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Introduction

The members of the European Union are economically and politically integrated to an extent that is
historically unprecedented. In mang waygs, the EU is already more integrated than loosely federnted
nations such as Canada and Switzerland. This integration is maintained and advanced by a cocktall of
econombc, political, historical and legal forces shaped by Buropean institutlons, laws and policies. This
chapter presents the background information on these Institutional features that is essential to the study of
Elll'l:rilllr'ﬁ.l'l. toonamic integration

The chapter staris by detailing the extent of European econsmle integration, before turming to more
institutional issues - EU organization, EU law, EU Institutlons and the legislative process, The chapter
then presents basic facts on EU members (population, inecomes and economic size), which are essential for
understanding the subsequent topic — the EU budget.

2.1 Economic integration in the EU

LI are reels are 50 paleginp e g ey otiel o ol Tarreeed soum e ane enrmer gy e g

Andres Sutt, Depirty) Govermnor of the Bank of Estonia,
an why Estonin wanted to join the Burczone

The extent and natire of EU sconomic integration cannot be fully understood without reference 1o the
founders’ intentlons. The pest-war architects of Eurcpe had radleal goals in milind when tiey established te
European Economic Commmunity with the 1957 Treaty of Bome (which was re-labelled the “Treaty on the
Functioning of the Burapean Union” by the 2009 Lisbon Treaty L

The Treaty of Bome's main architect, Jean Monnet, headed an influential pan-Eacropean group called the
Action Comnlbites for the Unlted States of Europe. Having falled with their plans for a Europenn Political
Comnpmunity and o Europenn Defence Conumumdty in the early 19508, they switched o economic integration
a8 the means of achleving their lofty goal (see Chapter 1 for details). This insight is eritical 1o understanding
the basic oullines of European economic Integration. The various elaments were not subjected to Individual
cosl=bemefit cnlowlations. The idea was to fuse the six natbona) economies fnto 2 unified seonomic area so
as o faunch o gradusl process that would draw Eurogean citizens and Useir nations into an “ever-closer
unbon’.! In short, cconomics was to be the road to the ‘finalité politique’; namely, politically unified Barope.
In the 1940s, when mdical thinking was malinstream, this was widely accopted as necessary to prevent
nistlser horrilic war in Europe,

This section reviews economic ntegration in today’s European Union, organizing the maln features
aecarding to the logic of a unifted economie area,

2.1.1 Treaty of Rome - fountainhead of EU economic integration

The Treaty of Rome was a far-reaching document. Tt Is, in a sense; the bud whose leaves unfolded
over bl years into today's European Union. It lald out virtually every aspect of economic integration
that Europe has implemented right up to the 1992 Maastricht Treaty which explicitly sdded monetary
unien to EU economic integration. It is also easy to read - unlike today's efforts such as the Lisbon
Treaty,

The original Treaty of Rome was written from scratch by highly lierate and firly idealistic politclans
and diplomats. Students should at least read the three-page ‘PART ONE ~ Principles’ in the original version

A clear satement of this can be found in the so-called Spank Report, ‘Bapport des chels de d8l&gmtion aux ministres
des Affnires derangires’, Bruxelles, 21 April 105G, the siteonss of e experts group sel ip by the Messing Conference
S W, o c, il
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r_Eux 21 Articles 1, 2 and 3 of the Treaty of Rome

ARTICLE L By this Treaty, the High Contracting Parties establish among themselves a ELUROPEAN
ECONOMIC COMMUNITY.

ARTICLE 2. The Community shall have as s wask, by establishing o common markel aomd
progressively approximating the economic policies of Member States, to promote throughout the

Community & harmonbous development of economic activities, a continuous and balanced expansion,
an Inerense in stabllity, an secelerated miging of the sandard of lving and closer relations between
el States belonging to it

ARTICLE & For the purposes sel out in Article 2, the activities of the Community shall inchede, as
provided in this Treaty and in accordanes with the timetable set out thereln:

{a) the elimination, as between Member States, of customs duties and of guantltative restdctions on
the import and export of goods, and of all other measures having equivalent effect;
(b} the establishiment of a commoen customs tar{l and of o conunom conunercial poliey towards third
COUNLAAS;
(ch the abolition, as between Member States, of obstncles o freedom of movement for persons,
services and eapital:
{d) the adoption of & common policy In the sphere of agriculiure;
(e} the pdoptlon of & common policy in the sphare of ransport;
(1) the nstitutlon of & system ensuring tat competiton n the common marked is not distorted
(o) the application of procedures by which the economic policles of Member States can be coordinated
and disequilibria in their balances of payments remedied;
{h) the approximation of the laws of Member States to the extent required for the proper functioning
af the common market;
(i1 the ereation of n Buropean Soclal Fund in order to improve emplogiment opportunities for workers
and to contribute to the radsing of thelr standard of living;
{(jJ the establishment of a Furopean Investment Bank to facilitnte the economic expansion of the
Commamity by openbisg up fresh pesonpces;

(k) the association of the overseas countries and territories in order 1o inerense trade and o promote
jointly economic and sacial development,

Note that the Treay of Romwe has been amended and renanmed mang times since the 15508
(mee Box 22) the current name, Treaty on the Functiondng of the Enropean Unboay, 5 5o dull that many

writers continue to call it the Treaty of Kome,
LS e

{available n many languages on many web pages, such as www.eursireaties.com}. Box 21 reproduces
serbatin the first three articles,

21.2 How to create a unified economic area
The best way o understand Earopean economic integration is noed to rend the Treathes in detall - 1Jl1:!| are
Just too complex. A better way is to think about the founders’ goal of an ever-closer union - keeping in mind
thetr 1650 mind-set about the sort of econombc integraton that would lead to the finalité polbtiogue,

The intention of the Treaty of Rome was to create a unkfled economic area - an aren within which all
firmes and consumers would have equal opportunities to sell or buy goods and services, and owners of
labour and eapital would be free to employ their resources in any economic activity anywhere within i
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Box 2.2  Treaty or Treaties of Rome?

Study of Eurepean Integration & plagaed by duplicate pumaes. Mang authors uwse the term the Treaty of
Rore, others use Treatles of Roane. In fact twvo treaties were signed on 25 March 1957 in the Capitol in
Rome — The “Treaty establishing the Ewropean Economic Comunanity’, which set up the basic ceonomic
Integration, and another treaty, the “Treaty estaldishing the Buropean Atomic Ewergy Ciommmity
[Earntom)’,

Ag the full Treaty names are unwicldy, the abbreviations TERC (Treaty Establishing the Eu TOpean
Community ) and Euratain were frequently) used. Together they are known as the Treaties of Bome,
Howewer, the TEEC tumed out to be vastly more important, so Treaty of Bome’ became the short nane
for the TEEC,

Ta coanplicate things, the Treaty establishing the European Economibc Community’ was renamed

et “Treaty establishing the Buropean Commamity’, or TEC, by the 1992 Maasteicht Treaty. The TEC
wins then re-labelled by the Lisbon Treaty as the Treaty on the Functioning of the European Union', or
TFEL

The Munstricht Treaty, which created the European Unlon (see Sectlon 2.2 for details], = formally
cilled the Treaty on Evropean Undon’, or TELL This has never been renamed, bat the TED and TEC
wiere often cilled the Treaties s now ‘the Treaties” refers to the TEU and the TFELL

o

Creating a unifled economic area would, according to the Tounders’ thinking, dmw Europeans nto ever-
closer, ever-deeper economle exchanges (see Box 23 for the story of the Treaty's sigming . These would,
with tinse, lead Baropeans to embrace ever-closer polifical cooperntion ansd integration. As histom shows,
the plan worked (see Chapter 13 Burepenns in 2004 are integrated on an economic, political, seclal and
cultural leve] that would have been almost undiaginable by 1957,

The steps necessary to estabilish this unified sconomic aren are presented below,

Free trage in gooos
The most abvious requirement ks to remove trade barrders. The Treaty of Rome removed all tariffs
and quantitntive restiictions among members. Tarffs and quotas, however, are notl the only means of
digeriminating against foreign geeds and services. Throughout the ages, governments have proved
wonderllly imaginative in developing tarff- and quota-dike barrbers agaknst forekgn goods and services,
To pemave such “non-darifl barrders, and to prevent new non-tarlff barders from offsetling the tarilf
libernlization, the Treaty Incheded catch-all language that rales out all measures tat act like toriffs
o apankns,

T T e be-adn maAlie L il ol . [l
LNTHITTONN cF20e Dancy Wil eme resl & thae WO

Trade can never be truly free among nations if they do not harmonize thelr trade policy towards non-
members. Understanding this, however, requires a bit of reflection. If members had different tariffs against,
sayf, the USA, there would be an incentive Lo circumyvent them, Dishonest traders could import U5 goods
into the EU nation with the bowest tariff and then re-export duty-free angwhere inslde the EUL To prevent
this so-called trade deflection’, the movement of goods within the EU would kave to verify that the goods
crossing borders actually came from an EU member rather than the USA, or some other third nation. In the
ren] waorld such controls {called Rules of Orgin) act as trade barders,

The Treaty avoids all this by requiring EU members to adopt a ‘common commercial policy’ in other
words, kdentical restrictions on mports from non-members. With these n place, every meniber can be
e that ang product that is physically inside the EU has paid the common tarifT and met ang common
restrictbons on, for example, health and safety standands.

Eearamic integraticn @ the EL ..-

—— e -

[ Box 2.3 What was really signed in Rome on 25 March 19577 l

The Treaty of Rome took 9 months to write, which seems ke lghining speed compared to todays
ereatyg-wriling negotiations. Writing and ratifying, however, are quite different things. The partcular
problem in 1957 was the staunch opposition of Charles de Goulle to supranationality. De Gaulle was
not [ power when the Treaty was signed but France was in the midst of o political crisis and mang
belkeved that de Gaulte would retum to power and kill the Buropean project. In the nish to get the
ratification process completed under a favourable French government, the signing ceremony in Bome
was gehedibid even before the agresment was fully fleshed out (eq. additional Protocols were signed
11 .-'|.|.'II!'.I| 1867,

As Allan Little, the BRC's World Affairs Correspondent, wrote: “The treaty) — still befng argued over
and translnted into four languages until the last minute - was wot printed. The skx went ahead with
the ceremony angway,” The source for s remarkable piece of historical trivia is Plerre Pescatore, a
former EL Court Judge, who was there on 25 March 1857, He told a BRC programme to mark the 50th |

annlversary of the event: “They signed n bupdle of blank pages. The first thile extsted n foar languages,
and also the protocol at the end, Nobody leoked at what was in between. (You can hear Pescatore’s
reanarks, in French, st www.ovee.en, ) i

- e

Tariffa are one of the most Important restrictions on extemal trade, so 0 common commercial polioy
with respect to tarilfs 18 relerved to by the special name ‘customs unkon’,

.'..'i.'.':.'.".'ﬁﬁ undrstorted COomEiron

Even a customs union is not enough to ereate o unified sconomic area. Trade llberalization can be
offset by public and private mensures that operate inside the borders of EU members. For example,
French companies might make & deal whereby they buy only from each other. The Treaty therefore
calks for a sgetem ensuring that |:'r.|r||.|:||=I|1i-:r1|. in the area s undistorted (more on this in I;'Imptqr 11k
Thiz includes prohibitions on trade-distorting subsidies to pational producers, creatlon of a commen
competition policy, harmonization of national laws that affect the eperation of the common market
and hammonization of some national taxes. Why are nll of these necessary 1o ensure undlstorted
competithon?

& Stafe aéd prokibited. Production subsidles or other forms of govemment pssistance granted
to producers (called ‘state abd’ in EU jargon) allow firms to sell their goods cheaper andfor allow
uncompetitive firms to stay in business. Both effects put unsubsidized firms ot o disndvantage. Most
forms of ‘state add' are peohibited by the Treaty, although a lst of exceptions is specified,

& Anti-compelitive behaviour. The Treaty prohibits ang agreement that prevents, restricts or distorts
cofnpetltion in the area,

s Approcimation of dews (EU jargon for hammenization), Another source of discrimination stems
from product standards and reguiations since these can have & dramatic impact on competition and
indirectly favour national firms. To reduce this deviation from a unified economic area, te Treaty
directs B messbers 1o harmanlze such standards and regulations, While this directive was cited in the
Treaty of Rame, It did not peally start operating untl the Single European Act deveboped o practical
way to achieve such hammonkzation,

# Tores. Taxes applied inside Member States can distort competition directly or indirectly by
benefltting national Moms. On counterlng this type of discrimination, the Treaty i= weak, requiring
only that the Commission conslder how taxes can be harmonkzed in the Interest of the comman
marker
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Unrestricted Lrade in services

Right from the Treaty of Rome, the principle of freedom of movement of services was embraced. although
[leshing this into reality has been hard. Services are provided by peogde and govermments have o pegulaie
the qualifications of service providers (e.g. medical doctors), The problem has been to separate prisdential
regpudation of qualifications from protectionist restrictions, This is still 2 work In progress.

Labour and caprtal markef integration

The Treaty of Home instituted a common emplogment and investment area by abolishing barrers to
the free movement of workers and capital. This includes 8 ban on any Form of discrimination based on
maticnality regarding hiring, Mg, payg avd working conditions. The Treaty also explicitly allows workers
to trevel freely in search of work, Note that this was not intended to allow free movement of peophe,
only workers. The Single Burcpean Act ampdified this by requiring the free movement of preople, no
Just workers. For example, it granted British retirees the fght to live in Spain even when they were not
amployed locally.

As for capltal mobility, the Treaty focuses on two types of freedom. The Mt B the rght of any
Community flrm o set up in ansther Meombor State. These ‘rghts of eatablishment’ are cssential o
inteqgration In sectors with high ‘natural’ trade barrers, e.g. In sectors such n$ nsurance and banking,
where a physical presence in the local market is critical to dolng business. The second type concema
financial eaplial and Bere e Treaty goes deep, It states that all restdetions on capitnl Mows {e.q, cross-
border Investments in stocks and bonds, and divect vestment in productive assets by multinationals)
shall be abollshed. It applies the same to current pagments related to capital Nows (e.g. the payment of
Interest and repatriation of profits), Very little capltabmarket Hberalizstion, however, was undertsken wvtl
the 18808 since the Treaty provided an important leophole. 1t allowed eapita] market restrbctions when
capital movements create disturbances in the functionksg of a Member State's capital market. Moreover, it
illd not set a imetable for this liberalization. Capital market liberalization only became & realitg 30 years
later with the Single European Act and the Maasteicht Tresaiy.

Exchange rate and macroeconomic coordination

Fixed exchange rates were the norm when the Treaty of Bome was written, and throughout the Iate
11405 and 1980s natlons occasionally Found that thelr fixed exchange rate level induced their citizens to
purchase o value of forelgn products and assels that exceeded forelgners’ purchases of domestic goods
wnd asseis, Such situations, known s balance-of-payments crlses, historically led to manyg policies —
such as tariffs, quotas and competitive devaluntions - that would be disruptive i o unified eeonomie
area, To avold such dismuptions, the Treaty of Bome called for mechanisms for coordinating members'
macrorconomle pollcies and for fixing balance-of-payments crises. This seed in the Treaty of Rome
eveniually sprouted into the euro, the Stability and Growth Pact and the Ewropean Central Bank, See
Chapters 17 and L5 for detalls.

Comman policy in agriculture

From a logical point of view, It might seem that a unified economie area could treat trade in agricultuml
goods the same wayg as it treats trade in services and manufactured goods. From a political point of
view, however, agriculiure ks very different and the EL has explicitly recognized this right from the
Basgginming.

In the 18608, Europe's farm sector was far more important econcmically than it is teday, In mang
European nations, a fifth or more of all workers were emploged in the sector. Moreover, national policies
in U sector were very important and very different across nations. In reaction to the great economle
and socinl turmedl of the 1920s and 1830k, most European natlons had adopted highly interventionist
policies in agriculture. These igpically involved price contrels teamed with trade barders (Milward,
1962}, Moreover, in the 19508, the competitiveness of the Six's farm sectors differed massively, French
and Dutch farmers were far more competitive than German farmers. 17 the Six were to form a truly
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integrated economic ares, trade In farm goeds would have o be included. However, given sharp
differences In farm competitiveness amenyg the Six, free trade would have had massively negative
pffects on many farmers, alibough, as usual with free trade, the winrers would have won more than the
losers would have bost.

These simple focts prevented the writers of the Treaty of Rome from nclding more than the barest
skoteh of o comumon farm policy. They did, owever, manage to agree on the goals, general principles and
a two-pear deadline for establishing the common paticy. The Common Agricultural Policy came into effect

in 192 (see Chapter 8,

21.3 Omitted integration: social policy and taxes

The Treaty of Rome was enormotsiyy ambithsus with nsspect to economic integration, but it was :||.-e:-1]-::-|'.1|:|[|r
ailent on two politically sensitive nreas that might naterally be part of creating o unifled econombe ae:

e Harmonkzatdon of socal pelicies (the set of mbes that directly affects lnboar costs such as wage
policies, working hours and conditions, and social benefits)

o Harmonization of texes.

Subsequent treathes have pushed social integration further but not angwhere near as decpg as ecanomic
integration. Harmonkzation of taxes has advanced only slightly since the 1860s This section considers the
econonic and politbeal logie behind these cmissions,

Social policy

Social harmonization s very difficult politeally sinee even the orginal six members of the EEC held
very different opinions an what tgpes of socinl policy should be dietated b the government. Franoe,
for exmmple, was much Keener on the |.-c|:||.;|l trentment of woman than was ]I.'.'l!l“. alnee social policies
viery directly and very continuowsly touch cilizens” lives, opinions are strongly held. In addition to social
harmonizntion being significantly more difficult politically, thers are soonomic anquments seggesing U
it = not necessan).

Does European economic integration demand harmonization of social policies?
This questlon has been the subject of an Intense debate for decades. From the very beginning there were
two scheols of though:

& The larmaontze-before-liberalizing school, This school holds that international differences in wages
andl soctal conditbong provide an ‘unfale’ advantage to countries with more lalasez-falre soclal polickes.
The thinkkng here (s easy to explain, [Msations indtally kave verny different soclal policles, then lowering
trade barriers will give nations with low soclal standards an unbalanced advantage, assumlng that
exchamge miss and wages do not adjest,

& The po-peed-to-larmrize gohool. This school argues that wages and soclal policies are reflections of
produetivity differences and soclal preferences - differences that wage adjustments will counter. This
schood rejects calls for harmonkzaton and notes that, In any case, social policies tend to converge as
all nations get rbebher. The thinking here 5 that wages adjust to of faet any systemathe differences. For
instance, if one nation requires that finms provide thelr workers with fooger holidags than another,
workess in the formers will produce less in a gear and will thues eam less. The competitiveness effect of
the costhy sacinl regulatbon B offset by lower wages.

Tax paticy

Like social policles, tax policy directly touches the lives of most citizens. This means that a nation's
tax policy ks the cutcome of & hard-fought political compromilse between broad groups of citizens,
firms and labour unions, all of whom are well-informed and fully engaged. Given this, EU lesders have
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always found it difficull politically 1o harmoenize thxes, and this situation stacted with the Treaty of
Rome which made taxation a matter of nationnl concem exeept for taxes that acted ke subsidies or

irade barriers

The 20008 Lisbon Treaty shmpliffed the stnacture of the BV, However, a greast deal of writbyg on the EU e

o the old structure = or expinins the new structure with reference to the old structure, Thos students have
to learn bath the old and wew systems if they want o be able to follow oday's discussion ann Eurogeear
Integraton. Fortunately, they are not too different and understanding the motives behind the ald stracture

makes it easier to understand the mothves behind the new stractare

2.2.1 The EU's pre-Lishon structure

Lip b the B9 Maastacht Teeaty (formally s title was the Trealy on karopean Undon, or TEL thilmggs
were simple, There was the European Economic Commumnity (EEC)H that mattered o lot and a couple
of sdher Commuanities {(Coal and Steel, and Earmtom) that did not. The Maastricht T Ik | big
leap forward iy econdamic ntedgratbon with the monetary union, but i also pushed Forwand o broadening
of European Inteqrati i t however, woere somewhat & ious that this new
broadening might get ] { ush
for an ‘ever closer Earoges’, To counder this, ELD members insisted that the Manstricht Treatg pat in

sommie 'fire breaks’

More specifically, up to the 15832 Maastricht Treaty), most indegeation initiatives were subject to the
Treaty of Bome's supranntional decision-making procedures; for escample, majority voting on EU lnws
which implied that ang law passed had to be Implemented by all members, even membsers who voted
agrinst it. Moreover, the European Court was the ultimate authority over disputes involving all such lnws
and the Court’'s milings occasionally had the effect of boosting Integreation (see the Cassls de Dijon case n
Chapter 4 for a famoes exanmple )
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Chapter 1% On the one hand, some EU members — the *vanguard’ — wished to spread Euwropean integration
to areds that were not coversd in the o :54I:|-|.'|'|~':I.II-‘"~. qucti 38 harmonization of soclal pollches and tasation
Cm the other hand, another group of members — call them the ‘doubters’ — worried that supranational
decislor-making procedures were producing an lieesistible Inerease in the depth and breadih of Eur 1
Integratkon that forced thelr cltizens to ace Pl e Inlegraikon tham they wanted. Germanyg s an el
of the vanguard and Britaln an example of the doubters

The vamguard called this reskstible Inepease the Conunandty method' while the doubters called b
‘creeplig competences” ("competencs’ B e EU jargon for poliey areas where El-evel poliey takes the
lead over Member States’ national policbes),

lo the doubiers, a particwdard)y wort=ome feature was the EU Cowrt's ability v interprel the Trenty)
of Home and subdeqeent amemdmens, The Treaty of Bome saps that the EU can make liws in anens nol
mentioned in the Teeaty, iF the Couwrt rules tan daoing so 15 necessan) 1o altabn Treaty obdectives, The Treaty
objectives, however, are extremely farreaching; the first line of the Treaty of Rome's Preamble sags thad
e members are ‘determdnesd to kg the foumdntions of an ever closer union amdong the peogdes of Europe
Uoabters worried thal the Trenty s ambiions shjectives combined with (e Coart's abilitg (o sanetion law

i avrens nol explicitly mentioned In the Treaties opened the door 1o essentindly anlimited transfers
ol nntional soverelgniyg vo the EL level
The second problem concemed integration that was taking place oanside of the EUs stracture due to

differences betwern the vanguard ol the douabters, The Schengpen Aceord is the classic example, While

it froe movement of people is an EU goal dating back to 1958, some members {e.g. Britain) held up
progres weards passport-free travel In 1985, five EU members sigeed an agreement ending controls on
theekr internal fromtiers. This was completely outside of the El's structure and mang) observers feared that
auch &d hoc arrangements could wslermine the unkty of the Single Market and possibly foster tensions
amang EL members, A mone recent example 8 the 2005 Prikm Treaty on polkce cooperation, which was
glired cetside the: ELT umbrelin by seven EL members

Both problems were acdddressed by the mather compley stricture EU members se up whtly the Maastrichi

Treaty

2.2 2 Maastricht and the three pillars as fire breaks

Mhe Maastricht Treaty drew a clear line between supranational and intergovernmental polley areas
by creating a ‘three-plllar organizational stricture. The deep econombe Integrathon - basleally th
ntegration fn the Treaty of Rome, Shgle BEaropean Act and the monetary unkon part of the Masstricht
Treatiy — were placed i the supramational ‘fiest pillar’. The intergovermorental polickes — forelgn and
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Evropean Unlon ‘roof’ but were not sabject to supranaticnality interms of decision making and EL Courd
ralings f=ee Flgure 2.1)

The I|||'-"|'-i llir stracture solved the two ||:"-|||-_'|:|'\-' mentoned above, The clenr distinction betweern
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COOPeTa T On.

The key, as far as the doubters were concemed, B that Maastrichi put Member States cleardy in
contre in secomd: amd thied plllnr areas. Thers was no possibility of the Court or Commission using their
anthority to foree deeper integration on reluctant members in pursul of the duties assigned to them by the

Treaty of Rome
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2.2.3 Post-Lisbon organization: two pillars in a single organization
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2 3.1 Sources of EU law
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Three principles that are alwags mentioned are “direct effect’, ‘primacy of EC baw” and ‘autosomy” of tee
EC legal system. These were first established in two Inndmark cases in 1963 and 1864 (see Box 2.5, These
thred have been explicitly confirmed in the Lisbon Treaty (see bolow for detafls).

Box 2.5 Two cases that established the EC legal system )

The EC legal system was nob explicitly established in any Treaty, so the Court used some eardy cases o
establish three key principles. Since these principles arose in the course of real-world cases, bt can be
difficult o precisely distinguish mmong e three prineiples In the two cases,

Van Gend & Loos ¢ Netherlands, 1963, In this case, the Datch company Van Gend & Loos
brroaght an action against is own government for imposing an import duty on a chemical produwct
from Germany which was higher than duties on an earlier shipment; the company claimed that
this vielated the Treaty of Rome's prohibition on tariff hikes on intra-EC trade. The Dutch court
guspended the case and asked the EC Court to clarify. The EC Court ruled that the compang could
rely on provisions in the Treaties when arguing against the Dutely govemmient before o Datch
COUre.

Plainly, this case las an element of direct effect and primacy. The Dutel govermment had one mile -
Ui hlgher taddfl rate = while the Treaty had another (no inerease allowed), The EC Court said the
Treaty provision trumped the national provision, Moreover, the EC Court said that the Dwtch court

i l II_.-' '.-\.%.

slvimilel congider the Treaty directly rather than, for example, the Duich Padinment's transposition of
e Treatys prineiples into Duteh baw, In effect, the Cort sald tat the Treaty) was Duteh law as far as
the Dutch court was to be concemisd. This was new, since normally a natonnl court can consider only
natiannl lnw when judging a case.

The Bwropean Courd also took the opportundty to weite down is thowghits on the fundamental natuee
of the EC legal sgstem, In the Von Gend & Leos v Netherfunds decision, it wrote: “The Community
constintes a now legml order of Intermational law for the benefit of which the States have Umited thelr
sovereign rights, nlbeit within lmited fledds, and the sulyjects of which comprise not only Member
Siates st mlso thelr nntionals

Costa v ENEL, 1964 decision by the Conrt of Justice. The next year, the Coart expanded is
wiew of the EC legal system In a case Involving a dispiate over 1925 lire - about one sure! In 1962,
Italy nationnlized its clectricity grid and grouped it under the National Electricity Beard (ENEL in
[talian), Mr Flaminio Costa, a shareholder of one natlonnlized company, felt he had been unjustly
deprived of his dividend and so refused to pay his electricity bill for 1926 lira. The non-paygment
matter came before an arbitration eourt in Milan but sinee Mr Costa argued that the nationallzation
violated EC law, the Milan court asked the Enropean Court to interpret varions aspects of the Treaty
of Foma,

The Court took the opportunity to go way begond the question at hand. n its judgement, the Court
stated the principle of autonomy and direct effect:

& "By contrast with erdinary intemntional treaties, the EEC Treaty has created its own legal system
which . .. became an mtegral part of the legal systems of the Member States and which their
couns are bound o apply.’

® Member States have limited thelr sovereign rghis, albeit within Hndeed fields, and have thus
created a baody of law which bnds both their nationals and themselves."

Kelging om the logic of what the IIII'\'PII.I.“ of Roame irpalied = ot least inpalicitly — the Court established the
principle of primacy.

& ‘[Tlhe law stemimlng fram e Treaty, an independent source of law, could not, becanse of s
apeclal and ofginal nature, be overrdden by domestic legal provisions, however frimed, witho

-

| being deprived of its character as Community lvw and without the begml basis of the Commanityg
i=elf being called o quesebon, The tmnsfer by the Siates Trom their donsestic legal system bo
the Community begal system of the rghts and obdigatbons arising onder the Treaty carries with
it & permanent Emitation of their sovercign rights, against which a subsequent unilateral act
incompatible with the concegt af the Commumity cnmeol prevail.”

The Court’s justification was that if EC law were not supreme, the oblectives of the Treaty
could not be met: “The executive force of Community law cannot vary from one State to ancther
i deference to subsequent demestic laws, without jeopardising the attainment of the objectives of

the Trl-*.-l1.|j.'
% o

et effect’

‘Trect effect’ s simple to define - it means that Treaty provisions or other forms of EU law such
as direclivés cin credile riglllﬂ which EU citizens can F{'!H upor wlien l|:|l.-'H i befars tiedr domestle
couris, This is radical It means that EC laws must be enforced by Member States' courts, just as
if the lnw had been passed by the national parliament. & good example is the case of a Sabena alr
stewnpdess (as they called female fHght attendants o the 1FT08% who cladmed that she was paid liess
amdd had to retice earlier than male Aight atendants. Although this was net a vielaton of Belginn
law at the time, the EC Court ruled bn 1876 that the Treaty of Bome (which provides for equallty of
pay between the sexes) had the force of law fn Belgiom, of b legal termns, it had direct @ffect, The
stewnrdiess won Lhe cnse,

The principle of direct offect & goite anbpee. Por example, when New Zealand mfies the Kgoto
Proqoscal, it i agreeing to certain obligations, but New Sealand couns ignore these obligations unless they
are implemented by a low passed by the Mew Fealand parlivment. Even more anusual is that this “direct
effect’ pation applies o B lyws pasted by majority voting, eg. directives. This means that, even if a
Member State government vobes afgainst a parlicular lnw, that law aotomatically has the foree of livw, so s
nuational conrts maus tread the ELU lvw as iF §iwere a national law, Importantly, there are complex conditions
Tor a Trealy provision (o have direct effect, so notl everpthing io everg Treaty = oebomatienlly enforceable
i Alembser Stotes,

The logical necessity of this principle is stmightforward, I lnws agreed in Brossels could be ipvored in
ang Member State, the EU would fall into a shambles. Ench member would be tempded to implement only
the EU laws it liked. This would, for example, make it impossible to create o single market or ¢nsure the
frese moyvement of workers.

Primacy of EC law

This principle, which means that Commmity law has the fnal aay, b8 not b the Treaty of Bove and ndeed
appears explicitly for the st tme anly inthe rejected Comstitutbonal Treaeg (it is inetuded i the Lisbon Treaty )
It was, monethele=ss, & principle that had been generally acespied by all EL menbers even before e Lisbon
Treaty. It was repeatedly used to overtum Member State laws.

One classie ecnmpde of this principle is (e 1081 Factortame cnse, which eopfirmed the supremacy
af EC lnw ever UK law, The UK's Merchant Shipping Act of 1888 lad ithe Tect of forbldding a Spanish
lishing eompang called Factortame fram fshing in UK waters, Factorame asserted in UK eourts (hat this
violated EC inw, nrd asked the UK courd 1o suspene the Merchant Shipping Act undil the EC Court conld
rile on the matter (this often takes a coaiple of gearsh Under Uk bow, no British courd can mquwm:l Al
of Pardiament. The BC Court ruled that under BC law, whicl was supreme (o UK ow, o nntional court ool
;llspwul liews which contravened EC law., E1|'I::'=-|,'-|_;|_| 1ently), thee highest UK cowrt did strike down the Merchant

ishing Aci
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The logical necessity of this principle s just as clear a5 that of direct effect. -""lﬂ']?“ful“gl for
clarity’s sake, 'direct effect’ says that EC laws are automatically laws in every HE‘_HLUI‘-‘L' State,
Primacy says that when EC law and national, regional or local laws conflict, the EC law is what must
b enforced.

Autompmy

Most European nations have severnl lagers of courts — local, regional and national, The lower courts,
Towever, do not exist independently of the higher courts, and often the higher cxurts depend upon the ]':"-‘-'i‘?
courts (e.g. In some nations, the high court can rule only after the case has een tried at a lower level ), The
EC legal system, however, Is entirely independent of the Member States legal systems according to the
principle of autonomi).

24 The 'Big-5 institutions

There are many EU agencies, bodies and commitiecs, but one can achieve a very good understanding '_=F
hyew the EL warks by knowing about the ‘Big-5". Somewhat confusingly, thetr names tend to be changed in
gach new treaty, Using the current names as defined in the Lisbomn Treaty), these are:

» the European Councl (heads of state and governments);

# the Council of the Buropean Unlen (member nationg’ ministers), often called by it old name, the
Conndel] of Ministers:

& the BEuropean Commission {appolnted eurocratsy
& the European Parllament (directly elected;
& the EL Court (appointed jucdges).

O the other institutions, see Borchandt (2010). The Buropean Central Bank and related Institutions are
now equally important, bat theyy are intentionally separate from the Big-b. They are denlt with in Parts 1§
and V. . : =

The relations between and basic roles of the Big-5 are summarized schematically in Figure 2.3,

2 4.1 The European Council

The European Council is eomprised of the EL's natlonal leaders and as such is the highest Eh'll-itbl'-'l.l-
level body In the EU. It provides political guidance to the EU as a whole, but especially to the Buropean
Commission. All EU major strategle cholees are made by the European Couneil, sometmes in cooperntion
with the European Parliament. To facilitate cooperation with other ELT bodles, thr]’rﬂlt_lvnt of the European
Commission, and the High Bepresentative of the Unlon for Foreigm Affalrs and Securdty Pollcy attend the
reeetings but don't vote, : "

The European Council meeis at least twice a yoar - and In recent jpears at least four tnwes (see Box 26),
The most important meetings come in Jue and December at the end of each B-month term of the Presidency
af the EU, These June and December meetings ame Imgsriant, high-profile media events = the one aspect of
the BV that almost every European citizen has seen on television, . .

Most important EU initiatives and pelicies are instigated by the European Council. For example, It
provides broad guidelines for EU palley and thrashes out the final n:-|1|'|:-n‘m'|lH_E'5 necessary lu_ -.“.::.'ll.'ll:tl.!u'.li‘
the most sensitive aspects of EU business, including reforms of the nulj-:'l:r EL pc-hn:'l}'n, the EU's mulii-
gear budget plan, treaty changes and the final terms of L-n1.'|.r|;cm.-'|1|:.~: This body is by Far e most
influential institution because its members are the leaders of 1'Iw1r_ F:I.'H|H'I:'|.|.'|"E nations, hi::.ru-uv.-r. it
usually takes decisions by consensus, so its declsions have the inplicit backing of every EU national

SUBET.
: :-':;!Iuwu!ﬂ the Lisban Treaty, the Enrapean Council s now chalred by a president selected by the iiul_!l'u‘ll
(i=elf, who serves a 2.5 year terme? The fipst President, Hermian van Rompay, served until November 2014

L
The '.:';.E-.’:' ifstautians .

Figure 2.4 Basles of KL ipstbutiona] drchiechon
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(see Box 2.7), The President leads preparations for Eurogean Counctl meetings and ensures follow-throwgh
o its decistons. The Preskdent represents the EL at internatlonal sumimits in the area of forelgn and security
policy,

The ‘Conclusions’ and lack of legisiative power

The most important declsions of ench Presidency are contained in s document known s the ‘Conchesions
al the Presidency’, which is published at the end of each Enropean Councll meeting. Students who want te
track the ELMs position on a particular tople - be it the need for a corstitution or its position on Zimbabwe -
will do weell to start with the Conclusions {go to www.european-council.europa.eu).

Cne peculkariy of the EL is that the most powerful body by far - the European Councll — has no formal
robe in EU law-making. The political declsions made by the Buropean Councll are translated into law
following the standard legisbative procedures (more on this below),

Confusingly, the Exropean Councll amnd the Councll of the EU (what was called the Coumncl] of Minksters
Before Lishon) are often both called ‘e Counell’. Moreover, nedther of these Councils should be confused

with the Couneil of Burape, which 5 an intemational erganization sed up in tee 18408 and entirely unrelated
tovthe ELL

* The President s sejectod on the basis of soralled qualified-pesjoriiy voting (o sgstem of welghted votes with large nations
Simg more welght | Chapier 3 desonibes (s volang spsstem in fall. Hefore the Lisbom Tresty, the Rsnopoan Conmcll was
chaimed byg the head of the natien hildng the Presidency of the ELL As the Pressdencyg of the EL potated every 6 ncaibs, and
chiffereed eneribors higd dilTereei pricaities, th Baropess Council’s clicetiveniss teudead 1o be andemmingd. '.‘C|H‘~|1.1h'|!ll.|.l.i Lkis
FreRaleom made loig-term planeang shd msSti-pear olfTorts dilThewls 1o coganise snd carmy et
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- —————e Y 2 4.2 The Council of the EU

Box 2.6 H ."I-"_-':;:’J.i Furopean Council I'I'!'-!F‘TII'I-'_-.'. 21 June 2014 The Couneil i the ELSs main decision-moking body. ts official name k& the Counedl of the European Unbon

— {sinee the Lisbon Treaty) but it was called the Council of Ministers for most of the EUS history (and mang
people still use thot name), Almost even) plece of kegislathon is subject e s approval. The Council consists
of one representative from cach EL membser, The national representatives must be authorized to commit
thelr govemnments to Council decisions, so Council members are the govermment ministers respongitde for
the relevant area — the finance ministers on badget Emees, agricultore mindsters on farm ssoes wd 50 on

The Council is where the Member States’ governments assert their infleence directly, Sivee all EU
governments are elected (democracy b= & muast for membership) and the Council members represent thedr
governments, the Council Is the ultimate point of democratic control over the EU actions and fnw-making
Althaugh the Ewropean Parllansent §5 elected directly, very few Evropeans know the name of their Member
of the Furopean Pardiament (MEF). European voters do, however, know the name of their Prime Minister -
and will hold him or her aceountable if something goes sertowsly wrong n the ELL

The Counedl s reapanaille for centain sapranational areas (see Figure 2.2} To meet these responsibilities,
it by the power fo:

European Council meetings are often followed closely by the media. The 27 June M4 meeting was
especially well covered sinee it saw a conflict between UK Prime Minister David Cameron apd most
other BU leaders over the nomination of Jean-Clasde Juncker as the next President of the Exropean
Copmilssion, The photo shows (et to dght) an angeygdooking David Camepon, Danish Prime Minister
Helle Thoming-Schmidt and Commissdon President José Manwel Borroso,

& Pass European laws (jointly with the Eoropean Padiament; see Section 251 Most of the laws passed
comcermn measiures necessar) o boplement the Treaties or simply o keep the vital pars of the EU
runandng smoothly (the Bviernal macket, the Common Agriculbumal Policyg, ebc )

# Coopdinate the general economie pollcies af the Menber States In the context of the Economde and
Mometary Unfon (EMU; see Chagder 16 for chetaibe),

o Pass final judgement on intemational agreements between the EU and other countries or Intermational
organizations (a power it shares with the European Padiament ).

& Baropean Unbon, 2014 e Approve the EL's budget, jolntly with the Burepean Parliament.

In ndditbon to these tasks linked to economic iegration, the Counel] takes the deckslons pertalning to
Common Foreign and Securty Policles (CFSPs). To the average BEuropean, these are some of the most
visible actions of the Counecil,

Although the Council is a single institution, it fallows the somewhat confusiing practice af uskeg different
names to describe fselfl peeording to the matters being diseussed, For examgde, when the Councl] addresses
Enropean and Monetary Unlen (EMU} matters i ks called the Economic and Financial Alfairs Counell, or
Eeofin to inskders. One particularly important groop is the Eurogroup comprising the finance ministers af
| the Eurozone natlons. It meets the day before the Ecofin meeting to disouss maiters because only Burozone
* ——— nations vote on isnees relating to the ecaro in Ecofin

But that headline event was not the only thing addressed ot the meeting. The lenders started
by considering Evrozone governance Esues, and issues related 1o justice and home affairs, energy
gecurity and climate change. They alsoe met with Ukrainkan President Petro Poroshenko and adopted
the strateghe priorities for the EU in the following gears. As If that was not encaigh, on the same <y
agreements were signed with Georgia and Moldova, and the slgnature process for Ukraine's Deep and
{"mnpq':,r]mnl;i_l.'r Free Trade Aren apreenwent -:'U|1|]:d|.=1.-|'|'J.

II.}-:'I.-'!-'l.'-"."i.."...":f.: riles
L v . The Council has two main decistion-muking rules, On the mos) Emportant Bsues - such as Treany changes, the
l Box 2.7 Herman van Ro mpuy, first President of the Eur Dpean Council (2009-14) aceession of new members and setting the multi-gear badget plan = the Council omest dechde wmanimows]y.

— However, on most jssues, the Councll decides on the basis of & form of majority voting calbed “qualified
majority 1'::|1'i,|'|g' [QAMY L These niles aoe extremely bnportant for understanding how Europe waorks, so l|1E'|_|
ar: the subject of extenslve analysis in Chapter 3,

Omee the Lishbon Treaty came bito effect in December 2008, EU leaders nsked
one of their own to become the frst long-term Prestdent of the European
Councll — then-Belgian Prime Minister Herman van Rompuy. A life-long

rasitn ey o 5 [El
politician with a degree in economics {and a penchant for hatka poetr)), he J_:" "h'"_' :' Cy of Uve CU _ - . , .
espouses medesty and ‘gquiet determination’. One EL Member State at a time holds the Presidency, with this offlee rotatig even) 6 months, The

Van Rompay has worked largely behind the scenes to make the European Presidency nation sets the EU basic agenda and chairs all the Council of Ministers meetings except those
Councll’s reacthons to varions events = especkally ihe Eurozone erisis - more dealing with foreign affairs and security policy, which are chaired by the High Eepresentative of the Linton
effective and expedient. His first appointment and then reappolniment for & for Forelgn Affairs and Security Policy (more on this position below),
second term (until 30 Movember 2004 were unanimeonsly agreed upon by EL
leaders, The High Representative of the Union for Foreign Alfairs and Security Policy

This is n new st created by the Lishon Treaty, The High Bepresentative of the Unlon for Fﬁiﬂgn
| ® Buropenn riton, 2514 Affairs and Security Policy (High Bepresentative for short) attends Council of EU meetings, Ewropean
%, - A Council meetings and Commission meetings. The Lisbon Treaty also created the Europenn External
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Action Service to assist the High Representative, This is 8 new organization; its roles and (orm are still
evalving. ks most obvions manifestation 1s the EL Delegations (sonething like an embassy) b about
150 non-EU nations.

Thie first High Representative. Catherine Ashton, was appointed in 2008 for 8 Byear term (see Box 2.8).

-
Box 2.8 Catherine Ashton, first High Representative (2009-14)

Cathy Ashion was serving as the EU Trade Commbssioner when she was
elevnied to the new post in 3008, Apart from her time as Trade Comnunissloner,
she hoad na foreign alfairs experience aivd had lvedd the Trads Commilasiomer alot
aaly sinee 2008, Previouwsly, she worked in the Labour government of Touy Blaie
tefore being appointed a% Leader of the House of Lords. She was made a life
peer with the tithe of baroness in 15EH, She was borm o a working lass I':|.|1|.'||'||
with roots in Lancashire coal mining; she was the [irst person in her family to
attend a unbrersity,
Her term endled in November 2004,

0 Buropean Lnkon, 344

2 4.3 The Commission

The Buropean Commission s best thought of as the executive branch of the EL, but with a twist, [t s alss
charged with 'safeguording’ the Treaties, Indeed, sinee the EU's foundation, it has been a key deiving foree
behind deeper and wider Buropean integration = often pushing, pulling and predding EU Member States
towards the goal of an ever-closer union, The body, Based in Brssels, s thres main roles

1o propose egislation to the Coancil and Parinment;
2 to pdmindster nnd implement EL policies
2 o provide surveillanee and enforcement of EL law o coardination with the EL Court.

As part of its third role, it is responsible for ensuring that the Trenties are nplemented and enforeed,

The Commission alse represents the EL at some bvtermntional negotintions, such as those relating to
Workd Trade Organization (WTO) trade talks The Commission's negolinting staunces al such mectings are
clesely monitored by EL members,

Commissioners and the Commission’s compasition
The European Commission s made up of one Commissioner from each BU member” This incudes the
President and two Vice-Presidents, The current Commbssion President, Jean-Clasde Juncker {n [ormer
Prinwe Minkster of Laxembaoirg), wis selected in 2014 to peplace the outgoing Presfdent, José Manel
Barroso {a former Prime Mindster of Partugal), Commisstoners, inchiding the President of the Cammission,
are appointed all together and serve Tor & genrs (see Box 297,

The appolntments are madde just after Evropean Parlinmentan electbons and take elfect in the Janann
of the following year, The current Commission's term ends in 2014, The new comniissioners had mol been
appointed at the tfime this edition went to press,

s e e e e ———

* The creginal mtention of (ke Lisbom Treat)) was to reduce e mimbser of Commdssioners: to less than the pamber of Sember
Sintes, bt o palithenl promise mode by B leaders 1o reland anpals that goal, =6 there will be one Commsissioner per neember
for chie foresecable Nolure

The Big-5" mstitutions ._ L1

q:"mx 99 The Commission President, 2014-19

The President of the European Comumission from 2004 to 2019 will be Jean
Clande Juncker. & former Prime Minkster of Luxembourg from 1995 (o 2013,
b was previously the fiest permanent President of the Eurogroup from 2005
to H013 - a span which incleded the outbreak and policy respomses o the
Furozone erisls, Juncker studled law but never practised as a lawyer beopuse
b entered polithes strabght out of university.

| © turogesn Usion, 2014

b, A

Commissioners are effectively chosen by thebr owin natbonal goveminenta, but the cioloes are subject
to political agreement by other members and the President of the Commission. The Commission as a whole
anad the Commisston President individually must also be approved by the BEoropean Padiament.

Each polltically appointed Commissioner is in chorge of o specific area of EU policy. In particular,
cach nms what can be thought of as the EU equivalent of a national mibristng. These ‘minisires’,
called Directorates-General, or DGs i U jargon, emplog o relatively modest pomber of Intemational
civil servanis.

“The Commisslon as a whole conplogs about 24,000 peaple, which & fewer than those wha work for the
ity of Vienna. Just as in natkonnl ministries, Commission officiaks tend o provide most of e expertise
necessary to adminlster and analgse the EL's vastly complex network of policles since the Conmissioners
thenselves are typleally generalists,

Cammissioners are not supposesd to act as national representatives. Thep are forbididen Trom accepting
or geeling instruction frem thelr country's government. In practice, Commissionens ane genemlly guite
ndependent of thelr home governments, but sinee they have typieally held high political office in thelir home
nations, they are maturally sensitdve to issues that are of particular concemn birek homve This ensuwres that
all declsive natbonal sensitivities are heard in Commission deliberations. You can find the Commissioner
from gour owmn naton at eceuropaew/index_enditm — along with all the others and their respective areas
of responsibilitg,

The Conumission has a great deal of independence in practice and often tnkes views thit differ
substantially from the Member States, the Councll and the Parlinment, Hewever, It is ultimately answerable
o the Ewropean Parliament since the Parlarvent can dlsmiss the Commission as a whole by adopting a
meption of censure. Although this has never happened, a censure modion was almost passed in 20085, In 1998
a slmiltar pear-censure tiggensl a sequence of events that ended nomass resignation of the Commkssion led
by Presicdent Jucgues Santer,

Lamsialive powers
Thee Commission's makn lnw-making duty ks to prepare proposals for new EU legistation, These mnge from a
few directbve on minimum elevator safety standards to the refomm of the Conumen Agricaltuml] Paliey (CAF)
Keither the Council nor the Parliament can adopt legislation until the Conumission presents its proposals,
except under extraordinany procedures. This monopoly on the ‘rdght to initiate’ makes the Comomission
the gatekeeper of EU integration. It also allews the Commibssion occasionally to become the driving foree
behind deeper or bronder integration. This was especlally true under the two Detors Commissions (hat
served from 1885 o 19 and pushed forward the Single European Act and the Maastricht Treaty).
Commission proposnls are vsually based on general guidelines established by the Council of
Ministers, the European Council, the Parlament or the Treaties. A proposal |s prepared by the relevant
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Directorate-General in collaboration with other DGs concerned. In exercising this power of initiative, the
Commisslon consulis & very broad range of ELN actors, including nafiopal governments, the Exropenn
Parliarment, natlonal adminlstrations, FI!'I:I!'-E.‘Iﬁtl:II'I:'I:I: {roups and tradeé union arganizalbong, This m:-mplrf;-;
consultation process s known In EU jargon as ‘comitelogy)”.

Executive powers

The Commissien is the executive In all of the ELT's endeayours, but iis power s most obvious in competition
polbey. Chapter 11 explaing In more detall how the Commission has the power to block mergers, (o fine
corporations for unfalr practices and to nsist that EUD members remove or maodify subsidies to thelr fimms
The Commission also has substantial latbtude in administering the Common Agriculiuml Policy, including
the I:'Ighl: Ly Imipacese fines an memmbers that violete AP moles,

One of the key responsibilities of the Commission ks to manage the ELU budget, subject to supervision
by & specialed nstitution called the EU Court of Auditors, For example, while the Couneil and Parliament
decided the progrunnie-by-programme allocation of funds in the ELMs current mokt-pear budget {Finanelal
Perspective in BU jargon], the Commission basically decides the pear-by-pear indicative allocation of
Srrecturn] Funds moross menybers,

Decision making

The Cormmisslon decides, in principle, on the bosis of a simple majority, The ‘in princlple’ proviso s necessary
becagse v Commission makes almaost all of its decision on the basis of consensus. The reason is that the
Cammbsion usmially has to get its actions approved by the Councll and the Parllament. A Commbssion
declgion tind foils to attract the support of 8 very substantial majority of the Commbzsloners will almosy
suarely Mail in the Council anddor Padiament.

2.4.4 The European Parliament

The Parliament has two makn tasks: sharing leglalative powers with the Councll of Ministers and the
Commdssion; and overseeing all ELT instimubons, but especially the Commission, The Padinment, on its own
inltlative, ks also begun to act as the ‘conscience’ af the EU, for example condemning various nations for
human rights violations via non-dading resolutions.

The Lisbon Treaty boosted the power of the Padiament substantially, making it equn] to the Council
on most types of EU legisiation. Especially ooteworthy are the Pardiament’s new powers over the budget
{In particular, agricultural spending where previously the Parliment bad e sag, and some Justiee and
Home Affairs issues). The Buropean Parisment alss gets nn inerensed rle in Treaty reviston, an increased
role bn the selectlon of senfor EU lenders and a right of refusal for most international agreements, incloding
trade agreements,

In 2004, the European Padiament sijmificantly stretehed its power by effectively usurping the European
Counecil's rght to woanbsate the next President of the Buropean Commission, Under the Lisbon Treat),
the European Council nominates the Commission President and the Parlinment accepts or rejects this
namination. The Lisbon Treaty, however, included some vagoe language about the Europesn Council
taking account of the satcome of the European Parliamentany clections, Parllament proceeded to announce
‘lead candidates’ at the head of each major party and indicated that the Councll should appaint the lead
candidate From the party that won the most votes. In the 2014 electbons, the centre-right party won aboul
289 per cent of the vote. However, as the vober tumout was Just 43 per cent, the centre-right received vates
[room something like 12 per cont of the eligible EU voters {28 per cent of 43 per cent ). Despite this meagre
showing, the centre-right group clabmed that thelr victory meant that the Buropean Counedl shoubd nosminate
i lead candidate, Fean-Claude Junckers. Britain steongly opposed bath the procedurs in geneml and the
candidate in particular (see Box 2.0 but Junckeras was appolnted and will replace José Barroso as the next
Commission President.

Uirganization

The European Parlinment (EF) has abowt 750 members who are divectly elected by ELD citizens in special
olections organized I cach Member State every o gears (most recently in May 2004 The number of

K
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Members of European Padlament (MEPs) per nation varles with population, bat the number of MEPs per
rillicn EUY citizens is much higher for small natlons than for large. For example, in the 2014-19 Parliament,
Luxembourg has 6 MEPs and Germany has 96, desplte the fact that Germany's population is about 160 times
ihat of Lictemiboirg.

The latest elections saw conthieed domdnance of the centre-right and centre-lefi parties, the EPP and
gD, reapectively (see Table 2,17 There was, however, o significant increase in the explichily ant-European
integration candidates elected, The number of anti-EL MEPs rose in 16 of the 23 EU Member States, with
the nuother doubling in Greeee, Paland, Austrin, Finlond amd Deomark. Ewven LiermEn)y elected seven antl-
EU MEPs. In all, the strongly Eurosceptic parties won about 15 per cent of séats. [ s a very diverse group
and was unable to form an effecthee Boc A number of these parties banded together In the ‘Europe of
Freedons and Direct Democracy’ grouping.

Tulle 2.1 Results of the 2014 Parllamentory ebection by prrig groups
Party gropp name

| Group of the European People’s Party (EFF)

! i Grakip nd'ﬂt; P:lﬂgreaaive Allkanee of Socialists and Democmts (S&1

| et (%)
21 MEPs, 20
191 MEPs, 25

! European Conservatives and Heformists (BECR) 1= "-"'!}_HEF.‘H.. g
| Atsnce o Uberals and Democraafor Burope (WOB) | @TMER9
._F:;lr;:iwan Uinited LefuMordbe Green Left (GUEMNGL) 2 MEPs, 7
| The Gresns/Europenn Free Alliance (Greens/EFA) ; | BOMEPs, 7 '
| Barcpe of Preedom ond Direct Democracy (BFDD) ' | SMEPs6
; '.'"Im-.a..lmchcd Memtbers [.P-E-I]- —}.'Ie_mbem ;ut.a:!.aclmdm a political group B2 MEPs, 7 |

Tumout in Enropean Pariamentary elections bas fallen steadily, from 62 per cent since the flrst
election im 1970 to 43 per cent in 2014, This & quite Jow comganed Lo the turwut for national govermment
elections,

MEPs are supposed to represent their local constituencies, but the Padiament's organkzation has evolved
along classic European political lines miher thon along natbonal lines (Tor detatls, see Noury and Roland,
2002). The Eurcpean Pariament election campaigrs ane genemliy rin by each mation's makn politheal
parties and MEPs are generally associated with a partioulnr national pofitical party. Although this means
that over a hundred parties are represented in the Parlinment, frageventation i avolded because many of
these parthes have formed potitical groups. As in most EU Member S2ates, two main political groups - the
contre-left and the centre-right — account for two-thirds of the seats and tend to dominate the Parliament's
activity. The centre-left grouping in the European Padisment is called the Party of Buropean Socialists, the
contre-right geoup = called the Buropean People's Party,

Natlonal delegations of MEPs do not sit tagether. As in mast parliaments, the European Parlinment's
physieal, lefi-to-right seating arrangement reflects the left-to-right ideclogy of the MEPs, Thess party
groaps have thelr own ternal structune, Ineluding chalrs, secretariats, staffs, and ‘whips' who Keep
frack of attendnnce and voing behaviour, The polittcal groups recelve budgets from the Parliament,
Metalls on the size and national composition of the Burepean Parllament ean be found on hiipfeawa,
electinns2014. civ'en

Lacation
The Padiament is not located in Brussels, the centre of EU declsion malkdng. bul n Strasboury (Figure 2.4)
owing 1o France's dogged bisistence {the Padianwnt’s predecessor in the BEuropean Coal and Steel

a7
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Cormunity, the Common Assembly, was located in Strasbourg since it was near to the heart of the coal
and stee] sectors), Equally determined insistence by Luxembourg has kept the Padiament’s secretardat in
Luxembourg, Since Brussels |s where most of the political action occurs, and is also the locatton of most
of the institutions that the Parliament ks supposed to supervise, the Parliament also has offices in Brussels
(this is where the various E"l‘l.r]lnlnl.'l'll:!rg committees meel L

The staffs of the Parliament’s political groups work in Brussels. 1 is not clear how much this geographic
disperston hinders the Parllament’s effectiveness, but the tme and money wasted on shipping documents
and people amomg three lecations sccasionally produces negative redia attention,

2 4.5 Court of Justice

In the EU, a8 inn every other organization in the world, luws and decisions are open to interpretation and this
frequently lends to disputes that cannot be settled by negottation. The role of the Court af Justkee {often
known by its pre-Lisbon Treaty name, the Buropean Court of Justice, or the 'EU Court') 8 to settle these
disputes, especially disputes between Member States, between the EU and Member Siaves, between EL
imstitutions, psd between individuals and the EL, As discissed above, the EL Court is the highest authority
on the application of EL law?

As a result of this power, the Court has had » mojor impact on European integration. For example, 1ts
ruling in the 1870s on non-tarlfl barrers triggered a sequence of events that eventually led 1o the Single
European Act (see Chapter 4 for details), The Court has also been important in defining the relations
between the Member States and the EU, and In the legal protection of individuals (EL eitizens can take
cases directly 1o the EU Court without going throwgh thelr governments ),

The Court, which is located in Luxembourg (Figure 2.5}, consists of one judge from each Member
Saate, Judges are appointed by conmon accord of the Member States’ govemments and serve for 6 years.
The Court also has sight ‘advocates-general’ whose job is to help the judges by constructing “reasoned
submissions” that suggest what conclusbons the judges might make. The Court reaches its clecisions by
majerity voting. The Court of First Instance was set up in the late 1980s to help the EU Court with ils ever-
growing workload

i The Liskan Tresty lumps tree EU courts (ke Court of histion, fhe Goneral Court and the Civil Servioe Tribamal ) usder the
label Coart. off Justics of (ke European Unioee the first one i@ by Far the most. insportant.
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2.5 Legislative processes

The European Commission has & near-monopoly on initiating the EU decisionmaking process. That i to
say), it ks in charge of writing proposed legisintion, althowgh it natarally consulis widely when doing so.
More mmportantly, this right of mitintive affords the Commission n good deal of power over which new
legpislation s constdered. For example, if France and Germany want & particular EU law to be passed, they
have to first convinee the Commisston that it would be a good idea.

Onee developed, the Commission's proposal ks sent to the Council for approval, Most EU legeslation
also pegiires the Burapean Parlbament's approval, although the excaet procedure depends upon the isque
concermed. (The Treaties spectfy which procedure must be used in which areas. )

The main procedure (8 called the “ordinarg legislative procedure’. The Parlinment and the Council
have equal power in terms of approvalirejection and amendment.® The details of the ordinany legislative
procedure are highly complex (see Box 2100 but simple in concept. The Commission writes o proposed
law and before i1 can be enacied (e become law) both the Parliament and the Council have to approve
i Bait the Parliament and the Counectl can amend the proposed law, so the process works in sequence
{50 there is only one versbon of the proposal at any one Hme). This ean lead o a couple of roamds of
revigslons, In ang cose, boitl bodies have to agree the same verslon If the proposal is to be enpcted.
The Council ncis on the basis of a welght-majority system amd the Parliament on the hasis of & simple
majority of MEPs voling.

A exeelbent ondine video that rendess may) find nsefal can be foand at: httpetwww.leacomblogposphered
:||:|:|.l|:l:||1]'-|wplnn‘—n-ﬁﬂmlnj’uumph. The Pardianent alkeo has a prety ﬂuﬂ-:l hluf&gmﬁuc at http!-’."‘l-'-'l-'-"\'-".
europarl. curopa. st boutpariamenenU0E LBV Law-making-procedures- n-detall homd,

2.5.1 National parliaments

Member States’ parllments are not part of the EU institutbonal superstructure, bot the Lisbon Treaty
gives them a helghtened role in guanrding agalnst competence creep, Le. the EU overstepgdng its authcerity)
and legislating in arcas whene it shoold nol For example, i a sufficient number of national parliaments

* Before Lishon, the Comnell haid more power a8 there were several isportant sreas in which Parlisment was only "consalied’
ar 'was ignored alogelber. The nneas over which Pardisment gained power imchade Enmigration, criminal jediciel coopemiion,
police coopemation, and trade snd agricultural poliog
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| Box 210 The ordinary legislative procedure in detail

An elaborate consultation process between the Commission and other relevant EL bodies, business
groups, labourunions, other civil society groups and insome cases foreign govermmentsand intemational
organkzations i the first step. The Commission then drafis a proposed law and sends it to the European
Parliament The Parliament get to act first; It either accepts the proposal ar amends it The proposal s
upskated Lo inelide any parlismentary amendment and sent to the Council, The Council approves the
Parllament’s position or suggests amendments. If the Couneil approves, the law (as amended by the
Pardiament) is adopted. I the Councll amends It, the Baw ig sent back to the Commizsion, which thisn
approves or disnpproves of the amendments.

The European Pardiament then has 3 months o react (his is called the Second Reading). It can
cither accept the Councll's amendments, provide further amendments of its own or reject the Council’s
amondments. In the first case, the law with the Council amendments becomes law [this also Iaupgeens
if the Parflamsant falls to act whthdn 3 months) In the st ease, the law s rejected and the process is
stopped. In the middle case, another round is needed,

The amended law again goes to Commissbon (Lo get s opinions of the amended proposal) and then
om ke the Councll. The Councll has three options aceept, reject or amend, The cufcome o the “aceept’
or ‘reject’ cases are, as would be expected, dither enactment (since both bodles approved the same
proposal]} or refectlon of the proposal (see Figure 26). To avold indefinlte back-and-forth amendments
if the Councll amends the proposal at this stage, the whale thing goes to a Conclliatbon Commities,
which tries to hash out & compromise that both sides can agree to. If it manages such a compromise, il
qaes back to both the Pariament and the Council for a final pes-or-no vote: ne fertler amendments are
passible. The Concliiation Commities has 6 weeks (o reach sigreement; begord Ut time perbod, the lnw
ks refected and the process stopped,

Figure 24 Uyidinary legialaiive procedeine
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The exnct voling niles pee compliex ot basically the Pardiament nets on the bosis of n simgple
mapoerity (50 per cent of the MEPs voting) and the Council acts on the basis of 8 weightod voting
seheme called 'q.||.1ii|'|rr.| majority’ (see Chapter 8 lor details), The Commission’s voice is also
infhwential since the Council muest act ananimonsly @0 accept an amemwdment that the Commission
digapproves,

There are also a couple of legislative procedures that mrely arise (see Box 2,007,

The other ‘specinl legislative procedures’ foresesn in the Lishon Treaty see re-lnbellings of existing
procedures that were created o reduce the power of the Parllament on maiters that are especially
senaitive (mostly oo grounds of national soverelgndy ). These are:

o Consillation procedure. Here, the Council can adopt leglslation based on a proposal by the
European Commissbon after merely consulthg the Enropean Padiament. Consuliatbon |5 still nsed
for legislation conceming ntemal market exemptions and competition law,

o Corsent procedure. This procedure (which nsed to be called the assent procedure) allows

the Council 1o adopt legislation (proposed by the Commission) after oftaining the consent of
Partiament. In this way, Parliament can reject the law but it canmot formally propose amendnents,
|. The procedure applbes to things ke the admission or withdrawal of members.

s convinced that ll-gi::hlti'.-'l* inftiative would better be raken at a loeal, refgional or national level, thi=
Coommission efther has to withdraow it or clerrly hustify why it does ot believe that the Butiative is in breach
of the principde of subsidiarity.

While national parlinments are mentiooeed in severnl plicces, the clearest exonples are in the creation of
what are Enovwn as ‘gelbow and orunge cords”, These give notonal parlinments the rght (0 eXpress concems
oy subsidinrity directly to the institution that nitinted the I:-]'npm;ﬂl legislation. Under the ‘geliow enrel”
procedure, any pardinment can, within 2 months of the release of o drafl o, submit an opingon tht the
law viodntes the principle of subsidinrity, This rggers o voting system among national] pacismentz 17 at
lesisd omeer-third of nationgl parlinments approve the opinien, the Commission has (o reconsider the low, The
Uoanmdssion can perseyvere bt B0 muast justify its nctions.

The “orange card’, which applies to the ordinam legislative procedare, is tougher, If & majority of
availabie parlinments voies against o proposed law, the Commission must review the law ns before but,
in muidition 1o the Commission providing justification, the Buropean Pariament and Coancil must nlsas
consider the national parlisments’ objections. Plainly these measures give no direct power to the nationd
parliaments, bt amyg low that attracted & yellow or orange card wonld surely be subjected to bnatal media
seriting, The ldea 1= that poessible medin serating would deter the Commibsslon from proposing such lows in
e first place or encourage it to modlfy them to meet the conoemes,

2.5.2 Enhanced cooperation
The tension between the vanguand’ members, who wish 1o broaden the scope of EU activities, and ihe
‘doulers’, who do not, led (o the ntroduction of o new tgpe of ntegration process called “enhanced
cooperaiion’. This allows sulsproups of EL moemsers o cocgrrrale on specific areas while still keeping the
coopermtion inder the general framework of the ELU

However, the comaditbones for stating new enhanced coopertions are so sirict that Tew such initintives
have come Into foroe, One Involves divoree bnw noud the oflver patend law (see Box 211).

In sorme ways, the Eurogroup is like an enhanced cooperation bat it is so important that it has
itg owm set of rules = and these miles are evolving as the EU responds to the global and Eorecone
Miunncial crises,
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| Box 2.11 Divorce and the first enhanced cooperation
. — A 90 7

Divaree ks never an easy) thing, but it ean get nightmarishly complicated with o mixed netionality couple 801

with children. Even within the EU, diverce laws vary widely - from the no-fault, pstomatie poliey of

secillar Sweden to devotedly Catholic Malta's lack of recogmition of divoree — and it is not always clear 70

which laws shoubd apply. &0 )

The EL tried to simplify things and avold spouses engaging in a trging and costly search for the 504 B Population, 2013

Deest’ get of diverce laws by agreelng a regulation (knewn as Rome D that would specily which laws A0 -

apply). The absolute refusal of Sweden and Malta to agree to the regulation {which must be agreed

unankmeaaaly sinee sweh legal eoopesation §8 a third-pillar issne) ndueed o subset of natlons o proceed 30

by reqeesting an enhanced cooperation on the matter. The group Included Austria, France, Greece, 204

Hungury, laly, Laxemboorg, Bomania, Slovenda and Spain from the beglaning; Gerneany, Belgln, 10 -

Poriugal amd Lithusanin are considering jodming the indtintive, J 0 e

= | E‘“EEEEEEE""EL'Eb“.g.gf?.ﬂggf.ﬂ.ﬂ.ﬁﬂEE
fF 283sieEc RiEAiiiiriisiiig
= T = & in T = T = = = -l N
5 EIACREIASTEr g oEa e ¢
2 s L

2.6 Some important facts

EUl mations are very different, one from ancther. This simple fact I8 the source of a large share of the
EU's problems, so ki 18 Imporant (o understand bt in detall. This section covers the facis on popalation,
income and seonomice slze. Students can easlly find the most up-to-date figures for this sectlon in the freely

downloadable data from the Eurostat website, sppoeurostat o europa.eu, 80,000 -
70,000+
&0, 00
2.6.1 Population and income sl
There are abaut 50 million ELN citizens, a figure that s substantially larger than the corresponding LS 40,000
and Japamese fgures, bol substantinllp smaller than those of China and India, The ELES nodions varg 30,0004
encrmaasiy in terms of population, as the upper panel of Figare 27 shows, The differences are sasier (o 20,0007
remember when the nations are grouped mte big, medium, small and ting - where these categories are 10,000 <
established by comparison with the population of well-knewn cities: 0=
e The big" natlens are defined here as having 36 million people or nvore - clearly more people than even g .2 _g ﬁ 2= :E‘E e § x5 ;?-E 25 -"E’ e -_E E 51 -g = E 2 E‘ 2 E g
the Largest city in the world (Jakara's population b= about 26 million while the Greater Tokyo area 2 Eoa % E E o a8 E = E— f 2 3 TEfsag .L..En 2a 2 E = &
has over 30 million). In the EU there are sk blg natlons: Germany, the UK, France, [taly, Spain and g2z & = E é @ = z Ve ;E 96 fFul L :E Jg 2
Poland. Germany is substantially barger than the others, more than twice the size of the smallest n the E = 2 i -
group. The total population of the “Blg6" accounts for about 70 per cent of the B0 million people in ! ™
the EL2S natlons. T'I.il.'k'l'."ﬂ. with whom the EU started I.'II.IIEI.'II.|3I'."|:'E=.|IJFI |'Il:"l[l'|:l11i'||[|.ﬂ.||.5 im October 20005, has Mok PSS suseds fiewr “prasrvhasse ey slamdsid; £ B o peasure thal cormects runs Ineomes for sational price-level @fTerenoes
aver 7o million Inhabitants. This excesds the pepadation of all EU nations except 'Gn-mmnu and, given (e mmny goods are cheager in poor natons, s0 & core goes ferher in, say), Laveis, thas ic does b Oermanm)
thee projected decloe i the Gemman population and rapbd populatbon growth s Turkey, the ordering s [y L
T —

lkely to be reversed within a few years.

& The 'medium’ natlons are deflned as having popalations of between 7T and 12 milllon, something ke

that of & really bip clty, say, Pars with its suproandings. There are elght medium membens (Greecs,
The average income level of the people in these nations also varies enormously. Agaln, it is useful to

Porugal, Belghum, the Cgech Repabdle, Hungary, Sweden, Austrla and Bulgaria) ;

& The ‘small’ nations have populations along the Hnes of a big city, ranging from Madeéd (6.4 million) ?&Trﬂ|I=L:]1I|11I:|11:1qh;1=Irﬂ!:r';h::;?;;mslsﬁcj:ft;:?:ﬁhbl:l ?:{:l:ﬂ:n::;:{;:ﬂ::rﬂﬁjl::p;.ﬂ::i:u:r;u?:;?::i
Eﬂrlj:ﬁﬁ][lilt:f::u:;}uzﬁl:“ﬁl:’r:';?LF}E_:'::;:?" thi: ange ave Demmark, Finkarid, Shovedds, brelanc, that Luxemboury is, sconomically speaking, & medionesized city and neomes in citbes tend to be quite high.

3 ; LT e ! ' g The high-income category — defined as incomes above the BUZT average (about €26,000 in 2013) - nclisdes

& The “ting' natbons have populations that are soaller than those of & small ety ke Genoa. The Hat ten of the EUZS natbons. In the medium-Income category there are four relatively poor ‘old’ members (Ttaly,
comprises Cypngs, Luxembourg and Malta, Spaln, Greece and Portugal), ten new members (Malta, Cyprus, Slovenia, the Czech Republic, Slovakis,

Lithuanis, Estonda, Poland, Latvia, Hungary and Ceoatia), Low-income nations, defined as those with per-
capita Incomes of less than G0 =er cent of the ELI average, are Romania and Bulgorn

& The only nations that fall between these categories ave the Netherkands (with 17 milliony and Fomania
{with 20 million).
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2.6.2 Size of EU economies

The size distribution of European economies is alse very uneven, measuring econmnle size with total GEF,
Just six natlons, the "Big5" (Germnong, the K, Framnce, Eril.lg and Spaln) and the Netherlands, accoant for
more than 80 per cent of the GDE of (he whobe EUL The other nations ave small, tiny or minusoule, osing e
following definilions:

& “Gmall’ ks an economy that accouds for belween 1 and 3 per cent of the EUV27s autpat,
# "Tiny’ s one that accounts lor less than | per cent of the todal
& Minuscabe is one that aceounts For Bess Uen one-tenth of 1 [T CEL

2.7 The budget

The EL budget s the souree of a greal deal of both solldarty and tension ameng EU membieers, soa full
undderstanding of the EL cequires some knowledge of this area. This section looks at the following questions
in order. What is the money spemd on? Wheee does it cone Trom? Wio gets the most on net? How does the
I:ﬂl_d-gn:': process work”

2.1.1 Expenditure

Total EU spending s now over €130 billion, While this sounds like o 1ot to most peaple, it is really Deiry
small = only about 1 per cent of total EU2T GDEP - jusq €270 per EU citizen. The first priority here is to study)
heow this money = spent. We look firt ab spending by area and then spending by EU member,

.'.1_.-: mnture by area

As with so many things n Europe, understanding EU spending in all iis detail would take o lifetime, bl
iderstanding the basics takes just a few minutes, Starting at the bropdest level, the EL spends its mone)
on Farmibng, poor reqglons and other things. These categores, however, attract a great deal of criticism,
especinlly — as we shall see In Chapter % - that mach of the agrlculture money & glven (o large landowners

Uneler Commilsston President Barroso the names of all main spending categories were changed to make
tvern sound more positive. For example, the BU spends almost half s bodget on payments to famers
despite the seclor's meagre contributbon to U growily, eonse and emplogment. Toe make this sound more
in lime with o farward-looking, dynamic EL, teese expenditures were labelled “Sustainable Growth: Notaral
Hisouroes,

The easiest way 1o remenber the facts is to tum o plaky English and focus only on the biggest areas
{#ee Figuse 2.8), which are fomging (42 per cent) and poor reglons (33 per cent), The rest s split among
many different wses - the biggest being RED and Training (12 per cent) and Adminlstration (6 per cent).
Fj];mnn;hrr“ oI .'Igl"-:'lllllll’l." and poor regbons % o important hal we have written SEparate r.'|iﬁ.]'!ll.ﬂ‘5 ﬂt*l:l.hl'u;
with ench, so we do not go inta further detall here (see Chapter § on agricultuee and Chapter 10 on poor
regions),

Historical development of EL spanding by area
The EL's spending priorities and level of spending have changed dramatically sivee its incepiion in 1958,
The EL baudget grew rapldly, bt started at a verqy low level (Just 8/100ths of 1 per cent of the EECGs GDEP).
EL! spemding was negligible wtil the late 18608, amounting to bess than €10 per EL cltkzen. This changed
as the eost of e Common Agricalium] Palicy (CAFY started 1o rlse rapidiy In the E0s and Cohesion
spending started to rise i the 1580 Prom the early 19708 1o the -E:LI:']H 1560, tle |'JLIIJ|I_|H [rew HEE&:U[H a9
n [raction of EL GNP, sarting from aboutl (M3 per cent anel risdng Lo iz per cent In 1543, Sinea the 1904
enlnrgpement, the buddet os a shaee of GLP s H'nulil'll‘l!liLll.iE'c' giahle at about 1 [Tl L1

CAP spemding began n 19656 and soon dominated the budget. For abmest a decade, farm spending
regulary took 80 per cent or mone of todal expenditures; at its peak in LET0, i rade up Gk T cenk ol the
edget! From the date of te Tinst enlargement, 5, Cohesion spending began to grow In Importance,
pmgl:ln;'[ dowmn ,\_-;_;r';r'l iure's share in the PrOCTss, Indeed, the sum of the shares of these 1w o big-tcket items

Thie Bucget

Figure 2.8 The Bl 2004 boadged
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has remalined remarkably steady, mnging between 80 and 35 per cent of the budget. In a very) real sense,
we ean think of Colieslon spending as steadily crowding out CAP spending over the past three decades.

2.7.2 Expenditure by type by member
By far the most important benefit gained from EU membership is econamic integration. By comparison,
the financial transfers involved in EU spending are minor, Remember that the whole budget i=s only
ghout | per cent of EU GDP and the net contributions (payments to the EU minus pagments from the
EU} are never greater than one-tenth of | per cent. Be this as it mag, many pecple are interested to
see which members receive the largest shares of EU spending. Mang EU disputes, after all, are over
budget matters,

The amoant and type of EU spemding varles quite a fot neross members (see Figure 2.8 Poland and
Spain are the top reciplents, with most of thelr money coming from EU pagpments to farmers and poor
regions, There are a few other notewarthy patterns (oo, owever:

¢ Farming receipts are impertant for members with relatively large farm sectors like Denmark and Ireland.

» Spending on poor regions is more important for the poorer Member States such as the central and
eastem European members ).

s Almost all of Luxemboury's and Belgium's recelpts conte from administmtive spending.

& The UK has remarkably low recelpis for iis size; Belghom, with o sixth of Britain’s population, gets the
sarme tal,

Beaders may fnd it instrwctive to download the data themselves and search [or abtmormalities In thekr own
mntion's recelpts,

2.7.3 Revenue

The EL's budget mst, by law, be balanced every gear. All of the sperding discussed above must be
financed each gear by revenues collected from EU members or carried over from previous gears. The
system is desigmed so that each EU member pays a bt less than 1 per cent of thelr GDP (see Figure 2,100
Home observers find this anomalous slnee taxatbon in most natbons, especindly in E':Ilmi'ﬂ-‘!. la F‘T':'!:Il"?m"-'l‘-
Le the tax mte that an individunl pays d=es with his or her Ineome level
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U to 1670, the EU's budget was financed by annual contributions from the members. A pair of treaties
ir the 19705 and & handful of lndmark decisions by the European Council eatablished the system wi have
today In which there are four maln sources of revenie. (See Box 212 [or further details.) This revenue ks
known as “own resources’ in E1T jangon

There are four main types of revenue, Two of the four have long been used, and fndecd b the
parly days of the Union they were sufficient to finance all pagments. These so-called traditional own

PESOLNCES BIe

& Tarlfl revenue stepming from the Comnmon External Taddff (CET) Although trade within the ELU is
tariff-free, tariffs are imposed on mports from non-member nations, This meaney accrues to the EU
rither than to any pariicular meember,

s ‘Agricultural levies' are tariffs on agriculiwral goods that are bmported from non-members.
Conceptually, these are the same as the previoas category (they are both taxes o lmports from third
natbons} but are viewed as distinet sinee the levies are not formally part of the CET. Historically. the
level of tese tarifTe has Auctaated widelp necording to market conditions (they were part of the CAF's
price support mechanismg see Chapter ¥

The importance of these two revense items has fallen over the years to the point where they are o kanger
major items (together, they make up only one-seventh of the revenue needs), This reduced importance

The budget . '
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Box 212 Milestones in the EU budget procedure

1958-T0. The BELMs budget was fnaneed by contributions from ks oeembers,

April 1970, The Luxembourg Evropean Counctl. The “ewn resources’ system is introduced. Thesa
mcluded customs dutbes, agricultaral bevies (Le, varbable tariff=) and a share of VAT revenue collecied
by BV members, The Treaty of July 1975 refined and reinforced the systen, establishing the European
Court of Auditors 1o oversee the badget and gliving the European Parllament the formal rght of
refection over annual budgets,

1975-87, This period was marked by sharp disputes over the budget contributions and ever-
expanding CAP spending, The LUEs Margaret Thateher in particidar complained repeatedly about the
UK's prsition as the lrgest net contribator,

1984, The Fontaineblenu Evropean Council. The YAT-based revenue source was Increased and the
UK was awarded its famous ‘rebate’, |

1988, Delors 1 ];ﬂ{'b;n_r](r Thiz reform ecstablighed the basks of the carrend pevenne ancd ﬂ|'rrl'|l‘|'ll'|[|
system, [t introdeced & foarth *own resouree’ based on members’ GMPs, satabliabed an overall cE!UL'lFll
on EU revenue as a peroentoge of the EUS GNP ad started reducing e role of VAT-based revenne.
The package, decided at the Brussels European Councl in June, also established (e EUS multi-gear
budgeting process whereby a Financial Perspective sets out the evelution of EU spending by broad
calegores. Substantively, the Financial Perspective adopted provided for a major recrdentation of

»
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-
| EU spending from the CAP o Cobesion spending; Colveabon spending was doubled and CAP spending
growth was capped.

1992, Delors [ package. The Edinburgh agreement of December 1992 Inereased the revenue celling
| slightly, o L27 per cent, and [orther reduced the role of YAT-Dased revenue, It alan adhopied a new
Financial Perspective for 1803<88, which amplified the shift of EU spending poiocties away foom the
CAP and townrds Cohesion

1909, Agenda 2000 packoge, The Berdin Eoropean Cooncll ndopted  the S000-06  Finnnecial
Perspective. There were no major changes on the revenie side and the only major chasge on the
spending sbde was the creation of 8 new broad category, Pre-acoession’ expenditures, mewnt 1o finance
programmes in central and eastern European nations and provide a reserve (o cover the cost of ang
enlargerents in this period.

20065, After a falkure to reach agreement at thelr June BHS Sunumdt, the issue of settng the seven-
pear Financial Perspective for the 2007- 13 period fell to the UK Preskdency. The basle lden was to move
apending slowly away from agricoliaee, to make the spending on poor regions more eoherent and
cofeentrated, and Increase spending on competitivensss measures such as RED. The 2004 apd 2007
enlargerments, however, added 12 new membess with below-average incomes and many fanmers, a0
karge changes In budget priorities proved politieally Impossibie,

storns from the wayy that the evel of the CET has been steadily lowensd in the cowre of WL roands (e,
the 198654 Unypuay Hound), Moreover, ELT enlargement and the signing of free trde agreements with
naen-mambers means that a very lange fraction of ELU imponts from ronsmembers is duty) free, The level of
the agricultural levies has also been reduced in the context of CAP refonm The third and fourth tgpes of
owm resources provide most of the money, They are

& VAT resource’. As |s often the case when It comes to tax matters, the reality 1s quite complex, but it is
best thowght of a5 a 1 per cent valoe added tax. The inportance of this resource has declined and 1= set
10 decling further.

& GNP-basedd This revenue is a tax based on the GNP of EU membsers, 1t is used to top up any revenos
shortfall and thus ensures that the ELU never runs a defledt

The other revenue sources have been relatively unlmportant sinee 1977, Now, they inchede [tems
such as taxes pakd by emplogess of Buropean institutlons (they do not pay national taxes), fves, and
surpduses carrbed over from previous gears, Untll the 19708 budged treaties came fally into effect,
‘milscellanecus” revenue cluded direct member contributions, which were a cructal souree of funding
iy thee early gears.

2.7.4 Budget process

The budget ks declded and contralled jointly by the European Partlament, the Council and the Commisston.
To avold delays and problems, the EU's anmueal badget 18 guided by a medbunm-tenm agreement on spending
pricriies called the Muoldanrmual Financial Framework'. The cumvent framework sets out broad spending
gubdelines for the anmial budgets from 2004 to 2080 (gou can download it from httpaYeceuropa ea/buady et/
el data MEF2014-2020.x ).

The procedure for deawing up the ammosl bodget (as tald dewn in the Treaties] ealls for the Commission
o prepare a prelimbsary deaft badget, The Commission’s draft is presented to the Councll for amendments
aned nudoption, Once it s passed the Councl, the bodget goes to the Euwropean Parliament, which has some
power o amend it After two readings in the Councill and the Padiamend, it s the Baropean Padiament
that adopts the fieal 1HDIB1PI'[, awd 15 President who signs [ For eere infommatbon, see ||I:I!E|:-'."1'r.|'|.|r|:|'|:u|.|'u.|'
budgetmlFintrodisctiovindex_enocim,

s,
P}

ki R T il i -
Sali-pazessment questions == 1

2.8 Summary
This chapter covered seven very different topics.

Economic integration

The econombe integration iy the EL was designed to create o unified econgmbe area b which finms and
cansamers lecated anywhere within it would have equal oppertunities Lo sell or buy goods theoaghout the
aied, and where owners of laboor nnd capital soold be free to employ thedr resourees in ang sconoals
activitg amypwhere in the area. Such Integration is Implemented via the Tour Mreedoms’ = the free movements
of goods, services, people and capital.

EU organization

The organization of the EV changed after the 2008 Lisbon Treaty from a three- pillar to n two-pillar sppstens,
The first pilkar (supramational declsion making and the authority of supranational irstitutions such ns the
Comumdsslon and Exropean Court) encompasses economic integration and some areas of Home and Justice
Alfatrs. The other plllar Includes areas in which EU integration procesds on an intergovernmental basis,
sich asg the Conumon Porelgn and Security Palicy. The treaties governing these areas are the Treaty on
Ewropean Unkon (TEL) and the Treaty on the Functiondng of the ELT {TFEL.

Law

The EL |5 unbqee n that it Ias a supranational system of law, That ks, on matters perfaining o the Burapean
Comrmmdty, EU law and the European Comrt take precedence over Member States’ laws and courts, The
key principles covered were “direct effect’, "primacy’ and ‘awtcmomy ',

Institutions and legisiative procedures
While there are msany EU Institutbons, only flve really matter for most things. These are the European
Coameet], the Conncl] of Ministers. the Commission, the Parflament and the Court.

Theas five institutbons work in concert to govern the EL and to pursue deeper and wider Buropean econoanic
integration Undes Qe oo legialative procedure, now called the 'ordinang begislatve procedore’, the Commission
e dralt laws which have to be approved by the Counct] of Minlsters and the European Pariament before
taking effect. Thie three bodies work Ih sequence to ensre there b8 ondy oone version of a proposed law at any one
time, Most EU legistation has to be tarmed into national law by each Member State’s pariament.

Facts

A domibnant feature of the EU members |5 thelr diversity b slze and income levels,

Budget

The EU budget s rather small, representing only 1 per cent of the EL's GDE. It is spent mninky onon sel of
agricultural progranunes kncwn as the Comumaon Agriculiural Policy (roughly 40 per cont of the edget) anad
on poor peghons in the EU (roaghly a third of the budget). The budget is funded through four complicated
miechamisns bt the regult is tat sach EU member pays roaghly § per cent of {ts GDP to the Conmission,
regardbess of its income bevel

s ; ™\
Solf-assessment questions
! Draw a diagram ke Figure 2.7 which vchedes the role of the national Proiaments,
2 Diaw a schemnte representation of the steady deepening of EU economie integration.
i Draw a diageam that shows the main steps (and dates) in the development of the Bigs EU
nstitntkona, (Hind: You may kave to tem to the websites referred toin the text (o find the dates, )
o
i
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4 Develop an casy way of remembering the names of all EUIS members (e.g. there are four big
anes, four small ones, four poor ones and three new ones). Do the same for the 12 newcomers that
Jolned botween 2004 and 2007,

5 Explain in 25 words or fewer the difference between EC law and EU law.

B List the main sources of EU revenue and the maln spending priorities. Explain how each of these
has developed over Wme,

7 Explain why it s important that the European Court's rulings cannot be appeealed in Momber
States’ courts,

§ Make a table recording the major changes to each of the Big-5 institutions impdied by the Lisbon Treaty. B
'\

Further reading; the aficionado’s corner

For moe eeonomic statistics on Europe, see the most recent issue of the Burstat Yearbook. This is well-organtaod and
provides directl comparable figures for all EU members. Eurostat, which used to charge for data, now allows free
downdoacds of most data series. Much af e same information cun be found in the Statistical Appendix to the Commission
pablication, Euramean Economy. The OECD also provides an excellent statistical overdiew in its THECLY in figures", You
cun downdoad the Jatest fsmee Tor Free from www, oeed ong.

Op EU low, on excellent source s The ARG of Communify Low by Borchandi (20140} this efiook can be freely
dommilcaded, It bs =il the best freed)) downlosdable text and bes been fully updated Lo reflect changes Iretituted by thie
006 Lishon Treatg.

Anaiher well-writen and suecinct source i “The Burcpean Unlon Today', puldished by the UK's ]rr..u.l.ae of Lords amd
written by Maxine Hill and Matthew Purvis (11 Jupe 20107, Go 1o hitpetwrww, parliament ukebuasiness publicatbons
researehbrbeling-papers/LL-00 | 3000 be-iino pean-unkan-today,

Two ather good sources of further information on the bodget and a discassion of the many options ard conflicts are:

Motre Europe (a think tank established by Jacques Delors): httptwww engnotre-ourops. cu/l E0LG-87-Europesn-
Buchpet. blsiil.

Bruegel {n Brussels-bhased think tank om Buropean ecaonomic issues )

hllpn'i"w'n.-l-\'.brlnql.-I.Elmwuhltfwlﬂm'puwmmn-d{-[:llhruhlh'nmnWUlHM{Emmbudanlﬁc-urﬂxﬂlluuf.

tseful websites

The European Parliament’s factsheets provide exceflent, up-to-date, nuthoritative amd succinet coverage af ELU law,
Institutions, decision-making procedures and the budpet process. It is a really greas place to start when ol are
tryging o fgure out how or why or what the ELU dess in ang anea mnging from maries copservation to banking
mion: htigdwwwoeuropar curopa. eufaboutparlizmenten'display Fiehiml

The moat exhaustive (but also exhausting) source for information on EU lnw is the Commission’s excellent website:
higpaiearopa.colegislntion_summaries’
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