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European Union – Aaa stable
Update following rating affirmation, outlook unchanged

Summary
The credit profile of the European Union primarily reflects the creditworthiness of its most
highly rated member states and their credible commitment to ensuring the continued
soundness of the EU's finances. The EU's credit profile also benefits from what we deem to be
the equivalent of a joint and several support framework, ensuring the EU's financial stability
even if one or more member states were to be unable to meet its obligations to the EU. The
EU's very strong access to funding and the quality of its management are additional factors
underpinning the Aaa rating in the face of a sharp increase in debt expected until 2026.

Exhibit 1

The European Union’s credit profile is determined by two factors

Strength of member support Liquidity and funding Qualitative adjustments

aa3 Very High +1

Scorecard-Indicated Outcome Range

Aaa-Aa2

Source: Moody's Investors Service

Credit strengths

» A firm commitment of the most highly rated member states to ensure the continued
soundness of the EU’s finances

» Multiple layers of debt service protection, including the equivalent of a joint and several
support framework

Credit challenges

» Managing the sharp increase in borrowing and debt driven by the implementation of the
EU's post-pandemic recovery fund

» A potential deterioration in the creditworthiness of EU member states or weakening in
member state cohesion

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1322764
https://www.moodys.com/credit-ratings/European-Union-credit-rating-600049532
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Rating outlook
The stable outlook reflects our expectation that member states’ willingness and ability to support the EU financially will remain very
strong, and that the stability of the legal framework and financial commitments underpinning the EU’s financial operations will remain
intact. The stable outlook also reflects our expectations that the EU will continue to be able to access very large volumes of funding on
favourable terms to support the implementation of Next Generation EU (NGEU).

Factors that could lead to a downgrade
Any potential weakening in the commitment of highly rated member states to the EU, or in the commitment of the EU's highly rated
members to provide regular payments to the EU budget as well as extraordinary support, would lead to downward pressure on the
Aaa rating. Downward pressures would also result from a deterioration in the creditworthiness of highly rated EU members. The EU's
rating is particularly sensitive to changes in the ratings of the three countries rated Aaa to Aa2 that make large contributions to the EU
budget, i.e. Germany (Aaa stable), France (Aa2 stable), and the Netherlands (Aaa stable).

The joint and several nature of the obligations of member countries relative to EU obligations has never been tested. Should anything
occur which suggests that this feature is weaker than previously anticipated, that would pose downward pressure on the rating.

Downward pressure would also emerge if the EU’s access and quality of funding were to materially deteriorate over the coming 12 to
18 months. Any changes to its fiscal and liquidity management framework that would lead to less conservative budget and financial
management would also be credit negative.

Key indicators

Exhibit 2

Outstanding debt by programme
millions €

 2013 2014 2015 2016 2017 2018 2019 2020 2021

EU Lending Programmes

   Euratom              386               348               300               251               249              253              213               278                 350 

   BOP         11,400            8,400            5,700            4,200            3,050           1,700              200               200                 200 

   MFA              565            1,829            3,007            2,947            3,901           4,361           4,729            5,787              7,438 

   SURE  --  --  --  --  --  --  --          39,500            89,637 

   EFSM         43,800          46,800          46,800          46,800          46,800         46,800         46,800          46,800            46,800 

   NGEU  --  --  --  --  --  --  --  --            17,970 

Total Outstanding Loans         56,151          57,377          55,807          54,198          54,000         53,114         51,941          92,565          162,394 

Source: European Commission, Moody's Investors Service

Detailed credit considerations
On 18 March, we affirmed the Aaa rating of the EU, as well as the associated entities, the European Atomic Energy Community
(Euratom) and the European Coal and Steel Community. The outlook for all three entities also remains stable. The key drivers of the
rating action were: 1) the strong commitment of the EU’s large and highly rated member states – particularly the Government of
Germany, the Government of France and the Government of the Netherlands – to continue to support the institution financially. 2) the
successful implementation of the sharp increase in EU issuance and the ample financial resources available to service the increase in
outstanding debt.

The EU's credit profile is underpinned by its Strength of Member Support score of “aa3”. This reflects a weighted average
shareholder1 rating of “a1”, one of the strongest average ratings of all supranationals we rate. Approximately 38% of the total
contributions to the EU budget in 2020 come from members that are rated Aaa, and except for Malta (A2 negative) all EU member
states have a stable or positive rating outlook, indicating the resilience of member support.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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https://www.moodys.com/credit-ratings/Germany-Government-of-credit-rating-333700/summary
https://www.moodys.com/credit-ratings/France-Government-of-credit-rating-639500/summary
https://www.moodys.com/credit-ratings/Netherlands-Government-of-credit-rating-543005/summary
https://www.moodys.com/credit-ratings/Malta-Government-of-credit-rating-600012947/summary
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This very strong ability to support the EU financially is further supplemented by a “Very High” willingness to support the institution,
over and above member states contractual commitments if needed. The EU plays a key role for promoting economic development and
political cooperation across Europe, giving member states’ strong incentives beyond narrowly financial considerations to make sure
the institution remains functioning and solvent. The strength of member states’ financial backing of the EU is also evidenced by the
existence of what Moody’s considers to be the equivalent of a joint several support framework to ensure that common EU obligations
to third parties are honoured even if one or several member states fail to meet their financial obligations to the EU.

The general principles for this framework have long been laid down in EU law in article 14 of the so-called Making Available Regulation
(Council Regulation (EU, Euratom) No. 609/2014) which states that the EC has the legal right to draw on all member states in the
event a borrowing country fails to repay its loan to the EU on time. Article 323 of the Treaty on the Functioning of the European Union
(2007) also states that the EU institutions “shall ensure that the financial means are made available to allow the Union to fulfil its
legal obligations in respect of third parties.” The detailed operation of the joint and several support framework in respect of NGEU has
recently also been further codified and clarified in EU law in Article 9 of the so-called Own Resources Decision (Council Decision (EU,
Euratom) No. 2020/2053).

We also take comfort from the timeliness of any additional contributions to be paid by the member states in case of need. According
to Article 15 (1) of the Making Available Regulation the member states shall execute the EC's payment orders following the
Commission's instructions and “within not more than three working days of receipt”. Few other supranational entities and multilateral
development banks have such clear payment requirements.

The second factor that underpins the EU's rating relates to the institution's Liquidity and funding, which we assess as “Very High”.

The EU’s management of its budgetary and off-budget expenditures carries multiple layers of debt service protection. Any borrowing
for off-budgetary purposes is supported by: (1) back-to-back financing of loans extended to borrowers,2 with any debt service needs
to be met using the proceeds of repayments by borrowing countries; (2) the EU's consistently strong cash balances; (3) the flexibility
to redirect around a third of budget expenditures (e.g. structural funds) to cover debt service if required; and (4) the margin between
the maximum contributions by the member states and the actual resources that the EU requests from them in terms of annual budget
contributions, which constitutes a significant additional buffer of resources that the EU can draw upon.

According to Article 310 of the EU Treaty the EU must produce a balanced budget, and the EU receives the contributions of member
states in 12 monthly installments throughout the year, although payments are subject to seasonality. In the past, the EU has received
all payments from all members on time, including during the euro area debt crisis, even from Greece (Ba3 stable) when it was
experiencing difficulties.

The EU's “Very High” Liquidity and funding score is also supported by its “aaa” score for access to funding. The implementation of
NGEU starting in 2021 and the €100 billion European Instrument for Temporary Support to Mitigate Unemployment Risks in an
Emergency (SURE) starting in 2020, has led to a sharp increase in EU issuance volumes. Having only issued €400 million in 2019, the
EU’s total issuance of long-term bonds reached approximately €135 billion in 2021, making it the world’s by far largest supranational
issuer of debt in that year. However, this sharp increase in the role and prominence of the EU as an issuer of debt has proceeded in line
with our expectations for an Aaa-rated supranational issuer since the first SURE issuances were made in October 2020. Demand for the
EU’s bond issuances has been consistently very strong and borrowing costs broadly in line with that of other Aaa-rated supranationals.

We also a make a one notch positive adjustment on account of the EU's quality of management. This notably reflects the very
successful implementation of the sharp increase in EU issuance volumes starting in late 2020. The EU's financial programmes and
debt issuance are managed by the bloc's well-resourced and highly professional executive arm, the European Commission, under the
Directorate-General for Budget. In addition, the EC has been able to draw on the expertise and institutional capacity of member states
through secondments of staff from national debt management offices to manage the roll-out of NGEU and SURE. It has also been able
to draw on  an extensive primary dealer network in managing the sharp increase in issuance since late 2020.
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https://www.moodys.com/credit-ratings/Greece-Government-of-credit-rating-348330
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ESG considerations
How environmental, social and governance risks inform our credit analysis of the European Union
Moody's takes account of the impact of environmental (E), social (S) and governance (G) factors when assessing supranational issuers’
credit profile. In the case of EU, the materiality of ESG to the credit profile is as follows:

Environmental considerations are not material for the EU's rating. While the EU plays an important role in global initiatives to react to
climate change, and its capacity to do so underlines its importance to its members, neither the EU itself nor its principal supporting
member states are directly exposed to heightened environmental risks.

Similarly, while all EU member states face long-term challenges related to demographic and other social developments, and the
development of policy to address EU-wide social tensions (including those arising from inequality and unemployment) is an important
aspect of the EU's role, social considerations do not directly influence the EU's rating in a material way.

Governance considerations are an important support for the EU's credit profile, and the EU's Aaa rating partly reflects its very strong
institutional setup, though aspects typically considered to be related to governance are not key drivers of the rating.

All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our cross-sector methodology General Principles for Assessing ESG Risks. Additional information about our rating
approach is provided in our Supranational Rating Methodology.

Recent developments

New issuance is likely to continue exceeding €100 billion in 2022 to fund roll-out of NGEU

The EU issued €135 billion in long-term and €30 billion in short-term debt in 2021 to finance disbursements under the bloc’s two main
pandemic-response programmes: Support to Mitigate Unemployment Risks in an Emergency (SURE) and NGEU. This was a significant
increase from the €42 billion it issued in 2020 and a mere €0.4 billion in 2019. Issuances attracted strong investor demand at yields
similar to other major Aaa-rated supranational issuers. The EU is authorised to issue up to €140 billion in long-term and €60 billion in
short-term debt in 2022. The European Commission (EC) has also announced that it expects to issue €50 billion in long-term debt in
the first six months of the year. We expect that the total issuance of long-term debt in 2022 will exceed €100 billion for the full year,
but that it is unlikely to approach the maximum level of €140 billion.

The volume of EU issuance is ultimately determined by the scale and pace of disbursements of funds to member states under NGEU.
The EU disbursed a total of €64 billion to member states from August 2021 to the end of the year. However, disbursements in 2021
were aided by the fact that member states whose NGEU spending plans had been approved could access 13% of their total NGEU
funds as pre-funding which was not conditional on their meeting any of the reform milestones set out in their spending plans. The fact
that pre-financing will no longer be available in 2022 as well as the increasing need for member states to meet reform requirements to
access NGEU funding means the pace of disbursements and EU borrowing is likely to slow somewhat in 2022 before picking up in the
following years. The EC expects to issue between €100 to €150 billion annually until 2026 to fund NGEU

The EU's direct lending exposure to Russia-Ukraine conflict is limited; as is the EU's additional financial support to Ukraine

The EU's total direct lending to Ukraine (Caa2, review for downgrade) stood at €4.7 billion before Russia's (Ca negative) invasion of
the country on 24 February. The bulk of this consists of €4.4 billion in loans extended under the EU's Macro-Financial Assistance
Programme, which has been agreed and disbursed to Ukraine in several separate bilateral assistance programmes starting in 2014. The
EU also has €300 million in lending to Ukraine outstanding under its Euratom facility, to fund safety improvements at four nuclear
power plants in Ukraine. Although a small annual interest payment related to the Euratom loan is due annually, no principal payment
under either programme is due until 2024. In the event that Ukraine were to be unable to fully honour its financial commitments to
the EU, potential losses would be covered by guarantees and funds available under the EU's Guarantee Fund for External Actions. The
fund would also cover the vast majority of losses arising from the EU's portfolio guarantee for lending by the European Investment Bank
(Aaa stable) to Ukraine.
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https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1288435
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1232238
https://www.moodys.com/credit-ratings/Ukraine-Government-of-credit-rating-600037040/summary
https://www.moodys.com/credit-ratings/Russia-Government-of-credit-rating-600018921/summary
https://www.moodys.com/credit-ratings/European-Investment-Bank-credit-rating-270400/summary
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On 1 February 2022, the European Commission proposed a new emergency macro-financial assistance programme for Ukraine of
up to €1.2 billion in new loans. On 11 March, a first tranche of €300 million was paid to the Ukrainian government under the new
MFA programme. A further €500 million in funding has also been provided for member states' arms shipments to Ukraine. These
funds are provided through the European Peace Facility, a new instrument set up in 2021 with a total envelope of €5 billion (2018
prices) until 2027 to provide financial support for military operations and security assistance measures. However, the EPF is a purely
intergovernmental structure, entirely separate from the EU budget.

Although media reports have suggested that certain member states are arguing for a new joint EU borrowing programme, modeled
on NGEU or SURE, to support member states and Ukraine financially in the current crisis, no concrete announcements have yet to be
made on such a programme.

EU court ruling paves way for suspension of EU funds to Poland and Hungary over rule of law concerns

On 16 February, the European Court of Justice dismissed Poland's (A2 stable) and Hungary’s (Baa2 stable) legal action to annul
the European Union's so-called rule of law mechanism, paving the way for the European Commission (EC) to propose suspending
budget payments to both countries. Although the Russia-Ukraine conflict, general elections in Hungary scheduled for 3 April and the
Polish government's recent judicial reform proposals add uncertainty to the timing of any announcement, we expect that the EC will
ultimately propose at least a partial suspension of EU budget funds to both countries. While such a move would be credit negative
for Poland and Hungary, signalling a continued erosion in the relationship with the EU, we see the impact for the EU's credit profile as
being limited.

While the suspension of payments would thus be credit negative for Poland and Hungary, the overall effect of the dispute over the rule
of law on the EU's credit profile is limited. Whereas the ratcheting up of the open conflict between the EU, Poland and Hungary could
adversely affect the cohesion of member support, the policy conditionality provided by the rule of law mechanism is a tool valued by
the EU's largest net contributor member states like Germany, the Netherlands and the Nordics, whose Aaa or Aa1 ratings are more
important for our assessment of the strength of member support for the EU than that of Poland or Hungary. Financial risks to the EU
from the dispute are also limited. As Poland and Hungary receive far more from the EU budget than they pay in, even a retaliatory
suspension of payments by Poland and Hungary would not create a financial shortfall for the EU.

Credit impact of proposal for new sources of EU revenue is limited for the EU and member states

The EC in December last year presented its proposal for new sources of revenue (own resources) to contribute to funding the
redemption of NGEU bonds. The proposal follows commitments made by member states, the EC and European Parliament to work
towards the introduction of new sources of revenues as part of the December 2020 agreement on NGEU and the EU's regular seven-
year budget, the Multi-annual Financial Framework (MFF). The proposed sources are revenues from the EU’s emissions trading scheme,
its proposed carbon border mechanism and a share of revenues stemming from the harmonisation of the international corporate tax
framework under the auspices of the OECD. The EC estimates that the proposals could on average raise up to €17 billion for the EU
budget annually when fully phased in by 2026-2030.

However, even if the current proposals are not adopted or if actual revenues undershoot expectations, member states’ legal obligation
to provide up to 0.6% of EU GNI annually to fund NGEU based on their share of EU GNI directly from their treasuries remains intact.
As most of the revenues from the proposed new EU revenue sources would have accrued to member states had they not been
proposed as new sources of revenue for the EU budget, the impact of the proposal for member states' fiscal strength or overall credit
profiles is also limited.
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https://www.moodys.com/credit-ratings/Poland-Government-of-credit-rating-613900/summary
https://www.moodys.com/credit-ratings/Hungary-Government-of-credit-rating-381030/summary
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Rating methodology and scorecard factors

Initial score Adjusted score Assigned score

Factor 1: Strength of member support (100%) aa3 aa3

Ability to support - weighted average shareholder rating (50%) a1

Willingness to support (50%)

Non-contractual support Very High

Factor 2: Liquidity and funding (+3,+2,+1,0) Very High Very High

Liquid resources (0%) NA

Availability of liquid resources NA

Trend in coverage outflow 0

Access to extraordinary liquidity 0

Quality of funding (100%) aaa

Other adjustments 1

Operating environment 0

Quality of management +1

Scorecard-Indicated Outcome Range Aaa-Aa2

Rating Assigned Aaa

Rating factor grid - European Union

Note: Our ratings are forward-looking and reflect our expectations for future financial and operating performance. However, historical results are helpful in understanding patterns 

and trends of an issuer’s performance as well as for peer comparisons. Additional considerations that may not be captured when historical metrics are used in the scorecard may be 

reflected in differences between the adjusted and assigned factor scores.  Furthermore, in our ratings we often incorporate directional views of risks and mitigants in a qualitative 

way. For more information please see our Multilateral Development Banks and Other Supranational Entities rating methodology.

Source: Moody's Investors Service
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Moody's related publications

» Outlook: Global Macro Outlook 2022-23 (March 2022 Update): Economic growth will suffer as fallout from Russia's invasion of
Ukraine builds, 17 March 2022

» Sector In-Depth: Sovereign – Europe: Energy ties raise risks, but credit impact from limited Russia-Ukraine conflict is low, 15
February 2022

» Sector Comment: Sovereign & Supranational – Europe: EU court ruling paves way for suspension of EU funds, a credit negative for
Poland and Hungary, 18 February 2020

» Issuer In-Depth: European Union - Aaa stable: Annual credit analysis, 4 October 2021

» Rating Methodology: Multilateral Development Banks and Other Supranational Entities, 28 October 2020

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this report and that more recent reports may be available. All
research may not be available to all clients.

Endnotes
1 Strictly speaking, the EU does not have shareholders and therefore the weighted average shareholder rating reflects the weighted average rating of

member countries.

2 This principle applies to the existing programmes (MFA, BOP, EFSM), as well as SURE, and the loan portion under NGEU.
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