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Abstract

Legal issue of EU tax harmonization has been of concern to the
international tax law scholars. In the creation of a European Union of
goods, labour, services and the free movement of capital as the
hallmark of the common market,the EU member states have long been
involved in the dispute on the issues as to how to cancel the tax
barriers among nations and how to overcome the community tax
obstacles in the market.

From the perspective of the EU tax legal system, based on the
analysis of the basic theories of tax competition and tax harmonization,
and through a historical background introduction to the history of a
specific harmonization law along with the comments on the application
of the legal documents and a illustration of how the laws could be
applied in member countries, this paper summarizes the role and
function of the tax harmonization which stimulates the free movemment
of the goods,labour,service and the capital , points out that functions of
tax harmonization have their own shortcomings and deficiencies,and e-
ventually the paper makes an attempt to put forward some views and

suggestions on tax reform in terms of the situation in China.
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This paper is composed of five parts; Chapter I Basic Theory of
the Tax Harmonization.

Tax harmonization was generated in the context of the
international tax harmonization. Here the chapter offers a systematic
analysis of the reasons that how international harmonization tax
originated , which can be perceived as an introduction to the whole
paper. The reasons are as follows: economic globalization is an
objective international tax basis of harmonization , international taxation
harmonization is a natural choice in the process against harmful tax
competition, and regional economic integration accelerates the
formation of tax harmonization. The paper also studies the concept of
international taxation as well as its connotation and denotation from the
perspective of economics and law respectively, and puts forwards the
view that tax harmonization is one of the means to resolve international
conflict resulted from the unbalanced international tax benefit
distribution. In order to achieve an equal and fair distribution of the
international tax interest, tax harmonization is an all-around
cooperative legal measure taken by the states in the field of the tax
policy ,tax system and tax collection. Finally,the relationship between
international tax harmonization and state tax sovereignty has been re-
presented from the two aspects: On the one hand,tax sovereignty faces
up to the serious challenges of the tax harmonization,in which the tax
agreement, regional tax harmonization and international tax
harmonization weaken the tax sovereignty; on the other hand,

developing countries were aware of their weakened tax sovereignty,and
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Abstract

they have taken appropriate measures so that tax revenue sovereignty
in the harmonization have been strengthened, such as:bargaining the
tax clauses in the tax treaty, persisting in the unanimous voting
principle and saying “no” to international organizations.

Chapter II, Basic Legal Problems of the Tax Harmonization
of EU.

This chapter traces the origin of the tax harmonization of EU and
lays out the measures, the focus and objectives of the tax harmonization
in different historical stages of the harmonization, during the different
historical period of EU. In the 1980’s, EU began to harmonize the VAT
and consumption tax,which swept off the obstacles for goods move in
the community market. In the 1990’s, the company tax harmonization
activiated. In the 21century, EU strengthened the harmonization of
savings tax, interest and royalty payment so that labour, capital and
service can move freely in the community market. Moreover, this
chapter arranges the articles related to the tax harmonization of the
basic treaties of EU whiéh are Article 93, Article 94, Article 95 and
Article 96, summarizes the legal instruments of the secondary
legislation of EU which includes directive, decision, regulation and
recommendation , opinion, report and resolutions, and introduces the
cooperation activities among member states. .

Chapter ITI, The Direct Tax Harmonization of EU. The direct tax
harmonization includes company tax, saving tax, interest and royalty
payment.

First,in order to prevent the reduction / elimination of cross-

3
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border business transactions and to prevent the loss of double taxation
resulted from the corporate tax system,the EU Council promulgated
the three company harmonization tax legislation, and they are: The
Merger Directive, The Parent and Subsidiary Directive and The EU
Tax Arbitration Convention. This chapter makes an analysis of the
above legal documents,and then conducts an overall evaluation of the
tax humeonization of EU corporates, hence sums up the following three
characteristics: 1. There is a shift from tax competition to tax
harmonization ;2. There is a shift from bilateral harmonization of tax
toward multilateral harmonization ;3. There is a shift from the tradition
to innovation. In addtion to this conclusion, problems occured in the
enforcement of The Merger Directive and The EU Tax Arbitration
Convention are made clear. Moreover , the prospects of the EU interest
tax harmonizition have been explored and the meaning of which to
China is suggested. Second , targeting at the saving tax harmonization,
this chapter introduces not only the background and the content of The
EU Saving Tax Directive ,but also lays out the core of the system , with-
holding tax, an information exchange system and transitional period
provisions. Still it analyzes the characteristics of this directive and the
.problems encountered in the process of its implementation. Some
suggstions are put forward in considering the Chinese practices. Third,
in relate to interest and royalties harmonization, this chapter presents
the economic and historical background of EU Interest and Royalty
Payment Directive, analyzes and comments on the articles of the

directive. The basic principle is that: when the company pays the
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interest and royalty to other member states , the source country exempts
from the withholding tax. Fourth, the paper - introduces the
transformation of the directives into national legislation.

Chapter IV, The EU Indirect Tax Harmonization. the EU
harmonization of indirect tax includes: tariffs, value-added tax,
consumption tax and energy tax(a consumption tax).

First,the customs union is an important cornerstone of the EU. It
is also the starting point for tax integration ,the EU tariff harmonization
among the member countries include not only the domestic tariff har-
monization but also include members of the common external tariff har-
monization. After a comprehensive introduction of the process of har-
monization of tariffs, this chapter points out some exceptions against
the Community law and then introduces and comments on value-added
tax. The review of the VAT dates back to 1954, until today EU has
adopted a series of uniform value-added tax law methods and
principles. At present, the EU’s current transitional programme allows
tax-abolished border checks while retaining two ways of levying the
origin and destination of tax revenues. This chapter also clarifies the
EU e-commerce tax policy,the difficulties in whose implementation , as
well as the two inspirations to China. One is that imposing a capital
gains tax on e-commerce in China is a natural choice,the other is that
for the establishment of a registration system for e-commerce taxation,
efforts should be made to enhance tax on the main control and to
expand VAT taxation of e-commerce taxation. To have a clear target is

of vital importance. Finally, after a brief introduction to the
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harmonization of the consumption tax, more detailed information is
given to the background, context, and social effect of Eenergy Tax
Directive of EU. The energy tax harmonization can adjust the
consumption structure of the energy ,improve energy efficiency , achieve
the “double dividend” of economic and environmental development,
and reach the Community and win-win situation between the member
states. In view of main energy security problems in China, this paper
suggests that ; boost the economy reform of China,take the measures of
tax reduction and tax exemption, encourage the development of the
renewable energy, protect the competitive capacity of the energy-
intenisive enterprises,and introduce the fuel tax and other related pro-
posals.

Chapter V,EU Tax Information Exchange on the Legal System.
This chapter focuses on specific EU tax information exchange,
espcially Direct Tax Directive,, Cooperation In the Consumption/Tax,
Value-Added Tax  Cooperation Ordinance, and Requested
Compensation for Bilateral Collaboration Instructionsfour legal
documents. In a comparision with OECD Model treaty, the paper
comments on the evaluation of the EU tax information exchange. In
accordance with China’s practice, the paper also makes some
suggestions to the improvement of the work of the IRS and tax
information exchange system and to China’s international tax
information exchange mechanism. Those suggestions are to sign
special agreements on cooperation , to develop specific tax information

exchange to operate ,to expand the scope of information exchange on
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taxe , to build cross-strait three inter-regional tax information exchange
mechanism , and to strengthen the European Union and ASEAN tax

information exchange.

Key words; EU Tax Harmonization International Tax Competition

Direct Tax Indirect Tax Tax Information Exchange
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