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Members present 

Baroness Falkner of Margravine (Chairman) 
Lord Borwick 
Lord Boswell of Aynho 
Lord Butler of Brockwell 
Earl of Caithness 
Lord Davies of Stamford 
Lord Haskins 
Lord Lawson of Blaby 
Lord McFall of Alcluith 
Lord Shutt of Greetland 
Lord Skidelsky 

Examination of Witness 


Senator Mario Monti, Chairman of the EU High Level Group on Own Resources 


Q1 The Chairman: Good morning, Senator Monti. Thank you so much for coming to 

speak to us today. You will have received a list of interests that have been declared by 

members of the Committee. This is a formal evidence-taking session of the Committee and a 

full transcript will be taken. It will be put on the public record in printed form and will be 

available on the parliamentary website. You will be sent a copy of the transcript and you will 

be able to revise any minor errors, of course. The session is on the record. It is being 

webcast live and will be subsequently available through the parliamentary website. 

Senator Monti, would you like to commence by making any brief opening remarks about the 

work of your group? 

Senator Monti: Thank you very much, Lord Chairman, my Lords. It is a great privilege to be 

here today. This is not my first appearance before the EU Committee of this House. I have 

had this pleasure and privilege on previous occasions on a variety of topics, particularly the 

single market for which I was responsible for five years at the European Commission and 

then revisited as the author of a report that President Barroso asked me to produce for him 

in 2010. I also had an opportunity to contribute to the inquiry on better governance within 

the EU and the EMU in particular. I am now delighted, in an escalation of complexities in a 

sense, to have this opportunity to exchange views with you on own resources, and I believe 

slightly more generally on the modalities of financing the European Union. 

The topic is one of the most sensitive, as we know. Sensitivities vary from country to 

country, but I do not know a member state where this is a simple topic. I believe it is of the 

utmost importance for the European Union that a topic like this be brought as closely as 
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possible to the analysis, evaluation, judgment and, in the end, the decision of national 

parliaments where sovereignty belongs. Therefore, I particularly welcome your invitation, 

Lord Chairman. 

Q2 The Chairman: Thank you so much. To start with, could you tell us how the high 

level group was formed and briefly explain its mandate? Alongside that—you have already 

mentioned the sensitivities—what level of political support do you believe your group has 

received from member states since it was established? 

Senator Monti: The High Level Group on Own Resources was jointly launched by the 

European Parliament, the Council and the Commission in the context of the compromise on 

the multiannual financial framework for the period 2014 to 2020. In view of the gridlock with 

regard to reform on the revenue side, the European Parliament insisted on the creation of 

such a group in order to keep alive the interinstitutional debate on the financing side of the 

EU budget. Our group’s mandate is anchored in a joint declaration, which was adopted in 

December 2013 by the three institutions, together with other declarations accompanying 

the MFF, which is currently in force. The joint declaration provides that the group will 

undertake a general review of the current own resources system and issue a first assessment 

at the end of 2014, which we did in December, taking into account all existing and 

forthcoming input from the three European institutions and national parliaments. It will draw 

on appropriate expertise, including from national budgetary and fiscal authorities and 

independent experts. National parliaments will assess the outcome of the work of our group 

in the context of an interparliamentary conference in 2016. On the basis of the group’s 

work, the Commission will then judge whether legislative initiatives to reform the own 

resources system are appropriate. 

Perhaps I could add that this genesis, this origin of the High Level Group on Own Resources, 

is reflected in its composition. It is a small group, 10 members, of which three have been 

designated by each of the three European institutions. The three institutions, by common 

consent, agreed on the chairman of the group, and I have the privilege to fulfil this task. 

Now I realise that I am not sitting in the proper place. I thought this was a microphone and 

perhaps it is, but I thought it was the only one. My place is here, and I apologise for this 

serious mishandling. 

Lord Lawson of Blaby: Do you want to move to the left? 

The Chairman: You have come to a more comfortable centrist position now. 

Senator Monti: Now I feel more comfortable and reassured about my identity.  
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Your second sub-question, Lord Chairman, is on what level of political support the group 

has received from member states since it was established. Member states have purposely 

chosen to stay back while the group undertakes its work, at least until now. The members 

they have designated—the three colleagues in the group designated by the Council, 

therefore indirectly designated by the member states—participate in the group but have no 

direct present function in the work of the Council. 

However, I can attest to the fact that on the occasion of my regular political reporting to the 

institutions, member states have consistently expressed their interest and support for our 

work. For example, the UK Chancellor of the Exchequer, together with the German Federal 

Finance Minister, on the occasion of my reporting to the ECOFIN in February, has even 

encouraged us to look at a broader range of issues in order to improve the efficiency and 

effectiveness of the system, in particular to integrate in our reflections the expenditure side 

and the crucial dimension of performance/results. I think this opinion is generally shared not 

only by the member states but by the other institutions. 

Finally, I have noticed a growing interest in the debate in both academic circles and decision-

making circles. In the European Parliament, the Committee on Budgetary Control, as well as 

the Committee on Constitutional Affairs, but also the main political groups in the Parliament, 

regularly follow our work. In the Council, we are in close contact with each presidency but 

also with the upcoming presidencies in order to take into account some aspects of their 

programmes in the work of the group. 

In terms of consulting, in a very symmetrical way—because, of course, it is my first and 

foremost duty to guarantee the independence of our work and the symmetry as among the 

institutions—I have been invited by President Juncker to participate in the Commission 

meeting tomorrow to have an exchange of views on where we are. 

The Chairman: So it is very timely. Before I move on, you mentioned the 

interparliamentary conference in 2016. When do you anticipate that in 2016? 

Senator Monti: Of course it is not me convoking such a conference. It is for the three 

Presidents of the institutions, and first and foremost the President of the European 

Parliament. But the recommendation that I gave to them was very functional, I hope. The 

final deadline for our report is the end of 2016, so we thought that the interinstitutional and 

interparliamentary conference would best be held, say, in June next year, so that we have 

the time and the opportunity as a group, after very extensive consultations, like today’s, like 

in other parliaments and so on, to come up with some orderly and I hope meaningful ideas. 
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But that will be a preliminary final report of our group, which we hope will prove to be a 

helpful input for the workings of the interparliamentary conference next June. That will not 

be our final report, because it is wise and correct institutionally, I believe, that the group 

should take all the benefit from the proceedings of that interparliamentary conference 

before we put our final report to the three European institutions. 

Earl of Caithness: How nice to see you again before the Committee, and thank you for 

coming. If you have an interim at the end of this year, when do you anticipate your final final 

report to be published? 

Senator Monti: We had the December 2014 report, mandated by our mandate, which does 

not contain proposals. It is, I hope, a careful, thorough and balanced assessment of the 

existing system on the basis of a number of criteria against which we assessed the system. 

May I note in passing, which I believe is of some relevance, that that assessment report of 

last December has been adopted by our group unanimously? That means that irrespective of 

the origin of the designations, all the members of the group arrived at unanimous 

conclusions, which is a promising signal. That is passed and is currently being examined by all 

interested stakeholders. As I said, our next product will be an interim or preliminary report 

for the interparliamentary conference, and the final final report is mandated to be delivered 

by us to the three institutions, and then to the member states and so on, before the end of 

2016, so it will be— 

Earl of Caithness: So after the conference? 

Senator Monti: After the conference, exactly, for us to be able to take the results of the 

conference on board. 

Q3 Earl of Caithness: Thank you very much. Can you tell us, from your work so far, why 

reforms have been so unsuccessful in the past? 

Senator Monti: Yes. In fact, our assessment report of December takes stock of the EU’s 

recent history of reform to the EU budgets’ own resources, which is not the most successful 

history of reforms in the overall context of the European Union. Let me focus on the two 

last negotiations, the Commission proposals of 2011 first. Although the Commission 

proposals of 2011 have been analysed in depth by the Council working group on own 

resources, there was insufficient support for wide-ranging reform or modernisation of the 

own-resources system. The European Council in February 2013, which I remember directly 

because I was Prime Minister of Italy at the time, so I took part in that and other Councils, 

did not retain any of the proposals for a new own resources but did encourage further work 
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on the following issues. The first was the Commission proposal for new VAT-based own 

resources for the period post-2020, because at that point it was as if the die was cast for 

2014 to 2020. The second area of encouragement for further work was that the member 

states participating in the financial transaction tax on the basis of enhanced co-operation 

were invited to examine whether it could become the base for a new own resource for the 

EU budget, which should not impact—let me underline this—the non-participating member 

states, nor the calculation of the UK rebate. 

Overall, the system was therefore rolled over with the following changes. They are minor 

changes, and maybe in the interests of brevity, Lord Chairman, if you agree, I could put in 

subsequent written evidence1. 

The Chairman: That would be very helpful, and of course we have a copy of your first 

assessment report. 

Senator Monti: Yes, very well. 

The Chairman: Thank you. 

Senator Monti: I believe the question also embraces the reason why past attempts have 

been unsuccessful, so this is more of a political analysis. I would say that, as you can imagine, 

one very important aspect of our work is the reason for the previous failures. Too often, in 

my view, in individual or committee reports to decision-making bodies such as the European 

institutions, one comes up with a list of proposals, and in most cases people already knew 

that those were the things to be done. I believe it is more interesting to try to understand 

why ideas, proposals that have been out there for a long time, have not been adopted or 

implemented. This was also the spirit characterising my report on a new strategy for the 

single market to President Barroso.  

1 Senator Monti subsequently provided the following information: 

The changes agreed on the revenue side in 2013: 

• temporary rebates for some Member States are granted for the period 2014-2020: (a) a reduced VAT 

rate of call of 0.15% (half the normal rate) for DE, NL and SE; (b) lump sum gross reductions of the GNI 

contribution for NL and SE (already existing in 2007-2013), as well as for DK (new rebate) and AT (phased-out 

GNI lump-sum replacing the current reduced VAT call rate); 

• the reduction of the collection costs for traditional own resources is agreed from 25% to 20%; 

• the European Council agreed to the introduction of an implementing regulation on the basis of Art 

311(4) TFEU. 
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We are devoting a lot of time and depth to analysing the causes of past failures, hoping that 

we can find a way to avoid at least the same pitfalls. Maybe we will run into new and 

unexplored pitfalls, but at least not the usual ones. As to the main difficulties, it is the 

decision-making process. As you know, the own-resources decision, which is the legislation 

of the highest rank on the issue of own resources after the Treaty, must be agreed by 

unanimity of the member states and needs ratification according to national provisions, 

which most often entails a vote by national parliaments. In other words, a reform of own 

resources is almost as long, cumbersome and perilous as a treaty reform. 

There are also other factors that explain, at least partially, why the last reform attempt lost 

momentum. There was strong opposition by some member states to the creation of a 

financial transaction tax, which impacted the attached proposal to use part of its proceeds 

for an own resource, and there were misunderstandings concerning the proposal for a new 

VAT-based own resource. Hence, the two most prominent aspects of the reform met with 

significant obstacles that proved impossible to overcome at that time. 

As concerns the previous reform attempt of 2004 for the 2007-13 package, I believe most 

member states did not consider that reform in this area was necessary or urgent. The 

proposals were in fact rejected much earlier in the negotiation process, contrary to what 

happened this time in 2012/2013. But may I point out, without manifestation of undue hope, 

that none of the previous exercises had been preceded by such a carefully considered and 

crafted group put to work by the EU institutions. 

Q4 Lord McFall of Alcluith: Senator Monti, it is nice to see you back giving evidence at 

another Select Committee in the House, so welcome. Your group has a difficult balance in 

achieving ambitious reform while dealing with contemporary political challenges. How will 

you go about that? In doing so, do you accept the view that there has been confusion in 

policy thinking on two quite different things: on the one hand, the real need for institutional 

reform, and on the other hand, the imagined or real need for austerity that has given rise to 

political populism and Euroscepticism? 

Senator Monti: You are going to the heart of several aspects that in our view impinge 

greatly on the whole topic. It would take us a lot of time to debate the austerity issue, and 

equally the populism issue. I have my own views on both. I should underline that these two 

topics as such are not topics on which we will have to come up with a consensus or a 

decision for proposals in our group, but your identification of these two topics, austerity and 
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populism, is a perfect indication of how crucial consideration of the overall context is for us 

to be guided in our work. 

In fact, I must say that even when I was responsible for the government of one member 

state, I never saw things in terms of austerity. I believe that there is a misperception that 

some political forces, some Governments, the cultural tradition of some member states 

pursue austerity for itself. I do believe that there are important virtues, economic as well as 

moral, in fiscal discipline, which I see essentially as a problem of intergenerational equity. I 

always try to persuade audiences, and my fellow Italian citizens at the time, that there may 

be the appearance of the EU insisting on fiscal discipline rules, but I believe that the EU there 

is a mere intermediary agent in the interests of future generations of our own citizens. This 

is to indicate that the whole discussion on austerity and economic policy in times of more or 

less necessary austerity have, in my view, to be made more rational.  

There are huge stereotypes around all this. One is, for example, that austerity is a state of 

mind, a state of soul, that needs to characterise each and every body in the European Union 

equally at a given point in time. I can perfectly imagine situations where austerity can be used 

correctly as an additional argument in favour of containing, maybe reducing, spending by the 

EU, but I can equally imagine situations where in spite of austerity, and maybe because of 

austerity, certain activities and expenditures would be best organised at the community level 

rather than at the national level, particularly in areas where the economies of scale may be 

significant. I believe that it is very important to introduce more rationality in these debates. 

As to populism, I believe that the fact of populism, and sometimes of a re-emerging 

nationalism, also imposes on us a new analysis: namely, to what extent do the policies 

pursued by the EU and the ways in which those policies are communicated contribute to 

increasing the populist portions in our countries? 

I remember that during the 18 months when I was a member of the European Council, I was 

impressed, but not positively, by the fact that that body, which is the highest political body in 

our Union, had to be so busy solving the financial crisis with a certain asymmetry and with 

one particular country systematically causing a lot of work, unfinished work I understand, to 

that effect. The European Council never had the time or the occasion to consider the 

political aspects of European integration. Although I was the only one of the 28 men and 

women sitting around that table who was not a professional politician, I was struck by this 

lack of political discussion.  
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At a certain point I proposed in a meeting with then President Van Rompuy of the European 

Council that at least one session of the Council should be devoted specifically to an analysis 

of nationalism and populism as main threats to integration. You cannot discuss improved 

governance in the eurozone or deepening integration in the services markets unless you 

have a view on what the political obstacles are, which are mostly linked nowadays with 

nationalism and populism. President Van Rompuy publicly subscribed to the idea of having a 

session of the Council devoted to this. Then some Heads of Governments of member 

states, although applauding the idea, said that nevertheless they would feel more comfortable 

if that more political session were to be held only once the financial crisis in the eurozone 

was totally over. Of course, that discussion has not yet taken place. 

Sorry, Lord Chairman, for this lengthy reply, but I think it is a crucial point. Part of the 

response by the European institutions to populism, in my view, should consist of a self-

examination of the substantive decisions, the modalities of the decisions, the modalities of 

communication, that may, as an unintended by-product, create further tensions from which 

populism takes input for its growth. 

I must say that in my area of current work, the financing of the EU budget and the EU 

budget as such, the way in which the 28 Heads of Governments emerge early in the morning 

from a long negotiation on the multiannual financial framework is such as to lead normal 

citizens of the European Union to believe that the EU must indeed be a zero-sum game. 

Head of Government A goes out to the press claiming victory if he or she did better than his 

or her predecessor seven years earlier or did better than some people sitting at the same 

negotiating table. The perception is, “I got X more and somebody else must have got X 

less”. Those of us who believe in the validity of the European Union—and there are some— 

are convinced that the EU, for all its imperfections, is a powerful positive-sum game, but the 

modalities in which its financial matters are dealt with encourage exactly the opposite 

perception. I am afraid that this is one unintended contribution of the present set-up to the 

feeding of populism and scepticism in the EU. 

The Chairman: Senator, I should have pointed out that we have been joined by the 

Chairman of the EU Select Committee, Lord Boswell. You are very welcome, Lord Boswell. 

Lord Boswell of Aynho: My profound apologies, Lord Chairman, for being late. My only 

excuse is that I was talking to a European Commissioner and I had to finish that first. 

The Chairman: Do indicate if you would like to come in. I think Lord Shutt would like to 

follow up on that. 
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Lord Shutt of Greetland: Yes. A warm welcome to you. It seems to me that “own 

resources” is a very cuddly phrase for pan-European taxation in one sense, which might be 

very scary. I am very concerned that what you are embarking upon has to have the 

unanimous agreement of all member states. You could get to the point, surely, where even if 

one tiny member state takes objection, the whole thing collapses, unless there is some other 

form of trade-off. Indeed, there could be member states, because of the implications of what 

you have put up, that even have to have referendums. How do you cope with doing your 

piece of work, knowing that there are these huge problems in its wake? 

Senator Monti: My Lord, you are basically asking me why on earth I accepted working on 

this topic. The subjective reply is, because like so many people I enjoy challenges. I do accept 

that this is one of the most difficult challenges that one can find in the EU context. On the 

other hand, I believe it is one of the most fundamental. We cannot have a European Union 

worth its name and the expectations that citizens have around it, if its budgetary and 

financing systems in particular are such that basically nobody can understand them. I believe 

that in current times we need to increase transparency to achieve more consensus on 

political processes in the institutions, although I am aware that there have been centuries of 

literature in public finance aimed at suggesting to monarchs or Heads of Governments how 

to cultivate fiscal illusion and how to minimise the perception by citizens of the extraction of 

resources from them. 

I am totally with you in underlining this huge complexity and difficulty, particularly due to the 

decision-making rules of the unanimity. However, I draw some encouragement from 

previous experiences, and I will mention one. I was Commissioner for the internal market, 

financial services, customs and taxation between 1995 and 1999. One of the areas under my 

responsibility was taxation, which is characterised by the unanimity requirement. The 

member states were not 28 at that time but they were already 15, and it is highly likely that 

among 15 you find somebody who does not like this or that aspect of a proposal, and 

therefore any effort is apparently doomed to failure. There was a huge reluctance on the 

part of member states, which I understood, towards finer and finer tax harmonisation. At 

the same time, there was a growing understanding among member states of the need to 

have a bit more tax co-ordination without this being an attempt to remove fiscal sovereignty 

from member states. The idea was therefore to undertake initiatives that might help 

member states to exercise their fiscal sovereignty in a more co-ordinated manner so as, for 
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example, to be better able to fight tax fraud and tax elusion, which would have not been 

possible without any co-ordination at all. 

That led to efforts during 1996 and 1997 that brought, on 1 December 1997 at an ECOFIN 

Council, a footnote under the presidency of the Finance Minister of Luxembourg, Jean-

Claude Juncker, to adopt a tax package that made some progress towards this tax co-

ordination. The UK Chancellor of the Exchequer at that time was Gordon Brown. He was, 

like others, very attached to the idea of having the principles at least adopted for a savings 

tax directive, hopefully based on an exchange of information. Others were keen on having 

some discipline at least for the most extreme forms of beggar-thy-neighbour competition in 

the area of corporate taxation, hence a code of conduct on corporate taxation and so on 

and so forth. This package, which was modest but marked a new departure, was adopted 

unanimously by the 15 member states. 

How could we come to that unanimity in an area where it was sufficient for one Minister to 

raise his hand and everything could have been blocked? There were two devices that were 

not particularly Machiavellian. One was to expose the Governments publicly in debates to 

what the consequences would have been should there be no progress at all in tax co-

ordination. The most visible and socially relevant consequence would have been that in the 

absence of any tax co-ordination, the way in which tax competition is exercised among 

member states is such that the most mobile tax bases are at an advantage relative to the 

least mobile tax bases, hence capital but also corporations were experiencing declining and 

less effective rates of taxation, whereas labour, and unskilled labour in particular, was 

exposed to higher and higher rates of taxation. This turned out to be rather embarrassing 

for Ministers, who had in their hands the possibility of remedying this situation, but thus far 

had not done so and were preaching every day that they wanted to fight unemployment. 

The second device that was helpful was precisely building a small package. We had, for 

example, Luxembourg, which did not want a directive at all on the taxation of savings or 

income from savings but desperately wanted something to put limits on the ability of Belgium 

to give incentives to multinational corporations to locate their headquarters in Belgium. This 

was just a small example of a pair of member states—we had the complexities of 15—but in 

the end it proved possible to organise a package where everybody found a sweet pill, and 

also a bitter pill, but in a direction that on the whole was thought beneficial to the EU. That 

worked. I do not necessarily expect that we will come up with something that will work in 

the case of own resources, which has its own complexities, but this is just to indicate that, 
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when member states proclaim their red lines, I think they should be taken with a grain of 

scepticism, because red lines may move. 

Q5 Lord Davies of Stamford: I do not know whether I should address you as Mr 

President, as the president of your university and a former Presidente del Consiglio, as a 

former Commissioner, an onorevole or as a professor, but I do want to pay tribute very 

sincerely to the historically very significant contributions that you have made in your career 

to the creation of the single market, to the reform of the Italian economy and institutions 

and to the construction of the European Union. 

I think the question about obstacles that I had down on the brief to ask you has already been 

dealt with, so I am going to ask you about something else. Can I just say that I thought your 

previous answer was very revealing and rather encouraging, because I have always taken the 

view that this issue of own resources is one of those problems. The best analogy I can think 

of in the world is the similar problem of reforming the permanent membership of the 

Security Council of the United Nations, where everybody agrees that the present situation is 

anomalous, inefficient and unfair, but change can only come by unanimity and there will 

always be one member whose personal, selfish national interest will argue against the change 

that is being put forward. The position has always looked rather hopeless to me, but you 

have just drawn on an analogy from your experience in the Commission to give us rather 

more hope, which is very encouraging. 

In your paper, the High Level Group on Own Resources: First Assessment Report, which we have 

all seen of course, you quote the Commission having set out the theoretical possibilities for 

finding some new own resource for the Union. I have not seen any other ideas put forward 

apart from those that are listed on page 70 in your report: an FTT, a financial activities tax, 

the auctioning of revenue from the EU emissions trading system, a charge related to air 

transport, a new VAT resource, an energy tax or levy, and an EU corporate income tax. Mr 

President, in your remarks you have dealt already with the FTT, which we all know has not 

gone very far—only 11 member states are pursuing the idea—and with the VAT suggestion, 

which is before the Commission at the present time. Do you see any scope, any element of 

promise, in the remaining four or five suggestions that have been put forward by the 

Commission in that list: that is to say, a financial activities tax, the EU emissions trading 

system, a charge related to air transport, an energy tax or levy, and an EU corporate income 

tax? Are you looking positively at those possibilities? Do you think there is scope for moving 

towards a solution using one or more of those possibilities? 
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Senator Monti: My Lord, first allow me to thank you warmly for your generous tribute. It is 

a pity that after such a generous tribute I am going to disappoint you. First, let me say that I 

had not thought of the possible analogy of the Security Council and the UN. Maybe if that 

thought had occurred to me before accepting I would have been even more cautious. There 

are apparently unchangeable things that at a point in history do change, but I have not 

applied my imagination to the case of the Security Council. 

Sorry, but I cannot avoid making this comment, however. When I was Commissioner for 

Competition, I had frequent and very constructive dialogues with the American anti-trust 

authorities and we dwelt many times on the particular feature in the US of the two 

institutions for competition policy and anti-trust enforcement at the federal level. One is the 

anti-trust division in the Department of Justice, the other is the Federal Trade Commission. 

On top of that, or below that, they have, of course, the 50 Attorneys-General of the states. 

On many occasions of dialogue with the Congress or the Administration, I asked whether 

they could see any prospect or will in the future to rationalise the system, because there are 

these two federal institutions and everybody knows and accepts that they have conflicts 

relatively frequently, for example in the allocation of particular cases. I believe this has been 

so for about a century. The perception that I always found in Washington was that it is 

unimaginable that one of the two might one day disappear or that there could be a 

rationalisation, because there are precise constituencies behind each of the two agencies.  

We all consider the US, normally rightly, as a much more adaptable system over time in 

terms of reforms and market adjustments but also as a system that is much more willing to 

reform institutions, than the European Union. Yet we have been able in Europe, when a 

number of member states—not all, of course—felt that it was urgent and necessary to have 

a single currency, to make much more fundamental changes than would be the case if the 

two anti-trust agencies in the US were to merge. A number of central banks in Europe, with 

their traditions, their strength, their power, their prestige, have accepted being downgraded 

to components of a European system of central banks. I always mention this as an example 

to the Americans, who often criticise Europe for being totally sclerotic and unchangeable. 

More quickly now on your specific point for this note, you listed the possibilities for new 

own resources that were listed in our paper. In fact, these are all possibilities that our group 

is considering. The element of disappointment that I am afraid I have to put to you is that we 

have decided that before we go through a thorough analysis of each of these possibilities— 
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we are at a certain point, but we have not concluded it—we will not form our view on 

which will be put into our final proposal. 

The Chairman: Thank you, Senator Monti. We have one or two colleagues who will need 

to leave the room. 

Lord Lawson of Blaby: May I come in next? 

The Chairman: Indeed. I was going to propose, Lord Lawson, that naturally you come 

now, and then, because Lord Skidelsky has to go, perhaps he could come after Lord Lawson 

if Lord Butler is satisfied with that. Thank you very much indeed. Might we be a little 

conscious of the time? Thank you. Of course, you will have an opportunity to send in further 

written observations should you wish to do so. 

Q6 Lord Lawson of Blaby: Senator Monti, we must indeed be conscious of the time. 

Therefore, I will not follow you at all into your excursions into the politics of the European 

Union, nor into the problems of the lack of democratic legitimacy, nor really your talk about 

tax competition, which is an important subject but is a global issue and not a purely 

European issue, nor indeed your sapient observation in your introductory remarks that the 

main problem in European EU budgeting is the control of expenditure, because none of 

these things has the slightest thing to do with what your study group is about.  

May I put it to you that although you have very courageously addressed a number of very 

complex issues in your distinguished career, this one is not complex at all? I know you love 

complexity, but this is extremely simple. You do not need to go chasing after new own 

resources, which leads you into, for example, looking at the absurd and damaging financial 

transactions tax and goodness knows what else. The problem with the own resources 

system is extreme complexity leading to some extent to perceived and probably actual 

inequity. Indeed, the Commission quite rightly suggested that the whole of the VAT-based 

own resource, which is historically the major own resource, should be abolished. Why do 

you not abolish the lot and just stick with the percentage of GNI, which is very simple, very 

clear and manifestly equitable, and that is it? It may be that you cannot persuade the leaders 

of the member countries of the European Union of that, but at least you should have a good 

try. 

Senator Monti: My Lord, Mr Chancellor, you are presenting me with a very huge 

temptation. If only I were to reach the persuasion that a system based just on GNI were, as 

you say—certainly it would be simple—equitable and just. Are you referring to a system 

based on GNI without rebates and counter-rebates and— 
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Lord Lawson of Blaby: No, you are going to have to have the rebates whatever the 

system, but at least have a simple system and the percentage of GNI, which the Commission 

indicated was the most sensible approach but it is interested in other things as well. Why do 

you complicate it by having these add-ons and these other things, which are going to cause 

enormous problems? 

Senator Monti: So you would favour a straight system of GNI-based contributions? 

Lord Lawson of Blaby: That is right. 

Senator Monti: Eliminating all the specificities of the rebates introduced at different times? 

Lord Lawson of Blaby: No, the rebates could be worked into the system. You can work 

in the rebate. We have percentage of GNI as part of the system now. You could work in the 

equivalent rebate. I am not saying that the rebate should be bigger or smaller, but you could 

work that in with a GNI system perfectly straightforwardly. 

Senator Monti: I would certainly consider this, because an occasion like this one is 

fundamentally an opportunity for me to get input from personalities of great experience and 

knowledge. I must say that if I were to design an optimal and conceptually simple system of 

financing the EU, I would probably not go on GNI alone because the GNI of a member state 

in a given year is a given amount. That amount is only partly related to the fact that that 

country is not—I was going to say an island; I correct myself—isolated but is a part of the 

European Union. GNI or the activation of GNI through demand can, because there are 

different degrees of openness to the rest of the EU, be different from country to country.  

Ideally, I might wish that we could have some measurement of the addition to value that is 

brought about by the mere fact of integration. If we were able to measure the benefits 

drawn by the member states from the fact that they live in an integrated Europe, in my view 

that would be the correct basis on which to calculate a financing of the EU. Maybe I am not 

clear, but a country can have a very high GNI but a very little share of that GNI related to its 

belonging to the EU. Another country may depend much more on the single market and one 

could wish to have conceptually a— 

Lord Lawson of Blaby: I do not want to prolong this, but I am puzzled by what you say. 

You are absolutely right that, for example, Luxembourg depends much more on the EU than 

the United Kingdom does, but I do not see why that means that there should be different 

proportions of GNI equivalent. 

Senator Monti: Yes, indeed, it would be a lengthy and interesting discussion if we were to 

deepen this now, but— 
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The Chairman: I suspect we may need to move on, but if you would reflect on Lord 

Lawson’s comments in any written response, that would be very helpful, Senator Monti. 

Senator Monti: Thank you2. 

[Additional reflection in writing: 

The comments put forward by Lord Lawson relate to the issue of equity on the revenue 

side of the Union's budget, and in particular to what we call the net balance of each member 

state, i.e. the difference between its contribution and what it receives as allocated 

expenditure. Budgetary negotiations have been increasingly focused on maximising this net 

balance, despite the well-known weaknesses of this concept: net balances only take into 

account partial information and expenditure which can be flagged to a specific member state, 

but they do not account for the benefits of belonging to the internal market –which may 

diverge from one member state to the other depending on the various degree of economic 

interdependence-, and they also ignore the fact that allocated expenditure such as structural 

funds often benefit to economic actors located in another member state. 

My point is therefore that there should be a more comprehensive assessment of the added 

value created by European integration than the mere accounting calculation of net balances, 

and that such assessment should be taken into account when appraising equitable national 

contributions to the Union's budget.  

Q7 Lord Skidelsky: I wanted to ask a question about the financial transactions tax, which 

Lord Lawson thought was an absurd idea. I take it that there are at least two reasons for 

wanting to have such a tax; a number of them are listed. One is to provide a source of 

2 Senator Monti subsequently submitted the following reflection in writing: 

The comments put forward by Lord Lawson relate to the issue of equity on the revenue side of the Union's 

budget, and in particular to what we call the net balance of each member state, i.e. the difference between its 

contribution and what it receives as allocated expenditure. Budgetary negotiations have been increasingly 

focused on maximising this net balance, despite the well-known weaknesses of this concept: net balances only 

take into account partial information and expenditure which can be flagged to a specific member state, but they 

do not account for the benefits of belonging to the internal market – which may diverge from one member 

state to the other depending on the various degree of economic interdependence - and they also ignore the 

fact that allocated expenditure such as structural funds often benefit to economic actors located in another 

member state. 

My point is therefore that there should be a more comprehensive assessment of the added value created by 

European integration than the mere accounting calculation of net balances, and that such assessment should be 

taken into account when appraising equitable national contributions to the Union's budget. 
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revenue apart from members’ contributions and to some extent in replacement of them. 

The second I take to be an aspect of banking reform, which is stated explicitly on page 20, 

which is to limit overly risky activities by financial institutions. Can I ask you about both of 

those? Is it feasible to have such a tax through enhanced co-operation, because presumably 

that means that the tax would be levied in some member states but not in others? How 

would that work? Secondly, as part of banking reform, what in your view would be the 

effectiveness of such a tax in limiting overly risky financial activities? 

Senator Monti: Thank you very much, my Lord. Having been a student of Professor Tobin, I 

certainly do not approach this topic with any negative prejudice, although as I am sure you 

are aware from your own personal contacts with James Tobin when he was with us, he was 

rather sceptical about the possibility of his tax seeing the light of day. He made an analogy 

with the Loch Ness monster, which appears and then disappears for years and then appears 

again. 

My understanding at least of the negotiations on the multiannual financial framework 2014 to 

2020 is that the creation of a financial transaction tax in the EU-28 context was discarded. A 

group of 11 member states—so, Lord Skidelsky, we are in your category of below the whole 

number of member states—has then decided to pursue negotiations with an enhanced co-

operation, which is foreseen in the treaty on the European Union; that is, once it was 

established that such an avenue could not be pursued with all member states on board. The 

treaty imposes the condition that before one goes to enhanced co-operation, the possibility 

of all going there must be tested. 

The creation of the tax itself and a decision on the use of its proceeds, whether at national 

level or as an own resource, are two separate issues. The European Council of February 

2013, which set out the agreement on the expenditure and revenue side, the MFF 2014-20, 

had left the door open on the possibility of using FTT proceeds, at least partially, as own 

resources. It encouraged member states involved in the enhanced co-operation procedure 

to examine the issue further. I am not aware of any legal obstacle to introducing 

differentiation as regards this matter as long as it would have to be agreed unanimously and 

foreseen in the own resources decision. The own resources decision already foresees, by 

the way, several differentiated situations between member states, notably concerning the 

capping of the VAT base for some or the existence of rebates for others. At this stage, 

however, member states have chosen to keep the proceeds of the FTT at national level, but 

negotiations on the respective national allocations have proved extremely difficult. This is 
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the situation as regards to the possibilities and difficulties of one day having an FTT as an 

own resource per se or as one of the own resources which could partially replace GNI. 

On your second angle of interest—very interesting, I believe—linked to banking reform, 

your interest would be, if I understand you correctly, in having an FTT that is not merely on 

financial transactions but on financial transactions and activities that are considered to be 

highly risky or unduly risky. 

Lord Skidelsky: I suppose that in saying this it would be a tax on short-term transactions 

to slow down the— 

Senator Monti: The sand in the wheels, as Professor Tobin would have liked to see. 

Lord Skidelsky: What is your view on that? Do you think that would work? You have said 

that you are not sceptical or that you do not have a sceptical attitude to that. Could you 

enlarge on that a little? 

Senator Monti: I would be critical, of course, if it were to be designed so as to create an 

obstacle to capital movements among member states, because I would see that as contrary 

to integration. But if it were seen as a way and constructed in such a way as to internalise 

certain risks stemming from certain behaviours that might otherwise end up being paid by 

taxpayers, I do not see why not. 

Lord Skidelsky: Presumably, the pressure of this increased enormously or really developed 

as a result of the financial crisis of 2008-09, which was widely attributed to risky, predatory 

or reckless bank lending? 

Senator Monti: Yes, and as to where I stand relative to this tax, it is not that relevant, but 

when I became Prime Minister of Italy, one of the things I did was to change the position that 

the Italian Government had had in the past of aversion to the financial transaction tax. I went 

on board with Germany and France in favour of that tax. 

Q8 Lord Butler of Brockwell: Senator Monti, I wanted to ask you a more technical 

question, but it is a technical question that has political implications. You draw attention in 

paragraph 2.4 of your interim report to the difficulty of co-ordinating state budgetary 

timetables and the agreement of payment appropriations. Indeed, in the United Kingdom we 

had a very unpleasant shock when the EU had to ask us for a substantial sum of extra money 

to deal with payment appropriations. Do you see ways of reconciling the timetables so that 

the two things can be brought into line and member states will not have these problems of 

subsequent contributions to payment appropriations? If I may ask you a second leg of that 

question, there is, of course, a problem about a backlog of payment appropriations at the 
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moment, which the Commission is making efforts to reduce. Do you see this as something 

that it is going to be possible to reduce permanently, or is what is being done just a short-

term series of measures to deal with the current backlog? 

Senator Monti: First of all, changes that are due to commonly agreed statistical changes in 

the GNIs may come as a surprise, but they should not do so really. I do know that on 

occasion the adjustments have been quite substantial and have taken place just a few days 

before important occasions of meetings of Heads of Governments in Brussels. 

On the more substantive issue of the timing of the budgetary procedures and on the 

payments backlog, I believe that tremendous progress has been made in recent years to 

improve consistency and mutual exchange of information as regards the economic and 

financial situation of the member states, the so-called European semester, but that perhaps 

we lag behind as regards budgetary procedures. One indicator is that when a significant 

amending budget has been proposed late in the year, which happened several times over the 

last annual budgetary procedures, it has met increasing resistance. Another indicator is that 

for the first time in 2014 the regular adjustment that is made on the revenue side to take 

into account the latest factual data transmitted by member states on their collection of 

revenue was disputed. Normally a non-issue, the regular implementation of own resources 

provisions now appears more uncertain and adds to the difficulties of the adoption of the 

annual budget. There is certainly a large share of these tensions that is explained by the 

broader economic context in the aftermath of the deep economic and financial crisis of 2007 

and 2008, but I also believe that we would all benefit from a more developed interaction 

during the year by increasing the awareness of all actors of the respective constraints at 

national and EU level. 

Finally, concerning the payments backlog, I will not dwell on the reasons why such a backlog 

has been first created and regularly increased over the last four years. I simply note that it 

results from a political choice, the political choice of delaying payments that are due as they 

result from previous budgetary commitments, which have then led to contracts being signed 

and projects to be implemented. This raises serious questions as to the effectiveness of the 

current multiannual financial framework and points out its rigidity, but it reflects the current 

concerns expressed by member states, which may change as well. Your question is very 

helpful for me to underline that in our final proposals, which I am sorry I cannot unveil now 

because we are not there yet, there should not be just proposals on possible new own 
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resources but proposals to improve the overall context and climate surrounding budgetary 

discussions and negotiations in the EU and member states. 

Q9 Lord Borwick: Senator, looking at transparency and democratic accountability, you 

have talked about the problems of such matters in your earlier answers. Are you going to be 

running the high level group to come out with completed answers at the end, or are you 

going to have several stages with some preliminary conclusions beforehand in order to get 

people on to your side to agree that your proposals are the right ones for the future? As 

part of that, do you think that the words “own resources”—which to English ears rather 

grates and suggests a non-democratic sum of money; there is an old English expression that 

has been used in politics before, “There is no such thing as government money, it is all 

taxpayers’ money”—implies that the resources are owned by the EU, by the Commission, 

not by the taxpayers? Could something be done, just by changing those words, to improve 

the apparent, even if not the actual, democratic accountability of the Commission? 

Senator Monti: So the use of the words “own resources” gives an appearance of resources 

of the Crown of the European Union, in a sense? 

Lord Borwick: Yes. 

Senator Monti: Yes, of course, they are resources that belong ultimately to citizens. As we 

all know, the “own” element in the terminology is because once the rules presiding over 

own resources are applied and the amount is determined, of course it is no longer a matter 

of discretion for the member states whether or not to pass those resources along. I am 

always convinced that words are important. I had not gone so far as to see this potential 

misunderstanding having to do with accountability and democratic legitimacy, but I 

sometimes simply thought that the expression “own resources” was difficult to understand 

for ordinary citizens. But I take your point, and maybe one conclusion of the own resources 

group might be that there will no longer be own resources because— 

Lord Lawson of Blaby: You could call them national contributions. 

Senator Monti: If we were to follow Lord Lawson’s proposal to have just GNI-based 

national contributions, yes, but I think we want to move away from that. This is part of the 

written deepening of our dialogue, if I may say so. 

I did not, however, answer the first part of Lord Borwick’s question about whether there 

will be preliminary outputs. As I believe I mentioned, there will be a preliminary report with 

preliminary proposals in time for the interparliamentary conference, next June probably, to 
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consider, and the final report will be more or less deeply revised by us in the light of what 

comes out of the interparliamentary conference. 

Q10 Lord Haskins: Senator Monti, at the end of the day your work will have to be 

judged, if it is to have any success, as having credibility with the public, with everybody, who 

will have great difficulty understanding a lot of the complexities of this. I have a sheet in front 

of me here that shows the net contribution per head per country, which looks on the face 

of it to be pretty logical. The Scandinavian countries are at the top, there is some slight 

absurdity in that Luxembourg is at the bottom, but for the most part perhaps your country 

and my country are doing rather well out of the thing. France, Italy and Ireland do rather 

well out of it, Belgium does well, but for the most part it looks a reasonable measurement. If 

the end result was that the great European public saw that and said, “Yes, that looks okay”, 

would that not be the achievement? We do not have that discretion with the great European 

public so that they understand exactly what we are trying to do, because this is basically 

redistribution from the wealthier countries to the less wealthy countries, which is exactly 

what people expect. 

The previous Chancellor but two, Gordon Brown, asked: why should wealthy countries put 

a lot of money into the system only to take it back again? I spend a lot of time in Yorkshire 

negotiating, trying to work the European system to get money into Yorkshire, a relatively 

rich part of Europe, which he would have argued should have come from the Treasury. I am 

glad that it does not come from the British Treasury, by the way. We will get a better deal if 

it comes through Europe. 

Senator Monti: That is very interesting indeed. You point to an example—there may be 

others—of the fact that we need to have an open debate in as simple terms as possible,  

because it is true that these topics are normally either the object of communication from 

the European institutions to the general public, not always with the most modern pedagogic 

devices, or else they become owned by political parties in the internal economic debate of 

our member states, which is a perfectly sound democratic exercise, but the citizen is not 

particularly assisted from the point of view of objectivity and clarity.  

We are indeed working on how to inform and engage the public, because this must not be 

seen as a completely esoteric topic that is not even dealt with so much by the politicians in 

the European context and the national context. The topic of own resources, for example, is 

really the domain of a few experts in Finance Ministries in most member states. That is why 

we have the duty to initiate the debate—as, thanks to you, I am doing here today—, 
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although you are not representative in comparison with many other parliaments because you 

are extremely skilled relative to these issues. Presenting the terms of the debate to national 

parliaments is a step in the right direction of bringing these topics closer to the public. 

Q11 The Chairman: What you have just said about the national parliaments brings us 

very neatly to our concluding question, which is: what guidance does your group envisage 

giving to national parliaments on how they engage with the reform process that you are 

hopefully going to pull out of a hat? 

Senator Monti: Yes, indeed. As I mentioned, this is a crucial aspect. As I hinted earlier, it is 

expressly foreseen in the mandate of the group that our work should be assessed by 

national parliaments in 2016 in the framework of a—call it interinstitutional or call it 

interparliamentary—conference, which will see the national parliaments alongside the three 

EU institutions. We are currently organising such a conference in close co-operation with 

the services of the European Parliament, which has extensive experience in organising such 

events. I can indeed confirm what I said earlier: that this conference will most probably be 

held during the first half of June 2016. Such timing will allow us to listen to national 

parliaments’ concerns and take them into account in our final recommendations due later in 

2016. I believe that the first half of June is also a suitable period before some chambers go 

into recess. 

In order to benefit the most from this exchange, the group will discuss in the autumn how to 

best prepare the event and will reflect on possible guidance on a limited number of issues, 

which would be sent to national parliaments well ahead of the conference in order to give 

them the time and opportunity to discuss them first at the national level. Among these 

issues, the criteria defined in the first assessment—the standard, the benchmark against 

which to assess any system—should serve as a common tool to analyse reform prospects. 

We have discussed and analysed the criteria extensively and have come to the conclusion 

that taken together, with the addition of the first assessment, they covered the whole range 

of technical features and political concerns, which are helpful to assessing the future reforms 

of own resources candidates, unless we were to go down the way of negating own 

resources or proposing a change in their name. 

The Chairman: Presumably, at that stage in the autumn you would expect to have 

feedback from us, written correspondence, and our comments on it? 

Senator Monti: Indeed, that would be most precious for our work. 
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The Chairman: Thank you very much indeed. Do colleagues have any other follow-up 


questions that they wanted to pursue? 


Lord Lawson of Blaby: Your command of the English language always impresses me 


greatly. 


Senator Monti: Well, you are much too generous, my Lord, but keep on like that.
 

The Chairman: Did you have any concluding remarks, Senator Monti? 


Senator Monti: No. A big thank you. It is always so enlightening and so encouraging to 


come to this House and to this Select Committee. Thank you so much for giving me this
 

honour again. 


The Chairman: Thank you. That concludes today’s public evidence. The Committee will 


now continue its work in private. 
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