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This year’s EEAG report focuses on the taxation- 
mobility nexus in Europe and the OECD. As the main 
source of public revenue, taxes affect, among other 
things, individual labor income, corporate revenue 
flows, intergenerational wealth transfers, capital 
markets, and trade and consumption. In particular, 
the report raises the question of what fair taxation 
looks like in an increasingly connected and mobile 
world. The first chapter provides an overview of past 
and future macroeconomic conditions in the world 
economy and explains how recent political devel-
opments have influenced economic performance. 
Chapter 2 reviews the digital transformation and 
outlines how Europe could respond to changes from 
technological advances. Chapter 3 pays particular 
attention to corporate taxation in a mobile and dig-
ital world. The chapter discusses the development 
of corporate tax systems in recent decades and the 
need for reform. At the individual level, Chapter 4 
highlights recent developments in income inequality. 
The chapter also discusses taxation of labor income 
and the efficient and sustainable design of the social 
safety net as workers become more mobile. Despite 
in  creasing globalization and digitalization, some fac-
tors cannot, by their very nature, cross borders. Chap-
ter 5 looks at the taxation of such inherently immobile 
factors, including consumption, land, wealth, and 
inheritance. 

CHAPTER 1 
Macroeconomic Conditions and Outlook

Political events such as Brexit and the ongoing trade 
disputes have weighed on the global economy in 
the last year. Weak developments in industrial pro-
duction and international trade led to two consec-
utive years of overall stagnation. Falling demand 
for motor vehicles weakened industrial production, 
which was further exacerbated by structural changes. 
Trade conflicts, especially between the United States 
and China, severely disrupted the international 
exchange of goods and in some cases postponed 
investment activities. Ongoing political discussions, 
e.g. on Brexit, strikes in France, unrest in Hong Kong, 
and tensions in the Middle East have increased un -
certainty about the political environment and exist-
ing international value chains. As a result, companies 
have become more reluctant to invest, which has 
a negative impact on economic growth. While the 
economic stimulus is gradually fading in the United 
States, fiscal policy in other countries is expan- 
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sionary. In the European Union, the positive mo -
mentum is likely to be balanced across the member 
states. 

However, the downside risks to global economic 
development continue to dominate the upside risks. 
Clarity about future relations between China and the 
United States could remove the hesitancy on invest-
ment decisions and initiate a faster than expected 
recovery. On the other hand, despite the recent partial 
agreement, there is still a risk of further escalation, 
and the conflict could spread to other countries and 
regions. 

All over the world, a long period of loose mon-
etary policy has had negative consequences for 
financial stability. Although it is to some extent offset 
by increased regulation, financial investors are tak-
ing on more and more risk in search of return. The  
economic outlook for the euro area is exposed to  
several political and economic risks. At the political 
level, the United Kingdom’s exit from the European 
Union, disputes within the governing coalition in 
Italy, the lacking majority in the parliament of the 
new Spanish government and the struggling grand 
coalition in Germany pose risks for the European 
economy. In addition, the future development of 
manufacturing industry in the euro zone is also to 
some extent uncertain. The possible continuation 
of the weak intermediate and capital goods industry 
could have a stronger than expected impact on the 
labor market and thus have a negative effect on pri-
vate consumption.

CHAPTER 2
Digital and Technical Transformation

Chapter 2 reviews the rapid digital and techno
logical transformation of recent decades. Compa 
nies with digital business models, mostly operating  
in hightechnology industries, have revolutionized 
the way we live, work, and do business. US companies 
like Facebook, Apple, Uber, Google, Amazon, and Mic-
rosoft started out as small startup companies and 
now share most of the market capitalization among 
themselves. Due to China’s technology investments, 
this type of organization has emerged there as well, 
leaving Europe (relatively) behind. 

As a result of the digital transformation and the 
introduction of new technologies, world trade and 
the patterns of globalization are changing. While 
the impact of these changes on global trade can be 
positive or negative, digital platforms will certainly 
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challenge traditional multinational value chains. 
Nowadays digital platforms play a particularly trans-
formative role in the global economy. The chapter 
describes some of the major players, such as eBay and 
YouTube, that have become the centre of exchange 
of information and integrators of economic activity. 
Digital platforms have the potential to be important 
drivers towards more inclusive global development. 
However, since data is the central component of the 
digital economy, the question arises to what extent 
privacy and security require protection from possibly 
harmful actions. This chapter argues that Europe can 
and should do more to compete with the major play-
ers in the United States and China. One possibility may 
be to lead by example by providing the third way that 
would couple innovation and entrepreneurship with 
protection of privacy and freedom.

CHAPTER 3
Taxing Multinational Companies

Chapter 3 discusses the development of the corpo-
rate tax system and presents various reform options. 
Globalization and technological change seem to 
make taxation, particularly of large, multinational 
companies, increasingly difficult. Companies with 
digital business models often have little or no phys-
ical presence in Europe despite generating large 
revenues. There is a general perception that multina-
tional companies find it easier than traditional com-
panies to avoid taxes. To counteract such develop-
ments, France has introduced a ‘digital services tax’ 
to collect part of the revenues that would otherwise 
remain untaxed. 

Interestingly, while the debate about (perceived) 
tax fairness continues, tax revenues are currently at 
record levels. Yet calls for a reform of international 
tax systems are becoming more frequent. However, 
before introducing new taxes to ensure tax fairness 
and to offset the tax advantages that some multina-
tional companies may enjoy, it is worth paying partic-
ular attention to the tax incidence, i.e. who bears the 
burden of certain taxes. Since some of the assump-
tions underlying the tax system are implicit, a much 
more effective approach than introducing new taxes 
would be to examine whether such unequal treatment 
in the tax system is justified and possibly to eliminate 
unfair tax benefits.

The chapter also discusses how countries try to 
attract internationally mobile economic activity by 
lowering the corporate tax rate, a behavior known 
as tax competition. In this context it is useful to dis-
tinguish between the competition of real economic 
activity and competition for accounting profits. The 
options for reforming the international tax systems 
for multinational companies include the shift from 
separate accounting to formula apportionment. In 
addition, the OECD has initiated a process of interna-
tional tax policy coordination to reduce profit shift-

ing, by distinguishing between routine and residual 
profits (profits above what could be otherwise 
expected given capital and labor inputs) and taking 
corporate profits at a minimum rate. Transparency 
and data also play an important role in the discus-
sion of reform options. With the implementation of 
CountrybyCountry (CbC) Reporting Standards, the 
OECD intends to facilitate and standardize the inter-
national exchange of tax and taxrelevant data and 
information.

CHAPTER 4
Taxing Mobile Jobs and People

After reviewing corporate taxation, this chapter takes 
a closer look at the taxation of jobs and people in a 
mobile world. Increased mobility of jobs and workers 
is an important factor for the design of taxfinanced 
welfare systems, and the benefits and costs of global-
ization must be distributed fairly. The principles reg-
ulating the internal market and social security limit 
the EU’s scope for shaping the welfare state when 
people migrate within the European Union. On the 
other hand, there is greater leeway with regard to the 
migration of nonEU citizens. Policy measures affect 
both the revenue and the expenditure side. Devel-
opments in recent decades show that differences in 
welfare state regulations persist and that some of 
the most efficient economies include some countries 
with lean welfare states and some with extended 
welfare states. This is an indication that the scope of 
national policies with respect to the design of welfare 
systems is largely intact. 

The main source of tax revenue is the direct and 
indirect taxation of labor income. Increased mobility 
of people can reduce tax revenues. Shifting taxation 
from mobile to less mobile tax bases is one possible 
solution. The chapter illustrates that maintaining 
progressive elements in taxation may be possible, 
while changing the top statutory tax rates may be 
not. To limit potential outward migration and loss of 
tax revenues of very rich income groups, some coun-
tries have resorted to tax exemptions. These either 
target broad groups to increase labor supply or nar-
row groups to attract the talented or very rich. These 
developments should be closely monitored at the EU 
level. 

On the expenditure side, there are significant dif-
ferences between the main types of expenditure. For 
instance, there are important arguments for subsidiz-
ing primary and secondary education to ensure equal 
opportunities and the use of human capital potential 
in the population, which are less convincing in the case 
of higher education. Yet tertiary education is heav-
ily subsidized in most countries. In order to reduce 
education subsidies, stateguaranteed loans could 
be replaced by study grants. Such a change would be 
consistent with education incentives, improve public 
finances and reduce regressive policies.
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CHAPTER 5
Taxing Immobile Factors and Wealth

In Chapter 5, we discuss the taxation of immobile fac-
tors, which are characterized by their inability to cross 
borders. Taxing immobile factors avoids the erosion 
of the fiscal base related to international mobility. 
However, the incidence of such tax is not always fair, 
and this sets limitations on the extent to which gov-
ernments are willing to use such taxes. In this chapter, 
we describe some of the most prominent immobile 
factors in the discussion surrounding fair taxation: 
consumption, land, wealth, and inheritance.

The main argument against consumption taxes 
concerns redistribution. Given that the propensity to 
consume is higher among people on lower incomes, 
a proportional consumption tax means that people 
with high incomes pay a lower proportion of their 
income than people with low incomes. Consumption 
taxes should therefore be combined with other taxes 
and since they are a suitable source of revenue and 
immune to mobility, they should be an essential part 
of fiscal systems. 

Landvalue or property taxes are also an efficient 
source of revenue because the tax base consists of 
immovable factors. However, landvalue taxes do not 
fully reflect the ability to pay and are therefore rela-
tively rare in the European Union. Land taxes should 
be gradually implemented and exemptions should be 
well thought through. A wealth tax is in principle fair, 
but in practice people with high wealth can avoid the 
tax, thereby reducing both the tax base and the dis-
tributional characteristics. A double wealth tax with a 
higher rate for immovable assets and a lower rate for 
movable assets could be an option; however, the over-
all tax burden of an individual should be assessed tak-
ing into account both the wealth tax and the income 
tax. 

The taxation of inheritances has the potential to 
reduce income and wealth differences across gener-
ations as most intergenerational transfers usually 
occur late in the individual’s working life. Although, 
fairness implies that governments should tax the 
transfer of wealth, inheritance taxes are less frequent 
in their incidence and unpopular. The basic principle 
of any tax should be to keep it simple, as this makes tax 
optimization difficult or less likely. Special treatment 
in the form of exemptions for family businesses and 
the rich is often not justified from an economic point 
of view. Moreover, the policy options chosen should 
ensure that individuals contribute in proportion to 
their ability to pay. In addition, transfers to younger 
heirs could be encouraged to promote intergenera-
tional fairness. When choosing the right tax rate, it is 
important to keep in mind that high tax rates can pro-
mote tax optimization/avoidance, while low tax rates 
offer individuals less incentive to reduce their tax bill 
but also generate less revenue.


