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In December 2005 the European Council  reached an agreement on the 2007-2013 Financial Perspectives that marked an additional downsizing of our ambitions and represented, I believe, another great lost opportunity for Europe. The agreement caused the overall amount to decrease from a total  1022 billion Euros over 7 years - our proposal - to 862 billion, over 15% less. Thus, we moved from the greatest possible Europe to the least necessary Europe. This meant that hopes of reaching various objectives that we had set for ourselves were annulled, and that the requests of those countries that had asked for a 1% cap were fulfilled, so that in fact their claim will be satisfied at the end of the 7-year period.  

Finally, within the negotiations on the Financial Perspectives, we opened an increasingly necessary discussion on a reform of the Union’s financial system. Even if it has functioned fairly well, the present system is, indeed, often criticised, due to its insufficient transparency for citizens, its limited financial autonomy, the fact that it is considered complex and unclear. All the latter are aspects that help building a negative image of Europe, particularly in times of crisis and difficulties. We considered that an immediate and efficient reply to this regard had to concern the reinforcement of the financial resources of the Union’s budget. A relevant resource, directly paid, and that added, rather than subtracted, certain  resources present at national level, kept the general burden level unchanged, so that the system of owned resources, previously essentially based on national contributions, became increasingly transparent, comprehensible and apt to reflect a union among European States and peoples. 

We believe that this Budget Review should not be regarded as a routine budgetary rendezvous where most of the discussion focuses on Member States' contributions to and intake from the EU budget. Rather, it should become as a strategic appointment where content, procedure and rules of the EU budget are agreed upon, though their implementation is deferred to a future date. In other words, the "Maastricht method" for the creation of EMU should be used.

While this may make reform politically more palatable, the urgency of re-orienting the EU

budget towards growth and employment cannot be disregarded. As a step in that direction,

this paper proposes to introduce a clause of "constrained flexibility" by which the ceiling of

the MFF is respected over the whole period – in the current MFF, 2007/13 - rather than in

every single year. Such a move is meant to increase the flexibility of the EU budget, without undermining its stability or altering its overall size.

As a result, the challenge of transforming the EU budget into an effective tool of economic policy remains to be seized8. The EU Budget Review constitutes the opportunity for setting in motion a new dynamics.

While an agreement in the Budget Review on future general orientations for the would be an important pre-condition for reform, it is unlikely to be sufficient major reform for the 2014-20 MFF if it is not associated with some concrete, "experimental" innovation showing that higher flexibility of the EU budget can already prove its usefulness the interim period. The proposal in the next section aims at fulfilling this goal.

The literature points to at least three aspects which need to be considered in any proposal of reforming the EU budget: 

1) Achieving coherence in EU public finances. The theory of fiscal federalism postulates that there should be coherence in the allocation of public spending across level of government and vis-à-vis the final goal to be attained9. As to the EU budget, it is evident that there is an inconsistency between the current spending allocation and the so-called Lisbon strategy for growth and jobs which constitute the backbone of the EU economic policy. The call for "coherence" between the EU goals and means was probably the most compelling recommendation of the Sapir report (Sapir et al., 2004) and we believe it is widely shared byacademics and commentators.

2) Devising a comprehensive solution. Any EU budget reform should provide a 

comprehensive solution. Because of political entrenchment between expenditure, revenue and decision making mechanism it is not possible to address only one aspect. Tackling separately these three aspects makes impossible to move away from the juste retour approach. The most contentious points (e.g. the UK rebate) have a bearing on revenue, expenditure and on the decision making procedures.

3) Fostering the political incentives for reform. In spite of the needs highlighted above, there is very little political appetite for reform. In particular, the political conditions for any grand reform based on tabula rasa do not exist, as every single budgetary negotiation since 1988 has demonstrated. Short term costs arising from displeasing cohesive constituencies defending strong corporatist interests outweigh medium terms gains for the economy and society as a whole. If these political economy obstacles are not tackled, any reform project is doomed to fail.

Given these constraints, the only politically feasible way forward is an incremental one: using the existing – admittedly small – room for manoeuvre to increase the flexibility of the EU budget so as to make it more consistent with the Lisbon objectives and the Lisbon cycle. Not only the economic literature, but also budgetary and political negotiations reveal quite clearly the awareness that some additional flexibility is needed. A provision already exists in the 2006 Inter-institutional Agreement to guarantee a minimum flexibility to the MFF13. As an example of such flexibility, in November 2007, the Council agreed to move some 2.2 billions away from the CAP to finance the European GPS GALILEO project which was running short of funds.

To provide the right incentives for reform, we propose to introduce the experimental

innovation of constrained flexibility which could start operating already under the current

MFF. This proposal amounts to transforming the respect of the MFF ceiling from an annual to a multiannual rule so that the EU budget would gain in flexibility, although being still

constrained over the whole MFF's period.

To give to the EU budget the ability to move resources from one to the other category

constitutes a distinct advantage of this proposal. Today’s EU budget suffers from a paradox. 
During the budgetary negotiations, namely the 7-year MFF, but to some extent also the annual budgetary negotiations, the political focus is on “saving” and “reducing” the ceiling

appropriations (i.e. the amounts that are assigned to each heading in the MFF). However,

during the annual budgetary execution phase the political focus is on the "full execution" of

the agreed amounts and there is no premium for saving. Actually, during the execution phase, savings tend to be seen more as a stigma of bad financial management (or imprecise financial expenditure forecasting) of that particular budgetary heading than as a signal of a search for lower costs of service provisions. On the contrary, constrained flexibility, by allowing the possibility to transfer underspending to other headings and over-time would provide incentives for an efficient and cost-conscious budgetary execution worthwhile. These incentives would help to strengthen the legitimate focus of cost-consciousness not only at the moment of the negotiations of the 7-year MFF, but also during everyday's budgetary execution.

By allowing the EU budget to store the saving in a reserve, inter-temporal storage could

happen also at the EU level with two main advantages. We just argued that the possibility to move resources across budgetary headings would constitute a powerful incentive to

strengthen the cost-conscious execution of the budget: a fortiori that is true when funds can be moved across headings and across years. If, as in our Chart 2 after t1, net overspending precedes net underspending, to the extent that this is not covered by additional national contributions, financing possibility at the EU requires the EU to borrow on the financial markets. In other words, the EU would issue 'Eurobonds' or ‘Lisbon bonds’ for the additional part of expenditure.

In the current setting, before May of the year t-1, the Commission makes a proposal for the

EU Budget of the year t, where the amount of expenditure of each main category of the

Budget is the same as or less than the expenditure agreed in the MFF. Under a standard codecision procedure with two readings, subject to QMV in the Council and simple majority in the European Parliament, the Commission's proposal is eventually adopted. Constrained flexibility aims at endowing the budgetary procedure with a similar flexibility also for the annual expenditure greater than what agreed in the MFF under the three constraints (not exceeding the total MFF over the 7-year period, respect of the budgetary equilibrium-rule and proof of added value) discussed above.

Under constrained flexibility, during the annual procedure the Commission should propose

the annual amount of expenditure, under the annual ceiling of financial expenditure (exactly as today) and in addition to that, the Commission should propose expenditure going beyond the annual MFF's ceiling, showing its added value and spelling out how the multiannual total expenditure will be then respected. The burden of the proof of the need of tilting the annual expenditure away from what decided in the MFF, but maintaining the overall 7-year expenditure total, is with the Commission when it proposes the additional expenditure.

Council and Parliament will adopt annually the full Commission proposal (expenditure under the annual MFF's ceiling plus the additional expenditure) along the very same procedure as today, i.e. co-decision with two readings, under QMV in the Council and simple majority in the Parliament. In case the fourth option is retained, Council and Parliament should also be able to decide, acting on a proposal by the Commission, how much of the increased expenditure should be financed by issuing bonds.

Introducing QMV for a small, but relevant, part of the MFF via the annual negotiations, is of

course only a second best to the introduction of QMV tout court for the MFF negotiations, but it is probably the maximum that can be achieved in the current political context.

In sum, the proposal of constrained flexibility would, though only at the margin, help

reconcile budgetary allocation and new EU policy goals. If successful, this could open the

door to more ambitious reforms. We hope that once Members States see that the additional flexibility improve the effectiveness of the EU budget without endangering its overall stability, become readier to embark in a more ambitious reform of the EU finances.
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