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Three-quarters of Next
Generation EU payments will
have to wait until 2023
Because of hurdles in designing, approving and
implementing European Union programmes, less than
a quarter of the €438 billion in grants planned under
the new EU recovery instruments is expected to be
spent in the next two and a half years, when recovery
needs will be greatest. Well-functioning financial
markets can help bridge the gap between urgent
spending needs and late-arriving EU disbursements,
but more effort is needed to frontload EU payments.
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The falling government bond yields of Greece,
Italy and Spain reflect the market’s positive
assessments of the landmark economic
initiatives unveiled last month. Following the 18
May Franco-German proposal, the European
Commission proposed a new recovery facility,
Next Generation EU, which would borrow
money in the name of the European Union to
finance EU-wide expenditures. This was a bold
move. Primarily aimed at cyclical stabilisation, it
would involve redistribution across member
states: “Action at the Union level is thus
necessary to achieve a fast and robust
economic recovery in the Union.” Speed is of
the essence, and the proposal rightly
emphasised the need to put in place and
implement the Next Generation EU instrument
quickly. However, a major policy challenge
remains unsolved: how to bring forward
expected pay-outs from the new EU recovery

instrument so that they are early enough to
support economic recovery from the pandemicinduced recession.
The incorporation of the temporary Next
Generation EU into the EU’s next multiannual
budget would take advantage of a wellestablished framework, already subject to
various checks and balances. The temporary
instrument would add €433 billion in grants,
€67 billion in guarantees and €250 billion in
loans (measured at 2018 prices) to the €1,100
billion ‘standard’ seven-year EU budget for
2021-2027. Considering the urgency of EU
budget support, the Commission also proposed
to add €11.5 billion (at current prices) to the
current 2020 annual budget, of which €5 billion
would be grants and €6.5 billion would be
guarantees.
However, the EU budget is a slow-moving
machine. As operational programmes have to be
designed, approved and implemented, EU
budget commitments are typically paid down
over many years (see Figures 1 and 2 here). The
Commission has emphasised that commitments
from the new recovery instrument should be
frontloaded. But expected payment amounts in
the Commission’s sectoral regulation proposals
are somewhat hidden in annexes. Their
aggregation reveals that the proposed recovery
instrument will be subjected to the same time
constraints as usual (Figure 1).

Figure 1: Annual breakdown of the combined 'Next Generation EU' and the 2020 EU budget amendment
proposals (% GNI)

Panel 1: Commitments
2.4
2.0
1.6
1.2
0.8
0.4

Grants - commitments

Guarantees - commitments

27
20

20

26

25
20

24
20

23
20

22
20

21
20

20

20

0

Loans - commitments

Source: expected commitments and payments are from the sectoral regulation proposals of the European Commission. EU GNI for 2020-21 is from the Spring
European Commission forecast, while for 2022-2028 I assume that EU GNI will grow by 1.5% per year at constant prices.
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Commitments related to the combined €438 billion
grant component of Next Generation EU and the
2020 annual budget amendment are indeed
frontloaded: 78% of total commitments are
scheduled to be agreed in 2020-2022. However, the
Commission expects that barely 24.9% of the total
new firepower for grants would be spent in 20202022, when the recovery needs will be greatest.
Moreover, these payment plans presuppose 100%
absorption rates, while in practice absorption rates
vary: for the 2007-2013 budget, national absorption
of available structural and cohesion funds ranged
from 48% in Croatia to 95% in Estonia and
Portugal.
The time profile for the smaller guarantee
component (€73 billion) is similar, with 63% of
commitments made in 2020-2022, but only 31% of
payments.
The €250 billion in loans would be fully committed
in 2021-2022 and 43% paid out in these two years,
supposing 100% demand for loans and, again, a
100% absorption rate.
Since EU debt will be issued to finance the
recovery instrument as payments are being
made, backloaded payments also imply that the
increased supply of safe assets will come rather
late.

“The Commission expects that barely 24.9%
of the total new firepower for grants would
be spent in 2020-2022, when the recovery
needs will be greatest.”

Well-functioning financial markets can help
bridge the gap between the urgent recovery
needs and the later EU budget pay-outs.
Countries could borrow and spend immediately
to support their economic recoveries and the EU
funds could be used when they will be available
later, hence allowing countries to borrow less
later. Still, it is crucial to frontload EU payments
to support economic recovery.

Table 1: Composition of the ‘Next Generation EU’ instrument proposal (€ b
at 2018 prices)
1. Suppor ting Member States to recover
1.1 Recovery and Resilience Facility
1.2 Recovery Assistance for Cohesion and the Territories of Europe REACT-EU
1.3 European Agricultural Fund for Rural Development
1.4 Just Transition Fund
2. Kick-star ting the economy and helping private investment
2.1 Solvency Suppor t Instrument
2.2 InvestEU
3. Learning the lessons from the crisis
3.1 EU4Health
3.2 rescEU
3.3 Horizon Europe
3.4 Neighbourhood, Development and International Cooperation
3.5 Humanitarian Aid
Total

Source: all underlying data was collected form the Commission’s sectoral regulation proposals
(https://ec.europa.eu/info/publications/mff-2021-2027-sectoral-acts_en
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Table 2: Composition of the 2020 annual EU budget amendm
proposal (€ billion at 2018 prices)
Recovery Assistance for Cohesion and the Territories
of Europe - REACT-EU
Solvency Support Instrument
European Fund for Sustainable Development (EFSD)
Total

Source: all underlying data was collected form the Commission’s sectoral regulation proposals
(https://ec.europa.eu/info/publications/mff-2021-2027-sectoral-acts_en
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Figure 2: Annual breakdown of each component of ‘Next

Generation EU’ and the 2020 EU budget amendment prop
(€ billion at current prices)
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Source: all underlying data was collected form the Commission’s sectoral regulation prop
(https://ec.europa.eu/info/publications/mff-2021-2027-sectoral-acts_en).
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