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Public finances are a key driver in the EU for economic recovery as the depth of the recession and credit 
constraints require fiscal policy action. This has been recognised in the European Economic Recovery 
Programme, which includes an EU-wide, and globally, coordinated effort for discretionary fiscal support 
to the EU economy. An even larger support of the EU's economy is coming from automatic stabilisers. 
Across Member States however, the fiscal policy needs, possibilities and responses have differed 
strongly, reflecting notably initial different macroeconomic starting positions and market pressures. 

The fiscal support for the economies together with rising interest rates in some countries and heavy public 
interventions in the financial system has led to a sharp deterioration in public finances. And there are 
significant upside risks for further increases in debt levels when considering that the resolution of the 
banking sector in the EU is only advancing slowly. But past experiences teach useful lessons on how 
fiscal costs of banking crises can be contained and which factors can facilitate to eventually bringing the 
fiscal houses back in order. This includes on the banking crisis resolution side a transparent, resolute and 
swift strategy, without regress to regulatory forbearance, as well as a fair and uniform treatment of market 
participants backed by strong public institutions and legal frameworks. For the fiscal consolidation part, 
strong fiscal governance frameworks, notably national fiscal rules, are a factor of success. 

Today's challenging times have also been a stress test for the Stability and Growth Pact. With the newly 
built-in flexibility of the reformed Pact in 2005, the EU fiscal framework has allowed on the one hand, to 
provide the appropriate support to the EU economies in exceptional times while, on the other hand, set a 
clear path for future fiscal adjustments. While the fiscal consolidation in the past several years has created 
some buffer in most countries, the need to improve the preventive arm of the Pact needs to be carefully 
considered when emerging from the crisis. This includes particularly the lack of some Member States to 
use the "good" pre-crisis times to improve the state of their public finances which would have let them 
enter the crisis from even more comfortable starting positions. Moreover, past budgetary surveillance has 
not been sufficiently comprehensive in accounting for the role of fiscal policy in allowing the build-up of 
internal and external imbalances.  

This year's Public finances in EMU report reviews how Member States have tackled the challenges from 
the financial and economic crisis and assesses the prospects for public finances and policy needs ahead. 
The report follows a well-known and successful formula of past years, essentially consisting of four 
major elements. The first element is a detailed description and analysis of recent budgetary developments, 
with a focus this year on the EERP, and an assessment of the outlook. The second element of the report is 
an examination of the EU’s fiscal surveillance framework. This year the main issues are (i) the statistical 
treatment of public interventions in the financial system, (ii) ways to improve the measure of the 
cyclically-adjusted budgetary balance, (iii) the measurement of the quality of public finances and (iv) 
developments in Member States' fiscal frameworks. The third element consists of analytical studies. The 
2009 report assesses in detail the fiscal costs of past financial crises and their determinants, and draws 
important policy conclusions for handling today's crisis. Moreover, the report studies the link between 
house price developments and public finances during booms and busts and the role for fiscal policy in 
busts when fiscal space is constrained. The fourth and final element of the report provides an overview of 
fiscal developments in the 27 Member States. 

Since the first report was released in 2000, the issues of Public Finances in EMU have sought to raise 
awareness and understanding of key fiscal developments and policy challenges. They also reviewed and 
launched ideas on how to strengthen the framework for economic governance and to improve its 
enforcement. Given the unprecedented challenging times for public finances, this year's tenth edition of 
the report, as those in previous years, should be an important contribution to the debate on fiscal policy in 
the EU and remain a key reference for practitioners and policy-makers.  

        
 Marco Buti 
 Director-General 
 Economic and Financial Affairs 
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The ten reports on Public Finances in EMU that have been issued since the first edition in 2000 can be 
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Financial and economic crisis hits budgetary developments and 
prospects 

Public finances in the EU have come under unprecedented stress as they play 
a central role in overcoming the financial and economic crisis. The EU 
economy has been particularly hard hit by the shockwave of the crisis, which 
emanated and quickly spread from the United States, due to the EU's strong 
export dependence, its integration and role in global capital markets, and 
large external and internal macroeconomic imbalances that had built up in a 
number of Member States. For 2009, the EU's real GDP is projected to fall by 
4% before stabilising at -0.1% growth in the course of 2010. Due to the depth 
of the recession and credit constraints, public finances in the EU are 
shouldering a particular burden by responding to the crisis with three 
objectives: (i) addressing demand shortfalls in the short run through fiscal 
stimulus measures and letting automatic stabilisers play, (ii) restoring the 
health of the financial sector and supporting the intermediation function of 
financial markets and (iii) contributing to long-term growth prospects, inter 
alia by ensuring sustainable budgetary developments. 

With its European Economic Recovery Programme (EERP) the EU has 
defined an effective framework for addressing the economic downturn 
combining active fiscal stimulus with structural reforms. The programme, 
endorsed by the European Council in December 2008, calls for discretionary 
fiscal support of at least 1.5% of GDP. This EU-wide, and also globally, 
coordinated response is a crucial contribution to tackling the global economic 
crisis in which all countries with sufficient fiscal space need to play a role in 
filling short-term demand gaps. Model simulations by the Commission 
services clearly indicate that a coordinated policy response has a considerably 
larger impact on output and is thus eventually less costly, since leakages are 
contained, than those undertaken by a single country. Overall, Member States 
have adopted or announced fiscal stimulus measures totalling 1.1% of GDP 
in 2009 and 0.7% of GDP in 2010. Of the total, 1% of GDP is on the revenue 
and 0.8% of GDP on the expenditure side. These stimulus measures are 
estimated by Commission services to contribute to about ¾% of real GDP 
growth in 2009 and about ⅓% in 2010. 

The fiscal support packages adopted under the EERP have broadly followed 
desirable general principles but some risks on their effectiveness remain. The 
set of principles includes the well-known "three Ts" (timely, temporary and 
targeted) in addition to the need for a coordinated approach taking into 
account cross-country differences in fiscal space. As regards the timeliness, 
there were initially concerns that under the projected growth path the impact 
of the EERP could take effect relatively late in the cycle. But with the 
materialisation of the downward risks to the projections this concern has 
evaporated. As regards the targets of measures, to a large extent they have 
been geared toward those with the highest multiplier effects and therefore the 
greatest potential to mitigate the impact of the crisis on economic activity. 
However, the support of individual industries in some Member States, while 
successful in filling short-term demand gaps, needs to be weighed against its 
potential longer-term distortionary effects. As regards temporariness, this is 
assured for the majority of measures (e.g., frontloading of public investment 
and tax relief for which discontinuation has been announced). However, there 
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remains a risk that especially some of the revenue measures become 
entrenched.  

In addition to discretionary measures, an even larger support of the EU's 
economy is coming from automatic stabilisers. The larger size of 
governments in the EU than in the United States, particularly the more 
extensive social security systems explains the greater importance of this 
channel of support to economic activity in the EU compared to the United 
States. As a consequence, the average budget deficit in the EU already 
worsened in 2008 to 2.3% of GDP from 0.8% in 2007 (1.9% in 2008 and 
0.6% in 2007 in the euro area) and is expected to widen further by 5.0% of 
GDP by 2010 (4.6% of GDP deterioration for the euro area).  

Taking into account that some Member States have been particularly hard hit 
by the crisis and some had difficult initial macroeconomic starting positions, 
fiscal policy needs and possibilities differ across the EU. Even though the 
overall level of interest rates has fallen substantially to before crisis levels, 
the significantly higher risk premiums that financial markets are requesting 
on sovereign bonds for some Member States can be very costly and 
counteract fiscal stimulus policies, in particular if risk premia spread to the 
wider economy. Thus, Member States need to carefully manage their fiscal 
space in light of sustainability concerns. The Commission services latest 
assessment of long-term sustainability, using the conventional indicators and 
classification (albeit not accounting for the impact of the crisis on potential 
growth) has already evidenced a strong increase in sustainability risks, 
independently of the potential materialisation of contingent liabilities linked 
to the banking sector.  

Across EU Member States, the financial and economic crisis is sharply 
ratcheting up public debt-to-ratios, not only as a consequence of fiscal 
support to ailing economies but also due to direct public interventions in 
banking systems. The public debt-to-GDP ratio in the EU which just 
surpassed the 60% mark in 2008 (from 58.7% in 2007) is expected to jump 
by 21 percentage points to 79.4% of GDP until 2010. For the euro area the 
increase is projected to be somewhat smaller at about 18 percentage points 
between 2007 and 2010. So far, about 3⅓ percentage points of the increase in 
the public debt-to-GDP ratio until 2010 in the EU (5 percentage points in the 
euro area) is attributed to stock-flow adjustments, which in turn reflect 
predominantly the acquisition of financial assets and are recorded "below-
the-line" (i.e., affecting public debt but not the deficit). However, accurately 
accounting in fiscal statistics for these and other operations in support of the 
financial sector is not unproblematic as representative market prices may not 
be available during a financial crisis and a measure of fair value may only be 
inferred indirectly. Eurostat is in the process of drawing up guidance on the 
statistical treatment of public operations to support the financial sector. So 
far, Member States have supported their banking sectors with measures 
amounting to about 13% of GDP and have approved funds worth another 
31% of GDP. The largest share (7.8% of GDP in terms of measures taken; 
24.7% of GDP in terms of measures approved) are guarantees on bank 
liabilities, which do not affect public debt and deficits unless they are called 
upon. The rest pertains to relief of impaired assets, liquidity support and 
capital injections. To what extent these operations risk eventually adding to 
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the fiscal bill is still uncertain, but some lessons can be drawn from past 
financial crises.  

Experiences with past crises yields some lessons on potential fiscal costs 
for resolving the current crisis  

Past financial crises have generally been very costly. When analysing a 
subset of 49 crisis episodes from the 122 systemic financial crises that 
occurred since 1970 around the world, one finds that net direct fiscal outlays 
to rehabilitate the banking system averaged 13% of GDP but were much 
higher, over 50% of GDP, in some emerging market economies. These 
figures already account for the values recovered (until six years after the 
crisis broke out) from assets acquired by the public sector. Recovery rates 
were rather low at only 20% on average with few notable exceptions, such as 
Sweden. 

Increases in public debt ratios, the most comprehensive measure to capture 
fiscal implications from financial crises, went far beyond the direct costs 
attributable to tackling the financial sector problems and amounted to, on 
average, 20% of GDP during the crisis, which lasted on average 4½ years. 
That these increases were linked to the crisis is corroborated by the 
Commission services' econometric evidence. Most of the ratcheting up of 
debt ratios occurred in the first two crisis years and was rooted in the 
expenditure side, including crisis-related budgetary outlays ensuing from the 
operation of automatic stabilisers and substantially higher interest payments 
for some emerging market economies. These reflect the sizeable economic 
slowdowns as output gaps are estimated to have widened by on average by 
1% per annum during past financial crises. To some extent, increased 
discretionary fiscal stimulus to counter the economic downturns also added to 
the overall budgetary deterioration of on average 2% of GDP during the full 
length of the crisis. However, country case studies indicate that active fiscal 
stimulus was not as widespread as one might expect, since countries' fiscal 
space was frequently constrained due to rapidly weakening market 
confidence in the public sector. In the few cases of relatively large 
expansionary fiscal activism, such as Sweden and Japan, there are many 
indications that the success of policies put in place in the wake of a financial 
crisis was rather limited. Overall, the process of rising debt ratios has proved 
difficult to reverse. Even a decade after the start of the crisis, most 
governments ran public debt-to-GDP ratios above pre-crisis levels.  

Experience shows that some factors have contributed to containing the level 
of direct fiscal costs, i.e. outlays from rescuing and rehabilitating the 
financial sector. Lower direct fiscal costs and higher recovery rates were 
achieved notably, taking into account of the severity of the crisis, when the 
bank resolution strategy was implemented swiftly, was transparent and 
received broad political support, backed by strong public institutions and 
legal frameworks, consistent in terms of fair and uniform treatment of market 
participants, and included a clear exit strategy. Within this broad framework, 
econometric results show that some individual measures have been 
associated with higher recovery rates. This includes recapitalisation and 
liquidity support, presumably reflecting that they were extended to viable 
institutions that recovered after the crisis. Moreover, the econometric analysis 
shows that the use of asset management companies was linked to 
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significantly higher recovery rates only when the government effectiveness, 
i.e. the quality of public administration as well as the legal and judicial 
system, was strong. The size and complexity of the asset portfolio also seems 
to have impacted the effectiveness of asset management companies. Thus, 
experience suggests that they can be a useful tool in managing non-
performing assets, when certain conditions are in place, but are not a panacea. 

What do these experiences imply for the direct fiscal costs of today's crisis? 
The global nature of the current crisis adds to the factors of fiscal risks and 
reduces the policy options. This includes first the much larger sizes of 
banking systems in the EU today than in past crises and consequently the 
larger size of impaired assets and recapitalisation needs. Second, recovery 
values of today's impaired assets may be much lower than of those in the past 
due to several factors. The complicated nature and high leverage of many 
financial assets makes them more difficult to manage, unwind and recover 
than in the case of past crises, when assets included predominantly real estate 
and other loans. Moreover, a protracted slowdown of the economy, given the 
global nature of the crisis, compared to many V-shaped output developments 
in earlier crises supported by sharp real depreciations of the currencies and 
export-led growth, is likely to depress recovery values including through 
lesser availability of foreign and, more generally, private investors. And 
finally, delays in the implementation of a comprehensive strategy for the 
resolution of the banking system across the EU and the use of regulatory 
forbearance may add to the fiscal bill. Against this background today's crisis 
includes only few aspects that allow a more optimistic view on containing 
fiscal implications. This regards foremost the generally stronger legal and 
judicial systems and the greater transparency and more uniform applications 
of national bank resolution policies than in the past, even though in the EU 
significant differences in institutional strengths remain. These factors could 
positively impact recovery rates and help contain fiscal costs. 

Thus, on balance there are considerable risks that rehabilitating the EU's 
banking system would require substantial public outlays. Of the total public 
resources approved for the support of the EU banking system (about 44% of 
GDP so far) most are guarantees that may not be called upon. In a benign 
scenario much of those outlays may either be recovered or not even 
materialise. However, in a more adverse scenario net direct fiscal costs could 
add up to about 16½% of GDP. This broadly matches the average bank 
rescue costs from past systemic crises. This cost estimate is derived by 
assuming that capital injections would be doubled from the currently 
approved amount of 2.6% of GDP, which appears rather small in comparison 
to recent estimates of impaired assets in Europe. Moreover, the scenario 
calculation uses the already approved amounts for other public bank 
interventions (including guarantees) and applies to this the lower end of a 
range of recovery rates in line with past crises.  

Some lessons can also be drawn for the effectiveness of fiscal support of the 
economy whose likelihood for the success is intertwined with that of bank 
resolution policies. Experience suggests that without a resolute clean-up of 
bank balance sheets, the impact of fiscal policy can be muted as long as 
uncertainty and constraints to providing loans and stimulate private demand 
prevail. Thus, in the EU any lagging behind of bank resolution policies risks 
to add to the fiscal bill. Going forward, efforts to restoring the health of the 
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financial sector need to be stepped up, even when it implies high upfront 
fiscal outlays, so as to ensure the full effectiveness of fiscal measures in 
support of an economic recovery. 

Budgetary surveillance to anchor exit strategies and long-term 
adjustment 

The expected sharp budgetary deteriorations and increases in public 
expenditure-to-GDP ratios, in addition to pressures on many Member States' 
public finances from rising age-related spending, will eventually require 
tough choices with a view to maintaining long-term sustainability. While the 
EU's fiscal framework provides the appropriate anchor for future 
adjustments, some areas of improvement have emerged. 

The Stability and Growth Pact contains the sufficient flexibility to cope with 
the unprecedented challenges of the crisis while at the same time providing a 
framework for future consolidation strategies. In particular, while the opening 
of the excessive deficit procedure (EDP) when breaching the 3% of GDP 
deficit threshold is in all but exceptional cases a requirement, the deadline for 
the correction of the excessive deficits takes into account the relevant factors 
in the economy. In particular, in the existing and newly opened excessive 
deficit procedures, the pace of adjustment recommended to Member States 
takes explicitly into account their different room for fiscal manoeuvre. Since 
the Public Finance Report 2008 release, a new recommendation has been 
issued for the United Kingdom, which was already in excessive deficit 
procedure. For Hungary, the deadlines for the deficit correction were 
maintained while they were extended until 2013 for the United Kingdom to 
account for the sharp deterioration of public finances due to the crisis. 
Moreover, following deficits in excess of 3% of GDP in 2008, new excessive 
deficit procedures were opened for France, Greece, Ireland and Spain in the 
first half of 2009. Deadlines for the correction of the excessive deficits range 
from 2010 to 2013. Given the rapid and strong worsening of public finances 
in 2009 also for a number of other Member States, including notably Latvia, 
Malta, Poland and Romania, the opening of further EDPs is expected in the 
course of this year.  

While the immediate focus for countries with sufficient fiscal space is still on 
supporting the economy, credible exit strategies are a precondition for the 
effectiveness of this support. The absence of a roadmap for the future course 
of policies may exacerbate uncertainty and risk-aversion, and thereby make 
the crisis more persistent. A majority of Member States envisaged, under 
their Stability and Convergence Programmes, already some structural 
improvements of their budget positions in 2010 and a further withdrawal of 
fiscal stimulus from 2011 on. However, the SCP consolidation plans appear 
to have been built on rather optimistic economic assumptions risking anew 
driving a gap between plans and outcomes as already witnessed under more 
favourable circumstances.  

In addition to the European fiscal framework, national fiscal frameworks can 
provide credible and transparent commitments for fiscal adjustment paths. 
The past has taught useful lessons in that respect. Strong fiscal frameworks 
have been success factors for consolidation, including after the financial 
crises in Finland and Sweden in particular. National fiscal rules and medium-
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term budgetary frameworks can provide credibility, transparency and 
medium-term orientation to fiscal policy making in times when difficult 
choices need to be made. Moreover, fiscal institutions can play useful roles in 
monitoring and advising on fiscal plans as well as providing underlying 
macroeconomic assumptions for the annual budget preparation. Thus, exit 
strategies for EU Member States could benefit strongly from commitments to 
improving and/or adhering to existing fiscal rules and medium-term 
frameworks. Examples of countries where fiscal framework offer substantial 
room for improvement are Hungary, Latvia and Romania, which have 
received balance of payments assistance from the EU, and who are seeking to 
strengthen their fiscal governance frameworks, with the support of the 
European Commission and the IMF, as part of their adjustment processes. 
Going forward, Member States have confirmed the importance of fiscal 
governance frameworks and committed to step up their efforts to report on 
them as a contribution to improve budgetary surveillance and for exit 
strategies. 

Generally, a review of fiscal governance frameworks across EU Member 
States by the Commission services confirms their rising importance but also 
identifies remaining shortfalls. In recent years, in particular some new 
Member States have introduced fiscal rules and other Member States plan 
further revisions and strengthening of their rules in particular in light of the 
crisis experience. Overall, current weaknesses of fiscal rules relate mostly to 
their enforcement and monitoring mechanisms as well as media visibility, 
which could serve as an informal enforcement device. Moreover, revenue 
rules, which pre-define how excess revenues should be used, are not yet 
wide-spread. Their use might have helped particularly in pre-crisis "good" 
times to keep the spending of revenue windfalls in check and improve fiscal 
positions.  

Strong fiscal governance is one avenue to better quality of public finances 
(QPF) which has gained new urgency as Member States' public finances have 
come under unprecedented stress. This also includes more effectively 
collecting and using scarce public resources with a view not only to creating 
additional fiscal space but also to backing the long-term economic growth 
potential of the economy and ensuring sustainability. For example, a number 
of Member States' initiatives under the EERP, including higher and "greener" 
investment, go in this direction while also regional policies provide a tool for 
more effectively targeting resources for investment. Thus, since raising the 
quality of public finances will be an important contribution to consolidation 
and exit strategies the Commission services have made progress in 
identifying and developing indicators that would contribute to more 
systematically analyse and compare the status and development of QPF in 
Member States. This includes also the provision by Eurostat on first and 
second-level government expenditure data (COFOG), at least partially, for all 
Member States.  

Despite the usefulness of the anchor that the EU budgetary surveillance 
framework has provided, the current crisis has also exposed some 
weaknesses. These include the following areas for which improvements need 
to be made. First, some Member States have not sufficiently used the "good" 
pre-crisis times to improve the state of their public finances which would 
have let them enter the crisis from much more comfortable starting positions. 

Some progress has 
been achieved. 

Better quality of public 
finances can be 
another pillar for exit 
strategies. 

Going forward 
budgetary 
surveillance should be 
strengthened. 



Summary and main conclusions 

 

 

7 

In particular, revenue windfalls during asset price boom periods are often 
misread as durable improvements in the underlying budget position. Creating 
a sufficient safety margin to accommodate debt increases during bust phases, 
can avoid amplification of booms, and assure greater resilience during 
downswings. Countries with limited fiscal space – i.e., a high public debt, a 
high share of non-discretionary expenses and potential large tax revenue 
shortfalls together with competitiveness challenges threatening medium-term 
growth perspectives – need to engage in particularly cautious fiscal policies 
in booms to avoid adverse financial market reactions and constraints on the 
fiscal stabilisation tool during busts, leading to deep recessions.  

Second, past budgetary surveillance has not been sufficiently holistic in 
accounting for the role of fiscal policy in allowing the build-up of internal 
and external imbalances. Broader surveillance based on a wider set of 
indicators could provide a useful signalling device for the capacity of 
countries to meet their financial obligations. A broad definition of fiscal 
space, covering a wider set of variables would facilitate early indication of 
risks of budgetary stress and, by the same token, of the ability to conduct 
counter-cyclical fiscal policies when favourable conditions revert sharply. 
Such monitoring also needs to be consistent with a deeper analysis of 
underlying fiscal positions during booms, when revenues may be swollen by 
temporary factors not captured in cyclical adjustment calculations. In 
addition to the usual indicators of government debt and deficit, particular 
attention could be given to external and domestic imbalances, including 
contingent liabilities related to private sector credit, foreign currency 
liabilities and current account developments. A regular competitiveness 
surveillance exercise within the euro area which was already initiated by the 
Eurogroup on the basis of a first Commission report and follows up on 
findings in the Commission's EMU@10 Report would also be useful in this 
respect. 

And third, in the past most deviations from Member States' fiscal plans, as 
laid out in their SCPs, were rooted in expenditure overruns. Thus, budgetary 
surveillance should devote more attention to developments of the expenditure 
side, while Member States could tackle this issue with stronger fiscal 
frameworks. 
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The EU economy is in the midst of its deepest and 
most widespread recession in the post-war era. 
Playing a central role in overcoming the financial 
and economic crisis, public finances in the EU 
have come under unprecedented stress. As the 
effectiveness of monetary policy has been stunted 
in the financial crisis, public finances in the EU are 
shouldering a particular heavy burden by 
responding to the crisis with three objectives: (i) 
addressing demand shortfalls by letting automatic 
stabilisers play and through fiscal stimulus 
measures, (ii) restoring the health of the financial 
sector and supporting the intermediation function 
of financial markets and (iii) contributing to the 
long-term growth prospects. 

With its European Economic Recovery 
Programme (EERP) the EU has defined an 
effective framework for combating the economic 
downturn. The programme, endorsed by the 
European Council in December 2008, calls for 
discretionary fiscal support of at least 1.5% of 
GDP. Model simulations indicate that a 
coordinated policy response, such as the EERP, 
has a considerably larger impact on output and is 
thus eventually less costly, since leakages are 
contained, than those undertaken by a single 
country. Overall, Member States have adopted or 
announced fiscal stimulus measures totalling 1.1% 
of GDP in 2009 and 0.7% of GDP in 2010. Of the 
total, 1% of GDP is on the revenue and 0.8% of 
GDP on the expenditure side. The fiscal support 
packages adopted under the EERP have broadly 
followed the well-known "three T principles" for 
effective fiscal stimulus (timely, temporary and 
targeted), in addition to the need for a coordinated 
approach taking into account cross-country 
differences in fiscal space. The stimulus measures 
are estimated to contribute to about ¾% of real 
GDP growth in 2009 and about ⅓% in 2010. 

In addition to discretionary measures, an even 
larger support to the EU's economy is coming from 
the operation of automatic stabilisers, which is 
amplified by the reversal of previous revenue 
buoyancy. As a consequence, the average budget 
deficit in the EU already worsened in 2008 to 2.3% 
of GDP (from 0.8% in 2007) (the euro area budget 
deficit was 1.9% of GDP in 2008 compared to 
0.6% in 2007) and is expected to widen further by 
5.0% of GDP until 2010 (4.6% of GDP 
deterioration for the euro area). 

Rising deficits, low growth and subdued inflation, 
as well as implemented support to the financial 
sector, feed through in debt developments. From 
its low (58.7%) in 2007, the public debt-to-GDP 
ratio in the EU surpassed the 60% mark in 2008 
and is expected to jump by 21 percentage points to 
79.4% of GDP until 2010. For the euro area the 
increase is projected to be somewhat smaller at 
about 18 percentage points between 2007 and 
2010. The high deficit levels, which are to a 
significant extent structural considering the nature 
of the economic and financial shocks, suggest 
further rising debt ratios in the years beyond 2010.  

Coupled with the perspective increases in age-
related expenditure, a slow-down in potential 
growth and possible calls on government 
guarantees extended in the context of financial 
rescue packages, failure to achieve a timely return 
to sound budgetary positions might have a 
destabilising effect on public finances in several 
countries. Looking forward, a desirable fiscal 
stance needs to weigh appropriately stabilisation 
and sustainability considerations. While the 
immediate focus for countries with fiscal space is 
still on supporting the economy, credible exit 
strategies are a precondition for the effectiveness 
of this support. The absence of a roadmap for the 
future course of policies, can exacerbate 
uncertainty and risk-aversion, and thereby make 
the crisis more persistent. A majority of Member 
States envisaged, under their Stability and 
Convergence Programmes, already some structural 
improvements of their budget positions in 2010 
and a further withdrawal of fiscal stimulus from 
2011. However, the SCP consolidation plans 
appear to have been built on rather optimistic 
economic assumptions risking anew driving a gap 
between plans and outcomes as already witnessed 
in calmer economic times in the past. 

Since the Public Finance Report was last issued in 
2008, a new recommendation was issued for the 
United Kingdom, which, like Hungary, was 
already in excessive deficit procedure. The 
deadlines for the deficit correction were extended 
until 2013 for the United Kingdom to account for 
the sharp deterioration of public finances due to 
the crisis. Moreover, following deficits in excess 
of 3% of GDP in 2008, new excessive deficit 
procedures were opened for France, Greece, 
Ireland and Spain in the first half of 2009. 
Deadlines for the correction of the excessive 
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deficits range from 2010 to 2013. Given that 
virtually all Member States (ex. Bulgaria, Cyprus, 
Denmark, Luxemburg, Finland and Sweden) are 
projected to have deficits in excess of 3% of GDP 
by 2009, the opening of further EDPs is to be 
expected. In the existing and newly opened 
excessive deficit procedures, the pace of 
adjustment recommended to Member States 
considers their different room for fiscal 
manoeuvre. 

The EU's fiscal framework provides the anchor for 
future adjustments. The Excessive Deficit 
Procedure (EDP) of the Stability and Growth Pact 
(SGP) is flexible enough to allow corrective action 
to be implemented in time frames consistent with 
the recovery of the economy, with rapid fiscal 
consolidation being called for only in cases of 
immediate sustainability risk e.g. as reflected in 
high sovereign risk premia. The 2005 reform has 
introduced the possibility of revising the 
recommendations for the correction of the 
excessive deficit including an extension of the 
deadline in case of adverse economic 
developments with major unfavourable 
consequences for public finances. This possibility 
is meant to cater for budgetary outcomes falling 
short of targets on account of the deterioration of 
the underlying economic scenario. The reasons for 
the deviation and the overall economic and 
budgetary situation should be carefully considered 
when deciding on the revised recommendations.  
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1.1. TIMES OF CRISIS  

The economic situation and outlook remains 
uncertain as the world faces its worst crisis since 
the Second World War. The initial shocks 
stemming from the financial market developments 
have been followed and amplified by the negative 
feedback-loops between the real economy and the 
financial markets. In addition, the legacy of 
accumulated imbalances in the world economy 
may lead to a painful adjustment process, thus 
further extending the period of weakness in 
economic activity. The Commission services' 
spring 2009 forecast projects real GDP growth for 
both the EU and the euro area at -4.0 % in 2009.  

The downswing is broad-based across countries, 
although sizeable differences exist. Some EU 
Member States will be subject to a more 
pronounced and/or protracted downturn, 
depending on their exposure to the financial crisis 
and the global manufacturing cycle, domestic and 
external imbalances, including a substantial 
housing-market correction or other country-
specific factors. Part IV of this volume discusses 
these country differences and their implications for 
fiscal space and fiscal policy. In the large Member 
States, GDP is expected to fall by between -1.4% 
and -5.4% this year, with the downswing being 
particularly marked in Germany and the United 
Kingdom, and more protracted in Spain. In some 
smaller EU economies the output loss could be in 
excess of 10% of GDP. 

GDP would shrink for seven consecutive quarters, 
from late 2008 to mid-2010, and would only very 
gradually recover thereafter. While the EU 
economy is expected to return to positive growth 
rates on a quarterly basis from the third quarter of 
2010, GDP growth is expected to be slightly 
negative for the year 2010 as a whole (at -0.1%). 
The outlook remains exceptionally uncertain, but 
upside and downside risks are broadly balanced.  

The economic downturn is increasingly visible in 
the labour market. From the low of 6.7% in early 
2008, the EU unemployment rate has increased 
rapidly. In March 2009 it already stood at 8.3%. 
Reacting with some lags to GDP growth, 

unemployment is likely to rise notably during this 
and next year, reaching an annual average of more 
than 10% in the EU by 2010. Reversing this trend 
will be a major policy challenge for the EU 
economy, as the worsened outlook also impacts 
public finances. 

1.2. FISCAL STIMULUS AND LARGE 
AUTOMATIC STABILISERS SUPPORT 
ECONOMIC ACTIVITY IN THE EU  

As the financial and economic crisis began to 
intensify after the summer of 2008, the European 
Commission published a Communication in 
November 2008, outlining a European Economic 
Recovery Plan (EERP; Boxes I.1.1 and I.1.2) to 
combat the economic downturn. This plan was 
later affirmed by the European Council. Given the 
extent of the crisis, the plan called for an 
immediate and co-ordinated effort to boost 
demand, suggesting a fiscal policy response 
equivalent to 1.5% of EU GDP. This figure 
includes actions at the EU as well as the Member 
State level. The fiscal stimulus comes on top of the 
important role that automatic stabilisers play in the 
EU and public support to the financial sector. Over 
2009-2010, the additional support to economic 
activity as measured by the change in the budget 
balance is estimated to amount to 5.0% of GDP. 
This section provides an overview and analysis of 
the budgetary support to the EU economy. (1)  

                                                           

(1) In addition to support of the economy there have been 
massive public interventions in financial systems. Overall, 
governments have approved support totalling 35% of GDP, 
most of which are guarantees. How these are treated in 
fiscal statistics is reported in Part II.1. More details on the 
rescue measures and their fiscal implications are provided 
in Part III. 
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Since autumn 2008, governments of a vast 
majority of Member States have taken action in 
line with the EERP (Table I.1.1). Overall, Member 
States have adopted or announced fiscal stimulus 
measures in response to the economic downturn 
amounting to a total of 1.1% of EU GDP for 2009 
and 0.7% of EU GDP for 2010. The scale of the 
measures varies strongly from one Member State 
to another. In 2009 the largest fiscal stimulus in the 
euro area is being run in Spain, and is of the order 
of 2.3% of GDP; other sizeable stimuli are 
undertaken by Austria (1.8% of GDP), Finland 
(1.7%), Malta (1.6% of GDP), Germany (1.4% of 
GDP) and Luxembourg (1.2% of GDP) . Outside 
the euro area the largest fiscal stimuli come 

notably from the UK (1.4% of GDP) and Sweden 
(1.4% of GDP). Since these are countries facing a 
sharp economic slowdown, their budgetary 
positions are deteriorating fast. 

A similar picture of the distribution of fiscal 
stimuli across EU Member States is expected for 
2010 (Table I.1.1). Only few Member States, 
including notably Spain, will already next year 
start to reverse their earlier stimulus measures.  

However, given the limited room for fiscal 
manoeuvre in some Member States, they 
effectively contribute hardly or not at all to the 
EERP. Within the euro area Cyprus, Greece, Italy 

 

Table I.1.1: Fiscal stimulus measures in 2009 and 2010 by Member State (in % GDP) 
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AT 1.8 0.2 1.6 0.4 1.4 1.1 0.2 0.3 0.2 0.1 1.8

BE 0.4 0.0 0.0 0.2 0.2 0.1 0.1 0.0 0.2 0.1 0.4

BG** 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CY 0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0

CZ 1.0 0.0 0.9 0.5 0.5 0.0 0.5 0.1 0.4 0.4 0.5

DE 1.4 0.3 1.4 0.6 0.8 0.9 0.1 0.0 0.4 0.0 1.9

DK** 0.4 0.0 0.0 0.3 0.1 0.0 0.0 0.1 0.3 0.2 0.8

EE 0.2 0.0 0.1 0.2 0.0 0.0 0.2 0.0 0.0 0.0 0.3

EL 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

ES 2.3 1.2 1.2 1.0 1.3 0.3 0.0 1.1 0.9 0.0 0.6

FI 1.7 0.9 0.9 0.6 1.1 0.9 0.2 0.2 0.3 0.0 1.7

FR 1.0 0.0 0.0 0.7 0.3 0.2 0.1 0.4 0.3 0.1 0.1

HU** 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

IE 0.5 0.5 0.5 0.3 0.2 0.5 0.0 0.0 0.0 0.0 0.5

IT** 0.0 0.0 0.0 0.2 -0.2 0.2 0.0 -0.2 0.0 0.0 0.0

LT** 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

LV** 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

LU 1.2 1.2 1.2 0.1 1.2 1.2 0.0 0.0 0.0 0.0 1.4

MT 1.6 0.0 1.6 1.3 0.3 0.3 0.0 0.1 1.3 0.7 1.6

NL 0.9 0.3 0.3 0.4 0.5 0.3 0.1 0.1 0.4 0.2 1.0

PL 1.0 0.8 1.0 0.3 0.7 0.6 0.0 0.1 0.3 0.3 1.5

PT 0.9 0.1 0.1 0.9 0.0 0.1 0.2 0.3 0.4 0.3 0.1

RO 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

SE 1.4 1.0 1.0 0.6 0.8 0.6 0.5 0.0 0.3 0.2 1.6

SI 0.6 0.0 0.0 0.5 0.1 0.0 0.1 0.3 0.2 0.0 0.5

SK 0.1 0.0 0.0 0.1 0.0 0.0 0.0 0.1 0.0 0.0 0.0

UK*** 1.4 0.1 1.4 0.4 1.0 1.2 0.0 0.0 0.2 0.0 0.0

EU-27 1.1 0.3 0.7 0.5 0.6 0.5 0.1 0.2 0.3 0.1 0.7

EA-16 1.1 0.3 0.6 0.5 0.5 0.4 0.1 0.2 0.3 0.1 0.8

2009

 
* Figures for 2010 represent changes with respect to 2008, i.e. include permanent measures taking effect in 2009 plus the net effect of measures taking 
effect in 2010. 
**Measures in Bulgaria are conditional on the improvement in macro-economic imbalances. Overall, a neutral fiscal stance is assumed. Denmark 
recently decided to postpone the reintroduction of a mandatory “special pension contribution” by one year. Since the pension scheme is outside the 
general government sector but the contribution is tax-deductible this postponement will improve the general government balance. Hungary, Italy, 
Lithuania and Latvia have adopted fiscal packages in response to the downturn, but their net impact is either neutral or deficit-reducing. 
*** The measures announced by the UK are affecting the financial years 2008/09 and 2009/10. These measures have been reattributed, to the extent 
possible, in accordance with their impact on the calendar years 2009 and 2010.The latest UK measures, announced in April 2009, are not included in 
the calculation. 
Source: Commission services. 
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and Slovakia belong to this group. Outside the 
euro area they include Bulgaria, Estonia, Hungary, 
Lithuania, Latvia and Romania. (2) In fact, given 
strong market pressures, in light of great stress on 
public finances as well as, in part, large external 
and internal imbalances, several new Member 
States have requested balance-of-payments support 
(see for details Box I.1.3).  

The EERP comprises broadly equally in size 
revenue and expenditure measures (Box I.1.2). 
They pursue different aims: support to household's 
purchasing power, increased spending on labour 
market policies, reduction of taxes, social security 
contributions and other measures directly aimed at 
business, increased public investment.  

The fiscal support packages adopted under the 
EERP have broadly followed desirable general 
principles but some risks on their effectiveness 
remain. The set of principles includes the well-
known "three Ts" timely, temporary and targeted 
in addition to the need for a coordinated approach 
taking into account cross-country differences in 
fiscal space. As to the timeliness of the stimulus, 
reductions in social security contributions and 
support measures in favour of lower income 
brackets and families appear promising and the 
same applies to the frontloading of payments such 
as VAT to enterprises. Conversely various tax cuts 
are likely to take much longer to have any impact, 
and so do additional infrastructure projects. The 
stimulus packages are generally well-targeted 
towards the sources of the economic challenge, 
giving support to credit-constrained households 
and enterprises, supporting employment and 
directly increasing demand. A large part of the 
measures in support of households is targeted at 
low-income earners, who are expected to be 
especially hard hit by the slowdown. The increased 
public infrastructure investment is mainly targeted 
at the ailing construction sector. By contrast, 
reductions in various taxes often do not 
discriminate between the particularly vulnerable 
groups and others. As to the temporariness of the 
stimulus, the measures in support of labour 
markets, the stepping-up of public infrastructure 

                                                           

(2) In fact, some of these countries, both within and outside the 
euro area, have designed fiscal stimulus packages. 
However, as these are being offset by other planned 
measures, the net effect on budget balances is either neutral 
or deficit-reducing. 

investment and a large part of the measures aimed 
at enterprises are of a temporary nature, with their 
negative impact on government finances being 
reversible. On the other hand, a large part of the 
revenue related measures, particularly tax cuts and 
reductions in social security contributions, may 
prove difficult to reverse and hence have a more 
permanent character (possible exceptions are VAT 
cuts which are explicitly designed as temporary 
measures).  

The effectiveness of the measures implemented in 
the context of the EERP is being confirmed by 
simulations with the Commission's QUEST III 
model (Box I.1.2). Here the overall impact of a 
fiscal stimulus of 1% of GDP in 2009 and 0.5% of 
GDP in 2010 is estimated to provide a real GDP 
growth stimulus of about ¾ percentage points in 
2009 and ⅓ percentage points in 2010.  

In total, i.e. also accounting for the effect of 
automatic stabilisers, fiscal policy is providing 
support to the economy in the region of 5.0% of 
GDP over the period 2009 and 2010, equivalent to 
more than € 600 billion. (3) The largest share of 
this overall support comes from the operation of 
automatic stabilisers which are particularly strong 
in the EU. The estimated impact of the automatic 
stabilisers is around 3.2% of GDP over 2009-2010. 
In contrast to the budgetary impact of new 
expansionary measures, automatic stabilisers do 
not provide a short-term boost to the economy, but 
rather produce a stabilising effect on the economy 
over the cycle without requiring discretionary 
interventions by fiscal authorities. The two 
elements most frequently stressed to exert this 
effect are progressive tax systems and 
unemployment benefits. (4) However, the bulk of 
automatic stabilisation originates not from those 
two factors but rather from the size of government. 
In particular, it is the inertia in adjusting the level 
of non-cyclical expenditure – the majority of 
public spending – that produces the largest 
stabilising      effect.      In      other     words,     the 

                                                           

(3) This 5.0% of GDP estimate does not include guarantee 
schemes, which do not require upfront funding, but which 
nevertheless could result in significant budgetary outlays in 
case of default on the guaranteed liabilities. 

(4) Tax revenues increase more than proportionally when GDP 
rises and similarly expenditure for unemployment benefits 
drop in economic good times, which improves the fiscal 
position and produces a countercyclical effect. 
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 Box I.1.1: The European Economic Recovery Plan

In response to the current economic crisis, the European Economic Recovery Plan (EERP) was officially 
launched with the Commission Communication of 26 November 2008, which was later affirmed by the 
European Council of 11 and 12 December 2008. (1) Against the background of the scale of the crisis, and 
given that most economic policy levers, and especially those which can affect consumer demand in the short 
term, are in the hands of the Member States, such a co-ordinated approach is needed. The fact that Member 
States have very different starting positions, in terms of fiscal room for manoeuvre in particular, makes 
effective coordination all the more important.  

Apart from delivering a short-term economic stimulus, the strategic aims of the EERP also are: to help 
Europe to prepare to take advantage when growth returns; speed up the shift towards a low carbon economy; 
lessen the human cost of the economic downturn and its impact on the most vulnerable. Indeed the Recovery 
Plan is supposed to be implemented against the backdrop of the fundamental principles of solidarity and 
social justice. It has two key pillars, and in addition also covers monetary and credit aspects, and external 
action (the latter in order to work towards global solutions to global economic challenges). 

The first pillar is a major injection of purchasing power into the economy, to boost demand and stimulate 
confidence. On a proposal from the Commission Member States and the EU have agreed on an immediate 
fiscal impulse amounting to at least € 200 billion (1.5% of GDP), in order to boost demand. This consists of 
a budgetary expansion by Member States of € 170 bn (around 1.2% of the EU's GDP), and EU funding in 
support of immediate actions of the order of € 30 bn (around 0.3% of EU GDP), and occurs in full respect of 
the Stability and Growth Pact.  

Apart from being accompanied by structural reform measures in the context of the Lisbon strategy (see next 
paragraph below), the fiscal stimulus should be based on several principles. First, it should be timely, 
temporary, targeted, and co-ordinated. Second, it can combine a mix of revenue and expenditure 
instruments, such as public expenditure; guarantees and loan subsidies to compensate for the unusually high 
current risk premia; well-designed financial incentives; lower taxes and social contributions. Last but not 
least, it is conducted within the Stability and Growth Pact. Extraordinary circumstances combining a 
financial crisis and a recession justify a co-ordinated budgetary expansion in the EU. This may lead some 
Member States to breach the 3% of GDP deficit reference value. However, for Member States considered to 
be in an excessive deficit, corrective action will have to be taken in timeframes consistent with the recovery 
of the economy. The Stability and Growth Pact is therefore applied judiciously ensuring credible medium-
term fiscal policy strategies. Member States putting in place counter-cyclical measures have normally 
submitted an updated Stability or Convergence Programme by the end of December 2008. This update 
spelled out the measures that will be put in place to reverse the fiscal deterioration and ensure long-term 
sustainability. The Commission then has assessed the budgetary impulse measures and Stability and 
Convergence Programmes based on updated forecasts and has provided guidance on the appropriate stance. 
In this context the following criteria have been relied upon: ensuring the reversibility of measures increasing 
deficits in the short term; improving budgetary policy-making in the medium term through a strengthening 
of the national budgetary rules and frameworks; ensuring long-term sustainability of public finances, in 
particular through reforms curbing the rise in age-related expenditure. 

The second pillar is grounded in the Lisbon strategy and rests on the need to direct short-term action towards 
implementing structural reforms aimed at raising potential growth, promoting resilience, and reinforcing 
Europe's competitiveness in the long term. Indeed at the operational level there should be a close connection 
between the fiscal stimulus and action in the four priority areas of the Lisbon Strategy (people; business; 
infrastructure and energy; research and innovation). In order to achieve this, the EERP sets out a 
comprehensive programme to direct action to 'smart' investment, which means investing in the right skills 

                                                           

(1) COM (2008) 800 final, 'A European Economic Recovery Plan'. The thrust of this Recovery Plan was confirmed in the
Commission Communication 'Driving European Recovery' of 4 March 2009. See COM (2009) 0114 final.  

(Continued on the next page) 
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Box (continued) 

   
for tomorrow's needs, in energy efficiency and clean technologies, and in infrastructure and inter-connection 
to promote efficiency and innovation. Some of these actions are designed to frontload EU funding directly to 
contribute to the fiscal stimulus and assist Member States with the implementation of their policies, while 
others are intended to improve the framework conditions for future investments, reduce administrative 
burdens and speed up innovation. Specifically, ten actions are included in the Recovery Plan: to (1) launch a 
major European employment support initiative; (2) create demand for labour; (3) enhance access to 
financing for business; (4) reduce administrative burdens and promote entrepreneurship; (5) step up 
investments to modernise Europe's infrastructure; (6) improve energy efficiency in buildings; (7) promote 
the rapid take-up of green products; (8) increase investment in R&D, innovation and education; (9) develop 
clean technologies for cars and construction; (10) provide access to high-speed internet for 
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 Box I.1.2: Fiscal policy measures

The European Economic Recovery Plan (EERP; Box I.1.1) also provided broad guidelines on the types of 
measures which, if adopted in a coordinated way, are likely to result in cross-country synergies and positive 
spill-over effects. (1) Within the framework of a common approach country-specific measures to support 
demand should aim at producing immediate results, be of limited duration, and target the most important and 
most affected sectors of the economy. A distinction can be made, on the one hand, between expenditure and 
revenue related measures and, on the other, between the different aims of the measures.  

The EERP encouraged choosing the instruments from a range of options depending on country-specific 
circumstances, thus including both revenue and expenditure instruments. Given that discretionary public 
spending is in general considered to have a stronger positive impact on demand in the short run than tax 
cuts, as consumers might prefer to save rather than consume, a higher share of expenditure-related measures 
often has been wished for. However, provided that tax cuts are (expected to be) limited in time, thereby 
avoiding neutralising anticipatory effects of larger tax liabilities in the future, and delivered directly and 
upfront, the effect on consumption could still be substantial. In addition, a number of operations that do not 
affect the general government balance have also been taken by Member States. The measures which can be 
considered pursue the following aims: 

• Support to households' purchasing power. Reduction in taxes and social security contributions and 
direct aid aimed at households, such as income support for households, lowering taxes for 
households (including energy subsidies), supporting housing or property markets and decreasing 
VAT. In this category, the great majority of Member States have adopted measures. 

• Increased spending on labour market policies, such as wage subsidies and intensifying active 
labour market policies. Only few Member States have adopted noteworthy measures in this area.  

• Reduction of taxes, social security contributions, and other measures directly aimed at business, 
such as tax breaks, earlier payment of VAT returns, facilitating company financing, state aid and 
stepping up export promotion were adopted in almost half of all Member States. 

• Increased public investment, such as public investment in infrastructure, supporting investment 
aimed at greening the economy, and/or improving energy efficiency were adopted in close to half 
of all Member States.  

This menu of options can be assessed on the basis of the three criteria: timely, targeted, and temporary:  

As to the timeliness of the stimulus, reductions in social security contributions, social measures in favour of 
lower income households and families with children can provide early support to household purchasing 
power. Regarding cuts in indirect taxes, however, necessary adaptations in retailers' pricing strategies are 
likely to entail a time lag before the effect feeds through. The timeliness with which income tax cuts impact 
on household purchasing power depends crucially on the administrative modalities. On the business side, 
while the frontloading of payments such as VAT to enterprises should have a rather immediate stimulus 
effect, other supporting measures may impact only gradually. Given the inevitable implementation lag of 
additional infrastructure projects, their direct stimulating effect will probably not materialise before the 
second half of the year. Lower social contributions paid by employers should have an immediate positive 
impact on job retention throughout the economy.  

 

                                                           

(1) The box draws largely on European Commission (2009), 'A first horizontal assessment of National Recovery
Programmes in response to the European Economic Recovery Plan', Note for the Economic and Financial Committee.  

(Continued on the next page) 
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Box (continued) 

 The stimulus packages are generally well-targeted towards the sources of the economic challenge, giving 
support to credit-constrained households and enterprises, supporting employment and directly increasing 
demand through public investment. The increased public infrastructure investment is mainly targeted at the 
ailing construction sector. As for the measures in support of households, a large part is targeted at low-
income earners who are expected to be especially hard hit by the slowdown. By contrast, reductions in direct 
and indirect taxes often do not discriminate between the particularly vulnerable groups and others. Capital 
injections and direct guarantees with the purpose of increasing lending to credit constrained private 
enterprises are often targeted at small and medium and export-oriented enterprises.  

As to the temporariness of the stimulus, one has to distinguish between different types of actions. The 
measures in support of labour markets, the stepping-up of public infrastructure investment and a large part 
of the measures aimed at enterprises are of a temporary nature, with their negative impact on government 
finances being reversible. On the other hand, a large part of the revenue related measures, particularly tax 
cuts and reductions in social security contributions, appear to be of a permanent nature and may prove 
difficult to reverse. (Exceptions are VAT tax cuts explicitly designed as a temporary measure with a fixed 
reversal date.) Overall, given that revenue based measures represent the majority of the total, a significant 
part of the stimulus measures does not seem to be of a temporary nature.  

Finally, regarding empirical evidence, the Commission services have performed simulations on the impact 
of discretionary fiscal policies on economic activity under conditions of a financial crisis by including credit 
constraints in the QUEST III model. (1) The main results of these simulations suggest that: (i) while the 
introduction of credit constraints raises the multiplier for transfer and tax shocks, government consumption 
or investment shocks continue to have a relatively higher impact on GDP; (ii) a permanent shock is much 
less effective in supporting economic activity than a temporary shock as the anticipation effects of larger tax 
liabilities weigh more negatively on current consumption and investment; (iii) the introduction of credit-
constraints also raises the multiplier for permanent transfer and tax shocks, but its size remains much smaller 
than that for transitory shocks. Overall the large difference between the multipliers for temporary and 
permanent fiscal shocks underscores the importance that budgetary measures should be credibly contingent 
on the foreseen duration of the downturn: private agents need to believe the expansionary measures will be 
timely reversed and not become permanent. Non-reported results also show that cross-country spill-over 
effects of fiscal shocks are positive and effects of a joint fiscal stimulus are larger than when acting alone. 
The Table below displays the simulation results for the measures announced by the Member States in their 
fiscal stimulus packages grouped according to their broad area of impact. The overall result is that the 
stimulus measures (estimated at 1% of GDP in 2009 and 0.5% in 2010) will have a positive impact on GDP 
growth of around 0.8% in 2009 and about 0.3% in 2010 for the EU as a whole. 

Graph 1: Model simulation of the impact of fiscal stimulus packages in the EU 
Fiscal measures as % of GDP 2009 2010
Supporting household purchasing power 0.5 0.2

Labour market 0.1 0.0
Measures aimed at companies (excl. investment incentives) 0.2 0.1

Increasing/bringing forward investment 0.3 0.1
Total 1.0 0.5

GDP growth impact 0.8 0.3

Source:  Commission services based on QUEST III model.  

                                                           

(1) The results of the simulations reported are based on a DGSE model consisting of two regions: the European Union and
the rest of the world (ROW). The results concern the EU economy and assume that both the EU and the ROW
undertake simultaneously a 1% of GDP fiscal stimulus in 2009. The regions are differentiated from one another by
their economic size and calibrated on bilateral trade flows. The EU is characterised in the model by relatively high
transfers and unemployment benefits, high wage taxes, high price rigidities and labour adjustment costs, and a low
elasticity of labour supply. Multipliers are generally smaller in the EU due to higher nominal and real rigidities and to
benefit and transfer generosity. The model allows for housing investment and includes credit constrained households
along the lines suggested by the recent literature on the financial accelerator mechanism. For more detail on the
Commission services' QUEST model see Ratto et al. (2008).  
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implementation of discretionary expenditure levels 
in line with plans leans against the current decline 
in aggregate output. Because of the significantly 

larger government sector in the EU (in 2008 the 
average expenditure-to-GDP ratio in the EU was 
46.8%, compared to 39.1 % in the US), automatic 
stabilisers play a more important role than in the 
US. 

 

 Box I.1.3: EU balance-of-payments assistance

In the ongoing financial and economic crisis, some EU Member States outside the euro area have come 
under external financing stress and sought financial assistance. The Community can provide balance-of-
payments support to non-euro area Member States through its medium-term financial assistance facility 
under Article 119 of the Treaty. The assistance (1) aims to overcome short-term liquidity constraints while, 
through policy conditionality, supporting the correction of underlying macroeconomic and financial 
imbalances. The funds for the loans under the Facility are raised by the Commission (on behalf of the 
Community) on financial markets, and are on-lent to the recipient country at the same conditions (i.e., the 
borrowing country benefits from the AAA credit rating of the Community).   

While the facility is in principle a free-standing instrument, in practice the Community financial assistance is 
provided in the context of broader concerted financing packages, involving other stakeholders as appropriate 
(IMF, World Bank, other IFIs, bilaterals). This enhances the leverage and effectiveness of the financial 
support. Policy conditionality is enshrined in a Memorandum of Understanding agreed with the authorities. 
The Commission monitors compliance with conditionality and decides on the release of subsequent 
instalments, following consultation of the Economic and Financial Committee (EFC). 

Policy conditionality in the context of the EU balance-of-payments assistance focuses on the key challenges 
that need to be tackled to restore a sustainable external position; in the ongoing programmes for Hungary, 
Latvia and Romania these have been fiscal policy, fiscal governance, financial stability (including rescue 
packages and strengthening of supervision and regulation) and structural reforms.  

In order to be able to respond effectively in the current crisis environment, the ceiling for the EU balance-of-
payments Facility was raised from €12 to €25 billion in late 2008 and further to €50 billion on 5 May 2009. 
A total €14.6 billion has been committed so far under the Facility, following the approval of loans to 
Hungary (€6.5 billion, Latvia (€3.1 billion) and Romania (€5 billion). The assistance is provided in five 
instalments for Hungary over one year, six instalments for Latvia and up to five instalments for Romania 
over two years, conditional on a comprehensive economic policy programme. Two tranches of €2 billion 
each have so far been released for Hungary and one tranche of €1 billion for Latvia. For Romania, the 
Memorandum of Understanding specifying the size and timing of each instalment has not been concluded 
with the authorities yet.  

Table 1: Balance-of-payments assistance (as of 7 May 2009)

Hungary Latvia 1/ Romania
Total assistance package

€20 bn €7.5 bn €20 bn

EU (Art. 119) €6.5 bn €3.1 bn €5 bn

IMF €12.5 bn €1.7 bn €12.95 bn

Other multilaterals €1 bn €0.5 bn €2 bn

Bilaterals … €2.2 bn/1 …

Notes: 1/ Contributions by Sweden, Denmark, Finland, Norway, the Czech Republic, Poland and Estonia.
Sources:  European Commission and IMF.  

                                                           

(1) The facility is governed by Council Regulation (EC) No 332/2002.  
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1.3. SHORT-TERM DEVELOPMENTS AND 
PROSPECTS FOR THE BUDGET BALANCE 
AND PUBLIC DEBT 

In 2008, the budgetary positions in the euro area 
and the EU deteriorated for the first time in five 
years, recording a major setback in comparison to 
the previous year. The euro-area average headline 
deficit reached 1.9% of GDP, up from 0.6% of 
GDP in 2007 (Table I.1.3). Almost the same 
deterioration took place in the EU as a whole, 
where the average budget deficit declined by 1.2 
percentage points reaching 2.3% of GDP in 2008 
(Table I.1.4). In both the euro area and the EU the 
deterioration in the headline deficit was matched 
by an only slightly smaller deterioration of the 
structural budget balance, i.e. the budget balance 
net of cyclical factors and one-off and other 
temporary measures (1.0% of GDP in the euro area 
and 1.1% in the EU). Taken at face value this 
result would seem to suggest that only to a lesser 
extent the deterioration in the headline deficit was 
due to cyclical factors, and that primarily it was of 
a structural nature. However, the estimates of the 
structural budget balance are likely to be affected 
by the earlier exceptional buoyancy of tax 
revenues which has started to go into reverse along 
with the economic cycle. (5) 

In 2008, the deterioration in the (nominal) budget 
balance was particularly sizeable in Ireland (where 

                                                           

(5) Tax revenues were much higher than projected in the SCPs 
in 2005-2007. 

a minor surplus was turned into a deficit of more 
than 7% of GDP) and in Spain (where a large 
surplus was turned into a deficit in excess of the 
reference value of the Treaty), and to a lesser 
extent also in Malta, Slovenia, Italy, and Greece. 
In the latter the headline deficit, already beyond 
the 3% threshold, continued to rise. In Cyprus the 
previously large surplus shrunk considerably.  

As to France, here the deficit slightly deteriorated 
from 2.7% of GDP to 3.4%. Hence in all these 
Member States of the euro area the deficit in 2008 
exceeded the reference value of the Treaty. In 
Germany effectively a balanced budget was 
maintained. The only country to report a notable 
improvement was the Netherlands who managed to 
increase their surplus to 1.0% of GDP. Apart from 
Cyprus and the Netherlands only Luxembourg and 
Finland posted surpluses in 2008, the latter still at 
a level of 4.2% of GDP. 

An even stronger negative impact was felt outside 
the euro area in 2008, where relative to the 
previous year the budgetary position weakened in 
many Member States. Very large deteriorations of 
more than four percentage points were recorded in 
the Baltic States. In the Czech Republic the deficit 
remained approximately constant below the 3% 
threshold, while in Poland the deficit rose above it, 
and in Hungary it remained there. However, in 
Romania and in the United Kingdom the deficit 
deteriorated to 5.4 and 5.5% of GDP respectively 
and hence clearly exceeded the 3% of GDP 
reference value of the Treaty. As to the remaining 
Member States outside the euro area, Bulgaria, 

 

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

2005 2006 2007 2008 2009 2010
Total revenue (1) 44.8 45.3 45.5 44.8 44.7 44.4
Total expenditure (2) 47.3 46.6 46.1 46.6 50.1 51.0
Actual balance (3) = (1) - (2) -2.5 -1.3 -0.6 -1.8 -5.4 -6.5
Interest (4) 2.9 2.9 2.9 3.0 3.0 3.2
Primary balance (5) = (3) + (4) 0.4 1.6 2.3 1.2 -2.4 -3.3
One-offs (6) 0.1 0.0 -0.1 -0.3 -1.3 -2.2
Cyclically adjusted  balance (7) -2.5 -1.9 -1.9 -2.9 -3.9 -4.7
Cyclically adj. prim. balance = (7) + (4)   0.4 0.9 1.1 0.1 -0.9 -1.5
Structural budget balance = (7) -(6) -2.7 -2.0 -1.8 -2.6 -2.6 -2.6
Change in actual balance: 0.4 1.2 0.7 -1.2 -3.6 -1.1
              - Cycle 0.0 0.1 0.1 0.3 0.9 0.8
              - Interest -0.1 -0.1 0.1 0.0 0.1 0.2
              - Cyclically adjusted primary balance 0.2 0.7 0.2 -0.8 0.0 0.0
              - One-offs 0.0 -0.1 -0.1 -0.2 -1.1 -0.9
              - Structural budget balance 0.3 0.7 0.2 -1.0 -1.1 -0.8  
Note: Differences between totals and sum of individual items are due to rounding. 
Source:  Commission services. 
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Denmark, and Sweden all reported surpluses in 
2008.  

Looking ahead to 2009 and 2010, the public 
finance situation is expected to dramatically 
deteriorate in the light of slowing economic 
growth. The Commission services’ spring 2009 
forecast projects euro area (EU) real GDP to 
contract by 4.0 (4.0)% in 2009, compared to an 
expansion of 0.8 (0.9)% in 2008, and to stagnate at 
-0.1 (-0.1)% in 2010. Against this growth outlook, 
the aggregate deficit of the sixteen Member States 
which have adopted the single currency, is 
expected to reach 5.3% of GDP in 2009, 3.4 
percentage points higher than the year before. 
Based on the no-policy-change assumption a 
further deterioration to 6.5% of GDP is projected 
in 2010. Broadly the same profile is expected for 
the EU as a whole. The deficit is forecast to rise to 
6.0% of GDP in 2009, from 2.3% in 2008, and to 
continue to rise to 7.3% of GDP in 2010.  

Outside the euro area, the development of 
budgetary positions is likely to be more diverse. 
The headline deficit in Hungary is forecast to stay 
slightly above the 3% threshold in both 2009 and 

2010. In the Czech Republic, and to an even larger 
extent in Poland, the deficit is expected to remain 
well above the reference value of the Treaty in 
both years. In Romania it is projected to stay 
broadly constant at over 5% of GDP while for the 
United Kingdom a continuous further budgetary 
deterioration is forecast beyond 2008. Hereby the 
deficit in the United Kingdom is expected to reach 
13.8% of GDP during 2010. For Latvia, and to a 
lesser extent for Estonia and Lithuania, a very 
significant budgetary worsening is also projected, 
resulting in a breach of the reference value of the 
Treaty in all three Baltic States over the forecast 
horizon. Bulgaria is the only Member State outside 
the euro area which is forecast to stay close to 
balance in both 2009 and 2010, while even 
Denmark and Sweden are expected to run deficits 
above the 3% threshold over the forecast horizon. 

In structural terms, i.e. net of cyclical factors and 
one-off and other temporary measures, the 
projected deterioration in both the euro area and 
the EU in 2009 is smaller than that of the headline 
deficit, but still significant given that many 
Member States support their economies with 
discretionary measures under the EERP. In 

 

Table I.1.3: Budget balances of EU Member States (% of GDP) 

2006 2007 2008 2009 2010 2007 2008 2009 2010 2007 2008 2009 2010
BE 0.3 -0.2 -1.2 -4.5 -6.1 -1.5 -2.2 -3.2 -4.0 2.3 1.5 0.7 0.0
DE -1.5 -0.2 -0.1 -3.9 -5.9 -1.2 -1.2 -2.4 -3.9 1.6 1.6 0.6 -0.9
IE 3.0 0.2 -7.1 -12.0 -15.6 -1.8 -7.5 -9.8 -12.2 -0.9 -6.4 -7.6 -9.0
EL -2.8 -3.6 -5.0 -5.1 -5.7 -4.5 -6.5 -5.7 -4.7 -0.4 -2.1 -1.0 0.1
ES 2.0 2.2 -3.8 -8.6 -9.8 1.6 -3.9 -6.8 -8.2 3.2 -2.4 -5.2 -6.3
FR -2.3 -2.7 -3.4 -6.6 -7.0 -3.9 -4.3 -5.5 -5.5 -1.2 -1.5 -2.7 -2.5
IT -3.3 -1.5 -2.7 -4.5 -4.8 -2.9 -3.4 -2.6 -2.8 2.1 1.8 2.0 2.0
LU 1.4 3.6 2.6 -1.5 -2.8 0.9 2.0 0.6 0.1 1.1 2.3 1.2 0.7
NL 0.6 0.3 1.0 -3.4 -6.1 -1.0 -0.5 -2.6 -4.3 1.2 1.7 0.0 -1.6
AT -1.6 -0.5 -0.4 -4.2 -5.3 -1.8 -1.8 -3.2 -3.8 -1.5 -1.0 -1.2 -0.9
PT -3.9 -2.6 -2.6 -6.5 -6.7 -3.3 -3.8 -5.5 -5.1 -0.5 -0.9 -2.5 -1.8
SI -1.3 0.5 -0.9 -5.5 -6.5 -1.7 -2.5 -4.9 -5.2 -0.4 -1.3 -3.3 -3.4
FI 4.0 5.2 4.2 -0.8 -2.9 3.2 2.8 0.8 -0.7 4.6 4.2 2.1 0.7
MT -2.6 -2.2 -4.7 -3.6 -3.2 -3.3 -4.9 -3.6 -2.8 0.0 -1.6 -0.2 0.7
CY -1.2 3.4 0.9 -1.9 -2.6 2.7 0.1 -2.1 -2.1 5.8 2.9 0.2 0.1
SK -3.5 -1.9 -2.2 -4.7 -5.4 -3.8 -4.7 -5.0 -4.7 -2.4 -3.5 -3.7 -3.3
EA-16 -1.3 -0.6 -1.9 -5.3 -6.5 -1.8 -2.8 -3.9 -4.7 1.1 0.2 -0.9 -1.5
BG 3.0 0.1 1.5 -0.5 -0.3 2.0 0.2 0.3 1.6 3.1 1.0 1.1 2.4
CZ -2.6 -0.6 -1.5 -4.3 -4.9 -2.5 -3.4 -4.0 -3.7 -1.4 -2.3 -2.9 -2.5
DK 5.2 4.5 3.6 -1.5 -3.9 3.0 4.2 1.2 -0.4 4.5 5.6 2.9 1.2
EE 2.9 2.7 -3.0 -3.0 -3.9 -0.8 -4.1 -1.0 -1.9 -0.7 -3.9 -0.6 -1.4
LV -0.5 -0.4 -4.0 -11.1 -13.6 -4.5 -5.8 -9.5 -11.5 -4.1 -4.9 -8.1 -9.2
LT -0.4 -1.0 -3.2 -5.4 -8.0 -2.8 -5.2 -4.3 -5.5 -2.1 -4.5 -3.1 -3.9
HU -9.2 -4.9 -3.4 -3.4 -3.9 -5.5 -4.5 -1.7 -2.0 -1.5 -0.2 3.1 2.9
PL -3.9 -1.9 -3.9 -6.6 -7.3 -3.2 -5.3 -6.0 -5.6 -0.9 -3.1 -3.1 -2.7
RO -2.2 -2.5 -5.4 -5.1 -5.6 -4.4 -7.9 -5.2 -4.7 -3.7 -7.2 -3.7 -3.1
SE 2.5 3.8 2.5 -2.6 -3.9 1.9 1.7 -0.5 -1.9 3.7 3.4 0.9 -0.5
UK -2.7 -2.7 -5.5 -11.5 -13.8 -3.7 -5.6 -10.0 -12.2 -1.5 -3.3 -7.8 -9.2
EU-27 -1.4 -0.8 -2.3 -6.0 -7.3 -2.0 -3.1 -4.6 -5.5 0.7 -0.4 -1.8 -2.5

Budget balance Structural balance Structural primary balance

 
Note: The structural budget balance is calculated on the basis of the commonly agreed production function method (see European Commission 2004). 
Source:  Commission services. 
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particular, the structural balance is estimated to 
deteriorate by 1.1% of GDP in the euro area and 
by 1.5% of GDP in the EU as a whole. A further 
deterioration is projected for 2010, amounting to 
another 0.8% of GDP in the euro area and 0.9% in 
the EU as a whole. However, when making these 
estimates one should bear in mind that measuring 
cyclically-adjusted balances is not straightforward, 
in particular during a crisis such as the current one. 

Against the backdrop of the group of euro-area 
countries that have already achieved their medium-
term budgetary objective (MTO) having thinned 
out dramatically in 2008, structural fiscal positions 
are forecast to deteriorate further over the 
projection horizon. In both 2009 and 2010 only 
Luxembourg is expected to attain its MTO. 
Outside the euro area, a similar picture emerges 
and only Denmark and Bulgaria (both marginally 
so) are forecast to attain their MTOs in 2009 and 
2010 respectively. However, it is clear that aiming 
again seriously to attain the MTOs will be a crucial 
element in any exit strategy from the current 
economic crisis.  

Turning to government debt, rising debt-to-GDP 
ratios reflect the deteriorating public finances, 
ailing economies, and public interventions in the 
financial system (Table I.1.5). In the euro area, in 
2008 the ratio rose by 3.3 percentage points to 
69.3%. A further increase to 72.8% of GDP by 
2010 is projected as primary deficits are coupled 
with a negative contribution from economic 
growth and the additional effect of rising interest 
expenditure. In the EU as a whole, the debt-to-
GDP ratio is projected to rise steeply from its level 
of 61.5% in 2008 to 72.6% in 2009, and to rise 
further to 79.4% in 2010, not least because of a 
very significant increase in the debt ratios in the 
UK. Finally, risks for further debt increases stem 
from public intervention in the financial sector. (6) 

Aggregate figures tend to mask diverging 
developments at the country level. There are 
several Member States which before the crisis had 
low or very low debt levels, which however are 
now rising sharply. This group of countries 
includes Ireland, Latvia and the United Kingdom. 
Moreover, three euro area-countries are expected 
to surpass again the 100% of GDP public debt 

                                                           

(6) See Part III.6 of this report. 

threshold by 2010. Notably, Italy already had a 
public debt-to-GDP ratio above 100% of GDP and 
given that debt has increased again this condition 
is expected to last throughout until 2010. In 
Belgium the government debt ratio rose again in 
2008, after having remained on a steady downward 
path for many years. It stood at 84.0% of GDP in 
2007, but is forecast to exceed the 100% of GDP 
threshold by 2010. In Greece the debt ratio, from a 
trough of 94.8% in 2007, is also expected to 
increase over the forecast horizon, up to 108.5% of 
GDP in 2010. As to the other Member States with 
debt ratios above the 60% of GDP threshold in 
2008, namely Germany, France, Portugal, 
Hungary, Malta, and Austria, further increases of 
these ratios are projected in all of them. 
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Table I.1.4: Composition of changes in the general government gross debt-to-GDP ratio in EU Member States (% of GDP) 

Change in 
debt ratio

2007 2008 2009 2010 2008-10
Primary 
balance

Interest & 
growth 

contribution

Stock-flow 
adjustment

BE 84.0 89.6 95.7 100.9 11.4 2.7 8.2 0.5
DE 65.1 65.9 73.4 78.7 12.8 3.9 8.1 0.7
IE 25.0 43.2 61.2 79.7 36.4 22.2 12.2 2.0
EL 94.8 97.6 103.4 108.0 10.4 1.4 5.6 3.4
ES 36.2 39.5 50.8 62.3 22.8 14.8 4.0 4.1
FR 63.8 68.0 79.7 86.0 18.0 7.8 6.2 4.1
IT 103.5 105.8 113.0 116.1 10.3 -0.2 10.3 0.2
LU 6.9 14.7 16.0 16.4 1.7 3.1 1.1 -2.5
NL 45.6 58.2 57.0 63.1 4.8 4.2 6.1 -5.5
AT 59.4 62.5 70.4 75.2 12.7 3.3 7.3 2.1
PT 63.5 66.4 75.4 81.5 15.1 7.0 6.6 1.4
SI 23.4 22.8 29.3 34.9 12.1 8.6 2.9 0.6
FI 35.1 33.4 39.7 45.7 12.3 0.9 3.0 8.3
MT 62.1 64.1 67.0 68.9 4.8 -0.2 4.8 0.2
CY 59.4 49.1 47.5 47.9 -1.3 0.0 0.4 -1.7
SK 29.4 27.6 32.2 36.3 8.7 7.3 1.1 0.3
EU-16 66.0 69.3 77.7 83.8 14.5 5.5 7.3 1.6
BG 18.2 14.1 16.0 17.3 3.2 -0.8 0.7 3.3
CZ 28.9 29.8 33.7 37.9 8.1 6.9 2.1 -0.9
DK 26.8 33.3 32.5 33.7 0.3 2.2 3.3 -5.2
EE 3.5 4.8 6.8 7.8 3.0 6.0 1.5 -4.5
LV 9.0 19.5 34.1 50.1 30.7 21.0 9.7 0.0
LT 17.0 15.6 22.6 31.9 16.3 10.8 5.6 0.0
HU 65.8 73.0 80.8 82.3 9.3 -2.4 8.9 2.8
PL 44.9 47.1 53.6 59.7 12.7 8.1 4.4 0.2
RO 12.7 13.6 18.2 22.7 9.1 7.6 1.4 0.2
SE 40.5 38.0 44.0 47.2 9.2 3.7 3.1 2.4
UK 44.2 52.0 68.4 81.7 29.7 20.2 5.7 3.8
EU-27 58.7 61.5 72.6 79.4 17.8 7.4 8.4 2.0

Gross debt-to-GDP ratio
Change in the debt ratio in 

2008-10 due to:

 
Note:  Differences between the sum and the total of individual items are due to rounding. 
Source: Commission services. 
 

 

Table I.1.5: Euro area - Government revenue and expenditure (% of GDP) 

2007 2008 2009 2010

Total revenue 45.5 44.8 44.7 44.4

Taxes on imports and production (indirect) 13.5 12.9 13.0 13.0

Current taxes on income and wealth 12.4 12.2 11.8 11.5

Social contributions 15.1 15.3 15.5 15.4

of which actual social contributions 14.1 14.2 14.4 14.3

Other revenue 4.4 4.4 4.4 4.5

Total expenditure 46.1 46.6 50.1 51.0

Collective consumption 7.9 8.0 8.6 8.7

Social benefits in kind 12.1 12.3 13.1 13.4

Social transfers other than in kind 15.8 16.0 17.5 18.0

Interest 2.9 3.0 3.0 3.2

Subsidies 1.2 1.2 1.3 1.3

Gross fixed public capital formation 2.5 2.5 2.9 2.8

Other expenditures 3.5 3.6 3.6 3.5  
Note: Differences between the sum and the total of individual items are due to rounding. 
Source: Commission services. 
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1.4. GOVERNMENT REVENUE AND 
EXPENDITURE  

In 2008, the observed deterioration in budgetary 
positions in the euro area was largely the result of 
a lower revenue-to-GDP ratio (Table I.1.6). The 
slight increase in the expenditure-to-GDP ratio was 
mainly due to higher social benefits and transfers. 
As to the revenue side, a negative contribution 
came from taxes on imports and production and 
also from taxes on income and wealth, the latter 
not least due to a rapid decline of corporate income 
taxes (Box I.1.3). Section I.3 confirms this view of 
the composition of the deterioration in the budget 
balance. It shows that compared to the plans 
presented in the 2007 updates of the Stability and 
Convergence Programmes, significant nominal 
expenditure overruns came together with large 
revenue shortfalls. Much lower than expected 
nominal growth further exposes these 
developments in the expenditure-to-GDP ratios. A 
similar pattern can be observed for the EU as a 
whole (Table I.I.7).  

According to the Commission services' spring 
2009 forecast, it is the massive deterioration 
mainly on the expenditure side of the budget which 
explains the worsening of structural balances over 
the forecast horizon in most Member States. For 
the euro area, a projected rise in the expenditure 
ratio of 4.4 percentage points of GDP is forecast 
for 2009-2010.   

As to the outlook for 2009 and 2010, most change 
in composition is expected on the expenditure side. 
Collective consumption and social benefits and 
transfers are expected to considerably rise over the 
forecast horizon, which can only partly be 
explained by the operation of automatic stabilisers. 
The rest is due to discretionary measures. To a 
limited extent, the projected fiscal expansion also 
boosts growth-enhancing spending items: gross 
fixed public capital formation is projected to 
increase somewhat in both the euro area and the 
EU in 2009. However, the reduction in the share of 
interest expenditure that has contributed to a better 
allocation of available resources in past years is 
coming to a halt due to the crisis. On the revenue 
side composition effects are forecast to be small, 
mostly pertaining to a reduction in taxes on income 
and wealth. 

Overall Member States budgetary plans for 2009 
and 2010 have been compiled against a 
background of great uncertainty and exhibit many 
risks, on both the revenue and expenditure 
sides. (7) Eventually a consolidation strategy will 
need to be pursued to return to sound fiscal 
positions and ensure long-term sustainability. 

 

                                                           

(7) See Part I.3 of this report. 
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Table I.1.6: Government revenue and expenditure (% of GDP) 

2007 2008 2009 2010 2007 2008 2009 2010

BE 48.1 48.4 48.5 48.2 48.3 49.8 52.9 54.3

DE 43.9 43.7 43.5 42.3 44.2 43.9 48.2 49.0

IE 35.7 33.7 33.7 33.9 35.7 41.0 45.8 49.1

EL 40.0 39.9 40.8 40.0 43.7 44.9 45.3 45.2

ES 41.0 36.8 36.4 36.9 38.8 40.5 45.2 47.1

FR 49.7 49.6 49.4 49.9 52.3 52.7 55.6 56.4

IT 46.6 46.4 46.5 46.5 47.9 48.8 51.2 51.1

LU 41.0 43.6 44.0 42.9 37.2 40.7 44.2 45.7

NL 45.6 46.8 46.1 45.6 45.3 45.4 48.3 50.2

AT 47.9 47.6 47.0 47.3 48.5 48.6 51.6 52.1

PT 43.1 44.2 42.6 42.4 45.7 45.9 48.9 48.7

SI 42.9 41.6 41.7 41.6 42.4 43.6 47.7 48.6

FI 52.6 52.3 52.0 51.3 47.3 48.3 52.8 54.3

MT 40.4 40.7 41.1 41.2 42.6 45.3 44.4 44.8

CY 46.4 45.6 44.1 44.1 42.9 44.0 44.4 45.0

SK 32.7 32.1 32.2 32.1 34.4 34.9 38.3 39.4

EA-16 45.5 44.8 44.7 44.4 46.1 46.6 50.1 51.0

BG 41.6 41.4 40.8 40.9 41.5 37.4 39.5 39.3

CZ 41.6 40.7 40.7 41.1 42.6 42.4 45.9 47.6

DK 55.4 54.8 52.8 53.4 50.9 51.8 55.0 57.0

EE 38.2 36.5 38.2 38.4 35.5 40.9 45.0 47.3

LV 37.6 36.0 34.1 34.7 35.9 39.5 46.8 49.8

LT 33.9 33.9 34.8 36.0 34.9 37.2 39.5 42.7

HU 44.9 45.5 46.1 46.4 49.7 49.9 50.8 52.0

PL 40.0 39.6 40.2 40.3 42.1 43.1 46.1 46.8

RO 34.0 32.7 32.2 32.5 36.6 38.5 38.5 38.9

SE 56.4 55.1 53.0 52.7 52.5 53.1 56.6 57.3

UK 42.6 41.8 41.4 41.6 44.0 47.7 50.5 52.4

EU-27 45.1 44.5 44.3 44.1 45.7 46.8 50.1 51.1

Revenue Expenditure

 
Source:  Commission services. 
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 Box I.1.4: The behaviour of tax revenues and the financial crisis

Tax revenues tend to follow economic activity but can nevertheless be subject to substantial variation near 
turning points of the economic cycle. Events such as a systemic financial crisis can exacerbate these trends 
further. (1) Looking backward, the experience of Finland and Sweden shows that countries facing a severe 
financial crisis and a pronounced economic slowdown can experience large variations in tax elasticities 
ranging from a large increase (before the crisis) to a steep fall (during the crisis). Graph 1 plots the 
development of the apparent tax elasticities for Finland (2) and shows that at the outbreak of the previous 
financial crisis which lasted from 1991 to 1994, the total tax elasticity still tended to increase but then 
experienced a sharp decline after 1991 (-0.41 in 1993). (3) The tax elasticity rebounded in subsequent years 
to stabilise at levels comparable to the pre-crisis period.  

Graph 1: Long-run evolution in total tax elasticities in Finland 1980-2007 
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Source:  Commission services, Ameco.
 

Overall the cyclical component of tax revenues (and as a result also total tax revenues) dropped considerably 
in Finland and Sweden during the financial crisis after having experienced a steep increase in the years 
preceding the crisis as shown in Graph 2. The past experiences of Finland and Sweden suggest that tax 
revenues can remain relatively high when economic activity starts worsening and tax revenues are still high 
against the backdrop of past revenue windfalls. After the outbreak of the crisis, however, tax revenues may 
fall rapidly due to the fact that tax revenues may react disproportionately strongly to the deterioration of 
economic activity. This is true in particular for the most volatile components of tax revenues, such as 
corporate and property taxes.  

                                                           

(1) See European Commission (2009), 'A First Horizontal Assessment of National Recovery Programmes in response to
the European Economic Recovery Plan'. Note for the Economic and Financial Committee, ECFIN/C2/REP 50229. 

(2) No consistent data (i.e. based on ESA95) are available for Sweden for the period considered in Graph 1. 
(3) For more details on Finland's and Sweden's financial crises and the fiscal implications see Part III, in particular

Section III.4.  
(Continued on the next page) 
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Box (continued) 

 Graph 2: Cyclical component of general government revenue, % of GDP 1980-2008 
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At the current juncture similar developments seem to be occurring in a number of EU Member States, 
especially in those that are most exposed to the relatively high volatility of the aforementioned tax 
components. Indeed, high tax revenues in the EU until 2007 tended to be associated with large revenue 
windfalls which in some countries such as the UK, Spain or Ireland were closely linked to property tax 
revenues (including taxes on housing market transactions) and buoyant corporate tax revenues. 

Graph 3 provides evidence for this by reporting the apparent total tax revenues with and without the 
aforementioned items for a selected group of EU Member States comprising the countries that have 
benefited most from corporate and property tax revenues during the period 1999-2007. (1)3

 It shows that 
overall, since 2003, tax revenues stemming from corporate and property taxes had in general led to an 
increase in the overall tax revenue ratio, in some cases quite substantially so (for instance, in the UK the 
variation in the tax revenue ratio was higher by 0.8 percentage points in 2006, by +0.9 in Ireland in the same 
year, by +0.6 in France in 2006 due to the influence of corporate and property taxes, and by +0.7 in Spain in 
2005). The shortfalls associated with these tax components in the current cyclical downturn are now leading 
to a disproportionately steep fall in the tax revenue ratio. A protracted deterioration in overall economic 
activity could exacerbate this negative trend further. 

 

 

 

 

 

 

 

                                                           

(1) Recently acceded Member States are not taken into account as time series were in general much shorter.  
(Continued on the next page) 
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Box (continued) 

 Graph 3: Annual change in total tax revenues with and without property and corporate taxes in 
selected EU countries (percentage points of GDP) 
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2.1. INTRODUCTION 

The extraordinary economic downturn and the 
associated strong deterioration of budgetary 
positions has put a strain on the EU fiscal 
framework based on the Treaty requirement to 
avoid excessive deficits, as well as on the 
requirement for Member States to achieve and 
maintain their medium-term budgetary objective 
(MTO). (8) 

In 2008, the number of Member States with a 
nominal deficit above 3% of GDP increased to 
eleven, from just two in 2007 (see Table I.I.3). 
According to the Commission services' spring 
2009 forecast, in 2009 the government deficits 
would exceed the 3% of GDP threshold in the 
Treaty in nearly all Member States (the only 
exceptions being Bulgaria, Finland, Denmark, 
Luxembourg, Cyprus, Sweden and Estonia). Based 
on a no-policy change scenario, in 2010 the deficit 
would remain below 3% of GDP only in Bulgaria, 
Cyprus, Luxembourg and Finland.  

Within a context where the near-totality of the EU 
is likely to become subject to the excessive deficit 
procedure (EDP), the enforcement of the 
rules-based framework of the Treaty and Stability 
and Growth Pact (SGP) reflects the common 
interest of Member States to anchoring strategies 
for exit from short-term support and for ensuring 
the sustainability of public finances. The flexibility 
introduced by the 2005 reform of the SGP allows 

                                                           

(8) Article 104 of the Treaty lays down an excessive deficit 
procedure (EDP) where the reference values for deficits 
and debt are 3% and 60% percent of GDP respectively. 
This procedure is further specified in Council Regulation 
(EC) No 1467/97 “on speeding up and clarifying the 
implementation of the excessive deficit procedure”. The 
obligation for Member States to achieve and maintain their 
MTO is laid out and specified in Council Regulation (EC) 
No 1466/97 “on the strengthening of the surveillance of 
budgetary positions and the surveillance and coordination 
of economic policies”. These two regulations are part of 
the Stability and Growth Pact, representing its “dissuasive” 
and “preventive” arm, respectively. Relevant legal texts 
and guidelines can be found at: 
http://ec.europa.eu/economy_finance/other_pages/other_pa
ges12638_en.htm 

 Enforcement mechanisms of the EU budgetary surveillance 
framework are described in Box I.2.1 in Public Finances in 
EMU 2008. 

Member States in excessive deficit to implement 
corrective action in time frames consistent with the 
recovery of the economy, with rapid fiscal 
consolidation being called for only in cases of 
immediate sustainability risk. Furthermore, the 
reform established the possibility of revising the 
recommendations for the correction of the 
excessive deficit including an extension of the 
deadline in case of adverse economic 
developments with major unfavourable 
consequences for public finances. This possibility 
is meant to cater for budgetary outcomes falling 
short of targets on account of the deterioration of 
the underlying economic scenario.  

This section reviews the implementation of the 
excessive deficit procedure since spring 2008.  

2.2. THE EXCESSIVE DEFICIT PROCEDURE 

Proceeding in a chronological order, in July 2008, 
the Council adopted recommendations under 
Article 104(7) for the United Kingdom to correct 
its excessive deficit by the financial year 2009/10 
at the latest. (9) At the same time, the Council, 
based on a proposal by the Commission, 
considered that Poland had corrected its excessive 
deficit and therefore abrogated its decision on the 
existence of an excessive deficit in Poland in 
accordance with Article 104(12) of the Treaty. (10) 
Furthermore, the Greek authorities reported in 
October 2008, validated by Eurostat, that the 
general government deficit had breached the 3% in 
2007, contrary to the April 2008 notification, as a 
result of a statistical revision. 

The second half of 2008 saw a strong deterioration 
of budget balances across the board. A number of 
factors explain the rapid increase in general 
government deficits and debt, with the operation of 
automatic stabilisers amplified on the revenue side 
by a reversal of previous windfall, being 
supplemented by discretionary measures taken in 

                                                           

(9) In March 2008, the UK authorities notified that the United 
Kingdom's general government deficit in 2008/09 was 
planned to reach 3.2% of GDP, thus exceeding the 3% of 
GDP reference value. 

(10) Poland's general government deficit decreased to 1.9% of 
GDP in 2007, from 3.9% of GDP in 2006. 
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the context of the European Economic Recovery 
Plan (EERP; see Section I.1 for further details). 
The rise in deficits implies that a temporary 
departure from medium-term budgetary targets 
was unavoidable. At the same time, the sudden 
deterioration of economic and budgetary 
conditions proved the importance of preparing in 
good times room for manoeuvre for a downturn.  
In its Recommendations with a view to bringing an 
end to the situation of an excessive government 
deficit issued in April 2009, the Council 
highlighted the importance of achieving the MTO 
for an appropriate budgetary management of 
economic downturns.  

Following the rapid deterioration of public 
finances, France, Ireland, Latvia, Malta and Spain 
notified a breach of the reference value for the year 
2008. In February 2009 the Commission adopted 
reports under Article 104(3) for all above countries 
and for Greece. In the case of Malta, the 
Commission concluded that the conditions of 
closeness and temporariness were satisfied, which 
led to the decision that no further steps would be 
taken at that point. In April 2009, following an 
opinion of the Commission and on the basis of 
recommendations from the Commission,  the 
Council decided that an excessive deficit existed in 
France, Spain, Ireland and Greece and set 
deadlines for correction in accordance with Article 
104(6-7). Furthermore, the Council considered, in 
accordance with Article 104(8), that the United 
Kingdom had not taken effective action in 
response to the recommendations formulated under 
Article 104(7) in July 2008 and issued new 
recommendations based on Article 104(7). For 
Latvia the follow-up steps under Article 104(5-7) 
were delayed due to ongoing negotiations on 
medium-term financial assistance. 

According to data notified by the authorities in 
March 2009 and subsequently validated by 
Eurostat, the 2008 general government deficit in 
Malta was revised upward to well above the 3% of 
GDP reference value. Also Poland, Lithuania and 
Romania reported general government deficits 
exceeding 3% of GDP for 2008 in the context of 
the April 2009 notification. Accordingly, in May 
2009 the Commission adopted reports under 
Article 104(3) for all four Member States.  

In the following paragraphs, details on the 
surveillance mechanisms in the Member States 

involved in an excessive deficit procedure both 
inside and outside the euro area are discussed in 
the English alphabetical order of Member States. 

2.2.1. The surveillance mechanism in the euro 
area Member States 

France 

According to the December 2008 stability 
programme update of France, the general 
government deficit in France was planned to reach 
2.9% of GDP in 2008, 3.9% in 2009, and 2.7% in 
2010. On 6 February 2009, the French Minister of 
the Economy, Industry and Employment 
announced, in a letter addressed to the 
Commissioner of Economic and Financial Affairs, 
an upward revision of the deficit estimates to 3.2% 
of GDP in 2008, 4.4% in 2009 and 3.1% in 2010. 
Therefore, the 3% of GDP reference value would 
already have been exceeded in 2008. The debt was 
estimated to be at 68.0% of GDP in 2008, rising to 
73.9% in 2009.  The rise in the deficit is due partly 
to the measures taken in line with the EERP, as 
announced on 4 December 2008 by the French 
President. According to the French government, 
the recovery plan would raise the deficit by 0.9% 
of GDP over the next two years, with the main 
impact in 2009, but would have no long-term 
impact on the deficit.  

In its February 2009 report in accordance with 
Article 104(3) the Commission considered the 
deficit to be close to the reference value. Although 
France suffered from a sharp economic slowdown 
near the end of 2008, the deficit was not deemed to 
be caused by a severe economic downturn in the 
sense of the Treaty. The excess over the 3% 
threshold was also considered a reflection of the 
fact that, since 2002, the deficit in France has been 
high and did not leave any room for manoeuvre for 
a downturn. In spite of the Commission's policy 
advice of 28 May 2008, the necessary fiscal 
consolidation was not carried out or planned. 
Finally, the deficit was not considered temporary, 
as the Commission services' January 2009 interim 
forecast projected the general government deficit 
to reach 5.4% of GDP in 2009, to decline to 5.0% 
in 2010 as the budgetary impact of the recovery 
plan is phased out. Therefore the deficit criterion 
in the Treaty was not fulfilled. Additionally, the 
general government gross debt ratio was estimated 
in the December 2008 updated stability 
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programme at 66.7% of GDP, above the 60% of 
GDP Treaty reference value (up from 63.6% in 
2006 and 63.9% in 2007). The Commission 
therefore concluded that the debt ratio was not 
sufficiently diminishing towards the reference 
value and that the debt criterion in the Treaty was 
not fulfilled either. 

The Council decided on 27 April 2009, in 
accordance with Article 104(6), that an excessive 
deficit existed in France. It was further noted that 
the French budgetary situation was affected by a 
sharp deterioration of the economic environment 
resulting from the global financial crisis. Therefore 
special circumstances were deemed to exist in 
France, allowing a correction of the excessive 
deficit in a medium-term framework. This resulted 
in the Council issuing recommendations in 
accordance with Article 104(7), setting a deadline 
for correction by 2012 at the latest and requiring a 
strengthening of the foreseen annual average fiscal 
effort to at least 1% of GDP. Consolidation would 
start in 2010, after the implementation of stimulus 
measures taken in line with the EERP. After six 
months time (i.e., after 27 October 2009), the 
Commission will assess whether effective action 
was taken. 

Greece 

According to data notified by the Greek authorities 
in October 2008, the general government deficit 
reached 3.5% of GDP in 2007, thus exceeding the 
3% of GDP reference value. The 2007 deficit was 
revised upwards from 2.8% of GDP notified in 
April 2008. The revision, which was validated by 
Eurostat on 22 October 2008, (11) included arrears 
paid to the EU budget following the GNI revision 
and a reduction of surpluses from extra-budgetary 
funds and social security funds. The general 
government gross debt was estimated at 94.8% of 
GDP, above the 60% of GDP reference value.  

In its February 2009 report under Article 104(3) 
the Commission considered that the deficit was 
still close to the reference value, although it had 
reached the maximum deviation that could be 
considered still close to the Treaty reference value. 
However, the deficit was not deemed to be 

                                                           

(11) News Release 147/2008 of 22 October 2008 on the 
provision of data for the excessive deficit procedure. 

exceptional as it did not result from an unusual 
event or a severe economic downturn in the sense 
of the Treaty. Since the Commission services' 
January 2009 interim forecast projected the general 
government deficit net of one-offs to reach 4.4% 
of GDP (or 3.7% of GDP including one-offs) in 
2009 and 4.2% in 2010 assuming no policy 
change, the breach could not be considered 
temporary. In view of the large imbalances of the 
Greek economy and, given the lack of room for 
fiscal manoeuvre, the government did not adopt 
any short-term stimulus package in response to the 
economic slowdown, in line with the EERP. In 
consideration of the above, the Commission 
concluded that the deficit criterion in the Treaty 
was not fulfilled. Furthermore, the Commission 
considered that the debt ratio could not be seen as 
“sufficiently diminishing and approaching the 
reference value at a satisfactory pace” in the sense 
of the Treaty, implying that the debt criterion in 
the Treaty was not fulfilled either. 

The Council decided according to Article 104(6) 
on 27 April 2009 that an excessive deficit existed 
in Greece. At the same time, it addressed 
recommendations in accordance with Article 
104(7) to Greece, specifying that the deficit should 
be corrected by 2010 at the latest. Fiscal 
consolidation was deemed urgent for recovering 
competitiveness losses and addressing the existing 
external imbalances. In view of the mounting level 
of debt and the projected increase in age-related 
expenditure, the Council was of the opinion that 
the Greek authorities should improve the long-term 
sustainability of public finances by continuing the 
on-going reforms in the healthcare and pension 
system. After six months time (i.e., after 27 
October 2009), the Commission will assess 
whether effective action was taken. 

Ireland 

According to the addendum to the October 2008 
stability programme update, submitted by the Irish 
authorities on 9 January 2009, the general 
government deficit in Ireland reached 6.3% of 
GDP in 2008, thus exceeding the 3% of GDP 
reference value. Meanwhile, general government 
gross debt stood at 40.6% of GDP, below the 60% 
of GDP reference value but nearly 16 percentage 
points above the level in 2006-07, of which around 
9 percentage points was due to increased cash 
deposits. While Ireland took some measures 
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supporting the economy in line with the European 
Economic Recovery Plan, they are part of a 
broader medium-term budgetary strategy geared 
towards consolidation. 

The Commission considered in its February 2009 
report under Article 104(3) that the Irish deficit 
was not close to the reference value. However, the 
excess over the 3% of GDP reference value was 
deemed to be exceptional as it resulted from a 
severe economic downturn in the sense of the 
Treaty and the Stability and Growth Pact. The 
scale of the downturn was unexpected, with the 
end-2007 update of the stability programme 
expecting real GDP growth of +3% in 2008, while 
the Commission services’ January 2009 interim 
forecast estimated growth at -2% in 2008. The 
deficit was not considered temporary. The 
Commission services’ January 2009 interim 
forecast projected that the deficit would widen to 
11% of GDP in 2009 and worsen further to 13% of 
GDP in 2010 on a no-policy change basis. The 
January 2009 addendum to the stability 
programme targeted a deficit of 9.5% of GDP in 
2009 before falling gradually to a value below 3% 
of GDP in 2013, based however on yet to be 
specified consolidation measures. In view of the 
above, the Commission concluded that the deficit 
criterion in the Treaty was not fulfilled. 

The Council decided on 27 April 2009, in 
accordance with Article 104(6), that an excessive 
deficit existed in Ireland. Furthermore, it 
considered that special circumstances existed on 
account of the size of the required adjustment and 
the very weak economic background, allowing a 
correction of the excessive deficit in a medium-
term framework. This resulted in the Council 
setting a deadline for correction of the excessive 
deficit in 2013, in accordance with Article 104(7), 
corresponding to an average annual fiscal effort of 
at least 1½% of GDP from 2010. After six months 
time (i.e., after 27 October 2009), the Commission 
will assess whether effective action was taken. 

Malta 

According to data reported by the authorities in the 
context of the October 2008 notification, the 
general government deficit in Malta was planned 
to reach 3.3% of GDP in 2008, thus exceeding the 
3% of GDP reference value. General government 
gross debt was projected at 63.8% of GDP, above 

the 60% of GDP reference value. Subsequently, in 
the budget for 2009 presented on 3 November, and 
repeated in the December 2008 update of the 
stability programme, the planned deficit ratio for 
2008 was confirmed at 3.3% of GDP, while debt 
was projected at 62.8% of GDP. The increase of 
the deficit was partly the result of Malta's response 
to the call for stimulus measures in line with the 
EERP. 

The Commission issued a report in accordance 
with Article 104(3) in February 2009, concluding 
that the excess was close to the reference value. 
The breach of the threshold was not deemed to be 
exceptional in the sense of the Treaty, since it did 
not originate from an unusual event or a severe 
economic downturn in 2008. The Commission 
considered the deficit to be temporary, as the 
outcome for 2008 was affected by a deficit-
increasing one-off cost of 1% of GDP in 2008. 
Furthermore, the Commission services' January 
2009 interim forecast projected a fall in the deficit 
ratio from 3.5% of GDP in 2008 to 2.6% of GDP 
in 2009 (2.9% excluding further one-offs). The 
Commission concluded that the deficit criterion in 
the Treaty was not fulfilled. The debt was 
considered to be diminishing sufficiently and 
approaching the reference value at a satisfactory 
pace, suggesting that the debt criterion in the 
Treaty was fulfilled. Since the Maltese deficit 
satisfied the double condition of closeness and 
temporariness, in line with the Treaty other 
relevant factors were taken into account. On 
balance, these relevant factors were deemed 
relatively favourable, while the medium-term 
budgetary strategy remained geared towards 
making further progress with consolidation. It was 
therefore concluded that that no further steps under 
the Excessive Deficit Procedure were necessary. 

In the context of the April 2009 notification, the 
Maltese authorities reported a revised figure for 
the 2008 general government deficit of 4.7% of 
GDP. The general government gross debt ratio was 
estimated at 64.1% of GDP in 2008, above the 
60% of GDP Treaty reference value. Since the 
revised deficit figure was markedly higher than the 
previous one, the Commission considered it 
necessary to issue a new report under Article 
104(3) in May 2009 and concluded that the deficit 
could no longer be considered as close to the 
reference value. Since the Commission services' 
spring forecast projects the general government 
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balance at 3.6% in 2009 and 3.2% in 2010 under a 
no policy change assumption, the excess was also 
no longer deemed to be temporary. As in the 
previous assessment, the deficit was not seen to be 
caused by exceptional circumstances in the sense 
of the Treaty. The Commission therefore 
concluded that the deficit criterion in the Treaty 
was not fulfilled. Furthermore, based on the new 
data and the most recent Commission services’ 
forecast, the debt ratio was considered not to be 
"sufficiently diminishing and approaching the 
reference value at a satisfactory pace" in the sense 
of the Treaty and the Stability and Growth Pact 
from a medium-term perspective. This suggested 
that the debt criterion in the Treaty was not 
fulfilled either. 

Spain 

According to the January 2009 update of the 
stability programme, Spain's general government 
deficit reached 3.4% of GDP in 2008, thus 
exceeding the 3% of GDP reference value. The 
programme foresees a further deterioration to 5.8% 
of GDP in 2009 before recovering to 4.8% in 
2010. To a significant extent, the spike in 2009 is 
the result of expansionary fiscal measures adopted 
by the Spanish authorities in response to the 
economic downturn and in line with the EERP. 
Government gross debt is estimated to be 39.8% of 
GDP, rising to 47.3% in 2009 and 51.6% in 2010, 
but remaining below the 60% of GDP reference 
value. 

The Commission concluded in its February 2009 
report in accordance with Article 104(3) that the 
excess was close to the reference value. The deficit 
was not considered exceptional, since it did not 
result from an unusual event or a severe economic 
downturn in 2008 in the sense of the Treaty and 
the Stability and Growth Pact.  The excess over the 
3% of GDP reference value could not be seen as 
temporary, since the Commission services’ 
January 2009 interim forecast projected the general 
government deficit to increase to 6.2% of GDP in 
2009, before falling to 5.7% of GDP under the 
customary assumption of no policy change. In 
view of the above, the Commission concluded that 
the deficit criterion in the Treaty was not fulfilled. 

The Council decided on 27 April 2009, in 
accordance with Article 104(6), that an excessive 
deficit existed in Spain. In view of both the sharp 

economic downturn and the size of the required 
budgetary correction, special circumstances were 
deemed to exist, allowing for correction in a 
medium-term framework. The Council therefore 
addresses recommendations in accordance with 
Article 104(7) to Spain specifying a correction by 
2012 at the latest. This is to be achieved through 
an average annual fiscal effort of at least 1¼% of 
GDP, as planned in the January 2009 update of the 
stability programme, starting consolidation in 2010 
after the implementation of stimulus measures 
taken in line with the EERP. After six months time 
(i.e., after 27 October 2009), the Commission will 
assess whether effective action was taken. 

2.2.2. The surveillance mechanism in the non-
euro area Member States 

Hungary 

The spring 2004 fiscal notification of Hungary 
reported a general government deficit in 2003 of 
5.9% of GDP, well above the reference value. On 
this basis and following a recommendation by the 
Commission, the Council decided in July 2004 that 
an excessive deficit existed in Hungary. At the 
same time, the Council issued a recommendation 
under Article 104(7) recommending that the 
excessive deficit situation be corrected by 2008. In 
January 2005, following a recommendation by the 
Commission in accordance with Article 104(8), the 
Council considered that Hungary had not taken 
effective action in response to its recommendation. 
Since Hungary is a Member State with a 
derogation within the meaning of Article 122 of 
the Treaty, (12) the Council issued another 
recommendation based on Article 104(7) in March 
2005, confirming the 2008 deadline for the 
correction of the excessive deficit.  

After a substantial deterioration of the budgetary 
outlook in Hungary, the Council decided in 
November 2005, acting pursuant to Article 104(8), 
that Hungary had for the second time failed to 
comply with the recommendations under Article 
104(7). Accordingly, the Council addressed a new 
recommendation under Article 104(7) to Hungary 

                                                           

(12) Member States with a derogation are to avoid excessive 
deficits but in the event of inadequate action established 
under Article 104(8), further recommendations can be 
addressed only on the basis of Article 104(7) as Articles 
104(9) and Article 104(11) do not apply to them. 
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in October 2006, postponing the deadline for the 
correction of the excessive deficit to 2009.  

In the April 2009 EDP notification Hungary 
reported a deficit of 3.4% of GDP for 2008, almost 
1 percentage point lower than the target 
recommended by the Council, with the additional 
improvement mostly due to expenditure savings 
and measures addressing tax evasion. This 
corresponds to a structural improvement of 1 
percentage point. The expectation of a better than 
targeted overall performance in the period 2007-
2008 was also expressed in the fourth progress 
report submitted by the Hungarian authorities in 
November 2008, which foresaw a deficit target of 
2.6% of GDP in 2009, in line with the 
considerably revised 2009 budget, which was 
adopted by Parliament on 17 December 2008. 
While the Hungarian budgetary policy remains 
aimed at correcting imbalances, leaving no room 
for expansionary measures, the 2009 deficit target 
was revised upward due to the worsened growth 
outlook. 

Latvia 

According to the convergence programme update 
submitted by the Latvian authorities on 14 January 
2009, the general government deficit in Latvia was 
estimated to have reached 3.5% of GDP in 2008 
and was expected to deteriorate further to 5.3% in 
2009. The debt stood at 19.4% of GDP in 2008, 
projected to rise to 32.4% in 2009. From 2009, in 
line with the EERP and with the authorities' 
economic stabilisation plan adopted in December 
2008 in response to the international financial 
assistance, Latvia has aimed its budgetary policy 
more clearly at correcting the existing external and 
internal imbalances. 

In February 2009, the Commission deemed, in its 
report under Article 104(3), that the deficit was 
close to the reference value. The excess was 
considered to be exceptional, resulting from a 
severe economic downturn in the sense of the 
Treaty and the Stability and Growth Pact. 
According to the Commission services’ January 
2009 interim forecast, real GDP growth in Latvia 
was projected to be strongly negative in the years 
2008 and 2009 (-2.3% and -6.9% respectively). 
The deficit was not considered temporary, as the 
January 2009 interim forecast projected that the 
deficit would widen to 6.3% of GDP in 2009 and 

worsen further to 7.4% of GDP in 2010 on a no-
policy change basis. The Commission therefore 
concluded that the deficit criterion in the Treaty 
was not fulfilled. The follow-up steps under 
Article 104(5-7) have been delayed to reflect the 
outcome of the negotiations in the framework of 
the medium-term financial assistance.  

Lithuania 

In the April 2009 notification the Lithuanian 
authorities estimated the general government 
deficit to have reached 3.2% of GDP in 2008, thus 
exceeding the 3% of GDP threshold, while 
planning a deficit of 2.9% in 2009. The debt ratio 
was reported to be at 15.6% of GDP in 2008 and 
was projected at 22.2% in 2009. From 2009 
onwards, in line with the EERP, Lithuania, which 
is facing significant external and internal 
imbalances, has adopted a budgetary policy which 
clearly aims at correcting such imbalances. 

The Commission adopted a report under Article 
104(3) in May 2009. In this report, the deficit was 
considered to be close to the reference value. The 
excess over the reference value was not deemed to 
be exceptional in the sense of the Treaty and the 
Stability and Growth Pact in 2008. Since the 
Commission services' spring forecast projects the 
deficit to rise to 5.3% of GDP in 2009 and further 
to 8.0% in 2010 on a no policy change basis, the 
deficit was not considered temporary. The 
Commission concluded that the deficit criterion in 
the Treaty was not fulfilled.  

Poland 

According to the April 2009 EDP notification 
submitted by the Polish authorities, the general 
government deficit reached 3.9% of GDP in 2008, 
thus exceeding the 3% of GDP reference value, 
while a deficit of 4.6% was planned for 2009. The 
debt ratio was estimated at 47.1% of GDP in 2008 
and projected to rise to 51.0% in 2009. The rise in 
the deficit in 2009 is partly due to expansionary 
measures taken in line with the EERP. 

In May 2009, the Commission prepared a report 
under Article 104(3). In this report, the deficit was 
not considered to be close to the reference value. 
The excess over the reference value was also not 
deemed to be exceptional in the sense of the Treaty 
and the Stability and Growth Pact in 2008. Since 
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the Commission services' spring forecast projects 
the deficit to rise to 6.6% of GDP in 2009 and 
further to 7.3% in 2010 on a no policy change 
basis, the deficit was not considered temporary. 
The Commission therefore concluded that the 
deficit criterion in the Treaty was not fulfilled.  

Romania 

In the April 2009 notification the Romanian 
authorities reported a deficit of 5.4% of GDP for 
2008, breaching the 3% of GDP reference value. A 
slight improvement to 5.1% of GDP was foreseen 
for 2009. The general government debt ratio was 
reported to be at 13.6% of GDP in 2008 and was 
projected at 17.9% in 2009. From 2009, in line 
with the EERP and with the authorities' request for 
medium-term financial assistance, Romania has 
geared its budgetary policy more clearly towards 
correcting the existing external and internal 
imbalances. 

The Commission prepared a report under Article 
104(3) in May 2009. In this report, the 
Commission concluded that the deficit could not 
be considered close to the reference value. 
Furthermore, the excess was not deemed to be due 
to special circumstances in the sense of the Treaty 
and the Stability and Growth Pact in 2008. The 
deficit was not considered temporary, since the 
Commission services' spring forecast projects the 
deficit to be at 5.1% of GDP in 2009 at 5.6% in 
2010, assuming no policy change. The 
Commission concluded that the deficit criterion in 
the Treaty was not fulfilled.  

United Kingdom 

According to the data notified by the UK 
authorities in March 2008, the general government 
deficit in the financial year 2008/09 was expected 
to reach 3.2% of GDP (3.3% according to the 
Commission services’ spring 2008 forecast) and 
further deficit-increasing measures were 
announced by the government in May 2008. The 
general government gross debt was projected to 
remain below the 60% of GDP threshold, although 
on a rising trend.  

In the light of this, on 11 June 2008 the 
Commission adopted a report under Article 104(3) 
of the Treaty on the public finance situation in the 
United Kingdom, thereby initiating the excessive 

deficit procedure vis-à-vis the UK. The 
Commission concluded that the planned 
government deficit remained close to the reference 
value but that the excess over the reference value 
could not be qualified as exceptional within the 
meaning of the Treaty and the Stability and 
Growth Pact. The excess could not be seen as 
temporary, since the Commission services' spring 
2008 forecast projected a general government 
deficit of 3.3% of GDP in 2009/10 in the absence 
of new discretionary deficit-reducing measures. 
This implied that the deficit criterion in the Treaty 
was not fulfilled 

In July 2008, the Council decided according to 
Article 104(6) that an excessive deficit existed in 
the United Kingdom. The consideration of relevant 
factors did not suggest the presence of special 
circumstances warranting a departure from the 
standard deadline for correcting the deficit.  
Accordingly, the Council decided pursuant to 
Article 104(7) that the headline deficit should be 
brought below the 3 % of GDP reference at the 
latest by financial year 2009/10, corresponding to a 
structural improvement of at least 0,5 % of GDP in 
2009/10.  

From the second half of 2008 onwards, the UK has 
been heavily affected by the unfolding financial 
and economic crisis, which has led to a sharp 
deterioration in the general government balance. 
Furthermore, the UK undertook discretionary 
fiscal stimulus measures in line with the European 
Economic Recovery Plan (EERP) as agreed by the 
European Council on 11-12 December 2008, 
affecting the general government balance in the 
financial years 2008/09 and 2009/10. In the April 
2009 EDP notification, the United Kingdom 
reported a deficit of 5.5% of GDP for the financial 
year 2008/09. The 2009 budget, which was 
presented on 22 April 2009, revised the deficit 
estimate for 2008/09 to 7.2% of GDP. For the 
subsequent years, the Commission services' spring 
forecast foresees a further deterioration to a deficit 
of 13.0% for 2009/10 and 12.8% for 2010/11. The 
government debt ratio is forecast to increase from 
55.3% for 2008/09 to 83.3% for 2010/11. 

On 27 April 2009, the Council considered in 
accordance with Article 104(8) that the UK 
authorities had not taken effective action in 
response to the July 2008 Council 
recommendations and the Council issued new 
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recommendations in accordance with Article 
104(7). (13) In light of the progressively acute 
deterioration in economic conditions and prospects 
the Council decided that special circumstances 
exist in the case of the UK, allowing correction 
over the medium term. Therefore, the Council set a 
new deadline for correction of the excessive deficit 
by the financial year 2013/14, strengthening the 
foreseen average annual fiscal effort to clearly 
beyond 1% of GDP, to begin after the planned 
stimulus measures in 2009. After six months time 
(i.e., after 27 October 2009), the Commission will 
assess whether effective action was taken. 

 

 

 

 

 

 

 

 

 

                                                           

(13) Pursuant to point 5 of the Protocol on certain provisions 
relating to the United Kingdom of Great Britain and 
Northern Ireland, the obligation in Article 104(1) of the 
Treaty to avoid excessive general government deficits does 
not apply to the United Kingdom unless it moves to the 
third stage of economic and monetary union. While in the 
second stage of economic and monetary union, the United 
Kingdom is required to endeavour to avoid excessive 
deficits, pursuant to Article 116(4) of the Treaty. 

 

 

 

 

 

 

 

Table I.2.1: Overview EDP steps - Euro area Member States 

Article of 
the Treaty

FR EL IE MT ES
Starting phase

Commission adopts EDP-report = start of the procedure 104.3 18.2.2009 18.2.2009 18.2.2009 13.5.2009 18.2.2009
Economic and Financial Committee adopts opinion 104.4 27.2.2009 27.2.2009 27.2.2009 29.5.2009 27.2.2009
Commission adopts:
     -opinion on existence of excessive deficit 104.5 24.3.2009 24.3.2009 24.3.2009 24.3.2009
     -recommendation for Council decision on existence of excessive deficit 104.6 24.3.2009 24.3.2009 24.3.2009 24.3.2009
     -recommendation for Council recommendation to end this situation 104.7 24.3.2009 24.3.2009 24.3.2009 24.3.2009
Council adopts:
     -decision on existence of excessive deficit 104.6 27.4.2009 27.4.2009 27.4.2009 27.4.2009
     -recommendation to end this situation 104.7 27.4.2009 27.4.2009 27.4.2009 27.4.2009
            -deadline for taking effective action 27.10.2009 27.10.2009 27.10.2009 27.10.2009
            -deadline for correction of excessive deficit 2012 2010 2013 2012

CountrySteps in EDP procedure

 
Source:  Commission services. 
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Table I.2.2: Overview EDP steps - Non-euro area Member States 

Article of 
the Treaty

HU LV LT PL RO UK
Starting phase

Commission adopts EDP-report = start of the procedure 104.3 12.5.2004 18.2.2009 13.5.2009 13.5.2009 13.5.2009 11.6.2008
Economic and Financial Committee adopts opinion 104.4 24.5.2004 27.2.2009 29.5.2009 29.5.2009 29.5.2009 25.6.2008
Commission adopts:
     -opinion on existence of excessive deficit 104.5 24.6.2004 2.7.2008
     -recommendation for Council decision on existence of excessive deficit 104.6 24.6.2004 2.7.2008
     -recommendation for Council recommendation to end this situation 104.7 24.6.2004 2.7.2008
Council adopts:
     -decision on existence of excessive deficit 104.6 5.7.2004 8.7.2008
     -recommendation to end this situation 104.7 5.7.2004 8.7.2008
          -deadline for taking effective action 5.11.2004 8.1.2009
          -deadline for correction of excessive deficit 2008 financial yr 

2009/10
Follow-up of the article 104.7 Council recommendation

Commission adopts communication on action taken
Council adopts conclusions thereon
Commission adopts recommendations for Council decision establishing 
inadequate action

104.8 22.12.2004 24.3.2009

Council adopts decision establishing inadequate action 104.8 18.1.2005 27.4.2009
Commission adopts recommendation for new Council recommendation to end 
excessive deficit situation

104.7 16.2.2005 24.3.2009

Council adopts new recommendation to end excessive deficit situation 104.7 8.3.2005 27.4.2009
     -deadline for taking effective action 8.7.2005 27.10.2009
     -new deadline for correction of the excessive deficit 2008 financial yr 

2013/14
Follow-up of the NEW article 104.7 Council recommendation

Commission adopts communication on action taken 13.7.2005
Council adopts conclusions thereon
Commission adopts recommendations for Council decision establishing 
inadequate action

104.8 20.10.2005

Council adopts decision establishing inadequate action 104.8 8.11.2005
Commission adopts recommendation for new Council recommendation to end 
excessive deficit situation

104.7 26.9.2006

Council adopts new recommendation to end excessive deficit situation 104.7 10.10.2006
     -deadline for taking effective action 10.4.2007
     -progress report submitted 26.4.2007
     -new deadline for correction of the excessive deficit 2009

Follow-up of the NEW article 104.7 Council recommendation
Commission adopts communication on action taken 13.6.2007
Council adopts conclusions thereon 10.7.2007

CountrySteps in EDP procedure

 
Source: Commission services. 
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Public goods  Goods and services that are 
consumed jointly by several economic agents and 
for which there is no effective pricing mechanism 
that would allow private provision through the 
market. 

Public investment  The component of total public 
expenditure through which governments increase 
and improve the stock of capital employed in the 
production of the goods and services they provide. 

Public-private partnerships (PPP)  Agreements 
that transfer investment projects to the private 
sector that traditionally have been executed or 
financed by the public sector. To qualify as a PPP, 
the project should concern a public function, 
involve the general government as the principal 
purchaser, be financed from non-public sources 
and engage a corporation outside the general 
government as the principal operator that provides 
significant inputs in the design and conception of 
the project and bears a relevant amount of the risk. 

Quality of public finances  Comprises all 
arrangements and operations of fiscal policy that 
support the macroeconomic goals of fiscal policy, 
in particular economic growth. 

Quasi-fiscal activities  Activities promoting 
public policy goals carried out by non-government 
units. 

QUEST  The macroeconomic model of the EU 
Member States plus the US and Japan developed 
by the Directorate-General for Economic and 
Financial Affairs of the European Commission. 

Recently acceded Member States  Countries that 
became members of the EU in May 2004 and 
include Cyprus, the Czech Republic, Estonia, 
Hungary, Latvia, Lithuania, Malta, Poland, 
Slovakia and Slovenia. Two additional countries, 
Romania and Bulgaria joined in January 2007. 

Ricardian equivalence  Under fairly restrictive 
theoretical assumptions on the consumer’s 
behaviour (inter alia infinite horizon for decision 
making), the impact of fiscal policy does not 
depend on whether it is financed by tax increases 
or by a widening deficit. The basic reasoning 
behind this statement dates back to Ricardo and 
was revisited by Robert Barro in the 1970s. 

Securitisation  Borrowing (issuing of bonds) with 
the intention of paying interest and capital out of 
the proceeds derived from assets (use or sale of) or 
from future revenue flows. 

Sensitivity analysis  An econometric or statistical 
simulation designed to test the robustness of an 
estimated economic relationship or projection, 
given various changes in the underlying 
assumptions. 

Significant divergence  A sizeable excess of the 
budget balance over the targets laid out in the 
stability or convergence programmes, that triggers 
the Early warning procedure of the Stability and 
Growth Pact. 

Size of the public sector  Typically measured as 
the ratio of public expenditure to nominal GDP. 

‘Snow-ball’ effect  The self-reinforcing effect of 
public debt accumulation or decumulation arising 
from a positive or negative differential between the 
interest rate paid on public debt and the growth 
rate of the national economy. See also government 
budget constraint. 

Social security contributions (SSC)  Mandatory 
contributions paid by employers and employees to 
a social insurance scheme to cover for pension, 
health care and other welfare provisions. 

Sovereign bond spread  The difference between 
risk premiums imposed by financial markets on 
sovereign bonds for different states. Higher risk 
premiums can largely stem from (i) the debt 
service ratio, also reflecting the countries' ability to 
raise their taxes for a given level of GDP, (ii) the 
fiscal track record, (iii) expected future deficits, 
and (iv) the degree of risk aversion. 

Stability and Growth Pact (SGP)  Approved in 
1997 and reformed in 2005, the SGP clarifies the 
provisions of the Maastricht Treaty regarding the 
surveillance of Member State budgetary policies 
and the monitoring of budget deficits during the 
third phase of EMU. The SGP consists of two 
Council Regulations setting out legally binding 
provisions to be followed by the European 
Institutions and the Member States and two 
Resolutions of the European Council in 
Amsterdam (June 1997). See also Excessive 
Deficit Procedure. 
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Stability programmes  Medium-term budgetary 
strategies presented by those Member States that 
have already adopted the euro. They are updated 
annually, according to the provisions of the 
Stability and Growth Pact. See also Convergence 
programmes. 

Stock-flow adjustment  The stock-flow 
adjustment (also known as the debt-deficit 
adjustment) ensures consistency between the net 
borrowing (flow) and the variation in the stock of 
gross debt. It includes the accumulation of 
financial assets, changes in the value of debt 
denominated in foreign currency, and remaining 
statistical adjustments. 

Structural budget balance  The actual budget 
balance net of the cyclical component and one-off 
and other temporary measures. The structural 
balance gives a measure of the underlying trend in 
the budget balance. See also primary structural 
budget balance. 

Sustainability  A combination of budget deficits 
and debt that ensure that the latter does not grow 
without bound. While conceptually intuitive, an 
agreed operational definition of sustainability has 
proven difficult to achieve. 

Tax elasticity A parameter measuring the relative 
change in tax revenues with respect to a relative 
change in GDP. The tax elasticity is an input to the 
budgetary sensitivity. 

Tax gaps  Measure used in the assessment of the 
sustainability of public finances. They measure the 
difference between the current tax ratio and the 
constant tax ratio over a given projection period to 
achieve a predetermined level of debt at the end of 
that projection period. 

Tax smoothing  The idea that tax rates should be 
kept stable in order to minimise the distortionary 
effects of taxation, while leaving it for the 
automatic stabilisers to smooth the economic 
cycle. It is also referred to as neutral discretionary 
fiscal policy. See also cyclical component of fiscal 
policy. 

Tax wedge  The deviation from equilibrium 
price/quantity as a result of a taxation, which 
results in consumers paying more, and suppliers 
receiving less. When referring to labour tax wedge 

more specifically, the tax wedge is usually 
regarded as the difference between the difference 
between the salary costs of an average worker to 
their employer and the amount of net income that 
the worker receives in return, the difference being 
represented by taxes including personal income 
taxes and compulsory social security contributions. 

Total factor productivity  Represents the share of 
total output not explained by the level of inputs 
(labour, capital or primary product). It is generally 
considered as a measure of overall productive 
efficiency. 

UMTS  Third generation of technical support for 
mobile phone communications. Sale of UMTS 
licences gave rise to sizeable one-off receipts in 
2001. 

Welfare state  Range of policies designed to 
provide insurance against unemployment, sickness 
and risks associated with old age. 
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European Union 

European Commission ec.europa.eu 

Directorate-General for Economic and 
Financial Affairs 

ec.europa.eu/economy_finance/index_en.htm 

Eurostat  epp.eurostat.ec.europa.eu 

European Council consilium.europa.eu 

European Parliament www.europarl.europa.eu 

 

Economics and Finance Ministries 

Belgium  www.treasury.fgov.be/interthes Ministère des Finances - 
Ministerie van Financen 

Bulgaria www.minfin.bg Ministry of Finance 

Czech Republic www.mfcr.cz Ministry of Finance 

Denmark www.fm.dk Ministry of Finance 

Germany www.bundesfinanzministerium.de Bundesministerium der Finanzen 

Estonia www.fin.ee Ministry of Finance 

Ireland www.irlgov.ie/finance Department of Finance 

Greece www.mnec.gr/en/  Ministry of Economy and Finance 

Spain www.mineco.es/ Ministerio de Economía y 
Hacienda 

France www.finances.gouv.fr Ministère Économie, Finances et 
l'Industrie 

Italy www.tesoro.it Ministero dell’Economia e delle 
Finanze 

Cyprus www.mof.gov.cy Ministry of Finance 

Latvia www.fm.gov.lv Ministry of Finance 

Lithuania www.finmin.lt Ministry of Finance 

Luxembourg www.etat.lu/FI Ministère des Finances 
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Hungary www.p-m.hu Ministry of Finance 

Malta finance.gov.mt Ministry of Finance and Economic 
Affairs 

Netherlands www.minfin.nl Ministerie van Financien 

Austria www.bmf.gv.at Bundesministerium für Finanzen 

Poland www.mofnet.gov.pl Ministry of Finance 

Portugal www.min-financas.pt Ministério das Finanças 

Romania www.mfinante.ro Ministry of Finance 

Slovenia  www.gov.si/mf Ministry of Finance 

Slovak Republic www.finance.gov.sk Ministry of Finance 

Finland www.vn.fi/vm Ministry of Finance 

Sweden finans.regeringen.se Finansdepartementet 

United Kingdom  www.hm-treasury.gov.uk Her Majesty's Treasury 

 

Central Banks 

European Union www.ecb.int European Central Bank 

Belgium  www.nbb.be Banque Nationale de Belgique / 
Nationale Bank van België 

Bulgaria www.bnb.bg Bulgarian National Bank 

Czech Republic www.cnb.cz Czech National Bank 

Denmark www.nationalbanken.dk Danmarks Nationalbank 

Germany www.bundesbank.de Deutsche Bundesbank 

Estonia www.eestipank.info Eesti Pank 

Ireland www.centralbank.ie Central Bank of Ireland 

Greece www.bankofgreece.gr Bank of Greece 

Spain www.bde.es Banco de España 

France  www.banque-france.fr Banque de France 
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Italy www.bancaditalia.it Banca d'Italia 

Cyprus www.centralbank.gov.cy  Central Bank of Cyprus 

Latvia www.bank.lv Bank of Latvia 

Lithuania www.lb.lt Lietuvos Bankas 

Luxembourg www.bcl.lu Banque Centrale du Luxembourg 

Hungary www.mnb.hu National Bank of Hungary 

Malta www.centralbankmalta.com Central Bank of Malta 

Netherlands www.dnb.nl De Nederlandsche Bank 

Austria www.oenb.at Oestereichische  Nationalbank 

Poland www.nbp.pl Narodowy Bank Polski 

Portugal www.bportugal.pt Banco de Portugal 

Romania www.bnro.ro National Bank of Romania 

Slovenia  www.bsi.si Bank of Slovenia 

Slovak Republic www.nbs.sk National Bank of Slovakia 

Finland www.bof.fi Suomen Pankki 

Sweden www.riksbank.com Sveriges Riksbank 

United Kingdom www.bankofengland.co.uk Bank of England 

 

 

EU fiscal surveillance framework 

Stability and Growth Pact: 

ec.europa.eu/economy_finance/sg_pact_fiscal_policy/index_en.htm?cs_mid=570 

Excessive deficit procedure: 

ec.europa.eu/economy_finance/sg_pact_fiscal_policy/fiscal_policy554_en.htm 

Early warning mechanism: 

http://ec.europa.eu/economy_finance/sg_pact_fiscal_policy/fiscal_policy1075_en.htm 

Stability and convergence programmes: 
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ec.europa.eu/economy_finance/sg_pact_fiscal_policy/fiscal_policy528_en.htm 

Sustainability of public finances: 

http://ec.europa.eu/economy_finance/sg_pact_fiscal_policy/fiscal_policy546_en.htm  

Quality of public finances 

http://ec.europa.eu/economy_finance/publications/publication_summary12186_en.htm  

http://ec.europa.eu/economy_finance/epc/epc_publications_en.htm#Quality%20of%20public%20finances 

Lisbon Strategy for Growth and Jobs 

http://ec.europa.eu/growthandjobs/index_en.htm 

 



 

 

 




