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Abstract

The EU's Recovery and Resilience Facility (RRF), a crisis response of €673 billion to the COVID-
19 pandemic, made it possible to reward reforms in Member States for the first time. This thesis
investigates whether the RRF can promote structural reforms, in line with the European Se-
mester's country-specific recommendations (CSRs), using a principal-agent framework to the-
orise the RRF’s novel structures of incentive and conditionality. The research design matches
fulfilled RRF reforms to the 2019 and 2020 CSRs for all 27 Member States and analyses the
relationship between each Member State's score of addressed CSRs and the size of its RRF en-
velope as a share of GDP. The analysis finds a positive and statistically significant relationship,
robust after controlling for the number of CSRs and economic vulnerability. The incentive struc-
ture proved most effective for CSRs in energy, transport, and education policy, whilst the limits
of the incentive structure are most visible in CSRs on pensions, taxation, housing, and business
environment, areas characterised by high political salience and strong national competence.
The answer to the research question is a cautious yes: to some extent, the EU can pay its Mem-

ber States to undertake structural reforms.
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1. Introduction

In summer 2020, the EU’s Member States were looking down the barrel of a potentially devas-
tating economic crisis in the wake of the COVID-19 pandemic. But as it turned out, the EU took
the advice from the Global Financial Crisis of the chief of staff to US President Obama to heart:
“You never want a serious crisis to go to waste. (...) it’s an opportunity to do things that you think
you could not do before” (Friedman, 2008, p. 1). Thus, its Member States’ leaders agreed to form
the Recovery and Resilience Facility (RRF) of 673 billion euros, funded by common debt issued
by the Commission on behalf of the EU. Here is how it works: the RRF is supporting objectives
for economic recovery in the EU’s Member States through national investment plans (RRF
plans) for the green transition, digitalisation, skills and education, and recovery of healthcare
systems and businesses. The innovation to the functioning of the instrument is the feature of
‘financing not linked to costs’, which means the payments to Member States are released upon
completing set objectives in their RRF plans, rather than documenting eligible costs. Hereby,
the RRF payment model is performance-based instead of cost-based, which makes it possible

to reward new sorts of activities - such as reforms (Zeitlin et al., 2025, p. 865).

Making structural reforms eligible for EU funding is a key novelty of the RRF and introduces
two things the EU has ‘not done before’, or are at least relatively new: firstly, the financial in-
centive for Member States to commit to structural reforms during the planning phase of the
RRF plans is brand new. According to the RRF regulation (2021/241, article 18), the reforms
should address the EU’s recommendations for structural reforms to improve economic condi-
tions, called the country-specific recommendations (CSRs). In the past, implementing the CSRs
was voluntary (unless part of macroeconomic surveillance after the Global Financial Crisis),
with modest interest in their implementation in the Member States (Deroose & Griesse, 2014;
Efstathiou & Wolff, 2018; Varga & Veld, 2013). While planning the reforms and their relation to
the CSRs as part of the RRF plans largely remains at the discretion of the Member States, the

RRF instrument provides a benefit for doing so.

Secondly, the Member State can only access the financial reward for implementing a reform if

the Commission deems the fulfilment of the planned reform satisfactory, which means the
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instrument operates by conditional payments. Conditionality - the practice of attaching struc-
tural reform requirements to grants or loans from international institutions - is also a relatively
new instrument in the EU programmes’ toolbox. The international community has plenty of
experience with conditional bailouts, investments, loans or partnership agreements; most of
the time, these measures to implement reforms in the target country are considered a failure
(Dreher, 2009; Efstathiou & Wolff, 2018; Khemani, 2017). The EU has previously and quite suc-
cessfully employed conditionality in the accession process for the EU’s candidate countries (Ja-
coby & Hopkin, 2019), but not in relation to the EU budget before 2021 (Zeitlin et al., 2025, pp.
864-865).

While the sheer size of the RRF or the decision to use incentives and conditionality to reward
structural reforms warrants scholarly attention, the implications of this development are mag-
nified by the new proposal for the next EU budget from 2028 to 2034. According to the Com-
mission’s proposal, almost half of the budget, roughly 865 billion euros, should be paid out
through national investment plans following the performance-based model. Like in the RRF
regulation, the plans can include reforms, and part of the guidance for the Member States to

plan those reforms will be the CSRs (Commission, 2025, art. 22).

If the RRF’s model for promoting structural reforms by financial incentives acts as a blueprint
for the EU’s future budget, the question arises as to what the experience with the RRF in this
respect has been. Previous studies of the RRF have focused on economic effects, European in-
tegration or reforms across policy areas but not related to the CSRs (Guidi et al., 2023; Kalyuz-
hna & Shchelkunov, 2025). Furthermore, the Commission evaluates the implementation rate of
the CSRs, but without a dedicated focus on the impact of the RRF (European Commission, n.d.).
The results of rewarding Member States to implement structural reforms remain unknown, and

[ therefore intend to answer the following research question:

Can the EU promote structural reforms in its Member States by rewarding them financially?

This thesis will answer this research question by analysing the uptake of the EU’s recommen-

dations for structural reforms, the country-specific recommendations (CSRs), through the
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incentive and conditionality structure that promotes reforms in the Recovery and Resilience
Facility (RRF) - the measure of the financial incentive is the size of the Member States’ enve-

lopes.

The RRF is designed in keeping with new public management principles - the idea that policy
outcomes can be measured, benchmarked, and incentivised through a performance-based pay-
ment model (Thinus, 2025, p. 883). The RRF's payment model, based on national RRF plans,
distinguishes it from the externally imposed conditionality that the broader literature has con-
sistently found ineffective, because the Member States determine what their payments should
be conditional on (Arnal et al., 2025, p. 78). This output-oriented logic fits the principal-agent
framework as developed by Jensen and Meckling (1976), and provides the underlying assump-
tion of this thesis: that a financial incentive can influence national reform policy. The framework
is well-suited to the two-phased governance architecture of the RRF: the planning phase of the
RRF plans, which ends when they are adopted by the Council of the EU, and the implementation
phase, where payments are made conditional upon the fulfilment of investments or reforms
detailed in the RRF plan. Whether this design succeeds in producing alignment between the
individual Member State’s behaviour and the EU's and European Member States’ general re-

form ambitions is the empirical question this study addresses.

The research design consists of two sequential steps. The first step matches 1,617 activities
across 912 fulfilled reforms to the country-specific recommendations (CSRs) from 2019 and
2020 for all 27 Member States, producing a score for the share of addressed CSRs for each Mem-
ber State and each of 17 policy categories. The second step finds that there is a moderately
positive relationship between the scores for the Member States and the size of each Member
State's RRF envelope as a share of GDP, relying on a scatterplot, Pearson's r, Spearman'’s p, and
OLS regression. The study treats the financial incentive as an exogenous explanatory variable
and focuses exclusively on implemented and financially rewarded reforms, as they are the out-
come of both the incentive and conditionality structures through planning and implementing
the RRF plans. It does not assess endogenous domestic factors, the macroeconomic effects of
the RRF, planned but unfulfilled reforms, or the depth of individual reform alignment - limita-

tions that are elaborated in the following sections.



Anna Selma Wentzer STVM23 25 May 2026

The thesis contains 7 sections, which proceed as follows. Section 2 takes stock of the current
literature by tracing three intersecting bodies of research on understanding policy change, the
barriers to reform, and the experiences with conditionality before situating the RRF within that
literature as a distinct governance instrument. Section 3 elaborates on how the principal-agent
framework can be used to understand the RRF's two-phase governance structure and the limits
of the instrument. Section 4 details the methodological considerations, the research design, and
the variables for testing the relationship between the score of addressed CSRs and the size of
the RRF envelope for each Member State. Section 5 presents the findings: there is a moderately
positive relationship between the uptake of CSRs and the size of the RRF envelope, the Member
States preferred policy areas with existing EU enforcement, and Hungary is a structural outlier,
excluded from the study of correlation. Section 6 discusses the findings in relation to the re-
search question and relevant literature. To conclude, section 7 outlines how the findings pro-
vide a cautious affirmative answer to the research question and what further lessons can be

learned from these findings.

2. Reform, conditionality, and the European Semester

The Recovery and Resilience Facility represents a significant evolution in how the European
Union encourages national reform efforts. Understanding this development requires tracing
three intersecting bodies of literature: what constitutes a reform and how policy change occurs;
why economically beneficial reforms are frequently blocked by political constraints; and how
conditionality as an instrument has been used - and largely failed - both by international finan-
cial institutions and, more recently, by the EU itself. The first strand establishes that a reform is
a contested concept, with scholars diverging on questions of scope, intent, and measurement,
and that theories of policy change struggle to be applicable ex-ante. The second strand, drawing
on the political economy of reform literature, shows that even where the case for reform is
clear, domestic barriers rooted in credible commitment problems, norms, and preferences for
public goods can prevent reforms from taking hold - with particular implications for externally
imposed reform efforts. The third strand traces how conditionality has evolved within the EU
from a lever facilitating accession to a club imposing macroeconomic discipline, and how the

European Semester's country-specific recommendations (CSRs) have struggled to drive
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structural reform in the absence of credible financial incentives. Together, these strands reveal
a fundamental tension between the EU's ambition to steer structural reform and the institu-
tional and political constraints that limit its effectiveness - a tension the RRF attempts to over-

come, and that this thesis examines empirically.

2.1 Reform and policy change: what is it and how is it studied?

The concept of reform lacks a commonly agreed-upon definition in the political science litera-
ture, a condition that complicates both comparative analysis and policy evaluation. Several
scholars flag this lack of a common conceptualisation and definition as a challenge (Basil &
Nwankwo, 2010, p. 186; Capano, 2009, p. 8; Cerna, 2013, p. 4). Generally, scholars from political
science and political economy agree that a reform constitutes deliberately pursued change
within an existing system - as opposed to revolutionary rupture - but diverge significantly on
questions of scope, intent, and measurement (Capano & Howlett, 2009, p. 2; Khemani, 2017). A
frequently cited illustration of this complexity is Peter Hall's (1993) three-orders framework,
which distinguishes routine instrument adjustments, non-routine changes of instruments
within a stable policy goal, and wholesale paradigm shifts following a crisis. This framework
effectively introduces levels of reform or policy change derived from their core functions in
relation to the existing system. A complementary challenge is raised by Khemani (2017, p. 15),
who argues that only changes producing a better economic outcome than the status quo ought
to be counted as reforms - introducing the further problem of how and when to measure effects,
another challenge in the broader literature (Capano, 2009, p. 9; Capano & Howlett, 2009, p. 2;
Cerna, 2013).

But how to study reforms or policy change? Streeck and Thelen (2005) reject the widespread
notion of assessing policy change based on a punctuated equilibrium model and develop a
framework by accounting for types of processes and results of change (Streeck & Thelen, 2005,
p. 9). Capano and Howlett (2009) argue that in the face of ambiguous concepts, the epistemo-
logical and methodological premises for studying policy change are crucial. They derive four
theoretical distinctions of change from the body of literature: the cyclical, the dialectic, the lin-
ear, and the teleological. That theoretical starting point is the basis for whether the emphasis

should be on structure (cyclical, teleological) over agency (linear, dialectic), endogenous
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(dialectic) or exogenous factors or focus on output (linear, teleological) rather than process
(Capano & Howlett, 2009, pp. 2-3). Studying reforms or policy change remains a question of
methodology and epistemology, as definitions of the process and the result depend on what the
analysis emphasises. A different approach is to study why a reform, or policy change, does not
take place - this is a feature in the political economy of reform, rooted in the understanding of

reforms as structural reforms leveraging broad economic prosperity.

The literature of political economy of reform examines why economically beneficial reforms
(structural reforms) are frequently blocked, focusing on political incentives, power distribu-
tions, and institutional constraints rather than the technical merits of reform proposals. Fer-
nandez and Rodrik (1991, p. 1146) find that a barrier to structural reforms is the inability to
determine the beneficiaries of reforms ex ante; this substantially alters the rationale for the
political agents. Alesina and Drazen (1991, p. 1171) theorize that needed reforms are dragged
out until the economic situation is dire, because if the cost of the reform is asymmetric across
groups there is an incentive to wait each other out; subsequently, this is the reason for many
structural reforms being implemented in times of crisis. Khemani (2017) identifies three dis-
tinct strands of explanation for political constraints to reform: problems of credible commit-
ment, problems of norms, and problems of preferences for public goods. Acemoglu (2003) il-
lustrates the credible commitment problem: groups cannot resolve distributional conflicts over
reforms through negotiation alone, because no credible mechanism exists to prevent politically
powerful actors from reneging on any agreement once reached. Problems of norms can be
rooted in non-cooperative norms or disagreements about the nature of the problem; this in
turn, leads to different expectations towards the role of government and thus preferences for
public goods(Khemani, 2017, p. 3). These barriers to structural reforms create the very opening
that conditionality as an external instrument is designed to exploit — and, as the following sec-

tion shows, frequently fails to fill.

2.3 Forcing reform: conditionality

The use of conditional financial assistance as a tool for driving structural reform is widely con-
sidered ineffective, most extensively documented in the context of the International Monetary

Fund (IMF) and the World Bank. Historically, conditionality consists of requirements that the

10
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debtor meets specific conditions on macroeconomic policy when international organisations,
the creditors, provide loans (Bekker, 2021, p. 179). Dreher (2009) defines the aim of condition-
ality in an IMF context as improving the economic outlook of target countries through institu-
tional change, yet finds that recipient countries overwhelmingly continue to rely on IMF sup-
port over time, suggesting that the conditions attached to loans fail to produce the intended
self-sustaining improvements. This ineffectiveness has been attributed to a range of structural
barriers: Feldstein (1998), Radelet and Sachs (1998, p. 4), and a Congress-appointed Commis-
sion (Meltzer, 2005, p. 3) point out how the IMF is simply lacking the expertise and legitimacy
of imposing structural conditionalities, drawing away political capacities in the target countries
from domestic problem-solving and towards satisfying external demands that may be ill-fitted
to specific national contexts. This legacy makes it all the more striking that the European Cen-
tral Bank, Commission, and Council resorted to conditional financial assistance when respond-
ing to struggling Member States in the aftermath of the Global Financial Crisis — a choice whose

origins and consequences are examined in the following section (Jacoby & Hopkin, 2019).

Despite the well-documented failings of conditionality in IMF and World Bank settings, the EU
resorted to conditional financial assistance in the aftermath of the Global Financial Crisis, a
choice that Jacoby and Hopkin (2019) argue is best explained by the EU's own prior experience
with the instrument. They find that the European institutions all came to view conditionality as
a promising tool on the basis of its apparently successful application during the EU enlargement
process of the early 2000s, when candidate states were required to meet reform conditions
prior to accession. Jacoby and Hopkin (2019, p. 21) characterise this earlier use as a 'lever' -
conditionality that assisted reform-minded national elites towards a clearly defined and credi-
ble reward, namely EU membership. For contrast, conditionality was used as a 'club’ in the Eu-
rozone debt crisis, where financially distressed Member States were subject to extensive and
intrusive conditions on core state functions, including fiscal, labour market, and social policy
(Jacoby & Hopkin, 2019, p. 24). Also during the Eurozone debt crisis, the EU developed a frame-
work for coordinating Member States’ economic policies: the European Semester, which com-
bines the Stability and Growth Pact, the Macro-Economic Imbalance Procedure, and social and
employment coordination into a single annual cycle, producing country-specific recommenda-

tions for each Member State (Bekker, 2021, p. 176; Efstathiou & Wolff, 2018, p. 2). However, as

11
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the following section discusses, the Member States have struggled to implement the structural

reforms encouraged in the recommendations.

2.4 The European Semester and the Recovery and Resilience Facility

The country-specific recommendations (CSRs) produced by the European Semester have con-
sistently fallen short of their intended effect, with implementation rates insufficient to generate
the coordinated economic benefits they were designed to produce. Four years after the CSRs
were first introduced, Deroose and Griesse (2014, p. 1) found an implementation rate of ap-
proximately 40 pct - higher than critics had anticipated, but not sufficient to unlock the growth
and employment benefits associated with coordinated structural reform across Member States
(Varga & Veld, 2013). The level of implementation was found to vary with the electoral cycle
and market pressure in the member state concerned, and to increase where the EU held mean-
ingful enforcement powers - suggesting that voluntary compliance with recommendations is
structurally limited (Deroose & Griesse, 2014; Varga & Veld, 2013). Several years later, Ef-
stathiou and Wolff (2018, p. 15) find that implementation rates had slowed further and identify
a fundamental dilemma at the heart of the Semester's design. European policy coordination is
justified because national policies on pensions, labour markets, or childcare affect the function-
ing of the Internal Market, yet national governments and parliaments retain competence by
virtue of the division of competences and the principle of subsidiarity. In the framework of
Jacoby and Hopkin (2019), the European Semester is equipped with neither a lever nor a club
- it can neither offer a sufficiently credible reward for compliance nor compel it. The introduc-
tion of the Recovery and Resilience Facility (RRF) represented an attempt to address this gap

by attaching conditional financial support to the CSRs, as discussed in the following section.

Looking at the CSRs, the introduction of the RRF marked a significant shift in the European Se-
mester's capacity to drive structural reform, as the EU could reward structural reforms finan-
cially, creating an incentive for Member States to follow recommendations. Prior attempts to
strengthen the Semester's effectiveness - including changes introduced in 2015 to increase the
involvement of national actors and improve national ownership - had failed to produce more
ambitious uptake of the CSRs (Bekker, 2021, p. 176; Efstathiou & Wolff, 2018, p. 15). The RRF,
established in February 2021, offered €672.5 billion in loans and grants to Member States on

the condition that their national investment plans (RRF plans) be consistent with, amongst

12
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other requirements, the CSRs issued under the Semester (Zeitlin et al., 2025). As Bekker (2021,
p. 180) sets out, this means that the CSRs became one of the conditions for receiving financial
support and fed directly into the criteria against which the use of grants and loans would be
evaluated, giving the CSRs a financial incentive for compliance that they had previously lacked
outside the macroeconomic imbalance procedure. Whether this design succeeds where the ear-
lier voluntary and consensus-based efforts failed depends on the criteria for success deter-

mined in the negotiations.

The conditionality embedded in the RRF was not introduced solely to strengthen the effective-
ness of the European Semester but was also a political concession required to secure agreement
on the unprecedented common debt instrument underpinning the fund. Thinus (2025, p. 883)
argues that the conditions attached to the RRF are a result of economic neoliberalism and in-
strumentalise the CSRs as a way to protect European values and financial interests. The financ-
ing of the RRF through common European debt was met with significant resistance from the
Netherlands, Denmark, Sweden, and Austria, collectively sceptical of debt mutualisation and
the redistributive implications of a fund whose grants would flow disproportionately to Mem-
ber States in Southern and Eastern Europe (Bekker, 2021, p. 180). De la Porte and Jensen (2021,
p. 2) find that strict conditionality on the rule of law and the CSRs was central to ensuring that
these creditor Member States had sufficient oversight and control. This interpretation is con-
sistent with Jacoby and Hopkins' (2019) observation that conditionality in the Eurozone debt
crisis served partly to signal to Northern European creditor States that financial assistance
would not reward profligacy - a political function distinct from, and at times in tension with, its

reform-driving function.

The existing literature has not yet produced a systematic analysis of the nature of reforms im-
plemented under the RRF relative to the CSRs issued under the European Semester. Whilst sev-
eral studies have examined the distribution of RRF funding across policy areas and its projected
macroeconomic effects, these analyses have largely been conducted based on Member States'
planned investments and reforms rather than implemented ones (Bekker, 2021; Guidi et al,,
2023). The European Commission monitors the implementation of the CSRs, but not limited to
the contribution of the RRF; a study by the European Court of Auditors on the RRF’s engage-

ment with CSRs on the business environment finds that much of the effect measured by the

13
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Commission is happening in parallel with the RRF (ECA, 2025b). Guidi, Piccinetti and Verzichelli
(2023, p. 346) compare Member States' initial national investment plans (RRF plans) to the
policy fields of the European Semester but explicitly refrain from comparing the RRF plans di-
rectly to the CSRs, citing methodological obstacles including the difficulty of coding heteroge-
neous material across Member States and policy areas. As the RRF enters its final semester of
implementation, these obstacles are substantially reduced: standardised reporting by Member
States on implemented reforms now provides a common basis for systematic comparison that
was unavailable to earlier studies, making a direct assessment of implemented reforms against

the CSRs more feasible.

The RRF represents a distinct attempt to construct a conditionality governance system that de-
parts from the patterns documented in the broader literature. The studies of the IMF and World
Bank’s use of conditionality identify a persistent failure rooted in externally imposed conditions
that lack domestic legitimacy and are applied to sovereign states by institutions without the
expertise or political standing to enforce structural change (Dreher, 2009; Feldstein, 1998;
Meltzer, 2005, p. 3). The RRF, by contrast, is built on an ex ante reward structure in which Mem-
ber States define their own reform commitments in advance and receive financial rewards only
upon documented fulfilment - closer to the lever dynamic that Jacoby and Hopkin (2019, p. 24)
identify as the condition under which conditionality is more likely to succeed. This reward
structure is, as Thinus (2025) argues, a product of new public management principles: the idea
that policy outcomes can be measured, benchmarked, and incentivised. It is precisely this gov-
ernance architecture - The EU offering a pre-defined financial reward to a Member State in
exchange for reform commitments, with conditionality enforced against the Member State's
own RRF plan - that motivates the principal-agent framework as the theoretical lens of this

study, as elaborated in the following section.

3. Incentives and conditionality: a two-phase governance logic

The incentive structure of the Recovery and Resilience Facility (RRF) can be understood as two
sequential phases: the planning phase, where Member States plan their national investment
plan (RRF plan) in dialogue with the Commission, and the implementation phase, where the

Member States document their implementation of the RRF plan to the Commission. The RRF is

14
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a novel and temporary instrument, concluding in December 2026, and its institutional setup is
complicated by the dual role of Member States. Member States have collectively agreed on the
instrument, participated in producing their own CSRs, and are largely in the driver's seat when
designing their RRF plans. At the same time, they are individually subject to the enforcement of
those same plans. The first phase is the planning phase. Here, the intergovernmental level - the
European Council and the Council of the EU - functions as the principal. It offers Member States
a financial incentive: access to a dedicated and tailored envelope of the RRF in exchange for
committing to an RRF plan, including reforms consistent with the CSRs. The second phase be-
gins once the plans are adopted by the Council. The principal shifts to the Commission, which
makes access to the RRF envelope conditional on each Member State's RRF plan. Payments are
made only in return for documented results - completed investments and reforms. This shift is
the defining structural feature of the RRF and creates a tension between the European-level
interest in shared economic stabilisation and the domestic interest in minimising the political

costs of reform - a tension the principal-agent framework is well suited to analyse.

The principal-agent framework, as developed by Jensen and Meckling (1976), sets out how di-
vergent interests generate predictable incentive problems in the governance relationship at the
heart of the RRF. An agency relationship is defined as follows:

"(...) a contract under which one or more persons (the principal(s)) engage another person (the
agent) to perform some service on their behalf which involves delegating some decision-making
authority to the agent. If both parties are utility maximisers, there is good reason to believe that
the agent will not always act in the best interests of the principal” (Jensen & Meckling, 1976, p.
308)

To limit divergence from its interests, the principal can instate incentives and incur ‘monitoring
costs’. In turn, the agent carries 'bonding costs' to reassure the principal of its intentions — for
example, through reporting for transparency purposes. Jensen and Meckling (1976, p. 308) ar-
gue that some divergence will always persist, resulting in a 'residual loss' for the principal. A
core assumption of this thesis is that all actors are rational and act in a utility-maximising man-
ner. A financial incentive, therefore, has direct explanatory value for the agent’s behaviour. This
framework has previously been applied to the relationship between voters and politicians
(Ferejohn, 1986, p. 8), and between European governments and the Commission and European

Court of Justice (Hooghe & Marks, 2001, p. 10).
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Another concept within the principal-agent relationship that is particularly relevant to the
RRF's governance design is the ‘moral hazard problem’, which is connected to the residual loss.
The moral hazard problem describes what follows from the agent's incentive to act in its own
interest rather than the principal's, exploiting the fact that its actions cannot be fully observed
or verified (Busato & Coletta, 2017, p. 299). In the context of the RRF, this risk is most pro-
nounced in the implementation phase, where the Commission relies on the Member State's own
documentation to verify compliance, and the European Court of Auditors has criticised this doc-
umentation as occasionally weak and heterogeneous across Member States (ECA, 2024, pp.
396-370). Because the reward is tied to documentation rather than to an independent assess-
ment of reform quality, the moral hazard problem places a structural limit on what the moni-
toring architecture can achieve — meaning the residual loss for the principal may reflect not
only domestic political resistance to reform, but also performative or superficial implementa-

tion. The following sections apply the framework to the two phases of the RRF identified above.

3.1 The planning phase: funding as an incentive to reforms

At the planning phase, the intergovernmental level — made up of the European Council and the
Council of the EU — functions as the principal by establishing the collective goal of structural
reform and economic recovery and offering financial incentives to Member States to commit to
it. The European Council agreed on the debt-financed instrument and its architecture to ensure
economic recovery after the pandemic and to make funding available to reward reforms in line
with the CSRs (Armingeon et al,, 2022, pp. 160-161). The CSRs themselves are adopted by the
Council of the EU after discussion in the European Council. According to Varga and Veld (2013),
Member States share a common interest in national structural reforms, as these can leverage
growth and employment across the single market. The combined investments and reforms in
the RRF plan should have an estimated cost corresponding to the Member State’s envelope
(ECA, 20253, p. 18) - but the payments on completion of individual RRF reforms do not need to
reflect a cost, making the financial incentive attractive regardless of reform difficulty. This in-
centive structure is the mechanism through which the principal sought to align Member States'

planning choices with the CSRs, as examined at the national level in the following section.
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The national level is where the principal's financial incentive meets domestic politics in the
planning phase — and where the RRF may address one of the most persistent barriers to struc-
tural reform. The political economy of reform literature identifies asymmetric short-term costs
as a key obstacle. Even when the long-term gains from a policy change are broadly distributed,
the immediate costs fall on specific groups — such as workers facing restructuring or pensioners
facing adjusted entitlements. This makes political opposition disproportionately strong relative
to diffuse benefits (Alesina & Drazen, 1991; Fernandez & Rodrik, 1991; Khemani, 2017). The
RRF's funding structure may address this barrier directly. By making EU grants available upon
completion of a planned reform, the national government acquires resources that can be de-
ployed to soften the financial impact on those bearing the short-term costs. A tax benefit for
more sustainable transport vehicles might be blocked by having to increase revenue or cut
spending, but it becomes more tractable if the cost can be funded through RRF payments. This
logic is consistent with Jacoby and Hopkins' (2019) finding that conditionality works best when
it assists reform-minded national elites towards a credible reward. However, the concept of the
residual loss predicts that the incentive structure will not ensure full implementation of the
CSRs through the RRF reforms - some reforms will be subject to too much domestic resistance

to be resolved by a check.

The planning phase was also shaped by significant time pressure, which could have interacted
with the asymmetric incentive structure to produce different negotiation dynamics across
Member States. The RRF regulation was adopted in February 2021, and Member States were
eligible for pre-financing of up to 13 pct. of their envelope upon Council adoption of their RRF-
plan, provided this occurred before 31 December 2021 — leaving less than a year to design,
negotiate, and submit a national investment plan of unprecedented scope (Regulation (EU)
2021/241, art. 13). In line with the principal-agent framework, this deadline created an asym-
metric lever: for Member States with larger envelopes relative to GDP, the pre-financing repre-
sented a substantial financial reward that intensified the incentive to reach agreement on a plan
with the Commission quickly. Meanwhile, Member States with smaller envelopes faced less
pressure and had to negotiate a smaller plan. However, Bekker (2021, p. 182) highlights the
notion in the regulation stating that the Commission should fully respect national ownership,
while Eihmanis (2025) finds that the Commission undoubtedly shaped Estonia’s RRF plan dur-

ing negotiations. The effect of time pressure on the effect of the incentive is excluded from this
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study, as it is difficult to assess the effect on the planned reforms in the RRF plans. Therefore,
this thesis relies exclusively on implemented and financially rewarded reforms rather than

planned ones.

3.2 The implementation phase: conditionality on Member States

Once the RRF’s national investment plans are adopted, the Commission assumes the role of
principal, enforcing the financial conditionalities each Member State has itself agreed to by
withholding payments unless documented results are delivered. Under the RRF's performance-
based payment model, funding tranches are released only upon the Commission's verification
that agreed milestones and targets have been met. If a Member State wishes to amend its
planned reforms, this requires approval from both the Commission and the Council. In princi-
pal-agent terms, the Commission's verification and payment procedures constitute the princi-
pal's monitoring of expenditures. However, the Commission's monitoring capacity faces a
structural limitation. There is no legal definition of what constitutes a reform — mirroring the
challenge flagged in the political science literature (Cerna, 2013, p. 4). The milestones and tar-
gets against which compliance is verified were negotiated with the Member States in their RRF
plans, and the Commission relies on the reported documentation. Throughout the RRF imple-
mentation, the controls and reporting frameworks have been updated - for instance, if previ-
ously fulfilled milestones and targets were not fulfilled anymore, the Commission can subtract
funding from the next payment to that Member State (ECA, 20253, p. 32). The weaknesses of
the monitoring instrument mean that residual loss may take the form of Member States mim-
icking compliance with the CSRs or their RRF plans rather than delivering the reforms the prin-

cipal intended.

In many Member States, a new government had to implement reforms that were entrenched in
the RRF plan negotiated by their predecessors to access their RRF envelope. While the Member
States could choose to forego the funds and drop any loans they have committed to, the billions
of RRF grants will be repaid by the EU budget until 2058; the Member States will thus partici-
pate in the repayment of the RRF grants regardless of their own benefit (Arnal et al.,, 2025).
Member States can make amendments to their RRF plans, but only due to “objective circum-

stances” as stated in the regulation (2021/241, art. 21), which then go through adoption by the
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Council. Examples of this struggle are the cases of Italy, having to politically compromise during
the implementation, and Sweden, engaging in lengthy renegotiations of its RRF plan. In Italy,
the RRF plan was negotiated by Mario Draghi’s government, but Giorgia Meloni was responsible
for the implementation from 2022 onwards and attempted a complete overhaul, ultimately
having to continue with some adjustments to access the biggest envelope in the RRF (Capati &
Christiansen, 2025). In Sweden, a new government took office shortly after the RRF plan was
adopted in 2022, and in 2024, several amendments were adopted: the justifications were on
the grounds of better methods and the rise of costs due to inflation, but the result was fewer
administrative tasks and the removal of milestones for a fuel reduction obligation (Commission,
2024). Both effects align with a shift in political priorities between the two governments (Aylott
& Bolin, 2023).

Compliance with national RRF plans against or at odds with the sitting government creates a
different set of bonding costs for the agent and risk of further residual loss. The national own-
ership component of the RRF plans created in the planning phase might be challenged, jeopard-
ising the alignment of interests between the Member State and the EU. This could fan the moral
hazard problem, increasing superficial compliance to extract funding without real effort to im-
plement the reforms and realise their objectives. Additionally, the Member State could decide
to simply drop the implementation of a given planned reform, adding to the residual loss. While
the principal-agent framework assumes that the agents’ self-interest can be adjusted by eco-
nomic gain, the political economy of reform literature adds the notion of ownership as an im-
portant factor to the uptake of conditional reforms. The governance structure of the RRF en-
sures significant ownership and extensive involvement by the Member States’ governments,
but the level of ownership can decrease with changes of government, adding to the risk of re-

sidual loss by not implementing planned reforms.
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4. From recommendations to reforms: research design and

variables

Having established uncharted territory in previous literature and the theoretical basis for pre-
scribing an effect to financial incentives and conditionality, this section elaborates on the meth-
odological considerations behind developing a fitting research design. The country-specific rec-
ommendations (CSRs) serve as both the legal and institutional focal point of this study, as they
are anchored in the regulation establishing the Recovery and Resilience Facility (RRF) and de-
fine the direction of the principal-agent relationship theorised above. According to Capano and
Howlett (2009, p. 2), a clear policy goal and external steering of this kind align with a teleolog-
ical understanding of policy change, in which Member States are directed towards defined re-
form objectives and outcomes are evaluated against those pre-stated goals. This has a specific
epistemological implication for the research design: the focus is on output rather than process,
meaning that only reforms officially classified as fulfilled and resulting in payment are included
in the analysis. Reforms that indicate intention but have not been verified and disbursed by the
Commission are therefore excluded, since the purpose is to evaluate the results of the incentive
structure as an instrument - what it delivers - rather than to reconstruct how individual re-

forms were planned or negotiated domestically.

This research treats the RRF's financial incentive as an exogenous explanatory factor, rather
than seeking to account for the endogenous domestic conditions that have also driven reform
efforts in individual Member States. This choice follows directly from the principal-agent frame-
work: if financial incentives are the cross-cutting mechanism through which the principal seeks
to align agent behaviour, then variation in the size of that incentive across Member States
should produce variation in the uptake of the CSRs - making it the theoretically motivated in-
dependent variable. The aim is therefore to assess the effect of a single, asymmetric incentive
structure across all 27 Member States, in line with Capano and Howlett's (2009, p. 2) observa-
tion that teleological models of policy change foreground exogenous variables over internal po-
litical dynamics. A descriptive analysis of reform patterns by policy area serves as a comple-
ment to this, mapping what the principal has gained and lost across Member States in aggregate

- revealing which policy areas the incentive structure has been most and least effective at
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driving, and thereby giving more texture to the residual loss identified in the principal-agent

framework.

The research design is deductive in its overall orientation, testing a theoretically derived ex-
pectation - that larger financial incentives produce higher CSR uptake. However, the first step
of the analysis, which forms the empirical foundation for the subsequent correlation, required
an iterative approach: the method for matching fulfilled reforms to the CSRs was developed
with an empirical starting point, as no established coding framework exists for this novel area
of analysis. This iterative necessity is compounded by a structural feature of the RRF regulation
itself: there is no commonly agreed definition of what constitutes a reform. This reality is re-
flected in the heterogeneity of the empirical material across Member States: the reported re-
forms span everything from roadmaps, amendments, new regulations, programmes, task
forces, and strategies. Attempting to categorise or value reform types would therefore intro-
duce a layer of analytical judgement unsupported by either the regulatory framework or an
established theoretical framework for categorising scope, intent, or measurement (Cerna,
2013, p. 4; Regulation (EU) 2021/241, 2021; Zeitlin et al., 2025). To ensure that interpretive
decisions remained traceable and consistent across all 27 cases, I wrote memos throughout the
matching process to document the basis for coding judgments, the criteria applied, and any re-

visions made, as elaborated in a dedicated section on RRF reforms as a variable.

4.1 Research design

To examine the relationship between the RRF's incentive structure and the uptake of the CSRs,
the research design consists of two sequential steps: matching CSRs to fulfilled reforms across
all 27 Member States and then analysing the correlation between the resulting CSR uptake
scores and each Member State's financial allocation. The first step is a systematic content anal-
ysis across 27 cases, in which fulfilled reforms are coded against a bespoke coding scheme -
one per Member State - constructed from that Member State's CSRs. The CSRs are labelled with
‘policy areas’ by the Commission, and the matching process therefore also reveals which policy
areas have been addressed and which have not across all Member States. The second step anal-
yses the relationship between the financial incentive, operationalised as the national RRF en-

velope, and the Member States’ results from the first step. Besides bivariate statistical analysis,
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the relationship is controlled for divergence in the number of CSRs and economic vulnerability.
The data collection relies on an unobtrusive method drawing exclusively on official sources
published by the Commission (2021) under the transparency requirements of the RRF regula-
tion (2021/241, art. 25), ensuring that the empirical basis is consistent and comparable across

all 27 cases (Clark et al.,, 2021b, pp. 306-307).

A longitudinal study comparing CSR uptake before and after the introduction of the RRF is not
a viable alternative design for two reasons. First, the nature of the CSRs - which are frequently
rolled over to the following year if the underlying challenge persists (Arnal etal., 2025) - means
that the pre- and post-RRF periods cannot be cleanly separated on the basis of the recommen-
dations themselves; the Commission actively uses the RRF as a cut-off point in its tracking (Eu-
ropean Commission, n.d.). Second, any pre-post comparison would face the additional con-
founding problem of disentangling the effect of the RRF from the effect of the COVID-19 pan-
demic itself, which independently altered both the content of the CSRs and the reform priorities
of Member States. The cross-sectional design is therefore a deliberate methodological choice.
The outcome of the analysis, a descriptive overview generated in the first step, is driven by the
missing insights into the relationship between RRF reforms and the CSRs in general, and the
ambition to reveal more concretely what the financial incentive has delivered, as determined
in the second step, across which Member States and for which policy areas. The two steps of
the research design and the variables underlying them are elaborated in turn in the following

sections.

4.2 The first step - matching CSRs and RRF reforms

The first step consisted of matching each fulfilled reform to a corresponding CSR for each Mem-
ber State, comparing 1,617 activities across 912 reforms to the CSRs from 2019 and 2020 - the
two cycles that served as the basis for the planning of the RRF plans under the RRF regulation.
The data draws on archive material published by the Commission in line with the transparency
requirements of the RRF regulation and the process of the European Semester, which is the
annual cycle through which the Commission monitors Member States' economic and fiscal pol-
icies and issues the CSRs (Varga & Veld, 2013). The CSRs are labelled with policy area designa-

tions by the Commission, and matched reforms are required to relate to the same policy area,
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which produced a score of addressed sub-level CSRs for each Member State and each policy

area, respectively.

The criteria for the matching process were a fit between the content of the RRF reform and any
given CSR for the same Member State. During the process, I labelled all reforms as fitting, not
fitting, or undecided, with the undecided category introduced after the second case to capture
borderline matches. After completing all 27 cases, the first three were reassessed to check
whether coding judgements had shifted, resulting in one reform being reclassified. All unde-
cided reforms were subsequently resolved by consulting the full CSR documents to better un-
derstand the macroeconomic context behind each recommendation, since these documents
elaborate on Member States' macroeconomic situations and the structural challenges under-
pinning each recommendation. The fitting matches fell on a spectrum between apparent and
latent, given the variation between the reforms implemented by the Member States: Some re-
forms related directly to concepts in a CSR, whilst others more indirectly pursued an objective
laid out in a recommendation. An example of an apparent match is Italy’s reform “National Plan
tackling undeclared work”, which was matched to the CSR “(...) Step up efforts to tackle unde-
clared work” (CSR Italy, 2019). An example of a more latent match is Spain’s “Law on the Quality
of Architecture and Building Environment and New National Architecture Strategy” which was
matched to the CSR “[Focus investment-related economic policy on] (...) and energy efficiency,
(.--)” (CSR Spain, 2019), as the content of the reform and milestones and targets latently con-
tributes to improve the energy efficiency of buildings. Each reform was compared to all the

CSRs in the corresponding Member State to decide on a single CSR as the best match.

All the reforms have one or several CSRs prescribed by the RRF plans; I chose to only match the
reforms to one single CSR using the principle of matching the primary aim of the content of the
reform to the best-fitting recommendation. I decided not to limit the potential matches to the
prescribed CSRs, because the Member States have an incentive to report reforms against as
many CSRs as possible, since the RRF regulation (2021/241, art. 17 and 18) requires that plans
address all or a significant subset of the recommendations. This behaviour is consistent with
the moral hazard problem identified in the principal-agent framework: because the reward is
tied to documentation rather than to an independent assessment of reform quality, the agent

has a rational incentive to present measures as CSR-responsive even where the substantive
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alignment is weak. This process did not track the cases in which a reform was matched to a
different CSR than the reported one, as the cases were relatively few, and it is unclear what the

criteria for prescribing CSRs to reforms are for the Member State or the Commission.

A limitation of this process is that the RRF reforms are matched to the CSRs regardless of the
effect or extent to which they address the relevant recommendation, and this study can there-
fore not measure the actual compliance rate of the RRF reforms with the CSRs. The dataset by
the Commission detailing CSRs uses a system for labelling the degree of implementation for
most recommendations: no progress, limited progress, some progress, substantial progress,
and full implementation. However, these labels cannot be operationalised to assess the effect
of the RRF reforms, as it takes all policy measures in the given Member State into account and
not just the RRF reforms or investments. To get a brief assessment of any patterns between the
Commission’s labels and Member States’ RRF reforms, I translated the labels into the values 0,
25, 50, 75, and 100, respectively, as done in the study by Efstathiou and Wolff (2018). Then I
calculated the average value for each Member State and compared it to the score of addressed
CSRs through the RRF; there was no apparent pattern. However, this circumstance can not con-
clude whether the RRF reforms have contributed to the implementation of the CSRs; rather, it
illustrates how the challenges in the CSRs from 2019 and 2020 vary in difficulty across Member
States. For instance, the recommendation to invest in clean and efficient production of energy,
recommended to all Member States, is given to a highly diverse status quo for the domestic
production of renewable energy across the EU (Wojtowicz, 2024, p. 162). The following sec-

tions elaborate on the operationalisation of CSRs and RRF reforms for the purpose of this study.

4.2.1 The country-specific recommendations (CSRs)

The European Semester is a yearly cycle, and the relevant cycles for the matching process are
2019 and 2020, as their CSRs are the common starting point for all the Member States’ planning
phase of the RRF in line with the regulation ( 2021/241, art. 17 (3)). Restricting the coding
scheme to the 2019 and 2020 CSRs serves both the internal consistency of the score calculation
and the cross-country comparability of the analysis. Later recommendations, such as the 2024
cycle, could be the basis for amendments to the RRF plans introducing new reforms, but includ-

ing these reforms would inflate the denominator of the CSR uptake score for the affected
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Member States, as then all further CSRs from, e.g., 2024 would also be counted as addressed or
not addressed. Fifteen reforms across 9 Member States are linked to CSRs issued after 2020
and are therefore excluded from the analysis. An example is Denmark’s reform to reduce emis-
sions of greenhouse gases from production on carbon-rich soils, which did not match the 2019
or 2020 CSRs as it was added later based on the 2024 CSR: “take further efforts for sustainable
agriculture by stepping up decarbonisation measures and action to reduce nutrient losses” (CSR
Denmark, 2024). Had the CSR been included in the study, Denmark would have gone from a
total of 5 to 8 CSRs. Had all the 15 excluded reforms been included, those 9 Member States
would have had more CSRs to cover, and the cross-country comparison would be methodolog-

ically challenged.

To convert the CSRs from 2019 and 2020 for use in this study, [ used the Commission’s version
of the CSRs, split into sub-level CSRs. The Commission divides each CSR into sub-level recom-
mendations, slicing the recommendation into separate and more granular recommendations
for different policy areas (Guidi et al., 2023). For example, the 2019 CSR to the Czech Republic
to “Support employment through active labour market policies, the provision of skills, including
digital skills, and access to digital learning” (CSR Czechia, 2019) has been split into a sub-level
CSR for active labour market policy (Support employment through active labour market poli-
cies,) and one for skills (the provision of skills, including digital skills, and access to digital learn-
ing). The RRF reforms by the Member States prescribe a CSR match, but not at the sub-level -
the matching process did not encounter any reforms addressing a full CSR; instead, it only

matched a sub-level CSR.

To convert the CSRs from 2019 and 2020 for use in this study, identical recommendations for
the same Member State are merged. Where the CSRs from 2019 and 2020 for a given Member
State overlap - producing fully or near-identical sub-recommendations across the two cycles -
the duplicate is counted once, assigning a ‘merger ID’. This system avoids an inflated denomi-
nator, as I decided to only match each reform once. The feature of repeated recommendations
in the European Semester is meant to illustrate that a policy challenge persists, not that it
should be addressed each year individually. For instance, Latvia had a CSR recommending in-
vestment in sustainable transport in both 2019 and 2020, but implemented only one reform

addressing this recommendation. As the reform is only matched once, merging the two identical
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CSRs ensures that the score for Latvia reflects that the policy intent of the recommendations
was addressed, instead of a score reflecting that Latvia only addressed one of its transport rec-
ommendations. Table 1 illustrates examples of sub-level CSRs with policy area labels created
by the Commission (European Commission, n.d.) and how I have applied merger identifiers to

identical recommendations from 2019 and 2020.

The score of addressed sub-level CSRs reflects the share of attainable sub-level CSRs for each
Member State; to ensure that, sub-level CSRs that are not manageable for the purpose if the RRF
are excluded. Between two and four sub-recommendations per Member State were excluded,
as they could not plausibly be addressed through the reform component of the RRF - for exam-
ple, the sub-recommendation issued to all Member States in 2020 to “Front-load mature public
investment projects”(CSR Romania, 2020, p. 8). No implemented reforms addressed this CSR,
which is better suited for the investment branch of the RRF or self-standing national policies.
Additionally, many Member States had CSRs from 2019 and 2020 recommending budget disci-
pline and management of debt, which most of them did not address: that is expectable, as the
performance-based payment system design of the RRF cannot measure what a Member State

does not do, i.e., cuts to spending or not issuing further debt.

However, this analysis cannot provide an understanding of the RRF instrument’s full engage-
ment with the CSRs, as all the milestones and targets related to investments are not included.
This limitation is by design, as the RRF payments to investments are linked to the estimated
cost of that investment and essentially reimburse costs once the milestones and targets have
been fulfilled. Therefore, the incentive structure and conditionality are less pronounced, as the
incentive is the outcome of the investments and not the RRF payment itself. Additionally, this
development leads back to a core ambiguity in the governance and implementation design of
the RRF: the lack of a legal definition of a reform or investment (Regulation (EU) 2021/241,
2021). Itis also not possible to use the CSRs to choose or discard milestones and targets rather
than the label ‘reform’: while their purpose is to recommend structural reforms, several of them
encourage public financing. In the end, this research relies on what the Member States, as ap-
proved by the Commission and the Council, label as milestones and targets for a reform. The

RRF reforms used for this analysis and comparison to the sub-level CSRs thus have a high
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internal legitimacy, and are the true novelty introduced by the RRF’s performance-based pay-

ment model.

4.2.2 The implemented reforms under the Recovery and Resilience Facility
(RRF)

The available data on implemented reforms is heterogeneous across Member States despite all
records being published using the same template, and each Member State's reforms are there-
fore assessed individually when matched against the relevant sub-level CSRs. Each Member
State worked with the Commission to develop its RRF plan, which was subsequently adopted
by the Council. The plans detail qualitative or quantitative benchmarks - milestones and targets
- for each investment project and reform. When these benchmarks are met for a given reform,
the Member State submits the documentation specified in the milestone or target for assess-
ment by the Commission; on positive assessment, the corresponding payment is released, and
the fulfilled milestone or target is made publicly available on the dedicated RRF website. This
study relies exclusively on milestones and targets related to reforms that have been fulfilled
and disbursed before 1 May 2026, four months before the programme deadline at the end of
August 2026. Whilst only 65 pct. of milestones and targets related to reforms are fulfilled at the
time of writing, Member States have had almost five years to deliver the reforms they planned
(Commission, 2021). Reforms, being less resource- and time-intensive than investment pro-
jects, were expected to have been front-loaded in the programming period as they were also

frequently designed to pave the way for investment projects (ECA, 2025a, p. 10).

The RRF reforms are central to the matching process in the research design; the distribution of
milestones and targets can illustrate patterns of planning reforms. The completed milestones,
targets, and reforms span a multitude of different policy instruments and approaches; this fea-
ture is not considered further in this study. Furthermore, I do not distinguish between reforms
with a single milestone or target and reforms with many. Either of these considerations would
have introduced complexities to the research design that are ultimately challenged by the pri-
mary limitation of the matching process: the inability to assess the depth of reform alignment
with the CSRs. Similarly, the research design cannot distinguish between reforms that reflect

genuine domestic ownership of the CSR agenda and those that represent surface compliance -
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a distinction Jacoby and Hopkin (Jacoby & Hopkin, 2019, p. 24) identify as critical to whether
reforms are sustained beyond the conditionality period. Whether the reforms captured in this

analysis represent durable structural change, therefore, remains an open question.

Table 1 provides four examples of reforms matched to sub-level CSRs across four different
Member States, illustrating both the heterogeneity of the data and the range of information
drawn upon in the matching process. The examples show how the same reporting template is
used differently across Member States: some include timelines, some concentrate the most sub-
stantive description of the reform in the reform description field, whilst others provide the
most detail in the milestone or target description. For the CSRs, the matching draws on the text
of the sub-level recommendation and the policy area label assigned by the Commission. For the
implemented reforms, the matching draws on the reform name, reform description, milestone
or target name, and milestone or target description. The column indicating the number of mile-
stones or targets per reform - at least one - reflects the fact that Member States may attach
several sequential benchmarks to a single reform, securing payments for partial implementa-
tion or intermediate steps rather than only upon full completion. Where several milestones or
targets are attached to the same reform, their names and descriptions are combined in the rel-
evant cells, separated by a plus sign (+). Table 1 therefore also illustrates the variation in how
Member States have structured the conditionality within their own plans, which is relevant

context for interpreting the matching judgements made throughout the first step.
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Table 1: Examples of RRF reforms matched to sub-level CSRs

25 May 2026

Finland Poland Belgium Italy
Merger ID
TRANSPORT HEALTH CIRCULAR JUSTICE

Sub-level CSR

2019 3.3: and focus invest-
ment-related economic pol-
icy on sustainable transport,
taking into account regional
disparities. // 2020 3.5: sus-

tainable and efficient infra-

2019 3.6: [Focus investment-related
economic policy on] healthcare //
2020 1.2: Improve resilience, acces-
sibility and effectiveness of the
health system, including by provid-

ing sufficient resources and acceler-

2020 3.7: the circular

economy,

2019 4.2: Improve
the effectiveness of
the fight against
corruption by re-
forming procedural

rules to reduce the

transport sector in Finland.
This measure consists of the
adoption of a Roadmap for
fossil-free transport, pre-
senting a set of measures
aiming to achieve emission

free transport by 2045.

aimed at incentivising young people
to take up and pursue medical stud-
ies and subsequently practise medi-
cine in Poland. It comprises (i) the
introduction of a scheme for granting
loans to medical students, including

financial incentives to practice in

with industrial partners,
knowledge institutions,
public administrations,
banks and civil society.
This reform shall signifi-
cantly improve and expand

the governance of this

structure ating the deployment of e-health ser- length of criminal
“ vices. trials. // 2020 4.1:
5 Improve the effi-

ciency of the judi-
cial system and

Policy area(s)

Transport;Regional develop- | Healthcare Energy, resources & cli- Corruption;Justice

ment & local public services mate change system

// Renewable energy, en-

ergy infrastructure & net-

works;Energy effi-

ciency;Transport

Reform name

Roadmap for fossil-free Creating the right conditions for an | Governance Circular Flan- | Reform of criminal

transport increase in the number of medical ders justice

staff

Reform description

The objective of this meas- | The objective of the reform is to con- | Circular Flanders is the The objective of

ure is to create a long-term | tribute to improving the matching central platform in Flan- this reform is to
% strategic framework with between needs and availability of ders aimed at facilitating shorten the length
‘% the aim to reduce emissions | medical professionals in Poland. The | the transition to a circular | of criminal pro-
E stemming from the domestic | reform shall consist of initiatives economy in cooperation ceedings. The re-

form consists in the
adoption of actions
that simplify exist-
ing procedures and
increase courts’

productivity.
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Poland after their studies end and
(ii) the creation of second-cycle stud-
ies for medical emergency practi-
tioners, which shall translate in in-
creased qualifications and revenues
for concerned professionals. The re-
form shall also consist of the intro-
duction of legislation to improve the
attractiveness of medical professions
and working conditions of medical
professionals. This legislation shall
increase the flexibility of post-gradu-
ate training, including by enabling
doctors to be awarded a new certifi-
cate of professional competence in
various specialised fields. It shall
also increase the lowest basic salary
for a wide range of medical profes-
sionals and reorganise the attribu-
tion of certain competences between
doctors and specialised medical pro-
fessionals, emergency medical pro-
fessionals, nurses and other medical
caregivers, after providing appropri-
ate training. The implementation of
the reform shall be completed by 30
June 2026.

platform. In that frame-
work, public-private part-
nerships shall focus on a
combination of thematic
work agendas, such as cir-
cular construction, chemis-
try/plastics, other product
chains in the manufactur-
ing industry, bio-economy
and the food chain, and a
number of strategic levers
(financing, innovation, cir-
cular supply, research,
awareness). The texts of
the roadmap and work
agendas are expected by

31 December 2021.

Nr. of M/T

2

2 included out of 3

Milestone/Target Name

Adoption of the Government
resolution LVM/2021/62 to
reduce greenhouse gas emis-
sions from domestic
transport +"Publication of
government decision regard-
ing additional national
measures to reduce emis-
sions from domestic

transport”

Amendment to the Law on Higher
Education and Science and on the
Professions of Physician and Dentist
to provide a legal basis for financial
support from academic year
2021/2022 for students in the field
of medicine in Poland

+Entry into force of the legislative
Act on the profession of paramedic
and the self-government of paramed-
ics, which shall introduce the possi-

bility of creating second-cycle

Launch of Steering Group

of Circular Flanders

Entry into force of
enabling legislation
for criminal justice

reform
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Milestone/Target description

The roadmap for fossil free
transport shall include in-
structions and guidelines for
the preparation of measures
to reduce greenhouse gas
emissions from domestic
transport by 50% by 2030
compared to 2005 levels.
Some of the measures shall
be implemented by legisla-
tion and others by policy
measures.+The measures to
be adopted shall follow a
comprehensive impact as-
sessment and shall aim at re-
ducing transport emissions
by 50% in 2030 compared to
2005. The estimated amount
of reductions needed with
additional measures is 1.03
megatonnes (as estimated in
the baseline scenario April
2020). The estimate shall be
updated based on the up-
dated base scenario that
shall be presented in au-

tumn 2021.

The law shall enter into force and in-
troduce the possibility of using fi-
nancial support in the form of a loan
for students of paid studies in the
field of medicine at a university level.
The student shall be able to apply for
early repayment of the loan or for an
extension of its repayment period.
After meeting certain conditions
specified in the Act, the student shall
be able to apply for a partial or com-
plete remission of the loan for medi-
cal studies. Students who take ad-
vantage of the support shall be able
to apply for a complete remission of
the loan upon meeting the following
conditions: work after graduation for
a period of not less than 10 years
within 12 consecutive years counted
from the date of graduation, in enti-
ties performing medical activities on
the territory of the Republic of Po-
land, which provide health care ser-
vices financed from public funds, and
obtain the title of specialist within
the above-mentioned period, in a
field of medicine recognised as a pri-
ority on the day the physician com-
mences the specialisation training. A
person who meets these two condi-
tions shall not have to reimburse the
loan for medical studies. Detailed

conditions and procedure for

Steering group for the gov-
ernance of Circular Flan-
ders appointed and
Roadmap and Work Agen-
das for guiding circular
economy projects and the
development of strategic

levers adopted

Enabling legislation
which shall include
at least the follow-
ing measures: i) a
reviewed notifica-
tion system, ii) a
broader use of sim-
plified procedures,
iii) a broader use of
electronic filing of
documents, iv) sim-
plified rules on evi-
dence, v) the defini-
tion of time limits
for the duration of
preliminary investi-
gation and
measures to avoid
stagnation in the in-
vestigative phase,
vi) extension of the
possibility to extin-
guish the crime if
damages have been
repaid, vii) intro-
duction of a moni-
toring system at
Court level and in-
crease the produc-
tivity of criminal
courts through in-
centives to ensure

reasonable length
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cancelling the loan shall be specified of proceedings and
in the legislative act. +In order to im- uniform perfor-
prove the competences of paramed- mances across

ics, a legislative act shall enter into courts.

force and enable the creation of sec-
ond-cycle programmes in the field of
paramedic, defined as two-year stud-
ies ending with obtaining a master's
degree. Obtaining the master’s de-
gree shall allow paramedics to gain
additional qualifications, which aims
to translate into higher ranking in

the salary category.

4.3 The second step - the relationship between the financial incentive

and the addressed CSRs

The CSR uptake score derived from the first step serves as the dependent variable in a bivariate
analysis, with the size of the financial incentive represented by the RRF envelope as a share of
GDPin 2023 as the independent variable. This analysis tests the theorised relationship between
financial incentives and reform uptake across the Member States through construct validity,
assessing whether the instrument produces the outcomes it was designed to generate. By de-
sign, the RRF envelopes are of different sizes across Member States, meaning the incentive
structure is asymmetric. As the sample consists of all 27 Member States - constituting 100 pct
of the potential population - a scatterplot, Pearson's r, and Spearman's p are used to examine
the relationship. Both variables are ratio variables, as they are relative measures with equal
intervals and a meaningful value of zero: a Member State with a score of 50 pct has addressed
twice the share of its sub-level CSRs as one with a score of 25 pct, and a value of zero for either
variable carries a substantive meaning (Clark et al., 2021a, p. 324). The scatterplot reveals
whether a linear relationship exists between the two variables. Pearson's r indicates the
strength and direction of that relationship through a coefficient ranging from -1 to 1, and
Spearman's p confirms whether the relationship holds when assessed on ranked values rather

than raw scores, reducing the influence of any individual outlier (Clark et al., 2021a, p. 333).
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Standardised OLS regressions are applied as a complement to the bivariate analysis to assess
the robustness of the observed relationship under different model specifications. The first
model fits the CSR uptake score and the RRF envelopes as a share of GDP in 2023. The second
model controls for each Member State's total number of CSRs. The score calculation in the first
step of this analysis is constructed such that Member States with fewer CSRs face a dispropor-
tionately large penalty for missing a single recommendation relative to Member States with
many - introducing potential volatility in the dependent variable that is unrelated to the finan-
cial incentive. The third model is a robustness check including a measure for economic vulner-
ability, as the different economic realities of Member States could be a confounding factor to
the effect of the financial envelope; however, it is not included in the primary specification, as
it partially determines the size of RRF, and its inclusion would therefore introduce an endoge-
neity problem. A fully specified fourth model includes all three predictors simultaneously, the
results of which are interpreted with appropriate caution: with three predictors, the model op-
erates at the boundary of what cross-sectional OLS can reliably support for this sample size
(Huntington-Klein, 2025). Other variables such as administrative capacity, political stability or
trust in the EU are not considered, as they are less relevant to the theoretical framework. The
following sections elaborate on the variables underlying the second step of the research design:

the financial incentive measured by the size of the RRF envelope and the variables for control.

4.3.1 The national RFF envelope

The incentive structure in the RRF is inherently asymmetric, meaning that the principal-agent
dynamics theorised above apply to varying degrees across the 27 Member States. The RRF de-
termined a ceiling for grants and loans for each Member State using an allocation key that takes
relative poverty and unemployment rates across regions into account. The result was consid-
erably larger allocations as a share of GDP for Eastern and Southern European Member States
than for their Northern and Western counterparts (Barbero et al.,, 2022, p. 2). The asymmetry
is further compounded by the option for a voluntary loan component. As shown in Table 2, only
12 Member States opted to take up loans before the deadline in August 2023, whilst uptake on
the grant component was universal. Two measures of RRF funding relative to GDP were initially
considered - as a share of GDP in 2023 and as a share of cumulative GDP across 2021-2026. As

the latter relies on a forecast for 2026, it introduces measurement uncertainty absent from the
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2023 figure, which is published directly by the Commission on the official website. Given that
both measures produced substantively identical results across all specifications, GDP 2023 was
retained as the preferred measure. Figure 1 illustrates the resulting distribution of RRF funding
across Member States as a share of GDP in 2023. The Member States coloured yellow receive
less than 5 pct of their GDP in 2023, while the blue colour marks the 12 Member States receiving
the most. The extreme cases are Ireland, Luxembourg, and Denmark, receiving less than 0.5 pct

and Italy, Croatia, and Greece receiving more than 9 pct.

Figure 1: The RRF envelopes range from 0,2 pct to 16 pct of GDP in 2023

RRF allocation share of national GDP 2023

1% 2% 5% 8% 11%

ol
.
|

Map: Author « Source: Recovery and Resilience Scoreboard + Created with Datawrapper

34



Anna Selma Wentzer STVM23 25 May 2026

However, itis important to keep in mind that the theorised relationship between reform uptake
and the RRF envelope is indirect, as this variable does not illustrate the amount of funding avail-
able for reforms, but investments and reforms combined. This connects to the quality of data -
while using archival public data is reliable and of high quality, key variables for this research
design are missing, such as the payout values per milestone or target. Had this been present,
the analysis could have presented stronger conclusions on the effect of funding, especially
across the policy areas, by bivariate or multivariate analysis. Alternatively, this data would
have made it possible to give special attention to the reforms receiving the most funding and
which Member States prioritised the compensation for reforms rather than reimbursement of
investments. Neither conclusion can be made based on this thesis, as there is no ring-fencing of

funding for reforms or a set payment value for reforms.

4.3.2 Economic vulnerability and reform pressure

As the dependent variable is constructed as the share of sub-level CSRs addressed through re-
forms, the number of unique CSRs a Member State receives mechanically enters the denomina-
tor, making it necessary to control for this to avoid conflating variation in CSR uptake with var-
iation in the size of each Member State's CSRs. This is particularly consequential for Member
States with few sub-level CSRs, where failing to address a single recommendation produces a
disproportionately large drop in the percentage score compared to Member States with more
CSRs - introducing potential volatility in the dependent variable that is unrelated to the finan-
cial incentive. For example, Ireland has 20 unique sub-level CSR recommendations, while Bul-
garia has 31: not addressing one recommendation decreases Ireland’s score by 5 pct, while the
same decreases Bulgaria’s score by only 3 pct. Additionally, a higher number of unique sub-
level CSRs indicates that either the pandemic has revealed challenges prone to the relevant
Member State, or indicates a previous unwillingness to implement structural reforms com-
pared to Member States with fewer recommendations. This last consideration is connected to
whether the Member State is relatively more economically vulnerable, which either drives
more recommendations or is a result of an unwillingness to reform, as Alesina and Drazen

(1991) theorise.
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The last variable measures economic vulnerability using GDP per capita in 2023 - a deliberately
simplified measure that mirrors the year used for the RRF envelope calculation, avoiding the
need to translate figures across price levels. The choice of 2023 is deliberate: by then, the im-
mediate pandemic distortions had subsided, and domestic stimulus packages had stabilised
economies, whilst RRF payments were still limited enough not to have substantially altered the
underlying economic picture across Member States. A more comprehensive index -combining
debt levels, deficits, unemployment, and private savings as in Armingeon and de la Porte (2022,
p. 146) - would more precisely capture economic vulnerability, but would introduce data from
different years and a complexity that is not warranted given the variable's role as a robustness
check rather than a primary predictor. This is the case as structural economic conditions drove
the allocation of RRF envelopes - primarily pre-existing unemployment and GDP per capita ra-
ther than pandemic severity itself (Armingeon et al., 2022; de la Porte & Jensen, 2021). Given
this endogeneity to the independent variable, GDP per capitain 2023 is included not as a control
but as a robustness check to assess whether structural economic differences between Member

States independently explain variation in CSR uptake beyond the size of the financial incentive.

4.4 The complete dataset

Table 2 provides an overview of all the data material used for the second step, along with results
from the first step. While the data on grants and loans, along with the cumulative payments
before 1 May 2026, are not part of the second step, they provide some context for this study of
the RRF. The last column, ‘score’, is the dependent variable, describing the uptake of sub-level

CSRs through reforms for each Member State.
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5. Cash leads to some reforms: But not all of them

5.1 The reforms under the RFF are very country-specific

The first step of the research design reveals considerable variation in the number of imple-
mented reforms across Member States, with the distribution in Figure 2 indicating that Member
States with envelopes larger than 5 pct of their GDP in 2023 have broadly opted for more re-
forms than those with smaller envelopes. The heterogeneity extends beyond volume: both the
reforms themselves and their associated milestones and targets differ vastly across Member
States, reflecting the ambiguous requirements of the RRF regulation combined with the novelty
of the instrument - it is the first time that Member States' administrations have planned and
implemented reforms through an EU programme (ECA, 2023, p. 28). This ambiguity is itself a
manifestation of the monitoring challenge identified in the principal-agent framework: Member
States negotiated separately with the Commission at the planning stage, which produces mean-
ingful variation in how Member States have structured their conditionality and, by extension,

in how they have managed the bonding costs of the instrument (ECA, 20253, p. 11).

As Figure 2 illustrates, Sweden is the only Member State to attach a single milestone or target
to each reform, whilst Italy — with the largest RRF envelope - averages 2.3 milestones and tar-
gets per reform, indicating a preference for sequential conditionality that secures payments for
partial or intermediate implementation steps. The variation also extends to how the payment
model is applied in practice: an example is Lithuania, where individual milestones and targets
can constitute sub-reforms within a broader reform package, i.e., 11 milestones and targets on
reforms to different parts of the educational sector, while the overall reform is to modernise
general education. Meanwhile, Ireland attaches six milestones and targets to a single reform

consisting of annual incremental increases over 6 years to a carbon tax.
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Figure 2: The number of reforms addressing CSRs varies across the 27 Member States

[l Reforms M&T

Less than 5 pct. of GDP 2023 More than 5 pct. of GDP 2023
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5.1.1 Signs of the moral hazard problem?

Across all 27 Member States, 122 fulfilled reforms were discarded as not fitting the CSRs - 93
by the discretion of the reporting Member State, and 29 based on the coding criteria developed
throughout the matching process. The former category consists of reforms that Member States
themselves did not reference to any CSR in their reporting, most of which are reforms related
to the implementation of the RRF itself or other EU policy documents. The latter consists of
reforms where a CSR reference was provided, but where no reasonable match could be identi-
fied upon assessment against all sub-level CSRs for that Member State. This broader assessment
against all sub-level CSRs - rather than only the referenced ones - is necessary because Member
States have an incentive to report reforms against as many CSRs as possible, or against a differ-
ent CSR than the most accurate fit, since the RRF regulation requires that plans address all or a
significant subset of the recommendations. This behaviour is consistent with the moral hazard
problem identified in the principal-agent framework: because the reward is tied to documen-
tation rather than to an independent assessment of reform quality, the agent has a rational in-

centive to present measures as CSR-responsive even where the substantive alignment is weak.

Table 3 illustrates three examples of discarded reforms from Cyprus, Spain, and Lithuania that

reference a CSR. In the case from Cyprus, the reform “Online platform for trade and information
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symmetry in the fresh produce supply chain” is a very narrow initiative for a very specific sector
and fails to describe how it adds to the objective of any CSR, let alone the reported CSR, despite
its broad coverage across the green transition, environment, liquidity to businesses, digitalisa-
tion, and transport. For the case from Spain, a “Law for Sports”, it was simply not possible to
find a suitable match among Spain’s CSR. The reform only describes the objective, which does
not match Spain’s CSRs, and does not explain any strategy to chase that objective. Finally, the
Lithuanian reform “An Efficient Public Sector” only addressed the skills of civil servants, instead

of seeking to contribute to active labour market policy as recommended. The objective of the

reforms is to improve public administration - a field in which Lithuania has no CSR in.

Table 3: Examples of reforms that did not fit any CSRs

Country Cyprus Spain Lithuania
Reform Online platform for trade and in- | Law for Sports An Efficient Public Sector
name formation symmetry in the fresh
produce supply chain
Reform The objective of the reform isto | The objective of this legislative | This reform aims to reform the civil
description | addresslong-standing draw- measure is to ensure health and | service by improving administra-

Milestone /

backs of the fresh produce sup-
ply chain.

The reform consists in the entry
into force of a law on unfair
practices in transactions in the
local fresh produce market. A
Platform shall be offered to Pro-
ducers’ Organisations in the
fresh produce market.

Law on unfair practices in trans-

safety in the practice of sports
at all levels, to include gender
equality, accessibility and social
cohesion aspects in the regula-
tion of sports, to modernise
sports organisations and infra-
structures through digitisation
and through their ecological
transformation and to promote
the internationalisation of the
sector. The legislation shall
adapt the organisational struc-
tures of sport to the current
challenges that it faces, taking
account of lessons learned from
the pandemic.

The implementation of the

measure shall be completed by
31 December 2022.

Entry into force of the law for

tive processes, human resources
management and strengthening
customer-orientation in the public
sector. Implementation of this re-
form shall require the adoption of
the relevant legislation, including
amendments to the Law on the Civil
Service.

This reform consists of two sub-
measures: (1) modernization of hu-
man resources management system
in the public sector (sub-measure
1); (2) establishment of a central-
ised training system for developing
competences in the public sector
(sub-measure 2).

Strategic guidelines and training

targetname | actions in the local fresh pro- | Sports modules

duce market
Milestone/ Entry into force of a new law | The Law shall foster health and | Strategic guidelines for the long-
target which shall address unfair trad- | safety in the practice of sportsat | term training and competence de-
description | ing practices in transactions in | all levels, gender equality, social | velopment of public sector employ-

the local fresh produce market,

such as unilateral and

inclusion and accessibility, the
promotion of the international

ees and implementation plan of the
strategic guidelines shall be adopted
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CSR
reference

retroactive amendments to con-
tracts, last minute cancellations,
payment deadlines longer than
30 days, payment for damaged
or unsold products and other ac-
tions affecting those involved in
the production and distribution
chain of agricultural products.

2019.CSR4; 2020.CSR3:

Secure adequate access to fi-
nance and liquidity, especially
for small and medium-sized en-
terprises.
public investment projects and
promote private investment to
foster the economic recovery.
Focus investment on the green
and digital transition, in particu-
lar on clean and efficient pro-
duction and use of energy, waste
and water management, Sus-
tainable transport, digitalisa-
tion, research and innovation.

Front-load mature

5.1.2 The case of Hungary

STVM23

dimension of the model and the
modernization of organisations,
and infrastructures through re-
spect for the environment and
digitization.

2019.CSR3; 2020.CSR3:

Focus investment-related eco-
nomic policy on fostering inno-
vation, resource efficiency, and
energy efficiency,

upgrading rail freight infrastruc-
ture and extending electricity in-
terconnections with the rest of
the Union, taking into account
regional disparities.
the effectiveness of policies sup-
porting research and innova-
tion.

Enhance

25 May 2026

by the Government of Lithuania.
Training modules for strengthening
the competencies of public sector
employees shall be developed by the
Public Management Agency. The fol-
lowing training modules shall be de-
veloped: 1) digital competencies; 2)
financial-analytical competencies;
3) leadership competencies.
2020.CSR2:

Mitigate the impact of the crisis on
employment. Increase the funding
and coverage of active labour mar-
ket policy measures and promote
skills.

An outlier among the 27 Member States is Hungary, where zero milestones or targets have been
deemed fulfilled by the Commission, and which is therefore excluded from the correlation anal-
ysis. Hungary's absence from the results is not primarily a failure to implement reforms in line
with the CSRs, but rather a consequence of unmet rule of law conditions embedded in the RRF
regulation. Thinus (2025) finds that rule of law protection in the RRF is treated primarily as a
means of ensuring sound financial management and a credible investment climate rather than
as an end in itself. Credible protection of EU funds against corruption, fraud, and conflicts of
interest is required as a precondition for any payment. Milestones related to these protections
have been designated as 'super-milestones', meaning no other milestone or target can be veri-
fied as fulfilled until sufficient control and audit systems have been approved. Hungary's invest-
ment plan, subject to intense negotiations from May 2021 to December 2022, ultimately con-
tained almost 80 milestones and targets on rule of law protection, among them 27 ‘super-mile-
stones’ (Thinus, 2025, p. 888). The previous government under Viktor Orban refused to imple-

ment these, thus blocking the full envelope. The new government under Peter Magyar entered
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negotiations with the Commission in May 2026 to adjust these milestones to unblock the fund-

ing before the deadline in August 2026 (Zsiros, 2026).

In principal-agent terms, Hungary represents a residual loss: the principal's incentive through
conditionality failed entirely to produce the intended alignment. While Hungary illustrates the
limits of the conditionality structure, the data do not reflect unwillingness to implement the
planned reforms themselves or address the corresponding CSRs across the full spectrum of pol-
icy areas, but instead the reluctance to see through the ‘super milestones’. For that reason, Hun-
gary is excluded as a structural outlier rather than as a poorly performing case - the other Mem-

ber States with a similarly sized envelope record a CSR uptake score of at least 63 pct.

5.2 Larger envelopes predict a higher score of addressed CSRs

5.2.1 Scatterplot and bivariate analysis

The analysis reveals a positive relationship between the size of RRF funding relative to GDP and
the share of CSRs addressed through reforms, providing empirical support for the principal-
agent framework's central proposition: that a credible financial incentive produces measurable
alignment between the agent's behaviour and the principal's goals. As illustrated in Figure 3,
Member States receiving larger envelopes as a share of GDP 2023 tend to display higher rates
of CSR uptake, with the fitted regression line indicating a consistent upward trend across the
distribution. Whilst there is notable variation around the trend line - with Member States such
as Austria and Cyprus performing above expectation relative to their funding size, and Bulgaria
and Estonia performing below - the overall pattern is sufficiently clear. The grey shaded area
marks the 95 pct confidence interval around the fitted regression line, illustrating the uncer-
tainty of the best estimate of the relationship. The area is broader when there are fewer obser-
vations, which is especially evident when the independent variable is above 10 pct, meaning

the fitted line is more uncertain.
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Figure 3: Scatterplot of score of addressed CSRs and RRF funding as share of GDP 2023
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Table 4 reports the results of both Pearson's product-moment correlation (r) and Spearman's
rank correlation (p), which corroborate the visual pattern. Pearson's r = 0.60 (p = 0.001, 95%
CI [0.28, 0.80]) indicates a moderate positive linear relationship, whilst Spearman's p = 0.66 (p
< 0.001) confirms that the relationship holds when assessed based on ranked values rather
than raw scores, reducing the influence of any individual outlier. When Hungary is included in
the analysis, both coefficients weaken noticeably — Pearson's r drops to 0.41 (p = 0.032) and
Spearman's p to 0.57 (p = 0.002) - confirming that Hungary acts as an influential outlier that
suppresses the overall relationship. The consistency across both methods and sample compo-
sitions strengthens confidence that the observed association is not an artefact of the distribu-

tional properties of the data and provides a foundation for further analysis.

Table 4: Bivariate correlations between RRF envelope as a share of GDP 2023 and score
of addressed CSRs

Pearson’sr Spearman’s p
Coefficient 0.60 0.66
p-value 0.001 <0.001
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95% CI [0.28, 0.80] —
N 26 26

Note: Hungary (HU) excluded — 0 reforms implemented (0%). Spearman’s p-value based on approximate method

due to ties in the data. No confidence interval reported for Spearman’s p.

5.2.2 Controls and robustness checks

The positive relationship between RRF funding and CSR uptake identified in the bivariate anal-
ysis holds when examined through an OLS regression, providing further support for the argu-
ment that financial incentives encourage Member States to address CSRs. Model 1 of Table 5
estimates the relationship between RRF funding as a share of GDP 2023 and CSR uptake with-
out controls, and finds a positive and statistically significant effect (§ = 0.599, p < 0.01), indicat-
ing that RRF funding alone explains approximately 36 pct of the variation in CSR uptake across
Member States (R? = 0.359, adjusted R? = 0.332). Whilst this baseline model does not account
for confounding factors, it establishes that the financial incentive variable has a substantively
meaningful and statistically robust association with the dependent variable in its simplest spec-

ification, consistent with the correlation results reported in Table 4.

Table 5: Standardised OLS regression: score of addressed CSRs and RRF envelope

Dependent variable: Score of addressed CSRs

Model: (1) (2) (3) (4)
RRF envelope / GDP 0.599*** 0.444** 0.419** 0.299
2023 (0.163) (0.177) (0.200) (0.204)
Number of unique 0.328* 0.302*
CSRs (0.177) (0.175)
GDP per Capita 2023 -0.298 -0.261
(0.200) (0.193)
Constant 0.000 0.000 0.000 0.000
(0.160) (0.153) (0.156) (0.150)

Observations 26 26 26 26
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R? 0.359 0.443 0.416 0.486
Adjusted R? 0.332 0.395 0.365 0.416

Note: Standardised coefficients () reported. Standard errors in parentheses. *p<0.1; **p<0.05; ***p<0.01. Hungary
(HU) excluded — 0 reforms implemented (0%). Model (1): RRF envelope only. Model (2): RRF envelope + number of
unique CSRs. Model (3): RRF envelope + GDP per capita 2023. Model (4): RRF envelope + number of unique CSRs +
GDP per capita 2023. Models (3) and (4) should be interpreted as robustness checks.

The financial incentive effect persists when controlling for properties of the dependent varia-
ble, with Model 2 of Table 5 introducing the number of unique CSRs. The model serves as a
control to account for the fact that Member States with fewer sub-level CSRs face greater score
volatility for each unaddressed recommendation. The financial incentive variable nonetheless
retains a positive and statistically significant standardised coefficient (§ = 0.444, p < 0.05) and
remains the stronger predictor within this specification compared to CSR volume (§ = 0.328, p
< 0.1). Together, the two predictors explain approximately 44 pct of the variation in CSR uptake
across Member States (R? = 0.443, adjusted R* = 0.395), suggesting that whilst the financial
incentive is the dominant explanatory factor, reform pressure independently contributes to up-
take — consistent with the principal's goal of addressing structural challenges across Member

States.

To assess whether the financial incentive effect reflects economic vulnerability rather than in-
centive response, Model 3 of Table 5 replaces the CSR volume control with GDP per capita in
2023. As noted in the methods section, GDP per capita partially determines the size of RRF al-
locations through the allocation formula, meaning it is not a fully independent control variable
- its inclusion should therefore be interpreted as a robustness check. The financial incentive
variable remains the dominant predictor and retains a positive and statistically significant
standardised coefficient ( = 0.419, p < 0.05), whilst GDP per capita is negative and statistically
insignificant (f = -0.298, p > 0.1), indicating that baseline economic wealth does not inde-
pendently explain variation in CSR uptake once the size of the financial incentive is accounted
for. This is consistent with the principal-agent framework's expectation that it is the material
incentive - rather than the structural economic condition of the agent - that drives alignment
with the principal's goals: wealthier Member States do not systematically address a higher

share of their CSRs through the RRF, whilst poorer ones do not systematically underperform
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once the size of their financial allocation is held constant. The consistency of the financial in-
centive coefficient across Models 1 to 3 - remaining significant and positive with comparable
magnitude - strengthens confidence that the observed relationship between the RRF envelope
and the CSR uptake is indicative of a genuine incentive effect rather than a reflection of struc-

tural economic differences between Member States (R* = 0.416, adjusted R* = 0.365).

Whilst the preceding models consistently support the argument that financial incentives en-
courage Member States to address CSRs, the fully specified model introducing all three predic-
tors simultaneously produces a more ambiguous result that warrants discussion. Model 4 of
Table 5 includes the RRF envelope as a share of GDP 2023, number of unique CSRs, and GDP
per capita 2023 as predictors, and finds that the financial incentive variable loses statistical
significance ($ = 0.299, p > 0.1), whilst the number of unique CSRs retains a marginal positive
effect (3 = 0.302, p < 0.1). Two factors limit the conclusions that can be drawn from this result.
First, as discussed above, GDP per capita is partially constitutive of the RRF allocation formula,
meaning its inclusion as a control likely absorbs variation that legitimately belongs to the finan-
cial incentive variable, artificially deflating its coefficient. Second, with only 26 observations
and three predictors, the model potentially operates at the boundary of what cross-sectional
OLS can reliably support, meaning that the loss of significance more plausibly reflects insuffi-
cient statistical power than a genuine absence of effect (Huntington-Klein, 2025). Crucially, the
standardised coefficient on the financial incentive variable remains positive and the largest
among the three predictors across all four specifications in Table 5, and the model explains
approximately 49 pct of variation in CSR uptake (R? = 0.486, adjusted R? = 0.416) - suggesting
that whilst the financial incentive contributes meaningfully to explaining variation in agent be-
haviour across Member States, a substantial share of that variation remains unaccounted for,
consistent with Jensen and Meckling's (1976, p. 308) observation that some divergence be-

tween principal and agent will always persist.

5.3 Energy, education, and transport are favoured policy areas

Whilst the preceding analysis has established that no Member State addressed all its sub-level
CSRs through implemented reforms, it does not illuminate whether the residual gap between

the principal's preferences and the agents' behaviour is concentrated in particular policy areas
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of the CSRs. Examining the distribution of reforms across policy areas offers a more granular
picture of where the RRF's incentive and conditionality model has been most and least effective.
Table 6 provides an overview of reforms matched to unique sub-level CSRs across seventeen
policy area categories, compiled based on the policy areas assigned by the Commission; sub-
level CSRs can have multiple areas assigned, meaning some are counted more than once. Only
five categories are present across all 27 Member States: business environment, energy, educa-
tion and skills, healthcare, and transport. The most striking finding is the contrast between the
highest-performing categories - transport at 83 pct of sub-level CSRs addressed and energy at
82 pct - and the lowest-performing, with business environment at 37 pct, and finance at 40 pct.
The following sections examine what this uneven distribution reveals about the nature of the

residual loss across the principal-agent relationship in the RRF.

The highest rates of addressed CSRs are found in energy and education, with energy accounting
for the largest absolute number of reforms — 147 across all 27 Member States at a rate of 82 pct,
with Hungary, Latvia, Malta, and Luxembourg as exceptions. The strong performance of the en-
ergy category is partly attributable to the adoption of the RepowerEU framework in 2022,
through which 300 billion euros were ring-fenced for RepowerEU plans delivered via the RRF
in response to Russia's invasion of Ukraine and the resulting energy crisis (Wojtowicz, 2024, p.
161). Reforms implemented under RepowerEU plans are included in this analysis, and the high
uptake in this category therefore reflects a combination of both the RRF incentive model and a
stronger alignment between the principal and the agents’ interests due to the energy crisis.
Transport, with 83 pct of sub-level CSRs addressed across 27 Member States despite a compar-
atively modest 73 reforms in absolute terms, and education, offer a more "usual’ application of
the conditionality structure. Education and skills yielded 102 reforms across 23 Member States
at a rate of 72 pct, with the Netherlands, Hungary, France, and Denmark as exceptions. By con-
trast, several policy categories show markedly lower rates of addressed CSRs, and the following

sections examine what drives this divergence.

The lowest rates of addressed CSRs are found in the areas of business environment and finance,
where the incentive and conditionality structure of the RRF appears to have been least effective.
A special report by the European Court of Auditors (2025b) finds that business environment

CSRs were largely addressed outside the RRF framework altogether, implying that Member
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States accommodated these recommendations through domestic channels to some degree ra-
ther than in response to the conditional financial incentive. There is a significant overlap in the
sub-level CSR coding between business environment and finance, meaning the Court of Audi-
tors' finding applies more broadly across these two categories. While an interest alignment and
domestic handling are part of explaining the low uptake across these categories, some missing

matches are an indication of a residual loss.

A final finding tentatively supports the conclusions of Deroose and Griesse (2014, p. 2) from
studying the implementation of the CSRs: policy areas not backed by EU-rules with enforcement
powers are less amenable to the reform-side of the financial incentive of the RRF. As the whole
system of RRF reforms and the CSRs is about voluntary national reforms, the question of EU
competence is not central - but housing, pension, and taxation are especially rooted in national
competence, and thus further into the agent's own arena. In addition to the competence ques-
tion, pensions and taxation are characterised by being macroeconomically important for na-
tional budgets and very salient politically (Deroose & Griesse, 2014; Efstathiou & Wolff, 2018).
Sub-level CSRs on housing, pension, and taxation cover only 6, 16, and 15 Member States, re-
spectively, meaning nothing can be concluded in general. The rates of addressed CSRs for these
areas are relatively low, at 57, 53, and 55 pct, respectively. The same seems to be true for rec-
ommendations on state-owned enterprises in the category for Single Market: only four out of 7
Member States addressed the relevant sub-level CSRs, while Cyprus, Portugal, and Slovenia did
not. In this light, the incentives were simply not adequate for swaying national elites in this
direction, and the unaddressed CSRs in these areas represent a residual loss to the principal

that the conditionality model proved insufficient to correct.

Another explanation other than national competence and political salience could be the com-
plicated nature of planning and executing, especially housing, pension, and tax reforms, which
may have been beyond the deadlines and timeframe of the RRF (ECA, 202543, p. 39). This is a
more legitimate version of the moral hazard problem: these types of reforms were not fit for
the RRF planning, not due to unwillingness from Member States, but due to the standards of
legislative procedures. Regardless, some reforms were done in these areas: for example, Spain
completed four milestones for a pension reform called “Maintenance of the purchasing power

of pensions, alignment of the effective retirement age with the statutory retirement age,
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adaptation of the calculation period for the calculation of the retirement pension to new careers
and replacement of the sustainability factor by an intergenerational equity mechanism”, which
can be interpreted as an honest attempt at addressing the CSR to “(...) preserve the sustainability
of the pension system”(CSR Spain, 2019). In the area of housing policy, the Netherlands did a
reform called “Phasing out the tax exemption for gifts to finance home purchases” to address
the CSR “Reduce the debt bias for households and the distortions in the housing market, including
by supporting the development of the private rental sector” (CSR Netherlands, 2019). For the
taxation area, recommendations to shift tax away from labour or broaden the tax base were
generally not pursued; instead, reforms were done connected to improving tax compliance or

combatting aggressive tax planning.

Excluding Hungary makes the largest relative difference in the policy category of justice system,
increasing the score of addressed sub-level CSRs from 67 to 80 pct. The category contains sub-
level CSRs in the policy areas of the justice system and corruption. Hungary’s three sub-level
recommendations in this area are on reinforcing the anti-corruption measures, strengthening
judicial independence and ensuring that any emergency measures are proportionate and in line
with European and international standards (CSR Hungary, 2020; 2019). However, the results
in Table 6 do not illustrate that Hungary was unwilling to address these CSRs despite the finan-
cial incentive; as explained in a dedicated section, Hungary implemented zero RRF reforms due
to the political opposition to completing the ‘super-milestones’ relating to the required audit
and control systems to receive payments from the RRF. Table 6 shows the results from exclud-

ing Hungary in brackets next to the result including all 27 Member States.

Table 6: Overview of reforms on policy areas in 17 categories

Category Policy area(s) MS (excl. | Unique | Addressed | RRF Re-
Hungary) | CSRs CSRs (%) forms

Business Business environment (incl. SME policies) 27 (26) 71(69) | 37% (38%) 57

environ-

ment

Energy Energy, resources & climate change 27 (26) 38(36) | 82% (86%) 147

Renewable energy, energy infrastructure &

networks; Energy efficiency;
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Education

and skills

Healthcare
Transport
R&D&I

Finance

Single
Market

Labour
market

and wages

Digitaliza-

tion

Poverty

Pension

Environ-
ment

Taxation

Public ad-
ministra-

tion

STVM23

Education; Skills & life-long learning; Voca-
tional Education and Training & adult learn-
ing; Non-discrimination and equal opportu-
nities; Early childhood education & care
Health & long-term care; Healthcare
Transport

Research & innovation

Access to finance; Financial services; Finan-
cial services and financial stability; Access
to finance & growth financing (incl. CMU);
Private sector debt & insolvency frame-
work; Anti-money laundering

Competition in services; State-owned enter-
prises; Single market, competition & state
aid

Active labour market policies, incentives to
work & labour market participation; Wages
& wage setting; Functioning of the labour
market, including framework for labour
contracts & undeclared work;

Telecom, postal services & local public ser-
vices; Digitalisation of public administration
and public services; Digital connectivity, in-
frastructure & market functioning; Digitali-
sation of businesses

Poverty reduction & social inclusion;

Long-term sustainability of public finances,
inc. Pensions; Pension systems and active
ageing

Environmental policy & resource manage-
ment

Reduce the tax burden on labour; Tax ad-
ministration, tax evasion & tax avoidance
Public administration; Digitalisation of pub-
lic administration and public services; Pub-

lic procurement & concessions

27 (26)

27 (26)
27 (26)
27 (26)
26 (25)

15 (14)

25 (24)

23 (22)

21 (20)

16

16 (15)

15 (14)

14 (14)

50 (47)

39 (38)
30 (29)
33 (32)
58 (57)

20 (19)

55 (52)

35 (34)

36 (34)

17

24 (22)

20 (19)

28 (27)

25 May 2026

72% (77%) 102
79% (82%) 63
83% (86%) 73
70% (72%) 41
40% (40%) 27
55% (58%) 11
53% (56%) 49
69% (71%) 80
64% (68%) 49
53% 34

75% (82%) 54
55% (58%) 22
71% (74%) 71
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Budget Fiscal policy & fiscal governance; Budgetary 13 17 82% 41
and fiscal | framework and fiscal governance

frame-

work

Justice sys- | Justice system; Corruption 10 (9) 18 (15) | 67% (80%) 31
tem

Housing Housing 6 7 57% 11

6. Cash for reform: what worked, what did not, and what

comes next?

The analysis finds a statistically significant relationship between the relative size of the RRF
envelope and the share of sub-level CSRs addressed through reforms in each Member State. The
theoretical framework poses this not merely as a correlation, but as the result of a financial
incentive and conditionality mechanism working to align Member State behaviour with the
EU's interests. This finding invites a broader question, however, as the literature flags only
modest effects of conditional financing in terms of lasting structural reforms - with Dreher
(2009) finding that IMF recipient countries overwhelmingly continue to rely on external sup-
port over time, and Khemani (2017) arguing that external incentives tend to produce formal
compliance without the deeper ownership required for reforms to be sustained. Where does
the RRF sit in relation to this pattern? The incentive structure was particularly successful in the
policy areas of energy, education, and transport, whilst the EU's residual loss - the CSRs that
remain unaddressed - is most pronounced in taxation, pension, housing, and the business en-
vironment. Whilst there are signs of the moral hazard problem, such as the 29 disqualified re-
forms, this concept cannot be further elaborated on from the findings due to the limitations of
the research design. The following paragraphs interrogate what the findings can and cannot tell
us about whether the RRF represents something genuinely new or a familiar story of condi-

tional financing falling short of its purpose.

The financial incentive made a difference - but drawing lessons from the findings is a caution-
ary tale. The unstandardised coefficient for the OLS implies that a 1 percentage-point increase

in the envelope as a share of GDP in 2023 is associated with a 1.5 percentage-point increase in
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the share of addressed CSRs in the same Member State. However, does that mean Member
States would have addressed more CSRs had they received a larger envelope? The distribution
across policy areas suggests the answer is not straightforwardly yes. Some types of CSRs have
been less susceptible to RRF reforms than others - and the residual loss concentrated in pen-
sion, taxation, housing, and the business environment points to a ceiling on what the financial
incentive can deliver, regardless of its size. The composition of policy areas also varies across
Member States, meaning that a larger envelope would not necessarily have unlocked more re-
form activity if the remaining unaddressed CSRs fall precisely in the areas where domestic po-

litical constraints or legislative complexity place them beyond the reach of the instrument.

What explains the Member States that perform notably above or below what their envelope
size would predict - and what do these outliers reveal about the limits of the analysis? Austria
has had 84 pct of its envelope paid out against an EU average of 68 pct, indicating strong imple-
mentation capacity and reform commitment that appears to amplify the effect of the incentive
- it pursued broad CSR coverage across 28 reforms addressing 15 unique CSRs, including a
pension reform. Cyprus is the second smallest economy in 2023, but has a significantly larger
envelope than Malta, the smallest (Eurostat, 2023); thus, the envelope is a relatively larger in-
centive than merely the share of GDP for Cyprus. However, Bulgaria and Estonia both perform
below expectations, pointing towards a different set of constraints. Bulgaria has held eight gen-
eral elections since 2021, a symptom of political instability that might have limited the admin-
istrative capacity to implement the RRF plan (Spirova, 2025, p. 64). Estonia's under-perfor-
mance is due to pressures during the planning phase, according to Eihmanis (2025): the Com-
mission steered Estonia towards social reforms against national preferences, as Estonia is an
outlier in this field, resulting in a plan dominated by healthcare and social protection rather
than the energy and transport reforms addressed by most other Member States. Estonia's lower
score, therefore, reflects the composition of its plan - a distinction the aggregate analysis can-
not capture, and a reminder that the variation left unexplained by the regression reflects real
differences in planning-phase dynamics and domestic political capacity that the financial incen-

tive alone cannot account for.

Can the study provide preliminary insights into the workings of the RRF instrument in relation

to driving structural reforms? The answer is necessarily provisional, as the analysis concludes
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four months before the deadline for submitting milestones and targets for payment, and ac-
cording to the Commission, only 65 pct of all milestones and targets related to reforms are la-
belled as fulfilled on 1 May 2026 (Commission, 2021). However, expectations were that mile-
stones and targets for reforms would be front-loaded to the first years of the RRF, with invest-
ment projects reported throughout and towards the end of the programme period due to the
time-intensive nature of construction and large-scale initiatives, suggesting that the bulk of re-
form activity should already be visible in the data (ECA, 2025a, p. 39). Additionally, a sample
check of two Member States revealed that many unfulfilled milestones and targets were at-
tached to reforms already registered in this dataset. It is therefore not clear whether the out-
standing milestones and targets would lead to a broader coverage of CSRs. With Member States
having had four to five years to implement the reforms they planned, the four months remain-
ing are not much, and the picture that emerges from nearly five years of implementation is un-
likely to change fundamentally in the time remaining. Whether the unfinished 35 pct of mile-
stones and targets for reforms represents a genuine residual loss from the conditionality struc-

ture of the implementation phase, therefore, remains an open question.

Can the EU promote structural reforms in its Member States by rewarding them financially?
Keeping the assumptions of the principal-agent framework - that actors are rational and re-
spond to financial incentives - the study finds that the answer is a cautious yes: Member States
with larger envelopes relative to GDP addressed a larger share of their CSRs through imple-
mented reforms, and the relationship is statistically significant and robust across multiple spec-
ifications. To some degree, the EU can pay its Member States to do structural reforms. However,
the study does not assess the degree to which each matched reform actually addresses its cor-
responding CSR, meaning the finding speaks to coverage rather than depth, and residual loss is
present across all Member States and all policy areas even before the question of depth is ap-
plied. This tentatively places the RRF closer to the lever end of the spectrum that the broader
conditionality literature describes - an instrument that appears to have assisted rather than
merely compelled reform activity. There are, nonetheless, signs that the financial incentive en-
abled national elites to push through reforms of genuine substance - Bulgaria's anti-corruption
reform, for instance, established a new anti-corruption body with investigative powers, intro-
duced judicial review of prosecutorial decisions, and transposed EU whistleblower protections,

going considerably beyond a minimal response to its recommendation on improving the
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effectiveness of public administration (CSR Bulgaria, 2020). Whether this reflects the lever dy-
namic that Jacoby and Hopkin (2019, p. 24) identify as the condition under which conditionality
works best, or whether it is the exception rather than the rule, is a question the present study

raises but cannot resolve.

A further dimension worth considering is whether the asymmetric financial incentive structure
of the RRF implicitly reproduces a creditor-debtor dynamic within the EU itself. The grant com-
ponent of the RRF - financed through common debt - is repaid collectively by all Member
States, whilst the 12 Member States that opted to take up loans are repaying those themselves.
The net redistributive effect, therefore, falls primarily on the grant component, where Member
States in Southern and Eastern Europe received considerably larger allocations relative to GDP
than their Northern and Western counterparts. De la Porte and Jensen (2021, p. 2) find that
strict conditionality on the CSRs was central to convincing the sceptical northern Member
States to accept the instrument, suggesting the conditionality was designed as much to assure
creditors of sufficient oversight as to drive reform. In this light, the positive correlation between
envelope size and CSR uptake could be read as a success story - the Member States with the
relatively largest envelope addressed a larger share of their recommendations, which is pre-
cisely what the creditor Member States demanded as a condition for their agreement. However,
this study cannot assess the depth or quality of the reforms behind that coverage, and the risk
of the moral hazard problem - that Member States selected reforms that were easy to document
rather than those most needed — is most consequential precisely where the grants, and there-
fore the political expectations, are largest. Whether the conditionality structure has delivered
genuine structural change, or a well-documented approximation of it, remains an open ques-

tion.

6.1 The RRF in the broader picture

Situating the finding within the broader literature on conditionality requires care, because the
differences between the RRF and the canonical cases of conditional lending are substantial. The
IMF and World Bank conditionality literature documents a persistent pattern of failure, with
Dreher (2009) finding that recipient countries overwhelmingly continue to rely on external

support over time, and Feldstein (1998) and the Meltzer Commission (2005) arguing that
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international institutions lack the expertise and legitimacy to impose structural conditions on
sovereign states. However, the RRF departs from this model in several important respects. The
CSRs are not externally imposed conditions but recommendations that Member States partici-
pate in producing through the European Semester cycle - meaning the reform agenda carries a
degree of domestic legitimacy (Arnal et al., 2025, p. 1258). The Member States collectively
agreed on the RRF instrument, designed their own RRF plans in consultation with the Commis-
sion, and are themselves participating in repaying the common debt that finances it (Bekker,
2021). Nevertheless, when studying domestic ownership of the RRF plans, Munta et al. (2024,
p. 3787) find that the picture is less straightforward for domestic social actors. The finding that
financial incentives produced measurable CSR uptake may therefore say less about condition-
ality in general than about the specific political and institutional conditions under which the

RRF was designed and agreed.

How does the RRF's conditionality structure compare to the typology developed by Jacoby and
Hopkin (2019), and does the instrument qualify as a lever in their terms? Their framework
identifies three conditions under which conditionality is more likely to succeed: supportive na-
tional elites, politically non-controversial policy areas that do not touch core state functions,
and EU control of a credible and clearly defined reward (Jacoby & Hopkin, 2019, p. 24). The RRF
meets several of these conditions more closely than the Eurozone crisis programmes did(Arnal
etal,, 2025, pp. 1259-1260). However, the RRF departs from the lever model in one important
respect: several of the CSRs the instrument is meant to drive concern precisely the core state
functions - pensions, taxation, and labour market policy - where Jacoby and Hopkin find con-
ditionality least effective. The distribution of residual loss across policy areas in this study is
consistent with that prediction. Furthermore, Jacoby and Hopkin (2019, p. 5) caution that the
apparent success of enlargement conditionality was exceptional and has been overattributed -
a warning that applies equally to any optimistic reading of the RRF's moderate positive result.
The RRF, therefore, sits closer to the lever end of the spectrum than the club-like Eurozone
crisis programmes, but the residual loss concentrated in politically sensitive policy areas sug-

gests that even well-designed ex ante conditionality has its limits.

Is the RRF well-suited to the type of reforms it was designed to incentivise - or does the instru-

ment's measurement logic work against its own ambitions? The RRF is designed in keeping
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with new public management principles: the idea that structural reforms can be measured,
benchmarked, and rewarded on the basis of qualitative or quantitative documentation (Thinus,
2025). This research design is loyal to that output-orientation, relying exclusively on reforms
that have been verified and disbursed - and in that sense, the correlation identified in this study
is a product of that same logic. However, Efstathiou and Wolff (2018) and Bekker (2021) note
that the CSRs are broad, normative, and describe structural change processes that may require
many years to materialise - making them an awkward fit for an instrument that measures com-
pliance through verifiable milestones and targets. The European Court of Auditors (2023, p. 4)
sharpens this concern, finding that the payment model measures a step-by-step implementa-
tion process rather than genuine performance or results. It is perhaps, then, a strange match: a
new public management instrument designed to measure output, applied to recommendations
that were never intended to be output-measurable in the short- or medium term. This tension
does not invalidate the finding as the financial incentive does appear to have moved Member
States to address their CSRs - but it raises the question of whether a performance-based instru-
ment measuring discrete outputs is the right tool for driving the kind of broad, lasting structural
change the recommendations were designed to produce. As the literature review establishes,
neither the political science literature nor the RRF regulation itself offers a commonly agreed
definition of what constitutes a reform, meaning the instrument is measuring something that

remains conceptually contested.

What do the findings suggest for the future use of the performance-based payment model and
financing of reforms in line with the CSRs, as proposed in the 2028-2034 multiannual financial
framework? The positive correlation between envelope size and CSR uptake offers some em-
pirical basis for retaining the financial incentive structure, suggesting the model is capable of
producing measurable alignment between Member States' reform activity and the EU's recom-
mendations. However, the findings also counsel caution on two fronts. First, with 35 pct of re-
form-related milestones and targets still unfulfilled at the time of writing, some funding will not
find its target, and a meaningful share of planned reforms appears unlikely to be completed
before the August 2026 deadline, raising questions about the successor instrument's capacity
to manage a potentially even larger programme. Second, the case of Hungary suggests that the

performance-based model carries an underappreciated strength beyond its reform-driving
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function: by conditioning payments on rule of law protections, it proved an effective mechanism

for protecting the EU's financial interests despite the reform conditionality failing entirely.

A further lesson from the findings concerns the fit between the instrument and the recommen-
dations it is meant to drive. If the successor budget retains the performance-based payment
logic, there may be a case for reformulating the CSRs themselves - making them more specific,
measurable, and time-bound - so that the recommendations are better suited to a system that
rewards clearly defined and verifiable steps rather than the broad, normative structural change
processes they currently describe. It is worth recalling that the RRF was a genuinely novel in-
strument, conceived under crisis conditions and implemented for the first time without the
benefit of prior experience - and some of the weaknesses this study identifies may reflect the
inevitable imperfections of a first attempt rather than fundamental design flaws (Arnal et al.,
2025, p. 1259). The 2028-2034 multiannual financial framework could be the first opportunity

to apply the lessons of that trial-and-error experience deliberately.

7. Conclusion: a cautious yes

This thesis set out to investigate whether the EU can promote structural reforms in its Member
States by rewarding them financially, and the answer is a cautious yes. The analysis finds a sta-
tistically significant and positive relationship between the relative size of each Member State's
Recovery and Resilience Facility envelope and the share of its sub-level country-specific rec-
ommendations addressed through implemented reforms, with a Pearson's r of 0.60 and a
Spearman's p of 0.66, both significantat p < 0.001 and robust across multiple OLS specifications.
Keeping the assumptions of the principal-agent framework - that actors are rational and re-
spond to financial incentives - the finding supports the proposition that a credible financial
reward produces measurable alignment between the agent's behaviour and the principal's
goals (Jensen & Meckling, 1976, p. 308). To some degree, the EU can pay its Member States to

do structural reforms.

However, the finding speaks to coverage rather than depth. The study matches implemented
reforms to the CSRs without assessing how far each reform actually addresses the underlying

recommendation - meaning the correlation captures the scope of the EU's reach, not the quality
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of what that reach delivered. Residual loss, the result of a misalignment between the EU’s and
the Member States’ interests, is present across all Member States and all policy areas, even be-
fore assessment of tangible implementation. The distribution across policy areas reveals that
the incentive structure was particularly successful in energy, transport, and education, whilst
it proved insufficient in pension, taxation, housing, and business environment - areas charac-
terised by high political salience, strong national competence, and limited EU enforcement ca-
pacity. This pattern is consistent with both the principal-agent framework's prediction that
some divergence between principal and agent will always persist (Jensen & Meckling, 1976, p.
308), and with Jacoby and Hopkin's (2019, p. 24) finding that conditionality is least effective
where it touches core state functions, and that CSRs in fields with less existing EU regulation
experience lower levels of implementation (Deroose & Griesse, 2014, p. 1). A high uptake in
CSRs related to energy is partly attributable to the RepowerEU framework, ringfencing funding
to energy policy measures, introduced in response to Russia's invasion of Ukraine. This reflects
the principal strengthening the RRF's ambition in this policy area, aligning the interests of the
EU and its Member States more closely and resulting in both sides doubling down on energy

recommendations.

The RRF departs meaningfully from the canonical cases of conditional lending that the broader
literature has found persistently ineffective. Its ex-ante reward structure and performance-
based financing logic place it closer to the lever dynamic that Jacoby and Hopkin (2019) identify
as the condition under which conditionality succeeds - assisted rather than compelled reform
activity, grounded in Member State ownership of the RRF plans. However, the two-phase gov-
ernance structure complicates this characterisation. Where new governments found them-
selves bound by their predecessors’' commitments, the instrument began to resemble a club.
After nearly five years of implementation, 35 pct of reform-related milestones and targets re-
main unfulfilled, suggesting that the ownership of the lever model depends upon is not always
sustained across electoral cycles, as pointed out in the study of the CSRs by Deroose and Griesse

(2014, p. 1).

An avenue for future research, besides evaluating the finalised implementation, concerns the
relationship between democratic legitimacy, national ownership, and implementation through

instruments like the RRF. After nearly five years, 35 pct of reform-related milestones and
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targets remain unfulfilled, and the democratic legitimacy problem identified in the theory sec-
tion may be part of the explanation. Where new governments inherited RRF plans negotiated
by predecessors and felt limited ownership of the committed reforms, implementation may
have stalled compared to Member States with less political upheaval. A case study design se-
lecting Member States that experienced significant government turnover after their plans were
adopted and comparing their implementation rates and renegotiation trajectories to those with
greater political continuity would be well placed to test whether the democratic legitimacy con-
cern is a genuine driver of residual loss. The findings would carry direct implications for a pos-

sible continuation with the novelties of the RRF.
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