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1. Summary of petition

The petitioner proposes a way of alleviating the effect on European countries of the brain 
drain. He indicates that one of the possible results of globalisation is that residents of country 
A, which has invested in their education and training, subsequently move to country B, where 
their specialist skills may, for example, command higher financial rewards, allowing country 
B to reap the benefits of investment by country A, while country A forfeits tax revenue, 
leaving it with fewer resources to devote to education. With a view to remedying the problem, 
the petitioner recommends the introduction of a ‘Pigovian’ tax system designed to correct 
market imbalances created by social costs, in other words remedy the  ‘external effects’ or 
‘externalities’. The petitioner illustrates this by means of a sample calculation.

2. Admissibility

Declared admissible on 18 July 2013. Information requested from Commission under Rule 
202(6).

3. Commission reply, received on 28 February 2014

The petitioner, a German citizen, suggests a financial compensation for countries which are 
affected by “brain drain”. The petitioner first describes the issue: country A devotes important 
parts of its budget to education and training of its population. However, these residents 
subsequently move to Country B where their skills and qualifications may command higher 
financial rewards, allowing country B to reap the benefits of investments by country A due to 
the income tax payments on the revenues of the immigrants. The petitioner states that Country 
B therefore would be a “free rider” and benefits from cost advantages (lower tax charge due 



PE529.928v01-00 2/3 CM\1022347EN.doc

EN

to lower cost for education), which are based on external effects. As a consequence, country 
A will not any longer be able to finance the education and the resulting the market failure 
would create inefficiency. 

The petitioner then provides for a proposal how to remedy the issue. According to the 
petitioner, the main problem consists in the fact that the income taxes are levied in the country 
of employment and not in the country which provided the education and training, and thus the 
basis for the high income. The petitioner suggests eliminating this externality by introducing a 
Pigouvian tax to be levied on all residents of country B which would then be transferred to 
country A. The petitioner also provides for a detailed formula for the calculation of the 
necessary amounts of such a tax to cover the externalities.

The Commission’s observations

a) Definition of a Pigouvian Tax

A Pigouvian (also spelled Pigovian) tax is a tax applied to a market activity that is generating 
negative externalities (costs for somebody else). The tax is intended to correct an inefficient 
market outcome, and does so by being set equal to the negative externalities. In the presence 
of negative externalities, the social cost of a market activity is not covered by the private cost 
of the activity. In such a case, the market outcome is not efficient and may lead to over-
consumption of the product. An often-cited example of such an externality is for 
environmental pollution.

A Pigouvian Tax is normally based on consumption or use of resources, as for example as 
regards tobacco or environmental issues; a Pigouvian tax therefore normally has the 
characteristics of an indirect tax (as for example VAT or excise duties). However, it is 
understood that the Pigouvian Tax in the context of a compensation for brain drain would be 
levied in addition to the income taxes generating the pre-calculated amount for the 
compensation to be paid by country B to country A. The use of a Pigouvian tax in the 
described context therefore would correspond to that of a direct tax. 

For obvious reasons it is hardly conceivable that Member States would introduce such a 
Pigouvian Tax unilaterally, in particular, as the revenue from this tax would be transferred to 
another Member State. 

b) Analysis 

At the present stage of development of Union law there is limited legislation in the area of 
direct taxation, which falls essentially within the competence of Member States. They are free 
to structure and design their tax regimes according to their financial needs and policy 
objectives, to determine the links required for exercising their taxing rights and to decide what 
to tax and at which rate. In the exercise of this competence, however, Member States have to 
respect their obligations under the EU Treaties. In particular, Member States are not allowed 
to discriminate on the basis of nationality or to create or maintain discrimination against 
nationals of Member States, including their own, who exercise their freedoms under the EU 
Treaties. Nor can they apply unjustified restrictions to these freedoms.

Thus, it is questionable, whether at this stage such a Pigouvian tax could be justified under the 
existing treaty bases for legislative action.
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From a practical point of view, it also would be difficult to imagine the necessary unanimity 
of such an initiative to be adopted by the Council. There are certainly Member States from 
which many highly qualified persons move to other Member States in order to seek higher 
paid employments. However, the same countries receiving such employees from other 
Member States complain about the same phenomena of losing highly qualified persons to 
other, mainly non-EU countries, such as Switzerland, Norway and in particular the United 
States of America. By definition, these countries would not fall under the scope of such a 
system of compensation of brain drain. This might adversely affect the competitiveness of 
companies established within the European Union as a whole, as the Pigouvian Tax would 
increase the cost of labour by the levying of the additional taxes.  

One would also need to take into account that the situation may change over time and 
Member States that traditionally have been “emigration” countries change into “immigration” 
countries. Moreover, account should also be taken of cash transfers to the workers’ countries 
of origins which often represents a significant share of these countries’ GNP. Also, where 
such highly qualified persons return to their country of origin with further education and 
experience gained in the country of employment, the Member State of origin would need to 
compensate for such further qualifications. 

These considerations illustrate that such a compensation for brain drain would raise questions 
which go far beyond the submissions of the petitioner.

Conclusion

The Commission therefore comes to the conclusion that a legislative initiative in line with the 
petitioner's suggestions would be problematic both in terms of its legal basis and its chances 
of agreement by Member States.


