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The briefings drafted by the European Parliament Secretariat's Task-Force on "Enlargement" aim to present in a systematic, summary form, the state of discussions on the various
aspects of enlargement of the Union and the positions adopted by the Member States and European institutions. Briefings will be updated as the negotiations progress. Already out:

Number Title PE No Date Langues

1 Cyprus and the enlargement of the EU 167.284 02.03.98 EN-FR
2 Hungary and the enlargement of the EU 167.296 11.02.98 EN-FR
3 Romania and the enlargement of the EU 167.297 12.02.98 EN-FR
4 The Czech Republic and the enlargement of the EU 167.335 11.03.98 all
5 Malta and the enlargement of the EU 167.350 09.03.98 all
6 Bulgaria and the enlargement of the EU 167.392 18.03.98 all
7 Turkey and the enlargement of the EU 167.407 31.03.98 all
8 Estonia and the enlargement of the EU 167.409 03.04.98 all
9 Slovenia and the enlargement of the EU 167.531 20.04.98 all
10 Latvia and the enlargement of the EU 167.532 22.04.98 all
11 Lithuania and the enlargement of the EU 167.533 29.04.98 all
12 Poland and the enlargement of the EU 167.587 11.05.98 all
13 Slovakia and the enlargement of the EU 167.609 12.05.98 all

15 The institutional aspects of enlargement of the EU 167.299 13.02.98 EN-FR
16 Controlling and protecting EU finances with a view to enlargement 167.330 09.03.98 EN-FR
17 Environment policy and EU enlargement 167.402 23.03.98 DE-EN-ES-FR-IT
18 The European Conference and the enlargement of the EU 167.410 03.04.98 DE-EN-ES-FR-IT
19 Budgetary aspects of EU enlargement 167.581 12.04.98 DE-EN-ES-FR-IT
20 Democracy and respect for human rights in the process of EU enlargement 167.582 01.04.98 DE-EN-ES-FR-IT
21 EU Enlargement and economic and social cohesion 167.584 08.05.98 DE-EN-ES-FR-IT
22 Statistical annex on EU enlargement 167.614 15.05.98 DE-EN-ES-FR-IT
23 Legal issues of EU enlargement 167.617 19.05.98 DE-EN-ES-FR-IT

Request for copies of these briefings should be made to:
Mrs E. Deguffroy, Luxembourg, SCH building, Room 602, tel.: (352) 4300-22906 / fax: (352) 4300-29027
Task-Force "Enlargement", Brussels, Office LEO 06D119, tel.: (32 2) 284 2381 / fax: (32 2) 284 4984
Task-Force "Enlargement", Strasbourg, Office IP2 447, tel.: (33 3) 8817-4408 /  fax: (33 3) 8817-9059
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I. INTRODUCTION

With the publication of its 'Agenda 2000' the Commission opened up the debate on the enlargement
of the European Union. In December 1995 the Madrid European Council instructed the Commission
to formulate an opinion on the applications from the candidate countries and to set this out in a
document taking into account all aspects relevant to accession.

Even before discussions began in the Commission it was clear that enlargement eastwards would
be a challenge for the European Union in terms of financial policy, given that all the candidate
countries, without exception, were potential net recipients. This fact highlights the issue of the
Union's own capacity for reform, as well as the basic question whether this enlargement is
affordable.

This document seeks to summarise the position on these issues in terms of financial policy and
practice. It is based on 'Agenda 2000' itself1, and on various Parliament and Commission documents.
It must be stressed that we are at the beginning of what will be a comprehensive debate, and to this
extent the positions set out here are sure to be subject to changes by the participants between now
and the completion of the accession negotiations.

II. CURRENT STRUCTURE OF THE UNION'S BUDGET

The financial perspective for the years 1993 to 1999 was defined on 29 October 1993 in the context
of the Interinstitutional Agreement between the Commission, the Council and Parliament. The
objective at the time was to create a financial framework for that period within which to define the
basic economic data such as extension of budgetary funds, allocation of these funds among the
various budgetary categories and upper limits for individual items of expenditure between the
participants in the budgetary procedure. Alongside this medium-term planning there is the annual
adjustment in the context of each specific budgetary procedure, by means of which the foreseeable
expenditure for the coming year is prepared in the form of a draft budget by the Commission and
then jointly adopted by the Council and the European Parliament as the budgetary authority. This
medium-term planning and annual adjustment procedure has stood the test of time. The timetable
for taking the various specific steps towards drawing up a budget has now become a routine for the
institutions involved, and in recent years the procedure has not led to any major disagreements
between the Council, Parliament and Commission.

Annex I2 sets out the current financial planning for 1993-1999. During the course of the planning
period adjustments ('revisions') of medium-term financial planning have taken place to the
individual expenditure categories, set out in table 2 of the Annex. To make it easier to understand
the individual data the following explanations are necessary:

                                                
1 COM(97)2000, vols. I-III, plus individual volumes on the candidate countries, Office for Official Publications

1997.
2 Commission data, from sources including Report on the implementation of the interinstitutional agreement of

29 October 1993, Brussels 1998.
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a. The EU's budget has to be fully funded from own resources1. The four pillars of Union revenue
must not, under the agreement, exceed 1.27% of GNP in 1999. This iintroduces nto medium-term
financial planning a figure against which expenditure ultimately has to be measured. This is
significant, because the EU is not legally empowered to take out a loan, thereby ruling out the
possibility of increasing the revenue side in this way.2

The four pillars of revenue are3:

- Agricultural levies, sugar and isoglucose levies (ECU 2 015.5 m =   2.4%) 
 - Customs duties (ECU 12 203.2 m = 14.8%)

- VAT levy (ECU 34 587.7 m = 41.9%)
- the 4th resource (fixed percentage

of Member States' GNP)(ECU 32 947.2 m = 40.0%)

b. The expenditure on the Common Agricultural Policy (46% in 1997) is composed exclusively of
'compulsory expenditure'. By definition this expenditure is thus removed from the sphere of direct
action by the European Parliament and is set by the Council acting alone. The term 'compulsory'
indicates that this expenditure derives directly from the Treaty commitments, and it is often
misleading, since other items of expenditure can perfectly well be compulsory in nature. The
basis for agricultural expenditure is the Council's decision setting EU farm prices, as well as other
parameters over which the European Parliament has no influence.

c. The expenditure on structural policy (36% in 1997) is embedded in a five-year framework (the
'programming period'). This period ends, with the financial perspective, in 1999. An adjustment
of structural policy to take account of the conditions which obtain then is considered to be
necessary even without enlargement, and is due to take place in 1999. The preparations for this
have already begun: in this context, see the 8th Annual Report on Structural Policy, from which
gives indications of the changes which may be expected.4

d. For administrative expenditure it has been assumed that the staffing of the institutions will remain
approximately constant. Apart from the minor staffing adjustments which had to be made when
the Union was enlarged to include Sweden, Austria and Finland, this assumption has been
realised. Expenditure on the administration increased only modestly during the programming
period, and stood at 4.7% of the total Union budget in 1997.

                                                
1 See Art. 201 of the Treaty Establishing the EU
2 This system is based on a decision of the Brussels Council of 1-13 February 1988. An adjustment was made

at the Edinburgh Council of 11-12 December 1992, at which new upper limits for revenue were set.
3 Figures for the 1997 budgetary year, taken from 'Synthèse chiffrée' SEC(97)15, Commission January 1997.
4 8th Annual Report on the Structural Funds, COM(97)0526, Commission 1997
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III. STANDARD ECONOMIC DATA UNDERLYING POSSIBLE ENLARGEMENT
SCENARIOS

In the past the Commission's basic economic assumptions have been shown to have had far-reaching
consequences for the establishment of the European Union's budget. This is understandable if one
considers the financing mechanism: the revenue side of the budget is directly dependent on the
macro-economic development of the Union, since the two most important sources of revenue, the
GNP and VAT levies, are variables dependent on 'prosperity'. The Commission has therefore had
to vary its standard data for the revenue side in the light of eonomic developments (from 1.2% of
GNP in 1993 to 1.27% of GNP in 1999) and adjust them accordingly.

The basic assumptions about the economy after enlargement thus assume major importance. In all
its financial variants, the Commission assumes 2.5% growth in the European Union for the whole
programming period from 2000 to 2006.

The Commission also insists on keeping the upper limit for own resources over this period (all EU
revenue combined) at 1.27% of GNP for all budgets.

Consequently the total volume of the budgets will be able to increase only modestly, at a time of
enlargement in which, as we will see, the Union will be faced with considerable additional
expenditure. This decision on the upper limit (which also reflects the willingness of the 15 Member
States to open up new sources of finance) was the minimum consensus on which the European
Council was able to agree at its Madrid meeting in December 1995.

The European Parliament has expressed doubts on several occasions as to whether these basic
economic assumptions can be sustained in the light of the major challenges of enlargement.1

The third macro-economic element with implications for the accession process is the 'pre-accession
aid' strategy. From 2000 to 2006 the Commission will make available a total of ECU 45 bn for the
candidate countries: it considers that these funds will provide a significant stimulus for growth in
these countries. Opinions differ on the extent to which, in spite of these funds, the macro-economic
gap between the EU of the 15 and the candidate countries will widen still further. It seems that the
Commission is assuming that the macro-economic divide (e.g. expressed in terms of  per capita
GNP) will narrow. As a whole it estimates the growth potential of these countries optimistically at
4%2.

IV. POSSIBLE EFFECTS ON THE STRUCTURE OF BUDGETS FROM 2000 TO 20063

It should be stressed once again at the outset that the following assumptions are derived from the
Commission's position. This position is, as the heated and outspoken initial reactions from the
Member States have shown, now the subject of a detailed political debate between the Council and
Parliament and in the Member States themselves.

                                                
1 See for example Report on Agenda 2000 (A4-0331/97), Conclusions, p. 7
2 For summary see Annex 2: Basic economic data: Commission 1998
3 For summary of the data for 1999-2006, see table in Annex 3, Commission 1998.

1. Agricultural policy
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The Commission assumes that agricultural expenditure will continue to rise, with farm prices falling
substantially. This presupposes the possibility of reaching a consensus on these assumptions in the
Council and the European Parliament, though initial reactions from the Member States suggest that
this is optimistic to say the least.

The financial perspective shows expenditure rising , from ECU 45.2 bn in 1999 to ECU 51.6 bn in
2006 (at 1999 prices). It is notable in this connection that the Commission provides for ECU 520
m of this amount to be allocated to the candidate countries between 2000 and 2006. Without going
into detail on the proposed reforms in this sector, it should be noted that in terms of financial policy
this block of expenditure will remain practically static in relation to total expenditure.

After the accession of new Member States, as the European Parliament has frequently pointed out1,
agricultural expenditure would then have to undergo several adjustments in the light of economic
data, and particularly in the light of the assessment of structures in the new Member States. It is not
clear whether the proposed reforms could then be regarded as sufficient. In view of the current
predominantly agricultural economies of the candidate countries, there must be doubt about this.

2. Structural policy

As has already been mentioned, from 1999 the Union will create a new structural policy framework
for itself.

In total, the Commission states, ECU 240 bn will be made available for the 15 Member States over
the new programming period from 2000 to 2006, as against ECU 208 bn from 1993-1999.

It is also foreseen that a total of ECU 7.3 bn will be provided from structural funds for pre-accession
measures, giving a total for the structural funds of the order of ECU 247 bn.

Obviously, following the accession of Eastern European countries, there will be a sudden rise in
expenditure unless fairly far-reaching changes are embarked upon to the legal framework of the
structural funds. This is clear alone from the fact that  all the candidate countries currently fulfil the
conditions for classification as Objective 1 areas.

3. Internal policy areas

Under the Commission's proposals, the highest rate of increase in the various expenditure categories
is for this field of policy. Starting at ECU 6.4 bn in the year 2000 the amount should increase to
ECU 7.8 bn in 2006, a rise of some 18.5%.

In this connection the Commission expects a significant increase in the efficiency with which the
appropriations are used, and states that these policies  - the trans-European networks (transport,
energy and telecommunications), research and innovation, education and training, and the
development of environmentally acceptable technologies and support for small and medium sized
enterprises - will have a significant effect on growth and employment.

                                                
1 e.g in its report on Agenda 2000, p. 4

4. External policy areas

The growth in expenditure in this area of policy is intended to be of the order of 2% per year, from
ECU 6.8 bn in 2000 to 7.9 bn in 2006. It is significant in this connection that the Commission
proposes to keep expenditure on the PHARE programme, (amounting to ECU 1.56 bn.), in this
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category. This programme will fund measures for the candidate countries to aid preparations for
accession. Other areas of expenditure include TACIS (aid to East European countries which are not
candidates for accession), MEDA (support for Mediterranean countries), support for NGOs and
sundry expenditure for cooperation on the basis of international agreements and commitments.

5. Administrative expenditure

With an average increase of some 1.7% per year, the Commission is proposing an extremely modest
rise in this field too. This will only be possible if the number and structure of administrative posts
remain constant at their present level, which in the light of the increasing tasks will certainly be a
challenge to the innovative skills of the administration. In addition the Union will be faced with
increasing pension payments for departing staff, which will lead to an extraordinary rise in
expenditure in this field. This is expenditure for which the Commission has as yet made no
provision in the form of accumulated capital, even though considerable sums of money have been
contributed by staff over the past 30 years. A further significant block of expenditure items is
formed by resources spent on infrastructure (particularly buildings) as a result of decisions in the
Council leading to the allocation of the institutions' staff to these buildings.

In total, it will be possible to keep administrative expenditure below 5% of total expenditure.

6. Other proposals with budgetary implications

- Allocation of pre-accession aid

Pre-accession aid will not, as frequently proposed, be entered in a new chapter, but will be allocated
to the relevant existing category of expenditure (agricultural, structural or external policy).

- Compulsory and non-compulsory expenditure

The Commission will make proposals to the Council and the European Parliament for the transfer
of some hitherto compulsory items of expenditure to the sphere of non-compulsory expenditure.
Parliament has been calling for this to be done in respect of various items for many years. These
include in particular expenditure which is entered in Category 1 (Agricultural spending) but is not
directly linked to agricultural policy measures (e.g. education, information and publicity work,
publications).

- Own resources

The Commission does not propose any new resources. In other words the four traditional sources
of  funding will remain and no new ones will be added. The Commission does not consider that
initiatives for a new, autonomous source of own resources (e.g. energy tax, telecommunications tax,
airport tax) will be necessary.

- Non-disbursed appropriations for a budgetary year

The Commission proposes that under certain circumstances non-disbursed appropriations for a
particular budgetary year, which have hitherto flowed back to the Member States, should be carried
over to the next year. This might introduce a greater element of flexibility into spending policy.
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- Flexibility between Categories III (Internal policies) and IV (External policies)

In the past it has not always been possible to sustain the distinction between these two policy areas,
and consequently the Commission considers it necessary to formalize the flexibility between these
categories (particularly in the transfer of appropriations). No concrete proposals have yet been made.

- Legal basis

There have in the past frequently been disputes between the European Parliament, the Council and
the Commission concerning the lack of a legal basis for expenditure. Expenditure can normally be
made only if a legal basis in the form of a regulation or other legal act has been adopted in the
course of the decision-making process between the parties. The Commission intends to work out
a proposal to settle this problem.

- Reserve policy

In the context of the budgetary procedure, the European Parliament has frequently adopted a policy
of placing budgetary appropriations in the reserve as a means of putting pressure on the Commission
as the executive, by making the release of appropriations from the reserve subject to conditions so
as to ensure that they are used in accordance with Parliament's political prescriptions.

The Commission will work out a proposal to find a solution to this source of conflict in the
budgetary procedure.

- Multi-annuality of structural funds

Under the Framework Regulation and programme planning, measures in the field of the structural
funds are planned for several years, in the case of the current series of measures for 5 years. In view
of the need for strict enforcement of  the principal of annuality, this leads in some areas to
difficulties in programming.

The Commission will work out a proposal to introduce a limited element of multi-annuality in the
budgetary procedure, restricted to a few sectors.

- Extension of the codecision procedure

The Treaty of Amsterdam extended the scope of the codecision procedures, which implies an
extension of the powers of the European Parliament.

The Commission considers that this has been a success and should be extended to other areas. The
effects on any specific budgetary procedure are secondary, but this extension of scope could increase
the involvement of the European Parliament's Committee on Budgets in the legislative co-decision
procedure.

Parliament also calls for the checks to be carried out on financial implications of every legislative
initiative. This may happen if the Commission accepts the principle of each proposalbeing
accompanied by a financial statement setting out clearly the technical and financial consequences
of the measure in budgetary terms.
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V. POLICY VARIATION v. NEED FOR INCREASED REVENUE

Immediately after the publication of Agenda 2000, a lively public debate erupted, particularly with
regard to the suggested need for savings. Farmers' unions and net recipients of structural aid
complained of the Commission's proposal that unacceptable drops in income in these two areas
would have to be taken if new Member States joined. The background to this criticism is the
recognition that, if the EU's own resources  remain the same - and, as we have seen, they are
supposed to be fixed at a maximum of 1.27% of GNP - the room for manoeuvre for spending is
bound to decrease as the number of recipients increases. This would of course have decisive
consequences for certain significant categories of recipients. As has been mentioned, all the
candidate countries would be 'Objective 1' regions in Structural Fund terms, so that the structural
fund 'cake' would have to be cut to feed more recipient countries. An amendment to this effect to
the structural aid regulations would leave no other option, since there is no room for large-scale
savings in the other EU policies. The same is true of the Common Agricultural Policy: all the
candidate countries have a significant farming sector. This inevitably means that this expenditure
too will have to be distributed, in a manner yet to be decided, among a larger number of recipients.
Since these two areas comprise some 80% of total spending, there is clearly no room in the other
policy areas for savings of this order.

On the other hand an increase in revenue, over and above the contributions which the candidate
countries will of course make, is also unanimously rejected. This is significant, given that these
countries will all be net recipients, and automatically implies a funding gap. It is hard to say at
present how big this gap would be on the basis of the figures currently available, but past calculation
models have assumed a funding need of between ECU 10 bn and 35 bn.1

In many discussions on this topic the European Parliament's Committee on Budgets has stressed the
need to implement the necessary spending reforms, particularly reforms to spending on the Common
Agricultural Policy, before enlargement. To this extent it regards as entirely positive the pressure
put on the Council as an arm of the budgetary authority to make the necessary preparations for
enlargement and promote the recognition within the EU that there will have to be cuts on the part
of the existing Member States.

                                                
1 See Report on Agenda 2000: the 2000-2006 financial framework for the Union and the future financing

system, A4-0331/97, adopted in Parliament on 4 December 1997.
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VI. CONCLUSION

The negotiations in the European Parliament and the Council which are now beginning will show
whether the Commission's proposals are politically feasible and whether its economic assumptions
are shared by the participants. The debate will probably be heated, and given the specific positions
currently emerging in the Common Agricultural Policy and in structural policy it is likely that the
current positions will have to change.

Technical details will have to be clarified in a dialogue or trialogue between the Council,
Commission and European Parliament.

Finally, and this is perhaps the most important issue to emerge from 'Agenda 2000', it will have to
be seen whether these proposed measures will be sufficient to prepare the candidate countries of
Eastern Europe for accession and to lead them towards the Union, in order subsequently to accept
them as members.

*  *  *

For further information please contact:
Thomas BÖHNE, European Parliament, DG IV, Luxembourg
Tel. (352) 4300-22470 / Fax (352) 4300-27718 / e-mail: tboehne@europarl.eu.int


