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The relationship between the
Lisbon Strategy and tax 
policy in the context of the
economic crisis
Ten years after the collapse of the East Central
European planned economic systems, the
European Council set out a ten-year economic
modernization agenda at its March 2000 ses-
sion in Lisbon. The aim of the ambitious con-
cept called Lisbon Strategy, is to make the
European Union “the most dynamic and com-
petitive knowledge-based economy in the
world capable of sustainable economic growth
with more and better jobs and greater social
cohesion, and respect for the environment by
2010” (European Council, 2000). The Lisbon
Strategy rests on the following three pillars: 

Economic pillar: it aims at establishing a
competitive, dynamic knowledge-based econo-
my, putting emphasis mainly on research and
development (R&D).

Social pillar: it aims at forming an infor-
mation society that can be characterized by
investing into human resources and avoiding
social exclusion.

Environmental pillar: its essence is to
make economic growth sustainable and based
on natural resources.

This strategy provides for the adaptation and
strengthening of the earlier Luxembourg
process for employment, the Cardiff process
for the improved functioning of the internal
market and the Cologne process supporting the
macroeconomic dialogue. The implementation

of the Lisbon Strategy, at the same time, covers
economic policy areas which fall overwhelming-
ly within the exclusive competence of the
Member States. Therefore, the Lisbon Program
has strengthened the existing coordination
mechanisms and introduced a political innova-
tion called Open Method of Coordination
(OMC), which is based on the mutual informa-
tion and monitoring of the Member States.

Open Method of Coordination

As part of the Lisbon Strategy, the open method of coordina-

tion provides a new framework for cooperation between the

Member States to reconcile their national policies towards

certain common objectives. This intergovernmental method

is applied in areas which fall within the competence of the

Member States, such as employment, social policy, educa-

tion and training. The method is principally based on jointly

defined objectives adopted by the Council, jointly established

measuring instruments (statistics, indicators, guidelines), on

the comparison of the Member States' performance moni-

tored by the Commission and the exchange of best practices. 

Depending on the areas concerned, the OMC also

includes “soft law” measures that are compulsory for the

Member States in varying degrees but which do not take the

form of directives, regulations or decisions. Thus, Member

States have to prepare national reform plans, for example,

which are submitted to the Commission. (SCADPlus)
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THE DEVELOPMENT OF THE LISBON
STRATEGY IN A NUTSHELL

Five years after the start, the repeatedly
reviewed and expanded strategy reached its half-
time but was still only at its first steps concern-
ing the achievement of its goal (Sapir et al., 2003;
European Community, 2004). For this reason
the program was relaunched in 2005 after a nec-
essary simplification and renewal, with a focus
on employment and economic growth
(European Commission, 2005a). In the spring
of 2005 the program still contained more than
100 goals and numerous detailed guidelines,
which led to a mix-up in the National Programs
and an implementation deficit in the realization
of the goals, especially with respect to national
structural modernization. In order to give new
impulse to the implementation of the strategic
goals, the targets were rationalized and the
actions of the Union were made more focused.

The restarted strategy is based on European
and national partnership; its success depends
on the determination of the Member States to
undertake reforms. National actions for reform
are now complemented by actions implement-
ed or coordinated at the Community level,
which provide for important added value
through the Community Lisbon Program.
Planning occurs in three-year cycles; the
Commission presents a Community Lisbon
program and the Member States develop
national reform programs and annual reports
on their progress. In 2006 the European
Council defined four priority areas to focus the
Lisbon Strategy: investing in knowledge and
innovation, providing a more favourable busi-
ness environment, creating more and better
jobs and adapting to the challenges of energy
and climate changes. (See Chart 1)

The former economic and employment poli-
cy guidelines have been henceforth presented

Chart 1
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jointly in integrated guidelines, which contain
24 intermediate targets altogether for macro-
economic, microeconomic and employment
policies (European Commission, 2005c;
European Commission, 2007). The greatest
task for Member States is to designate the
instruments for implementing the renewed
strategy according to national characteristics
(Kovács, 2007).

There have been numerous debates, both at
the national and Community level, on the
future of the Lisbon Strategy, which is current-
ly in its second and thus, according to the agen-
da, last three-year cycle (Cohen-Tanugi, 2008;
Austrian Federal Ministry of Economy and
Employment, 2008). The evolving economic
and financial crisis has, on many occasions, led
to taking contradictory measures and intensi-
fied the discourse.

CONCEPTUAL FUNDAMENTALS

The Lisbon Program is in fact the European
Union's supranational economic policy
answer to the accelerating globalization, the
consequently intensifying economic competi-
tion as well as the worsening demographic sit-
uation of the Union caused by the ageing of
the population and the shrinking of working-
age population. While trying to make the EU
more than the sum of its parts, meaning the
Member States, the strategy builds on synergy
effects to enable it to keep pace with the
growth and the productivity of the USA and
Far Eastern countries.

The concept is led by the macroeconomic recog-
nition that increasing prosperity can be accom-
plished through raising productivity and employ-
ment, which can be achieved by improving com-
petitiveness. In the globalizing world, economic
systems with different structures and policies
compete with one another. Individual regions
and their decision makers experience the com-

petition in different ways, still, almost every-
where, action is taken in the direction of
improving competitiveness. There are different
policy areas and strategies that can lead to a
more favourable relative competitive position,
which can have either a positive or a damaging
impact on all competitors as well as on the com-
petition itself (“systems' competition”).

The national economic policy of states can
be aimed, for example, at the public takeover of
activities where the market failed. The subse-
quent introduction of a market in the form of a
competition among states can lead to failure
once again, however (“selection principle”:
Sinn, 2003), which can be regulated only joint-
ly or at a higher level. Tax policies or tax com-
petition in an effort to underbid one another in
order to encourage settling in companies can
result in a so-called “race to the bottom” phe-
nomenon, in the underfinancing of public
goods and the overtaxation of less mobile fac-
tors, especially labour. Tax harmonization aim-
ing at avoiding tax competition can on the
other hand lead to an oversupply of public
goods, in particular of infrastructure. The com-
petition of regulators – the relatively slacking
financial regulations in the United Kingdom or
Ireland, for example – can, however, lead to
insufficient regulation and the socialization of
business risks.

Though the European Union has no single
social model, solidarity as a value is shared by
all Member States, but is realized through
extremely different tax burdens and national
tax systems in the 27 countries (European
Policy Centre, 2004; Sapir, 2006). André Sapir,
for example, divides the social models of the
EU Member States into four categories accord-
ing to efficiency and equity: Continental,
Mediterranean, Anglo-Saxon and Nordic.
Social models become unsustainable mainly
because of the lack of efficiency, which can make
the Lisbon Process unfeasible and deteriorates the
competitiveness of the EU. The current social
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inequalities between and within the Member
States can hinder the efficient functioning of
the internal market (Sapir, 2005).

Tax policy holds a lateral, cross sectional
function within the national and also the supra-
national economic systems. Let us just think of
the three pillars (economic, social, and envi-
ronmental), which are all affected by tax policy,
or of the reform of the social and economic
models. The Lisbon Program does not attempt
to harmonize tax rates but strives to accom-
plish an appropriate tax coordination, which
can contribute to making the benefits of tax
competition available to the widest possible
circle of market participants. With the progress
of the Lisbon Concept, there has been growing
emphasis on taxation. The current crisis did
not break this trend; it has just made it more
complex.

THE CONTRIBUTION OF THE TAX POLICY
TO THE LISBON PROGRAM

The Lisbon Strategy renewed in 2005 attempts
to make Europe an attractive place to invest
and work, in order to encourage growth and
employment. Therefore, the EU forms and
coordinates the various policies in a way to
stimulate economic growth and ease job cre-
ation for enterprises. (European Commission,
2005a)

It is obvious that tax policy can play a signif-
icant role in the attainment of these objectives,
since it can notably contribute to raising the
efficiency of the economy, increasing competi-
tiveness as well as to giving incentives to trade
and innovation. Broadening the circle of tax-
able persons, for example, is an effective way to
raise legal employment and tax revenues with-
out increasing tax rates. Restructuring the tax
system (decreasing labour taxes and increasing
the tax burden on consumption and pollution)
could also help to raise employment. The rela-

tive high tax burden on labour, however, hin-
ders the creation of new jobs, especially in case
of low skilled workforce. These correlations
have certainly been recognized by Member
States well, which has resulted in an intensified
tax competition among Member States as well
as a growing number of tax reforms. (European
Commission, 2005b) The costs of the tax sys-
tem are the deadweight loss related to the sub-
stitution effect on the one hand as well as the
administrative burdens and the compliance
costs of the taxpayers and the tax administra-
tion on the other hand. It is no wonder there-
fore that the main elements of the tax reforms
are low marginal tax rates, flat taxes and tax
simplification.

Code of Conduct

Already in the nineties, the EU and the OECD were faced with

the dilemma that, while fair and limited tax competition could

have favourable economic effects, unlimited and harmful tax

competition was to be fought, however. The conclusions of

the Council of Economic and Finance Ministers (ECOFIN) of

1 December 1997 included the so-called Code of Conduct for

company taxation. By the adoption of this legally not obliga-

tory but politically significant instrument, the Member States

have undertaken to roll back existing tax measures that

induce harmful tax competition and refrain from introducing

any such regulation in the future ("standstill").

For the purpose of filtering out harmful measures, the

Code sets out various criteria. Taking the advantages of fair

competition into consideration, the Code of Conduct focus-

es especially on detecting tax measures (legislative, regula-

tory, administrative) that are targeted at non-resident compa-

nies exclusively, providing them with a more favourable tax

treatment than is general in the Member State concerned.

These Member States unduly influence the location of busi-

ness activity within the Community.

The criteria for harmful measures are the following:

• the actual level of taxation is significantly lower than the

general level of taxation in the Member State con-

cerned,
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The main objective of the tax system is,
however, to provide the necessary financial
resource for public redistribution in the most
efficient way possible (Stiglitz, 2000).
Therefore tax policy falls basically within the

competence of the Member States, while, at the
EU level, a unanimous decision by the Member
States is required in tax issues. Nevertheless,
the common single market based on the four
rights of freedom, namely the free movement
of goods, services, capital and persons, and the
tax policies of the Member States also affect
one another. Consequently, there is a need for
coordination at the EU level regarding tax pol-
icy issues in order to ensure that the measures
of Member States should, by fostering one
another, serve the implementation of the
Lisbon strategy.

The diversity of the national tax systems in
fact involves considerable administrative bur-
den in terms of compliance cost. Double taxa-
tion, tax-based cost planning and the differ-
ences in the tax rules of Member States hinder
the effective functioning of the competitive sin-
gle market. The removal of the Community's
tax barriers could create new opportunities for
market entrants, investment and innovation. As
a result of that, the competitiveness of the EU
would improve, which would in turn foster
both economic growth and the creation of new
jobs (European Commission, 2005b).

As a consequence of globalization, cross-
border activities have intensified and their
importance has substantially increased.
Internal market integration has accelerated, its
role has grown, while, at the same time, the
demolition of tax barriers could often not keep
pace with this progress. Accordingly, taxation
obstacles increasingly obviously prevent the
advantages of the single market from being
fully exploited.

THE TAX POLICY INSTRUMENTS 
OF THE RENEWED LISBON STRATEGY

In its Communication of 25 October 2005
(European Commission, 2005b), the Commission
proposed the implementation of tax measures

• tax benefits granted to non-resident companies,

• tax incentives for activities that are isolated from the

domestic market and have therefore no impact on the

national tax base,

• granting tax benefits even in the absence of real eco-

nomic activity,

• the profit calculation of a member of a multinational

company group diverts from internationally accepted

rules, in particular from those approved by the OECD,

• lack of transparency.

On 9 March 1998 the EU's Finance Ministers established

the Code of Conduct Group, which assesses the corporate

taxation measures of the Member States falling within the

scope of the Code. In November 1999 the Group identified 66

tax measures as troublesome; the Member States concerned

have begun their revision or replacement accordingly. 

On the basis of a grandfathering clause devised for the

beneficiaries of such measures of before 2000, tax benefits

are to be granted by 31 December 2005 at the latest, whether

or not they were to be granted for a fixed period originally.

However, there has been an agreement to extend some of the

benefits for defined periods beyond 2005 as well. Since

then, the Group has regularly reported on the measures of

the Member States to the Council.

Within the framework of the Code of Conduct, the

Commission has also committed itself to publishing guide-

lines on the application of state aid rules relating to direct

corporate taxation. Moreover, the Commission urges more

transparency and information exchange in the field of corpo-

rate taxation and wishes to implement coherent EU policies

concerning offshore financial centres. 

In 1998, the OECD also established a special forum in

order to abolish harmful tax practices. The forum aimed at

involving tax havens and non-OECD economies as well and

it worked out a tax agreement model on the exchange of tax

information. (Website of DG Taxud)
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that could help to attain the objectives of the
renewed Lisbon strategy. The two main goals
of the Lisbon Program are to provide more
attractive investment and work conditions in
the Community and to boost economic growth
through the promotion of knowledge and
innovation. The tax measures concern the
fields of company income tax (CIT) and VAT
primarily. While the legislation of VAT, as it is
one of the main resources of the EU's budget,
is already harmonized at the Community level
within the framework of the 2006/112/EC
directive, in the case of CIT, the creation of
new Community legislation would be neces-
sary, however.

THE AIMS OF THE TAX MEASURES PROMOTING

INVESTMENT AND MARKET INTEGRATION are to
extend and deepen the internal market, create
open and competitive markets inside and out-
side the EU as well as improve the European
and national regulatory environment.

Since there is no obligation to harmonize
CIT rules at the EU level, there are most
diverse CIT systems functioning simulta-
neously in the various Member States. The co-
existence of various national tax systems hin-
ders the deepening of the internal market, how-
ever. This involves compliance costs for
transnational companies on one hand and pro-
vides an excellent opportunity for tax avoid-
ance on the other hand. Corporate tax rules
treat cross-border activities within the
Community differently from domestic activi-
ties, which may encourage firms to rather act
and invest domestically. In 2001, the
Commission proposed to introduce a Common
Consolidated Corporate Tax Base (CCCTB) in
order to deepen the integration of the internal
market. This means that companies operating
in the internal market would calculate their tax
bases according to same rules in different
Member States. Besides increasing transparen-
cy, CCCTB would solve the cross-border off-
setting of losses and numerous tax problems

linked to cross-border activities. Nonetheless,
the Commission has always emphasized that it
had no intention to make a proposal for a har-
monised CIT rate, i.e. each Member State
could apply its own tax rate to the CCCTB.

The Commission, depending on the realiza-
tion of the CCCTB, has proposed other target-
ed measures in the field of company income tax
in order to eliminate cross-border tax obstacles.

Most Member States allow the relief for
cross-border losses only within one firm, but
there are a few countries that allow the setting-
off of such losses within a corporate group.
This practice distorts internal market competi-
tion since it gives tax incentives to companies
to invest domestically.

One instrument available for companies
to optimise their CIT payable is the application
of transfer prices. Therefore, transfer price man-
agement is part of the compliance costs
involved in the diverse company tax systems of
the Member States. In 2002, the Commission
established the EU Joint Transfer Pricing
Forum and made a proposal for working out a
Code of Conduct concerning the documenta-
tion of transfer pricing.

Some Member States apply capital duty in
line with the Council Directive 66/335/EEC.
This is disadvantageous for EU companies that
start a business, restructure operations or
increase their capital. In order to encourage
investments and support the development of
EU companies, the Commission urges cutting
back the capital duty.

It is mainly transnational companies that
are present at the single market and the
Common Consolidated Corporate Tax Base
would benefit these companies principally. At
the same time, simplifying the tax environment
and creating a level playing field are also among
the objectives of the Commission which has,
accordingly, tabled a package of measures that
would foster the trade of primarily small and
medium enterprises (SMEs) at the internal
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market. SMEs in fact face, especially in the field
of VAT, relatively higher compliance costs than
large companies. To facilitate the entry of
SMEs to the single market, the Commission
has come forward with the following five pro-
posals:

Concerning company income tax, the
Commission urges the introduction of Home
State Taxation for SMEs as a pilot-scheme for five
years. The point of this concept is that qualify-
ing companies would apply the corporate tax
rules of their residence state to subsidiaries and
permanent establishments in other Member
States. This would require the mutual recogni-
tion of the corporate tax treatment of SMEs,
while tax rates would continue to be set by each
Member State individually.

The Commission would simplify the cross-
border VAT compliance obligations. One of the
main elements of the proposal is the introduc-
tion of the one-stop shop system, which would
allow enterprises to use a single VAT number for
all transactions within the EU and to prepare a
single global VAT declaration which could be
submitted through an electronic portal. The
one-stop shop system would then submit the
tax return automatically to Member States
where the trader has had taxable activities.

The spreading of cross-border internation-
al services (e.g. broadcasting, telecommunica-
tion, e-commerce) is a serious challenge for the
EU. VAT legislation, with respect to the places
of services, has to be coordinated in order to
ensure equal treatment for operators both from
EU and third countries also in the case of long
distance services. Furthermore, VAT revenues
have to be guaranteed for all Member States
where the services concerned are used. The
Commission would amend legislation on the
place of supply for both services between tax-
able persons (B2B) and those supplied to end
consumers (B2C) in order to eliminate the
additional VAT registration requirements and
costly refund procedures for service providers.

The general exemption of financial services
is based on a VAT legislation of more than 30
years. This means that VAT paid by financial
institutions on their inputs is not deductible and
it thus becomes a cost factor for them. They can
pass on these costs incorporated in the price of
the financial services to their business clients,
who are similarly unable to apply the right of
deduction because the service is VAT exempted.
This cost factor deteriorates the efficiency of the
financial market because of which the
Commission is to revise the legislation of finan-
cial services, involving those concerned.

Similar to the financial services, the VAT
rules on services of public interest also need to be
revised since public administration organs are
currently out of the scope of VAT. Taking into
account that, in certain areas, there are private
organisations, too, participating in supplying
public services beyond public administration
organs, the Commission intends to amend the
current legislation with the aim of guaranteeing
equal treatment.

A simpler and more transparent legislative
background also helps lift the anomalies of the
internal market and intensify competition.
Considering that there is substantial EU legis-
lation on indirect taxes, the Commission
focuses on the more uniform application of the
VAT system primarily. Since 2007, the 6th VAT
directive has been replaced by the 2006/112/
EC directive, which has made the Community
VAT legislation more transparent. Moreover, a
more uniform application and implementation
of the VAT rules is necessary, as taxpayers and
tax authorities often interpret the EU VAT law
differently. A typical consequence of the diver-
gent interpretations of the law is double taxa-
tion or even non-taxation. The adoption of
binding secondary VAT legislation (regula-
tions) could remedy that, since it is increasing-
ly difficult to find orientation among the
numerous judgements of the European Court
of Justice.
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Forcing back tax fraud is a common inter-
est of the EU, Member States and lawful enter-
prises. On the one hand, both the EU budget
and the Member States suffer losses of revenue
through fraudulent action, because of which
the latter may even be compelled to increase
taxes. On the other hand, enterprises commit-
ting tax fraud gain unfair competitive advan-
tage over lawfully operating firms since the for-
mer realize higher profits while keeping “tax
costs” lower and are not affected by tax
increase, either. Although the operation of tax
systems falls within the competence of
Member States, a coordinated Community
approach may improve the efficiency of the
fight against tax fraud. Accordingly, in its 2006
communication, the Commission outlined the
main elements of the anti-fraud tax policy at
the EU level, which concern the field of VAT as
well as of cooperation and information
exchange among Member States primarily.

One of the reasons for the fragmentation
of the European car market and for the limited
cross-border car trade is the considerable dif-
ference in registration tax among Member
States. In order to exploit the advantages (com-
petition, economies of scale) of the single mar-
ket in a more efficient way, the Commission
calls for the gradual abolition of car registration
taxes in Member States or their replacement by
annual circulation taxes or by other innovative
taxes. With the help of the gradual abolition of
registration taxes, the car market would
become more transparent, bureaucracy and the
existing great differences in car prices would
decrease in the Member States.

TAX MEASURES SUPPORTING KNOWLEDGE

AND INNOVATION are aimed at fostering invest-
ment in research and development (R&D) in
order to boost economic growth, and at facili-
tating the sustainable use of resources. The rea-
son for giving incentives to company R&D
investments is that it has positive external
spillover effects, however, due to the high-level

investment demand of R&D and the long pay-
back period, without state intervention, the
level of business research and development
would generally remain below the socially opti-
mal level. The sustainable use of resources can
be relatively easily influenced by indirect taxes
(e.g. excise duties, energy and car taxes). With
the help of taxes, negative externalities can be
internalised (the so-called Pigou-tax), while
price increase may encourage innovation and
the change of consumption patterns. In the
case of both instruments, coordination at the
EU level is desirable in order to tackle internal
market distortions.

The purpose of R&D tax incentives is to
boost R&D investments by reducing their
costs. At the EU level, this can be accom-
plished by improving legal security, applying
coordinated approaches (e.g. spreading best
practices) as well as by combining private and
public sources. The Commission does not
intend to introduce mandatory regulation
beyond the coordination. Nonetheless,
Member States have to bear in mind that the
EU strictly regulates the framework of state aid
in order to avoid competition distortions.

So as to encourage the sustainable use of
resources, the Commission is to review the
Energy Tax Directive and draft more ambitious
environmental targets. Furthermore, it wishes
to introduce an environmental (CO2-emission
sensitive) element into car taxation. In the case
of excise duties, the Commission aims at rais-
ing minimum tax levels and, so as to eliminate
competition distortions at the haulage market,
it urges convergence in the levels of excise
duties on diesel.

Considering the above measures, it can be
easily established that, except for the Common
Consolidated Corporate Tax Base, these EU
level tax policy instruments serve the improve-
ment of the efficiency of the current system. It
is also obvious, however, that taking the com-
petence of the Member States and the unani-
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mous decision making procedure in the
Council in field of taxation into consideration,
the Commission did not table as ambitious tax
policy proposals as would follow from the
Lisbon strategy. In the following, we shall
briefly demonstrate the low-key character of
the tax measures so far implemented within the
framework of the Lisbon strategy, through the
example of Hungary.

As a result of the renewed Lisbon strategy,
Hungary has taken steps in four different fields
of tax policy (Republic of Hungary, 2008). The
recodified Act 127 of 2007 on VAT, which
closely follows the structure and logic of the
2006/112/EC directive, is meant to foster the
uniform interpretation of the legislation. 

The main task of the program called “Fine-
tuned to Businesses” was to reduce administra-
tive burden. The aims of the program, launched
at the end of 2006, are to simplify company and
tax administration, strengthen legal certainty
for enterprises, improve financial operating
conditions and make competition fairer and
more transparent. In 2007, as a result of this
program, enterprise start-up became simpler
and faster in Hungary, the number of the vari-
ous tax declarations was reduced by about fifty
percent and it was made possible to use the
same forms for tax declaration and self-revi-
sion. Furthermore, the use of fill-in guides and
check programmes has become more wide-
spread. In order to widen the scope of e-admin-
istration, since 2008, taxpayers performing
their tax declaration obligations electronically
have been able to obtain their „zero„ tax cer-
tificates and make queries concerning their cur-
rent tax account balance through electronic
means. Moreover, the electronic company reg-
istration procedure has become mandatory and
payment by credit card has been ensured at
branches of the Revenue Office. 

With the aim of limiting tax fraud, the rules
on invoicing and on suspending tax registration
numbers have been tightened. Tax and contri-

bution bases have been broadened (since 2006,
contributions have had to be paid on the basis
of at least twice the minimum wage) so as to
narrow the possibilities of tax avoidance and
reduce the black economy. The review of ficti-
tious employment contracts, stricter labour
surveillance as well the reinforcement of the
organisations of the Hungarian Customs and
Finance Guard, the Revenue Office and the
Consumer Protection Authority, the broaden-
ing of their competence and the coordination of
their activities have also facilitated the fight
against fiscal fraud. Strengthening the social
insurance character of health insurance contri-
bution payment has, by confirming the connec-
tion between the insurance and its utilization,
contributed to increasing the efficiency of the
supply system (Republic of Hungary, 2007).

In 2007–2008, excise duty rates were differ-
entiated according to the composition of bio-
fuels. Through the lower tax burden, both the
production of biofuels and the sustainable use
of resources are encouraged. Moreover, in
2009, the scope of Act 88 of 2003 on energy tax
was widened to cover coal as well. In case of
registration tax, tax rates are dependent both
on the environmental classification and the
cylinder capacity of the engine. At the same
time, registration tax revenues have been
decreasing as a result of the tax competition
with Slovakia and the worsening crisis in the
car industry.  

PERSPECTIVES AGAINST 
THE BACKGROUND OF THE CRISIS

There is a worldwide consensus that the cur-
rent financial and economic crisis calls for
immediate government intervention. In many
cases, the action urges the use of the instru-
ments of traditional business cycle policy like
enhancing demand or the government's assum-
ing financial risks. Demand-oriented economic
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policy follows a different philosophy from that
of the Lisbon Strategy, which is based on struc-
tural reforms and is often categorized simply as
a supply-side economic policy. Owing to these
differing views, the strategy has been repeated-
ly under attack; as a consequence of the crisis,
it has been called outdated or invalid.

The Lisbon Strategy is a comprehensive
dynamic learning process, which addresses the
challenges of the diversity of the European
Union and of changes simultaneously. Its
development so far should be interpreted also
in this context rather than solely in an actual-
target comparison. The open coordination
method serves as the integration and change
management instrument of the strategy. There
are supranational forums and actors comple-
menting the formerly exclusively national eco-
nomic policy. The exchange of experiences and
learning take place through the formulation of
short, medium, and long-term European guide-

lines and deadlines, quantitative and qualitative
indicators, benchmarks showing best practices,
the transfer of guidelines into national policies,
regular monitoring and mutual peer-review (see
Chart 2).

This multilevel and multilateral change man-
agement aims at creating a new economic
structure that is flexible and which stimulates
and stabilizes at the same time. Accordingly,
the Lisbon Program, although it is based on a
future vision, is retrospective; it adapts to the
environment, the resources and the goals and
combines competitive advantages with oppor-
tunities. In this dynamic process that is based
on regular feedback, the Union assumes the
leading and coordinating role, while execution
and the creation of a favourable economic
environment are the tasks of the Member
States, who can also learn from the parallel
political innovation experiments of one anoth-
er. The EU's diversity and parallelism are

Chart 2
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advantages in this concept: the process is thus
faster, more efficient, and it can lead to higher
quality results than in an exclusively hierarchi-
cal system.

Government intervention aiming only at
correcting the effects of the economic cycle
does not meet global structural challenges.
Such unique and provisional measures may be
taken at the expense of trust, predictability and
plannability. This is especially true for tax poli-
cy, since the tax systems in the European
Union require modernization from a structural
aspect as well.

With the exception of the CCCTB,
Community level tax measures, initiated within
the framework of the Lisbon strategy, support
improving the efficiency of the tax system since
they facilitate the deepening of the internal
market integration. Experience shows, however,
that decision-making in the Council is a result
of a rather lengthy dealing procedure. Taxation
issues fall principally within the scope of
national competence and, due to the unanimous
decision-making, the measures adopted at the
EU level are not so spectacular. Nevertheless,
Member States have to adapt themselves to the
changing economical circumstances and have to
meet global challenges, which also enforces the
alteration of the tax structure. Decreasing tax
burden on labour and income, accompanied by
increasing consumption and energy taxes, is a
general tendency nowadays. Through the price
effect, the latter influences consumers' behav-
iour, it internalises external costs and as a sec-
ond round effect it can encourage innovation as
well. Furthermore, Member States may apply
various tax policy instruments also in order to
boost economic growth (investment R&D). It
can be established overall that tax policy is
expected to play an increasingly important role
as far as the implementation of the Lisbon strat-
egy is concerned.  

Tax competition in the Union has led to a
tendency of decreasing corporate tax rates,
while, in spite of this, state revenues as a whole
have increased. In this environment, with little
room for action, it is especially difficult for
new Member States to increase welfare or
achieve real convergence; to ensure the sustain-
ability of their social systems or the level of
infrastructure. Under the pressure for change,
old Member States, too, increasingly become
transformational economies.

Tax policy plays a significant role in the
implementation of the Lisbon Strategy, both in
the fields of social models and of other neces-
sary structural reforms like improving the

Trends

The Lisbon process and economic policy will be influ-

enced by economic cycles, crises and favourable effects in

future as well: 

• Both the earlier and the forthcoming reviews of the

strategy have been and are to be characterized by an

economic crisis environment; the good results in

between were enhanced partly by economic prosperity. 

The Lisbon Strategy will continue and develop and is to

support crisis management:

• Structural reforms cannot be substituted with business

cycle policy.

• The three big challenges (globalization, demography,

technology) call for structural changes.

• There will be internal and external dimensions, too.

Through new iterations, open coordination as a recursive

steering instrument will become

• more efficient, 

• more transparent, simple, democratic and

• more effective.

The role of tax policy is to grow, strengthen and accelerate

within the strategy:

• Policies to improve efficiency.

• Other changes in the tax structure, like the spreading of

tax policies that promote decreasing taxes on labour,

the internalisation of external costs and the sustainable

use of resources

• Tax policies promoting growth, like encouraging R&D 
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functioning of the internal market or modern-
izing economic models (Vágvölgyi, 2009).
Already in the beginning, the modernization of
social models was mentioned by the
Commission as a potential basis for economic
impulse (European Commission, 2000). The
efficient internal market, through its size and
the unfolding competition, can create a unique-
ly differentiated division of labour, innovation,
and productivity. The less tax policy distorts or
slows down the development of these areas and
the more it is able to stimulate the realization
of the goals specified in the Lisbon Strategy,
the more chance the European Union will have
to enhance its competitiveness.

The results of the Lisbon Strategy have been
influenced by economic cycles since the begin-
ning. In the current period of crisis, the
Commission considers the strategy and the

structural reforms all the more necessary; short
term stimulus measures either are or can be
made compatible with the former. The guide-
lines adopted in 2008 may be an instrument
helping to immediately face the challenges of
the crisis, like growing unemployment or social
exclusion. At its March 2009 summit, the
European Council urged maintaining the
Lisbon Strategy even amidst the current eco-
nomic circumstances and called for accelerating
structural reforms (European Commission,
2009). Discussions about the future of the pro-
gram were postponed to the end of this year.
The preparation of a new program is required
for the period following the last planning cycle
in 2010, while the current objectives and results
are also to be reviewed, which will partly be the
responsibility of the Hungarian Presidency to
assume office in the first half of 2011.
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