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1. Introduction  
As part of the hard-fought deal for a new EU budget framework for 2007-13, the 

European Council (in its December 2005 Conclusions) invited the Commission ‘to 

undertake a full, wide-ranging review covering all aspects of EU spending, 

including the CAP, and of resources, including the UK rebate, to report in 2008/9. 

On the basis of such a review, the European Council can take decisions on all the 

subjects covered by the review. The review will also be taken into account in the 

preparatory work on the following Financial Perspective.’ Although this 

statement appears to presage a wide-ranging review, its formulation allowed 

different member states to interpret what had been agreed in different ways. One 

standpoint was exemplified by the dismissive tone adopted at the end of the 

negotiations by Jacques Chirac who plainly regarded the review as a fig leaf to 

cover the concessions Tony Blair had been obliged to make. The British, by 

contrast, saw the review as a means of initiating a longer term, fundamental 

reform of the budget, while allowing the immediate deadlock to be broken.  

 

The Commission has since stated that there should be no taboos and that 

everything should be open for discussion during the review, although there is a 

growing sense that even if the review does manage to be more than a cosmetic 

exercise, it will have little impact on the pattern of EU spending during the 2007-

13 medium-term financial framework (MFF). Instead, the more probable outcome 

is that any real changes will only come about beyond 2013. Nevertheless, it is 

worth exploring how the budget could be reformed and asking what the areas for 

discussion ought to be. The purpose of this paper is to do just that. 

 

The first section looks at the background, stressing the path dependency that has 

led to the budget being what it is today. The second section looks at the revenue 

side of the budget, and the third at the expenditure side. The fourth section 

focuses on the politics of change, considers how a reform might take place and 

puts forward an initial shopping list of desirable reforms that might emerge from 

the 2008/9 review. Concluding comments complete the paper.  
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There is, inevitably, a surfeit of jargon in the area of the budget, compounded by 

changing definitions of what are essentially often the same concepts. Box 1 

therefore provides a lexicon in the hope that it will assist understanding. 

 

Box 1: Some EU budget jargon explained 

Own resources: taxes or other sources of revenue that are explicitly assigned to a 

level of government, which can then regard them as an assured source of funding. 

Net contributions: the difference between the revenue raised for the EU budget by a 

member state and the expenditure from the EU budget in that member state.  

Juste retour is linked to net contributions, capturing the notion that there must be 

enough ‘money back’ to mollify the taxpayers in each country. 

Cohesion: policies to assist the economic development of lower income regions and to 

support disadvantaged social groups (such as the long-term unemployed). 

Compulsory and non-compulsory expenditure: the former consists of expenditure 

that the EU budget is required to finance because of treaty commitments, while the 

latter involves the European Parliament in agreeing the expenditure. In practice, 

spending on the common agricultural policy is the principal component of 

compulsory expenditure, while cohesion spending is in the non-compulsory category. 

The constitutional treaty would abolish the distinction. 

Neutrality: a change in the composition of taxes that does not alter the total tax 

raised. 

Financial perspective (now known as the medium-term financial framework – MFF): 
an agreement covering a number of years (seven years for the 2007-13 MFF) that 

allocates EU spending to key headings. Once set, there is limited flexibility to shift 

from one heading to another. 
Co-financing: splitting the cost of a policy between the EU level and the member 

state (or, possibly, sub-national) level of government. 

 

2. History and background 
In the early years of the EEC, the principal purpose of its budget, which was 

funded by transfers from the then member states, was to fund the common 
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agricultural policy (CAP). A reform in 1971 created the notion of own resources, 

with the proceeds of customs duties and agricultural levies on imports into the 

EEC assigned to the budget. As the costs of the CAP rose during the 1970s, at the 

same time as new spending functions were assigned to the Community to support 

regional development, these two ‘traditional’ own resources were increasingly 

unable to raise sufficient funds for the budget, requiring top-up payments from 

the member states. A third resource was therefore introduced in 1979, based on a 

small proportion of the proceeds of value-added tax (VAT) collected in each 

member state.  

 

With this new resource in place, the assured revenue of the Community level 

increased, but the arrival in power of the Thatcher government resulted in a 

prolonged dispute about the unbalanced national net contributions and 

increasingly strident demands from the Iron Lady for ‘her money back’. The 

imbalances arose largely because of the very uneven geographical distribution of 

subsidies to farmers, with the UK especially hard done by. By the early 1980s, 

only Germany and the UK were significant net contributors and it was 

(reluctantly, at first) recognised that this was inequitable given the UK’s low 

level of prosperity relative to its EEC partners. After a series of ad hoc 

adjustments, the now notorious UK rebate was introduced in 1984 and has 

remained in place ever since. 

 

Further disputes broke out in the mid-1980s between the Council and the 

European Parliament – the latter fortified by its new directly elected status – 

about the annual budget, leading to crises about agreeing the budget. These 

disputes were eventually resolved by the creation of an Inter-Institutional 

Agreement (IIA) to mediate between the Council, the Commission and the 

Parliament, and that change too remains part of the framework for the budget. 

 

The EU budget last underwent a substantial reform in 1988 with the agreement 

on what has come to be known as the Delors I Package. This agreement 

established an ‘own resources ceiling’ as a de facto limit on the proportion of 
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Community GDP (gross domestic product) that could be spent, placed the budget 

in a new multi-annual framework with limits for how much could be spent under 

each budget heading, and created a fourth resource based on member state GNPs 

(gross national products). 

 

What is at issue? 
Echoes of many of the problems that led to the 1988 settlement can still be heard 

in the disputes today. Many of the facets of the EU budget that warrant attention 

in the review have proved to be so difficult to resolve since 1988 that they have 

been fudged and it is a safe bet that many of them will just not be addressed in 

the review. Yet if a reformed budget is ever to emerge, these issues will need, one 

day, to be confronted.1

 

The EU has a number of distinctive features that exert a strong influence on the 

potential for budgetary reform. The central level differs massively from other 

polities in which the central government tends to be the primary actor in public 

finances. To put the matter in perspective, the US federal government spends 

around 20% of US GDP, or 20 times as much as the EU level. Clearly, therefore, 

models of fiscal federation that start from a roughly even split between central 

and sub-national government in budgets are well wide of the mark. The EU level 

also has an obligation to balance the budget and its expenditure is constrained 

within quite a rigid medium to long-term framework.  

 

Three distinctive modes of governance characterise what today’s EU does. It is, 

firstly, extensively involved in regulation, in the widest sense of the term: the 

traditional méthode communautaire using hard law instruments (directives, 

regulations) is at the heart of this activity. Secondly, the EU is a budgetary 

authority, though its reach in this regard is very limited. It is clear that the EU’s 

role in governance is far more in the regulatory domain than in direct funding of 

policies. Indeed, it would not over-stretch anyone’s imagination to envisage an 

                                            
1  For a more extensive discussion, please see Iain Begg, Funding the European Union, The Federal Trust, 
London, 2005. 
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EU that had no role in public spending other than covering the costs of its own 

administration. Thirdly, and increasingly, the EU has become a coordinating 

body for national policies. Such coordination occurs through a range of processes, 

some of which (such as the Stability and Growth Pact and, up to 2005, the Broad 

Economic Policy Guidelines) are treaty-based, while others are much more 

intergovernmental in nature. The original Lisbon strategy arguably fell into the 

latter category, but its relaunch has seen an assimilation of treaty-based 

coordination processes, as well as of some elements of regulatory activity. 

 

Given these approaches to economic governance and the reconfiguration that has 

taken place since 2005, a prior question that has to be asked before considering 

reform of the budget is what governance functions the EU is intended to perform. 

It is far from clear that there is a fully worked out answer to that question. 

Several issues then arise. 

 

Why have an EU budget? 
A first issue is the beguilingly simple one of why the EU needs to spend money at 

all. Apart from the obvious answer that the Union incurs inevitable 

administrative costs, it is not that easy to demonstrate conclusively that public 

expenditure at the EU level is an effective means for the EU to achieve its aims. 

Instead it could resort to the two other modes of governance, achieving its ends 

either through its regulatory function or by the coordination of member-state 

policies. Direct administrative costs account for barely 5% of current EU 

spending and even if some of the areas in which the EU currently acts through 

spending were to require a little more administrative effort if conducted in 

another mode, it is hard to see why the EU’s total administrative spending need 

rise more than marginally.  

Some spending (notably on agricultural policy and cohesion) is, however, the 

direct result of treaty obligations, so that even if the EU spending is questionable 

on conceptual grounds, it is expected to take place. Equally, the treaty 

commitments to cohesion and to agricultural support do not specify how much 

money should be spent, implying considerable latitude for discretion. On the 
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other hand, the lack of a treaty base for the Lisbon strategy could be regarded as 

an obstacle to more extensive spending on it, despite the fact that it now 

constitutes a significant priority for the EU. Similar objections could arise in 

considering spending on common foreign and security policies (CFSP), even 

though there is manifestly a disposition for more extensive global engagement.  

 

Behind many of the criticisms of the EU budget lies a more fundamental, and 

often unsatisfactory, debate about justifying EU spending. In the theory of fiscal 

federalism as developed, notably, by Oates2, there are various propositions about 

how to apportion responsibilities among tiers of government for different 

components of public spending and revenue raising. There is also an extensive 

academic literature on the merits of alternative means of disbursing 

intergovernmental transfers, such as block grants, matched grants or conditional 

grants. This literature almost always starts from the premise that the overall 

polity is a nation state – whether federal or unitary in its governance structure – 

and, as such, does not translate easily into the unique governance structure of 

the EU.  

 

These theoretical models suggest that EU spending should be countenanced 

where the EU level is manifestly the best one to carry out the task in question. 

This answer is consistent with the principle of subsidiarity and also reflects a 

frequently articulated demand which is that there ought to be a demonstrable 

benefit from spending money at the EU level. When fleshed out, this can mean 

several sorts of gains: pooling of resources may allow economies of scale or scope; 

there may be significant externalities from spending at an inappropriate level, 

and so on.  

 
The size of the budget 
How large the EU budget should be is also a perennial question. In some respects 

it ought to emerge from assessments of added value and should not therefore be a 

first-order question. Yet political realities dictate that it is bound to arise. Today, 
                                            
2  W.E. Oates, ‘An essay on fiscal federalism’, Journal of Economic Literature 37, pp. 1120-1149, 1999. 
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the discourse is about containing or even cutting the level of the budget as a 

proportion of gross national income (GNI), irrespective of possible benefit. 

Heinemann and Lefebvre3 argue that the underlying problem is that too much of 

the EU budget is devoted to the transfer of resources between member states for 

redistributive purposes and not enough to investment in genuinely European 

public goods. The focus of attention tends to be on whether the amounts 

transferred are fair, in other words whether they are a juste retour. 

 

Taking one step backwards, this invites the question of ‘what the EU is for’, 

today and in the future. The national or federal budgets in other polities are at 

least an order of magnitude greater than in the EU, but that is precisely because 

these entities are true governments, whereas the EU level is not. This has a 

number of implications. First, it means that, in the absence of a wider 

constitutional settlement, it is unsurprising that the basis for a fiscal constitution 

in the Union is also lacking. Second, it means that the EU level as a spending 

authority remains in an odd limbo: for some purposes it is little more than an 

executive agency, charged with carrying out tasks delegated to it by the high 

authority, that is the member states; for others, the EU level has a strategic role 

in developing and steering public policy. A third implication is that, especially 

with the requirement that there be unanimity in budget decisions, the EU level is 

severely circumscribed in taking initiatives that require public spending. The 

upshot is that there is a tendency for the lowest common denominator to be 

applicable and for there to be a kind of acquis budgetaire that is difficult to 

dislodge. 

 
Proliferating rebates 
The agreement of the UK abatement in 1984 established a new approach to 

member state’s contributions by highlighting how much each was paying in or 

receiving in net terms. Since the 1988 reform of the budget, two phenomena have 

been observed. First, in every subsequent round of budget negotiations, the UK 

                                            
3  F. Heinemann and M. Lefebvre, La France, l’Allemagne et l’Europe. Réflexions franco-allemandes sur 
l’avenir du budget européen, Institut français des relations internationals, Paris, 2005. 
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abatement has come under fire, but that fire has been successfully repulsed, 

although the diversionary tactic has usually been to make minor changes to the 

formula. Thus, in the 2005 agreement, the UK agreed that non-agricultural 

spending in the recently acceded member states would be exempt from the 

calculation.  

 

Second, although only the UK formally has an abatement, various devices have 

been used to ease the burden on other net contributors. Indeed, this has been 

true since the Fontainebleau deal. In the original formulation of the UK 

abatement, the UK – in simple terms – receives a rebate worth approximately 

two thirds of what would have been its net contribution. The cost of this rebate 

was shared among the other member states in proportion to their shares of the 

VAT resource, except that Germany’s ex ante share was then reduced by a third. 

In effect, therefore, Germany obtained a rebate on the rebate. Given that the UK 

and Germany in the early 1980s were the principal contributors to the budget, 

this special treatment was justifiable, although the Commission, especially, 

worried that the focus on the direct budgetary flow alone would overlook indirect 

benefits and other flows. A proportion of the money spent on cohesion policy, for 

example, finds its way back to the net contributors through purchases of 

machinery and business services. More generally, market access and other 

benefits of being part of the EU almost certainly exceed the relatively small net 

balances as a proportion of GDP.4 However, these other effects are very hard to 

quantify, with the result that claims and counter-claims are articulated on the 

flimsiest of evidence. 

 

Subsequently, other member states that shifted from being net recipients to net 

contributors (the 1992 ‘MacSharry’ reforms of the CAP were influential in this 

regard), also demanded and received ‘their money back’ in different ways. Box 2 

provides examples, including some that purport to have other motives, although 

                                            
4  K. Gretschmann, assisted by Stefan Flüchter and Heike Spaderna, ‘Reform of the own-resources system and 
net positions in the EU budget’, European Parliament Directorate-General for Research Working Document 
Budget Series 100, 1998. 
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it does not take much scratching below the surface to see that they are no more 

than crude means of altering net contributions. 

 

3. Funding the EU’s spending 
 

The EU budget is funded by four own resources which, in turn, take roughly 1% 

of each member state’s GDP. Resources one and two – also known as the 

‘traditional’ own resources – come from levies and duties on goods imported into 

the EU from the rest of the world and were the main source of revenue for the 

EU during the 1970s. The third resource, introduced in 1979 because the 

combination of growth in the budget and falling tariffs meant that the traditional 

own resources were inadequate, is a small proportion of the proceeds of VAT from 

each member state. The VAT resource has, however, been reduced in the last 

decade by lowering the proportion of national VAT and receipts from it are due to 

fall further in the next budgeting period. 

The bulk of the funding for the EU now comes from the fourth resource, which is 

calibrated on national GNP (now defined as Gross National Income – GNI – but 

analytically no different) and has progressively increased its share of the revenue 

raised by the EU since it was introduced in 1988 when the EU budget was last 

radically reformed. It currently accounts for some three-quarters of the EU’s 

revenue and that share is expected to increase in the course of the 2007-13 Multi-

annual Financial Framework. In practice the third resource is also close to being 

a GDP-related resource insofar as national VAT proceeds tend to follow national 

prosperity. Consequently, as much as 90% of the EU’s revenue comes from 

GNP/GNI/GDP related resources which are essentially intergovernmental 

transfers. 
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Box 2: A rebate by any other name… 

The original ‘abatement’ was granted to the UK in 1984 to offset the fact that the UK 

received only a comparatively low share of EU spending, resulting in an 

unreasonably high net contribution. 

At the same time, Germany (as the only other substantial net contributor) was asked 

to pay only a part-share of its ex ante contribution to the UK rebate, with other 

countries having to make up the shortfall pro rata. 

In the 1999 budget settlement, three other member states (Austria, the Netherlands 

and Sweden) were also given rebates on their contributions to the UK abatement. 

Also in 1999, it was agreed that the ‘fee’ paid to member states for collecting customs 

duties would be increased from 10% of the proceeds to 25%, a change that mainly 

benefited the Netherlands because of the disproportionate share of imports from the 

rest of the world entering the EU through Dutch ports (especially Rotterdam). The 

UK, however, undertook to forgo part of the windfall gain it would have received 

from this amendment. 

Special payments under the Structural Funds were agreed for the Netherlands, 

Austria and Sweden with no more justification than to cite the example of an 

allocation of €500 million to the Netherlands, a bland statement that this was ‘to 

take account of the particular characteristics of labour market participation in the 

Netherlands’.  

Further backdoor rebates were included in the 2007-13 budget settlement, in 

addition to a new clutch of ad hoc spending commitments, through: 

• Continuation of the rebate for the same four countries on the UK abatement. 

• Reducing the call-up rate on the VAT resource for the Netherlands and Sweden 

(cut to 0.1), Germany (down to 0.15) and Austria (set at 0.225), compared with a 

rate for all other member states of 0.3. 

• Reducing the call-up rate on the fourth resource for the Netherlands by €605 

million and for Sweden by €150 million over the period 2007-13 only. 

• Bavaria, a prosperous region, is accorded an (unexplained) special payment of €75 

million from the Structural Funds. 

The upshot is a system now so full of special cases that it is increasingly bereft of 

underlying principles and lacking in transparency. 
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How well does the present system work? 
As a mechanism for funding, the GNP/GNI resource has a number of advantages. 

First, it makes it easy to predict how much each member state will contribute. 

Second, it is equitable in respecting the ‘ability to pay’ principle by asking 

member states to pay equal proportions of their income. However, proportionality 

is not the only possible basis for equity: in many national tax systems, ‘ability to 

pay’ is translated into a progressive tax schedule in which the rich pay higher 

proportions of their income5. Insofar as a system with payments into the budget 

proportional to national prosperity is seen as an equitable basis for gross 

contributions, the present own resources system achieves this in a fair way. 

 

Its third advantage is that it is an open-ended resource in the sense that member 

states are committed to transferring sufficient money to match the EU’s agreed 

expenditure. This means that the EU does not need to worry about fluctuations 

in the revenue flows from particular taxes and will not face a financing problem, 

provided that member states do not renege on their commitments. In addition, if 

there were ever a political decision to vary gross contribution rates to the EU 

budget by asking member states to pay in different proportions of their GNIs, it 

would be a relatively easy matter to do so by adjusting the call-up rates. For 

example, the richest member states might be asked to pay 1.2%, those in the 

middle 1%, while the poorest pay only 0.8%. 

 

In short, the current own-resources system works well enough, so that it could 

reasonably be argued that there is no reason to alter it. Indeed, any switch to 

particular taxes or identifiable sources of funding for the EU budget could create 

problems of assuring sufficient resources or of disrupting the painstakingly 

constructed compromises on who pays what and receives what. 

Why change should be countenanced 
Nevertheless, there are plausible political arguments for fresh thinking. The first 

is that successive budget rounds have become ever more focused on the net 

position of individual member states, the infamous juste retour. Indeed, rather 
                                            
5  The very rich do, however, often traduce the principle by finding ways of avoiding tax. 
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than being a negotiation about what policies the EU should fund and why, a 

large part of the budget negotiations has been about net payments, with finance 

ministers judged more by how much they acquire or give away than the policies 

they support. Arguably, by funding the EU through what is, de facto, an 

intergovernmental transfer, more attention will inevitably be focused on net 

positions. While it would be disingenuous to believe that any system for funding 

the EU budget could deter commentators from estimating net positions, the 

temptation to do so is probably accentuated by the current system. 

 

A second reason for thinking afresh is that national political boundaries are not 

necessarily the best way of delimiting how to pay for Europe. Instead of asking 

how much each member state (and thus the average individual in each nation) 

pays, it would be entirely reasonable to ask whether the burden should fall on 

differently defined interests. To the extent that it is business that benefits from 

the single market, for example, a tax on profits could be justified to pay for the 

EU’s spending. Or if EU integration can be shown to have been especially 

beneficial to certain industries, those might become the tax base.  

 

Alternatively, a good case could be made for taxing polluters and using the 

proceeds to support the sustainable development objectives that the EU has 

espoused.6 In fact, a carbon tax is one of the options that has most consistently 

been canvassed as a European tax. Such reasoning would lead to problems if 

combined with juste retour. If one member state burns more fossil fuels than 

another and, as a result, emits more carbon, it would have to pay more towards 

an EU budget funded by a carbon tax. Some might applaud such an outcome and 

it would, indeed, provide incentives to reduce emissions, but one can imagine the 

headlines in the tabloid press if the UK were to lose from such a change. 

A third reason for moving away from a system that is dominated by 

intergovernmental transfers is the latent fear that a member state will withhold 

its contributions as a political ploy. That this has not happened is a source of 

reassurance, but it has certainly crossed the minds of political leaders and there 
                                            
6  The June 2006 European Council adopted a revised sustainable development strategy. 
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are many instances of international organisations being subjected to such 

pressures.   

 

A tax for Europe? 
 In practice, finding a tax or range of taxes that could fund the EU budget is not 

that demanding from the perspective of tax theory, although any option must be 

expected to provoke political opposition. A ‘good’ European tax would have a 

number of characteristics which can be classed under three headings: 

• Economic criteria, such as avoiding distortions, respecting ability to pay 

and equity among different classes of taxpayer as reflected in the incidence 

of the tax. If the true incidence of the tax is hard to determine (which can 

be the case in attributing profits to individual countries as a tax base), 

there is a case for defining a wider geographical area for levying the tax. 

• Administrative criteria, encompassing raising sufficient revenue and 

assuring stable or buoyant revenue, being easy and cheap to collect, and 

being difficult to avoid or evade. 

• Political criteria that could include being associated with EU policies, 

avoiding intrusion into nationally sensitive areas (for example to do with 

social objectives), or helping to promote specific policy objectives for which 

raising prices (through the tax) is a valid policy instrument. There is also a 

strong political resistance to the introduction of new taxes, even though 

any EU tax would, in principle, substitute for existing national taxes, 

allowing either their abolition or a lowering of rates. 

 

Any prospective tax for Europe could be scored, objectively, against a range of 

such criteria, with weightings to reflect the salience of each. Thus ensuring that 

the tax base is widely spread among the member states is likely to be one of the 

most important criteria, which would point towards a sales or value-added tax as 

appropriate. A link to European policies might arise in relation to the single 

market, the sustainable development strategy or, as the euro area expands, to 

monetary policy. This might justify an EU corporate tax, a carbon tax or 

assigning the gains from seigniorage (the profits accruing to central banks from 
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their pivotal position in financial systems – sometimes also known as an inflation 

tax) to the EU budget. 

 

There is, however, always the fear of the ‘Leviathan’, that is of incremental 

growth in overall taxation from introducing a tax for Europe, rather than having 

member states holding the purse strings. If the EU also acquired the power to set 

its own budget and to determine tax rates, such fears might acquire some 

credence. But as long as there are strong political controls over the level of 

expenditure that a tax is intended to fund, as well as an obligation to balance the 

books, it is hard to sustain this line of argumentation. 

 

What then would be the advantages of an explicit tax? First, it is important to 

recall that the treaty states that the EU budget should be funded by own 

resources7, making a system of own resources an obligation. Even if it were not, 

there is a rationale for funding a governmental body by ‘owned’ resources in the 

sense of flows of revenue to which the body is entitled, rather than grants from 

other governmental bodies. Having assured funding reinforces autonomy, can 

improve accountability and thereby confer greater legitimacy on the body, and 

tends to give greater funding certainty, as stressed in the Lamassoure report8 for 

the European Parliament. It is also argued in tax theory that the geographical 

incidence of a tax should correspond to the territory within which it is 

internalised. On this reasoning, property or land taxes are often assigned to local 

governments, but profit taxes to higher levels of government, because it is 

difficult to determine where the profits arise, as opposed to being recorded. In the 

EU context, it risks being unfair if profit taxes accrue to a single member state, 

even though the profits are generated in many countries. 

A further potential advantage of a tax is that it should make the EU, as a fiscal 

entity, more transparent and visible to taxpayers, improving the connection 

between representation and taxation, although the degree to which it would do so 

would depend on the choice of tax and how it is administered. In the US, the 
                                            
7  Article 269, Treaty of the European Community. 
8  A. Lamassoure, ‘The future of the European Union's own resources’, Draft Report, BUDG_PR(2007)382623, 
European Parliament, 2007. 
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sales tax reminds taxpayers every time they make a purchase that they are 

paying in to the state or the city coffers, whereas it is only companies rather than 

citizens that tend to be aware of corporate taxes. In the EU, VAT is only partly 

visible to consumers, but if sales receipts were routinely to show a payment 

towards the EU, separating it from payment to the national tax authority, the 

visibility would be enhanced. 

 

Which tax to use 
The search for the ideal tax to fund the EU has been one comparable to that for 

the Holy Grail. Many candidates have been put forward9, but objections have 

invariably been raised to one or other of its features and the result has been that 

no progress has been made. In practice, though, the same contenders tend to 

reappear on most short lists. They include variants on sales taxes (especially 

value-added tax), corporate taxes, different sorts of ‘eco’ taxes and, less plausibly, 

income taxes. There is a widespread presumption that a new tax should be 

avoided, although it is by no means obvious why this should be a constraint, not 

least because a new tax might enhance transparency. A pre-emption on 

telecommunications, for example, would be visible to users and could enhance 

accountability for this very reason. 

 

There are also siren voices that suggest that it would be better to fund the EU by 

charges or other revenue streams that seem not to be taxes. A good example is 

tradable carbon emission permits which have a market value, but which have so 

far been allocated free of charge to companies. It is argued that if, instead, the 

right to emit were priced, it could raise revenue in what would appear to be a 

virtuous manner. This is sophistry. Analytically, a charge for emissions permits 

is a form of carbon tax and a carbon tax, in turn, is a form of corporate taxation. 

Certainly it would reward those producers that succeeded in lowering emissions, 

but the expression ‘stealth taxes’ conveys the obvious message. 

                                            
9  See, for example, I. Begg and N. Grimwade, Paying for Europe, Sheffield Academic Press, Sheffield, 1998; P. 
Cattoir, ‘Tax-based EU own resources: an assessment’, Taxation Papers Working Paper No. 1/2004, Office for 
Official Publications of the European Communities, Luxembourg, 2004; SEP/GEPE ‘Own resources: evolution 
of a system in a EU of 25’, Study for the European Parliament, Brussels, 2005. 
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In reality, the notion that there is a perfect tax to fund the EU budget is 

misconceived. Rather, any option will have strengths and drawbacks, and 

assessment of it must depend on the political weight attached to the various 

characteristics of the tax. As Cattoir10 observes, ‘there is no simple solution to a 

complex question. The technical arguments presented here can, at best, 

underline the costs and benefits of various options. But the EU financing system 

must ultimately be determined on a political basis, taking into account these 

technical arguments.’ What this means, in practice, is that preference could be 

given to, for example, a tax that is linked to an EU policy or principle, such as 

sustainable development. 

 

Recognising that there cannot be a perfect tax is, arguably, the key to finding one 

that commands sufficient support even if it has drawbacks. The various costs and 

benefits need to be weighted according to how politically salient and substantial 

they are. Then two other issues need to be confronted. The first is whether it 

should be a tax or taxes in the plural. Second, there is the issue of what is known 

as neutrality. All governments deploy a range of taxes to collect revenue, partly 

to widen tax bases, partly to achieve complementary aims (such as deterring 

pollution) and partly because inertia tends to deter abolition of taxes once they 

are introduced.  

 

Neutrality means that any new tax for Europe would be offset by reductions in 

domestic taxes, a proposition that will have cynics shaking their heads. However, 

to the extent that it is the decisions on EU spending that determine how much 

revenue is needed, the often-heard fear that a tax for Europe will be added to the 

existing tax burden is illogical. In any case, taxpayers know how to punish 

governments that attempt such tricks. 

 

One imaginative solution would be to allow member states autonomy in deciding 

which tax to use for Europe. Under this proposition, the obligation would be to 
                                            
10 Ibidem. 

 16



designate a particular tax as the source of revenue for the EU budget, thereby 

achieving the aim of enhancing visibility, but there would be no need for each 

member state to select the same (or even a similar) tax. Thus, Germany might 

assign an eco-tax, Sweden an alcohol excise and Lithuania a tourist tax. Such an 

arrangement would substitute for the present GNI and VAT resources and, 

presumably, be capped at the agreed gross contribution, with the implication that 

if the tax yielded more than expected, the member state would retain the surplus. 

It would therefore be a moot point whether the EU tax would, in practice, be 

distinguished in the public mind from general taxation that is already the source 

of most of the EU’s revenue. 

 

4. Expenditure priorities 
 

New spending demands on the EU budget often arise, but generally have to be 

rebuffed because existing spending priorities consume so much of a small budget 

that there is no room for manoeuvre. For example, the European Parliament 

called for more spending on Lisbon-related policies11, but was not able to make 

much change in the deal agreed in December 2005 by the European Council. 

Consequently, calls for the EU to do more to promote international development, 

or to provide peacekeeping and other CSFP actions, inevitably come up against 

the hard constraint that the ambitions are wholly at odds with the resources 

available. Similarly, the grandly named Globalisation Adjustment Fund, recently 

approved by the European Parliament, has a budget of just €500 million, 

approximately €1.20 per citizen of the Union. 

Current EU spending 
On the spending side, many of the criticisms are of long standing. In particular, 

the common agricultural policy would almost certainly not be on a list of 

priorities for EU spending if Europe’s leaders started today with a blank sheet of 

paper. For many, the CAP remains a major obstacle to change in the budget; for 

                                            
11  R. Böge, ‘Report on policy challenges and budgetary means of the enlarged Union 2007-2013’, European 
Parliament, 2006.  
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example, the Sapir report12 set out illustrative projections for what could be done 

by the Community budget if the share of agricultural spending was greatly 

reduced. Equally, the very fact that it has been at the centre of the budget for so 

long makes it difficult to envisage it being radically cut, and it can be argued that 

one reason for the Sapir report proposals not being followed in the 2005 budget 

settlement is that path dependency is just too powerful as a source of resistance 

to change. Moreover, as a proportion of total public spending in the EU, the CAP 

accounts for only around 1%, even though it is such a high proportion of the 

Community budget. 

 

That said, the fact that the CAP has evolved considerably is easily overlooked. 

While many of the criticisms about it, such as the fact that it benefits richer 

farmers disproportionately remain valid, the direction of change has been 

towards rural development and income support for smaller farmers. The 

‘MacSharry’ reforms of the early 1990s and the package negotiated by Fischler in 

2002 have seen quite substantial changes in the content of the policy. Thus, the 

mountains and lakes resulting from over-production, though still an issue 

(witness the recent steps taken to reduce the maize mountain that arose largely 

because of the accession to the EU of Hungary), have largely gone. In addition, 

the EU has taken steps to diminish the negative effect of the CAP on developing 

countries. These changes may not have dealt fully with the objections to the CAP, 

but they can be adjudged to be in the right direction, albeit at a slower pace than 

many critics would like, and the direction can be expected to be maintained. 

What has not changed, however, is the cost of the CAP which was frozen in real 

terms for the period 2007-13 and thus continues to be the largest component of 

EU spending. 

 

CAP reform 

It is, above all, because of its weight in the overall budget that the CAP continues 

to impose a brake on reform, in both political and resource terms. In addition, the 

accession to the EU of countries with substantial employment in agriculture 
                                            
12  A. Sapir et al., An agenda for a growing Europe: the Sapir report, OUP, Oxford, 2004. 
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(Poland and Romania) is likely to reinforce the opposition to curbs on CAP 

spending. On the other hand, even though the prospects for the Doha Round do 

not look auspicious, especially with the shift of control in the US Congress, the 

pressures to rein in agricultural subsidies in the interests of development in poor 

countries will not abate. It is also salient that some of the staunchest defenders of 

the CAP now have to pay higher net contributions to the budget. 

 

The likely scenario for the CAP is that the review set for 2008/9, in parallel with 

the overall budget review, will not result in any further significant changes 

before 2013, thus leaving the policy reforms of the Fischler package intact, but 

that it will establish new principles for agricultural policy. There are, essentially, 

three main strategic directions that reform could take. The first is to shift some 

or all of the burden of agricultural support from the Community budget to 

national budgets. This could be done in a number of ways, with co-financing seen 

as one of the most likely. Co-financing is routinely used in other areas of EU 

policy, notably cohesion policy, so that it would hardly be a fundamental shift in 

principle, but a move in this direction would have very obvious implications for 

member states’ net balances. It is important to stress that co-financing need not 

mean any change in the content of agricultural policy, but simply in who pays for 

it. 

 

A second direction for reform is to change the policy itself. Despite all the obscure 

terminology that is often deployed in discourse on the budget13, the issues are not 

that complicated. Should the policy support farmers or production? If the target 

is farmers, should they be supported in proportion to the size of their farms, 

irrespective of their wealth and income, should payments be capped at some 

level, or should the policy be more of an income support measure for poorer 

individuals in line with recent reforms? If the rhetoric about supporting the rural 

economy, preservation of the countryside and sustainable development is to be 

believed, should CAP spending become increasingly, or even exclusively, what is 

now known as Pillar 2 – that is rural development, rather than direct payments? 
                                            
13  Degressivity, boxes of various colours (green, blue), direct payments and so on. 
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The third, more radical strategic approach would be not to have a common policy. 

In the early days of the Community, security of food supply was a powerful 

motive for having a common policy that boosted production. Today, it is not. 

Indeed, there is an open question about why agriculture should receive any 

greater public subsidy or support than coal-mining, textiles or other declining 

industries. The absence of a CAP might lead to some problems in maintaining the 

single market, but there is an institutional apparatus for ensuring free markets 

in the EU and policing state aids, so that if national governments sought to 

replace a common policy with national agricultural support regimes, they would 

have to abide by rules. 

 

Because of path dependency, CAP change cannot be expected to happen rapidly 

and the history of the last two major reforms shows that the ‘gradualist approach’ 

is, arguably, the only politically feasible way of achieving a better system. Yet it 

is surely reasonable to explore all three strategic options as part of a review of 

the budget. The CAP is in the treaty, which would make the third direction more 

difficult, but not impossible, whereas the first two ought to pose few legal 

problems. Any change will inevitably be extremely difficult to agree politically, 

however compelling the economic case. 

 

Cohesion 

Cohesion policies are also subject to criticism, albeit for different reasons. One 

concern, most expressed by a number of academic economists who have 

conducted econometric studies, is that the policy is ineffective. These studies find 

few indications that the economic growth of assisted regions has been enhanced 

by transfers under the Structural Funds. While the transfers undoubtedly 

increase the income of recipient regions, the implication is that the policy is, in 

practice, a redistribution of income instead of one with a ‘structural’ impact. 

Other evaluation work is more positive about cohesion policy. Studies using 

simulation models find a tangible effect on growth, while more broadly based 

assessments point to the benefits that flow from the governance model imposed 
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for the Structural Funds. In the 2007-13 MFF, efforts have been made to align 

cohesion policy more closely with the Lisbon objectives, although questions can be 

raised about whether the change is as extensive as it is claimed to be. 

 

Other spending 

Despite the realignment of cohesion policy, there are doubts about whether the 

EU budget is sufficiently orientated towards stimulating growth and 

employment. If the budget does shift further in the direction of supporting the 

Lisbon strategy, there would be no shortage of demands for spending aimed at 

supporting growth and employment. However, for more to be spent in this way, a 

number of tests for added value would have to be applied. What would have to be 

demonstrated is that spending at EU level leads to a better supply of public goods 

compared to spending by member states. In turn, EU society would need to make 

explicit what it wants to achieve, bearing in mind treaty (and, possibly, other) 

commitments. Cohesion, for example, is a treaty commitment that implies some 

net fiscal transfers across member-state boundaries. Even if spending on 

cohesion policies does not contribute to growth or employment in aggregate (or 

even has a net cost), it could be justified if it resulted in higher GDP or 

employment in parts of the EU deemed to be worthy of support for equity 

reasons. 

 

While public goods like trans-European networks or R&D are frequently 

mentioned as potential priorities, it is useful to establish criteria that can be used 

more generally to decide which public goods should be produced at EU level. 

Relevant considerations for this purpose include the following: 

 

Gains in the quality of public spending resulting from pooling of resources, 
avoidance of duplication, or economies of scale or scope. A good example is the 

creation of a common border control that simultaneously achieves security aims, 

through effective immigration checks, and liberty of circulation within the EU. 

Common consular service provision or diplomatic representation would also 

achieve economies of scope. 
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Spillover effects that mean that expenditure in one territory has effects in others. 

Such spillovers can be positive or negative and in both cases can lead to sub-

optimal provision of public goods. A straightforward illustration is networks 

(such as transport and energy distribution) where there are two linked 

considerations. Firstly, networks have to be complete to deliver full benefits, so 

that filling any gaps has benefits for all users, not just those where the gap is 

filled. Secondly, if the jurisdiction paying for the service cannot internalise all the 

benefits, the service will tend to be underprovided, an example being transport or 

communication networks that cater to traffic from outside the jurisdiction. 

Unless, as with the various Alpine transit routes, the jurisdiction is able to levy 

user charges, its taxpayers can be expected to balk at financing public goods on 

which others can, literally, free-ride. 

 

Fiscal capacity constitutes a rather different argument for EU spending. The 

richer member states can afford to fund cohesion policies for regions that face 

competitive problems, whereas the lower income countries may struggle to do so. 

Since cohesion is a fundamental aim of the EU, and to the extent that its 

achievement requires public investment, a net fiscal transfer from outside the 

recipient country may be the only means of squaring the circle. If conditions are 

imposed on the investment that also help to improve the targeting of the policy, 

there will be a double dividend, and it has certainly been argued that the 

economic development model of the Structural Funds has had just such an effect. 

Managerial capacity can, therefore, be put forward as a linked criterion. 

Transfers via the EU budget are not, though, the only way of dealing with a lack 

of fiscal capacity. In federal countries such as Austria and Germany, there is a 

horizontal equalisation system – the finanzausgleich – to which richer Länder 

pay in while the fiscally stretched ones receive payments that help to ensure that 

citizens are offered comparable levels of public services irrespective of residence. 

Sweden achieves a similar effect by redistributing the proceeds of local income 

tax.  
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Added value from EU spending 
The most awkward problem that arises in trying to justify EU spending by 

demonstrating EU added value is that even when there is unambiguous EU 

added value, it does not follow that it benefits all member states. The result is 

that there is often a much more onerous test for added value, namely that it is 

positive for the EU as a whole but does not impose a cost on any member state – 

known in the trade as Pareto optimality. Such a challenge is not unique to the 

EU, since it applies in many other contexts, but is especially salient because of 

the great weight attached to net national contributions. Consequently, even if it 

could be shown that a proposed shift in EU spending would yield clear benefits in 

terms of growth or employment for the EU as a whole, it may court opposition 

from those countries which either see little of the benefit or lose as a result. This 

‘joint-decision-trap’, to adopt an expression coined by Scharpf14, is especially 

constraining when decisions on the budget have to be adopted unanimously. 

 

Such reasoning is often evident in the disputes that mark many of the proposals 

for re-orienting the EU budget. Spending more on research seems alluring in 

light of the diagnosis that the Union invests too little in R&D and the halting 

progress towards the Lisbon strategy’s aim of raising the ratio of R&D spending 

to GDP from its current level of just under 2% to 3%. It also looks appealing to 

state that research spending should be allocated principally based on excellence. 

Yet countries with weak research infrastructure and traditions are quick to 

express the fear that they will lose from this focus because they are less likely to 

secure research funds allocated competitively. An expression that has been used 

in this regard is that the EU’s framework programmes for research are 

‘Structural Funds for the rich’. The juste retour argument therefore continues to 

cast a shadow over reform debates, even when a solid analytic case can be made. 

Nor is there an easy way out. Cohesion policy, in principle, is supposed to help 

overcome the gap in potential and may, in time, help to build capacity in those 

member states and regions that are manifestly lagging behind. But a systematic 

switch in spending priorities will inevitably engender resistance and a ‘trickle-
                                            
14  F.W. Scharpf, (2006) ‘The joint-decision trap revisited’ Journal of Common Market Studies, 44, pp. 845-64. 
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down’15 in the EU is almost certainly too weak a mechanism to overcome the 

objections. 

 

It follows that disputes about net contributions are not just about the calculation 

of cash flow, but also about the composition of spending. A further layer to the 

political economy problem is that shifts in the mix of spending affect different 

interests. Farmers, not surprisingly, are hardly in the vanguard of those opposed 

to the CAP and regional interests in richer member states are adept at 

formulating arguments for why they should remain eligible for the Structural 

Funds.16

Within the EU, there is a wide range of models of intergovernmental transfers in 

operation.  

 

5. The politics of change 
 

The seven-year cycle for the budget is attractive to Europe’s leaders for the 

simple reason that it means they only have to squabble over it intermittently. 

Certainly, compared with the annual battles that took place during the 1980s, 

this represents an improvement. However, it also has significant drawbacks and, 

as will be shown below, may now have become an obstacle to modernisation 

rather than the basis for a solution. 

 

Without being unduly cynical, the sequence that has been replicated over the last 

two budget cycles comprises the following five stages: 

1. Initial skirmishes about specific objectives for the next budgetary 

settlement, up to three years before a deal has to be reached, aimed at 

curbing the Commission’s ambitions. 
                                            
15  The notion that by bolstering overall output and demand in the Union, all regions will benefit. The metaphor 
that a rising tide lifts all boats also applies. 
16  One of the best was an Irish argument that the country should continue to receive transfers from the Structural 
Funds because the country’s rapid growth had been so recent that it lacked the accumulated wealth of countries 
that had achieved prosperity at a more measured pace and therefore needed support for building up public 
capital. 
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2. Publication of Commission proposals that are instantly rejected by a 

majority of finance ministers, two to three years before the expiry of the 

financial perspective in force. 

3. A phoney war in which proposals and counter-proposals are bandied 

around amid growing pessimism that the mutually incompatible positions 

can ever be reconciled. 

4. An intensive period of negotiation as the two presidencies with ambitions 

to settle the matter try desperately to broker a deal under their 

stewardship. This requires a flurry of creative thinking aimed at 

repackaging common-denominator proposals that all parties can live with, 

culminating in late-night horse-trading and a bleary-eyed agreement in 

which not all parties are entirely sure what they have signed up to, 

although they are adamant that they have achieved their key objectives. 

5. Four or so years during which the annual budget negotiations between the 

Commission, the Council and the European Parliament keep plenty of 

people busy for a long time, but reach conclusions so politically salient that 

they might just warrant a paragraph deep in the inside pages of the 

newspapers. 

The paradox of this sequence is that, despite the very long period over which the 

game is played, it effectively blocks any real prospect of reform, precisely because 

there is no point at which new thinking has much chance of surfacing. On the 

contrary, the positions of so many member states become entrenched in a way 

that forestalls reform, and the outcome is an EU budget for 2007-13 which, 

notwithstanding all the posturing and attempts to relabel the different categories 

of expenditure, closely resembles the one agreed in 1988 in its mix of spending 

with most of the money allocated to the CAP and cohesion. Although the revenue 

side has seen the progressive growth of the proportion of funding coming from the 

GNI resource, this too is only really a substitution for the VAT resource and not, 

therefore, that significant a change. The question that then arises is how to break 

the cycle. 
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Can the cycle be broken? 
In the face of a decision-making system that seems so orchestrated and resistant 

to change, there is clearly a need for something to intrude that alters the cycle. In 

this regard, the 2008/9 review at least offers an opportunity that has been absent 

in previous rounds and could be the key to reform. However, to fulfil this role, it 

will have to be taken seriously, if for no other reason than it is seen as a UK 

ambition that will not be easy to achieve. 

 

Certain factors could be influential. A first is the Doha Round, currently stalled, 

but still capable of being restarted. If – plainly, a big if – it does lead to a 

significant reshaping of the common agricultural policy, that would provide an 

opening for one of the most daunting constraints on budget reform to be 

unravelled and could therefore create room – both politically and financially – for 

new spending priorities to emerge. 

 

Second, there is an exploitable coincidence in the timing of the Lisbon strategy, 

with the current round of reform programmes due to be refreshed in 2008. The 

following year will also be the last year of the current Commission and of the 

European Parliament’s term. One issue that has been much discussed in this 

respect is whether the financial framework should be aligned with the political 

cycle that is being set for five rather than seven years. Two options could be 

envisaged: 

• The first is that the MFF for the budget could be aligned precisely with the 

political mandate, such that when a new Commission came to power it 

would do so with a free hand to shape the budget for its period of office. 

The Parliament already has to approve the Commission before it takes 

office and there would be evident political attractions in adding approval of 

the budget to this process. However, since it is the member states, via the 

European Council, that have been the prime movers and decision-makers 

on the budget, it is easy to see why what looks like a neat conjunction 

would be politically highly awkward. 

 26



• The second approach would be for the MFF to run from mid-point to mid-

point of the political cycle. That way, the incoming Commission and 

Parliament would inherit a programme for half of its period in power, but 

would then have the opportunity to shape a new one for the rest of its 

mandate and bequeath it to its successor. This solution would tend to give 

the Council a bigger say in the budget because neither the Commission nor 

the Parliament could present the proposals as emanating directly from 

their political programmes.  

• The third factor is that concern about the governance of the euro area 

could motivate demands for significant changes. With fiscal policy firmly 

located at the member state level, there is no counterpart of the top-level 

budget that most monetary unions use as an instrument for stabilisation 

policy. The obvious stark contrast here is with the US, where most states 

are subject to a balanced budget constraint, but the federal level is able to 

vary its fiscal position substantially. While it can be argued that the days 

of activist fiscal policy are long gone and that the US federal deficit has 

been a problem as much as a solution, the present arrangements for the 

euro area completely rule out any central budgetary mechanism. It is 

worth recalling in this regard that the Werner Plan for monetary union 

(vintage 1970), did envisage a limited central budget with the aim of 

contributing to stabilisation policy. Moreover, there have been proposals 

for some limited stabilisation mechanism17 that would be triggered by an 

asymmetric shock. While this is not the place to elaborate on the pros and 

cons of such schemes, the point is that if new ideas are needed on running 

the euro area, a central budget could be canvassed. 

 

Further pressures for change arise in the political arena. On the one hand, the 

countries that have become contributors to the budget (such as France and 

Ireland) may start to question their traditional support for the CAP. The 

accession to the EU of so many countries with large, relatively backward 

                                            
17  J. Melitz and F. Zumer, ‘Interregional and International Risk-sharing and Lessons for EMU’, Carnegie-
Rochester Series on Public Policy 51, pp. 149-88, 1999. 
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agricultural sectors (and the prospect of Turkey joining) is bound to focus minds 

on issues such as value for money and the benefit of the budget. Already, 

mutterings can be heard in Brussels about cutting the budget to 0.7% of GNI, 

rather than today’s ratio of just over 1%. On the other hand, the recently acceded 

members believe, not unreasonably, that they are entitled to (and were promised) 

higher receipts and they expect the promises to be honoured. 

 

A high-level group 
Much will turn on how determined the Commission is to push for change, on the 

leadership it is prepared to show, and on whether Barroso, in particular, is 

prepared to confront some of the hardest choices. The indications so far are that, 

while the Commission has set in motion the necessary actions to conduct the 

review, it has yet to arrive at a strategic view of how radical to be.  

 

Prior to the relaunch of the Lisbon strategy in 2005, an authoritative 

independent group of experts, chaired by the former Dutch prime minister, Wim 

Kok, was invited to produce an assessment of ‘Lisbon I’, and duly reported in the 

autumn of 2004. In the event, the relaunch of the strategy only partly followed 

the Kok recommendations. Nevertheless, it can be argued that having such an 

analysis in the background helped to open up the debate on how to proceed. A 

case can therefore be made for emulating this approach in the budget review, 

even though signals emanating from the college point to some disenchantment 

with the groupe de sages methodology. What could such a group achieve? Above 

all, it would be able to offer a trenchant critique of the shortcomings of present 

arrangement and to shift the terms of the debate as an intellectual exercise. With 

so many aspects of the budget increasingly subject to unprincipled deals, the time 

is ripe to reassert a solid conceptual basis for what the EU budget does. 
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6. A shopping list 
 

There is much that the 2008/9 review of the budget could hope to cover and it is 

inevitable that the range of demands will be extensive, mutually inconsistent and 

hard to reconcile. It is, therefore, probably wise to start with some credible 

ambitions for it. Recognising that the review is unlikely to result in much change 

in the 2007-13 MFF, perhaps the most valuable outcome would be to achieve an 

irrevocable shift in the terms of the discourse about EU spending. Failure to do 

so would mean that, by 2010, when the early skirmishes around the next MFF 

start, all the familiar arguments would resurface. Once minds focus on the 

agreement that would be needed by 2012, the arguments would again be 

dominated by bargaining about the UK abatement and the net positions of a 

handful of other countries on the one side, and the size of the CAP and cohesion 

budgets on the other. 

 

It follows that the review should be seized as an opportunity to make the 

intellectual and political case for a new approach. This points to a first set of 

items to place on the shopping list, all with the aim of shifting the terms of the 

debate. The remainder of this section adds further items. 

 

The Commission is expected to produce its own contribution to the review early 

in 2008 and, to provide some independent input, has launched a call for two 

studies of, respectively, the expenditure and revenue sides of the budget. These 

studies are intended to be academic in character and should become available by 

the end of 2007, prior to the more political document (possibly a form of ‘green’ 

paper) that will be the Commission’s position paper. No doubt member states, 

think tanks and academics will all be drafting papers of different sorts for the 

same purpose. What is not, at present, envisaged is a contribution comparable to 

the Kok report that provides a rigorous (and, ideally, non-partisan) political 

assessment based on analytic foundations. A high-level group with a mandate to 

produce an authoritative report mapping out a pragmatic way forward for the EU 

budget is, therefore, advocated. 
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Although it has been a successful means of defusing and forestalling disputes 

about the budget, the multi-annual financial framework has proved to be too 

inflexible and is ripe for reform. There have been two main effects over the years. 

First, precisely because the core of the septennial budget agreements has been an 

allocation of money to broad headings of expenditure, there has been little 

opportunity for adjusting the amounts subsequently without risking a further 

descent into acrimonious disputes. Second, the timetable for these settlements 

largely inhibits discussion of European political priorities and, as a corollary, 

nourishes the juste retour dimension of budgetary politics. Accordingly, a switch 

to a quinquennial cycle aligned with the European Parliament electoral cycle and 

the Commission mandate is advocated. Starting with a timetable that is mid-

point to mid-point of the European parliamentary term would, probably, be 

easier politically, although the fact that 2014 would be the date for the election of 

a parliament might argue for coincident cycles starting then. Either way, there 

should be institutionalisation of a mid-term review with a fairly wide-ranging 

opportunity for revision of the MFF. 

 

The size of the budget is prone to be the starting-point for negotiations, rather 

than their culmination, yet the own-resources ceiling has, in practice, 

consistently been under-shot in recent years. Although setting a limit may well 

have a salutary effect in curbing the Leviathan tendencies of politicians, it also 

closes discussion of alternatives in a way that is unhelpful. The solution is to 

consider the abolition of the own-resources ceiling in favour of a negotiated figure 

that allows scope for assignment of new tasks to the EU level. 

 

If the constitutional treaty had been adopted, one change would have been the 

abolition of the arcane distinction between compulsory and non-compulsory 

expenditure, the effect of which would have been to give the European 

Parliament a stronger say in some elements of EU spending. This should happen 

regardless. 
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Turning to policy priorities, the over-arching change should be to devote a 

significantly higher share of EU expenditure to genuine EU-level public goods. 

This will entail establishing more soundly based principles for assessing EU 

added value. At the same time, it should make it easier to justify policies geared 

towards growth and employment (Lisbon aims). In this regard, it is important to 

avoid confusion in the aims of policy. Cohesion policies can have results 

consistent with the Lisbon strategy, but they also have to continue to support 

real convergence by promoting the economic development of weaker regions. 

 

How budgetary resources are allocated is a topic that will always invite 

controversy. The aim should nevertheless be to move away from a narrow juste 
retour conception to one that takes more account of the indirect effects. This will 

never be easy to achieve because decision-makers will always be held accountable 

for immediate cash flow, whereas less tangible rewards such as market 

opportunities or collective benefits from EU-funded policies will be harder to sell 

to taxpayers. Arithmetically, though, the latter are likely to be more significant 

than the comparatively paltry sums that even the largest net contributors pay to 

the EU. This was a proposition well understood by the Germans in earlier 

decades when their net contributions to the EU budget could be seen as part of a 

grand bargain, which saw them gain enhanced access to partner-country 

markets. 

 

To adopt the expression used by le Cacheux18, the issue of juste retour has a 

‘poisonous’ effect on EU budget debates. Its impact is made worse by the 

unanimity rule in European Council budget decisions and, arguably, the fact that 

intergovernmental transfers (the VAT and GNI resources) are the principal 

sources of revenue. As with CAP reform, the solutions are easy to identify, but 

finding a politically credible path that takes us from A to B is far from easy.  

 

                                            
18  J. le Cacheux, ‘Le budget européen: le poison du juste retour’ Etudes et Recherches No. 41, Notre Europe, 
Paris, 2005. 

 31



An obvious element in a major reform of the budget would be to have an explicit 

EU tax or taxes, even though the temptation is always to place this in the ‘too 

difficult for now’ box. As noted in the second section of this paper, finding a 

suitable tax is not, in itself, an unduly demanding challenge, provided, first, that 

it is borne in mind that no single tax will fulfil all conceivable criteria and, 

second, that its introduction does not raise the overall tax burden. The EU should 

set itself a goal of moving to the funding of the EU budget by explicit taxes, with 

a precise target date for achieving this transformation. In doing so, a wide debate 

should be encouraged on which tax base to choose, on the design of the tax and on 

the rate at which it is levied, and the temptation to avoid the option of new taxes 

for fear of upsetting the electorate should be rejected. Certain principles should 

nevertheless be highlighted, such as favouring taxes where there is arbitrariness 

in assigning the tax proceeds to a single member state (thereby justifying 

collection at the EU level), connection with EU policies, and sufficient regard to 

equity, efficiency and other standard tax principles. 

 

The stabilisation function of a central budget 
There is also an issue to be raised about whether a centralised budget would be a 

possible response to the governance challenges confronting the euro area. The 

fact that there is no direct fiscal counterpart to the European Central Bank with 

responsibility for the overall fiscal stance of the euro area, is regarded by many 

commentators as an anomaly that complicates stabilisation policy. Yet, if such a 

body were to exist and were granted some discretionary fiscal capacity, it would 

imply a dual structure for the EU budget comprising both euro-area and EU-

25(27) components. Differentiated integration has taken place in a number of 

policy areas, including the euro itself, but any attempt to establish separate (or 

dual) budgets would undoubtedly be contentious. Even so, it is an issue that 

should at least be confronted in the budget review. 
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7. Concluding comments 
 

There have been plenty of debates, scenarios for the future of the budget have 

been developed19, and endless intergovernmental debates about the budget. Yet, 

despite the many presentational changes and modifications of existing spending 

programmes and funding arrangements, it is difficult to argue that the budget 

today differs very much from the one established nearly 20 years ago: it remains 

roughly the same proportion of GDP; despite significant reforms of the policies in 

question, its two biggest spending programmes are still the CAP and cohesion; 

the debate on how to fund the budget has scarcely moved on; and much the same 

arguments about rebates continue to occur. When the EU budget was last 

subjected to major reform in 1988, EMU looked unlikely, the Union had just 12, 

relatively homogeneous members, and only academics had much to say about the 

prospect of a common foreign and security policy or other aspects of the EU’s role 

in the world that preoccupy today’s decision-makers. By 2009, the euro will have 

reached its tenth birthday and negotiations will be in progress to extend the 

membership to 30 or more. A Martian starting with a blank sheet of paper would 

be unlikely to write down CAP and cohesion as the most vital components of an 

EU budget for the 2010s. 

 

Although there is an inevitable risk that a review of an agreement as hotly 

contested as the EU budget will be little more than a cosmetic exercise, Europe’s 

leaders will forgo a golden opportunity to deal with one of the least satisfactory 

aspects of EU governance if they do not take the 2008/9 review seriously. ‘What 

we have we keep’ is undeniably a potent political slogan and persuading the 

interests that currently benefit most from the EU budget to change tack will not 

be easy. That is why the key message of this paper is that the most important 

service that the review can provide would be to engineer an irrevocable change in 

the terms of the debate about the budget. The contentious issues are well known 

and the arguments surrounding them have been made repeatedly. The problem, 
                                            
19  M. Lefebvre, ed., What Kind of European Budget for 2013? Means and Policies of an Enlarged Union, IFRI, 
Paris, 2003. 
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though, is that it has always been easier to sweep them under the carpet than to 

settle them. Let the dust be exposed. 
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