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Economic Dialogue with the President of the Eurogroup
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Jeroen Dijsselbloem, President of the Eurogroup, has been invited to a regular Economic Dialogue, in particular, in
accordance with Article 2ab of Regulation 1466/97 as amended. This briefing provides an overview of the ongoing work of
the Eurogroup as regards public finances, macro-economic imbalances, financial adjustment programmes and the banking
union. Mr Dijsselbloem has been the Eurogroup President since January 2013. As the President of the Eurogroup, he is also
chairing the Board of Governors of the European Stability Mechanism.

Executive Summary
Section 1: Macroeconomic developments
 Euro area recovery has continued at a moderate pace during 2016, driven predominantly by
private consumption and to a lesser degree by public consumption, in a context of heightened
uncertainty. According to the Commission (COM) Winter 2017 forecast, euro area real GDP
growth is projected to remain at 1.6% in 2017 and 1.8% in 2018.
 The COM considered that its Winter 2017 forecast is surrounded by “exceptionally high
uncertainty” and that the balance of risks to growth outlook is tilted to the downside.
Section 2: European Semester - 2017 Euro Area Recommendations

 In January 2017, the Eurogroup and the ECOFIN Council discussed the “COM autumn package”
that had launched the 2017 European Semester. They drew conclusions on the Annual Growth
Survey and on the Alarm Mechanism Report. They modified the draft recommendations for the
economic policy of the euro area proposed by the COM. Subsequently, these recommendations
were (non-formally) endorsed by the European Council of 9-10 March 2017, before being adopted
by the Council of 21 March 2016.

 At its meeting of 5 December 2016, the Council modified the 2017 euro area recommendations
proposed by the COM, as shown in Annex 3. Overview of the Eurogroup policy actions as regards
implementation of the 2015 and 2016 euro area recommendations is presented in Annex 4.
Section 3: Public finances
 The COM winter forecast of February 2017 foresees a further fall of public deficit and debt ratios
in 2017 and 2018. The fiscal policy stance, measured by changes in the fiscal structural balance,
turned broadly neutral in 2015 and is expected to remain so over the forecast horizon.
 The COM assessed in its Opinions on the 2017 Draft Budgetary Plans that five euro area countries
(Germany, Estonia, Luxembourg, the Netherlands and Slovakia) are “compliant”, six (Spain,
France, Ireland, Latvia, Malta and Austria) were assessed to be “broadly compliant”, and eight
(Belgium, Cyprus, Spain, Italy, Lithuania, Portugal, Slovenia and Finland) at “risk of noncompliance” with their current obligations under the SGP. Updated opinions were issued in
January for Spain and Lithuania (based on their updated DBP) according to which Spain was now
assessed to be “broadly compliant”, while Lithuania was still regarded at “risk of noncompliance”. The Eurogroup discussed in detail these Opinions in December 2016 (and in January
2017 the updated DBPs of Spain and Lithuania).
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 On 22 February 2017, the COM concluded in its Article 126(3) report on Italy that: “unless the
additional structural measures that the government committed to adopt are enacted by April 2017,
the debt criterion should be considered not complied with.” The COM will decide only on the
basis of its spring 2017 economic forecast whether it will recommend to open an EDP.
 The 2017 European Semester country specific analyses (released by the COM in February 2017)
included assessments on the role of independent fiscal bodies in the national debate on fiscal
policy. The COM states that Slovenia remains the only euro area Member State that has no
operational fiscal council in place. However, a screening of the country specific COM assessments
and of the Fiscal Compact country reports (also published in February 2017) shows that the degree
of independence, the role and the capacity of the fiscal councils varies significantly across the Member
States.
Section 4: Macroeconomic Imbalances

 In the context of the Macroeconomic Imbalance Procedure, the COM published in February 2017
its Communication on “Assessment of progress on structural reforms, prevention and correction of
macroeconomic imbalances”, together with the European Semester Country Reports for each
Member State.

 For the ten euro area Member States considered at risk of macroeconomic imbalances, the country
reports presented also the in-depth-reviews. The COM concluded that nine euro area Member States
are experiencing macroeconomic imbalances, and that for four countries (France, Cyprus, Italy and
Portugal) such imbalances are excessive.
Section 5: Banking Union
 Following the June 2016 Council, the political discussions on the much debated third pillar of the
Banking Union, namely the European deposit insurance scheme (EDIS), were put on hold in the
Council pending legislative proposals by the COM on de-risking measures. The European
Parliament (EP) rapporteur presented her draft report in the Committee on 4 November 2016. A
comprehensive legislative package covering the bulk of the expected de-risking initiatives was
published by the COM on 22 and 23 November 2016. The EP has started its internal process on
the banking package and appointed its rapporteurs. The vote in Committee on the EDIS draft
report has not been scheduled yet.
Section 6: Financial assistance
 In February 2017, the Eurogroup welcomed a common understanding on outstanding issues
(including the medium-term fiscal strategy and labour market reform) reached between the Greek
authorities and the institutions, allowing the review mission (under the second review) to return
to Athens and resume work in order to conclude a staff-level agreement on policy reforms; such
an agreement is necessary for the successful conclusion of the review and therefore for receiving
financial support. The second review mission resumed on 28 February 2017. The main open
issues seem to be the size of the package of measures for 2019 onwards, labour reforms and some
of the countermeasures proposed by the Greek government.
List of annexes:
1. Key macro-economic indicators for the euro area
2. Euro area Member States’ real GDP in historical perspective
3. 2017 Recommendations on the economic policy of the Euro Area - A comparison of Commission
and Council texts (the ‘comply or explain’ principle)
4. Overview of Eurogroup policy actions as regards implementation of the 2015 and 2016 euro area
recommendations
5. Overview the 2016 and 2017 recommendations on the economic policy of the euro area
6. Euro area MIP scoreboard
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1. Latest economic developments
Euro area recovery has continued at a moderate pace during 2016, driven predominantly by
private consumption and to a lesser degree by public consumption, in a context of heightened
uncertainty. According to the latest Eurostat's estimate, euro area real GDP rose by 0.4% (q-o-q) in
Q4 2016, bringing the expansion in the economic activity to 1.7% for 2016 as a whole, down from
2.0% a year earlier1,2. Private consumption has been supported by rising employment and nominal
wages, while refugee- and security-related expenditures contributed to increases in public
consumption at the euro area level3. Investment is also set to expand in the course of 20164, reflecting
inter alia improved access to funding and low financing costs. However, it has remained weak from
historical perspective (about 10% below its pre-crisis peak)5. Finally, net exports are to marginally
detract from growth as export growth is set to markedly decelerate in 2016 on the back of slowing
global demand, in particular from emerging market economies (see Annex 1 for an overview table of
the main euro area economic indicators).
Table 1: Comparison of the Commission's forecasts for selected macroeconomic variables
COM forecast

2016

2017

2018

Real GDP growth
Euro area
EU28

Winter 2017

1.7

1.6

1.8

Autumn 2016

1.7

1.5

1.7

Winter 2017

1.9

1.8

1.8

Autumn 2016

1.8

1.6

1.8

HICP Inflation
Euro area
EU28

Winter 2017

0.2

1.7

1.4

Autumn 2016

0.3

1.4

1.4

Winter 2017

0.3

1.8

1.7

Autumn 2016

0.3

1.6

1.7

Unemployment
Euro area
EU28

Winter 2017

10.0

9.6

9.1

Autumn 2016

10.1

9.7

9.2

Winter 2017

8.5

8.1

7.8

Autumn 2016
8.6
8.3
Source: EGOV based on the Commission’s Autumn 2016 and Winter 2017 forecasts.

7.9

In its Winter 2017 forecast6, the COM expects the euro area real GDP to grow at a moderate and
broadly unchanged pace over the period 2016-2018 (see Table 1 above). In particular:
 Economic activity is set to expand in all euro area Member States over the forecast horizon. Note
that the latest Eurostat data showed that Greece’s economy remained flat in 2016 after the
economic activity unexpectedly contracted in the fourth quarter of 2016 by 1.2% q-o-q amid

This decline in the euro area’s pace of growth is driven by sizeable volatility in Ireland’s GDP data, despite its relatively limited
weight in the euro area aggregate. For instance, the Irish GDP growth is set to decline from 26.3% in 2015 to 4.3% in 2016 as the
statistical impact of re-classifications related to some activities of multinational firms is fading out. Abstracting from the Irish GDP
data, the euro area’s aggregate growth would have marginally increased from 1.6% in 2015 to 1.7% in 2017 based on the COM
Winter 2017 forecast.
2 Euro area real GDP rose above its 2008 peak for the first time in 2015. However, by 2016, seven euro area Member States (Greece,
Cyprus, Italy, Portugal, Finland, Slovenia and Spain) have still not fully recovered output losses triggered by the financial and economic
crisis, as shown in Annex 2.
3 Despite large heterogeneity, public consumption expanded in all euro area Member States, except in Belgium, Finland and Greece
(remaining flat in the former, and contracting in the latter two countries).
4 Euro area investment data have been heavily impacted by statistical treatment related to some activities of multinationals firms in
Ireland.
5 In this regard, the COM pointed out that “strong and increasing investment growth is an important factor in the sustainability of an
economic recovery. In that respect, the current recovery has remained incomplete” (Winter 2017 COM forecast, p. 29).
6 See a separate EGOV note for a comparison of 2017-2018 forecasts from the main international institutions.
1
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heightened uncertainty surrounding the completion of the second review under the third financial
assistance programme;
Interestingly, the COM kept its Greece’s GDP growth projections for 2017 and 2018 unchanged
(compared to the Autumn 2016 forecast) at 2.7% and 3.1% respectively. The recovery is expected
to be driven by a rebound in domestic demand and exports, conditional on programme
implementation (see the COM country forecast and a separate EGOV briefing);
At the same time, the discrepancy in growth rates within the euro area, as measured by the
standard deviation in annual growth rates, is expected to further decline. This might however
impair the convergence in GDP levels that requires higher growth rates in those economies whose
living standards are below the euro area average;
In 2017, Luxembourg, Malta and Ireland are expected to be the fastest growing economies within
the euro area (4.0%, 3.7% and 3.4% respectively). At the opposite side of the spectrum, Italy and
Finland are projected to grow at the slowest pace (0.9% and 1.2% respectively).
Box 1: Eurogroup work programme for the first half of 2017
On 5 December 2016, the Eurogroup issued its indicative work programme for the first half of 2017. The
agenda focuses primarily on economic policy coordination with the aim of strengthening long-term growth,
ensuring sound public finances, and encouraging the implementation of structural reforms. In particular,
the Eurogroup is to:
 Hold regular exchanges on implementation of structural reforms recommended for the euro area
in the context of the European Semester, with the aim of identifying best practices and achieving
consensual benchmarking of these efforts where possible.
 Closely monitor Member States’ efforts to ensure sound fiscal policies as well as the aggregate
fiscal stance of the euro area and its composition. This includes following up the Eurogroup’s
December 2016 discussion on draft budgetary plans.
 Look into how the euro area Member States to whom the excessive deficit procedure applies are
implementing relevant recommendations.
 Closely monitor developments affecting financial and macroeconomic stability in the euro area.
 Continue to review the ongoing economic adjustment programme in Greece.
 Be involved in the post-programme surveillance process in countries that have received financial
assistance in the past, in particular Cyprus, Ireland, Portugal and Spain.
 Follow euro-area aspects of the ongoing work to strengthen the banking union, and be regularly
informed about its functioning.
 Provide input for the EU leaders’ discussion on deepening the Economic and Monetary Union
and the preparation of international meetings.
For an overview of Eurogroup's actions as regards follow-up and implementation of the Council
2015 and 2016 recommendations on the economic policy of the euro area, see Annex 4 of this briefing.

The COM considered that its Winter 2017 forecast is surrounded by “exceptionally high
uncertainty”. The balance of risks to growth outlook is tilted to the downside. The main downside
risks on the external side include: (1) shift in US trade policy; (2) a faster-than-expect normalisation
in US monetary policy and its impact, in particular, on emerging market economies; (3) possibility
of disorderly adjustment in China and (4) an abrupt reversal in investors’ risk appetite worldwide. On
the domestic side, the main downside risks stem from (1) the remaining banking fragilities in the euro
area; (2) Brexit; as well as (3) political uncertainty associated with the upcoming elections in large
euro area Member States. On the other hand, a possible US fiscal stimulus package and pro-business
reforms could provide a greater-than-envisaged boost to global output in the short term.
Headline HICP inflation picked up in 2016 from very low levels, reflecting increases in food
and services prices that more than offset declines in energy prices. While headline inflation stood
at 0.2% for 2016 as a whole7, a clear upward trend has been visible in monthly data since Autumn
77

This was the first increase seen in annual data since 2012.
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2016 as negative base effects stemming from past decreases in energy prices progressively faded out
and even reversed at the end of 2016, reflecting oil price increases over the past year. Overall price
increases have further accelerated at the beginning of 2017, with annual HICP inflation reaching
2.0% in February 20178 (in line with the ECB target). However, this positive trend has not translated
so far to acceleration in underlying inflationary pressures9. Looking ahead, the COM foresees
headline inflation to increase to 1.7% in 2017 before slightly declining to 1.4%, in 2018, mainly
reflecting the projected energy price developments and expectations of acceleration in underlying
inflation dynamics as wage growth picks up and output gap is progressively closed.
The unemployment rate has continued on its downward trend started in 2013, reflecting
improvements in labour market on the back of moderate recovery in the euro area. The
unemployment rate fell to 10.0% in 2016, down from 10.9% a year earlier. Positive developments
are seen across all categories of job seekers, including young people and those who have been
unemployed for more than 12 months. However, the COM pointed out that despite these
improvements, significant slack still remains in the labour market as 1.8 million of jobs are still
missing compared to the pre-crisis level10. Furthermore, the euro area aggregate figure masks large
differences across Member States: unemployment rates declined in all but two euro area Member
States (Estonia and Austria) and ranged from 4.1% in Germany to 19.6% and 23.5% in Spain and
Greece respectively11. Further ahead, the COM foresees further declines in the unemployment rate,
to 9.6% in 2017 and 9.1% in 2018, in line with expectations of improving labour market conditions
on the back of relatively job-rich recovery, relatively moderate wage growth as well as structural and
policy measures implemented in some Member States.
Box 3: The Council conclusions on employment developments
In the context of the European Semester 2017, the Council discussed at its meeting of 3 Mach 2017 how to
enhance labour market access and reduce divergences within the EU. The Council adopted conclusions on
the 2017 annual growth survey and the joint employment report.
In particular, the Council acknowledged that the unemployment rates in October 2016 were the lowest
(8.3%) since the crisis started and the majority of labour market indicators has improved as almost all the
Member States experience economic growth. Although the youth and long-term unemployment have
also declined in line with the total unemployment, they continue to remain a concern and a priority
since they still remain at elevated levels. The household incomes rose and the total number of people
at risk of poverty has declined. However, the latter still remains very high, causing sizeable income
inequalities. Moreover, the absorption of the increasing inflows of refugees is an issue that needs to be
monitored for the better function of labour market.
Consequently, the Council emphasised that further efforts are needed from an economic and social
perspective. Structural reforms and emphasis on investments which will create new jobs, an effective
wage-setting system, measures against undeclared work along with a well-designed tax system on
labour market which would support job creation and address inequalities, could boost the
employment sector. Skills developments, reinforcing labour market participation, better alignment
of skills with labour market needs would limit the inequalities in educational uptake. The gender gap
measures in terms of payment, pensions or poverty and social exclusion should be taken by policy makers.
In addition, social protection mechanisms accounting for income inequalities, the confrontation of poverty
and a high-quality healthcare system are marked as important for the sustainable economic growth and
prosperity. Last, as to the pension regimes, pension systems should ensure adequate standards of living,
while preserving sustainability which in turn requires longer stays in labour market.

8

This is the highest level since the beginning of 2013.
Core inflation (headline HICP excluding energy and unprocessed food) has remained muted, oscillating between 0.7% and 1.0%
since April 2015.
10 Winter 2017 COM forecast, p. 33.
11 Based on Eurostat data as of March 2017. This data also shows that the unemployment rate came in at 9.6% in the euro area in
January 2017, the lowest level since August 2009. The euro area youth unemployment came in at 20.0% in January 2017, as compared
to a record high of 24.6% at the beginning of 2013.
9
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Euro area current account surplus has been on an upward trend since 2009 but is projected to
peak at 3.6% of GDP in 2016 as the impact of low commodity prices and a weak euro more than
offset the effect of weaker foreign demand. The largest contributions have continued to come from
Germany and the Netherlands. Over the forecast horizon, euro area current account surplus is
expected to gradually narrow to 3.2% of GDP in 2017 and 3.1% in 2018, mainly reflecting the
expected increases in commodity prices and only very gradual acceleration in foreign demand.
Box 3: The role of the President of the Eurogroup
In January 2013, Jeroen Dijsselbloem, Minister of Finance of the Netherlands, was appointed as the
second permanent President of the Eurogruop. In July 2015, he was reappointed for another term. The
Eurogroup members elect the Eurogroup president for a term of two and a half years by a simple majority
of votes.
Tasks of the President of the Euro group:







Chairs Euro group meetings and sets agendas for them;
Draws up the Euro group's long-term work programme;
Presents the outcomes of Euro group discussions to the public and to the ministers of non-euro
area EU countries during ECOFIN-meetings;
Represents the Eurogroup in international fora; and
Takes part in Economic dialogues and Exchange of views with Member of the European
Parliament on a regular basis.

The Eurogroup president may also be elected Chair of the board of governors of the European Stability
Mechanism (ESM), if the members of the board so decide. In February 2013, Mr Dijsselbloem was elected
as the Chair of the Board of Governors of the ESM. The Eurogruop is also responsible for preparing the
Euro Summit meetings and for their follow-up.
The current legal framework is the Treaty on the Functioning of the European Union (Art 136 +
Protocol):
In order to ensure the proper functioning of economic and monetary union the Council shall (...) adopt
measures specific to those Member States whose currency is the euro:
(a) to strengthen the coordination and surveillance of their budgetary discipline;
(b) to set out economic policy guidelines for them, while ensuring that they are compatible with those
adopted for the whole of the Union and are kept under surveillance.
The Member States whose currency is the euro may also establish a stability mechanism to be activated if
indispensable to safeguard the stability of the euro area as a whole. The granting of any required financial
assistance under the mechanism will be made subject to strict conditionality.
The Ministers of the Member States whose currency is the euro shall meet informally. Such meetings shall
take place, when necessary, to discuss questions related to the specific responsibilities they share with
regard to the single currency.
According to the Treaty on Stability, Coordination and Governance of the EMU, the contracting
parties stand ready:





to make active use, whenever appropriate and necessary, of measures specific to those Member
States whose currency is the euro, as provided for in Article 136 of the TFEU;
to make active use of enhanced cooperation, as provided for in EU Treaties on matters that are
essential for the proper functioning of the euro area, without undermining the internal market;
and
to meet informally in Euro Summit meetings at least twice a year (since summer 2015 no such
meeting has taken place) to discuss questions relating to the specific responsibilities they share
with regard to the single currency, other issues concerning the governance of the euro area and
the rules that apply to it, and strategic orientations for the conduct of economic policies to
increase convergence in the euro area.

In March 2017, Donald Tusk was reappointed President of the Euro Summit for the period 1 June 2017 to
30 November 2019.
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2. European Semester: 2017 Euro area recommendations
Within the framework of the European Semester, the Council issues annual policy recommendations
on the economic policy of the euro area as a whole based on Articles 121 and 136 of the Treaty of
the Functioning of the European Union (TFEU). These recommendations typically cover fiscal,
financial and structural issues, as well as institutional aspects of the Economic and Monetary Union.
For the 2017 European Semester cycle, the COM proposed five recommendations on the economic
policy of the euro area on 16 November 2016 along the Annual Growth Survey (AGS), the Alert
Mechanism Report (AMR), the draft Joint Employment Report, Communication on fiscal stance and
Opinions on the 2017 Draft Budgetary Plans. Under the streamlined European Semester, the objective
is that euro area Member States take better into account these common policy recommendations when
preparing their national reform programmes and stability programmes.
The five recommendations proposed by the COM for 2017 revolve around four main themes, namely:
(1) Implementing structural reforms (EA CSR 1 and EA CSR 2);
(2) Delivering an overall positive fiscal stance at the euro area level while respecting the
requirements under the Stability and Growth Pact (SGP) (EA CSR 3);
(3) Agreeing on a European deposit insurance scheme and addressing risks to the viability of the
banking sector (EA CSR 4); and finally
(4) Accelerating initiatives to complete the EMU. While these priorities had also been covered
during the previous cycle (EA CSR 5).
One of the key differences compared to previous European Semester cycles was the COM
proposal for an overall positive fiscal stance at the euro area level (EA CSR 2). However, the
COM acknowledged in its Communication of 16 November 2017 (p. 7) there is a conflict between
the delivery of fiscal requirements included in the 2016 CSRs and its 2017 proposal for the positive
fiscal stance at the euro area level: “In light of the latest economic and budgetary data, a full delivery
of the fiscal requirements contained in the country-specific recommendations adopted by the Council
in July 2016 would imply, on aggregate, a moderately restrictive fiscal stance for the euro area as a
whole in 2017...”.
Note that the Eurogroup discussed and amended the recommendations proposed by the COM
at its meeting of 5 December 2016. In particular, as regards the COM proposal for a positive fiscal
stance in the euro area, Ministers concluded that the broadly neutral aggregate fiscal stance in 2017
strikes an appropriate balance between ensuring fiscal sustainability and supporting the fragile
recovery12. Consequently, the Council modified the COM proposal (for a full review of all the
changes implemented by the Council (see Annex 3 for a review of all the changes implemented by
the Council). The Council is to adopt, without discussion, these recommendations at its meeting of
21 March 2017.
Finally, note that euro area Member States have had, taken together, a stronger
implementation record Country Specific Recommendations (CSRs) than non-euro area
Member States (this conclusion does not necessarily hold at individual country level). In fact,
countries whose currency is the euro made full/substantial or some progress on about 48% of the
CSRs (29 out of 61), as compared to 40% in case of non-euro area Member States (10 out of 25). The
euro area as a whole made some progress on four out five recommendations it received in the context
of the 2016 European Semester (see a separate EGOV note for more details).
For an overview of measures undertaken by the Eurogroup to implement the euro area
recommendations in last years, see Annex 4. For an overview of measures taken to improve the
governance of the EMU, see a separate EGOV briefing.

12

For an analysis of euro area recommendations over the period 2011-2017, see a separate EGOV document.
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3. Public Finances
In the area of public finances, the Council 2016 recommendations on the economic policy of the euro
area (see Annex 5) include (1) the conduction of policies that support the recovery, foster convergence,
facilitate the correction of macroeconomic imbalances and improve adjustment capacity; (2) the
implementation of various specific labour and product market reforms and the reduction of the tax wedge
on labour, particularly on low-earners, in a budgetary-neutral; (3) the conduction of fiscal policies in full
respect of the SGP by finding a balance between long-term fiscal sustainability and short-term
macroeconomic stabilisation; a review of the euro area fiscal stance in the context of the stability
programmes and the draft budgetary plans.

Overall development: The COM winter 2017 economic forecast predicts a further fall of public
deficit and debt ratios in 2017 and 2018. The euro area public deficit is forecast to decline from 1.7%
of GDP last year to 1.4% in 2017 and 2018, reflecting lower interest spending due to historically low
interest rates. It also reflects further improvements in the labour market. The debt-to-GDP ratio is
projected to decline from 91.5% in 2016 to 90.4% in 2017 and 89.2% in 2018. The fiscal policy
stance, measured by changes to the fiscal structural balance, stopped being restrictive in 2015 and is
expected to turn broadly neutral over the forecast horizon.
Table 2: Structural budgetary efforts in 2016 and 2017

Euro
area
SGP arm
Member
State

BE
DE
EE
IE
EL
ES
FR
IT
CY
LV
LT
LU
MT
NL
AT1
PT
SI2
SK
FI

Annual structural budgetary effort or position recommended by the
Council:
- To adjust towards or remain at the MTO for Member States
under the preventive arm, or
- To correct an excessive deficit for Member States under EDP

2016
2017
preventive
0.6 pp
0.6 pp
preventive
Remain at MTO set at -0.5 sbp
preventive
Remain at MTO set at 0.0 sbp
preventive
0.6 pp
0.6 pp
corrective
At least 10.0 pp cumulative in 2009-14
corrective
-0.4 pp
0.5 pp
corrective
0.8 pp
0.9 pp
preventive
-0.25 pp
0.6 pp
preventive
Respect the MTO set at 0.0 sbp
preventive
Ensure limited deviation from MTO set at -1.0 sbp
preventive
Ensure limited deviation from MTO set at -1.0 sbp
preventive
Remain at MTO set at 0.5 sbp
Remain at MTO set at -0.5 sbp
preventive
0.6 pp
0.6 pp
preventive Limit deviation from MTO set at -0.5 sbp
0.6 pp
preventive Limit deviation from MTO set at -0.45 sbp
0.3 pp
corrective
0.0 pp
preventive
0.6 pp
0.6 pp
preventive
0.25 pp
0.5 pp
preventive
at least 0.5 pp
0.6 pp

Projected structural
budget position (sbp)
or
Projected annual
change (pp) in the
structural budget
position5
2016
2017
0.1 pp
0.6pp
0.7 sbp
0.4 sbp
0.2 sbp
-0.4 sbp
-0.2 pp
0.5 pp
1.9 pp
-1.4 pp
-1.1 pp
0.2 pp
0.2 pp
0.2 pp
-0.6 pp
-0.4 pp
0.6 sbp
-0.7 sbp
-0.7 sbp
-1.6 sbp
-1.0 sbp
-1.4 sbp
2.2 sbp
0.4 sbp
1.5 pp
0.7 pp
0.2 sbp
-0.1 pp
-0.9 sbp
0.1 pp
0.0 pp
-0.1 pp
-0.1 pp
-0.2 pp
0.2 pp
0.7 pp
-0.1 pp
-0.3 pp

Sources: COM Winter 2017 forecast for the projected structural budget balance (underlying figures from AMECO have been used for the
calculations of the pp figures so that the rounding is more accurate); Council recommendations under the SGP (see EGOV document Country
Specific Recommendations (CSRs) for 2015 and 2016). Notes: 1 The MTO for AT has been adjusted (a structural deficit of 0.45 % GDP until
2016, and 0.5% of GDP as from 2017). 2 For SI the table shows the minimum MTO as calculated by the COM, since SI nominated a MTO in
its 2016 Stability Programme, which does comply with the agreed common methodology (COM Report on Public Finances 2016, p. 18). 3UK:
The Table shows the minimum MTO as calculated by the COM, as the UK has not specified its MTO (COM Report on Public Finances 2016,
p. 18). Note: sbp indicates annual budget position in structural terms: pp indicates annual percentage point change in the sbp; n.a. indicates that
an explicit structural target for a given year is not available in the relevant Council recommendation.
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Table 2 above shows for the euro area Member States the changes in the structural balances as
forecast by the COM and the structural efforts recommended by the Council under the SGP.
While this comparison indicates that only Germany, Luxembourg, Malta and Slovakia are in line with
the recommended effort by the Council, it does not prima facie mean that the other euro area countries
would be in breach the respective Council recommendations. The assessment of compliance include
other aspects than the change in the structural balance, such as: meeting nominal targets, prevalence
of a period to correct an EDP and not only individual years (see "Public Finances in EMU"), change
in the primary structural balance (=structural balances adjusted by interest payments), the magnitude
of deviations, bottom-up assessments of individual measures and careful analyses. For further
information on the state-of play on the implementation of the SGP, please see a separate EGOV note.
Opinions on 2017 Draft Budgetary Plans:



The COM issued on 16 November 2016, on the basis of its autumn 2016 forecast, its Opinions
on the 2017 DBPs of euro area Member States: five countries (Germany, Estonia, Luxembourg,
the Netherlands and Slovakia) were assessed to be “compliant”, five (France, Ireland, Latvia,
Malta and Austria) were assessed to be “broadly compliant”, and eight (Belgium, Cyprus, Spain,
Italy, Lithuania, Portugal, Slovenia and Finland) were judged to be at “risk of non-compliance”
with their current obligations under the SGP (for more information on countries at “risk of noncompliance”, please see separate EGOV note).



The DBPs for Lithuania and Spain were assessed on the basis of a “no-policy change stance”,
due to the presence of caretaker governments during the time of submission. Spain submitted an
updated DBP for 2017 on 9 December 2016 and Lithuania submitted its updated DBP on
15 December 2016. On 17 January 2017, the COM adopted its opinions on the updated 2017
DBPs based on its updated autumn forecast for these two countries (based on the policy measures
included in the updated DBPs). According to these opinions, Lithuania is still at “risk of noncompliance” (as there is a risk of significant deviation from the MTO in 2017) and Spain is now
“broadly compliant” (as the required fiscal effort is expected to be met both in 2017 and in
cumulative terms over 2016 and 2017).



The Eurogroup issued in December 2016 a detailed statement on the COM opinions on the 2017
DBPs. The Eurogroup stated inter alia that it broadly concurs with the COM's analysis and
opinions. The statement reiterates and highlights specific elements of each country COM opinion.
It also welcomed the work done by independent fiscal institutions within most Member States to
endorse or produce forecasts underpinning DBPs. In January 2017, it discussed and agreed with
the COM Opinions on the updated DBPs of Spain and Lithuania.

Spain and Portugal: Excessive Deficit Procedure held in abeyance
The COM concluded on 16 November 2016 (in the framework of the assessment of action taken by
Spain and Portugal in response to the Council decisions of 8 August 2016 that the EDP should be
held in abeyance fort both these countries. Hence, the COM did not propose to suspend parts of
the European Structural and Investment Funds. In August 2016, the Council established, in
accordance with Art. 126(9) of TFEU, new correction dead-lines for the excessive deficit for Spain
(2018 instead of 2016) and Portugal (2016 instead of 2015). For more details on the EDP in Spain
and Portugal, please see separate EGOV note.
Italy: Potential deviations from stipulations of the Stability and Growth Pact
On 17 January 2017, the COM sent a letter to Italy requesting information by 1 February on the
possible additional budgetary measures and input on relevant factors, as the COM 2016 autumn
forecast points to a risk of significant deviation from the required adjustment path towards the MTO
in 2017. In the winter 2017 forecast, the COM states in this regard that it “takes positive note of the
government’s public commitment to adopt additional fiscal measures worth overall 0.2% of GDP by
April 2017. These will be taken into account as soon as sufficient details are available to assess the
specific provisions to be enacted”. On 22 February 2017, the COM concluded in an Article 126(3)
report that, “unless the additional structural measures that the government committed to adopt are
9
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enacted by April 2017, the debt criterion should be considered not complied with.” The COM will
decide only on the basis of its spring 2017 economic forecast whether it will recommend to open an
EDP, taking into account the final data for 2016 and the implementation of the fiscal commitments
made by the Italian authorities in February 2017.
Box 5: Euro area fiscal stance
The concept of “fiscal stance” is used to measure the impulse of government’s discretionary decisions on
public finances, by excluding from the nominal general government budget balance the changes in
expenditures and revenues that depend on the economic cycle. It is defined as the change in the general
government’s primary structural balance: if the difference is negative, then the fiscal policy is
expansionary, and vice versa. For the euro area as a whole, the fiscal stance is calculated as the sum of the
national fiscal stances.
The current EMU governance framework does not contain rules or instruments that allow the direct
management of the euro area fiscal stance: this represents a major difference when compared to fiscal
federations. In the EMU, fiscal policies are a national responsibility: according to the Treaty, they are
simply to be considered as a matter of common concern and coordinated.
Nevertheless, in the EU legislation, the concept of euro area fiscal stance appears in the Regulation on draft
budgetary plans, adopted in 2013 (as part of the Two-pack). It reads: “The Commission shall make an
overall assessment of the budgetary situation and prospects in the euro area as a whole, on the basis of
the national budgetary prospects and their interaction across the area...It shall also, as appropriate,
outline measures to reinforce the coordination of budgetary and macroeconomic policy at the euro area
level... The Eurogroup shall discuss opinions of the Commission on the draft budgetary plans and the
budgetary situation and prospects in the euro area as a whole on the basis of the overall assessment made
by the Commission...”
The Eurogroup took note in December 2016 of the COM Communication and analysis (of November 2016)
of the fiscal stance calling for a positive fiscal stance in the euro area. It recalled that the broadly neutral
aggregate fiscal stance in 2017 strikes an appropriate balance. It highlighted that there a considerable
differences across member states in terms of fiscal space and budgetary consolidation needs. Ministers
furthermore stressed the importance of a growth-friendly composition of budgetary measures.
The ECB recently noted that “as at the national level, the appropriate aggregate fiscal stance would seek
a balance between the (fiscal) sustainability and the (macroeconomic) stabilisation objectives”. The IMF
stated that the slightly expansionary euro area fiscal stance for 2016 seems appropriate, but that the fiscal
effort should be differentiated by individual Member States, in compliance with the requirements under
the SGP.
Finally, a specific EGOV briefing provides an overview of the concept of fiscal stance, its latest
developments, as well as of positions and contributions published recently on the subject.
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Box 6: The role of independent fiscal institutions
Legal background: In accordance with EU Regulation 473/2013, euro area Member States should have in
place independent bodies which produce or endorse national medium-term fiscal plans and draft budgets
as well as their underpinning macroeconomic forecasts. According to the same Regulation, the independent
bodies shall be endowed with functional autonomy vis-à-vis the budgetary authorities of a Member State.
Furthermore, the provisions to have such independent bodies are applicable to all EU Member States
(except the UK) in accordance with Council Directive 2011/85/EU.
Implementation:
 According to a COM assessment as part of the 2017 Country Reports independent fiscal bodies now
play an active role in almost all Member States in the national debate on fiscal policy: “They regularly
publish independent assessments of budget plans and outcomes.” The COM highlights that Slovenia
remains the only euro area Member State that has no fiscal council in place. However a screening of
these country reports (and of the below mentioned Fiscal Compact country reports) shows that the
degree of independence, the role and the capacity of the fiscal councils varies significantly across the
other Member States
 In addition, the COM published in February 2017 Fiscal Compact country reports which contain
country specific information on the mandate, functional autonomy and resources of independent fiscal
bodies.
 The last update of a COM database includes some information on the role and mandate of the
independent fiscal institutions, but its content relates to 2013; a COM index on the scope of these
institutions has been produced in 2015.
 The network of EU Independent Fiscal Institutions (IFI), while not publishing updated information on
IFIs' mandate and resources, issued a position paper last 15th November 2015 on "Initiatives to
strengthen the EU fiscal framework". The paper puts forward three proposals for IFI: 1) cooperate with
the recently created European Fiscal Board (EFB) in order to develop a set of minimum standards IFIs
should comply with, ensuring that they have an adequate remit, a commensurate level of resources,
good and timely access to information and a reinforced position through comply-or-explain procedures;
2) cooperate with the COM and the EFB in the preparatory work on streamlining the fiscal rules; 3)
provide inputs as regards the enforcement and implementation of existing legislation on national fiscal
frameworks. In February 2016, the network published a paper on Minimum Standards for Independent
Fiscal Institutions, whose general recommendations relate to: (1) An adequate level of resources and
management flexibility, (2) Good and timely access to information, (3) An effective implementation
of the “Comply or Explain Principle” and (4) Safeguards to political pressures.
See also EGOV overview of July 2016 on the involvement of independent fiscal bodies in 2014-2016
Stability and Convergence Programmes, as reported by Member States.

4. Macro-economic imbalances
In the area of macro-economic imbalances, the 2016 Council recommendations on the economic
policy of the euro area recommended to pursue policies that support the recovery, foster convergence,
facilitate the correction of macroeconomic imbalances and improve adjustment capacity. To this end,
Member States, particularly those with large stocks of private and foreign debt, are to implement
reforms that enhance productivity, foster job creation, raise competitiveness and improve the business
environment. Member States with large current account surpluses are to implement as a priority
measures, including structural reforms that help strengthen their domestic demand and growth
potential.

The 2017 Alert Mechanism Report (AMR) launched the sixth surveillance cycle in the context of the
Macroeconomic Imbalance Procedure (MIP), aimed at preventing and correcting macroeconomic
imbalances in the EU Member States.
In the AMR, the COM presented a systematic analysis of the euro area wide implications of
countries’ imbalances and examined how such implications require a coordinated approach to
policy responses. The COM noted that Euro area rebalancing issues continue to deserve careful
11
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consideration, in particular the euro area current account surplus, which further increased to 3.8% of
GDP in 2016, reflecting aggregate demand dynamics weaker than output dynamics. This protracted
trend of domestic demand recovering more slowly than output, results from both the investment and
the consumption components, and is reflected in output gaps that have stayed in negative territory
since 2009 and still remain below 1%. The persistent degree of subdued demand underpins the current
historically low levels of core inflation, which remain below the target of monetary authorities and
makes more difficult deleveraging. The persistence of low inflation, in addition, is also due to the
large and growing euro area current account surplus via the exchange rate channel. This analysis
underpinned the COM draft 2017 recommendations to the euro area.
In February 2017, the COM published its Communication on “Assessment of progress on structural
reforms, prevention and correction of macroeconomic imbalances”, together with the Country
reports, where it analyses the economic, fiscal and social situation and related challenges in each EU
Member State (see EGOV document “Implementation of the Macroeconomic Imbalance Procedure”
for more information). These reports constitute the basis for dialogues between the COM and the
Member States before submission of their National Reform Programmes (NRPs), as well as for the
formulation of the 2017 CSRs to be released by the COM in spring. These reports also provide an
assessment of the implementation of the CSRs.
For the ten euro area Member States identified in November 2016 as being at risk of
macroeconomic imbalances, the Country reports include also the in-depth reviews (IDRs). The
COM concluded that, in the context of the MIP:
 France, Cyprus , Italy and Portugal are experiencing "excessive macroeconomic imbalances";
 Germany, Ireland, Spain, the Netherland, Slovenia are experiencing "macroeconomic
imbalances";
 As to Greece, the surveillance takes place in the context of the financial assistance programme;
 The remaining nine euro area Member States are not considered at risk of “macroeconomic
imbalances”: Belgium, Estonia, Latvia, Lithuania, Luxembourg, Malta, Austria, Slovakia and
Finland.
All countries considered as experiencing macroeconomic imbalances are subject to specific
monitoring by the COM. Furthermore, the COM notes that in May 2017: (1) it could revise the
classification of France from excessive imbalances to imbalances, based on the NRP and a possible
new NRP by the next government and (2) it will review its assessment for Italy and Portugal, taking
into account the “level of ambition of their NRPs”.
Table 3 below depicts the situation of euro area Member States with respects to MIP since 2012. It
can be noted that Italy is experiencing excessive macroeconomic imbalances since 2014, while France
and Portugal since to 2015. With regard to the implementation of the 35 CSRs underpinned by the
MIP, only France substantially progressed on one recommendation; 18 CSR were implemented to a
limited extent and for 16 CSRs there was some progress (see the EGOV document “Implementation
of the 2016CSRs” for further references).
Table 3: Commission's conclusions under MIP - euro area countries
No Imbalances
2012
DE*
EE*
LV*
LT*
LU*
MT*
NL*
AT*
SK*

2013
DE*
EE*
LV*
LT*
LU*
AT*
SK*

2014
EE*
LV*
LT*
LU
MT
AT*
SK*

2015
EE*
LV*
LT*
LU*
MT*
AT*
SK*

Imbalances*
2016
BE
EE
LV*
LT*
LU*
MT*
AT
SK*

2017
BE*
EE*
LV*
LT*
LU*
MT*
AT*
SK*
FI

2012
BE
ES
FR
IT
CY
SI
FI

2013
BE
FR
IT
MT
NL
FI

2014
BE
DE
IE
ES
FR
NL
FI

2015
BE
DE
IE
ES
NL
SI
FI

Source: EGOV based on the Commission and ECB.
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Excessive imbalances*
2016
DE
IE
ES
NL
SI
FI

2017
DE
IE
ES
NL
SI

2012

2013
ES
SI

2014
IT
SI

2015
FR
IT
PT

2016
FR
IT
PT
CY

2017
FR
IT
PT
CY

Notes: (1) The table refers only to the streamlined categories applied from the 2016 cycle onwards.
(2) (*) Countries not considered at risk of macroeconomic imbalances, therefore not subject to in-depth reviews
according to the AMR.
(3) Member States under financial assistance programmes are not subject to MIP

Figure 1: 2017 MIP scoreboard indicator - Euro area Member States with values beyond the
thresholds
External imbalances indicators
CA

Current Account Balance as % of GDP, 3-year average

NIP Net International Investment Position as % of GDP
RER Real Effective Exchange Rate with HICP deflators
AT

EXP Export Market Shares, 5 years change

BE

ULC Nominal Unit Labour Cost, 5 years change

CY

Internal imbalances

DE
CY

BE

EL

CY

EE

CY

ES

EL

CRE Private Sector credit Flow as % of GDP

ES

FI

AT

ES

PRD Private Sector Debt as % of GDP

EL

AT

HOU Change in deflated House Prices, % y-o-y

ES

BE

FI

FR

BE

FR

GGD General Government Debt as % of GDP

IE

CY

FR

IE

CY

IE

TFSL Total Financial Sector Liabilities, % y-o-y change

LT

EL

IE

IT

EL

IT

LV

CY

FI

LU

MT

FI

BE

LT

Employment indicators

CY

PT

ES

IT

EE

EE

MT

NL

FR

CY

LV

ACT Activity rate % of total population (age 15-64), 3 years change

DE

SI

EL

MT

LT

IE

NL

PT

IT

FI

PT

LTU Long Term Unemployment Rate (age 15-74), 3 years change

NL

SK

IE

NL

LV

LU

PT

SI

NL

IT

SK

YUN Youth Unemployment Rate (age 15-24), 3 years change

CA

NIP

RER

EXP

ULC HOU CRE PRD GGD TFSL ACT LTU YUN UNE

LU

UNE Unemployment rate, 3 year average

Source: EGOV based on the Commission’s AMR.

Box 7: The euro area dimension of macroeconomic imbalances
In line with the COM Communication "On steps towards completing Economic and Monetary Union", the 2017
AMR provides a systematic analysis of the euro-area implications of countries' imbalances and how such
implications require coordinated policy responses.
At the aggregate level, the euro area is posting a current account surplus, which is the largest in the world:
from 2014 to 2015, it increased by 0.8 percentage point of GDP to 3.3% of GDP, and is expected to increase
again by 0.4% this year. Such surplus largely reflects an excess of domestic savings over demand, in particular
investment. Looking forward, the large and growing current euro area surplus could contribute to put upward
pressure on the external value of the euro, thereby contributing to the persistence of low inflation. The COM’s
analysis of the output gap shows negative values since 2009, which remains below 1%: this underpins the low
level of inflation and creates difficulties for deleveraging the high private and public debts. The COM note that
the asymmetric nature of the rebalancing in the euro area, with only net debtor countries correcting their
imbalances, which results in an increasing surplus.
The COM notes that the financial sector is facing a number of challenges, in a situation where remarkable
differences among Member States persist. Profitability of banks is below pre-crisis level, exacerbated by the
high levels of non-performing loans in some countries, and the combination of these factors could limit the room
for credit expansion.
Labour market conditions continued to improve in 2015, but the unemployment rate in the euro area remains
higher that in the EU as a whole. However, the rates of long-term unemployment and youth unemployment
remain high, while poverty has stabilised at a high level in several Member States. Despite some progress with
reforms to improve the resilience and adjustment capacity of labour markets, significant differences persist
across the euro area, which continue to challenge the smooth functioning of the euro area.
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5. Banking Union
Completing the Banking Union
Work programme of the Eurogroup for the first half of 2017: “The Eurogroup will also continue to
pay close attention to financial stability in the Euro Area. In this respect, it will keep up with the Euro Area
aspects of the work on advancing and strengthening the Banking Union, and will be regularly informed
about its functioning (...).”

On 24 November 2015, the COM proposed a European Deposit Insurance Scheme (EDIS) as
the third pillar of the Banking Union. Three successive stages are envisaged in the COM proposal:
a reinsurance scheme (starting in 2017) during a first period of three years, a co-insurance scheme
during a second period of four years and finally, full insurance for credit institutions in the steady
state. In the Communication accompanying the legislative proposal, the COM identified a number of
risk reduction measures presented as counterbalancing measures. The timing and sequencing of the
risk reduction measures were however not specified for all measures (See separate EGOV briefing).
The June 2016 Council roadmap called on the COM to table legislative proposals covering a
number of risk reduction measures by the end of 2016. These de-risking measures were presented
as preconditions to resume political negotiations on the EDIS- while work at technical level would
continue. These de-risking measures should cover the following issues: i) banks’ loss-absorbing
capacity, making the European requirement (minimum requirements for own funds and eligible
liabilities, MREL) and the international requirement (total loss-absorbing capacity, TLAC)
compatible; ii) the harmonization of banks’creditor hierachy to facilitate cross-border resolution; iii)
the harmonization of the remaining national options and discretions (NODs) in banking regulation;
iv) the implementation of the remaining Basel reforms (leverage ratio, net stable funding ratio), v)
the harmonization of insolvency law.
On 22 November 2016, the COM tabled a proposal on insolvency regimes and on 23 November
2016 it released a comprehensive banking package covering MREL/TLAC, the hierachy of banks
creditors and the remaining Basel reforms, covering thus the bulk of the expected de-risking
measures. It is however to be noted that the remaining NODs were not addressed in this banking
package. In particular, the review of the large exposures regime has been postponed. The EP has
appointed its rapporteurs on the package: Gunnar Hökmark, EPP (on the proposals amending the
Single Resolution Mechanism Regulation, the Bank recovery and resolution Directive and the standalone proposal on the hierarchy of bank creditors) and Peter Simon, S&D (on the amendments to the
Capital Requirements Directive and Regulation).
The EP has made progress in its internal process. The rapporteur Esther de Lange published her
draft report on EDIS on 4 November 2016. The report proposes a de-risking process in parallel to the
setting-up of EDIS with clear conditions. A two-step approach is proposed, i.e a reinsurance phase
(that would be introduced in 2019 only) and an insurance phase. This second and final phase would
only be introduced after the implementation of certain de-risking measures specified in the report. No
date for the vote in Committee has been decided yet.
For an overview how Member States have implemented country specific recommendations
related to banking services and financial stability over the past years, please see separate EGOV
briefing.
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6. Financial Assistance Programmes
The Eurogroup will maintain a close scrutiny of fiscal and macroeconomic stability developments
and macroeconomic imbalances within the euro area. The Eurogroup will continue to follow the
progress of the adjustment programme in Greece. The Eurogroup will also be involved in postprogramme surveillance in Cyprus, Ireland, Portugal and Spain.
The third macro-economic adjustment programme for Greece
The second programme review is ongoing since October 2016. Greece has so far received €31.7
billion under the current programme (and paid back €2 billion following the sale of an asset by one
bank that took part in the 2015 banking recapitalisation). Short-term debt relief measures were
endorsed by the Eurogroup in December 2016 and adopted by the ESM on 23 January 2017. In
February 2017, the Eurogroup welcomed a common understanding on outstanding issues (including
the medium-term fiscal strategy and labour market reform) reached between the Greek authorities
and the institutions, allowing the review mission (under the second review) to return to Athens and
resume work in order to conclude a staff-level agreement on policy reforms; such an agreement is
necessary for the successful conclusion of the review and therefore for receiving financial support.
The Eurogroup President stated after the February Eurogroup that the institutions will work with the
Greek authorities on the additional package of structural reforms, looking at the tax system, the
pensions system, also labour market regulation. The second review mission resumed on 28
February 2017. The managing Director of the ESM stated in an interview on 6 March 2017: “I’m
not excluding the possibility that everything is ready by the next Eurogroup on 20 March, but we are
not at all certain. We still have a lot of work to do. We need to see how much progress will be made
in the next two weeks”; “We always find solutions in the end” and “Remaining steps on the fiscal
consolidation side are very small. According to information in the public domain, on 9 March 2017
the institutions said that “Important progress has been made on a balanced fiscal package for the
post-program period and a number of key reforms, notably in the financial sector. Follow up meetings
have been scheduled for the next week in advance of the Eurogroup on March 20. The aim is to
rapidly conclude a staff-level agreement.” According to these sources, the main open issues are the
size of the package of measures for 2019 onwards, labour reforms and some of the countermeasures
proposed by the Greek government.
For further information on the current financial assistance programme for Greece (including on debt
sustainability analyses and banking sector developments), see a separate EGOV note.
Ex-post surveillance of Ireland, Portugal Spain and Cyprus
Ireland exited the 3-year-programme at the end of 2013 (see EC ex-post evaluation of July 2015)
and is since then subject to Post-Programme Surveillance (PPS). The EC and ECB (staff) concluded
after their latest review missions (see report of September 2016 and statement of December 2016)
that Ireland has made significant progress, including on public finances. Nonetheless, the mission
staff also identified a high degree of domestic and external uncertainty, which puts an even greater
premium on the prudent management of economic policy and public finances. Therefore, they
highlighted a need for policies that channel the available fiscal space towards debt reduction and
public investment. According to them, non-performing loans of domestic banks remain despite
significant decreases among the highest in the EU, the share of long-term mortgage arrears remain
elevated and procedural challenges in assisting collateral persist. Following the latest review mission
by the IMF (December 2016), the IMF assessed (see statement of December 2016 and a report as
well as the executive board conclusion of February 2017) that the economic/fiscal performance is
robust and mainly driven by domestic demand, with broad-based employment gains and a declining
unemployment rate; it identifies large cash buffers, manageable financing needs and favorable market
financing conditions. However, the IMF also judged that risks are tilted to the downsiden (inter alia
due to Brexit-related risks, a sustained low-growth low-inflation environment in Europe and ongoing
developments in corporate tax treatment at the international level).
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Portugal has been subject to PPS/EWS/PPM after the government decided on 12 June 2014 to exit
the programme before its expiration, without disbursement of the full amount of the assistance. The
fifth PPS/EWS/PPM mission took place in November/December 2016. In its statement of
8 December 2016, the EC staff concluded that the pursuit of prudent fiscal policy and ambitious
growth-enhancing reforms, including a comprehensive approach to reduce corporate debt and
weaknesses in the financial sector, is key to improving Portugal’s potential growth and its resilience
to shocks amid volatile sovereign yields and high financing needs in the medium term. The IMF
reached similar conclusions, noting that Portugal’s near-term outlook has improved, but mediumterm growth could be put on a more sustainable footing by reducing structural bottlenecks and high
levels of corporate debt. The revised 2016 fiscal target appears to have been met but prospective
public outlays for banking sector recapitalisation continue to weight on public debt trends. Portugal
made its latest early repayments to the IMF in February 2017 for a total amount of €1.7 billion. This
brings the total amount of reimbursed funds to the IMF to around €14.6 billion (half of the total
outstanding).
Spain: The ESM programme for the recapitalisation of the Spanish banking sector expired on
31 December 2013. Spain is since then subject to PPS/EWS, with the sixth visit taking place in
October 2016 (the mission focused on financial sector issues given the absence of a government with
full legislative powers at that time). The teams from the EC, ECB and ESM concluded (see December
2016 report) that robust growth continues to support the rebalancing of the economy, though high
level of private and public debt expose the country to risks stemming from shifts in market sentiment.
At the same time, the financial sector has continued to show a high degree of stability, supported by
low funding costs, the ongoing restructuring of the sector and the strength of the economic recovery.
The structural reform agenda needs to be resumed in order to further rebalance the economy, reduce
unemployment and raise Spain’s productivity and potential growth. The next PPS mission is to take
place in spring 2017. Spain made its latest voluntary early repayment of €1.0 billion to the ESM in
November 2016, bringing the total amount of funds repaid to €6.6 billion.
Cyprus successfully exited from the ESM and IMF financial assistance programme, drawing about
€7.3 billion out of €10.0 billion available under the programme. The first PPS/EWS mission took
place in September 2016 and was coordinated with an IMF staff visit. The EC staff noted that the
reforms undertaken by Cyprus have started to bear fruit as reflected in robust growth and positive
developments in the financial sector (improving liquidity and capital buffers of domestic banks,
decline in the outstanding stock of non-performing loans, although the latter still remains high).
Government’s 2016 primary surplus target is within reach as fiscal consolidation has continued.
However, fiscal risks remain significant. Finally, the reform momentum has significantly weakened,
with pieces of legislation still awaiting adoption in several key areas, such as public administration,
the national health system and the reform of the electricity market. The next PPS mission will take
place in spring 2017.
For more information on the state of play as regards financial assistance programmes, see a separate
EGOV table.
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Notice: External expertise to support the scrutiny of the Euro Area during spring 2017

Based on a request of the ECON Committee, EGOV has commissioned external studies on the two
following topics:
 An evolutionary path for a European Monetary Fund?
 The role of macro-prudential policies in prevention and correction of asset imbalances in the Euro
Area?
As regards topic 1, the COM in its white paper on the future of Europe mentioned the possibility of the
European Stability Mechanism becoming a European Monetary Fund (as an illustrative snapshot under one
scenario). In its resolution of 17 February 2017 on a budgetary capacity for the euro area, the EP took the
following stance:
“(...) fiscal capacity shall include the European Stability Mechanism (ESM) and a specific additional
budgetary capacity for the euro area. The budgetary capacity shall be created in addition to and without
any prejudice to the ESM (...) The ESM, while fulfilling its ongoing tasks, should be further developed and
turned into a European Monetary Fund (EMF) with adequate lending and borrowing capacities and a
clearly defined mandate, to absorb asymmetric and symmetric shocks”.
As regards topic 2, the COM has announced in the Capital Markets Union Action plan (under the heading
enhance capacity to preserve financial stability) a review in 2017 of the EU macro-prudential framework.
It its resolution of 15 February 2017 on the 2016 Annual report of the Banking Union, the EP took the
following stance:
“Welcomes the establishment of National Systemic Risk Boards, but stresses that the establishment of the
Banking Union reinforces the need to strengthen macro-prudential policy at the European level in order
to properly address potential cross-border spillovers of systemic risk; encourages the Commission to
propose a coherent and effective macroprudential supervision in its overall review of the macroprudential
framework in 2017; calls on the Commission to be especially ambitious in order to enhance the ESRB’s
institutional and analytical capacity to assess risks and vulnerabilities in and beyond the banking sector
and to intervene accordingly; considers that borrowing based instruments (such as LTVs and DSTIs)
should be embedded in European legislation so as to ensure harmonisation in the use of these additional
types of macroprudential instruments; highlights the need to reduce the institutional complexity and
lengthy process in the interaction between ESRB, ECB/SSM and national authorities, and between
competent and designated national authorities, in the field of macroprudential supervision; welcomes, in
this regard, the progress already made on cross-border coordination by the ESRB recommendation on
voluntary reciprocity; reiterates its call for the clarification of the linkages between the macroprudential
framework and existing microprudential tools, in order to ensure effective interaction of macroprudential
and microprudential policy instruments (...)”.
The external studies on the two topics mentioned above will be made available during May 2017.

DISCLAIMER: This document is drafted by the Economic Governance Support Unit (EGOV) of the European Parliament based on publicly available
information and is provided for information purposes only. The opinions expressed in this document are the sole responsibility of the authors and do
not necessarily represent the official position of the European Parliament. Reproduction and translation for non-commercial purposes are authorised,
provided the source is acknowledged and the publisher is given prior notice and sent a copy. © European Union, 2017
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Annex 1: Key macro-economic indicators for the euro area
2012
2013
2014
2015
2016f
2017f
2018f
Real GDP growth – % change on previous year
EA
-0.9
-0.3
1.2
2.0
1.7
1.6
1.8
EU
-0.5
0.2
1.6
2.2
1.9
1.8
1.8
GDP per capita – Purchasing power parities, Euro
EA
28,500
28,600
29,400
30,700
n.a.
n.a.
n.a.
EU
26,600
26,700
27,600
28,900
n.a.
n.a.
n.a.
General government budget balance – % of GDP
EA
-3.6
-3.0
-2.6
-2.1
-1.7
-1.4
-1.4
EU
-4.3
-3.3
-3.0
-2.4
-1.9
-1.7
-1.6
General government structural budget balance – % of potential GDP *
EA
-2.1
-1.4
-1.1
-1.0
-1.1
-1.2
-1.4
EU
-2.7
-1.8
-1.8
-1.6
-1.5
-1.6
-1.6
General government gross debt – % of GDP
EA
89.5
91.3
92.0
90.4
91.5
90.4
89.2
EU
83.8
85.7
86.7
85.0
85.1
84.8
83.6
Interests paid on general government debt – % of GDP
EA
3.0
2.8
2.7
2.4
2.2
2.1
2.0
EU
2.9
2.7
2.5
2.3
2.1
2.0
2.0
Inflation (HICP) – % change on previous year
EA
2.5
1.4
0.4
0.0
0.2
1.7
1.4
EU
2.6
1.5
0.5
0.0
0.3
1.8
1.7
Unemployment – % of labour force
EA
11.4
12.0
11.6
10.9
10.0
9.6
9.1
EU
10.5
10.9
10.2
9.4
8.5
8.1
7.8
Youth unemployment – % of labour force (15 – 24 years)
EA
23.6
24.4
23.8
22.4
21.0
n.a.
n.a.
EU
23.3
23.7
22.2
20.3
18.7
n.a.
n.a.
Current account balance – % of GDP
EA
1.3
2.2
2.4
3.0
3.6
3.2
3.1
EU
0.6
1.1
0.9
1.1
2.1
1.9
1.9
Exports – % change on previous year
EA
2.7
2.1
4.4
6.5
2.9
3.3
3.7
EU
2.4
2.2
4.4
6.4
3.0
3.5
3.8
Imports – % change on previous year
EA
-0.8
1.4
4.9
6.5
3.5
3.8
4.3
EU
-0.2
1.7
5.0
6.3
3.6
3.9
4.1
Total investments – % change on previous year
EA
-3.5
-2.5
1.5
3.2
2.6
2.9
3.4
EU
-2.5
-1.5
2.7
3.6
1.9
2.9
3.1
Total investments – % of GDP
EA
20.2
19.6
19.6
19.8
19.9
n.a.
n.a.
EU
19.7
19.3
19.4
19.5
19.6
n.a.
n.a.
General government investments – % of GDP
EA
2.9
2.8
2.7
2.7
2.6
2.6
2.7
EU
3.1
3.0
2.9
2.9
2.8
2.8
2.8
Total final consumption expenditure – % change on previous year
EA
-0.9
-0.4
0.7
1.7
1.9
1.5
1.6
EU
-0.4
0.0
1.1
1.9
2.2
1.8
1.6
Households final consumption expenditure – % change on previous year
EA
-1.2
-0.8
0.8
1.8
n.a.
n.a.
n.a.
EU
-0.6
-0.2
1.2
2.1
n.a.
n.a.
n.a.
Income Inequality (Gini Coefficient) – Scale 0-100: 0 = total income equality; 100 = total income inequality
EA
30.5
30.7
31.0
30.8
n.a.
n.a.
n.a.
EU
30.5
30.5
30.9
31.0
n.a.
n.a.
n.a.
Unit labour cost – nominal – % change on previous year
EA
2.0
1.2
0.7
0.2
0.8
1.1
1.3
EU
2.9
0.3
1.1
1.9
1.1
1.3
1.4
Source: Eurostat, data extracted on 08 March 2017; (*) DG ECFIN/AMECO; (f) cells in blue: Winter 2017 COM forecast.
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Annex 2: Euro area Member States’ real GDP in historical perspective
Euro area Member States' GDP growth over the period 2008-2016
2008 real GDP = 100
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Euro area Member States' GDP growth over the period 1999-2016
1999 real GDP = 100
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19

PE 587.404

Annex 3: 2017 Recommendations on the economic policy of the Euro Area - A comparison of Commission and Council texts
(the ‘comply or explain’ principle)

Commission Recommendation(s)
As proposed on 16 November 2016

Council vs. Commission
Text Modifications

Note: In the table, the green text was added;
the yellow text was deleted in the Council
text, as compared to the Commission text

Council Recommendation(s)
Approved by the Council
on 27 January 2017

1. Pursue policies that support growth in the
short and the long term, and improve adjustment
capacity, rebalancing and convergence.
Prioritise reforms that increase productivity,
improve the institutional and business
environment, remove bottlenecks to investment,
and support job creation. Member States with
current account deficits or high external debt
should raise productivity while containing unit
labour costs. Member States with large current
account surpluses should accelerate the
implementation of measures that help to
strengthen their domestic demand, in particular
investment.

1. Pursue policies that support sustainable and
inclusive growth in the short and the long term,
and improve adjustment capacity, rebalancing
and convergence. Prioritise reforms that
increase productivity, improve the institutional
and business environment, remove bottlenecks
to investment, and support job creation.
Member States with current account deficits or
high external debt should raise productivity
while containing unit labour costs. Member
States with large current account surpluses
should accelerate the implementation of
implement as a priority measures, including
structural reforms and fostering investment, that
help to strengthen their domestic demand, in
particular investment and growth potential.

1. Pursue policies that support sustainable and
inclusive growth in the short and the long term,
and improve adjustment capacity, rebalancing
and convergence. Prioritise reforms that
increase productivity, improve the institutional
and business environment, remove bottlenecks
to investment, and support job creation. Member
States with current account deficits or high
external debt should raise productivity while
containing unit labour costs. Member States
with large current account surpluses should
implement as a priority measures, including
structural reforms and fostering investment that
help to strengthen their domestic demand and
growth potential.

2. Deliver an overall positive fiscal stance
contributing to a balanced policy mix, to support
reforms and to strengthen the recovery through
a fiscal expansion of up to 0.5% of GDP in 2017.
Combine national efforts to secure long-term
fiscal sustainability in respect of the Stability
and
Growth
Pact
with
short-term
macroeconomic stabilisation for the euro area,
using all the room for manoeuvre available
under the Stability and Growth Pact.

2. Deliver Aim for an overall positive
appropriate balance in fiscal
stance
contributing policies between the need to a
balanced policy mix, ensure sustainability and
the need to support reforms and investment to
strengthen the recovery through a fiscal
expansion of up , thereby contributing to 0.5%
of GDP in 2017. Combine national efforts to
secure long-term fiscal sustainability in respect
of the Stability and Growth Pact with short-term

2. Aim for an appropriate balance in fiscal
policies between the need to ensure
sustainability and the need to support
investment to strengthen the recovery, thereby
contributing to an appropriate aggregate fiscal
stance and a more balanced policy mix. Member
States that, according to the Commission
assessment, are at risk of not meeting their
obligations under the SGP in 2017 should, on
that basis, take, in a timely manner, additional
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Differentiate the fiscal effort by individual
Member States by better taking into account
their respective position with regard to the
requirements under the Stability and Growth
Pact, the situation of the euro area aggregate and
spillovers across euro area countries: (i) for
Member States which are over-achieving their
fiscal objectives, use their fiscal space to support
domestic demand and quality investments,
including cross-border ones, as part of the
Investment Plan for Europe; (ii) for Member
States that need further fiscal adjustments under
the preventive arm of the Pact, make sure to be
broadly compliant with the requirements of the
Stability and Growth Pact; (iii) for Member
States under the corrective arm, ensure a timely
correction of their excessive deficits, including
by providing fiscal buffers against unforeseen
circumstances. Improve the composition of
public finances by creating more room for
tangible and intangible investment and ensure
the effective functioning of national fiscal
frameworks.

macroeconomic stabilisation for the euro area,
using all the room for manoeuvre available
under the Stability and Growth Pact.
Differentiate the fiscal effort by individual
Member States by better taking into account
their respective position with regard to the
requirements under the Stability and Growth
Pact, the situation of the euro area an
appropriate aggregate and spillovers across euro
area countries: (i) for fiscal stance and a more
balanced policy mix. Member States that,
according to the Commission assessment, are at
risk of not meeting their obligations under the
SGP in 2017 should, on that basis, take, in a
timely manner, additional measures to ensure
compliance. Conversely, Member States which
are over-achieving that have outperformed their
fiscal medium-term objectives, use their fiscal
space are invited to support domestic demand
and quality continue to prioritise investments,
including cross-border ones, as part of the
Investment Plan for Europe; (ii) for to boost
potential growth while preserving the long-term
sustainability of public finances. Member States
that need further fiscal adjustments under the
preventive arm of the Pact, make sure are
projected to be broadly compliant with the
requirements of the Stability and Growth Pact;
(iii) for SGP in 2017 should ensure compliance
with the SGP within their national budgetary
processes. Pursue fiscal policies in full respect
of the SGP, while making the best use of the
flexibility embedded within the existing rules.
Overall, Member States under the corrective
arm, ensure a timely correction of their
excessive deficits, including by providing fiscal
buffers against unforeseen circumstances.
Improve should improve the composition of
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measures to ensure compliance. Conversely,
Member States that have outperformed their
medium-term objectives are invited to continue
to prioritise investments to boost potential
growth while preserving the long-term
sustainability of public finances. Member States
that are projected to be broadly compliant with
the SGP in 2017 should ensure compliance with
the SGP within their national budgetary
processes. Pursue fiscal policies in full respect
of the SGP, while making the best use of the
flexibility embedded within the existing rules.
Overall, Member States should improve the
composition of public finances, by creating
more room for tangible and intangible
investment and ensure the effective functioning
of national fiscal frameworks.
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public finances, by creating more room for
tangible and intangible investment and ensure
the effective functioning of national fiscal
frameworks.
3. Implement reforms that promote job creation,
social fairness and convergence, underpinned
by an effective social dialogue. They should
combine: (i) reliable labour contracts which
provide flexibility and security for employees
and employers; (ii) quality and efficient
education
and
training systems
and
comprehensive lifelong learning strategies
targeted at labour market needs; (iii) effective
active labour market policies to support labour
market participation; (iv) modern and adequate
social protection systems that support those in
need and provide incentives for labour market
integration. Shift taxes away from labour,
particularly for low-income earners and in
Member States where cost competitiveness lags
behind the euro area average, and make it
budgetarily neutral in countries without the
fiscal room for manoeuvre.

4. Agree on a European deposit insurance
scheme on the basis of the Commission's
proposal of November 2015 and start work on
the common backstop for the Single Resolution
Fund to make it operational before the end of the
Fund's transitional period. Devise and
implement an effective euro-area wide strategy
to address risks to the viability of the banking
sector, including as regards the high level of
non-performing loans, inefficient business
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3.
Implement
reforms
that
promote
competitiveness, job creation, job quality,
resilience and economic and social fairness and
convergence, underpinned by an effective social
dialogue. They should combine: (i) reliable
labour contracts which provide flexibility and
security for employees and employers; (ii)
quality and efficient education and training
systems and comprehensive lifelong learning
strategies targeted at labour market needs;
(iii) effective active labour market policies to
support labour market participation; (iv)
modern, sustainable and adequate social
protection systems that support those in need
contribute effectively and provide incentives for
efficiently throughout the life cycle to social
inclusion and labour market integration. Shift
taxes away from labour, particularly for lowincome earners and in Member States where
cost competitiveness lags behind the euro area
average, and make it budgetarily neutral in
countries without the fiscal room for
manoeuvre.
4. Agree on In line with the roadmap of June
2016, continue work to complete the Banking
Union with regard to risk reduction and risk
sharing, including a European deposit insurance
scheme on the basis of the Commission's
proposal of November 2015 and start work on
and making the common backstop for the Single
Resolution Fund to make it operational before at
the latest by the end of the Fund's transitional
period. Devise and implement an effective euro-
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3.
Implement
reforms
that
promote
competitiveness, job creation, job quality,
resilience
and
economic
and
social
convergence, underpinned by an effective social
dialogue. They should combine: (i) reliable
labour contracts which provide flexibility and
security for employees and employers; (ii)
quality and efficient education and training
systems and comprehensive lifelong learning
strategies targeted at labour market needs; (iii)
effective active labour market policies to
support labour market participation; (iv)
modern, sustainable and adequate social
protection systems that contribute effectively
and efficiently throughout the life cycle to social
inclusion and labour market integration. Shift
taxes away from labour, particularly for lowincome earners and in Member States where
cost competitiveness lags behind the euro area
average, and make it budgetarily neutral in
countries without the fiscal room for
manoeuvre.
4. In line with the roadmap of June 2016,
continue work to complete the Banking Union
with regard to risk reduction and risk sharing,
including a European deposit insurance scheme
and making the common backstop for the Single
Resolution Fund operational at the latest by the
end of the Fund's transitional period. Devise and
implement an effective euro-area wide strategy
to complement prudential supervisory action to
address viability risks within the banking sector,

models and overcapacity. In Member States area wide strategy to complement prudential
with large stocks of private debt, promote an supervisory action to address risks to the
orderly deleveraging.
viability of risks within the banking sector,
including as regards the high level of nonperforming loans, inefficient business models
and overcapacity. In Member States with large
stocks of private debt, promote an orderly
deleveraging.
5. Accelerate initiatives to complete the EMU, 5. Accelerate initiatives to complete the Make
in full respect of the EU's internal market and in progress on completing EMU, in full respect of
an open and transparent manner. Implement the the EU's internal market and in an open and
remaining actions under stage 1 of the Five transparent manner. Implement towards nonPresidents' Report on completing Europe's euro area Member States. Further advance the
EMU.
ongoing initiatives and work on the remaining
actions under stage 1 longer-term issues for
EMU, taking due account of the Five Presidents'
Report on completing Europe's EMU.
forthcoming Commission White Paper on the
future of Europe.
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including as regards the high level of nonperforming loans, inefficient business models
and overcapacity. In Member States with large
stocks of private debt, promote orderly
deleveraging.

5. Make progress on completing EMU, in full
respect of the EU's internal market and in an
open and transparent manner towards non-euro
area Member States. Further advance the
ongoing initiatives and work on the longer-term
issues for EMU, taking due account of the
forthcoming Commission White Paper on the
future of Europe.
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Annex 4: Overview of Eurogroup policy actions as regards implementation of the 2015 and
2016 euro area recommendations
This annex outlines the Eurogroup's actions as regards follow-up and implementation of the 2015 and
2016 EA CSRs based on information publicly available as of 15 March 2017.
2015 Council Recommendations
2016 Council Recommendations

Measures taken by the Eurogroup
Structural reforms

EA 2015 CSR 1: Use peer pressure to promote
structural reforms that facilitate the
correction of large internal and external
debts and support investment. Regularly
assess the delivery of reforms in those Member
States which require specific monitoring within
the framework of the Macroeconomic
Imbalances Procedure. Continue the regular
thematic assessment of structural reforms. By
spring 2016, take decisions on the follow-up to
the coordination exercise on reducing the high
tax wedge on labour and on reforming services
markets.

On 11 July 2016, the Eurogroup held a broad discussion
on how to address structural and regulatory obstacles
to investment, both on the public and private side. On the
public side, the discussion focused on the criteria for the
investment clause, some statistical issues on how to deal
with investments from public budgets. And on the private
side it focused, on the basis of a Commission’s paper, on
a couple of areas where work should be done to improve
the efficiency of public administration, the business
environment, and sector-specific burdens that hinder
further private investments. This discussion was
complementary to broader, EU-wide initiatives to boost
investment. Reviving investment is of particular
importance to raise the short and long-term growth
EA 2016 CSR 1: Pursue policies that support prospects of the euro area economy.
the recovery, foster convergence, facilitate the
correction of macroeconomic imbalances and On 20 February 2017, the Eurogroup exchanged views on
improve adjustment capacity. To this end, the "ease of doing business" in the euro area. Ministers
Member States, particularly those with large shared national best practices for creating favourable
stocks of private and foreign debt, are to conditions for doing business, which has a significant
implement reforms that enhance productivity, influence on the economy's growth potential. The
foster job creation, raise competitiveness and discussion focused on matters such as efficiency of public
improve the business environment. Member services as well as administrative and regulatory burden.
States with large current account surpluses The outcome of the discussion will serve as a background
are to implement as a priority measures, to the Eurogroup's discussion on investment in April this
including structural reforms, that help year.
strengthen their domestic demand and growth
potential.
EA 2016 CSR 2: Implement reforms that
combine: (i) flexible and reliable labour
contracts that promote smooth labour market
transitions and avoid a two-tier labour market;
(ii) comprehensive lifelong learning strategies;
(iii) effective policies to help the unemployed
re-enter the labour market; (iv) adequate and
sustainable social protection systems that
contribute
effectively
and
efficiently
throughout the life cycle both to social inclusion
and labour market integration; and (v) open and
competitive product and services markets.
Reduce the tax wedge on labour, particularly on
low-earners, in a budgetary-neutral way to
foster job creation.
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The Eurogroup’s (indicative) work programme for
first half of 2017 foresees a thematic discussion
pensions (benchmarking) on 20 March 2017.
particular, Ministers will discuss, based on
Commission’s analysis, the choice of indicators and
frequency of reporting.
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Public finances
EA 2015 CSR 2: Coordinate fiscal policies to
ensure that the aggregate euro area fiscal
stance is in line with sustainability risks and
cyclical conditions. This is without prejudice to
the fulfilment of the requirements of the
Stability and Growth Pact. By spring 2016, hold
thematic discussions on improvements in the
quality and sustainability of public finances,
focussing in particular on the prioritisation of
tangible and intangible investment at national
and EU levels, and on making tax systems more
growth friendly. Monitor the effective
functioning of the recently strengthened
national fiscal frameworks.
EA 2016 CSR 3: Pursue fiscal policies in full
respect of the SGP. For 2016, the objective of a
broadly neutral aggregate fiscal stance in the
euro area appears appropriate in order to reflect
a
balance
between long-term fiscal
sustainability and short-term macroeconomic
stabilisation. Looking towards 2017, reduce
public debt to restore fiscal buffers and avoid
pro-cyclicality. Differentiate the fiscal effort by
individual Member States, in line with their
respective positions with regard to the
requirements under the SGP while considering
stabilisation needs, as well as taking into
account possible spillovers across euro area
Member States. To this end, review the euro
area fiscal stance in the context of the stability
programmes and the draft budgetary plans.

On 11 February 2016, the Eurogroup held a thematic
discussion on the quality of public expenditure in the
euro area. Ministers agreed that (1) it is important to
make public spending more efficient to enhance the euro
area's potential for economic growth and (2) to further
discuss specific areas of public spending (investment,
healthcare and ageing-related expenditure).
At its meeting of 16 June 2016, the Eurogroup discussed
the different policy instruments that can be used to
improve the fiscal sustainability of pension systems in
the euro area. In addition to the traditional parameters
such as pension contributions and expenditure, the
Eurogroup also discussed active labour market policies
and reforms that could reinvigorate economic activity in
a sustainable manner. It also looked into the best practices
relating to automatic corrections of pension systems in
response to increased longevity. The Eurogroup adopted
a number of agreed principles that aim to increase the
sustainability of the pension systems. It invited the
European Commission to consider them in its
surveillance processes and to explore the development of
appropriate benchmarks on this basis.
At the meeting of 11 July 2016, the Eurogroup discussed
the euro area fiscal stance based on the national stability
programmes submitted by the euro area member states in
the context of the European Semester in April this
year. The Eurogroup agreed that the aggregate fiscal
stance in the euro area is expected to turn from mildly
expansionary in 2016 to broadly neutral in 2017. The
debate will feed into the member states' preparation of
their budgetary plans for 2017 later in the year.
On 9 September 2016, the Eurogroup exchanged views
based on national experiences relating to the government
spending reviews. Such reviews are conducted to assess
the efficiency and effectiveness of public funds across
different categories in a country's budget. The discussion
aims at helping Member States achieve a more growthfriendly composition of their budgets. Based also on a
Commission’s note, the Eurogroup adopted a statement
outlining the common principles for improving
expenditure allocation.
At its meeting of 10 October 2016, the Eurogroup
exchanged views on risks that expenditure on health
care and long-term care may pose to the sustainability
of public finances in the euro area in the coming decades.
The aim of the discussion, based on a Commission’s
report, was to share national best practices and lessons
learned in this policy area, which usually accounts for a
significant part of government expenditure. In particular,
the Commission’s expenditure projections indicate
substantial risks and financial challenges in health
systems, looking at the horizon 2060.
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On 5 December 2016, the Eurogroup discussed the euro
area Member States' draft budgetary plans for 2017.
The discussion highlighted the Commission’s finding that
eight countries have budgetary plans that are at risk of
non-compliance with the fiscal rules specified in the
Stability and Growth Pact (SGP), and encouraged
countries, including Italy, to take steps to ensure
compliance. Ministers also discussed the budgetary
situation and prospects for the euro as a whole,
underlining the importance of striking the right balance
between ensuring fiscal sustainability and supporting
investment to strengthen the fragile recovery. The
Eurogroup took note of the Commission Communication
and analysis of the fiscal stance calling for a positive
fiscal stance in the euro area. In this respect, Ministers
recalled their position from July 2016 that the broadly
neutral aggregate fiscal stance in 2017 strikes an
appropriate balance, highlighting the considerable
differences across member states in terms of fiscal space
and budgetary consolidation needs, and the importance of
a growth-friendly composition of budgetary measures. To
ensure better coordination of national fiscal policies,
the Eurogroup decided that the euro area Member
States, with the exception of Greece, have to submit
their draft budgetary plans for the Commission’s
evaluation between 1 and 15 October each year.
Financial sector reforms
EA 2015 CSR 3:
Ensure
the
timely
finalisation of the follow up of the
Comprehensive Assessment carried out by
the European Central Bank, implementation
of Directive 2014/59/EU of the European
Parliament and of the Council (Bank Recovery
and Resolution Directive), completion of the
ratification
of
the
Intergovernmental
Agreement on the Single Resolution Fund and
make the Fund fully operational as from
January 2016. Promote measures to deepen
market-based finance, to improve access to
finance for SMEs and to develop alternative
sources of finance. Encourage further
reforms of national insolvency frameworks.
EA 2016 CSR 4: Facilitate the gradual
reduction of banks’ non-performing loans
and improve insolvency proceedings for
businesses and households. In Member States
with large stocks of private debt, promote an
orderly deleveraging, including by facilitating
the resolution of unviable private debt.

On 14 January 2016, the Eurogroup exchanged views
on national insolvency frameworks and their
application, which differ widely across Member
States. Ministers agreed to establish a set of common
principles and benchmarks to improve efficiency and
effectiveness of these frameworks.
At its meeting of 22 April 2016, the Eurogroup continued
its exchange of views on national insolvency
frameworks and their application, which differ widely in
the euro area member states. The discussion was held in
line with the 2015 and 2016 Council recommendations to
the euro area, issued in the context of the European
Semester, the EU's annual policy coordination exercise.
Well-functioning
insolvency
frameworks
are
indispensable for addressing the debt overhang and
improving banks' ability to provide credit to the economy.
The issue is particularly relevant for the euro area, as its
individual economies are prone to spillover effects.
Ministers agreed on a set of common principles, which
could serve as guidance for improving these national
frameworks. The principles focus primarily on the speed,
predictability and cost-effectiveness of the frameworks.
On 7 November 2016, the Eurogroup discussed how to
improve the effectiveness and efficiency of national
insolvency frameworks. This discussion was a followup to its April 2016 meeting, where it agreed on a list of
principles to be applied. The Eurogroup will revert to this
issue next year, awaiting findings from ongoing
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Commission initiatives to improve data availability in this
area as well as a Commission’s legislative proposal.
Institutional reforms
EA 2015 CSR 4: Take forward work on
deepening Economic and Monetary Union,
and contribute to the improvement of the
economic surveillance framework in the context
of the report on the next steps on better
economic governance in the euro area, prepared
by the President of the European Commission,
Jean-Claude Juncker, in close cooperation with
the President of the European Council, Donald
Tusk, the President of the European Parliament,
Martin Schulz, the President of the European
Central Bank, Mario Draghi, and the President
of the Eurogroup, Jeroen Dijsselbloem, and its
follow-up.

On 9 November 2015, the Eurogroup held an initial
exchange of views on the COM communication of
21 October 2015 and specifically on external
representation of the euro area.
At the Eurogroup meeting of 9 September 2016, the
President of the EWG informed Ministers on the state of
play of technical work on simplifying and increasing
the predictability of SGP within the existing rules.
Discussions focused on using the expenditure benchmark
in both the preventive and corrective arm and specific
proposals for consideration by Ministers could be
expected towards the end of the year. More technical
work is needed at the preparatory committee levels to
address the volatility coming from output gap estimates.

EA 2016 CSR 5: Work towards completing
EMU in an open and transparent manner, while
fully supporting the internal market, and further
exploring the legal, economic and political
aspects of the more long-term measures
contained in the Five Presidents’ Report.
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Annex 5: Overview and assessment of the Council recommendations on economic policy of the euro area

Euro
Area

Assessment of implementation of CSR 2016
(COM Report, February 2017)

2016 EA Recommendations
1. Pursue policies that support the recovery, foster
convergence,
facilitate
the
correction
of
macroeconomic
imbalances
and
improve
adjustment capacity. To this end, Member States,
particularly those with large stocks of private and
foreign debt, are to implement reforms that enhance
productivity, foster job creation, raise competitiveness
and improve the business environment. Member States
with large current account surpluses are to implement
as a priority measures, including structural reforms, that
help strengthen their domestic demand and growth
potential.

Limited progress:


The correction of existing macroeconomic
imbalances is taking place, but the process is
uneven and slow.



Significant progress has been achieved among net
debtor countries in correcting their external
imbalances, although stocks of net foreign
liabilities remain high.



In contrast, countries with large surpluses and
positive stocks of net liabilities have not corrected
their surpluses.

2017 EA Recommendations
(Council recommendations as adopted in
January 2017)
1. Pursue policies that support sustainable and
inclusive growth in the short and the long term, and
improve adjustment capacity, rebalancing and
convergence. Prioritise reforms that increase
productivity, improve the institutional and business
environment, remove bottlenecks to investment, and
support job creation. Member States with current
account deficits or high external debt should raise
productivity while containing unit labour costs.
Member States with large current account surpluses
should implement as a priority measures, including
structural reforms and fostering investment, that help to
strengthen their domestic demand and growth potential.


2. Implement reforms that combine: (i) flexible and
reliable labour contracts that promote smooth labour
market transitions and avoid a two-tier labour market;
(ii) comprehensive lifelong learning strategies; (iii)
effective policies to help the unemployed re-enter the
labour market; (iv) adequate and sustainable social
protection systems that contribute effectively and
efficiently throughout the life cycle both to social
inclusion and labour market integration; and (v) open
and competitive product and services markets.
Reduce the tax wedge on labour, particularly on lowearners, in a budgetary-neutral way to foster job
creation.
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There has been some progress in structural reform
implementation.
Some progress:


Progress has been made in implementing flexible
and reliable labour contracts that promote labour
market transitions and avoid a two-tier labour
market, particularly in the euro area Member States
with both large cumulated imbalances and stringent
job protection legislation before the crisis.



Some progress has been made in implementing
comprehensive lifelong learning strategies.



Some progress has been made in implementing
effective policies to help unemployed re-enter the
labour market



Some progress has been made in implementing
modern social protection systems that support
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3. Implement reforms that promote competitiveness,
job creation, job quality, resilience and economic
and social convergence, underpinned by an effective
social dialogue. They should combine: (i) reliable
labour contracts which provide flexibility and security
for employees and employers; (ii) quality and efficient
education and training systems and comprehensive
lifelong learning strategies targeted at labour market
needs; (iii) effective active labour market policies to
support labour market participation; (iv) modern,
sustainable and adequate social protection systems
that contribute effectively and efficiently throughout
the life cycle to social inclusion and labour market
integration. Shift taxes away from labour, particularly
for low-income earners and in Member States where
cost competitiveness lags behind the euro area average,
and make it budgetarily neutral in countries without the
fiscal room for manoeuvre.

those in need and provide incentives for labour
market integration.

3. Pursue fiscal policies in full respect of the SGP.
For 2016, the objective of a broadly neutral aggregate
fiscal stance in the euro area appears appropriate in
order to reflect a balance between long-term fiscal
sustainability
and
short-term
macroeconomic
stabilisation. Looking towards 2017, reduce public debt
to restore fiscal buffers and avoid pro-cyclicality.
Differentiate the fiscal effort by individual Member
States in line with their respective positions with regard
to the requirements under the SGP while considering
stabilisation needs, as well as taking into account
possible spillovers across euro area Member States. To
this end, review the euro area fiscal stance in the context
of the stability programmes and the draft budgetary
plans.

Limited progress has been made in reducing the
tax wedge on labour.
Some progress:


Most Member States broadly complied with the
Stability and Growth Pact in 2016. Some benefitted
from the flexibility arrangement to promote
structural reforms and investment. Two Member
States required new deadlines to correct their
excessive deficits.



For 2016, a slightly expansionary fiscal stance is
expected, which is deemed appropriate for
stabilisation purposes in a still tepid recovery,
despite fiscal sustainability needs.



For 2017, public debt is expected to fall
moderately.



Some progress has been made in the coordination
of fiscal policies, in particular in terms of delivery
of an appropriate aggregate fiscal stance. However,
the distribution of the aggregate fiscal stance
remains sub-optimal across Member States.


4. Facilitate the gradual reduction of banks’ nonperforming loans and improve insolvency
proceedings for businesses and households. In
Member States with large stocks of private debt,
promote an orderly deleveraging, including by
facilitating the resolution of unviable private debt.

The euro area fiscal stance was discussed among
Member States in the EWG and the Eurogroup in
summer 2016 based on the Stability Programmes.
Some progress:


The supervisory, the macro-prudential, and
resolution frameworks have become fully
operational. The Single Resolution Fund have all
the resolution powers in place.



Following the evaluation of the implementation by
Member States of the Insolvency Recommendation
of 2014, the Commission has engaged in
preparing a legislative initiative on preinsolvency and recovery proceedings. The
initiative aims at providing tools that would allow
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2. Aim for an appropriate balance in fiscal policies
between the need to ensure sustainability and the
need to support investment to strengthen the
recovery, thereby contributing to an appropriate
aggregate fiscal stance and a more balanced policy mix.
Member States that, according to the Commission
assessment, are at risk of not meeting their obligations
under the SGP in 2017 should, on that basis, take, in a
timely manner, additional measures to ensure
compliance. Conversely, Member States that have
outperformed their medium-term objectives are invited
to continue to prioritise investments to boost potential
growth while preserving the long-term sustainability of
public finances. Member States that are projected to be
broadly compliant with the SGP in 2017 should ensure
compliance with the SGP within their national
budgetary processes. Pursue fiscal policies in full
respect of the SGP, while making the best use of the
flexibility embedded within the existing rules. Overall,
Member States should improve the composition of
public finances, by creating more room for tangible and
intangible investment and ensure the effective
functioning of national fiscal frameworks.
4. In line with the roadmap of June 2016, continue
work to complete the Banking Union with regard to
risk reduction and risk sharing, including a European
deposit insurance scheme and making the common
backstop for the Single Resolution Fund operational at
the latest by the end of the Fund's transitional period.
Devise and implement an effective euro-area wide
strategy to complement prudential supervisory action to
address viability risks within the banking sector,
including as regards the high level of non-performing
loans, inefficient business models and overcapacity. In
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5. Work towards completing EMU in an open and
transparent manner, while fully supporting the
internal market, and further exploring the legal,
economic and political aspects of the more long-term
measures contained in the Five Presidents’ Report.
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viable businesses in distress to be rescued and
honest but bankrupt individuals to be given a
second chance.
Some progress:


The Council adopted the recommendation to set up
National Productivity Boards on 20 September
2016.



The Members of the European Fiscal Board (EFB)
have been appointed and the EFB became
operational in October 2016.



Regarding external representation, in June 2016,
the Council agreed on some minimal
improvements in coordination of IMF issues and
agreed to continue discussions on further
strengthening the coordination.



An Ad-hoc Working Group (AHWG) in the
Council was set up, which worked on a roadmap
to complete the Banking Union. The roadmap was
adopted by the Council in June 2016.
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Member States with large stocks of private debt,
promote orderly deleveraging.
5. Make progress on completing EMU, in full
respect of the EU's internal market and in an open
and transparent manner towards non-euro area
Member States. Further advance the ongoing
initiatives and work on the longer-term issues for EMU,
taking due account of the forthcoming Commission
White Paper on the future of Europe.

Annex 6: Euro area MIP scoreboard
External imbalances and competitiveness
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Exchange Rate Export Market Nominal ULC House Prices
Private Sector
Account
International
Private Sector
with HICP
Shares
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% change
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Total Financial
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+6%
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60%

10%

16.5%

-0.2%

0.5%

2%

BE

-0.2

61.2

-1.2

-11.3

1.5

1.3

5.3

174.1

105.8

8.5

-1.3

0.7

1.0

2.3

DE

7.4

48.7

-1.4

-3.0

5.7

4.1

2.9

98.5

71.2

4.9

2.8

0.4

-0.4

-0.8

EE

0.9

-40.9

6.4

8.5

14.4

6.8

3.3

116.6

10.1

7.4

8.1

1.9

-3.1

-7.8

IE

4.7

-208.0

-5.9

38.3

-18.1

8.3

-6.7

303.4

78.6

11.3

9.5

0.8

-3.7

-9.5
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-1.2

-134.6

-5.5

-20.6

-11.1

-3.5

-3.1

126.4

177.4

26.3

15.7

0.3

3.7

-5.5

ES

1.3

-89.9

-2.9

-3.5

-0.7

3.8

-2.7

154.0

99.8

24.2

-2.1

0.0

0.4

-4.6

FR

-0.7

-16.4

-2.7

-5.4

2.5

-1.3

4.4

144.3

96.2

10.3

1.8

n.a.

0.6

0.3

IT

1.5

-23.6

-2.2

-8.9

1.7

-2.6

-1.7

116.8

132.3

12.2

1.7

0.5

1.3

5.0

CY

-4.1

-130.3

-6.2

-16.8

-10.5

0.2

4.4

353.7

107.5

15.7

2.8

0.4

3.2

5.1

LV

-1.8

-62.5

3.1

10.5

16.3

-2.7

0.7

88.7

36.3

10.9

12.2

1.3

-3.3

-12.2

LT

0.9

-44.7

4.0

15.5

11.6

4.6

2.2

55.0

42.7

10.5

6.7

2.3

-2.7

-10.4

LU

5.3

35.8

-0.5

22.9

0.6

6.1

24.2

343.1

22.1

6.1

15.5

1.5

0.3

-1.4

MT

4.9

49.9

-0.2

-2.1

-0.4

3.8

5.1

132.2

64.0

5.9

1.3

4.5

-0.7

-2.3

NL

9.1

63.9

-0.6

-8.3

0.2

3.6

-1.6

228.8

65.1

7.2

3.2

0.6

1.1

-0.4

AT

2.1

2.9

1.8

-9.6

6.1

3.5

2.1

126.4

85.5

5.6

0.6

0.4

0.5

1.2

PT

0.7

-109.3

-2.8

2.8

0.0

2.3

-2.3

181.5

129.0

14.4

-1.6

0.0

-0.5

-6.0

SI

5.4

-38.7

0.6

-3.6

-0.6

1.5

-5.1

87.3

83.1

9.6

-3.4

1.4

0.4

-4.3

SK

1.1

-61.0

-0.7

6.7

2.2

5.5

8.2

81.4

52.5

13.0

4.5

1.5

-1.8

-7.5

FI

-1.0

0.6

2.3

-20.5

3.5

-0.4

9.5

155.5

63.6

8.8

1.4

0.6

0.7

3.4

Source: Eurostat. Grey boxes indicate values outside the threshold. Data as of 6 March 2017 (they may differ from the data published in the 2017 AMR).
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