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Bigger Without Losing Better: A Fiscal Solution to EU Enlargement

The question of whether the European Union should be “bigger or better” implies a trade-off
between enlargement and efficiency. However, enlargement in itself does not undermine the quality of
integration; rather, the lack of instruments to manage its consequences creates political and institutional
tensions.

A key constraint that creates such tensions is the EU budget. Despite its small size in macroeconomic
terms and as a percentage of GNI, it is the central redistribution mechanism and, consequently, a major
source of conflict between Member States. As a result, even small fiscal changes can acquire great political
significance.

This policy proposal assumes that the EU can be both bigger and better if the enlargement process is
institutionally managed. To this end, a formalised rule of limited fiscal impact is proposed, which limits
distributional shocks and makes them predictable.

The Politics of Redistribution

The EU budget is structurally redistributive. Richer member states contribute more than they receive,
while less developed economies benefit from cohesion policy and agricultural transfers. Enlargement
introduces new beneficiaries into the system, thereby changing the distribution of resources.

Consider the case of a large participant such as Ukraine. Estimates show that it could become a net
recipient of around €18-19 billion per year under existing budgetary structures'. This would require
increased contributions from net contributors such as Germany, France and the Netherlands, as well as
reduced allocations to current beneficiaries in Central and Eastern Europe.

However, the macroeconomic impact remains limited. For Germany, for example, an additional
contribution of around €4.6 billion would correspond to around 0.11-0.12% of GNI. Comparable figures
apply to France and Italy. These figures are fiscally manageable. The political challenge arises because these
changes lead to significant shifts in national net balances. A country whose net contribution increases
significantly, or which moves from a net recipient to a net donor, perceives this not as a minor adjustment
but as a structural loss.

The central problem of enlargement is therefore not availability but distribution. Without
mechanisms to manage these distributional impacts, even economically and politically rational enlargement
may become politically impossible.

Lessons from 2004

The 2004 enlargement offers important insights into how the EU has historically dealt with such
challenges. The Union relied on a set of pragmatic mechanisms that effectively smoothed the impact over
time.

The most important of these was the gradual introduction of financial transfers. New member states
did not gain full access to agricultural subsidies or structural funds immediately upon accession. For
example, under the Common Agricultural Policy, direct payments were initially set at around 25% of the
level received by existing members and gradually increased over a period of up to ten years. In addition,
absorption capacity acted as a natural spending constraint. Structural and cohesion funds could not exceed a
certain share of a country’s GDP, which limited the speed at which new members could use EU resources.
Transitional arrangements in other policy areas further reduced the pressure for adjustment and allowed
integration to proceed gradually. Most importantly, these measures were not part of a single framework.
They emerged from political negotiations and were applied on a case-by-case basis?.

This approach was effective in the specific context of 2004, but it relied heavily on a favourable
political climate characterised by strong post-Cold War support for integration. Today, enlargement is taking
place in a more contentious fiscal and political environment, where Member States are more sensitive to
even small changes in their budgetary positions. Moreover, there are almost twice as many Member States
as in 2004, and decisions on the accession of new members still require unanimity.

Rule of limited fiscal impact
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In order to address the budgetary problem highlighted, we propose a fiscal impact cap rule that
would introduce a double threshold designed to take into account both the economic and political aspects of
the fiscal impact. It could be embedded in the EU budgetary framework, in particular in the Multiannual
Financial Framework and its implementing provisions.

In practice, this rule would act as an ex ante allocation cap to be applied by the European
Commission when preparing the multiannual financial framework after enlargement. Before adopting a new
financial framework that would include additional Member States, the Commission would have to model the
distributional impact of enlargement on all existing Member States and verify compliance with the two
thresholds.

First, the net budgetary position of no Member State would deteriorate by more than 0.15% of its
gross national income per year during the first five years after accession. Second, no Member State would
suffer a relative deterioration in its net budgetary position of more than 20% compared to its pre-
enlargement baseline.

To empirically substantiate the proposed thresholds, this proposal relies on quantitative estimates of
the budgetary impact of enlargement, in particular those presented by Michael Emerson in his article “The
potential impact of Ukraine’s accession on the EU budget — and the importance of check valves”. The
analysis (see table in the annex) provides a detailed modelling of how the accession of Ukraine alone would
affect the net budgetary balances of the existing EU members.

The evidence confirms that the macroeconomic impact of enlargement remains limited. For most
Member States, the change in the net budgetary position corresponds to around 0.1-0.12% of GNI. These
results provide an empirical basis for setting the first threshold at 0.15% of GNI, slightly above the expected
range, to ensure both realism and a limited margin of safety, especially if the enlargement is a package and
Moldova and the Balkan countries join the EU together with Ukraine.

The same data set shows a much stronger effect in relative terms. Changes in net budgetary positions
often exceed 20%, and in some cases reach 30-40% or more. This is particularly evident for net contributors
whose contributions increase significantly, as well as for some Member States that risk moving from net
recipient to net contributor status.

The second threshold, limiting the relative change to 20%, is thus directly derived from this observed
dynamic. It reflects a calibrated limit below which redistribution becomes politically destabilizing while still
allowing for meaningful fiscal adjustments.

Most importantly, this rule would not prevent reallocation, but would limit its speed and visibility. If
the projected budget exceeds any of the thresholds, the Commission would be legally obliged to adjust the
spending and financing parameters until compliance is restored.

Conclusion

Therefore, one of the central problems of EU enlargement is the gap between economic reality and
political perception. Although the fiscal costs of enlargement remain modest in aggregate, their distribution
creates clearly visible winners and losers. It is this perception of losses, rather than the size of the costs
themselves, that ultimately shapes the political outcomes.

The framework proposed in this article directly addresses this asymmetry. It limits the distribution of
fiscal adjustments and, consequently, creates conditions under which the costs are gradually absorbed and
become less visible in domestic political debates.

Thus, the European Union does not have to choose between bigger and better, but can become both
through effective management of enlargement.

Annex

Calculation of How Ukraine’s Accession Might Impact Net Balances of Member States in the EU
Budget

Source: Michael Emerson “The Potential Impact of Ukrainian Accession on the EU’s Budget — and
the Importance of Control Valves”



Net Contribution Net
MS Expenditures ;| Contributions : balance GNI € bn GNI % 0 UA balance
€ bn €bn 2022 € EU with UA
€18.9bn
bn € bn
BE 11.212 7.767 +3.445 549.456 347 -0.655 +2.790
BG 2.343 0.854 +1.489 84.560 0.53 -0.094 +1.395
CZ 5.294 2.646 +2.648 276.620 1.74 -0.329 +2.139
DK 2.186 3.234 -1.036 376.089 2.38 -0.449 -1.485
DE 14.159 35.704 -21.545 © 3,867.050 24.46 -4.623 -26.168
EE 1.253 0.373 +0.880 36.181 0.22 -0.041 +0.839
IE 2.340 3.496 -1.156 502.583 3.17 -0.599 -1.755
EL 5.581 2415 +3.166 208.030 1.31 -0.247 +3.125
ES 14.248 13.794 +0.494 © 1,327.108 8.39 -1.586 -1.092
FR 16.892 26.476 -9.584  2,642.713 16.7 -3.156 -12.740
HR 2.059 0.609 +1.450 66.939 0.42 -0.079 +1.371
IT 14.592 19.510 -4.918 1,909.153 12.1 -2.287 -7.205
CY 0.488 0.249 +0.239 27.006 0.17 -0.032 +0.207
LV 1.375 0.381 +0.994 39.062 0.24 -0.045 +0.949
LT 2.238 0.655 +1.583 66.832 042 -0.079 +1.504
LU 2.839 0.535 +2.304 78.130 0.49 -0.092 +2.212
HU 6.062 1.842 +4.220 170.232 1.07 -0.189 +4.031
MT 0.264 0.155 +0.109 16.870 0.10 -0.019 +0.092
NL 3.510 9.801 -6.291 041.186 5.95 -1.130 -7.421
AT 2.265 3.579 -1.314 447.652 2.82 -0.533 -1.781
PL 18.319 7.178 +11.141 656.385 4.15 -0.784 +10.357
PT 5.274 2.463 +2.811 239.253 1.51 -0.285 +2.526
RO 8.161 2.645 +5.496 285.889 1.80 -0.340 +5.156
SI 0.944 0.715 +0.229 58.889 0.37 -0.069 +0.160
SK 3.179 1.031 +2.148 109.651 0.68 -0.128 +2.020
FI 1.773 2.529 -0.759 266.679 1.68 -0.317 -1.076
SE 2.124 4.430 -2.306 557.436 3.52 -0.665 -1.641
EU27 151.297* 155.758 15,807.743 : 100.00 -18.852
UA +18.852

*Excluding NGEU
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