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EDITORIAL 

 

 

ix 

Four years on from the onset of the crisis, we still find ourselves in very challenging economic times. The 

economic recovery has not lived up to the expectations that existed at the time of the publication of last 

year's report. The EU is entering recession again and concerns over debt sustainability in some Member 

States, signalled by persistently high spreads in their sovereign bond yields continue to dominate the 

policy agenda. The vicious circle between sovereign debt and a still fragile banking sector added to the 

vulnerability.  

Member States remain committed to the consolidation of their public budgets, both in this and coming 

years, as is evident from their medium-term plans. These show that despite the worsened macroeconomic 

outlook, Member States are sticking with their consolidation plans and will continue closing their deficits 

this year and next. The composition of consolidation in terms of the expenditure/revenue split and types 

of measures that are being implemented is broadly consistent with a credible consolidation supportive to 

medium-term growth.  This is discussed in Part I of the Report. It shows that the significant increase in 

debt ratios seen since the start of the crisis alongside the still sizeable deficits mean that there is little 

scope for many Member States to ease off the fiscal tightening, despite the extra pressure that this might 

put on already faltering growth. Amid the debate about how best to continue to respond to the crisis, 

concerns have been raised that further fiscal consolidation amid weak growth prospects may have self-

defeating effects on debt ratios. Part III presents a detailed analysis that highlights how such effects may 

arise but concludes that such cases are rather theoretical and anyhow short-lived under reasonable 

economic assumptions. The analysis shows that for a large negative response of growth to consolidation ï 

as captured by a high value of the fiscal multipliers ï such undesired effects would be quickly reversed 

unless these multipliers have a high persistence. This happens in cases where the fiscal adjustments are 

repeatedly non-credible or if effects on interest rates are large and negative, contrary to what is normally 

expected in consolidations. So, in order for the consolidation driven increase in debt to persist, a high 

degree of financial market myopia alongside an implausible negative reaction of interest rates to 

consolidation are required. Such a situation would happen if factors that cannot be modelled influence 

heavily the reaction of financial markets, for example if financial markets come to believe that 

consolidation will be reversed based on the consideration that the short-term negative impact on growth 

will make consolidation too unpopular. Simulations based on projections for the EU Member States 

confirm the expectation that any negative response of debt to consolidation will be quickly reversed, even 

for high debt countries. 

As part of the response to the crisis, the EU has introduced a major overhaul of the EU system of 

economic governance. Economic and budgetary surveillance in the EU ï and especially in euro area ï has 

been largely reformed with the adoption of the legislative package known as the "Six Pack", which 

entered into force at the end of 2011. The new provisions that now apply put conditions on the debt level 

at the heart of the Stability and Growth Pact and will ensure that reducing the high public indebtedness 

that the crisis will have left behind is a key priority in Member States' fiscal policy setting. In addition, 

the introduction of an expenditure benchmark and the possibility of financial sanctions in the preventive 

arm of the Stability and Growth Pact will provide a framework that supports better fiscal policy-making 

when better economic times return, to ensure that the Member States public finances return to a position 

of underlying health. Despite these changes, increasing evidence of the scale of the spillovers between 

euro area countries has given impetus to the drive to further strengthen euro area economic governance. 

In November 2011, the Commission took a first step in this direction, proposing enhanced monitoring of 

budgetary policies of all euro area Member States as well as specific surveillance procedures for those 

experiencing financial stability risks. The Commission's proposals were followed by the signature of an 

intergovernmental Treaty by 25 Member States in March this year, committing the contracting parties to 

ambitious fiscal discipline including an appropriate mirroring of the core EU budgetary rule ï namely, the 

requirement that each country's structural balance should be at its Medium-Term Budgetary Objective ï 

in national legislation. The new architecture is not that of a perpetual fiscal austerity: after an initial effort 

to put their fiscal house in order, Member States have to ensure that their expenditure is financed. This 

should be normal practice to ensure sustainability of public finances but poses no constraints on the size 

or type of expenditure that governments undertake. All that is required is that there are sufficient revenues 



 

 

x 

to fund the spending programmes. The Report describes developments in budgetary surveillance in Part 

II.  

In a phase of consolidation, there are concerns that the increasing devolution of tasks from central to 

subnational tiers of government may jeopardise aggregate fiscal discipline. Part IV of the Report 

characterises fiscal decentralisation arrangements in the EU from both the expenditure and revenue side, 

based on Eurostat data and country-specific descriptions. It shows through econometric analysis that 

fiscal decentralisation is not in itself harmful for fiscal discipline, as long as subnational governments 

predominantly finance their expenditures with their own taxes and fees rather than with transfers from the 

central government. Policy concerns should therefore not focus on decentralisation as such but on 

decentralisations that are not accompanied by subnational responsibility on the revenue side. It is not who 

undertakes the spending that is important, but whether those spending are also those who are accountable 

to taxpayers. 

The reforms of fiscal governance adopted and proposed make the necessary budgetary consolidation at 

Member States' level more credible and equip the EU with much better tools to appropriately respond to 

future crises. Moreover financial backstops have been put in place since 2010 and progressively 

strengthened to guarantee the stability of the euro area, culminating in the adoption of a permanent crisis 

resolution mechanism, the European Stability Mechanism, in February of this year. While far-reaching, 

these measures still cannot solve all the current difficulties of the EU economies. While sound public 

finances are and will remain a cornerstone of the European Union's policy response to the crisis, 

complementary action on the fragile financial system is necessary. In this regard, the Euro Area Summit 

of 29 June affirmed that it is imperative to break the vicious circle between banks and sovereigns.. These 

are all steps towards the achievement of a genuine economic and monetary union, for which a specific 

and time-bound road map is being prepared. 

 

Marco Buti 

 

Director-General 

Economic and Financial Affairs    
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Following the deep contraction the EU economy went through in 2009 

modest growth had returned in the third quarter of 2009 and with it came an 

expectation that albeit-slow return to normality had begun. While this seemed 

to be the case in 2010, by the end of 2011, the outlook had taken a downward 

turn. The expectation now is that real GDP will stagnate or go into slightly 

negative territory this year before picking up again in 2013 based on an 

appeasement of uncertainties linked to the situation in Greece and Spain. 

While there are some encouraging signs on the global stage in terms of the 

outlook for the world economy, the continued need for profound macro-

economic adjustment as a consequence of the imbalances that have built up 

during the last decade in the public and private sector weigh heavily on the 

growth outlook. 

The macroeconomic environment is thus characterized by considerable 

variation within the European Union..In 2011, economic growth exceeded 

3% in several Member States, but was negative in others like Greece, 

Portugal and Slovenia.  

Despite weaker growth in 2011 than forecast a year ago, overall public 

deficits were reduced thanks to strong consolidation efforts. In the euro area, 

the average general government deficit fell from 6.2% of GDP in 2010 to 

4.1% of GDP in 2011, and a similar improvement also occurred in the EU27. 

Around half of this improvement was structural, indicating that consolidation 

measures and economic growth played a roughly equal role in reducing the 

deficit. The better budgetary positions in the euro area were primarily 

expenditure-based. 

In the euro area, budget balances vary widely.  While the highest deficit 

amounted to 13% of GDP (Ireland), two countries were able to bring their 

deficit below the 3%-of-GDP Treaty limit in a sustainable manner (Bulgaria 

and Germany). Yet, twenty one Member States remain subject to the 

Excessive Deficit Procedure.  

Overall, the reduction in deficits is forecast to continue in 2012 and 2013. 

According to the Commission services' Spring 2012 forecast, public deficit is 

set to shrink to 3.8% of GDP in 2012 and then to fall further to 3.4% in 2013 

for the EU as a whole. The combination of continued falling deficits 

alongside a widening output gap for 2012 means that overall the fiscal stance 

is expected to turn pro-cyclical this year, before turning counter-cyclical 

again in 2013 with the anticipated return of stronger growth, although in an 

environment of large and negative output gap.  

In view of the substantial debt increase induced by the crisis, the Member 

States plan for pursuing ambitious fiscal consolidation plans. Their Stability 

and Convergence Programmes (SCPs), which were submitted to the 

Commission and Council in Spring as part of the European Semester, show 

that they have broadly the same expectations on growth than the 

Commission. They broadly maintain their nominal fiscal targets in spite of 

the foreseen protraction of the cyclical slowdown currently underway. On 

aggregate, both the EU27 and the euro area are projecting that they will 

significantly improve their fiscal positions every year between 2011 and 

2015, with the time profile of the consolidation being relatively front-loaded. 

Recent  economic 

developments have 

been worse than 

expectedé 

éand the differences 

across countries are 

particularly marked  

Despite disappointing 

growth developments, 

deficits have been 

reduced thanks to 

decisive expenditure -

based fiscal 

consolidation plans é. 

éand are expected 

to shrink further in 2012 

and 2013  

The budgetary plans 

submitted by Member 

States show continued 

structural tightening 

over 2012 and 2013é 
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This overall pattern conceals considerable variation across Member States, 

with Ireland, Spain, Italy, Slovenia, Bulgaria, Latvia, Lithuania, Poland, 

Romania, and the United Kingdom showing the largest deficit reductions in 

their 2012 budgets. 

The consolidation plans set out in the SCPs rely on large structural 

tightening. The average structural balance in both the EU27 and euro area 

should fall by over 3 percentage points of GDP over the four years from 2011 

to 2015. For a number of Member States, the pace of consolidation tends to 

be more moderate as they move out of excessive deficits and embark on the 

adjustment path towards their medium-term objective (MTO). The marked 

structural improvement of around 1½ percentage points of GDP expected for 

2012, as opposed to the planned structural tightening close to 1 percentage 

point in last year's SCPs, indicates that the Member States have generally 

undertaken additional structural adjustments, while macroeconomic 

conditions are less favourable.  

It is evident, that economic growth is a key concern: this is the reason why 

the EU, in line with its Europe 2020 growth strategy, proposed in the context 

of the European Semester, country-specific recommendations for the reforms 

that need to be undertaken to deliver stability, growth and jobs. However, the 

weak growth environment poses a challenge to fiscal consolidation. One 

element that plays a role in the relationship between growth and 

consolidation is the composition of the consolidation. Consolidations based 

on expenditure rather than revenues tend in general to be more lasting and 

more growth-supporting in the medium-term, but more recessive in the short-

term. Indeed, the improvements in the budgetary positions in the euro area 

between 2010 and 2011 have been primarily engineered via expenditure 

restraint. However, this has been also achieved through phasing out the 

stimulus programmes of 2009, including reductions in public investment.  

According to plans set out in the SCPs, Member States project to base further 

fiscal consolidation on expenditure cuts, thus aiming at making it as durable 

as possible. 

The need to restore the credibility in the public finances and the danger posed 

by large deficits and debts are obvious and even more so now that growth 

prospects are looking weak again. However, while weak growth causes larger 

deficits, the effect of consolidation on growth must also be taken into 

account. As a country consolidates, in the short-term aggregate demand falls 

and this has a negative impact on growth before the positive impacts from 

reduced interest payments and reduced taxation kicks in.  

 

However, consolidation remains a must in view of the effect of several years 

of the worst economic and financial crisis since World War II on overall 

government debt figures. Deficits may be falling on average, but they remain 

significant, and public support to the financial system continues to drive up 

public debt. In 2011, the average debt-to-GDP ratio in the euro area reached 

88% of GDP ï some 20 percentage points higher than at the start of the crisis 

in 2007. Portugal, Spain, Greece and Ireland saw the highest increases in 

2011. Further expected increases in debt in 2012 and 2013 point to a euro 
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area debt to GDP ratio of 92.6% of GDP by 2013, with a possibility of higher 

levels resulting from any further public interventions in the financial sector.   

A number of countries have faced strong pressure from financial markets, as 

doubts about their ability to finance their increased debt have led to 

unprecedented spreads on the interest rates on their sovereign debt. Within 

the euro area, Greece, Ireland and Portugal have been granted financial 

assistance, enabling them to access funds from outside the markets, subject to 

strict conditionality requirements. The case for strong and sustainable public 

finances no longer needs to be made ï the events of recent times make the 

case for it evident. 

The aggravation of market tensions for some euro area countries led to the 

creation of financial backstops of last resort in order to safeguard stability of 

the euro area. The temporary firewalls that were gradually developed in the 

course of 2010 are currently providing financial support to Greece, Ireland 

and Portugal. At the end of 2010, the European Council decided to establish a 

permanent crisis resolution mechanism. Following technical and political 

decisions to enhance the mechanism's flexibility, euro area Member States 

signed a Treaty establishing the European Stability Mechanism (ESM) in 

February 2012. The strict conditionality attached to the financial support 

provided by all these mechanisms implied a significant strengthening of 

economic and fiscal surveillance on the Member States concerned. 

The supervisory and regulatory framework of the banking system also 

underwent significant reforms. A new EU financial supervisory framework 

became operational in January 2011. In response to G20 commitments, the 

EU continues its financial regulation programme notably by strengthening 

the capital requirements for banks and by presenting a European framework 

for bank recovery and resolution. The proposed framework sets out the 

necessary steps and powers to ensure that bank failures across the EU are 

managed in a way which avoids financial instability and minimises costs for 

taxpayers. Moving towards a genuine banking union based on a single 

banking supervision mechanism, the June 29 Euro Area Summit confirmed 

that the Commission would present proposals to that effect. 

A major overhaul of the EU economic governance framework was proposed 

by the Commission in September 2010 and adopted by European Parliament 

and Council in the second half of 2011 (the so-called 'Six Pack'). With its 

entry into force in December 2011, the EU is now equipped with much 

stronger rules than before the start of the economic and financial crisis. 

The Six Pack legislation has strengthened a wide range of existing aspects of 

economic governance and introduced new ones. A new Macroeconomic 

Imbalances Procedure has been set up to prevent or correct macroeconomic 

imbalances to reduce the risks of their unwinding resulting in sudden rises of 

government deficits and debt. In addition, the Six Pack introduced wide 

reforms to the Stability and Growth Pact (SGP) which sets out the provisions 

according to which the Treaty requirements to ensure fiscal discipline are 

implements.  The SGP contains two arms ï the preventive and the corrective 

ï with the former setting the requirements for policy-making under normal 

circumstances and the latter dealing with the consequences of gross errors in 

fiscal policy making.  
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As a result of the Six Pack legislation, the adjustment towards the medium-

term budgetary objective, which is the core concept of the preventive arm of 

the SGP, has a new dimension, easier to monitor. While compliance was 

previously assessed by looking at a country's structural balance, a new 

expenditure benchmark has been added, which will allow an early detection 

and correction of unsustainable expenditure developments. In the years prior 

to the onset of the crisis,  increases in expenditure were a key reason for a 

persistence of weak underlying public finances, which then left Member 

States with insufficient fiscal space to support their economies when the 

crisis hit.  As for the corrective arm, in line with the Treaty envisaging both a 

deficit and a debt criterion to examine compliance with budgetary discipline, 

a debt-reduction benchmark has been established to allow the opening of an 

excessive deficit procedure (EDP) on the basis of an insufficiently 

diminishing debt-to-GDP ratio. Preceded by an assessment of the relevant 

factors, an EDP can now be launched for Member States whose debt exceeds 

60% of GDP and does not comply with the numerical debt benchmark, even 

if they show a deficit below 3% of GDP.  

The Six Pack also changed the provisions for enforcement of the SGP. For 

the euro area, enforcement is now ensured by an early and gradual system of 

financial sanctions, which can already be invoked in the preventive arm, in 

the case of inadequate measures to correct a significant deviation from the 

appropriate adjustment towards the MTO. Previously, the possibility of 

financial sanctions was limited to a very late stage of the corrective arm.  

The Six Pack also includes a new Directive on national budgetary 

frameworks aiming at promoting compliance with the SGP by introducing 

minimum standards for Member States' fiscal frameworks. Different 

frameworks can be compatible with EU budgetary framework, as long as 

their quality and the consistency of their rules is conducive to the 

achievement of the EU obligations. For this reason, the Directive requires 

only minimum standards, in particular with regard to accounting and 

statistics, forecasting, numerical fiscal rules, medium-term budgetary 

frameworks and transparency. But further initiatives have also been taken: in 

order to help countries that wish to go beyond the minimum requirements set 

out in the Directive, Member States also participate in an exchange of 

information in order to help identify best practices and provide examples of 

how to build stronger frameworks and institutions. The first meetings took 

place in November 2011.   

With the sovereign debt crisis intensifying over the course of 2011, the 

consensus in favour of deeper reforms, both at national and EU level, to 

support the euro area gained in strength and momentum. On 23 November 

2011, the Commission proposed two regulations further strengthening the 

budgetary and economic policy surveillance requirements and processes for 

the euro area. The first proposal aims at enhancing monitoring of budgetary 

policies of euro area Member States, including provisions specific to euro 

area Member States subject to Excessive Deficit Procedure, to which stricter 

monitoring requirements apply. The second proposal concerns euro area 

Member States experiencing severe difficulties with regard to their financial 

stability or receiving a financial assistance on a precautionary basis.  

The consensus for mirroring EU rules at national level is also behind the 
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signature of the Treaty on Stability Coordination and Governance (TSCG) 

that was signed by 25 Member States (all EU countries except the United 

Kingdom and Czech Republic) on 2 March 2012 and that is currently 

undergoing the process of ratification. The TSCG commits participating euro 

area countries to the Fiscal Compact which reinforces the obligation to reach 

the MTO already envisaged by the preventive arm of the SGP through 

national rules and automatic corrective mechanisms. 

The adoption of these initiatives, has not, of course, solved the debt crisis. 

Whatever the extent of the improvement, a reform of the economic 

governance framework cannot suddenly solve a crisis which is fundamentally 

a (private and government) balance sheet problem. Overcoming the current 

crisis requires deleveraging in both the public and private sectors. The 

reforms adopted and proposed enhance the credibility of the planned fiscal 

adjustment and thus reduce its negative short term impact on real GDP 

growth and set up the framework for better policy-making in the years when 

growth has returned.  

It has been however claimed in some corners that there are circumstances in 

which consolidation can lead to dynamics where consolidating may lead to  

increase rather than reduce debt-to-GDP ratios, at least in the short-term. In 

particular, such counter-intuitive dynamics would play out when the effect of 

a consolidation has such a negative impact on the economy, that government 

debt as a share of GDP increases significantly due to the shrinking of its 

denominator (other things being equal, as GDP falls, debt as a share of GDP 

increases). This then has the effect of increasing the interest payments in 

GDP and requires further consolidation which further increases the debt 

burden. Part III shows that this would be the case only under very restrictive 

assumptions. 

The main factors driving the success of a consolidation in reducing the debt 

ratio are the value of the fiscal multiplier (which measures the reaction of the 

economic output to a budgetary expansion or consolidation by the 

government) and the reaction of sovereign yields to consolidation. The size 

of first-year multipliers is larger if the fiscal consolidation is based on 

government expenditures ï and government investment in particular ï if the 

measures taken are not credible and temporary, if agents are not financially 

constrained and if the monetary policy stance is such as to reduce real interest 

rates along with the fiscal shock. The negative output effects of 

consolidations are larger if consolidations are implemented at the same time 

worldwide. The composition of consolidation has an impact on long-term 

output with tax-based consolidations less supportive of long-term growth.  

However, there is a growing understanding that fiscal multipliers are non-

linear and become larger in crisis periods due to uncertainty about aggregate 

demand and credit conditions, the presence of slack in the economy, the 

larger share of consumers that are liquidity constrained, and to the more 

accommodative stance of monetary policy. Given these findings, it is 

reasonable to suspect that in the present juncture the multipliers for 

composition-balanced permanent consolidations are higher than normal. The 

simulations conducted show that it cannot be excluded that counter-intuitive 

effects on the debt ratio may arise under certain, very specific, strong 

In the current juncture 
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inescapable in m any 
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The success or failure 
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assumptions. Such short-term effects are countered if the immediate reaction 

of interest rates to consolidation is very large.  

These effects, however, can only arise, if several factors play out at the same 

time: the effects of consolidation on GDP would last various years, the deficit 

reduction would induce a large increase on average effective interest rates 

(contrary to what is normally expected and estimated in consolidations) the 

increase in risk premia induced by a higher observed debt ratio are ten times 

the average estimates and, finally, financial markets would suffer from a high 

degree of myopia. Simulations based on projections for the EU Member 

States yield the result that given these extreme assumptions, such debt-

increasing effect of consolidations would in general be short-lived.  

Consolidation needs within the European fiscal framework is based on 

general government balance, which is the appropriate level as overall debt 

sustainability is the key element of the Stability and Growth Pact.  This is the 

reason why budgetary targets set within the EU fiscal surveillance framework 

apply to the whole of general government. However, the responsibility for 

their achievement rests on central government only.In recent years, EU 

policymakers have increasingly raised the concern that the behaviour of 

subnational governments may be one of the factors hindering the 

achievement of budgetary targets at general government level. The necessity 

of consolidation and the implementation of minimum requirements for 

national budgetary framework have given prominence to the necessity of 

designing carefully fiscal rules for subnational authorities within EU Member 

States, especially against the trend towards increasing fiscal decentralisation 

across most of the EU from both the expenditure and revenue sides. 

Part IV documents that, albeit with some cross-country heterogeneity, this 

trend concerns also traditionally centralised countries, with common patterns 

emerging with respects to the functions that are more frequently devolved to 

subnational tiers. In many cases, functions that used to be centralized along 

with expenditures that have a markedly local dimension have been devolved 

ï fully or in part ï to subnational tiers of government. However fiscal 

responsibility has not always followed, as transfers from the central 

government tend to predominate over taxes as the main revenue source of 

subnational governments across the EU and truly autonomous subnational 

taxes are quantitatively important mainly in the more decentralised Member 

States. However subnational governments are often subject to fiscal rules, 

but, generally, default of subnational entities in fiscal distress is de facto 

ruled out, although central government 'bailout' often comes at the price of 

much tighter central control on subnational policies. 
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Part IV also investigates the relationship between fiscal decentralisation and 

fiscal outcomes of general government in the EU through econometric 

analysis. It appears that fiscal decentralisation is not harmful for budgetary 

discipline at the general government level per se, although it is likely to have 

an adverse effect if predominantly financed by transfers from the central 

government and if not matched by subnational governments having the 

responsibility for financing the expenditures through their own taxes and 

fees. This is in line with theoretical predictions underlining the risk of a 'soft-

budget constraint' associated with a high reliance on transfers. Therefore, the 

policy concerns over possible adverse implications on budget balances 

should not focus on decentralisation as such but on a 'bad' design of 

decentralisation, i.e. one which is not accompanied by subnational financial 

responsibility. With respect to fiscal rules applying to subnational 

governments, borrowing rules appear to partly counteract the adverse effect 

of transfers on fiscal balances. 
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The recovery which had followed the worst 

economic crisis since World War II is now stalling 

with the euro area and the whole EU economy 

being estimated to have been in a mild recession 

over the last few months. After the deep recession 

in 2009 and the temporary rebound in 2010 

followed by a still favourable beginning of 2011, 

GDP growth started to slow again in the course of 

2011. In particular, the final weeks of the year 

brought about sluggish growth, tensions in many 

sovereign debt markets and banking sector 

fragility, which spread over the first months of 

2012. GDP is expected to slightly decrease in 2012 

in the euro area and to remain flat in the EU, with 

higher growth of the rest of the world leading to a 

slow recovery as of the second half of the year, 

assuming the resolution of present uncertainties in 

the sovereign and banking markets. Against this 

background, the Euro Area Summit of June 29 

stressed the necessity to break the vicious circle 

between banks and sovereigns and supported a 

proposal for an effective single supervisory 

mechanism for banks in the euro area allowing the 

European Stability Mechanism (see box I.1.1) the 

possibility to recapitalize banks directly relying on 

appropriate conditionality. The introduction of 

such a novelty and the financial support to Spain 

will  help the return to financial stability. 

However, growth developments in the EU are now 

diverging more strongly across Member States 

than in previous years. In 2011, GDP growth 

ranged from high positive rates of over 3% in 

several Member States to negative growth in 

others. GDP growth is expected to be widely 

differentiated also in 2012, with a certain number 

of countries going back to negative growth. 

The public finances continue to be heavily affected 

by adverse GDP and labour market developments 

and the majority of EU countries posted a 2011 

government deficit above 3% of GDP, although 

Member States reduced deficits substantially in 

2011. The euro area headline deficit decreased by 

two points to 4.1% of GDP, with a similar 

improvement registered in the EU as a whole. 

Within the euro area, all Member States posted 

improvements, with the exception of Cyprus and 

Slovenia but with highly differentiated budgetary 

positions. The stronger budgetary positions in the 

euro area were primarily due to a lower 

expenditure-to-GDP ratio.  

According to the Commission services' Spring 

2012 forecasts, the improvements in the budgetary 

positions are expected to continue, although 

downside risks remain and country-specific 

developments differ widely. The aggregate general 

government deficit for the euro area and the EU is 

expected to shrink by 0.9 percentage points to 

reach 3.1% of GDP (3.6% of GDP for the EU) in 

2012 with a further improvement in 2013, despite 

the fact that the additional effect of high interest 

expenditures kicks in. As a consequence of 

continued structural fiscal tightening coupled with 

widening negative output gaps, in several EU 

Member States the fiscal stance is forecast to be 

pro-cyclical in 2012, albeit to a very different 

degree. 

High budget deficits and overall modest real GDP 

growth with public interventions in the financial 

system continued to drive up public debt. In 2011 

the debt-to-GDP for the euro area amounted to 

88% (83.0% for the EU) 2.4 (2.8 for the EU) 

percentage points up on 2010. A further increase in 

debt in 2012 to 92.6% of GDP in the euro area 

(87.3% in the EU) by 2013 is projected in 

Commission services' Spring 2012 forecast. 

Moreover a high risk remains of further public 

intervention in the financial sector in certain 

countries. Public finance developments and 

outlook in the euro area and in the EU are analysed 

in Chapter I.1. Consolidation can have a negative 

short-term impact on aggregate demand, as 

discussed in more detail in Part III. However, 

consolidation is necessary in many EU Member 

States, especially those under a macroeconomic-

adjustment programme or those under heavy 

pressure from the financial markets in order to 

avoid dangerously spiralling interest rates. It is 

therefore important that consolidation is done in a 

way that preserves growth prospects in the 

medium-term and accompanied by appropriate 

structural reforms.  

Chapter I.2 focusses on the excessive deficit 

procedure (EDP) and describes the developments 

in the application of the Stability and Growth Pact 

(SGP) in the first year following the major reform 

strengthening EU fiscal governance which was 

approved by the legislator, in late 2011. 

Developments in this area reflect the fact that in 

2011 the government deficit exceeded the 3% of 

GDP reference value in seventeen Member States. 
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The Council abrogated the Finnish EDP in 2011 

and the Bulgarian and the German EDPs in 2012.   

It is worth stressing that in the case of Hungary the 

Council took recourse in 2012, for the first time, to 

the possibility of suspending cohesion fund 

commitments following Hungary's non-

compliance with its EDP recommendation. Such a 

decision was lifted by the Council upon the 

conclusion that Hungary had made adequate 

progress towards a timely correction of the 

excessive deficit. 

Chapter I.3 provides an overview of the 2012 

updates of the Stability and Convergence 

Programmes (SCPs) submitted by Member States 

in the context of the European Semester. As this 

round of SCPs and the related assessment is the 

first one based on the new provisions of the SGP, 

the Chapter provides, besides the examination of 

macroeconomic assumptions and budgetary 

objectives, an analysis of the SCPs also relative to 

the expenditure benchmark and the debt reduction 

benchmark.  

In view of the persistent pressure on the euro area 

sovereign debt markets but also the less favourable 

growth assumptions, the February 2012 ECOFIN 

Council had reaffirmed the principle of 

differentiated fiscal exit strategies taking into 

account country-specific macro-financial 

situations. Together with the EDP 

recommendations, these principles represent the 

basis for the assessments of the programmes. In 

the context of the European Semester, the Council 

recommendations are expected to feed into the 

national budgets for 2013. 

The overall picture emerging from the SCPs is one 

of stagnation of GDP growth in 2012, followed by 

some recovery in 2013, in line with the 2012 

Commission Spring forecast. Relatively large 

differences are found only for Bulgaria and 

Sweden.  

Member States plan to continue consolidating in 

spite of the foreseen protraction of the cyclical 

slowdown. On aggregate, both the euro area and 

the EU27 plan to improve significantly their fiscal 

positions every year between 2011 and 2015, with 

the time profile of the consolidation being 

relatively front-loaded. According to the SCP 

plans, the average structural balance in both the 

euro area and the EU27 should fall by over 3pps of 

GDP over the four years from 2011 to 2015.  

For a number of Member States, the pace of 

consolidation tends to be more moderate as they 

move out of excessive deficits and embark on the 

adjustment path towards their medium-term 

objective (MTO). The marked average structural 

improvement of around 1½ pp of GDP expected 

for 2012, as opposed to the planned structural 

tightening close to 1 pp in last year's SCPs, 

indicates that the Member States have generally 

reacted to less favourable macroeconomic 

conditions with additional structural contractions. 

Further structural improvements of similar size are 

projected for the remainder of the programme 

period.  

This overall pattern conceals however considerable 

variation across Member States, with Ireland, 

Spain, Italy, Slovenia, Bulgaria, Latvia, Lithuania, 

Poland, Romania, and the United Kingdom 

showing the largest deficit reductions already in 

their 2012 budgets. On average, the consolidations 

set out in the SCPs for both the euro area and the 

EU27 are primarily expenditure-based. Also the 

composition in terms of revenues is tilted towards 

indirect taxes, thus favouring medium-term 

growth. 

The main risks are related to policy 

implementation as overall the national budgetary 

projections appear to rely on especially favourable 

assumptions on growth, revenue or expenditure in 

the cases of Belgium, Spain, France, Poland, 

Slovenia, Bulgaria, Lithuania, Sweden and the 

Netherlands, although, in the case of the last two 

Member States, favourable macroeconomic 

assumptions and optimistic expenditure projections 

are partially compensated by prudent estimates on 

the revenue side. 

The SCPs project that in the euro area debt will 

reach 85% of GDP (80% in the EU) at the end of 

the programme period after having peaked in 2012. 

Hence, as long as the consolidation measures are 

not reversed after 2014, debt should be on a 

declining path for the years beyond the 

programmesô horizon. In all Member States except 

Denmark and Luxembourg, debt is projected to 

peak before 2015. However, in Spain and the 

United Kingdom, the projected reduction in 2015 
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is small and reaching back the pre-crisis debt 

levels is likely to take many further years. 

According to the new rules accompanying the 

evolution towards the debt reduction benchmark 

established by the reform of the Pact (and detailed 

in Part II), the structural government balance in 

Member States whose current debt-to-GDP ratio is 

above the 60% threshold and that are currently in 

EDP, has to evolve so that it is guaranteed that the 

respect of the debt benchmark will be respected 

three years after the end of the EDP. According to 

the plans set out in the SCPs all Member State 

concerned by this transition period would 

implement structural adjustments large enough to 

ensure sufficient progress towards the debt 

reduction benchmark by the end of their transition 

period. 
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1.1. A STALLING AND DIFFERENTIATED 

RECOVERY 

The recovery which has followed the worst 

economic crisis since World War II is now 

stalling, with the euro area and the EU economy 

being estimated to have been in a mild recession 

over the last few months. In early 2012, thanks to 

determined policy responses and a strengthening of 

the institutional framework underpinning 

economic policy in the EU, tensions in financial 

markets receded and private sector confidence 

returned. These developments are now subject to 

the effects of the persisting concerns about the 

situation in the sovereign market and in the 

banking sector. Following an assumption that 

confidence will strengthen over time, as the 

challenges raised by the crisis are successfully 

addressed, including through the strong 

implementation of the agreed determined policy 

actions, an expected higher growth of the world 

economy is set to lead to a slow recovery taking 

off in the second half of the current year, and 

further accelerating in 2013. In other words, the 

recovery might be stalling only temporarily and 

would resume, under the condition that funding 

costs in vulnerable Member States and risks 

related to the overall policy environment can be 

kept in check. Forthcoming proposals towards a 

banking union should mitigate financial instability. 

Graph I.1.1 shows the GDP growth projections 

according to the Commission services' Spring 

2012 forecast. (
1
) For the euro area the graph 

shows a deep recession in 2009 with GDP 

shrinking by 4.3% followed by a recovery in 2010 

(1.9%) and 2011 (1.5%) expected to stall in 2012 

(0.3%). For the EU27, the pattern of GDP 

developments looks similar, output shrunk by 

4.3% in 2009, grew by 2.0% in 2010 and by 1.5% 

in 2011 and is expected to stagnate in 2012. For 

both the euro area and the EU27, the outlook for 

2013 is for a rebound of growth of 1.3% and 1.0% 

respectively, driven by external demand. However, 

in spite of encouraging signs pertaining to the 

overall situation of the world economy, concerns 

about fiscal sustainability in several EU Member 

States weigh heavily on the growth outlook, by 

adding uncertainty and presenting downside risks. 

                                                           
(1) See Europen Commission (2012a). 

Correspondingly, output gaps in the euro area and 

the EU are expected to widen again to reach the 

negative levels of ï2.6 and ï2.7 respectively; in 

both cases this is slightly worse than in 2010 when 

the corresponding gaps were ï2.4 and ï2.5. More 

details are given in Section I.1.3 below. 

Growth developments in the EU are now diverging 

more strongly across Member States than in 

previous years. These wide disparities depend, 

inter alia, on different structural challenges and 

further domestic and external imbalances, with 

developments in competitiveness being 

particularly important. While some Member States 

are growing, others still remain in ïor are re-

entering ï recession. In 2011, GDP growth ranged 

from high positive rates of over 3% of GDP in 

several Member States (Estonia, Lithuania, Latvia, 

Poland, Sweden, Slovakia, Austria and Germany) 

to negative growth in Greece, Portugal and 

Slovenia. Within each of these two categories there 

was again considerable variation, with the 

extremes being growth of 7.6% in Estonia and ï

6.9% in Greece. In the large Member States, real 

GDP is expected to grow by between 2.7% in 

Poland and -1.8% in Spain this year. In Greece, 

Portugal, Spain, Italy, Slovenia, the Netherlands, 

Cyprus, Hungary, Belgium and the Czech 

Republic the output change is forecast to stagnate 

or to be in the negative territory, sometimes 

markedly. 

The economic crisis has also had visible effects on 

the labour market. From the low of 7.6% in the 

euro area (7.1% in 2008), the euro area 

unemployment rate has risen rapidly, although 

reacting with a lag to real GDP developments. In 

the euro area  it stood at 10.1% in 2010, to increase 

marginally to 10.2% in 2011 (EU27 at 9.7% in 

both years). Unemployment is expected to remain 

at the higher level of 11% in the euro area (10.3% 

in EU27) in both 2012 and 2013.  

However, labour market developments differ 

markedly across countries, with weaker Member 

States hit by rapid deterioration of labour market 

and Member States with better growth observing 

an increase in employment levels. A very 

considerable deterioration in the labour market is 

expected in countries undergoing large-scale 

economic adjustments, while some others are set to 

experience some improvements, albeit of a mostly 
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limited order. Adverse labour market 

developments affect the sustainability of the public 

finances directly via the usual revenue and 

expenditure channels. Moreover, the current 

malfunctioning of credit markets in some Member 

States such as Spain further compounds the major 

policy challenge for the euro area and the EU 

economy to reduce unemployment. 

Graph I.1.1: Real GDP growth developments 

-5

-4

-3

-2

-1

0

1

2

3

4

2007 2008 2009 2010 2011 2012 2013

EA-17

EU-27

 
Source: Commission services. 

1.2. SHORT-TERM DEVELOPMENTS AND 

PROSPECTS FOR THE BUDGET BALANCE  

In 2011, the budgetary positions in the euro area 

and the EU improved significantly in comparison 

to 2010, when they had broadly stalled, and to the 

two preceding years where they had dramatically 

deteriorated. Table I.1.1 shows the budget balances 

for all EU27 countries from 2009 to 2013 on the 

basis of the Commission services' Spring 2012 

forecast, while Table I.1.2 breaks down the general 

government balance for the euro area into its 

constituent parts over the years 2008 to 2013. As 

Table I.1.1 shows, the euro area average headline 

deficit came in at 4.1% of GDP in 2011, down 

from the 6.2% in 2010. This is still far above the 

historical low of 0.7% posted in 2007 before the 

outbreak of the crisis. As shown in Table I.1.2, the 

average general government deficit in the EU 

decreased by 2 percentage points reaching 4.5% of 

GDP in 2011. In both the euro area and the EU, the 

decrease in the headline deficit was matched by a 

decrease about half this size in the structural deficit 

ï headline deficit net of cyclical factors and one-

off and other temporary measures; by 1.0% and 

1.1% respectively.  This strengthening of the 

structural balance suggests that the improvement in 

the headline deficit was of both a structural and a 

cyclical nature, in roughly equal proportions.  

Within the euro area, all Member States posted 

improvements in 2011, with the exception of 

Cyprus and Slovenia. The deficit was highest at 

13.0% of GDP in Ireland, which had however 

experienced an unprecedented deterioration in the 

budget balance the year before. Several other 

Member States also posted significant 

improvements. Among these are Germany, 

Portugal and Slovakia. Improvements of between 1 

and 2 percentage points of GDP were recorded in 

Greece, France, Malta and Austria. In all euro area 

countries except Germany, Luxembourg, Austria, 

Malta, Finland and Estonia, the deficit in 2011 

exceeded the 3% of GDP reference value of the 

Treaty. Estonia is the only euro area Member State 

to have posted a surplus, of 1.0% of GDP. 

According to the Commission services' Spring 

2012 forecast, further improvements in the 

budgetary positions are expected in 2012 and 

2013, although downside risks remain and 

country-specific developments differ widely. 

Against the current growth outlook, the aggregate 

general government deficit of the euro area 

Member States is expected to reach 3.2% of GDP 

in 2012, 0.9 percentage points lower than the year 

before. A further improvement to 2.9% of GDP is 

projected for 2013. Broadly the same profile is 

expected for the EU as a whole. The aggregate 

deficit is forecast to decline to 3.8% of GDP in 

2012, from 4.5% in 2011, and to continue to 

decrease to 3.4% of GDP in 2013. 
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Outside the euro area, the general picture conveyed 

by the Commission services' Spring 2012 forecast 

is one of continued deficit reduction. The Czech 

Republic, Denmark, Poland, Lithuania, Latvia and 

Romania are expected to bring down the general 

government net borrowing to 3% of GDP or below 

in either 2012 or 2013. Bulgaria is expected to 

continue running deficits below the 3% threshold 

over the forecast horizon, while in Sweden close-

to-balance headline budgetary positions are 

projected for both 2012 and 2013. While a further 

substantial budgetary improvement of 1.6 pps. is 

forecast for the United Kingdom in 2012, the 

deficit is expected to fall only by 0.2 pp. in 2013.  

Due in part to the one-off accounting impact of 

pension reforms, the deficit in Hungary is forecast 

to revert to 2.6% of GDP in 2012, following a 

surplus in 2011. 

The structural balance is estimated to improve in 

2012 by 1.3 pps. of GDP in the euro area and 1.1 

pps in the EU as a whole. For 2013, further limited 

improvements of the order of 0.2 pp. of GDP in the 

euro area and of 0.5 pp. in the EU as a whole are 

projected. The more limited reduction expected for 

2013 is linked to the no- policy-change scenario 

underlying Commission services' forecasts, which 

implies that only measures that have been 

specified in sufficient details have been taken into 

account. In several EU Member States, namely 

Bulgaria, Belgium, the Czech Republic, Greece, 

Spain, Italy, Cyprus, Poland, Portugal, Romania, 

Slovenia, Slovakia, Sweden and the United 

Kingdom, fiscal policy is forecast to be pro-

cyclically tightening in 2012, albeit  to a very 

variable degree. 

None of the euro area countries that had attained 

their medium-term budgetary objective (MTO) in 

2008 managed to meet their MTO in 2010. In 2011 

Finland was the only euro area Member State 

which had achieved its objective. Section I.1.3 

considers the MTOs, which are set to be updated in 

2012, in more detail. Structural fiscal positions are 

forecast to remain weak over the forecast horizon, 

and despite some improvements, very few EU 

countries will be near to attaining their MTOs in 

either 2012 or 2013.  

 

Table I.1.1: Budget balances in EU Member States (% of GDP) 

2009 2010 2011 2012* 2013* 2009 2010 2011 2012* 2013* 2009 2010 2011 2012* 2013*

BE -5.6 -3.9 -3.9 -3.1 -3.3 -3.7 -3.2 -3.4 -2.7 -2.6 -0.1 0.2 -0.1 0.7 0.7

DE -3.2 -4.3 -1.0 -0.9 -0.7 -1.3 -2.3 -0.8 -0.4 -0.3 1.4 0.2 1.8 2.1 2.0

EE -2.0 0.3 1.0 -2.4 -1.3 -0.9 -0.5 -0.2 -0.8 -0.5 -0.7 -0.4 -0.1 -0.6 -0.3

IE -14.0 -31.2 -13.0 -8.3 -7.5 -9.7 -9.6 -8.4 -8.1 -7.9 -7.6 -6.5 -4.9 -4.1 -2.4

EL -15.6 -10.5 -9.2 -7.3 -8.4 -14.7 -9.0 -5.7 -2.9 -4.5 -9.6 -3.4 1.2 3.4 1.9

ES -11.2 -9.3 -8.5 -6.4 -6.3 -8.7 -7.4 -7.3 -4.8 -4.8 -6.9 -5.4 -4.9 -1.6 -1.5

FR -7.6 -7.1 -5.2 -4.5 -4.2 -6.2 -5.7 -4.1 -3.2 -2.9 -3.7 -3.3 -1.5 -0.6 -0.2

IT -5.4 -4.5 -3.8 -1.9 -1.0 -4.0 -3.6 -3.6 -0.7 -0.1 0.7 1.0 1.3 4.7 5.5

LU -0.8 -0.9 -0.6 -1.8 -2.2 1.3 0.5 0.4 -0.6 -1.4 1.6 0.9 0.9 0.0 -0.8

NL -5.6 -5.0 -4.6 -4.4 -4.6 -4.1 -3.8 -3.5 -2.4 -2.5 -1.9 -1.8 -1.4 -0.3 -0.3

AT -4.1 -4.5 -2.6 -3.0 -1.9 -2.7 -3.3 -2.4 -2.2 -1.8 0.0 -0.6 0.2 0.5 0.9

PT -10.2 -9.8 -4.2 -4.7 -3.1 -8.6 -8.4 -6.2 -3.0 -1.3 -5.8 -5.6 -2.3 1.8 3.7

SI -6.1 -6.0 -6.4 -4.3 -3.8 -4.4 -4.5 -3.9 -2.2 -1.9 -3.0 -2.9 -2.0 0.3 0.7

FI -2.7 -2.8 -0.9 -1.0 -0.6 0.8 -0.5 0.6 0.3 0.3 1.9 0.5 1.7 1.5 1.6

MT -3.8 -3.7 -2.7 -2.6 -2.9 -3.5 -4.4 -3.3 -3.5 -3.3 -0.4 -1.3 -0.2 -0.2 0.1

CY -6.1 -5.3 -6.3 -3.4 -2.5 -5.9 -5.0 -5.5 -2.7 -1.7 -3.3 -2.7 -3.1 0.5 1.6

SK -8.0 -7.7 -4.8 -4.8 -5.1 -7.7 -7.3 -5.1 -4.4 -4.6 -6.3 -5.9 -3.5 -2.5 -2.5

EA-17 -6.4 -6.2 -4.1 -3.2 -2.9 -4.6 -4.4 -3.4 -2.1 -1.9 -1.7 -1.6 -0.4 1.1 1.4

BG -4.3 -3.1 -2.1 -1.9 -1.7 -3.1 -1.5 -1.0 -0.7 -0.8 -2.3 -0.9 -0.3 0.1 0.2

CZ -5.8 -4.8 -3.1 -2.9 -2.6 -5.6 -4.6 -2.6 -1.8 -1.8 -4.3 -3.2 -1.2 -0.4 -0.3

DK -2.7 -2.7 -1.9 -4.2 -2.1 0.6 0.1 0.2 -1.7 -1.0 2.4 1.8 1.9 -0.1 0.4

LV -9.7 -8.1 -3.5 -2.1 -2.1 -6.6 -5.0 -3.2 -2.2 -1.7 -5.1 -3.5 -1.7 -0.6 0.1

LT -9.4 -7.3 -5.5 -3.2 -2.8 -7.2 -5.1 -4.6 -2.9 -2.1 -5.9 -3.3 -2.8 -0.8 0.0

HU -4.5 -4.3 4.2 -2.6 -3.0 -2.2 -3.6 -4.3 -2.1 -2.0 2.5 0.4 -0.2 2.0 2.1

PL -7.4 -7.9 -5.1 -3.0 -2.5 -7.4 -7.5 -5.0 -2.8 -1.9 -4.8 -4.8 -2.3 -0.1 0.9

RO -9.0 -6.8 -5.2 -2.8 -2.2 -9.6 -6.1 -3.3 -1.8 -1.2 -8.1 -4.6 -1.7 0.0 0.6

SE -1.0 -0.1 0.1 -0.5 -0.1 2.5 1.1 0.1 0.3 0.4 3.5 1.9 1.1 1.4 1.5

UK -11.4 -10.2 -8.3 -8.0 -6.9 -9.4 -8.8 -6.9 -6.9 -5.1 -7.4 -5.9 -3.7 -3.5 -1.6

EU-27 -6.9 -6.5 -4.5 -3.8 -3.4 -5.1 -4.9 -3.8 -2.7 -2.2 -2.4 -2.2 -0.8 0.4 0.9

Structural primary balanceBudget balance Structural balance

 
Note: The structural budget balance is calculated on the basis of the commonly agreed production function method (see European Commission 

(2004)). 

*Figure from Commission services' Spring 2012 forecast.  

Source:  Commission services. 
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1.3. CONSOLIDATION CONTINUES IN THE EU  

The previous figures are completed by the 

observation that the euro area primary balance is 

expected to be balanced in 2012 with the structural 

primary balance showing on average an 

improvement of roughly two and half points of 

GDP in only two years ï the corresponding figure 

for the EU is of the same order of magnitude. 

While in some Member States fiscal exit had 

already started in 2010, in 2011 all EU Member 

States begun to withdraw the fiscal stimulus 

measures which they had put into operation in 

2009ï2010 to support their economies. As a result, 

the structural balance improved and is set to 

continue to do so in 2012, despite the inertia linked 

to the level of non-cyclical expenditure. Similarly, 

in 2011 the average headline deficit has decreased 

along with the shrinking of the negative output 

gap, and is also set to continue to do so in 2012.  

These achievements are remarkable, since while 

the output gap was narrowing by more than one 

percentage point between 2010 and 2011, it is 

expected to widen in 2012 to reach again 2010 

levels ï as noted in Section I.1.1. Therefore the 

fiscal stance is expected to be pro-cyclical in 2012. 

However, according to the Commission services 

Spring 2012 forecast, the expected growth rebound 

in 2013 would narrow output gaps, thereby 

entailing a countercyclical fiscal stance.  

Notwithstanding large differences across Member 

States, a restrictive fiscal stance stems from the 

fact that consolidation has become a necessity 

given the peak levels reached by debt from an 

historical perspective after the beginning of the 

financial crisis. Indeed the budgetary legacy of the 

economic and financial crisis of 2009ï2010 has 

compounded already existing high debt levels in 

the EU. In some countries this has seriously put at 

risk fiscal sustainability. Thus overall, despite the 

short-term adverse effect on growth, consolidating 

in line with SGP requirements is the only option 

for many EU countries. (
2
) 

In particular, , as stipulated in conclusions of the 

ECOFIN Council from February 2012,(
3
)  Member 

States benefiting from a financial assistance 

programme should stick to the targets as agreed in 

the programme and should fully and timely 

implement the policy measures, including in 

particular structural reforms, agreed in the 

respective Memorandum of Understanding. 

Similarly, Member States facing close market 

scrutiny should continue to meet the agreed 

budgetary targets and stand ready to pursue further 

consolidation measures if needed.  

The strain that the crisis left on government 

finances (
4
) is explained by three factors: the role 

of the automatic stabilisers in reaction to the crisis, 

the introduction of discretionary measures 

including the large-scale support to the financial 

                                                           
(2) Successfully tackling the debt crisis as set out in the five-

point plan of the Council of October 2011 requires further 
bold consolidation efforts along these lines. 

(3) The conclusions of the ECOFIN Council are available at 

http://www.consilium.europa.eu/press/press-
releases/economic-and-financial-affairs?BID=93&lang=en 

(4) During the first phase of the crisis, between 2007 and 2009, 

the budget balance deteriorated from a deficit of 0.7% of 
GDP to 6.4% in the euro area and from 0.9% of GDP to 

6.9% in the EU. 

 

Table I.1.2: Euro area - The General government budget balance (% of GDP) 

2008 2009 2010 2011 2012* 2013*

Total revenue (1) 45.0 44.8 44.7 45.3 46.2 46.1

Total expenditure (2) 47.1 51.2 51.0 49.4 49.4 49.0

Actual balance (3) = (1) - (2) -2.1 -6.4 -6.2 -4.1 -3.2 -2.9

Interest (4) 3.0 2.9 2.8 3.1 3.2 3.2

Primary balance (5) = (3) + (4) 0.9 -3.5 -3.4 -1.1 0.0 0.3

One-offs (6) -0.1 0.0 -0.7 0.1 0.1 0.0

Cyclically adjusted  balance (7) -2.9 -4.6 -5.1 -3.3 -2.0 -1.8

Cyclically adj. prim. balance = (7) + (4)   0.2 -1.8 -2.3 -0.2 1.2 1.4

Structural budget balance = (7) -(6) -2.8 -4.6 -4.4 -3.4 -2.1 -1.9

Change in actual balance: -1.4 -4.3 0.2 2.1 0.9 0.3

              - Cycle -0.6 -2.4 -0.1 1.1 -0.4 0.1

              - Interest 0.1 -0.2 -0.1 0.2 0.2 0.0

              - Cycl.adj.prim.balance -0.9 -2.0 -0.5 2.0 1.5 0.2

                    - One-offs -0.1 0.0 -0.6 0.8 0.0 -0.1

                   - Structural budget balance -0.8 -1.8 0.2 1.0 1.3 0.2 
Note: Differences between totals and sum of individual items are due to rounding. 

*Figure from Commission services' Spring 2012 forecast. 

Source:  Commission services. 
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sector, and, in some Member States, the fall in 

revenues due to the bursting of housing and/or 

credit bubbles. This latter effect is significant in 

countries where, before the crisis, real estate 

bubbles temporarily masked an underlying fiscal 

weakness because the buoyancy of tax receipts 

depended heavily on real estate transactions. As 

these revenues plummeted the underlying 

weaknesses of fiscal positions showed up. 

Automatic stabilisers (
5
) represented around half of 

the deterioration in 2009, and various types of 

support measures explain the other half. Many of 

these support measures then remained in place in 

2010, when average headline deficits persisted at 

levels above 6% of GDP in the euro area and EU. 

The increases in deficits led to corresponding 

increases in debt. In addition, the debt ratios have 

risen substantially on the back of below-the-line 

operations in the context of the support to the 

financial sector. While this extra effect on debt 

measured as capital injections to banks accounted 

for less than 2% of GDP in 2009 in both the euro 

area and the EU, it has been rising continuously 

and reached around 3% of GDP at the end of 2011 

in both the euro area and the EU(
6
) with a very 

differentiated impact by country. 

1.4. SHORT-TERM DEVELOPMENTS AND 

PROSPECTS FOR PUBLIC DEBT 

Graph I.1.2 displays the increases in debt projected 

between 2007 and 2013. It shows that debt in the 

euro area is projected to rise from 66.3% of GDP 

in 2007 to 92.7% in 2013 and from 59.0% to 

87.3% in the EU. Within these totals, there is 

considerable variation in both the starting levels of 

debt, which ranged from 3.7% of GDP in Estonia 

to 107.4% in Greece, and in the overall increases. 

By contrast, a decrease in public debt is forecast 

for Sweden. At the EU level, debt will not start to 

decrease before 2014. 

                                                           
(5) The automatic stabilisers vary across countries in their size 

and composition. Overall, in bad times, governments 

receive less revenue from taxes while spending levels tend 
to rise due to an increased burden on the social security 

system. However, automatic stabilisation mainly works 

through the inertia of expenditure with respect to cyclical 
swings in output: their share in GDP increases 

óautomaticallyô in downturns and declines in upturns.  

(6) These are Commission services (DG ECFIN) elaborations 
based on a survey made by Member States within the 

context of the Economic and Financial Committee.   

Table I.1.3 shows that despite the impressive 

performance of the euro area and the EU in 

reducing government deficits, the contribution of 

the deficit to the increase in the debt ratio is still 

the largest, larger than the snowball effect. (
7
) 

At a country level, Member States with higher 

starting levels of debt are more likely to face both 

a snowball effect  of debt and an increase in the 

interest rate as markets may doubt countries' 

ability to service their debt over the medium term. 

In the most difficult cases the country concerned 

might even be precluded from refinancing itself in 

the markets. For this reason, high levels of debt 

can increase the urgency to consolidate, even in 

spite of an unfavourable economic environment, if 

there is a realistic fear of a sovereign debt crisis. In 

these cases, there is no overall benefit from 

providing more support for the economy in the 

short-term, given the price that will be paid in 

terms of servicing the resulting debt. . 

But high debt is not the only reason why markets 

may doubt a country's likelihood of repaying its 

debt. Other factors such as the outlook for growth 

in the medium term, the presence of macro-

financial imbalance risks related to the overall 

policy environment are also key determinants of 

the reaction of financial markets. 

                                                           
(7) The snowball effect of debt stems from the interaction 

between the interest-growth rate differential and the debt 
level: if the difference between the interest paid on debt 

and the growth rate is positive ï and it will in general 

increase with debt ï the dynamics of debt are explosive and 
an increase in primary balances is required to escape from 

the resulting cycle. 
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The continually rising debt-to-GDP ratios reflect 

the still high budget deficits in certain countries, 

but also public interventions in the financial 

system. In 2011 the average debt rose by 2.4 

percentage points relative to 2010 to 88% of GDP 

in the euro area, and by 2.8 percentage points to 

83.0% in the EU27. Debt increases in Portugal, 

Spain, Greece and Ireland were particularly 

notable, with Greek debt increasing to an 

unprecedented 165.3% of GDP, resulting in private 

sector involvement in its containment. A further 

increase in debt to 92.7% of GDP by 2013 is 

projected in the euro area and to 87.3% in the EU, 

as primary deficits are coupled with a weak 

contribution from economic growth in 2012 and 

the additional effect of high interest expenditure, in 

some Member States in particular. There also 

remains the risk of further debt increases from 

further public intervention in the financial sector. 

Part of the heterogeneity in the rise in debt is also 

due to sizeable differences across countries in 

public interventions in the financial sector. In the 

case of Ireland, government debt was among the 

lowest in the EU before the crisis, but is projected 

to reach 120.2% of GDP in 2013. Countries with 

large public interventions in the financial sector 

typically have large debt-increasing stock-flow 

adjustments in Table I.1.3.  

On the whole, as new regulatory requirements 

strengthening the resilience of financial sector 

institutions are bearing fruit, the total current 

effective support level in the EU - measured as 

total aid to banks comprising also guarantees - has 

been declining from a peak of 13% of GDP in the 

Autumn of 2009 to 8% of GDP in early 2012. (
8
) 

That could signal certain financial sector recovery 

and reduced exposure of Member States to 

potential losses on the support provided. 

Nonetheless significant downside risks to public 

finances emanating from the financial sector do 

persist in some Member States. 

                                                           
(8) See footnote (5).  

Graph I.1.2: Short-term fiscal impact of the crisis - general government debt 
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Notes:  2012 and 2013 are forecast data. Differences between the sum and the total of individual items are due to rounding. 

Source: Commission services. 



European Commission  

Public finances in EMU - 2012 

 

20 

Aggregate figures tend to mask diverging 

developments at the country level. There are 

several Member States with low or very low pre-

crisis debt levels, which however have been rising 

sharply until 2012. This group of countries 

includes Ireland, Spain and the United Kingdom, 

and, starting from lower levels, Latvia, Lithuania 

and Slovenia. Moreover, five euro area countries 

are expected to have debt above 100% of GDP by 

2012. Italy already had a public debt-to-GDP ratio 

above 100% of GDP before the crisis. In Greece 

the extremely high debt ratio of 165.3% of GDP is 

also expected to remain at such high levels over 

the forecast horizon, reaching 168.0% of GDP in 

2013 (under the usual no-policy-change 

assumption). In Ireland and Portugal the debt-to-

GDP ratio exceeded 100% of GDP in 2011 and is 

set to continue growing, while in Belgium it is 

forecast to stand again at triple-digit levels from 

2012 onwards (again under the no-policy-change 

assumption). Germany, France, Cyprus, Hungary, 

Malta, the Netherlands and Austria also had debt 

ratios above the 60% threshold in 2011 and further 

increases of these ratios are projected in all these 

countries except Germany and Hungary. 

Moreover, the debt ratio is projected to start 

declining in Italy, Poland and Sweden in 2013. 

1.5. GOVERNMENT REVENUE AND 

EXPENDITURE: A WELL BALANCED 

CONSOLIDATION 

The consolidation between 2009 and 2012 was 

reached via a relatively balanced composition of 

expenditure and revenue measures, with 

expenditures diminishing by broadly 1.8 

percentage points of GDP and revenues increasing 

by 1.5 percentage points. In 2010 and 2011, the 

improvement in budgetary positions in the euro 

area was the result of a lower expenditure-to-GDP 

ratio rather than tax increases; the reduction in 

spending was also due to lower public investment. 

Table I.1.4 shows the main components of 

government revenue and spending for the euro 

area from 2008 to 2013. It shows that that the 

revenue ratio remained stable overall between 

2009 and 2010, while expenditure fell. Despite the 

expectation of lower growth in 2012, a marked 

 

Table I.1.3: Composition of changes in the government debt ratio in EU Member States (% of GDP) 

Change in 

debt ratio

2008 2009 2010 2011 2012* 2013* 2008-3*
Primary 

balance

Interest &growth 

contribution

Stock-flow 

adjustment

BE 89.3 95.8 96.0 98.0 100.5 100.8 11.5 2.4 5.5 6.8
DE 66.7 74.4 83.0 81.2 82.2 80.7 14.0 -2.6 4.8 14.4
EE 4.5 7.2 6.7 6.0 10.4 11.7 7.1 3.7 -0.4 -3.8
IE 44.2 65.1 92.5 108.2 116.1 120.2 75.9 56.0 19.7 14.5
EL 113.0 129.4 145.0 165.3 160.6 168.0 55.0 20.2 51.9 4.7
ES 40.2 53.9 61.2 68.5 80.9 87.0 46.9 29.3 13.0 1.7
FR 68.2 79.2 82.3 85.8 90.5 92.5 24.3 15.9 5.2 2.0
IT 105.7 116.0 118.6 120.1 123.5 121.8 16.1 -8.0 20.6 3.2
LU 13.7 14.8 19.1 18.2 20.3 21.6 7.9 3.8 -0.5 13.9
NL 58.5 60.8 62.9 65.2 70.1 73.0 14.5 13.9 7.6 8.4
AT 63.8 69.5 71.9 72.4 74.4 74.5 10.7 2.7 4.7 6.3
PT 71.6 83.1 93.3 107.8 113.9 117.1 45.5 12.6 20.9 5.9
SI 21.9 35.3 38.8 47.6 54.7 58.1 36.1 16.5 10.4 2.7
FI 33.9 43.5 48.4 48.6 50.5 51.7 17.7 1.0 0.1 20.3
MT 62.3 68.1 69.4 72.0 74.8 75.2 12.9 -0.4 4.6 2.4
CY 48.9 58.5 61.5 71.6 76.5 78.1 29.2 9.9 8.7 -3.5
SK 27.9 35.6 41.1 43.3 49.7 53.5 25.6 21.8 2.5 -3.3
EA-17 70.1 79.9 85.6 88.0 91.8 92.7 22.5 7.7 9.7 7.0

BG 13.7 14.6 16.3 16.3 17.6 18.5 4.8 9.3 1.1 -4.7
CZ 28.7 34.4 38.1 41.2 43.9 44.9 16.2 12.2 5.3 -4.0
DK 33.4 40.6 42.9 46.5 40.9 42.1 8.7 4.9 4.5 14.2
LV 19.8 36.7 44.7 42.6 43.5 44.7 25.0 17.7 5.0 10.5
LT 15.5 29.4 38.0 38.5 40.4 40.9 25.4 19.4 3.2 1.8
HU 73.0 79.8 81.4 80.6 78.5 78.0 5.1 -11.1 9.5 5.1
PL 47.1 50.9 54.8 56.3 55.0 53.7 6.6 12.4 -1.2 -2.4
RO 13.4 23.6 30.5 33.3 34.6 34.6 21.2 18.0 0.8 0.2
SE 38.8 42.6 39.4 38.4 35.6 34.2 -4.6 -4.6 -0.2 3.0
UK 54.8 69.6 79.6 85.7 91.2 94.6 39.8 28.1 4.7 9.5
EU-27 62.5 74.8 80.2 83.0 86.2 87.3 24.8 10.3 8.2 5.6

Change in the debt ratio in 

2008-13 due to:
Gross debt ratio

 
Notes:  Differences between the sum and the total of individual items are due to rounding. 

*Figure from Commission services' Spring 2012 forecast. 

Source: Commission services. 
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increase in revenues with stable expenditure ratios 

is being forecast 

Moreover,the composition of revenue increases is 

not likely to weigh on labour and production ï 

social contributions and current taxes on income 

and wealth are broadly stable over the period, 

while indirect taxes increase, a change in the 

revenue mix which is found to be growth-

supportive in the medium term. 

Table I.1.5 shows the expenditure and revenue 

ratios for all EU countries and shows, that, 

according to the Commission services' Spring 

2012 forecast, the expenditure ratio in the euro 

area is expected to continue to decrease over the 

forecast horizon, while the revenue ratio is set to 

remain stable. 

 

 

 

 

 

 

 

 

 

 

 

 

Table I.1.4: Euro area - Government revenue and expenditures (% of GDP) 

2008 2009 2010 2011 2012* 2013*

Total revenue 45.0 44.8 44.7 45.3 46.2 46.1

Taxes on imports and production (indirect) 12.5 12.5 12.7 12.8 13.1 13.3

Current taxes on income and wealth 12.5 11.6 11.6 11.8 12.4 12.4

Social contributions 15.3 15.8 15.6 15.7 15.7 15.5

of which actual social contributions 14.2 14.6 14.4 14.5 14.5 14.3

Other revenue 4.7 4.9 4.8 5.0 4.9 4.9

Total expenditure 47.1 51.2 51.0 49.4 49.4 49.0

Collective consumption 8.0 8.6 8.4 8.2 8.1 7.9

Social benefits in kind 12.6 13.6 13.6 13.3 13.3 13.2

Social transfers other than in kind 16.0 17.6 17.6 17.4 17.5 17.5

Interest 3.0 2.9 2.8 3.1 3.2 3.2

Subsidies 1.2 1.2 1.4 1.4 1.3 1.3

Gross fixed capital formation 2.6 2.8 2.5 2.3 2.2 2.1

Other expenditures 3.7 4.4 4.7 3.7 3.7 3.8  
Note:  Differences between the sum and the total of individual items are due to rounding.  

Expenditure figures are corrected for the difference between the definition of expenditures according to ESA95 and according to EDP rules. This 

mainly reflects the interest expenditures related to swap transactions. 

*Figure from Commission services' Spring 2012 forecast. 

Source: Commission services. 
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Table I.1.5: Government revenue and expenditure (% of GDP) 

           2009 2010 2011 2012* 2013* 2009 2010 2011 2012* 2013*

DK 55.2 55.1 56.0 54.5 54.7 57.8 57.6 57.8 58.6 56.6

EE 43.2 40.9 39.2 38.9 38.1 45.2 40.6 38.2 41.2 39.3

IE 34.8 35.6 35.7 35.8 35.5 48.8 66.8 48.8 44.1 43.1

EL 38.2 39.7 40.9 42.4 42.2 53.8 50.0 50.0 49.7 50.6

ES 35.1 36.3 35.1 36.0 35.7 46.3 45.6 43.6 42.4 42.0

FR 49.2 49.5 50.7 51.8 52.0 56.8 56.5 55.9 56.3 56.2

LT 34.3 33.7 32.0 33.5 33.1 43.8 40.9 37.5 36.8 36.1

MT 39.7 39.5 40.2 41.9 40.8 43.5 43.3 43.0 44.4 43.8

NL 46.0 46.2 45.5 46.3 46.1 51.6 51.3 50.2 50.8 50.8

PL 37.2 37.5 38.5 40.1 39.8 44.5 45.4 43.6 43.1 42.4

RO 32.1 33.4 32.5 33.4 33.2 41.1 40.2 37.7 36.2 35.4

SK 33.5 32.4 32.6 33.0 32.5 41.5 40.0 37.4 37.7 37.3

HU 46.9 45.2 52.9 46.1 44.6 51.5 49.4 48.6 48.6 47.6

IT 46.5 46.0 46.1 48.4 48.4 52.0 50.6 50.0 50.4 49.5

SI 43.2 44.2 44.5 44.4 44.0 49.3 50.3 50.9 48.7 47.9

UK 40.1 40.2 40.8 40.8 40.8 46.3 47.3 48.3 49.3 50.3

BE 48.1 48.9 49.4 50.9 50.4 53.7 52.7 53.2 53.9 53.7

BG 36.3 34.3 33.1 33.3 33.6 40.7 37.4 35.2 35.2 35.3

CZ 39.1 39.3 40.3 40.4 40.5 44.9 44.2 43.4 43.3 43.1

DE 44.9 43.6 44.7 44.7 44.4 48.1 47.9 45.7 45.6 45.2

CY 40.1 41.1 41.0 42.6 42.8 46.2 46.4 47.3 46.0 45.3

LV 34.7 35.7 35.6 36.0 34.9 44.5 43.9 39.1 38.1 37.0

LU 42.2 41.6 41.4 41.9 41.8 43.0 42.4 42.0 43.6 44.0

AT 48.7 48.1 47.9 48.4 48.6 52.9 52.6 50.5 51.4 50.6

PT 39.6 41.4 44.7 43.0 43.1 49.7 51.2 48.9 47.7 46.1

FI 53.4 52.7 53.2 53.6 54.3 55.9 55.2 53.7 54.3 54.7

SE 54.0 52.4 51.4 51.8 51.8 54.7 52.2 51.1 52.1 51.8

EA-17 44.8 44.7 45.3 46.2 46.1 51.2 51.0 49.4 49.4 49.0

EU-27 44.2 44.1 44.6 45.2 45.2 51.1 50.6 49.1 48.9 48.4

Revenue Expenditure

 
*Figure from Commission services' Spring 2012 forecast. 

Source: Commission services. 
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2.1. INTRODUCTION 

The EU fiscal framework, as laid down by the 

Stability and Growth Pact (SGP), aims at ensuring 

budgetary discipline through two main 

requirements. Firstly, Member States are required 

by the Treaty to avoid excessive government 

deficit and debt positions, measured against 

reference values of respectively 3% and 60% of 

GDP(
9
). Secondly, they are required by the 

preventive part of the SGP(
10

) to achieve and 

maintain medium-term budgetary objectives 

(MTO), which are given as cyclically adjusted 

targets for the budget balance, net of one-off and 

temporary measures. Compliance with the MTO is 

meant to secure the sustainability of public 

finances and to allow the automatic stabilizers to 

work without breaching the 3% of GDP deficit 

threshold set by the Treaty.  

The EU legislator, in late 2011, adopted a major 

reform strengthening the framework of EU 

economic governance, including EU fiscal 

surveillance, as presented in Part II. Steps in EU 

budgetary surveillance launched after this date are 

subject to the new rules including transition 

provisions. 

This section reviews the implementation of 

budgetary surveillance since January 2011, 

                                                           
(9) Article 126 of the Treaty lays down an excessive deficit 

procedure (EDP) which is further specified in Council 

Regulation (EC) No. 1467/97 'on speeding up and 
clarifying the implementation of the excessive deficit 

procedure', amended in 2005 and 2011, which represents 

the corrective arm of the SGP. The Code of Conduct 
provides specifications on the implementation of the 

Stability and Growth Pact and guidelines on the format and 

content of stability and convergence programmes, and has 
been updated on 24 January 2012. Relevant legal texts and 

guidelines can be found at: 

http://ec.europa.eu/economy_finance/sgp/legal_texts/index
_en.htm 

(10) The preventive arm of the SGP is contained in Council 
Regulation (EC) No. 1466/97 'on the strengthening of the 

surveillance of budgetary positions and the surveillance 

and coordination of economic policies', which was 
amended in 2005 and 2011. This Regulation specifies the 

obligation for the Member States to achieve and maintain 

their MTO. Together with Regulation (EC) No.1467/97 
and the new Directive on requirements for budgetary 

frameworks of the Member States (Directive (EC) No. 

2011/85) and Regulation (EU) No 1173/2011 on the 
effective enforcement of budgetary surveillance in the euro 

area, it forms the SGP. 

focussing, in particular, on the excessive deficit 

procedure (EDP). 

Following the marked deterioration of public 

finances in EU Member States in the wake of the 

severe economic recession of 2009, many Member 

States have undertaken fiscal consolidation efforts 

in 2010, including in particular efforts to correct 

excessive government deficits under the Stability 

and Growth Pact. The efforts were intensified in 

2011 and led to a significant improvement of 

public finances in both the euro area and in the EU 

as a whole. Based on data notified by Member 

States and validated by Eurostat, in 2011 the 

government deficit exceeded the 3% of GDP 

reference value in seventeen EU Member States. 

This is somewhat better than previously expected: 

in Commission services' Autumn 2011 forecast 

still nineteen countries were projected to exceed 

this 3% of GDP reference value. However, not for 

all Member States that reduced the deficit-to-GDP 

ratio below the 3% threshold in 2011 the budgetary 

correction can be considered durable at this stage; 

in fact, based on Commission services' Spring 

2012 forecast (
11

), in some of these countries the 

deficit-to-GDP ratio is expected to increase again 

above the 3% of GDP reference value in 2012 or 

2013. As a result, the EDP abrogation cannot yet 

be considered for these countries.  

As shown in Chapter I.1, according to the 2012 

Spring forecast,(
12

) the process of fiscal 

consolidation is expected to continue in 2012 at a 

measurable pace with an estimated improvement 

of the structural budget balance in 2012 expected 

to be above 1% of GDP both in the EU and the 

euro area. The projected improvement of the 

budgetary situation in the EU is broad based across 

Member States. Only a limited number of 

countries would register an increasing headline 

deficit in 2012 and 2013, limit of the horizon 

covered by the Commission services' 2012 Spring 

forecast.  

At the beginning of 2011, a number of Member 

States were assessed to have taken effective action 

in response to the recommendations to correct their 

excessive deficit recently addressed to them the 

Council. In the case of Greece, which is the only 

                                                           
(11) See European Commission (2012a).  

(12) See footnote 9. 

http://ec.europa.eu/economy_finance/sgp/legal_texts/index_en.htm
http://ec.europa.eu/economy_finance/sgp/legal_texts/index_en.htm
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Member State currently subject to a notice under 

Article 126(9) to take (specific) measures to 

remedy the situation of excessive deficit, the 

review of the notices and the assessment of 

compliance with them occurred regularly, in 

parallel to the review of the macroeconomic 

adjustment program.  

In the summer, on recommendation by the 

Commission, the Council abrogated the Finnish 

EDP. However, in autumn 2011, the 

comprehensive assessment of budgetary 

developments in all EU countries undertaken in the 

context of the Commission servicesô Autumn 2011 

forecast revealed that a timely and sustainable 

correction was clearly at risk in some Member 

States, specifically in Belgium, Cyprus, Hungary, 

Malta and Poland, where the deadline for 

correcting the excessive deficit was imminent or 

close, that is 2011 or 2012. These five Member 

States were called to treat as a matter of urgency 

the adoption of a budget for 2012 and/or additional 

measures that ensure timely and sustainable 

correction of the excessive deficit.  

As stated in the Communication issued on 11 

January 2012, the Commission considered that the 

four Member States concerned (Belgium, Cyprus, 

Malta and Poland) had taken effective action 

towards a timely and sustainable correction of the 

excessive deficit. 

At the same time, on recommendation by the 

Commission, the Council stepped up the EDP for 

Hungary in March 2012 and set a new deadline ï 

2012 ï for bringing the general government 

balance below the 3% of GDP reference value of 

the Treaty.  

As a follow-up of this new Council 

recommendation under Article 126(7), on 30 May 

2012, the Commission adopted a Communication 

on the assessment action taken. .  

In June 2012, on the basis of a Commission 

recommendation, the Council abrogated the 

decision on the existence of an excessive deficit 

for Germany and Bulgaria (see below).  

Finally, also following a recommendation by the 

Commission, the Council addressed to Spain a 

revised recommendation under Article 126(7) on 

10 July 2012. Spain is recommended to correct its 

excessive deficit by 2014. The Council established 

the deadline of 3 months for the Spanish 

government to take effective action and, in 

accordance with Article 3(4a) of Council 

Regulation (EC) No 1467/97, to report in detail the 

consolidation strategy that is envisaged to achieve 

the targets. 

Currently, all EU Member States are subject to the 

EDP, except for Bulgaria, Estonia, Finland, 

Germany, Luxembourg and Sweden. For all 

countries under the EDP, except Spain, the 

procedure is now in abeyance. (
13

) 

Among Member States subject to the EDP, 

Greece, Portugal, Ireland and Romania are 

benefiting from financial assistance, while Spain, 

Cyprus and Hungary have recently requested 

financial assistance. Meanwhile, the Balance of 

Payment (BoP) programme for Latvia ended in 

January 2012.  

2.2. THE EXCESSIVE DEFICIT PROCEDURE (EDP) 

This section focuses on the implementation of the 

EDP since January 2011. The historical country-

specific developments are summarised in Tables 

I.2.1.-I.2.3. (
14

) 

2.2.1. EDP in euro-area member states  

Table I.2.1. shows the EDP steps taken for all 

euro-area countries except Greece, which is shown 

in Table I.2.2.  

Proceeding in a chronological order, on 6 January 

2011, the Commission assessed the action taken by 

Malta in compliance with the February 2010 

Council recommendation to end bring the  

excessive deficit situation to an end and concluded 

that effective action had been taken. While 

acknowledging that the Maltese authorities had 

taken fiscal consolidation measures to correct the 

excessive deficit by 2011, the Council noted that in 

spite of a better macroeconomic environment than 

                                                           
(13) Greece is subject to a notice by the Council under Article 

126(9). See subsequent paragraphs.  

(14) All the country-specific developments regarding the 

excessive deficit procedure (EDP) can be followed at: 
http://ec.europa.eu/economy_finance/economic_governanc

e/sgp/deficit/index_en.htm. 

http://ec.europa.eu/economy_finance/economic_governance/sgp/deficit/index_en.htm
http://ec.europa.eu/economy_finance/economic_governance/sgp/deficit/index_en.htm
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expected in the Council recommendations, there 

had been no acceleration in the reduction of the 

deficit in 2010, and that considerable downside 

risks existed to the achievement of the 2011 deficit 

target.  

Malta notified a deficit of 2.7% of GDP for 2011. 

The Commission services' Spring 2012 forecast 

projected the government deficit at 2.6% of GDP 

in 2012 and 2.9% of GDP in 2013. The deficit was 

thus projected to remain below the 3% of GDP 

threshold over the forecast horizon, but very small 

margin. The Commission has not yet 

recommended to the Council to abrogate the 

decision on the existence of an excessive deficit, 

but the situation will be re-evaluated later in the 

year, subject to complementary information, 

including the results of the EDP dialogue visit to 

Malta conducted by Eurostat in May 2012. (
15

)  

In late January 2011, the Commission concluded 

that effective action had been taken by Cyprus and 

Finland in compliance with the July 2010 Council 

recommendations to correct the excessive deficit. 

On this basis, in mid-February 2011, the Council 

concluded positively on action taken by the two 

countries.  

Following Finland's first notification of 

government deficit and debt data, which notably 

reported that the general government deficit had 

remained below 3% of GDP in 2010, and given the 

durability of the correction, showed in the 

Commission forecast of a deficit ratio below 3% in 

the two subsequent years, the Commission 

recommended to the Council to abrogate the 

existence of an excessive deficit. The Council 

closed the Finnish EDP procedure on 12 July 

2011.  

On 24 August 2011, the Commission concluded 

that Ireland had made adequate progress towards a 

timely correction of the excessive deficit, in 

response to the December 2010 Council 

                                                           
(15) In accordance with Council Regulation (EC) No 479/2009 

on the application of the Protocol on the EDP annexed to 
the Treaty establishing the European Community. 

(16) The excessive deficit procedure for Ireland runs in parallel 

to the macroeconomic adjustment program agreed between 
Ireland and the Commission on behalf of the lenders, in 

liaison with the ECB and the IMF. See the 'Memorandum 

of Understanding on Specific Economic Policy 
Conditionality' between the Commission and the Irish 

authorities that was signed on 16 December 2010. 

recommendation to correct the excessive deficit 

situation, and that no further EDP steps were 

needed. Based on the Summer 2011 review of the 

financial assistance programme for Ireland, the 

government deficit in 2011 is expected to remain 

below the target outlined for that year in the EDP 

decision, and to reach the respective target for 

2012. (
16

)  

In the case of Greece, the excessive deficit 

procedure runs in parallel to the macroeconomic 

adjustment program agreed between Greece and 

the Commission on behalf of the lenders, in liaison 

with the ECB and the IMF. (
17

) In the EDP 

context, the Commission has further assessed 

action taken in compliance with the February 2010 

Council decision to give notice to Greece in 

February 2011. (
18

) Based on Commission 

recommendations, the Council adopted further 

amendments to its February 2010 decision to give 

notice (recast in July 2011) to the Greek authorities 

under Article 126(9) TFEU, in March, July and 

November 2011. Further amendments of this 

decision in March 2012 included a revision of the 

fiscal adjustment path, in particular in light of 

worse than previously expected economic 

performance and newly announced government 

measures for the reduction of the primary deficit, 

while leaving the deadline for the correction of the 

excessive deficit in 2014.  

On 30 May 2012, following Germany's first 

notification of government deficit and debt data for 

2011 which reported that the deficit-to-GDP ratio 

returned well below the 3% of GDP reference 

value, and given that, according to the 

Commission services' 2012 Spring forecast(
19

), 

further improvements are expected over the 

forecast horizon, the Commission adopted a 

recommendation for a Council decision abrogating 

the decision on the existence of excessive deficit 

for Germany. On 19 June 2012, the Council 

                                                           
 

(17) See Memorandum on Economic and Financial Policies and 

Memorandum of Understanding on Specific Economic 
Policy Conditionality (both 3 May 2010). All the 

documents related to the implementation of the EDP in the 

case of Greece can be found at: 
http://ec.europa.eu/economy_finance/sgp/deficit/countries/

greece_en.htm 

(18) The noticed was revised in July, October 2011 and again in 
March 2012. 

(19) See footnote 9.  

http://ec.europa.eu/economy_finance/sgp/deficit/countries/greece_en.htm
http://ec.europa.eu/economy_finance/sgp/deficit/countries/greece_en.htm
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decided to abrogate the excessive deficit procedure 

for Germany.  

In the case of Spain, the Commission 

recommended on 6 July 2012 to the Council to 

adopt a new recommendation for correction of the 

excessive deficit adopted by the Council in 2009. 

In particular, it was recommended to extend 

Spainôs deadline for correction of the excessive 

deficit by one year, to 2014. To this end, the 

Spanish authorities shall deliver an improvement 

of the structural balance of 2.7pp. of GDP in 2012, 

2.5pp. of GDP in 2013 and 1.9pp. of GDP in 2014. 

The headline deficit targets should be 6.3% of 

GDP for 2012, 4.5% of GDP for 2013 and 2.8% of 

GDP in 2014. This recommendation was made in 

view of the fiscal effort undertaken by the Spanish 

authorities and, in line with Article 3(5) of 

Regulation (EC) 1467/97, in response to a 

substantial deterioration of the countryôs economic 

situation and outlook, compounded by a less tax-

rich growth composition, compared with the 

projection underpinning the earlier Council 

recommendation. The Council adopted this 

recommendation on 10 July 2012. 

2.2.2. EDP in non-euro area Member States  

Table I.2.1. shows the EDP steps taken for the non 

euro-area countries. Proceeding in a chronological 

order, in February 2011 the Council concluded that 

Bulgaria and Denmark had taken effective action 

in compliance with its July 2010 recommendation 

to end the excessive deficit, and that no further 

EDP steps were needed at that time. In its January 

2011 assessment, the Commission had concluded, 

based on the Commission services' 2010 autumn 

forecast, that both countries had taken the 

necessary measures to correct the excessive deficit 

by the deadlines set by the Council. On 30 May 

2012, on the basis of the Bulgaria's first 

notification of government deficit and debt data for 

2011 stating that the deficit-to-GDP ratio returned 

below the 3% threshold and of the Commission 

services' 2012 spring forecast showing a further 

improvement of the budgetary situation over the 

forecast horizon, the Commission adopted 

recommendation for a Council decision to abrogate 

the decision on the existence of an excessive 

deficit. On 19 June 2012, the Council abrogated 

the excessive deficit procedure for Bulgaria.  

In the case of Hungary, in its assessment of action 

taken of 11 January 2012, the Commission 

concluded that Hungary had not taken effective 

action in response to the July 2009 Council 

recommendation. While the general government 

balance was expected by the Hungarian 

authorities, based on the 2011 autumn EDP 

notification, and by the Commission services' 2011 

autumn forecast, to turn into surplus in 2011 

(which actually amounted to 4.2% of GDP), this 

was exclusively due to one-off revenues of almost 

10% of GDP, linked to the transfer of pension 

assets from the private pension schemes to the 

state pillar. Moreover, according to the 

Commission services' 2011 autumn forecast, in 

2012 the 3 % of GDP reference value of the Treaty 

would have again been respected thanks to one-off 

measures of close to 1 % of GDP, while in 2013 

the deficit was expected to exceed the 3 % of GDP 

reference value. On the basis of the Commission's 

recommendation, the Council decided on 24 

January 2012 that the country had not taken 

effective action in response to its recommendation 

to correct the excessive deficit situation of 7 July 

2009. 

On 13 March 2012, on a recommendation from the 

Commission, the Council adopted a new 

recommendation addressed to Hungary to end the 

excessive deficit situation by 2012, by requiring an 

additional fiscal effort, i.e. additional measures of 

a structural nature, of at least 0.5% in 2012, on top 

of the 1.9% of GDP already expected. 

On the same date, the Council also adopted a 

decision suspending almost a third of scheduled 

commitments for Hungary from the EU Cohesion 

Fund in 2013, taking recourse, for the first time, to 

the possibility of suspending Cohesion Fund 

commitments in case of non-compliance with its 

EDP recommendation under Article 126(7) of the 

Treaty, according to Article 4(1) of Regulation 

(EC) No 1084/2006. 

On 30 May 2012, the Commission concluded that 

Hungary had made adequate progress towards a 

timely correction of the excessive deficit, in 

response to the March 2012 Council 

recommendation to bringing an end to the 

excessive deficit situation, and that no further EDP 

steps were needed. On the same date, the 

Commission also adopted a proposal for a Council 

decision to lift the suspension of the commitments 
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from the Cohesion Fund, in accordance with 

Article 4(2) of Regulation (EC) No 1084/2006 

establishing the conditions for lifting the 

suspension for the Cohesion Fund commitments, 

which the Council adopted on 19 June 2012. 
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Table I.2.2: Overview EDP steps - Non-euro area Member States 

Treaty Art.

HU UK LV PL LT RO CZ BG DK

Commission adopts EDP-report = start of the procedure 126(3) 12.05.2004 11.6.2008 18.02.2009 13.05.2009 13.05.2009 13.05.2009 07.10.2009 12.05.2010 12.05.2010

Economic and Financial Committee adopts opinion 126(4) 24.05.2004 25.6.2008 27.02.2009 29.05.2009 29.05.2009 29.05.2009 27.10.2009 27.05.2010 27.05.2010

Commission adopts:

     opinion on existence of excessive deficit 126(5) 24.06.2004 02.07.2008 02.07.2009 24.06.2009 24.06.2009 24.06.2009 11.11.2009 06.07.2010 15.06.2010

     recommendation for Council decision on existence of excessive deficit 126(6) 24.06.2004 02.07.2008 02.07.2009 24.06.2009 24.06.2009 24.06.2009 11.11.2009 06.07.2010 15.06.2010

recommendation for Council recommendation to end this situation 126(7) 24.06.2004 02.07.2008 02.07.2009 24.06.2009 24.06.2009 24.06.2009 11.11.2009 06.07.2010 15.06.2010

Council adopts:

     decision on existence of excessive deficit 126(6) 05.07.2004 08.07.2008 07.07.2009 07.07.2009 07.07.2009 07.07.2009 02.12.2009 13.07.2010 13.07.2010

     recommendation to end this situation 126(7) 05.07.2004 08.07.2008 07.07.2009 07.07.2009 07.07.2009 07.07.2009 02.12.2009 13.07.2010 13.07.2010

          deadline for taking effective action 05.11.2004 08.01.2009 07.01.2010 07.01.2010 07.01.2010 07.01.2010 02.06.2010 13.01.2011 13.01.2011

          fiscal effort recommended by the Council* -

at least 

0.5% of 

GDP in 

2009/10

at least 

2¾% of 

GDP in 

2010-2012

at least 

1¼% of 

GDP in 

2010-2012

at least 

1½% of 

GDP in 

2009-2011

at least 

1½% of 

GDP in 

2010-2011

1% of GDP 

in 2010-

2013

at least ¾% 

of GDP in 

2011

at least 

0.5% of 

GDP in 

2011-2013

          deadline for correction of excessive deficit 2008 fin. year

 2009/10

2012 2012 2011 2011 2013 2011 2013

Commission adopts communication on action taken - - 27.01.2010 03.02.2010 - - 15.06.2010 27.01.2011 27.01.2011

Council adopts conclusions thereon - - 16.02.2010 16.02.2010 - - 13.07.2010 15.02.2011 15.02.2011

Commission adopts recommendations for Council decision establishing 

inadequate action

126(8) 22.12.2004 24.03.2009 - -

Council adopts decision establishing inadequate action 126(8) 18.01.2005 27.04.2009 - -

Commission adopts recommendation for NEW Council recommendation to 

end excessive deficit situation

126(7) 16.02.2005 24.03.2009 27.01.2010 08.02.2010

Council adopts NEW recommendation to end excessive deficit situation 126(7) 08.03.2005 27.04.2009 16.02.2010 16.02.2010
          deadline for taking effective action 08.07.2005 27.10.2009 16.08.2010 16.08.2010

          fiscal effort recommended by the Council* -

beyond 1% 

of GDP in 

2010/11-

2013/14

at least 

2¼% of 

GDP in 

2010-2012

1¾% of 

GDP in 

2010-2012

          new deadline for correction of excessive deficit 2008 fin. year

 2013/14

2012 2012

Commission adopts communication on action taken 13.07.2005 - 21.09.2010 21.09.2010

Council adopts conclusions thereon - - 19.10.2010 19.10.2010

Commission adopts recommendations for Council decision establishing 

inadequate action

126(8) 20.10.2005 -

Council adopts decision establishing inadequate action 126(8) 08.11.2005 -

Commission adopts recommendation for NEW Council recommendation to 

end excessive deficit situation

126(7) 26.09.2006 11.11.2009

Council adopts NEW recommendation to end excessive deficit situation 126(7) 10.10.2006 02.12.2009
          deadline for taking effective action 10.04.2007 02.06.2010

          fiscal effort recommended by the Council* -

1¾% of 

GDP in 

2010/11-

2014/15

          new deadline for correction of excessive deficit 2009 fin. year 

2014/15

Commission adopts communication on action taken 13.06.2007 06.07.2010

Council adopts conclusions thereon 10.07.2007 13.07.2010

Commission adopts recommendations for Council decision establishing 

inadequate action

126(8) -

Council adopts decision establishing inadequate action 126(8) -

Commission adopts recommendation for NEW Council recommendation to 

end excessive deficit situation

126(7) 24.06.2009

Council adopts NEW recommendation to end excessive deficit situation 126(7) 07.07.2009

          deadline for taking effective action 07.01.2010

          fiscal effort recommended by the Council*

at least 

0.5% of 

GDP in 

cumulative 

terms in 

2010-2011

          new deadline for correction of excessive deficit 2011

Commission adopts communication on action taken 27.01.2010

Council adopts conclusions thereon 16.02.2010

Commission adopts recommendations for Council decision establishing 

inadequate action

126(8)

11.01.2012

Council adopts decision establishing inadequate action 126(8) 24.01.2012

Commission adopts recommendation for NEW Council recommendation to 126(7) 06.03.2012

Council adopts NEW recommendation to end excessive deficit situation 126(7) 13.03.2012

          deadline for taking effective action 13.09.2012

          fiscal effort recommended by the Council

at least 

0.5% of 

GDP on top 

of the 1.9% 

of GDP  

foreseen 

          new deadline for correction of excessive deficit
2012

Commission adopts communication on action taken 30.05.2012

Council adopts conclusions thereon 19.06.2012

Commission adopts recommendation for Council decision abrogating 

existence of excessive deficit 126(12) 30.05.2012

Council adopts decision abrogating existence of excessive deficit 126(12) 19.06.2012

Follow-up of the NEW Council recommendation under Art. 126(7)

Abrogation

Country

Follow-up of the NEW Council recommendation under Art. 126(7)

Follow-up of the NEW Council recommendation under Art. 126(7)

Follow-up of the NEW Council recommendation under Art. 126(7)

Steps in EDP procedure

Starting phase

Follow-up of the Council recommendation under Art. 126(7)

 
Notes: * Average annual fiscal effort, unless indicated otherwise. 

Source: Commission sources. 
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Table I.2.3: Overview EDP steps - Greece 

Treaty 

Art.

EL

Commission adopts EDP-report = start of the procedure 126(3) 18.02.2009
Economic and Financial Committee adopts opinion 126(4) 27.02.2009
Commission adopts:
    opinion on existence of excessive deficit 126(5) 24.03.2009
    recommendation for Council decision on existence of excessive deficit 126(6) 24.03.2009
    recommendation for Council recommendation to end this situation 126(7) 24.03.2009
Council adopts:
    decision on existence of excessive deficit 126(6) 27.04.2009
    recommendation to end this situation 126(7) 27.04.2009
         deadline for taking effective action 27.10.2009
         fiscal effort recommended by the Council -

         deadline for correction of excessive deficit 2010

Commission adopts recommendations for Council decision establishing inadequate action 126(8) 11.11.2009
Council adopts decision establishing inadequate action 126(8) 02.12.2009
Commission adopts recommendation for Council decision to give notice 126(9) 03.02.2010
Council decision to give notice 126(9) 16.02.2010
         deadline for taking effective action 15.05.2010
         fiscal effort recommended by the Council at least 3½% of GDP annualy in 2010 and 

         new deadline for correction of the excessive deficit 2012

Commission adopts communication on action taken 09.03.2010
Council adopts conclusions thereon 16.03.2010
Commission adopts recommendation for NEW Council decision to give notice 126(9) 04.05.2010
Council decision to give notice 126(9) 10.05.2010

         fiscal effort recommended by the Council at least 10% in cumulative terms over 2009-

         new deadline for correction of the excessive deficit 2014

Commission adopts communication on action taken 19.08.2010
Council adopts conclusions thereon 07.09.2010

Commission adopts recommendation for Council decision amending the Council decision 126(9) 19.08.2010

          to give notice
Council decision amending the Council decision to give notice 126(9) 07.09.2010

         new deadline for correction of the excessive deficit 2014

Commission adopts communication on action taken 09.12.2010
Council adopts conclusions thereon 20.12.2010

Commission adopts recommendation for Council decision amending the Council decision 126(9) 09.12.2010

          to give notice
Council decision amending the Council decision to give notice 126(9) 20.12.2010

         deadline for correction of the excessive deficit 2014

Commission adopts communication on action taken 24.02.2011
Council adopts conclusions thereon 07.03.2011

Commission adopts recommendation for Council decision amending the Council decision 126(9) 24.02.2011

          to give notice
Council decision amending the Council decision to give notice 126(9) 07.03.2011

         deadline for correction of the excessive deficit 2014

Commission adopts communication on action taken 01.07.2011
Council adopts conclusions thereon 12.07.2011

Commission adopts recommendation for Council decision amending the Council decision 126(9) 05.07.2011

          to give notice
Council decision amending the Council decision to give notice 126(9) 12.07.2011

          deadline for correction of the excessive deficit 2014

Commission adopts communication on action taken 26.10.2011
Council adopts conclusions thereon 08.11.2011

Commission adopts recommendation for Council decision amending the Council decision 126(9) 26.10.2011

          to give notice
Council decision amending the Council decision to give notice 126(9) 08.11.2011

          deadline for correction of the excessive deficit 2014

Steps in EDP procedure

Starting phase

Follow-up of the Council decision

Follow-up - 5th review

Follow-up - Second Adjustment Programme

Follow-up - 2nd review

Follow-up - 3rd review

Follow-up - 4th review

Follow-up - 1st review

Follow-up of the Council recommendation under Art. 126(7)

 
Source: Commission services. 
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This Chapter provides an overview of the Stability 

and Convergence Programmes (SCPs) that 

Member States submitted in April-May 2012. This 

round of SCPs and the related assessment is the 

first one based on the new provisions of the 

Stability and Growth Pact which entered into force 

in December 2011. Therefore, the present Chapter 

provides, besides the examination of 

macroeconomic assumptions and budgetary 

objectives, an analysis of the SCPs against the 

expenditure benchmark and the debt reduction 

benchmark (see Part II on Evolving budgetary 

surveillance). Recommendations based on the 

SCPs were adopted by the Council in July 2012 on 

the basis of a Commission recommendation. Prior 

to this, in view of the persistent pressure on the 

euro area sovereign debt markets but also of the 

less favourable growth assumptions, the February 

2012 ECOFIN Council had reaffirmed the 

principle of differentiated fiscal exit strategies 

taking into account country-specific macro-

financial situations. Together with the EDP 

recommendations, these principles represent the 

basis for the assessments of the programmes. In 

the context of the European Semester, the Council 

recommendations are expected to feed into the 

national budgets for 2013. For this reason, this 

Chapter gives special attention to 2013, examining 

the deficit targets set out in the SCPs against the 

background of the Commission services' Spring 

2012 forecasts. It then presents the adjustment 

paths, the time profile and the composition of the 

consolidation over the whole horizon of the 

programmes. The Chapter finally outlines the 

implications of the fiscal plans for the debt path. 

The Chapter consists of four sections. Section 1 

examines the macroeconomic scenarios with 

particular attention given to their sectoral 

implications. A decomposition of the gap between 

SCP projections and the Commission forecasts is 

presented. Section 2 highlights the fiscal 

consolidation strategy (pace, time profile and 

composition of the fiscal adjustment) and also 

assesses expenditure plans for 2013 and for 2014ï

2015. In addition, it presents the convergence path 

towards Member States' medium-term budgetary 

objectives (MTOs), including an assessment of the 

respect of expenditure benchmark. Section 3 

assesses the short term implications of the 

macroeconomic scenarios and the consolidation 

plans on debt. This part also considers ï where 

appropriate ï whether sufficient progress towards 

compliance with the debt reduction benchmark is 

ensured according to the SCPs plans. Section 4 

assesses the longer term implications of the plans 

for fiscal sustainability, notably taking into 

account the projected changes in age-related 

expenditure. SCP data are taken from the SCP 

tables submitted by Member States. SCP data for 

Greece are not reported as Greece did not submit 

the relevant tables. (
 (20

) 

3.1. MACROECONOMIC SCENARIOS 

On average, macroeconomic scenarios for 2012-

2013 are similar between SCPs and Commission 

forecasts, albeit slightly less favourable for the 

latter. The overall picture is one of stagnation in 

2012, followed by some recovery in 2013. 

According to SCPs, EU27 growth would average 

0.2pp in 2012 (Commission: 0.0pp) and 1.5pp in 

2013 (Commission: 1.3pp). Forecasts are slightly 

lower for the euro area (Graphs I.3.1-I.3.2).  

According to SCPs, except in a few countries, the 

slowdown implies a widening output gap in 2012, 

contrasting with projections made last year of a 

gradual pick-up in growth and a narrowing output 

gap already in 2012. With nominal budgetary 

projections for 2012 often remaining close to those 

of a year ago, this implies a tightening of the 

average fiscal stance. For 2013, some moderate 

reduction in the output gap is generally expected. 

At the EU 27 or euro area level, the output gap 

would remain large and negative over 2012-2013 

(above 2% in 2013), with some further closing 

expected by 2015 (up to about ¾ %). Output gaps 

are deemed to be largest (and remain so) in 

countries currently experiencing recessions (such 

as Portugal, Spain and Slovenia), with moderately 

large output gaps also in a number of other 

countries.  

In some countries there are notable differences 

between SCPs and Commission's growth forecasts. 

Some SCPs pencil in markedly more favourable 

assumptions (for either 2012 or 2013, or both), 

                                                           
(20) Since Greece did not present a Stability Programme in 

2012, it is not taken into account in SCPs weighted 

averages for the euro area and/or the EU27 presented in 
this note, as opposed to Commission services' Forecasts 

which cover all EU27 Member States. 
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especially so for Bulgaria and Sweden, and to 

some extent for Slovenia, Hungary, the 

Netherlands, France and Spain. A few countries 

project weaker growth than the Commission 

forecast over 2012-2013 (Estonia and Slovakia).  

The counterpart of improvement in government 

balances foreseen in the SCPs is, for nearly all 

Member States, an expected dissaving by the 

domestic private sector, which is particularly 

sizeable in Ireland, Lithuania, the United Kindom, 

the Netherlands, Romania, France, Poland and 

Belgium (Graph I.3.3). 

External balances also are expected to improve in 

the majority of cases. The bisector in Graph I.3.3. 

delineates the boundary between those countries 

where an improvement is expected vis-à-vis the 

Graph I.3.1: Growth assumptions (EU) 
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Graph I.3.4: Sectoral net lending and relative ULC changes in the COM forecast (2011-2013) 
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rest of the world ï countries that lie above the line 

are expected to show an improvement in their 

external balances while those below are expected 

to show a deterioration. 

 An improvement in the external balance takes 

place when the sum of the changes in private net 

lending and public net lending is positive. This is 

the case in particular for Portugal, Cyprus, Spain 

and Ireland, with also significant changes in 

Graph I.3.3: Sectoral net lending and relative ULC changes in the SCPs (2011ï2015) 
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Hungary (
21

), Malta, Italy, the Netherlands and the 

United Kingdom. In some Member States 

however, the planned improvement in government 

balances is more than offset by private sector 

dissaving, resulting in a deteriorating external 

position. This includes Estonia, Denmark, 

Bulgaria, Sweden, Latvia, and to a lesser extent 

Germany. Portugal is the only Member State 

where both the public and the private sector are 

projected to deleverage. Member States expecting 

a very large improvement of their external balance 

also foresee large improvements in cost 

competitiveness as measured by relative unit 

labour costs (ULC). (
22

) However, there is no 

systematic correlation between the evolutions of 

relative ULC and external balances.  

Although not directly comparable in terms of time 

period, the Commission services' forecast over 

2011-2013 (Graph I.3.4) broadly confirms these 

projected trends. On average however, 

Commission services' forecasts tend to show less 

marked improvements in domestic private sector 

balances and a more balanced distribution between 

Member States improving and those deteriorating 

in terms of external balance. 

3.2. FISCAL CONSOLIDATION     

The conclusions of the 21 February 2012 ECOFIN 

Council stressed that all Member States should 

continue to respect their commitments in line with 

the rules of the Stability and Growth Pact (SGP). 

While these rules allow the automatic stabilisers to 

work around the agreed path of structural fiscal 

adjustment, these conclusions highlight that the 

room for fiscal manoeuvre differs sharply across 

Member States, with those benefiting from a 

financial assistance programme or those facing 

close market scrutiny being called to exercise 

particular vigilance. Therefore countries benefiting 

from a financial assistance programme should stick 

                                                           
(21) In Hungary net public lending is adjusted for one-off and 

temporary measures in 2011. 

(22) The size of the a country's circle reflects the percentage 
change of the real effective exchange rate over the 2011ï

2015 horizon relative to the EU27, with white circles 

indicating improvements in competiveness and black 
circles deteriorations. Formally, the indicator represents the 

percentage change in the nominal unit cost of labour over 

2011ï2015 relative to the EU27 according to methodology 
in the Commission services' quarterly report on Price and 

Cost Competitiveness. 

to the targets as agreed in the programme and 

should fully and timely implement the policy 

measures, including in particular structural 

reforms, agreed in the respective Memorandum of 

Understanding. Similarly, Member States facing 

close market scrutiny should continue to meet the 

agreed budgetary targets and stand ready to pursue 

further consolidation measures if needed. Finally, 

the conclusions express a preference for 

expenditure-based consolidations ï calling for the 

growth of expenditure (net of discretionary 

revenue measures) to remain below the medium-

term rate of potential GDP growth until they have 

reached their MTO ï while advocating expenditure 

prioritisation in favour of growth-friendly items. 

Against this background, this section reviews the 

size and time profile of the planned consolidation, 

in terms of both headline targets and structural 

balances. It contains also an assessment of the rate 

of progress towards the MTO against the 

expenditure benchmark introduced by the reform 

of the Pact alongside the traditional approach, 

based on the improvement in the structural 

balance. The main risks to the achievement of the 

targets ï both macroeconomic and policy-related ï 

are highlighted on the basis of a comparison with 

the Commission forecasts based on a no-policy-

change scenario. This is followed by a more 

detailed analysis of the composition of the planned 

consolidation, including a disaggregation for broad 

categories of expenditure.  

3.2.1. Size and time profile of planned 

consolidation  

After the sizeable reduction in government deficits 

achieved in 2011(
23

) in both the euro area (from 

6.2% of GDP in 2010 to 4.1%) and the EU as a 

whole (from 6.5% to 4.5%), Member States plan 

overall to continue with ambitious consolidation 

against a background of the foreseen protraction of 

the cyclical slowdown, evident since the second 

half of last year.  

Graph I.3.5 shows the planned changes in 

government deficits over the 2011ï2015 horizon, 

as set out in the SCPs. It shows that, on aggregate, 

both the EU27 and the euro area are projected to 

improve significantly their fiscal positions every 

                                                           
(23) This deficit reduction exceeded the plans in the 2011 SCPs 

by 0.4pps of GDP in both the euro area and the EU27.    
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year between 2011 and 2015. Overall, the time 

profile of the consolidation is relatively front-

loaded, as the largest reduction in the deficit, by 

about 1pp of GDP, is planned for 2012, while 

somewhat lower reductions are pencilled in from 

2013 on, in particular for the euro area.  

While the extent of the planned deficit reductions 

broadly reflects starting positions, considerable 

cross-country variations are observed, including in 

the profile of adjustment. In Belgium, Malta, 

Austria, Portugal, Slovakia, Finland, Bulgaria, the 

Czech Republic, Slovakia and Denmark, the 

comparison between the first years (2012ï2013) 

and the outer years (2014ï2015) of the 

programmes suggests a relatively back-loaded 

adjustment. For Austria, Portugal, Finland and 

Denmark, the deficit is even projected to increase 

before resuming a downward path from 2013 

onwards. 

The same comparison suggests a frontloaded 

consolidation in Ireland, Spain, Italy, Slovenia, 

Bulgaria, Latvia, Lithuania, Poland, Romania and 

the UK, which show the largest deficit reductions 

already in their 2012 budgets. The largest 

reductions planned for 2013 are in Spain, Cyprus, 

France, Portugal and Denmark.  

Estonia and Sweden stand out for having achieved 

a budget surplus already in 2011, which according 

to plans would turn into a deficit (albeit of very 

small proportion for Sweden) in 2012, before 

moving again into surplus territory (already in 

2013 for Sweden, a year later for Estonia). The 

surplus recorded in 2011 in Hungary reflects large 

one-off operations and is planned to be followed 

by declining deficits. Finally, no apparent pattern 

of deficit reduction can be detected in the plans of 

Luxembourg, where the small deficit recorded in 

2011 is planned to be followed by deficits 

oscillating between 1 and 2% of GDP. 

3.2.2. Evolution of structural balances  

The Member States generally foresee substantial 

structural consolidations over the period. This can 

be seen in Graph I.3.6 which shows the level of the 

structural balance for the years from 2011 to 2015, 

alongside the respective medium-term objectives. 

According to the SCP plans, the average structural 

balance in both the EU27 and euro area should fall 

by over 3pp of GDP over the four years from 2011 

to 2015. This effort is somewhat frontloaded, with 

a more sizeable adjustment in the early years as 

compared to the later years covered by the SCPs. 

For a number of Member States, the pace of 

consolidation tends to be more moderate as they 

Graph I.3.5: Planned changes in government deficits over 2011ï2015 in the SCPs 
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Source: SCPs, Commission services. 



European Commission  

Public finances in EMU - 2012 

 

36 

move out of excessive deficits and embark on the 

adjustment path towards their medium-term 

objective (MTO).  

For 2012 a marked structural improvement of 

around 1½pp of GDP is expected on average by 

SCPs. This compares with a structural tightening 

close to 1pp planned for 2012 in last year's SCPs. 

This indicates that the Member States have 

generally undertaken additional structural 

adjustments, while macroeconomic conditions are 

less favourable. The combination of a wider output 

gap and a significant structural adjustment leads to 

a pro-cyclical stance in 2012.  

According to the SCPs, a substantial policy 

tightening should still occur in 2013, with a 

structural improvement of about ¾pp for the EU27 

and close to 1pp at the level of the euro area. 

Structural adjustments should continue thereafter 

at a slower pace of close to ½pp for the EU27 

average, with slightly lower tightening for the euro 

area. 

Graph I.3.6 also shows that the Member States are 

moving towards their MTOs and some of them are 

set to have achieved it by 2015 or before. These 

countries are Portugal, Bulgaria, Czech Republic, 

Poland and Romania, while Cyprus, Hungary, 

Italy, Germany, Sweden and Estonia expect tol 

overachieve it. Spain, Slovenia, Belgium, Latvia, 

and Austria are projecting that they will come 

close to their MTO by 2015. 

While almost all countries plan some consolidation 

over the 2011ï2015 period, there are notable 

differences in terms of pace and timeline. The 

cumulated size of the structural adjustment tends 

to be related to the starting position of the 

countries (with a generally larger adjustment when 

the structural deficit is initially higher). Moreover 

and while there are exceptions, a correlation can be 

found between large cumulated consolidation and 

frontloaded adjustment (in the sense of taking 

place in 2012-2013 rather than in later years).  

Thus, over 2011-2015, substantial and rather 

frontloaded structural improvements are foreseen 

in Spain, Cyprus, Slovenia, Portugal, France, Italy, 

Lithuania, Hungary, Poland, Romania and the 

United Kingdom. Significant structural 

improvements are also planned in most other 

countries but in a more spread out manner. A 

loosening of the structural balance is expected in 

Finland, Denmark and Luxembourg. 

Graph I.3.6: Planned changes in the structural government deficits over 2011ï2015 in the SCPs and the MTOs 
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Box I.3.1: The expenditure benchmark  

Since the entry into force of the reform of the Stability and Growth Pact (SGP) ï the so-called Six-Pack ï in 

December 2011, the appropriateness of the adjustment path of Member States towards their medium-term 

budgetary objective (MTO) under the preventive arm, is assessed based on two pillars. (1)  

The first pillar is the analysis of the annual structural adjustment undertaken by the Member States, which 

should amount to 0.5% of GDP as a benchmark until the MTO is reached. The second pillar compares the 

evolution of government primary expenditure, net of discretionary revenue measures, to a reference rate, 

based on the medium-term potential GDP growth (see Section II.2.1). Countries that are at their MTO will 

have a reference rate equal to their medium-term potential GDP growth rate, while those not yet at their 

MTO will have a reference rate that is lower.  The second pillar will be used for the first time to assess 

adjustment towards the MTO based on the 2012 budgetary plans. (2)  

Table 1 presents the real growth rate of government expenditure net of discretionary revenue measures, as 

planned by Member States in their SCPs for 2012 and 2013, in light of the benchmark they should respect 

according to the requirements of the preventive arm of the SGP (such periods are flagged with grey 

shading). Bold figures warn that the enforcement of such plans would not comply with the current 

benchmark: out of 15 Member States subject to the preventive arm in 2012 and/or 2013, 4 could be 

concerned (Germany in 2012, Romania in 2013, Estonia and Luxembourg in both years). If this materialises 

with an observed impact on government balance of at least 0.5% of GDP over one year (or cumulatively 

over two consecutive years), the deviation from the adjustment path towards the MTO might be considered 

to be significant (as defined in Art. 6 of Reg. 1466/97). 

Overall, EU Member States' policy choices, in terms of expenditure growth and discretionary revenue 

measures (3), as presented in the SCPs, would, in the great majority of cases, be consistent with medium-

term potential growth. The outliers are Luxembourg, which stands clearly over its benchmark rate in 2012, 

while Estonia, Denmark, Germany and Belgium also markedly exceed it; as far as the 2013 plans are 

concerned, Member States are expected to comply, at the exception of a clear deviation for the UK and 

Estonia, while Luxembourg stands again above its benchmark rate. 

However, a majority of Member States actually plan a larger adjustment than what is required by the 

preventive arm (by maintaining real net expenditure growth well below the benchmark); this reflects the 

undergoing correction of current excessive deficits and a large consolidation of public finances which is 

underway in the EU, and more specifically in the euro area. 

                                                           
(1) All results of this first exercise of the assessment of policy plans against the expenditure benchmark, presented in this 

note, are only based on plans as reported by Member States in their programmes, at the exception of corrections 

undertaken after bilateral contacts with the authorities. 
(2) Member States subject to the EDP are not formally concerned by this benchmark. 

(3) In accordance with Art.5 of Reg. 1466/97, the change in expenditure is recalculated in order to avoid taking into 

account non-discretionary changes in government expenditure due either to unemployment benefits or to EU 
programmes matched by EU funds revenue. To avoid penalizing peaks in investment, corresponding expenditure is 

also smoothed over four years. Finally, the effect of measures taken by the Member States on the revenue side is 

deducted, to obtain a net change in government expenditure. As for the benchmark, the reference rate used as a 
ceiling over expenditure growth corresponds to the 10-year average growth rate of potential GDP (2007-2016). 

Moreover, as long as the Member State is not at its MTO, this expenditure growth should remain below the reference 

rate, in order to support the required structural adjustment by 0.5% of GDP towards the MTO; this yields a lower 
benchmark (the "lower rate"). Member States which have overachieved their MTO could temporarily exceed the 

benchmark as long as, taking into account the possibility of significant revenue windfalls, the MTO is respected 

throughout the programme period. 
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Box (continued)  
 

 

Table  1: Growth of government expenditure net of discretionary revenue measures and applicabl e benchmark  

2012 2013 2014 2015

BE 0.4 1.5 -0.2 -0.5 -0.7

BG 1.1 in 2012, 2.6 in 2013 -11 -2 -0.4 5.2

CZ 1.2 -3.3 -1.7 -2.4 0.2

DK 0.9 in 2012, 0 in 2013 2 -2.4 0.4 0.5

DE 0.0 in 2012, 1.2 in 2013 0.9 0.6 0.2 1.4

EE 1 2.2 4.6 2.5 -0.2

IE -0.8 -13.4 -5.3 -6.1 -4.6

EL -1.4 n.a. n.a. n.a. n.a.

ES -0.2 -12 -7.4 -2.9 -2.1

FR 0.3 -1.4 -1.2 -0.3 -0.3

IT -0.8 -6.7 -3.5 -1.2 0.1

CY 0.3 -9.1 -5.2 -3.3 2.6

LV -0.1 -3 -0.5 -0.7 -1.1

LT 0.8 -6.3 -0.6 0.4 3

LU 1.8 in 2012, 0.6 in 2013 4.9 2 2.2 2.6

HU -0.6 -9.5 -2.5 1.7 2.2

MT 0.2 -4.4 -1 -0.5 -0.7

NL 0.4 -3.6 -0.1 -0.6 -1.1

AT 0.5 0.8 -0.3 0.5 0.1

PL 2.6 1 1.2 0.6 0.5

PT -1.1 -2.3 -3.3 -2.4 -0.6

RO 1.4 -4.3 1.5 1.4 2

SI 0.6 -9.2 -6.5 -2.6 -3.1

SK 1.8 0.4 0.1 0.6 1.3

FI 1.4 in 2012, 0.5 in 2013 0.9 -1 0.5 1.5

SE 1.8 2 1.5 0.3 0.8

UK
d 0.1 -4.3 2.8 -2.5 -1.5

EA17 -3 -1.7 -0.7 0

EU27 -2.9 -0.9 -0.9 -0.1

Real growth rate of government expenditure net of discretionary revenue measures  presented in SCPs
Applicable benchmark for 2012 and 

2013
a
 (%)

 
a: for all Member States but SE (as well as DK, FI and LU in 2012 and BG and DE in 2013), the applicable benchmark is 

a rate below their reference medium -term rate of potential GDP growth to support the adjustment towards the MTO.  

b: sha ded rows correspond to years to which the requirements of the preventive arm are applicable.  

c: bold figures indicate an excess of net expenditure growth over the applicable benchmark (only indicative for 

2014 and 2015, also taking into account planned ac hievement of the MTO). Concerning  SE, the overachievement 

of the MTO over the programme period allows a temporary excess over the benchmark..  

d: the deadline for UK to correct its excessive deficit corresponds to the fiscal year 2014/2015.  

Source:  SCPs, Commission services  
 

Graphs 1 and 2 present expenditure plans for 2012 and 2013 (the net real growth rate is shown on the 

vertical axis) in comparison to their respective benchmark (to be read on the horizontal axis). To respect the 

benchmark, net expenditure growth needs to remain below the bisector. According to the requirements of 

the preventive arm, a few Member States would simply be required to keep the net growth of real 

expenditure at or below their medium-term potential GDP growth rate (depicted with a circle), in order to 

remain at their MTO. However, most of the Member States have to maintain it below a lower rate (depicted 

with a diamond), as they have to progress towards their MTO. 
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Box (continued)  
 

Graph  1: Real growth of government expenditure net of discretionary revenue measures and applicable 

benchmark as presented in SCPs in 2012  

 
Source:  SCPs, Commission services.  

 

Graph  2: Real growth of government expenditure net of discretionary revenue measures and applicable 

benchmark as presented in SCPs in 2013  

 
Source:  SCPs, Commission services.  
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3.2.3. Risks to the SCPs targets: an assessment  

The budgetary targets outlined in SCPs can be seen 

as vulnerable to three risks: less favourable 

macroeconomic conditions may negatively affect 

the achievement of the targets throughout the 

programme period; the impact of the consolidation 

measures may have been overestimated; and the 

targets may not be supported by sufficiently 

detailed measures, especially for the years not 

covered by the current budget.  

Graph I.3.7 seeks to highlight these different risks 

by focusing on the gap between Member States' 

targets and the Commission services' deficit 

forecasts for 2013, in terms of the following three 

components:  i) the difference in the deficits 

projected for 2012 (labeled the '2012 base effect'), 

reflecting differences in the growth projections for 

2012 and/or the assessment of the impact of the 

measures in the 2012 budget; the effect of 

difference in the growth projections for 2013 

(labeled '2013 growth gap'), calculated using the 

standard semi-elasticities of budgetary balance to 

growth;  iii) the residual difference, (labeled the 

'2013 policy gap'), presumably mainly stemming 

from the absence of detailed consolidation 

measures for 2013 (and hence their non-inclusion 

in the Commission services' forecasts based on the 

no-policy change assumption).  

The base effect, reflecting a different assessment 

of the budgetary outcome for the current year, 

amounts to a relatively modest 0.3pp of GDP for 

both the euro area and the EU as a whole. There is 

however considerable variation across countries: 

the 2012 base effect explains 0.8pp of GDP of the 

higher deficit projected by Commission services in 

Cyprus and Slovenia while in Spain it attains 

1.1pp. Conversely, in Finland and Estonia and to a 

lesser extent in Germany and the Czech Republic 

there are small positive base effects.  

The gap stemming from different growth 

projections for 2013 is even smaller, at 0.1pp of 

GDP for both the euro area and the EU. While a 

possible favorable bias emerges for Spain, France, 

the Netherlands, Hungary, Poland, Bulgaria, 

Hungary and Sweden, only in the case of Sweden 

where it amounts to 0.6pp of GDP does this appear 

to be sizeable. By contrast, the macroeconomic 

scenario may impart a small prudent bias to the 

budget plans in Austria, Estonia, the Czech 

Republic and Slovakia.  

 

Table I.3.1: Budgetary developments in the Member States up to 2014 according to the SCPs 

2011 2012 2013 2014 2011 2012 2013 2014 2011 2012 2013 2014 2011 2012 2013 2014

BE 1.9 0.1 1.3 1.7 -3.7 -2.8 -2.2 -1.1 -2.9 -2.3 -1.4 -0.6 98.0 99.4 97.8 95.5

DE 3.0 0.7 1.6 1½ -1.0 -1.0 -½ 0.0 -1.0 -0.5 -0.3 0.1 81.2 82.0 80.0 78.0

EE 7.6 1.7 3.0 3.4 1.0 -2.6 -0.7 0.1 -0.2 -0.8 0.0 0.5 6.0 8.8 11.0 10.6

IE 0.7 0.7 2.2 3.0 -13.1 -8.3 -7.5 -4.8 -8.2 -7.9 -7.4 -5.2 108.2 117.5 120.3 119.5

EL #N/A #N/A #N/A #N/A #N/A #N/A #N/A #N/A - - - - #N/A #N/A #N/A #N/A

ES 0.7 -1.7 0.2 1.4 -8.5 -5.3 -3.0 -2.2 -6.9 -4.4 -2.2 -0.9 68.5 79.8 82.3 81.5

FR 1.7 0.7 1.8 2.0 -5.2 -4.4 -3.0 -2.0 -4.2 -3.1 -1.8 -1.2 85.8 89.0 89.2 88.4

IT 0.4 -1.2 0.5 1.0 -3.9 -1.7 -0.5 -0.1 -3.6 -0.5 0.5 0.5 120.1 123.4 121.5 118.2

CY 0.5 -0.5 0.5 1.0 6.3 -2.6 -0.6 0.0 6.9 -2.0 0.2 0.8 71.6 72.1 70.2 67.8

LU 1.6 1.0 2.1 3.3 -0.6 -1.5 -1.2 -0.9 0.4 -0.2 0.1 -0.2 18.2 20.9 23.6 24.4

MT 2.1 1.5 2.0 2.0 -2.7 -2.2 -1.7 -1.1 -2.9 -2.2 -1.8 -1.3 72.0 70.3 68.7 67.4

NL 1.2 -¾ 1¼ 1½ -4.7 -4.2 -3.0 n.a. -3.5 -2.3 -1.5 -2.8 65.2 70.2 70.7 n.a.

AT 3.1 0.4 1.4 2.0 -2.6 -3.0 -2.1 -1.5 -2.4 -2.1 -1.6 -1.3 72.2 74.7 75.3 74.6

PT -1.6 -3.0 0.6 2.0 -4.2 -4.5 -3.0 -1.8 -6.0 -2.6 -1.0 -0.4 107.8 113.1 115.7 113.4

SI -0.2 -0.9 1.2 2.2 -6.4 -3.5 -2.5 -1.5 -6.2 -1.6 -0.9 -0.6 47.6 51.9 53.1 52.6

SK 3.3 1.1 2.7 3.6 -4.8 -4.6 -4.5 -4.2 -4.3 -4.1 -2.3 -2.0 43.3 50.2 52.0 53.0

FI 2.9 0.8 1.5 2.1 -0.5 -1.1 -0.5 -0.1 0.5 -0.2 0.2 0.1 48.6 50.7 51.8 51.9

EA-17 (*) 1.7 -0.1 1.2 1.6 -4.0 -2.9 -1.9 -1.2 -3.3 -1.9 -1.0 -0.6 86.1 89.7 89.3 87.7

BG 1.7 1.4 2.5 3.5 -2.1 -1.6 -1.3 -0.5 -1.0 -0.6 -0.6 -0.2 16.4 19.8 18.4 18.0

CZ 1.7 0.2 1.3 2.2 -3.1 -3.0 -2.9 -1.9 -2.7 -2.0 -2.1 -1.3 41.2 44.0 45.1 44.8

DK 1.0 1.2 1.5 1.8 -1.8 -4.0 -1.8 -1.9 0.1 -0.9 -0.3 -0.7 46.5 40.5 41.4 41.2

LV 5.5 2.0 3.7 4.0 -3.5 -2.1 -1.4 -0.8 -2.6 -1.2 -0.9 -0.7 42.6 44.5 45.8 46.7

LT 5.9 2.5 3.7 3.4 -5.5 -3.0 -2.0 -1.0 -4.7 -2.6 -2.1 -1.5 38.5 40.2 38.6 36.7

HU 1.7 0.1 1.6 2.5 4.3 -2.5 -2.2 -1.9 -4.0 -1.9 -1.2 -1.1 80.6 78.4 77.0 73.7

PL 4.3 2.5 2.9 3.2 -5.1 -2.9 -2.2 -1.6 -5.1 -2.5 -1.7 -1.1 56.4 53.7 52.5 50.6

RO 2.5 1.7 3.1 3.6 -5.2 -2.8 -2.2 -1.2 -3.1 -1.7 -1.2 -0.5 33.3 34.2 33.7 32.8

SE 3.9 0.4 3.3 3.7 0.3 -0.1 0.5 1.7 -0.2 1.0 1.6 2.4 38.4 37.7 35.4 31.8

UK (1) 0.8 0.8 2.0 2.7 -8.3 -5.9 -6.0 -4.4 -6.9 -4.4 -4.6 -3.5 84.0 89.0 91.9 92.7

EU-27 (*) 1.7 0.2 1.5 2.0 -4.4 -3.3 -2.4 -1.7 -3.7 -2.2 -1.5 -1.0 81.1 84.3 84.3 83.0

Real GDP growth Government balance Structural balance Government gross debt

 
(1) Convergence programme and autumn forecast: financial years ending in following March. 

(*) In case of missing programmes: weighted average of the figures for those countries that have submitted a programme. 

Source: SCPs, Commission services. 
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For the EU27 as a whole, revenue-to-GDP ratios in 

the SCPs are 0.5 and 0.3pp of GDP lower in 2012, 

and 2013, respectively, than those projected by the 

Commission services, whereas for the euro area 

revenue ratios are higher than envisaged by the 

Commission services, by 0.1pp and 0.4pp in 2012 

and 2013, respectively. Revenue projections could 

be considered to be particularly cautious in the 

Netherlands, Denmark, Poland, Sweden and the 

UK. In the cases of Latvia and Estonia revenue 

projections appear somewhat on the high side in 

2012, but this possible bias is almost totally offset 

by apparently very conservative assumptions for 

2013. By contrast, revenues appear to be projected 

on the basis of especially favorable assumptions in 

Belgium, Spain, Italy, Malta and Bulgaria, where 

in these cases the revenue ratios in SCPs imply 

revenue growth rates that exceed those of GDP by 

more than 3pp in 2012.  

Expenditure projections are lower in the SCPs than 

in the Commission services' 2012 Spring forecasts. 

The expenditure ratios in the SCPs are on 

aggregate lower by 1pp in 2012 and by 1.2pp in 

2013 for the EU27, whereas for the euro area 

differences are narrower and amount to 0.2pp in 

2012 and of 0.5pp in 2013. This pattern is 

observed for most Member States, among which 

Spain, France, Cyprus, Luxembourg, the 

Netherlands, Slovenia, Lithuania, Poland, 

Denmark, Sweden and the United Kingdom 

present in their SCPs the most sizeable differences 

when compared with Commission services' 

projections. At least part of the differences is 

accounted for by policy measures that are not 

included in the Commission services 2012 Spring 

Forecast.  

For the remaining countries, the size of the 

difference between the two sets of forecasts may 

be taken as an estimate of the required measures to 

meet the targets in the SCPs and hence provide an 

indication of the magnitude of the underlying 

implementation risks. By contrast, expenditure 

projections in Germany, Italy, Malta and especially 

in Austria and Bulgaria can be considered to lean 

toward the conservative side.  

In conclusion, balancing the different types of 

risks, overall budgetary projections appear to rely 

on especially favourable assumptions on growth, 

as well as on revenue or expenditure in the cases of 

Belgium, Spain, France, Poland, Slovenia, 

Bulgaria, Lithuania, Sweden and the Netherlands. 

Graph I.3.7: General government deficit for 2013: decomposition of the gap between the SCP projections and the COM forecasts 
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Source: Commission services. 
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Graph I.3.8: Envisaged variation in expenditure and revenue ratio 2011-2015* 
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* For IE and UK, the observed change in expenditure-to-GDP relies in part on one-off measures. 

Source: SCPs, Commission services. 
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However, in the case of the last two Member 

States, favourable macroeconomic assumptions 

and optimistic expenditure projections are partially 

compensated by prudent estimates on the revenue 

side.  

3.2.4. Composition of consolidation  

On average, the consolidations plans set out in the 

SCPs for both the euro area and the EU27 are 

primarily expenditure-based. Graph I.3.8 indicates 

the 2011 starting level for revenue and expenditure 

ratios, as well as the variation expected for both 

variables by 2015, as set out in the SCPs. It shows 

that, on average, general government expenditure 

is forecast to decrease from 49.4% of GDP in 2011 

to 47.2% in 2015 in the euro area, and from 48.5% 

to 45.7% of GDP in the EU27. Meanwhile, 

revenue is forecast to increase from 45.4 % of 

GDP in 2011 to 46.5% in 2015 in the euro area and 

from 44.2% of GDP to 44.7% in the EU27. The 

change in expenditure corresponds to nearly 2/3 of 

the overall change in the deficit in the euro area 

and over 4/5 in the EU27, making the 

consolidation plans broadly expenditure-based on 

average. 

The expenditure-to-GDP ratio is set to fall between 

2011 and 2015 in all Member States except 

Finland and Luxembourg. Ireland, Lithuania, 

Slovenia, Spain, Latvia, the United Kingdom, 

Portugal and Poland are forecasting reductions in 

expenditure of over 5pp of GDP. (
24

)   

While almost all countries are reducing 

expenditure, only 11 Member States plan an 

increase in the revenue-to-GDP ratio over the 

2011-2015 programming period. Belgium and Italy 

foresee an increase in revenue of over 2½pp of 

GDP, while France, Cyprus, Spain, Romania and 

Finland project an increase of over 1pp. In Ireland, 

an increase in the tax revenue ratio is offset by a 

reduction in non-tax revenues. In addition, 13 

Member States forecast a reduction in their 

revenue as a share of GDP. The largest reduction is 

foreseen in Hungary (8pp of GDP, largely 

reflecting one-off increase in revenues in 2011), 

while Estonia, Latvia, Denmark, Portugal and 

Lithuania forecast a decrease of over 2pp. 

                                                           
(24) For IE and UK, the observed change in expenditure-to-

GDP relies in part on one-off measures. 
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Table I.3.2: Fiscal adjustment for EU 27: 2012 SCPs vs. Spring 2012 EC Forecasts 

2014 2015

SCPs 

Planned ɲ
EC Forecast  

ȹ 

SCPs 

Planned ɲ
EC Forecast  

ȹ 

SCPs 

Planned ɲ

SCPs 

Planned ɲ

Revenue 0,6 0,8 0,1 -0,2 -0,1 0,0

Expenditure -0,5 0,0 -0,7 -0,5 -0,9 -0,8

Government Balance 1,1 0,9* 0,8 0,3 0,8 0,7

2012 2013

 
* Deviations are due to rounding. 

Source: SCPs, Commission services. 
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Overall, fiscal consolidation is entirely 

expenditure-based in Denmark, Slovakia, 

Lithuania, Latvia, Poland, Estonia, the 

Netherlands, Slovenia, Portugal, Germany, 

Hungary, Bulgaria, the UK and Sweden. In Spain, 

Austria, Cyprus, France, Malta and Romania, it is 

relatively evenly balanced between spending cuts 

and revenue increases, while it is primarily 

revenue-based in Belgium and Italy. (
25

)       

Table I.3.2 displays the yearly fiscal adjustment at 

the aggregate EU27 level and its expenditure and 

revenue components as foreseen in the SCPs 

between 2012 and 2015. Those are compared with 

the corresponding adjustment forecast by the 

Commission services for the years 2012 and 2013. 

The envisaged improvement in the primary 

balance exceeds Commission services forecast 

marginally for 2012 (by 0.2pp of GDP) and more 

strongly for 2013 (by 0.5pp of GDP). Therefore, 

the SCPs appear to be slightly more optimistic than 

Commission services forecast on the size of the 

budgetary improvement at aggregate EU level.  

The table also shows the composition of the 

adjustment. For 2012, the SCP adjustment is 

evenly balanced between revenue and expenditure, 

while the Commission services forecast 

consolidation only on the revenue side. For 2013, 

2014 and 2015, SCP consolidation is driven by 

expenditure cuts. Overall, in 2012, the adjustment 

appears to be front-loaded on the revenue side, and 

more uniform ï if not slightly back-loaded ï on the 

expenditure side. 

3.3. DEBT IMPLICATIONS     

This section assesses debt implications of the 

macroeconomic scenario and of the consolidation 

                                                           
(25) In Finland the small fiscal adjustment envisaged is entirely 

revenue-driven. 

plans set out in the SCPs, including an analysis of 

compliance with the new provisions concerning 

the debt reduction benchmark.  

3.3.1.  Evolution of the debt -to -GDP ratio  

Graph I.3.9 shows the projected changes in general 

government debt over the period 2011ï2015. In 

the euro area, overall debt is projected to reach a 

level slightly above 85% of GDP after having 

peaked at almost 89% of GDP in 2012; in the 

EU27 the corresponding figures are 80% and 84% 

of GDP. The implication for the medium term is 

that as long as the consolidation measures are not 

reversed beyond 2014, debt should be on a 

declining path for the years beyond the 

programmesô horizon. In all Member States except 

Denmark and Luxembourg, debt is projected to 

peak before 2015. However, in Spain and the 

United Kingdom, the projected reduction in 2015 

is small and coming back to pre-crisis levels is 

likely to take many further years. 

Graph I.3.9 also shows that consolidations 

envisaged by the Member States does not ensure 

that debt-to-GDP ratios in 2015 will be lower than 

in 2011: Spain, Ireland, Slovakia, Luxembourg, the 

United Kingdom, Estonia, Slovenia, Finland, 

Czech Republic and Portugal will see their debt-to-

GDP ratio increase between 2011 and 2015.  

While consolidation is a necessary prerequisite for 

the debt to go down in the long-run, debt dynamics 

also depend crucially on the interest rate-growth 

differential. (
26

)  The larger the differential 

                                                           
(26) The change in the gross debt ratio can be decomposed as 

follows: 
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between real interest rate and real GDP growth (r-

g), the larger the increase in the primary balance 

required to stabilize a given debt ratio. Thus, (r-g) 

plays a key role in determining an appropriate 

strategy to achieve a given debt target. 

Graph I.3.10 show that the interest-growth 

differential is positively correlated with the level 

of public debt in normal times (2005 to 2008) and 

Graph I.3.11 shows that this is also true during the 

crisis (2009 to 2013): the larger the public debt 

ratio, the higher the differential tends to be. This 

might obey to two main elements. Firstly, a high 

debt ratio may trigger an increase in risk premia 

(
27

), thereby leading to higher interest rates. 

Secondly, higher debt levels and interest rates 

might weigh on economic growth, especially when 

debt exceeds a certain threshold level as a number 

of papers suggest. (
28

)    

                                                                                   

the average real interest rate and real rate of GDP growth. 

The term in parentheses represents the ñsnow-ballò effect, 
measuring the combined effect of interest expenditure and 

economic growth on the debt ratio. 

 
(27) See empirical evidence in Part III.  

(28) See for example Kumar and Woo (2010).  

The consolidation strategies envisaged in the SCPs 

have an impact on long-run debt-to-GDP ratios. 

The last column of Table I.3.3 shows the debt-

stabilizing primary balance, under the assumption 

that the interest-growth differential remains 

constant from 2015 onwards (column of the 

middle). If the 2015 structural primary balance 

projected in the SCPs (fourth column) is higher 

than the debt-stabilizing primary balance, this 

means that the planned consolidation over 2011-

2015 will ensure the stabilization of the debt-to-

GDP ratio from 2015 onwards. Table I.3.4 shows 

that it is the case according to all Member States' 

consolidation plans.  

How do the SCP debt projections compare with the 

Commission Spring forecasts? Graph I.3.12 

presents the projections for 2013 using a similar 

methodology as for Graph I.3.7. The figure shows 

the level of debt projected by both the SCPs and 

the Commission services and decomposes it into 

the '2012 base effect' which represents the 

difference in projected levels of debt in 2012, the 

'2013 growth gap' which quantifies the differences 

due to different growth assumptions for 2013 and 

the residual '2013 policy gap', which is assumed to 

reflect the contribution that policy changes 

included in the SCPs have on the debt projections. 

Graph I.3.9: 2011-2015 planned changes in general government debt 
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Graph I.3.11: Comparing average 2010-2013 interest-growth differential and debt ratio in 2009 in Euro Area Member States 
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The figure shows that for both the euro area and 

EU27, the Commission services forecast slightly 

higher debt-to-GDP ratios in 2013. For the euro 

area, the Commission services expect debt to come 

in at 92.6% of GDP, while the SCPs project 

89.3%. For EU27 the difference between the two is 

similar; while the Commission services expect the 

debt of 87.2% of GDP the SCPs forecast 84.3%. 

The '2013 policy gap' accounts for 0.8pp of the 

difference in the euro area debt, and 0.5pp in the 

EU27. A significant contributor to the difference is 

also the '2012 base effect' which accounts for 

2.3pp in the euro area and 2.2pp in the EU27. 

This overall '2012 base effect' is driven by a 

number of Member States that show very 

significant differences in their SCPs relative to the 

Commission services' estimates. The largest 

Graph I.3.10: Comparing average 2005-2008 interest-growth differential and debt ratio in 2004 in Euro Area Member States 
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Graph I.3.12: General government debt for 2013: decomposition of the gap between the SCP projections and the COM forecasts 
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differences in 2012 base levels are found for 

Cyprus (5.1% of GDP), Malta (4.7% of GDP) and 

Slovenia (3.5% of GDP) but these small Member 

States account for little in the weighted average. 

However, France and the United Kingdom also 

have sizeable differences of, respectively, 1.5% 

and 2.9% of GDP. As with the differences in the 

deficit projections, the fact that many Member 

States have significant policy changes penciled in 

is both a risk and a challenge, as consolidation 

measures must be implemented, to ensure that the 

outcomes are not weaker than the plans. 

3.3.2. Debt benchmark  

According to the debt reduction benchmark 

introduced by the reform of the Pact, Member 

States whose current debt-to-GDP ratio is above 

the 60% threshold have to reduce the distance to 

60% by an average rate of one twentieth per year 

as a benchmark, based on changes over the last 

three years for which the data is available. The 

debt reduction benchmark is also considered to be 

fulfilled if the budgetary forecasts of the 

Commission services indicate that the required 

reduction in the differential will occur over the 

three-year period encompassing the two years 

following the final year for which the data is 

 

Table I.3.3: Debt-stabilizing primary balance for Member States whose debt-to-GDP ratio is projected to exceed the 60% threshold in 

2015 

 Member State 2015 Debt-to-GDP 
2015 Interest- growth 

differential (%)

2015 structural primary 

balance (% GDP)

Debt-stabilizing primary 

balance (% GDP)

BE 92.3 0.2 3.5 0.2

DE 76 0.8 2.6 0.6

ES 80.8 -0.4 2.9 -0.3

FR 86.4 -0.6 2.2 -0.5

IE 117.4 1.5 2.1 1.7

IT 114.4 1.6 6.1 1.7

CY 65.4 0.4 3.6 0.3

HU 72.7 2.7 2.8 1.9

MT 65.3 1.8 3 1.1

AT 72.8 0.5 2 0.4

PT 109.5 0.2 4.5 0.2

UK 91.4 -0.8 0.9 -0.7  
Source: SCPs, Commission services. 
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available, based on unchanged policies. However, 

Member States subject to an excessive deficit 

procedure at the time of the entry into force of this 

new provision are granted a three-year period 

following the correction of the excessive deficit 

during which Member States should make progress 

towards compliance with the debt benchmark. A 

negative assessment of the progress made towards 

compliance with the debt benchmark should lead 

to the preparation of a report under Art. 126(3). 

"Sufficient progress towards compliance" is 

defined as a continuous and realistic adjustment 

needed to ensure meeting the debt benchmark at 

the end of the transitional period. Specifically, to 

ensure continuous and realistic progress during the 

transition period Member States should respect 

simultaneously two conditions as laid down in the 

Code of Conduct: 

- 1) the annual structural adjustment should not 

deviate by more than 0.25% of GDP from the 

minimum linear structural adjustment ensuring 

that the debt rule is met by the end of the 

transitional period.  

- 2) At any time during the transitional period, 

the remaining annual structural adjustment 

should not exceed ¾ % of GDP.  

This ensures that the path of deficit reduction is 

sustained over the three years of the transitional 

period (first condition) and realistic (second 

condition), while allowing some room for 

manoeuvre during the transition period.  

For each Member State concerned by the transition 

period, Table I.3.4 compares the minimum 

required adjustments to the structural balances set 

out in the SCPs. (
29

) It shows that, based on plans, 

all Member States would implement structural 

adjustments large enough to meet the debt 

reduction benchmark by the end of their 

transitional period. All Member States also plan 

sufficient progress according to the two criteria 

mentioned above.  

 

 

                                                           
(29) The minimum required adjustment is the minimum 

structural adjustment that ensures that, if followed, the debt 
reduction benchmark will be met at the end of the 

transition period. 

 

Table I.3.4: Minimum adjustments over the transition period for Member States whose debt-to-GDP ratio exceeds the 60% threshold in 

2011 

SCPs/COM Forecasts[2] SCP Plans[3]

IT 120.1 2012 0 0 0.8

PT 107.8 2013 0 0 0.7

BE 98 2012 1 0.9 2.4

FR 85.8 2013 0.2 0.1 2

UK 85.7 2014 1.5 1.2 2.5

DE[4] 81.2 2013/2011 0 0 0.9

HU 80.6 2012 0.7 0 1

AT 72.2 2013 0 0 1.4

MT 72 2011 1.7 0.7 2

CY 71.6 2012 0.1 0.2 2.6

ES 68.5 2013 0.4 0.1 2

NL 65.2 2013 0 0 n.a[5]

Member States Debt Ratio in 2011
Deadline for EDP 

correction

Minimum cumulative required structural 

adjustment over the transition period[1]
Cumulative planned 

adjustment in the 

SCPs

 
[1] In both cases (SCPs/COM forecasts and SCPs plans), fiscal plans are assumed to follow SCPs projections until the EDP deadline. Differences 

between both scenarios then only stem from growth assumptions. 

[2] Growth projections between 2012 and 2020 are the following: in 2012 and 2013, they rely on the 2012 COM Spring forecasts, then from 2014 to 

2016, the real GDP growth is assumed to linearly close the output gap by 2016, finally from 2016 onwards, projections are assumed to converge 

towards the AWG projections. 

[3] Growth projections between 2012 and 2020 are the following: they rely on the SCPs as long as data are available and then, assuming constant 

potential growth, real GDP growth is assumed to close the output gap by 2016 and equal to potential thereafter. 

[4] In case of Germany, the calculations are made for a 2011 EDP abrogation and thus the transition period is assumed to start in 2012. 

[5] Not available since the Netherlands have not reported structural balance beyond 2013. 

Source:  SCPs, Commission services. 
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Box I.3.2: Overview of Council recommendations relating to fiscal policy

1.     AT 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is cautious for the 

years 2012 and 2013. For 2014-2016 the scenario becomes more optimistic, projecting average GDP growth of 2.1%, consistently above 

the current estimates of potential growth. The objective of the budgetary strategy outlined in the programme is to correct the excessive 

deficit by 2013 and reach the medium-term budgetary objective (MTO) by 2016. The programme has changed the MTO from the target of 

a balanced budget over the business cycle to a structural deficit of 0.45% of GDP, adequately reflecting the requirements of the Stability 

and Growth Pact. The foreseen correction of the excessive deficit is in line with the deadline set by the Council recommendation issued in 

the context of the Excessive Deficit Procedure in December 2009. However, based on the (recalculated) structural budget balance*, the 

average annual fiscal effort planned at 0.5% of GDP for the period 2011-2013 is lower than the 0.75% of GDP recommended by the 

Council. The envisaged structural progress towards the MTO is sufficient in 2015, but lower than 0.5% of GDP per year benchmark of the 

Stability and Growth Pact in 2014 and 2016. However, in 2014-2015 the projected growth rate of government expenditure, taking into 

account discretionary revenue measures, respects the expenditure benchmark of the Stability and Growth Pact. Nevertheless, there are risks 

accompanying the fiscal targets both on the revenue and on the expenditure side. For example, the budgetary effect of some measures is 

difficult to quantify because of dependence on individual uptake. Since the legislation has not yet been decided the details of the financial 

transaction tax are not yet known. The envisaged expenditure cuts at the sub-national level are not defined. The programme foresees that 

the debt-to-GDP ratio, which amounted to 72.2% at the end of 2011, is going to peak at 75.3% in 2013 before gradually falling to 70.6% in 

2016. In terms of the debt reduction benchmark of the Stability and Growth Pact, Austria will be in a transition period in the years 2014-

2016 and the plans presented in the programme would ensure sufficient progress towards compliance with the debt reduction benchmark. 

However, there are risks attached to this projection because of the growing debt of state-owned companies classified outside the general 

government sector and potential further burden due to the banking sector government support. 

Recommendation:  

¶ Implement the 2012 budget as envisaged and reinforce and rigorously implement the budgetary strategy for the year 2013 and beyond; 

sufficiently specify measures (in particular at the sub-national level), to ensure a timely correction of the excessive deficit and the 

achievement of the average annual structural adjustment effort specified in the Council Recommendations under the Excessive Deficit 

Procedure . Thereafter, ensure an adequate structural adjustment effort to make sufficient progress towards the medium-term 

budgetary objective (MTO), including meeting the expenditure benchmark. 

¶ Take further steps to strengthen the national budgetary framework by aligning responsibilities across the federal, regional and local 

levels of government, in particular by implementing concrete reforms aimed at improving the organisation, financing and efficiency of 

healthcare and education. 

2.  BE 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible for 

the years 2012 and 2013 and optimistic for the years 2014 and 2015 as it foresees GDP growth to be substantially higher than the latest 

estimates of potential growth emerging from the Commission's 2012 spring forecast. The objective of the budgetary strategy outlined in the 

programme is to bring the deficit below 3% of GDP in 2012 (to 2.8% of GDP, down from 3.7% of GDP in 2011) and to zero in 2015. The 

programme confirms the previous medium-term budgetary objective (MTO) of a surplus of 0.5% of GDP in structural terms, which 

adequately reflects the requirements of the Stability and Growth Pact The planned 2012 headline deficit complies with the deadline set by 

the Council for the correction of the excessive deficit and the planned fiscal effort complies with the EDP recommendation of a minimal 

average annual effort of ¾% of GDP in structural terms. The planned growth rate of government expenditure, taking into account 

discretionary revenue measures, complies with the expenditure benchmark of the Stability and Growth Pact in 2013 to 2015, but not in 

2012. Based on the (recalculated) structural budget balance*, the programme projects the structural balance to improve by 1.1 percentage 

point of GDP in 2012 and by about 0.8% of GDP on average over the period 2013-2015. However, there are risks stemming from the fact 

that the additional measures to be taken from 2013 onwards are not yet specified and that the macroeconomic scenario from 2014 onwards 

is too optimistic. The government debt, which at 98.0% of GDP in 2011 is well above the 60% threshold, is planned by the programme to 

stabilise and then to decline to 92.3% in 2015, which would imply sufficient progress towards meeting the debt reduction benchmark of the 

Stability and Growth Pact. Moreover, implicit liabilities stemming from the guarantees given to the financial sector are particularly large. 

The rules-based, multi-annual framework for general government, particularly with regard to expenditure would benefit from enforcement 

mechanisms and/or commitments from the regions and communities, as well as from the local level, in order to meet their allocated deficit 

targets. 
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Graph I.3.13: General government debt for 2013: decomposition of the gap between the SCP projections and the COM forecasts 
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Recommendation:  

¶ Implement the budget for the year 2012 to make sure the excessive deficit is corrected by 2012. Additionally, specify the measures 

necessary to ensure implementation of the budgetary strategy for the year 2013 and beyond, thereby ensuring that the excessive deficit is 

corrected in a durable manner and that sufficient progress is made towards the mediumterm budgetary objective (MTO), including 

meeting the expenditure benchmark, and ensure progress towards compliance with the debt reduction benchmark. Adjust the fiscal 

framework to ensure that the budgetary targets are binding at federal and sub-federal levels, and increase transparency of burden-sharing 

and accountability across layers of government. 

3.  BG 

Summary assessment:  

The Council is of the opinion that compared with the Commission´s 2012 spring forecast the macroeconomic scenario underpinning the 

budgetary projections in the programme is optimistic for the 2012-13 period, when annual growth is expected to reach 1.4% in 2012 and 

2.5% in 2013. The Commission's 2012 spring forecast foresees a GDP growth of 0.5% in 2012 and 1.9% in 2013. After the correction of 

the excessive deficit in 2011, the objective of the budgetary strategy outlined in the programme is to achieve a budgetary position which is 

close to balance, both in terms of the structual and headline budget balances, by the end of the programme period. The medium-term 

budgetary objective (MTO), defined in structural terms, has been marginally revised from a deficit of 0.6% of GDP to a deficit of 0.5% of 

GDP. The new MTO adequately reflects the requirements of the Stability and Growth Pact. Based on the (recalculated) structural deficit*, 

Bulgaria plans to achieve its MTO over the programme period. In 2012-2014, the growth rate of government expenditure, taking into 

account discretionary revenue measures, would respect the expenditure benchmark of the Stability and Growth Pact, yet breach it in 2015. 

Planned fiscal consolidation faces a number of risks stemming from (i) lower revenue given the optimistic macroeconomic scenario as well 

as less tax-rich underlying growth structure of the economy and (ii) inefficiencies in the public sector, particularly with respect to arrears in 

healthcare, which may lead to considerable expenditure pressures. The debt ratio is below 60% of GDP and, according to the programme, it 

is expected to peak at close to 20% of GDP in 2012 and then to decrease over the programme period. There is  considerable scope for 

improvement in tax compliance and advancing in this area would allow Bulgaria to support higher growth enhancing expenditures. A 

requirement to keep the budget deficit below 2 % and limiting government expenditure to 40 % of GDP was adopted as an amendment to 

the Organic Budget Law, thus strengthening the binding nature of the fiscal framework and improving the predictability of budgetary 

planning. However, challenges remain with respect to further improving the contents of the medium-term budgetary framework and 

strengthening the reporting on accrual basis including through improving the quality and timeliness of reporting by State Owned 

Enterprises and sub-national governments. 

Recommendation:  

¶ Continue with sound fiscal policies to achieve the medium-term budgetary objective by 2012. To this end, implement the budgetary 

strategy as envisaged, ensuring compliance with the expenditure benchmark, and stand ready to take additional measures in case risks to 

the budgetary scenario materialise. Strengthen efforts to enhance the quality of public spending, particularly in the education and health 

sectors and implement a comprehensive tax-compliance strategy to further improve tax revenue and address the shadow economy. 

Further improve the contents of the medium-term budgetary framework and the quality of the reporting system.  

4.  CY 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme appears 

optimistic in 2012-2014. Although incorporating a major downward revision of the growth outlook, the macroeconomic scenario 

underpinning the budgetary projections in the programme remains subject to downside risks, relating in particular to the evolution of 

domestic demand in 2012-2013. The objective of the budgetary strategy outlined in the programme is to correct the excessive deficit by 

2012 and to reach the medium-term budgetary objective (MTO) by 2014, and to stay at MTO in 2015. The programme confirms the 

previous MTO of a balanced budget in structural terms, which adequately reflects the requirements of the Stability and Growth Pact. The 

planned correction of the excessive deficit is in line with the deadline set by the Council recommendation issued in the context of the 

Excessive Deficit Procedure on 13 July 2010. Based on the (recalculated) structural deficit,* the average annual fiscal effort planned at 

1.5% of GDP for the period 2011-2012 is equal to the effort recommended by the Council. The envisaged progress towards the MTO in 

2013 is sufficient as it is higher than the 0.5% of GDP benchmark of the Stability and Growth Pact both according to the Commission's 

2012 spring forecast and the programme. The growth rate of government expenditure, taking into account discretionary revenue measures, 

is in line with the expenditure benchmark of the Stability and Growth Pact in 2013-2014, but not in 2015. There are risks accompanying the 

budgetary targets of the programme linked to the macroeconomic scenario appearing optimistic in 2012-2014 and the planned consolidation 

effort in 2013, party relying on not fully specified measures. According to the programme, the debt-to-GDP ratio, which amounted to  
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Box (continued)  
 

ensure sufficient progress towards compliance with the debt reduction benchmark. However, there are risks attached to this projection 

linked to the possible rescue operations of financial corporations. 

Recommendation:  

¶ Take additional measures to achieve a durable correction of the excessive deficit in 2012. Rigorously implement the budgetary 

strategy, supported by sufficiently specified measures, for the year 2013 and beyond to ensure the achievement of the medium-term 

budgetary objective (MTO) by 2014 and compliance with the expenditure benchmark and ensure sufficient progress with the debt 

reduction benchmark. Accelerate the phasing-in of an enforceable multiannual budgetary framework with a binding statutory basis and 

corrective mechanism. Take measures to keep tight control over expenditure and implement programme and performance budgeting as 

soon as possible. Improve tax compliance and fight against tax evasion. 

5.  CZ 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. 

According to the convergence programme, GDP growth is expected to reach 0.2% and 1.3% in 2012 and 2013 respectively, compared to 

0% and 1.5% in 2012 and 2013 respectively in the Commission's 2012 spring forecast. The objective of the budgetary strategy outlined in 

the programme is to reach a balanced budget in 2016. The general government deficit target of 2.9% of GDP in 2013 is in line with the 

deadline for correcting the excessive deficit set out in the Council recommendations of 2 December 2009. The average annual fiscal effort 

of 0.9% of GDP over the period 2010-2013, based on the (recalculated) structural budget balance*, is slightly below the effort of 1% of 

GDP recommended by the Council. The programme confirms the previous medium-term budgetary objective (MTO) of a deficit of 1% of 

GDP, which adequately reflects the requirements of the Stability and Growth Pact, to be reached in 2015. The progress towards the MTO is 

0.8% and 0.7% of GDP in 2014 and 2015 respectively, based on the (recalculated) structural balance and the rate of growth of government 

expenditure complies with the expenditure benchmark of the Stability and Growth Pact. The budgetary projections of the programme are 

subject to several risks. The law on financial compensation to churches, currently discussed in Parliament, would increase the general 

government deficit by 1.5% of GDP in the year of entry into force. More generally, the nature and extent of the envisaged consolidation 

measures on both the revenue and the expenditure side entails a considerable risk for the sustainability of the fiscal adjustment beyond the 

programme period. Budgetary adjustment has so far relied mostly on across-the-board cuts, which affect also growth-enhancing 

expenditure. Additional savings in public administration expenditures amounting to almost 1% of GDP are planned for 2013 - 2015, but 

details are not sufficiently specified in the programme. Finally, most of the planned revenue measures are of a temporary nature and should 

expire in 2015. According to the programme, the debt-to-GDP ratio is expected to peak at 45.1% of GDP in 2013 and decline thereafter, 

mainly on account of the projected continuous improvement of the primary balance. 

Recommendation:  

¶ Ensure planned progress towards the timely correction of the excessive deficit. To this end, fully implement the 2012 budget and 

specify measures of a durable nature necessary for the year 2013 so as to achieve the annual average structural adjustment specified in 

the Council recommendation under the Excessive Deficit Procedure. Thereafter, ensure an adequate structural adjustment effort to 

make sufficient progress towards the medium-term objective, including meeting the expenditure benchmark. In this context, avoid 

across-the-board cuts, safeguard growth-enhancing expenditure and step up efforts to improve the efficiency of public spending. 

Exploit the available space for increases in taxes least detrimental to growth. Shift the high level of taxation on labour to housing and 

environmental taxation. Reduce the discrepancies in the tax treatment of employees and the self-employed. Take measures to improve 

tax collection, reduce tax evasion and improve tax compliance, including by implementing the Single Collection Point for all taxes.  

6.  DE 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. The 

programme's projections for 2012-13 are broadly in line with the Commission's 2012 spring forecast as regards the pace and pattern of 

economic growth as well as labour market developments. The programme's projections for economic growth in the outer years are broadly 

in line with the Commission's estimate of Germany's medium-term potential growth rate. The objective of the budgetary strategy outlined 

in the programme is to meet the medium-term budgetary objective (MTO) already in 2012 and to reach virtually balanced nominal budgets 

as from 2014, starting from a nominal deficit of 1.0% of GDP in 2011, thus below the 3% of GDP reference value of the Treaty 

significantly ahead of the 2013 deadline. The programme specifies the previous MTO of a structural deficit of ½% of GDP, (interpreted as 

a narrow range around 0.5% of GDP), which adequately reflects the requirements of the Stability and Growth Pact, to imply a deficit not 

exceeding 0.5% of GDP. Risks to the deficit and debt targets may arise notably if additional measures to stabilise the financial sector turned 

out to be required. Based on the (recalculated) structural deficit*, Germany plans to respect its MTO throughout the programme period, 

which should also be the case taking into account the risk assessment. According to the information provided in the programme and also  
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increase by 0.8 pp. to 82.0% of GDP in 2012, before falling to 80% of GDP in 2013 and remaining on a downward path thereafter. 

Following the correction of the excessive deficit, Germany is in a transition period and, according to plans, is making sufficient progress 

towards compliance with the debt reduction benchmark of the Stability and Growth Pact. 

Reco mmendation:  

¶ Continue with sound fiscal policies to achieve the medium-term budgetary objective by 2012. To this end, implement the budgetary 

strategy as envisaged, ensuring compliance with the expenditure benchmark as well as sufficient progress towards compliance with the 

debt reduction benchmark. Continue the growth-friendly consolidation course through additional efforts to enhance the efficiency of 

public spending on health care and long-term care, and by using untapped potential to improve the efficiency of the tax system; use 

available scope for increased and more efficient growth-enhancing spending on education and research at all levels of government. 

Complete the implementation of the debt brake in a consistent manner across all LÄNDER, ensuring timely and relevant monitoring 

procedures and correction mechanisms. 

7.  DK 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. The 

scenario projecting GDP growth at 1.2 and 1.5% in 2012 and 2013 is broadly in line with the Commission's 2012 spring forecast of 1.1 and 

1.4%. Accordingly, the government deficits are slightly smaller in the convergence programme (4.0 and 1.8% of GDP in 2012 and 2013 

respectively, compared with 4.1 and 2.0% of GDP in the Commission's 2012 spring forecast). The objective of the budgetary strategy 

outlined in the programme is to correct the excessive deficit by 2013 and achieving the medium term budgetary objective (MTO) of a 

structural deficit of no more than 0.5 percent of GDP. The government's objective is also to reach at least a structurally balanced budget in 

2020. The programme thereby confirms the previous MTO, which adequately reflects the requirements of the Stability and Growth Pact. 

The planned headline deficit in 2013 is consistent with a timely correction of the excessive government deficit and, based on the 

(recalculated) structural budget balance*, the planned fiscal effort in that year complies with the Council recommendation issued under the 

Excessive Deficit Procedure in July 2010. Net discretionary measures as presented in the programme are estimated to yield a consolidation 

broadly in line with the EDP recommendation. The consolidation path has become more back-loaded than previously planned and a 

sizeable effort is needed in 2013 to ensure the required structural adjustment. Risks of falling short of the 3% of GDP reference value in 

2013 are limited; the Commission's 2012 spring forecast sees the government deficit at 2.0% of GDP. Denmark is expected to reach its 

MTO in 2013. However, based on the (recalculated) structural budget balance, this is not the case from 2013 onwards, and the estimated 

budgetary improvement in the structural budget balance falls short of the 0.5% of GDP required by the Stability and Growth Pact. At the 

same time, the growth rate of government expenditure, taking into account discretionary revenue measures, is expected to be in line with 

the expenditure benchmark of the Stability and Growth Pact. Part of the budget deficits will be financed by reducing the government's 

account with Denmark's Nationalbank. Denmark's gross public debt is projected to fall from 46.5% of GDP in 2011 to  42.1% in 2015, well 

below 60% of GDP. 

Recommendation:  

¶ Implement the budgetary strategy as envisaged, to ensure a correction of the excessive deficit by 2013 and achieve the annual average 

structural adjustment effort specified in the Council recommendations under the Excessive Deficit Procedure. Thereafter, ensure an 

adequate structural adjustment effort to make sufficient progress towards the medium-term budgetary objective (MTO), including 

meeting the expenditure benchmark. 

8.  EE 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible in 

2012-13, when GDP growth is expected to average around 2.4%. The Commission's 2012 spring forecast foresees GDP growth of 3.8% in 

2013. The objective of the budgetary strategy outlined in the programme is to ensure sustainable fiscal policy that supports balanced 

growth, by achieving a structural surplus while ensuring sufficient fiscal buffers and reducing the tax burden on labour. The strategy also 

aims at fulfilling the requirements of the Stability and Growth Pact. The programme aims at overachieving the medium-term budgetary 

objective (MTO) of a structural surplus as of 2013. The MTO adequately reflects the requirements of the Stability and Growth Pact. Based 

on the (recalculated) structural budget balance,*, the rate of growth of government expenditure, taking into account discretionary revenue 

measures, will meet the expenditure benchmark of the Stability and Growth Pact by 2015. In parallel, the programme aims at reaching 

headline surpluses as of 2014. The debt ratio is well below 60% of GDP and, according to the programme, is likely to decrease after 2013 

to about 10% in 2015.  
 

(Continued on the next page)  



European Commission  

Public finances in EMU - 2012 

 

52 

 

Box (continued)  
 

more binding multi-annual expenditure rules within the medium-term budgetary framework, continue enhancing the efficiency of public 

spending and implementing measures to improve tax compliance. 

9.  EL 

Recommendation: Detailed recommendations are set out in a Memorandum of Understanding.  

10.  ES 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underlying the programme is broadly plausible for 2012 and optimistic 

thereafter. The Commission's 2012 spring forecast projected GDP growth to reach -1.8% in 2012 and -0.3% in 2013, against -1.7% and 

0.2%, respectively, in the programme. In compliance with the Excessive Deficit Procedure, the objective of the budgetary strategy outlined 

in the programme is to bring the general government deficit below 3% of the GDP reference value by 2013, based mainly on expenditure 

restraint, but also on some revenue-increasing measures. Based on the (recalculated) structural balance*, the annual average improvement of 

the structural balance planned in the programme is 2.6 % of GDP for 2011-13, above the fiscal effort of over 1.5 % of GDP on average over 

the period 2010-13 recommended under the Excessive Deficit Procedure. Following the correction of the excessive deficit, the programme 

confirms the medium-term objective (MTO) of a balanced budgetary position in structural terms, which would be almost reached by 2015 

with a structural budget deficit of 0.2 % of GDP. The MTO adequately reflects the requirements of the Stability and Growth Pact. The 

envisaged pace of adjustment in structural terms in 2012-13, represents sufficient progress towards the MTO and the growth rate of 

government expenditure, taking into account discretionary revenue measures, is in line with the expenditure benchmark of the Stability and 

Growth Pact. The programme projects the government debt ratio to peak in 2013 and to start declining thereafter. In 2014 and 2015 Spain 

will be in transition period and plans presented in the programme would ensure sufficient progress towards compliance with the debt 

reduction benchmark of the Stability and Growth Pact. The deficit and debt adjustment paths are subject to important downside risks. 

Macroeconomic developments could turn out less favourable than expected. Moreover, measures are not sufficiently specified from 2013 

onwards. Budgetary compliance by regional governments, given their recent poor track record, a greater sensitivity of revenues to the 

ongoing structural adjustment, the uncertain revenue impact of the fiscal amnesty and potential further financial rescue operations also pose 

risks to the budgetary strategy. Any impact of these financial rescue operations on the deficit would be of a one-off nature. Strict 

enforcement of the Budget Stability Law and the adoption of strong fiscal measures at regional level would mitigate the risks of a slippage 

at regional level. Given the decentralised nature of Spainôs public finances, a strong fiscal and institutional framework is essential. The 

Council welcomes the intention of the Commission to present a thorough assessment of the implementation of the Council recommendation 

on correcting the excessive deficit, also taking into consideration the announced multi-annual budget plan for 2013-14 in the coming weeks. 

Recommendation:  

¶ Deliver an annual average structural fiscal effort of above 1.5% of GDP over the period 2010-13 as required by the EDP 

recommendation by implementing the measures adopted in the 2012 budget and adopting the announced multi-annual budget plan for 

2013-14 by end July. Adopt and implement measures at regional level in line with the approved rebalancing plans and strictly apply 

the new provisions of the Budgetary Stability Law regarding transparency and control of budget execution and continue improving the 

timeliness and accuracy of budgetary reporting at all levels of government. Establish an independent fiscal institution to provide 

analysis, advice and monitor fiscal policy. Implement reforms in the public sector to improve the efficiency and quality of public 

expenditure at all government levels.  

11.  FI 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible for 

the 2012-13 period, GDP growth expected in the programme is in line with the Commission's 2012 spring forecast. Projections are also 

realistic for the years 2014 and 2015 as they foresee GDP growth to be substantially lower than encountered before the crises and lower 

than in the recovery years 2010-11. The main budgetary goal of Finland's 2012 stability programme is to reduce the central government 

deficit by limiting expenditures and increasing revenues. As the central government budget is the main source of the general government 

deficit, improving its position will contribute to balancing of the general government budget. The medium-term budgetary objective (MTO) 

of a surplus of 0.5% of GDP in structural terms reflects adequately the requirements of the Stability and Growth Pact. Based on the 

(recalculated) structural budget balance*, Finland has met the MTO in 2011 but would marginally deviate from it over 2012-15. The rate of 

growth of government expenditure, taking into account discretionary revenue measures, complies with the expenditure benchmark of the 

Stability and Growth Pact in all years except 2015. The programme aims at balancing the general government budget by 2015 and reaching 

surpluses as from 2016. The debt ratio is well below 60% of GDP and according to the programme, the debt level will peak in 2014 at close 

to 52% of GDP and then start declining. A notable sustainability gap still exists in Finlandôs public finances, mainly stemming from a 

rapidly deteriorating dependency ratio caused by population ageing. The sustainability gap in public finances needs to be continuously  
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monitored and measures adjusted accordingly. Finlandôs fiscal framework is anchored to multi-annual expenditure ceilings, but these do 

currently not apply for the municipal sector. 

Recommendation:  

¶ Preserve a sound fiscal position in 2012 and beyond by correcting any departure from the medium-term budgetary objective (MTO) 

that ensures the long-term sustainability of public finances. To this end, reinforce and rigorously implement the budgetary strategy, 

supported by sufficiently specified measures, for the year 2013 and beyond including meeting the expenditure benchmark. Continue to 

carry out annual assessments of the size of the ageing-related sustainability gap and adjust public revenue and expenditure in 

accordance with the long-term objectives and needs. Integrate the local government sector better in the system of multi-annual fiscal 

framework including through measures to control expenditure.  

12.  FR 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is optimistic. The 

Commission's 2012 spring forecast projected GDP growth to reach 0.5% in 2012 and 1.3% in 2013, against 0.7% and 1.75%, respectively, 

according to the programme. After the deficit came out better than expected at 5.2% of GDP in 2011, the programme plans to bring it down 

to 3% of GDP in 2013, which is the deadline set by the Council for correcting the excessive deficit, and to continue consolidation 

thereafter, with a balanced budget to be achieved by 2016. The medium-term budgetary objective (MTO) of a balanced budget in structural 

terms is expected to be reached within the programme period. The MTO adequately reflects the requirements of the Stability and Growth 

Pact. Based on the (recalculated) structural balance*, the planned average annual fiscal effort in 2010-2013 is in line with the Council 

recommendation of 2 December 2009. Annual progress in structural terms equivalent to a further 0.7% of GDP towards achieving the MTO 

is projected to be made in 2014ï16. According to the programme, the growth rate of government expenditure, taking into account 

discretionary revenue measures, is in line with the expenditure benchmark of the Stability and Growth Pact. The adjustment path presented 

in the programme is subject to risks. The macroeconomic scenario could turn out to be less favourable as indicated by the Commission's 

2012 spring forecast. Measures are not sufficiently specified to reach the targets from 2013 onwards and to achieve the recommended 

average annual fiscal effort. Furthermore, France's track record when it comes to meeting expenditure targets is mixed. Therefore, it cannot 

be ensured that the excessive deficit will be corrected by 2013 unless the planned measures are sufficiently specified and additional ones 

implemented as needed. Starting from 85.8% of GDP in 2011, the debt ratio is expected to reach 89.2% in 2013 and to drop to 83.2% in 

2016. According to the programme, the debt reduction benchmark will be met at the end of the transition period (2016). 

Recommendation:  

¶ Reinforce and implement the budgetary strategy, supported by sufficiently specified measures, notably on the expenditure side, for the 

year 2012 and beyond to ensure a correction of the excessive deficit by 2013 and the achievement of the structural adjustment effort 

specified in the Council recommendations under the Excessive Deficit Procedure. Thereafter, ensure an adequate structural adjustment 

effort to make sufficient progress towards the medium-term budgetary objective (MTO), including meeting the expenditure 

benchmark, and ensure sufficient progress towards compliance with the debt reduction benchmark. Continue to review the 

sustainability and adequacy of the pension system and take additional measures if needed. 

13.  HU 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is somewhat 

optimistic. The Hungarian authoritiesô growth projections for 2012 and 2013 are higher by around half a percentage point compared to the 

Commission's 2012 spring forecast on the account of the more optimistic official assumptions regarding domestic demand, particularly in 

2013. The objective of the budgetary strategy outlined in the programme is to ensure the sustainable correction of the excessive deficit by 

the 2012 deadline set by the Council in line with the Council Recommendation of March 2012. The official deficit targets and the planned 

fiscal efforts comply with the March 2012 Council recommendations based on Article 126(7). The programme confirms the previous 

medium-term budgetary objective (MTO) of 1.5% of GDP, which it plans to achieve by 2013. The MTO adequately reflects the 

requirements of the Stability and Growth Pact. Based on the (recalculated) structural budget balance*, progress towards the MTO does not 

appear to be adequate in 2013 against the assessment of the Commission's 2012 spring forecast, which takes into account the 

implementation risks related to selected saving measures and a less optimistic macroeconomic scenario. The growth rate of government 

expenditure, taking into account discretionary revenue measures, is in line with the expenditure benchmark of the Stability and Growth Pact 

in 2013, but not in 2014 and in 2015. According to government plans, the public debt is continuously reduced throughout the programme 

period to below 73% of GDP in 2015, but will remain above the 60% of GDP reference value. Regarding the debt reduction benchmark, 

Hungary will be in transition period in 2013-2014 and the programme would ensure sufficient progress towards compliance with the 

benchmark. According to the programme, the debt reduction benchmark would be met at the end of the transition period, in 2015, and 

thereby should help to reduce the accumulated external and internal indebtedness.  
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Recommendation:  

¶ Correct the excessive deficit by 2012 in a durable manner, by implementing the 2012 budget and the subsequently approved 

consolidation measures, while reducing the reliance on one-off measures. Thereafter, specify all structural measures necessary to 

ensure a durable correction of the excessive deficit and to make sufficient progress towards the medium-term budgetary objective 

(MTO), including meeting the expenditure benchmark, and ensure sufficient progress towards compliance with the debt reduction 

benchmark. Also to help mitigate the accumulated macroeconomic imbalances, put the public debt ratio on a firm downward path. 

¶ Revise the cardinal law on economic stability by putting the new numerical rules into a binding medium-term budgetary framework. 

Continue to broaden the analytical remit of the Fiscal Council, with a view to increasing the transparency of public finances. 

14.  IE 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections of the programme is plausible. 

Economic growth projections in the programme are similar to the Commission's spring 2012 forecast. The objective of the budgetary 

strategy of the programme is to reduce the general government deficit below the 3% of GDP threshold by end 2015, which is in line with 

the deadline set by the Council for correcting the excessive deficit. The programme currently projects a deficit of 8.3% of GDP (below the 

programme target of 8.6% of GDP) in 2012, 7.5% of GDP in 2013, 4.8% of GDP in 2014 and 2.8% of GDP by the end of the programme 

period in 2015. This path is underpinned by consolidation measures of 2.7% of GDP implemented in the budget for 2012, and broad 

consolidation measures of 3.9 % of GDP in 2013-2014 and a further partly specified consolidation effort of 1.1% of GDP in 2015. The 

programme restates the medium-term objective (MTO) of a structural general government deficit of 0.5 % of GDP, which is not reached 

within the programme period. The MTO adequately reflects the requirement of the Stability and Growth Pact. General government debt is 

above 60% of GDP and is projected to increase from 108% of GDP in 2011 to 120% in 2013 before starting to decline. For the duration of 

the Excessive Deficit Procedure until 2015 and in the following three years, Ireland will be in transition period and the budgetary plans 

would ensure sufficient progress towards compliance with the debt reduction benchmark of the Stability and Growth Pact. 

Recommendation: Detailed recommendations are set out in a Memorandum of Understandi ng.  

15.  IT 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underlying the programme is plausible, under the assumption of no further 

worsening in financial market conditions. In line with the Commission's spring 2012 forecast, it expects real GDP to contract sharply this 

year and recover gradually in 2013. In compliance with the Excessive Deficit Procedure (EDP), the objective of the budgetary strategy 

outlined in the programme is to bring the general government deficit below the 3% of GDP reference value by 2012, based on further 

expenditure restraint and additional revenues. Following the correction of the excessive deficit, the programme confirms the medium-term 

budgetary objective (MTO) of a balanced budgetary position in structural terms, which adequately reflects the requirements of the Stability 

and Growth Pact. It plans to achieve it in 2013, i.e. one year earlier than targeted in the previous stability programme, through the measures 

already adopeted in 2010 - 2011. Based on the (recalculated) structural deficit*, the planned average annual fiscal effort over the period 

2010-2012 is well above the 0.5% of GDP recommended by the Council under EDP. The envisaged pace of adjustment in structural terms 

in 2013 allows achieving the MTO in that year and the planned rate of growth of government expenditure, taking into account discretionary 

revenue measures would comply with the expenditure benchmark of the Stability and Growth Pact. The programme projects the 

government debt ratio to peak in 2012 and to start declining at an increasing pace thereafter, as the primary surplus increases. In 2013-14 

Italy will be in transition period and its budgetary plans would ensure sufficient progress towards compliance with the debt reduction 

benchmark, as also confirmed in the Commission's 2012 spring forecast. According to plans, the debt reduction benchmark will be met at 

the end of the transition period (2015). Reaching the above deficit and debt outcomes will require strict and full budgetary implementation 

of the corrective measures adopted in 2010-11. 

Recommendation:  

¶ Implement the budgetary strategy as planned, and ensure that the excessive deficit is corrected in 2012. Ensure the planned structural 

primary surpluses so as to put the debt-to-GDP ratio on a declining path by 2013. Ensure adequate progress towards the medium-term 

budgetary objective, while meeting the expenditure benchmark and making sufficient progress towards compliance with the debt 

reduction benchmark. 

¶ Ensure that the specification of the key features of the Constitutional balanced budget rule in the implementing legislation, including 

appropriate coordination across levels of government, is consistent with the EU framework. Pursue a durable improvement of the 

efficiency and quality of public expenditure through the planned spending review and the implementation of the 2011 Cohesion 

Action Plan leading to improving the absorption and management of EU funds, in particular in the South of Italy.  
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16.  LT  

Summary assess ment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. It is 

broadly in line with the Commission's 2012 spring forecast for 2012 and 2013. The objective of the budgetary strategy outlined in the 

programme is to correct the excessive deficit by 2012 as recommended by the Council and progressing towards the medium-term budgetary 

objective (MTO) thereafter. The programme confirms the previous MTO, i.e. a structural general government surplus of 0.5 % of GDP, 

which adequately reflects the requirements of the Stability and Growth Pact, and outlines a consolidation of at least 1 percentage point per 

year, planning a balanced budget by 2015. While the budgetary plans are in line with a timely correction of the excessive deficit, the 

average annual fiscal effort in 2010-2012, based on the (recalculated) structural budget balance*, is expected to be lower than 2.25% of 

GDP required by the Council in its recommendation of 16 February 2010. The planned annual progress towards the MTO in the years 

following the correction of the excessive deficit is slightly higher than 0.5% of GDP in structural terms, that is, the benchmark of the 

Stability and Growth Pact. The planned rate of growth of government expenditure, taking into account discretionary revenue measures, 

complies with the expenditure benchmark of the Stability and Growth Pact in 2013 and 2014, but not in 2015. General government debt is 

projected to remain below 60% of GDP over the programme period, increasing to nearly 41% of GDP in 2013, according to the 

Commission's 2012 spring forecast, while the convergence programme targets the debt to decrease to around 35% by 2015. The reform of 

budget planning and execution is progressing but the government has still to approve the proposed laws. These laws would improve 

accountability within the fiscal framework, by establishing an independent body, and to tighten rules on treasury reserves. 

Recommendation:  

¶ Ensure planned progress towards the timely correction of the excessive deficit. To this end, fully implement the budget for the year 

2012 and achieve the structural adjustment effort specified in the Council recommendation under the Excessive Deficit Procedure. 

Thereafter, specify the measures necessary to ensure implementation of the budgetary strategy for the year 2013 and beyond as 

envisaged, ensuring an adequate structural adjustment effort to make sufficient progress towards the medium-term budgetary 

objective, including meeting the expenditure benchmark, while minimising cuts in growth-enhancing expenditure. In that respect, 

review and consider increasing taxes least detrimental to growth, such as housing and environmental taxation, including introducing 

car taxation, while reinforcing tax compliance. Strengthen the fiscal framework, in particular by introducing enforceable and binding 

expenditure ceilings in the medium-term budgetary framework. 

17.  LU 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. In 

particular, the programme scenario for 2012 and 2013 is very close to the Commission's 2012 spring forecast. Medium-term deficit 

projections are made under a slightly optimistic growth scenario, above potential growth although still well below average historic rates. 

The objective of the budgetary strategy outlined in the programme is to bring the deficit from 1.5% in 2012 to 0.9% in 2014 with a package 

of consolidation measures of around 1.2% of GDP and provide a wider room for manoeuvre in case of negative shocks. The programme 

confirms the previous medium term objective (MTO) of a structural surplus of 0.5%. However, this MTO cannot be regarded as appropriate 

under the provisions of the Stability and Growth Pact because, based on current policies and projections, this MTO does not appear to take 

sufficiently into account the implicit liabilities related to ageing, despite the debt being below the Treaty reference value. Moreover, based 

on both the Commission's 2012 spring forecast as well as on the (recalculated) structural budget balance in the programme, Luxembourg 

would significantly depart from its own MTO starting from 2012. The growth rate of government expenditure, net of discretionary revenue 

measures, is expected to significantly exceed the expenditure benchmark as defined in the Stability and Growth Pact. At 20 % of GDP, 

gross government debt is below the reference value of the Treaty. 

Recommendation:  

¶ Preserve a sound fiscal position by correcting any departure from a medium-term budgetary objective (MTO) that ensures the long-

term sustainability of public finances, in particular taking into account implicit liabilities related to ageing. To this end, reinforce and 

rigorously implement the budgetary strategy, supported by sufficiently specified measures, for the year 2013 and beyond, including 

meeting the expenditure benchmark.  

18.  LV 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections is cautious in 2012, taking into 

account the latest available information, and plausible in 2013. While macroeconomic projections for 2012 in the programme scenario are 

very close to those in the Commission's spring 2012 forecast (with GDP growth projections respectively at 2.0% and 2.2%), recent  
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convergence programme has changed the medium-term objective from -1.0% to -0.5% of GDP; the new MTO adequately reflects the 

requirements of the Stability and Growth Pact. The planned headline deficit in 2012 complies with the deadline for correction of the 

excessive deficit established in Council Recommendation of 7 July 2009. For 2013, the programme targets a headline deficit of 1.4% of 

GDP, although the planned expenditure reduction is not yet fully supported by measures. Based on the (recalculated) structural budget 

balance*, Latvia will approach its MTO by the end of the programme period in 2015. While the recalculated information suggests that 

progress towards the MTO is less than 0.5% of GDP in structural terms in outer years of the programme, planned expenditure restraint 

would ensure that the growth rate of government expenditure, taking into account discretionary revenue measures, would be in line with the 

expenditure benchmark of the Stability and Growth Pact. At the same time, tax changes from the second half of 2012 as adopted by 

Parliament on the 24th of May, which are not yet reflected in the programme scenario but acknowledged in the letter accompanying the 

submission of the 2012 convergence programme represent a risk to the attainment of targets in 2013 and beyond. The general government 

debt ratio is below 60% of GDP, increasing from 42.6% of GDP in 2011 to 46.7% of GDP in 2014, as the authorities pre-fund large 

repayments related to the international financial assistance programme that are due in 2014-2015, and falling to 38.9% in 2015 as these 

repayments are made. 

Recommendation:  

¶ Ensure planned progress towards the timely correction of the excessive deficit. To this end, implement the budget for the year 2012 as 

envisaged and achieve the fiscal effort specified in the Council recommendation under the Excessive Deficit Procedure. Thereafter, 

implement a budgetary strategy, supported by sufficiently specified structural measures, for the year 2013 and beyond, to make 

sufficient progress towards the medium-term budgetary objective (MTO), and to respect the expenditure benchmark. Use better than 

expected cyclical revenue to reduce government debt. 

¶ Implement measures to shift taxation away from labour to consumption, property, and use of natural and other resources while 

improving the structural balance; ensure adoption of the Fiscal Discipline Law and develop a medium term budgetary framework law to 

support the long-term sustainability of public finances; restore contributions to the mandatory funded private pension scheme at 6% of 

gross wages from 2013. 

19.  MT 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections is optimistic, especially in the outer 

years of the stability programme period when compared with potential growth as estimated by the Commission. The objective of the 

budgetary strategy outlined in the programme is to gradually reduce the deficit, to 0.3% of GDP in 2015, after the planned correction of the 

excessive deficit in 2011. The programme confirms the previous medium-term budgetary objective (MTO) of a balanced position in 

structural terms, which is to be achieved beyond the programme period. The MTO adequately reflects the requirements of the Stability and 

Growth Pact. There are risks that the deficit outcomes could be worse than targeted, stemming from (i) lower revenue given the slightly 

optimistic macroeconomic scenario; (ii) possible overruns in current primary expenditure; and (iii) the ongoing restructuring of the national 

airline (Air Malta) and financial situation of the energy provider (Enemalta). Based on the (recalculated) structural budget balance*, annual 

progress towards the MTO is planned to be in line with the 0.5% of GDP benchmark in the Stability and Growth Pact. Using the 

Commissionôs identification of the one-offs included in the budgetary targets, average progress towards the MTO is slightly higher (¾% of 

GDP) but spread very unevenly, with no progress in 2012 followed by an effort of 1¼% in 2013. According to the information provided in 

the programme, the growth rate of government expenditure, taking into account discretionary revenue measures, would be in line with the 

expenditure benchmark of the Stability and Growth Pact throughout the programme period. The risks to the budgetary targets imply, 

however, that the average adjustment towards the MTO could be slower than appropriate. After peaking at 72% of GDP in 2011, the 

general government gross debt ratio is planned in the programme to start decreasing and to reach 65.3% of GDP in 2015 (still above the 

60% of GDP reference value). According to the plans in the programme, Malta is making sufficient progress towards meeting the debt 

reduction benchmark of the Stability and Growth Pact at the end of the transition period (2015) but this assessment is subject to risks as the 

debt ratio could turn out higher than planned given the possibility of higher deficits and stock-flow adjustments. Malta's medium-term 

budgetary framework remains non-binding, implying a relatively short fiscal planning horizon. The programme announces that the Maltese 

government is considering reforms to the annual budgetary procedure, including timelines, and introducing a fiscal rule embedded in the 

Constitution, including monitoring and corrective mechanisms, in line with recent changes to the euro area governance framework. 

Recommendation:  

¶ Reinforce the budgetary strategy in 2012 with additional permanent measures so as to ensure adequate progress towards the medium-

term budgetary objective (MTO) and keep the deficit below 3% of GDP without recourse to one-offs. Continue fiscal consolidation at 

an appropriate pace thereafter, so as to make sufficient progress towards the MTO, including meeting the expenditure benchmark, and 

towards compliance with the debt reduction benchmark, by specifying the concrete measures to back up the deficit targets from 2013, 

while standing ready to take additional measures in case of slippages. Implement, by end-2012 at the latest, a binding, rule-based  
 

(Continued on the next page)  



Part I 

Current developments and prospects  

 

57 

 

Box (continued)  
 

multi-annual fiscal framework. Increase tax compliance and fight tax evasion, and reduce incentives towards indebtedness in corporate 

taxation.  

20.  NL 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is optimistic. For 

2013, the stability programme projects economic growth of 1¼% without taking into account the negative impact of the additional 

consolidation measures on growth, whilst, on the basis of the same no-policy change scenario, the Commission's forecast a lower growth 

rate of 0.7%. The stated objective of the programme is to meet the Council recommendations on correcting the excessive deficit and to 

strive to further improve the budgetary position towards the medium-term budgetary objective (MTO) by targeting a structural effort of at 

least 0.5% per year. The programme targets a headline general government deficit of 3% of GDP in 2013 and confirms the previous MTO 

of a structural deficit of 0.5% of GDP, which adequately reflects the requirements of the Stability and Growth Pact. The average annual 

fiscal effort of 0.75% of GDP over the period 2010-2013, based on the (recalculated) structural budget balance*, is in line with the 

structural effort of ¾% of GDP recommended by the Council. As the programme does not provide budgetary targets beyond 2013, the 

sustainability of the budgetary correction in 2013 and progress towards the MTO in the outer years, including compliance with the 

expenditure benchmark of the Stability and Growth Pact, cannot be assessed. The budgetary projections over the programme period are 

subject to implementation risks. These are not solely restricted to the newly announced consolidation measures, but also to the 

implementation of some of the measures agreed upon earlier by the outgoing government. The additional measures proposed by the 

government in April 2012 for 2013 and their budgetary impact have been further specified and quantified on 25 May after the cut-off date 

for assessment. Budgetary adjustment has so far relied mostly on expenditure cuts, which also affect growth-enhancing expenditure. 

According to the 2012 stability programme, the debt-to-GDP ratio is expected to further rise relatively markedly in 2012, to 70.2% of GDP 

and to increase slightly further to 70.7% of GDP in 2013, taking into account the impact of the additional consolidation measures. The debt 

ratio is thus projected to remain well above the 60% reference value. For 2014 and 2015, the programme does not specify debt targets and 

therefore an assessment of compliance with the debt reduction benchmark of the Stability and Growth Pact beyond 2013 cannot be given. 

Recommendation:  

¶ Ensure timely and durable correction of the excessive deficit. To this end, fully implement the budgetary strategy for 2012 as 

envisaged. Specify the measures necessary to ensure implementation of the 2013 budget with a view to ensuring the structural 

adjustment effort specified in the Council recommendations under the Excessive Deficit Procedure. Thereafter, ensure an adequate 

structural adjustment effort to make sufficient progress towards the medium-term budgetary objective (MTO), including meeting the 

expenditure benchmark, and ensure sufficient progress towards compliance with the debt reduction benchmark whilst protecting 

expenditure in areas directly relevant for growth such as research and innovation, education and training. To this end, after the 

formation of a new government, submit an update of the 2012 stability programme with substantiated targets and measures for the 

period beyond 2013.  

21.  PL 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible and is 

in line with the Commission's 2012 spring forecast. The objective of the budgetary strategy outlined in the programme is to correct the 

excessive deficit by 2012 and reach medium-term budgetary objective (MTO) by 2015. The programme confirms the MTO of a deficit of 

1% of GDP, which adequately reflects the requirements of the Stability and Growth Pact. The planned correction of the deficit is in line 

with the deadline set by the Council and the planned fiscal effort complies with the recommendation under the Excessive Deficit Procedure. 

Based on the (recalculated) structural deficit*, the planned annual progress towards the MTO is higher than 0.5% of GDP (in structural 

terms). The growth rate of government expenditure, taking into account discretionary revenue measures, is in line with the benchmark of 

the Stability and Growth Pact over entire programme period, but exceeds the expenditure benchmark by a small margin in 2013, according 

to the Commission's 2012 spring forecast. Sufficient progress towards the MTO may require additional efforts as it predominantly relies on 

sizeable cuts in public investment expenditure and is not sufficiently supported by detailed measures in the outer years of the programme. 

General government debt is projected to remain below 60 % of GDP in Poland over the programme period. The national authorities forecast 

it to decrease gradually from 56.3% of GDP in 2011 to 49.7% of GDP in 2015, whereas the Commission, taking account of possible risks 

to the consolidation plans, expects the improvement to be slower. 

Recommendation:  

Ensure planned progress towards the correction of the excessive deficit. To this end, fully implement the budget for the year 2012 and 

achieve the structural adjustment effort specified in the Council recommendations under the Excessive Deficit Procedure. Thereafter, 

specify the measures necessary to ensure implementation of the budgetary strategy for the year 2013 and beyond as envisaged,  
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¶ Speed up the reform of the fiscal framework by enacting legislation with a view to introducing a permanent expenditure rule by 2013. 

This rule should be consistent with the European system of accounts. Take measures to strengthen the mechanisms of coordination 

among the different levels of government in the medium-term and annual budgetary processes. 

22.  PT 

Recommendation: Detailed recommendations are set out in a Memorandum of Understanding.  

23.  RO 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. The 

objective of the budgetary strategy outlined in the programme is to reach a budget deficit below 3% of GDP in 2012, in line with the 

Council recommendations given to Romania under the Excessive Deficit Procedure. Thereafter, it aims at achieving a medium-term 

budgetary objective (MTO) defined as a deficit of 0.7% of GDP in structural terms. The MTO adequately reflects the requirements of the 

Stability and Growth Pact. Following the planned correction of the excessive deficit in 2012, the deficit is expected to decrease further to 

2.2% of GDP in 2013, to 1.2% of GDP in 2014 and 0.9% of GDP in 2015. Based on the (recalculated) structural budget balance*, this 

implies an improvement in the deficit by 1.5% in 2012, 0.5% in 2013 and 0.7% in 2014, in line with the 0.5% of GDP benchmark of the 

Stability and Growth Pact. The growth rate of government expenditure is in line with the expenditure benchmark of the Stability and 

Growth Pact over the 2012-2015 period. The programme foresees the achievement of the MTO in 2014. The main risks to the budgetary 

targets are the arrears of state owned enterprises, as well as potential re-accumulation of arrears at local government level and in the health 

sector, even if some measures have been taken in the health sector. As regards public debt, it was below 34% of GDP by end 2011 thus 

remaining substantially below 60% of GDP. 

Recommendation: Detailed recommendations are set out in a Memorandum of Understanding.  

24.  SE 

Summa ry assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible for 

2012 and optimistic in 2013-15, when GDP growth is expected to average around 3.5%. The Commission's 2012 spring forecast foresees 

GDP growth of 2.1% in 2013. The objective of the budgetary strategy outlined in the programme is to ensure long-term sustainability by 

respecting the rules of the Swedish fiscal framework, including the target of having a surplus in general government net lending of 1% of 

GDP over the cycle. The strategy also aims at fulfilling the requirements of the Stability and Growth Pact, notably respecting the 3% of 

GDP reference value. The programme has changed the medium-term budgetary objective (MTO) from a general government surplus of 

1.0% of GDP to a deficit of 1.0% of GDP. The new MTO adequately reflects the requirements of the Stability and Growth Pact. Due to the 

change, the MTO is, based on the (recalculated) structural budget balance, likely to be met over the programme period, even taking into 

account the likelihood of further expansionary discretionary measures in 2013 or 2014, . Certain downside risks to budgetary projections 

from 2013 onwards are linked to the optimistic macroeconomic assumptions. The planned growth rate of government expenditure, taking 

into account discretionary revenue measures, would comply with the expenditure benchmark of the Stability and Growth Pact. The debt 

ratio is below 60% of GDP and, according to the programme, is projected to continue to decrease over the programme period. 

Recommendation: Detailed recommendations are set out in a Memorandum of Understanding.  

25.  SI 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is optimistic 

when compared with the Commissionôs 2012 spring forecast. The objective of the budgetary strategy outlined in the programme is to bring 

the general government deficit below 3% of GDP in 2013, the deadline set by the Council, and to pursue further deficit reduction thereafter 

so as to broadly achieve Sloveniaôs medium-term budgetary objective (MTO) by 2015. The MTO is defined as a balanced position in 

structural terms, unchanged from the previous programme, but cannot be regarded as appropriate under the provisions of the Stability and 

Growth Pact because, based on current policies and projections, it does not ensure sufficiently rapid progress towards long-term 

sustainability. There are risks that the deficit outcomes could be worse than targeted, due to (i) a lack of specification of the measures 

foreseen, in particular for the period 2014-15; (ii) a track record of primary current expenditure overruns; (iii) lower revenue given the 

relatively optimistic macroeconomic scenario and uncertainty about the impact of the recently decided tax measures; and (iv) possible 

additional capital support operations and calling of guarantees. Based on the (recalculated) structural balance*, the average annual fiscal 

effort over the period 2010-2013, is planned to be almost 1% of GDP, slighty above the one recommended by the Council. However, the 

Commission's 2012 spring forecast implies that an additional effort will have to be made in 2013 to respect the recommendation over the  
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Box (continued)  
 

growth of government expenditure, taking into account discretionary revenue measures, is in line with the expenditure benchmark of the 

Stability and Growth Pact in both years, so overall the programme plans a broadly appropriate adjustment path towards the MTO. Taking 

account of the risks mentioned above, the progress towards the MTO could be slower than appropriate in both years. From around 48% of 

GDP in 2011, general government gross debt is projected in the programme to peak by 2013 at 53% (thus remaining below the 60% of 

GDP reference value) before falling slightly by the end of the programme period. The debt projections are subject to upward risks from the 

possibility of higher deficits mentioned above and higher stock-flow adjustments. Sloveniaôs medium-term budgetary framework and 

expenditure rule remain insufficiently binding and insufficiently focussed on achieving the MTO and securing long-term sustainability. 

Recommendation:  

¶ Implement the 2012 budget, and reinforce the budgetary strategy for 2013 with sufficiently specified structural measures, standing 

ready to take additional measures so as to ensure a correction of the excessive deficit in a sustainable manner by 2013 and the 

achievement of the structural adjustment effort specified in the Council recommendations under the Excessive Deficit Procedure. 

Thereafter, ensure an adequate structural adjustment effort to make sufficient progress towards an appropriate medium-term objective 

for the budgetary position, including meeting the expenditure benchmark. Strengthen the medium-term budgetary framework, 

including the expenditure rule, by making it more binding and transparent. 

26.  SK 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. It is 

broadly in line with the Commission's 2012 spring forecast, although the latter assumes somewhat higher real GDP growth in 2012. The 

stated objective of the budgetary strategy outlined in the programme is to ensure the long-term sustainability of public finances. The 

intermediary steps defined to reach this are a rigorous implementation of the 2012 budget and a reduction of the headline deficit below 3% 

of GDP in 2013, the deadline for correction of the excessive deficit set by the Council. The achievement of the headline deficit target in 

2013, however, may fall short of plans. The programme has changed the medium-term budgetary objective (MTO) from a close-to-

balanced budget to a structural deficit of 0.5% of GDP, which is not foreseen to be achieved within the programme period. The new MTO 

adequately reflects the requirements of the Stability and Growth Pact. Based on the (recalculated) structural budget balance*, the average 

annual fiscal effort in 2010-2013 amounts to 1.3% of GDP, well above the required value recommended by the Council, whereby the 

residual fiscal effort is somewhat back loaded to 2013. The target for 2013 is subject to risks, as suggested revenue measures may fall short 

of the objective; simultaneous implementation of all small-scale measures can be difficult to implement, and in light of upwards revisions 

of the deficit targets that took place in the past. In addition, further across-board expenditure cuts may prove unsustainable in the medium 

term. In 2014 and 2015, the average fiscal effort stands at 0.3% of GDP annually, which is below the required adjustment of 0.5% of GDP 

for countries which have not yet reached the MTO. Nevertheless, according to the programme the growth rate of government expenditure, 

taking into account discretionary revenue measures, is in line with the expenditure benchmark of the Stability and Growth Pact in the outer 

years of the programme. Government debt would remain well below 60% of GDP. While Slovakia passed legislation establishing the Fiscal 

Council, so far it has not been set up and the legislation on expenditure ceilings has not yet been adopted. 

Recommendation:  

¶ Take additional measures in 2012 and specify the necessary measures in 2013, to correct the excessive deficit in a sustainable manner 

and ensure the structural adjustment effort specified in the Council recommendations under the Excessive Deficit Procedure. 

Implement targeted spending cuts, while safeguarding growth-enhancing expenditure, and step up efforts to improve the efficiency of 

public spending. Thereafter, ensure an adequate structural adjustment effort to make sufficient progress towards the medium-term 

objective, including meeting the expenditure benchmark. Accelerate the setting up of the Fiscal Council and adopt rules on 

expenditure ceilings. 

¶ Increase tax compliance, in particular by improving the efficiency of VAT collection; reduce distortions in taxation of labour across 

different employment types, also by limiting tax deductions; link real estate taxation to the market value of property; make greater use 

of environmental taxation 

27.  UK 

Summary assessment:  

The Council is of the opinion that the macroeconomic scenario underpinning the budgetary projections in the programme is plausible. The 

objective of the budgetary strategy outlined in the programme is to implement the necessary fiscal consolidation to achieve the 

government's fiscal targets on net debt and cyclically-adjusted current balance. The convergence programme does not include a medium-

term objective (MTO) as foreseen by the Stability and Growth Pact. According to programme projections, the deadline to correct the 

excessive deficit set by the Council in its recommendation of 2 December 2009 is expected to be missed by one year. The government 
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Box (continued)  
 

deficit in 2014-15, the deadline set by the Council, is estimated at 4.4% of GDP, implying, based on the (recalculated) structural deficit*, an 

average fiscal effort of 1.25% of GDP between 2010-11 and 2014-15 which is below the 1¾% effort set out in the Council recommendation 

under the Excessive Deficit Procedure. Although the government has not deviated from its fiscal consolidation strategy which initially, 

based on previous macroeconomic projections, appeared sufficient to comply with EDP targets, the fiscal performance and outlook have 

been affected by a deterioration of economic growth prospects. Revenue measures have been significantly front-loaded in the adjustment 

path of the fiscal consolidation. Almost 40% of the total annual fiscal consolidation planned for the 2010-11 to 2014-15 period has been 

achieved by the end of 2011-12, including 30% of the spending cuts and two-thirds of the net tax increases. The potential revenue 

contribution from an increased efficiency of the tax system, stemming from a review of the VAT rate structure, remains relatively 

underexploited. According to the convergence programme, the general government deficit is expected to be 8.3% of GDP in 2011-12, 5.9% 

in 2012-13, 6.0% of GDP in 2013-14, 4.4% of GDP in 2014-15, 2.9% of GDP in 2015-16 and 1.2% of GDP in 2016-17. These estimates 

are somewhat lower than those by Commission services, who in its 2012 spring forecast expect a deficit of 6.1% of GDP in 2012-13 (which 

would be 7.9% without an upcoming one-off pension fund transfer) and 6.5% of GDP in 2013-14. The differences stem from a lower 

growth forecast and amendments made by Eurostat to UK data. Some adjustments were made to the governmentôs fiscal plans in the 2011 

Autumn Statement to prioritise growth-enhancing expenditure, but public sector investment is still set to fall sharply by 2014-15. 

Government debt, forecast at 94.7% in 2013-14, is expected to peak in 2014-15. 

Recommendation:  

¶ Fully implement the budgetary strategy for the financial year 2012-13 and beyond, supported by sufficiently specified measures, to 

ensure a timely correction of the excessive deficit in a sustainable manner and the achievement of the structural adjustment effort 

specified in the Council recommendations under the Excessive Deficit Procedure and to set the high public debt ratio on a sustained 

downward path. Subject to reinforcing the budgetary strategy for the financial year 2013-14 and beyond, prioritise growth-enhancing 

expenditure to avoid the risk that a further weakening of the medium-term outlook for growth will negatively impact on the long-term 

sustainability of public finances 

                                                           
* Cyclically adjusted balance net of one-off and temporary measures, recalculated by the Commission services on the basis of the 

information provided in the programme, using the commonly agreed methodology.  
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The deepening of the sovereign debt crisis in 2011 

and 2012 marked a turning point in the debate on 

the EU economy and its governance framework, in 

particular in relation to the euro area. The move to 

stricter budgetary and economic surveillance 

intensified, building on the recently adopted 

reforms. 

Despite the preceding period of sustained 

economic growth, many Member States entered 

the recession in 2009 with little or no room for 

fiscal manoeuvre to reduce its impact on the 

economy. In some Member States, the apparent 

fiscal space vanished as macroeconomic 

imbalances and strains in financial markets 

unwound. The dramatic social implications of 

shrinking economic output and rising government 

deficits and debt in those Member States that were 

most strongly affected, along with the first signs of 

spillovers to other euro area countries, triggered a 

consensus on the need to change the EU 

governance framework. As a result the economic 

and fiscal surveillance framework in the EU as a 

whole was reformed, and a crisis resolution 

mechanism for the euro area was introduced.  

The supervisory and regulatory framework of the 

banking system also underwent significant 

reforms. A new EU financial supervisory 

framework became operational in January 2011. In 

response to G20 commitments, the EU continues 

its financial regulation programme. The latest 

Commission's legislative proposal on credit rating 

agencies (CRA3) is meant to tackle the 

overreliance of financial markets on ratings, 

concentration in the credit rating sector, CRAs 

civil liability and remuneration models. Other 

major on-going projects include revisions of the 

capital requirements for banks (CRD4 directive) 

and the markets in financial instruments directive 

(MIFID), both currently being discussed in the 

European Parliament and the Council. Most 

recently, on 6 June 2012, the Commission adopted 

a legislative proposal for bank recovery and 

resolution. The proposed framework sets out the 

necessary steps and powers to ensure that bank 

failures across the EU are managed in a way which 

avoids financial instability and minimises costs for 

taxpayers. The May 2012 informal European 

Council summit resolved that Economic and 

Monetary Union needed to be deepened and a 

potential 'banking union' could be established with 

more integrated banking supervision and 

resolution, and a common deposit insurance 

scheme. The June 2012 Euro Area summit 

confirmed that the Commission would present 

plans for a European single supervisory 

mechanism along with a framework for the 

potential direct recapitalisation of euro area banks 

through the ESM, paving the way for a banking 

union.   

With a number of euro area members facing 

insolvency/illiquidity, backstops of last resort were 

set up as early as May 2010 (see Box I.2) to 

guarantee the stability of the euro area. The 

temporary firewalls were developed gradually. In 

February 2012, Member States signed a Treaty 

establishing the European Stability Mechanism 

(ESM). The strict conditionality attached to the 

financial support provided by all the different 

backstops implied a significant strengthening of 

economic and fiscal surveillance on the Member 

States concerned.   

The lack of fiscal space for some countries to 

support their economies during the early days of 

the crisis, and the more recent evolution of the 

crisis from a banking crisis to a sovereign debt 

one, highlighted the extent of the implications of 

inadequate national economic and budgetary 

policy during the boom years. With the risks to 

spillovers to other Member States also becoming 

evident, an overall strengthening of EU 

surveillance has been undertaken. A major 

overhaul of the EU economic governance 

framework was proposed by the Commission in 

September 2010 and adopted by European 

Parliament and Council in the second half of 2011 

(the so-called 'Six Pack'). With its entry into force 

in December 2011, the EU has now thus much 

stronger rules than before the start of the economic 

and financial crisis. 

The Six Pack legislation has strengthened a wide 

range of existing aspects of economic governance 

and introduced new ones. A new Macroeconomic 

Imbalances Procedure has been set up to prevent or 

correct macroeconomic imbalances. Early 

detection of such imbalances will reduce the risks 

of their unwinding resulting in sudden rises of 

government deficits and debt in Member States 

with apparently sound public finances. 

A move towards a more integrated framework for 

assessing economic reforms and public finance 
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plans had already started in Spring 2011, when, in 

the context of the Europe 2020 strategy, the 

European Semester was implemented for the first 

time. The European Semester coordinates and 

aligns the submission of the Stability and 

Convergence Programmes (SCPs), which contain 

Member States' budgetary plans, with that of 

National Reform Programmes (NRPs), which 

contain the elements necessary for monitoring 

progress towards the Europe 2020 national targets 

for sustainable and inclusive growth. Both these 

documents are now submitted by mid-April so that 

they can be analysed and country-specific 

recommendations under Article 121(2) ï on the 

Broad Economic Policy Guidelines ï  and 148(4) ï 

on Employment Guidelines ï can be issued before 

the summer ï in time to feed into the preparation 

of the national policies for the following year. 

The Stability and Growth Pact (SGP) sets out the 

provisions according to which the Treaty 

requirements to ensure fiscal discipline are 

implemented. In light of the heated debate on the 

need to adapt the fiscal policy reaction to a 

deteriorating economic environment, Chapter II.2 

explains the SGP provisions that apply to 

Excessive Deficit Procedures (EDPs) in the case of 

worsening economic conditions as well as the 

methods used to assess whether an extension of the 

timeline for correcting an excessive deficit can be 

granted.  

Chapter II.2 also presents the main new features 

introduced in the SGP by three of the regulations 

contained in the Six Pack. The adjustment towards 

the medium-term budgetary objective (MTO) 

which is the core of the preventive arm of the SGP 

will now be assessed on the basis of a new 

expenditure benchmark, which allows early 

detection and correction of unsustainable 

expenditure developments, as well as on the 

structural balance. As for the corrective arm, in 

line with the Treaty envisaging both a deficit and a 

debt criterion to examine compliance with 

budgetary discipline, a debt-reduction benchmark 

has been established to allow the opening of an 

EDP on the basis of an insufficiently diminishing 

debt-to-GDP ratio. For the euro area, enforcement 

is now ensured by a gradual system of financial 

sanctions, which can already be invoked in the 

preventive arm, in the case of inadequate measures 

to correct a significant deviation from the 

appropriate adjustment towards the MTO.  

Compliance with the SGP will also be promoted 

by the minimum standards introduced for Member 

States' fiscal frameworks. Chapter II.3 presents the 

main elements of the Directive on national 

budgetary frameworks which was also part of the 

Six Pack. As is the case for most other national 

institutions, national budgetary frameworks are far 

from homogeneous within the EU. Such diversity 

is documented by a database created as a result of 

the Ecofin Council's 2006 decision to ask the 

Commission to conduct a comprehensive analysis 

of the existing national fiscal rules and institutions 

in the EU Member States. Based on a recent 

update of this database, Chapter II.3 outlines the 

main changes in national fiscal frameworks that 

took place in 2010. 

The variety across national fiscal frameworks 

reflects different political and economic 

environments and traditions. Different frameworks 

can be compatible with EU budgetary framework, 

as long as their quality and the consistency of their 

rules is conducive to the achievement of the EU 

obligations. For this reason, the Directive requires 

only minimum standards, in particular with regard 

to accounting and statistics, forecasting, numerical 

fiscal rules, medium-term budgetary frameworks 

and transparency. However, best practices going 

beyond these minimum requirements are also 

discussed amongst Member States, in peer review 

exercises, in order to help countries achieve the 

best outcomes they can. Chapter II.3 briefly 

outlines the outcome of the November 2011 

session of this exercise. 

With the sovereign debt crisis intensifying over the 

course of 2011, it has become widely 

acknowledged that the postponement of the 

adoption of even deeper reforms, both at national 

and EU level, could put the Economic and 

Monetary Union (EMU) at serious risk, with 

dramatic implications for all Member States. 

The most recent initiatives of reforms to the 

budgetary surveillance framework have focussed 

on the euro area, where spillovers are particularly 

high. Chapter II.4 presents the two regulations 

proposed by the Commission on 23 November 

2011, focussing in particular on the main features 

of the draft regulation aimed at enhancing 

monitoring of budgetary policies on euro area 

Member States. The same regulation includes 

provisions specific to euro area Member States 
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subject to EDP, to which stricter monitoring 

requirements apply. The second regulation 

concerns only euro area Member States 

experiencing severe difficulties with regard to their 

financial stability or receiving financial assistance 

on a precautionary basis.  

National governments have also spurred a further 

strengthening of the adopted reforms for the 

national level. Chapter II.5 presents the content of 

the Treaty on Stability, Coordination and 

Governance (TSCG) that was signed by 25 

Member States (
30

) on 2 March 2012 and that is 

currently undergoing the process of ratification. In 

particular, the Fiscal Compact which is part of the 

TSCG reinforces the obligation to reach the MTO 

already envisaged by the preventive arm of the 

SGP through national rules and automatic 

corrective mechanisms. 

Finally, a vision for the future of a more deep and 

integrated EMU has been presented on 26 June 

2012 in the Report "Towards a Genuine Economic 

and Monetary Union" prepared by the President of 

the European Council, in cooperation with the 

Presidents of the Commission, of the Eurogroup 

and of the European Central Bank. 
31

 The Report 

sets out four building blocks for the future EMU: 

an integrated financial framework, an integrated 

budgetary framework, an integrated economic 

policy framework and strengthened democratic 

legitimacy and accountability. In its June 2012 

meeting, the European Council invited its 

President, again in cooperation with the Presidents 

of the Commission, of the Eurogroup and of the 

ECB, to develop a specific and time-bound road 

map for the achievement of a genuine Economic 

and Monetary Union.   

                                                           
(30) The United Kingdom and the Czech Republic did not sign 

the TSCG. 

(31) See European Council (2012). 
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Budgetary frameworks are set up to guide policy 

making over time. In order to be effective, they 

need to be stable enough to facilitate planning over 

the years, but they must also be flexible enough to 

adapt as any weaknesses become apparent and as 

the environment in which they operate changes. 

The need for stability is a key reason why changes 

are not usually introduced as a result of small 

weaknesses being identified. However, lack of 

timely adaptations of frameworks to the emerging 

policy challenges is also explained by institutional 

inertia. Consensus on improvements proves 

particularly difficult to achieve when they concern 

introducing more binding rules. Major changes are 

thus often adopted only as a result of dramatic 

events, which disclose the unsustainability of the 

status quo.  

Although there has been an increase in research 

into budgetary institutions and rules in recent 

years, the available empirical work is still limited 

(see for instance Fabrizio, 2008). The existing 

work does seem to confirm, though, that one 

determinant that typically brings about change to 

budgetary institutions and rules are negative 

economic shocks. Sufficiently large economic 

shocks not accommodated by markets help build a 

constituency for improving budget institutions. 

The fiscal framework of the European Union has 

proven to be no exception to these findings. 

The overall favourable macroeconomic conditions 

that characterised the first decade of the Economic 

and Monetary Union (EMU) had masked the 

extent of the potential consequences of the pitfalls 

of the EU governance framework. A first reform to 

the Stability and Growth Pact (SGP) (
32

) ï the 

framework for budgetary surveillance at EU level 

ï was carried out in 2005. This reform was also 

linked to the effects of a ï more moderate ï 

negative shock. Deficits rising above the 3% of 

GDP threshold during an economic downturn 

clearly showed that government balances that had 

not improved in structural terms in the late 1990s 

                                                           
(32) Member States are required by the Treaty on the 

Functioning of the European Union to avoid excessive 

deficits (Article 126) and to ensure coordination of their 

economic policies and sustained convergence of their 
economic performance (Article 121). The Stability and 

Growth Pact (SGP) provides the secondary legislation that 

defines these obligations in greater detail and thus sets out 
the framework within which fiscal policy making is to be 

set and monitored at European level. 

and early 2000s (Buti, 2006). However, the reform 

was essentially triggered by the difficult debate 

between EU institutions and Member States that 

ensued from the November 2003 decision by the 

Council not to follow the Commission 

recommendations concerning the excessive deficit 

procedures for France and Germany.  

The reform that followed in 2005 was a positive 

step forward, as it enhanced the economic rationale 

of the SGP. It introduced provisions on how to 

deal with special circumstances and country-

specific problems, above all linked to 

macroeconomic downturns. In particular, 

following the 2005 reform, the adjustment required 

to correct the excessive deficit was formulated in 

structural terms to allow the automatic stabilisers 

to operate freely around the fiscal consolidation 

path, unless there are specific risks to financial 

stability. This provision remains particularly 

relevant in the current economic situation (Chapter 

II.2 includes an explanation of how effective 

action to correct an excessive deficit is assessed).  

However, several problematic aspects of the SGP 

that had already been identified at that time were 

not effectively addressed by that reform, including 

the definition of the satisfactory pace of debt 

reduction, the poor enforcement mechanisms and 

the often too optimistic macroeconomic and 

budgetary forecasts prepared by national 

authorities. The experience of the 2005 reform  

brought forward the importance of seizing the 

window of opportunity given by the call for 

reforms in bad economic times to also address 

imprudent fiscal policies in good times. Changes to 

budgetary frameworks should not just focus on 

contingent situations that are likely to be 

exceptional, but should carefully consider the 

incentives inherent in the emerging framework for 

the medium and longer term.  

While a number of weaknesses had already been 

identified before the start of the current economic 

and financial crisis in 2008 (see European 

Commission, 2008b), the momentum for reforms 

to the EU governance framework only really 

gained pace when the possibility of the illiquidity 

or insolvency of both EU and euro area Member 

States arose for the first time since the launch of 

the euro. 
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The impact of financial crises on the public 

finances is typically very large and long lasting 

(see the analysis of the fiscal cost of financial 

crises in European Commission, 2009a). The 

consequences of a crisis are, however, even worse 

in countries where they come on top of underlying 

public finances fragilities, which, in some 

instances, are revealed by the crisis itself. This has 

been the case for a number of EU Member States.  

Lack of room for budgetary manoeuvre with the 

onset of the crisis and the subsequent risks to 

financial stability spurred acknowledgement that 

the SGP had not provided sufficient incentive to 

pursue prudent fiscal policies in good times. Also, 

the SGP's effectiveness in correcting government 

deficits below 3% of GDP was not enough to curb 

unsustainable developments of government 

expenditure and debt ratios (European 

Commission, 2010a). 

On 12 May (
33

) and 30 June 2010 (
34

), the 

Commission issued two communications outlining 

a comprehensive set of measures that were 

considered urgent to reinforce economic 

governance in the EU, drawing on the lessons of 

the first ten years of EMU. (
35

) Since then, a 

number of initiatives have followed. 

A first package of legislative proposals reforming 

economic governance ï the so-called Six Pack ï

was presented by the Commission on 29 

September 2010. This package is addressed to all 

Member States although certain aspects of it apply 

only to the euro area. Thanks to changes in 

legislative procedures introduced by the Lisbon 

Treaty (
36

), the European Parliament was, for the 

first time, deeply involved in the design of the EU 

fiscal framework. Rapid but intense negotiations 

                                                           
(33) COM(2010) 250 final 

http://ec.europa.eu/economy_finance/articles/euro/docume

nts/2010-05-12-com(2010)250_final.pdf 
(34) COM(2010) 367/2 

http://ec.europa.eu/economy_finance/articles/euro/docume
nts/com_2010_367_en.pdf  

(35) The Report EMU@10 (European Commission, 2008b) 

taking stock of the experience of the first ten years of EMU 
had already highlighted some of the challenges ahead.  

(36) According to the Lisbon Treaty, legislation on the 

coordination of economic policy has to be adopted by both 
European Parliament and Council, through ordinary 

legislative procedure. A special legislative procedure 

envisaging only Council adoption remains for legislation 
that concerns the Excessive Deficit Procedure (EDP) and 

the related EDP protocol.  

between the European Parliament and the Council 

led to the adoption of all six proposed pieces of 

legislation at the first reading. Parliament gave its 

position in September 2011 and the Council 

decided on the legislation in November, 

confirming the same texts agreed by the 

Parliament. While the legislative process entailed a 

number of changes with respect to the proposals 

presented by the Commission, in particular with 

regard to the formulation of the principle of 

prudent fiscal policy making, the thrust of the 

Commission's proposals was broadly retained. The 

legislation entered into force on 13 December 

2011.  

These six pieces of legislations include a major 

reform of the SGP, but also new legislation, with a 

wider scope. First, the boundaries of EU 

surveillance have been extended to include 

macroeconomic surveillance. Previously, 

macroeconomic surveillance came under the 

recommendations stemming from the Broad 

Economic Policy Guidelines ï the Six Pact 

sharpens the definition of macroeconomic 

surveillance and adds enforcement mechanisms. 

Second, the legislation revamps fiscal frameworks 

not only at EU level, but also at national level. 

The new regulation on the prevention and 

correction of macroeconomic imbalances also has 

important implications with regard to fiscal 

surveillance. (
37

) It addresses cases like those of 

Ireland and Spain, where government deficit and 

debt figures were not a source of concern ahead of 

the crisis. In these Member States, government 

deficits and debt, however, increased suddenly and 

dramatically once the crisis hit, as a result of the 

unravelling of imbalances that were not essentially 

of a fiscal nature, although they contributed to 

mask unsustainable expenditure trends. The new 

regulation aims to ensure the timely assessment 

and correction of risks as they emerge.  

The new directive on national budgetary 

frameworks addresses the need to ensure 

consistency between national fiscal governance 

and the EU budgetary discipline provisions. It also 

promotes stronger frameworks to support national 

economic policy-making in those Member States 

                                                           
(37) Regulation (EU) 1176/2011 of the European Parliament 

and of the Council of 16 November 2011 on the prevention 

and correction of macroeconomic imbalances. 
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that have still to make progress in this respect. In 

line with subsidiarity concerns and a history of 

very different budgetary frameworks across 

Member States, the directive sets only minimum 

requirements. However, with a view to exceeding 

these minimum requirements, best practice is 

discussed between Member States through a peer 

review process. The directive and the peer review 

process are presented in Chapter II.3. 

The reformed SGP is presented in Chapter II.2. 

The reform included two regulations amending the 

existing legislation on: (i)  the preventive arm of 

the SGP (
38

) ï the part of the SGP which aims to 

ensure that Member States are at their Medium-

Term budgetary Objective (MTO) ï and (ii) the 

corrective arm of the SGP ï the Excessive Deficit 

Procedure (EDP) (
39

). The main revisions 

concerned the introduction of benchmarks for 

expenditure (net of discretionary revenue 

measures) and debt developments, in the 

preventive and corrective arm, respectively. 

Further provisions have also been added, in 

particular as regards severe economic downturns 

for the EU or the euro area as a whole, as well as 

for the launch of EDPs for Member States with 

government debt-to-GDP ratios below 60% of 

GDP.  

The pieces of legislation mentioned above apply to 

all Member States. (
40

) The only specific euro area 

aspect of the legislation on economic governance 

that entered into force in December 2011 are the 

two regulations on enforcement mechanisms (one 

regulation related to the SGP and one regulation on 

macroeconomic imbalances) which do not concern 

Member States outside the euro area. In particular, 

the regulation on enforcement mechanisms for the 

SGP envisages a gradual system of financial 

sanctions for euro area Member States that can 

already be invoked in the preventive arm ï this is 

well before the sanctions envisaged by the Treaty 

(Article 126) in the case where a euro area 

Member State does not comply with 

recommendations by the Council to correct its 

                                                           
(38) Council regulation (EC) 1466/97 of 7 July 1997 on the 

strengthening of the surveillance of budgetary positions 

and the surveillance and coordination of economic policies. 

(39) Council Regulation (EC) 1467/97 of 7 July 1997 on 
speeding up and clarifying the implementation of the 

excessive deficit procedure. 

(40) Only provisions on national numerical fiscal rules do not 
apply to the UK, in view of its specific Protocol annexed to 

the Treaties.  

excessive deficit repeatedly. Unlike the sanctions 

foreseen by the Treaty, enforcement mechanisms 

foreseen by the new regulation are deemed 

adopted, on the basis of a Commission 

recommendation, unless a majority of euro area 

Member States in the Council rejects this 

recommendation (the so-called "reversed qualified 

majority").    

A distinction between provisions for euro area and 

non-euro area Member States is warranted by the 

different implications of fiscal misbehaviour by 

euro area or non-euro area countries on other 

Member States. As demonstrated by the sovereign 

debt crisis ï and in particular by the need to put in 

place common financial backstops ï spillovers 

from fiscal policies are high within a currency 

union. More integrated economic and financial 

systems mean that other countries bear a higher 

share of the cost of one country's profligacy than 

would otherwise be the case. The increased 

awareness of the cost of not preventing these 

negative spillovers has led the Commission to 

present two further legislative proposals, known as 

the Two Pack, for regulations specific to the euro 

area on 23 November 2011. On the same day, the 

Commission also presented a Green Paper on the 

feasibility of common euro area debt issuance, in 

particular on Stability Bonds that could over the 

medium term contribute to completing the 

institutional setup of EMU (see Box II.4.1). One of 

the legislative proposal is linked to the 

aforementioned financial backstops. It seeks to 

strengthen the economic and budgetary 

surveillance of Member States experiencing or 

threatened with severe difficulties with regard to 

their financial stability or receiving a financial 

assistance on a precautionary basis. (
41

)  

The other legislative proposal, on enhanced 

budgetary monitoring, is more directly linked to 

the SGP and will become part of it, when 

adopted. (
42

) It aims to reinforce the coordination, 

surveillance and discipline of euro area Member 

                                                           
(41) Proposal for a Regulation of the European Parliament and 

of the Council on the strengthening of economic and 
budgetary surveillance of Member States experiencing or 

threatened with serious difficulties with respect to their 

financial stability in the euro area (COM/2011/0819 final). 
(42) Proposal for a Regulation of the European Parliament and 

of the Council on common provisions for monitoring and 

assessing draft budgetary plans and ensuring the correction 
of excessive deficit of the Member States in the euro area 

(COM/2011/0821 final). 
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States' public finances. It sets common budgetary 

rules and a timeline for all euro area Member 

States. Above all, it envisages an assessment of 

governments' draft budgetary plans each autumn 

by the Commission, so as to feed into national 

Parliaments' examination of the draft budget. 

Stricter provisions should apply to Member States 

in EDP, for which the proposed regulation 

envisages a closer monitoring. 

On 21 February 2012, the Council reached 

agreement on a general approach to the proposed 

Regulation for negotiations with Parliament. The 

European Parliament's negotiation position was 

adopted in plenary meeting on 13 June 2012.  

At the date of publication of this report, the 

negotiations between the co-legislators have just 

started. Accordingly, Chapter II.4 presents the 

Commission proposals of 23 November 2011. 

These Commission proposals were followed by 

another important initiative aimed at enhancing 

economic governance, including fiscal surveillance 

and budgetary frameworks. On 9 December 2011, 

the Heads of State and Government of the euro 

area as well as almost all non-euro area Member 

States put forward proposed changes to economic 

governance of the euro area by way of a 'fiscal 

compact' based on stricter budgetary rules, 

completed by closer economic policy coordination, 

and a strengthening of stabilisation instruments.  

On 30 January 2012, the Heads of State and 

Government of 25 Member States (the only non-

signatories were the United Kingdom and the 

Czech Republic) agreed on the draft of an 

intergovernmental Treaty on Stability, 

Coordination and Governance in the Economic and 

Monetary Union (TSCG), which they signed on 2 

March 2012. The content of the TSCG, including 

provisions going beyond the fiscal compact, is 

described in Chapter II.5. 

Participating Member States essentially undertake 

intensified commitments through the TSCG, in 

particular to reflect the SGP rules in their national 

legislation. The Article on the fiscal compact 

contains a provision to enshrine a balanced budget 

rule at national level through binding, permanent 

and preferably constitutional provisions. The 

TSCG explicitly refers to the respect of the MTOs 

of the SGP. The rule should also contain an 

automatic correction mechanism that shall be 

triggered in the event of significant deviation from 

the MTO or the adjustment path towards it, and be 

monitored at the national level by independent 

institutions. 

The TSCG tasks the Commission to propose: (i) 

common principles concerning the national 

automatic correction mechanisms and the role and 

independence of the institutions responsible at 

national level for monitoring compliance with the 

rules; (ii) a time frame for convergence towards 

the country-specific MTOs.  

The TSCG will enter into force following 

ratification by at least twelve euro area countries 

(
43

). Along with the transposition into national 

legislation of the directive on national budgetary 

frameworks, to be completed by December 2013, 

the TSCG entail the adoption of important reforms 

of national fiscal governance in many Member 

States. 

In its Communication of 20 June 2012, the 

Commission has already put forward seven 

common principles for designing the national 

correction mechanisms. The principles cover the 

legal status of a national correction mechanism, its 

consistency with the EU framework, activation, 

nature of the correction in terms of size and 

timeline, operational instruments, escape clauses, 

and the role and independence of monitoring 

institutions. (
44

) 

                                                           
(43) At the cut-off date of this document Greece, Portugal, 

Slovenia and Latvia have deposited their instrument of 
ratification of the TSCG. 

(44) COM(2012) 342 final 

http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2012:

0342:FIN:EN:PDF 
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2011 reform of the SGP  

As part of the EU response to the crisis, a reform 

of the European common fiscal framework ï the 

Stability and Growth Pact (SGP) ï entered into 

force on 13 December 2011. The new framework 

has two main components: 

Stronger preventive action and deeper fiscal 

coordination: A new expenditure benchmark will 

now be used alongside the change in the structural 

budget balance (
45

) to assess adjustments towards 

the country specific medium-term budgetary 

objective (MTO). Inadequate action to correct 

significant deviations from the appropriate 

adjustment path towards the MTO can lead to an 

interest-bearing deposit (of 0.2% of GDP as a rule) 

to be lodged by non-compliant euro area countries. 

Stronger corrective action through a reinforced 

SGP: The launch of an Excessive Deficit 

Procedure (EDP) can now result from government 

debt developments as well as from government 

deficit. Member States with debt in excess of 60% 

of GDP should reduce it in line with a numerical 

benchmark. Furthermore, regardless of whether an 

EDP is launched on the basis of deficit or debt 

developments, progressive financial sanctions on 

euro area Member States kick in at an earlier stage 

of the EDP. In cases of particularly serious non-

compliance, including those evidenced by the 

existence of an interest bearing deposit, a non-

interest bearing deposit (of 0.2% of GDP as a rule) 

will  be requested from a euro area country when it 

is placed in EDP. Failure by a euro area country to 

comply with a Council recommendation under 

Article 126(7) to correct its excessive deficit will 

result in a fine (of 0.2% of GDP as a rule). The 

fine imposed can rise up to 0.5% of GDP per year 

in the case of non-compliance with a notice to take 

measures for the deficit reduction in accordance 

with Article 126(9). 

2.1. THE REFORM OF THE PREVENTIVE ARM OF 

THE SGP 

The provisions of the preventive arm of the SGP 

should provide the main guidelines for budget 

                                                           
(45) The structural balance is defined as the cyclically adjusted 

balance net of one-off and temporary measures 

planning and execution of the Member States 

when they are not subject to the more stringent 

requirements of an EDP. Countries currently in 

this situation are Bulgaria, Estonia, Germany, 

Finland, Luxembourg and Sweden. The preventive 

arm is implemented through Council Regulation 

(EC) No 1466/97 of 7 July 1997 on the 

strengthening of the surveillance of budgetary 

positions and the surveillance and coordination of 

economic policies. 

The expenditure benchmark  

Under the preventive arm of the SGP, Member 

States aim at a specific fiscal target ï the so-called 

medium-term budgetary objective (MTO) ï to 

ensure the sustainability of their public finances. 

The new rules define an "expenditure benchmark" 

for judging progress towards the MTO, to 

complement the assessment based on the structural 

balance. The aim is to improve the planning and 

the fiscal record of the Member States by 

guaranteeing the financing of expenditure 

programmes by permanent revenues of an 

equivalent level. This should help avoid the 

repetition of mistakes made ahead of the crisis, 

when unsustainable expenditure trends were 

temporarily funded through windfall revenues or 

additional borrowing. The expenditure benchmark 

does not constrain governments in terms of their 

level of government expenditure ï it simply 

requires that all changes to expenditure are 

financed through additional revenues. The actual 

size of the spending to GDP ratio is not 

constrained.  

For Member States that have achieved their MTO, 

the expenditure benchmark is complied with when 

the annual growth of government expenditure, net 

of discretionary measures taken on the revenue 

side, does not exceed a reference medium-term 

rate of potential GDP growth.  

For Member States that have not yet reached their 

MTO, the expenditure benchmark is complied with 

when the annual growth of government 

expenditure, net of discretionary measures taken 

on the revenue side, does not exceed a rate below 

reference medium-term rate of potential GDP 

growth.  
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Table II.2.1: Expenditure benchmark in relation to MTO achievement 

Member State at its MTO Member State not at its MTO

Net expenditure growth in line with the reference rate
Net expendituregrowth in line with a rate below the 

reference rate

% government expenditure in GDP constant % government expenditure in GDP decreases

Structural balance constant over time Structural balance strengthens

Remains at MTO Gap with the MTO closes over time
 

Source: Commission services. 
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The difference between the reference rate and the 

rate below the reference rate ï referred to as "the 

convergence margin" ï is country-specific, 

depending on the size of government spending in 

the economy(
46

), in order to ensure that complying 

with this lower rate yields an annual improvement 

of the government balance. Applying a lower 

reference rate for Member States not at their MTO 

means letting revenues grow more rapidly than 

spending: this should help the Member State to 

meet the required structural adjustment of 0.5pp of 

GDP. Table II.2.1 summarises the different 

requirements and their effects for Member States 

both at and not yet at their MTOs. 

The reference medium-term rate of potential GDP 

growth is based on regularly updated forward-

looking projections and backward-looking 

estimates, taking into account the relevant 

calculation method provided by the Economic 

Policy Committee (EPC). The reference medium-

term rate of potential GDP growth will be the 

average of the estimates of the previous 5 years, 

the estimate for the current year and the 

projections for the following 4 years. The aim is to 

have a measure which is sufficiently stable over 

time to provide a reference, but is also regularly 

updated so as to avoid that the reference provided 

to guide policy is out of touch with the economic 

situation.  

The government expenditure aggregate to be 

assessed excludes interest expenditure, since it is 

                                                           
(46) The convergence margin is set so that the lower increase in 

net expenditure relative to GDP is consistent with a 

tightening of the budget balance of 0.5pp of GDP, when 
GDP grows at its potential rate. It is calculated based on 

the assumption that any decrease in the share of public 

expenditure in the economy (which would occur if 
expenditure grows slower than potential GDP) would be 

translated into an exactly proportional improvement of the 

structural balance (the coefficient being equal to the base 
value of the share of public expenditure in GDP times the 

convergence margin of expenditure growth). 

to a large extent not under the control of the 

government, and non-discretionary changes in 

unemployment benefit expenditure, so as to allow 

for these to vary counter-cyclically. It also 

excludes expenditure on EU programmes fully 

matched by EU fund revenue and increases in 

revenue mandated by law. Due to the potentially 

very high variability of investment expenditure, 

especially in the case of small Member States, the 

government expenditure aggregate is to be 

adjusted by averaging investment expenditure over 

4 years. 

The notion of òsignificant deviationó and the 

enforcement provisions  

In the preventive arm, the enhanced Stability and 

Growth Pact allows a stronger action in the event 

of ñsignificant deviationò of a Member State from 

the MTO or from the appropriate adjustment path 

towards it.  

To enforce this rule, the concept of ñsignificant 

deviationò has been defined in the amended 

Regulation 1466/97 and has been detailed in the 

Code of Conduct 
 
(
47

). The identification of a 

significant deviation from the MTO or the 

appropriate adjustment path towards it is to be 

based on outcomes (i.e., ex-post data) as opposed 

to plans. In substance, the analysis of the 

'significant deviation' consists of an assessment of 

both the deviation of the structural balance from 

the appropriate adjustment path towards the MTO 

and of the impact of an excess of expenditure 

growth over the expenditure benchmark.  

                                                           
(47) Specifications on the implementation of the Stability and 

Growth Pact and guidelines on the format and content of 
Stability and Convergence Programmes: 

 

http://ec.europa.eu/economy_finance/economic_governanc
e/sgp/pdf/coc/code_of_conduct_en.pdf 

  

http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/coc/code_of_conduct_en.pdf
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/coc/code_of_conduct_en.pdf
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For a Member State that has not reached the MTO, 

the deviation will be considered significant if both: 

(i) the deviation of the structural balance from the 

appropriate adjustment path corresponds to at least 

0.5% of GDP in one single year or at least 0.25% 

of GDP on average per year in two consecutive 

years ; and (ii) an excess of expenditure growth 

has had a negative impact on the government 

balance of at least or 0.5% of GDP in one single 

year or cumulatively over two years. In case only 

one of the two conditions above is verified, the 

deviation will be considered significant if the 

overall assessment evidence limited compliance 

also with respect to the other condition.  

In the event of a significant observed deviation a 

warning under Article 121(4) is issued by the 

Commission. Within one month from the date of 

adoption of this warning, the Council will examine 

the situation and, on the basis of a Commission 

recommendation, adopt a recommendation under 

Article 121(4) for the necessary policy measures 

within the established deadline, normally of five 

months (
48

). The recommendation under Article 

121(4) is adopted by the Council by qualified 

majority.  

The Member State concerned has to report to the 

Council on action taken in response to the 

recommendation within the deadline established 

by the Council. It the Member State fails to take 

appropriate action in response to the Council 

recommendation under Article 121(4), the 

Commission recommends immediately to adopt a 

decision establishing that no effective action has 

been taken. Also this decision is adopted by the 

Council by qualified majority. At the same time, 

the Commission may recommend to the Council to 

adopt a revised recommendation under Article 

121(4) on necessary policy measures. 

However, if the Council does not take the decision 

that no effective action has been taken and failure 

to comply with the recommendation under Article 

121(4) persists, after one month from its previous 

recommendation, the Commission adopts a new 

recommendation to the Council to take a decision 

that no effective action has been taken. In this 

case, the decision is adopted by the Council by 

                                                           
(48) The deadline is reduced to three months if the Commission, 

in its warning, considered the situation to be particularly 

serious and warranting urgent action.  

ñreversed simple majorityò(
49

). Also in this case, at 

the same time the Commission may recommend to 

the Council to adopt a revised recommendation 

under Article 121(4) on necessary policy 

measures. 

In the case of euro area Member States, a financial 

sanction (an interest-bearing deposit of 0.2% of 

GDP as a rule) may be imposed if the Council 

decides that no action has been taken to address 

the Council recommendation under Article 121(4). 

This sanction is recommended by the Commission 

and adopted by the Council according to the 

ñreversed qualified majorityò vote (
50

). 

In order to deal with exceptional circumstances, an 

escape clause has been inserted. This foresees that 

the deviation may be left out of consideration 

when it results from an unusual event outside of 

the control of the Member State concerned which 

has a major impact on the financial position of the 

general government or in case of severe economic 

downturn for the euro area or the EU as a whole, 

provided that this does not endanger fiscal 

sustainability in the medium-term. 

The operational entry into force  

The new provisions of the preventive arm are 

immediately operational, in particular with regard 

to the content of the Stability or Convergence 

Programmes (SCP). If a Member State submits an 

SCP which presents plans that do not comply ex-

ante with the provisions of the preventive arm, the 

Council should invite the Member State to submit 

a new programme.  

Programmes of Member States which are still 

subject to an EDP need to demonstrate that they 

meet the obligations deriving from the preventive 

arm after correcting their excessive deficit. 

   

 

                                                           
(49) This means that the Commissionôs recommendation is 

adopted unless a simple majority within the Council 
decides to reject it, within ten days or its adoption by the 

Commission. 

(50) This means that the Commissionôs recommendation is 
adopted unless a qualified majority within the Council 

decides to reject it. 
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Graph II.2.1: Legal steps under the preventive arm of the SGP as of 13 December 2011 

 
Member States concerned:  Member States not already bound by the more stringent requirements of the corrective arm. 

For all Council decisions: no account of the vote of the MS concerned.  

Qualified majority voting (QMV) rules (Lisbon Treaty): 55% of MS participating in the decisions (i.e., in the context of the SGP, 16 countries if EA, 

26 otherwise, as the concerned country does not vote), comprising at least 65% of population of these States.  

Until the end of the Lisbon Treaty transitional period (as defined by the Protocol 36 to the Treaty): 2/3 of EA MS (excepted concerned country), with 

weights computed according to that Protocol, are needed to reach a QM. 

Reversed voting rules (RQMV/RSMV): the qualified/simple majority rules need to be fulfilled to reject the Council decision. 

Source: Commission services. 
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While the ex-ante compliance with the expenditure 

benchmark in the SCPs has already been examined 

in Spring 2012 (see Section I.3), the ex-post 

compliance with the expenditure benchmark and 

possible existence of a significant deviation will be 

evaluated for the first time in Spring 2013, when 

the outturn of 2012 budget formulated under the 

new rules will be assessed. 

2.2. THE REFORM OF THE CORRECTIVE ARM OF 

THE SGP 

The corrective arm of the Stability and Growth 

Pact (SGP) is concerned with the procedure to be 

followed if a country's public finances fall outside 

the requirements of the Treaty. It is based on 

Article 126 of the Treaty which specifies that 

Member States shall avoid excessive government 

deficits. It defines the criteria according to which 

compliance with budgetary discipline should be 

examined in terms of whether the general 

government deficit exceeds 3% of GDP or the 

debt-to-GDP ratio exceeds 60% and is not 

sufficiently diminishing towards this reference 

ratio. Hence, an Excessive Deficit Procedure 

(EDP) can be launched not only on the basis of the 

deficit criterion but also on the basis of the debt 

criterion. The corrective arm is implemented 

through Council Regulation (EC) No 1467/97 of 7 

July 1997 on speeding up and clarifying the 

implementation of the EDP.  

The debt reduction benchmark  

Following the amendments to the corrective arm 

that entered into force on 13 December 2011, 

Member States with debt in excess of 60% of GDP 

should reduce their debt in line with a numerical 

benchmark.  

In particular, according to Article 2 (1a) of 

Regulation 1467/97, a government debt ratio 

above 60% of GDP should be considered in 

compliance with the debt criterion if its excess 

over 60% "has decreased over the previous three 

years at an average rate of one twentieth per year 

as a benchmark, based on changes over the last 

three years for which the data is available. The 

requirement under the debt criterion should also be 

considered fulfilled if the budgetary forecasts of 

the Commission indicates that the required 

reduction in the differential will occur over the 

three years period encompassing the two years 

following the final year for which the data is 

available." 

The compliance with the debt criterion will then be 

checked in three steps and an excessive deficit 

procedure could be launched when: 

¶ First step: the government debt ratio is above 

the reference value of 60% of GDP  

and  

¶ Second step:  

bt > bbt = 60% + 0.95/3 (bt-1 - 60%) + 0.95
2
/3 

(bt-2 - 60%) + 0.95
3
/3 (bt-3 - 60%) 

where  

bt stands for the debt-to-GDP ratio in year t;  

bbt stands for the backward-looking benchmark 

debt ratio in year t;  

and 

¶ Third step: 

¶ (a) bt+2 > bbt+2 = 60% + 0.95/3 (bt+1 - 60%) 

+ 0.95
2
/3 (bt - 60%) + 0.95

3
/3 (bt-1 - 60%) 

where 

bbt+2 stands for the forward-looking 

benchmark debt ratio; 

bt+1 and bt+2 stand for the debt forecast in year 

t+1 and t+2 as estimated by the Commission 

under the 'no-policy-change' assumption on the 

basis of the fiscal outcome of year t;and, in 

parallel  

¶ (b) the breach of the benchmark cannot be 

attributed to the influence of the cycle. 

The proposed formula for the benchmark debt 

level and the long time horizon over which it is 

computed is meant to avoid the pitfalls of a simple 

benchmark requiring a 1/20
th
 annual reduction of 

the excess of the debt ratio over 60% of GDP, 
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specifically the volatility of the benchmark and its 

vulnerability to manipulation (
51

).  

Graph II.2.2 illustrates the procedure for judging 

whether a country's debt trajectory is in 

compliance with the debt benchmark. 

Member States subject to excessive deficit 

procedures opened before the adoption of the debt 

reduction benchmark have to comply with 

recommendations and notices focussing on the 

only requirement to bring their deficit below 3% of 

GDP in a durable manner.  

However, a deficit of 3% of GDP does not, 

however, ensure that debt-to-GDP ratios diminish 

sufficiently toward 60% of GDP. In fact, this was 

the reason why a debt-reduction benchmark had to 

be introduced. Compliance with the existing 

recommendation to correct the excessive deficit 

does not thus ensure that the debt benchmark will 

be also complied with in the year following the 

correction. On the contrary, lacking a sizeable 

additional correction, a breach would be likely. In 

order to avoid having to launch an excessive 

deficit procedure on the basis of the debt criterion 

at the same time of the abrogation of the procedure 

based on the deficit criterion, a three-year 

transitional period has been envisaged. In 

particular, as specified by the same Article 2 (1a) 

of Regulation 1467/97, "For a Member State that 

is subject to an excessive deficit procedure on 8 

November 2011 and for a period of three years 

from the correction of the excessive deficit, the 

requirement under the debt criterion shall be 

considered fulfilled if the Member State concerned 

makes sufficient progress towards compliance as 

assessed in the opinion adopted by the Council on 

its stability or convergence programme." 

Extension of the list of the other relevant factors  

Before establishing that an excessive deficit exists, 

the Commission prepares a report under Article 

126(3) TFEU if a Member State does not fulfil the 

requirements specified under either the deficit or 

debt criteria. The Commission report should take 

into account the other relevant factors whose list 

                                                           
(51) The properties of the formula were presented in last year 

edition of the Report (European Commission, 2011).  

has been enlarged by the amendments to regulation 

1467/97 (
52

).  

However, as regards relevant factors, the deficit 

criterion and the debt criterion are not on an equal 

footing. Before establishing that an excessive 

deficit exists on the basis of the debt criterion, the 

whole range of relevant factors covered by the 

Commission report should be taken into account, 

which is not always the case for the launch of 

excessive deficit procedures based on the deficit 

criterion. 

 

                                                           
(52) According to Article 2(3) of regulation 1467/97, "The 

report shall reflect, as appropriate: 

(a) the developments in the medium-term economic position, in 
particular potential growth, including the various 

contributions provided by labour, capital accumulation and 

total factor productivity, cyclical developments, and the 
private sector net savings position; 

(b) the developments in the medium-term budgetary positions, 

including, in particular, the record of adjustment towards 
the medium-term budgetary objective, the level of the 

primary balance and developments in primary expenditure, 

both current and capital, the implementation of policies in 
the context of the prevention and correction of excessive 

macroeconomic imbalances, the implementation of policies 

in the context of the common growth strategy of the Union, 
and the overall quality of public finances, in particular the 

effectiveness of national budgetary frameworks; 

(c) the developments in the medium-term government debt 
position, its dynamics and sustainability, including, in 

particular, risk factors including the maturity structure and 

currency denomination of the debt, stock-flow adjustment 
and its composition, accumulated reserves and other 

financial assets, guarantees, in particular those linked to the 

financial sector, and any implicit liabilities related to 
ageing and private debt, to the extent that it may represent 

a contingent implicit liability for the government. 

 
The Commission shall give due and express consideration to 

any other factors which, in the opinion of the Member State 
concerned, are relevant in order to comprehensively assess 

compliance with deficit and debt criteria and which the 

Member State has put forward to the Council and the 
Commission. In that context, particular consideration shall 

be given to financial contributions to fostering international 

solidarity and achieving the policy goals of the Union, the 
debt incurred in the form of bilateral and multilateral 

support between Member States in the context of 

safeguarding financial stability, and the debt related to 
financial stabilisation operations during major financial 

disturbances." 
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In particular, with regard to the deficit criterion, 

the 2011 reform introduced a distinction between 

Member States with the debt-to-GDP ratio above 

or below 60% of GDP. The whole range of other 

relevant factors has to the taken into account when 

evaluating the existence of an excessive deficit on 

the basis of the deficit criterion in Member States 

with debt-to-GDP ratios below 60% of GDP. 

Moreover, where the excess of the deficit over 3% 

of GDP reflects the implementation of a pension 

reform introducing a multi-pillar system that 

includes a mandatory fully funded pillar, the 

Commission and the Council will also consider the 

net cost of the reform to the publicly managed 

pillar when assessing developments in EDP deficit 

figures for Member States, as long as the general 

government deficit does not significantly exceed a 

level that can be considered close to 3% of GDP 

and the a debt-to-GDP ratio remains below 60% of 

GDP, on condition that overall fiscal sustainability 

is maintained (
53

). 

However, if the Member State's debt ratio exceeds 

60% of GDP, when evaluating compliance with 

the deficit criterion, the relevant factors assessed in 

the Commission report will be taken into account 

in the steps leading to the decision on the existence 

of an excessive deficit only if the general 

government deficit remains close to the reference 

value and its excess over the reference value is 

temporary (this is the so-called "double condition 

of the overarching principle").  

                                                           
(53) The net cost of the pension reform is measured as its direct 

impact on the general government deficit (as defined in 

Article 1 of Regulation 479/2009). 

Graph II.2.2: Steps preceding the preparation of a Report under Article 126(3) assessing a possible breach of the debt criterion 

 
Source: Commission services. 
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Enforcement provisions  

Beyond improvement of the corrective arm of the 

SGP, a new Regulation on the enforcement of 

budgetary surveillance in the euro area also 

entered into force on 13 December 2011. This 

Regulation sets progressive financial sanctions 

which kick in at an earlier stage of the EDP than 

was previously the case. A non-interest bearing 

deposit of 0.2% of GDP may be requested from a 

euro area country already when it is placed in EDP 

(either on the basis of its government deficit or 

debt). Failure of a euro area country to comply 

with recommendations for corrective action will 

result in a fine. 

Assessment of effective action: which 

implications?  

The 2005 reform of the SGP introduced rules to 

take into account the fact that, in spite of an 

adequate response to the recommendations, the 

deadline for correction might not be achieved 

because of unexpected unfavourable economic 

developments. In case an unexpected economic 

event occurs with major unfavourable 

consequences for the Member State concerned by 

the excessive deficit procedure,  the possibility 

extending the deadline for correction without 

stepping up the procedure is, however, considered 

only if the Member State has taken "effective 

action" to comply with the recommendation or 

notice addressed to it by the Council.  

The 2011 reform of the SGP did not change 

dramatically the provisions on assessment of 

effective action, but provided some important 

elements of clarity. First, the recommendations 

issued after the entry into force of the amendments 

will include annual nominal targets, which should 

be consistent with a minimum annual fiscal effort 

 

 

Box II.2.1: The transition period

In order to assess the debt path during the transition period, a definition of "sufficient 

progress towards compliance" is necessary. It is defined as the minimum linear structural 

adjustment ensuring that ï if followed ï Member States will comply with the debt rule by 

the end of the transition period. This minimum linear structural adjustment path will be 

built taking into account both the influence of the cycle and the forward-looking nature of 

the debt benchmark. Also, in order to ensure continuous and realistic progress towards 

compliance during the transition period, Member States should simultaneously respect 

the following two conditions: 

- First, the annual structural adjustment should not deviate by more than ¼% of 

GDP from the minimum linear structural adjustment ensuring that the debt rule is 

met by the end of the transitional period; 

- Second, at any time during the transition period, the remaining annual structural 

adjustment should not exceed ¾ % of GDP. 

This should ensure that the path of deficit reduction chosen by the Member State is 

sustained over the three years of the transitional period (first condition) and realistic 

(second condition), while allowing some room for manoeuvre during the transition 

period.  

A negative assessment of the progress made towards compliance with the debt 

benchmark during the transition period should lead to the preparation of a report of the 

Commission, based on Article 126(3). 
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of at least 0.5pp. of GDP as a benchmark (
54

). This 

novelty just aims at transparency; it does not imply 

a repeal of the important changes introduced by the 

2005 reform to return to an obligation of delivering 

a nominal adjustment. Second, Member State 

under an EDP will have to prepare a report on the 

action taken in response to the Councilôs 

recommendation under Article 126(7) or a notice 

under Article 126(9) (
55

). The report shall include 

the targets for government expenditure and 

revenue and for the discretionary measures on both 

the expenditure and the revenue side consistent 

with the Councilôs recommendation, as well as 

information on the measures taken and the nature 

of those envisaged to achieve the targets. Reports 

of Member States subject to a notice under Article 

126(9) should also include the information on the 

actions being taken in response to the specific 

Council recommendations (
56

). 

These provisions did not apply to 

recommendations that were issued before 13 

December 2011, which is the case for almost the 

totality of recommendations that characterise 

ongoing EDPs. Their implementation will however 

not entail major changes to the methodology 

developed to assess effective action for existing 

EDPs, which is described below. 

The initial assessment of effective action  

The Council recommendations under Article 

126(7) establish a maximum deadline of six 

months for effective action to be taken. The 2011 

reform has explicitly envisaged that, when 

warranted by the seriousness of the situation, the 

deadline may be three months (
57

).  

The Code of Conduct of the SGP specifies the 

modalities of the initial assessment of effective 

action. Following the expiry of the deadline, the 

Commission assesses whether the Member State 

concerned has acted in compliance with the 

recommendation (
58

). This assessment should 

                                                           
(54) Articles 3(4) and 5(1) of Regulation 1467/97. 

(55) Articles 4(2) and 6(1) of Regulations 1467/97. 
(56) The reporting requirements of Member States in EDP will 

increase with the entry into force of the two-pack, which 

foresees bi-annual and quarterly reporting for 126(7) 
recommendations and 126(9) notice respectively (see 

Section II.4). 

(57) Articles 3(4) of Regulation 1467/97. 
(58) As indicated in the Code of Conduct, in the case of a notice 

under Article 126(9), the initial assessment of effective 

consider whether the Member State concerned has 

publicly announced or taken measures that seem 

sufficient to ensure adequate progress towards the 

correction of the excessive deficit within the time 

limits set by the Council. 

This is a preliminary assessment in most cases and 

particularly so in cases of a multi-annual 

correction framework. In the specific case of 

recommendations or notices which have set a 

deadline for the correction of the excessive deficit 

more than one year after its identification, the 

assessment should mainly focus on the measures 

taken for the year following the identification of 

the excessive deficit. 

The assessment of effective action when the 

procedure is held in abeyance  

If the Commission considers that the Member 

State has acted in compliance with the 

recommendation or notice, it informs the Council 

accordingly and the procedure is held in abeyance.  

After the first and only systematic assessment of 

effective action required by the SGP, Member 

States' compliance with the recommendation is 

subject to a continuous monitoring which does not 

embed fixed/defined occasions to take stock of the 

situation.  

According to the Code of Conduct, during the 

period of abeyance the Commission should assess 

whether the measures already announced or taken 

are being adequately implemented and whether 

additional measures are announced and 

implemented in order to ensure adequate progress 

toward the correction of the excessive deficit 

within the time limits set by the Council. 

Lack of effective action: case for stepping up 

the EDP and imposing sanctions  

The Code of Conduct also specifies what should be 

done in case it appears that the Member States 

concerned has not acted in compliance with the 

recommendation or notice. Specifically, it requires 

the following step of the EDP procedure to be 

activated. 

                                                                                   

action takes place after the four month period following the 

notice. 
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This means that the Commission has to 

recommend to the Council to adopt a decision 

under Article 126(8) in case the Member State was 

subject to a recommendation under Article 126(7). 

For euro area Member States, the decision under 

Article 126(8) is followed by a notice under 

Article 126(9). In case the Member State does not 

even comply with the notice, the Treaty envisages 

enforcement measures under Article 126(11).  

The 2011 reform introduced additional 

enforcement mechanisms of euro area Member 

States, all already entered into force (
59

).  

The imposition of a non-interest bearing deposit is 

now possible already when the excessive deficit 

procedure is launched. In particular, the 

Commission will recommend to the Council to 

require a non-interest bearing deposit: (i) in case 

the Member State was already subject to an 

interest-bearing deposit for inadequate action to 

correct a significant deviation from the adjustment 

path towards the MTO; or (ii) in case of 

particularly serious non-compliance with the 

obligations laid down in the SGP.  

A Council decision on non-effective action under 

Article 126(8) addressed to a euro area Member 

State is now followed by a Commission 

recommendation to the Council to impose a fine 

corresponding to 0.2% of GDP as a rule. In the 

case of Cohesion Fund beneficiaries, the 

possibility to suspend a part of the commitments 

under the Cohesion Fund in view of a Council 

decision 126(8) exists both for euro area and for 

non-euro area Member States(
60

).  

A decision under Article 126(11) includes, as a 

rule, fines up to 0.5% of GDP per year (a fixed 

component of 0.2% of GDP plus a variable 

component linked to the size of the deficit).  

                                                           
(59) Enforcement mechanisms for euro area Member States are 

included both in Regulation 1173/11 on the effective 

enforcement of budgetary surveillance in the euro area and 

in Regulation 1697/97 on speeding up and clarifying the 
implementation of the excessive deficit procedure.  

. 

(60) Council Regulation (EC) No 1084/2006 of 11 July 2006, 
establishing a Cohesion Fund and repealing Regulation 

(EC) No 1164/94. 

The case for postponing the deadline  

According to Article 3(5) of Regulation 1467/97 

(and analogous Article 5(2) in case of notices): "If 

effective action has been taken in compliance with 

a recommendation under Article 126(7) TFEU and 

unexpected adverse economic events with major 

unfavourable consequences for government 

finances occur after the adoption of that 

recommendation, the Council may decide, on a 

recommendation from the Commission, to adopt a 

revised recommendation under Article 126(7) 

TFEU. The revised recommendation, taking into 

account the relevant factors referred to in Article 

2(3) of this Regulation may, in particular, extend 

the deadline for the correction of the excessive 

deficit by one year as a rule. The Council shall 

assess the existence of unexpected adverse 

economic events with major unfavourable 

consequences for government finances against the 

economic forecasts in its recommendation. In the 

case of a severe economic downturn in the euro 

area or in the Union as a whole, the Council may 

also decide, on a recommendation from the 

Commission, to adopt a revised recommendation 

under Article 126(7) TFEU provided that this does 

not endanger fiscal sustainability in the medium 

term." 

Therefore, the Regulation allows for the possibility 

of postponing the deadline for correction when a 

Member State has taken effective action but cannot 

meet the deadline for correction because 

unexpected events occurred with major 

unfavourable consequences for government 

finances. While this provision was already part of 

the SGP since the 2005 reform, the 2011 

introduced the possibility of considering the 

postponement of the deadline not only on the basis 

of unexpected adverse economic events for the 

Member State concerned but also in case of a 

severe economic downturn in the euro area as a 

whole or in the Union as a whole, provided that the 

revision does not endanger fiscal sustainability in 

the medium term(
61

). In this latter event, the 

postponement is not conditional on action taken.  

                                                           
(61) Regulation 1467/97 does not provide a specific definition 

of severe economic downturn for the Union or the euro 
area as a whole that could lead to a postponement of the 

deadline for correction. Only indicatively, a reference is 

provided by the provision specifying whether an excess of 
the deficit over the reference value resulting from an 

economic downturn could be considered as exceptional.  
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Abrogation of the procedure in case of a 

durable correction  

Some important clarifications on conditions for 

abrogating the excessive deficit procedure have 

been included in the latest version of the Code of 

Conduct. In particular, the Code of Conduct 

foresees that a decision on abrogation should be 

based on notified (i.e. observed) data and that 

abrogation should only occur if the Commission 

services' forecast indicates that the deficit will not 

exceed the 3% of GDP reference value over the 

forecast horizon (
62

). 

Irrespective of the structural effort implemented, a 

"durable correction" is deemed achieved if: 

¶ (i)  the notified data for the previous year 

show a deficit below 3% of GDP or a deficit 

close to 3% of GDP that has declined 

substantially and continuously and where the 

excess over the 3% threshold is fully explained 

by the net cost of the implementation of a 

multi-pillar system that includes a mandatory, 

fully funded pillar;  

and 

¶ (ii) the Commission services' forecast indicates 

that the deficit will not exceed the 3% of GDP 

reference value over the forecast horizon or 

where the excess over the 3% threshold is fully 

explained by the net cost of the implementation 

of a multi-pillar system that includes a 

mandatory, fully funded pillar. 

If the deadline has expired but one or both of the 

above conditions are not respected, the procedure 

should be stepped up. 

                                                                                   

According to article 2(2), this would be the case "if the 

excess over the reference value results from a negative 
annual GDP volume growth rate or from an accumulated 

loss of output during a protracted period of very low annual 

GDP volume growth relative to its potential".  
 

(62) Reflecting the operationalization of the debt criterion in the 

EDP allowed by the 2011 reform, the Code of Conduct also 
specifies that the abrogation requires the debt ratio to 

comply with the forward-looking element of the debt 

benchmark. However, the envisaged transitional period for 
the debt benchmark implies that this provision does not 

apply for current EDPs.  

How to assess effective action?  

According to the Code of Conduct, a Member 

State should be considered to have taken effective 

action if it has acted in compliance with the 

recommendation or notice, regarding both the 

implementation of the measures required therein 

and budgetary execution. The assessment should in 

particular take into account whether the Member 

State concerned has achieved the annual budgetary 

targets initially recommended by the Council (
63

) 

and the underlying improvement in the cyclically 

adjusted balance net of one off and other 

temporary measures. In case the observed budget 

balance proves to be lower than recommended or if 

the improvement of the cyclically adjusted balance 

net of one off and other temporary measures falls 

significantly short of the adjustment underlying the 

target, a careful analysis of the reasons for the 

shortfall would be made. In particular, the analysis 

should take into account whether expenditure 

targets have been met and the planned 

discretionary measures on the revenue side have 

been implemented. 

¶ Based on Regulation 1467/97 and the 

specifications provided in the Code of Conduct, 

the Commission assessment of effective action 

reflects the comparison of three different 

variables: 

¶ The recommended effort (R);  

¶ The apparent fiscal effort (S) measured by the 

change in the structural balance computed 

according to the commonly agreed 

methodology; 

¶ The "adjusted structural balance" (S*), where 

the adjustment takes into account:  

- the impact of revisions of potential output 

growth compared to that assumed at the time of 

the recommendations (Ŭ) (See Box II.2.1),  

- the impact of the composition of economic 

growth or of other windfalls/shortfalls on 

revenue, the whole effect being measured by 

the impact of the divergence in the apparent 

elasticity of revenue to GDP (net of 

                                                           
(63) The provision on the annual budgetary targets is fully 

relevant only for recommendations and notices adopted 

after the entry into force of the 2011 reform. 
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discretionary revenue measures) from its long-

term norm, or, if different, from the value 

retained in the macroeconomic scenario 

underlying the recommendation (
64

) (ɓ),  

- the impact of other unexpected events on the 

general government balance (ɔ).   

The comparison of R with S*, to assess the extent 

of the effort taken with respect to the 

recommended one, is compounded by a 

comparison of S and S*, which provides an 

approximation of unexpected events with an 

impact on public finances.   

For current EDP recommendations entailing a 

multi-annual correction defined in terms of 

average structural effort, the comparison should 

focus on the period since the start of the correction 

period until the year for which the budget should 

normally already have been adopted. Admittedly, 

the formulation of recommendations in terms of 

average structural effort suggests that lower effort 

in initial years compared to that recommended 

should be taken into account as an aggravating 

factor in case correcting by the deadline is at risk 

in the later years even if due to a deteriorated 

macroeconomic scenario in those years.  

How to interpret the results?  

¶ If the implemented effort, as measured both by 

S and S*, is in line with that recommended, 

then the conclusion is that effective action has 

been taken; 

                                                           
(64) The idea is to compute a short-term tax 

elasticity
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¶ If S* indicates a lower effort than that 

recommended it can be concluded that no 

effective action has been taken. With the 

current recommendation requiring an annual 

average fiscal effort, consideration should be 

given to the existence of a margin for 

manoeuvre for reaching the deadline through a 

higher effort in the later years. This margin for 

manoeuvre is subject to some constraints. In 

particular, it should be such that the effort 

postponed to later years remains realistic, 

especially given the possibility of a less 

favourable macroeconomic scenario. However, 

no effective action could still be concluded in 

specific cases such as a strong backloading in 

the early years of the consolidation period 

despite a supportive business cycle;  

¶ If S is below the recommended effort but S* 

indicates an effort in line with that 

recommended, then there is evidence that some 

economic events with an impact on public 

finances have materialised. However, a small 

difference would mean that the unfavourable 

consequences for government finances of the 

unexpected adverse economic events where not 

major.  

How to proceed with the careful  analysis?  

The Code of Conduct requires a careful analysis of 

why the fiscal effort fell short of that underlying 

the recommended targets. In particular, since the 

2011 reform of the SGP, the Code of Conduct 

specifies that the careful analysis should take into 

account whether: 

¶ the expenditure plans have been achieved,  

¶ the discretionary revenue measures planned 

have been implemented.  

The composition of growth and its effect on the tax 

base have already been taken into account in the 

computation of S* and in particular of ɓ. However, 

a more detailed analysis should be carried out, 

including highlighting possible reasons for 

divergences between the fiscal effort measured by 

the change in the structural balance and the 

budgetary impact of the measures effectively 

implemented by the Member State concerned, i.e. 
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divergences between the top-down and the bottom-

up approach.  

When is extending the deadline permissible?  

In the case of effective action and an unexpected 

adverse economic event with major unfavourable 

consequences for government finances, the 

deadline may be extended, by one year as a rule. 

However, there is no obligation to postpone the 

deadline. Such a decision should include 

supplementary considerations on:  

¶ the size of the gap to the 3% of GDP threshold,  

¶ the macro-financial vulnerability, 

¶ the overall fiscal stance, 

¶ and any other relevant country-specific factors.  

 A large amount of uncertainty surrounding the 

forecast might also require caution in proceeding 

with an immediate postponement of the deadline. 

For example, this could be the case if such a 

decision is to be considered in the early years of a 

multi-annual correction. In case of non-effective 

action, which implies a stepping up of the 

procedure, a decision to extend the deadline in the 

new recommendation or the notice can also be 

taken. This decision should essentially rest on an 

assessment of the plausibility of meeting the old 

deadline. If the size of the gap to the 3% of GDP is 

too large, then an extension of the deadline could 

be considered.  

To summarize, following consideration whether 

the general government deficit be durably below 

the 3% of GDP reference value by the 

recommended deadline, the assessment of effective 

action should address the following sequence 

which is set out in the decision tree in Graph II.2.3:  

¶ (1) Has the recommended fiscal effort been 

achieved once all possible unexpected 

economic events with major consequences for 

government finances are taken into account?  

¶ and  

¶ (2) What does a careful analysis reveal about 

the expenditure and revenue developments 

compared to original plans in case of doubts?  

As mentioned above, the application of this 

framework needs particular caution when effective 

action is assessed in response to recommendations 

envisaging an average structural effort to be 

carried over a multi-annual correction period, 

given the existence of a margin for manoeuvre for 

delivering the required effort in future budgets. 
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Graph II.2.3: The legal steps of the corrective arm of the SGP as of 13 December 2011 

 
Definitions 

Required fiscal effort = R 

Change in the structural budget balance = S 

Change in the adjusted structural budget balance = S* 

S=S*-(Ŭ+Ç+ɔ) 

Effect of revision of potential output growth on S = Ŭ 

 Overall tax elasticity effect on S = ß 

Other effects on S (e.g. natural disaster) = ɔ 

Careful analysis: analysis of expenditure and revenue developments compared to national plans in line with recommendation, bottom-up approach. 

Source: Commission services. 
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Graph II.2.4: The legal steps of the corrective arm of the SGP as of 13 December 2011 

 
Source: Commission services. 
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In the context of the recent overhaul of European 

economic governance undertaken in response to 

the crisis in 2010-2011, the role of national fiscal 

frameworks has been given new prominence: most 

visibly, through the adoption of a binding legal 

text on minimum requirements; but also through 

the sharing of best practices between Member 

States through a peer review process. The 

monitoring of progress at the EU level is also 

supported by an extensive, robust dataset 

maintained by the Commission (Directorate 

General for Economic and Financial Affairs ï DG 

ECFIN). 

3.1. A BINDING INSTRUMENT: THE DIRECTIVE 

ON NATIONAL BUDGETARY FRAMEWORKS 

The Directive on requirements for budgetary 

frameworks of the Member States (
65

) was 

adopted as part of the Six-Pack economic 

governance package and will be transposed by end 

of December 2013. It sets out minimum 

requirements for Member States' fiscal frameworks 

in five key areas outlined below, with a view to 

ensuring consistency between national fiscal 

governance and budgetary discipline provisions 

from the EU Treaties and the Stability and Growth 

Pact (SGP). The legal instrument chosen was a 

Directive, to ensure the most appropriate 

association of uniform EU-level requirements with 

the variety of Member States' budgetary structures. 

Contrary to voluntary standards, a Directive is 

binding, but unlike a Regulation ï through which 

most of the SGP rules are established ï it leaves 

Member States the flexibility to choose the means 

they will use to comply with its requirements. In 

particular, the Directive on budgetary frameworks 

allows Member States to adapt their existing 

frameworks to the new EU rules, and leaves open 

the possibility of enacting ï or maintaining ï more 

stringent provisions than its minimum 

requirements. This is crucial not only to respect 

existing institutional settings, but also to anchor 

national ownership of EU rules. 

                                                           
(65) Council Directive 2011/85/EU of 8 November 2011 on 

requirements for budgetary frameworks of the Member 

States which entered into force on 13 December 2011. 

Key requirements in five areas of budgetary 

policy -making  

- 1) Accounting and statistics: Sound fiscal 

statistics are not only necessary to support 

national budgetary processes from budget 

preparation to execution, they are also crucial 

for a proper functioning of the EU fiscal 

surveillance framework. Building on the 

proven methodological framework provided by 

the European System of Accounts, the 

Directive requires accruals-based data 

compliant with ESA95 covering all the general 

government subsectors, and also regular audits, 

both internal and external, of public accounts. 

Member States are required to publish cash-

based fiscal data, at a monthly frequency for 

each of the central and regional government 

and social security subsectors, while local 

governments are required to report on a 

quarterly basis. Reconciliation tables 

explaining how ESA95 data is derived from 

primary sources should also be made publicly 

available. 

- 2) Forecasting: Macroeconomic and budgetary 

forecasts are an essential component of the 

budget process, as fiscal planning based on 

biased or unrealistic forecasts may hamper 

budgetary discipline in a significant manner. 

The Directive mandates the public availability 

of official macroeconomic and budgetary 

forecasts prepared for fiscal planning, and also 

of the methodologies, assumptions and 

parameters on which these forecasts are based; 

alternative scenarios (e.g. lower-than-expected 

growth) shall also be considered. Furthermore, 

the reliability of the forecasts can be improved 

through comparisons with forecasts from other 

institutions ï such as the Commission ï and 

independent economic institutes; other relevant 

stakeholders should contribute to strengthening 

the robustness of forecasts. 

- 3) Numerical fiscal rules: Well-designed 

national rules-based frameworks are known to 

significantly enhance budgetary discipline; 

numerical fiscal rules can therefore provide 

effective domestic leverage for the SGP (itself 

a rule-based system defined on quantitative 

fiscal targets) through increased domestic 
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ownership of fiscal goals. While discretion is 

left in the definition of the numerical fiscal 

rules ï which may target not just the debt or 

deficit but also expenditure and/or revenues ï 

basic features are mandated in the Directive. 

These features include the requirements that 

the targets and scope of the rules be well 

defined, that effective and timely independent 

monitoring be put in place, that strict 

compliance mechanisms must exist and that 

well-circumscribed escape clauses should be 

defined. This can be relevant not only at the 

general government level, but also at the sub-

national level, as shown in Part IV. 

- 4) Medium-term budgetary frameworks 

(MTBFs): Although the annual budget law is 

the pivotal element of fiscal policy in all 

Member States, most fiscal measures have 

budgetary implications beyond the yearly 

cycle; a multiannual perspective can greatly 

improve fiscal planning. While Stability and 

Convergence Programmes are already 

presented from a multi-annual perspective, they 

could have a greater impact on domestic 

budgetary debates, notably given that annual 

budgets are supposed to be in line with SCP 

commitments. The Directive therefore sets out 

minimum requirements for domestic MTBFs 

which include a fiscal planning horizon of at 

least three years, the embedding the MTBF into 

the EU fiscal framework (including reference 

to the achievement of  the medium-term 

objective), revenue and expenditure projections 

on the basis of unchanged policy and an 

explicit link to annual budgets.   

- 5) Transparency: Increasing fiscal 

decentralisation in most Member States 

strengthens the need for coordination between 

central government (which, according to 

Protocol 12 of the Treaty, is the level at which 

compliance with Treaty provisions on fiscal 

matters is judged), and regional and local 

governments, which manage an increasing 

share of public expenditure. The Directive 

promotes accountability by calling for national 

fiscal frameworks to appropriately cover all 

general government tiers and requires that 

Member States establish coordination 

mechanisms across subsectors, including 

numerical fiscal rules. The Directive also 

requires more clarity on specific items which 

may have an impact on budgets, namely extra-

budgetary funds, tax expenditures and 

contingent liabilities. 

Recent progress on adoption and monitoring  

All Member States must fulfil the requirements of 

the Directive within the given transposition 

deadline, that is the end of 2013. By then, Member 

States must have taken all the necessary legal, 

institutional and procedural measures to ensure full 

compliance. 

Euro Plus Pact partners aim for an early 

implementation. If they so wish, Member States 

can choose to exceed the requirements imposed by 

the Directive. They can also ensure that these are 

transposed into national legislation in advance of 

the deadline. This is the case for participants to the 

Euro Plus Pact (members of the euro area plus 

Bulgaria, Denmark, Latvia, Lithuania, Poland and 

Romania), who pledged in mid-2011 to transpose 

the Directive by the end of 2012. 

Sweeping reforms are underway in most 

European countries. Spurred on by the 

impending deadline for the transposition of the 

Directive, and supported in parallel by the sharing 

of best practice at European level through the 

Economic Policy Committee (EPC) Peer Review 

process which is described below, most Member 

States have recently committed to a strengthening 

of their national fiscal framework. In spite of 

different national traditions in the conduct of fiscal 

policy, and of different starting positions, 

significant reforms were undertaken in a majority 

of Member States in 2011 in the pursuit of better 

fiscal governance.   

Taking stock of this progress, the Commission 

will prepare an Interim Progress Report for the 

Directive by the end of 2012. As provided for by 

the adopted Directive, the Commission will 

prepare a report on the measures in place across 

countries implementing the main provisions of the 

Directive by mid-December, on the basis of 

information to be provided by the Member States 

in the second half of 2012. 
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3.2. THE PEER REVIEW OF NATIONAL FISCAL 

FRAMEWORKS 

The Directive on budgetary frameworks (
66

) 

constitutes one of two pillars of the Commission's 

strategy to reinforce fiscal-structural settings in the 

European Union. The second pillar has been 

developed as a forum for discussion among 

Member States which should lead to tangible 

developments in the area. Together with legislative 

initiatives, this two-pronged approach was 

approved in the final report of the Van Rompuy 

task force on economic governance. It foresaw the 

organisation of a regular assessment and peer 

review of domestic fiscal frameworks, alongside 

the requirements set in the Directive. Its purpose 

was to seek policy advice and evaluate other 

desirable but non-binding features of domestic 

fiscal frameworks which support good policy 

making. The Van Rompuy Task force concurred 

with the earlier Council conclusions of 18 May 

2010, which invited the Commission and the EPC 

to promote the exchange of best practices, in 

particular in view of the elements that have proven 

to be most successful in underpinning fiscal 

consolidation efforts and in contributing to 

building up sustainable public finances. 

Consequently, the peer review was carried out in 

2011 under the aegis of the Economic Policy 

Committee (EPC) in two sessions. The first session 

in May 2011 reviewed the frameworks of 14 

Member States (Estonia, Ireland, Greece, Italy, 

Cyprus, Latvia, Lithuania, Hungary, Malta, 

Poland, Portugal, Romania, Slovakia and the 

United Kingdom). The second session covered the 

remaining 13 Member States in November 2011 

(Belgium, Bulgaria, Czech Republic, Denmark, 

Germany, Spain, France, Luxembourg, 

Netherlands, Austria, Slovenia, Finland and 

Sweden). 

The output of the peer review took the form of 

EPC policy advice to the reviewed Member States. 

This non-binding guidance consisted of elements 

that were deemed to improve each country's fiscal 

framework, while taking account of national 

specificities and respecting the wide spectrum of 

institutional and administrative traditions in the 

                                                           
(66) Council Directive 2011/85/EU of 8 November 2011 on 

requirements for budgetary frameworks of the Member 

States which entered into force on 13 December 2011. 

EU. The Commission services contributed to the 

peer review by preparing country factsheets. (
67

) 

While the country-specific elements usually 

prevailed over common factors, the 2011 peer 

review revealed a number of general trends. It 

confirmed that there was strong momentum for 

fiscal framework reform in most Member States. 

This is particularly the case in those with 

previously weak frameworks, including a lack of 

any independent fiscal institution supporting the 

preparation, execution and assessment of annual 

budgets, as well as limited numerical fiscal rules 

and poor medium-term planning. The peer review 

identified important gaps in these areas and 

provided policy advice to specify the relevant key 

building blocks that would need to be put in place. 

Particular attention has also been paid to the need 

for comprehensive and timely fiscal statistics. 

Pressing ahead the implementation of the agreed 

commitments will prove critical for these countries 

which are often undertaking major macroeconomic 

reforms in parallel, as structural improvements in 

fiscal policymaking should support and go hand-

in-hand with fiscal consolidation efforts. 

Another feature emerging from the peer review is 

that reforms are not only taking place in Member 

States with the weakest frameworks. Member 

States with relatively stronger frameworks are also 

taking steps to refine existing structures and add 

new building blocks. While some of the best fiscal 

performers in the EU have been able to rely on a 

relatively light fiscal framework, based on a 

combination of mutual trust, strong political 

commitment and popular support, those Member 

States have recently felt the need to cement the 

informal arrangements they were used to into 

legislation, further reinforcing the link between 

political commitment and policy deliverables. 

Some Member States took further steps to enshrine 

key fiscal principles into their national 

constitution, with the intention of providing a 

stronger legal base to enforce the reforms. 

From a thematic point of view, cross-cutting issues 

identified in the 2011 peer review included: 

(i) fiscal rules; (ii) fiscal councils; (iii) medium-

term budgetary frameworks (MTBFs) and (iv) sub-

national governments slippages (on the relevance 

of it, see Part IV). 

                                                           
(67) See European Commission (2012b).  
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As part of the advice delivered in the course of the 

peer review, the introduction of fiscal rules was 

suggested for a number of countries, especially on 

the expenditure side. While these rules share the 

same general objectives and features (as target and 

scope definition, enforcement and compliance 

mechanisms, and escape clauses), different 

approaches were discussed, including the treatment 

of cyclical expenditure, tax expenditure and/or 

expenditure not considered to be directly under the 

control of public authorities. 

The introduction or the strengthening of fiscal 

councils has also been advocated for several 

countries, though some differences among EPC 

Members remained in the assessment of their 

performance and suitability. In smaller countries, 

resource constraints are more often considered to 

be a hindrance to their establishment and 

development. An alternative could be to facilitate 

cooperation between resources scattered across 

existing institutions. 

The introduction or strengthening of MTBFs was 

recommended for some Member States, mostly 

through the insertion of more binding features. The 

discussion of specific design features addressed 

several items, for example the proper mix of fixed 

and flexible elements or methodologies to account 

for multi-year price and cost developments. 

Another promising topic concerned sub-national 

governments and their place in budgetary 

frameworks. While the construction of a fiscal 

framework usually begins with the resolution of 

issues at the central government level, it should 

also encompass sub-national governments as they 

may be an important source of fiscal slippages, 

especially if expenditures at sub-national level are 

not matched with the adequate level of funding 

responsibilities as indicated in Part IV. A number 

of Member States received policy advice in this 

field, especially countries with a federal or a 

heavily-decentralised administrative structure. The 

peer review also highlighted the need for further 

work to better assess how expenditure in sub-

national governments could be effectively 

monitored and controlled. Avenues for further 

research include stricter internal funding and 

borrowing arrangements, tasking fiscal councils 

with the monitoring of sub-national governments 

(in countries with stronger fiscal decentralisation) 

or enhancing reputational sanctions through 

increased transparency. 

Overall, the 2011 peer review process provided a 

unique opportunity for Member States to brief 

each other and the Commission on progress made. 

It gave impetus to these reforms by providing 

examples of ógood/best practicesô amongst 

Member States. Where appropriate, elements of 

the resulting policy advice were incorporated into 

the country-specific recommendations in the 2011 

European semester exercise. A monitoring process 

has been agreed upon by the EPC, whereby 

Member States' progress towards the measures 

advised would be discussed in 2012 and 2013. 

Leaving aside common features, the following 

section presents country-specific information about 

the most visible recent reforms introduced in the 

Member States examined in the November 2011 

session of the peer review. (
68

) 

In Austria , the fiscal framework consists of the 

Fiscal Equalisation Law and the Austrian Stability 

Pact encompassing all levels of government as 

well as the medium-term expenditure framework 

(MTEF), which concerns only the federal 

government. On 15 November 2011, the Austrian 

federal government adopted a proposal for a ódebt 

brakeô, with the transition to a structural general 

government deficit of 0.35% of GDP by 2017. The 

reform package foresees the extension of the 

MTEF to the Länder level. Subsequently, 

following negotiations on the debt brake with sub-

national authorities, the proposed deficit limit was 

raised from 0.35% to 0.45% of GDP. 

In Belgium, the budget process has gradually 

taken the form of a series of agreements or 

conventions not only between the political parties 

of the governing coalition but also between the 

different government layers. The framework relies 

on the two existing independent bodies (the 

Federal Planning Bureau and the High Council of 

Finance), which continue to positively influence 

public finance developments. By contrast, 

numerical fiscal rules and medium-term budgetary 

frameworks appear to be less developed, which has 

contributed to frequent slippages in the past. It is 

expected that the framework will undergo 

                                                           
(68) For Member States examined in May 2011, see European 

Commission (2011a), pp.107-108. 
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significant changes as a result of the new 

agreement on institutional reforms which was 

concluded in October 2011. This calls for adequate 

measures to reinforce the domestic fiscal 

framework with a view to tackling the rising debt 

challenge. 

In the Czech Republic, the government has 

launched a review of the existing fiscal framework 

(dating from 2004) with the aim of improving its 

functioning. As a first step, an internal expert 

group at the Ministry of Finance is identifying 

weaknesses in the current framework. In the 

second phase, the government will propose draft 

legislation which will also aim at complying with 

the new requirements on fiscal frameworks 

stemming from EU legislation. Proposals currently 

under consideration include: possible ways of 

improving coordination between different levels of 

government, a new fiscal rule for local and 

regional governments, stronger enforcement 

mechanisms for the existing fiscal rules, better 

monitoring and ex post evaluation of budgetary 

performance, and the introduction sustainability 

considerations in the fiscal targeting. Furthermore, 

the possibility of establishing an advisory body on 

fiscal and budgetary matters is also under 

discussion. 

In Germany a wide political debate on the 

sustainability of public finances led to an 

amendment of the Constitution in 2009, replacing 

the golden rule by the debt brake stipulating 

balanced budgets for federal and Länder 

governments. For the federal budget, the debt 

brake has been in effect from 2011 and applies to 

the cyclically adjusted budget. It sets a ceiling for 

the federal structural deficit in normal times of 

0.35 % of GDP which will apply from 2016 with a 

transition period starting in 2011. The 

implementation of the debt brake for the federal 

budget includes a (virtual) control account 

registering deviations in budget execution from the 

defined level of authorised new borrowing, with 

overruns entering as debits, and savings as credits. 

Debits on the control account need to be reduced 

once they exceed 1 % of GDP, but only in an 

economic upswing and by no more than 0.35% of 

GDP per annum. Länder budgets must be balanced 

as of 2020. The constitutional amendment also 

included the establishment of a Stability Council 

with a view to enhancing the monitoring of 

budgetary developments at the federal and Länder 

level and introducing a federation-wide early 

warning system. In 2010, it replaced the former 

Financial Planning Council and consists of the 

federal ministers of finance and economic affairs 

as well as the state ministers of finance. 

In Denmark, given the important role of regional 

and local authorities in administrating public 

expenditure, the government put forward a 

proposal for multi-annual expenditure ceilings 

covering all levels of government to tighten 

spending control and to prepare for the effects of 

demographic ageing in spring 2011. The ceilings 

are to be underpinned by sanctions, including 

reductions in appropriations and grants, and to be 

controlled by the Danish Economic Councils 

(DORS), which are currently monitoring the 

implementation of the general governmentôs 

budget plans and quantifying short-term and long-

term budgetary effects of envisaged policy 

measures and reforms. 

In Spain, in response to perceived weaknesses, the 

fiscal framework was strengthened in 2010 with 

the obligation for autonomous regions to publish 

standardised economic and budgetary execution 

data on a quarterly basis. In addition, in July 2011, 

the government introduced an expenditure rule, 

according to which central government and 

municipalities cannot set an expenditure growth 

rate greater than the medium-term nominal GDP 

growth rate in the setting of their budgetary 

stability objectives. In September 2011, the 

parliament approved a constitutional balanced 

budget amendment, which should prohibit 

structural deficits in excess of targets set at the EU 

level and limit the size of the aggregate debt of all 

levels of administration to the reference value set 

in the Treaty on European Union; it also enshrines 

the expenditure rule and prioritises debt 

repayments over other expenditure. Crucial 

parameters of the constitutional rule have been 

defined in an organic act on budgetary stability 

specifying, in particular,  the definition of the 

structural deficit and the deficit ceilings at the 

general government level (which is 0 as a general 

rule but can reach 0.4% of GDP in case it 

accompanies structural reforms),  the distribution 

of deficit and debt limits between the different 

levels of administration and the responsibility of 

each government in case of breach, the exceptional 

circumstances that can justify exceeding the limits, 

and the corrective mechanisms for non-compliant 
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administrations. The act entered into force on 1 

May 2012, but the main binding provisions will 

only take effect from 2020 onwards. 

In France, in line with the constitutional reform of 

July 2008, a second multi-annual public finance 

planning act was passed for the 2011ï14 period in 

December 2010. On the expenditure side, the 

target now covers the whole general government 

sector, including local authorities. A maximum 

increase in expenditure compared to that of 2010 

has been set and central government expenditure 

excluding interest payments and civil servantsô 

pensions is now to remain unchanged in nominal 

terms. An annual ceiling exists for healthcare 

spending and for the main mandatory funds of 

social security. Transfers to local governments 

have been frozen in nominal terms.  

In the Netherlands, the September 2010 Coalition 

Agreement endorsed new rules, following the 

advice of the Budgeting Framework Commission. 

These include (i) the adoption of a signalling 

margin: a downward deviation of one percentage 

point relative to the path for the general 

government deficit would trigger additional 

consolidation measures; (ii) expenditures sensitive 

to cyclical trends (unemployment benefits, social 

assistance benefits and movements in the terms of 

trade) and interest expenditure have been 

reintroduced within the expenditure ceiling 

frameworks; (iii) the rule that spending overruns 

should be compensated in a óspecificô manner was 

broadened; (iv) a windfall formula for tax relief 

was introduced, but subject to strict eligibility 

conditions. 

In Slovenia, the budget for 2010/11 was prepared 

using performance-based budgeting, whereby the 

budgetary lines are translated into 16 policy areas 

for the first time. A new expenditure rule for the 

general government (in cash terms) was applied 

for the 2011ï14 period. It lays down expenditure 

ceilings on a rolling basis by limiting expenditure 

growth to potential GDP growth (both in nominal 

terms) and restraining it further as long as the 

primary deficit and the general government debt 

(as % of GDP) exceed their target values. Ceilings 

are fixed for the first two years and indicative 

ceilings for the following two years. 

3.3. EVIDENCE FROM THE FISCAL 

GOVERNANCE DATABASE 

With a view to supporting the EU reflection and 

decision-making process, the Fiscal Governance 

database maintained by DG ECFIN collects 

information on the main elements of national 

budgetary frameworks that underlie the conduct of 

budgetary policies of general government at all 

stages
 
(
69

), such as national fiscal rules, medium-

term budgetary frameworks, and independent 

fiscal institutions. 

The fiscal governance database was created as a 

result of the Ecofin Council's January 2006 

decision to ask the Commission to conduct a 

comprehensive analysis of the existing national 

fiscal rules and institutions in the EU Member 

States. In April 2009, the Ecofin Council invited 

Member States to annually update the 

Commission's questionnaire on changes to their 

fiscal governance.  

The most recent update of the fiscal governance 

database focused on changes in fiscal frameworks 

that took place in 2010.  

Numerical fiscal rules  

The Commission services have defined a 

composite index measuring the strength of 

numerical fiscal rules based on five dimensions, on 

which information has been collected through the 

annual survey. These are the rules' statutory base, 

the room for setting or revising objectives, the 

nature of the bodies monitoring compliance and 

fostering enforcement of the rule, their 

enforcement mechanisms, and media visibility. 

The index also takes into account the coverage of 

general government finances by the numerical 

fiscal rules.  

In 2010, the number of numerical fiscal rules in 

force increased by two compared to 2009. Thus 24 

Member States were operating a total of 70 

numerical rules in 2010 (Cyprus, Malta and Greece 

did not have any numerical fiscal rules, as in 

previous years). This increase is a result of new  

                                                           
(69) The fiscal governance dataset is accessible on DG ECFIN's 

website at  
http://ec.europa.eu/economy_finance/db_indicators/fiscal_

governance/index_en.htm.  
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Graph II.3.2: The fiscal rule index (FRI) in the EU-27 by country, 2009 and 2010 
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rules introduced in 2010, of which two were 

implemented in the United Kingdom, one in 

Slovenia and one in Estonia, while at the same 

time, Slovenia and Germany abolished one 

existing rule each.  

By type, budget balance rules continued to be the 

most widely used, making up around 40 per cent of 

the rules. Debt rules and expenditure rules 

correspond to 27 and 24 per cent of the rules, 

respectively. About 25 per cent applied to both 

central and general government while the majority 

ï over 30 per cent ï applied to local governments.  

The fiscal rule index (FRI) summarising the 

average strength of numerical fiscal rules in force 

in the EU27 countries along five dimensions has 

recovered from its first ever drop in 2009. (
70

) This 

                                                           
(70) Note that the fiscal rule index calculated from the 

2009 data is obtained from slightly modified 

calculations as compared with earlier releases of the 

Graph II.3.1: The fiscal rule index (FRI) in the EU27 and selected groups of Member States, 1990 to 2010 

 
Source: Commission services. 
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Graph II.3.3: The MTBF index in the EU27, 2009 and 2010 
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results mainly from the two new rules 

implemented in the United Kingdom that replaced 

previously suspended rules. Graph II.3.1 shows the 

FRI over time, for the EU27 and for the pre-2004 

members (EU15) and more recent entrants (EU12). 

It shows that the average strength of numerical 

fiscal rules has increased more significantly in the 

EU15 than it has amongst the EU12. In terms of 

individual Member States Graph II.3.2 shows the 

value for the FRI by Member State for 2009 and 

2010. It highlights the significant improvement of 

the United Kingdom and minor changes taking 

place in other countries.  

Medium -term budgetary frameworks  

Medium-term budgetary frameworks (MTBFs) are 

defined as institutional policy instruments that 

allow the extension of the horizon for fiscal policy 

making beyond the annual budgetary calendar. (
71

) 

Similarly to fiscal rule index, the MTBF index 

captures the quality of these devices based on five 

dimensions: (1) the existence of a domestic MTBF, 

(2) the connectedness between the multi-annual 

                                                                                   

index. Still, figure 3 is based on a recalculated series 

of the fiscal rule index for the whole period covered 

by the dataset, therefore comparability in time is not 

impaired by the change in methodology.  

(71) See European Commission, Directorate-General for 

Economic and Financial Affairs (2007) for this definition 

and details.  

budgetary targets and the preparation of the annual 

budget, (3) the involvement of national 

parliaments in the preparation of the medium-term 

budgetary plans, (4) the existence of coordination 

mechanisms between subsectors of general 

government prior to setting the medium-term 

budgetary targets, and (5) the monitoring of 

enforcement mechanisms of multi-annual 

budgetary targets.  

2010 saw several changes to MTBFs in the EU 

Member States. A major novelty was the new 

budgetary framework in Greece which aims to 

include fiscal targets for the general government 

and its sectors as well as measures to achieve these 

targets, as a minimum. In Poland, a Multi-Year 

Financial Plan of the State is prepared as of 2010. 

It comprises a statement of the government 

medium-term fiscal policy, medium-term 

projections of expenditure and revenue and 

aggregate fiscal projections together with 

macroeconomic assumptions.  

Graph II.3.3 shows the MTBF index for all 

Member States for 2009 and 2010. It shows that in 

2010 the quality of medium-term budgetary 

frameworks as measured by the MTBF index 

experienced an improvement compared to 2009. 

This results from the considerably higher score of 

Greece that had no MTBF before, as well as minor 

improvements in several other countries including 

Poland, Italy and Slovenia. 
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Independent fiscal institutions  

Independent fiscal institutions are a further 

institutional mechanism to improve budgetary 

performance and help foster a medium-term 

orientation for budgetary policy. Their role is to 

provide independent input, analysis, assessment 

and/or recommendations in the area of fiscal 

policy. In a number of EU Member States these 

institutions (also called fiscal councils) have 

proved to be instrumental in improving fiscal 

policy making by providing positive and/or 

normative analysis, assessments, and 

recommendations. 

In 2009, there were 29 independent fiscal 

institutions located in 17 EU Member States. Such 

institutions were far more common in the former 

EU15, often having a long history. In new Member 

States some tasks of independent fiscal institutions 

are often assumed by central banks that are not 

covered under the definition used in the survey.  

In 2010 three new independent fiscal institutions 

were established (Greece, Romania and the United 

Kingdom), two were reformed (Sweden and the 

United Kingdom) and one closed (Italy). The new 

Greek fiscal council, the Parliament (State) Budget 

Office, is responsible for monitoring the 

implementation of the state budget, the analysis 

and evaluation of the state budget's data and 

forecasts, and of the sustainability of long term 

fiscal figures. The Romanian Fiscal Council is 

composed of five members who will support the 

work of government and parliament in the process 

of elaboration and development of fiscal and 

budgetary policies. Finally, the Office for Budget 

Responsibility, new fiscal institution in the United 

Kingdom, is responsible for examining and 

reporting on the sustainability of the public 

finances and for assessing the extent to which the 

fiscal mandate has been, or is likely to be 

achieved. 

In Italy, on the other hand, the Italian Institute for 

Studies and Economic Analyses (ISAE) ceased to 

exist at the end of 2010. The closure of the 

Institute was part of a general rationalisation of 

public bodies. The new Constitutional law on a 

balanced budget rule envisages the creation of a 

fiscal council within the Italian Parliament. 

Even with the increase in the number of fiscal 

councils, among the new EU Members only 5 have 

such institutions (Estonia, Hungary, Lithuania, 

Slovenia and Romania). This might be due to the 

fact that independent fiscal institutions require a 

certain investment in terms of adequate financing 

and skilled human resources, in contrast to other 

areas of fiscal governance where changes can be 

achieved by legal instruments. Some of the new 

EU members may therefore have preferred to 

concentrate their human resources for monitoring 

fiscal policy making in the central bank, ministries 

of finance, and academia. 
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A clear need for an enhanced monitoring of 

budgetary policies in the euro area  

Member States experience strong interlinkages 

between both their economic situations and 

their budgetary policies. The management of the 

public finances in each of the euro area Member 

States becomes a matter of common concern given 

that it may affect all other participant countries. In 

good times, this interdependence brings increased 

prosperity. But it also means that the sharing of 

risk should be accompanied by a sharing of 

responsibility and a seamless procedure covering 

all eventualities, including the use of financial 

backstops, is needed. 

The Stability and Growth Pact (SGP) contained 

stronger provisions for the euro area Member 

States since its inception and the Six Pack 

enhanced and added to these. In this way, the 

imposition of financial sanctions in case euro area 

Member States do not comply with the rules of the 

SGP has been intensified. In addition, it was 

necessary to adapt the surveillance framework to 

the exceptional situations of euro area Member 

States under financial assistance, and for those 

experiencing financial difficulties.  

The increasing awareness of the interlinkages of 

the euro area economies has led to an 

acknowledgement of the need to further reinforce 

the framework for budgetary coordination and 

governance for euro area Member States. In the 

light of this, the Commission put forward two 

additional proposals for legislation and a Green 

Paper on Stability Bonds on 23 November 2011 

(the Green Paper is described in Box II.4.I).  

Both proposals are based on Article 136 of the 

Treaty on the Functioning of the European Union 

(TFUE), which allows specific legislation aimed at 

reinforcing budgetary coordination and 

surveillance in the euro are to go beyond the legal 

framework applicable to the Union as a whole 

(corresponding to Regulations No 1466/97 and 

1467/97 in the context of fiscal surveillance). This 

so-called Two Pack comprises:  

1) A proposal for a Regulation on common 

provisions for monitoring and assessing draft 

budgetary plans and ensuring the correction of 

excessive deficits of the Member States in the euro 

area.  

2) A proposal for a Regulation on the 

strengthening of economic and budgetary 

surveillance of Member States experiencing or 

threatened with serious difficulties with respect to 

their financial stability in the euro area.  

This second proposed Regulation sets out explicit 

rules for enhanced surveillance for those euro area 

Member States facing severe difficulties with 

regard to their financial stability; those in receipt 

of financial assistance on either a precautionary 

basis or as part of a full-scale assistance 

programme; and those in the process of exiting 

such assistance. For the first time, there will be a 

common and graduated framework that will set out 

the surveillance requirements made in such cases. 

Taken together, these proposals puts in place an 

enhanced monitoring procedure that builds on and 

complements the SGP for the euro area Member 

States, ensuring a seamless continuity of policy 

monitoring in all budgetary situations. 

Following the usual process for the adoption of 

legislative proposals, both texts have since been 

discussed in the Council and the European 

Parliament. The Council reached agreement on a 

general approach to the proposed Regulations, 

which was endorsed by the 21 February ECOFIN. 

The European Parliament's negotiation position 

was adopted in plenary meeting on 13 June 2012.  

At the date of publication, the negotiations 

between the co-legislators have just started. 

Accordingly, this Chapter presents the 

Commission proposals of 23 November 2011.  
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Box II.4.1: Stability Bonds

The recent discussion about possible common euro area debt issuance ignited again in particular after the 

Report of the President of the European Council of 26 June 2012 (see European Council (2012)) which 

presents a vision for the consolidation of the Economic and Monetary Union. The report states that "In a 

medium term perspective, the issuance of common debt could be explored as an element of.a fiscal union". 

A large number of proposals for Eurobonds have been put forward, including the issuance of mutualised 

bonds combined with a debt redemption fund as suggested by the German Council of Economic Advisers(1), 

different options of Stability Bonds as outlined in the Commission's Green Paper or the common issuance of 

short-term debt securities (E-Bills). These various Eurobond schemes differ remarkably related to the aims, 

the structure and the time pattern of the new instrument. To further frame the intensified public debate on 

common debt issuance in the euro area, the European Commission published a Green Paper on the 

feasibility of introducing Stability Bonds on 23 November 2011. It identified significant potential benefits of 

introducing Stability Bonds. Creating a new sovereign bond market segment would accommodate the 

shortage of stable, deep and liquid assets in the euro area. Although common issuance of government bonds 

is unlikely to play any decisive role in overcoming the current sovereign debt crisis, Stability Bonds could 

over the medium term contribute to completing the institutional setup of EMU. Stability Bonds would 

thereby (i) facilitate the transmission of monetary policy, (ii) deepen the internal market and render capital 

markets more efficient, (iii) increase the stability and shock resilience of the financial sector, (iv) raise the 

attractiveness of euro-area financial markets and the euro at global level, and (v) reduce the impact of 

excessive market fluctuations on sovereign borrowing costs and hereby strengthen the stability and 

robustness of government financing. The European Commission considers that the main feature of common 

issuance should be overall enhanced financial stability. To emphasize this aim the term "Stability Bonds" is 

used instead of "Eurobonds".  

The Green Paper outlines three generic options for common issuance, by combining two main features: the 

guarantee structure (joint and several vs. several) and the degree of substitution of national by joint issuance 

(partial vs. complete): 

ï Option 1, based on joint and several guarantees, full substitution of national bonds; 

ï Option 2, based on joint and several guarantees, partial substitution of national bonds; 

ï Option 3, based on several guarantees, partial substitution of national bonds. 

The three options are characterized by different trade-offs between expected benefits on the one hand and 

the fulfilment of preconditions as well as the difficulty of implementation on the other hand. Option 1 seems 

to be the most likely to provide a high credit quality of commonly issued bonds, as well as major positive 

effects on financial integration, on financial stability and on the global attractiveness of EU financial 

markets. At the same time, this approach would however imply the greatest risk of moral hazard, as it would 

completely suppress financial markets and market interest rates as signals and incentives for individual 

Member States' fiscal policy. The third approach addresses this latter concern, while, at least in the absence 

of further credit enhancement, it does not provide the best credit quality or not the best rating. Consequently, 

the expected level of liquidity of the Stability Bonds would be more limited. The impact on financial 

integration, on financial stability and on the global attractiveness of EU financial markets would overall be 

rather medium to low. The second option is commonly referred to as the "blue-red approach"2 and balances 

the different previous arguments. It implies a relatively high credit quality for common bonds ("blue bonds") 

and addresses at the same time the risk of moral hazard through the remaining national-guaranteed bonds (or 

"red bonds"). Member States with higher debt would not be able to refinance them through common bonds, 

but beyond a threshold rely on financing all additional debt through national bonds. As they would be 

obliged to serve the common bonds first (seniority principle), the national bonds would be issued at higher 

costs. The three approaches also differ in terms of required adjustment of the regulatory framework. As 

                                                           
1  See German Council of Economic Experts (2011).  
2  See Delpa et al.(2010).  
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option 3 would not call for changes of the Treaty on the Functioning of the European Union (TFEU), it 

could be used as short-term immediate crisis management tool. In contrast to this, options 1 and 2 would 

need Treaty changes and are therefore more suitable as medium to long-term instruments. Hereby Stability 

Bonds option 2 could be launched as medium-term tool to repair financial markets after the crisis, while 

option 1 would rather be an instrument to complete the EMU architecture in the long run by contributing to 

a more advanced economic and financial architecture. 

While Stability Bonds would provide substantial benefits in terms of financial stability and economic 

efficiency, it is essential to meet important economic, legal and technical preconditions. The positive net 

effects of common issuance of bonds depend on managing the potential disincentives for financial discipline 

and the therefrom resulting consequences. Budgetary discipline must be guaranteed in order to limit moral 

hazard. While the EU's governance framework has been considerably reinforced over recent years, it 

remains to be seen whether such a framework would provide sufficient safeguards also in a framework of 

more advanced or ambitious forms of common issuance.  In such a case, additional criteria or conditions for 

the participation in common issuance might be warranted.  Second, Stability Bonds would need to have high 

credit quality to be accepted by investors. The successful implementation of the new economic governance 

framework already in force and in the process of being put in place may be a significant step towards 

fulfilling the preconditions for common issuances. Furthermore, consistency with the EU Treaty would be 

essential to ensure the successful introduction of Stability Bonds. Common bonds must not be in breach with 

the Treaty prohibition on the "bailing out" of Member States (Art. 125 TFEU). This would be particularly 

relevant within Bond issuance under joint and several guarantees. While some options would require Treaty 

changes, others would not. Issuance under several but not joint guarantee would be possible within the 

existing Treaty provisions. Overall, the technical design of Stability Bonds impacts all above mentioned 

issues. It is therefore most important to consider various design options and to analyse the resulting 

consequences. The Commission's Green Paper elaborated on the various parameters and options and 

provided a first tentative analysis of their advantages and disadvantages.  

In winter 2011/2012 the Commission invited all citizens and organisations to contribute to the public 

consultation on its Green Paper on the Feasibility of introducing Stability Bonds. The results of the public 

consultation, published in May 2012, showed significant differences in views between supporters of and 

opponents to Stability Bonds. However, the majority of respondents were in favour of implementing a 

common debt issuance instrument. Most of the supporters expressed a preference for Stability Bonds option 

2. Overall, several issues were raised: Respondents voiced their concerns about moral hazard and 

emphasised on the fact that sufficient fiscal discipline should be ensured before implementing Stability 

Bonds. Therefore a stable legal and governance framework should be put in place. Furthermore participants 

stressed that Stability Bonds under joint and several guarantees should involve a tight control on national 

budgets possibly including a restriction of sovereignty. Especially market stakeholders called for a stable 

and definite instrument, rather than a transitory one and emphasized simplicity and transparency. They 

objected to hybrid or over-collateralised structures, with or without credit enhancement, and favoured a 

simple issuance structure, ideally via a central debt management office. Fears of an unjustified burden on 

citizens and an increase of financing costs for sub-national entities have also been put forward. Finally, legal 

concerns were addressed as well.  

Even if the number of replies is relatively low and cannot be interpreted as representative, they offer a useful 

snapshot of relevant concerns and preconditions of political and technical nature. The public consultation 

was a useful process for further reflection on Stability Bonds, as it revealed several additional issues not 

addressed in the Green Paper. The issues raised in the responses are being studied by the Commission 

services and further reflection is taking place on possible implementation schemes of Stability Bonds. 

Due to the existence of trade-offs between the political scope of a new instrument and the legal, political and 

technical feasibility of introducing such an instrument in the short term, more limited options for common 

issuance are under discussion. Especially if the main objective was to design common issuance as a crisis 

management took, an instrument that differs in design and phasing compared to the Green Paper approaches  
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