Education // Mendel
and ':A University

M&V\AGO— Trammg/ Educatlon and Culture DG in Brno
. Education, Audiovisual & Culture
Eu.ropaa_w Lifelong Learning Programme Executive Agency
C&V\J"r&

Reform of the EU Budget

The political agenda of the EU is now being updated
significantly. The EU budget is an important tool for the
EU to realize current political objectives, to implement
changes and to maximize long-term effect of the EU acting.

Even though there was a mutual agreement between the European
Council and the European Commission regarding Commission to check
thoroughly in June 2011, the Commission published a concrete proposal

of the MFF 2014—2020 incorporating the already criticized aspects.
The reform of the EU budget needs to be a considerably
complex process, including various areas. The determination
of the accurate expenditure priorities ranks among the
crucial issues, according to the best knowledge of the authors.
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The elementary basis for the reorientation of the EU Authors suggest adding following objectives:

budget erpenditure meeds to consist of the following ap- 5. New political and ezpenditure objectives.
proaches, according to the
a) Security, defense,
1. The minimalistic approach (the budget is set on b)

the 1% level of the GNI of the EU.

2. Contractual responsibility to the EU policies (in- ¢)
cluding Common Agricultural Policy — elimination
of direct payments representing a deformation).

climate changes, energy challenges, environ-
ment,

policy of stabilization,

d) police and court cooperation.

3. Investments to the European public goods:
The reformed budget of the EU shall

a) infrastructure and other types of trans- include many transnational aspects, to
European networks, represent the theory on the fiscal federalism.

b) measures against market failures,
We recommend setting the lower level of the EU budget

on the 1% of the GNI of the EU Member States; however,
we don’t expect this limit to be exceeded significantly. We

c¢) support of the convergence and the economic
growth (through research, development and

education). .
assume, that even though the level of expenditures of the
4. The objectives of the redistribution between the EU budget represents in macroeconomic perspective only
countries and social groups achieve any decrease 1% of the GNI EU (corresponds to 2-4% of the national
in the current considerable high level of redistribu- budgets of EU MS), the importance of the EU budget
tion of the expenditure structure of the budget of is not always possible to determine and measure by the
the EU. economic indicators.
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In the case that the stabilization schemes of the EU bud-
get balance the asymmetric shocks to the maximum ex-
tent possible, there is a need for 14-69 billion EUR for
their administration (0.2-0.9% GDP of the EU) in the
current prices of the year 2004. Both these amounts are
considerably higher than for example rebate of the Great
Britain (approx. 5 billion EUR). It means, that it will
not be easy to incorporate this stabilization element into
the EU budget completely.

After the publication of the consultancy document of
the European Commission, in which the commission asks
qualified as well as non-qualified public to cooperate, sev-
eral reforming proposals, comments and ideas have been
delivered. Until now, none of the proposals have been ap-
proved; therefore, following paragraphs discuss the main
proposals.

Thinking about the direction of the reform of the ex-
penditures of the EU budget, it is necessary to consider
the different conditions between the member states of the
EU. In order to introduce a successful reform, it needs to
be complez, and respect the various social and economic
conditions within the EU. Moreover, the condition of the
unique determination of the EU objectives needs to be
fulfilled as well. None of the budget items is allowed to

be processed individually, because the policies of the EU
and interconnected and interdependent. The principle of
solidarity has to be applied.

The new structure of the budget has to be beneficial for
all the EU Member States, but also for the EU as a whole.
According to our perspective, the reform should reflect
the aspects of the Lisbon treaty (principles of subsidiar-
ity, proportionality), valid from 1st December 2009. The
final condition for the reform of the EU budget is its re-
sulting in the reforms of the national budgets to achieve
synergistic effects and mutual compatibility.

This last condition stems from the authors’ recommen-
dation for the EU Member States as greatly individual
due to the common monetary policy and diversified fis-
cal policy of each EU Member State. It is necessary to
mention, that if the proposal for the EU budget reform is
compatible with the reforms of individual national bud-
gets, the European Financial Stability Facility will not be
introduced and discussed in the Member States.

The EU budget reform, or proposal for the Eurozone
budget, shall be compatible with the reform of the
national budgets within each of the Member States.
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Table 1: Comparison of the MFF 2007-2013 and the proposal of the MFF 2014-2020

from the perspective of the liabilities of the EU

Liabilities (billion EUR)

Diff. MFF 2014-2020

Expenditures (current prices 2011) and MFF 2007-2013
20072013 | 2014-2020 billion EUR ratio
1. Competitiveness and growth 445.5 490.9 +45.4 +10.2 %
Competitiveness 77.8 114.9 +37.1 +47.7 %
Infrastructure 12.9 40.0 +27.1 +209.7 %
Growth 354.8 336.0 —18.8 -5.3 %
2. Preservation and management of natural sources 421.1 382.9 —38.2 -9.1%
Direct payments and market-oriented expenditures 322.0 281.8 —40.2 125 %
3. Freedom, justice, citizenship 12.4 18.5 +6.1 +49.9 %
4. EU as a global partner 56.8 70.0 +13.2 +23.2 %
5. Administration 56.9 62.6 +5.7 +10.1 %
Total liabilities 993.6 1025.0 +31.4 +3.2 %
Non-budgetary expenditures — 58.3 — —
Flexibility instruments 14.1 19.4 +5.3 375 %
EDF 24.0 30.3 +6.3 26.5 %
Liability rate compared to the GNI EU 27 1.12 % 1.05 % — —
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Note: Comparison excluded Croatia.
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The Europe 2020 is 10-year strategy of the EU
for encouragement of the European economy with
a vision of intelligent and sustainable growth based on
deeper coordination national and European policies.
The approved financial perspective for 2014—2020 has
a minimum linkage with the Europe 2020 strategy.

The approved financial perspective for 2014-2020 aims to
link the Europe 2020 strategy, in reality, in our opinion, it
will be very difficult to enforce the priorities of the strat-
egy through the presented budget. The presented budget
is conservative from its essence and again the bulk of the
expenditures will continue to be directed into traditional
areas: in agriculture and regional policy. The share of
expenditures in these two areas thus remains almost un-
changed. In one of the working papers of the Commission
was a proposal that there should be the individual chap-
ters of the financial perspective only renamed so as to
reflect the priorities identified in the Europe 2020 strat-
egy There should not be
any (or only a slight) change in the defined structure of
expenditure.

An important positive change in this draft of the finan-
cial perspective for 2014-2020 is the connection of the
support of the research, development and innovation un-
der the new program — Common Strategic Framework
for Research and Innovations. In the financial perspec-
tive 2007-2013, European research and development was
funded through the 4 instruments (FP7, Framework Pro-
gramme for Competitiveness and Innovations, the Euro-
pean Institute of Innovation and Technology, Structural
Funds to Support R&D), therefore, there was a relatively
high fragmentation in financing and setting priorities. Ac-
cording to the theory of fiscal federalism, supporting re-
search at the European level is highly effective, due to the
presence of positive externalities: benefits from the R&D
can have all the citizens from the EU (through increased
economic growth). There is not a problem of heterogene-
ity and economies of scale are high.

Common agricultural policy is ineffective
and thus failed. What should be its future?

The Common Agricultural Policy (CAP) remains very
significant chapter among EU budget expenditures, al-
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though the total volume is less than cohesion policy.
The common agricultural policy is ineffective, it does not
achieve the stated objectives, its results are difficult to
measure and quantify, and it is one of the main sources
of constant disputes over the net budgetary position of
the Member States of the European Union

From the aforementioned can be concluded that the Com-

mon Agricultural Policy failed in most aspects and it
was unable to achieve the objectives efficiently and in
cost-efficient manner.

In the following table, the comparison of objectives of
the CAP, their achievement and performance are briefly
outlined.

Table 2: The relation between the CAP objectives and their achievement

Objective

| Quality of the CAP intervention

Increase the production
in agriculture

Very inefficient. CAP was successful in increasing agricultural production, however, not in
increasing productivity of the production factors. The production costs increased (as a conse-
quence of direct payments and price supports).

Ensure the certain
standard of
living for farmers

Very inefficient. Funding through CAP was aimed mainly to price supports on the mar-
kets, the majority of payments belonged large commercial farms. Small family farms oriented
primarily on agricultural production made the lowest profits.

Markets stabilization

Extensive externalities. The prices in the Europe were stabilized; however, the prices on
the related markets were deformed and the prices on the world markets destabilized.

Ensure sufficient
food supply

Indirect effects/inefficient solution. Sufficient supply of food at the early stage, later on
even exceeded the sufficient level (cases on destruction agricultural crops).

Reasonable prices
for consumers

Failure. Prices for the ending consumers are high.

authors’ modification.

Source:
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It can be assumed that it is difficult to argue in favor of
maintaining the Common Agricultural Policy in its cur-
rent form (this also applies to its performance and fund-
ing). CAP, in our opinion, does not support cohesion,
based on the fact that the bulk of support is heading to
richer (more efficient) farmers in the richer EU countries.
Two pillars of the CAP stayed the same and the basic
structure of the CAP remained unchanged, although for-
mally the main objectives clearly reflect the Europe 2020
strategy. The important change is incorporating more en-
vironmental aspects into the first pillar. In the future,
therefore, 30% of the direct payments will be linked to
the policies for the environmental protection (reduction
of CO; emissions, low energy consumption).

CAP has undergone extensive reforms in 2003 and 2008
since its inception. Currently, with a prospect of a fur-
ther CAP reform it is necessary to take into account the
fact that the EU does not represent the EU-12; or the
EU-15, but the richness and diversity of agriculture is

represented by the 28 EU Member States. For effective
radical reform, the orientation on the stated objectives
should be emphasized — such as accurate within a given
area and climate, in relation with the particular environ-
ment and employability — not to highlight the political
strategy but the agricultural strategy.

Therefore, the reform should rename the Common Agri-
cultural Policy to the Common Agriculture, which would
place special emphasis on a high level and the develop-
ment of agriculture and farmers, rural development, pro-
duction of healthy food — mainly domestic, and protec-
tion of water, soil and air. In order to support the effec-
tiveness of the common EU agriculture there is a need to
reduce, respectively eliminate the bureaucracy, consider
small and young farmers, promote research and devel-
opment in the field and according to the historical con-
text, clearly and distinctly define the level of payments
and support to the common agriculture.
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The European Union introduces new dimensions by its
proposal, which could be called “delegation of powers up-
wards”. It is essential to determine what are the circum-
stances and conditions that European government pro-
vides added value. argues, however, that
the traditional approach of fiscal federalism has its weak-
nesses in the analysis of the European Union itself be-
cause it emphasizes the wrong aspects of fiscal competi-
tion.

The added value of the expenditures of the FEuropean
Union defines which costs shall be spent at the supra-
national level and which not. Activities funded through
the European budget should create added value. In eco-
nomic terms, this means that the economic benefit to the
recipient after the investment from the EU is higher than
without the investment. This criterion does not require
that the total benefits at the European level were higher
after the transfer. Variety of criteria serves to determine
whether EU expenditures have successfully passed the
value added test. Expenditures have a political nature —

for example, expression of solidarity, increase in visibil-
ity, and especially support of the key policy objectives of
the Union. All these have to be able to offer returns at
the European level that is not possible to achieve at na-
tional or local level. At the same time, the criteria have
to be organized in such a way as to meet the objectives
for which they were intended.

In the optimization of the EU
expenditures it is crucial to choose and
focus to provide the greatest benefit.

Review of the EU budget should be useful in choosing
and determining expenditure priorities: there can be pol-
icy areas where it is no longer necessary any funding from
the EU, or where the return is limited; on the other hand,
there can be new and cross-cutting policy priorities that
require new resources. At the same time, the need to
complete ongoing activities and to continue with effec-
tive activities must be considered.
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In contrast to the national budget, the budget of the EU
is not for funding armed forces, social protection, schools,
police or justice (its base is a wide approach, not na-
tional), but the EU budget serves mainly for financing
investment projects, which would otherwise be not im-
plemented (in some countries it is the only source of in-
vestment in infrastructure). Today we spent about 6 per-
cent of the administrative purposes — employees, build-
ings of the EU institutions (European Parliament, Euro-
pean Commission, Council of Ministers, Court of Justice,
Court of Auditors) — we agree with the opinion to reduce
these costs to accommodate the need for consolidation
of public spending while reducing the number of workers
in administration. The remaining 94 percent of the EU
budget goes to projects in the Member States and beyond.

To facilitate the understanding can be said, that the EU
budget provides two main types of funding — grants and
public procurement.

The grant areas are not based on the allocation of the
appropriations, but in the bureaucratic steps that the
applicants for the grant demotivate. The initial euphoria
of these funding options faded, is imbued with allegations

of corruption, scandals, and numerous obstacles from the
financial providers. We propose a simplification of the
funding criteria, clarification and thus motivation of po-
tential candidates. In this context, a question on the issue
of the amount of “financial participation” on the projects
appears to us as disputable.

Public contracts (procurement), allocating funding
through calls for tenders for the purchase of services,
goods and works in order to ensure the activities of the
EU institutions or programs seems to the authors to be
absolutely ineffective in relation to the functioning of the
general government, therefore they suggest to abolish it
completely.

These two facts could affect one of the most important
new features in the current EU budget: emphasis on re-
sults and performance!

[ Quo vadis financial perspective of the EU? ]

Quarter of a century has passed since the first fi-
nancial framework was introduced; it is thus time for
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a pan-European reflection to prepare a ground for a re-
newed consensus on the direction of the expenditure pol-
icy, which will be able to meet the challenges of the
next period marked by the global financial, economic,
but mainly moral crisis. This policy paper suggests pos-
sible directions for the expenditure side of the EU bud-
get, as it is one of the key areas of the overall reform of
EU’s financial perspective, which is extremely important
to respond to the current global financial, economic and
development challenges.

EU budget reform must be a very complex process involv-
ing several areas of the overall size of the budget, through
the budget structure to the launch of new budgetary re-
sources. Determination of the administrative expenditure
budget priorities reflecting the current state of the Euro-
pean integration is from our point of view the key area.

In the 80s of the last century the political and institu-
tional instability in the financing of the European Com-

munities deepened and the pressure on the joint bud-
get increased. Therefore, the financial perspective was
introduced as the multiannual financial framework of
an inter-institutional agreement between the European
Commission, Parliament and the EU Council.

Despite intensive discussions, which lasted more than two
years, in our view, the three institutions responsible for
budgeting and financial perspectives 2014-2020 failed to
agree on any material changes to the structure of expen-
diture and budget flexibility.

Based on the aforementioned facts, CAP and its expen-
ditures were the most problematic area in the annual ap-
proval of the Community budget. The problematic parts
don’t seem to disappear easily: especially in the context
of setting the expenditure priorities of the EU, as for ex-
ample sustainable growth and employment in the EU, or
expenses towards energy sector and the environment.
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The EU budget failed to meet the needs and challenges it
faced for a long time. Because of its inflexible and poorly
targeted spending programs, the budget cannot create
jobs and promote economic growth that Europe needs.
It is necessary to ensure that expenditures of individual
policies do not reduce spending of another one, as well
as to achieve correlation between economic growth and
financing of the environment and between the foreign pol-
icy and internal security.

It is necessary to focus on innovative budget that can be
achieved if we understand the reality of globalization with
a perspective to the future, if we do not just write and
talk about the Cohesion, but it will be implemented. In-
novative budget can only be achieved by ambitious, solid

and responsible actors. Reconciling of the principles of
autonomy, transparency and fairness can facilitate meet-
ing the objectives.

Finally, it is very important to discuss whether to in-
crease the overall EU budget, or to support or deny the
access of “my money back”, or the access to education of
young people, their development and thinking that edu-
cate them on “innovative thinking” , “be able not to lose
within the excellent environment”, “take the leading po-
sition in the industry and be competitive” — is it always
demanded? It is necessary to consider whether any pro-
posals from the EU institutions are properly interpreted
and transmitted to more than 500 million EU citizens.
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Eurozone (and implicitly the whole EU) finds itself at the cross-
road. Economic “dynamism” of the last few years resulted in
the growing differences between the Northern European “core”
centered on Ger and the i ies plus
Portugal and Ireland. France stands economically in the mid-
dle. However, the growing number of observers and economic
commentators stress that France is sliding from the “dual lead-
ership” (together with Germany) to a biggest — and certainly
most important — member of the “Mediterranean” group.

Political Economy of
Eurozone Crisis

» [ P - o - e
Reforrns and Thelr Lirmits
Indeed, for the Eurozone (and, of course, the whole EU) the
important question is the about the future. Analysis of the
past undoubtedly helps — indeed, it is the only one possible.
However, the future must reflect more than past trends. The
questions must be asked about the feasibility of the EU exis-
tence — and specifically the common currency — in the dynamic
and competitive globalized economy of the 215 century. In the
context of the Eurozone (and the EU as a whole) such ques-
tions include the inquiries in the North — South relationship,
the degree of not only the economic, but, crucially, the po-
litical centralization in the Eurozone. And, indeed, the role
and feasibility of structural changes across to space of both the
national and the transnational (i.e. the European) realities.
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