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Introduction

In the past few years, it has become painfully clear that 
the financial markets’ loss of confidence confronting 
certain euro area countries could swiftly spread to other 
Member States, ultimately threatening the orderly func-
tioning and stability of the euro area as a whole.

In 2007, before the financial crisis erupted, vulnerable 
positions had already become apparent within the euro 
area. In the absence of adequate fiscal discipline, the ini-
tial budgetary position in several euro area countries was 
not very favourable. Moreover, there were wide diver-
gences in competitiveness and domestic demand within 
the euro area, and the situation in some Member States 
had become particularly fragile following structural losses 
of competitiveness or property market bubbles combined 
with the accumulation of household debts, or because 
of the vulnerable state of the banking sector. Decision-
makers and financial markets have long underestimated 
the importance of these macroeconomic imbalances. The 
coordination of economic policies fell short of the ambi-
tions : the way in which the fiscal rules were interpreted 
and applied was too flexible, and the macroeconomic 
surveillance of structural policy was insufficiently rigor-
ous, as the recommendations were not binding and there 
were no effective instruments for checking compliance 
with the rules. However, following the financial crisis of 
2008-2009, it became apparent that these imbalances 
had a destabilising effect.

Aware of the seriousness of the situation, the European 
Council had already at the beginning of 2010 decided to 

strengthen the economic governance of the European 
Union (EU), its fiscal rules included. The Van Rompuy task 
force was set up, and the European Commission  (EC) 
drafted six legislative proposals which were formally  
approved in amended form by the European Parliament 
and the Ecofin Council in the autumn of 2011 
(the Six Pack). After that, the EC proposed two additional 
legislative texts to ensure even more rigorous budgetary 
surveillance (the Two Pack). In addition, the EU Member 
States – except for the United Kingdom and the Czech 
Republic – concluded a new intergovernmental Treaty on 
Stability, Coordination and Governance in the Economic 
and Monetary Union. In parallel with these measures to 
strengthen governance within the EU, various mecha-
nisms have been set up since the beginning of 2010 to 
contain the debt crisis, and a number of Member States 
have received emergency funding from the EU and the 
International Monetary Fund (IMF).

This article presents the initiatives taken at EU institu-
tional level since the start of the debt crisis in the euro 
area.

1.	 Macroeconomic imbalances in the 
euro area

1.1	 Institutional organisation of the Economic and 
Monetary Union

The institutional organisation of Economic and Monetary 
Union (EMU) among the euro area countries is unique, 
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(1)	 For a more detailed analysis, see the article entitled “The Stability and Growth 
Pact : an eventful history” (G. Langenus (2005), NBB, Economic Review, June).

since monetary policy is unified whereas fiscal policy is still 
largely decentralised.

However, when the institutional framework of EMU was 
designed, there was an awareness of the need to keep 
watch over the sustainability of public finances and to 
arrange binding policy coordination. Fiscal policy coordi-
nation and the surveillance of public finances were laid 
down in binding rules, partly in the articles of the EU 
Treaty concerning the need to avoid excessive govern-
ment deficits and in the excessive deficit procedure, and 
partly in the provisions of the Stability and Growth Pact. 

Structural policy, like fiscal policy, remained the responsi-
bility of the Member States. While there was some policy 
coordination in this sphere, it was a “soft” form of coor-
dination, with no binding rules. It was organised via the 
broad economic policy guidelines and the employment 
policy guidelines which, from 2005, were amalgamated 
in the integrated guidelines and which, since 2010, have 
played an important role in the implementation of the 
Europe 2020 strategy.

The Member States’ stability and convergence pro-
grammes and their national reform programmes put this 
fiscal and macroeconomic framework into practice.

1.2	 Fiscal fatigue in the initial years following the 
introduction of the euro

In principle, fiscal discipline was to be reinforced once 
the euro was introduced since – under the provisions of 
the Stability and Growth Pact, in force since 1999 – the 
remaining public deficits were to be eliminated. Yet the 
reality was very different. Once the countries which would 
first adopt the euro had been named in 1998, there was 
a marked relaxation of fiscal discipline. This fiscal fatigue 
was fairly widespread : with a few exceptions, the cyclical-
ly adjusted primary balance of the Member States deterio-
rated significantly from 1998 to 2004. In many cases, the 
budgetary efforts made in the preceding six years in order 
to satisfy the Maastricht criteria and eliminate the exces-
sive deficits were largely or even entirely cancelled out.

Regarding the reasons for this failure to apply the fiscal 
rules, the first which come to mind are the unreliability of 
the budget statistics in certain countries (notably Greece) 
and over-optimistic growth forecasts, implying under-
estimation of the structural deficits. In addition, there 
were loopholes in the rules, as the initial Stability and 
Growth Pact does not clearly specify the time allowed 
for correcting the remaining deficits. Finally, there were 
doubts (quite rightly) about the proper application of the 

EU fiscal rules, in view of the Ecofin Council’s extensive 
powers in that regard (1).

Just after the start of the new millennium, when eco-
nomic conditions deteriorated, this lack of fiscal discipline 
in the initial years of the euro led to a first (in retrospective 
rather small) wave of excessive budget deficits. However, 
the implementation of the excessive deficit procedure, 
especially in regard to the large member countries, was 
systematically watered down, as the Ecofin Council did 
not actually follow the EC’s recommendations in certain 
cases, even though they were often very flexible. In 
November 2003, when the Council did not implement the 
EC’s recommendations that France and Germany should 
be officially ordered to take measures to correct their ex-
cessive deficits, the two institutions became embroiled in 
a legal dispute via proceedings before the European Court 
of Justice, which meant de facto suspension of the exces-
sive deficit procedure against those two Member States 
– and more generally, all implementation of the Stability 
and Growth Pact, pending a revision of the rules.

In 2005, the Stability and Growth Pact underwent formal 
revision. The ESCB’s concern regarding that revision was 
in stark contrast to the favourable view taken by other 

Chart  1	 Fiscal fatigue following the decision to 
introduce the euro
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(1)	 In this regard, it should be noted that Ireland’s cyclically adjusted deficit was 
already at 1.5 %, while Spain’s fiscal policy was to be eased substantially in the 
ensuing year (with the cyclically adjusted primary balance falling by almost 6 % 
of GDP in 2008), notably as a result of large tax cuts.

European authorities, including the EC, which stated that 
the pact was being made “more intelligent” and “more 
flexible”. The main points of concern for the European 
monetary authorities were the increased complexity of the 
new rules (numerous exceptions and general lengthening 
of procedures) and the marked increase in the Council’s 
scope for interpretation.

In practice, the new “flexibility” was amply exploited, 
notably in setting the deadlines for eliminating excessive 
deficits. The financial penalties available under the rules 
were not even mentioned for any of the Member States. 
The budget position of most of the euro area countries 
was therefore not very strong at the start of the recent 
Great Recession. Thus, in 2007, the average cyclically 
adjusted budget deficit in the euro area countries was 
1.9 % of GDP, while the average public debt still stood at 
around 66 % of GDP.

This also illustrates that budget positions (especially in 
nominal terms) cannot be the only indicators of European 
governance : for example, in Ireland and Spain –  two 
Member States which were severely affected by the sov-
ereign debt crisis  – the public debt was well below the 

reference value in 2007 (1). Nonetheless, there were other 
macroeconomic imbalances in those two countries.

1.3	 Persistent internal and external macroeconomic 
imbalances

In 2007, there were wide divergences in competitiveness 
and domestic demand within the euro area, with some 
countries becoming particularly vulnerable owing to per-
sistent macroeconomic imbalances. Since the introduction 
of the euro, unit labour costs in certain euro area Member 
States had risen sharply in relative terms, gradually erod-
ing those countries’ competitiveness. At the same time, 
domestic demand recorded a marked rise in some of those 
countries – notably Ireland, Spain and Greece – often trig-
gered by strong expansion of lending to households and a 
surge in household debt against the background, especial-
ly in the case of Ireland and Spain, of soaring house prices. 
In addition, financial institutions often underestimated the 
credit risks ; in some countries such as Ireland, the banking 
system had become particularly fragile. Conversely, other 
euro area Member States, particularly Germany, recorded 
substantial competitiveness gains, while the growth of 
domestic demand and household lending had remained 
very moderate. These developments were reflected in con-
trasting current account balances across the various euro 
area countries.

Chart  2	 Macroeconomic imbalances in the euro area in the period 1999-2007 (1)
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(1)	 Only the eleven euro area Member States with the biggest GDP in 2011 are represented individually.
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It was assumed that effective adjustment mechanisms 
were operating within the euro area which would lead 
to correction of these imbalances. Thus, the presumption 
was that the effects of excessive domestic demand, as-
sociated with high inflation and current account deficits, 
would eventually be corrected by the negative impact on 
growth of a loss of competitiveness. However, it subse-
quently emerged that the operation of these adjustment 
mechanisms was too weak, and came too late, so that 
the macroeconomic balance in a number of euro area 
Member States was persistently disrupted.

Structural policy was incapable of preventing or, if nec-
essary, correcting these serious internal and external 
macroeconomic imbalances within the euro area. At EU 
level, the coordination methods proved too “soft” : the 
recommendations were not binding and the institutional 
framework offered too few surveillance instruments, and 
was insufficiently focused on the emergence of macro-
economic imbalances and their potential spillover effects 
to other countries. In the wake of the financial crisis, it 
became clear that the ensuing benign neglect could put 
the euro area’s stability at risk.

1.4	 Impact of the financial crisis

The crisis which had set in by mid-2007 and turned into 
a global crisis in September 2008 triggered an adjustment 
process in the countries where expansion had been based 
to an excessive extent on debt ; this led to a weakening of 
domestic demand and a reduction in the current account 
deficits, but at the cost of a marked slowdown in growth. 
Some euro area governments also had to take significant 
fiscal measures owing to the crisis, in order to contain the 
seriousness of the recession. Impressive recovery plans 
supplemented the automatic stabilisers, to prevent the 
collapse of economic activity. In some countries, especially 
Ireland, where the financial sector was seriously exposed 
to risks, the government had to intervene to support 
the banks. All this had a very detrimental impact on the 
budget position, which was already not very favourable 
from the start in several countries.

The financial markets reacted to the dramatic deteriora-
tion in public finances in a number of euro area Member 
States by increasingly questioning the sustainability of the 
budget positions. This led to a marked upward revision in 
the risk associated with sovereign debt, inflating the yields 
on government bonds of several countries. From the start 
of 2010 there was a significant widening of the spreads 
on the public debt of certain countries in relation to the 
German Bund, against the backdrop of mounting concern 
about the reliability of the statistics and the sustainability 

of the Greek public debt. The nervousness then spread to 
other vulnerable euro area countries which, in varying de-
grees, combined a high public debt with chronic current 
account deficits or a banking system which had become 
particularly fragile.

From May 2010 onwards, various mechanisms were 
therefore established to contain the debt crisis and pre-
vent the spread of such crises in the future. Apart from 
the emergency funding which enabled Greece to bor-
row € 110 billion under a three-year programme, May 
2010 also saw the creation of the European Financial 
Stabilisation Mechanism (EFSM) and the European 
Financial Stability Facility (EFSF). Originally set up for a 
period of three years (up to June 2013), these mecha-
nisms aimed to grant conditional financial assistance to 
countries facing difficulties in raising finance. Altogether, 
the lending capacity of these two mechanisms totalled 
€ 500 billion. The IMF was closely associated with this 
financial assistance, taking part in drafting the lending 
conditions and in supervising the rescue plans, and con-
tributing an additional € 250 billion. Ireland and Portugal 
received support funding via these new mechanisms in 
November 2010 and May 2011 respectively. Initially, a per-
manent mechanism – the European Stability Mechanism 
(ESM) – was to take over the role of the EFSF and the 
EFSM from July 2013 in granting financial assistance to 
euro area Member States. However, in December 2011, 

Chart  3	 Impact of the financial crisis on budgets 
in the euro area (1) (2)
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the euro area Heads of State or Government decided to 
bring forward the date of entry into force, with July 2012 
as target date. At the end of March 2012, the ceiling on 
the joint lending capacity of the EFSF / ESM was raised to 
€ 700 billion.

The cross-border contagion shows that the lack of 
confidence prevailing on the financial markets was not 
confined to the sustainability of public finances, but that 
there were also doubts about the smooth functioning of 
EMU itself. In fact, the policy coordination at European 
level had not been able to prevent or correct a number of 
diverse imbalances, and the financial crisis showed that, 
in view of the close economic and financial integration 
in the euro area, one country’s instability could rapidly 
spread to others, thus damaging the cohesion and stabil-
ity of the entire euro area.

2.	 Strengthening of economic 
governance in the EU

Realising the seriousness of the situation, the European 
Council and the euro area Heads of State or Government 
have taken a number of important initiatives since 
March 2010. Concerned about public finances, which had 
to be restored to a sustainable level, they decided that the 
coordination of economic policies had to be reinforced. 

For that purpose, a task force was set up, directed by the 
permanent President of the European Council, and was 
therefore generally known as the Van Rompuy task force. 
Working closely with the EC, it developed proposals for 
consolidating the European fiscal rules and extending the 
European surveillance and macroeconomic coordination 
procedures. It also proposed better management of the 
timetables of the national reform programmes and the 
stability and convergence programmes in a European 
Semester.

At the end of September 2010, the EC had already 
formulated six legislative proposals (five regulations and 
one directive) – subsequently known as the Six Pack – 
intended to modify the regulatory framework. On the 
basis of those proposals and the final report of the Van 
Rompuy task force, and following intense negotiation be-
tween the EC, the Council and the European Parliament 
(the “trialogue”), the European Parliament approved the 
new Six-Pack legislation on 28 September 2011, while 
the Ecofin Council endorsed it on 4 October. Formal ap-
proval by the Council followed on 8 November. Since the 
rules entered into force on 13 December 2011, they were 
already being applied under the 2012 European Semester. 
Although this represents progress in the coordination of 

European policies, it should be noted that the Council 
greatly watered down the initial proposals during the 
lengthy negotiation process.

A crucial political decision in this respect was the agree-
ment concluded by the German Chancellor and the 
French President on 18 October 2010 in Deauville, pro-
viding for restrictions on the automatic application of 
the sanctions as the Van Rompuy task force had planned 
and wished to propose to the European Council. Like 
Germany before, the EC and the European Central Bank 
had declared their support for more automatic sanctions. 
The European Central Bank was therefore disappointed 
at a number of the features of the Deauville agreement. 
The European Parliament was likewise disappointed, but 
was able to make some adjustments during the trialogue.

However, as the debt crisis worsened, the EC and the 
Council quickly concluded that it was desirable to go far-
ther in reforming economic governance.

By the end of November 2011, the EC proposed two 
new legislative texts (dubbed the Two Pack) for further 
strengthening budgetary surveillance in the euro area. 
When this article went to press, those texts were still be-
ing negotiated in the trialogue between the Council, the 
European Parliament and the EC.

With the exception of the United Kingdom and the 
Czech Republic, the EU Member States also concluded 
a new intergovernmental treaty : the Treaty on Stability, 
Coordination and Governance in the Economic and 
Monetary Union. The treaty aims to reinforce fiscal dis-
cipline further by introducing more automatic sanctions 
and stricter surveillance (the Fiscal Compact), and to step 
up the coordination of the Member States’ economic 
policies. If sufficient numbers of Member States ratify the 
treaty, it will enter into force on 1 January 2013.

2.1	 New Six-Pack regulations

2.1.1	 Stronger fiscal discipline

Four of the six legislative texts comprising the new rules 
on the governance of the EU introduced by the Six Pack 
concern public finances. There have been fundamental 
changes to both the preventive rules and the corrective 
measures specified by the Stability and Growth Pact. 
In addition, the decision-making procedures have been 
modified, and minimum requirements have been imposed 
regarding the EU Member States’ national budgetary 
frameworks.
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a) Preventive rules of the Stability and Growth Pact

One of the main problems which emerged in the imple-
mentation of the Stability and Growth Pact was that the 
preventive rules – aimed at achieving a budget position 
“close to balance or in surplus” (before the 2005 reform) 
or the medium-term objective set for each country (1)

(“MTO” since the 2005 reform) – gave the Member States 
insufficient incentive to respect fiscal discipline.

The obligation to achieve a “safe” medium-term objective 
for each country is maintained, as is the definition of the 
appropriate speed for reaching that objective (the bench-
mark is an annual improvement in the structural balance 
amounting to 0.5 % of GDP, or more than 0.5 % of GDP 
for countries whose public debt exceeds 60 % of GDP or 
which present greater risks to their debt sustainability). 
However, from now on, progress towards the medium-
term objective will be assessed in a broader framework 
(“overall assessment”) in which, though the change in the 
structural balance remains the reference point, expendi-
ture growth will also be taken into account. The concept 
of “prudent expenditure growth” was introduced in that 
regard.

A reference rate for potential GDP growth in the medium 
term is used in this connection, but a distinction is made 
between Member States which have already achieved 
their medium-term objective and those which have not 
yet done so. For the first group, spending growth must 
not exceed potential GDP growth ; for the others, expend-
iture growth must be lower than potential GDP growth, 
the downward deviation being aligned with the pace 
of convergence required to achieve the medium-term 
objective. In both cases, adjustments are made to take 
account of the budgetary impact of the measures taken 
at the level of revenues : for example, tax increases permit 
stronger expenditure growth, while measures to reduce 
public revenues further curtail the growth of spending.

However, the expenditure concept used for this new 
spending rule is defined in restrictive terms. It takes no 
account of interest charges, the cyclical component of 
unemployment expenditure, or all the spending relating 
to the European programmes financed by EU funds.

In principle, any deviation from the adjustment path 
towards the attainment of the medium-term objective 
specific to each country triggers a warning and, if ap-
propriate, subsequent sanctions (see below), but only 
if they are significant. The definition of a “significant” 
deviation takes account of a numerical criterion – a budg-
etary impact of at least 0.5 % of GDP over a given year, 
or at least 0.25 % of GDP per annum on average over 

two consecutive years (in the case of deviations concern-
ing the reduction in the structural deficit or expenditure 
growth)  – while leaving some scope for interpretation. 
Thus, it is possible to make allowance for unusual events 
beyond the Member State’s control, having a major impact 
on the budget position, and for a severe economic reces-
sion. In addition, the deviation is not classed as significant 
(and therefore has no institutional consequences) if the 
budget position was already better than the medium-term 
objective and if the attainment of that objective at the 
end of the period covered by the stability or convergence 
programme is not compromised. Member States which 
have already created some budgetary scope in relation to 
the medium-term objective can therefore use it to ease 
their fiscal policy. Finally, account is also taken of structural 
reforms which, in the short term, could have a negative 
impact on budget positions but which, in the long term, 
improve the sustainability of public finances, so long as a 
safety margin is maintained in relation to the limit of 3 % 
of GDP which the budget deficit must not exceed, and the 
deviation from the adjustment path towards attainment 
of the medium-term objective is temporary and is limited 
to the direct budgetary impact of the reform. In this con-
nection, there is a particular focus on pension reforms 
(e.g. the switch to funded schemes) but reforms designed 
to enhance potential economic growth also receive atten-
tion, though without further details.

b) Corrective rules of the Stability and Growth Pact

In regard to the corrective arm of the Stability and Growth 
Pact, the principal – or at least the most striking – modi-
fication is the operationalisation of the debt criterion, 
which supplements the deficit criterion. In reality, even be-
fore the Stability and Growth Pact, the debt criterion was 
already part of the EU governance framework, being one 
of the convergence criteria under the Treaty on European 
Union (Maastricht criteria) : if the public debt exceeds 
the reference value of 60 % of GDP, the debt ratio must 
decline sufficiently and approach that reference value at 
a satisfactory pace. In principle, the excessive deficit pro-
cedure could be initiated against Member States which 
did not satisfy this criterion, even if their budget deficit 
was below 3 % of GDP. However, there was never any 
definition of the decline considered “sufficient” and the 
convergence classed as “satisfactory”, so that this crite-
rion remained unworkable.

(1)	 That objective is proposed by the Member States themselves, but must satisfy 
three requirements : it must 1) maintain a safety margin in relation to the 
maximum deficit of 3 % of GDP (on the basis of minimum benchmarks calculated 
by the EC) ; 2) guarantee rapid progress towards a sustainable budget position 
(while also taking account of the budgetary impact of ageing) ; and 3) provide 
sufficient scope in the budget, e.g. for public investment.
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The new rules now put a figure on the pace of conver-
gence required to achieve the reference value : it is neces-
sary to achieve an average annual reduction in the debt ra-
tio of one-twentieth of the excess over the reference value 
of 60 %. This reduction must take place either during the 
last three years for which data are available, or during the 
latest year for which data are available and during the two 
subsequent years (according to the EC’s estimates).

However, failure to respect this quantified debt rule does 
not automatically trigger an excessive deficit procedure. 
Just as in cases where the budget deficit exceeds 3 % of 
GDP, the EC has to produce a report assessing the situ-
ation. First, it has to take account of the impact of the 
business cycle on the debt reduction, as weaker nominal 
growth hampers debt reduction. In addition, a list of “rel-
evant factors” is taken into account, explicitly referring to 
such aspects as the adjustment path followed in order to 
achieve the medium-term objective, the primary balance, 
the sustainability of the public debt, the quality of the 
national budgetary framework, the existing guarantees 
and the level of the financial assets (notably those formed 
in connection with operations designed to support other 
Member States or the financial sector). The Member State 
concerned can itself put forward other factors “relevant” 
for the assessment of compliance with the criteria con-
cerning the budget deficit and the public debt.

c) Decision-making procedures and sanctions

Apart from the changes made to the preventive and 
corrective arms of the Stability and Growth Pact, the 
decision-making procedures and sanctions were also ad-
justed to improve the application of the fiscal rules. The 
main problem which had arisen so far was not in fact the 
inadequacy of the fiscal rules or their lack of clarity, but – 
as already stated – the shortcomings in their application. 
As before, any financial sanctions only concern euro area 
countries and not the other Member States.

One of the general aims of the new governance frame-
work is to make the procedures more automatic. To do 
that, a new voting procedure was introduced for actually 
and formally imposing sanctions, whereby the Council has 
only a very brief period (ten days) in which it can reject the 
EC’s recommendations by a qualified majority, whereas 
previously the recommendations had to be adopted by 
a qualified majority. This reverse qualified majority voting 
appears once in the preventive arm of the pact and in two 
provisions of its corrective arm. 

As mentioned earlier, it is now possible to impose effec-
tive sanctions on Member States which do not respect the 
rules set out in the preventive arm of the pact, which was 
not the case previously. Moreover, the power to decide on 
early warnings concerning budgetary slippages now rests 
with the EC, even though this only concerns the launch 
of a procedure which has to be pursued by the Council. 
In principle, the imposition of any sanctions under the 
preventive arm begins with such a warning, i.e. if the EC 
considers that convergence towards the medium-term ob-
jective is inadequate, with expenditure growth also being 
taken into account. The fact that the EC can itself decide 
to initiate such a warning is a modest but, in our opinion, 
important adjustment to the previous system whereby the 
EC could only recommend that such a warning be given, 
after which the Council had to explicitly adopt that rec-
ommendation, which it sometimes did not do.

Within a maximum of one month of this warning, the 
Ecofin Council has to examine the situation and make a 
recommendation to the Member State concerned so that 
the latter takes the necessary measures. The time allowed 
for remedying the situation is explicitly set at a maximum 
of five months, and it may be reduced to three months 
if the EC considers the situation to be particularly serious 
and urgent. During this period, the Member State must 
report to the Council on the measures taken.

If the Member State does not apply this Council recom-
mendation – or, for example, if it fails to implement the 
measures announced – the Council may, on the EC’s 
recommendation, find by a qualified majority that no 
effective action has been taken. In that case, the EC has 
20 days to recommend that the Council impose a sanc-
tion in the form of an interest-bearing deposit equal to 
0.2 % of the previous year’s GDP. The Council can only 
reject that recommendation by the reverse qualified 
majority voting procedure mentioned above. It may also 
amend the recommendation by a qualified majority (1). If 
the Council decides, on the EC’s recommendation, that 
the budget overrun has been eliminated, the deposit and 
the accrued interest are returned to the Member State.

As regards the corrective arm of the pact, the sanctions 
regime has likewise been adjusted. Sanctions may range 
from a non-interest-bearing deposit to an actual fine, the 
maximum once again being set at 0.2 % of the previous 
year’s GDP in both cases. 

Within a maximum of twenty days of the Council’s deci-
sion – on the EC’s recommendation – that there is an 
excessive deficit, the EC must recommend the Council 
to impose a non-interest-bearing deposit. Once again, 
that recommendation can only be rejected by a reverse 

(1)	 Following the Council’s adoption of the recommendation in accordance with 
these procedures, the EC may, however, at the reasoned request of the Member 
State, recommend a reduction in the amount of the deposit, or even its 
cancellation.
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qualified majority. At this stage, if the preventive arm 
of the Pact was effective, an interest-bearing deposit 
will already have been imposed on the Member State 
concerned, as the latter had failed to respond to the 
EC’s warning. In that case, the interest-bearing deposit 
is converted to a non-interest-bearing deposit. If there 
has been no decision to impose an interest-bearing de-
posit, it is possible to impose a non-interest-bearing de-
posit immediately if the failure to respect the fiscal rules is  
“particularly serious”.

The procedure for imposing the possible subsequent fine 
is largely the same as under the previous rules. The only 
difference is that, in regard to the actual imposition of the 
fine – on the EC’s recommendation no later than 20 days 
following the Council’s decision, again on the EC’s 
recommendation, that the Member State has not taken 
effective action to correct its excessive deficit –, there is 
provision for another reverse qualified majority vote (1). If 
the Council concludes, upon the EC’s recommendation, 
that the excessive deficit has been eliminated, the deposit 
is returned to the Member State.

An initial, crucial stage in the procedure, which may pos-
sibly lead to the formation of compulsory deposits or the 
imposition of a fine, is the finding that the Member State 
concerned has failed to take effective action in response 
to the Council’s recommendations, or that there is an 
excessive deficit. The Council still has some discretion, 
especially in assessing the actual measures taken by the 
Member State. Without these preliminary stages, no de-
posit or fine can be imposed. It is in regard to this decision 
that the Council’s power has only been partially modified 
compared to the previous rules (interest-bearing deposit 
under the preventive arm) or has not changed at all (non-
interest-bearing deposit and fine under the corrective 
arm). This is one of the main criticisms of the new rules.

The new regime introduces another new sanction : the fine 
for statistics that misrepresent the data on the budget defi-
cit or the public debt. This fine is also limited to 0.2 % of 
the previous year’s GDP, and can only be imposed after de-
tailed investigations by the EC, during which the Member 
State concerned must be given a hearing. The budget 
figures need not have been deliberately manipulated. In 
principle, serious negligence may also lead to a fine. These 
fines are imposed via the “old” voting procedure – and 
therefore not by the reverse qualified majority vote : an EC 
recommendation on the subject has to be explicitly adopt-
ed by the Ecofin Council deciding by a qualified majority.

d) National budgetary frameworks

Finally, a new EU Directive imposes certain minimum re-
quirements on national budgetary frameworks. Though 
relatively vague, they aim at greater consistency between 
national and European rules and institutions ; the princi-
ples of the European rules (such as multi-annual planning, 
numerical fiscal rules, etc.) must thus be reflected to a 
sufficient degree in the national institutional framework. 
This mainly concerns the following aspects of the national 
budgetary framework :

– �F irst, sufficient reliable statistics must be available in 
good time to permit monitoring of the implementa-
tion of the budget (aspect monitoring). These budget 
figures must cover the entire public sector, to ensure 
that budget problems do not arise in government sub-
sectors without being noticed. These statistics must also 
be subject to internal control and independent audits. 
Note that, following the many problems encountered 
in regard to the accuracy of the budget figures of the 
Member States, Eurostat has already had extended au-
diting powers in this matter since July 2010.

– �M ember States must also introduce “appropriate” 
numerical fiscal rules concerning the deficit and / or the 
debt, with provision for corrective mechanisms if the 
rules are broken (2). There is no obligation regarding the 
legal basis of these rules (constitution, ordinary law, 
current government guidelines). Nonetheless, it is stipu-
lated that independent bodies (or bodies with function-
al autonomy vis-à-vis the government) must verify that 
these rules are respected ; this is an implicit reference to 
the budget councils which exist in a good many coun-
tries. However, there are no additional obligations, e.g. 
regarding the method of appointing the members and 
the exact powers of these budget councils. 

– �M ember States must also draw up detailed plans, if they 
have not already done so, for the attainment of the 
medium-term objective specified in the stability or con-
vergence programme. Those plans must imply a commit-
ment ; they must be based on realistic estimates of the 
main revenue and expenditure categories, and must also 
indicate how the measures to be taken will influence the 
sustainability of public finances in the long term.

– � Budgetary procedures must also fulfil certain require-
ments, particularly in regard to the underlying macro-
economic and budgetary estimates. The latter must be 
realistic or prudent. Clear reasons must be given for any 
significant differences in relation to the EC’s estimates, 
and the methodology used must be transparent and 
subject to regular technical consultation with the EC.

(1)	 Here, too, at the reasoned request of the Member State, the EC may, however, 
recommend a reduction in the amount of the deposit or the fine, or even its 
cancellation.

(2)	 The provisions on numerical fiscal rules do not apply to the United Kingdom.



June 2012  ❙  New developments in the economic governance of the European Union  ❙ 109

– � Finally, the said Directive provides that the countries 
must set up adequate coordination mechanisms across 
all general government sub-sectors. These must con-
cern all relevant aspects of fiscal planning, ranging 
from the budget estimates themselves to compliance 
by the general government as a whole with the said 
fiscal rules. 

In principle, the adjustments to the national budget-
ary frameworks must have been made by the end of 
December 2013.

2.1.2	 Surveillance of macroeconomic imbalances : the 
macroeconomic imbalance procedure (MIP)

In order to prevent, and if necessary correct, macroeco-
nomic imbalances in the EU in the future, the economic 
surveillance and policy coordination, which used to be 
geared essentially to fiscal policy, had to be widened to 
include a new formal surveillance framework.

The new macroeconomic imbalance procedure is based 
on two of the six legislative texts contained in the Six 
Pack, one concerning the identification, prevention and 
correction of macroeconomic imbalances, and the other 
concerning a system of sanctions.

As in the case of the fiscal rules, the aim is for decisions to 
become more automatic, on the basis of the reverse quali-
fied majority rule. The application of the two Regulations 
will be assessed initially after three years, and then every 
five years thereafter.

The Regulation on the prevention and correction of macro- 
economic imbalances applies to all European Union 
Member States, but with a distinction between the euro 
area countries and the other EU Member States. The 
second Regulation, which concerns the sanctions, applies 
only to euro area countries.

Some Member States had insisted that only countries 
with a current account deficit on the balance of pay-
ments should be subject to closer surveillance. However, 
the European Parliament made the mechanism more 
symmetrical. Nevertheless, it is specified that policy ac-
tion is particularly necessary in Member States recording 
persistent balance of payments deficits and losses of com-
petitiveness, even though Member States accumulating 
large current account surpluses also need to take meas-
ures to help strengthen domestic demand and growth 
potential. Moreover, the Ecofin Council on 8 November 
2011 explained that, unlike deficits, “large and sustained 
current account surpluses do not raise concerns about the 
sustainability of external debt or financing capacity that 

affect the smooth functioning of the euro area”, and that 
such surpluses would not give rise to sanctions.

Imbalances will be dealt with in phases : first, the detec-
tion of imbalances (alert mechanism) and preventive 
measures to avoid a serious imbalance ; and next, if seri-
ous imbalances nevertheless develop, corrective measures 
by application of the excessive imbalance procedure. If 
necessary, as stated in the second Regulation, sanctions 
may be imposed.

a) Preventive arm of macroeconomic surveillance

The early detection of imbalances operates via an alert 
mechanism. This is based on a “scoreboard” comprising 
thresholds. However, the results cannot be interpreted 
mechanically but must be combined with an assessment 
by the EC, which, if necessary also takes account of other 
relevant information, and not just the scoreboard. If the 
thresholds are exceeded, that therefore does not neces-
sarily imply the existence of macroeconomic imbalances. 
Every year, the EC has to produce an Alert Mechanism 
Report (AMR), presenting the results of the scoreboard 
and of its assessment.

The EC’s annual Alert Mechanism Report and its discus-
sion by the Ecofin Council and the Eurogroup are part of 
the annual multilateral surveillance under the European 
Semester.

The scoreboard comprises a small number of macro-
economic and macrofinancial indicators accompanied 
by thresholds which are meant to reveal imbalances, not 
only those that emerge in the short term but also those 
due to structural and long-term trends. The scoreboard 
undergoes regular assessment. If need be, the indicators 
and thresholds are adjusted in the light of any changes 
which have occurred in the nature of the macroeconomic 
imbalances.

The indicators first concern internal imbalances, notably 
those which relate to the debts of the government and 
the private sector, and developments concerning the 
housing market, private sector credit and unemployment. 
It must also be possible to detect external imbalances 
such as those relating to movements in the balance of 
payments current account, the net investment position, 
the real effective exchange rate, export market shares and 
competitiveness.

Regarding the current composition of the scoreboard and 
the thresholds, see the assessment presented in this article 
of the EC’s first Alert Mechanism Report, which formed 
the starting point for the macroeconomic imbalance 
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procedure under the 2012 European Semester (see be-
low). This shows that, following the compromise between 
the Council and the European Parliament on symmetrical 
treatment, both lower and upper alert thresholds are ap-
plied to the balance of payments current account and the 
real effective exchange rate. Differentiation between the 
euro area countries and the other EU Member States is 
reflected in the different thresholds used for the real ef-
fective exchange rate and for nominal unit labour costs.

If, following discussions on the Alert Mechanism Report 
in the Ecofin Council, or in the Eurogroup in the case of 
euro area countries, it emerges that there are potential or 
actual macroeconomic imbalances in certain countries, or 
in the event of unforeseen significant economic develop-
ments calling for urgent analysis, the EC prepares an in-
depth review of the countries concerned. This study has 
to take account of the conditions specific to each country 
and be based on a broad range of economic variables.

Should, on the basis of the in-depth review, the EC iden-
tify macroeconomic imbalances, the Council may – on a 
recommendation from the EC – address a recommenda-
tion to the Member State on the required preventive 
policy response. The latter must be monitored under the 
European Semester.

b) Corrective arm of macroeconomic surveillance : the 

excessive imbalance procedure (EIP)

If, following its in-depth review, the EC finds “excessive” 
imbalances, the Council may – on a recommendation 
from the EC – address a recommendation to the Member 
State establishing the existence of an excessive imbalance 
and advocating corrective action as well as a deadline by 
which the Member State must submit its corrective action 
plan.

Following the submission of the plan, the Council has 
two months in which to assess it on the basis of a report 
by the EC. If the plan is satisfactory, it is approved and 
a surveillance timetable is drawn up. However, if the 
Council decides that the measures or the implementa-
tion periods are not satisfactory, the Member State has to 
submit a new corrective action plan, within two months 
as a rule.

The Member State must present regular reports on the 
progress of its corrective action. The EC monitors its im-
plementation. On the basis of the EC’s report, the Council 
makes an assessment.

– � If the Council decides that the Member State has taken 
the necessary corrective action, the excessive imbalance 

procedure is considered to be on track and is held in 
abeyance. However, the monitoring continues in ac-
cordance with the set timetable.

– � If the Member State has not taken the necessary correc-
tive action, the Council, acting on a recommendation 
from the EC and by a reverse qualified majority, shall 
adopt a decision establishing “non-compliance” with 
the corrective action and address a recommendation 
to the Member State specifying new deadlines for cor-
rective action.

If the Council decides that there is no longer an excessive 
imbalance in the Member State concerned, the excessive 
imbalance procedure is closed.

c) Sanctions

Decisions on sanctions are taken by the Council on the 
basis of an EC recommendation, acting by reverse quali-
fied majority.

The sanctions are as follows :

– � An annual fine if, during the same excessive imbalance 
procedure, the Council has issued two successive rec-
ommendations stating that the corrective action plan 
is insufficient.

– � An interest-bearing deposit if the Council decides that 
the Member State has not taken the necessary correc-
tive action.

– � An annual fine if, during the same excessive imbalance 
procedure, the Council has on two successive occasions 
found “non-compliance”, implying that the Member 
State has not taken the necessary corrective measures. 
More specifically, the interest-bearing deposit which 
had been imposed earlier under the procedure is con-
verted into a fine.

In principle, both the interest-bearing deposit and the fine 
represent 0.1 % of the previous year’s GDP of the Member 
State concerned.

2.2	 The European Semester

One of the first recommendations by the Van Rompuy 
task force was to align the timetables for the national 
reform programmes and the stability and convergence 
programmes under the European Semester. The first 
European Semester was launched in 2011.
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The European Semester implies that the surveillance 
of budgets and other macroeconomic and structural 
developments will from now on form part of a cycle 
of closer ex-ante policy coordination. Even where the 
existing procedures, such as those under the Stability 
and Growth Pact and the broad economic policy guide-
lines, remain legally separate, their timetables are now 
harmonised.

Regarding the timetable, the European Semester cycle 
begins with a horizontal review : the Annual Growth 
Survey which identifies mutual economic challenges 
and determines the strategic policy stance. That docu-
ment is then approved at the spring European summit. 
In the spring, the Member States draw up their stability 
and convergence programmes and their national reform 
programmes, taking account of these strategic decisions. 
Their programmes are submitted in April and are then as-
sessed by the EC and the Council in June and July. That 
implies that these two institutions issue their guidelines 
at a time when the main fiscal measures are still being 
prepared in most countries. That will improve the synchro-
nisation of surveillance within the European Union with 
national budgetary procedures.

The new macroeconomic imbalance procedure forms part 
of the European Semester timetable. The EC publishes its 
Alert Mechanism Report in February. Next, the Economic 
Policy Committee (EPC) prepares the discussions to be 
conducted in the Council. In mid-May the EC publishes 
its in-depth review.

2.3	 The Euro Plus Pact

In March 2011, the Heads of State or Government 
of the euro area and of six other EU Member States 
reached agreement on the Euro Plus Pact. This pact 
aims to strengthen further the economic pillar of EMU 
and enhance the quality of economic policy coordina-
tion. The pact’s main objective is to boost competitive-
ness and, in so doing, to achieve a higher degree of 
convergence.

The Member States which signed the pact agree to take 
concrete measures every year which will be implemented 
in the subsequent twelve months. These measures are also 
presented in the stability and convergence programmes 
and in the national reform programmes. The purpose 
of the Euro Plus Pact is to secure concrete commitments 
from the Member States, since the measures announced 
in the national reform programmes were often vague and 
non-committal.

2.4	 The Two Pack

The term “Two Pack” refers to two Regulations proposed 
by the EC on 23 November 2011, intended to strengthen 
further fiscal surveillance in the euro area countries. 
Following an examination conducted under the trialogue 
procedure between the Council, the European Parliament 
and the EC, the two Regulations are likely to be finalised 
and to enter into force at the earliest during the summer 
of 2012.

The first proposal for a Regulation aims to strengthen 
and harmonise the budgetary procedures in the euro 
area countries, and to impose additional surveillance and 
reporting obligations in the case of an excessive defi-
cit. In particular, in regard to the first point, a common 
budgetary timetable must be respected : draft budgets 
including the main parameters of the budgets of lower 
levels of government must, in principle, be produced 
by 15 O ctober in the preceding year, then submitted 
to the EC which has to examine them before the end 
of November ; the EC’s assessment is discussed in the 
Eurogroup and may also be presented to the parliament 
of the Member State in question if such a request is made. 
The budgets have to be approved by no later than the end 
of December of the preceding year, though emergency 
procedures must be in place in case that does not happen 
for reasons beyond the control of the government con-
cerned. The budgets must also be based on independent 
macroeconomic estimates ; autonomous budget councils 
are accorded a key role in checking compliance with the 
numerical fiscal rules, and an ex-ante reporting obligation 
vis-à-vis the EC and the Eurogroup is introduced for the 
issuance of debt certificates.

The second proposal for a Regulation provides for a closer 
surveillance regime in euro area countries which request 
financial assistance from the European emergency funds 
or which, in the EC’s opinion, face serious financial stabil-
ity problems which could have negative contagion effects 
on other euro area countries or on the euro area as a 
whole. The current approach being followed for countries 
receiving assistance from the EU funds (Greece, Ireland 
and Portugal) is largely institutionalised. Among the key 
features : one of the articles of this draft Regulation states 
that any euro area country which has “insufficient capac-
ity” or which experiences significant problems in imple-
menting the adjustment programme imposed must seek 
the “technical assistance” of the EC which may, for that 
purpose, set up a group of experts in collaboration with 
other Member States and international institutions, which 
may be based permanently in the country concerned. 
This appears to be a first step towards the possible aboli-
tion of the national sovereignty of a euro area Member 
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State pursuing a policy that has adverse effects on other 
Member States and incapable, for any reason, of imple-
menting an international adjustment programme.

2.5	 The Treaty on Stability, Coordination and 
Governance in the Economic and Monetary 
Union

At the European summit on 8 and 9 December 2011, all 
the EU Member States with the exception of the United 
Kingdom declared their willingness to conclude a new 
Fiscal Compact and to achieve even closer coordination 
of their economic policies. The new pact aims to enhance 
fiscal discipline by providing for more automatic sanctions 
and stricter surveillance. In addition, the Member States 
will coordinate their economic policies. These agree-
ments are defined in a new intergovernmental Treaty on 
Stability, Coordination and Governance in the Economic 
and Monetary Union, signed at the beginning of March 
2012, in the margins of the European Council meeting, 
by 25 EU Member States (all the Member States except 
the United Kingdom and the Czech Republic). It will enter 
into force on 1 January 2013 so long as it is ratified by 
at least twelve euro area Member States. It will only be 
binding for the euro area countries ( that have ratified it) ; 

for the other Member States it will be binding once they 
introduce the euro, or before then at their request.

The Fiscal Compact is the fiscal part of the new treaty. Its 
main provision specifies that the budgetary position of 
the general government must be in balance or in surplus. 
That condition is deemed to be met if the annual struc-
tural budget balance is at the level of the medium-term 
objective specific to each country, on the understanding 
that the lower limit for this balance is a deficit of 0.5 % 
of GDP (1). It is important to converge rapidly towards the 
medium-term objective specific to each country, the ad-
justment path for that purpose being proposed by the EC.

If the annual structural budget balance deviates signifi-
cantly from the medium-term objective or the adjustment 
path towards that objective, a correction mechanism will 
be activated automatically, obliging the Member State 
concerned to correct the deviation within a well-defined 
period. Only “exceptional circumstances” may justify a 
–  temporary – deviation from the said objective or the 
adjustment path. Any dispute between the EC and a 

(1)	 For countries whose public debt is significantly lower than 60 % of GDP and 
which face a low risk to the sustainability of their public debt, that limit is 
lowered to a deficit of 1 % of GDP. 

Table 1 Overview Of the new eU gOvernance framewOrk

 

Six Pack
 

Two Pack
 

TSCG (1)

 

What ? 5 EU Regulations and  
1 EU Directive

2 EU Regulations  
(currently being negotiated)

International treaty

Who ? EU‑27 (with some distinction 
between the euro area countries 
and the others)

Euro area countries EU‑25 (excluding UK and CZ)

Date of entry  
into force

13 December 2011 expected : summer 2012  
(after the trialogue procedure)

after ratification by at least  
12 euro area countries  
(target : January 2013)

Content •	 stricter and broader fiscal 
surveillance (e.g. operational 
debt criterion and expenditure 
rule)

•	 broader macroeconomic 
surveillance

•	 new decision‑making procedures

•	 minimum requirements for 
national budgetary frameworks

•	 more advanced fiscal surveillance   
and coordination in the euro area

•	 independent national institutions 
responsible for monitoring 
compliance with the fiscal rules

•	 precise timetable for the annual 
budget and preliminary review 
by the EC

•	 tougher surveillance regime 
for countries with financial  
difficulties (automatic for those 
receiving assistance)

•	 limit on the structural deficit, 
preferably enshrined in the 
constitution

•	 the euro area countries commit  
to accepting in principle the EC’s 
recommendations regarding the 
excessive deficit procedure (2)

•	 role for the European Court of 
Justice

•	 provides for enhanced 
coordination

Source : NBB.
(1) Treaty on Stability, Coordination and Governance in the Economic and Monetary Union. The term “fiscal compact” is often used to refer to the fiscal issues which it includes.
(2) The euro area countries agree to accept any EC recommendation concerning the existence of an excessive deficit unless the recommendation is rejected by a qualified majority.
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Member State has to be settled by the European Court 
of Justice.

These new rules must be transposed into national law 
– preferably in the constitution or in another law guaran-
teeing compliance in all respects – and be implemented 
by no later than one year after entry into force of the 
intergovernmental treaty. If a Member State signatory 
to the treaty finds, independently or on the basis of a 
report on the subject by the EC, that a country has not 
incorporated the new rules appropriately in its national 
law, it may bring proceedings before the European Court 
of Justice. The Court’s judgment is then binding, and the 
Court may impose the necessary measures. If a Member 
State then finds, independently or on the basis of a report 
on the subject by the EC, that the measures imposed by 
the European Court of Justice have not been respected, it 
may bring another action before the Court and apply for 
financial sanctions. In that case, the Court may impose a 
fine of up to 0.1 % of GDP.

The treaty also repeats that if the public debt exceeds 
60 % of GDP, it must be reduced each year by one-
twentieth of the difference between the actual debt level 
and 60 % of GDP. 

Member States subject to an excessive deficit procedure 
must set up a fiscal and economic partnership programme 
comprising the measures to be implemented in order to 
ensure the lasting correction of their excessive deficit. 
The presentation of this programme to the EC and to the 
Council, and its monitoring, take place in the context of 
the existing surveillance procedures under the Stability 
and Growth Pact. In addition, the rules on the excessive 
deficit procedure have been tightened up for euro area 
Member States. The latter undertake to support any rec-
ommendation submitted by the EC concerning the exist-
ence of an excessive public deficit unless that recommen-
dation is opposed by a qualified majority. The measures 
and sanctions proposed or recommended by the EC are 
supported unless they are opposed by a qualified majority.

To improve the coordination and planning of public debt 
security issues, the Member States have to report in ad-
vance to the EC and the Council.

Apart from the Fiscal Compact, the new treaty also com-
prises a section on economic policy coordination and gov-
ernance in the euro area, providing for additional “Euro 
summits” to be held at least twice a year.

Finally, the preamble to the new treaty also stipulates 
that the financial assistance given under the European 
Stability Mechanism will be conditional upon ratification 

of the new treaty and the transposition of the budgetary 
measures concerned into national law within the specified 
periods. 

In the absence of unanimity among the Member States, the 
new intergovernmental Treaty on Stability, Coordination 
and Governance in the Economic and Monetary Union 
therefore does not imply any revision of the EU Treaty. 
However, the aim is that, within five years of its entry into 
force, the necessary measures to incorporate this inter-
governmental treaty in the legal framework of the EU will 
have been taken. That should prevent the establishment 
of new institutional frameworks and parallel policy coor-
dination outside the EU Treaty. Moreover, it is necessary 
for the EU institutions which the new intergovernmental 
treaty entrusts with important tasks, in this case the EC 
and the European Court of Justice, to represent the EU as 
a whole on the basis of European legislation, and not just 
certain Member States. 

3.	 Assessment of the new rules on 
economic governance 

Only part of the new governance framework has entered 
into force. It is therefore too soon to make an overall 
assessment. The next section presents a series of gen-
eral considerations concerning the Six Pack, applicable 
since the end of 2011, and the new Treaty on Stability, 
Coordination and Governance in the Economic and 
Monetary Union, before examining the conclusions of the 
first Alert Mechanism Report.

3.1	 Initial considerations concerning the Six Pack 
and the TSCG

The new fiscal rules set out in the Six Pack are in any case 
a step in the right direction. The more binding character 
of the preventive arm of the Stability and Growth Pact, 
including the provisions on possible sanctions, and the 
greater attention to the national budgetary frameworks 
and the accuracy of the budget statistics are particularly 
positive features. In regard to macroeconomic imbalances, 
as already stated, there was an urgent need to have 
better rules at the European level. However, this is not the 
“quantum leap” required to minimise the risk of further 
macroeconomic and budgetary slippages.

Thus, it must be said that the more automatic character 
of the new fiscal rules is actually rather disappointing. It 
is doubtful that the limited transfer of decision-making 
powers from the Ecofin Council to the EC will mean bet-
ter application of the rules in all cases.
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As already mentioned, regarding the fiscal rules, the 
reverse qualified majority voting procedure was intro-
duced solely for the purpose of the formal stage relating 
to the imposition of a sanction. Conversely, the Ecofin 
Council’s powers relating to the necessary prior decision 
(no effective policy response or existence of an excessive 
deficit) remain more or less unchanged. Only the assess-
ment of whether a Member State has actually complied 
with the Council’s recommendations under the preven-
tive arm of the Stability and Growth Pact gives rise to 
a new, complex voting procedure. During the trialogue 
negotiations, the European Parliament had argued for 
much more extensive use of the reverse qualified major-
ity voting procedure than that advocated by the EC and 
the Council, but in the end only limited changes were 
made to the existing voting procedure. This concerns a 
double vote. First, the Ecofin Council must – as before – 
adopt by a qualified majority the EC’s recommendation 
that no effective action has been taken to comply with 
the Council’s recommendations following a warning. If 
the Council does not adopt it, and if the EC stands by 
its view that the recommendations have not really been 
implemented, it may, after one month, address a second 
recommendation to the Council which is considered to 
be adopted unless the Council, acting by a simple ma-
jority, explicitly rejects it within ten days (reverse simple 
majority voting). 

In regard to the other two decisions which must precede 
any sanction, the procedure is unchanged : the Ecofin 
Council must explicitly adopt an EC recommendation on 
the subject by a qualified majority, otherwise no sanction 
can be imposed. It therefore does not seem unreasonable 
to suspect that the Ecofin Council will prove to be even 
more “prudent” when it comes to taking these prior 
decisions, knowing that the subsequent progress of the 
procedure is more automatic in character.

Under the macroeconomic imbalance procedure, re-
verse qualified majority voting is likewise reserved 
primarily for the imposition of sanctions : reverse quali-
fied majority voting is not specified for the Council’s 
decision on the existence of excessive imbalances, nor 
for the preventive arm of the macroeconomic imbal-
ance procedure. In contrast to what applies to the fiscal 
rules, reverse qualified majority voting is mandatory if 
it is found that the corrective measures have not been 
implemented.

The rules are also being made far more complicated, 
which may hamper the effectiveness and speed of appli-
cation. An increase in the number of rules does not neces-
sarily lead to more consistent and more coherent surveil-
lance. More specifically in regard to the macroeconomic 

imbalance procedure, the extensive range of issues sur-
rounding the imbalances must be taken into account. 
The imbalances cover numerous aspects of the economy 
which interact. In view of the complexity of the ques-
tion, it was not in fact desirable to confine the assess-
ment of any imbalances to an automatic reading of the 
scoreboard. Conversely, the current legislation leaves the 
door open to interpretation, and has ended up relatively 
complicated.

Moreover, the new rules also raise some specific ques-
tions. In regard to the preventive arm of the fiscal rules, 
for example, there are still no specific details on the way 
in which the new rules on expenditure will be applied. 
Thus, the estimate of potential economic growth presents 
a considerable technical problem when it comes to esti-
mating the structural budget balances and hence judging 
the adjustment path towards the medium-term objective. 
Moreover, it will be far from being a simple matter for 
the EC to analyse accurately and objectively the budgetary 
impact of the measures concerning revenues, necessary to 
determine the permissible expenditure growth. As interest 
charges are excluded from the expenditure rule, compli-
ance with the rule might not always lead to the required 
elimination of the structural deficit.

In regard to the corrective arm of the fiscal rule, there 
remains the question as to what precise added value the 
debt rule will bring. Of course, it is perfectly reasonable 
to require countries saddled with heavy debts to make a 
greater budgetary effort. However, opting to do that by 
imposing a new direct numerical limit on the movement 
in the debt (and not a stricter limit on the budget 
balance) brings its own set of problems. The movement 
in the consolidated gross debt (a concept derived 
from the Maastricht Treaty) is in fact determined not 
only by the budget balance but also by nominal GDP 
growth and by adjustments between the deficit and 
the debt (such as changes in financial assets, exchange 
rate fluctuations, divergences between cash flows and 
revenue and expenditure according to the ESA 95 
methodology, etc.). In principle, all these factors should 
be taken into account when assessing the movement 
in the debt : for example, how will compliance with the 
debt criterion be assessed if the reduction in the debt is 
due essentially to the sale of financial assets (something 
which does not influence either the net debt or the 
sustainability of public finances) ? The list of “relevant 
factors” – which goes far beyond the business cycle and 
the said adjustments between the deficit and the debt –  
does not facilitate consistent application of the debt 
criterion : far from it. In general, under normal economic 
circumstances and in the case of normal adjustments 
between the deficit and the debt, it is likely that a budget 
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balance close to the medium-term objective, as defined 
in the preventive arm of the Stability and Growth Pact, 
will automatically lead to the required debt reduction. 
The value added of this new rule concerning the debt is 
therefore relative.

Finally, it must be said that the requirements imposed in 
the said Directive concerning national budgetary frame-
works remain vague in many respects. A number of 
Member States go much farther in strengthening their 
national fiscal rules and budgetary institutions.

Regarding the new Treaty on Stability, Coordination and 
Governance in the Economic and Monetary Union, it 
largely follows – and even overlaps with – the Stability 
and Growth Pact as amended under the Six-Pack legisla-
tion ; nonetheless, it does reinforce it. Thus, the medium-
term objectives for structural budget balances and the 
automatic correction mechanism have to be enshrined 
in national law, at constitutional or comparable level. 
In addition, the provision whereby the Member States 
must abide by the proposals and recommendations of 
the EC under the excessive deficit procedure unless they 
are opposed by a qualified majority is stricter than the 
comparable provisions of the Six Pack. Conversely, the 
Fiscal Compact under the new treaty appears to have the 
drawback of further increasing the complexity of the rules 
on governance.

3.2	 The first Alert Mechanism Report, February 
2012

In February 2012, the EC published its first Alert 
Mechanism Report, the first stage in the macroeconomic 
imbalance procedure. As already mentioned, this report 
is based on a series of relevant indicators and thresholds 
which make up the scoreboard.

3.2.1	 Findings of the first Alert Mechanism Report

The first scoreboard is based on data from the end of 
2010. For many Member States, it indicates the following 
principal problems : large current account balances (even 
if they have recently been corrected to some extent), 
the still substantial level of the net external debt, loss of 
export market shares and the debt levels of households 
and businesses as well as governments. Property price 
bubbles were also identified among the problems facing a 
number of countries, although a correction is in progress 
on this point. 

Several indicators exceed the thresholds and are thus 
highlighted in red for many countries :

– � 15 of the 27 Member States record a net international 
investment position which is too negative as a percent-
age of GDP, or a loss of export market shares, or a too 
high private sector debt as a percentage of GDP ; in a 
number of cases, these three imbalances are combined ;

– � in 14 Member States, the public sector debt exceeds 
60 % of GDP ;

– � in 11 Member States the current account imbalance is 
highlighted in red, 9 recording a deficit which exceeds 
the threshold of – 4 % of GDP, and 2 recording a surplus 
which exceeds the threshold of + 6 % of GDP ;

– � apart from these common imbalances, a substantial 
change in the real effective exchange rate, in nominal 
unit labour costs and in the unemployment rate are 
mentioned a number of times, while property price 
rises and private sector credit flows are in red in one 
or two cases. 

On the basis of this scoreboard, the EC selected 12 Member 
States for an in-depth review. The programme countries (1) 
– Ireland, Greece, Portugal and Romania – were excluded 
as they are already under closer surveillance. The coun-
tries selected for an in-depth review include seven euro 
area Member States (Belgium, Cyprus, Finland, France, 
Italy, Slovenia and Spain) and five which are not in the 
euro area (Bulgaria, Denmark, Hungary, Sweden and the 
United Kingdom).

All these countries exceed at least three thresholds, or two 
if the excess is very substantial. Excluding the programme 
countries, it is Spain and Cyprus that exceed the largest 
number of thresholds, namely six.

Luxembourg and Sweden both have a current account 
surplus which exceeds the upper threshold of 6 % of GDP, 
but –  in accordance with the conclusions of the Ecofin 
Council on 8 November 2011 – this was not considered 
to be an aspect likely to raise “concerns about the sustain-
ability of external debt or financing capacity that affect 
the smooth functioning of the euro area”.

3.2.2	 Assessment of the scoreboard and of the first Alert 
Mechanism Report

While it is always possible to criticise the selection of the 
indicators and the method of calculating the thresholds, 
that debate took place before the scoreboard was first ap-
plied. It has now been approved by the Council and by the 

(1)	 The programme countries receive support from the EFSF, the EFSM or bilateral 
loans (Greece, Ireland and Portugal), or balance of payments support from the 
EU (Romania).
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Parliament even though, as already mentioned, the list of 
indicators and the thresholds may be revised in the future. 
Moreover, the choice of indicators is not the only impor-
tant aspect ; their precise definition is just as important.

Thus, the data on private debt may be extremely mis-
leading if they are based on non-consolidated data, as 
is currently the case. In certain countries, such as Malta, 
Luxembourg and Ireland, but especially in Belgium, the 
non-consolidated data differ greatly from the consoli-
dated data. 

For Belgium, for example, this difference is due to the 
strong presence of multinationals which manage their 

internal financial flows from this country. The non-con-
solidated debt of the non-financial corporations sector 
is therefore very high in Belgium. It came to 180 % of 
GDP at the end of 2010, compared to 78 % of GDP on a 
consolidated basis.

Non-consolidated data are useful for gaining an idea of 
the sector’s financing structure. Inter-company loans – es-
pecially within the same group – are generally more stable 
than bank lending and the associated risk is lower.

However, a consolidated indicator does seem more rel-
evant for analysing the potential risks inherent in macro-
economic imbalances, and that should be the aim of the 

Table 2 Alert MechAnisM report : the 2010 scoreboArd
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BE  . . . . . . . . –0.6 77.8 1.3 –15.4 8.5 0.4 13.1 233 96 7.7

BG  . . . . . . . . –11.1 –97.7 10.4 15.8 27.8 –11.1 –0.2 169 16 7.5

CZ  . . . . . . . . –2.5 –49.0 12.7 12.3 5.1 –3.4 1.7 77 38 6.1

DK  . . . . . . . . 3.9 10.3 0.9 –15.3 11.0 0.5 5.8 244 43 5.6

DE  . . . . . . . . 5.9 38.4 –2.9 –8.3 6.6 –1.0 3.1 128 83 7.5

EE  . . . . . . . . –0.8 –72.8 5.9 –0.9 9.3 –2.1 –8.6 176 7 12.0

IE  . . . . . . . . –2.7 –90.9 –5.0 –12.8 –2.3 –10.5 –4.5 341 93 10.6

EL  . . . . . . . . –12.1 –92.5 3.9 –20.0 12.8 –6.8 –0.7 124 145 9.9

ES  . . . . . . . . –6.5 –89.5 0.6 –11.6 3.3 –3.8 1.4 227 61 16.5

FR  . . . . . . . . –1.7 –10.0 –1.4 –19.4 7.2 5.1 2.4 160 82 9.0

IT  . . . . . . . . –2.8 –23.9 –1.0 –19.0 7.8 –1.4 3.6 126 118 7.6

CY  . . . . . . . . –12.1 –43.4 0.8 –19.4 7.2 –6.6 30.5 289 62 5.1

LV  . . . . . . . . –0.5 –80.2 8.5 14.0 –0.1 –3.9 –8.8 141 45 14.3

LT  . . . . . . . . –2.3 –55.9 9.1 13.9 0.8 –8.7 –5.3 81 38 12.5

LU  . . . . . . . . 6.4 96.5 1.9 3.2 17.3 3.0 –41.8 254 19 4.9

HU  . . . . . . . . –2.1 –112.5 –0.5 1.4 3.9 –6.7 –18.7 155 81 9.7

MT  . . . . . . . . –5.4 9.2 –0.6 6.9 7.7 –1.6 6.9 212 69 6.6

NL  . . . . . . . . 5.0 28.0 –1.0 –8.1 7.4 –3.0 –0.7 223 63 3.8

AT  . . . . . . . . 3.5 –9.8 –1.3 –14.8 8.9 –1.5 6.4 166 72 4.3

PL  . . . . . . . . –5.0 –64.0 –0.5 20.1 12.3 –6.1 3.8 74 55 8.3

PT  . . . . . . . . –11.2 –107.5 –2.4 –8.6 5.1 0.1 3.3 249 93 10.4

RO  . . . . . . . . –6.6 –64.2 –10.4 21.4 22.1 –12.1 1.7 78 31 6.6

SI  . . . . . . . . –3.0 –35.7 2.3 –5.9 15.7 0.7 1.8 129 39 5.9

SK  . . . . . . . . –4.1 –66.2 12.1 32.6 10.1 –4.9 3.3 69 41 12.0

FI  . . . . . . . . 2.1 9.9 0.3 –18.7 12.3 6.8 6.8 178 48 7.7

SE  . . . . . . . . 7.5 –6.7 –2.5 –11.1 6.0 6.3 2.6 237 40 7.6

UK  . . . . . . . . –2.1 –23.8 –19.7 –24.3 11.3 3.4 3.3 212 80 7.0

Source : EC.
(1) For euro area and other EU countries respectively.
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MIP. On the basis of the consolidated data, the debt ratio 
of non-financial corporations is more or less the same in 
Belgium as in the euro area. The corresponding debt ratio 
for the non-financial private sector as a whole in Belgium 
is only 131 % of GDP, compared to an average of 147 % 
in the euro area. 

Another point to be treated with caution is that the selec-
tion of the Member States subject to an in-depth review 
may be considered arbitrary : some countries exceeding 
the threshold for two indicators are selected, whereas 
others need to have four indicators highlighted in red. 
Eight Member States have three indicators in red, but 
Belgium is the only one selected for an in-depth review. 
Of course, the EC conducts an overall assessment in which 
it need not assign the same weighting to all the overruns. 

Finally, the 2012 Alert Mechanism Report uses data from 
the end of 2010, which may therefore no longer be up 
to date at the time of the assessment. The use of 2011 
data rather than 2010 data is already revealing notable 
improvements in certain Member States at the level of the 
current account deficit (Malta, Slovakia and Spain) and 
changes in unit labour costs (Austria, Estonia, Greece, Italy 
and Slovakia). Conversely, other indicators have deterio-
rated in certain countries, such as the unemployment rate 
in Spain. This situation clearly shows that the scoreboard 
is only a snapshot. The rules therefore provide for it to be 
interpreted in a broader framework.

At the end of May 2012, the EC presented its in-depth 
reviews on twelve Member States. It concludes that 
there are macroeconomic imbalances requiring preventive 
treatment and careful monitoring. It also finds that these 
imbalances are already being corrected, as is evident from 
the shrinking of current account deficits, the convergence 
of unit labour costs, the decline in excessive lending and 
the house price correction. In a number of cases, however, 
the cumulative internal and external imbalances still pre-
sent a major challenge, e.g. as regards private and public 
sector debt.

Although, according to the EC, excessive imbalances 
are not present in any of the twelve Member States, it 
nevertheless makes a distinction between these twelve 
countries. Spain and Cyprus are among the most worry-
ing cases, followed by France, Hungary, Italy and Slovenia. 
Among the twelve Member States undergoing an in-
depth review, Belgium is classed among the least worry-
ing countries ; the main point noted in Belgium’s review 
is the loss of competitiveness and the high level of public 
debt, while the review rightly states that the high non-
consolidated private sector debt does not indicate any risk 
because the consolidated debt is relatively low.

Conclusion

The macroeconomic imbalances which have accumulated 
since the introduction of the euro in some Member States 
were never adequately counteracted by the previous 
Stability and Growth Pact and the structural economic 
policy.

Those imbalances grew larger, culminating in the 
May  2010 crisis when Greece effectively lost access to 
the financial markets and the country had to resort to in-
ternational financial assistance. The EU was forced to opt 
swiftly for bilateral public funding of the Greek sovereign 
debt and the creation of two temporary financial support 
mechanisms which, from mid-2012, will be succeeded by 
the permanent European Stability Mechanism, the ESM.

At the same time, it was decided at the highest politi-
cal level to strengthen the economic policy coordination 
framework within the EU.

The aim was to prevent macroeconomic imbalances or 
eliminate them faster and more vigorously in all EU Member 
States, and especially in the euro area, with the aid of a se-
ries of automatically binding rules. December 2011 saw the 
new Six-Pack rules enter into force, not only strengthening 
the previous Stability and Growth Pact but also introducing 
the key macroeconomic imbalance procedure.

Chart  4	 Consolidated gross debt of the non-
financial private sector (1)

(data at the end of 2010, in % of GDP)
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During the decision-making process, owing to national 
political considerations, the original proposals for more 
automatic decision-making procedures under the Six Pack 
were weakened to some extent, although the European 
Parliament partly corrected that. There were other initia-
tives, such as the Euro Plus Pact and, more importantly, 
the new Treaty on Stability, Coordination and Governance 
in the Economic and Monetary Union, which includes 
the Fiscal Compact. Two new Regulations are also be-
ing discussed in the trialogue procedure between the 
Council, the European Parliament and the EC, namely the 
Two Pack, whereby euro area Member States must submit 
their draft budgets to the EC, which would be entitled to 
assess them in the light of the European fiscal rules.

In contrast to the 2005 reform of the Stability and Growth 
Pact, the recent and current changes to the EU’s govern-
ance framework are clearly a key step in the right direc-
tion. On the other hand, the rules have become much 
more complicated, and an increase in the number of 
regulations does not necessarily lead to more consistent 

and more coherent surveillance. Moreover, the initiatives 
overlap to some extent, deploying not only Community 
methods but also intergovernmental ones, further adding 
to the complexity.

The way in which the new governance framework will 
be implemented will now determine its credibility. Strict 
implementation of the procedures and of the sanctions, 
where applicable, may make a contribution here. National 
ownership, notably by the parliaments of the Member 
States, is another key factor for credibility.

In the past two years, the EU has made more progress in 
further developing the “economic pillar” of EMU than in 
the past decade. As a result, we are moving closer to the 
EMU proposed by Pierre Werner in his 1970 report. But 
there is still a long way to go. Significant new steps will 
be needed, and must be accompanied by greater transfer 
of sovereignty to the European level in order to give it the 
power to prevent and combat the imbalances which led 
to the debt crisis in the euro area.
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Economic projections for Belgium – Spring 2012

The current economic situation in the euro area is causing serious concern. While the measures 
adopted by the European authorities since the end of 2011 did temporarily ease the uncertainty and 
financial tensions at the beginning of 2012, renewed nervousness on the sovereign debt markets 
and among the economic agents has emerged in recent months, owing to the very worrying 
situation in the countries undergoing significant budgetary adjustments and / or radical restructuring 
of their economy. The resulting contagion is affecting financial institutions in the euro area. 

The projections for 2012 and 2013 presented in the article are based on the assumption that these 
tensions will ease, on the premise that the euro area crisis does not grow any worse and does not 
have irreparable repercussions on systemic financial institutions. External demand is assumed to 
strengthen gradually, with interest rates remaining low, while the oil price is expected to record a 
modest fall. 

In the euro area, the economic situation should gradually improve in the second half of 2012, and 
the recovery should strengthen in 2013. Significant divergences between countries are expected to 
persist. Inflation is projected to decline gradually, the main factor being the expected fall in oil prices.

Since mid-2011, the Belgian economy has felt the effects of the worsening financial tensions and 
deteriorating economic situation in the euro area. GDP growth is forecast to reach just 0.6 % in 
2012, rising to 1.4 % in 2013. The outlook is slightly more favourable than for the euro area as 
a whole. In the absence of any adjustment having a major impact on domestic demand, activity 
in Belgium, in Germany’s wake, continues to exhibit some resilience, as was the case during the  
2008-2009 recession.

The slowdown in activity in 2012 followed by a moderate revival in 2013 should be directly reflected 
in the employment market, where only 3 300 additional jobs are forecast to be created in net terms 
in 2012, and just over 27 000 in 2013. The weakness of job creation is also due to the budget 
restraint which the new government has introduced for the federal authorities and health care. 
Unemployment is expected to rise to 7.5 % in 2012 and 7.7 % in 2013.

Since peaking in mid-2011, inflation has fallen steadily in Belgium and should continue to ease, 
averaging 2.6 % in 2012 and 1.5 % in 2013, the main factor being the expected fall in oil prices. 
Before subsiding in 2013, underlying inflation is set to remain high in 2012 owing to the effect of 
the increase in certain indirect taxes and the rise in labour costs, which should still be strong.

Summaries of articles
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The general government deficit is projected to fall to 2.8 % in 2012, deteriorating slightly thereafter, 
and rising to 3.1 % in 2013. The public debt is set to rise significantly in 2012, to 98.9 % of GDP, 
owing to exogenous factors relating to the Greek rescue package and participation in the European 
Stability Mechanism, and is projected to record a smaller increase in 2013 to reach 99.2 % of GDP.

JEL codes : E17, E25, E37, E66

Key words : Belgium, macroeconomic projections, Eurosystem

What can we and can’t we infer from the recourse to the deposit facility ?

In the wake of the two longer-term refinancing operations with a maturity of three years conducted 
in December 2011 and February 2012, amounts placed on the Eurosystem’s deposit facility surged 
to unprecedented high levels of around € 800 billion. The article clarifies how this high recourse to 
the deposit facility should be interpreted. 

First, daily changes in the amounts being placed on the deposit facility should not necessarily be 
interpreted as daily changes in stress on the interbank market as there is a seasonal pattern in the 
use of the deposit facility. That seasonal pattern stems from the fact that Eurosystem counterparties 
have to meet a reserve requirement on an average basis. Hence, it is better to watch the money 
market liquidity surplus, defined as the sum of the recourse to the deposit facility and the current 
account holdings in excess of the required reserves, as a proxy for the central bank’s intermediation 
role on the money market.

Second, high recourse to the deposit facility is an automatic corollary to increased central bank 
liquidity provision because the relationship between the central bank and commercial banks can be 
seen as a closed system. Hence, as illustrated by some examples, large amounts being placed on 
the deposit facility are not informative as to whether or not the liquidity is actually “being put to 
use”, for instance, to grant credit to the non-financial sector or to pay back maturing bank debt. 
A number of examples illustrate this. 

JEL codes : E52, E58

Key words : Eurosystem, deposit facility, monetary policy implementation

Monetary policy in the US and the euro area during the crisis

The article aims to present and analyse the policy responses of the Federal Reserve and the 
Eurosystem during the various stages of the economic and financial crisis that began in the summer 
of 2007. It also looks at the relationship between monetary policy and budgetary policy, and 
attempts to shed some light on the challenges of conducting monetary policy at the present time.

In the context of the crisis, the Federal Reserve and the Eurosystem made profound changes to the 
conduct of their monetary policy. In order to prevent the collapse of the financial system and to 
support economic activity, they decided on rapid and substantial cuts in their key interest rates, which 
reached historic lows. Moreover, they adopted numerous non-standard measures to provide liquidity 
and purchased assets on a massive scale, broadening their role as intermediary and considerably 
expanding the size of their balance sheets. Whilst each of the central banks significantly revised the 
operational framework of its monetary policy, the initial circumstances of how monetary policy was 
conducted and the predominance of the non-banking financial sector in financing the economy in 
the United States resulted in more substantial changes in the case of the Federal Reserve.
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The scale of the crisis and the rapid progression of events justify to a great extent the unprecedented 
extension of central banks’ activities during the last few years. It should be borne in mind, however, 
that monetary policy has its limits. Whilst the high level of excess liquidity at the present time is not 
a direct threat to price stability, conducting an accommodating monetary policy over a long period 
may in fact entail numerous risks. 

JEL codes : E44, E52, E58, E61, E63

Key words : monetary policy, budgetary policy, Federal Reserve, Eurosystem, economic and financial 
crisis, sovereign debt crisis, non-standard measures, euro area, United States, independence

Reform of the Special Finance Act for the Communities and Regions

On 10 October 2011, eight parties with a special majority in the federal parliament concluded an 
agreement on the sixth reform of the Belgian State. The article presents the two most important 
aspects of the reform from an economic and budgetary point of view, namely the transfer of new 
powers from federal level to the federated entities, and the revision of the Special Finance Act for 
the Communities and Regions of 16 January 1989. The agreement on the revision of the Finance 
Act mostly concerns principles and mechanisms.  

The powers transferred represent around 4.4 % of GDP. These transfers come under social security 
rather than federal government, and more powers are devolved to the Communities and Community 
Commissions – institutions with no fiscal powers of their own – than to the Regions.

For the Regions, one of the main changes pursuant to the new draft Finance Act concerns the 
greater fiscal autonomy accorded to them in regard to personal income tax. For their new powers, 
the Regions also receive additional resources allocated according to a fiscal key. Finally, a national 
solidarity allowance is maintained, but the detailed arrangements are modified.

Likewise, the Communities receive additional resources for their new powers, but they are allocated 
on the basis of demographic keys. The resources available to the Communities for their old powers 
are being restructured.

There is also a transitional mechanism to neutralise the effects of the reform for the various entities 
when it comes into force, and to limit the scale of the effects during the first decade.  Separately 
from this mechanism, the Brussels institutions are to be refinanced and the agreement includes a 
higher contribution from the federated entities towards the budgetary cost of ageing.

As it stands, the agreement on State reform does not solve the issue of the various entities’ 
participation in the necessary consolidation of Belgian public finances. It is therefore important to 
determine the sharing of the consolidation efforts needed to restore a balanced budget in Belgium 
by 2015, to specify the arrangements for the participation by the federated entities and, in that 
connection – as stipulated by the agreement – to finally set certain Finance Act variables, such as 
the reference amounts for the transfer of powers and their variation parameters.

Jel codes : H11, H70, H74

Key words : public finance, fiscal, Belgian State reform, Special Finance Act, Communities and 
Regions



Asset formation by households during the financial crisis

The article presents a microeconomic analysis of asset formation by Belgian households and the 
impact which the financial crisis has had on that. For the first time, data from a survey of households’ 
financial behaviour are used. The survey data are a useful addition to the existing macroeconomic 
information. During the crisis, many households deserted equities in favour of bank accounts, and 
bank accounts in favour of real estate. On the other hand, there were some households which 
actually invested more in equities during this period. Many households also transferred funds 
between various bank accounts, and some households avoided particular assets altogether. The 
survey offers direct information on households’ attitudes to financial risk and demographic and 
socio-economic characteristics that play a role in these movements. Some specific portfolio choices 
which households have made since the beginning of the financial crisis can be pointed up. First, 
there were noticeably large numbers of transfers between accounts with financial institutions, 
probably partly owing to the mounting mistrust of such accounts and of certain financial institutions 
in particular. Secondly, positions in equities and equity funds were reduced in many cases, whereas 
there were still some households wanting to invest more in these assets. Therefore, not all Belgian 
investors were averse to (calculated) financial risk. Real estate continues to play a clear role as a safe 
haven. Many households withdrew cash from bank accounts in order to invest in real estate, and it 
seems that few households intend to retreat from it.

JEL codes : D14, G11

Key words : household finance, asset formation, financial crisis, household survey

New developments in economic governance in the European Union

In the past few years it has become painfully clear that the financial markets’ loss of confidence 
confronting certain euro area countries can swiftly spread to other Member States, ultimately 
threatening the orderly functioning and stability of the euro area as a whole.

Back in 2007, before the financial crisis, vulnerable positions had become apparent within the 
euro area. In the absence of adequate fiscal discipline, the initial budgetary position of several euro 
area countries was not very strong. Moreover, there were wide divergences in competitiveness and 
domestic demand within the euro area, and the situation in some Member States had become 
particularly fragile owing to structural losses of competitiveness or property market bubbles 
combined with the accumulation of household debts, or because of the vulnerable state of the 
banking sector. Decision makers and financial markets have long underestimated the importance 
of these macroeconomic imbalances. The coordination of economic policies fell short of the 
ambitions : the way in which the fiscal rules were interpreted and applied was too flexible, and the 
macroeconomic surveillance of structural policy was insufficiently rigorous. However, following the 
financial crisis of 2008-2009, it became apparent that these imbalances had a destabilising effect.

Aware of the seriousness of the situation, the European Council had already at the beginning of 
2010 decided to strengthen the economic governance of the European Union (EU), including its 
fiscal rules. The Van Rompuy task force was set up, and the European Commission (EC) drafted six 
legislative proposals which were formally approved in amended form by the European Parliament 
and the Ecofin Council in the autumn of 2011 (the “Six-Pack”). The EC then proposed two 
additional regulations to ensure more rigorous budgetary surveillance (the “Two-Pack”). In addition, 
the EU Member States – except for the United Kingdom and the Czech Republic – concluded a new 
intergovernmental treaty on stability, coordination and governance in the Economic and Monetary 
Union. In parallel with these measures to strengthen governance within the EU, various mechanisms 
have been set up since the beginning of 2010 to contain the debt crisis, and a number of Member 
States have received emergency funding from the EU and the International Monetary Fund. 
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218. � Economic importance of air transport and airport activities in Belgium – Report 
2009, by X. Deville, S. Vennix, December 2011

The study assesses the economic importance of air transport and airport activities in Belgium in terms 
of employment, value added and investment over the period 2007-2009. The sector considered 
embraces not only business directly connected with air transport, but also all the activities which 
take place on site at the six Belgian airports (Antwerp, Brussels, Charleroi, Kortrijk, Liège, Ostend). 
The direct and indirect effects of the sector are estimated respectively on the basis of microeconomic 
data (mainly obtained from the Central Balance Sheet Office) and macroeconomic data (from the 
National Accounts Institute). The study also includes an analysis of the social balance sheet and 
certain ratios on the basis of Central Balance Sheet Office information. 

In 2009, the air transport sector thus defined generated over € 6.1 billion in direct and indirect value 
added (or 1.8 % of Belgium’s GDP), and provided direct or indirect employment for 80 300 people in 
full-time equivalents (or 2 % of domestic employment in FTE). Brussels Airport was the most affected 
by the decline in global traffic in 2009, as a result of the economic crisis : in that year, it ceased to 
be Belgium’s principal cargo airport, ceding that position to Liège Airport. However, the national 
airport still ranks first in the passenger market, accounting for almost three-quarters of traffic in 
2010, despite the exponential growth of traffic at Charleroi Airport. Together, these two airports 
accounted for almost 97 % of passenger traffic passing through Belgium in 2010.

219. � Comparative advantage, multi-product firms and trade liberalisation : An empirical 
test, by C. Fuss, L. Zhu, January 2012

The paper investigates how economies of scope in multi-product firms interact with comparative 
advantage in determining the effect of trade liberalisation on resource reallocation, using Belgian 
manufacturing firm- and firm-product-level data over the period 1997-2007. The authors first 
provide evidence on industry integration induced by multi-product firms producing simultaneously 
in multiple industries and on the extent to which industry integration occurs between industries 
that have different degrees of comparative advantage. They then examine the impact of opening 
up trade with low-wage countries on both inter- and intra-industry resource reallocation, taking 
into account heterogeneity in the integration rate across sectors and industries. Their results indicate 
that, within more closely integrated sectors, trade liberalisation with low-wage countries leads to 
less reallocation from low-skill-intensity (comparative-disadvantage) industries to high-skill-intensity 
(comparative-advantage) industries, both in terms of employment and output. More integrated 
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industries experience less skill upgrading after trade liberalisation with low-wage countries. 
Furthermore, within sectors with a low integration rate, trade liberalisation with low-wage countries 
induces relatively more aggregate total factor productivity (TFP) and average firm output growth 
in comparative-advantage industries than in comparative-disadvantage industries, in line with 
the prediction made by Bernard, Redding and Schott (2007), while the opposite is true in highly 
integrated sectors. Decomposition of the industry-level aggregate TFP changes reveals that the result 
is mainly driven by reallocation between incumbent firms within industries. Overall, the results are 
highly consistent with the predictions of the Song and Zhu (2010) model.

220. � Institutions and export dynamics, by L. Araujo, G. Mion, E. Ornelas, February 2012

The authors study the role of contract enforcement in shaping the dynamics of international trade 
at the firm level. They develop a theoretical model to describe how agents build reputations to 
overcome the problems created by weak enforcement of international contracts. They find that, all 
else equal, exporters start their business activities with higher volumes and remain as exporters for a 
longer period in countries with better contracting institutions. However, conditional on survival, the 
growth rate of a firm’s exports to a country decreases with the quality of the country’s institutions. 
These predictions are tested using a rich panel of Belgium exporting firms from 1995 to 2008 to every 
country in the world. The authors adopt two alternative empirical strategies. In one specification, 
firm-year fixed effects are used to control for time-varying firm-specific characteristics. Alternatively, 
selection is modelled more explicitly with a two-step Heckman procedure using “extended gravity” 
variables as exclusion restrictions. Results from both specifications support the predictions. Overall, 
the findings suggest that weak contracting institutions cannot be regarded simply as an extra sunk 
or fixed cost to exporting firms ; they also significantly affect firms’ trade volumes and have manifold 
implications for firms’ dynamic patterns in foreign markets.

221. � Implementation of EU legislation on rail liberalisation in Belgium, France, Germany 
and The Netherlands, by X. Deville, F. Verduyn, March 2012

The study provides a detailed and easy-to-read overview of railway liberalisation in Belgium and the 
three neighbouring countries. The European Union’s liberalisation Directives are often complex and 
implemented in very specific ways in the different Member States. The analysis goes into some detail 
about the Commission’s underlying motives and economic theories for letting network industries, 
which had previously been regarded as natural monopolies, convert into competitive enterprises 
with the separation of infrastructure from operations.

The study takes a look at the impact of the European rail liberalisation Directives in Belgium and 
its neighbours – France, Germany and the Netherlands. There are considerable variations in the 
way in which the Directives are applied. This is reflected in the way in which the infrastructure was 
separated from the transport services within the railway companies, and in the degree of market 
opening in freight and passenger transport.

The analysis shows that the dominance of the former monopolists in the different Member States 
means that private rail operators still face major obstacles. The financial analysis of the railway 
companies reveals wide variations in economic performance. The combination of better balance 
sheet figures and a bigger domestic market means that some major players in Europe are financially 
better off, giving them superiority over the smaller railway companies. This raises the question 
whether these circumstances will ultimately lead to distortion of competition.
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222. �T ommaso Padoa-Schioppa and the origins of the euro, by I. Maes, March 2012

Tommaso Padoa-Schioppa was one of the great architects of the euro. He is remembered in 
particular as co-rapporteur for the Delors Committee and as a founding member of the European 
Central Bank’s Executive Board. For Padoa-Schioppa, becoming Director-General of the European 
Commission’s DG II (from 1979 to 1983), was a defining moment in his career and life. This period is 
the main focus of this paper. At the Commission, Padoa-Schioppa’s main priority was the European 
Monetary System, which was launched in March 1979. He was closely involved in several projects 
to strengthen the EMS, to improve economic policy convergence and the position of the ECU. 
The other main objective for Padoa-Schioppa was the strengthening of DG II’s analytical capacity, 
especially its model-building capacity and its links with the academic world. As such, he played a 
crucial role in the professionalisation of economics at the Commission and in preparing DG II for the 
important role it would play in the EMU process. At the Commission, Padoa-Schioppa also became 
immersed in several European networks. Of crucial importance here were his contacts with Jacques 
Delors. This would be of major importance for his further career, becoming one of the architects of 
the single currency.

223. � (Not so) easy come, (still) easy go? Footloose multinationals revisited, 
by P. Blanchard, E. Dhyne, C. Fuss, C. Mathieu, March 2012

The paper revisits the hypothesis surrounding the “footloose” nature of multinational firms (MNFs). 
Using firm-level data for Belgium over the period 1997-2008, the authors rely on a Probit model and 
take into account the endogeneity of the determinants of firm exit. Their results may be summarised 
as follows. First, the unconditional exit probability of MNFs is lower than that of domestic firms. 
Second, controlling for firm and sector characteristics – firm age, total factor productivity, sunk costs, 
size, competition on the product market, sector-level value added growth, and sector dummies – the 
difference between the exit probability of MNFs and domestic firms becomes positive. Third, the 
results show that MNFs are less sensitive to sunk costs and size than domestic firms, which may be 
interpreted as lower exit barriers due to greater possibilities of relocating tangible and intangible 
assets to foreign affiliates.

224. � Asymmetric information in credit markets, bank leverage cycles and 
macroeconomic dynamics, by A. Rannenberg, April 2012

The paper adds a moral hazard problem between banks and depositors, along the lines of Gertler 
and Karadi (2011), to a Dynamic Stochastic General Equilibrium (DSGE) model with a costly state 
verification problem between entrepreneurs and banks as in Bernanke, Gertler and Girlchrist (1999, 
BGG). This modification amplifies the response of the external finance premium and the overall 
economy to monetary policy and productivity shocks. It enables the model to match the volatility and 
correlation with output of the external finance premium, bank leverage, entrepreneurial leverage 
and other variables in US data better than a BGG-type model. A reasonably calibrated simulation of 
a bank balance sheet shock produces a downturn of a magnitude similar to the “Great Recession”
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Conventional signs

e.g.	 for example
i.e.	 id est
p.m.	 pro memoria
$	U S dollar
€	 euro
%	 per cent
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List of abbreviations

Countries or regions

BE	 Belgium
DE	G ermany
EE 	 Estonia
IE 	 Ireland
EL 	G reece
ES 	 Spain
FR	F rance
IT	 Italy
CY 	 Cyprus
LU	L uxembourg
MT 	M alta
NL	 Netherlands
AT	 Austria
PT	P ortugal
SI 	 Slovenia
SK	 Slovakia
FI 	F inland

EA	 Euro area

BG	 Bulgaria
CZ 	 Czech Republic
DK 	 Denmark
LV 	L atvia
LT 	L ithuania
HU 	 Hungary
PL	P oland
RO	 Romania
SE 	 Sweden
UK	U nited Kingdom

EU-25	 European Union, excluding United Kingdom and Czech Republic
EU-27	 European Union

US	U nited States
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Others

ABCP	 Asset-Backed Commercial Paper
ABS	 Asset-Backed Securities
AIG	 American International Group
AMLF	 Asset-Backed Commercial Paper Money Market Fund Liquidity Facility
AMR	 Alert Mechanism Report

BIS	 Bank for International Settlements

CMBS	 Commercial Mortgage-Backed Securities
CPFF	 Commercial Paper Funding Facility
CPI	 Consumer Price Index
CREG	 Commission for Electricity and Gas Regulation

DGSEI	 Directorate General for Statistics and Economic Information Belgium 

EC	 European Commission
ECB	 European Central Bank
EDP	 Excessive deficit procedure
EFSM	 European Financial Stabilisation Mechanism
EFSF	 European Financial Stability Facility
EIP	 Excessive imbalance procedure
ELA	 Emergency Liquidity Assistance
Eonia	 Euro Overnight Index Average
EPC	 Economic Policy Committee
EMU	 Economic and Monetary Union
ESA	 European System of Accounts
ESCB	 European System of Central Banks
ESM	 European Stability Mechanism
EU	 European Union
Euribor	 Euro Interbank Offered Rate

FOMC	F ederal Open Market Committee (United States)
FPB	F ederal Planning Bureau
FPS	F ederal Public Service

GDP	G ross domestic product
GSE	G overnment-Sponsored Enterprises

HICP	 Harmonised index of consumer prices

IMF	 International Monetary Fund

Libor	L ondon Interbank Offered Rate
LSAP	L arge-Scale Asset Purchases

MBS	M ortgage-Backed Securities
MFI	M onetary Financial Institutions
MIP	M acroeconomic Imbalance Procedure
MTO	M edium-term objective

NAI	 National Accounts Institute
NATO	 North Atlantic Treaty Organization
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NBB	 National Bank of Belgium
NBER	 National Bureau of Economic Research
NEO	 National Employment Office
NSSO	 National Social Security Office

OECD	O rganisation for Economic Cooperation and Development
OIS	O vernight Index Swap

PDCF	P rimary Dealer Credit Facility
PSI	P rivate Sector Involvement

Q&A	 Questions and answers
QE	 Quantitative Easing

SMP	 Securities Markets Programme
SNB	 Swiss National Bank

TAF	T erm Auction Facility
TALF	T erm Asset-Backed Securities Loan Facility
TSCG	T reaty on Stability, Coordination and Governance in the Economic and Monetary 

Union 
TSLF	T erm Securities Lending Facility

VAT	 Value added tax
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