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  NOTE TO THE READER ON THE BOOK’S STRUCTURE


  This study contains three chapters. Chapter 1 presents an historical overview of the EU revenue system. It examines the context for setting revenue arrangements and the concept of EU ‘own resources’. This chapter further illustrates the implications of ‘budgetary balances’ calculations (i.e. the difference between member states’ contributions to the EU budget and payments received from it), conceptual weaknesses and an alternative way to assess economic benefits induced by EU expenditure. The burden-sharing for financing the EU budget is examined in detail in the last section, accompanied by figures and tables with reference to member states and on a per capita basis.


  Chapter 2 provides an assessment of the current system against simplicity, transparency, equity and democratic accountability. It examines the drawbacks of the proposals for reform put forward by the European Commission in 2011. It further discusses the potential for increasing public revenue represented by the significant amount of uncollected value-added tax (VAT). Finally, it sketches two possible options for reforming the EU revenue system, one ‘member state-centred’ and the other through a VAT-based resource levied directly on citizens.


  The final chapter examines issues connected to EU revenue, such as the need to ensure its legitimacy through a demonstration of the added value of EU expenditure and a better rationale for setting the overall resources for the EU budget, on the basis of an assessment of the costs involved for achieving the intended results by each of the programmes.
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  PREFACE


  


  The on-going review of the EU revenue system by a High-Level Group on Own Resources, formed in February 2014 under the chairmanship of the former Italian Prime Minister and European Commissioner Mario Monti, is the last in a series of efforts at reform. This system, which is mostly based on member states’ financial transfers, seems unalterable. Yet, it guarantees the resources needed to fund the around €140 billion spent each year by the EU budget. Why then change it?


  The need for reform is implicit in the four criteria set for the review: simplicity, transparency, equity and democratic accountability. The current system does not score well against any of these criteria. In particular, while the EU budget is financed from the cashbox of overall national taxation, this is not made visible to taxpayers. Citizens are therefore left in the dark. Out of sight, out of mind.


  The EU revenue system is an element of the legitimacy of the Union's action. In particular, the principles of transparency and taxation by consent would require making it possible for citizens to understand how the EU budget is financed and to ascertain what individual contributions they are making to fund it.


  Funding the EU budget with a visible resource, which would represent a major political decision with no practical possible reversal, is the ‘elephant in the room’ faced by the review. On the one hand, it would offer a way to bring Europe closer to its citizens, acknowledging the status of the EU as a union of member states and their nationals. On the other hand, it would imply making citizens directly liable for funding the EU budget, while EU revenue arrangements have traditionally been regarded as the game preserves of national chancelleries.


  Furthermore, raising awareness among EU citizens on their contribution to the EU budget will most likely stir up a volley of questions: What is the purpose of the EU budget? Who profits from it? On whom does the burden fall? Who is managing EU expenditure and who is ultimately accountable for the results? Thus, the visibility of EU revenue could prompt an unprecedented debate about the EU budget, and ultimately about the European integration process itself.


  Should this possible line of questioning give EU policy-makers cause to be afraid to introduce visibility into the EU revenue process? The answer depends on how confident the EU institutions and member states feel that they can convincingly explain to EU citizens what the EU budget is for, what it has achieved so far and what it can further achieve in their interest and, finally, that all this is worth the cost.


  Gabriele Cipriani

  October 2014


  Not everything that counts can be counted, and not everything that can be counted counts.

  Albert Einstein


  1. THE EU BUDGET REVENUE SYSTEM


  

  The EU revenue system should be considered in the context of the highly innovative and evolutionary nature of the European Union, which is neither an international organisation nor a federal state. Originating from the decision by its member states to pool selected aspects of their respective sovereignties, the EU’s powers are founded on the principle of representation of interests.


  The EU framework is based on a dual legitimacy, which “brings together states and peoples via a unique form of political integration”,1 in a process of governance ‘without government’ organised around a single institutional framework. The European Union constitutes a new legal order of international law, the subjects of which comprise not only member states but also their nationals.


  The EU revenue system has been a subject of intense debate for years, in particular concerning the nature of the resources financing the EU budget. Many academicians have provided detailed reviews of the functioning and peculiarities of the system and have formulated a number of proposals to address its drawbacks. Still, the EU revenue system seems unalterable. In particular, no satisfactory solution has been found to make visible to citizens their contribution to the EU budget (some €140 billion in 2013, or an average of almost €280 per capita).


  EU revenue: A short history


  The evolution of the EU budget financing can be charted along the following timeline.


  1952-1969. The European Coal and Steel Community (ECSC, 1951, Treaty of Paris) was entitled to procure the funds necessary to carry out its tasks by setting levies on the production of coal and steel, which might be defined as the first Community tax (Article 49 ECSC). By contrast, the Treaty of Rome (EEC, 1957) provided that the budget of the European Economic Community would be initially financed from member states’ contributions (Article 200 EEC), as shown in Table 1, with the option of replacing them by Community’s own resources at a later stage (Article 201 EEC).


  Member states’ contributions were based on a percentage scale provided for in the Treaty, differentiated according to the type of expenditure (administrative or operational). These scales were the result of a political agreement, although close to countries’ share in gross domestic product (GDP) at that time. The Council was entitled to modify the scales, by unanimous agreement. This happened notably in order to fund agricultural spending.


  [image: Table 1. Share of the EEC budget financing by founding member states (%) Member states Administrative expenditure (%) Social Fund (%) Belgium 7.9 8.8 Germany 28 32 France 28 32 Italy 28 20 Luxembourg 0.2 0.2 Netherlands 7.9 7 100 100 Source: Article 200 of the EEC Treaty.]


  1970-1984. In 1970, after long and difficult negotiations, member states agreed that “the Communities shall be allocated resources of their own” and that “from 1 January 1975 the budget of the Communities shall, irrespective of other revenue, be financed entirely from the Communities’ own resources”.2 As a result, from 1971, customs duties, agricultural duties, and sugar and isoglucose levies (called ‘Traditional own resources’ or TOR) collected at EU entry were gradually transferred to the EU budget. In order to cover the administrative expenses for their collection, 10% of TOR was retained by the member states. Member states’ contributions from the value added tax (VAT)-based resource (1% of the taxable base) were made
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Table 1. Share of the EEC budget financing by founding member states (%)

Member states Administrative Social Fund
expenditure (%)
(%)
Belgium 7.9 8.8
Germany 28 32
France 28 32
Ttaly 28 20
Luxembourg 0.2 0.2
Netherlands 7.9 7
100 100

Source: Article 200 of the EEC Treaty.
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