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ABSTRACT

This article investigates how policy capacities influence governments’ decisions
on allocating funding for the green transition. Our theoretical framework
outlines how political, analytical and operational capacities can be expected
to affect green transition funding. We probe the plausibility of these linkages
by examining how EU member states from Central and Eastern Europe are
using the European Recovery and Resilience Facility — the EU’s main ‘green
recovery’ financial instrument, which runs parallel to regulatory attempts of
aligning private financial flows with climate mitigation and adaptation. In a
comparative case study of Bulgaria and Estonia, we analyse how different
configurations of policy capacities have influenced the allocation of green
transition funding in the countries’ Resilience and Recovery Plans (RRPs). We
show that the distinct configurations of policy capacities contributed to
significant differences between Estonia and Bulgaria. Political capacities
affected the prioritisation of the green transition agenda in the RRPs, while
analytical and operational capacities shaped the private-public mix, legacy
v. future-orientedness, and technological v. behavioural focus in the selected
projects and investments.
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Introduction

The ‘green transition’ is a grand challenge (Kattel & Mazzucato, 2018) that
entails addressing super-wicked problems, with no straightforward or linear
solutions (Hsu, 2015; Vink et al., 2013; Wanzenbock et al., 2020). The steering
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of the green transition by governments encompasses many policy domains,
including energy, transport, housing, forestry, and education, to name just a
few (Kohler et al., 2019). It also requires considerable coordination with the
private sector (Kattel & Mazzucato, 2018; McLaren & Kattel, 2022). Thus,
when additional funds do become available for countries to facilitate the
green transition, governments are faced with substantial challenges in
terms of the exact framing of the problems they need to address, which
policy measures and instruments to use, and which projects to finance.

The Introduction to this special issue indicates that the processes of puz-
zling and powering are likely to play a crucial role in shaping governments’
decisions related to sustainable finance (see Mertens and van der Zwan,
this issue). The notion of puzzling captures cognitive and information dimen-
sions of addressing policy challenges: identifying plausible options for
addressing problems (Heclo, 1974; Stock et al., 2021; van der Steen et al.,
2016; Vink et al., 2013). Powering entails exercising authority and exerting
pressure to achieve an acceptance of a problem definition and a solution
to that problem in a situation of potentially clashing aims and preferences
(Heclo, 1974; Vink et al., 2013). While the puzzling and powering lenses
offer useful starting points for exploring how policy choices related to
financing the green transition come about (e.g., Stock et al., 2021; van der
Steen et al., 2016; Vink et al., 2013), they fall short on explaining which mech-
anisms drive these processes. We propose that in order to advance our under-
standing of how puzzling and powering shape sustainable finance, it would
be useful to examine the role of policy capacities. Various studies on green
transition have highlighted the crucial role of policy capacities to examine
policy changes in such a complex domain (Craft & Howlett, 2013; Kattel &
Mazzucato, 2018; McLaren & Kattel, 2022; Williams & McNutt, 2013). Further-
more, the literature has recently paid more careful attention to the role of the
state as a catalyst for large-scale societal transformations, such as the green
transition (Larsen, 2023; Mikheeva & Ryan-Collins, 2022). Speaking to this lit-
erature, and nuancing it further, adopting a policy capacities lens allows us to
unpack the role of the state by disaggregating policy sectors. As Williams and
McNutt (2013) and Wu et al. (2015) emphasise, policy capacities can vary con-
siderably between different policy sectors in a single country. Hence, adopt-
ing this perspective (rather than the more abstract state capacity) allows us to
take a more differentiated approach (Woo et al., 2015) and examine how
policy capacities affect decisions about the green transition across policy
sectors with more granularity.

In the empirical part of our article, we probe the plausibility of our theor-
etical expectations by investigating how different configurations of policy
capacities have influenced the allocation of funds from EU’s Recovery and
Resilience Facility (RRF) to green transition in investment-constrained
Central and Eastern European (CEE) member states (MS). The RRF - a
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financial resource of 650 billion euros under the framework of NextGeneratio-
nEU - enables the European Commission (EC) to borrow from international
financial markets on behalf of the member states (MS) to foster the economic
recovery from the covid-19 pandemic and the green transition during the
period 2021-2026 (European Commission, 2021; European Commission,
2025). The RRF is the biggest source of direct EU financing for the green tran-
sition that runs parallel to regulatory attempts of aligning private financial
flows with climate mitigation and adaptation (see Mertens and van der
Zwan, this issue). It is especially important for MS that otherwise lack invest-
ment resources for the green transition. Given that the green transition
entails potential reconfigurations in state-market relationships (see Mertens
and van der Zwan, this issue), investigating the allocation of RRF funds
helps shed light on the role of public sustainable finance more broadly.

We seek to make the following contributions. First, our theoretical contri-
bution is to complement the discussions of this special issue on puzzling and
powering over sustainable finance with insights from the literature on policy
capacities. We explore how the configuration of policy capacities in a country
can influence the dynamics of puzzling and powering when faced with the
challenge of funding the green transition. Second, drawing on the conceptu-
alisation of sustainable finance in this special issue as ‘an emergent policy
regime’ that is constitutive of the EU’s dominant approach to achieve
climate neutrality by 2050’ (see Mertens and van der Zwan, this issue), we
aim to shed light on how the CEE MS set policy priorities regarding the
funding of green transition projects. To achieve this, we use the theoretical
lens of policy capacities to explore how two CEE countries — Estonia and Bul-
garia — allocate RRF financing for the green transition. Concretely, we
examine how different configurations of policy capacities (political, analytical,
operational) influence these countries governments’ choices of the green
transition projects included in the national RRPs.

The case selection logic was to choose two CEE countries that face similar
constraints in terms of prior investments and carbon-based legacies but
exhibit very different configurations of policy capacities. Our in-depth quali-
tative study allows us to explore how different configurations of policy
capacities influence the allocation of green transition funding in the two
national RRPs regarding: (1) projects entailing public-private mix in the allo-
cations; (2) division between legacy v. future-oriented innovative projects; (3)
technology v. behavioural change focus in the funded projects. Governments’
decisions related to green funding may also be influenced by other factors,
including the ideology of governing parties and differences in economic
structures. However, our study focuses specifically on whether policy
capacities could be a useful lens for understanding green transition funding.

The article is structured as follows. Section 2 outlines our theoretical frame-
work. Subsequently, we present the methodology and empirical analysis of
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the two cases in sections 3 and 4, respectively. Section 5 summarises the main
findings and proposes directions for further research.

Theoretical framework: the role of policy capacities in funding
the green transition

The green transition is a highly complex policy area, entailing uncertainties
on various dimensions. Policy actions related to the green transition are
likely to pose considerable challenges not only because of considerable
uncertainties involved but also because those actions have to be layered
onto other, already pre-existing policy fields that have their own policy instru-
ments in place (Newman et al, 2013). In his classic work, Heclo (1974)
suggests that in order to address complex policy issues, governments need
both puzzling and powering. As Heclo (1974) emphasised, the processes of
puzzling and powering tend to be intertwined and influence each other.
Inspired by Heclo's study, in studies of green transition, policymaking has
become ‘understood as an interplay of organizing knowledge about uncer-
tain and ambiguous issues and organizing power amidst conflicting interests
and goals’ (Vink et al., 2013).

While the lenses of puzzling and powering offer useful starting points for
exploring how policy choices related to funding green transition to come
about, they fall short on explaining which mechanisms drive these processes.
The way puzzling and powering processes unfold and interact in addressing
the green transition can be influenced by various factors. We argue that an
important element in understanding how puzzling and powering influence
the allocation of green transition financing is policy capacity. Indeed,
various studies have highlighted that in order to understand policy choices
in complex domains like the green transition, we need to examine policy
capacities (Craft & Howlett, 2013; Kattel & Mazzucato, 2018; MclLaren &
Kattel, 2022; Williams & McNutt, 2013; Wu et al., 2015, 2018). Policy capacities
are expected to influence the ability of the government to set strategic direc-
tions, evaluate policy alternatives, and utilise knowledge in policymaking (Wu
et al., 2018). As McLaren and Kattel (2022) and Kattel and Mazzucato (2018)
emphasise, policy capacities are likely to play a key role in the government’s
ability to utilise a broad range of funding instruments and manage portfolios
of different projects and investments.

Wu et al. (2015, p. 166) define ‘policy capacity’ as ‘the set of skills and
resources — or competences and capabilities — necessary to perform policy
functions’. They distinguish between three sets of competences that consti-
tute policy capacity: analytical, operational, and political. While analytical
capacities help ensure that ‘policy actions are technically sound’ and able
to attain policy goals, political capacities ‘help to obtain and sustain political
support for policy actions’, and operational capacities ‘allow resources to be
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aligned with policy actions, so that they can be implemented in practice’ (Wu
et al, 2018, p. 5). Next, we discuss how these different types of policy
capacities can affect the puzzling and powering processes related to the
funding of green transition.

Political capacities and green transition funding

The problem definitions and solutions that may emerge as a result of the
process of puzzling may not have immediate support (van der Steen et dal.,
2016). In the green transition, ‘the goals and processes are contested, creating
winners and losers across stakeholder groups’ (Zepa, 2022, p. 1). Thus, policy
actors have to direct their efforts - via powering — towards making sure that
the relevant stakeholders endorse the solution (Stock et al., 2021; van der
Steen et al, 2016). To secure the approval of a specific framing of a
problem and its solution, the actors need to mobilise support for it and con-
struct power coalitions (Hall, 1993; Stock et al., 2021; van der Steen et al,,
2016). Given the complexities and uncertainties involved in green transition,
there is likely to be fragmented approval of different problem definitions and
solutions and hence efforts are needed to galvanise support for taking steps
(and allocating funds) towards specific directions (van der Steen et al., 2016;
Vink et al., 2013; Weber & Rohracher, 2012).

Political capacity captures capabilities that enable key stakeholders in the
policy process ‘to sustain public support for policy reform and resolve
conflicts arising from policy actions’ (Wu et al., 2018, p. 13). Political capacity
is shaped by the levels of political accountability, legitimacy, trust, and the
degree to which non-state actors participate in the policy process (Woo
et al., 2015; Wu et al., 2015, 2018). For example, effective communication
with the stakeholders and citizens can enhance the support for government’s
policy choices and ensure responsiveness of government policies to public
expectations (Woo et al, 2015; Wu et al., 2018). Extensive competencies
related to negotiation and consensus building help to resolve conflicts
arising from the potentially clashing interests of different stakeholders (Wu
et al., 2018). Woo et al. (2015) suggest that system-level political capacities
serve as a precondition for exercising analytical and operational capacities.

Political capacity is likely to influence the dynamics of powering in
financing green transition. For example, it can contribute to whether the sus-
tainability transition becomes a political priority (or one of the priorities) in
the first place (e.g., Weber & Rohracher, 2012). It is likely to shape how
broad-based the support for the green transition is among the different pol-
itical parties and whether focusing on green transition would be dependent
on which party (or coalition) is in government at any given point in time. It
may influence how contested policy actions are resolved (McLaren & Kattel,
2022).
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As Heclo (1974) emphasised, the processes of puzzling and powering tend
to be intertwined and influence each other. Indeed, the way problems that
need to be addressed by green transition are framed in the puzzling
process - e.g., in terms of their focus, scale, and time-frame - can play a
role in how easy or challenging it would be to mobilise support for them
in the powering process (van der Steen et al., 2016). Furthermore, powering
can also influence puzzling: those in positions of power can decide whom to
involve in the deliberation processes and that, in turn, influences what kinds
of knowledge systems and information are likely to feed into the puzzling
processes.

Analytical capacities and green transition funding

In the process of puzzling, policy actors explore different perspectives and
lenses for viewing the problems and their solutions, drawing on different
knowledge systems (Stock et al, 2021). In the case of a complex policy
area, like green transition, puzzling is required because understandings
about the policy area may be ambiguous and the knowledge about problems
and solutions uncertain (Van Buuren et al., 2016; van der Steen et al., 2016).
How the puzzling processes affect decisions over green transition funding
is likely to be affected by a government’s analytical capacities.

Analytical capacity refers to the government’s ability to effectively acquire,
process, and utilise information and data relevant for performing policy func-
tions (Howlett, 2015; Howlett & Joshi-Koop, 2011; Hsu, 2015; McLaren &
Kattel, 2022; Oliphant & Howlett, 2010; Wu et al., 2015, 2018). It entails, for
example, analytical skills necessary for diagnosing key problems, identifying
conditions for addressing the problems, assessing the feasibility and chal-
lenges of different policy solutions, and forecasting their impacts (Howlett,
2015; Howlett & Joshi-Koop, 2011; McLaren & Kattel, 2022; Williams &
McNutt, 2013). Policy analytical capacity includes competencies to undertake
policy analysis and employ appropriate research methods, analytical tech-
niques and modelling approaches (Craft & Howlett, 2013; Hsu, 2015; Oliphant
& Howlett, 2010). In the case of the green transition, it can include the extent
to which evidence like statistical data and scientific findings are used in
decision making over funding decisions as well as benchmarking and moni-
toring (Howlett & Joshi-Koop, 2011; Hsu, 2015; Williams & McNutt, 2013).

While civil servants working in government may be important carriers of
policy capacity and a central source of providing policy advice (Howlett,
2015; Migone & Howlett, 2023; Newman et al., 2013), crucial information
about the green transition can be provided by a wider range of societal
actors (Howlett & Joshi-Koop, 2011; Hsu, 2015; Williams, 2012; Williams &
McNutt, 2013). Thus, analytical policy capacity also refers to the ability of
the governmental actors to solicit and exchange information with the
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relevant network of stakeholders, in order to ensure the flow of relevant infor-
mation and knowledge to the policymakers (Howlett, 2015; Hsu, 2015;
MclLaren & Kattel, 2022; Migone & Howlett, 2023; Williams & McNutt, 2013;
Wu et al.,, 2015, 2018). Wu et al. (2018, p. 11) suggest that in addition to
quality and scope of policy-relevant data collection, analytical capacity is cap-
tured by ‘the level of competition and diversity in the production of policy
knowledge’. As Migone and Howlett (2023, p. 4) put it, ‘having more
sources of policy advice is better than fewer’ and ‘additional sources of infor-
mation from non-governmental organizations and members of the public
may enhance the diversity of information collected and analysed'.

Higher analytical capacity for the green transition is characterised by more
extensive information sharing between the relevant stakeholders in the
public and private sector (Williams & McNutt, 2013). As McLaren and Kattel
(2022) argue, analytical capacity is likely to affect the government’s ability
to utilise the range and types of levers in the policy field. Thus, in the case
of green transition financing, collecting analytical input from a broader
range of relevant stakeholders is likely to contribute to the diversity and rel-
evance of projects and investments included in a country’s portfolio of public
sustainable finance.

Analytical capacities could, for example, play a role in whether the projects
are more future oriented or legacy-focused and whether they emphasise
technological aspects or behavioural changes (Rogge & Reichardt, 2016).
Legacy-oriented projects have usually been on the national policy agenda
for some time and tend to focus on lock-in technologies, incumbent compa-
nies, and incremental innovation (Tonurist et al., 2019). Such projects would,
for example, prioritise the upgrading of existing energy and transportation
infrastructure or housing stock. In contrast, forward-looking projects are
more innovative and entail high-risk ground-breaking pilots (Ténurist et al.,
2019). Green transition projects can vary with regard to how much they
emphasise technological change as opposed to aspiring to fundamentally
change people’s behaviours (Kaufman et al., 2021). The literature on green
transition suggests that in order to enable systemic change from old socio-
technical regimes to new and more sustainable ones, more innovative and
behaviour-oriented projects should be included in the portfolio of funded
projects (Markard et al., 2012). The broader the range of key transition stake-
holders from whom analytical input for green transition funding is collected,
the more likely it is to include projects that are future- (rather than legacy)
oriented and emphasise behavioural (rather than just technological) change.

In the multi-level governance context of RRF implementation, the suprana-
tional institutions can play a role, especially in MS with weak policy capacities.
Zeitlin et al. (2024, pp. 10-11) demonstrate the important steering role of the
Commission when the MS were developing their NRRPs. Similarly, we expect
that by highlighting green transition as a political priority for the EU as a
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whole, the EC can increase its salience in the MS domestic political agendas.
Furthermore, the analytical inputs from the EC can enhance the MS analytical
capacities by providing information and evaluations that would not other-
wise be available from domestic sources.

Operational capacities and green transition funding

In addition to the political and analytical capacities, decisions over the green
transition funding are likely to be affected by the operational capacities of the
government. At the system level, operational capacity refers to how respon-
sibility is managed in a particular policy sector but also how well the govern-
ment can manage issues that cross the boundaries of established policy
areas, which do not correspond to the institutional responsibilities of individ-
ual organisations (Williams & McNutt, 2013; Wu et al., 2018). A high level of
operational capacity requires that the different organisations involved in
the policy process have clear roles and responsibilities but at the same
time constitute a coherent network that collaborates to address policy
issues (Brenton et al., 2023; Peters, 2015; Williams, 2012; Williams & McNutt,
2013; Wu et al., 2018).

Given that many policy measures dedicated to the green transition would
have to be layered on top of existing policy fields, such as transport, energy,
and forestry (Newman et al., 2013; Rogge & Reichardt, 2016; Weber & Rohra-
cher, 2012; Williams & McNutt, 2013), the capacities related to coordinating
activities in these various policy fields are likely to play a role in shaping
what kinds of green transition actions are chosen by a government. A high
level of operational capacity for a complex field like green transition
funding entails balancing the modes of hierarchical and network coordi-
nation (McLaren & Kattel, 2022; Peters, 2021; Wanzenbock et al., 2020). On
the one hand, a clear designation of roles and lines of control and responsi-
bility for making green transition funding would help avoid situations of
‘passing the buck’, stalling, and lack of ownership (Williams, 2012; Wu et al.,
2018). On the other hand, network coordination would potentially avoid
duplication of activities and contradictory actions in green transition
funding (Rogge & Reichardt, 2016; Weber & Rohracher, 2012; Williams,
2012; Williams & McNutt, 2013).

Finally, funding the green transition effectively requires that the various
public sector investments are coordinated but also that the private invest-
ments are crowded in (Kattel & Mazzucato, 2018). Thus, in addition to the
coordination efforts between government organisations, a high level of oper-
ational capacity would also entail network coordination taking place between
private and public sector organisations, via formal and informal interactions
dedicated to that purpose (McLaren & Kattel, 2022; Wanzenbock et al.,
2020). We can expect that network coordination is likely to give rise to a
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Figure 1. Linkages between puzzling and powering, policy capacities, and green tran-
sition funding allocation (authors’ own elaboration).

more significant cooperation between the public and private sectors in green
transition funding compared to a hierarchical coordination that favours top-
down government-led approach and gives privileged access to the public
sector. Figure 1 summarises our theoretical discussion and the linkages
between puzzling and powering, policy capacities, and governments’ green
transition funding allocations.

Methodology

We adopt a comparative qualitative case study approach to examine how
different policy capacities have influenced the allocation of European RRF
sustainable finance in Bulgaria and Estonia. Our case selection proceeded
from the following considerations. First, both countries have experienced
bouts of austerity during the past decades and have kept up low public
debt to GDP ratios, aiming to maintain sound public finances. This has also
meant that in both countries only modest financial resources were available
for large-scale investments targeting the green transition (Bruszt & Langbein,
2020; Schelkle & Bohle, 2020). Therefore, the two cases offer an opportunity
to investigate what happens when MS have access to a substantial financial
resource, such as the RRF, after a prolonged period of underinvestment, while
facing carbon-based legacy constraints (coal in Bulgaria and oil-shale in
Estonia). This case selection will shed light on the impact of policy capacities
on decisions related to sustainable public finance in a more pronounced way,
compared to studying member states with more ample resources and longer-
term experiences with green transition projects.

Second, in order to uncover whether policy capacities matter in a theoreti-
cally expected way for green transition financial allocation, we selected two
cases from two extreme ends of the policy capacity spectrum. In relevant
country rankings, such as government effectiveness indicators, Estonia
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Table 1. Configuration of policy capacities in Estonia and Bulgaria.

Policy
capacities Estonia Bulgaria
Political Strong political and institutional support  (Initially) low prioritisation of the green
capacities and consensus for green transition transition for the government in power
Analytical Broad-based consultation, expert advice ~ Narrow expert community in the lead
capacities sought, additional analyses conducted
Operational Combination of hierarchical and network  Hierarchical coordination among
capacities coordination pattern among ministries government ministries and with other
and with other social and economic social and economic actors
actors

Source: Authors’ own elaboration.

stands out as the top scorer among the CEE countries, whereas Bulgaria is one
of the laggards (World Bank, 2025).

While Oellerich and Simons (2024) find that fiscal and state capacity matter
in the national implementation of the RRF, none of the existing studies have
adopted the lens of sector-specific policy capacities nor focused specifically
on green transition projects. If policy capacities play a role in governments’
decisions on green transition finance, we would expect different patterns
of funding allocation, for example, regarding the legacy v. future-oriented
innovation focus, behavioural v. technological focus and private-public mix,
to emerge in the two countries. Table 1 below summarises the key distinc-
tions between policy capacities in Estonia and Bulgaria (see also sections
4.1. and 4.2).

We analyse the allocation of RRF sustainable finance, drawing on all avail-
able public documents published by the EU and the MS that detail the
implementation of the RRF and the rationale for the governments’ choices.
To triangulate this data, we conducted expert interviews with six Estonian
and six Bulgarian officials (November 2023-November 2024) (see Appendix
). We contacted all key officials in both countries who had been involved
in the RRP process and conducted interviews until we reached a saturation
point, where little new information was provided. The interviews were
recorded, transcribed, and thematically analysed in light of the theoretical
framework.

Puzzling and powering about sustainable finance in Estonia
and Bulgaria through the lens of policy capacities

Estonia and Bulgaria allocated the RRF funding differently in two important
ways, first, regarding the initiation of new public-private sector interactions
and, second, regarding the balance between ‘legacy’ investments and
future-oriented innovation projects. While the Estonian government used
the RRP as an opportunity to launch new types of public-private partnerships,
the Bulgarian government allocated the RRF mostly to large state-owned
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companies and used ‘regular’ public tenders as the main mechanism to
involve the private sector. Second, large-scale ‘legacy’ investment projects
dominate the list of foreseen investments in Bulgaria, whereas the Estonian
government was eager to pilot more future-oriented innovative projects.
We argue below that the distinct configurations of policy capacities contrib-
uted to the observed important differences in RRF allocation. Lastly, in both
cases we observe a significant ‘developmental’ agenda in the use of the RRF
in the sense of financing infrastructural and other large-scale investment
gaps, for which the individual national budgets of the countries do not
have sufficient means. Appendix Il summarises the key reforms and invest-
ments aimed at the green transition in Estonia and Bulgaria, examined in-
depth in the case studies below.

Examining the role of policy capacities in RRF sustainable finance
allocation in Estonia

The key features of the policy capacities influencing puzzling and powering
in the allocation of funding in the RRP are summarised in Table 1 above.
Political capacities, characterised by strong political and institutional
support for the main policy goal (green transition) contributed to powering
that did not contest the overall direction of green financing in the RRP. The
analytical capacities — reflected in the utilisation of a broad-based consul-
tation - shaped puzzling over green transition funding. Expert advice and
additional information were sought in cases where previous networks,
knowledge and experience was lacking. The operational capacities involved
a combination of hierarchical and network coordination between ministries
and other social and economic actors. This shaped the accelerated puzzling
and powering processes concerning the details of the RRP, in the context
where there was only limited time for composing it. Next, we examine
how these mechanisms influenced the allocation of green transition
funds in the Estonian RRP.

The Estonian RRP was approved by the EC in October 2021 and amended
in 2022. On the 16th of June 2023 the EC confirmed the modified RRP with a
total budget of €953 million consisting of €863.3 million from the RRF and €90
million from REPowerEU (European Commission, 2023a). Appendix Il presents
the overall resource allocation between focus areas, with the Green Fund
being the biggest project in terms of funding dedicated to the scale-up of
green technologies (including new venture capital (VC) funds and direct
investments into companies). It can be considered as a good example of a
private-public mix and future-oriented investments (e.g., into innovative
Greentech companies with high growth potential). However, even if some
of the technologies might facilitate behavioural change, the focus of the pro-
jects is still mainly on technology and not on behavioural change.
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In terms of political capacities, we observed strong political support in the
ruling government for the overarching policy goal - prioritising and financing
the green transition. One clear political and administrative evidence of this
was the creation of the Ministry of Climate in summer 2023 to bring together
the main climate related activities. During the last decade, several parties in
Estonia (the Reform Party, the Social Democrats, Estonia200) have included
green transition in their agenda (EE Interview 2). Hence, there is clear agreement
on the political level that the green transition is needed, but there are somewhat
diverging views about which measures to use to achieve broader impacts.

As a result of the broad-based consensus, the powering process of selecting
and deciding on which green projects to include in the RRP did not entail much
conflict domestically: most of the projects that were initially proposed also
ended up in the plan (EE Interviews 1 and 6). There were some contested
decisions, however. First, hydrogen investments were included in the RRP
because of high support from the EC and the Government of Estonia, even
though local experts did not see many potential implementation areas for
hydrogen energy in local industry and transport (EE Interviews 4 and 5).
Second, Estonian policymakers largely agreed that new military radars were
needed for the development of offshore wind parks. However, some persua-
sion was necessary to get the EC to agree that this was more than just a
defence investment (EE Interviews 1, 2,4, 5 and 6). In addition, the Commission
has criticised the plan for insufficient focus on phasing out oil shale and for not
envisaging green taxation (EPRS, 2023; EE Interview 6). In this matter, Estonia
and Bulgaria face similar challenges. Due to the complexity of the energy
system and industrial transition to renewables, politicians hesitate to set ambi-
tious goals and deadlines. For example, the phasing out of oil shale electricity
production in Estonia by 2035 is not explicitly written into any law, but is sup-
posed to be driven by economic incentives, such as high CO2 tax.

One of the key reasons why there were not many heated political discus-
sions over the green transition projects in the RRP, was that the priorities had
already been discussed between the main ministries during the process of
preparing the Estonia 2035 strategy which had happened just before the
RRP (EE Interview 1). The key goals and priorities that were relevant for the
RRP had been agreed upon during public deliberations over the Estonia
2035 strategy with a wide range of stakeholders and interest groups. The dis-
cussions that had taken place across Estonia over a period of two years, and
had involved around 17 000 people, set the long-term goals for Estonia. The
strategy (ratified in 2021) established the green transition as the overarching
priority (Estonia, 2035 Strategy). Such a broad-based puzzling process in turn
bolstered the political capacity of the government to prioritise the green tran-
sition, secure public support for green transition funding in the RRP process
(EE Interviews 1-5) and also contributed to the selection of future-oriented
innovative projects in the RRP.
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The decisions for the RRP were based on consensus among the coalition,
but the opposition was not involved (EE Interviews 1 and 2). However, the
opposition parties had been involved in the preceding Estonia 2035 discus-
sions, which helped to secure the continuity of RRP decisions concerning
green transition funding even after the change of government in January
2021 (EE Interview 1). That illustrates how broad-based puzzling processes
over green transition can underpin political capacities necessary for the stab-
ility of green transition funding decisions.

Regarding analytical policy capacities, the Estonian case highlights the use
of broad-based consultations and expert advice in the puzzling process over
the RRP and selecting the projects to be funded. However, due to the limited
time (i.e., only one year) foreseen for compiling the RRP, even though the
process was coordinated by the Ministry of Finance, most of the analysis
and prioritisation of projects (the puzzling) was done by the line ministries,
based on previous analyses and studies conducted for the national develop-
ment plans of their fields and the Estonia 2035 strategy. The Ministry of
Finance conducted the socio-economic impact analysis for the whole RRP
and the reforms and investments therein.

Due to the short timeline, there were only some general engagement
events dedicated to puzzling over the RRP. The engagement processes of min-
istries, in turn, differed depending on the knowledge, studies and networks
that the ministry already had for developing the specific projects in the RRP
(EE Interview 5). For example, the academia was involved in the broader EU
funds discussions but for the RRP, expert feedback was asked for the decisions
that had already been made (EE Interview 3). In light of the strict deadline, the
informational grounds for the RRP were seen as sufficient due to the fact that
the decisions were based on the analysis done for the sectoral development
plans, state budgeting process, and the above-mentioned Estonia 2035 strat-
egy (EE Interviews 1, 2, 4 and 5). However, more comparative international
studies on the implementation and impact of different measures would
have been useful, but this was not possible due to the short deadline of the
RRP development process (EE Interview 1) leaving only limited time for the puz-
zling processes. There was also some critique from the academia observing
that as behavioural change in society is crucial for green transitions, more
studies on these areas and how ministries could work together to generate
more mission-oriented soft measures targeting behavioural change (instead
of just investing in physical infrastructure) were needed (EE Interview 3). This
is also reflected in the small amount of resources dedicated to behavioural
changes: the development of green transition skills in the RRP received only
15 million EUR of the total budget.

Coming to operational policy capacities, the Estonian case showcases a
combination of hierarchical and network coordination mechanisms (EE Inter-
views 1, 5), which shaped puzzling and powering over green transition
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funding in the RRP. The balance between these coordination mechanisms
contributed to the involvement of different stakeholders in the RRP formu-
lation, good alignments between higher and lower-level processes, and facili-
tated the adoption of RRP projects entailing future-oriented focus and
private-public interactions.

The RRP development process was coordinated by the Ministry of Finance
who followed the requirements set by the RRF regulation and involved pol-
icymakers, the Government Office, and social partners (EE Interview 1). The
line ministries were responsible for compiling their proposals and undertak-
ing as much engagement and analysis as needed from their perspective. The
Ministry of Finance also kept an eye on other sources of funds and measures
that already existed, with the aim to give additional support to areas with
higher needs and to avoid duplicate measures.

In the first phase of the RRP development process, the ministries devel-
oped their concrete proposal for the RRP on their own, and in the second
phase additional consultants were used to consolidate the projects that
belonged under a broader topic (e.g., the green transition of companies
that included measures developed by the Ministry of Environment, the Min-
istry of Education and Research, the Ministry of Communications and Econ-
omic Affairs and the Ministry of Rural Affairs) (EE Interview 5). In terms of
stakeholder engagement for the Greentech startup acceleration programme
measure that the Ministry of Environment was responsible for, since the min-
istry did not have many links with the Greentech sector and previous experi-
ence with business support measures, they intensively engaged the sector
representatives and collaborated with other institutions with more experi-
ence (EE Interview 5). This, in turn, enabled the development of stronger
cooperation with the private sector in implementing the RRP.

The largest project in the Estonian RRP — 100M EUR Green Fund - deserves
extra attention due to being the biggest amount of EU money invested into
green tech companies directly and through procured VC funds (SmartCap,
2023) and also due to its future-oriented focus. The Green Fund assets
managed by SmartCap are invested in VC funds which, together with
private investors, place capital into research and technology-intensive early
stage small and medium-sized companies with large international growth
potential, mainly located in Estonia (SmartCap, 2023). As Estonia already
had previous experience with publicly managed funds it was also easier to
use the already existing institutions and experience for the RRP investments.

Examining the role of policy capacities in RRF sustainable finance
allocation in Bulgaria

After considering how the configuration of political, analytical, and oper-
ational policy capacities influenced the allocation of RRF sustainable
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finance in Estonia, we now examine the allocation in the Bulgarian case. The
powering process, characterised by initially low prioritisation of the green
transition, was rather chaotic and top-down. Puzzling over green transition,
as shown by the analytical capacities, took place in a narrow expert commu-
nity, whose primary tasks are to liaise with the Commission regarding the EU
budget and the European Semester (see Table 1). The insulated puzzling
process was exacerbated by the operational capacities involving primarily
hierarchical coordination, which in the end privileged the selection of
‘legacy projects’ for Bulgaria’s RRP and well-established public sector compa-
nies, such as the National Electricity Company (NEK).

Bulgaria’s RRP was first approved in May 2022 and subsequently amended
in December 2023, with a total budget of 6.185 billion EUR consisting of 5.69
billion EUR grants from RRF and 495 million EUR grants from REPowerEU
(Council of Ministers of the Republic of Bulgaria, 2021). At the same time,
drafting the RRP unfolded in a period of heightened political instability,
with seven parliamentary elections producing seven governments in quick
succession 2019-2024, against the backdrop of a lacking national green tran-
sition strategy.

In terms of political capacities, the green transition was not a government
priority, especially in 2020-2021. The main political parties, including those in
government, heavily emphasised economic growth, development, and social
investment. When it comes to ‘green financing’ instruments envisioned in
Bulgaria’s RRP, we glean the importance of, on the one hand, the overarching
European Green Deal objectives and, on the other hand, the National Strategy
‘Bulgaria 2030’, adopted in January 2020, just before the outbreak of the
covid-19 pandemic and the political upheaval in the country in 2021 (Bulgar-
ian Ministry of Finance, 2024b). Neither climate action nor the green tran-
sition or sustainable finance received much attention in the ‘Bulgaria 2030’
strategy.

Bulgaria’s government submitted five RRP drafts to the Commission in the
course of 2020-2021. The fourth RRP draft (July 2021) was open to broader
stakeholder consultation, albeit very briefly (IME, 2021). All in all, the pro-
tracted and chaotic preparation processes did not follow logical policy
design and management best practices (BG Interviews 3, 6). Instead, political
expediency and ‘wish list’ projects of key ministries and state-owned compa-
nies received priority (BG Interview 3). The current care-taker government,
seventh since 2019, is carrying out the RRP project obligations agreed
upon with the Commission but is unable to offer a long-term green transition
vision or strategy.

Consequently, the main priorities underpinning the RRP were national
economic ‘developmental’ policy goals (BG Interview 1). The flagship
project in the Bulgarian RRP is dedicated to investments in renewable
energy sources, electricity storage, and interconnection capacities (€1.5
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billion), with the state-owned National Electricity Company (NEK) and the
national Energy Grid System Operator (ESO) as main beneficiaries. Regarding
our typology, this project captures well the typical pattern in Bulgaria: (1) pre-
dominantly public companies are involved; (2) the project has more legacy
features; (3) the project funds the upgrading and expansion of existing
energy infrastructure. Bulgaria’s trade unions and experts have questioned
the credibility of the politically controversial pledge in the RRP to close
down the Maritsa Iztok coal power plants by 2026 (Bulgarian National
Radio, 2023).

Further corroborating this pattern, Bulgaria’s RRP features a significant
number of transportation ‘legacy’ projects which were part of the govern-
ment’s long-term investment strategy before the covid-19 pandemic, such
as the extension of the metro lines in the capital, Sofia, to facilitate urban
mobility. While all these energy and transportation infrastructure projects
are well-aligned with the European green transition agenda, they also fulfil
a national economic and infrastructure modernisation agenda, which pre-
dates both the European Green Deal and the ‘Bulgaria 2030 strategy’.

In 2021, Bulgaria risked foregoing access to RRF funding altogether, after
the centre-right government collapsed and early elections were scheduled.
Over time, the green transition has moved up on the government’s policy
agenda. The most recent annual government programme lists the
‘implementation of RRP reforms and projects’ as priority 4 (Republic of Bul-
garia Government, 2024), but analysts have pointed out that the RRP fills in
a strategic policy gap in the absence of a forward-looking national strategy
concerning decarbonisation (IME, 2021, p. 4; BG Interview 3). Overall, the
recent policy prioritisation of the green transition appears to be driven by
the implementation of the country’s RRP, periodically reviewed by the
Commission.

Unpacking the puzzling processes through the lens of analytical policy
capacities, we glean that a relatively small group of civil service experts in
the Central Coordination Unit Directorate of the Finance Ministry was in
charge of the overall organisation and coordination of the RRP as well as sub-
sequent revisions (Bulgarian Ministry of Finance, 2024a). These are the same
units that support the government’s interactions with the Commission about
the management and implementation of funds obtained from the EU budget
(MFF) and oversee European Semester commitments (BG Interview 6).

Whereas the Estonian government conducted a broad stakeholder consul-
tation well before the preparation of the country’s RRP, the Bulgarian govern-
ment conducted a more limited consultation open for a short period of time,
upon the strong recommendation of the Commission to follow ‘Better Regu-
lation’ guidelines. Ultimately, it remained unclear how the stakeholders’ input
was included (or not) in the RRP preparation (IME, 2021, p. 17). On a practical
level, the head of the Finance Ministry Central Coordination Unit, Ivan Ivanov,
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highlighted that due to the weak administrative and expert capacity in Bul-
garia, it was a challenge to prepare and oversee ‘green transition’ projects
(quoted in 24 Chasa newspaper, 2023).

Coming back to the process of puzzling about sustainable finance, a small
policy subsystem of experts in the state’s public administration drafted,
updated, and finalised Bulgaria’s initial RRP (BG Interviews 1,2, 6). As a conse-
quence, long-standing legacy investment projects compatible with green
transition objectives, such as upgrading the country’s energy infrastructure
and extending the Sofia metro system were prioritised. Whereas the
regular interactions with the Commission led to a higher government prior-
itisation of the green transition, the Commission had less influence on the
types of projects and investments proposed by the Bulgarian government.
The role of domestic advisory bodies was also limited. The Bulgarian Con-
sultative Council on the European Green Deal, with a total of 45 members,
provided some initial advisory input, but its impact was very limited (BG Inter-
views 2 and 5).

The insulated puzzling process is further visible when we examine the
operational capacities, where we observe a clear hierarchical coordination
pattern, with the Bulgarian Finance Ministry in the lead. Beyond the initial
RRP preparation period, the external advisory bodies met relatively infre-
quently, and it was not clear how their input and recommendations were
taken into account (BG Interview 2). Interviewees BG-1 and BG-2 pointed
out that during 2022 and 2023, the responsibility for RRP project implemen-
tation increasingly shifted to the respective sectoral ministries, such as the
Ministry of Innovation and Growth, Ministry of Energy, and Ministry of
Economy and Industry, which created a somewhat disjointed ‘siloed’
approach. These findings corroborate NGO analyses of RRF implementation
across the EU which have shown that ‘[e]lven though civil society platforms
are consulted ... they tend to have very limited ability to meaningfully
influence the decision making process’ (Citizens’ Observatory, 2024, p. 20).
While the Commission requires the MS to publicly disclose the list of top
100 beneficiaries of RRF funding, in the Bulgarian case the list is rather
‘limited and vague’ (Citizens’ Observatory, 2024, p. 21), raising concerns
about potential nepotism and corruption in the funding allocation.

In the Bulgarian case, the hierarchical coordination pattern in operational
capacities reinforced the insulated expert community pattern in analytical
capacities and further favoured directing the available RRF green transition
funding toward large Bulgarian public companies, such as the Bulgarian
power transmission system operator (ESO) which operates and maintains
the country’s energy grid. As this company has not received any large-scale
investment upgrades since the 2000s, one RRP financing measure is dedi-
cated entirely to the modernisation and digitalisation of the country’s
power transmission system (€0.26 billion) (European Commission, 2023b).



18 (&) RRAUDLAETAL.

The majority of these projects are carried out by the state-owned National
Electricity Company (NEK), with limited participation by private actors primar-
ily in smaller pilot projects, such as creating storage capacity for hydropower
generation (BG Interview 3). The investment emphasis in Bulgaria’s RRP is also
visible at the household level, similarly to Estonia and other MS, to upgrade
the energy efficiency of homes through the purchase of energy efficient heat-
pumps and solar heat supply systems.

We also glean a more innovative developmental finance approach in the
interlinkages with the European Investment Bank (EIB) and the European
Investment Fund (EIF). Bulgaria’s government announced in 2022 that,
together with the EIF, it would create the RRF Bulgaria Equity Fund of €180
million financed by the Bulgarian RRF for equity investments, such as large
infrastructure projects to achieve climate neutrality (EIF, 2022). The EIB
plays a very important advisory capacity-building role linked to the
implementation of InvestEU and RRF projects especially for large public com-
panies, such as NEK. We identified the lack of suitable RRF projects as a sig-
nificant challenge in Bulgaria. The EIB’s capacity-building function (see
Thiemann and Mocanu, this issue) can help to overcome this challenge and
develop more effective project preparation and management capacities in
the MS, such as planning the project scope and goals, budget, resources,
and organising site visits to European best practice examples where similar
projects have been completed (BG Interview 4).

Conclusion

This article sought to explore theoretically and empirically how powering and
puzzling processes examined through policy capacities can shape govern-
ments’ decisions related to green transition funding. The theoretical contri-
bution of our article — to this special issue and debates on public
sustainable finance more broadly — was to shed light on how the processes
of powering and puzzling work through political, analytical and operational
capacities to shape governments’ allocations of green transition funding. Pol-
itical capacities can be expected to play a relevant role in powering processes
over green transition funding and influence its priorities and stability. In terms
of puzzling processes, analytical input from a broad range of stakeholders can
contribute to selecting green transition projects that are future- (rather than
legacy) oriented and emphasise behavioural (rather than just technological)
change. In a similar vein, network coordination in the operational capacities
is likely to facilitate public-private sector cooperation in green transition
funding, compared to a hierarchical coordination that favours the public
sector.

We probed the plausibility of these conjectures by exploring how policy
capacities have influenced the allocation of the RRF sustainable finance
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resources in CEE, focusing on Estonia and Bulgaria. Regarding the processes
of puzzling and powering, political capacities were an important driver of the
divergences between Estonia and Bulgaria. Due to the limited time govern-
ments had for compiling their RRPs, the powering processes were crucial in
shaping the funding allocation. In Estonia, green transition objectives were
seen as a policy priority both by the ruling government and by the main pol-
itical parties even before the launch of the RRF. By contrast, in Bulgaria, the
green transition only made it to the list of the government’s top priorities
in 2023, midway through the implementation phase of the national RRP
and after several rounds of consultations with the Commission.

Subsequently, the processes of puzzling, examined through analytical and
operational capacities, contributed to different allocation of sustainable
finance in the two countries. While the Estonian government used the RRP
as an opportunity to launch new types of public-private partnerships, for
example, by creating investment funds focusing on ESG (environmental,
social, and governance) principles, the Bulgarian government allocated the
RRF mostly to large state-owned companies and large-scale ‘legacy’ infra-
structure investment projects, such as the expansion of the Sofia metro
system and the upgrade and digitalisation of the Bulgarian energy grid oper-
ator, ESO.

Moreover, in countries where analytical policy capacities entail broad-
based stakeholder consultation and expert advice, such as Estonia, the EU
financial resources and the Commission have played a role somewhat in
the margins. By contrast, in Bulgaria, the extensive dialogue with the Com-
mission had more influence on sustainable finance allocation. Thus, our
empirical study indicates that in a multi-level governance setting like the
EU, supranational actors, such as the Commission, can compensate for short-
comings in policy capacities at the MS level. The interaction between policy
capacities and the Commission should hence be investigated in more detail
in future research.

In sum, our study demonstrates that the theoretical angle of policy
capacities can help to shed light on the dynamics of powering and puzzling
over how to finance the green transition in the EU context. While the funds
provided by the EU have a potential to spur shifts towards the green tran-
sition in the MS, policy capacities can influence the comprehensiveness
and direction of the transition (for a similar understanding of the EU’s Just
Transition Mechanism, see Siderius, this issue). An important limitation of
our study is that we have focused only on two countries — Estonia and Bul-
garia — which constrains the external validity of our findings. In light of our
theoretical discussion, we can conjecture that, on the one hand, other CEE
countries with a policy capacities configuration (see Table 1) similar to that
of Estonia (e.g., Latvia, Lithuania) are likely to exhibit similar patterns of puz-
zling and powering over EU sustainable finance, especially regarding more
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extensive engagement with private sector partners and more future-oriented
green transition projects. On the other hand, countries with a policy
capacities configuration similar to that of Bulgaria (e.g., Romania, Slovakia)
would favour public sector spending and opt for ‘legacy’ projects.
However, further empirical research is needed to examine the validity of
these expectations. We focused on the role of policy capacities in shaping
green transition funding allocations in Estonia and Bulgaria. Further studies
could explore how other potential explanatory factors, such as differences
in the underlying structure of the economies, ideology of the political
parties in government, and the influence of the Commission, can interact
with policy capacities in influencing public sustainable finance. Beyond
funding allocations, the actual implementation of green transition projects
is another important avenue for further research.
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Appendices
Appendix I. List of interviews

Estonia

EE Interview 1. Ministry of Finance of Estonia, 23 November 2023.

EE Interview 2. Government Office of Estonia, 8 December 2023.

EE Interview 3. Estonian Council of Rectors, 19 December 2023.

EE Interview 4. Energy and Mineral Resources, Ministry of Climate of Estonia, 24
January 2024.

EE Interview 5. Ministry of Environment of Estonia, 15 February 2024.

EE Interview 6. Representation of the European Commission in Estonia, 10 June 2024
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Bulgaria
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BG Interview 1. Institute for Market Economics, 13 February 2024.

BG Interview 2. Bulgarian Industrial Association and National Consultative Council on
the European Green Deal, 28 February 2024.

BG Interview 3. Energy Management Institute, 11 July 2024.

BG Interview 4. European Investment Bank, 26 July 2024.

BG Interview 5. Member of the Bulgarian Council for Economic Analyses, 26 August

2024.

BG Interview 6. European Commission, RECOVER Taskforce, Bulgaria desk, 12 Septem-

ber 2024.

Appendix Il. Green transition reforms and investments in Estonia

and Bulgaria’s RRPs

Estonia

Bulgaria

Resource allocation in
national RRP (% of total
and billions €)

Major reforms and green
investments, incl.
earmarked project costs in
millions (M) or billions (B)

Green: 59% (0.56 billion €)

Digital: 24% (0.23 billion €)
Other: 17% (0.16 billion €)

Green transition of companies

Green Fund (€100M); Uptake of
resource efficient green
technologies (€53M); Green
hydrogen technologies (€50M).
Encouraging energy efficiency
and comprehensive
reconstruction

Energy-efficient renovation of
the housing stock (€76M).
Accelerating the green
transition in the energy
economy

Energy investments for
increasing the share of
renewables (€55M); Offshore
wind parks development
(€67M).

Accelerating the development of
renewable energy (REPowerEU)
Grid improvements for
integrating more renewables
(€38M); Accelerating the
development of renewable
energy (€32M).

Green: 57.5% (3.27 billion €)

Digital: 23.1% (1.31 billion €)
Other: 19.4% (1.11 billion €)

Creating framework for the coal

phaseout to cut greenhouse gas
emissions in energy generation
sector by 40% by 2025

Market liberalisation of the
wholesale and retail electricity
markets

Investments in renewable
energy sources, electricity
storage, and interconnection
capacities (€1.5B).

Encouraging energy efficiency
and comprehensive
reconstruction

Energy efficient renovation of
the housing stock (€879M).
Transport decarbonisation, New
electric trains for urban and inter-
regional rail transport
Construction of the new line
Sofia metro; Pilot scheme zero-
emission public transport
vehicles; Building charging
station infrastructure (€533M).

Source: Authors’ own elaboration, based on the RRPs.
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