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1. Introduction

T he priority of the European Union (EU) is to encourage sustainable growth and 
investment within equitable Single Market. Accordingly, the EU needs a framework 
for fair and efficient tax policy, which will ensure equal tax burden distribution, 
promote sustainable growth and investment, diversify funding sources of the EU 

economy and strength the competitiveness of the EU economy. In this context, corporate 
taxation is often viewed as a fundamental component of a fair and efficient tax system. It 
represents a crucial source of revenue for the EU countries and a crucial determinant of 
companies’ business decisions. However, the current corporate taxation rules no longer fit the 
contemporary context. 

Namely, the economic environment has 
become more globalised, mobile, and 
digital, while the corporate income is taxed 
at the national level. Accordingly, business 
models and corporate structures have 
become more complex, making possibilities 
for easier shifting profits. This has made it 
more difficult to determine which country is 
supposed to tax a multinational company’s 
income Certain companies are exploiting 
this situation to artificially shift profits to 
the lowest tax jurisdictions and minimise 
their overall tax contribution. The fact that 
certain profitable multinationals appear to 
pay very little tax in relation to their income, 
while many other taxpayers are heavily 
impacted by fiscal adjustment efforts, has 

caused discontent. This perceived lack of 
fairness threatens the contract between 
governments and businesses and may even 
impact overall tax compliance. Therefore, 
there is an urgent need to challenge such 
corporate tax abuse and to review corporate 
tax rules in order to better tackle aggressive 
tax planning as well as to improve the overall 
tax system (European Commission, 2015).
A decade before the deadline for achieving 
the sustainable development goals set out 
in the 2030 Agenda, the societies face 
major challenges, further highlighted by 
the outbreak of the Covid-19 pandemic at 
the beginning of 2021. The most important 
source of government revenue is taxation, 
and as such, taxes have long been recognized 
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by the international community as a key 
and most reliable source of financing for 
sustainable development. Nevertheless, 
there are several scandals revealing serious 
flaws in the existing global tax system, 
including cases of large-scale tax evasion 
by the largest multinationals. While some 
cases reveal illegal tax evasion, others 
reveal practices of reducing tax payments, 
where it is a matter of exploiting loopholes 
in laws or stretching existing tax rules, 
which is otherwise considered technically 
legal. In such cases, when taxpayers follow 
the letter of the law but not its spirit and 
purpose, we are talking about tax evasion 
(Evklib Inštitut, 2020).

Therefore, the main objective of the study 
is to provide the theoretical overview and 
to examine the secondary data about the 
following areas considering tax policy 
reforms for promoting fair and efficient 
business taxation in the EU:

• The definition of tax competitiveness 
concept.

• Fundamental principles of tax policy.
• Tax policy agenda in the EU.
• The role of tax administration in 

supporting tax system.
• Corporate taxation trends in the EU.
• The role of government for better 

business taxation.
• Implications for Central and Eastern 

European Countries.

The main purpose of the study in which the 
state-of-the-art in the field of tax policy 
reforms for promoting fair and efficient 
business taxation in the EU is examined, 
is to identify challenges and opportunities 
to improve current state of tax system 
in the EU countries by comparing old 
member states (OMS) and new member 
states (NMS). The findings of this study 
are not only interesting from the academic 
(research and debate) but also from the 
practical (suggestions for improvements) 
perspective. The research is carried out 
on literature review and analysis of the 
secondary data by different stakeholders, 
e.g. European Commission, World 
Bank, other international organisations, 
governments’ institutions and others.
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In other words, competitiveness means 
productivity, welfare and high standards 
of living. Given the presented context, a 
competitive tax system can be understood as 
a tax system that is adequate for increasing 
productivity and economic welfare while 
also contributing to raising living standard 
at a sustainable level and pace (Valente, 
2019). However, tax competitiveness can 
also be defined in a much narrower sense 
through the lenses of the tax legislation. 
Such definition is used by Tax Foundation 
in their International Tax Competitiveness 
Index, which aims to assess the extent 
to which country’s tax system adheres 
to two important aspects of tax policy, 
namely competitiveness and neutrality (Tax 
Foundation, 2021).
A competitive tax legislation is one that 
maintains low marginal tax rates. Nowadays, 

the world has become increasingly globalised 
and capital highly mobile. Therefore, 
businesses can choose to invest in any 
country around the word to maximize their 
returns. This implies that businesses will 
look for countries with lower tax rates on 
investment to optimize their after-tax rate 
of return. If a country’s tax rate is too high, it 
will drive investment elsewhere, leading to 
slower economic growth. In addition, high 
marginal tax rates can impede domestic 
investment and lead to tax avoidance (Tax 
Foundation, 2021). Namely, the OECD 
research reveals that corporate taxes are 
most harmful for economic growth, while 
personal income taxes and consumption 
taxes are less harmful (OECD, 2008).
A neutral tax legislation, on the other hand, 
is one that attempts to raise the maximum 
revenue while causing the fewest economic 

2. The definition of tax 
competitiveness concept

F air and efficient business taxation can be viewed through the lenses of tax 
competitiveness concept. To understand the main issue and its implications, it is 
first necessary to define the term “competitive”. According to the World Economic, 
defining the term from an economic perspective, the “competitive” as the set 
of institutions, policies and factors that determine the level of productivity of a 

country (WEF, 2016). 
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distortions. This implies that it does not 
promote spending over saving, as happens 
with investment taxes and wealth taxes. 
It also means that there are few or no 
targeted tax benefits for specific activities 
carried out by taxpayers (businesses or 
individuals). It is also well established that 
when tax laws become more complex, 
they also become less neutral. From the 
theoretical perspective, if the same taxes 
apply to all businesses and individuals 
but the tax rules allow large companies or 
wealthy individuals to adjust their behaviour 
to gain a tax advantage, the neutrality of a 
tax system is undermined. Moreover, a tax 
legislation that is neutral and competitive 
encourages sustainable economic growth 
and investment while creating sufficient 
level of revenue to fund the priorities set 
by the government (Tax Foundation, 2021). 
Therefore, governments can contribute to 
a competitive tax system in several ways 
including (OECD, 2011):

• Raising tax revenues in a way that is 
broadly accepted as fair is more likely to 
achieve high levels of (largely) voluntary 
compliance.

• Good administration that is effective 
in deterring evasion reinforces social 
cohesion and ensures no unfair 
advantage accrues to businesses that 
evade tax.

• Similarly, tax administration that is not 
open to corruption and that implements 
tax law consistently and impartially 
make the tax regime predictable and 
reduce the extent to which it might 
discourage investment.

• Efficiency in tax administration reduces 
the amount of an economy’s resources 
that have to be devoted to revenue 
collection

• Low compliance costs and burdens on 
business reduce the time that taxpayers 
have to spend on tax compliance – time 
and effort that could otherwise be spent 
on creating income and wealth

• Tax policy making that is evidence-
based and transparent, with publication 
of the revenue forgone from tax 
expenditures and periodic reviews of 
their cost-effectiveness, estimates of 
the revenue effects of tax measures 
proposed in the budget, etc.

Therefore, it is important that governments 
follow fundamental principles of tax policy 
that is adopted in a way to address all the 
contemporary business challenges.
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3. Fundamental principles
of tax policy

T axation is a fundamental source of public expenditure financing and as such 
constitutes a central feature of a country’s economy. Namely, tax revenue 
is a prerequisite for the pursuit of national objectives and subsequently the 
maintenance and improvement of living standards. Furthermore, the tax 
system is structured based on a range of principles and objectives. Finally, 

taxpayers may be encouraged or discouraged by the tax system in relation to the undertaking of 
risks, the pursuit of investment and private initiative (Valente, 2019). To appropriately address 
all these conditions, the governments should carefully consider the fundamental principles of 
tax policy and adapt them to the modern business realities.

In a certain situation, where many 
governments are faced with less revenue, 
increasing expenditures and resulting fiscal 
constraints, raising revenue remains the most 
important function of taxes, which serve as 
the primary means for financing public goods 
such as maintenance of law and order and 
public infrastructure. Given that a certain 
level of revenue that needs to be raised, which 
depends on the broader economic and fiscal 
policies of the country concerned, there exist 
several broad tax policy considerations that 
have traditionally guided the development 
of taxation systems. These refer to 
neutrality, efficiency, certainty and simplicity, 
effectiveness and fairness, flexibility, as well 
as equity (Figure 1) (OECD, 2015).

Figure 1: Fundamental principles of tax policy

Source: OECD, 2015; own elaboration.
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Neutrality: Taxation should aim to be 
neutral and equal across all types of 
business activities. Tax neutrality will 
help to achieve better efficiency by 
ensuring that the means of production 
are optimally allocated. A distortion, 
and the corresponding deadweight loss, 
will occur when changes in price trigger 
different changes in supply and demand 
than would occur in the absence of tax. 
In this view, neutrality also implies that 
the tax system increases revenue while 
minimizing discrimination in favour of, 
or against any economic choice. This 
indicates that the same principles of 
taxation should apply to all forms of 
businesses, while addressing special 
peculiarities that may otherwise impede 
an equitable and neutral implementation 
of those principles (OECD, 2015).

Efficiency: Tax compliance costs for 
businesses and related tax administrative 
costs for governments should be kept to 
a minimum (OECD, 2015).

Certainty: Tax legislation should be clear 
and simple to understand, which will 
allow taxpayers to quickly determine 
their position. Not only that, but 
taxpayers can also better grasp their 
obligations and entitlements when 
the tax system is clear. Consequently, 
businesses are more likely to make sound 
decisions and respond to intended policy 
choices. Contrary, a complex tax system 
may pose a serious threat to taxation. 
Moreover, complexity also encourages 
aggressive tax planning, which may 

result in economic deadweight losses 
for the economy (OECD, 2015).

Effectiveness: Taxation should be 
effective and fair as well as generate 
the right amount of tax at the right time, 
while avoiding both double taxation and 
unintended non-taxation. Furthermore, 
the potential for evasion and avoidance 
should be minimised. For example, if 
there is a group of taxpayers that are 
technically subject to a tax but are 
never required to pay the tax due to 
inability to enforce it, then the taxpaying 
public may view the tax as unfair and 
ineffective. Consequently, policymakers 
must take into the account the 
practical enforcement of tax legislation. 
Furthermore, since enforceability affects 
tax collection and administration, it is 
crucial to ensuring efficiency of the tax 
system (OECD, 2015).
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Flexibility: Taxation systems should be 
adaptable and dynamic to an extent, 
which will ensure to keep up with 
technological and business advances. 
The dynamism and flexibility of a tax 
system is critical to fulfil the current 
governments’ revenue needs while 
adapting to changing needs on an 
ongoing basis. This implies that the 
structural features of the system should 
be durable in a changing policy context. 
At the same time, it should remain 
flexible and dynamic enough to allow 
governments to respond as needed to 
keep up with technological and business 
advances, while keeping in mind that 
future advances are often difficult to 
predict (OECD, 2015).

Equity: Equity consists of two main 
elements, namely horizontal equity, and 
vertical equity. Horizontal equity implies 
that taxpayers in similar circumstances 
should bear similar tax burden, while 
vertical equity is considered as 
normative notion, whose definition 
varies depending on the user. It implies 
that taxpayers in better circumstances 
should bear a larger part of the tax 
burden as a proportion of their income. 
Practically, the understanding of vertical 
equality relies on how far governments 
aim to reduce income variety and 
whether it should be applied to income 
received in a certain period or lifelong 
income (OECD, 2015).
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4. Tax policy agenda in the EU

4.1 Context of the EU tax policy framework

T he context for EU business taxation policy has changed radically in 2020. 
The Covid-19 pandemic caused by the novel coronavirus SARS-CoV-2 
has deeply affected societies and economies at global and EU level. The 
public health threat turned into the EU’s most severe economic crisis in 
history, with unprecedented social impacts and rising inequalities. The 

pandemic emerged against a background of ongoing major trends that shape the societies 
and economies, including globalization, climate change, and population ageing. The pandemic 
has also accelerated pre-existing digitalization tendencies, with a rising number of people and 
businesses making purchases, working, interacting and doing business online. The presented 
trends have a significant influence on existing tax bases and thus require reflection on the form 
of fair and efficient tax policy in the future (European Commission, 2021a).

Furthermore, the practical experiences 
confirm that the fundamental concepts 
of tax residence and source, upon which 
the international tax system has been 
built for the last century, are out of date. 
Namely, modern business practices often 
involve carrying out activity in a country 
without maintaining physical presence. 
In such situations, the existing tax rules 
often proved to be flawed, while the 
digitalization of the economy has created 
new opportunities to manipulate the 
existing principles through tax planning 

schemes (European Commission, 2021a).
Consequently, many countries have 
actively been engaged in implementing 
a patchwork of anti-tax avoidance and 
evasion measures. Although these efforts 
seemed to be appropriate for addressing 
specific problems, they have imposed even 
further complexity. Triggered by multiple 
tax scandals, rigorous enforcement of 
State aid rules, and the need to finance 
public expenditure after the financial 
crisis, discussions on the reform of the 
international corporate tax framework 



Figure 2: Main challenges for tax policy agenda 
in the EU

Source: European Commission., 2021c;
own elaboration.
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accelerated in the early 2010s, leading to 
the Base Erosion and Profit Shifting (BEPS) 
project, led by the OECD and G20. To 
address all the contemporary challenges, 
the EU needs a robust, efficient, and fair 
tax framework that meets public financing 
needs while also fostering the recovery as 
well as green and digital transformation 
(European Commission, 2021a).
 
4.2 Challenges and opportunities for 

tax policy in the EU

As a response to contemporary challenges 
further emphasized by the Covid-19 
pandemic, the European Commission 
adopted its long-awaited Communication 
on Business Taxation for the 21st Century. 
Namely, the context for business taxation 
policy has changed radically in 2020. The 
public health threat turned into the EU’s 
most severe economic crisis in history, 
with unprecedented social impacts and 
rising inequalities. Moreover, the pandemic 
has also contributed significantly to 
acceleration of existing trends, such as 
digitalisation and highlighted problems 
in the current business taxation system. 
These problems are outdated tax systems, 
tax rules complexity as well as taxation 
and development mismatch (Figure 2) 
(European Commission., 2021c).

Outdated tax systems: The existing 
international corporate tax system was set 
up more than a century ago. The fundamental 
principles of tax residence and source that 
were considered relevant at the time are no 
longer suitable for todays’ contemporary 
challenges. Recent developments in 
globalization and digitalization have pushed 
these principles more out of step with 
contemporary economy and made tax rules 
more difficult to apply to current business 
realities (European Commission., 2021c).

Tax rules complexity: The patchwork 
of national corporate tax rules in the 
EU complicates cross-border business 
operations in the Single Market. Within 
the EU there are 27 distinct national tax 
systems, which presents unique hurdles 
especially for SMEs and start-ups as well 
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as other companies trying to grow, expand, 
and trade across borders. This has a 
negative impact on investment and growth, 
as well as the overall competitiveness of 
the EU economy (European Commission., 
2021c).

Taxation and development mismatch: 
The taxation of corporate income is 
based on the national tax rules. However, 
business models are becoming increasingly 
global, digital, and complex. This results 
in significant tax compliance costs for 
businesses as well as the risks of double 
taxation. Moreover, some companies exploit 
loopholes between tax systems through 
aggressive tax planning strategies. This also 
makes it difficult for citizens to understand 
how much companies are actually paying in 
tax, thus weakening trust in the tax system 
as a whole (European Commission., 2021c).

The Communication on Business Taxation 
for the 21st Century sets out both a short-
term and long-term vision for the EU tax 
policy agenda with the focus of supporting 
EU’s recovery from the pandemic and 
ensuring adequate public revenues over the 
coming years. It is based and extended on 
the roadmap set out in the tax Action Plan 
presented by the European Commission in 
2020 as part of its tax package for fair and 
simple taxation. On the one hand, the short-
term proposals include efforts to improve 
domestic tax relief for losses, address 
aggressive tax planning opportunities inked 
to the use of shell companies, eliminate 
the imbalance between equity and debt 
funding, and require large companies 

to publish effective tax rates. On the 
other hand, the long-term ideas include 
resurrecting a proposal for a new corporate 
tax framework. Other proposals consist of a 
digital levy and new environmental taxation 
systems (Deloitte, 2021).

The current tax system issues arise from 
the increasing complexity of unilateral 
reforms implemented by individual EU 
countries and lack of coordination between 
them. Therefore, the fundamental goal of 
the European Commission is to develop 
a holistic vision for the EU tax system. 
Current trends such as globalization, 
climate change, and population ageing, 
and digitalization pose new challenges for 
the EU countries, whereby some of these 
challenges are especially highlighted in 
the context of the pandemic. Accordingly, 
tax system needs to adapt to follow these 
modern trends to ensure fair and efficient 
business taxation (Deloitte, 2021).

The Communication on Business Taxation 
for the 21st Century also emphasizes that 
taxation would support the objective of 
the EU to become the first carbon neutral 
continent by 2050, which is the main goal 
of the European Green Deal (Deloitte, 
2021). Consequently, the EU is expected 
to become a modern, resource-efficient, 
and competitive economy (European 
Commission, 2021d). This can be achieved 
by fostering the green and digital transitions 
other available policy tools. At the same 
time, EU countries should take care of 
public financing needs as well as social 
acceptability. Accordingly, EU countries 
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need to enhance their efforts in putting a 
price on externalities, while considering 
any negative social consequences as well 
as phasing out harmful subsidies, including 
as part of broader reforms of tax system 
(Deloitte, 2021).

4.3 EU tax policy initiatives

In the long-term, the Communication on 
Business Taxation for the 21st Century 
will provide a new framework for business 
taxation in the EU with the aim to reduce 
administrative barriers, remove tax 
barriers and promote a more business-
friendly environment. There will be also 
focus on provision of a single corporate 
tax rulebook for the EU, which will be 
founded on a formulary appointment and a 
common tax base. This also include cutting 
red tape, reducing compliance costs and 
tax avoidance opportunities as well as 
supporting jobs, growth, and investment in 
the EU (European Commission., 2021c).

In the short term, the Communication on 
Business Taxation for the 21st Century 
outlines a series of targeted initiatives to 
address existing challenges in business 
taxation and consequently ensure a more 
stable, supportive, and fair corporate tax 
framework for the sustainable future. The 
Commission intends to propose several 
initiatives (European Commission., 2021c).

Supporting business recovery: Better 
support for businesses, especially SMEs, in 
their recovery by allowing loss carry back 
for businesses to at least the previous 
fiscal year. This initiative aims to support 
healthy businesses as loss carry back 
has the advantage of benefitting only the 
businesses that exhibited profits in the years 
before the pandemic. Companies that were 
making a profit and paying taxes in the years 
prior to 2020 would be able to offset their 
2020 and 2021 losses against these taxes. 
This ensures that the measure is targeted 
at businesses suffering as a direct result 
of the pandemic, and that public money is 
not spent trying to help private businesses 
that are failing for reasons unrelated to the 
crisis. Member States will also have to limit 
the amount of losses to be carried back to 
€3 million per loss making fiscal year. This 
will help level the playing field and better 
support business during the recovery, and 
will particularly benefit SMEs (European 
Commission., 2021c).

Promoting innovation: Promote innovation 
by addressing the debt-equity bias in 
corporate taxation through an allowance 
system. The economic crisis following the 
Covid-19 pandemic has contributed to a 
significant increase in companies’ stock 
of debts. The current pro-debt bias of 
tax rules, where businesses can deduct 
interests attached to a debt financing, but 
not the costs related to equity financing, can 
encourage companies to accumulate debts. 
This could lead to high waves of insolvency, 
with a negative effect for the EU as a whole. 
The Commission proposal will try to redress 
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the debt-equity bias and contribute to the 
re-equitisation of companies financially 
vulnerable because of the Covid-19 crisis 
(European Commission., 2021c).

Ensuring transparency: Ensure greater 
public transparency on the taxes paid by 
businesses, by proposing that certain large 
companies operating in the EU should have 
to publish their effective tax rates. The 
proposal will allow public scrutiny where 
aggressive tax planning strategies are used 
and will provide policymakers with a better 
overview of the tax contribution made by 
large multinational companies in the EU 
(European Commission., 2021c).

Tackling shell companies: Tackle the 
abusive use of shell companies, through 
new anti tax-avoidance measures. 
Shell companies are legal entities and 
arrangements that have little or no 
substance and economic activity, and 
in some cases may be used purely for 
aggressive tax planning. The Commission 
will propose new monitoring and reporting 
requirements for shell companies, so 
that tax authorities have better oversight 
and can better respond to aggressive tax 
planning through these entities (European 
Commission., 2021c).
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5. The role of tax administration 
in supporting tax system

5.1 Tax administration and administrative barriers

T The need for sustainable sources of funding for social programs and public 
investments is crucial in the contemporary economy as it allows fostering 
economic growth and development. Programs providing health, education, 
infrastructure, and other ser, and other services are critical to achieve the 
shared aim of a prosperous, functional, and orderly society. They as such, 

demand that governments achieve sufficient level of revenues. Nevertheless, taxation is not 
only important through the lenses of supporting public goods and services but also plays a 
crucial role in the social contract between citizens and the economy, whereby the way taxes 
are collected and spent may define a government’s very legitimacy. Accordingly, keeping 
governments responsible promotes effective tax administration and sound public financial 
management (FIAS, 2009; World Bank, 2020a).

All governments need sufficient revenue 
for addressing the societal needs. However, 
the main challenge is to carefully select the 
tax rate as well as the tax base. Not only 
that, but governments are also faced with 
the challenge how to design a such tax 
system that will not discourage taxpayers 
from paying taxes. According to the recent 
survey covering 147 countries around the 
world, companies perceive tax rates to 

be one of the top five constraints to their 
operations and tax administration to be 
one of the top eleven (World Bank, 2020a, 
2020b). It is established that companies 
that score worse on the Doing Business 
ease of paying taxes indicators tend to 
perceive both tax administration and tax 
rates as more of an obstacle to business 
(Figure 3). 
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Figure 3: Perception of tax administration and tax rates as an obstacle to business

Source: World Bank, 2020a, 2020b.

Paying taxes is mandatory obligation 
for companies in every contemporary 
economy. However, payment of the tax 
in the amount provided in the tax rules 
is necessary as it contributes to the 
pursuit of the public interest. A more 
problematic area may be the way the 
tax is paid. Namely, the administration 
related to paying taxes is often 
viewed as an administrative barrier to 
businesses (Braunerhjelm et al., 2021). 
Administrative barriers represent a 
collective name for administrative 
obstacle, which should be differentiated 
from administrative burden (Obadić et al., 
2020). Administrative barriers represent 
all the things that unjustifiable complicate 
business activities and operations of the 
company, as opposed to administrative 
burdens that can be broadly defined as 
all costs that results from mandatory 
obligations placed on businesses by 
public authorities on the basis of laws, 
degree or similar acts. Administrative 
burdens differ among European countries 

and include: (a) EU law and domestic 
legal acts required to transpose it into 
national law; (b) accounting and taxation 
requirements; as well as (c) sectoral and 
industrial specific laws reporting and 
coordinating obligations (Szczepaǹski, 
2016). Administrative barriers represent 
costs to companies and citizens in 
fulfilling fundamental obligations based 
on government laws and regulations 
(European Commission, 2014; FNF, 
2020). It can be defined as (recurring) 
costs of administrative activities that 
companies have to perform in order to 
comply with their obligations imposed 
by central government regulation (UK 
Cabinet Office, 2006).

Administrative barriers related to paying 
taxes can be measured by considering 
two dimensions, namely: 1) payments 
(number per year) necessary for 
companies to pay all taxes; and 2) time 
(hours per year) necessary for companies 
to pay all taxes. The data for these two 
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dimensions of paying taxes are obtained 
from World Bank Doing Business Report 
(World bank, 2020c). The group of NMS 
includes those EU countries that jointed 
the EU in 2004 or later, namely: Bulgaria, 
Croatia, Cyprus, Czechia, Estonia, 
Hungary, Latvia, Lithuania, Malta, 
Poland, Romania, Slovakia, and Slovenia. 
This group consists of predominantly so-
called 11 Central and Eastern European 
(CEE) countries and two Mediterranean 
European countries. The group of OMS 
includes the remaining EU countries, 
namely: Austria, Belgium, Denmark, 
Finland, France, Germany, Greece, 
Ireland, Italy, Luxembourg, Netherlands, 
Portugal, Spain, and Sweden.

Regarding the payments necessary to 
pay all taxes, on average, companies in 
the EU need to perform 10.30 payments 

per year to pay all taxes. Interestingly, 
similar situation in average number of 
payments per year can be observed for 
the NMS (10.23 payments) and the OMS 
(10.36 payments) (Figure 4). However, 
there exist large differences within 
these two subgroups of countries. In the 
NMS, Latvia (7 payments) and Poland 
(7 payments) are identified as countries 
with the lowest number of payments 
per year, while Bulgaria (14 payments), 
Romania (14 payments) and Cyprus (16 
payments) are identified as countries 
with the highest number of payments 
per year. Further, in the OMS, especially 
Sweden (6 payments) is identified as 
a country with the lowest number of 
payments per year, while especially 
Luxembourg (23 payments) is identified 
as a country with the highest number of 
payments per year.

Figure 4: Payments necessary to pay all taxes

Source: World bank, 2020c.
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Figure 5: Time necessary to pay all taxes

Source: World bank, 2020c.

Regarding the time necessary to pay all 
taxes, on average, companies in the EU 
spend 173.70 hours per year for paying 
taxes. Further, the comparison reveals 
that companies in the NMS, on average, 
spend much more time on yearly basis 
(203.77 hours) than companies in 
the OMS (145.79 hours) (Figure 5). 
Nevertheless, also there exist large 
differences within these two subgroups 
of countries. In the NMS, Estonia (50 
hours) and Lithuania (95 hours) are 
identified as countries where companies 

spend the least time for paying taxes. 
On the other hand, Poland (334 hours) 
and Bulgaria (441 hours) are identified 
as countries where companies spend the 
most time for paying taxes. Further, in 
the OMS, Luxembourg (55 hours), Ireland 
(82 hours) and Finland (90 hours) are 
identified as countries where companies 
the least time for paying taxes. On the 
other hand, Germany (218 hours), Italy 
(238 hours) and Portugal (243 hours) are 
identified as countries where companies 
spend the most time for paying taxes.

Therefore, to improve the perception 
of companies regarding the tax 
administration and tax rates an efficient 
and effective tax administration that 
can improve the tax system is needed 
(CIAT, 2021). Namely, tax administration 
plays a crucial role in contemporary 

economies as they are responsible 
for collecting tax revenues. However, 
it is not just about the amount of tax 
collected but also about the way how tax 
collection is done. Thus, it is emphasized 
that tax administration should approach 
tax collection in a fair and efficient with 
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limited costs for taxpayers and the tax 
administration itself. To achieve this, a 
tax administration should ensure that 
taxpayers comply with the rules as 
well as provide adequate and sufficient 
resources, i.e. well trained staff, 
information technology, budged etc. 
(European Commission, 2021b).
 
5.2 Tax administration and 

administrative support

Efficient tax administration can help 
encourage businesses to become 
formally registered, consequently 
expanding the tax base and increasing 
tax revenues. Contrary, unfair and 
arbitrary tax administration is likely to 
put the tax system in a bad light and 
weaken the government’s legitimacy. 
This is also confirmed by the experience 
from the past. In many transition 
countries during the 1990s, the failure 
to improve tax administration when new 
tax systems were introduced resulted 
in the uneven imposition of taxes, 
widespread tax evasion and lower-than-
expected tax revenue (Bird, 2010; World 
Bank, 2020a).

Therefore, it is important that tax 
administration constantly supports 
companies in tax compliance issues 
and help to overcome certain 
obstacles, especially those related 
to tax administrative barriers, which 
are considered as everything that 
unjustifiably hampers business 
operations of companies. In general, 

administrative barriers cover all costs 
arising from unnecessary administrative 
obligations that enterprises must fulfil 
due to the legislation. In other words, 
an administrative barrier represents 
an administrative burden which is not 
strictly necessary for the achievement 
of the public interest, not rationally 
justified and can be removed without 
any damage to the public interest 
(Ravšelj & Aristovnik, 2018). Namely, 
the recent evidence reveals that most 
taxpayers in CEE countries needed 
assistance from tax administration, 
especially in interpretation of the law 
in the tax field (78%). However, far 
fewer taxpayers needed assistance in 
filling in and/or submitting tax returns 
(33%) and tax refund (22%). Finally, the 
lowest share of taxpayers (17%) need 
assistance in interpretation of the law in 
the accounting field (Figure 6).

Tax compliance is critical to keeping the 
tax system running and fostering the 
services that contribute to overall well-
being. One possible way to encourage 
tax compliance is to keep the tax rules as 
clear and simple as possible. Namely, tax 
systems that are overly complex crate 
conditions for tax evasion practices. 
Moreover, high tax compliance costs are 
associated to greater informal sectors, 
higher corruption, and lower investment. 
Therefore, economies with well-designed 
tax systems can enhance businesses 
activity and, as a result, investment and 
employment (World Bank, 2020a).
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Figure 6: Assistance from tax administration in the CEE region

Source:  Sava, 2020; own elaboration.

Tax administration has therefore a central 
role and vested interest in promoting 
higher tax compliance, i.e., that taxpayers 
understand their obligations under the 
tax rules. For their part, taxpayers have 
an important role to play in meeting 
their obligations, as in many situations, 
it is only they who are in position to 
know what they may have obligations 
under the tax rules. While the exact 
obligations imposed on taxpayers differ 
across tax roles and tax systems, four 
broad categories of obligation are likely 

for almost taxpayers, irrespective of tax 
system. The taxpayer obligations can be 
divided into four different categories, 
namely: 1) registration in the system; 2) 
timely filing or lodgement of requisite 
taxation information; 3) reporting of 
complete and accurate information; 
and 4) payment of taxation obligations 
on time. However, in the case when 
a taxpayer fails to complete any of 
the above obligations, they may be 
considered to be non-compliant (OECD, 
2004).
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6. Corporate taxation trends in 
the EU

T o present the taxation trends in the EU through a comparative perspective, 
the EU countries are divided into new member states (NMS) and old 
member states (OMS). The group of NMS includes those EU countries that 
jointed the EU in 2004 or later, namely: Bulgaria, Croatia, Cyprus, Czechia, 
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, Slovakia, and 

Slovenia. This group consists of predominantly so-called 11 Central and Eastern European 
(CEE) countries and two Mediterranean European countries. The group of OMS includes 
the remaining EU countries, namely: Austria, Belgium, Denmark, Finland, France, Germany, 
Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, and Sweden.

Over the past 25 years corporate tax rates 
have consistently declined in the EU (Figure 
7). The same trend can be observed for both 
new member states (NMS) and old member 
states (OMS). Today, the average statutory 
rate in the EU stands at 21%, representing 
a 38.40% reduction over the 25 surveyed. 
The average statutory rate in the NMS has 
decreased from 31.54% in 1996 to 17.96% 
in 2020, representing a 43.05% reduction 
over the observed period. Currently, the 
lowest corporate tax rates in the NMS can 
be observed for Hungary (9%) and Bulgaria 
(10%), while the highest corporate tax rates 
can be observed especially for Malta (35%). 
Moreover, the average statutory rate in the 
OMS has decreased from 37.91% in 1996 

to 24.72% in 2020, representing a 34.80% 
reduction over the observed period. 
Currently, the lowest corporate tax rates 
in the OMS can be observed especially for 
Ireland (12.5%), while the highest corporate 
tax rates can be observed for Germany 
(29.90%), Portugal (31.50%) and France 
(32.02%).
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Figure 7: Corporate tax rates in the EU (1996-2020)

Source: Tax Foundation, 2021b; own elaboration.

Further, the trends of taxes on the 
income or profits of corporations 
including holding gains reveal that tax 
revenue from corporate taxation in 
2007 accounted for 3.21% of GDP in 
the EU, 3.45% of GDP in the NMS and 
3.41% of GDP in the OMS, suggesting 
that just before the global financial crisis 
the governments in the NMS obtained 
slightly more tax revenue from corporate 
taxation than the OMS (Figure 8). The 
similar finding can be observed for 2008 
and 2009 where the gap in tax revenue 
from corporate taxation between 
the NMS and the OMS became even 
larger. Further comparison reveals that 
tax revenue from corporate taxation 
has been decreasing until 2009 in the 

OMS, while a longer declining trend 
(until 2010) can be observed in the 
NMS. After that time, when the EU 
economy began to recover from the 
global financial crisis, tax revenue from 
corporate taxation has been growing 
steadily. However, the comparison 
reveals that the recover proceeded 
with slower pace in the NMS compared 
with OMS, as also suggested by slower 
growth o2f tax revenue from corporate 
taxation in the NMS economies. Finally, 
the tax revenue from corporate taxation 
2019 accounted for 2.66% of GDP in 
the EU 2.56% of GDP in the NMS and 
3.04% of GDP in the OMS, implying that 
the governments in the OMS nowadays 
obtain significantly more tax revenue 
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from corporate taxation than the NMS. 
In the NMS, the lowest tax revenue 
from corporate taxation in 2019 can be 
observed especially in Latvia (0.16% of 
GDP) while the highest in Malta (5.70% 
of GDP) and Cyprus (5.85% of GDP). 

In the OMS, the lowest tax revenue 
from corporate taxation in 2019 can 
be observed especially in Italy (1.94% 
of GDP) while the highest especially in 
Luxembourg (5.92% of GDP).

Figure 8: Taxes on the income or profits of corporations including holding gains (2007-2019)

Source: European Commission, 2021e; own elaboration.

Moreover, the examination of the 
relationship between corporate tax 
rate and tax revenue from corporate 
taxation in the EU reveals that there 
is a positive correlation, implying that 
higher corporate tax rate leads to higher 
tax revenue from corporate taxation 
as suggested by a positive regression 

coefficient (r=0.313) (Figure 9). However, 
such trend can be observed especially 
for the NMS (r=0.407) rather than for 
the OMS (r=-0.005). This implies that 
especially governments in the NMS can 
regulate the tax revenue from corporate 
taxation, while this is not the case for the 
OMS.
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Figure 9: The relationship between corporate tax rate and tax revenue from corporate taxation

Source: European Commission, 2021e; Tax Foundation, 2021b; own elaboration.



Figure 10:  Methodological framework

Source: Word Bank, 2021; own elaboration.
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7. The role of government for 
better business taxation

G ood public governance is considered as an important factor contributing 
to better server delivery and consequently to achieve a higher quality 
environment for citizens and businesses. Contrary, poor public 
governance can deteriorate the business environment as it can increase 
risks and impose administrative barriers, which hamper business sector 

The data for ease of paying taxes are 
obtained from World Bank Doing Business 
Report (World bank, 2020c). Doing 
Business records the taxes and mandatory 
contributions that a medium-size company 
must pay in a given year as well as measures 
of the administrative burden of paying 
taxes and contributions and complying with 
postfiling procedures (World Bank, 2020d). 

(Thanh & Hoai, 2019). It is therefore not 
surprising why good governance has often 
been used to explain the good economic 
performance as well as the well-being of 
a society over the last decade (Ravšelj 
& Hodžić, 2020). In this context, good 
governance can be viewed as a determinant 
of business-friendly taxation. Therefore, to 
identify the relationship between selected 
dimensions of good public governance and 
ease of paying taxes a correlation analysis 
is performed (Figure 10).
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Besides overall score of paying taxes, the 
correlation analysis considers also two 
important subdimensions of payments and 
time necessary for a local medium-size 
company to pay all taxes.

Moreover, the data on six broad dimensions 
of public governance were obtained from 
World Bank Worldwide Governance 
Indicators, providing the following 
definitions on the dimensions (World Bank, 
2021):

• Voice and Accountability: Reflects 
perceptions of the extent to which a 
country’s citizens are able to participate 
in selecting their government, as well 
as freedom of expression, freedom of 
association, and a free media.

• Political Stability and Absence of 
Violence/Terrorism: Political Stability 
and Absence of Violence/Terrorism 
measures perceptions of the likelihood 
of political instability and/or politically-
motivated violence, including terrorism.

• Government Effectiveness: Reflects 
perceptions of the quality of public 
services, the quality of the civil service 
and the degree of its independence 
from political pressures, the quality of 
policy formulation and implementation, 
and the credibility of the government’s 
commitment to such policies.

• Regulatory Quality: Reflects perceptions 
of the ability of the government to 
formulate and implement sound policies 
and regulations that permit and promote 
private sector development.

• Rule of Law: Reflects perceptions of the 
extent to which agents have confidence 
in and abide by the rules of society, 
and in particular the quality of contract 
enforcement, property rights, the police, 
and the courts, as well as the likelihood 
of crime and violence.

• Control of Corruption: Reflects 
perceptions of the extent to which public 
power is exercised for private gain, 
including both petty and grand forms of 
corruption, as well as “capture” of the 
state by elites and private interests.

All the data obtained are measured as 
a score from 0 (week performance) to 
100 (strong performance). A correlation 
analysis is performed by considering EU 
countries as well as the OMS and NMS 
separately. Besides general situation 
regarding the potential beneficial effects of 
good governance on ease of paying taxes, 
such approach allows to identify possible 
similarities between these subgroups of the 
EU countries. The results of the correlation 
analysis between paying taxes score and 
six government dimensions are presented 
in Table 1.
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Paying taxes score

Governance dimensions EU OMS NMS

Voice and accountability 0.100 -0.089 0.766**

Political stability -0.058 -0.268 0.251

Government effectiveness 0.144 -0.075 0.544

Regulatory quality 0.095 -0.124 0.536

Rule of Law 0.182 -0.008 0.678*

Control of corruption 0.127 -0.091 0.604*

Note: ***p<0.001; **p<0.01 *p<0.05 Source: World Bank, 2020c, 2021; own elaboration.

The results suggest that good public 
governance has important implications for 
ease of paying taxes. The results of all EU 
countries indicate that all the six governance 
dimensions have a positive and significant 
impact on paying taxes score. This implies 
that better good governance performance 
leads to a better performance in paying 
taxes. The similar results can be observed 
also for the OMS, whereby the government 
effectiveness (r=0.784) and rule of law 
(r=0.771) have been identified as the most 

prominent governance dimensions, which 
can support ease of paying taxes. On the 
other hand, the results for the NMS reveal 
that especially control of corruption (r=0.653) 
and rule of law (r=0.615) can be identified 
as governance dimensions supporting ease 
of paying taxes, as suggested by positive 
and significant regression coefficients. 
Moreover, Table 2 presents the results of 
correlation analysis between payments and 
time necessary to pay corporate taxes and 
government dimensions.

Table 1: Correlation analysis between paying taxes score and government dimensions
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Payments score Time score

Governance dimensions EU OMS NMS EU OMS NMS

Voice and accountability 0.100 -0.089 0.478 0.686*** 0.541* 0.766**

Political stability -0.058 -0.268 0.476 0.341 0.466 0.251

Government effectiveness 0.144 -0.075 0.510 0.649*** 0.710** 0.544

Regulatory quality 0.095 -0.124 0.554* 0.631*** 0.716** 0.536

Rule of Law 0.182 -0.008 0.638* 0.675*** 0.639* 0.678*

Control of corruption 0.127 -0.091 0.605* 0.643*** 0.632* 0.604*

Note: ***p<0.001; **p<0.01 *p<0.05 Source: World Bank, 2020c, 2021; own elaboration.

In terms of payments necessary to pay 
corporate taxes, the results for the EU 
countries as well as the OMS did not reveal 
any of the governance dimensions to be 
a driver of better payments performance. 
This is suggested by non-significant 
regression coefficients. However, for the 
NMS, the results reveal that the regression 
coefficients for rule of law (r=0.638), control 
of corruption (0.605) and regulatory quality 
(r=0.554) are positive and significant, 
implying that these governance dimensions 
can be considered as determinants of better 
payments performance in this subgroup of 

countries. In terms of time necessary to pay 
corporate taxes, the positive and significant 
regression coefficients reveal that almost 
all governance dimensions (except political 
stability) can be considered as determinants 
of better time performance in both EU 
countries and the OMS. On the other hand, 
the results for the NMS show that only 
voice and accountability (r=0.766), rule 
of law (r=0.678) and control of corruption 
(r=0.604) can be considered governance 
dimensions supporting the better time 
performance, as suggested by positive and 
significant regression coefficient.

Table 2: Correlation analysis between payments and time score and government dimensions
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8. Implications for Central and 
Eastern European Countries

T he current challenges and upcoming decisions of the countries will take place 
in the light of the fight against and recovery from the Covid-19 pandemic. 
The initial health crisis quickly spilled over into a humanitarian as well as 
an economic and financial crisis, revealing structural inequalities within and 
between countries. It further highlighted all the wrong measures taken after 

the 2008 crisis. The effects of the Covid-19 pandemic were greatly reinforced by failed policies 
introduced during the previous financial crisis, including large-scale austerity measures, tax cuts 
for companies and insufficient measures to curb tax evasion. As always, the effects of the crisis 
will be felt most by the most vulnerable (Evklib Inštitut, 2020).

The current crisis caused by the Covid-19 
pandemic has therefore intensified calls 
in some countries for fairer taxation and 
transformative policies that will not allow 
a return to the pre-crisis state of work, 
as such action is a key part of the issue. 
Therefore, it is up to the policymakers 
whether the public support brought about 
by the current Covid-19 crisis will be used 
better and in favour of real improvements 
in the international tax system than after 
the economic crisis of 2008, thus helping 
to provide funds for enhanced sustainable 
development goals (Evklib Inštitut, 2020).
Accordingly, policymakers should design 
fair and efficient business taxation systems, 
which will be a key tool for increasing 

government revenues while reducing 
inequalities within and between countries. 
As such, they must become the basis for a 
response to the Covid-19 pandemic, while 
providing funding for further sustainable 
development. Governments must also 
stop widespread tax evasion and prevent 
harmful tax practices (Evklib Inštitut, 2020). 
This can be achieved by following the 
fundamental principles of good taxation, 
namely neutrality, efficiency, certainty, 
effectiveness, flexibility, and equity (OECD, 
2015). Moreover, policymakers should 
also be aware of the challenges related to 
outdated tax systems, tax rules complexity 
and taxation and development mismatch 
(European Commission., 2021c).
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As already suggested by the European 
Commission (2021c), in the long term, 
policymakers should be focused especially 
on providing a new framework for business 
taxation in the EU with the aim to reduce 
administrative barriers, remove tax 
barriers and promote a more business-
friendly environment. There should be also 
focus on provision of a single corporate 
tax rulebook for the EU, which will be 
founded on a formulary appointment and a 
common tax base. This also include cutting 
red tape, reducing compliance costs and 
tax avoidance opportunities as well as 
supporting jobs, growth, and investment in 
the EU. In the short term, the policymakers 
should be focused on a targeted initiatives 
to address existing challenges in business 
taxation and consequently ensure a more 
stable, supportive, and fair corporate tax 
framework for the sustainable future. 
These refer specially to supporting business 
recovery, promoting innovation, ensuring 
transparency, and tackling shell companies.
All the recommendations mentioned above 
are useful for all of the EU countries, 
including NMS and OMS. However, a 
review and analysis of recent literature on 
business taxation reveals that although 
the EU recognizes the importance of fair 
and business taxation, CEE countries have 
not fully realized the potential to improve 
their tax systems. Compared with the OMS, 
the companies in NMS devote much more 
effort to tax administration, especially in 
terms of time necessary to pay all taxes 
(World bank, 2020c). Moreover, worrying 
is also the fact that 4/5 of companies in 
CEE countries need assistance from tax 

administration in interpretation of the law 
in the tax field (Sava, 2020). Furthermore, 
the overview of corporate taxation trends 
in the EU reveals that average corporate 
tax rate in the NMS is lower than in the 
OMS, however, the NMS have lower tax 
revenue from corporate taxation than the 
OMS (European Commission, 2021e; Tax 
Foundation, 2021b). This indicates that 
CEE countries are facing serious challenges, 
which make it difficult to achieve an optimal 
tax system. Therefore, governments in CEE 
countries should pay attention especially 
on control of corruption and rule of law, 
as the analysis reveals that these two 
governance dimensions improve ease 
paying taxes. Besides the mentioned 
governance dimensions, regulatory quality 
is further highlighted in terms of reducing 
payments necessary to pay taxes and voice 
and accountability is further highlighted in 
the context of reducing time necessary to 
pay taxes.
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9. Conclusion

T he design of a tax system is a sovereign right of every country. Nowadays 
business models and corporate structures have become more complex, 
making possibilities for easier shifting profits. This has made it more difficult 
to determine which country is supposed to tax a multinational company’s 
income Certain companies are exploiting this situation to artificially shift 

profits to the lowest tax jurisdictions and minimise their overall tax contribution. The fact that 
certain profitable multinationals appear to pay very little tax in relation to their income, while 
many other taxpayers are heavily impacted by fiscal adjustment efforts, has caused discontent. 
This perceived lack of fairness threatens the contract between governments and businesses 
and may even impact overall tax compliance. Therefore, there is an urgent need to challenge 
such corporate tax abuse and to review corporate tax rules in order to better tackle aggressive 
tax planning as well as to improve the overall tax system (European Commission, 2015).

The context for business taxation policy has 
changed radically in 2020. The Covid-19 
pandemic caused by the novel coronavirus 
SARS-CoV-2 has deeply affected societies 
and economies at global and EU level. The 
public health threat turned into the EU’s 
most severe economic crisis in history, with 
unprecedented social impacts and rising 
inequalities. The pandemic emerged against 
a background of ongoing major trends that 
shape the societies and economies, including 
globalization, climate change, population 
ageing. The pandemic has also accelerated 
pre-existing digitalization tendencies, with 

a rising number of people and businesses 
making purchases, working, interacting and 
doing business online. The presented trends 
have a significant influence on existing tax 
bases and thus require reflection on the 
form of fair and efficient tax policy in the 
future (European Commission, 2021a).
Compared with other EU countries, CEE 
countries are facing serious challenges, 
which make it difficult to achieve an optimal 
tax system. Therefore, governments in CEE 
countries should pay attention especially 
on control of corruption and rule of law, 
as the analysis reveals that these two 



33

governance dimensions improve ease 
paying taxes. Besides the mentioned 
governance dimensions, regulatory quality 
is further highlighted in terms of reducing 
payments necessary to pay taxes and voice 
and accountability is further highlighted 
in the context of reducing time necessary 
to pay taxes. Accordingly, the following 
messages can be summarized. EU countries, 
including CEE countries, should co-operate 
with the help of the policymakers to 
develop effective co-operative compliance 
programmes suitable for all sizes and types 
of businesses and that facilitate cross-border 
trade and reduce the possibilities for double 
taxation. Policymakers should encourage 
and enable exchanging best practices on 
co-operative compliance in Europe, and to 
issue recommendations for co-operative 
compliance fit for SMEs. Moreover, 
cooperative compliance programmes 
should be subject to transparency of tax 

administrations and respect of taxpayers’ 
rights, as set out in national and international 
and EU law. Further, businesses should 
consider the advantages that voluntary 
public tax transparency – as an integral 
part of their sustainability policies – could 
bring to their business and its relationship 
with tax authorities and other stakeholders. 
Policymakers should monitor and assess the 
effectiveness of voluntary tax transparency 
initiatives. Finally, businesses and tax 
authorities should invest in the latest IT 
solutions to improve the quality of data, 
communication, and remote access to 
services (Accountancy Europe, 2020). 
Briefly, to address all the contemporary 
challenges, the EU will need a robust, 
efficient, and fair tax framework that meets 
public financing needs while also fostering 
the recovery as well as green and digital 
transformation (European Commission, 
2021a).
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