
 
 
 
 

DISCUSSION PAPER SERIES 

 
 
 

     ABCD 
 

www.cepr.org 
 
 

Available online at: www.cepr.org/pubs/dps/DP5134.asp
 www.ssrn.com/xxx/xxx/xxx

  

 
 

 
 
 
 

No. 5134 
 

VOTING RULES AND BUDGET 
ALLOCATION IN AN ENLARGED EU 

 
 

Heikki Kauppi and Mika Widgrén 
 
 

  INTERNATIONAL TRADE 
 
 

 



ISSN 0265-8003 

VOTING RULES AND BUDGET  
ALLOCATION IN AN ENLARGED EU 

Heikki Kauppi, University of Helsinki 
Mika Widgrén, Research Institute of the Finnish Economy (ETLA), Turku School of 

Economics and Business Administration and CEPR 
 

Discussion Paper No. 5134 
July 2005 

Centre for Economic Policy Research 
90–98 Goswell Rd, London EC1V 7RR, UK 

Tel: (44 20) 7878 2900, Fax: (44 20) 7878 2999 
Email: cepr@cepr.org, Website: www.cepr.org 

This Discussion Paper is issued under the auspices of the Centre’s research 
programme in INTERNATIONAL TRADE. Any opinions expressed here are 
those of the author(s) and not those of the Centre for Economic Policy 
Research. Research disseminated by CEPR may include views on policy, but 
the Centre itself takes no institutional policy positions. 

The Centre for Economic Policy Research was established in 1983 as a 
private educational charity, to promote independent analysis and public 
discussion of open economies and the relations among them. It is pluralist 
and non-partisan, bringing economic research to bear on the analysis of 
medium- and long-run policy questions. Institutional (core) finance for the 
Centre has been provided through major grants from the Economic and 
Social Research Council, under which an ESRC Resource Centre operates 
within CEPR; the Esmée Fairbairn Charitable Trust; and the Bank of 
England. These organizations do not give prior review to the Centre’s 
publications, nor do they necessarily endorse the views expressed therein. 

These Discussion Papers often represent preliminary or incomplete work, 
circulated to encourage discussion and comment. Citation and use of such a 
paper should take account of its provisional character. 

Copyright: Heikki Kauppi and Mika Widgrén 



CEPR Discussion Paper No. 5134 

July 2005 

ABSTRACT 

Voting Rules and Budget Allocation in an Enlarged EU 

The EU declares to provide support for the rural and poor regions of its 
member states. However, recent research shows that past EU budget 
allocations (in EU-15) can largely be explained by measures of the distribution 
of voting power in the Council of Ministers deciding on the bulk of EU 
spending. Yet, empirical analysis also indicates that the needs of the member 
states play a role in the determination of their receipts from the EU budget. As 
a rough estimate, power explains 60% of the budget allocation and, when 
stable coalition structures among member countries are allowed, even 90%. In 
this paper we use such estimates to predict EU budget shares after the 
eastern enlargement. We compare incumbent member states' predicted 
budget receipts before and after eastern enlargement, and examine the 
impact of different voting rule proposals on predicted budget shares and 
receipts in EU-25. According to our estimates, eastern enlargement has large 
effects on the budget receipts of the incumbent member states. Moreover, 
whether the voting rules are based on the Nice Treaty (NT) or the 
Constitutional Treaty (CT) makes a difference for most member states. Many 
member states would be worse off under CT than under NT. In relative terms, 
Germany would be the biggest winner under CT, because under CT 
population counts more on power than under NT voting rules. 
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1 Introduction

After the eastern enlargement in May 2004 the European Union is going through difficult

negotiations on the financial perspectives for 2007-2013. The goal is to define general

frames for the annual budgets of the next seven years and to agree on the principles

of the collection of revenues.1 These negotiations take place in the shadow of negative

results of French and Dutch referenda on the Constitutional Treaty and Britain’s decision

to freeze the ratification process of the Treaty. At the moment, there is also a strong

disagreement between Britain and France on budget allocation principles.

Most of the previous analyses on the allocation of EU budget spending have focused on

estimating the costs of the eastern enlargement. Courchene et at. (1993) derive estimates

for the structural funds receipts of the candidate countries by using a simple extrapolation

of the budget receipts of the poorest incumbent countries. Other studies, like Brenton and

Gros (1993), Anderson and Tyers (1995), Jackson and Swinnen (1994), and Tangermann

(1996), make specific predictions for the costs of the Common Agricultural Policy (CAP)

due to the eastern enlargement. All of these studies assume that the budget shares derive

from the recipients’ needs and contributors’ solidarity. Henceforth we call this approach

the needs view.

Recent research has, however, demonstrated that a completely different approach man-

ages to explain member states’ past receipts from the EU budget. This public choice

approach argues that EU budget allocations attribute to the distribution of voting power

in the Council of Ministers, the key decision maker of EU spending. In this power pol-

itics view member states’ needs deriving from low income regions and poor agricultural

conditions obtain only a minor role, if any.

1The EU budget is financed collecting revenues from four resources. The traditional resources are
the tariff revenues and agricultural levies, both collected at the Union’s external border. They are
transferred directly to the common resources except a share that goes for the local administrative costs
of the collection. While the traditional resources had a relatively important role initially, nowadays their
proportion is only one tenth of the total revenues. The third resource is based on Member States’ value
added tax (VAT) base and is like a EU-wide consumption tax, currently one per cent rate. The relative
importance of this resource is also declining. The fourth resource is collected from the member states
based on their GNPs. That is, each member state pays a certain percentage (common to all countries)
of its GNP to the common resources. Currently, this resource constitutes about 45 percent of the EU
budget and the share continues to increase.



Baldwin et al. (1997) made, to our knowledge, the first attempt to use the political

power view to explain EU budget allocations empirically.2 Using observations for 1993

and 1994, they regressed per capita receipts on a constant, per capita voting power, and

a dummy variable for poor member countries. They used the Shapley-Shubik index (SSI)

and the actual vote shares to proxy member states’ voting power. Subsequently, Baldwin

et al. (2000, 2001) carried out similar regressions for the periods 1992-94 and 1995-99,

separately. In the latter papers also the normalized Banzhaf index (NBI) of cooperative

games were used as a measure of voting power.3 Based on OLS inferences these studies

concluded that per capita budget shares can be explained pretty well by measures of

political power, while variables like the agriculture share of GDP and GDP per capita fail

to have any significant predictive power.

Also Kandogan (2000) studied the correlation between actual budget shares and SSI.

He developed a tailored game theoretic model for EU’s budget decision-making and ap-

plied it to assess the costs of eastern enlargement. His empirical analysis were conducted

for years 1976-85 and were concerned with both the CAP and the structural expendi-

tures. He regressed the ratio of the budget shares in CAP expenditures to the voting

power for each country against a constant, deviation of that country’s adjusted percent

of population in agriculture from the EU-average and the logarithm of the voting power

(SSI). He argued that this regression can explain why some countries are receiving more

agricultural funds than implied by their voting power alone. He run a similar regression

for the structural funds and obtained the same conclusion as on the CAP shares. In a

way Kandogan’s (2000) analyses indicate that the budget shares cannot be explained by

power politics alone. Nevertheless, it is difficult to see from his analysis what part of the

budget shares can be explained by power politics and what determines the rest of the

shares. Also, a major part of the variation in the budget shares remains unexplained in

these regressions.

Kauppi and Widgrén (2004) make the first attempt to explore the relative importance

2See, however, already the discussion in Baldwin et al., eds., (1995).
3For the SSI, see below, Shapley (1953) and Shapley and Shubik (1954). For the NBI, see Penrose

(1946) and Banzhaf (1965).
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of the two hypotheses. For this purpose, Kauppi and Widgrén propose simple relative

measures for the needs of the member states and then combine these with the SSI to

estimate weights for the two views of the EU budget allocation. In their baseline model,

political power explains about 60% of the member states’ budget receipts and the re-

maining 40% derive from member states’ needs.4 This results is obtained using annual

observations for 1976-2001, a larger data set than in any previous empirical paper on EU

budget. The novel feature of the study is to examine whether the power politics expla-

nation can be improved by taking possible cooperation patterns between EU countries

into account. Kauppi and Widgrén find that as much as 90% of the budget shares can be

explained by voting power measures that allow for correlated preferences and cooperative

voting patterns between the member states. Interestingly, the paper identifies a stable

cooperation patterns between France and Germany. Altogether, Kauppi and Widgrén

conclude that selfish power politics is likely to drive EU’s decision making in general and

the allocation of EU budget in particular, while needs play at most a little role.

In this paper, we seek to use these methodologies to project budgetary consequences

of the eastern enlargement under two different voting schemes: the Nice and the Consti-

tutional Treaty voting rules, the former being the current state, while the latter being

a possible future state depending on an ongoing political decision process. As we do

not have historical data (budget shares) for the enlarged EU, we cannot re-estimate our

empirical models for EU-25. In particular we cannot examine the importance of particu-

lar cooperative voting patterns for EU-25. However, we can obtain measures of the key

explanatory variables for the new member states and use these with the existing EU-15

parameter estimates to make projections about the future budget allocation of EU-25.

Furthermore, by calculating predictions for incumbent countries’ budget shares in EU-15

we can compare their budgetary positions before and after eastern enlargement. We can

also derive power measures for different voting rule proposals and examine and compare

their consequences for individual member states’ positions in the EU budget allocation.

4The predictive power of the pure SSI improves to 70 percent if the UK rebate is taken into account.
A modified version of the SSI that draws on Straffin (1977, 1988) improves the predictive power of pure
power based explanation to 90 percent (see Kauppi and Widgrén 2004 for details).
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Our baseline predictions rely on the pure power politics view, while we also consider

predictions that assume the above stylized weights of 60% and 40% for the power politics

and the needs, respectively. Independently of the voting rules examined, we find that

eastern enlargement has large effects on the budget receipts of the incumbent member

states. Different voting rules make significant difference for most countries’ positions in

the allocation. Most notably, Germany would gain remarkably from the voting rules of

the Constitutional Treaty. The key explanation is that population counts more under

the Constitutional Treaty - with its large population Germany would be pivotal in most

voting situations in the future. According to our estimates the Constitutional Treaty

would make Germany the biggest recipient of the EU budget, France currently holding

this position under the Nice Treaty. This reward from voting power to Germany derives

from the fact that the unified Germany has now 20 million larger population than France.

Whether this issue explains why Frenchmen are reluctant to accept the Constitutional

Treaty is an interesting question.

The rest of the paper is organized as follows. Section 2 describes the two views used

to explain EU budget shares, while Section 3 gives background for the two voting rule

proposals we consider. Empirical results are reported in Section 4. Section 5 concludes.

2 Two Views of EU Budget Allocation

The starting point of our analysis is that EU budget shares derive from the distribution

of political power among member states. However, this view is not the only one and

common wisdom assumes that the distribution of EU spending across member states is

based on needs rather than power. We start by a brief description of the needs view of

EU budget allocation.

2.1 Needs View

At the first sight, the overall structure of the EU budget suggests that the importance of

agriculture and member states’ income levels should determine the major part of member

countries’ receipts from the EU budget. Indeed, the bulk of the budget spending is in
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principle devoted to agriculture and poor regions of the EU. The declared objects of the

EU budget allocation state:

CAP aims at achieving an adequate level of production, at a reasonable cost to con-

sumers, while ensuring a fair standard of living for the agricultural community and safe-

guarding the future of rural areas. Given the diversity of circumstances in the EU, it

is clear that achieving these goals will not result in the same economic benefits for all

Member States.

This declaration indicates that one of the main aims of the EU budget is to direct

support to those member states in which agriculture and rural areas play relatively big

roles. As mentioned above structural spending is the other and increasingly important

part of the EU budget. Again citing the EU budget policy declarations:

An objective of the EU is the achievement of economic and social progress across

the Member States. By their nature, structural actions should result in differences in

expenditure between Member States.

There are several ways to quantify the declared benevolent budgetary principles. In

our previous empirical work, Kauppi and Widgrén (2004), we measured the needs of the

member states by the extend of their agricultural production and their relative income

levels. We return to this in our empirical analysis in Section 3.

2.2 Power Politics View

Rather than following benevolent objectives of equality between EU countries, we can

also imagine that member states care nothing else but their own interests. Under this

hypothesis member states’ representatives use their influence in the Council of Ministers

to allocate as much money to their home country as possible.5 Under this hypothesis

member states’ budget shares should reflect their voting power in the Council rather than

their needs for CAP or structural support.

In the formal analysis the budget allocation problem is treated as the dividing-up-

5For applications that evaluate the distribution of voting power in the Council of Ministers in general,
see e.g. Widgrén 1994, Laruelle and Widgén 1998, Felsenthal and Machover 2001, 2003, Leech 2002,
Baldwin and Widgrén 2004a, 2004b, 2005.
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the-cake problem. Cake sharing is one of the most investigated questions in game and

especially bargaining theory. The literature is very wide ranging from cooperative to non-

cooperative game theory with several applications. In recent years, these methods have

been applied to study different aspects of EU decision-making as well.

An often-used measure for actors’ voting power is the Shapley-Shubik index (SSI)

(Shapley and Shubik 1954). It can be seen as a special case of a broader concept the

Shapley value (Shapley 1953) in cooperative games. SSI is restricted to so-called simple

games that are often used to model voting games. In simple voting games, winning and

losing coalitions get different values (usually one and zero respectively). SSI is based on

the broad idea that an actor that can break a winning coalition into losing, or vice versa,

exerts power. These actors are critical in the sense that they may help a coalition to

achieve its goals. Suppose that this help is rewarded by a price, which ends up as money

in the data. Despite of their abstractness there is some recent evidence that power indices

are able to capture actors’ power and that they can be used to predict decision outcomes

in a meaningful way (e.g. Pajala and Widgrén 2004, Thompson et al. 2005)

More formally, let N be a set of n member states in the Council and let S ⊂ N denote

any coalition of member states having s members. A voting game in the Council can be

characterized by a set function v(S) taking on value 1 when a coalition S forms a qualified

majority and zero otherwise. In this simple setting, the Shapley-Shubik index value φi of

a member state i can be written

φi =
∑

SjN,i∈S

(s− 1)!(n− s)!

n!
[v(S)− v(S r i)],

where i = 1, ..., n. The first term in the sum gives the probability of country i being in

a pivotal position in coalition S and the latter term counts those pivotal positions where

country i is able to swing a winning coalition into losing, i.e. S is winning and the removal

of i from it makes it losing. The individual actors’ SSI values φi sum up to unity.6 Thus,

SSI implies that the relative shares of the players’ swing positions predict their shares of

the total pay-off. In our application the total pay-off constitutes the EU’s total budget

6SSI is the only power index that has this property.
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spending.7

3 Considered Voting Rules

The voting rules of the Council of Ministers have always been a big issue for the expanding

EU, even if they have been practically constant from the Treaty of Rome in 1957 until

the Treaty of Nice in 2001. A common concern has been that the EU’s decision making

becomes increasingly difficult or even paralyzed when the number of its member states

increases. The worst conflicts have, however, been around the distribution of voting power.

Especially large member countries have been concerned that old rules are too favorable to

small countries. The importance of this problem raised considerably in the case of eastern

enlargement, which brought in a number of new small countries. Therefore, these issues

have now translated into a true change of voting rules.

The ongoing revision of the Council voting rules started already in an inter-governmental

conference in 1996 (IGC-1996), while that conference did not find a solution. Also, the fol-

lowing Amsterdam summit failed to find an agreement on re-weighting of the votes, thus

this question was further postponed to IGC-2000. Based on the work and assessments

made during the conference8 the marathon Summit of Nice finally reached an agreement.

The agreement was a re-weighting scheme that reallocated voting rights from the smallest

to the biggest nations.9

The voting rules set in the Nice Treaty maintain the qualitative majority voting frame-

work, but add two extra criteria concerning the number of yes-votes and the share of EU

population they represent. Specifically, the vote threshold was first set in Nice to 74 per-

cent but that was changed by the Draft Council Decision relating to the implementation

7Here it is important to see that the EU budget (the cake) can be taken as fixed when decisions on its
allocation are made in the Council. For a careful explanation see Kauppi and Widgrén (2004, p. 230).

8A throughout evaluation on different alternatives, see Baldwin et al. 2000.
9The Nice rules came into force on November 1, 2004. The first months after the eastern enlargement

were governed under the old rules. In EU jargon these rules were called Temporary Accession Treaty
voting rules. Their contents are qualified majority voting with weighted votes and the old majority
threshold of 71 percent to win (88 of 122 votes). The numbers of votes for the incumbent 15 are
unchanged; those for the 10 new Member States are a simple interpolation of EU15 votes as specified
in the Accession Treaty. We also computed the estimates under the temporary rules. They are not,
however, reported as the results were so similar to the ones under the Nice rules.
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of Article I-24 to 72.2 percent of the Council votes (232 of 321 votes). Moreover, ac-

ceptance of a simple majority of member states (13 members) and countries representing

62 percent of the EU population. The distribution of the Council votes under the Nice

Treaty are shown in Table 1.

The Constitutional Treaty, agreed in June 2004, resulted in a switch from a weighted

voting system into a dual majority voting system with additional requirements. In fact the

Constitutional Treaty introduced a quadric majority: A winning coalition must represent

at least 55 percent of EU members and 65 percent of the EU population. Moreover,

during the final negotiations two last-minute Summit compromises were inserted: first,

at least 15 member states are required to pass a proposal and second, no proposal can

be blocked by less than four countries. Both of these two rules have a small impact on

EU-25 decisions, but the former is almost irrelevant in EU-27, 15 members constitute

60 percent of the EU states but in EU-27 only 55.6 percent. After the entry of Turkey

and Croatia this criterion would not be binding any longer. Voting rules specified by the

Constitutional Treaty should become into force in November 1, 2009, but this requires

ratification in national parliaments. Moreover, several member states have decided to

organize referenda on this question.

In this paper, we focus on the Nice and the Constitutional Treaty voting rules, since

they are the relevant alternatives in the foreseeable future. If the Constitutional Treaty

fails to pass, then the current rules of the Nice Treaty remain. Our analysis below attempts

to assess the budget allocation consequences of the eastern enlargement under these two

alternative states of the future EU.

4 Budget Allocation Predictions

Earlier research has shown that the past twenty-five years of EU budget allocations can

well be explained by measures of member states’ political power and needs. In this section,

we use these empirical regularities to make projections about the budgetary consequences

of the eastern enlargement under the two voting rules discussed in the previous section.

We consider estimates based on a pure political power model of the budget allocation as

7



Table 1: Voting rights in the EU-25 in Nice rules

Member State Votes Member State Votes
Germany 29 Austria 10
UK 29 Slovakia 7
France 29 Denmark 7
Italy 29 Finland 7
Spain 27 Ireland 7
Poland 27 Lithuania 7
Netherlands 13 Latvia 4
Greece 12 Slovenia 4
Czech Rep. 12 Estonia 4
Belgium 12 Cyprus 4
Hungary 12 Luxembourg 4
Portugal 12 Malta 3
Sweden 10 TOTAL 321

well as estimates that are also partly due to the needs of the member states. We start by

a brief description of our basic predictive models.

4.1 Two Predictive Models

The pure political power estimates of the EU budget shares derive directly from the SSI

values of the member states, that is, budget shares are predicted to match one-to-one

with SSI, just like the theory implies. In what follows, these budget share estimates are

called the Pure Political Power estimates.

The second set of budget share estimates is based on a regression where budget shares

depend linearly on the power politics measure (SSI) and on measures of needs of the

member states. A variety of such models were found to provide a reasonable account of

the past (1976-2001) EU budget allocations by Kauppi and Widgrén (2004); here we refer

to the simplest model variant. This model reads as

Sit = β0 + β1SSIit + β2AGRIit + β3INCOMEit + uit, (1)

where Sit denotes country i’s budget share in period t, SSIit denotes the Shapley Shubik
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index of voting power for that country, AGRIit its share in EU wide agricultural pro-

duction and INCOMEit its GDP per capita versus EU wide GDP per capita; uit is a

stochastic error term. Here AGRI and INCOME seek to measure the needs of the mem-

ber states as defined by the declared benevolent budget policies of the EU - for details of

the argument behind these proxies see Kauppi and Widgrén (2004).

Since the budget shares, SSI and AGRI variables are all shares, we can roughly

interpret the coefficients on SSI and AGRI as the shares of the budget allocation that

are attributed to each of these determinants (See Kauppi and Widgrén (2004) for a more

careful discussion of this interpretation of the parameters). Several estimates with annual

data and data obtained by averaging over different EU periods indicate that about 60%

of the budget shares can be attributed to the SSI (”power view”) measure and the rest

to the remaining (”needs view”) variables in (1).

The appeal of the model in (1) is that needs are measured in terms of both agriculture

and income. However, the role of income variable in the regression is not so clear. The

analysis of Kauppi and Widgrén (2004) shows that the statistical significancy of the

income variable in (1) tends to be rather weak when specific dummies for so called cohesion

countries and for periods of cohesion funds are added to the regression model. The

cohesion countries were the poorest ones in the EU-15 and thus they located at the

bottom range of the distribution of the income in EU-15. Therefore, the income variable

in (1) may in fact capture the temporal effects of the cohesion funds during the estimation

period rather than represent a truly measure of the needs of the member states. This

potential measurement error may then introduce some bias to the budget share estimates.

For the sake of robustness, we therefore focus on budget share estimates that do not use

the income variable as a measure of needs.

In the absence of the income variable in (1), we get a very simple model in which

the agricultural share (AGRI) alone measures the needs of the member states, while SSI

captures the political power contribution of the budget allocations. To get predictions

from this model we only need the weights of the two variables. Following the general

findings of Kauppi and Widgrén (2004), we will apply a weight 60% for SSI and 40% for

AGRI, the needs variable. In what follows, the corresponding budget share estimates are
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called the Stylized Power-Needs estimates.

4.2 Budget Share Predictions

In this section, we apply the above two models to obtain estimates for the member states’

budget shares under the two voting rule schemes discussed in Section 3. We present

separate estimates for EU-15 and EU-25. That is, our EU-15 estimates are predictions

for the receipts of the incumbent member states prior to the expansion, while the EU-25

estimates are for all of the twenty-five member states in the present EU. Our Stylized

Power-Needs estimates apply year 2002 data for the AGRI variable.

Table 2 reports the Pure Political Power estimates for the budget shares of EU-15 and

EU-25, under the voting rules of the Nice Treaty (NT) and those of the Constitutional

Treaty (CT). The budget share estimates for EU-25 under CT deviate rather much from

those obtained under NT. In particular, Germany does much better under CT than under

NT. CT is also favorable to France, Italy and the UK (the other three biggest EU-15

countries), while the rest of the incumbent countries clearly loose under CT rules. Looking

at the new member states, only the smallest ones, Cyprus, Estonia, Latvia, Malta and

Slovenia, receive more in CT than in NT, while the remaining new member states are all

worse-off in CT. In summary, CT is favorable to very big and very small member states,

while those in between get less under CT than under NT.

Table 3 reports Stylized Power-Needs estimates for EU budget shares. These esti-

mates clearly deviate from those based on the Pure Political Power model. In particular,

incumbent member states do much better when budget shares derive partly from needs.

On the basis of the Pure Political Power model, more than 70% of the EU budget will be

distributed to the incumbent countries in EU-25, while the corresponding estimate from

the Stylized Power-Needs model is more than 80%. This is quite surprising observation,

since one might expect that the needs of the new countries are much larger than those

of the old countries. This may rise some doubts on our measure of needs. The AGRI

variable derives from each country’s share of agricultural production from the EU wide

agricultural production. It is quite obvious that the value of the agricultural production

of the new poor countries can be rather low compared with the corresponding measures

10



Table 2: Budget share estimates based on Pure Political Power model, %

Country Treaty of Nice Constitution
EU15 EU25 EU15 EU25

France 11.7 8.6 11.7 10.3
Germany 11.7 8.6 11.7 15.8
Italy 11.7 8.6 11.7 10.0
United Kingdom 11.7 8.6 11.7 10.3
Belgium 5.5 3.9 5.5 2.7
Netherlands 5.5 4.2 5.5 3.4
Denmark 3.5 2.3 3.5 2.0
Ireland 3.5 2.3 3.5 1.8
Luxembourg 2.1 1.3 2.1 1.3
Greece 5.5 3.9 5.5 2.7
Portugal 5.5 3.9 5.5 2.7
Spain 9.6 8.2 9.6 6.8
Austria 4.5 3.2 4.5 2.4
Finland 3.5 2.3 3.5 2.0
Sweden 4.5 3.2 4.5 2.5
EU15 73.2 76.8
Czech Republic 3.9 2.7
Hungary 3.9 2.7
Poland 8.2 6.7
Slovak Republic 2.3 2.0
Cyprus 1.3 1.4
Estonia 1.3 1.5
Latvia 1.3 1.6
Lithuania 2.3 1.8
Malta 1.0 1.3
Slovenia 1.3 1.6
CEEC10 26.8 23.2
Total 100.0 100.0
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of the incumbent countries. In particular, this variable does not necessarily provide good

enough measure for the extend of poor regions in the new member countries. On the

other hand, it is worth noting that even a tiny financial support can be of large support

to the new poor countries in relative terms. Thus, it is not clear that our AGRI variable

underestimates the true needs of the new member states.

Another point to recognize here is that the pure political power explanation of budget

receipts does not have any linkage on the needs and may in fact imply budget shares for

some countries that deviate considerably from any appropriate measure of their needs.

Thus, it is not obvious whether a poor country would gain more on budget policies that

are determined by needs than those determined by political power. In Tables 2 and 3,

Poland serves as an example. As a percentage of Polish economy, it has a large agricultural

sector but the share of Polish agriculture of EU-wide agriculture is relatively small. In

other words, the voting power of a poor country may deliver more benefits to it than its

needs as such. In fact these comparisons point out the importance of political power in

the EU decision making.

Getting back to the comparison between CT and NT rules, we observe that the winners

and the losers are the same independent of which predictive model is applied. For anyone

member state the difference in its budget share estimate between CT and NT depends on

the size of its agricultural sector. For countries with large agricultural sectors the voting

rule does not make as large difference in relative terms when needs are taken into account.

Nevertheless, in most cases, the difference is still large in absolute terms. In summary, we

conclude that the voting rules have large impacts on most member states’ budget share

predictions.

4.3 Budget Receipt Predictions

In this section, we turn our budget share estimates into estimates of the actual budget

receipts. We take 2002 as the reference year. The size of the EU budget was 77233

Million Euros in 2002. Consequently, our estimates for the receipts of the EU-15 countries

prior to eastern enlargement are obtained by multiplying this figure by the budget share

estimates given in the previous section. We estimate that the EU-budget will be 3.6%

12



Table 3: Budget share estimates based on Stylized Power-Needs model, %

Country Treaty of Nice Constitution
EU15 EU25 EU15 EU25

France 15.7 13.5 15.7 14.5
Germany 12.3 10.3 12.3 14.6
Italy 14.1 12.0 14.1 12.9
United Kingdom 10.4 8.4 10.4 9.5
Belgium 4.1 3.1 4.1 2.3
Netherlands 5.7 4.8 5.7 4.3
Denmark 3.1 2.3 3.1 2.2
Ireland 2.9 2.2 2.9 1.8
Luxembourg 1.3 0.8 1.3 0.8
Greece 5.2 4.1 5.2 3.4
Portugal 4.2 3.2 4.2 2.4
Spain 10.6 9.6 10.6 8.8
Austria 3.7 2.9 3.7 2.4
Finland 3.0 2.3 3.0 2.1
Sweden 3.8 3.0 3.8 2.5
EU15 82.5 84.7
Czech Republic 2.6 1.9
Hungary 2.6 1.8
Poland 5.4 4.6
Slovak Republic 1.5 1.3
Cyprus 0.8 0.9
Estonia 0.8 0.9
Latvia 0.8 1.0
Lithuania 1.4 1.1
Malta 0.6 0.8
Slovenia 0.9 1.0
CEEC10 7.5 15.3
Total 100.0 100.0
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larger in EU-25, corresponding the percentage increase in EU wide GDP due to the new

countries. Therefore, a comparable ”as if” estimate for the EU-25 budget is 80024 Million

Euros. The estimates of the receipts of the EU-25 countries are computed by applying

the corresponding budget share estimates.

Table 4 shows budget receipt estimates based on the Pure Political Power model

and Table 5 respective figures based on the Stylized Power-Needs model. According to

the Pure Political Power model the aggregate share of the new member states is 21.5

billion euros under NT rules and 18.5 billion euros under CT rules. Note that this is

not the actual budget cost of the enlargement, because part of that is financed by the

new member states with their contributions to the EU budget. Comparing NT with CT

reveals substantial differences in estimated budget receipts. Germany is the most notable

example; according to the Pure Political Power model its receipt increases by almost six

billion euros, if NT rules are changed to CT rules. The other three big countries are also

better off under CT than under NT - the gains are in billions of euros. Among the new

member states the smallest countries, Cyprus, Estonia, Latvia, Malta and Slovenia, are

better-off.

According to the Stylized Power-Needs model the difference between NT and CT rules

is somewhat smaller, as is expected. The aggregate share of the new member states is

14 billion euros under the former and 12.5 billion euros under the latter. The pattern of

the estimates is still the same: the big-four and the five smallest new member states are

better-off under CT than under NT rules.

4.4 Predicting Losses for Incumbent Countries

There are not many studies attempting to evaluate the post-enlargement budget receipts

on a country-by-country basis. Baldwin et al. (1997) is an exception and applies a version

of the Pure Political Power model that explains per capita receipts with per capita SSI.

The study ends up with a total cost of 10.9 billion 1994 Ecus when eight CEE-countries

join.10 The cost increases to 15.1 billion 1994 Ecus when Bulgaria and Rumania enter as

10The paper does not consider Malta and Cyprus. Their total impact is, however, relatively small.

14



Table 4: Budget receipt estimates based on Pure Political Power model, mill. 2002 euros

Receipts, Mill. Euros Receipts per GDP, %
Country Treaty of Nice Constitution Treaty of Nice Constitution

EU15 EU25 EU15 EU25 EU15 EU25 EU15 EU25
France 9021 6906 9021 8225 0.6 0.5 0.6 0.5
Germany 9021 6906 9021 12656 0.4 0.3 0.4 0.6
Italy 9021 6906 9021 8035 0.7 0.5 0.7 0.6
United Kingdom 9021 6906 9021 8268 0.5 0.4 0.5 0.5
Belgium 4267 3106 4267 2145 1.6 1.2 1.6 0.8
Netherlands 4267 3357 4267 2752 1.0 0.8 1.0 0.6
Denmark 2706 1833 2706 1600 1.5 1.0 1.5 0.9
Ireland 2706 1833 2706 1429 2.1 1.4 2.1 1.1
Luxembourg 1623 1059 1623 1074 7.1 4.6 7.1 4.7
Greece 4267 3106 4267 2178 3.0 2.2 3.0 1.5
Portugal 4267 3106 4267 2122 3.3 2.4 3.3 1.7
Spain 7382 6529 7382 5440 1.1 0.9 1.1 0.8
Austria 3479 2597 3479 1923 1.6 1.2 1.6 0.9
Finland 2706 1833 2706 1581 1.9 1.3 1.9 1.1
Sweden 3479 2597 3479 1992 1.4 1.0 1.4 0.8
EU15 58582 61420
Czech Republic 3106 2155 4.0 2.7
Hungary 3106 2133 4.5 3.1
Poland 6529 5357 3.2 2.6
Slovak Republic 1833 1600 7.1 6.2
Cyprus 1059 1107 9.6 10.0
Estonia 1059 1190 14.2 15.9
Latvia 1059 1305 10.8 13.3
Lithuania 1833 1429 12.3 9.6
Malta 799 1074 18.5 24.9
Slovenia 1059 1255 4.5 5.3
Total 77233 80024 77233 80024
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Table 5: Budget receipt estimates based on Stylized Power-Needs model, mill. 2002 euros

Receipts Receipts per GDP, %
Country Treaty of Nice Constitution Treaty of Nice Constitution

EU15 EU25 EU15 EU25 EU15 EU25 EU15 EU25
France 12095 10824 12095 11615 0.8 0.7 0.8 0.8
Germany 9522 8253 9522 11703 0.5 0.4 0.5 0.6
Italy 10885 9615 10885 10292 0.9 0.8 0.9 0.8
United Kingdom 8026 6758 8026 7575 0.5 0.4 0.5 0.5
Belgium 3138 2442 3138 1866 1.2 0.9 1.2 0.7
Netherlands 4380 3834 4380 3471 1.0 0.9 1.0 0.8
Denmark 2385 1862 2385 1722 1.3 1.0 1.3 0.9
Ireland 2246 1723 2246 1480 1.8 1.3 1.8 1.2
Luxembourg 999 661 999 670 4.4 2.9 4.4 2.9
Greece 3990 3294 3990 2737 2.8 2.3 2.8 1.9
Portugal 3246 2550 3246 1960 2.5 2.0 2.5 1.5
Spain 8197 7685 8197 7031 1.2 1.1 1.2 1.0
Austria 2870 2342 2870 1937 1.3 1.1 1.3 0.9
Finland 2348 1824 2348 1673 1.7 1.3 1.7 1.2
Sweden 2904 2376 2904 2012 1.1 0.9 1.1 0.8
EU15 66042 67745
Czech Republic 2061 1490 2.6 1.9
Hungary 2058 1475 3.0 2.1
Poland 4356 3652 2.2 1.8
Slovak Republic 1186 1046 4.6 4.1
Cyprus 671 700 6.1 6.3
Estonia 658 737 8.8 9.9
Latvia 659 807 6.7 8.2
Lithuania 1147 904 7.7 6.1
Malta 488 653 11.3 15.1
Slovenia 699 816 3.0 3.5
Total 77233 80024 77233 80024
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well. The cost estimates would be 12.7 and 17.6 billion Euros in 2002 prices.

Tables 6 and 7 below show the estimated budget costs for the incumbent countries

under NT and CT rules, based on the Pure Political Power and the Stylized Power-Needs

estimates, respectively. The figures are not fully comparable to those of Baldwin et al.

(1997), since the voting rules differ.11 Using the Pure Political Power model, which is

the closest comparable model to Baldwin et al. (1997), we obtain 20.7 billion Euros as

the total cost of enlargement,12 which is significantly bigger than Baldwin et al. (1997)

estimate.

Our estimates for the total cost of enlargement are 11.2 billion and 18.7 billion Euros

under NT rules when the Stylized Power-Needs and the Pure Political Power models,

respectively, are used. The corresponding estimates, 9.5 and 15.8 billion Euros, are some-

what smaller under CT voting rules.

We next investigate the distribution of losses among EU-15 countries. The point of

comparison here is the pre-Nice distribution of power in the Council of EU-15. Tables

6 and 7 show that the distribution of losses differ substantially in NT and CT rules. In

the former, the biggest countries loose more in absolute terms than the smallest countries

whereas in the latter the reverse holds. In per capita terms, the smallest member states

loose, however, more than the big countries in both scenarios. Under CT, the losses

of the biggest countries are at the magnitude between 10 and 20 Euros per head per

year, whereas they are at the magnitude of hundreds of Euros per head for the smallest

countries.

The most striking observation in Tables 6 and 7 is Germany’s absolute gain under

CT rules. The Pure Political Power model gives 3.6 billion and the Stylized Power-Needs

model 2.2 billion Euros more to Germany than before the enlargement. The former is

over 40 percent of Germany’s net contribution to the EU budget. In general, the results

in Tables 6 and 7 suggest that eastern enlargement has large effects on the budget receipts

11In Baldwin et al. (1997) an interpolation of pre-Nice numbers of votes were used (for details see
Widgrén 1994 or Baldwin 1994). They were based on estimated logarithmic function. In the Accession
Treaty interpolation Estonia and Slovakia are the only countries in EU-25 that get one vote less than the
mathematical formula suggests other countries fitting perfectly.

12Results on temporary Accession treaty rules are not reported here in detail. They can be obtained
from the authors upon request. The results differ surprisingly little from the Nice rules.
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Table 6: Difference of budget receipts of incumbent member states under EU25 and EU15,
Stylized Power-Needs model

Country Treaty of Nice Constitution
Mill.EUR % Mill. EUR %

France -1271 -10.5 -480 -4.0
Germany -1269 -13.3 2181 22.9
Italy -1270 -11.7 -593 -5.4
United Kingdom -1268 -15.8 -451 -5.6
Belgium -696 -22.2 -1273 -40.6
Netherlands -546 -12.5 -909 -20.8
Denmark -523 -21.9 -663 -27.8
Ireland -523 -23.3 -766 -34.1
Luxembourg -338 -33.8 -329 -32.9
Greece -697 -17.5 -1253 -31.4
Portugal -696 -21.4 -1287 -39.6
Spain -512 -6.3 -1166 -14.2
Austria -528 -18.4 -933 -32.5
Finland -523 -22.3 -675 -28.7
Sweden -529 -18.2 -892 -30.7
Total -11191 -9488

of the incumbent member states.

5 Conclusion

This paper has estimated the impacts of different voting rules on the allocation of EU

budget expenditure before and after eastern enlargement. Our analysis were based on

two alternative views of EU budget allocation. The first one assumes that the budget

allocation is completely determined by member states’ voting power in the Council of

Ministers. The other view assumes that also the ”needs” of the member states affect

their shares from the EU budget. By applying recent quantitative techniques on these

two views, we provided predictions for the EU budget under two voting rule schemes, one

under the Nice and the other under the Constitutional Treaty.

The results indicate that eastern enlargement has large effects on the budget receipts

of the incumbent member states. Based on pure political power view incumbent member
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Table 7: Difference of budget receipts of incumbent member states under EU25 and EU15,
Pure Political Power model

Country Treaty of Nice Constitution
Mill.EUR % Mill. EUR %

France -2115 -23.4 -796 -8.8
Germany -2115 -23.4 3635 40.3
Italy -2115 -23.4 -986 -10.9
United Kingdom -2115 -23.4 -753 -8.5
Belgium -1161 -27.2 -2122 -49.7
Netherlands -910 -21.3 -1515 -35.5
Denmark -872 -32.2 -1105 -40.9
Ireland -872 -32.2 -1277 -12.8
Luxembourg -564 -34.7 -549 -47.2
Greece -1161 -27.2 -2089 -49.0
Portugal -1161 -27.2 -2145 -50.3
Spain -853 -11.6 -1943 -26.3
Austria -881 -25.3 -1556 -44.7
Finland -872 -32.2 -1125 -41.6
Sweden -881 -25.3 -1487 -42.7
Total -18652 -15814
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states are predicted to loose 18.6 billion Euros under the Nice Treaty and 15.8 billion euros

under the Constitutional Treaty. Should the budget allocation be partly determined by

the needs of the member states the corresponding predicted losses are 11.1 and 9.5 billion

Euros. Thus, according to our estimates the cost of the enlargement is from two to three

billion euros smaller under the Constitutional Treaty than under the Nice Treaty voting

rules.

In relative terms, small countries loose more under the Constitutional Treaty than

the biggest countries, whereas under the Nice Treaty losses do not follow any particular

pattern. In absolute terms, the difference between the two rules is significant for nearly all

EU-15 countries. The big four countries gain and the rest of the old member states loose.

Germany is the biggest winner under the Constitutional Treaty. The key explanation is

that population counts more on power under the Constitutional Treaty than under the

Nice Treaty. Thus Germany’s large population is likely to decrease significantly its future

budget burden in the EU.

The results provide interesting ingredients for negotiations on the financial perspec-

tives for 2007-2013 and for the membership negotiations with Turkey, Croatia and possi-

bly Macedonia in the near future. For example, with its large population Turkey could

have significant implications for future budget allocation under the Constitutional Treaty.

Detailed examination of this and other related questions are left for future research.
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