Evaluation of DG ECFIN fiscal
surveillance activities

No ECFIN/R/3/2008/034

Final report

Client: European Commission, Directorate GenenaEfmnomic and Financial Affairs

ECORYS A

ECORYS Nederland BV )
Research and Consulting

Member of the COWI Consortium (D vv I

Rotterdamy May 2010



ECORYS A



ECORYS Nederland BV
P.O. Box 4175

3006 AD Rotterdam
Watermanweg 44

3067 GG Rotterdam
The Netherlands

T +31 (0)10 453 88 00

F +31 (0)10 453 07 68

E netherlands@ecorys.com
W www.ecorys.com
Registration no. 24316726

ECORYS Macro & Sector Policies
T +31 (0)10 453 87 53
F +31 (0)10 452 36 60



ECORYSA 4



Preface

This report has been prepared by a team of ECOR&tBaxlands in collaboration with
the University of Amsterdam under the existing CO8¥fvice Framework Contract with
DG BUDGET covering Ex Post and Mid Term EvaluatigRef. BUDG06/PO/01/Lot
N°3, ABAC101911) and in response to the Terms déRace concerning the
Evaluation of DG ECFIN fiscal surveillance actiesi (specific contract No
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Table 0.1

Executive Summary

This evaluation report has been prepared by a tdd&fCORYS Netherlands in
collaboration with the University of Amsterdam.

The overall evaluation question can be formulatedtdow does DG ECFIN do its
activities in the area of budgetary surveillance/en the rules set in 2005 with the
reform of the Stability and Growth P&cThe overall evaluation question is further
divided in five main evaluation questions, addmgsispects of timeliness, efficiency,
soundness, relevance and external communicatienTele 0.1).

Main evaluation questions

J Aspect Evaluation questions

1 | Timeliness and cross- To what extent do the budgetary surveillance outputs produced by DG ECFIN
country consistency fulfil the legal and institutional mandate with respect to timeliness and cross

country consistency?

2 | Efficiency To what extent are resources used efficiently in budgetary surveillance?

3| Soundness Are the outputs based on sound analysis and to what extent has the progressive
broadening of the scope of budgetary surveillance contributed to improving the

quality (soundness) of budgetary surveillance?

4 | Relevance Are the content and quality of the outputs relevant to be used as inputs for

national policy debates?

5 | External communication | What are the strengths and weaknesses of the current communication practice

of the budgetary surveillance activities?

The evaluation covers the period 2005 to 2009. Bowralled vintages have been
analysed (2005-06, 2006-07, 2007-08 and 2008-09).

The analyses related to the evaluation questiomserning timeliness and relevance
covers mostly all Member States. For the assesspfiesoundness gepresentative
sample of countries was used (for the preventiweairthe SGP - France, Hungary, Italy,
the Netherlands and the UK; for the corrective arttaly, UK and Portugal).

This study contains the findings, conclusions awbmmendations of the evaluation of
DG ECFIN fiscal surveillance activities. The maonclusions are as follows.

Conclusions - Timeliness

The main conclusion is that budgetary surveillamaputs produced by DG ECFIN fulfil
the legal and institutional mandate with respedineliness. Also, DG ECFIN does not

11
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structurally differentiate between countries witlspect to timeliness under both the
preventive and corrective arms of the SGP.

Conclusions - Efficiency

Based on the analysis the evaluation concludeghbeg is no evidence that resources are
being used inefficiently in the budgetary surveitia. The lack of human resources is not
anymore seen as a serious problem. Over time tivtagies have been fulfilled. The main
concerns relate to the high turnover of staff dredgerceived high workload for
particularly new staff. To some extent there istia flexibility in using staff from one
country desk to another country desk. Especialtwben units there is hardly any
flexibility in the use of staff. Some interviewessnsider that for new staff more training
options are needed in order to become better prdgdar their new posts. The evaluation
also concludes that budgetary surveillance is vamgithe necessary support from units
within DG ECFIN. The support provided by the urisand C2 is highly appreciated.

Conclusions — Quality
The analysis of the quality covers the preventive, dhe corrective arm, the Public
Finance Report — Evolving budgetary surveillancat(R), and the Sustainability report

Preventive arm
With regard to the structure and contents of mésoal assessment, the study concludes
that the content of the MFAs is very similar acrosantries, but differs across vintages.
Starting with the vintage 2006/07 some modificagibave been introduced, especially by
the inclusion of a section on the common scenerséii the following vintages the
section on scene setters has evolved further.

The evaluation concludes that the structure anteobwf the analysis contained in the
MFAs is consistent with the fiscal surveillanceesp contained in the legal framework.
Furthermore, on the whole the quality of the analishigh. The coverage is broad and
comprehensive, building up from an assessmenteobvirall outlook, followed by an
analysis of the government’s balance, debt and-tangustainability with a view
towards the rising ageing costs. The analysis esipésthe role of structural reforms
and individual countries’ institutional adjustmetasvards enhancing fiscal discipline.

Over time, progress has been made through a ghadighler and more nuanced analysis
of macro and fiscal developments, among other yyaa-by-year evolution of specific
scene setters. The progressive broadening of S&RBsaments has led to an even higher
guality of the analysis produced in these documéitgsinstance, the topical scene setters
of the last two rounds show a clear understandimim the Commission of the role of
country-specific features for a more balanced assest of the SCP updates.

Corrective arm
With regard to the soundness of the EDPs repgptejans and recommendations of the
Commission the study concludes that in terms octire/content, the Commission
operated fully consistent with the legal framewdtirthermore, on the whole the
analysis in the EDP outputs over the entire EDJedtaries appears to be of high quality
and adequate in its coverage. The more technict pathe analysis generally take into



account all relevant factors in a well-balanced welyile conclusions are drawn in a
consistent way.

The Public Finance Report — Evolving budgetary surgillance (Part II)
With regard to the relevant chapter in the Publi@Rce Report, the evaluation concludes
that the scope of fiscal surveillance has widendx$tntially in recent years. Moreover,
budgetary surveillance has gradually shifted atiennhore towards the preventive arm of
the Pact and the quality of public finances whgkaen as a favourable development.

The Sustainability Report
With regard to the Sustainability Report (2006) ¢haluation concludes that the analysis
by means of sustainability gap indicators is usefuheasure the extra overall effort
needed to make the budget sustainable. The indiabdovs making explicit the cost of
postponing budgetary adjustment. The sensitivigreses cover major factors
determining the sustainability gap indicator.

Conclusions - Relevance
With regard to relevance of the outputs to be @sethputs for national policy debates
the evaluation concludes that the Commission’dding DG ECFIN'’s) outputs seems
to be of secondary importance as the public debdteember States typically has a focus
on national budgetary processes and documents. \Howalarge share of the impact on
national policy debates goes through procebstmsny the surfacéhat are less clear to the
public, notably:
- via interdepartmental negotiations between Mirgstof Finance and line
ministries, and
- via methodological work of the Commission influergiunderstanding at the
national level.
Through these ‘below the surface processes’ themlssion’s work affects national
budgetary processes and documents, and hencelile ¢ebate. An Excessive Deficit
Procedure increases the attention for the Commmi'ssweork in the national public
debate.

Conclusions - External communication

The evaluation concludes that on a whole, the atimemmunication practice of the
budgetary surveillance activities is consideredd¢aood. Especially, after recent changes
were made in December 2009 the website has improwesiderably.

While the layout of the ECFIN website before itgiseon had thelbok and feélof an
older version of the layout of the European Comioiss/ebsite (5 December 2009), the
improvement of the website of 22 December gavedlBeECFIN website a modern and
‘cared for’ look and feel. The very strong pointtioé website is the collection of all
relevant documents by country and procedure. T part is supposed to be the part
where timeliness is most important. News on theE3FIN site is timely in the sense
that it is made available as soon as cleared filmepublication. The DG ECFIN website
is easy to find with the help of search engine® fi&w website is easy to navigate and
documents easy to find.
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The evaluation contains key recommendations onihdhe future the budgetary
surveillance activities could be strengthened ewere. The recommendations relate
especially to quality and efficiency and relevaocexternal communication (taken
together) and are based on the analysis includhrerewelevant benchmarking with
surveillance processes and outputs of the IMF headECD. The table below lists the
main recommendations.

Overview of main recommendations

Area | Recommendations ‘

Efficiency Strengthen the conditions for new staff who start to work at the country desks.

Address the high turnover of staff at the country desks.

Consider to establish / work more with country teams.

Streamline the calendars of the different outputs

Quiality Include assessments of vulnerability in the future macro fiscal assessments.

Include an extended assessment of the sources of the deviations from budgetary plans based
on all data available from the previous updates and on a comparison with the (past)

performance of the other Member States.

Include a more in-depth analysis of the structure and riskiness of the gross public debt in terms
of maturity (fixed versus floating rate obligations), structure and share of assets in percent of
total liabilities, foreign currency denomination of assets and liabilities in percent of total

liabilities.

Include a more in-depth analysis of the risks associated with contingent liabilities.

Examine further the inclusion of more in-depth analysis of more country-specific features of the
budget of the Member States.

Given the current economic and financial crisis, continue to examine what frameworks or
budgetary rules would be most suitable to withstand large negative shocks based upon best

practices on frameworks and budgetary rules.

Consider in future reports to attach likelihoods attached to various alternative scenarios.

Consider to address in future sustainability reports issues related to intergenerational equity.

Examine in future work on sustainability issues related to investment in human capital during
working life and changes in the wage structure.

Examine in the role of idiosyncratic factors for the sustainability of individual countries.

Relevance & Include systematically specific reference to previous recommendations and invitations in the
external DG EFIN’s assessments of the SCPs.

communication

Consider to make public the macro-fiscal assessments at the same time as the press release

concerning Commission recommendations for a Council opinion.

14



1

Introduction

1.1 Objective of the evaluation

1.2

Table 1.1

The formal reason for conducting this evaluatiothes Commission’s legal obligation to
evaluate its activities every six years. Furtheenthe objective for this evaluation is
primarily to “support learning and understandiregding, where demonstrated as being
necessary while compatible with the Treaty andatbi@icable secondary legislation, to
changes to the budgetary surveillance activitigh®DG and their resulting outputs,
with consequent benefits for the various countéspand other users.”

The overall evaluation question can be formulatedtdow does DG ECFIN do its
activities in the area of budgetary surveillanceen the rules set in 2005 with the
reform of the Stability and Growth Pé&ct

Evaluation questions

The overall evaluation question is further dividiedive main evaluation questions,
addressing aspects of timeliness, efficiency, snessl relevance and external
communication (see Table 1.1).

Main evaluation questions

J Aspect Evaluation questions

1 | Timeliness and cross- To what extent do the budgetary surveillance outputs produced by DG ECFIN
country consistency fulfil the legal and institutional mandate with respect to timeliness and cross
country consistency?

Efficiency To what extent are resources used efficiently in budgetary surveillance?

3| Soundness Are the outputs based on sound analysis and to what extent has the progressive
broadening of the scope of budgetary surveillance contributed to improving the

quality (soundness) of budgetary surveillance?

4 | Relevance Are the content and quality of the outputs relevant to be used as inputs for

national policy debates?

5 | External communication | What are the strengths and weaknesses of the current communication practice
of the budgetary surveillance activities?

The main evaluation instruments that have been aise=d
1. Desk research;
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n

Structured interviews with staff of the EC, angarticular of DG ECFIN;
Structured interviews with staff of the MinistriesFinance of the Member States.
4. Where relevant benchmarking with budgetary suraede practices of the IMF and
the OECD;
5. Online questionnaire among academics, politiciand, servants and journalists in
the Member States which are included in the malistgpf DG ECFIN to address
especially the evaluation questions concerning/aglee and external
communication.

w

The evaluation covers the period 2005 to 2009. Bowralled vintages have been
analysed (2005-06, 2006-07, 2007-08 and 2008-09).

The analyses related to the evaluation questiomserning timeliness and relevance
covers mostly all Member States. For the assessofiesoindness a representative
sample of countries was used. The analysis of ixeptive arm of the SGP focussed on
five countries: France, Hungary, Italy, the Netards and the UK. With regard to the
corrective arm of the SGP only the EDPs that sfeatel were completed during the
period under surveillance for the same country $amvpre analysed (ltaly and the UK)

as well as the EDP for Portugal. The country samle selected as to accommodate the
various possible splits of the entire group of Mem$Btates: euro group versus non-euro
group, countries under close scrutiny (subjectnt&BP) versus those not subject to close
scrutiny, large versus small countries, and new beEmS$tates versus old Member States.

It is noted that with the entry into force of thisthon Treaty, this report uses the old
numbering of Treaty articles.

Structure of this report

This document is organised according to the fivauation questions.

Chapter 2 touches upon timeliness. Chapter 3 exatiperational efficiency. Chapter 4
analyses the quality of the outputs of DG ECFINagtler 5 assesses the relevance of DG
ECFIN activities and outputs and Chapter 6 lookbatperspective of external

communication.

Finally Chapter 7 summarises the conclusions aeggmts our recommendations.

16



2.1

2.2

2 Timeliness

Introduction
This chapter analyses the first question whichidees) addressed in this evaluation:

“To what extent do the budgetary surveillance outputs produced by DG ECFIN fulfil the legal and

institutional mandate with respect to timeliness and cross country consistency?”

In order to address the question on timelinesscamgs-country consistency, the
following sub-questions are answered:
1. What are the outputs that DG ECFIN is legally reegiito produce?
2. What does the legal and institutional mandate $p@géth respect to timeliness?
3. Are these outputs published / distributed in a lynfi@shion?
4. Are the outputs consistent across countries wipeet to timeliness?

For each question we specify, where applicableinfeemation sources we have relied
upon and the research methods that were applied.

Outputs

The main outputs of DG ECFIN in relation to fissatveillance with respect to the
preventive arnmare the following:

. Commission recommendations for Council opiniongupdated) Stability and
Convergence Programmes (SCPs) accompanied by retaiéed "Macro-Fiscal
Assessments” (MFAS) under the responsibility of BGFIN;

. Commission recommendation for a Council recommeéadatith a view to giving
early warning in order to prevent the occurrencaroéxcessive deficit;

- Commission policy advice on the economic and buatggiolicy.

The main outputs of DG ECFIN in relation to fiseatveillance with respect to the
corrective armare the following®

- Commission report prepared in accordance with krtl©4(3) of the Treaty;

With the entry into force of the Lisbon Treaty, it should be noted that this report (e.g. in the above list), uses the old
numbering of Treaty articles. In particular, old Article 99 has become Article 121, old Article 104 has become Article 126
and old Article 211 no longer exists.

Source: http://ec.europa.eu/economy_finance/sg_pact fiscal policy/fiscal policyl075_en.htm

Source: http://europa.eu/eur-lex/en/treaties/selected/livre223.html#anArt6

17
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Commission opinion on the existence of an exceshifieit prepared in accordance

with Article 104(5) of the Treaty;

Commission recommendation for a Council decisiothenexistence of an excessive

deficit prepared in accordance with Article 104¢6}he Treaty;

Commission recommendation for a Council recommeodab the Member State

with the view of bringing the situation of excessueficit to an end in accordance

with Article 104(7) of the Treatyfpllowed by one of the following three documents

- Commission recommendation for a Council decisigal®@ishing that action
taken has been inadequate under Article 104(8)eTteaty;

- Commission communication to the Council on actadten by the country (if
action has been adequate);

- Commission recommendation for a revised Councomaoendation to the
Member State with the view of bringing the situataf excessive deficit to an
end under Article 104(7) of the Treaty (if actiakeén has been adequate but
unexpected adverse economic events with major oofable consequences for
government finances have occurred after the adopfithe original
recommendation);

Commission recommendation for a Council noticcneNMember State prepared in

accordance with Article 104(9) of the Treaty;

Commission recommendation for a Council decisiomjgose sanctions in

accordance with Article 104(11) of the Treaty (nomeate);

Commission recommendation for a Council Decisiomgating the decision on the

existence of excessive deficit according to Artitlzl(12).

Other reports and publications comprise:

The annual report on “Public Finances in EMU” (arcular, the chapter on
evolving budgetary surveillance) and the threelye&ustainability Report”;

The so-called “Horizontal assessment” of nationaldetary developments and their
implications for the euro area as a whole ("midrtéudgetary review".

For the purpose of analysing the issue of time$iives have focussed on the following
documents:

All documents published under each stage of thegmtére arm;

All documents published under each stage of theective arm.

All EU-27 countries have been analysed for thequkB005 to 2009, including the
2008/2009 vintage of SCPs.

Legal and institutional mandate on timeliness

This section addresses the second sub-queStibat does the legal and institutional
mandate specify with respect to timelineds®etailed description of the legal framework
is provided in Annex I.

4 Providing the basis for the Euro group Working Group Spring orientation debate on budgetary policies and the ensuing

orientations. These reports are confidential by nature.



In order to answer the sub-question, the legaldsgtthe so-called Code of Conduct
(which are available on the ECFIN web3jteave been studied in order to get a better
understanding of the timeliness. Second, wheretivere elements of uncertainty,
interviews with the Unit F4 were held in order &t @ clearer picture of the
organisational procedures under the preventivecanective arms.

2.3.1 The preventive arm

The preventive arm of the SGP is based on regubaitoring and surveillance of public
finances in the Member State (MS). The aim of CduRegulation (EC) No 1466/97 is

to monitor Member States’ budgetary positions amardinate their economic policies,

by way of a preventive measure to ensure budgétacypline during the third stage of
economic and monetary union. To this end, the Reigul provides for Stability
Programmes (for MS in the euro zone) and Convemy@nogrammes (for MS outside the
euro zone) that the Member States are supposetbhaitsto the Commission.

Each Member State has a medium-term objective (MdOj}s budgetary position. The
MTOs differ between Member States to take into antthe diversity of the economic
and budgetary positions and developments, as welf fiscal risks to the sustainability
of public finances. Those Member States which hmteset achieved their MTO present
in their SCP the adjustment path towards this d¢ljecThese programmes are then
appraised by the Commission and the Council dedigmarOpinion on them.

The legal guidelines with respect to the preventiva of the SGP are covered under
Articles 99 and Article 211 of the TredtyThese articles do not provide any specific
guidelines with respect to the issue of timelindg$e institutional mandate
(“Specifications on the implementation of the Stgtaind Growth Pact and Guidelines
on the format and content of Stability and ConvacgeProgrammeésthe Code of
Conduct hereafter) does, however, impose requirenzento the timely delivery of
specific outputs for both the preventive and cdivecarms of the Pact.

According to the Code of Conduct, each Member Stateild submit an annual update of
their SCP shortly after the national governmensenés the annual budget proposals to
the parliament, but not earlier than mid-Octobet aa later than 1 DecemBeThe
Economic and Financial Committee (EFC) and the iBddbuncil examine these SCP
updates in a maximum of three sessions. In priactple whole process should be
completed before the end of March of each §&re Council has to examine the
programme within three months of its submissiotheyMember State and to adopt a
Council opinion on it concerning a recommendatiamfthe Commission and after

®  http://ec.europa.eu/economy_finance/other pages/other pages12638 en.htm

See http://ec.europa.eu/economy_finance/sgp/convergence/legal texts/index_en.htm for all relevant legal texts and
guidelines.

In the case of the UK, submission should be as close as possible to the presentation of the autumn pre-budget report.
Austria and Portugal are expected to submit their Stability Programmes no later than 15" of December. Ireland is required
to submit its Stability programme update on its annual Budget Day, which traditionally takes place on the first Wednesday
of December.

Code of Conduct, Page 14, available at http://ec.europa.eu/economy_finance/about/activities/sgp/codeofconduct en.pdf
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consulting the Economic and Financial CommitteeeYglit considers that the objectives
and content of a programme should be strengthéhedouncil can invite the Member
State concerned to adjust it.

2.3.2 The corrective arm

ECORYS A

The Council Regulation (EC) No 1056/2005 of 27 J20@5 amending Regulation (EC)
No 1467/97 on speeding up and clarifying the img@etation of the excessive deficit
procedure represents, together with Article 10thefTreaty, the legal framework for the
corrective arm.

The trigger for an EDP is typically the EDP not#fion of general government deficit

and debt data by the MS by 1 April and 1 Octobezawth year. An EDP could also be
started by the Commission on the basis of, foams#, the data reported in the SCP. The
Commission may also start an EDP if it has theiopithat there is a risk of an excessive
deficit in a Member State.

All stages under this Article along with the prdlsed timelines are presented below.

According to Article 104(2) the Commission shallmitor the development of the
budgetary situation and of the stock of governnaietit in the Member States on the
basis of two criteria — (a) whether the ratio & planned or actual government deficit to
gross domestic product exceeds a reference vallesaueither the ratio has declined
substantially and continuously and come closegadfierence value or, alternatively, the
excess over the reference value is only exceptaméitemporary; (b) whether the ratio
of government debt to gross domestic product exxaedference value, unless the ratio
is sufficiently diminishing and approaching theereince value at a satisfactory pace.

If a Member State does not fulfil the requiremamtder one or both of these criteria, the
Commission shall prepare a report in accordande Aviticle 104(3).

Within two weeksof the Commission adopting the report, the EF@idates an opinion
in accordance with Article 104(4).

Taking this opinion into account, if the Commissmmsiders that an excessive deficit in
a Member State exists or may occur, the Commisstiaii address an opinion to the
Council in accordance with Article 104(5) and aomeendation for a Council decision
on the existence of an excessive deficit.

On the basis of the Commission's opinion, and wifbur monthof the reporting dates
established in Regulation (EC) No 3605/93, the Coulecides, by a qualified majority,
whether an excessive deficit exists in accordaritte Awticle 104(6).

If the Council decides that an excessive defiagstsxwhen it makes that decision, it
simultaneously issues recommendations to the Me®tage concerned, based on the
recommendation of the Commission (in accordanck #iticle 104(7)). The Council
establishes a deadline of no more than six mdiothsffective action to be taken. The




correction of the excessive deficit should be catga in the year following its
identification, unless there are special circumsganUpon the expiry of the six-month
deadline, the Commission assesses the correctiasures taken by the Member State
concerned and informs the Council. In case of &igesassessment, the Commission
adopts a communication to the Council; in caseméggative one, a recommendation for
a Council decision under Article 104(8) that acti@s not been adequate. A third
possibility is a Commission recommendation forased Council recommendation
under Article 104(7), which can only be adopteddtion taken has been adequate but
unexpected adverse economic events with major oofable consequences for
government finances have occurred after the adopfithe original recommendation.
Although the Treaty foresees that, where it estabb that there has been no effective
action in response to its recommendations in acemel with Article 104(8), the Council
may make its recommendations under Article 104(@Bjip. In practice all Council
recommendations under Article 104(7) to date haenbmade public with the agreement
of the Member State concerned on the day of adoptyahe Council of its Article

104(7) recommendations.

Upon failure of the Member State to put into preetihe recommendations of the
Council, the Council may decide to give noticelte Member State, within two months
of the Article 104(8) decision, to take remedidi@tin accordance with Article 104(9).
This step (and the following step under Article () only applies to euro area
countries. For non-euro area countries, a Coumediisibn under Article 104(8) is
followed by a new Council recommendation underdetil 04(7).

Where the conditions to apply Article 104(11) aretjthe Council shall impose
sanctions in accordance with Article 104(11). Anglsdecision shall be taken no later
than two months after the Council decision givitgice to the participating Member
State concerned to take measures in accordancéutithe 104(9).

According to Article 104(12), a Council decision thie existence of an excessive deficit
is to be abrogated, following a Commission reconutadéion, when the excessive deficit
has been corrected.

2.3.3 Example
The table below presents the various documentsidedcabove and their dates of

submission for one country (Portugal). It preséiméscase of an EDP triggered by the
information in a stability programme (and thus bgptan EDP notification).
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Table 2.1 Example Portugal

Stability Commission MFA Council | Early Policy Article Article Article Article 104 | Article 104 | Communication | Council Commission Article

programme | recommendation Opinion | warning | advice 104 (3) | 104 (4) | 104 (5) | (®) ©) from the conclusions | recommendation | 104 (12)

update for a Council Commission to for a Council

opinion the Council on decision
assessment of abrogating the
action taken decision of the

existence of an

EDP
9 June 22 June 2005 6 July 12 July |- - 22 June |4 July 20 July |20 20 21 June 2006 | 11 July 7 May 2008 3 June
2005 2005 2005 2005 2005° 2005 September | September 2006 2008
2005 2005

®  Confidential document
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2.4

Similar analyses for all other countries have bemmied out and presented in Annex IV.

Timeliness of publication of outputs

In this section we address the third sub-queswoa:these outputs published / distributed
in a timely fashionFollowing the previous analysis, we compared tues of all
documents under both the preventive and correativeto the legally or institutionally
required deadline. The analysis was done for alnldler States. The results of our
analysis are presented in the following sectiom®iating to the type of document which
was studied.

2.4.1 The preventive arm

Annex Il provides a detailed overview of the timelss of the SCPs.

SCP

Although the SCPs are not an output of the Comuanissheir publication dates are
relevant for the timeliness of the process of ttev@ntive arm as a whole. The SCP
should be submitted in time in order to meet the @March deadline. Annex Il

provides an overview table of all the dates of sisbion of the SCPs. As mentioned
before, there is no legal timeline with respectiubmission of the SCPs. However, there
is an institutional requirement to do so, as statdte Code of Conduét.Submission of
SCP updates should take place shortly after ndtgmernments have presented their
budget proposals to parliaments, but not earli@n tihid-October and not later than 1
December. From the table we observe that most MeBiages tend to meet the
stipulated institutional timeline for submissiontbéir SCPs. Instances when the Member
States have not met the deadline is highlighteddn Some of these delays occurred due
to elections taking place in respective countizging 2008-09, most countries on the
request of the Commission delayed the submissidnedf SCP or submitted an
addendum in order to incorporate their follow-ughte European Economic Recovery
Plan. Therefore, the 2008-2009 vintage is exclddad the timeliness assessment of the
SCPs.

EFC and Ecofin Council examinations of the SCP tgsla

The institutional mandate specifies that in ordgpriomote the efficiency of the
budgetary and economic surveillance and to actagwetter interaction between different
procedures, submission of SCPs and the subseqEénaiid Ecofin examinations should
be completed by the end of March each year. Tiset®ivever, no legal timeline with
respect to the EFC and Ecofin examinations. Aftersaltation with DG ECFIN we

found out that the three month deadline is dificalcomply with for the Member States.
This is primarily due to efficiency reasons. Then@uoission strives to deal with the SCPs
in a limited number of meetings of the Ecofin Caltgpically February and March).
This requires practical coordination as well agiBigity with respect to the timeline. The

1 Code of Conduct, Page 14, available at http://ec.europa.eu/economy_finance/about/activities/sgp/codeofconduct_en.pdf

23



relaxation of the rule is in agreement with all st@keholders involved in the surveillance
activity.

The SCPs that are submitted significantly beyomd ttheadline are not discussed in the
above mentioned meetings. These are, however,wigalin a similar fashion by being
discussed all together in another Ecofin Councigting which takes place in the
summer, usually in July.

Policy advice and Early warnings
Annex Il presents a detailed overview of the E&kgirnings and Policy Advice that
have been published.

Both the Policy advice and Early warning documelatsiot have a legal timeline. It has
been observed that most countries that entere@mi&EDP had an Early warning
recommendation issued by the Commission. Howernghg period under review, the
Council did not adopt these recommendations andehea Early warnings were issued.

2.4.2 The corrective arm

2.5

ECORYS A

Annex IV provides for a detailed overview of theélines of all documents under the
corrective arm of the SGP.

Each of the steps under the EDP were analysechanghalysis found that all the
documents are published in line with the timelinespribed in the legal text. The table in
Annex IV presents a detailed overview of the timed of all steps undertaken under the
EDP for all Member States.

A general feature which is observed to be somewatiadf line is the publication of the
EFC opinion. According to Article 104(4) “the Econe and Finance Committee
provided for in Article 114 shall formulate an ojain on the report of the Commission.”
Based on this opinion of the EFC the Commissiorsittans whether or not to address an
opinion and a recommendation to the Council. Tis&tutional requirement is that the
EFC opinion is submitted within two weeks of then@oission report being adopted
under Article 104(3). It appears that only in tlases of Italy (2005) and Malta (2004) the
EFC opinions were not prepared within 2 weeks ef@ommission adopting the report
prepared under Article 104(4). While in the forraase the deadline was slightly
exceeded with 8 days, in the latter case the deadlas not met by one day only. In all
other cases the 2 weeks deadline has been mesubsequent document prepared in
accordance to Article 104(5) (Commission opiniotRreowledges the EFC opinion. The
EFC opinions are not publicly available as EFC doents are confidential.

Timeliness across countries

This section addresses the fourth sub-quesfiomthe outputs consistent across
countries with respect to timelinesafter conducting a desk study on the several
timelines imposed and analysing whether or not F IR abides by them, the study



aimed at checking cross-country consistency faiaiig the EDP. This analysis was
carried out in three logical steps.

- Step 1 Whether there were legal requirements for DG BCi#6lact (i.e. to start
an EDP);

- Step 2 Subsequently, the analysis verifies the actidri3® ECFIN with the legal
requirements;

- Step 3 Finally, the analysis examines whether DG ECRiNcurally
differentiated between countries in this respect.

To start with, we prepared an overview of all ERfifications for the deficit figures of
Member States during the period 2005-2009. Thig gesva good understanding of
whether or not there was a legal requirement forEBXFIN to act (i.e. start with the
EDP). Annex V provides a detailed overview of thess-country comparison with
respect to initiating an EDP.

Our analysis confirms that in all cases where thexe a legal requirement for DG

ECFIN to start an EDP based on the EDP notificatiam EDP was started. In the case of
Portugal an EDP was started in 2005 not on thestidigin EDP notification but on the
basis of the information in the Stability ProgramiBelow is the text quoted from the
Commission Report prepared in accordance with krti®4(3) on 22 June 2005.

“In spring 2005 the Commission forecast the Portuguese government deficit at 5.2% of GDP, clearly
above the target set by the (previous) government, which relied on sizeable, but not yet specified,

extraordinary measures.

[...] On 9 June 2005, Portugal submitted an update of its stability programme covering the period 2005-
2009. This update reveals the plans for a general government deficit in excess of the 3% of GDP
reference value of the Treaty for the years from 2005 to 2007. More specifically, after a reported deficit
outturn of 2.9% in 2004*, Portugal plans to record a government deficit of 6.2% of GDP for 2005, which
is to be reduced to 4.8% in 2006, 3.9% in 2007 and 2.8% of GDP in 2008.

[...] The planned figures for both the deficit and the debt provide prima facie evidence of the existence
of an excessive deficit in Portugal within the meaning of the Treaty and the Stability and Growth Pact. In
the light of this evidence the Commission has decided to initiate the excessive deficit procedure (EDP)

for Portugal.”

™ The document is available on http://ec.europa.eu/economy_finance/publications/publication3396_en.pdf

In its news release No 34/2005 of 18 March 2005, Eurostat communicated the existence of “ongoing discussions between
Eurostat and Portugal on the consistency between accrual and cash-based data provided by Portugal, for the period 2001-
2004.” Subsequent information provided by the Portuguese authorities indicate small upward revisions for the years 2000,
2002 and 2003, yielding deficit ratios of 2.9% of GDP for each of these years. Eurostat is currently reviewing these
revisions.

12
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2.6 Conclusions

ECORYS A

The main outputs of DG ECFIN under the SGP canldssified under the preventive
arm and the corrective arm.

The main outputs of DG ECFIN under jm@ventive armanalysed in this chapter are the
SCPs, EFC and Ecofin Council examinations of th® 8@dates, Policy advice and Early
warnings. The legal guidelines with respect togheventive arm of the SGP, covered
under Articles 99 and Article 211 of the Treatyrdw provide any specific guidelines
with respect to the issue of timeliness. The ingtihal mandate (Code of Conduct) does,
however, impose requirements with regard to theltirdelivery of specific outputs for
both the preventive and corrective arms of the.Pact

With respect to the SCPs most Member States tengbéd the stipulated institutional
timeline for its submission. Some instances whieeeMember States did not meet the
deadline occurred due to elections taking pladhérrespective countries.

With respect to the Ecofin Council examinationshaf SCP updates there is no legal
timeline. However, based on the institutional maedhe EFC and Ecofin examinations
should be completed by the end of March of each. yidw three-month deadline was
found to be difficult to comply with for the Memb8&tates primarily due to efficiency
reasons.

Both the Policy advice and Early warning documelat:iot have a legal timeline. In the
period under review, the Council did not adopt@wmnmission recommendations and
hence no Early warnings were issued.

Based on our analysis carried out in this chaptergconclude that the outputs under the
preventive arm are produced in a timely fashion.

The Council Regulation (EC) No 1056/2005 of 27 Ja@e5 amending Regulation (EC)
No 1467/97 on speeding up and clarifying the im@etation of the excessive deficit
procedure represents, together with Article 10thefTreaty, the legal framework for the
corrective arm

Each of the steps under the EDP were analysechanghalysis found that all the
documents published under the corrective arm weliee with the timeline as prescribed

in the legal text.

Finally, with respect to the issuetiheliness across countriéiswas observed that DG
ECFIN does not structurally differentiate betweenrtries.
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3 Efficiency

3.1 Evaluation question and approach

This chapter touches upon the second question vigisibeen addressed in this
evaluation:

“To what extent are resources used efficiently in budgetary surveillance?”

The question is divided in two sub-questions:

1. Does DG ECFIN devote an efficient number of resesito this activity and are
these resources properly allocated?

2. Does budgetary surveillance receive the necessapost from within and outside
DG ECFIN regarding the availability and qualitydzta and other relevant inputs
(public finance statistics, information on measuresthodologies)?

To answer these questions the various Annual AgtReport$® and the contributions to
the Annual Policy Statements which were prepargédeabeginning of the Activity-Based
Management cycle at the Commission have been stutlies analysis served as a
starting point for more detailed data collectionhet EC by means of interviews with
staff of units delivering the outputs and the upitsviding inputs to the first mentioned
units. Moreover, benchmarking with two internatiomianisations by means of desk
research and interviews with staff involved in coysurveillance and in public finance
has been conducted.

During the analysis we have taken the two sub-tprestogether as support from within
and/or outside DG ECFIN may influence the use sbueces and the proper allocation.
The study does not address the issue on the ajgimpalance between the use of
resources between directorates comprising the godasks, the horizontal unit and
other units as this is difficult to judge objectiwand would require a full functional
review. Given the information available a true @éfncy assessment is difficult to make.
The focus has been on key observations which tapoh the operations of the fiscal
surveillance activities of DG ECFIN.

3 http://ec.europa.eu/atwork/synthesis/aar/index_en.htm
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3.2 Organisation of fiscal surveillance

3.2.1 General context

Table 3.1

ECORYS A

Human resources

Table 3.1 provides figures on the overall sizewhhn resources available and the
allocation of financial commitments related to futivity Based Budget (ABB) activity
01.02 ‘Economic and Monetary Union’. The main spegactivities under this ABB
activity are the coordination and surveillance ob&omic and Monetary Union and the
communication activities on EMU and the euro (PREYC

Human resources allocation by ABB activity 01.02 Economic and Monetary Union

2005 | 2006 |

| 2004 |

2007
Established plan posts 214.4 226 255 267 272
External personnel* 35.8 39 37 37 28
TOTAL 250.2 265 292 304 300
Spending
Commitments (in min EUR) 8.5 9.9 10.9 134 14.6
Payments (in min EUR) 2.1 8.0 8.3 10.7 12.7

Source: DG ECFIN, Annual Activity Reports
* Before 2007 = Auxiliary agents, Interim personnel, prestataires de service, national detached experts + Other
outside personnel in part A of the Budget

The table shows that the number of establishedpaats increased from 214 in 2004 to
272 in 2008. ABB activity 01.02 involves more thaat fiscal surveillance, but it is clear
that the main increase occurred after 2005 whesdbpe of fiscal surveillance was
broadened and the accession of new EU countriesatdly also resulted in more human
resources allocated to this ABB activity. This ease of staff has occurred gradually
over the 2005-2008 period.

Figure 3.1 shows that in 2008 the total numbetaff selate to this ABB activity
declined slightly, mainly because of the decredsxtrnal personnel.
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Figure 3.1  Human resources allocation by ABB activity 01.02 Economic and Monetary Union
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3.2.2 General description of the organisation of fiscaveillance

The picture below depicts in general the curreganisation of fiscal surveillance as of
January 2016

**  Based upon organisational chart of DG ECFIN, available on

http://ec.europa.eu/dgs/economy_finance/organisation/ecfin_org_chart_en.pdf
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Figure 3.2  Organisation of fiscal surveillance

Dir. A Dir. C Dir. R
incl. A1, A2, incl. C2, C3 incl. R4
A3 and A4

I
|
I Dir. F: Dir. G EUROSTAT
| BN Horizontal } incl. G1, G2
: Unit F4 and G3
L
Member State
National Authorities
Note:

Unit A1 — Econometric models and medium term studies

Unit A2 — Economic databases, statistical coordination and research activities
Unit A3 — Economic studies and business cycle surveys

Unit A4 — Forecast and economic situation

Unit C2 — Fiscal policy in the Euro Area and the EU

Unit C3 — Monetary and exchange rate policy of the euro area and of the other Member States; ERM Il and euro
adoption

Unit C4 — Fiscal sustainability

Unit F4 — Coordination of country specific policy surveillance

Unit R4 — External communication

Unit F1 — Ireland, Italy, Malta, Slovenia

Unit F2 — Denmark, Germany, Finland, Austria, Sweden

Unit F3 — Bulgaria, Greece, Spain, Cyprus, Portugal

Unit G1 - Estonia, Latvia, Lithuania, United Kingdom

Unit G2 — Belgium, France, Luxembourg, Hungary, Netherlands

Unit G3 — Czech Republic, Poland, Romania, Slovakia

Fiscal surveillance activities involve several arif five Directorates of DG ECFIN (A,
C,F, GandR).

Directorates F and G are at the heart of the fisgaleillance activities and comprise the
country desks which are responsible for:
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Table 3.2

- Producing country economic forecasts as an ingatdountry-specific budgetary
surveillance;

- Producing country-specific reports, and prepariffigial Commission documents,
some of which taking the form of recommendationsFouncil acts (thus enabling
the Commission and Council to adopt acts forese¢ma Treaty and the SGP).

The horizontal unit F4 is responsible for:
- Ensuring the efficiency and consistency of budgesarveillance across the EU
member states via horizontal planning and followetithe application of the
instruments of country-specific surveillance.

The table below presents the development of tliBrejdevels for Directorates F and G
for the 2007-2010 period.

Staffing levels Directorates F and G 2007 — (January) 2010™

T 2007 T 2008 T 2009 W 2010

Directorate F

AD5-AD16 34 33 35 34
AST1-AST11 13 15 15 15
TOTAL 47 48 50 49
Directorate G

AD5-AD16 30 30 32 34
AST1-AST11 14 13 13 13
TOTAL 44 43 45 47

Source: DG ECFIN

Unit C2 is responsible for:
- Monitoring the budgetary surveillance framework.

Unit C3 is responsible for:
- Monitoring monetary and exchange rate policy ofébeo area and of the other
Member States, ERM Il and euro adoption.

Unit C4 is responsible for:
- Long-term fiscal sustainability.

Input in fiscal surveillance is provided by variawsts in the form of:
- Econometric models and medium-term analysis —Arhjt
. Economic data bases, statistical coordination asdarch activities — unit A2;
- Forecasts and economic situation — unit A4.

Finally, Unit R4 is responsible for:
- The external communication about the outputs ofjetaty surveillance.

** pataon staffing levels before 2007 are not comparable with the 2007-2010 data due to changes in the organisation and in

staff grading. Therefore, they are not presented here.
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3.3

Box 3.1
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The reason for inclusion of Eurostat is to put ipgospective the statistical role of
Eurostat in the budgetary surveillance process.

Internal organisation of fiscal surveillance at EGFIN

This section contains our findings based on ineavgiwith DG ECFIN staff and analysis
of the various Annual Activity Reports and the cidnitions to the Annual Policy
Statements which are prepared at the beginningeofttivity-Based Management cycle
at the Commission.

- Compared to the IMF which is organised accordinigdth country and functional
departments, the organisation of fiscal surveikaacDG ECFIN relies mainly on a
country perspective. Most staff are permanent BE stembers.

- The contributions to the Annual Policy Statememid the Annual Activity Reports
repeatedly indicate requests for additional reseriemd the potential risks of
perceived human resources shortages at DG ECFlattExficulties and the possible
consequences of these constraints are not fupleeified in these documents, except
by some general phrasing of the main issues. Bbpr@sents the concerns as
mentioned in the Annual Activity Reports.

Concerns concerning shortage of human resources in the Annual Activity reports

Year Annual Activity Reports ‘

2008 The shortage of human resources, which was already raised in previous Annual Activity
Reports, has not been resolved in 2008. On the contrary, the economic and financial markets
crisis has had significant implications on the workload of the DG, more particularly in relation
to macroeconomic surveillance and monitoring of macro-financial stability (not only EU-27 but
also in the neighbourhood countries), contribution to the reform of the global financial
architecture, and increase in the borrowing and lending activity. Since the effects of the crisis
will be profound and possibly long-lasting, the resulting additional workload is also expected to

become permanent in the medium term.

2007 The shortage of human resources, which was already raised in previous Annual Activity
Reports, has not been completely resolved in 2007. As a result, the DG still encounters
difficulties to meet its objectives, in particular as regards economic surveillance and policy co-

ordination.

2006 In the context of a DG BUDG pilot exercise aimed at identifying cross-cutting risks — "risks that
affect or otherwise concern more than one DG, which may require alternative management
arrangement (outside the DG) to be addressed effectively and efficiently”, DG ECFIN has
identified three areas which were facing potential cross-cutting risks: human resources,

accounting, and the coordination of the Lisbon strategy.

The shortage of human resources, which was already raised in previous Annual Activity
Reports, has not been resolved in 2006. As a result, the DG still encounters difficulties to meet

its objectives, in particular as regards economic surveillance and policy co-ordination.

2005 Human resources (recruitment): ongoing efforts to improve the attractiveness of DG ECFIN as

an employer (e.g. reconciling professional/private life) should reduce risks; efforts to improve
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Year | Annual Activity Reports ‘

the attractiveness of country desks will be considered.

The shortage of human resources, which was already raised in previous Annual Activity
Reports, has not been resolved in 2005. As a result, the DG still encounters difficulties to meet
its objectives, in particular as regards economic and budgetary surveillance and policy co-

ordination.

2004 In the Annual Activity Reports of 2002 and 2003, the lack of human resources in DG ECFIN
was highlighted. The additional resources that have been received in the previous years (18 in
2003; 15 in 2004) have been mainly used to strengthen the internal control environment and
to cover enlargement needs. However, it has not been possible to substantially reinforce
economic surveillance and policy coordination in EMU. The 9 additional posts that DG ECFIN
will receive in 2005 will also not resolve the tight resource situation. Internal redeployment is
also not an option as a working group of Heads of Unit, which was created at the end of 2004
to look at ways to increase the efficiency of the use of human resources in DG ECFIN,
concluded that there were no major savings to be made through the elimination of overlaps
within the organisation. Although the continuing lack of human resources cannot be a reason
for a reservation, as it does not affect the declaration of the Director General, the shortage of

human resources does affect the DG’s capacity to realise its objectives.

The shortage of human resources, which was already raised in previous Annual Activity
Reports, has not been resolved in 2004. As a result, the DG still encounters difficulties to meet
its objectives, in particular as regards economic and budgetary surveillance and policy co-

ordination.

While in 2004 and onwards shortages of staff wased by the additional work due
to accession of new Member States, it was alsoghtcabout by the broadening of the
scope of the fiscal surveillance, and recentlyh®ydconomic and financial markets
crises resulting in almost all Member States fgliimder the EDP.

- Interviewees at DG ECFIN indicate that at preseayrvacancies have been filled.
Some interviewees expressed that the staffing idsas not concern as such the
quantity of staff members, but the years of expeeéeof staff members at the country
desks. Vacancies are not always filled immediately.

- The Commission holds an internal mobility policyiethencourages staff to change
their positions every two to five years. Beforeitgkup a new position, each staff
member should prepare a hand-over file. Basictily present hand-over
arrangements are functioning. Nonetheless, a feaniewees indicated that they
would like to be supported at the start of theirkuoy their predecessor. However,
this is not always possible, since there is noagba time overlap between a staff
member leaving a position and a new staff membéngeup the position.

- The turnover of staff at the country desks is nathigh. According to the interviewees,

on average a country desk officer stays two tcetlygsars at his or her post, although
there are exceptions. The workload is generallggieed as high. The workload was
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perceived very high during the last forecast roand EDP round in 2009. The
perception on workload depends partly on the egpes of the respective officer
working at the country desks. According to thernvitavees acquiring good experience
requires at least experiencing one good vintageyad of forecasts, and some aspects
of policy advice. The first year of a new desk @ffi is experienced as very stressful.
However, one interviewee expressed that: “thermisme to moan and groan”. One
interviewee suggested that at least it must beredgbat the country analysed by new
staff will not be part of the first group of coumets being reviewed by the EFC. A few
interviewees repeated the remark included in ti® 2hnual Activity Report,
experiencing difficulty in reconciling professionaith private life.

Another factor mentioned by a few desk officerthes fact that from a career
perspective a desk officer would need to move withcertain number of years from
the country desk to the horizontal units. The fyesar is considered a learning year; the
second one a year where one feels comfortable dioegb, while in the third year

the work is becoming more routine.

Some interviewees would like to have more timetttbto producing the first version
of the assessment reports. In their view at prasdatively a lot of time is spent on
making revisions, of which some of them are perias very minor ones. This
influences the perception of the huge work loathefdesk officers interviewed. The
comments of the interviewees are to be seen indheext of the hierarchical clearance
and decision-making procedures within the Commisgsee Box below). Given these
procedures, desk officers have to produce the dentstunder huge time pressure.

Decision making and clearance process for formal SGP-related documents

The procedure at the Commission, including the Inter-Service Consultation (ICS), follows a hierarchical chain.
The responsible desk officer at DG ECFIN begins the drafting of the first version of the assessment reports.
This version is reviewed by the Head of Unit and/or Deputy head of Unit and by the Horizontal Unit F4.
Consequently the reports are transferred to the higher managerial levels, i.e. Director and Director-General

and then to the Cabinet of the Commissioner.

The (revised) draft reports are sent to Inter-Service Consultation. Other DGs that have an interest in the

reports are consulted by DG ECFIN, and may propose modifications to the draft versions.

At the end of the Inter-Service Consultation, the (possible newly revised) reports are sent to the College of
Commissioners. The preparatory work of Commissioners’ meetings is carried out by their Cabinets. They have

a crucial role in ensuring smooth relations between the competent DG and the competent Commissioner.

In this context, quality assurance happens at vadievels within the organisation:
from desk officer to deputy head / head of uniitector and at the same time to the
horizontal units, to director-general, to Cabinkethe Commissioner. At the level of
units, the focus of quality assurance is on thasks having relatively new staff and
on one-person country desks. Experienced officgosk will need less thorough
review en revision compared to the work of reldtiveew staff members.
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The background of the staff appears to fit the ireguents of the work at the country
desks. Almost all have a strong background in ecoo® Most new staff just entered
the Commission and therefore started their first py working for DG ECFIN. New
staff primarily learn on the job by doing, suppdrt®gy guidance of the unit managers
to the desks officers.

Generally, DG ECFIN organises a humber of generhbiuse training workshops, but
due to the workload related to the last EDP roumliti not happen last year.
Furthermore, ahead of each SCP round in-housergasessions are organised. Some
interviewees argued that only a limited numberaifing workshops are organised,
and argue for having more training options to getds prepared for their new posts.

Flexibility of use of staff across country deskéinsited and almost non-existent
across the level of units. One interviewee mentighat “only in real desperate cases
a solution will be found.” Deputy heads of unitatetl that flexibility within a unit is
higher than between units. Partly this is explaiagdesk officers need to have
country-specific knowledge which is not easily ajickly transferable. But again
experienced desk officers are more optimistic thay can swiftly take over the tasks
of another desk if circumstances may require thisne unit some type of pooling of
staff exists; but this is not happening in othaitaurwithin DG ECFIN ideas of

forming so-called ‘country teams’ across units hibgen discussed, but so far have not
been formally introduced. On the other hand itassidered that due to very tight job
descriptions it will be difficult to easily re-attate staff to take up tasks of other desks.

Most country desks have two responsible desk affida case of holidays or iliness,
one desk officer can provide back-up for the otle=k officer. In certain
circumstances, such as in case of a vacancy oreaperson country desks, the back-
up is provided by the deputy head or head of unit.

Informal sharing of experience and country prastieong country desk officers
occurs on a regular basis. According to the intareies, sharing happens especially
between country desk officers working within a artar unit, and is happening less
between staff working at different units. Some livisvees expressed thatvélls
should break dow'referring to the value of sharing more the knadge and
experiences with staff working at another unit.

Management styles and work methods within unitensee differ in some respects.
For instance, this explains the existence of aipgaystem in one unit, and the
structured filing of documents according to a comrfiing structure on the internal
server in another unit. At country desks with twofiore) staff members labour
specialisation takes place, where desk officersiaiding the work in
macroeconomics subjects and public finance is#teme-person country desks such
labour specialisation cannot take place.

Interviewees perceive that middle and high levehaggrs pay significant amount of
time to the content of the work in general andréports specifically® Some

16

This confirms earlier findings in a recent study on senior management development in the European Commission.
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interviewees would like to see more prioritisatadrthe work of middle and senior
managers (for instance on the most important dessiated to the Stability and
Growth Pact), instead of focussing on “everythifigtluding as well analytical
contributions related to the Lisbon agenda).

All interviewees expressed their high satisfactioth the work and support provided
by the supporting units. Especially the horizontait F4 and unit C2 are seen as the
most important supporting units. The work and suppexeived from the horizontal
unit F4 is very highly appreciated by the countegkk. The calendars for the different
outputs are clear. The templates are considerbd togood guiding tool for preparing
the macro-fiscal assessments and EDP reports. iErped staff perceive the
templates as too restrictive, but underline theebenof having these templates both
for providing guidance to less experienced stadf fam the need for horizontal
consistency. Few interviewees would like to seéebatreamlining of the calendars of
the different outputs. Staff of the horizontal umié always open for additional
explanation, clarification and are open to answecHic questions. Country desk
officers perceive the workload of the horizontait @wven higher than their own
workload. Interviewees do not have special viewshensupport of the other units
providing inputs to the country desks.

Good formal and informal contacts exist betweencthuntry desks and the relevant
institutions in the Member States. Informationhared regularly with regard to
intended policies, relevant statistical informataswell as analytical tools. For
instance, the UK desk is using the same economder®f the Bank of England
when analysing planned policy changes.

Support from organisations or directorates outBi@eECFIN is not seen as an
important issue. It is considered not to be needehuch as intra-DG ECFIN support
in order to conduct the activities of the countegks.

The internal review process or ‘post mortem’ ig@meral organised by email after the
production of each output. The process is an infbamsessment fed by feedback of
staff on open questions. It focuses not on perfaceaf units or staff, but on the
‘production process’. Feedback is provided on aintary basis. Sometimes this is
followed by team meetings. Staff is very critical walue of the post mortem process,
although in theory lessons should feed into the rends.

The last EDP round has been considered exceptmaiincreased even the workload,
especially due to the hence and forth circulatmnsomments. The perceptions of
huge workload has also been influenced by the Beecateering points’ by the
Cabinet of the Commissioner, which in particulathia last EDP round changed
during the execution of the tasks by the countskdeand the horizontal unit.
Although senior management usually coordinatesdik with the Cabinet, with
respect to the last EDP round a few interviewedsated that perhaps senior
management of DG ECFIN could have entered into i@ mticulous discussion or
‘pre-coordination’ with the Cabinet before the &fiag points’ were sent further to the
horizontal unit and subsequently to the countrksie$he last round was characterised
by several interviewees aw6rking with moving targets



3.4

Box 3.3

Internal organisation of country surveillance dtestorganisations

Fiscal surveillance at the IMF and the OECD is pétheir country surveillance
activities. Box 3.3 below indicates a number ofeottelated country surveillance
activities of the country desks at DG ECFIN in artteput their budgetary surveillance
and other surveillance activities into a compargeespective with IMF and OECD
country surveillance.

Country surveillance by the country desks at DG ECFIN

Fiscal surveillance is only part of the surveillance activities conducted by DG ECFIN and the respective
country desks. Country surveillance at DG ECFIN encompass a range of other operational and strategic
outputs, such as macroeconomic forecasts, analysis of policies and structural reforms in support of the Lisbon
Strategy, economic analysis of the impact of ageing in the Member States (incl. estimates of age-related

expenditure projections), business and consumer surveys, the yearly EU Economy Review, etc

Country desks contribute to a varying extent to these various outputs. The scope of their surveillance activities

is much broader than fiscal surveillance.

3.4.1 International Monetary Fund

Key characteristics of surveillance at the IMF

Documents on the internal organisation of survedéat the IMF are hardly publicly
available. The annual report and annual finant¢&ksments contains barely budget or
human resources information, unlike various EC rspdnterviews with relevant IMF
staff of the euro zone desk and the Fiscal AffBiepartment led to the following
observations:

- A special euro zone desk assesses the SGP asafohtiie entire euro zone area as

part of regional surveillance. Country specifiaiss are covered by other desks, such

as the G-7 desk comprising EU Member States agkhé&ermany, Italy and France,
as part of the individual country surveillance. Eueo zone desk comprises 4 staff
members (head of mission and three economistshtGodesks comprise typically
one to two economists, while larger countries déske sometimes three staff
members.

- Besides regional or country surveillance, the tadlkthe desks encompass:

- Conduct of other analytical work, including preparivulnerability tests;

- Putting together, when needed, financial arrangésrtersupport economic reform
programmes;

- Updating of the statistical data for each country;

- Contribution to the World Economic Outlook databésefore the crisis bi-
annually, now even quarterly);

- Directed research in the context of the World EenicdOutlook or regional
Economic Outlooks or in the form of ‘Board Papers’;
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Own research (about 10 to 20% of staff time magpEnt on this), although
“there is no pressure” to conduct own research.

In the case of Article IV consultations staff oéthespective area department is
supplemented by additional staff of functional dépants, such as the Fiscal Affairs
Department providing, for instance, fiscal econamighis happens only for those
countries which have an ongoing IMF programme erfaced with fiscal issues
identified in past programmes. For so far due #rétent global financial and
economic crisis this has occurred in the casewf i) Member States (Latvia,
Hungary, Bulgaria, and Romania).

Mobilisation of an extra economist does not reqomitech effort and time. In some
cases it can be arranged in a fortnight; in otlases within one to two weeks.

Due to recent joint programmes, such as for Hungaorgrdination between the IMF
and the EC has been strengthened. IMF staff anst&Chave prepared and
conducted joint missions which are regarded byMfeas very useful. It did not
resulted in having less IMF mission staff membbts, it resulted in common
meetings, less time spent by and lower burden tidme authorities’ staff.

IMF staff iterated that “institutional constrairgee much stricter for the EC than for
the IMF”. They also admitted that the EC can mahiliess people in the field (for
instance, in Hungary the EC had about 3 staff mesntse mission, while the IMF
mission was twice as large).

IMF has (now more) the option to recruit peoplelvigmporary (two-year renewable)
contracts, which makes the organisation accordirihe interviewees responsive to
suddenly changing (external) circumstances.

Article IV consultations are implemented using be bne hand a standardised
approach, but allowing at the other hand the reaéspecial topics (e.g. fiscal
federalism in the case of Germany), which are sstggeby IMF staff or in rare cases
at the request of national authorities (e.g. Swidizel).

Compared to the EC the regional and country deskstain their own statistical
database. Databases for external purposes (Govetifimancial Statistics,
International Financial Statistics, etc.) are depeld and maintained by the Statistics
Department and the regional and country desksndiget providing support to the
Statistics Department (‘bottom-up approach’).

The area departments do not develop own economecdeting models. Most of the
work is based on analytical work anpldin judgemerit The large economic models
(CGE models) are developed by the Research Depatrand are used to model
global economic and financial developments.

Internal review processes are formalised and axetiierough. Every relevant
department may comment on draft outputs. The $lyateolicy and Review
Department plays a special role as it is the omhcfional department which can



exercise a veto right on certain IMF outputs. THas been strengthened recently. The
Strategy, Policy and Review Department checksNti#-ivide internal consistency.

The problems with public finances worldwide hawve tie a (slight) change of the role
of the Fiscal Affairs Department. Previously, itsvaviewing the draft outputs (staff
reports) of the area departments, but at presen¢jitares as well before the field
mission policy notes as input into an internal fimgg paper. As part of its core
activities, the Fiscal Affairs Department is alsoyding technical advice to
individual member countries.

Preparation of missions is planned well-ahead efittual field visit. The process of
country surveillance starts with an internal bngfpaper prepared before an IMF
mission visits a particular country. The briefirgper describes the economic situation
of the country and includes the views of IMF staifcurrent economic, fiscal and
monetary policies and the policy changes neededofSstaff and IMF management
reviews the paper to make sure that problems atedsout before the actual review is
conducted. In general two field visits are madesifort staff visit for preparation (“to
test ideas”) which takes place at a working lefiglactual two-week field mission

with high-level meetings with (deputy) ministersfiolance, governors of the central
bank and other high-level officials.

3.4.2 Organisation of Economic Cooperation and Develogmen

Key characteristics of surveillance at the OECD
Since the establishment of the OECD in 1961, ttiesiout regularly monitoring and
evaluation of the economic situation in its memdtates and their respective policies.
The OECD produces an Economic Survey every 18 tm@4ths for each country
which is derived from a detailed surveillance pssc& he Economic Surveys have
evolved over the years. While at the start, thev&ys focused on short-term
macroeconomic developments, nowadays, the foausésly on policies having a
potential to improve the economy’s long-run perfance.

The OECD'’s surveillance is a two-tiered processsistimg of gpreparatory phase

and adiscussion phas&he whole process takes approximately one yeachrtonger
than in the case of comparable IMF and EC rep®hs.country reports are prepared
by the OECD Secretariat or, more specifically, anty desk in the Economics
Department. The process begins with a detailedtiguesiire being sent to the country
being surveyed. National administrations inform stedf of the OECD about recent
economic developments, their forecasts and therlyilg assumptions. In addition, a
country could indicate how it intends to solve emmic problems or which policy
initiatives are currently being planned or discdsse

This phase is followed by a staff team visiting toeintry for a ‘scouting mission’.
The mission comprises of a team consisting of teenemists, sometimes with
additional specialists, and is supervised by asttivi head. During this mission the
staff members gather key information from officiafaministries, central bank, social
partners and research institutes to understandnegtances in the host country. Like
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with the IMF, during this mission, no political disssions take place. These are
conducted at a later stage of the surveillancega@Based on the information
gathered the OECD prepares a first draft of thentgisurvey containing a
preliminary assessment of major problems and aluatian of the appropriateness of
the actions of the respective government. Eachesurentains a special country-
specific topic.

The second country mission is carried out after@pmately three months after the
first mission and following up on the draft Econarurvey. At this stage the mission
team is headed by a director. The OECD staff addeea country’s weaknesses and
vulnerabilities. The purposes of the second misaren up-dating information and
initiating policy discussions. The mission enddwhtgh-level bilateral discussions
between the OECD and the national authorities dusihich the mission team
presents its assessment.

After the mission, the team produces a final dsathe Economic Survey. About four
weeks prior to the multilateral discussion in ttewBomic Development and Review

Committee (EDRC) the draft is distributed to allmieer countries. At this point, the

bilateral preparatory phase ends.

The process continues at the level of the EDR@ptangovernmental body that
decides on the principle of unanimity. Unlike at iIMF, the EDRC is responsible for
publishing the Economic Survey, and thus not th€DEecretariat. Two reviewers
are assigned to every examined country to leadidwaission. An EDRC meeting
begins with a statement of the country under revigve delegation of the country
being reviewed explains its view. Subsequently réveewers pose questions before
the general discussion. The entire procedure isvatetl bypeer review and peer
pressure Any government has to come up with reasonableraegts for its behaviour
and defend its own policies in the light of probiopgestions. These discussions are
directed at redrafting the survey in a way thlhgovernments can eventually agree to
it. The chair of the meeting produces a summahefiscussion, on which the
economic survey’s redrafting is based. The EDRCtimgéasts between half a day
and a day.

Learning points

Even though it is difficult to make comparisongtoé organisation of country
surveillance processes between international csgéons, some learning points can be
emphasized:
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Fiscal surveillance at the EC is a continuous meder every Member State. The
reports are produced under tight deadlines angregared for all Member States.
Article IV consultation reports and OECD economicveys are prepared fone
particular country at one particular moment in tiamel are produced throughout the
year. This difference has its implications for thernal organisation of the work. The
calendar of the fiscal surveillance outputs of #@are mandatory and cannot be
changed, while thealendar of the outputs of the IMF and OECD is miterible



Compared to particularly the OECD economic suntbgsoutputs of DG ECFIN are
prepared under tight deadlines and follow a hidtiaed decision making and clearance
process.

With respect to the OECD economic surveys, therts@oe reviewed on the basis of
peer review. At the IMF the Strategy, Policy and/iees Department plays a special
role in reviewing the draft Article IV consultatioaports and in ensuring IMF-wide
internal (horizontal) consistency. This departmsrthe only functional department
which can exercise a veto right on certain IMF otgpAt the EC review of the quality
is governed by the hierarchical clearance and eeiwaking process. Horizontal unit
F4 plays a special role as it watches over horagaransistency.

The mainly geographical organisation of the budyetarveillance work at the EC is
in contrast with the combined geographical and tional approach towards
surveillance in the other two international orgatiens. The internal organisation of
the IMF and OECD appear to allow more flexibilityterms of country teams.

Flexibility in the use of human resources is vemjited within DG ECFIN across
country desks, and almost zero across differets.More flexibility in terms of the
use of human resources exists in the other twonat®mnal organisations.

The IMF is working as well with temporary contratdsattract specialists to cope with
certain peak periods.

3.5 Conclusions

Based on the findings above we conclude that tiseme evidence that resources are
being used inefficiently in the budgetary surveila. The interview findings indicate that
the lack of human resources is not seen as a sgsioblem anymore as reported
repeatedly in the Annual Activity Reports of thetléew years. Over time the shortages
have been fulfilled.

The main concerns relate to the high turnoveradf sind the perceived high workload
for particularly new staff. To some extent therénsted flexibility in using staff from
one country desk to another country desk. Espgdiaiween units there is hardly any
flexibility in the use of staff.

Some interviewees consider that for new staff ni@i@ing options are needed in order
to be better prepared for their new posts. Sevetalviewees would also like to see that
middle and senior managers would prioritise theirknon the most important dossiers
related to the Stability and Growth Pact, insteffiboussing on all the work of the
country desks.

Staff is very critical on value of the present in@ review or ‘post mortem’ process.
The findings indicate that budgetary surveillargesiceiving the necessary support from

units within DG ECFIN. The support provided by tivéts F4 and C2 have been
explicitly noted and highly appreciated.
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4.1

4 Quality

Introduction
This chapter analyses the third question whichbeas addressed in the evaluation:

“Are the outputs based on sound analysis and to what extent has the progressive broadening of the
scope of budgetary surveillance contributed to improving the quality (soundness) of budgetary

surveillance?”

In the following sections our findings are preserfiest for the preventive arm of the

SGP (section 4.2) and then for the corrective aaot{on 4.3). As far as the former is
concerned, specific focus will be on five countriésance, Hungary, Italy, The
Netherlands and the UK. Regarding the latter, we fznalysed the EDPs that started and
were completed during the period under surveilldocéhe same country sample as
above plus Portugal. These are the EDPs for IRdytugal and the UK. The country
sample has thus been selected to accommodatertbas/possible splits of the entire
group of Member States: euro group versus non-guap, countries under close
scrutiny (subject to an EDP) versus those not stilbjeclose scrutiny, large versus small
countries, and new Member States versus old Meftages. The progressive broadening
of the scope of budgetary surveillance has beegstigatednly for the Commission
assessments of the Stability and Convergence Pnsgiehese macro and fiscal
assessments are the key output produced by the SsiramServices under the
preventive arm, and constitute the main startingtdor the subsequent Commission
Recommendations for Council OpiniofsSection 4.4 presents the analysis of Part Il of
the Public Finance Report and section 4.5 the Buadtdity Report. The conclusions are
summarised in section 4.6.

T The preventive arm includes also two additional policy instruments: (i) Early Warnings, addressed by the Council under a

proposal of the Commission, and the (ii) Policy Advice, in which the Commission can directly address policy
recommendations to a Member State as regards the broad implications of its fiscal policies. For the period and country
sample under examination in this Report, one Policy Advice was produced for France on 28" May 2008. In this five-page
document, the Commission first provided a short assessment of the past implemented policies and the key macroeconomic
and budgetary projections. Then, on the basis of this analysis, the Commission addressed a number of recommendations
to the French Republic. In particular, the Commission recommended to: (1) pursue with determination the ongoing
structural reforms; (2) carry out the necessary consolidation of public finances in support of the reform process, and (3)
implement rigorously the policy invitations of the Council issued on the updated stability programme for the period 2007 to
2012.
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4.2 Preventive arm: surveillance of budgetary positions

4.2.1 Introduction

This section provides an evaluation of the qualftthe budgetary surveillance outputs of
DG ECFIN produced as part of the preventive arimefSGP, which is based on the
Council Regulation (EC) No 1467/97, amended with@ouncil Regulation (EC) No
1055/2005 (as indicated previously, more detailthenegal framework are found in
Annex ). In particular, the outputs under inveatign are the ‘Macro-Fiscal
Assessments’ (MFAs) which form the basis of th@mmendation for Council opinion
on updated Stability and Convergence ProgrammeR¢5C

First, an overview of the structure and conterthefMFAs in the vintage 2005/2006 is
provided. This is followed by our comments on tharges implemented in the MFAs of
the vintages 2006/2007, 2007/2008 and 2008/2009thv aim of assessing to what
extent the progressive broadening of the scopkeo$tirveillance process contributed to
improving the quality of the budgetary surveillan€ais is followed by an assessment of
the quality/soundness of the underlying analysisalfy, the MFAs will be benchmarked
with the IMF Article IV Country Reports to exploreom and need for (further)
improvements.

4.2.2 Assessment of MFAs — structure and contents

ECORYS A

The MFA is a technical analysis of the SCP prepéasethe staff of, and under the
responsibility of, DG ECFIN. The analysis take®iatcount (i) the Commission
services’ Autumn forecasts, (ii) the Code of Cortcard (iii) the commonly agreed
methodology for the estimation of potential outpnt cyclically-adjusted balances. The
precise content of this document is very similanas countri€$, but differs across
vintages.

MFAs of the vintage 2005/2006

The structure and content of the MFAs of the viatdg05/2006 consists of a summary
and conclusions and an introduction followed byEtdnomic outlook, (2) General
Government balance, (3) General Government grdss @ Structural reform, the
quality of public finances and institutional feasy and (5) Sustainability of the public
finances.

The “Economic Outlodksection analyses the plausibility of the macrgepuic scenario
(economic activity, labour market, costs and pdiceglerpinning the public finance
projections of the programme. In particular a tatdmparing the macroeconomic
developments and forecasts (up to 4-year aheatded@ommission Autumn forecasts
(COM) and the Stability/Convergence Programme (S€Pjovided. The sources of
potential differences between COM and SCP areittentified (e.g. external

®In the vintage 2005/2006, given that Hungary and the U.K. have their own monetary policy, the MFAs of their convergence

programs contain an extra section titled “Medium-term monetary policy objectives and their relationship to price and
exchange rate stability”.



assumptions on interest rates, oil prices, excheaige etc)’ Consistently with the legal
mandate, particular attention is paid to the sauodgotential output growth, the
calculation of which is based on the commonly agmethodology.

The “General government balaricgection consists of four parts. The first pannpares
the targets of the general government balancesiméhv update with those of the
previous programme. It also discusses the budgetaigmentation in the current year,
with analysis of the underlying sources explairang deviation due to statistical
revisions, slippages in expenditure, revenue amgubsurprises and one-off measures
implemented in the current year. The second paksat the budgetary strategy in the
new update, by describing (i) the main goal oflibdgetary strategy, (ii) the composition
of the budgetary adjustment and (iii) the prograrsmeedium-term objective (MTO) for
the budgetary position (a first for this roundjtasas the first round after the 2005
reform of the SGP which introduced the country-#peMTO) and the adjustment path
in structural terms. The third part provides areasment of the appropriateness of the
MTO, the risks attached to the budgetary projestiorthe programme (e.g. output
forecasts, assumptions on expenditure and revelawksof information on planned
measures), and compliance with the budgetary rexpaint of the Treaty and the SGP.
Finally, the fourth part discusses the resulthefgensitivity analysis produced in the
programme. In particular the sensitivity to altéiveagrowth scenarios and changes in
interest rates are assessed. This analysis isalged out with additional simulations of
the Commission services.

The “General government gross débection consists of two parts. The first part
describes the debt path envisaged in the prograamtheompares it with the
Commission Autumn forecasts. The second part asséiss plausibility of the
projections with an in-depth analysis of the indial contributors underlying the debt
path. In the case of high debt countries the sectiso explores whether the ratio is
diminishing at a sufficiently high pace as mearthia Treaty.

The section Structural reform, the quality of public financesdainstitutional feature's
reflects the need to assess the nature and thetaunggnpact of structural reforms
presented in the programme. Moreover, the Commmssialuates the actions taken in
terms of governance of public finances. The coesst of these measures with the broad
economic policy guidelines in the area of publi@fices is then assessed.

In the section Sustainability of public financéthe Commission assesses the
sustainability of the public finances based onerall judgment of the results of
guantitative indicators and qualitative featurese Tong-term debt projections and
sustainability indicators are calculated accordmnj) a scenario in which it is assumed
that the medium-term budgetary plans containeterptogramme are achieved, and (ii)
a scenario which assumes that the structural pyitmalance remains unchanged at the
current level over the programme period. Withintesgenario, the Commission
calculates two “sustainability gaps” (e.g. the patd adjustment needed): (1) the
constant permanent budgetary adjustment (relatitieet current structural budgetary

 Note that the Code of Conduct advises Member states to base the external assumptions on those in the Commission

Autumn forecasts in order to promote comparability.
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position) needed to have the intertemporal budgestraint hold until 2050 assuming
debt hits the 60% GDP level at that moment (Sicetdr), or (2) the corresponding
figure to ensure that the intertemporal governnflfilled over an infinite horizon (S2
indicator). The underlying assumptions relatechtihdicators of long-run sustainability
are the ones commonly agreed and used by the Ecofaincy Committee (EPC) in the
common projection exercise. An overall assessnsethiein made in relation to the risks
associated with an ageing population and spedifitofs for the Member State
concerned, including the role of structural refarms

Finally, the MFA includes an Annex in which the qaiance with the guidelines of the
Code of Conduct in terms of date of submission, ehettucture, data provision and
other information requirements is assessed. Othantcy-specific Annexes are included
to back up the analysis carried out in the assessofi¢he individual programmes.

MFAs of the vintage 2006/2007

The structure of the MFAs for the vintage 2006/ ¢omparable to the MFAs of the
previous vintage. However, some modifications tiate been introduced are addressed
in this section. The most striking of these isiti@usion of a section on the common
scene setter of this round — economic trends ahicyprhallenges.

The “Economic Trends and Policy Challengssction is divided into five parts. The first
part provides a brief overview of the macroeconopgcformance in terms of growth and
other major macro-variables. It compares the aee@QP growth of the country with
that of the EU25 and the euro area. Factors supgdtte economic growth in the
country consideration are discussed. For examplErance, economic growth was
supported by domestic demand, and especially batgriconsumption, which was the
main driving force in the decade preceding 200&ddition, French economic growth
was limited by a significant drag from the extersattor. The second part presents the
results of a growth accounting exercise and toadentify the main reasons for the
average annual economic growth performance visdhé euro area. The growth
accounting exercise is carried out on the basihke@tommonly agreed method for the
assessment of SCP. The third part looks at theiMylaf growth and other key
macroeconomic variables and the stabilising orat##sing role of macro-policies. The
fourth part focuses on trends in public financdgspart assesses the trend of
government deficit and composition of the fiscahsamlidation over the last decade as
well as the general government balance projectiossccessive SCP. Based on the
picture outlined in the first four parts, the fiftimd final part identifies major economic
challenges and implications for public financegnmally in terms of fiscal consolidation,
sustainability and efficiency.

The “Macroeconomic Outlodksection mirrors the “Economic outlook” of the ZB06
vintage, but is more structured in clear sub-sestid he sub-sections include economic
activity, potential growth and its determinantfdar market developments, costs and
price developments, sectoral balances, and ansaseet The assessment is introduced
for the first time. It looks at the plausibility ¢ie macroeconomic scenario and economic
good vs. bad times.



The “General Government balaricdoes not seem to differ fundamentally in terms of
content, but more in terms of structure. This s&cfiresents first a part discussing
budgetary implementation in the current year. Beigtion further includes an analysis of
the medium-term budgetary strategy in the new iogne highlighting the main goals
of the programme’s budgetary strategy, composiiidihe budgetary adjustment, and the
MTO and the structural adjustment. Subsequentlyassessment of the risks attached to
the targets and of the appropriateness of thel fisaace and country’s position in
relation to the budgetary objective of the SGPaisied out. The latter part also shows a
table offering a summary assessment of compliaiiue.assessment is done in two
stages: first, a preliminary assessment on thes lpfishe targets taken at face value and,
second, the final assessment also taking into atcmks.

The “Government debt and long-term sustainabilggction combines the two sections
of the previous assessments —“General governmess giebt” and “Sustainability of
public finances”. In particular, the part on “loterm projections and sustainability of
public finances” is now more structured. Namelgua-section on the “Additional
factors” is developed to take into account othervant factors which help reaching a
better overall assessment of the sustainabilith@fpublic finances and appreciation of
the main risks to sustainability. This is followleg a final “Assessment”, in which
concisely but clearly the main conclusions are draw

The section Structural reform, the quality of public financesdeinstitutional feature's
is similar in structure and content to the oneheféarly MFAs. This section contains a
more in-depth assessment on the programmes omafimn on national fiscal
frameworks and quality of public finances.

Finally, the last section provides an assessmetfi@fConsistency with the national
reforms programme and with the broad economic gajigidelines. In particular, first
the Commission verifies whether the budgetary dgpraknts and fiscal policy strategy
presented in the update are consistent with themh&tReform Programme (NRP) and
its Implementation Report NRP. Then, the Commisgi@mvides an overview of whether
the strategy and policy measures in the progranareesonsistent with the broad
economic policy guidelines in the area of publi@fices issued in the context of the
Lisbon strategy for growth and jobs.

Finally the MFA provides several Annexes includanglossary, summary table for the
programme update, assessing whether the progragspeats the requirements of the
code of conduct on model structure, data proviaiuh other information requirements,
key economic indicators of past economic perforreaara an assessment of tax
projections.

MFAs of the vintage 2007/2008

The structure of the MFAs in the vintage 2007/2B08lIso very similar to that of the
MFAs of the vintage 2005/2006. However, some intions were introduced which
should be analysed in connection to the Ecofin €Cbwonclusions on the public
finances in October 2006 and October 2007.
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On 10 October 2006 the Council concluded that teenkker states should provide
relevant information on their national fiscal frangeks including on implementation and
envisaged changes, and encouraged the Commissiontioue to take these elements
into account when preparing its assessment onrtdgggammes. On that date, the Council
also invited the Commission to develop furtheritslysis of the quality of finances,
including the efficiency and composition of the fcilexpenditure, and to provide an
overview of the implementation of the existing fiscules based on the 2007 updates of
the SCPs.

On 9 October 2007 the Council re-emphasized theitapce of national fiscal rules and
institutions, including monitoring mechanisms, le attainment of sound budgetary
positions. The Council also invited the Member &db report in their programmes
information on national fiscal rules, and the Comsion to develop its regular
assessment of national fiscal policies by a moreprehensive analysis of the overall
macroeconomic situation, including the buildingafpnacroeconomic imbalances and
their interactions with fiscal position. In additicthe Council invited the Commission to
continue its work on the criteria and modalitiestiking into account the resulting
implicit liabilities in the definition of MTOs. Fially, the Council invited the Commission
to step up their efforts to improve the analysisthndology and the measurement of the
quality of public finances, including the efficignand effectiveness of public
expenditure and revenue structure, as well as girmpablic sector reforms.

The more topical scene setter of this vintage oABII5 the section “Key challenges for
public finances, with a particular focus on puldipenditure” for Italy, France and the
UK, “Key challenges for public finances, with a fieular focus on fiscal policy and
overheating” for the Netherlands, and “Key challesifpr public finances, with a
particular focus on the reforms of fiscal goverredrfor Hungary. The country-specific
nature of these sections reflects the need to asldne heterogeneity in the fiscal and
institutional features of the countries under sillasgce. For instance, the focus on
expenditure and the quality of public expendituréhie Italian MFA reflects the fact that
Italian public spending has represented a sourbeiddetary slippages over the recent
past and as a result deserves particular attention.

The “Macroeconomic outlodksection mirrors the “Economic outlook” of the tage
2005-06. There is, however, a new Box “Good or ésmhomic times”, which is
consistent with the requirement in the Code of @ohtb assess whether the economy is
experiencing good or bad economic times. In this boe Commission uses not only the
output gap, but also other economic indicatorsyiging a more reliable picture of the
country’s cyclical conditions. Moreover, in assagdine plausibility of the
macroeconomic scenario, this section provides @ msiwuctured analysis of the
“economic activity” and “labour markets and costl @mice developments”. This is
followed by a part describing the macroeconomiagtdbilities and how they are
expected to develop according to the programmes d&ms to be in line with the
Council conclusions in October 2007, which calldamore comprehensive analysis of
the overall macroeconomic situation, including blodding up of macroeconomic
imbalances and their interactions with fiscal posit



The “General Government balaricdoes not seem to differ fundamentally in terms of
content, but more in terms of structure. This secfiresents first a part discussing
budgetary implementation in the current year. Aenesting development is the inclusion
of a systematic decomposition of the differenceguenue/expenditure/budget targets
for the current-year projected outcomes into a leffeet, a GDP growth effect on the
denominator and a revenue/expenditure growth efféas more in-depth analysis is
consistent with the Council conclusions of Octo®@®d6, in which the Commission was
encouraged to continue to take these elementagamunt when preparing its assessment
on the programmes. Moreover, this decompositiopshétawing a clearer picture of the
factors underlying the budgetary slippages, enimgnitie transparency and credibility of
the budgetary process. Similar to the early upd#tessection contains an analysis of the
medium-term budgetary strategy in the new progranfotiewed by an assessment of

the risks attached to the targets and of the apiatepess of the fiscal stance and
country’s position in relation to the budgetaryegitjve of the SGP. The latter part also
shows a table offering a summary assessment ofl@mp. This assessment is done in
two stages: first, a preliminary assessment omésés of the targets taken at face value
and, second, the final assessment also takingodount risks.

The following section tittedGovernment debt and long-term sustainabilisyon the
same lines as the MFAs of the last vintage. Thegatlong-term projections and
sustainability of public finances” still includessab-section on the “Additional factors”.
This is followed by a final “Assessment”, in whicbncisely but clearly the main
conclusions are drawn.

The section Structural reform, the quality of public financesdeinstitutional feature's

is similar in structure and content to the previblisAs. However, consistent with the
conclusions of the Council of 2006 and 2007 andstiessequent greater focus in the
programmes on information on national fiscal fraragwg and quality of public finances,
this section contains a more in-depth assessment.

The last section on th&Cbnsistency with the national reforms programme it the
broad economic policy guidelineis also on the same lines as the previous MFAs. |
particular, first the Commission verifies whethiee budgetary developments and fiscal
policy strategy presented in the update are camgistith the National Reform
Programme (NRP) and its Implementation Report (IRP)Nof October 2007. Then, the
Commission provides an overview of whether thesgaand policy measures in the
programmes are consistent with the broad econoaticypguidelines in the area of
public finances issued in the context of the Lisbtvategy for growth and jobs.

Finally, the MFAs present an Annex assessing whékieeprogramme respects the
requirements of the code of conduct on model siractata provision and other
information requirements.

MFAs of the latest vintage 2008/2009

All the MFAs start with a brief introduction prowidy information on the submission date
of the update and whether or not the latter wapiadidby (and discussed) in the
Parliament. Then a new sectidddin challenges in the economic downturn and the
policy responseis provided. This was dictated by the need tessshe impact of the
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sharp global economic downturn and the financiaichitting both external and
domestic demand. In this connection, the countpisounced stimulus or recovery
packages to counter the economic downturn arenegtiand assessed, taking into
consideration individual vulnerabilities and chaegistics of the country under
examination.

This is followed by the sections on the “Macroeanimscenario”, “Budgetary strategy”,
“Debt developments and long-term sustainabilityistitutional features of public
finances” and a final “Assessment” section. Althewgmilar in content, each of these
sections is more concise than the corresponding iorthe previous vintage.

The “Macroeconomic scenarisection mirrors the “Macroeconomic outlook” okth
vintage 2007/2008. In particular, it provides dicail analysis of the macroeconomic
developments and forecasts contained in the DeaePd@@& Stability and Convergence
Programmes in relation with the Commission servidasuary 2009 interim forecasts.

The “Budgetary stratedysection compares to the “General Government loafaaf the
previous vintage. First, it discusses budgetaryementation in 2008 with a close look
at the decomposition of the deviations of the autrgear projected outcomes from the
revenue/expenditure/budget targets into a baseteffiéSDP growth effect on the
denominator and a revenue/expenditure growth effdts part is then followed by sub-
section titled “Near-term budgetary strategy” inieththe main budgetary measures for
2009 are outlined. Finally, the “Medium-term budggtstrategy” and “Risks to the
budgetary targets” conclude this section. Theiteohis similar to the respective sub-
sections of the previous MFAs.

The “Debt developments and long-term sustainabilgomparable to the “Government
debt and long-term sustainability” of the vinta@¥#2-2008. In particular it consists of
two sub-sections: (i) “Debt developments”, whicimpares and assesses the debt
dynamics of the programme in relation to the Corsiois services’ January 2009 interim
forecasts, and (ii) “Long-term sustainability”, whianalyzes long-term age-related
expenditure projections, sustainability indicatergh the required primary balance, long-
term projections for the government debt ratio, additional factors which help reaching
a better overall assessment of the sustainabflippblic finances and appreciation of the
main risks to sustainability.

The section Ihstitutional features of public financeis very similar in content and
structure to the “Structural reform, the qualitypaiblic finances and institutional
features” section of the previous MFAs.

Finally, an overall “Assessment’ concludes the ntmdy of the MFAs. Here, the
Commission assesses the budgetary strategy, teongonsideration risks, in the light
of (i) the adequacy of the recovery package inarsp to the Commission
Communication of 26 November 2008 on the European&mic Recovery Plan (EERP)
as endorsed by the European Council in Decembed; Zh0the criteria for short-term
action laid down in the above mentioned Commisslommunication; and (iii) the
objectives of the Stability and Growth Pact.



Similarly to the previous vintage, this round of Md-contains a more topical scene setter
which is provided by Annex 1. This detailed seci®fully dedicated to a country-
specific special topic. For Hungary, the lattefTibe role of structural reforms in
Hungary’s fiscal adjustment programme”; for the INgtands it is “Efficiency of
budgetary rules”; for Italy “Taxation and the lalbooarket”; for the United Kingdom

“The economic and fiscal significance of the UK kimg market” and for France
“Taxation and the minimum wage in France: impactioamployment”. Each of these
special Annexes reflects the need to address teedgeneity in the fiscal and

institutional features of the countries under siliargce, and the importance of individual
aspects in assessing the fiscal stance of the lyimdecountry. For instance, the special
section on the economic and fiscal significancehefBritish housing market is worth
mentioning. It is well understood that housing nearkctivity has a relatively more
important economic impact on residential investmemhover-related goods and services
expenditure and private consumption (via collataral wealth effects). Moreover, fiscal
exposure (through taxes on housing wealth, progeatysactions, and financial sector’s
profits) to a housing market downturn relativelgrsficant in the UK. Generally

speaking, these country-specific Annexes are vdpyative and constitute a
fundamental building block in a more-in-depth assent of the programmes submitted
by each Member State.

Finally, the MFAs include an Annex 2, which disadditional tables and figures
backing the analysis of the assessment, and anx3)nehich assesses the compliance of
the programmes with the Code of Conduct.

4.2.3 Benchmarking with IMF Article IV Country Report

As described in more detail in the previous chapher mandate of the IMF is to oversee
the international monetary system and monitor twemic and financial policies of its
member countries. IMF staff monitors members’ ecoies on a continuous basis, and
(usually) once a year visits member countries ttharge views with the government and
central bank with the focus to assess the riskibtoestic and external stability that argue
for adjustments in economic or financial polici€ke mission submits a report to the
IMF’s Executive Board for discussion. The Boarddclusions on the report are then
transmitted to the country’s authorities.

While the scope of the IMF Article IV Country Repa broader than the MFAs of the
Commission, nevertheless it is informative to asstisscontent to identify potential areas
in which the Commission could make its budgetaryeiillance activities more effective.
However, in terms of structure and content, the Wgjports differ from country to
country and from year to year. Therefore, it is pogsible to provide a typical
benchmark. Another important aspect that complgcatdirect comparison with the
MFAs is that the Article IV analysis is containeddne report while the European
Commission introduces a split between the anaiggise MFA and the advice contained
in the Recommendation for the Council opinion om tipdated SCPs.

From a brief desk-study of some IMF reports, howeseme common patterns can be

identified. For instance, the IMF systematicallyg@articular attention to a number of
indicators that are used as inputs in the assesshtre risks to domestic and external
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stability. In particular, the report documents anber of vulnerability indicators related
to: (i) external position (e.g. exports, imporeyns of trade, current account, foreign
assets and liabilities of the financial sector| ee@hange rates, real unit labour costs,
etc); (ii) financial and credit market (e.g. T-bilelds, spreads, stock market index, real
estate prices, credit to private sector and tofiramcial enterprises, etc); (iii) financial
and banking sector risks (capital adequacy, assgity profitability, liquidity and
sensitivity to market — interest rate and exchamage — risks). While those vulnerability
indicators are not directly required for the fisaabessment that the Commission makes,
they nevertheless point to potential future adversmomic developments that might
endanger fulfilment of the fiscal criteria in thadre. Hence, similar assessments of
vulnerability might be considered in future devetegmnt of the MFAs.

As far as the public finances are concerned, tHe Réports occasionally include more
in-depth analysis of the structure and riskineghefpublic debt (e.g., 2005 and 2006
Reports on Hungary). Some of this information mayrore relevant for pre-ins than for
euro-area countries, for example, the share ofdoreurrency denominated debt. In
addition, the structure and riskiness of assetdiahiiities is also analysed for the
financial sector, the corporate sector and the dfoald sector. This allows assessing the
vulnerability of the economy to shocks. For examplearticularly high indebtedness of
the household sector makes demand (and, henceyudtio sector revenues) vulnerable
to interest rate shocks. The reports also show sress test scenarios for the public
debt, for example relating to alternative growthuasptions, policy (adjustment)
assumptions and real interest rates. In the caSeogary, also the debt dynamics
following a depreciation are explored. Such testsugeful in highlighting the sensitivity
of baseline scenarios. As for the vulnerabilityigadiors, the structure and riskiness
associated with the balances of the various seof@sonomy are not directly necessary
for the Commission’s assessments. However, theserfamay be relevant for a
country’s future economic circumstances (for somantries more than for others),
which suggests that some more in-depth analydisesk factors could be considered in
the further development of the MFAs.

The IMF Reports sometimes discuss other issues) vélevant. One is fiscal
transparency (2005 Report on Italy, published Featyr@a006; 2006 Report on lItaly,
published January 2007). This concerns for exatigd¢imely availability of key budget
documents, unexplained gaps between cash and bdefigits and the ex-ante scrutiny
of the budget process, which suffers from a complgproval process and fails to provide
a clear picture of the government’s finances dueagmentation into different
documents using different aggregations and acaugimtiethods. This observation points
to the importance of scrutinising budgetary transpey of Member States and pointing
out where improvements can be made. Future MFAkIemnsider fiscal transparency as
a specific topic, when warranted. Deficits hiddgraldack of transparency undermine the
long-run financial solidity of the public sectorcawill eventually make it harder to
achieve the MTOs. Occasional explicit attentiofigoal transparency in the MFAs
should help to induce governments to take thisissificiently seriously.

The IMF Reports emphasise the need for “fundamexgaénditure controls”, possibly
through reforms such as credible corporate restrungf to accompany reductions in
transfers to state enterprises. Other areas cotteepublic administration and its system



of wage bargaining and the tightness of budgettcaings on local authorities. Explicit
consideration of the scope (and incentives) fonatibnal authorities to pass deficits on
to the central government may deserve attentianialthe future development of the
MFAs. Of course, the importance of the issue diffzross countries, as EU countries
feature widely-differing subnational governmenustures.

The 2007 IMF Report on France (published Febru@fg2focuses on challenges and
options for tax reform. Aspects covered are diging, complexity and the high headline
rates for many taxes. In many instances broadasfitite tax base (corporate income tax,
personal income tax and VAT) and simplificationr§ma income tax and income support
system) are warranted. Broadening of the base osli@llows reduction in rates

without losing income. The more general conclussatimat this analysis points to the
usefulness of scrutinising tax systems of the Marltates, in particular those in which
the tax burden and headline tax rates are higla idlshis regard, future MFAs could

play a useful role, pointing to the potential bétsedf tax reform in achieving MTOs in a
way that avoids as much as possible distortioisdaest of the economy.

4.2.4 Assessment of MFAs — soundness

The soundness of the MFAs of the Commission wilhbsessed on the basis of the
following two criteria: (i) consistency of the stiture/content with respect to the legal
and institutional framework; (ii) soundness/quatifythe analysis. The latter criterion
will look at quality in terms of data sources, mpetation of the data and policy
conclusions.

Consistency with the legal and institutional franoekv

The structure and content of the analysis contaimétte MFAS is consistent with the
fiscal surveillance aspects contained in the l&gahework. In particular, the

Commission assesses (i) the plausibility of ecoaasumptions of the programme are
plausible; (ii) whether the medium-term budgetanjeotive (MTO) and its adjustment
path towards it are appropriate; (iii) whether theasures being taken and/or proposed to
respect that adjustment path are sufficient toeaghthe MTO over the cycle; (iv)

whether the economic policies of the Member Staguiestion are in line with the broad
economic policy guidelines; (v) the evolution oéttebt ratio and the outlook for the
long-term sustainability of the public finances.

Quality of the analysis

Overall assessment

Overall, the quality of the analysis is high. Tlowerage is broad and comprehensive,
building up from an assessment of the overall eltldollowed by an analysis of the
government’s balance, debt and long-run sustaitahiith a view towards the rising
ageing cost&’ Rightly the analysis emphasises the role of stratreforms and
individual countries’ institutional adjustments tands enhancing fiscal discipline. Those

20 Purely in terms of length, the MFAs of the 2008/09 round are shorter than the previous rounds. However, this more concise

approach does not seem to have affected the overall quality of the assessments.
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issues should remain at the top of the policy ageéndnany countries. In assessing the
quality of the analysis, it is important to realteat, compared with the IMF’s Article IV
reports, the MFAs are produced under severe timst@nts as a horizontal exercise.
This obviously imposes practical limitations on #tepe of the analysis.

Beyond the scope of the individual MFAs, the cur@isis would provide an

opportunity to investigate what frameworks or budgerules would be most suitable to
withstand large negative shocks. While most coaestniow exceed the 3% deficit limit,
there are substantial differences among them aedat from clear that those differences
can be attributed only to external developmentilibone country harder than the other
country.

Progressive broadening

Over time, progress has been made through a ghadighler and more nuanced analysis
of macro and fiscal developments. In this resp@aciesthe 2006/07 round, a year-by-year
evolution of specific scene setters can be ideutifi

Whereas in the vintage 2005/06 no scene settebeatentified because the main focus
was on properly implementing the new provisionthefrevised SGP based on the
country-specific MTOs, in the 2006/07 round the omn scene setter is the chapter on
economic trends with a growth-accounting exeralewed by a comprehensive
presentation of the key challenges for public fiem

The subsequent vintage 2007/08 contains a topealessetter which is based on the
country-specific key challenges for public financBlse country-specific nature of these
chapters reflected the need to address the hetesibgén the fiscal and institutional
features of the countries under surveillance, asd result, represented a very useful
step. Similarly to the previous vintage, the latesind of MFAs 2008/09 provides a
topical scene setter in Annex 1. This detailedisras fully dedicated to a country-
specific special topic.

All'in all, it is fair to conclude that progressibeoadening of SCP assessments have lead
to an even higher quality of the analysis produndtiese documents. More specifically,
the topical scene setters of the last two roundsvshclear understanding from the
Commission of the role of country-specific featui@sa more balanced assessment of
the SCP updates.

Specific remarks
Below we provide some suggestions with the aimudther improving the technical
analysis and the efficiency of the surveillancecpss.

A key aspect of the preventive arm of the SGPesctiedibility of the adjustment path
towards the MTO. In this regard, key ingredients thie presence of plausible
macroeconomic and, in particular, growth assumgtidie plausibility of the output
projections in the SCPs and the MFAs could be stilbgefurther scrutiny by taking
account of external balance and financial markgicators, an approach commonly
followed in the IMF country reports. This mightaat a more comprehensive
evaluation of the reliability of the macroeconomiojections envisaged in the
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updates. In addition, there would be merit in asialy the possible common risks to
both sets of projections. Finally, it might be udéd provide a systematic account of
the past performance of fiscal authorities in prtfg the macroeconomic scenario in
relation to the other Member States.

Similarly, consistent with the Council recommendaton enhancing the fiscal
credibility of the adjustment path and the accohbititg of the fiscal authorities of the
Member States, the Commission could provide (ix@ount of the risks associated
with external imbalances and financial market depelents, and (i) an extended
assessment of the sources of the deviations fralgdtary plans based on all data
available from the previous updates and on a casgrawith the (past) performance
of the other Member States. The “Budgetary strdteggtion already contains a
decomposition of the deviations of the current-ywajected outcomes from the
revenue/expenditure/budget targets into a basetefi€sDP growth effect on the
denominator and a revenue/expenditure growth effémivever, in view of the
expanding number of vintages becoming availableldemmposition could be put to a
more systematic scrutiny to look more explicitly tmmmon patterns over time and
across countries in the sources of the deviatimm fargets. The expanding data set
would even allow for an econometric analysis ingpiit of Beetsma et al. (2009) of
the driving forces behind the components of theodgaosition. While such an
analysis would probably be beyond the scope ofiddal MFAs, it might well fit into
the Public Finance Report. Individual MFAs can tlhise the results of the broader
analysis as a reference for discussing the decdtigressfor individual countries and
for giving advice on how to close potential gapsMeen targets and outcomes.

A proper risk assessment of the sustainabilityeditanay benefit from a more in-
depth analysis of the structure and riskiness@fjtioss public debt in terms of
maturity (fixed versus floating rate obligationsisucture and share of assets in percent
of total liabilities, foreign currency denominatiohassets and liabilities in percent of
total liabilities. Such an analysis might be oftgarar use for identifying

vulnerabilities in crisis situations like the curt@ne. Under the current circumstances
in which financial markets are very risk averseyrdaes that have to roll over large
amounts of debt (often countries with financinglabrt maturities) or that are outside
the euro-area but have large euro-denominateditiebiare at particular risk. An
obstacle to this kind of analysis is the poteriiek of detailed data on the structure of
the public debt, as these data have so far not teegrested from the Member States.
A more in-depth analysis along these lines might &le a topic for a separate study
(or for a chapter in the Public Finance Report)véttheless, some assessment along
the lines discussed here might be included in iddad MFAs, in particular when

there are reasons to start worrying about the tstreiof the public debt.

Beyond the analysis of the public debt, future asuiaf MFAS may want to assess
risks associated with contingent liabilities (sashguarantees supporting the interbank
market and deposit insurance) created by the gonvamts’ interference with their
financial sectors. Those risks have become moreritapt than before. The

availability of relevant data for a full assessmiarthis direction, however, represents
an objective complication.
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In general, the comparability and cross-countrysigiancy of the data should be
balanced with the need to take into account coespgcific features of the budget of
the Member States. For instance, as appreciatibx iMFAS, gas revenues are an
important component of the Dutch government balafAsea result, commonly agreed
measures of the structural and cyclically-adjugfeeernment balance for the
Netherlands are imperfect measures to evaluatiésttad effort towards the MTO. A
systematic account of “robust” measures which obfiee gas revenues might be
informative in the specific case of the Netherlar@her countries may be subject to
similar particularities (e.g., the UK as an oil guger) and some assessment of the
adequacy of an MTO based on the structural govemhbaance might be desirable in
the case of individual countries.

4.3 Corrective Arm: the Excessive Deficit Procedure

4.3.1 Introduction

ECORYS A

This section evaluates the soundness of the buggataveillance outputs (e.g. reports,
opinions and recommendations) of DG ECFIN withia libgal framework of the
excessive deficit procedure (EDP), which is bage@ouncil Regulation (EC) No
1467/97, amended with Council Regulation (EC) NB&R005. The aim of this
Regulation is to clarify and speed up the excesdéfieit procedure provided for in
Article 104 of the Treaty establishing the Europ€ammunity (EC Treaty).

In the following sections, we explore the threeesas which the EDP was both activated
and abrogatedvithin the time (2005-2009) and country (France, GermHaly, the

U.K., the Netherlands and Portugal) samples undEmaation in this Report. On the
basis of this criterion, the EDPs of Italy (20058} the UK (2005-2007) and Portugal
(2005-2008) are assessed.

Table 4.1 provides an overview of the outputs peediby the Commission in relation to
these cases. It can be seen that the sample soofsistatively simple EDPs in the sense
that, after the Council recommendations on whenhanvdto correct the excessive deficit,
a positive assessment after the 6 month- deadim@king action was adopted, followed
by eventually the abrogation of the EDP.
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Table 4.1

Reports, opinions and recommendations under the EDPs of Italy, the UK and Portugal

Report from Commission | Recommendation | Recommendation | Communication Recommendation
the Opinion on for a Council for a Council from Commission | for a Council
Commission the decision on the recommendation | to Council. Decision
prepared in existence of | existence of an to Member State | Assessment of abrogating
accordance an excessive deficit with the view of Actions taken in decision on the
with Article excessive prepared in bringing the response to existence of
104(3) of the | deficit under | accordance with situation of Council excessive deficit
LGCEWA Article Article 104(6) excessive deficit Recommendation | according to
Accompanied | 104(5) to an end in in accordance Article 104(12)
by accordance with with Article
Commission Article 104(7) 104(7)
Technical
Document
Italy 7-6-2005 29-6-2005 29-6-2005 29-6-2005 22-2-2006 7-5-2008
UK 21-9-2005 11-1-2006 11-1-2006 11-1-2006 20-9-2006 22-9-2007
Portugal 22-6-2005 20-7-2005 20-9-2005 20-9-2005 22-6-2006 7-5-2008

In the following sections, first, the EDPs of Itatiie UK and Portugal are summarized.
This is followed by an assessment of the Commissudputs.

4.3.2 The Excessive Deficit Procedure of Italy (2005-2008

On 7 June 2005 the Commission prepared a repadadardance with Article 104(3) on
the Treaty. The report was accompanied by a ddtselehnical document produced by
the Commission Services. The latter document peavad careful analysis of
macroeconomic and fiscal developments and prospstisxamination of the quality of

Italian public finance statistics which seemeddweenbeen characterized by large

statistical revisions in the past, and, in accocdanith Article 104(3) of the Treaty,
detailed information on the medium-term economid ladgetary position in Italy as
well as other factors relevant for the purposeéhefreport.

The Report was motivated by the release of newalfisgures by ISTAT that were

subsequently validated by Eurostat, which provipkecha facieevidence on the existence
of an excessive deficit in 2003 and 2004. Afteabléshing that the excess over the 3%
reference value was not exceptional, nor tempoearg,that the debt-to-GDP ratio was
clearly above the reference value of the TreasyGbmmission suggested that both the
deficit and debt criteria were not fulfilled. In@rdance with the Ecofin Report of 20
March 2005 (preparing the 2005 reform of the S@&H®) Commission Report considered

three subsections: (i) medium-term economic pasitii)) medium-term budgetary

position and (iii) other relevant factors for a m@omprehensive qualitative assessment
of the excessive deficit. As for the medium-terraremmic position, the Commission

concluded that the economic prospects (based dicalyconditions and potential

growth) were expected to remain subdued. Moredweas concluded that the recent

labour market and pension reforms had had no dingggetary costs. Under the
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subsection concerning the medium term budgetarjigosthe Commission reported (i)
a general government deficit consistently exceegirgic investment since 2001, (ii) a
high structural deficit indicating a lack of fisaansolidation above all during the “good
times” 2000-2001, (iii) stable expenditure on ediscaand R&D, (iv) the reliance on
temporary one-off measures, and (v) risks to thg®rm sustainability of public
finances, in particular taking into account thé 0§ increasing interest rates. The
Commission concluded the report with other relevactors. The latter went from the
past budgetary slippages and disappointing eftéatstiatives aimed at controlling
expenditure to problems in statistical governammkan inefficient process leading to the
adoption of the budget law. All in all, the Repprbvided solid arguments proving that
both the deficit and debt criteria were not fudfdl and that the consideration of other
relevant factors reinforced these conclusions.

In accordance with Article 104(4), on 17 June 20@bEconomic and Financial
Committee formulated an opinion which confirmed éssessment of the Commission
Report.

On 29 June 2005, the Commission formulated an opito be addressed to the Council
(in accordance with Article 104(5)) and a recomnagiwh for a Council decision on the
existence of an excessive deficit procedure (imaance with Article 104(6). In
addition, on the same date, the Commission suliritt¢éhe Council a recommendation
for a Council recommendation to be addressed kpWidh a view to bringing the
situation of an excessive deficit to an end, irbagance with Article 104(7) of the
Treaty.

According to the Council Regulation (EC) no 1467&d the 20 March 2005 Ecofin
Report, “the Council recommendation should esthldisleadline for the correction of the
excessive deficit, which should be completed inytar following its identification
unless there are special circumstances”. In itsmaeendation for a Council
recommendation, the Commission concluded that emésis of recent economic data
showing a significant worsening of GDP growth amel $ize of the required budgetary
adjustmentspecial circumstancesppeared to exist and an extension of the deaftline
the correction of the excessive deficit to 200 hssd warranted. The recommendation
included also somspecific actiongo be taken to achieve a credible adjustment path.
accordance with Article 104(7), on 28 July 2005caiil Recommendation was issued
to Italy. In particular, the Council establishedemdline of 12 January 2006 for Italy to
take effective action.

In accordance with Article 9(3) of Council Regutaitil467/97, as amended by the
Council Regulation 1056/2005, following the expirfythe deadline for a Member State,
the Commission issued a communication to the Coumdiining and assessing the
actions taken by Italy in response to the Coumdbmmendations, and concluding that
Italy had taken actions consistent with such recenufations and that no further steps in
the excessive deficit procedure of Italy were neeatehat stage.

According to Article 104(12), a Council decision thie existence of an excessive deficit
is to be abrogated, following a Commission reconutadéinn, when the excessive deficit
has been corrected. On 7 May 2008 the Commisssmedsa recommendation for a



Council decision to abrogate the EDP of Italy. Tbeommendation was backed up by
the latest outcomes and projections of the totatitland cyclically-adjusted deficit. In
addition, the Commission concluded that the dedticBon in 2006-2007 was in line

with the correction of the excessive deficit, althb the reduction was expected to slow
down in 2008 and 2009. All in all, the Commissiecommended the Council to abrogate
its decision on the existence of an excessive idgfittaly. On 3 June 2008 the Council
adopted this decision.

4.3.3 The Excessive Deficit Procedure of the United Kimgd2005-2007)

On 21 September 2005 the Commission adopted atriepmecordance with Article
104(3) on the Treaty. The report was accompanieal dgtailed technical document
produced by the Commission Services, which provaledreful analysis of the medium-
term economic and budgetary position in the UK am@xamination of other relevant
factors put forward by the Member State and byGbmmission for the purpose of the
report.

The Report was motivated by the release of EDPmiaified by the British authorities in
August 2005, which providegrima facieevidence on the existence of an excessive
deficit in the financial year (running from Aprid March) 2004-2005" In fact figures of
the time showed that also in the financial year2R004 the deficit was above the
reference value. Given that financial year datauaesl by the UK authorities, while the
Commission data are based on a calendar year tiasigport referred to both calendar
and financial year data.

First the Report established that the excess tbeeB% reference value was not
exceptional nor temporary, suggesting that theciefiiterion was not fulfilled. The debt
criterion, on the other hand, was consistentlyilfed. In accordance with the directives
of Article 104(3) of the Treaty, the Report consetkfour subsections: (i) medium-term
economic position, (i) medium-term budgetary positand (iii) other factors considered
relevant by the UK authorities, and (iv) other tastconsidered relevant by the
Commission. As for the medium-term economic posijtan the basis of the Commission
Services’ spring forecast, the Commission conclutiatithe economic prospects (based
on cyclical conditions and potential growth) werpected to weaken. Moreover it was
added that, while none of the reform efforts on petition, innovation and labour
markets appeared to have had a significant budgetgact in the short run, the long-run
impact was likely to be positive. Under the subisectMedium term budgetary

position”, the Commission reported (i) a signifitbbosening of the structural fiscal
position since 2000 (covering a period of good bad times), (ii) a deficit ratio
exceeding the government investment ratio from 280&ards, (iii) an increased
expenditure on education and healthcare and (ieladively favourable position with
regard to long-term sustainability of public finesc The Commission concluded the
Report with the two subsections on the relevartbfac Amongst the one communicated
by the UK authorities, it was emphasized the retima to growth-enhancing items of

2 The Report refers not only to calendar year data, but also to financial year data, because in the case of the UK the EDP is
based on financial year data.
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current expenditure, and a huge increase in UKrigmuttons to international aid and debt
relief in 2004-2005. All in all, the Report providleonvincing arguments proving that the
deficit criterion was not fulfilled, but that theéher relevant factors seemed to be
relatively favourable.

In accordance with Article 104(4), on 30 Septen@)5 the Economic and Financial
Committee formulated an opinion which confirmed sissessment of the Commission
report, but nevertheless recommended that furteessinder the EDP should await the
finalization of the Commission’s Autumn 2005 forstsa

On 11 January 2006, the Commission formulated amapto be addressed to the
Council (in accordance with Article 104(5)) andeaosmmendation for a Council decision
on the existence of an excessive deficit procefiaraccordance with Article 104(6)).

The Commission documented the Autumn 2005 foreeamtconfirmed the assessment
made in the Report, suggesting that the excess38gasf GDP reference value was
neither exceptional nor temporary. Taking also axtoount the announced fiscal
measures in the December 2005 Pre-Budget Reper€Gdmmission was of the opinion
that an excessive deficit existed in the Unitedgdiom, and recommended the Council to
decide accordingly, in conformity with Article 1@)(

In addition, on the same date, the Commission stiainio the Council a
recommendation for a Council recommendation toduessed to the United Kingdom
with a view to bringing the situation of an exceesileficit to an end, in accordance with
Article 104(7) of the Treaty.

According to the Council Regulation (EC) no 1467&d the 20 March 2005 Ecofin
Report, “the Council recommendation should esthldisleadline for the correction of the
excessive deficit, which should be completed inytar following its identification

unless are special circumstances”. In its recomiaismma for a Council recommendation,
the Commission concluded that the overall growttigpenance was reasonably
satisfactory and that the required structural inaproent was modest. As a result, special
circumstances appeared not to exist and the deailirthe correction of the excessive
deficit was set for the financial year 2006-2007.

On 24 January 2006, consistently with the Commissi@ommendations and in
accordance with Article 104(7), the Council addeelss recommendation to the UK, with
the view of bringing an end to the situation ofexcessive government deficit. In
particular, the Council established a deadlinedod@y 2006 for the UK to take effective
actions to this end.

In accordance with Article 9(3) of Council Regutaitil467/97, as amended by the
Council Regulation 1056/2005, following the expafythe deadline for a Member State,
the Commission adopted a communication to the dhw@assessing the actions taken by
the UK in response to the Council recommendatiand,concluding that the United
Kingdom seemed to be just on track to correctxitessive deficit by the financial year
2006-2007, in line with the Council recommendatiander Article 104(7). Overall, the
Commission considered that no further steps irekoessive deficit procedure of the UK
were needed at that stage. The Council concurrgtdtins view, but consistently with the



Commission conclusions in the communication, comdid its intention to continue to
closely monitor budgetary developments in the UK.

According to Article 104(12), a Council decision thie existence of an excessive deficit
is to be abrogated, following a Commission reconutadéinn, when the excessive deficit
has been corrected. On 23 September 2007, the Gaimmiadopted a recommendation
for a Council decision to abrogate the EDP of tike Buch a recommendation was
backed up by a supplementary notification submitiethe British government in July
2007 and the Commission services’ spring 2007 &wisc In addition, the Commission
concluded that the debt rose but remained welivbéhe 60% reference value. All in all,
the Commission recommended the Council to abratmatkecision on the existence of an
excessive deficit in the United Kingdom. On 9 OeoB007 the Council adopted this
decision.

4.3.4 The Excessive Deficit Procedure of Portugal (20068

On 22 June 2005 the Commission prepared a repaddordance with Article 104(3) of
the Treaty. The report was accompanied by a ddttélehnical document produced by
the Commission Services.

The Report was motivated by the release of thetepafahe Stability Programme on 9
June 2005 covering the period 2005-2009. This @pgadjected a general government
deficit in excess of the 3% of GDP reference vétuehe years 2005 to 2007. In
particular, the Portuguese government plannedve hajovernment deficit of 6.2% of
GDP in 2005, 4.8% in 2006 and 3.9% in 2007. Atdhme time, the debt-to-GDP ratio
was projected to grow from 61.9% of GDP in 2004 fweak of 67.8% in 2007.

After establishing that the deficit overshoot ot 8% of GDP reference value was not
exceptional nor temporary, and that the debt-to-@&&i® was clearly above the reference
value of the Treaty, the Commission suggestedtitgaboth the deficit and debt criteria
were not fulfilled. In accordance with the Ecofiegort of 20 March 2005, the
Commission Report contained three subsectiondnggdium-term economic position”,

(i) “medium-term budgetary position” and (iii) ‘leér relevant factors” for a more
comprehensive qualitative assessment of the defreitshoot.

As for the medium-term economic position, the Cossiain concluded that the economic
prospects (based on cyclical conditions and pategtowth) were expected to remain
subdued, and that the output gap was expectedssparound negative values.
Moreover, it was acknowledged that in the precegleays Portugal had launched a
program of structural reforms, but that at the moiiiewas difficult to assess the impact
of these reforms on potential growth and the puii@nces. Under the subsection
“medium term budgetary position”, the Commissioparted (i) a general government
deficit not exceeding public investment since 20flit,exceeding it once accounting for
one-off measures, a situation which was expectedrntinue also in 2005 and 2006; (ii)
a high structural deficit and a lack of fiscal coligation above all during the “good
times” 2000-2001; (iii) growing public expenditura education (Portugal was
mentioned as one of the countries with the higbleates in the EU); (iv) the reliance on

61



ECORYS A

temporary one-off measures; and (v) risks to theg-@rm sustainability of public
finances, due to the projected budgetary costseaging population. The Commission
concluded the Report with “other relevant factoi@ie latter emphasized: (i) the
systematically overoptimistic assumptions about @BRvth, which caused budgetary
slippages until 2004, (ii) the under-budgeting oblic expenditure, (ii) the lack of a fast-
track control mechanism to deal with deviationsrfritie planned budgets, (iv) the need
for greater effort in the compilation of statisticsl sl all, the Report provided strong
arguments for the existence of an Excessive Defiaitconcluded that the consideration
of the other relevant factors reinforced these lumnans.

In accordance with Article 104(4), the Economic &nthncial Committee formulated an
opinion which confirmed the assessment of the Casimn Report.

On 20 July 2005, the Commission formulated an opind be addressed to the Council
(in accordance with Article 104(5)) and a recomnagiwh for a Council decision on the
existence of an Excessive Deficit (in accordandé Witicle 104(6)). In addition, on the
same date, the Commission submitted to the Coanetommendation for a Council
recommendation to be addressed to Portugal witevato bringing the situation of an
Excessive Deficit to an end, in accordance withichet104(7) of the Treaty.

According to the Council Regulation (EC) no 1467&d the 20 March 2005 Ecofin
Report, “the Council recommendation should esthldisleadline for the correction of the
excessive deficit, which should be completed inyiar following its identification

unless there are special circumstances”. In itsmaeendation for a Council
recommendation, the Commission concluded that emésis of the cyclical weakness in
Portugal and the size of the required adjustmehtitg the deficit below 3% of GDP,
special circumstancesppeared to exist and an extension of the deafdiirtee

correction of the Excessive Deficit by 2008 seemadanted. The recommendation
included also somsgpecific actiongo be taken to ensure a rigorous implementatidhef
announced corrective measures. These comprisestarsd and marked correction of
the structural deficit and a rapid implementatiémeforms to contain and reduce
expenditure. In accordance with Article 104(7),2anSeptember 2005 a Council
recommendation was issued to Portugal. In partictite Council established a deadline
of 19 March 2006 for Portugal to take effectivei@tt

In accordance with article 9(3) of Council Regwatil467/97, as amended by the
Council Regulation 1056/2005, following the expifithe 6-month deadline for taking
action set in the Council recommendation, the Cossion carried out an assessment of
the action taken by Portugal with a view to brirggthe situation of the Excessive Deficit
to an end. The Commission communication conclubdatiRortugal had taken actions
consistent with the recommendation and that ndéursteps in the EDP were needed.

According to Article 104(12), a Council decision thie existence of an Excessive Deficit
is to be abrogated, following a Commission reconuiadéinn, when the Excessive Deficit
has been corrected. On May 7 2008 the Commisssuedsa recommendation for a
Council decision to abrogate the EDP of Portugaé, year before the deadline set by the
Council. The recommendation was backed up by tlestl@stimates of the deficit, which
had declined significantly from 6.1% of GDP in 20032.6% of GDP in 2007, below the



3% of GDP reference value, and the deficit proggwticontained in the Commission
services’ spring 2008 forecast. All in all, the Guission recommended the Council to
abrogate its decision on the existence of an Exee88ficit in Portugal. On 3 June 2008
the Council adopted this decision.

4.3.5 Assessment of EDP outputs produced by the Commissio

The soundness of the EDPs reports, opinions amdmaendations of the Commission
will be assessed on the basis of the following ¢witeria: (i) consistency of the
structure/content with respect to the legal anttint®nal framework; (ii)
soundness/quality of the analysis. The latter moitewill look at quality in terms of data
sources, interpretation of the data and conclusions

Consistency with legal and institutional framework

The reports adopted in accordance with Article 3D46vered whether the excess over
the reference value was only exceptional and teamp@nd whether the ratio remained
close to the reference value. Moreover, the repok into account whether the
government deficit exceeded government investmeperediture and whether other
factors were relevant. The report was also accomgdy a detailed technical document
prepared by the Commission services which provaletbre-in-depth analysis of the
legal aspects to be covered.

In its recommendation for a Council recommendatiba,Commission evaluated the
conditions under whichpecial circumstancesppeared / did not appear to exist for an
extension of the deadline for the correction ofdleessive deficit.

In the communication to the Council, the Commissiegessed the actions taken by the
Member State. Finally, when the excessive deficthe Member State was corrected, the
Commission adopted a recommendation for a Couecikibn to abrogate the EDP.

Overall, one can conclude that in terms of strgtiantent, the Commission operated
fully consistent with the legal framework.

Quality of analysis - General assessment

Overall the analysis in the EDP outputs over thee@&DP trajectories appears to be of
high quality and adequate in its coverage. The remrenical parts of the analysis
generally take into account all relevant factora ivell-balanced way, while conclusions
are drawn in a consistent way. In particular, @surés the decision to abrogate countries’
EDPs, the Treaty leaves discretion that is fillgchbsessing whether the correction is
based on the absence of one-off measures and,imooetantly, whether it fulfils the
requirement that based on the Commission foretastdeficit remains below 3% under
a no-policy change scenario. This way the essentialktive of the durability of the
correction is met. Of course, the overall judgnaithe quality of the outputs is more
difficult than for the MFAs, because unlike in ttese of the MFAS there exists no
comparable benchmark from other organisations.
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Remarks on individual reports
Commission Reports on ltaly, UK and Portugal

The Commission Reports in all three cases provedéid arguments proving that either
the deficit or both the deficit and debt criteriare not fulfilled, and that the
consideration of other relevant factors reinfortesbe conclusions. Due to strict internal
length constraints, these reports are very coragigedo not provide a fully-detailed
discussion of the main arguments leading to theselasions. However, the
accompanying Technical Documents produced by theriesion Services contain
significant additional information which convincigdacks up the main conclusions of
the Reports.

More specifically on the individual reports, in cissing structural reforms of the UK, it
would have been useful to provide figures for labmarket participation, because the
lower productivity level may well result from highgarticipation (low-productivity
individuals that would have been jobless in otlmmtries, might be employed in the
UK, thereby driving down average productivity).

The report for Portugal provides a discussion doiipunvestment. Here it is remarked
that the general government deficit had not exadgd@ernment investment since 2001,
followed by a remark, however, that the latter hadn exceeded by the deficit when one-
off measures were excluded. The discussion herle t@we included some forward-
looking elements. In particular, a comparison betwthe projected deficits for coming
years and projected public investments for comiay yshows that the latter is rather
substantially exceeded by the former, thereby eirfgrthe position that public

investment is not a reason to provide leniencyegands to the conclusion of a violation
of the deficit criterion.

Communication from Commission to Council on UK from22 February 2006

In its conclusions the Communication says “Sincéunther deficit-reducing
discretionary action was taken following the Jagu@ouncil recommendation besides
the implementation of a small correction envisalggthe December PBR, and the UK
authorities rely on favourable fiscal trends tousglthe deficit to the reference value by
2006/7, there is ...” It is not clear whether thisame that the UK has taken effective
action. In view of the conclusion that “no furtteteps in the excessive deficit procedure
are needed at present...” it seems the Commissiondusion is yes, while in fact no
action of substance has been undertaken.

Recommendation for a Council recommendation on Pougal from 20 July 2005

The recommendation (item (11)) asks for correctibthe structural deficit that in
combination with the growth projections being fildfd would lead to a deficit ratio of
just below 3% in 2008. It seems that no safety margbuilt into the recommendation
that might guard against not achieving the “justwe3% in 2008”. The question is
whether it would be desirable from an economicpesve to have recommendations



that are a bit “conservative” and assure a highance of achieving an elimination of the
excessive deficft?

4.4 The Public Finance Report — Evolving budgetary sillance (Part Il)
4.4.1 Introduction

This section reviews Part Il of the Public FinaReports (PFRs) over the periods 2005 —
2008. First, the main elements of the various Rhsae reviewed. Then, the soundness
of the analysis is discussed.

4.4.2 Main elements of Part Il of the PFRs

Part Il of the2005 Reporprovides a retrospective overview of plans, outesand
assessments over the period 1998-2005. This iswibh@espect to overall balances, as
well as with respect to its components. Here, #itians paid to unexpected changes in
economic growth. Further, stock-flow adjustmenisdigpancies between deficits and
debt accumulation), and their components are agdlyghe report also explores the role
of national fiscal institutions (e.g. degree of icalization of budgetary process) on
budgetary outcomes and pays specific attentioxperediture rules as institutional ways
to address the main source of deviation from plai;h is generally that actual
spending exceeds planned spending. Finally, tlsesiso specific attention to the role of
over-optimism in growth forecasts on fiscal outcsirend a plea for having official
forecasts done by independent institutions. Thertequggests that deficit biases,
overoptimistic budgetary projections, creative actmg and one-off measures may all
be linked to underlying institutional weaknessedse Teport also summarizes activities in
the context of sustainability analysis, which heseived a prominent place in the revised
SGP.

The2006 Reporaddresses again the revision of the SGP, disqussithetail the
legislative changes to the preventive arm and ¢heective arm and the revised Code of
Conduct. It then turns to discuss how to operatawo arms. Because the revised SGP
increases the number of factors to be taken intowatt in budgetary surveillance, the
chapter in the 2006 report also addresses statiggues, in particular regarding (1) the
identification of temporary influences on the butdged (2) the cyclical adjustment of
budget deficits. In this latter connection therastion of the new values of the budgetary
sensitivities and the updated minimal benchmarkksisussed. Finally, there is an update
of the sustainability analysis, also in relatioriite new set of age-related expenditure
projections of the Member States. The analysis esiphs the three-pronged strategy in
dealing with the future ageing costs: achieving sustaining sound budgetary positions
and running down debt at a faster pace, raisind@myent rates, and structural reforms
of the pension, healthcare and long-term care mgste

2 Froma legal perspective this is more complex as the Commission is restricted by the legal provisions in the Treaty and

SGP.
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The2007 Reportdeals with enhancing the effectiveness of thegmtve arm of the SGP
along a number of lines: (1) strengthening the bekween the SCPs and national
budgetary plans, (2) a stronger role for the mrditbudgetary review in the euro area,
and (3) putting the assessment of the SCPs intoaabr economic perspective. It then
moves on to discussing statistical issues, sholivg methodological updating changes
output gap estimates and cyclically-adjusted ba&anglso the construction of the
minimum benchmarks is further illustrated. Nextyamtements in long-term
sustainability are discussed with emphasis on ldrened new Sustainability Report,
followed by a review of budgetary procedures inEukin order to take stock of the
guality and effectiveness of the current arrangdmiena majority of the Member States

The 2008 Reportocuses explicitly on the quality of public fina® This concept
comprises the composition of spending, nationabfigovernance and structural reforms
aimed at improving sustainability of the publicdimces. The shift in attention to the
quality of the public finances is motivated on savgrounds. With progress to the
medium-term objectives, easy adjustment becomes difficult and further
improvements become more and more intertwined thighissue of quality. Second, with
the expected increase in ageing costs, effectigetieesources is becoming more
important. Third, there is increasing national ptee on governments to deliver value for
money. Finally, intensifying global competition ates a need for fiscal policy geared
towards adaptability of economies to shocks. Téport also presents a follow up on the
measurement and assessment of fiscal developnmeptsticular the estimation of the
structural budget balance, emphasizing the unc#yteelated to the assessment of
cyclical conditions in real time and the substdritictuations in the tax content of
economic growth. As regards the former, there imareasing amount of research (also
from academia) showing that the differences betweahtime and revised data can be
substantial. As regards the tax content of grothire is increasing evidence that tax
elasticities are varying and may in particular @age above normal during upturns,
giving false signals to governments that they déordexpansion.

4.4.3 Quality of the analysis

ECORYS A

The scope of fiscal surveillance has widened suabiatly in recent years. Moreover,
budgetary surveillance has gradually shifted atbennhore towards the preventive arm of
the Pact and the quality of public finances. Asardg the former, the focus is more on
progress towards sustainable budgetary positiotteeimedium run. The operation of the
preventive arm naturally reflects the evolving gii(in particular, also from academia)
that cyclically-adjusted or structural budgetargiions are better indicators of fiscal
discipline and sustainability of the public finasdban actual budgets. The reports pay
due attention also to the complications that tiv@lives, namely that policy becomes
based on variables that are no longer directlyviese The increased attention to the
guality of public finances is also to be welcomaithough one should be careful not to
detract attention from the importance of assessuegall fiscal balances, as recent events
have also made plain.

While the various reports cover different topianfryear to year, there would be some
merit in repeating some of the exercises. Thimiparticular, the case of the



decomposition of fiscal outcomes into original @amd deviations from those plans.
Each year additional data become available arekins that by now there is scope for
doing a more formal econometric analysis of thesesiof systematic biases both in the
overall budget and in the components of budgepditicular, spending). One could also
more systematically investigate how biases aréa@l® the projection horizon in the
SCPs. It would also be useful to explore whetheisesl (final) macroeconomic and
budgetary figures differ systematically from reiat¢ assessments of the current cyclical
situation and, even in cases when there are neragsit biases, to explore how large the
deviations tend to be. This may have importantgyalnplications as more uncertainty
about current conditions would generally pointtte bptimality of more prudent (fiscally
conservative) policies.

A specific remark concerns the quality of the pufiliance composite indicator (Table
11.1.3 in PFR 2008). While it does indeed captunpartant elements of quality, some
more motivation for its compaosition might be givés. regards to the inclusion of the
size of the government, reference might be madectearlier finding that the size of the
government tends to have a negative effect on gr.dwdrther, because the indicator
“education spending efficiency” is based on a redascore, there will always be
countries that do better or worse than othershaba general (cross-country) progress to
higher quality could be missed.

4.5 The Sustainability Report
4.5.1 Introduction

Only one Sustainability Report (2006) has beenipbbdt over the period under
investigatior? First, the main content of the Report is reviewBten the soundness of
the analysis is evaluated.

4.5.2 Main elements of the Report

The Sustainability Report in particular investigatiee sustainability of the public
finances in relation to the future ageing problerd #s associated costs. These costs
concern those of paying out more pensions, ext#theare and long-term care
expenditures, as well as the ageing related eftectmemployment benefits and
education costs. Demographic projections for thenkler States are based on reports of
the Economic Policy Committee and European Commis$iProjections for public
pension spending were provided by the Member Sthegaselves, while projections for
the other ageing-related expenditures came fronmummmmodels developed by the
European Commission.

% A second report was produced in autumn 2009 and, as a result, not covered by the period under review.

Economic Policy Committee and European Commission (2006a), The Impact of Ageing on Public Expenditure: Projections
for the EU25 Member States of Pensions, Health-Care, Long-Term Care, Education and Unemployment Transfers (2004-
2050), European Economy, Special Reports, No.1; and Economic Policy Committee and European Commission (2006b),
The Impact of Ageing on Public Expenditure: Projections for the EU25 Member States of Pensions, Health-Care, Long-
Term Care, Education and Unemployment Transfers (2004-2050) — ANNEX, European Economy, Special Reports, No.1.
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The potential adjustment need is summarized bydingtainability gap”, the constant
permanent budgetary adjustment (relative to theeatistructural budgetary position)
needed to have the intertemporal budget constnaldtuntil 2050 assuming debt hits the
60% GDP level at that moment (S1 indicator), ordbeesponding figure to ensure that
the intertemporal government is fulfilled over mfe horizon (S2 indicator). The
indicators are separated into a component dueetmnitial budgetary position, i.e. the gap
between the structural primary balance and the-teng debt-stabilizing primary
balance (the primary balance that if reached andtaiaed stabilizes debt at its current
long-run level), which is a number that depend$utire GDP growth rates and interest
rates, and a component that captures the impabeofse in age-related spending (the
long-term change in the budgetary positidrfor the S1 indicator there is an additional
component, namely the constant adjustment to thetatal primary balance that moves
the debt ratio from the current level to 60% of GBR050.

A number of sensitivity analyses are conductedh sigcsensitivity to demographic and
macroeconomic assumptions (labour productivity ghpwmployment rate, interest rate
and life expectancy), sensitivity regarding themyhivers of items such as healthcare
and long-term care, and sensitivity regarding thpact of medium-term budgetary
analysis (in particular, the impact of Member Stataching their MTOs). Further, the
role of qualitative factors is studied, such astdigimamics, (political) risks to pension
expenditures, stock-flow adjustments and contintiebilities.

4.5.3 Quality of the analysis

ECORYS A

General part

The sustainability gap indicator is a useful intiicdo measure the extra overall effort
needed to make the budget sustainable. It makasswnptions on specific behaviour of
the private or public sector. There are many ptéssibmbinations of changes in tax
revenues and government spending that can in pkinciose the gap, and countries
should be free to choose the politically prefercedhbination. Further, the indicator
allows making explicit the cost of postponing ofiigatary adjustment. The sensitivity
exercises cover the main factors determining tiséaguability gap indicator. Yet, some
observations are warranted. First, the consequaridegher employment of older
workers (page 38 of the report) are calculated utideassumption that those workers
accumulate more pension rights. It might be usfligh to explore also exercises in
which the build up of pension rights is slowed domith an increase in life expectancy
(such that the same rights are only accumulatachaher age). Second, the Report
explores sensitivity in response to a higher irstierate, giving the impression that the
upward risk is highest. However, with the likelydte rise in capital-labour ratios, the
opposite scenario is also likely and some more asiplon this possibility would be
warranted.

% The former component gives a specific number by which the entire projected path of structural primary balances will be

adjusted. However, for most countries this will not be enough for intertemporal balance, because the adjusted path for the
structural primary balance would be falling due to the increasing ageing cost. This would require a further constant
adjustment of the structural primary balance according to the second component.



The sensitivity analyses serve a useful role inintagovernments aware of worse-than-
expected developments. However, there are nohicetls attached to various alternative
scenarios. Ideally, one would see stochastic sitioalataking the various uncertainties
into account. Obviously, this is not easily implenezl and, hence, may still be quite a
long way off. Nevertheless, to give one examplealaove-baseline increase in
employment produces higher GDP growth and at theedame a smaller fall in the
interest rate (as capital-labour ratios will inee#®y less). Stochastic simulation takes
into account that these events are most likelyctmpjointly and thus also attaches a
likelihood to a given adjustment need.

The analysis pays a lot of attention to initialgg@ublic debt (as an indicator of the need
to adjust) and the development of the gross déi#.récent forced public interventions in
the banking sector have in some instances hadstasuial positive effect on the gross
debt. However, this is counterbalanced by an irsg@a public assets (at least to the
extent governments have paid a fair price for thigikes). Hence, basing adjustment need
on gross debt may in some instances lead to ags&rpistic picture. More explicit
attention to public assets in the sustainabiliseasments might be generally desirable,
especially at the current moment and for the pandpdate of the Report. The issue is to
some extent addressed in 2005 Public Finance R@maues 136/7).

The Report repeatedly, and correctly, emphasizesdied to increase employment, in
particular that of the older worker. Importantiptmnly incentives need to be given to
employees to work longer, also appropriate incestiveed to be given to employers to
employ older workers longer. This might be achielrgadnore investment in human
capital during working life and changes in the wagiacture (to reduce the cost of older
workers). This would deserve discussion in furthierk on sustainability.

The Report does not address intergenerationalyeduits would require information on
the distribution of social benefits, public spergdand taxes to different age cohorts in the
past and in the future. Such information is hardhtain. In addition, the calculations
make certain assumptions, such as a unit elastitigalth care demand with respect to
income. Therefore, it is difficult to take a stasmintergenerational equity. Moreover, the
distribution of costs and benefits of ageing isater of political preference in the
Member States. Nevertheless, it might be insightfydrovide some information on how
long various cohorts are expected to make useahggelated spending (in particular,
pensions and health/long-term care) and report sdt@mative time paths of structural
budgetary adjustment that does some justice tdiffexent length of retirement periods
and different life expectations of different colsort

Country-specific assessment

While briefly addressed in the general part, notmans made of the effects of potential
migration flows in response to the increasing Mfeeavorkers. Although any discussion
of this is speculative, the issue is however béligigated and it is hard to imagine
governments to remain completely unresponsivedegures from employers when the
available domestic workforce shrinks. It might tseful to develop alternative scenarios
reflecting different assumptions about immigratilanvs.
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In the case of Italy the long-run projected incecimshealthcare spending is below the EU
average, while the old-age dependency ratio ieeptefl to rise considerably more than
average in the EU. These projections seem a hittoareconcile. Part of the explanation
may have to do with the fact that health care ptajas are based on a common
methodology, while this is not the case for pengimjections (although these are done
on the basis of some common external assumptiBog)e attention to the consequences
of differences in methodology in projections acrogsntries would generally be
welcome.

It will generally be useful to explore the roleidiosyncratic factors for the sustainability
of individual countries, even when this is covebgdther Commission outputs. For
example, the Netherlands is expected to face dyiaareasing deterioration of the
structural budget due to depleting natural gasvesdn the longer-run. In this regard it
might then be relevant to ask whether the currastrgvenues are used in a way that
promotes fiscal sustainability. A phenomenon thaghtnaffect countries in rather

specific ways are the costs of climate changeekample, countries with parts below the
sea level or with dry parts could face larger cos@dapt to climate change.

Conclusions
This chapter has analysed the third question doeessed in the evaluation:

“Are the outputs based on sound analysis and to what extent has the progressive broadening of the
scope of budgetary surveillance contributed to improving the quality (soundness) of budgetary

surveillance?”

With regard to the preventive arm of the SGP, tayesis focussed on five countries:
France, Hungary, Italy, The Netherlands and the Wih respect to the corrective arm
the analysis focussed on the EDPs for Italy, Paitagd the UK. The progressive
broadening of the scope of budgetary surveillarmseldeen investigatamhly for the
Commission assessments of the Stability and CoenesgPrograms.

Conclusions with regard to the preventive arm

Conclusions concerning structure and contents
The precise content of the MFAs is very similaroasrcountries, but differs across
vintages.
The structure of the MFAs for the vintage 2006/ ¢amparable to the MFAs of the
previous vintage. However, some modifications tieate been introduced. The most
striking change is the inclusion of a section a¢bmmon scene setter of this round —
economic trends and policy challenges.
The structure of the MFAs in the vintage 2007/2B08Iso very similar to that of the
MFAs of the vintage 2005/2006. The more topicahscsetter of this vintage of MFAs
is the section “Key challenges for public financggh a particular focus on public
expenditure” for Italy, France and the UK, “Key @lhages for public finances, with a
particular focus on fiscal policy and overheatifig’the Netherlands, and “Key
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challenges for public finances, with a particulzeds on the reforms of fiscal
governance” for Hungary.

The section General Government balaricicludes a systematic decomposition of
the differences in revenue/expenditure/budget taripe the current-year projected
outcomes into a base effect, a GDP growth effe¢herdenominator and a
revenue/expenditure growth effect. This decompmsitielps drawing a clearer picture
of the factors underlying the budgetary slippages.

With regard to the MFAs of the latest vintage 2@0809, all the MFAs start with a
brief introduction providing information on the suission date of the update and
whether or not the latter was adopted by (and disedl) in the Parliament. Then a new
section ‘Main challenges in the economic downturn and tHepoesponséis
provided. Similarly to the previous vintage, thasind of MFAs contains a more
topical scene setter which is provided by Annexd which is fully dedicated to a
country-specific special topic. These Annexes any informative and constitute a
fundamental building block in a more-in-depth mafissal assessment.

Conclusions with regard to benchmarking with IMF Article IV Country Reports
The IMF systematically pays particular attentiomtoumber of indicators that are
used as inputs in the assessment of the risksnestac and external stability, so-
called vulnerability indicators. These indicators eelated to: (i) external position; (ii)
financial and credit market; (iii) financial andrtkéng sector risks.
With regard to the public finances, the IMF Repaitsasionally include more in-
depth analysis of the structure and riskiness@piliblic debt, as well as the structure
and riskiness of assets and liabilities for thaticial sector, the corporate sector and
the household sector. This allows assessing theexatbility of the economy to shocks.
The reports also show some stress test scenaritdsefpublic debt.
The IMF reports also address other relevant issuet as fiscal transparency, the
need for “fundamental expenditure controls”, pullitministration and its system of
wage bargaining, and the tightness of budget canssron local authorities and
challenges and options for tax reform.

Assessment of MFAs — soundness

The soundness of the MFAs of the Commission has asgessed on the basis of: (i)
consistency of the structure/content with respethé legal and institutional framework;
(if) soundness/quality of the analysis. The latiéerion looked at quality in terms of
data sources, interpretation of the data and palticlusions.

The structure and content of the analysis contaimélte MFAS is consistent with the
fiscal surveillance aspects contained in the l&gahework.

Overall, the quality of the analysis is high. Tlowerage is broad and comprehensive,
building up from an assessment of the overall altldollowed by an analysis of the
government’s balance, debt and long-run sustaitahiith a view towards the rising
ageing costs. The analysis emphasises the roteusfwral reforms and individual
countries’ institutional adjustments towards enliagpdiscal discipline.
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Progressive broadening

Over time, progress has been made through a ghadighler and more nuanced analysis
of macro and fiscal developments. In this resp@ciesthe 2006/07 round, a year-by-year
evolution of specific scene setters can be idetifis described above. The progressive
broadening of SCP assessments has led to an egleer lgjuality of the analysis produced
in these documents. Te topical scene setters dashéwvo rounds show a clear
understanding from the Commission of the role afntoy-specific features for a more
balanced assessment of the SCP updates.

Conclusions with regard to the corrective arm
The soundness of the EDPs reports, opinions amdmaendations of the Commission
have been assessed on the basis of the same teraacri

Conclusions concerning structure and contents withespect to the legal and
institutional framework
In terms of structure/content, the Commission deeréully consistent with the legal
framework.
The reports adopted in accordance with Article 3p46vered whether the excess
over the reference value was only exceptional amporary and whether the ratio
remained close to the reference value. Moreovertgport took into account whether
the government deficit exceeded government invastergenditure and whether
other factors were relevant. The report was alsorapanied by a detailed technical
document prepared by the Commission services winchided a more-in-depth
analysis of the legal aspects to be covered.
In its recommendation for a Council recommendatibe,Commission evaluated the
conditions under whichpecial circumstancesppeared / did not appear to exist for an
extension of the deadline for the correction ofékeessive deficit.
In the communication to the Council, the Commissiesessed the actions taken by
the Member State. Finally, when the excessive défithe Member State was
corrected, the Commission adopted a recommendiiianCouncil decision to
abrogate the EDP.

Assessment of EDP outputs - Soundness

Overall the analysis in the EDP outputs over thee@BEDP trajectories appears to be of
high quality and adequate in its coverage. The rtearlenical parts of the analysis
generally take into account all relevant factora ivell-balanced way, while conclusions
are drawn in a consistent way. The overall judgnoéihe quality of the outputs is more
difficult than for the MFAs, because unlike in ttese of the MFAS there exists no
comparable benchmark from other organisations thke MF.

Conclusions with regard to the Public Finance Répor

With regard to the relevant chapter in the Publi@fRce Report, the scope of fiscal
surveillance has widened substantially in receatyeMoreover, budgetary surveillance
has gradually shifted attention more towards tlewg@mtive arm of the Pact and the
guality of public finances. As regards the fornthg focus is more on progress towards
sustainable budgetary positions in the medium Time.increased attention to the quality
of public finances is also to be welcomed.



Conclusions with regard to the Sustainability Repor

Only one Sustainability Report (2006) has beenipbbd over the period under
investigation. The Report investigates the suskdlifyaof the public finances in relation
to the future ageing problem and its associatetscdle potential adjustment need is
summarized by the “sustainability gap”, the conspmmanent budgetary adjustment
(relative to the current structural budgetary posjtneeded to have the intertemporal
budget constraint hold until 2050 assuming delstthi¢ 60% GDP level at that moment
(S1 indicator), or the corresponding figure to eadhat the intertemporal government is
fulfilled over infinite horizon (S2 indicator). Aumber of sensitivity analyses are
conducted. Further, the role of qualitative facierstudied, such as debt dynamics,
(political) risks to pension expenditures, stoakafladjustments and contingent liabilities.

With regard to the quality of the analysis, thetaimability gap indicator is a useful
indicator to measure the extra overall effort needemake the budget sustainable. It
makes no assumptions on specific behaviour of tivate or public sector. The indicator
allows making explicit the cost of postponing oflpaetary adjustment. The sensitivity
exercises cover the main factors determining tiséasuability gap indicator. The chapter
presents a number of additional observations andtogspecific remarks, which will
come back in chapter 7 when summarising in moraildee conclusions and discussing
general and specific recommendations.
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5 Relevance

5.1 Introduction

This section addresses the fourth evaluation questiether the budgetary surveillance
outputs produced by DG ECFIN are considered relebgmolicy makers / politicians in
the Member StateMore specifically, it analyses the extent to whilsl outputs have
been used as inputs for policy formulation in themMber States.

The subsequent paragraphs first describe the agprsed in answering the evaluation
guestion. Second, we present findings from theyarglFinally, we draw conclusions.

5.2 Activities undertaken

As a proxy for policy formulation we use the extmtvhich the fiscal surveillance
activities have affected the policy debate in thblig domain, both within and outside
the political arena. Below the sources of informatiwhich were used, are described.

Desk Study

The first source of information was a desk studyisExercise gave us an idea of the
country specific situation, for instance: what whes starting position of the country? Did
an EDP apply between 2005-20087? Did a country veceiot of policy invitations? This
information was used to group the Member Statesder to analyse the answers to the
guestions in the online questionnaire.

Initially, we tried also to assess the extent taclwland in what form the outputs have led
to concrete policy implementation in the Membet&taBut, because the outputs of the
Commission (and the Council) do not structurallglgse the extent to which the
Council’s policy invitations lead to policy implemiations, it was not possible to draw
robust conclusions (see text below).

Policy Implementation

In an attempt to assess the influence of budgetary surveillance on policy implementation we first
performed a desk study comparing the recommendations made by the Council and the policy actions
that have been taken in the respective Member States. The desk study was based on all Council
opinions since 2005, national policy documents from the Ministries of Finance in the Member States,

and Country specific documents from the IMF and OECD.* Second, we approached the Alternates of

% particular the IMF Atrticle IV consultation reports and the OECD country surveys.
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the EFC (staff of the Ministries of Finance of the Member States) and asked them to indicate specific

policy actions resulting from the Council’s invitations and recommendations.

Both attempts did not lead to robust results because the Council (and the Commission) do not
structurally report back on the extent to which invitations and recommendations lead to policy
implementations. Also the other sources (response of the AEFC, the national policy documents, and the
IMF and OECD documents) did not allow us to identify robust relations between policy actions and the

Commission’s work. This does not mean that such relationship does not exist.

Nevertheless, the desk study and the response by the AEFC did allow us to form a general idea on the
extent to which the Commission’s outputs ‘lived’ in the Member States and, as such, supported the

analysis on policy formulation.

Online questionnaire

The second source of information was an online tqpresire sent to academics,
consultants, students, civil servants, politiciand journalists in the Member States.
Invitations to fill out the questionnaire have beemt via the mailing list of DG ECFIN.
The online questionnaire requested people to itelite extent to which the
Commission’s work led to a public debate (in nagigrarliament, the media and
academic publications) in Member States.

Interviews and survey among civil servants

Furthermore, we have addressed the issue on relewamterviews with desk officers
within DG ECFIN. The issue was also addressedsimraey sent to Ministries of Finance
in the Member States and during subsequent (tefep)hinterviews with staff of these
Ministries.

5.3 Findings
5.3.1 Desk study: grouping of countries
The desk study resulted in a grouping of MembeteStas follows:
Countries that were in an EDP during 2005 and 2008:
Cyprus, Czech Republic, France, Germany, Greecegé#ty, Italy, Malta, Poland,

Portugal, Slovakia, and the United Kingddm.

Large countries:
Germany, Spain, France, Italy, Poland, and theddritingdom.

Countries with a bad starting position (public delgjual or higher than 100% of GDP)
Belgium, Greece, and lItaly.

2 The Netherlands is not included because the EDP was abrogated during the summer of 2005.
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5.3.2

Table 5.1
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Countries that are part of the Euro area

Austria, Belgium, Finland, France, Germany, Greétedy, Ireland, Luxembourg, the
Netherlands, Portugal, and Spain, as well as Slasmce 1-1-2007), Malta and Cyprus
(since 1-1-2008), and Slovakia (since 1-1-2009).

Online questionnaire

Responses

The online questionnaire was sent to approxima@ef0 people on the mailing list of
DG ECFIN. In total 212 people responded (about 3,%¥owhich 153 reached the end of

the questionnaire.

The respondents had different occupational backgiesee table below).

Occupational background of respondents

Occupations Number ‘ Percent

Academic 43 |/ 20%
Consultant 28 |_-| 13%
Journalist 13 |_-| 6%
Student 2 |I| 1%
Civil servant in a Member State 49 |— 23%
EU civil servant 29 |- 14%
Politician in a Member State 2 |!| 1%
EU Politician 0 0%
Other* 46 |_| 22%
* Mainly bankers, central bankers and economists

Questions
For the following categories of documents relatethe Stability and Growth Pact:
Stability and Convergence Programmes (SCPs),
Commission outputs related to the assessment @GiiRs, and
Commission outputs related to an Excessive Defi@cedure,
the respondents were asked to indicate, for theg@005-2008, the extent to which
these have led to discussions in:
o national parliament;
o daily news and/or news paper articles;
o televised public affairs programmes; and
o academic publications.

Findings
From the responses to the online questionnai@nitoe concluded that:

In Member States that were in an Excessive Dafigiing the period 2005-2008, the
Commission’s outputs and the Council Opinions egldb an EDP gained most
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Table 5.2

attention in the public debate (as compared tather documents related to fiscal
surveillance).

- The Stability and Convergence Programmes seenittamare attention in the public
debate than the Commission’s assessments of the &@hhe related Council
opinions.

- The extent to which the SCPs, the Commission’ssassents and the Council’s
opinions are a topic of public debate and thisigér in Member States:
- that were in an Excessive Deficit;
- that were in a bad starting position (public deiad to or higher than 100% of
GDP);
- that were part of the Euro area in 2005;
- comprising the EU15.
In these cases, the SCPs still receive more gttetitan the Commission’s outputs.

- There is no significant difference between Large &mall Member States.

Responses
The above findings are based on the tables below.

From 2005-2008, to what extent did the application of an excessive deficit procedure (including the

recommendations from the Commission and/or decisions of the Council) affect discussions in:

Answers for Member States in an EDP during the peri  od 2005-2008 (n=43)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications
[ Notatall

B | To some extent

. To a great extent
i 1 don’t know
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Table 5.3 From 2005-2008, to what extent were the yearly updates of the stability or convergence programmes for your

country discussed in:

Answers for all Member States (n=158)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for Member States in an EDP during the peri  od 2005-2008 (n=54)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for large Member States (n=47)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for Member States in a bad starting positio n (n=32)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for Member States that were part of the Eur o area in 2005 (n=97)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for EU 15 (n=100)

National parliament

Daily news and/or news paper articles m

Televised public affairs programmes

Academic publications
Not at all

To some extent

To a great extent

NN NT

I don’t know
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Table 5.4

From 2005-2008, to what extent were the yearly macro-fiscal assessments of the SCPs and/or the Council’s

decisions based on these assessments discussed in:

Answers for all Member States (n=158)

National parliament B

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for Member States in an EDP during the peri  od 2005-2008 (n=54)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for large Member States (n=47)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for Member States in a bad starting positio

n (n=32)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for Member States that were part of the Eur o area in 2005 (n=97)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Answers for the EU15 (n=100)

National parliament

Daily news and/or news paper articles

Televised public affairs programmes

Academic publications

Not at all
To some extent

To a great extent

[} - gN]

1 don’t know

79



5.3.3

ECORYS A

Additional comments on the Commission's fiscaleiliance activities.

The final question in the questionnaire was an apestion to provide additional
comments on the Commission's fiscal surveillantwities. Below a selection of
responses is presented:

“[The Commission’s work] has a big influence on gathry policy and is a very
important source of external pressure. While it matysurface very often in the
media or Parliamentary debate, the Governmentrisa@nscious of its responsibility
under EMU.” — Irish Civil Servant

“Not only here in Spain but in Mediterranean coig#tin general the activities have
led to an increased attention in the public andibeia.” — Spanish Journalist

“l believe that the Commission should communicatg.(explain) more and better its
activities, concerns and suggestions. | believesheh communication would help
governments e.g. to adopt more rational and legsali@b policies and pass difficult
messages. There is large scope for improvementdiagathe effectiveness of
communication to the public, the ordinary peopléc@urse, the Commission should
remain absolutely fair (e.g. among small and bigntdes) and impartial.” — EU civil
servant

“Excellent analysis, good policy judgement.” — EERployee

“Lack of communication from ECFIN in parallel to @missioner's comments. For
example, with the crisis the general opinion wad the SGP was dead and ECFIN
did not say anything for targeting about such aumiterstanding. Commissioner did
but inside his own communication strategy and ifigehtly.” — EU civil servant

“Tougher language could help; the Commissioner ragiew progress - or missing
progress - once a month before the press, besday®before an ECOFIN meeting.”
— Consultant

Interviews

Panel

We have organised interviews with staff from DG BCEnN particular with desk officers
and deputy Heads of Unit) and with staff from thmistries of Finance in the Member
States. In total we spoke with nine staff membeysfDG ECFIN and ten staff members
of several Ministries of Finance who respondeduorequest to provide information.

Questions
To structure the discussion with DG ECFIN staf§ ihterviews started on the basis of
the following questions:
To what extent are the results of surveillancevaids effectively channelled into
policy debate in the Member State?
What was the media coverage on the surveillangeitaes?
Did these debates also lead to policy implemematidhe Member States?



Box 5.1

- Do you consider your work having an effect on tbéges in the Member States?
- Have the above issues changed over time?
- What are areas for improvement according to yotsgrel opinion?

To structure the discussion with the staff fromKhaistries of Finance a brief
guestionnaire was sent asking to indicate spetifiednich policy actions were
responding to a specific Council invitation. Mosspondents indicated that it was very
hard to identify a direct relation between Counginions and policy actions. This did
not, however, mean that the Commission’s work veesiclered less relevant. On the
contrary, many respondents indicated that theyidered the work of the Commission to
be highly relevant for national policy making. Segsently additional interviews were
conducted in which respondents were asked to gldme question: how the work of the
Commission affected national policy making.

Findings

. The assessments and the methodological work bgahemission (as well as by
other international organisations like the IMF) dhd continued discussions in
Europe on sound public finances, have deepenedhiiierstanding and discussion on
public finances at the national level.

- Media coverage depends from Member State to Mef®tage. There is no systematic
media coverage of the fiscal surveillance actisitie depends on the particular
situation of the country as well as on the genattitdes of the media concerning
reporting on such topics. The box below illustraidew examples of the media
coverage practices in a few Member States. Thadftects only a few examples
which were indicated during the interviews and aoméd during subsequent internet
research.

Media coverage in a few Member States

France

During the period 2005-2008, there was only minor coverage of the EDP in the newspapers. A targeted
internet search for (news) articles between 2005 and 2008 on the key words “déficit excessif” on the websites
of La Tribune, Le Monde, and Le Figaro gives in total eight results. In combination with the key word
“opposition” the total hits reduces to two, of which one reports on the opposition taking advantage of “the last
fiscal policy debate of the legislature [...] to attack the record of the policy pursued by the right for five years”

(2). In this article, the existence of an excessive deficit is only scarcely referred to.

UK

References in the UK media do not exist systematically. In June 2008, the EDP was mentioned in BBC News.

BBC NEWS (June 11, 2008)*®
The European Commission is to start disciplinary proceedings against the UK for breaching its
economic rules. [...] The UK cannot be fined as it is not in the euro zone, but the launch of

proceedings is unlikely to reflect well on the UK government [...] Graham Mather, president of the

European Policy Forum and a former Conservative MEP, said: "At the moment it looks as though

2 http://news.bbe.co.uk/2/hi/business/7447531.stm
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Gordon Brown is going to face an excruciating embarrassing period in which all these proceedings will

be brought to bear on Britain.

Belgium
In Belgium the Council’'s recommendations and invitations are regularly reflected in the media (on the front
page of national newspapers) and referred to by academics, in particular concerning the excessive deficit.

Finland

In Finland, a country which a good fiscal policy, as recognised by the Council, media coverage of and

discussion on the Council recommendations in the media are rare.

- Persistent invitations by the Council (and the Cassion) related to long-term

reform of public finances (typically related to imping the sustainability of public
finances) keep the issue on the political agendarMember Stateghis concerns
practically all Member States.

« The outputs of the Commission (and the Council)odten used (referred to) in the

political debate; either by the government or kg plolitical opposition, depending
for whom the outputs are politically opportune. dtsational policy research
institutes and other stakeholders (such as invedthanks) refer to the
Commission’s work. Examples (according to respondents) are: Irelaaly,
Germany, Spain, and the United Kingdom.

- The subsidiarity principle limits the ability oféahCommission to openly suggest

workable policy options for Member States, and oesients indicated that this limits
the extent to which the Commission’s outputs feed the public debate at the
national level.

- The extent to which recommendations by the Cowareilfollowed up or the extent to

which they are subject of public debate does nat gicomplete picture of how
relevant the work of the Commission is. There aoeenprocessedselow the surface
that are affected by DG ECFIN'’s outputs and adésitFor example, in most
Member States the Commission’s outputs and the €isurpinions are very
supportive to the Ministries of Finance during tfaional budget negotiations with
line ministries and governments. Examples (accgrtbrrespondents) are: Ireland,
Italy, Germany, and the Netherlands.

Some Quotes

“In recent years the quality of the fiscal surveillance of DG ECFIN has clearly improved [which] has led
to some improvements in our own fiscal policy analysis. [In particular], the methodological work
conducted by the DG ECFIN together with other international organisations has deepened our own
understanding on these issues. [Furthermore], the work concerning fiscal rules and institutions is also

important and structured the dialogue between the Member States and the Commission.”

“Itis clear that continued discussions in Europe on the sustainability of public finances have contributed

to the decision by the Cabinet to take these structural measures”.
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“In our opinion, assessments by the Commission and opinions of the Council, as well as
recommendations by other international organisations like to the IMF, have contributed to the discussion
[...] on the treatment of interest payments and receipts within the expenditure ceilings in specific, and

procyclicality in the budget in general.”

“One has to keep in mind that budgetary issues are politically highly sensitive from a subsidiarity point of
view. Against this background, the Commission has been quite successful when trying to deepen the
debate on fiscal issues and enhancing the overall commitment among Member States. [...] The lively
debate on stability and convergence programmes and on EDP recommendations at the committee level

clearly reflects the importance of these issues and the common concern.”

“Without the work of the Commission, the Ministry of Finance in [...] would seriously loose leverage

power.”

“The minsters of Finance and [...] and [...] insisted upon tighter deadlines related to the EDP than

suggested by the Commission, with the purpose of increase leverage at home.”

“The ‘legal pressure’ from an EDP affects the public debate to a greater extent than the ‘peer pressure’

from the Commission’s assessments of SCPs (and related documents).”

“Because of the subsidiarity principle, the Commission needs to be more tactful in addressing structural
reforms (e.g. related to social welfare systems, tax related stimulus, broadening tax bases) than the IMF
or the OECD. This may affect the influence on the public debate because it limits the ability to pro-

actively suggest workable options.”

5.4 Conclusions

- The public debate in Member States typically héecas on national budgetary
processes and documents. Across the board, the Bsimnis work seems to be of
secondary importance.

- However, a large share of the impact on nationbtydebates goes through

processes below the surface that are less clelae foublic, notably:

- via interdepartmental negotiations between Mirgstof Finance and line
ministries, and

- via methodological work of the Commission influemgiunderstanding at the
national level.

Through these ‘below the surface processes’ therilesion’s work affects national

budgetary processes and documents, and hencelilie gebate.

« An Excessive Deficit Procedure increases the attefdr the Commission’s work in
the national public debate: legal pressure seerhs targer than peer pressure.

- Politicians and other stakeholders make use o€tramission’s outputs if this is

politically opportune; other stakeholders includgional research institutes, central
banks, and investment banks.
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6 External communication

Introduction
This chapter analyses the fifth question whichlieen addressed in this evaluation:

“What are the strengths and weaknesses of the current communication practice of the budgetary

surveillance activities?”

The general principle of the communication actgtof DG ECFIN is to create more
support for and understanding of the Euro and Eeleded policies. The strategy to
obtain this is twofold. First, it typically focuses communication towards so called
multipliers (experts and journalists) who shouldgpan the massage to a broad audience
in the Member States. Second, DG ECFIN has a specimmunication strategy towards
the general public via the PRINCE Programme. Mebéparliament or national
governments are no specific target group.

DG ECFIN has not formulated specific objectivesdommunication on the fiscal
surveillance activities. The objective is thus $émto its overall communication
objective: create more support for and understandirthe SGP. Therefore, DG ECFIN
has not formulated a specific strategy for its camivation on the fiscal surveillance
activities. It is part of the overall strategy whifocuses on multipliers such as experts
and journalists.

External communication tools that are used include:
The website (containing all the public documents);
A mailing list (to journalists, experts and otheterested parties);
Publications (papers and brochures);
Seminars and workshops for experts and journalists.

Some of the communication tools are general (ss@eminars, workshops and
publications) and cannot be clearly related tcalistrveillance activities. The tools
which can be directly linked to fiscal surveillaragtivities are:

The website, with all the public documents;

Press releases;

Additional communication through the mailing list.
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The analysis of the external communication praatfce fiscal surveillance activities

consisted of desk reseafthnd an online questionnaire. The desk researciprisenl:

- an assessment of press releases and related ddswnehe assessments of Stability
and Convergence programmes (SCPs) and Commisgiortgeinder the Excessive
Deficit Procedure (EDPS);

- an expert review of the DG ECFIN site;

- a benchmarking exercise involving benchmarking whith IMF website (Article IV
consultation documents and press relgased the OECD website (economic surveys,
country surveillances and press releases).

The following sections present the results of thalysis.

6.2 Analysis of documents and press releases
6.2.1 Scope of the analysis and assessment criteria

The documents and press releases of the followdngtaes in specific years are
analysed.

Table 6.1 Press releases

SCP | Excessive Deficit Procedure ‘

2008 — The Netherlands | 2006 — United Kingdom
2007 — Italy 2005 — Hungary

2006 — United Kingdom
2005 — Hungary

Both ‘grouped’ press releases and single-coungggpreleases are analysed. With

respect to press releases concerning the SCP:

- Single-country press releases are those relatddngary;

- ‘Grouped’ press releases are those related to, gshothers, Italy, United Kingdom,
the Netherlands.

With regard to press releases concerning EDP:

- Single-country press releases are related to UKitegdom, Hungary.

Given the repetitive structure of documents andgreleases, these press releases
represent a representative sample.

Only the press releases that DG ECFIN providestifgsy(the Commission press
releases) are considered in this evaluation. ltlshise noted that the final version of the
Commission press releases are not the responsiiifildG ECFIN.

% The analysis was conducted in June 2009 and refers to the data and website of that moment. DG ECFIN's database

changed considerably on 22 December 2009. In the conclusions a comparison with the actual DG EFFIN site of 22 January
2010 is made.
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Table 6.2

Each press release and related document is evélwéatethe focus on three criteria:
1. Content

2. Timeliness

3. Accessibility

These criteria are further specified in the talaow.

Assessment criteria

Content | Timeliness | Accessibility

. Does the content of the press |« Are the press releases and . Are the press releases
release reflect the content of documents published / distributed in and the related
the related documents? a timely fashion? documents easy to
. Does the press release . At which moment are the press find?
mention related documents? releases made public? . Are they easy to
. What is the balance between | ¢ At which moment are the related understand?
conciseness and documents made public?
completeness of the press . Are the press releases and related
releases? documents made public the same
day as the relevant Commission
meeting?

As ‘related documentsire considered those documents which are thedudfjthe press
release, those documents which are mentioned ipréss release and, in case of the
SCPs, the DG ECFIN’s assessments.

There is a repetitive and consequent structur@ofithents and press releases of both
Stability and Convergence Programmes (SCPs) andsBike Deficit Procedures
(EDPs). Because of this structure and the simdackusions which we draw from the
analysis only one sample of press release on S@PERPs and related documents is
described in this chapter. The analyses of ther gifess releases and documents can be
found in Annex VI.

6.2.2 Analysis of press releases concerning SCP

ECORYS A

Italy, 2007, Press release of 23 January 2007, TPIR

The press release under consideration discuss&@othenission’s recommendation for a
Council opinion of the stability programmes of Gary, France, Italy, Slovenia and
Italy. The part on Italy indicates that Italy shadd@lilly implement the 2007 budget so as
to correct its excessive deficit.

Related documents are:
. 23/01/07 Recommendation for a Council opinion, SBQ7/67 final
. 27/02/07 Economic Assessment of the Stability paogne of Italy

The table below provides the analysis along withttivee criteria: content, timeliness
and accessibility.



Table 6.3

Assessment - Italy, 2007

Content

The part on Italy is about 29 lines.
The data included in the press
release are found in the related
documents. The press release does
not mention the related documents,
but there is a link to the data base
with the country-specific
assessments. The link is:

http://ec.europa.eu/economy_financ

elabout/activities/sgp/country/docty
pe/ca_en.htm

Note that this link does not work any
more (June 2009).

The balance of conciseness and
completeness of the section is
good.

‘ Timeliness

The timeliness of the publication of
the evaluated documents regarding
SCPs is good when the
Commission recommendations for
a Council opinion are concerned:
The press release and the
Recommendation for a council
opinion are issued on the same day
(23 01 2007).

In the press release it is not
mentioned when the European
Commission examined the updated
stability programmes.

DG ECFIN's assessment of the
stability programme of Italy is made
public about four weeks later (27
February).

According to DG ECFIN this
underlying analysis prepared by
ECFIN is published several days or
weeks after the Commission has
adopted its recommendation for a
Council opinion on the concerned
SCP, so as to allow for a further
check of layout and content.

The timeliness would increase
substantially when this document is
published at the same time as the

press release and the Council

opinion.

‘ Accessibility

The press release is hard to find. It
is not in the DC ECFIN database
and must be found in the Europa
Press release rapid data base. The
search criteria in this database are

complex.

The press release and the related
documents are not easy to
understand for journalists who are
not familiar with the EU and the

stability programmes.

6.2.3 Analysis of press releases concerning EDP

United Kingdom, 2006, Press release of 11/1/060@R/7)
The press release under consideration discussegeth®f the Commission regarding
the existence of an excessive deficit in the UKe dkficit is expected to remain above
3% and cannot be considered temporary. The Conanisscommends correction of this

deficit.

Related documents are:
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. 11/1/06: (i) Commission opinion on the existencamiexcessive deficit in the UK,
SEC (2006)19 final; (i) Recommendation for a Calidecision on the existence of
an excessive deficit (SEC 2006 20 FINAL); and @Bcommendation for a Council
recommendation with a view to bringing an endh gituation if an excessive
deficit (SEC 2006 21 final)

Table 6.4

ECORYS A

The table below provides the analysis along thetlariteria: content, timeliness and

accessibility.

Assessment - UK, 2006

Content

The press release is approximately
36 lines.

The press release mentions several
documents (the Commission
opinion and the opinion of the
Economic and Financial
Committee). The press release
gives a link to the Commission
opinion, to details on the Stability
and Growth Pact and to the
Commission’s autumn economic
forecast.

It is noted that these links do not

work anymore (June 2009).

The data of the press release is
found in the related documents,
The balance of conciseness and

completeness is good.

Timeliness

The press release, the Commission
opinion, the Recommendation for a
council recommendation and the
Recommendation for a council
decision are issued on the same
day (11 January 06), according to
the DG ECFIN Database (version
22 January 2010).

The press release mentions that
the Commission took the view

(opinion) “today” that the UK is

running an excessive budget deficit.

Therefore the timeliness is very
good, under the assumption that
both the press release and the
related documents were made

public at the same time.

Accessibility

The press release is hard to find. It
is not in the database of DG ECFIN
and must be found in another
database: the Europa Press release
rapid data base. The search criteria
are complex and general and they
very often generate a long list of
documents. Only if the researcher
is aware of the existence of a
particular press release and the day
of its release, the press release is
easily accessible.

The press release is a blend of
content and decision procedure: the
Commission has an opinion about
the existence of an excessive
budget deficit and is asking the
Council to endorse this opinion and
to recommend (in a Commission
recommendation for a Council
recommendation) that the budget
deficit is brought below 3%. The
blend of content and procedure
makes this press release less
accessible for journalists who are
not familiar with the subject.

The related documents are not
easy to understand for journalists
(and others) who are not familiar
with the EU and the SGP.
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6.2.4 Conclusions — Press releases and related documents

Content

With regard to content the conclusions are:
The press releases related to the documents @fdhenission and of DG ECFIN
reflect, in general, the content of the relatedutioents;
In most cases the press release mentions relatedndmts and includes a hyperlink.
Only the links in the press releases of the ye@008B (and 2009) are functioning
(June 2009);
In the press releases about documents of the Caiemjshe balance of conciseness
and completeness is in most cases good;
In the database on the SGP website of the DG E@tdNelated documents are
found. In a rare case an assessment is not fouhe idatabase;
As far as the content is concerned, the conclusiom$he same for “grouped’ press
releases and press releases concerning one country.

Timeliness

With regard to timeliness the conclusions are:
In general, the timeliness of the press releasesrisgood;
The timeliness of the publication of the evaluadeduments regarding SCPs is good
when the Commission recommendations for a Coupaiion are concerned.
However, it should be noted that the underlyindysig prepared by DG ECFIN is
published several days or weeks after the Comnmidsas adopted its
recommendation for a Council opinion on the conedr8CP, so as to allow for a
further check of layout and content. If it were gibfe to perform such a check of lay
out and content by the time of adoption of the nec@ndation of a Council opinion
(which is not the case under the current arrangesyehe press release could mention
the assessment and include a link to it. This weigdificantly increase the visibility
of the underlying analysis done by DG ECFIN. Jolistewould be able to check the
information of the Commission.
Another issue for DG ECFIN not to publish the umdag analysis simultaneously
with the press release is that readers might rfiitigmtly distinguish between the
official Commission stance on the one hand andBeECFIN analysis, which is not
theofficial Commission line, on the other hand.
DG ECFIN apparently does not make much publicityittbassessments.
The timeliness of the publication of all the evaddhdocuments concerning EDP is
good. However, it should be noted that, for EDPoregpthat take the form of a
Commission Recommendation for a Council decisipnlaication embargo of one
month exists, which makes it impossible to pubtishultaneously the press releases
and the underlying document. On the day of Commisadoption only an excerpt
from the underlying document is made public.
As far as the timeliness is concerned, the cormhssare the same for “grouped’ press
releases and press releases concerning one country.

Accessibility

With regard to accessibility the conclusions are:
In general, the accessibility of both the pressasés and the documents is not up to
the mark and can be improved substantially;
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Documents related to the Stability and Convergétrogrammes and the Excessive

Deficit Procedure are found in the SGP databa&#¥®ECFIN. The accessibility of

this database is limited (website available on 2G®9) on the DG ECFIN website

since the SGP database is only visible after skukchs.
Documents of the Stability Convergence Progransgp:programme/ sc
programme/all programmes and assessments/find adéGi#ment
Documents of the Excessive Deficit Procedsgm programme/ EDP
programme/country specific procedures/ find SGRuduent

Finding documents in the database has been tinmioong (website available on

June 2009):

- Sometimes documents have imprecise subcategories BGP database of DG
ECFIN or are have the wrong titles in the database;

- The names of documents are not harmonised: opiagsgssment,
communication, recommendation, decision, commisgenmmendation for a
council recommendation, commission recommendaboia ftouncil decision
exist all together;

- The layout of the data base is confusing;

- Each time one looks for any other document, ongdatart at the entry of the
database.

- On 22 December 2009 the content and the layout dfé ECFIN website and
the SGP databases were improved in such a way, thiédie documents are now
easy en quickly to find. After 22 December 2009 thaccessibility of the SGP
documents is good.

The press releases about the Stability Convergeéragrammes and the Excessive
Deficit Procedures are found in the Europa Prdssse rapid data base. These press
releases are hard to find. The search criterimaréocussed on this; this is strictly
seen not the responsibility of ECFIN, but of thepowate communication policy of

the EU.

The press release and the related documents diwo8tdbility and Convergence
Programmes and the Excessive Deficit Proceduresareasy to understand for
journalists and others who are not familiar wite 88U and SGP. There is not a clear
difference between the press release on the ortedrahthe other documents on the
other. As far as accessibility is concerned, thecksions are the same for “grouped’
press releases and press releases concerningumeyco

6.3 Expert review of the DG ECFIN website

ECORYS A

First of all, it is emphasized that the DG ECFINbsite
http://ec.europa.eu/economy_finance/index_en.hsrunaergone some important
changes which came online on 22 December 2009eXbert review was done before 22
December. In order to be able to understand theowements made we focus on our
findings on the expert review of the ‘old’ websited present our view concerning the
‘new’ website.



6.3.1 Europa portal en European Commission website

On the website of the European Commissktp(//ec.europa.eu/index_en.htrsubjects
such as DG ECFIN and ‘economic and financial edfaire mentioned only via the left
hand menu "Who's who > Directorates General & ses/i. On the home page of the EC
itself a very limited dropdown menu exists, whicheg access only to articles.

On the EUROPA portah(tp://europa.eu/index_en.htithe DG ECFIN site is found after
three clicks.

The way the DG ECFIN site can be found from theolgarportal and from the EC
website can be improved a lot.

6.3.2 DG ECFIN site

With the help of internet search engines the weledfiDG ECFIN is easily found.
However, before 22 December 2009 the DG ECFINtsténo page recognisable as
homepage. The entrance via internet search engintbs website depended on the usage
of key words. When one types ‘eu economy’ the thaslilt brought one to a page which
started with newsh{tp://ec.europa.eu/economy_finance/index_ern.hfrone went

further on the site (click Stability and Growth P& example) one could not easily
return to this page. In the left hand menu therse m@home page mentioned. This
changed after 22 December. There is now a pageesh@ak home page, in the left hand
menu there is now a Homepage entry. Return todheepage is made easy, either by
using the navigation entry "Home", or the breadwrs at the top of the page.

The page with news consists of the following eletsien
The left hand navigation menu lists all major webt®ns. The first section provides
general information in mostly all official languagef the EU and includes entries
such as the Euro, the economic situation, the [8fahnd Growth Pact, etc. There was
an Economic Affairs button and a Twitter buttoneTEconomic affairs button was
removed in December 2009; the Twitter logo was rdaye into the banner. The left
hand navigation menu stays when you go furthehersite. The navigation menu is
adequate (before and after 22 December).
In the centre of the news page there are news iéthsa column 'Coming soon’ and a
column ‘Focus on'. The lay out of this part of tleavs page had no focus and was
fragmented. The lay out did not help to give trster an easy overview of the content
of this section of the page.
On 22 December the news page changed consideratbhyas marked as home page.
In the centre of the new homepage of the DG ECFélisite, there are now four
sections. One news section in the upper part fatbtw three columns: ‘Coming
soon’, ‘Key reports’ and ‘Focus on’. In the banigea Twitter logo.
The lay out of the DG ECFIN website, including trews page, changed after 22
December. The lay out of the home page, whichsig tile news page, is how good. It
has a comprehensible structure and a clear focdgferent types of content.
The news section contains relevant news. On 5 Dieeerfor example, there was a
short text on the Commission that ‘recommends plathdeficit correction and
assesses effective action in response to Courcimmendations of April’. This news
item contains a link to the related press reletastie presentation by Commissioner
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ECORYS A

Almunia and to various documents (i.e. Commissigimion on the existence of an
excessive deficitCommission recommendations for a Council decisiothe
existence of an excessive deficit and a Councdmenendation to end the excessive
deficit situation Commission recommendation for a Council recommeodab end
the excessive deficit situatip@ommission recommendation for a Council decision
establishing inadequate action)

The press releases (not under the responsibiliBGECFIN) mentioned in the news
page of DG ECFIN website, contained before 22 Dé&egra link to ‘related
documents’. This link led to the entry of the SGRathase. This made it very hard to
use if one doesn’t know where the related documemnetgfor this one had to go back
to the links in the news page)

The news section has been changed in December PB@%ews section is bigger and
is placed more prominently. All news items coneisa text with information aimed at
the general public and links to relevant pressassde and documents. The presentation
of the links improved a lot. It now shows a tableluding the full set of documents.
According to DG ECFIN the press releases now lmthe specific country or
procedure page(s) which show a table includinduleet of documents. However,
on 20 January 2010 there were no press releasasfadoal surveillance activities
which were issued after 22 December 2009. So tukimot be verified (yet).

On the right side is a column with various subjeatsearch modus ‘Jump directly to”
(one can choose between prepared subjects, ipsssible to name one’s own
subject), the latest press releases links to threndssioners website, kids corner etc.
Only the ‘Jump directly to’ remains when one gatier in the site.

The database (Find a document) on the right coloithe website and in the different
parts of the section on the SGP is reviewed eanligris chapter. Up until December
2009 there were two databases: a general one @&dealicated to the SGP. There is no
overlap between both. They have now been replagéleitable presentation and an
improved general search page. These improvemewmsrhade it much easier to find
documents.

The section about the SGP (clickable on the lefdhaenu) contains different
subsections, many of them in mostly all officiaidmages of the EU:
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A section about the Stability and Convergence Rumognes. This section gives
information about these programmes. It has a tnRelevant legal texts and
guidelines’, ‘Data and methods’ and ‘All programnaesl assessments’. The
information about the programmes can be improveddyg the same words (and in
the same sequence) as in the links.

A section about the sustainability of public fineacThis section contains a text about
the consequences of ageing and a link: The econamidudgetary consequences of
ageing.

A section about excessive deficit procedure. Tlo#i@® gives information about the
procedure and links to: ‘Relevant legal texts andiglines’ and ‘Country-specific
procedures’.

A section about early warning mechanism and paatyice. This section gives a very
concise explanation of the procedure and contagthiame of documents about a



number of Member States. The documents are in xiowith the procedure explained
above the table in the same page. This sectioraic@ntwo links: ‘Legal texts and
guidelines’ and ‘Data and methods’.

The lay out of the website is based on the layobthe general European Commission
site. However, the lay out of the ECFIN websitedoef2 December 2009 had ttheck
and fe€lof an older version of the lay out of the Europ&zommission website (5
December 2009). The improvement of the website2ddD@cember gave the DG ECFIN
website an modern and ‘cared for’ look and feel.

6.3.3 Conclusions in terms of content, timeliness anassibility

6.4

In terms of content, timeliness and accessibiligyfollowing can be mentioned about the
SGP part of the DG ECFIN website:

Content
The very strong point of the website is the coltecof all relevant documents by country
and procedure.

Timeliness

The news part is supposed to be the part wherdiiess is most important. The latest
news item in the news section of the page on theeBGIN website on 5 December was
of 27 November. According to DG ECFIN, news on i@ ECFIN site is timely in the
sense that it is made available as soon as cléaredline publication. Some news items
stay there longer since DG ECFIN does not prodnoegh material to completely
change the entire news section on a daily basissi@ering the remarks of DG ECFIN
the timeliness is good.

Accessibility
The DG ECFIN website is easy to find with the hefligearch engines. The DG ECFIN
website is not easy to find from the EC homepaghkttm//ec.europa.eu/index_en.htm.

The improvements of 22 December 2009 made the DENEESIite easy to navigate and
documents easy to find. Before 22 December thisneaghe case.

Benchmarking with the IMF and OECD website

The benchmark was made in the first week of Decer@®@9 and involves
benchmarking with the IMF website (Article IV Cottisttion documents and press

releasesand the OECD website (economic surveys, countryedlances and press
releases).
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6.4.1 IMF website

Documents about Article IV consultations and thaffSeports are very easy to find in
the search engine on the IMF website by typingckrtiV’ in the search bar, or clicking
the country info button on the top of the pagesPmeleases, ‘Public Information
Notices’ on Article IV documents are easy to findhe database which is found under
the News button on top of the page.

Two examples are:
The Netherlands 2007 Article IV Consultation On 22 June 2007 a Public
Information Notice (PIN) was published on the sitethis PIN there is a functioning
link to the staff report. On 10 April the prelimnyafindings of IMF staff were
published on the site. No other press releasauisdfin the database.
Italy 2006 2007 Article IV Consultation On February 15, 2007 a PIN is published.
The PIN has a functioning link to the complete Staport. No other press release is
found in the database.

In terms of content, timeliness and accessibiligyfollowing can be said about the
Article IV documents on the IMF website:

Content

The information and the presentation of the infdiameare clear. The amount of
documents, however, appears to be much less thaoritthe site of DG ECFIN. Links to
the related documents are functioning well anddxrithe reader directly to the document.

Timeliness
The timeliness is good. The PINs have the sames @astéhe documents approved by the

IMF Board.

Accessibility
The accessibility of the site is very good. The steasy to find and convenient to
navigate. The search engine is very good.

6.4.2 OECD website

ECORYS A

Summaries, news releases and Policy Briefs (w#gHdBECD assessment and
recommendations, but not all of the charts of #port) are easy to find. There are
different ways: click the button ‘By Topic’ (Browsehen ‘economics and growth
(Economy), then or ‘publications’, or ‘informatidry country’. After clicking

‘Information by country’ a set of documents appdiais possible to choose, among
others, between economic surveys, annual repalisybriefs and news releases.
However, it is clear that the results are far frmamplete. Clicked on the Netherlands and
on Policy Briefs on 8 of December 2009, only one Policy Brief appeav®tien entered
Policy Brief Netherlands in the search option, 883ults appear.



Complete editions of country surveys are not aléglan the site. It has to be purchased
at the online shop. It is freely available onlyrégistered users with an online
subscription to OECD Economic Surveys.

Two examples are:
Economic Survey, Italy 2005 An executive summary and a Policy Brief are
published on 18 May 2005 and are available on thiesite. On 17 May the OECD
indicated in a News alert that journalists werevaéld advanced access to the
electronic version of the publication, by e-mailamder embargo, four hours ahead
of release time. For journalists in Asia/Pacifingi zones such advanced access was
allowed 12 hours ahead of release time. The fulliga of the OECD Economic
Survey is not available on the website. This isigehdifference compared to EC and
IMF practices.
Economic Survey, the Netherlands 2008n 22 January 2008 the OECD indicated
that the economic survey of the Netherlands wagtpublished on Thursday, 31
January 2008. Journalists were allowed advanceskacto the electronic version of
the publication, by e-mail and under embargo, foaurs ahead of release time. For
journalists in Asia/Pacific time zones such advarmecess is allowed 12 hours ahead
of release time. An executive summary and a P&@iggf are published on 31 January
2008. The full version of the OECD Economic Surisgiot available on the website.

In terms of content, timeliness and accessibilig/following can be said about the
Economic Surveys on the OECD website:

Content
The presentation of the information has a comprebénstructure and a clear focus on

different types of content. The amount of documdmsvever, is much less than that on
the website of DG ECFIN. Links to the related doeuts are functioning well. The full
version of the OECD Economic Surveys is not avielaim the website.

Timeliness
The timeliness for journalists is very good. Onwebsite it is indicated that for
journalists the full report is available even beftne publication.

Accessibility

The navigation of the website is relatively easyrreds a lot of clicks and is not always
clear. There are various ways to search documehtsh do not always give the same
results. As the reports have to be purchased citesaibility of the country reports is
rather weak.

6.4.3 Conclusions of the benchmarking exercise
The DG ECFIN website provides a large amount otidwents. This is a very strong
point, in comparison with the IMF and the OECD wtdss After 22 December these

documents can be easily found, due to an impraagdut of the site and an improved
presentation of the content and an improved gesesatch page.
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The search engine and lay out of the IMF websievary good. Documents are found
easily and quickly. The number of documents appiealg limited in comparison with
the DG ECFIN website.

With regard to the OECD website, the timelinessfifirmation for the press is very
good, and in general the lay out is good. On therdhand, for the general public the
documents of the OECD are not available on the inebad the search engine does not
work very well.

6.5 Findings and conclusions from the online questicena

6.5.1 Findings from the online questionnaire

Table 6.5

ECORYS A

As mentioned in the previous chapter 212 resposdete answered the online
guestionnaire. The results with respect to theraatecommunication of DG ECFIN
about fiscal surveillance activities are as follows

In general, the respondents receive informatiomuthe activities of DG ECFIN from
different sources. Most mentioned are the DG ECGéiiils (62%) and the website
(61%). 50% of the respondents mentioned the pieas anformation source.

How do you get information on the Commission's fiscal surveillance activities? You can give more than one

answer

Response ‘ Total ‘% of responses

1 DG ECFIN e-mail 125 | | 62 %
2 DG ECFIN press release 6c | 3%
3 DG ECFIN website (the section on the SGP) =l 0 iz
4 Press 01 | 50 %
5 Academic publications 70 ﬁ 35%
6 Events 39 20 %
7 Other, please specify 20 i 10 %

Keeping in mind the focus on evaluationeaternalcommunication, we have excluded
the responses of the EU civil servants from thdyaisa In addition, the categories
‘student’, ‘politician in a Member State’, ‘EU potian’ and ‘Other’ have also been left
out from the analysis due to their fairly small gdersize. The table below gives an
indication of the total number of respondents uredeh of the four categories under
consideration.
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Table 6.6

Table 6.7

Profession of (selected) respondents

Response ‘ Total ‘%of responses ‘ %

1 Academic 43| [ 32%
2 Consultant 2s | 21 %
3 Journalist 13|l 10 %
4 Civil servant in a Member State 50 |=| 37 %

Some of the most noteworthy findings of the sunwith respect to external
communication are presented below.

Knowledge of fiscal surveillance

Regarding the knowledge of fiscal surveillancehia EU, 56% of the respondents
possessed either good or excellent knowledge, 38¥aterage and 11% had superficial
knowledge. Out of the 15 respondents which consitléreir knowledge of fiscal
surveillance in the EU to be “superficial” 2 werademics, 9 consultants, and 4 civil
servants in a Member State.

Knowledge of fiscal surveillance in the EU

Response ‘ Total ’ % of responses ‘ %

1 Excellent 22 e 16 %
2 Good 53 [ ] 40 %
3 Average 44 [ ] 3%
4 Superficial 15 [ 11 %

Information sent via email

On the question how respondents rate the informgtibout fiscal surveillance) that DG
ECFIN sends via email, 69% of the 74 respondem¢si raccessible/understandable as
good. 82% found this information to be of fair @ving good reliability. Only 7% of the
respondents found the completeness of the infoomadi be poor. 69% of the
respondents indicated ‘excellent’ or ‘good ‘ wheked whether the information is
relevant and useful; and 67% of the respondents giamilar scores with respect to the
guestion whether the information was considerduktauthoritative.
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Table 6.8

Table 6.9

Table 6.10

ECORYS A

Rating of DG ECFIN information sent by email

Sub-questions Respondents ‘ % of responses

Accessible / Understandable 74 W20 &9 8
Reliable 74 |12 70 16
Up-to-date 74
Complete 74
Concise "
Relevant / Useful 74 e R R T
Authoritative 74 - 30 53 14
E Poor

i Fair

. Good

i Excellent

With respect to the issues of looking for more infation after receiving an email related
to fiscal surveillance, 64% of the respondents ansd affirmatively. These respondents
referred to the DG ECFIN website for further infation. 28% of the respondents had no
need to look for further information.

Do you look for more information after receiving an email related to fiscal surveillance?

Response ’ Total ‘ % of responses ’ %

1 Yes, on the DG ECFIN website 47 64 %
2 Other, please specify 10 ﬁ 14 %
3 No 21 I 28%

Press releases
With respect to the ease of finding press releedated to fiscal surveillance, 60% found
it easy or very easy, while 32% found it eithefidiflt or very difficult to find.

Ease of finding press releases related to fiscal surveillance

Response ’ Total ’ % of responses
1 Very difficult
2 Difficult

|
s |
3 Easy 1¢ | I 51 %
3| Il
|

9%
23%

9 %
9 %

4 Very easy

5 1 don't look for press releases on the EC website

Of the 21 respondents who found the press releaksed to fiscal surveillance either
easy or very easy to find, 2 were academics, 2uitamts, 6 journalists and 11 civil
servants in a Member State. Of the 11 respondemtsfouind the press releases related to



Table 6.11

Table 6.12

fiscal surveillance either difficult or very diffidt to find, 5 were academics, 1 consultant,
2 journalists and 3 civil servants in a Member &tat

With respect to rating of information in the preskeases related to fiscal surveillance,
91% found its accessibility/understandable to loe g@od or excellent. All respondents
found the information to be fairly reliable or rdté even higher. 74% of the respondents
found the information to be up-to-date (‘good’ excellent’). With respect to
completeness and conciseness respectively 60%5nwbthe respondents found the
information good or excellent. Finally, over 70%tloé respondents considered the
information to be good or excellent in terms oexelnce/usefulness and authority. Only a
small fraction of the respondents found the infdrarmato be of poor quality with respect
to each separate characteristic assessed.

Rating of information in the press releases related to fiscal surveillance

Sub-questions Respondents ‘ % of responses

Accessible / Understandable 57 i 17 2
Reliable 57 20 b5 =
Up-to-date 57 23

Complete 57

Concise 57

Relevant / Useful 57

Authoritative 57

E Poor

i Fair

l Good

i Excellent

With respect to the question whether one looksrfore information after receiving a
press release related to fiscal surveillance, 66#beorespondents answered
affirmatively. These respondents referred to the EBIF-IN website for further
information. 29% of the respondents had no nedalofor further information.

Do you look for more information after receiving a press release related to fiscal surveillance?

Response ‘ Total ’%of responses ‘ %

1 Yes, on the DG ECFIN website 23 66 %
2 Yes, elsewhere (please specify) 8 ﬁ 23 %
3No 10 | [ 20 %

Section on the Stability and Growth Pact on DG BCElwebsite

Regarding the ease of finding the section on thbigy and Growth Pact on the website
of DG ECFIN, 78% found it either easy or very etsfind while 22% found it either
difficult or very difficult to find.
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Ease of finding the section on the Stability and Growth Pact on the website of DG ECFIN

Response Total ‘ % of responses

1 Very difficult 2| 3%
2 Difficult 13 | 19 %
3 Easy a6 | I 68 %
4 Very easy 7| 10 %

Of the 53 respondents who found it either easyeoy easy to find the section on the
Stability and Growth Pact on the website of DG BCFI9 were academics, 8
consultants, 5 journalists and 21 civil servanta Member State. Of the 15 respondents
who found it either difficult or very difficult téind 5 were academics, 4 consultants, 2
journalists and 4 civil servants in a Member State.

With respect to country specific documents relatetthe SGP 87% of the 63 respondents
found country specific documents related to the $&# easy or easy to find on the
website of DG ECFIN. 99% found it fairly easy osg&o understand while 97% found it
fairly complete or complete. Over 85% found theeotthocuments to be both fairly or
fully concise and authoritative.

On the country specific documents related to the SGP, are these documents

Sub-questions ’ Respondents ‘ % of responses

easy to find on DG ECFIN website? 63

easy to understand? 63

concise? 63

complete? 63

useful? 63
authoritative? 63 | —T— 71 i
E No

i Fairly

l Yes

i No opinion

With respect to other documents related to the 8@Pesults are almost the same: 90%
of the 52 respondents found other documents retatdee SGP fairly easy or easy to find
on the website of DG ECFIN. All found it fairly gasr easy to understand while 90%
found it fairly complete or complete. Over 85% fdihe other documents to be both
fairly or fully concise and authoritative. Four pesdents did not find the other
documents related to the SGP to be easy to findcandse (one from each category -
academic, consultant, journalist and civil servara Member State).
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Table 6.16

Table 6.17

On the other documents related to the SGP, are these documents

Sub-questions Respondents ‘ % of responses

easy to find on DG ECFIN website? 52 r — — i
easy to understand? 52
concise? 52 B

complete? 52

useful? 52

authoritative? 52

E No

i Fairly

l Yes

i No opinion

With relation to thegeneral information on the SGR large majority of the respondents
could easily find them on the website of DG ECHsily understand them and were
satisfied with the information in terms of conciees, completeness and usefulness. In
terms of conciseness 19% responded negativelyevidnlthe other characteristics the
percentage of dissatisfied respondents was nelgigib

Opinions concerning general information in the SGP

Sub-questions ’ Respondents ‘ % of respondents

easy to find on DG ECFIN website? 27 1S Z8

easy to understand? 27
concise? 27 15 56 11
complete? 27 33 56 11
useful? 27 [ — 78

E No

i Fairly

. Yes

i No opinion

Regarding théackground information on the SGlegal, methodological, data, etc.),
90% of the respondents found it either easy olyfa@sy to find such information on the
website of DG ECFIN. Only 2 respondents did nad fineasy to find (one was a
journalist and the other a civil servant of a MemBmate).

Opinions concerning the background information in the SGP. Is this information easy to find on the website of
DG ECFIN?

Response ’ Total ’ % of responses ‘ %

1No 2| 6%
2 Fairly 15 | 48 %
3Yes | 42 %
4 No opinion 1 i 3%
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Comparison with IMF and OECD websites

On comparing the IMF website with the DG ECFIN wiehsipproximately half of the
total respondents found the IMF website to be woarderms of being
accessible/understandable, up-to-date and cor&i%&.and 35% of the respondents
considered the IMF website to be better than theHBEIN website in terms of it being
relevant/useful and authoritative. A large numifenespondents had no opinion on this
matter.

IMF website vs. DG ECFIN website

Sub-questions Respondents | % of respondents
Accessible / Understandable 55

Reliable 55

Up-to-date 55

Complete 55 |
Concise 55

Relevant / Useful 55

Authoritative 55

E IMF is much worse

. IMF is worse

. IMF is better

. IMF is much better

E No opinion

On comparing the OECD website with the DG ECFIN siteld5% of the total
respondents found the OECD website to be worsering of being
accessible/understandable. In terms of being felialp-to-date, complete, concise,
relevant, useful and authoritative respectively 329%% 39%, 36% and 36% considered
the OECD website much worse. About 20 to 25% fainedOECD website much better.
Approximately one-third of respondents had no apiron this matter.

OECD website vs. DG ECFIN website

Sub-questions ‘ Respondents ‘ % of responses

Accessible / Understandable 44
Reliable 44
Up-to-date 44
Complete 44
Concise 4
Relevant / Useful 44
Authoritative 44
E OECD is much worse

. OECD is worse

. OECD is better

. OECD is much better

E No opinion
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6.5.2 Conclusions with regard to the online questionnaire

The respondents receive information regardingitgealf surveillance activities of DG
ECFIN from different sources. Most mentioned aee s ECFIN emails (62%) and the
website (62%). 50 % of the respondents mentionesispas an information source.

With respect to the knowledge of fiscal surveillame the EU, 56% of the respondents
possessed either good or excellent knowledge, 38%aherage and 11% had superficial
knowledge.

The information that DG ECFIN sends by email ishygvalued by the respondents. Best
valued are ‘accessible / understandable’ (69% g8%dexcellent) and ‘reliable’ (70%
good, 16 % excellent). Over 65% of the respondkenisd the information to be good or
excellent in terms of it being ‘up-to-date’, ‘corept’, ‘concise’, ‘relevant/useful’ and
‘authoritative’. If looking for more information &dr receiving an email related to fiscal
surveillance, 64% of the respondents referrededts ECFIN website.

Approximately 60% of the respondents found prelesased related to fiscal surveillance
at least easy to find while 32% found it eithefiduflt or very difficult to find. With

respect to rating of the information in the presdsases related to fiscal surveillance, over
50% found this information to either of good or ebkent quality in terms of being
‘accessible / understandable’, ‘reliable’, ‘up-tatel, ‘complete’, ‘concise’,
‘relevant/useful’ and ‘authoritative’. Of the 66%respondents who required additional
information after receiving the press release reteto the DG ECFIN website.

Most respondents found the section on the SGPeweésite of DG ECFIN easy to
find.

The majority of the respondents indicate that tfiermation about country specific and
other documents is easy or fairly easy to findhenwebsite. Also with respect to the
categories concise, complete, useful and authemstehe general picture is positive. The
best scores are:

with respect to SGP documents on the site beinidaitative’;

for country specific documents on the site wher&®af the respondents responded

‘yes’, 27% responded ‘fairly’ and only 2 % indicdt®o’.

With regard to comparing the DG ECFIN website wifth IMF and OECD websites,
approximately half and one-third of the total resgents found the websites of the IMF
and OECD respectively to be worse than the DG EGi#Nsite. However,
approximately one-third number of respondents fdpinion on this matter.
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7 Conclusions and recommendations

This study contains the findings and conclusionthefevaluation of DG ECFIN fiscal
surveillance activities. The overall evaluatioresion is: How does DG ECFIN do its
activities, given the rules set in 200%he overall evaluation question is further diettl

in five main evaluation questions, addressing aspafdimeliness, efficiency, soundness,
relevance and external communication.

This chapter summarises the conclusions. The csiocis are presented according to the
evaluation questions. The final section of thispteapresents our recommendations

Conclusions - Timeliness

Timeliness and cross- To what extent do the budgetary surveillance outputs produced by DG ECFIN fulfil
country consistency the legal and institutional mandate with respect to timeliness and cross country
consistency?

In order to answer the question the dates of allidwnts under both, the preventive and
corrective arm are compared to the legally or tastnally required deadline. Based on
our analyses we observe that the budgetary swarmedl outputs produced by DG ECFIN
fulfil the legal and institutional mandate with pest to timeliness. Also, DG ECFIN does
not structurally differentiate between countriefwespect to timeliness under both the
preventive and corrective arms of the SGP.

These conclusions are based on the following fislin

With regard to the preventive arm of budgetary sillance

— Although the SCPs are not an output of the Comuisgheir publication dates
are relevant for the timeliness of the processefireventive arm as a whole.
Submission of SCP updates should take place stadtdy national governments
have presented their budget proposals to parlisanbat not earlier than mid-
October and not later tharDecember. Most Member States tend to meet the
stipulated institutional timeline for submissiontbéir SCPs. In some instances
some Member States did not meet the deadline. bthese delays occurred due
to elections taking place in respective countizging 2008-09, most countries
on the request of the Commission delayed the sugioni®f their SCP or
submitted an addendum in order to incorporate fodow-up to the European
Economic Recovery Plan.

— With regard to the EFC and Ecofin Council examimadi of the SCP updates, the
institutional mandate specifies that in order torpote the efficiency of the
budgetary and economic surveillance and achie\ettartinteraction between
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different procedures, submission of SCPs and thsexuent EFC and Ecofin
examinations should be completed by the end of Mafe@ach year. There is,
however, no legal timeline with respect to the Eff@ Ecofin examinations. After
consultation within DG ECFIN we found out that ttesadline is difficult to

comply with for the Member States, primarily duestbiciency reasons. The
Commission strives to deal with the SCPs in a échihumber of meetings of the
Ecofin Council. The relaxation of the rule is iregment with all the stakeholders
involved in the surveillance activity. The SCPst thi@ submitted significantly
beyond their deadline are dealt with in a simiatfion by being discussed all
together in another Ecofin Council meeting whidketaplace in the summer.

— With regard to Policy advice and Early warningsiiBitne Policy advice and Early
warning documents do not have a legal timelinkatt been observed that most
countries that entered into an EDP had an Earlywgmrecommendation issued
by the Commission, however, in the period undeiergythe Council did not
adopt these recommendations and hence no Earlyngarwere issued.

With regard to the corrective arm of budgetary silfance

- All the documents are published in line with thadline prescribed in the legal
text. A general feature which is observed conc#gragpublication of the EFC
opinion. According to Article 104(4) “the Econonaad Finance Committee
provided for in Article 114 shall formulate an ojain on the report of the
Commission.” Based on this opinion of the EFC tlenthission considers
whether or not to address an opinion and a recoratiem to the Council. The
institutional requirement is that the EFC opiniersubmitted within two weeks of
the Commission report being adopted under ArtiGié (B). It appears that in
almost all cases the EFC opinions were preparddn@ weeks of the
Commission adopting the report prepared under lari©4(4). Only in the cases
of Italy (2005) and Malta (2004) the deadline wisgghtly exceeded with
respectively eight days and one day.

7.2 Conclusions - Efficiency

‘ Efficiency ‘ To what extent are resources used efficiently in budgetary surveillance? ‘

Based on our analysis we conclude that there &vitence that resources are being used
inefficiently in the budgetary surveillance. Thekaf human resources is not anymore
seen as a serious problem as reported repeatettiiy Annual Activity Reports. Over

time the shortages have been fulfilled. The maimcemns relate to the high turnover of
staff and the perceived high workload for partidylaew staff. To some extent there is
limited flexibility in using staff from one countryesk to another country desk.

Especially between units there is hardly any fléikjbin the use of staff.

Some interviewees consider that for new staff ni@i@ing options are needed in order
to become better prepared for their new posts.r&ewgerviewees would also like to see
that middle and senior managers would prioritiggrttvork on the most important
dossiers related to the Stability and Growth Fastead of focussing on all the work of
the country desks. Moreover, staff is very critioalvalue of the present internal review
or ‘post mortem’ process.
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Furthermore, budgetary surveillance is receivirggritbcessary support from units within
DG ECFIN. The support provided by the units F4 @2chave been explicitly noted and
highly appreciated.

These conclusions are based on the following figgtin
The number of established plan posts of ABB agti®t.02 ‘Economic and Monetary
Union’ gradually increased from 214 in 2004 to 272008. Although this ABB
activity involves more than just fiscal surveill@¢he main increase occurred after
2005 when the scope of fiscal surveillance wasdgpnad and the accession of new
EU countries ultimately also resulted in more humesources being allocated to this
ABB activity.
Compared to the IMF which is organised accordinigdih country and functional
departments, the organisation of fiscal surveikaacDG ECFIN relies mainly on a
country perspective. Most staff are permanent BE stembers.
The contributions to the Annual Policy Statememid the Annual Activity Reports
repeatedly indicated requests for additional resmsiand the potential risks of
perceived human resources shortages at DG ECFidé¢dBen interviews it was found
that at present many vacancies have been filled.
The Commission holds an internal mobility policyiethencourages staff to change
their positions every two to five years. Beforeitgkup a new position, each staff
member should prepare a hand-over file. Basictily present hand-over
arrangements are functioning. Nonetheless, a fafivraembers indicated that they
would like to be supported at the start of theirkMoy their predecessor.
The turnover of staff at the country desks is nattigh; on average a country desk
officer stays two to three years at his or her patough there are exceptions. The
workload is generally perceived as high.
Some staff members would like to have more timettatl to producing the first
version of the assessment reports. In their viepregent relatively a lot of time is
spent on making revisions, and this influencegtiteeption of the huge work load.
However, this observation is to be seen in theeodrdf the hierarchical clearance and
decision-making procedures within the Commissione® the formal procedures,
desk officers have to produce the documents unage hime pressure.
The background of the staff appears to fit the ireguents of the work at the country
desks. Almost all have a strong background in ecoo® New staff primarily learn on
the job by doing, supported by guidance of the om@hagers to the desks officers.
Generally, DG ECFIN organises a humber of generhbiuse training workshops and
ahead of each SCP round in-house training sesarensrganised. Some staff argue
for having more training options to be better predéor their new posts.
Flexibility of use of staff across country deskéinsited and almost non-existent
across the level of units. Partly this is explaiasdlesk officers need to have country-
specific knowledge which is not easily and quidkbnsferable. In one unit some type
of pooling of staff exists; but this is not happenin other units. Within DG ECFIN
ideas of forming so-called ‘country teams’ acrosgsuhave been discussed, but so far
has not been formally introduced.
Informal sharing of experience and country prasti@mong country desk officers
occurs on a regular basis. According to the ineavees sharing happens especially
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between country desk officers working within a jzatar unit, and less between staff
working at different units.

Management styles and work methods within unitsnsee differ in some respects.
For instance, this explains the existence of aipgaystem in one unit, and the
structured filing of documents according to a comrfibing structure on the internal
server in another unit. At country desks with two fiore) staff members labour
specialisation takes place, where desk officerglaiding the work in macro-
economics subjects and public finance issues \Vietgees perceive that middle and
high level managers pay still significant amountiofe to the content of the work in
general and the reports specifically. Some inteveies would like to see more
prioritisation of the work of middle and senior nagers (for instance on the most
important dossiers related to the Stability andv@noPact), instead of focussing on
“everything” (including analytical contributionslaged to the Lisbon agenda).

All interviewees expressed their high satisfactioth the work and support provided
by the supporting units. Especially the horizontait F4 and unit C2 are seen as the
most important supporting units. The work and suppexeived from the horizontal
unit F4 is very highly appreciated by the countegkk. The calendars for the different
outputs are clear. Few interviewees would likeg® Better streamlining of the
calendars of the different outputs.

The internal review process or ‘post mortem’ isagiiged after the production of each
output. The process is an informal assessmentyfiéeldolback of staff on open
questions. Feedback is provided on a voluntarysbasimetimes followed by team
meetings. Staff is very critical on value of thespmortem process.

The last EDP round has been considered exceptmaiincreased even the workload,
especially due to the hence and forth circulatmnsomments. The perceptions of
huge workload has also been influenced by the Bedcateering points’ by the
Cabinet of the Commissioner, which in particulathia last EDP round changed
during the execution of the tasks by the countgkdend the horizontal unit.
Although senior management usually coordinatesatk with the Cabinet, with
respect to the last EDP round a few interviewedsated that perhaps senior
management of DG ECFIN could have entered into i@ meticulous discussion or
‘pre-coordination’ with the Cabinet before the &tiag points’ were sent further to the
horizontal unit and subsequently to the countrksie$he last round was characterised
by several interviewees awdrking with moving targets

Even though it is difficult to make comparisongtod organisation of the country

surveillance processes with the processes in tirediMl the OECD, some learning points

can be emphasized. These will be addressed furtlsection 7.6.1.

Conclusions - Quality

Soundness

Are the outputs based on sound analysis and to what extent has the progressive broadening of
the scope of budgetary surveillance contributed to improving the quality (soundness) of budgetary

surveillance?

With regard to the preventive arm of the SGP, thedyesis focussed on five countries:
France, Hungary, Italy, The Netherlands and the With respect to the corrective arm
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the analysis focussed on the EDPs that starteavarelcompleted during the period
under surveillance for the same country sample parsugal. These are the EDPs for
Italy, Portugal and the UK. The progressive broaugnf the scope of budgetary
surveillance has been investigatady for the Commission assessments of the Stability
and Convergence Programs. The following sub-sexommarises the conclusions
based on our analysis.

7.3.1 The preventive arm

ECORYS A

Conclusions concerning structure and contents
The precise content of the MFAs is very similarogsrcountries, but differs across
vintages.
The structure of the MFAs for the vintage 20068 ¢amparable to the MFAs of the
previous vintage. However, some modifications Hasen introduced. The most
striking change is the inclusion of a section a¢bmmon scene setter of this round —
economic trends and policy challenges. TBednomic Trends and Policy
Challenge$section is divided into five parts. The first parovides a brief overview
of the macroeconomic performance in terms of graavith other major macro-
variables. The second part presents the resuitgofwth accounting exercise and
tries to identify the main reasons for the averageual economic growth performance
vis-a-vis the euro area. The third part looks atublatility of growth and other key
macroeconomic variables and the stabilising oratesting role of macro-policies.
The fourth part focuses on trends in public finandée fifth and final part identifies
major economic challenges and implications for jmulthances, normally in terms of
fiscal consolidation, sustainability and efficiency
The structure of the MFAs in the vintage 2007/2B308|so very similar to that of the
MFAs of the vintage 2005/2006. The more topicahscsetter of this vintage of MFAs
is the section “Key challenges for public financggh a particular focus on public
expenditure” for Italy, France and the UK, “Key #bages for public finances, with a
particular focus on fiscal policy and overheatifig’the Netherlands, and “Key
challenges for public finances, with a particulaeds on the reforms of fiscal
governance” for Hungary.
The section General Government balaricicludes a systematic decomposition of
the differences in revenue/expenditure/budget tarfge the current-year projected
outcomes into a base effect, a GDP growth effe¢herdenominator and a
revenue/expenditure growth effect. This decompmsitielps drawing a clearer picture
of the factors underlying the budgetary slippages.
With regard to the MFAs of the latest vintage 2@0809, all the MFAs start with a
brief introduction providing information on the sulssion date of the update and
whether or not the latter was adopted by (and disd) in the Parliament. Then a new
section ‘Main challenges in the economic downturn and tHepoesponséis
provided. This was dictated by the need to assessrpact of the sharp global
economic downturn and the financial crisis hittbagh external and domestic demand.
The country’s announced stimulus or recovery paggadg counter the economic
downturn are outlined and assessed.
Similarly to the previous vintage, this round of Md=contains a more topical scene
setter which is provided by Annex 1. This detasedtion is fully dedicated to a

108



country-specific special topic. For Hungary, thiediais “The role of structural reforms
in Hungary'’s fiscal adjustment programme”; for thetherlands it is “Efficiency of
budgetary rules”; for Italy “Taxation and the labooarket”; for the United Kingdom
“The economic and fiscal significance of the UK kimg market” and for France
“Taxation and the minimum wage in France: impacunamployment”. These
Annexes are very informative and constitute a fumelatal building block in a more-
in-depth macro-fiscal assessment.

Conclusions with regard to benchmarking with IMRiéle IV Country Reports
First it is noted that the scope of the IMF ArtitleCountry Report is broader than the
MFAs. In addition, it is noted that compared witle iMF’s Article IV reports, the
MFAs are produced under severe time constraingshasizontal exercise and this
imposes practical limitations on the scope of thalysis within the MFAs.
The IMF systematically pays particular attentiomtoumber of indicators that are
used as inputs in the assessment of the risksmestac and external stability, so-
called vulnerability indicators. These indicators eelated to: (i) external position; (ii)
financial and credit market; (iii) financial andrtkéng sector risks.
With regard to the public finances, the IMF repatsasionally include more in-depth
analysis of the structure and riskiness of theipuddbt, as well as the structure and
riskiness of assets and liabilities for the finahsiector, the corporate sector and the
household sector. This allows assessing the vuiligyaof the economy to shocks.
The reports also show some stress test scenaritsefpublic debt, for example
relating to alternative growth assumptions, po(@gjustment) assumptions, real
interest rates and depreciation.
The IMF reports also address other relevant issugt as fiscal transparency (2005
Report on Italy, published February 2006; 2006 Repo Italy, published January
2007), the need for “fundamental expenditure cdsitrpublic administration and its
system of wage bargaining, and the tightness ofjéucbnstraints on local authorities.
Furthermore, the 2007 IMF Report on France (pubtisebruary 2008) focuses on
challenges and options for tax reform, coveringeatgpsuch as distortions, complexity
and the high headline rates for many taxes.

Assessment of MFAs — soundness

The soundness of the MFAs of the Commission has Bsgessed on the basis of: (i)
consistency of the structure/content with respetihé legal and institutional framework;
(if) soundness/quality of the analysis. The latiéerion looked at quality in terms of
data sources, interpretation of the data and policyclusions.

The structure and content of the analysis contaimélte MFAS is consistent with the
fiscal surveillance aspects contained in the l&gahework.

Overall, the quality of the analysis is high. Tlowerage is broad and comprehensive,
building up from an assessment of the overall ektldollowed by an analysis of the
government’s balance, debt and long-run sustaitahiith a view towards the rising
ageing costs. The analysis emphasises the roteustwral reforms and individual
countries’ institutional adjustments towards enliagnéiscal discipline.
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Progressive broadening

Over time, progress has been made through a ghadighler and more nuanced analysis
of macro and fiscal developments. In this resp@aciesthe 2006/07 round, a year-by-year
evolution of specific scene setters can be ideutifi

Whereas in the vintage 2005/06 no scene settebeatentified because the main focus
was on properly implementing the new provisionthefrevised SGP based on the
country-specific MTOs, in the 2006/07 round the omn scene setter is the chapter on
economic trends with a growth-accounting exeralewed by a comprehensive
presentation of the key challenges for public foes The subsequent vintage 2007/08
contains a topical scene setter which is baseti®@oduntry-specific key challenges for
public finances. Similarly to the previous vintagee latest round of MFAs 2008/09
provides a topical scene setter in Annex 1. Thiaildsl section is fully dedicated to a
country-specific special topic.

The progressive broadening of SCP assessmentecdtsdn even higher quality of the
analysis produced in these documents. More spaltyfiche topical scene setters of the
last two rounds show a clear understanding fronCiiamission of the role of country-
specific features for a more balanced assessméehné¢ &CP updates.

Specific recommendations to improve the techninalysis are further addressed in
section 7.6.

7.3.2 The corrective arm

ECORYS A

The soundness of the EDPs reports, opinions amdmaendations of the Commission
have been assessed on the basis of the same tariac(i) consistency of the
structure/content with respect to the legal anttint®nal framework; (ii)
soundness/quality of the analysis.

Conclusions concerning structure and contents vagipect to the legal and institutional
framework

Overall, one can conclude that in terms of strgtuamtent, the Commission operated
fully consistent with the legal framework.

This assessment is based on the following findings:
The reports adopted in accordance with Article 3p46vered whether the excess
over the reference value was only exceptional antgorary and whether the ratio
remained close to the reference value. Moreovertghort took into account whether
the government deficit exceeded government invastergenditure and whether
other factors were relevant. The report was alsorapanied by a detailed technical
document prepared by the Commission services witchided a more-in-depth
analysis of the legal aspects to be covered.
In its recommendation for a Council recommendatiba,Commission evaluated the
conditions under whichpecial circumstancesppeared / did not appear to exist for an
extension of the deadline for the correction ofékeessive deficit.
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In the communication to the Council, the Commissiesessed the actions taken by
the Member State. Finally, when the excessive défithe Member State was
corrected, the Commission adopted a recommendiiianCouncil decision to
abrogate the EDP.

Assessment of EDP outputs - Soundness

Overall the analysis in the EDP outputs over the@BEDP trajectories appears to be of
high quality and adequate in its coverage. The rearlenical parts of the analysis
generally take into account all relevant factora ivell-balanced way, while conclusions
are drawn in a consistent way. The overall judgnoétihe quality of the outputs is more
difficult than for the MFAs, because unlike in ttese of the MFAS there exists no
comparable benchmark from other organisations thkeMF.

7.3.3 The Public Finance Report — Evolving budgetary sillance (Part II)

With regard to the relevant chapter in the Pubim@akce Report, the scope of fiscal
surveillance has widened substantially in receatyeMoreover, budgetary surveillance
has gradually shifted attention more towards tlewgmtive arm of the Pact and the
guality of public finances. As regards the fornthg focus is more on progress towards
sustainable budgetary positions in the medium Time.increased attention to the quality
of public finances is also to be welcomed.

7.3.4 The Sustainability Report

Only one Sustainability Report (2006) has beenipbbdt over the period under
investigation. The Report investigates the sushdiityaof the public finances in relation
to the future ageing problem and its associatetscdbe potential adjustment need is
summarized by the “sustainability gap”, the conspmmanent budgetary adjustment
(relative to the current structural budgetary posjtneeded to have the intertemporal
budget constraint hold until 2050 assuming delst thi¢ 60% GDP level at that moment
(S1 indicator), or the corresponding figure to eadhat the intertemporal government is
fulfilled over infinite horizon (S2 indicator).

A number of sensitivity analyses are conductedh siscsensitivity to demographic and
macroeconomic assumptions, sensitivity regardiegihin drivers of items such as
healthcare and long-term care, and sensitivityrdigg the impact of medium-term
budgetary analysis. Further, the role of qualiafactors is studied, such as debt
dynamics, (political) risks to pension expenditumgeck-flow adjustments and
contingent liabilities.

With regard to the quality of the analysis, thetaimability gap indicator is a useful
indicator to measure the extra overall effort neeidemake the budget sustainable. It
makes no assumptions on specific behaviour of tivate or public sector. The indicator
allows making explicit the cost of postponing budgg adjustment. The sensitivity
exercises cover the main factors determining tiséasuability gap indicator. Two
observations are warranted:
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The consequences of higher employment of older @rsrare calculated under the
assumption that those workers accumulate more @engjhts. It might be useful
though to explore also exercises in which the bulaf pension rights is slowed
down with an increase in life expectancy;

The Report explores sensitivity in response taghdri interest rate, giving the
impression that the upward risk is highest. Howewdh the likely future rise in
capital-labour ratios, the opposite scenario is Bkely and some more emphasis on
this possibility would be warranted.

Additional comments are:

With respect to the sensitivity exercises, theeerar likelihoods attached to various
alternative scenarios.

The analysis pays a lot of attention to initialgg@ublic debt and not to increase of
public assets. Basing adjustment need on grossmkaptn some instances lead to a
too pessimistic picture.

The Report emphasizes the need to increase emphbyimgparticular that of the older
worker. Importantly, not only incentives need togneen to employees to work longer,

also appropriate incentives need to be given td@yaps to employ older workers
longer. This might be achieved by more investmemiLiman capital during working
life and changes in the wage structure. This wolelskrve discussion in further work
on sustainability.

The Report does not address intergenerationalyequit

Other country-specific remarks are:
While briefly addressed in the general part, notinaris made of the effects of
potential migration flows in response to the insreg need for workers.
The role of idiosyncratic factors for the sustaifigbof individual countries is not
explored in full-depth, even when this is covergdbther Commission outputs. This is
the case, for instance, concerning the use of teseaf natural resources (e.g. gas)
and the costs of climate change that might affeantries in rather specific ways.

Specific recommendations are further addresseeatios 7.6.

Conclusions - Relevance

Relevance | Are the content and quality of the outputs relevant to be used as inputs for national policy

debates?

Based on our analysis, we come to the followingctusions:
The public debate in Member States typically héscas on national budgetary
processes and documents. Across the board, the Beimnis work seems to be of
secondary importance.
However, a large share of the impact on nationbtypdebates goes through
processes below the surface that are less clélae foublic, notably:
- via interdepartmental negotiations between Mirgstof Finance and line

ministries, and
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- via methodological work of the Commission influemgiunderstanding at the
national level.

Through these ‘below the surface processes’ therilesion’s work affects national

budgetary processes and documents, and hencelilie ¢gebate.

An Excessive Deficit Procedure increases the attefior the Commission’s work in

the national public debate: legal pressure seerbe targer than peer pressure.

Politicians and other stakeholders make use o€thramission’s outputs if this is

politically opportune; other stakeholders inclu@gional research institutes, (central)

banks, and investment banks.

These conclusions are based on the findings bag®dnesponses on an online
guestionnaire and interviews with staff of DG ECRINd staff of national Ministries of
Finance. The main findings from the online questaire are as follows:
In Member States that were in an Excessive Defigiing the period 2005-2008, the
Commission’s outputs and the Council Opinions egldb an EDP gained most
attention in the public debate (as compared tather documents related to fiscal
surveillance).
The Stability and Convergence Programmes seemiagae attention in the public
debate than the Commission’s assessments of the &@Rhe related Council
Opinions.
The extent to which the SCPs, the Commission’ssassents and the Council’'s
opinions are a topic of public debate and thisiger in Member States:
- that were in an Excessive Deficit;
- that were in a bad starting position (public defuad to or higher than 100% of
GDP);
- that were part of the Euro area in 2005;
- comprising the EU15.
In these cases, the SCPs still receive more gttetitan the Commission’s outputs.
There is no significant difference between Large &mall Member States.

The main findings from interviews are as follows :
The assessments and the methodological work bgaohemission (as well as by
other international organisations like to the IM#Rd the continued discussions in
Europe on sound public finances, have deepenadghtiterstanding and discussion on
public finances at the national level.
Media coverage depends from Member State to Me®tate. There is no systematic
media coverage of the fiscal surveillance actisitie depends on the particular
situation of the country as well as on the genattitldes of the media concerning
reporting on such topics.
Persistent invitations by the Council (and the Cassion) related to long-term
reform of public finances (typically related to imope the sustainability of public
finances) keep the issue on the political agendagrMember State$his relates to
practically all Member States.
The outputs of the Commission (and the Council)odten used (referred to) in the
political debate; either by the government or gy plolitical opposition, depending
for whom the outputs are politically opportune. dtsational policy research
institutes and other stakeholders (such as invedtbanks) refer to the

113



Commission’s work. Examples (according to respondents) are: Irelaaly,
Germany, Spain, and the United Kingdom.

- The subsidiarity principle limits the ability oféfCommission to openly suggest
workable policy options for Member States, and oesients indicated that this limits
the extent to which the Commission’s outputs feed the public debate at the
national level.

. The extent to which recommendations by the Coumeilfollowed up or the extent to
which they are subject of public debate does nat gicomplete picture of how
relevant the work of the Commission is. There aoeenprocesses below the surface
that are affected by DG ECFIN’s outputs and adsisitFor example, in most
Member States the Commission’s outputs and the €lsuspinions are very
supportive to the Ministries of Finance in the oaéil negotiations with line
ministries and governments. Examples (accordirrggpondents) are: Ireland, Italy,
Germany, and the Netherlands.

7.5 Conclusions - External communication

Table 7.1

ECORYS A

External What are the strengths and weaknesses of the current communication practice of the

communication | budgetary surveillance activities?

DG ECFIN has not formulated specific objectivesdommunication on the fiscal
surveillance activities. The objective is similarnts overall communication objective:
create more support for and understanding of (here:SGP. Therefore, DG ECFIN’s
specific strategy is part of the overall commuriarastrategy which focuses on
multipliers such as experts and journalists. Ther@al communication tools which can
be directly linked to fiscal surveillance activitiare: (i) press releases; (2) the DG ECFIN
website; and (iii) additional communication througlke mailing list. The assessment has
focussed on the first two communication tools.

Overall, the current communication practice ofbaelgetary surveillance activities is
considered to be good. Especially, after recemgbsiwere made in December 2009 the
website has improved considerably. Below followes tiain conclusions concerning
external communication which provides more detdd the strengths and weaknesses of
the current communication practice of the budgesaryeillance activities.

Press releases and related documents
Press releases and related documents have beesatbsa the basis of content,
timeliness, and accessibility. The conclusionssaremarized in the table below.

External communication — Press releases and related documents

With regard to With regard to timeliness* With regard to accessibility*

content *

e The press * Ingeneral, the timeliness of the press * In general, the accessibility of both
releases related releases is very good,; the press releases and the
to the documents |+ The timeliness of the publication of the documents is not up to the mark and
of the evaluated documents regarding SCPs is can be improved substantially;
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Table 7.2

With regard to

content *

Commission and
DG ECFIN
reflect, in general,
the content of the
related

documents;

¢ In most cases the

press release
mentions related
documents and
includes a

hyperlink;

¢ Inthe press

releases, the
balance of
conciseness and
completeness is
in most cases
good,;

¢ Inthe database

on the SGP
website of the DG
ECFIN the related
documents are

found.

With regard to timeliness*

good when the Commission
recommendations for a Council opinion
are concerned. However, DG ECFIN’s
assessment is published several days or
weeks after the Commission has
adopted its recommendation for a
Council opinion on the concerned SCP,
so as to allow for a further check of
layout and content. Another issue for DG
ECFIN not to publish the underlying
analysis simultaneously with the press
release is that readers might not
sufficiently distinguish between the
official Commission stance and the DG
ECFIN analysis, which is not the official
Commission line.

DG ECFIN apparently does not make
much publicity for its assessments.

The timeliness of the publication of all
the evaluated documents concerning
EDP is good. However, for EDP reports
that take the form of a Commission
Recommendation for a Council decision
a publication embargo of one month

exists.

With regard to accessibility*

In the website available on June
2009 documents related to the
SCPs and the EDP are found in the
SGP database of DG ECFIN. The
accessibility of this database was
limited since the SGP database was
only visible after several clicks. In
addition, finding documents in the
database was time consuming.
However, on 22 December 2009 the
content and the layout of the ECFIN
website and the SGP databases
were improved in such a way, that
the documents are now easy en
quickly to find. After 22 December
2009 the accessibility of the SGP
documents is good.

The press releases about the SCPs
and the EDPs are found in the
Europa Press release rapid data
base. These press releases are hard
to find.

The press release and the related
documents about the SCPs and the
EDPs are not easy to understand for
journalists and others who are not
familiar with the EU and SGP.

* The conclusions are the same for “grouped’ press releases and press releases concerning one country.

Expert review of the DG ECFIN website

The DG ECFIN website has very recently undergomeesanportant changes which
came online on 22 December 2009. The layout ofvlesite is based on the layout of
the general European Commission site. The layotiteoECFIN website before 2
December 2009 had thieok and feelof an older version of the layout of the European
Commission website (5 December 2009). The improvemkthe website of 22
December gave the DG ECFIN website a modern amdddar’ look and feel.

In terms of content, timeliness and accessibiligy table below summarizes the
conclusions related to the SGP part of the newliseel DG ECFIN website.

External communication — DG ECFIN website

With regard to accessibility*

With regard to

With regard to timeliness*

content *

The very strong The news part is supposed to be the part | The DG ECFIN website is easy to find with

point of the where timeliness is most important. News | the help of search engines. The DG ECFIN
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With regard to

content *
website is the
collection of all
relevant
documents by
country and

procedure.

With regard to timeliness*

on the DG ECFIN site is timely in the
sense that it is made available as soon as
cleared for online publication. Some news
items stay there longer since DG ECFIN
does not produce enough material to
completely change the entire news section

on a daily basis. The timeliness is good.

With regard to accessibility*

website is not easy to find from the EC
homepage on
http://ec.europa.eu/index_en.htm.

The improvements of 22 December 2009
made the DG ECFIN site easy to navigate
and documents easy to find. Before 22

December this was not the case.

The DG ECFIN website has been compared with tlevaelt pages of the IMF and
OECD websites. The main conclusions are:

The DG ECFIN website provides a large amount otidzents, much more in
comparison with the IMF and the OECD websites. 22 December these
documents can be easily found, due to an improaedut of the site and an improved
presentation of the content and an improved geseratch page.

The search engine and lay out of the IMF websievary good. Documents are found
easily and quickly. The number of documents appeaog limited in comparison with
the DG ECFIN website.

With regard to the OECD website, the timelinesmfidfrmation for the press is very
good, and in general the lay out is good. On therdhand, for the general public the
documents of the OECD are not available on the iteebad the search engine does
not work very well.

Conclusions from the online questionnaire
The main conclusions of the online survey with eg$po external communication are:

The information that DG ECFIN sends by email ishtygralued by the respondents.
Best valued are the characteristics ‘accessibhelértstandable’ (69% good, 8%
excellent) and ‘reliable’ (70% good, 16 % excelje@ver 65% of the respondents
found the information to be good or excellent imte of it being ‘up-to-date’,
‘complete’, ‘concise’, ‘relevant/useful’ and ‘autti@tive’. 64% of the respondents
referred to the DG ECFIN website, when lookingrfwre information after receiving
an email related to fiscal surveillance.

Approximately 60% of the respondents found prelesased related to fiscal
surveillance at least easy to find while 32% foltraither difficult or very difficult to
find. With respect to rating of the informationthre press releases related to fiscal
surveillance, over 50% found this information todiher of good or excellent quality
in terms of being ‘accessible / understandableljdble’, ‘up-to-date’, ‘complete’,
‘concise’, ‘relevant/useful’ and ‘authoritative’ f@he 66% of respondents who
required additional information after receiving fhress release referred to the DG
ECFIN website.

Most respondents found the section on the SGPeweésite of DG ECFIN easy to
find. In addition, the majority of the respondeimdicate that the information about
country specific and other documents is easy oyfaasy to find on the website. Also
with respect to the categories concise, complaifuliand authoritative, the general
picture is positive.

116



Approximately half of the total respondents fouhd tMF website to be worse in
terms of being accessible/understandable, up-®-atad concise. 31% and 35% of the
respondents considered the IMF website to be hibarthe DG ECFIN website in
terms of it being relevant/useful and authoritatiékdarge number of respondents had
no opinion on this matte45% of the total respondents found the OECD welbsitee
worse in terms of being accessible/understandabterms of being reliable, up-to-
date, complete, concise, relevant, useful and aitdkive on average about one third
considered the OECD website much worse. About Z5% found the OECD website
much better. Approximately one-third of responddrad no opinion on this matter.

7.6 Recommendations

Given the conclusions of the previous sectionsralvthe answer to the overall
evaluation question on how DG ECFIN conducts its/dies in the area of budgetary
surveillance, given the rules set in 2005 withréferm of the Stability and Growth Pact
is positive. The analyses in terms of timelineffigiency, quality, relevance and external
communication in the previous chapters containedetheless, a number of indications
and/or explicit suggestions how in the future thddetary surveillance activities could
be strengthened even more. The following sub-segiindicate key recommendations
which relate especially to quality and efficientie few suggestions concerning
relevance and external communication are combineshdheir close inter-relationship.

7.6.1 Recommendations concerning efficiency
The recommendations concerning efficiency are tedas against the partial scope of the

analysis. It did not include a full functional rew. Nonetheless, the Commission may
want to consider the following general recomme rutesti

‘ Recommendation: ‘ Strengthen the conditions for new staff who start to work at the country desks. ‘

As mentioned in chapter 3, new staff primarily tean the job by doing, supported by
guidance of the unit managers to the desks offi@yme staff have argued for having
more training options to get be prepared for theiv posts. In addition, a few staff
members, who were interviewed, indicated that thieyld like to be supported at the
start of their work by their predecessor. The axdito be taken appear to be clear,
although not easily to implement as, for instatiais, would require some changes in
the internal staff mobility policy of the Commisgio general. In addition, a training
needs assessment may have to be conducted to tandeogtter the preferred training
options. New staff that starts to work at the coudesks would be better prepared for
the high workload with which they will be confrodteMoreover, DG ECFIN may
want to consider attaching a more experienced diégler to a new desk officer to
function as some sort of ‘coach’, at least forfile year.

‘ Recommendation: ‘ Address the high turnover of staff at the country desks. ‘

From the interviews it became forward that the dwar of staff at the country desks is
rather high; on average a country desk officersstas to three years at his or her
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post, although there are exceptions. Partly thislated to the high workload which is
generally perceived as high. On the other hantlag mentioned that from a career
perspective a country desk officer would prefemtmve to the horizontal unit. In
addition, it was indicated that after three vintagbe work would become less
challenging. Other possible causes were not furthesttified.

Basically, high turnover affects organisationsémeyal ways. First, staff members
leave, and they often take valuable country antii®nal knowledge with them.
Secondly, from a managerial perspective high tuena¥fects management as
managers have to spend more time on teaching qmbding new staff. In addition,
more experienced staff members may help new stddfarn and progress more
quickly. DG ECFIN may want to examine more systecadly the reasons for the high
turnover of staff at the country desks. This waalldw understanding the possible
measures to address the high staff turnover. Besiddressing workload issues, it
probably may consider to make the post at the cpul®sks more attractive, for
instance by considering (again) working in termsaidintry teams (see below) or other
measures. At least it would be useful to understaadtauses in order to specify
appropriate measures.

‘ Recommendation: ‘ Consider to establish / work more with country teams. ‘

The benchmark led to the conclusion that the majelygraphical organisation of the
budgetary surveillance work at the EC is in contvath the combined geographical
and functional approach towards surveillance inather two international
organisations. The internal organisation of the Iafld OECD appear to allow more
flexibility in terms of country teams. In additiomore flexibility in terms of the use of
human resources exists in the other two internatiorganisations. The IMF is
working, for instance, as well with temporary cawts to attract specialists to cope
with certain peak periods.

Although there are reasonable explanations fordfaively limited flexibility of use
of staff across country desks due to the needve bauntry-specific knowledge, DG
ECFIN might consider to establish / work more inrte of country teams, bringing
together where and when necessary the necessatisgwhen addressing overall
country-specific issues. This may lead as welhtweasing the attractiveness of the
work at the country desks, especially also for éhassk officers having specific
knowledge on certain topics.

‘ Recommendation: ‘ Streamline the calendars of the different outputs ‘

The analysis indicated that although the calenidaurthe different outputs are clear,
nonetheless, a few interviewees would like to sgtebstreamlining of the calendars
of the different outputs. This would allow to redube workload at certain peak
moments.
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7.6.2 Recommendations concerning quality

Both the assessment of the soundness of the analytkie assessments produced by DG
ECFIN and the IMF benchmarking exercise provideialmer of suggestions to further
improve the technical analysis of the surveillapogcess. Recommendations with the
aim of achieving this are as follows:

‘ Recommendation: ‘ Include assessments of vulnerability in the future assessments. ‘

A key aspect of the preventive arm of the SGPéasctiedibility of the adjustment path
towards the MTO. In this regard, key ingredientsthe presence of plausible
macroeconomic and, in particular, growth assumgtidhe plausibility of the output
projections in the SCPs and the MFAs could be stibjefurther scrutiny by taking
account of external balance and financial markgitators. This approach is
commonly followed in the IMF country reports whiphy particular attention to so-
calledvulnerabilityindicators that are used as inputs in the assesshtre risks to
domestic and external stability. While those vudidity indicators are not directly
required for the macro-fiscal assessment, theyrtiegeless point to potential future
adverse economic developments that might endantjiiment of the fiscal criteria in
the future. These indicators are related to: (igeral position (e.g. exports, imports,
terms of trade, current account, foreign assetdiabitities of the financial sector, real
exchange rates, real unit labour costs, etc)ifincial and credit market (e.g. T-bill
yields, spreads, stock market index, real estategqrcredit to private sector and to
non-financial enterprises, etc); (iii) financialdabanking sector risks (capital
adequacy, asset quality, profitability, liquiditydasensitivity to market — interest rate
and exchange rate — risks). Hence, similar assegsmokvulnerability might be
considered in future development of the MFAs. Thight allow a more
comprehensive evaluation of the reliability of thacroeconomic projections
envisaged in the updates. In addition, there wbelderit in analysing the possible
common risks to the projections. Finally, it midet useful to provide a systematic
account of the past performance of fiscal authesitin projecting the macroeconomic
scenario in relation to the other Member States.

Recommendation: | Include an extended assessment of the sources of the deviations from budgetary plans
based on all data available from the previous updates and on a comparison with the (past)

performance of the other Member States.

Similarly, consistent with the Council recommendaton enhancing the fiscal
credibility of the adjustment path and the accohbititg of the fiscal authorities of the
Member States, the Commission could provide (ix@ount of the risks associated
with external imbalances and financial market depelents, and (i) an extended
assessment of the sources of the deviations fralgdiary plans based on all data
available from the previous updates and on a casgrawith the (past) performance
of the other Member States. The “Budgetary strdteggtion already contains a
decomposition of the deviations of the current-ywajected outcomes from the
revenue/expenditure/budget targets into a basetefi€sDP growth effect on the
denominator and a revenue/expenditure growth effémivever, in view of the
expanding number of vintages becoming availableldemmpaosition could be put to a
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more systematic scrutiny to look more explicitly tmmmon patterns over time and
across countries in the sources of the deviaticm fargets. Each year additional data
become availabf&and it seems that by now there is scope for daingre formal
econometric analysis of the sources of systeméaieb both in the overall budget and
in the components of budget (in particular, spegdi®ne could also more
systematically investigate how biases are relaieéléa projection horizon in the SCPs.
It would also be useful to explore whether reviffathl) macroeconomic and
budgetary figures differ systematically from reiaté assessments of the current
cyclical situation and, even in cases when thezenarsystematic biases, to explore
how large the deviations tend to be. This may hianaortant policy implications as
more uncertainty about current conditions wouldegelty point to the optimality of
more prudent (fiscally conservative) policies.

While such an analysis would probably be beyondtiope of individual MFAs, it
might well fit into the Public Finance Repdmndividual MFAs can then use the results
of the broader analysis as a reference for disaugstiie decompositions for individual
countries and for giving advice on how to closesptill gaps between targets and
outcomes.

Recommendation: | Include a more in-depth analysis of the structure and riskiness of the gross public debt in
terms of maturity (fixed versus floating rate obligations), structure and share of assets in

percent of total liabilities, foreign currency denomination of assets and liabilities in percent

of total liabilities.

- A proper risk assessment of the sustainabilityediftanay benefit from a more in-
depth analysis of the structure and riskiness@fjtioss public debt in terms of
maturity (fixed versus floating rate obligationsiucture and share of assets in percent
of total liabilities, foreign currency denominatiohassets and liabilities in percent of
total liabilities. Such an assessment is commouilpdved in the IMF country reports.
The analysis might be of particular use for idsitij vulnerabilities in crisis
situations like the current one. Under the curoirtumstances in which financial
markets are very risk averse, countries that hawveltover large amounts of debt
(often countries with financing at short maturijies that are outside the euro-area but
have large euro-denominated liabilities are atipaler risk. An obstacle to this kind
of analysis is the potential lack of detailed datethe structure of the public debt, as
these data have so far not been requested froMdh#ber States. A more in-depth
analysis along these lines might also be a topia feeparate study (or for a chapter in
the Public Finance Report). Nevertheless, somessisgnt along the lines discussed
here might be included in individual MFAs, in padiar when there are reasons to
start worrying about the structure of the publibtde

‘ Recommendation: ‘ Include a more in-depth analysis of the risks associated with contingent liabilities.

% In some cases it may be difficult to make the data comparable over years, for instance, if definitions (or coverage of items

within existing definitions) have been changed by Member States. This complicates data comparability. The longer the time
horizon, the more problems may be encountered.
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Future rounds of MFAs may want to assess riskscigea with contingent liabilities
(such as guarantees supporting the interbank manketieposit insurance) created by
the governments’ interference with their finansiattors. Those risks have become
more important than before. The availability oferelnt data for a full assessment in
this direction, however, may represent an objecatvaplication which needs to be
addressed first.

Recommendation: | Examine further the inclusion of more in-depth analysis of more country-specific features of

the budget of the Member States

In general, the comparability and cross-countrysegiancy of the data should be
balanced with the need to take into account cotsygcific features of the budget of
the Member States. For instance, as appreciatibe iRIFAs, gas revenues are an
important component of the Dutch government balaAsea result, commonly agreed
measures of the structural and cyclically-adjugt@eernment balance for the
Netherlands are imperfect measures to evaluatisttad effort towards the MTO. A
systematic account of “robust” measures which cbrficr gas revenues might be
informative in the specific case of the Netherlar@her countries may be subject to
similar particularities (e.g., the UK as an oil guger) and some assessment of the
adequacy of an MTO based on the structural govanhivaance might be desirable in
the case of individual countries.

The IMF benchmark provided additional suggesti@ated to the contents of future

MFAs, such as:

- Future MFAs could considdiscal transparencys a specific topic, when
warranted. Deficits hidden by a lack of transpayamadermine the long-run
financial solidity of the public sector and will@vtually make it harder to achieve
the MTOs. Occasional explicit attention to fisqalnsparency in the MFAs should
help to induce governments to take this issueaefitly seriously.

- Explicit consideration othe scope (and incentives) for subnational authesito
pass deficits on to the central governmmaty deserve attention also in the future
development of the MFAs. Of course, the importawicine issue differs across
countries, as EU countries feature widely-differsndpnational government
structures;

- The Commission may want to consider scrutinisimmore depth tax systerob
the Member States, in particular those in whichtéixeburden and headline tax
rates are high. Future MFAs could play a usefud,rpbinting to the potential
benefits of tax reform in achieving MTOs in a whgttavoids as much as possible
distortions to the rest of the economy.

Recommendation: | Given the current economic and financial crisis, continue to examine what frameworks or

budgetary rules would be most suitable to withstand large negative shocks based upon best

practices on frameworks and budgetary rules.

The current crisis would provide an opportunityrteestigate what national
frameworks or budgetary rules in the Member Statmdd be most suitable to
withstand large negative shocks. While most coestniow exceed the 3% deficit
limit, there are substantial differences among tla@whit is far from clear that those
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differences can be attributed only to external t@reents hitting one country harder
than the other country.

‘ Recommendation: ‘ Consider in future reports to attach likelihoods attached to various alternative scenarios. ‘

Given the many uncertainties the analysis wouldtlengthened when likelihoods are
attached to various alternative scenarios. Prefigrabe would see stochastic
simulations taking the various uncertainties irdocant, but this may not be easily
implemented. Nevertheless, to give one examplabawe-baseline increase in
employment produces higher GDP growth and at threedame a smaller fall in the
interest rate (as capital-labour ratios will in@e#y less). Stochastic simulation takes
into account that these events are most likelyctmpjointly and thus also attaches a
likelihood to a given adjustment need.

‘ Recommendation: ‘ Pay more explicit attention to public assets in future sustainability reports. ‘

The analysis pays a lot of attention to initialgg@ublic debt (as an indicator of the
need to adjust) and the development of the grdst @ke recent forced public
interventions in the banking sector have in sors&imces had a substantial positive
effect on the gross debt. However, this is courerized by an increase in public
assets (at least to the extent governments hadeafdair price for their stakes). Hence,
basing adjustment need on gross debt may in sostenices lead to a too pessimistic
picture. More explicit attention to public assetshe sustainability assessments might
be generally desirable, especially at the curreshent. The issue is to some extent
addressed in 2005 Public Finance Report.

Recommendation: | Consider to address in future sustainability reports issues related to intergenerational

equity.

At present, the Sustainability Report does not esklintergenerational equity. This
would require information on the distribution ofcgal benefits, public spending and
taxes to different age cohorts in the past antierfature. Such information is hard to
obtain. In addition, the calculations make certsaumptions, such as a unit elasticity
of health care demand with respect to income. Taereit is difficult to take a stand
on intergenerational equity. Moreover, the distiifnu of costs and benefits of ageing
is a matter of political preference in the Memb&t&. Nevertheless, it might be
insightful to provide some information on how loveyious cohorts are expected to
make use of ageing related spending (in particplamsions and health/long-term care)
and report some alternative time paths of struthudgetary adjustment that does
some justice to the different length of retiremeatiods and different life expectations
of different cohorts.

Recommendation: | Examine in future work on sustainability issues related to investment in human capital

during working life and changes in the wage structure

The Sustainability Report analysed emphasizesékd to increase employment, in
particular that of the older worker. Importantlptonly incentives need to be given to
employees to work longer, also appropriate incestiveed to be given to employers to
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employ older workers longer. This might be achielbganore investment in human
capital during working life and changes in the wagacture (to reduce the cost of
older workers). This would deserve discussion nthier work on sustainability.

‘ Recommendation: ‘ Examine in the role of idiosyncratic factors for the sustainability of individual countries. ‘

It will generally be useful to explore the roleidfosyncratic factors for the
sustainability of individual countries, even whérstis covered by other Commission
outputs. For example, the Netherlands is expectéace a slowly increasing
deterioration of the structural budget due to dépdenatural gas reserves in the
longer-run. In this regard it might then be relav@nask whether the current gas
revenues are used in a way that promotes fisciisability. A phenomenon that
might affect countries in rather specific wayshis tosts of climate change. For
example, countries with parts below the sea lewelith dry parts could face larger
costs to adapt to climate change.

7.6.3 Recommendations concerning relevance and exteonahcnication

Recommendation: | To include systematically specific reference to previous recommendations and invitations in
the DG EFIN's assessments of the SCPs.

The analysis concluded that the public debate imbkr States typically has a focus
on national budgetary processes and documentsgé &are of the impact on
national policy debates goes through processesvbitle surface’ that are less clear
to the public. Through these ‘below the surfacepsses’ the Commission’s work
affects national budgetary processes and docursrdshence the public debate. An
option for increasing the effect of DG ECFIN’s outpon (public) policy debates in
the Member States would be to incligystematicallynore specific reference to
previous recommendations and invitations in thelBXF-IN’s assessments of the
SCPs as to ‘track’ in time the history relatedie specific Member State. This may
increase the effectiveness of peer pressure anebthencrease DG ECFIN'’s effect
on (public) policy debates.

Recommendation: | Consider to make public the macro-fiscal assessments at the same time as the press

release concerning Commission recommendations for a Council opinion.

The timeliness of the publication of the evaluadleduments regarding SCPs is good
when the Commission recommendations for a Coumpdilion are concerned.
However, the underlying analysis prepared by DG IRG§E published several days or
weeks after the Commission has adopted its recomtatiom for a Council opinion on
the concerned SCP. DG ECFIN explained that thisldvallow for a further check of
layout and content. The visibility of the underlgianalysis done by DG ECFIN
would increase if journalists would be able to ¢hie information of the
Commission at the same time as the press releamdd e made public, in particular
as news items may become ‘old’ news very quickly @ould miss the necessary
media attention. Therefore, internal organisatimtesses, such as checking of lay
out and content by the time of adoption of the nec@ndation of a Council opinion
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(which is not the case under the current arrange&sjienay need to be adjusted to
allow publication of DG ECFIN'sassessment at the same time as the release of the
press release.
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Annex |: Legal framework

Preventive arm

The aim of Council Regulation (EC) No 1466/97 isrtonitor Member States' budgetary
positions and coordinate their economic policigswhy of a preventive measure to
ensure budgetary discipline during the third stafgeconomic and monetary union. To
this end, the Regulation provides for Stability gteonmes (for Member States in the
euro zone) and Convergence Programmes (for Menth&sSoutside the euro zone) that
the Member States are supposed to submit to thenxsion.

Each Member State has a medium-term objective (M0OiJs budgetary position. The
MTOs differ between Member States to take into antthe diversity of the economic
and budgetary positions and developments, as welf iscal risk to the sustainability of
public finances. The country-specific MTO is defiria structural terms (e.g. cyclically-
adjusted, net of one-off and other temporary mesguand should meet these
requirements: (i) provide a safety margin with exggo the 3% of GDP reference value,
(ii) ensure rapid progress towards sustainabibd (iii) taking (i) and (ii) into account,
allowing room for budgetary manoeuvre, in partic@ansidering the need for public
investment.

For the Member States that have adopted the edréoathose participating in the ERM

I, the MTOs are between -1% of GDP for low debigh potential growth countries and
budgetary balance or surplus for high debt / loteptal growth countries. A Member
State's medium-term objective may be revised wheajar structural reform is
undertaken or every four years. For Member Stéigsare outside the euro area and do
not participate in the ERM II, the country-specifid Os are defined to ensure the respect
of the three criteria outlined above.

Member States present their MTO in their SCPs.latter programmes must include the
following information: (i) a MTO, an adjustment pdbr achieving the surplus or deficit
aspects of the objective, and a forecast regattimgeneral government debt ratio; (ii)
the main assumptions underlying the economic okit{goowth, employment, inflation

and other important variables); (iii) an assessraadta detailed analysis of the budgetary
measures and other economic policy measures takkargroposed to achieve the
objectives of the programmes; (iv) an analysisaf lchanges in the main economic
assumptions would affect the budgetary and delitipas; (v) where applicable, the
reasons for a deviation from the adjustment pa#iuee to achieve the MTOs.

In the view of the fundamental role of the SCPthimprocess of multilateral

surveillance, it is important that the informaticontent is suitable and comparable across
countries. In order to facilitate their examinatlmnthe Commission, Economic and
Financial Committee (EFC) and the Council, a Cddéanduct (‘Specifications on the
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implementation of the Stability and Growth Pact gitielines on the format and
content of the stability and convergence progranipsslorsed by the Ecofin Council of
11 October 2005) was set out in which guidelineghencontent and format of the SCPs
are provided. In particular, the model structurnetfi@ SCPs set out in Annex 1 of the
Code of Conduct consists of: (1) Overall policyniwork and objectives; (2) Economic
outlook; (3) General government balance and déptSénsitivity analysis and
comparison with previous update; (5) Quality of ljppibnances; (6) Sustainability of
public finances and (7) Institutional features oblic finances. The quantitative
information of the programmes should be presentedrding to a standardized set of
tables according to Annex 2 of the Code of Conduct.

On the basis of assessments by the CommissiorhariERC, the Council examines: (i)
whether the economic assumptions on which the progre is based are plausible; (ii)
the medium-term budgetary objective (MTO) preseigethe Member State and whether
the adjustment path towards it is appropriate); \itiether measures being taken and/or
proposed to respect that adjustment path are muftito achieve the MTO over the cycle;
(iv) whether the economic policies of the Membeat&in question are in line with the
broad economic policy guidelines; (v) the evolutasrine debt ratio and the outlook for
the long-term sustainability of the public finances

Member States that have not yet achieved their MShOuld take steps to achieve it over
the cycle. The adjustment effort should be higheing “good times” (i.e. a period where
output exceeds its potential, taking into accoartdiasticities), and could be more
limited in “bad times”. Member States of the eurezaand of the ERM Il should pursue
an annual adjustment in cyclical adjusted termsphene-offs and other temporary
measures, of 0.5% of GDP as a benchmark.

For Member States that have achieved it, the Comay allow a temporary deviation
from the MTO on condition that an appropriate safeargin is preserved with regard to
the 3% of GDP reference value. In addition, thegatiary position is expected to return
to the medium-term budgetary objective within tleeigpd covered by the programme.
Pro-cyclical fiscal policy in “good times” shoule avoided.

When making its assessments, the Council mustaed®unt of the implementation of
major structural reforms that have a verifiableifpes effect on the long-run
sustainability of public finances, in particulatatté, pension and labour market reforms.
Special attention is paid to pension reforms intiidg a multi-pillar system, for their
direct negative impact on the government balance.

The Council is to examine the programme within ¢hmeonths of its submission. On a
recommendation from the Commission and after céinguthe EFC, the Council delivers
an opinion on the programme. Where it considersttigobjectives and content of a
programme should be strengthened, the Councilroate ithe Member State concerned
to adjust it.

Updated programmes are examined by the EFC orettie bf assessments by the
Commission and, if necessary, the Council.
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Corrective arm:

According to Article 104(2) of the Treaty, the Comsaion shall monitor compliance with
budgetary discipline on the basis of two crite(ipwhether the ratio of the planned or
actual government deficit to GDP exceeds the rafer@alue of 3%, unless either the
ratio has declined substantially and continuously eached a level that conedese to
the reference valuer, alternatively, the excess over the refereradeevis only
exceptionabndtemporaryand the ratio remains close to the reference yalu (ii)
whether the ratio of government debt to GDP excé#eglseference value of 60%, unless
the ratio issufficiently diminishing and approaching the refeze value at a satisfactory
pace

If a Member State does not fulfil the requiremamder one or both of these criteria,
under Article 104(3) of the Treaty, the Commissiah prepare a report, which will
consider whether the excess over the reference &lnly exceptional and temporary
and whether the ratio remains close to the refergatue.

A deficit exceeding the threshold of 3% is consediExceptionalwhen (i) it results from
anunusual evenputside the control of the Member concerned whigh a major impact
on the financial position of the government orifiesults from aevere economic
downturn(negative annual GDP growth or a cumulative falioduction over a
prolonged period of very low annual growth).

The excess over the reference value is considenggoraryif the forecasts provided by
the Commission indicate that the deficit will faktlow the reference value following the
end of the unusual event or the severe econominidom

The Commission report should also take into accadngther the government deficit
exceeds government investment expenditure andriek@ccoungll relevant factors(i)
medium-term economic position (potential growthglmal conditions, implementation
of policies in the context of the Lisbon agenda palicies to foster R&D and
innovation); (ii) the medium-term budgetary positi@.g. fiscal consolidation efforts in
“good times”, debt sustainability, public investrhand overall quality of public
finances); and (iii) other factors considered ratevby the Member State and the
Commission.

In accordance with Article 104(4), within two weelsthe adoption of the report, the
Economic and Financial Committee (EFC) formulategjinion. The Commission takes
this opinion into account, and if it considers anessive deficit to exist, addresses an
opinion (in accordance with Article 104(5)) andasunendation for a Council decision
on the existence of an excessive deficit (in acmocd with Article 104(6)).

On the basis of the Commission recommendationyatinih four months of the
reporting dates established in Regulation (EC) BIl@ab393 , the Council decides, by a
qualified majority, whether an excessive deficitsex The Council also considers any
observations made by the Member State concerned.
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If the Council decides that an excessive defiddtsxwhen it makes that decision, it
simultaneously issues recommendations to the Meftag#e concerned, based on a
recommendation of the Commission (in accordanck iticle 104(7)). The Council
establishes a deadline of no more than six mowthsffective action to be taken. The
correction of the excessive deficit should be catga in the year following its
identification, unless there are special circumsanin its recommendations, the Council
is to request the Member State to achieve an ammpabvement in the structural balance
of at least 0.5% of GDP as a benchmark.

Upon the expiry of the six-month deadline, the Cagsinn assesses the corrective
measures taken by the Member State concerned fmthgithe Council. In case of a
positive assessment, the Commission adopts a coioatiom to the Council; in case of a
negative one, a recommendation for a Council datignder Article 104(8) that action
has not been adequate. A third possibility is a @@sion recommendation for a revised
Council recommendation under Article 104(7), whielm only be adopted if action taken
has been adequate but unexpected adverse econanis with major unfavourable
consequences for government finances have occaftetthe adoption of the original
recommendation. Although the Treaty foresees thlagre it establishes that there has
been no effective action in response to its reconaiations in accordance with Article
104(8), the Council may make its recommendatiomeuArticle 104(7) public, in
practice all Council recommendations under Artiddd(7) to date have been made public
with the agreement of the Member State concerndteoday of adoption by the Council
of its Article 104(7) recommendations..

Upon failure of the Member State to put into preetihe recommendations of the
Council, the Council may decide to give noticelte Member State, within two months
of the Article 104(8) decision, to take remedidi@tin accordance with Article 104(9).
This step (and the following step under Article () only applies to euro area
countries. For non euro area countries, a Couecistbn under Article 104(8) is
followed by a new Council recommendation underdetil 04(7).

Where the conditions to apply Article 104(11) aretthe Council shall impose
sanctions in accordance with Article 104(11). Anglsdecision shall be taken no later
than two months after the Council decision givitgice to the participating Member
State concerned to take measures in accordancéwtithe 104(9).

According to Article 104(12), a Council decision thie existence of an excessive deficit

is to be abrogated, following a Commission reconutadéinn, when the excessive deficit
has been corrected.
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Annex II: Analysis of timeliness of the SCPs

Table II.1 presents the analysis of the timeliriddhe SCPs
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Table 1.1 Analysis of timeliness of the SCPs

Country 2005-06 2006-07 2007-08 2008-09

Original English Original . . Original English Original English Addendum Addendum

language version language English version language version language version (original) (English)
BE 05.12.2005 14.12.2005 13.12.2006 20.12.2006 21.04.2008 05.05.2008 06.04.2009 28.04.2009 - -

(elections)
BG 05.01.2007 05.01.2007 07.12.2007 07.12.2007 27.11.2008 27.11.2008 23.12.2008 23.12.2008
Ccz 24.11.2005 29.11.2005 15.03.2007 15.03.2007 30.11.2007 04.12.2007 20.11.2008 04.12.2008 30.12.2008 30.12.2008
(elections)
DK 30.11.2005 30.11.2005 30.11.2006 30.11.2006 21.12.2007 17.01.2007 04.12.2008 05.01.2009 19.12.2008 19.12.2008
(elections)
DE 22.02.2006 22.02.2006 30.11.2006 30.11.2006 05.12.2007 11.12.2007 03.12.2008 03.12.2008 30.01.2009 -
(elections)
EE 01.12.2005 01.12.2005 01.12.2006 03.01.2007 29.11.2007 11.01.2007 04.12.2008 05.01.2009 - -
IE 07.12.2005 07.12.2005 06.12.2006 06.12.2007 05.12.2007 05.12.2007 14.10.2008 14.10.2008 09.01.2009 09.01.2009
EL 21.12.2005 21.12.2005 18.12.2006 18.12.2006 27.12.2007 27.12.2007 30.01.2009 30.01.2009 06.02.2009 06.02.2009
ES 30.12.2005 30.12.2005 28.12.2006 28.12.2006 21.12.2007 27.12.2007 16.01.2009 21.01.2009 - -
FR 13.01.2006 23.01.2006 06.12.2006 after 22.01.2007 30.11.2007 17.01.2008 22.12.2008 05.02.2009 - -
IT 23.12.2005 24.01.2006 05.12.2006 05.12.2006 30.11.2007 13.12.2007 06.02.2009 25.02.2009 - -
CY 14.12.2005 14.12.2005 06.12.2006 06.12.2006 07.12.2007 07.12.2007 13.02.2009 13.02.2009 - -
Lv 30.11.2005 09.12.2005 12.01.2007 12.01.2007 29.11.2007 07.01.2007 14.01.2009 03.02.2009 - -
(elections)

LT 01.12.2005 27.01.2006 13.12.2006 20.12.2006 28.12.2007 23.01.2007 21.01.2009 03.02.2009 - -
LU 28.11.2005 13.12.2005 24.11.2006 05.12.2006 27.10.2007 19.11.2007 07.10.2008 13.11.2008 07.10.2008 -
HU 01.12.2005 10.12.2005 01.12.2006 08.12.2006 30.11.2007 07.12.2007 19.12.2008 31.12.2008 - 31.12.2008
MT 06.01.2006 06.01.2006 07.12.2006 07.12.2006 30.11.2007 30.11.2007 02.12.2008 02.12.2008 - 22.12.2008
NL 22.12.2005 10.01.2006 22.11.2006 22.11.2006 29.11.2007 29.11.2007 28.11.2008 28.11.2008 - 19.12.2008
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Country 2005-06 2006-07 2007-08 2008-09
Original English Original . . Original English Original English Addendum Addendum
language version language English version language version language version (original) (English)
AT 30.11.2005 06.12.2005 29.03.2007 30.03.2007 21.11.2007 29.11.2007 21.04.2009 24.04.2009 - -
(elections)
PL 19.01.2006 31.01.2006 30.11.2006 21.12.2006 26.03.2008 17.04.2008 15.01.2009 15.01.2009 - -
(elections) (elections)
PT 15.12.2005 21.12.2005 15.12.2006 23.12.2006 14.12.2007 20.12.2007 30.01.2009 30.01.2009 - -
RO 25.01.2007 31.01.2007 05.12.2007 17.12.2007 03.06.2009 03.06.2009 - -
Sl 08.12.2005 08.12.2005 07.12.2006 07.12.2006 30.11.2007 07.12.2007 23.04.2009 24.04.2009 - -
SK 01.12.2005 21.12.2005 01.12.2006 14.12.2006 29.11.2007 29.11.2007 30.04.2009 30.04.2009 - -
Fl 24.11.2005 24.11.2005 30.11.2006 30.11.2006 29.11.2007 29.11.2007 18.12.2008 18.12.2008 - 18.12.2008
SE 24.11.2005 24.11.2005 07.12.2006 07.12.2006 27.11.2007 27.11.2007 01.12.2008 01.12.2008 - -
UK 14.12.2005 14.12.2005 18.12.2006 18.12.2006 30.11.2007. 30.11.2007. 18.12.2008 18.12.2008 - -
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Annex lll: Timeline analysis of the early
warnings and policy advice

Table 11.1 presents the analysis of the timelingfsthe early warnings and policy advice

under the preventive arm of the SGP.

Timeline analysis of the early warnings and policy advice under the preventive arm of the SGP

Country

Commission

recommendation to

the Council to
address an early

warning

Council

Recommendation

with a view to giving

early warning in order

to prevent the
occurrence of an

excessive deficit

Council Decision
to close an early
warning

procedure

Commission

Recommendation

providing a policy

advice on the
economic and

budgetary policy

Italy 28/04/2004 05/07/2004
Was never started
France 28/05/2008
Romania 12/06/2008
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Annex IV: Timeline analysis of the Corrective
Arm of the SGP

Table IV.1 presents the timeline analysis of ther€@gdive Arm of the SGP.
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Table IV.1

Country

Timeline analysis of the Corrective Arm of the SGP

Stage 0

EDP
notifications

Stage 1

Commission
Report —
Article 104(3)

Stage 2

EFC Opinion to
Commission —
Article 104(4)

Stage 3

Commission
opinion on the
existence of an
excessive
deficit —

Article 104(5)

Stage 4

Council

decision —
Article 104 (6)

Stage 5

Council
recommendati
ons to MS —
Avrticle 104(7)

Stage 6

Council
decision on no
effective
action—
Article 104(8)

Stage 7

Council gives
notice to MS
Article — 104(9)

Stage 8

Impose fines —
Article 104(11)

Stage 9

Council's
decision to
abrogate
original
decision —
Article 104 (12)

Max time before Within 2 weeks Within four Within four If no action has Within two Within four
above stage should of the months of the months of the been taken by months of months of
be entered into (in Commission reporting dates reporting dates MS within six decision Council giving
months) acc. to adopting the established in established in months of the establishing that | notice to MS
legal text report prepared Regulation (EC) Regulation (EC) identification of no effective
in accordance No 3605/93 No 3605/93 an excessive action has been
with Article 104 deficit taken
(3)
Italy 2005 01/03/2005 07/06/2005 29/06/2009 29/06/2005 28/07/2005 28/07/2005 03/06/2008
UK 2005 01/08/2005 21/09/2006 30/09/2005 11/01/2006 24/01/2006 24/01/2006 09/10/2007
2008 01/03/2007 11/06/2008 25/06/2008 02/07/2008 08/07/2008 08/07/2008 27/04/2009
Portugal 2005 01/04/2004 22/06/2005 04/07/2005 20/07/2005 20/09/2005 20/09/2005 03/06/2008
Poland 2004 01/04/2004 12/05/2004 24/05/2004 24/06/2004 05/07/2004 05/07/2004 28/11/2006 08/07/2008
Slovakia 2004 01/04/2004 12/05/2004 24/06/2005 Jun-04 05/07/2004 05/07/2004 03/06/2008
Cyprus 2004 01/04/2004 12/05/2004 25/05/2004 24/06/2004 05/07/2004 05/07/2004 11/07/2006
Malta 2004 01/04/2004 12/05/2004 24/05/2004 24/06/2004 05/07/2004 05/07/2004 05/06/2007
2009 01/10/2008 13/05/2009 28/05/2009 24/06/2009 07/07/2009 07/07/2009
Greece 2004 01/04/2004 19/05/2004 02/06/2004 24/06/2004 05/07/2004 05/07/2004 18/01/2005 17/02/2005 05/06/2007
2009 01/10/2008 18/02/2009 27/02/2009 24/03/2009 27/04/2009
Germany 2002 01/10/2002 19/11/2002 29/11/2002 08/01/2003 21/01/2003 21/01/2003 14/03/2006 05/06/2007
France 2003 01/10/2002 02/04/2003 13/04/2003 07/05/2003 03/06/2003 03/06/2003 30/01/2007
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Country

2009

Stage 0

EDP
notifications

06/02/2009

Stage 1

Commission

Report —
Avrticle 104(3)

18-02-2009

Stage 2

EFC Opinion to
Commission —
Article 104(4)

27/02/2009

Stage 3

Commission
opinion on the
existence of an
excessive
deficit —

Article 104(5)

24/03/2009

Stage 4

Council
decision —
Avrticle 104 (6)

27/04/2009

Stage 5

Council
recommendati
ons to MS —
Article 104(7)

27/04/2009

Stage 6

Council
decision on no
effective
action—
Article 104(8)

Stage 7 Stage 8

Council gives Impose fines —

notice to MS Article 104(11)

Article — 104(9)

Stage 9

Council's
decision to
abrogate
original
decision —
Article 104 (12)

Hungary

2004

01/04/2004

12/05/2004

24/05/2004

24/06/2004

05/07/2004

05/07/2004

18/01/2005

08/03/2005 (2™
recommendatio
n)

08/11/2005 (2"
Council
Decision)

10/10/2006 (3
recommendatio
n)

06/07/2009 (4"
recommendatio
n)

Czech
Republic

2004

01/04/2004

12/05/2004

24/05/2004

24/06/2004

05/07/2004

05/07/2004

10/07/2007

03/06/2008

09/10/2007 (2™
recommendatio
n)

Ireland

2009

01/10/2008

18/02/2009

27/02/2009

24/03/2009

27/04/2009

27/04/2009

Latvia

2009

01/10/2008

18-02-2009

27/02/2009

02/07/2009

07/07/2009

07/07/2009

Spain

2009

01/10/2008

18-02-2009

27/02/2009

24/03/2009

27/04/2009

27/04/2009
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Table V.1

ECORYS A

Annex V: Cross-country timeliness analysis

Table V.1 presents the analysis of the cross-cguinteliness.

Cross-country timeliness analysis

Country EDP start EDP end date | Was there a legal Observations/Comments

date requirement for

initiating an EDP

based on the

notifications by MS:

Czech Republic | 2004 2008 Y
Germany 2002 2007 Y
Ireland 2009 Y
Greece 2004 2007 Y
2009 Y
Spain 2009 Y
France 2003 2007 Y
2009 Y
Italy 2005 2008 Y
Cyprus 2004 2006 Y
Latvia 2009 Y
Hungary 2004 Y
Malta 2004 2007 Y
2009 Y
Netherlands 2004 2005 Y
Poland 2004 2008 Y Why was EDP not abrogated

in 2007? According to the
2006 Autumn forecasts, the
deficit foreseen in 2007 was
2%. This figure is excluding
the pension reforms. Including
pension reforms the deficit
would increase to 4% and
would therefore not in line with
the council recommendations
for bringing the deficit down to
3.7% in 2007. Source:

Commission Report
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Country

Portugal

EDP start

date

2005

EDP end date

2008

Was there a legal

requirement for

initiating an EDP

based on the
notifications by MS:
No

Observations/Comments

2005 Spring forecast shows
EDP figure for 2004 as 2.9%.
According to the June 2005
update of the Stability
Programme submitted by
Portugal the deficit for 2005
was expected to be 6.2%,
4.8% in 2006, 3.9% in 2007
and 2.8% in 2008. Hence EDP
started based on planned
figures. Source: Commission

Report

Slovakia

2004

2008

United Kingdom

2004

2007

2008




Table VI.1
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Annex VI. Analysis of press releases and
related documents on Commission
assessments of Stability and Convergence
programmes and Commission steps under the
Excessive Deficit Procedure

Analysis of press releases related to SCP
Netherlands, 2008

Press release: 23 January 2008, IP/08/75

The press release under consideration discuss&@othenission’s recommendation for a
Council opinion of the stability programmes of Gany, Luxembourg, the Netherlands
and Finland. The part on the Netherlands indicdiasthe budgetary stance from 2008

onwards is in line with the SGP. In the long termtainability of public finances, the
Netherlands appears to be at medium risk.

Related documents are:

23/01/08: The Recommendation for a Council Opin®BC 2008/60 final.
06/02/08: The Netherlands, Macro Fiscal AssessmEQEIN/55716/08.

The table below provides the analysis along thegtlariteria mentioned: content,

timeliness and accessibility.

Netherlands, 2008

Content
The part on the Netherlands is
approximately 18 lines.

The data of the press release are
found in the related documents.
The assessment of DG ECFIN
(analysis of the November 2007
update of the stability programme)
is made public about two weeks (6

February) after the press release.

In the balance of conciseness and

’ Timeliness

The timeliness of the publication of
the evaluated documents regarding
SCPs is good when the
Commission recommendations for
a Council opinion are concerned:
The press release and the
recommendation for a council
opinion are issued on the same day
(23 01 2008).

In the press release it is not

mentioned when the European

‘ Accessibility

The press release is hard to find. It
is not in the database of DG ECFIN
and must be found in another
database: the Europa Press release
rapid data base. The search criteria
are complex and general and they
very often generate a long list of
documents. Only if the researcher
is aware of the existence of a
particular press release and the day
of its release, the press release is

easily accessible.
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Content
completeness the press release is

more concise than complete.

| Timeliness

Commission examined the updated
stability programmes.

The assessment of the stability
programme of The Netherlands is
made public about two weeks later
(6 February).

According to DG ECFIN this
underlying analysis prepared by
ECFIN is published several days or
weeks after the Commission has
adopted its recommendation for a
Council opinion on the concerned
SCP, so as to allow for a further
check of layout and content (the
assessment is a sizeable

document)

The timeliness would increase
substantially when this document is
published at the same time as the
press release and the Council

opinion.

‘ Accessibility

The press release mentions a link
to the Commission
recommendations for a Council
opinion on each programme. These
links work and lead to the SGP
document database of DG ECFIN.

Here documents are found.

The document described in the
press release as * Commission’s
assessment’ is not found In the
database. It is not clear to witch
document the press release refers
to. The press release and the
related documents are not easy to
understand for journalists (and
others) who are unfamiliar with the
EU and the Stability and

Convergence Programmes.

United Kingdom 2006

Press release 22/2/06, I1P/06/199
The press release under consideration discuss&@othenission assessment of the

convergence programmes of Cyprus, Lithuania, Mattithe United Kingdom. The part
on the UK indicates that the outlined budgetarmstamay not be sufficient to reach the
programmes medium term objective by 2008.

Related documents are:

. 22/2/06: Recommendation for a Council opinion
- 8/03/06: Update of the convergence programmeeotk , an assessment

The table below provides the analysis along theetlariteria: content, timeliness and

accessibility.

United Kingdom, 2006

Content

The part about the UK is
approximately 28 lines. The data
included in the press release is
found in the related documents.

The assessment made by DG

Timeliness

The press release and the
recommendation for a Council
opinion are released on the same
day (22/02/06). So the timeliness
of the publication of the evaluated

Accessibility

The press release is hard to find. It
is not in the database of DG ECFIN
and must be found in another
database: the Europa Press release

rapid data base. The search criteria
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Content

ECFIN is made public about two
weeks after the press release.

The press release does not
mention the related documents, but
there is a link to the database with
country-specific Commission
assessments:
http://ec.europa.eu/economy_financ
e/about/activities/sgp/year/year200
52006_en.htm

The balance of conciseness and
completeness of the section is
good.

| Timeliness

documents regarding SCPs is good
when the Commission
recommendations for a Council

opinion are concerned

However, the analysis on which the
Council’s opinion is based (ECFIN’s
assessment) was made public
about two weeks later.

According to DG ECFIN this
underlying analysis prepared by
ECFIN is published several days or
weeks after the Commission has
adopted its recommendation for a
Council opinion on the concerned
SCP, so as to allow for a further
check of layout and content.

The timeliness would increase
substantially when this document is
published at the same time as the
press release and the Council

opinion.

‘ Accessibility

are quite complex and general and
very often they generate a huge
amount of documents. Only if the
researcher is aware of the
existence of a particular press
release and the day of its release,
the press release is easily

accessible.

The press release mentions a link
to the Commission
recommendations for a council
opinion on each programme. These
links do not work any more (June
09). The related documents are
found in the SGP document
database of DG ECFIN.

However, in the SGP document
database it is indicated that the
assessment of the updated
convergence programme of the UK
is available on 22/02/06. In the SGP
database this document appears to
be the Commission’s
recommendation instead of the

indicated assessment..

The press release and the related
documents are not easy to
understand for journalists (and
others) who are not familiar with the
EU and the stability and

convergence programme.

Hungary, 2005

Press release 16/2/05, IP/05/184
The press release under consideration discusdesthetassessment of the Commission
and the recommendations to diminish the excessfieid The analysis focuses on the

SCP part.

Related documents are:

- 16/2/05: Recommendation for a Council opinion, SE0b/0229
- 2/03/05: December 2004 Update of the Convergenogr&mme of Hungary (2004-

2008), an assessment
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Table VI.3

The table below provides the analysis along theetleriteria: content, timeliness and

accessibility.

Hungary, 2005

Content

The press release is approximately
45 lines. The content is on both the
assessment of the convergence
programme and the
recommendations to diminish the
excessive deficit. The part on the
assessment of the programme is
about 11 lines.

The press release only mentions

the assessment.

The balance of conciseness and
completeness of the section is
good.

| Timeliness

The press release is made public
on the same day as the
assessment of the convergence
programme of Hungary. So the
timeliness of the publication of the
evaluated documents regarding
SCPs is good when the
Commission recommendations for
a Council opinion are concerned
However, the analysis on which the
Council’s opinion is based (the
Macro Fiscal Assessment) was
made public about two weeks later.
According to DG ECFIN this
underlying analysis prepared by
ECFIN is published several days or
weeks after the Commission has
adopted its recommendation for a
Council opinion on the concerned
SCP, so as to allow for a further

check of layout and content.

The timeliness would increase
substantially when this document is
published at the same time as the
press release and the Council

opinion.

‘ Accessibility

The press release is hard to find. It
is not in the database of DG ECFIN
and must be found in another
database: the Europa Press release
rapid data base. The search criteria
are complex and general and they
very often generate a long list of
documents. Only if the researcher
is aware of the existence of a
particular press release and the day
of its release, the press release is

easily accessible.

The press release and the related
documents are not easy to
understand for journalists (and
others) who are not familiar with the
EU and the stability and
convergence programmes.

Analysis of press releases related to EDP

Hungary 2005

Press release 20/10/05 (IP/05/1311)

The press release under consideration discussesassessment of the Commission of

the budgetary situation of Hungary. The deficig&is for 2005 and 2006 will be missed
by a large margin. The Commission recommends tha€lbto decide that Hungary fails
to correct its deficit.

Related documents are
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Table V1.4

ECORYS A

« 20/10/05: Commission Recommendation for a Couregigion, SEC (2005)1305

final

The table below provides the analysis along thetlariteria: content, timeliness and

accessibility.

Hungary, 2005

Content

The press release is approximately
41 lines. The data of the press
release is found in the related
documents.

The press release does not
mention documents. There is a link
to the database with all the
programmes and assessments.
This link does not work anymore
(June 2009).

The balance of conciseness and

completeness is good.

Timeliness

The timeliness is very good.

The press release and excerpt
from the Commission
recommendation are issued on
the same day (20/10/2005). In
the press release it is mentioned
that “today, the European
Commission took the view...”

Accessibility

The press release is hard to find. It is
not in the database of DG ECFIN and
must be found in another database: the
Europa Press release rapid data base.
The search criteria are complex and
general and they very often generate a
long list of documents. Only if the
researcher is aware of the existence of
a particular press release and the day
of its release, the press release is

easily accessible.

The press release mentions a link to
the related document. This link does
not work any more (June 2009) The
documents are found in the database
on the SGP document database of DG
ECFIN.

The press release is aimed at
journalists who are acquainted with the
EU and the SGP. For them the press
release has clear conclusions. The
press release and the related
documents are not easy to understand
for journalists (and others) who are not
familiar with the subject.
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