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POLICY PAPER 
 

New MFF – Five Challenges  
for the Czech Republic 

 

Vít Havelka 

§ On May 2nd 2018, the European Commission published the very first draft of the new 
Multiannual Financial Framework, whose final version will directly determine the actual form 
and size of the annual European budgets between the years 2021 and 2027.  

§ In this respect, the following paper examines what is at stake for the Czech Republic and 
which main challenges lie ahead for its negotiators. 
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Executive Summary 

The paper is based on the presumption that the main 
interests of the Czech Republic are to prevent radical cuts 
in the Czech cohesion policy envelop, to maintain the 
current CAP direct payments system, and to strengthen the 
budget areas devoted to border protection, defence, 
internal security, and development aid. This cannot, 
however, be achieved without an increase in the total size 
of the new MFF, meaning that the financial contributions of 
the member states will have to be increased. Based on 
these assumptions, the paper recommends the following: 

Size and Flexibility 
• The Czech Republic is advised to promote an increase 

of the European budget. A larger MFF would limit cuts 

in both Cohesion Policy and Common Agriculture Policy 

- the two most important EU policies for the Czech 
Republic. 

• The flexibility of the MFF should be increased through 
three different instruments: the reform of the Special 

Instruments outside the MFF, mandatory margins in EU 

programmes, which could be transferred between 

budget chapters, and a limitation of budget headings. 

Resources 
• The Czech Republic should consent to increasing its 

payments to the EU budget. 

• The Czech government is advised to consider a 
transformation of the current VAT revenue scheme. 

Simultaneously, it should be open to introducing a 

seigniorage as a new resource for a potential separate 

Eurozone Budget. 

Priorities 
• The future MFF should reflect the needs of European 

citizens so that the European Union is doing what it is 

expected to do. 

• With reference to Czech opinion polls, the Czech 
government should promote the strengthening of 

Security and Citizenship, Global Europe, and defence 

cooperation. 

Cohesion Policy 
• In case of limiting the funds allocated to the Cohesion 

Policy, the Czech government should promote a 

vertical decrease of funding instead of restricting 

developed regions only. 

• The Czech Republic is advised to promote a new 
categorisation of regions, i.e. to support the 

introduction of a new scheme that would better 

differentiate nuances in economic disparities. 

• The Czech government should limit the number of 
priority areas financed by the European Structural & 
Investment Funds (ESIF) so that the EU aid is more 

concentrated and provides a more visible effect.  

Common Agriculture Policy 
• The Czech Republic should refuse to cap direct 

payments as it would significantly harm farmers due to 

the structure of the Czech agriculture (large farms). 

• Shall the government fail with this request, it might 
argue for: 1) a redistribution of direct payments within 

national states; 2) open a debate about co-financing 
the first pillar.
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Glossary 

 

 

Budget headings Six general categories determining the purpose of allocated funds: Smart and 
Inclusive Growth, Sustainable Growth: Natural Resources, Security and 
citizenship, Global Europe, Administration, Compensations.  
 

ESIF European Structural and Investment Funds – Five funds whose aim is to support 
economic development across all EU countries. 
 

MFF Multiannual Financial Framework – a seven-year plan defining the size, shape 
and targets of annual EU budgets. 
 

New priorities Policy areas that are not extensively covered in the current MFF – Defence, 
Security, Border Management, Migration, Development Aid, Digitalization. 
 

Own resources EU revenues which must cover all annual expenditures from the EU budget: 
Traditional Own Resources; Based on VAT; Based on GNI. 
 

Rebate A financial mechanism reducing the contribution of member states to the EU 
budget.  
 

Seigniorage The difference between the value of money and the cost of producing and 
distributing it. Central banks usually hand over this difference to the 
governments. 
 

Special Instruments  Special instruments are “funds” outside the current MFF which can be mobilised 
in cases of emergency or unforeseen events: Emergency Aid Reserve, EU 
Solidarity Fund, Flexibility Instrument; European Adjustment Globalisation Fund.  
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Introduction 

On May 2nd 2018, the European Commission published 
the very first draft of the new Multiannual Financial 
Framework 2021-2027 (MFF). The document is expected to 
pave the way for further discussions about the size, 
revenues and aims of the next MFF. 

After the result of the British referendum, the 
European Commission initiated a debate about the EU´s 
future. The institution published several strategic 
documents describing the potential future paths of 
European integration, a discussion now being concluded 
with the MFF negotiations. The cooperation of EU member 
states will focus on areas the funding will be allocated to, 
and other policies will languish at the bottom of the EU 
policy agenda. 

Apart from the aforementioned debates about budget 
targeting, Brexit opens a new “window of opportunity” 
regarding a potential reform of EU revenues. The current 
system of income is known for its excessive complexity, 
characterized by a number of opt-outs, rebates, and rebates 
on rebates. The future departure of the UK, an outspoken 
proponent of budget corrections, has unblocked discussions 
about new EU own resources and an overall reform of the 
revenue side of the EU budget. On the other hand, the UK 
will leave a hole of approximately EUR 10 billion in the EU 
annual budget which will make the negotiations excessively 
difficult. As of now, there is no agreement on whether the 
GNI-based revenues1 will be increased. 

From the Czech perspective, it will be essential to 
negotiate a reasonable decrease of funds allocated to the 
Czech Republic in the form of the Cohesion Policy. The 
Czech Republic is getting richer, meaning that it cannot 
expect to obtain the same support as it enjoys at the 
moment. It seems that  about 50% of the current Czech 
envelop as the red line for the Czech Government. Anything 
below this threshold will probably not be accepted. 

                                                   

1 A uniform percentage is levied on the GNI of each EU 
country. It is used to balance revenue and expenditure, i.e. to fund 
the part of the budget not covered by other sources of income. 

Simultaneously, the current Prime Minister Andrej Babiš 
would like to benefit from a greater flexibility on how to 
spend EU funds. According to him, the current MFF rules 
are insufficiently flexible, and they do not allow the Czech 
administration to “efficiently” target available resources2.  

Another important topic will be the potential reform of 
the Common Agricultural Policy. The European Commission 
would like to focus on small agricultural businesses, which 
directly goes against Czech interests. Due to historical 
development, Czech agricultural companies tend to be 
much larger than the European average – a typical Czech 
entrepreneur farms on around 133ha (contrary to 15ha in 
the EU).  

Last but not least, there remains the crucial question 
of new priorities in the new MFF. The Czech Government 
will very likely promote fiscal strengthening of the “new 
priorities” such as defence, border management, and 
security. Simultaneously, it will try to preserve the current 
allocations to the traditional policies (Common Agricultural 
Policy, Cohesion Policy). 

As the MFF negotiations are complex and complicated, 
it is worth examining what is at stake for the Czech Republic 
and what main challenges lie ahead for its negotiators and 
policy makers. The following text will therefore discuss five 
contentious aspects of the new MFF and their implications 
for the Czech Republic:  

1. Size and flexibility of the EU budget 

2. Budget Resources 

3. Budget Priorities 

4. Cohesion Policy 

5. Common Agriculture Policy 

 

 

2  See https://tvnewsroom.consilium.europa.eu/event/ 
informal-meeting-of-heads-of-state-or-government-february-20-
199db/arrival-and-doorstep-babi-cz-19d4d  



May 2018 
 

5
%

Main Challenges of the New MFF  

1) Size and Flexibility 
The European Union and its member states are facing 

many new challenges that can only be efficiently solved at 
the European level. The developments of the last five years 
have shown that the present scope and flexibility of the EU 
budget does not necessarily correspond with the current 
needs of European citizens. If the EU is to meet all 
expectations, European leaders must rethink their approach 
with regard to the form, size and adaptability of the EU 
budget. 

1.1) Budget size 
The Czech Republic is a net recipient of the European 

budget, a situation that is not set to change before 2028.3 
Until 2015, the Czech state received around EUR 30.28 
billion4 from the European Union in the form of grants from 
the cohesion policy funds. These European contributions 
constituted on average approximately 1.7 % of the total 
Czech GDP5, or more significantly 42.5 % of overall Czech 
public investment6. 

In February 2018, the European Commission 
published a communication7 highlighting nine main budget 
priorities, and outlining the concrete figures that need to be 
allocated in each area in order to achieve the Commission´s 
intended results. It makes clear that more money is needed 
than was available in the current MFF. The gap between the 
EU´s aspirations and its actual funding can only be solved 
by either member states consenting to increase the overall 

                                                   

3 „Rozpočet EU: ČR bude do roku 2028 čistým příjemcem,“ 
European Commission in the Czech Republic, accessible on: 
https://ec.europa.eu/czech-
republic/news/171009_rozpocet_eu_debata_cs  

4 „Dopad ESI fondů na hospodářský růst ČR,“ Úřad vlády, 
page 2, accessible on: https://www.vlada.cz/assets/evropske-
zalezitosti/analyzy-EU/171204_Dopad_ESI_fondu_na_ 
hospodarsky_rust_CR_final.pdf  

5 Ibid. 
6 „Evropské peníze jdou na silnice a pomáhají lidem najít 

práci. Česko ale o část peněz přijde, protože bohatne,“ 
Hospodářské noviny, accessible on: https://archiv.ihned.cz/c1-
66091500-cesko-musi-s-evropskymi-dotacemi-lepe-hospodarit  

7 „Communication from the Commmission to the European 
Parliament, the European Council and the Council“, European 

EU budget, or by reallocating funds from the currently 
largest budget headings, namely the Common Agricultural 
Policy (CAP) and Cohesion Policy (CP). Maintaining the 
current size of CAP and CP, and simultaneously financing 
new priorities will be impossible without an expanded EU 
budget. 

From a historical perspective as well as in the light of 
the latest developments, the Czech Republic should 
advocate for an increase of the European budget. Cohesion 
Policy and Common Agriculture Policy might not be the very 
top priority and new policy areas might be prioritized (see 
chapter 2.3). Therefore, we can assume that the bigger the 
size of the new MFF, the more will be available for Cohesion 
Policy and Common Agricultural Policy.  

1.2) Flexibility  
Usually, the MFF has been approved for a period of 

seven years which has proven to be rather unpractical in 
the current context where crisis have shown to arise quickly. 
Who would have thought, for example, amid the financial 
and economic crisis in 2012 that the main issues Europe 
would now be facing are defence or migration 
management? This well depicts the need of creating a 
flexible MFF capable of reacting to unforeseen emergency 
situations. As it does not seem politically feasible and even 
less desirable to reduce the fixed term of the MFF, the only 
viable option is to increase the adjustability of the MFF. 

An analysis by the European Parliament8 shows that 
the current flexibility measures in form of Special 
Instruments 9  outside the MFF have proved useful in 

Commission website, accessible on: https://ec.europa.eu/ 
commission/sites/beta-political/files/communication-new-modern-
multiannual-financial-framework_en.pdf  

8 „The next Multiannual Financial Framework (MFF) and its 
Flexibility,“ Policy Department for Budgetary Affairs, DG for Internal 
Policies of the Union, accessible on: http://www.europarl. 
europa.eu/RegData/etudes/IDAN/2017/603799/IPOL_IDA(2017)6
03799_EN.pdf  

9 Special Instruments are “funds” outside the current MFF 
which can be mobilised in case of emergency or unforeseen events: 
Emergency Aid Reserve, EU Solidarity Fund, Flexibility Instrument; 
European Adjustment Globalisation Fund. Their advantage is that 
the do not have to respect budget ceilings set by the MFF. On the 
other hand, their purpose is very narrowly pre-defined. 



May 2018 
 

6
%

addressing emergency situations but were, however, 
insufficiently large and variably used. Merging the Special 
Instruments into one general fund would probably improve 
the operability of the European budget. It is essential that 
the purpose of the unified fund is as broadly defined as 
possible so that it can truly react to emergency situations. 

With reference to the EP analysis, there are two other 
adjustments to the MFF flexibility that should be considered 
by the Czech Republic:  

1. cutting the amount of budgetary headings10 listed 

in the MFF; 

2. and creating the obligation to set substantial 

mandatory margins in annual EU budgets that 

could be subsequently transferred from one 

budget chapter to another. 

2) Resources 
The UK’s withdrawal from the EU will leave a gap of 

approximately EUR 10 billion 11  in the annual European 
budget. On top of that, the EU has been put under pressure 
by some member states (e.g. France, Netherlands) to 
finance new priorities. It is clear that if the EU is to live up 
to all demands, the level of the EU budget revenues must 
be raised to more than the current +/- 1% of the European 
GNI. This can be achieved by either increasing member 
states’ direct payments (GNI-based own resources) or by 
introducing new own resources. While most of the EU 
member states consented to increase their payments, a 
group of net contributors (Netherlands, Finland, Sweden, 
Austria, and Denmark) still opposes any potential growth.  

As the Czech Republic should be genuinely interested 
in the largest possible MFF budget, it is advised to consider 
the introduction of new own resources that are not directly 

                                                   

10  Six general categories specified in the MFF which 
determine the purpose of the allocated resources: Smart and 
Inclusive Growth (Cohesion), Sustainable Growth: Natural 
Resources (CAP), Security and citizenship (Justice and home affairs 
agenda), Global Europe (EU Foreign and development policy), 
Administration, Compensations (Croatian envelop). 

11 “EU Leaders Go to Battle Over Plugging Post-Brexit Budget 
Gap,” Bloomberg, accessible on: https://www.bloomberg.com/ 

mobilised from national budgets. Such revenues might 
potentially mitigate the resistance of reluctant states who 
are not willing to share more of their tax incomes, and 
simultaneously reduce the financial burden laid on the 
Czech national budget. Referring to the Final Report and 
Recommendations of the High Level Group on Own 
Resources12, there are four main options to be considered 
by the Czech Republic:  

2.1) Financial Transaction Tax (FTT)  
The discussion about a Europe-wide FTT originated in 

2008-9 when Europe was facing the largest financial and 
economic crisis since the Great Depression. In 2012, eleven 
European countries decided to implement a common 
Financial Transaction Tax with the aid of the provision on 
Enhanced Cooperation. The aim was to return to national 
budgets a part of the taxpayers’ money used to bail-out 
financial institutions. In 2013, the European Commission 
estimated that the revenues of FTT in EU11 would generate 
around EUR 30-35 billion per year. The number could be 
naturally higher if the entire EU27 decided to levy financial 
transactions. According to an in-depth study by a 
consortium of universities, the FTT would also be beneficial 
in the fight against tax fraud. It might even accompany the 
closure of existing loopholes and the unification of financial 
services taxation rules.13  

On the other hand, the Financial Transaction Tax is 
often criticized for a low level of efficiency because the levy 
aims at extremely fluid markets capable of making swift 
adjustments in the case of any regulatory changes. If 
implemented only in some member states, there is an 
increased risk of tax avoidance as companies would conduct 
their business in countries that do not levy financial 
transactions. It is therefore crucial to implement the FTT in 

news/articles/2018-02-23/eu-leaders-go-to-battle-over-how-to-
plug-post-brexit-budget-gap  

12  Available at: http://ec.europa.eu/budget/mff/hlgor/ 
library/reports-communication/hlgor-report_20170104.pdf  

13  „Sustainability-oriented Future EU Funding: A Financial 
Transaction Tax,“ FairTax working paper No. 5, page 50, accessible 
on: https://umu.diva-portal.org/smash/get/diva2:1047123/ 
FULLTEXT01.pdf  
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as many member states as possible for it to create a real 
difference in terms of European revenues. 

2.2) Reformed VAT own resource 
 The current VAT system should be abandoned and 

replaced with a new scheme that create more transparency 
in tax collection, and to create a direct link between 
taxpayers and the EU. As of now, member states pay part 
of their VAT revenues to the EU. The exact amount is 
determined by an excessively complicated system 
containing lists of non-transparent correction mechanisms. 
The problem is that this type of revenue is also used to 
balance overall payments of the member states, meaning 
that Germany, Sweden and the Netherlands pay 
proportionally less than other states14. In other words, the 
system gives preference to the equal treatment of states 
instead of taxpayers. Apart from that, the current scheme 
of the VAT revenue has one more disadvantage: it is often 
listed as “EU financing” in the national budgets which makes 
it difficult to differentiate from GNI-based contributions.15  

The first option is to apply a fixed EU VAT rate on 
goods and services in all member states. Under this system, 
the national states would collect the VAT and subsequently 
send a fixed rate of the collected money to the EU (e.g. 1%). 
The EU would take advantage of the already existing 
national systems of tax collection, meaning that this scheme 
would not entail any significant increase of red tape. On the 
other hand, member states have different systems of VAT 
– some products in some countries may be exempted from 
the VAT or tax rates may vary. This means that, under this 
scheme, taxpayers would be treated differently according to 
the member state they live in. The European Commission 
estimates that a 1% VAT rate would bring around EUR 20.9 
billion annually (instead of EUR 15.9 billion generated in 
2016)16. 

A second option would be to harmonize the VAT tax 
base throughout the EU and apply a fixed rate. In practice, 

                                                   

14 For the period 2014-2020 only, reduced VAT call rates for 
Germany, the Netherlands and Sweden are fixed at 0.15 % instead 
of the standard 0.3%. 

15  “Future financing of the EU: Final report and 
recommendations of the High Level Group on Own Resources,” The 

this would mean that the member states would not only 
record their VAT revenues but also list all the goods and 
services exempt from the tax. The Commission would 
subsequently calculate the value of the exempted articles 
according to the harmonized tax base. The advantage of 
this solution would be that no taxpayers, goods, services or 
transactions are discriminated. This scheme would 
obviously require an increased level of harmonization of the 
VAT, which might lead to potential resistance in member 
states reluctant to transfer tax policies on the EU level. On 
the other hand, a common levy base would probably limit 
tax frauds. According to the EC figures, this option would 
raise around EUR 50.4 billion annually which is a significant 
increase from today´s EUR 15.9 billion.  

2.3) Ecological Taxes 
The advantage of these types of levies is that they 

combine the enforcement of certain EU policies with 
additional income for the EU budget. There are generally 
two types of ecological taxes worth considering– direct (on 
production) and indirect (on final products). In case of the 
direct tax, the EU/member states could introduce a system 
that privileges energy efficiency during the production 
process and puts excessive CO2 emissions at a 
disadvantage by taxing them (for example, EUR 20 per 
tonne). This would, however, only apply to companies 
producing in the EU. 

An indirect tax would imply the taxation of final 
products according to the carbon efficiency of their 
production regardless of where they were produced or 
assembled. The advantage of this system resides in the fact 
that the tax would not only be applied to locally-produced 
items but also on imported goods. An in-depth study issued 
by the Economic and Social Committee estimated that if 
products were taxed at the rate of EUR 40 per tonne of CO2, 

high-level group on own resources, page 53, accessible on: 
http://ec.europa.eu/budget/mff/hlgor/library/reports-
communication/hlgor-report_20170104.pdf  

16  See http://ec.europa.eu/budget/figures/interactive/ 
index_en.cfm  
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the levy would generate revenues equivalent to 1% of the 
EU GDP.17  

2.4) Seigniorage 
Under the current system, revenues of the European 

Central Bank in form of seigniorage are distributed among 
the member states’ central banks. The national central 
banks subsequently list the seigniorage as their profit and 
distribute the money to their respective national treasuries. 
In case of a separate Eurozone budget, the ECB´s 
seigniorage might become one of the EU´s future revenues 
used exclusively for the budget of the Eurozone. This would 
entail two advantages: firstly, the distribution of the 
seigniorage revenues would still be limited to the Eurozone 
countries, and secondly, their national budgets would not 
be directly loaded with an additional burden as a 
consequence of a special Eurozone budget. On the other 
hand, it remains an open question whether the seigniorage 
revenues would suffice to finance the Eurozone budget 
alone. Since 2015, the ECB has produced very low revenues 
due to close-to-zero interest rates.18 

The Czech Republic should be open to discuss these 
new paths to increase EU resources. At the same time, it 
ought to stress the necessity of a fair distribution of the 
fiscal burden among EU member states and the creation of 
a simple, transparent and fair new own resources system. 
With regard to concrete proposals, the Czech Republic 
might consider the promotion of a VAT revenue reform or 
the combination of a new VAT scheme with measures 
concentrated on the fight against tax fraud. Such an effort 
might be successful as there is a prevalent agreement 
among the states on the need to reform the VAT based 
revenue. Last but not least, it is advised to support the 
creation of seigniorage revenues in the case a separate 
Eurozone Budget is created. 

 
                                                   

17 Ibid., page 42. 
18  „Rozbřesk: Brusel chce posílit rozpočet “nic 

nevydělávajícím” ražebným ECB,“ Patria.cz, accessible on: 
https://www.patria.cz/zpravodajstvi/3791463/rozbresk-brusel-
chce-posilit-rozpocet-nic-nevydelavajicim-razebnym-ecb.html  

3) Priorities 
There are six different budget headings in the current 

MFF whose allocations are split among approximately 50 
different programmes. The two largest headings are Smart 
and Inclusive Growth which amounts for about 47% of the 
budget, and Sustainable Growth: Natural Resources which 
represents approximately 38% of the total EU budget. 
Interestingly, one of the most visible headings of the last 
two or three years, namely Security and Citizenship, 
accounted for only 2% of the EU´s financial plan.19  This 
kind of funding distribution is no longer politically feasible 
due to the increasing importance of the security agenda, 
meaning that the EU budget is very likely to be restructured. 

In general, the new MFF should mirror the priorities of 
EU citizens. According to the last issue of the Eurobarometer, 
Czechs predominantly consider migration (58% of those 
surveyed) and terrorism (53%) as the main challenges the 
European Union is currently facing, and they identify them 
as purely European, not Czech challenges. Furthermore, 
Czech citizens associate the European Union with peace and 
the freedom to travel, work and study.20  

Therefore, it would be logical for the Czech 
government to promote a significant strengthening of the 
budget chapters focusing on defence, migration, border 
management and development aid, even if this requires an 
increase of Czech contributions to the EU budget. 

3.1) Border Management 
The current EU border management system costs 

around EUR 4 billion over a period of seven years, which 
represents 0.4% of the EU budget. There is probably no 
European country arguing that this amount would be 
sufficient. Therefore, it is very likely that we will witness an 
increase of the allocation. 

19 „Figures and Documents,“ European Commission webiste, 
accessible on: http://ec.europa.eu/budget/mff/figures/ 
index_en.cfm  

20  „Standardní Eurobarometr 88,“ European Commission 
website, accessible on: http://ec.europa.eu/commfrontoffice/ 
publicopinion/index.cfm/ResultDoc/download/DocumentKy/82120  
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According to estimates of the European Commission, 
a full use of the existing structure 21  would require a 
doubling of the current allocation. The ideal solution from 
the Czech perspective – a fully integrated EU border 
management – would require an amount of EUR 150 billion 
over a seven-year period. This estimate takes into account 
all national expenditures on border protection. The problem 
is that the current EU legal system and principle of 
subsidiarity do not allow a sensible use of any significant 
increase of finances. Under the current regulation, the 
European Broder and Coast Guard Agency (Frontex) is not 
directly responsible for border management as each 
member state protects its own territory. Frontex only 
oversees the effective functioning of border control and if 
requested assists member states with training or handling 
of emergency situations. Even if Frontex obtained a 
sufficient amount of staff and equipment to protect the 
entire EU external border, the current legal restrictions 
would make it impossible. 

This is why it seems reasonable to support the full 
utilization of the current legislation (increase to EUR 8 billion 
over a 7 year period), and the creation of an extensive 
margin that could be used in case a new regulatory 
framework is adopted. For the time being, the EU should 
strive for a balance between ambitions and its financial 
absorption capacity limited by its legal system.  

3.2) Development Aid 
The EU currently invests around 6% of the MFF on its 

external action. The amount is, however, not sufficient to 
find a solution to the problems that cause migration to 
Europe. The European Commission estimates that there will 
be a need of around EUR 100 billion to meet the existing 
and new ambitions of the EU. While the sum seems large, 
it is in the interest of the Czech Republic to support an 
enhanced investment of the EU in its neighbourhood 
countries. After all, the Czech government has constantly 
stressed the need to fight external causes of the migration 

                                                   

21 The European Border and Coast Guard Agency. 

crisis instead of focusing on the distribution of asylum 
seekers. 

3.3) Security and Defence 
In 2017, the EU decided to launch the PESCO 

cooperation and to establish a limited European Defence 
Fund with the aim of supporting the development of the 
European defence industry and to facilitate joint 
procurement of equipment. The European Commission 
stated that the EDF budget should be increased to at least 
EUR 3.5 billion over a seven-year period in order to make a 
substantial difference in European defence research. An 
additional budget of EUR 10 billion outside the MFF will be 
needed to financially support “operations with defence 
implications”. As in the previous cases, the Czech Republic 
should be utterly interested in supporting the increase of 
this budgetary chapter. After all, Prague has always been 
one of the main advocates of deeper defence cooperation. 

In general, the Czech Republic should further 
emphasize the importance of the main “old” policies – 
Cohesion Policy and Common Agriculture Policy. 
Simultaneously, it must be willing to reasonably decrease 
allocations to the CAP and CP in exchange for a greater 
support of border management, development aid and the 
defence union. For example, it seems reasonable to support 
a real freeze of CAP and CP, i.e. increase allocations only by 
inflation, not in terms of real EU GNI growth. According to 
an analysis conducted by Bruegel22, this would create a 
surplus of 2 billion € annually (under the supposition that 
the UK will not contribute to the EU budget at all).  

4) Cohesion Policy 
Every new MFF entails an adjusted definition of which 

regions and countries are eligible for access to the ESIF. 
This time, the discussions do not solely focus on economic 
aspects (economic dimension), but also on a potential pre-
conditionality with respect to the rule of law and compliance 
with EU core values (political dimension). 

22  „Rethinking the European Union’s post-Brexit budget 
priorities,“ Bruegel, accessible on: http://bruegel.org/2018/03/ 
rethinking-the-european-unions-post-brexit-budget-priorities/  
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4.1) Economic Dimension 
In its first discussion paper, 23  the European 

Commission suggested to concentrate its Cohesion Policy 
exclusively on less developed regions and “cohesion 
member states”. According to the EC´s calculations, an 
amount of EUR 95 billion (ca. ¼ of the current allocation) 
could be saved if the Cohesion Policy was limited to 
transition and less developed regions only. This amount 
could even be increased up to EUR 124 billion if the EU aid 
was further frozen in “non-cohesion states” such as France, 
Spain and Italy. As of now, all Czech regions are eligible for 
access to the ESIF. This might, however, easily change in 
the near future given the excellent performance of the 
Czech economy. If the trend in economic growth continues, 
the Czech Republic might become a net contributor to the 
EU budget around year 2028, meaning that it will probably 
lose most of the financial benefits provided by the European 
Structural and Investment Funds. For the time being, it is 
crucial to slowly phase out the ESIF since any swift change 
might cause disruptions in the public investment of the 
Czech Republic.  

Three specific recommendations could be given to  the 
Czech government: 1) It is advised to argue for a vertical 
instead of a horizontal24 limitation of the accessibility to the 
ESIF so that even rich regions such as Prague are eligible 
for support; 2) limiting the number of priority areas financed 
by  ESIF in the Czech Republic. This would lead to a higher 
concentration of the EU aid and to an enhanced visibility of 
its effects; 3) advocate for abandoning the current regional 
categorization (less developed regions, transition regions, 
and more developed regions), and instead support the 
introduction of a new scheme capable of better 
differentiation between the levels of economic development. 

4.2) Political Dimension 
The last few years were marked by growing tensions 

between the EU15 and member states located in Central 

                                                   

23 „A new, modern Multiannual Financial Framework for a 
European Union that delivers efficiently on its priorities post-2020,“ 
Communication from the Commission, European Commission 
website, https://ec.europa.eu/commission/sites/beta-
political/files/communication-new-modern-multiannual-financial-
framework_en.pdf  

and Eastern Europe. The so-called migration crisis and 
political developments in Poland as well as Hungary have 
driven a wedge between net contributors and net 
beneficiaries. Some economically stronger countries started 
asking whether they should express unconditional solidarity 
with CEE countries regarding economic issues, when these 
countries, they argue, do not contribute enough to solving 
the migration crisis. On top of that, the European 
Commission activated Article 7 with regard to the 
preservation of the rule of law in Poland. All in all, there is 
visibly a lower appetite of net contributors to unconditionally 
cover the costs of Cohesion Policy. 

As a result, new conditionalities are being discussed, 
namely respect of the rule of law and to EU core values. The 
idea25 is that EU Cohesion Policy would be used as leverage 
against states violating the rule of law, or being unwilling to 
show a sufficient amount of solidarity with other European 
states in times of crises (e.g. refusing to accept refugees). 
These measures are not in the interest of the Czech 
Republic which is why it should advocate for an 
unconditional access to the ESIF. 

The Cohesion Policy was created to minimize 
economic disparities within Europe, rather than to enforce 
political decisions in rebelling states. Moreover, as the 
experience in the Western Balkans has shown, other 
international players might try to boost their political and 
economic influence in the affected countries, if their access 
to EU funding were to be limited. The aforementioned 
restrictions would be surely perceived as meddling into 
internal politics and would very likely result in increased 
anti-EU sentiments.  

 

 

24  Horizontal cuts – limiting access for more developed 
regions; Vertical cuts –funding reduction for all regions regardless 
levels of their economic development. 

25 The idea was brought up e.g. by the Commissioner Věra 
Jourová. See: https://euobserver.com/political/139720  
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5) Common Agricultural Policy 
The Czech Republic receives around EUR 1.2 billion26 

annually from the EU in the form of Common Agricultural 
Policy subsidies. This figure makes the CAP the second 
largest and most important EU policy, which means that 
discussions about potential CAP reform will surely be one of 
the main priorities for the Czech Republic in the upcoming 
months. 

At the end of November 2017, the European 
Commission published a communication 27  outlining its 
proposals for a comprehensive reform of the CAP. Although 
the communication suggested to maintain the current two-
pillar scheme, it also advocated for a change in structure 
and orientation. The fiercest discussions have concentrated 
on the first pillar – the direct payment system. Under the 
current scheme, 80% of all subsidies are split among merely 
20% of the farmers in the EU. The European Commission 
would like to modify the targeting in order to prioritize small 
family-run businesses over large farms. Several suggestions 
were put forward: 

1) Capping direct payments to a certain maximal 

amount each subject could receive; 

2) the gradual decrease of direct payments according 

to the size of the farm; 
3) higher redistribution payments that would target 

small and middle-sized farms; 

4) directing support at the actual farmers (persons) 

rather than industrial actors.  

                                                   

26  „Komentář k návrhu rozpočtu kapitoly MZe ČR na rok 
2017,“ Czech Ministry of Agriculture, accessible on: 
http://eagri.cz/public/web/mze/ministerstvo-zemedelstvi/o-
ministerstvu/rozpocet-mze/  

27 „The Future of Food and Farming – for a flexible, fair and 
sustainable Common Agricultural Policy,“ European Commission 
website, accessible on: http://europa.eu/rapid/press-release_IP-
17-4841_en.htm.  

28  „Česko na rozdíl od většiny států EU trvá na podpoře 
velkofarem. Unie chce naopak zvýhodnit malé farmáře,“ 
Hospodářské noviny, accessible on: https://archiv.ihned.cz/c1-
65869260-cesko-narozdil-od-vetsiny-statu-eu-trva-na-podpore-

The most commonly mentioned innovation is probably 
the cap on direct payments – concrete numbers vary 
between EUR 60 000 and 150 000 per year. This kind of 
limitation, if enacted, would definitely pose a significant 
threat to the Czech agricultural sector as the average Czech 
farm is around 133ha, whereas an average EU company 
farms on 15ha of land.28 According to the Czech Ministry of 
Agriculture, a direct payment cap at EUR 60 000 would 
mean a loss of EUR 208 million for the Czech Republic.29.  

In light of the aforementioned figures, the Czech 
Republic should argue against the capping of direct 
payments. If the Czech government failed in its efforts, 
there would be several ways to mitigate impacts on the 
Czech agriculture: 1) support the redistribution of direct 
payments within national envelops so that the subsidies 
stay in the Czech agriculture; 2) open a debate about co-
financing of the direct payment which might also be a 
beneficial contribution to the overall discussion about 
limiting expenditures at the EU level and their concentration 
on new priorities. 

Conclusion 

It obviously remains to be seen how strong the Czech 
Republic will be and how much it will manage to push 
through during the negotiations. Success or failure will 
depend on the ability of the Czech Republic to form 
coalitions with other EU member states. In this respect, it is 
very positive that eight CEE countries 30  have already 
managed to unify, and agreed to collectively support an 
increase of the EU budget31. Baltic States also unilaterally 

velkofarem-unie-chce-naopak-zvyhodnit-male-farmare-na-ukor-
agroprumyslu  

29 „Milek: Zastropováním dotací pro zemědělce přijde Česko 
o miliardy,“ E15 newspaper, accessible on: 
https://zpravy.e15.cz/byznys/zemedelstvi/milek-zastropovanim-
dotaci-pro-zemedelce-prijde-cesko-o-miliardy-1344709  

30  All four V4 states + Bulgaria, Croatia, Romania and 
Slovenia.  

31  „V4 a další čtyři státy podpoří zvýšení příspěvků do 
rozpočtu Evropské unie“, E15 newspaper, 

http://zpravy.e15.cz/zahranicni/politika/v4-a-dalsi-ctyri-
staty-podpori-zvyseni-prispevku-do-rozpoctu-evropske-unie-
1342932  
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endorsed a bigger MFF32. On the other hand, the Czech 
Republic as well as the other CEE states are net 
beneficiaries of the EU budget which puts them at a 
disadvantage comparing to the net contributors. The saying 
- who pays the piper calls the tune – fits well the current 
situation of CEE countries. On top of that, Poland and 
Hungary also suffer from an overall worsened reputation 
due to ongoing rule of law disputes with the Commission. 
Therefore, creating alliances with CEE alone will probably 
not secure a success in the negotiations. 

The overall political development in the EU is however 
putting wind in the Czech sails. The southern states are 
vocal proponents of fiscal strengthening of the EU budget, 
and Germany does not rule out higher contributions if it 
means reaching a consensus at the EU level. According to 
the European Commission President Juncker, there are up 

to 15 EU governments which clearly stated intentions to 
increase their contributions33. Contrary to this, a group of 
four “frugal states” (Austria, Sweden, the Netherlands and 
Denmark) was recently formed. They refuse any increase of 
the EU budget, and propose savings in CAP and Cohesion 
Policy as an additional source of funding for the new 
priorities.34  

Last but not least, the European Commission and 
especially the European Parliament are proponents of a 
more extensive EU budget that would prevent substantial 
cuts in Cohesion Policy and Common Agricultural Policy. 
According to Commissioner Oettinger, it is quite improbable 
that the new MFF expenditure ceiling will be raised 
according to the EP demands to 1.3% of the EU´s GNI,35 
but we can expect a raise to 1,1x% of the GNI36.  

 

 

                                                   

32  „Baltic leaders back bigger EU budget after Brexit“, 
Euractiv.com https://www.euractiv.com/section/eu-priorities-
2020/news/baltic-leaders-back-bigger-eu-budget-after-brexit/  

33 „Juncker warns of cuts to MFF despite member states’ 
promised additional cash“, Euractive, 
https://www.euractiv.com/section/eu-priorities-
2020/news/juncker-warns-of-cuts-to-mff-despite-member-states-
promised-additional-cash/  

34  „Meet the four big obstacles to a bigger EU budget“, 
Financial Times, https://www.ft.com/content/3a351276-1761-
11e8-9e9c-25c814761640  

35  „Post-2020 EU budget reform must match EU's future 
ambitions“, European Parliament website, 
http://www.europarl.europa.eu/news/en/press-
room/20180222IPR98410/post-2020-eu-budget-reform-must-
match-eu-s-future-ambitions  

36  See a discussion about the new MFF at: 
http://bruegel.org/events/the-future-of-the-eu-budget-mff-post-
2020/  
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