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TIME TO START A SERIOUS BUDGET

DEBATE?

OPPORTUNITIES AND PITFALLS OF THE POLISH EU
PRESIDENCY FROM THE CZECH PERSPECTIVE

Lubor Lacina

Most of the EU’s policies are implemented by its
member states, using their own budgets. However,
there are certain things that can only be done by
having an EU budget - to finance issues that the
member states cannot fund on their own or which
they can fund more economically by pooling their
resources through the EU budget. The EU budget is
small (1.01% of EU gross national income[l] -
GNI).

“As it stands today, the EU budget is a historical
relic. Expenditures, revenues and procedures are all
inconsistent with the present and future state of EU
integration... The procedure for adopting the EU
Financial Perspectives (the multi-annual frame-
works, which determine the maximum amount for
every item of expenditure in the EU annual budget)
is driven by narrow national calculations of self-in-
terest, bolstered by unanimity voting. For these
reasons, the successive negotiations to renew the
Financial Perspectives for a five or seven-year peri-
od have always followed the line of least resistance,
which consists of modifying, at the margin only, the
financial allocations of the previous period. As a res-
ult, the current budget is more the expression of dif-
ferent deals and attempts by governments to claw
back in receipts as much of their contribution as
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possible (juste retour again!) than a coherent set of
measures aimed at pursuing EU objectives.” [2]

The Challenges at Stake

The above statements from Sapir report perfectly
describe the current situation in the EU and the
position of individual member states toward the
size, role and level of redistribution of EU budget.
The size of the EU budget which is even growing in
absolute terms is, however, fixed in the relative
size and there is no long term support to increase
it significantly above 1% of EU GNI. On the con-
trary, both the European Commission and the
European Parliament are supporting the increase
of the size of the EU budget. The good example is
the proposal of the European Commission to in-
crease the ceiling for the EU budget for the finan-
cial perspective of 2007-2013. The main difficulty
with the Commission proposal, of course, was that
the member states did not seem willing to raise the
resource ceiling to 1.24%; indeed a number of
countries had proposed that the ceiling be lowered
to 1%. However, the recent problem of some Euro-
zone countries did stress again the need to seri-
ously discuss the ability of EU budget to play a sta-
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bilizing role as recommended by MacDougal report
backin 1977.[3]

The main challenges while negotiating new Mul-
tiannual Financial Framework (MFF) for the peri-
od 0f 2014-2020:

® Move the discussion from the technical
(bureaucratic) point of view to political one.
Most of the former and recent discussions
about EU budget reform have just technical
dimension (how to move resources between
different headings without increasing the
size of EU budget or even receive the same
results with lower budget). But given the de-
gree of economic integration (existence of
common currency), the discussion has to be
more policy oriented. The decision makers
have to take responsibility for a substantial
reform of the EU budget that will reflect the
latest developments in the Eurozone.

@ (Given the negotiation process of the future
Multiannual Financial Framework (MFF)
and the role of EU Council, the politicians
have to seriously discuss the ability of the
member states to agree on a significantly
higher ceiling for the EU budget revenues
rather than just protecting their net bal-
ances and national interests to receive as
much as possible in net transfers from the
EU budget (juste retour).

@ (Given the size of the already agreed funds
which are to be provided to indebted mem-
bers of the Eurozone, there is a good oppor-
tunity to include those funds to the EU
budget framework and thus increase the
stabilization capacity of the EU budget and
make it more relevant to given stage of eco-
nomic and political integration which the
EU reached after the Maastricht Treaty.

@ Policy makers will have to decide between
Scylla and Charybdis. They are both danger-
ous but the boat called the EU has to pass
through. Either strengthens the principle of
solidarity via an increased size of the EU
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budget with all possible negative con-
sequences, such as long-term redistribution
of resources (taxes) to problematic states
and possible creation of new “Mezzogiorni’”.
The other alternative is to respect the recent
status quo and just continue in technical
changes inside the recent structure of
budget without any significant move to-
wards a budget which would fit the given
stage of economic and political integration.
The lack of willingness to discuss possible
federalization of the EU budget can lead to
the situation that further economic and
political integration will be limited by an in-
sufficient size of the common budget. Just re-
member that MacDougall committee re-
port[4] which proposed federalization of
the EU budget will soon celebrate 35 years
since it was released.

The Stakeholders’ Positions

European Commission

Note: On 29 June, 2011, the Commission pro-
posed certain measures, one concerning the next
MFF and the other its own resources.

According to the EC, the goal must be to use the
budget as effectively as possible to achieve the EU’s
objectives.

Some of the key lessons to be learnt to further
this objective can be found in the EC proposal “The
EU Budget Review”, including the following state-
ments[S]:

@ Since their introduction in 1988, the EU’s
multiannual financial frameworks have en-
sured a strict budgetary discipline and me-
dium-term predictability of the EU expendit-
ure. This predictability has come at the price
of limited flexibility. The past years have
shown that the financial framework and its
programmes have not always been able to
respond to political imperatives and chan-
ging circumstances.
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@ Another of the unforeseen events of recent
years has been the economic crisis and its ef-
fects on the debate on economic governance.
This underlined the interdependence of the
EU’s economies and the need to strengthen
common rules. In the first place, the use of
the budget as collateral to support the
European stabilisation mechanism showed
an innovative use of the budget to support
an urgent policy need, however tightly con-
strained by the ceiling of own resources.

® The nature of the debate leading up to
agreement on the last financial framework
also had consequences for the ability of the
budget to deliver. The concentration on the
issue of “net balances” (juste retour) meant
that programmes were skewed to maximise
the ability to put a “national flag” on spend-
ing in advance. This was given priority over
measures designed to improve performance,
such as macro policy dialogue and holding
back reserves to reward effectiveness. It also
meant that the European dimension — where
the EU can bring the highest added value -
was not always the primary consideration.
The “juste retour” debate therefore had a
negative impact on the quality of delivery
and reduced the EU added value.

In the European Commission proposal which
was published in June 2011, the European added
value (EDV) is stressed. It is defined as follows:
“On a general level, European added value is the
value resulting from an EU intervention which is ad-
ditional to the value that would have been other-
wise created by Member State action alone.“[6] In
this point the position of European Commission is
in keeping with the European Parliament which
defines EDV as “the concept of European added
value must not be limited to advanced cooperation
between Members States but should also contain a
visionary aspect”[7]

European Parliament

The European Parliament has issued a challenge
to the member states that want to freeze the EU’s
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next long-term budget covering the period 2014-
2020. These countries should spell out which pri-
orities they would drop as a consequence of the
freeze. If all the objectives and policies agreed for
the EU are to be completed, a minimum increase of
5% is needed, compared to the 2013 budget.

“The new financial perspective needs to reflect the
EU 2020 strategy and other agreed policies. When
we are asking for increases, it is not because we are
inventing things. We just want a realistic and imple-
mentable budget,” added Jutta Haug (S&D, DE),
chair of the Parliament’s Special Committee on
Policy Challenges, which had worked for a year to
produce the report.

MEPs feel that freezing future budgets at the
2013 level “is not a viable option”. An increase of at
least 5% over the 2013 level - as they propose -
would mean that the EU budget would be roughly
1.11% of the EU’s total GNI, compared to the
1.06% expected for 2013. MEPs urge the member
states that advocate a frozen or reduced long-term
budget to state exactly which policy priorities they
want to drop in order to make room for a budget
cut. The parliament fears that budget restrictions
could jeopardise the already agreed boost for re-
search and innovation (from today’s 1.9% of GDP
to 3%) as well as investment in infrastructure, for-
eign policy and enlargement.

Regional policy (cohesion and structural funds)
and farm spending should remain at current levels,
says the resolution. Regarding regions whose GDP
per capita stands at between 75% and 90% of EU
GDP, MEPs urge the Commission to establish an in-
termediary category for the next budget period to
give these regions a clearer status and more secur-
ity in their development. Furthermore, investment
in energy infrastructure should go up. Savings
could possibly be made on the EU administration.

MEPs also criticise the current funding system,
which relies almost entirely on national contribu-
tions and has become extremely complex. The EU
Treaty says that the EU-budget “shall be financed
wholly from own resources”. The current funding
method places disproportionate emphasis on net

+420 221 610 207

+420 221 610 204
europeum@europeum.org
WWW.europeum.org




Institut pro evropskou politiku

EUROPEUM

Institute for European Policy

POLICY PAPER

SEPTEMBER 2011

balances between the member states, contradict-
ing the principle of the EU solidarity, diluting the
European common interest and largely ignoring
the advantages of financing policies at the EU level,
they argue. A system of actual own resources
would be “fairer, more transparent, simpler and
equitable”, say MEPs, whilst stressing that a budget
reform does not necessarily have to affect the size
of the budget and would not increase the overall
tax burden on citizens. They also call for an end to
the “rebates, exceptions and correction mechan-
isms” that have accumulated within the current
system.

According to the European Parliament, another
important problem with the current MFF is the
lack of flexibility it allows within annual budgets. If
something new or unexpected comes up, it is hard
to adapt the budget to accommodate it. This is fully
consistent with the position of the European Com-
mission that used several examples to show inflex-
ibility of the EU budget to react to unexpected
events like economic crisis or changing demands
in major European projects such as Galileo. MEPs
would therefore like to see a “global MFF margin”
to be created, consisting of unused margins, de-
committed and unused appropriations from the
previous year. Members note that the 10-year MFFE,
as proposed by the Commission in the Budget Re-
view, could provide substantial stability and pre-
dictability for the financial programming period
but it may increase the rigidity of the MFF and
render the adjustments to new situations ex-
tremely difficult. They consider, however, that a
5+5 cycle could only be envisaged if an agreement
on a maximum level of flexibility, including an ob-
ligatory mid-term review, was reached with the
Council and enshrined in the MFF regulation.
Members take the view that for the next MFF a 7-
year cycle, set until 2020, should be the preferred
transitional solution as it could provide for more
stability by ensuring the continuity of the pro-
grammes for a longer period, and also make a clear
link with the Europe 2020 strategy.

Expected Polish Position

The drawing up of the EU budget will be on the
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agenda of the Polish Presidency; Poland will have
to put aside its own interests in distribution of the
EU money, as the country holding the Presidency
should fulfil the impartiality requirement.
Moreover, working on the Financial Perspective is
a long and complex process which cannot be final-
ized during the time framework of only six months.
The preparation of the Financial Perspective
2014-2020 will be on the agenda of the whole Po-
land-Denmark-Cyprus trio. For Poland, the goals of
the starting period are defined as follows: to
achieve the full understanding of the proposals, to
gather all member states’ positions towards them
and to identify the issues that need to be negoti-
ated. At the end of its Presidency Poland intends to
present a report on the progress of the negoti-
ations to the EU Council. At this stage Denmark
will take over the further development of the Fin-
ancial Perspective. The Presidency will not put Pol-
ish budgetary interests into the preferred position.
Poland will have to promote its vital interests on
the usual basis. Among the most important issues,
Poland is concerned about the Cohesion and the
Common Agricultural policies. The Czech Republic,
similarly, has strong national interests in those
areas, as both countries are net beneficiaries. Lo-
gically, the Cohesion policy and the CAP are pos-
sible fields of cooperation despite slight differ-
ences in the positions of both countries. The con-
troversy between Czech and Polish positions in
terms of further reform of CAP and Cohesion
policy lies in different level of regional GDP (Polish
NUTS2 regions are poorer than the Czech ones and
thus can apply longer for finances from the EU
budget); also the size and structure of the Polish
agriculture sector will complicate the ability to
find the common position to further reform of CAP.

Other Stakeholders

The long term debate is about the UK privilege to
receive its rebate but also other countries which
are traditionally net contributors negotiated for re-
cent financial perspective special arrangements
with the aim to keep their net positions limited.
This group coordinated its policies even during ne-
gotiations on the recent financial perspective and
we can expect it will repeat its argumentation
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again (Netherlands, Sweden, Germany). Once
again, it will undoubtedly be a very sensitive topic
as more actors are proposing termination of UK
and other net contributor’s countries advantages.
As mentioned above, the new member countries
will try to support continuation of cohesion policy.

CAP itself will be a very sensitive topic, given the
totally different view of the member states on its
future role. Some member countries will require
further reforms or even a transfer of CAP to the na-
tional level while other countries will require
keeping it in the recent form.

The Eurozone crisis created another group of
actors who will play an important role in the nego-
tiations. On the one hand, there are countries using
the financial help from funds created outside the
EU budget; on the other hand, there are countries
contributing to this stabilization mechanism.
Voters in those countries are very afraid to create a
transfer union of sorts (Germany) or are even un-
willing to provide countries such as Greece with
their own public funds (Slovakia). Some countries,
such as the Czech Republic, are asking why to par-
ticipate in such mechanisms, while considering
their staying outside the Eurozone, without accept-
ing requirements for providing their national
funds to help problematic Eurozone countries.

Most member states including Czech Republic
stress the controversy caused by the European
Commission requirement of increasing the size of
the EU budget, while strengthening the pressure
on the member countries to control the size of na-
tional public expenditure via mechanisms such as
European semester. From this point of view, most
of the countries will oppose any significant in-
crease in the size of EU budget.

Czech Official Position

In the Czech Republic the most influential role
will be played by the Ministry of Finance. In the
past, their arguments served as the official posi-
tion of the Czech Republic. Given the growing
Euro-scepticism in the Czech Republic according to
last public surveys, we cannot expect any relevant
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change in the recent position of the Czech govern-
ment towards new financial perspective negations.
Since 2008 the percentage of respondents sceptic-
al to the introduction of Euro in the Czech Republic
is growing. According to a survey which was
ordered by European Commission in 2008, already
more than 48% of the Czech respondents are
against the introduction of Euro, with only 42%
supporting the idea. The percentage of respond-
ents against the introduction of Euro in the Czech
Republic has even increased with the news about
the dynamics of debt crisis in some Eurozone
countries. The poll from April 2011[8] did show
that already over 75% of respondents are against
the introduction of Euro, with only 21% support-
ing the project. The Czech Republic is, therefore,
likely to oppose any proposal to significantly in-
crease the size of the EU budget with the aim to in-
crease stabilization function of the budget for
countries using Euro as a common currency. The
following topics are essential for the Czech posi-
tion:

Firstly, the period of validity should span over
seven, not five years. From the Czech point of view,
the longer period ensures certainty for beneficiar-
ies and a stable environment for the implementa-
tion of multiannual programs.

As for the EU expenditures, the Czech Republic is
in favour of a more extensive funding for educa-
tion, research and mobility of students. From the
Czech point of view, the current state of affairs in
the cohesion policy with the focus on the less de-
veloped countries and regions should be preserved
in the next Financial Perspective. Instead, the
Czech Republic agrees on the comprehensive re-
form of the CAP and the gradual reduction of its
total expenditures. At the same time, Czechs do not
support an option of the CAP’s co-financing from
the national budgets. The Common Agricultural
Policy should be preserved as an exclusively
European policy.

The Czech Republic will support the preservation
of the same allocation criteria within the Social
Fund as well as within the European Regional De-
velopment Fund. According to the Ministry of Fin-
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ance of the Czech Republic,[9] the Czech Republic
had a positive net condition towards the EU budget
in every year of its EU membership. The total
amount of net position during the period of 2004-
2010 was 5 534,9 mil EUR. From this point of view,
the requirement for phasing-out instruments is lo-

gic.

In regard to the revenue side, the Czech Republic
opts for its simplification and increased transpar-
ency. This position is reflected in the claim for
abandonment of the VAT resource and support for
the traditional GNI-based resource. The Czech Re-
public is not supporting the idea of introducing
new own resources in terms of the EU tax or any
other new resources which will increase the tax
burden.

Possible Correlations between Czech
and Polish Positions

Reform of the Expenditure Side of the
EU Budget

Poland views the Cohesion and the Common Ag-
ricultural policies as extremely important. The
Czech Republic, similarly, has strong national in-
terests in those areas, as both countries are net be-
neficiaries. Logically, the Cohesion policy and the
CAP are possible fields of cooperation despite
slight differences in the positions of both coun-
tries. Moreover, the Cohesion Policy and CAP are
issues that all the new EU member states can de-
fend together. In this area the Czech Republic is
very likely to support the position of Poland in Co-
hesion Policy; however, Czechs might find it diffi-
cult to find a common position regarding the fu-
ture outlook of CAP. What is questionable is the po-
sition of old member countries towards a reform of
Cohesion policy and CAP policy. UK is likely to link
the discussion about its rebate to further reforms
of CAP. As for Cohesion policy, the situation will be
even more difficult. Some old member countries
will propose further concentration of resources on
the poorest regions; some will propose to use
funds to help countries with debt problems, help-
ing them increase their competitiveness and im-
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prove economic growth, harmed by their domestic
fiscal situation.

Reform of the Revenues Side of the EU
Budget

Only Belgium, Luxembourg and Poland explicitly
support the introduction of a new EU resource,
such as an EU tax, although a few more member
states are open to the idea in principle. Bulgaria,
the Czech Republic, Denmark, Germany, Ireland,
Lithuania, Malta, the Netherlands, Slovakia and
Sweden overtly oppose it.[10]

Opportunity for Cooperation -
Recommendations

The member states holding the conservative
stance towards the future of the EU budget, includ-
ing the Czech Republic and Poland, are in a com-
plicated position. The EU problem solving capacit-
ies are focused on the Eurozone and it is hard to
draw the attention to poor regions of the EU.
Therefore, enhanced cooperation among the EU-12
countries and utilization of all emerging opportun-
ities is the only way leading to success.

® Whereas Poland will be fulfilling the Coun-
cil Presidency duties in the second half of the
2011, the Czech Visegrdd Group presidency
should focus on assessing the possibilities of
the joint approach in the V4 or V4+ format
in as many areas as possible.

® The Czech Republic should reassess its pos-
ition to the Multiannual Financial Frame-
work. Mainly the clause that sets the ceiling
of the annual EU budget on 1% of the EU
GNI should be redefined according to the
latest development.

® There should be a more intensive collabor-
ation among EU-12 countries that all sup-
port robust Cohesion Policy, as the strong
opposition against this important EU policy
is visible in most of the EU-15 countries and
most importantly among the net contribut-
ors to the EU budget.
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® Common EU-12 strategy should include
special provisions for NUTS 2 regions that
will newly meet the objective 2 parameters,
as this might bring southern European
countries on the same board.

Proposal for Polish presidency

Given the size of the EU budget and the size of
European stabilization mechanism, we can calcu-
late what would be the new ceiling for the EU
budget revenues in the financial perspectives start-
ing in 2014. The estimated volume of financial in-
struments already used or reserved for help to in-
debted countries until June 2013 within ESMS and
ESFS and after June 2013 within ESM is equal to
1.5% of EU GNIL If we include those instruments
inside the EU budget with the aim of improving its
stabilization function, the EU budget ceiling for
revenues will rise up to 2.5% of EU GNI, in other
words, it will increase accordingly the ceiling given
by the decision of the EU Council for financial per-
spective 2007-2013 by 150%.[11]

There are several questions connected to the
above proposal. The funds will be primarily used
by the Eurozone member countries. Why should
such countries as the Czech Republic, Poland or UK
participate in such a mechanism, staying outside
the Eurozone or having a permanent opt-out from
membership in EMU? The arguments for decisions
makers in those countries can be as follows: those
countries already contribute to the system within
the IMF framework and also within the EU budget
guarantees for issued bonds. The second argument
is even more tied to the European integration pro-
ject. If the Eurozone project collapses, it can even-
tually also lead to the collapse of the whole integ-
ration project including the internal market with
its free movement of goods, capital, people and
services. And the internal market undoubtedly of-
fers important benefits for all the member states,
including those staying outside the Eurozone. The
last argument which can support the proposal to
increase the size of the EU budget is connected to
the size of federal and national budgets. Even by
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increasing the EU budget by 150% up to 2.5% of
EU GNI, it will be still significantly lower than com-
parable federal budgets and even marginal propor-
tionally given the redistribution within national
budgets.

The Eurozone debt crisis should thus be used as
an opportunity to improve stabilization capacity of
the EU budget according to fiscal federalism theory
recommendations, moving the EU closer towards
the last stage of the integration process, i.e. to a
political union. The Polish presidency will not able
to find solution to this qualitative change but it can
use it as an opportunity to open discussion about
the new MFF in innovative and very pro-integra-
tion dimension.

To conclude, it seems that “we know what to do
but we also know that there is no way we can
achieve that”. It is a challenge not only for the Pol-
ish presidency but for the whole EU in the near fu-
ture. Will the EU use it?
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