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1. Subject of the thesis

Member States’ net positions vis-a-vis the EU budget is a very popular topic among academics
and politicians alike. It was in the end of the *90s that scholars turned to this subject.

The European Commission published its first assessment on the functioning of the system of
own resources in 1998. In this report, the preparation of which was long awaited by net
contributor Member States, the Commission published its methodology and estimations
regarding the budgetary net positions and concluded that a group of Member States faced severe
imbalances against the EU budget. By publishing its calculations, the Commission overturned

a taboo, leading to a widespread use of net positions by national leaders and researchers alike.

Another stimulus during the 2000s was that the Commission announced a major consultation
on the mid-term review of the 2007-2013 Multiannual Financial Framework, allowing many
researchers and politicians to comment on the common budget.

As a result, there is now extensive literature on the net budgetary balance.

In my view, however, much of the research attempts to address the same issue: the
overwhelming majority of authors examine the question with a view to invent possible reforms
capable of eliminating the Member States' focus on the net balance. While 1 do not deny the

adequacy of normative, exploratory analyses, my dissertation takes a different approach.

This dissertation is based on the following hypothesis: when designing the EU budget, the
primary concern for Member States will always be to ensure an advantageous net balance.
There are a number of explanatory factors behind this phenomenon, which make Member States
continue to focus on net balances. By observing these factors it can also be noted that some of

the reasons behind this approach overlap, thereby reinforcing each other.

Therefore | am convinced that the likelihood of a major budgetary reform is very low. Even if
there appears to be some kind of reform, it will not eliminate Member States’ focus on their net

positions.

As regards scientific performance, the dissertation produces novel scientific results in at least

two respects.



On the one hand, the method of proof can be considered novel. | try to use the most realistic
approach possible to understand Member State motivations, instead of considering the net
position based approach as a problem to be eliminated. My professional experience at the
Ministry of Foreign Affairs and Trade encourages me to adopt a realistic approach throughout

my research, which also takes into account the motivations of national leaders.

Second, to the best of my knowledge, the reasons behind the net position approach have not
been studied extensively, so my research contributes to the elaboration of the topic by doing so.
Many authors have commented on the reasons behind Member States' focusing on the net
balance. Some reasons can be found in almost all papers dealing with the topic (such as the
structure of expenditures or the predominance of the GNI-based resource), but other causes
appear only in the works of a couple of authors, although they contribute greatly to the overall
picture. There is clearly a lack of works which would synthesize the many factors already
identified in the literature. The main aim of the dissertation is to supplement the existing

scientific work in this respect.



2. Methods guiding the research

The hypothesis is proved mainly by using a descriptive-analytical approach. At the same time,
the continuous release of data by the European Commission and the large amount of data
available in the Eurostat database make it possible to support my research with up-to-date

quantitative analysis.

First I introduce the basic concepts and definitions needed to discuss the topic. In addition to
the practical elements, I also include historical analyses and overviews, as the whole budgetary
system, but especially the Member States’ net-balance-based approach, is well characterized by
path dependence. On the one hand, the common budget has many features that were formed
decades ago and which remain divisive for Member States (see, for example, the structure of
expenditure). On the other hand, focusing on net positions has quite a long tradition among
Member States (it is very common since Margaret Thatcher’s stance on the British balance).
Therefore, examining the tensions and difficulties of the past decades is also important for
proving the hypothesis.

Next | analyse the contributions of researchers working on the net balance topic. Even though
this is a scientifically young topic (roughly twenty years old), the literature on net balance is
rich. Ideas outlined in previous researches provide a solid basis for proving my hypothesis, even
if I am striving to take a different approach.

| pay particular attention to the rare, quantitative based works that have attempted to analyse
the budget balance by including other factors in the calculations (such as the demand-raising or

tax-increasing effects of EU membership).

In the next step, | examine the methodology of calculating net balances and review the concepts
needed for further analysis. | provide a historical overview of recent trends in the EU Member
States' budget balances: which countries belonged to the net payer and net beneficiary group
and what the characteristics of their budgetary positions are. Based on these considerations, |

conclude that the net contributor or net beneficiary position is relatively stable.

| place a special emphasis on explaining which Member States have been the main beneficiaries
of each policy and on the prominent role these funds play for the Member States concerned.
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I will then analyse in detail why the operating budgetary balance (as calculated by the European
Commission) is a problematic indicator and why it cannot be considered as a good indicator of
the fiscal advantages enjoyed by Member States. | study technical-statistical, economic and
political aspects. I also examine sub-topics that | consider to be of special importance here, such
as the European added value, solidarity between Member States and the growth-enhancing

effect of cohesion policy.

Based on the above, | examine the reasons behind the Member States' approach focusing on net
balances. | identify a number of economic, political, and historical causes, and then analyse
how these phenomena contributed to the intensification of the net position approach. The
explanatory factors | present do not provide equally strong evidence and it is clear that some
factors played a role only during a limited time. However, | find it important to present all the
elements that | consider relevant as to my knowledge, the reasons behind the net position
approach have not been mapped exhaustively by researchers.

By reviewing the causes, | prove that many of them are interrelated, so that their effect is so

strong that the net position approach is not likely to recede.

The dissertation also contains an outlook for the budgetary period starting in 2021.



3. Results of the dissertation

In the first part of the dissertation | examine in detail the methods of calculating the net balances
of the Member States vis-a-vis the EU budget and describe how these have evolved since 2000.
| note that, despite the small size of the EU budget (which amounts to approximately 1% of EU
GNI), in some beneficiary Member States EU subsidies represent a substantial net source of up
to 3-4% of national income.

This is accomplished by the EU budgetary system in such a way that the financial burden on
net contributors is proportionately lower. The positions of net payer countries remain below 1%
of their GNI, while on the beneficiary side we can find positions of more than 3-4% of GNI.
Based on these, | reach the following conclusion.

1. The EU budget, in spite of all its shortcomings and imperfections, is in practice a well-
functioning system that is able to distribute resources rather fairly among Member
States.

In order to better understand the motivations of the Member States, | examine which countries
are the biggest recipients of the funds in the expenditure headings for cohesion policy and the
common agricultural policy. These two are the expenditure areas where we can clearly identify
which Member States have benefitted from EU funds.

| also look at the competitiveness sub-heading to see which Member States' firms and research
centres have received the most EU grants. Here it is unreasonable to describe the Member States
concerned as beneficiaries, as these are mainly central, Commission-managed grants with a
particularly high spill-over effect. It is noteworthy, however, that in the case of competitiveness
expenditure, we find that a certain group of Member States receives the absolute majority of
funds almost every year as is the case for cohesion and agricultural spending.

Based on these, | make the following conclusion.

2. The structure of expenditures has evolved in such a way that all Member States know
which headings they can expect high allocations from. This is an important
explanation as to why there is no meaningful reform on the expenditure side and why

we cannot expect the net balance approach to recede.



Despite the fact that | work with a hypothesis that counts on the continuation of the net balance
approach, | agree with the academics of this topic that the net budgetary balance is not suitable
for demonstrating the fiscal (and other) benefits of being a Member State of the European
Union. Therefore, in the dissertation I present in detail what shortcomings and problems can be
identified regarding the budget balance itself and the Member State approach focusing on the

budgetary positions.

3. The net budgetary position does not adequately reflect the fiscal advantages enjoyed
by Member States because
a. for some of the expenditure it is not evident which Member State can be
considered as a beneficiary
b. the calculation methodology does not take into account administrative costs,
but includes several simplifications to make the data easier to use
c. the calculation does not reflect the growth-stimulating effect of cohesion aid,
the investment surplus generated by financial instruments or the growth and

jobs expected from the Single Market.

4. The Member States’ net balance approach is detrimental because it does not take into
account the added value of EU spending and the political benefits of integration, such

as peace and stability or solidarity between Member States.

| argue in the dissertation that if there is no chance to move away from the net balance approach
it is because too many, often mutually reinforcing, causes can be identified behind it. To prove
this, I will analyse in detail the explanatory factors, including those already mentioned in the
literature. Where possible, | support my views with statistical data and quantitative

observations.



The main theses of the dissertation are the statements below. They point to the factors that make

the net-balance approach an evident strategy for Member States that cannot be suppressed.

5. The net balance approach is unlikely to recede because Member States are too

attached to their fiscal sovereignty.

Most national leaders are against introducing new own resources or strengthening the role of
supranational institutions (Commission, European Parliament) in budgetary matters. Therefore,
they have forged a decision-making system that ensures (through the right of veto) that their

sovereignty is preserved and that the arguments they put forward are taken into account.

6. The net balance approach is unlikely to recede because of the characteristics of the

decision-making system.

The decision-making system, set up in 1988, is considered to be Member State-centered, in
which the European Commission is only the initiator and the European Parliament has a right
of consent. In the Council, Member States decide unanimously on the multiannual financial
framework, which means that they can insist on their position.

The control of the revenue side by Member States is particularly strong, as the adoption of the
own resources decision is subject to ratification by the Member States.

During the negotiations on the multiannual framework, Member States organize themselves

into interest groups for a more effective representation of interests.

7. The net balance approach is unlikely to recede because of the characteristics of the

revenue side.

The GNI-based own resource ensures approx. 60% of the revenues (the exact distribution varies
from year to year among the different sources of revenue, but the GNI-based one has reached
at least 60% since 2007).

The GNI resource is much more tied to the Member States than the traditional own resources
or the VAT-based revenue source. Therefore, as long as GNI-based contributions continue to
play a decisive role, it is to be expected that Member State leaders will try to track the level of

support that their country was entitled to in exchange for its ‘dues’.
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8. The net balance approach is unlikely to recede because the overall ceiling for

expenditure is not growing and because the expenditure structure has special features.

In the dissertation | present that the total amount of expenditures (in real terms) has not
increased since 2000, it has actually decreased in real terms during the seven-year period started
in 2014. This was despite the fact that several new Member States have since joined the Union,
the number of common objectives has increased and there have been serious challenges in both
economic and security terms.

The scarcity of funds encourages Member State leaders to ensure that their previously reached

levels of support are not reduced.

With regard to the expenditure structure, I examine which areas receive the most EU funding.
It can be stated that the Common Agricultural Policy and the Cohesion Policy represent the
largest share, together these expenditures amount to ca. 70%. At the same time, these are areas
of expenditure where we can clearly identify which Member States (regions) have benefitted
from the funds. It is therefore a priority for all Member States to achieve the highest possible
level of support through these policies.

Therefore, as long as Cohesion Policy and the agricultural policy account for a major share of
expenditure, the net balance approach is very likely to continue.

9. Political factors also play an important role in maintaining a net balance approach.

First 1 examine the legacy of Margaret Thatcher. | point out that the attitude with which the
United Kingdom secured a budget rebate also encouraged leaders of other Member States to
provide themselves with the best possible net balance.

In the nineties, the forthcoming “eastern” enlargement was a major concern for net contributors,
prompting them not to allow spending levels to rise and to ask for corrections.

The fact that since the 1990s there has been an increasing number of abuses in the use of
cohesion funds has also contributed to the strengthening of the net balance approach.
Addressing Euroscepticism has become another challenge in the 2000s: Member State leaders
are trying to report to their citizens that they have managed to maintain the previous level of
their support from the EU budget.
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10. The economic situation also plays a major role in maintaining the net balance

approach.

During the 2000s, the economic crisis also played a major role in reinforcing the Member States'
focus on the net balance.

The decline in GDP and employment, the contributions to crisis management instruments and
the austerity policies implemented in many Member States have encouraged net contributors to
reduce their contributions to the common budget. At the same time, the beneficiaries of the
budget have become more dependent on EU funds than before and have therefore struggled to

maintain their level of support.

11. The net balance approach is unlikely to recede because the above reasons are often

mutually reinforcing.

In my dissertation | examine the explanatory factors that appear in a mutually reinforcing way

and contribute to the Member States’ approach focusing on the net balance.

First, the need for Member States to preserve their fiscal sovereignty largely determines the
evolution of the revenue side and the way in which they decide on the budget. As a result, the
introduction of new own resources or the reform of the decision-making system alone would

not reduce the net position approach.

Second, the characteristics of the expenditure side increase the need for net contributor Member
States to seek compensation on the revenue side. Reforming the expenditure and revenue side
is therefore inconceivable without one another. However, no reform is foreseen because too

many obstacles would have to be overcome at once.

Third, unanimity hinders the reform of the expenditure side, while many problems in the
expenditure structure can be explained by consensus decision-making. In this case, there is a

reciprocal effect.

Fourth, the difficult economic context and the rise of Euroscepticism would make fiscal reform
more needed than before, but it is these factors that make Member States focus all the more on

their net position.
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Considering the burden of the economic crisis (management) on the Member States and the
increasing Euroscepticism among the citizens, it would be important for the common budget to
become more independent from Member States' contributions (through the introduction of
genuine own resources) and that the Union really spends on its objectives with the highest added
value. At the same time, it is precisely the domestic situation created by these factors that makes
real reform impossible: in such a situation, citizens expect their leaders even more to make an

advantageous deal for their own Member State.

13



4. Main references

Begg, I. — Enderlein, H.-Le Cacheux, J. -Mrak, M. [2008]: Financing of the European Union
Budget. Study for the European Commission, Directorate General for Budget. Final
Report. April 2008

Begg, 1. [2010]: Rethinking how to pay for Europe, in: SIEPS (Swedish Institute for European
Policy Studies) European Policy Analysis, March-lIssue 2010

Benedetto, G. [2012]: Budget Reform and the Lisbon Treaty in: Benedetto — Milio (eds.):
European Union Budget Reform. Institutions, Policy and Economic Crisis, Palgrave
Macmillan, 2012, DOI: 10.1057/9781137004987

Blankart, Ch. B. — Koester, G. B. [2012]: The Lisbon Treaty, the Financial Crisis and Exit
from Budget Gridlock in: Benedetto — Milio (eds.): European Union Budget Reform.
Institutions, Policy and Economic Crisis, Palgrave Macmillan, 2012, DOI:
10.1057/9781137004987

Cipriani, G. — Pisani, S. [2004]: The European Budget: An Alternative to Budgetary Balances
to Assess Benefits for the Member States, XVI Conferenza della Societa Italiana di
Economia Pubblica,. Internet:
http://www.siepweb.it/siep/images/joomd/1399116284339.pdf

Cipriani, G. [2014]: Financing the EU Budget. Moving Forward or Backwards? Brussels;
Centre for European Policy Studies, DOI: 10.13140/2.1.3604.3209

De La Fuente, A.-Doménech, R. [2001] : The redistributive effects of the EU budget: An
analysis and proposal for reform. Journal of Common Market Studies 39, No. 2. 307-
330. oldal, DOI: 10.1111/1468-5965.00290

Enderlein, H. — Lindner, J. — Calvo-Gonzalez, O. — Ritter, R. [2005]: The EU Budget. How
Much Scope for Institutional Reform? European Central Bank Occasional Paper Series

No. 27/April 2005

14


http://www.siepweb.it/siep/images/joomd/1399116284339.pdf

Eurodpai Bizottsdg [2017]: Az én régiom, az én Eurdpdam, a mi jovénk. Hetedik jelentés a
gazdasagi, tarsadalmi és teruleti kohéziordél, Luxembourg: Az Eurdpai Unio
Kiaddhivatala, 2017, DOI: 10.2776/2493

Europai Bizottsag [2018b]: A Bizottsag kdzleménye az Eurdpai Parlamentnek, az Eurdpai
Tanécsnak, a Tanacsnak, az Eurdpai Gazdasagi és Szocialis Bizottsdgnak és a Régiok
Bizottsaganak: Modern koltségvetés a polgarainak védelmet, biztonsagot és
lehetoségeket nyujto Unio szamdra. A 2021-2027-es idoszakra vonatkozo tobbéves

pénzlgyi keret. Brisszel, 2018. 5. 2. COM(2018) 321 final

Eurépai Szamvevoszék [2019]: A Szdmveviszék éves jelentése a 2018. évi pénziigyi év
koltségvetésének végrehajtasarol, az intézmények valaszaival egyltt. Az Eurdpai Unid
Hivatalos Lapja C340 62. évfolyam, 2019. oktober 8., 1-269. oldal

European Commission [1997]: Budget Contributions, EU Expenditure, Budgetary Balances
and Relative Prosperity of the Member States, ECOFIN Council, October 1997

European Commission [1998]: Financing the European Union. Commission Report on the
Operation of the Own Resources System. Brussels, 07.10.1998 COM (1998) 560 final

European Commission [2011b]: Commission Staff Working Paper: The added value of the
EU budget. Accompanying the document Commission Communication A budget for
Europe 2020, Brussels, 29.6.2011 SEC (2011) 867 final

European Commission [2012]: 20 years of the European Single Market. Together for new
growth. Main achievements, Luxembourg: Publications Office of the European Union,
2012, DOI: 10.2780/66906

European Commission [2014b]: EU budget 2013. Financial Report. Also covering

Multiannual Financial Framework 2007-13. Luxembourg: Publications Office of the
European Union, 2014, DOI: 10.2761/41817

15



European Commission [2016]: Commission Staff Document, Ex post evaluation of the ERDF
and Cohesion Fund 2007-13, Brussels, 19.9.2016, SWD (2016) 318 final

European Commission [2019b]: EU budget 2018. Financial Report. Luxembourg:
Publications Office of the European Union, 2019, DOI: 10.2761/027405

Fabbrini, S. [2016]: Representation without Taxation: An Association or Union of States? in:
De Feo, A. — Laffan, B. (eds): EU Own Resources. Momentum for a Reform?, European
University Institute 2016, pp. 19-29., DOI: 10.2870/176147

Fuest, C. — Heinemann, F. — Ungerer, M. [2015]: Reforming the Financing of the European
Union: A Proposal, ZEW Policy Brief, No. 2, May 2015, DOL:
https://doi.org/10.1007/s10272-015-0553-z

Gretschmann, K. [1998]: Reform of the Own-Resources System and Net Positions in the EU
Budget. European Parliament Directorate-General for Research. Division for Budgetary
Affairs, Civil Liberties and Internal Affairs, Rules of Procedure, Petitions and

Comparative Law. Working document, Budget Series 100., Luxembourg, October 1998

Gros, D. —Micossi, S. [2005]: A Better Budget for the European Union. More Value for Money.
More Money for Value. CEPS Policy Brief No. 66/February 2005

Haug, J. — Lamassoure, A. — Verhofstadt, G. — Gros, D. — De Grauwe, P. — Ricard-Nihoul,
G. — Rubio, E. [2011]: Europe for Growth. For a Radical Change in Financing the EU.
CEPS Paperbacks, 2011

Heinemann, F. — Mohl, Ph., — Osterloh, S. [2010]: Reforming the EU Budget: Reconciling
Needs with Political-Economic Constraints. Journal of European Integration, 32:1, pp.
59-76, DOI: 10.1080/07036330903375149

Hix, S. — Heyland, B. [2011]: The Political System of the European Union. London: Palgrave
Macmillan 2011., DOI: https://doi.org/10.1007/978-1-349-27531-1

16


https://doi.org/10.1007/s10272-015-0553-z
https://www.researchgate.net/deref/http%3A%2F%2Fdx.doi.org%2F10.1080%2F07036330903375149
https://doi.org/10.1007/978-1-349-27531-1

Inotai Andras — Szemlér Tamas [2004]: A 2004-ben csatlakozo kozép- és kelet-eurdpai
orszagok és az EU 2006-2013 kozotti kozos koltségvetése. in: Inotai Andras, Bognér
Kéroly (szerk.): EU-tanulményok, Budapest: Nemzeti Fejlesztési Hivatal, 2004. 623-
649. oldal

Ivan Gabor [2007]: Bevezetés az Eurdpai Unio koltségvetésébe, Budapest: Osiris, 2007

Kengyel Akos [2013]: A megszokott keretek csapdajaban. Gondolatok az Eurépai Uni6 2014-
2020 kozotti koltségvetési kiadasairdl. in: Koz-Gazdasag. VIII. évf. 1. szam, 2013.
marcius, 189-202. oldal

Kengyel Akos [2017]: The next Multiannual Financial Framework (MFF) and its Duration.
In-depth analysis requested by the BUDG committee of the European Parliament, PE
603.798 — October 2017 , DOI: 10.2861/13

Koélling, M. [2015]: How much Solidarity is in the EU Budget? Perspectives on Federalism,
Vol. 7, Issue 3, 2015

Le Cacheux, Jacques [2005]: European Budget. The Poisonous Budget Rebate Debate. Notre
Europe Studies & Research N. 41

Matthews, A. [2013]: The distribution of CAP payments by member state, Internet:

http://capreform.eu/the-distribution-of-cap-payments-by-member-state/

Monti, M. — Daianu, D. — Fuest, C. — Georgieva, K. — Kalfin, 1. — Lamassoure, A. —
Moscovici, P. — Simonyte, I. — Timmermans, F. — Verhofstadt, G. [2016]: Future
Financing of the EU. Final report and recommendations of the High Level Group on Own

Resources, December 2016

Nufiez Ferrer, J. [2008]: Can reforming own resources foster policy quality? SIEPS Report
2008:3, Stockholm

Petersen, Th. — Bohmer, M. — Weisser, J. [2014]: 20 years of the European single market:
growth effects of EU integration, Bertelsmann Stiftung Policy Brief 2014/02

17


http://capreform.eu/the-distribution-of-cap-payments-by-member-state/

Pollack, M. A. [2008]: Member-State Principals, Supranational Agents, and the EU Budgetary
Process, 1970-2008, Internet: http://ssrn.com/abstract=1119108 (2016. oktober 8.),
DOI: http://dx.doi.org/10.2139/ssrn.1119108

Richter, S. [2008]: Facing the Monster "Juste Retour’. On the Net Financial Position of the
Member States vis-a-vis the EU Budget and a Proposal for Reform. WIIW Research
Reports 348. May 2008

Rubio, E. [2011]: The ,,added value” in EU budgetary debates: one concept, four meanings.
Notre Europe Policy Brief, No.28, June 2011

Sapir, A. [2008]: Speech by André Sapir. in: The Purse of the European Union: Setting
Priorities for the Future, SIEPS 2008:10p, Stockholm 2008, 15-23. oldal

Somai Miklds [2014]: A britek és az EU kbz0s koltségvetése — kulonos tekintettel a rebate-re.

in: Kultigyi Szemle XIII. évfolyam 2. szdm, 77-103. oldal

Szemlér Tamaés [2006]: Az EU-koltségvetés mérfoldkovei: a rendszer reformjatol a szervezett
kaoszig in: Killgazdasag L. évf. (7-8) 77-89. oldal

Szemlér Tamas [2017]: Uton a fiskalis foderalizmus felé? in: Eurdpai Tiikér 2017 (1) 49-61.
oldal

Torreblanca, J. 1. — Leonard, M. [2013]: The Continent-wide Rise of Euroscepticism,

European Council on Foreign Relations Policy Memo 79, May 2013

Vignon, J. [2011]: Solidarity and Responsibility in the European Union. Notre Europe Policy
Brief, No. 26. (2011)

Wostner, P. [2008]: On the character of the EU and its budget: Look into the future. EU-
Consent EU-Budget Working Paper No. 8. October 2008,
DOI: http://dx.doi.org/10.2139/ssrn.1025384

18


https://dx.doi.org/10.2139/ssrn.1119108
https://dx.doi.org/10.2139/ssrn.1025384

