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The Euro area's unprecedented program of fiscal risk sharing in response to the 
pandemic, and a new, likely less fiscally conservative ruling coalition in Germany, 
looks set to put the region on a path towards increased integration, higher growth, 
and better investor returns. But whether the current moment will go down as a 
seized—or (another) missed—opportunity for Euro area integration and growth is 
Top of Mind. We speak with our own Jari Stehn, who is optimistic that the fiscal 
shifts will move the region in the right direction over the medium term and remains 
constructive on the economic outlook despite China and energy risks, and former 
ECB Chief Economist Otmar Issing, who is more worried about the fiscal shifts and 

longer-term growth. We then ask former PM of Italy and President of the EC Romano Prodi and Oxford’s Timothy 
Garton Ash whether these shifts will ultimately lead to a stronger EU. Prodi thinks the EU is past the point of existential 
danger, although integration from here will be slow. But Garton Ash warns that peak populism may not be behind us. 

While I do think some progress [on integration] is 
possible…further progress in the most sensitive areas 
such as fiscal union will likely be very slow. 

- Romano Prodi

“[Euro area] growth beyond 2022 will depend quite 
significantly on fiscal policies, and I’m afraid some 
countries may waste the opportunity to pursue 
productive investments. 

- Otmar Issing

“
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Europe has seldom missed an opportunity to miss an 
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The Euro area has more room for catch-up growth  Vaccination rates are high in Euro area economies  

Recovery funds will provide a small boost in the north…  …and a substantial one in the south 

Euro area inflation should moderate throughout 2022 We expect a temporary bridge from the PEPP to APP  
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What is it?                                                                                How are funds disbursed to member countries?    

 

Funding mix                                                                                How will this be paid for? 

Southern European countries at the forefront                          19 countries have been authorized to receive funds so far* 

€338bn 
of grants

€385.8bn 
of loans

RRF total:
€723.8bn

Loans are 
disbursed 
with light 

conditionality 
at very low 

rates. 
Countries 

can request a 
loan worth up 

to 6.8% of 
2019 GNI as 

part of 
submission 

of NRRPs or 
until August 

2023 if 
NRRPs have 
already been 

submitted

Grant
allocation 
takes into 
account 

population, the 
inverse of 
GDP per 

capita, and 
average 

unemployment 
rate (for 70% 
of grant), and 
observed loss 
in real GDP 
instead of 

unemployment 
for remaining 
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The Recovery and Resilience Facility (RRF) is the 

centerpiece of the Next Generation EU (NGEU) fund, a 

€807bn (in current prices) temporary recovery instrument 

aimed to help repair the economic and social damage to the 

EU from the COVID-19 pandemic. Beyond repairing the 

immediate damage from the pandemic, the RRF is 

designed to make EU economies more sustainable, 

resilient, and better prepared for the green and digital 

transitions underway around the world. As a part of this, 

each country that is approved to receive funds from the 

RRF must commit to spending a minimum of 37% of 

expenditures on climate investments and reforms, and a 

minimum of 20% to support their digital transitions. 

To finance NGEU, and the RRF by extension, the European 

Commission, on behalf of the EU, borrows money on the capital 

markets at more favorable rates than individual member states. 

Net borrowing operations are scheduled to end by 2026, and 

repayment to start in 2028 and continue until 2058. The loans will 

be repaid, through the Commission, by the borrowing member 

states, and the grants by the EU budget (any grants requested 

over the maximum amount allowed per country will be financed 

by that country). To do so, the Own Resources Decision (ORD), 

which establishes how the EU budget is financed and was 

ratified on May 31, 2021 by all member states, raised the 

maximum level of resources that can be called for from member 

states from 1.2% to 1.4% of EU GNI. It also provides for a 

temporary increase in the ORD ceiling by an additional 0.6%, to 

be used exclusively for servicing the RRF debt. Additional 

sources of revenue are expected to be linked to a carbon border 

adjustment mechanism, a digital tax, and the EU Emission 

Trading System, although these have not yet been approved.



Only a small amount of grants to be disbursed this year 
Recovery Plan grants, €bn (lhs), % of GDP (rhs) 

Southern Europe at the forefront 
Loans and grants from the Recovery Plan by region, €bn 
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A global asset in the making 
Funds currently committed under the Recovery Plan by region, €bn 

Room to grow within the program 
Recovery Plan loans, €bn (lhs), % of GDP (rhs) 

NGEU funding, €bn (lhs), % of GDP (rhs)
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Trust in the EU has risen during the pandemic  But stark divides remain in terms of the economic outlook  

Top domestic priorities differ between north and south  And citizens remain divided on the key issues for the EU  

Euroskepticism has retreated in recent years   EU citizens are aligned around a common foreign policy  
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European equity has kept pace with the US   
Total return, local currency  

Inflows to Europe have improved over the past year  
Cumulative flows into equity by region since 2016, USD bn 

European companies are increasingly globally exposed     
Geographic revenue exposure of STOXX Europe 600, % of total  

Europe has a high beta to World growth  
Beta of earnings to nominal GDP growth, qoq changes since 1993   
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Even accounting for sector differences, European valuations

remain well below those of the US   
24m fwd P/E with global equity weights, MSCI indices  
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Europe faces a surge in energy driven inflation 
Contributions to Euro area headline inflation, pp 

 

-1.5

-1

-0.5

0

0.5

1

1.5

2

2019 2020 2021 2022

Petrol Electricity

Gas Liquid Fuels

Solid Fuels Heat

Total



The German bond market was shrinking into 2020 
Nominal bond market size, indexed to 2010=100 

A looser fiscal stance will act as a tailwind to higher yields  
10-year yield, % 
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Germany has become significantly wealthier under Merkel 
GDP per capita, 2005=100 

Germany relies heavily on external demand for growth 
Sources of volatility of German GDP growth, % 

Germany has underinvested notably in public infrastructure 
Public net fixed capital investment, % of GDP 

The green transformation requires a surge in investment 
Avg. annual investment needs under climate neutrality scenario, % of 

2021 GDP 
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Demographic headwinds loom large 
Old-age dependency ratio 

Towards more expansionary fiscal policy 
General government balance, % of GDP 

Fiscal growth impulse, pp 
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