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EU recovery fund boosts growth
prospects for weaker economies

Almost all EU countries have now submitted their proposals for the EU
Recovery and Resilience Facility. Thanks to a low take-up of loans, the
fund's payouts so far will be smaller than expected. But don't
underestimate the impact on GDP, which will be sizable for some of
the eurozone periphery countries

An emergency phone
at a tram stop close to
the ECB's headquarters
in Frankfurt

The recovery fund: taking stock

More than a month after the deadline, proposals are still coming in. Out of 27 countries, 23 have
now submitted their proposals and the largest part of the available grants will be tapped if
approved. The biggest one not tapping funds for the moment is the Netherlands, which stands to
gain €6bn in grants. Still, with very few countries opting for loans, the total amount of proposals
comes in at ‘just’ €493.2bn, well shy of the total €672.5bn in the fund.

Now that all countries have ratified the Own Resources Decision, there are no hurdles left for the
EU to start borrowing from the market which will happen first later this month. Very important is
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that the Commission is going to review the proposals within two months of receipt, which will be at
the end of June for the largest countries. One month after the Commission agreement, the Council
will have to approve the plans as well. When agreed, the countries will receive 13% as an early
payout to get projects going. That means that money can start flowing in the third quarter of this
year, providing a welcome boost to the eurozone recovery.

Italy takes the lion’s share

When you look at the chart below, it is obvious that Italy has gone big and bold with its proposal.
Not only has the country applied for the maximum amount of grants available to them, they have
also gone for an even larger amount in loans and add their own contribution on top. That makes
the amount for Italy - if approved - about 39% of the total money demanded from the fund. But
don't count out Spain’s fiscal efforts either. While Italy's plans spread out over the total period of
2021-2026, Spain's plans are set to take effect in the first three years only, making the impact on
GDP in the first recovery phase very large.

Most grants from the fund have now been applied for

RRF grant and loan proposals
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Note: some country data - like Italy - also includes the funds requested from the
REACT-EU part of the NextGeneration EU

The plan still leaves eurozone fiscal efforts at less than half of
the US

The impact of the plan is definitely sizeable, although the amount applied for is well shy of the
total available in the fund. At €493.2bn, it has to be said that the impact will spread out over the
full period 2021-2026 for almost all countries. That makes the fiscal impact of the programme for
the initial recovery phase somewhat underwhelming.

Looking at the additional fiscal spending that countries have done or promised to do in response to
Covid-19, the US stands out with a whopping 25.5% of GDP. This includes the approved proposal for
the American Rescue Plan, but not the new plans put forward by President Biden which have yet to
find approval in Congress.

The eurozone comes in at just 12.4% of GDP when adding the Recovery and Resilience Proposals to

Article | 10 June 2021 2



THINK economic and financial analysis

national fiscal spending to fight the pandemic. This might even overstate the total amount as
there may be some double-counting in projects originally planned to be nationally financed that
are now included in the national RRP.

Average eurozone fiscal spending since the start of the
pandemic is half that of the US
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Source: IMF database of fiscal policy responses to Covid-19, National Recovery and Resilience Proposals, ING
Research

Note: possible double counting due to projects initially nationally funded now
included in RRPs. France has been corrected for double counting as total spending
funded from RRF is part of previous proposals.

Of course, it is more relevant to look at the fiscal impulse for individual countries as the fund was
designed to help those most in need. Given the sizeable loans that countries like Greece and Italy
have taken out, these countries do move to the global frontrunners in terms of fiscal spending in
response to Covid-19. Greece even surpasses the US at 32.1% of GDP, while Italy stands at 21.9%
of GDP (keep the possible double-counting caveat in mind for the exact number though; view this
as an upper estimate). It is important to remember the time span though, as US support agreed on
so far has a far larger immediate impact than the Italian and Greek RRPs.

As Spain and Portugal have weak automatic stabilisers, this is of concern from a crisis response
perspective. That shows that while the project helps significantly in terms of fiscal support, it is still
unlikely to cause the harder hit eurozone economies to recover quicker than their northern
eurozone partners as we have extensively written about here. The big wins are for the medium
term as investment and reforms have the potential to improve trend growth, which has been a
clear eurozone problem since the global financial crisis.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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