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Vincent Van Peteghem, Deputy Prime Minister of Belgium and Minister of Finance is particjpating in the ECON
Committee in his capacity of President of the ECOFIN Councilduring the Belgian Presidency (January - June 2024). In
accordance with the Treaty of the Union, “Member States shall regard their economic policiesas a matter of common
concern and shall coordinate them within the Council”.

This document provides an overview of the Belgian Presidency priorities in ECON matters, including the Councils
work relating to the implementation of the European Semester for economic coordination, notably the application
of the Recovery and Resilience Facility, and other policy streams relevant to the EU single market and the deepening
of the Economic and Monetary Union, including the review of the EU economic governance framework.

1. The ECON-related priorities of the Belgian Presidency

The Belgian Presidency’s priorities in the Economicand Financial Affairs Council include the following policy
areas inter alia:

e Concluding theeconomic governance review,

e Ensuring long-termfinancial support to Ukraine and its reconstruction,

e Reviewing and monitoring the implementation of the Recovery and Resilience Facility (RRF),
including REPowerEU,

e Facilitating work on new resources and finalising the mid-term review of the 2021-2027
Multiannual Financial Framework,

¢ Advancing work to tackle tax evasion, tax avoidance, aggressive tax planning and harmful
tax competition. Other goals include tackling tax abuse due to withholding taxes and exploring
further harmonisation of taxrules in other areas. Among specific legislative actions, the Presidency
seeks to narrow the VAT gap by focusing on the proposal on “VATin the digitalage”, contribute to
the revision of the Union’s Customs Code and of the Energy Taxation Directive.
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In the area of financial services, the Presidency is aiming at finalising outstanding files under discussions,
particularly those in negotiations with the European Parliament, with a view of strengthening the Capital
Markets Union and the Banking Union. Concretely, itindicates that it would aim to:

e Furtherdeepentheinternal market through the EU retailinvestment strategy and the Listing Act.

e Improve the attractiveness of EU clearing services, in line with the overarching focus of the
Presidency on competitiveness,

e Enhancefinancialliteracy andinclusion.

e Continuethereview ofthe Bank Crisis Managementand Deposit Insurance (CMDI) framework

e Finalisethediscussions on the Environmental, Social and Governance (ESG) Rating Regulation

e Advancethefight against moneylaundering and the financing of terrorism (AML/CTF)

The Council published the indicative calendar of high-level events during the Belgian Presidency.

A first ECOFIN under the Belgian Presidency took place on 16 January 2024 and the following items were
discussed: the Presidency work programme for thefirst partofthe year, the guidance for future workahead
of the G20 meeting of finance ministers and central bank governors of 26-29 February 2024 as well as the
state of play on the economicand financial consequencesofthe Russian war in Ukraine.

Ministers also approved the draft conclusions on the Alert Mechanism Report (AMR) 2024, on the Annual
Sustainable Growth Survey (ASGS) and the 2024 Euro Area Recommendation, in line with the roadmap
onthe 2024 European Semester cycleissued by the Spanishand Belgian Presidencies.

An Informal ECOFIN Council meeting will take placein Ghent between 22 and 24 February 2024.

Given thetiming of the European elections (6-9 June 2024), the Belgian Presidency is set to prioritise work
on reaching political agreement with the EP as well as finalising outstanding technical work between
February and March to allow sufficient time for adoption in the latest plenary before the elections (April
2024). Regular discussionsamong Member States on otheropen dossiers are therefore expected to resume
only after.

Profile of the Minister

Vincent Van Peteghem: Since October 2020 Deputy Prime Minister and Minister of
Finance of Belgium. Since 2019, he is also Mayor of the Municipality of La Pinte.

Relevantprevious positions
e Member of the Flemish Parliament (2019-2020)
¢ Member of the Chamber of Representatives (2016-2019)
e Municipal councillor of De Piente (2013 - present)

e Professor of management and head of pedagogical innovation, EDHEC Business
School (2011-2020)

Academicbackground
e Ph.DinApplied Economics from Ghent University (2011)
e Degree in Management of Public Organisations from Ghent University (2003)
e Degreein Applied Economics from Ghent University (2002)
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Box 1: ECON-related legislative work in the first half of 2024

Files in trilogues:

e AML package (1) mechanisms for the prevention of the use of the financial system for the purposes of
money laundering or terrorist financing, (2) establishment of the Authority for AML and Countering the
Financing of Terrorism, (3) prevention of the use of the financial system for the purposes of money
laundering and terrorist financing)

e Clearing package (1) Regulation amending /inter alia the European Market Infrastructure Regulation
(EMIR); (2) Directive amending inter aliathe Capital Requirements Directive (CRD)

e Listingpackage (1) proposal for a directive on multiple-vote share structures, (2) proposal amending the
Markets in Financial Instruments Directive, (3) proposal amending inter aliathe Prospectus Regulation

e  EUstatistics: proposal foramending EU statistics regulation

e ESG ratings proposal for a Regulation on the transparency and integrity of Environmental, Social and
Governance (ESG) rating activities

e Economic governance review (1) SGP preventive arm, (2) SGP corrective arm, (3) Directive of national
IFls).

Files notyetunderinter-institutional negotiations:

e Better data sharing: Proposal to avoid duplicative reporting obligations for the financial sector by
ensuring authorities share information.

e Retail investment package (1) proposal for an omnibus directive on retail investor protection, (2)
proposal to modernise Key Information Documents for Packaged Retail Investment and Insurance
Products

e Digital euro package (1) proposal on the legal tender status of banknotes and coins, (2) proposal
establishing the digital euro, (3) proposal on digital euro services by providers outside the euro zone

e PSDreviewpackage (1) proposal for aregulation on payment services in the internal market, (2) proposal
fora directive on payment and electronic money services

e Banking resolution crisis management reform (1) amending the Bank Recovery and Resolution
Directive, (2) amending the SRB Requlation, (3) amending the Deposit Guarantee Schemes Directive)

e Labour marketstatisitics: Regulation on European Union labour market statistics on businesses

e  Benchmarks: proposal foramending the Benchmark Regulation

e Frameworkfor Financial DataAccess: Proposal for a regulation access to and use of customer data across
a wide range of financial services.

Box 2: 2024 European Parliamentary Week

As part of the parliamentary dimension at the EU level of EU economic governance framework, notably the
European Semester for economic policy coordination, this year's European Parliamentary Weekwill take place
on 12-13 February in the European Parliament. Itis co-organised with the federal parliaments of the Belgium in
their capacity of EU presidency parliaments.

This year's conference among EU national parliaments and Members of the EP will focus on topics like strategic
investments and reforms, the future of the singel market and taxation, lesson learned at euro@25, the social
dimension of the EU economic governance framework, the role of the EU long-term budget among other issues.

Full programme available here.
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2. Latest economic developments

The European economy is stagnating. The Autumn 2023 Economic Forecast of the European Commission
revised growth estimatesfor boththe EUandthe euroareadown t00.6% in 2023 (from 0.8% in the Summer
2023 forecasts). This downward revision is even larger (0.4 percentage point) when comparedto the Spring
forecasts. The Commissionalso cut growthestimatesfor the EU to 1.3% next year (from 1.4% in the Summer
forecasts)and the euroarea to 1.2% (from 1.3%) for 2024.

Figure 1: Differences in GDP growth rates (in %) in EU

member states Theforecasts highlight an economicslumpin the

past three quarters, pointing towards a loss in
momentum in the EU’s economy as cost of living
rises, external demand remains weak and the
monetary tightening continues. A mild rebound
could be at the horizon supported by a resilient
labour market, positive wage growth,
improvements in the external environment and
tamed inflation.

The EU labour market continues to show
robustness, with unemployment sitting at record
low level of 5.9% in November according to
Eurostat and according to Commission is
projected to stabilise around this numberin 2024
and 2025. The presence of historically low
unemployment and elevated levels of job
vacancies coupled with Ilabour shortages

Note: Data refers to seasonally adjusted year-on-year growth suggests that the labour markets still remain
rates for third quarter of 2023. Source: Furostat. tig ht

The latest data by Eurostat show that annual headline inflation in the EU, as measured by the
Harmonised Index of Consumer Prices (HICP), stood at 3.4% in December 2023. Core inflation (i.e. HICP
inflation excluding energy and food) continues to show a downward trend and has reached 4.0% in
December. In the spotlight of the ECB consumer expectations survey, expectations for the inflation has
lowered significantly, reaching their lowest level since the period shortly after the start of the Russia’s
invasion of Ukraine.

As headline inflation is easing, the ECB is keeping interest rates on hold, with the main policy rate -
the deposit facility rate (DFR) staying at 4%. Since 26 October 2023, the ECB decided to keep interest
rates unchanged while the latest monetary policy decisions from 14 December show that the ECB is
approaching the end of the hiking cycle. In period from July 2022, the ECB has delivered 10 consecutive
hikes, for a total of 450 basis points (bps), making it by far the fastest hiking cycle in the history of the euro
area.Inthe meantime, the ECBis normalising its balance sheet throughi) banks’ early repayment of Targeted
Longer Term Refinancing Operations (TLTROs), ii) stopping reinvestments of the proceeds of securities
maturing under its asset purchase programme (APP) and iii) fully reinvesting the principal payments from
maturing securities through the pandemic emergency purchase programme (PEPP) throughout the first half
of 2024. Following this, the ECB will stop reinvestments by the end of 2024.

According to the November 2023 ECB Financial Stability Review (FSR), the impact of tighter financial
conditions is yet to be feltin the real economy, thus implicitly endorsing recent decisions to pausefurther
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hikes to await for the full effects of monetary policy to kick-in. Concerns on sovereign debt sustainability
resurface among weak economic outlook, higherfunding costs, a turninglabourmarket, and disorderly real
estate developments. Tightening of financial conditions, putting pressure on sovereign interest

payments, or the lack of sufficiently prudent fiscal policy could worsen the outlook for governments
and raise worries on their debt sustainability. Challenges increasingly posed by higher borrowing debt
servicing costs to firms, households and sovereigns are prevailing. Weakening macro-financial conditions
have led to rising corporateinsolvencies, which are now on aggregate above pre-pandemic trends. Should
macroeconomic conditions deteriorate even more than expected, this could result in furtherchallenges for
private sector.

On sovereign debt markets, sovereign borrowing costs increased while spreads moderated in 2023.
While inflation can provide short-term relief in reducing the debt burden, higher nominal interest rates
increase costs for the rolling over of existing debt or issuance of new debt. Primarily due to increase of
interest rates, as early as 2022, sovereign financing conditions experienced a shift towards being less
favourable. Spreads between countries within the euro area widened as markets factored in increased risk,
stabilising and even decreasing for some heavily indebted Member States.

The Autumn EconomicForecastindicate that, relative to 2022, the EU (and euro area) government deficit
is estimated to decline only by 2 p.p. to 3.2%, as interest rates and the adverse economic environment
contribute to push EU average deficit. Overall, the EU’s aggregate debt is expected to decline to 2.8% in
2024 as further energy support measures are unwindand subsidiesto private investmentfurther retrench.
The forecasts note that 12 Member States are projected to exceed the 3% deficit/GDP ceiling in 2024. This
number is expected toriseto 13 in 2025.

While public debt ratios are declining on aggregate, this seems to be mostly driven by high inflation as
the stagnationin real GDP growth hardly makesa contribution. There remains broad heterogeneity in the
developments of public debt ratios as by the end of 2025 “five Member States (Belgium, Greece, Spain,
France, and ltaly) are expected to havedebt ratios still wellabove 100% of GDP”.In 2023, the most indebted
countries are expected to be Greece (160.9%), Italy (139.8%), France (109.6%), Spain (107.5%), Belgium
(106.3%) and Portugal (103.4%).

Figure 2: Public debt (as % GDP) in EU Member States in 2019and 2023
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Source: European Commission Spring and Autumn 2023 economic forecast.

Overall, the monetary and fiscal interplay is relevant for the current macroeconomic scenario. The
effects of monetary tightening are being gradually passed on to the economy, suggesting further
headwinds in the future, including by means of declining bank lending. The fiscal stance is turning
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contractionary in 2023 on the back of the full roll-out of pandemic-related measures and the gradual
withdrawal of government support to private investment.This will be even stronger in 2024 when energy-
related support measuresare expected to be fully phased out.

3. Economic coordination underthe European Semester Cycles 2023-2024

On 16 January 2024, the ECOFIN-Council adopted conclusion on the 2024 Annual Sustainable Growth
Survey (ASGS). It broadly agreed with the challenges and priorities outlined by the Commission.

The Council noted that the European Semester in 2024 will continue to be linked to the
implementation of the Recovery and Resilience Plans (RRPs) and the need to ensure the
complementarity of reforms and investments with other EU funding instruments. It called for keeping the
European Semester primarily focused on economic, fiscal and employment policies, including on reform
and investment challenges not addressed in the RRPs, and avoiding overlaps across various surveillance
work streams. It stressed the key role of multilateral surveillance in the European Semester and called for
adequate timing of the spring package. It underlined the importance of the continued implementation of
the MacroeconomicImbalance Procedure for addressing macroeconomicimbalances

It also underlined the importance of a revised economic governance framework for enhancing economic
policy coordination and called for timely and coherentguidance for Member States.

It stressed the importance of the implementation of country-specific recommendations (CSRs) in the
context of the European Semester.

The 2023 CSR were agreed by the Councilin June 2023"'and are divided into four subparts:

1.arecommendationon fiscal policy, including fiscaland structural reforms, where relevant;

2.arecommendation to continue oraccelerate implementation of the RRP, including its revisions
and the integration of REPowerEU chapters, taking into account potential country-specific
implementation risks, andto swiftly implement the adopted cohesion policy programmes;

3. an updated recommendation on the clean energy transition, in line with the REPowerEU
objectives;

4. where relevant, an additional recommendation on outstanding and/or newly emerging
economic or employment challenges.

According to current EU law, the Council shall approve the CSRs as recommended by the Commission or
explain publicly any changes introduces “i.e. comply or explain principle”. This year, the Council changes
the Commission’s recommendations on the timing to withdraw energy prices related fiscal measures (see
below) and made a material change to the CSR for Greece (see here EGOV comparison document).

' The Council proceeds with the formal adoption of the final texts after the European Council has discussed them, in
accordance with Article 121(2) TFEU.
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3.1.Implementation of the Recovery and Resilience Facility
The state of play of the implementation of the RRF is summarised in Table 1 below.

Table 1: State of play regarding RRF implementation (as at 31/12/2023)

BE
BG
cz
DK
DE
EE
IE
EL
ES
FR
HR
IT
CcY
LV
LT
LU
HU
MT
NL
AT
PL
PT
RO
Sl
SK
FI
SE

27 plans approved by
the Commissionand
adopted by the
Council

23 plans adopted by
COM/Council include a
REPowerEU chapter
21 pre-financing
disbursed

(EUR 56.6 billion)

10 pre-financing
disbursements for
REPowerkEU

24 Operational
Arrangements signed
All MSsent (multiple)

payment requests to
the Commission

22 MSreceived RRF-
related payments
(EUR 157 billion net of
pre-financing)

Source: European Commission (RRF scoreboard and additional information in COM press releases that was not yet incorporated into
the scoreboard)

23 Member States have submitted modified RRPs that include a REPowerEU chapter. All of those are
meanwhile endorsed by theCommission and adoptedby the Council. A large batch thereof wasadopted in
early December, namely those of Belgium, Bulgaria, Croatia, Cyprus, Finland, Germany, Greece, Ireland, Italy,
Latvia,and Romania, as wellas those of Poland and Hungary.

Apart fromincluding a REPowerEU chapter, Member States alsomade other modifications to national RRPs,
either toreflect an increase ordecreaseof the maximumfinancial contribution, or to make changes required
by “objective circumstances” (for a more detailed analysis of changes made due to objective
circumstances, please see section 1.2in a previous EGOV briefing).

Asregards the situationof Hungary: On 23 November, the Commission published a positive assessment of
Hungary'smodified RRP, which includes a REPowerEU chapter. On 15 January, the Commission published a

press release according to which it disbursed to Hungary a second (and final) tranche of REPowerEU pre-
financing in grants amounting to EUR 140.1 million, adding to the first pre-financing tranche of EUR 7795
million that was disbursed to Hungary on 28 December. The press release argues that those advance
payments will help to kick-start the implementation of the investmentand reform measures outlined in the
REPowerEU chapter, but also sets out that no disbursements can take place as long as the 27 “super-
milestones” have not been satisfactorily implemented.

Over the past weeks, the question had emerged in the publicdomain whether any disbursement would be
warranted. On 17 January, MEPs will hold a key debate in plenary and assess the situation in Hungary,
discussing the frozen EU funds with Presidents Micheland von der Leyen. A resolution on Hungary will be
puttoavoteon 18 January.
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The RRF Scoreboard, the Commission’s information platform that documents the progress of the national
RRPs, sets out that by end of 2023 a total of EUR 220 billion of grants and loans has been disbursed
(including pre-financing), which represents just 30% of the total available RRF funds, although the
programme reaches half-time. A recent Explanatory note suggests, however, that the Council remains
sceptical whether an accelerated implementation of the RRF —as recommended by the Commission —is
feasible, instead finding a continued, swift and effective implementationmore appropriate.

3.2 Fiscal policyrecommendations and coordination

With the general escape clause of the SGP deactivated, the fiscal recommendations as adopted by the
Councilin June 2023 will apply. Concretely, the Council decided that Member States whowere not projected
to be at their medium-term budgetary objective (MTO)in 2023 were recommended to limitthe growth
of net nationally financed primary expenditure to a differentiated amount that would ensure prudent
fiscal policy (see Table 2 below).

Countries that were projected to be at the MTO in 2023 were recommended to maintain a sound fiscal
positionin 2024, without such a quantitative limit.

All Member States were recommendedto wind down the energy support measures as soon as possible
in 2023 and 2024 and, if not projected to be at the MTO in 2023, use the related savings to reduce the
government deficit?

The Councilalso recommended that all Member States should preserve nationally-financed investment
and ensure the effective absorption of the Recovery and Resilience Facility (RRF) and other EU funds,
in particularin light of the green and digital transition andresilience objectives.

As arule, Member States of the Euro Area submit by 15 October their Draft Budgetary Plans (DBPs) for the
forthcoming yearto the assessmentby the European Commission andthe Eurogroup (those submitted are
available here).

These plans shall be consistent with the Council recommendationsissued in the context of the SGP and,
where applicable, with the Country Specific Recommendations (see above).

The Commission adopted its opinionson the DBPs on 21 November and the Eurogroup made a statement
onthemon 7 December 2023 (see below).

Table 2: Quantitative fiscal recommendations for 2024 (as in Council 2023 fiscal CSRs for EA MS)

CSR-1: Limiting Commission CSR-1: Limiting Commission
Count nationally financed = assessmentof 2024 Count nationally financed = assessmentof 2024
i netprimary DBPs v netprimary DBPs
expenditure expenditure
BE 2% 3,8% Lv 3,0% 4,8%
DE 2,5% 2,6% LT NA (on MTO) 7,2%
EE 4,9% 42% LU 4,8% 5,0%
IE NA (on MTO) 6,3% MT 5,9% 5,5%
EL 2,6% -0,3% NL 3,5% 5,8%
ES 2,6% 2,1% AT 4,6% 4,6%

2 The Commission recommended to the Council that all Member States wind down the energy support measures
in force by the end of 2023. However, the Council slightly deviated from this and agreed instead thatin absence
ofnew energyshocks, support measures shouldwind downonlyin 2023-2024 (see this EGOV document).
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FR
HR
IT

cYy

2,3% 2,8% PT 1,8% 5,7%
5,1% 10,3% SK 5,7% 6,5%
1,3% 0,9% SI 5,5% 2,9%
NA (on MTO) 4,3% Fl 2,2% 4,4%

Source: Council 2023 CSRs and Commission assessment of 2024 DBPs. See also the Annex to this document. Colour
codes based on the above assessment by the Commission (see also the position of the Eurogroup below).

Seven Member States are assessed as compliant with the fiscal reccommendations, while nine are not
fully aligned, and four are at risk of not meeting the criteria:

Cyprus, Estonia, Greece, Spain, Ireland, Lithuania, and Slovenia adhere to the fiscal
recommendations.

Austria, Germany, Italy, Luxembourg, Latvia, Malta, the Netherlands, Portugal, and Slovakia
show partialalignment.

Germany, Malta, and Portugal are urged to expedite the phasingout of energy support measures
by 2023 and 2024.

Italy, Latvia, and the Netherlands are advised to be prepared to implement necessary measures.

Belgium, Finland, France, and Croatia are at risk of non-alignment and are urged to incorporate
necessary measures within their national budgetary process to ensure fiscal policy in 2024 aligns
with the Council Recommendation.

Luxembourg and Slovakia are encouraged to ensure their forthcoming plans align with the
Councilrecommendations.

The Eurogroup drew on 7 December thefollowing conclusions, based on the Commission assessments:

welcomed that the DBPs of Cyprus, Estonia, Greece, Spain, Ireland, Lithuania and Slovenia are
in line with the fiscal recommendations of the Council;

noted that the DBPs of Austria, Germany, Italy, Luxembourg, Latvia, Malta, Netherlands,
Portugal and Slovakiaare broadly in line with the Council fiscal recommendations. It invited these
member states to stand ready to take action as necessary. It took note of the announcement of
Germany that adjustments might be necessary to its budget plans and welcome its willingness to
keep the Eurogroupinformed(see also Box 1 below).

noted that the DBPs of Belgium, Finland, France and Croatia risk being notin line with the fiscal
recommendation of the Council, while the fiscal policy in Belgium and France is nevertheless
projected to be contractionary. It invited these member states to consider in a timely manner and
as necessary to take action to address the risks identified by the Commission to ensure that fiscal
policy is in line with the recommendations adopted by the Counciland welcomes their commitment
tofollow-up as needed.

noted that Spain, Slovakia and Luxembourg submitted DBPs on no-policy-change basis. It
welcomed that these countries will submit updated DBPs and looked forward to the Commission
assessment of those updates.

In spring 2024, the Commission will propose to the Council to open deficit-based EDP on the basis of the
outturn data for 2023, in line with existing legal provisions. Member States should takeaccount of this when
executing their 2023 budgets and when conductingtheir fiscal policies in 2024.

For an overview of the 2023 fiscal policy recommendations for all Member States, including latest fiscal
figures, please see separateEGOV document on the implementation of the SGP.
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3.3 Macro-economicimbalances

On 16 January, the ECOFIN Councildraw the following conclusionsbased on the Alert Mechanism Report
as published by the Commission in November 2023 at the start of the European Semester Cycle 2024.
Councilwelcomes the high-quality analysis outlinedin the Alert Mechanism Report, particularly its forward-
looking assesment of a possible risk evoluton and takes note of the Commission's intention to conduct in-
depth reviews for certain Member States experiencing or at risk of imbalances. Attentive monitoring of
existing and potential imbalances is necessary, emphasising the importance of prompt policy responses.
This includes implementation of structural reforms as suggested in CSRs within the European Semester
framework, as wellas those outlined in recovery and resilience plans.

Main draft conclusions are the following:

e Despite a slowdown in 2023, the EU economy remains resilient, higher energy prices and
inflation reduced purchasing power and tighter financing conditions weighed on confidence and
demand.

¢ In the context of MIP, importance of implementing the Procedure is emphasised and stresses
the early detection and correctionof imbalances.

¢ Itrecognizes significant declines in current account balances in 2022, primarily due to soaring
energy prices and highlights inflation differentials posing challenges for competitiveness.

¢ Highlights the decline in private and public sector debt ratios in most Member States,
recognizes the impact of pandemic support packages on public debt ratios and acknowledges
sizeable corporate debt stocks andtheir potential risk.

According to the Alert Mechanism Report, the economic outlook for macro-economic imbalances is
uncertain, as robust GDP nominal growth has facilitated debt leveraging, alleviating some persistent
imbalances while exacerbating others in the environment of rising financing conditions.
Competitiveness deteriorations that were highlighted in the last year’s Alert Mechanism Report are taking
shape, driven by price and costsincreases. While some countries are dealing with inflation stickiness, others
face elevated unit labor costs, which contribute to increasing price level devergences as core rates reduce.
For Member States with high external deficits, the adjustment of external balances may prove to be
challenging. Certain countries exhibit softer adjustmentsin price reversalsin both residential real estate and
commercial real estate housing markets, while in others, the risk of spillover into other sectors remains a
concern.

During the first half of 2024, in-depth reviews will be conducted for 11 Member States that have been
identified as facing either imbalances or excessive imbalances, as outlined in the in-depth reviews from
May 2023 (CY, FR, DE, EL, IT, HU, NL, PT, RO, ES, SE). According to the scoreboard, additional review will
be conducted for Slovakiasinceit presents newly emergingimbalances, while for other countries (CZ, EE,
LV, LI, LU) there is no need to conduct additional reviews since risks are currently diminishing. Finally,
countries that deserve attention due to numerous developments (e.g., cost competitiveness, house price
growth, unit labour cost or household and non-financial corporations debt) that might pose risks are
Bulgaria, Croatia, Poland and Denmark.
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4. Completing the Economic and Monetary Union

4.1 EU economic governance reform

On 26 April, the Commission presented its legislative proposals for the EU economic governance reform.

The reform proposals by the Commissioncomprises of threelegal texts:

e Proposaltorepealandreplacethe current preventive arm of the Stability and Growth Pact;

e Proposalamending the Regulationon the corrective arm of the Stability and Growth Pact; and

e Proposalamending the Directive on the requirementsfor budgetaryframeworks of Member States
These legaltexts propose defactoamendmentsthat would also affect the applicationof some of the other
EU economicgovernance legal acts in force today?.

Box 4: Core elements of the Commission’s proposal for EU economic governance reform

The proposals of the European Commission aim at striking a balance between reductions of debt levels and
supporting sustainable growth, while promoting national ownership, improving enforcement and simplifying the
rules. The proposals pivot around a number of key elements:

e Country-specific fiscal adjustment: Depending on levels of public indebtedness, as measured by the
Maastricht reference values of debt above 60% of GDP and deficit above 3% of GDP, the Commission would
propose technical trajectories for debt/deficit reduction. After bilateral discussions with the Commission
and endorsement in Council, each Member State would adopt country-specific medium-term fiscal-
structural adjustment plans (MTFSP) outlining numerical targets to be achieved by the end of the
assessment period.

e Medium-term focus: The minimum length of the MTFSP would be four years, but could be extended by
three more years to achieve a more gradual debt reduction subject to the commitment to investment and
reform programmes. Changes in government would allow for a revision as long as this does not lead to
lower ambition in the fiscal adjustment effort or back loading. The Commission also envisages a certain
degree of flexibility by codifying the existence of two escape clauses and regulate their use.

e Shift towards more observable indicators: Compliance would be monitored only through net public
expenditure targets. The Commission would establish a control account to track cumulative deviations from
the expenditure path while Member States would be obliged to report annually on their plans.

¢ More automaticity fordebt-based excessive deficit procedures (EDPs): This would allow to replace the
current 1/20th annual debt reduction rule. The degree of debt challenge for a Member State would become
a key relevant factor to assess when considering the launch of an EDP.

o Safeguards: A number of safeguards are proposed to ensure that debt ratios fall below theirinitial level at
the end of the period, that fiscal adjustmentis at least 0.5% of GDP per year for deficits (expected to be) in
excess of 3% of GDP, that in case of extensions most of the fiscal adjustment is delivered in the first four
years and prevent back-loading /lowering of fiscal adjustment efforts.

Council negotiating position

On 20 December 2023, the Council reached a political agreement on the economic governance
reform. Following the formal endorsement of an official negotiating position (general approach) by
ambassadors on 21 December 2023, the Council is now ready to start interinstitutional negotiations with
the EP (see Council's negotiating mandate on the preventive arm here and agreements in principle with a
view of consulting the EP on the corrective arm here and on budgetary frameworks here).

The Proposal to repeal and replace the current preventive arm of the SGP has a connection with Regulation No 1176/2011 to preventand correct
macroeconomic imbalances: if a Member State does not fulfil its commitments regarding reforms and investments outlined in its medium-term
fiscal-structural plan to address the CSRs relevant to the Macroeconomic Imbalances Procedure, the Council may issue a recommendation
declaring that an excessive imbalance exists. Moreover, when providing an opinion on the draft budgetary plans submitted pursuant to Article
6 of Regulation No473/2013, the Commission should assess if the DBPs are consistent with the net expenditure paths pursuant to this proposal
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The Council generalapproach was structured around four building blocks, namely:

» Institutionalbalance

» Common safeguards

» Fiscalspaceforinvestmentsand incentives for reforms
» Credible enforcementand ownership.

Among its major changes, the Council agreed on the introduction of a number of additional safeguards,
including:

e Adebt sustainability safeguard, by which the technical trajectoryshallensure a minimumannual
average reduction in the projected general government debt-to-GDP ratio by 1 p.p. for Member
States with publicdebt above 90% of their GDP and by 0.5 p.p. for those with ratios between 60 and
90%.

e A deficit resilience safeguard to ensure continued fiscal adjustment by creating a “common
resilience margin” relative to the 3% reference value of deficit to GDP. This margin would be setin
structural terms at 1.5%. It furthermore requires that the yearly improvementin the structural
primary balance to achieve the margin should be 0.4% of GDP, with the possibility to reduce it to
0.25% in case of an extension of the adjustment period.

¢ Deviations from the net expenditure path recorded in the control account of 0.3 p.p. of GDP
annually or 0.6 p.p. on a cumulative basis should lead the Commissiontoissueareportundera
debt-based EDP. The control account would be reset after the endorsement of a new MTFSP. The
Councilfurther defines some keyfactorsto be takeinto account forthe purpose of opening an EDP,
e.g.a substantial debt challenge should alsoconsidered as a key aggravating factor. Similarly, for a
transitory period between 2025 and 2027 the increase in the interest rates should be take into
account when setting the EDP corrective trajectory.

On key accountability and transparency issues, Member States did not substantially change the
Commission’s proposal on the role of the European Parliament, but still tabled a few relevant
amendments to boost the national dimension of the framework (e.g. calling for the involvement of
national parliamentsin the European Semester or removing the possibility for the EP to invite a Member
State to an exchange of views when at risk of deviating from net expenditure path or exceeding the 3%
deficit-to-GDP ceiling).

The framework for the European Fiscal Board (EFB) and Independent Fiscal Institutions (IFls) is also
changed, with the text being more prescriptive on the advisory role of the EFB and softening the role of the
IFls in assessing deviations from the net expenditure path. At a later stage, a review might also allow to
explore the establishment of minimum standards for IFls. Overall, the Council seems to be limiting
accountability checks by IFIs and favouring instead additional involvement (though limited) of
national parliaments. This is done by emphasising the non-binding nature of the IFls’ opinions and
introducing across the board a requirement that their opinions are provided when explicitly requested by
the EU’s executive bodies (Commissionor Council) in a number of areas.

On other issues, the Council further specifies the conditions to be met by reforms and investment to
justify an extension of the adjustment period of at most 3 years and describes the timing for the
budgetary planningin 2024. This would require the Commissionto issue prior guidance to Member States
by 15 February 2024 and the submission of MTFSP by 30 April 2024, unless there is an agreement on the
extension of the deadline “by a reasonable period of time”.

A number of transitional arrangements are also introduced. These would allow commitments under the
RRF to be taken into account for the extension of the adjustment period or to give consideration to
RRF loans and national co-financing of EU funds in 2025 and 2026 when a country requests an exception
to the no-backloading safeguard. Member States would also be temporarily allowed to use “more stable
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series than the ones resulting from the commonly agreed methodology’ in order to acknowledge “the
exceptionalimpact ofrecent economic shocks and currentuncertainty on estimates of potential growth”

European Parliament’s ECON Committee’s position

On 11 December 2023, the European Parliament’s Committee on Economic and Monetary Affairs
(ECON), the lead committee for the three proposals, adopted its position on the reform.
Interinstitutional negotiations with the Council (so-called “ trilogué’) will only start once the EP plenary has
provided its mandate. Formally, the EP has only a role as co-legislators for the preventive arm proposal
(ordinary legislative procedures) while it will be consulted on the othertwo proposals.

The EP position, preparedunderthe leadership of MEPs Estherde Lange(EPP, NL) and Marguerida Marques
(S&D, PT) as co-rapporteurs, was further informed by an opinion of the Committee on Employment and
Social Affairs (EMPL) based on its areas of competence (e.g. European Pillar of Social Rights in the context of
the European Semester) under the leadership of MEP Gabriele Bischoff (S&D, DE).

Please see here the EP press release following the vote in the ECON Committee. The final reportas voted by
the committee are available here (preventive arm), here (corrective arm) and here (national IFls).

Notable changes relative to the Commission proposal include:

e Exclusion of co-financing from net expenditure definition - government expenditure on Union’s
programmes, though capped at 0.25% GDP, as well as cyclical elements of unemployment benefit
expenditures and costs related to costs of borrowing underthe RRF are now excluded.

e Revision of the process for the definition of a “reference trajectory” - Member States with debt
above 60% or deficit above 3% require the Commission to propose a "reference trajectory” in a report
to the EP and Council. This trajectory should be based on a publicly available methodology andinclude
data, assumptions, and calculations for replication. It involves dialogue between the country and the
Commission. Forfurtherdetails on the process see Figure 6 below.

¢ Introduction of annual fiscal consolidation of 1 p.p. of GDP on average for highly indebted
Member States - A rule mandates a yearly reduction of public debt by 1 p.p. for countries with debt
ratios above 90% GDP, and at least 0.5 p.p. for those between 60% and 90%. Exceptions exist for deficit
over 3% but debt below 60%. There is also deletion of the requirement for net expenditure growth to
stay below medium-term outputgrowth.

¢ Enforcement role of the control account is made more binding - Member States are considered non-
compliant with their net expenditure pathif the cumulativebalance on the controlaccountexceeds 1%
of GDP during growth years. An exception allows temporary deviation (up to 5 years) for strategic
investmentsaligned with Union priorities.

e Specifics on Medium-Term Fiscal-Structural Plans (MTFSPs): The text outlines criteria for MTFSPs,
including setting nominal targets for the net expenditure path. Key points include focusing on
sustainable debt reduction, addressing warnings from the Commission/Council, aligning with Union
priorities (defined in the text), and evaluating publicinvestment gaps.

¢ Introduction of a MTSTP scoreboard to display the progress of implementation of the MTFSPs. It
includes reforms, investments, Union priorities, net expenditure path status, and national public
investment gaps. It'll be online by June 2024, updated biannually, and publicly accessible.

e Stronger role for the European Parliament:

o EP's strengthened role: The European Parliament now gets simultaneous and equal
information as the Council, with more involvement in the European Semester. It can call for
appearances from the Commission and Member States, and the Counciland Commission must
regularly reportto the EP.The Eurogroup submitsan annualreport.

o New Dialogues introduced:
. European Semester Dialogue: Leaders appear before the EPupon invitation.
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= MTFSP (‘Medium-Term Fiscal Structural Plan’) Dialogue: Commission appears
at committee level upon EP's request. EP can invite various presidents (Council,
EUCO, or Eurogroup) for discussions. Commission considers these dialogues and EP
resolutions in its policies.
o The EP's competent committee can invite Member States to participate in discussions
when the Council issues recommendationsto Member States in case of failures to submit a
Multiannual Financialand Strategic Plan, non-compliance with commitmentsleading to an
extension of the adjustment period, or when the Council recommends measures toaddress
therisk of surpassingthe 3% reference value for debt-to-GDP.
e The framework forIFls and EFB is substantively revised:
o EFB: To beanindependentadvisorybody with diverse members, advising multiple entities.
o IFIs: Need diverse views in assessments, should disclose minority positions. Proposals suggest
publicising their opinions and sharingbest practices among IFls coordinated by the EFB.
o Commission Assessments: Should be accompanied by EFB opinion on Union aspects and
relevant IFlopinions on national aspectsregarding MTFSPs.
e General Escape Clause activation: EFB's opinion should accompanyactivation, buta delay should not
hinder the Commissionfrom recommending clause activation.
e Thereview is anticipated to end-2028 and shall assess if Communication on Making the Best Use of
Flexibility within the SGPis still fit for purpose.
¢ New relevant factor for the purposes of a debt-based EDP: Proposed factors for assessing the
launch ofan EDP in the preventive arm include commitmentsto common priorities, investmentsin
Recovery and Resilience Plans, cohesionfunds,and futureEU investment instruments.

Figure 3: The newreference trajectory process proposed by the European Parliament

4 At least 2 months before \
( ) submission of MTFSP ( )
« The Commission shall » Member States with debt
provide co-legislators above 60% or deficit
with a country-specific « The Commission and the Member States shall hold above 3% shall update
medium-term publicdebt a dialogue, where that Member State may present their proposal for a
projection framework its proposal to the Commission (accompanied by reference trajectory
based on the DSA, the opinion of its IFI).
macroeconomic forecasts « In case of a failure of the Members to present,a
and assumptions. MTFSP or the choice notto presentone or in lack
At least 3 months before ?f an agreement, the Commission shall put 2 months before the
o orward a reference trajectory. o
the submission of a submission of the next

Member State's MTFSP \_ _J MTFSP

Source: EGOV based on ECON report.
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4.2 Completion of the Banking Union

After a number of delays, the Commission’s proposal for reforms of the crisis management and deposit
insurance (CMDI) has arrived in April 2023. The proposal’scentral elements are:

¢ Modifications of the public interest assessment that areintended to ensure resolution is applied
more often. We consider these modificationsin more detail here;

e Some extensions of deposit guarantee coverage in the margins, while leaving the generallimit
of 100.000 Euro in place. However, general depositor protection is proposed to become a public
interest objective that resolution authorities will have to pursue, likely avoiding losses for
uninsured depositors in many cases, as discussed in this briefing.

e A modification of the insolvency ranking of deposits. Basically, all deposits are supposed to enjoy a
privileged ranking, which does not distinguish anymore between deposits covered by the deposit
guarantee schemes directiveand those that are not. While this measure leaves the coverage by the
deposit guarantee untouched, it aligns the incentives of the deposit guarantee scheme with those
of uncovered depositors. By consequence, the Commission hopes that the deposit guarantee
scheme will be more likely to fund resolution measures which then eventually (1) improves the
likelihood of avoiding losses for all depositors and (2) facilitates the resolution of banks that are
predominantly deposit-funded; Tightening of the criteria for public support to banks outside
resolution;

¢ Anew phase of involvement of the resolution authority with a bank that precedes resolution. It
is triggered when the supervisor sees a “material risk”of the bank becoming failing or likely to fail.
Please seethelast section of this briefing for additional detailand some initial thoughts on possible
implications;

Council is examining the proposals at working group level. According to its priorities, the Belgian
Presidency wants to “take forward” this file, which suggests that it does not necessarily expect reaching a
General Approach.

Furtherreading:

e Bankcrisis managementand depositinsurance
e Arevised publicinterest test for bank resolution, how much will it matter?
e CMDIreform: Whataretheimplicationsfor depositors?

Meanwhile, the backstop for the Single Resolution Fund is still notin place. While it has long been agreed
atgovernments’ level, it had to beratified by national parliaments together with other changes to the ESM
treaty. Theratification by theltalian one failed in December; see here.

4.3 Progress of the Capital Markets Union

The Capital Markets Union (CMU) project, put forward by the Commission in 2015, is pursued by the EU to
put finance for the economy onto stronger and broader foundations. Since, there have been numerous
legislative initiatives and follow-up communications from the Commission, yet among finance ministers
there are concerns that EU capital markets have still not caught up with international peers.

On 28 April 2023, representatives of the European Parliament, the current and incoming (i.e., the Spanish)
presidencies of the Council of the EU, and the Commission committed to finalising pending CMU
initiatives as quickly as possible, in any case beforethe end ofthe current legislative cycle; see Box 1 on
page 2 for a list of ongoing and pending legislative procedures. Among those, Solvency 2 is subject to a
provisional politicalagreementwhile trilogues on the Listingand Clearing packages will be ongoing under
the Belgian presidency. As to the Retail Investment Package, finalisation is in any case hard to achieve since
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the Belgian presidency stillhas toattain a generalapproachand the vote in ECON is scheduled on 30 January
2024.

As anaside, the Eurogroup (even though CMUis not a euro zone project) agreed on an initiative to identify
additional areas in which further progress is “possible and likely” in the years ahead - beyond the
topics that are already on the legislative agenda. See also their work program. The Eurogroup talks of a
“strategic reflection” and intends to ask the next Commission to consider the areas identified. We
understandthe Eurogroup intends to report in May 2024 to ECOFIN under the Belgian presidency.

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 Parliament is given prior notice and senta copy. © European Union, 2024.

Contact: eqov@ep.europa.eu

This document s available on the internet at: www.europarl.europa.eu/supporting-analyses
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