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SUMMARY 
Two European Added Value Assessment (EAVA) studies on value added tax (VAT) and corporate 
income tax (CIT) were carried out in 2021 for the European Parliament’s Subcommittee on Tax 
Matters (FISC). They identified gaps in EU legislation in these areas and evaluated the European 
added value of various policy options to address these gaps. 

The EAVA studies found that estimated VAT and CIT losses for the EU as a whole, including cross-
border evasion and fraud, were €270 billion in 2020, more than twice the entire annual EU budget.  

Moreover, they confirmed that businesses, and particularly businesses involved in cross-border 
trade and investment, often face high compliance costs, estimated at more than €80 billion in 
2020.  

The EAVA studies concluded that further action, supporting more rapid convergence of Member 
States towards best practices, could significantly reduce complexity, make tax administration 
more effective, increase transparency, facilitate digitalisation and improve enforcement. This could 
lead to substantial benefits over the next few years, as total VAT and CIT losses could potentially be 
reduced by between €52 billion and €117 billion and compliance costs by between €17 billion and 
€30 billion, depending on the preferred scenario. 
 

Figure 1 – Analytical framework and potential impact of different options 

 
Source: EPRS. 

https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2021)694223
https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2021)694224
https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2021)694224
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A persistent challenge, but some encouraging progress 
The expansion of value chains, the rapid diffusion of new and sometimes disruptive technologies 
and the digitalisation of the economy are increasingly highlighting unaddressed loopholes and 
policy gaps in the regulation and administration of EU taxation. Regarding VAT, a number of 
sophisticated abuses, such as cases related to missing trader and carousel schemes, have attracted 
a lot of attention. Regarding CIT, the recently published investigation linked to the ‘Pandora Papers’ 
again emphasised the extent of tax avoidance and optimisation at global and European level.  

The European Parliament has been issuing warnings about these shortcomings for many years. This 
has contributed to renewed calls for an end to complacency and for effective reforms in this area. In 
particular, an international consensus has slowly emerged, recognising that the fundamental 
concepts of tax residence and the sources on which the tax system has been based for the last 
century are outdated, as business practices now regularly involve carrying out activities in a state 
without maintaining a physical presence.  

Figure 2 – Evolution of estimated CIT and VAT revenue losses 

 
Source: EPRS. 

The European Commission acknowledged the need to proceed with overall modernisation of the 
VAT and CIT frameworks and made a series of proposals, with some positive results. An action plan 
to fight tax fraud and tax evasion, a package on tax transparency and proposals to move towards a 
definitive VAT system and a future-proof taxation system have been launched since 2016.  

The aim of the VAT package was to transform the current regime towards a definitive VAT system 
for business to business (B2B) transactions for goods, although the proposal has yet to be agreed 
unanimously by the Member States. The scheduled January 2022 launch has already been delayed 
until July 2022 and further delays could occur, as some diverging perspectives, some legitimate 
questions and some apathy still have to be addressed. 

In June 2021, following up on an ambitious proposal under the leadership of the new US 
administration, the finance ministers of the G7 agreed to work towards a global minimum rate of 
CIT.  In July 2021, 130 countries and jurisdictions joined a new two-pillar plan to reform international 
taxation rules. The two-pillar approach aims to ensure that multinational enterprises pay a fair share 
of tax wherever they operate and will be subject to a minimum 15 % tax rate from 2023.  

Building on this new momentum, the European Commission published a communication on 
business taxation for the 21st century, which included the BEFIT proposal (business in Europe: 
framework for income taxation). The idea behind BEFIT is to move towards a common tax rulebook, 
providing for fairer allocation of taxing rights between Member States and cutting red tape and 
compliance costs, while supporting EU jobs and investment in the single market.  

The Commission will now launch another broader reflection on the future of taxation in the EU, 
which will culminate in a tax symposium on the ‘EU tax mix on the road to 2050’ in 2022.  

  

https://www.europol.europa.eu/crime-areas-and-statistics/crime-areas/economic-crime/mtic-missing-trader-intra-community-fraud
https://www.europarl.europa.eu/thinktank/fr/events/details/tax-avoidance-and-evasion-in-the-pandora/20211119CHE09741
https://www.europarl.europa.eu/news/en/headlines/economy/20210415STO02118/tax-policy-eu-solutions-to-prevent-tax-fraud-and-avoidance
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12233-Tax-fraud-and-evasion-action-plan-on-fraud-evasion-and-simpler-taxation_en
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12233-Tax-fraud-and-evasion-action-plan-on-fraud-evasion-and-simpler-taxation_en
https://ec.europa.eu/taxation_customs/tax-transparency-package_en
https://ec.europa.eu/taxation_customs/action-plan-vat_en
https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_2431
https://www.oecd.org/newsroom/130-countries-and-jurisdictions-join-bold-new-framework-for-international-tax-reform.htm
https://www.oecd.org/newsroom/130-countries-and-jurisdictions-join-bold-new-framework-for-international-tax-reform.htm
https://ec.europa.eu/taxation_customs/communication-business-taxation-21st-century_en
https://ec.europa.eu/taxation_customs/communication-business-taxation-21st-century_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_21_2430
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Why should the EU continue to act? 
The current challenging economic situation, where a large amount of debt has been accumulated 
to address the negative impact of the Covid-19 pandemic, is leading to renewed interest in 
addressing potential revenue losses. VAT and CIT are important sources of revenue for Member 
States; in 2020, VAT raised around €940 billion and CIT approximately €360 billion, which 
corresponds to around 9 % of EU gross domestic product (GDP) and 23 % of Member States’ total 
tax revenues. Further action would thus be welcome, as the estimated VAT and CIT losses (i.e. the 
difference between potential expected revenues and revenues effectively collected) for the EU as a 
whole, including cross-border evasion and fraud, were around €270 billion in 2020, more than 
twice the entire annual EU budget.  

Furthermore, the EAVA studies emphasised that there is still room for faster convergence towards 
best practices. There is, notably, large untapped potential for further simplification, for more 
effective administration, for digitalisation, for higher transparency and for better enforcement.  

Figure 3 – Large untapped potential for convergence 

 
Source: EPRS. 

In practice, taxation laws and related accounting rules continue to form a web of complex and 
sometimes cryptic arrangements. This can lead to unhealthy tax competition, while the current EU 
tax framework remains relatively vulnerable to abuse, evasion and fraud. Moreover, the currently 
fragmented taxation systems, where businesses have to comply with different rules at Member 
State level, sometimes encourage aggressive tax optimisation by some businesses and could 
promote a narrow-minded perspective in some Member States.  

As recently confirmed in another comprehensive study for the European Parliament, ‘Exploring 
opportunities and challenges of new technologies for EU tax administration and policy’, faster 
diffusion of advanced digital tools and consolidated databases in tax administrations across the EU 
would also be crucial to help address these concerns more effectively. This is particularly relevant in 
the current rapidly digitalising environment, as the shadow economy could explain a large portion 
of the losses and as some businesses – sometimes not registered – operate without reporting their 
activities to the authorities, hide some of their revenues, or are used as shell entities. This type of 
fraud usually takes place in a more diffuse way and could concern all types of products, services and 
intangible assets, adding further complexity for tax authorities.  

https://blogs.imf.org/2021/12/15/global-debt-reaches-a-record-226-trillion/
https://blogs.imf.org/2021/12/15/global-debt-reaches-a-record-226-trillion/
https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2021)694223
https://www.europarl.europa.eu/thinktank/en/document/EPRS_STU(2021)694224
https://www.europarl.europa.eu/RegData/etudes/STUD/2021/662905/IPOL_STU(2021)662905_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2021/662905/IPOL_STU(2021)662905_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2021/695458/IPOL_STU(2021)695458_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2021/695458/IPOL_STU(2021)695458_EN.pdf
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The excessive complexity of the regulatory framework, combined with a lack of exchange of 
information between Member States and sometimes limited administrative capacities, also 
contributes to a high level of administrative burden. As a result, businesses, and particularly 
businesses involved in cross-border trade and investment, often face high compliance costs, 
estimated at more than €80 billion in 2020.  

Figure 4 – Evolution of estimated CIT and VAT compliance costs 

 
Source: EPRS. 

Expected results 
The two EAVA studies identify the challenges for EU legislators and offer a series of policy options 
to address these challenges. Then, through a series of selected scenarios, they evaluate the potential 
net benefit corresponding to each scenario. They assume a progressive implementation of reforms 
over a five-year period (2020 to 2025). 

 The baseline scenario considers a situation where no major change is made. This 
corresponds to a status quo scenario where cooperation is limited and where additional 
policy options to significantly reduce the CIT and VAT losses and to reduce compliance 
costs for businesses are not introduced or are further delayed. This would therefore also 
correspond to very low standards for convergence at EU level. 

 A second scenario (limited BEFIT + reinforced exchange of information on CIT and 
VAT) considers a situation of extended cooperation with enhanced exchange of 
information, where Member States substantially move forward with implementing 
policy options. In this scenario, the priority is on tools to render the exchange of 
information more automatic, on options that improve Member States’ administrative 
effectiveness, and on digitalisation of the tax system in Member States.  

 The third scenario (ambitious BEFIT + VAT definitive regime), considers a situation 
of tangible progress where Member States move forward with implementing policy 
options in a coordinated fashion, with ambitious BEFIT proposals coming rapidly and 
effectively into effect and with the introduction of the VAT definitive regime. This 
scenario would see revision of the Directive on administrative cooperation, policy 
options that introduce mandatory harmonisation of accounting rules, harmonised 
inclusion of intangible assets, generalised and enhanced anti-tax avoidance measures, 
a preferential regime for SMEs and a reformed mandatory code of conduct. 

 The fourth scenario (EU treasury and taxation administered at EU level) is purely 
hypothetical, as it would require substantial Treaty changes. While such a centralised 
approach is extremely unlikely at this stage, it is still worth exploring as it serves to 
illustrate how a more integrated approach could potentially improve convergence 
between Member States and ensure more legal certainty, while also reducing 
compliance costs, particularly those associated with cross-border trade. In addition, the 
resulting higher collection rate of tax could also increase responsibility, sustainability 
and resilience in Member States and improve confidence between them. 
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Figure 5 – Evolution of estimated CIT and VAT compliance costs 

 

 
Source: EPRS. 

The EAVA studies confirm the positive economic impact from more action at EU level.  

A scenario of limited BEFIT and reinforced exchange of information would reduce the total VAT and 
CIT revenue losses by around €52 billion. It would also bring about a reduction of €17 billion in 
compliance costs for businesses.  
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A slightly bigger reduction in VAT and CIT revenue losses (€71 billion) and compliance costs 
(€20 billion) would be obtained with an ambitious BEFIT and the introduction of a VAT definitive 
regime. An even larger impact would be generated by the hypothetical scenario of an EU treasury 
and taxation administered at EU level. This breaks down into a reduction of more than €117 billion 
in VAT and CIT revenue losses and a reduction in compliance costs for businesses of around 
€30 billion.  

The hypothetical scenario is, however, rather unlikely to gather sufficient support at present. 
Moreover, the definitive VAT regime continues to be delayed and significant progress on BEFIT still 
has to be made. The EAVA studies therefore emphasise the potential benefits in the short term of 
the scenario of extended cooperation and reinforced exchange of information on CIT and VAT. 

The results also stress that complexity is by far the greatest cause of both CIT and VAT revenue 
losses and the high level of compliance costs for businesses. As expected, increasing 
administrative effectiveness, improving enforcement and increasing transparency would also 
contribute significantly to an EU tax system that is more supportive of the recovery. Finally, as 
expected, the move towards digitalising the tax administration appears to be another key enabling 
factor to reduce losses and compliance costs. These elements are naturally self-reinforcing and so, 
for an optimal result, they need to be addressed through a systemic approach rather than through 
independent and unrelated tools. 
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