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Foreword

Bruegel Blueprints are multichapter studies that analyse a policy topic in
depth. They normally collect contributions by many authors with different
viewpoints. In rare cases, we use the format to provide a consistent vision
- literally, a blueprint - written by one team of authors, on how a particular
policy design problem could be solved.

The present Blueprint on the reform of the European Union’s budget fits
in the second category. Its purpose is to inform and influence the debate
on the EU’s next, 2028-2034 multiannual financial framework (MFF).
Drawing on a set of preceding Bruegel studies on the economic and legal
foundations of the EU budget, it analyses the composition, financing,
and expenditure control mechanisms of the European budget and makes
suggestions on how to improve them. It also discusses the consequences of
EU enlargement on the MFE

The importance of the topic can hardly be overstated. As emphasised
by the Draghi (2024) and Letta (2024) reports and Bruegel’s 2024 Memos
to the European Union Leadership, achieving the main public policy
goals of the EU - higher productivity growth, greening the economy,
safeguarding its security, all while maintaining social cohesion - requires
better policy coordination and delegation at the EU level. The EU budget
is the single most important instrument for structuring and funding such
collective action. While this is true for any EU budget, the challenges faced
by the next one are particularly daunting. Most EU governments face tight
borrowing constraints and are trying to reduce their deficits. Virtually all
EU governments face pressures to spend more on defence and public
investment. This makes the efficiency of spending and revenue collection
even more important than in preceding budgetary periods.

The essential message of the Blueprint is that maximising this efficiency
requires a transformation of the EU budget in at least four respects.
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First, a change in the composition of the EU budget towards EU public
goods, away from spending that could also be efficiently provided at the
national level.

Second, a larger budget, capable of funding and structuring public
investments and of spending that benefits the EU as a whole: on
innovation, the green and digital transition, cross-border infrastructure, EU
partnerships and foreign economic policy (including international climate
action).

Third, a shift in the composition of revenue away from member state
contributions based on national income towards revenues that are linked
to common EU competencies or policy objectives, in areas such as trade,
climate and defence. This may or may not increase the fiscal resources
available for the EU as a whole. But it would give beneficial incentives to
member states and improve the quality of spending by weakening the link
between what member states provide and what they expect to receive back
from the EU.

Fourth, a strengthening of the framework ensuring the quality of EU
spending intermediated by national or local authorities, drawing on the
experience of the Recovery and Resilience Facility. Importantly, this means
addressing the shortcomings in the performance framework governing that
facility, rather than transposing them to the MFE.

Another important conclusion of this Blueprint is that the financial
burden of prospective enlargement on the EU budget would be
manageable, and that the national economic and fiscal benefits of
enlargement could partially, or even fully, offset the associated budgetary
costs.

We hope that our Blueprint will support and reinforce the efforts of the
European Commission, European Parliament and EU members in shaping
the next medium-term budget to address the EU’s most urgent challenges
and to advance its long-term transformation.

Jeromin Zettelmeyer, Director of Bruegel
July 2025



1 Introduction

The European Union faces growing pressure to deliver on priorities
that are increasingly European in nature. Challenges including the
climate and digital transitions, competitiveness, economic resilience,
defence, migration management and foreign policy go beyond national
borders and demand coordinated and well-resourced responses. But the
EU’s main financial instrument, its budget - or Multiannual Financial
Framework (MFF) - remains stuck in the past, with only limited changes
from one cycle to the next. Pressures including the COVID-19 pandemic,
Russia’s war against Ukraine, soaring energy prices and rising geopolitical
and economic fragmentation, have increasingly exposed the limitations
of the current EU budget system.

This Blueprint sets out how the MFF can be reformed to better match
the EU'’s objectives. It deals with four main issues: the composition and
size of EU spending, the revenue system (known in EU jargon as ‘own
resources’), design of a more performance-oriented budgetary method
and the fiscal implications of possible EU enlargements.

Chapter 2 examines how EU spending should be refocused to deliver
European public goods (EPGs), or goods that would be more effectively
provided collectively at the EU level than by national governments.
It introduces a methodology to classify EU spending according to its
alignment with EPG principles, dividing current MFF spending into
four categories: EPGs, national public goods, EU policy preferences or
integrationist objectives, and non-public goods. A main message is that
the MFF should focus on EPGs and some integrationist objectives, while
other expenditures should be shifted to national budgets. This would
free resources for new priorities including climate action, cross-border
connectivity, defence and competitiveness.

Chapter 2 also presents a granular analysis of the EU’s desirable
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contribution to additional spending needs. While it draws on
earlier estimates of spending gaps, it goes beyond such estimates by
distinguishing between public and private spending requirements and,
within public needs, the desirable share allocated to the EU budget
versus national budgets. The guiding principle of the analysis is the
concept of EPGs. The chapter also highlights trade-offs between shifting
non-EPG spending to national budgets and increasing the MFF’s overall
size. The results point to the need for a substantial EU budget increase,
even with maximum reallocation.

Chapter 3 turns to the revenue side of the EU budget. It clarifies
that since the EU lacks tax-raising powers and nearly all its revenue
originates from national budgets, introducing new revenue-raising
mechanisms (new ‘own resources’) or increasing contributions based
on the gross national incomes of member countries is immaterial for
the total amount raised, but affects how much each country contributes.
Nevertheless, there are good reasons for introducing new revenue
mechanisms, because they may help to achieve EU policy objectives
and might help counter the net-balance calculations that dominate
budget debates.

Chapter 3 also reviews current revenue sources, and those proposed
by the European Commission, European Parliament and academia,
and introduces a new proposal: a defence spending shortfall levy. This
would encourage more equitable contributions to European security
by countries that currently underspend on defence. The chapter also
highlights persistent anomalies in the rebate system that distort the
fairness of EU budget contributions.

Chapter 4 analyses how to improve the effectiveness of EU spending
by reforming the budgetary method. It endorses the ideas, put
forward by the European Commission in February 2025, of applying
a performance framework to funds managed by EU countries and of
centralising competitiveness and foreign policy instruments. However,
it finds that current frameworks, especially in the Recovery and
Resilience Facility (RRF), cohesion policy and the Common Agricultural
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Policy (CAP), fall short of genuine performance-based budgeting.
The chapter also critiques the flawed mainstreaming of horizontal
priorities, such as climate action, which overstates the climate impacts
of EU spending. It draws out lessons on how to strengthen performance
frameworks and design better methodologies for tracking horizontal
priorities.

Chapter 5 evaluates the fiscal impacts of possible EU enlargements.
It argues that the impact assessment related to any addition of new
EU members should cover both the EU budget and national budgets.
Russia’s war against Ukraine, which has reshaped the geopolitical
landscape of Europe, has opened the EU’s doors to up to nine new
members. The low level of economic development in all of these nine
candidate countries, and Ukraine’s huge agricultural sector, could
have profound implications for the EU’s current two largest spending
programmes: cohesion policy and the CAP. These pressures have
sparked concerns that the financial burden of enlargement could strain
the EU’s finances.

While there are significant uncertainties in estimating the fiscal
consequences of enlargement, particularly related to the timing of
accessions, transitional arrangements and potential revisions of
allocation rules, chapter 5 concludes that the fears of an excessive
financial burden are exaggerated and the financial impact of
enlargement on the MFF would be manageable. Moreover, the
chapter highlights that the assessment of the overall financial impact
of enlargement should also take into account the economic and fiscal
gains that enlargement would generate for current EU members and
their national budget revenues.

Together, these chapters offer a comprehensive, evidence-based
reflection on how the EU budget system must evolve to support a more
capable and effective Union. The analysis has important implications for
policy. The final chapter summarises the recommendations.



2 Refocusing EU budget
expenditures on European
public goods

2.1 Context

The European Union faces significant pressure to spend in areas
that would benefit the EU as a whole, related to its green transition,
competitiveness or foreign economic policy. Yet a substantial portion of
its current spending does not contribute directly to such European public
goods (EPGs). Evaluating how EU financial resources can be allocated
more effectively to ensure that spending aligns with EU-level priorities
is hence crucial'.

The EU’s Multiannual Financial Framework (MFF) is central to the
provision of EPGs, as it structures EU spending over a seven-year period
and determines the financial resources for various policy areas (Buti
et al, 2024). In this context, this chapter first assesses which current
MFF expenditure categories do not align with the EPG objective, thus
offering scope for restructuring and reallocation away from non-EPGs
to serve European priorities better.

Second, this chapter quantifies the EU’s desirable contribution to
additional spending needs, distinguishing between public and private
spending. Within public spending, it examines the optimum share
that should be allocated to the EU budget relative to national budgets.
Various studies have been published on the overall investment gap
the EU faces - an important component of additional spending needs.

1  IMF (2024) made similar recommendations.
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Some research also covers EPGs that do not constitute investment.
But these studies often take an agnostic view - or fail to disclose their
assumptions - on the division between public and private spending, or
the split between EU and national public financing. Some assume that
historical spending patterns will continue to apply. Instead of relying on
this assumption, our analysis evaluates various components (through
the lens of the EPG concept) to determine the optimal share of public
spending and, within that, the appropriate allocation between the EU
and national budgets.

Third, this chapter assesses trade-offs between reallocation of
current non-EPG spending and the desirable increase in the overall
MFF. Reallocation of the maximum possible amounts from non-EPG
spending to EU-level spending priorities would reduce the required
increase in the EU budget. However, the political economy of reducing
non-EPG expenditures in the EU budget is likely to raise challenges. In
that case, an even larger MFF may be required, if EU-level spending
priorities are to be met.

Currently, there are more than a dozen EU facilities outside the MFF
(see annex 2 for a list). Various factors have justified the establishment
of these off-budget instruments. For example, the EU Treaties prohibit
the purchase of military equipment, which is why military support for
Ukraine and other partners is provided through the European Peace
Facility?. Within the MFF, earmarking of specific revenues for particular
expenditures is in principle not permitted. However, EU countries
agreed to allocate part of revenues from the EU Emissions Trading
System (ETS) to the EU level on the condition that these funds are used
for climate-related objectives, leading to the creation of the Innovation
Fund, the Modernisation Fund and the Social Climate Fund, which
are outside the MFF. NextGenerationEU (NGEU), the EU’s pandemic
recovery and structural transformation instrument, is another major

2 See Council of the EU, ‘European Peace Facility, https://www.consilium.europa.eu/

en/policies/european-peace-facility/.



https://www.consilium.europa.eu/en/policies/european-peace-facility/
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facility outside the MFE It enabled large-scale, temporary and debt-
financed EU-level support in response to the COVID-19 crisis. Including
it within the MFF framework might have led fiscally conservative EU
countries to worry that such temporary spending could become
permanent. Incorporating it into the MFF would also have complicated
its financing via common EU borrowing.

The list of off-budget facilities could be extended by a new
instrument to support common defence projects?, possibly based on
an intergovernmental agreement that also involves non-EU countries
such as the United Kingdom and Norway. Peace, a crucial EPG, is
ensured through defence and military spending, but the EU does not
have and is unlikely to develop a common army. Defence remains the
responsibility of individual EU countries, which maintain their armies
while coordinating their defence and military operations through EU
and NATO mechanisms. Common funding mechanisms for defence
need to be outside the MFF for legal reasons (the EU Treaty prevents
military expenditure from being included within the MFF) and because
such mechanisms arguably should include European democracies that
are not EU members (Wolff et al, 2025; Zettelmeyer ef al, 2025).

Another critical issue is the EU’s ability to respond effectively to
crises. The EU has financing facilities in place to address sovereign debt
crises (European Stability Mechanism, Balance of Payments Facility,
Macro-Financial Assistance) and banking crises (Single Resolution
Fund). However, the EU lacks instruments to respond effectively to
emergencies that require significant EU-wide spending, such as the
COVID-19 pandemic or the 2015-2016 migration crisis. A dedicated
emergency fund that can be mobilised swiftly would provide the
flexibility to address unexpected challenges without diverting resources
from EPGs within the MFE Swift mobilisation could be ensured by
defining in the regulation governing the fund the types of emergency

3 See for example, Economic and Financial Affairs Council, 13 May 2025, ‘Main

results; https://www.consilium.europa.eu/en/meetings/ecofin/2025/05/13/.
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the fund could address and the decision-making process to access the
fund - for example, qualified majority voting of EU countries based on a
European Commission proposal.

Whether this fund is placed inside or outside the MFF is a secondary
concern. However, positioning it outside the MFF may help reassure
fiscally conservative EU countries that these funds will not be redirected
toward unrelated expenditures. Moreover, borrowing seems to be an
ideal source of financing for an emergency instrument, similarly to
NGEU, and it might be easier for EU countries to agree if the fund is
outside the MFE

2.2 European public goods as a benchmark for the MFF

2.2.1 Definition of European and national public goods
Traditional economic thinking defines public goods as being
characterised by non-rivalry (ie the consumption of the good by someone
does not diminish the consumption of others) and non-excludability
(ie the good can be consumed by anyone) (Samuelson, 1954). Because
markets cannot provide these goods in sufficient amounts, a collective-
action dilemma arises due to free riding on the efforts of others in
providing these goods. This necessitates the involvement of the state,
either through the alteration of incentives to stimulate sufficient market
supply, or through direct provision of the public good in question.
Public goods can be natural (such as clean air) or human-made
(such as public health or defence). One can further distinguish between
public goods (ie non-rival and non-exclusive in consumption), such
as environmental protection or the internal market (Coutts, 2017);
common resource goods (non-exclusive but rival in consumption) such
as water resources, the use of infrastructure or central bank liquidity
(Berith, 2017); and club goods (exclusive but non-rival) such as the
euro area or the Schengen area (Fuest and Pisani-Ferry, 2019). For our
purposes, all such goods will be referred to as public goods (Buti et al,
2023).
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In the European multilevel governance context, a pivotal issue is
determining whether a particular public good should be provided at
national or European level. Fiscal federalism develops the normative
case for assigning responsibilities to different tiers of government and
for shaping the interactions between levels of government (Oates, 1972;
Begg, 2009). The theory sets out three benchmarks that determine
the governance level at which public goods should be provided:
externalities, economies of scale and preference homogeneity (Tiebout,
1956).

Based on these, the theory suggests that decentralised provision
is the optimal solution when it costs less to provide public goods at a
lower rather than higher level, and when there are no benefits in terms
of economies of scale by providing the good at the central level. Another
argument for decentralised provision arises when there is no benefit
from avoiding a negative externality (or creating a positive externality),
in case the actions of one country impact negatively on the provision
of a public good in another country. On the contrary, centralised
provision is advisable if it reduces negative externalities, creates gains in
economies of scale and reduces costs. Lastly, similar preferences can be
a basis for central provision of a public good if the costs associated with
a uniform good are less than the costs of tailor-made national public
goods.

A European public good may thus be defined as a good that is
undersupplied without public intervention, and which should be
provided at EU level to internalise externalities and reap benefits of
scale, while ensuring that local preferences are taken into account.
In other words, the optimal level of provision of a public good is that
which reaps efficiency gains, while taking into account local preferences
(Claeys and Steinbach, 2024).
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2.2.2 Classification of EU budget spending
In this chapter, we classify EU budget spending into five categories:

¢ European public goods (EPGs),

¢ National public goods (NPGs),

¢ EU policy preferences or integration objectives,
e Non-public goods,

¢ Unspecified other spending.

The governance of public goods involves rule-setting, financing
and delivery. At one end of the spectrum are full EPGs, such as pan-
European research initiatives (eg Horizon Europe), cross-border
infrastructure projects (eg the Connecting Europe Facility) and
international EU activities, including foreign policy, development
assistance and climate finance. These goods are characterised by
EU-level rule-setting, financing and delivery. At the other end of the
spectrum are full NPGs, such as cultural policy, for which rule-setting,
financing and delivery is done at national level. Table 1 provides a
framework for distinguishing different governance structures for public
goods in the EU. The variable combinations of rule-setting, financing
and delivery reflect the hybrid nature of many public goods, notably
where trade-offs exist between economies of scale, cross-border
externalities and differences in national preferences.

Between full EPGs and NPGs, several intermediate cases exist,
for which responsibility is shared between the EU and its member
countries in different ways:

o Member-state-delivered EPGs: these are public goods for which rule-
setting is done at EU level and financing comes from the EU budget, but
delivery is handled by national governments. Examples include crisis-
response mechanisms such as NextGenerationEU (NGEU).

« Member state-funded EPGs: in these cases, rules are set at EU
level and delivery is managed by the EU, but financing comes from
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national contributions. Examples include macro-financial stability
mechanisms such as the European Stability Mechanism (ESM) and
security initiatives such as the European Peace Facility.

o Coordination public goods: these are areas in which the EU
sets the rules but does not finance or directly deliver services.
Instead, national governments implement policies in line with EU
coordination mechanisms. Examples include state aid rules, the EU
fiscal framework and national industrial strategies shaped by EU
policy frameworks.

o EU-funded integration objectives or NPGs: these cases involve EU
financing for initiatives that are primarily national in scope but
align with broader EU integration goals. Examples include regional
cohesion funding (eg EU cohesion and regional funds) and health
initiatives such as some aspects of EU4Health.

¢ Member state-funded EPGs: in some areas, rule setting is national,
but EU-level institutions manage the delivery and financing
is provided by member states. Examples include joint vaccine
procurement programmes and coordinated defence procurement
(for instance, through the European Defence Agency, EDA).

¢ Member state-provided EPGs: many goods that meet our EPG
definition - that is, they are publicly provided, involve strong
EU-wide externalities and should be provided at EU level - are
currently designed, financed and delivered at national level
for historical reasons, or because the requisite financing is not
available at EU level. This includes most defence spending and
significant spending on partnerships and development that benefit
the EU as a whole.

Understanding the distinction between these categories is essential
in order to evaluate the efficiency and appropriateness of EU budget
allocations. While full EPGs justify EU-level funding and delivery,
spending on NPGs or integration objectives requires careful scrutiny
to ensure alignment with European priorities. Identifying areas in
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which reallocation of resources can better support EPGs will be a key
consideration in discussions on the future of the MFE

Furthermore, while military and defence policies remain primarily
a national responsibility because of EU Treaty provisions, hybrid
approaches such as the European Peace Facility or joint procurement
through the EDA illustrate how some aspects of security policy can be
coordinated at the EU level without falling under the MFE Similarly,
emergency response mechanisms - whether inside or outside the MFF
- must be designed to ensure swift action.

Table 1: The current governance of public goods in the EU

Rule-setting Financing Delivery Examples

Full EPG: Research (Horizon Europe),
EU EU EU infrastructure (Connecting Europe
Facility)

Nationally-delivered PG: Crisis

150 EN National resolution (NGEU)

Nationally -funded PG: Macro
EU National EU stability (ESM), security (European
Peace Facility)

Coordination PG: National Industrial
EU National = National and economic policies (state aid,
fiscal rules)

EU-funded integration objectives or
PG: Regional cohesion (EU Cohesion
Funds, Regional Funds), Health
(EU4Health)

National EU National

Nationally -funded PG: Security

National National EU Lo
(procurement coordination)

Nationally -provided PG: Most
National National = National defence, MS-level development
assistance

National National = National Full NPG: Eg Cultural policy
Source: Bruegel. Note: the table shows the current governance of public goods (PGs)
in the EU. In some cases of path dependency, PGs should be provided under different
governance types (eg defence).
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By analysing the governance structure of EU-funded initiatives
through the lens of EPGs and NPGs, we can better assess the scope for
reallocation within the EU budget and the optimal balance between
national and EU-level responsibilities.

2.3 Assessing MFF expenditures through the lens of European
public goods

The 2021-2027 MFF structures EU expenditures under seven headings,
which are further broken down into subheadings and spending lines.
This section evaluates the extent to which EU budget allocations under
each heading in the 2021-2027 MFF contribute to the provision of EPGs,
by assessing each major programme or policy area against the criteria
discussed in section 2.2:

o Public or private character: is the good non-rival and non-
excludable across EU countries?

o Scale and scope efficiencies: can centralised EU provision cut costs
or improve effectiveness compared to national provision? Does EU
involvement bring added value?

¢ Presence of externalities: does provision or under-provision in one
country affect others? Are there weakest-link or aggregate-effort
dynamics?

¢ Preference similarity: do EU members have similar interests in how
the good is provided?

« EU treaty obligations and integration objectives: are programmes
motivated primarily by legal or political commitments (eg
redistribution), without meeting EPG criteria?

This framework allows us to go beyond formal EU classification and
assess the economic rationale for EU-level provision. Where only some
components of a programme can be considered EPGs, we apportion
spending accordingly, based on content and regulatory objectives.
In ambiguous cases, legal definitions and programme objectives (as
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set out in EU regulations) were used to guide classification. Detailed
assessments by heading can be found in annex 1.

2.3.1 Overview of the MFF’s seven main headings and their EPG relevance

Based on our detailed assessments (annex 1), our main findings for the
seven headings can be summarised as follows (amounts in brackets show
the total allocation to each heading in the 2021-2027 MFF; see also Figure

1):

Heading 1: Single market, innovation and digital (€150 billion)

This heading includes programmes that support research and innovation
(eg Horizon Europe), digital transformation and the development of
cross-border infrastructure through the Connecting Europe Facility
(CEF). Horizon Europe and Euratom clearly qualify as EPGs, given their
support for knowledge creation and coordination across borders. CEF
projects (energy, transport, digital) also offer cross-border spillovers.
However, parts of the Digital Europe Programme and InvestEU focus on
private goods or national interests, such as support for small and medium-
sized enterprises (SMEs), artificial intelligence (AI) development and
regional hubs. The space programmes Galileo and Copernicus generate
shared benefits and economies of scale and are thus also classified as
EPGs. Overall, this heading contains a substantial share of EPG-aligned
spending, especially in cross-border research and infrastructure.

Heading 2: Cohesion, resilience and values (€427 billion)

As the largest MFF heading, Heading 2 primarily funds regional and social
redistribution through the European Regional Development Fund (ERDF)
and the European Social Fund Plus (ESF+). These instruments target
economic convergence, labour market integration and social inclusion,
which are legitimate EU policy goals, but not public goods in the strict
economic sense. Redistribution is driven by political commitments
rather than cross-border efficiency gains. Exceptions include some
ERDF-funded infrastructure projects and the Cohesion Fund, which
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support climate action and cross-border transport, which are clear EPGs.
Programmes such as Erasmus+ do support mobility and integration
across borders and are considered EPGs. Nonetheless, less than half
of this heading contributes to EPGs; the rest is better characterised as
integration-oriented redistribution.

Heading 3: Natural resources and environment (€400 billion)

This heading is dominated by the Common Agricultural Policy (CAP),
which supports income for farmers and rural development through
the European Agricultural Guarantee Fund (EAGF) and European
Agricultural Fund for Rural Development (EAFRD). While food security
has some public-good aspects, the CAP relies heavily on direct income
support and sectoral subsidies, which are not conducive to food security
but are rather policy preferences. Environmental objectives (eg eco-
schemes) and programmes such as the Programme for Environment
and Climate Action (LIFE) do align with EPG principles by targeting
global challenges such as biodiversity and climate change. The Maritime
and Fisheries Fund addresses negative externalities such as overfishing,
qualifying as an EPG. However, these EPG components represent a
minority of the total. The CAP continues to reflect national-sectoral
support rather than EU-wide public goods provision.

Heading 4: Migration and border management (€26 billion)

Migration and border security involve cross-border interdependence
and weakest-link dynamics, especially within the Schengen Area.
Asylum systems and external border management in one country
affect all EU members. Programmes such as the Asylum, Migration
and Integration Fund (AMIF) and the Integrated Border Management
Fund address these issues and support the Common European Asylum
System. Funding here helps mitigate spillovers from poorly coordinated
migration responses and strengthens the EU’s collective external border.
Since the effectiveness of border control depends on all members, these
programmes are strongly aligned with the definition of EPGs. Almost all
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of Heading 4 spending can thus be classified as EPG expenditure.

Heading 5: Security and defence (€14 billion)

Spending under this heading supports internal security and safety of
European citizens, strengthens Europe’s defence capacities and provides
the tools needed to respond to internal and external security challenges,
which EU countries alone are not able to deal with effectively. Security
challenges are highly interdependent: terrorism, organised crime and
other threats cross national borders and require coordinated responses.
The Internal Security Fund and nuclear decommissioning programmes
are classic EPGs, preventing negative spillovers and benefitting all EU
countries. The European Defence Fund and Military Mobility initiative
are intended to tackle defence market fragmentation and enable
cost-efficient, interoperable EU military capabilities. Defence policy
is increasingly recognised as an area in which EU-level economies of
scale and positive externalities are significant, even if direct military
expenditures cannot be financed by the MFF because of limitations
laid down in the EU treaty. As such, this heading represents a nearly full
allocation to EPGs.

Heading 6: Neighbourhood and the world (€110 billion)

External relations, development assistance and neighbourhood policy
account for a substantial share of this heading. Many of the funded
activities, such as climate action, conflict prevention and sustainable
development, are global public goods. Programmes such as the
Neighbourhood, Development and International Cooperation Instrument
(NDICI), humanitarian aid and pre-accession assistance advance EU
values and help stabilise neighbouring regions. While some components
(eg humanitarian aid or the Common Foreign and Security Policy) include
national preference elements, the rationale for EU-level coordination is
strong. Shared objectives, institutional scale and the need for a unified
external voice support their classification as EPGs. As a result, Heading 6
is fully EPG-aligned, though national competences still coexist.
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Heading 7: European public administration (€83 billion)

Spending under this heading funds the institutions of the EU, including
the European Commission, the European Parliament, the EU Court
of Justice and related services. These institutions support the legal,
regulatory and governance framework underpinning the single market
and other EU-level activities. Their services are non-rival, non-excludable
and produce EU-wide benefits, including legal certainty and harmonised
application of rules. The cost-efficiency of a single supranational
administration versus 27 replicated national efforts also supports the
classification of administration as an EPG. Despite political debates about
administrative efficiency, all spending under Heading 7 is considered
EPG spending based on both function and institutional necessity.

2.3.2 Summary of our findings

All current MFF budget headings involve at least some spending on EPGs.
For the smaller headings (in monetary terms), most spending can be
considered as spending on EPGs, but parts of the two largest headings
- cohesion policy and the CAP - fall into the category of integration
objectives (cohesion policy) and policy preferences (direct income
transfers under the CAP).

For spending under the next MFF to be fully aligned with
EPG criteria, around half would have to be re-allocated (Figure
2). Re-allocation could take different forms: spending on NPGs
or policy preferences could be nationalised, while spending on
integration policies cannot be funded at national level because of
their re-distributive nature at EU level. We thus do not propose an
elimination of EU spending on integration policies from the next MFE
Consequently, the potential for reallocation of MFF spending from
non-EPGs to EPGs amounts to about 0.3 percent of EU GNI. This would
include reallocation to EPGs of resources currently spent on NPGs,
policy preferences and non-public goods. In the rest of this chapter, we
explore whether such a reallocation can plug the EU investment gap.
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Figure 2: Overview of category allocation across different headings
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Source: Bruegel.

2.4 Assessing the EU budget’s role in meeting additional public
spending needs
Among the major challenges the EU will face in the years ahead - which
will require significantly higher levels of spending than in the past - is
the challenge of closing the EU’s ‘investment gap’ as identified by Draghi
(2024). Other types of expenditure will also be needed to support the
provision of EPGs, even if they are not strictly classified as investment.
This section analyses the funding needs, while chapter 4 examines the
delivery method.

Many studies have quantified the EU’s investment gaps, or the
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additional investment required to meet EU priorities in the next few
years. Strictly speaking, some of the ‘investment’ considered in these
studies does not correspond to investment in a traditional sense. For
example, spending related to subsidising electric vehicles is often
mentioned as a necessary investment to decarbonise the transport
sector. However, this would be closer to industrial policy, rather than
actual public investment, such as investment in public infrastructure. In
this section, we examine the literature on the investment gap to identify
important spending needs, while acknowledging that this also includes
spending items that are not strictly related to investment.

We then examine the public share of overall spending needs and,
within the public component, the respective contributions of EU and
national spending. We map out two scenarios, both of which assume
that the EU budget will help narrow spending gaps, but differ in their
assumptions about the reallocation of current EU spending:

1. Maintaining current spending levels without reallocation: the size
(as a share of GNI) and composition of current MFF spending
remains unchanged in the 2028-2034 MFF with additional
spending needs added on top;

2. Full reallocation to EPGs: the 2028-2034 MFF reallocates all
spending items to EPGs, except for cohesion spending that
facilitates redistribution between EU countries, as this cannot be
nationalised. However, other current non-EPG spending would be
transferred to national budgets. In this case, part of the additional
spending is financed by reallocation, and thus the MFF increases
by less than in the first case.

For both scenarios, we calculate the necessary increase in the EU bud-
get as a share of GNI to meet spending needs.
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2.5 Previous estimates of the total spending gap and the public
sector’s role

Various reports have estimated the EU’s total investment needs,
combining public and private contributions, at around 4 percent of GNI
per year - often also including non-investment items. These estimates
are uncertain, and reflect the areas covered and the timeframes used.
Even more uncertainty arises when trying to estimate a public/private
division of overall spending. Table 2 outlines total and public spending
needs as calculated in different reports.

o Draghi (2024) suggested a plausible range for the public share
between 20 percent and 50 percent*, and noted that “fiscal
incentives to unlock private investment appear therefore necessary
to finance the investment plan, in addition to direct government
investment’, highlighting a higher overall fiscal burden. Draghi
estimated the EU investment gap at €750 billion to €800 billion
annually from 2025 to 2030. By assuming a public share of between
25 percent and 35 percent’ this implies an additional annual public
investment requirement equal to 1.1 percent to 1.6 percent of GNI.

« Bouabdallah ef al (2024) calibrated the public share of investment

4  “Direct public investment expenditures will also need to increase. They represent one
fifth of the investment package in some scenarios, while accounting for a larger share
-up to 50% - in others.” (page 283 of Part B of Draghi, 2024). However, the report
does not provide further details about the scenarios or sectors that require a public
share higher than 20 percent, nor does it indicate the desirable average share of the
public sector in total investment needs.

5  We consider a 25 percent to 35 percent range for the public share of total investment
because Draghi (2024) suggested a 20 percent to 50 percent range (see footnote
4), excluding public incentives for private investment - an element Draghi (2024)
deemed necessary. Therefore, we set the lower bound of the range at 25 percent.
For the upper bound of the range, a 50 percent public contribution to all investment
needs appears excessive based on other studies, such as Darvas and Wolff (2023)
and Bouabdallah et al (2024). Consequently, we adopt a more conservative upper
bound of 35 percent.
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6

needs at 26 percent®. They noted the large uncertainty in
investment-gap estimates and thus applied a range of +/- 20
percent around the total investment need, implying a public
funding gap of between 0.8 percent and 1.2 percent of EU GNI
per year. They also suggested an EU share at around 30 percent
of public investment needs, implying an additional EU budget
investment need of around 0.3 percent to 0.4 percent of GNI
annually. This estimate is at the lower end of the suggested EU
shares in the studies reviewed.

Felbermayr and Pekanov (2024) estimated an upper ceiling for
an EU budget that adequately finances EPGs at 3 percent of GNI,
amounting to EU financing of around €540 billion per year.
Studies on different investment need categories - the green
transition (Pisani-Ferry and Tagliapietra, 2024) and defence
spending (Burilkov and Wolff, 2025) - imply public financing
between the ranges discussed above.

Numbers for Bouabdallah et al (2024) were read visually from the graph in the
paper.
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Table 2: Annual additional ‘investment’ needs

Pisani-Ferry

Draghi (2024) Bouabdallah et Felbermayr & & T?gg;};)l .e tra
al (2024) Pekanov (2024) Burilkov and
Wolff (2025)
) Green
publicshare of 5, - 359 25% - transition:
25%-50%
EU share of
public share i 30% ]

Additional annual total (private and public) investment needs, € billions

750-800

617-926

Additional annual public (national and EU) investment needs, € billions

Green transition 113-158 117-175 - 86-172
Digital 38-53 11-17 -
Defence 13-18 21-32 -
Innovation 25-53 - - -
Infrastructure - -
Additional annual EU investment needs, € billions

Green transition - 32-48 -
Digital - 11-17 - -
Defence - 3-4 180 125
Innovation - - 180 -
Infrastructure - - 180

190-280 149-223 211-298 (1.2%-
Total public (1.1%-1.6% of  (0.8%-1.2% of 1.7% of EU

EU GNI) EU GNI) GNI)
Total EU - O 54&}36%’)“ -

EU GNI)

Source: Bruegel. Note: investment needs calculated over 2025-2030 in Draghi (2024)
and 2025-2031 in Bouabdallah ef al (2024). See footnote 5 for our calibration of the 25
percent to 35 percent public share based on Draghi (2024). Numbers for Bouabdallah

et al (2024) are read visually from the graph in the paper and a +/-20 percent range is
applied, as suggested by the authors. Felbermayr and Pekanov (2024) proposed their
numbers in the context of the next EU budget. ‘Infrastructure’ in Felbermayr and

Pekanov (2024) refers to the financing of pan-European infrastructure projects such

as electricity, which are all classed under the green transition in other studies. Shares
of EU GNI based on 2024 numbers at €17900 billion. Numbers are rounded and sums
might thus not correspond to sub-components.
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2.6 Amore granular assessment of the EU budget’s role in meeting
spending needs

Most estimates reported in Table 2 are based on historical public
financing patterns. However, given the evolving nature of spending needs,
this approach is not the most appropriate for anticipating the role of
public funding and, within it, the EU budget contribution.

In this section, we take a closer look at the EU’s investment priorities
and assess whether each investment item qualifies as a public good and,
if so, whether it would benefit from EU-level financing.

This section focuses specifically on the green and digital transitions,
given their strategic importance for the EU’s future. The green transition
assessment includes spending on international climate finance
and innovation-related expenditures, which are often overlooked
in evaluations of the EU’s investment gap. We also discuss potential
defence-related MFF spending needs, but lacking proper estimates, do
not quantify this important spending item.

2.6.1 Additional spending needs: the green transition
To assess the green-transition related spending needs in different
sectors, we rely on Baccianti (2022), Bizien et al (2024) and European
Commission (2020b, 2023). We focus on five areas in particular: energy
systems, buildings, transport, environmental measures and other
sectors’. Notably, spending needs associated with climate adaptation
are not included in these studies, and will not be covered, but we extend
these studies by including possible EU-level spending on innovation and
international climate finance.

From a public good perspective, climate protection ticks two
important boxes: it is non-rival and it is not supplied at an adequate
level without public intervention (Buti ef al, 2023).

7  Investment needs for environmental protection are often not included in ‘green
investments, which is why the overall investment gap might exceed the levels often
cited in the public discourse.
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Claeys and Steinbach (2024) argue that preferences across the EU
are not always similar - resulting in a so-called trade-off EPG. In this
context, we assess the degree to which green transition spending needs
correspond to the EPG concept. Table 3 summarises these findings. We
find a range between €134 billion and €142 billion annually for green
spending needs that can be financed by the EU budget. This amounts to
around 0.8 percent of GNI.

2.6.1.1 Energy systems
As the backbone of the green transition, energy systems are vitally
important in electrifying the economy on a path to net-zero emissions.
Energy-system investment needs can be separated into two main
categories: grids and power generation.

Investment in grids can be categorised into three broad areas:
distribution networks, transmission networks and interconnectors.

¢ Distribution networks are operated by private and public players
across the EU, with public ownership at national or municipal level.
They connect the end-consumer to the electricity network.

¢ Transmission networks transport energy over longer distances and
are operated at national level.

¢ Interconnectors connect these national transmission networks

across countries.

Most grid investments are expected to occur at the distribution level
(Heussaff and Zachmann, 2025).

As distribution and transmission networks are already financed
and operated locally, we see limited justification for EU involvement
in financing this level of the grid. Current EU-level involvement is
mostly connected to cohesion policy and is of a redistributive nature.
As we have argued, cohesion policy should be viewed in the context
of economic convergence as an important factor in the European
integration process, but not as an EPG; rather, it can be categorised as
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an integration policy preference. Further helpful involvement of the EU
is of a non-monetary nature, such as ensuring network interoperability
(ECA, 2025).

We thus only categorise interconnectors as EPGs in the context of
grid investment needs. ENTSO-E (2025) estimated the investment
needs for interconnectors up to 2030 at €5 billion/year®, which is
also broadly in line with CIP (2025). Current investment under the
Connecting Europe Facility - Energy provides about €1 billion/year®
(Heussaff and Zachmann, 2025), meaning an investment gap related
to interconnectors of €4 billion/year, or about 10 percent of total grid
investment needs. Our estimate implies an EU contribution to public
investment at around one-third, which is in line with the findings of
Baccianti (2022), who estimated the share of public investment in grids
at 30 percent.

For power generation, most investment is expected to come from the
private sector. Baccianti (2022) estimated the public share of national
and EU sources at 5 percent. Renewable energy subsidies will decrease
over time and are currently largely national. The role of the EU could be
to coordinate renewable deployment. This, in turn, can lead to efficiency
gains in storage (Roth and Schill, 2023). The EU could also play a role
by investing in R&D and supporting early-stage technologies; here, EU
involvement would lead to efficiency gains and economies of scale. We
assume the EU could contribute half of the 5 percent public investment
share - thus an EU share of 2.5 percent.

In the medium and long terms, these investment needs are likely
to change. As deployment of renewables and the electrification of
the economy progress, the energy system will need to become more
flexible. Part of this flexibility, through different storage options, will
presumably change investment needs in relation to grid infrastructure,

8 ENTSO-E (2025) expects investment needs to gradually increase to €6 billion/year
up to 2040 and to up to €13 billion/year up to 2050.

9  €5.8 billion from 2021-2027 under the current MMFE
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while flexibility in power generation will be provided by, for example,
a small number of gas power plants. These will need to be subsidised
as they will not be profitable in their function as back-up power plants.
This will presumably happen at national level and will not necessarily
impact EU spending.

2.6.1.2 Buildings

Buildings require the largest amount of additional spending to meet the
EU’s 2030 climate targets. Most studies treat the need for investment in
residential buildings, non-residential buildings and heating infrastructure
separately.

From a public good perspective, spending in the building sector is
difficult to assess. By reducing the carbon footprint of buildings and
their impact on climate change, renovations have positive externalities.
They are also provided at an insufficient level without government
intervention (Keliauskaite et al, 2025). Renovation of buildings might
therefore be classified as a public good. However, we consider it to be a
national rather than European public good. With significant differences
in countries’ renovation needs, the efficiency effects of EU-level
funding are unclear. In addition, there are possibly strong differences
in preferences between EU countries. From a public good perspective,
there is thus no clear rationale for the use of MFF resources for building
renovations.

Building renovation subsidies can, if implemented properly, have
redistributive effects, which we categorise as a policy preference.
While not strictly a public good, public support for renovation might
be necessary to avoid ‘green backlash’ and increase acceptance of
climate policies in EU countries. In this respect, there is scope for the
EU to become active - and it has. The Social Climate Fund, a policy
instrument outside the MFF (see footnote 25), is aimed at redistributing
a portion of emissions allowance revenues among EU countries to
protect lower-income households (Jiingling ef al, 2025).
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2.6.1.3 Transport

The transport sector is one of the EU’s main CO2 emitters. Accordingly,
the spending needs are substantial. The transport sector can generally
be divided into private and public - the former including passenger and
commercial vehicles, while the latter refers to public transport.

Much of the need for investment in this category arises from the
replacement of private internal combustion engine cars with electric
vehicles (EVs). Replacement of old cars over time would happen
anyway; the issue is to switch to more environmentally friendly cars at
a rapid pace. To encourage the replacement, there is room for public
intervention in the private transport sector. Most of this occurs in the
form of subsidies at national level. While there are potential scale effects
and efficiency gains from pooling these subsidies at EU level, this would
be at odds with the different preferences of EU countries. We thus do not
classify these subsidies as spending on an EPG.

Similarly to investment in buildings, EV subsidies have the potential
for redistributive effects. A potential vehicle for EU-level coordination
could again be the Social Climate Fund, aimed at subsidising EVs in an
efficient way that reduces the impact on the most vulnerable.

Charging infrastructure is another aspect of the decarbonisation
of private transport. It has clear scale effects and the potential for
efficiency gains if coordinated at EU level. Bizien et al (2024) estimated
the public charging infrastructure investment gap at €3.6 billion/year,
which we classify as EPG spending.

While public transport infrastructure is typically considered to be
a private good, public intervention might be needed in cross-border
cases. We can thus separate investment needs into national public
transport and the Trans-European Transport Network (TEN-T). While
the former qualifies as a private good, the latter is clearly an EPG and
should thus be financed fully by the EU.

Cohesion considerations could warrant EU involvement in public
transport investment that does not involve cross-border investment.
However, we disregard that here for the same reason as outlined above:
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cohesion policy itself is not necessarily a public good but rather a policy
preference.

2.6.1.4 Environmental measures

Environmental measures are textbook public goods. Without public
intervention, environmental protection, sustainable resource
management and investments in the circular economy would be severely
undersupplied.

Generally, environmental protection has cross-border aspects
- national governments potentially undersupply environmental
protection by keeping it within their borders and disregard spillovers
to neighbouring countries. Examples of environmental protection
that can be considered EPGs include air quality protection, waste
management including wastewater, soil and surface water protection
and biodiversity. While some of these measures might seem like
regional public goods, they also have global climate implications, which
are often overlooked (Grabbe and Léry Moffat, 2024). Efficient resource
management and the circular economy also have strong EPG characters
because of cross-border aspects and scale effects.

Estimates in this spending category are difficult to capture. Existing
works likely underestimate the spending need. As outlined in Fiore and
Grabbe (2025), the annual financing gap for biodiversity alone may
amount to €18 billion in the EU. In addition, any shortcoming in current
spending earmarked for environmental protection and biodiversity
might lead to increased spending needs in the future, thus widening
the spending gap. As outlined in chapter 4, spending under the current
CAP has been criticised for its limited contribution to environmental
protection, while more than half of CAP spending was found to be
harmful for biodiversity (WWE, 2024).

Baccianti (2022) suggested a 50 percent share of public spending
on the circular economy, which we extrapolate to other environmental
measures, while noting that more precise estimates are needed. We see
a strong rationale for the EU to contribute fully to the public share in
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order to avoid potential undersupply by EU countries, and to produce
scale effects where needed.

2.6.1.5 Other sectors

The decarbonisation of the real economy poses a major challenge
because of the complex underlying dynamics and the differing needs of
companies. This covers various areas including the decarbonisation of
industry and services and the development of innovative technologies.
These measures strengthen the EU’s competitiveness globally and
contribute to climate action.

Much of this spending will relate to the decarbonisation of
production processes - for example, through the use of green
hydrogen. Estimates presented by Baccianti (2022) and the European
Commission (2023) mainly focus on industrial decarbonisation in the
form of capital expenditure. Baccianti (2022) suggested a public share
of 30 percent to 50 percent for the financing of the green transition
in the industry sector. He argued that this would include, apart from
investment grants, recurring subsidy payments. In our view, there is a
strong rationale for fully centralising industrial subsidies at EU level to
ensure a level playing field across the EU and to smooth out differences
in national fiscal capacities. However, achieving this would require
broad political consensus and substantial legislative change, which
are unlikely in the near term. We therefore assume the continuation of
the current institutional framework, in which industry-level subsidies
for companies are provided at national level. Furthermore, investment
grants that do not contribute to the financing of cross-border goods are
better classified as spending on NPGs and should thus be financed at
national level.

In line with the theory of public goods, public resources should
be used where private investment in insufficient and results in
an undersupply of climate action. This would apply to innovation
related to the green transition. Areas here include R&D investment,
support for early adoption of innovative clean technologies and the
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provision of financial de-risking tools to reduce the cost of capital for
private investors (Pisani-Ferry and Tagliapietra, 2024). These areas
would benefit from centralised EU involvement through the creation
of economies of scale and efficiency gains. None of the studies we
surveyed covers the financing of innovation. We thus add information
from a literature review conducted by the European Parliamentary
Research Service (Saulnier et al, 2025). This estimated the R&D
investment gap for low-carbon innovation at between €10 billion and
€26 billion per year, with a public component of €2 billion to €8 billion
a year (25 percent to 30 percent). Given the substantial scale effects
the EU could provide, the EU share of the public financing component
could be 50 percent.
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2.6.1.6 International climate finance

In addition to driving the green transition within the EU, supporting
climate transition in developing economies is a critical but often
overlooked aspect. The EU’s role in international climate finance is
essential for both reducing global emissions and from the strategic
perspective of external action.

Bolton et al (2025) estimated that international climate finance
needs will amount to $465 billion (about €410 billion) per year from
2025 to 2035, of which $124 billion (or €109 billion) would be provided
by the public sectors of a coalition of willing countries, comprised of
wealthy nations, including EU members. Based on this estimate, Bolton
et al (2025) calculated that the EU, including both the EU budget and
national contributions, would need to provide around $69 billion (or
€61 billion) annually.

To estimate the additional spending needs, we need to subtract
current spending levels from these amounts. In 2022, the EU and its
members contributed €28.5 billion, implying a funding gap of about
€32.5 billion. If we assume that 50 percent of this should be covered
by the EU, balancing national preferences for foreign policy with the
efficiency gains from EU-level spending, we arrive at an additional
annual spending need to be met by the EU of around €16 billion.
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Table 4: Annual additional spending needs: climate finance and green transition

combined
Bolton et al (2025) Bruegel estimates
Annual deve.loped Annual EU public .
economies - Annual EU public
. (EU and national) .
(private and - spending gap,
. . spending needs, P
public) spending - billions
i, billions
needs, billions
irl‘itrflrar:mnal 410 61 16
= (2.3% of EUGNI)  (0.3% of EUGNI)  (0.09% of EU GNI)
nance
ansiton —
) (0.7% of EU GNI)
spending
134-142
S {iviell (0.8% of EU GNI)

Source: Bruegel. Note: international climate finance estimates show the annual
investment gap for 2025-2035 and are based on Bolton et al (2025). Exchange rate
assumed at $1.1343/€ (as of 5 May 2025, source: ECB). Shares of EU GNI based on 2024
value at €17900 billion. Numbers are rounded. Other green transition spending is from
Table 3.

2.6.1.7 Additional spending needs — digital transition

To investigate the digital transition investment gap, we rely on European
Commission estimates. Generally, the digital transition is not a public
good - it is a private good. Investments that drive digitalisation, which
primarily increase private sector productivity, are not considered a
public good. This includes investment in high-performance computing
(HPC), semiconductors, digital green technologies, cloud computing
and artificial intelligence. Digital skills, which fall under the re-skilling
of workers, can be seen as a private good.

Investment in communication networks, which are most
undersupplied in rural areas, would either be spending on national
public goods or policy preferences for integration. Communication
networks can however also have aspects of cross-border infrastructure,
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such as the initiatives financed by CEF Digital (see annex 1), which
we consider as an EPG. There is limited information available on how
much of the investment gap in communication networks stems from
cross-border considerations. Given estimates of a public share in
telecommunications investment of about 30 percent (WIK-Consult,
2023), we estimate an EU contribution of about 10 percent.
Cybersecurity can be considered as a weakest-link public good.
Because of its cross-border relevance, we classify it as an EPG. Spending
associated with the European Commission’s Next Generation Internet
initiative is aimed at ensuring transparency, privacy and protection of
data'. The protection of data and privacy rights can be considered a
public good, and because of the cross-border nature of online activities
can also be considered an EPG. Common European data spaces also
have EPG characteristics: non-rival, positive externalities from research
using public data and an undersupply by markets (Martens, 2024).

10 See European Commission, ‘Next Generation Internet initiative, https://digital-
.ec.europa.eu/en/policies/next-generation-internet-initiative.



https://digital-strategy.ec.europa.eu/en/policies/next-generation-internet-initiative
https://digital-strategy.ec.europa.eu/en/policies/next-generation-internet-initiative

44 | BRUEGEL BLUEPRINT 37

Table 5: Additional annual spending needs: digital transition

Audit supervisor Bruegel estimates
Additional annual
spending needs EU public
(public and private), spending needs
billions (up to 2030)
Communication networks 42 4
HPC, graphene and quantum 6 0
Cloud 11 0
Al 20 0
Digital green technologies 6 0
Cybersecurity 3 3
Digital innovation/data and 5 5
Next Generation Internet
Semiconductor/photonics 17 0
Digital skills 9 0
Common European data spaces 3 3
125 15

feis (0.7% of EUGNI)  (0.08% of EU GNI)

Source: Bruegel. Note: based on Table 3 in European Commission (2022) and denotes
investment needs up to 2030. Shares of EU GNI based on 2024 numbers at €17900
billion. Numbers are rounded.

2.6.1.8 Additional spending needs — defence

While the EU budget cannot fund military expenditure directly, it can
support the build-up of defence capabilities through industrial policy and
R&D funding, and by incentivising joint procurement. Recent initiatives
reflect a growing willingness among EU institutions and member states
to expand such support via the EU budget. Wollff et al (2025) identified
three main avenues via which EU facilities or regulations contribute to
strengthening defence capacities:
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1. Supply-side measures aimed at scaling up industrial capacity;

2. Incentivising cooperation in procurement of the most urgent
defence products, potentially lowering costs;

3. Alleviation of national fiscal constraints, for example by offering
loans to member states or allowing deviations from agreed fiscal
adjustment paths.

The first two types of support are funded from the EU budget. An
established part of the current MFE the European Defence Fund
(EDF) has a budget of €8 billion dedicated primarily to defence
R&D. Several additional EU defence-related initiatives have been
financed by repurposing MFF funds, including the European Defence
Industry Reinforcement through Common Procurement Act (EDIRPA,
Regulation (EU) 2023/2418) and the Act in Support of Ammunition
Production (ASAP, Regulation (EU) 2023/1525).

EDIRPA is designed to cover the ‘cooperation costs’ associated with
joint procurement projects involving multiple EU countries, thereby
incentivising such cooperation. It has a €310 million envelope, €300
million of which is sourced from the EU budget'" and €10 million
from Norway. ASAP supports industrial policy measures to scale up
ammunition production and is fully funded from the EU budget with an
envelope of €500 million'.

In addition, the European Commission proposed the European
Defence Industry Programme (EDIP) in March 2024, which would
expand ASAP to all defence industries (Wolff et al, 2025). The current
proposal suggests an envelope of €1.5 billion for 2025-2027, which
would also be funded under the current MFF’s Heading 5.

11 According to the draft regulation (European Commission, 2022) this is sourced from
Heading 5: Security and Defence. Note that the initial proposal foresaw an envelope
of €500 million.

12 See Commission Implementing Decision, available at https://defence-industry-
space.ec.europa.eu/document/download/5845b34d-bb2f-4381-aca3-ec9ff965{687

en.


https://defence-industry-space.ec.europa.eu/document/download/5845b34d-bb2f-4381-aca3-ec9ff965f687_en?filename=C_2023_7320_1_EN_ACT_and_annex.pdf
https://defence-industry-space.ec.europa.eu/document/download/5845b34d-bb2f-4381-aca3-ec9ff965f687_en?filename=C_2023_7320_1_EN_ACT_and_annex.pdf
https://defence-industry-space.ec.europa.eu/document/download/5845b34d-bb2f-4381-aca3-ec9ff965f687_en?filename=C_2023_7320_1_EN_ACT_and_annex.pdf
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However, industrial policy and research support alone are
insufficient to meet the EU’s defence capability needs. Security and
defence are EPGs, but industrial and research policies can only enhance
competitiveness and technological advancement in segments of the
defence industry. The broader expenditure needs, particularly for
military hardware and operational readiness, are vast and cannot be
financed through the EU budget because of the Treaty restrictions.

While some estimates of overall defence investment needs have been
made (Burilkov and Wolff, 2025), these typically focus on rearmament
and equipment procurement, which cannot be funded by the industrial
policy and research pillars of the EU budget.

The literature seems to lack a quantification of the specific spending
needs to be financed by the EU budget in the form of industrial policy,
R&D funding and procurement incentives. Such an analysis is beyond
the scope of this Blueprint and therefore we do not provide an estimate
for an EU contribution to defence spending needs. As a result, the
EU budget spending needs we estimate in this chapter should be
interpreted as a lower bound, since they exclude additional defence-
related expenditures for which financing from the EU budget would be
desirable.

2.7 An EPG-oriented EU budget

By combining the EU-funded additional spending needs we have
estimated in this chapter, we arrive at €149 billion to €157 billion per year,
or approximately 0.8 percent of GNI. These spending gap calculations
are based on studies that typically assessed needs up to 2030. However,
investment needs, particularly for the green transition, will not disappear
and may even increase further (Pisani-Ferry and Tagliapietra, 2024),
though the composition of this spending might change over time. The
European Commission (2024) has also projected that green investment
needs are set to increase until the net-zero target is reached in 2050.
However, given the difficulty of extending our bottom-up approach into
the future, we assume that the spending needs identified up to 2030
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will remain for the rest of the 2028-2034 MFF period. Consequently,
our results should be considered a lower-bound estimate of the MFF
spending needs for that period.

A further issue in relation to the size of the 2028-2034 MFF is
NextGenerationEU (NGEU) debt repayment, which is scheduled to
begin in 2028. Over the 2028-2034 MFF period, interest and principal
repayments on NGEU grant-related borrowing could amount to
between €140 billion and €168 billion, or €20 billion to €24 billion
annually, depending on whether the principal is repaid in equal euro
amounts or equal share of GNI in 2028-2058 (Darvas and McCaffrey,
2024).

If NGEU is understood as a one-time response to the pandemic,
providing additional EU resources rather than front-loading future
EU spending, then its debt servicing costs should not be offset by
reductions in other EU expenditure, particularly those focused on
EPGs. Instead, these repayments should be added on top of the MFE,
necessitating a further increase in its overall size.

In addition, fully covering the interest costs of current EU loans to
Ukraine would require approximately €11.5 billion over the next MFF, or
€1.6 billion annually (Darvas and McCaffrey, 2024). Combined, NGEU
debt service and the Ukraine interest subsidy would result in additional
EU spending of €152 billion to €180 billion over the 2028-2034 period, or
€22 billion to €26 billion annually, corresponding to roughly 0.1 percent
of EU GNI annually.

The annual additional 0.8 percent of GNI in EU spending that we
estimate, and the 0.1 percent of GNI NGEU debt service/Ukraine
interest subsidy, are substantial compared to the current MFE, which
amounts to 1.1 percent of GNI. The additional amounts could be
incorporated into the next MFF in two ways:

1. Noreallocation from non-EPGs: the extra 0.9 percent of GNI
EU spending annually would be added on top of the existing 1.1
percent GNI MFF, leading to a new MFF of 2.0 percent of GNI. This
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would amount to a total of €2.9 trillion over the seven-year MFF'3.

2. Full reallocation of non-EPGs (except cohesion policy): Since
cohesion policy has a cross-country redistribution objective and
cannot be nationalised, only other non-EPG expenditures would be
shifted to national budgets. We estimate these at 0.3 percent of GNI,
resulting in an overall MFF spending ceiling of 1.7 percent of GNI,
with MFF expenditures rising to €2.4 trillion in total over seven
years.

These estimates represent the upper and lower bounds for an EU
budget that would be large enough to finance the EPG part of additional
spending needs. They do not include our proposed emergency fund
(section 2.1), which could be activated in response to EU-wide spending
emergencies, such as the COVID-19 pandemic or the 2015-2016 refugee
crisis, thereby not requiring the diversion of resources away from EPGs
within the MFF under exceptional circumstances (Buti et al, 2024). Nor
do they include defence-related additional common spending'.

Overall, the EU budget as currently set up is not big enough to
achieve the EU'’s climate and digital goals. Even if non-EPG spending
is deducted, a significant increase in EU expenditure will be necessary.

13 To calculate euro values, we used GNI based on the AMECO forecast (autumn
2024) up to 2026 and the European Commission’s 2024 Ageing Report for long-term
projections.

14 Some defence-related common spending could be included in the MFE such as
defence industrial policy and incentives for common procurement. Spending on
military-related purchases, such as strategic enablers, may be more appropriately
provided through an intergovernmental vehicle (Zettelmeyer et al, 2025). We did
not include defence-related spending needs in our calculation because of the lack
of availability of studies quantifying the spending gaps and the possible role of the
EU in filling these gaps.



3 EU budgetrevenues and the
search for new sources

3.1 Context

EU budget revenues, referred to as ‘own resources’ in the Treaty on
the Functioning of the European Union (TFEU, Article 311)', are
primarily composed of contributions from member states, as the EU
lacks the authority to design and implement its own revenue collection
mechanisms. Most of these contributions are calculated statistically,
based in particular on EU member state gross national income (GNTI)
and value-added tax (VAT) revenues. Revenues arising from the
implementation of a common EU policy, such as customs duties collected
under the EU’s common trade policy, are typically referred to as ‘genuine
own resources. However, even these genuine own resources are collected
by national administrations, as the EU does not have its own collection
agencies for customs duties or taxes.

Given that the term ‘own resources’ is somewhat misleading - most
of these revenues are not directly ‘owned’ by the EU but are instead
allocated by member states - we refer to them as ‘EU budget revenues’
throughout this chapter. This chapter reviews proposals for new EU
budget revenue resources to finance new EU spending, repay the EU
borrowing that has financed NextGeneration EU (NGEU) grants and
fund the interest subsidy for Ukraine (chapter 2).

15 ‘Ownresources’ refers to all revenue streams assigned to the EU budget by the
Own Resources Decision (ORD, Council Decision 2020/2053), a special legislative
procedure pursuant to Article 311 that requires unanimity of EU countries. Other
sources such as proceeds from fines resulting from breaching EU laws are not
designated in the ORD and are not called ‘own resources.
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EU finances are governed by various ceilings established in two
main laws. The Own Resources Decision (ORD) sets out the financing
system of the EU budget, including the overall ceilings on the amounts
that can be allocated. It is adopted unanimously by the EU governments
and must be ratified by all EU countries in line with their national
constitutional requirements. The ORD does not have a fixed end date,
but remains in force until a new decision replaces it.

The second main law is the Council regulation on the Multiannual
Financial Framework (MFF; most recently: Council Regulation
(EU, Euratom) 2020/2093 of 17 December 2020). This also requires
unanimous adoption by EU countries but not national ratification, and
its adoption is subject to the consent of the European Parliament. The
MFF must cover a period of at least five years, though since 1993, each
framework has spanned seven years. It sets ceilings on EU spending,
within the limits of the ORD, both for the overall seven-year period
and for the main categories of spending, known as headings (chapter
2). Two types of ceiling are applied to EU spending: commitments
(a reservation to cover future payments) and payments (the actual
amounts paid out).

The 2020 ORD (Council Decision 2020/2053) raised the EU budget’s
own resources ceiling (ie the maximum amount EU countries could
be asked to contribute to the EU budget) by an additional 0.6 percent
of EU GNI in each of the 38 years from 2021 to 2058, to cover NGEU-
related liabilities. This extra resource cannot be allocated to other
purposes'®. However, the European Parliament, the Council of the EU

16 Darvas and McCaffrey (2024) estimated that this additional revenue ceiling is 9.5
times greater than the anticipated cost of NGEU grant-related interest and principal
repayments.
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and the European Commission'’ said in 2020 they wanted to offset the
increases in the GNI-based contributions needed for the repayment of
NGEU debt, and have instead proposed that sufficient new EU budget
revenues should be introduced.

Introducing additional EU budget revenues has already proved
challenging. European Commission proposals in 2021 triggered a lively
debate but did not lead to any agreement. The European Parliament
in May 2023 made a non-binding proposal for new revenue resources,
followed by a revised Commission proposal a few months later.
The European Parliament then approved the Commission’s revised
proposal, but at time of writing it still awaits Council decision, and
negotiations appear to be at a standstill.

We next set out a brief overview of EU budget revenues, followed
by a discussion of core principles in the search for new EU budget
revenues. We then examine the Commission’s proposals and alternative
suggestions. Finally, we describe the extent of and rationale for revenue
correction mechanisms (‘rebates’), before concluding.

3.2 EU budget revenues from 2000-2023

The main source of revenue for the EU budget since 2000 has been the
GNI-based contribution (Figure 3), which reached €98 billion in 2023.
The next two largest revenue sources, customs duties and VAT-based
revenues, each contributed approximately €22 billion in 2023. A levy
on non-recycled plastic waste, introduced at the start of 2021, added €7
billion. The United Kingdom provided an additional €9 billion as part of
the Brexit settlement, though this revenue will decline gradually. Other

revenues (administrative revenues, financial revenues, default interest

17 2020 Interinstitutional Agreement between the between the European Parliament,
the Council of the European Union and the European Commission on budgetary
discipline, on cooperation in budgetary matters and on sound financial
management, as well as on new own resources. See points E and F of the Preamble
of Annex II at https://eur-lex.europa.eu/eli/agree interinstit/2020/1222/oj#ntr1-
LI12020433EN.01002801-E0001.
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and fines, and the surplus from the previous year) amounted to €22
billion. Meanwhile, EU borrowing has financed NGEU spending.

Figure 3: EU annual budget revenues, % GNI, 2000-2023
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Source: Bruegel based on European Commission and adopted EU annual budgets.

3.3 EU budget revenues: main principles

The case for expanding the sources of revenue that flow into the EU
budget is less straightforward than it initially seems. First, raising
additional revenue beyond the GNI-based contribution will generally
not raise EU budget revenue, only change its composition (section 3.3.1).
Second, any increase in EU budget revenue represents an opportunity
cost to member-state budgets, even if it is financed from additional
genuine own resources (section 3.3.2). Furthermore, raising additional
own resources will normally have distributional implications (section
3.3.3). Nevertheless, there are good reasons to shift the budget away from
GNI-based contributions towards genuine own resources (section 3.3.4).
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3.3.1 New EU budget revenues do not necessarily generate additional
resources

The ORD defines GNI-based contributions as a balancing item to cover
the gap between actual EU spending within the budget ceiling (currently
about 1.1 percent of GDP) and all other revenue sources (Figure 3)'8.
Consequently, until a new ORD is agreed, raising additional revenue
at the margin, by changing the parameters of existing revenue sources
or introducing new ones, will merely reduce GNI-based contributions,
leaving total revenue unchanged.

For example, when the non-recycled plastic levy was introduced
as a new revenue source for the 2021-2027 Multiannual Financial
Framework (MFF), the overall expenditure ceiling was not increased
and so the levy did not increase total EU budget revenues. Instead,
EU countries contributed through the new levy while reducing their
GNI-based contributions by an equivalent amount. Because the levy’s
cross-country distribution differs from the GNI distribution (Table 6),
its introduction changed the national contributions to the EU budget.

For example, Germany recycles a relatively large share of its plastic
waste and, as a result, saved €400 million in EU budget contributions
in 2023: Germany paid €1.4 billion based on the plastic levy but would
have paid €1.8 billion in the absence of the levy, as the €7 billion in EU
budget revenue from the levy in 2023 would then have been allocated
according to GNI. In contrast, France recycles relatively less, and the
levy increased its contribution to the EU budget by €350 million in 2023:
France paid €1.56 billion under the levy, but would have paid only €1.21

18 Since 1988, the ORD has defined a theoretical ‘own resources ceiling’ (currently at
1.4 percent of GNI), referring to the maximum amount that could be collected for
the EU budget. The difference between the own resources ceiling and the MFF’s
expenditure ceiling (currently approximately 1.1 percent of GNI) is often referred
to as a ‘safety margin’ or ‘budgetary headroom! It ensures that the EU can meet
its financial obligations, such as servicing debt from borrowing used to finance
loans to Ukraine. This budgetary headroom has never been used, while actual
expenditure has often fallen slightly short of the expenditure ceiling. Thus, actual
annual expenditures have determined the amount of EU budget revenues collected.
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billion if, in the absence of the levy, the €7 billion had been allocated
according to GNI. It is also worth emphasising that the levy has a
beneficial side effect by encouraging stronger national-level recycling
policies (for further discussion, see section 3.3.4).

Thus, without increasing the EU budget expenditure ceiling,
introducing new revenue sources would reduce GNI-based
contributions without increasing the total revenue intake, while altering
the distribution of contributions across countries and potentially
advancing certain EU policy objectives, such as promoting recycling in
the case of the plastic waste levy.

3.3.2 Any expansion of the EU budget represents an opportunity cost to
member states’ budgets

If additional EU revenues enable increased budget expenditures, they
will inevitably have an opportunity cost for EU countries, because those
additional revenues could have been directed to national budgets rather
than the EU budget. This is most obvious if the additional revenues
are based on existing revenue sources, such as the VAT or GNI-based
contributions, since these would be directly at the expense of member-
state budgets. But the same is true even when such revenues could not
have been raised by EU members individually (ie raising them requires
coordination or they must be raised at EU level, such as customs duties),
as EU members could agree to raise such resources collectively and
redistribute them to national budgets.

3.3.3 Any new EU budget revenue source changes the distribution of
contributions to the budget

The cross-country distribution of alternative revenue sources differs from
the distribution of GNI across countries (Table 6; see also the German
and French examples in section 3.3.1 in relation to the plastic waste levy).
Therefore, choices over how any new EU budget revenue sources are
shared between countries affect the distribution of contributions across
member states.
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3.3.4 Arguments for shifting from GNI-based contributions to genuine own
resources

Levies on activities for which the EU is competent belong to the EU
collectively. There is greater political legitimacy in directing these
revenues to the EU budget than in directing national VAT or GNI shares to
the EU budget (Monti et al, 2017). Thus, as long as genuine own resources
remain below the payment ceiling (requiring a top-up in the form of
GNI-based contributions), they should arguably be allocated to the EU
budget in their entirety (apart from a collection fee). This is not the case
currently. For example, competition policy fines go directly to the EU
budget, but EU countries keep 25 percent of customs duties - much more
than can be justified as compensation for collection costs.

Meanwhile, the EU’s heavy reliance on GNI-based contributions
has entrenched a ‘culture of net balances, with EU countries focusing
narrowly on the difference between what they contribute to and receive
from the EU budget (European Commission, 2021a; Buti et al, 2024).
This makes net contributors reluctant to support budget expansion,
fearing that their taxpayers are subsidising others, overlooking the
private and collective benefits of common EU spending.

Shifting to genuine own resources, with EU countries acting only as
revenue collectors, could help counter this mindset, but is unlikely to
eliminate it entirely. Even with genuine own resources, it remains easy
for national politicians and the public to aggregate all flows to the EU
budget and judge their own position in net terms.

EU-level collection of EU revenues could further weaken the link,
but might be seen as violating the subsidiarity principle (under which
new tasks should not be allocated to EU level when they can arguably
be performed at national level) and the fundamental importance of
taxation to national sovereignty. Creating, say, an EU tax agency would
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face both political resistance and technical hurdles™.

Another justification for new types of EU budget revenues is that they
could have positive impacts beyond revenue generation. For instance,
the non-recycled plastic waste levy encourages recycling, benefitting
the environment and aligning with EU goals. Environment-related
EU revenues could have similar effects. The EU emissions trading
system (ETS), for example, generates revenue through the auctioning
of emission allowances but is also the EU’s main tool for reducing
greenhouse gas emissions, by putting a price on carbon. Similarly, the
carbon border adjustment mechanism (CBAM) aims to prevent carbon
leakage by imposing a carbon price on certain imports, thereby levelling
the playing field for EU producers and encouraging decarbonisation
globally. Both instruments, though currently not feeding into the EU
budget, reinforce the EU’s climate objectives while creating potential
sources of revenues that are closely tied to policy goals. However, as
with other behavioural taxes, there is an inherent trade-off: the more
effective these instruments are at changing behaviour and reducing
emissions, the less revenue they will ultimately generate.

To summarise: the main reason for introducing new EU budget
revenues should not be solely revenue generation, but rather shifting
the focus away from net balances in the EU budget, and advancing the
EU'’s overarching objectives.

3.3.5 Avoiding regressive EU budget contributions

Finally, in thinking about EU budget revenues, the relative prosperity and
capacity to contribute of each EU country must be taken into account,
along with the need to correct regressive elements in the current budget
revenue system. These points are included explicitly in Protocol No. 28
on Economic, Social, and Territorial Cohesion in the TFEU. They imply

19 National tax administrations are often among the most efficient national
institutions, further justifying the reliance on them, though this does not mean that
an EU tax administration would be inefficient.
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that any new proposals for EU budget revenues should not be regressive.

If regressive elements are present, corrective mechanisms should be

proposed to mitigate their impact.

3.4 European Commission proposals for new EU budget revenues
The European Commission in 2021 proposed three new EU budget

revenue sources: from the EU carbon border adjustment mechanism
(CBAM), emission trading system (ETS) and Pillar One of the OECD/
G20-led international tax agreement (European Commission, 2021b).

Responding to suggestions from European Parliament (2023), which

provided a long list of potential new revenue sources, the European

Commission (2023b) adjusted these proposals, resulting in the following

set of proposals:

Channelling 75 percent of CBAM revenues to the EU budget (or
about €1.5 billion/year); CBAM is in force since October 2023 but
will generate resources only from 2026;

30 percent of revenues (about €19 billion/year) from sales of
carbon allowances from the two parallel EU ETSs: ETS1 (the ETS
in place since 2005, which covers mainly industrial emissions)

and ETS2, which will cover mainly emissions from buildings and
road transport, and which is at time of writing being phased in. The
Commission proposed to channel ETS1 revenues from 2024 and
ETS2 revenues from 2028;

Business in Europe: Framework for Income Taxation (BEFIT),

a proposal to reboot negotiations on a common EU approach

to taxation of corporate profits, which was tabled in September
2023 with an own resources element to be added later (European
Commission, 2023c);

A contribution based on national accounts data on corporate
profits (which could raise EU budget revenues of between €3 billion
to €16 billion per year, depending on the call rate). This would be a
temporary own resource acting as a proxy to corporate income tax
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revenue, until BEFIT becomes operational;

A new resource based on a re-allocation of taxing rights under Pillar
One of the OECD/G20-led agreement among 138 countries (See
Box 1); the Commission proposed to channel 15 percent of such
revenues to the EU budget. Based on country-specific estimates by
Barake and Le Pouhaér (2024), we calculate the annual EU budget
revenue from this resource at a limited €0.5 billion/year®. However,
Pillar One has been delayed and is highly unlikely to be concluded,
especially after the November 2024 US election.

Among these proposals, the own resources based on CBAM, the

ETS and the temporary statistical own resource tied to corporate profits

are awaiting further decisions. Other own-resource ideas have not

been developed into formal proposals. The process is lagging behind

schedule?!, which planned for the implementation of the Commission’s

2021 proposals by 1 January 2023.

Both the CBAM and the ETS may not generate long-term revenue,

since exporting countries might adopt their own carbon taxes instead

of letting the European Union collect it in the case of CBAM, while the

EU'’s 2050 net-zero target will eliminate most new emissions and thus

20 Barake and Le Pouhaér (2024) estimated that 21 EU countries would see net tax-

21

revenue gains under the Pillar One agreement, while Bulgaria, Cyprus, Hungary,
Ireland, Luxembourg and Malta would face losses when considering all countries,
not just those in the Inclusive Framework. The total tax revenue gains for the 21
benefiting countries are estimated to be between €3.65 billion and €3.88 billion

in 2025. Applying a 15 percent share to these figures suggests that the EU budget
could receive between €547 million and €583 million in revenue. These amounts are
slightly lower when only Inclusive Framework countries are taken into account.

See European Parliamentary Research Service, ‘Roadmap to the introduction of
new own resources, undated, https://epthinktank.eu/2023/06/19/reform-of-the-

eu-system-of-own-resources-state-of-play/roadmap for new-own-resources-
socme_timeline timeline/.


https://epthinktank.eu/2023/06/19/reform-of-the-eu-system-of-own-resources-state-of-play/roadmap_for_new-own-resources-socme_timeline_timeline/
https://epthinktank.eu/2023/06/19/reform-of-the-eu-system-of-own-resources-state-of-play/roadmap_for_new-own-resources-socme_timeline_timeline/
https://epthinktank.eu/2023/06/19/reform-of-the-eu-system-of-own-resources-state-of-play/roadmap_for_new-own-resources-socme_timeline_timeline/
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ETS revenues®. Nevertheless, in the coming years, including during
the 2028-2034 MFE, these mechanisms will likely generate significant
revenues and would generate even more for the EU budget if EU
members were to keep only (small) collection costs, instead of the
proposed large 25 percent to 30 percent share of these revenues.

The scope of CBAM could be widened to include additional sectors
and products within the production chain. Such a widened scope could
significantly increase the revenues generated by this resource. A major
opportunity for this should come with the European Commission’s
report on the inclusion of value chain products within the scope of
CBAM, due by the end of 2025, as required by Article 30(3) of the CBAM
Regulation (Regulation (EU) 2023/956).

Since carbon pricing remains unpopular when its costs are directly
borne by households, a political commitment has been made to
channel the allocation of ETS revenues to social compensation and
redistribution. ETS1 revenues are already channelled to two EU funds
outside the MFF, the Innovation Fund? and the Modernisation Fund?®.
ETS2 revenues, plus additional ETS1 revenues, will be channelled to the

22 For 2030, Pisani-Ferry and Tagliapietra (2024) estimated ETS revenues of €65
billion, assuming an ETS carbon price of €75 and an ETS2 carbon price of €45. Of
this, €50 billion would go to EU countries and €15 billion to the EU budget. If carbon
prices rise to €130 for ETS and €100 for ETS2 by 2030, total revenues would reach
€134 billion, with €100 billion accruing to member countries and €34 billion to the
EU budget.

23 The Innovation Fund supports highly innovative clean technologies in areas such
as energy-intensive industries, renewables, energy storage, net-zero mobility and
buildings, hydrogen and carbon capture, use and storage. It is funded with 530
million ETS allowances, generating total revenues of €40 billion from 2020 to 2030,
assuming a carbon price of €75.

24 The Modernisation Fund supports the modernisation of energy systems and
improvements in energy efficiency in 13 lower-income EU countries. It is financed
through revenues from the auctioning of 2 percent of the total ETS allowances for
2021-2030. Assuming a carbon price of €75, the fund’s total revenues are estimated
at €57 billion for the period.
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Social Climate Fund?®, which is also outside the MFE

Meanwhile, while BEFIT is unlikely to achieve consensus in the near
future, a new revenue source based on corporate income has many
positive features. First, it would maintain pressure on EU countries to
move into the direction of corporate income tax harmonisation. Second,
it would more equitably distribute the burden of EU budget revenues
among EU countries. While eastern European countries are relatively
more affected by CBAM and ETS, western economies and small, open
economies would account for greater shares of contributions under this
new resource (see annex 1). This would be particularly true for Ireland
and Luxembourg, which currently benefit from the establishment of
a 15 percent global minimum effective tax and the lack of progress
on Pillar One (which would have otherwise reallocated part of their
revenues to other countries, in addition to the EU own resource
mechanism linked to Pillar One).

25 The Social Climate Fund was established alongside ETS2 to support vulnerable
groups most affected by energy and transport poverty. It focuses on areas such as
energy efficiency, building renovations, clean heating and cooling, integration of
renewable energy, zero- and low-emission mobility solutions and temporary direct
income support. The fund will draw revenues from the auctioning of allowances
under ETS2, along with 50 million allowances from ETS1. Total revenues are
expected to reach €65 billion between 2026 and 2032. Combined with a mandatory
25 percent contribution from EU countries, the fund is projected to mobilise at least
€86.7 billion during this period.
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Box 1: The OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting
In October 2021, 138 member countries of the 0ECD/G20 Inclusive
Framework on Base Erosion and Profit Shifting agreed on a so-called ‘Two-
Pillar Solution’ to address the tax challenges arising from the digitalisation
of the economy.

Pillar One provides for the reallocation of a portion of excess profits of
the largest multinational enterprises (MNEs]) (those with revenues above
€2 billion) to market countries, based on a new nexus rule tied to revenue
thresholds in the countries where they operate. In essence, a quarter of the
excess profits — defined as profits exceeding 10 percent of sales — will be
reallocated to the countries where goods are sold and services are provided.
Implementing Pillar One requires a Multilateral Convention, which has not
been finalised and may never be signed or ratified.

Pillar Two establishes common rules to ensure that MNEs with revenues
above €750 million pay an effective minimum tax rate of atleast 15 percent
in the countries where they operate. The minimum tax (the Global Anti-Base
Erosion, or GloBE, rules] is implemented through an interlocking mecha-

nism. Under this system, the tax is collected:

1. Inthe country where the MNE is headquartered (via the Income Inclusion
Rule),

2. Inthe country where the profit is generated (via the Qualified Minimum Top-
Up Tax), or

3. Inthe market countries where goods and services are provided, if the
income remains untaxed under the first two rules (via the Under-Taxed Profit
Rule, UTPR).

See: https://www.oecd.org/newsroom/138-countries-and-jurisdictions-agree-historic-mile-

stone-to-implement-global-tax-deal.htm.



https://www.oecd.org/newsroom/138-countries-and-jurisdictions-agree-historic-milestone-to-implement-global-tax-deal.htm
https://www.oecd.org/newsroom/138-countries-and-jurisdictions-agree-historic-milestone-to-implement-global-tax-deal.htm
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3.5 Other own resources proposals

Politicians and academics are never short on ideas for new taxes.
Proposals, including from the European Parliament (2023) vary from
sectoral levies to financial transaction taxes. They are not necessarily
consistent, and can mix genuine own resources and statistically based
contributions. Thone (2024) classified proposals into the following
categories: 1) financial sector taxation, 2) climate taxation, 3) statistically
based, 4) corporate taxation and 5) wealth taxation. Kubekova et al (2024)
explored options to boost other revenues.

3.5.1 Financial sector taxation

The financial sector is often targeted by proposals for new EU budget
revenues, ranging from excise duties on share buybacks, taxes on crypto
activities or extending VAT on financial services. A financial transactions
tax (FTT) is often put forward, despite the failure to make progress on it
at EU level, even as an enhanced cooperation project. This suggests that
political capital would be better invested in identifying other EU budget
revenues than the FTT.

3.5.2 Climate taxation
The debate on climate-related taxation has led to various proposals for
new EU budget revenues, including a tax on electricity, additional charges
on road transportation and levies on aviation and shipping. However,
given the Commission’s prioritisation of CBAM and ETS-related revenues
in its proposals, the likelihood of additional carbon-related taxes being
adopted appears low.

An exception could be the expansion of carbon taxation on
shipping?® and aviation. This would reinforce EU climate leadership
in sectors that are traditionally difficult to regulate. Together, these

26 On 11 April 2025, the International Maritime Organisation agreed a binding
greenhouse gas reduction framework. However, the agreed pricing mechanism
cannot be assimilated to a tax mechanism and should be seen only as an
intermediate step.
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industries account for approximately 6 percent of global carbon
emissions and currently face minimal or no carbon taxation. Their
international nature has allowed them to evade national carbon pricing
schemes, making them a logical focus for EU-level action. While both
sectors are gradually being integrated into the EU ETS, significant
exemptions still apply. For instance, in aviation, only flights within the
European Economic Area are covered, while similar limitations exist for
shipping. Expanding the EU ETS to fully encompass these sectors could
help bridge the gap.

Alternatively, the EU could consider targeted taxation measures,
such as a levy on aviation fuel (kerosene tax), a per-flight tax or a ticket
tax on passengers. Some EU countries have already introduced such
measures, providing a precedent for broader EU-level implementation.

Levies on aviation are of two broad types: fuel levies and ticket levies.
Fuel levies are direct taxes on the fuel loaded for a flight. Ticket levies, or
air passenger levies, are fixed fees added directly to ticket prices. Ticket
levies can further be differentiated based on whether the tax is a fixed
fee (sometimes called a “trip tax”; Keen and Strand, 2007), or whether
the tax is proportional to the value of the ticket. Most current ticket taxes
are trip taxes. Landau (2004) proposed the taxation of air corridors, but
this is less discussed in the literature?.

While fuel taxes relate closely to quantities of fuel consumed and
therefore to CO2 emissions, this is less the case with ticket levies,
although there are mechanisms to better align ticket levies with
emissions intensity. For instance, fees can be adjusted depending on
the destination, with higher fees for emissions-heavy long-distance
travel. Fees can also be adjusted based on the ability of passengers to
pay by differentiating the tax by ticket class (economy vs business and

27 Belgium, for example, introduced an aviation tax in 2022, applying a levy per
passenger: €10 per passenger where the final destination is less than 500km distant;
€2 per passenger where the final destination is more than 500km and located inside
the European Economic Area (EEA), the UK or Switzerland; and €4 per passenger
where the final destination is outside of the EEA, the UK or Switzerland
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first class) - also reflecting the amount of space used within the plane
and the weight carried.

Agriculture, meanwhile, accounts for about a quarter of greenhouse
gas emissions, but is exempt from emissions taxation. The introduction
of such taxes would support the sector’s green transition. Agriculture
taxes are planned, for example, in Denmark, alongside certain subsidies
to foster environmental goals, such as afforestation and reduced use of
fertilisers (Box 2). Ultimately, the agricultural sector should be included
in the ETS, which would help level the playing field across EU farms and
could serve as the basis for a new source of EU budget revenue.

Box 2: The ‘Agreement on a Green Denmark’ and its carbon tax on agriculture
In 2024, Denmark proposed a system for pricing farm greenhouse gas emis-

sions. It will introduce taxes on:

e Emissions from livestock from 2030, starting at DKK 300 (around €40]) per
tonne of carbon dioxide equivalent (C0,e), increasing to 750 DKK (around
€100) pertonne C0,e in 2035;

¢ Emissions from drained peatlands in agricultural use of DKK 40 (around €5)
pertonne CO,e in 2028.

The tax on livestock will receive a base deduction of 60 percent, which is
aimed to provide an incentive to use technological solutions at the margin
and to limit the increase in production costs. The corresponding agreement

also foresees subsidies for:

e 250,000 hectares of afforestation and rewetting of 140,000 hectares of
drained peatlands currently used for agriculture;

* Reducing the use of fertiliser on fields by restructuring direct payments
provided through the CAP at €100 per tonne C0,e from 2028;

¢ The storage of biochar produced by pyrolysis.
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The effects of the agreement are estimated to increase prices by around
1 percent with a decline in production of around 4 percentin 2030. The esti-

mated reduction of Danish emissions is 1.8 million tonnes of C02e in 2030.

Sources: Danish Ministry of Climate, Energy and Utilities, 'Effektvurderinger af klimalosning

for landbruget mv.', 28 June 2024, https://oem.dk/media/Onnjpesh/3-effektvurderinger-af-kli-

maloesning-for-landbruget-mv -a.pdf; 'Denmark’s position on an EU ETS for agriculture —

incentives for a sustainable, climate-friendly and competitive agricultural production in the EU',

undated, https://www.ft.dk/samling/20241/almdel/euu/bilag/234/2969188.pdf; Expert Group

for a Green Tax Reform (2024).

3.5.3 Statistically based own resources

Building on the precedent set by the plastic waste levy, successfully
introduced in 2021 (section 3.2), some proposals have suggested further
waste-related statistical resources, based on food waste, e-waste or other
waste beyond plastic packaging.

Beyond environmental considerations, other statistical-based
revenue proposals have emerged. The European Parliament (2023)
proposed a levy linked to countries’ gender pay gaps and a ‘fair
border mechanism, which would impose a levy on imported goods
and services when workers in exporting countries are paid below
international poverty thresholds.

These measures seek to advance policy objectives while generating
revenue. However, they require further development and assessment to
determine their feasibility and potential impact.

3.5.4 Corporate taxation

Digital taxation as a source of EU budget revenue was initially proposed
by the European Commission before the OECD agreed on Pillar One in
October 2021 (Box 1). Some EU countries, including Austria, France, Italy
and Spain, have introduced domestic digital service taxes (DSTs), while


https://oem.dk/media/0nnjpesh/3-effektvurderinger-af-klimaloesning-for-landbruget-mv_-a.pdf
https://oem.dk/media/0nnjpesh/3-effektvurderinger-af-klimaloesning-for-landbruget-mv_-a.pdf
https://www.ft.dk/samling/20241/almdel/euu/bilag/234/2969188.pdf
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others have refrained from doing so domestically and have called for an
EU-wide DST. However, opposition from some EU countries - fearing
US trade retaliation - has prevented such a measure. Given shifts in US
trade policy under President Trump, these concerns may now be more
pressing.

An EU-wide DST would require unanimity, which remains highly
unlikely. Countries with DSTs may also resent the opportunity cost of
giving up the revenue to the EU. A more promising avenue could be to
explore the feasibility of tariffs on digital services. Tariffs do not require
unanimity and are more fit for a trade negotiation. If the US were to
maintain across-the-board tariffs on EU goods, the EU should consider
introducing tariffs on digital services, which could raise sizeable
revenue.

Similarly, the EU could introduce new budget revenues to protect the
single market from tax leakage and unfair tax competition. Domestic
tax systems have historically been designed to avoid leakage. Tax
jurisdiction extends to outbound revenue flows. For instance, a royalty,
dividend or interest payment to another country will be subject to tax in
the country where it arises - the source country. Service payments may
also be subject to source taxation. Countries have historically reduced
source taxation with selected partners in the context of tax treaties. Tax
treaties are usually not concluded with countries with no or low taxation
to avoid tax leakage. In other words, a comprehensive direct tax system
includes ‘external tax borders, which take the form of withholding taxes
and anti-abuse provisions such as controlled foreign companies (CFC)
mechanisms.

The EU has not yet established such external tax borders. Meanwhile,
EU Court of Justice jurisprudence has resulted in the dismantling of
internal borders within the EU, while some small open economies
(such as Luxembourg and Ireland) designed their tax systems without
preserving source taxation, even when outbound revenues flow to low-
and no-tax jurisdictions. This offers external investors the possibility
to channel income out of the EU with no or minimal taxation. This is
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particularly true for US tech companies and pharmaceutical companies
(OECD, 2013).

The EU should seek to protect its own tax base by establishing
external tax borders on flows of income leaving the EU. This should
apply for corporate and personal income taxes, and potentially also
wealth taxation. This would require tax treaty policy to be harmonised
or, at least, the establishment of minimum rules that oblige countries
to establish exit taxes for cases of high-net-worth individuals who leave
with unrealised capital gains. Since this approach requires collective
action and results in a collective benefit, it would justify an allocation of
some of the collected revenues to the EU budget.

Even in the absence of common external tax borders, the
implementation of the global minimum tax (Box 1) could have been
an opportunity to allocate some revenues to the EU budget. Proceeds
from the backstop Under-Taxed Profit Rule (UTPR, Box 1) could have
been allocated to the EU budget, considering that there is a collective
EU effort to ensure the proper implementation of the minimum tax for
companies operating in the EU’s single market. The UTPR in the EU is
underpinned by a directive (Directive (EU) 2022/2523), which means
it is already in the scope of EU competence, which is an additional
justification for making proceeds available to the EU budget. We
recommend that revenue generated by the implementation of the UTPR
be allocated fully to the EU budget.

The UTPR would be applied to companies from countries that are
not implementing the minimum tax. For the time being, this includes
US and Chinese companies. On 20 January 2025, President Trump
issued an executive order threatening countries that apply the UTPR
to US companies with trade and tax retaliation?®. While the number of

28 The White House, ‘America First Trade Policy, 20 January 2025, https://www.
whitehouse.gov/presidential-actions/2025/01/america-first-trade-policy/ The
retaliatory measures have not at time of writing been spelled out, as bilateral
negotiations between the US and various trading partners, including the EU, are still
ongoing.


https://www.whitehouse.gov/presidential-actions/2025/01/america-first-trade-policy/
https://www.whitehouse.gov/presidential-actions/2025/01/america-first-trade-policy/
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low-tax jurisdictions worldwide has fallen dramatically, as most have
introduced the minimum tax through domestic top-up taxes, there
remain offshore no- or low-tax jurisdictions, such as the Cayman
Islands, where US companies could book their profits.

Another potential revenue source would be a single market levy on
large companies operating in the EU. Garcia Antén and Lejour (2023)
calculated that a 0.11 percent levy on the turnover of firms with annual
revenues exceeding €750 million could generate €10 billion per year.
However, turnover taxes often lead to unintended distortions and are
generally considered less fair than profit-based taxation (Aslam and
Delgado Coelho, 2021).

3.5.5 Other revenue

In EU budget jargon, ‘other revenue’ refers to revenue sources outside
the primary system of own resources. It includes taxes paid by EU staff on
their salaries, interest on late payments, third-country contributions to
EU programmes, administrative fees, fines and penalties, and proceeds
from EU borrowing operations and investments. For example, in 2023, the
United Kingdom contributed €8.8 billion to the EU budget in the context
of the Brexit financial settlement, classified as ‘other revenue! This was
more than the €7.2 billion raised by the non-recycled plastic levy, which
is classified as an own resource.

Kubekova et al (2024) explored various strategies to boost these
other resources within the EU’s financial framework. These could
include increasing the use of common debt, identifying further
implementation user fees and including further third countries in
specific EU programmes (eg Horizon Europe, thereby obtaining more
contributions from such countries). However, Kubekova et al (2024)
also acknowledged that the overall potential of other revenue remains
limited because of legal constraints and the inherent volatility of such
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income sources.

Article 311 TFEU states that “Without prejudice to other revenue,
the budget shall be financed wholly from own resources”. Grund and
Steinbach (2023) argued that the ORD could classify ‘other revenues’
as own resources. This would require the unanimous agreement of EU
members.

Even EU borrowing could be reclassified as an own resource by the
ORD and used to finance regular EU budget expenditures, provided that
a maximum amount is established and that debt servicing in any given
year is secured by non-borrowed own resources, ie higher contributions
from EU countries. This would enable the establishment of a permanent
EU borrowing capacity, with the possibility of rolling over EU debt.

3.5.6 Aproposal for a new revenue resource: the defence spending shortfall
levy

We propose a new EU revenue source, linked to defence underspending
by EU countries. This would reflect the growing importance of peace and
security as European public goods, and the risk that some EU countries
free-ride on the defence efforts of others.

Peace and security are vital for all of Europe, but are ensured
through national defence and military spending. In 2023, defence
spending ranged from just 0.2 percent of GDP in Ireland to 3.1 percent
in Latvia (Figure 4). This variance creates a free-rider problem: countries
spending less effectively benefit from those spending more.
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Figure 4: General government defence spending/GDP, 2019 and 2023
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A new EU budget resource would address this imbalance in national
defence spending and incentivise low-spenders to spend more. The levy
could be calculated on the basis of national underspending in defence,
using one or more commonly agreed indicators. A straightforward
option would be national defence spending as a share of GDP compared
to a threshold, such as the EU average or a fixed value (eg 2 percent or 3
percent of GDP). Countries spending more would not contribute; only
those spending less would. The levy could be recalculated annually to
reflect changes in defence spending, which is currently rising rapidly in
many EU member states. Given that defence capacity is largely shaped
by historical investment, the levy could also be based on average
defence spending over a longer period, such as the past two decades.

Like the plastic waste levy, which encourages recycling and has an
environmental benefit, the defence levy would support an EU policy
objective - in this case, stronger defence. In essence, it would function
as a behavioural tax on governments, similar to the plastic waste levy
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or some of the climate-related levies discussed in section 3.5.2. It would
also help address the free-rider problem by requiring countries that spend
relatively little on defence to contribute more to the EU budget. The selected
call rate - the percentage applied to the shortfall from the benchmark
- would determine both the strength of the incentive for low-spending
countries to increase their defence budgets, and the extent to which the levy
redistributes the financial burden of the EU budget from high-spending to
low-spending countries.

The European public good character of peace and security would justify
channelling revenues related to defence underspending to the EU budget®.

As an illustration, if the threshold was set at the EU average and
the call rate at 25 percent, the 13 countries spending less than the EU
average on defence in 2023 would contribute €8 billion annually to the
EU budget. If the threshold was 2 percent of GDP with the same call rate,
the 21 countries spending less than 2 percent of GDP on defence in 2023
would contribute about €30 billion per year (Table 7). The net impact of
the levy on each country’s contribution to the EU budget would depend
on the amount paid under the levy minus the reduction in their GNI-
based contributions resulting from the introduction of this levy. Table 7
also shows that applying the 2 percent threshold would reduce the EU
budget contributions of 14 countries (those with higher-than-average
defence spending/GDP shares), while increasing contributions for the
remaining 13 countries.

If a fixed threshold were applied, contributions would in principle
cease once a specific defence spending value is reached (eg 2 percent or
3 percent of GDP), while a levy based on deviation from the EU average
would continue to generate revenue indefinitely, as it is highly unlikely
that all countries will spend exactly the same amount on defence and thus

29 The EU budget could allocate more funds to certain defence industrial policy
programmes, which are not prohibited by the EU Treaty. However, such decisions
should be guided by the strategic value and desirability of increased EU spending in
this area, and not by the potential introduction of a defence spending shortfall levy.
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align precisely with the average.

The threshold spending rate should not be interpreted as a uniform
target for all countries. Optimal defence spending levels vary by country
and depend on a range of factors, including geographic location. Rather,
the threshold rate should be viewed as an indicator discriminating
between low and high defence spenders.

A complementary indicator could address defence procurement bias,
penalising countries that unjustly favour domestic suppliers over suppliers
from other EU countries (beyond an agreed threshold), thus hindering the
development of a European defence single market. This would incentivise
cross-border procurement and strengthen defence integration.

The legal basis for the proposed levy would be Article 311 TFEU,
which underpins the ORD. Like the non-recycled plastic waste levy, or
the corporate-tax based revenue proposal (section 3.4), no actual tax
would be imposed. Instead, the levy would be calculated using statistical
indicators, determining the size of each member state’s contribution to the
EU budget.

While politically sensitive, this new resource would underscore
the EU’s commitment to collective security. It would also give EU
countries an incentive to align with the common strategic objective of
increasing EU defence capabilities, while partially distributing the costs
of European defence spending to those countries that spend relatively
little.



10°0- LL0°0- L28'1 6VL'T 990 vE'1 SPUBLIYIdN

£0°0- 0600~ £L7°0 28€°0 95°0 48 pueuLy
£0°0- 6200~ G510 LT10 €5°0 L¥'1 euedng
60°0- 6620 7hs0 A 0€°0 0L1 elUBWOY
€10 069°0- 7260 ¥82°0 120 6L°1 uspams
€10 L8Y°0- 899°0 181°0 61°0 81 Srewuaq
€10 £TLE- 196'F% 8cT'1 810 281 souer]
€r0- S92°0- I€€°0 990°0 €10 L81 Areguny
€10 Th0°0- 6%0°0 L00°0 60°0 161 snidAD
LT°0- ehe1- S ZA 0 0 $0°C puejod
LT°0- 9L£0- 92€°0 0 0 A 9299215
LT0- €210 €210 0 0 €5 BIURNUIT
LT°0- ¥90°0- ¥90°0 0 0 SLT BIU0ISH
LT°0- 9900~ 990°0 0 0 ere elAe]
(dao suorq (suoriq (stionm 3) %g2

SEM 9)eI [[eD 1) (dao %) proysa1yy (dao %) €2oe

%)398Pnq (g o 9)198pna Ng ow3 03 9) IND Aq pamnqrustp JIArSIMBU Y dAD JO % © O} SADE[RT ur Surpuads
0) SUONNQLNU0D U0 SUOnNNQLIU0D U0 SEM JUNOUWIE SUIES 9]} JT e — Suasdsiopul tora
Andy 9 Jo 1oeduuy Aad1 a1 Jo 10eduuy uonnqrnuod 3o8pnq NG @umwvsm.bm P pun od

75 | BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS

%G2 SeM )kl ||ed 3y} pue a9 JO %2 3e 13s
SEM p|oysaly) ay} j1 ‘eyep £202 3uisn suoinquiuod 3a8pnq n3 jenuue uo fiaa| |jejaioys Bulpuads aauajap e jo yoedw| ;2 a|qel



*€20¢ ul da9/3urpuads 20udjep
0] 3UIp102J. PAISPIO AIB SALNUNOD :9)0N s1oselep [dpS o1 eureu] (swoour pue ainrpuadxa 9ndino) syjusuoduwrod urew pue (ddD)
onpoid onsaurop ssoin pue [dxa"eg1 A08] (D0I0D) uonounj £q 2rMrpuadxo JUSWIUISAOS [BISUID) §,1€ISOIN U0 Paseq [oSa11g :921n0S

76 | BRUEGEL BLUEPRINT 37

0000 659'6C 659°6C umg
1€°0 69S°T 0,90 6€CC 9L'T 2o pueaI]
o 0500 1€0°0 180°0 LS°T €70 BIEIN
o 861°0 L60°0 $S6¢°0 W'l S0 Smoquiaxny
810 6280 L18°0 99l 6€°1 190 erosny
¥1'o €LE0 0S7'0 €280 €Tl LL0 [eSmaod
60°0 'l €LGC S66'€ L0°T €6°0 uredg
60°0 2250 €v0'T 0L8°T SO0'T §6°0 wnipg
¥0°0 198°1 SLYL 9€€'6 68°0 Tt Auewrron
€00 L60°0 0vs'o LE90 080 0c'T BIYIIZD
€00 6650 8599 LSCY 080 0c'T A
€00 v€0°0 6020 €veo 6.0 ¢t ED[BAO[S
200 ¥10°0 601°0 €¢ro LLO €T BIUAAO[S
000 100°0 veET'0 veET'0 690 1€ eneor)
(suoriq 3) %se
(dao suolq (suorq )
e S, . Y et SeM 9)el [[ed AU} (daD %) proysa1y (dao %) €20
L u L1 u RUPEIREED JAAIMAU DY)  JOD JO % B 0) dANR[AX ur Surpuads
0] SUONNQLINU0D U0 SuonNNQLIU0d U0 SEM JUNOWIE SUIES 31} JT
Aq uonnqriuod Surpuadsiapupn ERLEIETg]
Andy a3 Jo 1oeduy Aad1 9y Jo 10eduy uonnqrnuod 193pnq Ng s




77 | BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS

3.6 Revenue correction mechanisms

The Fontainebleau European Summit in June 1984 established the
principle that “any Member State sustaining a budgetary burden which is
excessive in relation to its relative prosperity may benefit from a correction
at the appropriate time”. The summit introduced a correction to the UK’s
contribution (the ‘UK rebate’) and a reduction in Germany’s contribution
to the UK rebate (the ‘rebate on the rebate’). These precedents led to the
creation of several other correction mechanisms, benefiting Austria,
Denmark, Germany, the Netherlands and Sweden (Darvas, 2019b).

Denmark and Ireland (and the UK while still an EU member) also
benefitted from corrections related to their non-participation in specific
security and citizenship policies, for which these countries have (or
had) Treaty-based opt-outs.

The EU budget’s rebate system has become increasingly complex,
non-transparent and unjustified®. The five countries benefiting the
most from rebates - Austria, Denmark, Germany, the Netherlands and
Sweden - contribute less to the EU budget as shares of their GNI than
most other member states, particularly those with lower GNI per capita
(Figure 5). The Fontainebleau principle does not apply to the five rich
countries that benefit from rebates.

30 The Danish and Irish corrections related to opt-outs from security and citizenship
policies do have a justification.
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Figure 5: GNI per capita vs national contributions to the EU budget, 2021-2023
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Source: Bruegel based on budget execution data from the European Commission and
the November 2024 AMECO dataset. Note: total national contributions are composed
of GNI-based own resources, VAT-based own resources, non-recycled plastic
packaging waste own resources, and the various reductions and adjustments. PPS =
purchasing power standards. The dotted line shows the linear regression fit.

The European Court of Auditors (ECA, 2005, 2006, 2012) has long
criticised the EU budget’s rebate system for various shortcomings.
These include the absence of clear criteria to assess objectively whether
a budgetary burden is excessive and when an EU country qualifies for a
correction; the lack of a monitoring mechanism to determine whether
an EU country benefitting from a correction still qualifies for it; and the
absence of a mechanism to evaluate whether other EU countries that
do not receive corrections might now qualify. These criticisms remain
valid.

There would be no justification for rebates if the EU budget were
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devoted exclusively to providing European public goods. However,
as demonstrated in chapter 2, a significant portion of EU spending
does not align with the concept of EPGs. The optimal solution would
be to reform EU budget expenditure to focus solely on the provision
of EPGs and to eliminate rebates entirely. If such a reform proves
politically unfeasible, then at minimum, the justification for rebates
should be articulated clearly, and the current ad-hoc, opaque, complex,
and regressive rebate system should be replaced with a transparent
correction mechanism based on well-defined principles.

3.7 Conclusions

A shift away from the dominance of GNI-based own resources towards
revenue sources more closely aligned with EU competences, along with a
higher share of EPG spending, could help redirect the focus in EU budget
discussions away from the net-balances debate. It would also better
support the achievement of the EU’s objectives. However, any increase in
the EU budget will bring with it an opportunity cost for national budgets.
Moreover, if the cross-country distribution of new revenue resources
differs from that of GNI, it will alter the cross-country distribution of
contributions to the EU budget. The difficulties in advancing European
Commission EU budget revenue proposals indicate that the political
appetite for introducing new EU budget revenues is limited.

In light of the analysis throughout this chapter, we believe that
a more ambitious and strategic approach is needed to diversify EU
budget revenues. While recognising the political constraints, we support
a balanced portfolio of new own resources that conform with the
principles of Treaty alignment, fairness, policy coherence and revenue
stability.

First, revenues linked to the ETS and CBAM - as proposed by the
Commission - stand out as legitimate genuine own resources. They are
rooted in EU-level policies with clear environmental objectives and
Treaty-based competence. Despite their declining revenue potential
over the long term, they would provide stable revenues during the next
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MFE We support allocating a greater share of these revenues to the EU
budget by raising the proposed 75 percent ceiling for CBAM (section
3.3.4) and expanding the product coverage in future Commission
proposals. Among current revenues, we recommend allocating the full
amount of customs duty revenues to the EU budget, except for a small
collection cost.

Second, we recommend the establishment of external tax borders for
flows of corporate and personal income leaving the EU, and potentially
also for departing wealth. This would require tax treaty policy to be
harmonised oy, at least, the establishment of minimum rules obliging
countries to apply exit taxes to high-net-worth individuals leaving an EU
country with unrealised capital gains.

Third, we see strong merit in considering a dedicated EU budget
revenue stream derived from the Under Taxed Profit Rule (UTPR)
under Pillar Two of the OECD/G20 global tax agreement. The UTPR
represents a collective European effort to enforce fair minimum taxation
for multinational enterprises and to protect the single market from tax
avoidance by foreign firms. Because the EU has implemented the UTPR
through a directive and applies it in a coordinated manner, there is a
compelling case to allocate its proceeds (or a large share of them) to the
EU budget.

Fourth, there is an opportunity to introduce EU-level climate-related
levies in hard-to-abate sectors, especially aviation and shipping. These
sectors are currently under-taxed, responsible for a significant share
of emissions and difficult to regulate through national policies alone.
A kerosene tax, a harmonised ticket levy and/or an expanded ETS
covering international aviation and maritime routes could yield new

revenue streams, while aligning with the EU’s climate goals. Agriculture
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also contributes significantly to harmful emissions and environmental
degradation, yet it remains largely exempt from emissions and
environmental taxation. Including this sector in the ETS or applying
related taxes would support the EU’s climate and environmental
objectives. We therefore support the development of such sector-
specific climate taxes as EU budget resources.

Beyond these more conventional proposals, we also see merit
in exploring a defence-related own resource as a forward-looking
and politically resonant innovation. While politically sensitive, such
a resource would underscore the EU’s commitment to collective
security. Even if the EU budget cannot finance defence and military
expenditures, the EPG character of security would justify channelling
such a revenue source to the MFFE. Alternatively, the revenue could be
channelled to a non-MFF fund that would finance common defence
projects in which all 27 EU countries participate. As such, a defence
spending shortfall levy (section 3.5) warrants further conceptual and
political development.

In the absence of a comprehensive reform of the EU’s own resources,
GNI-based contributions will continue to dominate EU budget
revenues. Consequently, any new spending on EPGs and NGEU debt
service will need to rely on this source. For servicing NGEU-related
liabilities, EU countries, in the 2020 ORD, committed 0.6 percent of their
GNIs annually until 2058. This amount is almost ten times more than
what will be needed.

The EU budget’s rebate system has become complex and opaque
and is no longer justified. It also makes national contributions to the
EU budget regressive, because countries with higher GNI per capita
tend to contribute smaller shares of their GNIs to the EU budget. This is
inconsistent with Protocol No. 28 TFEU. The optimal solution is to focus
EU spending exclusively on EPGs and eliminate all rebates. If this is not
politically feasible, the rationale for rebates should be clearly stated and
the current opaque system replaced with a transparent, rules-based
correction mechanism.



4 Lessons from the EU’s current
spending instruments

4.1 Context

The EU budget has long been criticised, including by Draghi (2024), who
argued that its effectiveness is hindered by fragmentation, complexity and
rigidity. He recommended refocusing, simplifying and streamlining EU
funding, including by regrouping and significantly reducing the number
of funding programmes, and by harmonising rules and requirements

across programmes.

Some of these ideas were reflected in the roadmap for the next Multian-
nual Financial Framework (MFF) proposed by European Commission
(2025b), which envisages three main spending pillars (not including
European public administration):

1. Alarge share of current EU budget spending, including agricultural
and cohesion policies, would be merged into a yet-to-be-named
mega-fund. This fund would be accessed via the implementation
by each EU country of a national “plan with key reforms and
investments” using a performance-based framework;

2. A European Competitiveness Fund would create investment
capacity for strategic sectors and critical technologies, and would
include the current Horizon Europe research funding instruments;

3. Anew external action fund would integrate the EU programmes
outside the Union.

The Commission would manage the second and third pillars directly,
reflecting common EU industrial policy, foreign and partnerships



83 | BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS

policies. As outlined in chapter 2, we believe that some European
Competitiveness Fund spending, such as on research and de-risking
of investment, should be allocated to EU level because of its European
public good (EPG) character. The new external action fund should be
treated similarly. Public goods delivered under these funds fall under
our ‘full EPG’ classification, with all governance aspects carried out
by the EU. In the context of additional spending needs, as identified in
chapter 2, international climate finance would fall under the external
action fund, fully funded and delivered by the EU.

In contrast, the first pillar, including cohesion policy and the
Common Agricultural Policy, would give EU members more discretion
over spending the funds. Decentralised implementation of such
spending can have advantages because EU members are likely to have
better information on the potential value-added of specific projects,
and have greater (combined) administrative capacity than the EU. We
classify EPGs under this fund as nationally delivered, as outlined in
chapter 2. For example, financing for environmental initiatives should
happen at an EU level, while delivery is better carried out at national
level as it requires information on local circumstances and needs.
However, decentralised implementation can also lead to increased
funding of national public goods rather than EPGs, or spending that
does not align with EU goals. Performance-based budgeting can
be a powerful instrument to deal with these issues and ensure the
enforcement of EU-level rules and objectives.

Therefore, the Commission’s intention to apply a performance
framework for pillar one and directly manage pillars two and three is
welcome. However, the current proposal lacks space for ‘full EPGs; such
as cross-border infrastructure, that do not align with the objectives of
the Competitiveness Fund. There are two options for including such
EPGs in the next MFE First, they could be included under pillar 1 by
requiring a minimum threshold for cross-border projects in national
plans. Second, a fourth pillar could be added, which would cover EPGs
that should fall fully under EU-level governance, while not qualifying
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for inclusion in the Competitiveness Fund or the external action fund.

The proposed national reform and investment plans under the first
pillar resemble the National Recovery and Resilience Plans (NRRPs)
prepared by EU countries in 2021 and 2022 to access the Recovery
and Resilience Facility (RRF), the largest funding component of
NextGenerationEU (NGEU), the EU’s flagship pandemic recovery and
structural transformation instrument®'. The RRF’s mid-term review
assessed it as a great success (European Commission, 2025a), except
for a higher-than-expected administrative burden. The Commission
believes that this problem can be mitigated. This chapter argues that
while the RRF was an important and useful instrument to signal the
EU’s determination to address a common shock with a common fiscal
instrument, it faced some design issues, and offers important lessons for
the first pillar of the next MFE. Current performance-based instruments
within the MFF for cohesion policy and CAP also offer useful lessons,
which we also analyse in this chapter.

4.2 Lessons from the RRF
There has been a long-standing effort to make the EU budget more
performance-oriented. Milestones in this include the European
Commission’s 2010 budget review, the 2015 EU Budget Focused on
Results initiative (European Commission, 2017) and the 2018 revision
of the EU budget financial regulation, which introduced requirements for
ex-ante definition of programme objectives and performance monitoring.
Kristalina Georgieva, then Vice-President of the European
Commission, noted in 2015: “we can build a road with 0 percent error
rate but if it goes nowhere, it is still a road to nowhere, and it is a 100
percent waste of our taxpayers’ money” (European Commission, 2017).
In other words, completing a project and measuring its success based

31 See ‘Recovery and Resilience Facility, European Commission, https://commission.
europa.eu/business-economy-euro/economic-recovery/recovery-and-resilience-

facility en.
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on output indicators (eg a road built) does not ensure that the project
has delivered results that benefit society.

4.2.1 Performance-based budgeting
Public funding that is contingent on measurable results, rather
than merely on expenditures incurred, is commonly referred to as
performance-based funding (OECD, 2007). Performance-based
budgeting involves “the systemic use of information about outputs, results
and/or impacts to inform, influence and/or determine the allocation of
public funds,” according to the European Court of Auditors (ECA, 2021).
To enable such an approach, four categories of indicators are typically
distinguished:

1. Input: the financial, human, material, administrative or regulatory
means used to implement a project or programme.

2. Output: something produced or achieved by a project, such as the
delivery of a training course or the construction of a road.

3. Result: the immediate effect of a project or programme on
its completion, such as the improved employability of course
participants, or easier mobility following the construction of a new
road.

4. Impact: the broader, long-term consequences of a project or
programme, such as socio-economic gains for the wider population.

Box 1 gives examples of the first three types of indicator, taken
from selected NRRPs. NRRPs were evaluated by the Commission and
approved by the Council®’. Impact indicators, which are generally
observable only over a longer period, were rightly not included in the
NRRPs.

32 NRRPs and related assessments can be found at https://commission.europa.eu

business-economy-euro/economic-recovery/recovery-and-resilience-facili

country-pages en.
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Box 1: NRRP performance indicator examples

Input:

* Number of projects for which a grant agreement has been signed for
remediation of wasteland or urbanised areas: 90 by 202201 and 200 by
202301 (France);

* Enterprises receiving support for investment in innovation in the circular
economy and bio-economy: at least 10,000 by 202404 and 15,000 by
202602 (ltaly);

» Funding provided to small and medium-sized enterprises (SMEs) in the
Agents of Change Programme: 100 percent of the budget of €300 million by
202304, supporting at least 15,000 SMEs in digital transformation (Spain).

Output:

e Completion or continuation of 100 consultations with funding programme
beneficiaries, which may also be part of a more encompassing investment
advisory service, by 202403 [Germany);

* Atleast two static monitoring stations and at least 10 mobile monitoring
stations in the North Sea, installed and operational by 202601 (the
Netherlands);

» Creation of at least 50 centres of excellence and innovation in vocational
training by 202404 (Spain).

Result:

* Greenhouse gas emissions avoided compared to the ‘before-investment’
situation: 3.5 million tonnes of carbon dioxide equivalent (MtC02eq) by
202102 and 5 MtC02eq by 202204 (France);

* Variation between the average three best-performing regions and the three
worst-performing regions in separate waste collection rates reduced by 20
percentage points by 202404 (Italy];

* Number of people killed or seriously injured as a result of road accidents in
urban municipalities compared to the reference year 2019 reduced by 25
percent by 202601 (Romania).

Source: Darvas and Welslau (2023).
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Performance-based budgeting, as defined by the European Court
of Auditors, can be justified as a solution to two types of moral hazard
problems (Darvas ef al, 2023).

First, making fund disbursement conditional on project outputs,
rather than costs, addresses moral hazard in project implementation.
If funding simply reimburses expenses, there is little incentive for cost
efficiency. Linking funding to outputs (eg completion of a tunnel)
encourages projects to be delivered cost-effectively. Similarly, making
fund disbursements conditional on physical inputs expected ex ante
rather than incurred costs, allows for partial disbursement during
implementation while maintaining cost discipline.

Second, using indicators of results (and possibly impact) helps
mitigate moral hazard in project selection. Applicants usually have private
information about the likely social value of their projects. By focusing on
results, performance-based funding reduces the risk that ‘roads to nowhere’
will be financed. As Moynihan and Beazley (2016) put it: “All performance
budgeting efforts have a common goal—to focus the mindset and behavior of
public officials on policy priorities and results.”

A common concern is that impact indicators expose project
implementers to excessive risk, as even well-executed projects may
underperform because of external shocks (eg the global financial crisis
or the COVID-19 pandemic). However, this risk does not apply to result
indicators as defined by the European Court of Auditors, which measure
the immediate usability of project outputs rather than their broader
socio-economic impacts.

4.2.2 The Recovery and Resilience Facility is not performance-based
The RRF marked a notable shift in EU budgeting methods. Unlike
traditional cost reimbursement, RRF funds are disbursed based on
achieving milestones and targets, as set out in NRRPs.

Although the preamble of the RRF Regulation (Regulation (EU)
2021/241) references “the performance-based nature of the Facility”,
neither the Regulation nor the Commission’s implementation guidance
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require reporting on actual results. The preamble states that “for reasons
of efficiency and simplification in the financial management of the
Facility, Union financial support for recovery and resilience plans should
take the form of financing based on the achievement of results measured
by reference to milestones and targets indicated in the approved recovery
and resilience plans.”

However, Article (2) of the regulation defines milestones and targets
as “measures of progress towards the achievement of a reform or an
investment”. The expression “measures of progress towards” suggests a
focus on processes rather than true results, as the European Court of
Auditors and OECD definitions would require.

Moreover, the Commission’s guidance for preparing NRRPs
encouraged the wuse of input and output indicators while
discouraging the use of result and impact indicators. According
to the Commission’s guidance (European Commission, 2021):

“Milestones and targets should be clear and realistic, and the
proposed indicators relevant, acceptable and robust. They can re-
flect different stages of the implementation of reforms and invest-
ments, either based on input indicators (e.g. resources provided,
which can be financial, human, administrative) or preferably out-
put indicators (e.g. number of workers trained, numbers of reno-
vated schools).

“Overall, it is important that milestones and targets remain
within the control of the Member State and are not conditional on
external factors such as the macroeconomic outlook or the evolu-
tion of the labour market. Impact indicators (e.g. decrease in the
number of unfilled vacancies in the IT sector) should be avoided
given the unpredictability of such indicators and their dependence
on other factors outside the control of the Member State.”

While the concern about external risks is valid, this guidance raises
two issues. First, it fails to distinguish between broader impact indicators
and more immediate result indicators and thus discourages the use of
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the latter. Second, the example used (“decrease in the number of unfilled
vacancies in the IT sector”) would actually qualify as a result indicator
under the European Court of Auditors definition. If a training programme
is well targeted based on identified labour market needs, then using such
a result indicator would be appropriate. It would in principle address the
moral-hazard problem related to project selection (section 4.2.1) and
would expose the country to minimal risk outside its control.

Box 1 and the online annex of Darvas et al (2023) demonstrate that
several EU countries could design meaningful result indicators without
exposing themselves to excessive external risk. However, possibly
because of the Commission’s discouragement of result indicators, the
numbers of such indicators varied significantly across countries (Table
8). France, Germany and the Netherlands included in their NRRPs
very few result indicators, in absolute numbers or as a share of total
indicators. By contrast, Finland, Italy and Romania included many more
result indicators, both in number and proportion. Spain falls between
the two groups. Therefore, the French, German and Dutch plans align
more with the process-focused definition of milestones in the RRF
Regulation, while the Finnish, Italian and Romanian plans show a
clearer results orientation®.

33 The low number of result indicators in the French and German plans cannot be
attributed to limited access to RRF funding. France (€37 billion in grants) and
Germany (€28 billion in grants) obtained more funding than Finland (€1.8 billion)
and Romania (€12 billion in grants and €15 billion in loans), yet Finland and
Romania included many more result indicators and fewer input indicators, both in
absolute terms and as shares of total targets.
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Table 8: Classification of NRRP target indicators, selected EU countries

Finland France Germany Italy Netherlands Romania Spain

Number of targets

Input 11 51 41 62 20 25 67
Output 38 51 29 191 31 190 107
Result 10 3 5 59 3 39 20
All 59 105 75 312 54 254 194

Percent of all targets

Input 19 49 55 20 37 10 35
Output 64 49 39 61 57 75 55
Result 17 3 7 19 6 15 10
All 100 100 100 100 100 100 100

Source: Bruegel based on Darvas et al (2023).

One potential justification for relying mainly on input and output
indicators could be the Commission’s direct involvement in negotiating
national recovery plans, which may have mitigated moral hazard in
project selection. However, this involvement is unlikely to have fully
eliminated the risk: the Commission had to negotiate 27 complex
NRRPs within tight deadlines, making thorough evaluation of each
project improbable. Incorporating more result indicators could have
provided an additional safeguard, ensuring greater alignment with
social value objectives.

Moreover, the Commission’s role in managing the RRF (negotiating
the NRRPs, evaluating and proposing their approval to the Council and
publicly reporting on RRF successes) has expanded significantly. The
Commission’s evaluation of NRRPs cannot be considered fully objective
(section 4.2.3). More use of result indicators would help address
concerns about transparency, political interference and unequal
treatment, and would reinforce the credibility of the Commission’s
evaluations.

The RRF’s focus on processes rather than results appears
inconsistent with the EU’s frequent advocacy in favour of results-based
approaches. Explicitly focusing on the social value added by funded
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projects could help meet public expectations of a genuine performance-
based instrument. More use of result indicators would also counter
criticism about the capacities of EU countries in selecting appropriate
projects and the EU’s ability to monitor them effectively, thereby
enhancing public trust in EU spending.

Finally, the Commission has also noted that the current RRF
framework does not foresee the tracking of actual expenditure (ie
ex-post assessments), noting that constant monitoring of milestones and
targets suffices to evaluate performance?®. This is inherently at odds with
the idea of results-based performance budgeting, which can only fulfil
its full potential in an ex-post evaluation.

The RRF marked a turning point in EU fiscal governance. It
introduced a novel model of financing, disbursing funds based on the
achievement of predefined milestones and targets, rather than through
traditional cost reimbursement. This approach provided the EU with
a unique opportunity to move towards a more performance-oriented
budgetary model, one that prioritises the realisation of strategic
objectives. However, our analysis shows that the RRF has fallen short
of delivering accurate performance-based budgeting. Most notably, the
RRF framework relies heavily on input and output indicators and often
avoids result indicators. In practice, many milestones and targets were
too focused on processes rather than outcomes, weakening the facility’s
potential impacts®.

4.2.3 The increased role of the European Commission cuts both ways

The RRF framework significantly expanded the European Commission’s
role, with both benefits and drawbacks. The Commission helped
countries prepare their NRRPs, support that was or should have been

34 See replies of the European Commission to ECA (2023), available at https://
www.eca.europa.eu/Lists/ECAReplies/ COM-Replies-SR-2023-26/COM-Replies-

SR-2023-26_EN.pdf.
35 ECA (2025) also concluded that the RRF is not a performance-based instrument.



https://www.eca.europa.eu/Lists/ECAReplies/COM-Replies-SR-2023-26/COM-Replies-SR-2023-26_EN.pdf
https://www.eca.europa.eu/Lists/ECAReplies/COM-Replies-SR-2023-26/COM-Replies-SR-2023-26_EN.pdf
https://www.eca.europa.eu/Lists/ECAReplies/COM-Replies-SR-2023-26/COM-Replies-SR-2023-26_EN.pdf
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highly beneficial. Thanks to its skilled experts and deep country-specific
knowledge, the Commission likely improved the quality of the NRRPs
from the early stages. The Commission can also factor in the broader
European perspective and encourage countries to do this as well.

However, the bilateral nature of the Commission-member states’
discussions limited transparency. The long length and differing
structures and indicators in NRRPs made cross-country scrutiny
difficult. Some plans exceeded 1,000 pages, and milestones and targets
varied widely. While adaptation to national circumstances is essential,
this variation made the plans difficult to compare. Common indicators
cover only a subset of RRF activities and focus primarily on inputs and
outputs, not results. The Commission did not assess the ambition levels
of plans, raising concerns about uneven value for European money
across countries.

Moreover, the Commission’s strong interest in portraying the RRF
as a success may have made assessments less objective, both during
initial evaluations and when the mid-term review of the RRF was
done. Two issues in particular suggest that evaluations may not have
been fully objective: 1) the initial assessments of the recovery plans
(section 4.2.3.1), and 2) the mid-term review’s assessment of progress
on European Semester country-specific recommendations (section
4.2.3.2).

4.2.3.1 Concerns about the objectivity of initial plan evaluations
The Commission assessed NRRPs against 11 criteria defined in Annex 5
of the RRF Regulation, using a three-tier scale: A (criterion largely met),
B (moderately met) and C (met to a limited extent). Assessments were
strikingly uniform: virtually all plans were graded A for most criteria and
B for cost justification, with only minor exceptions in three cases (Table
9). Plans that were submitted later, including that of the Netherlands
(often considered to have a high-quality budgeting process), received
identical grades, including a B for cost justification.

Darvas (2022) questioned the objectivity of this uniform grading. For
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instance, the Commission’s evaluation of Italy’s NRRP listed numerous
cost justification issues, while for Austria, a single sentence sufficed to
justify the B grade - by referring to parts of the plan in which funding
criteria and beneficiaries were not yet sufficiently known. Similar
inconsistencies appeared in the detailed assessments of other countries’
plans. Furthermore, it is implausible that none of the 27 governments
could fully justify costs, especially given the expertise available in
national finance ministries and development banks. The hypothesis
that the Commission deliberately assigned a uniform B grade for cost
justification for all countries, and almost uniform A grades for the
other criteria, cannot be excluded. If this hypothesis is correct, how
can the assessments be trusted? And what guarantee is there that the
Commission’s assessment of the national plans to be prepared for the
first pillar of the 2028-2034 MFF will be more objective?



*D) 10 Y I9Y}I9 paje1 Ik (O UOLIS)LID) ,}SAI9IUL JO SIOIJU0D
pue pneyy ‘uondnirod Sunuaasid, pue (} UOLISIIID) WLIeY JUBOYIUSIS OU 0P, 9, *JUIX3 PAIIWI] B 0] J9UI ST UOLISILID 1) PUE {JUSIXS WNIPIUI 10
9]eISPOUI B 0] J9UI ST UOLIIILID i ¢JUdIXd 9SIe] B 0} 19U ST UOLISIID 1Y *D) 0 g “V JO 9[BIS B UO PISSISSE a1k BLIAILID dUIU :9)ON ‘[98onig :92In0s

uapams
ureds
BIUAAO[S
BD[BAO[S
BIUBWOY
1eSmioq
puejod
SpUB[OYIAN
BIRIN
Smoquiaxny
eIURNIT
rADRT
pueaIy

A
AreSunyg
909019
Aueurron
souery
pueuL]
BIU0)SY

Srewusq

<

BIYIIZD)

m
m

snad&p

<

eneoi)

<

eedng

wmidjeg

<

v v

v v v v v v ersny

<

94 | BRUEGEL BLUEPRINT 37

osuodsax

ESliEIENi(ve}

(tm)

1S319)UT JO SIOT[U0D
pue pney ‘uondniiod
Sunuanaig (01)

uonejuauadur
pue
Sunonuo (g)

uoneoynsnf
150D (6)

1edur
Sunset (L)

uopisuen
[ensia (9)

uonisuern
uda19) ()

JUDUILONIAUD
0) uLrey
Juedyrudis
ouoq ()

BOULI[ISal [eUONMINSUT
PUE [BIO0S OIOU0ID
‘sqof ‘qmo1n (g)

SUONEPUSUIOIAT
agads
-Anuno) (z)

paduefeq pue
aarsuayaiduio)

Q]

SJYYN JO UOIIEN|BAS S,UOISSIWWOY 3Y] 6 3|qe]




95 | BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS

4.2.3.2 Implementation of European Semester recommendations is less
impressive than claimed

The RRF Regulation required NRRPs to address “all or a significant
subset” of the country-specific recommendations (CSRs) made during
the European Semester?*, the process of coordination of economic,
budgetary, employment and social policies within the EU, intended to
ensure that national policies align with EU rules and objectives. Within
this framework, the Commission proposes CSRs for each EU country,
which are approved, after possible amendments, by the Council, usually
in July each year. To assess whether NRRPs properly incorporated CSRs,
the Commission evaluated compliance with the 2019 and 2020 CSRs for
most countries, while for the Netherlands and Hungary, the 2019, 2020
and 2022 CSRs were the benchmarks.

According to the Commission’s mid-term review (European
Commission, 2025), EU countries made “significant progress” in
addressing CSRs. However, data shows that implementation rates for
the 2019-2020 CSRs changed little compared to earlier years, except for
fiscal recommendations (Figure 6).

Implementation of fiscal recommendations remained high in 2021-
2024. However, this increase mainly reflected fiscal recommendations
that were easy to meet because they aligned with what governments
were doing already: providing fiscal support during the pandemic
and using RRF funds. These recommendations were similar for all EU
countries and required little country-specific action®.

Meanwhile, CSR implementation in more challenging areas, such as
labour-market reform, governance and taxation, remained close to or
below pre-pandemic levels in 2022-2024 (Figure 6). The Commission’s

36 However, the interpretation of a “significant subset” is not defined in the RRF
Regulation or by the Commission.

37 See Darvas (2024) for a textual comparison across countries of the 2020-2021 CSRs.
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mid-term review failed to acknowledge that CSR implementation in
these areas did not improve.

Figure 6: CSR implementation after one year (by policy area, all EU countries)
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Source: Bruegel based on the European Commission’s CSR database. Note: qualitative
scores assigned by the Commission are converted to numerical scores, following
Deroose and Griesse (2014): full implementation = 1; substantial progress = 0.75; some
progress = 0.5; limited progress = 0.25; and no progress = 0. There were only fiscal
recommendations in 2021.

To conclude, the implementation of the RRF exposed significant
governance and transparency shortcomings. The European
Commission played a far more important role than in the traditional
MFF process: advising on national plans, evaluating them and
proposing disbursements. While this helped improve plan quality, the
bilateral and closed-door nature of negotiations limited transparency,
while the different plan structures limited cross-country comparability.
Moreover, the Commission’s interest in showcasing the RRF’s success
may have made it hesitant to criticise underperformance, as indicated
by uniform and overly positive initial plan assessments, and a mid-term
review that overlooked weak reform delivery in critical policy areas.
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4.2.4 If the RRF provided value for money cannot be properly assessed
The Commission’s treatment all NRRPs as being of equally high quality,
and the assumption that no government could fully justify costs, have
implications in terms of evaluating the value of RRF funds. Because
of the limited number of result indicators, it is not possible to form a
comprehensive view on the outcomes achieved by the RRE In addition,
the milestones and targets varied widely across countries, making
impossible cross-country comparisons, and therefore assessments of
difficulty and value for money. As a result, the actual value for money
achieved likely differs significantly between EU countries.

The pillar one flagship instrument under the next MFF (section
4.1) should be designed to address these shortcomings. Standardised
indicators for performance assessment should be adopted and cross-
country comparability enabled to ensure a clearer understanding of the
value of EU-level spending.

Another concern with the RRF with implications for the next MFF
is the very limited share of pan-European projects in NRRPs. Although
the Commission encouraged the use of RRF funds to support cross-
border initiatives that would deliver high European added value,
most EU countries ultimately scaled back such ambitions in favour of
national projects. If this national focus persists, a major risk in basing
a large share of the next MFF on national plans will be the further
marginalisation of pan-European initiatives, undermining the very goal
of collective European action.

These problems are further compounded by budgetary control
challenges. Begg et al (2025b) highlighted several issues, including
vague definitions of milestones and targets, inconsistent compliance
guidelines, shortcomings in data management (such as the need for
manual data entry when national and EU systems are not integrated),
overlapping audits and associated administrative burdens. Potential
improvements include adopting a single-audit approach, streamlining
the verification of milestones and targets and better aligning EU
and national audit systems. Striking the right balance between
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accountability and flexibility - to allow for adjustments in response to
unforeseen challenges while maintaining ambition - will be essential
to refine the RRF model and design effective performance-based
instruments under the next MFE.

4.2.5 The slower-than-planned absorption rate of RRF funds is not actually
problematic

Another concern in relation to the effectiveness of the RRF is the pace
of fund disbursement. The European Court of Auditors (ECA, 2024c)
concluded that disbursements are progressing with delays, which
could jeopardise the achievement of the RRF’s objectives. Common
challenges for EU countries include external shocks, underestimation
of implementation timelines, limited administrative capacity and
uncertainties related to RRF implementation rules (eg the ‘do no
significant harm’ principle) (ECA, 2024c).

The European Commission has accepted many of the European
Court of Auditors’ recommendations. However, it has emphasised that
the RREF is not solely designed to ensure full disbursement of funds,
but rather to support the achievement of agreed objectives, since
disbursements are conditional on milestones and targets. Therefore, the
Commission rejected the European Court of Auditors’ recommendation
that it should “mitigate the risk of funding non-completed measures”®.

Is slow absorption of the RRF funds truly problematic? Are such
delays inherent to performance-based funding instruments, and does
this imply that a future performance-based instrument under the next
MFF would likely face similar delays? Our answer to these questions is

no, for three main reasons:

38 See the replies of European Commission to ECA (2024), available at https://
www.eca.europa.eu/Lists/ECAReplies/ COM-Replies-SR-2024-13/COM-Replies-
SR-2024-13 EN.pdf.
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https://www.eca.europa.eu/Lists/ECAReplies/COM-Replies-SR-2024-13/COM-Replies-SR-2024-13_EN.pdf

99 | BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS

1. Various shocks occurred during RRF implementation (inflation,
war, energy crisis, decoupling from Russia); these have complicated
implementation, often requiring time-consuming revisions to
NRRPs.

2. EU countries had to absorb unprecedented amounts of EU funds,
often significantly exceeding cohesion allocations (Table 10). For
example, Italy and Spain will in principle receive nearly twice as
much in RRF grants as they do from cohesion policy, and even
more in RRF loans than in RRF grants.

3. The feasibility of EU countries absorbing RRF funding in addition to
all other MFF funding, including unspent funds from the 2014-2020
period, while implementing new cohesion funds under the 2021-
2027 MFF, was already in doubt at the RRF’s inception (Darvas,
2020)%.

It is also notable that the absorption rate for RRF funds, measured
as cumulative disbursement relative to the total available envelope, is
higher than those for the three main cohesion funds (Figure 7). The
difference likely lies in the incentive provided by the timeline: RRF
funds must be absorbed by 2026, whereas cohesion funds may continue
to be absorbed up to three years after the end of the seven-year MFF
period. For instance, only 62 percent of 2007-2013 and 52 percent of
2014-2020 cohesion funds were absorbed by the end of their respective
MEFF periods, with the remainder absorbed subsequently.

The RRF Regulation prohibits disbursement beyond 2026, a
restriction that merits reconsideration, because of the three main
reasons for the slower-than-planned implementation, as summarised
above. If RRF projects are valuable from a European perspective, as they
are intended to be, then adhering to the 2026 deadline without even a

39 Therefore, it is not surprising either that Cohesion Fund absorption in the first four
years of the current MFF has been less than in the first four years of the previous
two MFFs (Figure 7).
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short extension risks leaving important projects incomplete and may
put governments under pressure to rush implementation, potentially
undermining quality and effectiveness.

We thus conclude that the low absorption rate of RRF funds
does not pose an issue for the RRF and does not mean that a similar
performance-based instrument in the next MFF will also be subject
to significant implementation delays. The RRF delays have arisen
for specific reasons: unexpected development, the underestimated
challenge of absorbing much larger amounts of EU funds than in the
past and overly ambitious implementation plans. The design of future
performance-based MFF instruments should learn lessons from these
specific factors.

Figure 7: Absorption rate of cohesion and RRF funds (in % of funds available for
the total period)
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Source: Bruegel based on the European Commission’s Cohesion Data Space and RRF
scoreboard. Note: Year 1 is the first year of the respective programme, ie 2007 for the
2007-2013 MFF, 2014 for the 2014-2020 MFF, and 2021 for the 2021-2027 MFF and the
RRE. The figure does not include values for the incomplete year 2025. As of 3 July 2025,
absorption rates were 98.9 percent for the 2014-2020 MFF, 9.8 percent for the 2021-
2027 MFF, 57.4 percent for the 2021-2026 RRF grants and 38.2 percent for the 2021-2026
RRF loans.
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Table 10: Total planned disbursements from the three main cohesion funds and
the RRF by country (€ billions)

2014-2020 MFF ~ 2021-2027 MFF 2021-2026  2021-2026 RRF

(ERDF+CF+ESF) (ERDF+CF+ESF)  RRF grants loans
Austria 1.25 0.93 3.96 ---
Belgium 2.21 2.32 5.03 0.24
Bulgaria 7.81 9.51 5.69 ---
Croatia 8.91 8.52 5.79 4.25
Cyprus 0.84 0.87 1.02 0.20
Czechia 22.65 19.41 8.41 0.82
Denmark 0.63 0.37 1.63 ---
Estonia 3.70 3.02 0.95 ---
Finland 1.48 1.47 1.95 -
France 17.78 15.75 40.27 ---
Germany 20.67 17.38 30.33 ---
Greece 17.75 19.17 18.22 17.73
Hungary 22.43 21.47 6.51 3.92
Ireland 1.03 0.90 1.15 ---
Italy 46.00 41.15 71.78 122.60
Latvia 4.58 4.24 1.97 ---
Lithuania 6.97 6.00 2.29 1.55
Luxembourg 0.18 0.03 0.24 ---
Malta 0.83 0.75 0.33 -
Netherlands 1.58 0.92 5.44 ---
Poland 78.26 71.61 25.28 34.54
Portugal 23.09 22.38 16.33 5.89
Romania 23.77 28.85 13.57 14.93
Slovakia 14.12 12.13 6.41 ---
Slovenia 3.32 2.98 1.61 1.07
Spain 42.07 34.69 79.85 83.16
Sweden 2.02 1.57 3.45 ---

Source: Bruegel based on the European Commission’s Cohesion Data Space and RRF
scoreboard.
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4.3 Performance instruments in the current MFF

The current (2021-27) MFF has multiple headings, each containing
various funds with varying approaches to disbursement, governance and
alignment with overarching EU objectives. There is no unified framework
for assessing the impact of the MFF as a whole.

However, building on the perceived success of the RRF, certain
performance elements were introduced into the Common Agricultural
Policy (CAP) from 2023. These changes, however, have been criticised.
Cohesion policy already includes a performance framework, which in
some respects is more detailed than that of the RRE.

In addition to performance, the EU budget incorporates
mainstreaming mechanisms to ensure that horizontal priorities are
integrated into all spending programmes.

This section examines these three aspects: performance in the CAP,
cohesion policy and the horizontal mainstreaming of EU-wide policy
priorities.

4.3.1 The CAP performance framework falls short

The CAP has long consumed a large share of the EU budget. Historically, it
focused on securing the food supply, enhancing agricultural productivity
and ensuring a high living standard in the agricultural sector through
redistribution (Kengyel, 2022). In recent years, its goals have expanded
to include environmental and climate sustainability.

However, the way CAP disburses funds highlights the limited role of
performance-based budgeting. Most funds are distributed to farmers
through direct income support, primarily based on farm size. While
this model supports farm incomes, it has also led to dependency
and reduced efficiency (Pe’er et al, 2017). From an environmental
perspective, WWF (2024) found that 58 percent to 60 percent of CAP
spending is harmful to biodiversity.

To tackle these problems, the Commission has introduced reforms,
which came into effect in 2023, aiming for a “fairer, greener and more
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performance-based CAP™. The reforms in principle attach to the
disbursement of funds reinforced conditions related to minimising
harmful farming practices and the introduction of voluntary eco-
schemes, which provide additional funds to farms with sustainable
practices. The reform also introduced country-level CAP strategic
plans, which aim to increase policy coherence across CAP funds, while
allowing EU countries to tailor them to local needs. The legislation also
defines a common set of indicators, which will be monitored through
annual performance reports and bi-annual reviews of plans. Some of
these features echo aspects of the RRF framework.

However, the reforms were criticised even before they took effect.
Pe'er et al (2022) argued that while EU countries have more flexibility
to pursue green goals, many show reluctance to implement them.
Kengyel (2022) warned that with greater national control and weaker
EU oversight, the greening of the CAP now depends heavily on
national-level commitments, and that existing safeguards are too weak.
Guyomard et al (2024) highlighted that many EU countries have chosen
economic objectives over environmental ones in their plans, also noting
that economic objectives do not currently address the disadvantages of
direct income support.

Criticisms were also raised by the European Court of Auditors,
which found that plans for 2023-2027 are greener than in the previous
CAP period, but do not match the EU’s ambitions for the climate and
the environment (ECA, 2024a). They also noted that key elements for
assessing green performance are missing. While the Commission aims
to use result indicators, many are in fact output-based. In addition, the
ECA (2024a) found that of 24 indicators (13 of which are mandatory),
only seven were used by EU members in their plans. Overall, final
plans do not show a substantial increase in green ambition (ECA,
2024a). While recent CAP reforms have moved policies away from

40 See “The common agricultural policy: 2023-27, European Commission, https://

agriculture.ec.europa.eu/common-agricultural-policy/cap-overview/cap-2023-

27 en.


https://agriculture.ec.europa.eu/common-agricultural-policy/cap-overview/cap-2023-27_en
https://agriculture.ec.europa.eu/common-agricultural-policy/cap-overview/cap-2023-27_en
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unconditional income support towards a more nuanced system, direct
income support remains the most used policy tool*'.

The use of performance indicators in the CAP framework differs
significantly from their use under the RRE. Under the RRE, funds are
disbursed only after milestones and targets are met. While the new
CAP framework theoretically allows for payments to be withheld,
Guyomard et al (2024) argued that such corrective measures are
unlikely to be applied before 2027. They also suggested that the new
setup increases the administrative burden, with limited impact on the
actual achievement of the CAP’s stated objectives.

The shift to national strategic plans, which are assessed at EU
level, has created the opportunity for performance-based budgeting.
However, in its actual implementation, the uptake of result indicators
in national strategic plans is still lacking. While setting clear indicators
could foster more climate and environmental measures, redistribution
goals are more challenging to integrate into a performance-based
budgeting approach.

We thus conclude that a shift to national CAP plans can open up
possibilities for performance-based budgeting. However, to realise
this potential, the framework must include mandatory result-oriented
performance indicators, applicable to all EU countries.

CAP greening has been met with significant push-back, as shown
by widespread farmers’ protests in 2024. If the reform of the current
subsidy system towards a more performance-based framework that
effectively reduces emissions is not possible, the EU will have to
use alternative policy tools to decarbonise the agricultural sector.
For example, Denmark has called for the EU-wide inclusion of the
agricultural sector in the EU emissions trading system (ETS) (Guyomard
et al, 2024), while taxing carbon emissions from the agricultural sector

41 See ‘CAP at a glance; European Commission, https://agriculture.ec.europa.eu/

common-agricultural-policy/cap-overview/cap-glance en.
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(for example from livestock or peatland drained for farming use; see Box
2 in chapter 3).

4.3.2 Cohesion policy: mostly performance-oriented, yet at risk of policy
overload

Cohesion policy has long been a cornerstone of European integration,
with economic convergence as a key priority. It is also one of the
largest components of the EU budget, underlining its significance in
EU policymaking. In its mid-term review of cohesion policy, published
April 2025, the European Commission highlighted the policy’s role in
contributing to new political priorities*.

Cohesion policy has also been one of the most controversial budget
items and, despite various reforms, continues to face criticism (Zeitlin
et al, 2023). Criticisms include difficulties in monitoring performance
because of the diversity of objectives and concerns about the reliability
of evaluation studies, related to the lack of independence of national
authorities and the European Commission (Schout, 2024). Recent
efforts have tried to push cohesion policy towards a more performance-
based approach. Begg et al (2024) noted that under the current MFF,
cohesion policy has shifted to a stronger results orientation, with the
shift away from a ‘financing-linked-to-cost’ approach fundamental to
this reform.

Begg et al (2025a) argued that current cohesion policy uses a mix
of input, output and result indicators. Unlike the RRE, the various
cohesion fund regulations define standardised indicators to be used by
EU countries, enabling comprehensive and targeted monitoring of both
outputs and results. Begg ef al (2025a) also argued that performance
evaluation under cohesion policy is quite advanced, as it involves
continuous assessments (ie before, during and after implementation).

42 See ‘A modernised Cohesion policy: The mid-term review, European Commission,
https://ec.europa.eu/regional policy/information-sources/publications
communications/2025/a-modernised-cohesion-policy-the-mid-term-review_en.
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Thus, cohesion policy seems to be the EU budget instrument most
aligned with performance-based budgeting, under the current MFE.

However, the attempt to leverage cohesion policy to achieve
additional EU policy objectives, as envisioned under mainstreaming
(section 4.3.3) may put its core policy objective at risk. Bachtler and
Wostner (2025) argued that cohesion policy has become overburdened
with multiple policy objectives and call for it to be refocused back
onto its primary objective of economic convergence. In contrast, the
European Commission’s mid-term review aims to broaden the scope
of cohesion policy to the financing of new political priorities, such as
defence. Critics argue that this shift in priorities makes cohesion policy
an instrument of current political agendas, potentially undermining its
foundational objective of fostering economic convergence across EU
regions®.

Our review of the performance frameworks under CAP and cohesion
policy yielded contrasting insights. The 2023 CAP reform introduced
national strategic plans and a performance monitoring system inspired
by the RRE. However, the early evidence suggests the reforms have
had a limited effect. The CAP’s continued reliance on direct income
support linked to farm size, the broad and overly generous classification
of climate-related spending and weak enforcement mechanisms
have contributed to environmental greenwashing and undermined
performance credibility. Even though the CAP now formally allows
performance corrections, they are unlikely to be applied before 2027,
and the administrative burden of the reforms appears to outweigh their
effectiveness. Cohesion policy, by contrast, is the most performance-
oriented budget line under the current MFE. It includes a mix of input,
output and result indicators and applies continuous performance
monitoring before, during and after implementation. The use of
common indicators across EU members has improved comparability

43 See CEMR, ‘Cohesion Policy Mid-Term Review, 15 April 2025, https://ccre-cemr.
org/impactgoal-cohesion/cohesion-policy-mid-term-review.
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and allowed for some degree of policy learning.

However, cohesion policy faces three major risks. First, concerns
about the fraudulent use of funds undermine the policy’s credibility.
Second, reputational and governance challenges persist because of
concerns about the independence of evaluation and the complexity
of implementation. And third, cohesion policy is at risk of being
overburdened with new political priorities, from climate goals to
defence spending. This mission creep could ultimately weaken its
effectiveness, particularly if funding is not aligned with regional
development objectives.

4.3.3 EU budget mainstreaming needs reform

In principle, the EU budget should support the achievement of EU-wide
horizontal priorities, in relation to issues such as climate change,
biodiversity, gender equality, the Sustainable Development Goals and
the digital transition*. The process of incorporating these priorities
into the budget is known as budgetary mainstreaming, meaning they
should be embedded in all stages of the EU budget cycle, from design to
implementation and evaluation.

The overarching targets are the allocation of 30 percent of the current
MFF and 37 percent of the RRF to investments in climate change
mitigation and adaptation. The MFF includes numerical targets for
biodiversity spending (7.5 percent in 2024 and 10 percent in 2026 and
2027), while the RRF includes a digital spending target (20 percent).
There are no quantitative targets for gender equality and the Sustainable
Development Goals, and no digital target in the MFE

These targets reflect commendable goals, but a closer look reveals
significant concerns about the methodology used to calculate the
climate impact of EU spending. Begg et al (2025a) and Darvas and Sekut
(2025) found the methodology overly complex, incoherent and lacking

44 See ‘Financing of horizontal policy priorities in the EU budget, European
Commission, available at https://commission.europa.eu/strategy-and-policy/eu-

budget/performance-and-reporting/horizontal-priorities _en.
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transparency, leading to inconsistent application. Environmentally
harmful activities are not accounted for, even though some EU countries
report them in their national disclosures. As noted in section 4.3.1, WWF
(2024) estimated that about 60 percent of CAP spending and other EU
budget items negatively impact biodiversity.

A fundamental issue is the classification system, which assigns
EU spending to just three coefficients: 0 percent, 40 percent and 100
percent. For most EU spending programmes, projects are classified into
intervention fields to which these coefficients are assigned. Intervention
fields with a 100 percent weight are considered crucial to climate goals
(eg renewables, R&D), 40 percent indicates moderate impact and 0
percent signals no relevance.

However, intervention fields are often too broadly defined,
potentially grouping together activities with very different climate
impacts. The system’s complexity leads to inconsistent application and
the basis for assigning coefficients is often unclear, raising doubts about
the reliability of aggregated climate spending figures (Darvas and Sekut,
2025).

The risk of overstating positive climate impacts, while ignoring
harmful activities, is particularly acute in CAP spending. CAP
expenditures are not broken down into detailed intervention fields but
classified into just four broad categories, each assigned either 40 percent
or 100 percent coefficients. These generous classifications significantly
overstate the CAP’s climate contribution and, by extension, the climate
relevance of the EU budget overall - amounting to what some officials
interviewed by Begg et al (2025a) described as greenwashing.

The European Court of Auditors has reviewed the climate and
digital mainstreaming targets of the RRF and found mixed results.
While the 37 percent climate spending target was reportedly exceeded,
the methodology used to calculate this figure may have led to an
overestimation of actual green spending. Moreover, assessing the real
impact was challenging because of the absence of adequate tracking
systems (ECA, 2024b). On digital objectives, the European Court of
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Auditors found that, while EU countries met or even surpassed the 20
percent spending target, this spending often lacked strategic alignment
and did not effectively support the EU’s broader digital transformation
goals (ECA, 2025a).

4.4 Conclusions

The new conceptual foundation of the next MFF, as outlined by the
European Commission in February 2025, is a welcome initiative,
particularly in how it distinguishes between spending areas directly
managed by the Commission (pillar two on competitiveness and pillar
three on external action) and those primarily overseen by member states
(pillar one, including agriculture and cohesion policy). The proposal to
introduce a performance framework for the latter is also welcome.

Some of the additional EU spending needs we have identified
in chapter 2 would align well with this framework. For example,
environmental action could be integrated into pillar one, while
international climate finance fits naturally under pillar three. However,
other elements, such as cross-border infrastructure, do not fit as easily
within this structure and risk under-provision if left unaddressed. These
types of EPG could either be incorporated into pillar one, provided that a
minimum threshold for cross-border projects is established for national
plans to encourage intergovernmental cooperation, or be placed within
a newly established fourth pillar dedicated to EPGs not currently covered
by the Competitiveness Fund or the External Action Fund.

Establishing a performance framework for pillar one is well justified,
because spending managed by countries is subject to moral hazard, as
beneficiaries who apply for funding often possess private information
about the true social value of their projects. Requiring the fulfilment
of specific performance indicators within a structured performance
framework can help ensure better project selection and will enable the
Commission to monitor whether spending aligns with the EU’s strategic
goals and delivers European added value.

However, the current EU budgetary architecture to foster
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performance and strategic alignment suffers from various weaknesses.
To realise the potential of performance-based budgeting, deeper reform
is needed - both in relation to how funds are allocated and how their
effectiveness is measured. The next MFF cycle will be an opportunity
to address these structural weaknesses and institutionalise the lessons
from the RRE, CAP, cohesion policy and mainstreaming.

As the RRF may serve as a template for the performance framework
of pillar one in the next MFE we have identified several shortcomings
that should be addressed in future performance-based frameworks.
To be effective, such a framework will have to include indicators that
are genuinely results-based, rather than relying heavily on input and
output indicators*. National plans should be structured similarly and
use a standardised set of indicators for comparability.

The negotiation process for national plans should be transparent and
local stakeholders should be involved meaningfully in both the design
and evaluation of the plans. National plans should be comparable
across countries to ensure accountability, particularly in relation to EU
added value and ambition.

The negotiation and implementation process should not be
rushed. Timelines for implementation and absorption of funds must
be designed with sufficient flexibility to account for differing national
capacities and changing circumstances.

Important lessons should be learned from the performance-
based frameworks of cohesion and agricultural policies. In particular,
though the cohesion policy framework offers valuable insights
into design of effective performance-based systems, it suffers from
some shortcomings. The CAP framework appears unlikely to deliver
meaningful performance improvements. Setting numerical targets
for reducing harmful emissions and enhancing biodiversity as

45 Input and output indicators should still be included in a performance-based
framework, since completing projects and thus achieving results may take time,
while interim financing is generally needed before project completion. Result
indicators, however, should be prominent.
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preconditions for agricultural policy financing could significantly
strengthen the public good aspect of this policy. These targets should be
established regardless of whether our recommendation made in chapter
2 to shift agricultural subsidies to national budgets is adopted, or if such
subsidies stay with the EU budget.

With a more streamlined approach for the EU budget,
mainstreaming will become an important tool in advancing horizontal
policy objectives. However, we found that the current framework is
inadequate and requires substantial revision to avoid the effectiveness
of spending being misrepresented. In particular, tracking systems
should be overhauled to follow a transparent and robust methodology
that accurately reflects the potential impact of investments.



5 Preparing the EU budget for
enlargement

5.1 Context

Russia’s full-scale invasion of Ukraine in 2022 significantly altered
geopolitical risk assessments and injected new momentum into the
European Union enlargement process, not only for Ukraine, but also for
Moldova, Georgia and the Western Balkans*. As EU candidate countries*
have economies that are considerably poorer than the EU average (in
GDP per capita at purchasing power parity terms; Table 11), they are
expected to become major beneficiaries of EU cohesion policy when
they do join. Ukraine’s agricultural lands are equal to one-fourth of the
agricultural area of current EU members (Table 11) and thus Ukraine is
expected to be a major beneficiary of the Common Agricultural Policy
(CAP). This has led to exaggerated concerns that enlargement could
impose an excessive financial burden on current member states and
could turn several current net beneficiaries into net payers (Kribbe and
van Middelaar, 2023).

46 The enlargement process with Tiirkiye remains stalled.

47 Kosovo's current status is ‘potential candidate’ Its EU accession process is hindered
by its international recognition as an independent state, as five EU countries
(Cyprus, Greece, Romania, Slovakia and Spain) do not recognise it. Kosovo’s
Stabilisation and Associating Agreement with the EU is in force since April 2016.
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In this chapter, we argue that the direct financial burden of
enlargement would be manageable for current EU members, even in
a highly unlikely scenario in which all nine candidate countries join
the EU by 2030, with no changes to EU budget rules and no transitional
periods (which typically limit certain EU payments to new members).
However, it’s unlikely that all nine candidates will join in the next
few years, while budgetary rules will likely change in the 2028-2034
Multiannual Financial Framework (MFF) and in any case transitional
periods will likely apply (in the past three enlargement rounds - 2004,
2007 and 2013 - it took about ten years for new members to fully benefit
from EU-funded programmes). We set out a hypothetical transition
scenario based on these three enlargement rounds, and estimate an
upper limit for the direct cost of enlargement to the EU budget for the
2028-2034 MFE

Moreover, any comprehensive cost-benefit analysis should take into
consideration the broader fiscal advantages that may accrue to current
EU countries as a result of future enlargements. The forthcoming
eastern accessions are likely to reflect the pattern seen in previous
eastern enlargement rounds, which generated substantial benefits
for companies in existing member states and contributed to higher
GDP growth and increased tax revenues in existing members, thereby
reducing the fiscal impact of enlargement for national governments.

5.2 The difficulty of estimating the budgetary impact of
enlargement

Numerous uncertainties surround estimates of the budgetary impact of
prospective EU enlargements on the 2028-2034 EU MFF (Darvas et al,
2024; Rubio et al, 2025). These include uncertainty about when accessions
will happen, the design and duration of transitional arrangements, the
rules governing EU budget allocations and geopolitical developments.
In particular, the resolution of the war in Ukraine, and Ukraine’s post-
conflict characteristics in terms of population size, GDP and agricultural
land area, will significantly affect the country’s potential entitlements
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from the EU budget. Moreover, it remains unclear whether the spending
ceilings in the next MFF will be increased to accommodate new members.
As aresult, no reliable estimate can currently be made of the impact of
prospective enlargement on the next MFE.

Nevertheless, potential impacts on the EU budget can be estimated
on the basis that no transition periods and unchanged allocation
rules are assumed, and alternative scenarios for Ukraine’s post-war
recovery are evaluated. For instance, Darvas et al (2024) assessed two
scenarios for Ukraine: one in which the country fully regains its pre-
war territory, population and GDP, and another in which each of these
factors is reduced by 20 percent. The first scenario, when combined with
unchanged budgetary rules, no transition periods and the accession of
all nine candidate countries in 2028, provides an upper-bound estimate
of the potential impact of enlargement on the EU budget (Darvas and
Mejino-Lépez, 2024; Rubio et al, 2025).

Assuming continuation of the current budgetary allocation rules
and structure, there are two alternative approaches to quantifying the
budgetary impact of enlargement. One approach, followed by Rubio
et al (2025), assumed that the overall size of the EU budget remains
unchanged, implying that current EU members will see reductions in
their allocations from the budget across all budget headings, in order
to accommodate payments to new members. The authors justify their
assumption by noting that the overall EU budget did not expand during
the previous three rounds of eastern enlargement. The alternative
approach, used by Darvas and Mejino-Lépez (2024), assumed that
funding for new members would be added on top of the allocations
received by the current 27 members, resulting in an overall increase
in the size of the EU budget. Darvas and Mejino-Lépez (2024) based
their assumption on the premise of unchanged allocation rules, since
a shrinking envelope for current EU members could not be achieved
unless rules are changed, particularly in the two largest spending areas,
agriculture and cohesion, which together account for more than two-
thirds of the MFE.
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Despite these differing assumptions, both approaches lead to
qualitatively similar conclusions. Assuming a larger overall budget
implies a somewhat higher estimated cost of enlargement, as a fixed-
size budget would necessitate smaller overall payments, including to
new members who would be net beneficiaries, thereby reducing the
net fiscal impact.

5.3 An estimate of the EU budget impact of enlargement

The first step in estimating the upper bound of the potential impact of
enlargement on the next MFF starting in 2028, is to quantify a hypothetical
scenario in which the nine candidate countries are incorporated into the
MFF under unchanged budgetary rules. The calculations by Darvas and
Mejino-Lo6pez (2024) are based on current EU budget rules, with one
exception: the overall upper limits on EU spending are not applied.

Cohesion policy is the only area of EU spending governed by a
specific allocation methodology, which is partly based on GDP per
capita relative to the EU average. Since the inclusion of lower-income
candidate countries would reduce the EU’s average GDP per capita,
several current EU countries would receive less cohesion funding under
unchanged rules. For all other categories of EU spending, it is assumed
that current EU countries would continue to receive the same amounts
as currently.

Spending allocated to the nine new member states, along with
related expenditures such as higher administrative costs, is added on
top of the actual 2021-2027 MFE. As a result, all but one of the MFF
headings would increase with enlargement. The only exception would
be neighbourhood policy spending, which decreases because the
candidate countries, once they become EU members, would no longer
be eligible for funding under this category*. For cohesion policy,
current allocation rules are applied in detail to estimate how much

48 EU neighbourhood spending in countries other than the nine candidates is
assumed to continue.
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funding the new members would receive. For other spending categories,
including the CAP, allocations are assumed to be proportional to those
received by the 13 countries that joined the EU between 2004 and 2013.
Proportionality is based on agricultural land area for CAP allocations
and on GDP and population for other categories. The expected
contributions of the nine new members to the EU budget are also taken
into account.

The analysis uses population and GDP data and projections from
2020 - the year when the 2021-2027 MFF was finalised. These figures
do not reflect the impact of the war in Ukraine, which has severely
damaged Ukraine’s economy, reduced its population and resulted in
the occupation of parts of its territory. For the purposes of this scenario,
itis assumed that Ukraine will regain its territorial integrity and that the
war will have no lasting effect on its population or GDP. If Ukraine were
to experience permanent losses in territory, population or economic
output, the net transfers it would receive from the EU budget would be
lower than what we estimate®.

5.3.1 Impacton the size of the budget

Our calculations indicate that the MFF would increase from its overall
2021-2027 size of €1,211 billion to €1,356 billion, or from 1.12 percent to
1.23 percent of EU GDP, as a result of enlargement (Table 12).

49 See the annex of Darvas and Mejino-Lépez (2024) for further methodological
details.
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Table 12: Approved expenditures under the 2021-2027 MFF and a hypothetical

budget including nine new countries (current prices, € billions)

Approved Hypothetical budget with nine new

budget countries
EU27 EU36 EU27 New 9

Cohesion policy 393 422 361 61
Corpmon Agricultural 379 491 379 113
Policy
Neighbourhood
and the world 11 9
Euro.p(?an p}lbhc 82 89
administration
Others 246 258 246 12
Total 1,211 1,356
% GDP 1.12 1.23

Source: Bruegel.

Cohesion spending for the current EU would drop from €393 billion
to €361 billion as a result of the downward adjustment in allocations
caused by the enlargement-induced decline in average EU GDP per
capita®®. The nine new EU members would receive an estimated €61
billion in cohesion funding, raising total cohesion expenditures to €422
billion. CAP spending for the current EU would remain unchanged at
€379 billion (as per our assumption), while the inclusion of €113 billion

50 The reduced cohesion spending in current EU members results from regional
reclassification. The EU’s regions are classified as less developed (regional GDP per
capita below 75 percent of the EU average), transition (between 75 percent and 100
percent) and more developed (above 100 percent). Enlargement would lower the
overall EU average GDP per capita, causing some current less-developed EU regions
to shift to transition status, and some transition regions to shift to more-developed
status. This reclassification would result in reduced cohesion funding for affected
regions.
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in CAP allocations for the nine new countries would raise the total CAP
budget to €491 billion.

Neighbourhood policy spending would drop by €15 billion, as the
new members would no longer be eligible for such funding. By contrast,
spending on European public administration would increase by €7
billion to reflect the administrative costs associated with enlargement.
All other spending categories directed at current EU countries are
assumed to remain unchanged, while the nine new countries would
receive an additional €12 billion from these categories.

5.3.2 The net cost and its impact on net positions from the MFF

The nine prospective EU countries would be net beneficiaries from the EU
budget. The net cost to current EU countries resulting from the accession
of these nine countries is estimated at €180 billion (in current prices)
over the MFF period, equivalent to approximately €26 billion per year,
or 0.17 percent of EU GDP.

This additional cost would have only a modest impact on EU
members’ net budgetary positions with the EU budget. Several current
net beneficiaries, including Hungary, Bulgaria, Latvia, Lithuania,
Greece, Romania, Poland, Czechia, Slovenia and Malta, already
experienced significant reductions in the net transfers they received
from the EU budget during 2021-2023, compared to the 2014-2020 MFF
(Figure 8). For these countries, any further reduction in net transfers
resulting from a new enlargement wave would likely be relatively small
in comparison to the cuts already incurred.

For the net contributors, the enlargement would require an
additional contribution to the EU budget equivalent to approximately
0.13 percent of their GDP to finance the integration of the new
members.
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Figure 8: Net balances with the EU budget (% GNI)
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Source: Bruegel based on European Commission data. Note: EU budget expenditures
= all allocations to countries excluding European public administration. Expenditures
in non-EU countries, other earmarked items, European public administration and
NGEU-related spending are not included. Revenues = total national contributions but
not customs duties, sugar levies, fines, other revenues and EU borrowing to finance
NGEU.

5.4 The impact of possible transition periods

Previous EU enlargement rounds involved various transition periods,
not only for labour mobility but also for integration into EU policies with
budgetary implications. Whether similar transition arrangements will
apply in the upcoming enlargement rounds - and what specific features
they will include - will be determined in the accession negotiations
between current and prospective EU members.

In our calculations, we calibrate a transition scenario for integration
into the EU budget based on the experience of the last three eastern
enlargement rounds (2004, 2007 and 2013). As shown in Figure 9, while
the new members began making full contributions to the EU budget
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from their accession dates, EU spending in these countries increased
only gradually. For the 2004 entrants, it took approximately ten years
to reach peak transfers from the EU budget; for Bulgaria and Romania,
this process took eight years; and for Croatia, seven years. In the first
full calendar year after EU entry, the 2024 new members obtained
39 percent of their peak payments, Bulgaria and Romania obtained
31 percent, while Croatia obtained 25 percent. These values reflect
actual outcomes and EU spending in the new members also depended
on their capacity to absorb funds, but these patterns nonetheless
provide a useful indication of what might be expected in future eastern
enlargement rounds.
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To estimate an upper-bound scenario for the impact of prospective

enlargements on the next MFF from 2028-2034, we make the following

assumptions.

All nine candidate countries join the EU on 1 January 2030.

In 2030, the first year of EU membership, EU allocations to new
members amount to 40 percent of their long-term value.

The transition period for their full integration into EU budget
spending lasts seven years - the shortest observed duration
among the 2004-2013 enlargements. Thus, we assume that the
disbursement of EU funds to new members ramps up gradually
over the transition period, from 40 percent of the long-term value
in 2030 to 100 percent in 2036.

Consistent with previous rounds, we assume that the new members
begin making full contributions to the EU budget from the date of
their accession.

Similarly to current EU members that obtained funding from the
EU budget before their entry, we assume that new members obtain
10 percent of their long-term funding value in 2028 and 20 percent
in 2029, but would not contribute to the EU budget in these two
years.

The reduction for current members of EU neighbourhood
spending and cohesion spending, and the increase in EU public
administration spending, occur from 2030.

We assume a 3 percent nominal GDP growth rate (for all EU
countries, including the new members) to calculate current price
values.

With these assumptions, we estimate the net cost of enlargement to

the current 27 EU members, paid via the 2028-2034 MFF, at €107 billion
(in current prices) in total over seven years, equivalent to approximately
0.08 percent of their combined GNIs. However, it is highly unlikely that

actual costs will approach this level. First, it is extremely improbable

that all nine candidate countries will join the EU in 2030. Second, EU
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budgetary rules are likely to evolve, particularly in ways that reduce net
payments to less-affluent members - an adjustment already observed in
the transition from the 2014-2020 MFF to the 2021-2027 MFF. Third, our
assumptions are conservative, as we took the shortest transition period
(seven years) and the highest initial payment rate (40 percent) from the
historical precedents.

5.5 Fiscal benefits of enlargement for current members beyond the
EU budget

It is important to distinguish between the net budgetary cost to current
EU governments, ie their increased contributions to the EU budget, and
the net fiscal cost, or the impact of enlargement on national budgets.
National budgets would benefit from increased tax revenues and social-
security contributions resulting from the accession of the nine candidate
countries.

Enlargement expands the European single market, creating new
trade, investment and labour mobility opportunities. The eastern
enlargements of 2004, 2007 and 2013 provide ample evidence of
such effects, having generated substantial gains for both new and old
members, driven by increased trade integration, capital flows and
institutional convergence (Campos et al, 2019).

Firms in current EU members benefit not only from increased
market access, but also from participation in EU-financed programmes
in the new members. Crucitti et al (2023) concluded that western and
northern EU countries in particular benefited from spillovers from
EU cohesion policy spending in central and eastern European (CEE)
member states, Benefits were felt especially by those countries with
strong trade links to the region, such as Austria.

EU accession is also expected to stimulate foreign direct investment
(FDI) inflows into the new members. Prior enlargement rounds have
demonstrated that EU membership boosts investor confidence by
reducing regulatory uncertainty and improving the rule of law. FDI
flows from western to central and eastern Europe increased significantly
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after 2004, often leading to technology transfer, productivity gains and
stronger value chain integration (Medve-Bélint, 2014). A similar pattern
is likely to emerge with the accession of the Western Balkan countries
and Ukraine, Moldova and Georgia, especially given their infrastructure
development needs.

In addition, enlargement facilitates labour mobility. Migrant workers
from new members can help alleviate labour shortages in key sectors
across the EU, including healthcare, construction and agriculture.
Evidence from the 2004 enlargement suggests that labour mobility
contributed to economic dynamism in receiving countries, while also
generating fiscal revenues through income taxes and social security
contributions (Dustmann et al, 2010).

Taken together, these effects are expected to support higher
economic growth, employment and corporate profitability in current EU
countries, leading to higher national fiscal revenues. These fiscal gains
can compensate, or at least partly offset, the net contributions required
to finance enlargement through the EU budget.

5.6 Conclusion
The potential enlargement of the EU to include nine new members
poses legitimate questions about the fiscal implications for current
members. However, the analysis presented in this chapter suggests that
the direct budgetary costs are likely to be manageable. Even under the
most conservative assumptions - immediate accession, no transitional
arrangements and unchanged budget rules - the estimated net cost to
current members would represent 0.13 percent of GDP on average, a
modest share. If all nine candidates become EU members in 2030, and
based on conservative assumptions about transition periods, the direct
financial burden could amount to 0.08 percent EU GDP. However, it is
unlikely that all nine candidates will join in 2030 and budgetary rules will
likely change to mitigate the fiscal pressures.

Moreover, a narrow focus on EU budget contributions overlooks
the wider macroeconomic and fiscal benefits of enlargement. Past
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accessions have consistently delivered gains in trade, investment,
labour mobility and tax revenues for existing members. These dynamic
effects are expected to play out again with future enlargements. The
challenge is not affordability but of institutional readiness to adapt the
EU budget framework to a larger EU.



6 Policy implications and
recommendations

In this Blueprint, we have evaluated the alignment of current EU spending
with the concept of European public goods (EPGs) and examined the
optimum contribution the EU budget could make to meeting the EU’s
most pressing spending needs. We have also outlined the main principles
when thinking about new sources of revenue for the EU budget and
have evaluated various proposals. We have examined how the EU could
move more towards performance-based funding, and have assessed
the potential impact of future EU enlargements on the 2028-2034 MFE

We concluded that only about half of current EU spending goes
to EPGs (chapter 2). Another significant portion supports cohesion:
a policy preference involving redistribution from richer to poorer
countries that cannot be nationalised. But other non-EPG EU spending
amounting to about 0.3 percent of GNI should be shifted to national
budgets, freeing up EU resources for EPGs. Even in this case, the EU
budget would remain too small to accommodate the 0.9 percent of
GDP in additional spending needed to fully fund EPGs. Moreover, the
EU still lacks a dedicated budgetary instrument to address in a timely
and coordinated manner large-scale crises that demand joint spending,
such as pandemics or migration surges.

We recommend the following measures in relation to the
composition and volume of EU spending:

¢ Focus the MFF on the provision of genuine EPGs, such as climate
action, research, competitiveness, cross-border infrastructure and
security.

o Expand the size of the MFF to 1.7 percent of GNI if 0.3 percent
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of current non-EPG spending, including agricultural subsidies,

is shifted to the national level. While rules governing the EU’s
Common Agricultural Policy (CAP) should continue to be set at EU
level, funding of its non-EPG components should move to national
budgets.

o If shifting non-EPG spending to the national level proves politically
impossible, the size of the MFF must be increased to 2 percent of
GNI to accommodate additional spending needs that would be
best implemented at EU level.

o Separate consideration is required for the contribution of the EU
budget to boosting the EU’s defence capabilities. While certain
measures, such as defence industrial policy and incentives for
common procurement, could be financed by the MFF - and thus
the MFF should increase beyond the 1.7 percent to 2.0 percent of
GNI range mentioned above - others, such as common purchases
of strategic defence enablers, might need to be funded through an
intergovernmental instrument.

« Establish an emergency crisis-response fund, possibly outside the
MFFE to mobilise EU resources rapidly during emergencies, such
as pandemics, without diverting funds from core EPG spending.

A procedure should be put in place to secure fast mobilisation

and implementation of the fund, possibly based on a European
Council decision. Borrowing appears to be the appropriate funding
mechanism for such an emergency fund, similar to NGEU.

Any increase in the MFF’s size would ultimately be financed through
transfers from EU members. Therefore, from the perspective of the total
additional funds raised, the choice between introducing new revenue-
raising mechanisms (new own resources) or increasing GNI-based
contributions is immaterial (chapter 3). Even for revenues that EU
members cannot raise individually, such as carbon border adjustment
mechanism (CBAM) receipts, it is up to national governments to decide
what share to keep and what share to allocate to the EU budget. In this
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sense, any transfer to the EU budget represents an opportunity cost for
EU members. However, new revenue sources for the EU budget alter the
cross-country distribution of contributions.

The main justifications for introducing new revenue sources should
be to help achieve EU policy objectives (for example, increasing
recycling through the plastic waste levy) and to weaken the dominance
of the net-balance logic in EU budget debates.

We recommend the following actions to strengthen the revenue side
of the EU budget:

¢ Allocate to the EU budget all customs duty revenues, and the
proposed revenues arising from CBAM and the emissions trading
system (ETS), except for a small collection cost (of up to about 2
percent). Directing to the EU budget revenues from activities within
the EU’s competence under the current Treaty framework would be
politically legitimate.

o Consider climate-related levies on the aviation and maritime
sectors, which are currently under-taxed, are responsible for
significant shares of emissions and are difficult to regulate through
national policies alone.

» Integrate agriculture into the ETS to accelerate decarbonisation of
the sector while generating additional budget revenues.

o Establish external tax borders on corporate and personal income
flows leaving the EU, and potentially also wealth. This would
require tax-treaty policy to be harmonised or, at a minimum, rules
that oblige EU countries to impose exit taxes on high-net-worth
individuals who leave an EU country with unrealised capital gains.

o Consider dedicating EU budget revenue from the Under Taxed
Profit Rule (UTPR) under Pillar Two of the OECD/G20 global tax
agreement. The UTPR represents a collective European effort to
enforce fair minimum taxation of multinational enterprises and
protect the single market from tax avoidance by foreign firms.

o Adopt a defence spending shortfall levy to encourage low-
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spending countries to increase their defence efforts and to partially
compensate high-defence-spending countries by reducing their EU
budget contributions. The EPG character of peace and security and
the risk of free-riding by low-spending countries justify this levy.

« Eliminate ad-hoc rebates, which are inconsistent with the
Fontainebleau principle that countries facing excessive budgetary
burdens relative to their prosperity should be compensated, and
which make EU budget contributions regressive. If elimination
proves politically impossible, rebates should be replaced with a
transparent, rules-based correction mechanism based on objective
criteria tied to relative prosperity and contributions.

We also concluded that the European Commission’s three-pillar
outline for the next MFF is a welcome initiative (chapter 4). Some of
the additional EU spending needs identified in chapter 2 would align
well with this framework, but other elements, such as cross-border
infrastructure, do not fit as easily within this structure and risk under-
provision if left unaddressed. The proposal to introduce a performance
framework for the first pillar, which includes activities primarily
managed by EU countries on the basis of national plans, is a good
suggestion.

While the Recovery and Resilience Facility (RRF) was a landmark
tool to address the fallout from the pandemic and support the EU’s
twin transitions, it fell short of being a proper performance-based
instrument. Therefore, the performance framework for pillar one of the
next MFF should be designed to avoid the shortcomings of the RRF’s
performance approach. The main features of sound performance-
based budgeting were missing from the RRE including clear result
indicators, transparent evaluation processes, comparability of national
plans, adequate attention to cross-border projects, clarity on value
for money and meaningful involvement of stakeholders beyond
central governments in preparing and evaluating plans. Moreover, the
European Commission’s expanded role - covering design, negotiation,
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approval and evaluation of national plans, and evaluation of the
overall impacts of the facility - creates a risk of conflicts of interest
and could undermine objectivity. These shortcomings have important
implications for the design of the performance framework for the first
pillar of the next MFE which envisages national plans in a performance-
based setting to access funds, including cohesion and agricultural
funds.

Other performance instruments in the current MFF also have
weaknesses. The CAP’s performance framework does not drive
improvement effectively in the agricultural sector. Cohesion policy,
while built on a standardised framework, faces reputational and
governance challenges, concerns about fraudulent use of funds
and the dilution of its effectiveness because of multiple competing
priorities. Furthermore, the budgetary mainstreaming methodology
has significant flaws and requires substantial revision to avoid
misrepresenting the effectiveness of spending.

¢ EPGsrelated to cross-border infrastructure gaps could either
be incorporated into pillar one of the next MFE provided that a
minimum threshold for cross-border projects is established for
national plans, or be placed within a new fourth pillar dedicated
to EPGs not currently covered by the Competitiveness Fund or the
External Action Fund.

o Strengthen the design of performance-based budgeting by
developing and requiring standardised result indicators in all
national plans to enable meaningful comparisons and greater
transparency.

o Ensure transparent negotiation processes for national plans and
involve stakeholders meaningfully, including local stakeholders.

¢ Improve the objectivity of the European Commission’s plan
assessments through greater reliance on independent external
evaluators.

e Avoid rushed implementation timelines; allow sufficient flexibility
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to respond to unforeseen shocks while maintaining performance
pressure.

o Align the CAP performance framework with the overall EU
framework by introducing in all national plans mandatory result
indicators that focus on emission reductions and the prevention of
environmental and biodiversity degradation.

» Refocus cohesion policy on its core objective of economic
convergence, underpinned by strong performance tracking,
transparent evaluations and robust rule-of-law requirements.

e Overhaul the climate mainstreaming methodology by introducing
a uniform, more granular classification system, applying negative
coefficients to environmentally harmful spending and ensuring
independent verification of reported impacts.

o Enhance mainstreaming of other horizontal priorities, such as
gender equality, sustainable development goals and digitalisation,
to meet the standards set for climate mainstreaming.

On enlargement (chapter 5) we concluded that the direct budgetary
costs to the MFF would be manageable. Assuming all nine candidate
countries join the EU by 2030, and applying conservative assumptions
about transition periods, the direct financial burden could amount
to about 0.08 percent of EU GDP. However, it is unlikely that all nine
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candidates will join in 2030, and budgetary rules will likely be adjusted
to mitigate fiscal pressures. Moreover, a narrow focus on EU budget
contributions overlooks the wider macroeconomic and fiscal benefits
of enlargement. Past accessions have consistently delivered gains
through increased trade, investment, labour mobility and tax revenues
for existing members. These dynamic effects are expected to materialise
again with future enlargements.

Our recommendations for preparing the next MFF for enlargement
include:

¢ Plan for a gradually increasing and flexible enlargement budget
by incorporating mechanisms into the 2028-2034 MFF that will
allow incremental funding for new members, aligned with realistic
accession timelines and absorption capacities.

e Update budget allocation rules to prevent significant reductions for
current members when lower-income countries join. Allocation
rules should be recalibrated to strike a balance between fairness
and political feasibility.

¢ Increase the overall EU budget envelope to accommodate new
members without reducing allocations for existing members. The
necessary increase would be less than 0.08 percent of GDP if not
all candidate countries join in 2030 and if budgetary rules are
updated.

¢ Design structured transitional funding periods for new members
to ensure smooth fiscal integration, and allow time for institutional
adaptation.

¢ Communicate the broader fiscal and economic benefits of
enlargement to EU citizens. Messaging should highlight the gains
from past enlargements - including trade growth, FDI inflows
and increased tax revenues in existing EU members - to counter
concerns and misperceptions about net contributions and to build
public support.
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Annex 1: The MFF’s seven
main headings and their EPG
relevance

This annex provides a programme-by-programme analysis of EU
spending items under each 2021-2027 MFF heading to identify what
spending can be classed as spending on European public goods. See
chapter 2, section 2.3 for a summary analysis, and Figure 1 in chapter 2
for a summary by heading.

A1.1 Heading 1: Single market, innovation and digital (€150 billion)
Heading 1 - single market, innovation and digital - covers spending
in four policy areas: research and innovation, European strategic
investments, single market and space. The heading currently has €150
billion allocated to it (European Commission, 2021c), or about 12 percent
of the total EU budget. Most of this heading can be classified as EPGs.
The heading includes minor spending on non-public goods and national
public goods. We look at each of the four policy areas in turn.

A1.1.1 Research and innovation

Horizon Europe (€90 billion)

Horizon Europe is the EU’s main research and innovation funding
programme. Knowledge is a classical (global) public good. Freely
available, non-rival in consumption, it creates positive spillovers and
is subject to economies of scale (Wyplosz, 2024). While research in
the EU is done predominantly at national level, largely through a wide
range of institutions such as universities and research centres, there is a
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strong rationale for European research to facilitate knowledge-sharing.
A European Research Area provides economies of scale and internalises
positive externalities from research.

In terms of economies of scale, significant benefits can be unlocked
in areas where national research would otherwise not happen.
Examples include cost-intensive research, which often requires a
sufficiently high level of investment to be successful. Certain risk-prone
and expensive research projects (such as the EU satellite navigation
system Galileo) benefit from sharing of the investment across multiple
parties (Tibor, 2020). The European Innovation Council, part of the
Horizon programme, is illustrative in this regard. It supports potential
breakthrough innovation with scale-up potential but which may be too
risky for private investors to support. In many other cases, avoiding
duplication is an argument for centralising and coordinating research
activities. Horizon Europe can thus be fully categorised as an EPG.

Euratom research and training programme (€2 billion)

Similar considerations apply to the Euratom research and training
programme. By providing nuclear research and training in the EU, the
programme enables an EU-wide approach to nuclear safety and security.
It also enhances emergency preparedness in case of a nuclear accident
(which would have cross-border impact) and funds the Joint Research
Centre’s nuclear-related activities, such as provision of independent
scientific advice in the field of nuclear safety. With the civil use of nuclear
technology being of interest to all EU members, there is a rationale for
centralising Euratom research and training at EU level, for knowledge-
sharing and to take advantage of economies of scale. We thus categorise
Euratom fully as an EPG.

International Thermonuclear Experimental Reactor (ITER) (€6 billion)

Likewise, the International Thermonuclear Experimental Reactor
(ITER) project, which supports the construction of the reactor with the
long-term objective of exploiting nuclear fusion, can be considered an
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EPG. If EU countries pursued this kind of research individually, it would
likely be under-funded and would waste resources through duplication
of research. ITER supports the creation and better sharing of excellent
knowledge and technologies, and thus falls under the EPG category.

A1.1.2 European strategic investments

InvestEU Fund (€4 billion)

The InvestEU Programme is one of the EU’s investment support
mechanisms, bringing various financial instruments within a single
structure. It contains a fund intended to mobilise private investment for
the EU'’s top policy priorities, such as the green and digital transitions,
innovation and social investments and skills.

InvestEU is designed to counterbalance market failures (Regulation
(EU) 2021/523, Article 8(1)) and to deliver public goods (Regulation
(EU) 2021/523, Annex V). In relation to market failures, InvestEU
offers multiple financing programmes, including with the European
Investment Bank (EIB), intended to crowd-in private investors and
provide sufficient risk diversification. With co-financing by the EU
and EU countries, there is no risk that the task of addressing market
failure will be shifted to one level only. In principle, InvestEU’s focus
on de-risking investment qualifies it as spending on a public good.
However, this is only the case if the underlying good being financed can
be classified as a public good.

The question is thus whether the InvestEU fund delivers private
goods, NPGs or EPGs. Its funding of sustainable infrastructure (without
including cross-border requirements) can be classified as spending on a
public good with national character. While it does not explicitly exclude
cross-border projects, we assume such projects to be mostly national,
given that the Connection Europe Facility (see below) specifically
addresses this. The second policy area covers research, innovation and
digitalisation, focusing on product development and the scaling-up
of innovative companies without sector specification. Given that the
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scaling up of innovative sectors does not necessarily imply the provision
of public goods, we assume that this focuses on private goods, while
acknowledging that some public goods might be funded under this
policy area as well. Similar considerations apply to support for SMEs.
Social investment and skills can be classified as private goods as argued
further below (see the section on the Digital Europe Programme).
InvestEU'’s focus thus appears limited to the pursuit of NPGs and private
goods.

Connecting Europe Facility (CEF, €21 billion)

Construction and operation of essential facilities including electricity,
digital networks and railways are considered private goods given their
excludability. A rationale for public funding exists only in relation to
crowding-in, where private investment would otherwise not take place.
The Facility furthers development of the Trans-European Transport
Network (TEN-T), focusing on missing links and cross-border projects
with an EU added value. Both CEF Energy (€6 billion) and CEF
Transport (€13 billion) follow a genuine externality logic by focusing on
funding programmes that promote cross-border energy and transport
infrastructure. EU countries alone do not account for the positive
externality that cross-border movement of goods and persons (transport)
and cross-border flow of electricity and gas (energy) have for other EU
countries. Both CEF Energy and CEF Transport can thus be classified
as EPGs.

CEF Digital (€2 billion) follows the same reasoning to the extent
that the Facility funds cross-border digital infrastructure. This
programme expands 5G systems along all major transport paths,
including the trans-European transport networks, and creates capacity
for cross-border connectivity when market failure occurs (European
Commission, 2020) and national public funding is insufficient. There are
strong pan-European aspects, for instance, to the backbone connectivity
for Digital Global Gateways that secure networks that transport large
volumes of data across long distances, such as submarine cables and
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satellite links, for which market failure persists because of private
underinvestment (PwC, 2024). CEF Digital can thus also be considered
as investing in EPGs.

Digital Europe Programme (DEP, €8 billion)

The EPG character of the Digital Europe programme is less obvious.
Dedicated to the digital transformation of public services and businesses
through high-performance computing, it focuses on artificial intelligence,
digital skills and cybersecurity. However, the digital transition is not a public
good, but rather a private good that should be funded privately (Wyplosz,
2024). Digitisation and digitalisation of the economy are primarily driven
and funded by corporations seeking a competitive edge, making digital
products private and competitive products. A rationale for public funding
exists only in cases of crowding-in, when private investment would not
occur otherwise, or for the provision of research. Whether this applies
must be assessed in relation to each policy objective of the Digital Europe
Programme (Article 8 of Regulation (EU) 2021/694).

The DEP pursues six different specific objectives, each leading to a
different EPG assessment (Article 3(2) of Regulation (EU) 2021/694).
The first objective, supercomputing, is promoted by the EU to pursue a
leading role in the digital economy, but there is no compelling case to
consider high-performance computing as an EPG, as it relates solely to
digitalisation, a private good. The relevant regulation sets the goal “fo
develop, deploy, extend and maintain in the Union an integrated world-
class supercomputing and data infrastructure” (Article 3(1) of Regulation
(EU) 2018/1488). Thus, it does not include a pure research element
that would justify classification as an EPG on an economy-of-scale and
positive externality basis (see discussion of research funds). We thus
categorise spending allocated to this objective of the DEP as a private
good (25 percent of DEP spending).

The second DEP objective, artificial intelligence, is pursued in
connection with supercomputing, aiming to “build up and strengthen
core Al capacities and knowledge in the Union, including building up
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and strengthening quality data resources” (Article 5 of Regulation (EU)
2021/694). Yet, the funding does not focus on market failures that warrant
EU intervention, with no clear focus on programmes that would be
sidelined if Al were funded at national level in line with national priorities.
The default assumption is that Al technologies are private goods, with
only market failure justifying state intervention. Further, there is no
explicit requirement for economies of scale or EU added value, which
makes this programme more appropriate for the national level (private
or public). We thus classify this objective as a private good (20 percent of
DEP spending).

Objective 3 of the DEP - digital security, and cybersecurity in
particular - is a transnational public good. Externalities and economies
of scale are present in both data protection and cybersecurity, which are
European public goods because preferences for this good are assumed to
be consistent across the EU, and national authorities lack information that
would lead to more efficient implementation at national level (Wyplosz,
2024). With cybersecurity characterised as a public good in which the
level of vulnerability is determined by the weakest link, there is rationale
for achieving a “high common level of cybersecurity at European level”
(Article 6(1a) of Regulation (EU) 2021/694) and we thus classify funding
under this objective as spending on EPGs (17 percent of DEP spending).

Developing advanced digital skills (DEP Objective 4) to improve
Europe’s talent pool is an unconvincing EPG. While basic and primary
education is a public good best delivered at national level (Wyplosz,
2024), the reskilling of workers and continuous learning is more
adequately characterised as a private good, supplied by the private sector
(6 percent of DEP spending).

The deployment and best use of digital capacities and interoperability
goal (DEP Objective 5) aims at “bridging the digital divide”. It focuses
on trans-European digital infrastructure and is intended to be “in
complementarity with national and regional actions”, which indicates a
focus on activities and infrastructures from which positive externalities
can be generated through centralised action (Article 8(1) of Regulation
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(EU) 2021/694). We thus categorise most spending under this objective
as an EPG (11 percent of DEP spending). However, this objective
also includes funding of European Digital Innovation Hubs (EDIH)
(1 percent of DEP spending), which we do not consider as an EPG.
The hubs offer access to technology testing and support the digital
transformation of private and public organisations across Europe,
including government at national, regional and local levels. Supporting
companies in responding to digital challenges by providing access to
technical expertise and innovation services misses two characteristics
of EPGs. First, there is no compelling market failure reason why market
actors could not supply these services. Second, national governments
are well equipped to support private companies when needed. Without
externalities or economies of scale, there is no reason why EU countries
shouldn’t fund these activities via their national budgets. Furthermore,
EDIHs are present regionally and provide services to local companies,
depending on language and the local innovation ecosystem. Their
funding thus meets local needs, and EU countries, rather than the EU,
should supply this. In addition, digitisation of public services - another
objective of EDIHs - is a national public good that does not need to be
funded by the EU.

Objective 6 (semiconductors) is driven by industrial policy concerns
which cannot build on an EPG logic. This budget line does not support
research. Instead, it supports “building up advanced design capacities”.
To the extent that semiconductors are seen as a geopolitically important
technology, this industrial policy preference is not a public good
concern. There is no cross-border element, nor are economies of
scale at the core of the budget line. Competitiveness, a driver behind
the goal of promoting the semiconductor industry, is not in itself an
EPG. Rather it entails and seeks to extend certain public goods, such
as public services, infrastructure, taxation and judicial frameworks,
which are mostly national and local (Wyplosz, 2024). We thus classify
this objective as a policy preference and not a public good (19 percent
of DEP spending).
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A1.1.3 Single market

The single market is a European public good. Whenever EU countries
make rules on the basis of national interests, but that might hinder
cross-border commerce, they could inflict negative or produce positive
externalities on other European states. Harmonised legislation can
produce economies of scale that tap the growth potential of a common
market. Yet, in order to protect variable preferences, countries should
keep some leeway to deviate from rules because of core sovereign
concerns (such as national security or protection of life and safety)
(Steinbach, 2025).

Single Market Programme (€4 billion)

The Single Market Programme seeks to tackle single-market fragmentation
and helps consumers and small and medium-sized enterprises (SMEs)
to take full advantage of the single market. The Programme’s specific
objectives (Regulation (EU) 2021/690, Article 3) include the removal of
obstacles to commerce and fostering standardisation to boost economies
of scale. In addition, the objectives of protecting consumers, product
safety and the health of humans and animals are dealt with on the EU
level to avoid fragmentation. EU members also maintain leeway to permit
deviations in justified cases, ensuring that different preferences are taken
into account. Another objective on the collection of data and ensuring
its free availability through statistics also offers added value across EU
members. We therefore classify this programme as an EPG.

A1.1.4 Space

EU Space Programme (€15 billion)

Space activities can involve European public goods, as they make
economies of scale through the pooling of resources. Investing in space
infrastructure and technologies is cost-intensive in terms of research and
implementation. Sharing investment across multiple parties is better
when engaging in risk-prone and expensive research projects. All EU
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countries benefit from EU space activities such as the Galileo satellite
system and the Copernicus Earth observation programme.

A1.1.5 Heading 1: summary

Figure Al summarises the assessments in the previous sections by
classification of spending. The majority of this heading is in the EPG
category. This is mostly driven by the focus on research and the cross-
border aspects of many of the funding allocations (eg CEF). The non-PG
classification refers mostly to programmes that support the private sector
in a capacity that goes beyond the provision of public goods, such as
digitalisation.

Figure A1: Spending categorisation by programme, Heading 1 (%)

MEPG BINPG Non-PG [l Unspecified

Other I £4 bn

Single Market Programme I — £ 4 bn

InvestEU Programme €4 bn
Horizon Europe I £90 bn

ITER H e £6 bn

Euratom I €3 bn
EU Space programme I £ 15 bn

Digital Europe Programme €8bn
CEF - Transport M £ 13 bn

CEF - Energy e £6 bn

CEF - Digital e £ 2 bn

0% 20% 40% 60% 80% 100%
Source: Bruegel. Note: ‘other’ includes cooperation in the field of customs and

taxation, the EU anti-fraud programme, decentralised agencies and budget items
categorised as other.



155 | BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS

A1.2 Heading 2: Cohesion, resilience and values (€427 billion)

The objective of spending under this heading is to boost resilience and
cohesion between EU countries, with a focus on reducing regional
disparities and promoting sustainable territorial development. The
heading allows for €427 billion of spending, which makes up around 35
percent of the total EU budget, making it the largest heading. Less than
half of this heading can be classified as EPGs. Most of the funding under
this heading can be considered as pursuing the integration objective.

A1.2.1 Regional Development and Cohesion

European Regional Development Fund (ERDF, €226 billion)
The ERDF is meant to strengthen EU economic, social and territorial
cohesion, with the specific goals of levelling up EU regions, particularly
the least-favoured regions (Article 2(2) Regulation (EU) 2021/1058).
Such levelling up is however more a policy preference than a public
good. Differences in the level of economic development, measured
under the ERDF as per-capita gross national income as a share of
the EU average, results from various social, historical and economic
factors. Differences in regional economic strength remain pronounced,
reflecting path dependencies, persistent barriers to economic
convergence (eg brain drain), private choices (of business investment
and labour supply in the regions concerned) and public policy choices
(such as structural reforms). In the logic of fiscal competition, economic
differences are productive because they lead regions to compete to offer
the best conditions for workers and companies (Trachtman, 2000).
Additionally, economic disparity presents a compelling argument for
negative impacts on other countries in only a few cases, including:

¢ Economic spillovers transmitted through demand and purchasing
power;

¢ Increased migration from lagging regions;

o Potential gains for extreme political parties in lagging areas, making
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common decision-making more challenging for prosperous regions;
» Fiscal sustainability risks in lagging regions that could negatively
impact prosperous regions.

However, there is no indication that economic differences across
Europe will give rise to social unrest to a degree that would significantly
undermine the stability of the European common market, or constitute
a security threat for other EU members. Nor are economies of scale
associated with economic convergence. For instance, providing ERDF
funding to “disadvantaged regions and areas, in particular rural areas
and areas which suffer from severe and permanent natural or demographic
handicaps” (see Article 10, Regulation (EU) 2021/1058), is primarily
a policy preference for regional redistribution. This is not to say that
regions do not produce spillovers for each other (eg through the four
factors listed above), and in extreme cases, there may be grounds for
public-good intervention (eg to sustain currency stability). However, an
imbalance in per-capita economic strength can be the result of market-
based adjustment processes. Addressing those can be a legitimate policy
objective, but it is not a public good remedy (Begg, 2008).

In some cases, ERDF expenditure may contribute to European public
goods, such as when investment in infrastructure incidentally has cross-
border implications, or when the fund contributes to environmental
protection (Article 5(1) (a) and (b) of Regulation (EU) 2021/1058).

Rather, economic convergence has always been a priority for
European integration, as stipulated in the European Treaties.
Redistribution from richer to poorer regions is a policy preference, which
requires coordination at the EU level if the redistribution is to occur
evenly across EU countries. They should thus be classified as policy
preferences favouring EU integration but they do not pursue European
public goods, nor are they national public goods, notwithstanding their
strong anchor in the European Treaties. Therefore, only EDRF spending
on sustainability and infrastructure can be considered spending on EPGs.
This makes up about 44 percent of spending.
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Cohesion Fund (€48 billion)

The Cohesion Fund is targeted at EU countries with GNI per capita below
90 percent of the EU average. It shares the ERDF objectives of reducing
regional disparities and economic divergence. However, unlike the ERDE,
the Cohesion Fund concentrates its funding on the environment, climate
action and trans-European transport networks and infrastructure. These
expenditure targets have an EPG character. Investment in environmental
improvement and climate action contribute to the protection of a
global public good, and these centralised investments create positive
externalities that national funding would not be able to deliver. Also,
cross-border infrastructure makes national infrastructure expenditure
more effective and thereby represents a positive externality, which creates
arationale for Europe-wide funding. Thus, unlike the ERDF, most of the
Cohesion Fund can be considered as targeting an EPG.

EU4Health Programme (€6 billion)

Most healthcare is delivered locally according to a wide variety of
long-standing institutional arrangements and in line with national and
regional preferences. There are returns to scale, but they diminish quickly
so that most of the associated benefits can be reaped locally or nationally
(Wyplosz, 2024). Health cannot be considered a fully-fledged EPG in light
of significant differences in preferences.

The logic is different if externalities and economies of scale become
so great that they outstrip different preferences. A pandemic is an
obvious case in which externalities are so significant that coordinated
EU-wide action is justified. In a pandemic, there could be major
spillovers because of the risk of contagion between countries if there
is insufficient prevention and/or insufficient crisis response in one
country. Health then becomes a ‘weakest-link’ public good. This
contrasts with the main health services provided at national level,
which are typically characterised by national idiosyncrasies and path-
dependence, and which should therefore remain in national hands.
Accordingly, EU centralised power must be limited to preventing
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negative cross-border spillovers and to taking advantage of economies
of scale (Claeys and Steinbach, 2024).

EU4Health seeks to complement national health-improvement
measures and to help ensure a high level of health protection across
all EU policy areas and measures. However, based on the above mixed
public-good character of health, EU4Health only partly pursues
objectives for which externalities or economies of scale are significant.
Reducing the burden of communicable and non-communicable
diseases supports the provision of national public goods rather than
qualifying as an EPG itself. Externalities from these diseases (especially
from non-communicable diseases) are not large enough to justify
centralised action, even less as this objective also seeks to “foster healthy
lifestyles” (Article 3 (a) of Regulation (EU) 2021/522).

Likewise, improving the availability of medical products and medical
devices as general policy (not limited to contagion-related medical
goods) does not give the public good a European character. Nor does
the strengthening of health systems by improving their resilience
and resource efficiency respond to the cross-border nature of health.
By contrast, there is a rationale for an EPG to the extent that the
programme seeks to protect people from “serious cross-border threats
to health and strengthening the responsiveness of health systems and
coordination among the EU members in order to cope with serious cross-
border threats to health”. The concentration on the cross-border nature
of health issues underscores the spillovers associated with threats to
health, justifying this type of cross-border coordination as an EPG.

The efforts described above can be assigned to different clusters
under the fund. Crisis preparedness, which, for example, includes the
prevention of cross-border threats to health, can be considered an EPG.
Other clusters, such as prevention and improving the availability of
medical services, as argued above, can be categorised as NPGs®'.

51 We categorise spending allocated to the different clusters based on the reported
spending in work programmes for 2021 to 2024.
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A1.2.2 Investing in people, social cohesion and values

European Social Fund + (ESF+, €99 billion)

Social policies are deeply rooted in national cultures and historical path-
dependencies. While preferences vary significantly, externalities and
economies of scale are limited. There may be an exception to this if social
policies constitute barriers to free movement in the internal market,
for instance by deterring workers from seeking work abroad because
social entitlements would be lost. Except for a limited set of occasions
in which coordination of the social policies of EU countries is necessary
(eg transfer of social claims), EU social spending constitutes a policy
preference and not a public good.

The objectives of ESF+ go well beyond what a public-good concept
would suggest (Regulation (EU) 2021/1057, Article 3). Supporting
EU countries and regions to achieve high employment levels, fair
social protection and a skilled and resilient workforce are policy
preferences that can be pursued better in line with national and regional
preferences. Similarly, ensuring equal opportunities and access to the
labour market, fair and high-quality working conditions and inclusive
education and training are laudable policy objectives that may generally
lead to a functioning labour market. However, there is no compelling
reason why such goals must be set at European level rather than in
alignment with regional and local preferences. There is no indication
that the ESF+ tackles cross-border issues of social policy in particular.
The ESF+ should therefore, like cohesion policies, be considered as
pursuing an integration objective.

Erasmus+ (€27 billion)

Education is a public good. While rival in nature, education is not
sufficiently provided by markets and at the same time produces a high
level of positive spillovers. However, education is provided at national
level and in line with national notions of education and professional and
personal development.
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For education to qualify as an EPG, it requires positive cross-border
externalities, similar to research. This implies that education can
be considered an EPG, if the quality of education improves through
exposure of students to other European education facilities.

Erasmus+ is the EU’s programme to support education, training,
young people and sport. The programme’s general objective is to
support, through lifelong learning, educational, professional and
personal development of people. The programme aims to build a
European Education Area, supporting the implementation of European
strategic cooperation in the field of education and training (See
Regulation (EU) 2021/817).

In addition to these general goals, Erasmus+ requires funding only
for those actions and activities that generate European added value.
This can be ensured through transnational activities (eg learning
mobility) or complementarity or synergies with programmes in other
states, or on an international level.

On this basis, Erasmus+ funding is limited to programmes to which
national educational systems would not contribute, and to programmes
that create economies of scale. Similar considerations apply to other
programmes: the European Solidarity Corps and Creative Europe
generate economies of scale. While cultural exchange and solidarity
activities remain rooted in national policies, both of these programmes
limit these activities to actions with transnational character, cross-
border cooperation and economies of scale.

A1.2.3 Heading 2: summary

Figure A2 summarises the previous sections and plots the classification of
spending by programme. Large parts of the spending under this heading
pursue integration objectives. This is mostly driven by the ERDF and
the ESF+, which serve re-distributional purposes. The EPG character
of spending under this heading is mostly determined by cross-border
infrastructure investment and action to mitigate climate change.
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Figure A2: Heading 2, categorisation of spending by programme (%)
EPG MINPG M integration objective/policy preference  MlUnspecified

Other I £27bn
European Social Fund + [ £99bn
European Regional and Development _
Fund £226bn
EU4Health Programme IR N £6bn
Erasmus-+ I 27 bn

Cohesion Fund N Y £48bn
0% 20%  40% 60%  80%  100%

Sources: Bruegel. Note: ‘other’ includes Creative Europe, the European Solidarity
Corps, financing and repayment of NGEU, Justice Rights and Values, Protection of the
Euro Against Counterfeiting, Support to the Turkish Cypriot Community, Union Civil
Protection Mechanism, decentralised agencies and budget items categorised as other.

A1.3 Heading 3: Natural Resources and Environment (€400 billion)
The current MFF’s third heading can be separated into two categories:
agriculture and maritime policy, and environment and climate action.
The heading has an allocation of €400 billion, which makes up about 33
percent of the total EU budget. Most of the money under this heading
is allocated to policy preferences. The remainder is allocated to EPGs.

A1.3.1 Agriculture and maritime policy

European Agricultural Guarantee Fund and European Agricultural Fund for Rural
Development (EAGF, €291 billion, and EAFRD, €87 billion)

The EU’s Common Agricultural Policy (CAP), which accounts for about 31
percent of MFF spending, serves a variety of purposes, which complicates
the classification of these goods as either European public goods or
others. The CAP has several general and specific objectives, which can be
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categorised into three clusters of objectives (Regulation (EU) 2021/2115,
Article 5 and 6).

The first relates to food security, with its focus on supporting “viable
Jarm income and resilience of the agricultural sector” and fostering
a competitive ‘agricultural sector ensuring long-term food security”
(Regulation (EU) 2021/2115, Article 6(a)). Food security was defined
by the 1996 World Food Summit as physical and economic access to
sufficient safe and nutritious food that meets people’s dietary needs
and food preferences for an active and healthy life*2 It can be argued
that food security is an EPG insofar as it is an essential component
of economic and social resilience. The externalities are significant,
to the extent that, were food security supplied at national level only,
EU members may have an incentive to free ride on the food security
provided by other EU members in order to divert their own resources to
other spending priorities®. However, even with food security as a public
good, direct income support, which accounts for most of the spending
under the two CAP funds, is not a suitable tool to achieve the objective.
Income support - as expressed in the EU Treaties as an objective - is
not a public good as such but rather a (social and re-distributional)
policy preference. In addition, the evidence suggests that a reduction
(or removal) of CAP spending would not impact food security to a
harmful degree, indicating that direct income support only serves a
limited purpose in promoting food security (JRC, 2017). Removal of all
direct income support, in combination with a more open trade policy,
would even lead to price reductions, while the EU would still have an

52 World Bank Group, ‘What is Food Security?’ undated, https://www.worldbank.org
en/topic/agriculture/brief/food-security-update/what-is-food-security.

53 Free-riding on food security provided by other EU countries might lead to a risk
of eventual export controls, and thereby inadequate access to food from other
EU countries, in emergency situations. However, Article 36 of the TFEU allows
export controls only in exceptional cases, while the European Commission
reversed restrictive measures imposed by a few EU members during the COVID-19
pandemic and the Ukraine war.


https://www.worldbank.org/en/topic/agriculture/brief/food-security-update/what-is-food-security
https://www.worldbank.org/en/topic/agriculture/brief/food-security-update/what-is-food-security
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aggregate trade surplus in agricultural products. Moreover, Darvas
(2019) demonstrated that food security, measured by the Economist
Intelligence Unit’s indicator, is slightly worse in the EU than in the
United States, Australia, Canada and New Zealand, four countries that
provide much less support to agricultural producers than the EU.

The second cluster of CAP objectives seeks to “support and
strengthen environmental protection”, with a focus on “contributing to
climate change mitigation and adaptation” and fostering sustainable
development (Regulation (EU) 2021/2115, Article 5). Agriculture is a
major emitter and polluter and studies show that its climate impact
would decrease in the EU if emissions were reduced by the removal
of the CAP, with lower emissions mostly driven by a decrease in EU
production (JRC, 2017).

The third cluster of objectives aims to “strengthen the socio-economic
fabric of rural areas” (Regulation (EU) 2021/2115, Article 5(c)). To that
end, the CAP seeks to “facilitate sustainable business development
in rural areas” and to “attract and sustain young farmers and new
farmers and facilitate sustainable business development in rural areas”
(Regulation (EU) 2021/2115, Article 6(g)). It also seeks to further
“local development in rural areas”. Regional and local imperatives to
preserve the character and landscape of rural regions are not genuinely
European but rather represent policy preferences. This is because there
are no cross-border externalities, and rural areas should be maintained
and protected in accordance with national and regional preferences.

A different classification is warranted for some aspects of the
European Agricultural Guarantee Fund. Eco-schemes, which focus
on supporting farmers in implementing sustainable practices, provide
income support the condition of implementation of environmental
measures. They support farmers in adopting practices that minimise the
negative impacts of agriculture on the environment and climate, and
help them evolve towards more sustainable farming models. Insofar as
such schemes contribute to environmental protection as a global public
good, there is a rationale to qualify them as serving an EPG.
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Likewise, the European Maritime, Fisheries and Aquaculture Fund
can be likened to the protection of EPGs. The Fund aims at food security,
sustainably managed seas and oceans and the growth of a blue economy.
With marine resources and fishing resources as classical public goods
characterised by negative externalities in the form of national incentives
to overfish, the centralised regulation and budgeting of maritime
resources can be justified in order to avoid negative externalities.

In conclusion, the current design of the EU’s agricultural policy is
largely dominated by direct income support, which fails to serve food
security as an EPG. Furthermore, income support is not a public good in
itself but rather a policy preference.

A1.3.2 Environment and climate action

Programme for Environment and Climate Action (LIFE) (€5 billion)

Climate and environmental protection are classical public goods,
and their cross-border effects give them an EPG character. The LIFE
programme aims primarily to contribute to the shift towards a sustainable
and climate-neutral economy, in order to protect, restore and improve
the quality of the environment, including the air, water and soil. LIFE
thus undertakes activities with an EPG character.

Just Transition Fund (€8 billion)

The JTF supports the territories most affected by the transition to climate
neutrality, in order to prevent regional inequalities from increasing, in
line with the aim of EU cohesion policy to reduce regional disparities
and to address structural changes. Specifically, the JTF aims to enable
“regions and people to address the social, employment, economic and
environmental impacts of the transition towards the Union’s 2030
targets for energy and climate” (Regulation (EU) 2021/1056, Article
2). The JTF thus does not aim primarily at tackling climate change or
environmental protection. It is not concerned with climate as an EPG.
Rather, it addresses distributive concerns associated with climate change,
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which will disproportionately affect certain vulnerable groups (regions,
workers, SMEs).

Pursuing re-distributive aims does not constitute an EPG.
Re-distribution serves to smooth the effect of certain market outcomes
or policy measures, but does not exhibit externalities or economies
of scale. Rather, policy preferences as to how different groups should
benefit from re-distribution are rooted in diverse national preferences.
Countries should decide how they want to compensate regions,
companies and citizens affected by climate change and how they
prioritise between up- and reskilling of workers, investment in SMEs or
offering funds to regions to create new firms.

A1.3.3 Heading 3: summary

Figure A3 summarises the previous sections and classifies spending by
programme. Large parts of the spending under this heading fall under
policy preferences. This is mostly driven by the EAGF and the EAFRD,
which constitute direct income support. Only genuine contributions to
environmental action are considered to be spending on EPGs.

Figure A3: Categorisation by programme, Heading 3 (%)
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Sources: Bruegel. Note: ‘other’ includes budget items categorised as other and
decentralised agencies.
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A1.4 Heading 4: Migration and Border Management (€26 billion)
Programmes under this heading seek to tackle challenges linked to
migration and the management of the EU’s external borders. The heading
has €26 billion allocated to it, or about 2 percent of the EU budget. Most of
this heading is allocated to EPGs. The remainder falls under unspecified
items, which are minor in the context of the overall EU budget.

Asylum, Migration and Integration Fund and Integrated Border Management Fund
(€10 billion and €7 billion)

The EU is largely without internal barriers to the free movement of people.
Individuals within the EU can move freely, with EU countries having
limited tools to control incoming flows. Consequently, asylum and
migration policies create externalities. When countries have different
asylum and migration laws and practices, these differences can impact
other states. This provides a rationale for centralising the control of
migration flows.

Protecting the EU’s external border from illegal immigration is an
example of a ‘weakest-link’ public good. It creates externalities because
insufficient or ineffective border protection in only one EU country can
undermine security for all members.

There is thus a solid case to treat asylum and migration rules and
border management as European public goods. The Asylum, Migration
and Integration Fund seeks to secure the efficient management
of migration flows and the implementation of the common policy
on asylum (Regulation (EU) No 516/2014, Article 3). It strengthens
the Common European Asylum System, including its external
aspects. It is of common interest that the Fund should contribute to
effective strategies for return of third-country nationals, and effective
readmission to countries of origin and transit. Meanwhile, immigration
is an NPG with significant variance (cultural, economic and social) in
terms of national migration preferences. This is why the Fund explicitly
“safeguard|s) the integrity of the immigration systems of Member States”
(Regulation (EU) 2021/1147).
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Similarly, the European Integrated Border Management Fund
protects the EU’s external borders, implemented by the European
Border and Coast Guard as a shared responsibility with the national
authorities. Because external borders are a weakest-link public good, it
is essential that illegal immigration and cross-border crime are detected
and prevented, and that migratory movements are managed effectively.

A1.4.1 Heading 4: summary
Figure A4 summarises the previous section. All programmes under this
heading can be classified as EPGs.

Figure A4: Overview of categorisation by programme, Heading 4 (%)
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Integrated Border

Management Fund €7bn
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Sources: Bruegel. Note: ‘other’ includes budget items categorised as other and
decentralised agencies.
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A1.5 Heading 5: Security and Defence (€14 billion)

This heading includes programmes that have the role of improving the
security of European citizens, strengthening Europe’s defence capacities
and providing the tools needed to respond to internal and external
security challenges, which EU countries alone are not able to deal with
effectively. The heading has €14 billion allocated, or about 1 percent of
the total EU budget. Most of this heading is allocated to EPGs.

Security and the prevention of terrorism, radicalisation and
organised crime are public goods with strong European character.
The free movement of persons is guaranteed in the EU, but renders
all EU members vulnerable to security threats. The threat of terrorism
or organised crime can spread easily within the EU. Any measure
that counters these threats then implies positive spillover effects that
countries acting alone would not sufficiently take into account.

Meanwhile, for defence, there are significant economies of scale
in areas such as procurement, armaments, weapon standardisation
and deployment (Mueller, 2024; Ostanina, 2024). The Treaties do not
fully exploit these potential gains, because they constrain the EU’s
competence for defence, foreign policy and military matters, with
decision-making in these areas subject to unanimity, with “operations
having military or defence implications” even forbidden (Brogger, 2024).
Unanimity may be justified from a fiscal-federalism perspective when
preferences are highly varied. Though opinion surveys show a high
degree of public support for EU action (as they do for common defence
and security policy)*, defence remains at the core of state sovereignty.

54 European Commission, ‘Standard Eurobarometer 101 - Spring 2024; May 2024,
https://europa.eu/eurobarometer/surveys/detail/3216.
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A1.5.1 Security

Internal Security Fund (€2 billion)

The Internal Security Fund aims to help ensure a high level of security
in the EU, in particular by preventing and combating terrorism and
radicalisation, serious and organised crime and cybercrime. Protecting
the EU from these threats to security implies large positive spillovers, and
security activities may produce economies of scale. The specific objectives
of the Internal Security Fund are to produce cross-border benefits,
notably by facilitating the exchange of information and strengthening
the capabilities of EU members in relation to preventing and combating
crime, terrorism and radicalisation (Regulation (EU) 2021/1149, Article
3(2)). Country-level action alone would not sufficiently account for the
positive spillovers for other EU members.

Nuclear decommissioning (€2 billion)

Likewise, funds for nuclear decommissioning (Lithuania) and nuclear
safety and decommissioning (including Bulgaria and Slovakia)* offer
positive spillovers for other EU countries, associated with the security
of operation of nuclear plants. These funds are specifically targeted at
decommissioning specific Soviet-designed nuclear reactors that are not
considered safe in the EU.

A1.5.2 Defence

European Defence Fund (EDF, €8 billion)

The EDF incentivises and supports collaborative, cross-border defence
research and development. By adding to national efforts, EDF promotes
cooperation between EU companies and research bodies of all sizes and

55 The decommissioning refers specifically to old Soviet-design nuclear reactors that
are not considered safe compared to other nuclear reactors. At the times of their
accession to the EU, Bulgaria, Slovakia and Lithuania agreed to shut down such
power plants.
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geographic origin. It aims to foster the competitiveness and inventiveness
in terms of the defence contribution to the EU'’s strategic autonomy.

The EDF focuses on funding projects that “have a clear added
value for the Union” (Regulation (EU) 2021/697, paragraph 37). This
underlines both the possibility of taking advantage of economies of
scale and positive externalities. The Fund also supports cooperative
programmes that would not happen without an EU contribution and,
by supporting R&D activities, provides the necessary incentives to boost
cooperation at each stage of the industrial cycle.

Military Mobility (€2 billion)

Similar considerations apply to Military Mobility. The Fund concentrates
on defence activities of cross-border concern, such as the deployment of
military forces in reaction to crises at the EU’s external borders. It funds
infrastructure where necessary for transnational movement of military
transport and to reduce delays when granting national permissions
for military transits across borders. Such a measure seeks to minimise
negative externalities (from national infrastructure bottlenecks or
regulatory incompatibilities).

A1.5.3 Heading 5: summary
Figure A5 plots the classification of Heading 5 programmes. All
programmes under this heading can be classified as EPGs.
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Figure A5: Overview of categorisation by programme, Heading 5 (%)
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Source: Bruegel. Note: ‘other’ includes budget items categorised as other and
decentralised agencies.

A1.6 Heading 6: Neighbourhood and the World (€110 billion)
Programmes under this heading seek to reinforce the EU’s socio-
economic impact in its neighbourhood, in developing countries and in
the rest of the world. The heading also includes assistance for countries
preparing for EU accession. The heading has €110 billion allocated or
about 9 percent of the total EU budget (European Commission, 2021c).
This heading is fully allocated to EPGs.

A1.6.1 General considerations on external relations as a public good
Neighbourhood policy encompasses the EU’s external relations in a wide
sense. In general, foreign policy can be a source of externalities and can
offer economies of scale, but is often associated with preferences rooted
in each country’s history, politics and culture.

Negative externalities may arise when the national foreign
policies of EU members are inconsistent or even contradictory. The
national pursuit of foreign policies is often driven by domestic policy
preferences, not taking into account the interests of other countries. In



172 | BRUEGEL BLUEPRINT 37

the EU context, purely national foreign policies thus risk adverse effects
for other EU countries’ national interests.

Closely connected to concerns about externalities, there are also
significant economy-of-scale arguments in favour of a Europeanised
foreign and security policy. They build on the insight that size and
weight in international relations matters - larger countries and
coordinated action carry more weight compared to individual members
acting individually on the global stage. ‘Speaking with one voice’ gives
each EU country more political and economic weight than speaking
with different voices. This applies in particular in times of geopolitical
polarisation.

However, foreign policy is considered a national prerogative (GFCC,
2009). Significant differences between the foreign policy preferences
of EU countries make a complete surrender of foreign policies
from national to EU level unlikely. A mix of centralised policies and
decentralised policies seem suitable for untapping economies of scale
while also accounting for national preferences.

The EU Treaties include a strong unanimity requirement in the area
of Common Foreign and Security Policy (CFSP), meaning EU members
control this policy area. The EU has more authority over the conduct
of development policy, aimed at sustainable economic, social and
environmental development in developing countries, with the primary
aim of eradicating poverty (Article 21 (2) TEU). In this area, the EU can
adopt policies by qualified majority (Article 208, 209 TFEU).

The objectives underpinning the EU’s policies under Heading 6 are
to address issues of global concerns and pursue values shared across
the EU. Heading 6 policies respond to increased migration and refugee
flows, security threats and wider changes in the international and
regional contexts (EPRS, 2021). These threats are of equal concern for all
EU countries as they are all affected by them because of free movement
across the EU. These global concerns are addressed under the heading
associated with climate change, security, and migration - concerns that
are often considered as global public goods (Barrett, 2007). They are also
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directly linked to the United Nation’s 2030 Sustainable Development
Agenda and the implementation of the Paris Climate Agreement.

The intuitive added value of EU action in addressing global public
goods is linked to the above considerations on externalities and
economies of scale. Harmonised policies leverage the EU’s capacities to
contribute effectively to sustaining global public goods such as a stable
climate, security, poverty reduction and peace. EU neighbourhood
policies take advantage of the EU’s political and economic clout and the
geographic range of its external cooperation, which a single EU country
would not be able to achieve.

At the same time, neighbourhood policy contains policies (see
below) linked to the CFSP, which concerns more sensitive issues of
foreign relations from a sovereignty perspective. It should therefore be
emphasised that EU countries retain certain competences in pursuing
foreign and neighbourhood policies to account for specific national
preferences. The scope of external relations extends beyond the policies
undertaken within the MFF (which can be considered EPGs), with other
aspects of external relations falling under the category of national public
goods.

A1.6.2 External action

Neighbourhood Development and International Cooperation Instrument (NDICI,
€71 billion)

The goal of NDICI is to support global public goods including sustainable
development, peace and stability, building on the European consensus
on development and the UN’s 2030 Agenda. It also factors in cross-cutting
priorities, such as environmental protection and climate action, and
it sets spending targets in line with the SDGs. NDICI has a three-pillar
structure:

¢ Geographical: under this pillar, the aim is to foster cooperation
conducive to sustainable economic growth and employment,
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security and peace. Protecting the rule of law, human rights, the
environment and climate action are often viewed as global public
goods. Given this global public good character, they should be
coordinated at the highest governance level possible, which in our
context means the EU level.

¢ Thematic: this pillar addresses issues linked to the pursuit at global
level of the SDGs, including democracy, human rights, civil society,
stability and peace, and global challenges.

o Rapid response: this pillar contributes to stability and conflict
prevention in situations of urgency, and links humanitarian aid to

development action.

Each pillar contains a European element. Since EU countries have
a common interest in pursuing objectives of global concern, there
is no issue of preference heterogeneity as a counterargument to the
economies of scale that EU action entails. We thus consider spending
under this instrument as spending on EPGs.

Humanitarian aid (€10 billion)

Humanitarian aid may be subject to slightly different considerations
from the public-good perspective. Humanitarian aid may be determined
by the preferences of EU members. EU members may prioritise needs
differently when providing humanitarian aid, with geographical priorities
reflecting the traditional links of EU countries to certain regions (eg
former colonies). Humanitarian aid will thus remain, to some extent,
an NPG in order to account for these diverse preferences.

However, EU-led humanitarian aid should also focus on major
areas of common concern. EU humanitarian aid primarily addresses
humanitarian crises resulting from conflicts, global refugee flows or
natural disasters linked to climate change. They respond to events of
joint European (or even global) concern and may be disconnected
from the traditional ties EU countries have with certain regions.
Administrative efficiency may add to scale arguments because EU
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humanitarian aid is deployed in partnership with global bodies such
as UN agencies, NGOs and international organisations. Overall,
humanitarian aid pursued under Heading 6 serves the delivery of EPGs,
while EU countries retain humanitarian aid competence (as a field of
shared competence under the Treaty), in that they deliver NPGs from
their national budgets.

Common foreign and security policy (CFSP, €2 billion)

CFSP remains a policy field with both European and national public-
good elements. While externalities and economies of scale offer strong
rationales for centralising CFSP, national prerogatives are associated
with foreign policy as an issue of sovereignty. The Treaties therefore give
the EU only limited scope for action in this area, and require unanimity.
Like humanitarian aid, foreign policy is thus both an EPG and an NPG.
Expenditure under Heading 6 leverages those instances where EU
centralised action can generate economies of scale through ‘speaking
with one voice’ In other words, the added value of this expenditure is
found in the fact that it makes possible the EU’s role as a global player
on behalf of and alongside its members (EPRS, 2021). In addition,
institutional economies of scale can be realised through the institution
of the High Representative of the Union for Foreign Affairs and Security
Policy/Vice-President of the European Commission (HR/VP) and the
European External Action Service. These institutions do not replace
national diplomatic services, but integrate EU countries’ interests when
it makes sense to centralise power. In terms of CFSP objectives, the policy
pursues issues of global concern by addressing conflict, instability and
security threats. We thus categorise spending under this heading as
spending on EPGs.
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Overseas countries and territories, including Greenland (€444 million)
Cooperation with overseas countries and territories® follows a similar
logic to NDICI. While not covering the immediate neighbourhood,
the policy promotes the EU’s special relationship, and its interest in
promoting the economic and social development of, those countries
and territories and strengthening their ties with the EU. This sub-heading
involves competences under the Treaties that are different from NDICI.
Like NDICI, this instrument has an EPG character, given the joint interest
of EU members in promoting and stabilising the relationships with these
territories and regions. This cooperation does not interfere with special
national ties, such as that between Denmark and Greenland, which are
handled at national level, leaving scope to treat these relationships as
NPGs.

A1.6.3 Pre-Accession Assistance

Instrument for Pre-Accession Assistance (€13 billion)

EU countries have a common interest in preparing new members
for their accessions. Policies and instruments, such as pre-accession
assistance, aim to pave the way for new members to accede to the EU. A
centralised approach to this rather than decentralised assistance from
current members appears straightforward, with the EU as the coordinator
setting priorities that define administrative, social and economic
reforms. By bringing new member states into alignment with the acquis
communautaire to which all EU members are subject, there is a rationale
for centralised action.

56 The EU’s overseas countries and territories are not sovereign countries but depend
to varying degrees on three EU countries, Denmark, France, and the Netherlands,
with which they maintain special links. There are 13 such countries and territories.
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A1.6.4 Heading 6: summary

In conclusion, neighbourhoods generally involve both EPGs and NPGs.
For this reason, EU members have retained significant foreign policy
power, while delegating part of development policy to the EU. Heading
6 expenditure can be considered as financing the European share of the
public good, while countries continue to pursue their policies separately.
All programmes under this heading can be classified as spending on
EPGs (Figure A6).

Figure A6: Overview of categorisation by programme, Heading 6 (%)
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Sources: Bruegel.

Some of these instruments have substantial EPG components.
Neighbourhood development, pre-accession assistance and
cooperation with overseas territories can be considered as areas
for which economies of scale are significant and the preferences of
EU members are largely similar. For CFSP, humanitarian aid and the
European Facility, strong economies of scale provide a reason to
consider these fields as EPGs, but they relate to sensitive issues of state
sovereignty with historically and culturally determined military and
defence preferences, or, in the case of humanitarian aid, sometimes
strong national political and historical ties. It can nevertheless be
justified to treat EU spending in these areas as relating to the European
interest, while EU members should - and under the EU Treaties can -
continue to pursue national policies.
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A1.7 Heading 7: European Public Administration (€83 billion)

The European public administration implements policies and programmes
in the common EU interest. The public good character of the related
spending must be assessed with regard to the human resource budget
line. Civil service is non-exclusive to the extent that all citizens have access
to the service under non-discrimination rules. Public services can be made
divisible and excludable, for instance, by introducing service charges,
giving access only to those who pay or individualising charges for collective
provision such as rubbish collection (Spicker, 2024). This, however, is not
the case with EU public administration.

There is also a broad debate on the extent to which the public sector
should be governed by market principles. For our purposes, we can
say that public service is instrumental in delivering the public good to
citizens. The fundamentals of a functioning state are generally seen as
public goods - government services demonstrate that public goods can
be human-made (such as public health or defence), and it is public
service personnel who perform basic state functions such as the exercise
of executive, legislative and judicial powers.

In the EU context judges and administrators at the EU Court of Justice
(CJEU) provide legal security and a court system, often seen as a public
good (Paine, 2018). Since the CJEU ensures respect for EU laws even when
some laws seem contrary to national interest, the CJEU is clearly an EPG.
European Parliament members and staff perform the public function
of the legislator for the EU as a whole, not following specific national
interests. European Commission personnel deliver the functions of the
executive. Thus, each of the Heading 7 staff categories can be allocated
to a specific state function. The use of the services of these European
institutions is non-rival and non-excludable, their operations involve
major cross-border externalities by ensuring harmonised application of
EU laws and regulations, and there are also scale effects, since centralised
safeguarding of the EU Treaties is more effective than if EU countries
were to do this under a coordination mechanism. Thus, EU public
administration services are EPGs (Figure A7).
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The heading has around €83 billion allocated to it, or about 7 percent
of the budget.

Figure A?: Overview of categorisation by programme, Heading 7 (%)
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Source: Bruegel.



Annex 2: Overview of EU
spending outside the MFF

Assessing the EPG character of some instruments outside the MFF

REACT EU (€51 billion)

REACT-EU was established to address the economic fallout of the
COVID-19 pandemic. The programme can provide support for crisis
response and crisis repair measures and is intended a bridge to long-
term recovery. COVID-19 required a joint response to alleviate its
immediate macroeconomic impact. Concentrating aid on particularly
vulnerable regions makes sense from a macroeconomic perspective to
ensure economic recovery. This EU-wide macroeconomic dimension
is further strengthened by the allocation methodology for this funding,
which takes full account of the economic and social impact of the crisis
on the EU countries, irrespective of regional quotas. With this pandemic
focus and the macroeconomic function of REACT-EU, it furthers the EPG
of macroeconomic stability.

Recovery and Resilience Facility (€724 billion, €338 billion in grants and €386
billion in loans)
NextGenerationEU was established as a macroeconomic response aimed
at securing recovery from COVID-19. In interconnected economies
like those of the EU - with most countries sharing the same currency -
macroeconomic stability is no longer solely a national concern. This is
especially true when a symmetric shock affects the entire EU.

EU members with low levels of public debt have the fiscal space
to support themselves, whereas highly indebted countries face
fiscal constraints. While a moral hazard problem exists, with some
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countries potentially pursuing irresponsible fiscal policies in good
times, expecting low-debt countries to assist them during downturns,
economic resilience is a public good (Buti and Papaconstantinou, 2022).
After the devastating human and economic impact of COVID-19, saving
lives and fostering economic recovery became common goals.

By granting the EU an exceptional capacity for debt financing, the
union leveraged economies of scale, utilising the combined solvency
of all 27 EU members - an opportunity that would have remained
unrealised with purely national fiscal responses. As a result, both the
centralised funding and the allocation of resources have contributed to
serving European public goods.

With macroeconomic stability as the primary EPG supplied through
the Recovery and Resilience Facility (RRF - the main component of
NGEDU), the design of the allocation scheme further strengthens other
EPGs. The focus on climate-oriented expenditures as fixed quota
within the expenditure allocation enhances resilience and furthers the
protection of the climate.

European Peace Facility (EPF, €17 billion)
The European Peace Facility was created outside the MFF as a mechanism
to fund common foreign and security policy operations with military and
defence implications. Placing it outside the MFF avoids the restrictions
under the EU Treaties on financing operational expenditure with military/
defence implications (Article 41(2) TEU). With Russia’s war against
Ukraine, the purpose and public good character of the Facility came to the
fore. Irrespective of the legal treatment of defence-related expenditure,
the threat to peace is a concern for all European countries. Deferring the
defence of Ukraine to individual countries only is implausible. Security
is a European public good and military threats affect all EU members.
At the same time, the Treaty restrictions indicate a variance in
political preferences, by protecting neutral states that insisted on the
Treaty ban on financing military operations. These countries have
treated defence as purely an NPG. Because EU countries finance the
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Peace Facility off budget, national prerogatives are respected. The
EPF thus has the character of a ‘club public good’ insofar as not all EU
members are obliged to support the funding and different national
preferences in the core national concern of defence are respected.
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BIGGER, BETTER FUNDED AND FOCUSED ON PUBLIC GOODS
How to revamp the European Union budget
Zsolt Darvas, Roel Dom, Marie-Sophie Lappe, Pascal Saint-Amans

and Armin Steinbach

How should the European Union budget be revamped to meet the pressing
collective challenges of climate change, competitiveness, defence, enlargement
and response to unforeseen shocks? This Blueprint evaluates the extent to
which current spending goes to European public goods and identifies significant
misalignments between budget allocations and areas in which EU-level provision
offers the greatest added value. An analysis of EU spending gaps suggests that a
significantincrease in the size of the EU budget is also needed if the EU is to meet
its strategic objectives.

The Blueprint also outlines criteria for new EU budget revenues, or ‘own resources’,
and argues that since the ultimate source of any new revenue mechanism is
national budgets, the main justification for new revenue sources should be to help
achieve EU policy objectives and to weaken the dominance of the net-balance
logic in EU budget debates. To increase its value added, the next seven-year EU
budget, from 2028 to 2034, must be strategically focused, better funded and
more effective with a reinforced performance framework, while managing the
fiscal impact of future EU enlargements.
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