
 

 

 

 

 

 

 

 

 

 

 

 

 

 

ZSOLT HALÁSZ  

 

THE REGULATION OF THE EU BUDGET 

The past, the present and the future development opportunities and trends of the 

regulation 

 

 

 

Theses of the doctoral dissertation 

 

 

 

 

 

 

 

 

 

 

 

 

 

Consulant: Dr. Éva Erdős PhD associate professor 

 

 

MISKOLC  

2010 

 



 1 

I. A brief summary of the research task  

 

The common budget and the budgetary issues of the European Union are recurring topics for 

the economic experts and the representatives of legal science to be addressed regularly and 

keep current. The research is not only to cover the common budget and regulatory aspects of 

the European Union in a strong sense, but it also includes the budget financing as well as the 

regulatory points of the grants awarded from the budget.  The EU budget reform has been in 

progress, which necessarily means a reform of the legislation.  Although I do not consider 

likely that in-depth reforms are made in the near future, the basic aim of the research was to 

explore the areas and issues require these reforms. Where possible, I tried to formulate 

potential proposals for solutions and alternatives (even though they sometimes seem too 

utopian).  

Financing the functioning of the EU as well as the grants financed from the general 

budget are rather complex regulatory topics.  The complexity relates to the system of budget 

revenues, which is fundamentally different from that of a revenue system of state budget, and 

it is linked to the budgetary rules, a number of detailed elements in the broad sense, cannot be 

overlooked in the course of a research dedicated to the subject. However, this relates to the 

expenditure side too, i.e. to what, how much and by what means be paid from the common 

budget. The way of establishing the system of the budget makes the situation more difficult. 

The budget execution issues require a detailed analysis of course since many practical 

problems are linked to the point: who may participate in its implementation while observing 

different liability rules. Last but not least, the control of the implementation should be 

discussed because only a well-functioning financial control system can ensure the regularity 

of the implementation.   

During my research, I wanted to explore the individual components of the regulation, 

their past development, present, current problems and future prospects by analysing the 

relationship between certain elements and institutions. However, I would not want to give a 

description of the EU budget system, but I also give a detailed analysis of both the functioning 

of certain institutions of the common budget law. When it seems appropriate, I discuss the 

specific issues of concern to the Member States – especially the home - in the field of the 

regulatory and practical aspects as well.  

The matter of the thesis is very broad, the breadth of which can be easily seen. I had to 

disregard the analysis of some (part)topics arbitrarily in order not to exceed a reasonable and 

manageable range limit. I have not examined the regulation and functioning of the European 

Development Fund, the activities of the European Investment Bank providing funding within 

the limits stipulated by the Union. Moreover, the different ways of the execution of the budget 

within the financial regulation if these tasks are managed by third states or international 

organizations, although they comprise a number of important questions to be analyzed at a 

later date.   Although my thesis refers to the budget of the European Coal and Steel 

Community in more places, I did not lay too much stress on it having regard to the fact that 

the ECSC Treaty expired in 2002.  

Although I did not want to circumvent the overview and examination of the evolution of 

the regulation in this topic too, I strived for attempting to limit the historical overview in this 

respect only to the extent needed to the understanding of the functioning of the contemporary 

institutions. This selection is subjective of course, however, my motivation directed to 

examine those topics in detail that are of most concern in this very broad and diverse topic.  
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II. Sources and research method  

 

I considered it important to write about the presentation and historical analysis of the 

development of the legal institutions touched upon within each chapter while writing the 

dissertation. I consider that the regulation of the common budget of the Communities in force 

has been an ongoing process since their establishment, sometimes it results in significant 

changes in development, which is in meaningful relationship also with the deepening of the 

integration.    

The historical analysis is essential to help understanding the functioning of the legal 

institutions examined as well as that of systemic features, however, I did not study only the 

topics of legal history character but I tried to explore the regulatory and practical problems of 

the different topics on theoretical basis in the dissertation. In this, first, the literature identified 

on the subject was of great help to me, which for reasons of language, I relied on the English 

and German language sources beside the relatively limited number of sources in Hungarian.  

In addition to the scientific literature to exploring the problems, it was indispensable to 

review the practice of the European Court of Justice pertinent to subject as well as to survey 

the reports and opinions of the European Court of Auditors. As the practice of the European 

Court of Justice concerned, it should be stressed that not too much, some 15 judgments refer 

to the budget financial regulation in a narrow sense. In broad sense, we can find good number 

of judgments on a larger scale including the legal cases in relation to the different supports.  

During my research, I used several different methods. I strived for accomplish basically 

the critical analysis in the course of the functioning of the institutions beside the already 

mentioned historical analysis, based largely on academic positions, the judgments of the 

European Court of Justice as well as on the reports of the European Court of Auditors. In 

addition, I applied the comparative method, whereby each section of the Community 

legislation were compared with the past and later status, the Community and domestic 

legislation and, in some cases the Community rules with some other Member States‟ 

legislation mostly in Germany. Results of these comparisons are most proven, operational and 

regulatory solutions and examples, which can be utilized in some cases, in the Community, in 

other cases, in the domestic budgetary legislation.   

My dissertation touches upon more branches of law. It is understood that the budgetary 

regulation belongs to the domain of the financial law, simultaneously, whereas the point is the 

EU budget, at least so much it is a part of EU law. Besides these two branches of law, 

especially in the context of aid legal relations as well as the financial interests of EU, it was 

not possible to exclude certain matters of administrative law, private law and criminal law 

aspects of exploration accordingly it is necessarily interdisciplinary in nature.  

Taking into consideration all this I would like to emphasize that the system and 

legislation of the common budget are examined from the point of view of the financial law in 

this dissertation.  

 

 

III. The research results  

 

The first chapter of the dissertation gives a summary of the development of the budget 

regulation in legal form from the beginning to date, the present system of the rules, the 

essential legal source as well as its basic principles.   The fundamental aim of this chapter is to 

show on the one hand that what were the main law development historical nodes (including 

also the relevant judgments of the European Court of Justice), through which the present 

system has been developed, on the other hand, that how the principles pervasive to the 
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entirety of budget management orientate the functioning of the Union from financial-

budgetary point of view.   

The joint decision-making on the common budget is associated with two issues directly: 

the computation of the net position of Member States and the system of the unanimous 

decision-making.  

Although the net position of Member States should not be a problem in principle in the 

system of the common budget, it is in practice.  Member States examine continuously how 

they can minimize their contribution to get the larger resources. We could see, however, that 

this calculation of the net position does not cover always the truth in terms of neither the 

income nor the expenditure.  

One cannot expect to change in the budget system fundamentally in the near future. This 

is essentially due to the unanimous decision-making stipulated in the provisions on the own 

resources in the Treaty on the Functioning of the European Union in force which are similar 

to the former ones, and they are not intended to change in the near future. The unanimous 

decision-making ensures essentially the right of veto namely to all the Member States in 

nearly every matter of the budget.  

In my view, one of the key issues of the EU budget reform is the transformation of the 

decision-making system, the introduction of the qualified majority voting, at least of 

excluding the possibility that a single Member State can exercise its right of veto virtually in 

every respect.  However, there is not too much chance for all this for the time being.  

 

The second chapter focuses on the revenue side of the budget. This chapter is intended not 

only to give a description of the system of the budget revenues but also to analyze of the 

functioning of the system. The regulatory system of the revenue side of the budget raises a 

number of issues that needs to be answered not only from purely budgetary point of view but 

also for the future of the entire Union at professional and political level alike. My aim is 

therefore to explore the development of interfaces through which the current system of 

revenues has established. I try also to reveal the possibilities of further development as well as 

its deadlocks (the reasons for the current hesitation). One of the essential topics of disputes 

concerning the budget and that of professional, scientific and political analyses is the 

financing of the budget. I attempt to show the most significant positions in this chapter.  After 

this, I discuss that in my opinion what elements can be the subjects of a reform of the revenue 

side, which are necessary, and, at the same time feasible realistically.  

The problems of the decision-making system are linked basically with the issue of the 

revenues. It is significantly important that the crucial proportion of the revenues are not the 

Member States‟ contributions but the own resources with regard to financing and the 

autonomy of the financing of the common budget.  The existing system of own resources 

raises many questions, and for the reasons of them – over the mistakes made in the decision-

making – the inherent problems of the system also needs to be underlined which can be 

divided into two groups.  

One of the major problems is that the Member States do not contribute to the revenues of 

the common budget based on different principles due to a number of special provisions. The 

other problem is that we take for it the system of the own resources in principle, meanwhile,  

the „own” nature is highly questionable because of the GNI resource in itself and determining 

the upper limit of VAT resource in case of a number of Member States.   

Having overviewed the present and not nearly be considered uniform system, therefore 

we can set the baseline goal for change, supposing that we hold the Member States equal, then 

the individual privileges of the Member States should be eliminated. The problem can be 

highlighted in itself that in a financing system that is not based on the contributions of the 

Member States in principle, the inequality of the Member States may arise at all.  
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The transformation of the financing system would be of great importance since the 

current system of the own resources is only own resource in its name because of the 

extremely high rate of GNI resource. The privileges of the Member States and individually 

determined paying quotas should be ceased. It would be necessary to reduce the proportion of 

GNI resource that we could speak of real own resources. In addition, it would be necessary to 

find new resources for more reasons. The new resources to be introduced should be such 

resources of tax character that are harmonized at the level of the Community or, they can be 

harmonized at least about the subjects of taxation, the tax base as well as the benefits and 

privileges in the near future.  

I took it important that the new resources represent substantial revenue to the budget on 

the one hand, and it shall become unambiguous for the taxpayers that the given tax category 

constitutes he revenue of the common budget on the other hand.   

 

In the third chapter, I examine the rules governing the establishment of the budget. In this 

chapter two main topics will be analyzed which cannot be separated from each other, the 

annual budget procedure on one hand, the adoption of the multiannual financial framework 

(financial perspective) on the other hand.  Having regard to this duality that has characterized 

the establishment of the budget since 1988, I touch upon in detail the reasons for the 

evaluation of this system, its advantages and disadvantages, followed by a proposal drafted 

for the further development of the system.  In this chapter, I compare the Community 

legislation to the domestic one; I try to make an assessment the differences and the similarities 

with a view to the relevant legislation of other Member States. I do so with particular attention 

to the domestic budget law, which would require a significant and meaningful reform in 

public knowledge, which should be taken into account certain elements of the legislation of 

the Community as well as other Member States.  

The adoption of the multiannual financial framework as well as the annual budget 

separate from each other significantly in the system of the common budget. The adoption of 

the multiannual financial framework has underlined significance. The adoption of this plan 

(framework, perspective) takes place in every seven years, however, because of its 

importance, after disputes seem insolvable. Feeling insolvable of the disputes can be traced 

back to the almost utmost defence of the individual interests of the Member States rendered 

possible by the unanimous decision-making from procedural point of view.  

The system constituted an effective solution to the budget crises in the late 80‟s at that 

time.  However, a number of disadvantages have also seen nowadays. The appropriations 

have been „fixed” practically for seven years by the financial perspective; substantial 

amendment to them is feasible only in seven years. This situation also leads to the financial 

implications of emerging challenges, the problems the Union is unable to respond effectively. 

It would be helpful to render the medium-term financial planning flexible, introducing a kind 

of rolling budget system (e.g. based on the German model Finanzplan).  

Therefore, in my dissertation I took the liberty of suggesting a budget decision-making 

system in which the current separation of the financial perspective and the procedure of the 

annual budget come to an end. It seems necessary rethinking the roles of the European 

Parliament and the Council in order to avoid a de facto decision of the Member States on the 

adoption of the financial perspective. For the sake of the predominance of the interests of the 

Union, the European Parliament could be an equal decision-maker in order to reduce the 

democratic deficit.   

In addition, we could experience also in Hungary in the past period that the shortcomings 

of the medium-term budget planning have appeared in a number of political and professional 

debates, however they result in serious problems in practical terms: they make unforeseeable 

the medium-term budget policy of the existing government. However, from different reason 
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as it was raised in connection with the common budget it could be considered introducing a 

rolling medium term budget planning also in Hungary based on the pattern of the system of 

German Finanzplan. Although it would not exclude the political making profit of the budget 

resources using them for short term goals on ad hoc basis.  

 

In the fourth chapter, I analyze the system and procedures of the implementation of the 

budget, and I review the expenditure side of the budget. This chapter is perhaps the most 

stressed part of the dissertation which includes an analysis of the development and operation 

of the existing system of the budget expenditure, especially for the agricultural, structural and 

cohesion supports presenting the advantages and disadvantages when utilizing the supports or 

grants both at the level of the Member States and the beneficiaries.  The chapter includes the 

analysis of the contractual relationship on grants by the comparison the Community 

regulation to the domestic one as well as by assessing them on the one hand, and a special 

attention is paid to the questions and shortcomings of the domestic management of grants on 

the other hand.  

I did not make truly an effort to take up a position on the point that what ought to finance 

from the common budget with the regard to the expenditure side since it does not belong to 

the matters of regulation, much rather it is an economic and political issue. Instead of this I 

rather examined the question of how? It is obvious after having overviewed the regulations 

pertinent to the implementation of the Common Agricultural Policy as well as the structural 

funds and the Cohesion Fund that they pay stressed attention to the regular utilization as well 

as to the repayment of the irregularly spent grants.  

The Union legislation leaves out of consideration almost as a whole the safeguarding of 

the interests of the final beneficiaries, and it does not contain practically any warranty in this 

relation. Consequently, those who take advantage of the grants, the final beneficiaries, cannot 

rely on any procedural warranty by right of the Union legislation. The regulations pertaining 

to the EAGF, the EAFRD, the structural funds as well as the Cohesion Fund are missing the 

definition and putting down of the essential elements of the legal relations like the most 

important procedural deadlines, the justification obligation on the merits as well as between 

the Member State/region/managing authority and the applicant / beneficiary / developer.  

I took it reasonable to supplement the Union regulations with the determination of the 

essential elements pertinent to the rules of procedure to awarding of grants in the fields of 

agricultural supports and structural grants.  

Besides the general regulation issues it is substantial matter how the clearance of 

accounts and its efficiency take place as well as the enforcement of the legal security from the 

point of view of the financial interests of the Union. It can be laid down on the basis of the 

court cases examined that it s not a strong point in the regulation determining the 

responsibility of Member States by due exactness. In my view, much clearer and simpler 

defined responsibility system would be required than the present one.   

The issue of flat correction rates in the clearance of accounts procedure raises also 

concrete problems. These are cast light clearly on the legal cases taken to the Court. This 

cases give evidence of the very few, exceptionally successful counter-evidences brought by 

the Member States against the findings based on the flat-rate corrections delivered by the 

Commission.  A further problem raises from the fact that some Member States make profit 

from the possible flat-rate corrections for the write-off of debts resulting from irregularities 

instead of the positive accounts. The risk of this loss can be traced back evidently to the 

shortcomings of the regulation, which offered reason highly the transformation of the 

regulation and the control system.  

In the field of agricultural subsidies it would be reasonable that the accreditation of a 

paying agency should be within the competence of the Commission instead of the sphere of 
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authority of an institution in a Member State which is potentially in relation of subordination 

with the paying agency in the interest of safeguarding of the highest degree of the financial 

interest of the Union.   

In the context of the regulation of the regional supports, I think reasonable of the careful 

examination of the legislation pertinent to the concentration and additionality in the first 

place.  One of the reasons of this that the actual system does not assure even formally that the 

grants would be aimed at the regions in need of help most. In addition, it is worth considering 

to developing and applying a complex indicator that takes into account both the economic and 

social situation instead of an average GDP when determining the eligibility to support. 

Finally, it would be also reasonable to re-examine whether the additionality requirements 

applied in respect to the convergence criteria and the regional supports weaken the results of 

the Member States trying to achieve the dual goals in both areas.  

Beside the agricultural supports the settlements procedure between the Commission and 

the Member States also raise substantial questions in respect to the regional assistance.  The 

rate of the financial corrections, made possible by the regulation, is extremely low owing to 

their relatively small occurrence they are also inadequate for resulting preventive impact. 

However, they are also unsuitable for preventing the irregularities because of their posterior 

nature.   

The shared implementation results in a lower level accountability than needed in my view 

because of the disclosed shortcomings. This also results in the fragmentation of the 

responsibility for the budget. It would be essential therefore, the reorganization of the system 

of responsibilities also in this field too.  

The current regulation can be regarded quite restrained in respect to the sanctions. 

Efficient control is worthless failing efficient system of sanctions. It would be necessary 

therefore that the Union legislation, which requires though the application of an efficient and 

proportional administrative and financial sanctions of retarding force for the Member States, 

will be regarded in the Member States, thus in our motherland too, where we cannot find 

literally said administrative sanctions for the regulation pertinent to the structural funds only 

in the regulation relating to the agricultural and rural development supports.  

Finally, it would be necessary to examine carefully the issues of the regulation of the 

legal relations pertinent to the supports. This is a field, which does not really appear currently 

in the Community law, but it is essentially a remit of the Member States‟ regulation. It is 

doubtful whether this is the best solution from every respect.  

 

The fifth chapter includes the topic of budgetary control in the broader sense. This chapter 

also focuses on two major themes: the comparison of the Community as well as the 

Hungarian Parliament control and audit office controls, the assessment of the differences and 

similarities, drawing conclusions in one respect, on the presentation and assessment of the 

institutions and means serving the protection of the financial interests of the EU as well as on 

showing the possibilities to further development (on the present regulation and that of 

possible future regulation of the violations of the law and the legal consequences violating the 

financial interests of the EU) from another respect.  

Having overviewed the development of the budgetary control and that of the financial 

interest of the Union we could see that this area failed often into the background in the course 

of the development of the Community finances.  

The Rome Treaty had not arranged for the establishment of the European Court of 

Auditors, only after about two decades it was done the Court was called into life.  However, 

Court of Auditors was not an institution of the same rank (with the Parliament, the Council, 

the Commission as well as with the Court of Justice) at his time; only the Maastricht Treaty 

raised it to institution.  
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It is more curious part about it that deficiency which can be found in the field of the 

financial interests of the Communities/Union. The “fight” against fraud (if indeed it can be 

called fight in the first decades) went on until 1999 without sufficient competent Community 

Office, the establishment of the OLAF took place only after a financial scandal, which the 

Commission was involved in.  

Moreover, the topic of penal protection of the financial interests of the 

Communities/Union deserves special attention. The related legislative efforts did not result in 

much until the mid-1990s. The Member States succeeded in concluding an agreement in 

respect to this subject not long before (in 1995) the 50
th

 anniversary of the Community whose 

ratification took up a further seven years (!) by the Member States. The ratification of the 

additional protocols of the agreement is very sluggish nowadays.  

In the light of this, a question may be put that why the Member States have not paid 

satisfactory attention to strengthening and taking seriously the institution side of the financial 

control.  

The Anti-Fraud Office (OLAF) constitutes an essential element of the EU financial 

control system, which plays an important role in the protection of the financial interests.  It is 

a substantial constitutional requirement for the functioning of the system of administrative 

institutions at the level of the Member States with respect to the individual elements of this 

system to ensure the operation of these organs. Their activities should be under the control of 

the court of justices, public prosecutors in order to ensure the legality of their operations 

consequently, firstly the decisions of the administrative bodies could be contested in court, 

and secondly, there should be an independent organization of the administration, which 

exercises legality control over the functioning of the administration.  There is no similar 

control mechanism with regard to the functioning of OLAF due to the characteristics of the 

Community institution system; it would be justified to find a solution to this problem for the 

sake of ensuring the legal security as well as that of the right to fair play.  

However, the system of the parliamentary control to the implementation of the common 

budget can serve as an example to follow also to Hungary from many aspects despite of 

theses critical remarks. It is a highly essential element in the Union‟s procedure that the 

Commission is obliged to inform the Budgetary Control Committee of the European 

Parliament regularly about the subject matters related to the implementation of the budget in 

contrast to the Hungarian practice in which practically the parliamentary control merely 

consists of the deliberation and adoption of the reports on the Appropriation Accounts. This 

information obligation implies two advantages at least: on one hand the Parliament can obtain 

knowledge of the evolution of the implementation of the budget in due course within the 

financial year, and not only a posteriori, and if it is needed it can take the necessary steps, on 

the other hand the Commission is obliged „to take seriously‟ the Parliament through this 

regular information obligation and, to handle the account of the budget not simply just a 

technical issue. I deem it advisable if the system of the continuous parliamentary control 

gained ground in our country as soon as possible.   

First, a fundamental question should be cleared upon to the solution of the outlined 

problems on the basis to the above. The Member States should decide firstly that how much 

and how the integration deepen further and, in close relation to this as well as to what extent 

the Community take over the sphere of activity and scope for action in the economic policy 

from the Member States. It is not primarily a legal or regulatory issue but political and 

economic question beyond doubt. However, one can count on that the budgetary issues – both 

in economic as well as political respect and that of legislation - come to a deadlock and will 

remain there until this question will be resolved. This is closely related to the question (but I 

cannot be answered until it has been resolved) that how large the budget should be, what it 

should be financed from compared to the current one (what kind of elements the system of the 
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own resources should be contributed of, whether let a specific EU tax be, etc.), and what 

financing tasks the budget should carry out and take over from the Member States 

respectively. Obviously, a much deeper integration as compared to the present one, a 

confederation will raise basically other and more financing claims from the budget as the 

Union‟s functioning in its current form.  

The answer replied to the basic question depends also on the issues whether the resources 

should be aligned and produced when the budget is planned and made or, the resources 

available will determine the expenditure. Under the current system, the Member States – at 

political level, within the scope of the European Council – determine the size of the common 

budget i.e. how much money will be intended for the financing of the Community policies. 

This practice cannot be supportable in the case of larger budget of order of magnitude in my 

view. However, it should not be ignored that introducing new Community policies, whatever 

financing needs they cause, is suitable only by ensuring the resources simultaneously with the 

resources available restrained. Many policies are not really suitable for meeting the stipulated 

goals.  
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