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MOTION FOR A EUROPEAN PARLIAMENT RESOLUTION

on the long-term sustainability of public finances for a recovering economy
(XXXX/2010(INI))

The European Parliament,

– having regard to the Commission staff working document of 12 August 2009 entitled 
‘Public Finances in EMU – 2009’ (SEC(2009)1120),

– having regard to the Commission communication of 14 October 2009 entitled ‘Long-term 
sustainability of public finances for a recovering economy’ (COM(2009)0545),

– having regard to the Commission’s recommendation of 28 January 2009 for a Council 
recommendation on the 2009 up-date of the broad guidelines for the economic policies of 
the Member States and the Community and on the implementation of Member States’
employment policies (COM(2009)0034),

– having regard to its resolution of 18 November 2008 entitled ‘EMU@10: The first 10 
years of Economic and Monetary Union and future challenges’1,

– having regard to its resolution of 11 March 2009 on a European Economic Recovery 
Plan2,

– having regard to its resolution of 13 January 2009 on public finances in the EMU 
2007-20083,

– having regard to its resolution of 9 July 2008 on the ECB annual report for 20074,

– having regard to the recommendations issued at the Pittsburgh Summit, calling for efforts 
to support growth to be sustained until recovery is assured,

– having regard to Rule 48 of its Rules of Procedure,

A. whereas the Commission communication voices concerns about the adverse impact on 
growth potential and government deficits of population ageing and the long-term trend 
towards rising welfare spending as a proportion of GDP,

B. whereas the projections underpinning the communication are based on assumptions that 
will inevitably change between now and 2060, which is a long way off,

C. whereas the Member States have taken steps to reduce their administrative expenditure, 
bring their healthcare spending under control and reform their health and retirement 
systems,

                                               
1 OJ C 16 E, 22.1.2010, p. 8.
2 Texts adopted, P6_TA(2009)0123.
3 Texts adopted, P6_TA(2009)0013.
4 Texts adopted, P6_TA(2008)0357.
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D. whereas all the Member States saw their deficits and debt ratios increase in 2009 as a 
result of the cyclical slowdown in tax revenue and the implementation of the special 
recovery measures recommended by the Commission,

E. whereas government debt is rated by the very credit-ratings agencies that underestimated 
the risks associated with private securities before the financial crisis,

F. whereas it agrees with the Commission that ‘there is no one clear-cut definition of a 
sustainable fiscal position’1, but nevertheless attempts to suggest a criterion for 
sustainability, 

G. whereas the long-term growth rate is affected by short-term business investment, 

H. whereas those economies that account for the largest proportion of the EU’s GDP are in 
fact beset by excess saving, and whereas the threat of deflation is consequently still 
present in the European Union,

I. whereas tax incentives that advantage economic agents with a strong propensity to save 
are liable to fuel excess saving leading to financial bubbles,

J. whereas population trends are shaped by changes in the fertility rate and migration flows,

K. whereas the health and macroeconomic benefits of reducing the compulsory component of 
social protection are dubious,

L. whereas there is still considerable demand for a welfare state in some Member States, and 
whereas the welfare state has not necessarily sapped those countries’ economic dynamism 
in the past,

What kind of exit strategy?

1. Draws attention to the undesirable effects – in terms of deteriorating employment, human 
capital and purchasing power – of prematurely withdrawing support measures;

2. Emphasises that, in a context of chronic under-utilisation of production capacity, 
structural measures would have little impact if nothing were done to support demand, 
since firms, whose capital resources are under-utilised, would have little reason to invest;

3. Takes the view that the Commission should define indicators of a ‘recovering economy’
in order to determine the point at which exit strategies should be deployed, for example 
where an economy has reached its normal production capacity utilisation rate;

4. Suggests that the Commission apply a simple rule enabling each Member State to let its 
automatic stabilisers work: allow ‘non-conventional’ measures for as long as the 
production capacity utilisation rate is lower than normal, and ask the Member States to 
strive towards a balanced budget by allocating primary budget surpluses to debt 
repayment once the economy is on the way to full employment;

                                               
1 Companion report to the Communication from the Commission to the European Parliament and the Council on 
the Long-term Sustainability of Public Finances for a Recovering Economy, 14 October 2009.
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How can the long-term sustainability of public finances be determined?

5. Agrees with the Commission that ‘successful fiscal expansion to counter recession and 
longer-term fiscal sustainability are not incompatible’;

6. Takes the view that, where there is an imbalance between savings and investment, 
budgetary policy must, by means of borrowing, be able to convert available savings into 
investment expenditure (such as investment in developing a zero-carbon economy in the 
European Union); 

7. Emphasises that public-sector and welfare spending is more than just unproductive 
expenditure, since it also has a beneficial impact on the accumulation of physical and 
human capital and on effective demand;

8. Emphasises that the resulting increase in the potential growth rate would in turn be likely 
to relax constraints on financing such expenditure, thanks to the ensuing tax revenue;

9. Emphasises that the role of social protection systems as ‘social safety nets’ has proven 
particularly effective in times of crisis, and that such systems can be maintained by, inter 
alia, broadening their financing base;

10. Recalls that the long-term balance of compulsory pension schemes depends not only on 
population trends, but also on the productivity of assets (which affects the potential 
growth rate) and the proportion of GDP allocated to the financing of such schemes; 

11. Recalls that the debt burden increases when real interest rates are higher than the GDP 
growth rate, and that deficits are sustainable as long as they do not entail a transfer of 
burdens so large that they cannot be borne by the relevant economic agents;

12. Takes the view that interest rates for government borrowing are the main criterion for 
assessing short-term debt sustainability;

13. Points out that the markets and credit-rating agencies may overestimate the risks of
holding government securities, just as they underestimated the risks of acquiring private 
securities before the financial crisis;

How can public debt be assessed?

14. Asks the Commission to carry out studies that will afford a basis for assessing the quality 
of the Member States’ debts – which determines interest rates on government borrowing –
in order to improve the information available to credit-rating agencies;

15. Suggests, in particular, that the Commission assess the effects of the fiscal spending
deployed by the Member States in order to kick-start their economies, in terms of its
impact on production and on government accounts;

16. Suggests that the term ‘excessive deficit’ be used where spending or poorly calibrated tax 
incentives increase the debt by depriving the government of significant resources without 
producing the effect on growth and tax revenue forecast in the budget legislation;
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17. Recalls that the Stability and Growth Pact was revised in 2005 in order to allow the de 
facto adoption of the principles underpinning a counter-cyclical macroeconomic policy, 
which have come into their own in the face of the crisis; 

18. Asks the Commission to ensure that any recommendations on deficit reduction are 
compatible with this principle of counter-cyclical management of public finances;

19. Calls for the structural deficit to be used as an indicator for determining the long-term 
sustainability of public finances;

20. Calls for an indicator of the level of structural debt – such as the ‘government debt-to-
assets’ ratio or the ‘net debt-to-GDP’ ratio – to be used in order to determine the Member 
States’ solvency; 

°

°         °

21. Instructs its President to forward this resolution to the Council and Commission.
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EXPLANATORY STATEMENT

1. Coordinating counter-cyclical policies and structural reforms

The implementation of budgetary policy is a key component of the Member States’ economic 
policies. The Stability and Growth Pact limits their freedom to pursue discretionary policies. 
The 2005 revised pact sets out exceptional circumstances in which those limits may 
temporarily be overstepped in order to allow automatic stabilisers to function. Indicators of a 
‘recovering economy’ must now be identified in order to determine the exact point at which 
exit measures should be deployed. Economists agree that an economy with full employment is 
one in which production capacity is saturated. In practice, this situation arises when the rate of 
utilisation of capital resources exceeds 85%. Budgetary and monetary stimulus measures may 
therefore be deemed necessary below a certain growth rate.

As far as the economic situation in the European Union is concerned, 2009 saw a drop in 
production and very low production capacity utilisation rates (71% on average). The recovery 
is particularly fragile in that it is based on firms’ rebuilding of stocks and a slight upturn in 
exports. In most of the Member States, consumption is stagnating and investment remains low 
as a result of the drop in orders. This is reducing European economies’ growth potential.

The Commission could consequently apply a simple rule in order to determine the point at 
which exit strategies should be stepped up. As long as production capacity utilisation rates are 
lower than normal, non-conventional measures should be maintained. As soon as the 
economy reaches this point, measures aimed at ensuring a return to budgetary balance (such 
as using primary budget surpluses for debt repayment) may be recommended.

2. Towards a sustainability criterion for public finances

The Commission communication acknowledges the need to maintain non-conventional 
measures until the economy has recovered, and raises the issue of the long-term sustainability 
of public finances.

Even so, as the communication and its companion report emphasise, ‘there is no one clear-cut 
definition of a sustainable fiscal position’1 and ‘there is no defined upper limit to sustainable 
debt levels. Limits to sustainability differ across countries and time.’2 The Commission 
nevertheless attempts to suggest a sustainability criterion such that debt does not sap ‘the 
government’s capacity to deliver the necessary public services (...) and ability to adjust policy 
in response to new challenges’. It is concerned about the adverse impact on growth potential 
and government deficits of population ageing and the rise in welfare spending.

The Commission communication attempts to establish the likely trajectory between now and 
2060 in terms of the proportion of expenditure and taxes that the EU Member States will have 
                                               
1 Companion report to the Communication from the Commission to the European Parliament and the Council on 
the Long-term Sustainability of Public Finances for a Recovering Economy, 14 October 2009.
2 Communication from the Commission to the European Parliament and the Council on the Long-term 
Sustainability of Public Finances for a Recovering Economy, 14 October 2009.
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to commit in order to keep government debt below the acceptable limit of 60% of GDP
throughout that period.

The projections underpinning the Commission communication are based on assumptions that 
will inevitably change over a lengthy period of time. The long-term growth rate is affected by 
a succession of short-term business investment decisions, which themselves depend on the 
economic situation and the discretionary policies pursued by the authorities. Good 
macroeconomic policies are likely to increase the potential growth rate and relax constraints 
on financing social protection systems. In addition, population trends depend on fluctuations 
in fertility rates and migration flows. Lastly, the constraints on financing welfare spending
depend on society’s demand for public goods and the degree to which compulsory 
contributions are acceptable. Such demand is considerable in some Member States, and has 
not necessarily sapped their economic dynamism in the past. The effectiveness of the ‘social 
safety nets’ associated with the European social model is now acknowledged, and they are
particularly useful in times of crisis. For that matter, they could be extended and updated by 
redefining their scope and financing base. 

It is in the context of this succession of short-term decisions that the issue of government debt 
must be raised. Deficits are desirable where there is an imbalance between savings and 
investment. In such cases, public policy must tap available savings by means of borrowing, in 
order to finance investment expenditure. Such an imbalance was already present in embryonic 
form well before the onset of the October 2008 cash crisis; the EU experienced negative 
growth from the second quarter of 2008, and growth in the euro area has remained below its 
potential rate since the start of the decade. 

In order to kick-start investment, budgetary policy is desirable in those Member States beset 
by excess saving. Deficits are sustainable as long as financing them does not put pressure on 
interest rates on government borrowing or entail the transfer to taxpayers of an intolerably 
large debt burden. The debt burden rises when real interest rates exceed the economic growth 
rate. Accordingly, when interest rates are low, they are the main criterion for measuring the 
sustainability of short-term debt. 

The Member States’ borrowing capacity also depends on the attitude of credit-ratings 
agencies. Recent experience shows that such agencies may under- or over-estimate risks.
They will grant an AAA rating only if the state contracting the debt is solvent. A state will 
receive a higher rating if its debt is used to finance deficits that stimulate growth and future 
tax revenue. Accordingly, it is important for the Commission to carry out studies that will 
afford a basis for assessing the quality of the Member States’ debts, and to sanction any 
Member State that may be tempted to overestimate its growth in order to build up a
recessionary deficit on the sly. 

3. Identifying good and bad debt

Following the Commission’s recommendations, when the euro was introduced the Member 
States undertook to reduce their administrative expenditure and reform their pension systems. 
The crisis has meant that all the Member States saw their deficits and indebtedness increase 
significantly in 2009.
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The deployment of recovery measures is not the sole reason for their increased deficits. One 
cause is the automatic downturn in tax revenue, and another is the effectiveness of budgetary 
policies, as measured on the basis of whether they have achieved the objectives set. A large 
deficit can finance economic expansion, generating tax revenue and promoting a return to 
budgetary equilibrium. This is the rationale for the ‘non-conventional’ stimuli recommended 
by the Commission.

On the other hand, poorly calibrated tax incentives may have a minimal effect on growth. At 
the same time, such tax expenditure further increases public debt, leading to recessionary
deficits. The burden of bad debt weighs on households with no propensity to save, which 
service the debt without any return. Given that deficits weigh most heavily on those 
households worst hit by the crisis, recessionary deficits must be identified and neutralised as a 
matter of urgency. 

4. What about the Stability Pact?

When the Maastricht Treaty was drafted, the permissible deficit and debt levels were 
determined by calculating the average deficit and indebtedness of the countries in the 
European Monetary System. The 2005 revised Stability Pact amounts to the implicit adoption 
of the principles underpinning a counter-cyclical macroeconomic policy. Such principles 
seem particularly appropriate when it comes to ensuring the long-term sustainability of public 
finances. The Commission could explicitly enshrine the rule of counter-cyclical management. 
It should then make sure its recommendations are compatible with that principle, by avoiding 
setting overly short deadlines for a return to budgetary equilibrium.

As regards criteria for measuring the long-term sustainability of public finances, the structural 
deficit indicator is particularly suitable for a long-term assessment in that it measures the state 
of public finances irrespective of cyclical effects. Lastly, an indicator of structural debt – the 
‘government debt-to-assets’ ratio or the ‘net debt-to-GDP’ ratio – could be used to measure 
the Member States’ solvency. 


