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ABSTRACT

The creation of the Recovery and Resilience

Fund (RRF) as a response to the pandemic

was an unprecedented step in the development

of the European Monetary Union. It represents

the creation of an important fiscal risk-sharing
mechanism aimed at fostering economic recovery

and enhancing long-term sustainability through public
investments in the green and digital goals and structural
reforms.

This policy brief identifies four main functions of the RRF and
characterises how successful it was in delivering on them: To
serve as a fiscal stimulus and financial market stress reduction
tool; to protect public investments; to facilitate the green and
digital transition; to serve as an engine of structural reforms.
Some challenges have crystallised, however, throughout the
implementation of the RRF related to shortcomings in its design:
The lack of flexibility to adjust National Recovery and Resilience
Plans in light of multiple shocks related to inflation, geopolitical
developments, new priorities in member states and government
changes.
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The performance-based approach and the bundling of multiple
reforms and investments require rethinking and cannot be
implemented in the same way in the next Multiannual Financial
Framework. Joint issuance of debt, however, has been rather
successful and needs to be considered further.
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1. Introduction

In 2020, the European Council created the
NextGenerationEU (NGEU) fund in response
to the economic crisis due to the COVID-19
pandemic. The primary aim of this new EU
instrument is to protect the economy from
financial market stress and support the
stabilisation efforts of EU member states in
the face of the pandemic by fostering a more
resilient and sustainable European economy.
The creation of NGEU enabled the European
Commission to borrow on financial markets, up
to €806.9 billion? until 2026, to fund several EU
programmes, most importantly, the Recovery
and Resilience Facility (RRF). The RRF represents
the core of NGEU with a total initial allocation
of €672.5 billion, consisting of a maximum of
€312.5 billion in grants and €360 billion in loans.
Member states can receive these until the end
of 2026 under strict conditionality. The RRF
is thus the largest-ever common EU stimulus
instrument and the biggest driver of joint EU
debt issuance so far, with a repayment horizon
extending to 2058.

The inception of the RRF in 2020 was a historic
milestone in the development of the European
Economic and Monetary Union (EMU). It was the
result of longstanding discussions on the ability
of the EMU to absorb large and unexpected
economic shocks and on the shortcomings
of the EMU as an incomplete monetary union?
not fully aligned with the optimal currency area
(OCA) theory. The absence of comprehensive
fiscal mechanisms at the EU level has so far
meant that member states have lacked robust
tools to address asymmetric shocks or very
large EU-wide shocks. The NGEU, through the
RRF, serves as a temporary yet crucial fiscal
stabilisation instrument, allowing the issuance
of EU bonds to fund specific investments and
reforms at the national level.

The RRF also introduced a novel performance-
based mechanism for the disbursement of EU
funding, making it conditional on the delivery
of a specific set of reforms and investment
projects by member states. National recovery
and resilience plans (NRRPs) negotiated and
agreed upon between member states and the
European Commission set the official list of
milestones and targets to be achieved for the
disbursement of funds to member states.
These NRRPs should follow the country-
specific recommendations to member states
issued by the European Commission as part of
the European Semester, as well as the overall
priorities of the Commission in regard to the
twin goals of decarbonising and digitalising the
EU economy.

In this policy brief, | define four main functions
of the RRF and evaluate its performance in
fulfilling them. | also analyse the challenges
the RRF is currently facing. The RRF experience
has been marked by unique circumstances,
but its performance should provide us with an
important set of lessons for the future of the
EMU.

2. Core functions of the RRF

2.1 Crisis management and financial
stress reduction

The RRF created, for the first time, a true anti-
crisis mechanism at the EU level with fiscal risk-
sharing characteristics. NGEU had the direct
effect of reducing market stress during the
acute shock after the introduction of lockdowns
in the pandemic, and it helped to limit financial
market amplification of the stress by controlling
excessive risk premia reactions across member
states. Figure 1 shows the notable increases in
government bond yields of selected periphery
countries with respect to German ten-year
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government bond yields in the first weeks of
the pandemic and were initially dampened by
the European Central Bank (ECB) intervention in
March 2020, creating the Pandemic Emergency
Purchase Programme.* Shortly afterwards,
yields started rising again in April 2020,
as member states considerably increased
government spending to help businesses and
address the healthcare crisis.®

The announcement of the creation of the RRF
in May 2020 reversed this trend of increasing
spreads with notable and permanent effects for
the rest of the year. On 18 May 2020, Germany
and France proposed an aid package of €500
billion in grants to ensure liquidity for EU member
states. This proposal was then extended to
the Commission proposal of 27 May 2020 on

NGEU for an amount of €750 billion.® Similar to
interventions during the eurozone debt crisis
(“whatever it takes”), the mere announcement
of the programme had a positive effect and
instantly stabilised the highly volatile financing
conditions for the most affected countries, as
Figure 1 shows. This major positive impact
is notable given that, at the time of the initial
announcement, concrete details of the EU bond
issuance and financing of this new programme
had not yet been settled. In fact, even in 2025,
the repayment sources for NGEU debt have not
yet been decided. Even so, due to the credibility
of future EU budgets to ensure the repayment
of the common EU debt, financial markets have
highly rated NGEU debt.

Figure1. Ten-year government bond yields, government benchmarks, 2020.
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The issuance of NGEU bonds can be assessed
as being successful so far, with solid demand
from international investors and competitive
funding costs. The European Commission
reported that the average cost of funding for
NGEU bondissuancesin 2021 was 0.14% across
maturities fromfiveto 30 years and wastherefore
lower than most of the member states’ bonds,
pointing to a credible and strong position of the
EU as a debtor.” Between May 2020 and the end
of 2024, the EU issued more than €350 billion
in cumulated debt related to the NGEU through
syndicated transactions and bond auctions.®
Merler notes, on a weighted average, the EU
bond issuances have been oversubscribed 8.3
times since 2020.° The issuances were well
received, as evidenced by high subscription
rates — they were oversubscribed by between 1%
and 20% each in the period between May 2020
and August 2023. Yields have remained low and
lower than those paid by most EU members — a
signal of sufficient demand for EU debt.™®

The size of this new debt has transformed
the presence of the EU and the European
Commission in financial markets. The EU has
been issuing common debt for many years now,
but, to a very limited extent, to fund liquidity and
lending programmes to countries during the
European debt crisis, for balance of payments
crises and for foreign aid.m The amount issued
annually before the pandemic very rarely
exceeded €10 billion per year, while since 2020,
more than €100 billion per year were issued
(Figure 2). The scaling up of bond issuance
to such an extent led to a revamped issuance
strategy by the European Commission — the
new Unified Funding Strategy, similar to the one
used by sovereign issuers. Unlike the back-to-
back approach used before, where funding was
directly transferred to the beneficiary who was
also bearing the full interest rate risk, the new
strategy provides flexibility to the Commission.
Such maximum flexibility is crucial for RRF

disbursements, which cannot be precisely
timed ex ante, as they require a Commission
assessment after each individual payment
request by a member state. This flexibility
enables the Commission to disburse the
funding, without an obligation to do so, if it finds
the implementation of reforms and investments
unsatisfactory.

The considerable increase in EU issuances
has increased the supply of euro-denominated
safe assets across all maturities. With the
Unified Funding Strategy, the EU established a
significant presence in all medium- to long-term
benchmark maturities (from three to 30 years),
while also introducing, for the first time, short-
term borrowing in the form of newly introduced
EU bills (with less than one year maturity). The
diversity of maturities gives investors ample
opportunity to choose the best fit for them
and strengthens the position of EU bonds as
financial assets. The strengthened presence
of the EU on financial markets is also reflected
in the broad investor base of the NGEU bonds
in terms of investor types and geographical
location, including non-EU investors.'

According to the European Commission,’
NGEU bonds have increased the contribution
of the EU to the overall pool of safe assets
denominated in euros to 27%, even though, at
the same time, sovereign issuers also boosted
their issuances. The volumes issued by the
EU in 2021, for example, were comparable to
those by large EU economies, such as Spain.
In 2021, the EU issued €133 billion in debt,
while Spain issued €152 billion, Italy issued
€227 billion, Germany issued €237 billion and
France issued €261 billion. Safe assets can
be important alternatives for banks and other
financial entities seeking highly liquid, highly
rated assets. This could enable domestic banks
to reduce the holding of the bonds of their
sovereign jurisdiction and can thus help address
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Figure 2. Amount of new EU debt issued.
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the problem of the sovereign-bank nexus and
the doom-loop ensuing from home bias in bond
holdings during crises periods.”> Temprano
Arroyo'® argues that this new issuance of
high-quality bonds for NGEU and SURE' has
strengthened the international role of the euro.
Some of the benefits of an improved position of
the euro have, however, been mitigated by the
temporary nature of these bond issuances.

2.2 Fiscal stimulus and public
investment protection

The RRF also aimed to act as a fiscal stimulus
by spurring public investment during the crisis
phase of the pandemic and by protecting public
investments in the mid-term phases of future
fiscal consolidation. As the first months of the

pandemic were marked by considerable losses
of economic activity, the RRF was a necessary
crisis absorption tool to limit economic damage
and reduce economic uncertainty for firms
and households. In addition to their stimulus
character, investment projects in the RRF are
combined with structural reforms to enhance
potential output in the long term. During
economic downturns, public investments are
often reduced significantly, even though they
may have high long-term benefits for potential
output, as they can be cut more easily without
significant political costs, unlike current
expenditures, government transfers or other
programmes. Historically, economic crises
and the ensuing fiscal consolidation periods
have resulted in sustained decreases in public
investments. Specifically, public investments

Lessons Learned from the Recovery and Resilience Facility for a Future European Fiscal Capacity 7



Figure 3. Public investment as a share of overall government expenditure
for selected countries.
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Figure 4. Eurozone general government revenue, investment and other expenditures, in % of GDP.
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were considerably reduced in the aftermath
of the Global Financial Crisis (GFC) and the
eurozone debt crisis and did not recover in
subsequent years, even during periods of very
low or zero interest rates. Public investments
have declined significantly as a proportion of
current primary expenditures in the EU after the
GFC, particularly in countries with higher debt
levels (Figures 3 and 4).

Importantly, the fiscal stimulus role of the
RRF is embodied in its “recovery” part — the
goal was to mobilise public spending in the
first months and years of the pandemic, when
member states were suffering from losses of
economic activity. Extensive empirical research
points towards government spending increases
yielding the highest multipliers exactly during
times of dampened economic growth.'® During
an economic downturn, they are less likely to

crowd out privateinvestments butrathercanlead
to a “crowding-in” by creating higher aggregate
demand and improving economic perspectives.
This crowding-in is central to the argument for
the need to protect public investment during
recessions. The overall macroeconomic effects
of the RRF have been estimated ex ante in a
study by the European Commission' and are
shown in Figure 5. In some countries, the direct
effects from the increase in public and private
spending will be augmented by considerable
additional spillover effects from spending in
other countries.

The ECB evaluates the impact of NGEU and the
RRF on the eurozone economy.? This updated
quantitative assessment estimates that the
mixture of the RRF increased investments and
structural reforms in member states should
boost the eurozone GDP by between 0.4% and

Figure 5. Effects of NGEU on the EU's real GDP up to 2024
in a fast-spending and highproductivity scenario.
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0.9% by 2026 and between 0.8% and 1.2%
by 2031. The initial effect is driven mostly by
increased public spending. which corroborates
the case for the fiscal absorption function of the
RRF. In the long term, however, the beneficial
effects of the structural reforms, especially the
ones in connection with the improvement in
institutional quality, are expected to dominate.
The paper also admits, however, that the already
realised economic benefits from the RRF by the
end of 2024 were still relatively modest due
to delayed implementation. The total effect
simulated by the authors will only be achieved
if the NRRPs are fully implemented and the
funds are fully absorbed by final recipients.
This possible catch-up in implementation could,
according to the authors, double the current
output gains — yet such a catch-up faces many
challenges.

An EU fiscal risk-sharing instrument to mitigate
crises can also be seen as a necessary tool,
according to the OCA theory, which identifies
the conditions under which it is beneficial
for a number of countries to share the same
currency.?’ As currencies forming a currency
union give up national monetary policy as
a shock-absorption mechanism, they need
other channels to absorb large or idiosyncratic
economic shocks that cannot be absorbed
by the common monetary policy. Such extra
channels include full capital or labour mobility,
so that the factors of production can relocate
and mitigate economic shocks or fiscal policy
at the currency union level, with a redistribution
character — to smooth and stabilise economic
output in regions that are disproportionately
affected and for which monetary policy is
insufficient. The USA, Canada and Germany
have such common fiscal mechanisms in the
form of their federal budgets, while the EMU
was lacking a relevant similar instrument before
the pandemic. The RRF is a significant, even if
temporary, step in that direction.

As an optimal crisis-response mechanism,
the RRF also has a redistribution element. The
redistribution is because RRF allocations to
member states are based on a specific formula,
where member states that were more affected
by the COVID-19 pandemic, have a relatively
lower GDP level or entered the pandemic in a
cyclically weaker economic situation, receive
more funding as a percentage of their GDP.
Based on the fact that the pandemic shock was
impossible to predict or prepare for ex ante, this
redistribution element is a feature and not a flaw
in the design of the RRF that makes it optimal in
terms of its insurance function for this large and
asymmetric shock.?

In absolute numbers, Italy and Spain get
the largest allocations and countries that
normally profit from cohesion funds and other
Multiannual Financial Framework (MFF) funding
also receive big shares of RRF funding. The RRF
allocations show a strong correlation with the
amount of 2021-2027 MFF funding received by
member states, yet the focus on less-developed
member states is less pronounced than within
the Cohesion Policy, where the aim is mainly to
support faster convergence of less-developed
regions. Figure 6 shows the country allocations
of RRF funding from grants and loans in relation
to GDP in 2021, given the amounts of loans
requested by member states. Countries with
lower losses from the pandemic or with high
GDP per capita, such as Luxembourg, Denmark
and the Netherlands, receive an allocation of
up to around 1% of their GDP as grants. On the
other end, countries with low GDP per capita,
such as Croatia, Greece and Bulgaria, get an
allocation of up to a maximum of around 6-10%
of their GDP. Interest in the loans part of the RRF
was mixed — only ten member states requested
the loans component of RRF funding before the
deadline of 31 August 2023, and €77.5 billion
in RRF loans were left unrequested.® Loan
requests were clearly correlated with national

10 Lessons Learned from the Recovery and Resilience Facility for a Future European Fiscal Capacity



Figure 6. Total RRF allocation (grants + maximum loans).
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refinancing conditions — an analysis by Loi and
Magnus shows that particularly governments
with higher national refinancing rates for their
debt compared to the RRF debt yields decided
to request loans.?*

The amount of funding expected for each
member state as a share of GDP, however,
does not give the full story, as government
spending differs considerably across member
states. Government expenditures as a share of
GDP vary widely between low values of 22% in
Ireland, 34% in Lithuania and 35% in Estonia,
up to 52% in Austria and Belgium and 54% in
France, with an EU average of 42% in 2021.
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The additional RRF funds thus have different
budgetary implications and weights among
member states.

These differences in the importance of RRF
funding for national budgets are very large. |
calculate the annual grant and total RRF funding
expected for each member state as a share of
government expenditure in 2021.2° Figure 7
reports the average annual RRF funding available
as a share of 2021 government expenditure.
RRF funding as a share of annual government
spending is negligible for some countries — less
than 0.2% of total government expenditure in
Luxembourg, Denmark and Ireland, and less than
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Figure 7. Average annual RRF funding available as a share of 2021 government expenditures.
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0.4%in Sweden, the Netherlands, Finland, Austria
and Belgium. On the other end, in countries
where the RRF allocation is significant and the
country has low government expenditures in
relation to GDP, the expected funding is quite
significant — when also taking into account RRF
loans, the shares for some member states are
considerable, reaching about 5.9% for Spain,
6.6% for Romania, 7.7% for Greece and 8.1% for
Croatia (Figure 7). This also has implications for
the political debate in member states — in some
countries, the expected sums are insignificant
in relation to annual government budgets, while
in others they make a relevant part of the overall
budget and the failure to receive funding is
much more important.
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2.3 Twin-transition support

The RRF also places significant emphasis on
the green and digital transitions as a shared
EU priority for the first term of President von
der Leyen. A general conditionality has been
embedded in RRF regulations — NRRPs were
required to commit at least 37% of funding
to climate objectives and 20% to the digital
transition to be approved by the Commission.
Investment projects are assessed by their
contribution to the two objectives and are given a
digital and green tag to evaluate the overall green
and digital expenditures of each NRRP. Most of
the plans overdelivered on both accounts, as
depicted in Figure 8. As of 2024, member states
have, on average, committed 50.2% of their
projects to contribute to the climate objective,
well above the 37% objective, and reaching high
levels at around 60-80% in member states such
as Austria, Bulgaria, Denmark, Estonia, Hungary,

Lessons Learned from the Recovery and Resilience Facility for a Future European Fiscal Capacity
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Luxembourg, Malta and the Netherlands.
Regarding the digital objective, member states
reached an average level of 26.0% of their
NRRPs for digital investments, with Germany,
Luxembourg and Austria planning for more
than 35% of their investments to fulfil digital
objectives.

The importance of the RRF for ensuring
spending on climate investments becomes
apparent when we compare the total annual
available EU funding for such projects during
and after the end of the RRF. Several studies
estimate the funding necessary to achieve
the European Green Deal goals. In 2021,
the European Commission calculated that
additional investments of €520 billion per

year (3.7% of 2019 GDP) were required in this
decade compared to the previous one: €390
billion for decarbonisation and €130 billion for
other environmental objectives of the green
transition.?® Since then, these estimates have
mostly been re-estimated upwards. Delgado-
Téllez et al. estimate that, on average, green
investments between 1% and 1.8% of EU GDP
are required annually to achieve the Green Deal
goals.?” These extra expenditure needs can then
be split between the public and private sectors.
Darvas and Wolff recommend a public-private
ratio of 1:4to 1:5,2 resulting in a required annual
green public investment averaging between
0.5% and 1% of EU GDP over the current decade.

Figure 8. Country-specific green and digital tags and average of all NRRPs.
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Figure 9. EU climate grants, showing the sharp post-RRF decline.
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Since its inception, the RRF has provided a
major part of green financing at the EU level.
The total grant funding dedicated to the green
transition from all combined EU programmes in
the current EU budget — the RRF, the Innovation
Fund, the Modernisation Fund and the Just
Transition Fund - amounts to around €50
billion per year.?® Pisany-Ferry et al. estimate
that around €30 billion comes from the RRF.*
Figure 9 shows that, with the end of the RRF, a
serious gap in this funding will open up with no
clear alternatives yet for what can substitute for
green RRF spending.

2.4 Structural reforms

The RRF also aims to act as a catalyst for long-
needed structural reforms, aligning national
policies with the European Semester’s country-
specific recommendations (CSRs). On top
of the general conditions to dedicate at least

2026

2027 2028 2029 2030

37% of funding to climate objectives and 20%
to digital objectives, the RRF includes a strict
conditionality mechanism, according to which
funding is only disbursed to member states
if they deliver on a set of reforms previously
agreed upon with the Commission. The reforms
should deliver on the CSRs received in 2019 and
2020, but they can additionally embed important
reform undertakings initiated by the respective
governments. Embedding important political
priorities of national governments in the NRRPs
has been seen as a way to increase national
ownership of the plans by political parties, but
it can also lead to increased political cleavages
around difficult reforms.

The RRF implementation operates on a
performance-based payment system based
on the sufficient fulfilment of the reforms
and investment projects, bundled in payment
tranches and legally embedded in a set of
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milestones and targets for each payment
request. This makes the RRF distinct from

traditional Cohesion Policy funds. This

approach introduces new complexities:

* Negotiations with the European
Commission. Member states must

engage in extensive bilateral talks both for
their initial NRRPs to be approved and for
subsequent amendments to their NRRPs
(e.g., when extending their NRRPs with the
additional RePowerEU chapter or when
specific previously agreed upon reforms
and investment become impossible or
unfeasible).

+ Performance-based disbursements:
Payments are contingent on achieving
predefined milestones and targets. This
means that governments face uncertainty
about their future cash inflows if they
fail to implement the set of reforms and
investments sufficiently. The evaluation
of sufficient fulfilment, similarly to the
initial approval of the NRRPs, results in
new and enhanced special powers to the
Commission in bilateral negotiations with
member states.

The new performance-based mechanism for
the implementation of the RRF has emerged
from a long-standing discussion on whether
EU-related funds should be conditional on
the accomplishment of specific EU objectives
and common policies, unlike the Cohesion
Policy funds, the main aim of which is to
spur economic convergence between EU
regions.® The performance-based approach
has introduced significant complexity and has
deepened the coordination between member
states and the European Commission in
most sectors of governance. It has led to the
successful implementation of some long-
delayed reforms in member states, but it has

also contributed to delays in the disbursement
of funds, as discussed at length in Section 3.

3. Challenges and
implementation dynamics

After the entry into force of the RRF regulation
at the end of 2020, member states started
developing and negotiating their NRRPs
with the European Commission. While most
member states submitted and got their plans
approved by the European Commission in the
course of 2021, some plans were only adopted
in 2022. The late adoption already pointed to
difficult negotiations between some member
states and the European Commission to agree
on feasible plans that sufficiently reflected the
CSRs from 2019 and 2020. Those member
states whose NRRPs were adopted in 2021
received advance payments. By 2023, all 27
NRRPs had been assessed positively by the
Commission and adopted by the Council via a
Council Implementing Decision (CID).

By April 2025, member states had received
around €308 billion from the RRF (€199.35
billion grants, €108.69 billion loans). In 2021,
the European Commission disbursed 25
payment tranches for a total of €64.3 billion, with
almost all of them representing pre-financing
and one being the first payment tranche to
Spain. In 2022, 20 disbursements were made
for an overall amount of €74.3 billion; in 2023,
46 payment disbursements for a total of €82.1
billion and, in 2024, 53 disbursements for a total
of €85.3 billion. Figure 10 summarises these
disbursements.

The disbursements to member states were
expected to follow a pre-determined schedule.
With official approval of their respective NRRPs,
member states set a so-called payment profile
with the European Commission, which included
up to two planned payment requests per year
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Figure 10. RRF progress for disbursements until the end of 2024 in % of total RRF amount.
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until 2026. The CID is the official legal document
setting the exact lists of milestones and targets
that member states need to sufficiently fulfil
to formally submit each payment request.
Milestones relate to the achievement of a
specific stated goal of a qualitative nature (e.g.,
the adoption of a new law or amendments to
existing laws, the adoption of a national strategy
and the action plan implementing it). Targets
relate to the achievement of some quantitative
results driven by the investments and reforms
in the NRRP. Examples of targets can be a
reduction of emissions from specific polluting
sources (e.g., limiting the functioning of coal-
fired power plants, achieving a reduction in CO2
emissions), an improvement in some specific
sector (e.g., energy efficiency improved by 30%
in buildings through a renovation programme)

m Pre-financing (RePower)

1st disbursement m 2nd disbursement

m 5th disbursement

or the purchase of a specific amount of goods
or services (e.g., zero-emission vehicles).

After having fulfilled the list of milestones
and targets, member states submit a payment
request with a detailed justification to prove
sufficient fulfilment. The European Commission
then initially has two months to evaluate
the fulfilment. If this has been achieved, the
Commission publishes a preliminary positive
assessment on the request and proposes that
the European Council disburses the funds.
Otherwise, the payment-request evaluation
period is extended for clarification of the status
of fulfilment of the remaining milestones and
targets. If even after this period the fulfilment
is insufficient, the European Commission can
decide on a partial payment of the funding for
the respective payment tranche.®?
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This new approach, where funding is not
necessarily linked to costs, contemporaneously
raises some repercussions for proper budget
management at the national level. It means that
member states can incur significant upfront
expenditures by implementing the first phases
of RRF investment projects, yet the national
budget may not receive reimbursement of these
funds in the same year (or in fact at all) if the
necessary reforms forming part of a payment
request are not adopted and implemented. The
lack of political, and therefore parliamentary,
support for reforms can become a burden
for national budgets, which may need to pre-
flnance investment projects, despite the
uncertainty around whether the full RRF-related
payments will be disbursed. At the same time,
the opposite case is also possible — in the first
year of implementation (or in any fiscal year),
member states can receive considerable funds
from the RRF before implementation has started
and expenditures have been incurred.

While the relative shares of funding received
so far — the absorption rates, discussed above
(and illustrated in Figure 10) — might first
point to a good and even increasing pace of
implementation of the RRF, they should be
compared with the planned implementation
of the instrument. This comparison points to
significant delays across many dimensions.
Figure 11 compares the currently disbursed
total payment to all member states with the
initial planned total disbursement at a given
stage, based on information by the European
Parliament Research Service webpage. As
reported by Loi et al.,* based on information
provided by the European Commission RRF
Scoreboard, as of February 2025, only 28% of
all milestones and targets were considered
to have been fulfilled, a mere year and a half
before the envisaged end of the timeline for
implementation. In terms of funding, the total
disbursed grants so far amount to €199.4 billion

(55% of all grants) and the total disbursed loans
of €108.7 billion are 37% of all loans available.
This points to a significant share of the funds
yet to be disbursed in the next year and a half,
with less than a quarter of the time left for the
whole mechanism.

Loi et al. also reported that, between September
2024 and February 2025, the Commission
received 21 payment requests, of which 17
were delayed, and ten preliminary assessments
of payment requests were published, of which
six were delayed.** Moreover, the authors
identify a considerable delay in the submission
of payment requests by member states, in
comparison with the indicative timetable set
in the operational arrangement of the NRRPs,
which should serve as a timetable for the
implementation of the plans. The analysis also
identifies a lag in the publication of preliminary
assessments by the European Commission,
which should normally be published within two
months of a request. Such delays in assessment
and payments are often caused by ongoing
bilateral negotiations betweenthe member state
and the Commission to verify that the given set
of milestones and targets have indeed been
realised to a sufficient extent. The definition of
sufficient fulfilment of a milestone or target itself
is subject to a discretionary assessment by the
Commission, giving it the power to discuss with
member states some necessary improvements
to milestones and targets to reach a higher level
of certainty on their successful completion. Until
the end of 2024, only two countries had achieved
more than 50% of their milestones and targets
- France and Germany, with 72.9% and 52.1%,
respectively.®® A number of other countries,
such as Denmark, Italy and Luxembourg, had
achieved just below 50%, while a significant
number of countries had a rate of fulfilment
of milestones and targets below 20% (Cyprus
18.1%, Finland 14%, Romania 13.7%).
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Figure 11. RRF progress for the total actual disbursement by the end of 2024
and total planned disbursement.
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Disbursement, and therefore absorption rates,
across member states, so far, is also very
unevenly distributed due to various factors.
The absorption rate is the share of total
disbursements relative to the total available
allocation, as reported in Figure 11. At the
beginning of 2025, the highest absorption rates
could be observed in France (76.6%), Germany
(65.2%) and Italy (62.8%), which are some of the
biggest recipients of funds in absolute amounts.
High absorption was also achieved in countries
that received a high share of funds in relation to
their GDP — such as Greece and Croatia, which
received four payment tranches and 47.9% of
their allocation and five payment tranches and
44.7% of their allocation, respectively. Lower
absorption rates can be documented in the

Netherlands (24.5%),°¢ Bulgaria (24.1%) and
Luxembourg (13.4%). Among the most notable
laggards is Hungary, which has received only
8.8% of its allocation due to a standstill between
Hungary and the European Commission on
progress regarding rule-of-law reforms. Other
countries have also achieved very low levels
of absorption, such as Sweden, which at the
end of 2024 had not received any RRF funds at
all; however, its very small total allocation may
have led to a lack of interest in the country to
implement the RRF at all.
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3.1 Delays and adjustments

It becomes apparent when analysing the
total performance, according to Figure 11,
and diverging performance in some lagging
member states that the implementation of the
RRF both in the aggregate and in some member
states is not in line with the initial timeline.
Several factors have contributed to delays in the
implementation of the NRRPs:

+ Political changes: Shifts in governments or
political priorities can lead to attempts at
renegotiations of already adopted NRRPs
or to deviations from initial commitments.
Throughout the political cycle, given
new elections or changing government
constellations, this makes RRPs harder to
implement. Anecdotally, the best-performing
member states include those that have had
stable governments since the start of the
pandemic and throughout 2024 - France,
Spain, Greece and Croatia.

* Administrative capacity and economic
pressures: For some member states that
were already benefitting considerably from
Cohesion and other MFF-related funding,
RRF funding more than doubled the usual
EU funding amount they received. The
implementation of such an extensive plan
requires significant bureaucratic agility,
which has been a challenge in some member
states.

» External crises and economic pressures:
The war in Ukraine and the energy crisis
shifted priorities, impacting the timely
execution of projects. Inflation and the
energy crisis have escalated the costs of
investment projects, especially in areas
related to construction, infrastructure and
imports. Schratzenstaller et al. provide
a case study evaluation of the impact of

inflation on the nominal value of investment
projects included in the Bulgarian NRRP.*’
The case study calculates that the overall
price of projects in the Bulgarian NRRP can
be expected to increase by an accumulated
30.9% throughout the years, which amounts
to average annual inflation between 2022
and 2026 of around 5.53%. This is much
higher than the 2% annual inflation target
embedded in the MFF and RRF automatic
indexation component, which over the five
years would amount to an accumulated
inflation of 10.4%.%® The biggest driver of
these cost increases is projects with a high
share of activities related to construction,
and these projects also account for a high
share of the overall RRP volume.

« Lack of institutional flexibility: Under
specific circumstances, NRRPs can be
adjusted to reflect changing economic
environments, political changes and new
priorities of the EU (as reflected, for example,
in the introduction of the extra RePowerEU
chapters). Even so, following the RRF
regulation, the NRRPs should generally
follow the CSRs from 2019 and 2020. This
leaves limited flexibility to adjust the NRRPs
to a widely changed environment after the
geopolitical, inflationary and energy shocks
of the last few years and makes it necessary
for member states to follow the previously
agreed sets of milestones and targets, even
if some of them have become unfeasible or
unrealistic to achieve. This brings us to the
mechanism of conditionality, which presents
a particular challenge for member states.

3.2 Conditionality and the performance-
based approach

A cornerstone of the new approach introduced
with the RRF is a strict performance-based
disbursement of funds to member states under
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a strict conditionality of a sufficient fulfilment
of a pre-set number of milestones and targets.
This funding model has been defined as a
“financing not linked to costs” funding model.*
The conditionality mechanism was adopted with
the goal of boosting the delivery of the CSRs by
member states. Member states have previously
often neglected the annual recommendations
by the Commission, and the Commission did
not have a concrete instrument to encourage
member states to deliver on these policies.

One example of the conditionality mechanism
as an engine for structural reforms are rule-of-
law reforms in Bulgaria — the success of which
has been mixed so far. Significant reforms
have been embedded in the area of the rule
of law and anti-corruption in the Bulgarian
NRRP. These reforms reflect a number of
CSRs Bulgaria has received from the European
Commission throughout the years, which were
also central components to the Cooperation
and Verification Mechanism (CVM) for Bulgaria
and Romania, aimed at monitoring the progress
of both countries in the justice sector. The
comprehensive reform package in the Bulgarian
NRRP includes reforms to enhance the control
and accountability of the prosecutor general,
the introduction of compulsory court mediation
in proceedings for civil and commercial matters,
amendments to the legal framework related to
the protection of whistleblowers (transposition
of the Whistleblower Act - Directive (EU)
2019/1937), adoption of the Personal
Bankruptcy Act, and strengthening of the anti-
corruption framework by the introduction of a
new Anti-Corruption Commission. Bulgaria has
been facing criticism in the area of the rule of
law for many years. Given popular support
for steps to enhance and improve the justice
system, the crucial reform on enhancing the
control and accountability of the prosecutor
general was adopted by parliamentin May 2023.
The reform has received considerable political

attention due to its inclusion in the RRF, pointing
towards the strength of the RRF as an engine
for reforms, conditional on popular support
for them. After the adoption of the reform in
September 2023, the European Commission
decided to formally close the CVM for Bulgaria
and Romania. Further reforms, which are a
condition for further payment disbursement,
have however stalled since then.

The strict conditionality mechanism requires
refinement, however, as it has contributed to
implementation delays for the RRF. The design
of RRF disbursement bundles together a large
number of milestones and targets. This can
mean that the disbursement of large sums for
many national investment projects dependsona
small set of reforms that may require legislative
changes, which can face significant political
hurdles in national parliaments. Additionally,
the bundling of seemingly unrelated reforms
can lead to mixed public perceptions of the
RRF. It can mean that funds necessary for
energy renovation measures, transport and
infrastructure measures, healthcare, and
education can be delayed due to a lack of
progress in completely unrelated sectors. To
use the case of Bulgaria as an example again,
the Bulgarian NRRP includes a decarbonisation
chapter with politically difficult and unpopular
reforms, which have been requested by the
European Commission. These include reforms
towards a 40% reduction in greenhouse
gas emissions by 2026, steps towards the
liberalisation of the energy sector and a tripling
of renewable energy capacity by 2026. These
reforms have stalled significantly and have
found low political acceptance so far, blocking
the disbursements of funding from the plan.

The performance-based approach, therefore,
can lead to uncertainty and opacity regarding
the actual level of realisation of member
states’ NRRPs. While payment disbursements
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can be seen as one way to measure progress
on the RRF, they do not directly reflect the
actual implementation of investment projects
— investment projects need to progress and
be realised to achieve targets and milestones
in later payment requests, even if previous
payment requests are not yet sufficiently
fulfilled. The responsible government bodies at
the national level, therefore, need to ensure the
timely implementation of investment projects,
despite uncertainty regarding disbursements
from the European Commission. Furthermore,
the disbursement of funding from the European
Commission to member states is also detached
from the actual disbursement to final recipients
of funding — line ministries, agencies and the
private sector, which is then in the control of
member states. This means that the actual
economic effects can deviate from the progress
on disbursements documented above in the
payment tranches.

Furthermore, the payment requests vary in size
and complexity, which means that the extent
of fulfilment of milestones and targets and the
share of total funding allocation disbursed do
not always match. At the end of 2024, Greece
and Portugal had, for example, received more
than half of their total allocations, despite
having achieved less than a third of their
milestones and targets.*° This is not necessarily
a sign of an imbalanced implementation of the
RRF - it is rather a result of the way in which
the European Commission and member states
have negotiated their respective payment plans,
with some frontloading and others backloading
specific milestones and targets, as well as
differences in the number of planned payment
tranches and their timelines.

To evaluate this imbalance, Loi et al. created
and reported a progress ratio to relate the
implementation in member states in terms
of share of funds received to the share of

milestones and targets completed.’ A high
ratio means a member state has received a
high share of its funding but has implemented a
lower share of its milestones and targets. Based
on this measurement, Belgium, Bulgaria and
Romaniahave sofarreceived thebiggestfunding
shares in relation to the amounts of milestones
and targets completed. Specifically, Belgium
received 30% of the funds and implemented
only 8% of the milestones and targets, Bulgaria
received 24% of its funds, but completed only
7% of the milestones and targets, while Romania
received around 33% of funds and completed
14% of the milestones and targets. However, this
approach to evaluating the progress of member
states is also biased, as milestones and targets
are not equal in difficulty and importance — some
are easy and fast to implement, while others
require significant efforts and may also include
external hurdles for the executive power, such
as parliamentary approval or the participation
of the judiciary. On the other side, the annual
report by the European Commission on the RRF
gives a more positive picture and identifies an
increased rate of implementation of CSRs after
the start of the RRF pointing out that:

éé

In the two years preceding the RRF, the
share of 2016-2017 CSRs reaching at
least some progress increased by only six
percentage points from 53% in 2018 to
59% in 2020. In comparison, the share of
2019-2020 CSRs reaching at least some
progress increased by 17 percentage
points from 52% in 2021 before the RRF to
almost 69% in 2023. %2

44
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Loi et al. question, however, whether this is a
correct assessment since many of the CSRs
issuedin 2020 were less demanding and already
implemented by member states in response to
the pandemic anyway.*® The European Court of
Auditors also points out that the satisfactory
fulfilment of milestones and targets requires a
strictly unambiguous definition of “satisfactory”,
which is not always given.

All of the above points to significant difficulties
in evaluating progress in implementing the
RRF. On one hand, this is a measurement
issue — the purely quantitative number of
milestones and targets achieved does not allow
for a comparison between member states or
in general, as some milestones and targets are
much more difficult to implement than others.
On the other hand, even if we could grade
these milestones and targets and evaluate the
disbursement to member states, as we do with
the absorption rate, the final socio-economic
effect of the NRRPs may be very different, as
further implementation in the member states,
the disbursement of funding to final recipients,
and the finalisation of specific projects and
reforms is not always related to the payment
tranches paid from the Commission to member
states. This makes the neutral and objective
evaluation of the “success” of the RRF especially
difficult.

4. Lessons learned and
policy implications

In this section, | discuss some of the main
implications of the above analysis. The initial
RRF mechanism and regulation had their
inception in the first months of the pandemic.
An implementation design for the RRF was
set up, but, however, has suffered from some
shortcomings and requires refinements in the
future. An increasingly volatile international
environment, changing EU priorities, inflation

and energy price shocks have meant that,
across many dimensions, the NRRPs devised in
2021 were not always optimal or even feasible
to implement in 2023 and beyond. This points
to the fact that additional flexibility was needed
to make the NRRPs more agile and suitable
for changing circumstances. The RePowerEU
mechanism was introduced to address the
energy crisis and reduce Russian-related energy
dependencies, but also provided a mechanism
to renegotiate commitments and adjust plans in
light of changing circumstances. As of the end
of 2024, all member states, with the exception of
Bulgaria, submitted aRePowerEU chaptertotheir
NRRPs. Member states have also continuously
amended their national NRRPs using different
justifications, most notably requests to modify
them due to a “better alternative to achieve the
original ambition” of the measure or to “reduce
the administrative burden”.

As discussed in Section 3.2, the performance-
based approach and the strict conditionality
mechanism have contributed to some of the
delays in the disbursement of funds. While
conditionality of some major reforms, as well
as general conditions to invest in the green
and digital transitions as shared priorities
of the current Commission or rule-of-law
commitments as a central principle, are a
welcome component of the RRF, the European
Commission needs to rethink any future similar
instrument with regard to the approach of
bundling large payment requests consisting
of many investment projects and reforms.
A better approach will seek more granular
combinations of reforms and investments per
sector, so that only reforms related to the given
sector can lead to delays in disbursements for
this sector. Yet, current discussions and initial
guidelines by the European Commission for the
next MFF have floated exactly the same ideas
of over-encompassing national plans, binding
all European funding together under strict
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conditionality, for the disbursement of any MFF
funding. This idea is not only impractical but can
be very risky and dangerous both for the political
acceptance of structural and cohesion funding
and the successful implementation of MFF
funding for the coming years, if it materialises
in this form.

The RRF implementation so far has also
suffered from problems related to the
administrative capacity. Some member states
simply did not commit enough administrative
resources and expertise to govern their
NRRPs successfully and rapidly. This calls for
increased administrative capacity provision and
technical support at the EU level, but also points
to the need to decrease the administrative
burden in future programmes similar to the RRF.
A common challenge for both member states
and beneficiaries, which aim to participate
in different tenders, is the widely recognised
difficulty in monitoring and complying with
all necessary requirements successfully to
achieve the milestones and targets embedded
in different investment projects or related
to specific reforms. Simplification of the
administrative burden is required both for the
sake of final beneficiaries and for member
states’ successful implementation of any future
programmes similar to NGEU.

Although simplification is necessary, one
important element should be strengthened
in any future common European fiscal tool
— a stricter requirement on the inclusion of
cross-border projects. Cross-border projects
bring considerable EU added value since they
can be done more efficiently at the EU level.
They, however, also normally require higher
administrative burden and better governance
coordination, as they require a common
agreement and regulative and legal consensus
on a project by two or more member states. This
often leads to governments neglecting them. In

the initial RRF regulation, the inclusion of such
cross-border projects in NRRPs was supported
by the Commission, yet member states still did
not include many of them. With the introduction
of RePowerEU, the European Commission
introduced a requirement for a specific share
of cross-border projects to be part of the
RePowerEU chapters, but the interpretation
of what counts as a cross-border project is
relatively broad. Such a requirement and a clear
definition of cross-border projects in future EU
funding programmes could be an important
improvement to ensure more cooperation on
public investments between member states
and the provision of EU public goods.

The inflationary shock of 2022-2023 has also
left its mark on the RRF, eroding the real value
and feasibility of the implementation of some
projects. In the face of this, member states had
three options to address increased project costs
due to inflation: to increase national funding for
these projects (while facing significant budget
restrictions); to drop specific projects that
have become unrealistic in the NRRP timeline;
or to reduce their commitments in terms of
milestones and targets. Member states had
to make a difficult choice between the three
options, while continuing to achieve the general
conditions to contribute to the green and
digital transitions. In the case of Bulgaria, the
proposed amendments to the Bulgarian NRRP
included both the reduction and cancellation of
specific investment projects that had become
unfeasible. More generally, however, a better
approachwould be formember states to commit
extra national funding in such cases. If the
investment projects in the NRRP are beneficial
for the member state, it should be able to
withstand and sustain any inflationary shock to
the costs of projects and adjust when necessary
to achieve them. If national budget constraints
are the limitation, the long-discussed idea of
exempting national co-funding for MFF-related
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expenditures, which has been partly embedded
in the new fiscal rules, should be considered
further and pursued to a wider extent.

A final important lesson is that the issuance
of NGEU debt seems to have been successful
so far. The new Unified Funding Strategy has
ensured funding at competitive costs. Yet,
there are further steps to be made to enable
a better positioning of such common EU debt
in international markets. One practical and
necessary step would be the inclusion of NGEU
debt in different sovereign indices. Branding as
“EU debt” rather than in individual programmes
— such as NGEU debt, BOP programmes debt,
MFA debt — should also boost the reputation
and appetite for common EU debt.

This experience also points to the need to revive
the debate on EU bonds. In a changing global
environment, many of the EU new priorities risk
being underfunded in the coming years, unless
a significantly higher MFF envelope is agreed.
Felbermayr and Pekanov identify three specific
sectors that require increased spending at the
EU level: infrastructure spending, including
climate-related spending; R&D spending; and
defence spending.** Recent months have been
marked by further geopolitical challenges
implying even higher defence-spending needs.
Common EU debt seems like a logical answer
to finance at least part of these funding needs.

Much analytical work has been invested over
the past decade in designing and analysing
different versions of a possible EU bond -
ranging from standard common liability bonds
to more complicated proposals, where through
tranching the joint liability is limited, as in the
proposed European Safe Bonds (ESBies) 2011.4°
Since the analytical proposal of ESBies was
endorsed in a modified manner by the European
Parliament, there has been almost no progress,
as the European Council has never included it on
its agenda. A common assumption is that there

is still no consensus between member states to
achieve progress on this matter, even though the
experience of common EU debt taken up during
the pandemic overall seems positive. The new
German government took office in May 2025
with the promise of considerable increases
in spending on infrastructure and defence
amounting to €1 trillion over the next ten years.
The governments of France, Spain and ltaly
may also be open to more EU-level spending,
as they have been major beneficiaries from
NGEU. Importantly, some of the traditionally
frugal countries, such as Denmark and Finland,
have also reconsidered their opposition, in
light of the considerable spending needs for
defence amidst growing geopolitical risk. All
of this might mean the commonly assumed
consensus against common EU bonds might be
up for change.

The opposition towards common EU debt
was often based on the wrong idea from the
eurozone debt crisis that common debt will
always finance spending flowing from the EU
core to the EU periphery. While that might have
been the case in the aftermath of the GFC and
was true partly in the pandemic, the 2022 energy
price shock and the current increased defence
investment needs point out that it is not ex-
ante clear where any new shock or crisis hits
the EU. And if that is the case, common EU debt
can play the role of a stabiliser and insurance
mechanism, rather than a transfer from “rich”
to “poor countries”. It, therefore, becomes both
more efficient and more desirable to have such
a common debt mechanism.
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5. Conclusion

The NGEU fund and its main component, the RRF,
represent an unprecedented step in European
fiscal integration, aimed at fostering economic
recovery and resilience and enhancing long-term
sustainability through public investments in the
green and digital goals and structural reforms.
Thisisaninstrumentthatwas ambitiousinscope
and scale and delivered during the pandemic in
helping to shield the EU economy from financial
market stress and bigger economic losses.
Its broader success, however, depends on its
effective implementation, robust governance
framework and the willingness of member
states to undertake meaningful reforms.
Many challenges have crystallised throughout
its implementation and point to the need for
improvement and building upon this successful
experience to ensure a real fiscal risk-sharing
instrument at the EU level — a necessary part
of the future development of our common EMU.
The RRF experience has been marked by unique
circumstances, but its performance, successes
and challenges should serve as an important set
of lessons for the future of the EMU and further
discussion on possible EU integration, given the
volatile and uncertain environment worldwide.
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