BRIEFING
EU policies – Delivering for citizens

Economic policy
SUMMARY
In the European Union (EU), although economic policy falls within the remit of each Member State,
there is, nevertheless, multilateral coordination of economic policies between individual countries.
The global financial crisis and the European sovereign debt crisis put this framework severely to the
test. Partly as a result, recovery in the EU was slower than recovery in the United States, and was not
achieved equally by all Member States. Furthermore, it has to a large extent been based on
accommodative fiscal and monetary policies that only partly hide underlying signs of fiscal or
financial fragility in some countries.
To remedy this, the European institutions began a twofold process in 2011: initiatives were taken to
strengthen the current framework for economic governance and banking supervision in the euro
area while, in parallel, discussions began on possible ways to reduce the economic divergences
between Member States, provide incentives for risk reduction and risk-sharing, render the
governance process more transparent and ensure democratic accountability. In this latter area,
several initiatives – that did not require changes to the EU Treaties – were taken between 2015
and 2017.
In summer 2017, discussions on deepening the policy framework for economic and monetary union
(EMU) intensified. This process, which was advocated in the Five Presidents' Report (the presidents
of the main EU institutions) and should be completed by 2025, is now being considered at Member
State level. The current state of play points towards two main policy preferences, dividing Member
States into two groups: those that prioritise risk-sharing measures (such as France), and those that
argue instead for further risk-reduction initiatives (for example, Germany). This lack of consensus has
so far meant that the European Council has not been able to reach a breakthrough.
This is an update of an earlier briefing issued in advance of the 2019 European elections.
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State of play
While there is no formal economic policy at EU level – as this is still a Member State prerogative –
multilateral coordination of economic policies between Member States does go on at Council level.
This coordination is either 'soft', working through moral persuasion and peer pressure, or 'hard',
achieving its aims by means of sanction mechanisms. Examples from the first category include the
broad economic policy guidelines, the employment guidelines, the Cardiff process and
macroeconomic dialogue. An example of 'hard' cooperation, on the other hand, is embodied in the
stability and growth pact, a set of rules designed to ensure that countries in the European Union
pursue sound public finances and in this way coordinate their fiscal policies.
The global financial and economic crises exposed weaknesses in the economic governance
framework of the EU, and of the euro area in particular, as well as shortcomings in its
implementation. Already in the period before the crises, some Member States had incurred
excessive fiscal deficits, without the sanctions provided for in the stability and growth pact being
applied. The financial and economic crises led to a further major deterioration in Member States'
fiscal positions, as a result in part of the activation of automatic stabilisers, and also of the various
fiscal stimulus packages implemented by governments to counter the economic downturn and
further the provision of life support to banks in distress.
The level of debt led investors to question whether some Member States' public finances were
sustainable, driving up spreads to an unbearable level. It quickly became a euro-area problem, given
that the high degree of economic and financial integration increased the probability of contagion
between Member States. Two solutions were found at European level: the first involved setting up
financial assistance mechanisms to provide financial assistance for EU Member States. These
included, for example, the European financial stabilisation mechanism, the European Financial
Stability Facility and finally, in 2012, the European Stability Mechanism, whose main features built
on the European Financial Stability Facility. The second solution – initiated in 2011 and still ongoing
– involves reviewing and strengthening the economic governance framework of the euro area, thus
helping to reinforce the EU regulatory framework for fiscal policies (through the 'six-pack', the fiscal
compact and the 'two-pack'). It also involves setting up a surveillance and enforcement procedure
aimed at facilitating the early identification and correction of a macroeconomic imbalance in a
Member State, and establishing a banking union, an essential complement to EMU, that aligns
responsibility for supervision, resolution and funding at EU level and forces banks across the euro
area to abide by the same rules.
As mentioned above, the crises affected most EU countries. Unemployment rose, credit provision
was significantly reduced and investment collapsed. As for the recovery, which was slow in contrast
to the United States, it took place in the context of global economic improvement and is still
underpinned by accommodative fiscal and monetary policies. Lastly, recovery has not been
achieved equally by all Member States, and many still show signs of fiscal and financial fragility.
Therefore, the strengthening and deepening of economic and monetary union – and in that context,
the EU's 'economic policy' – should be seen primarily as a means of reducing the 'cost of non-Europe'
that the above issues represent.

Public expectations for EU involvement 1
A comparative Eurobarometer survey on citizens' 'perceptions and expectations', conducted for the
European Parliament in 2016 and 2018, shows that the share of European citizens who would like
the EU to intervene more in the field of economic policy grew from 52 % in 2016 to 58 % in 2018.
The variation in opinions across Member States is significant, however.
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Percentage of respondents who would like the EU to intervene more than at present

Data source: Eurobarometer 85.1 - 2016; 89.2 - 2018.

The strongest support for increased EU economic policy involvement was recorded in Cyprus (86 %),
Spain (84 %), and Romania (79 %). The weakest support for increased EU action in economic policy
was registered in Denmark (31 %) and Sweden (34 %), although both of these countries showed an
increase in the share of citizens who wanted more EU intervention. In Denmark, the increase was
four percentage points and in Sweden two percentage points.
The overall increase in support for more EU
involvement in economic policy was six
percentage points. This EU-level trend was
shared by almost all Member States. The most
significant increase was registered in Poland
(increase of 14 percentage points), Germany and
Romania (increase of 13 percentage points in
each country). There are four exceptions to the
general trend. In France, Italy and Estonia, there
was a marginal fall, whereas in Finland there was
a 5 percentage point decrease.

Expectations for more EU action than at
present: percentage point difference
between 2016 and 2018

Back in 2016, more Europeans evaluated EU
action on economic policy as insufficient (44 %)
than adequate (35 %). By 2018, the proportion
had changed – there were more Europeans who
evaluated EU action as adequate (40 %) than
insufficient (38 %). There were very significant
differences in the evaluation of EU action on
economic policy among Member States. They
varied between as high as 64 % in the
Netherlands and 62 % in Austria to as low as 12 %
Data source: Eurobarometer 85.1 - 2016; 89.2 in Greece (despite the fact that the share of 2018.
Greeks evaluating EU action on economic policy
positively had increased by four percentage
points). The increase of the share of Europeans who evaluated EU action as adequate was five
percentage points. This trend is almost universal across the entire EU with the Member States with

3

EPRS | European Parliamentary Research Service

the most significantly improved evaluation
being Hungary (19 percentage points) and
Poland (16 percentage points). The only Member
States in which fewer people evaluated EU action
on economic policy positively were Luxembourg
(seven percentage point decrease) and the UK
(four percentage point decrease).

Perception of EU action as adequate at
present: percentage point difference
between 2016 and 2018

At EU level, the gap between citizens'
expectations of EU involvement and their
evaluation of current EU action on economic
policy remained rather small.

EU framework
Article 3 of the Treaty on European Union sets
out the aims of balanced economic growth and
price stability, and to this end the Union
establishes an economic and monetary union.
Economic and monetary union 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 of the Treaty on the Functioning of the
Data source: Eurobarometer 85.1 - 2016; 89.2 European Union (TFEU) gives the EU exclusive 2018.
competence for monetary policy for Member
States whose currency is the euro. By contrast,
economic policies remain within the realm of each individual Member State. To overcome this
asymmetry, Article 5 TFEU stipulates that economic policies should be coordinated within the
Union. The coordination of economic policies is defined in Articles 119, 120 and 121 TFEU. Member
States are to 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
the broad economic policy guidelines (BEPGs).
Although the economic coordination requirement may seem somewhat loose, the TFEU has a
number of stringent safeguards in place 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 for the
stability and growth pact, states that 'Member States shall avoid excessive government deficits'.
Article 123 TFEU forbids central banks – including the European Central Bank (ECB) – from acting as
lenders of last resort to governments. Article 125 TFEU (the 'no-bail-out' clause) prevents – as
confirmed by a European Commission expert group – the mutualisation of debt under the regime
of joint and several liability.
This framework was kept relatively unchanged (except for amendments to the stability and growth
pact in 2005) until the sovereign debt crisis struck in 2009 to 2010 in the wake of the financial crisis.
A two-pronged response was adopted at European level: (i) providing support for countries that had
lost access to the capital markets through ad-hoc instruments, including the inter-governmental
European stability mechanism, which together with the International Monetary Fund provides
financial assistance under strict conditionality; and (ii) preventing a reoccurrence of such a crisis
through a general overhaul of the economic governance framework, mainly by upgrading the
stability and growth pact with the six- and two-packs. The six-pack (Regulation (EU) Nos 1173 to
1177/2011 and Directive 2011/85/EU) improved the stability and growth pact and added a
macroeconomic surveillance component, including a macroeconomic imbalance procedure. The
macroeconomic imbalance procedure, like the stability and growth pact, is equipped with a
preventive and a corrective arm through which sanctions can be imposed. To round off the new
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economic governance framework, additions were made, such as the two-pack (Regulation (EU) Nos
472 to 473/2013), the euro plus pact, and the Treaty on Stability, Coordination and Governance. Like
the European Stability Mechanism, the euro plus pact and the Treaty on Stability, Coordination and
Governance are of an intergovernmental nature.
The interaction between the financial and sovereign debt crises, in particular the nexus that had
formed between 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. The single rulebook, the 'backbone' of the banking union, is based on the Capital
Requirements Directive IV (CRD IV) and Capital Requirements Regulation (CRR), the amended
Directive on Deposit Guarantee Schemes (DGSs) and the Bank Recovery and Resolution Directive
(BRRD). All the financial institutions in the EU (approximately 8 300 banks) must comply with these
regulations.

Deliveries of the 2014-2019 parliamentary term
In parallel to strengthening the framework mentioned above, discussions2 began in 2012 on how to
further integrate frameworks for the financial sector, budgetary matters and economic policy, as
well as adding greater democratic legitimacy and accountability to the process. An important
milestone in this process was the 2015 report 'Completing Europe's economic and monetary union',
drafted by the European Council president, in collaboration with the presidents of the European
Commission, the Eurogroup, the European Parliament and the European Central Bank. The report
built upon the 2012 Commission communication 'Blueprint for a deep and genuine EMU', which
was followed by the December 2012 report 'Towards a genuine economic and monetary union' (see
below under 'Policy strategies and debates for more information on this topic). On the basis of this
report, initiatives were proposed in two main 'waves', the first in 2015 and the second in 2017:
In January 2015, the European Commission issued a communication on 'Making the best use of
the flexibility within the existing rules of the SGP' in order to support the EU's efforts to increase
investment levels and encourage structural reforms. The communication explained how the
Commission intended to apply the stability and growth pact's structural reform and investment
clauses more flexibly when evaluating Member States' compliance with the pact's rules.
That same year, the Commission decided to 'revamp' the European Semester. In the 'revamped'
Semester, discussions and recommendations about the euro area take place before countryspecific discussions; greater attention has been given to social fairness in the context of new
macroeconomic adjustment programmes, and dialogue with national stakeholders and the
European Parliament at key moments in the process has been strengthened.
The Commission also adopted a recommendation for a Council recommendation on the
establishment of national competitiveness boards within the euro area. The recommendation
was aimed at setting up national competitiveness boards to monitor performance and policies
in the field of competitiveness, thereby helping to foster sustained economic convergence, and
to increase ownership of the necessary reforms at national level.
Lastly, the Commission adopted a decision establishing an independent advisory European
Fiscal Board. The main responsibilities of the board are to evaluate the implementation of the
EU fiscal framework (and to make suggestions for its future evolution) and also the
appropriateness of the current fiscal stance at euro-area and national levels; to assess the
prospective fiscal stance appropriate for the euro area as a whole, based on economic
judgement, and the appropriate national fiscal stances, within the rules of the stability and
growth pact; to cooperate with the national independent fiscal councils; and to provide the
Commission President with ad-hoc advice.
In February 2016, the Council endorsed a commonly agreed position on the Commission's
flexibility communication, which served as a basis for the updated code of conduct on the
implementation of the stability and growth pact.
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On 6 December 2017, the Commission proposed several initiatives aimed at completing economic
and monetary union. Those initiatives were: a proposal for the establishment of a European
monetary fund anchored in the Union's legal framework; a proposal to integrate the substance of
the Treaty on Stability, Coordination and Governance into the Union's legal framework; for the 2018
to 2020 period, targeted changes to the Common Provisions Regulation to mobilise EU funds in
support of national reforms, and a proposal to strengthen the Structural Reform Support
Programme; a communication on a European minister of economy and finance; and a
communication on new budgetary instruments for a stable euro area within the Union framework.
Lastly, on 31 May 2018, the Commission adopted a proposal for a regulation on the establishment
of a reform support programme – a new instrument designed to foster the implementation of
reforms in all EU Member States, starting with priority reforms identified in the European Semester –
as well as a proposal for a regulation on the establishment of a European investment stabilisation
function, which would complement existing instruments at national and European level to absorb
large asymmetric macroeconomic shocks in the euro area and countries participating in the
European exchange rate mechanism (ERM II). Progress on all of these files will depend on how the
new Parliament and the other institutions decide to proceed in the new term.

Potential for the future
The European Parliament has adopted a number of resolutions in recent years, outlining its vision
and pushing for action in specific areas.
On the economic policies of the euro area it pointed out in a 2014 resolution that better
coordination of economic policies was required, in particular through improved and consistent
national ownership and sound implementation of the country-specific recommendations (CSR)
in the framework of the European Semester. It stressed the need for investment in education,
innovation and R&D, for efforts to increase the access of small and medium-sized enterprises to
finance and reforms to improve the business climate. Further, it advocated for strong
coordination of (prudent) fiscal policies, as well as the introduction of tax reforms to improve tax
collection and prevent tax avoidance and evasion.
On the review of the economic governance framework: stocktaking and challenges, Parliament
noted in another resolution that, while necessary, the current framework was complex and
suffered from a lack of ownership at national level, limited attention to the international
economic perspective, and the absence of appropriate democratic accountability mechanisms.
It underlined the importance of simple and transparent procedures for economic governance.
It further stressed that a major role should be given to institutions subject to democratic
accountability, recalling that the creation of the ESM and the TSCG outside the structure of the
institutions of the EU represented a setback to its political integration. It also called for enhanced
dialogue between the Commission and the Member States on the content and types of
structural reforms to be proposed by the Commission in the country-specific recommendations;
for the strengthening of the European Social Fund and the Cohesion Fund in order to preserve
and create jobs; and for reflection on the fight against long-term unemployment in policies and
the country-specific recommendations.
On possible evolutions and adjustments of the current institutional set-up of the European
Union, Parliament has advocated a fiscal capacity for the euro area, based on genuine own
resources, and a European treasury equipped with the ability to borrow. In addition, it has called
for the integration of the fiscal compact into the EU legal framework; the incorporation of the
European Stability Mechanism (ESM) and the Single Resolution Fund into EU law; full democratic
checks and balances through the involvement of the European Parliament on all EMU aspects;
and lastly, the creation of the position of an EU finance minister. The latter would be responsible
for the operation of the ESM and other mutualised instruments (including budgetary capacity),
and would be the single external representative for the euro area in international organisations.
On improving the functioning of the European Union building on the potential of the Lisbon
Treaty, Parliament has proposed institutional reforms be introduced in order to provide the
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economic and monetary union with an effective and democratic economic government with
improved capacities, integrated within the institutional framework of the Union, and a
convergence code to be adopted under the ordinary legislative procedure with a view to
creating a more effective framework for economic policy coordination.
Finally, in its 2015 own-initiative resolution on a budgetary capacity for the Eurozone, Parliament
noted that the Community method should prevail in economic governance for the euro area
and that both the European Parliament and national parliaments should exercise a
strengthened role in the renewed economic governance framework. In addition, it advocated a
fiscal capacity for the convergence and stabilisation of the euro area, based on three pillars: a
convergence code, the absorption of symmetric shocks, and the absorption of asymmetric
shocks.
More generally, as mentioned above, the Five Presidents' Report set out a possible roadmap to
deepen economic and monetary union in two stages, and complete it by 2025 at the latest. The first
stage, which was meant to run until June 2017, involved 'deepening by doing', i.e. taking immediate
steps to strengthen the existing framework, without involving Treaty modification.
Priorities identified in this first phase included:
(i) providing a 'new boost to convergence, jobs and growth' by creating a euro-area system of
competitiveness authorities, and putting greater focus on employment and social performance;
(ii) completing the banking union, by implementing concrete steps towards the common backstop
for the Single Resolution Fund and agreeing on a common European deposit insurance scheme;
(iii) creating a new (advisory) European fiscal board; and
(iv) revamping the European Semester and strengthening parliamentary control as part of the
Semester.
While many actions from the first stage have been completed or are at least on the way to being
finalised (see above) the second – and most important – stage is still under discussion.
In this context, and on the occasion of the 60th anniversary of the Rome Treaties, in March 2017, the
European Commission published its white paper on the future of Europe, followed shortly thereafter
by a reflection paper on deepening EMU. The latter contained some considerations regarding steps
in three key areas – completing the financial union, achieving a more integrated economic and
fiscal union, anchoring democratic accountability and strengthening euro-area institutions. In
his September 2017 State of the Union address, the European Commission President announced
further policy initiatives to strengthen EMU governance. Finally, in December 2017, the Commission
put forward an initial set of proposals and initiatives to complete EMU, and two more proposals in
June 2018 (see above).
There were parallel developments at Member State level: in September 2017, in an address at the
Sorbonne, French President Emmanuel Macron presented EMU reform as one of six dimensions of
an initiative for Europe. A month later, Germany's then finance minister, Wolfgang Schäuble,
circulated a non-paper to his Eurogroup colleagues, structured around three core principles. A third
view was provided in March 2018 in a position paper issued by the finance ministers of Denmark,
Estonia, Ireland, Latvia, Lithuania, the Netherlands, Finland and Sweden. These positions highlight
the difficulty of the negotiations. To sum up, among EU Member States there are some that believe
that EMU should be reformed as soon as possible (or at the latest 'before the next crisis') whereas
others are content with the status quo, or consider that other reforms should be prioritised.
Furthermore, inside the EMU reformers group, there are those Member States that prioritise risksharing measures (such as France), and those Member States that argue instead for further riskreduction initiatives (for example, Germany).
The variety of Member State positions led to a failure to make breakthroughs at European Council
level: despite the October 2017 Leaders' Agenda having set the June 2018 meeting as the deadline
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to adopt concrete decisions on EMU reform, intense negotiations took place during several
Eurogroup meetings and Euro Summits in June, October and December 2018. Finally, in December
2018, EU leaders cautiously agreed that the European Stability Mechanism would provide a
common backstop to the Single Resolution Fund (SRF). They also announced their intention to
introduce single-limb collective action clauses (CACs) for euro-area government bonds by 2022 and
to include this commitment in the ESM Treaty. With regard to the European deposit insurance
scheme (EDIS), however, they noted that further technical work was necessary, to be done by a highlevel working group, which would report back by June 2019. In addition, while they did not agree
on the need for an economic stabilisation function, they were more open with regard to proceeding
on the design, implementation and timing of an 'instrument for convergence and competitiveness',
which would be part of the EU budget (inspired by the Franco-German proposal of 16 November
2018).
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ENDNOTES
1

This section was drafted by Alina Dobreva, with graphics by Nadejda Kresnichka-Nikolchova.

2

The term 'discussions' is used to refer both to Commission initiatives and to deliberations of the Presidents of the
European Commission, the Euro Summit, the Eurogroup, the European Central Bank and the European Parliament.
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