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Abstract

From 1992, after the UN “Earth Summit” in Rio de Janeiro, sustainable development
has become a priority of many countries and international organizations, including the
European Union. After the crisis of 2008+ and the strong criticism of traditional
economics, it also became a fundamental element of economic development in the XXI
century. This new model is based on a solid and integrated economic, socio-cultural and
ecological order. Such a development should be supported by suitable budgetary systems at
each level of public government. The paper presents a conception of the sustainable EU

own resources system and proposes the methodology of its evaluation.
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1. Introduction

After the crisis of 2008+, the criticism of traditional economics increased because of its
impotence against social and economic problems (Stiglitz 2012; Frydman, Goldberg 2011).
The economics of sustainable development model proposes an alternative path for the
development of the economy in the XXI century, according to a new paradigm of
integrated economic, socio-cultural and ecological order (Montaldo 2013: 1 — 4). From
1992, after the UN “Earth Summit” in Rio de Janeiro, sustainable development has
become a priority of many countries and international organizations, including the
European Union, as illustrated in its main documents, e.g.: the Treaty on European Union,
the EU Sustainable Development Strategy 2000, and the Strategy “Europe 20207,

The sustainable development literature does not devote enough direct attention to
public finance, for its primary focus is on the idea of “greening” public expenditure and tax
systems. The European Union also associates sustainable development primarily with
ecology and encourages Member States to green their fiscal systems. However, such an
approach seems to be narrow, for the current literature does not investigate interactions
between public revenues and expenditures with regard to all sustainable development
objectives and the analysis does not include the EU’s own resources system. Instead, a new
model of the economy requires a budgetary system on each level of public finance, which
supports all objectives, (ecological, economic and socio-cultural), in a balanced and
integrated way, in what might be called a sustainable budgetary system.

Because of the multi-objective features, and complexity, of the system, it also requires a
suitable method of assessment. Such a method should employ both qualitative and
quantitative criteria of evaluation and hence provide more objectivity in the results from
analysis. Previous subject literature provides rather simpler and predominantly qualitative
methods of evaluation.

The paper investigates the role of the EU own resources system in achieving
sustainable development objectives. The aim of the paper is to assess and compare two EU
own resources systems (the binding system in the years 2000 — 2013 and the projected

system for the years 2014 — 2020) according to sustainable development criteria and, if
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necessary, to propose changes towards this development. Preliminary research allows a
formulation of a hypothesis that both systems supports sustainable development very
poorly and needs changes.

We make our evaluation with the use of multi-criteria comparing analysis, based on the
Hellwig' method consisting of a comparison of the real object with the model. The model
is described by 29 detailed features (criteria of assessment) grouped into 12 positions within
four main categories. In order to assess the projected system we employ the method of
simulation of new resources in fiscal condition in the years 2000 — 2013.

The paper has three methodological and political advantages. Firstly, it proposes a new
set of assessment criteria of EU own resources, which consider new challenges in the
economy. Secondly, it proposes a new method of evaluation of EU own resources. The
multi-criteria statistical analysis considers both qualitative and quantitative criteria and gives
an evaluation that is more objective. Thirdly, it proposes the changes in the EU own

resources system that adjust it to the new sustainable challenges in the XXI century.

2. Previous results in EU own resources assessment

Until the end of 1980s the EU own resources system was assessed mostly with the help
of simple descriptive statistics, and as such indicated general disadvantages of the system
and gave proposals for its reform. In 1988 the Council obliged the Commission to prepare
special regular reports on own resources. In the 1990s the Commission introduced
assessment criteria for a possible new own resources framework (Commission 1992) and
for binding resources (Commission 1998). Since then studies on the resources system have
developed.

The subject literature formulates many different rules, principles, postulates and
demands in respect of EU own resources. Some of them have become legislative norms
and many of them can be also treated as assessment criteria. Figure 1 shows the sources of

EU own resources critetia.
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Figure 1. Sources of EU own resources criteria

Source: own study.

Theory provides an original, and the most important source of assessment criteria, and
there is a wide range of theories and conceptual frameworks that can give the most relevant
and useful criteria that can be used in the analysis of legislative acts, reports and other
works. These include the theory of economic integration, the theory of fiscal federalism,
clubs theory, tax principles, the theories of optimal taxation and optimal tax base, the
conception of performance management and also more recently economics of sustainable
development (Cieslukowski 2013, chapter 1; Begg, Grimwade 1998, chapter 2; Laffan 1997,
chapter 2). EU Treaties present the general and fundamental principles on which European
Union and Member States exist. Many principles, e.g. subsidiarity, solidarity, equity, social
justice, common market, effective public finance may also determine general frameworks
for EU revenues.

EU secondary legislation, mainly Council decisions on EU own resources (1970, 1985,
1988, 1994, 2000, 2007, 2014) and Council regulations on financial principles applicable to
the EU general budget (1977 and 2002), introduces more detailed budgetary rules that
create financial frames not only for the EU own resources but also for the whole budgetary
system.

Scientific works fall into two groups: a) surveys conducted under contract with the

Commission or European Parliament and b) research carried out by independent scientists.
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Up to 2015, the Commission had signed nine such contracts and five of them (Stable
Money-Sound Finance 1993, Keen report 1995, Sapir report 2003, Begg and others report
2008 and High Level Group on Own Resources report 2014) contain criteria and
evaluation on both binding and potential resources. In the same period, the European
Parliament had signed only one contract for evaluation (Gretschmann report 1998).

Independent literature in English, or Polish, on EU own resources is not extensive; In
the 1990s research on the criteria of binding and potential EU resources was limited to
works by Spahn (1993), Begg, Grimwade (1998) and Henke (1998). From 2000 research
has been carried out on the criteria by Cattoir (2004 and 2009), Cieslukowski (2005 and
2013), Alves, Cieslukowski (2006), Le Cacheux (2007) and Heinemann, Mohl, Osterloh
(2008).

Important sources of the assessment criteria are also independent Commission reports
(1992, 1998, 2004, 2010 and 2011), European Parliament resolutions (1994, 1999, 2007,
and 2011), Court of Auditors’ reports on the implementation of the budget (2005, 20006,
2007, 2008, 2009, 2010, 2011, and 2012) and House of Lords of British Parliament report
(2005). The Commission usually supports the stances of the European Parliament and the
Court although in some cases the criteria and methods of evaluation are debatable.

Table 1 shows the results of a meta-analysis of the most comprehensive and detailed
evaluations of binding EU own resources made in the years 1998 — 2015. The following
signs mean +++ (very positive), ++ (positive), + (rather positive), + — (difficult to assess,
neutral), — (rather negative), — — (negative), — — — (very negative). A lack of sign means
that particular research does not contain a clear assessment and empty place means that a
particular criterion is not considered.

Any differences in results are mainly consequences of the author’s particular views,
assumptions, different periods under evaluation, and different methods of evaluations.
However, the studies give quite similar results in most cases. Authors tend to agree that
GNI derived resources assure fiscal efficiency and stability for the system and help to keep
budgetary discipline. However, it is not consistent with EU policy and its increasing share
in total revenues throws doubts on financial autonomy of the European Union. Apart from
that, the system is generally cost effective, with the biggest criticism usually concerning
fairness and transparency. I would stress that the Court of Auditors, the European

Parliament and High Level Group on Own Resources all gave similar opinions, which

16



0000000000000 [

"\ CENTRO STUDI SUL FEDERALISMO 10000000000 00000000D O
0000000000000
PERSPECTIVES ON FEDERALISM 00000000000 o
b d l!_l_lu: 2 ® £h
postulate changes in the EU own resources system towards increased financial autonomy
for the Union, greater solidarity between Member States, reduced complexity and improved
visibility for citizens (Parliament 1994, 1999, 2007, 2011; HLGoOR 2014). In contrast, the
view of the House of Lords of the British Parliament considered the system quite complex
and invisible for citizens, but fair between Member States (HoL 2005).
Table 1. Results of evaluation of binding EU own resources in the years 1998 — 2015
Fiscal . - Economic
. . . Simplicity . .
efficiency, Financial . Cost integration
Study o Fairness . and
stability and autonomy effectiveness and market
L. transparency .
discipline effectiveness
Commissi TOR" + TOR: + TOR: — TOR: — — — TOR: + +
o0 | VAT®E 4+ | VAT:—— | VAT:++ | VAT: + + VAT: — — —
report (1998) | N1+ + | GNE—— | GNL++ | GNE+++ | GNL+-
Commissi TOR: + TOR: + TOR: TOR: — — — TOR: + + TOR: +
oo | VAT:+ VAT: —— | VAT: VAT: + + VAT: = —— | VAT: — — —
report Q00| GNL+++ | GNE——— |GNE+++ |GNE+++ | GNL+-— GNL — — —
Cieslukowski TOR: + TOR: + TOR: + — TOR: — — — TOR: + TOR: + + +
Soosy VAT + VAT:—— | VAT:+— | VAT: + + VAT:——— | VAT: ++ +
( ) GNIL: + + + GNL: — — — GNI: + — GNI: + + GNI: — GNIL: — — —
Alves, TOR: +
Cieslukowski VAT: — —
(2006) GNL — — —
Ee%g’l e | TOR:+ TOR:++ | TOR:—— |TOR:——— | TOR: TOR: + +
o VAT + VAT: — — — | VAT: + VAT: — VAT: = —— | VAT: — — —
Mrak (2008) GNI: + + + GNL: — — — GNI: + + + GNIL + + + GNI: + + + GNIL: — — -
ﬁelﬁf?nann’ TOR: +++ | TOR:+++ | TOR:—— | TOR:——— | TOR:+ TOR: — —
RO VAT: +++ | VAT: + VAT:—— | VAT:——— | VAT:——— | VAT:— -
(2858)0 GNL + ++ | GNL + + GNIL — — GNL+++ |GNL+++ |GNL--
TOR: + TOR: TOR: — — — | TOR: TOR: TOR: +
Cattoir (2009) | VAT: + VAT: — — VAT: ——— | VAT: + + VAT: — — — VAT: — —
GNI: + + + GNI: — — GNL: ——— | GNL: + + GNIL: — — — GNI: — —
Commissi TOR: + + TOR: TOR: — — TOR: + + TOR: TOR: +
oD | VAT:++ | VAT:—— | VAT:—— | VAT:+++ | VAT:——— | VAT: — -
report QU0 | 6N+ ++ | GNE— — GNL-- |GNEL+++ |GNLE--- |GNL--
Cieslukowski TOR: + TOR: + + + | TOR: + TOR: + + TOR: + + TOR: + + +
o VAT + VAT: + VAT: ++ | VAT: +++ | VAT: ++ VAT: + +
( ) GNI: + + + GNI: + GNI: + + GNIL + + + GNI: + + GNIL: — —

Source: own study based on: Commission 1998: 5 - 8; Commission 2004, Vol. II: 8 - 13; Cieslukowski 2005: 9
— 14; Alves, Cieslukowski 2006: 4 — 8; Begg, Enderlein, LLe Cacheux, Mrak 2008: 10 - 11; Cattoir 2009: 9 — 16;
Commission 2011: 12 — 16; Cieslukowski 2013: 229.

*TOR — Traditional Own Resources, **VAT — Value Added Tax, **GNI — Gross National Income

On the grounds of these studies, we propose three main directions of reform. First, a

simplification of the system by replacing traditional and even VAT resources by GNI

esources, Secon eplacin e esources by new resources in order to i ove
r rces, d, replacing the GNI r 1 by r rces in order to impr
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visibility for citizens, to give financial autonomy to the European Union, and make the
system more consistent with EU policy; and third, a reform of the correction mechanism
to increase fairness. Table 2 shows the ranking of potential new EU own resources.

In the latest studies, resources such as FT'T, modulated VAT, European CIT and
environmental taxes score relatively higher. The European Commission has, on many
occasions, submitted proposals of new own resources to the Council; in its latest report
from 2011 it proposed to replace GNI and VAT resources by Financial Transaction Tax

and new VAT- base tax.

18



CENTRO STUDI SUL FEDERALISMO

PERSPECTIVES ON FEDERALISM

' 00000000000000
10000000000000000000 O
0000000000000

100000000000 ¢

7000000

Table 2. Ranking of potential new EU own resources derived from different studies (1 — first place)

Gretschmann 1998

Begg, Endetlein,

T f own ¢ . Euripiiri Keen GriBrrelgg’ d . . CZ%t(tJer Cieslukowski Le Cacheux, Commission Cieslukowski
ype of own resource conomy | 1995 wace | Quantitative | Qualitative ; 2005 Mrak 2008; Begg 2011 2013
1993 1998 analysis analysis 2009
2011
PIT 5 5 5 6 7 2 5 6
European CIT 213 3i4 4 1 1 5 6 1i2 -
Withholding Tax 4 2 7 7 4 3 -
Financial Transaction Tax
7 5k + 1
(FTT)
Financial Assets Tax +
(FAT)
Modulated VAT 3 1 1 8 5 3 1 3 + 2
Communication Taxes - - 2 5 8 5 4 3
Environmental
* * ook TRk _ % _bkkk
Tax/Energy Tax 1 2 6 2 6 1,4 2 1%, 2%x% 7 , X
Excises on Alcohol and
Tobacco Products 4 4 3 4 3 0 ’
Wealth Tax 5
Seigniorage Revenues 2 3 8 3 2 5 8 4

Source: own study based on: European Economy 1993: 85; Keen 1995: 81; Begg, Grimwade 1998: 146; Gretschmann 1998: 108; Cattoir 2004: 15 — 37; Cieslukowski 2005: 18 and
19; Begg, Enderlein, e Cacheux, Mrak 2008: 95 - 97; Begg 2011: 15 — 17; Commission 2011; Cieslukowski 2013: 268.
* airplane charge on CO; emission; ** no numerical assessment of fiscal efficiency and stability but it seems to have huge fiscal potential, ¥** petrol charge; **** revenues from the

trade of CO; emission.

+ possible to introduce, - impossible to introduce
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However, Members States did not reach a final agreement and the core of the system,
apart from small corrections, remained unchanged for the years 2014 — 2020. Instead,
Member States promised to continue discussion and some of them (Italy, Portugal and
Spain) decided to introduce FTT in their tax systems in the near future. In February 2016,
Poland also introduced a new tax on assets of some financial institutions.

Previous studies on the EU characterize own resources by the following features:

1) In Commission reports in particular the link between criteria and theory is
very loose,
2) The number of criteria used in evaluations is small with the focus on

fairness between Member States. Additionally, there are more qualitative
criteria than quantitative ones. Consequently, results of evaluations have
become less objective and more open to discussion. Current statistical
methods give possibilities to conduct more objective evaluations,

3) Criteria are not weighted. Weighting improves credibility and objectiveness
of evaluation,

4) Most current studies (particularly Commission reports) evaluate the whole
system from the angle of some “explosive” criteria. They do not analyze
the system in detail and do not give an objective assessment of the whole
system,

5) In most cases resources are evaluated over short periods of time which
creates difficulties in drawing reliable conclusions about changes in the
quality of the whole system over a longer period of time,

6) The evaluations do not compare particular resources,

7) The evaluations do not consider sustainable development objectives in
integrated and balanced ways.

Studies on EU own resources need further improving towards obtaining more
objective and convincing results. Analysis should consider:

1) A better link between theory and criteria,

2) The use of a larger number of detailed, weighted, qualitative and quantitative

criteria,

3) The employment of multi-criteria analysis that allows the integration of different

criteria, comparison of resources, to produce more objective results

20
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4) An evaluation of the whole system over a longer period of time,

5) Evaluation should employ sustainable development criteria.

3. The role of public revenues in sustainable development

Analysis of sustainable development takes place across different scientific disciplines,
economy sectors and all public government levels. However, the subject literature does not
direct particular attention to public finance and public revenues; their focus is on ecological
taxes and “greening” tax systems (Rogall 2010: 280 — 287; Koglin 2009: 11; Environment
Group 2006: 89 — 93; Wallart 1999: 138). Sustainable development economists willingly
promote these taxes not only for their ecological advantages but also for the assumption of
additional positive influences on the economy, the work place, innovation, the social
security system and even on world peace.

States both developed and developing, e.g. China and Turkey, have already conducted
“oreen” reforms (OECD 2001: 49 — 55). However, the results of the reforms turn out to
be different depending on the models of evaluation employed (general or partial
equilibrium), and assumptions made (types of taxes, period, dependent variables, directions
of expenditures etc.). The subject literature is extensive, but a comprehensive overview is
given by the research of Hoerner and Bosquet (2001); this contains a meta-analysis of 104
simulations of the results of “green” tax reforms conducted by ten EU developed Member
States in the 1990s, from which we derive four conclusions. Firstly, 78% of simulations
predict an increase in employment, although a more effective way is the reduction of
obligatory social contributions rather than a reduction of income taxes. Secondly, 75% of
simulations predict little influence on GDP (from — 0,5 do +0,5%).Thirdly, ecological taxes
should replace obligatory social contributions since reductions of VAT and income taxes
give moderate results. Finally, most simulations predict an increase in prices and decrease
in investments.

Another study by Bosquet (2000: 23 — 28) shows that eco-taxes may have an adverse
impact on companies that have huge demands for energy. Some simulations carried out in
Poland also confirm these conclusions, notably a study on Coal Tax in 2001 by the
Institute for Eco-development (Stodulski (ed.) 2001). Simulations made for the years 1995

— 2005 with the help of the general equilibrium model, and for six scenarios, assumed a
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different scope for reform. Simulations confirm a positive influence on reduction of CO»
emission and on economic growth and employment; however, this was only valid under a
condition of a reduction on labour costs. Conversely, the research does not confirm any
negative influence on prices and energy-intensive sectors.

Apart from “greening”, proponents of economics of sustainable development also
propose other changes in taxes; however, these need further theoretical and empirical
verification. The recommendations are as follows (Rogall 2010: 339; Felber 2015: 89 - 90]:
imposing taxes on financial transactions, increasing the top PIT and basic VAT rates,
elimination of tax havens, introduction of high penalties for tax avoidance, stimulation of
sustainable behavior by tax reliefs and preferences, and employing appropriate inheritance
tax.

Sustainable development economists also claim that the new model needs global
management. They suggest either creating a new international organization, or equipping
existing international organizations (e.g. United Nations) with additional and efficient fiscal
resources, such as: a tax on financial transactions, penalty customs duties for failing in
meeting ecological standards, and contributions for consumption of global sources (e.g. air
space, oceans).

Sustainable development has also become the priority for the European Union, as
illustrated in its main documents: The Treaty on European Union (Treaty 2012: art. 3), The
EU Sustainable Development Strategy 2006 (Council 2006) and The “Europe 20207
Strategy (Strategy 2020: 11). However, the objective is mainly achieved through budgetary
expenditures. All beneficiaries of EU subsidies are obliged to evaluate their projects with
regard to sustainable development criteria. In respect of revenues, until now the European
Union influenced sustainable development in a rather indirect manner. It mainly
encourages the Member States to “green” their tax systems (Council 2006: 24). Additionally
it harmonized the taxation of energy in 2003 (Commission 2003) and is still consider

introducing a solidarity contribution on air tickets (Commission 2005).

4. Conception and assessment criteria of the sustainable European
Union own resources system

The subject literature also proposes conceptions of the sustainable tax and tax system

22
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and criteria of their assessment (Cieslukowski 2014). However, with regard to the present
European Union’s stage of political and economic development, their employment is

impossible; they need modifying in the context of the current specificity of the European

Union.

The sustainable EU own resource is a resource that contributes to sustainable
development, and, as such, it should meet all fundamental criteria: (ecological, economic,
and socio-cultural) as well as administrative criteria." It is possible to create a typology of
these resources with regard to their degree of meeting the criteria: (strongly) sustainable,
sustainable moderately, sustainable poorly, neutral, unsustainable pootly, unsustainable

moderately and unsustainable (table 3).

700000
v_;y‘,“..:.....ig !

Table 3. Types of EU own resources with regard to the degree of sustainability

Type of a tax Objectives
Ecological Economic Socio-cultural Administrative

Sustainable + + + +

. + + 0
Sus:lamabie n 0 N N
moderately 0 N N

. + 0 0
Sustainable 0 4 0 N
poortly 0 0 .
Neutral 0 0 0 +
Unsustainable i 0+ 0+ N
poortly
Unsustainable ) ) 0+ +
moderately
Unsustainable - - - +

Source: own study.

+ positive; - negative, 0 neutral

A moderate resource meets at least two fundamental criteria and administrative criteria
and a poor resource meets only one group of fundamental criteria and administrative
criteria. A neutral resource does not affect the sustainable development nor in a positive or

negative way and an unsustainable resource affects in a negative way at least one type of

criteria.

We define the sustainable EU own resources system as a system of logically connected
resources that as a whole contributes to sustainable development. Such a system can only
be composed of resources categorized as sustainable and neutral. Apart from the

sustainable system, we can identify neutral and unsustainable systems, where the former
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has no effect on sustainable development and the latter, dominated by unsustainable
resources, affects sustainable development negatively. We can also develop a framework
for categorizing resources in the same way that we did for the debate on systems, although
this is more of a challenge. Table 4 contains the proposals of such criteria, drawn from the
theory and sources presented in point 1 of the paper, and recommendations of sustainable

development economics.

Table 4. Assessment criteria of EU own resources sustainability

Ecological
criteria

Economic
criteria

Socio-cultural
criteria

Administrative
criteria

Sustainable exploitation
of natural resources

Fiscal efficiency and

stability

Democratic accountability

Cost effectiveness

Healthy life conditions

Fairness between
Member States

Fiscal sovereignty of the
Member States

Transparency

Pro-ecological behavior
of consumers and
companies

Economic
integration

Financial autonomy of the
European Union

Sustainable statistics

Source: own study.

The first rubric, Ecological criteria, is qualitative, and divided into three criteria. The
role of public revenues in sustainable exploitation of natural resources generally comes
down to the internalization of the ecological costs. It consists of employing special
ecological taxes and fees, which increase the prices of particular goods and services, and
through this, the consumer should rationalize their consumption and exploitation. Healthy
living conditions are improved by the elimination of harmful substances, noise, radiation,
air pollution etc. Special taxes, fees and financial penalties can be imposed on different
institutions and companies in order to prevent such activity. Public resources can also be
used to encourage companies and citizens to pro-ecological behavior, mainly in order to
maintain the species and landscape diversity. Such instruments as additional taxes, fees and
penalties can limit negative impact on environment but on the other hand, such
instruments as special tax allowances and preferences can be used to encourage companies
and citizens to ecological investments and leading ecological style of life. For all the above

we limit our assessment to legal solutions on EU own resources with regard to their

influence.
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The second rubric includes economic criteria [based on quantitative data]. Fiscal
efficiency of the resource means its capability to reinforce the EU budget with revenues in
particular periods of time, and its inherent fiscal discipline (in the years 2000 — 2013 own
resources cannot exceed 1,24% of EU GNI and the EU budget must be balanced). The
optimal solution is where a few fiscally similar resources reinforce the EU’s general budget
(Cieslukowski, 2013: 165). We measure fiscal efficiency by the share of the resource in the

EU’s total revenues, according to the formula:

r 1
FEI, ==—-—, (3.1)
D A
where: ' — fiscal efficiency indicator for the particular resource 7 in the period # fi_

. . . I
revenues from the particular resource in period 7 Z t

— total EU budget revenues in the
period 7 / — a number of EU own resources in period % In the years 2000 — 2008 an
optimal share of a particular resource in total revenues is 16.67% and in the following years
— 20%." For each year, five different brackets of efficiency are set, showing the difference
between optimal and real shares.

Stability of the resource means its resistance to fluctuations caused by internal and

external factors; we measure stability with a fiscal stability indicator according to the

formula:

S
FSI, ==£-100, (3.2)
X

where: " fiscal stability indicator of the particular resource in period 4 Y— a

standard statistical error of the regression function for particular series of revenues (Y) in

period # X — an arithmetic average for particular series of revenues (Y) in period £
Statistics assumes that the phenomena is stable when the indicator is lower than 20%. In
the paper, five brackets of stability are set: [0 — 10%) (very stable); [10 — 20%) (stable); [20
— 30%) (moderately stable); [30 — 40%) (unstable) and over 40% (very unstable).

Usually we would see to analyse the fairness of the fiscal burden both between EU
Member States and between their citizens. However the current and proposed EU own

resources systems do not impose taxes directly on citizens, so analysis of fairness in the
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second case seems to be pointless. Fairness between Member States, according to the
Treaty on European Union (protocol 28), exists when the fiscal burden on Member States
is proportional to their share of EU GNI. We evaluate fairness with the help of the
Pearson Concentration Coefficient (K). In the paper ten brackets of concentration are set:
[0,0 — 0,2] (very fair breakdown), [0,2 — 0,4] (fair breakdown ), [0,4 — 0,6] (moderate
breakdown), [0,6 — 0,8] (unfair breakdown) and over [0,8 — 1,0] (very unfair breakdown).

We draw economic integration criteria from economic integration and fiscal federalism
theories, which also express the Treaty rule of subsidiarity. We define three detailed criteria:
1) an even breakdown of revenue bases between Member States, 2) tackling negative
external effects and 3) tackling accidental division of public revenues between Member
States.

We treat revenue bases in a broad perspective: for customs duties, it is the value of
importts; for sugar fees, the size of sugar production in tons; for VAT resources, the value
of consumption; and for GNI resources, the value of GNI. Once again, we used the
Pearson Concentration Coefficient (K) to determine the breakdown of the bases between
Member States, using the same brackets as above.

Criteria of tackling negative external effects and accidental division of revenues are
rather qualitative. However, in the paper we assume that the resources perfectly meet the
criteria if they reinforce the EU budget completely. Then we employ the Resource Property
Indicator according to the formula:

"
RPI. =—-100, (3.3)
¢

RPI

o . . r, .
where ' — resource property indicator in period #, t— EU revenues from a particular

resource in period 7 T Total revenues from a particular resource in period z We employ
the following brackets of EU resource property: [zero— 20%] (state resource), [20 — 40%]
(divided state resource), [41 — 60%] (moderate divided resource), [60 — 80%] (divided EU
resource), and [80 — 100%)] (EU resource).

In the third rubric, we develop the socio-economic criteria. Democratic accountability
is a qualitative criterion and with regard to the EU’s own resources assesses the influence
that citizens have on resources. Such influence can only exist with the help of the

European Parliament, which should have real legislative power over resources.

26



00000000000000
CENTRO STUDI SUL FEDERALISMO 000000000000000000

PERSPECTIVES ON FEDERALISM f}a'c'o‘::::om:::
'{_00000011“::2 9

Fiscal sovereignty of the Member States is also a qualitative criterion and means that
the EU resources cannot be deployed without respect for national independence and
interest; in other words, all Member States should reach agreement in the case of the
resource.

The European Union has a degree of financial autonomy when it possesses real own
resources. According to the theory, a real resource should meet the following conditions: 1)
it is situated on EU territory; 2) it belongs to the EU entirely and permanently; 3) it is
directly imposed on taxpayers; and 4) the EU decides on its construction (Alves,
Cieslukowski, 2006: 3 — 4). Most of the criteria are qualitative, only completeness is
quantitative and we assess this with the help of the Resource Property Indicator (3.3).

The costs of collecting EU revenues should be as lowest as possible for the European
Union, Member States and “tax payers”. Our assessment of the scale of resource costs for
the European Union and Member States is based on the relation of costs to collected

revenues, according to the formula:

C
Cl, ==--100, (3.4)
Tr,

ft
t

Tt Crt

where — cost indicator of particular resource r in period 4 "— collecting costs of

particular resource 7 in period 4 T _ EU revenues from particular resource 7 in period #
Five brackets of cost effectiveness are employed: [zero — 1,0%)] (very low costs), [1,0% —
2,0%] (low costs), [2,0% — 3,0%] (moderate costs), [3,0% — 4,0%)] (high costs) and over
4,0% (very high costs).

The EU costs comprise those of legislation, revenue management, control, audit and
advisory. Such costs are paid by the EU Council, European Parliament, European
Commission (General Budgetary Directory), OLAF, Court of Auditors, Internal Audit
Service (IAS) and Committee of Socio-economic Affairs (CSEA). The costs of the EU
Council linked to particular resources are assessed on the number of legislation pages
dedicated to the revenues and total costs of functioning. The costs of the European
Commission are assessed on the base of employment structure in particular revenue
departments and total costs of functioning. The costs of the Court of Auditors are assessed
on the base of the number of pages dedicated to the particular revenues in all issued

documents (annual operating reports, annual financial reports, detailed reports and
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opinions) and total costs of functioning. The costs of OLAF are assessed on the base of
the number of the proceedings and total costs of functioning. The costs of IAS are
assessed on the base of the number of audits in General Budgetary Directory and the total
cost of functioning. The costs of the CSEA are assessed on the base of the number of
opinions dedicated to EU resources and the total costs of functioning. Finally, the costs of
the Parliament are assessed based on the number of issued law acts with the EU Council
(Customs Code), separate opinions, the costs of expert evaluations dedicated to the EU
resources and the total costs of functioning.

We evaluate the costs of the Member States on the basis of the costs of the tax and
customs duties administration. The sources of information are two OECD documents
from 2004, and 2011, comparing the tax administration in OECD countries: Tax
Administration in OECD Countries: Comparative Information Series 2004 [OECD 2004, p. 65]
and Tax Administration in OECD and Selected Non-OECD Countries: Comparative Information
Series (2010) (OECD 2011: 126 and 127). Such a way of costs assessment seems to be
suitable in the case of customs duties, sugar fees and VAT resource because Member States
are responsible for administering the collection and transfer of revenues to the EU budget.

In the case of GNI resources the role of Member State comes down mainly to the
calculation and transferring of due payments according to the EU’s schedule. Then the
costs of Member States are rather marginal and they are assumed at the level of 0.1% of
transferred amounts.

We measure costs for “tax payers” with the help of two indicators. We derive the costs
of VAT and sugar fees by taking the average number of hours necessary to calculate and
pay taxes in particular Member States. Five time brackets are set in each year of analysis.
We calculate costs of customs duties by the number of obligatory documents necessary
during customs clearance procedure in particular Member States. We source our data from
two reports: Paying Taxes. The global Picture from the years 2006 — 2012, issued by
PricewaterhouseCoopers and World Bank; and Doing Business from the years 2006 — 2012
issued by the World Bank and International Monetary Fund. In the case of sugar fees, we
make our assessment using the example of Polish organizational solutions.

Transparent resources means that EU citizens know how much and why they pay for
EU, who decides about the resources and if the resources are managed professionally. We

define transparency using a number of detailed qualitative and quantitative criteria: 1)
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openness, 2) public consultations, 3) number of law acts, 4) independent control and audit,
5) transparency of construction, 6) accessibility in a mother language, 7) high accountability
standards, 8) essential grounds for the revenues and 9) performance management. On the
further analysis, we find that only the third criterion is quantitative, and we set five brackets
of assessment for each year according to the number of law acts.

Sustainable statistics, a qualitative criterion, present new models of calculating our
prosperity and wealth. Such indicators as GDP or GNI are currently strongly criticized
because they are strictly monetary measures, and do not take into consideration many
important variables that concern the quality of life, e.g. the quality of the natural
environment, the quality of health and education, and happiness. The subject literature
proposes some new indicators (New Zeeland Composite Sustainable Development Index,
Ecological Footprint, Environmental Sustainable Index etc.), which express better
sustainable development (Lawn (ed.) 20006). New indicators should also be used in

European statistics, including calculations connected with EU own resources.

5. The Methodology of evaluation

We evaluate the data through a compilation of two linear classification methods: 1) a
benchmarking method; and 2) a scoring method. Hellwig originally presented the
benchmarking method in 1968, and at the core is a hypothetical model to which the
evaluated object is compared, using special measures to calculate the distance between the
model and the object. The scoring method evaluates the object’s features (weighted and
normalized variables) with regard to the criteria with the help of a special system of points.

The evaluation procedure of one object (the particular resource or the whole system)
consists of the following steps:

1) Preparing the benchmarking positive model,

2) Weighting the criteria,

3) Calculation of the weighted value of the model,

4) Evaluation of the object with regard to the criteria with the help of the scoring

method,

5) Comparing the object with the model (calculation of the taxonomic measure that

indicates the stage of development of the object in comparison to the model),
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6) Graphic presentation of the results and interpretation.

The benchmarking model consists of qualitative and quantitative criteria, to which we
compare the evaluated object. With regard to the limits of information the model has only
a positive character (is a stimulant) which means that high values of variables are preferable
to low values. We select our variables (criteria) with the help of the heuristic method and
they meet statistical essential and formal features. We present the main categories of criteria
in table 4; in total, we employ 29 detailed criteria, grouped into 12 positions within four
main categories.

All four categories of criteria have the same weighting (0.25), and are normalized.
Equality between the criteria arises due to the sustainability of the system. The total

weighted value of the model (A,) equals the sum of the weighted variables (17,):

A, =2V (1)
j=1

Vi =W, -Q,; . . o
‘”’ i" G I/,;,— value of the weighted model with regard to the criterion j, »; —

where:
weighting of criterion j, ¢,,— maximum value of the assessment with regard to the criterion ;
y, w — benchmarking object, 7 = 1,..., n — assessment criteria. We express the maximum
value of the assessment (¢,), dependent on the criterion, in a special point scale or
indicator (e.g. quotient).

The evaluation of the object is the measurement of the degree to which the particular
weighted criterion is met by the particular object, and is expressed by the following
formula:

Vij =W, 0Q;, (4.2)
where: [7;— weighted value of criterion 7 of the object with regard to assessment criterion j,
w; — weighting of assessment criterion j, ¢; — evaluation of the object 7 with regard to the
assessment criterion 7, 7 = 1,..., m — objects of the evaluation, ; = 1,..., n — assessment
criteria.

Evaluation of the object (¢;) can be expressed in a special point scale or indicator (e.g.
quotient). The final aggregated total value of the object (A) is the sum of weighted values

of particular variables (1/):
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A =Zvij. 4.3)
j=1

We can calculate the distance between the model and the evaluated object a number of
measures. Usually different measures are employed for quantitative (e.g. Euclidean, urban,
Bray and Curtis, Jeffreys and Matusito, “Canberra”) and qualitative (e.g. Russel-Rao,
Jaccard, Dice’a, Sokal-Michener) variables. Here, both types of criteria describe the EU
own resources system, so firstly the special procedure of transforming variables into one
quantitative category is employed (by the scoring method). We evaluate Evaluation of each
resource with regard to the particular criterion with the help of the following uniform
scoring scale:10 pt. — meets criterion very well, 8 pt. — well, 6 pt. —moderately, 4 pt. —
pootly, 2 pt. — very poorly and 0 pt. — does not meet the criterion at all or is neutral.

Next, we calculate the distance between the model and the evaluated object with the
help of normalization and Euclidean distance:

d, = Zn;(\/ij —VWJ-)Z, (4.4)
=
where d;, — Euclidean distance between the model » and the object 7, 1; — weighted value
of the object with regard to the / criterion, 1/, — weighted value of the model with regard
to the / criterion. The distance is smaller the object is closer the model.
Finally, each object is described by a taxonomic measure (7) that indicates the stage of

its development, according to the formula:

d.
m=1-—"% @45
i q (4.5)

w

where

dW = \/Zri: ij _V—wj)z (46)

and 4, is the Euclidean distance between the positive and negative model with regard to the
criterion j and 17,; — weighted value of the negative model with regard to the criterion ;.
The assessment value comptises the range [0-1], 7 = 0 for the negative model and »; = 1
for the positive. The higher the value of ;, the closer the object is to the model. However,

the analysis comprises only positive models, so the distance d,, =1and finally:

m, =1-d,,. 4.7)

31



\ 00000000000000
CENTRO STUDI SUL FEDERALISMO 00000000000 0000000®

PERSPECTIVES ON FEDERALISM /77565680000 o .
"7‘7‘“"..!..- -.-.2 !

The paper presents analysis for both systems (binding and projected) in three
dimensions: 1) an assessment of the whole system with regard to all criteria, 2) an
assessment of the whole system with regard to 12 criteria and 3) an assessment of particular
resources with regard to all criteria. Additionally we assess the binding resources according
to four main categories of criteria and compare the projected resources with the binding
ones. Depending on the dimension analysis and results, we assess the sustainability rate 7
according to a different scoring scale. It means that the rates m; result in different
dimensions and cannot be compared to each other because they use different bases in
distance calculation. The general rule is that the nearer »; is to 1, the more the system

(resource) is sustainable. We present our results in radar and bar graphs.

6. Results of the evaluations

6.1. The EU own resources system in the years 2000 — 2013

Between 2000-20006, and 2007-2013, two financial perspectives were applied and there
were changes to EU own resources; in Table 5 we present the main features of the system
in these periods.

The taxonomic rate of development for the whole EU own resources system (7zzu00-
2013) 18 assessed at the level of 0,331 in the scale [0,0; 1,0]. It means that the system is
generally poor but acceptable.

Analysis according to the main 12 criteria shows an unequal development of the
system. Graph 1 shows that the system mainly supports fiscal sovereignty of the Member
States, assures European Union fiscal autonomy and is cost effective. Additionally the
system supports economic integration quiet well. On the other hand, the resources do not

support natural environment protection or they are neutral with regard to this challenge.
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Table 5. Construction of the EU own resources in the years 2000 - 2013

Category 2000 - 2006 2007 - 2013
Agticultural duties, sugar fees, . . .
resers | customs duties, VAT, GNI(GNPn | g8 (8 5 WO TRER, e
2000 and 2001) i ’ ’
- o
Customs g((;oﬂle)ctlon costs 10 and 25% (since Collection costs 25%,
duties and e . Common Customs Tariffs for
fees Different collection rules for . .
sugar . . agricultural and customs duties
customs and agricultural duties
T 5
Base limitation to 50% of GNI Bas'e limitation to 05 0% of GNL,
(GNP in 2000 and 2001), Uniform rate 0.30%,
VAT Uni . Reduced rates for: Austria 0,225%,
niform rate (difference between o
Maxima rate and , frozen” rate) Germany — 0,15%, Netherlands and
Sweden — 0,10%
Base calculated in market prices, ESA 95
Base calculated in market prices, (GNI),
ESA 95 (GNI) (ESA 79 (GNP) in Uniform rate calculated during the
GNI 2000 and 2001, budgetary procedure,
Uniform rate calculated during the Yearly relief amount for Netherlands
budgetary procedure (€605m) and Sweden (€150m) in 2004
prices
Rabate for UK,
Relief in financing UK rebate for
Germany - 2/3 otiginal amount in Some changes in UK rebate since 2009,
Corrections the years 2000 and 2001 Reliefs in financing UK rebate for
Reliefs in financing UK rebate for Austria, Germany, Netherlands and
Austria, Germany, Netherlands and Sweden - %4 original amount
Sweden - %4 original amount since
2002
For payments: 1,27% of GNP in the
years 2000 — 2002, 1,24% of GNI
Limits Since 2003, 1,24% of GNI for payments and 1,31%
For commitments: 1,335% of GNP GNI for commitments
in the years 2000 — 2002, 1,31% of
GNI since 2003

Source: own study based on Council (2000) and (2007).
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Graph 1. The EU resources system according to the main categories of criteria
Source: own calculations.

We assessed particular resources at a similar level to the whole system (graph 2), from
which we can generalize that all resources support sustainable development poorly.
Customs and agricultural duties attained the highest level whereas GNI received the

pootest score in our assessments.
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Graph 2. Taxonomic rates of EU own resources development in the years 2000 —
2013

Source: own calculations.

Graph 3 shows relations between the resources with regard to the main four categories
of criteria. It shows a generally equal development of resources except for the influence on
ecology. Resources mainly support economic and socio-cultural development and are
acceptable with regard to the administrative criteria. In particular, our assessment shows
that customs score highly as quite good tools of economic integration, fiscal efficiency and
stability. On the other hand, legal acts that regulate resources do not, in the main, include
clear rules supporting ecological development. In this result, we assess the resource as

neutral.
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Graph 3. Sustainable development of EU own resources in the years 2000 — 2013
Source: own calculations.

6.2. EU own resources system for the years 2014 — 2020

In 2011, the Commission presented proposals of two new resources that were to go
into effect from 2014: a financial transaction tax (FI'T) and VAT-base tax (Commission
2011d). The Council did not accept the Commission’s proposals; however, it is worth
investigating how the new resources meet the criteria of sustainability. The analysis consists
of carrying out the simulation of new resources and other proposed changes in budgetary
conditions in the years 2000 — 2012, based on our use of the following assumptions:

1) New VAT and FTT replace the VAT and GNI resources.

The FTT, apart from increasing the financial autonomy of the European Union, is
supposed to stabilize financial markets and increase the share of financial institutions in
financing the costs of the post 2008 economic crises. It is imposed on the gross turnover
of all financial transactions on the secondary market between commercial financial
institutions (banks, investment funds etc.). The Commission proposes two minimum tax
rates: 0,1% for regulated market (turnover of shares, bonds) and 0,01% for the rest of
transactions. The intention is for two-thirds of the revenues collected to reinforce the EU’s
general budget, and rest of the amount national budgets.

New VAT is supposed to increase transparency and connection with EU citizens; and
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is a new tax based on an independent tax base and rate. Generally, the main changes, in
comparison to old system, consist of a limitation of the tax base, introducing new and
easier methods of tax calculation, and introducing an independent EU tax rate (1% of tax

base).

2) Administrative costs of traditional resources decrease from 25 to 10%,

3) Own resources celling is reduced to 1,23% of GNI for payments and to 1,29% —
for commitments,

4) A replacement of binding correction mechanisms by yearly lump sum
compensations, deducted from GNI resources. The Commission proposes the
following compensation amounts: for Great Britain, €3,6bn; Germany, €2,5bn; The

Netherlands, €1,5bn; and Sweden, €350m.

The taxonomy rate of development for the whole projected system (72014 - 2020) 1s
assessed at the level of 0,350 in the scale [0,0; 1,0]. This means that the project is slightly
better than the system in force in the years 2000 — 2013 (%22000.201; =0,331) however, overall,
it is also weak with regard to sustainable development criteria.

Analysis according to the main 12 criteria results shows an unequal development of the
system. Graph 4 shows that the projected system shows significant improvements in
comparison to the previous one, mainly in respect of transparency, fiscal efficiency and
stability, and very slightly with regard to economic integration, fairness and financial
autonomy. The weaknesses of the project and reasons of them are the same as in the case

of the previous system. It does not support ecology and democratic accountability.
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Graph 4. The EU resources system 2000 — 2013 and the new EU system according

to the main categories of criteria
Source: own calculations.

Once again, we assess particular resources in the projected system at a similar level to
the whole system (graph 5), and find that resources support sustainable development
poortly, but at an acceptable level; customs duties and FT'T received the best scores whereas

the GNI resource obtained the worst.
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Graph 5. Assessment of EU resources for the years 2014 - 2020

Source: own calculations.

The FTT turns out to be quite transparent, cost effective, and quite fair, and works
in accordance with the sovereignty of the Member States (graph 06). It also has a positive
influence on the financial autonomy of the European Union and on economic integration.
It is also fiscally very efficient and replaces GNI resource very effectively. However, the
new resource is not very stable because of fluctuations on the financial markets. The
weaknesses of the resource are typical — it does not support natural environment

protection (or is neutral) and democratic accountability.
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Graph 6. Assessment of FT'T according to 12 main criteria

Source: own calculations

The projected resources, in comparison to the previous ones, generally improved
(graph 7); all of them scored more points than the previous ones. In particular, the new
VAT resource, thanks to its better transparency and better influence on financial
autonomy, gains the most. Sugar fees and customs gained mainly because of a reduction in
collection costs. GNI resource improved in the field of efficiency because FFT replaces it

and as a result, the GNI share in total revenues is nearer the average.
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Graph 7. A Comparison of EU own resources 2000 — 2013 with the project 2014 -
2020

Source: own calculations.

7. Final conclusions

The paper presents the conception of a sustainable EU own resources system and an
assessment of two EU own resources systems with regard to sustainable development
criteria: the system in place between 2000 and 2013, and a system projected for the years
2014 — 2020. We base our study on multi-criteria comparison analysis and Hellwig’s
conception of a taxonomic development indicator.

The analysis shows that both systems, and in particular the EU own resources, support
sustainable development poorly. According to table 3 the systems and resources can also
be classified as poor rather than moderate. Generally, while they meet economic, socio-
cultural and administrative criteria at an acceptable level, they do not support (or are
neutral on) natural environment protection. Formal regulations of particular EU own
resources do not contain any obvious and straight solutions in this case, although it is
difficult to discern any harmful effects caused by these resources. From this result, we can

confirm the hypothesis formulated in the paper.
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We assess the projected system for the years 2014 — 2020, with new VAT and FTT,
higher than the previous one, mainly in terms of transparency and fiscal efficiency. In order
to support sustainable development both systems should be equipped with typical
ecological taxes or fees (e.g. a tax on the airplane tickets, the highway fee, the CO; tax) or
with some ecological instruments, such as e.g. ecological allowances. Nevertheless, an
assessment of all resources always ought to be carried out with regard to all sustainable
criteria.

The methodology proposed in the paper allows for the use of both qualitative and
quantitative criteria, assesses the whole system, and particular resources in different
configurations, and allows for their comparison and the creation of rankings. The multi-
criteria comparative analysis makes the evaluations more transparent and gives results that
are more objective. However, the analysis also shows some disadvantages. The most
significant is that it is difficult to compare results received in different dimensions, e.g.
results at the level of 29 criteria with the ones at the level of 12 criteria. The general
indicator, (m,), is the most important as it shows the quality of the whole system or the
particular resource. Other indicators, (e.g. graphs 4, 6, 7), can only show relations between
different criteria and indicate advantages and disadvantages of particular objects in
different configurations. The other problem is that while a scoring method improves the
quality of qualitative criteria, it weakens the quantitative ones, with the transformation of
these results into points. Employment of different methods of distance calculation between
the model and the real object can also give different results. These comments
notwithstanding, while we constantly seek to improve the methodology, we maintain that
multi-criteria analysis seems to be more convincing than typical qualitative assessment

made by the prism of the main resources and the most conflict criteria.

* University of Roma Tre.
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