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A. Problem and defipnition: ZEuropean integration, Eurcpean fiscal
adiustment and the financinrs of the Buropean Corrunities®

The vroblem of providing adequate finance for the tasks allotted to the
Eurorean institutions arises regardless of what ideas are held about the
ccncept and objectives of European integration. If the degree cf
integration achieved is to meet the conditions of a federal state, the
tasxs undertaken on a sovereign basis at the "Zuropean level' need adequate
finance just as much as the tasks allocated at the supranaticnal level if
integration does not progress beyond the status quo. At all stages in the
precess of economic and political integration, therefore, there is a need
for a rational revenue system, in which financing will be a dependent

variable influenced by the degree of integration achieved at the tinme.

The ccnverse can also be considered. The revenue system at Eurcrean level
has repercussions which may hamper or promote integration. Cn the one
kand inadeguate or non-existent financial autonory at Europear level would
do little to hasten the integration process. On the other hand the
granting of greater autonomy with regard to revenue and the adoption of
forms of financing likely to promote integration would produce an impetus
towards integration. A BEuropean fiscal adjustment system may te regarded
as a precondition for a European union going beyond the status cuo and as
an important support for the desired economic and monetary union. The
ratual derendence between the financing of "Europe" and the attermpts to
unite Europe is the subject of this article, a theme which is often
neglected in discussions of the prerequisites for a European eccnozic

end conetary union,

trher would like to thank lr Klasus Schneider of the
icn of the Burcpean Communities and Mr Zrwin Reister

of ihe General Secretariat of the European Parliament for
n
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le ghall discuss concrete proposals for financing against this background
ef mutual interrelationships. As criteria are necessary for the
assessment of these proposals, these notes are concerned mainly with the

search for rules against which an econcmically appropriate revenue system

for tre European Communities may be judged.

In these notes it is assumed that a growing need for expenditure rust be
covered and that this protlem cannot be solved simply by releasing the
necessary funds by means of a different expenditure policy. We do rot

go into the guestion of whether this assumption that there is a given
expenciture requirement, which may be considered in conjurnction with the
Popitz and Wagner law, is realistic or whether this develozment is
desirzble. The question of the methods and limits of greater integration,
which can be answered in different ways from the economic and political
points of view, will only be dealt with in passing insofar as it is linked

with financing problers.

The rroposed lirmitations relate to the areas of a European fiscal adjustment
system within the framework of which the responsibilities for tasks, for
expenditure and for revenue rmst be assigned to the existing levels. Tre
financing of the European Communities is regarded primarily as a grotlem
of vertical fiscal adjustment (or vertical apportionment of reverue).
Responsitilities for tasks and fcr expenditure are discussed only if such
discussion makes it easier to assess the different types of revenue found

1) - . . .

at Eurorean level ', Expenditure from the Community btucdget, with its

1)

©

terpt to find a basis for the financing system in the histerical
lels of the develorment of the Fedcral State of Germany cr the
can Federation of 1731 wac largely ruled out. See C. h--_e"--n,
dcetrolitik und Integration' (Budget Pelicy and Inte-*at enl,
.cnzauitencrie und Heushaltckeontrelle in den ZurozHischen Gemein-
schaften! (Tinancial autcnomy and tudgetary control in the Lurcocemn
Cemnuniziec), Colerne 15£5, ro LO et secq,rwore particular
cche Zollverein als historiscres Vorbild einer v
on in Zurona'" (The German Custems Unicn ecs & his
in erraticn in Turoze), "ispects financiers et f
tion &concmioue 1nternat10nale" (Financial and £
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different methods of payment, for instance in the field of social and

1)

regional expenditure, is disregarded . Although within the propcced

definition this theme is part of the traditional subject rmatter of fiscal

2)

adjustrment™’, it is - in the traditional treatrment - only rarely exarined

from the supranaticnal point of v1ew3) and has only very recently teen

investigated in relation to the concrete possibilities of financing the

4)

Buropean Communities ‘.

In the following notes a brief structuring of the problem precedes a

search for economic grounds for assigning revenue jurisdiction to the

"Fourth Level"; at the same time we examine, among other things, what

knowledge can be acgquired from an economic theory of federalism. The

1)

2)

3)

L)

See F. Franzrmeyer, B. Seidel, "Yoerstaatlicher Firanzausgleich und
eurorische Integration" (Supranational fiscal adjustrment and Zuropean
integration), Bonn 1976, pp 142 et sega. By fiscal adjusiment

Franzmeyer and Seicel largely undercstand only EBuropean C0M~ur*ty
expenditure on regional development prograrres (p 1?6 et secq); i

this connection see alsco the critigue of t.e narrow ccncept by K.
Sctneider, "Uberstaatlicher Finanzausgleich und EuropHische Integration™
(Supranational fiscal adjustment and European integration), Finanzarchiv,
new series, Vol 36, 1977, p 343 et seq.

Popitz says: "Fiscal adjustment (therefore) relates to the state of
most territorial authorities from the point of view of their actual
and desired rutual financial relationships". J. Popitz, "Der klinftige

Finanzauszieich zwischen Reich, Lindern und Germeincern'" (Future fiscal
adiustment between state, provinces and districts), Berlin 1922, p 1 et
sec. ind Rath says: '"The raising of funds brings with it the Trotlenm
of fiscel adjustment", W. Rath, "ZuropHischer Finanzausgleich' (Zuropean
fiscal adjustment), 2nd edition, GBttirngen 1G53, p 5.

See W. /lbers, "Steuer- und Finanzproblere in einem Gemeinsarmen Markt',
(FProtlers of taxation and financinc in a Common larket); W. Gerloff and
F. leurark (ed), '"Handbuch der rinsnzwissenschaft" (Manual of the Theory
of rutlic Finance), Vol IV, 2nd edition, THbingen 1%€S, pr 222 et seqq;

-

T, Keller, "riranz u=*1e~ch (I)" (Fiscal adiustrent (I)), "L::*\B*‘ rtuch
der Cozialwissenschaften" (Concise Guice to the Social Sciences), Vol 3,
GHttirzer 1925, p 556 et sea; also the Tox Ecrronization Rezert cof the

—_— - -—

ZZC Tax and 3

-ir:n ial Committee (lieumark Committee), Zrussels 1342,
K

and K, Reding, "Zur Problematik eires :1na“zaus:le*chv in der

:uTCf51£C1’Q Cereinschafi" (The Problems of TFiscal Adjustrment in the
Zurcrcan Community), H.oved. Groeben, H. MBller (ed), "MBslichkeiten und

crzen c:nor EurczHischen Union'" (Crpertunities and Lirmits of a European
Union), Vel 2, Baden-Zaden 1477, pp 2C3 et secq.
~ce:  Zenert of tie Co~mittee of Experts for examination of tie functien
ol ~utllc finunces in Zuromnean integratiocn, Vol I, General Rerort,
Er:::els 1277y »p 71 et sem and Vol 1I, "ZinzelbeitrHse und Arteitsunter-
lzzen" (Individual Papers and VWorking Doc“ﬂents), Brussels 1677,7p 520

et =eqq,(referred to in the following as the MacDougall Group, Vol I or
1 II).
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applicability of the criteria and principles of rational revenue or

tax systems to Community revenue is examined tefore the arguments
relating specifically to integration take the foreground. The central
there is "an approach to integration' in the context of which the
integration process is analysed first as regards the effects of adjustament
on the member countries and then in relation to its demands on future

revenue from the standpoint of the new level which is being created.

Because of the importance to integration policy of the redistribution
between the Member States, the revenue system rmst be regarded as a
parameter of regional redistribution. 1In this context we get an analysis,
with reference to revenue, of current financial relationships between the
Cormrmunity funds and member countries which often ends in an uncritieal,
“careralistic" determination of the net flow of transfers between the
Comrmunity funds and the merber countries. VWhile examining the
significance of these analyses, the question arises of possible
further-reaching research to deterrine the force of Comrmunity revenue

for redistribution between the countries in the context of a "functional"
approach1). The last section of this chapter contains a summary of thre
criteria for assessing the future form of the revenue system of a public

sector for the Member States which is being expanded and/or restructured.

The last chapter contains comments on the continued development of the
European revenue system in relation to integration; here concrete
financing proposals are examined on the basis of the criteria developed
in the rreceding chapter and a new proposal is put forward for

discussion. These consideraticns, based on selected financing

1) Cn *his distincticn see V. Scheper, '"Gesamtwirtschaftliche
Urverteilungseffekte der Agrarpolitik" (Zconomic redistritution
ffects cf asgricultural policy), Paper feor the Annuzl Conferexnce
of the Association for Social Policy, 1978, duplicated in
panruscriot form, p 11.
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instruments, become more important because, under thLe current firancing
arrangerents and with the number of Member States in 1979, the firancial
resources of the Community will be exhausted at latest at the teginning
of the 198051) and European integration will therefore reach its lirmits
on the financial sidez). For these reasons too '"it is to be exgected
trat the finences of the BEuropean Comrmnities will become increasingly

i:portant"B) 4).

B. The cevelopment of rules for assessing the financing of the Eurozean
Cormunities

I. Three levels of avproach to the problem of firance

A distirction should be made between three levels of aprroach to the problen

of finance which has to be solved:

1) the acssiznment of revenue responsibilities to agencies;
2) the selection of types of revenue;
3) the definition of a European financial constitution in the context

of integration.

1) This statement is true even if we consider the budget forecast for the
Communities (1979-1981); this is not btased on a simple extragolation of
exrenditure in 1973 tut is asscciated with a more definite hysothesis
kavirg the object of curbing agricultural expenditure. Commission of
tnhe Zuropean Comrunities: Three-year finencial forecast, 167¢-1620-1931,
Supplerment to Volume 7, Individual Plan III, 1978, p 11.

2) For this reason at the end of lovember 1978 the Commission of the Zuropean
Communities submitted to the Council and the Zuropean Pariizment a
memcrondum concerned with possible ways of financing the Corrunities in
trhe future and inviting the lember States to discuss the protlerx.

See: TFinzncing the Communities' Budget - future method, Zurorean
Ccrmunities Bulletin, Annex &/72.

¥, }5ller, Zurcopean Community(ies) arpears in "EanduBrtertuch der
Wirtscnaficwissenschaft" (Concise Guide to Economics) (Manuscrizt p 63).

M
p—
4
[ ]
.

“1
>

runity tudrmet is cdccurented in arnex II3  this will ernctle the
rezder whe ig less well informed about the present system of financing
+re Communities to familiarize himself with an analysis of ihe scocze and
siructure of the Comrunity budget as well as with the Yown rescurces"
system and "fund financing".
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Tre different levels are intended to make it easier to assess existizg
thecries, knowledge and attempts to find solutions in relation tc the
financing problem we have to analyse. If in what follows we examine
what contribution can be made by the theory of federalism, a trarnsfer
of the criteria and principles of rational tax systems to the "Fcurth
Level” and a viewpoint geared to integration to the develorment of
epecific criteria for the assessment of a BEuropean revenue system, we
rust expect differences in the derivative rules of assessment agairst

the background of the problem which has been outlined.

The first level of the problem appears when we enguire into the corponents
of revenue auntonomy and when there is an assignment of revenue
responsibilities to levels. Ve might then look for economic reascns

for greater centralization on the revenue side of a pudblic sector the
structure of which is changing. The concept of centralization or
decentralization can be linked with the concept of a jurisdictional
structure which in reality can be described on the basis of existin
revenue adjustment systems and can be analysed according to the cbject

and the exerciser of revenue jurisdiction. To the gquestion, "Assigrrent
to whcn?" the answer is either to the Communities or to the Mexber States,
and to the question "Assignment of what?" the answer usually takes tke
form, in the case of revenue, of a division between revenue-collecting
Jurisdiction, administrative Jjurisdiction and legislative jurisdiction
("object jurisdiction"), with the latter further subdivided into the power
to fix tax rates and the right to determine the basis of assessment. 1In
a rrofile of centralism, therefore, we find that fiscal adjustrent
arrangenents tend to reflect revenue-raising autcnomy. Diagrem 1 shows
the assignment protlem in its basic form, no further differentiation teirng

1)

racde tetween fiscal adjustment systems and the object ‘.

1) Ses rarticularly G.F. Brezk:, "Intergovernmental Fisc
tte United States", YWeshingtor DC 1907, Charter 2, and TF.
“CrundsHize der Zuordnung B{ifentlicher Bkcnomischer Furkt
Rrrmen von GebietsxBrperschaften" (Principles of assignrme

t

,
%

L
N b b

r inm
of public

faclougall Group, Vol II, pp 369 et secq.
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Diagram 1: Assignment of aspects of revenue jurisdiction to European

Communities (EC) and Merber States (}S) in vertical fiscal
adjustment systems

Fiscal Systen of Mixed syste~ Divided svsten
edjustzent | assignment 7 N
s§stem "frc: the Tax-sharing Surcharge Ear:aég}d lict ear-
b ampat bottom (tax pool) systen Tyre Tvre rarked
nSpect upwards" i 35
of ¢ and fixed,
jurisdictiocn rate rate
fixed free
EC NS = MS 2l NS EC MS IC S EC ES
Legislative

asse
- Ccver

Jurisdiction
- over basis of

ssment

& share in

tre basis of

asece

Jurisdiction over
revenue-collection

Jurisdiction over

irrlen:

ssment

entation

[?oir origingé?

Aipart from the question which aspects of revenue jurisdiction shculd be

the ccncern of the Communities, we arrive at the second problem level

which differs from the search for a suitable fiscal adjustrent system

in that concrete types of revenue are now sought1). Should the

Comrunity be financed ty means of credits, charges and/or taxes and what

connection is there in the different systems of vertical distrituiion of

revenue between the funds accruing to the Comrunity and the types of

revenue? At this level it becomes clear that the integration cI revenue

is nct necessarily a matter of allocating additional funds btut rather of

mekirr a different allocation of the existing funds of all the Cczmunity

countries.

1) Fer this distincticn see alsc V. Bickel, "Der Finanzausgleich! (Fiscal
adiuctrent); V. Gerloff and F. Neumarx (ed), "Handbuch dor Finanzc-
vizsenccrnoft" (Neanual of the Theory of Public Finance), Vol II, 2nc
edition, TWtirzen 195€, pp 74k et seq and r 74¢ et sec for the political
aspect of fiscal adjustment, which is also emphasized here; sece aleo
H. Baller, "Die Steuern" (Taxes), 2nd edition, TUbingen 1571, § 2C.
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The third and perhaps most important problem level is to te found in

the ccnnection between the degree of integration aad the fiscal acdiustment
system. Vertical apportionment of revenue depends rartly on thke degree
of integration; Customs Union, Common Market, Eccromic and lonetary Union
and also a political urion are characterized not least by different
systems of fiscal adjustment because of different fiscal needs. The
protlen of a future Eurcpean firancial constituticn can aiso te fitted

into this integration relationship. On the way to economic and =cnetary
union closer cooperation between the member countries and the Communities
can te organized in different ways. Progressive integraticn dercards
cormon legislation in which the institutions of the Comrunity will play a
different part depending on whether we are working towards a fecderation

or a confederation1). A more federal solution to the problez of a
constituticn for the Communities would include further development of the
European rarliament so that it became an international charber, whose
decisicns would be subject to the arproval of the Council of Ministers,
which might develep into a sort of Cabinet. The government of the
Communities might emerge from the Commission. In the case of a confederal
constitution for the Cormmunities, as preferred by the French, government
functions might be allotted to the European Council, for which no provision
at 211 is made in the Community Treaties; the Councils of Ministers would
become specialist cabinets and the Cormmission would cease to be an
initiating institution and would become the administrative ard

implementing body. In this model the influence of the Zurcrean
Farliament would not increase, even as a result of the elections to be

held in 12379. Finally, the financing of the Commurities rust also be
consicdered in the political context of integration; the fiscal adjustrment

syster will be deterrmined by the political solution to the constitutional

1) 1In tnic comnection see H. Schneider, V. Wessels (ed), f dem Were zur
E Hicchen Union?  Diskussicnskeitrdze zum T:nde*ans- e.-cht" (Cn tk

w3y to Zurorean Urion?  Favers cn the ¢-nuemans Rerort), Bernn 1977,

elco ”z:rora eche Union 1930" (Eurorean Union 1980), Eonn 1970, p 10 et

.y

T
©
-

cem, rnd H, Cberreuter, "Kann der rarlomentarismus Uterleten? Zund -
LHnder - “uroya" (Can Parliczment curvive?  Federation - Countries -

Eurcrpe)", 2nd edition, Zurick 1978, particularly p 74 et seqq.

2) Sec also G. SchmBlders, "Finanzpolitik" (Financial Folicy), 3rd editica,
Zerlin 1970, Chapter 2.
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II. Eccnomic reasons for assigning revenue jurisdiction to a higher
T aee
level

There are two main objections to using the theory of federalism as the
basis for designing a rational revenue system for the Eurcrean
Corrunities,

The first objection is that constitutiornally the Eurcpean Community is
not a federation; at present it is a supranational association of

sovereign states in the form of a "Common Market'", with no unifcrn

- i

1)

currency or laws, so that at best we can speak of embryonic federalism .
If we nevertheless atterpt to cite arguments from the economic thecry of
federalism, it is because the main problem with this theory, ie the

preblen of assigning powers to 'upper'" and "lower'" levels, also arises in
connection with the European Comrmunities' powers in relation to the revenue
side cf the Comrunity budget. Ve therefore have to ask whether the
arguments put forward for centralized and decentralized soluticns to the
rroblen of firnance can supply any guide to the formation of a raticnal

P
revenue system for the European Communities ).

This forrulation of the problem in itself raises the second objection
to the application of the federalism theory to the revenue side of the
Corrunity btudget. This is because, in attempts to solve the assignzment
of jurisdiction problem within a multi-level financial managezexnt systen,

public expenditure is in the foreground and revenue - with a few

1) See V. Emerson, "The Finances of the Eurorpean Cormunity: A Case
Study in Zstryonic Fiscal Federalism', W.E. Cates (ed), "The
Folitical Ecoromy of Fiscal Federalism'", Lexington, Mass 1977,

p 122 et secq.

2) Tor tris econcrmic view cf fecerzolism, see also W.E. Cates, "Tiscal
K liem", MNew Yecrk 1372, p 16 et secq andé G. Dentcn, "Finanz-
licsmus und der Haushalt der ZurcpHischen Cereinschaften"

czl federalism and the budset of the Zuropean Communities),
gration, ko 1, 1979, p 11 et seq.
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. 1
exceptions ). tends to be handled on a classification basis in

determining fiscal adjustrment systems.

Agairst the background of the discussion on economic federalism, we

may therefore examire whether (a) a greater degree of centralism on
the revenue side is justified and (b) such justification is comgatible
ith a specific allocation of revenue responsibilities at Community

level.

T-e eccnonic justification for more centralism on the revenue side will

be examined briefly on the basis of the following arguments:

1) saving of costs in the collection of revenue,

2) financing on own responsibility,

3) supraregicnal tax effects,

L) avcidance of great regional variations in the yield from

duty or taxZ)'

Savings of costs in the collection of revenue may occur where there is
a higher degree of centralism if for technical reasons taxation and/or
berrowing lead to a greater net fiscal yield. VWhere the distribution

of responsitilities is the same, savings can be achieved by centralizing

1) VMecre or less on the princinle of "Fiscal Equivalence"; see M. Clscn,
"The Principle of 'Fiscal Zquivalence': The Division of Restonsibilities
among Lifferent Levels of Governrent", The American Econcmic Review, Vol
59 (104¢), © L73 et seaq; rcrinted in Gerran under the title "Das
Prinzivy 'fiskalischer Gleichheit': Die Aufteilung der Verantwcrtung
zuicschen verschiedenen Regierungsebenen', G. Kirsch (ed), '"T¥deralismus",
Stuttgart 1377, po €5 et secg; see also R.L. Frey, ""J' scrern
FBéerzliesmus und Zentralismus" (Eetween federalism and centra2lism),

Zerne 1577, »p 23 et secc, and H. Hanusch, "Tende“c*es in Fiscal

Federalicem'", H.C. Recktenwald (ed), "Secular Trends of the Futlic Sector,

Iroceedings of the 32nd Congress of the International Institute cf Putlic
inance", Paris 1973, rp 12% et seca.

2) Sec IV fer the criteria of procedural policy; according to Eickel
tcxes zhould be subject to central control, '"they derend cn the state
of the nntional eccnecmy as a whole or, convercely, have a c:::rﬁz“;nt
eifect cr it and are therefore particularly suiizhle zs a re~—ulziing
instrument", V. Rickel, "Der Firanzousgleich'" (Fiscal Ai'*":cnt)
Ve Jerloff and F. Neurark (ed), "Handbtuch der Finanzwissenscralt! (Manual
&~

o the Treory of Futlic Finance), Vol II, 2nd edition, loc ci%t, p 7L3;
re &lso makes a distinction between economic, financial ané political
crlter‘a; ibid, pp 748-751.
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i

1)

tre administrative authority

The principle that each level rust finance its tasks on its own

resnersitility ("fiscal responsibiliiy") leads to tihe revirnue autcrnomy

of all territorial authorities or levels and thus tc the divided =z ste-.

Relzted ‘o the Communities it world mean 2 great measure of rentr:lizatic
5
=)

for as at the cther levels, all rcwers wculd rest witrh the Temmuniiies™ .
Thic is now in some measure the cacse with customs duties and agriculrurel

vrice-ad’ustment levies where we ncve an earmarked divided systerm,

Tre ecoromic reasons for a great measure of fiscal reszonsipility at the
¢iiferent levels can be deduced from the link between the cegres cf
autonc~y and awareness of costs at government level., A large Teasure
of ficcal responsibility creaiecs better conditions for & mere ezcromical

werformarce of tasks than a system of fiscal adjustment witl lesz =2utcrorny
h)
4

\nd )t

in which other bodies pzy, in other words a form of cost reirturzerent” .
At Community level, a grezter measure of fiscal responsibility i~
Tinancing might well be a spur to the fulfilment of tasks mcre in line

L)

with need ', which does not have to be guaranteed to the same exten: in

1) TFor general corrments on the tax collection costs borne directly bty the
straticn see F. Neumark, "GrundsHtze gerechter uid Eioncmicel
ler Steuerpclitik" (Princirples of fair and eco:c*‘ca“v r
'cy), TUcln;en 197C, ¢ 372 et secq, and with srecial refererce
in relaticn to 1evels, tke figures given bty “.Z. C\t
rzlisrus in Theorie und Fraxis; Lerren Zlr
schaft!” (Fiscal federalism in theory and zractice;
tho Euro*e an Communit: ), laclougrall Croup, Vol II, r 32C and
literature c1ted there, also A. Ereton, A. Scott, "The Zccromic
Censtitution of Federal States", Teronto 1978, p 10E.
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2) The greastect mecsu.. of cenira li::tion would occur if th D“rcgean
Cormmunity were to fincnec the lower levels within a systen of grints

3) Tiiz “ree-ricder' thegis, uhich ag rerards privatie houzehc
ir relaticn to fipmicingc and 'nil cczte' in the stotuzer
incurance, is sitill rzore difficull to examine emzirical:l
cf zoliziczl citnerizies, ltlhcurn cxperlence of %rz It
léw growe the conrsction teti.een the refund of cests :n
exroniiture, e Te~cornl Gevernvent Repcrt on the elf
Yoeaitel Sinanzing Lavy ZTD 74SZC ca %C Decemter "’

YY) Lor ve FRo, Tofficionz des Bffertlichen Selitors aus velirwirtoo-oIilichlr
Sloatt {The cifzediner of the zublic cector from the roint oI vier 27
roilconel occneonyl, loneiionyicchie leitoceharift fUr Vel.ziricoce.oft unce
Srotictin lwiss Jeurnal of Leoenindics axnd Statistics,, Lo 3, GuTl,
 3CC et secg.
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the case of general grants from the lower levels which are typical of

ne financial contributions from the member countries to the Communities.
There are limits to the wish for fiscal responsibility if the assessment
bases are inadeguate and therefore taxes have to be coordinated. These
solutions do, however, permit of financing methods which would allow

direct demands on the taxpayer.

In accordance with a demand which is frequently mentioned in regard to
efficiency in allocation end is related to the free-rider protlez, those
who berefit from public services should be those who ray for them. This

concect, like the demand for responsible financing,is based on the
principle of '"fiscal equivalence", which says that supraregional spillovers
of bernelits and costs should be avoided., This suggests that in the case
of exterral effects reaching beyond the frontiers in the fulfilment of
national tasks, surranrational solutions may be necessary1). If taxation
produces supraregional effects, it suggests that supraregional zgreerents
may te necessary. There would then be cause on the revenue side for a=n
"yrward shift" of respensibility if, in the case of taxation, there had

2)

to be regional passing on of tax or "tax exporting"™’ and there was no
comrensating contrary influence on the expenditure side. A demand might
therefore be that the jurisdiction for taxes with supraregional incidence
should also be organized on a supraregional basis and various forms of
horizontal and vertical tax coordination would have to be considered;

such agreerents require a more central division of authority than would

1) See FacDocugall Group, Vol II, 379 et segq and Vol I, rp LS et secq;
in the latter passage (» 49) tHe Yexternality or szillover" criterion
is arplied, where certain policies cut right across 21l (or some)
llember States and it would te irmpracticable or undesiratle to maxe any
atteipt to limit these transnational effects or to control therm at
naticrnzl level,

2) R. Feffexoven creais of tax being excorted "if the tax "ield of a
on (rrovince, state, eic) exceecds the tax perforrance' ... and
cos rt of the rezicnal tex yield is not rrcoccduced by the recion
itz This situaticn leads to an exransion of the legislative
eutherity ond the revenue-collecting authority beyond their cun
frcntiers.  R. Peffekoven, "Zur Theorie des Steuerextorzc" (The
thecry of tax exports), THbingen 1975, p 4 (quotations) and p 9.



te the case with taxes affecting a lirited area1). This
greater centralization can also be underpinned for reasons of ccrzetiiion
end it rmust be established in detzil which of the powers within a revenue
arrangement need central control in order to eliminate undesirztle effects.
1f, for example, tax exports and imports cause taxpzyers to migrate from

one Member State to another, and if labour becomes undesirably robvile,

the harmonization of the bases of assessment and rates of tax which is
considered necessary can only be effected by means of supranaticnal
agreerents; to this extent the harronization of taxes always rcezns a
lirmitation of the national power to taxa). For example, in the case of
taxation intended to avoid distortion of competiticn, the revenue-collection
jurisdiction and administrative jurisdiction might be left '"at the botton"
vrhereas the object of taxation, the taxpayer and/or the rate of tax could be

3.

determined "at the top' Regardless of the reasons behind the wish for

1) In this connection Bretcn and Scott complain of the argument in tre
literature ''that rmore coordination among jurisdictions would zlways be
better than less, that is, because it (ie the litereture, thre author)
irplicitly assumes that the costs of coordiration are zero, its treatment
of the assignment problem is systematically biassed towards excessive
investment in coordination and in harmonization'", A. Breton, A. Scott,
"The Zccnomic Constitution of Federal States", loc cit, p 107. This
statement at the same time presents a further justification of fiscal
resztensibility in financing and disengagement of the financing
juriscdictions.

2) As rezards taxes relating to products and factors, see Il. Lndel et al,

"Bericht der Facharteitzgruppe Steuerharmonisierung" (Report of trhe Working

Farty on tax harmonization), H. v.d. Groeben, H. MBller (ecd), "l¥glich-
¥veiten und Grenzen einer EuropHischen Union" (Crzortunities ané limits
of a Zuropear Union), Vol 3: "Transrnaticnale Hooreration, Steuver-
harmonisierung" (Transnut*o nal cocoeration, tax hermonizeticn), Zaden-
Eccen 1976, vr 75 et secqe and pp 65 et sega, 2lso D. Pchrer, "Zuz
Grenzauszleich bei der Umsatzsteuer" (Croes-frontler ecuziizaticn related
to turncver tox), F. Zohley, G. Tolkemitt (ed): ";**‘,czafts
2lc Grundlzge steaatlichen Handelns" (Sconomics as th iz
n), dedicated to Heinz Ealler on his 65th birthiay, Tﬁbihgen 1979,

(D
(T’

2) I ikhig ccnnmection Desser thinks there is a potential for cerntralization
tzczuse in his crinion demzrcation of the eccnormic sectors of natlonal
tzxes tecormes more difficult with increasing econcrmic intezration and
this m=y treduce tachis for the Durorean Cermrurnity which con te

cccsmrlicred vy means of a Comrmunity budret. DlGoll. Dosser, 'oter
zu iniren fincnzvirte c*aftl-c“en Fraren im Zusamrenhan~ mit dor Wi
::h:f:: nicn" (Some finanecing problems considered in conjunciio i

ic Urnion), Cormiszien of the Eurorean Cermunities, "Economic

t
0O
17
D

ion, Zruscels 1973, C-III, » 73; a thesis ty V. n-bers, wnich relates
mere to the rotential of decentr*‘izat*on, reads: Y“that those taxes in the

- .y N ' ] L ™ ” : - . - » .
o:c-,r‘ Uznion" greur of experts, Zurcrtean gCOﬁOTlC integration on teretar;

cace ol which differences in application and form cause t e cmallest change.

in ccmpetiticn may te left witkin the comretence of the rembter ccuntries,
harmonization teing rartially waived". V. Albers, "Steuer- und Finanz-
c cb exe in einen Gemeinszmen karkt" (Tax and finance protle=s in a Comron

zet), Hendtuch der Finanzwissenschaft (Manual of the Theory of Public
T?-innvw-o\ Vel TV, PnA eAds+ian. Yar A3+ w 207
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fiscal equivalence, Xnowvledge of the regional incidence of taxatica is

1)

one of the basic factors for decisions on centralization ‘.

There is zrnother reason for centralization if we consider regional
differences in tax revenue. Revenue from customs duties, which for
gecgrapaical reasons can only be collected at certain places (frontiers
:ith third countries, ports) or which for unforeseen reasons (eg strikes)
accrues in one country rather than another, tends properly to belong to
urbrella territorial authorities, as such fortuitous circumstances will
orly exceptionally be matched by an equal expenditure requirement in thre
region concerned. Even within a customs union, in which the country
collecting the customs duty is not necessarily the country of destinatien,
trere is a need for resources to be redistributed cerntrally, or Icr tke
revenue-collection jurisdiction to be centralized. There are similar
reasons for a central revenue authcrity when the regional distritution of
tex revenues fluctuates a great deal even though the use made of tax
orvortunities is comparable and this situation cannot be atiritutec to any
given tasks specific to the region. The more ore-sided a regional tax
rrofile, the more likely it is that this difference has little to do with
excenditure recuirements and if special influences, eg the turden of the
costs of ccngesticn, are considered, there seems to be a case for a zore

central revenue-collecting authoritya) or some other umtrella finarcing

1) See R. Feffekoven, "Internationale Finanzordrnung" (Internationzl
financial ranagerent), H. Griner, A. Schllller (ed), "Irnternationale
Wirtschaftsordnuns" (Internaticnal econormic managerment), Stutigart,

lew Yorx 1978, p 123 et seaq, ibid, "Zur Theorie des Steuerexgoris"
(The theory of tax exports), loc cit, p 26 et segg.

2) Tre exzmzle of totacco duty cemenstrates that decentralized
revernue-collecting power wculd te of little use. let us assuce
thzat totacco producers are greatly concerntrated regicnally and
trat trey have to pass on 211 tobvacco duty, waich is payatl
ever;.nere, toc the revenue authorities; in the akcence of

.

czproregiornal ranagerment of the reverue from the duty it weould te
errviirarily distribated, See S.J. lushizin, "Distritutica cf
Tedercl Taxes amcns the States", MNational Tax Jeurnal, Vel 9 (+¢35),
vz 18 et seca, and Ch. liclure, "Tre Interstate Zxgoriing of State
end Local Taxes: Estimates for 1662", National Tax Journzl, 23
(AOHF‘ - C/ F

27C), op 2CE et secq.
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arrangezent (eg horizontal fiscal adjustment).

Cn the above arguments, economic reasons could be found for a greater

cde

Jus
Commu

reve

1)

gree of centralization on the revenue side ‘., If no such eccncmic

. s . iy q 2 .
tification rad been possible ), greater autornomy of revenue iz th

nity could only have been underpinned politically. Whereas with

nue autoromy savings of costs can be achieved sirply by shifting tke

adninistrative powers to a higher level, in the case of the other

Justifications the revenue-collection and legislative powers alsoc have

to te centralized., Except for the demand for fiscal responsibility in

financing, the two other criteria fail to produce any specific ccaclusions

a2bout ar acceptable fiscal adjustment system or about concrete tyves of

revenue to finance the Comrmunity budgetB) To this extent the

"{ederalistic arproach" is found to be only partially atle to procuce

ccncrete reverue for the Comrunity budget

L)

1)

2)

3)

F. Neurarx draws attention to a "tendency for the relative imrortance cf
(central, government taxation to increase' and refers to an "ece-cld

trend towarcde centralization of taxation', which on the one hand he

recards as a consecuence of the a’locgulon of tacks to different levels

end on the other hand accounts for on fiscal-political grounds. AS
evicence leurmark cites the Federal revenue from taxes as a rrorortion of
trhe total tax yield. See F. lNeumark, "GrundsHize gerechter und Bxonomisch
rationaler Steuerpolitik" (Principles of fair and economically raticnal

tex volicy), loc cit, pp 10-12; quotations pp 1C ané 11. See alsc

¥. Heurann, ”Co:meuys", H.C. Recktenwald (ed), Secular trends of the

Futlic Secter, loc cit, pp 160 et seco, also D.G. Davies, "Iniernaticnal
Ccwrarisons of Tax v.rhcyures in Federzl and Unitary Ccuntries", The
fustralian llational University, Cerntre fcr Research on Feceral Financi
Relations, Research Mono-ranh No 16, Cankerra 167¢. A distritutiocn o
the tax yield according to levels of powers in federaticns and unitary
states will te found in the Table, Annex 1.

’
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See 2lso R.~. Musgrave, F.B. lusgzrave, L. Kullmer, "Die Bifentlicken
Finarzen in Theorie und Praxis" (Public finznce in tleory and cractice),
Vol 4, Tbingen 1978, p 157.

"

(1 ¥ad -~

Tuwischen I'Bderalismus und Zentralisms",
lcc cit, tp ©3 et sesg; lheore

=5 duties and the taxaticn of

erzl taxes; taxes imposed as a o

ining laws for the tcomation
orpetence of the Fedeornticn
1y, after recdistritution, marxet-like revenue is nct re-oxrde
nsing to any particular level.
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Tre thesis put forward ty R.L. Frey in cornnecticn o iss
n cn the

1:ith
cceerding to viaich there should be greater centralizaoti:l b
side thran on the exrenditure sicde, could not be analyzed in detail for th
Eurscrean Communities because the subject was too limited; as regards the
developing level of the Communities, the author seems to think tkhe opposite
is more convincing. Ibid, p 97.

O
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III. The annlicabil‘ty of the criteria and princirles of rational tax
systens to the Zurcovean Comrmunities

We fird further useful information if we examine the adortion of criteria
used to assess existing tax or revenue systems. On the one hand trere
are the general tax principles and on the other the special dezands rade

on revenue systems by local authorities.

If a large rmeasure of autonomy (earmarked divided system) is deranded for
future financing at Buropean level, and if it is also assumed - also
unrezlistic at present - that as regards its aims and scope the European
budget is comparable with the national budgets at federal level and fulfils
the traditional tasks of allocation, distribution and stabilizaticrz,
taxation princizles cculd be used to eassess the tyves of tax. Tais
stirulation is necessary because in fiscal adjuctrzent systems with a low
level of autonory for the Commurnities direct recourse to the taxzeyer is

ut of the question and in the grant system, for examzle, in the Zurorean

‘3

Cormunities we have financing by contritution rather than by taxation.

It would therefore be premature, especially at present, to adopt tlre
criteria of a rational tax system at European level, It is mcre important
to aralyse the specific demands rade of a European revenue systex (see IV).
Tris is done on the supposition that they do not on the whole coincide with

1)

the general principles of taxation and may even be in conflict with them ',

Independently of the discussion on economic federalism and the ap:roaches

2)

f iti science exterts to a theory of political intecration
of political rerts t theory of political tegrat

there is, particularly in the German-language countries, an iatensive

1) Such conft

licts may also occur in a cempariscn tetween the general
criteria of ration

al tax policy and the special reguirements of local

)
lo)
<
[1]
8!
55 4
(4]
3
ot
é’

2) See J.J. Hesce (ed), "Politikverflechtung iz flderativen Stoat"
: on in trze federal ctate), Eaden-Izden 0

scert, . Schnatel (ed), "Folitixverflechitung II,
aus der Praxis" (Political integration II,

ue ard Renorts from practical experience), Kreaterg 1977.

T,

A - -
ol Schurpf, 3.
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conflict with the features of a rational local goverrzment revenue
system. This discussion might be turned round on the assurpticn

that argucents which are "anti-low level! tend to be "pro-high level"
and vice versa. This would produce a kind of 'reversed local revenue
systenm" for the Comrmnities. A count cf the taxes which, accocrding

to the criteria named in the literature, are found to be useless as
loczl taxes (for instance, progressive income tax, prorerty tax, srtecial
excice duties or trade and land tzxes with progressive rates) ), does
irdded bring evidence of their suitebility for financing central
goverrment in a federal state, but not of their special suitztility fer
firancing European tasks. And as regards the reversal of the criteria
for aprropriate local taxes, it is doubtful whether it is unreservedly
usefulz). In accordance with a reversal of this type Community revenue

should have the following characteristics:

1) that the ecuivalence principle is not applied;

2) that the taxes are unnoticed or not felt;

3) elasticity of yield of <1.

3)

Vhereas these inversions will not stand up to examination”’, a different

situation arises if local taxes are reguired to show the smallest

1) See H. Timm, "Gemeindefinanzen I, Theorie" (Local Goverament Finances
I, Treory), EanduBriertuch der Sogla_wlssenschafte (Ceoncise Guide to
the Social Sciencec), Vol L4, GBttingen 1G(5, p 299 et seqq; G. Seiler,
"Ziele und !ittel des kommunalen :1nanzauvglelc“s, Referat flr den
Firanzwicsenschaftlicken Lusschuss des Vereins flr Socialpolitik™
(Cbjects and resources of the comrunal fiscal adjustrent, Fager for
the Ccrmittee of the Scciorolitical Association on the .hecry of

utlic firance) 1978, duplicated in maruscript forr, pp 55 et segq;
K. Littrann, "Die Gestaltung des konmmurnalen Fineonzsystems unter
raumordrunscpolitischen Gesichtespunkten" (The crganizatien of th
lcczl gevernment flnarc1ng system from the point of view of planning
rolicy), Hanover 1952.

4

2) ct of the criteria which follew see the EIxgert Crinicen
b e "
-

£ ck 196u on the local tax sys*em end lecal tax r
ederal Revublic of Germany,'Der ‘iscenschafiliche Zeirz
cecministerium der Flnanzen. EZntschliecsungen, Stellunincrhmen und
Gutrchten 19L2-1073" (Econcmic Advisory Ccuncil $o the Federzl llinistry
F1 rance: Resolutions, comments and exrert ctinions 1G43-1C73),

n 1974, pp L6 et seca.

3) If we only think of local ecuivalence by grours iz the ccnziext of
local goverrrent, it certainly cannot te agrlied cn a Zurcnean scale.
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vossible differences in yleld per head within local authority areas of
the sazme size. The inversion of this view provices justificatica for
trhe centralization of taxation which has already been irmportznt in the
discussions of centralism. If the economic activity underlyirng

taxation is very unevenly dispersed, the autonomous use of this revenue
by the area vhere the assets are located cannot be justified on thre
grounds of the eguivalence theory nor can it gain approval as regards

the rassing on of taxes to the region. Greater centralism in one

forn or another would be indicated, but a Eurocpean system would only be
indicated if the two situations referred to assumed '"Zuropean prororticas'.
Zven the wish for less sensitivity in local taxes to the cyclical
ecoromic situation could be applied inversely to the European level,

but only if this was required to exert influence on cyclical trexnds.

Thus the "inverse attitude" is only useful in some cases and even then
cannot always be applied at Comrunity level but only serves as a negative

derarcation.

IV. Criteria evecific *to intecration

1. Intersration of revenue from the point of view of the lember States
O &
0f the Eurovean Cormrunities

ct
IS
.
o

1.1 Problems of adjustrment for Member States in the financing of
Eurorean Corrunities

Tre following remar«s are tbased on the assumptiorn that a Eurorean revenue
sycstenm hias special features vwhich we can deduce from the integration
context., TIne special features of an integraticn-criented revenue

systes are cerived frcm the objectives cof integraticn and the ascsociated
tasrs of the Community budget.

a5 rezexiz the financing of the Communities the process of intecration

-

D)

can also be seen as a progressive willingness of the rember countries to
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renounce their rational sovereignty. The national waiver of revenues
rroduces effects which we often fail to analyse in spite of their
significance for the progress of Zuropean integraticn. The effects

of a greater degree of centralizaticn on the Nerber States rust,
however, be implicated, particularly in recard to the assesszent which
has to be made of provosals for a future revenue system. The fcllowirg

rroblems of adjustment will be singled out:

1) limitation cf the rights of the naticnal parliament;

2) the effects of federalism within the State (fiscal adjustment
vithin the State rade more difficult); -

23) limitation of flexibility of national taxation;

4) effects on readiness to pay and willingness to integrate;

5) need for harmonization.

In analysing these recercussions, which arise simply from the handing
over of national revenues to the Comrmunities, the distinction betweern
financing by "cormrmunalization" and financing by means of Yadditional
resources" is important because national scvereignty is affected in
different ways depending on whether the budget of the Comrunities is
firanced at the expense of national budgets or in addition to the
national budgets. In the first case expenditure and revenue are
passed on "upvards'. VWhereas the taxpayer is not directly affected
when finance is provided by communalization, in the case of the second
elternative ke has to meke additional contributions towards th
Cermmunity bucdget. In the face of these two choices a pessimistic

view of rational sovereignty might be that the parliazments of th
countries agree to an incrcase in the Cormrmunity government

share ° and thus increase the burden on the taxgpayer rather thon that
trey renounce rational rights in favour of passing tasks and the
trovisicn cf firance on upvards. This hypothesis can also be
ccnsidered in conjuncticn with the importance of the Zurogpear Farliarmen
which c¢wn te chonzed by means of direct electicns., It is therefcre not

e that in the lenz term this parliament, in conjuncticnz with

L=

1) Tre Cerrmunity zovernrent chare can be intergreted as the cucticnt
of tnc exzenditure of the Ccmmunity and the national product cf
tre Cocmrmunity.
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the various countries, will be able to reach decicions abcut the revenue
side of the Community budget. \Whether parliamentarians in the Zurorean
Farliament will =2gree to a federal system rather than ts a surcherze or
divicded system remains to be seen; the former assumes greater cocrdination
betveen the merter countries and a bipzer sacrifice of national revenu
autoncmy than a fiscal adjustment system vhich permits of additicns to
raticrnal texes (partial legislative jurisdiction) or a still hirher
evenue jurisdiction. This could induce a morentumz towards grezter
reverue autonomy vhich would leave national rights largely unt uched1).
The elternatives of communalization and supplermentary financing are the
subject of decisions by each Member State itself in the interral process
of adadtation to the increasing financial needs of the Corrunities. If
all the "rationalization reserves" of the Member States are exhausted
they rust either change the national rates of tax, bases of assescment
or exerption limits or cut their expenditure prograrmes. The nraticnal
fecerallstic structure and the arguments on fiscal adjustment are tound
to te affected bty the outcome and it is likely that the smaller
territcrial authorities will endeavour to pass the burden of adjustment
to the feceral authority or central government having regard to the
traditional responsibility of central government for foreign pclicy.
Conversely, the Federal Government will refer to regional accruals and
berefits from the Comrmunity budget and try to versuade the provinces
and/or districts to share in the financing or will force them to
participate. The greater the financial burden, the more difficult
national adjustment will beZ). These problems would be intencified if
Community revenue arrangements were mace which had a direct effect on
the naticnzl division of revenue betueen the territorial authoritics,
as would te the cace in the Federal Republic of Gerrany if value-added
tax were used to any sreat extent to finance the Communities, It would
trerefore te favourable to the develonment ¢f a Durcoean revernue systen

equzl, a2 form of revenue vere selected which would

17 Fer trhe =rotlem, linlted with this subject, of the effects of a
surrzactionzl tox autherity cn the relationshiz tetween teor and
. inzncin~ in the rember countries, cese H. Giersch (e

D fL

i

t2ii und Glotalsteuerung (Ilscal policy and over

» Tiiirgen 1073, pp 123 and 137.

2) iee ciscuccicn in "Die Zeit", lio 29 of 8 July 1977, No 3C cf 5 culy
2TTT ond lic ,1 of 22 July 1977, between H. Apel, Federal H:nz"‘c* of
rinance, W. Leisler Kiep, Land lMinister of Firance and M. Recmzel,
Ctertiirgerreister.
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have the least possible effect on the federal structures of tke lMember
States. -

But the prctlems of adjustment go further than this. Limitaticns

on rnzticnal expenditure or losses of reverue not oxnly have fiscal
effocts on the federal system, they hove non-fizcczl effects as well,
hational autoncry suffers from any harmonization of bases of assessrent,
exerxticn limits, tax rates, etc, and protlems arise particulerly if
naticnal orportunities for action are lost in conseguence and the use
rade of this potential at supranational level is either nil or rnot i
acccrcdance with the national way of thinking. TFor example, if large
rroportions of the revenue from indirect taxes (revenue-collecting
jurisdiction) pass to the "Fourth level", these funds can no lonzer te
used at national level under procecural policy. If the Community fails
to take over a ccrresponding function in procedural policy there may te
a transfer of the public finances remeinirng to the country with a wide
veriety of requirements1) which, incidentally, may rmeke harmonization
even more difficult if it becomes necessary at a later date. 1In
regard to the European revenue system, we might therefore reguire that
the choice of one of several financing systems should, other things
being ecual, involve the least possible limitation of national tax

flexibilityz).

The atove argurment can be refined if thke attitude to adjustzeat in
tre integration process is classified by net recipient and net dcrner

countries, The recipient attitude includes & voluntary cr forced

r

1) In this connection F.K. Monn, in his postscrirt to the reprint of
his "Steuerzoliticchen Ideale" (Ideals in the rmatier of tax),
Stuti-art 1972, rmakes fresh reference to "puiiins financial j"‘:c"
¢n o econcric bacis" and also rentions 'disscirzaticn of the effectis
of taxes", p 245 et seq.

2) t¥z wrotlems of imrlerenting Community repulations in the
r2l Reruklic and tkhe L¥nder, sece Finzl Repo”* £ the Ccrmmission
z Hrc'iry into Constituticnal Reform, BTD (Federa) Governzert

uilication) 7/5924 of 9 December 1976, pp 146 et sec.
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integration-oriented attitude on the one hand but on the other a
relaxation of effort; a planned tax increase will rot be impocsed

cauce the extira payment "from the top'" makes it unnecessary. The
eTects of these 'bonugses"zt the Eurorean level produce difficult preblex
in the analysis of efficiencyq) comparatle with those arising frez th
effectiive use and monitoring of rational progrommes of regicnal and
econcmic policies. Net donor countries tear the financial burden;
trese couniries will therefore only agree to additional taxes, thrus
giving a further impulse towards integration, if a comprehensive
cost-tenefit analysis of the advantages and disadvantages of grezter
integration produces evidence to show effects which will over-compensate
the position of the net donor ('"paymaster"). The burden of net payments
is therefore the price tc be raid for the advantages it is koged
integration will bringz). Cver and above this the "rz:masters" often

ry to stipulate the conditions for the receist of paymernts or to nake
their willingness to pay dependent on the ability to exert suck

nfluence.

Tre last problem of adjustment is the need for harmonization in all its
multifarious forms. For instance, the value-added tax regulationss)
assumed that this tax was levied in all the member countries. Then
tr.ere was a need for harmonization in the establishrent of a commen
basis of assessment by the Community and finally the tedious and still
unfinisned adjustment in the national turnover tax legislation. TyTes
of revenue, vhich by compariscn need little harmonization or relate to
bzses of assecsment vhich have already been harmonized, exert 1ittl
cainet integration, other things teing ecuzl, In this

resaect taxing the gress national product or taxing firzl consumntion

)

as urder value-added tax is at first sizht relatively simple, as a

1) ESec wrizarily R.P. Nathan, A.D. Fenvel, E E. Cealkins, '"llonitcring Revenue
Coorins, Vechinsten IC ‘“7, and D.l. Gremlich, "Interzevernmental
Crermis: A& LRoview of the Empirical L teratu e”, W.Z. Cates (c2), The
rolitzcel Zeenmemy of Tiscal Fedcr liem, Torecato 1“7/ tre 219 et secq.
ilrzc Co Cmelial, "Zuicchenctoatliche T‘:“ufc“" (27) - Ziele und
luc~cztzlitunrerrcetlene” (Inte govern*ont“l transfers - Ctilectives and
mrotlers ¢f form), Tazer for the Ceomrmittce of thre Soc-c;ol;ti al
Socroelzticn on the theory of putlic finance, *9Q72, dusliccted in

~onmucorini fors P 2° et seac.

2) The zrc sci srcunientaticn is anplicable not ¢nly to the cverall rict
tut alsc to es of expenditure, such as agricultural extenditure,
under the CcA,n 1tJ tudget.

3) See Docucentation on the Community Budget (Anzex II), vp S5 et seqg.



-23- cT YIX/272/79-2

0

alculation of the common national product is available at th

Statistics Cffice of the European Comzunity and harmcaizaticn cf t:
tasis of assesszent of value-added tax including its passage into
raticral tax law is nearing completion. By comparison with taxes cn
value, taxes on cuantity are alsc suitable, probably because they seex
to need less harmonization as a type of revenue. Such simzle soluticns
ere surerior in their political practicability and the tize they take to
i:ple:ent1), though the criterion of political practicatility also
includes problems erising from the need to ratify revenue nmeasures.
Eere, at least in theory, the direct European elections make it possible
for ratification to be legitimized direct by the enlarged European
Parlizment instead of by all nine seperate parliaments. At first this
would, of course, need the agreement of the separate rarliaments azd

thus =z lasting renunciation of sovereignty by the mezter countries.

1.2 Clzirc on reverue from the point of view of the Zuropean
Cecrmunity

A rnew level in the structure of the public sector has to perform tasrs

which change in the course of time with differing degrees of autonomy.

-

It could therefore be in the interests of the '"Zourth Level" always to

ensure that its finances have the qualities of instruments to ensure

2)

treir rurvosive use in the long term . If the Cozrmunity budget grows
at a rate vhich produces repercussions in Zurope, there will be very
varied demands uncder procedural policy con the formation of Zuropean

3

nances”

2) Tcr fectures cf the use of unearmarked rublic finences as an
incirument cee X, Limmermann, "Instrumente der FinmonzmolitilM
(Inzirurents ¢f Pincneial Policy), Handbuch der Finmanzuwiscenschalt
{({lonuzl ef the Zheory ¢f Pullic Finance,, 3-d cditien, in
coll-Loraticn with . andel and H. Holler, edited by F. leumari,
TUiinz-on 1677, =p 772 et cecq.

2, Tor mrincitlois ol tox dictritution under srocedural rolicr cee
Je Zimmencohl, "Die Steuververteilung zwischien ba.c uﬁc I¥adern in
c¢ir IZunzcererurlilt Seutoerland” (The distributicn of toxes tetueen
- 5

Lo ederel Goverrment wand the L¥nder in the :edcral Republic of
¢ l
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In tke context of the effects on eccnomic development ir the recions

of Burope, irncreasing importance might attach toc a Zurorean finance

e ™

kY

rolicy related to sectors and trades as well as tc the regicrns, Tkl

-anam

is true particularly if problems of this sort increase in irporiance

with the integration nrocess and surranational action is ecencmicallr
effective1). If in the cource of its growth the Ccommunity budge: is
alsc recuired to perform a stabilizing function to be put into effect
cn tre basis of taxation of cemand, deficit spending and thus

. . c s . 2
progrecsive borrowing autonomy of the Corrunities will becorme necessary ).

In regard to future Community revenues there will also be a derand that
competiticn should not be affected. If, as is usually the czse, tiis

is considered in relation to tze taxaticn of internaticnsl trade and,

in tkhe centext of "net affecting outside competiticn' and egimilar sutjects,
ic related to tax-induced changes in corzetitiveress in goods trzaffic
ormber States and with reference to international factor irccome,
the asrect of Larsonization of taxes in the Cormon Market has to te
disregarded. From the point of view of financing, the harmonizatiorn

o the bases of assessment at low levels of autonomy in the Communities

3)
aprears rore as a technical prerecuisite for obtaining revenues”
P

f, in the ccurse of the integration v»rocess, revenue autonozy went

teyond existing taxes and if the Cormmunities were to be given jurisdiction

1) TFcr the cornection betweer Comrunity budget and employment pelicy
cee T, Peeters, "Stabilitlts ‘1ent*erte rluhnzpu‘lt*k in der
Gereinschaft sovie VHhrungs- und Vechsoelkurspolitik" (Firancial
pclicy :ith the object of stability in the Comrmunity, also currency
and excrhense-rate policy), YacDeugzall Group, Vol II, rr LI5 et secc.

2) TFor the determiraticn of taclks of the Cormrunityr tudget under
rreccdural velicy sece W.E. Cates "FironzfBleralismuc in Thecrie und
rrooic: lLenren fUr die eurczHische Geme l?SCJaf "o {Filzcal Federalism
in TLeery o“d Prnct‘cc. Lescons for th Eurcrean Cormrunity),

o Vel II, rr 2%% et seco and tn ZC7 et senn, exnd
“c1~enr;t ur egu :uc“.u“; der gesamiwiritcchaltlichen
Canrecsutachten 1972/73" (Board of Zxvzerts for the
rercll Econcmic Trends, Annual Rezert 1572/7320,
527Q.

r txs relaticneghip betieen the objectives of tax hormenization and
fiviencirng the Cemmunity Budget see also A. Prest, Fiscadl Iczues,

G. Zernton (ed), Zcecnomic and lonetary Union in Enrope, Lenden 1974,
r ©“C et sec.
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over the settin; of tax rates and bases of assesszent or ever 2 ri-~rt to

4 e yea

irzose a new tax (right of tax determination), the general recuirerents
urcder the "principle of avoiding undesired detriment to comzeitition as a

1)

result of taxatica" could be considered The competition argument
therefore gains importance in the case of a surcharge and/or earcarked

divided systen.

A Toint iz dispute is the irportance of whether a tyve of reverue is
rerceived (its "perceptibility") as an element promoting integraticen

end as a criterion for assessing a European system of reverue.

"Ferceived involvement of the taxpayer' could be achieved bty suitably
planred tax surrlements, say as a disclosed charge in the case of indirect
taxes or &5 an anrnounced surplerment on income tax. Perceptibility has
disedvantages if it has an adverse effect on awareness of Zurcpe and if

an imzlied or actual earmarking of Cemrunity taxes exacerbates disconteat
with zcvernment.  Perceptibility could nevertheless, cn the grcunds

r the literaturez), be regarded as a secondary factor in the revenue
N

sysctem /, its irmportance increasing - as in the competiticn

argument - with prowing revenue autonomy of the Comrunities.

1) See F. lieumariy, "GrundcHtze gerechter und Bicnomisch rationaler Steuer-
politik" (Frinciples of fair and economically rational tex policy),
loc cit, po 266- 532 and the literature referred to threre, also for

scecsment of the effects of government activity on competitivenecss,
I, Yetze, "Steuverharronisierurns in einer Virtschaftsgemeinschaft"
(Tax harmenizaticn in an econornic community), Hamburg 1369, rp 371 et seqq.

-

2) See F. lieurark, "GruncsHtze gerechter und Bkonomisch rationaler Steuer-
poiitik" (Principles of fair and economically ratficnal tax policy),
loc cit, pp 37 et seqg.

3) If rerccrptibility is to be used as an instrument of integraticn, we

czuld anrly the errericnce of the fiscal pcycholersists. It would te
therr Job to develor types of revenue vaich ehow identity and create

on zoereness ¢f Eurcre ond solidority zercess the frentierc, aticmal
verintiecns in tax ronest" have alco teen studied by ficezl =mcoyenolcgistsy
as rz-ardis the developnment of Zurorecn revenue, Jor examsle, the
ccnzzcaence of suck variaticns is that where rates of tax «nd zases of
arceezment ere harmonized, the yield from the noticnal zroduct will
Siflcr in relation to the tax honesty of the different rations. Ve
11122 rnot concider vhetrer this cituation sheould be accerted coc a
rericnal charaecterictic or whether a re"edj sheould te ac‘g? in th
interests of Jjustice and irtegr tien. In the case of a Lurccean
revenue systen this situation cculd te avoided bty basing assecsmii s

cn notional zroduct = a:i:tlcs. See K.-I. Hincmeyer, K. llocliiccheict,
“"ITinanzycycholorie'" (Fiscal Feychole=y), Iaquuc; der Finanzuissenschilt
(“unuu* £ the Treory of rublic .1nance; rd editicn, in collaboraticn
zith N, Andel and H. Haller published by F. Neumark, loc cit, tp 566 et

seqo, and the literature referred to there.
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2. Irntegraticn-oriented deterrminants of financing

2.1 Integration objective and financing the Community
budret

Tre irportance of the revenue systex for integration can be analyczed
on the one kand by looking into the couses of the standstill In

integration of recent years and on the other by isolatirng the condition

’J
m

for a political unicn in accordance with different theories cf
integration. The lirk with the revenue system is found if tlre
causes of the breakdown in integration can be removed ty certain
reverue arrangerients or if the stages leading to an eccromic and
political union can be passed rore rapidly by means of suitable

fin arc1n~1). At the same time it is reccgnized that financing
instrurents to promote integration can make only a smell cozntribution
towerds uniting Europe. Very protably the Burorean tasks or
expenditure play a more important part in the long run than revenue,
not to mention the political will of the llember States ancd the many
small advences tovards integration vhich are bteing accomplished by
way of nor-budget-effective changes in the integration structure.

As, however, situations can be imagined in which revenue regulaticns
can have adverse effects on integration and, moreover, an analysis of
firarcing a "Fourth Level" includes the effects of this on the
jurisdictionzl levels of the member countries, reverue is by no

reans a factor to be disregarded in the context of integration.

1) Tre irzortonce of financing the Communities for integration, and
tris can very in the ccurse of tirme, 1s also determined ty th
ecired or zttoined dezree of integration. Cn the tasic
orzoriunitics Ior develczrment of the Community see E. v.d. Greoetern,
"Die ZurczBicsche Gemeinschaft zwischen Fderation und lloticnzletazi!
The Zurctezn Cemrunity betuveen federation and natien), v.d. Croetez,
cecily, Tnlc°1n~ (cd), Kendbuch flir ZurcpHische Virtcehaft {(llonual
¢r the Zuropean ecoreny), llo 151, Cctober 1977, £z 1 et secs.
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As regards the causes of the standstill in integration1), it is difficult
to find a link with the develcpment of the revenue system. If, however,
the cause of lack of success of integration intentiens is "ceen in the
inadecuate concent of vhat an ecorormic and monetary union is and what
cornditions rust be fulfilled for it to be created and to fdﬁCle“"Z),

links with the revenue system can be found in conjunction with the

D‘j

rerecuisites and determinants of further economic integraticn. There

(¥

s, hovever, no agreement on the weighting of the criteria, as they
cderend on the basic integration theories and the degree of integration
decired. It is therefore conceivable that specific firancing systems
could be develoved for the different integration theories and for the
degree of integration desired.

From the relationship between the revenue system and integraticn let us
now pick out interregional redistribution as one of the prerecuisites

for an eccnomic and monetary union. Politically, redistribution caxn

be justified above all by reference to regicnal differences in living
(% N (&3
/ .
standards3 and to the Treaty of Rome (Freamble and Article 2 of the

Treaty of Rome). Economically, it can te considered in relation to
talance of payrment problems which may lead to intervention under

regional policy if changes in rates of exchange fail as a ccrrective.
Mere there are great structural differences ... premature fixing of
rates of exchange within the Corrunity would exacerbate exdisting tensions

and recuce the chances of rmtual convergerce of the economies linked in

1) See i. Harktrech%, '"Die EuropHische Germeinschafi' (The Iurotean
Commurnitr), Stuttzart, MNew Yorr 1978, rp 120 et czecs.

2) DRezort of the Study Greugp, '"Wirtschafis- und VBnrunzzunicn 7ICM
(Zcenermic end Monetery bnlon) llarjolin-Berichi, Zrussels 1973, t 3.

3) rz

sticzl picture of the cdisparities in inccme and living
crdz, see l'acldougell Group, Vol I, t 29, alse I, Francmeyer,
L. Seicdel, ”ﬁbcru.aatllcher F;nanzau:*-c*cn und curoYaic
Irtesraticon” (Supranaticnal ficcal ad"stre1u and urcrnean
intc-razticn), lec cit, Annex 2, oz 233 et seca, alce Tuile 4 oon

p- 44 e4 sezgy; for a justificatien of inter-stote redistrituticn
cee aice U, Zverlirng, “nus~leich der wirtschaftlichen und sezialen
Untercchiede in der EG" (nd*ustln; econcnic and social diffsrences
in :ne Eurcczean Community), Die Bank (Tae Bank), No 12, 19
o S£7 et secc.
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tre Community unless rassive financial transfers vere made to arrzroxizate

1)

S

tre structural boees of the econsmies to one another”

DCT NA S -, Ay

tava

vhetler this financial safegsuardinrs of an economic and moretarw unien
is fcund to te adeguate in theory and on whether it would te
poiitically feasible from the point of view of the flow of finance
required, integration could be accelerated or the degree of integraticn

attaired could be consolldatedz)

Tre poewer to redistribute wealth among the regions resting with a revenue

systen cr with the overall financing system having influence teyond

Ccmmmunity budget therefore has a central importance for integration,

and fincnecing the Corrmnity has an objective related to regional yO-lCYB

vhickh will increase when we have a Eurore of Twelve,

1) Veve Urff, "Zur Funktion des Crerzauszleichs bei VechselkursHnderungen
in Systenm der ZVG-icrarmarxtordnungen' (The functicn of countervailing

irzort duties in chanres of exchange rcztes in the system of I=C
egricultural merket reou-aulons), Agrarvirtschaft (Agricultural
ecoromy), Vol 23, lio 5, 1974, p 169.

2) 1% is open to cdiscussion whether redistribution irn favcur of toorer

countries is sufficient for the policy of deflation and grecwih so
citen desired in these cocuntriec in the context of the besic

integration theory to be made effective or surported in the lonj; term.

3) In the graduzted plan of the Verner Report firancing the Comrunities

is of rractiicelly nc impertance and even in Tirnderans' concett of

stzge-by-stage integration no great importance atteoches to finances

es of -nye~rat1c“. A~ different attitucde is adconted

in Rerxcrt in vhich Durcpean regional policy has a srecial

integration shilosozhy! stated there has alrezix le
to a demand for prcrressive revenue for the Comrunities and rorticularly
to a rrevocal for the tavation of areas of incustrial concentraticn
Trerz nzs also teen a derand for a Comrmunity furd fer unem-Icyrment
irzurance which, if suitebly planned, could also lezd %o rediciritution
*y re-iong,  For the llacDougull Greoup a Surcnean regicnal wolicyr
ticormez the basis of the part to be vlayed bty nutlic firznce in
Zurcraca i:tef*at cr which they arﬂ‘vee and recuire, Sze Rencrt
‘o e Ceocuncil and the Comrmission on the stige-ty-store intreducticon
¢ Zecnenic and Monectary Union in the Community (Verrner Retori),
Ir.ccels 200, c°“ﬂc1""y »r 3 et seog and 13 et secg: '"Zurcrean
Unic:", Renort ty L, Tinderanc to the Zurcrean Council (+the Tindeman

an Ccrrmunities, Suprlezent 1/7c,

Jercrt}, Rulletin of the Zuroze

nd 27; lMarjolin Report, loc c¢it, tp 27
t
ca

e:;ec;allv pp 21 et secq anc
et cec and ecspecially Tp 32 e
ecsecially nr 12 and 25 et se

seqq; MacDougall Group, Vol I,
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2.2 Redicstritution between lember States by means ¢f a Commurity
revenue svstier

2.2.1 Distrituting the financial burden; the demand for
redistritution

2.2.1.1 Crientation by capacity to pay: concept and emrirical
cicture

Tr.e demand for a progressive revenue system takes a central rlace in the

discussion of the distribution of the financial burdene in the schere of

integraticn. In the context of its prcposals for the future firnancing

of the Community budget the Commission speaks of "avoiding a widening of

(O

econcrmic differences'", of "reducing economic differences" and demands

1)

that "in principle any regressive factor (should be avoided"

In rrinciple ecuivalence and capacity toc pay should be invoxzed in th
distribution of the firancial burden, exactly as on the national rlare.
We rust assume, however, that assessment of the financial burden ty the

ecuivalence trinciple is eliminated because a prescribed firancial need
\

has to be covered2 . This raises the question of indicators of regional

3)

or national rverformance or ability to pay

1) Firancing the Community Budget - Future method, Bulletin of the
Zurorean Communities, Suprlerent &/78, pp 20 and 8.

2) There are in any case limits ‘o the use of the ecuivalence trinciple
as records the precsent tesks of the Community, as in the case cf
srecifically rublic gocds and transfer expenses, and in relaticn to

the distritution of income between regions it has obvious sho*tco*:ngs.

See, hovever, Section 2.2.2 on net transfer accounts and the "juste

retour', Consideraticns of equivalence are certainly imgortant in

accessing the "juste retour” or the compatitility of payments on the
cnz nznd and return flows of funds or berefits on the other from the
pcint ¢f view of the merber countries.

) The nuestion of the effect of redistrituticn amonz States via Communi
9
fincnecing on the distribution of naticral income is indenendent of th
Lurcen azceerding to resional caracity. Thece effects arice fron the
incizonce of rayments rmade by the bexter 5 ctes to the Community
tul-ct. S0 lonz 2s a riven tax yield is not divided znd Zurcrean
. o] [ -
toves =5 such cre not levied, financing is effected frem the Teneral
] O <
revenues, regardless of what the tax is called, and the ef’ec;u of th
¢lzirituticn in the individual rermter couniry are in lire with these

tal funds. AS regards personal distritution see also C.
Certon, "Reflections on Fiscal Federalism in the EZC', Jourzal of
Commen larket Studies, Vol 1€, No L4, 1978, »p 29C et sec.
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In the concept of rational taxation on the tasis of capacity many
indicators of capacity are discussed as rossible bases of assessment

and in the same way various cstandards can te used in the financing of
the Comrunity. These includes, for example, the gross or net naticrnal
rrocuct at market prices, natiornal income, disposable income or ctrivete
consumrtion and other values such as national wealth, foreige currency
reserves, governrent interests, the internsity of competition, individual
or cverall revenue-raising power or the production potential 1). Trere
might vwell also be a rmlti-dimensional indicator bringing in a npuzmber of

socizal indicators.

The analcgy with taxation according to capacity at national level breaxs

down because individual capacity is oriented to the possibilities of
satisfying needs which are to be limited by taxaticn, This utility-oriented
aroreach will not be pursued here; moreover, let us assume that the
nicro-indicators of individual capzcity are reflected in the macro-values

of regional caracity. It could also be argued against the analeczy that

if the Community is financed only in the context of a diviced system

there is a separate taxation system, whereas, for examrle, in the context

(o]
o]
2

2llocation system only one assessment bacis or arvortiocnment formul

b

e souzht. While this distinction only tecormes ‘*ncrtar when a fiscal
adjustment system has to be established, we shall d;scuss in what follows
the reasurement of the capacity of the member countries or their power to

centribute.

Irn the "cuota concept" the quotas of the rmember countries in financing the
Corzunity budget can be calculated and compared with the relative chares
f the menber countries in the total procduct of the Community or other

irndicators of capacity.

1) See zlco R. Feffezoven, "Internationale Finanzordnung'" (Internaticnal
firnzncial manarement), H. Gr8ner, A. Schliller (ec), "Internaticnale
Virtzehaftcordnu ung" (International eccromic managerent), lecc cit,
tr 12t et seqq and R. Szawlowski, "Finonzen und Firanzrecht der
internztionalen zwischenstaatlichen Crganisationen (I1ZC)" (Fincnces
anc finaoncial law of the interratioral inter-state orgconizations)

(1zC), W. ”erloff and F. Neurark (ed), "Eandbuch der Firanzwissenschaft"
(Feruval of the theory of public flnance). Vol IV, 2nd edition, loc cit,
rrz 311 et seqq.
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In the case of a tax on added value, energy consumption, totacco, alcohol,
etc, the bases of assessment can be examined as to whether they can te
correlated on the same lines as the selected indicater of capacity. If
that is not so and taxaticn tased on capacity is reguired, corrective
rechanisms will be needed to ensure proportional taxation so as to trevent
over or uncer-payments. In making these comparisons attenticn rust te
raid to the timing of the bases of assessment and the capacity indicaters.
Tor example, if all ccuntries are reguired to vay 1% of a harmornized
assessment wvhich is not identical with the gross national product as a
caracity indicator and if its value fluctuates differently between on
ccuntry and ancther, there will be regional effects of distribution which
rizy inhibit further integration. In the case of the value-added tax
scheme, if the assessment based on the national product declines in one
ccuntry vwhile by comparison it increases in another, tax wculd not be
proportional. This developrment is possitle in the case of all taxes and
contritutions vhere the basis of assessrent is not the same as the capacity
irdicator. TFrom this point of view it would therefore seem apyropriate to
orient financinz to the gross national product (see C).

If the gross national product is recognized as an indicator of caracity the
firancirg quotas of the countries in the total btudget of the Community 1

and/or in certain types of revenue can be corpared with their shares in the

1) See Federal Mirnistry of Finance docurentation 6/77, 6/78 anc L4/72, also
Firancizl Rerort 1978, Eonn 1977, p 53, Financial Repcrt 197¢, Zenn 1978,
v 42 and Deutsche Bundesbank, "Die vachsende Bedeutung der ZurczHischen
Gemeinschaften flir die Bffentlichen Haushalte der Bundesrepubiix" (Th
groving importance of the European Communities for the public autherities
of the Federal Republic), lontkly Reports of the Deutsche EZundestank,
January 1977, rp 15 et seqq The ccmrosition of the German finarnci ing
cuota can be seen from the table taken from the Financial Rerort °$78, p 5+

Cerman cuctos of the Communit- rud-eot
- E)
i ke

- i amm 1) | snCrczse
[ 19751 1974 | 1975 | A975 | g7y Y| DLITTII
oS — /‘
I. Ccrrurnity tudget Elo73s

!
' 2) i
IIZ. Gerzan cuota s !
Tercentoe: !
aczolute: l
Cuctors cutiec [Voir original/ !
rrice eéjustrent {
e .
v Seedean !

~ - e
sintrclisl coriritutions !
1
Totzl in D”’) Al l 73.:?5‘

1) incl overleop-yeriod item 1/77.
2) Finance volume after ruling of 21 April 1970 (excl oiher revenues).

3) 1 ua = DM 3.66
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Wercss rational sroduct" of the Corrunity to find cut whetler the zexter
countries are contributing to the finances in proportion to their
eccncmic performance or preocduction caracity. Table 1 shows these zuctas
for 1672 and the hyrothetical contrituticns in the context of the
value-added tax schene. It is evident that in 1678, in the case cf the

overz2ll firnancing cuotas, "rich" countries like France and the recer

Rezutrlic of Germany, paid less than would have correstonded to a tax
rroportional to GNP. '"Poor" countries, like Itely, Ireland and the

United Kingdom, on the other hand, paid more than was prropcrtional to

the rational product.

This aprroach can be applied to the various types of reverue (custen

duties, price-adjustment levy and sugar duty, financial contributicas)

and in future to value-added tax and, as will be seen, leads to different
verdicts on the implementation of financing on the rrinciczle of cearacitye.

If a policy of redistributicn was to be adopted on the basis of these
results, rore finance would, cther things being equal, have to be zrovided
from the rich countries, and Community customs revenue and the price-
adjustrment levy weuld be virtually useless for the purpose of redistritution
amcng States. Efficacy for redistribution policy could only be exazined

in the case of financial contributions and value-added taxes ard, above

all, in relation to new Comrmnity revenues.

Trhe results of cuota calculations are open to arsument. In thecse analyses

of the flow of payments, custcme duties and agriculiural rrice-cdiusiment

levies due to the Community budget are charged to the Member State which
receives them and has to pass them on. The vield from custcms cduties in

tre Corunity countries therefore fluctuates teczuse of geozrazhical

K]

fcr trat reascn alorne cannot be usefully included in the

-
coraliicne an

o maes 1 . . . . .
czlculaticns 7, Tnen there is the further-reaching objecticn that with

~~ L

tre cevelcurent of tre "owm-resources" system revenues accruing to the

Cecrrmurnitsr cheuld be comitted from the calculation of financing cquotas.

-y

1) TFer exomzle, a decrers' sirike in the United Kingdom leads to rmore cut
teirs raid in Germany and the Netiherland Tre two last-rnamed
ccuniries therefcre increase their contrlbat*c“ to Community financing,

wherezas the United Kingdenm contribution drops.



Tuble 1: The finapcing quotas of the countries, in total and by types of revcnue

in 11784
Financing quotas
GDP1) Populationz) TotalB) Customs ) Agricultural Own Financial 5) (7) : (1) | Financing
(197°7) duties price-adjustment resources contributions’ quotas6)
levies and . : VAT
D)
sugar duties
v % % % % % % %
(1) (2) (2 (W) (5) (6) (7) (8) (9)
. i
Belpiun ]
]
Gernany
France
Italy
Luxerbourg oir original/
lNetherlands
Denmark
Ircland
United Kingdom

Community

&) VAT sckene not yet in force in 1978.

1) Commicsion of the Luropcun Communities, Directorate-General for Economic and Financial Affairs, Europcan Economy,
Annual Economic Report 19706-1979, lovember 1978, Mo 1, p 87 (GDP at current prices and exchange rates).

2) kurostatistics, data on cyclical economic analysis, SOEC, January 1979, p 13.

2) Official Journal of the huropcon Communities, L3%6, Vol 21, 6 February 1978, p 4O.

4) 1bid,

9) Officicl Journal of the kuropean Communities, L121, Vol 21, 8 May 1978, p 8.

6) Officiil Journal of the knropeen Coumunities, L3236, Vol 21, 6 February 1978, p 4O,
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Customs cduties, price=~acdjustrment levies and sugar cduties wculd ther be
Zurcpean revenues and although they would bte paid in the rember countries,
they weould not, for that reason, enter into the calculaticn of the
national finzncing cuotas., If this view is adonted, the cuecticn arises
as to which revenues can reascnably be cencsidered for this purrcze. I
guotas are calculated without the Cormunity's own resources, only the
firancial contributions can be considered. The result for 1872 can be
seen from Table 1. VWith the exception of Italy and the UK, all the
couniries paid less than was proportional to their quctas as calculated

1)

on the basis of national product If we consider the correszonding
quotas fer 1978 under the contribution and the value-added tax syste=:s,
Jtaly ccres off better and France worse under the value-added tax systen
than urnder the financial contribution system generally aprlicatle up to

and ircluding 1973. Italy will be encourased to adapt national lezislation
as guickly as possible to the harmonized basis of assessrcent so a&s to hasten
the charze to the value-added tax system. As zgainst this, however, the

figures relating to value-added tax are very rough estimates.

Such quota calculations lose importance when the change to the own-rescurces

system is complete and value-added tax replaces t-e financial contributionsz).
fter all, the revenue-raising Jjurisdiction in the matter of cwn resources

lies wholly or partially with the Community; for the Membter States they

are only "self-balancing items" and in the case of price-adjustment levies

and the sugar duty they are recompensed for collection and admiznistraticne.

Trese objections certainly do not imply that it is useless from the econeczic
point of view to ask which country transfers the funds. If determinaticn
o the rezicnal incidence of Community revenue is of interest in ccnnection

with reciciritution, the inciderce of the obligation to pay, ie the

1) ~ cdifferernt zicture presents itself if the relcvart sz:rcs of Ccmrunity
GIr cre ecxrresced not only in ZUA but in terrs of purchosin: rower.
Cclculaticrs have chown that the shares ca¢culgted in purchasing Tower
reritziec exe lever for Fronce and the roderal Rerublic and hirier fer
trhe United Kingden and It lJ. See Eurostat, National Acccuntis iii,
127C="07%, SCZC, loc cit 19732, ©p VIII et secc and pp 3€ et ceq of this
rzzer, alco Tatle 2 and Table 4 of the Annex.

2) Alcc G. Izzzc, "la rfrovation des institutions financilres des ceommunau tés
gurcrfennec desuis 1570" (Tre renewal of the financial 1: tituticns ¢f
tze Zurccean Comrunities since 197C), Revue trimestrielle cdu droit
eurczfen (cuarterly review of European lLaw), 1973, p 6S5.
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distritution of the peayments made, can be regzrded as the firzt ctege

of a cdeever analysis of incidence. The ocuestion who is restcnesitle fer

raywerts of duty and transfers of rrice-adjustrent levies and shares cf

value-added tax to the Community budget trings us to the rreblems, alreacdy

referred to, of the passing cn of charges by one region to another. Cn

the basis of assumptions regarding such passing-on of charges, which take

into account regional patterns of consumption of dutiable goods and gocds
Ject to market regulation, other results are reached (eg cczmpare

cclumn 6 and Column 2 in Table 1).

Ve can only refer briefly to the effect of the European unit of account
(£TA) on firancing cuotas; until 1978 it had fixed parities and differed
from the market exchange rate of the currencies of the memter countries
(see fcotnote to Table 1 of the documentation). When exchange rates

had teen allowed to float the market rate dropred bnlow the dermestic rate
(tudget unit of acccunt) for the hard-currency countries while the orrosite

was true for the soft-currency ccuntries., From this situation it ic
onclucded that the hard-currency countries were paying relatively too

much to the Community tudget ancd the soft-currency countries too little

(see Tatle in Annex 2).

\ith the change to the new EUA the discrepancies between the market axnd

conversion rates become lecss important. IExchange at rmarxet rates in
1678 reant a saving of national currency for the revaluing countries and

a greater expenditure of nationzal currency for the devaluing countries.
Whether this &lso applies to own resources is in doutt, as these are only
tra.s*er*ec via member countries for technical reascns. Tre revenue-
ieing jurisdicticn for own resources rests with the Commurnity and

etancies between the rarket rate and the domestic rate cannct

fore affect the level of the relevzsnt financing guctes. If we

ni gurment the differences in ratec up to 1877 weould only
impertant as regards the level of the financial contributions.
rates are accepted as a systerm of valuztion the
v countries were then paying rore ané the soft-currency
s to the Comrurity tudget. The excess payment rode =
nt by the Federal Republic of Germany, as a hard-cur
v, would then have zmounted to the difference tetween T 2
tre current rmerket rate, which wac lowver. Tris excess raymern
norc-currency countries was counteracted in that the CIP ¢
r countries In ithe Ccrmrmunity oroduct, which have ferrmed the

ziculzazing the firenciel contributicnes since 1678, vere alsc,
7877, czlculzted on the tasis of the budget un
izl rporities) and with this valuation the Fecderzl Rezublic had
moller cizre in the Zurovean product than weuld have been the case
2 the cenirituticn hal been calculated from market prices. In cther

[
s}

O
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words, the national product converted at D! 3.£6 rcer ua is ’c“e“ than
+he national procuct exrressed in ua at the market rate of IU 2.£5

(valve at 1 February 1977). In this connection the Eundesbzﬁx
maintains that the eflect of the exchange rate already deccrited

would be greater than the effect of this valuaticn basis, tut disregards
the fact that the effect of the exchange rate decreases if we accepdt the
atcve argsument on the disregard of own resources. In tkis case iz
effect of the exchange rate would a2pply only to the financial
contritutions and the relative firancing cuotas based on market

rates would be raised ruch less than the Bundesbank assumes’

2.2.1.2 The demand for redistribution and its
feasitbility

In view of the importance that has emerged of regional redistribution
for further integration and having rezard to the fact that expenditure
from the Comrmunity budget is being used to a greater extent in th
interests of redistritution, the part played by revenue as an instrucent
of regional redistritution comes into the picturez). How small its
influence has so far been cormpared with exvenditure in existing federal
and unitary states can be seen in Tatle 3 of the Annex, where th
MacDougall Group has tried to show the domestic power for regicral
redistributicn of the central or federal finances (with gcvernment
chares tetveen 20 and 25%). If the Comrmunity finarnces were really

)3)'

achieve the same importance in the future (after a suitable increase

with a higher prcgression on the revenue side, it would bte pessitle <c

reach a desired measure of redistribution with a slower-growing tudget

1) In this connection see V. Heck, “"Die neue ZuronHische Rechnunzceinheit!
Zurcocean unit of account), Wirischafisdienst, (Zconcmic Service)
s TP <7 et secs.

C.".-J‘ cler

Unter be onderer Exi
; € rrovlems of financial rana i
internaticnal © izaticns. Yith specizal reference to *the Zurcrean
Co-runitics), Discertztion, Heidelberg 15€3, p 21 et seq.

3) I

e finances were shified "upwards'" this situation would recessarily
¢t tre raticnal power of redistribution,

-
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than if redistribution were achieved solely via ex;enditure1).
If, in spite of possible objections based on grecwth, inter-Stzte
redistributicn is in the forefront and if Community expenditure =znd a
rorizontal fiscal adjusiment are disregarcded, Community financins could
ontritute towards redistribution in that it would make rich couniries
tecar a bigger burden and poor ccuntries a smaller turden in comzzrison
with a capacity indicator. This levelling effect could also te descrited
es a "vertical distritution of revenue with a horizcntal effect'., It
seens, however, that the use of regional policy to affect attitudes bty
means of the revenue side - by disproportionate over or under-taxation -
is mere difficult than on the exvenditure side. Financing could te used
to influence the attitudes of countries contributing a relatively small -
mount if "regiocnal tax concessions'!" were granted only where evicderce was
trought of the regicnal assistance reguired, In vrinciple, such reliefs
are siniler to the adjustment mechanism worked out in 1975, which provides

- . . . 2
for "re-transfers'" in certain cases but had not been applied up to 1979 )

To reduce economic differences the Commission proposes a corrective
factor which would establish politically an apportionment formula for
the revenue-raising power or ability to contribute of the member courtries.

A given difference of income between two countries would then mean that

1) If there were a Community effort which raised the European share fron
0.3 to 2-2.5:, the MacDougall Group exvects that differences in incore
in a Comrunity of INine would drop by 1C,, at least if this Zurorean
activity covered regional, labcur, market and economic action so that
mazxirun pover of redistribution with a given turden con the budset was
th: Eeside this ortimicstic exrectaticn there are scme very

. If fiscal adjustment is resazrded es a peliticel

S even less arenable to rationel solution internstiornally
onal rlane, "we vould rrotatly be well acdviced nct to

% frem an *“tern;tlonﬂ’ or sugranacional ficcal
klnc“ See K. 3Schmidt, "Zur Koordinati

aftlicrer Integraticn (-ue Ceerdinaticn cf tzxes

-ra t-on/, Z. ochneicer (ed), "Weltwiriscizizlick

genwart, Schriften des Vereins IUr Soccialpoliziik"

mic protlers cf the gpresent, Fape ne associati

icy), new cerizs, Vol 35, Berlin 1C

3]
41

(o L4

Hle |
(o]

. ("
o Jd

m

3

e

Mt e

Ay m o dae TS -~ -
vC"“,:-»y Financir;

2) Sec Dﬂcurent::ic:, v 7, and for rore details, J.R. Dedswerth, U'Iurcrean
st an analysis of the Dubtlin arendment", Journal of
Ccrmen Marzet Studies, Vol XIV, 1976, pp 129 et secs.
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the richer country would not only pay the vroportionate rate tut would
also have to transfer additional funds1). This cuvpplement could te
calculated by aprlying the corrective factor to the underlying zer cazut
capacity to pay (eg GDP, consumption, personal incoze) and rmultirlying
this index by the average per caput income of the Community and <x
pczulation figure at the time. The resultant relative shares cculd then

be applied to any basis of assessment (see Table 4 in the Annex).

An alternative to alipnment with the gross national preduct would te an
approach from the engle of revenue-raising powera). If it is tc te
czlculated on the basis of personal incore (personal income tax capacity
key), it would be recessary to pick out froem the naticnal product
czlculation the value corresponding to the basis of assessrment for
income tax. In Teble 2 this basis of assessment Y, is entered in
Colurn 1. A new basis of assessment with a higher variance, ie bigger
differences of financial strength between "poor'" and "rich" courniries,
is calculated as follows: Nultiply the difference ‘Axn ty a facicr F,
add 100, divide this sum by 1C0 and multiply the whole expressicn bty th
average Community income Y.  These values are described as thre corrected
perscnal income base (Index II). The sum cf the incomes obtzired irn th
Comrunity and the income tex paid on them gives the average rate of tax
in the Community (¥). If the new assessment basis (Index II) is
multiplied - for each country - by the numter of persons gainfully
employed (HA) and the average rate of tax (T) a new basis is cbiained

(perscnal income tax capacity) for the calculation of rew financing

Py

2
(1]

cuotas (personal incore tax capacity key). The values calculated in t
context of the aprroach from the anzle of revenue-raising rower can te
juxtaposed with the countries' shares of GDP - according to purcizasing

power and exchange rates.

This calculation procedure involves a number of technical and statistical

cecicicens wiich affect the econcmic force of the revenue-raisin

1) Sce "Firncnzieruns des Gemeincchaftshaushalis - Klinftige llethode"
(Finzneins the Cormrunity Budget - Future :et“od), Zulletin of tre
Zurscean Cemmunity, Surnlement /72, ¢ 21.

2, The lzelcu~zll CGreun preferc an indicator cf revenue-raisin- zouer to
incicoicrs of naticnzl cazacity available direct from the czlculatica
of trze rnationcl rroduct. See Vol II, pp L57 et ceq. See also
G. Iledtiizmz, "Lehrbuch der Firanzwissenschafi' (llanual of the trecry of

rublic finance), 2nd edition, Neuwied 1977, p €9, and W. wittrmann,
"Iinf¥hrung in die Fimanzwissenschaft" (Introduction to the theory of

Tublic ’*na“ce) Fart III, 2nd edition, Stuttgart, New York 1575, p 115.



Table 23

Calculation of a personal income tax canacity key

Proxy personal Index I Differences Index II Personal Financing
income base - from 100 (corrected income tax quotac
y = 100 )
personal capacity
income base)
(1) (2) (3) (4) (5) (6)
Belgium
Germany
France
Italy -
[Voir original/

Luxembourg
Netherlands
Denmark
Irelend

UK

Community of 9

-6{-

Lo

4

-
-
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rrroach. In particular the choice of the proxy assescsment tase and
the type of tax has effects which are specific to a given ccuntry;
these have an errreciable influence on thre revenue-raicing wnouer key
and in theory can also prcduce an adjusiment attitude ir the ccuniries.
BelLind 211 these different protlems, hLowever, there is the tasic
question as to indicators of national capacity and it is difficult to
justify the use of revenue-raising indicators for the purposes of
internatioral comparison instead of existing and hermonized naticnal

product values.

Tre proposed limitation of consideration to the effects of regioral
distribution on the revenue side must not blind us to the fact that in

the political conflict as to the prover burden of corntributions, the
protlem of the "juste retour", ie the balance between payments to th
Comrunity budget and benefits received by the member countries, is in

the forefront., This disputed comparison of payments and bvenefits procuces
tre level of net receipts or net payments, which may be regarded as the
volure of redistribution. It shows how rmch inter-State redistribution .

has taken place in consequence of Community financing.

2.2.2 Net transfer accounts and inter-State redistrituticn

The argurments relating to countries are widened if reverse flows of

1)

expenditure ° from the Cormrmunity budget to the member countries are

1) The expenditure sicde is also affected by the valuation of the unit
of acccunt, Until 1977 payments outside ag“*c"‘tu“° vere sublect
to tre cfficial conversion rate; since 197¢ theyr have Io_‘o»ed

the marvet movements of the ZUA and rave therefcre teen lower for

the Federal Revublic of Germeny. .u.erear exvenditure on arriculture
and sccial security accrues axnd is repaid in nzticnzl currency, there
zre variants in the case ¢f the Rericnal Mund from viich guoizs in

ua cre deternmined for ltemter States cover tde lcnz terrm; in the cace

cf the Il the eculvalent cf tbese crﬁ‘“ed on the iritrciucticn of i

Zlh. Trhere would be furth rezercussicons 1f the ZUS c2zeed to be

2 c’eurlr nit and becarme a “*v"e"* medium so thzt the merter
ouniries w “ld rave to bear the excihange rate risk. Zee W, Zacl,

"Die neue EuropHische Rechnungseinheit" (Tr- new Zurogean unit of
account), Wirtschaftsdienst (gcono ic Service), Mo 2, 1978, » 91.
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calculated accordirgly and compared in turn with capacity irndicators.

Table 3 shows flows of funds back to Member Stztes in 1677, in tctal .
and by types of expenditure. In the last column total "“regaymenzc"

and shares of GDP are compared. The comparison shows that all

couniries except France, Germany and Luxembourg receive nore than is

proporticnate to their share of GDP.

A distribution of funds among lMember States classified by type of
exvenditure and by country gives a first basis for analyses of recicnal
incidence or the extent to which the regions are affected by expenditure;
the methodical rroblems of this do not differ in principle from those of
regional analysis on the national plane and may be specified separately
for egricultural, regicnal or social expenditure. The cuestion arises
vhether the analysis should be confined wholly to an examinaticn of thre
flow of funds to the regions and exclude processes of the aprrorriation
of berefits to the regions in orcder to go beyond the determination of
form2l incidence. As regards the attritution of expenditure or services

By

to regions, procedure could then be similar to that for the distribution
blic services among different strata of the population1). In all

cases the objective of regional attribution will te to show the influence

stecific tc the Comrunity. In the present context the importance of

the return-flow calculations appears in the balancing of outward Iflows

2)

and return flows .

1) See K.-D. Hernke, "Die Verteilung von Glitern und Diensten &
verschiedere BevBllerungsschichten' (The Distribution of goods and

gervices avorng various strzta of the populaticn), G¥itinzen 1573,
p 1C3 et secz, and in the rericnel context, R. Timrmer, K. TBzier,
WZlur Regionalisierung des Bundeshoushzlts: Raumordnunge:s litiscre
- Ledeutung und empirische Ergebnisse" (Re-ionalization of the Federal
tudret: Its irportance to repional policy and emririczl resulic),
Riurliche Virlmungen Bffentlicher suc~cten, VerBIicntlichurn-on der

A

Lrdemie flUr Roaurmforschung und Landesrzlanun~, Forsciunms- und

urmcczrichte (Repional effects of rubdlic e%tcud;:ure, :
dery for regional research and land tlanninz, rec
rezoric), Vol @0, Eanover 1875, = 21 et segq, =ni
nn, “"Recionale Incidenz cer B c1t-Lchgn Realirznzlierc -
irrer emziricchen Zrmittlung” (lRegional incidence of tubli
trensfers - Frobvlems of emmirical determinaticen), . Tiod
tereiche der Verteilungs- und Sozialrolitill, Serxriftcon d:os=

‘onzlien Instituts fUr Zmnirische SczizlBreonomie (INIFZS)
¢ dictrituticn and cocial rolicy, Farers cof the Internatiencl
for Zmpirical Seccizal Zecernermy,, Vol 2, Zerlin “278, ¢ -3 et se
2) Afiter much recitation and run reservaticns the Cc~rission decided to
troduce ret accounts for 197 //7, as fimures vhich were often misleading
vere troupnt ur at the discussion con irtegrcoiion rolicy. Cce Tatle 5 ol

the Arnex. See also Statistische Beihefte zu den licnatsberichien der
Deutschen Eundesbank (Statisticel supplerments to the menthly rerorts of th

DGUuSC e EL »dest anﬁz Series 3, aarlur;sbz;a::s atistik, (Ealarce of
R S Tal s mame | A wm Lea/r AnA rnf‘°?31 Ministrv of



Table 3: Shares in return flows of funds by lMember States in 1977
(nillion ZUA) 1) 2) 3)

GD? | Population Luropean Agricultural Social Regional Total (7) : (1)
Guidance and Guarantece Fund Fund Fund
1 ",
Guarantces‘) Guidance
measures
% % % abs % abs % abs % abs % abs
(1) (2 (3) () (%) (6) (7) (8)
Jelgium
Germany
France
Ite -
taly [Voir original/

Luxenrtoury
lletherlands
Denmark
Ireland

United Kingdon

Community

1) The Tzable covers only the 4 Funds (EAGGF (2), Social Fund, Regional Fund). Other categories of expenditure,
such as administration, research and development, and development aid, which account for, say, 10% of total
expenditure, are dicregsarded in the allocation.

2) The vorious units of account used in the annual reports arc all converted into EUA.

3) 1n the case of the structural funds (Regional Fund, Social Yund and LaGGF, Guidinice Section), the flows of
payr.ent relate to cowmitment authorizotions; in the case of the EAGGI, Guarantece Scctiion, they relate to
payment authorizations.

L) Corresyonds to the MCA accounting system before Fay 1976. For an explanation of the two accounting methods sece

\Vritten (uestion lio 6CL/73, 1020/77, (07/78 from Hr Cointat and Lord Bessborourh to the Commission of the FBuropean
Corrunities, Cfficizl Journal of the Furopean Communities No C 29/1, 31 January 1979; the amounts shown in the
table in the writtcen question for the net transfers (differcence between the return flows via the appropriate
expenditure funds and inflous of financial resources) are based not on commitment authorizations but on payments
actually mace; this talle, which is reproduced in the Official Journal, shows the net transfers for 1976 and

1977 for both MCA :ccounting methods.  There the expenditure is assigned to the Member States and the
adr.inistrative expences are atiributed to the Benelux countries.

Driwn up ard calculated from the Annual Reports of the
diffcrent Iands,.
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1)

Without disputing the political importance of "net accounts"
"equivalence financing" of the Community is not in the spirit of the
Corrunity nor does it comply with the letter of the EEC Treaty and the
Merger Treaties. If a Yjuste retour" in the sense of a balance between
payments made and repayments or btenefits received nevertheless freguently
eppears to be a guiding principle of financing in day-to-day politics,
the distributive function of the Community budget is greatly restricted.
If the actual expenditure was charged to those benefiting from it in

the form of a costs levy, the Community would be unable to perform its
task of regional redistribution or could only do so at the cost of
concessions in other fieldsZ); to this extent "eguivalence thinxirng"

is one of the causes of the growth of the Community budget. At the

sare time the use of net accounts is evidence of a certain hostility to
integration or suggests a lack of solidarity. It recalls the attempt of

merbers of an insurance society to 'get back" as much as they can in

payments and benefits over and above the contributions they have raid.

If tke "juste retour" is really to be regarded as a financing maxin, at
least all the other advantages of integration, such as the elimination of
customs duties, the diversion and creation of trade flows with their
associated effects on prosperity, and all the disadvantages of integration
would have to be quantified in money terms and compared in a cost-bernefit
analysisB). To this end it would be necessary to consider the total
regulatory activity of the Community together with its budgetary activity.
The intermittent advantages and disadvantages of integration would have to
be considered in just the same way as the activities of the Eurocean
Investment Banx, the Eurovean Coal and Steel Community and the European

L)

Develoument Fund '. For all these reasons we must largely agree with

1) Even iz the context of fiscal adjustment within the Federal Rerutlic the
ret vositicn is important to the views of the LHnder on the reform of
§§ Y1a and 104a of the Basic Law. It would be logical fcr the recirient
Lircder to be in favour of continuance of Comrunity expenditure and for
tne doror lYnder to ovrose it.

2) Cee K. Redinz, "Zur Problematik eines Finanzausgleichs in der EurcorHischen
Gem2incchaft" (The prodblems of fiscal adjustment in the furorean Community),
H.v.d. Croeben, H. M8ller (ed), MBglichkeiten und Grenzen einer EurcrHische:
Unicn (Coportunities and limits of European unicn), Vol 2, loc cit, p 206
et sezc.

3) B. Zzllzzza, "Trace Creation and Diversion in the European Ccrmen Market:
An hArzroical of the tvicence', B. Ballassa (ed), Eurcvean Zconomic
Integraticrn, Amstercam 1975.

4) For exanple, as a ‘'quid pro quo" for the desired mermbership of the ES, the
United Kingconm deranded an improvement of its net transfer position and
Ireland an increase in direct grants from the Regicnal Fund. Finally, in
the case of Ireland, the grant was rade via the Zurocean Izvestment Bank sc
as not to involve the European Parliament - at the wish of the French.
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Reister in regard to the incidence level of incoming funcds and payments
of contributions if analysis of the flow of payments '"'solely froca the
point of view of setting the financial contributions paid by a Mermbter
State against the benefits received" is regarcded as an "inefficient and
limited attempt to measure the worth a country derives frem me:bership"1).
Ultimately it will depend on the awareness of integration arnd solidarity
how lcng considerations of this kind continue to be important. It
certainly should not be forgotten that even at national level such matters
are carefully weighed up when marginal changes in revenue-raising

2)

regulations are contemplated ‘.

2.2.3 Further-reaching analyses to determine the regional incidence
of Comrmuunity financing

Arart from overall net transfer accounts, partial net accounts can be
produced and other Community institutions cam also be taken into
consicderation. Overall offsetting conceals the possibility that in the
case of partial offsetting a country will be in a position different froz
that in the case of overall accounting. Still more importance attaches
to analyses which depart from the status quo and either simulate
2lternative Comrunity policies or examine hypothetical situations in

the absence of the Community. The suggestion often made that accounts
with and without the existence of the Community or with and without its
budeet are irrelevant can be countered by the argument that in this way
comparative standards are found which help in assessing the further
develorment of integration. Disaggregation of the net transfer account
will occur if various expenditure prograrmes are anralysed in resvect of

their incidence, including their financing.

Ir calculating partial budget incidence tie question arises as to what

1) E. Xeister, “"Haushalt und Finanzen der ZuropHischen Gemeinschaften'
fudret and finances of the European Comrunities), Baden-Baden 1975,
p 7.

2) See also the Study of the European Parliament, The effects of (sic)

tre United Kingdom of membership of the European Comrmnities,
Fetruary 1975.

3) On the results of such accocunts see E. Reister, "Haushalt und Finanzen
der ZurcsHischen Gemeinschat'ten', loc cit, p 100 et seqqg.
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receipts and expenses can be usefully compared if the basis is the
ncn-allocation principle. Should a category of expenditure be
"accourted for" (a) in proportion to the distribution of total ircome
according to member countries, (b) in proportion to the part of the
Cormunity budget financed by individual income items or (c¢) in proportion

to the financing structure of the growth rate of the Comrmunity budget?

For an analysis of his sector the Federal Minister of Food, Agriculture
and Forests selected the proportional approach. According to this the
Federal Republic paid a net 687 million ua in the agriculture sector in
19761).
figure of DM 1496 million as the actual burden for 1976. In his case

the "financial transfer from the Federal Republic to the Comrunity budget

On the basis of a comparable approach Scheper arrives at the

for farming purposes" includes "the financial contribution of the budgets
of the Federal Republic for farming purposes ...'

"the part of the Community's own resources for farming purposes ...',

ie price-adjustment levies, countervailing import levies and sugar dutyZ).
Instead of the proportional approach, therefore, Scheper chkooses
assumptions based on a factual connection between "agricultural revenue"

and "agricultural expenditure'.

The results of other Community policies could also be simmlated, for
example an agricultural policy hypothetically coanverted to direct income
aidsB). Finally, questions could be asked about a situatiorn without a
Comrunity, or without a Community budget, and by means of assumptioans a
standard situation for assessment could be created, for example the

bilateral coordination of international tasks or the performance of

1) Arrarbericht (Agricultural Report) 1978, Bundesrat document 50/73 of
2 February 1978, p 65.

2) Sce V. Schever, “"Gesamtwirtschaftliche Umverteilungseffekte der
Arrarvolitik, Referat flr die Jahrestasung des Vereins fir Social-
politik" (Economic redistributicn effects of the agricultural policy,
Fozer for the arnual conference of the Association for Social Folicy),
107z, duslicated in manuscript form, p 11.

3) Seec W. Ahlbters, "Die Wirlung von Agrarsubventionen auf Allokaticn und
Verteiiunzs" (The effect of agricultural subsidies on allocation and
cistritution), G. Scnmidt, E. Steinhauser (ed), Planung, Durchfinrung
und Fontrolle der Finanzierung von Landwirtschaft und Agrarvolitix,
Schriften der Gesellschaft flir Wirtschafts- und Sozialwissenschaften

des Lanckhoues e,V. (Planning, implementation and control of the financing
of farming andaricultural policy, Pavers of the Society for Zcoromic and
Social Sciences in Farming), Vol 15, Munich, Basle, Vienna 197¢, p 33 et
segq, and U. Koester, “EG-igrarpolitik in der Sackgasse" (Cozrunity
agricultural policy at a dead end), Baden-Baden 1977, p 159 et seqq.
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national tasks. As regards the objective of redistribution between

States assumptions would have to be made as to alternative attitudes in

the absence of the Community; as regards financing it would te necessary

to corsider what the national burden would be if natioral and bilateral
agreements took the place of Community regulations. With regard to custoas
receivts reference situations in the absence of a customs union could be
thought out and on the basis of these calculations could be made as to tke
level which would have been reached by national customs receipts1) 2).
Whichever type of incidence analysis is preferred, it is unlikely that its
results will coincide with those of a method based solely on flows of
payrments, and political decisions will have to be reached on an irsufficient

basis.

1) See H. Vollerthun, "Finanzwirtschaftliche Probleme internationaler
Organisation. Unter besonderer Berlcksichtigung der EuropHischen
Gemeinschaften" (Problems of financial management in international
organizations. With special reference to the European Comrunities),
loc cit, p 89 et seqq.

2) In the sphere of Community agricultural policy Scheper has, on the tasis
-of certain assumptions, calculated the fiscal effects if '"the Comrunity
of Nine" was changed into ''nine mini-Communities'" and the nire mini-
Communities adopted the same agricultural policy as regards the part of
it which is now determined by the Council of Ministers or the Ccamission.
The table shcws the results of this comparison. As it is assured that
no changes occur for the procducers and consumers of agricultural produce,
the difference shows the extent of the indirect horizontal fiscal
adjustment in favour of other Community countries. This difference
can also be regarded as the price of the common agricultural policy or
as a contribution towards realization of economic integration.

Table: The fiscal burden on the Federal Republic of Germany in
D4 million under national and Zurovean agricultursl vrolicies

Net transfer from Relief for the "Indirect
Germany to the German budgets horizontal fiscal
Community budget adjusirent' in
for farming favour cf thre
purposes agriculture sector
of other Community
countries
1971
1G7¢
1973 /Voir original/
1674
1975
1576

See W. Scheper, “"Gesamtwirtschaftliche Umverteilungseffekte der
Agroroolitik (Zcoromic redistribution effects of the agricultural
policy), loc cit, quotation p 12.
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V. The standards required of a ratioral Comrunity revenue
systen

A revenue system, which at least does not hold back the future integration
process, can be developed from the following criteria which also assist in
the assessment of the financing proposals; they have been derived from

the preceding comments.

A. Economic criteria:

National capacity taken into account

Usefulness for redistribution between regions

Usefulness for purposes of stability

Avoidance of distortion of competition

B. Legal criteria:

- Own resources system in accordance with Article 201, Treaty of Ronme

C. Integration criteria:

- To strengthen the revenue autonomy of the Community

D. Technical criteria:

- Adequate and lasting yield

-~ Cheapness of collection

- Little need for harmonization

= Little adverse effect from differing national standards of honesty
in tax matters

- Little adverse effect on national tax flexibility

- Little effect on fiscal adjustment within the country

- Perceptibility

- Cheapness of payment

It is clear that some of the criteria may be regarded as specific to the
cmmuniiy revenue system so that, exactly as in the case of rational

gysiems of local authority revenue, criteria of rationaliiy mey be

found for the Community budget; as standards they are associated

witn the general prirnciples of taxation. In the event of objectives
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conflicting witk the general principles of taxation priority could be
given to the standards for Community revenue in the interests of

1)

progressive integration ‘. ]

2)

The arrlication of these criteria and their weighting ° depends in thre
first instance on the stage of integration reached. The small fiscel
needs of a customs union can be covered by a system of contributicns to
costs. Discussion of fiscal adjustment systems will gain importance only
to the extent that supranational tasks have to be performed at successive
stages of integration. The importance of the criteria therefore depends
first on the degree of revenue autonomy achieved and secondly on the

functions allotted to the revenue of a newly created leve13).

Apart from this approach, in which revenue and the system of the vertical

distribution of funds are regarded as dependent variables, we have the

1) By analogy with the views of the Economic Advisory Council on the
relationship of general tax principles to the standards reguired of
an appropriate system of local authority taxation, the settlement of
a conflict of objectives in favour of a European revenue system could
be accepted more readily the greater the share of the tax receipts
determined by the central authority of the member countries on the
basis of general tax principles. See Opinion on the local authority
tax system and lccal authority reform in the Federal Rerutlic of
Gerrany, 16 Karch 1668, Der Wissenschaftliche Beirat beim Bundes-
ministerium der Finanzen, Entschliessungen, Stellungnahmen und
Gutachten 1945-1973 (The Economic Advisory Council at the Federal
Ministry of Finance, decisions, corments and opinions) 19495-1973,
loc cit, p 409.

2) In the past Dosser has pleaded for financing through corvoration tax
and derived this view from the theory of equivalence. If this view,
which Dosser related only to the business secter, is shared, the idea
of ecuivalence cculd also be adopted as a subtsidiary ccnditicn for a
rational revenue systen. See D.G.M. Dosser, ''Der Germeineschaftcshaushalt
urd cie Haushalte der Mitgliedstaatern" (The Cermrmunity tudzet and the
budgets of the Membter States), (Commicsion of the Eurocean Comrunities,
Grcour of Exterts cn Econcmic and Monetary Union, Zurcrtean eccnenic
intesration and currency union), loc cit C II, » 6C et seq; see a’so
¥. Echmidt, "Zur Reform der Unternehmungshesteueruns' (The reform of
tusiness toation), Finanzarchiv (Financial Records), new series,

Vo, 22, 16{2/53, pp 35 et seqq, rparticularly pp SO et segg and pp €O
et secc.

3) It is not out of the cuestion that if the Comrmunity is enlarged a
different vertical reans of adjustirng revenue will be created in the
first tlace for countries joining becuuse the value-added tax
arrancerment presucvoses adjustment to the harmonized basis of
assescrent. At the sarme time this means that the zssesszent criteria
cannot be apvlied to all vertical relationshipes and that their weighting
will differ from one country to another.
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approach in which revenue is designed to relate to integration. Thus
the Comrunity hoped for an impetus towards integration from the own
resources decision of 1970 and efforts for redistribution between

regions with the aid of revenue point in the same direction.

In view of the many rational revenue systems and the circumstance that
those in favour of integration of the Community countries will not bind
themselves in advance to any given type or method of integration, we shall
not go into the concept of an optimum financing system but in what follows
will discuss some financing proposals going beyond the status quo, which
night be applied in the case of an economic and monetary union and would
not endanger still further-reaching efforts for integration for reasons to

do with finance.

C. Further development of Community financing with a view to
intersraticn

I. Financine vprorosals in the context of fiscal adjustment

1. Firancial needs and finencins oroposals

In all probability the Community will require new sources of revenue in

1681/82; by that time revenue from the value-added tax part will be fully

)

cas 1 . . . . . . . .
utilized ‘. Discussicns on financing will become still more impcrtant if

the =zdditionzl financial needs when the Community is enlarged are consicdered

2)

and leong-term develcpments are tzken into account e  If the irtegration

=on

er Gereinschaft, Beilagen zum Bulletin der EG
(Zrlarzemert of the Cerrunity, Surpierments to the Ceomrunity Bulletin),
Mos 1-3, 1970. The calculaticns presented there incdicate a financing
resuirzzent cf a thousand millica urnits of account, which would te
vevek_2 as the price feor the Community of Nine if apvlicant countries

2) The Yaelcurall Greup cees the relaticnship between the state of
inte rraticn and the share of the Cormrmunity GIP as it azpears in the
follcwin~ tztle.

T:nle2: Ltz of integration and Comrmunity government share
5t-te o1 intersration Share of GNP,
el
sresent position (1977) 0.7
pre-Icceralistic integration 2.0-2.5%
feceraticn with small 5.0-7.C.
public sector 7.5-10.C>

. . including defence
federation with large ( © - )

public sector 20.,0-25.C%

Cocpiled according to MacDougall Group, Vol I, p 14; see also Notice of

the Commission to the Common Council of Foreign and Finance Ministers and
*n +ha ThirAnensn Pawnlsamant (107K “w 5.
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process is not to be endangered from the revenue angle, the tasic
firancing possibilities and concrete revenue alternatives rust be
analysed in good time. So far this examination has been sporadic ard

it was first undertaken systematically by the MacDougall Group1) and

2)

particularly by the European Commission ‘.

Survey 1 is intended to show what criteria and financing propcsals have
been considered in the past. The concrete financing proposals include
not only an expansion of Comrmunity borrowing but more especially an
increase in the share of value-added tax to 1.5% or 2% of the common
assessment basis. Proposals have also been put forward for firazncirng
on the basis of assessments other than value added. Excise duties (on
miceral oil, tobacco, alcohol, motor vehicles and luxuries), income and
corroration tax and a number of other levies (levies on energy in the
form of an import duty on CPEC oil, on Community farm procduce, congested
areas, etc) are also among the financing proposals. In line with the
lirmits imvosed at the beginning of this'paper, we shall not go into the
obvious suggestion that economies should be effected in expenditure or

that expenditure should be switched in favour of other tasksB).

2. The relaticnship to fiscal adjustment

It would be impossible to discuss the concrete proposals for firnancing
without reference to fiscal adjustment and its systems. In principle

revenue can be distributed vertically and horizontally.

1) See MacDougall Group, Vol II, Chapter 16.

2) Firancinz the Community Budget - Future Methods, Comrunity Bulletin,
Surzlerent &/78; this publication invites the Zuropean Parliament,
the Council cf Ministers and the Member countries to ccme to terzs
with the rrobtlem of firnancirg.

2) further analyeis of Comrunity borrowing is also ozmitted because

with the Zurotean currency systen.
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Survey 1: Assessment criteria and proposals for financing the
Comrunity tudget

European
Farliarent MacDougall Group EEC Commission Ctirers
criteria - Yield 1. Tecknical considerations
- Distributive effect . .
— Problems of - uniform b?SlS of
administration assesscenx <
sy - brcad aprlication
- Political R
‘s : - abundant and
considerations . s
- Economic inexhaustible sources
considerations 0? revenue .
- little orvortunity
for tax fraud
- sinple administration
- 2. Institutional/legal
considerations
- Funds must not be
sutject to decisions
by Member States
(genuine own resources)
3. Economic consicderaticns
- Yield/cepacity to pay
- Redistribution
Zroposals
- 25 VAT - VAT above 1% - VAT - Levy on
- Special levies - Contribution key - Ciparette tax settlements
- Percentage of based on financial = Alcohol tax in congested
other existing capacity or overall -~ Corporation tax areas
taxes national values - Income tax - Lznd value
- Specific rew - Corporation tax - Energy tax growth tax
Corrmunity tax - Tax-expenditure - Petrol tax - Frocduction
prograrmes levies on
- Levies from minimum farm
cil price systen produce
- Levies for an
unercloyment fund
- Borrowing
Sources: =~ Ekercrt on tehalf of the Bucset Committee on the guidelines of the
Zurcrean rarliament on Community Budgetary and Financial Policy for
1579, Conference Documents 1978-79, 3-78, v 22.
- MacDecur2ll Group, Vol II, Chapter 16.
- Firnancing the Community Budset - Future Method, ZZC Bulletin,
Suzrlement &/73, p 17 et seqc.
- H. Giersch: "“PlHdoyer fUr eine eurooHische Regionalvolitik" (Plea
for a Zurcvean regicnal volicy), Zurovean Commission, Grous of
Experts on "Eccncmic and Monetary Union", loc cit, D-I, p &6 et seqqe.
- Do Biehl: ‘"Zur Rolle der Bffentlicker Finanzen in der EurccHischen
Integration' (The role of public firance in Zuropean integration),
Integration, No 2, 1978, p 35 et secg.
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A horizontal fiscal adjustment between individual Mermter States ternds

to be a marginal note to the comments, as the main concern is to finance
the Cemrmunity tudget and in the event of a horizontal distritution of
revenue there would be direct egqualization between financiaily streng i
ard financially weaX member countries., To this extent horizontal
fiscal adjustment is a method of financing which may be chosen instead

1)

of or in addition to financing via the Comrunity budget ‘. Financing

via horizontal fiscal adjustment in tke wider sense can also cover b
proposals to comrunalize parts of the social insurance system and the

taxation of congested areas. A European unemployment insurarce schere

could lead to redistribution effects between countries with & high and

low rate of employment and even - depending on its form - between highly

paid and low-paid emplqyeesZ). Earmarked financing is also involved in

the case of a tax on urban concentration, which might be levied in the

form of, say, a land-value tax, a settlement (ie location) tax or a payroll

tax graduated according to the density of population, the proceecs from

3)

which could if necessary be used for a policy of decentralization”’.

Within a system of vertical distribution of revenue the distribution of
fiscal jurisdiction is associated with the determination of vertical
adjustment of revenue and the degree of Comrunity autonomy in relation

to revenue-raising jurisdiction and revenue-plannirng jurisdiction. The
lowest degree of Community revenue autonomy is associated with allocations

(financial contributions) from the bottom to the top. The highest degree

1) For the basic methods of international horizontal fiscal adjustment
see G, Eilter, "Horizontale Finanzausgleichsbeziehunzgen zwischen
Nationalstaaten" (Relationships betweer naticns in horizontal fiscal
adjustment), Frankfurt 1974, p 26 et seqq and particularly R. Mathews,
"Finanzausgleichsmechanismen in einer zusammenwachsenden ZurorHischen

Gemeinschaft" (Mechanisms of fiscal adjustment in a converging Eurcpean
Commumaty), MacDougall Group, Vol II, p 423 et seqg.

2) See MerZolin Report, Annex, p 1 et seqq and MacDougall Group, Vol II,
p 41C et seq. ‘

3) See D. Biehl, U.-A. llnzer, "Acglomerationsoptima und Agglomerations-
testeuerung - Finanzoolitische Konsequenzen aus der Existenz von
Ballungs-ebieten" (Concentration optima and taxes on concentraticn -
the effects on financial policy of the existence of congested areas),
apresring in Forschungs- und Sitzungsberichte der Akademie fir
recumferschung und Landesplanung (Research and Cenference Reports of
trhe Academy feor regicnal research and land planning).
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of revenue autcnomy for the Comrunity would be in a divided system, in
which the type of tax, the basis of assessment and the rates could be
determined by the Community. European taxes levied direct ty thre
Comrunity would be characterized by the fact that, among other things,

the taxpayers would be natural persons and legal entities and nct countries.
Autonormous taxation of this kind by the Comrunity presupposes greater
involvezent in the national tax administration because in that case the
Cozrunity could no longer approach the mecber countries for payment of

the taxes with legally binding effect.

Between these two extremes lie the basic possibilities of the vertical
distribution of revenue., As there has so far been no type of reverue,
with the exception of customs duties, price-adjustment levies and sug
duty, for which legislative jurisdiction and revenue-raising jurisdiction
rested with the top level and the initiation of a more central revenue
autcnomy for the Community is, as has been shown, very difficult and
ofter only theoretically pcssible, Community expenditure will probably

be firenced by means of a tax-sharing system (quota or pooling system)

or by a surcharge system (tax-overlapping) (see Dizgram 1)1).

Tax-sraring is technically possible if all the Member States use the
ecre basis for assessment to tax. If the rates of tax were also
harconized a forrmula could be used to share the total tax yield between
tre Y"Fourth Level" and the member countries.

Firancing by means of a surcharge system, involving competition for the
szme source ci tax, wculd be characterized by greater autonomy for tke

Cormmunity wrnich could be put into effect by making the Zurcpean Parliarzent

the legislative authority. Certainly, a "Europe surcharge' vresuproses a
1) Tre llacDougail Grous (Vol I, p 507 et seq), makes a distincticn
tziwzen Tax-sharing, ie dletrlbutlwb tox yield over differernt levels,

and tzx-cverlazoping; for the estatlishment of a tax-sharinj systex
gee also E. Zimmerrann, "Fiscal Feceralism in the Federal xezutlic
o Cermony, Paver delivered to the Advisory Commission on Inter-
governmental Relations', Washington DC, February 1673, pp 14 et secg

and 4L et ceaqq.



-5k~ cT XIX/279/79-E

harmonized basis of assessment, In this case the "Fourth Level"
would apply its own rate of tax to the assessment; the rate of tox
could be at the same or different levels for the various Mexmker Stiates,

say according to their ability to pay.

What we have said makes it clear that whether tax-sharing or the
surckarge system is applied in the Community, it is not a matter of
individual taxes but of different opportunities to approopriate yield
from certain taxes or of transfers of part of the tax yield of tke

member countries.

In this connection if the economic, technical, legal and integrational
criteria are examined on the basis of the financing proposals, it is
clear that their importance depends on the form of fiscal adjustrent
selected. The criteria of perceptibility and the lack of effect cn
competition gain importance if a surcharge system or a special European
tax is substituted for tex-sharing. The use of a given item of revenue
as an instrument of cyclical policy depends partly on the stage of
economic and political integration reached. Thus the assessment
criteria are given an importance which is affected by the desired form
of fiscal adjustment and it becomes clear that financing proposals and

criteria cannot be compared without interposing fiscal adjustment.

This relationship is implicit in the demand for own resources (Article
201, Treaty of Rome), although the "own resources syster'" is not laid
down in law. According to the Commission's '"ideas on institutions",
the feature of own resources is that they "are of a fiscal nature to

be raised direct from individuals or businesses in the Corrurity ard
are not subject to the decisions of the Member States. ... The
resources are not vart of the revenue of the Member States and need not

be shown in the budgets of the Member States or approved by their
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parliaments"1) 2).

Althouzh the own resources system has been given definite form by the
Corrission, the fact that fiscal adjustment systems and financing
provcsals are being discussed at the same tire is likely to procuce
cor.tradictions. Thus while the Commission derands Community taxes,
it specifies them in the form of a larger share of the value-adcad
tax, to which the characteristics of “own resources" as defirned %

the Commission itself do not fully apply. It would be necessary to
rerove the remaining exceptions to the harmonized basis of assessment;
furthermore the calculation procedure according to Method A, which
allows a method of levying indervendent of estimates of the assesszent
basis, would have to be generally ap nlled3) Firally, in its
Mermorandum the Commission demands Community taxes but at the saze
time makes concrete proposals for three forms of tax-sharing (an
increase in the rate of VAT and Egansfer to the Comrunity of part of
the cigarette and petrol duties)

II., Assessment of certain financing provosals

As a discussion of all proposals on the basis of all the criteria would

be too lergthy and complicated, weighting will be applied. The proposals
which have a lower priority against the background of the criteria
developed will be dealt with rather briefly so that the altermative

shown may be given greater emphasis.

1. Provosals tending to have a lower vriority

The problem with the individual excise duties is that on their own

they wculd not be sufficient to cover financial needs. Thelr primary

1) Financing the Comrunity Budget - Future method, EEC Bulletin,
Supplerent 8/78, p 17.

2) In the view of the Commission these recuirerments are only fulfilled
in the case of customs cduties and price-adjiustment levies,

3) See G. Sparakaxis, "Pehruertsteue*-algenmittel fir die EG" (Velue-added
t2x, ovn reccurces for the Cecmrunity), IFQO Zxrress Service, Vol 22,
17 ncrll 1“7}, v 9 et secc; this rarer she among cther things,
rences in tax ''morals' and the eff-cxe“cx of *the tax

aticn rmey affect the dictritution of burdens.

L) Scre other term such as ZIC tax or Buropean tax (Community Tax) would
te clearer than “Gemeinccrafissteuer'" tecause in German usa-e the
term "Gemeinschafissteuer'" is used if the tax yield in a tax-sharing
system is availcble to several territorial autherities. his reanin

of the ter:m is not, however, intended in the passage quoted.
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potential use is for certain non-fiscal purposes, but even then they

do not fulfil the requirements mentioned. The use of excise duties is
on the one hand made difficult because there is not always a harrcnized
tasis of assessment, which is a technical prerequisite, and on the other
Land they raise the problem of different national consumer habits and
trus the difficulty of achieving the aim of regional redistribution.

If the consumption of certain goods, say coffee, wine or beer, is
particularly high in countries with a2 low GIiP, there will be prcblezs of
distribtution which are likely to make political unior more difficult fro=
the outset. A tax on tobacco, especially on cigarettes, can be justified
for health reasons but would lack credibility - as it dces now in the

Member States - if the tax were levied in the hope of fiscal gain.

If it is true that there is a long-term correlation between naticnal
consumption of energy and national capacity in the Member States, there
would be an opening for a European tax on energy. Natioral energy
consuzption (eg of light and heavy oils or electricity) could be used as
a basis for assessment. Ideas could be defined more closely for the
case of a tax on petrol or oil, part of the proceeds from which - if ro
surcharge right is granted - could be made available to the Comrunity.
Depending or the extent to which the different excise duties were
appropriated nationally to fiscal purposes, eg were earmarked for some
specific purvpose, there would be problems of adjustment if tax-sharirng

were adopted.

Financing by means of tax deducted from wages or income tax has not so
far been discussed either on the basis of national income tax cr as a
surrlementary Community income tax with a separate basis for assescrent.
In the former case there are insuperable problems of harmonizatiern,

wanerezs In the latter case, apart from defining the tasis of assessment,
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the relationship between the two taxes would have to be clarified.

There is also the guestion of whether the European tax can be counted

towards the national income tax.

A European tax on corporations is a source of firance which has -
frecuently been mentioned but seldom examined in detail1). Here
again, in spite of existing groundwork for European company law,

the need for harmonization is relatively great, so that for the
ovresent it must be eliminated as a means of financing for reasons of
tirme. In the long term there are a multitude of cuesticns, such as
whether national corporation taxes and a European corporation tax
should be complementary or substituted one for the other and the
associated proble:s of coordinating tax rates, tax deductibility,
etc. From the fiscal angle it would be necessary to examine whether
a yield corresvonding roughly to the 1% rule in the case of VAT could
in fact be raised by 211 the member countries under existing tax law
and whether in some countries there would be a risk of eroding the
basis of assessment. The time required for harmonization cannot be
overestimated because balance sheet disclosure, valuation and
depreciation, for example, are handled in different ways in different
countries, A surcharge on existing rates would have to be very high

to rroduce a good yield.

A rmore realistic proposal, therefore, is that of a supplementary
Eurcpean corporation tax which could be counted towards the national
corvoration tax. To avoid the problem of different legal forcs, some
kind c¢I ccrmueny or busiress tax would be needed, which would then count
towards corvoration or income tax. But even in this case there would

te Ifurirer cuestions atout the number of taxpayers, the fiscal yield and

%) Frem the ycint ¢f view of iax narmerniz tiow, however, see 2. Schendstock,
“Harmc::s: rune der resteuerung von Kapitez seilscnhaften unc von
& 1Zzaticn of the texation o‘ joint stock ccrranies
% T, Steuernarmonisieruncsbericht des Steuer- und
r .G (Reoo”t of the EiC Tax and Finance Ccamittee
1), (Neumark Committee), loc cit, p 141 et secc,
anc mcre recent y “K:r.03151erung der KBrperschaftsteuver" (Earmonization
of cor,o*at:on tax), Community Bulletin, Supplement 10/75.
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the amount of administrative work involved if comparies had to cczrly
with both European and national corporation tax law. In the case of
direct taxes, which would fulfil many of the conditions of a Eurcgean
revenue system, answers can only be expected in the long term because
harmonization is particularly time-consuming owing to greatly

differing national tax policies in this field.

2. Increasing the proportion of value-added tax versus introducing
a "national oproduct tax"

Increasing the rate of value-added tax seems particularly obvious, as
the requirements of harmonization will be completed in the next few
years after years of conversion work relating to the basis of
assessment, and there is a time limit to the remaining anomalies,

Early agreement to the 2% solution may, however, come up against the
wish of member countries first to gain experience of the new form of
financing and the method of calculation. Moreover, for some countries
(eg the United Kingdom) raising the rate means a substantial loss of
national yield from value-added tax and therefore a special limitation
of national tax autonomy1). In the short term Comrmunity autonomy will
be strengthened only in connection with revenue-raising jurisdiction,
and perceptibility to the taxpayer will be increased by the financing
procedure only indirectly, particularly if the total national burcen

of taxation rises. The federalistic structure of the Merber States
will only be affected where - as in the Federal Republic - the national
yield from value-added tax is divided between territorial authorities.
Tre greatest objection to the value-added tax soluticn, however, is

that it fails to achieve the declared objective of regioral

1) There might well be a case where the national yield from a tax is
irsufficient to cover the Zuropean srare. 2is is unirmvortant so
long zs the basis of assessment is used to assess financizl
con*tritutions (charres); if, however, own resources are involved,
or & direct demand on the taxpayer, there will te additicnal
protlerms, See also D. Dosser, "A Feceral Budget for the
Cormunity", Federal Solutions to European Issues, London 197%,

p 1C3.
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redistribution. If the regressive effect is to be avoided it is
necessary either to ensure a talance by means of other types of revenue
cr to give the value-added tax rule a suitable balancing mechanism
vhich will limit or avoid its regrecsive effect. Any such atternt
weculd undoubtedly lead to distribution struggles between the countries,
vwhich would do anything but encourage integration. Another
disadvantage is the relatively small measure of elasticity in tlre

1)

yield from value-added tax and the high costs of collection ‘.

Use of value-added tax as the chief source of finance also interferes
with later opportunities to use the revenue of the Community budget

in the interests of stability. This objection gains weight if, froa
the point of view of growth or distribution, Community expenditure is

2). In view of the numerous

classified as "above the trade cycle"
disadvantages of the value-added tax arrangement we rust finally asx
how its further development in the own resources system will affect

newly joined countries and what the effect will be of differences in

tax administiration and the tax fraud quota.

1) In this connection it may be mentioned that the Neumark Committee -
though not in the context of financing the Communrity btudget -
recorrmenced a narrower basis of assessment for harmonization,
"Steuerharronisierungsbericht des Steuer- und Finanzausschusses
der ZMG" (Report of the EEC Tax ané Finance Committee on tax
harmonization), loc cit, p 42 et secq, also D. Dosser, "A Federal
Budzet for the Community", Federal Solutions to Eurorean issues,
loc cit, p 106; Dosser takes the view that narrowing the btasis of
ascsescsment for the new member countries would mean a consideratle
simnlification.

2) In this connection we might also :zcnsider Cates' proposal to make
value-added tax an instrument of Zuropean cyclical economic volicye.

. His provosal presuvposes greater taxation powers, in the sense of a
charge in the tax rate for the Community, and is the cLbJecb of much
c¢iscussicn as to how it would work - all technical and legzl
conditions being fulfilled. If Cates' view is not sdared even in
the cese ¢of different rates for certain classes of gcods (for examdle,

and the necessities of life) all that is left is thre

riruzl e , or the visibility of such measures for a ccorcinated
toilicy of ¢ blll"atlo“. See W.E. Cates, "Finanz-F#deralisrus in
Tl.loris unc srexis: Lerren flr die Euror¥ische Gemeinschaflten"
(Fizczl ?ederal‘sm in Theory and Practice: Lessons for the Zuropean
Ccrrunities), HacDougall Group, Vol II, © 3CC et seqe. Eut see

9

Z. tller, "Zie irdirekten Steuern als In't*ument der Stabilisierunzs-
~1tix, insvececncdere einer solchen zur henjun turdﬁmpfung“ (Inc1rec~

axes as an instrument of statilizaticn zolicy, particularly of a

tolicy intencded to curb excessive econcmic gct1v1tv), Schweizerisch
Zeitschrift fUr Volkswirtschaft und Statistikx (Swiss Jocurnal of Zconozics

and Statistics), No 4, December 1578, p 735 et seqq.

141
J (e
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In spite of the fact that a share in value-added tax does rct zeet

a1l the requirements of Eurorean revenue, it will probably nevertheless
te used as a financing instrument, because increasinz it to a higher
percerntage is administratively easy; after the relevant resolutions

of the Council and the European Parliament all that is recuired is
ratification of the increased rate by the Member States and it does not

1)

change the existing system of vertical adjustment of revenue ‘.

As the national product has been recognized as a "fair" indicator of

the national capacity to pay, at least since the United Kingdonm
renegotiated entry to the Community, the movement away from the naticnal
product as an indicator of capacity to pay and the change to value-added
tax financing seems, with hindsight, to be unfortunateZ). It is
therefore rroposed that instead of increasing the share of the tasis for
assesszent of value-added tax there should be a change in the basis of
assessment in favour of the GNPM. At the same time the Communities
should be able to fix the share of the new basis of assessment freely and
without an upper limit. Under this proposed revenue system, with autonomy
of rate for the Communities, the member countries will still be liable to
tax. We have at the same time both a type of overall sharing system, as
the funds are derived from the revenue of the member countries, and also,
because of the power to fix tax rates ("rate jurisdiction"), an earmarked

diviced system.

Regardless of which nationel product value is selected, there is ro need
fer rarmonization in the determination of a basis for assessment in view
of the exictence of agreed figures produced ty the Statistical Cffice of
the Eurcpeen Comrmunities relating to taxation, valuaticn and definition.
The "Surostatistics' contain a number of definitions of raticnal product

(gross dorestic product, gross naticnal procuct, dispcsatle ircome, etc)

J It ras teen calculated that from the fiscal point of view a &: arran-ere
to *he end of tne 19:Cs would be sufficient only on the assumption that
with slicht eceoncmic growth there would be no additional exrenses arisin
cn enlurgement of the Cerrunities and that no further fiscal otligpaticns
would nave to ke undertilen in association with an economic and monetary
unicrn “Fircneing the Cemmunity budget - Future methed', Community

2) <Lee z2lso G. Denton, "Reflections on Fiscal Federalism in the IZC", Journal

of Comzon Market Studies, Vol 16, No &4 (1978), p 259.

-

~3) But see Section B IV, 2.2.1.2, alsc MacDougall Group, Vol II, p 457 et seq
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If the gross national product at market prices is chosen as the basis
of assessment this proposal would also meet the other technical
criteria. An adequate yield is guaranteed by the elasticity of the
revenue and the autonomy of the Communities regarding rates;
sirmilarly levying and transfer do not present any problems. The
naticnal federalist structure and tax policy are affectecd relatively
little because there is no competition for the same tax revenue.
Perceptibility and cheap payment are not yet in the forefront in this
tyce of vertical revenue distribution. Recourse to the individual

taxpayer is not yet envisaged in the context of this proposal.

The economic criteria can also all be met, This proposal stems from

a regard for the national ability to pay; redistribution between

regicns can be achieved by means of an above-average burcden on the
countries with a higher per caput income. Rate autonomy would make

it possitle to achieve economic objectives in conjunction with operatioms
relating to debts., Moreover, use of the nominal GNP produces effects

in connection with price movements in the member countries, although
these rust be considered in conjunction with the time-lag - sometimes

for technical reasons - in the basis of assessment. Arguments relating
to ccmpetition drop into the background in the case of 'mational product

tax!.

The objections to this simple proposal for financing are concerned on
the one hand with legal and integrational aspects and on the other with
doutts as to the tax system. The crux of the latter is that this
prcposal takes rno account of existing tax structures. CObjections on

the

ad

(Ph

ntezration side are that there is no indivicdual tax-sharing, nor
is a surcharge systen introduced. An argument against the claim that
the rrozosal fails to meet a criterion of the own resources system
renticnod bty the Commission - namely that the "national preocduct tax"
would not be paid directly by individuals and businesses - is tkhat this
is nct, or is at any rate partly not, the case with the value-added tax

proposal put forward by the Commission. Moreover, the national prcduct
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solution does not eliminate the possibility that other types of reveaue,
for example individual tax-sharing in the case of mineral oil tax, could
te used. In the long term a '"revenue system" will emerge, particularly
if the disadvantage of one type of revenue is outweighed or financing
the Community at any time solely by excise duties is avoicded. The
consequence of this proposal is greater revenue autonomy for the
Zuropear Parliament, ie the system of vertical distribution of funds
weuld move a step forward towards a federal solution. The Eurorean
Parliament would not be so strengthened by developrent of the own

resources system if the share of value-added tax were increased.

III: Strengthening budget control as a condition for the future
growth of revenue

For a continuing development of the revenue system towards integration

the mere absence of obstruction to further integration in potential
additional sources of revenue is not enough. Even if it is borne in
mind that in the medium term Community revenues can be used to perform
tasks outside the fiscal sphere as well, the future planning of revenues
recuires further strengthening of the institutions controllirng the budget.
This z2pplies not only to the financing of future tasks, but also to the
debated budgetarization of the Coal and Steel Community and the Zuropean
Development Fund. Budgetary integration would also bring changes in
revenue and in the fiscal adjustment system if the production charge of
the Cozl and Steel Community was communalized. In strengthening
budgetary control we must not think only of the European Audit ffice1)
but more particularly of the authority of the BEuropean ?arliament,
particularly as regards the control of expenditure. Even if the
budgetary rights of the Farliament have in the past been increased

in resrect of the expenditure side, this must not blind us to the fact

1) See C.-D. Ehlermann, "Der EuropHische Rechnungshof' (The European
Audit Office), Baden-Baden 1976.



-63- CT XIX/279/79-E

that increasing powers have been concentrated in the Councils of

Ministers and the Council of Europe and that this develorment has

1)

also prejudiced the position of the Commission ‘. The direction

2)

to be taken by this development™  and whether, in addition to the
control of expenditure, it will also lead to greater revenue autoaozy
(the right to authorize taxation)B) will ultimately be decided in the
political argument as to the future part to be played by the organs
of the Comrunity in the context of the federal and confederal

financial constitution described in detail at the beginning of this

k)
paper ‘.

1) Cn this political appraisal see E. Klepsch, E. Reister, "Der
eurorHiscre Atceorcnete' (The Member of the European Parliament),
Bacern-Baden 197%, p 19, and from the point of view of political
science, V. Herman, J. Lodge, "The Eurovean Parliament and the
Zurcpean Community", New York 1978.

2) See also E. Greabitz, '"Das EuropHische Farlament vor der Direktwahl"
(Tre Zuropean Parliazment before the direct elections), Integraticn,
No 2/79, p 47 et seqgq.

2) In this connection see the discussion on a new Article 201 of tke
Treaty of Rome on future funds, 1974/75.

L) See p 8.





