[bookmark: NGEU]Follow-up to the European Parliament non-legislative resolution of 22 November 2022 on the implementation of the borrowing strategy to finance NextGenerationEU, the Union’s recovery instrument
1. Rapporteur: Jose-Manuel FERNANDES (EPP / PT) and Valerie HAYER (RENEW / FR)
2. Reference number: 2021/2076 (INI) / A9-0250/2022 / P9_TA(2022)0400
3. Date of adoption of the resolution: 21 November 2022
4. Competent Parliamentary Committee: Committee on Budgets (BUDG)
5. Brief analysis / assessment of the resolution and requests made in it: 
The resolution assesses the implementation of the borrowing strategy to finance NextGenerationEU (NGEU). It finds that the Commission has swiftly and efficiently developed and put in place new debt management capacities, that issuances have taken place at a steady pace since the first issuance in 2021 and have all been heavily oversubscribed, that investor interest has been strong which enables the Commission to meet its funding targets, and that EU products have been traded at attractive interest rates that are on a par with other large European and supranational issuers.
In the resolution there are also several suggestions to further enhance the Commission’s borrowing and lending operations. These include, for example, working with market participants to stimulate secondary market liquidity of EU bonds, coordinating closely with supranational and national debt management offices to avoid crowding-out demand for other European sovereign bonds, involving the Parliament in the EU borrowing and lending operations and regularly informing the Parliament about cost incurred on EU debt, repayment schedules, and the impact of interest rate developments on the EU budget, preventing greenwashing by high-quality reporting on the use of proceeds and excluding problematic projects from being financed by green bonds, and proposing additional new own resources to generate sufficient revenue for the repayment of NextGenerationEU.
The Commission agrees with the Parliament that in the context of multiple crises – first the pandemic and now the Russian war against Ukraine – it is more than ever important that the EU has the means to finance its priorities, including through borrowing as and when agreed by the co-legislator. The recently adopted amendment of Financial Regulation will allow all newly agreed EU borrowing and lending programmes to be financed through a unified funding programme. This will allow the Commission to put the operational infrastructure and techniques developed for NextGenerationEU to work so as to finance other EU policies efficiently and successfully.
The Commission’s priority for the coming years will be to build on the successful establishment of the EU as a recognized and trusted issuer. The Commission will continue to work together with the European Parliament every step of the way on this important file, as was the case over the past few years. 
6. Response to requests and overview of action taken, or intended to be taken, by the Commission 
The Commission would like to thank the European Parliament for this resolution and takes good note of its recommendations.
Paragraphs 1 to 8, 13, 16 and 20
The Commission appreciates the Parliament’s positive assessment of the NextGenerationEU funding operations to date. Financing NextGenerationEU through joint EU issuances required a significant expansion of the Commission’s debt management architecture. Building on its previous experience as an issuer and with technical support from Member States, the European Central Bank (ECB), European Investment Bank (EIB), and European Stability Mechanism (ESM), the Commission established a sophisticated borrowing and lending programme, underpinned by a reliable payments, settlement and accounting infrastructure in a very short period of time. This so-called diversified funding strategy is embedded in a robust governance and risk mitigation framework.
The Commission agrees with the Parliament that the Primary Dealer Network is a key pillar of the diversified funding strategy. Inscription to the Primary Dealer Network is open on a rolling basis to members of European sovereign or supranational primary dealer networks. As of 1 January 2023, the Commission has 41 banks and investment firms as EU Primary Dealers, located in 12 Member States, with different business models, including all major players in the placement of sovereign and Sovereign, Supranational and Agency (SSA) debt, with operations all over the world. This diverse group of primary dealers gives the EU access to a broad investor base and distribution capabilities. Participation in syndicated transactions is based on fulfilment of well-established eligibility criteria (which is dependent on the active participation of the banks into the network both on qualitative and quantitative metrics) and on assessment of the merits of primary dealers’ proposals for specific transactions based on specific award criteria. The Commission also seeks to foster competition within the group and maximise the number of banks that can compete effectively for mandates.
As the Parliament points out, it is important to closely coordinate with the debt management offices of the Member States and with the ECB, EIB and the ESM. The publication, by the Commission, of 6-monthly funding plans, including an issuance calendar, has been crucial in facilitating coordination with Member States debt management offices and other issuers who run large issuance programmes. In addition, the Commission participates in meetings of the Economic and Financial Committee's Sub-Committee on EU Sovereign Debt Markets (ESDM), where the implementation of the EU borrowing and lending programmes is a regular agenda-item.
Transparency and accountability are hallmarks of the NextGenerationEU funding operations. The Commission provides quarterly updates and six-monthly reports on the NextGenerationEU issuance programme to the Parliament and Council. These reports include extensive information about all aspects of NextGenerationEU borrowing operations, including the interest, liquidity management and administrative costs incurred in issuing NextGenerationEU bonds and bills, the expected principal and interest payments on the outstanding stock of EU debt, and their effect on the EU budget. Following the recent amendment of the Financial Regulation, the scope of this reporting will be extended to include all financing undertaken on the basis of the unified funding programme.
The Commission is aware of the challenging market conditions and high uncertainty for future developments, and monitors market conditions on a constant basis. The significant increase in the 2022 borrowing cost results in higher interest rate payments to be paid in 2023 from the EU budget for NGEU non-repayable expenditure. Overall, the costs for 2022-2023 have not been exceeded compared to the amount provided for in the financial programming and there was no impact on the programmes in Heading 2b. The impact of further changes in interest rates on the amounts needed from the EU budget will continue to be carefully monitored and the Parliament and the Council will be informed of the evolution of these needs in the framework of the regular NGEU meetings and in the framework of the preparation of the annual budget for 2024.
Paragraphs 9 to 18
The issuance of new NextGenerationEU debt must take place between mid-2021 and 2026. After 2026, any NextGenerationEU issuance will consist solely of refinancing the share of maturing debt to smoothen the budgetary absorption of liabilities over time. It will therefore be smaller in scale compared to issuance of new debt in the years 2021-26. All NextGenerationEU borrowing will be fully repaid by 2058 at the latest.
Other borrowing and lending programmes, such as macrofinancial assistance (MFA), will continue to exist after 2027. Therefore, also after 2027, the Commission needs to have a funding capacity in place to effectively and efficiently manage the financial liabilities associated with NextGenerationEU and to issue loans for other borrowing and lending programmes.
The Commission agrees with the Parliament that it is important to have a broad investor base for EU bonds and bills. Since the start of the NextGenerationEU funding operations, the Commission has developed a comprehensive investor relations strategy and undertaken a series of initiatives to connect with its investor base, including road shows, investor newsletters, and an investor relations database. Investors have confirmed that the strong increase in liquidity of EU bonds since the start of the NextGenerationEU programme, underpinned by the EU’s predictable and transparent issuance strategy and communication to the market and its strategy of using auctions to increase the outstanding amount of bonds, has materially enhanced the attractiveness of NextGenerationEU bonds. While these developments represent a very positive outcome in terms of current liquidity of EU debt, the Commission continues to closely monitor liquidity and will take steps to overcome any remaining obstacles.
A first important step has already been taken with the modification of the Financial Regulation to establish a unified funding programme as the mainstream method for funding all EU programmes financed by borrowing. This will allow the EU to put the now-proven NextGenerationEU funding method and infrastructure to work for other EU programmes such as financial assistance for Ukraine. In the future, the EU will issue EU bonds where use of proceeds can be used to finance different policies rather than running separate funding programmes (SURE[footnoteRef:1], MFA, European Financial Stabilization Mechanism, NextGenerationEU) for individual policies. This matters for investors as it increases the substitutability of EU bonds in their portfolios, and enhances liquidity in secondary markets. The Commission will build on this momentum by taking further steps to strengthen the liquidity of EU debt in the secondary markets. [1:  	European instrument for temporary Support to mitigate Unemployment Risks in an Emergency] 

The Commission also agrees with the Parliament that greenwashing via the Green Bonds framework should be prevented. This is why the Commission has put in place a rigorous due diligence process to ensure that only expenditures that live up to the highest-standard market expectations are eligible for financing from green bonds. Moreover, a state-of-the-art NextGenerationEU Green Bond Dashboard which provides full transparency about how the financing raised from NextGenerationEU green bonds is invested. In addition, the Commission has published in December 2022 its first green bond allocation report. The latter report also reports on how expenditure financed by NextGenerationEU Green Bonds is aligned with the intervention fields of the EU climate mitigation and adaptation taxonomy.
The Commission relies on Member States authorities and their control systems for the submission of correct information on the measures that receive funding from NextGenerationEU green bonds. However, the Commission performs both system audits on Member States’ monitoring and control systems, and undertakes risk-based ex-post audits on the fulfilment of specific milestones or targets, including those related to measures with a climate objective. In cases where an audit or any other evidence raises doubts on whether a specific measure fully meets the standards expected from NextGenerationEU green bonds, the measure is removed from the green bond eligibility pool.
The Commission agrees that NextGenerationEU shows the merits of an ambitious, collective and democratic crisis response at EU level and that it is important to involve EU citizens in this. The Commission has launched a comprehensive website to inform the general public about its funding operations. EU citizens can also buy EU bonds, although not directly. EU bonds are issued on international capital markets with the help of specialised financial institutions that place them with institutional investors (investment funds, insurance companies, pension funds, etc.). In practice, this means that part of these sold EU bonds will be bought by financial institutions that put them in retail investment funds. The Commission is not envisaging the public offer of its bonds to the retail market as this requires the development of a qualitatively different and expensive distribution capacity.
Paragraphs 19 to 25
The Commission supports the Parliament in its wish to be fully involved in the EU borrowing and lending programmes, in line with its prerogatives and Treaty requirements. The Commission is committed to reporting to the Parliament on its issuance and debt management strategy, as we have done since the start of the NextGenerationEU programme, in line with the Interinstitutional Agreement[footnoteRef:2]. Bringing the diversified funding strategy in the scope of Financial Regulation further strengthens Parliamentary oversight. The diversified funding strategy is now embedded in an act of the European Parliament and of the Council. Moreover, specific reporting requirements on all aspects of the Commission’s borrowing and debt management strategy have been added in this context. [2:  	Interinstitutional Agreement between the European Parliament, the Council of the European Union and the European Commission on budgetary discipline, on cooperation in budgetary matters and on sound financial management, as well as on new own resources, including a roadmap towards the introduction of new own resources Interinstitutional Agreement of 16 December 2020 between the European Parliament, the Council of the European Union and the European Commission on budgetary discipline, on cooperation in budgetary matters and on sound financial management, as well as on new own resources, including a roadmap towards the introduction of new own resources (OJ L 433I , 22.12.2020, p. 28–46)] 

Placing the budgetary appropriations for the EU Recovery Instrument (EURI) repayment costs over and above the Multi Financial Framework (MFF) ceilings would require a revision of the MFF Regulation in accordance with the special legislative procedure set out in Article 312 of the Treaty on the Functioning of the European Union (TFEU). The Commission will present in 2023 a mid-term review of the 2021-2027 MFF, in line with its declaration made at the time of adoption of the MFF. The commitment for an MFF review is not a commitment to propose a revision. 
[bookmark: _GoBack]The Commission agrees with the Parliament that an agreement on new own resources is essential. In this respect, the Commission welcomes the discussions on new own resources in the relevant Council Working Group and the advancement of negotiations on the underlying sectoral proposals. The Commission will present a second package of new own resources in the third quarter of 2023 as also announced in the Commission work programme 2023. This is one year ahead of what is foreseen in the Interinstitutional Agreement and underscores our commitment to sustainable EU public finances. The second set of new own resources will complement the first, and aims at generating sufficient revenue for the repayment of the grant component of NextGenerationEU borrowing including increasing financing costs.
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