute to the current European debate on Corporate Income Tax (CIT) 
policy for the EU. Reviewing performance of the CIT and Europe over the past few decades, 
by way of background research, and including the increasing role of multinational enterprises, 
analysing corporate tax spillovers in Europe, focusing on the channels and magnitudes of profit 
shifting and CIT competition, examining progress on European CIT coordination and 
discussing possible risk forums to address both of those. Multinational enterprises are the 
source of much profit shifting, of course, playing an increasingly large role in the economic 
activity of the EU and the paper points out that foreign-owned enterprises contribute about 
20% of the value added generated in the EU, and significantly more in several countries. 
European multinationals have achieved significant global presence, with 142 European 
multinationals among the 500 largest companies worldwide.  
 
In Europe over the last 25 years, there has been a continuous decline in statutory CIT rates, 
from an average of about 35% to 21% by 2019. Some European countries gain from profit 
shifting, while others lose out. The European discussion on CIT was revived by Germany and 
France in 2019. Unless a global agreement on CIT is reached, what is required is a regional 
approach within the EU, and this would help to mitigate both profit shifting and tax competition 
within the EU. Finally, combining the minimum tax rate and regional formulary apportionment 
(unitary taxation), would be even more effective in reducing internal profit shifting and tax 
competition. While a minimum tax or formulary approach would individually constitute real 
progress on reducing EU CIT spillovers, if implemented together, they would complement each 
other and be more effective.  

Comments by the representatives of key international players and stakeholders 

Mr Philip Baker, visiting professor at the University of Oxford, thanked both speakers for 
introducing the IMF report. Mr Baker said that important work had been also done at the 
OECD, with great support from stakeholders such as the IMF, and that great partners in this 
work, including the Member States and the European Commission, have been making 
progress on the two pillars. The EU has been a very trustworthy partner and stakeholder in 
ensuring the faithful implementation of BEPS standards. Mr Baker gave the floor to Mr David 
Bradbury, Head of the Tax Policy and Statistics Division, OECD.  
 



Mr Bradbury said that IMF had identified a number of important elements in its report. In some 
areas, international tax rules have not kept pace with changes in the broader economy. The 
inclusive framework (IF) is working on a global solution and the Commission communication 
brings important elements to the ongoing debate. Important work is also being done at the G-
20 level. Considerable progress had been made in the work of the base erosion and profit 
shifting (BEPS) project, but a number of issues remain outstanding. Most important of these is 
digitalisation, as this affects so many aspects of our economy and the way businesses 
throughout the economy operate. In the initial BEPS process, this part was left unresolved, 
due to a lack of political consensus to really pursue that issue at that point in time. 
Today's tax rules, however well-intentioned and well designed they may have been 100 years 
ago, only grant taxation rights to a nation based on physical presence and, in today's society, 
this is simply anathema. This has to change, and the IMF is making considerable progress and 
there is probably a global agreement in sight. 
 
Mr Baker then gave the floor to Mr Benjamin Angel, Director at DG TAXUD. 
Mr Angel said that the other major area that should be looked at is the green economy. The 
European Commission is about to table a proposal to revamp energy taxation. This would bring 
new ambition to the directive from 2003, which has never been revised. There will also be a 
major proposal on the Carbon border adjustment mechanism (CBAM), which will both help to 
address the risk of carbon leakage and incentivise third-country producers to do the right thing 
and make the production process less carbon-intensive. Last week, the Commission 
announced the 'Business in Europe: Framework for Income Taxation' (or BEFIT). The 
Commission wants to propose a directive on the very simple principle of aiming to check the 
existence of economic substance. Where there is economic substance, then obviously the 
normal tax benefits should apply. Where there is no economic substance, the tax 
administration will be expected to cut off any tax benefit attached to the existence of the shell 
company. We also have to support growth and recovery in the EU. Another initiative concerns 
the reduction of the depth equity bias. We have been talking about this for a long time, and it 
was also one of the components of the Common Consolidated Corporate Tax Base (CCCTB), 
which never came to light, but the problem is still there and needs to be addressed.  
 
Mr Baker then gave the floor to Mr Christoph Spengel, professor at the University of 
Mannheim, who said that a minimum corporate tax rate has two objectives. It protects an 
efficient allocation of resources and thus, the economic goals of the EU treaties. Secondly, it 
protects the autonomy of Member States with respect to personal income tax, an issue that 
the IMF report completely fails to address. Many key elements in this area were discussed in 
depth soon after the release of the Commission staff working paper on company taxation in 
the internal market in 2001. There are many topics related to this debate: Harmonisation of the 
tax base, the consolidation of individual profits of group members, the apportionment of 
concentrated profits to group members and a minimum corporate tax rate might be considered 
too far-reaching.  
 
Furthermore, it is crucial to set the precise level of minimum taxation: should it be 10%, 12.5%, 
or even 21%, as put forward a few weeks ago by the US Treasury? If we agree on 21%, all EU 
Member States will become low-tax jurisdictions. We have to acknowledge that Member States 
have not even accepted the compromise on CCCTB as proposed in 2016. The loss in 
corporate tax revenue due to tax competition and tax planning is overestimated. Finally, the 
US and the UK have announced increases in their corporate tax rates. Mr Spengel stated that 
he would advise looking at how to use the value added tax (VAT) system to bring in necessary 
resources. Member States in the EU are losing billions of euros in VAT revenues because of 
tax fraud and inadequate tax collection systems. The VAT Gap, which is the difference 
between expected VAT revenues and VAT actually collected, created an estimated revenue 
loss of EUR 140 billion in 2018 and this could increase in 2020, due to the pandemic. 
 
Mr Baker then gave the floor to Rebecca Christie, visiting fellow at Bruegel, who presented 
an international context to the issues under discussion, in particular, the global context of the 
OECD talks. Until fairly recently, they had been stuck, which is partly why the EU has been so 



proactive and has looked for ways to address the various tax gaps on its own. Now, particularly 
with the change of administration in the US, the landscape has shifted considerably. This has 
produced a rather dramatic shift in what the OECD is discussing. Pillar one is now moving its 
focus away from purely digital companies, as we have heard, looking instead at the world's 
most profitable companies. This is estimated to bring in about the same amount of revenue as 
the previous proposal, but would be much easier to implement. The interesting thing about 
pillar two is that it does not have to be adopted in exactly the same way that other tax proposals 
would need to be. When there is a minimum CIT floor globally, countries that want to go higher 
can do so. Finally, some of the world's biggest companies, such as Amazon, for example, do 
not make sufficient profits and might not be captured by the OECD proposal.  
 
Mr Baker then gave the floor to EESC members Mr Krister Andersson, Employers' Group; 
Mr Petru Dandea, Workers' Group and Mr Giuseppe Guerini, Diversity Europe Group. 
Mr Andersson commented that a minimum tax rate might also limit the tax sovereignty of 
smaller countries. The core for tax sovereignty had also been expressed repeatedly at the UN 
Tax Committee meetings that the ECO section delegation attended in New York and Geneva. 
The IMF proposal seems to advocate that capital export neutrality should be the guiding 
principle in Europe, even though capital import neutrality is the natural guiding principle in an 
economic union. Regardless of where capital comes from, it should face the same level of 
taxation. The IMF and the European Commission should address the concerns of smaller 
countries and not only those of larger economies. Consumption is of course a relevant factor 
in taxation. Mr Andersson said that he strongly agreed with Mr Spengel on the proposal to 
look at VAT, as it would make sense in an economic union to adhere to the origin principle 
rather than the destination principle. But the European Commission had to change its position 
due to pressure from the Member States. Now with the destination principle, we have a good 
tool to advocate taxing rights in consumer countries. It is important to strike a balance between 
small and big countries and between taxes on consumption and taxes on profit. The proposal 
to introduce a common consolidated corporate tax base for residual profits suggested by the 
IMF is a very interesting one. The allocation key will be important, and Mr Andersson hoped 
that the same careful considerations would be applied to the tax base formula as was done 
some 20 years ago. Then, considerable time was spent on dividing up the labour cost 
component, so that European countries could be treated in a fair way. 
 
Mr Dandea started by saying that it is important to alleviate and mitigate the spillover of money 
due to the aggressive tax planning that some multinational companies have adopted. The 
paper presented by the IMF is right to point out that the debate on this topic of CIT has been 
going on for some time in Europe. The efforts of the European Commission have often been 
in vain, because the Member States have been quick to reject some important proposals. Now 
it is time for Member States to look seriously at the BEFIT proposal and put in place a system 
that will reduce the gaps and mismatches in the tax system. European citizens have been 
waiting for too long and their leaders and politicians should find a fair system for taxing 
companies. The European Court of Justice recently rejected two important cases brought by 
the Commission: one against Apple and one against Starbucks. The mismatches between the 
legislation of the Member States and the EU are core issues here. 
 
Mr Guerini started by stating that he also agrees with Mr Spengel's proposal to focus on VAT 
if the Member States really want to raise revenue. It is also important to respect developing 
and low-income countries, as their voices need to be heard in this debate. It is important to 
remember that all of these very fundamental changes in the global tax architecture that are 
being suggested or discussed internationally are, in the grand scheme of things, going to be 
very small in terms of raising revenue, or will be small, at least in terms of increased revenue, 
compared with broad-based taxes on consumption. To achieve higher revenues, it would be 
more effective to proceed with consumption tax increases rather than to focus on CIT. Globally, 
it is important to ensure the architecture of corporate tax is correct in order to have a fair and 
just system of taxation.  
 
Mr Baker opened the questions and answers session. 



Mr Bradbury commented on the Safe Harbour1, saying that there is a very positive dynamic, 
and that countries are working together very constructively to try and secure that consensus-
based solution.  
 
Ms Perry stressed that the EU's digital levy will not interfere with the OECD process. She 
confirmed that, despite the plunge in CIT rates, the corporate tax take has not fallen much, if 
at all. 
 
Mr Baker said that flat-rate taxes are not levied in major economies in the EU. This is a concept 
more commonly applied in the Eastern European countries.  

Mr Spengel commented that that International Financial Reporting Standards (IFRS)2 are not 
an answer to the issues related to CIT. There are some issues in financial accounting that do 
not address tax matters at all and this is about compensation for losses, dividend taxation, and 
the taxation of capital gains, which is simply a profit in financial accounts, but which has to be 
taxed differently from ordinary income. CIT has to find an answer where financial accounts 
provide no clear answer. 
  
Mr Palmieri concluded by thanking all the speakers and all the civil society representatives for 
their active participation. He went on to emphasise that, according to the IMF report the 
average corporate tax rate in Europe has dropped from 35% in 1995 to 21% today, and is now 
below the OECD average, possibly reflecting larger intra-European spillover from tax 
competition. Looking at the global situation, it is clear that new CIT rules are needed. The 
EESC's ECO Section will continue this work and looks forward to being a partner to the 
European Commission, the OECD, the IMF and the United Nations tax committee in this 
process. 
 
 

__________________ 

                                                      
1

  A safe harbour is a legal provision to reduce or eliminate legal or regulatory liability in certain situations as long as certain conditions 

are met. 

2
  International Financial Reporting Standards (IFRS) set common rules so that financial statements can be consistent, transparent, and 

comparable around the world 


