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SYMPOSIUM ON NEXT GENERATION EU, CRISIS BUDGETING, AND THE
EMPOWERMENT OF SUPRANATIONAL INSTITUTIONS

THE RECOVERY AND RESILIENCE FACILITY UNDER NEXT GENERATION EU:
A BREAKTHROUGH IN ECONOMIC POLICY COORDINATION AND POLICY
PROGRAMMING ™

Géraldine Mabien,* Panl Brans,** and Daniel Schulz**

Next Generation EU, specifically its Recovery and Resilience Facility (RRF), has been a groundbreaking
new experiment for the EU. From the speed of the reaction at the EU level with an agreement between
leaders a few weeks after the COVID-19 crisis erupted, the size of the instrument (being the largest EU
fund ever created), to the RRF’s design features (including the performance nature of the instrument, its
leverage on reforms, and its method of financing), it is a fundamentally novel EU instrument. Aimed at
both recovery and resilience, it first led to a firm common response to a simultaneous economic downturn
across the EU, ensuring rapid macroeconomic stabilization and preservation of public investment levels, in
contrast with previous crises. It has also planted the seeds of a significant increase in the resilience of the EU
economy by fostering the implementation of major structural reforms in line with the common priorities of
the EU. Lessons about absorption capacity, incentives, flexibility, and governance will all advance future pro-
gram design in the EU and beyond.

The Genesis of the Recovery and Resilience Facility

Attempts were made in the past to incentivize reform implementation. The adoption of the European
Semester! in the aftermath of the financial crisis increased accountability and peet pressure among member states,
but progress on the implementation of annual country specific recommendations was notoriously slow. To spur
more rapid progress, proposals such as a Reform Support Programme or a Budgetary Instrument for
Convergence and Competitiveness (BICC) for the euro area were being discussed.

Major breakthroughs in EU governance are often fueled by crises. Faced with the COVID-19 crisis, the EU
rapidly reacted with emergency instruments that mitigated unemployment risks and allowed more flexible use of
EU structural funds. But it quickly became apparent that decisive European action on a larger scale was needed.

" The views expressed in this essay are those of the authors and should not be attributed to the Furopean Commission.

* European Commission, Director for Investment, Growth and Structural Reforms at the Directorate-General for Economic and Financial Affairs, Belginm

** European Commission, Directorate-General for Economic and Financial Affairs, Belginm

! The European Semester is the European Union’s framework for the coordination and surveillance of economic and social policies.
Under this framework, country-specific recommendations (CSRs) are issued to provide guidance to EU member states.
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“Europe showed that it was able to break new ground in a very special situation such as this one,” as Angela Merkel
put it on the day of the political agreement on the Recovery and Resilience Facility.?

Key Features

The size of the RRF has provided a macroeconomically significant response to the economic shock of the pan-
demic. With €648 billion? for investments and reforms (€357 billion in grants and €291 billion in loans), the RRF is
the largest instrument of the EU,* accounting for around 4.1 percent of EU GDP? over six years with national
allocations of close to 10 percent of GDP for Italy or close to 19 percent for Greece.®

To finance the RRE, the European Commission is issuing EU bonds on capital markets, marking the first com-
mon EU borrowing of this size.” The amount borrowed between mid-2021 and 2026 will be repaid by 2058
through new own resources in the EU budget® for grants and through repayments by the borrowing member
states for loans.

One of the biggest novelties and advantages of this instrument has been its performance-based nature.” Funds
in the RRF are unlocked upon the achievement of milestones and targets, representing concrete steps in the imple-
mentation of reforms and investments included in the national Recovery and Resilience Plans (RRPs).
This ensures that payments are only made when concrete results have been achieved, thereby using EU funds
as leverage to implement key country-specific reforms and investments.

The RRF was also the first instrument to have such demanding requirements about the green and digital tran-
sitions, two key priorities of the EU.!” The legislation requires that each plan contributes at least 37 petcent of its
total financial allocation to the green transition, and 20 percent to the digital transition. These contributions have
been assessed through demanding methodologies. The methodologies previously employed in cohesion policy
have been further improved for the RRF and are now also being applied to the 2021-27 cohesion spending.
Moreovert, strict conditions on “do no significant harm” (DNSH) entail that RRPs can only be approved if no
measute leads to significant harm to environmental objectives.

2 Sam Fleming, Mehreen Khan & Jim Brunsden, EU Leaders Strike Deal on €750bn Recovery Fund After Marathon Summit, FIN. TIMES
(July 20, 2020).
? 2022 prices, reflecting additional grants made available under the amended RRF Regulation and the uptake of loans by member states

by the legal deadline of August 2023, compared to the maximum amount of €723 billion according to the RRF Regulation.

* Elena Kempf & Katerina Linos, NGEU: A New Marshall Plan for Eunrope and a Template for Global Finance, 118 AJIL UNBOUND 151
(2024).

> Total RRF funds available and 2022 GDP in current prices.

® Total allocation based on the latest 2023 revisions, as a percentage of 2022 GDP.

7 Alicia Hinarejos, Legacy and Limits of NGEU, 118 AJIL UnsoUND 157 (2024); Alberto de Gregorio Metino, The EU Treaties as a Living
Constitution of the Union in Times of Crisis, 118 AJIL UNBOUND 162 (2024); Franz C. Mayer, NextGenerationEU and the Future of Enropean
Integration: Foreseeing the Unforeseeable, 118 AJIL UNBOUND 172 (2024).

® The European Parliament, the Council, and the Commission agreed in December 2021 to work toward introducing new own resources

to cover the repayments of NGEU.

? Kempf & Linos, supra note 4.

1% S Ginevra Le Moli & Jorge E. Vifwales, The Next Generation EU Programme in the “Global Race to the (Green) Top,” 118 AJIL UNBOUND
182 (2024).
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Main Achievements

While it is too eatly to fully assess the impact of the RRFE, preliminary conclusions about its achievements can be
drawn. First, the mere announcement of the scheme stabilized markets and led to a significant compression of EU
bonds spreads by between 50 and 100 basis points for those member states with higher borrowing costs. Second,
€56.5 billion in pre-financing!! was disbursed immediately upon the approval of the RRPs and provided speedy
support. Third, a cut in public investment was avoided compared to previous ctises!? with the EU average of
public investment increasing from 3.0 percent in 2019 to 3.3 percent in 2022.1% As a result, following a steep
fall in economic activity in the first half of 2020, by the end of 2022, the volume of EU output was 3.3 percent
higher compared to pre-pandemic levels.'* Although this cannot be fully attributed to the RRF and any econo-
metric disentanglement of factors is challenging, the RRF has certainly contributed to the speedy recovery. Ex ante
modeling estimates show the potentially significant effects on GDP, which are bolstered through cross-country
spillovers (Graph 2).1> Fourth, the RRF has significantly accelerated the implementation of key structural policies.
A multi-annual increase in implementation in the years before the RRF was in the range of 6 percentage points
(2018 to 2020), while the RRF fueled an increase of 17 percentage points (2021 to 2023) (Graph 1). Stakeholders
and external evaluators recognized that the conditional financial support of the RRF has led to the implementation
of long-standing reforms that would not have occurred without the RRE.!¢

RRF-supported structural reforms have fostered progress on common policy priotities, accelerated the green
and digital transitions, supported socioeconomic convergence in the EU, and enhanced institutional resilience
(including the rule of law). Spain has implemented a labor market reform to address longstanding structural issues
such as duality and a high temporary employment rate. Italy is reforming its justice system to reduce the length of
civil and criminal proceedings, improve efficiency, and reduce the backlog of pending cases. Greece adopted a
reform aimed at streamlining the licensing framework for renewables, including the simplification and digitaliza-
tion of procedures, and shorter and binding administrative response times. The conditionality of the entire finan-
cial envelope on so-called “super milestones,” aimed at ensuring sufficient capacity of the member states to
adequately protect the financial interest of the Union, in particular by addressing rule of law challenges, has led
to significant improvements in these fields, including in Poland and Hungary.

Lessons Learned

The performance-based nature of the instrument brought a shift toward more effective public spending,
focused on results and enhancing predictability and accountability. In particular, the coherent combination and
sequencing of reforms and investments, with reforms undertaken first, has helped to create the adequate frame-
work conditions for the implementation of subsequent investments.

"' Up to 13% of the grant and loan envelope could be requested as pre-financing by the member states. It is not linked to costs o to the
tulfillment of targets.

12 BEUROPEAN INVESTMENT BANK, INVESTMENT AND INVESTMENT FINANCE IN EUROPE (Atanas Kolev, Tanja Tanayama & Rien Wagenvoort
eds., 2013); Nicos Christodoulakis & Christos Axioglou, Underinvestynent and Unemployment: The Donble Hazard in the Enro Area, 63 APPLIED
Econ. Q. 49 (2017).

12 As a share of GDP. European Commission, European Economic Forecast (Autumn 2023).

14 7

15 Philipp Pfeiffer, Janos Varga & Jan in ‘t Veld, European Commission’s Directorate-General for Economic and Financial Affairs,
Quantifying Spillovers of Next Generation EU Investment (2021).

18 Commission Staff Working Document, Mid-Ternm Evalnation of the Recovery and Resilience Facility, SWD (2024) 70 final (Feb. 21, 2024).
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Graph 1: Share of CSRs with at least “some progress” before and during the RRF

Notes: The CSR assessment takes into account the implementation of the measures included in the RRPs and of those done outside of the RRPs at the time of
assessment. Implemented measures can lead to “some/substantial progress” or “full implementation,” depending on their relevance.

Source: European Commission

The targeted allocation of funds toward more vulnerable member states provided significant incentives for reform
implementation to those, but less to others. The allocation key of the RRF was designed to support the most eco-
nomically vulnerable member states during the COVID-19 crisis. For these member states, financial support from
the RRF represents a significant share of their GDP and hence a powerful incentive (Graph 3). However, this key
entails that some member states have received a comparatively smaller incentive for reforms and investments.

The RRF has achieved a balance between reform incentives and national ownership. National ownership is key
to effective reform implementation.!” This lesson is reflected in the architecture of the RRE. While member states
had to address all or a significant subset of CSRs, the choice of which CSRs to address and how to do so was left to
them. The design and assessment of the plans has been built on extensive exchanges between the Commission and
member states. Finally, stakeholder consultations during the preparation of the RRPs contributed to building a
broader degree of ownership.

The integration of key EU policy orientations into the RRE has allowed the instrument to align national policies
with the highest priorities of the EU and rapidly adjust this instrument to new ones. The policy orientations toward

17 Joan M. Nelson, Consolidating Economic Adjustment: Aspects of the Political Economy of Sustained Reform, in DEVELOPMENT FINANCE AND
Poricy REFORM (Paul Mosley ed., 1992); John H. Johnson & Sulaiman S. Wasty, Borrower Ownership of Adjustment Programs and the Political
Econony of Reform, WorLD BANK DiscussioN Papers 199 (1993).
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Graph 2: GDP effects (in % from a no-NGEU scenario), QUEST model scenarios

Notes: In percent deviation from a no-NGEU scenario. In the left panel (a), the blue line reports real EU GDP effects in the benchmark scenario, while the
red line depicts the low-productivity scenario. The right panel (b) depicts the respective peak GDP effects for each country. Blue (red) bars report GDP effects
in the benchmark (low-productivity) scenario.

Source: European Commission

25 1000 bn

20 100 bn

15 o 10bn

- - A‘—1bn

10

A
5 A100m|n
0 IIII.III---__0

EL HR ESRO IT PT PLBG LT HU SK LV CY SI CZ EEMTFR BE AT DE FI SE NLDK IE LU
m %GDP (lhs) A EUR (rhs)

Graph 3: RRF allocation, EUR bn and as a share of GDP

Notes: Funding allocated to each endorsed RRP (right-hand side) and what this represents as a share of each member state’s GDP in 2021 (left-hand side),
including grants and loans. The grant allocation formula reflects the share of population in total EU population, the inverse of the GDP per capita relative to
the EU average, the average unemployment rate over the past five years compared to the Union average (2015-2019), the relative fall in real GDP in 2020, and
the relative fall in real GDP over 2020 and 2021 as compared to the average fall in real GDP in the EU.

Source: European Commission, AMECO
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the green and digital transitions have proved successful in attracting €275 billion and €130 billion in planned
spending, respectively. Following the Russian invasion of Ukraine, the RRI’s focus on green aspects allowed
for the REPowerEU amendments, which rapidly reduced dependence on Russian fossil fuels. Many of the needed
measures wete already present in RRPs, and through 2023, almost all member states'® added REPowerEU chap-
ters to their RRPs, with new or scaled-up reforms and investments dedicated to diversifying energy supplies,
increasing energy savings, and accelerating the development of renewable energy.

The limited timeline of the RRF has some advantages. A limited timeline was a legal requirement due to the
RRF’s legal basis in Article 122 of the Treaty on the Functioning of the EU. The short time frame acted as a strong
incentive to act fast. Some literature suggests that reforms are more likely to be implemented when they are seen as
urgent.!? Despite the need to amend their plans to benefit from the additional REPowerEU chapters, the spike in
inflation, and disruptions of supply chains, a remarkable 75 percent of the milestones and targets planned to be
achieved by the end of 2023 were either assessed positively by the Commission or reported as completed by the
member state. Implementation is expected to further gather pace. At the time of writing, the Commission is in the
process of assessing fifteen payments worth €22 billion, with a total of €125 billion expected to be paid in 2024. A
large part of the delays in disbursing funds reflects the RRF’s demanding reform conditionality and protection of
the financial interest of the Union. Finally, some reforms are politically more difficult to implement, and careful
implementation may result in better outcomes.

But the relatively short time scale of the RRF also brought challenges. Some projects with lengthier and more
complex implementation timeframes were not included in the RRE, notably cross-border projects, even though
they can entail positive spillover effects. In addition, the limited time frame accentuates longstanding absorption
issues in some member states. The payout rates assumed by the timeline of the RRF were between two and six
years shorter than the historical payout rates of EU funds.?’ The RRF’s timeline, size, and the fact that it is imple-
mented in parallel with the EU’s cohesion funds, have contributed to this challenge, and have possibly caused
delays in cohesion spending. Member states’ absorption capacities are linked to their administrative capacities,
which have shown limits in their ability to deal with the extra workload created by the RRE. However, delays remain
limited compared to absorption issues observed for past instruments.?!

There are trade-offs between protecting the EU’s financial interests and limiting the administrative burden for
member states. While member states have stressed the positive impact of a performance-based instrument on
reform delivery, they have also conveyed that the performance-based nature of the instrument did not bring
administrative simplification. According to member states, the administrative burden is mainly due to the demand-
ing audit and control requirements, the extent of information required to demonstrate the fulfillment of mile-
stones and targets, and additional reporting requirements. While limiting unnecessary administrative burden
and ensuring proportionate reporting requirements are important, this needs to be balanced against the imperative
to manage EU funds appropriately to protect the financial interests of the Union and ensure transparency.

There are further trade-offs between flexibility and accountability. Predictability for the member states, as well as
transparency and accountability toward the Council, the European Parliament, and taxpayers requires conditions
to be defined with a certain degree of granularity. At the same time, member states have found the definition of
milestones and targets to be too detailed and rigid. They also considered the revision of the plans with assessment

'8 At the time of writing, one member state is still expected to submit a REPowerEU chapter.

% Theo Aphecetche, Erik Canton, Maria Garrone & Alexandr Hobza, European Commission’s Directorate-General for Economic and
Financial Affairs, Understanding the Political Economy of Reforms: Lessons from the EU (2022).

2 Zsolt Darvas, Will European Union Countries Be Able to Absorb and Spend Well the Bloc’s Recovery Funding?, BRUEGEL (Sept. 24, 2020).

%! For instance, Spain reports only 64% of its funds under the European Structural Investment Fund as spent (period 2014-2020).

Buropean Commission, Open Data Portal for the European Structural Investment Funds.
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by the Commission and approval by the Council to be burdensome and slow. When designing future instruments,
the need to balance granularity and diligence with sufficient flexibility should be kept in mind.

Conclusion

The RRF’s breakthrough has not only provided a rapid and decisive response to the economic implications of
the COVID-19 crisis, but also initiated major strategic investments and structural reforms to strengthen the resil-
ience and growth potential of the EU economy and provided a key impetus for the implementation of the green
and digital transitions. Its key innovative features have proven effective. Despite challenges in terms of adminis-
trative burden, a limited implementation timeline, and some limited delays, the RRF has shown impressive results.
It also provides valuable insights for future program design in the EU and beyond. The impact of a performance-
based approach to public spending, the balance between incentives and national ownership, and the balance
between flexibility and accountability all serve as lessons for the future. Already, this novel approach to EU spend-
ing has inspired the design of new programs such as the Social Climate Fund, the Ukraine Facility, and the Reform
and Growth Facility for the Western Balkans. Drawing the right conclusions from the RRF, acknowledging suc-
cesses while learning from the challenges, will be key in shaping future instruments.
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