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Abstract 
 

In advance of the review of the EU budget foreseen for 2008/2009, the idea of a shift of the EU 
financing system from national contributions to an EU tax has been repeatedly voiced. This 
paper is at first dedicated to an extensive overview of the arguments in favour of and against 
such a step. Then, a positive analysis is conducted which examines using a static approach 
whether an EU tax might create a distribution pattern which can be accepted by the national 
governments represented in the EU Council. Our results indicate that, in addition to the major 
drawbacks of an EU tax derived from the normative analysis, no tax exists which might create 
a distribution pattern of the EU contributions which is at least roughly similar to the existing 
one. Therefore, given the veto power of the national representatives in the Council, the intro-
duction of an EU tax is only realistic if it was accompanied by a reinforced correction mecha-
nism. Hence, an EU tax would not solve the shortcomings of the current fiscal constitution.       
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1 Introduction 

Not only since the exhausting negotiations on the financial framework for the 
years 2007-2013 it is a widely accepted fact that the status quo of the EU system of 
own resources suffers from several shortcomings. In the new framework, the exist-
ing virtually contribution-based system with the predominant role of the GNI-
proportional “fourth” resource, supplemented by the “traditional own resources” 
comprising excise and agricultural duties and the VAT resource, has been main-
tained (see European Council, 2005). Moreover, in addition to the UK rebate which 
exists since the Fontainebleau agreement in 1985, additional abatements3 were in-
troduced for 4 countries, namely the Netherlands, Sweden, Germany and Austria. 
Since the heads of states and governments themselves had to acknowledge the lim-
its of the budgetary settlement, they agreed on “a comprehensive reassessment of 
the financial framework, covering both revenue and expenditure” which is set to 
take place in the years 2008/09. This review will offer the opportunity for funda-
mental reflections on reform options without the urgent pressure to arrive at a final 
decision immediately. In this sense the review can be seen as a chance to develop 
options that will then be available at the next settlement which is due by the end of 
the current financial framework. 

The main shortcoming which is usually associated with the current own re-
sources system is the “missing link to the citizens”: The system has become in-
creasingly complex in the course of time, so that the citizens are by no means able 
to understand it anymore and do not get an impression of the true costs of European 
integration (and hence overestimate them in the eyes of the supporters of European 
integration). Moreover, the system is characterised by an inflation of rebates and 
special provisions, with the UK rebate as the most famous example. These abate-
ments however damage the EU’s credibility, undermining the perceived fairness 
and acceptance of the system. Further, the “juste retour” thinking of national gov-
ernments is often the focus of the criticism of the current system. The use of na-
tional contribution payments leads to a fixation on the national budgetary net posi-
tions, and thus to a neglect of genuine European politics and leads to political 
conflicts.         

While the need for a reform of the system is thus widely undisputed, the direc-
tion of a reform is up for discussion. One reform option which would imply far-
reaching changes compared to the status quo would consist of the introduction of a 
tax directly payable to the EU which would constitute a “genuine” own resource. 
                                                           
3 These abatements comprise reduced rates of call of the VAT resource for all 4 countries, 

as well as lump-sum reductions for Sweden and the Netherlands. 
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But this proposal also provokes the most controversial discussions among academ-
ics as well as politicians and the broad public. Supporters of this “EU tax” expect 
from such a reform a solution for several deficiencies of the status quo, opponents 
fear and criticise, among others, the increasing fiscal burden for the citizens which 
would result.  

In the existing literature, the evaluation of the suitability of the introduction of an 
EU tax usually entails an unambiguous position regarding its advantageousness. 
Examples for this are Le Cacheux (2007), who puts forward strong arguments in 
favour of an EU tax, or Caesar (2001), who argues rigorously against it. Although it 
will become clear that we tend to see an EU tax in a negative light, in the positive 
part of this paper the theoretical arguments of both groups will be confronted. After 
a short overview of the general design of an EU tax and frequent suggestions in 
section 2, these well-known arguments will be systematised in the following sec-
tions and enriched by some rather unknown arguments (section 3). Section 5 is de-
voted to the normative analysis, which is usually neglected in the discussion on the 
EU tax. Its question is not “Should there be an EU tax?”, but “Will there be an EU 
tax?” For this purpose, it will be examined if the different proposals in the discus-
sion are enforceable, especially in the light of the required approval by all national 
governments represented in the European Council.       

2 Overview on frequent EU-tax proposals 

The introduction of a tax-based EU own resource makes two choices necessary, 
which, however, are mutually interdependent, (1) the design of the tax system and 
(2) the choice of a tax base. Regarding the first choice, Raddatz and Schick (2003) 
present three different concepts of how a tax-based system of own resources might 
be designed. These designs mainly differ in the degree of harmonisation of the tax 
systems, which is necessary.  

The highest degree of harmonisation is needed in a linked system in which the 
EU receives a share from the revenues of a certain tax levied in all member coun-
tries in a uniform way. Such a system requires both the tax bases and the tax rates 
to be identical in order to guarantee horizontal equity between the citizens of the 
different member states. The second alternative, the surcharge system, requires less 
harmonisation. For this option only the harmonisation of the tax base is required; 
the EU would have the autonomy to levy a uniform EU-wide rate in addition to the 
national rates which might differ. These two designs are relevant for taxes whose 
revenues exceed the amount attributed to the EU. In a separation system, the third 
concept, the EU would have the full and exclusive autonomy to tax a specific base. 
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This design would be highly relevant in case of an introduction of a new EU tax 
which does not exist in the member states yet.  

Regarding the choice of the tax base, several authors come to quite different con-
clusions about their preferable tax. However, all supporters have one feature in 
common: Nobody argues that their preferable alternative is the “perfect” solution 
for an EU tax as every alternative has its problems in certain points, even if it is 
considered as the most useful alternative by its proponent. 

In the most prominent proposal, the European Commission (2004) suggests the 
introduction of a tax-based own resource by 2014 and offers three “main candi-
dates”: energy consumption, a modulated value added tax (VAT) and a corporate 
income tax. Recent comments by tax Commissioner Kovács suggest that the Com-
mission favours the idea of a modulated VAT at the moment (Kovács, 2006). An 
expert advisory board set up by the former president of the European Commission, 
Romano Prodi, and led by the former French minister of finance, Dominique 
Strauss-Kahn, regarded company taxation as the “’natural’ candidate” (Strauss-
Kahn, 2004, p.94). Another influential report of the Commission, the Sapir Report 
(2003), mainly demands the allocation of sources with a clear EU dimension and 
argues that ECB seigniorage, capital income taxes and stock exchange taxes fulfil 
this criterion. A recent analysis by the Austrian research institute WIFO supports 
the idea of a tax on financial transactions and a kerosene tax (Schratzenstaller and 
Berghuber, 2006). The former Austrian Chancellor Wolfgang Schüssel proposed 
exactly these two alternatives in his role as Head of Presidency of the European 
Council (Schüssel, 2006). A detailed proposal from politics comes from three Ger-
man Members of Parliament of the Green Party, who propose to finance the budget 
for the medium-term with harmonised gasoline taxes and in the long-term with 
revenues from emission trading or corporate taxes (Lührmann et al., 2006). In aca-
demics, it is not uncommon to find an explicit consideration based on scores re-
flecting the advantages and disadvantages of certain alternatives. By applying this, 
Begg and Grimwade (1998) propose the introduction of a modulated VAT own re-
source complemented with communication taxes. Gros and Micossi (2005) also ar-
gue in favour of VAT but propose the perpetuation of GNI resources as means to 
absorb shocks. El-Agraa (1990) presents a model for the design of an EU personal 
income tax. Moreover, some academics explicitly demand the introduction of a mix 
of resources in order to offset the disadvantages created by a single resource (Gou-
lard and Nava, 2002). Cattoir (2004) and the European Commission (1998) list the 
most proposed candidates for an EU tax. They include direct taxes, namely (1) cor-
porate income tax and (2) personal income tax, as well as indirect taxes, such as (3) 
VAT, (4) excise duties (on tobacco or alcohol), (5) energy taxation (on kerosene, 
motor fuel or CO2 emissions), (6) taxes on financial transactions and (7) communi-
cation taxes (on telephone lines or air and road transport). Other influential analy-
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ses, such as the Lamassoure report of the EU Parliament (Lamassoure, 2007), re-
main vague with regard to their preferred tax. 

In the following, the discussion will concentrate on the general suitability of tax-
based own resources. A detailed presentation of these proposed alternatives as an 
EU tax is dispensable since extensive evaluations of single taxes can be found for 
instance in Cattoir (2004) or Le Cacheux (2007). The distributive consequences of 
these different types of EU taxes are simulated in section 5 in detail as it may be as-
sumed that they are crucial from the perspective of national governments for the 
evaluation of the suitability of a tax-based system of own resources.      

3 The pros 

In the following section, several arguments which are usually put forward in fa-
vour to support the introduction of an EU tax are presented. Moreover, they are 
critically discussed, since it is often neglected by the supporters of an EU tax that 
several arguments in favour of a tax-based own resources are only valid for a re-
stricted number of proposed taxes and that several features of tax-based own re-
sources – which are regarded as “improvements” compared to the status quo – are 
not as undisputed as they are described by their supporters. 

 
Visibility: One of the most popular arguments put forward by advocates of an 

EU tax is the increase of transparency of the budget which would occur by intro-
ducing an EU tax. Indeed, it is generally acknowledged that the current system of 
own resources with its multitude of revenue sources and abatements performs 
poorly regarding transparency and is, therefore, not visible to the citizens. Thus, the 
EU citizens are not able to assess their contribution to the EU and the added value 
of EU politics. It is claimed that this deficiency contributes to the democratic deficit 
of the EU. The weak role of the European Parliament enforces this deficit. Goulard 
and Nava (2002, p.10) state that the European Parliament “is the only parliament in 
the world that debates expenditure but has no competence to determine the revenue 
that must be collected in order to finance that expenditure”. This view claims that if 
the Parliament was not only responsible for the expenditures but also for the reve-
nues towards the citizens, the involvement of the voters in European policies would 
be strengthened.  

At least two qualifications are important with regard to that argument. First, 
transparency may be a necessary but by no way sufficient condition for budgetary 
discipline. Another important factor may be the existence of good institutions, 
which set balanced incentives to important decision makers with regards to both the 
benefits and the costs of spending (see e.g. von Hagen, 2002). Secondly, it has to be 
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asked which taxes are in fact visible to the citizens as obviously only these can have 
the positive effects discussed above. In this respect, it is often neglected by sup-
porters of an EU tax that this criterion is by far not met by every tax which is up for 
discussion. From the tax options mentioned above, we only regard taxes which are 
tangible for the vast majority of the citizens appropriate to increase visibility, but 
not those taxes which only affect a small portion of the tax payers. Thus, the choice 
would be reduced to the following taxes: VAT, personal income taxes and, with 
limitations, excise taxes on gasoline. Huber (2001) goes even further and argues 
that only a direct tax like a personal income tax would be tangible for the citizens 
while indirect taxes would only have an impact through higher consumer prices 
and, thus, would not be tangible.  

Other taxes that are exclusively imposed on companies or small groups of peo-
ple, such as smokers or consumers of alcohol, can obviously not fulfil the criterion 
of tangibility so that they are not visible to all citizens. They would not be “recog-
nisable and identifiable as such by the public”, as one of the supporters of an EU 
tax, former EU Budget Commissioner Michaela Schreyer (2001, p.225) demands it 
from an EU tax. Moreover, the postulate of horizontal and vertical equity would be 
violated by the introduction of taxes that are imposed on a small part of the EU 
population. First, especially excise taxes on alcohol and tobacco mainly hit poorer 
citizens who consume relatively more of these goods leading to a regressive effect.4 
Furthermore, the principle of horizontal equity is hurt as the financing is only borne 
by a small part of the society, for example, smokers. Both would have a negative 
effect on the citizens’ attitude towards the European integration since this would 
lead to the feeling that only a small, not prosperous group of the society is respon-
sible for the financing of the EU.  

Nevertheless, we agree on the fact that an advantage would be created if the citi-
zens were able to assess the costs connected with the membership of the EU. How-
ever, it could be seen as doubtful whether the visibility of the costs of the EU do 
indeed increase the popularity of the EU institutions as claimed by many propo-
nents of an EU tax. As a recent poll by Eurobarometer (2006) shows, only 11% of 
the respondents stated that the replacement of the national income tax by a Euro-
pean income tax would strengthen their feeling about being a European citizen.  

A key assumption of many proponents of an EU tax is that people overestimate 
the burden nowadays because they are not able to quantify the costs of the EU 
(Goulard and Nava, 2002). However, this view is problematic because if more visi-
bility leads indeed to a better assessment of the costs of the EU, it can be imagined 
that, once confronted with a sudden perception of the individual burden from EU 

                                                           
4 However, a regressive tax within a national tax system is not problematic per se and even 

desirable when it fulfils an incentive function. 
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spending, the public support of the EU by its citizens may even decline. This view 
seems to be also shared by the Commissioner László Kovács who promoted the use 
of VAT as an EU tax in a newspaper interview and stated that direct taxes had a di-
rect effect on citizens and companies and therefore caused an anti-EU sentiment 
(Kovács, 2006). Consequently, it is important to keep in mind that especially a 
highly tangible tax, while increasing transparency, would possibly also have a 
negative impact on the citizens’ attitudes towards integration. As Goulard and Nava 
(2002, p.18) point out, this would mainly affect newly introduced taxes as “any 
new tax would be unpopular”, which makes them unsuitable for integration enhanc-
ing goals.    

 
Autonomy: An increase in autonomy is one of the main arguments for the intro-

duction of an EU tax (for instance, European Commission, 2004, p.11). However, 
even official statements of supporters of an EU tax do not indicate how far this 
autonomy should go and whether in their view it would be identical to fiscal 
sovereignty in the sense that EU institutions are allowed to increase the rate of a tax 
once it is assigned to the EU. Although it is often said that autonomy would imply 
the autonomy over the revenues of a certain resource, many politicians beyond 
Brussels still oppose even such an increase in autonomy of the EU institutions.  

We hold the view that autonomy is not an end in itself as this claim could simply 
reflect the ambition of European institutions to increase their influence. Neverthe-
less, one general advantage is often granted to transferring the revenue autonomy 
over a certain tax to the EU: The reliability of EU revenues could be secured if the 
Union was no longer dependent on national contributions. Although this problem 
has not yet appeared in the case of the EU, financing systems based on national 
contributions always implies a certain potential for blackmailing the EU by their 
member states by holding back their contribution payments (Begg, 2004). This 
problem is highly virulent in international organisations, such as the UN, on which 
the member states put pressure by withholding their contributions in order to 
achieve certain political goals.  

However, it is doubtful whether this argument is valid to give support for an EU 
tax. First, it has to be emphasised that a withholding of EU payments is still a viola-
tion of binding international contracts today; therefore, due to its legal deterrence, 
the danger of holding back revenues is low compared to international organisations. 
Moreover, even if the possibility of a holding back was assumed theoretically, an 
EU tax would not reduce the danger. For none of the taxes discussed above would 
the EU be able to adopt the administration of the tax by itself. The Union would 
still depend on the work of the national tax administration and, in this case, the pos-
sibility to withhold payments would be as high as in the case of national grants. 
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Therefore, an EU tax would hardly make a difference compared to the status quo in 
this regard.      

 
Public Choice aspects: Several authors argue that the pressure on budgetary ex-

pansion caused by factors which are well-known from the public choice literature, 
such as the common pool problem and bureaucratic self-interest, may be best met 
by increasing the Parliament’s autonomy through the introduction of an EU tax. In 
formal terms, Biehl (1996) derives the “correspondence principle” from the theory 
of fiscal federalism in order to achieve a more efficient EU budget. This principle 
claims “fiscal equivalence”, i.e. the identity of a “match between those who receive 
the benefits of a collective good and those who pay for it” as it was already intro-
duced in the seminal literature on fiscal federalism by Olson (1969, p.483). Follow-
ing this view, the European Parliament as the authority responsible for expenditures 
should also be responsible for the decision-making on how to finance the EU 
budget. As this would increase their accountability to their voters, it would put 
pressure on a more efficient budget.  

But this optimistic view towards an increase in budgetary discipline through an 
EU tax is too simplistic. It is problematic to assume that only the assignment of tax 
power to the European institutions would automatically lead to a more efficient 
budget. Representatives in the European Parliament would retain the incentive to 
fight for pork barrels for their countries or regions because they do not internalise 
the full costs which have to be borne by the common pool consisting of the overall 
resources generated by all EU citizens through the payment of the EU tax. 

In addition, inefficient budgetary outcomes could also result from a reduced tax 
competition. Following the view of Brennan and Buchanan (1980), tax competition 
serves as a constraint to the tendency of public institutions to maximise the budget. 
The assignment of an EU tax to the EU as the highest tier of government would 
imply a complete harmonisation of it and hence, disable, competition regarding this 
tax. The tax revenue could then be increased by the European politicians without 
having to fear negative effects due to evasion within the EU.      

Moreover, it can be doubted whether the control of the European institutions by 
the people, i.e. checks and balances, is sufficient, as “European voters have practi-
cally no means of sanctioning EU policy makers for “bad” budget decisions” (Cae-
sar, 2001, p.232). As it has often been stated, the interest of the citizens in EU af-
fairs is by far not as pronounced as on the national level as, for example, reflected 
by the voter participation rates of the elections to the European Parliament. This 
may limit the effective control of EU politicians. As a consequence, there is a real 
danger that giving more revenue autonomy to the European Parliament would lead 
to an inefficient increase of spending.  
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Finally, the substitution of national contributions would lower national govern-
ments’ incentives in constraining the EU budget. This is one positive feature of the 
current system, as the member states of the European Council (especially the net 
payers) have a strong interest in capping the European budget because the EU 
budget and the national budget are directly linked. If the EU budget is reduced, the 
national budget is increased by the national share of the reduction. Introducing a 
European tax would destroy this link and increase the danger of overspending. 

 
Political struggles: Among others, the European Commission (2004, p.11) ar-

gues that the “juste retour” thinking can be overcome by the introduction of an EU 
tax which would create “a sufficient degree of autonomy from national treasuries to 
reduce the tendency towards a narrow focus on national interest”.  

However, it is questionable whether the assignment of a revenue source to the 
EU would automatically end the “juste retour” discussion. Although the national 
payments would no longer be directly displayed, it would be an easy task to calcu-
late the national shares from their tax payments to the EU. As no tax option allows 
for a tax collection by a common European tax authority since this would be too 
costly, an EU tax would still be collected by national authorities, thus, enabling the 
calculation of national contributions (Mutén, 2001).      

Another aspect is that it is also imaginable that the taxation by EU authorities 
may serve as a scapegoat for national politicians. They might blame the EU for the 
fiscal burden of their citizens, which would even increase the conflict potential be-
tween member states and European authorities.     

Moreover, the major redistributing effects from the budget do not arise from the 
revenue but mainly from the expenditure side, with its focus on redistributive pay-
ments for the common agriculture policy and structural policy. It should be stressed 
that most struggles regarding the revenue side, for instance, in the discussion on the 
new Financial Framework, did not arise because the four own resources were not 
regarded as fair but because the revenue side served as a counterpart to the expendi-
ture side with its partly unsystematic redistributive effects, which consequently led 
to several abatements for countries which are discriminated on the expenditure side. 
Thus, the most efficient reform to avoid further struggles should take place on the 
expenditure side (Caesar, 2001).    

 
Regional arbitrariness: In the case of regional arbitrariness there is no close 

connection between the regional revenue of a fiscal source and the true economic 
regional distribution of its burden. If a revenue source is characterised by regional 
arbitrariness, this will give strong support to its assignment to the EU. This argu-
ment is also sometimes given to justify the assignment of taxes to the EU. How-
ever, this problem obviously only affects very few taxes where it is not possible to 
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assign the revenues at least roughly to the countries. Corporate and capital transac-
tion taxes are taxes where regional arbitrariness is sometimes put forward as an ar-
gument for the use as an EU tax (Schratzenstaller and Berghuber, 2006). The intui-
tion behind this is that gains of multi-national companies are often not taxed in the 
country of their creation. However, the argument is not as convincing as in the case 
of traditional own resources, where revenues directly result from European policies 
and where the national revenue is a very poor indicator for a country’s true eco-
nomic burden. As a consequence, we think that this is not a sufficient reason for the 
assignment to the EU.    

 
Fiscal Externalities: Another argument often put forward in favour of assigning 

a certain tax to the level of the EU stems from the existence of fiscal externalities. 
This mainly affects taxes with a very mobile tax base, namely the taxation of inter-
est or corporate income.  

But it is controversial whether competition for mobile tax bases or its elimination 
– which would be the consequence of the introduction of an EU tax – is desirable. 
While its opponents warn against too much pressure on national budgets if the 
countries’ tax systems compete for mobile factors, the proponents of more decen-
tralised taxation stress the positive effect of competition as a constraint of the poli-
ticians’ and bureaucrats’ tendency to over-taxation (see e.g. Edwards and Keen, 
1996).  

Even if there was a consensus in the EU that competition for certain taxes is not 
desired, it would not necessarily mean that the centralisation of the tax should be 
strived for. Instead, the member countries may agree on certain minimum tax rates, 
thus, reducing the degree of unwanted tax competition while still granting them a 
certain degree of autonomy to allow for diverging national preferences. Apart from 
that, it should not be neglected that the EU member states do not only compete with 
other EU members for mobile tax bases but also with non-EU countries. Therefore, 
potentially harmful competition would not be completely eliminated but be reduced 
at best.  

As differences regarding taxation between member states lead to cross-border 
shopping, fiscal externalities are also often assumed in the case of VAT, excise du-
ties or petrol taxes. This is also seen critical due to its negative effect on the envi-
ronment because of additional traffic. But as analogical evidence shows (Cnossen, 
2001), this only happens in regions close to national borders and only generates 
comparatively low fiscal externalities, thus, not justifying the complete harmonisa-
tion through the assignment of these taxes to the EU level.  
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4 The cons 

The proposal of the introduction of an EU tax has often been criticised both in 
the academic and in the political debate. In the following, several often-cited defi-
ciencies of an EU tax as well as some rather new arguments against it are dis-
cussed. 

 
Increasing financial burden: Supporters of an EU tax claim that any reform of 

the system of own resources should not be accompanied by an increase in the fi-
nancial burden of the citizens (Schreyer, 2001) or ensure “cost neutrality” (Haug, 
2001, p.227). The Lamassoure report of the European Parliament (Lamassoure, 
2007) even demands that this should be ensured by the supervision of the national 
and European Courts of Audit. However, there are at least two arguments which 
cast the claim of cost neutrality into doubt. First, as shown above, it is ambiguous 
whether the increase in financial autonomy of the EU authorities would have a 
positive or a negative effect on the budgetary discipline. Secondly, an EU tax nec-
essarily limits tax competition for the involved type of tax. Advocates of tax com-
petition argue that any such step would simplify the financing of budgetary expan-
sion. 

The reduction of tax competition would depend on the quality of harmonisation 
steps involved. The harmonisation of a certain tax base for the purpose of establish-
ing a common EU tax would reduce the tax competition between the member states 
in this area or even eliminate it completely in the case of a linked system, which 
would even mean the alignment of tax rates in such sensitive areas such as corpo-
rate taxation. A problem may emerge from the introduction of a surcharge system 
which may give rise to harmful vertical tax competition. Vertical tax competition 
exists if two or more tiers have unrestricted access to a common tax base through 
their autonomy to choose the tax rate. Wigger and Wartha (2003) analyse this ar-
gument analytically. If no coordination between the different tiers of a federation 
exists, policy makers with a certain degree of self-serving behaviour do not incor-
porate the negative externalities of their choice of tax rate on the common tax base 
and, therefore, on the tax revenue of the other tier which has the right to tax the 
same base. This might lead to a reciprocal increase of the rates and, consequently, 
to an excessive taxation which violates both the citizens’ preferences as well as the 
claim for efficiency.  

Moreover, any of the models of the introduction of an EU tax which were pre-
sented above assumes that the abolition of national contributions would be com-
pletely passed to the citizens through a reduction of national taxes, thus, to maintain 
the level of their overall fiscal burden. But under the assumptions of public choice 
theory, self-interested politicians might use this occasion to raise their revenues by 
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not passing all of their saved contributions. This may allow them to increase their 
tax revenues and blame the EU for the tax increases; as Caesar (2001, p.233) holds 
it, this would be “a very comfortable excuse”. It is important to highlight that this 
danger is most marked in the case of the introduction of a new tax which is fully as-
signed to the EU. If an existing tax (or parts of it) was assigned to the EU, this 
would automatically reduce the national tax revenues by the same amount. In the 
case of a new tax, however, the money saved by the national governments would 
call for the cut of other taxes, which might be resisted by the politicians as the tax 
increase on the national level would not be visible to the citizens.  

 
Preferences: Any option of a tax-based own resource demands a certain degree 

of harmonisation. This might only affect the tax base (surcharge system) or both tax 
base and rate (linked and separation system). In any case, this will lead to ineffi-
ciencies if the preferences for taxation differ between the member states. As it is 
shown in Heinemann et al. (2008), it can be seen from direct measurements of 
value judgements, such as done in the World Value Survey, as well as from the still 
existing divergence of national tax systems in spite of common harmonization ap-
proaches by the EU or the pressure from tax competition, tax preferences indeed 
appear to be substantially heterogeneous in Europe so that this argument is empiri-
cally valid. This problem is especially severe within a linked system as it demands 
the harmonisation of both the tax base and the tax rate.  

 
Interference with national federal structures: In several countries of the EU, 

federal structures exist giving lower tier governments the right to levy certain taxes. 
These domestic relationships would be disturbed by the introduction of certain EU 
taxes. For example, Germany would be affected insofar as the revenues of some 
taxes proposed to be assigned to the EU do not accrue to the federal government 
but to the Laender or are shared among both. This mainly affects the VAT, the per-
sonal and the corporate income tax, which are shared among both levels.  

The assignment of one of these taxes to the EU would, thus, reduce the tax reve-
nues of the lower tiers in the respective federal state and limit its autonomy in cases 
where the lower tier today has the autonomy to set the tax rate. Then, a rearrange-
ment of the responsibilities between the different tiers of the federal state would be 
unavoidable, which would meet with the strong disapproval by lower tier politi-
cians and would, moreover, cause further adjustment costs in the affected countries. 

 
Compliance Costs: Any introduction of a new tax to finance the EU would 

automatically be connected with increasing administration costs. But the assign-
ment of an existing national tax to the EU would entail additional costs as well. 
These would be caused by increasing administration costs due to the monitoring by 
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the EU which would be necessary to prevent fraud. The EU would have a vital in-
terest in imposing very strict controls of the national tax administrations because it 
could not accept national differences in collection efficiency. These may be caused 
by existing differences in fraud or by principle-agents problems as the national in-
stitutions would not participate at all (or at least to a lower extent than today) in the 
levied revenues and, therefore, would not have a strong interest in strict controls 
anymore. Any difference in collection efficiency would cause unequal national con-
tributions and could lead to struggles between the member states about an unfair 
sharing of the financial burden. These controls would cause very high costs in rela-
tion to the additional benefits which would arise from the monitoring as it may be 
assumed to be the case of today’s levy of Traditional Own Resources.    

Apart from that, additional costs would also arise before the introduction of an 
EU tax largely due to the indispensable full harmonisation of existing tax bases. As 
it is discussed in the literature (for instance, Cattoir, 2004), there are major differ-
ences regarding the current degree of harmonisation of the candidates for an EU 
tax. There are only few tax options which have already highly standardised tax 
bases, e.g., excise duties on alcohol, tobacco or petrol.  

  
Sufficiency: From the group of taxes proposed as EU taxes, there are only very 

few that fulfil the criterion of sufficiency. However, this criterion must be cau-
tiously applied since scarcity of revenues has the advantage of constituting a hard 
and disciplining budget constraint. Nevertheless, taxes whose revenue would by far 
not cover the budgetary needs have the obvious disadvantage that numerous differ-
ent sources would have to be combined. This would not serve the claim of visibility 
as an increasing number of resources automatically increase the complexity of the 
system, thus, reducing its transparency. 

Cattoir (2004) estimates the maximal shares of GNI that different resources can 
supply to: tobacco 0.7%, alcohol 0.3%, airport tax 0.1%, telephone lines 0.1%, 
aviation charge 0.1%. Hence, the consideration of one of these taxes necessitates 
the use of further revenue sources and would, thus, be confronted with the need to 
establish a system based on a multitude of revenue sources. 

In addition, several tax proposals would not guarantee sufficient resources in the 
long-run even if the share of the EU expenditure in GNI would remain stable over 
time. As VAT revenues grow slower than GNI, the use of this tax as own resource 
would require frequent adjustments of the call rate to ensure the endowment with 
sufficient resources (Begg and Grimwade, 1999).      

 
Flexibility: One problem of all proposed tax options compared to a system based 

on national contributions is that they are fixed regarding the degree of progressive-
ness. Once introduced, the degree of redistribution is determined according to the 
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national shares in the agreed tax base; future changes would result from changing 
national shares in the tax bases but can not be influenced by changing the EU-wide 
identical tax rate. However, an adjustment of the progressiveness on the revenue 
side might become desirable in the long-term due to changes on the expenditure 
side or changed preferences for redistribution.  

 
Stability: As a matter of fact there is no tax option which would be able to en-

sure the same degree of stability of revenues for the EU budget as the GNI resource 
does today. Any tax is, to a certain extent, unpredictable in terms of its revenues, 
thus, showing higher volatility and resulting in either too low or too high revenues. 
Both the business cycle as well as structural changes in the economy have an im-
pact on tax revenues. Business cycle effects are strongest for corporate income 
taxes while VAT or excise duties show the highest stability over the business cycle 
– but may be affected by other trends like world trade growth or changes in con-
sumption.  

 
How to balance the EU-budget in case of the introduction of an EU-tax? 

Apart from the controversial question whether the advantages of an EU tax 
would outweigh the disadvantages, the introduction of a purely tax-based system of 
own resources (plus the TOR) would technically not be feasible within the existing 
framework of the budget which prescribes a balanced budget for every year. The 
reason for this is that there is no tax imaginable whose revenues are flexible enough 
to exactly match the amount of money which is fixed by the Financial Framework. 
In the following, some options discussed in the literature to solve this dilemma are 
presented, which are all connected with further problems.  

     
GNI as residual: The option that is implicitly or explicitly included in most pro-

posals for a tax-based system of EU own resources is the perpetuation of the GNI 
resource as residual. This means that the GNI resource would keep the same role as 
it has in the status quo where it is intended to balance the difference between a cy-
clical resource (today: VAT resource) and the amount of spending fixed by the Fi-
nancial Perspective. Although the maintenance of the GNI resource as residual 
seems to be the most adequate way to establish a tax based system of own re-
sources, several disadvantages arise.  

One main disadvantage would be the major reduction of visibility. The number 
of resources would stay the same as in the status quo (while the EU tax replacing 
the VAT resource), which would not contribute to an increase in simplicity (Fehr, 
2001). Moreover, the GNI resource would necessarily continue to be of major im-
portance in order to create a buffer large enough to cope with the volatility of the 



  
 

 

14

EU tax. Obviously, only a part of the revenue would be visible to the citizens 
through their tax payments giving them a wrong impression of the true costs of the 
Union. Consequently, the additional gain of the EU tax concerning the visibility 
compared to the status quo would be limited.      

 
Right to borrow: Another option often put forward to solve the problem of un-

stable revenues is to grant the EU the right to borrow if the revenues are lower than 
the expenditure due to cyclical effects. This would enable the EU to choose a tax 
which balances the budget in an average year, thus, avoiding the use of a further re-
sidual resource. In addition to that, economists may justify the right to borrow with 
several other features (for an overview, see Caesar, 1996). In that respect, mainly 
the Keynesian view of a stabilisation function in order to smooth the business cycle 
is mentioned. However, this view is highly controversial as it is undisputable that 
the current amount of the budget is far too low to have a stabilising impact.    

Assuming self-interested public agents as done in the public choice literature, 
granting the EU the right to borrow needs to be critically assessed. This would 
automatically lead to a relaxation of the budget constraints and raises the pressure 
towards an increase of the budget. As Caesar (1996) stresses, this problem would 
be even more severe than on the national level as on the EU level an effective 
mechanism that would impose sanctions on the parliamentarians and would coun-
teract an increase in the budget is missing. Furthermore, the EU would – at least 
initially – face even less capital market restrictions than EU member countries with 
lower ratings. Thus, it seems justified that a deficit competence is rarely mentioned 
as a reform option for the EU own resource system. 

 
Increase of flexibility on spending side: A further way to cope with the vari-

ability of the revenues of an EU tax is to make the spending side more flexible. 
This would mean the reversal of the current situation where the fixed expenditure 
side determines the amount of revenues. Instead, the collected tax revenues would 
determine the level of spending.  

Similarly to the right to borrow such a reform would have to be critically viewed 
regarding its impact on budgetary discipline. The limitation of spending as 
achieved through the Financial Framework would be abolished, therefore, the ma-
jor institutional constraint on the size of the budget would cease to exist which 
could open the floodgate for further spending expansion. In the view of the “com-
mon pool” problem, this would be the worst case scenario. There would be no con-
straints to limit the incentives of national representatives to strive for increased 
spending paid out of the common resources provided by the EU tax.  
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Practically speaking, this reform is not compatible with the current policy objec-
tives of the EU as a majority of spending is dedicated to long-ranging projects (es-
pecially in the structural funds) which demand stable expenditures.    

 
  “Rainy-day fund”: A further academic proposal is put forward by Le Cacheux 

(2007) who proposes to choose a higher tax rate than necessary to be able to bal-
ance the budget even in the case of a recession. The excessive revenue in “normal” 
and “good” years will be accumulated in a “rainy-day fund”, which would be de-
cumulated in the years when the tax revenues are insufficient to cover the expendi-
tures. 

This proposal is obviously also problematic as it leads to a softening of the 
budget constraint, due to the fact that it generates more revenues than fixed in the 
Financial Framework and, therefore, widens the scope for increasing expenditures. 
Experience with national budgetary policy has impressively demonstrated that 
budget policy has hardly ever succeeded in building up reserve funds even under 
highly favourable revenue developments. Instead, an extraordinary revenue situa-
tion regularly results in new spending. A realistic expectation is that such a strategy 
would result in an increase in EU spending and a higher burden for the citizens. 

5 Positive analysis: The distributive consequences of EU 
taxes 

For a full analysis it is also indispensable to take the interests of the players in-
volved in the budgetary process into account in order to evaluate the prospects of 
an EU tax. Public choice theory implies that an EU tax would surely find the sup-
port of the European Commission and the Parliament as both institutions would 
gain in importance and prestige (see Heinemann et al., 2008). However, the situa-
tion is more ambiguous regarding the European Council and the national parlia-
ments. For them, the distributive consequences are of importance. A problem for 
the acceptability of any reform proposal emerges if the distributive consequences 
substantially deviate from the current distribution of the contributions, which is 
roughly proportional to GNI due to the dominant role of the GNI-proportional 
fourth resource which contributed 64.7% of the budget in 2006.5 In this case, one of 
the following two consequences would arise: 

                                                           
5 The main exemptions of proportionality are due to the rebates (esp. the UK correction), 

which disburden some of the most prosperous countries and make them pay less than 
under GNI-proportionality. 
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• One or several disadvantaged countries compared to the status quo would 
use their veto in the Council to avert the introduction of the respective EU 
tax. The tax option would, therefore, be unfeasible as EU tax. 

• The Council might still agree on the introduction of the respective tax but, 
then, only after granting compensations to the negatively affected countries. 
Thus, the demand for abatements for the affected countries would be even 
higher than today. This development would risk an offset of the (possible) 
gain in transparency through an EU tax. 

In the following, the distributive consequences of several EU tax proposals are re-
vealed. Although this is a static approach which does not display any price effects 
or tax-burden shifting, it is still useful to give an impression on the quantitative ef-
fects of an EU tax. For this purpose, the distribution of the respective tax base over 
the member states is estimated and compared with a distribution according to the 
national shares in GNI.6 An additional burden (relief) resulting from a specific EU 
tax is represented by a positive (negative) value. Percentages relate to the reference 
point of GNI proportionality. A value of +X% for country Y for tax Z means that – 
compared to a GNI-proportional own resource – country Y is confronted with an 
increase of the financial burden by +X% in the case of tax Z.  

These numbers could also be interpreted in the following way: Assuming that – 
given the redistributive pattern of the expenditures side of the EU budget – GNI 
proportionality can be regarded as “fair” on the revenues side, the depicted diver-
gence indicates the degree of “unfairness”.  

5.1 Indirect taxes 

Value Added Tax 
Figure 1 shows the distributive consequences of a shift from GNI proportional 

contributions to payments of a harmonised value added tax. The distribution of the 
harmonised VAT base has been calculated according to the average national har-
monised bases from 2004 to 2006 which are calculated by the Commission for the 
purpose of the determination of the VAT resource payments (European Parliament, 
2004; 2006a; 2006b).  

As it can be seen, the introduction of an EU VAT would have major distributive 
consequences. These range from massively increasing contributions for some coun-
tries (e.g., Cyprus, which would have to pay almost 70% more than under GNI pro-
portionality) to much lower contributions for other countries (almost 20% less for 
Denmark). Two main drivers for this unequal distribution are noticeable: 

                                                           
6 For some taxes not all member states are included due to missing data. 
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• The often-mentioned regressive character of VAT which puts a relatively 
greater burden on the poorer member states of Southern and Eastern Europe 
due to a higher consumption ratio; 

• The “Marbella” effect, which mainly places a relatively heavier burden on 
the Mediterranean countries with their higher share of tourism.  

Figure 1. Distributive consequences of an EU value added tax 
 
 
 

 

 

Source: European Parliament, 2004; 2006a; 2006b; own calculations. 

These results are not surprising. They are well-known from the debates on the 
VAT resources and have caused the complications and the essential phasing out of 
VAT resources since the introduction of the GNI resource as fourth resource in 
1988.   

 
Excise taxes 

In Figure 2, the distributive effects of two excise taxes, of tobacco and alcohol, 
are shown. The distribution of the alcohol consumption was calculated based on the 
estimates of national consumption of pure alcohol per adult in 2003 following 
Cnossen (2006). The tobacco consumption was estimated on the basis of the annual 
cigarette consumption per person according to Mackay et al. (2006). 

In Figure 2, immense distributive effects of excise taxes can be seen. Both taxes 
would have extremely regressive effects because the poorer member states from 
Eastern Europe have the highest consumption of the two taxable goods even on the 
per capita level. Moreover, national preferences for drinking and smoking influence 
the relationship between the consumption of these goods and the GNI. A quantity 
tax may lead to an increase of their EU contributions up to a factor of 12 in these 
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countries and to a halving of the contributions in some Western European member 
states. 

Figure 2. Distributive consequences of an EU excise tax 
 

 

 

 

 
 

 

Source: Cnossen (2006), Mackay (2006), own calculations. 

In the case of an EU fuel tax, a regressive effect can be observed, too. The East-
ern European countries would be again the major losers of its introduction (in some 
cases burdened with about more than a doubling of their contributions). This re-
flects that the ratio of fuel consumption relative to GNI decreases with increasing 
national wealth.   

 
Fuel tax 

In Figure 3, the distributive effects of an EU fuel tax are shown. The national 
consumption of fuel is calculated as the sum of the total final consumption of motor 
gasoline and diesel for transportation (both in 2004) according to the International 
Energy Agency (IEA) statistics.7 

In the case of an EU fuel tax, a regressive effect can be observed, too. The East-
ern European countries would be again the major losers of its introduction (in some 
cases burdened with about more than a doubling of their contributions). This re-
flects that the ratio of fuel consumption relative to GNI decreases with increasing 
national wealth.   

 
 
 

                                                           
7 These statistics are available at the IEA homepage: 
 http://www.iea.org/Textbase/country/index.asp. 
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Figure 3. Distributive consequences of an EU fuel tax 

 
 

 

 

 

 

 

 

 

 

Source: IEA; own calculations. 

 
Tax on CO2 emissions 

The effects of an EU tax on CO2 emissions are estimated on the basis of the na-
tional CO2 emissions in 2004 (from IEA, 2006) and displayed in Figure 4. 

Figure 4. Distributive consequences of an EU tax on CO2 emissions 
 

 

 

 

 

 

 

 

 

 

Source: IEA (2006); own calculations.   

As with the taxes discussed above, the distributive effect of a tax on CO2 emis-
sions would be a regressive one. It is primarily the Eastern European countries that 
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have a high per capita emission of CO2 due to their economic structure. By con-
trast, Western European countries, like France or Sweden, with a high share of nu-
clear power would have a significant lower burden.  

 
Kerosene tax 

The calculation of the distributive consequences of a quantity tax on kerosene is 
based on IEA statistics for total final consumption of air kerosene in 2004 (Figure 
5). 

This tax also results in major shifts of the national burdens leading to a quadru-
plication of the contributions of Cyprus and Malta whose location and tourism in-
dustry cause higher-than-average air traffic. Moreover, apart from economies with 
a high share of tourism, countries with major airline hubs (London, Amsterdam) are 
negatively affected. In contrast, several countries without major air traffic are al-
most entirely disburdened from any contributions to the EU.  

However, it has to be considered that the incidence of this tax would only par-
tially fall on the citizens of the countries which pay the taxes to the EU but mostly 
on citizens from other countries using the airports, for instance, tourists from other 
EU member countries. That notwithstanding, there would still be opposition in the 
affected countries to a kerosene tax since it exclusively hurts their local industries 
and, as a consequence, reduces their competitiveness.  

Figure 5 Distributive consequences of an EU kerosene tax 

 
 

 

 

 

 

 

 

 

 

Source: IEA; own calculations. 
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Tax on foreign exchange transactions 
Figure 6 shows the distributive consequences of a tax on foreign exchange trans-

actions as proposed by Schratzenstaller and Berghuber (2006) and the Austrian 
chancellor Schüssel (2006). The distribution of the tax base is calculated from the 
daily averages of reported foreign exchange market turnover according to the Bank 
for International Settlement (BIS, 2005). 

Figure 6. Distributive consequences of an EU tax on foreign exchange transac-
tions 

 

 

 

 

 

 
 

 

 

 

 

Source: BIS (2005), own calculations.  

It is striking that a tax on foreign exchange transactions would not have a regres-
sive character as most of the other indirect taxes discussed above. Instead, it would 
excessively burden a couple of countries with important financial markets (in abso-
lute figures mainly the UK with a European market share of almost 2/3) and dis-
burden the overwhelming majority of member states.    

Similar to the kerosene tax, the incidence of a tax on financial transactions does 
not fall in full to the citizens of the countries with important market places either. 
However, these market places would lose much of their competitiveness and, 
hence, lose market shares to their competitors from overseas. 

5.2 Direct taxes 

Personal Income Tax 
The distributive consequences of a harmonised European personal income tax 

are much more difficult to estimate than the consequences of the indirect taxes dis-
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cussed above. It does not only depend on the distribution of the tax base among the 
member states as in the case of indirect taxes but also on the design of the harmo-
nised EU personal income tax, especially its progression. If a high degree of pro-
gressiveness is chosen, countries with a high inequality in its distribution of per-
sonal income will be burdened relatively more and vice versa.     

A first indication that an EU personal income tax would also lead to a different 
distribution of national contributions to the EU budget than GNI proportionality 
can, however, be derived from the national shares of compensation of employees 
and self-employed persons. This was calculated via the national accounts data for 
the compensation of employees and was adjusted by the estimated compensation of 
the self-employed employed according to the method of Musso and Westermann 
(2005). The results for some member states are displayed in Figure 7. 

Despite the fact that the overall compensation of employees is obviously highly 
correlated with the national GNI, significant differences in its ratio can be observed 
for the European countries. Although this does not allow us to draw a final conclu-
sion about the actual sharing of the burden of a personal income tax on the EU 
level, it helps to clarify that the diverging shares of labour income in the GNI of the 
member states would lead to a distribution pattern significantly different to GNI 
proportionality.   

Figure 7. Distributive consequences of an EU personal income tax 

 
 

 

 

 

 

 

 

 

 

Source: Eurostat, own calculations. 

 
Corporate Income Tax 

Generally, there might be good arguments in favour of harmonising corporate in-
come tax bases in Europe. This section only evaluates the suitability of a corporate 
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income tax as an EU tax. Similar to the personal income tax, the distributive conse-
quences of the introduction of an EU-wide harmonised corporate income tax are 
very difficult to estimate. Indicators for the hypothetical national tax burdens which 
are usually quoted, such as the share of income tax in GNI, are not very reliable as 
they are dominated by the impact of national differences in tax rates and bases. 
However, equivalent to the share of labour income in GNI, the share of corporate 
income can be assessed from national account data (Figure 8). The share of “gross 
operating surplus and mixed income” was reduced by the estimated share of com-
pensation of those self-employed. 

Figure 8. Distributive consequences of an EU corporate income tax 

 

 

 

 

 

 

 

 

Source: Eurostat, own calculations. 

It can be seen that, due to diverging shares of corporate income in GNI, the 
shares in tax base derived from national accounts would substantially differ from 
GNI proportionality. But in the case of corporate taxation, another problem for the 
assessment of the distributive effects caused by an EU tax arises from the fact that 
the actual tax payments are determined by the definition of the tax base which is 
not equal to the corporate profits as measured by national accounts statistics. This 
implies that the actual distribution of tax payments also depends on the design of a 
harmonised corporate income tax which would be a prerequisite for the use as an 
EU tax. For instance, the design of depreciation allowances might have a major im-
pact due to national differences in industrial structure or form of organisation. 
Therefore, a conclusive assessment of the distributive effects of an EU tax based on 
a harmonized corporate tax is not feasible.   
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6 Results 

As it was shown, the distributive consequences of the considered taxes are very 
pronounced compared with the status quo. Table 1 gives a summary of the effects 
from the perspective of the expected national support for the individual taxes; the 
direct taxes were excluded due to the difficulties of the calculation which was dis-
cussed above and the unlikelihood of their introduction.  

Table 1. Estimated Council support for selected EU tax proposals 

Tax Council 
votes pro 

Council 
votes 

against 

Indifferent Biggest 
winner 

Biggest    
loser 

VAT 24.0% 36.1% 39.9% Denmark 
(- 18%) 

Cyprus       
(+ 67%) 

Tobacco 41.8% 46.0% 12.2% Finland    
(- 57%) 

Bulgaria      
(+ 1298%) 

Alcohol 48.9% 41.1% 10.0% Sweden     
(- 54%) 

Latvia       
(+ 483%) 

Fuel 25.5% 47.2% 27.2% Denmark 
(- 26%) 

Luxemb. 
(+ 253%) 

CO2 35.1% 41.4% 23.5% Sweden    
(- 52%) 

Bulgaria      
(+ 477%) 

Kerosene 60.3% 35.1% 4.6% Slovak 
Republic 
(-84%) 

Cyprus       
(+ 424%) 

Foreign    
Exchange 
Transac-
tions 

82.8% 14.0% 3.2% Slovenia   
(-95%) 

Luxemb. 
(+ 473%) 

Source: Own calculations based on the data presented in this paper. 

The Council votes of every country were assigned against the introduction of the 
respective tax, if the country would have to contribute more than 110% of the con-
tributions under GNI-proportionality; they were assigned in favour of its introduc-
tion, if it would have to contribute less than 90% of its contributions under GNI-
proportionality. A change within a margin of 10% was counted as indifference, as it 
may be assumed that countries which are confronted with a minor loss compared to 
the status quo may be compensated for their approval in other policy areas.  

It can be seen from the Table 1 that only the tax on foreign exchange transactions 
does not exceed the vetoing minority which is currently at 26%. This means that no 
other proposal can be expected to find support in the Council under qualitative ma-
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jority voting, even if we assume that the countries are ready to accept an increase of 
their contributions by 10%.  

However, it has to be emphasised that any reform of the own resources system, 
including the introduction of an EU tax, would need a unanimous decision by the 
Council. Therefore it is necessary to have a look at the increase of the burden of the 
biggest loser of each tax option. These increases range from 67.1% for the VAT to 
more than 1900% for the tobacco tax. The introduction of a tax on foreign ex-
change transactions, albeit acceptable under majority voting, would also cause ma-
jor increases of the contributions of Luxembourg and the United Kingdom, which 
would more than triple their contributions. Therefore it can be concluded that even 
if this tax might be supported by the overwhelming majority of the national gov-
ernments due to its distribution pattern, the veto of the countries which would bear 
the burden almost entirely would definitely avert the use of it as EU tax.     

7 Conclusion 

As discussed in this paper, there are many doubts about the desirability and fea-
sibility of the existing proposals to replace the current system of own resources by 
the introduction of an EU tax. In our view, most of the aims usually put forward by 
supporters of an EU tax are respectable but it is doubtful whether an EU tax would 
lead to significant improvements compared to the status quo. There are only few 
tax concepts which might enhance the visibility and simplicity of the system of own 
resources, aspects that are generally emphasised as the main advantages of a tax-
based system of own resources. We also do not agree that an EU tax would end po-
litical struggles due to the “juste retour” problem. Furthermore, there is a signifi-
cant danger that an EU tax could be harmful. This danger mainly lies in the fact that 
a loosening of budgetary discipline on the European and on the national level may 
be a result of an EU tax leading to an increasing fiscal burden on the citizens which 
might finally erode their support of the EU. Moreover, an EU tax would interfere 
with diverse national preferences regarding taxation and according to its design also 
with national federal structures. Additional costs would be caused by the need to 
harmonise national tax bases. Finally, there is no conclusive solution to the problem 
of instable revenues from an EU tax as its introduction would either further increase 
the danger of declining budgetary discipline if the EU was given the right to borrow 
or to increase the flexibility of spending or it would reverse any gain in visibility if 
further residual resources were added. 

The positive analysis finally yields an even less favourable result for the pros-
pects of an EU tax. First, several of the proposed alternatives are likely to fail since 
it cannot be presumed that the Council could agree on a common tax base. This 



  
 

 

26

mainly concerns taxes which are characterised by strongly different national prefer-
ences, especially personal and capital income taxes but also several excise duties. 
Secondly, what is even more important, the quantitative analyses have shown that 
none of these proposed taxes have a distributive effect which comes at least close to 
that of the current system of own resources. Instead, it would cause arbitrary redis-
tribution via the revenue side with significant divergence from GNI proportionality 
(winners and losers will depend on the type of tax which is chosen) and would even 
worsen today’s situation in which single countries only feel discriminated due to 
imbalances on the expenditure side of the EU budget.  

As a result, the introduction of any of the proposed taxes would make a number 
of countries worse off, and would therefore either provoke their veto against the re-
spective tax or lead to an inflation of new abatements for disadvantaged countries. 
Even supporters of an EU tax agree that the redistributive effects of any EU tax 
would hardly be acceptable for all countries (Le Cacheux, 2007). Le Cacheux 
(2007) therefore proposes the introduction of a correction mechanism based on 
gross contributions in order to relieve countries with an excessive burden. Such a 
mechanism could be the capping of the tax base (as in the case of the VAT re-
sources today), reduced rates of call for single countries, general correction mecha-
nisms or exception rules on the revenue side. Regardless which mechanism would 
prevail, the main benefits that are mentioned by supporters of an EU tax, namely 
visibility and simplicity, would certainly be offset. 
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