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Get ready:

EU budgetary
austerity

is back
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If you follow EU issues you may have probably heard about the recent note prepared
by the Spanish presidency of the Council proposing cuts to the EU’s long-term budget
for 2021-2027. This may sound strange. Isn’t the next European Council supposed to
discuss the Commission’s so-called “MFF mid-term revision”, a proposal to increase the
EU budget?

To understand what is happening, it is worth going back to June, when the Commis-
sion presented the “mid-term revision” proposal. This was motivated by the awareness
that the EU budget cannot provide an appropriate answer to various challenges which
were unpredictable in December 2020, when the current EU’s long-term budget was
adopted. This includes the war in Ukraine and the unfolding humanitarian, energy and
food crises but also other things such as the steep increase of interest rates in interna-
tional markets, which has led to higher-than-expected NGEU borrowing costs, or the
adoption of the US Inflation Reduction Act, a massive US investment package in support
of green technologies.

Against this background, the Commission proposes an increase by €66 bn the EU spen-
ding for 2024-2027. Roughly a quarter of this increase (€17bn) is to finance a new
“Ukraine facility” providing support to Ukraine during the next four years (coupled with
loans which are not ‘paid’ but quaranteed by the EU budget). Another quarteris to cover
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the higher-than-expected borrowing costs of Next Generation Union (€19bn). The rest
is to reinforce migration and external action (€15.5 bin) and to finance the Strategic
Technologies for Europe Platform (STEP), a new EU instrument to support investments
in critical technologies relevant to Union’s strategic autonomy (€10bn).

Since the announcement in June, the so-called ‘frugal countries’ (Germany, Sweden,
Denmark, Austria and the Netherlands) have made clear their opposition to any EU spen-
ding increase other than to support Ukraine. Over the last months, they have circulated
internal notes showing that new EU spending needs can be covered through re-deploy-
ments, e.qg. cutting EU spending elsewhere. Recent events (the victory of Geert Wilders
in the Netherlands, the massive budgetary hole in Germany following the decision of
the Constitutional Court of November 15) do nothing more than reinforcing the frugals’
opposition against any reinforcement of the EU budget.

This is why the Spanish presidency of the Council, as a good ‘broker’, has come up with a
proposal of budgetary ‘savings’. An internal note sent to the national delegations ketches
three scenarios of cuts. Each scenario results from applying a different % of linear cuts
to all MFF programs except the CAP and Cohesion programs ( 3.4%, 6,8% and 13.5%),
which are fiercely defended by net recipient countries. They also include reductions to
certain programs that have been largely unused (such as the Brexit Adjustment Reserve).
The three scenarios result into cuts of €8.1bn, €13.1bn and €23.1bn respectively.

But why the most ambitious scenario amounts to €23.1bn in savings and not €49bn?
(which would be the result from discounting the €17bn for Ukraine from the total €66bn)?
A detailed look at the proposals included in the Commission’s mid-term revision may
provide an answer (see table 1).

TABLE 1. Different spending increases proposed in the MFF mid-term revision

Increases within the MFF ceilings

Top-up Invest EU (heading 1) - STEP 3
Top-up European Innovation Council-Horizon Europe (heading 1)-STEP 0.5
Top-up Innovation Fund (heading 3)- STEP 5
Increase ceiling for migration (heading 4) 2
Top-up European Defence Fund (heading 5)- STEP 1.5
Increase ceiling for external action (heading 6) 10.5
Increase ceiling for adminstration (heading 7) 1.9
SUB-TOTAL 24.4
Ukraine Reserve 17
EURI instrument (to cover extra costs of NGEU borrowing) 19
Reinforcement of the Solidarity and Emergency Aid Reserve (SEAR) 2.5
Reinforcement of the flexibility instrument 3
SUB-TOTAL 41.5
TOTAL 66

Jacques Delors Institute < Blogpost « 2


https://commission.europa.eu/strategy-and-policy/eu-budget/strategic-technologies-europe-platform_en
https://commission.europa.eu/strategy-and-policy/eu-budget/strategic-technologies-europe-platform_en
https://www.bbc.com/news/world-europe-67504272
https://www.bbc.com/news/world-europe-67504272
https://www.ft.com/content/e36830bf-0fb4-4878-944c-0bf9088478d2
https://www.ft.com/content/e36830bf-0fb4-4878-944c-0bf9088478d2

There are two types of spending proposals in the MFF mid-term revision: top-ups to
existing MFF programs and reinforcements and/or creation of special instruments
which are placed over and above’ the MFF ceilings. These two spending proposals have
very different implications for national finance ministers. The first ones result into clear,
measurable and immediate budgetary costs for national coffers. The second ones will
be mobilised according to future needs which can be roughly estimated but not known
in advance.

Take the case of the Ukraine facility. The annual amount disbursed in support to Ukraine
will depend on the Ukraine government’s progress in implementing a Reconstruc-
tion Plan. The same happens with the proposed EURI instrument, aimed at covering
the NGEU borrowing costs in excess of those planned (and reserved) in the MFF. These
could range from €17bn to €27bn according to Commission’s estimations but we cannot
know in advance, it will depend on interest rate fluctuations.

Thus, the logic of the proposed cuts is to force redeployments within the MFF ceilings.
In the case of STEP, for instance, the Commission proposes to finance it by adding
€10bn to the EU budget and a minor amount (€2.13bn) coming from redeployments and
de-commitments. It is very likely that the Council decides to entirely finance it through
re-deployments and re-using decommitment amounts from Horizon Europe.

This does not mean that the proposals to create new instruments “over and above the
MFF” are guaranteed. As we are heading towards the December European Council, a
stubborn Hungary is still threating to block all EU’s aid to Ukraine and some “frugals”
flirt with the idea of covering the NGEU extra borrowing costs through redeployments
from existing MFF programs.

All in all, one may argue it’s classic, old EU budget politics at play: frugals pushing
for cuts, net beneficiaries fighting to keep cohesion/CAP funds and non-allocated EU
spending being sacrificed . However, after NGEU, two major crises behind us and a new
geopolitical context forcing the EU to take a more strategic turn, it is very worrying to
see that we may be entering into a new era of EU budgetary austerity. °
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