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Economic and monetary union 
SUMMARY 
Launched almost three decades ago, economic and monetary union (EMU) represents a very 
important step in the process of European economic integration. However, the recent sovereign 
debt crisis highlighted its incomplete design and some inherent instabilities. A series of measures 
were therefore taken to deepen EMU and thereby to increase its resilience. They can be grouped in 
three main categories: monetary measures, measures intended to complete the single market, and 
measures aimed at strengthening the economic union dimension of EMU. The current coronavirus 
pandemic has shown the urgency of many of them; recently submitted important proposals could 
lead to a noteworthy evolution in the architecture of EMU. This Briefing groups and highlights some 
of these proposals. The table at the end features a number of additional proposals in summary form. 
 

Launch of economic and monetary union 
Launched by the Treaty of Maastricht in 1992, economic and monetary union (EMU) involves the 
coordination of economic and fiscal policies and the launch of a single monetary policy for a 
common currency, the euro, which became legal tender in the participating EU Member States (the 
'euro area') on 1 January 1999. Today, the euro is used in 19 of the 27 Member States – by more than 
340 million people. It is the second largest international currency after the US dollar and, as such, it has 
been instrumental in ensuring price stability, fostering trade within the EU and increasing resilience in 
turbulent times. The Treaty of Maastricht introduced economic convergence criteria for countries 
wishing to join the euro area, as well as rules to protect the integrity of EMU (notably a no-bailout 
clause). It has since been complemented by primary legislation – for example, the Treaty on Stability, 
Coordination and Governance, TSCG, in 2012 – and secondary legislation – for example, the Stability 
and Growth Pact, SGP, in 1997. The latter has itself been significantly amended, in 2005, and in 2011 
with the 'six-pack', and in 2013 with the 'two-pack', sets of legislative measures. The single monetary 
policy lies within the remit of the euro system, which acts independently from political influence and 
is tasked with preserving price stability by keeping inflation under, but close to, 2 %. 
 

First 20 years of EMU 
First decade (1999-2009) 
The years between the introduction of the single currency and the global financial crisis are 
generally considered to have been a positive period for euro-area economies. The value of imports 
and exports of goods within the euro area increased, as did trade in intra-euro-area services. EMU 
also contributed to an increase in trade flows with non-euro-area countries. Inflation rates within 
the euro-area countries decreased significantly and converged among them. Low and stable 
interest rates substantially reduced the costs of servicing public debt for national governments. 

In addition, EMU was associated with a substantial increase in cross-border financial integration 
across the euro area, which lowered transaction costs in equity and corporate bond markets and 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A11992M%2FTXT
https://www.ecb.europa.eu/euro/intro/html/index.en.html
https://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_BRI(2016)583862
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A12012E125
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A12012E125
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=LEGISSUM%3A1403_3
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/stability-and-growth-pact_en
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/stability-and-growth-pact_en
https://www.ecb.europa.eu/ecb/orga/independence/html/index.en.html
https://www.ecb.europa.eu/mopo/strategy/pricestab/html/index.en.html
https://www.ecb.europa.eu/pub/pdf/other/euroattenen2009en.pdf#page=27
https://www.ecb.europa.eu/pub/pdf/scpwps/ecbwp446.pdf
https://www.ecb.europa.eu/pub/pdf/other/euroattenen2009en.pdf#page=83
https://www.ecb.europa.eu/pub/pdf/other/euroattenen2009en.pdf#page=117
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expanded volumes of financial assets. At the same time, spreads in government-bond markets 
narrowed and tended to move together. While retail banking activities remained fragmented, inter-
bank markets showed considerable integration. The international use of the euro increased and 
remained relatively stable, despite the geo-political challenges facing the EU and the 2007-2009 
global financial crisis. 

European sovereign debt crisis (2010-2014) 
The 2010-2013 sovereign debt crisis laid bare the incomplete design and inherent instabilities of 
EMU, with yield spreads shooting up to levels never registered before, since its launch, and the 
international use of the euro declining for the first time since its adoption. The EU's reaction came 
in the monetary domain (by the European Central Bank, ECB) as well as in the financial and fiscal 
domains. EU leaders resorted initially to extending bilateral loans to the countries in distress, before 
increasing the number, scope, lending capacity and tools at the disposal of EU supranational issuers 
(notably the European Financial Stabilisation Mechanism – EFSM, the European Financial Stability 
Facility – EFSF and the European Stability Mechanism – ESM). As a counter-balance, EU leaders 
strengthened the regulatory framework for EU economic governance – specifically the measures 
taken to enhance fiscal and macroeconomic surveillance (the 'six-pack' and the 'two-pack' reforms; 
the macroeconomic imbalance procedure; and the Treaty on Stability, Coordination and 
Governance) and the enhanced supervision of EU banks (banking union). For its part, the ECB 
adopted unconventional monetary policy measures (longer-term refinancing operations (LTROs) 
and the securities markets programme) and signalled that it would do 'whatever it takes' to preserve 
EMU and its single currency. These measures strengthened the system and increased the euro's 
resilience, as demonstrated by the broad stabilisation of its international use after 2013. 

Initiatives following the crisis (2015-2019) 
To exit the crisis, enhance EMU and further increase its resilience, several initiatives were taken after 
2015. These can be grouped in three pillars. 

The goal of the first pillar was to complete the single market.1 Here, the most important new policies 
were banking union and capital markets union. Banking union originated from the observation that 
the sovereign debt crisis in most EU Member States (apart from Greece) started as a banking crisis. 
The goal therefore was to break the link between banking crises and sovereign debt crises, by 
adopting common prudential rules for banks and common mechanisms for the resolution of 
banking crises and deposit insurance, while also centralising bank supervision and resolution for 
major euro-area banks. This was also instrumental in restoring the proper functioning of the 
interbank market and facilitating single monetary policy transmission. The capital markets union 
built on the impetus created by the banking union, and sought, among other things, to increase 
capital flows across the EU and to contribute to reducing and sharing financial risks. 

The second pillar related to economic (and/or fiscal) policies, where – in parallel to strengthening 
the existing economic governance framework through the ESM and the amendments to the 
Stability and Growth Pact (SGP) – proposals were formulated on how to further integrate 
frameworks for budgetary matters and economic policy, while also adding greater democratic 
legitimacy and accountability to the process. An important milestone in this process was the 
European Commission's 2015 report (or ‘Five Presidents’ Report’) on ‘Completing Europe's 
Economic and Monetary Union’,2 based on which initiatives were proposed in two main waves, the 
first in 2015 and then in 2017. Finally, given that the recovery from the crisis in terms of GDP and 
employment growth was not shared equally among EU citizens within and among Member States, 
EU leaders proclaimed the European Pillar of Social Rights at the Gothenburg Social Summit in 
November 2017. 

In the third pillar (monetary policy), the ECB followed the example of other central banks (for 
example, the US Federal Reserve and the Bank of England) and engaged for the first time in 
quantitative easing through its public-sector purchase programme (PSPP). 

http://ec.europa.eu/economy_finance/publications/pages/publication12409_en.pdf
https://journals.sagepub.com/doi/pdf/10.1177/0010414015617966
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance/loan-programmes/european-financial-stabilisation-mechanism-efsm_en
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance/loan-programmes/european-financial-stability-facility-efsf_en
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance/loan-programmes/european-stability-mechanism-esm_en
http://www.europarl.europa.eu/EPRS/EPRS-AaG-542182-Review-six-pack-two-pack-FINAL.pdf
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/macroeconomic-imbalance-procedure_en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:42012A0302(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:42012A0302(01)&from=EN
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/what-banking-union_en
https://www.ecb.europa.eu/mopo/implement/omo/html/index.en.html
https://www.ecb.europa.eu/press/key/date/2012/html/sp120726.en.html
https://www.ecb.europa.eu/pub/pdf/ire/euro-international-role201307en.pdf?14f1da0aa174393e547a9bdd237c11e4
https://www.ecb.europa.eu/pub/pdf/ire/euro-international-role201307en.pdf?14f1da0aa174393e547a9bdd237c11e4
https://ec.europa.eu/info/business-economy-euro/growth-and-investment/capital-markets-union/what-capital-markets-union_en
https://www.cairn.info/revue-de-l-ofce-2014-1-page-193.htm
https://www.consilium.europa.eu/media/21570/131201.pdf
https://ec.europa.eu/commission/sites/beta-political/files/5-presidents-report_en.pdf
http://europa.eu/rapid/press-release_SPEECH-14-669_en.htm
http://europa.eu/rapid/press-release_STATEMENT-17-4706_en.htm
http://europa.eu/rapid/press-release_IP-17-1007_en.htm
https://www.ecb.europa.eu/mopo/implement/omt/html/pspp.en.html
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The coronavirus pandemic 
In less than three months earlier this year, coronavirus evolved from a localised outbreak in China to 
a global pandemic, severely affecting the lives of millions and dealing a huge blow to economies 
worldwide. The particular characteristics of the virus, as well as the absence of a vaccine or 
treatment, prompted most governments to impose strict containment measures, to allow their 
health systems to cope with the increase in cases by 'flattening the curve'. To limit the economic 
damage during confinement, Member States' governments put large programmes in place to 
support companies (to avoid bankruptcies), and workers (to dampen income losses and avoid a 
surge in unemployment), as well as measures to avoid a financial meltdown. The national liquidity 
measures, including schemes approved under temporary and flexible EU State aid rules, currently 
exceed €2.5 trillion. 

Member States' actions have been complemented by actions at EU level that include: the activation 
of the SGP's general escape clause to (temporarily) give national governments greater flexibility to 
adopt counter-cyclical budgetary measures for their economies; the related simplification of 
information requirements for the 2020 cycle of the European Semester; the adoption of a temporary 
framework for State aid measures to accelerate public support to companies; and a banking package 
(targeted amendments to the prudential rules and an interpretative communication) to facilitate 
lending to households and businesses. 

The shock dealt by the pandemic to EU economies could be described as symmetric (it hit most 
countries the same way); however, the fact that Member States are in different debt situations risks 
rendering it asymmetric. Despite the amendments to the State aid and public-finance rules, the 
immediate fiscal stimulus provided by some Member States (for example, Italy and Spain) as a first 
reaction to the lock-downs was more timid than that provided by others, such as Germany. It was 
therefore feared that, if the EU response to the crisis limited itself to this timid relaxation of measures, 
it could lead to persistent economic, financial and social divergences between Member States, to 
severe distortions within the single market and potentially to a new sovereign debt crisis. For these 
reasons, further actions at EU level were put in place. 

Fiscal measures 
Proposals for three additional 'safety nets' were then put forward on 9 April 2020, as follows: 

– the launch of SURE, a new €100 billion initiative aimed at protecting employment in 
the EU by supporting efforts to mitigate unemployment risks during the pandemic 
emergency period. This would be achieved by covering some of the costs of national 
public programmes that allow firms to reduce working hours, while at the same time 
providing income support; 

– the creation by the European Investment Bank of a €25 billion pan-European 
guarantee fund to protect companies in the EU. The fund is expected to generate up 
to €200 billion in loans throughout the EU, primarily for SMEs; 

– the provision, through the ESM, of loans to euro-area Member States of up to 2 % of 
their GDP (worth €240 billion in total), with little conditionality, on the basis of an 
existing precautionary credit line (the enhanced conditions credit line) adjusted in 
light of the pandemic. 

In addition, a joint Franco-German proposal has been submitted for a €500 billion recovery fund to 
restart the EU economy. The fund would issue bonds and finance expenditure in the hardest-hit 
countries and sectors. Given the legal constraints on the EU budget, this amount would be raised by 
increasing the expenditure ceiling of the EU multiannual financial framework (MFF) from 
approximately 1 % to 2 % of gross national income (GNI) for the next three years.3 The fund would 
thus be integrated into the EU budget and would serve to finance expenditure in the healthcare 
sector, while potentially also contributing to the green transition and helping the Member States 

https://ec.europa.eu/commission/presscorner/detail/en/ip_20_499
https://www.consilium.europa.eu/en/policies/european-semester/2020/
https://ec.europa.eu/info/live-work-travel-eu/health/coronavirus-response/jobs-and-economy-during-coronavirus-pandemic_en#state-aid-actions
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_740
https://www.bruegel.org/publications/datasets/covid-national-dataset/
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_582
https://www.esm.europa.eu/content/europe-response-corona-crisis
https://www.bundesregierung.de/breg-en/news/wiederaufbauprogramm-europa-1755800
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most affected by the crisis. In line with the major Franco-German initiative, on 27 May 2020 the 
European Commission published a proposal to add temporary financial reinforcement through a 
€750 billion recovery instrument, 'Next Generation EU', alongside a revised proposals for the 2021-
2027 MFF. The Commission plans to use its high credit rating to borrow the amount on financial 
markets, invest it across three pillars4 through €500 billion in grants and €250 billion in loans, and 
repay the total amount over the 2028-2058 period through future EU budgets and from resources 
raised from new EU own resources.5 As in the case of the Franco-German proposal, to enable 
borrowing at the envisaged level, the Commission plans to increase the own resources ceiling6 on 
an exceptional and temporary basis, to 2 % of Member States' GNI. This latter measure is 
controversial, as it marks a departure in some Member States from previously expressed objections 
related to common debt issuance and transfers across Member States. Some commentators argue 
that these developments may represent a 'Hamiltonian Moment' for the European integration 
process, even if achieving the necessary agreement will require overcoming some long-standing 
differences of approach between Member States.7 

Monetary measures 
Since the outbreak of the coronavirus pandemic, the ECB has taken several measures to support the 
euro-area economy. To increase banks' lending capacity and to support markets, it has temporarily 
relaxed bank capital requirements8 and rules under which loans are classified as non-performing.9 
Further, it has re-established its swap line with the US Federal Reserve.10 To prevent runs in the 
money markets, it has announced it will conduct 'pandemic emergency long-term refinancing 
operations' (PELTROs) that will provide liquidity to banks and money market funds until September 
2021.11 That adds to expanded Targeted LTROs (TLTROs) offering to banks cheap, long-term loans 
to be used to lend to euro-area consumers and businesses.12 To make participation in the 
programmes easier, the ECB has broadened the array of collateral it will accept.13 

In addition, it has kept its negative interest rate policy: the deposit facility, the rate that banks receive 
for their deposits at the ECB, is currently at -0.5 %. The ECB has further offered forward guidance on 
the future path of its key interest rate,14 in effect putting downward pressure on longer-term rates. 

Lastly, the ECB has continued its purchases under its existing public-sector purchase programme, 
with the aim to push inflation up to its target;15 furthermore, in March 2020, it launched a 
€750 billion pandemic emergency purchase programme (PEPP), which was increased to a total of 
€1 350 billion in June 2020.16 
 

Going forward 
The coronavirus crisis is not yet over and many new initiatives have been launched since March. 
While some of them are significant and could barely have been imagined at the beginning of 2020, 
many more have been identified in recent years as key to enhancing EMU in different ways. These 
initiatives too can be grouped depending on whether they refer to monetary policy, to economic 
policy or to the single market. 

Further initiatives to strengthen economic union 
Fiscal rules 
Policy-makers can adjust fiscal policies to respond to unforeseen events in a timely manner, but this 
also carries the risk that their policy choices may entail significant costs. That is why the EU has 
constantly put limits on this discretion since the adoption of the Maastricht Treaty. Numerical fiscal 
rules, independent fiscal councils monitoring compliance with these rules, and clear coordination 
procedures are the main features of an effective surveillance mechanism. 

Many economists view binding fiscal rules as necessary in a monetary union, because the markets 
do not, by themselves, discipline spendthrift governments until it is too late. Also, research has 

https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1590732521013&uri=COM%3A2020%3A456%3AFIN
https://ec.europa.eu/info/strategy/eu-budget/how-it-works/long-term-planning/headings-and-ceilings_en
https://www.piie.com/blogs/realtime-economic-issues-watch/europe-last-channeling-alexander-hamilton
https://www.ceps.eu/whats-the-ecb-doing-in-response-to-the-covid-19-crisis/?mc_cid=b50d159290&mc_eid=f099ce1659
https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr200320%7E4cdbbcf466.en.html
https://www.ecb.europa.eu/explainers/tell-me/html/npl.en.html
https://blogs.imf.org/2019/10/11/global-banks-may-grow-more-vulnerable-to-a-dollar-disruption/
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200430_1%7E477f400e39.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200430%7Efa46f38486.en.html
https://www.ecb.europa.eu/mopo/implement/omo/tltro/html/index.en.html
https://www.ecb.europa.eu/explainers/tell-me/html/collateral.en.html
https://www.ecb.europa.eu/explainers/tell-me/html/what-is-the-deposit-facility-rate.en.html
https://www.ecb.europa.eu/explainers/tell-me/html/what-is-forward_guidance.en.html
https://www.ecb.europa.eu/mopo/implement/omt/html/index.en.html
https://www.ecb.europa.eu/mopo/html/index.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200318_1%7E3949d6f266.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.mp200604%7Ea307d3429c.en.html
https://voxeu.org/content/independent-fiscal-councils-watchdogs-or-lapdogs
https://www.suerf.org/policynotes/7469/strengthened-eu-fiscal-framework-fiscal-discipline-versus-economic-stabilization
https://www.suerf.org/policynotes/4731/fiscal-rules
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shown that countries with stricter fiscal rules have, on average, had lower deficits compared to 
countries without rules, and that fiscal rules have played a supportive role in many cases of large 
fiscal adjustments. As mentioned previously, such rules were first introduced at EU level with the 
Treaty on European Union and were subsequently included in the SGP, adopted in 1997 and 
extensively reformed since. The unwanted result of these reforms was the SGP's increased 
complexity: economists note that the current framework is not as effective as it could be, because it 
has two objectives (government deficit and debt), multiple ways of defining adjustment toward the 
medium-term budgetary target (the structural budget balance and the expenditure benchmark), 
various methods of assessing whether a country has complied with the recommended adjustment, 
and many exceptions. This has contributed to a poor compliance record in relation to the fiscal rules. 
As a result, there is an ongoing debate on the SGP's simplification, with three main ideas emerging 
in 2018 from various groups of economists. 

One proposal would keep a long-term debt limit (for example, the 60 % debt limit) and an obligation 
to avoid excessive structural deficits in the medium term (the current structural budget rule), but to 
ensure compliance with this rule, a multi-purpose adjustment account would be created, which 
would capture deviations from the rule that Member States would be required to off-set within a 
certain period of time. These goals would be operationalised by an annual growth ceiling on 
nominal expenditure (a modified version of the expenditure benchmark). In addition, the number 
of exemptions and escape clauses would be reduced, as would discretion with regard to the 
imposition of sanctions, to increase their credibility. 

A second proposal would replace the numerous and complex existing rules with one simple rule 
focused on limiting the annual growth rate of expenditure. This rule could stipulate that the growth 
rate of nominal public spending – net of interest payments and of unemployment spending and 
taking into account public investment – would be equal to the sum of real potential growth and 
expected inflation, minus a debt brake which would take into account the difference between the 
observed debt-to-GDP ratio and the 60 % debt rule. This rule would be based on a rolling five-year 
country-specific debt reduction target, so as to take into account the speed at which Member States 
would have to converge oo the long-term target. 

A third proposal would rely only on the Maastricht Treaty's 60 % debt limit. This would be 
operationalised by placing a constant ceiling on the growth rate of primary nominal expenditure, 
net of discretionary revenue measures, ensuring that the debt ratio would reach the target in a given 
period under specific assumptions of growth and inflation. The ceiling, which this way would 
include a built-in debt brake, would be fixed for a three-year period, at the end of which it would be 
calculated anew, to take into consideration the effort needed to reach the reference value. 

Policy coordination 
Apart from the fiscal rules themselves, issues have also been identified with the EU's main economic 
policy coordination tool, the European Semester. Indeed, not only is compliance with the 
recommendations issued in the context of the Semester rather low, but, more worryingly, the trend 
is worsening. To remedy this, one proposal suggests a stronger analytical foundation for the 
country-specific recommendations matched by a higher level of engagement with national 
stakeholders. Another proposal welcomes the trend towards involving national fiscal councils and 
productivity boards in the Semester process, but stresses that their independence must be 
guaranteed both vis-à-vis their national governments and the EU, as otherwise the country-specific 
recommendations may still be perceived as being imposed by the EU. 

In the short term, another important issue will be to integrate the United Nations' Sustainable 
Development Goals (SDGs) in the European Semester - a task entrusted to the Commissioner for the 
Economy, Paolo Gentiloni, and discussed at the Environment Council of 5 March 2020. The 
Sustainable Development Goals, 17 in all, were agreed in the context of the UN 2030 Agenda for 
Sustainable Development, and address global challenges such as poverty, inequality, climate 
change, environmental degradation, peace and justice. They are to be achieved by 2030. In this 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:11992M/TXT
https://www.ifo.de/en/publikationen/2019/journal-complete-issue/ifo-dice-report-2-2019-summer-fiscal-rules-europe
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/stability-and-growth-pact/preventive-arm/medium-term-budgetary-objectives-mtos_en
http://www.europarl.europa.eu/thinktank/en/document.html?reference=IPOL_BRI(2017)587388
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/stability-and-growth-pact/preventive-arm/expenditure-benchmark_en
https://www.econstor.eu/bitstream/10419/182460/1/1030806624.pdf
https://voxeu.org/article/economic-case-expenditure-rule-europe
https://ec.europa.eu/info/files/2018-european-fiscal-board-annual-report_en
https://bruegel.org/wp-content/uploads/2019/09/BRAVER-GREENER-FAIRER_Memos2019_1.pdf
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/european-semester/european-semester-timeline/eu-country-specific-recommendations_en
http://www.europarl.europa.eu/RegData/etudes/IDAN/2017/602114/IPOL_IDA(2017)602114_EN.pdf
http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_ATA(2017)608819
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context, a recent paper noted that, just as fiscal rules rely on numerical values (the 3 % deficit and 
60 % debt rules), the achievement of the SDGs 'could rely on "sustainable development pathways" 
defined for each Member State'. The paper further proposes that, just as fiscal parameters and 
coordination are dealt with by the Commission (DG ECFIN), in cooperation with the fiscal boards 
established in each Member State, the SDGs could be coordinated by the national productivity 
boards. Those institutions could be tasked with showing how national reforms – and the domestic 
transposition and implementation of EU rules – are contributing to the achievement of the SDGs. 

Independent fiscal institutions 
In addition to fiscal rules and the European Semester, some consider that the role of the 
independent fiscal councils (IFCs) must be enhanced, so as to reduce political incentives in the 
implementation and evaluation of compliance with the fiscal rules. In this sense, one proposal would 
aim to ensure that these councils are provided with the necessary resources, are guaranteed access 
to information and are provided with adequate media visibility. Following this, stronger use should 
be made of these councils, by delegating to them some of the necessary analytical work and by 
entrusting them with making recommendations to their governments on how to correct fiscal 
policies that violate the rules. A final step would involve the establishment of a European Fiscal 
Council, with a mandate to safeguard the proper implementation of the fiscal framework, focusing 
on gross errors and cross-border spill-overs. Its decisions would not be binding, but they would be 
made public. 

A similar proposal suggests that the competent authority (for example, the European Stability 
Mechanism) point out breaches of the rules, compute adjustment paths according to terms agreed 
in advance, and recommend steps to be taken. The proposal notes that a sine qua non condition is 
that the independence of the ESM in this area be guaranteed. 

Another proposal advocates enhancing the current requirement in the TSCG that euro-area 
countries establish independent fiscal councils (IFCs), based on three elements: i) the IFC should be 
in charge of putting the government's budgetary decisions into numbers; ii) the IFC should be 
tasked with determining whether the government's choices are compatible with fiscal discipline (as 
defined in the Member State's constitution), and its view should be taken into account by the 
parliament when it votes on the budget; and iii) the members of the IFC should be chosen on the 
basis of explicit criteria that focus exclusively on competence and non-partisanship, so that their 
competence (and the competence of the IFC) is beyond doubt. 

EU unemployment benefit (re)insurance scheme 
Lastly, given that national fiscal policies and the common monetary policy have limited capacity to 
mitigate the effects of asymmetric economic shocks, and that labour mobility in the EU is low (albeit 
increasing since the financial crisis), an important project is the design of a European unemployment 
benefit reinsurance scheme that could contribute to macro-economic stabilisation and efforts to 
address unemployment and encourage labour mobility. The creation of a stabilisation fund for 
national unemployment insurance schemes (a supranational automatic stabiliser) is not a new idea, 
but it has gathered momentum since the sovereign-debt crisis. The current pandemic has provided 
further impetus, and the SURE initiative could be considered a first step in this direction. 

There are several variants of such a scheme. A recent paper groups them in two categories: 'genuine' 
unemployment benefit schemes would pay out benefits directly to any eligible unemployed 
individual, and collect contributions from employers and employees. Such schemes would require 
considerable harmonisation of the existing ones in the Member States, to ensure the European 
scheme can work as a stabiliser and mitigate moral hazard. In the case of the second category – a 
'reinsurance' scheme – financial transfers would occur between the supranational fund and the 
Member States, which would only receive a pay-out when the scheme is triggered. This scheme 
would provide more flexibility to the Member States and would be more politically palatable, as it 
would demand less in terms of the social and fiscal sovereignty of Member States. The paper 

https://www.ceps.eu/wp-content/uploads/2017/03/Better%20regulation%20and%20sustainable%20development_CEPS%20Policy%20Insights_%20A_Renda.pdf
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/national-productivity-boards_en
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/national-productivity-boards_en
https://www.ifo.de/en/publikationen/2019/journal-complete-issue/ifo-dice-report-2-2019-summer-fiscal-rules-europe
https://bruegel.org/2018/10/european-fiscal-rules-require-a-major-overhaul/
https://www.suerf.org/policynotes/8505/reforming-the-stability-and-growth-pact-striving-for-sustainability-while-offering-room-for-manoeuvre
https://www.ifo.de/en/publikationen/2019/journal-complete-issue/ifo-dice-report-2-2019-summer-fiscal-rules-europe
https://ec.europa.eu/economy_finance/publications/economic_paper/2012/ecp452_en.htm
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/financial-assistance-eu/funding-mechanisms-and-facilities/sure_en
https://www.ceps.eu/ceps-publications/feasibility-and-added-value-european-unemployment-benefits-scheme/
https://voxeu.org/article/unemployment-benefit-scheme-eurozone
https://www.institutmontaigne.org/en/blog/ursula-von-der-leyens-economic-program-bodes-well-her-mandate
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identifies, for both categories, the legal bases that could be used to create the schemes, the relevant 
legal and operational constraints, as well as (for reinsurance schemes specifically) the financing 
modalities and trigger conditions. 

Another recent paper develops a framework to single out and quantify the smoothing potential of 
such a scheme among Member States and over time. The paper finds that, in the 2000-2016 period, 
a reinsurance scheme would have absorbed, through the smoothing channel, on average 15-25 % 
of the income losses originating from rising unemployment in deep recessions among Member 
States, in addition to the smoothing that can be achieved at Member-State level over time. 
Moreover, due to its activation and contribution rule, a reinsurance scheme would not have led to 
permanent transfers across Member States. 

Further initiatives to complete the single market 
European deposit insurance scheme 
Along with the Single Supervisory Mechanism and the Single Resolution Mechanism, the European 
deposit insurance scheme is seen as a pillar of banking union. Such a scheme has been praised by 
proponents as being capable of bringing increased depositor protection, and – by increasing the 
credibility of insurance – of reducing the severity of financial crises and enhancing financial and 
monetary stability. However, while the Commission published its proposal in November 2015, 
potential risks, such as moral hazard, or the risk of some banking systems subsidising others ('cross-
subsidisation'), resulted in the debate stalling at EU level.17 The scheme is one of the priorities of 
Commission President Ursula von der Leyen. 

According to a first proposal, a single authority at EU level (such as the single resolution board) 
would manage the European deposit insurance scheme. The system should include country-specific 
risk in the calculation of insurance premiums. In addition, losses should be borne first by the relevant 
'national compartment' of the European deposit insurance scheme, and common funds should only 
be used in large, systemic crises that overburden one or several national compartments. 

Another proposal examines first whether a fully mutualised system would be sufficient to cover 
losses during a crisis. After concluding positively, the authors examine whether it would potentially 
lead to a situation in which some banking systems systematically contribute less than they would 
benefit from the European deposit insurance scheme under certain loss scenarios. They find that, 
while the risk of cross-subsidisation could exist in the case of a mixed system (national and European 
funds), if the risk-based contributions followed the principle that a national banking system would 
contribute more to the common fund if it were more risk-prone relative to other banking systems in 
the banking union, there would be no unjustified systematic cross-subsidisation across Member 
States. 

A third proposal also starts by investigating whether in its current design, a future European deposit 
insurance scheme may result in cross-subsidisation. After concluding that it may, the authors 
propose three design features that could remedy this issue: i) to require banks to hold a substantial 
amount of equity and debt that can be bailed in, because this way deposits become essentially risk-
free; ii) to compensate the European Stability Mechanism for the backstop it would provide to the 
system, by asking banks to pay premiums; and iii) to involve non-bank private investors in risk-
sharing. 

Credit ratings and pro-cyclicality 
During the early 2000s, the inclusion in key EU acts or financial regulations of the requirement for 
ratings to be performed by credit-rating agencies has reduced firms' incentives to develop their own 
capacity for credit risk assessment and due diligence. As demonstrated during the financial crisis, 
this 'mechanistic' reliance on external ratings without appropriate internal assessments contributed 
to herding behaviour and abrupt sell-offs of securities after their downgrade ('cliff effects'), which 
amplified pro-cyclicality. 

https://www.econpol.eu/publications/policy_report_10
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/single-supervisory-mechanism_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/single-resolution-mechanism_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/european-deposit-insurance-scheme_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/european-deposit-insurance-scheme_en
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/banking-union/what-banking-union_en
https://www.ifo.de/DocDL/dice-report-2019-1-onlineversion-april.pdf#page=10
https://voxeu.org/article/how-reconcile-risk-sharing-and-market-discipline-euro-area
https://srb.europa.eu/
https://voxeu.org/article/refocusing-debate-risk-sharing-under-european-deposit-insurance-scheme
https://voxeu.org/article/how-design-european-deposit-insurance-scheme
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Reforms implemented after the crisis on both sides of the Atlantic have reduced reliance on external 
credit ratings.18 Despite these efforts, in a 2015 report, the European Commission noted that key 
regulations for banks, insurers and asset management still relied on external ratings, mainly due to 
the lack of alternative methods.19 ‘Cliff effects’ of the kind observed during the financial crisis have 
not yet materialised during the current pandemic,20 thanks to the quick measures taken by 
supervisors and central banks: i) banks have temporarily been allowed to operate below the level of 
capital defined by the Pillar 2 Guidance, the combined buffer requirement and the liquidity 
coverage ratio, without negatively judging those that make use of these relief measures; ii) banks 
and insurers have been called upon to delay their distribution of dividends and variable 
remunerations; and iii) the ECB has announced changes to its collateral framework until September 
2021, to alleviate the impact of rating downgrades on the availability of collateral. Nevertheless, the 
risk remains; therefore, seeking credible and efficient alternatives, as well as eliminating reliance on 
credit ratings in the remaining key pieces of EU legislation would enhance systemic financial 
stability. 

Concentration charges - Sovereign contingent debt instruments 
Historically, sovereigns have been considered risk-free instruments because they have been backed 
by central banks. The regulatory treatment of such exposures has remained largely unchanged 
because sovereign debt plays a role in the implementation of monetary policy, contributes to the 
smooth functioning of financial markets, and can be a stabilising force in periods of economic stress. 

Concentration charges target a particular aspect of the sovereign-bank nexus, namely the fact that 
the sovereign exposures of many euro-area banks are highly concentrated in the home country, 
instead of being diversified within the EU. A proposal suggests adopting a regulation applicable to 
all banks in euro-area countries that hold a concentration of euro-area sovereign exposures. This 
regulation would modify the calculation of the risk-based capital ratio for those banks, according to 
the sovereign exposures they hold. 

Another proposal has a similar objective but follows a different approach: instead of penalising 
home bias, it suggests using regulatory incentives in order to encourage cross-border 
diversification. It therefore proposes to use a parameter embedded in the Internal Ratings-Based 
Approach (IRBA) of the Basel framework to allow banks with more diversified cross-border loan 
portfolios to have lower capital requirements. 

The final proposal is on sovereign contingent debt instruments, defined as instruments that bear 
contractual debt service obligations tied to a pre-defined state variable. They are designed to 
alleviate pressure on a country's sovereign indebtedness and/or financing needs. Such instruments 
belong to two main categories: i) GDP-linked bonds, which have returns indexed to the real growth 
rate of GDP. (These are equity-like instruments, comparable to shares in a corporation, with 
dividends paid as a share of national income rather than of corporate profits); and ii) (sovereign) 
contingent convertible debt, which converts into a bond of extended maturity and can also stop 
coupon payments when a trigger breaches a threshold. Apart from weakening the bank–sovereign 
nexus, the two instruments can reduce liquidity and insolvency risk, diversify the funding base of 
investors, increase the transparency of risk-pricing and contribute to a speedy response to crises. 

Monetary policy 
In its recent ruling on the ECB's public-sector purchase programme, Germany's Federal 
Constitutional Court (GFCC) concluded that the ECB had failed to properly assess and explain the 
'proportionality' of its policies.21 It has been argued that the ruling: i) risks undermining the EU legal 
order and calls into question the authority of EU law at a time when a general trend of disregard can 
be witnessed;22 ii) might be abused by the governments and courts of other Member States, which 
might cite it as a precedent justifying their own noncompliance with ECJ judgments; and iii) risks 
undermining the ECB's independence (and thus the constitutional foundation of monetary policy)23 

https://ec.europa.eu/info/sites/info/files/alternatives-to-credit-rating-study-01122015_en.pdf
https://www.esma.europa.eu/sites/default/files/library/2015/11/esma-2015-1471_technical_advice_on_reducing_sole_and_mechanistic_reliance_on_external_credit_ratings.pdf
https://www.bis.org/publ/work859.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2017/602111/IPOL_STU(2017)602111_EN.pdf
https://www.suerf.org/policynotes/6655/loan-portfolio-diversification-in-the-euro-area-capital-requirements-and-the-european-banking-union
https://www.imf.org/en/About/Key-Issues/state-contingent-debt-instruments
https://bruegel.org/wp-content/uploads/2018/04/WP-euro-area-contingent-debt-26042018.pdf
https://voxeu.org/content/sovereign-gdp-linked-bonds-rationale-and-design
https://www.bundesverfassungsgericht.de/SharedDocs/Pressemitteilungen/EN/2020/bvg20-032.html
https://www.project-syndicate.org/commentary/german-courrt-ecb-ruling-might-have-silver-lining-by-hans-helmut-kotz-2020-05
https://www.delorscentre.eu/en/publications/detail/publication/the-judgment-of-the-german-constitutional-court-on-the-ecbs-pspp
https://www.bruegel.org/2020/06/the-independence-of-the-central-bank-at-risk/
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and having significant implications for two of the ECB's active programmes, the PSPP and the PEPP, 
given that the latter is extensively based on the former. 

It has been noted that the GFCC's complaint that existing monetary policies impose costs on specific 
groups implies that the GFCC does not think price stability should be the ECB's primary objective24 - 
in effect, that the ECB should pursue a different mandate. Until now and in contrast with central 
banks such as the US Federal Reserve, the ECB has had a single mandate of price stability, and not a 
dual one (such as, for instance, also ensuring maximum employment). While broadening the ECB's 
mandate is generally viewed with suspicion in policy-making circles, this is not so unusual in the 
world of central banking and could be more successful in helping to avoid problems such as that 
with the GFCC. Moreover, the timing to consider the question of any potential change in mandate 
is perhaps appropriate, as 20 years after its creation, the ECB is now engaged in a review of its 
monetary policy strategy that will last until mid-2021. 
 

List of potential initiatives 

 Initiative Likely lead 
EU actor 

What should be done?  

1 Adopt a European deposit 
insurance scheme 

European 
Parliament 
(EP) and 
Council 

Create equal protection for all insured euro-area 
depositors.  

2 
Create an EU asset 
management company for 
non-performing loans (NPLs) 

Council 
In case the economic situation puts many banks at 
risk, quickly shifting these assets off banks' balance-
sheets would safeguard systemic stability 

 

3 
Improve the functioning of 
corporate bond markets 

EP and 
Council 

Facilitate company issuance; increase access and 
options for investors; enhance transparency; 
improve the supervisory framework 

 

4 Create a macro-prudential 
framework for non-banks ESRB 

Develop a system-wide or macro-prudential 
perspective for the non-bank financial sector to 
ensure financial stability 

 

5 
Grant the Single Resolution 
Board (SRB) more 
responsibilities 

EP and 
Council 

Give the SRB prerogatives similar to those of the US 
Federal Deposit Insurance Corporation and assign it 
responsibility to resolve all significant failing banks 

 

6 

Establish a supervisory body 
in charge of money-
laundering / terrorist-
financing issues at EU level 

Council 

Better exchange of information between 
supervisors; help Member States to improve their 
knowledge and expertise in these fields; strengthen 
supervisory independence and help create a level 
playing-field 

 

7 
Establish a common 
(consolidated) corporate tax 
base 

EP and 
Council 

Enhance the single market by establishing a 
common corporate tax base (CCTB) and common 
consolidated corporate tax base (CCCTB) 

 

8 Reduce the sovereign–bank 
nexus 

EP and 
Council 

Encourage banks and investors to diversify their 
holdings of euro-area bonds. Create financing tools 
(e.g. sovereign bond-backed securities) 

 

9 
Harmonise EU business law to 
increase cross-border 
investment 

Academic 
initiative 
and national 
parliaments 

Possible steps include a European code of business 
law and regulation in new areas, (a 'euro-mortgage', 
European preservation orders, insurance contracts, 
European business loans) 

 

10 Reduce the sovereign 
exposure of banks in the EU 

EP and 
Council 

Sovereign concentration charges, or a euro-area 
basket  

https://www.europarl.europa.eu/cmsdata/207644/4.%20IPOL_STU(2019)642363_EN-original.pdf
https://www.socialeurope.eu/what-are-central-banks-for
https://www.socialeurope.eu/what-are-central-banks-for
https://www.brookings.edu/wp-content/uploads/2018/09/Fuhrer-et-al_Text.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2020/html/ssm.sp200610%7E27b3ba0a0d.en.html
https://www.bankingsupervision.europa.eu/press/speeches/date/2020/html/ssm.sp200610%7E27b3ba0a0d.en.html
https://ec.europa.eu/info/sites/info/files/171120-corporate-bonds-report_en.pdf
https://www.suerf.org/policynotes/8061/non-banks-in-the-eu-ensuring-a-smooth-transition-to-a-capital-markets-union
https://zoek.officielebekendmakingen.nl/blg-910249
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2016/0337(CNS)&l=en
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2016/0336(CNS)&l=en
https://www.suerf.org/policynotes/6655/loan-portfolio-diversification-in-the-euro-area-capital-requirements-and-the-european-banking-union
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2018/0171(COD)&l=en
https://www.robert-schuman.eu/en/doc/questions-d-europe/qe-418-en.pdf
https://www.robert-schuman.eu/en/doc/questions-d-europe/qe-418-en.pdf
http://static.esmt.org/publications/whitepapers/WP-17-01.pdf
http://static.esmt.org/publications/whitepapers/WP-17-01.pdf
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11 Harmonise insolvency 
frameworks 

EP and 
Council 

Reforms could involve adopting an EU-wide regime 
for out-of-court procedures, strengthening the 
supervisory framework, providing for higher 
sanctions and providing for redress procedures 

 

12 Separate retail banking and 
investment banking 

EP and 
Council 

Reduce banking risk by diminishing the implicit 
public guarantees on market transactions  

13 
Encourage creation of pan-
European banks with more 
diversified balance sheets 

Private 
sector / 
EP and 
Council 

Take advantage of economies of scale  

14 
Sever the mechanistic reliance 
on and the pro-cyclicality of 
credit ratings 

EP and 
Council 

Remove credit ratings from the remaining 
important pieces of EU financial regulation, to avoid 
spirals in crises 

 

15 

Entrust an EU body with the 
supervision of accounting 
standards and auditing 
companies 

EP and 
Council Increase the comparability of data  

16 
Set up recovery and resilience 
facility and the technical 
support instrument 

EP and 
Council 

Support Member States' efforts to implement 
reforms necessary to achieve economic and social 
recovery, resilience and convergence. 

 

17 
Engage in 'soft' measures (e.g. 
EU representation in 
international economic fora 

EP and 
Council 

Strengthen the EU's handling of future crises and 
increase its international influence  

18 Reform EU fiscal rules EP and 
Council 

Simplify the Stability and Growth Pact, based on 
specific elements, and strengthen its enforcement25  

19 

Increase EMU's democratic 
legitimacy and the 
accountability of its 
institutions 

EP and 
Council / 
national 
parliaments 

Strengthen the involvement of the EP and enhance 
coordination between the EP and national 
parliaments 

 

20 Reform the European Stability 
Mechanism Council Provide the Single Resolution Fund with a backstop. 

Move toward single-leg collective action clauses.  

21 Enhance independent fiscal 
councils (IFCs) 

EP and 
Council 

Reduce political incentives in the implementation 
and evaluation of compliance with the fiscal rules  

22 
Create a more credible 
framework to ensure 
sovereign debt sustainability 

Council 
Ensure that creditors participate in crisis resolution 
and protect the ESM from lending to insolvent 
Member States 

 

23 A central fiscal stabilisation 
capacity for the euro area 

EP and 
Council 

This could take the form of a common 
unemployment insurance scheme. The SURE 
initiative is a first step. 

 

24 Amend the mandate of the 
European Central Bank 

Member 
States 
(Treaty 
change) 

Widen the ECB's mandate (e.g. commitment to 
maximum employment and environmental 
sustainability) to cover adequately its 
responsibilities 

 

 
 
  

https://srb.europa.eu/en/node/544
https://www.sachverstaendigenrat-wirtschaft.de/fileadmin/dateiablage/gutachten/jg201819/Chapter_5.pdf
https://www.ceps.eu/system/files/Towards%20a%20More%20Resilient%20Euro%20Area.pdf
http://www.europarl.europa.eu/RegData/etudes/STUD/2015/558771/EPRS_STU(2015)558771_EN.pdf#page=76
http://www.fundacionico.es/wp-content/uploads/2017/07/ANUARIO-2017.pdf#page=151
http://www.fundacionico.es/wp-content/uploads/2017/07/ANUARIO-2017.pdf#page=151
https://www.ceps.eu/system/files/Towards%20a%20More%20Resilient%20Euro%20Area.pdf#page=96
https://ec.europa.eu/commission/presscorner/detail/en/QANDA_20_949
https://ec.europa.eu/commission/presscorner/detail/en/QANDA_20_949
https://ec.europa.eu/info/sites/info/files/2018_efb_annual_report_en.pdf
https://www.tandfonline.com/doi/abs/10.1080/07036337.2018.1450873#aHR0cHM6Ly93d3cudGFuZGZvbmxpbmUuY29tL2RvaS9wZGYvMTAuMTA4MC8wNzAzNjMzNy4yMDE4LjE0NTA4NzNAQEAw
https://www.tandfonline.com/doi/abs/10.1080/07036337.2018.1450873#aHR0cHM6Ly93d3cudGFuZGZvbmxpbmUuY29tL2RvaS9wZGYvMTAuMTA4MC8wNzAzNjMzNy4yMDE4LjE0NTA4NzNAQEAw
https://www.tandfonline.com/doi/abs/10.1080/07036337.2018.1450406#aHR0cHM6Ly93d3cudGFuZGZvbmxpbmUuY29tL2RvaS9wZGYvMTAuMTA4MC8wNzAzNjMzNy4yMDE4LjE0NTA0MDZAQEAw
https://www.tandfonline.com/doi/abs/10.1080/07036337.2018.1451523#aHR0cHM6Ly93d3cudGFuZGZvbmxpbmUuY29tL2RvaS9wZGYvMTAuMTA4MC8wNzAzNjMzNy4yMDE4LjE0NTE1MjNAQEAw
https://www.tandfonline.com/doi/abs/10.1080/07036337.2018.1450404#aHR0cHM6Ly93d3cudGFuZGZvbmxpbmUuY29tL2RvaS9wZGYvMTAuMTA4MC8wNzAzNjMzNy4yMDE4LjE0NTA0MDRAQEAw
https://www.esm.europa.eu/about-us/history
https://www.esm.europa.eu/about-us/history
https://www.ceps.eu/system/files/Towards%20a%20More%20Resilient%20Euro%20Area.pdf#page=47
https://www.ceps.eu/system/files/Towards%20a%20More%20Resilient%20Euro%20Area.pdf#page=47
https://www.imf.org/en/Publications/Staff-Discussion-Notes/Issues/2018/03/22/A-Central-Fiscal-Stabilization-Capacity-for-the-Euro-Area-45741
https://www.imf.org/en/Publications/Staff-Discussion-Notes/Issues/2018/03/22/A-Central-Fiscal-Stabilization-Capacity-for-the-Euro-Area-45741
https://www.ceps.eu/system/files/Towards%20a%20More%20Resilient%20Euro%20Area.pdf#page=27
https://www.ceps.eu/system/files/Towards%20a%20More%20Resilient%20Euro%20Area.pdf#page=27
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ENDNOTES 
 

1  While most people associate the term 'single market' with the four freedoms, it is in fact a much bigger and multi-
layered endeavour, including, among other recent initiatives, the digital single market, banking union and energy 
union. It is of central importance to the EU and is mutually supportive with EMU: on one hand, EMU supports a more 
effective single market and, on the other, completing the single market can strengthen economic resilience in EMU. 

2  The report drew inspiration from the 2012 Commission communication on 'Blueprint for a deep and genuine EMU', 
which was followed by the December 2012 report on 'Towards a genuine economic and monetary union'. 

3  The Franco-German proposal would be based on Article 122 of the Treaty, which explicitly enables help to Member 
States in exceptional circumstances and the use of the EU budget, in the form of the next MFF, to help hard-hit Member 
States through grants, rather than providing them only with loans. This would allow making additional expenditure of 
around €165 billion per year and would add up to €500 billion over three years. 

4  The three pillars of spending through the recovery instrument are: i) 'support to Member States for investment and 
reforms to address the crisis' (with the bulk of the funds (€560 billion) being channelled through a new Recovery and 
Resilience Facility, which will offer financial support for investments and reforms); ii) 'kick-starting the EU economy by 
incentivising private investment' (through a new Strategic Investment Facility built into the InvestEU programme and 
a new Solvency Support Instrument); and iii) 'learning the lessons of the crisis' (by strengthening existing programmes 
and mechanisms in the areas of health, civil protection, external action and the green and digital transitions). 

5  Reference has been made to an extension of the Emissions Trading System (ETS); a digital tax on companies with a 
global annual turnover of above €750 million; and a tax on large companies that draw huge benefits from the EU single 
market. 

6  The ceiling is the maximum amount Member States may be called upon to provide to finance EU expenditure. 
7  The previous crisis revealed strong disagreement between the 'frugal core' and the 'profligate periphery' of the euro 

area on how best to manage it. Ten years later, while important steps – with significant social costs – have been realised 
by Member States under economic programmes, the debate remains the same. 

8  On 12 March, it announced that banks can use the capital and liquidity buffers they have accumulated in recent years 
to lend to consumers, businesses and other banks. Accordingly, this change amounts to €120 billion in new capital 
that can be used to absorb losses or finance up to €1.8 trillion of lending. Banks are expected to use their additional 
capital to support the economy and not to increase dividends or share buybacks at least until October 2020. 

9  This provides banks with more flexibility on what loans to classify as non-performing and allows them to set aside less 
capital to cover losses from non-performing loans. 

10  The ECB is offering weekly US dollar operations with one-week maturity and 84-day maturity at interest rates slightly 
above the overnight rate. European banks borrowed US$130 billion within days after the swap line was reopened. 

11  PELTROs allow banks with loans not eligible for the TLTRO, such as mortgage loans and loans to public entities, and 
banks that have exhausted TLTRO limits, to continue to access cheap liquidity. 

12  Under the operations, banks can now borrow for three years at an interest rate of -0.5 %. Furthermore, banks that lend 
above a certain threshold to businesses and consumers will pay an interest rate as low as -1 %. In other words, the ECB 
is paying banks to borrow money from the central bank in the hope that this will encourage them to lend money. 

13  The ECB now accepts as collateral an expanded set of non-marketable assets – including government-guaranteed 
loans, lower quality loans and small business loans – that are outside the general framework. It has also granted waivers 
to Greek sovereign debt, which, because of its non-investment grade status, was not previously considered eligible 
collateral. 'Fallen angel' bonds (bonds that have recently lost their investment-grade rating), are now accepted as 
collateral as well. In addition, the ECB has reduced the amount of collateral required in excess of the loan amount for 
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its lending programmes. 
14  The ECB said that it expects rates will remain 'at their present or lower levels until it has seen the inflation outlook 

robustly converge to a level sufficiently close to, but below, 2 % within its projection horizon, and such convergence 
has been consistently reflected in underlying inflation dynamics'. 

15  On 12 March, it announced it would buy an additional €120 billion under the APP. 
16  The programme was announced on 18 March, and is expected to last at least until the end of 2020. The assets to be 

bought under the PEPP are more or less the same as under the PSPP, i.e. the biggest part is used to purchase national 
and regional government bonds, (including for the first time Greek sovereign debt), supra-national debt, and various 
types of private-sector bonds. Unlike the APP, it will also buy commercial paper issued by non-financial corporations. 

17  In October 2017, the Commission attempted to break the deadlock with a communication in which it took stock of 
what had been achieved with regard to creating the banking union and enumerated the measures still needed to 
complete it. 

18  One major outcome of CRA III was the introduction of a requirement that financial institutions should carry out their 
own credit quality assessments and should not rely solely or mechanistically on credit ratings for assessment of the 
creditworthiness of an entity or financial instrument. 

19  Internal measures and ratings are costly and difficult to set up for small institutions; market-implied ratings can be 
volatile and have a short-term nature; accountancy-based measures are limited to corporate debt. 

20  In the case of large downgrades across the board, such as those that happened in 2007-2009, banks, insurers or asset 
managers may decide (or be forced) to sell securities of entities that lost their investment grade status as a result of a 
downgrade. Given that the share of securities they currently hold is significant, markets may not be able to absorb this. 

21  The main points of the court's argument could be outlined as follows: i) The ECB is entrusted with monetary policy 
while economic policy is in the remit of Member States; ii) The PSPP has side effects that belong to the area of economic 
policy; iii) Therefore, the ECB should have explained why the pursuit of its monetary-policy mandate justified 
undertaking the PSPP despite these side-effects (proportionality assessment); iv) the European Court of Justice (ECJ) 
should also have carried out such an assessment when it commented on the PSPP's compatibility with the Treaty at 
an earlier stage of the procedure. 

22  It has been noted that the ECJ has explained repeatedly since the Costa ruling, that if national courts could over-ride 
the decisions of the ECJ and each of them give their own interpretation of EU law, then EU law would not be applied 
equally or effectively across all Member States, and the entire legal basis of the EU would be called into question. 

23  It has been argued that, on acceding to the GFCC's ruling, the Bundesbank would waive its independence, exposing 
itself to a judicialisation of monetary policy. However, if it disregards the GFCC's demand, it would incite a 
constitutional crisis. 

24  Every monetary policy-related decision the ECB takes, has economic effects on firms, households and governments. It 
has been further argued that, not only does it have such effects, but it partly works through causing them. 

25  The integration into the EU Treaties of the Treaty on Stability, Coordination and Governance (TSCG – Fiscal Compact) 
has in the meantime been voted down in Committee and Council has not discussed it further. 
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