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A Policy Mix for the Euro Area

T
he recovery appears well underway in the United 
States and the United Kingdom. The euro area on 
the other hand is struggling to pick up, yet has 

been hit by no specifi c shock since 2012. What is the 
responsibility of the Eurozone’s macroeconomic policies 
and what is that of Member States’ more structural 
problems? The purpose of this Note is to identify 
macroeconomic management failures in the euro area 
and to propose pragmatic shifts while exploring possible 
avenues for further far-reaching reforms.

Both the Eurozone crisis and its slow recovery have shed 
light on the limits of Member States’ economic policy 
coordination, which quite plainly amounts to little more 
than coordination on the issue of fi scal sustainability. 
Three essential channels of interaction between Member 
States’ economic policies have been overlooked since 
1999, with recent reforms failing to address this problem 
in any substantial manner. Firstly, on competitiveness: 
by not coordinating price and wage variations relative to 
their main trade partners, euro members allowed wide 
nominal divergences to settle between them. Secondly, 
on fi nancial imbalances: where was private debt, 
when public debt was in the limelight?; such fi nancial 
imbalances nurtured nominal divergences. Lastly, on 
demand management: Member States maintained a 

demand gap by not suffi  ciently coordinating how they 
handled the consequences of the fi nancial crisis. These 
elements imply that economic policy coordination should 
be extended over and beyond surveillance of public debt 
levels, and should encompass competitiveness policies, 
demand management and macro-prudential policy.

Macroeconomic governance in the euro area, which 
falls under the heading of “European Semester”, suff ers 
from three major shortcomings: a Eurozone-level that is 
insuffi  ciently developed and integrated with the Member-
States-level; an unclear dividing line between short or 
medium-term surveillance (fi scal and macroeconomic 
imbalances) and long-term monitoring (Europe 2020 
growth strategy); poor ownership of European-level 
recommendations at national level. In the short run, there 
is no need to change the instruments, and even less so 
the rules, to move forward on these three avenues; what 
is required is that they be better articulated.

We make eight proposals to give the European Semester its 
full meaning, to better integrate the Eurozone and Member 
States levels and to rebalance the surveillance process 
between fi scal, macro-prudential and competitiveness 
matters. These proposals should be viewed as a fi rst step 
on the road towards further integration.
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All major advanced economies were hit in 2009 by a crisis of 
exceptional magnitude, followed by a rebound in 2010 and 
2011; all three of the Eurozone, the United States and the 
United Kingdom followed this pattern. Yet, the euro area was 
the only one to suff er from a relapse from 2012 onwards. 
While growth did turn positive in 2014, its pace is no match 
for that of the UK and especially of the US. Given that no 
specifi c exogenous (independent of its own organisational 
structure) shock hit the euro area in 2012-2013, how can 
one make sense of this situation?

Member States hold the keys to the primary drivers of growth: 
they are responsible for both long-term growth-enhancing 
structural policies and for counter-cyclical fi scal policies, 
although the latter can only be implemented when public 
debt levels and initial defi cits are suffi  ciently low. Many 
Eurozone countries –France included– entered the down-
turn with a budget defi cit of close to 3% of GDP. Others 
–Spain or Ireland– had enjoyed pre-crisis surpluses; yet, their 
weak taxation base (highly dependent on the real-estate sec-
tor) was also hard hit by the very acute recession, resulting 
in severe fi nancial constraints. As for the European Central 
Bank (ECB), the banking crisis limited the eff ectiveness of its 
policy, as did the zero lower-bound constraint on the interest 
rate and the euro area’s lack of fi nancial market integration. 
Neither national nor European levers could be fully utilised to 
stabilise the situation.

The purpose of the Note is to examine what could be impro-
ved in the macroeconomic governance of the euro area in 
the short term and to explore possible avenues to further far-
reaching reforms.

What went wrong in the euro area

Without going back over the detailed genesis of the crisis,1 
it is possible to single out a few key policy failures.

The economic policy framework introduced in 1999 with the 
adoption of the single currency can be summed up quite sim-
ply. The ECB, independent of governments, was mandated to 
ensure “stable” Eurozone prices on average. Member States 
retained competence over their fi scal policy, which was to 
respond above all to asymmetric shocks between States, 
while the ECB was to take over a large share of the response 
to symmetric shocks. The Stability and Growth Pact (SGP)2 
was annexed to the Treaty to ensure the independence of the 
central bank. The idea was to prevent governments from rea-
ching unsustainable debt positions; in turn, this would guard 
the ECB from having to monetise public debt in order to avoid 
a sovereign default and the ensuing fi nancial crisis.3

Economic policy coordination4 between Member States was 
given low priority, in spite of the warnings from some of 
the founding fathers of the euro5 and of being in the Treaty 
(art. 121): it was felt that if each country had its house in 
order, then the great European house would be in order too. 
The main instrument of economic policy coordination (Broad 
Economic Policy Guidelines, BEPG) proved to be a formal exer-
cise lacking in substance as no sanctions were provided for.

The pre-crisis failure of the SGP to contain public defi cits and 
reduce public debt levels explains only part of the prolonged 
Eurozone crisis. Another leading cause was overlooking three 
essential channels of interaction between States’ economic 
policies:

 – Competitiveness;
 – Financial imbalances;
 – Demand management.6

We warmly thank Guntram Wolff , Director of Bruegel and CAE Member, for his observations on a previous version of this Note, as well as Jézabel Couppey-
Soubeyran, Scientifi c Advisor at the CAE, for her role throughout this work.
1 See for example Pisani-Ferry J. (2014): The Euro Crisis and its Aftermath, Oxford University Press, or Bénassy-Quéré A. and B. Cœuré (2014): Économie de 
l’euro, La Découverte, Coll. Repères, 3rd edition.
2 Economic governance in the Eurozone makes intensive use of acronyms. Here are some of the main ones: SGP stands for Stability and Growth Pact; EDP 
for Excessive Defi cit Procedure; MIP for Macroeconomic Imbalance Procedure; AGS for Annual Growth Survey; AMR for Alert Mechanism Report; IDR for 
In-Depth Review; CSR for Country Specifi c Recommendations; DBP for Draft Budgetary Plans.
3 See Eichengreen B. and Ch. Wyplosz (1998): « The Stability Pact: More than a Minor Nuisance? », Economic Policy, vol. 13, no 26, pp. 65-104. On “fi scal 
dominance”, see Woodford M. (2001): « Fiscal Requirements for Price Stability », Journal of Money, Credit and Banking, vol. 33, no 3, pp. 669-728.
4 Here, economic policy coordination refers to each country taking into account the impact of its policies on other Members States vs integration’s pooling 
of policy instruments (such as monetary policy). 
5 “The combination of a small Community budget with large, independently determined budgets leads to the conclusion that, in the absence of fi scal 
coordination, the global fi scal policy of EMU would be the accidental outcome of decisions taken by Member States. As a results, the only global 
macroeconomic tool available within EMU would be the common monetary policy implemented by the European Central Bank”, see Lamfalussy A. (1989): 
Macro-Coordination of Fiscal Policies in an Economic and Monetary Union in Europe, Collection of Papers, Committee for the Study of Economic and Monetary 
Union, Luxembourg, p. 101.
6 Martin and Philippon (2014) use counterfactual simulations to show that a more cautious fi scal policy before the crisis would have reduced its impact 
in Greece and, to a lesser extent, in Spain and Ireland. However, Greece would have been the only one to avoid being hit by the crisis, whereas Portugal’s 
situation would have stayed the same. See Martin P. and Th. Philippon (2014): « Inspecting the Mechanism: Leverage and the Great Recession in the 
Eurozone », NBER Working Paper, no 20572, October. The iAGS report (2015) studies which factors weighted on European demand, see Independent Annual 
Growth Survey (2015): A Diverging Europe on the Edge.
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Competitiveness and nominal divergences

It is rather obvious to state that members of a monetary 
union are barred from using periodic devaluations to address 
their drifting price-competitiveness. Member States never-
theless failed to closely monitor the evolution of their costs 
and prices relative to that of their main partners. As Figure 
1 illustrates, the divergence pre-dates monetary unifi cation 
and has resulted in major discrepancies in real exchange-
rates between Member States. Explanations are threefold. 
First, the peculiar trajectory of wages in Germany is the result 
of the decentralisation of the wage bargaining process in the 
second half of the 1990s, following German reunifi cation.7 
Second, capital infl ows in some peripheral countries bolste-
red private consumption and encouraged the development 
of non-tradable sectors with low productivity gains, the fi rst 
of which is the construction industry. Increases in consu-
mer prices, real-estate prices and nominal wages followed 
(these three dynamics being mutually reinforcing), especially 
in Ireland and Greece and to a lesser extent in Spain. This 
is a failure of the liberalisation of capital fl ows without pro-
per supervision in the 2000s: capital found itself invested in 
bubbles rather than in the productivity catch-up.8 A third ele-
ment was the surprisingly sluggish productivity in countries 
such as Spain and Italy over the 2000s, which contributed to 
the relative increase of their unit labour costs compared to 
other European countries.

These nominal diff erences have been largely addressed since 
the beginning of the crisis in Ireland, Greece, Portugal, and 
Spain (not so in Italy). However, the adjustment was asym-
metrical and based mainly on the curtailment of unit labour 
costs in crisis countries. In a fi xed exchange-rate regime, 
asymmetric price adjustment is known to introduce a defl a-
tionary bias. The new macroeconomic imbalances procedure  
(established in 2011; see below) can be read as an attempt to 
apply part of Keynes’s 1942 ideas to the European Monetary 
Union.9 Yet, the procedure itself is asymmetrical (with more 
importance granted to defi cits than to surpluses), leading 
to a defl ationary bias weighing on the Eurozone; this bias is 
reinforced by the impact that lower prices have on the debt 
ratio of countries initially in defi cit.

Financial imbalances

In most countries, rising public debt was a consequence to the 
fi nancial and economic crisis. For example, the Irish govern-
ment, in a bid to avoid the destabilisation of the European 
fi nancial sector, extended a blanket guarantee to Irish banks 
at the beginning of the crisis. Public debt surged from a pre-
crisis 25% of GDP to a peak of 123% of GDP in 2013 and govern-
ment revenues, driven by real-estate, were also severely hit; yet 
private debt (households, non-fi nancial companies and banks) 
was not being monitored before the crisis. In 2001, when the 
Council issued a recommendation to Ireland under the BEPGs, 
the prescribed remedy to the economy’s overheating was 
to implement a more restrictive fi scal policy, in spite of the 
country already enjoying a surplus; slowing the credit bubble 
by using instruments such as mortgage regulation (higher 
input and/or income requirements for loans) was not part of 
the recommendations.

1. Nominal unit labour costs

in % of the EA18 average, 100 in 1999

Lecture: Unit labour costs are defi ned as the total remuneration of 
workers per unit of production (for the whole economy). They are also 
equal to the unit wage divided by hourly labour productivity.
Source: Ameco, total economy.
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7 See Dustmann Ch., B. Fitzenberger, U. Schönberg and A. Spitz-Oener (2014): « From Sick Man of Europe to Economic Superstar: Germany’s Resurgent 
Economy », Journal of Economic Perspectives, vol. 28, no 1, pp. 167-188. It would appear that the decentralisation of the wage bargaining process played 
a much greater role than did the “Hartz” laws which entered into force in 2003, see Beuve J. and B. Françon (2015): « Les lois Hartz 10 ans après, quels 
enseignements? », Focus du Conseil d’analyse économique, no 2, forthcoming.
8 The role played by capital infl ows in the run-up to the crise was highlighted by Giavazzi F. and L. Spaventa (2010): « Why the Current Account May Matter 
in a Monetary Union: Lessons from the Financial Crisis in the Euro Area », CEPR Discussion Paper, no 8008 and Wyplosz Ch. (2013): « The European Quest 
for Fiscal Discipline », European Commission Economic Papers, no 498. The drift in relative prices cannot be isolated from the issue of fi nancial imbalances.
9 Keynes’ plan aimed at rebalancing the weight of adjustment between creditors and debtors in a fi xed exchange-rate regime. A country with an “excessive” 
external imbalance, whether it be a surplus or a defi cit, would have had to pay a fi ne of up to 2% of the amount of the imbalance into an international 
reserve fund. See “Proposals for an International Currency (or Clearing) Union” by John Maynard Keynes in 1942, taken up by Horsefi eld J.K. (1969) : The 
International Monetary Fund 1945-1965. Twenty Years of International Monetary Coorperation, vol. III, International Monetary Fund.
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Europe’s debt consolidation strategy continues to this day 
to limit itself to the issue of public debt, which is dealt with 
through fi scal adjustment. The implementation of the ban-
king union was accompanied by partial bank deleveraging, 
with no concerted debt consolidation strategy for households 
or non-fi nancial companies being set up; in addition, refl ec-
tion on alternative strategies to lower public debt levels is 
progressing with reluctance, under the threat of a unilateral 
Greek default.

The Eurozone must give a great deal of thought to the best 
way of restoring the credibility of the “no bailout” clause wit-
hout triggering a major fi nancial crisis, and more generally to 
ways of reducing debt other than through the primary budget 
surplus. Several suggestions have been made that go in this 
direction, some of which involve debt restructuring.10 Further 
consolidation of Eurozone banks and greater diversifi cation 
of their balance sheet is probably a prerequisite.

Demand management

As noted above, the coordination of fi scal policies in the euro 
area is limited to trying to prevent a Member State from enga-
ging onto an unsustainable fi scal path. This goal is not only 
diffi  cult to achieve without simultaneously monitoring private 
debt, it is also insuffi  cient as can be seen today. Two indicators 
suggest that demand in the euro area is low relative to supply:

 – The drop in the infl ation rate (below 0.5% in 2014; 0.7% 
when excluding energy and commodity prices);

 – The simultaneous increase in the current external account, 
which is none other than the Eurozone’s net savings 
(savings in excess of public and private investments).11

Several factors had a clear impact on these developments.12 
Over-indebted businesses and households opted for debt 
consolidation, which was met by mixed results across the 
continent. Fiscal consolidation policies carried out in 2011-
2013 also contributed strongly to reducing demand.13 
Uncertainty, which weighs negatively on investments, conti-
nues to linger as a result of the loss of confi dence in the 
stability of the Eurozone and of the political uncertainty in 
some countries –as can be seen in the gap in interest rates 
paid by Member States. Consumers’ purchasing power was 
dampened by wage reduction policies in Southern Europe. 
Accordingly, companies continued to produce below capaci-

ty in 2014.14 Finally, European monetary policy proved less 
expansionary than its British or American counterpart, par-
ticularly so between autumn 2012 and the January 2015 
announcement of quantitative easing measures.15

Fiscal policy cannot play its counter-cyclical role in countries 
under an adjustment programme (case of Greece in 2014), 
in countries under the Excessive Defi cit Procedure within the 
SGP’s corrective arm (case of France) or in countries com-
mitted to reducing their defi cit under the SGP’s preventive 
arm (case of Italy). In 2014, Germany was the only major 
Eurozone country truly free to set its fi scal policy; it opted for 
a balanced budget (coalition agreement). The fi scal policy of 
Eurozone members is thus largely inactivated, in spite of the 
Commission’s eff orts to relax the SGP rules, in particular with 
regard to its preventive arm.16

Could the adjustments made by the peripheral countries have 
been partially off set by a less restrictive German fi scal poli-
cy? The literature on Keynesian cross-multipliers (the impact 
of one country’s stimulus on another’s economic activity) 
off ers little in the way of encouragements: a fi scal stimulus in 
Germany has an ambiguous eff ect on Italy or France because 
of the resulting rise in Eurozone-wide interest rates. However, 
this literature only covers “normal” time periods. In a period 
of prolonged monetary expansion, the interest rate channel is 
neutralised and a less restrictive German fi scal policy would 
unambiguously have supported activity elsewhere in the euro 
area. Germany, which enjoys a situation of full employment, 
had however no reason not to get back to a balanced budget.17

A poor organization

Institutional constraints

The Eurozone is not a federal state. Had it been, it could have 
taken quicker decisions and substantially reduced the cost of 
adjustment. For example, the delay in tackling the banking 
crisis can be directly linked to there being no federal agency 
to address it at the beginning of the crisis. Furthermore, a 
federal Eurozone would have set its fi scal policy at a central 
level, taking into account the economic situation at the time, 
and coming under a lot less market-pressure given that its 

10 See Buchheit L.C., A. Gelpern, M. Gulati, U. Panizza, B. Weder di Mauro and J. Zettelmeyer (2013): Revisiting Sovereign Bankruptcy, Committee on 
International Economic Policy and Reform, Bookings, and Paris P. and Ch. Wyplosz (2014): PADRE 2.0: Politically Acceptable Debt Restructuring in the Eurozone 
2.0, CEPR, Geneva Reports on the World Economy, May.
11 The surplus reached 2.7 percent of GDP in 2014, after having been close to balance between 2000 and 2011.
12 See Martin and Philippon (2014), op. cit.
13 See the iAGS (2015) op. cit.
14 The precise level of post-crisis production capacity (potential growth) is highly controversial; however, it is accepted that GDP remains below potential in 2015.
15 See Bénassy-Quéré A., P.O. Gourinchas, G. Plantin and Ph. Martin (2014): « The Euro in the ‘Currency War’ », Note du CAE, no 11, January.
16 See the Press release by the European Commission (2015): « Making the Best Use of the Flexibility Within the Existing Rules of the Stability and Growth 
Pact », COM(2015) 12 Final Provisional, 13 January.
17 See Blanchard O., C.J. Erceg and J. Lindé (2014): Jump-Starting the Euro Area Recovery: Would a Rise in Core Fiscal Spending Help the Periphery?, Mimeo, 
30 June.
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18 France can hardly be said to have proved very reliable on coordination, see Pisany-Ferry (2011) op. cit.
19 See Bornhorst F., E. Perez Ruiz and F. Ohnsorge (2012): « Fiscal Union: Common Practices in Federal States » in Towards a Fiscal Union in the Euro Area: 
Technical Background Notes, IMF Background Papers.
20 The Six Pack is a legislative package made up of fi ve regulations and one directive. It was adopted in October 2011 to strengthen fi scal surveillance 
and introduce a new surveillance procedure for macroeconomic imbalances. In 2012, the Six Pack was completed by the Two Pack, a package of two 
regulations which aims to strengthen fi scal monitoring within the euro area by requiring Member States to submit draft budgetary plans to the Commission. 
The Commission then provides an assessment (and potentially requires amendments) “at the latest” by 30 November of each year. The Fiscal Compact (an 
intergovernmental Treaty on Stability, Coordination and Governance, TSCG) was adopted in October 2012 and requires contracting Eurozone members to 
respect a lower limit of a structural defi cit (cyclical eff ects and one-off  measures not taken into account) of 0.5% of GDP over the medium-term. Compliance 
with this rule is to be monitored by independent institutions at Member State level (in France, Haut Conseil des Finances Publiques). The TSCG also includes 
Euro Summits at least twice a year. See http://ec.europa.eu/economy_fi nance/articles/governance/2012-03-14_six_pack_en.htm

overall debt level compares with that of the US. As for the 
ECB, it would have had a standard instrument for balance 
sheet management at its disposal. In addition, the banking 
risk-sovereign risk loop would have been mitigated by banks 
holding federal rather than national sovereign bonds on their 
balance sheet.

Instead, and with the exception of the 2009 stimulus package, 
the fi scal response to the crisis was in no way coordinated, but 
by the SGP’s rules whose aim is to ensure fi scal sustainability 
and not to manage the economic cycle. Although the SGP rules 
were amended in 2005 to better refl ect the business cycle (see 
Box), they have been rather unsuccessful in achieving demand 
stabilization: fi rstly because the SGP relies on the notoriously 
diffi  cult-to-compute indicator of potential GDP (used to calcu-
late the structural balance) and secondly because the SGP’s 
new guidelines off er very limited genuine “fl exibility”, especial-
ly to those countries with a defi cit in excess of 3% of GDP.

Having pledged to coordinate their economic policies 
(art. 121 of the Treaty on the Functioning of the European 
Union, TFEU), Member States still struggle to see through 
this coordination other than via the SGP rules. This hardly 
comes as a surprise, given that governments derive their legi-
timacy from national elections and not European ones. This 
diffi  culty is well-illustrated by the German coalition agree-
ment, which came into force following the 2013 elections,18 
and which led Germany –representing 25% of the Eurozone’s 
GDP– to return to a balanced budget faster than foreseen 
in the SGP. In a federal union, this would not have been an 
issue. Indeed, in existing federal countries (USA, Canada, 
Brazil, Switzerland…), macroeconomic stabilisation is provi-
ded for by the federal budget, be it with temporary trans-
fers between States (federal unemployment insurance for 
example) or with the ability to borrow in times of crisis.19 
With no federal budget, coordination of Eurozone fi scal poli-
cies is made all the more necessary; however, because each 
Parliament is sovereign in approving its national budget, such 
coordination contradicts national political systems.

The lack of consistency in State-level policies has resulted in 
monetary policy taking full responsibility for managing aggre-
gate demand in order to achieve the objective of an infl ation 
rate “below 2%, but close to 2%”.

In the nutshell, the euro area lacks a central decision-making 
power that would act more swiftly and effi  ciently than a com-

bination of weakly coordinated Member States. This will 
weigh on economic policy making until the institutional setup 
is revised.

A macroeconomic surveillance 
that is doubly-asymmetric

The imbalances that led to the Eurozone crisis were of a bud-
getary nature for some countries (Greece), but not so for 
others (Ireland, Spain). Indeed, while not all countries hit by 
the crisis ran a high budget defi cit in 2007, all had recorded 
large external defi cits (Fig. 2); this is linked to rising private 
debts. The fi scal balance of pre-crisis Spain was clearly in sur-
plus but a combination of rising real-estate prices and nega-
tive real interest rates encouraged private agents to invest in 
real-estate and lower their savings. This private-sector imba-
lance is refl ected in the current account balance, which is the 
sum of net public savings and net private savings.

In recognition of this surveillance error, the EU widened the 
monitoring process in 2011 with the introduction of the Six 
Pack20 and its Macroeconomic Imbalance Procedure (MIP, see 
Box). The MIP is not based on specifi c policies, as opposed 

2. Fiscal balance and external current account

in 2007, % of GDP

Source: Ameco.
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to the SGP’s focus on budget balance (cyclically adjusted or 
not). As a result, macroeconomic surveillance gets nothing 
other than lost in a list of structural recommendations, some 
of which (reforms of the labour market, education…) should 
instead fall under the European growth strategy.

It is obviously desirable that the European Commission dis-
seminate best practices in terms of structural policies in 
order to raise the Eurozone’s potential growth prospects. 
However, doing so as part of the MIP weakens the procedure: 
countries fi nd it nigh impossible to respond quickly to all the 
Commission’s requests, some of which are quite distant from 
short and medium-term macroeconomic imbalances. In turn, 
the Commission may think twice about placing a country in 
a situation akin to it being under an ESM (European Stability 
Mechanism) adjustment programme.

The MIP itself was built asymmetrically. For example, the 
scoreboard, upon which the Commission relies to identify 
imbalances before performing in-depth reviews, uses dif-
ferent thresholds depending on whether the country has an 
external surplus (+ 6% of GDP) or a defi cit (– 4%); additionally, 
some thresholds can be sensitive to the Eurozone’s infl ation 
average or even to the euro exchange-rate.

A dichotomy between Eurozone and Member States

The “European Semester”, which came into force in 2010 
and runs from November to July, has restructured macroeco-
nomic surveillance in the euro area (Fig. 3).21 The Eurozone’s 
policy mix is discussed mainly through the examination of the 
Annual Growth Survey at the beginning of the semester, fol-
lowed by the adoption of recommendations to the euro area 
(end of semester). A Eurogroup discussion on the orientation 
of the Eurozone’s aggregate fi scal stance has been planned 
since 2013, yet does not seem to have been the focus of much 
attention. Above all, these various elements of consultation 
at European level have no tangible impact on country-specifi c 
decisions. In 2014 for example the recommendation to the 
euro area asked to “foster appropriate policies in countries 
with large current account surpluses to contribute to posi-
tive spillovers”.22 However, the Council’s recommendations 
to the two largest surplus Eurozone countries –Germany and 
the Netherlands–23 showed no sign of this recommendation. 
The Netherlands were asked not to falter in their budgetary 
adjustment. As for Germany, it was asked to reduce taxes on 
low-skilled labour in order to “support domestic demand”; a 
very similar recommendation was made to France with a view 
this time to restoring competitiveness. The rapid adjustment 
of the German budget defi cit (the 2010 defi cit of 4.1% had 
disappeared by 2012) gave rise to no objections.

Commission assessment 
on Aggregate Fiscal Stance

Discussion at Eurogroup Level
(regulation 473/2013, art. 7.5)

Alert Mechanism Report  
(AMR)

Commission assessment on 
Draft Budgetary Plans

Stability Programmes 
(SGP)

Country Specifi c 
Recommendations (CSR) National Budgets

National Reform 
Programmes

(MIP, Europe2020)

Recommendations 
to the Euro Area

Annual 
Growth Survey (AGS)

In-depth Reviews (MIP), 
Country Reports

November year n – 1 
to February year n

April to July year n September-October year n

E
u

ro
 A

e
ra

C
o

u
n

tr
y
 L

e
v
e

l

Source: Authors, based on European Commission documents.

3. The simplifi ed European Semester in 2015

21 See www.consilium.europa.eu/fr/policies/european-semester, the complete version is available at ec.europa.eu/europe2020/making-it-happen/index_
fr.htm
22 Country Specifi c Recommendations are available at ec.europa.eu/europe2020/making-it-happen/country-specifi c-recommendations/index_en.htm
23 Germany’s current external account reached 6.9% of GDP in 2013, that of the Netherlands 8.5% of GDP. That same year, France recorded a defi cit of 2% 
of GDP, see Ameco database.
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Weak ownership of the semester

At Member States level, the semester begins in November of 
year n – 1 when they receive the Commission opinion on their 
draft budgetary plans for year n as part of the SGP: adjust-
ments are required if they are at risk of non-compliance. The 
Commission already ruled in May on this issue, based on 
national Stability Programmes; however, the November opi-
nion takes into account the national budgetary debate and the 
Commission’s new macroeconomic forecasts on growth and 
potential growth or infl ation, also published in November. In 
the event that, for example, potential growth has been revised 
downwards, an additional eff ort may suddenly be required, 
close to the end of the budget process, if governments are to 
achieve their structural adjustment target. The Commission 
is by no means going beyond its mandate in ensuring that 
passed budgets comply with SGP rules. However, it is of little 
use to change underlying budgetary assumptions when the 
budget process is about to end; it merely urges governments 
to look for emergency solutions in fi nding the missing billions 
in a pro-cyclical way.

At the start of each European Semester, the Commission also 
publishes both the Annual Growth Survey (AGS) and the Alert 
Mechanism Report (AMR) under the MIP. The latter pinpoints 
critical imbalances country-by-country –be it lack of compe-
titiveness in France or an excessive current-account surplus 
in Germany. The report determines for which country an in-
depth review is warranted. Under the SGP, countries almost 
automatically fell under the Excessive Defi cit Procedure 
when their defi cit breached the 3% threshold; in contrast, the 
MIP suff ers from having no single key indicator upon which 
to rely. The AMR builds on the analysis of a scoreboard that 

scrutinizes 11 “headline” indicators and 29 “secondary” indi-
cators.24 In-depth reviews also touch upon many issues. 
Using multiple criteria allows for gradual pressure on Member 
States (the MIP has six “step-up” stages, see Box); it also 
leads to some key elements of the analysis being set aside 
(see for example the diff erences between the Commission‘s 
Country Reports and the fi nal recommendations adopted by 
the Council). Upon receiving their country-specifi c recom-
mendations governments tend to perceive them to be both 
too intrusive and not properly prioritised. Notwithstanding 
goals being seen as fully legitimate, they fi nd it diffi  cult to 
endorse all the requirements given a level of detail that 
impinges on national sovereignty.

The In-depth Reviews are submitted to Member States 
early in the year, so that they orient their National Reform 
Programmes.25 These reviews are important and well-struc-
tured, but seldom debated at the national level, especially so 
in Parliament.

Simplifying and creating consistency 
in macroeconomic surveillance

In short, the Eurozone’s macroeconomic governance suff ers 
from three major shortcomings:

 – A Eurozone level that is insuffi  ciently developed and 
integrated with the Member States level;

 – An unclear dividing line between short or medium-
term surveillance (SGP, MIP) and long term monitoring 
(EU2020 growth strategy);

 – Weak ownership of country-specifi c recommendations 
at national level.

Report from Independent 
Budget Committees 

Report from ESRB 
(macro prudential)

Report from Independent 
Competitiveness 

Committees

Annual Growth Survey AGS+, 
including simplifi ed Alert 

Mechanism, aggregate fi scal 
stance, country heterogeneity
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Reviews
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4. A more integrated European Semester

24 For 2015, see ec.europa.eu/economy_fi nance/economic_governance/documents/alert_mechanism_report_2015_statistical_annex_en.pdf
25 Starting from 2015, Country Reports (that used to be submitted at the same time as Country Specifi c Recommendations in May) will be published at the 
same time as in-depth reviews.
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The Stability and Growth Pact (SGP)

The SGP, set up in 1997, has two components:
 – A preventive arm: Member States outline their mul-

ti-annual adjustment strategy in their Stability 
Programme (when the euro is their currency) or in 
their Convergence Programme (when it is not), which 
goes over how they intend to reach their Medium-
Term Objective (MTO) of a budget “close to balance 
or in surplus”. These programmes are updated yearly 
and subject to the approval of the ECOFIN Council, 
after the Commission has delivered its assessment. 
Public debt is also expected to converge to a value 
below 60% of GDP;

 – A corrective arm: a Member State’s budget may not 
record a defi cit greater than 3% of GDP, bar under 

“exceptional and temporary circumstances”.a The 
Council may deem the defi cit “excessive” if this 
threshold is breached, in which case a procedure is 
implemented that carries fi nes of up to 0.5% of GDP.

The SGP was fi rst amended in 2005, following the failure 
by a number of countries (including Germany and France) 
to comply with the 3% threshold. MTOs now vary accor-
ding to Member States’ debt levels and growth potential; 
a negative growth rate or the accumulated loss of out-
put during a protracted period of very low growth rela-
tive to potential may be deemed exceptional and tempo-
rary circumstances; structural reforms, such as pension 
reforms, which have a short-term cost but contribute to 
the long-term sustainability of public fi nances are taken 
into account; in case of excessive defi cit, the adjustment 
of the structural balance (cyclically adjusted) must be at 
least 0.5 GDP percentage point per year. Overall, greater 
attention is paid to the structural balance, especially in 
high phase of the business cycle.

The SGP was amended for a second time in 2012, as part 
of the Six Pack and the Fiscal Treaty:

 – The structural defi cit now has a lower limit of 0.5% 
of GDP (1.0% of GDP under “exceptional circums-
tances”), with corrective mechanisms in case of 
deviation; this limit is to be implemented at national 
level “through provisions of binding force and perma-
nent character, preferable constitutional”;

 – Debt rule: public debt in excess of the threshold must 
be reduced by 1/20th annually;

 – Expenditure benchmark: excess growth of expen-
diture over a medium-term reference rate of GDP 
growth must be matched by discretionary revenue 
measures;

 – Shorter timeframes before sanctions for non-com-
pliance are applied: “early warning” system if evi-
dence is found of signifi cant deviation from MTOs; 
non-interest-bearing deposit of 0.2% of GDP at the 
beginning of the Excessive Defi cit Procedure; reverse 
qualifi ed majority voting for sanctions; additional 
penalties for fraud; specifi c monitoring of Member 
States with an excessive defi cit or in fi nancial diffi  culty;

 – Obligation for Member States to plan for a multi-annual 
budget and establish an independent fi scal committee.

The Commission issued guidance in January 2015 on 
how implementation of the SGP rules takes into account 
the structural reforms underway at Member State level 
and their business cycle.b Overall, these two factors are 
taken into account only to a limited extent, whether it 
be to determine the amount of structural adjustment 

(countries under the preventive arm of the SGP) or to 
determine the available delay of adjustment (country 
under the corrective arm of the SGP).

On 1 January 2015, Excessive Defi cit Procedures were 
ongoing for 11 Member States (including France) out of 
28; the corresponding fi gure on 1 January 2011 was 24 
out of 27.

The Macroeconomic Imbalance Procedure (MIP)

The MIP was set up in 2011 as part of the Six Pack legis-
lation. The MIP follows the SGP pattern and has both a 
preventive and a corrective arm.

The preventive arm relies on an alert mechanism based 
on scoreboard of risk indicators, complemented by an 
economic analysis by the European Commission. The 
conclusions are discussed by the Eurogroup; on this 
basis, the Council decides whether or not an in-depth 
review will be carried out for countries, fi ltering out those 
at risk of non-compliance. Countries are then placed in 
one of the six MIP categories:c

 – No imbalance;
 – Imbalances, which require monitoring and policy action;
 – Imbalances, which require monitoring and decisive 

policy action;
 – Imbalances, which require specifi c monitoring and 

decisive policy action;
 – Excessive imbalances, which require specifi c monito-

ring and decisive policy action;
 – Excessive imbalances, which require decisive policy 

action and the activation of the Excessive Imbalance 
Procedure.

In 2015, in-depth reviews were performed for 16 Member 
States. Six of them (Belgium, Finland, the Netherlands, 
Romania, the UK and Sweden) were classifi ed in Stage 2; 
two (Germany and Hungary) in Stage 3; three (Ireland, 
Spain and Slovenia) in Stage 4; fi ve (Bulgaria, Croatia, 
France, Italy and Portugal) in Stage 5. None had been 
placed in Stage 6, which triggers the corrective arm of 
the MIP. Under this corrective arm, the Member State 
concerned will have to submit a corrective action plan. 
Failure to implement a suffi  ciently corrective action plan 
may result in sanctions being taken with reverse quali-
fi ed majority voting.

The scoreboard is the annual starting point of the 
Commission’s analysis; yet, it is a dense set of indicators 
(11 headline indicators and 29 secondary ones) that is 
poorly suited to warning the Council of macroeconomic 
imbalances. For example, the real eff ective exchange-rate 
is computed relative to 41 industrial countries, most of 
which to not belong to the Eurozone: this binds the indica-
tor to the evolution of the euro, which is outside the control 
of governments. Similarly, because unit labour costs are 
given in nominal terms, this measure will vary with infl a-
tion, which itself can vary widely across time periods.

a The Pact originally defi ned as “exceptional and temporary circums-
tances” a year in which GDP fell by at least 2%, with a possible mar-
gin of appreciation for ministers if the drop fell between 0.75 and 
2% for the year.
b Commission Communication: Making the Best Use of the 
Flexibility Within the Existing Rules of the Stability and Growth Pact, 
13 January 2015.
c See ec.europa.eu/economy_fi  nance / economic_governance / 
macroeconomic_imbalance_procedure / index_en.htm
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In the short term, there is no need to change the instruments, 
and even less so the rules, to move forward on these three 
avenues; we propose instead that the European Semester be 
restructured as shown in Figure 4.

Better integrated surveillance between 
the Eurozone level and the national level

To better integrate the two levels of macroeconomic surveil-
lance (Eurozone level and Member States level), we suggest 
dividing the European “semester” into two successive “tri-
mesters” and to articulate them around three key chapters 
for short and medium-term monitoring: fi scal policy, compe-
titiveness policies and macro-prudential policy.

The fi rst “trimester” (November of year n – 1 to February of year 
n) would be devoted to assessing the Eurozone situation. It would 
start with the Council and the European Parliament26 reviewing a 
single document (AGS+) focused on the macro economic situa-
tion of the euro area and its key imbalances with cross-country 
heterogeneity whenever meaningful. The issue of impediments 
to long-term growth, however fundamental it may be, would not 
be dealt with here. Three chapters would be covered:

 – Fiscal policy (sustainability, but also fi scal stance with 
regard to the business cycle);

 – Competitiveness policies (changes in unit labour costs, 
in the share of tradable sectors in value added…);

 – Macro-prudential policies (credit growth, debts, real-
estate prices… in relation to both fi nancial stability and 
the business cycle).

The Commission would simultaneously draw up a list of 
countries for which an in-depth review is warranted under the 
MIP, on the basis of a simplifi ed alert mechanism (see below). 
The Council would then vote, after seeking the opinion of the 
European Parliament, on a recommendation concerning the 
euro area (including the desirable aggreagte fi scal stance) and 
on a list of in-depth reviews to be carried out.

Recommendation 1. Start the European 
Semester by assessing Eurozone macro-
economic imbalances at the aggregate 
level and by pointing out cross-country 
heterogeneity whenever meaningful. This 
assessment covers three major topics: 
fi scal policy, competitiveness and macro-
prudential policy. After the European 
Parliament has given its opinion, the 
Council decides on recommandations for 
the euro area (including its fi scal stance) 
and on the list of countries to come under 
“in-depth” review.

The second “trimester” (March to July of year n) would be 
devoted to assessing Member States. It would start with a 
review of country reports that would include a section on the 
MIP’s in-depth review whenever warranted. The country reports 
should cover the same three chapters as the AGS+ report: 
fi scal, competitiveness, and macro-prudential policies. Both 
Stability Programmes and National Reform Programmes pre-
pared by Member States should include a section responding 
to the Commission on each of these three chapters. The tri-
mester would end with the Country Specifi c Recommandations 
(CSRs), which should also be required to cover these three 
topics. The CSRs should set intermediate goals (such as nee-
ded adjustments to unit labour costs) rather than specifi c mea-
sures (minimum wage, social security contributions…).27 The 
assessment on draft budgetary plans (November) must be 
consistent with the country specifi c recommendations (May).

Recommendation 2. In a second 
phase, fi nance ministers discuss 
country-specifi c imbalances with regard 
to the three chapters mentioned, 
based on the Commission’s country 
reports and taking into account the 
recommendations adopted for the euro 
area. Stability Programmes, National 
Reform Programmes, but also the country 
specifi c recommendations all need to 
explicitly cover these three chapters; 
they must also aim for intermediate goals 
rather than specifi c measures.

In this context, an assessment of fi scal policy would give it 
back its full macroeconomic stabilisation purpose. SGP rules 
may temporarily and for some countries constrain this policy; 
this constraint should be taken into account when expres-
sing the desirable stance of other Member States’ fi scal poli-
cy. Our recommendation also highlights the role of macro-
prudential policies not only for fi nancial stability, but also for 
demand management. Price and wage evolutions would also 
be at the core of the analysis.

A clearer dividing line between 
the short or medium-term and the long-term

As noted, the Macroeconomic Imbalance Procedure (MIP) is 
hindered by the fact that it has no precisely defi ned objectives 
and instruments. With the MIP taking place within the ECOFIN 
Council, it is rational that only instruments in the hands of 
fi nance ministers, or at least ones that are not too far from 
their reach, be considered. For example, short and medium-
term monitoring of competitiveness should focus on the evolu-

26 Ideally, as a Eurozone grouping. However, having elected representatives from non-euro countries work within the Economics and Monetary Aff airs 
Committee of the European Parliament does not strike us as hindering the implementation of our recommendations.
27 It is likely that simultaneously discussing three topics will facilitate coordination, as each country should fi nd it easier to off er something in return for what 
it is asking from its partners.
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tion of prices, wages and levies rather than on innovation and 
education issues, which form part of the long-term strategy.28

The MIP should be refocused on a small number of issues 
and instruments; this would lend it greater weight and tie it 
closer to the SGP. Ideas for long-term growth reforms could 
still be included in the various documents relating to Member 
States (Annual Country Report, National Reform Programs, 
and Country  Specifi c Recommendations). It would however 
be helpful for them to come under a separate heading within 
the Europe 2020 growth strategy; it would also be benefi -
cial for these potential reforms to be discussed in another 
context than that of the ECOFIN Council –for example by the 
ministers for economic aff airs, industry, or energy.

The dividing line between the short and medium-term and the 
long-term could take the form of a country-specifi c assump-
tion on potential growth to be set annually. As noted above, 
fi gures for both potential growth and future infl ation can be 
revised upwards or downwards by the Commission in its 
autumn forecast; this then alters the fi scal eff ort required of 
countries undertaking structural adjustments, at a time when 
the budget for the following year is mostly settled. We pro-
pose that assumptions for both potential growth and infl ation 
for year n be fi xed permanently at the time of the spring fore-
casts of year n – 1. Revising potential growth assumptions in 
the autumn forecast of year n – 1 would only impact the bud-
get of year n + 1. The concept of potential growth is a long-
term concept which cannot be revised several times a year.

Recommendation 3. Refocus the 
Macroeconomic Imbalance Procedure on 
short and medium-term objectives. Freeze 
potential growth and infl ation forecasts, 
which underline the structural adjustment 
of year n, at the level given by the spring 
forecast of year n – 1.

Greater awareness and ownership

The two amendments to the semester presented above 
–sequential examination of the Eurozone and then of Member 
States, and a clearer dividing line between the short and 
medium-term and the long-term– are already likely to help 
Member States make better use of the recommendations 
made at European level. To go further, it would be helpful for 
the main European documents relating to a Member State 
(Annual Country Report, In-depth Review, specifi c recom-
mendation) to be systematically  discussed by the Parliament 

of said Member State, and for a hearing of the Commissioner 
for Economic and Financial Aff airs (ECFIN) or of his represen-
tative to be held at least once a year.

Recommendation 4. Systematise within 
each national Parliament, the debate 
on the key country-specifi c documents 
published by the European Commission, 
together with at least one hearing per 
year of the ECFIN Commissioner or his 
representative.

We also recommend involving Member States early on in 
the process by feeding the analytical contribution of three 
networks of independent committees to the AGS+ report 
(see Fig. 4). National expertise would then be taken into 
account upstream of the European Semester and would pro-
vide a useful complement to the Commission’s analysis.

Fiscal policy

A noteworthy contribution of the Fiscal Treaty was to esta-
blish an independent fi scal council in each Member State. 
This council is tasked with giving its opinion on the growth 
assumptions underlying each budget as well as on the evo-
lution of the defi cit with regard to the SGP legislation. Aside 
from an auditing mandate, fi scal committees could also pro-
vide an independent assessment of the fi scal stance and 
these assessments then consolidated at Eurozone level.

A network of independent fi scal committees already exists 
with EUNIFI (European Union Network of Independent Fiscal 
Institutions). It met in November 2013 and November 2014 
in Brussels, at the invitation of DG ECFIN. The idea here is to 
strengthen the role of this independent network, as well as to 
ensure it coordinates well with the Commission.29

Recommendation 5. Strengthen and 
coordinate national independent expertise 
on the evolution of national fi scal policies 
with regard to debt sustainability and 
Eurozone stabilisation needs. A summary 
report, published in September, would 
provide input for the Commission’s 
analysis on the macroeconomic situation 
of the euro area. Its main authors would 
be heard by the European Parliament.

28 For example, the 2014 recommendation to France under the MIP encouraged the French government to simplify and improve the effi  ciency of innovation 
policy and to strengthen electricity and gas interconnection with Spain. While these structural issues may well be very important to long-term growth 
prospects, they can be diffi  cult to relate to short-term demand management, drifting of costs, and fi nancial risks.
29 This proposal is close to that of Eyraud and Wu (2015) who see this network as a « discussion partner » of the European Commission. See Eyraud L. and 
T. Wu (2015: « Playing by the Rules: Reforming Fiscal Governance in Europe », IMF Working Paper, no 2015-67, March, and also the report of Pervenche Berès 
(2015): Draft Report on the Economic Governance Framework: Stocktaking and Challenges, no 2014/2145 (INI), European Parliament.
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Macro-prudential policy

In terms of macro-prudential policy, national authorities 
already coordinate via the European Systemic Risk Board 
(ESRB), which publishes a report in July of each year. To bring 
greater consensus to national and European-level views, it 
would be helpful to hold preliminary discussions of the report 
with the national committees for macro-prudential supervi-
sion (in France, the Haut Conseil de Stabilité Financière). This 
would ensure both sides have a better grasp of the analytical 
work at hand.

Recommendation 6. Strengthen the 
interactions of national expertise on 
macro-prudential policy to produce a 
European-level diagnosis. The annual 
report of the European Systemic Risk 
Board would be published following this 
dialogue and at the beginning of the 
European semester; it would provide 
input for the Commission’s report on the 
macroeconomic situation of the euro 
area. Its main authors would be heard by 
the European Parliament.

Competitiveness and social dialogue

Some countries have put in place independent advisory com-
mittees on wage developments. In France, an expert panel 
publishes an annual recommandations on whether or not 
the minimum wage be increased beyond indexation rules. 
In Belgium, an independent institution publishes a regular 
report on the evolution of the country’s competitiveness 
relative to Germany, France and the Netherlands, and sets a 
norm for wage developments in the negotiations between the 
social partners –a norm that the government has the power 
to impose to said social partners.30

As noted above, remuneration policies in their broadest sense 
(including social security contributions) entail strong externa-
lities between Member States: they determine the long-term 
sustainability of countries’ Eurozone membership, and they 
infl uence short-term price developments throughout the euro 
area. It would be wise to see each Member State set up the 
same type of independent committee and to coordinate them 
at Eurozone level in order to produce an annual report that 
would kick-start the European Semester. This report would 
compare the evolution of unit labour costs and the impact of 
Member States’ policies on Eurozone competitiveness and 
aggregate infl ation. This would entail better coordination of 
fi scal devaluations between Member States for example.31

Recommendation 7. Establish an 
independent council for Competitiveness 
and Social Dialogue at Member State 
level. This council is tasked with 
making recommendations on national 
wage developments and/or sectorial 
developments, as well as coordinating 
with peers on producing a consolidated 
expertise at Eurozone level. A yearly 
summary report is published at the 
beginning of the European Semester. Its 
main authors are heard by the European 
Parliament.

The French case provides a good example of how intercon-
nected competitiveness and macro-prudential matters real-
ly are. France witnessed a decline in its current account, a 
relative increase of wages in its non-tradable sector, and an 
increase in its property prices. Although it is never easy to 
establish causality beyond doubt, it remains very likely that 
the rise in real-estate prices led to an increase in both wage 
demands and debt levels. Rising international debt levels 
helped hide these divergent dynamics. Both competitiveness 
(wage dynamics) and macro-prudential matters (dynamic of 
property prices, current account) can thus be seen to be clo-
sely interconnected.

The contribution of independent councils to the yearly sha-
ping of a shared Eurozone diagnosis leads us to believe that 
these mechanisms would make it easier, downstream of the 
semester, for Member States to grasp and make full use of 
the Commission’s recommendations.

Simplifying the alert mechanism

In return, the Commission’s alert mechanism could be simpli-
fi ed. The Council would be granted the possibility to request 
in-depth review of any country whose current account 
balance exceeds a threshold set in absolute value (e.g. 4 or 
5% of GDP). The Commission could also recommend an in-
depth review be carried out for a selection of other countries, 
based on reports received from the independent committees 
and on its own internal judgement, and justifying its choices 
with the indicators it deems appropriate.

Policy awareness would be raised if the MIP could off er a fl ag-
ship indicator, in much the same way as the defi cit threshold of 
3% of GDP plays an important role in governments internalising 
the constraints that arise from sharing a currency. Replacing 
the scoreboard with the analytical work of the three networks 
of independent committees and with the Commission’s own 
expertise would entail little to no loss of information.

30 See Sapir A. and G. Wolff  (2015): « Euro-Area Governance: What to Reform and How to Do It », Bruegel Policy Brief, no 015/01.
31 Fiscal devaluation means lowering the tax burden on labour while  increasing VAT rates, in a bid to raise cost-competitiveness. For Eurozone countries, this 
is a zero-sum game.
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Recommendation 8. Simplify the 
analysis of macroeconomic imbalances by 
highlighting a fl agship indicator: the ratio of 
the absolute value of the current account 
balance to GDP. Breaching this threshold 
(e.g. 4 or 5%) automatically warrants an 
in-depth review. The Commission can 
nevertheless recommend a detailed 
analysis be carried out even when this 
threshold has not been breached, as long 
as it justifi es its choice on the basis of 
explicit indicators.

Conclusion: towards further integration

A monetary union requires its member countries to closely 
coordinate their economic policies. So far, this coordination 
has focused on fi scal policies, even though externalities arise 
just as often under competitiveness and macro-prudential poli-
cies. To improve the Eurozone’s macroeconomic policy stance, 
particularly throughout the business cycle, we recommend 
restructuring the European Semester using focused instru-
ments and better articulating Eurozone and Member States 
levels. The tools and expertise exist. The challenge is to make 
better use of them.

However, the coordination of economic policies in Europe 
should be seen only as a step towards greater integra-
tion between Member States, especially on fi scal matters. 
Monetary coordination in Europe survived the 1992-1993 cri-
sis only insofar as a single currency was being introduced. 
History is repeating itself for fi scal policy; one day, it will have 
to switch from the “fi scal snake” (coordination rules) to esta-
blishing a signifi cant federal budget.

The euro area is gradually developing federal instruments to 
rescue countries in crisis (European Stability Mechanism), to 
provide a backstop to the banking union (resolution fund), 
to supplement the lack of investment by Member States 
(European Investment Bank). These developments are no mere 
coincidence.

The idea of a Eurozone “fi scal capacity” was raised in 2012 
with the fi rst report of the so-called “four presidents”.32 It 
considered a system of “limited” macroeconomic insurance: 
a country subject to a specifi c negative shock would receive 
temporary transfers, while a country subject to a specifi c posi-
tive shock would pay temporary transfers.

A Eurozone budget could follow a number of objectives. The 
fi rst was suggested by the report of the four presidents and 
consists of a mutual insurance system that would require no 
debt capacity in the euro area, and therefore no own resource. 
However, a debt capacity –and therefore own resource– should 
be developed in order to respond to common shocks, especial-
ly since the EU budget will likely be limited in size (about 2% of 
the euro area’s GDP).33 Finally, the Eurozone budget could also 
potentially invest in projects of mutual interest so as to raise 
the area’s growth potential or facilitate the energy transition. 
A federal country combines these three goals (mutual insu-
rance, countercyclical capacity, investment capacity) thanks 
to its substantial common budget (22% of GDP in the US). A 
budget of a smaller order of magnitude will probably not off er 
this possibility.

Further integration will also be needed in areas such as taxa-
tion or the labour market. The recommendations proposed in 
this Note should therefore be read as initial steps on the road 
to further integration, which will progressively appear essential 
to the succes of the economic and monetary union;  coordina-
tion as a foreshadowing of integration.  
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