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EUROPE:
A BOLD NEW
FUNDING PLAN
BY JEREMY GRANT

BY THE
NUMBERS
€806.9 BILLION
Total size of borrowing over five years by the
European Commission to fund a NextGenerationEU
(NGEU) recovery plan for Europe*

€723.8 BILLION
Total proceeds from the NGEU that will be disbursed
to EU member states in a Recovery and Resilience
Facility (RRF), split between grants and loans*

€150 BILLION
The approximate amount the Commission will
borrow annually under the plan*

30%
Share of NGEU borrowing that will be done through
the issuance of green bonds, to fund sustainable
projects as part of the European Green Deal*

4.1%
Boost to European Union gross domestic product
over the next five years as a result of the NGEU**

SOURCES:
European Commission
*https://ec.europa.eu/info/strategy/eu-budget/eu-borrower-investor-relations/factsheets_en
S&P Global
** https://www.spglobal.com/ratings/en/
research/articles/210427-next-generationeu-will-shift-european-growth-into-a-highergear-11929949

THE EUROPEAN UNION’S UNPRECEDENTED
FORAY INTO THE CAPITAL MARKETS
PROMISES NOT ONLY A GREEN, DIGITAL
TRANSFORMATION FOR THE REGION
BUT POTENTIALLY A NEW ERA OF
SUPRANATIONAL BORROWING.

BY JEREMY GRANT
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A BIG POT
Proceeds from the NGEU borrowing will take the form of grants and loans

RECOVERY AND
RESILIENCE
FACILITY

NEXTGENERATIONEU

€806.9
BILLION

€723.8 BILLION
€338.0 BILLION IN GRANTS
€385.8 BILLION IN LOANS

NGEU CONTRIBUTION
TO OTHER PROGRAMS
€83.1 BILLION

SOURCE: EUROPEAN COMMISSION
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“Reserve managers...may
welcome a large increase in
the stock of jointly issued,
and green, euro-denominated
supranational assets.”
GEOFF YU,
BNY MELLON

raise funds more cheaply than the EU’s
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an instrument with an implied mutual-
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EU LOANS
SURE and EFSM programs form the bulk of existing EU borrowing programs
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element of the NGEU.

younger generation of politicians less
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“The Frugal Four will very much

wedded to the fiscal orthodoxy of

the NGEU’s legality in a bid to stop

want to avoid this being seen as a

Merkel and others is coming to the fore,

the German parliament ratifying it.

‘Hamiltonian moment’ that kicks

meaning that there is likely to be con-

Member states ratified the NGEU in

off EU debt issuance forevermore,”

tinued support for the EU’s long-term

May, allowing the borrowing to move

says Ben Pott, Head of Public Policy

borrowing program.

forward.

and Government Affairs for EMEA at

“The wind of change is sweeping

A month later a constitutional court

BNY Mellon, referring to the first U.S.

through Germany. This new genera-

in Karlsruhe rejected a request for an

Treasury secretary who helped to

tion cares less about balanced budgets

injunction. But the court neverthe-

create the U.S. fiscal union. “There’s

and debt, and the same applies to the

less conceded that the lawsuit was

still this question: Is the genie out of

public,” Rosenberg says. “I think there

“not obviously without foundation,” a

the bottle on EU fiscal integration or is

will be risks [to the NGEU] in the short

reminder of complications that could

this [NGEU] borrowing just a sticking

term, but this will diminish over time.”

yet re-emerge.

plaster for COVID-19?”

Even though the Commission has

Much will depend on the outcome

made clear the NGEU is a “temporary

of elections in Germany in September.

Arguably the biggest risk to the NGEU

instrument,” some richer EU member

With Merkel set to retire, all eyes are

lies in ensuring that the billions raised

states remain skeptical of the idea

on what political constellation will

are spent properly, that this is properly

of the bloc embarking on what they

emerge. Her Christian Democratic

accounted for in a robust governance

suspect might end up being an open-

Union (CDU) party faces a tough fight

system. This is particularly important

ended borrowing program.

with the insurgent Green party, which

to investors who will be anxious to

some polling suggests could even take

ensure that repayment risk — even out-

the chancellery.

right fraud — does not jeopardize the

An alliance of northern member
states made up of Austria, Denmark,
the Netherlands and Sweden — dubbed

Anna Rosenberg, Head of Europe

the “Frugal Four” — successfully nego-

and UK at Signum Global, a political

tiated a big reduction in the grant

risk consultancy, says that an emerging

REPAYMENT RISK

NGEU in the decades up to the last
scheduled repayment in 2058.
On the plus side, the Commission

PAYDAY
Disbursement of RRF grants to EU member states from NGEU proceeds
14%

6%

OTHER

2% HUNGARY
2% CZECHIA

21%

SPAIN

2% BULGARIA
2% CROATIA
2% SLOVAKIA
2% NETHERLANDS
2% BELGIUM

4%

PORTUGAL

4%

ROMANIA

20%

5%

ITALY

GREECE

7%

POLAND

8%
GERMANY

12%

FRANCE

FIGURE 4

SOURCE: EUROPEAN COMMISSION, BNY MELLON

has received plaudits for engaging

money will not be allocated properly.

EU is legally bound by treaty to service

with member states early on their

The EU has set up a new body to deal

EU debt. Member states are required

plans for how the money will be spent.

with EU budget-related fraud, called

to repay NGEU loans to the EU, while

The team managing this, currently

the European Public Prosecutors Office

grants will be repaid by the EU budget

numbering about 100 staff members

(EPPO), which should help. There is

(see Figure 4). The Commission says

and located within the Commission’s

some optimism that the green portion

that, “in the unlikely event of non-pay-

Secretariat-General in Brussels, was

of the NGEU will also help. By tying

ment of a loan beneficiary, the EU

set up in August right after the NGEU

a third of the funds to the EU’s wider

budget guarantees that the EU timely

was approved.

green agenda — in particular a growth

honors its obligations.”

“So far it seems to me they have han-

strategy unveiled in 2019 called The

If any major country did default on

dled it quite well,” says Eulalia Rubio, a

European Green Deal — a degree of

the loan payments under the NGEU,

Senior Research Fellow at the Jacques

accountability will be possible. “The

that could “put a significant strain on

Delors Institute, a think tank based in

Green Deal is undoubtedly one of the

the structure from a legal standpoint,”

Brussels. “They encouraged member

main tools they have to stamp condi-

says Lee Buchheit, a veteran sovereign

states to discuss their plans with them

tionality on the funds,” says Signum’s

debt specialist. “But I think there will

very early. The result is that those being

Rosenberg.

be buyers of these securities. In the

submitted are the product of long

“It strongly encourages governments

end, it will be the investors’ decision,

exchanges with the Commission, which

to tackle key weaknesses that the crisis

because they are the ones taking the

has given it an enormous capacity to

has exacerbated,” she says.

credit risk.”

influence the plans.” Portugal in April

The ultimate test of NGEU may rest

became the first member state to

on whether investors will treat the EU

submit a plan.

as a borrower fully able to repay its

Jeremy Grant is a freelance writer

But Rubio also points out in a report

obligations, as any equivalent sovereign

based in London.

she authored recently that with gov-

borrower. EU borrowings are “direct

Questions or comments? Write to Geoffrey.

ernments under pressure to spend

and unconditional obligations” of the

Yu@bnymellon.com or reach out to your

the money quickly, there is a risk that

bloc, according to the Commission. The

usual relationship manager.

YIELD CURVE
Market rates on neighboring European sovereign debt issuance suggest the EU debt will yield
in a similar range to Bunds and OATs

1.50

0.50

0.00

FRANCE
EU
GERMANY
(0.50)

FIGURE 5

Y

Y

Y

Y

Y

50

40

30

25

20

Y

Y
15

12

Y

Y
11

10

9Y

8Y

7Y

6Y

5Y

4Y

3Y

M

M

SOURCE: BLOOMBERG, JUNE 10, 2021

24

21

M

M

M

18

15

12

9M

6M

(1.00)

3M

Interpolated Yield Curve (Percent)

1.00

BNYMELLON.COM
BNY Mellon is the corporate brand of The Bank of
New York Mellon Corporation and may be used as
a generic term to reference the corporation as a
whole and/or its various group entities. This material
and any products and services may be issued or
provided under various brand names of BNY Mellon
in various countries by duly authorized and regulated
subsidiaries, affiliates, and joint ventures of BNY
Mellon, which may include any of those listed below:
The Bank of New York Mellon, a banking corporation
organized pursuant to the laws of the State of New
York, whose registered office is at 240 Greenwich
St, NY, NY 10286, USA. The Bank of New York
Mellon is supervised and regulated by the New York
State Department of Financial Services and the US
Federal Reserve and is authorized by the Prudential
Regulation Authority (“PRA”) (Firm Reference
Number: 122467).
The Bank of New York Mellon operates in the UK
through its London branch (UK companies house
numbers FC005522 and BR000818) at One Canada
Square, London E14 5AL and is subject to regulation
by the Financial Conduct Authority (“FCA”) at
12 Endeavour Square, London, E20 1JN, UK and
limited regulation by the PRA at Bank of England,
Threadneedle St, London, EC2R 8AH, UK. Details
about the extent of our regulation by the PRA are
available from us on request.
The Bank of New York Mellon SA/NV, a Belgian
limited liability company, registered in the RPM
Brussels with company number 0806.743.159,
whose registered office is at 46 Rue Montoyerstraat,
B-1000 Brussels, Belgium, authorized and regulated
as a significant credit institution by the European
Central Bank (“ECB”) at Sonnemannstrasse 20, 60314
Frankfurt am Main, Germany, and the National Bank
of Belgium (“NBB”) at Boulevard de Berlaimont/de
Berlaimontlaan 14, 1000 Brussels, Belgium, under
the Single Supervisory Mechanism and by the Belgian
Financial Services and Markets Authority (FSMA) at
Rue du Congrès/Congresstraat 12-14, 1000 Brussels,
Belgium for conduct of business rules, and is a
subsidiary of The Bank of New York Mellon.
The Bank of New York Mellon SA/NV operates in
Ireland through its Dublin branch at Riverside II,
Sir John Rogerson's Quay Grand Canal Dock, Dublin
2, D02KV60, Ireland and is registered with the
Companies Registration Office in Ireland No. 907126
& with VAT No. IE 9578054E. The Bank of New York
Mellon SA/NV, Dublin Branch is subject to limited
additional regulation by the Central Bank of Ireland
at New Wapping Street, North Wall Quay, Dublin 1,
D01 F7X3, Ireland for conduct of business rules and
registered with the Companies Registration Office in
Ireland No. 907126 & with VAT No. IE 9578054E.
The Bank of New York Mellon SA/NV is trading
in Germany through its Frankfurt branch “The
Bank of New York Mellon SA/NV, Asset Servicing,
Niederlassung Frankfurt am Main”, and has its
registered office at MesseTurm, Friedrich-EbertAnlage 49, 60327 Frankfurt am Main, Germany.
It is subject to limited additional supervision
by the Federal Financial Supervisory Authority
(Bundesanstalt für Finanzdienstleistungsaufsicht,
Marie-Curie-Str. 24-28, 60439 Frankfurt, Germany)
under registration number 122721.
The Bank of New York Mellon SA/NV operates in
the Netherlands through its Amsterdam branch at
Strawinskylaan 337, WTC Building, Amsterdam, 1077
XX, the Netherlands. The Bank of New York Mellon
SA/NV, Amsterdam Branch is subject to limited
additional supervision by the Dutch Central Bank
(“De Nederlandsche Bank” or “DNB”) on integrity
issues only (registration number 34363596). DNB
holds office at Westeinde 1, 1017 ZN Amsterdam, the
Netherlands.
The Bank of New York Mellon SA/NV operates in
Luxembourg through its Luxembourg branch at
2-4 rue Eugene Ruppert, Vertigo Building – Polaris,
L- 2453, Luxembourg. The Bank of New York
Mellon SA/NV, Luxembourg Branch is subject to
limited additional regulation by the Commission
de Surveillance du Secteur Financier at 283, route
d’Arlon, L-1150 Luxembourg for conduct of business
rules, and in its role as UCITS/AIF depositary and
central administration agent.

The Bank of New York Mellon SA/NV operates in
France through its Paris branch at 7 Rue Scribe,
Paris, Paris 75009, France. The Bank of New York
Mellon SA/NV, Paris Branch is subject to limited
additional regulation by Secrétariat Général de
l’Autorité de Contrôle Prudentiel at Première
Direction du Contrôle de Banques (DCB 1), Service
2, 61, Rue Taitbout, 75436 Paris Cedex 09, France
(registration number (SIREN) Nr. 538 228 420 RCS
Paris - CIB 13733).
The Bank of New York Mellon SA/NV operates in Italy
through its Milan branch at Via Mike Bongiorno no.
13, Diamantino building, 5th floor, Milan, 20124, Italy.
The Bank of New York Mellon SA/NV, Milan Branch
is subject to limited additional regulation by Banca
d’Italia - Sede di Milano at Divisione Supervisione
Banche, Via Cordusio no. 5, 20123 Milano, Italy
(registration number 03351).
The Bank of New York Mellon SA/NV operates in
Denmark as The Bank of New York Mellon SA/NV,
Copenhagen Branch, filial af The Bank of New York
Mellon SA/NV, Belgien, and has its registered office
at Strandvejen 60/5, 2900 Hellerup, Denmark. It is
subject to limited additional regulation by the Danish
Financial Supervisory Authority (Finanstilsynet,
Århusgade 110, 2100 København Ø).
The Bank of New York Mellon SA/NV operates in
England through its London branch at 160 Queen
Victoria Street, London EC4V 4LA, UK, registered
in England and Wales with numbers FC029379 and
BR014361. The Bank of New York Mellon SA/NV,
London branch is authorized by the ECB (address
above) and subject to limited regulation by the FCA
(address above) and the PRA (address above).
Regulatory information in relation to the above
BNY Mellon entities operating out of Europe can
be accessed at the following website: https://www.
bnymellon.com/RID.
The Bank of New York Mellon, Singapore Branch, is
subject to regulation by the Monetary Authority of
Singapore. The Bank of New York Mellon, Hong Kong
Branch (a branch of a banking corporation organized
and existing under the laws of the State of New York
with limited liability), is subject to regulation by the
Hong Kong Monetary Authority and the Securities &
Futures Commission of Hong Kong.
For recipients of this information located in
Singapore: This material has not been reviewed by the
Monetary Authority of Singapore.
For clients located in Australia:
The Bank of New York Mellon is exempt from
the requirement to hold, and does not hold, an
Australian financial services license as issued
by the Australian Securities and Investments
Commission under the Corporations Act 2001
(Cth) in respect of the financial services provided
by it to persons in Australia. The Bank of New
York Mellon is regulated by the New York
State Department of Financial Services and
the US Federal Reserve under Chapter 2 of the
Consolidated Laws, The Banking Law enacted
April 16, 1914 in the State of New York, which
differs from Australian laws.
The Bank of New York Mellon has various other
branches in the Asia-Pacific Region which are subject
to regulation by the relevant local regulator in that
jurisdiction.
The Bank of New York Mellon Securities Company
Japan Ltd, as intermediary for The Bank of New
York Mellon.
The Bank of New York Mellon, DIFC Branch, regulated
by the Dubai Financial Services Authority (“DFSA”)
and located at DIFC, The Exchange Building 5 North,
Level 6, Room 601, P.O. Box 506723, Dubai, UAE, on
behalf of The Bank of New York Mellon, which is a
wholly-owned subsidiary of The Bank of New York
Mellon Corporation.
Past performance is not a guide to future performance
of any instrument, transaction or financial structure
and a loss of original capital may occur. Calls and
communications with BNY Mellon may be recorded,
for regulatory and other reasons.

Disclosures in relation to certain other BNY Mellon
group entities can be accessed at the following
website: http://disclaimer.bnymellon.com/eu.htm.
This material is intended for wholesale/professional
clients (or the equivalent only), is not intended for use
by retail clients and no other person should act upon
it. Persons who do not have professional experience in
matters relating to investments should not rely on this
material. BNY Mellon will only provide the relevant
investment services to investment professionals.
Not all products and services are offered in all countries.
If distributed in the UK, this material is a financial
promotion.] If distributed in the EU, this material is
a marketing communication.
The views expressed within this material are those
of the contributors and not necessarily those of BNY
Mellon. This material, which may be considered
advertising, is for general information purposes only
and is not intended to provide legal, tax, accounting
investment, financial or other professional advice
on any matter. This material does not constitute a
recommendation or advice by BNY Mellon of any
kind. Use of our products and services is subject to
various regulations and regulatory oversight. You
should discuss this material with appropriate advisors
in the context of your circumstances before acting in
any manner on this material or agreeing to use any of
the referenced products or services and make your
own independent assessment (based on such advice)
as to whether the referenced products or services
are appropriate or suitable for you. This material
may not be comprehensive or up to date and there
is no undertaking as to the accuracy, timeliness,
completeness or fitness for a particular purpose of
information given. BNY Mellon will not be responsible
for updating any information contained within this
material and opinions and information contained
herein are subject to change without notice. BNY
Mellon assumes no direct or consequential liability for
any errors in or reliance upon this material.
This material, which may be considered advertising,
is for general information purposes only and is
not intended to provide legal, tax, accounting,
investment, financial or other professional advice
on any matter. This material does not constitute a
recommendation or advice by BNY Mellon of any
kind. Use of our products and services is subject to
various regulations and regulatory oversight. You
should discuss this material with appropriate advisors
in the context of your circumstances before acting in
any manner on this material or agreeing to use any of
the referenced products or services and make your
own independent assessment (based on such advice)
as to whether the referenced products or services
are appropriate or suitable for you. This material
may not be comprehensive or up to date and there
is no undertaking as to the accuracy, timeliness,
completeness or fitness for a particular purpose of
information given. BNY Mellon will not be responsible
for updating any information contained within this
material and opinions and information contained
herein are subject to change without notice. BNY
Mellon assumes no direct or consequential liability for
any errors in or reliance upon this material.
This material may not be distributed or used for the
purpose of providing any referenced products or
services or making any offers or solicitations in any
jurisdiction or in any circumstances in which such
products, services, offers or solicitations are unlawful
or not authorized, or where there would be, by virtue
of such distribution, new or additional registration
requirements.
Any references to dollars are to US dollars unless
specified otherwise.
This material may not be reproduced or disseminated
in any form without the prior written permission of
BNY Mellon. Trademarks, logos and other intellectual
property marks belong to their respective owners.
The Bank of New York Mellon, member of the Federal
Deposit Insurance Corporation (“FDIC”).
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