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Topic 3 – Fiscal discipline
and economic governance in the EMU

1. From Maastricht Treaty (1992) to the Stability and Growth Pact (1996)
1.1. The Maastricht Treaty (1992), a key treaty for the future of the EU
1.2. The Stability and Growth Pact (1996)
2. Six Pack (2011), Two Pack (2013) and European Semester (2010)
2.1. The Six Pack and the Two Pack
2.2. The European Semester (2010)
3. TSCG and the Fiscal Compact (2012)

Introduction

§ Fiscal discipline, what does it mean ?
§ Fiscal discipline is defined as the capacity of a government to maintain smooth financial
operation and long-term fiscal health.
§ It branches into (1) multi-year perspective on budgeting and (2) mechanisms to maintain fiscal
health and stability over business cycles.
§ The focus on fiscal discipline in the EMU
• A strategic concern born with monetary union
• A necessary condition to maintain the stability of the Eurozone.

1. From Maastricht Treaty (1992) to the Stability and Growth
Pact (1996)
1.1. The Maastricht Treaty, a key treaty for the future of the EU

§
§
§
§
§
§

The Maastricht Treaty in a nutshell :
The Maastricht Treaty (formally, the Treaty on European Union or TEU)
Signed on February 1992 in Maastricht (Netherlands).
Entered into force on November 1993 during the Delors Commission.
A further step towards greater integration in the EU.
Amended by the treaties of Amsterdam, Nice and Lisbon.

§ The two main contributions of the Maastricht Treaty :
§ Creation of the European Union (instead of the European Community) and the pillar
structure of the EU
§ Initiation of the creation of the single European currency : the euro and the eurozone
§ The pillar structure of the EU :
§ Between 1993 and 2009, the EU legally comprise three pillars
§ First pillar : the European Communities pillar handled economic, social and environmental
policies
§ Second pillar : the Common Foreign and Security Policy pillar
§ Third pillar : the Justice and Home Affairs pillar
§ A structure abandoned with the enter into force og the Lisbon Treaty in 2009
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§ The creation of the Euro Zone :
§ Several steps to reach the monetary union.
§ The Maastricht criteria : criteria imposed to European Union Member States to enter the
European Economic and Monetary Union (EMU) and adopt the euro as their currency.
§ A serious control of inflation, public debt and public deficit, exchange rate stability and the
convergence of interest rates.
§ The aim : to maintain money stability and the credibility of the Eurozone even with the
inclusion of new Member States.
§ The Maastricht criteria or Euro convergence criteria :
§ Inflation rates : No more than 1.5 percentage points higher than the average of the three
best performing (lowest inflation) member states of the EU.
§ Fiscal discipline : 2 main criteria
§ public deficit : The ratio of the annual government deficit to gross domestic product
(GDP) must not exceed 3%
§ Public debt : The ratio of gross government debt to GDP must not exceed 60%
§ Exchange rate : Applicant countries should not have devalued its currency during the
period.
§ Long-term interest rates : The nominal long-term interest rate must not be more
than 2 percentage points higher than in the three lowest inflation Member States.

1.2. The Stability and Growth Pact (1996)
§ The spirit of the Stability and Growth Pact (1996) :
§ This Pact succeeded to the Maastricht Treaty (1992).
§ Come into force with the advent of the single currency on 1 January 1999.
§ Two complementary aims :
Ø Fiscal discipline to encourage members of the Eurozone to pursue sound public
finances in particular to preserve the credibility of the ECB.
Ø Flexibility by setting a target of a balanced budget in the medium term to allow
national governments to give full play to the "automatic fiscal stabilization » in the
event of economic shock.
§ "automatic fiscal stabilization" mechanism by which the "automatic" budget
trends helps to cushion the effects of economic shocks (eg reduction of tax
revenue collected and increasing social benefits in case of economic downturn)
§ Two major tools to reach these objectives :
Ø A dissuasive instrument.
Ø A preventive instrument.

§ The dissuasive arm of the Pact :
§ Aim : to fight excessive public deficits
§ Instrument : a rule requiring that the public deficit must not exceed 3% of GDP.
§ If it’s not the case, an Excessive Deficit Procedure (EDP) could be launch and
financial penalties could be applied except in the case of « exceptional circumstances »
§ The financial sanction : a fine between 0.2% and 0.5% of the GDP of the concerned
Member State.
§ "Exceptional circumstances" exist to avoid sanctions (if GDP falls by more than
2% or between 0.75 and 2% in some cases)
§ Very heavy before sanctioning procedures.
§ For the moment, no country sanctioned despite the rather worrying situation of
public finances in some European countries.
§ The preventive arm of the Pact :
§ Aim : To strengthen the multilateral surveillance procedure
§ Instrument : the "stability programs" (euro zone countries) or "convergence (non-euro
area countries) to report regularly to the European Commission (multiannual programs
that set the budget guidelines over 3 years).

§ The reality of public finance since 2000’s :
§ Deterioration of public deficit since 2002 in spite of the healthy economic situation.
§ Excessive Deficit Procedures launched by the Ecofin Council in 2002 against
Portugal and in 2003 against Germany and France but no sanction.
§ The first reform of the Pact :
§ A rule considered as too rigid and inconsistent with economic reality.
§ The first reform adopted in 2005.
§ A reform toward more flexibility without changing the fundamental rules :
Ø The fiscal targets in the medium term are differentiated.
Ø Countries that have not yet reached their medium-term budgetary objective should
seek an improvement in their government balance the cyclicallyadjusted.
Ø The deadline to correct the excessive deficit are elongated.

2. Six Pack (2011), Two Pack (2013) and European Semester (2010)
•

Since the financial and economic crisis in 2008, progress toward more fiscal discipline
and more economic governance in the EMU => The main building blocks

2.1. Six Pack(2011) and Two Pack (2013)
§
•
•
•
•
•

The Six Pack in a nutshell :
Entered into force on December 2011.
Five Regulations and one Directive (that’s why it is called Six Pack).
Apply to all EU Member States with some specific rules for euro-area Member States, especially
regarding financial sanctions.
Not only cover fiscal surveillance, but also macroeconomic surveillance under the new
Macroeconomic Imbalance Procedure.
Major changes introduced by the Six Pack :
Ø Strengthen the dissuasive arm of the Stability and Growth Pact.
Ø Strengthen the preventive arm of the Stability and Growth Pact.
Ø Introduce the Macroeconomic Imbalance Procedure.

§ A more dissuasive arm to reach fiscal discipline :
§ A change of the voting rules to apply financial sanction :
Ø Introduction of the "reverse qualified majority" voting rule for applying sanction
Ø A proposal of the European Commission is considered adopted in the Council unless a
qualified majority of Member States votes against it. => if a Member State of the Euro
Zone fail to meet its obligations, the Commission may impose a financial penalty unless
a qualified majority of Member States s’ objects.
Ø A stricter and more automatic application of rules => more dissuasive and credible
§ An operational debt criterium : an Excessive Deficit Procedure may also be launched on the
basis of a debt ratio above 60% of GDP which would not diminish towards the Treaty
reference value at a satisfactory pace (and not only on the basis of a deficit above 3% of GDP,
which has been the case so far).
§ A more preventive arm to obtain balanced budget :
§ The new rules define a new "expenditure benchmark" to help assess progress
towards this goal.
=> Specifically, the annual growth of public expenditure shall not exceed a benchmark rate over
the medium term.

§ The Macroeconomic Imbalance Procedure :
§ The Six Pact introduced indicators of macroeconomic surveillance : Scoreboard of
Macroeconomic Imbalances
§ The Macroeconomic Imbalance Procedure (MIP) is a surveillance mechanism that aims to
identify potential risks early on, prevent the emergence of harmful macroeconomic
imbalances and correct the imbalances that are already in place.
§ The scoreboard indicators and their indicative thresholds : 11 indicators
Ø External imbalances and competitiveness
Ø current account balance
Ø net international investment
Ø real exchange rate
Ø export market shares
Ø nominal unit labor cost
Ø Internal imbalances :
Ø housing prices
Ø private sector credit
Ø private sector debt
Ø unemployment rate
Ø public debt
Ø financial sector liabilities
§ Ability to track real-time changes in Macroeconomic Imbalance Indicators => see Eurostat
website
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§
§
§
§
§

The Two Pack :
Entered into force on May 2013.
two Regulations (that is why it is called Two Pack).
Apply to Euro Area Member States only.
Major changes introduced by the Two Pack :
Ø Strengthen the monitoring of Member States experiencing serious difficulties in the
Euro Area.
Ø Introduce better monitoring and assessment of draft budgetary plans of Member
States of the EMU in line with the European Semester (see next section).

2.2. Th European Semester (2010)
§ Birth of the European Semester
§ A time-window in the first half of each year in which national governments report to the
Commission at the same time on progress with :
Ø stability/convergence programmes under the Stability and Growth Pact
Ø Europe 2020 national reform programmes
• During this time, the Commission can give policy guidance and make recommendations to the
governments before national budgets are finalised.

§ The economic guidance and surveillance mechanism in the EU :
§ A "European Semester" = from january to june
§ Each European Semester, the European Commission analyses the fiscal and structural reform
policies of every Member State, provides recommendations, and monitors their
implementation.
§ The European semester starts with the publication of the Annual Growth Survey.
§ In the second phase of the annual cycle, known as the National Semester, Member States
implement the policies they have agreed.

§ The European Semester different steps :
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