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Paschal Donohoe is attending his second Economic Dialogue in the ECON Committee since being elected as
President of the Eurogroup in July 2020. His first Economic Dialogue took place on 25 January.

The exchange of views will cover the ongoing work of the Eurogroup, notably short term policy measures intended
to combat the economic, financial and social consequences of COVID-19, medium term policies to support a
sustainable recovery and increase resilience of the euro area and longer term measures relating to the Economic
and Monetary Union governance framework, including completing the Banking Union.

This briefing covers the following issues: the Eurogroup work programme until June 2021 (Section 1); 2021 Euro
Area Recommendation (Section 2); Economic situation and developments (Section 3); Recovery and Resilience
Facility (Section 4); 2021 European Semester Cycle (Section 5); review of the governance framework (section 6)
and Banking Union developments (Section 7).

Foran overview of the role of the President of the Eurogroup, please see Briefing: The role (and accountability) of the
President of the Eurogroup.

1) The Eurogroup work programme (July-December 2021)

The Eurogroup approved its tentative work programme for the second semesterof 2021 in May. The work
programme foreseesthe Eurogroupto focus on:

Economic and fiscal policies to support the recovery and long-term growth: through coordination and
dialogue, the Eurogroup will seek to stabilize the economy and support the recovery whilst also focusing on
promoting structural reformsandinvestments thatfosterrecovery and convergence and contribute to the
goals of a green and digital transitions. It will assess the Draft Budgetary Plans, discuss the euro areafiscal
stance,and discusslessons learned from the COVID crisis (notably in terms of accentuating divergences and
the health of the corporate sector).

Strengthening the Banking Union: the Eurogroup will continue working on a stepwise and time-bound
work plan on all outstanding elements needed to complete the Banking Union and on deepening the
Capital Markets Union.

The euro as a digital currency: the Eurogroup supportsthe work being done by various institutions. Due
to the complexity of the project, the Eurogroup will revert to this topic regularly and discuss its various
dimensions, focusing on their political relevance, in full respect of the institutional roles and mandates of all
actorsinvolved.
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International role of the euro: The Eurogroup will continue to discuss how to strengthen the role of the
euroon theinternational stage aiming at making the euro area more robust by pursuing sound economic
policies (by deepening the EMU, completing the BankingUnion, andthe Capital Markets Union - see section
7 below). The Eurogroup also intends to discuss the political dimensions of the development of the euroas
the currency of the sustainability transition.

Asin previous semesters, the Eurogroup will continue liaising with its international partners, continue to
monitor the plans and actions of non-euro areaMember States' relatedto the introduction of the euro, and
the economicsituation, policy response andrecovery needsafterthe COVID19 pandemic. It will prepare and
follow up to the Euro Summit meetings and continue ensuring transparency and communication with
citizens.

The EG met on 17 June to discuss, notably, the post-programme surveillance reports on Cyprus, Portugal,
Ireland and Spain and the tenth enhanced surveillance report on Greece and policy-contingent debt
measures (see specific EGOV briefingfor an overviewand annex 1 for an overview of available instruments);
the interim outcome of the IMF staff visit in the context of its article IV surveillance of the euro area and
Banking Unionissues (ininclusive format,see furtherSection 7), ahead of a European Council convened for
the 24-25 Juneand the Euro Summit of the 25 June. Ministersissued also a pressstatement on Greece.

Following the June EG meeting, Paschal Donohoe made the following remarks: “I want any work plan that
the Eurogroup issues to be credible, ambitious and effective, because this is about building a Banking Union that's
good for jobs in Europe, investment in Europe, and good for the competitiveness in Europe. We will get to that
point, but it will take some more time to achieve that outcome.

Good progress has been made and the discussions that have taken place have been intense, but they have been
insightful and they have been constructive. And in the Eurogroup this evening, all member states recommitted
themselves to trying to get agreement, and | will be harnessing that renewed agreement to get to that work plan
in the coming months. It was a Eurogroup that was efficient, that was very positive in tone, it gave us a good sense
of what we have achieved. But it reminded all of us of what we need yet to achieve in order to deliver a sustainable
and a durable recovery.”

2) The 2021 Euro Area Recommendation

The Commission adopted the draft 2021 euro area recommendation (EAR) on 18 November 2020,
accompanied by a staff working document analysing the euro area economy. The COVID-19 crisis and its
responses areat the centre of concerns in both documents. Comparing theversion of the EAR submitted to
ECOFIN Council (available here) ' with the Commission’s proposedtext, the most relevantdifferences relate
to:

- a clarification in recital 7 that the general escape clause of the Stability and Growth Pact (SGP) is to remain
activein 2021 but bereassessedin Spring 2021 (see Section 3 below);

- areference in EAR 5 and recital 16 that the further deepening of the EMU would need to encompass the
lessons learned from the measuresimplemented to deal with the current COVID-19 crisis;

- in recital 16, the replacement of a reference that New Generation EU had “stabilisation functions” to
“stabilising effects” and evolutionfrom “Completing” the Capital Markets Union to “Deepening” the Capital
Markets Union;

' The European Council is expected to discuss the EAR at its next meeting, on 24-25 June.
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-amoreinclusivetonein EAR1and 2, by adding referencesto healthand social protectionsystemsavailable
“forall” (in EAR 1) and to “strengtheninclusion”(in EAR 2);

- strongerwording on the primacy of aninternational consensus on digital taxation, ahead of an EU solution,
seen as adefault (in EAR 2);

- more nuanced reference to the fight againstfraud, corruption,moneylaundering and terrorism finandng
by referring “Continue to improve” the respective preventive frameworks instead of “Put in place an
effective...” (in EAR 3);

- deletion, in EAR 5 to the Commission’s reference to “Increase the efficiency, proportionality and overall
coherence of the bank crisis management and depositor insurance framework, including robust Banking Union
safety nets as short-term priorities” and inclusion of a reference to “Work further on solutions for overcoming
limitations in the current set-up for liquidity provision in resolution and on strengthening the European regulatory
and supervisory framework, including by ensuring consistent and effective supervision and enforcement of anti-
money laundering rules”.

Throughoutthe text, references to “support” in the context of the current COVID-19 crisis have beenreplaced
by “emergency” measures, consistently with the vision of the Recovery and Resilience Facility and New
Generation EU as emergencyand temporary measures.

In the context of the Recovery and Resilience Facility, the Eurogroup made clear as early as October 2020
that it will be involved in coordinating implementation of such plans. This specific “euro area dimension” of
the RRF and the role the Eurogroup plays was further underlined in a background note for the 18 January
2021 Eurogroup? The notes ascertains the role that the Eurogroup would take in assessing national RRPs
and points to it being involved also in assessing national implementation of agreed reforms and
investments: “As regards the latter [implementation], the euro area recommendation on strengthening national
institutional frameworks partly relates to this particular challenge. Cross-border projects can ensure synergies
between national plans.” The Eurogroup tentative agenda for October 2021 features a discussion on
“Stocktaking of the implementation of euro area priorities in the Recovery and Resilience Plans and lessons learnt
from the European response to Covid-19".

Box 1: Eurogroup governance: two recent tendencies

Twoissues deserve specific attention regarding the most recent institutional setting of the Eurogroup: on one side,
the following up of requests for increased transparency and on the other, the increasing inclusiveness of the
Eurogroup.

On the first point, following calls from various actors for increased transparency, the Eurogroup has proposed a
number of measures - namely a register of documents and further availability of Eurogroup Working Group
meeting calendars. Looking at the information made available, one may conclude thatit is better organised and is
easier to search, but there seems not to be much more substantial information available. At its meeting in April,
the Eurogroup “agreed that no additional steps are calledfor at the current juncture” and will continue taking stock
and “maintainthis high standard going forward.”

The second point relates to the inclusiveness of the Eurogroup, i.e. where the frontiers with the ECOFIN may be
blurred. Atleast since September 2018, the Eurogroup has recurrently been meeting in “inclusive format” to discuss
euro areaissues that are also relevant for EMU governance and/or the internal market, such as Banking Union. But
the Eurogroup format allows for confidential discussions that may influence and pre-empt ECOFIN decisions.

2

For further details on the EAR and Eurogroup involvement in the RRF, see specific EGOV briefing.
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3) Economic situationand developments

Economic growth and inflation

According to the latest Eurostat preliminary flash estimate, the seasonally-adjusted quarterly Gross
Domestic Product (GDP) in the euro area (EA) decreased by 0.3% in the first quarter of 2021, compared to

the previous quarter. Annualinflation (measured by the HarmonisedIndex of Consumer Prices or HICP) in
the EA has increased to 2.0% in May 2021 (up from 1.6% in April), according toa flash estimate from Eurostat.

Based on the Commission Spring 2021 Economic Forecast HICPinflation is expected to increase from 0.3%
in 2020 to 1.7%in 2021 and to moderate to 1.3%in 2022 in the EA. Inflation is predicted to mainly be shaped
by the same factors asin early 2021, namely rising energy prices and temporary factors such as taxchanges.
It is argued that “The strong demand recovery and, to a lesser extent, high transport costs and other supply-side
constraints also push inflation up over the forecast horizon”; however, “remaining slack in the economy and the
labour market is ... expected to keep underlying inflationary pressures muted”.

According to the Commission’s forecast, despite the stringency of confinement measures stillimposed
across the EU, economicactivity has declined less atthe beginning of 2021 than during the first half of 2020,
which is attributed to “better adaptation of firms and households to the constraints of the pandemic
environment, stronger support from global growth and trade, and continued strong policy support [that] helped
economic agents cope with the economic challenges”. The economic recovery will be largely determined by
the success of vaccination programmes and the speed of restrictions’ lifting, the state of the external
economicenvironment, policy support intensity, households’and companies’ investments, and long-term
economicscarring. Althoughthe forecast assumes that large-scale vaccination will take place by the end of
theyear, some limited containment measuresare assumedto bein place as needed in 2022.

The EA economy is expected to grow by 4.3% in 2021 and strengthen to around 4.4% in 2022. The main
drivers of growth are expected to be private consumption from accumulated savings, recovering
investment and strongerdemand for European exports. Thisforecastis more optimisticthanthe Winter one,
primarily due to the stronger-than-expected rebound in global activity and trade and the growth impulse
expected to be provided by RRF.

However, differences across countries in the pace of the recovery remain substantial. The Commission
projects that most of the EU countries should recover to the GDP level observed at the end of 2019 (pre-
pandemiclevel) by the end of 2022 (see Figure 1). Other major international organisations (namely the IMF,
the OECD and the ECB) are projecting the EA economy togrow in the range of 4.3%-4.6%in 2021 and 3.8%-
4.7% in 2022.See Annexes 1and 2 for further country specificinformation.
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Figure 1: Member State GDP levels when compared to the end 0of2019

Source: EGOV calculations based on European Commission.

Lastly, the Spring Forecast emphasises the high level of risk associated with these projections. On the
economic side, “this forecast may underestimate the propensity of households to spend, or, on the opposite,
consumers’ desire to maintain high levels of precautionary savings.” Timing of policy support withdrawal is
another driver of uncertainty, togetherwith the impact of corporate distresson the labour market and the
financial sector stability in the future. On the other hand, stronger than projected global growth could have
a more positive impact on the European economy than what is forecast. The resulting inflationin the EU
could rise more highly if the rebound in the European and global economies exceeds expectations or if
current supply constraintsremain overalonger period.

Publicfinances

According to the Commission Spring 2021 Economic Forecast, the aggregated public deficit is projected to
rise from 7.2% of GDP to 8.0% of GDP in the euro area. The deficit will be higher than 3% of GDP in 2021 in
all euro area Member States except Luxembourg.In 2022, however, the aggregate public deficit is forecast
to halveto about 4% in both the EU and the euro area.

In the euro area, the ratio of publicdebt to GDP is now forecast to peak at 102%in 2021 and falling slightly
to 101% in 2022 (see Figure 2), which is a bit better than forecast in autumn 2020.

On 2 June, dueto the exceptional circumstances, the Commissionservices also provided,for each Member
State, estimates on a specific indicator, the fiscal stance, which aims to assess the economic impulse
stemming from fiscal policies, nationally financed as well as financed by the EU. This measures the change
in primary expenditure (net of discretionary revenue measures, but including changes in expenditure
financed by the RRF and other EU grants), but, taking into account the exceptional circumstances created
by the impact of the COVID-19 pandemic, excludes crisis-related temporary emergency measures, relative
to the 10-year average potential growth rate. Please see a separate EGOVdocument onthe implementation
ofthe SGP during pandemic timesforthese estimates per Member State. For anoveview of a set of indicators
relevant for the sustainability of public finances, please see this EGOV document.
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Figure 2: Public debt (as % GDP) in Euro Area Member Statesin 2019and 2021

209%

160%

0,
1129 115% 117%120%127%

102%

87%

79%

71% 73%
58% 60% 61% 65%

47% 52%

21% 27%

EE LU LV LT NL SK IE MT FI DE SI AT CY BE FR ES PT IT EL Euro
area

2019 © 2021

Source: Commission Spring 2021 Economic Forecast

When comparing data on some key indicators included in the 2021 Stability Programmes of euro area
Member States and the Spring 2021 Economic Forecast of the Commission, one noticesthatregardingboth
2021 and 2022, thefigures suggest that Member Statesare in general less optimisticthan the Commission
regarding the budget balances, structural budget balances, debt and growth forecasts; for details of such a
comparison, please see separate EGOV document. One may note that during pre-pandemic times, Member
States were often more optimisticthatthe Commission (see hereand here).

Macro-economicimbalances

In its Communication of 2 June on “Economic policy coordination in 2021: overcoming COVID-19, supporting
the recovery and modernising our economy”, the Commission notes that the main sources ofimbalancesare
largely the same as a year ago, but that risks increased. While the pandemic crisis has not fundamentally
altered the nature of Member States’ imbalances, it has interrupted their reduction and may increase the
risks to macroeconomic stability. More specifically, government and private debt ratios have largely
increased; this is explained by the recession (which reduced GDP in the denominator of the ratio) and by
policies aimed at addressing the impact of the pandemic and to support the economy and the recovery.
Large current account surpluses persistin some Member States. Several Member States with high debts
levels also have low potential growth; the Commission states that “In these cases, the efficient use of the
Recovery and Resilience Facility to foster growth-enhancing investment and reforms will be instrumental”.

As for the financial sector, the Commission highlights the risks related to the possible increase of non-
performing loans related to debt repayment difficulties, especially when supportmeasures are phased out.

By contrast, the pandemic crisis seems to have decreased some vulnerabilities related to cost
competitiveness pressures.

In the same Communication (and its Annex 1), the Commission presentsa summary of its analysis and
conclusions on the 12 Member States that it had identified as at risk of macroeconomic imbalances: see
section 4 below and this note on the Implementation of the Macroeconomic Imbalance Procedure.
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(Un)employment

The EU Joint Employment report 2021 confirmed that the COVID-19 pandemic has reversed the a six-years
positive trend in the EU labour markets. The economic shock to the labour market is being experienced
differently across sectors and categories of workers. The employment fall has affected workers in non-
standard formsof employmenttoa greaterextent. Youth unemploymenthasincreased more markedly than
unemploymentfor otherage groups. The shareofyoung people not in employment,educationor training
has risen sharply.

Table 1: Youth unemployment rate and ratio, 2018-2020 (in %, age group 15-24)
Percentageofactivepopulation Percentageoftotal population

EU 16,0 15,0 16,8 6,3 5,9 6,4
EA 16,8 15,6 17,3 6,7 6,3 6,7
Belgium 15,8 14,2 15,3 4,7 4,4 4,4
Germany (") 6,2 5.8 74 3,1 3,0 3,9
Estonia 11,8 11,1 17,9 5,6 49 7,7
Ireland 13,8 12,5 15,3 6,4 59 6,7
Greece 39,9 35,2 35,0 9,3 7,9 7,4
Spain 34,3 32,5 38,3 11,3 10,7 11,4
France 20,8 19,5 20,2 7,8 7,2 7,2
Italy 32,2 29,2 29,4 8,4 7,6 7,0
Cyprus 20,2 16,6 18,2 7,9 6,4 7,0
Latvia 12,2 12,4 14,9 4,6 4,5 52
Lithuania 111 11,9 19,6 4,1 4,4 7,2
Luxembourg 14,2 17,0 23,2 4,7 59 7,5
Malta 9,1 9,3 10,7 5,1 5,2 5,8
Netherlands 7,2 6,7 9,1 49 4,7 6,3
Austria 9,4 8,5 10,5 53 4,8 5,9
Portugal 20,3 18,3 22,6 6,9 6,3 6,8
Slovenia 8,8 8,1 14,2 3,4 2,9 4,5
Slovakia 14,9 16,1 19,3 4,8 4,8 5,4
Finland 17,0 17,2 21,4 9,0 9,3 11,2

(")Breakin time series since 2020, provisional data with low reliability for 2020
Source: Eurostat

However, the response by national authorities and European institutions has been swift. Member States
have provided support notably to the groups and sectors that have been particularly affected. The
implementation of thesemeasureshas, sofar, avoidedthe emergence of a massive employment andsocial
crisis across the EU. Yet, many uncertainties remain, notably abouthowlong the pandemic will last, when a
sustainable economic recovery will materialise, and the consequences for people in vulnerable situations.
The situation differs across countries, also due to the legacy of the past. Member States that already
experienced serious socio-economic challenges before the pandemic are now even more exposed to
vulnerabilities.

In April 2021, the euro area seasonally-adjusted unemployment rate was 8.0 %, down from 8.1 % in March
2021 and up from 7.3 % in April 2020. In the euro area, the unemploymentrate for women decreased from
8.5 % in March 2021 to 8.4 % in April 2021 while the unemployment rate for men remained stable at 7.7 %.
(Eurostat).

PE 689.437 7


https://ec.europa.eu/social/main.jsp?langId=en&catId=101&furtherNews=yes&newsId=9834
https://ec.europa.eu/eurostat/databrowser/bookmark/680a4f9b-e7fb-4d90-93dd-ca62bfc8e8e0?lang=en
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Unemployment_statistics#Unemployment_in_the_EU_and_the_euro_area

IPOL | Economic Governance Support Unit

4.The Recovery and Resilience Facility

The Recovery and Resilience Facility (RRF)? offers EU Member Statesgrants up to EUR 312.5 billion (in 2018
prices, which corresponds to EUR 337.96 billion in current prices), and EUR 360 billion (in 2018 prices) is
availablein loans. In orderto access financing from the Facility, Member States have or will prepare Recovery
and Resilience Plans (RRPs) to be assessed by the Commission and adopted by the Council. These plans
should address the objectives set out in the RRF Regulation and the challenges identified in the European
Semester, particularly the 2019 and 2020 country-specific recommendations. For an overview of the main
elements of the RRF, please see this specific EGOV briefing.

On 10 June, Parliament adopted a resolution. The Parliament notes it expects the Commission to “only
approve plans that fully meet the provisions and targets of the RRF Regulation and to make no political
concession that goes against the regulation and its spirit’, signals that “European added value does not
materialise merely because the RRF is a European initiative” and reiterates previousconcerns regarding access
toinformation. Theresolution also “Calls on the Commission to carefully assess and ensure that each national
recovery and resilience plan effectively contributes to all six pillars referred to in Article 3 of the RRF Regulation in
acomprehensive and balanced manner; (...) Stresses that plans must meet the regulatory requirements, including
the 37 % and 20 % shares for the green and digital transitions respectively, (...); calls on the Commission to assess
the qualitative and quantitative side of the measures proposed in order to ensure that they effectively meet both
quantitative and qualitative targets, including for the implementation phase;".

As of 17 June, 23 Member States have put forward their RRP, which are being analysed by the Commission.
For an overview of these plans and procedures for adoption of the RRPs, please see this specific EGOV

briefing.

Out of these 23 submitted plans, the Commission adopted on 16 of June the draft Council implementing
decisions assessing the RRPs of Portugal and Spain, and a related set of documents*. On 17 June, the
Commission put forward similar documents relating to the Greek and Danish RRPs; the Commission
assessment for the Luxembourgish RRPis expected on 18 June (all Commission’s documents are available
here). Commission President visited Member States’ capitals to present the Commission’s assessments.

To finance the RRF, the Commission will be issuing bonds on financial markets. The Commission expects to
raise up to around €800 billion between now and end 2026 (in current prices), which would translate into
borrowing volumes of on average roughly €150 billion per year. For the first time, the Commission will be
using a “diversified funding strategy”, replacing the currently used “back-to-back”.See here and EGOV
briefing for further details. On 15 June, theCommission launched the first RRF issuance, €20 billion via a ten-
year bond dueon4July 2031.

5.The 2021 European Semester Cycle

The European Semester streamlined

The RRF Regulation establishesstrong links between the Facility and the European Semester for economic
policy coordination’. Theseconnections relate, notably to:

3 Regqulation 2021/241 adopted on 12 February 2021.

For each of the countries, the Commission published a draft Council Implementing Decision, together with an annex; a staff
working document and a factsheet.

®  RRF macroeconomic conditionality also links the RRF to the Semester.
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The Semester being considered, together with the European Pillar of Social Rights, the
framework at EU level to identify national reform priorities and monitor theirimplementation
through the national RRPs;

The CSRs, as set outin the context of the Semester, being one of the criteria on which to assess
theeligibility of reforms and investments for financingunder the RRF;

The Semester being the framework where the Council discusses “the state of the recovery,
resilience and adjustment capacity in the Union” on the basis of information obtained in the course
ofthe Semester, and where Member States “report on the progress made in the achievement of the
recovery and resilience plan”.

Therefore, the 2021 Semester cycle looks rather different than previous cycles®. The national RRPs become
the main reference document for the Member States’ forward-looking economic policy initiatives. Other
Semester documentsand stepsalso have a different configuration,including:

Member States were encouraged to present theirNational Reform Programmesand RRPs in one
singledocument’;

Other than on fiscal matters, the Commission did not propose CSRs to Member States that
present RRPs&;

In 2021, Country Reports are replaced by the analytical documents assessing Member States’
RRPs;

Fiscal surveillanceis limited, due to the activation of the general escape clause under the SGP;

Euro area Member Statesare required totake intoaccount the Euro AreaRecommendation (EAR)
when preparing their RRPs and the EAR will be taken into account when the Commission
assesses suchplans.

On 2 June, the Commission underlined in its Communication on “Economic policy coordination in 2021:
overcoming COVID-19, supporting the recovery and modernising our economy” that “Ensuring an effective policy
coordination under the European Semester remains crucial to set the EU economy on a stronger growth path
after the crisis. While this year’s cycle was temporarily adapted to allow for the launch of the Facility, the European
Semester continues to support the policy discussions among Member States, exchange of best practices and
agreements on acommon way forward.” and that “Thefirst year of implementation of the recovery and resilience
plans will need to be monitored within the annual coordination framework under the European Semester.”. The
Communication also announces that “The 2022 Annual Sustainable Growth Strategy will set out the concrete
steps on how the Semester governance framework is to be structured in 2022. On that basis the Commission will

For further details, see specific EGOV briefing and four external papers commissioned by the European Parliament (summaries

of which can be accessed here).

7 Eight Member States presented specific National Reform Programmes (Austria, Germany, Hungary, Luxembourg, Portugal,
Romania, Spain and Sweden).

8  See Commission 2021 Spring package of 2 June 2021.
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engage in a dialogue with the European Parliament, the Council, Member States, social partners and all other
relevant stakeholders.”

Box 2: European Semester roadmap (June and July 2021)
(asreflected in the Council website; 14 June)

2June 2021: Spring package - Commission presents its 2021 fiscal guidance (recommendations for Council
Recommendations delivering Opinions on the 2021 Stability and Convergence Programmes)
and, where applicable, in-Depth Reviews under the MIP.

11June 2021: EFC preparatory work on the 2021 fiscal guidance
14-15June 2021: Employment, Social Policy, Health and Consumer Affairs Council European Semester:

- Assessment of the implementation of the 2020 and relevant 2019 CSRs; Opinion of the
Employment Committee and the Social Protection Committee:endorsement

- Opinion of the Employment Committee and the Social Protection Committee on the
Commission proposal for a Revised Social Scoreboard: endorsement

18June 2021: Economic and Financial Affairs Council:
- Economic Recovery in Europe - Implementation of the RRF: state of play / exchange of views

- European Semester 2021: Council Recommendations delivering Opinions on the Stability
and Convergence Programmes:adoption

-Implementation of the SGP - Recommendation under the EDP: adoption
22 June 2021: General Affairs Council

- Preparation of the June European Council: draft conclusions (section on economic recovery)
24-25June 2021: European Council

- Conclusions (section on economic recovery)

- Draft Recommendation on the economic policy of the euro area: endorsement
13 July 2021: Economic and Financial Affairs Council

- (poss.) Council Implementing Decisionsunder the RRF: adoption

Fiscal surveillance

On 2 June 2021, the Commission raised in its Communication “Economic policy coordination in 2021:
overcoming COVID-19, supporting the recovery and modernising our economy” the issue of when and under
which conditions the SGP general escape clause should be deactivated®: “Based on the Commission 2021
spring forecast, pre-crisis economic activity (end-2019) is projected to be reached around the fourth quarter of
2021 inthe EU as awhole and the first quarter of 2022 in the euro area. On the basis of this forecast, the conditions
for the continued application of the general escape clause in 2022 and its deactivation as of 2023 are met.”

Also on 2 June 2021, the Commission published its recommendations for Council opinions on the 2021
Stability and Convergence Programmes. These Council opinions, once adopted, will be this year’s fiscal
recommendations to Member States under the European Semester and the SGP. These recommendations
include for each country, inter alia, a recommendation on either prudent or supportive fiscal policy in 2022
(including the impulse provided by the RRF, and preserve nationally financed investment) or a
recommendation to use the supportive role of the RRF to finance additional investment in support of the
recovery in 2022. Please see separate EGOV briefingfor more information on thecontentof theseproposed
recommendations.

In its report “Assessment of the fiscal stance appropriate for the euro area in 2022” of June 2021 the EFB
recommended a supportive fiscal stance for the euro area in 2022. “Policies adopted or credibly announced

9 Based on a request of the ECON Committee, four papers by external experts on “How and When to deactivate the general escape

clause of the SGP" were published in 2020/2021. A separate EGOV briefing provides more detailed summaries of these papers.
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by governments to date appear to achieve an appropriate degree of fiscal support. They should ensure the
emergency measures are gradually phased out, while keeping expenditure above pre-crisis levels.” Fiscal support
should shift towards rolling out more targeted initiatives promoting a sustainable economic recovery and
supporting the need to achieve the digital and green transitions. Furthermore, the EFB assesses in that
report that with very low interest rates, an accommodative monetary stance can only be effective if
governmentbudgetsact as the main transmission channel.

On 2June, the Commission adoptedalso an Excessive Deficit Procedure (EDP) report underArt. 126(3) TFEU
for Member States in the preventive arm of the SGP (note that alleuro area Member States are currentlyin
the preventive SGParm) in view of assessing theircompliance with the budget deficit and debt rules of the
SGP.

Overall, taking into accountallrelevant factors as appropriate, theanalysis suggests that the deficit criterion
is not fulfilled by any euro area Member State. Likewise, overall, takinginto account all relevant factors, the
analysis suggests that the debt criterion as defined in the Treaty and in Regulation (EC) No 1467/1997 is
fulfilled by Slovakia. The debt criterion is not fulfilled by 11 euro area Member States (Belgium, Germany,
Greece, Spain, France, ltaly, Cyprus, Austria, Portugal, Slovenia and Finland).

The Commission will reassess Member States’ budgetary situation on the basis of the autumn 2021
EconomicForecast,and the 2022 Draft BudgetaryPlans to be submitted by euro area Member States by 15
October 2021.
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Box 3: G7 high-level agreement on global minimum tax

The G7 finance ministers published on 5 June 2021 a Communigué announcing that they reached a high-level
political agreement on a global tax reform, expressing strong support for the efforts underway through the
G20/OECD Inclusive Framework to address the tax challenges arising from globalisation and the digitalisation of
the economy and to adopt a global minimum tax. In particular, they agreed on the partial re-allocation of a share
of the profits (at least 20% of profits exceeding a 10% margin) of certain multinational enterprisesso that they can
be taxed by market jurisdictions (that reallocation is called Pillar 1, in short), and on a global minimum tax of at
least 15% on a country by country basis (Pillar 2). As part of the deal, all Digital Services Taxes and other similar
measures will have to be abolished.

As a next step, the G7 finance ministers will seek a wider agreement among G20 Finance Ministers and Central
Bank Governors at the next G20 meeting scheduled for 9-10 July.

On9 June 2021, MEPs debated with Commissioner Valdis Dombrovskis and Portugal’s Secretary of State Ana Paula
Zacarias the topics of the G7 summit, several speaking of a “historic moment” in the fight against tax havens.

The Carbis Bay G7 Summit Communiqué, published on 13 June 2021, finally endorsed the commitment made by
the G7 on 5 June, calling it a significant step towards creating a fairer tax system and reversing a 40-year race to
the bottom.

Further work is required on the technical details and practical implementation, which will presumably be a
contentious issue. A preliminary assessment by Reuters, for example, points to potentially uneven taxation effects
on large US multinationals and political opposition.

Earlier, on 18 May, the Commission proposed its own new business tax agenda, which takes account of the progress
made in the G20/0ECD discussions on global tax reform. In that context, Commissioner Gentiloni explained at the
press conference that the partial re-allocation of taxing rights, once agreed and translated into a multilateral
convention, will be mandatory for participating countries. To ensure a consistent implementation in the EU, the
Commission will propose a related Directive. Commissioner Gentiloni furthermore explained that the Commission
will also propose a Directive for the implementation of the minimum effective taxation, though that will also have
implications for other existing or already proposed legislation.

Surveillance of macro-economicimbalances

The Commission published the Alert Mechanism Report 2021 in November 2020: this report analysed the
macroeconomic situation of EU Member States and identified 12 countries that deserved and in-depth-
analysis in view of establishing whetherthey are at riskof macroeconomicimbalances.

In its Communication of 2 June on “Economic policy coordination in 2021: overcoming COVID-19, supporting
the recovery and modernising our economy”, the Commission presented a summary of its analysis and
conclusions on the in-depth-review performed for the 12 Member States that were identified as at risk of
macroeconomic imbalances in its Alert Mechanism report of November 2020 (please see this note on the
Implementation of the Macroeconomiclmbalance Procedure). Such in-depth reviews were published on 2
Juneaswell.

The Commission did not change the classification of such imbalances, namely:
e Cyprus,Greeceand Italy continue to experience excessive imbalances,
e Ireland, Portugal, Spain, France, the Netherlands, Germany, Romania, Croatia and Sweden continue
to experience macroeconomicimbalances.

Nevertheless, the Commission considered that the high uncertainty requires close monitoring ofimbalances
and of macroeconomicstability risks for all Member States, with a strong forward-looking perspective.

As for the characterisation of the imbalancesin euro area Member States, the Commission notes that:
e Cyprus, Greece and Italy continue to experience excessive imbalances, linked to high government
debts and high share of non-performing loans - despite continued and significant progress in this
areain pre-pandemicyears. Cyprusand Greece combine that with high external debt; Cyprus, also

12 PE689.437


https://ec.europa.eu/info/sites/info/files/economy-finance/alert_mechanism_report_2021.pdf
https://ec.europa.eu/info/system/files/com-2021-500_en.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2016/497739/IPOL_IDA(2016)497739_EN.pdf
https://ec.europa.eu/info/publications/european-semester-spring-package-2021-economic-coordination_en
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/991640/FMCBGs_communique_-_5_June.pdf
https://www.europarl.europa.eu/plenary/en/vod.html?mode=chapter&vodLanguage=EN&vodId=59fd59de-da73-3486-2b28-e7ba5af2da3d&date=20210609
https://www.consilium.europa.eu/media/50361/carbis-bay-g7-summit-communique.pdf
https://www.reuters.com/business/g7-global-tax-plan-may-hit-corporate-titans-unevenly-2021-06-10/
https://ec.europa.eu/commission/presscorner/detail/en/speech_21_2547

Economic Dialogue with the President of the Eurogroup - June 2021

with high private debt. Furthermore, in these three countries potential growth remains too low to
help debt deleveraging.

e lIreland, Portugal and Spain are experiencing macroeconomic imbalances, due to the combination
of high private, government and external debts.

e InFrance,theimbalances are driven by governmentand private debts, which continue torise.

e Germany and the Netherlands record persistently large current account surpluses, linked to an
excess of savings over investments, compounded by high private debt in the Netherlands.

6. Review of the EU economic governance framework

In accordance with the so-called “Six-pack” and “Two-pack” Regulations'®, the Commission published in
February 2020 a Communication on “Economic governance review”. The purpose of this Communication
was to start a public debate on the extent to which the different surveillance elements introduced or
amended by the 2011 and 2013 reforms have been effective in achieving their key objectives, namely:

(I) ensuring sustainable government finances and growth, as well as avoiding macroeconomic imbalances,

(ii) providing an integrated surveillance framework that enables closer coordination of economic policies in
particular in the euro area, and

(iii) promoting the convergence of economic performances among Member States.

In the context of the review exercise, the Commission launched a public debate, to give stakeholders the
opportunityto provide their views on thefunctioning of surveillance so farand on possible ways to enhance
the effectiveness of the framework in delivering on its key objectives. Originally, citizens and institutions
were invited to submit their responses to the questions set in the Communication by 30 June 2020.
However, the public debate has been impacted by the need to focus on the immediate challenges of the
coronavirus crisis. Therefore, the period of public consultation has been extended and the Commission is
expected toreturn to the review exercise when the immediate challenges havebeen addressed.

The ECON Committee agreed to launch an own-initiative report on the review: The review of the macro-
economic legislative framework for a better impact on Europe’s real economy and improved transparency of
decision-making and democratic accountability (Rapporteur Marques Margarida). Meetings with experts on
different relevant topics took place during autumn 2020 and a draft report as well as amendments were
tabled during spring 2021. The votein ECONis plannedfor 21 June.

Following a request of the ECON Committee, expertiseby academic experts hasbeen published on:

e “Theroleof fiscalrulesin relation with the green economy” and
e “Benefits and drawbacks of an "expenditure rule", as well as of a "golden rule", in the EU fiscal
framework”.

For each of the two topics, three papers by academic experts have been published; a separate EGOV briefing
provides summaries of them. Furthermore, the ECON Committeehas requestedfour expertsto write papers
on “Euro areafiscal policies and capacity in post-pandemictimes”; thefirst one, by C. Cottarelli, is available
here.

On 16 June, the EFB stated in its report “Assessment of the fiscal stance appropriate for the euro area in
2022" thatagreeing on a revised economic governance framework before deactivating the general escape
clause would contribute to a smooth normalisation of fiscaland monetary policies.

9 Report on the application of Regulations (EU) No 1173/2011,1174/2011,1175/2011,1176/2011,1177/2011,472/2013 and
473/2013 and on the suitability of Council Directive 2011/85/EU”, i.e. the set of legal acts comprising the provisions on the EU
economic governance framework, published in2011 and 2013, also known as “Six-pack” and “Two-pack”.
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On 30 June, the Portuguese Council Presidency intends to hold a High-Level Conference on the Recovery.
The event aims to contribute to reflection on the post-COVID-19 European economic recovery, to launch
discussions on the future of economic governance in the EU and the need to rethink the European
budgetary surveillance framework.

7.Banking Union: recent developments

Monitoring reporton riskreduction measures (May 2021)

In preparation for the 21 May Eurogroup, the European Commission, the European Central Bank (ECB) and
the Single Resolution Board (SRB) published the eight edition of the monitoring report on risk reduction
indicators. The report identifies the main developments in the Banking Union regarding non-performing
loans (NPLs); minimumrequirement forown funds and eligible liabilities (MREL); andbanks’ capital, liquidity
and funding positions, as well as leverage. The assessment further distinguishes between the “legacy
position” (the period up to Q4,2019) and the “2020 position” which accounts for the COVID-19 pandemic.

The monitoring report also contains a description of selected EU banking legislative measures relevantfor
risk reduction and risk sharing, including those proposed by the Commission but not yetin force,'" and “a
non-exhaustive overview of the key national measures adopted by Member States, highlighting those
implemented over the past six months in order to reduce risks on the basis of the semester country surveillance
reports. Initiatives are grouped into four main categories: legal reforms, supervisory actions, NPL initiatives and
macro-prudential measures”.

2020 position of risk indicators

In assessing the impact of the pandemic on risk indicators, the report covers the period until end-2020. t
finds that “Banks’ capital, liquidity and leverage positions continued to improve in 2020, while NPLs on
banks’ balance sheets continued to decline. Improvements in ratios point towards the fact that the full impact
of the COVID-19 pandemic had not been reflected in balance sheets of [Banking Union Significant Institutions] as
of Q4 2020. This is in part due to the extraordinary policy measures taken in response to the COVID-19 pandemic
... Nearly half of all loans which had at one point benefited from EBA-compliant moratoria or other COVID-19-
related measures were no longer covered by these measures as of Q4 2020 (compared to 8.3% in Q2 2020)" (own
emphasis). In its written submission ahead of the May Eurogroup meeting, ECB Banking Supervision
elaborated on these credit riskindicators, and supervisory actionin this regard.

Looking at Q2,2020data, the monitoring reportfurther finds thatthe average MREL shortfall has decreased
as comparedto Q4,2019 largely duetoan increasein the stock of eligible instruments (see Figure 3for an
overview of mainindicators).

' Namely, on addressing NPLs: Proposal for a directive on credit servicers, credit purchasers and the recovery of collateral

(negotiations ongoing); Benchmarking of national loan enforcement (including insolvency) systems from a bank creditor
perspective. Regarding Sovereign bond-backed securities: An enabling framework for securities that allows for pooling and
possibly tranching of sovereign bonds from different Member States (see here and here).On EDIS: Proposal for a requlation to
establish a European-wide deposit insurance scheme.
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Figure 3: Overview of main developments

Overview of main developments*

NPLs - Legacy position. Since Q4 2014, the average gross NPL ratio decreased by 4.6 percentage points (pp) to 3.2% in Q4 2019.
During the same period, the volume of gross NPLs decreased from approximately €1trn in Q4 2014 to €506bn.

= 2020 position. The average gross NPL ratio decreased further in H2 2020, reaching 2.6% in Q4 2020. The impact of the
COVID-19 pandemic is only partially reflected in 2020 figures, in particular in view of COVID-19 measures as well as the
extensive fiscal support to borrowers.

Legacy position. The average MREL shortfall at @4 2019 against the 2024 targets under BRRD IVSRMR Il was 0.5% TREA
or €35.0 bn (1.2% TREA or €85.1 bn when the combined buffer requirement (CBER) is considered). The average MREL shortfall
against the 2022 intermediate target is 0.04% TREA or €3.0 bn (0.3% TREA or €23.3 bn when the CBR is considered).

2020 position. The average MREL shortfall against 2024 targets under BRRD W/SRMR Il decreased to 0.4% TREA or €30.3
bn (0.9% TREA or €62.2 bn considering the CBR) in Q2 2020 compared with Q4 2019 (above). The average MREL shortfall
against the 2022 intermediate target is 0.03% TREA or €2.0 bn (0.2% TREA or €11.5 bn with CBR considered).

Legacy position. The average Common Equity Tier 1 (CET1) ratio improved by 3.7 pp to 14.7% between Q4 2014
and Q4 2019.

2020 position. In the course of 2020, the weighted average CET1 increased by 0.6 pp to 15.2%.

Leverage
ratio + Legacy position. Banks have, on average, increased their leverage ratio by 1.6 pp to 5.6% between Q4 2014

and Q4 2019.
+ 2020 position. In the course of 2020, the ratio increased by 23 basis points to 5.8%.

ELTLILELE) -« Legacy position. The liquidity and funding position of banks, as measured by the Liquidity Coverage Ratio (LCR)
Net Stable and the Net Stable Funding Ratio (NSFR) improved between Q4 2014 and Q4 2019 to 145.9% and 113.6% in Q4
Funding 2019 respectively. Both the LCR and the NSFR remained consistently above the 100% minimum requirements.
position + 2020 position. The LCR and the NSFR improved by 25.8 pp to 171.8% and by 8.3 pp to 121.9% in Q4 2020
respectively, also as a consequence of policy measures taken as a result of the COVID-19 pandemic.

*Figures may not balance exactly due to the impact of rounding.
Source: Commission, ECB, SRB (2021)

The authorsofthereportdo warn, however, that “the precise impact of the COVID 19 pandemic on credit quality
as well as other indicators continues to be difficult to predict and cannot be fully quantified at this point in time”.

Given these uncertainties, the ECON Committee commissioned a number of external papers addressing
firstly, possible NPL developments and the differences, if any, to previous crises; secondly, thedrivers of the
performance of asset managementcompaniesin view of resolving NPLs; and lastly, questioning when and
how to unwind COVID support measuresto the bankingsystem. An overview of these papers can be found
hereand here.

Pandemicrelated measures

In order to contextualise the 2020 position, the monitoring report gives an overview of the various COVID-
19 policy measures taken by regulators, supervisors and national competentauthorities in order to mitigate
the pandemicshock (complementing measurestaken by monetaryand fiscal authorities).

The ECB adopted a number of supervisory measures aimed at safeguarding the stability of the banking
system, by inter alia, relaxing the capital buffer requirements and allowing banks to fully use their capital
and liquidity buffers, including Pillar 2 Guidance. In order to supportlending to the real economy, it was
advised to avoid procyclical assumptions in provisioning and use some flexibility in NPL classification and
implementation of reduction strategies. Moreover, the EBA has issued guidelines that allowed banks to
apply payment moratoria for their clients without reclassifying them as defaulted or under forbearance.
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Also, in order to givebanks moreoperational capacity tohandle the crisis outbreak,implementation of Basel
Il and annual stresstest exercise were postponed.

These efforts were complemented by the CRR“quickfix” package,including the Commission’s Interpretative
Communication on the EU's accounting and prudential frameworks, and legislation adopted on 24 June
which included exceptional temporary measuresto allow banks to continue to lend despite the pandemic
crisis.

Macroprudential policy authorities have also contributed to the ability of the financial sector by releasing
theaccumulated macroprudential buffers (in the cases where such bufferswere accumulated by the banks
before the outbreak of the pandemic) giving the much needed liquidity supportand lending capacity to the
banks. Also, the European Systemic Risk Board (ESRB) issued five recommendations that were aiming to
address variouschallenges stemming fromthe coronavirus pandemic (such as liquidity risks in investment
funds or arising from margin calls among others) and its potential impact.

A more detailed list of pandemic related measurescan befound in a dedicated EGOV document.

Work to complete the Banking Union

Asoutlined in the Eurogroup work programme untilJune 2021, completing the Banking Union is a priority
for the Eurogroup (as well as the current Council presidency). This entailed finalising the agreementon the
European Stability Mechanism (ESM) Treaty and early introduction of the common backstop to the Single
Resolution Fund (SRF);'> making progress on the issue of liquidity in resolution;" and reform of the crisis
managementframework.™

Regarding the SRF backstop, the SRB indicated in its May bi-annualreporting note to the Eurogroup that it
is implementing the agreement on early introduction of the SRF, and is preparing, inter alia, the Backstop
Facility Agreement, the Parallel Facility Agreement, and the termination of the Loan Facility Agreements
currently in place. Moreover, the SRB developed a collateral policy for the purposes of liquidity support if
the common backstopis used and is working with the ESM to conclude the methodologyfor assessingthe
SRB repaymentcapacity of the borrowed amounts underthe ESM credit line.

Looking ahead, the Eurogroup’s work programme for the second half of 2021 notes that “Under the mandate
received by the Eurosummit of December 2020, the Eurogroup in an inclusive format is working towards the
preparation of a stepwise and time-bound work plan on all outstanding elements needed to complete the
Banking Union and stands ready to continue the work on a consensual basis and in a holistic manner on
completing the Banking Union”. Recent reports in the pressindicate that any furthernegotiationson EDIS will
be postponed, following an impasse amongst Member States as to the way forward. The PEG is said to be
preparing a letter forthe next Leaders meeting on 24-25 June, explaining the key discussion pointsand next
steps in this regard. However, this issue is still marked as being on thedraft agenda for theJune 17 meeting
of the Eurogroup. No other inputs to the meeting are publicly available as of yet; after the meeting the
President of the Eurogroup announcedthat workwould be postponed to later in the year.

This work will build on earlier efforts by the High-Level Working Group on EDIS (HLWG), setup in December
2018. Following an initial report in June 2019, the Chair of the HLWG reported back in a December 2019
letter, proposing a programme of action so as to complete the Banking Union. Ministers mandated the
HLWG to continue working and report back by June2020. However, this deadline was pushed to December

2. See EGOV briefings here and here for more information on the backstop.

3 See EGOV thematic briefing here.
4 See details of Commission reviews here, here and here,and EGOV briefing here.
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https://www.consilium.europa.eu/media/41643/20191205-letter-president-of-the-eurogroup-to-cm.pdf
https://www.consilium.europa.eu/media/44868/st09250-en20.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2019/634357/IPOL_IDA(2019)634357_EN.pdf
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https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12732-Banking-Union-review-of-bank-crisis-management-&-deposit-insurance-framework-BRRD-review-_en
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12738-Banking-Union-review-of-the-bank-crisis-management-&-deposit-insurance-framework-SRMR-review-_en
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https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/659620/IPOL_BRI(2021)659620_EN.pdf
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2020 due to the COVID-19 crisis. This work is in parallel to the Council Ad Hoc Working Party on the
Strengtheningofthe BankingUnion (latestavailable report, from November 2020, is available here).

Box 4: Making progress on the Capital Markets Union (CMU)

Strengthening the CMU remains a priority for the Eurogroup, with the March 2021 Euro Summit reiterating that
“making progress towards a true Capital Markets Union remains essential to support the financing of the economy,
complement the Banking Union, and strengthen market-based adjustment mechanisms in theeuro area”.

In September 2020, the Commission adopted a CMU Action Plan, which proposes 16 actions with three key
objectives: supporting a green, digital, inclusive and resilient economic recovery by making financing more
accessible to European companies; making the EU an even safer place forindividuals to save and invest long-tem;
and integrating national capital markets into a genuine single market. In its December 2020 Conclusions on the
Commission’s CMU Action Plan, the Council welcomes these policy initiatives, while also noting the need for
developing clear and adequate indicators, so as to measure progress on CMU.

On 9 June, the Commission published a Staff Working Document on a toolkit of indicators for monitoring progress
on CMU, with regard to the three aforementioned objectives of the Action Plan. While the Commission notes the
time lag between policy adoption and visibility of its impactin statistics, it argues that “by providing a framework
for the analysis of capital markets developments, the indicators can help identify the areas where further policy
intervention is needed. The CMU indicators can be a useful starting point for more detailed quantitative structural
analysis.” Nevertheless, it finds that “For most indicators, over the examined period, the Member States with less
developed markets have also been the ones where the situation has improved the most, demonstrating the well
established ‘catching up’ effect”, but acknowledges some exceptions to this trend (regarding venture capital
markets and the role of insurance corporations and pension funds in channelling households’ long-term savings
into capital markets.
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Annex 1: Gross domestic product in euro area Member States

Eurostat* (06/2021) EC (05/2021) IMF (04/2021) ECB (12/2020) OECD (05/2021)
2018 | 2019 | 2020 28?’ 2820 2821’1 2021 2022 2023 2021 | 2022 2023 | 2021 2022 2023 2021 | 2022 2023

BE 18 1.8 63 | -42 | 50 | -0.5 4.5 3.7 4.0 3.1 2.1 3.5 3.1 2.3 4.7 3.5
DE 13 0.6 48 | 3.7 | 23 | 34 3.4 4.1 3.6 3.4 1.6 3.0 4.5 1.8 3.3 4.4
EE 44 5.0 29 | 25 | 1.2 5.4 2.8 5.0 3.4 4.2 3.5 2.9 4.2 2.6 2.9 5.0
IE 8.5 5.6 3.4 8.7 1.5 | 11.8 4.6 5.0 4.2 4.8 3.7 3.1 3.9 3.8 4.2 5.1
EL 1.6 1.9 82 | 94 | 59 | -14 4.1 6.0 3.8 5.0 2.4 4.2 4.8 3.7 3.8 5.0
ES 24 20 | -108 | -86 | -89 | -46 5.9 6.8 6.4 4.7 2.8 6.8 4.2 1.7 5.9 6.3
FR 1.9 1.8 79 | -40 | -37 1.5 5.7 4.2 5.8 4.2 1.7 4.8 5.0 23 5.8 4.0
IT 0.9 0.3 89 | 52 | -6.1 0.1 4.2 4.4 4.2 3.6 1.6 3.5 3.8 23 4.5 4.4
cY 5.2 3.1 -5.1 43 | 45 | -16 3.1 3.8 3.0 3.9 3.1 4.1 3.4 2.7 - -

LV 4.0 2.0 36 | -28 | -15 | -1.3 3.5 6.0 3.9 5.2 3.9 2.8 5.3 3.7 3.2 5.6
LT 3.9 43 -0.9 0.1 -1.2 1.2 2.9 3.9 3.2 3.2 3.0 1.9 4.0 2.7 3.7 4.0
LU 3.1 2.3 -1.3 | -0.2 1.6 5.0 4.5 3.3 4.1 3.6 3.1 4.7 5.0 3.8 4.8 2.8
MT 5.2 5.5 78 | 99 | -7.8 | -1.8 4.6 6.1 4.7 5.6 4.6 5.9 4.4 4.2 - -

NL 24 1.7 3.7 | -24 | -28 | -28 23 3.6 3.5 3.0 1.8 2.9 2.9 1.9 2.7 3.7
AT 26 1.4 63 | -32 | 56 | -55 3.4 43 3.5 4.0 2.3 3.0 4.0 2.2 3.4 4.2
PT 28 2.5 76 | -55 | 6.2 | -57 3.9 5.1 3.9 4.8 2.5 3.9 4.5 2.4 3.7 4.9
S 4.4 3.2 55 | -24 | -45 1.6 4.9 5.1 3.7 45 3.6 3.1 4.5 3.1 3.5 4.6
SK 3.7 2.5 48 | -25 | -2.1 0.2 4.8 5.2 4.7 4.5 3.8 5.6 4.8 3.7 4.2 5.2
FI 1.3 1.3 28 | 27 | 07 | 15 2.7 2.8 2.3 2.5 1.5 2.2 2.5 1.5 2.6 2.7
EA 19 1.3 65  -41 | -41 | -13 43 4.4 44 3.8 1.9 3.9 4.2 2.1 43 4.4
EU 2.1 1.6 61  -40 | -39 | -1.3 4.2 4.4 44 3.9 2.3 - - - - -

* Note: Year-on-year GDP growth is provided for 2018, 2019 and 2020, while quarter-on-quarter changes are provided for 2020 O3, Q4 and 2021 Q1.
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Annex 2: Inflation (annual rate of change) in euro area Member States

Eurostat* (06/2021) EC (05/2021) IMF (04/2021) ECB (12/2020) OECD (05/2021)
2018 | 2019 | 2020 2822;0 2810 2021Q1 2021 2022 2023 2021 2022 | 2023 | 2021 § 2022 2023 2021 2022 | 2023

BE 2.3 1.2 0.4 0.8 0.5 0.9 1.8 1.5 1.7 1.9 1.8 1.7 1.9 1.9 1.5 1.2
DE 1.9 1.4 0.4 -0.4 0.6 0.5 2.4 1.4 2.2 1.1 1.5 1.8 1.3 1.6 2.6 1.6
EE 3.4 2.3 -0.6 -0.1 0.0 -0.3 1.6 2.2 1.8 2.5 2.1 1.3 2.0 2.0 1.9 2.4
IE 0.7 0.9 -0.5 -0.4 0.2 0.9 0.9 1.3 1.6 1.9 2.0 -0.7 0.3 0.9 0.8 1.6
EL 0.8 0.5 -1.3 1.5 0.2 1.0 -0.2 0.6 0.2 0.8 1.0 -0.1 0.6 0.9 0.2 1.2
ES 1.7 0.8 -0.3 0.4 0.2 1.9 1.4 1.1 1.0 1.3 1.5 0.6 1.2 1.3 1.6 1.1
FR 2.1 1.3 0.5 -0.6 0.2 0.7 1.4 1.1 1.1 1.2 1.3 0.5 0.8 1.0 1.4 0.8
IT 1.2 0.6 -0.1 0.9 0.2 1.8 1.3 1.1 0.8 0.9 1.0 0.5 0.9 1.2 1.3 1.0
cYy 0.8 0.5 -1.1 -0.8 -0.4 1.4 1.7 1.1 0.5 0.8 1.2 0.5 0.9 1.4 - -

LV 2.6 2.7 0.1 -0.1 0.0 0.8 1.7 2.0 2.1 2.2 1.9 1.1 1.6 1.7 1.2 1.7
LT 2.5 2.2 1.1 0.3 0.0 1.0 1.9 1.9 1.5 1.9 2.0 1.1 1.8 1.8 1.8 1.8
LU 2.0 1.6 0.0 -0.2 0.4 1.8 2.1 1.6 0.9 1.8 1.9 1.9 1.7 1.7 2.2 1.3
MT 1.7 1.5 0.8 -1.3 -0.3 1.0 1.2 1.5 1.1 1.4 1.5 0.9 1.4 1.6 - -

NL 1.6 2.7 1.1 -0.4 0.5 0.3 1.6 1.4 1.4 1.5 1.6 1.5 1.5 1.6 1.8 1.5
AT 2.1 1.5 1.4 0.8 0.6 1.2 1.8 1.6 1.6 1.8 2.0 1.4 1.7 1.7 2.0 1.9
PT 1.2 0.3 -0.1 0.8 -0.1 1.5 0.9 1.1 0.9 1.2 1.3 0.3 0.9 1.1 1.0 1.0
Sl 1.9 1.7 -0.3 -0.2 -0.1 0.6 0.8 1.7 0.8 1.5 1.6 0.9 1.3 1.6 0.8 1.1
SK 2.5 2.8 2.0 0.0 -0.1 0.6 1.5 1.9 1.2 1.9 2.0 0.6 1.8 1.9 1.1 1.2
FI 1.2 1.1 0.4 0.0 0.2 0.3 1.2 1.2 1.4 1.5 1.6 0.9 1.2 1.5 1.8 1.5
EA 1.8 1.2 03 0.1 0.3 0.9 17 13 14 1.2 14 1.0 1.1 14 1.8 13
EU 1.9 1.5 0.7 0.0 0.3 0.9 1.9 15 1.6 14 1.6 - - - - -

* Note: Average annual rate of HICP change is provided for 2018, 2019 and 2020, while information on monthly rate of HICP change for the last month of the quarter is provided for 2020 Q4 and
2021 Q1.
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ANNEX 3: Current supranational financial support instruments based on EU market borrowing (beyond the MFF
programmes and EIB lending)

All EU Members States

Non-Euro Area Member

Euro Area Member States only

States only
Recoveryartd.ResiIience SURE EFSM Balance ofF.'ayments !ESM
Facility Facility lendingtools
Name of executiveEU | Council /Commission Council / | Council/Commission | Council/Commission ESM governing bodies (Board of
body Commission Governors and Board of Directors)
Objective Promotion of economic, social | Address the impact | Preserve financial | Provide balance of | Mobilise funding and provide stability
and territorial cohesion by | of the COVID-19 | stability of the | payments assistance to EU | support to ESM Members which are
improving the resilience and | outbreak and | European Union by | countries outside the euro | experiencing, or are threatened by,
adjustment capacity of the | respond to its socio- | providing financial | area that are experiencing | severe financing problems, if
Member States, mitigating the | economic assistance to a | orthreatened by difficulties | indispensable to safeguard the
social and economic impact of | consequences. Member State whichis | regarding their balance of | financial stability of the euro area as a
the COVID «crisis, and | Addressed to | experiencing, or is | payments whole and of its Member States
supporting the green and | financing short term | seriously threatened
digital transitions unemployment and | with, a severe
employment support | economic or financial
schemes disturbance caused by
exceptional
occurrences beyond its
control
Permanent or | Temporary (payments until 31 | Temporary Temporary Permanent (as long EU | Permanent
temporary December 2026) (decisions on budgetenablesit)
requests forfunds by
31 December2022)
Legal base European  Parliament _and | Council Regulation | Council requlation | Council requlation | Intergovernmental agreement based
Council Regulation issued | (EU) 2020/672 of 19 | 407/2010issued under | 332/2002 issued under Art | on Art 136 TFEU (ESM Treaty)
under Art. 175 TFEU May 2020, issued | Art. 122 TFEU 143 TFEU
under Art. 122 TFEU
Loans and/orgrants | Loansand grants Loans Loans and creditlines | Loans Loans, credit lines, primary and
secondary market support
Current EUR 672 bn (2018 prices) EUR 100 bn at| EUR60bnatinception; | EUR 50bn at inception; EUR | Around EUR 704 bn subscribed capital.
lending/support inception;  around | never increased. | 13.4 bn utilised, EUR 0.2 bn | The currentlending capacity available
capacity EUR 9,7 bn available | Around EUR 13,2 bn | available is around EUR 410 bn

available
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https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R0241
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R0241
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32020R0672
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32020R0672
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02010R0407-20150808&qid=1608049535687&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02010R0407-20150808&qid=1608049535687&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02002R0332-20090528&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02002R0332-20090528&from=EN
https://www.esm.europa.eu/sites/default/files/20150203_-_esm_treaty_-_en.pdf
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All EU Members States Non-E; roArea Member Euro Area Member States only
tates only
Recoveryar!c!ResiIience SURE EFSM Balanceoflfayments !ESM
Facility Facility lendingtools
Funding/Capital/Gua | Borrowings by Commission | Borrowings by | EU budget guarantees | Borrowings by Commission | Borrowings in international capital
rantee/Resources guaranteed by the EU budget | Commission (the margin of budget) | guaranteed by the EU | marketsguaranteed by ESM capital
guaranteed by the budget
EU budget and
Member States
Decision-making Council Council Council Council ESM Board of Governors
/Implementation
Eligibility/Conditiona | Alignment with EU priorities; | Amounts available | Stricteconomic macro- | Strict economic macro- | Depending on the financial assistance
lity possibility of  suspending | are to be used to | conditionality conditionality enshrined in | instrument
payments in case of non- | cover increases in | enshrined in  an | an economicand
compliance  with sound | health related | economicand financial adjustment
economic governance | expenses due to | financial adjustment | programme
requirements. Disbursement | COVID-19 crisis programme
pending on the achievement of
milestones and targets

Disclaimer and copyright. 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 European Parliamentis given prior notice and senta copy. © European Union, 2021.
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