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By Clare Gray

The Art of Compromise: Outcome of the 
Special European Council of July 2020

In the early hours of Tuesday, 21 July 2020, after over 90 hours of negotiations, EU leaders reached agree-
ment at political level on a landmark package designed to facilitate economic recovery and renewal in the 
EU. The package, which is composed of a €750 billion recovery fund and a new long-term budget (MFF) for 
2021-27 worth €1.0743 trillion, has been described as a deal of historic proportions and a shift towards the 
greater collectivisation of economic efforts in the EU.  

With EU leaders under pressure to reach an agreement on the recovery package before the summer break, 
the special European Council of 17-21 July 2020 was a decisive meeting for the EU. The ambitious package 
agreed by Member States required a complicated patchwork of compromises and bilateral deals. It could 
play an important role in defining the EU’s medium to long-term response to the COVID-19 pandemic and 
the shape of the European project over the coming years. The fact a deal was reached at all is, in itself, a 
significant achievement given the deep divisions between Member States North, South, East and West over 
key elements of the package. The summit was the first physical meeting of EU leaders since February 2020, 
and one of the last significant events in the EU’s institutional calendar before the summer break. 

This briefing will examine the outcome of the special European Council and its significance for the EU.  

Background 
The focus of the EU’s agenda since March 2020 has been on charting a sustainable recovery from the 
COVID-19 pandemic and linking this recovery to the EU’s wider agenda on climate change, digitalisation 
and Europe’s place in the world. The socio-economic effects of COVID-19 on the European continent have 
been significant. According to the European Commission’s Summer Economic Forecast, GDP in the EU is 
expected to fall by 8.3% in 2020, although the effects have not been spread evenly across Member States, 
with Italy, Spain, France and Croatia expected to be most affected in terms of the fall in economic growth, 
and Poland, Sweden and Denmark less so.1 The report sees Irish GDP contracting by 8.5% this year, before 
rebounding by 6.3% in 2021.

This special European Council, the second attempt to carve out an agreement on some form of recovery 
package for the EU, followed an inconclusive virtual meeting of EU Heads of State or Government on 19 
June 2020. It was widely understood that ambitious budgetary measures would be required to supplement 
the monetary policy measures already taken by the ECB to curb the worst economic effects of COVID-19, 
and that a physical meeting of EU leaders would be required to reach consensus on a deal of such signifi-
cance for the future of the EU. 

1.  Summer Economic Forecast, European Commission, July 2020, https://ec.europa.eu/info/sites/info/files/economy-finance/ip132_en.pdf 

https://ec.europa.eu/info/sites/info/files/economy-finance/ip132_en.pdf
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The starting point for discussions at the 17-21 July summit were the Commission’s proposals for a recov-
ery plan, which proposed linking an ambitious recovery instrument to the EU’s next long-term budget, 
the so-called Multiannual Financial Framework (MFF), which is due to enter into force on 1 January 2021. 
The Commission’s proposal, which was presented on 27 May 2020, consisted of a new recovery instru-
ment known as Next Generation EU worth €750 billion and a revised MFF proposal worth €1.1 trillion (this 
was less than the Commission’s original MFF proposal in 2018).2 The €750 billion instrument would be 
distributed to Member States largely in the form of grants (€500 billion) and to a lesser extent in loans 
(€250 billion). The Commission’s proposal drew heavily on a Franco-German proposal for a €500 billion 
recovery fund, which would operate on the basis of grants. 3

Subsequently, the President of the European Council, Charles Michel, put forward two further negoti-
ating proposals (known as negotiating boxes) which proved to be a crucial step in building a basis for 
compromise.4

Member States divided 

The heated summit lasted nearly five days, the second longest European Council in the Union’s history5, 
and exposed considerable divergences between Member States on important issues such as the overall 
size of the MFF and the recovery fund, the balance between loans and grants and associated condition-
alities, the retention of rebates and repayment. 

These divisions were most marked between fiscally conservative Member States (Austria, the Nether-
lands, Denmark and Sweden), also known as the frugal four. They opposed the principle of the mutuali-
sation of debt in the EU and a recovery based on grants. Finland lent its support to the group during the 
summit. These Member States also supported a strong system of oversight to ensure that funds would be 
spent on agreed objectives and commitments made to economic reform.

In contrast, Member States severely affected by the COVID-19 pandemic (Italy, Spain), alongside sev-
en other Member States including France and Ireland, supported an ambitious recovery financed by 
joint EU debt. The group of nine as they came to be known, argued that the scale of the pandemic and 
the interconnectedness of European economies required a common approach to borrowing. Germany’s 
Chancellor Merkel subsequently lent her country’s support to this group, leading to the Franco-German 
proposal of May 2020, which clearly articulated the need for a recovery based on grants. It is worth high-
lighting the significance of Germany’s support for the pooling of debt in the EU. This marked a significant 
departure from Germany’s traditional economic policy, which often aligned it with the frugal countries, 
and proved essential in shaping the final outcome.

A further subset of Member States composed of Hungary and Poland, expressed opposition to linking 
receipt of EU recovery funds to the rule of law. 

Ireland had clear priorities going into the negotiations. At the centre of these was the desire to maintain 
funding for the Common Agricultural Policy (CAP) at current levels, as opposed to the budget cuts which 
had been foreseen under the initial Commission proposal, in addition to ensuring sufficient funding for 
new priorities such as the European Green Deal, Research and Development and Erasmus+. A further pri-

2. The Commission’s proposal entitled ‘The EU budget powering the recovery plan for Europe’, 27 May 2020, https://eur-lex.europa.eu/resource.

html?uri=cellar:4524c01c-a0e6-11ea-9d2d-01aa75ed71a1.0003.02/DOC_1&format=PDF

3. A French German Initiative for Europe’s Recovery from the Cornavirus Crisis, 18 May 2020, https://www.bundesregierung.de/resource/blob/975226/175

3772/414a4b5a1ca91d4f7146eeb2b39ee72b/2020-05-18-deutsch-franzoesischer-erklaerung-eng-data.pdf?download=1  

4. Proposal of European Council President Charles Michel on the MFF and recovery package, 10 July 2020, https://www.consilium.europa.eu/en/press/

press-releases/2020/07/10/president-charles-michel-presents-his-proposal-for-the-mff-and-the-recovery-package/ 

5. A European Council meeting in Nice in December 2000, at which leaders considered changes to the Treaties, reportedly was longer by just 25 minutes.

https://eur-lex.europa.eu/resource.html?uri=cellar:4524c01c-a0e6-11ea-9d2d-01aa75ed71a1.0003.02/DOC_1&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:4524c01c-a0e6-11ea-9d2d-01aa75ed71a1.0003.02/DOC_1&format=PDF
https://www.bundesregierung.de/resource/blob/975226/1753772/414a4b5a1ca91d4f7146eeb2b39ee72b/2020-05
https://www.bundesregierung.de/resource/blob/975226/1753772/414a4b5a1ca91d4f7146eeb2b39ee72b/2020-05
https://www.consilium.europa.eu/en/press/press-releases/2020/07/10/president-charles-michel-presents-his-proposal-for-the-mff-and-the-recovery-package/
https://www.consilium.europa.eu/en/press/press-releases/2020/07/10/president-charles-michel-presents-his-proposal-for-the-mff-and-the-recovery-package/
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ority was ensuring an ambitious recovery fund with allocation criteria that would reflect the real impact 
of the pandemic on Member States, rather than economic performance from 2015-19, as originally pro-
posed, that would not favour Ireland. Ireland also stressed the need for some form financial assistance 
for Member States disproportionally affected by Brexit as part of the MFF. An area of concern for Ireland 
was the possibility of the Commission expanding the sources of revenue for the EU budget (known as 
own resources) into the sensitive area of taxation. 

Options 
Negotiations took place on the basis of various competing proposals. Six key items were on the agenda 
for discussion at the special European Council: 

1. The total size of the MFF: The current MFF will expire on 31 December 2020. The size of the new 
MFF for 2021-27 has divided Member States and the EU institutions for the past two years. The 
main dividing line between Member States lies between those that advocated a smaller budget 
of no more than 1% of EU GNI (Austria, Denmark, the Netherlands and Sweden) and those which 
called for a larger budget. Within these two groups there are further thematic divisions between 
those that favour traditional priorities like CAP and Cohesion Policy and/or new priorities such as 
climate action and digitalisation. Among the EU institutions, the European Parliament’s demand 
for a budget worth €1.3 trillion was the most ambitious, followed by the Commission’s May 2020 
proposal for an MFF of €1.1 trillion and President Michel’s July 2020 proposal for a budget worth 
€1.074 trillion. 

2. Rebates: Five Member States currently benefit from rebates (budget correction mechanisms) that 
reduce the amount they pay into the EU budget (Austria, Germany, Denmark, the Netherlands and 
Sweden). Rebates are a legacy of British Prime Minister Margaret Thatcher’s negotiations with 
Brussels. The issue on this occasion was whether rebates would be maintained (as supported by 
the beneficiaries of rebates) or phased out (as supported by the Commission, the European Parlia-
ment and a group of Member States led by France). 

3. The size of the recovery fund: The recovery fund would be the primary financial instrument for 
tackling the socio-economic effects of the pandemic in the EU and providing a temporary top up 
to the EU budget. There was some debate as to the total size of the recovery fund - the Commis-
sion proposed a recovery fund worth €750 billion, whereas the frugal countries proposed a smaller 
€700 billion recovery fund. 

4. The allocation of funds from the Recovery and Resilience Facility (RRF): The Recovery and Resil-
ience Facility would be the largest tranche of funding as part of the recovery fund. A decision had 
to be taken on what criteria would be used to allocate this to Member States and when these funds 
would be distributed. 

5. The balance between loans and grants: One of the most significant points of contention between 
Member States was reaching a compromise on the balance between grants and loans as part of 
the recovery fund. This is linked to a long-standing debate about the mutualisation of debt in the 
EU. Ahead of the summit, the frugal four maintained that no grants should be allocated as part 
of the recovery fund. This stood in contrast to France, Germany, Spain, Italy, Ireland and others 
who supported the Commission’s proposal for €500 billion worth of grants. Over the course of 
the negotiations, the frugal four supported by Finland said they would accept up to €350 billion 
in grants. In contrast, Ireland, France, Germany, Spain and Italy supported a figure no lower than 
€400 billion.

6. Questions of governance and conditionality: Outstanding governance issues pertained to the dis-
tribution of funding, in particular how it would be overseen and what conditions would be attached 
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to this funding. Spain and Italy opposed Dutch-led proposals to allow Member States to veto grant 
payments to another Member State if they fail to pursue economic reform.

In relation to conditionalities, the options under discussion included linking the receipt of EU funds 
to climate action and respect for the rule of law. The latter generated a lot of discussion between 
Member States. France and the frugal countries supported a strong link between the EU budget 
and the rule of law. In contrast, Poland and Hungary voiced their opposition to the possibility of 
financial sanctions being imposed in relation to perceived abuses of the rule of law, in particular if 
these sanctions could be introduced by the lower Qualified Majority Voting (QMV) threshold, rather 
than unanimity. 

Additional topics for discussion included how and when the money borrowed would be repaid and how 
the EU budget would be funded, i.e. through new forms of own resources. 

Main terms of the agreement 
The next sections set out the highlights of the negotiations and the decisions reached on each of the 
aforementioned topics. 

The Recovery Fund - Next Generation EU (NGEU)

Leaders agreed on a recovery fund worth a total of €750 billion, dubbed Next Generation EU (NGEU).6 
This would be the main financial tool for promoting recovery and strengthening resilience in the EU post-
COVID-19. It would provide targeted and time-limited financing to affected Member States and compa-
nies, and support EU wide relief efforts. On the contested issue of the balance between grants and loans, 
the option settled on was a fund composed of €390 billion of grants and €360 billion of loans. Germany’s 
Chancellor Merkel played a key role in finding a middle ground between the frugal four’s opposition to 
debt mutualisation and those in favour of a collective fiscal response to COVID-19. 

While the ratio of grants to loans is lower than some countries had hoped, it nevertheless marks a sig-
nificant step towards greater fiscal integration and the pooling of debt in the EU. It will require the Com-
mission to borrow funds on capital markets on a scale not seen before to fund the recoveries of Member 
States. It has been described as an important show of European economic solidarity, with Taoiseach 
Micheál Martin describing the agreement as “unprecedented in terms of the European Union collectively 
borrowing for the first time ever”.7

The fund will provide financing for seven individual programmes: the Recovery and Resilience Facil-
ity (to facilitate large-scale investment and reform in affected Member States); ReactEU (emergency 
cohesion policy funding); Horizon Europe (research and innovation); InvestEU (programme for strategic 
investments); Rural Development; the Just Transition Fund; and RescEU (crisis response mechanism that 
includes a stockpile of medical equipment). 

Allocations for the Recovery and Resilience Facility, which accounts for nearly 90% of total funding under 
NGEU, will be allocated on a 70-30 basis between i) 2021-22 and ii) 2023. Member State allocations for 
2021-22 will operate on the basis of the Commission’s proposal which is based on economic performance 
between 2015-19. This would put Ireland in line to receive approximately €1.28 billion in grants over the 
next two years. In 2023, allocations would be based on different criteria, and take into account the direct 
impact of the pandemic on Member States’ economies from 2020-21. 

6. Conclusions of the Special meeting of the European Council (17, 18, 19, 20 and 21 July 2020), https://www.consilium.europa.eu/media/45109/210720-

euco-final-conclusions-en.pdf  

7.Ireland to get €1.3bn for Covid-19 response from EU deal, Irish Times, 22 July 2020, https://www.irishtimes.com/news/politics/

ireland-to-get-1-3bn-for-covid-19-response-from-eu-deal-1.4310280

https://www.consilium.europa.eu/media/45109/210720-euco-final-conclusions-en.pdf
https://www.consilium.europa.eu/media/45109/210720-euco-final-conclusions-en.pdf
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The new MFF for 2021-27

At €1.0743 trillion, the total size of the new budget, the first since the UK’s departure, is smaller than the 
Commission’s most recent proposal for a budget of €1.1 trillion. The new MFF will operate on the basis of 
a new simplified framework based on seven headings: 

1. Single Market, Innovation and Digital;

2. Cohesion, Resilience and Values;

3. Natural Resources and Environment;

4. Migration and Border Management;

5. Security and Defence;

6. Neighbourhood and the World;

7. European Public Administration.

It is widely accepted that the move towards a smaller MFF was a further attempt to appease the fiscal-
ly conservative Member States. Other significant differences compared to the Commission’s May 2020 
proposal include cuts to funding for research, migration, health and epidemic preparedness, the just 
transition and rural development, in addition to a proposed solvency instrument for struggling European 
businesses. 

Of further significance for Ireland is the agreement reached at political level on the introduction of some 
forms of new own resources to finance both the MFF and NGEU. This will include a EU-wide tax on 
non-recycled plastic waste that will be introduced from 1 January 2021. The Commission is also expected 
to come forward with proposals for a carbon border adjustment mechanism and digital tax in 2021 and 
reference is made to making progress on a Financial Transaction Tax during the next budgetary period.  

Rebates 

The price of support from frugal countries for the recovery package was the preservation of the system 
of rebates. Austria, Denmark, the Netherlands and Sweden will receive increased rebates over the period 
2021-27, while Germany opted to retain its rebate at current levels. 

Governance and Conditionality 

In order to benefit from the recovery fund, Member States will be required to submit national recovery 
and resilience plans for 2021-23. These will be assessed by the Commission to ensure that national plans 
align with agreed objectives under the European Semester and the green and digital transitions. These 
national plans will be subject to approval in the Council by QMV. At the insistence of Dutch negotiators, 
the proposal also includes a so-called emergency brake, a mechanism which would allow one or more 
Member States to raise concerns about deviations from agreed milestones and targets by a Member 
State before the European Council.

On the rule of law, the outcome of the summit is less clear. The Council Conclusions task the Commission 
with presenting a proposal for a conditionality mechanism to protect the budget and NGEU from abuses 
of the rule of law. Significantly, this would only require a QMV vote in the Council, rather than unanimi-
ty.  While this appears a step forward, the Council Conclusions also add that “the European Council will 
revert rapidly to the matter,” suggesting that any decision on a more substantial link between the rule of 
law and the EU budget has simply been postponed. For some, the move away from unanimity marks a 
significant victory for linking EU funding to respect for the rule of law. For others, the outcome is not as 
ambitious as hoped, with built-in conditionality watered down in the face of opposition from Hungary 
and Poland.
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In relation to climate, the package makes provisions for climate action to be mainstreamed across all 
policies and programmes financed under the MFF and NGEU. At least 30% of the total budget and 
NGEU will be dedicated to climate action. The Council Conclusions emphasise that all spending should 
comply with the principle of achieving climate neutrality by 2050, the Paris Agreement and a new target 
for 2030. This suggests that momentum is building to raise the 2030 emission reduction target from 40% 
to 50-55% by the end of the year. However, in parallel, the package foresees cuts to the Just Transition 
Fund, which is designed to help countries transition to climate neutrality. 

The reaction 
Member States

The package agreed by EU leaders was broadly welcomed by Member States on all sides of the negotiat-
ing table. This was partly due to widespread acceptance that failure to reach an agreement would have 
had serious implications for the future of the European project. 

French President Macron was particularly effusive in his praise for the agreement, which he described 
as a “historic change in Europe and our Eurozone”, because it is based on the principle of mutualised 
debt.8 Chancellor Merkel, whose break with the past and support for the principle of collective borrow-
ing was significant in shaping the final outcome, said the agreement demonstrated that Europe is able 
to “break new ground” in difficult situations.9 This praise was echoed by Spain and Italy. Conversely, the 
Dutch Prime Minister and de facto leader of the frugal Member States denied that the agreement sets 
a precedent for the mutualisation of debt in the EU, arguing instead that the final outcome represents a 
one-off necessity.10

Hungary and Poland welcomed the agreement as they consider it maintains a separation between bud-
getary discipline and the rule of law. 

Ireland’s position

The agreement by EU leaders envisages specific benefits for Ireland. The Irish Government welcomed a 
reverse to cuts to the CAP previously foreseen by the Commission, in addition to a €300 million boost 
for Ireland in rural development funding. A further negotiating coup for Ireland was the inclusion of a €5 
billion Brexit Adjustment Reserve as part of the new MFF, of which Ireland is likely to be a significant ben-
eficiary. Ireland will also benefit from the different formula used to allocate funding under the Recovery 
and Resilience Facility in 2023 as this will take into account the economic impact of COVID-19. Neverthe-
less, one point of concern will be the growing momentum for a digital tax in the EU, with the Commission 
expected to come forward with a proposal in 2021 in the absence of an agreement at OECD level. 

Taoiseach Micheál Martin recognised that as a net contributor, Irish contributions to the EU budget will 
be significant, but they are small compared to the overall benefits Ireland receives from membership of 
the Single Market. The Taoiseach equally welcomed the deal as a step forward for collective economic 
action in the EU. 

Ireland’s role in the implementation of the agreement will be significant, following the recent appoint-
ment of the Minister for Finance, Public Expenditure & Reform, Paschal Donohoe, as President of the 
Eurogroup. With Ireland recently positioning itself in the group of nine in favour of the collectivisation of 

8. Macron and supporters greet EU recovery fund agreement as historic turning point, Irish Times, 21 July 2020, https://www.irishtimes.com/business/

economy/macron-and-supporters-greet-eu-recovery-fund-agreement-as-historic-turning-point-1.4310006 

9.EU leaders strike deal on €750bn recovery fund after marathon summit, Financial Times, 21 July 2020, https://www.ft.com/content/713be467-ed19-4663-

95ff-66f775af55cc               

10. Despite historic EU deal, deep rifts remain, Financial Times, 22 July 2020, https://www.ft.com/content/0fc2a2e6-791e-4f6f-bafc-e0c924aa398a  

https://www.irishtimes.com/business/economy/macron-and-supporters-greet-eu-recovery-fund-agreement-as-historic-turning-point-1.4310006
https://www.irishtimes.com/business/economy/macron-and-supporters-greet-eu-recovery-fund-agreement-as-historic-turning-point-1.4310006
https://www.ft.com/content/713be467-ed19-4663-95ff-66f775af55cc
https://www.ft.com/content/713be467-ed19-4663-95ff-66f775af55cc
https://www.ft.com/content/0fc2a2e6-791e-4f6f-bafc-e0c924aa398a
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debt, rather than with its traditional economic allies in the Hanseatic League, Minister Donohoe was able 
to portray himself as a bridge builder between the competing economic visions for the EU.  

The European Commission

The outcome of the European Council is less ambitious than the Commission would have liked. The final 
MFF is smaller than the Commission’s proposal and contains a lower ratio of grants to loans. The Com-
mission President, Ursula von der Leyen, also expressed disappointment at the prospect of cuts to priority 
areas for the Commission, including health, research and innovation, migration and external action. She 
warned that the price of a deal was to undermine modernisation efforts as part of the MFF. 11

The European Parliament

The agreement reached by EU leaders at political level must now be agreed at technical level between 
the European Parliament and the Council, under the auspices of the German Presidency of the EU. The 
Parliament is required to give its consent to the MFF before it becomes operational. This could be chal-
lenging given the frosty reaction to the package by MEPs in the European Parliament. At an emergency 
plenary session on 23 July 2020, many MEPs welcomed the historic significance of the agreement on the 
recovery fund as a move towards common borrowing, albeit with a lesser ratio of grants to loans than 
they would have liked. 

However, a parliamentary resolution supported by a majority of MEPs identified serious flaws with the 
political agreement reached on the MFF and threatened to use the Parliament’s veto power to block 
this.12 While it is broadly accepted that the Parliament will eventually agree to the deal, the Parliament’s 
criticisms are not insignificant. They are centred on the reduced size of the MFF and proposed cuts to 
future-orientated programmes such as Horizon Europe, InvestEU, Erasmus+, and the Just Transition Fund, 
compared to the Commission’s proposal. The Parliament is also unhappy with what it considers a water-
ing down of the language surrounding a mechanism to protect the EU budget from abuses of the rule of 
law and the failure to agree a comprehensive overhaul of the own resources system. 

Conclusion
While the special European Council of 17-21 July 2020 showcased multiple divisions between Member 
States on the nature of the EU’s recovery package, the fact a compromise was reached against the odds 
could provide an important boost for the EU at a challenging time.  It also marks a move towards great-
er economic solidarity and the collectivisation of borrowing in the EU. French President Macron and his 
supporters described the package as unprecedented. Germany’s Chancellor Merkel hailed the deal as an 
exceptional effort in exceptional times. 

The final package is designed to both stem the socio-economic effects of the COVID-19 pandemic, as 
well as to facilitate a transformation towards a greener, more digital and more resilient EU. The aims of 
the agreement were summarised by President Michel as “first convergence, second resilience and third 
transformation. Concretely, this means: repairing the damage caused by COVID-19, reforming our econ-
omies and remodelling our societies.”13

The summit also ushers in the beginning of the summer holidays for the EU institutions in Brussels. It 
remains to be seen if this symbolic show of Member State unity and momentum will continue into the 
Autumn as the EU faces up to the next challenge of Brexit. 

11.  Speech by President von der Leyen at the European Parliament Plenary on the conclusions of the Special European Council meeting of 17-21 July 2020, 23 

July 2020, https://ec.europa.eu/commission/presscorner/detail/en/speech_20_1396.       

12.European Parliament resolution of 23 July 2020 on the conclusions of the extraordinary European Council meeting of 17-21 July 2020, https://www.

europarl.europa.eu/doceo/document/TA-9-2020-0206_EN.html

13. Proposal of European Council President Charles Michel on the MFF and recovery package, 10 July 2020, https://www.consilium.europa.eu/en/press/ 

press-releases/2020/07/10/president-charles-michel-presents-his-proposal-for-the-m -and-the-recovery-package/

https://ec.europa.eu/commission/presscorner/detail/en/speech_20_1396. 
https://www.europarl.europa.eu/doceo/document/TA-9-2020-0206_EN.html
https://www.europarl.europa.eu/doceo/document/TA-9-2020-0206_EN.html
https://www.consilium.europa.eu/en/press/ press-releases/2020/07/10/president-charles-michel-present
https://www.consilium.europa.eu/en/press/ press-releases/2020/07/10/president-charles-michel-present

