NEW DIRECTION for EU Budgetary Policy

"Just now, as the current debate on Greece and the future of Europe
dominate the debate on reform and fiscal discipline, the EU should set a
good example and put its own budget in order."
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Bernd Kölmel MEP is Chair of the Policy Group on Budgets and ECR
Coordinator in the Committee on Budgets.

We believes that the key to long-term cooperation and partnership between the Member
States lies in a sustainably financed EU budget and an efficient EU budgetary policy in
keeping with the principle of subsidiarity.

The budget must comply with these strategic principles if the objective of an economic and
prudent appropriation of budget resources is to be achieved. I am therefore putting forward
the following proposals as the fundamental guidelines that should shape EU Budget policy.

A strengthening of the budget would help address the causes of the problems, such as the
migrant and refugee crisis and problems in the eurozone are. That is why we stand for real
solutions to the crisis, help for self-help, and economic development in crisis regions.
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1. Executive Summary
1. Global objectives: We want the EU budget to be fit for the future. We pledge for a
sustainable, balanced and transparent budget based on efficiency and performance.
These are essential requirements for a lasting partnership and trusting cooperation
between the EU Member States.
2. Subsidiarity and added value: We favour an efficient budget policy that respects the
principle of subsidiarity. Only if EU actions are more effective than action taken at
national, regional or local level the EU. The EU budget shall only contribute to actions
with a clearly identified added value for citizens.
3. Transparency and accountability: The EU budget is very complex in its drafting and
in its management. Citizens rightly expect high standards on transparency. They expect
accountability to see who is responsible for EU action and expenditure. The drafting of
the EU budget could be significantly more transparent and easier if its global amount
would be decided only by the Council and the type of spending only by Parliament. The
whole budget should be clearly presented in order to avoid a high level of reserves.

4. Promotion of national fiscal sovereignty: We want the EU to complement the
sovereign Member States. Genuine EU Own Resources would pave the way for the EU
to act as an independent state, what isn't our position.

5. Yes to solidarity: The Member States must be solidarity in cases of unexpected events,
especially catastrophes. The less developed states should also get subsidies from the
budget to strengthen their economy (like cohesion policy). This should be financed in a
clear defined process with an assessment make sure to reach the goals.

6. No to Transfer-Union: Sovereignty on the one hand needs accountability for all actions
on the other hand. Every Member States is responsible for their own debts. We say no
to a Transfer Union which would be the result launching a budget for the Eurozone.
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7. Spending priorities: Spending should be concentrated on the future challenges rather
than on an annual update of the status quo. All administrative expenditure must be
reviewed in order to identify savings. Spending priorities are security within the EU and
its borders. A special task is Cyber Security. Also a challenge is the migration crisis.
Solutions for this need an appropriate budget and a frame of measures included the
needed regulations and the political will to act together in a common, voluntarily agreed
level. Support measures should generally aim to provide an incentive for the starting
phase of a project. Permanent financing and deadweight effects should be avoided.

8. Performance based budgeting: The EU must pay greater attention to which concrete
results have been achieved through EU funding. This means that a transparent control
system needs to be developed, the costs of which are proportionate to the benefits which
can be achieved.
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2. Multiannual Financial Framework after 2020
2.1.

What is the Multiannual Financial Framework (MFF)?

The MFF sets out the maximum annual amounts (or ‘ceilings’) which the EU may spend over a
period of at least seven years. The current MFF runs from 2014 to 2020, and has an upper limit
of EUR 960 billion for commitments and EUR 908 billion for payments (in 2011 prices).
The MFF also sets limits on the amounts that can be spent in different policy areas (or
‘headings’) for each year of its duration.
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2.2.

When will the next MFF be published?

The current MFF regulation states that the Commission must present a proposal for the next
MFF before 1 January 2018. However, the Commission is now suggesting this presentation
will be delayed until the middle of 2018, due to the uncertainty caused by the United Kingdom’s
withdrawal from the European Union. We suggest to start as soon as possible with the MFF
procedure. We should not lose time because the issues will be the same with or without
BREXIT.

2.3.

Our priorities for the MFF after 2020

While little is known at this stage about the content of the next MFF, we have identified a
number of clear priorities:
We need to prioritise on the current and future needs of the EU, such as the
migrant and refugee crisis, the threat of terrorism, and geopolitical tensions. The MFF
has changed a lot since it was first created but it is still a product of the past. We need
to do more with less by focusing money on the areas with the most EU added value or
where there are new needs.
The political objectives of the EU should be defined and an MFF should be designed
accordingly, rather than the EU’s political objectives being tailored to an overly-rigid
MFF.
We believe there should be a comprehensive spending review before the
negotiations on the next MFF begin, to systematically evaluate each policy area of
the EU budget regarding its efficiency and compliance with subsidiarity. Any actions
which are currently funded at a European level but better performed at a national level
should be reconsidered.
We acknowledge that the UK’s withdrawal from the EU presents challenges for
the next MFF. A debate on the appropriate level of funding for the next MFF would
be required even if the UK had voted to remain in the EU, but the need for this
discussion has now become even more acute with the loss of a net contributor.
We consider that the next MFF should be aligned with the political mandates of
the Parliament and the Commission - the next MFF should last for five years to
increase accountability for budgetary decisions taken. Starting point for the MFF
should be the middle of the parliamentarian period.
The Commission is clearly intent on enhancing the EU’s role in defence. We believe
a debate is needed on whether the EU’s the most appropriate vehicle to enhance
Europe’s defence and defence research capacity.
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3. Reform of Own Resources - BREXIT - Our position
3.1.

Legal basis

The Union has no taxation capacity. Its own resources are laid down in an Own Resource Decision
(ORD) that establishes the categories of these resources.
Art. 311 of TFEU describes this special legislative procedure where the Council in practice is the
sole legislator (unanimity) and the Parliament has the right to submit its opinion (Consultation
procedure). The decision enters into force when all Member States have ratified it.
The periodic national contributions of the Members States (GNI and VAT) are thus not dependent
on Member State annual budget negotiations but ‘owned’ by the EU following the ORD.
The GNI-contribution serves as a residual source to balance the EU-budget. The principle of a
balanced budget is stated in art. 310 TFEU. This article does not prohibit issuing EU public debt,
but the consistent interpretation is that the EU budget cannot be balanced by issuing EU public
debt.
While there is no end date for the ORD, traditionally every new financial programming period has
been accompanied by a new ORD. Commissioner Oettinger has said on several occasions, that
this will be the case for the post 2020 MFF too.
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3.2.

Monti-report

The Monti-report lists 9 recommendations, of which the most relevant are:
More than half of the EU budget resources should be coming from so-called
‘genuine’ own resources. ‘Genuine’ meaning having a relation with the EUcompetences and a legal basis on EU-level. The Traditional Own Resources (TOR,
mainly custom duties) are considered ‘genuine’, the national contributions (GNI and
VAT) are not. The term ‘genuine’ is used to frame the debate. The Monti-report is
approved with unanimity but one member has said he disagrees with the view that
GNI own resources would not be ‘genuine’ and that the majority of EU expenditure
should be financed by own resources other than GNI.
A reform of the EU budget should be undertaken together with a reform of EU
priorities. Parliament as a co-legislator has its say on the revenue and expenditure
through the budget procedure but the Monti-report is the first time it has had a say
on own resources.
Allow for a certain degree of differentiation. New revenue sources for specific
items of expenditure for example in domains such as the further development of the
euro area and defence policies. The fundamental budgetary principles of unity and
universality of revenue should remain the ‘point of departure’ of any reform effort and
not be jeopardised.
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3.3.

BREXIT

The exit of the UK provokes some profound changes to the current system of own
resources:
The UK-rebate would disappear
The rebates on the rebate enjoyed by Austria, Germany, Netherlands and Sweden
would disappear
For the sake of calculation of the UK rebate a statistical VAT-base is calculated, a
very complex exercise. With the UK rebate gone more pressure will arise to get rid
of the VAT-contribution that is also using these calculations to establish contributions.
GNI-contribution is much simpler/fairer.
The origins of the UK-rebate, the unbalanced CAP-expenditure (Common
Agricultural Policy) will return to the spotlights and will possibly trigger a debate on
the financing of the CAP.
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3.4.

Our position

Against all new own resources and tax capacity for the EU.
In favour of GNI as a resource of the EU budget. The problem of the GNI-contribution
is merely perception while in effect it is a stable, reliable, fair and by definition sufficient
to fund the budget. It is however perceived as a national contribution to the EU budget,
rather than a genuine own resource, and competing with other national expenditure.
Priorities of reform should be at the expenditure side of the budget. In favour of forward
looking programs. We do not want a retro-budget but a budget that responds to the
current needs of EU citizens.
Against a budget for the euro zone because that would create protracted net transfers
and would stimulate pervasive problems of moral hazard. No to Transfer-Union:
Sovereignty on the one hand needs accountability for all actions on the other hand. Ever
Member State is responsible for their own debts. We say no to a Transfer Union which
would be the result launching a budget for the Eurozone.

“The EU
should do
less but do it
better”
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4. Set priorities
EU expenditure (Payment) is planned in the following areas for the 2018 budget year:

EU BUDG 2018 Draft by the EU Commision
6,70%
6,20%
2%

Heading 1a Competitveness for growth and jobs

13,80%
Heading 1b Economic, social and terriorail cohesion
Heading 2 Sustainable growth: natural resources
Heading 3 Security and citizenship

32%
Heading 4 Global Europe

38,80%

Heading 5 Administration

The diagram clearly illustrates that the EU budget focuses primarily on agriculture and rural
development (sustainable growth, natural resources etc.; approx. EUR 56 billion or 39 % of
the budget) and cohesion policy (approx. EUR 46 billion or 32 % of the budget). First and
foremost, agriculture and under-developed regions in Europe are subsidised with a view to
improving the economic situation and competitiveness of the poorer Member States.
Agricultural subsidies are intended to be used for services to society related to food security
and food safety as well as to the care for the environment and for the landscapes. To date
programmes tend to focus less on technical inventions or innovations. Therefore innovative
projects related to agriculture should be prioritised.
In many cases, Member States can already perform the tasks met by European agricultural
subsidies directly without taking a detour via Brussels. Reduced dependency on European
agricultural subsidies does not necessarily mean a reduction in funding for agriculture.
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5. Phasing out of agricultural subsidies
The EU’s Common Agricultural Policy (CAP) has been in place since 1962 and has
constituted the majority of European budget expenditure for a considerable period of time.
France, which traditionally takes an interventionist approach to agriculture, was and still is
a strong advocate of the policy.
By its very nature, the CAP distorts the market environment.
Europeans directly or indirectly, through their taxes, subsidise agricultural businesses to
eventually buy more expensive food due to the EU’s customs policy restricting imports. EU
citizens pay a surcharge on the price of food for two reasons; the first being subsidies to
farmers and the other ‘protection’ against imports from third countries.
On the other hand, examples from abroad show that a strong agricultural sector can also
exist without subsidies. Unlike in other sectors, growing demand is virtually guaranteed in
agriculture because people have to eat, regardless of time, technology or politics.
The claim that there would be a shortage of food without subsidies is completely
unsubstantiated, especially in the agricultural sector.
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The Common Agricultural Policy comprises two funds:

5.1. European Agricultural
Guarantee Fund
The ‘first pillar’ of the CAP grants direct
payments to farmers and finances socalled market-oriented measures in the
agricultural sector. Expenditure of the
Fund in the 2014-2020 financial year is
estimated at € 309 billion, or 28% of the
EU budget

5.2. European Agricultural Fund for Rural Development
The ‘second pillar’ of the CAP complements the system of direct payments to farmers
(the ‘first pillar’). The rural development policy has several objectives common with the
ESIF funds (which is why this fund is listed under ESIF). The fund’s expenditures in the
2014-2020 programming period are estimated at €99 billion.
We propose to reduce the budget of both funds by 10 % annually for the next
programming period.
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6. Review of cohesion policy
Options would enable the EU to focus its budget in accordance with the principle of
subsidiarity on areas where there are urgent problems such as support for small and
medium-sized enterprises, research and development, public infrastructure, external border
protection and environmental protection. But the goal must be clearly defined: to strengthen
the economy and to improve their competitiveness.
In this context it is important to mention that the EU Cohesion policy must not be an end in
itself. Based on this goal the programmes within the EU Cohesion policy have to be
monitored and assessed regularly. In case the measurable objectives of programmes are
not reached, an adaptation of the programmes or even a new definition of objectives has to
be taken into consideration.
In addition it has to assess how effective an extensive private sector promotion and
especially direct payments to private actors are in the context of EU Cohesion policy. Such
policies potentially are creating distortions of competition. Instead, priorities have to be set
on public investments in order to ensure equal competition for all.

“The European
Institutions should keep
in mind that subsidiarity
is a key principle of the
EU which should be
respected and which the
Eurozone Budget is not in
line with.”
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Start-up

.

6.1. Provide more start-up financing and less long-term
financing
Supported programmes must basically be designed to stimulate growth or
eliminate/mitigate problems and thus permanently improve the situation. Thus
they should act as a stimulus without giving rise to long-term subsidies. Once
they have started to receive support, beneficiaries have expectations; all
support must therefore be limited in time.
This also applies to both major expenditure areas (agriculture and cohesion).
Numerous measures have been subsidised in the agricultural sector for years
now. We need to carefully check if the support is in fact unlimited and needs to
remain at the same level. In addition effectiveness of the objectives of the
Common Agricultural Policy (CAP) has to be assessed regularly and
innovations in the agrarian sector have to be promoted.
Care must be taken with these objectives to ensure that the EU provides startup financing for the sustainable development of the regions, rather than
permanent subsidies.
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7. Reduction of EU funds and restriction of their use to public projects
only
The stated objective of European structural and investment funds (ESIF) is to “mobilise
investment in key priority areas of the EU to respond to the needs of the real economy, by
encouraging job creation and returning the European economy to sustainable growth.”
The problem with this idea is that every single euro invested by ESIF funds into the economy
must first be taken out of the economy through taxes. The private sector is then left with
fewer resources for its own investments. Decisions on investments from
ESIF funds, including those going into the private sector, are made by bureaucrats in the
ministries, which leads to distortions of the market environment, selective favouritism of
selected companies and considerable inefficiency in spending.
Despite good intentions, European funds have become the largest source of corruption in
Central and Eastern Europe, from the local level up to the political elite.
Due to corruption, resources within the EU are reallocated through the funds in a very
inefficient way.
With a budget of €454 billion for 2014-2020, the European structural and investment funds1
are the main instrument of European Union’s investment policy. They consist of five funds
and the Youth Employment Initiative.
According to the 2016 update, the total EU budget commitments in the multiannual financial
framework of 2014-2020 are estimated at €1 087 billion2, which means that
ESIF funds make more than 40 % of EU budget expenditures.
1
2
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7.1. European Regional Development Fund
This fund aims to strengthen economic, social and territorial
cohesion in the European Union by correcting imbalances
between its regions (innovation and research, the digital
agenda, support for SMEs, low-carbon economy).
We propose to retain the Fund and limit its use to public
infrastructure projects only1.

7.2. European Social Fund
This fund aims to promote
education, access to employment
and job creation.
We propose to reduce the budget
of the fund by 50 % for the next
programming period. This will also
be the last programming period of
the fund’s existence; after the
allocated resources are used up,
the fund will cease to exist. This is
a task that the Member States
themselves
should
perform
because they are closer to the
problems. By consistent adherence
to the subsidiarity principle and
increased efficiency, considerable
savings can be accomplished
without more contributions required
from Member States.
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8. Youth Employment Initiative
This initiative exclusively supports young people who are not in education, employment or
training. It supports the provision of apprenticeships, traineeships, job placements and
further education leading to a qualification.
This is a task that the Member States themselves should perform because they are closer
to the problems. By consistent adherence to the subsidiarity principle and increased
efficiency, considerable savings can be accomplished without more contributions required
from Member States.

“We believe that we can reform the EU
so that it better respects and delivers
for the interests of each Member State,
not the interests of a European
superstate.”
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9. Repealing the Juncker plan
The European Fund for Strategic Investments (EFSI), also known as the Juncker investment
package with a budget of €315 billion by 2018, is, in fact, another EU fund, albeit based on
a different form of support. The EFSI is a joint initiative of the European Investment Bank
and the European Commission. It provides selective support to selected projects through
loan guarantees and thereby transfers the risk of failure of supported projects to EU
taxpayers. EFSI therefore needs a forward-looking risk management with clearly defined
risk limits. Otherwise it merely diverts investments, which could have been created by the
private sector, to areas chosen and approved by the EIB3.
The EIB is entrusted with the implementation of the EFSI under the "Investment Plan for
Europe", and is able to continue its financing activities for the duration of the EFSI above
the historical level; Coupled with the explicit objective of taking more risk in order to
compensate for the lack of market failures in Europe and the lack of a high level of risk to
the private sector. There are efforts to extend the capacities of the initiative beyond the
current time frame to €630 billion by 20224.
It is not clear in the development of the loan sums newly approved by the EIB that EFSI has
increased the loan sums. This can be because, without EFSI, the loan sums would be even
lower. Evidence for the functioning of EFSI cannot be derived from this. Overall economic
impact can only be measured with a multi-year delay. This makes it all the more crucial that
the EIB is pursuing adequate risk management.

3

4
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9.1.

Measure and improve effects

Effective and efficient budgetary control is key to an economic and prudent budget.
Parliament considers that, aside from the technical and administrative aspects, it should be
possible to measure and compare the effectiveness of EU measures. Measures could then
be taken on that basis to improve the results.
However, it is important to do more than simply comply with provisions. The EU must pay
greater attention to which (permanent) effects were achieved using its funds. This means
that a transparent controlling system needs to be developed, the costs of which are in
reasonable proportion to the benefits which can be achieved. Furthermore the good use of
EU funds has to be ensured.
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9.2.

Taking the wrong path

Centralization at any cost is not the right path for Europe. We advocate a return to the key
aspects that will make the EU a success. The strict observance of the principle of
subsidiarity (the EU is only active if it cannot be managed at the national level), compliance
with existing rules (Maastricht, Stability and Growth Pact + Enlargement, Banking Union),
focus on the internal market, and the dissolution of the current euro area would be entirely
sufficient to have guaranteed success without experimentation.

“The EU is at a crossroads.
Time to take a new direction.”
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10.

EU-budget and parliamentary seats in the EP after BREXIT

10.1.

EU-budget

The withdrawal of the net contributor UK will have an impact on the EU budget. There will
be discussions about the contribution shares of the remaining 27 member countries. After
deducting today's EU expenditure in Great Britain, the EU will lack an income of at least €
5 billion a year. Budget Commissioner Günther Oettinger even speaks about revenue losses
of between 9 and 12 billion euros5. If the current total EU expenditure were to be maintained,
the 27 remaining EU Member States would have to increase their annual contributions by
3-8%. By doing so, the already large net contributors such as Germany, Sweden, the
Netherlands and Austria would be asked to contribute relatively more than other EU
countries. Due to the withdrawal of the United Kingdom and the consequent decrease of the
average EU GDP per capita, fast-growing countries such as Poland, the Czech Republic or
the Slovak Republic will most likely become net contributors during the next Multiannual
Financial Framework from 2021 onwards.
Based on the withdrawal of the United Kingdom, the EU's second-largest net contributor (in
absolute numbers) will fall. The maintenance of the overall spending level at the expense of
taxpayers in the remaining EU Member States is not acceptable. Instead, the EU budget
needs to be subject to a major reform. In the modernized budget, more attention needs to
be paid to the benefits that can be more easily achieved by mutual cooperation among
European countries, such as border protection. By consistent adherence to the subsidiarity
principle and increased efficiency, considerable savings can be accomplished without
more contributions required from Member States.

5

Interview of 24 March 2017 with Euractiv,
http://www.euractiv.de/section/europakompakt/interview/oettinger-wir-alle-sind-populisten/
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10.2.

Seats in the European Parliament: Future of the 73 British
seats

When a large Member State leaves the EU, Parliament must also be reduced. Therefore
the We call for a reduction in the number of seats in the European Parliament by 73 to a
total of 678 seats. This would lead to a reduction in the parliamentary expenditure as well
as to more efficient parliamentary procedures. In addition, the proposal offers advantages
to the remaining members of the European Parliament, such as more speaking time in the
plenary or larger office spaces in Brussels and Strasbourg.
At a time when the EU budget will shrink and skepticism about EU institutions is high, the
EU should carefully explore this option. It should consider whether a smaller parliament
would be more efficient.
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“The views and ideas expressed here represent the view of the author(s). These views and ideas are not necessarily the
views and ideas of the ECR Group nor should they be considered to represent ECR Group policy.
The ECR Group wishes to publish new ideas by its Members in order to further the EU reform debate but, as
a democratic group, these ideas only become official group policy when endorsed by the full group.”
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