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  Abstract

This policy paper analyses key features of the reformed EU fiscal framework, the 
so-called national medium-term fiscal structural plans (MTPs), as well as two flexibi-
lisation clauses of the new rules: the ‘permanent’ extension clause of national fiscal 
adjustment paths in exchange for reforms and investments, and the ‘temporary’ 
national escape clause for defense spending. It studies the extent to which Member 
States have made use of these two flexibilisation clauses and the consequences of 
their activation for public investment and green reform and investment measures. 
The paper finds that the new central debt sustainability analysis (DSA) framework, 
the extension clause and the national escape clause for defense spending provide 
significant support for maintaining or even raising public investment levels. This 
is in stark contrast to the effect EU fiscal rules had in the aftermath of the Great 
Recession and the eurozone debt crisis, when public investment shrank sharply. 
However, while the new extension clause was designed to incentivise Member States 
to develop major reforms and investments in line with EU priorities, the analysis 
of the measures included in national MTPs reveals a major lack of ambition, espe-
cially regarding the green transition. To further develop the EU fiscal framework 
and strengthen its capacity to incite public investment and measures to accelerate 
the green transition, this policy paper makes three sets of recommendations: (1) 
remove the counterproductive deficit and debt safeguards; (2) revise the incentive 
structures of the rules’ extension clause together with the next multi-annual finan-
cial framework of the EU to strengthen debt sustainability and the achievement of 
common priorities; and (3) improve the DSA framework by better accounting for the 
impact of investments and reforms on growth and the effects of climate nonaction 
on public budgets.
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Providing sufficient space and incentives for 
public investment and the green transition? 
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I    The investment incentives of the new EU fiscal framework 

In April 2024, the EU adopted the most significant reform of the Stability and 
Growth Pact – the Union’s fiscal framework – since its inception in the 1990s. Fol-
lowing several years of negotiations, slowed down by the Covid-19 and energy price 
crises, the European institutions and Member States managed to agree on a major 
overhaul of EU fiscal rules. While leaving the Maastricht treaty rule limits in place, 
the 2024 reform strongly changed how they are applied in practice, especially the 
debt rule. 

By introducing public debt sustainability analyses as a basis for defining national 
fiscal consolidation trajectories, the new fiscal rules take a more ‘economic’ 
approach, differentiating more strongly between countries with low and high debt 
sustainability risks. National fiscal consolidation trajectories, previously set-out in 
non-binding medium-term budgetary plans, are now inscribed in binding national 
medium-term fiscal-structural plans (MTPs), that lay out expenditure ceilings for at 
least a 4-year period. During the period covered by an MTP, public finances need to 
be consolidated in a manner that will lead to a reduction in public debt levels in the 
10 years following it. 

	I THE EXTENSION CLAUSE FOR INVESTMENTS AND REFORMS 

To incentivize Member States to undertake investments and reforms, they can 
make use of an extension clause, allowing them to extend the fiscal consolida-
tion trajectory (the so-called adjustment period) of their MTP to 7 years. This 
softening of annual minimal consolidation requirements gives more fiscal leeway to 
support changes to an economy’s structure with the aim of increasing a country’s 
long-term growth potential and resilience and, thus, also the sustainability of its 
public debt. The EU fiscal framework’s Regulation 2024/1263 lays out the require-
ments for MTPs and the criteria for an extension of the adjustment period. 

To be granted an extension, reforms and investment measures included in MTPs 
need to fulfil several criteria. First, they have to lead to a sustainable improvement 
of the growth and resilience potential of a Member State’s economy. Second, mea-
sures included have to support fiscal sustainability, e.g. by lowering expenditure 
or by raising revenues. Third, they need to address the common priorities of the 
Union, relevant country-specific recommendations under the European Semester 
as well as the recommendations issued under the macroeconomic imbalance proce-
dure. Fourth, to be granted an extension, overall public investment levels during 
the duration of an MTP cannot be lower than in the previous medium-term period. 
And finally, only reform and investment commitments that are sufficiently detailed, 
front-loaded, time-bound and verifiable can underpin an extended fiscal consolida-
tion trajectory. 

There are two transitional provisions which apply to the use of the extension 
clause. First, MTPs adopted until 2026 can include reforms and investments that are 
already laid out in Member States’ national recovery and resilience plans (NRRPs), 
as long as these NRRPs contain significant reform and investment measures that 
aim at strengthening a country’s growth potential and fiscal sustainability. And 
second, there can be exemptions from the no-backloading rule of the extension 
clause for reforms and investments until 2026, as Member States are allowed to 
take into account national co-financing of EU-funded programmes and projects 
supported by EU loans in the framework of their NRRPs. 

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202401263
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If Member States do not implement agreed reform and investment commitments, 
the extension of the fiscal adjustment trajectory can be shortened or completely 
revoked by the EU institutions. To ensure compliance, the Council Recommen-
dations endorsing individual MTPs specify all measures, describing their main 
objectives, key steps towards their achievement and their respective timing, as 
well as the monitoring indicators to evaluate their full and timely implementation. 
Country reports by the Commission also summarize these elements and provide 
an assessment of their state of completion. This assessment will likely serve as 
the basis for any decisions to review the sufficient implementation of reform and 
investment measures to justify the continued application of the fiscal consolidation 
trajectory extension.   

Beyond the reform and investment measures underpinning an extension of 
the fiscal consolidation trajectory, MTPs also need to include Member States’ 
explanations on how to effectively address the country-specific recommenda-
tions of the European Semester and the common priorities of the Union. This 
exercise replicates the logic and contents of national reform programmes that 
Member States needed to submit to the Commission prior to the most recent fiscal 
framework reform. The common priorities laid out in the MTP Regulation include the 
EU’s green and digital transitions, the EU climate objectives, social and economic 
resilience, energy security and the build-up of defence capabilities. 

	I THE NATIONAL ESCAPE CLAUSE USED FOR DEFENSE SPENDING 

Next to the extension clause’s permanent flexibilisation of EU fiscal rules for invest-
ments and reforms, an additional temporary flexibilisation of EU fiscal rules was 
presented by the Commission in March 2025 in the framework of the so-called 
Readiness 2030 initiative. This initiative was a response to US demands for more 
defense spending of EU Member States inside NATO and the risk of US disengage-
ment from NATO in Europe, leaving the EU vulnerable to potential Russian attacks. 
To facilitate defense spending, the Commission proposed a new European loan ins-
trument entitled SAFE (amounting to €150 billion) similar to the SURE instrument, 
which the EU put in place in response to the Covid-19 crisis. The Commission also 
allowed Member States to make use of the national escape clause included in the 
EU fiscal rules to temporarily deviate from the previously defined fiscal consolida-
tion paths. 

Article 26 of Regulation 2024/1263 allows Member States to request a devia-
tion from the required net expenditure path in exceptional situations outside the 
control of Member States.1 The Commission argued that the Russian war of aggres-
sion in Ukraine, and more concretely, the potential US disengagement from this 
conflict, constituted such a situation and set out a framework for Member States to 
make use of the national escape clause, also in view of fiscal sustainability concerns. 

The presented framework sets out several limitations to the use of the national 
escape clause. First, the national net expenditure paths are not suspended, 
however, defense-related spending can be excluded from the analysis of fiscal rule 
compliance to a limited extent. Second, to circumscribe spending, eligible expendi-
ture has to follow several requirements. Only expenditure covered in the relevant 
classification of the functions of government (COFOG) on defense is eligible for rule 
exclusion. Furthermore, excluded spending only applies to defense spending that is 

1	 Article 26 states that deviations might be allowed in situations “where exceptional circumstances 
outside the control of the Member State have a major impact on the public finances of the Member 
State concerned, provided that such deviation does not endanger fiscal sustainability over the 
medium term”. 
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above the spending level in the reference year of 2021. And finally, the additional 
defense spending eligible for rule exclusion is capped at 1.5% of GDP annually and 
has to be committed during the period 2025-2028. This means that the maximum 
amount of national spending excluded from the fiscal rules corresponds to 6% of 
GDP. 

To improve the compatibility of this coordinated use of the national escape clause 
with the new EU fiscal framework rules, the Commission de facto suspended the 
application of the deficit and debt safeguards (see e.g. the Council Recommenda-
tion on the German MTP). While Germany had strongly advocated for these rules 
accompanying the new debt sustainability analysis approach, it would have been 
one of the most affected countries by them, effectively making it impossible to 
increase defense spending without breaking the rules or having to make massive 
cuts in other public spending. 

	I GREEN INVESTMENT REQUIREMENTS AND SAFEGUARDS

The different clauses of the new EU fiscal framework provide a set of direct and 
indirect requirements to include green reform and investment measures into 
MTPs, binding for those measures underpinning the fiscal consolidation trajec-
tory’s extension clause. In a direct manner, countries making use of the extension 
clause must include reform and investment measures in line with recommenda-
tions under the country-specific recommendations and common EU priorities such 
as a fair green and digital transition. More indirectly, all Member States have to 
better integrate green fiscal sustainability considerations, reinforced by the revised 
Council Directive 2024/1265 on requirements for budgetary frameworks, which 
requires Member States to consider macrofiscal and budgetary risks of climate 
change in their national budgeting exercises. 

The extension clause and the national escape clause on defense spending also 
provide certain safeguards against the reduction of public investments in priori-
tized investment areas such as the green transition. First, Member States making 
use of the extension clause are obliged to keep overall public investment levels over 
the duration of their MTP at least at the level of the medium-term period preceding 
its national fiscal plan. This reduces risks that fiscal consolidation will take place by 
cutting investment, including green investment. Second, the national escape clause 
for defense spending provides additional space for Member States under the fiscal 
rules, reducing the risk that increased investments in defense are offset by reduced 
investments in other priority areas such as the green transition. 

https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L_202401265
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II    Member State use of extension and escape clauses  

	I GENERAL EVALUATION OF EXTENSION CLAUSE USE BY MEMBER STATES 

Until October 2025, 26 MTPs have been endorsed by the Commission and the 
Council. 21 of these plans were adopted by the beginning of 2025, while the endor-
sement of the plans of Belgium, Bulgaria, Austria, Lithuania, and Germany was 
delayed until the summer/autumn of 2025 for electoral and government formation 
reasons (see Table 1)2. For example, due to early parliamentary elections in Germany 
in February 2025, the new government submitted its MTP only in August 2025, 
with endorsement following in October.

TABLE 1. EU Member States with MTPs endorsed by Commission and Council

Date Endorsed MTPs

January 2025
Croatia, Cyprus, Czechia, Denmark, Estonia, Finland, France, 
Greece, Ireland, Italy, Latvia, Luxembourg, Malta, Poland, Portugal, 
Romania, Slovakia, Slovenia, Spain, Sweden

February 2025 Hungary

June 2025 Belgium, Bulgaria

July 2025 Austria, Lithuania

October 2025 Germany

	▲ Source: Author’s analysis

While the government of the Netherlands submitted a plan already in November 
2024, the Commission deemed it incompliant with the requirements of the 
reformed EU fiscal framework. Instead of engaging in negotiations with the Com-
mission, the Dutch government decided to waive its right to submit a revised 
version in line with EU rules and accepted the setting of the net expenditure path 
for Dutch public finances by the Commission. This path was published in February 
2025. Given the parliamentary elections in the Netherlands in October 2025 and 
the following cabinet formation talks, it is unlikely that the country will submit a new 
draft MTP before mid-2026, if it chooses to do so. 

Among the 25 EU Member States with an MTP in force, eight countries have 
chosen to make use of the fiscal rules’ extension clause: Italy, France, Belgium, 
Spain, Finland, Austria, Romania, and Germany (Figure 1). Except for Romania and 
Germany, all these countries have public debt levels above the EU average of 81% 
and public deficits above 3% in 2024 (Figure 2), implying significant fiscal consoli-
dation needs to comply with fiscal rules. While the Romanian debt level was below 
60%, it recorded – by some margin – the highest budget deficit among all Member 
States (9.3%), which would lead to rapidly increasing debt levels in the coming years 
if not addressed decisively. Among those countries with high public debt levels that 
have not made use of the SGP’s extension clause, both Greece and Portugal ran 
budgetary surpluses in 2024, leading to considerably lower fiscal consolidation 
needs to stabilize and lower national public debt levels in the coming years.

2	 In all these countries, parliamentary elections took place in 2024 or 2025 (Belgium in June 2024, 
Austria in September 2024, Lithuania and Bulgaria in October 2024, Germany in February 2025). 
Protracted subsequent coalition negotiations made it difficult to advance on national budgetary 
plans. 
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Slovakia and Poland are among the countries with 
the highest fiscal consolidation needs (based on 
the country-specific ‘prior guidance’ provided by 
the Commission) that do not make use of the fiscal 
rules’ extension clause. Especially the Slovakian 
case is surprising, as the use of the extension clause 
would have allowed to reduce annual fiscal consoli-
dation requirements by 0.5% of GDP (see Figure 3). 
For the eight Member States that use the extension 
clause, on average, fiscal consolidation require-
ments lower by 0.37% of GDP from 0.94% to 0.57% 
of GDP. For Finland, deficit reduction needs reduce 
by 0.84% while Germany, Italy and Romania gain 
0.48% of GDP in fiscal space under the new rules. 

The additional fiscal space for Member States 
based on the utilisation of the fiscal rules’ exten-
sion clause can be significant (see Table 2). Based 
on the data from the Commission’s prior guidance, 
it would amount at least to an estimated 58 billion 
euros annually, if all EU countries would make use of 
the extension clause. Accumulated across a 4-year 
period, this would entail an additional fiscal space of 
232 billion euros for Member States between 2025 
and 2028. 

Deficit 2024
Denmark 4,5
Ireland 4,3
Cyprus 4,3
Greece 1,3
Luxembourg 1
Portugal 0,7
Netherlands -0,9
Slovenia -0,9
Lithuania -1,3
Estonia -1,5
Sweden -1,5
Latvia -1,8
Czechia -2,2
Croatia -2,4
Germany -2,8
Bulgaria -3
Spain -3,2
Italy -3,4
Malta -3,7
Finland -4,4
Belgium -4,5
Austria -4,7
Hungary -4,9
Slovakia -5,3
France -5,8
Poland -6,6
Romania -9,3
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FIGURE 3. Annual fiscal consolidation 
requirements with and without the use  
of the extension clause.

	▲ Source: National MTPs endorsed by the Council
	▲ Note: Countries not making use of the extension 
clause have more transparent bars

Debt 2024
Estonia 23,6
Bulgaria 24,1
Luxembourg 26,3
Denmark 31,1
Sweden 33,5
Lithuania 38,2
Ireland 40,9
Netherlands 43,3
Czechia 43,6
Latvia 46,8
Malta 47,4
Romania 54,8
Poland 55,3
Croatia 57,6
Slovakia 59,3
Germany 62,5
Cyprus 65
Slovenia 67
Hungary 73,5
Austria 81,8
Finland 82,1
Portugal 94,9
Spain 101,8
Belgium 104,7
France 113
Italy 135,3
Greece 153,6
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that make use of the extension 
clause for MTPs.
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TABLE 2. Potential annual additional fiscal space provided by the extension clause.

Country
Annual additional fiscal space 

in bn € in % of GDP
Germany €20.78bn 0.48%
Italy €10.56bn 0.48%
France €10.51bn 0.36%
Spain €5.74bn 0.36%
Finland €2.32bn 0.84%
Belgium €1.86bn 0.30%
Romania €1.70bn 0.48%
Austria €0.74bn 0.15%
Poland €2.47bn 0.29%
Slovakia €0.65bn 0.50%
Hungary €0.33bn 0.16%
Slovenia €0.12bn 0.18%
Greece €0.12bn 0.05%
Portugal €0.12bn 0.04%
Malta €0.00bn 0.00%

	▲ Source: Commission’s prior guidance to Member States 
Note: Countries in bold made use of the extension clause.

 
For the eight countries whose MTPs are in fact based on the extension clause 
opens up an additional annual fiscal space of 54.2 billion euros, amounting to 
216.8 billion euros for the period 2025-2028. For Germany, the prolonged net 
expenditure path implies a reduction in annual fiscal consolidation requirements of 
more than 20 billion euros, for Italy and France more than 10 billion euros, and for 
Spain more than 5 billion euros. 

For correctly interpreting this data, a few clarifications are useful. First, it is 
important to note that these numbers are based on structural balance data and not 
on data in nominal terms. This means that actual annual fiscal consolidation require-
ments and additional fiscal space might deviate from the presented data along the 
economic cycle. Second, as the presented data is based on the Commission’s prior 
guidance, there might be some deviations from these requirements in the actuals 
MTPs, as the national plans are often based on more recent data and assumptions 
about macroeconomic and budgetary evolutions. In addition, MTPs might include 
country-specific modifications of the Commission’s general evaluation framework 
when the Commission deems such changes valid. Notwithstanding these limi-
tations, the shown data on the additional fiscal space provided by the extension 
clause should represent the right order of magnitude.  

Overall, the use of the extension clause by the eight Member States mentioned 
above significantly attenuates the additional fiscal consolidation requirements 
resulting from the reformed SGP’s debt sustainability analysis, while requiring 
these countries to implement a set of negotiated investments and reforms. The 
extension clause’s requirements also provide a safeguard against the reduction in 
public investment. 
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	I GENERAL EVALUATION OF THE NATIONAL ESCAPE CLAUSE USE FOR DEFENSE 
SPENDING BY MEMBER STATES 

FIGURE 4. Member States using the national escape clause to increase defense spending  
(in orange).

Until October 2025, the Commission granted 16 of the 27 EU Member States the 
coordinated use of the national escape clause to finance additional defense spen-
ding without negatively affecting their fiscal rule compliance. As shown in Figure 4, 
especially the countries along the Eastern border of the EU made use of the escape 
clause to increase defense spending. Other than Romania and Sweden, all Member 
States in direct or close vicinity to Russia activated the defense escape clause (Fin-
land, Estonia, Latvia, Lithuania, Poland, Slovakia, Hungary, Bulgaria). Among the 
largest EU countries, only Germany chose to do so, while France, Italy, and Spain 
refrained from using the temporary increased flexibility in the EU fiscal rules. 

If the 16 Member States with an active national escape clause for defense spen-
ding will make full use of the additional 6% of GDP over the period 2025-2028, 
this will amount to €484bn (€121bn annually). If all 27 countries would activate 
the clause and max out the granted flexibility, more than a trillion euros could 
be excluded from the SGP rules for the period 2025-2028 (€270bn annually). It 
is, however, unlikely that the 16 Member States will actually spend the maximum 
amounts permitted by the national escape clause for defense spending. When the 
Commission announced its Readiness 2030 plan, it considered that the temporary 
flexibilisation of the fiscal rules could make space for up to €800bn, with €150bn 
raised through the SAFE loan instrument.

Interestingly, there is no strong overlap between Member States having asked for 
the extension clause and the national escape clause, with only Germany, Belgium 
and Finland having both in force. High-debt and high deficit countries such as Italy, 
France and Romania have declined the possibility to lower fiscal rule constraints 
regarding defense spending in view of domestic political and budgetary concerns 
that such an additional flexibilisation could undermine overall fiscal consolidation 
efforts and increase financial market risks (Cohen 2025, Thomas 2025). 

	W Source: Author’s 
elaboration based on the 
Council Recommendations 
allowing for a deviation 
from national net 
expenditure paths
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For the preservation of public investment for key priorities such as the green 
transition, the wide use of the national escape clause for defense should have 
positive effects. For most of the countries having activated the escape clause (13 
of 16) there is no requirement to maintain public investment levels as they are not 
using the fiscal rules’ extension clause. The additional flexibility for these Member 
States to increase defense expenditures without having to cut in other policy areas 
to comply with fiscal rules facilitates the continuation of higher public investment 
levels, including in the green transition. 

III    Analysis of national MTPs

Based on the general evaluation of the use of the extension and escape clauses of 
the reformed EU fiscal framework, this section will provide an in-depth analysis 
of the national MTPs of all Member States that have been granted the extension 
clause: Austria, Belgium, Finland, France, Germany, Italy, Romania, and Spain. 
Concretely, it focuses on the expected evolution of overall investment levels, the 
overall ambition of included investment reform measures underpinning the exten-
sion, and the inclusion of green transition priorities in the national plans. 

	I OVERALL INVESTMENT LEVELS

A key concern surrounding the re-introduction of EU fiscal rules following their 
suspension during the Covid-19 and energy price crises was that the resulting 
fiscal consolidation requirements would negatively affect public investment 
levels. Research has conclusively shown that when faced with pressures to cut 
expenditures, governments tend to reduce discretionary expenditures such as 
investment rather than entitlement spending such as pension and unemployment 
benefits (see Streeck & Mertens 2011, Breunig & Busemeyer 2012). 

During and in the aftermath of the eurozone crisis 
in the early 2010s, public investment in the EU fell 
sharply (see Figure 5). Among the EU27 it reduced 
by roughly 20% from 3.69% of GDP in 2008 to 
2.95% of GDP in 2016 (a reduction of 0.74% of GDP). 
Among the countries most hit by the eurozone crisis 
(Cyprus, Greece, Ireland, Portugal, Spain) public 
investment was cut on average by almost 50% in the 
same period (from 4.57% to 2.33% of GDP). Back 
then, for the eight countries that currently make 
use of the extension clause (Austria, Belgium, Fin-
land, France, Germany, Italy, Romania, Spain), public 
investment was cut similarly to the EU27 average 
(by about 20% from 3,75% to 2,98% of GDP) (not 
shown in Figure 5 as the trend almost completely 
matches the EU 27). 

However, countries using the extension clause 
are required to run fiscal policies that ensure that 
overall public investment levels during the dura-
tion of their national MTPs in the coming years 
remain at least at the same level as in the previous 
medium-term period. For the first wave of MTPs, 
the Commission has decided, based on the rules laid 
out in Regulation 2024/1263 that there can be an 
overlap between the previous medium-term period 

2008 2009 2010 2011 2012 2013 2014 2015 2016
EU 27 3,69 3,97 3,79 3,51 3,36 3,24 3,17 3,18 2,95

Crisis countries (CY, EL, ES, IE, PT)4,57 4,69 4,39 3,33 2,73 2,54 2,47 2,55 2,33
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FIGURE 5. Public investment share in %  
of GDP for the period 2008-2016.

	▲ Source: Eurostat (2025), author’s calculations
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(based on the period 2021-2026) and the MTP period (for the period 2025-2028 
or longer), with “the requirement to maintain the level of investment (…) intended 
to apply to the years after the end of the lifetime of the Recovery and Resilience 
Facility” (see the respective Council Recommendations endorsing the national 
medium-term fiscal-structural plans). 

Based on this approach, the average public investment levels for the eight coun-
tries using the extension clause for the period 2021-2026 are at 3.41% of GDP 
and will increase by about 10% on average over the duration of their national 
MTPs (to 3.73% of GDP) (see Figure 6). However, in practice, public investment 
levels will minimally decline from 2026 onwards, reaching 3.65% of GDP in 2028 
for these Member States. As long as they will continue to make use of the extension 
clause, future iterations of their MTPs will nevertheless require them to at least sta-
bilize their public investment levels at a level that is close to its recent highs (similar 
to the late 2000s) and significantly above the low experienced in the mid-2010s 
(see Figure 4). It, however, also needs to be noted that these are planned expendi-
tures, meaning that there could be some deviations in actual investment spending 
in the coming years. An open question in this regard remains which actions the 
Commission would take in practice if there were considerable non-compliance with 
the investment maintenance requirement of the fiscal rules’ extension clause.  

While no requirement to maintain public investment levels exists for Member States 
that are not making use of the extension clause, these countries typically have 
lower fiscal consolidation requirements (also in comparison to the rules in place 
in the early 2010s), thus exerting lower pressures for cutting expenditures and 
thus potentially public investment. In addition, many of these countries have acti-
vated the national escape clause for defense spending, further reducing fiscal rule 
constraints on their national fiscal policymaking. 

Based on this preliminary assessment, the 
reformed SGP is thus providing a better protection 
against public investment cuts especially among 
countries with high fiscal consolidation require-
ments, which generally also protects green public 
investment. The flip side of the coin is that conso-
lidation pressures will thus focus more strongly 
on less discretionary types of expenditure such as 
entitlement spending, which subsequently might 
create a stronger pushback from citizens towards 
the fiscal policies run by national governments. 
However, the need for more structural reforms 
and the maintaining of reasonable public invest-
ment levels might, in the medium term, improve 
the growth potential of Member States, allowing 
them to lower future fiscal consolidation pressures.  
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	▲ Source: Eurostat (2025), author’s calculations

FIGURE 6. Planned public investment share 
in % of GDP for the period 2025-2028.
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	I EVALUATION OF THE EXTENSION CLAUSES’ INVESTMENT AND REFORM 
MEASURES

To be granted the SGP’s extension clause, Member States had to present a list of 
investment and reform measures underpinning the extension to be subsequently 
endorsed by the Commission and the Council. Similar to the national recovery 
and resilience plans (NRRPs) of the RRF, these measures must be operationalized 
through the definition of the main reform/investment objectives, a description and 
timing of key steps, and monitoring indicators to be able to evaluate actual com-
pliance with the Member State commitments. These elements, following the NRRP 
logic of milestones and targets, are laid down in Annex 2 of the Council Recommen-
dations endorsing the respective national MTPs. 

Each MTP of the eight Member States contains between 7 (Belgium) and 24 
(Italy) extension clause-related investment and reform measures that underpin 
it, including new measures, unmodified measures from NRRPs, as well as NRRP 
measures with additional specifications (see Table 3). The included measures 
cover a broad range of topics: (1) reforms in national social security systems with 
measures regarding pensions, unemployment schemes, social welfare/assistance, 
and healthcare, typically with the aim to reduce costs and strengthen incentives 
to work; (2) measures to improve the efficiency of public administration, e.g. in the 
areas of budgetary coordination and justice; (3) measures to reduce and improve 
the quality of  public spending through spending reviews and the reduction or 
reorientation of public subsidies; (4) measures to increase tax revenues by intro-
ducing new or reinforced taxes, and by tackling tax evasion and fraud; (5) measures 
to improve the business environment, e.g. through better regulation and simplifi-
cation; (6) measures to strengthen childcare, education and skills; (7) measures to 
facilitate affordable housing and qualified migration; (8) measures to accelerate 
digitalisation; (9) measures to support research & innovation; and (10) measures to 
accelerate the green transition. 

Overall, only 48% of all investment and reform measures are new, while 20% of 
national MTP commitments are based on existing NRRP commitments, with the 
remaining 32% consisting of NRRP commitments with additional specifications. 
There is significant variation between Member States, with Finland’s MTP contai-
ning very few new investment and reform measures, while the Austrian and German 
MTPs consist mainly of new commitments. Countries like Italy and Romania predo-
minantly draw on pre-existing NRRP commitments but significantly adapting them 
for their national MTPs. Importantly, countries could include such commitments, 
even if the majority or all of the respective milestones and targets were already 
fulfilled by the adoption of their fiscal-structural plans. 
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TABLE 3. Overview of extension clause-related investment and reform measures.

Austria Belgium Finland France Germany Italy Romania Spain
Overall number of 
measures 14 7 12 11 15 24 18 15

NRRP commitments 0 0 9 3 2 0 2 5
NRRP commitments with 
additional specifications 1 3 1 2 0 20 14 3

New reform and 
investment measures 13 4 2 6 13 4 2 7

	▲ Source: Author’s analysis of national MTPs

 
The higher share of new reform and investment measures in the Austrian and 
German MTPs can be partly explained by their comparatively late adoption (see 
Table 1 above) due to recent elections and the formation of new governments. On 
the one hand, this has reduced the scope to include existing NRRP measures, as 
there are less and less milestones and targets that have not already been fulfilled 
by Member States ahead of the August 2026 deadline for RRF spending. On the 
other hand, recently appointed governments could draw on many measures from 
freshly agreed government programmes or coalition agreements, often more in line 
with the current EU priorities than the measures set out in national recovery and 
resilience plans. 

Overall, the significant recourse to measures already included in NRRPs, weakens 
the capacity of the new EU fiscal rules to actually incentivize more reforms and 
investments in line with EU priorities through the fiscal-structural plans. For 
countries like Italy, Romania, and Finland, the use of the extension clause does not 
significantly alter their national reform and investment plans as they are already 
bound by NRRP requirements. By allowing the inclusion of RRF measures as a tran-
sitional provision, the extension clause thus serves mainly as a way to lower annual 
fiscal consolidation needs for those countries that would otherwise face significant 
pressures from the fiscal rule requirements. 

	I INCLUSION OF GREEN PRIORITIES IN MTPS

While the green transition is a key priority of the EU, only a few dedicated 
investment and reform measures are included in national MTPs making use of 
the extension clause (see Table 4). The Austrian, Italian and Romanian plans do 
not contain any green measures or other measures with at least a potential green 
dimension. The Spanish and the Finnish MTPs include green measures but only 
based on measures already covered by their NRRPs. The only plans with additional 
green reform and investment measures are Germany and France. 

TABLE 4. Extension clause-related investment and reform measures for the green transition. 

Austria Belgium Finland France Germany Italy Romania Spain
Green investment and 
reform measures 0 0 5 (0) 2 (1) 4 (3) 0 0 1 (0) 

Other measures with a 
potential green dimension 0 1 0 3 (2) 2 (1) 0 0 0

	▲ Source: Author’s analysis of national MTPs
	▲ Note: Numbers in brackets count new measures in comparison to existing RRF measures.
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	— Green measures in the German MTP

Two new green measures and one RRF-based measure of the German MTP focus 
on the removal of investment barriers for renewables by proposing to streamline 
and accelerate planning and approval procedures. Through a Geothermal Energy 
Acceleration Act and a Hydrogen Acceleration Act, the German government aims to 
strengthen planning certainty to speed up market ramp-up. Furthermore, an RRF 
measure towards the accelerated deployment of offshore wind turbines is repli-
cated in the country’s MTP.  

The German fiscal-structural plan also includes a measure regarding the new 
Special Fund for Infrastructure and Climate Neutrality (SVIK), whose legal basis 
was created with a constitutional amendment in March 2025, providing €500bn 
for infrastructure investments, including €100bn earmarked for climate-related 
investments. The respective measure underpinning the extension of the German 
fiscal consolidation trajectory requires the adoption of the law creating the SVIK 
and operationalizing its functioning as well as additionality criterion that is part 
of the constitutional amendment. This criterion is supposed to ensure that invest-
ments made by SVIK are additional to other public (green) investments and do not 
substitute for it. 

Some additional MTP measures, such as the set-up of a government-backed venture 
capital fund and a Federal-Länder working group to improve coordination planning 
and permitting procedures across different levels of government could also support 
green objectives. 

	— Green measures in the French MTP 

The French MTP contains one new green measure, which should serve to acce-
lerate the development of green technologies and decarbonisation of industry 
under the law on green industry. According to the national fiscal-structural plan, 
the key element of this measure is to publish annual reports on the adoption of 
legal and administrative acts regarding the creation of new industrial sites, finan-
cing decisions of new projects and of financial public support. In comparison to 
the measures laid out in the German MTP, this seems to be a rather ‘weak’ require-
ment. Based on the RRF, the French plan also contains a pre-existing measure on 
the implementation of the law on accelerating the production of renewable energy, 
whose milestones and targets where however almost completely fulfilled by the 
entry into force of the MTP.  

Among the measures that could at least partially serve green objectives is a new 
measure regarding a new law on the simplification of the business environment, 
which is supposed to improved business conditions, investment and innovation by 
cutting red tape, simplifying access to public procurement and by supporting new 
industrial and energy transition projects. In addition, RRF-based measures include 
key steps for the national investment plan France 2030 and the country’s program-
ming law on research. 

	— Green measures in other national MTPs

While the Finnish fiscal-structural plan contains several relevant green measures 
on energy infrastructure investments, investment in new energy technologies, an 
RDI-funding package promoting the green transition, the re-use and recycling of key 
materials, and low-carbon hydrogen and carbon capture and utilization, all of these 
measures are based on the country’s NRRP, and their most important key steps 
already completed. Similarly, the Spanish MTP includes a measure on the country’s 
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regulatory framework for the promotion of renewables generation whose key steps 
have also already been fulfilled. The Belgian MTP, finally, provides one new measure 
that could partially serve a green purpose, with spending reviews planned in various 
areas, including fossil fuel subsidies with the objective to reduce expenditures. 

IV    Overall assessment and policy recommendations

	I ASSESSMENT OF THE FLEXIBILISATION CLAUSES OF THE REFORMED FISCAL 
RULES

This policy paper has analysed the permanent and temporary flexibilisation 
clauses of the reformed EU fiscal framework and their use by Member States since 
2025. Eight Member States with particularly high fiscal consolidation requirements 
have employed the SGP’s new extension clause for investments and reforms, provi-
ding them with €54bn in additional annual fiscal space than granted under the new 
central debt sustainability analysis. 16 Member States, especially those close to the 
Union’s eastern border have activated the national escape clause for defense spen-
ding, allowing them to spend up to €121bn annually over the period 2025-2028, 
without breaking the EU fiscal rules. While it is unlikely that this fiscal space will be 
fully used by eligible Member States, these are nevertheless significant numbers. 
They show a gradual departure from the paradigm that informed the previous fiscal 
framework that resulted from the Eurozone debt crisis and its initial enforcement. 
Rather than requiring a strongly contractionary fiscal stance to reduce public debt 
levels, the new flexibilisation clauses allow for a broadly neutral fiscal stance across 
the EU in the coming years. As projected by the Union’s Autumn 2025 Economic 
Forecast, public debt levels will actually increase from 82% to 85% in 2027 (Euro-
pean Commission 2025). 

The rules and design of both the extension clause and the national escape clause 
for defense spending provide support for maintaining or even increasing public 
investment, in contrast to previous fiscal rules at the EU level. Member States 
using the extension clause are required to at least keep public investment stable in 
comparison to the period 2021-2026. As mainly countries with high fiscal consoli-
dation requirements have resorted to the extension clause, the evolution of their 
public investment levels is projected to differ strongly from the period following 
the Eurozone debt crisis. While public investment almost half back then among the 
countries most hit by the crisis, it will slightly increase for the group of Member 
States using the extension clause. More implicitly, also the national escape clause 
for defense spending will support public investment, as it broadly removes the need 
to reduce other (investment) spending in exchange. As a lot of additional defense 
spending will be investment, the overall public investment level among countries 
using the national escape clause will likely rise (see European Commission 2025). 

While these are encouraging developments in view of the significant economic and 
geopolitical challenges the Union is facing, the extent to which the reformed EU 
fiscal framework and its flexibilisation clauses are capable to steer Member State 
budgets towards the achievement of common objectives remains limited. Espe-
cially the extension clause falls broadly short of the initial expectations to guide and 
coordinate Member State action more strongly towards EU priorities, e.g. towards 
the green transition. This is due to several factors. First, most included reforms and 
investments focus on measures based on a quite narrow understanding of compe-
titiveness, leaving only little space for sustainability concerns. Second, the scope 
of green reforms and investments underpinning an extension is generally low, with 
key steps and objectives that seem relatively easy to comply with and which do not 
necessarily have any considerable effects for the green transition. Third, a signifi-
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cant share of these measures already features in national recovery and resilience 
plans, with major or even all steps already fulfilled. 

Regarding the achievement of common objectives, the national escape clause for 
defense spending is an exception, as it focuses exclusively on the defense sector, 
allowing at least some coordination to increase EU capacity to face Russian 
imperialist ambitions in Eastern Europe. Its temporary and ad hoc nature, however, 
highlights the lack of a more structured approach in EU fiscal rules to better guide 
and coordinate national budgets. The de facto suspension of the deficit and debt 
safeguards of the reformed fiscal rules to allow for the limited flexibilisation of the 
SGP for countries activating the national escape clause, however, also highlights 
the need to rethink the EU fiscal framework more broadly. 

	I RECOMMENDATIONS FOR THE FURTHER DEVELOPMENT OF EU FISCAL RULES 

Based on this assessment this policy paper makes several recommendations on 
how to further adapt the reformed EU fiscal framework in view of the major eco-
nomic, geopolitical and climate challenges the Union is facing. 

First, the deficit and debt safeguards, de facto suspended for those countries 
that have activated the national escape clause for defense spending, need to be 
removed from the SGP. Originally negotiated into the EU fiscal framework by Ger-
many as an additional defense against fiscal profligacy by highly indebted Member 
States, these rules thwart a coherent application of the new debt sustainability 
analysis-based fiscal rule approach. As shown in calculations by Bruegel and the 
European Commission, these safeguards do not necessarily become binding for 
countries with high debt sustainability risks but rather for countries with low or 
medium debt sustainability risks. The necessity to suspend the safeguards for Ger-
many to allow for additional public spending highlights that these rules do not fulfil 
their initial purpose. They also add unnecessary complexity to an already complex 
framework of fiscal rules. 

Second, the incentive structures of the reformed fiscal rules to strengthen debt 
sustainability and achieve common priorities need to be revised together with 
the next multi-annual financial framework of the EU. As the analysis above has 
highlighted, the investment and reform incentives by the SGP’s extension clause 
remain low for the moment. While modelled after the RRF approach of milestones 
and targets, the level of ambition for the SGP had been limited from the start, as pre-
sented investment and reform measures are not supported by additional EU money 
but rather by national spending due to the extension of national fiscal consolidation 
paths. This provides insufficient incentives for Member States to provide ambitious 
binding reform and investment measures. Also the Commission seemed hesitant to 
demand such measures, accepting minor and potentially inconsequential reforms 
and investments, as well as measures already included in national recovery and 
resilience plans, even if such measures were already well under way or even com-
pleted when their national MTP went into force. So far, the extension clause does 
mainly serve as a means to lower (but lengthen) national fiscal adjustment paths, 
an option of which national governments might or not make use depending on their 
own domestic political priorities.  

To improve the incentive effect of the extension clause for more ambitious national 
reforms and investments, it should be accompanied by European co-financing 
from the next MFF. Countries asking for an extension of their fiscal adjustment 
path should be required to provide more ambitious and comprehensive investment 
and reform measures than currently to address country-specific problems and take 
steps towards the achievement of common priorities. In exchange, these countries 
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should receive EU co-financing for these measures, provided by the planned Euro-
pean Competitiveness Fund. As a positive side effect, the accompanying national 
co-financing dedicated to relevant investment and reform measures would be 
excluded during the monitoring phase of the fiscal-structural plans, as made pos-
sible under the reformed EU fiscal framework (De Lemos Peixoto & Loi 2024, Di 
Carlo et al. 2024). This would provide some additional fiscal space for Member 
States while ensuring that national spending would serve to achieve common objec-
tives, that were agreed upon at the EU level. This revised incentive approach could 
also help to ensure a better balance between narrow competitiveness objectives 
and broader EU goals, such as the green transition, which is currently underrepre-
sented in reform and investment measures underpinning an extension. 

Third, more structurally, the debt sustainability analysis (DSA) framework needs 
to be improved to better account for the impact of investments and reforms on 
growth and the effects of climate non-action on public budgets. While Member 
States are supposed to provide estimates on the expected growth and deficit reduc-
tion effects of the reform and investment measures underpinning an extension of 
their fiscal adjustment paths, the provided data varies significantly across coun-
tries (differing methodologies, differing time frames, different level of detail, etc.), 
as visible in the various Council Recommendations endorsing national MTPs. This 
is also due to the fact that the current DSA framework does not consider poten-
tial economic growth effects resulting from reform and investment measures, as 
highlighted by Heimberger (2025). Taking into account the multiplier effects of 
public investment and the expected efficiency gains through structural reforms for 
a country’s growth potential would lead to a reduction in DSA-based fiscal adjust-
ment requirements (ibid.), giving additional fiscal space to Member States under the 
EU fiscal framework. 

To further strengthen green investment, the DSA framework will also need to 
better integrate macrofiscal and budgetary risks of climate change. While the 
revised budgetary frameworks directive requires Member States to consider such 
risks in their national budgeting exercises, so far, they are not part of the DSA 
framework. This means that expected rising budgetary costs of climate change 
through related natural disasters and other knock-on effects (European Commission 
2024) are currently underestimated, which results in an insufficient prioritisation 
in climate mitigation and adaptation measures among EU countries (Batut et al. 
2024). To address this shortcoming and stronger incentivise green investment also 
in view of fiscal sustainability concerns, capacities to assess macrofiscal and bud-
getary risks of climate change need to be increased. Salmon-Genel (2025) provides 
an overview of the various approaches applied by different Member States and 
organisations, making useful suggestions on how to further develop such exercises. 
As a final step, a harmonized European approach would be needed to integrate a 
common methodology for climate-related budgetary risks into the EU fiscal rules’ 
DSA framework. In principle, such an inclusion should lead to lowering fiscal adjust-
ment requirements for countries making significant green investments and more 
restrictive requirements for climate inaction. 

Together, these measures could make a decisive difference in improving the 
reformed EU fiscal framework, creating a simpler and more coherent rule system, 
while better ensuring and incentivising sufficient public investment, especially 
towards common objectives such as the green transition. 
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