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SUMMARY 
Budget flexibility can be defined as the capacity to reorient resources quickly to meet changed 
circumstances, unexpected events or new policy priorities. There are three different ways of 
introducing flexibility in the budgetary process: by relaxing constraints on annual budgets and 
enhancing the capacity of legislative bodies to set annual spending priorities (legislative flexibility), 
by giving more discretion to executive units on how to execute their allocations (executive 
flexibility), and by setting up specific mechanisms to deal with large, unforeseen expenditure needs 
(e.g. contingency reserves for natural disasters and crises). 

A comparison of flexibility practices at the national and EU level reveals that the EU budget suffers 
from both limited legislative flexibility (little discretion given to the Council and the Parliament to 
set annual spending priorities) and executive flexibility (limited capacity conferred on the European 
Commission to adjust allocations according to needs and circumstances). Debates on EU budget 
flexibility tend to focus on the first problem and underestimate the second. 

Any attempt to enhance EU legislative budget flexibility requires reconsideration of the structural 
aspects of the multiannual financial framework (MFF). To date, focus has been on changing the rules 
related to the use of budgetary margins, but there are other ways to give EU budgetary authorities 
more capacity to set annual spending priorities, such as shortening the duration of the MFF, 
reconsidering the length of spending programmes, allowing for some adjustment of annual ceiling 
on payments or institutionalising a MFF mid-term review. Enhancing executive budget flexibility 
demands changes to the design of EU spending programmes, particularly the establishment of less 
detailed allocation rules and the creation of in-programme flexibility tools (such as performance or 
programme reserves). 

Finally, any discussion about enhancing EU budget flexibility must take into account the possible 
implications or 'costs' in terms of budgetary control and budgetary stability. 

Introduction 
This note aims to shed light on current debates on EU budget flexibility. It does not discuss the 
European Commission's proposals to enhance the flexibility of the EU budget in 2021-2027, but 
offers some general reflections on how budget flexibility works at EU level, by comparing it with the 
practices and mechanisms that exist at the national level.  
 

 

 

This paper was drafted as a contribution to the EPRS expert seminar on 'EU Budget 2021-27: Challenges 
and opportunities', held on 28 January 2020. Its author is Eulalia Rubio, Institut Jacques Delors. 
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Defining budget flexibility 
Budget flexibility can be defined as the capacity to reorient resources quickly to meet changed 
circumstances, unexpected events or new policy priorities. There are different ways of introducing 
flexibility in the budgetary process, each having different purposes and implications.  

• Executive budget flexibility. At the national level, budget flexibility is often 
associated with giving more discretion to executive units on how to execute their 
allocations. This has been a feature of budget reforms in many Organisation for 
Economic Co-operation and Development (OECD) countries over recent decades. 
The assumption inspiring these reforms is that heads of executive departments or 
agencies are best positioned to know how to achieve their policy and programme 
objectives efficiently and to better adapt to changing circumstances. 

• Legislative budget flexibility. In EU debates, budget flexibility is generally 
understood as giving EU budgetary authorities (Council and Parliament) greater 
capacity to deviate from annual ceilings for commitments and payments imposed by 
the MFF. This can be labelled 'legislative' flexibility, as it refers to the discretion 
afforded to legislative bodies to decide on annual spending priorities. At national 
level this is not framed in terms of flexibility, but there are also legal constraints on 
annual budgets – mainly in the form of fiscal rules – and a related discussion on the 
fiscal space available to national governments and parliaments to set spending 
priorities. 

• Special reserves to cover large unforeseen expenditure needs. Both at national 
and EU level, there are specific reserves to deal with large unforeseen expenditure 
needs, such as those stemming from natural disasters or crises. 

Exercise of budget flexibility at national and EU level 
Executive budget flexibility 
All OECD countries provide some flexibility for spending ministries and agencies to adjust 
allocations according to needs and circumstances (OECD 2019). Two mechanisms are widely used: 

• Carry-overs allow executive departments to transfer unused funds from one year to 
subsequent years. 

• Reallocation of funds allow ministries or agencies to transfer funds across budgetary 
lines within their own responsibility. 

In most OECD countries, the use of these mechanisms is subject to certain limits, such as upper 
thresholds and/or pre-approval from the finance ministry. Reallocations are authorised by 
Parliament in only one country (Germany). 

Two other mechanisms are less frequently used: 

• Lump-sum appropriations (granting full autonomy to executive units to decide 
how to use their resources) are common practice only in five OECD countries 
(Australia, Canada, Finland, Iceland and Sweden), even if some countries use them 
with sub-limits for certain items (e.g. wages or office expenses). 

• Borrowing against future appropriations (authorising executive units to 
overspend in one year and compensate by underspending in the following year) is 
only allowed in three OECD countries (Denmark, Norway and Sweden) and in all of 
these, borrowing is subject to the prior approval of the finance minister. 

In the EU, the degree of executive budget flexibility is much lower than at national level: 

• Carry-overs – the executive (the European Commission) has a limited capacity to 
carry-over unspent funds. It can transfer unused payment appropriations to following 
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years, but only up to a certain limit (global margin for payments). The carry-over of 
unused commitments (global margin for commitments) is subject to strict thematic 
limits and requires pre-approval by the Parliament and Council.  

• Reallocation of funds – very limited capacity exists for reallocation of spending 
across EU budgetary lines. Around 80 % of EU spending is geographically pre-
allocated and implemented by Member States' authorities. For amounts that are 
directly executed, the European Commission can transfer appropriations within 
'chapters' (which normally correspond to programmes, such as COSME or 
Horizon 2020), but can transfer only up to 10 % of allocations, even within the same 
'title' (e.g. shifting allocations from the European Social Fund (ESF) to the Fund for 
European Aid to the Most Deprived (FEAD), both under title 4 'employment and social 
affairs'). Any transfer beyond 10 %, or transfers between titles (and, a fortiori, between 
EU budget headings), must be authorised by the Parliament and Council (article 30 
of the EU Financial Regulation). 

• Borrowing against future appropriations – the European Commission cannot 
borrow against future appropriations. As a 'last resort' mechanism, EU regulations 
allow an increase of appropriations to react to unforeseen circumstances up to an 
equivalent of 0.03 % of the Union's GNI, which shall be offset against future available 
margins (contingency margin). However, this is more a simplified procedure to 
modify the MFF than a flexibility mechanism in the hands of the executive (European 
Commission), as it has to be adopted by the Council and the Parliament. 

• Lump-sum appropriations are not allowed. EU regulations stipulate that all EU 
budgetary appropriations shall be earmarked for specific purposes by title and 
chapter (article 28, EU Financial Regulation).  

Legislative budget flexibility  
At national level, governments and legislatures' discretion to set annual spending priorities is 
constrained by two types of mechanisms:  

• Legally-binding fiscal rules – 28 of the 34 OECD countries have fiscal rules 
enshrined in legislation, the constitution, or in binding international agreements, that 
set limits on deficits, debt or expenditures. There are large differences in the type of 
rule, enforcement procedures and degree of compliance. For countries belonging to 
the EU, these rules have become more stringent over the last decade and today they 
generally constitute a hard constraint on national budgets. 

• Medium-term expenditure frameworks (MTEFs) – the great majority of OECD 
countries (30 of the 34) have multiannual fiscal planning documents setting annual 
maximum ceilings of aggregate spending or spending per area. The purpose of 
MTEFs is to underpin fiscal discipline and facilitate the planning of multi-year policies 
that may require an extended time horizon for implementation. National MTEFs 
commonly take a time horizon of three to four years and work on a rolling basis. As 
they allow for annual revisions and adjustments, they are a 'soft' constraint for annual 
budgets. 

In the EU, budgeting is subjected to some fiscal rules, but the main constraint on annual budgets is 
the binding character of the MFF: 

• Multiannual Financial Framework (MFF) – the MFF is a multiannual planning 
document that sets legally binding annual expenditure ceilings both at aggregate 
level and for broad sectors of intervention ('headings'). Whereas EU annual budgets 
are adopted by the two EU budgetary authorities, with the Council acting on an 
absolute majority, any modification of MFF ceilings requires the unanimity of the 
Council. 
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• Multiannual spending programmes – most EU budgetary programmes are 
adopted on a seven-year basis and have a fixed budget for the entire duration of the 
MFF. In the interinstitutional agreement accompanying the 2014-2020 MFF, the 
Council and Parliament agreed to deviate from this amount only up to 10 %, for the 
entire duration of the programme concerned when preparing annual budgets 
(article 17 of the Interinstitutional agreement, 2 December 2013). 

• Fiscal rules– the EU budget follows a strict 'no-deficit rule' (article 310.1 TFEU). 
However, the latter does not constitute a constraint on annual spending decisions, as 
it is enforced through an automatic mechanism (annual revenues adjust 
automatically to cover the level of annual spending authorised by budgetary 
authorities). A more important rule is the annual own resources ceiling, established 
by the own resources decision, which sets the maximum amount of own resources 
the EU may raise during a year to cover annual appropriations for payments. This 
ceiling, however, is higher than the annual payment ceilings established in the MFF 
(1.20 % of the EU's GNI), and thus in practice does not constitute a major constraint 
on EU annual budget negotiations. 

Special reserves to cover large unforeseen expenditure needs 
All OECD countries (31 of 34) have special reserves to deal with fiscal risks and large unanticipated 
expenditure needs:  

• Contingency reserves – 23 OECD countries have a general contingency fund to 
cover unanticipated expenditure needs resulting from natural disasters or crises. 

• Policy reserves – 15 OECD countries have specific contingency reserves for policy 
areas where public action is particularly prone to strategic incertitude. 

• Reserves to deal with specific fiscal risks – some OECD countries have reserves to 
cover specific fiscal risks (e.g. Italy has a reserve fund to guarantee mandatory 
spending linked to pensions, public wages or interest payments; various countries 
have counter-cyclical stabilisation funds). 

• Mandatory safety margins – Sweden uses a particular mechanism, a legally 
imposed 'safety margin' in its annual budget as a buffer in case fiscal risks 
materialise. 

Four 'special instruments' are placed outside the EU budget MFF ceilings to deal with unexpected 
or unplanned expenditure needs:  

• Two of these instruments are classic contingency funds intended to cover large 
natural disasters and crises (the Emergency Aid Reserve and the Solidarity 
Instrument). 

• One instrument (the European Globalisation Adjustment Fund) works as a sort of 
policy reserve, providing flexibility to respond to the employment effects of large 
crises.  

• The EU flexibility instrument is a general reserve that has a very broad purpose. It 
can be used to cover any 'clearly identified expenditure which could not be financed 
within the limits of the ceilings available for one or more other headings' (article 11 
of the MFF regulation). Thus, it can finance both truly unanticipated expenditure 
and/or new EU spending priorities which cannot be covered under annual MFF 
ceilings (e.g. the creation of the European Fund for Strategic Investments (EFSI) in 
2015). 

Benefits and costs of flexibility 
The exercise of budgetary flexibility can come into tension with other principles and objectives that 
inform public budgeting, and academic literature on public budgeting often refers to the inherent 
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tension between executive budget flexibility and budgetary control. At EU level, the need for 
flexibility is often said to be balanced against the necessary stability and predictability of EU 
spending. 

Flexibility v budgetary control 
Subjecting expenditure decisions to control is necessary to prevent corruption and ensure 
accountability. However overly narrow budgetary rules hinder the ability of executive entities to 
adjust spending to needs and demands. To reconcile flexibility and control, many countries have 
shifted from traditional financial control systems, in which there are detailed rules on how to spend 
the money and payments are approved prior to commitment by a central controller (normally the 
finance minister), towards devolved management systems. The latter permit spending agencies to 
authorise transactions that are then audited externally after payment is made and evaluated 
through performance-based reports (Di Francesco et al., 2017).  

In the EU, the focus upon performance has intensified since 2015 and performance information is 
now included in financial reports (Sapała, 2018), but many EU programmes are still subject to 
detailed central input rules (e.g. the EU regulation on the Connecting Europe Facility (CEF) includes 
a list of pre-identified transport projects to be financed). In addition, around 80 % of spending is 
implemented under 'shared management' and subject to strict geographical pre-allocation and 
thematic concentration criteria. 

Flexibility v budgetary stability 
It is often said that affording EU budgetary authorities greater capacity to deviate from the MFF's 
annual ceilings for commitments and payments may endanger the stability of EU spending. This 
argument is less salient at the national level, where medium-term expenditure frameworks (MTFs) 
are seen not so much as a tool to provide predictability of spending but as a means to allow for 
permanent adjustment in line with long-term sustainability goals. 

In the EU, the existence of binding annual ceilings is justified based on two arguments. One is 
political: the MFF was created to avoid prolonged and difficult annual budget negotiations. 
Allowing greater flexibility to set annual budgets may entail more difficult and lengthy budgetary 
negotiations every year. The second argument is functional, but takes a Member State perspective: 
as Member States are the main financers of the EU budget, greater discretion in setting annual 
budgets implies less predictability for them regarding the size of future national contributions owed 
to the EU budget. 

Conclusion 
As highlighted in this note, the EU budget suffers both from limited legislative flexibility (little 
discretion afforded to the Council and the Parliament to set annual spending priorities) and 
executive flexibility (limited capacity conferred on the European Commission to adjust allocations 
according to needs and circumstances). The debate on EU budget flexibility tends to focus on the 
first problem and underestimate the second. 

This lack of both legal and executive flexibility has resulted into an over-reliance on the 'special 
instruments' that exist outside the MFF. In particular, the 'Flexibility Instrument' has become a 
pragmatic solution to all types of flexibility needs, from responding to truly unforeseen events (e.g. 
the 2015 migration crisis), to topping-up EU programmes which require additional unexpected 
spending (e.g. mobilisation of the instrument to increase the budget of the Competitiveness & 
Innovation Framework Programme (CIP) in 2020), or to finance new EU spending priorities (e.g. the 
extension of the Structural Reform Support Programme in 2019).1Any attempt to enhance legal 
budget flexibility requires reconsideration of the MFF's structural aspects. To date, the focus has 
been on changing the rules related to the setting-up and use of budgetary margins and unused 
appropriations (global margins for payments and commitments, contingency margin), but there are 
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other ways to give EU budgetary authorities greater capacity to adjust expenditures to changing 
needs and priorities, such as shortening the duration of the MFF, cutting the length of spending 
programmes, allowing for some adjustment of annual ceilings on payments,2 or institutionalising a 
spending review as a standard procedure in the context of a MFF mid-term review.3 Enhancing 
executive budget flexibility demands changes to the design of EU spending programmes, 
particularly the establishment of less detailed allocation rules and the creation of in-programme 
flexibility tools (such as performance or programme reserves). 

Finally, any discussion about enhancing EU budget flexibility must take the possible implications 
and 'costs' of greater flexibility into account. Affording more discretion to set annual budgets may 
entail more difficult and lengthy EU budgetary negotiations every year. More executive budget 
flexibility requires rethinking the exertion of budgetary control. 
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ANNEX 

 National level EU level 

Executive budget flexibility 

Reallocation of 
funds 

Reallocation of funds is authorised 
in three-quarters of OECD 
countries (26 countries). This 
means that ministries or agencies 
can transfer funds across line items 
within their own budget envelope. 
In 15 countries, the reallocation 
must be authorised by the finance 
ministry. Reallocations are pre-
approved by the Parliament in only 
one country (Germany) 

The European Commission has limited capacity 
to transfer appropriations across budgetary 
lines. It can unilaterally transfer appropriations 
within 'chapters' (which normally correspond to 
programmes, such as COSME or Horizon 2020) 
but can only transfer up to 10 % of allocations 
from one chapter to the other, even within the 
same 'title' or policy area. Any transfer beyond 
10 %, or transfers between titles must be 
authorised by the Parliament and Council (the 
latter acting on qualified majority) 

Apart from rules on transfers, reallocation across 
budgetary lines is constrained by the fact that 
around 80 % of EU funding is pre-allocated to 
national and regional authorities, and that the 
legal basis of some centrally-managed 
programmes provide extremely detailed 
provisions on how to spend the money (e.g. the 
CEF Regulation includes a list of pre-identified 
projects to be financed) 

Lump-sum 
appropriations 

Only five OECD countries 
(Australia, Canada, Finland, Iceland 
and Sweden) grant full autonomy 
in deciding how to use their 
resources for implementing their 
stated policies. In certain countries 
lump-sum appropriations are used 
with sub-limits for certain items, 
such as wages (seven countries), 
capital spending (six countries), 
office expenses (four countries) 
and travel expenses (two 
countries) 

Lump-sum appropriations are not allowed in the 
EU budget. The EU Financial Regulation states 
that each budgetary appropriation shall be 
established in a legislative act and must be 
assigned to a specific objective 

Borrowing 
against future 
appropriations 

Very few OECD countries 
(Denmark, Norway and Sweden) 
authorise line ministers or agencies 
to borrow against future 
appropriations – that is, to 
overspend in one year and 
compensate by underspending in 
the following year. In all cases, pre-
authorisation has to be granted by 
the central budget authority 

The European Commission cannot borrow 
against future appropriations. 

As a 'last resort' mechanism, EU regulations allow 
the Council and the Parliament to increase 
appropriations up to an equivalent of 0.03 % of 
the Union's GNI to react to unforeseen 
circumstances, offsetting this increase against 
future available margins (contingency margin) 
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Legislative budget flexibility 

Fiscal rules 

28 of 34 OECD countries have fiscal 
rules enshrined in legislation, 
constitution or binding 
international agreements setting 
limits to deficits, debt or annual 
expenditure 

The EU budget is subject to a 'no-deficit rule' 
(article 310 TFEU), but does not constitute a 
constraint on spending, as it is enforced through 
an automatic mechanism (annual revenues 
adjust automatically to cover the level of annual 
spending authorised budgetary authorities) 

Annual spending is constrained by the own 
resources ceiling, currently fixed at 1.20 % of the 
EU's GNI 

Medium-term 
expenditure 
frameworks  

30 of 34 OECD countries have 
MTEFs establishing annual 
expenditure ceilings at aggregate 
level and/or per sectors 

Annual EU spending is constrained by a 7-year 
financial framework (MFF) which sets legally 
binding annual expenditure ceilings both at 
aggregate level and per broad sectors of 
intervention ('heading'). Any modification of MFF 
ceilings requires unanimity of the Council and 
consent of the Parliament. 

Special reserves to cover unforeseen expenditure needs 

Contingency 
and policy 
reserves 

23 OECD countries have 
contingency reserves (a general 
reserve for unanticipated events 
such as natural disasters) and 
15 countries have policy reserves 
(contingency reserves for policy 
areas where public action is 
particularly prone to strategic 
incertitude) 

The EU budget includes two contingency 
reserves to deal with natural disasters and crisis 
(the Emergency Aid Reserve and the Solidarity 
Instrument) and a general contingency fund 
('financial instrument') that can be used to cover 
both unforeseen events or foreseen expenditure 
needs which cannot be covered within the MFF 
expenditure ceilings 
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ENDNOTES
1  For more details on the use of the flexibility instrument see Bakally et al (2015) Success Stories: the Use of the EU Flexibility 

Instrument in the Multi-annual Financial Framework 2007-2013, in-depth analysis requested by the European 
Parliament´s Committee on budgets. 

2  As proposed by the European Court of Auditors in a briefing paper of February 2018 (Future of EU finances: reforming 
how the EU budget operate): 'when proposing a seven-year MFF, there is a need to consider the level of payments that 
will take place up to 13 years later. There is, therefore, a need to review and adjust the level of appropriations 
periodically based on sound financial planning and accurate information on the implementation of programmes' 
(p. 10). 

3  As proposed by the OECD (Budgeting and performance in the European Union: A review by the OECD in the context of EU 
budget focused on results, OECD Journal on Budgeting Volume 2017/1). 
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