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Economic governance: lessons 
from the crisis

• Scope and nature of surveillance
– wider, especially on macro-financial issues and 

competitiveness/imbalances
– deeper, especially on debt sustainability and key 

growth-enhancing reforms
– better integrated – avoid partial and fragmented 

approaches

• Follow -up and enforcement
– weak enforcement instruments especially outside 

fiscal sphere and unwillingness to use them
– no formal coordination mechanisms for the Euro area

European 
Parliament



Stronger economic policy coordination: Stronger economic policy coordination: 

much wider than fiscal policymuch wider than fiscal policy

Financial 
markets

ESRB

Fiscal policy

-Stronger SGP (6 pack, 
2 pack), fiscal compact

Growth and policy 
integration

European semester 
and 2020 strategy

Competitiveness
Macroeconomic 

Imbalances 
Procedure (6 pack) 

… and integrated into the European semester
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Competitive,ess broad/flexible 
scope of surveillance under the MIP

• External positions (e.g. current accounts, 
net international investment positions)

• Competitiveness developments (e.g. 
REERs, ULCs)

• Export performance (e.g. export market 
shares)

• Private sector indebtedness (e.g. credit, 
debt)

• Public sector indebtedness
• Assets markets (e.g. housing)
• [Banking/financial sector]
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Alert 
mechanism

Economic reading 
of early warning 
scoreboard 
indicators to 
identify Member 
States with 
potential risks

In-depth review
Analysis to distinguish between 
benign and harmful macroeconomic 
developments and to identify policy 
options 

No problem
Procedure stops.

Imbalance exists

Commission/Council 
recommendations 
under Article 121.2 

Severe imbalance

Commission/Council 
recommendation 
under Article 121.4

The preventive arm of the MIPThe preventive arm of the MIP

Policy action



The corrective arm of the MIPThe corrective arm of the MIP

Member 
State is 
placed in 
“Excessive 
Imbalance 
Position”

Corrective 
Action 
Plan

Surveillance of 
compliance with 

reform commitments

Sufficient
abeyance

Insufficient:
interest 
bearing 
deposit

Insufficient:
Fine 

0.1% of GDP

Insufficient: 
Fine 0.1% of 

GDP



The Corrective Arm is INTRUSIVEThe Corrective Arm is INTRUSIVE

Member 
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The Corrective Arm focuses on POLICY The Corrective Arm focuses on POLICY 

RESPONSESRESPONSES
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The Corrective Arm works on the basis of The Corrective Arm works on the basis of 

reverse Qualified Majority Votesreverse Qualified Majority Votes
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First implementation of MIP in June 2012

Very Serious imbalance, to be addressed urgently: 

ES: private sector debt; large negative external position; financial sector

CY: current account; public finances; financial sector

Serious imbalance: 

HU: highly negative size of the net international investment position and public 
debt 

SI: corporate sector deleveraging; banking stability; external competitiveness

IT: high public indebtedness and loss of external competitiveness since euro 
adoption. 

FR: export performance and competitiveness in a context of increasing public 
debt

Imbalances that need to be addressed: 

BE, BG, DK, FI, SE, UK



Challenge 1: the complexity of 
many surveillance mechanisms

• Should recommendations on wage policy be considered 
a competitiveness issue under the MIP or a growth issue 
under the 2020 strategy?

• Is it clear when one moves from a preventive to a 
corrective recommendation under the SGP-MIP?

• What is the threshold for triggering a preventive or full 
ESM programme?

• The ins and the outs



Challenge 2: analytical capacity

• Alot of qualititave judgement involved, e.g. is a current 
account deficit due to catching-up effects or excessive 
demand ? 

• Especially difficult to identify problems early on and issue 
preventive recommendations, e.g. credit growth, house 
prices?

• Economic literature is not conclusive on policy 
recommendations , e.g. how effective is macro-prudential 
policy, do strucrural refroms always improve current account 
positions?

• Requires alot of country specific knowledge : does the 
Commission have the expert teams present enough on the 
ground?



Challenge 3: political 
accountability and ownership

• Positive note: spillover costs of in-action are very 
clear, and blocking minorities are harder to form:

• But….

– how to respect the subsidiarity principle: when 
macroeconomic problems at the level of the Euro 
area require microeconomic actions at MS level

– will the new institutions work on a Community-method 
or intergovernmental basis



Challenge 4: agreeing on what 
sort of EMU in the long run

• does the mandate of the ECB need to evolve?

• what sort of fiscsal union? 

• what sort of banking union?

• genuine policy setting for the euro area as a 
whole (also on the international stage)



More information available at …
http://ec.europa.eu/economy_finance/economic_govern ance/macroeconomic_imbalance_procedure/index_en.htm



Some useful links
• ECFIN’s web-site on economic governance
• http://ec.europa.eu/economy_finance/economic_governance/index_

en.htm

• The Commission’s Roadmap for stability and growth (no v. 
2011)

• http://ec.europa.eu/commission_2010-
2014/president/news/speeches-
statements/pdf/20111012communication_roadmap_en.pdf

• Commission’s Green Paper on stability bonds (Nov. 200 1)
• http://ec.europa.eu/economy_finance/articles/governance/2011-11-

23-green-paper-stability-bonds_en.htm



Extra slides
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Fiscal policy: a package deal

• Six pack (entered into force December 2011)
– Regulation to strengthen the preventive arm of the SGP
– Regulation on Exceissve deficit procedure
– Directive on minimum requirements for national fiscal 

frameworks

• Proposal Regulation on assessing draft budgetary 
plans and correcting exessive deficits (proposed 
November 2011 and trilogue underway

• Treaty on stability, co-ordination and governance in EMU 
– ‘fiscal compact’ (signed March 2012 and can enter 
into force when ratified by 12 Member States) 



Fiscal policy : anchoring expenditure 
over the cycle

• Operational guidance for adjustment towards binding medium -
term objectives

– expenditure growth does not exceed a medium -term rate of 
potential GDP growth, unless matched by discretionary 
revenue measures.

– Expenditure benchmark is centred on observable budgetary 
aggregates under the control of government , i.e. expenditure 
and discretionary revenue measure; revenues at unchanged 
policies can follow their "natural course".

– Automatic correction mechanism when outcomes deviate from 
plans



Fiscal policy: p utting the debt criteria on 
an equal footing with the deficits 

• So far only the deficit criterion has triggered 
excessive deficit procedures and 3% threshold 
no longer sufficient to ensure decline in debt 
because of slowdown in potential growth

• “Sufficiently diminishing debt” = distance with 
respect to the 60% of GDP reference value 
declines in the order of 1/20 per year , over the 
three preceding years



Stronger institutions at national level and 
better coordination for Euro area

• Requirement for independent fiscal Councils and 
independent macroeconomic forecasts

• Minimum standards on accounting, statistics, 
transparency etc..

• Common budgetary timeline across Member 
States and draft budgets to be sent to the 
Commission

• Coordination of debt issuance plans



Fiscal policy: stronger enforcement 
mechanisms

• Strong legal character, i.e. binding force and 
permanent character, preferably constitutional

• Graduated sanctions regime

• Reverse Qualified Majority Voting making it 
difficult to form blocking minorities

• Stronger surveillance powers to the Commission 
which Member States are expected to support



Fiscal policy: p utting the debt criteria on 
an equal footing with the deficits 

• So far only the deficit criterion has triggered 
excessive deficit procedures and 3% threshold 
no longer sufficient to ensure decline in debt 
because of slowdown in potential growth

• “Sufficiently diminishing debt” = distance with 
respect to the 60% of GDP reference value 
declines in the order of 1/20 per year , over the 
three preceding years




