
I. Special topics on the euro-area economy 
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1. The Stability Programmes in euro-area Member States  

A key element of integrated policy surveillance in the newly-established European Semester are Member States' 
Stability Programmes, which lay out their planned fiscal developments until 2014. The programmes show a 
significant, frontloaded and mainly expenditure-based consolidation carried out in a realistic scenario of a 
supportive macroeconomic environment. The projected average annual improvement in the structural deficit is 
well above ½ pp of GDP and the debt path is projected to be reversed by 2012. However, although 
consolidation is underway, further efforts will be needed to address the debt challenge. To achieve the 2012 
public balance targets set out in the Stability Programmes, euro-area Member States still have to specify 
additional policy measures, accounting for around ½% of GDP. Furthermore, beyond 2014, additional policy 
measures will be needed to address the costs of population ageing.  

Member States' Stability Programmes foresee 
significant consolidation 

The broad picture of the fiscal developments until 
2014, as projected by euro-area Member States in 
their Stability Programmes (SPs), is one of a 
significant consolidation carried out in a 
supportive macroeconomic environment but of a 
debt challenge still to be addressed. 

Between 2007 and 2009 public finances across the 
euro area were markedly hit by a set of factors 
including the working of automatic stabilisers, 
discretionary measures and a fall in revenues due 
to the burst of housing/credit bubbles in some 
countries. This was followed by a second phase in 
2010 during which the fiscal stance was broadly 
neutral as many Member States continued to 
support their economies with discretionary 
measures while others began a partial withdrawal 
of the stimulus. A phase of consolidation has 
begun in 2011 with a projected significant 
tightening of the fiscal stance. (1) According to 
the Stability Programmes submitted by euro-area 
Member States, the general government deficit is 
projected to shrink from 5.9% of GDP in 2010 to 
1.3% of GDP in 2014 (see Graph 1.1). This 
tightening is projected to take place in line with 
the gradual closure of the output gap by 2014: the 
cyclical improvement of the public balance is thus 
projected to account for 1¾ pp, while the 
structural element accounts for just under 3 pp. 
The government debt path is projected to be 
reversed by 2012 but the decline would occur at a 
very slow pace. Looking beyond the programmes' 
horizon, closing the deficit does not in itself, 

 
(1) For 2011, the Commission forecasts and the Stability 

Programmes projections of the general government deficit are 
equal (4.3% of GDP). This is, however, not the case for 2012, 
as discussed later in this section. 

address the debt problem adequately as the ageing 
issue remains.  

Graph 1.1: Output gap, government debt and 
deficit in SPs, euro area (% of GDP) 
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Source: Commission services, SPs. 

Member States' fiscal projections are based on 
realistic growth assumptions 

Euro-area Member States base their fiscal 
projections for 2011 and 2012 on realistic growth 
assumptions. The Stability Programmes project 
growth to be 1.7% and 1.9% for 2011 and 2012 
respectively. These figures are in line with the 
Commission Spring forecast for 2011 and also 
very close for 2012. The SPs posit a slightly 
stronger cyclical recovery than in the Commission 
forecasts with a slightly faster closure of the 
output gaps (see Graph 1.2). 

In order to generate growth during a time of fiscal 
consolidation, the private and/or the external 
sector must fill the shortfall arising from the 
restraint in the public sector. Graph 1.3 shows that 
all Member States except Malta are showing a 
combination of a tightening in general 
government alongside an expansion in the private 
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sector. (2) In most cases, the private-sector 
expansion is smaller than the contraction in the 
public sector, meaning that an increase in the net 
external position is expected. An improvement in 
the external sector is set to play a significant role 
in Malta, Cyprus, the Netherlands and Slovakia.  

Graph 1.2: GDP growth, potential GDP growth 
and output gap projections, euro area (in %) 
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Source: Commission services, SPs. 

 

For Finland, France and Estonia, the increase in 
demand from the private sector is projected to 
more than make up for the expected decrease in 
the public sector. As a result, these countries are 
projecting a decreasing current account.  

Graph 1.3: Sectoral net lending and relative 
ULC changes (2010–2014), % GDP 
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(1) A position above the dotted 45 degree line signifies that 
increased net lending in the public sector more than offset falls in 
private sector net lending, thus resulting in lower net lending vis-
à-vis the rest of the world.  
Source: Commission services, SPs. 

                                                        
(2) Greece and Portugal have not submitted their Stability 

Programmes and are not included in the analysis. However, 
the euro area average includes figures for Greece and 
Portugal as set out in their economic adjustment programmes 

Consolidation is now underway in the euro 
area as a whole 

Virtually all Member States are anticipating 
consolidation in 2011 and, on average, the plans 
are for significant and frontloaded consolidations. 
With the return of economic growth in 2010 and 
its gradually broadening in 2011 and 2012, the 
consolidation is now underway in the euro area as 
a whole. Graph 1.4 shows Member States' 
planned changes in government deficits over the 
2010–2014 horizon as set out in the SPs. It shows 
that, on aggregate, the euro area is projected to 
improve its fiscal positions every year between 
2010 and 2014. The general government deficit is 
planned to fall from 5.9% of GDP in 2010, to 
4.3% in 2011, 3.1% in 2012, 2.1% in 2013 and 
1.3% in 2014.  

There are, however, variations at Member States 
level in this time profile of improvements. For 
some countries such as Italy, Belgium, 
Luxembourg and Estonia, the adjustment is back-
loaded – although in some cases only to a limited 
extent – in the sense that the decrease in both the 
general government deficit and the structural 
deficit is projected to be higher during the second 
half of the timeframe of the programmes (2013–
2014) than during the first half (2011–2012). 

Graph 1.4: Planned changes in government 
deficits over 2010–2014 in the SPs (in pp of GDP)
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A significant tightening of the fiscal stance is 
projected in 2010-2014 in most euro-area Member 
States' SPs. The structural balance is projected to 
improve by 2¾% of GDP whereas the output gap 
improves by around 3% of potential GDP (see 
Graph 1.5). The tightening is particularly strong in 
Spain and Ireland, two countries aiming to ease 
investors' concerns. Conversely, Luxembourg and 
Finland stand out from other euro-area countries 
due to their planned structural loosening.  
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Graph 1.5: Change in the structural balance 
and in the output gap, euro area  
(2010-2014, % of potential GDP) 
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Source: Commission Services, SPs. 

But further measures will be needed to achieve 
the 2012 targets set out in the SPs 

Overall, both the SPs projections and the 
Commission forecasts show a considerable 
reduction in the general government deficit. 
However, for 2012 the SPs deficits are targeted to 
be some 0.4 pp of GDP lower than projected in 
the Commission services' Spring 2011 forecast, 
while debt is projected to be around 1 pp of GDP 
lower. For the euro area, the Commission is 
forecasting a deficit of 3.5% of GDP, while the 
SPs show an expected deficit of 3.1% of GDP. 
The better deficit figures in the SPs partly stem 
from slightly stronger growth forecasts by 
Member States, but are mainly the result of 
additional policy measures included in the SPs but 
not yet specified in sufficient detail ('2012 policy 
gap'). This can be seen in Graph 1.6 which breaks 
down the differences in the deficit projections 
between the Commission forecasts and the SPs in 
3 components: the '2011 base effect' (3), the '2012 
growth gap' (4) and the '2012 policy gap' (5).  

All Member States except Austria, Germany, 
Luxembourg, and Finland are targeting lower 
deficits than the Commission projections for 
2012. In the case of Slovenia and Belgium, the 
SPs project deficits that are over 1 pp lower than 
the Commission's, while Cyprus's SP projects 
deficits more than 2 pp lower. The fact that these 
                                                        
(3) Stems from differences in the growth assumptions for 2011 

and/or from differences in assessing the impact of the 2011 
consolidation measures. 

(4) This effect reflects the difference in the growth assumptions 
in 2012 and is calculated using the standard semi-elasticities 
to estimate the impact of growth on the deficit. 

(5) This effect stems from the difference in the quantification of 
the consolidation measures to be taken for 2012 as the 
Commission forecasts are undertaken on an unchanged policy 
basis, meaning that only measures already specified and 
decided upon are taken into account. 

differences are mainly driven by the policy effect 
shows that Member States will only meet the 
forecasts set out in their SPs if they introduce all 
the measures outlined in their programmes. This 
represents a risk factor as it is unclear how easy it 
will be to introduce these additional policy 
measures. The policy gap is near or above 1pp of 
GDP in the case of Slovenia, Cyprus and 
Belgium, precisely the countries for which SCPs 
and the Commission forecasts differ by at least 
1 pp regarding the deficit for 2012. 

Graph 1.6: General government deficit for 
2012: decomposition of the gap between the SP 

projections and the Commission forecasts  
(in pp of GDP) 
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The projected average structural adjustment is 
mainly expenditure-based and annually well 
above 0.5 pp of GDP 

Graph 1.7 shows the SPs' planned changes in both 
the public expenditure and revenue ratio between 
2010 and 2014, as well as the level of these ratios 
in 2010. Overall, in the euro area, the 
consolidation is due to be primarily expenditure 
based. While revenues are due to increase by 
0.5 pp of GDP between 2010 and 2014, 
expenditures are set to shrink by 3.6 pp. The 
Graph further shows that the overall picture of an 
expenditure-based consolidation holds true for the 
vast majority of Member States. However, a 
number of countries are cutting revenues 
alongside expenditure. For these countries, greater 
cuts in expenditure will be necessary in order to 
ensure that deficits return durably below the 3% 
ceiling specified by the Stability and Growth Pact. 

In the cases of France and (to some extent) 
Belgium, it should be noted that the consolidation 
effort is in part relying on increases in the revenue 
ratio despite the fact that these countries have 
among the highest tax burdens in the euro area. 
Conversely, despite a low starting level, the tax 
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ratio is projected to decrease significantly in 
Slovakia, Estonia and Slovenia (6), adding to the 
expenditure cuts that are needed to eliminate the 
deficit. As most of these countries have low 
starting levels of expenditure, there is an added 
risk that it may prove difficult to realise the 
projected expenditure – and thus deficit – cuts. 

is set to fall over the coming decades and the cost 
of providing services for the aged is set to 
increase. In 2060, euro-area age related 
expenditures are expected to be higher than in 
2010 by 6.3 pp of GDP. 

The SPs are ambitious in their plans for the years 
until 2014, but these plans are not going to be the 
end of the effort. In order for debt to fall below 
the 60% of GDP threshold by 2030, yearly 
additional structural improvements of more than 
0.2 pp of GDP would be required from 2015 until 
2020, on average. This assumes that the structural 
primary balance (in % GDP) is kept constant at 
the end-of-programme levels in the SPs, reflecting 
planned changes in fiscal policies as reported in 
the SPs. For some countries, (Ireland, Austria, 
Slovenia and Finland) significantly higher efforts 
will be required. 

Graph 1.7: Planned changes in revenue and 
expenditure over 2010–2014 (pp of GDP) 
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Source: Commission services, SPs. 

Graph 1.8: Cumulated budgetary effort 
required until 2020 to reach a debt level of 60% 

of GDP by 2030 (pp of GDP) 
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The structural average annual increase between 
2010 and 2014 is well above 0.5 pp. of GDP. An 
improvement of 1 pp. of GDP is pencilled in 
between 2010 and 2011, ¾ pp. between 2011 and 
2012, followed by improvements of ½ pp. While 
countries are moving towards their Medium Term 
Objectives, very few of them are set to achieve 
them by 2014. Only Germany, Italy and Estonia 
are projecting to reach them. 

Consolidation is critical to reverse the debt 
path but also to contain the effects of ageing 

By contrast, the slightly more cautious "2012 
scenario" holds the structural primary balance 
ratio constant at the 2012 level estimated in the 
Commission's Spring 2011 forecasts (reflecting 
the "unchanged policy" assumption). In this 
scenario, the cumulated consolidation effort for 
the euro area is of 4.5 pp of GDP, i.e. just under ½ 
of a percentage point per annum from 2013 until 
2020. 

Consolidation is necessary to overturn the 
additional fiscal pressures brought about by the 
crisis but the long-term pressures caused by an 
ageing population remain. Over the medium and 
long-term, additional policy measures will be 
needed to address the increases in debt that 
population ageing will cause. For example, 
population ageing means that the potential growth  

  

  

  

                                                        
(6) For some of these countries the shrinking tax ratio is mainly 

driven by decelerating EU structural funds absorption over 
the period. Since EU structural funds are deficit-neutral, this 
is mirrored by a decrease of the expenditure ratio. 




