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Economic policy
OVERVIEW
The EU’s economic policy is mainly geared towards coordinating national economic policies,
with much attention given to macroeconomic imbalances, as well as managing the fiscal
safeguards provided by the Stability and Growth Pact. However, compliance by Member States
with the existing framework is weak. At the same time monetary policy is an exclusive EU
competence for the euro area.

Public expectations and EU commitment on economic policy –
is there a gap?

According to a new Eurobarometer survey of the European Parliament on 'perceptions and
expectations', just over half of EU citizens would like the EU to intervene more in economic
policy compared to what it currently does. Of the EU citizens surveyed, 13% do not have an
opinion on this matter, the second highest proportion (after industrial policy). The variation in
opinions across Member States is significant. The strongest support for increased EU economic
policy involvement is recorded in Cyprus (80%), Spain (77%), Portugal and Italy (68%). The
weakest support for increased EU action in economic policy is registered in Denmark (27%),
Sweden (32%), Germany and Austria (35%). Some 44% of citizens evaluate the current
involvement of EU in economic policy as insufficient, a somewhat low proportion compared to
the other areas on which citizens were questioned, while 7% consider the current involvement
as excessive. A gap between citizens' expectations of EU involvement in economic policy as a
whole and actual EU involvement in this policy area is seen only in some Member States.

However, when citizens are asked about particular issues related to economic policy, then
opinions are different. For example, support for the fight against unemployment is considerably
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Figure 1 – Opinion by generation, gender
higher. Another example is the public support for
EU spending on economic growth. Despite the
fact that economic growth is no longer the most
preferred area of spending (first place in 2008,
second in 2011 and third in 2015), the proportion
of citizens expressing a preference for spending
on it is significant and largely unchanged (38% in
2008, 40% in 2011 and 38% in 2015 –
Eurobarometer data).

Differences across the preferences of socio-
demographic groups are small. People under the
age of 24 and over 75 express somewhat lower
support for more EU involvement in economic
policy.

Legal framework
Article 3 TEU sets the aims of balanced economic growth and price stability, and to this end the
Union establishes an Economic and Monetary Union (EMU). EMU was first set out in detail in
the Maastricht Treaty in 1992, and began formally on 1 January 1999 in 11 Member States.
Article 3 TFEU assigns the EU exclusive competence of monetary policy for Member States
whose currency is the euro. By contrast, the economic policies remain in the realm of each
individual Member State. To overcome this asymmetry, Article 5 TFEU stipulates that the
economic policies should be coordinated within the Union.

The coordination of economic policies is defined in Articles 119, 120 and 121 TFEU. Member
States shall regard their (national) economic policies as a matter of common (European)
concern, conducting them with a view to achieving the objectives of the EU. An economic policy
based on the close coordination of the Member States' economic policies is adopted at EU level
in the form of Broad Economic Policy Guidelines (BEPGs).

Although the economic coordination requirement may seem somewhat loose, the Treaty has a
number of stringent safeguards in relation to the conduct of Member States' fiscal policies. In
order to protect the integrity of the Monetary Union, Article 126 TFEU, which is the basis of the
Stability and Growth Pact (SGP), states that ‘Member States shall avoid excessive government
deficits’. Article 123 TFEU forbids central banks – including the European Central Bank (ECB) –
from acting as lender of last resort to governments. Article 125 TFEU (the 'no-bail-out' clause)
prevents – as confirmed by a Commission expert group – the mutualisation of debt under the
regime of joint and several liability.

The conduct of the single monetary policy is defined in Articles 119, 127 and 130 TFEU. The
primary aim is price stability. A further aim, the support of the EU's general economic policy,
should be pursued as long as this is done without prejudice to price stability. The ECB, which
acts independently from political influence, has quantified its central task as keeping inflation
under, but close to, 2%.

A number of provisions exist specifically for those countries that are not taking part in the euro.

Current implementation and EU action
This framework was kept relatively unchanged (except for amendments to the SGP in 2005)
until the sovereign debt crisis struck in 2009-2010, in the wake of the financial crisis. A two-
pronged response was adopted at European level: (i) providing support for countries which had
lost access to the capital markets through ad-hoc instruments, including the inter-governmental
European Stability Mechanism (ESM), which together with the International Monetary Fund
(IMF) are providing financial assistance under strict conditionality; and (ii) preventing a
reoccurrence of such a crisis through a general overhaul of the economic governance

http://ec.europa.eu/public_opinion/archives/eb/eb70/eb70_en.htm
http://ec.europa.eu/public_opinion/archives/eb/eb75/eb75_en.htm
http://ec.europa.eu/public_opinion/archives/eb/eb83/eb83_budget_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:C2012/326/01&from=EN
http://ec.europa.eu/economy_finance/euro/emu/index_en.htm
http://europa.eu/eu-law/decision-making/treaties/pdf/treaty_on_european_union/treaty_on_european_union_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:C2012/326/01&from=EN
http://ec.europa.eu/citizens-initiative/public/competences/faq
http://ec.europa.eu/economy_finance/euro/emu/how/index_en.htm
http://ec.europa.eu/economy_finance/economic_governance/sgp/index_en.htm
https://www.ecb.europa.eu/home/html/index.en.html
http://ec.europa.eu/economy_finance/articles/governance/pdf/20140331_report_en.pdf
http://www.investopedia.com/terms/e/european-sovereign-debt-crisis.asp
http://www.esm.europa.eu/index.htm
https://www.imf.org/external/index.htm
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framework, mainly by upgrading the SGP with the 6- and 2-Packs. The 6-Pack improves the SGP
and adds a macroeconomic surveillance component, including a Macroeconomic Imbalance
Procedure (MIP). The MIP, like the SGP, is equipped with a preventive and a corrective arm
through which sanctions can be imposed. To round off the new economic governance
framework, additions were made, such as the 2-Pack, the Euro Plus Pact, and the Treaty on
Stability, Coordination and Governance (TSCG). Like the ESM, the Euro Plus Pact and the
TCSG are of intergovernmental nature.

The interaction between the financial crisis and the sovereign debt crisis, especially the nexus
that had been created between the banks and sovereigns, also made it necessary to improve
the resilience of the banking sector beyond what had been done during the financial crisis. This
led to the creation of Banking Union.

Even with the worst of the crises over, a high state of vigilance is maintained as there is still a
lingering danger of the banks/sovereign nexus again becoming embroiled in difficulty. At
present two aims are pursued in parallel: (i) avoiding a reoccurrence of a crisis, and (ii)
increasing competitiveness, growth and employment. The instrument to achieve both aims is
the European Semester, where Country Specific Recommendations (CSR) for each individual
Member State are agreed upon at Council level, then implemented at national level. In addition,
recommendations are made for the euro area as a whole. Most of the recommendations to
Member States concern structural reforms. However, the effectiveness of the CSRs is severely
limited as only 4% were fully/substantially implemented by the Member States in 2015 (down
from 11% in 2012). Similarly, compliance with – and enforcement of – the SGP is low. Despite
repeated infringements of the 3% deficit limit and the 60% debt ceiling, the excessive deficit
procedure has never led to fines being imposed. As far as monetary policy is concerned, the ECB
is struggling to increase inflation, away from the present situation close to deflation.

Potential for better implementation and further EU action

New tools coming into play
The Commission’s Flexibility Communication extends the amount of flexibility in the SGP, and
adds some leeway to achieve ‘growth friendly fiscal consolidation’. The Macroeconomic
Imbalances Procedure (MIP), which is meant to encourage structural reforms, can still be
considered as a new tool that has not yet been fully put to the test.

Possible ways forward
Economic and fiscal coordination continues to experience acute compliance and
implementation problems. Apart from thorny discussions concerning breach of the 3% deficit
and 60% debt limits, it remains the case that the SGP’s main goal, which is to achieve a
budgetary position close to balance or in surplus over the medium term, is far from being
attained in most Member States. Building national fiscal buffers is a necessity for countering
symmetric and asymmetric shocks (including, where necessary, by anti-cyclical policies), as well
as for creating the necessary fiscal space for letting automatic stabilisers work. It might help to
simplify the 6- and 2-Packs, as they have grown too complicated to easily understand and may
therefore have become prone to political interpretation.

In addition to better implementation of the existing rules, the Five President's report suggests
creating national competitiveness authorities (since formally proposed by the Commission),
which are bodies in charge of tracking competitiveness performance. It further advises making
the convergence process more binding, and speaks in favour of an advisory European Fiscal
Board (since created within the Commission), which would independently and publicly assess
the national budget’s performance against the EU’s economic objectives and recommendations.

Further development of EMU is very much limited by the Treaty. A case in point is the non-
incorporation of the ESM into Community law. The European Court of Justice (ECJ) ruled in the
Pringle case that the Member States have the right to establish the ESM among themselves (i.e.

http://ec.europa.eu/economy_finance/economic_governance/sgp/legal_texts/index_en.htm
http://ec.europa.eu/economy_finance/economic_governance/macroeconomic_imbalance_procedure/index_en.htm
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/119809.pdf
http://europa.eu/rapid/press-release_DOC-12-2_en.htm
http://www.europarl.europa.eu/RegData/etudes/BRIE/2016/583806/EPRS_BRI(2016)583806_EN.pdf
http://ec.europa.eu/finance/general-policy/banking-union/index_en.htm
http://english.eu2016.nl/documents/publications/2016/04/21/wisselwerking-landen--banken
http://ec.europa.eu/economy_finance/economic_governance/the_european_semester/index_en.htm
http://ec.europa.eu/europe2020/pdf/2016/ags2016_euro_area_recommendations.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2016/574419/IPOL_IDA(2016)574419_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2016/574411/IPOL_IDA(2016)574411_EN.pdf
http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/2015-01-13_communication_sgp_flexibility_guidelines_en.pdf
http://bruegel.org/2016/06/implementation-of-european-semester-recommendations-worsens-further/
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=URISERV:l25021&from=EN
http://ec.europa.eu/priorities/sites/beta-political/files/5-presidents-report_en.pdf
http://ec.europa.eu/economy_finance/publications/economic_paper/2012/pdf/ecp452_en.pdf
http://english.eu2016.nl/latest/news/2016/04/26/dijsselbloem-wants-simpler-budget-rules-for-eurozone
http://ec.europa.eu/priorities/sites/beta-political/files/5-presidents-report_en.pdf
http://ec.europa.eu/priorities/sites/beta-political/files/factsheet-ncbs_en.pdf
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2015/0601/COM_COM(2015)0601_EN.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32015D1937&from=EN
http://europa.eu/about-eu/institutions-bodies/court-justice/index_en.htm
http://curia.europa.eu/jcms/upload/docs/application/pdf/2012-11/cp120154en.pdf
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intergovernmentally), but cannot do so within the Community framework, as no additional
powers can be given to EU institutions without a large-scale Treaty change (one involving a
European Convention, as opposed to a simplified procedure). In view of the Pringle judgment it
would probably be difficult to create a European Treasury (as suggested by Commission
President Jean-Claude Juncker) or any Community mechanism destined to alleviate economic
shocks (e.g. through a euro-area fiscal capacity) without a large-scale Treaty change, as this
would require giving new powers to EU institutions. Finding consensus among Member States
on extending the EU’s prerogatives (and budget) would not be easy, nor is it possible to predict
the outcome of such a Treaty change, in view of the rapidly shifting political landscape.
Notwithstanding any efforts in that field, however, it remains the case that the less effectively
the few existing rules are being enforced, the greater the asymmetry between economic and
monetary policy will be, and the larger the strains inside EMU will grow.

The EU budget and economic policy
The EU expenditure defined in the annual budget as ‘Economic and financial affairs’ amounts to
€2.6 billion (2016). This includes, however, spending on EU administration and on a range of
items, which are not directly linked to economic policy coordination or monetary policy. Among
the most relevant to this area are expenditure on: coordination and surveillance of, and
communication on, the economic and monetary union, including the euro; the preparatory
action ‘Capacity development and institution-building to support the implementation of
economic reforms’ for Greece; the pilot project ‘Strengthening cooperation and synergies
between National Promotional Banks in order to support the long-term financing of the real
economy’; and the guarantees for the European Fund for Strategic Investments (EFSI).

Financial instruments outside the EU budget
Three large financial instruments related to economic policies exist outside the EU budget,
although they are partly linked to it. The European Investment Bank (EIB) provides loans.
Lending was €77.5 billion in 2015. The EIB is also a majority stakeholder in the European
Investment Fund (EIF), which specialises in SMEs and venture capital investment. The second
instrument is EFSI, which aims at overcoming market failures and mobilising private investment
in key areas, including SMEs. Over three years, at least €315 billion should be mobilised. The EIB
is participating in EFSI, which also gets money from the EU budget. Last, a facility based on
Article 143 TFEU and managed by the Commission provides conditional financial support for
Member States outside the euro area which have lost access to capital markets.

Potential for further financing at EU level
The EIB may be reinforced. The limiting factor is the agency’s credit rating, which the EIB tries to
keep at the top AAA. Widening its operations might lead to a downgrade. EFSI could be
prolonged. The Commission is considering a legislative proposal for an ‘EFSI 2.0’.
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