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EU Tax Trap

It’s time Washington pulls the plug on the

latest Brussels tax harmonization gambit,

BY DANIEL J. MITCHELL

ntoday’s modemn economy, it is increasin g-
Iy easy for jobs and capital 1o migraie frodn
high-tax nations to low-tax nations. This
forces lawmakers to control taxes and spend-
g lest they dimve too much economic ac-
tivity to lower-tax junsdictions, This process
is known as tax competition, and it is 4 -
eralizing foree in the world economy,

But not everybody approves of tax competidon,
especially high-tax European governments such as
France and Germany. Using the European Union as
their vehicle, these tncompelitive nations are secking
1o replace tax competition with tax harmonization-——
sort of an “OPEC for politicians,” There already is 5
requirement that all EU-member nations have a val-
ue-added tax of at least |5 percent, and the Brusscls-
based bureaucracy is secking (o harmonize taxes on
coporate income, tobacco, enecgy, and digital prod-
ucts. And politicians like French Prime Minister Li-
onel Jospin and German Chancellor Gerhard Schritder
openly assert that the EU should determine tax policy
in member stales,

But European taxpayers should not give up hope.
Enropean nations that benefit from tax competition—
sieh as the United Kingdom, Ireland, and Luxerm-
bourg—likely will use their EU veto to black any
meaningful propasals to further harmonize tax EyE-
tems. Adfid even if the UK., Ireland, and Luxembourg
agree 1o surrender their fiscal sovereignty, high-tax na-
tions will not stop the exodus of jobs and capital so
long s non-EU jurisdictions offer 5 moge attractive
cconomic climate. In other words. a cartel will nog
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work unless every nation participates in the cabal,

This is why the European Union’s latest tax har-
monization initiative—the “Savings Tax Directive”-
seeks to include non-EL nations, such s Switzerland
and the United States, in the carte], Under the -
posed Directive.! all participating nations would be
expected to collect and swap confidential financial
dats about the investments of nonresidents, 1f this as-
sanlt on privacy succeeds, an overburdened French
taxpayer no longer would be able to escape oppres-
sive French tax rates by shifting his savings (0 anoth-
er jurisdiction,

It is quite likely, though, that the EU's Savings
Tax Directive will fail. Any EU member nation has
the right to veto the proposal, and Luxembourg, Aus-
tria, and Belgium clearly are not interested in chang-
ing their privacy laws just so other nations can tax in-
come earmed inside their borders, An even bigger ob-
stacle is that the Directive is contingent on the ap-
proval of Switzerland, Lischtenstein, the United
States, Monaco, Andorra, and San Marino. These are
all capital-inflow jurisdictions that arc among the
world's biggest beneficiaries of tax competition. It
& difficult to imagine, for instance, Switzerland vol-
untarily surrendering its competitive advantage in the
global economy.

But little nations should not be the ones 1o kill the
EU Direciive. The United States should tuke that role,
if for no other resson than 1o antagonize the French
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government. But annoying European elites is just a
fringe benefit. The real reasons to oppose tax harmo-
nization include:

Threat to tax reterm. Tax reform proposals gen-
erally are based on important principles such as taxing
income only once snd taxing only income eamed in-
side narional borders (territorial taxation). The EU
Dhirective, by contrast, exists so that high-tay govern-
ments can double-tax income=—even if that income is
eamed in other nations. Any government that acqui-
esces to the EU Directive, for all intents and purposas,
gives up on tax reform,

The United States should take
that role, if for no other reason

than to antagonize the French,

Threat to U.5. economic interests. By indusirial-
world standards, the United States is a low-lax coun-
try. America’s aggregate tax burden is less than 30
pereent of GDP much lower than the 42 percent av-
erage tax burden in EU nations. Combined with ex-
tremely atteactive tax and privacy laws for forgign in-
vestars, this explains why the U5, economy has at-
tracted more than 59 trillion of overseas capital—naar-
Iy twio-thirds of which is financial capital. MNeedless o
say, a substantial portion of that money will leave the
American economy if the ELF sueceeds,

Threat to individual liberty. People should have
the freedom w escape fiscal oppression. This prine-
ple applies to Arpentines who don't want their gov-
ernment to steal their savings. It applies to the over-
seas Chinese who don't want the Indonesian govern-
ment to confiscate their wealth. And it applies to
French taxpayers who are getting fleeced by their gov-
emment. The EU Directive, however, would create a
wirld whers financial privacy s a fiction and human
rights take a back seat ko exira-territorial enforcement
of bac tax law,

Tireeat to tax cuts. The Reapan and Thateher tax-
rafe redictions miggered lower tax rates in every oth-
er indnsirialized nation. The vast majority of those
tax cuts occurred because governments were afraid
that too much capital was fleeing to the UK. and the
United States. But if the EU suceeeds, govemnments
will not face that pressure since they will have the abil-
ity to tax flight capital.

Threat lo good economic policy. Compeiition 1s
the heart and soul of economics. But the EL belisves
in Capital Export Neutrality, a peculiar theory that ar-
gues that the economy will suffer if people allow tax-
es to aflect their decisions on where to work, save,
shop, or invest. Thas is why the EL supports e bar-
monization, either explicitly (by fixing tax rates) or
implicitly (by information exchange),

Threat fo sovereignly. Governments should have
the right o determine how—and (f—income is mxed
within their borders. According o the EU, however, a
nation is not allowed to determine Lis own tax and po-
vacy laws if those laws male it more difficult for high-
tax governments to enforce bad tax law. Supporters of
the EL agenda will ot be satisticd unril every nation
is compelled to be part of the cartel.

The U.S. economy has attracted
more than $9 trillion of overseas
capital. A substantial portion of that

will leave if the EU succeeds.

The Furopean Union began with a noble vision-—
a free trade area that allowed the free flow of zoods,
services, capital, and labor, Today™s Furopean Union
15 betraying this vision. Selfish politicians are trying
to inhibit competition in erder [0 prop up inefficient
welfare states. The United States may not have much
influence on what happens within the EU, but at least
it can defend is own interesis—and protect the inter-
ests of European taxpayers—by pulling the plug on
the Savings Tax Directive. *
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