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1.    Introduction
The European Parliament has been asked to consider the issue of the reform of the system of own resources, which contribute to financing the Community budget. A motion for a resolution will be tabled by Committee on Budgets, which has appointed Mr Alain Lamassoure (PPE, Fr) as its rapporteur.
Since this is a matter for which Member States have prime competence and which goes to the very the heart of parliamentary power in each Member State, the European Parliament wishes to work in very closely cooperation with the national parliaments. To this end, all the relevant Member State parliamentary committees were invited to an initial joint working meeting with the Committee on Budgets in Brussels on 16 June 2005.

Following on from this initial meeting, it would be of great value to the Committee on Budgets to know the position of the national parliaments or their relevant committees on the key points set out below.

The issues raised are expanded upon in the attached note, which summarises the rapporteur's own position at this stage in the proceedings in the light of the initial assessments by the Committee on Budgets, the opinions expressed on 16 June and the current position in the discussions on the financial perspective within the Council.

2.   Questions for the national parliaments
1. Do you think that the safeguards enabling control of the Community budget should be maintained:
-  balanced budget requirement, with absolutely no possibility of borrowing;
-  overall ceiling for resources, pegged to gross national income;
-  multi-annual financial framework?
2. Are you satisfied with the current arrangements for financing the EU budget?

3. If not, do you consider that the budget should be financed exclusively through national contributions, exclusively through tax-based resources paid directly to the Union, or through a combination of the two?

4. Concerning national contributions, in the long term, would you like GNI to be taken as the sole criterion for assessing wealth, or would you prefer a different criterion?

5. If the current system of national contributions is reformed, should this take the form of a gradual extension of the ceiling for the highest contributions or an elimination - again gradual - of all ceilings?

6. If you agree with the principle of new own resources being allocated to the EU budget:

6.1.  
should these take the form of a new tax decided upon and directly levied at European level: an ecotax or a tax on goods vehicles, aviation fuel or financial transactions, etc.,
6.2. 
or would you prefer a proportion of a national tax to be allocated, in exchange for an equivalent reduction in the national contribution to the European budget:


- excise duties on petroleum products;


- VAT;


- other indirect taxes;


- tax on company profits;


- personal income tax?
7. In the latter case, could a scenario be envisaged in which the choice of tax and the limits on the 'European' share were decided by the national parliaments (e.g. by way of an agreement submitted to the parliament for ratification), while still giving the European Institutions room for manoeuvre to specify the practical arrangements?
8. In your opinion, should the EU budget be incorporated into the Stability and Growth Pact, to form part of collective discipline and to support action by Member States?

9. Do you feel that a 'principle of cost neutrality' should, or even must, be adopted, on the basis of which any new tax levied on taxpayers to finance a European policy would be offset by an equivalent reduction elsewhere? 

10. If so, could the national audit offices and European Court of Auditors be invited to verify this principle was being applied? Would an alternative solution be preferable?

3.  Financing of the European budget - initial assessments
THE CURRENT SITUATION:
A. Recap on the current financing arrangements
The European Council of 16 June 2005 failed to reach an agreement on the financial perspective for the period 2007-2013. 

This political impasse highlights the need to launch an all-embracing debate on the European budget comparable to the one that led, twenty years ago, to the establishing of the financial system on the basis of which the Union has operated ever since.
Indeed, the EEC had already experienced a major budgetary crisis in the 1980s, owing to a structural reduction in its revenue (customs duties and agricultural levies) coinciding with an increase in expenditure associated with the enlargements of the time. After much heated debated, both within the Council and between the Institutions, an agreement was reached that centred on the following tenets.

1.
The Member States have a full guarantee of European budgetary control, thanks to the requirement for overall balance (total ban on borrowing) and the establishing of a global ceiling that can only be adjusted unanimously. 

2.
The annual budget is subject to a multi-annual framework, of 5 to 7 years' duration, which sets out annual sub-ceilings for each major category of expenditure. That framework is defined by common agreement between three Institutions - the Council, Parliament and Commission. In this way it ensures the medium-term financing of the main political priorities established by common agreement.

3.
The original own resources of the EEC - national taxes that are made over in full to the Community budget (such as customs duties and similar revenue) - are supplemented by national contributions paid by Member States in proportion to their respective wealth. These contributions are calculated, on the one hand, on the basis of a theoretical VAT base, and on the other, on the basis of GNP (or nowadays gross national income - GNI).
4.
Since at the time the 'VAT resource' resulted in an overestimation of the wealth of the United Kingdom, that country receives a flat-rate rebate.

This system has functioned effectively for fifteen or so years. Three consecutive Interinstitutional Agreements have enabled the multi-annual financial framework to be fixed without major political conflict and without an adjustment of the global ceiling set in 1988. However, what is needed today is not simply patching-up, but an overall revision that takes account of the major changes the Union has experienced. 

B.     The need for far-reaching reform
1.
The revenue system has become very outdated. National contributions, which were initially intended as supplementary resources ('VAT resource') or special resources ('GNP resource') today account for 90% of the financing of the Union. At such a level, and taking into account the many technical adjustments made down the years, the system now presents totally unacceptable drawbacks, as acknowledged not only by the European Commission and the Council Secretariat but also by the group of experts consulted by the Committee on Budgets.

1.1. 
It constitutes a serious weakening in Community spirit. Financing common expenditure through national contributions means driving each country to reason in terms of 'just return'. Things have come to such a pass that, for several years now, national administrations have been calculating the 'rate of return' on their contribution, not just for the overall budget, but for each category of expenditure. The logical conclusion of this will be the cutting-out of a 'Europe à la carte', rather than the pinpointing of common priorities. In June 2005, even the Luxembourg Presidency succumbed to this tendency in proposing that application of the British rebate vary from one category of expenditure to the next: such an approach, which has not been definitively scrapped, would have the effect of encouraging each country to have their contribution adjusted according to the importance they attached to the various common policies. 

This budgetary pattern is in complete contradiction to the desire, stated in all the Treaties, to achieve an 'ever closer union'. 

It makes an artificial distinction between two classes of countries - rich countries which are net contributors, and who pass off their miserliness as concern for sound management, and poor countries, who are forced into the humiliating position of supplicants. 

By only taking into account budgetary considerations, it is blind to the commercial, economic and political benefits the net contributing countries derive from belonging to the Union. For example, the lion's share of the Structural Funds finds it way back to the most industrialised countries in the Union in the form of orders for public works and equipment.

Lastly, as many university works have established, even if one sticks strictly to budgetary considerations, calculating 'just return' is meaningless in scientific terms: the vast proportion of the customs duties collected at the port of Rotterdam are in fact paid by German, rather than Dutch, importers; similarly, in the case of agricultural export refunds, the actual recipients are not the economic operators at the point of export. 

1.2. The system has become increasingly unjust and ever more complex.

Unjust, because the reasons for the United Kingdom being granted a special arrangement in 1984 have all but vanished twenty years later: agricultural expenditure now constitutes just 40%, rather than 60%, of the budget; the principal source of revenue is no longer the VAT resource but the GNI resource, which is much more equitable for that country; and, thanks to its own efforts, the United Kingdom has in twenty years moved out of the category of countries with a relatively low average income and into the top category in the Union.

Complex, not least because in the face of this growing injustice the Council has sought not to remedy the situation but to shield some of the other net contributors from its consequences. That is why the contributions made by Germany, followed by those of Sweden the Netherlands and Austria, to funding the British rebate have had a series of ceilings applied to them. Besides this, the rate of call applicable to the VAT base has been adjusted several times. Lastly, without the least technical justification, costs of recovering customs duties, which are deducted from the national contributions, have been set at the blanket and unrealistic figure of 20%.

1.3. The system eludes democratic control
1.3.1. 
Owing to this complexity. How many elected members of each national Parliament know the ins-and-outs of these mechanisms and their real budgetary and economic impact? All the more reason for the general public being unable to follow these discussions: moreover, nowhere are they invited to do so.

1.3.2. 
Owing to the procedure. Decisions on the 'resources' facet of the budget are reached and taken by the Budget Council behind closed doors. Never have the arrangements described above given rise to a public debate, either before the European Parliament, which has no judicial authority in this area, or before the national parliaments. And how many governments have even organised a debate within their own corridors? 

While parliamentary democracy was born of the desire of the people to have their taxation decided by their representatives, the financing of the European budget has been excluded from democratic control.

1.4. Lastly, the system is no longer tolerated by many governments themselves since now, even without changes to the budget, numerous Member States are refusing to accept its consequences, each inasmuch as it concerns its own interests. Strikingly, at the last European Council, the sticking point was not the overall level of the budget, or even its distribution between the major categories of expenditure, but the financing of these.

2.    On the expenditure side, the European Council has gradually let the budget debate become disengaged from its own political choices. 

What changes we have seen between the European Economic Community of the twelve in 1988 and the political Union of the twenty-five, girded with its draft Constitution! Over the course of fifteen years each Presidency has launched a new policy. In 1988, environmental protection and Natura 2000, immigration policy, the fight against terrorism, Trans-European networks, cooperation in the field of nuclear safety, and the entire Lisbon Strategy did not exist. Unfortunately, in practice, it is as if political decision-making procedures and the budget procedure were sealed off from one another in soundproof compartments. So much so that the large amounts under the budget remain rooted to the old priorities, in a budget that remains well below the ceiling fixed at the time. Fifteen years down the line, the real budget is still far less than the maximum that would have been judged tolerable in 1988 (1% as against 1,14%), and at the last European Council it was noted that a majority of Member States were happy for this level to be maintained up to 2013.

For its part, the European Parliament has, in its resolution of 8th June 2005, which was adopted by a very large majority on the basis of the report by Reimer Böge, put at 1,07% of GNI the minimum level of commitment appropriations needed between 2007 and 2013 to finance ongoing programmes and the political decisions already taken by the Council without prejudicing the agreement on agricultural expenditure reached in October 2002. It will be noted that this estimate is markedly lower than that of the Prodi Commission, which proposed going all the way to the authorised ceiling.

It is clear today that unless agreement is reached on a revenue system that is in tune with current realities, governments will find it impossible to address the issue of the level and distribution of expenditure with the serenity required.

POINTERS FOR A LONG TERM SOLUTION:

Two introductory remarks.

1. 
While entry into force of the Constitution would facilitate a reform of the budget, this could still be done, as in the past, without amending the basic Treaties, not least through an interinstitutional agreement, with the Council acting unanimously.

2. 
The fierceness of the negotiations within the Council should not obscure the fact that, ultimately, the stakes are still very small in financial terms. There is only a difference of 1/1000th of EU GNI between the position of the 'thriftiest' Member States and that of the European Parliament. The question that needs to be addressed is that of how to improve the current system without having to adjust the magnitude of the budget yield between now and 2013.  

A.
Basic principles:

1. 
The ultimate objective must be to allow the Union a budget which enables it to put its political choices into practice, with a system of resources that:

-   is Community-based: by going back to the original philosophy of 'own resources'. Common expenditure must be financed through resources paid directly to the Union;
-  
is stable. Resources must not vary wildly from one year to the next;
-  
incurs low management costs. This is an issue because of the vast numbers of taxpayers involved and the relative meagreness of the sums demanded. The only advantage of a system of national contributions is its almost negligible management cost: having 300 taxpayers pay 100 euro is much more expensive than collecting 100 billion euro from twenty-five Budget Ministers;
- 
is viewed as being equitable, both for all States and for all citizens;
- 
is comprehensible to the public;
- 
is decided upon and controlled via effective democratic procedures.

2.
The safeguards enabling control of the Community budget have proved to be remarkably effective. They must be maintained:

- balanced budget requirement, with no possibility of borrowing;
- overall ceiling for resources, pegged to gross national income, decided upon by the Council acting unanimously;
- multi-annual financial framework, on the basis of an interinstitutional agreement.

3. 
Between now and 2013, own resources will continue to provide the bulk of the financing for the European budget. The priority is therefore to improve this system, by making it:

- simpler: by scrapping the 'VAT resource';
- fairer: by gradually returning to a common rate of collection for all countries - either by gradually abolishing the British rebate, or by fixing a common ceiling for all countries that is perfectly mirrored on the expenditure side by a ceiling on cohesion assistance as a percentage of GNI. 

4.
Should the new own resources come from taxes levied directly at European level or from national taxes partially paid to the Union? 

For reasons of principle, ease and economy of management, the national tax option seems preferable. The state of our economies and current public opinion rule out the possibility of a new tax, which would doubtless be very costly to collect in comparison with the expected return.

That does not prevent peripheral supplementary resources being contributed through European levies such as:

-  
taxation of the income of European officials living in Brussels, Luxembourg or Strasbourg;
-  
the seigniorage rights of the European Investment Bank;
-  
conceivably, taxation of the profits of companies opting for the European company statute.

As for national taxes, the idea is that a share of a tax would be paid to the Union, either through supplementing the national rate or in the form of a deduction from it, with this choice being left to each Member State. Of the taxes levied in all the Member States, the following would best lend themselves this role at present:


-   excise duties on petroleum products;

-   VAT, since the bases for this are already harmonised.
-   tax on company profits. This is the solution most consistent with the concept of the single market, with the proviso of a harmonisation of the tax base: the Council and Commission have embarked on what is technically and politically very complex work on this point, the successful conclusion of which is dependent on the unanimous approval of the governments.

- in the long term, it would be worthwhile considering the possibility of indirect taxes connected with intra-Community transactions being paid to the Union, by applying this principle to any new taxes on new information and communication technologies.

5.
A precondition: the principle of cost neutrality. Any reform of this type will only be accepted by the public if they are given full assurance that, all other things being equal, this is at a constant cost: at the same overall level of public expenditure and of compulsory levy. The simple fact that a new measure is adopted and financed at a Community level must not result in an increase in public expenditure and the burden on the taxpayer. Hence the worth of adopting as soon as possible, in the form of a political declaration in a Treaty-level text, the 'principle of cost neutrality', according to which any new tax levied on taxpayers to finance a European policy must be offset via an equivalent reduction elsewhere. 

The national audit offices and the European Court of Auditors could be asked to verify that this principle is correctly applied.

6.
A complementary measure: incorporation of the European budget into the Stability and Growth Pact. While the European budget remains a modest one for an area with over 450 million inhabitants, it is bigger than those of most of the Member States. It would be very desirable for it to be included in the coordination of economic policies and the fulfilment of the Stability and Growth Pact. This would be a first step towards a achieving a consolidated view of overall public financing in the Union, thereby contributing to the quest for maximum macroeconomic efficiency.

7.
Such a change in the financing of the European budget would require procedures to be introduced that are more effective, more transparent and more democratic. These could be defined in an interinstitutional agreement, pending amendment of the Treaties. Two types of problem would arise.
7.1. 
The problem of the internal workings of the Council, and of relations between the national parliaments and their respective governments: how it can one ensure that the political choices made by the European Council are actually reflected in the positions adopted by the Budget Council?

7.2. 
the problem of the sharing of roles between the national parliaments and the European Parliament.
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