
n e w s  f r o m  t h e  b r u s s e l s  e c o n o m i c  f o r u m 1 8  m a y  2 0 1 1

The economic 
governance 
reform package

1 Proposal for a Regulation 
amending the legislative 

underpinning of the preventive 
part of the Stability and Growth 
Pact (Regulation 1466/97): the 
monitoring of public finances would 
be based on the new concept of 
prudent fiscal policy-making and the 
Commission may issue a warning in 
the case of significant deviations by 
Member States.

2 Proposal for a Regulation 
amending the legislative 

underpinning of the corrective 
part of the Stability and Growth 
Pact (Regulation 1467/97): debt 
developments would be followed 
more closely and put on an equal 
footing with deficit developments.

3Proposal for a Regulation on 
the effective enforcement 

of budgetary surveillance in 
the euro area: in the preventive 
part of the SGP, an interest-bearing 
deposit would be the consequence of 
significant deviations from prudent 
fiscal policy-making while in the 
corrective part, a non-interest bearing 
deposit amounting to 0.2% of GDP 
would apply. This would be converted 
into a fine in the event of non-
compliance with recommendations 
to correct the excessive deficit.

4Proposal for a Directive 
on requirements for the 

budgetary framework of 
the Member States: minimum 
requirements for implementing the 
objectives of the SGP in national 
budgetary frameworks are set out. 

5Proposal for a Regulation 
on the prevention and 

correction of macroeconomic 
imbalances: a new Excessive 
Imbalance Procedure (EIP) could 
be triggered for countries at risk 
of imbalances, based on a regular 
assessment and in-depth review. The 
Member State would have to present 
a corrective action plan vetted by the 
Council.

6Proposal for a Regulation 
on enforcement measures 

t o  c o r r e c t  e x c e s s i v e 
macroeconomic imbalances 
in the euro area: if a euro-area 
Member State repeatedly failed to 
act on Council EIP recommendations 
to address excessive imbalances, it 
would have to pay a yearly fine equal 
to 0.1% of its GDP.
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their National Reform Programmes 
(NRP s )  a nd  S t a b i l i t y  a nd 
Convergence Programmes (SCPs) 
by June, so that the Commission 
can give policy guidance and rec-
ommendations. Final decisions 
and legislative implementation will 
then follow at the national level. 

The European Semester is closely 
aligned with the SGP and Europe 
2020 strategy. It’s one of the vehi-
cles through which EU policies are 
translated into legislation at the 
Member State level. 

Current state of play 
and next steps

At the European Council 
meet ing in March 

2011 ,  t he  EU 
Heads of State 
or Government 
r e a c h e d 
a n  a g r e e -
ment on the 
basis of the 
Commission’s 
comprehen-
sive package 
of proposed 
reforms to 
economic 

governance. 
And to give 
the  re forms 

extra political 
impetus, a Euro 
P lus  Pac t  was 

formed and its mem-
bers – the euro-area and 

some non euro-area Member 
States – committed publicly to 

implementing the reforms.

The Hungarian Presidency of 
the Council and the European 
Parliament are currently negoti-
ating, with the aim of reaching 
an overall agreement in June. In 
this process, the Commission acts 
as  a facilitator in a constructive 
manner to shape the agreements, 
but as Members of the European 
Parliament have tabled a very large 
number of  amendments to the 
proposed reforms, it is not yet clear 
how closely the final legislation 
will adhere to the Commission’s 
original proposals. 

Europe: Entering a new era of 
economic governance
Europe is poised to implement the most far-reaching overhaul of economic governance since the launch 
of EMU, a comprehensive reform that will strengthen the Stability & Growth Pact, prevent and correct 
macroeconomic imbalances and improve the enforcement of rules. An agreement with the European 
Parliament on the package of reform proposals is expected in June 2011.

The Forum takes place as Europe enters a decade of fundamental reform on its way to creating what Commissioner Olli Rehn has 
called “real and functional economic union”. Over the years, the Forum has hosted the decision-makers and opinion leaders of the 
time, people such as Jacques de Larosière, Felipe González, Jean-Claude Trichet, Jean-Claude Juncker, Tommaso Padoa Schioppa, 
Guy Verhofstadt, Javier Solana, Jeremy Rifkin, Mario Monti, Herman Van Rompuy and Elena Salgado. And this year is no exception 
as leaders such as Dominique Strauss-Kahn, Wolfgang Schäuble, Christine Lagarde and Stefan Ingves join the Forum. 
   Visit the Brussels Economic Forum 2011website: www.ec.europa.eu/bef

Commissioner Olli 
Rehn discusses the 
prospects for improved 
economic governance 
in Europe.
Some critics have claimed 
that the proposed economic 
governance reforms don’t go far 
enough while for others they go 
too far. What makes you think 
that we have struck the right 
balance this time?

I am convinced that we are find-
ing the right balance together with 
the valuable contributions of the 
European Parliament. Let us be 
clear here: this is by all standards 
the most far-reaching overhaul of 
economic governance in Europe 
since the creation of the Economic 
and Monetary Union. As soon as 
it is implemented, our focus will 
be on ensuring the robustness of 
these reforms and on monitoring 
their impact.

A reformed system of economic 
governance is surely not a pan-
acea for all that ails Europe. 
Apart from economic govern-
ance, where should our priori-
ties lie?

Improving economic govern-
ance is essential for a stronger 
European economy, but it alone 
does not suffice. We also need to 
focus on the engines of growth: 
strengthening and re-launching 
the Internal Market, implement-
ing the Europe 2020 strategy and 
reforming the EU budget.

Political will – or the lack 
thereof – has often been cited 
as the biggest challenge to suc-
cessful economic governance in 
Europe. How will political will 
be secured this time?

We have already secured an 
unprecedented level 

of commitment 
from Member 
S t a t e s . And 
t h e  c r i s i s 
h a s  m a d e 
M e m b e r 
States more 
willing than 
ever to work 
together for 

the common 
good. Moreover, 

b y  c r e a t i n g 
greater trans-

p a r e n c y 
t h r o u g h 
tighter sur-
veillance we 
expec t  to 

improve 
compli-

ance. 

12th Forum as Europe moves
towards ‘real economic union’

The economic recovery in the 
EU continues to make head-
way, and real GDP growth 

is expected to continue its posi-
tive trend throughout 2011. The 
improved outlook is supported 
by better prospects for the global 
economy and strong EU business 
sentiment. While the recession 
may be winding down, the sov-
ereign debt crisis is far from over, 
however, and has thus required 
a quick and comprehensive EU 
response. 

Why reform economic 
governance?
Even without the threat of a sover-
eign debt crisis, the financial and 
economic crisis exposed gaps in 
the current governance system, 
and, for the first time, broad con-
sensus emerged on the need to 
reform economic governance in 
the euro area and EU. 

Hence, in September 2010, the 
Commission adopted a legisla-
tive package which represents 
the most comprehensive reinforce-
ment of economic governance in 
the EU and the euro area since 
the launch of the Economic and 
Monetary Union (EMU).

The ‘six pack’
The reform package encompasses 
six major pieces of legislation – 
commonly referred to as the ‘six 
pack’. It includes legislation that 
would strengthen the Stability 
and Growth Pact (SGP), intro-
duce minimum requirements for 
national budgetary frameworks, 
prevent and correct macroeco-
nomic imbalances and introduce 
enforcement measures for non-
compliant Member States more 
firmly and at an earlier stage. 
Within the SGP, the new legisla-
tion would also give equal focus 
to debt as to deficits; Member 
States with debt ratios in excess of 
60% of GDP could become subject 
to the Excessive Deficit Procedure 
(EDP) on this score alone.

Broader macroeconomic surveil-
lance will provide an early warn-
ing of trouble ahead as well as 

help in monitoring the correc-
tion of imbalances. Moreover, the 
Commission has proposed strong 
sanctions such as the temporary 
imposition of interest-bearing 
deposit accounts.

To ensure that reforms are robust, 
the Commission has also pro-
posed that Member States adopt 
national fiscal rules to entrench 
the SGP provisions in their fiscal 
governance frameworks.

The European Semester and 
the Annual Growth Survey
A major policy innovation that 
saw its premiere this year is the 
European Semester, 
the new annual 
period of pol-
icy coordina-
tion during 
w h i c h 
Membe r 
S t a t e s 
have the 
c h a n c e 
to review 
e a c h 
o t h e r ’ s 
economic 
p o l i c i e s 
before they are 
implemented. The 
first ever European 
Semester kicked 
off in January 
2 0 1 1  w i t h 
the  Annua l 
G r o w t h 
Survey. This 
report, pre-
pared by the 
Commission, evaluates the eco-
nomic situation and main chal-
lenges the EU must address, and 
includes recommendations to 
the Member States. This year the 
Annual Growth Survey focuses 
on 10 actions encompassing 
three main priorities: the need 
for rigorous fiscal consolidation 
to enhance macroeconomic sta-
bility; labour market reforms for 
higher employment; and growth 
enhancing measures, from the 
Single Market to trade and com-
mon energy policy. It’s now up to 
individual Member States to adopt 
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and the IMF each contributing 
€22.5 billion. Portugal, which in 
early April applied for financial 
assistance, reached agreement 
with the EU and the IMF on loans 
amounting to €78 billion, based 
on its economic adjustment pro-
gramme supported by the EU, the 
ECB and the IMF.

BoP offers aid to non euro-
area countries
In addition to the EFSM, a bal-
ance of payments (BoP) assist-
ance programme is available to 
EU Member States outside the 
euro area. It also stipulates strict 
conditionality and the adoption 
of an adjustment programme. 
The BoP programmes have so 
far received a total of €13.3 bil-
lion of EU loans and have played 
an integral role in stabilising 
non euro-area EU countries’ 
economies. 

Strauss-Kahn, who is pushing 
an agenda at the IMF and the 
G20 level to help rebalance the 
world economy, says that finan-
cial assistance to individual coun-
tries is only a first step, however. 
“Leaders naturally want to go 
back and deal with problems at 
home – though they forget that 
in today’s globalised world, there 
can be no domestic solution to 
global problems. This has made 
international coordination more 
challenging.” 

preview | Dominique StrauSS-Kahn

Brothers in arms: 
Europe and the IMF

preview | G20

Gearing up 
for the G20 
summit in 
Cannes

While the EU has greatly 
enhanced its ability to 
assist Member States in 

need, the IMF, with its several 
decades of experience estab-
lishing adjustment programmes 
worldwide, has proven to be an 
invaluable partner. Through a 
well-established system of surveil-
lance, the IMF conducts annual 
reviews of countries’ economies, 
and, when requested by a coun-
try in difficulty, it offers loans, 
which are subject to strict ex post 
policy conditions. The IMF also 
offers credit lines to countries 
with an exceptionally good track 
record. In such cases, credit lines 
are tied to ex ante conditional-
ity. However, such arrangements 
have so far not been used by 
euro-area countries.

Conditionality and troika 
missions
Policy conditionality is a key fea-
ture of all adjustment programmes. 
Du r i ng  j o i n t  EU -ECB - IMF 
troika missions, reform measures 
are devised in consultation with 
national experts and agreed upon 
with the country’s government. 
The measures represent the con-
sensus view on the best way to 
return the country to a sustainable 

fiscal position and promote sus-
tainable growth.

“If the system is to support the 
recovery and sustained growth 
beyond i t ,  we  mus t  t r y  to 
address the root causes of these 

instabilities,” explains Dominique 
Strauss-Kahn, Managing Director 
of the IMF since September 2007.

Aid to euro-area countries
Once a strong adjustment pro-
gramme, including conditional-
ity, is in place, the EU and IMF 
may provide financial assistance. 
To date, the EU’s euro-area pro-
gramme of financial assistance 
has been used to extend aid 
to three euro-area countries, 
Greece, Ireland and Portugal. 
Greece’s €110 billion EU-IMF 
financial package was agreed 
before the formal financial assist-
ance mechanism was created. In 
Ireland, the package will cover 
financing needs up to €85 bil-
lion, with the EFSM, the EFSF 
(including bilateral loans from 
the UK, Denmark and Sweden), 

Addressing global economic imbal-
ances and strengthening global eco-
nomic coordination within the G20’s 
Framework for Strong, Sustainable 
and Balanced Growth is a top prior-
ity for the G20. The interconnected 
nature of today’s world economy 
strongly calls for greater coordina-
tion on fiscal, monetary, financial 
sector, structural, exchange rate and 
other policies, and domestic policy-
making should take into account 
negative externalities that affect other 
countries.

A more stable, more robust interna-
tional monetary system is the key to 
providing support for the sweeping 
changes that the global economy is 
experiencing. In this regard, a crucial 
issue is to minimise the potentially 
destabilising effects of excessive capi-
tal inflows on a number of emerg-
ing market countries. “The goal of 
the G20 is to reduce the imbalances 
and economic shocks the emerging 
markets are under,” says Christine 
Lagarde, finance minister of France. 
Recognising that the dollar plays a 
critical role and will continue to do so, 
the G20 is also exploring the interna-
tionalisation of key emerging market 
currencies and international currency 
reserve diversification.

Maintaining the momentum for finan-
cial market reform is another crucial 
challenge for the G20 this year. The 
focus is on implementing past com-
mitments and ensuring a level play-
ing field, in particular  regarding the 
Basel III agreement on banking capi-
tal, Systemically Important Financial 
Institutions (SIFIs) that “are too big 
to fail”, non-cooperative jurisdictions, 
accounting standards convergence and 
remuneration practices which are all 
on the agenda. In addition, a number 
of important outstanding issues, such 
as shadow banking, commodity deriv-
atives markets and consumer financial 
protection, are being addressed.

Also high on the French Presidency’s 
agenda is addressing commodity price 
volatility. Regulating derivatives mar-
kets, improving food security and 
reducing excess supply will help 
counter inflationary pressures fuelled 
by rising commodity prices.

Last but not least, delivering on the 
commitments taken by the G20 in 
Seoul on development will be both a 
high priority and a challenging task 
this year.

“As it stands, the international mon-
etary system is not very effective,” 
says Lagarde. “We want to kick-start 
the thinking process…to bring people 
together with the openness to create 
something that is working better than 
it is now.” 

preview | KlauS reGlinG

The ESM will be an intergovern-
mental organisation among euro-
area Member States based on an 
international treaty.

The facility: financial structure, 
loan capacity, activation
The ESM will have an effective 
lending capacity of €500 billion. 
In order to secure this, the ESM 
will have a subscribed capital of 
€700 billion, consisting of €80 bil-
lion in the form of paid in capital 
provided by the euro-area Member 
States  and €620 billion in commit-
ted callable capital and guarantees. 
The main credit rating agencies 
are expected to assign the ESM 
a ‘triple A’ status, their highest 
rating.

“The  ESM ’s  s t rong  cap i t a l 
backing will mean that credit 

enhancements, such as required 
by the EFSF, which relies on guar-
antees only, will no longer be nec-
essary,” says Klaus Regling, Chief 
Executive Officer of the EFSF.

Support from the ESM will be 
conditional on the adoption of a 
macro-economic adjustment pro-
gramme by the recipient Member 
State and based on analysis of 
public debt sustainability by 
the European Commission, the 
European Central Bank (ECB), 
and the IMF, and approved by the 
Eurogroup. 

Involvement of the private 
sector and Collective Action 
Clauses (CACs)
ESM l end ing  t o  a  Membe r 
State would be junior only to 
that of the IMF. Private sector 

The ESM: A permanent financial stability mechanism for Europe
The European Financial Stability Facility (EFSF) will be replaced by a permanent successor, 
the European Stabilisation Mechanism (ESM), in 2013.

As the sovereign debt crisis 
continued, the need for a per-
manent mechanism for cr i -
sis resolution in the euro area 
became apparent. In March 
2011, therefore, European leaders 
agreed to establish the European 
Stabilisation Mechanism (ESM) 

as a permanent succes-
sor to the European 
Financial Stabil i ty 
Facility (EFSF), as 
well as the European 
Financial Stabilisation 
Mechanism (EFSM). 

The ESM will take over 
the role of the EFSF 

(and the EFSM) in 
providing finan-

cial assistance 
t o  eu ro - a r e a 
Member States 
from June 2013. 

Together with the Commission and the ECB, the International Monetary Fund (IMF) is providing 
financial assistance in the form of loans to EU and euro-area countries in need.

France has set ambitious 
priorities for its G20 
Presidency that will 
culminate with the 
Cannes G20 Summit on 
3-4 November. But with 
unsustainable global growth 
patterns re-emerging, 
marrying urgent short-
term issues with longer-
term challenges will be a 
demanding task for the 
world’s premier economic 
forum this year. 

involvement will be expected 
when financial assistance is pro-
vided by the ESM, and will be in 
line with established IMF policies. 
In order to facilitate an agree-
ment between the Member State 
and its private-sector creditors, 
Collective Action Clauses (CACs) 
will be included in all new euro-
area government securities with 
a maturity over one year, from 
June 2013. Such an agreement to 
adjust the terms of payment could 
for example include extending 
loan maturity, reducing the inter-
est rate or applying a ‘haircut’. 
The new economic governance 
framework will complement the 
ESM, according to Regling, who 
describes the measures as “an 
important step in preventing 
future sovereign debt problems 
in euro-area Member States”. 

Balance of PaymenTs (BoP) suPPorT*

(€ billion) Hungary Latvia romania

EU approvEd 6.5 3.1 5

EU disbUrsEd 5.5 2.9 4.9

iMF approvEd 12 1.7 13

iMF disbUrsEd 8.7 1.1 12

Source: Commission services
*plus €4.7 billion approved bilateral loans from eu 
countries, world Bank, eiB and eBrD

European financial assistance 
programmes: the EFSF, EFSM and ESM
At the height of the sovereign debt crisis in May 2010, the EU established the 
European Financial Stability Facility (EFSF) and the European Financial Stabilisation 
Mechanism (EFSM) to shore up the finances of the most exposed Member States. 
As part of the overall rescue package of €750 billion, the EFSF is able to issue bonds 
guaranteed by euro-area countries for up to €440 billion. Proceeds from these 
bonds are loaned to euro-area countries in difficulty, subject to strict conditionality. 
In addition, the EFSM can provide loans or credits for up to €60 billion with up to 
€250 billion coming from the IMF. The EFSF is a temporary emergency facility which 
will be replaced by its permanent successor, the European Stabilisation Mechanism 
(ESM), in 2013, following a decision by the European Council of March 2011.
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First Annual 
Padoa-Schioppa Lecture

Sharon Bowles, “Economic 
governance after Lisbon”
Sharon Bowles is a Liberal Democrat Member of the European Parliament for the South East 
of England and chair of the Economic and Monetary Affairs Committee.

77% 82%
of European citizens think that 
stronger coordination of economic 
policy among EU Member States is 
an effective way to tackle the current 
financial and economic crisis.

of European citizens think that the 
EU should take a stronger role in 
developing new rules for the global 
financial markets.

Source: euroBarometer 74, eConomiC 
GovernanCe in the european union, Fieldwork: 
november 2010, publication: 12 January 2011

Source: euroBarometer 74, eConomiC 
GovernanCe in the european union, Fieldwork: 
november 2010, publication: 12 January 2011

Two experts give their 
views on the prospects 
for improved economic 
governance

Wolfgang Schäuble will deliver the first annual lecture, honouring a founding father of the euro and 
Economic and Monetary Union who was both its greatest supporter and most objective analyst.

According to opinion polls, 
more than 70% of EU citizens 
consider more coordination 
between countries and an 
increased role for the EU as 
effective in tackling the crisis. 
What degree and form of coordi-
nation at European level do you 
think citizens actually want?

I think citizens want a return to 
financial stability, growth and jobs, 
and this requires  more coordina-
tion between European countries. 
The EU can be an effective tool 
for tackling the crisis but it won’t 
work unless there is national 
ownership of the new rules for 
greater economic policy coordi-
nation and the new rules aren’t 
just simply seen as a top-down 
Brussels approach.

How can the system of eco-
nomic governance be made 
more transparent and why is it 
important to do so?

In a union, the economic policy 
of governments not only has an 
impact on their own budgets and 

deficits, but, as we have seen in 
the past year, can have spillover 
effects on other countries. One 
way we can raise transparency 
and accountability is by enhanc-
ing budgetary surveillance – 
getting independent and accurate 
raw data and assumptions right 
is fundamental to achieving cor-
rect monitoring forecasts at the 
EU level.

M E P s  h a ve  t a b l e d  o v e r 
2 000 amendments to the 
Commission’s economic gov-
ernance proposals. How do you 
think the final legislation on 
economic governance will differ 
from the original Commission 
proposals?

It is not for me to predict what 
the final texts will look like, but 
I can say what I hope to see 
in them. Above all I would like 
to see the Single Market, one 
of the cornerstones of the EU, 
embedded in the package, to 
foster growth and competitive-
ness. The legislation as it stands 
focuses on what will happen if 

PIER CARLo PAdoAn, 
Deputy Secretary-General 
anD chief economiSt, oecD

IGnAzIo VISCo, 
Deputy Director-General, 
Banca D’italia

What are the biggest obstacles 
t o  i m p r o v i n g  e c o n o m i c 
governance?

Padoan: “The issue is not just 
fiscal, but about private financial 
and structural imbalances. There 
must be a strong long-term politi-
cal commitment to fix all of these 
problems.”

Visco: “The policy guidelines 
agreed on by Member States 
are shaped by their long-term 
interests, but day-to-day poli-
cies are inevitably influenced by 
short-term considerations. In the 
absence of a well-defined exter-
nal body for enforcement of the 
rules, full fiscal transparency 
and monitoring by independent 
national and European institutions 
are essential.”

What are the key success factors 
or key focus areas for improving 
economic governance?

Padoan: “EU countries need to be 
serious about coordinating their 
policies. At the same time, many 

point oF view |  Key oBStaCleS anD
SuCCeSS FaCtorS

Tommaso Padoa-Schioppa, known 
to many as one of the intellectual 
architects of the euro, passed away 
on 18 December 2010. Although 
born in Italy, by upbringing as well 
as by vocation, Padoa-Schioppa 
was an internationalist: he gradu-
ated from Bocconi University in 
Milan, did a master’s degree in 

economics at the 
Massachuset ts 
I n s t i t u t e  o f 
Technology and 
found his first 
job with the 
German-Dutch 

retailer C&A.

I n  1 9 6 8 ,  h e 
returned to his 
home country 
t o  j o i n  t h e 

B a n k  o f 
Italy, serv-
ing as its 

Vice Director-General from 1984-
1997. Later he served as finance 
minister in the government of 
Romano Prodi, during which time 
he brought  Italy’s budget deficit 
back below the EU’s 3% limit. 

Architect of the euro
It was outside Italy that Padoa- 
Schioppa achieved his greatest 
distinction, however. While on 
secondment to the European 
Commission as Director-General 
of ECFIN, he wrote a paper in 
1982 arguing that it was incon-
sistent for the EU countries to 
remove barriers to the movement 
of capital and goods, and main-
tain  fixed exchange rates, while 
hoping to retain control of their 
monetary policies. He proposed 
a single currency as the solution.

Padoa-Schioppa served as sec-
retary to the Delors Committee, 

countries do not live up to their 
treaty obligations, but equally as 
important is the need to focus 
on getting Member States back 
on track. 

Under the Treaty of Lisbon, 
co-decision has become the 
norm for decision-making. 
How do you see it affecting 
the decision-making process 

regarding the Commission’s 
proposals for reforming eco-
nomic governance? 

It will make it more difficult, 
but hopefully it will make for 
stronger rules and see an end to 
the back-scratching in Council 
meetings of the past. We cer-
tainly won’t be rubber-stamping 
the Council position! 

of the key deci-
sions, such as 
strengthen-
ing national 
f i s c a l 
f r a m e -
w o r k s , 
n e e d  t o 
be taken in 
the domes-
tic context. 
The approach 
must be cross-
cutting and cover 
fiscal, financial and 
structural policies.”

Visco: “Better national frame-
works help; attention should be 
given not only to public finances 
but also to the conditions of the 
financial system. Greater recourse 
to market mechanisms should be 
encouraged, and extensive infor-
mation should be provided.”

Is sufficiently strong economic 
governance possible without 
greater economic and politi-
cal integration, or even fiscal 
union?

Padoan: “Governance has been 
strengthened already. There would 
be advantages to deeper political 
and fiscal integration, but there is 
every chance that the euro area 
can work well without fiscal union 
if reforms are undertaken.”

Visco: “The EU frame-
work has coped suc-
cessfully with a 
deep recession 
and severe 
local crises. 
Economic 
g o v e r n -
ance has 
b e e n 
enhanced, 
and so has 
p o l i t i c a l 
cooperation. 
These changes 
mu s t  now  be 
consolidated. Most 
importantly, structural 
reforms to foster higher rates of 
economic growth need to be car-
ried out swiftly.”

If the currently proposed 
reforms to economic govern-
ance work, what will Europe 
look like in the coming years?

Padoan: “The reforms would lead 
to a much more stable economy 
if the package were much better 
implemented than past plans. With 
sufficient progress in economic 
integration, removing structural 
barriers to efficiency and boost-
ing innovation, growth would be 
stronger and risks of new imbal-
ances reduced.”

Visco: “Reduced economic and 
social disparities among countries, 
increased productivity and com-
petitiveness where they are cur-
rently most lacking, and a return 
to balanced public finances are 
the key objectives by which the 
success of the economic govern-
ance reforms will be judged.” 

As Germany’s finance minister, Wolfgang Schäuble has been a vocal supporter of EMU 
and European economic integration, as well as a stern advocate of fiscal discipline. 
He believes that a well-established and sound EU framework for sustainable finances 
is essential for keeping Europe’s fiscal house in order and thus underpinning EMU. 

This energetic and experienced politician has had a long and distinguished career in 
public service, serving as Federal Minister for Special Affairs of Germany and Chief of 
the Chancellery, and then as Federal Minister of the Interior in the cabinet of Helmut 
Kohl from 1984-1991 and as Federal Minister of the Interior in Angela Merkel’s first 
cabinet from 2005 to 2009. He was named European finance minister of the year by 
The Financial Times in 2010. Wolfgang Schäuble will deliver the first Annual Tommaso 
Padoa-Schioppa Lecture.

viewpoint | wolFGanG SChäuBle

which published a blueprint for 
monetary union in April 1989, 
and he was involved in the 
detailed planning which ulti-
mately brought into being the 
European Central Bank.

Stability And growth
As a founding father of the euro 
and Economic and Monetary 
Union (EMU), Padoa-Schioppa 
was its greatest supporter as 
well as its most objective ana-
lyst. He described the euro as 
“a currency without a state”, 
and called for closer economic 
integration. While supportive of 
the current reforms to economic 
governance, he argued that the 
proposed reforms are insuffi-
cient because “they provide only 
a stability framework, not yet a 
growth framework.” 

Despite his frustration with the 
pace of reform and continuing 
turmoil across the euro area, 
Padoa-Schioppa remained a firm 
believer in the ideal of European 
monetary union. He considered 
the euro “a common element of 
strength” and liked to quip that 
EMU was like the emu, an ostrich-
like Australian bird, because “nei-
ther can go backwards”.

If anything, Padoa-Schioppa saw 
the single currency as a step in a 
process. “Fully-fledged European 
monetary union,” he observed “is 
the high road to policy coordina-
tion and economic convergence.” 

pier carlo paDoan
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Perhaps Begg’s most controversial 
stand is his criticism of austerity 
measures. According to him, “the 
IMF/EU bailout deal has failed 
and…if we persist with these failed 
policies, this country is heading for 
a disorganised default.”

Begg is not necessarily opposed to 
austerity measures, he just believes 
that the current measures call for 
cuts which are too deep over a 
timeframe that is too short. “Has 
any country ever deflated its way 
out of a recession?” he asks point-
edly, and cites a raft of expert 
opinion ranging from the Financial 
Times and The Economist to the 
ESRI Quarterly and even the IMF 
to bolster his case.

His solution is to extend the cur-
rently agreed four-year fiscal 
adjustment period to seven years. 
He points out that Ireland has the 
lowest debt-to-GDP ratio in the EU, 
so there is room for manoeuvre. 

Growth with equity
Begg’s gentler route to recovery 
goes well beyond fiscal adjust-
ment, however. To him, growth 
with equity is the key. He would 
implement a more progressive tax 
system to capture additional reve-
nue and spread the pain of adjust-
ment more fairly, create a National 
Recovery Bond to finance invest-
ment in productive infrastructure 
and implement job-sharing and 
other flexible labour market poli-
cies that preserve jobs. 

Begg advocates a social solidar-
ity pact. What we need to do, 
he explains, is to “re-learn the 
meaning of social solidarity; to 
figure out how to share what we 
have so that, however long this 
recession takes, nobody gets left 
behind.” 
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There is a ‘Better Way’
David Begg is General Secretary of the Irish 
Congress of Trade Unions. To recover from the crisis, 
he proposes a social solidarity pact that emphasises 
growth and social equity.

proFile | alBerto aleSina

An EU realist 

albe r to  A les ina  i s  the 
Nathaniel Ropes Professor 
o f  Po l i t i ca l  Economy 

at Harvard University, where 
he served as Chairman of the 
Department of Economics from 
2003-2006. Alesina was born 
in Broni Pavia, Italy, but since 
obta in ing h i s  undergradu -
ate degree in economics from 
Bocconi University in 1981, has 
spent much of his life abroad: he 
received masters and doctorate 
degrees from Harvard University, 
and he has visited several institu-
tions including the Massachusetts 
Institute of Technology (MIT), 
Tel Aviv University, University 
of Stockholm, The World Bank, 
and the International Monetary 

Fund (IMF).  

The EU: a pragmatist’s 
analysis
A s  a n  a c a d e m i c , 
Professor Alesina has 
done considerable work 
in the area of European 
economic integration. 
He believes that “the 
EU – like any interna-
tional union – should 

“The EMU sovereign-debt crisis: 
Fundamentals, expectations 
and contagion”

This paper provides a detailed 
empirical investigation of the 
European sovereign-debt crisis 
based on the theoretical model of 
Arghyrou and Tsoukalas (2010). 
The authors find evidence of 
a marked shift in market pric-
ing behaviour from a ‘con-
vergence-trade’ model before 
August 2007 to one driven by 

macro-fundamentals and inter-
national risk thereafter. The 
majority of EMU countries have 
experienced contagion from 
Greece. There is no evidence of 
significant speculation effects 
originating from CDS markets, 
however. The authors’ findings 
highlight the necessity of struc-
tural, competitiveness-inducing 
reforms in periphery EMU coun-
tries and institutional reforms to 
enhance economic monitoring 
and policy coordination within 
the euro area. 

David Begg has been General 
Secretary of the Irish Congress 
of Trade Unions (ICTU) since 
2001. He was born in Rolestown, 
North County Dublin. Prior to 
assuming his current post, Begg 
was Chief Executive of Concern 
Worldwide, an international 
humanitarian organisation, and 
from 1995-2010, he was Director 
of the Irish Central Bank.

The Better and Fairer Way
Since the onset of the crisis, 
Begg has been a vocal pro-
ponent of a ‘New Deal’ for 
Ireland. This “Better and Fairer 
Way” views the crisis not just 
as a pure economic challenge, 
but as a political economic 
challenge. It takes a holistic 
approach to the crisis, view-
ing it as five sub-crises: eco-
nomic, fiscal, banking, social 
and reputational. “A country is 
much more than an economy,” 
according to Begg.

focus on policy areas where 
economies of scale are large, 
and internalising externalities 
is important, and delegate to 
national or even sub-national 
levels of government the policy 
prerogatives where heterogeneity 
of preferences is predominant.” 

According to Alesina, the deci-
sion to “centralise” some func-
t ions at the European level 
should be based on a rational 
trade-off between the benefits of 
scale and heterogeneity costs. He 
notes, for example, that the deci-
sion to adopt the single currency 
and centralise monetary policy 
revolved around the question 
of whether the scale benefits of 
the single currency such as lower 
transaction costs and more trans-
parent relative prices outweighed 
the costs associated with heter-
ogeneity such as differences in 
business cycles across countries.

A realist view on economic 
governance
While he is a strong supporter 
of strengthened economic gov-
ernance, Alesina is cautious. He 

europe and the 
crisis, as seen 
by last year’s 
speakers

“ There may be one silver 
lining in this crisis: it has 
made it absolutely clear to 
everyone that coordinated 
policy-making is essential 
in the EU.”

oLLI REHn, EUROPEAN 
COMMISSIONER FOR ECONOMIC 

AND MONETARy AFFAIRS

“ We did not have the 
policy instruments to deal 
with the crisis. So we 
built a lifeboat at sea…but 
we clearly cannot go on 
improvising like this.”
HERMAn VAn RoMPUy, PRESIDENT 

OF THE EUROPEAN UNION

“ We must act to mitigate 
crises…to decrease their 
size, their frequency 
and their consequences, 
keeping in mind the trade-
off between stability and 
growth.”

ELEnA SALGAdo, FINANCE 
MINISTER, SPAIN

Alberto Alesina is the Nathaniel Ropes Professor of Political Economy at Harvard University. His two most 
recent books are “The Future of Europe: Reform or Decline” and “Fighting Poverty in the US and Europe: A 

World of Difference”. Alesina is a dispassionate analyst of European integration.
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notes three major obstacles to 
strengthening economic govern-
ance: finding a way to trade off 
national interests versus supra-
national interests in the area of 
fiscal policy; the lack of disci-
pline of a few member countries; 
and the inability of some coun-
tries to engage in productivity- 
enhancing reforms. Moreover, 
Alesina sees economic govern-
ance as an issue whose suc-
cess will be determined at the 
national – rather than EU – level. 
According to him, improving 
domestic management of fiscal 
policy is the key to success. “I do 
not think that member countries 
are willing to delegate much fis-
cal authority to the Union,” states 
Alesina flatly.

At the same time, Alesina sees 
the current direction of economic 
coordination as the only possible 
way forward. “Political integra-
tion and further fiscal union are 
not on the table,” he says. But 
if national governments change 
their policies, “the new rules may 
help avoid crises like the one we 
are seeing now.” 


