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PUBLIC FINANCE FUNCTIONS (I)
Resource allocation:

• Centralization vs. Decentralization

• Financial interventions in different areas

EU à basic regulatory competencies in relation to the Single European Market + rules of the game for the different actors

Redistributive function:

• Promote economic and social cohesion (redistribution of income and wealth)

• Favour social groups with particular disadvantages

EU à the role of the EU is very low, it applies only to Cohesion Policy



PUBLIC FINANCE FUNCTIONS (II)

Stabilizing function:

• Public spending acts in a counter-cyclical way to “alleviate” the oscillations of the economic cycle (macroeconomic
stabilization)

EU:

• There is increasing coordination and limitation of the autonomy of state budget policies

• Spending managed through the general community budget is around 1% of EU GDP = not very suitable for the
stabilizing function

• Lack of a true European tax policy and truly community taxes

• The tax system remains in the hands exclusively of the Member States

• EU tax harmonization = only in relation to the functioning of the single market





The process of European integration = the transfer to the EU of powers traditionally exercised by Member
States à the need for an autonomous financial activity

The principle of subsidiarity à the best distribution of responsibilities between the two levels according to
the technical-economic characteristics of each type of intervention

The “supranational” public intervention is justified by:

• market failures

• public sector failures (excessive interventionism by national, regional or local authorities) that, in many
cases, exacerbate the failure of the market mechanism

It is done through:

• non-budgetary regulation or intervention

• budgetary resources (approx. 1% of Community GDP)



Presupuesto de la UE

No tiene: función de 
estabilidad, la 

redistribución es 
territorial y es un 

presupuesto pequeño

Es distinto de un 
presupuesto estatal

Tiene: sistema de recursos 
propios y función de 

asignación

Es distinto de un 
presupuesto de 
organización 
internacional



THE EU FINANCING SYSTEM



GENERAL BUDGET OF THE EUROPEAN UNION: THE 
BASIC PRINCIPLES

• Unity

• Universality

• Annuity

• Specialty

• Advertising

• Balance



COMMUNITY INCOME

Traditional own income:

• agricultural levies and sugar and isoglucose contributions (1%)

• customs duties (10%)

Own income added later:

• VAT percentage (14%)

• the percentage based on GNI / GNP (73%)

Other income (2%)



MINIMUM VAT RATES

• The normal rate must be at least 15%

• EU countries can also apply one or two reduced rates, which cannot be less than 5% and must be
limited to very specific categories of goods and services.

• The Directive provides for the application of a reduced rate of not less than 12% (the so-called
"parking rate") to certain goods and services.

• In addition, some EU countries are allowed to maintain reduced rates of less than 5% (super-reduced
rates)



Some territories of the EU countries may be outside the scope of VAT or apply special rates.

Territories with special types:

• Portugal: Azores and Madeira

• Greece: various islands of the Aegean Sea

• France: Corsica

Third territories treated as EU countries

Operations with origin or destination in:

• The Principality of Monaco have the same treatment as those made with origin or destination in France

• The Isle of Man have the same treatment as those made with origin or destination in the United Kingdom



PROCEDURE FOR NEGOTIATING THE MULTI-YEAR 
FINANCIAL FRAMEWORK (I):

European Commission proposes draft MFF à June 2011

Negotiations in the Council of the European Union:

• clarification phase à July 2011 - February 2012

• negotiation phase à March 2012 - September 2012

• conclusion phase à October 2012 - February 2013

The political agreement on the 2014-2020 MFF between the Parliament, the Council and the Commission à 27 June 
2013

Ratification by the plenary session of the European Parliament à 19 November 2013



PROCEDURE FOR NEGOTIATING THE MULTI-YEAR 
FINANCIAL FRAMEWORK (II):

Political route:

• clarification phase à better understand the European Commission's proposals and develop the positions of the
Member States

• negotiation phase à reduce differences between Member States on key issues

• conclusion phase à reach political agreement on the MFF package at the European Council in early 2013 (7-8
February 2013)

Legislative route à adopt the nearly 75 legislative acts of the MFF package





FINANCIAL FRAMEWORK 2014-2020

Friends of better spending à Germany, France, UK, Finland,
the Netherlands, Sweden, Austria and Denmark.

Friends of the Common Agricultural Policy and Friends of Cohesion à
Poland, the Czech Republic, Slovakia, Spain, Estonia, Slovenia, Hungary,
Romania, Portugal, Greece, Lithuania, Latvia, Malta, Bulgaria and Cyprus.



SPENDING ITEMS







INCOME ITEMS

• Tax on financial transactions

• Spain's contribution to the
EU budget will be less than
in the current period -
forecast

• Simplify VAT

• New sources of financing



SPAIN AND THE MFF 2014-2020 (I)

• Spain will remain a net beneficiary

• Spanish contribution to the EU budget will be 8.08%

• It was possible to defend national preferences

• Improvement in November Council results

The CAP and Cohesion Policy (12%) as the main sources of income



• Aid to regions especially affected by the economic crisis (especially Extremadura,
Andalusia, Murcia, Galicia and Castilla la Mancha) à 1.8 billion

• Remote border cities (Ceuta and Melilla) à 50 million

• Outermost regions (Canary Islands) à 1.4 million

• Aid to regions affected by unemployment à 930 million

• Regions in transition à will receive 60% of their previous aid

• Youth unemployment fund à 6 billion (ESF + 3 billion)



SPAIN AND THE MFF 2014-2020 (II)

• Additional investment for Spanish rural development à 500 million

• Fight against the negative effects of the crisis affecting agricultural production or
distribution à 2.8 billion

• More flexibility between the pillars of the CAP à 15% of total resources

Security and citizenship:

• More resources for police and judicial cooperation (Eurojust and Frontex)

• The special focus on island societies (migration)

















CONCLUSIONS
• Multiannual Financial Framework 2014-2020 = an austere budget

• Spain will remain a net beneficiary

• This is the first time that an MFP has been downsized

• The historical items of the general budget of the EU are "safe"

• More flexibility

• Converting the redistributive budget into a governance budget

• Public opinion considers this MFF a failure
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