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Abstract:

The aim of the study was to assess whether the presentation of financial
flows between states and the EU budget provides constructive information,
since the literature on the subject emphasizes that the assessment of the
benefits and costs of integration has a much broader and more complex
scope resulting from the free movement of people, services, goods and
capital.

In the paper it was used data from 2019 taking into consideration the last
year of the UK's full membership in the European Union and a year before
COVID-19 pandemic which also has influenced EU finance. In addition,
the current operating balances of the member states are presented based
on the latest data from 2022 referring to the author’s modified algorithm
for calculating operating budgetary balances according to the guidelines
of the European Commission.

Findings resulting from the conducted research are as follows: referring
to the formulated hypotheses it should be stated that there are no grounds
to reject them. Correction mechanisms on the revenue side of the European
Union budget affect the operating balance of a given country, although they
do not have to cause a change in the operating balance from negative
fo positive or vice versa. In addition operating budgetary balances do not
provide a true picture of the benefits and costs of European integration.
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Providing the value of budget balances for member states in relation
fo the EU budget should be considered a strictly accounting procedure.
The wider use of operating budgetary balances can be considered a denial
of the essence of European added value, because they refer to the idea
of "fair return” as the expectation of a certain adequacy between the amounts
paid and the funds received from the budget.
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Introduction

The results of analyzes concerning payments and withdrawals to and from
the European Union budget has been controversial since the beginning
of the European Communities. As new areas were covered by joint
expenditure and new members were admitted, the problem of budget
balances increased, and the division into net payers and beneficiaries led
to many misunderstandings between member states and an often misleading
interpretation of this accounting concept.

The aim of the article is to assess whether the presentation of financial
flows between states and the EU budget provides constructive information,
since the literature on the subject emphasizes that the assessment of the
benefits and costs of integration has a much broader and more complex
scope resulting from the free movement of people, services, goods and
capital. The following hypotheses were adopted for the study:

1) Correction mechanisms on the revenue side of the European Union

budget affect the operating balance of a given country.

2) Operating budget balances do not provide a true picture of the benefits

and costs of European integration.

To examine the impact of transfers from and to the European Union
budget in individual member states, data from 2019 was used due to the last
year of the UK's full membership in the EU and a year before COVID-19
pandemic which also has influenced EU finance. In addition, the current
operating balances of the member states are presented based on the latest
data from 2022 according to the proprietary adjusted budget operating
balances method used by the European Commission,

The study was divided into four main parts. The first one presented the
essence of the division of EU countries into net contributors and net
recipients and the importance for the perception of the benefits and costs
of European integration. The second part was devoted to the evolution of the
correction mechanisms existing on the revenue side of the EU budget.
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The third part presents the methodology for calculating budget operating
balances and research results, while the fourth part contains discussion and
conclusions. The research used the European Commission's database
dedicated to the revenues and expenditure of the EU budget.

1. The essence of budget operating balances

When publishing data on operational budget balances, the European
Commission emphasized that they were of a strictly financial nature and
therefore no conclusions could be drawn on their basis about the benefits
and costs of membership in the European Union. However, despite the clear
position of the European Commission, data on operating balances are used
by member states for or against further deepening of integration. Such
different views on financial flows often result from the conscious use of this
data for specific, particular purposes of political parties. As a result, currently,
i.e. referring to the multiannual financial framework for 2021-2027,
the European Commission has stopped providing information on budget
balances, although this data can be obtained based on payments and
withdrawals in relation to the EU budget.

The budget balance calculated according to the European Commission's
methodology is called the operational budget balance and is calculated
according to the formula (European Commission, 2019):

OBB; = TAE; — AE; — ANC; x “2EvE=4FEy (1)
ANCgy
where:
OBB; operating budgetary balance of the state i, where i = 27 or 282
TAE; total allocated expenditure from the EU budget for the state i, where
i =27 or 28, or i = EU for EU as the whole organisation;
AEi administrative expenditure) for the state i, where i = 27 or 28,
or i = EU for EU as the whole organisation;
ANC; adjusted national contribution of the state i, where i = 27 or 28,
ori = EU for EU as the whole organization.
The assumptions adopted by the European Commission do not include:
— on the side of expenditure from the EU budget, funds for EU
administration, as expenditure for the common functioning of the
European Union, and not for the benefit of a specific member state,
and expenditure for third countries (those remaining outside the
European Union, including candidate countries) are not taken into
account; as a result, other expenses are called operational,

2 Number of member states before or after British withdrawal from the European Union.
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— on the side of revenues to the EU budget - traditional own revenues,
currently in the form of customs duties, as a levy resulting from
the functioning of the customs union, and therefore resulting from the
import of goods into the European Union.

The European Commission's methodology for calculating budget
operating balances is based on the assumption that it is a zero-sum game
for the entire European Union (Asatryan et al., 2020a) i.e. how much a given
member country could receive from the EU budget, taking into account the
same percentage share as in payments to the EU budget. The value
calculated in this way is then subtracted from the actual expenditure from the
EU budget for the given country (Stabryta-Chudzio, 2022).

The presentation of budgetary operating balances is treated with great
caution in drawing conclusions about the benefits and costs of integration on
this basis alone. The net benefits go beyond operating balances and include
wider economic and social impacts in terms of trade opportunities,
employment and productivity, including spillover effects on other members.
Furthermore, data on operating balances are only indicative from
an economic point of view.

Therefore, a broader aspect of integration should be taken into account,
relying on the following arguments (Asatryan et al., 2020b; Asatryan
et al., 2020c):

— the existence of economies of scale of spending at EU level compared

to spending at member state level,

— threshold effects of projects that, from a financial point of view, a single
country would not be able to implement,

— cross-border effects, including: in the form of foreign direct investments,
trade, environmental protection, scientific research results,

— effects of freedoms guaranteed by the European single market
(movement of people, goods, services and capital),

— the existence of external expenditure from the EU budget not included
in budget balances and intended for economic and social cooperation
of third countries with the European Union, supporting democracy,
protecting human rights and stability in a given region,

— the existence of other funds outside the EU budget that are not taken
into account when calculating operating balances.

2. The importance of financial correction mechanisms in the European
Union budget
The correction mechanisms existing in the European Union budget are
considered to be a denial of the essence of European added value, because
they refer to the idea of "juste retour”, i.e. "fair return" as the expectation
of a certain adequacy between the amounts paid and the funds received from
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the EU budget. The fear of excessive "crediting" to other members has
prompted some countries to negotiate a number of correction mechanisms
allowing them to reduce the amount of revenue they transfer to the EU budget
(Stabryta-Chudzio, 2022).

Financial correction mechanisms include special discounts (rebates,
reductions, abatements) relating to the amount of the contribution to the
European Union budget (table 1). These rebates are on the revenue side
of the EU budget, although they contribute to reducing the contribution rate.
From a historical point of view, an attempt to introduce the first correction
mechanism appeared in the 1970s, with the beginning of Great Britain's
functioning in the European Communities. Subsequent discounts were
introduced successively along with requests from selected net payers to reduce
payments to the community budget. So far, Great Britain, Germany, Austria,
the Netherlands, Sweden and Denmark have benefited from the discounts, but
the amount of the discounts and their mechanism have changed over time.

Table 1. Corrective mechanisms in the history of the European Communities
and the European Union

Before 2000

United Kingdom — British rebate (abatement, reduction)

Germany - the so-called rebate on the British rebate, i.e. a 33% reduced payment to Great
Britain

2000-2006

United Kingdom-— British rebate

Austria, Germany, Sweden, the Netherlands - the so-called rebate on the British rebate,
i.e. a 75% reduced payment to Great Britain

2007-2013

United Kingdom — British rebate

Austria, Germany, Sweden, the Netherlands - the so-called rebate on the British rebate,
i.e. a 75% reduced payment to Great Britain

Austria - reduced VAT rate (0.225%)

Germany - reduced VAT rate (0.15%)

Netherlands and Sweden - reduced VAT rate (010%); A flat-rate reduction in your
GNI-based contribution

2014-2020

United Kingdom — British rebate

Austria, Germany, Sweden, the Netherlands - the so-called rebate on the British rebate,
i.e. a 75% reduced payment to Great Britain

Austria — three-year flat-rate reduction in GNI-based contributions

Denmark - flat-rate reduction of the GNI-based contribution

Germany - reduced VAT rate (015%)

Netherlands and Sweden - reduced VAT rate (015%); a flat-rate reduction in your
GNI-based contribution

2021-2027

Austria, Denmark, Germany, the Netherlands and Sweden - flat-rate reduction
in GNI-based contributions

Source: Asatryan et al. (2020a); Benedetto (2017, pp. 615-633).
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It should be noted that the rebates apply to countries that pay more than
they receive from the EU budget and therefore constitute a form of financial
relief for the largest net contributors. As a result, correction mechanisms
are associated with the concept of the so-called national budget balance,
i.e. the relationship between the funds received from the EU budget
by a given country and the contribution it pays.

From 2021, one official form of discount from the previously existing ones
has been left, i.e. lump-sum corrections on the basis of the annual GNI-based
contribution of Denmark, the Netherlands, Austria, Sweden, and Germany
(table 2). The gross reductions is financed by all other member states,
according to their GNI. Every year amounts are indexed based on the GDP
deflator.

Table 2. Rebates per year in Multiannual Financial Framework 2021-2022 (m EUR)

Denmark 377
Germany 3671
The Netherlands 1921
Austria 565
Sweden 1 069

Source: https://commission.europa.eu/strategy-and-policy/eu-budget/long-term-eu-
budget/2021-2027/revenue/rebates_en (retrieved June 18, 2023).

As Darvas (2019a) rightly notes it is also possible to distinguish a "hidden
rebate" related to retaining a certain part of customs revenues as "collection
costs", which benefits countries with an external EU border. A partially hidden
rebate can also be called flat-rate payment limitations in some member
states due to the collection of non-recyclable plastic packaging waste.
However, there is a justification here in order to avoid excessive regressive
impact on the contributions of member states whose GNI per capita in 2017
was lower than the EU average. In accordance with the EU Council Decision
on the system of own resources of the European Union (Council
of the European Union, 2020) this reduction corresponds to the value
of 3.8 kilograms of non-recyclable plastic packaging waste multiplied by the
population of the member state concerned in 20173.

3. Methodology and research results

This article uses the author's proposal to calculate operating balances
in the context of actual payments and funds from the EU budget to member
states, taking into account the European Commission's arguments regarding
the omission of EU administration expenses and traditional own revenues

3 The uniform call rate is EUR 0.80 per kilogram.
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from the calculations. Consequently, the formula for the modified budget
balance will be:

where:

MOBB; — modified operating budgetary balance of member state j, where i =
27 or 28*

TAE; - total allocated expenditure of member state i, where i = 27 or 28;

AE; - administrative expenditures allocated to member state i, where i = 27
or 28;

TNC; - total national contribution of member state i, with i = 27 or 28.

TOR; — traditional own resources of member state i, with i = 27 or 28.

By total national contribution is understood:
— for multiannual financial framework 2014-2020 revenue based on GNI,
value added tax and traditional own resources,
— for multiannual financial framework 2021-2027 revenue based on GNI,
value added tax, revenue form non-recycled plastic packaging waste
and traditional own resources.

In addition to the above-mentioned arguments questioning the reliability
of operational budget balances, it should also be noted that data
on operational budgetary balances for a given member state vary over time
and also present a different picture when presented in relative values
(e.g. in relation to GDP or per capita) and absolute (figure 1).

4 Number of member states before or after British withdrawal from the European Union.
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Figure 1. The amount of the modified operating budgetary balance
in the EU member states in 2022
Source: own study based on European Commission data
(retrieved July 1, 2023 from: https://commission.europa.eu/strategy-and-policy/eu-
budget/long-term-eu-budget/2021-2027/spending-and-revenue_en).

From the chart above, it can be seen that in 2022, where Germany,
France and the Netherlands were the largest net payers in EUR million, while
in relation to GDP and per capita - Germany, Sweden and the Netherlands.
In 2022, Poland, Romania and Hungary were the largest net beneficiaries
in absolute terms, while in relation to GDP they were Latvia, Hungary and
Lithuania, and per capita - Luxembourg, Estonia and Lithuania.

In 2022, net beneficiaries received EUR 50.4 billion more than they paid
in, representing 0.32% of EU GDP. The increase in this amount compared
to the average of the years 2014-2020 may result from the limitation
of correction mechanisms. The number of net beneficiaries remained the
same as in 2019 (18 countries), with Ireland becoming a net payer in 2022
and Belgium becoming a net recipient.

These differences confirm the difficulty in drawing clear conclusions about
the balance of payments and withdrawals from the EU budget. However,
it should be emphasized that 2022 was an exceptional year because it was
the penultimate year of using funds from the 2014-2020 period, which
was associated with increased expenditure from the EU budget, and at the
same time, not all countries started spending funds from the new multiannual
financial framework for 2021-2027. Moreover, for the 2021-2027 financial
framework, a new source of financing was introduced in the form of revenue
based on non-recycled plastic packaging waste.
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Apart from Ireland, which became a net payer in 2022 compared to 2019
in absolute terms, Germany, France, the Netherlands, Austria, Finland
and Sweden also recorded a deterioration in negative balances (figure 2).
A deterioration of the positive balance was observed for Bulgaria, the Czech
Republic, Croatia, Latvia, Hungary, Malta and Slovenia, while the positive
balance of Luxembourg increased by over 1,228% and Belgium became
a net beneficiary in 2022. The introduction of rebates improves the balance
situation in 2022 in absolute terms for the beneficiaries of these mechanisms,
i.e. Germany, Austria, Denmark, the Netherlands and Sweden.

Swedeaas
n
Slovakia ==
-
Romania i
I
Poland

| |
Netheriantss
I

Hungary

Lithuania ==
-
Cyprus
I
Croatia ==
I
Spain ==
I
Ireland

Germany—

Czechia —

Belgium «

-25000 -20000 -15000 -10000  -5000 0 5000 10000 15000

Operating budgetary balance 2022 W Operating budgetary balance 2019

Figure 2. The amount of modified operating budgetary balances
in 2019 and 2022
Source: own study based on European Commission data
(retrieved July 1, 2023 from: https://commission.europa.eu/strategy-and-policy/eu-
budget/long-term-eu-budget/2021-2027/spending-and-revenue_en).
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Comparing the balances with the recognition of rebates in 2022 (figure 3),
the balance of Bulgaria, the Czech Republic, Germany, Ireland, France,
Croatia, Latvia, Hungary, Malta, Slovenia, Finland and Sweden deteriorated
compared to 2019. The reasons could be threefold: firstly, the emergence
of a new source of revenue from unrecycled plastic, or secondly, larger
payments to rebate beneficiaries, or finally, thirdly, the deterioration of the
budget balance itself.
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Figure 3. The amount of the correction mechanisms (R) in 2019 and 2022
Source: own study based on European Commission data (retrieved July 1, 2023
from: https://commission.europa.eu/strategy-and-policy/eu-budget/long-term-eu-

budget/2021-2027/spending-and-revenue_en).
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Therefore, a year-to-year comparison of operating balances will
not provide the basis for drawing far-reaching conclusions, since the
level of expenditure from the EU budget is significantly influenced by the level
of advancement of investments co-financed from EU funds.

Darvas emphasizes (2019a, 2019b), that the desire of some countries
to reduce their contributions to the EU budget is not due to the low level
of wealth of the country in relation to the EU average, but from the desire
to improve the net balance.
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Figure 4. GNI per capita and modified operating budgetary balances in 2022
Source: own study, comp. Darvas (2019a, pp. 6-7).

Based on the conducted considerations, it can be concluded that there
is an inverse relationship between the amount of modified operating
balances and the wealth of countries, i.e. as the gross national income
of a given country increases, its modified operating balance decreases.
However, the relationship is not linear (figure 4), because the chart shows
some exceptions, including: Luxembourg and lIreland as the wealthiest
countries and at the same time not recording the lowest operating balances,
and on the other hand Hungary, Latvia, Lithuania and Estonia with
the highest positive balances in 2022 and at the same time not being among
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the least wealthy. Therefore, the effect of redistribution of funds from the EU
budget is still dominant, although it relates mainly to cohesion policy and,
to a large extent, to the common agricultural policy. The remaining directions
of spending do not refer to national divisions, but to achieving functions
of public finances other than redistribution, i.e. allocation and stabilization,
also in the context of sustainable development.

4. Discussion

It can be noted that the role of budget balances in discussions
on changing the structure of the EU budget is still alive, which results from
great difficulties in measuring European added value. European added
value, which translates into many areas, is also the core of considerations
on the importance of the EU budget. However, problems in assessing the
effectiveness of EU programs, both in terms of finding appropriate
measurement tools and in the time needed to learn the final results of their
implementation, cause EAV to become an opaque and complicated concept,
and thus give rise to further use of the idea of "juste retour" (Schout & van
Riel, 2023).

As Schout, Molthof and Hollander (2023) point out, leaving EU budget
main revenue based on gross national income is the best solution in the
current situation because it takes into account primarily the level of wealth
of the member states in the contribution to the EU budget. Moreover,
the calculation mechanism is understandable and transparent, although
it requires adjustments after the final determination of the GNI amount for
a given year. Nevertheless, it would also be necessary to abandon the
correction mechanisms that complicate the relatively simple assumptions
of GNI-based own resources.

It should be noted, however, that the gradual introduction of new sources
of the European Union's own revenues without a direct national reference
may in the distant future reduce the interest of member states in calculating
net balances, but such a change in attitude would also have to be the result
of a change in attitude regarding the shape of the European Union. For now,
it seems impossible for the pro-federal direction to gain wider recognition
among politicians and thus change the attitude from the national interest
to the EU interest.

Moreover, the attempt to move away from the net balance approach solely
by introducing new tax-based own resources of the EU budget is, for
now, too small steps to draw far-reaching conclusions (Benedetto,
Heinemann & Zuleeg, 2020). Additionally, the more expenditure categories
will serve to achieve objectives at the EU level, and therefore the more
expenditure will be related to achieving European added value, the less
important the reference to the budget balance will be.
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The debate on the importance of operational balances leads to the
conclusion that as long as a significant part of the EU budget expenditure
is based on the redistributive function, i.e. on the common agricultural policy
and cohesion policy, member states will pay attention to the amount of the
described balance. Only the transfer of the burden of spending to European
public goods and the actual introduction of taxes of supranational importance
can change the approach of member states.

To summarize this study, operating balances resulting from political
bargaining can lead to distorted spending decisions (Santos & Neheider,
2009). Monti et al. (2016) are also negative about the perception of the
EU budget as a zero-sum game. Oettinger and Cretu (2017) are in favor
of abolishing all rebates, especially if this would result in real added value.

Conclusions

On the basis of the author's modified budget operating balance and the
author's calculations of correction mechanisms, the significance of financial
flows between the European Union budget and the member states was
assessed. Referring to the hypotheses formulated at the beginning of the
article, it should be stated that there are no grounds to reject them. Correction
mechanisms on the revenue side of the European Union budget affect
the operating balance of a given country, although they do not have to cause
a change in the operating balance from negative to positive or vice versa.

Operating balances are considered to have a certain 'political appeal'
(Heinemann, Pilati & Zuleeg, 2020) used for the needs of current national
policy, thus shifting to the background European Union activities that
are not the result of a top-down negotiated national division (so-called
national envelopes). As a result, as the history of European integration
shows, negotiations on changes in the structure of the EU budget
are extremely complicated long and rarely lead to spectacular solutions
(Stabryta-Chudzio, 2022).

Operating budgetary balances do not provide a true picture of the benefits
and costs of European integration. Determining the benefits and costs
of integration based on data relating to budget operating balances can
be misleading and lead to incorrect conclusions. This tool is used in a purely
accounting aspect and therefore cannot be treated as an assessment of the
role played by the European Union budget (Asatryan et al., 2020c; Sapata,
2020). Therefore, it is necessary to consider the advisability of presenting
operating balances.

Part of the answer can be found in an attempt to explain the existence
of correction mechanisms in the EU budget. Net payers to the EU budget
through revenue reductions are trying to look for ways to reduce their
contributions, which means that the EU's revenue system has become
complex and often incomprehensible to the public (Darvas, 2019a). It can,
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of course, be noted that after United Kingdom left the European Union,
the rebate system was simplified somewhat automatically, i.e. the correction
mechanism for Great Britain and the so-called rebate on the rebate,
i.e. special discounts in payments towards the British rebate for selected
countries while increasing the payments of other EU members. Moreover,
it may also be a contribution to examining the evolution of the structure
of revenue and expenditure of the EU budget, although not the only one and
insufficient.
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