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Abstract
The right to tax is one of the hallmarks of national sovereignty. As the political process surrounding the integration of the European Union illustrates, fiscal authority is among the powers that states are most reluctant to give up. Yet, though formally the power to tax of states in Europe and elsewhere has not changed much in recent years, its substance has been altered in two related ways. First, governments increasingly compete on tax rates to attract portfolio and productive capital from abroad, a process which exerts a downward pressure on certain tax rates. Second, due to the mobility of capital that fuels this phenomenon of tax competition, control over a country’s tax rates no longer implies control over its tax base at the same time.

The paper is premised on the belief that these considerations call for a reform of the international fiscal framework for two reasons. First, tax competition has important distributive consequences, which are often neglected at the expense of an evaluation of its efficiency at promoting economic growth. Empirically, tax competition tends to lead to widening income inequalities both within and between countries, and it can be argued that a certain portion of these inequalities qualifies as unjust. Second, as the loss of control over the tax base of a country illustrates, tax competition conflicts with a substantive principle of sovereignty. The present paper concentrates on this latter aspect, which raises the two questions that define its structure:

First, what reforms are necessary to restore the substantive sovereignty of states in fiscal matters? Paradoxically, states might have to sacrifice some of the formal powers of taxation by cooperating on fiscal matters in order to shore up their substantive power to tax. Does pursuing this objective require anything like a World Tax Authority? The answer is most probably no, though this may be one effective policy option. Instead, and more realistically, I ask what formal aspects of fiscal sovereignty states would have to give up to put into place a level of fiscal cooperation that is able to address the drawbacks of tax competition. Correspondingly, what would be left of the national power to tax as we know it?
This leads to the second, and more fundamental question: What is the notion of sovereignty that should underlie a global framework of fiscal cooperation? I have stipulated above that tax competition conflicts with a substantive principle of sovereignty. But I have only defined this negatively – in a context of tax competition, the formal power to set tax rates no longer satisfies the demands of substantial sovereignty. This section of the paper explores some basic criteria that a substantive principle of sovereignty fit for today’s economic interdependencies has to meet. For example, I argue that the power to tax has to be sensitive to, and in some way limited by, the impact it has on non-citizens of the country in question.
