ECONOMY AND FINANCE

AN EU FUTURE
FUND: WHY AND
HOW?

Background Paper of the Progressive
EU Fiscal Policy Network

Cédric Koch (Friedrich-Ebert-Stiftung), Dominika Biegon,
Felix Fleckenstein, Leon Kriiger und Jan Philipp Rohde
(Deutscher Gewerkschaftsbund), Lydia Korinek und

Lukas Bertram (ZOE Institut far zukunftsfahige Okonomien),
Carl Mihlbach (Fiscal Future), Katharina Wiese (European
Environmental Bureau), Florian Schuster (Dezernat Zukunft),
Lucas Merlin Resende Carvalho (Bertelsmann Stiftung)

July 2024

%

The climate crisis, geo-eco-
nomic challenges and the rise
of the far right require new EU
financing instruments for the
socio-ecological transforma-
tion from 2027 onwards: Then,
EU funding pots will halve in
size, CO, prices will rise and
new fiscal rules will bite fully.

%

Estimated conservatively, addi-
tional public investments of at
least 1% of EU GDP per year
are needed. A new EU future
fund could close these gaps
by raising private and public
investments and steer the
transformation in a politically
and socially sustainable way.
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Control by parliaments and
participation of social part-
ners as well as purpose-
bound and socially condi-
tionned spending should be
key elements of a new fund.
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INTRODUCTION

In response to the climate crisis, new geo-economic
challenges and the rise of radical right-wing forces in
Europe we urgently need new EU funding instru-
ments to manage the socio-economic transforma-
tion from 2027 at the latest. That is the only way to
close growing investment gaps in the context of the
transformation and prevent social divisions. The idea
of an investment fund at EU level developed in this paper
would offer concrete economic benefits through the trans-
national integration of the Single Market, substantial effi-
ciency gains and economies of scale, and thus could use-
fully supplement national support measures in response to
the transformation. Without a massive shift in investment
policy it is clear that the decarbonisation of the EU econo-
my will lag behind in the face of a deteriorating climate cri-
sis and in competition with the United States and China.
Furthermore, the German economy cannot go it alone.
Without active accompanying measures the overwhelm-
ingly regulatory and market-based instruments of Europe-
an climate and transformation policy will prove increasing-
ly socially unacceptable and only further exacerbate exist-
ing social and regional inequalities. That would impair the
competitiveness and cohesion of the Single Market, which
is so crucial for Germany, and could further boost an-
ti-democratic forces in Germany and Europe, who are al-
ready making political gains on the back of frustrations
with what is framed as an elitist and harmful market-driv-
en transformation.

The creation of an EU Future Fund is a matter of ur-
gency, for three reasons in particular:

(i) We need an EU Future Fund to achieve a robust fi-
nancial basis for the socio-economic restructuring
of European economies. The bulk of the transforma-
tion will be driven by private investments, but the state
will also have a major role to play, not least because
complementary public investments and public subsidies
help to improve the basic conditions for private invest-
ments that hitherto have not been economically viable.
Because an investment-friendly reform of European fis-
cal rules has failed to materialise a lot more resources
need to be made available at the European level to close
green funding gaps. In the context of (German and) Eu-
ropean fiscal rules the European level has a key role to
play in solving current financing problems, especially for
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strategic tasks, which also contribute to fiscal sustain-
ability. Climate protection is a European public good
(Buti/Coloccia/Messori 2023; Van den Noord 2024) and
investments in the Energy Union, in the medium term,
lower energy prices, inflation and debt levels (Wildauer/
Leitch/Kapeller 2021). The restructuring of our econo-
mies and climate goals can be achieved and funded
much more easily through a coordinated European ap-
proach than by nation-states trying to go it alone.

(i) An EU Future Fund is needed in order to ensure the
unity and global competitiveness of the Single
Market and to avoid distortions of competition
within the EU. Otherwise, going forward, only large
Member States and those with sufficient resources will
continue to actively support their industries with invest-
ment. The upshot would be an increase in economic di-
vergence to the detriment of more vulnerable countries
and their enterprises (di_Carlo/Hassel/Hopner 2023).
Similarly, from a business standpoint, a fragmentation
of the Single Market might ensue, which would under-
mine its efficiency in geoeconomic competition as an
integrated market on a continental scale.

(iii) An EU Future Fund offers EU citizens a convincing
answer to the ever-growing right-wing populist
resistance to transformation and could thus coun-
teract looming autocratisation in the EU. To date,
the transformation has had socially unacceptable con-
seguences in many areas. These include private conver-
sion costs, job losses, relocations, and a decline in col-
lective bargaining coverage. Many people remain un-
convinced by EU and German government climate poli-
cy. The current transformation policy approach is play-
ing into the hands of right-wing populist and extreme
right forces, who have been able to exploit uncertainty
and lack of prospects in some parts of the population
for their own purposes, both in Germany and in other
EU Member States. In light of the next phase of emis-
sions trading from 2026 and pressures for a return to
fiscal consolidation, particularly from 2025, the Euro-
zone faces exacerbated distributive conflicts in the next
few years during economically tough times. In the worst
case, these developments could lead to the disintegra-
tion of the Single Market, which would also — and espe-
cially = hit Germany hard economically.


https://cepr.org/voxeu/columns/european-public-goods
https://www.europarl.europa.eu/RegData/etudes/STUD/2024/747837/IPOL_STU(2024)747837_EN.pdf
https://gala.gre.ac.uk/id/eprint/34344/7/34344%20WILDAUER_European_Climate_Investment_%28GPERC%29_2021.pdf
https://gala.gre.ac.uk/id/eprint/34344/7/34344%20WILDAUER_European_Climate_Investment_%28GPERC%29_2021.pdf
https://pure.mpg.de/rest/items/item_3552510_1/component/file_3552511/content

An EU Future Fund would be a key tool for managing
the decarbonisation of our economies actively and
democratically. The socio-ecological transformation affects
economic sectors such as industry and manufacturing, which
at present are overwhelmingly well organised, have codeter-
mination and are covered by collective bargaining. That ap-
plies not only to Germany, but also other countries. An EU
Future Fund would make it possible to strengthen Member
States' ability to tackle the transformation and ensure decent
jobs and sustainable prosperity. The socio-ecological trans-
formation could thus itself be transformed from a primarily
regulatory, market-based and national level approach into a
project for European growth, which would lead to a better
economic future and thus also restore political trust.

The strategic public investments we are calling for
represent a sensible corrective to the economically
and politically counterproductive fiscal austerity,
which both Germany and the EU embarked on in 2023.
The ruling of the Federal Constitutional Court on replenish-
ing the Climate and Transformation Fund (CTF) plunged Ger-
many into a budgetary crisis in 2023, to which the federal
government responded with austerity measures, initially to
the value of 23 billion euros. The effects on the 2024 budget
were not as bad as had been feared, but they did mean that
a substantial portion of the Fund’s reserves were used up.
From 2025 at the latest far fewer resources will be available,
raising the prospect of further drastic cuts. Besides the polit-
ical costs of months of consultations the cuts have also con-
stricted support measures within the framework of the
transformation (such as the environmental bonus for e-vehi-
cles) and a lack of money for planned investments in the de-
carbonisation of buildings, industry and SMEs up to 2027.
Budget cuts therefore put the brakes on the transformation
and also lead to massive uncertainties with regard to plan-
ning at the affected companies and for their employees.

In parallel with all this the EU institutions reached a
compromise on reforming EU fiscal rules (the so-
called Stability and Growth Pact), which will oblige
the Member States from next year to pursue fiscal
consolidation, without significant exemptions for
public investments, for example, in the ecological and
digital transformations. Because public investments are
typically the easiest budget items to cut this approach will
damage the economy, as well as both productivity and com-
petitiveness. Beyond these economic effects it will not re-
duce debt levels sustainably, quite apart from its political
risks and long-term rising environmental costs. Further-
more, Germany’s austerity course will affect future EU
budgetary policy because the Federal Government is now
under pressure to replenish the Climate and Transformation
Fund even more than had been planned with resources
from EU emissions trading system. Besides the spending al-
ready earmarked for the EU Climate Social Fund (Busch/
Harder 2024) these funds thus cannot — as originally intend-
ed — be fully used as additional EU own resources for the EU
budget without conflicting with national priorities (for ex-
ample, to repay what was borrowed for the Recovery Fund
or for new investments).

INTRODUCTION

In order to get to grips with the historic task of trans-
formation in a rapidly changing world and to ensure
sustainable competitiveness for the Single Market,
we recommend a European and future-oriented fi-
nancial policy answer to enable the needed invest-
ment push, in particular for the period from 2027. In a
first step this paper explains the necessity for additional in-
vestments for climatic, (geo-)economic and democratic rea-
sons and outlines the scope of what is needed at European
level in the context of the current fiscal policy status quo.
We then develop a concrete but politically malleable model
for an EU Future Fund from 2027. We recommend priority
sectors and possible instruments for investments, estimate
the necessary public investment needs and suggest ways of
funding it and ensuring legal compliance, as well as meth-
ods of disbursement and governance for an EU Future Fund.
Given the well-known obstacles and opposition to progres-
sive fiscal reforms in Germany and Europe the paper then
lays out a possible political path to making it happen.


https://www.bundesverfassungsgericht.de/SharedDocs/Entscheidungen/DE/2023/11/fs20231115_2bvf000122.html;jsessionid=43C4F98AE1D1B17D16C151F357E7BBCE.internet012
https://stiftung-umweltenergierecht.de/wp-content/uploads/2024/01/Stiftung_Umweltenergierecht_WueStudien_33_Europaeische_CO2-Bepreisung_und_Klimageld.pdf
https://stiftung-umweltenergierecht.de/wp-content/uploads/2024/01/Stiftung_Umweltenergierecht_WueStudien_33_Europaeische_CO2-Bepreisung_und_Klimageld.pdf
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WHY DO WE NEED AN EU FUTURE FUND?

The effects of the climate crisis are already unmistake-
able in Germany. Massive additional efforts are re-
quired in order to achieve the European and national
CO, emissions reduction goals. Every year extreme weath-
er events are causing increasing damage and climate changes
are already threatening people’s livelihoods and economic
fundamentals in both Germany and Europe. In other parts of
the world the consequences are even more dramatic: people’s
livelihoods and thus economic and political stability are dwin-
dling, leading to massive climate-related refugee flight, which
by 2050 could increase to more than a billion people world-
wide (UNHCR 2016; EPRS 2023; |EP 2023). According to cur-
rent knowledge, there is no other option than to step up the
pace of decarbonisation in the EU in order to achieve climate
neutrality by 2050 and thus to limit global warming at best to
below 2 degrees (European Climate Neutrality Observatory
2023; Climate Action Tracker 2023). After the Green Deal of
the last EU Commission, halfway through the Traffic coalition
in Germany and in the aftermath of the UN Climate Change
Conference COP28 the situation is clear from a scientific
standpoint: efforts and policy to date are just not enough to
confine climate change to a path that ensures a liveable plan-
et. The Emissions Gap Report 2023 of the UN Environmental
Programme sounded the alarm (once again): despite record
temperatures worldwide the emissions cuts that are supposed
to achieved by 2030 will be missed unless our efforts are re-
doubled, even in the EU, and the ambitious reductions that
are supposed to be achieved by 2050 are also in doubt.

The costs incurred by the status quo of insufficient cli-
mate action are, according to recent estimates, al-
ready high and are likely to far exceed the costs of the
requisite additional climate investments. According to
a recent study published in Nature the macroeconomic costs
of climate damage worldwide by 2050 are already six times
higher than the costs of climate protection measures that
would limit warming to 2° C. The European Environmental
Agency’s Climate Risk Report 2024 calculated the annual
costs due to climate damage in the EU by 2050 at between
0.5 and 2.5 per cent of GDP, depending on the relevant
study and Member State.' Individual extreme weather

1 Anew (not yet peer reviewed) study by NBER even estimates the mac-
roeconomic costs as up to six times higher than previous calculations,
so that warming of 1 degree would correspond to an average GDP
loss of 12 per cent (Bilal and Kanzig 2024).

events, however, could shift these estimated averages con-
siderably upwards for the countries or regions affected. For
example, the flood in Germany’s Ahr valley in 2021 alone
cost the state 44 billion euros, the flooding in Slovenia in
2023 cost just under 16 per cent of Slovenian GDP. From
2050 onwards, according to experts, climate damage is set
to escalate even more dramatically in the absence of signifi-
cant progress, which would make the cost of inaction even
more expensive than that of climate investments.

The EU - and thus also Germany - is facing the histor-
ic challenge of transformation in a world of geopolit-
ical upheaval. It can only be tackled together and
drawing on the resources of the Single Market. Rus-
sia’s attack on Ukraine and its consequences for energy and
food supply chains has confirmed what the Covid-19 pan-
demic already showed: close global integration harbours
not only opportunities but also geopolitical and protection-
ist risks and the potential for extortion. In response to such
fears, we have seen — among other things — diversification
of trading partners to reduce cluster risks, as well as partial
regionalisation of key value chains for strategic sectors of
the future within large economic blocs and regions, above
all in China (at least since 2015) and in North America un-
der Joe Biden. The Single Market is Europe’s economic an-
chor and strategic ace in this increasingly multipolar world.
For Germany, too, where one in four jobs depend on ex-
ports, the Single Market is by far its most important trading
partner: more than half of German exports go to other EU
Member States.

At present, however, the Single Market is under
threat of fragmentation and falling behind in interna-
tional competition, losing touch with the economic
sectors of the future. Massive state support for decarbon-
isation and digitalisation under current policy in China and
the Biden administration in the United States is putting the
EU under pressure to pursue an active economic and indus-
trial policy. Ecological modernisation has become the core
of economic policy in both China and the United States. It
has been estimated that in the United States the subsidies —
on which there is no statutory limit — could rise to between
800 and 1200 billion dollars by 2031, in contrast to the sum
of 380 billion dollars originally envisaged (Brookings 2023,
IMF 2024). At the same time, in the wake of recent crises,
fragmentation and economic divergence look set to continue.



https://www.unhcr.org/uk/news/stories/frequently-asked-questions-climate-change-and-disaster-displacement
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/698753/EPRS_BRI(2021)698753_EN.pdf
https://www.economicsandpeace.org/wp-content/uploads/2020/09/Ecological-Threat-Register-Press-Release-27.08-FINAL.pdf
https://climateobservatory.eu/report/state-eu-progress-climate-neutrality
https://climateobservatory.eu/report/state-eu-progress-climate-neutrality
https://climateactiontracker.org/countries/eu/
https://www.unep.org/resources/emissions-gap-report-2023
https://www.unep.org/resources/emissions-gap-report-2023
https://www.nature.com/articles/s41586-024-07219-0
https://www.eea.europa.eu/publications/european-climate-risk-assessment
https://www.nber.org/system/files/working_papers/w32450/w32450.pdf
https://www.unpri.org/download?ac=17824
https://www.unpri.org/download?ac=17824
https://www.nber.org/system/files/working_papers/w31267/w31267.pdf
https://www.imf.org/en/Publications/WP/Issues/2024/02/09/Emissions-Reduction-Fiscal-Costs-and-Macro-Effects-A-Model-based-Assessment-of-IRA-Climate-544749

During the Covid-19 pandemic and the ensuing energy price
crisis it was primarily the rich Member States that were able
to provide active support sufficient to make a macroeco-
nomic difference. An active economic and industrial policy is
the right approach, which also requires reform of EU state
aid rulesover the medium and long term. Furthermore, in a
Single Market it must be ensured that all Member States are
able to play an active role in shaping the transformation. To
date, despite numerous proposals from the Commission,
the Member States have been unable to reach agreement
on fiscal policy solutions at European level, restricting them-
selves to a suspension of the ban on subsidies up to the end
of 2024. The Member States have made use of this in very
different ways (DG COMP 2024), just as they did in relation
to subsidies during the pandemic (DG COMP 2022). This al-
so included a new option, ‘matching aid’, which involved
copying foreign subsidies for certain projects, in other
words, granting companies aid in the Single Market to the
extent it would verifiably be granted in a third state for the
same investment. Recently, this mechanism was used in
Germany for the first time for a Northvolt battery plant. A
robust transformation policy will require reform of competi-
tion law from the ground up in order to adapt state aid law
to achieve the objectives of climate neutral and resilient val-
ue creation, decent jobs, employment protection and em-
ployment development. Besides the adoption of a long-
term perspective, further development of state aid law
should set uniform and verifiable standards to ensure relia-
bility, security of investment, and transparency. EU state aid
law is obsolete in its current form. The ‘matching aid" mech-
anism already mentioned is to be rejected, because it ena-
bles unconditional subsidies for companies, purely based on
the fact that corresponding aid might exist in the United
States. Subsidy policy must be embedded in a European in-
vestment strategy because otherwise there is a risk of fur-
ther fragmentation of the European Single Market. Overall
the industrial policy landscape in the Single Market remains
primarily national rather than European, vertical rather than
horizontal and reactive rather than strategic.

A key element that the Single Market to date has
lacked is thus a common future-oriented investment
programme that would give the EU an opportunity to
establish itself as a pioneer for industries and jobs of
the future at the leading edge of the transformation.
This requires a massive investment push in the green and
digital transformations so that climate goals can be achieved,
competitiveness maintained and good jobs with collective
bargaining coverage expanded. European affluence looks
set to decline in the coming years if we continue to lose
competitiveness and delay the socioeconomic transforma-
tion. Germany risks losses of just under 400 billion euros by
2024 due to energy price rises alone, while the United States
recovered its pre-crisis level some time ago (Krebs 2023).
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before the Inflation Reduction Act (EIB 2023). Clean Tech in-
vestments have exploded in the United States since the mas-
sive tax concession programme has been in place (Goldman
Sachs 2023; Clean Investment Monitor 2024). The first signs
of a similar investment boom seem to be emerging in Mexi-
co, which has also felt the benefits of the Inflation Reduc-
tion Act. Productive and future-oriented investments on a
similar scale in the EU do not seem to be on the horizon,
apart from important flagship projects (EIB 2023). The com-
petitiveness of the Single Market is not sustainably secured
on the current path.

Our democracies, too, are likely to experience politi-
cal consequences if no investment push is forthcom-
ing to tackle the socio-economic transformation. The
shift to the right currently taking place in the EU is indisput-
able. More than 15 per cent of the electorate, on average,
now vote for right-wing populists, three times as many as
did so in the mid 1990s (Popu-List 2023). This includes well-
known right-wing populist majorities in Hungary and lItaly
(and in Poland until recently), and also Slovakia, as well as
rising right-wing populists even in Spain and Portugal. A fur-
ther rightward shift seems to be on the cards in the upcom-
ing European elections in 2024. Observers predict more
right-wing authoritarian gains, after significant increases in
2019. According to a recent FES survey (Giebler 2024) in six
EU countries (Germany, France, Spain, Italy, Sweden and Po-
land) around 20 per cent of people intend to vote for right-
wing authoritarian parties that are currently members of the
Identity and Democracy and the European Conservatives
and Reformists groups. There is thus a threat of massive
harm to Europe’s democracies. Right-wing populist govern-
ments demonstrably damage liberal democratic systems
(Ruth-Lovell and Grath 2023). Ultimately — as we can already
see in Hungary — they threaten to undermine democracy it-
self to the extent that the opposition no longer even has a
chance of achieving a majority and the government can rule
on an authoritarian basis without real accountability (Levit-
sky and Way 2020).

The authoritarian shift to the right in the EU is not
connected to the migration debate alone, but also to
the fears and personal adaptation costs of the trans-
formation. It is becoming ever clearer that the radical right
is gaining from its scaremongering about the ecological
transformation (Forchtner 2019; Huber et al. 2021; Hoerber,
Kurze and Kuenzer 2021). Also in Germany the AfD’s cur-
rent standing in the polls is due not least to the Traffic Light
coalition’s transformation policy, and was boosted by the
Buildings Energy Act (Deutschlandtrend 2023). Citizens
who live in regions particularly hard hit by structural change,
according to the German Economic Institute, are more like-
ly to vote AfD (Bergmann, Diermeier and Kempermann
2023). The right-wing appropriation of protests against the

National subsidy schemes must be supplemented by Euro-
pean initiatives (Demertzis, Pinkus and Ruer 2024) to be able
to keep up effectively with global regions such as North
America or giants such as China by means of comparable
economies of scale. Productive investments by EU firms, for
example, were lagging behind their US competitors even

transformation was also evident in the recent farmers’ pro-
tests against the transformation in Germany. This is also ap-
parent in Sweden, where the government, supported by
the radical right, rejected large parts of the country’s exist-
ing climate policy and drastically slowed the pace of the
transformation.


https://competition-policy.ec.europa.eu/document/download/22938d94-beaa-44bf-97ca-8a1785ca1a1c_en?filename=state_aid_brief_1_2024_kdam24001enn_ukraine.pdf
C://Users/kochc/Downloads/looking%20back%20at%20the%20state%20aid%20covid%20temporary%20framework-KDAM22003ENN.pdf
https://www.forbes.com/sites/danieladelorenzo/2024/01/08/eu-approves-986-million-german-state-aid-for-northvolts-battery-plant-matching-us-subsidies/
https://www.forbes.com/sites/danieladelorenzo/2024/01/08/eu-approves-986-million-german-state-aid-for-northvolts-battery-plant-matching-us-subsidies/
https://www.boeckler.de/de/faust-detail.htm?sync_id=HBS-008699
https://www.bruegel.org/sites/default/files/2024-01/Report%2001%202024.pdf
https://www.eib.org/en/publications/20220211-investment-report-2022
https://www.gsam.com/content/gsam/us/en/institutions/market-insights/gsam-insights/perspectives/2023/us-inflation-reduction-act-is-driving-clean-energy-investment-one-year-in.html
https://www.gsam.com/content/gsam/us/en/institutions/market-insights/gsam-insights/perspectives/2023/us-inflation-reduction-act-is-driving-clean-energy-investment-one-year-in.html
https://www.cleaninvestmentmonitor.org/
https://twitter.com/robin_j_brooks/status/1751658576454590865
https://www.eib.org/attachments/lucalli/20220211_economic_investment_report_2022_2023_en.pdf
https://popu-list.org/
https://library.fes.de/pdf-files/international/21055.pdf
https://ejpr.onlinelibrary.wiley.com/doi/pdfdirect/10.1111/1475-6765.12564
https://muse.jhu.edu/pub/1/article/745953/pdf
https://muse.jhu.edu/pub/1/article/745953/pdf
https://wires.onlinelibrary.wiley.com/doi/abs/10.1002/wcc.604
https://www.tandfonline.com/doi/pdf/10.1080/13501763.2021.1918214
https://www.tandfonline.com/doi/full/10.1080/03932729.2021.1956718?needAccess=true
https://www.tandfonline.com/doi/full/10.1080/03932729.2021.1956718?needAccess=true
https://www.tagesschau.de/inland/deutschlandtrend/deutschlandtrend-3372.html
https://www.iwkoeln.de/fileadmin/user_upload/Studien/Kurzberichte/PDF/2023/IW-Kurzbericht_2023-AfD-Transformation.pdf
https://www.iwkoeln.de/fileadmin/user_upload/Studien/Kurzberichte/PDF/2023/IW-Kurzbericht_2023-AfD-Transformation.pdf

These right-wing populist electoral successes also
stem from states’ inability to act, having tied their
own hands financially to prevent tackling the trans-
formation proactively. A climate crisis that brings unbri-
dled social and economic upheavals with it because of fi-
nancial policy constraints further undermines the already
shattered trust in democratic states’ ability to provide for a
better future and boosts its opponents (see also Krahé
and Muhlenweg 2024). Populist electoral gains and polar-
isation, as is well documented, are also attributable to aus-
terity policy, especially in crisis situations, when in fact
more state support is needed (Baccini and Sattler 2023;
Hubscher, Sattler and Wagner 2023). By contrast, in order
to get to grips with the ecological transformation and to
give citizens confidence in a better future rather than a
‘fear of falling’, states need to boost their capabilities
more. Recent research shows that a welfare-oriented,
training- and investment-friendly economic policy helps to
reduce support for populists and that, for example, EU re-
gional policy does a great deal to curb right-wing populist
electoral success (Gold 2021; 2023, Gold and Lehr 2024).
However, all these economic policy levers require suffi-
cient financial leeway, which Europe’s current fiscal policy
status quo does not allow.

Opposition to the transformation in Europe will in-
crease further when the next phase of European
emissions trading starts in 2027, with dramatic ef-
fects on prices and disposable income. The next phase
of emissions trading from 2027 onwards will raise CO, pric-
es dramatically by at least an estimated 25 per cent (IETA
2023). Such market mechanisms do not necessarily include
social compensation and will have unequal consequences,
thereby further weakening acceptance of the transforma-
tion, especially among poorer households (Kénzig 2023). A
new study by the Friedrich-Ebert-Stiftung shows that a
purely market-based approach to climate protection will
encounter push-back from most of the population, in con-
trast to which other instruments and especially financial
support for climate-friendly behaviour are very popular
(Hagemeyer et al. 2024). Market-based instruments hit
hardest not only those companies that pollute the most,
but also companies and households whose disposable in-
comes are proportionately most affected by rising emis-
sions prices; in other words, socially more vulnerable citi-
zens, who spend proportionately more on energy, and al-
so tend to work in more polluting sectors and in smaller
firms, which are similarly threatened by heavier falls in
sales. The Social Climate Fund that the EU has already
adopted, which from 2026 is supposed to divert revenues
from the emissions trading system to social support meas-
ures (see Table 1) will, because of its negligible size in rela-
tion to the economy as a whole, not be able to compen-
sate for these socially unequal effects. At the same time,
the enormous price rises could impose an additional bur-
den on companies already under pressure due to the ener-
gy price crisis — especially in energy-intensive sectors — and
narrow their investment options. That could make firms in
countries relying heavily on green growth strategies even
more inclined to relocate, putting pressure on jobs.

FRIEDRICH-EBERT-STIFTUNG - AN EU FUTURE FUND: WHY AND HOW?

Eventually, the combination of market-based pres-
sure and government austerity policies in the trans-
formation can be foreseen to threaten the continued
existence of the Eurozone and the Single Market,
which is of existential importance to Germany. In the
absence of clearly funded cushioning of the social impact
and prospects for the future, trade unions, social move-
ments and left-wing parties will not automatically get on
board with increasing cuts in all sectors and force govern-
ments into concessions. Massive opposition to a restrictive
financial policy and the EU climate goals can also be expect-
ed from right-wing populists. In the architecture of the
Monetary Union financial market actors would once more
begin to doubt the ability or willingness to pay of financially
weaker or right-wing populist run states, such as Italy (and
possibly soon France) and the will of the ECB to intervene to
stabilise the bond markets. Conversely, AfD leader Weidel
recently called for a ‘Dexit’ modelled on the UK's Brexit. This
risk too would undermine the unity of the Monetary Union
and of the Single Market in the eyes of financial market ac-
tors. However it turns out, the Eurozone would once again
find itself in the self-fulfilling crisis scenario of the 2010s and
would again threaten to plunge the Single Market into a
profound financial crisis and recession. This would also pose
an existential threat to the German economy, which is dis-
proportionately dependent on it, especially in the context of
the ongoing geoeconomic competition.
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The investment needs for the socio-ecological trans-
formation of the European economy are enormous
and well documented. In order to reach the goal of cli-
mate neutrality by 2050 extra investments in the amount
of 2 to 6 per cent of EU economic output will be required
annually. In its impact assessment of the Fit for 55 package
the European Commission itself calculated the needed an-
nual extra investment at around 2 per cent of EU econom-
ic output in order to reach the climate goals by 2030. In the
European Commission’s Strategic Foresight Report of 2023
these additional investment needs, including the Net Zero
Industry Act, up to 2030 were updated to 620 billion euros
ayear, around 3.9 per cent of EU economic output. Wildau-
er_and Leitch (2022) argue, however, that the Commis-
sion’s impact assessment underestimates the required in-
vestments because its analysis does not adequately reflect
the needs of the building sector and research and develop-
ment are not included. According to them the additional
annual investment needs are around 6 per cent of EU eco-
nomic output. According to the Institute for Climate Eco-
nomics the investment gap in the building, transport and
energy sectors alone by 2030 are over 400 billion euros a
year (or 2.6 per cent of EU economic output). The most
comprehensive sectoral report by the Institut Rousseau es-
timates the additional investment needs at 360 billion eu-
ros a year until 2050 (just under 2.3 per cent of EU eco-
nomic output), although on the assumption that previous
private and public investments in climate-damaging prod-
ucts and sectors (such as combustion engines, fossil fuels,
chemical agricultural inputs or the construction of motor-
ways and airports) will be redirected to climate-friendly in-
vestments. If this does not happen (or portions of this ex-
penditure are considered still necessary), the required extra
investments to decarbonise the EU economy will be corre-
spondingly higher.

A large portion of these investments will have to
come from corporations, but public sector invest-
ments will also be central, especially for decarboni-
sation. The role and proportion of necessary public and
private investments in the context of the socio-ecological
transformation will vary considerably from sector to sector
and from Member State to Member State. Private invest-
ments have a particular role to play in industry and energy.
In this case the public authorities largely have a supportive
and incentivising function. The transformation of industry

towards a CO,-free economy is constrained by the fact that
the new technologies and production processes or the
switch from fossil fuels to green energy are still not com-
petitive. For a transitional period, then, the state will have
to provide a compensation mechanism in the case of in-
vestments in sustainable technologies for climate neutral
production processes. Carbon Contracts for Difference are
well suited for this purpose and have been welcomed by
business (Sustainable Finance Advisory Committee 2023).
Other forms of subsidy have also become important instru-
ments of transformation financing in industry in recent
years. An expansion of public investments is key in infra-
structure, by contrast (which is essential for the energy and
transport sectors, for example). Here the state, through in-
vestments in maintenance and expansion for infrastruc-
ture, directly creates the basis for decarbonisation of the
economy. When it comes to further training and qualifica-
tions improved funding of state employment agencies and
state support schemes is also crucial.

Existing studies suggest that the state will have to
provide between 25 and 50 per cent of the financing
needed to close green investment gaps (see Heim-
berger 2023). The data confirm that on average the pub-
lic authorities, especially with regard to buildings, transport
and agriculture, will play a key role in financing the trans-
formation (see Figure 2). The Institut Rousseau recently es-
timated that for further decarbonisation in the EU total ad-
ditional public investment of 260 billion euros a year will be
required by 2030 (1.6 per cent of EU economic output), just
under 60 per cent of total additional investments in the
most important sectors (see Figure 1). Another reference
point is provided by the precursor to today’s InvestEU fund,
the so-called European Fund for Strategic Investments (the
‘Juncker Plan’), just under 40 per cent of which is supposed
to be spent on climate investments: EIB borrowing on the
basis of an EU budget guarantee (Griffith-Jones 2021) was
used to stimulate private investment with an average pub-
lic share of around 28 per cent between 2014 and 2021
(European Commission 2022). Given that large parts of this
went to digital transformation and business innovation it
can be assumed that here a smaller public share was need-
ed than for the (remaining) difficult to finance parts of the
socio-ecological transformation. These orders of magni-
tude are clearly enormous and are on top of existing invest-
ment gaps: in Germany, according to a recently published
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Figure 1

Annual additional investment needs for decarbonisation in the EU, as a % of EU GDP, 2022
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Figure 2

Additional private vs public investment needs in the EU per year, in billions of euros
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joint estimate by the German Economic Institute (IW) and
the Macroeconomic Policy Institute (IMK), assessed public
investment gaps at around 600 billion euros over the next
10 years (Dullien et al. 2024). The Institut Rousseau reach-
es a similar estimate for Germany only related to decarbon-
isation (1.2 to 1.4 per cent of economic output).

The abovementioned studies, however, calculate on-
ly the investments needed for decarbonisation of
the European economies - additional investments
will be needed if further important policy goals and
challenges facing the Single Market are taken into
consideration. To enhance resilience and, for example,
reshore production with regard to critical infrastructure or
locate green tech firms in the EU in accordance with the
goals of the Net Zero Industry Act (that is, a 40 per cent
share of EU-based production) additional investments of
92 billion euros would be required until 2030, according to
the European Commission (Tagliapietra, Veugelers and
Zettelmeyer 2023). Other important aspects not taken into
account in this calculation include the costs of financing
the digital transformation (around 125 billion euros per
year until 2030, see European Commission 2023), compli-
ance with environmental protection aims (avoidance of
pollution, water conservation, biodiversity, etc. — see Euro-
pean Commission 2022: Table 1), as well as for climate ad-
aptation measures (for which no serious estimates exist
yet). Furthermore, a successful socio-ecological conversion
of European economies will also call for additional invest-
ments in the social domain, especially with regard to fur-
ther training and qualifications. Once again, concrete esti-
mates of how much this will cost are lacking. Adding all
these (known) public investment needs for the EU Single
Market together (see Figure 2), the investment deficit will
rise to at least 4.3 per cent of EU GDP per year until 2030.

Because of EU fiscal rules, national budgets have lit-
tle room to manoeuvre when it comes to closing
these public investment gaps. The new EU fiscal rules
came into force on 30 April 2024. The reform could have
ushered in a turn towards a socially and environmentally
more sustainable economic policy. Unfortunately, the EU
institutions were unable to agree on a future-proof reform.
Even the original Commission proposal was problematic
because it did not provide for preferential treatment for
public investments in the form, for example, of a golden
rule and otherwise offered few incentives for investment.
At the same time, the requirement to reduce debt ratios in
the medium term was retained. This combination hinders
the implementation of a sustainable fiscal policy at Mem-
ber State level that would be capable of meeting the chal-
lenges of the future. According to calculations by Dezernat
Zukunft debt ratios in the EU are set to increase in the com-
ing years simply due to higher refinancing costs for the
state, demographic change and additional defence spend-
ing (Sigl-Glockner 2023).

New calculations by the European Commission indi-
cate that many Member States will have to make
substantial budget cuts in the next few years. More
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specifically, this means that the Commission’s debt sus-
tainability analysis, which is the linchpin of the new regu-
lations, is quite restrictive. Member States with high debt
levels, such as Belgium, France, Italy and Spain, will have
to implement cuts of up to 1 per cent of GDP annually.
Even if the adjustment period is increased to seven years,
which can be granted to Member States under certain cir-
cumstances, the consolidation pressure will remain high
over the next few years (see Figure 3). It is improbable
that governments will be able to prioritise public invest-
ments sufficiently in their national budget policies. It is
more likely that public investments will come under mas-
sive pressure for cuts and/or that cuts will be made in so-
cial spending.

The current EU funding landscape will be unable to
close this funding gap with regard to the socio-eco-
logical transformation. The funding landscape is very
heterogeneous with a variety of funds whose goal is to
provide resources for the socio-ecological conversion of
the economy (see Figure 4 and Table 1). First of all there is
the Recovery and Resilience Facility, the core instrument of
NextGenerationEU, the EU reconstruction programme
adopted during the Covid-19 pandemic. The structural
funds also play a central role. A large proportion of these
two funds are used to finance climate investments. On top
of that, at European level there are special funds with dif-
ferent emphases, such as the Innovation Fund, the Mod-
ernisation Fund and the Social Climate Fund. The latter
three funds are financed with part of the revenues from
the emissions trading system (ETS | and II).

EU funding instruments currently make an impor-
tant (if not sufficient) contribution to financing the
transformation, but they are set to expire in the
foreseeable future. At the moment, over 60 billion eu-
ros in EU funding are used to finance the transformation
(see Table 1), on average. When the Recovery and Resil-
ience Fund expires almost half of the EU funding frame-
work for the transformation will cease to be available (see
Figure 4). Agora Energiewende’s EU Climate Funding
Tracker has identified the investments needed in the ener-
gy sector for each EU Member State if they are to meet the
EU’s 2030 climate targets and they have calculated the
contribution of existing EU funding instruments to closing
this investment gap. The upshot is that EU funding pro-
grammes have covered around a quarter of Europe-wide
public spending on investments in clean energy, resources
and energy efficiency to date. There are substantial differ-
ences between the Member States. In the central and
eastern European Member States the investments needed
in energy will be covered by EU programmes to a greater
extent than in Southern Europe over the coming years.
Here too there is an enormous funding gap after the expi-
ry of the Recovery and Resilience Facility at the end of
2026.

Itis evident that the socio-ecological transformation
of the European economy has a financing problem -
and that means that so do the European Green Deal,
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Figure 3
Fiscal adjustment from 2025 according to the new EU regulations
(structural adjustment of the primary balance as a % of GDP, based on an adjustment period of 4 or 7 years)
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Figure 4
Shares of existing EU funding programmes used for sociol-ecological conversion 2023-2030, annual average in billion €
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Sources and composition: see Table 1

Table 1
Existing and planned EU investment funds for the socio-ecological transformation

Amount Duration Amount Volume Purpose Financing
(billion per year, (% EU27

euros) on average GDP
(billion euros) per year)

Recovery and

Resmgnce Facility 1662 2021-2026 277 017 Projects forﬁhe social and ecological Issuance of
(including transformation EU bonds
Repower EU)
z;:’s:;it:aléle infra- Use of private investments in the area of Multiannual
16.5  2021-2027 2.75 0.02 sustainable transport and innovation, in- Financial Framework
structure & research, o ’ S :
; : R cluding industrial decarbonisation & issue of EU bonds
innovation, digitisation)
Projects for the social and ecological
transformation
EU structural Projects in the area of the circular econ-
funds‘ 193 2021-2027 170 011 omy, curblng climate change and adqp- Multlapnual
(including Just tation to climate change, risk prevention Financial Framework
Transition fund) and sustainable urban mobility/projects
to cushion the impact of the transforma-
tion in the hardest hit regions
. Projects for the transnational integration
Connecting f the Sinale Market | d
Europe Facility of the single Market in energy and trans- Multiannual
317  2021-2027 4.5 0.03 port and emission-reducing rehabilita- ’ .
(only energy and . L . Financial Framework
tion of existing energy and transport in-
transport) P
rastructure
Innovation in energy-intensive industries
. Carbon Capture and Storage (CCS) Emissions Trading
Innovation Fund 234 2020-2030 21 0.01 Carbon Capture and Utilisation (CCU) System (ETS)

Energy storage

Modernisation of energy systems and up-
Modernisation Fund 59.8  2021-2030 6.0 0.04 grading of energy efficiency, especially in
eastern European Member States

Emissions Trading
System (ETS)

Emissions Trading
System, including
buildings and trans-
port (ETS+ ETSII)

Financial compensation for disadvantaged
Social Climate Fund 17.4  2026-2032 2.5 0.02 households, micro-enterprises and trans-
port users

Sources: Authors’ presentation based on Agora Energiewende’s EU Climate Funding Tracker (agora-energiewende.org) and European Commission (Connecting Europe Facility). GDP data for the EU27 from 2022 at
market prices (Eurostat). Loans from the EIB and other development banks to private market actors without state/European budget guarantees and loans to states in the RRF are not included here, although the
budget guarantees of the InvestEU Programme for the additional public backing of EIB loans are included

1



the implementation of the Paris Climate Agreement
and even the economic future of the European Sin-
gle Market. At European level the existing EU funding in-
struments are already inadequate and will only shrink fur-
ther in the next few years. At the same time, the consoli-
dation pressure on national budgets due to the reactiva-
tion of the (reformed) EU fiscal rules is set to increase sub-
stantially, so that the lack of public investments cannot be
compensated by more national spending. Large sums re-
quired to cover the public share of the investments need-
ed for the transformation are lacking.
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KEY BUILDING BLOCKS AND OPTIONS

Against this background we propose a joint fund to en-
sure a sustainable European future in the ecological, eco-
nomic and political domains. The focus of the EU Future
Fund should be on making public resources available to
help the private sector and Member States in the so-
cio-ecological restructuring of their economies, in par-
ticular with respect to those investment projects that pro-
vide European added value. The EU Future Fund, in addi-
tion to combating climate change, would thereby make
an important contribution to enhancing the unity of the
Single Market and ensuring the sustainability of its global
competitiveness for the future, and last but not least con-
tributing to democratic stability.

The new fund should be launched latest with the expiry
of the Recovery and Resilience Facility at the end of 2026.
The duration of the EU Future Fund should at least cover
the period of the next Multiannual Financial Framework,
in other words, from 2027 to 2034. This would guard
against too drastic cuts in public investment programmes
in view of the new fiscal rules and depleting EU coffers.
Ideally, the Fund could be established from the outset
with a duration up to 2050 in order to align with the EU’s
declared policy objective of achieving climate neutrality
by then.

As the next few sections describe, an EU Future Fund
should, in our view, account for at least 1 per cent of EU
GDP per year in order to close the existing investment
gaps within the framework of an intelligent division of
tasks between the Member States. The support instru-
ments should contain both incentives for private invest-
ments and direct public investments and can be disbursed
in a variety of ways both to Member States and directly to
firms. Regardless of the precise legal basis, limited Mem-
ber State contributions enhance the importance of new
EU own resources, both for the repayment of NextGener-
ationEU loans and for enabling sufficient new invest-
ments via the issuance of EU bonds, which appears to be
indispensable given the scale of the gaps. Lessons for the
governance of the Fund should be drawn from experience
with the Recovery and Resilience Facility and other exist-
ing EU programmes. Clear social conditionalities and an
effective involvement of parliaments and social partners
should be ensured.
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41 AREAS OF INVESTMENT AND
THE COHERENCE OF EUROPEAN
INVESTMENTS

Given the enormous public investment needs for a
sustainable transformation of the Single Market of up
to over 4 per cent of EU GDP an intelligent division of
labour between national and European level will be
essential in future European investment policy. An EU
Future Fund of course cannot close all investment gaps si-
multaneously, but it should help Member States above all in
funding strategic investments. The European level should be
used to tackle acute financing problems at national level for
investments in strategic areas of clear transnational eco-
nomic added value. The current policy of restricting nation-
al budgets in the EU must therefore be accompanied by a
jointly prioritised investment policy in order to ensure that
an excessive focus on spending cuts does not result in cur-
tailed growth and delayed transformation costs. This would
contribute decisively to ensure fiscal sustainability in the Sin-
gle Market in the medium term.

Defining which investments are to be ‘European stra-
tegic investments’ in the future should be part of a
structured political negotiation process between the
Member States and the EU institutions. Ideally, this is-
sue should also be the object of the European economic
policy coordination process, at the centre of which is the Eu-
ropean Semester. The European Commission and the Mem-
ber States should decide jointly which investment projects
have European added value and are in the EU's strategic
long-term interests, and should thus receive EU-level fund-
ing. In other words, which investment projects should be
implemented at national, regional and municipal level and
how the necessary fiscal policy leeway could be created
through tax policy reform.

We can hone in on the areas of EU strategic invest-
ment by means of existing decisions and EU law. In
general, the EU has most legislative competence in relation
to the Single Market, so this is where the focus of joint in-
vestment efforts should (continue to) lie. In the context of
reform of the EU fiscal rules, for example, various EU eco-
nomic policy priorities were laid down in the regulation on
the preventive arm of the Stability and Growth Pact. Particu
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larly important priorities in the context of transformation in-
clude: (i) a fair green transformation, including the climate
targets in accordance with EU regulation 2021/1119; (i) so-
cial and economic resilience, including the European pillar of
social rights; and (iii) security of energy supply. Important EU
economic policy goals are also defined in the Green Deal In-
dustrial Plan, including the Net Zero Industry Act. Accord-
ingly, strategic European investments are those that help to
achieve these goals. European financing of these invest-
ments is thus justified if added value emerges as a result, for
example because investments at the EU level can be imple-
mented better and more efficiently.

From our perspective, four areas of investment at EU level
are particularly important: (i) infrastructure, including trans-
port; (ii) completion of the Energy Union; (i) strengthening
the European industrial base; and (iv) social investments, es-
pecially in further training and qualifications. A coordinated
European approach in these areas could ensure, first, that
the necessary investments are actually made, despite the
different budgetary situations in the Member States, and
thus CO, reduction targets could be achieved effectively.
Second, it could help to ensure global competitiveness for
the economic sectors of the future. Finally, this could pre-
vent the consolidation of macroeconomic imbalances in the
EU and thus the incurring of related economic and political
costs.

(a) A European infrastructure agenda
Investments in the expansion and maintenance of well
functioning infrastructure have a key role to play in the
socio-ecological transformation. On one hand, they
create the conditions for a mobility transition and thus
a transformation of behavioural structures in the choice
of means of transport. On the other hand, infrastruc-
tural investments improve the framework for expand-
ing private investments. Investments are required at
different levels with regard to infrastructure. The EU ur-
gently requires a common cross-border infrastructure.
The expansion of a cross-border express train service,
for example, would be an important infrastructure pro-
ject that would boost economic potential and make a
substantial contribution to CO, savings (Creel et al.
2020). On top of that, in many Member States massive
investments are needed to modernise and increase the
capacity of railway tracks, especially in long-distance
and freight transport. The EU should also do more to
help the Member States in investment projects aimed
at enabling the capture, use and storage of CO,.
(b) Completion of the Energy Union
There should be a particular focus on investments to
complete the Energy Union. Restructuring of the ener-
gy sector and energy infrastructure represents the
backbone of the socio-ecological transformation of our
economy. Investments in a cross-border energy infra-
structure must therefore be one of the main points on
the European investment agenda. The EU could ac
cordingly support cross-border investment projects
with resources from the EU Future Fund. Beyond that,
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the EU could help the Member States in expanding
electricity transmission and distribution networks. Oth-
er key projects — which are in the EU’s strategic interest
and require the involvement of the public authorities —
include the expansion of renewable energies, expan-
sion of energy storage facilities, and the development
of a pipeline network for hydrogen or the conversion
of existing gas pipeline networks, as well as measures
to boost the energy efficiency of buildings.

(c) Strengthening of the European industrial base
The EU Future Fund should have a strong industrial pol-
icy component. European industrial locations are under
increasing global competitive pressure. European com-
panies face high investment and energy costs. An ac-
tive state support policy would be decisive in maintain-
ing European prosperity and, at the same time, make
our economy fit for the future. The transformation
should not be left to the markets. Future technologies,
which are indispensable for climate neutrality, must be
actively promoted. Public EU funding in particular
should be concentrated in those sectors in which the
EU, after a temporary support phase, can become in-
ternationally competitive. This includes battery cell pro-
duction or the market for clean hydrogen (Jansen
Jager, Redeker 2023). But a focus solely on selected
clean tech industries does not go far enough. We need
to take the whole value creation chain in our purview
and, where possible, strengthen its future viability, not
least through incentives for industrial production in re-
search-intensive sectors of the future. On top of that,
industrial sectors at the beginning of the value chain
for key technologies and clean tech are also of central
importance (such as steel, chemicals, glass, ceramics
and cement). The production in Europe of key primary
products also secures employment in related sectors,
strengthens the resilience of the European economy
and reduces economic dependencies in a period of ge-
opolitical uncertainty.

(d) Social investments
The decarbonisation of our national economies poses
major challenges for society. A socially responsible
transformation of our economies will be possible only
if the populations of the Member States are properly
prepared for the new skills requirements and educa-
tional and training institutions are improved according-
ly. There is particular need for action when it comes to
employee further training and qualifications (see
Jansen 2023 for a more specific estimate). Both em-
ployers and policymakers will have to contribute to this.
Numerous studies confirm that certain social invest-
ments enhance worker productivity in the medium to
long term and thus boost economic growth (Alcidi
Corti, Gros 2022). Besides infrastructure, energy and
industry an EU Future Fund would thus help Member
States to fund certain expenditure on education and
training. State spending on early childhood education
would also come under this heading, along with sup-
port programmes for the integration of certain popula



https://wiiw.ac.at/how-to-spend-it-a-proposal-for-a-european-covid-19-recovery-programme-p-5352.html
https://wiiw.ac.at/how-to-spend-it-a-proposal-for-a-european-covid-19-recovery-programme-p-5352.html
https://www.delorscentre.eu/fileadmin/2_Research/1_About_our_research/2_Research_centres/6_Jacques_Delors_Centre/Publications/20230505_JDC_IRA.pdf
https://www.delorscentre.eu/fileadmin/2_Research/1_About_our_research/2_Research_centres/6_Jacques_Delors_Centre/Publications/20230505_JDC_IRA.pdf
https://www.delorscentre.eu/en/publications/skilled-workers-in-the-green-transition
https://www.intereconomics.eu/contents/year/2022/number/1/article/a-golden-rule-for-social-investments-how-to-do-it.html
https://www.intereconomics.eu/contents/year/2022/number/1/article/a-golden-rule-for-social-investments-how-to-do-it.html

tion groups in the labour market, as well as qualifica-
tion measures for employees embroiled in structural
transformation. Increasing investments in qualifications
and further training is also central to boosting private
investments in the transformation. The lack of appro-
priately qualified workers has been estimated as a
long-term obstacle to investment by 79 per cent of Eu-
ropean companies (EIB 2024). With the European Pillar
of Social Rights and the relevant action plan the EU has
provided the Member States with clear quantitative
targets with regard to further training and qualifica-
tions. It is imperative that the goal of having at least
60 per cent of adults each year engaged in training by
2030 be underpinned with the requisite financial re-
sources, also on the European side.

Conversely, it is important to note that the EU Future
Fund outlined here can only supplement other impor-
tant budget items such as the Structural Funds (as
well as the Common Agricultural Policy, the Social Cli-
mate Fund and environmental protection costs) but
not replace them. While the structural funds also make an
important contribution to funding the socio-ecological
transformation the main goal of these funds is to reinforce
social and economic territorial coherence in the EU and to
support structurally weak regions in the ecological and digi-
tal transformation. Furthermore, the regional level plays a
key role in the prioritisation and governance of support
funding in the structural funds. This objective remains crucial
also in the next funding period given the increasing socioec-
onomic disparities in the EU. The primary aim of the EU Fu-
ture Fund, by contrast, would be to boost the decarbonisa-
tion and competitiveness of the Single Market (especially in
global competition) and its economic resilience. Explicitly not
covered, however, would be agriculture, which is already
well covered in the EU budget, representing one of the larg-
est items (just under a third). Because these funds are also
supposed to safeguard other important policy goals, such as
food security and regional production, in our view it would
make most sense for them to continue to run (and be re-
formed) within the framework of this separate support and
funding logic. Also required, as noted in Section 2, is (addi-
tional) money for EU environmental protection measures,
among other things to tackle the biodiversity crisis, as well as
nature-based measures for climate adaptation. They also
make a key contribution to securing a sustainable European
future and, in our view, must not be played off against addi-
tional needs in the areas outlined here.

Nevertheless, beyond the various European funding
mechanisms, more coherence is imperative in pursuit
of a coordinated transformation strategy. In the Euro-
pean transformation funding toolbox the structural funds
should play as important a role as agricultural policy, the
Social Climate Fund and a Future Fund for Europeanstrate-
gic investments. However, there must be more coherence
between funding instruments when it comes to proce-
dures, purposes and reporting. Part and parcel of this is a
politically defined overarching strategy that spells out which
tasks can be performed by which EU instruments. Specifi
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cally, besides decarbonisation, we see the digital transfor-
mation, environmental protection and climate adaptation
as key EU-wide challenges. Such a strategy ultimately also
determines the financial structure of the various financing
instruments. The negotiations on the next Multiannual Fi-
nancial Framework, which are due to begin shortly, should
provide more clarity here and an opportunity for a funda-
mental reorganisation with a more strategic focus and high
added value for the Member States.

Based on existing studies we estimate the additional
annual public investment needs in the four areas out-
lined to be at least 1 per cent of EU economic output.
We thereby provide a fairly conservative estimate of the
costs of transformation, based on the studies mentioned
above and Figures 1 and 2. Using the figures of the Rous-
seau Institute we add together the sums required to meet
the needs of the energy, transport and industry sectors, as
well as for research, further training and carbon sinks, plus
the additional investments required to bring forward reduc-
tion of emissions by 2030 in line with the Fit for 55 package
(altogether around 1 per cent of EU GDP for 2022). A simi-
lar estimate can be achieved if, alternatively, the mean val-
ue is taken of the calculated additional investment require-
ments for decarbonisation of around 4 per cent of GDP per
year (4.2 per cent by 2030; 3.8 per cent by 2050), on the as-
sumption that at least a quarter of this must come from the
public sector. This means that additional public investments
of at least 1 per cent of EU economic output per year must
be financed, roughly the same as the entire current sev-
en-year EU budget. This estimate is similar to those present-
ed in many current studies on the subject (see, for example,
McKinsey 2020; Heimberger 2023; Darvas und Wolff 2021;
Pisany-Ferry, Tagliapietra und Zachmann 2023).

The size of the EU Future Fund also depends on, how
the Commission and the Member States apply the
new EU fiscal rules in the next few years. If, contrary
to expectations, the European Commission grants the
Member States more scope for credit financing of public
investments, support at the European level could be re-
duced. At least two paths are feasible here: the European
Commission can recognise investment programmes in the
Member States as measures for achieving the goals of the
Green Deal and therefore (i) refrain from setting in motion
an excessive deficit procedure (Article 2(3) of the Correc-
tive Arm Regulation), or (ii) request a structural adjustment
of less than 0.5 per cent of GDP for Member States in the
excessive deficit procedure (recital 23 of the Corrective
Arm Regulation). However, if the new EU fiscal rules are
once again applied strictly next year, or turbulence on the
government bond markets makes national borrowing
more difficult the EU level will have to provide the Member
States with more support. There are incentives for this in
the new rules, at least during the next adjustment period.
EU subsidies (as well as national co-financing of EU funded
programmes) that are increased during the adaptation pe-
riod (for example, because of stronger national drawdown
of existing EU funds or a new EU investment programme),
should not, according to the new fiscal rules, be added


https://www.eib.org/en/publications/20230323-investment-report-2023?pk_vid=171509076984b305
https://www.mckinsey.de/capabilities/sustainability/our-insights/how-the-european-union-could-achieve-net-zero-emissions-at-net-zero-cost
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subsequently to the net expenditure paths that have al-
ready been negotiated by the Member States (Darvas, Wel-
slau and Zettelmeyer 2024).2

The higher the proportion of European level financ-
ing in the funding of strategic investments in the com-
ing years the more important will be the effective and
democratic coordination of Member States’ economic
and fiscal policies in the European Semester. Simply
shifting sensible investment financing to the European level
in order to create scope for ‘unproductive expenditure’ do-
mestically (interest payments etc.) should be avoided, also
on political grounds. The new toolbox of the Stability and
Growth Pact, in which individually negotiated fiscal-struc-
tural plans for each Member State determine the net ex-
penditure path, include a central link with the European Se-
mester, which is intended to monitor the plans’ implemen-
tation and design. Not least because of the exemptions out-
lined above, which are managed by the Commission, there
are stronger incentives than before to shape national budg-
etary policy more in line with common EU priorities, which
reduces the risk of moral hazard. There is more scope here
for more democratic accountability, however, not least be-
cause of the greater effectiveness it entails: more involve-
ment of the social partners and climate policy institutions in
the formulation of national plans, for example, could help to
foster greater ownership of budget policy priorities, even
beyond the government (see Dawson 2023).

4.2 INSTRUMENTS AND DISBURSEMENT

The funding components of the EU Future Fund should en-
compass means of promoting both private investments
and public investments in the traditional sense. It will be up
to private actors to implement a large proportion of invest-
ments and in many areas they are able to do so more effi-
ciently than the state administration. But public spending is
often needed as an incentive for private investments to at-
tain technological maturity and global competitiveness. In
other areas, by contrast, public investments are indispensa-
ble, such as in the provision of infrastructure and comple-
mentary investments in research, qualification and further
training, which the market is unable to provide adequately.
In principle, the EU Future Fund should therefore have a
high degree of flexibility and be able to provide different
instruments of transformation financing, offering low-in-
terest loans, tax credits and guarantees for companies, as
well as direct public investment. Similar to the Recovery
and Resilience Facility, resources from an EU Future Fund
should be used for various funding instruments and lever

2 Nevertheless, in the next negotiations on net expenditure paths af-
ter the first adjustment phase (after seven years, at the latest), co-fi-
nancing for EU-financed programmes would be fully included in the
(new) net expenditure paths, as they are part of the debt and defi-
cit definitions. In addition, the quantitative requirements for debt and
deficit reduction, as well as deficit resilience, especially for highly in-
debted countries, as set out in the preventive and corrective arm of
the reformed Stability and Growth Pact (the so-called 'numerical safe-
guards’), apply to every calculation of the net expenditure paths.
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aged and distributed via the financial markets in coopera-
tion with the European Investment Bank and national in-
vestment banks.

Public equity investments can also be an important in-
strument for transformation financing in certain sec-
tors, and an efficient one in terms of German and Eu-
ropean fiscal rules. In the industrial and energy sectors
public equity investments can reinforce companies’ equity
base and thus support investments. The main advantage of
state capitalisation in contrast to subsidies is that it avoids
the socialisation of costs and the privatisation of gains. Di-
rect state participation in key industries has the further ben-
efit of directly influencing the implementation of climate and
sustainability goals and, for example, the promotion of ac-
tive trade union involvement (see Dullien/Rietzler/Tober
2021). This form of financing has an additional advantage in
the current situation: public equity investments in compa-
nies, as well as equity increases in public companies, devel-
opment banks and so on are considered to be financial
transactions for budgetary purposes and therefore do not
fall under the EU deficit rules — and are also neutral accord-
ing to the German debt brake — if they meet certain criteria.
In the German debate, following the Federal Constitutional
Court’s ruling on the climate and transformation fund, great-
er recourse to financial transactions is therefore recommend-
ed as a way out (Kollatz and Horn 2024). It needs to be
borne in mind, however, that the reformed EU fiscal rules set
strict limits on the use of financial transactions because of
the requirement of reducing the debt level in the medium
term. A financing strategy based on an EU Future Fund could
be of use here if the funds are paid out to Member States as
grants and thus national debt levels remain unscathed.

Resources from an EU Future Fund could be made
available to the Member States either as grants or
loans. The benefit of making funds available to the Mem-
ber States as grants is that this would leave debt levels in-
tact. But the provision of loans — depending on capital mar-
ket refinancing costs — could be an attractive alternative for
some Member States, as experience with the Recovery and
Resilience Facility shows. Credit in the amount of 80 billion
euros has already been disbursed to the Member States (Re-
covery and Resilience Scoreboard 2024).

Also important are innovative forms of support, such
as direct conditional payments of EU funds to compa-
nies. The US Inflation Reduction Act, for example, focuses
on this type of direct aid and uses tax credits for companies.
One advantage of this is that the outflow of funds is less de-
pendent on government administrative capacities and thus
may occur more quickly, as market participants make invest-
ment decisions directly and are subsequently compensated
by the state via existing tax declaration processes. Tax de-
ductions, as originally agreed in the German government's
coalition agreement (so-called ‘super deductions’), are de-
signed in a similar way: instead of reducing the tax to be
paid when certain investments are proven to have been
made, the taxable profit is reduced by taking investment
costs into account more quickly and therefore more directly.
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This is not easily transferable to other Member States, how-
ever, as taxes remain a national competence. Having said
that, it is worth looking at the extent to which European tax
credits or deductions could be introduced on the existing le-
gal basis using the Single Market competence (see Factsheet
EU Parliament), at least for cross-border investments, which
would then be implemented by the Member States via their
national tax systems but reimbursed by the EU. National in-
struments for combating the inflation crisis via taxation or
competition policy (Weber 2023; Kolesnichenko 2023; Jung
and Hayes 2023) developed in recent years, which also con-
tribute to promoting a fair transformation, could thus, un-
der certain circumstances, be coordinated and counterfi-
nanced at European level from the outset.

In the case of some EU funds, direct payments to com-
panies are already possible and can serve as models.
The EU Innovation Fund, for example, which among other
things pursues the aim of promoting innovative technologies
for carbon capture, utilisation and storage, for the generation
of renewable energy and for the storage of energy, is aimed
directly at companies. In addition, the Connecting Europe Fa-
cility, for example, awards direct project funding to compa-
nies in certain areas of energy and infrastructure.? The EU Fu-
ture Fund could build on these examples, at least in part —
ideally in conjunction with a less bureaucratic procedure
without project applications, under which companies could
instead make investment decisions and have part of the costs
reimbursed directly by the EU afterwards, based on clear cri-
teria (for example, in the form of a credit against national tax
obligations, as with the US Inflation Reduction Act).

4.3 FINANCING AND LEGAL BASIS

In principle, three different sources are conceivable for fi-
nancing the EU Future Fund, also in mixed form: Member
State contributions, EU own resources and EU bonds. Be-
cause, on political and economic grounds, increasing Mem-
ber State contributions is rather improbable — given that
the pressure on national budgets will undoubtedly increase
in the next few years and further growing expenditure
items, such as defence, will be added —new EU own re-
sources must urgently be pursued in a future-proof man-
ner in the negotiations on the next Multiannual Financial
Framework. Otherwise, there is a risk of massive cuts in the
EU budget for the next funding period in the face of in-
creasing investmentneeds.

The worry remains, however, that new EU own re-
sources will first and foremost be used largely to re-
pay existing credit costs for the Recovery Fund. To be

3 In contrast, the Important Projects of Common European Interest (IP-
CEls), under which cross-border consortia can apply for project fund-
ing in areas such as the European hydrogen or battery industry, are fi-
nanced from Member State budgets and organised by them together
with the participating companies, requiring only approval by the EU
Commission. They are therefore an example of national funding policy
with at least partial European coordination under today’s more flexible
state aid framework.
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sure, it's important to ensure reliable repayment of the
NextGenerationEU recovery fund. From 2028 at the latest,
the new interest rate environment will result in at least 20
billion euros in annual costs until 2058 (Lindner et al. 2024).
According to the European Commission’s proposal of June
2023, part of the annual revenue from the ETS2 system (cur-
rently approximately 7 billion euros, and from 2028 around
19 billion euros), from CBAM (approximately 1.5 billion eu-
ros) and a share of increased corporate taxes from the mini-
mum tax (BEFIT) (approximately 16 billion euros) are ear-
marked for repayment. In the event of higher interest costs,
the proportion of this revenue that becomes EU own re-
sources could be increased accordingly. However, the pro-
posals still have to be taken up by the Member States and
adopted (via reform of the own resources decision, which
requires unanimity and ratification).

Any new own resources for additional investments
that go beyond this should be used to improve distrib-
utive justice in the EU and designed in such a way that
they are not introduced at the expense of federal,
state and municipal budgets. In light of this, the introduc-
tion of an EU-wide financial transaction tax would represent
a useful new source of EU own resources. A one-off wealth
levy, similar to the former wealth levy in Germany (the so-
called "Lastenausgleichsabgabe”) could also be a useful ad-
ditional source of funding for the transformation. Other
promising forms of own resources might lie in corporate tax-
ation, for example in the taxation of economically counter-
productive share buybacks. Another option would be sys-
tematic taxation of excess profits in the Single Market. In the
wake of the Covid-19 pandemic the EU Member States were
able to agree on a temporary excess profit tax on energy
companies. An excess profit tax could be permanent or tem-
porary as a supplement to corporation tax in order to sup-
port incomes during negative economic shocks (Hebous/Pri-
hardini/Vernon 2022) and on its own could bring in an esti-
mated 100 billion euros a year (Trautvetter 2024). It would
have to be designed in such a way that it did not curtail com-
panies’ investment Another option would be levies on, for
example, energy-intensive cryptocurrency or environmental-
ly harmful biowaste (Schratzenstaller et al. 2022). Another
idea would be a minimum climate solidarity surcharge (‘Kli-
masoli’) in order to tax particularly energy-intensive luxury
consumption, such as private jets and yachts (Rehm, Huwe
and Bohnenberger 2023).4

If equity investments were also financed via the EU
Future Fund, the return on public equity investments
could be used as a further source of income for repay-
ment. In contrast to direct subsidies equity investments
could be not just an instrument of disbursement but rather
a useful component in the funding of an EU Future Fund. To

4 A minimum wealth tax, on the other hand, which according to Kapel-
ler et al (2023) could go a long way towards closing the investment
gaps, would, under the German Constitution (Basic Law), be the re-
sponsibility of the federal states. From a trade union perspective (EGB
2023) a European initiative to coordinate minimum rates of wealth
taxation would be advisable, although the Member States should de-
cide how the funds are used.
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that end the Macroeconomic Policy Institute (IMK) has
worked out a specific model for Germany, which could be
used as a basis. Specifically, the fund could acquire capital
shares in, for example, major investments in renewable en-
ergies or important transnational energy or transport infra-
structure projects, with the aim of having the profits gener-
ated later flow back to them. It would make sense to use
these medium-term revenues in the European context in
particular to finance interest repayments in order to meet
the legal obligations of budget neutrality in the EU.

Given the sheer size of the investments required and
the limited means available through other channels a
common EU bond issuance should, in our view, be a
key financing component. This would also make mac-
roeconomic sense. A largely bond-financed EU investment
programme is macroeconomically suitable for investments
that, in the medium term, improve the potential output of
European economies and, in the long term, strengthen their
resilience against foreseeable shocks. Bond-financing of
growth and resilience enhancing investments is the only
way to ensure the sustainability of public finances and their
dependence both on productivity growth and global com-
petitiveness in the future, and on averting of future costs
arising from climate shocks. In any case, a failure to invest
would be much more costly. On the one hand, location fac-
tors would deteriorate as a result of this and thus the attrac-
tiveness of a location for value creation purposes, and on
the other, future costs would increase, arising, for example,
from extreme weather events (see Section 2 or also Pisa-
ny-Ferry 2021; Thie et al. 2022). There is a range of macroe-
conomic research on the Recovery and Resilience Facility
and NextGenEU that shows positive effects on economic
growth, the sustainability of public finances and inflation
(see Watzka und Watt 2020, Bankowski et al. 2022; Euro-
pean Commission 2024).

At the same time, a new EU bond issuance must be
done on a solid legal footing — and satisfy require-
ments arising from both EU primary law and those
formulated by the Federal Constitutional Court in var-
ious judgments. Initial legal assessments of the EU law op-
tions regarding a bond-financed EU fiscal capacity are al-
ready available (see Abraham et al. 2023; Allemand et al.
2023; Grund and Steinbach 2023). A new legal study com-
missioned by the DGB - focusing particularly on the ques-
tion of a new EU Future Fund — is now being prepared and
will be available shortly (Grund and Steinbach, forthcoming).
It is clear that, according to current legal opinion, neither the
no-bailout clause in Art. 125 TFEU nor the fundamental prin-
ciple of budget neutrality or a balanced budget enshrined in
Art. 310 TFEU stand in the way of a bond-financed fund
scheme. The no-bailout clause is relevant primarily in the
case of a liquidity and solvency crisis immediately and ur-
gently afflicting a state. It is less significant in instances in-
volving the achievement of common European priorities,
such as the Green Deal (see Grund and Steinbach 2023). The
principle of budget neutrality, according to Grund and Stein-
bach (2023), should above all prevent Member States from
falling into payment arrears with the EU. Art. 310 TFEU
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therefore does not represent an obstacle in principle for a
new bond-financed investment programme. The Council Le-
gal Service, too, considers that with regard to the NGEU the
basic principle of budget neutrality is upheld because the
EU’s liabilities are offset by receivables from the Member
States, as set out in the Own Resources Decision. The Own
Resources Decision contains an ‘irrevocable, definitive and
enforceable guarantee of payment that is given upfront by
the Member States’ (Council of the European Union 2020).

Under current EU primary law at least two different
models are possible: (i) a bond-financed special fund
along the lines of Next Generation EU, and (ii) bond-fi-
nancing a part of the regular revenues of the EU
budget. The EU treaties provide a legal basis for both op-
tions: Article 122 TFEU, the so-called ‘solidarity clause’,
could again come into consideration for a temporary special
fund. Under it, financial aid to the Member States is permit-
ted in the event of natural disasters or exceptional occur-
rences or in the event of supply emergencies, particularly
with regard to energy. There is now a legal and scientific
consensus that the existential threat posed by climate
change for large parts of the global population is at least as
significant and direct a challenge within the EU as the Cov-
id-19 pandemic. In the EU this consensus has found expres-
sion in, for example, the European Climate Act (Abraham et
al. 2023). Another option would be to use Art. 175TFEU as
a legal basis for financing. This article deals with financial re-
sources required for the coordination of economic policy
and explicitly authorises the European Parliament and the
Council to take ‘specific actions’ outside the existing funds.
On this basis it is possible to engage in permanent bond fi-
nancing for part of the Multiannual Financial Framework.
The bond-financed part would thus be, within the frame-
work of Art. 311, a new category of own resources rather
than ‘other revenue’ (see Grund and Steinbach 2023). In any
case, a new reform of the Own Resources Decision would
be necessary, which would require Council unanimity and
Member State ratification.

The main difference between the two models is that
under the second variant the amount of the EU bond
issue could be much bigger as a proportion of the re-
mainder of the EU budget. In the case of the NextGener-
ationEU model the total amount of all EU bonds must be
less than the remainder of the budget minus the liabilities of
the NextGenerationEU itself — in other words, less than
0.25 per cent of EU GDP over seven years, measured against
the current budget. This limit stemming from Art. 311 of the
EU Treaty does not hold under the second possible legal ba-
sis. The ‘other revenue’ option has already been tried, how-
ever. The route via regular own resources would be a novel-
ty and is legally not without controversy. The maximum
amount of a possible EU bond issuance on this basis would
also not be fully unrestricted: in such a case EU law would
require sufficient (non-bond-financed) own resources in or-
der to be able to service interest payments and repayment
of the principal each year. For this purpose the two other
sources of EU financing are possible: genuine EU own re-
sources (see above) and higher Member State contributions


https://www.boeckler.de/pdf/p_imk_study_71_2021.pdf
https://www.piie.com/sites/default/files/documents/pb21-20.pdf
https://www.piie.com/sites/default/files/documents/pb21-20.pdf
https://www.imk-boeckler.de/de/faust-detail.htm?sync_id=HBS-008455
https://www.imk-boeckler.de/de/faust-detail.htm?sync_id=9110
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op291~18b5f6e6a4.en.pdf?1a658c477acd4fc45579f09cd6b9b95c
https://commission.europa.eu/about-european-commission/departments-and-executive-agencies/economic-and-financial-affairs/evaluation-reports-economic-and-financial-affairs-policies-and-spending-activities/mid-term-evaluation-recovery-and-resilience-facility-rrf_en
https://commission.europa.eu/about-european-commission/departments-and-executive-agencies/economic-and-financial-affairs/evaluation-reports-economic-and-financial-affairs-policies-and-spending-activities/mid-term-evaluation-recovery-and-resilience-facility-rrf_en
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op313~96012901a8.en.pdf?bf9b8426228c1259bcc6ca93d2f267b2
https://feps-europe.eu/wp-content/uploads/2023/03/Making-Next-Generation-EU-a-permanent-tool.pdf
https://feps-europe.eu/wp-content/uploads/2023/03/Making-Next-Generation-EU-a-permanent-tool.pdf
https://www.bruegel.org/sites/default/files/2023-09/WP%2015.pdf
https://www.bruegel.org/sites/default/files/2023-09/WP%2015.pdf
https://data.consilium.europa.eu/doc/document/ST-9062-2020-INIT/en/pdf
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op313~96012901a8.en.pdf?bf9b8426228c1259bcc6ca93d2f267b2
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op313~96012901a8.en.pdf?bf9b8426228c1259bcc6ca93d2f267b2
https://www.bruegel.org/sites/default/files/2023-09/WP%2015.pdf

(which were also used as guarantees for the issue of NGEU
bonds). In addition, it would remain the case that the maxi-
mum total amount of the bond issue would have to be spec
ified from the outset in a reformed own resources decision.
Another disadvantage of the NGEU model is that the estab-
lishment of a special fund would create another executive
budget instrument between the EU Commission and Mem-
ber State governments, which would largely exclude both
national parliaments and the European Parliament. The ad-
vantage of the construction as part of the EU budget, by
contrast, would be that the European Parliament as directly
elected European legislator would have a key role in the
management and control of financial resources (as would
the European Court of Auditors). Furthermore, the extent to
which a refinancing of EU bonds (rollover) could be achieved
in this model should be examined in more detail. If Grund
and Steinbach’s (2023) cautious initial legal assessment is
confirmed, this would have further positive consequences
for loan costs and private capital markets and thus ultimate-
ly for realisable investment sums.

In addition to EU law, the German Constitutional
Court should also be taken into account. It sets fur-
ther guidelines that would probably affect the design
of an EU Future Fund. Although in principle, of course, the
Federal Constitutional Court is not the ultimate arbiter of
the legality of European policies, but rather the European
Court of Justice, nevertheless Karlsruhe plays a key political
role. It does not always see itself as subordinate to the CJEU
in terms of jurisdiction and remains of central importance by
reviewing the transfer of further competences to Brussels
(including ratification of, for example, a reformed Own Re-
sources Decision, as would in any case be necessary for an
EU Future Fund). The latest judgment issued by the Federal
Constitutional Court on the Climate and Transformation
Fund in 2023 does not erect any insurmountable hurdles
here. It is exclusively related to German budget manage-
ment and does not expressly go into whether and to what
extent the climate crisis is beyond ‘the control of the state’.
The Court does agree, however, that the consequences of
long foreseeable crises should not be financed with emer-
gency loans. With regard to the climate crisis it can at least
be said that it is beyond the control of a single state (as the
Federal Constitutional Court also recognised in its climate
ruling) and that at least the severe consequences of climate
change were not fully foreseeable. In our view, it has not
been conclusively clarified to what extent this view of the
court could have consequences for the use of Art. 122 as
the legal basis for a new bond-financed EU investment pro-
gramme. As things stand, we see this as another possible
downside of replicating the NGEU model. The Federal Con-
stitutional Court’s so-called ‘St Nicholas judgment’ of 2022

5 Although the European Parliament was closely involved in determin-
ing the content of the current special fund — the Next Generation EU
recovery programme — the Parliament’s say in its implementation (as
in the European Semester with regard to macroeconomic coordina-
tion as a whole) is minimal compared with the EU Commission and
the governments, and is essentially limited to notifications, consulta-
tions and non-binding resolutions (Vanhercke and Verdun 2021; EGOV
2022; Bokhorst and Corti 2023).
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remains the most restrictive, but the conditions laid down in
it can also be taken into account legally. According to the
ruling, the central prerequisites for an EU bond issue are the
determination of an exceptional situation, primary legal cov-
er, the earmarking of the expenditure and its limitation in
terms of duration and amount. The Bundestag’'s overall
budgetary responsibility and the fact that the scope of the
liabilities must be set out in advance can also be taken into
account by structuring the responsibility for repayment of
EU bonds pro rata (instead of as a pan-European liability), as
was also the case with the NextGenerationEU scheme (see
Grund and Steinbach 2023).

The European Central Bank should also do everything
possible to keep the interest costs of the EU Future
Fund as low as possible and to promote its bonds as a
secure basis for the EU capital market. ECB support for
the Fund’s objectives would be helpful and perfectly legal
based on the ECB's secondary mandate, which requires it to
support the EU’s general economic policy objectives, and_on
the EU Future Fund's explicit objective of reducing energy
prices. In practical terms, it would make sense to integrate
the issued EU bonds in the Eurosystem’s collateral frame-
work; in other words, these securities should be accepted as
collateral for further credit transactions that the ECB Execu-
tive Board might enter into. This would underwrite demand
for them by hedging private financial transactions and re-
duce the financing costs of the EU Future Fund without the
ECB having to actively buy the EU bonds itself (for the histo-
ry of the ECB's collateral framework and the macroeconom-
ic impact of its changes, see Schuster & Sigl-Glockner 2023).
On top of that, an EU bond issue for a Future Fund would fill
the lack of a standardised secure bond, a central void in the
euro area, without which the European capital market can-
not properly develop. This would be all the more important
if an EU bond were exempt from the legal prohibition on re-
financing that applies within the framework of NextGenEU,
thereby providing a permanent basis for standardised Euro-
pean financial markets, as government bonds do in the
United States or Japan, for example. Use of such a bond to
strengthen the European financial market and enhance its
stability would also give the ECB justification to protect the
interest costs of this EU bond from speculation through (at
least announced) bond purchase programmes. Such ECB
support for European economic policy could also be pro-
moted by an interinstitutional agreement with the European
Parliament, within which the Parliament could push ahead
with firming up the secondary mandate in this direction, as
it is explicitly permitted to do.

4.4 GOVERNANCE

A targeted, more efficient and more transparent flow
of resources is key to the success of an EU Future
Fund. To that end, the right lessons need to be learned
from the implementation of the Recovery and Resil-
ience Facility. In the model of the Recovery and Resilience
Facility the disbursement of funds was made dependent on
whether the Member States that had implemented reforms
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and measures (so-called milestones and targets) agreed in
advance with the European Commission. The Commission
talks of a performance-based approach in this connection.
In contrast to other EU funds the Member States receive EU
funds only when they deliver on the agreed milestones and
targets. While the clear earmarking of EU funds is no doubt
important and must continue to apply to the development
of new funds going forward the Commission’s so-called
performance-based approach, in our view, has a number of
problems in its existing form that need to be taken into ac-
count and addressed in future EU investment policy:

(@) The political process for defining reform plans
and measures in the national recovery and resil-
ience plans is opaque and undemocratic. The Euro-
pean Commission negotiates reform plans with the
Member States, which are defined in the European Se-
mester. But neither national parliaments nor the Euro-
pean Parliament are involved in working out coun-
try-specific recommendations. The lack of democratic
controls means that the Commission has too much dis-
cretion in drafting the country-specific recommenda-
tions.

(b) Many Member States also complained of the dis-
proportionate bureaucratic burden of preparing
and monitoring national recovery and resilience
plans (European Commission 2024). The milestones
and targets worked out with the European Commission
in advance can only be changed subsequently in a com-
plex bureaucratic procedure. Many Member States lack
the administrative capacities to satisfy the demands of
the European Commission. In some Member States —
especially Germany — this has led to comparatively slow
disbursement of funds (Alcidi, Gros and Corti 2020). In
order to speed up disbursement a reversal of the bur-
den of proof would make sense, at least for part of EU
funds, for example, the Member States would first re-
ceive the money and pay it out quickly, and then only
subsequently have to prove that it was used for its in-
tended purpose (as was the case with Covid-19 assis-
tance at national level).

(c) The outflow of funds and its control would work
better if the EU provides technical assistance and
makes financial resources available for the pur-
pose (European Commission 2024). The structural
funds, for example, provide resources for making tech-
nical assistance available for the administration of the
programme. Here, the funds for technical assistance
were also used by civil society to participate effectively
in the funds’ monitoring committees and to play an ef-
fective role in setting programme priorities, monitoring
and controlling the outflow of funds.

(d) Atransparent, complete and easily accessible doc-
umentation of the outflow of funds is a fundamen-
tal condition of the effective monitoring of the use of
funds by civil society, the European Anti-Fraud Office
(commonly known as OLAF) and institutions such as the
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European Parliament. In the case of the Recovery and
Resilience Facility monitoring of fund outflows is hin-
dered by the complex methods of disbursement. The
Member States rarely disclose the ultimate recipients
specifically and the funding guidelines are not transpar-
ent and not always accessible to civil society (Open Pro-
curement EU 2021).

Drawing down public funds from the EU Future Fund
should also be linked mandatorily to collective bar-
gaining agreement coverage, as well as to location
and employment guarantees. In this way transformation
financing would be consistently oriented towards creating
and preserving decent jobs. We need broad societal accept-
ance of the green transformation. Making the allocation of
funding conditional on social criteria can make a substantial
contribution to that. Furthermore, it is particularly important
that public funds are used responsibly and with a view to
maximising the public good. At the same time, jobs covered
by collective agreements and codetermination help to en-
sure that broad swathes of the population participate in
economic development and help to shape change. Decent
jobs contribute to a socially just transformation and play
their part in counteracting social ‘fear of falling’. Individual
measures funded from the Recovery and Resilience Facility
(such as climate protection agreements) already provide for
such social conditionalities. This represents a good basis for
the requisite regulations. A legal opinion commissioned by
the DGB makes it clear that public grants from the federal
government may be linked to social conditions, such as ad-
herence to collective agreements, job retention and location
guarantees. This practice is not in conflict with national or
European law (DGB 2024).

Systematic and institutionalised social partner in-
volvement in fund administration is key to ensuring
that the funding programmes have a reliable social
purpose. The European structural funds provide a blueprint
for this, as the social partners and civil society organisations
are formally involved in fund administration in accordance
with the umbrella regulation that governs the structural
funds’ common provisions. This is due in particular to the
fact that the partnership principle is enshrined in law. A pro-
cess has been built up over decades — through social partner
consultations, partnership agreements, monitoring commit-
tees, and so on — in which trade unions and employer repre-
sentatives discuss and shape the funds’ priorities and the
use of resources on an equal footing with government au-
thorities at various levels. In other words, it is possible to
build on existing processes and institutions without creating
new bureaucratic hurdles.
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An EU Future Fund offers not only a solution to press-
ing economic, ecological and political challenges. It
can also win majority support in Germany and Europe
if political actors focus on how it would tackle these
important and as of yet unresolved issues. As a recent
FES tax policy survey underlined, fiscal policy is never an end
in itself for citizens and can only be justified as an instrument
for solving important problems, especially in the German
context (Storks et al. 2023). On this basis an EU Future Fund
addresses challenges capable of garnering majority support:

The Single Market, in which an EU Future Fund would
primarily invest, enjoys substantial majority support and
there are already vigorous demands for more investments
in it, especially from industry, including companies, and
not least in the current geoeconomic context (EIB 2023;
BDI 2023; ERT 2023, Antwerp Declaration 2024).

Support for a more socially just transformation is also
overwhelming: large majorities in Germany and Europe
are worried about the rapid advance of the climate crisis
and are calling for green investments for the transforma-
tion. They are also worried about being left behind in a
transformation that fails to take sufficient account of so-
cial considerations and reject any attempts to get them
to shoulder a burden beyond their means (More in Com-
mon 2021; Umweltbundesamt 2022; YouGov 2023; Eu-
robarometer 2023; FES 2024; Abou-Chadi et al. 2024).

Concerns about the rise of right-wing populism and
right-wing extremism and their attacks on the founda-
tions of democracy are also shared, almost unanimously,
by all other population groups (Koch et al. 2021; Wegsc-
heider et al. 2023).

The investments needed to meet these urgent challenges
should therefore be constantly brought to the fore in order
to promote an EU Future Fund and compel opponents to
present other solutions.

From a scientific standpoint, even the financing side
does not (any longer) pose an insurmountable political
risk. According to a recent study, major industrial policy in-
vestments would be popular in Germany, Poland and France
if accompanied by social conditionalities and financed by
borrowing rather than taxes (Abou-Chadi et al. 2024). Sur
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vey research in the EU in recent years has also shown that,
for example, the in terms of fiscal policy historic Next Gener-
ation EU recovery fund has won majority support in France,
Germany, ltaly, the Netherlands and Spain despite general
opposition to EU borrowing and grants rather than loans in
all countries (Bremer et al. 2023). A permanent fund for com-
bating economic crises along the lines of the NextGenEU
model met with even more approval than the temporary
model opted for by policymakers. It also shows that party
rhetoric has a clear impact on voter approval, for example for
joint borrowing (‘Eurobonds’): positive reinforcement from
the party they support strengthens approval, while rejection
by political opponents does not change their minds (Meijers
et al. 2022). Suggestions that, if joint debt was not taken on
to combat the Covid-19 pandemic there was a risk that a cri-
sis-ridden eurozone might break up because of an ‘ltalexit’
also significantly strengthened support for fiscal integration
in Germany. Reinforcing this dynamic, support in Italy for re-
maining in the euro also fell sharply when austerity and
structural reforms were mentioned to citizens there as a con-
dition (Baccaro et al 2023). Progressive parties therefore have
considerable scope to generate majority support even for fis-
cal policy integration, which remains controversial. Cam-
paigning even for joint borrowing does not threaten to un-
dermine support among their voters.

At national level an EU Future Fund makes possible a
broad societal alliance that could wield political clout.
Consensus on this issue is comparatively strong between
trade unions, the climate movement, employers, particularly
in industry, the energy and digital economy (Stiftung Kli-
maWirtschaft 2024; Antwerp Declaration 2024), as well as
experts and think tanks, ranging from the IMK to economic
and European policy institutes and the German Economic In-
stitute. Depending on its substance, the security policy and
geostrategic perspective might enable further alliances, in-
cluding in conservative circles. In our view, it is important to
strengthen these alliances in Germany, but also in other EU
countries, and to secure partners for a progressive financial
policy that is capable of winning majority support in the
coming years.

The political window of opportunity for establishing
an EU Future Fund will probably focus on 2026, al-
though the debate will start in autumn 2024. Current-
ly, the EU is in political transition: after the reform of fiscal
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rules and the end of the current European legislature this
summer, the European Parliamentary elections will set the
course for the next term of office until 2029. The Council
has already set out the initial priorities for the next Commis-
sion, whose input will be used to set the new reform agen-
da in autumn 2024. Among other things, negotiations will
then get rapidly under way on the next Multiannual Finan-
cial Framework from 2028. In the case of the last EU budget,
the first Commission proposal was submitted just under two
and a half years before its final adoption, which would
mean mid-2025. As far as the Member States are con-
cerned, elections will be held in Germany in September
2025, and in France (and Italy) in 2027. If, as we expect, the
German government is not prepared to launch a large-scale
new investment campaign in the EU by then, even though it
was included in the coalition agreement, 2026 would in all
likelihood provide a window of opportunity for reaching
agreement in the Council. In our view, a discussion on an EU
Future Fund would take place from 2027 onwards in a com-
bination of the MFF budget negotiations and a separate re-
form process on the future of the STEP instrument and a
successor instrument for the reconstruction fund. The dis-
cussion about new EU own resources, which was promised
in an interinstitutional agreement from December 2020 in
order to prevent possible real budget cuts due to the repay-
ment obligations and interest costs of the recovery fund, is
also based on this.

In any case, in the new legislative period actors at national
level, in the Council and in the European Parliament need to
advance these parallel reform processes towards an EU Fu-
ture Fund. Fortunately, there are already a number of pow-
erful partners: both the Commission and the current Euro-
pean Parliament have spoken out in favour of setting up a
European sovereignty fund, even though this ultimately
failed in the Council last year due to other priorities. Impor-
tant international institutions such as the IMF (2022) or —in
particular detail — the ECB (2023) have also advocated in-
vestment-boosting funds in the context of the transforma-
tion and could support and advise on corresponding politi-
cal efforts. In our view, the present background paper and
the underlying network, as well as existing alliances such as
Fiscal Matters at EU level, provide a robust basis for these
upcoming processes, on which political efforts can continue
in the coming years towards bringing an EU Future Fund in-
to existence.
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AN EU FUTURE FUND: WHY AND HOW?

Background Paper of the Progressive EU Fiscal Policy Network

%

The climate crisis, geo-economic chal-
lenges and the rise of radical right forces
in Europe require new EU financing in-
struments for the socio-ecological trans-
formation from 2027 at the latest: this is
when existing EU funding pots will halve
in size, precisely when rising CO, prices
increase the pressure on the economy
and society and new fiscal rules will push
member states to consolidate. This sta-
tus quo not only risks delaying the trans-
formation and increasing climate costs.
The EU is also at risk of losing out in
geo-economic competition with the USA
and China, of fragmenting the internal
market through national subsidy policy
of financially stronger countries and of
further boosting radical right-wing trans-
formation resistance.

%

A new EU investment fund from 2027
onwards,focused on strategic invest-
ments in the future of the single market,
could overcome this imbalance in a smart
division of division of labour with mem-
ber states and other EU programmes.
Through various instruments and forms
of disbursement, it can strengthen pri-
vate and public investments and add
economic value through transnational
links and economies of scale in the inter-
nal market. Social conditionality of subsi-
dies, social partnership and participation
are central to making such a fund suc-
cessful, as is the transparent, earmarked
allocation of funds.

%

Conservatively estimated, the transfor-
mation of the internal market requires ad-
ditional public investment of at least 1 per
cent of EU GDP per year, comparable to
the entire current seven-year EU budget.
To finance these vast amounts, new EU
own resources are crucial, both to limit
national contributions and to enable ad-
ditional investments through new EU
bonds. Several legal avenues are possible,
but all require a unanimous unanimous
and ratified reform of the Own Resources
Decision. The dispute over this will char-
acterise the new EU legislature, but it en-
ables a broad social alliance at both na-
tional and European levels. It may be ca-
pable of winning a majority if the unre-
solved underlying problems addressed by
the fund are primarily emphasised.

Further information on the topic can be found here:
https://www.fes.de/politik-fuer-europa
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