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INTRODUCTION
The European Semester is a cycle for the coordination of economic, social and fiscal policies in the
European Union. It is part of the European Union's economic governance framework. It allows EU
Member States to discuss their economic and budgetary plans and monitor progress throughout
the year.
The Lisbon Treaty has empowered national parliaments to “contribute actively to the good
functioning of the Union” (Art. 12 TEU). The European Parliament and national parliaments play an
increasing role in this process, according to their respective competence. Parliamentary scrutiny is
necessary to guarantee the legitimacy and effectiveness of the whole economic governance
framework.
This fifth edition of the background reader on the European Semester, prepared by the Economic
Governance Support Unit (EGOV) in the Directorate for Economic and Scientific Policies of the
European Parliament, provides an overview of publications related to the European Semester from
a parliamentary perspective. It aims at further increasing the links between Members of the
European Parliament and national Parliaments, notably during inter-parliamentary meetings.
Economic Governance Support Unit (EGOV)
European Parliament

BRIEFING

EU economic developments and
projections
This briefing provides a summary of the recent economic developments in the EU
Member States and gives an overview of relevant economic projections forecasted by
major international and EU institutions.

1. Recent economic developments
According to the latest Eurostat data, the preliminary flash estimate of the seasonally-adjusted Gross
Domestic Product (GDP) in the euro area has decreased by 0.7% in the fourth quarter of 2020, compared
to the previous quarter while the decline in the EU was 0.5% during the same period. According to the
Eurostat, “these declines, related to COVID-19 containment measures, follow a strong rebound in the third
quarter of 2020 (+12.4% in the euro area and +11.5% in the EU)”.
Figure 1: Indebtedness of the general government and the non-financial corporate sector across the euro
area (percentages of GDP)

Sources: ECB.
Notes: Non-financial corporate sector debt figures are on a consolidated basis. The red horizontal line represents the estimated MIP benchmark of 76% of
GDP for consolidated non-financial corporate debt, whereby the 133% of GDP MIP benchmark for fully consolidated non-financial private sector debt is
split between households and firms based on their average past shares in the stock of euro area non-financial private debt. Consolidated non-financial
corporate debt figures also include cross-border inter-company loans, which tend to account for a significant part of debt in countries where a large number
of foreign entities, often multinational groups, are located (e.g. Belgium, Cyprus, Ireland, Luxembourg and the Netherlands). The red vertical line represents
the threshold of 60% of GDP for sovereign debt as defined in the excessive deficit procedure under the Maastricht Treaty.
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Despite a strong rebound observed in the third quarter of 2020, based on the first estimation of annual
growth for 2020 based on seasonally and calendar adjusted quarterly data, GDP fell by 6.8% in the euro area
and 6.4% in the EU and was negative for all the EU Member States for which data is already made available.
According to the ECB data “the pandemic sparked a marked increase in both sovereign and corporate debt
levels” with growing interlinkages between sovereigns, banks and firms (that are a result of the broad-based
fiscal support both at the European and national levels). This increase in the sovereign and corporate debt,
together with the declining GDP level, has caused corporate and government indebtedness ratios to go up
(see Figure 1).
According to the ECB: “Together, these measures helped prevent an abrupt contraction of credit to firms and a
wave of corporate defaults, and protected banks’ profitability and balance sheets. Thereby, they created a
virtuous circle between sovereigns, banks and corporates.“ if the interlinkeages between the various policies
are well managed. However, the ECB further cautions that “Given that corporate health has become more
dependent on the domestic sovereign’s fiscal support, the withdrawal of government support could lead to cliff
effects, giving rise to financial instabilities“.
Euro area annual inflation increased up to 0.9% in January 2021 (up from a stable level of -0.3% inflation
observed since September 2020) according to Eurostat estimate. The main components that contributed
positively were services, industry goods as well as food, alcohol and tobacco, while energy contributed
negatively.
Please see the Annexes for an overview of a more detailed data on GDP and Inflation for each Member State.
Box 1: OECD’s and Eurostat’s recovery trackers
The OECD has started publishing its Weekly Tracker of GDP that uses machine learning and Google Trends data to
provide a real-time high-frequently indicator of economic activity. It provides estimates of year-on-year GDP growth
rate in weekly frequency and covers 46 countries, including G20, OECD and OECD partner countries. According to
the OECD, it is a good estimate to track activity in abrupt periods, such as the Covid-19 pandemic. As Nicolas
Woloszko, who is working at OECD Economics Department has said: “A pre-requisite for good macroeconomic
policymaking is timely information on the current state of the economy, particularly when economic activity is changing
rapidly”.
The Tracker combines a wide range of information about search behaviour in the different regions covering
consumption patterns (e.g. “households appliances”), labour markets (e.g. “recruitment”), housing (e.g. “mortgage”),
trade (e.g. “exports”), industrial activity (e.g. “maritime transport”), poverty (e.g. “food bank”), and economic
sentiment (e.g. “recovery”). The Tracker aggregates all this timely information to present a reliable picture of the
macroeconomy.
Eurostat has also started publishing the European Statistical Recovery Dashboard to help tracking the economic and
social recovery from COVID-19 crisis. It contains monthly and quarterly indicators that are relevant for the recovery.
As Commissioner Paolo Gentiloni said “To take the right decisions, we need to have objective and timely data at our
disposal ... The Recovery Dashboard will inform our actions as we work to recover and to shape a better life for tomorrow
through NextGenerationEU”.

2. Latest economic forecasts
2.1. International Monetary Fund (IMF)
On 20 January, the IMF published its latest World Economic Outlook including economic projections 1. The
positive news of multiple vaccine approvals and the launch of vaccination in some countries already in
December strengthened the stronger than expected economic momentum in the second half of 2020.
1

The IMF publishes its’ World Economic Outlook four times a year. In their April and October publications, the IMF publishes projection updates
for all the countries, while the January and June publications include projection update only for very few selected countries. For consistency
purposes, the briefing text covers the newest available World Economic Outlook publication, while the Annex tables refer to the latest
publication, where all the country projections are provided (i.e. April and October).
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“Despite the high and rising human toll of the pandemic, economic activity appears to be adapting to subdued
contact-intensive activity with the passage of time. Finally, additional policy measures announced at the end of
2020 ... are expected to provide further support in 2021–22 to the global economy. These developments indicate
a stronger starting point for the 2021–22 global outlook than envisaged in the previous forecast”.
Euro area GDP is projected to decline by 7.2% in 2020 (the projection was revised upwards compared to the
previous IMF forecast of 8.3% decline that was published in the World Economic Outlook in October) and
get back to positive 4.2% growth in 2021 (the projection was revised down from 5.2% published in the above
mentioned October publication) and 3.6% in 2022. It should be noted that “the strength of the recovery is
projected to vary significantly across countries, depending on access to medical interventions, effectiveness of
policy support, exposure to cross-country spillovers, and structural characteristics entering the crisis”. Overall, the
pandemic crisis will setback the average living standards causing increasing inequality and rise in extreme
poverty.
According to the IMF, the uncertainty surrounding the projections remain exceptional, nevertheless, the IMF
points out that the crisis “had acute adverse impacts on women, youth, the poor, the informally employed, and
those who work in contract-intensive sectors”. Furthermore, a large uncertainty surrounding the baseline
forecasting scenario remains: “surging infections in late 2020 (including from new variants of the virus), renewed
lockdowns, logistical problems with vaccine distribution, and uncertainty about take-up are important
counterpoints to the favourable news”.
See Annexes for the forecast figures for all Member States.

2.2. European Central Bank (ECB)
On 10 December, the ECB published its latest economic projections for the euro area. Given the recent
intensification of containment measures, another decline in the economic activity in both the fourth quarter
of 2020 and first quarter of 2021 is expected.
Based on the above mentioned baseline scenario, the ECB is projecting that the euro area real GDP will
contract by 7.3% in 2020 and should rebound by 3.9% in 2021, followed by 4.2% growth in 2022. By the end
of the projection horizon (end-of-2023), the level of real GDP would stand 2.5% above its 2019 pre-crisis
level. Similarly, the HICP inflation is expected to increase from 0.2% in 2020 to 1.0% and 1.1% in 2021 and
2022, respectively. Compared with the ECB staff projections published in September, inflation predictions
has been revised down for 2020 and 2022.
In view of the uncertainty about how the pandemic will evolve, the ECB has once again prepared economic
projections under two alternative scenarios: “The mild scenario sees a more successful containment of the virus,
a swift roll-out of vaccines and limited scarring. In this scenario, real GDP would rebound by 6.0% next year,
reaching pre-crisis levels as early as the end of 2021, with inflation rising to 1.5% in 2023. In contrast, the severe
scenario, with a delayed resolution of the health crisis and substantial and permanent losses to economic
potential, would imply a marginal increase in 2021 in real GDP, which would stand in 2023 still almost 2% below
its pre-crisis levels, with inflation at only 0.8% in that year.”
See Annexes for the forecast figures for all Member States.

2.3. Organisation for Economic Co-operation and Development (OECD)
On 1 December, the OECD published its latest economic projections and was the first institution to take into
account the announcement of few available vaccines against Covid-19. It is projected that the recovery will
gain momentum over the coming two years, as it is expected that scientific progress, pharmaceutical
advances, more effective tracing and isolation, as well as adjustments in the behaviour of people and firms
will allow to progressively lift off the restrictions on mobility. The reduced uncertainty together with active
policy support improvements are expected to fuel consumption and investment.
The OECD projects that the euro area GDP will decline by 7.3% in 2020 and will pick up by 4.7% and 2.9% in
2021 and 2022 (year-on-year) respectively. Nevertheless, the OECD highlights that there are considerable
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differences projected across individual countries. Globally, it is projected that the GDP level at the end of
projection period (end-of-2022) will be around 5% below pre-crisis level.
Despite the slight upward revision of the economic projections for 2021, the economic outlook continues
to be exceptionally uncertain, with both upside and downside risks plausible. “On the upside, efficient
vaccination campaigns and better co-operation between countries could accelerate the distribution of the
vaccine worldwide. Conversely, the current resurgence of the virus in many places reminds us that governments
may be forced again to tighten restrictions on economic activity, especially if the distribution of effective vaccines
Box 2: Assessment of insolvency and debt overhang following the COVID-19 outbreak
Together with their recent economic projections, the OECD has published an analytical note investigating the
likelihood of corporate insolvency and the potential implications of debt overhang for non-financial corporations
as an aftermath pf the pandemic outbreak.
The estimations reveal that the decline is profits is sizeable (on average between 40% and 50% of normal-time
profits), which leads to a conclusion that 7.3% of otherwise viable companies (9.1% in the downside scenario) would
become distressed (see Figure A). This effect that is due to the COVID-19 shock should be added to approximately
8% of firms who are estimated to already be endangered in a no-COVID-19 scenario (resulting in a double total
number of distressed firms as compared with “normal times”).

Figure 2: Percentage of otherwise viable firms turning distressed: Whole economy and sectorial
disaggregation

Note: The figure shows the percentage of distressed firms in the upside (red triangles) and downside (green and blue bars)
scenarios for the whole economy and at the sector level (1-Digit NACE Rev2 classification). Firms are defined as distressed if their
book value of equity is predicted to be negative one year after the implementation of containment measures. The sample is
restricted ex-ante to firms having both positive profits and book value of equity in the 2018 reference year. Source: OECD
calculations based on Orbis® data.

progresses slowly. And confidence would take a hit if vaccine distribution or secondary effects proved
disappointing. The toll on the economy could be severe, in turn raising the risk of financial turmoil from fragile
sovereigns and corporates, with global spillovers.”
See Annexes for the forecast figures for all Member States.

2.4. European Commission (Commission)
On 5 November, the Commission presented its Autumn 2020 Economic Forecast. Given the rapidly changing
economic environment and uncertainty, the Commission relies on several key patterns when estimating the
projections: “first, it is clear that the future course of the pandemic will play a key role in determining the future
path of economic growth ... second, the economic impact of the pandemic and future recovery prospects will
differ widely across the EU ... [and] third, policy measures matter”. Given such a strong reliance on the
abovementioned assumptions, the Commission has provided one alternative scenario analyses for the
plausible evolution of the pandemic and its economic impact.
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The baseline scenario assumes that containment measures after a significant tightening in the fourth
quarter of 2020, will gradually ease in 2021 and 2022, however, will remain to some degree in force through
the entire forecasting horizon (which is end-of-2022). Another important baseline scenario assumption is
made with regard to the future trading relationship between the UK and the EU, which assumes (without
any prejudice to the outcome of the ongoing negotiations) that “the EU and the UK will trade on WTO Most
Favoured Nation rules from 1 January 2021 onwards”.
Under this baseline scenario, “overall, EU GDP is forecast to contract by about 7½% this year before rebounding
by 4% in 2021, which is less than previously forecast, and by 3% in 2022. This implies that the output in the
European economy would barely return to pre-pandemic levels in 2022.”
Based on the Commission baseline forecasts for each Member State, by the end of 2021, only Ireland and
Lithuania will recover to their pre-pandemic GDP level 2 (Ireland will have 0.5% and Lithuania will have 0.7%
higher GDP than at the end of 2019).
By the end of 2022, Germany (by 0.2%), Estonia (by 2.1%), Cyprus (by 0.2%), Latvia (by 2.5%), Luxembourg
(by 1.9%), Malta (by 1.4%), Slovenia (by 1.3%), Slovakia (by 1.0%), Finland (by 1.0%), Czech Republic (by 0.3%),
Denmark (by 1.9%), Hungary (by 1.7%), Poland (by 3.1%), Romania (by 1.6%) and Sweden (by 2.2%) will
surpass their GDP levels observed in 2019.
All the remaining Member States (Belgium, Greece, Spain, France, Italy, Netherlands, Austria, Portugal and
Croatia) will - according to the Commission forecast - not reach their pre-pandemic GDP levels even at the
end of 2022.
In addition, the Commission highlights several downside and upside risks that could have significant impact
on the economic outlook. Among the downside risk factors are: further unanticipated development of the
pandemic, deeper economic scars resulting from the pandemic and confinement, weaker global economic
developments as well as financial market stress would lead to lower growth, higher unemployment, higher
number of corporate bankruptcies and higher levels of non-performing loans, just to name a few. On the
upside: faster medical advances in the treatment and vaccine, a positive impact from a trade agreement
between the EU and the UK, and Next Generation EU programme (including the Recovery and Resilience
Facility) would provide a stronger boost to the EU economy that are not accounted for the in the current
projection round.
See Annexes for the forecast figures for all Member States.

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 sent a copy. © European Union, 2021.
Contact: egov@ep.europa.eu
This document is available on the internet at: www.europarl.europa.eu/supporting-analyses
2

EGOV calculations based on the European Commission Autumn 2020 forecast.
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Annex 1: EU Gross domestic product
Eurostat* (01/2021)

EC (11/2020)

2020 Q2 2020 Q3 2020 Q4

IMF (10/2020)

ECB (12/2020)

OECD (12/2020)

2018

2019

2020

2021

2022

2020

2021

2022

2020

2021

2022

2020

2021

2022

BE

1.8

1.7

-11.8

-11.6

-

-8.4

4.1

3.5

-8.3

5.4

2.7

-6.7

3.5

3.1

-7.5

4.7

2.7

DE

1.3

0.6

-9.7

8.5

0.1

-5.6

3.5

2.6

-6.0

4.2

3.1

-5.5

3.0

4.5

-5.5

2.8

3.3

EE

4.4

5.0

-5.5

3.3

-4.6

3.4

3.5

-5.2

4.5

3.7

-2.5

2.9

4.2

-4.7

3.4

3.3

IE

8.5

5.6

-3.2

11.1

-2.3

2.9

2.6

-3.0

4.9

4.3

0.5

3.1

3.9

-3.2

0.1

4.3

EL

1.6

1.9

-14.1

2.3

-

-9.0

5.0

3.5

-9.5

4.1

5.6

-10.0

4.2

4.8

-10.1

0.9

6.6

ES

2.4

2.0

-17.9

16.4

0.4

-12.4

5.4

4.8

-12.8

7.2

4.5

-11.1

6.8

4.2

-11.6

5.0

4.0

FR

1.8

1.5

-13.7

18.5

-1.3

-9.4

5.8

3.1

-9.8

6.0

2.9

-9.3

4.8

5.0

-9.1

6.0

3.3

-9.1

4.3

3.2

2.4

4.0

-

IT

0.9

0.3

-13.0

16.0

-2.0

-9.9

4.1

2.8

-10.6

5.2

2.6

-9.0

3.5

3.8

CY

5.2

3.1

-13.1

9.4

-

-6.2

3.7

3.0

-6.4

4.7

3.6

-6.2

4.1

3.4

LV

4.0

2.1

-7.1

7.1

-

-5.6

4.9

3.5

-6.0

5.2

5.0

-4.7

2.8

5.3

-4.3

LT

3.9

4.3

-5.9

3.8

1.2

-2.2

3.0

2.6

-1.8

4.1

3.7

-2.0

1.9

4.0

-2.0

2.7

3.1

LU

3.1

2.3

-7.4

9.8

-

-4.5

3.9

2.7

-5.8

5.9

3.7

-5.2

4.7

5.0

-4.4

1.5

3.8

MT

5.2

4.9

-17.1

12.7

-

-7.3

3.0

6.2

-7.9

4.8

5.5

-7.5

5.9

4.4

NL

2.4

1.7

-8.5

7.8

-

-5.3

2.2

1.9

-5.4

4.0

2.1

-4.3

2.9

2.9

-4.6

0.8

2.9

AT

2.6

1.4

-11.6

12.0

-4.3

-7.1

4.1

2.5

-6.7

4.6

2.1

-7.6

3.0

4.0

-8.0

1.4

2.3

PT

2.8

2.2

-13.9

13.3

-

-9.3

5.4

3.5

-10.0

6.5

4.8

-8.1

3.9

4.5

-8.4

1.7

1.9

SI

4.4

3.2

-9.8

12.4

-

-7.1

5.1

3.8

-6.7

5.2

3.4

-7.6

3.1

4.5

-7.5

3.4

3.5

SK

3.8

2.3

-

-

-

-7.5

4.7

4.3

-7.1

6.9

4.8

-5.7

5.6

4.8

-6.3

2.7

4.3

FI

1.5

1.1

-3.9

3.2

-

-4.3

2.9

2.2

-4.0

3.6

2.0

-3.8

2.2

2.5

-4.0

1.5

1.8

-7.3

3.9

4.2

EA

1.9

1.3

-11.7

12.4

-0.7

-7.8

4.2

3.0

-8.3

5.2

3.1

-7.5

3.6

3.3

BG

3.1

3.7

-10.1

4.3

-

-5.1

2.6

3.7

-4.0

4.1

3.7

-4.1

3.3

3.7

CZ

3.2

2.3

-8.5

6.9

-

-6.9

3.1

4.5

-6.5

5.1

4.3

-6.8

1.5

3.3

DK

2.2

2.8

-7.1

5.2

-

-3.9

3.5

2.4

-4.5

3.5

2.5

-3.9

1.8

2.5

HR

2.8

2.9

-15.0

6.9

-

-9.6

5.7

3.7

-9.0

6.0

4.4

HU

5.4

4.6

-14.6

11.4

-

-6.4

4.0

4.5

-6.1

3.9

4.0

-5.7

2.6

3.4

PL

5.4

4.5

-9.0

7.9

-

-3.6

3.3

3.5

-3.6

4.6

4.5

-3.5

2.9

3.8

RO

4.5

4.2

-12.2

5.8

-

-5.2

3.3

3.8

-4.8

4.6

3.9

-5.3

2.0

4.4

SE

2.0

1.3

-8.0

4.9

0.5

-3.4

3.3

2.4

-4.7

3.5

2.9

-3.2

3.3

3.3

EU
2.1
1.5
-11.4
11.5
-0.5
-7.4
4.1
3.0
* Note: For 2018 and 2019 the GDP growth is provided year-on-year change, while 2020 Q1, Q2 and Q3 are quarter-on-quarter changes.
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Annex 2: EU HICP Inflation (annual rate of change)
Eurostat (01/2021)

EC (11/2020)

2020 Q2 2020 Q3 2020 Q4

IMF (10/2020)

ECB (12/2020)

OECD (12/2020)

2018

2019

2020

2021

2022

2020

2021

2022

2020

2021

2022

2020

2021

2022

BE

2.3

1.2

0.2

0.5

0.4

0.4

1.4

1.6

0.6

1.2

1.4

0.4

1.7

1.9

0.5

0.7

0.6

DE

1.9

1.4

0.8

-0.4

-0.7

0.4

1.4

1.3

0.5

1.1

1.3

0.4

1.8

1.3

0.4

1.1

1.3

EE

3.4

2.3

-1.6

-1.3

-0.9

-0.5

1.4

2.1

0.2

1.4

2.2

-0.6

1.3

2.0

-0.7

1.3

2.1

IE

0.7

0.9

-0.6

-1.2

-1.0

-0.5

0.3

1.6

-0.2

0.6

1.9

-0.6

-0.7

0.3

-0.4

0.4

1.0

EL

0.8

0.5

-1.9

-2.3

-2.4

-1.3

0.9

1.3

-0.6

0.7

0.9

-1.3

-0.1

0.6

-1.2

-0.2

0.8

ES

1.7

0.8

-0.3

-0.6

-0.6

-0.2

0.9

1.0

-0.2

0.8

1.4

-0.3

0.6

1.2

-0.3

0.4

0.6

FR

2.1

1.3

0.2

0.0

0.0

0.5

0.9

1.5

0.5

0.6

1.0

0.5

0.5

0.8

0.5

0.4

0.8

-0.1

0.4

0.8

IT

1.2

0.6

-0.4

-1.0

-0.3

-0.1

0.7

1.0

0.1

0.6

0.9

-0.2

0.5

0.9

CY

0.8

0.5

-2.2

-1.9

-0.8

-0.9

0.9

1.3

-0.6

1.0

1.0

-1.2

0.5

0.9

LV

2.6

2.7

-1.1

-0.4

-0.5

0.3

1.3

1.8

0.6

1.8

2.2

0.1

1.1

1.6

0.1

0.4

1.5

LT

2.5

2.2

0.9

0.6

-0.1

1.3

1.5

1.7

1.3

1.7

1.9

1.1

1.1

1.8

1.2

1.5

1.8
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2.0

1.6
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-0.3

-0.3

0.2

1.5

1.8

0.4

1.4

1.8

0.0

1.9

1.7

0.1

0.9

1.3

MT

1.7

1.5

1.0

0.5

0.2

0.8

1.3

1.6

0.8

1.1

1.4

0.8

0.9

1.4

NL

1.6

2.7

1.7

1.0

0.9

1.1

1.3

1.4

1.2

1.5

1.5

1.2

1.5

1.5

1.0

0.9

1.1

AT

2.1

1.5

1.1

1.2

1.0

1.5

1.7

1.7

1.2

1.8

1.8

1.3

1.4

1.7

1.3

1.3

1.6

PT

1.2

0.3

0.2

-0.8

-0.3

-0.1

0.9

1.2

0.0

1.1

1.2

-0.2

0.3

0.9

-0.2

-0.2

0.3

SI

1.9

1.7

-0.8

-0.7

-1.2

0.0

0.9

1.8

0.5

1.8

1.7

-0.2

0.9

1.3

0.1

1.7

1.4

SK

2.5

2.8

1.8

1.4

1.6

2.0

0.7

1.4

1.5

1.5

1.9

2.0

0.6

1.8

1.9

0.9

1.4

FI

1.2

1.1

0.1

0.3

0.2

0.4

1.1

1.4

0.7

1.3

1.5

0.4

0.9

1.2

0.5

1.0

1.4

0.2

1.0

1.1

EA

1.8

1.2

0.3

-0.3

-0.3

0.3

1.1

1.3

0.4

0.9

1.2

0.3

0.7

1.0

BG

2.6

2.5

0.9

0.6

0.0

1.2

1.4

1.8

1.2

1.7

2.1

1.6

1.4

1.8

CZ

2.0

2.6

3.4

3.3

2.4

3.4

2.3

2.0

3.3

2.4

2.2

3.3

2.2

2.0

DK

0.7

0.7

0.21

0.5

0.4

0.3

1.1

1.3

0.4

0.9

1.2

0.4

0.7

0.9

-0.3
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1.6

0.8

-0.4

-0.3

0.1

1.2

1.5

0.3

0.8

1.1
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2.9

3.4

2.9

3.4

2.8

3.4

3.3
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3.3
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3.3

3.6
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3.8

3.4
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3.3

2.3

1.9

3.4

2.3

2.6
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4.1

3.9

2.2

2.1

1.8

2.5

2.5

2.4

2.9

2.5

2.7

2.8

2.2

2.1

SE

2.0

1.7

0.9

0.6

0.6

0.6

0.8

1.3

0.8

1.4

1.5

0.6

1.1

1.2

EU

1.8

1.4

0.7

0.3

0.3

0.7

1.3

1.5
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IN-DEPTH ANALYSIS

Implementation of the
Macroeconomic Imbalance Procedure:
State of play February 2021
This note presents the EU Member States' situation with respect to the Macroeconomic Imbalance Procedure
(MIP), taking into account the most recent assessments and decisions by the European Commission and the
Council, including the Recovery and Resilience Facility. It also gives an overview of relevant positions taken on the
MIP by EU institutions. A separate EGOV note summarises the Macroeconomic Imbalance Procedure. This
document is regularly updated.
The implementation of the Macroeconomic Imbalance Procedure (MIP) is heavily affected by the pandemic,
as is the whole European Semester, of which it is an integral component. The impact is on both the content
and the timeline of the procedure.
The Commission published the Alert Mechanism Report 2021 (AMR) on 18 November 2020, thereby
initiating the annual round of the MIP.
Chart 1: MIP scoreboard - Indicators with Member States’ values beyond the thresholds
External imbalances indicators
CA
NIP
RER
EXP
ULC

DK
DE
CY
NL
RO
CA
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HR
CY
LV
HU
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RO
SK
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DK
IE
FR
CY
LU
NL
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FI
SE
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Current Account Balance as % of GDP, 3 years average
Net International Investment Position as % of GDP
Real Effective Exchange Rate with HICP deflators, 3 year % change
Export Market Shares, 5 years % change
Nominal Unit Labour Cost, 3 years % change

Internal imbalances
HOU
CRE
PRD
GGD
TFSL

Change in deflated House Prices, 1 year % change
Private Sector credit Flow as % of GDP
Private Sector Debt as % of GDP
General Government Debt as % of GDP
Total Financial Sector Liabilities, 1 year % change

Employment indicators
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UNE
ACT
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Unemployment rate, 3 year average
Activity rate % of total population (age 15-64), 3 years change in pp
Long Term Unemployment Rate (age 15-74), 3 years change in pp
Youth Unemployment Rate (age 15-24), 3 years change in pp

Source: EGOV based on 2021 AMR. Values for 2019. See also Annex 1 and Annex 3 to this document.

The AMR is normally based on the MIP-Scoreboard, which presents data on 13 indicators that refer to the
previous years (therefore up to 2019, in the current round) and helps the Commission identify Member
States at risk of macroeconomic imbalances. Due to the exceptionality of the pandemic situation, this year
the Commission includes in its analysis of imbalances a “reinforced forward-looking assessment of risks to
macroeconomic stability”, making great use of forecasts and high-frequency data. Nevertheless, estimates
and analysis are characterised by high uncertainty.
Economic Governance Support Unit (EGOV)
Author: Alice Zoppè
Directorate-General for Internal Policies
PE 497.739 - February 2021

EN

IPOL | Economic Governance Support Unit

CONTENT
1. The launch of the 2021 annual round of the MIP

3

1.1 Main findings of the 2021 AMR

3

1.2 The MIP and the Recovery and Resilience Facility

4

1.3 Latest and upcoming procedural and institutional steps

6

2. Implementation of the MIP in the 2020 Semester

7

2.1 The autumn and winter packages

7

2.2 The “European Semester 2020 Spring Package”

9

3. The review of the Economic Governance framework

11

4. Implementation of the MIP over time

13

4.1 Member States assessed as having macro-economic imbalances

13

4.2 Implementation of CSRs underpinned by the MIP

14

Annex 1: The 2020 MIP scoreboard for the identification of possible macro-economic
imbalances (reference year 2019)

18

Annex 2: Summaries of the country specific commentaries on imbalances, risks and
adjustments (2021 Alert Mechanism Report)

19

Annex 3: Country Specific Recommendations underpinned by MIP: 2019 (including
implementation assessment) and 2020

23

Annex 4: Modifications of the MIP over time

34

Annex 5: Summaries of three studies on the functioning of the MIP and presenting
proposals for its improvement

35

2

PE 497.739

Implementation of the Macroeconomic Imbalance Procedure: State of play - February 2021

1. The launch of the 2021 annual round of the MIP
The Commission published in November 2020 its latest Alert Mechanism Report (AMR): this document
presents the analysis of the macroeconomic situation and imbalances in the EU and in each Member State,
as well as in the euro area.
The AMR launched the tenth annual round of the Macroeconomic Imbalance Procedure (see an EGOV note
for a description of the MIP procedure).
The application of the MIP in 2021 is heavily affected by the pandemic, as is the whole Semester, of which it
is an integral component. The impact is on both the content and the timeline of the procedure.
On the content, it can be noted that the AMR is normally based on the MIP Scoreboard, which presents data
on 13 main indicators and 28 additional indicators that refer to the previous years: the use of such figures is
justified by the fact that usually macroeconomic imbalances do not develop suddenly, and therefore the
surveillance tasks can be performed on the basis of somehow outdated (but complete) data. The pandemic
has completely changed such approach: data up to 2019, even if still meaningful, cannot be used to
anticipate and prevent the developments of macroeconomic imbalances. Therefore, the Commission
includes in its analysis a “reinforced forward-looking assessment of risks to macroeconomic stability”, making
greater use of nowcast, forecasts and high-frequency data, including those published in the Commission
forecast of autumn 2020.
From the procedural standpoint:
•

the Country reports, usually part of the “winter package” published in February, will be integrated with
the assessments of Recovery and Resilience Plans submitted by Member States in the context of the
Recovery and Resilience Facility (see section 1.2 below). Such assessments are expected by June 2021;

•

the In-Depth-Reviews (IDR) for countries considered at risk of macroeconomic imbalances, which are
usually part of the Country reports, will be published in late spring 2021, together with the assessment
of the Stability or Convergence Programmes, submitted by Member States in April in the context of fiscal
surveillance;

•

the “Specific monitoring” of countries experiencing macro-economic imbalances in the 2020 Semester
cycle is not taking place now, but will also be integrated with the assessments of the national Recovery
and Resilience Plans;

•

the assessment of the actions taken by countries to implement the Country Specific Recommendations
(CSRs) underpinned by the MIP - usually published in the Country reports, are vaguely summarised in
the 2021 AMR chapter devoted to country-specific commentaries.

In 2021, the Commission will propose only one “fiscal” CSR for those Member States that have submitted a
national Reform and Resilience Plan in the context of the Recovery and Resilience Facility.
1.1 Main findings of the 2021 AMR
The AMR notes that in 2019 most of the imbalances highlighted in previous years were undergoing a process
of correction: excessive large current account deficits or strong credit growth had been reduced, and the
economic recovery following the financial crisis was also supporting the correction of stock imbalances,
namely private, public and external debts. Progress was visible in the financial sector as well, with
strengthened banks’ balance sheets. The post-2013 recovery had also brought some risks in a few countries,
especially related to house prices and cost competitiveness developments (mainly in terms of labour cost).
The pandemic crisis has interrupted most of the positive developments, is aggravating a number of existing
imbalances and new risks emerge. Most notably:
•

both government and private debt-to-GDP ratios are increasing;
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•

debt repayment by the private sector (households and companies) might become difficult, due to the
reduced economic activity, with possible debt distress that might affect banks’ balance sheets and
profitability.

•

the risks emerged in 2019 related to labour costs and house prices have been mitigated by the crisis, but
may reverse, especially if house prices decrease excessively.

The horizontal analysis presented in the AMR notes that most of the economic indicators are affected not
only by the developments of the economic phenomena, but also by the denominator of the indicators,
namely the GDP: as the latter decreases, the indicators depict an even gloomier situation than the real one.
The AMR devotes specific attention to developments in the euro area as a whole. The Commission notes
that the pandemic could increase economic divergences between euro area Member States. The
Commission forecasts a trade surplus for the euro area that would keep a high current account surplus
(expected to be 1.8% of GDP in 2020 and 1.9% in 2021), thereby signalling that there is room for expanding
domestic demand. Box 1 presents some positions by EU institutions and IMF on the euro area current
accounts, also in the light of the pandemic.
The AMR concludes that surveillance activities need to focus on countries that were already identified as
having imbalances or excessive imbalances in February 2020. Therefore, the Commission recommends that
In-Depth Reviews to identify and assess the severity of possible macroeconomic imbalances be prepared
for:
•

Croatia, France, Germany, Ireland, Netherlands, Portugal, Romania, Spain and Sweden (the nine Member
States experiencing macroeconomic imbalances) and for

•

Italy, Greece and Cyprus (that were experiencing excessive macroeconomic imbalances).

Furthermore, the Commission states that it will closely follow developments in other Member States,
including the few ones that have experienced external problems in spring 2020 (related to the exchange
rate, especially in Hungary), as well as in Member States with increasing high private debt levels (Denmark,
Finland and Luxembourg) and rising public debt levels (Austria and Slovenia).
1.2 The MIP and the Recovery and Resilience Facility
In July 2020, the EU heads of State or Government agreed on the main elements of the Commission’s
recovery plan proposed in May 2021 and of the multiannual financial framework for 2021-2027. The main
components of the recovery plan are:
•

the European Union Recovery Instrument (EURI) , which allows the Commission to issue EU bonds up to
€750 bn and

•

the Recovery and Resilience Facility (RRF), which enables the provision of EU funds (up to €360 billion in
loans and up to €312.5 billion in grants) to all Member States for financing Member States’ national
projects and investments. The latter must be detailed in national recovery and resilience plans (NRRP) to
be agreed at national and EU level.

The Regulation establishing the RRF has been agreed in December 2020 by the Council and the European
Parliament; it is expected to be finalised and adopted by February 2021 (for an overview of the state-of-play,
see here); the published and final legal versions may slightly differ 1.
On 17 September 2020, the Commission had set out its strategic guidance for the implementation of the
RRF in the Annual Sustainable Growth Strategy 2021, including the temporary adaptation of the 2021
European Semester Cycle to the RRF; the Communication reads “The European Semester provides a wellestablished framework for the coordination of the economic and employment policies to guide the Union and the
Member States through the challenges of the recovery and twin transition. Member States’ recovery and resilience
plans should effectively address the policy challenges set out in the country-specific recommendations adopted
1

In particular, the numbering of articles, paragraphs and recitals will change.
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by the Council.... This includes the country-specific recommendations addressed to the Member States in recent
years and in particular in the 2019 and 2020 Semester cycles”. Annex 3 to this document presents the CSRs
underpinned by the MIP for 2019 (including the Commission’s assessment of their implementation) and for
2020. In September 2020, the Commission also presented guidance to Member States on how to present
their recovery and resilience plans, together with a standard draft template; a reviewed guidance was
published on 21 January 2021, keeping into account the legal text agreed by the colegislators.
In accordance to the RRF Regulation agreed text, the MIP (in particular the MIP Regulation, 1176/2011) will
be taken into account in the following steps of the RRF implementation, namely:
•

Eligibility of NRRPs: Member States shall prepare national recovery and resilience plans... Recovery and
resilience plans eligible for financing under this Facility shall comprise measures for the implementation of
reforms and public investment...The recovery and resilience plans shall be consistent with the relevant
country-specific challenges and priorities identified in the context of the European Semester, as well as those
identified in the most recent Council recommendation on the economic policy of the euro area for Member
States whose currency is the euro. The recovery and resilience plans shall also be consistent with the
information included by the Member States in the National Reform Programmes under the European
Semester... (Article 14, in particular 14.2).

•

Content of the NRRPs: The NRRP must set out the following elements: an explanation of how the plan
contributes to effectively address challenges identified in the relevant country-specific recommendations,
including fiscal aspects thereof, and challenges related to Article 6 of Regulation (EU) No 1176/2011 for the
Member States concerned, or in other relevant documents officially adopted by the Commission in the context
of the European Semester (Article 15.3 (a)).

•

Assessment of the NRRPs: When assessing the recovery and resilience plan and in the determination of the
amount to be allocated to the Member State concerned, the Commission shall take into account the
analytical information on the Member State concerned available in the context of the European Semester as
well as the justification and the elements provided by the Member State concerned, as referred to in Article
15.3., and any other relevant information including, in particular, the one contained in the National Reform
Programme... (Article 16.2);
The Commission shall assess the relevance, effectiveness, efficiency, and coherence of the recovery and
resilience plan and for that purpose, shall take into account the following criteria... relevance: ... whether the
recovery and resilience plan is expected to contribute to effectively address all or a significant subset of
challenges identified in the relevant country-specific recommendations, including fiscal aspects and
recommendations made under Article 6 of Regulation (EU) No 1176/2011 where appropriate, addressed to
the Member State concerned or challenges in other relevant documents officially adopted by the Commission
in the European Semester (Article 16.3(a)).

•

Suspension of commitments and payments of funds: The Commission may make a proposal to the
Council to suspend all or part of the commitments or payments in relation to any of the following cases: a)
where the Council adopts two successive recommendations in the same imbalance procedure, in accordance
with Article 8(3) of Regulation (EU) No 1176/2011 on the grounds that a Member State has submitted an
insufficient corrective action plan; b) where the Council adopts two successive decisions in the same
imbalance procedure in accordance with Article 10(4) of Regulation (EU) No 1176/2011 establishing noncompliance by a Member State on the grounds that it has not taken the recommended corrective action
(Article 9.2).
The Council shall lift the suspension of commitments on a proposal from the Commission, in accordance with
the procedure set out in the first subparagraph of paragraph 3 of this Article, in the following cases: ... b) where
the Council has endorsed the corrective action plan submitted by the Member State concerned in accordance
with Article 8(2) of Regulation (EU) No 1176/2011 or the excessive imbalance procedure is placed in a position
of abeyance in accordance with Article 10(5) of that Regulation or the Council has closed the excessive
imbalance procedure in accordance with Article 11 of that Regulation; (Article 9.6).

PE 497.739

5

IPOL | Economic Governance Support Unit

1.3 Latest and upcoming procedural and institutional steps
On 1 December 2020, the Commission presented the AMR to the ECOFIN Council, which held an exchange
of views on the subject.
On 7 December 2020, the European Parliament (ECON and EMPL Committees) hosted an Economic Dialogue
with the Commission on the “autumn package”, including the AMR.
On 18 January 2021, the Eurogroup held a thematic discussion on “Imbalances in the EA in the wake of the
COVID19 crisis”, on the basis of a note prepared by the Commission staff. Following the meeting, the
President of the Eurogroup stated “... the Commission presented an analysis showing how the COVID-19 crisis
runs the risk of aggravating the pre-existing macroeconomic imbalances in the euro area. But, of course, while
we acknowledged that risk, we also acknowledged in recent weeks that there have been very positive
developments. Thanks to the vaccination programmes being rolled out all across Europe we can now see light at
the end of the tunnel. But there is, of course, no time a role for complacency, as new waves and as new variants of
the virus emerge. We are still very much aware within Eurogroup of the need to maintain support to homes, to
workers and to businesses as they face the economic consequences of prolonged health restrictions. Our
discussion today reconfirmed the very strong consensus on the need to maintain a supportive budgetary stance.”
On 19 January 2021, the ECOFIN approved its conclusions on the 2021 AMR, based on a document agreed
in the Economic and Financial Committee (see Box 2).
The EU Institutions are expected to deal with the Europan Semester and the MIP according to the following
timeline 2:
•

22 February 2021: the European Parliament hosts the European Parliamentary Week with
representatives from national parliaments. Meetings include the European Semester Conference
and the Inter-parliamentary Conference on Stability, Economic Coordination and Governance in the
EU;

•

25-26 March 2021: the European Council holds an exchange of views on the economic situation and
provides guidance to Member States for the 2021 Stability and Convergence Programmes and for
the National Reform Programmes (that integrate the national Recovery and Resilience Plans - RRP in the context of the Recovery and Resilience Facility). It is also expected to endorse the Council
recommendation to euro area (discussed at the Eurogroup meeting of 18 January 2021 and
approved at the ECOFIN meeting of 19 January 2021);

•

Mid-April 2021: Further to the guidance provided by the European Council, Member States submit
their 2021 National Reform Programmes (integrating the national RRPs) and 2021 Stability or
Convergence Programmes;

•

Late May: the Commission presents its analytical documents on the national RRPs, replacing the
Country reports. The Commission will also publish its “recommendations for the 2021 fiscal Council
Recommendations on the National Reform Programmes and delivering a Council Opinion on the Stability
and Convergence Programmes”, including the in-depth-review for countries considered at risk of
macroeconomic imbalances;

•

18 June 2021: the ECOFIN adopts its conclusions on In-Depth-Reviews under the MIP; it approves its
conclusions on the future of the Semester in the context of Recovery and Resilience Facility in the
field of economic and financial affairs;

•

On 24-25 June, the European Council discusses and endorse the fiscal CSRs;

•

In July, the ECOFIN Council formally adopts the fiscal CSRs.

In addition, Economic Dialogues with representatives of the relevant institutions (Commission, the
Eurogroup and the Council) and Recovery and Resilience Dialogues with representative of the Commission
2

According to the Council “Semester 2021 - Roadmap” and the Eurogroup Work programme until June 2021.
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(in the context of the Recovery and Resilience Facility) are held in the competent committee(s) of the
European Parliament.
Furthermore, the Commission will resume the review of the EU economic governance framework launched
in February 2020, which includes the MIP (see Section 3).

2. Implementation of the MIP in the 2020 Semester
2.1 The autumn and winter packages
The Commission published in December 2019 the 2020 Alert Mechanism Report (AMR), thereby launching
the ninth annual round of the MIP. It identified thirteen Member States as at risk of macroeconomic
imbalances. The Commission concluded “All in all, sources of potential imbalances are broadly the same as
those identified in the AMR 2019, but prospects appear to be worsening in a number of respects.”. The ECOFIN
Council discussed the AMR in February 2020 and drew its conclusions (see Box 2).
In February 2020, the Commission published its 2020 Communication on Macroeconomic imbalances and
the Country Reports, which included the in-depth-reviews of the thirteen countries considered deserving
further analysis in December 2019. The Communication provided an overview of the evolution of
macroeconomic imbalances in the MIP context, relying on the economic agenda presented in the 2020
Annual Sustainable Growth Strategy, aimed at “competitive sustainability” and its four dimensions:
•

environmental sustainability

•

productivity gains

•

fairness

•

macroeconomic stability.

The Country reports provided a detailed analysis of the key socio-economic challenges of macroeconomic
relevance and also the Commission assessment of the Member States’ progress with the implementation of
the CSRs: Annex 2 presents the 2019 CSRs underpinned by the MIP, together with the Commission’s
assessment of their implementation.
In 2020, these reports included also some new features, namely:
•

monitoring the elements of macroeconomic relevance in the National Energy and Climate Plans
(submitted by Member States in December 2019) in the wider and more recent context of the
European Green Deal;

•

monitoring the Sustainable Developments Goals, with focus on the macroeconomic and
employment policies that can help to deliver them;

•

focusing on those regions and sectors most challenged by the transition towards climate neutrality,
in view of guiding the use of the Just Transition Fund.

The Commission assessed whether imbalances or excessive imbalances exist, also in view of possible
spillovers, and concluded that:
•

3 Member States are considered being in a situation of “excessive macroeconomic imbalances”:
Cyprus, Greece and Italy.

•

9 Member States are considered experiencing “macroeconomic imbalances”: Germany, Ireland,
Spain, France, Croatia, the Netherlands, Portugal, Romania and Sweden.

•

16 Member States are not considered at risk of “macroeconomic imbalances”: Belgium, Bulgaria,
Czechia, Denmark, Estonia, Latvia, Lithuania, Luxembourg, Malta, Hungary, Austria, Poland, Slovenia,
Slovakia, Finland and UK. (Bulgaria, submitted to IDR, was considered not a risk of imbalances)
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Source: EGOV based on European Commission, 2020

On 20 May 2020, the Commission published the draft CSRs: whilst relying on the analysis included in the
Country Reports, they mainly refer to the crisis following the Covid pandemic and the Spring 2020 Forecast.
For Member States experiencing macroeconomic imbalances, some CSRs are underpinned by the MIP. In
July, the Council adopted the CSRs, after endorsement by the European Council.
For the euro area, the Commission noted that it continued to have the world's largest current account
surplus. It was expected to decrease, because of slowing export demand, reflecting the weakening of global
trade and the higher energy deficit. The euro area surplus should be reduced to help overcoming the lowinflation and the low-interest rate environment, and to reduce the dependency on foreign demand (Box 1
presents some positions on the current account imbalance in the euro area taken by various institutions).
Once again, the Commission did not propose the opening of the Excessive Imbalance Procedure: despite
being advocated by many (see Box 3), this procedure has never been proposed.
The Country reports usually constitute the analytical basis for dialogues between the Commission and the
Member States before the submission of their NRPs in April, as well as for the formulation of the
Commission's proposals for the 2020 CSRs. The break-up of the pandemic crisis disrupted the traditional
running of the European Semester. On 16 April, the ECOFIN Council agreed on the simplification of
information requirements: “The simplified process is intended to preserve the European Semester's main
milestones, while taking into account the challenging times Member States are facing. In particular, there would
be a streamlined approach for the submission of national reform and stability or convergence programmes by
Member States.” All Member States (except Italy) submitted their 2020 National Reform Programme.
In May 2020, the Council drew its conclusions on the IDRs and the implementation of the 2019 CSRs (see
Box 2). In 2020, the Economic Policy Committee prepared and discussed summaries of the review of each
individual Country report and the classification of imbalances from the in-depth-reviews, including a stocktaking of the CSRs implementation. These summaries also presented methodological suggestions
addressing the Commission’ analysis.
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2.2 The “European Semester 2020 Spring Package”
The Commission presented on 20 May a Communication and the 28 draft 2020 Country Specific
Recommendations. The CSRs are prioritising the mitigation of the socio-economic impact of the pandemic
and subsequent economic recovery. To this scope, the CSRs focused on two aspects:
•

First, the immediate fiscal, economic, employment and social responses to the crisis, with specific
emphasis on health related aspects.

•

Second, the medium-term reform and investment priorities, to put the economies back on track to
growth, while integrating the green transition and the digital transformation.

The Commission stated “The country reports can provide input on the areas for future growth once the
exceptional circumstances (e.g. confinement) are over.“.
It is worth noting that the fiscal elements of the CSRs were adapted to take into account the activation of
the general escape clause of the Stability and Growth Pact. Nevertheless, the Commission highlighted that
previous cycles of the European Semester - prior to the onset of the pandemic - covered reforms deemed
essential to address medium and long-term structural challenges, and that those challenges are still
relevant. Those recommendations remain pertinent and would still be subject to monitoring.
Furthermore, the Commission noted that “The unprecedented situation has required a specific approach of this
year’s European Semester. Over the past decade, the European Semester has become the key tool for the
coordination of national economic and employment policies. It is currently an integral part of the EU’s effort to
contain the spread of the virus, support national health systems, protect and save lives, and counter the social
and economic impact of the pandemic. Therefore, the proposed recommendations highlight economic and
employment policies adapted to the new socio-economic priorities of the COVID-19 crisis in areas of common
concern. This approach has only been possible with even closer cooperation between the Commission and
Member States. Close contact and intensive dialogue have been key to understanding and identifying policies
and best practices adopted to mitigate and address the socio-economic impact of the virus. As a result, the
Commission has updated its analysis of the Member States’ social and economic situation presented in the 2020
country reports to reflect the current economic and social circumstances in each Member State. The Commission
has held bilateral meetings with Member States via videoconference during the month of April and has
maintained a continuous dialogue with Member States multilaterally and bilaterally, including through the
relevant Committees and with the European Semester Officers in the capitals... Close alignment between the EU
budget and the European Semester is essential to ensure stability, productivity and fairness in the economic
recovery across the EU with the twin green and digital transitions at its heart.“.
For Member States experiencing macroeconomic imbalances or excessive macroeconomic imbalances, the
CSRs may be partly or totally underpinned by the MIP: Annex 3 presents the 2020 CSRs for each Member
State concerned. One may, however, note that none of the 2020 CSRs for Sweden were based on the MIP
legal base, despite Sweden being considered as experiencing macroeconomic imbalances. Among the 45
CSRs targeting the twelve Member States with macroeconomic imbalances, 31 have the MIP as a legal basis.
Section 4.2 below provides details on the evolution of MIP-related CSRs and their implementation over time.
On 9 June, the ECOFIN Council took stock of the preparations of the 2020 CSRs and on 20 July the Council
formally adopted the CSRs, after the European Council had endorsed them, thereby concluding the 2020
Europan Semester cycle.
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Box 1: Some institutional positions on current account imbalances in the euro area
In its conclusions on the Alert Mechanism Report of February 2020, the ECOFIN noted that “... current account

balances were not affected very substantially by the COVID-19 crisis so far; large current account surpluses in some
Member States persist although they are narrowing, while current account deficits in some Member States with large
external debt are widening”.
The Commission noted in the AMR 2021 that “...the 2019 euro area current account surplus remained the largest
worldwide in nominal terms... At unchanged policies, the euro area current account surplus is expected to further
decrease to 1.8% of GDP in 2020 and to edge up to 1.9% of GDP in 2021.... The forecast reduction in the euro area
surplus is partly due to a reduced energy bill; the substantial appreciation of the euro that started in early 2020 would
also imply a reduction in the current account going forward... The euro area surplus still reflects mainly the large, but
steadily falling, surpluses recorded in Germany and the Netherlands, whose combined external balances accounted
for 2.7% of euro area GDP in 2019. Euro area current account balances are expected to display a certain stability across
countries also in 2020 and 2021. The stability of current account figures masks however considerable changes in the
net lending positions across sectors of the economy, as the large increase in the net lending position for the private
sector is almost fully offset by a deterioration in that of the government sector. This pattern, observed for the euro area
as a whole, holds also within countries.”
In its conclusions on the Alert Mechanism Report of February 2020, the ECOFIN noted that “large current account
deficits have generally been corrected, while the reduction of the largest current account surpluses has been modest.
The aggregate surplus of the euro area remains at an elevated level. (... ) Member States with large current account
surpluses should further strengthen the conditions to promote wage growth... foster public and private investment,
support domestic demand.... Acknowledges that symmetric rebalancing of current account can be beneficial for all
Member States, generally supporting deleveraging in the euro area as a whole. (…)”.
In its resolution on “the European Semester for economic policy coordination: Annual Growth Survey 2019” of
13 March 2019, the European Parliament pointed out that “some Member States with good fiscal space have
consolidated even further, thereby contributing to the euro area’s current account surplus”. It also “Welcomed the
Commission’s efforts to encourage those Member States with current account deficits or high external debt to improve
their competitiveness, and those with large current account surpluses to promote demand by increasing wage growth
in line with productivity growth and to foster productivity growth by promoting investment”.
In its November 2020 economic bulletin, the ECB published a paper that measures the impact of adverse shocks
induced by containment measures introduced in response to the coronavirus on other EA countries and
transmitted through foreign trade. It concludes that “the transmission to the rest of the euro area of a shock
originating in one of the five largest Member States ranges between 15% and 28% of the original shock’s size. The
negative spillover effects are most severe for open countries and those most intertwined in regional production
networks”. The ECB occasional paper of June 2018 on “Macroeconomic imbalances in the euro area: where do we
stand?” read “Most of the euro area countries are currently running a surplus, with the notable exception of France.
Across countries, a debate has emerged in recent years regarding the nature of the large current account surplus, in
particular in the larger euro area countries such as Germany and the Netherlands. Drivers of the German current
account surplus are the high household saving rate and the increasing saving rates of the corporate and government
sectors. It is also driven by weak investment dynamics, notably in the public sector, as evidenced by a persisting public
sector investment differential compared to the euro area. Stronger investment demand in Germany would likely
contribute to a more symmetric average euro area rebalancing (...) While current account balances have turned
positive for many euro area countries, their levels are not high enough to foster quicker adjustment of the stock of
external debt”.
In its 2020 External Sector Report: Global Imbalances and the Covid-19 crisis, the IMF noted that for 2020 “the
current account surplus is projected to narrow by 0.4 percentage point of GDP to a surplus of 2.3 percent of GDP amid
the decline in global trade and investment income... Nevertheless, imbalances that existed prior to the COVID-19
outbreak could remain sizable at the national level... the aggregate REER gap masks a large degree of heterogeneity
in REER gaps across euro area member states, ranging from an undervaluation of 11 percent in Germany to
overvaluations of 0 to 9 percent in several small to mid-sized euro area member states. The large differences in REER
gaps ... highlight the continued need for net external debtor countries to improve their external competitivenessand
for net external creditor countries to boost domestic demand”. In the more recent Consultation on Euro Area, the
IMF states “The current account surplus moderated in the first three quarters of the year as external demand for euro
area services declined... reflecting in part the decline in tourism, while the income balance fell slightly due to lower
investment income net flows. Weakness in imports exceeded that in exports, translating into a slight improvement in
the goods balance. The recent REER appreciation along with a strong fiscal stimulus may have contributed to a further
moderation...”
10
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3. The review of the Economic Governance framework
In accordance with Regulation 1176/2011(Article 16) and Regulation 1174/2011 (Article 7), the Commission
published in February 2020 a report on the application of the regulations providing for the current economic
and fiscal surveillance in the EU. The report took the form of a Communication on “Economic governance
review” 3, and the main question focus on the extent to which the different surveillance elements (mainly
the Stability and Growth Pact and the MIP), 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 Section 2.2 of the Communication, specifically devoted to the MIP, the Commission states “Despite
progress made for a transparent implementation of the MIP, further efforts could be pursued on the link between
the MIP analysis and recommendations and the interplay between the MIP and other surveillance procedures.“.
The Commission then launched a public debate, to give stakeholders the opportunity to provide their views
on the functioning of surveillance and on possible ways to enhance the effectiveness of the framework.
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 on the future of the economic surveillance
framework 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 to
return to the review exercise when the immediate challenges have been addressed.
Over the years, the Commission had introduced several procedural and methodological changes in the
Economic Governance Framework and in the European Semester, in line with the Communication "On steps
towards completing Economic and Monetary Union" of October 2015. Annex 4 of this document presents
these changes in the context of the MIP: they aimed at streamlining the procedure, improving its
transparency and predictability4, as well as at increasing the focus on employment and social issues. In 2018,
a Special Report of the Court of Auditors examined the implementation of the MIP, and found that “Although
the MIP is generally well designed, the Commission is not implementing it in a way that would ensure effective
prevention and correction of imbalances... We therefore make a number of Recommendations to the Commission
to substantially improve certain aspects of its management and to give greater prominence.” (See also Box 4).
The Coordinators of the ECON Committee requested EGOV to provide three papers, written by academic
experts, aimed at analysing how the procedure worked so far and making proposals on its improvement.
The following papers were published between February and May 2020:
•

How has the macro-economic imbalances procedure worked in practice to improve the resilience of
the euro area? By Agnès Bénassy-Quéré (Chief Economist at Treasury - France, and Sorbonne
University), Guntram Wolff (Director, Bruegel).

•

Macroeconomic Imbalances Procedure: has it worked in practice to improve the resilience of the
euro area? By Lorenzo Codogno.

•

How has the macro-economic imbalances procedure worked in practice to improve the resilience of
the euro area? By Alexander Kriwoluzky and Malte Rieth - DIW Berlin and Freie Universität Berlin.

Annex 5 to this document provides a summary of the three papers.
3

4

“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 in 2011 and 2013, also known as “Six-pack” and “Two-pack”.
See also the Commission publication “The Macroeconomic Imbalance Procedure - Rationale, Process, Application: a Compendium” of November
2016, which provides an overview of how the framework functions and how its application has evolved over time.

PE 497.739

11

IPOL | Economic Governance Support Unit

Box 2: Excerpts from Council conclusions related to the MIP
January 2021, Conclusions on the Alert Mechanism Report 2021. While noting that the containment measures
needed to contain the outbreak of the COVID-19 pandemic have led to an unprecedented and asymmetric fall in
economic activity the Council:
•

Acknowledges the unusually high uncertainty about economic developments in the coming months,
and... called for further targeted and temporary measures to support the recovery taking into account
existing and emerging risks to macroeconomic stability.

•

Welcomes the continued implementation of the Macroeconomic Imbalance Procedure despite the
crisis, and the Alert Mechanism Report 2021...Underlines the importance, including in the current
economic crisis, of detecting, preventing and correcting imbalances that hinder the proper functioning
of Member State economies, the EMU or the EU.

•

Broadly agrees with the assessment of the AMR regarding the evolution of macroeconomic
imbalances in the EU and within the euro area, and possible risks... Recognises that a number of existing
macroeconomic imbalances are now being aggravated by the COVID-19 crisis, and new risks may arise,
resulting from the pandemic effects, notably related to increasing private and public debt. Notes that
private indebtedness, in particular for companies, and public indebtedness have increased in all
Member States, especially in some with already identified corresponding imbalances or excessive
imbalances,

•

Takes note that current account balances were not affected very substantially by the COVID-19 crisis
so far; large current account surpluses in some Member States persist although they are narrowing,
while current account deficits in some Member States with large external debt are widening. Recognises
possible risks for bank balance sheets linked to the prospect of increasing non-performing loans,
weak bank profitability and possible downward corrections in house prices. Notes that unemployment
is set to increase... and that declining labour productivity is estimated to have led to an increase in unit
labour costs in 2020, despite a marked slowdown in wage growth.

•

Welcomes the strengthened forward-looking approach to the assessment of risks to macroeconomic
stability and macroeconomic imbalances ... Appreciates the greater use of forecasts and highfrequency data that complement the economic reading of the MIP scoreboard... Calls for
distinguishing between cyclical and structural developments in assessing the evolution of
imbalances going forward, and for considering the role that policies are currently playing in the
reduction of macroeconomic stability risks in some areas.

•

Takes note of the Commission’s intention to conduct in-depth reviews for 12 Member States ... Calls for
close monitoring of risks in some Member States for which in-depth reviews are currently not deemed
warranted, notably regarding possible risks related to external financing and relatively high and rising
ratios of private and public debt... Acknowledges the need to monitor risks potentially arising from
possible deepening of economic divergences, notably due to the pandemic consequences.

•

Agrees that the Next Generation EU, notably the implementation of the recovery and resilience
facility, should be taken as an opportunity to implement reforms and investments, in line with the
2019 and 2020 country-specific recommendations that address long-standing structural causes of
existing macroeconomic imbalances and subdued productivity growth. ...

•

Recalls that the Council will discuss the legislation governing the Macroeconomic Imbalance Procedure
as part of the review of the economic governance legislation.

May 2020, Conclusions on In-Depth-Reviews and implementation of 2019 CSRs. The Council, while noting that the
Commission package was adopted prior to the pandemic crisis:
•

Calls for swift and targeted coordinated policy action for rapidly overcoming the economic crisis and
building a basis for sustainable and inclusive growth... The European Semester provides the
framework for continued economic policy coordination in the EU, as well as for identification of
new emerging challenges.

•

Recalls that the multiannual assessment by the Commission illustrates that a number of country-specific
recommendations relate to long-term structural issues that take time to be addressed and that tangible
results take time to materialise. Nevertheless, notes that the overall implementation rate of the 2019
12
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country-specific recommendations remained low, despite a rather favourable economic
environment over the last years. Reform implementation continued to vary across policy areas and
countries and has been strong in financial services and active labour market policies. Progress has
remained slow in addressing competition in services and with regard to the long-term sustainability of
public finances.
•

Considers that the in-depth reviews present a high-quality and comprehensive analysis of the country
situation in each Member State under review. Acknowledges that relevant analytical tools,
complemented by substantive qualitative analysis, have been applied in view of the specific
challenges of each economy... Agrees that 12 Member States analysed in the in-depth reviews ... are
experiencing macroeconomic imbalances of various nature and degree of severity under the MIP...
Agrees that excessive imbalances exist in three Member States (Cyprus, Greece and Italy).

4. Implementation of the MIP over time
4.1 Member States assessed as having macro-economic imbalances
From the MIP's inception until the 2015 round, an increasing number of countries had been both covered
by in-depth reviews and classified as having excessive imbalances, but the trend seems to be reversed in
the latest rounds 5. Table 1 below shows that the number of Member States:
•

subject to an IDR increased from 12 to 19 between 2012 and 2016, declined to 12 in 2018, were 13 in
2019 and stabilised at 13 in the context of the 2020 European Semester cycle;

•

considered as experiencing imbalances rose from 12 to 16 between 2012 and 2015, fell to 11 in 2018,
to 10 in 2019 and to 9 in 2020;

•

considered as experiencing excessive imbalances increased from 0 to 6 between 2012 and 2017, but
fell to 3 in 2018 and stabilized to 3 in 2019 and in 2020.

The Commission has not yet proposed to open the Excessive Imbalance Procedure (EIP): a Member State
subject to this procedure would be classified in Table 1 as experiencing "excessive imbalances with corrective
action" (see also Box 3 “Selected statements/positions on the corrective arm of the MIP”). In 2016 the
Commission had threatened to recommend to the Council an EIP (for Croatia and Portugal), taking into
account the level of ambition of their National Reform Programmes. Based on its assessment of the policy
commitments of both Member States and on the presumption that there would be a swift and full
implementation of the reforms set out in their CSRs, the Commission eventually concluded that there was
no need to step up the MIP. In 2019, the Commission has threatened the same for Italy.

Table 1: MIP stylized facts
Semester/MIP cycle
2012 2013 2014 2015 2016 2017 2018 2019 2020
(1) Countries under adjustment programme
(2) Countries subject to IDR, out of which*:

4

5

4

2

1

1

1

0

0

(2.1) Excessive imbalances with corrective action
(2.2) Excessive imbalances

12
0
0

13
0
2

17
0
3

16
0
5

19
0
6

13
0
6

12
0
3

13
0
3

13
0
3

(2.3) Imbalances
(2.4) No imbalances detected in IDR

12
0

11
0

11
3

11
0

7
6

6
1

8
1

10
0

9
1

11
27

9
27

7
28

10
28

8
28

14
28

15
28

15
28

15
28

(3) Countries not subject to IDR (No imbalances)
Total = (1) + (2) + (3)

Source: European Commission and EGOV.
Note: * The table refers to the streamlined categories applied from the 2016 cycle onwards.
5

See also the Commission publication “The Macroeconomic Imbalance Procedure - Rationale, Process, Application: a Compendium” that provides
an overview of how the framework functions and how its application has evolved over time.
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Table 2 depicts the situation of Member States with respect to the MIP since its inception in 2012. Italy has
been experiencing excessive imbalances for seven consecutive years, and Excessive imbalances are identified
in Cyprus for the fifth year in a row. It can also be noted that one Member State (Sweden) is experiencing
imbalances since 2012, while the Netherlands since 2013 and Germany since 2014.

Table 2: Commission's conclusions under the MIP
No Imbalances

Imbalances

Excessive imbalances

2012 2013 2014 2015 2016 2017 2018 2019 2020 2012 2013 2014 2015 2016 2017 2018 2019 2020 2012 2013 2014 2015 2016 2017 2018 2019 2020
CZ*

CZ*

CZ*

CZ*

BE

BE*

BE*

BE*

BE*

BE

BE

BE

BE

DE

DE

BG

BG

DE

ES

HR

BG

BG

BG

HR

IT

IT

DE*

DE*

DK

DK*

CZ*

CZ*

CZ*

CZ*

BG

BG

BG

BG

DE

IE

IE

DE

DE

FR

SI

IT

FR

FR

FR

IT

CY

CY

EE*

EE*

EE*

EE*

DK*

DK*

DK*

DK*

CZ*

DK

DK

DE

IE

ES

ES

FR

FR

HR

SI

HR

HR

HR

CY

EL

EL

LV*

LV*

LV*

LV*

EE

EE*

EE*

EE*

DK*

ES

FR

IE

ES

NL

NL

IE

HR

IE

IT

IT

IT

LT*

LT*

LT*

LT*

LV*

LV*

LV*

LV*

EE*

FR

IT

ES

HU

SI

SI

ES

IE

ES

PT

PT

PT

LU*

LU*

LU

LU*

LT*

LT*

LT*

LT*

LV*

IT

HU

FR

NL

FI

SE

NL

ES

NL

CY

CY

MT*

AT*

MT

MT*

LU*

LU*

LU*

LU*

LT*

CY

MT

HU

RO

SE

PT

NL

PT

NL*

PL*

AT*

AT*

HU

HU*

HU* HU*

LU*

HU

NL

NL

SI

SE

PT

RO

AT*

SK*

PL*

PL*

MT*

MT*

MT*

MT* HU*

SI

FI

FI

FI

RO

SE

SK*

SK*

AT

AT*

AT*

AT*

MT*

FI

SE

SE

SE

SE

PL*

PL*

PL*

PL*

AT*

SE

UK

UK

UK

UK

PL*
SK*

RO

RO*

RO*

SK*

PL*

SK*

SK*

SK*

SI*

SK*

UK

UK*

SI

FI*

SI*

FI

FI*

UK*

UK

FI*
UK*

Source: EGOV based on European Commission.
(*) Countries not considered at risk of macroeconomic imbalances, therefore not subject to in-depth reviews according to the AMR.
Note: The table refers only to the streamlined categories applied from the 2016 cycle onwards.

4.2 Implementation of CSRs underpinned by the MIP
The credibility of the MIP, as part of the European Semester, depends inter alia on countries’ implementation
of the CSRs, which is measured by their implementation track record. The Commission applies a multiannual perspective in its assessment of the implementation of the CSRs, “(...) to account for the time needed
for the full implementation of critical reforms”. The 2020 Communication on the CSRs presents an Annex on
“Progress in the implementation of the Country Specific Recommendations”, that reads “Since the start of the
European Semester in 2011, some implementation progress has been achieved for more than two-thirds of the
country-specific recommendations. Implementation continues on a stable path, as in previous years... However,
reform implementation differs significantly across policy areas. In particular, Member States have made most
progress over the past years in financial services, followed by progress on employment protection legislation. On
the other hand, progress has been particularly slow on broadening the tax base, as well as on health and longterm care, with the healthcare systems being further challenged because of the COVID-19.”.
With regard to the implementation of the CSRs underpinned by the MIP, Figure 2 below shows the annual
implementation rate of MIP-specific CSRs. The percentage of MIP-CSRs showing limited/no progress
increased again in 2019, to 60%, after a slight decrease in 2018 and a continuous increase from 2014 to 2017.
The percentage of MIP-CSRs showing full/substantial progress decrease again to none, after a slight increase
in 2018 6.

6

Macroeconomic imbalances typically take several years to correct, as different types of structural reforms produce the expected effects over
variable time horizons; an IMF study shows that reforms in labour market may have a negative impact in the short term, while reforms in goods
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Figure 1: Annual implementation rate of CSRs based on MIP (2012-2019)
2012

2013

17%

43%

78%

Total
MIPCSRs
Mem
ber
States

2014

5%

6%

52%

2015

5%

52%

2016

44%

47%

46%

2017

2018

2%

7%

40%

2019

6%
37%

58%

41%
63%

40%

60%

53%

36

56

66

57

45

35

32

40

12

13

14

16

13

12

11

13

Source: EGOV based on European Commission assessments.
Note: The assessment grid of CSRs implementation is as follows: full/substantial progress, some progress and limited/no progress.

Table 3 shows that Member States experiencing excessive imbalances during the 2019 cycle implemented
recommendations underpinned by the MIP and joint SGP/MIP legal bases quite poorly; the progress in the
implementation was assessed in the Country reports published by the Commission in February 2020. Greece
showed some progress for both its recommendations; Italy showed some progress for three out of five CSRs;
Cyprus implemented three out of five CSRs to a limited extent.
Table 3: Commission's assessment on the implementation of 2019 CSRs for Member States with excessive
imbalances during 2019 MIP Cycle
Joint SGP and MIP
legal base

MIP legal base

EL

CSR1

CSR2

IT

CSR1

CSR2

CSR3

CSR4

CSR5

CY

CSR1

CSR2

CSR3

CSR4

CSR5

Source: EGOV based on European Commission assessments.
Note: The assessment grid of CSRs implementation is as follows: full/substantial progress, some progress and limited/no
progress.

Annex 4 presents the 2019 MIP-related CSRs and the assessment of their implementation (see a separate
EGOV document for a presentation of all the 2018 CSRs, the Commission’s assessments of their
implementation, the 2019 CSRs and their implementation assessment).
In September 2020, the European Court of Auditors published its Special Report No 16/2020: "The European
Semester – Country Specific Recommendations address important issues but need better implementation".
In November 2020, the Council adopted its conclusions on this report.

and services markets are visible in a shorter time lag. See also the Annex to the Commission Communcation on Country Reports, where the
Commission considers the “multiannual assessment of the CSRs implementation” .
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Box 3: Selected statements/positions on the corrective arm of MIP
In its SWD report on the economic governance review of February 2020, the Commission notes “The lack of full
enforcement of the MIP has been a subject of debate... Regulation No 1176/2011 does not provide full guidance
on the way the EIP should be implemented. In particular, it does not specify the time frame of the EIP, the scope
and time frame of the corrective action plan, the assessment of effective action in the execution of the corrective
action plan, or the criteria for abrogating the procedure or for the application of fines. This lack of detail coupled
with the potentially intrusive nature of the corrective action plan, as recommendations could concern a wide
range of policy fields and policy action can be prescriptive and are time-bound in the corrective action plan, may
have contributed to nonuse of the EIP so far.”
ECOFIN Council
The Council, in its conclusions of May 2020, “Reiterates that the Macroeconomic Imbalance Procedure should be
used to its full potential and in a transparent and consistent way, ensuring Member States’ ownership of the
procedure, including the activation of the excessive imbalance procedure where appropriate. Maintains that
whenever the Commission concludes that a Member State is experiencing excessive imbalances, but does not propose
to the Council the opening of the excessive imbalance procedure, it should explain clearly and publicly its reasons.”.
Similar text was included in the ECOFIN conclusions of February 2020, May 2019, January 2019, January and March
2018, January and May 2017.
European Central Bank
In its publication of June 2018, the ECB stated “from 2015 to 2017 three to four countries were continuously included
in the excessive imbalance group. One country has been assessed as having had excessive imbalances for 5 years in a
row. Despite the unchanged assessment, these countries continued to be part of the preventive arm of the MIP. A
situation with persistently excessive imbalances warrants a strong policy response, as past experience has
shown that the correction of imbalances accumulated over a long period of time is very costly. This is the reason
why the ECB has consistently argued that the MIP tools – including the full corrective arm of the procedure – shouldbe
fully employed in relation to those countries with excessive imbalances... The use of such tools is desirable not only in
order to increase the economic prospects of the relevant country itself, but also to help facilitate economic adjustment
processes inside the euro area and enhance the resilience of the euro area. It is thus in the interest of the euro areaas a
whole, in particular given the fact that a tool, the EIP, has already been set up to deal with those cases.“ Previous similar
statements were published in July 2017, March 2017, March and February 2016.
The Five Presidents Report
The Five President Report on "Completing Europe's Economic and Monetary Union" of June 2015 affirms the need
to use the MIP "to its full potential. This requires action on two fronts in particular:
•

It should be used not just to detect imbalances but also to encourage structural reforms through the
European Semester. Its corrective arm should be used forcefully. It should be triggered as soon as
excessive imbalances are identified and be used to monitor reform implementation.

•

The procedure should also better capture imbalances for the euro area as a whole, not just for each
individual country. For this, it needs to continue to focus on correcting harmful external deficits, given the
risk they pose to the smooth functioning of the euro area ..."

IMF
In its 2017 Art. IV consultation report on the euro area, “IMF Directors reiterated their call for stricter enforcement
of the Macroeconomic Imbalances Procedure combined with incentives for structural reforms, such as targeted
support from central funds and outcome based benchmarks.” The staff report reads “The weak implementation of
CSRs in most countries... suggests that the EU instruments are currently not being used effectively. To build
credibility, stronger enforcement of the governance framework is needed.” The accompanying footnote reads “While
considering progress toward correcting excessive external imbalances in February 2017, the EC has again used its
discretionary powers not to open the excessive imbalances procedure in six cases, despite these countries having
made only ‘limited’ or ‘some’ progress in implementing CSRs.”
European Court of Auditor
The Auditors’ Report on the MIP notes that the Commission has never recommended activating the excessive
imbalance procedure, despite several member States having been identified with excessive imbalances over a
prolonged period (see also Box 4).
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Box 4: The Special Report of the European Court of Auditors on the MIP
On 23 January 2018, the European Court of Auditors (ECA) published its Special Report on the Macroeconomic
Imbalance Procedure.
The ECA examined the Commission’s implementation of the Macroeconomic Imbalance Procedure, on the basis
- inter alia - on stakeholders’ opinion and detailed analysis of four Member States (Bulgaria, Slovenia, France and
Spain).
The ECA found that although the MIP is generally well designed, the Commission is not implementing it in a
way that would ensure effective prevention and correction of imbalances. More specifically:
•

the classification of Member States with imbalances lacks transparency;

•

the Commission’s in-depth analysis - despite being of a good standard - has become less visible;

•

the country specific recommendations do not stem from identified imbalances;

•

there is lack of public awareness of the procedure and its implications.

Furthermore, the ECA pointed to the political rather than technical process on the opening of the EIP (paras 6166) and addresses the weakness of the MIP scoreboard (paras 88-96).
The ECA made six Recommendations to the Commission, aimed at to substantially improve certain aspects of
its management and to give greater prominence to the MIP. They can be summarised as follows:
1. clearly link MIP country specific recommendations to specific macroeconomic imbalances;
2. in its IDRs, clearly characterise the severity of the imbalances that Member States are facing. The
Commission should, unless there are specific circumstances, recommend activating an excessive
imbalance procedure when there is evidence that a Member State is facing excessive imbalances.
Propose an amendment to the MIP regulation on this process;
3. separate the IDR from the Country report, to allow for a comprehensive analysis of the macroeconomic
imbalances;
4. use the MIP to make fiscal recommendations to Member States when fiscal policy directly affects
external imbalances and competitiveness. MIP-CSRs should be made consistent with recommendations
for the euro area, including on the overall fiscal stance;
5. give greater prominence to the MIP by improving all communication aspects. When it assesses
imbalances as excessive, make the relevant Commissioners available to Member State parliaments
to explain the MIP related policy recommendations.
The publication includes a detailed reply by the Commission to each section of the ECA Reports’. As far as the
ECA’s recommendations are concerned, the Commission accepts all the Recommendations, with the exception
of 2(ii), on the codification of the definition of imbalances or excessive imbalances; and 2(iv) on the amendment
of the MIP regulation concerning the opening of the EIP.
The President of the ECA presented the report at the ECOFIN Council of 13 March 2018, which drew its
conclusions. The Council welcomed that the Commission accepted most of the ECA’s recommendations.

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 sent a copy. © European Union, 2021.
Contact: egov@ep.europa.eu
This document is available on the internet at: www.europarl.europa.eu/supporting-analyses
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Annex 1: The 2020 MIP scoreboard for the identification of possible macro-economic imbalances (reference year 2019)
External imbalances and competitiveness

Year
2019

Real Effective
Current
Net
Exchange
International
Account
Rate with
Balance
Investment
HICP deflator
% of GDP
Position
3 year %
3 year average % of GDP
change

Thresholds

-4/+6%

-35%

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

0.1
2.5
0.6
8.0
7.4
1.7
-1.6
-2.1
2.3
-0.7
2.6
2.7
-5.2
0.1
1.4
4.7
0.7
5.1
10.5
1.8
-0.4
0.5
-4.0
5.9
-2.3
-0.9
3.3

50.6
-31.2
-20.3
76.9
71.7
-21.4
-174.0
-155.9
-73.9
-22.9
-50.3
-1.5
-122.3
-41.7
-24.1
56.2
-43.7
54.6
90.0
12.1
-49.4
-100.3
-43.5
-15.4
-66.3
3.6
18.2

±5% (EA)
±11% (nonEA)
2.6
4.5
8.7
-0.2
2.1
6.2
-1.4
0.3
1.7
1.6
1.5
0.2
-0.1
3.7
3.7
2.0
0.3
1.3
2.4
2.1
2.8
-0.4
0.2
1.0
2.6
0.2
-8.3

Export
Market
Shares
5 year
% change

Internal imbalances

Employment Indicators

Total
Long term
Youth
Financial
House Prices
Activity rate unemployme unemployme
Nominal ULC
Private
Private
General
Sector
Unemployme
index
% of total
nt rate
nt rate
(2010=100)
Sector Credit Sector Debt, Government
Liabilities,
deflated
nt rate
pop. aged 15- % of active
% of active
3 year %
Flow
consolidated Gross Debt
non1 year %
3 year average
64
pop. aged 15- pop. aged 15change
% of GDP
% of GDP
% of GDP
consolidated 3 year change
change
74
24
1 year %
3 year change 3 year change
change

-6%

+9% (EA)
12% (non-EA)

+6%

14%

133%

60%

10%

16.5%

-0.2 pp

0.5 pp

2 pp

-3.1
15.4
5.1
2.1
-1.1
2.0
71.0
3.6
2.6
-0.4
22.5
-2.6
13.7
3.6
16.7
10.3
5.9
18.1
0.7
1.4
25.1
8.5
17.9
15.9
1.9
4.6
-5.1

5.3
19.5
14.4
1.4
7.9
19.9
-4.4
1.7
4.0
1.3
4.7
3.2
5.2
17.0
16.4
11.9
10.0
8.5
5.9
5.5
9.2
7.6
24.5
8.4
14.5
0.8
8.2

2.5
4.0
6.2
1.5
4.3
4.4
0.0
6.5
4.1
2.3
8.1
-0.6
2.6
5.8
4.9
8.0
12.8
4.0
4.8
3.9
6.7
8.7
-1.7
4.8
6.2
0.0
0.5

3.8
5.6
3.1
11.4
5.4
3.8
-9.1
0.8
1.3
8.0
1.7
0.2
2.7
1.5
3.0
3.8
3.2
8.5
0.0
4.5
3.3
2.2
2.0
0.8
5.0
7.6
9.8

179.1
91.8
80.8
221.2
105.4
97.8
202.4
109.9
129.4
153.3
91.2
106.6
259.1
67.1
55.1
318.7
66.6
123.7
234.0
120.1
74.0
149.2
46.7
68.7
91.6
147.5
203.9

98.1
20.2
30.2
33.3
59.6
8.4
57.4
180.5
95.5
98.1
72.8
134.7
94.0
36.9
35.9
22.0
65.4
42.6
48.7
70.5
45.7
117.2
35.3
65.6
48.5
59.3
35.1

6.2
5.2
2.4
5.3
3.4
5.2
5.8
19.4
15.5
9.0
8.8
10.6
8.9
7.5
6.5
5.6
3.8
3.8
4.0
5.0
4.0
7.5
4.3
5.4
6.8
7.6
6.6

4.6
5.8
5.6
13.1
7.3
12.5
15.5
11.5
0.9
7.5
6.8
3.8
3.9
4.6
4.1
3.3
17.8
4.4
6.1
4.3
4.2
0.0
10.4
9.9
4.9
7.6
10.6

1.4
4.5
1.7
1.6
1.3
1.4
0.6
0.2
-0.4
0.3
0.9
0.8
2.6
1.0
2.5
2.0
2.5
5.3
1.2
0.9
1.8
1.8
3.0
3.6
0.8
2.4
0.8

-1.7
-2.1
-1.1
-0.4
-0.5
-1.2
-2.6
-4.8
-4.2
-1.2
-4.2
-1.1
-3.7
-1.6
-1.1
-0.9
-1.3
-1.5
-1.5
-0.8
-1.5
-3.4
-1.3
-2.4
-2.4
-1.1
-0.4

-5.9
-8.3
-4.9
-2.1
-1.3
-2.3
-4.3
-12.1
-11.9
-4.9
-14.7
-8.6
-12.5
-4.9
-2.6
-1.9
-1.5
-1.4
-4.1
-2.7
-7.8
-9.7
-3.8
-7.1
-6.1
-2.9
1.2

Source: 2021 AMR. Boxes shaded in grey indicate values outside the threshold. A dedicated Eurostat website presents the latest available figures
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Annex 2: Summaries of the country specific commentaries on imbalances, risks and
adjustments (2021 Alert Mechanism Report)
BELGIUM: In the previous round of the MIP, no macroeconomic imbalances were identified for Belgium. In the updated
scoreboard including figures until 2019, the private sector debt and government debt indicators are beyond the
indicative thresholds.
Belgium entered the COVID-19 crisis with no identified macroeconomic imbalances, although with possible vulnerabilities
building up linked to indebtedness. With the COVID-19 crisis government and private sector indebtedness have increased
and warrant monitoring. Overall, the Commission does not see it necessary at this stage to carry out further in-depth analysis
in the context of the MIP.
BULGARIA: In February 2020, the Commission concluded that Bulgaria was no longer experiencing macroeconomic
imbalances. In the updated scoreboard including figures until 2019, the nominal unit labour cost growth indicator is
beyond the indicative threshold.
Bulgaria entered the COVID-19 crisis with no identified macroeconomic imbalances, although nonperforming loans and
corporate indebtedness were relatively high, albeit declining. With the COVID-19 crisis, the corporate debt-to-GDP ratio is set
to increase and NPLs may rise. Overall, the Commission does not see it necessary at this stage to carry out further in-depth
analysis in the context of the MIP.
CZECHIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Czechia. In the updated
scoreboard including figures until 2019, the unit labour cost growth and house price growth indicators are beyond the
indicative threshold.
Czechia entered the COVID-19 crisis with no identified macroeconomic imbalances, although competitiveness and pressures
in the housing market involved some limited risks. With the COVID-19 crisis cost pressures have reduced. Overall, the
Commission does not see it necessary at this stage to carry out further in-depth analysis in the context of the MIP.
DENMARK: In the previous round of the MIP, no macroeconomic imbalances were identified for Denmark. In the
updated scoreboard including figures until 2019, the current account surplus and private sector debt indicators are
beyond the indicative threshold.
Denmark entered the COVID-19 crisis with no identified macroeconomic imbalances, although high household debt and
housing involved some limited risks. With the COVID-19 crisis, the household debt ratio is set to increase. Overall, the
Commission does not see it necessary at this stage to carry out further in-depth analysis in the context of the MIP.
GERMANY: In February 2020, the Commission concluded that Germany was experiencing macroeconomic imbalances,
in particular involving its large current account surplus reflecting subdued investment relative to saving, both in the
private and public sector. In the updated scoreboard including figures until 2019, the current account surplus indicator
is beyond the indicative threshold.
Germany entered the COVID-19 crisis with a large domestic savings surplus, underpinned primarily by net savings of
households and the government. With the COVID-19 crisis, the current account surplus has narrowed significantly and
government investment accelerated while private investment has suffered. Overall, the Commission finds it opportune, also
taking into account the identification of imbalances last February, to examine further the persistence of imbalances or their
unwinding.
ESTONIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Estonia. In the updated
scoreboard, including figures until 2019, the real effective exchange and the nominal unit labour cost growth indicators
are beyond the indicative threshold.
Estonia entered the COVID-19 crisis with no identified macroeconomic imbalances, although the dynamics of cost
competitiveness indicators involved some limited risks. With the COVID-19 crisis, the external position has remained stable
and has implied wage growth moderation. Overall, the Commission does not see it necessary at this stage to carry out further
in-depth analysis in the context of the MIP.
IRELAND: In February 2020, the Commission concluded that Ireland was experiencing macroeconomic imbalances, in
particular involving high private sector and government debt and net external liabilities. In the updated scoreboard
including figures until 2019, the net international investment position (NIIP) and the private sector debt indicators are
beyond the indicative threshold. Ireland entered the COVID-19 crisis with vulnerabilities linked to external, government
and private sector debt.
With the COVID-19 crisis debt ratios and unemployment will increase. Overall, the Commission finds it opportune, also taking
into account the identification of imbalances last February, to examine further the persistence of imbalances or their
unwinding.
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GREECE: In February 2020, the Commission concluded that Greece was experiencing excessive macroeconomic
imbalances, in particular involving high government indebtedness, the high share of non-performing loans and
incomplete external rebalancing, in a context of high – although declining – unemployment and low potential growth.
In the updated scoreboard including figures until 2019, the net international investment position (NIIP), house price
growth, government debt as well as the unemployment rate indicators are beyond the indicative threshold.
Greece entered the COVID-19 crisis with vulnerabilities linked to government debt, legacy nonperforming loans, external
rebalancing, unemployment and low potential growth. With the crisis, debt ratios, unemployment as well as non-performing
loans are likely to increase. Overall, the Commission finds it opportune, also taking into account the identification of an
excessive imbalance in February, to examine further the persistence of macroeconomic risks and to monitor progress in the
unwinding of excessive imbalances.
SPAIN: In February 2020, the Commission concluded that Spain was experiencing macroeconomic imbalances, in
particular involving high external and internal debt, both government and private sector, in a context of high
unemployment. In the updated scoreboard including figures until 2019, the net international investment position
(NIIP), the government debt, the unemployment rate as well as the activity rate indicators are beyond the indicative
threshold.
Spain entered the COVID-19 crisis with vulnerabilities linked to external, private sector and government debt and high
unemployment. With the COVID-19 crises, debt ratios and unemployment have been increasing. Overall, the Commission
finds it appropriate, also considering the identification of imbalances last February, to examine further the persistence of
imbalances or their unwinding.
FRANCE: In February 2020, the Commission concluded that France was experiencing macroeconomic imbalances, in
particular involving high government debt and weak competitiveness dynamics in a context of low productivity
growth, which carry cross-border relevance. In the updated scoreboard including figures until 2019, the private sector
and government debt indicators are beyond the indicative threshold.
France entered the COVID-19 crisis with vulnerabilities linked to debt, as well as competitiveness. With the COVID-19 crisis
and the measures taken to support the economy, the government debt increased while competitiveness developments have
remained relatively stable. Overall, the Commission finds it opportune, also taking into account the identification of
imbalances last February, to examine further the persistence of imbalances or their unwinding.
CROATIA: In February 2020, the Commission concluded that Croatia was experiencing macroeconomic imbalances, in
particular involving high government, private sector and external debt in a context of low potential growth. In the
updated scoreboard including figures until 2019, the net international investment position (NIIP), house price growth
and government debt indicators are beyond the indicative threshold.
Croatia entered the COVID-19 crisis with vulnerabilities linked to government, private sector and external debt in a context
of low potential growth. With the COVID-19 crisis, debt ratios and unemployment are expected to increase. Overall, the
Commission finds it opportune, also taking into account the identification of an imbalance in February, to examine further
the persistence of imbalances or their unwinding.
ITALY: In February 2020, the Commission concluded that Italy was experiencing excessive macroeconomic imbalances,
in particular involving high government debt and protracted weak productivity growth in a context of still high
nonperforming loans (NPLs) and high unemployment. In the updated scoreboard including figures until 2019, the
government debt and the unemployment rate indicators are beyond the indicative threshold.
Italy entered the COVID-19 crisis with vulnerabilities linked to the high level of government debt and weak productivity
growth, in a context of still high though decreasing NPLs and unemployment. With the COVID-19 crisis, debt ratios have
increased, while the impact on the labour market and banking sector may become visible with some delay depending on the
length of the crisis and the timing of the phasing out of support measures. Overall, the Commission finds it opportune, also
taking into account the identification of an excessive imbalance in February, to examine further the persistence of
macroeconomic risks and to monitor progress in the unwinding of excessive imbalances.
CYPRUS: In February 2020, the Commission concluded that Cyprus was experiencing excessive macroeconomic
imbalances, in particular involving a very high share of non-performing loans that burdens the financial sector and
high private sector, government, and external debt, in a context of moderate potential growth. In the updated
scoreboard including figures until 2019, the current account deficit, the net international investment position (NIIP),
private sector debt and the government debt ratio indicators are beyond the indicative threshold.
Cyprus entered the COVID-19 crisis with vulnerabilities linked to external, private sector and government debt and to still
high non-performing loans, in a context of moderate potential growth. With the COVID-19 crisis, the current account deficit
has deteriorated, the debt ratios have increased while banks’ non-performing loans deleveraging has slowed down. Overall,
the Commission finds it opportune, also taking into account the identification of an excessive imbalance in February, to
examine further the persistence of macroeconomic risks and to monitor progress in the unwinding of excessive imbalances.
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LATVIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Latvia. In the updated
scoreboard including figures until 2019, net international investment position (NIIP) and unit labour cost growth
indicators are beyond the indicative threshold.
Latvia entered the COVID-19 crisis with no identified macroeconomic imbalances, although dynamics related to labour
supply and cost competitiveness involved some limited risks. With the COVID-19 crisis, the labour market and wage pressures
reduce temporarily. Overall, the Commission does not see it necessary at this stage to carry out further in-depth analysisin
the context of the MIP.
LITHUANIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Lithuania. In the
updated scoreboard including figures until 2019, the unit labour cost growth indicator is beyond the indicative
threshold.
Lithuania entered the COVID-19 crisis with no identified macroeconomic imbalances, although the cost competitiveness
dynamics involved some limited risks. With the COVID-19 crises the external position has remained stable and wage
pressures reduced. Overall, the Commission does not see it necessary at this stage to carry out further in-depth analysis in the
context of the MIP.
LUXEMBOURG: In the previous round of the MIP, no macroeconomic imbalances were identified for Luxembourg. In
the updated scoreboard including figures until 2019, the unit labour cost growth, house price growth and private
sector debt indicators are beyond the indicative threshold.
Luxembourg entered the COVID-19 crisis with no identified macroeconomic imbalances although with some risks related to
increasing housing prices and household debt. With the COVID-19 crises price and cost pressures reduce temporarily. Overall,
the Commission does not see it necessary at this stage to carry out further in-depth analysis in the context of the MIP.
HUNGARY: In the previous round of the MIP, no macroeconomic imbalances were identified for Hungary. In the
updated scoreboard, including figures until 2019, the net international investment position (NIIP), house price growth,
government debt and growth of financial liabilities indicators are beyond the indicative threshold.
Overall, the economic reading highlights issues relating to cost pressures, the export structure, government debt and the
housing market. With the COVID-19 crisis, issues relating to cost pressures are likely to ease going forward, while risks
associated with the interplay between government financing needs and external financing appear to have risen. That being
said, the sheer size of stock imbalances is not particularly high. Overall, the Commission does not see it necessary at this stage
to carry out further in-depth analysis in the context of the MIP.
MALTA: In the previous round of the MIP, no macroeconomic imbalances were identified for Malta. In the updated
scoreboard including figures until 2019, no indicator is beyond the indicative threshold.
Malta entered the COVID-19 crisis with no identified macroeconomic imbalances although with an elevated current account
balance and relatively dynamic house price growth involving limited risks. With the COVID-19 crisis domestic pressures have
eased somewhat and the external position has remained stable. Overall, the Commission does not see it necessary at this
stage to carry out further in-depth analysis in the context of the MIP. Malta entered the COVID-19 crisis with no identified
macroeconomic imbalances although with an elevated current account balance and relatively dynamic house price growth
involving limited risks. With the COVID-19 crisis domestic pressures have eased somewhat and the external position has
remained stable. Overall, the Commission does not see it necessary at this stage to carry out further in-depth analysis in the
context of the MIP.
The NETHERLANDS: In February 2020, the Commission concluded that the Netherlands was experiencing
macroeconomic imbalances, in particular involving high private sector debt and the large current account surplus. In
the updated scoreboard, the current account surplus and private sector debt indicators are beyond the indicative
threshold.
The Netherlands entered the COVID-19 crisis with a long-standing large domestic savings surplus accompanied by high
private sector debt levels. Following the crisis, the savings surplus is expected to decline somewhat but to remain elevated,
while private sector debt ratios are set to rise. Overall, the Commission finds it opportune, also taking into account the
identification of imbalances last February, to examine further the persistence of imbalances or their unwinding.
AUSTRIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Austria. In the updated
scoreboard including figures until 2019, the government debt indicator is beyond the indicative threshold.
Austria entered the COVID-19 crisis with no identified macroeconomic imbalances, although with some vulnerabilities linked
to the housing market. With the COVID-19 crisis house price growth is moderating while government debt is increasing.
Overall, the Commission does not see it necessary at this stage to carry out further in-depth analysis in the context of the MIP.
POLAND: In the previous round of the MIP, no macroeconomic imbalances were identified for Poland. In the updated
scoreboard including figures until 2019, the net international investment position (NIIP) and house price growth
indicators are beyond the indicative threshold.
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Poland entered the COVID-19 crisis with no identified macroeconomic imbalances, although with a negative net
international investment position involving limited risks. With the COVID-19 crisis, the external position has remained stable.
Overall, the Commission does not see it necessary at this stage to carry out further in-depth analysis in the context of the MIP.
PORTUGAL: In February 2020, the Commission concluded that Portugal was experiencing macroeconomic
imbalances, in particular involving the large stocks of net external liabilities, private sector and government debt as
well as a high share of non-performing loans in a context of low productivity growth. In the updated scoreboard
including figures until 2019, the net international investment position (NIIP), house price growth, private sector debt
and government debt indicators are beyond the indicative threshold.
Portugal entered the COVID-19 crisis with vulnerabilities linked to large stocks of debt in a context of low productivity growth.
With the COVID-19 crisis, debt ratios have increased across sectors. Overall, the Commission finds it opportune, also taking
into account the identification of imbalances last February, to examine further the persistence of imbalances or their
unwinding.
ROMANIA: In February 2020, the Commission concluded that Romania was experiencing macroeconomic imbalances,
in particular involving cost competitiveness losses, a deteriorating external position and a widening current account
deficit, in a context of expansionary fiscal policy and an unpredictable business environment. In the updated
scoreboard including figures until 2019, the current account deficit, the net international investment position (NIIP)
and unit labour cost growth indicators are beyond the indicative threshold.
Romania entered the COVID-19 crisis with vulnerabilities linked to external and government debt, cost competitivenessand
an unpredictable business environment. With the COVID-19 crisis, debt ratioshave increasedmarkedlyand the fiscal position
has deteriorated. Overall, the Commission finds it opportune, also taking into account the identification of imbalances last
February, to examine further the persistence of imbalances or their unwinding.
SLOVENIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Slovenia. In the
updated scoreboard including figures until 2019, the government debt indicator is beyond the indicative threshold.
Slovenia entered the COVID-19 crisis in strong position with no macroeconomic imbalances, although fiscal sustainability
and house price developments implied limited risks. With the COVID-19 crisis, the government debt level is projected to
increase but the strong current account surplus to remain. Overall, the Commission does not see it necessary at this stage to
carry out further in-depth analysis in the context of the MIP.
SLOVAKIA: In the previous round of the MIP, no macroeconomic imbalances were identified for Slovakia. In the
updated scoreboard including figures until 2019, the net international investment position (NIIP), the unit labour cost
growth and the house price growth indicators are beyond the indicative threshold.
Slovakia entered the COVID-19 crisis with no identified macroeconomic imbalances, although external sustainability,
domestic price pressures and dependence on the automotive industry involved limited risks. With the COVID-19 crises,
domestic price pressures have eased while the external position has slightly deteriorated. Overall, the Commission does not
see it necessary at this stage to carry out further in-depth analysis in the context of the MIP.
FINLAND: In the previous round of the MIP, no macroeconomic imbalance was identified for Finland. In the updated
scoreboard including figures until 2019, the private sector debt indicator is beyond the indicative threshold.
Finland entered the COVID-19 crisis with vulnerabilities linked to private sector debt. With the COVID-19 crisis, the private
sector debt ratio is increasing, but risks remain limited. Overall, the Commission does not see it necessary at this stage to carry
out further in-depth analysis in the context of the MIP.
SWEDEN: In February 2020, the Commission concluded that Sweden was experiencing macroeconomic imbalances,
in particular involving overvalued house price levels coupled with a continued rise in household debt. In the updated
scoreboard including figures until 2019, the private sector debt indicator is beyond the indicative threshold.
Sweden entered the COVID-19 crisis with vulnerabilities linked to the housing market and private sector debt. With the
COVID-19 crises vulnerabilities associated to household debt, mortgage credit and house price levels remain. Overall, the
Commission finds it opportune, also taking into account the identification of imbalances in February, to examine further the
persistence of imbalances or their unwinding.
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Annex 3: Country Specific Recommendations underpinned by MIP: 2019 (including
implementation assessment) and 2020
These tables are extracted from:
- the detailed EGOV document “Country Specific recommendations for 2018 and 2019 - A tabular
comparison and overview of implementation”;
- the detailed EGOV document “Commission’s Recommendations for Country Specific recommendations for
2020”. For each concerned Member State, the tables present only the CSRs underpinned by the MIP. Note
that the CSRs adopted by the Council on 20 July 2020 do not materially differ from those proposed by the
Commission. The assessment categories (some progress, limited progress) are taken from the Commission’s
2020 Country Reports.

BG

2019 CSRs
MIP: CSR 2
Assessment of implementation of 2019 CSRs
2. Ensure the stability of the banking sector by reinforcing
supervision, promoting adequate valuation of assets,
including bank collateral, and promoting a functioning
secondary market for non-performing loans. Ensure effective
supervision and the enforcement of the AML framework.
Strengthen the non-banking financial sector by effectively
enforcing risk-based supervision, the recently adopted
valuation guidelines and group-level supervision. Implement
the forthcoming roadmap tackling the gaps identified in the
insolvency framework. Foster the stability of the car
insurance sector by addressing market challenges and
remaining structural weaknesses.
Some Progress.

DE

2019 CSRs
MIP: CSR 1, 2
Assessment of implementation
of 2019 CSRs
1. While respecting the MTO, use fiscal and structural
policies to achieve a sustained upward trend in
private and public investment, in particular at
regional and municipal level. Focus investmentrelated economic policy on education; research and
innovation; digitalisation and very-high capacity
broadband; sustainable transport as well as energy
networks and affordable housing, taking into
account regional disparities. Shift taxes away from
labour to sources less detrimental to inclusive and
sustainable growth. Strengthen competition in
business services and regulated professions.
Limited Progress.
2. Reduce disincentives to work more hours,
including the high tax wedge, in particular for lowwage and second earners. Take measures to
safeguard the long-term sustainability of the pension
system, while preserving adequacy. Strengthen the
conditions that support higher wage growth, while
respecting the role of the social partners. Improve
educational outcomes and skills levels of
disadvantaged groups.
Some Progress.
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Bulgaria was considered not being at risk of
macroeconomic imbalances in 2020

2020 CSR
MIP: CSR 2
2. Front-load mature public investment projects and
promote private investment to foster the economic
recovery. Focus investment on the green and digital
transition, in particular on sustainable transport,
clean, efficient and integrated energy systems, digital
infrastructure and skills, housing, education and
research and innovation. Improve digital public
services across all levels and foster the digitalisation
in small and medium-sized enterprises. Reduce the
regulatory and administrative burden for businesses.
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IE

2019 CSRs
MIP: CSR 1, 3
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSRs 1,2,4

1. Achieve the MTO objective in 2020. Use windfall
gains to accelerate the reduction of the general
government debt ratio. Limit the scope and number
of tax expenditures, and broaden the tax base.
Continue to address features of the tax system that
may facilitate aggressive tax planning, and focus in
particular on outbound payments. Address the
expected increase in age-related expenditure by
making the healthcare system more cost-effective
and by fully implementing pension reform plans.
Limited Progress (this overall assessment of
country-specific recommendation 1 does not include
an assessment of compliance with the Stability and
Growth Pact)
3. Focus investment-related economic policy on low
carbon and energy transition, the reduction of
greenhouse gas emissions, sustainable transport,
water, digital infrastructure and affordable and social
housing, taking into account regional disparities.
Implement measures, including those in the Future
Jobs strategy, to diversify the economy and improve
the productivity of Irish firms — SMEs in particular —
by using more direct funding instruments to
stimulate research and innovation and by reducing
regulatory barriers to entrepreneurship.
Some Progress.

1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment.
Improve accessibility of the health system and
strengthen its resilience, including by responding to
health workforce’s needs and ensuring universal
coverage to primary care.

2. Support employment through developing skills.
Address the risk of digital divide, including in the
education sector. Increase the provision of social and
affordable housing.

4. Broaden the tax base. Step up action to address
features of the tax system that facilitate aggressive
tax planning, including on outbound payments.
Ensure effective supervision and enforcement of the
anti-money laundering framework as regards
professionals providing trust and company services.
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EL

2019 CSRs
MIP: CSR 1, 2
Assessment of implementation
of 2019 CSRs

1. Achieve a sustainable economic recovery and
tackle the excessive macroeconomic imbalances by
continuing and completing reforms in line with the
post-programme commitments given at the
Eurogroup of 22 June 2018.
Some Progress.

2. Focus investment-related economic policy on
sustainable transport and logistics, environmental
protection, energy efficiency, renewable energy and
interconnection projects, digital technologies, R&D,
education, skills, employability, health, and the
renewal of urban areas, taking into account regional
disparities and the need to ensure social inclusion.
Some Progress.

CSRs 2020
MIP: CSRs 1,2,3,4
1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment.
Strengthen the resilience of the health system and
ensure adequate and equal access to healthcare.
2. Mitigate the employment and social impacts of the
crisis, including by implementing measures such as
short-time work schemes and ensuring effective
activation support.

3. Swiftly deploy measures to provide liquidity and
continued flow of credit and other financing to the
economy, focusing in particular on small and
medium-sized enterprises most affected by crisis.
Front-load mature public investment projects and
promote private investment to foster the economic
recovery. Focus investment on the green and digital
transition, in particular on safe and sustainable
transport and logistics, clean and efficient
production and use of energy, environmental
infrastructure and very-high capacity digital
infrastructure and skills. Improve the effectiveness
and digitalisation of the public administration and
promote digital transformation of businesses.
4. Continue and complete reforms in line with the
post-programme commitments given at the
Eurogroup of 22 June 2018 to restart a sustainable
economic recovery, following the gradual easing up
of constraints imposed due to the COVID-19
outbreak.
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ES

2019 CSRs
MIP: CSR 1, 2, 3, 4
Assessment of implementation
of 2019 CSRs

CSRs 2020
MIP: CSRs 1,2,4

1. Ensure that the nominal growth rate of net primary
government expenditure does not exceed 0,9 % in
2020, corresponding to an annual structural
adjustment of 0,65 % of GDP. Take measures to
strengthen the fiscal and public procurement
frameworks at all levels of government. Preserve the
sustainability of the pension system. Use windfall
gains to accelerate the reduction of the general
government debt ratio.
Limited Progress (this overall assessment of CSR 1
does not include an assessment of compliance with
the Stability and Growth Pact;).
2. Ensure that employment and social services have
the capacity to provide effective support. Foster
transitions towards open-ended contracts, including
by simplifying the system of hiring incentives.
Improve support for families, reduce fragmentation
of national unemployment assistance and address
coverage gaps in regional minimum income
schemes. Reduce early school leaving and improve
educational outcomes, taking into account regional
disparities. Increase cooperation between education
and businesses with a view to improving the
provision of labour market relevant skills and
qualifications, in particular for information and
communication technologies.
Limited Progress.
3. Focus investment-related economic policy on
fostering innovation, resource and energy efficiency,
upgrading rail freight infrastructure and extending
electricity interconnections with the rest of the
Union, taking into account regional disparities.
Enhance the effectiveness of policies supporting
research and innovation.
Limited Progress.
4. Further the implementation of the Law on Market
Unity by ensuring that, at all levels of government,
rules governing access to and exercise of economic
activities, in particular for services, are in line with the
principles of that Law and by improving cooperation
between administrations.
Limited Progress.
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1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment.
Strengthen the health system’s resilience and
capacity, as regards health workers, critical medical
products and infrastructure.
2. Support employment through arrangements to
preserve jobs, effective hiring incentives and skills
development. Reinforce unemployment protection,
notably for atypical workers. Improve coverage and
adequacy of minimum income schemes and family
support, as well as access to digital learning.

4. Improve coordination between different levels of
government and strengthen the public procurement
framework to support recovery in an efficient
manner.
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2019 CSRs
MIP: CSR 1, 2, 3, 4
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSRs 1,3,4

1. Ensure that the nominal growth rate of net primary
expenditure does not exceed 1,2 % in 2020,
corresponding to an annual structural adjustment of
0,6 % of GDP. Use windfalls gains to accelerate the
reduction of the general government debt ratio.
Achieve expenditure savings and efficiency gains
across all sub-sectors of the government, including
by fully specifying and monitoring the
implementation of the concrete measures needed in
the context of Public Action 2022. Reform the
pension system to progressively unify the rules of the
different pension regimes, with the view to enhance
their fairness and sustainability.
Limited Progress (this overall assessment of CSR1
does not include a compliance assessment of
compliance with the Stability and Growth Pact.
2. Foster labour market integration for all job seekers,
ensure equal opportunities with a particular focus on
vulnerable groups including people with a migrant
background and address skills shortages and
mismatches.
Limited Progress.

3. Focus investment-related economic policy on
research and innovation (while improving the
efficiency of public support schemes, including
knowledge transfer schemes), renewable energy,
energy efficiency and interconnections with the rest
of the Union, and on digital infrastructure, taking into
account territorial disparities.
Some Progress.
4. Continue to simplify the tax system, in particular by
limiting the use of tax expenditures, further
removing inefficient taxes and reducing taxes on
production. Reduce regulatory restrictions, in
particular in the services sector, and fully implement
the measures to foster the growth of firms.
Some Progress.
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1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment.
Strengthen the resilience of the health system by
ensuring adequate supplies of critical medical
products and a balanced distribution of health
workers, and by investing in e-Health.

3. Ensure the effective implementation of measures
supporting the liquidity of firms, in particular for
small and medium-sized enterprises. Front-load
mature public investment projects and promote
private investment to foster the economic recovery.
Focus investment on the green and digital transition,
in particular on sustainable transport, clean and
efficient production and use of energy, energy and
digital infrastructures as well as research and
innovation.

4. Continue to improve the regulatory environment,
reduce administrative burdens for firms and simplify
the tax system.
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HR

2019 CSRs
MIP: CSR 1, 2, 3, 4
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSRs 1,2,3,4

1. Reinforce the budgetary framework and
monitoring of contingent liabilities at central and
local level. Reduce the territorial fragmentation of
the public administration and streamline the
functional distribution of competencies.
Limited Progress.

2. Deliver on the education reform and improve both
access to education and training at all levels and
their quality and labour market relevance.
Consolidate social benefits and improve their
capacity to reduce poverty. Strengthen labour
market measures and institutions and their
coordination with social services. In consultation
with the social partners, introduce harmonised
wage-setting frameworks across the public
administration and public services.
Some Progress.
3. Focus investment-related economic policy on
research and innovation, sustainable urban and
railway transport, energy efficiency, renewables and
environmental infrastructure, taking into account
regional disparities. Increase the administration's
capacity to design and implement public projects
and policies.
Limited Progress.

4. Improve corporate governance in State-owned
enterprises and intensify the sale of such enterprises
and non-productive assets. Enhance the prevention
and sanctioning of corruption, in particular at the
local level. Reduce the duration of court proceedings
and improve electronic communication in courts.
Reduce the most burdensome parafiscal charges
and excessive product and services market
regulation.
Limited Progress.
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1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment. Enhance
the resilience of the health system. Promote
balanced geographical distribution of health
workers and facilities, closer cooperation between all
levels of administration and investments in e-health.
2. Strengthen labour market measures and
institutions and improve the adequacy of
unemployment benefits and minimum income
schemes. Increase access to digital infrastructure and
services. Promote the acquisition of skills.

3. Maintain measures to provide liquidity to small
and medium-sized enterprises and the selfemployed. Further reduce parafiscal charges and
restrictions in goods and services market regulation.
Front-load mature public investment projects and
promote private investment to foster the economic
recovery. Focus investment on the green and digital
transition, in particular on environmental
infrastructure, sustainable urban and rail transport,
clean and efficient production and use of energy and
high speed broadband.
4. Reinforce the capacity and efficiency of the public
administration to design and implement public
projects and policies at central and local levels.
Improve the efficiency of the judicial system.
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2019 CSRs
MIP: CSR 1, 2, 3, 4, 5
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSRs 1,2,3,4

1. Ensure a nominal reduction of net primary
government expenditure of 0,1 % in 2020,
corresponding to an annual structural adjustment of
0,6 % of GDP. Use windfall gains to accelerate the
reduction of the general government debt ratio. Shift
taxation away from labour, including by reducing tax
expenditure and reforming the outdated cadastral
values. Fight tax evasion, especially in the form of
omitted invoicing, including by strengthening the
compulsory use of e-payments including through
lower legal thresholds for cash payments. Implement
fully past pension reforms to reduce the share of
pensions in public spending and create space for other
social and growth-enhancing spending.
Some Progress (this overall assessment of CSR 1 does
not include an assessment of compliance with the
Stability and Growth Pact).
2. Step up efforts to tackle undeclared work. Ensure
that active labour market and social policies are
effectively integrated and reach out in particular to
young people and vulnerable groups. Support
women's participation in the labour market through a
comprehensive strategy, including through access to
quality childcare and long-term care. Improve
educational outcomes, also through adequate and
targeted investment, and foster upskilling, including
by strengthening digital skills.
Limited Progress.
3. Focus investment-related economic policy on
research and innovation, and the quality of
infrastructure, taking into account regional disparities.
Improve the effectiveness of public administration,
including by investing in the skills of public employees,
by accelerating digitalisation, and by increasing the
efficiency and quality of local public services. Address
restrictions to competition, particularly in the retail
sector and in business services, also through a new
annual competition law.
Some Progress.
4. Reduce the length of civil trials at all instances by
enforcing and streamlining procedural rules, including
those under consideration by the legislator and with a
special focus on insolvency regimes. Improve the
effectiveness of the fight against corruption by
reforming procedural rules to reduce the length of
criminal trials.
Limited progress.
5. Foster bank balance sheet restructuring, in
particular for small and medium-sized banks, by
improving efficiency and asset quality, continuing the
reduction of non-performing loans, and diversifying
funding. Improve non-bank financing for smaller and
innovative firms.
Some Progress.
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1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment.
Strengthen the resilience and capacity of the health
system, in the areas of health workers, critical medical
products and infrastructure. Enhance coordination
between national and regional authorities.

2. Provide adequate income replacement and access
to social protection, notably for atypical workers.
Mitigate the employment impact of the crisis,
including through flexible working arrangements
and active support to employment. Strengthen
distance learning and skills, including digital ones.

3. Ensure effective implementation of measures to
provide liquidity to the real economy, including to
small and medium-sized enterprises, innovative firms
and the self-employed, and avoid late payments.
Front-load mature public investment projects and
promote private investment to foster the economic
recovery. Focus investment on the green and digital
transition, in particular on clean and efficient
production and use of energy, research and
innovation, sustainable public transport, waste and
water management as well as reinforced digital
infrastructure to ensure the provision of essential
services.
4. Improve the efficiency of the judicial system and
the effectiveness of public administration.
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CY

2019 CSRs
MIP: CSR 1, 2, 3, 4, 5
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSRs 1,3,4

1. Adopt key legislative reforms to improve efficiency
in the public sector, in particular as regards the
functioning of the public administration and the
governance of State-owned entities and local
governments. Address features of the tax system that
may facilitate aggressive tax planning by individuals
and multinationals, in particular by means of
outbound payments by multinationals.
Limited Progress.
2. Facilitate the reduction of non-performing loans
including by setting up an effective governance
structure for the State-owned asset management
company, taking steps to improve payment
discipline and strengthening the supervision of
credit-acquiring companies. Strengthen supervision
capacities in the non-bank financial sector, including
by fully integrating the insurance and pension-fund
supervisors.
Limited Progress.
3. Complete reforms aimed at increasing the
effectiveness of the public employment services and
reinforce outreach and activation support for young
people. Deliver on the reform of the education and
training system, including teacher evaluation, and
increase employers' engagement and learners'
participation in vocational education and training,
and affordable childhood education and care. Take
measures to ensure that the National Health System
becomes operational in 2020, as planned, while
preserving its long-term sustainability.
Some Progress.
4. Focus investment-related economic policy on
sustainable transport, environment, in particular
waste and water management, energy efficiency and
renewable energy, digitalisation, including digital
skills, and research and innovation, taking into
account territorial disparities within Cyprus. Adopt
legislation to simplify the procedures for strategic
investors to obtain necessary permits and licences.
Improve access to finance for SMEs, and resume the
implementation of privatisation projects.
Limited Progress.
5. Step up efforts to improve the efficiency of the
judicial system, including the functioning of
administrative justice and revising civil procedures,
increasing the specialisation of courts and setting up
an operational e-justice system. Take measures to
strengthen the legal enforcement of claims and
ensure reliable and swift systems for the issuance and
transfer of title deeds and immovable property
rights. Accelerate anti-corruption reforms, safeguard
the independence of the prosecution and strengthen
the capacity of law enforcement.
Limited Progress.
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1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions allow,
pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment.
Strengthen the resilience and capacity of the health
system to ensure quality and affordable services,
including by improving health workers’ working
conditions.
3. Secure adequate access to finance and liquidity,
especially for small and medium sized enterprises.
Front-load mature public investment projects and
promote private investment to foster the economic
recovery. Focus investment on the green and digital
transition, in particular on clean and efficient
production and use of energy, waste and water
management, sustainable transport, digitalisation,
research and innovation.

4. Step up action to address features of the tax
system that facilitate aggressive tax planning by
individuals and multinationals. Improve the
efficiency and digitalisation of the judicial system
and the public sector.
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NL

2019 CSRs
MIP: CSR 1, 3
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSR 3

1. Reduce the debt bias for households and the
distortions in the housing market, including by
supporting the development of the private rental
sector. Ensure that the second pillar of the pension
system is more transparent, inter-generationally
fairer and more resilient to shocks. Implement
policies to increase household disposable income,
including by strengthening the conditions that
support wage growth, while respecting the role of
social partners. Address features of the tax system
that may facilitate aggressive tax planning, in
particular by means of outbound payments, notably
by implementing the announced measures.
Some Progress.
3. While respecting the medium-term budgetary
objective, use fiscal and structural policies to support
an upward trend in investment. Focus investmentrelated economic policy on research and
development in particular in the private sector, on
renewable energy, energy efficiency and greenhouse
gas emissions reduction strategies and on
addressing transport bottlenecks.
Some Progress.
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3. Front-load mature public investment projects and
promote private investment to foster the economic
recovery. Focus investment on the green and digital
transition, in particular on digital skills development,
sustainable infrastructure and clean and efficient
production and use of energy as well as missionoriented research and innovation.
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2019 CSRs
MIP: CSR 1, 2, 3, 4
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSRs 1,2,3,4

1. Achieve the medium-term budgetary objective in
2020, taking into account the allowance linked to
unusual events for which a temporary deviation is
granted. Use windfall gains to accelerate the
reduction of the general government debt ratio.
Improve the quality of public finances by prioritising
growth-enhancing spending while strengthening
overall expenditure control, cost efficiency and
adequate budgeting, with a focus in particular on a
durable reduction of arrears in hospitals. Improve the
financial sustainability of state-owned enterprises,
while ensuring more timely, transparent and
comprehensive monitoring.
Limited Progress (this overall assessment of CSR 1
does not include an assessment of compliance with
the Stability and Growth Pact).
2. Adopt measures to address labour market
segmentation. Improve the skills level of the
population, in particular their digital literacy,
including by making adult learning more relevant to
the needs of the labour market. Increase the number
of higher education graduates, particularly in science
and information technology. Improve the
effectiveness and adequacy of the social safety net.
Some Progress.
3. Focus investment-related economic policy on
research and innovation, railway transport and port
infrastructure, low carbon and energy transition and
extending energy interconnections, taking into
account regional disparities.
Limited Progress.

4. Allow for a swifter recovery of the collateral tied to
non-performing loans by increasing the efficiency of
insolvency and recovery proceedings. Reduce the
administrative and regulatory burden on businesses,
mainly by reducing sector-specific barriers to
licensing. Develop a roadmap to reduce restrictions
in highly regulated professions. Increase the
efficiency of administrative and tax courts, in
particular by decreasing the length of proceedings.
Limited Progress.
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1. In line with the general escape clause, take all
necessary measures to effectively address the
pandemic, sustain the economy and support the
ensuing recovery. When economic conditions
allow, pursue fiscal policies aimed at achieving
prudent medium-term fiscal positions and
ensuring debt sustainability, while enhancing
investment. Strengthen the resilience of the
health system and ensure equal access to quality
health and long-term care.

2. Support employment and prioritise measures to
preserve jobs. Guarantee sufficient and effective
social protection and income support. Support the
use of digital technologies to ensure equal access
to quality education and training and to boost
firms’ competitiveness.

3. Implement the temporary measures aimed at
securing access to liquidity for firms, in particular
small and medium-sized enterprises. Front-load
mature public investment projects and promote
private investment to foster the economic
recovery. Focus investment on the green and
digital transition, in particular on clean and
efficient production and use of energy, rail
infrastructure and innovation.
4. Increase the efficiency of administrative and tax
courts.
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RO

2019 CSRs
MIP: CSR 1, 2, 3, 5
Assessment of implementation
of 2019 CSRs

2020 CSRs
MIP: CSR 4

1. Ensure compliance with the Council
recommendation of 14 June 2019 with a view to
correcting the significant deviation from the
adjustment path toward the medium-term
budgetary objective. Ensure the full application of
the fiscal framework. Strengthen tax compliance and
collection.
Limited Progress (this overall assessment of CSR 1
does not include an assessment of compliance with
the Stability and Growth Pact).
2. Safeguard financial stability and the robustness of
the banking sector. Ensure the sustainability of the
public pension system and the long-term viability of
the second pillar pension funds.
Some Progress.
3. Improve the quality and inclusiveness of
education, in particular for Roma and other
disadvantaged groups. Improve skills, including
digital, notably by increasing the labour market
relevance of vocational education and training and
higher education. Increase the coverage and quality
of social services and complete the minimum
inclusion income reform. Improve the functioning of
social dialogue. Ensure minimum wage setting based
on objective criteria, consistent with job creation and
competitiveness. Improve access to and costefficiency of healthcare, including through the shift
to outpatient care.
Limited Progress.
5. Ensure that legislative initiatives do not undermine
legal certainty by improving the quality and
predictability of decision-making, including by
appropriate stakeholder consultations, effective
impact assessments and streamlined administrative
procedures. Strengthen the corporate governance of
state-owned enterprises.
No Progress.

SE

2019 CSRs
MIP: CSR 1
Assessment of implementation
of 2019 CSRs
1. Address risks related to high household debt by
gradually reducing the tax deductibility of mortgage
interest payments or increasing recurrent property
taxes. Stimulate investment in residential
construction where shortages are most pressing, in
particular by removing structural obstacles to
construction. Improve the efficiency of the housing
market, including by introducing more flexibility in
rental prices and revising the design of the capital
gains tax.
Limited Progress.
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4. Improve the quality and effectiveness of public
administration and the predictability of decisionmaking, including through an adequate
involvement of social partners.
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As the 2020 country-specific recommendations have
been refocused on the objective of tackling the
socioeconomic impacts of the COVID-19 pandemic and
facilitating the economic recovery, none of them
directly addresses the macroeconomic imbalances
identified by the Commission under Article 6 of
Regulation (EU) No 1176/2011,
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Annex 4: Modifications of the MIP over time
In line with its Communication "On steps towards completing Economic and Monetary Union" of October 2015, the
European Commission introduced several changes in the Semester, aimed at fostering the integration of the euro
area and national dimensions, strengthening the focus on employment, social performance, investment and
competitiveness as well as at improving the whole procedure transparency 7. Specifically on MIP, the Commission
stated how "experience suggests that implementation of MIP can be improved in a number of ways", and noted that the
six levels scale of imbalances used up to 2015 to classify Member States in the context of the MIP was not transparent.
In 2016, the Commission:
•

introduced in the MIP scoreboard three new employment-related indicators, namely activity rate, long-term
and youth unemployment 8.

•

introduced some changes in the calendar of the Semester and the MIP, namely:

•

o

it anticipated to November the draft Council recommendations for the euro area;

o

it anticipated the publication of the IDRs to February and integrated them in the Country reports. These
reports constitute the basis for dialogues between the Commission and the Member States before
submission of their National Reform Programmes, as well as for the preparations of the CSRs. They provide
also an assessment of the implementation of the previous CSRs9 .

reduced the number of MIP categories from six to four, as shown in Table A.1.

Each of the IDRs takes into account spill-overs to other countries, especially for the euro area countries, and systemic
issues. The IDRs also include the “MIP assessment matrix”, which summarises the main findings and focuses on
imbalances and adjustment issues relevant for the MIP.
Table A.1: Categorisation of imbalances in the macroeconomic imbalance procedure
Previous categories (6)

Streamlined categories (4)

No imbalances

No imbalances

Imbalances, which require policy action and monitoring
Imbalances, which require decisive policy action and monitoring
Imbalances, which require decisive policy action and specific monitoring

Imbalances

Excessive imbalances, which require decisive policy action and specific
monitoring

Excessive imbalances

Excessive imbalances with corrective action*

Excessive imbalances with
corrective action*

Source: European Commission.
* Corrective action consists in the opening of the Excessive Imbalance Procedure
Table A.1 shows the categorisation of possible macroeconomic imbalances introduced in March 2016. All countries
with imbalances are subject to specific monitoring, that is tighter for countries with excessive imbalances and consists
in dialogues with the national authorities, expert missions and regular progress reports, which should also help
monitoring of the implementation of the CSRs in the Member States concerned. Countries in the category 'excessive
imbalances with corrective action' are subject to the excessive imbalance procedure (EIP) entailing policy
recommendations to remedy the imbalances and follow-up through a corrective action plan.

7

8

9

See also the Commission publication “The Macroeconomic Imbalance Procedure - Rationale, Process, Application: a Compendium” of November
2016, which provides an overview of how the framework functions and how its application has evolved over time.
The ECOFIN Council, on 16 January 2016 “expressed concern about the inclusion of three additional employment indicators to the main scoreboard,
given the need to preserve the effectiveness of the scoreboard as an early warning device... Underlined that social and labour market indicators are not
relevant for identifying macro-financial risks and developments in these indicators cannot trigger steps in the MIP process”.
Prior to the streamlined Semester, only the in-depth reviews were published in March, while the Country Reports (previously called Staff Working
Documents) were issued in May/June. The publication of a single comprehensive report at an earlier stage is expected to help increase the
transparency of the European Semester, as well as its integration in the National reform Programmes.
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In 2018, the Commission introduced a number of new auxiliary indicators (technical detail are available in this
Commission SWD), namely:
•

NIIP excluding non-defaultable instruments (NENDI) replaces Net external debt: this indicator provides a
broader representation of external stocks (both assets and liabilities) carrying default risks. The new indicator
profits from the revised methodology for balance of payments statistics (from BPM5 to BPM6), which allows a
finer breakdown of foreign assets and liabilities. Compared with NED, NENDI: (i) excludes net intra-company
foreign direct investment (FDI) debt, which in some cases accounts for a large share of cross-border debt
without representing solvency concerns; (ii) includes mutual fund shares, which are sometimes a very large
item and are mostly backed by bonds; and (iii) includes net financial derivatives. Seen from a different
perspective, NENDI is a subset of the NIIP that excludes equity-related components, namely FDI equity and
equity shares, and intra-company cross-border FDI debt.

•

Consolidated banking leverage (domestic and foreign entities from ECB consolidated banking data) replaces
the non-consolidated financial sector leverage indicator from national account. This indicator has more clear
economic interpretation, is comparable across countries, and is consistently based on book values, even if it
covers the banking sector only.

•

Household debt (consolidated) to complement the headline indicator on private sector debt;

•

Gross nonperforming loans, which provides complementary information to assess private sector debt. The
addition of the latter has become possible thanks to the availability of cross-country-comparable data in the
ECB's consolidated banking statistics as of 2015.

To keep the scoreboard relevant and parsimonious, two auxiliary indicators previously included were dropped:
•

the ten-year change in nominal unit labour costs (as it overlaps with data on three-year change on unit labour costs
among the headline indicators and on ten-year change in unit labour costs relative to euro area also in the auxiliary
indicators);

•

non-consolidated private sector debt (which has been superseded by the headline indicator on consolidated
private sector debt).

Auxiliary MIP indicators have no thresholds and are less visible than the headline "MIP scoreboard indicators";
nevertheless, they are of high statistical quality and comparable among Member States.

Annex 5: Summaries of three studies on the functioning of the MIP and presenting
proposals for its improvement
In October 2019, the Coordinators of the ECON Committee requested the EGOV Unit to provide three papers on the
MIP, written by academic experts. The papers were requested also in light of the upcoming Commission’s report on
the application of the MIP regulations (1176/2011 and 1174/2011). In accordance with the regulations, such report
would evaluate, inter alia:
•

the effectiveness of the Regulations;

•

the progress in ensuring closer coordination of economic policies and sustained convergence of economic
performances of the Member States in accordance with the TFEU. Where appropriate, that report shall be
accompanied by a proposal for amendments to the Regulations.

The papers were published between February and May 2020. The Commission launched the EU economic governance
review in February 2020.

How has the macro-economic imbalances procedure worked in practice to improve the resilience of
the euro area?
By Agnès Bénassy-Quéré (Chief Economist at Treasury - France, and Sorbonne University), Guntram Wolff
(Director, Bruegel)
This paper presents first an empirical analysis of the implementation of the MIP, showing that:
•

the implementation rate of the country-specific recommendations has been declining over time; although
imbalances have clearly receded in the euro area and in the EU over 2013-2018, there is no apparent link with
the implementation of the CSRs;
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•

despite past reforms, the MIP keeps still largely a country-by-country approach, running the risk of
contributing to a deflationary bias in the euro area.

The authors then advance some proposals on how the MIP could be improved, namely by:
•

streamline the scoreboard around a few meaningful indicators,

•

in the recommendation to the euro area, include a section explaining the strategy to reduce imbalances, and
specify the contribution of each Member State

•

focus the MIP-CSRs on policy actions that can have direct impact on imbalances.

•

Involve national macroprudential authorities and national productivity councils; coordinate the timetable of
the European semester with that of ESRB’s recommendations;

•

simplify the language and further involve the Commission into national policy discussions.

Macroeconomic Imbalances Procedure: has it worked in practice to improve the resilience of the euro
area?
By Lorenzo Codogno
While the MIP is for the whole of the EU, the paper focuses on the Euro Area, as, according to the author, the sharing
of the single currency makes macroeconomic imbalances even more dangerous and hard to correct. The paper focuses
on three issues:
•

the extent to which the MIP contributed to its stated and expected objectives and, more broadly, whether the
MIP has better equipped the Euro Area to identify and prevent unsustainable macroeconomic developments.
It presents some stylised trends in macro variables and how the procedure tracks them.

•

provide a tentative counterfactual exercise, to see whether the currently upgraded economic surveillance
would have helped in preventing the emergence of vulnerabilities and imbalances in those Member States
that required financial assistance during the financial and economic crisis.

•

provide some policy recommendations on how to make the prevention of unsustainable policies more
effective in the future and assess whether other supranational policy tools could help complement the current
framework. The main policy recommendations of the study are that some re-tooling of the MIP is necessary
and that increasing its ownership at the national level is essential.

The paper concludes that the procedure has substantially improved the macroeconomic dialogue and the policy
debate on the best ways to address structural issues and imbalances and, at the margin, has likely strengthened policy
response, although imbalances are not directly under the control of policymakers. Even if the MIP cannot identify and
prevent the next crisis, the MIP can contribute to reducing the areas of weakness and the macroeconomic trends that
may prove to be unsustainable. The reduction of structural weaknesses through policy action has likely already
benefitted the resilience of Member States’ economies and that of the EU/Euro Area to external or internal shocks.
Many issues, however, remain outstanding. The Euro Area and individual countries are still vulnerable and exposed to
shocks. Especially the level of public and private debt, and, for some countries, the net international investment
position remain a concern. Resilience to shocks cannot be addressed only through changes in the macroeconomic
structure of the Euro Area economies. Advances in other areas would be required, and especially in terms of a Euro
Area fiscal capacity and the sharing of risk. Some specific changes to the MIP could achieve better results in the near
term; these include taking into account the Euro Area dimension more explicitly, i.e. spillovers, complementarities, and
trade-offs, as well as the different economic structure of individual countries.

How has the macro-economic imbalances procedure worked in practice to improve the resilience of
the euro area?
By Alexander Kriwoluzky, Malte Rieth - DIW Berlin and Freie Universität Berlin
This paper analyses the effects of the implementation of the MIP on the macroeconomic performance of countries in
the EU and the euro area. On the basis of a statistiacl analysis of the MIP-scoreboard indicators and the related breach
of thresholds, the authors find that the introduction of the MIP led to a decline in current account imbalances and
private sector debt and credit flows, which are good predicotrs of financial and economic crisis. Considering that the
economic literature recognises the deterioration of these indicators as deeply affecting a crisis, the authors infer that
their improvement put the countries in the EU and the euro area in better position to prevent a deep economic crisis.
Nevertheless, the overall effects were limited. To strengthen the MIP, they support the introduction of a EU fund that
pays grants, conditional on the implementation progress of economic reforms.
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BRIEFING

Implementation of the Stability and
Growth Pact under pandemic times
This document provides an overview of key developments under the preventive and
corrective arms of the Stability and Growth Pact on the basis of the latest Council decisions
and recommendations in the framework of the Stability and Growth Pact and the latest
European Commission economic forecasts. This document is regularly updated.
The first section of this document summarises the latest developments regarding the implementation of the
Stability and Growth Pact (SGP) and the second section provides tables on key public finance indicators in
relation to the current SGP-related Council recommendations.

1. Latest developments
Activation of the general escape clause
In March 2020, the COVID-19 outbreak led the European Commission to expect a severe economic
downturn of the euro area and the EU as a whole and to consider that the conditions for the activation of
the general escape clause of the SGP are fulfilled. Also in March, the Finance Ministers of the Member States
agreed with that assessment, thus providing clarity that the general escape clause has been activated. The
activated clause allows Member States in the preventive arm to temporarily depart from the respective
adjustment paths towards their medium-term budgetary objective, provided that this does not endanger
fiscal sustainability in the medium term. If a Member State is in the corrective arm, the clause implies that
the Council may decide, on a Commission recommendation, to adopt a revised fiscal trajectory. In short,
the general escape clause does not suspend the procedures of the SGP, but allows the Commission and the
Council to depart from the budgetary requirements that would normally apply.

Policy measures in the context of the general escape clause
Against the background of the above mentioned procedural framework, the EU Member States have
adopted budgetary, liquidity and economic policy measures (including schemes approved under temporary
flexible EU State aid rules) to increase the capacity of their health systems and provide relief to those citizens
and sectors that are particularly impacted; according to current Commission estimates, the national
measures amount to about EUR 3 trillion. The latest available country-specific overview compiled by
Commission services dates from January 2021.
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In May 2020, the Commission adopted Excessive Deficit Procedure (EDP) reports under Art. 126(3) TFEU for
nearly all Member States 1, in which it finds that all assessed Member States do not comply with the deficit
criterion (and some with the debt criterion neither). However, the Commission also considered - due to the
pandemic - that at this juncture a decision on whether to place Member States under the EDP should not be
taken. Note that all Member States except Romania are currently in the preventive SGP arm 2 and that many
Member States have also triggered national escape clauses to suspend national budgetary rules.
The Council recommended in July 2020 as part of the Country Specific Recommendations (CSRs), without
providing country specific fiscal targets, that Member States should take all necessary measures to address
the pandemic, sustain the economy and support the ensuing recovery and that, when economic conditions
allow, they should pursue fiscal policies aimed at achieving prudent medium-term fiscal positions and
ensuring debt sustainability, while enhancing investment. In addition, the fiscal policy related 2020 CSRs
contain country specific elements, notably relating to strengthening the health care system.
While the 2020 CSRs focus on tackling the socioeconomic impacts of the COVID-19 pandemic and
facilitating the economic recovery, the 2019 CSRs also covered reforms that are essential to address
medium- to long-term structural challenges. In accordance with the recitals of the 2020 CSRs, the 2019 CSRs
country-specific recommendations remain pertinent and will continue to be monitored throughout the
2021 European Semester.
In November 2020, the Council (ECOFIN) took note of the Commission intention to propose in 2021 CSRs on
the budgetary situation of the Member States, as envisaged under the SGP, as it considered it important to
reflect on future fiscal policy orientations. At the same time the Council underlined that the high uncertainty
about the development of the COVID19 pandemic and its economic and social impact needs to be taken
into account in fiscal policies.
All the Commission opinions on the 2021 DBPs of the euro area Member States conclude that the DBPs are
“overall in line with the fiscal policy recommendation adopted by the Council on 20 July 2020” and that most of
the measures in the DBP support economic activity against the background of considerable uncertainty.
However, the Commission points out with regard to a few Member States: ”For Belgium, France, Greece, Italy,
Portugal and Spain, given the level of their government debt and high sustainability challenges in the mediumterm before the outbreak of the COVID-19 pandemic, it is important to ensure that, when taking supporting
budgetary measures, fiscal sustainability in the medium term is preserved.”

When and how to deactivate of the general escape clause
In July 2020, the European Fiscal Board (EFB) stated in a report that a review date and the conditions for an
exit from the escape clause have not been indicated and should be discussed and agreed as soon as
possible. It also noted that ‘In principle, the clause should be deactivated as soon as the severe economic
downturn in the EU and the euro area comes to an end. However, there is no commonly accepted or agreed
definition of a severe economic downturn. The Commission and the Council may hold different views. Also within
the Council views may diverge considerably, especially if the economic impact of the Covid-19 crisis differs across
countries: some may soon embark on an upturn, others may experience negative growth for longer.’
The Commission published on 18 November its opinions on the 2021 Draft Budgetary Plans (DBPs) of the
euro area Member States and in this context it stated that "In light of this need and the still high uncertainty
about the economic consequences of the pandemic, the general escape clause will remain active in 2021. In

1

2

The exceptions were Romania, which was already in the corrective arm of the Pact, and Bulgaria, since it was not expected to breach the
numerical Treaty reference thresholds on public deficit and debt.
Romania is since April 2020 in Excessive Deficit Procedure, for reasons relating to pre-pandemic times.
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spring 2021, taking into account updated macroeconomic projections, the Commission will reassess the situation
and take stock of the application of the general escape clause."
Based on a request of the ECON Committee, four papers by external experts 3 on “How and When to deactivate
the general escape clause of the SGP” have been prepared and published. For instance, one of the papers (by
Luisa Lambertini) suggests that the deactivation should take place only once the economies have recovered
from the effects of the pandemic and it is clear that they are approaching their pre-Covid-19 levels;
concretely, the paper by Lambertini recommends that pre-Covid-19 economic conditions, as captured by
the Commission autumn 2019 forecast of the 2020 output gap or the 2019 level of real GDP, be taken as a
reference for lifting the general escape clause. “Each Member State should revert to the prescription of the SGP
when this State’s output gap has returned to its pre-Covid-19 level”. Another paper (by Philipe Martin and Xavier
Ragot) proposes that the deactivation of the general escape clause should take place only when a reform of
the SGP has been agreed upon and the EU has returned to its pre-crisis level in terms of GDP per capita or
employment. A separate EGOV briefing provides more detailed summaries of all the four papers.

Economic background
On 11 February 2021, the European Commission published its Winter 2021 European Economic Forecast.
While it is the most recent macro-economic forecast by the Commission, it is an interim forecast covering
only GDP growth and inflation figures. It does not contain public finance forecasts; those were carried out
in the Autumn 2020 European Economic Forecast and will be updated in spring 2021. Therefore, this briefing
(see page 4 and tables starting on pages 6) still contains public finance data from autumn 2020.
According to the Winter 2021 Forecast, the European economy GDP is forecast to grow by 3.7% in 2021 and
3.9% in 2022 in the EU, and by 3.8% in both years in the euro area.
The EU economy as a whole would reach the pre-crisis level of output mid-2022, which is earlier than
anticipated in the Autumn 2020 Forecast, largely because of the stronger momentum in the second half of
2021 and in 2022. While some Member States are expected to see economic output return to their prepandemic levels by the end of 2021 or early 2022, others are forecast to take longer. Inflation in the euro
area and the EU is expected to be slightly higher in 2021 compared to last autumn forecast figures, but to
remain subdued despite a temporary boost from base effects.
The Commission highlights that the current projections are subject to significant uncertainty and elevated
risks, predominately linked to the evolution of the pandemic and the success of vaccination campaigns.
The unemployment rate in the EU, as included in the earlier Commission Autumn 2020 European Economic
Forecast, is projected to rise from 6.7% in 2019 to 7.7% in 2020 and 8.6% in 2021, before declining to 8.0%
in 2022. For further reading, see: EU economic developments and projections - latest update.

Latest data on public finances
According to the Commission autumn 2020 forecast of 5 November 2020, the rise in government deficits in
2020 is expected to be very high across the EU given that government spending increases and tax revenues
fall, both as a result of the exceptional policy actions designed to support the economy and the effect of
automatic stabilisers. The forecast projects the aggregate government deficit of the euro area to increase
from 0.6% of GDP in 2019 to about 8.8% in 2020, before declining to 6.4% in 2021, reflecting the expected
phasing out of emergency support measures in the course of 2021 as the economic situation improves.
“Mirroring the spike in deficits, the forecast projects the aggregate euro area debt-to-GDP ratio will increase
from 85.9% of GDP in 2019 to 101.7% in 2020, 102.3% in 2021 and 102.6% in 2022.”

3

Namely by: (1) Erik JONES, (2) Klaus-Jürgen GERN, Stefan KOOTHS and Ulrich STOLZENBURG, (3) Luisa LAMBERTINI, and (4) Philippe MARTIN and
Xavier RAGOT.
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The euro area Member States submitted in October 2020 Draft Budgetary Plans for 2021, containing inter
alia forecasts on GDP growth, public deficit, public debt and budgetary structural balances. A comparison
of these national forecasts with the Commission autumn forecasts reveals partly significant differences,
which is not surprising given the uncertainties and risks surrounding economic forecasts in the current
circumstances (see separate EGOV briefing).
In February 2021, the European Commission published its regular Debt Sustainability Monitor. The key
results include inter alia:
•

•

Over the medium term, eight countries are found to face high risk (Belgium, Spain, France, Italy, Portugal,
Romania, Slovenia and Slovakia). These results are driven by the high debt ratio (in Belgium, Spain, France,
Italy and Portugal), which is projected to only gradually fall – sometimes late - over the projection period.
Over the long term, five countries appear to be at high risk (Belgium, Luxembourg, Romania, Slovenia and
Slovakia).

For more data, see separate EGOV briefing “Public finances in Euro Area Member States: Selected indicators”.

Review of the EU legal framework
In accordance with the so-called “Six-pack” and “Two-pack” Regulations 4, 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
opportunity to provide their views on the functioning of surveillance so far and 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 to return to the review exercise when the immediate challenges have been addressed.
The ECON Committee agreed to launch an own-initiative report on the review: The review of the macroeconomic 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 have taken place and the draft report is being prepared.
Following a request of the ECON Committee, expertise by academic experts has been published on::
 “The role of fiscal rules in relation with the green economy” and
 “Benefits and drawbacks of an "expenditure rule", as well as of a "golden rule", in the EU fiscal
framework”.
For each of both topics, three papers by academic experts have been published; a separate EGOV briefing
provides summaries of them.
4

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 in 2011 and 2013, also known as “Six-pack” and “Two-pack”.
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2. Current Council recommendations and key public finance indicators
The tables below provide an overview of the Council recommendations under the SGP as adopted on
20 July 2020, i.e. under the general escape clause, and the latest key public finance indicators (nominal
budget balances, structural budget balance, gross debt and nominal GDP growth). For Romania, the only
country under the corrective arm (for reasons pertaining to pre-pandemic developments), a separate table
shows in addition the current requirements under the corrective arm and the general escape clause.

Preventive arm of the SGP (under the general escape clause)
LATEST KEY DATA RELATED TO FISCAL
DEVELOPMENTS

MEMBER STATE

COUNCIL RECOMMENDATION N° 1 (=Country Specific
Recommendation relating to fiscal policy)
as adopted on 20 July 2020 (CSR-N° 1)
CSR-N° 1 of each Member State begins with the
following identical recommendation:
Take all necessary measures, in line with the general escape
clause of the SGP, to effectively address the COVID-19
pandemic, sustain the economy and support the ensuing
recovery. When economic conditions allow, pursue fiscal
policies aimed at achieving prudent medium-term fiscal
positions and ensuring debt sustainability, while enhancing
investment.
In addition, CSR-N° 1 of each Member State contains a
differentiated recommendation (see below):

COM forecast - Autumn 20201
(under no policy change scenario)2
(% of GDP)

Year

Structural
budget
Balance3

Nominal
budget
In brackets
balance and italics: yo-y change

Debt

GDP
growth

Euro Area Member States

BE

DE

EE

IE

2021

-7.1

-4.6

(2.2)

117.8

4.1

Reinforce the overall resilience of the health system and
2020
ensure the supply of critical medical products.

-11.2

-6.8

(-3.5)

117.7

-8.4

2019

-1.9

-3.3

(-1.2)

98.1

1.7

2021

-4.0

-2.7

(0.7)

70.1

3.5

Mobilise adequate resources and strengthen the resilience of
2020
the health system, including by deploying e-health services.

-6.0

-3.4

(-4.3)

71.2

-5.6

2019

1.5

0.9

(-0.2)

59.6

0.6

Improve the accessibility and resilience of the health system,
including by addressing the shortages of health workers,
2020
strengthening primary care and ensuring the supply of critical
medical products.
2019

2021

-5.9

-4.1

(0.0)

22.5

3.4

-5.9

-4.1

(-2.1)

17.2

-4.6

0.1

-2.0

(0.3)

8.4

5.0

2021

-5.8

-4.8

(0.7)

66.0

2.9

-6.8

-5.5

(-5.0)

63.1

-2.3

0.5

-0.5

(0.3)

57.4

5.6

Improve accessibility of the health system and strengthen its
resilience, including by responding to the health workforce’s 2020
needs and ensuring universal coverage for primary care.
2019
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MEMBER STATE

COUNCIL RECOMMENDATION N° 1 (=Country Specific
Recommendation relating to fiscal policy)
as adopted on 20 July 2020 (CSR-N° 1)

EL

ES

FR

IT

CY

LV

LT

CSR-N° 1 of each Member State begins with the
following identical recommendation:
Take all necessary measures, in line with the general escape
clause of the SGP, to effectively address the COVID-19
pandemic, sustain the economy and support the ensuing
recovery. When economic conditions allow, pursue fiscal
policies aimed at achieving prudent medium-term fiscal
positions and ensuring debt sustainability, while enhancing
investment.
In addition, CSR-N° 1 of each Member State contains a
differentiated recommendation (see below):

LATEST KEY DATA RELATED TO FISCAL
DEVELOPMENTS
COM forecast - Autumn 20201
(under no policy change scenario)2
(% of GDP)

Year

Structural
budget
Balance3

Nominal
budget
In brackets
balance and italics: yo-y change

Debt

GDP
growth

2021

-6.3

-2.6

(-2.5)

200.7

5.0

Strengthen the resilience of the health system and ensure
2020
adequate and equal access to healthcare.

-6.9

-0.1

(-2.9)

207.1

-9.0

2019

1.5

2.8

(-2.4)

180.5

1.9

2021

Strengthen the health system’s resilience and capacity, as
regards health workers, critical medical products and 2020
infrastructure.

-9.6

-6.0

(0.0)

122.0

5.4

-12.2

-6.0

(-2.0)

120.3

-12.4

2019

-2.9

-4.0

(-1.0)

95.5

2.0

2021

Strengthen the resilience of the health system by ensuring
adequate supplies of critical medical products anda balanced 2020
distribution of health workers, and by investing in e-health.

-8.3

-5.7

(-0.6)

117.8

5.8

-10.5

-5.1

(-1.8)

115.9

-9.4

2019

-3.0

-3.3

(-0.2)

98.1

1.5

2021

Strengthen the resilience and capacity of the health system, in
the areas of health workers, critical medical products and
2020
infrastructure. Enhance coordination between national and
regional authorities.
2019

-7.8

-5.0

(0.8)

159.5

4.1

-10.8

-5.8

(-3.9)

159.6

-9.9

-1.6

-1.9

(0.7)

134.7

0.3

2021

-2.3

-1.9

(2.9)

108.2

3.7

-6.1

-4.8

(-4.8)

112.6

-6.2

2019

1.5

0.0

(-2.1)

94.0

3.1

2021

-3.5

-2.8

(2.9)

45.9

4.9

-7.4

-5.7

(-3.5)

47.5

-5.6

2019

-0.6

-2.2

(0.1)

36.9

2.1

2021

-6.0

-5.0

(2.7)

50.7

3.0

-8.4

-7.7

(-6.4)

47.2

-2.2

0.3

-1.3

(-0.3)

35.9

4.3

Strengthen the resilience and capacity of the health system to
ensure quality and affordable services, including by 2020
addressing health workers’ working conditions.

Strengthen the resilience and accessibility of the health
system including by providing additional human and 2020
financial resources.

Strengthen the resilience of the health system, including by
mobilising adequate funding and addressing shortages in the
2020
health workforce and of critical medical products. Improve
the accessibility and quality of health services.
2019
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MEMBER STATE

COUNCIL RECOMMENDATION N° 1 (=Country Specific
Recommendation relating to fiscal policy)
as adopted on 20 July 2020 (CSR-N° 1)
CSR-N° 1 of each Member State begins with the
following identical recommendation:
Take all necessary measures, in line with the general escape
clause of the SGP, to effectively address the COVID-19
pandemic, sustain the economy and support the ensuing
recovery. When economic conditions allow, pursue fiscal
policies aimed at achieving prudent medium-term fiscal
positions and ensuring debt sustainability, while enhancing
investment.
In addition, CSR-N° 1 of each Member State contains a
differentiated recommendation (see below):

LATEST KEY DATA RELATED TO FISCAL
DEVELOPMENTS
COM forecast - Autumn 20201
(under no policy change scenario)2
(% of GDP)

Year

2021

LU

MT

NL

AT

PT

SI

SK

Structural
budget
Balance3

Nominal
budget
In brackets
balance and italics: yo-y change

Debt

GDP
growth

-1.3

0.8

(3.0)

27.3

3.9

-5.1

-2.2

(-4.6)

25.4

-4.5

2019

2.4

2.4

(-0.5)

22.0

2.3

2021

-6.3

-3.7

(3.2)

60.0

3.0

-9.4

-6.9

(-5.2)

55.2

-7.3

2019

0.5

-1.7

(-1.4)

42.6

4.9

2021

-5.7

-3.9

(0.7)

63.5

2.2

-7.2

-4.6

(-4.9)

60.0

-5.3

2019

1.7

0.3

(0.0)

48.7

1.7

2021

-6.4

-5.2

(1.4)

85.2

4.1

Improve the resilience of the health system by strengthening
2020
public health and primary care.

-9.6

-6.6

(-5.8)

84.2

-7.1

2019

0.7

-0.8

(0.2)

70.5

1.4

2021

-4.5

-3.3

(0.0)

130.3

5.4

Strengthen the resilience of the health system and ensure
2020
equal access to quality health and long-term care.

-7.3

-3.3

(-1.9)

135.1

-9.3

2019

0.1

-1.4

(-0.1)

117.2

2.2

2021

-6.4

-6.2

(0.7)

80.2

5.1

-8.7

-6.9

(-5.0)

82.2

-7.1

2019

0.5

-1.9

(-0.9)

65.6

3.2

2021

-7.9

-7.3

(0.5)

65.7

4.7

-9.6

-7.8

(-5.0)

63.4

-7.5

-1.4

-2.8

(-0.5)

48.5

2.3

Improve the resilience of the health system by ensuring
appropriate availability of health workers. Accelerate reforms 2020
to improve the governance of the health system and e-health.

Strengthen the resilience of the health system with regard to
the health workforce, critical medical products and primary 2020
care.

Strengthen the resilience of the health system, including by
tackling the existing shortages of health workers and 2020
stepping up the deployment of relevant e-health tools.

Ensure the resilience of the health and long-term care system,
including by providing the adequate supply of critical medical 2020
products and addressing the shortage of health workers.

Strengthen the resilience of the health system in the areas of
health workforce, critical medical products and
2020
infrastructure. Improve primary care provision and
coordination between types of care.
2019
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MEMBER STATE

COUNCIL RECOMMENDATION N° 1 (=Country Specific
Recommendation relating to fiscal policy)
as adopted on 20 July 2020 (CSR-N° 1)
CSR-N° 1 of each Member State begins with the
following identical recommendation:
Take all necessary measures, in line with the general escape
clause of the SGP, to effectively address the COVID-19
pandemic, sustain the economy and support the ensuing
recovery. When economic conditions allow, pursue fiscal
policies aimed at achieving prudent medium-term fiscal
positions and ensuring debt sustainability, while enhancing
investment.
In addition, CSR-N° 1 of each Member State contains a
differentiated recommendation (see below):

LATEST KEY DATA RELATED TO FISCAL
DEVELOPMENTS
COM forecast - Autumn 20201
(under no policy change scenario)2
(% of GDP)

Year

Nominal
budget
In brackets
balance and italics: yo-y change

2021

FI

Structural
budget
Balance3

Debt

GDP
growth

-4.8

-3.5

(-1.8)

71.8

2.9

-7.6

-5.3

(-3.6)

69.8

-4.3

-1.0

-1.7

(-0.3)

59.3

1.1

Mobilise adequate financial resources to strengthen the
resilience, accessibility and capacity of the health system, and
2020
ensure a balanced regional distribution of health workers,
matching population needs.
2019

-3.0

-2.4

(-0.4)

26.4

2.6

-3.0

-2.0

(-3.0)

25.7

-5.1

1.9

1.0

(-0.4)

20.2

3.7

2021

-4.7

-3.3

(0.9)

40.6

3.1

-6.2

-4.2

(-3.2)

37.9

-6.9

2019

0.3

-1.0

(-0.8)

30.2

2.3

2021

-2.5

-0.4

(0.0)

41.1

3.5

-4.2

-0.4

(-3.9)

45.0

-3.9

2019

3.8

3.5

(2.7)

33.3

2.8

Enhance the resilience of the health system. Promote
balanced geographical distribution of health workers and
2020
facilities, closer cooperation between all levels of
administration and investments in e-health.
2019

2021

-2.8

-2.0

(2.0)

82.4

5.7

-6.5

-4.0

(-2.3)

86.6

-9.6

0.4

-1.7

(-0.3)

72.8

2.9

2021

-5.4

-4.2

(2.4)

77.9

4.0

-8.4

-6.6

(-2.3)

78.0

-6.4

2.1

-4.3

(-0.2)

65.4

4.6

Address shortages of health workers to strengthen the
resilience of the health system and improve access to social 2020
and health services.
2019

Non-Euro Area Member States
2021

BG

CZ

DK

HR

HU

Ensure the resilience of the health system, strengthen the
availability of health workers, primary care and the 2020
integration of care, and deployment of e-health services.

Enhance the resilience of the health system, including by
ensuring sufficient critical medical products and addressing 2020
the shortage of health workers.

Address shortages of health workers and ensure an adequate
supply of critical medical products and infrastructure to
2020
increase the resilience of the health system. Improve access to
quality preventive and primary care services.
2019
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MEMBER STATE

COUNCIL RECOMMENDATION N° 1 (=Country Specific
Recommendation relating to fiscal policy)
as adopted on 20 July 2020 (CSR-N° 1)
CSR-N° 1 of each Member State begins with the
following identical recommendation:
Take all necessary measures, in line with the general escape
clause of the SGP, to effectively address the COVID-19
pandemic, sustain the economy and support the ensuing
recovery. When economic conditions allow, pursue fiscal
policies aimed at achieving prudent medium-term fiscal
positions and ensuring debt sustainability, while enhancing
investment.
In addition, CSR-N° 1 of each Member State contains a
differentiated recommendation (see below):

LATEST KEY DATA RELATED TO FISCAL
DEVELOPMENTS
COM forecast - Autumn 20201
(under no policy change scenario)2
(% of GDP)

Year

2021

PL

SE

UK

Nominal
budget
In brackets
balance and italics: yo-y change

Debt

GDP
growth

-4.2

-3.7

(4.5)

57.3

3.3

-8.8

-8.2

(-5.3)

56.6

-3.6

2019

-0.7

-2.9

(-1.1)

45.7

4.5

2021

-2.5

-0.9

(0.5)

40.5

3.3

-3.9

-1.4

(-1.8)

39.9

-3.4

2019

0.5

0.4

(0.1)

35.1

1.3

2021

-9.0

-5.9

(2.8)

111.0

3.3

2020

-13.4

-8.7

(-5.2)

104.4

-10.3

2019

-2.3

-3.5

(-0.3)

85.4

1.3

Improve resilience, accessibility and effectiveness of the
health system, including by providing sufficient resources and 2020
accelerating the deployment of e-health services.

Ensure the resilience of the health system, including through
adequate supplies of critical medical products, infrastructure 2020
and workforce.

Strengthen the resilience of the health system.

Structural
budget
Balance3

Table notes
1
See statistical annex to the COM autumn 2020 forecast: tables 1 (GDP growth), 36 (nominal budget balance), 41 (structural balance) and 42 (gross
debt).
2
See COM autumn 2020 forecast Box I.4.1 (page 75) "Some technical elements behind the forecast".
3
The structural budget indicator is measured as % of potential GDP. The figures in italics and brackets are the year on year changes of the structural
balance in percentage points of potential GDP, which can be regarded as a proxy for the "fiscal effort".
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Excessive Deficit Procedure - Corrective arm of SGP
(under the general escape clause)

MEMBER STATE

COUNCIL RECOMMENDATIONS

RO

Reference
Current
Nominal budget balance
year which deadline for
and Fiscal effort in
triggered the correction of
structural terms
EDP1
nominal
(% of GDP) as requested
deficit
by the Council
(latest EDPrecommenda
tions)

2019

DATA RELATING TO COMPLIANCE
COM forecast - autumn 2020 1
(under no policy change scenario)2
Year

Nominal
budget
balance

Structural budget
Debt
Balance 3 (% of potential (% of GDP)
GDP)

GDP
growth
(% change)

In brackets and italics: y-oy change (=annual
structural adjustment)

EDP recommendation of
2019
April 2020: Nominal
balance of 3,6 % of GDP
in 2020, 3,4 % of GDP in
2021 and 2,8 % of GDP in
2022, which is consistent
with a an annual
structural adjustment of 2020
0,5 % of GDP in 2020, 0,8
2022
% of GDP in 2021 and 0,8
% of GDP in 2022.
(April. 2020)
Under Art.
CSR of July 2020:
126(7)
Pursue fiscal policies in
2021
line with the EDP
recommendation of April
2020 , “while taking all
necessary measures to
effectively address the
pandemic, sustain the
economy and support the
2022
ensuing recovery

-4.4

-5.0

(-1.8)

35.3

4.2

-10.3

-8.6

(-3.6)

46.7

-5.2

-11.3

-9.9

(-1.3)

54.6

3.3

-12.5

-11.5

(-1.6)

63.6

3.8

Table notes: 1 See statistical annex to the COM autumn 2020 forecast: tables 1 (GDP growth), 36 (nominal budget balance), 41 (structural balance)
and 42 (gross debt). 2 See COM autumn 2020 forecast Box I.4.1 (page 75) "Some technical elements behind the forecast". 3 The structural budget indicator
is measured as % of potential GDP. The figures in italics and brackets are the year on year changes of the structural balance in percentage points of
potential GDP, which can be regarded as a proxy for the "fiscal effort".
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BRIEFING

The European Semester during the
Pandemic
Due to the pandemic, the European Semester for economic policy coordination will look
rather different (in both form and substance) to what it was in previous cycles. This
document provides an overview on how the various policy instruments comprised in the
European Semester have been or are being implemented as part of the EU Recovery Plan,
notably the interactions with the proposed Recovery and Resilience Facility.

1. The 2021 European Semester cycle
On 17 September , the European Commission spelled out in the Annual Sustainable Growth Strategy 2021

(2021 ASGS) its views on how the Recovery and Resilience Facility (RRF) would be temporarily integrated in
the European Semester framework, while recognising that legislative work on the RRF was still to be
finalised. The Recovery and Resilience Plans (RRPs), foreseen in the draft RRF regulation, to be submitted by
Member States during spring 2021, will become the main reference document for the Member States’
forward-looking economic policy initiatives.
Figure 1: Governance of the 2021 European Semester cycle

ECONOMIC GOVERNANCE SUPPORT UNIT (EGOV)
Authors: Kajus Hagelstam, Cristina Dias
Directorate-General for Internal Policies
PE 659.622 - December 2020
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2. The main European Semester instruments during the pandemic
The need to mitigate the pandemic’s adverse effects and support economic recovery are having
implications on the instruments and policy recommendations in the 2020 and 2021 European Semester
cycles 1. Impacts are already being felt, notably, on fiscal surveillance (see point 3 below), on the
macroeconomic imbalances procedure (see section 4 below), on the euro area recommendation (see
section 5 below) and on the Joint Employment Guidelines (see section 6 below).
In addition, the setting up of the RRF further impacts the National Reform Programmes and the Stability or
Convergence Programmes to be submitted by end of April 2021; the Country Reports to be produced by
the Commission; and the Country Specific Recommendations to be adopted by the Council, as explained
below.
The National Reform Programmes (NRPs)
For the current Semester cycle, the Commission is encouraging Member States to submit NRPs and RRPs in
a single integrated document. On 6 November, the Council (ECOFIN) agreed with this approach and called
for returning to a fully-fledged European Semester process as soon as possible, including its governance.
Having the RRPs well integrated in the NRPs allows a holistic view of the Member States’ investments and
reforms programmes and enables consistency between both policies 2.
Stability or Convergence Programmes (SCPs)
Member States will present SCPs in accordance with established procedures, reflecting how they intend to
support recovery and ensure sustainability of their public finances going forward, while taking into account
the general escape clause of the Stability and Growth Pact (SGP). Based on the SCPs, the Commission may
still propose recommendations on fiscal, bearing in mind the still active general escape clause.
The Country Specific Recommendations (CSRs)
The 2020 CSRs adopted by the Council in July 2020 focus on tackling the socioeconomic impacts of the
COVID-19 pandemic and on facilitating economic recovery, while the 2019 CSRs covered reforms considered
essential to address medium- to long-term structural challenges. According to the recitals of the 2020 CSRs,
the 2019 CSRs remain pertinent and will continue to be monitored (see this EGOV note for an overview of
the 2020 CSRs as proposed by the Commission).
The Commission spelled out in the 2021 ASGS its intention not to propose CSRs in 2021 (except on
budgetary issues) for those Member submitting a recovery and resilience plan under the RRF. 3

1

2

3

On 27 May 2020, the Commission presented its proposals for the EU Recovery Plan including a proposal for a regulation setting out the Recovery
and Resilience Facility (RRF). Under the RRF, Member States can benefit of loans and grants to finance structural reforms and fight the impacts
of COVID-19. To receive financing, Member States will present Recovery and Resilience Plans (RRPs) proposing a set of reforms and public
investment projects. Such projects are to be aligned and assessed against the European Semester relevant recommendations, including the
country specific recommendations.
In an expertise advice paper provided upon the request by the ECON Committee of the EP, Manuela Moschella (November 2020) argues that:
The long-standing dialogue and monitoring that takes place within the Semester can also be of help for EU institutions and Member States to identify
the areas were implementation challenges are more likely to emerge in the near future and thus to account for them since the stage of preparation of
recovery plans. Furthermore, by requiring Member States to present their recovery and resilience plans along with NRPs increase information about the
synergies between the reforms and investments that will be financed under the RRF and those that fall within the pre-existing domestic reform and
investment agenda. Such information advantage will also help minimize the concern that the RRF financing is going to be used for projects that would
be ordinarily financed from national budgets.
In an expertise advice paper provided upon the request by the ECON Committee of the EP, Thomas Wieser (October 2020) makes the following
point:
The Commission does not indicate what would be the case in the following years. A possibility would be to adopt CSRs each year, including in 2021, so
as to make explicit the main objectives of the RRPs of each Member State, thereby also ensuring coherence with the EU objectives set out in the RRF
Regulation. In addition, it could be a way to take stock of achievements and, if necessary, provide additional steering to the MS concerned.

2

PE 659.622

IPOL | Economic Governance Support Unit

The new National Recovery and Resilience Plans (RRPs)
The RRF regulation foresees the introduction of RRPs in which Member States set out their investment and
reform programmes. On the basis of such programmes, to be reviewed and approved at European level,
Member States will be able to receive grants and loans from the RRF.
The co-legislators (European Parliament and the Council) are currently discussing in the context of the RRF
how to ensure that national policies reflected in the RRPs are aligned with pre-defined EU objectives and
criteria, including the 2019 and 2020 CSRs (and 2021 euro area recommendation, where relevant) as
adopted by Council. Such policies may be funded by the RRF.
The EP has asked the RRF to apply for policy areas related to:
(a) Green transition;
(b) Digital transformation;
(c) Smart, sustainable and inclusive growth, including economic cohesion, jobs, productivity,
competitiveness, research, development and innovation, and a well-functioning single market;
(d) Economic, social and institutional resilience, including with a view of increasing crisis reaction and
crisis preparedness;
(e) Health, and social and territorial cohesion; and
(f) Policies for the next generation, including education and skills.
According to guidance provided by the Commission in the 2021 ASGS, Member States should focus their
RRPs on challenges and priorities generating the most lasting impact and strengthening growth potential,
job creation, health systems and economic and social resilience and regional cohesion.
Due to the temporary nature of the EU funds available under the RRF, these funds should not replace
recurring national budget expenditures or revenues per se, but instead be used as additional financial
resources for achieving the EU value added objectives to be set out in the RRF Regulation4,5.
The Commission will assess the compatibility of reforms and investments proposed in the RRPs with the
eligibility criteria to be decided in the RRF Regulation. Such assessment will be done through analytical
documents complementing the Commission proposal for a Council implementing act adopting each RRP
at EU level. The EP has requested to be part of this EU decision making procedure, notably by replacing
implementing acts by delegated acts. A delegated act would enable a stronger role for the EP.
Moreover, the Commission has indicated that the analytical documents on the RRPs will replace the Country
Reports in 2021 6. The Commission assessments of the individual RRPs will be published not later than two
months after their submission by the respective Member State.

4

5

In an expertise paper provided upon the request of the EP, Ben Crum (October 2020) stresses that:
However, as appropriate as this is, and as extensive as democratic control may be at the national level, the European dimension is critical to the RRF.
The RRF is a European initiative because the money is collected at EU level and allocated in a way that testifies to a sense of solidarity between the
peoples of Europe. It is also European because one of its primary concerns is about ensuring cohesion not only within European societies but also across
them. And it is European because its main objectives (economic resilience in terms of growth and jobs, and the green and digital transition) have clear
transboundary implicate.
In another expertise paper, Jacob Kirkegaard (October 2020) makes a rather critical assessment:
This paper argues that the inherent political tension between on the one hand the need to stimulate the European economy quickly to overcome the
pandemic, and the legitimate desire to ensure that common funds are used according to common strategic priorities and within a robust oversight
framework, will invariably be resolved in favour of the former short-term political concern.

6

During normal times the Country Reports are published in February each year and constituted the main analytical input for the country specific
backward and forward looking assessments by the Commission.
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In addition, according to the 2021 AMR, the Commission will publish the in-depth-reviews (IDRs) of those
Member States assessed to have macro-economic imbalances under the macro-economic imbalances
procedure.
Next steps:
- Inter-institutional negotiations on the RRF Regulation are on-going7.
- The current and incoming Presidency of the Council have prepared a roadmap outlining the key
steps of the 2021 European Semester in the relevant Council formations. The roadmap reflects the
planned Council proceedings until summer 2021, reflecting as well how to integrate the RRF
relevant dimensions.
- The Eurogroup is planning several meetings to discuss the progress on the RRPs.
Further reading:
 Thematic Digest: “The role for the European Semester in the recovery plan”
 EU/EA measures to mitigate the economic, financial and social effects of coronavirus- latest version

3. Limited fiscal policy surveillance during the pandemic
In March 2020, the COVID-19 outbreak led the Commission to conclude that a severe economic downturn
was to be expected and that the activation of the general escape clause of the Stability and Growth Pact
(SGP) was warranted. The Finance Ministers of the Member States agreed with that assessment.
The general escape clause allows a Member State in the preventive arm to temporarily depart from the
adjustment path towards the medium-term budgetary objective, provided that this does not endanger
fiscal sustainability in the medium term. If a Member State is in the corrective arm, the clause implies that
the Council may decide, on a recommendation from the Commission, to adopt a revised fiscal trajectory8.
Given the abovementioned procedural framework, Member States have adopted budgetary, liquidity and
economic policy measures (including schemes approved under temporary flexible EU State aid rules) to
increase the capacity of their health systems and provide relief to those citizens and sectors that are
particularly impacted; according to current Commission estimates, the national measures amount to about
EUR 3 trillion (latest available information available here).

7

8

Currently, inter-institutional negotiations are on-going on RRF Regulation (please see Commission proposal here, the position of the European
Parliament (EP) here and the position of the Council here). In addition, the Council still needs to adopt the proposed changes to the EU own
resources ceiling as agreed by the European Council, 17-21 July 2020 and the EP on 16 September.
In July 2020, the European Fiscal Board (EFB) stated in a report assessing the fiscal stance appropriate for the euro area in 2021 that a review
date and the conditions for an exit from the escape clause have not been indicated and should be discussed and agreed as soon as possible. It
also noted that ‘’In principle, the clause should be deactivated as soon as the severe economic downturn in the EU and the euro area comes to an end.
However, there is no commonly accepted or agreed definition of a severe economic downturn. The Commission and the Council may hold different
views. Also within the Council views may diverge considerably, especially if the economic impact of the Covid-19 crisis differs across countries: some
may soon embark on an upturn, others may experience negative growth for longer.’’

4
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Figure 2: Public debt level in EU Member States during the pandemic

Source: EGOV based on European Commission 2020 autumn economic forecast

Against the background of the activation of the escape clause, the fiscal policy-related CSRs adopted on 20
July 2020 include for all Member States in the preventive arm of the SGP the following wording: “Take all
necessary measures, in line with the general escape clause of the Stability and Growth Pact, to effectively address
the COVID-19 pandemic, sustain the economy and support the ensuing recovery. When economic conditions
allow, pursue fiscal policies aimed at achieving prudent medium-term fiscal positions and ensuring debt
sustainability, while enhancing investment (...)”. In addition, the 2020 CSRs contain country specific elements,
notably relating to strengthening the health care system.
In its opinion on the 2021 Draft Budgetary Plans of the euro area Member States, the Commission clarifies
that "In light of this need and the still high uncertainty about the economic consequences of the pandemic, the
general escape clause will remain active in 2021. In spring 2021, taking into account updated macroeconomic
projections, the Commission will reassess the situation and take stock of the application of the general escape
clause." 9 .
Next steps: the Commission to publish its opinions on the 2021 SCPs in late May, including possible fiscal
recommendations, and the Council (ECOFIN) would approve these in June, while the Eurogroup is planning
to discuss the 2021 DBPs on 16 December 2020 and lessons learnt on the fiscal framework and its
implementation following the COVID-19 on 15 March 2021.
Further reading:
 Implementation of the Stability and Growth Pact during pandemic times - latest version
 Public finances in Euro Area Member States: Selected indicators - latest version

9

Based on a request of the ECON Committee, a set of briefing papers by academics on how and when to deactivate the general escape clause of
the SGP will soon be made available.
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4. Surveillance of macro-economic imbalances
According to the 2021 Alert Mechanism Report published in November 2020, the current surveillance cycle
of the European Semester is being temporarily adjusted to ensure consistent and effective implementation
of the RRF, which will also affect the implementation of the MIP.
The Commission stresses that the RRF is an opportunity for Member States to implement reforms and
investments in line with MIP-related recommendations that address the underlying and long-standing
structural causes of existing macroeconomic imbalances.
As the 2021 AMR is carried out against the backdrop of the pandemic, it is being reinforced with a forwardlooking assessment of risks to macroeconomic stability and on the evolution of macroeconomic imbalances.
To this end, and compared to previous years, the Commission makes a greater use of forecasts and highfrequency data to gauge the potential implications of the pandemic (the annual MIP-scoreboard uses
annual data, the latest data being from 2019 in the 2021 AMR edition).
The Commission underlines that a number of existing macroeconomic imbalances are being aggravated by
the COVID-19 crisis. In particular, government and private debt-to-GDP ratios are on the rise. Going forward,
private sector debt repayment might be challenged by subdued levels of economic activity, bankruptcies,
and a weak labour market. Such debt distress would affect banks’ balance sheets and further impair their
profitability. At the same time, excessively buoyant labour cost and house price dynamics that characterised
the recent past are expected to fade, but concerns may arise if such adjustments turns into excessive
downward corrections, notably regarding house prices in Member States with already high household debt.
A number of the Member States highly impacted by the pandemic were in the recent past characterised by
low potential growth. Hence, the pandemic could also be exacerbating economic divergences. In parallel,
despite the large fall in world demand, a trade surplus is currently projected to persist for the euro area as a
whole, highlighting that there could be further room to expand domestic demand at the euro area
aggregate level to foster the recovery, while supporting the ECB’s efforts to reach the inflation target.
The Commission concludes that in-depth reviews (IDRs) will be prepared for the Member States already
identified in February 2020 with imbalances or excessive imbalances. IDRs will be conducted to assess
whether existing imbalances are unwinding, persisting or aggravating, while taking stock of corrective
policies implemented. Nine Member States are currently identified as having imbalances (Croatia, France,
Germany, Ireland, the Netherlands, Portugal, Romania, Spain, and Sweden), while Cyprus, Greece, and Italy
are identified as having excessive imbalances.
Next steps: Following an exchange of views of the AMR on 1 December 2020, the Council (ECOFIN) will adopt
conclusions on 19 January 2021 and the Eurogroup will hold a thematic discussion on imbalances in the EA
in the wake of the COVID19 crisis on 18 January 2021. The next set of IDRs will be published in spring 2021,
jointly with the assessment of SCPs.
Further reading:
 Implementation of the Macroeconomic Imbalance Procedure - latest version

5. Guidance for employment and social policies
As part of the Autumn Semester package, the Commission proposed the draft Joint Employment Report
2021 (2021 JER) to be adopted jointly with the Council following an opinion from the EP. The draft JER
highlights a number of priority areas that should aim to foster job creation; ease transitions from
unemployment into employment and across sectors; improve economic and social resilience; and mitigate
the employment and social impact of the pandemic crisis. In addition, the draft JER monitors Member States’
performance in relation to the Social Scoreboard set up in the context of the European Pillar of Social Rights.
6
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According the Commission, the economic shock to the labour market is being experienced differently across
sectors and categories of workers. The fall in employment has affected workers in non-standard forms of
employment to a greater extent. Youth unemployment has increased more markedly than unemployment
for other age groups. The share of young people not in employment, education or training has also risen
sharply. Non-EU born workers have also been severely affected
The Commission underlines that EU funding, including via the European Social Fund Plus (with the
additional resources made available by REACT-EU) and the RRF should provide support to Member States
to speed up the implementation of policy action in these domains.
Next steps: The Council (EMPL) had an exchange of views 3 December 2020 and will aim to adopt its
conclusions on the JEP on 15-16 March 2021.
Figure 3: Youth unemployment (aged 15-24, % of labour force in September 2020)

Source: Eurostat
Note: * Latest data is available only for August 2020 (Estonia and Hungary), July 2020 (Greece) and June 2020 (Romania)
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Box 1: Policy recommendations from the draft Joint Employment Report
Member States are invited to:
- Keep short-time work schemes in place as long as necessary and couple them with upskilling/reskilling schemes; as soon
as conditions allow, introduce support for the reallocation of labour (e.g. via well-designed hiring incentives) notably
towards green and digital economy, while protecting workers during the transition;
- Ensure that working environments are safe and well adapted to the new social distancing requirements, and that flexible
working arrangements are widely available;
- Enhance labour market support and upskilling opportunities to address the increase in youth unemployment, notably
through support for apprenticeships (in particular in SMEs), hiring subsidies, learning infrastructure, technology and
equipment;
- Invest in Public Employment Services, notably to increase their capacity, modernise their ICT infrastructure, strengthen
profiling systems, and provide staff with adequate skills;
- Promote collective bargaining and social dialogue; if statutory minimum wages are in place, ensure conditions for them
to be set at adequate levels, through clear and stable criteria, and regular and timely updates, and with effective
involvement of the social partners;
- Reform labour market regulation, as well as tax and benefit systems, to ensure that labour market segmentation is
reduced and the recovery will boost quality jobs; make sure that workers on non -standards forms of work and the self employed gain access to social protection;
- Invest in reskilling and upskilling, notably in digital skills, by reinforcing VET systems, supporting large-scale public private
multi-stakeholder partnerships under the Pact for Skills, providing greater incentives to businesses and workers to engage
in upskilling and reskilling, investing in infrastructure and equipment, including digital, supporting teachers and trainers;
ensure equal access to education and training;
- Invest in sustainable social protection for all, supporting reforms to maintain and reinforce levels of protection, and
improving the protection of those who are not covered; ensure adequate benefits, transferability of rights, access to
services and support for the labour market integration of those who are able to work; invest in quality and accessibility of
early childhood education and care and long -term care services; assess distributional impacts of policies;
- Invest in the renovation of residential and social housing; ease access to social and affordable housing where
appropriate;
- Invest in healthcare system capacity including surge capacity, primary care, coordination of care, healthcare staff and
eHealth. Reduce out-of-pocket payments, improve healthcare coverage and promote up-skilling and reskilling of health
workers.

6. The 2021 Euro Area Recommendation
The Commission proposal for the Council’s 2021 euro area recommendations (EAR), suggests that euro area
Member States take action, individually, including through their RRP, and collectively within the Eurogroup
during 2021-2022: The 2021 EAR cover five headings:
- Ensuring a policy stance which supports recovery;
- Further improving convergence, resilience and sustainable and inclusive growth;
- Strengthening national institutional frameworks;
- Ensuring macro-financial stability; and
- Completing the EMU and strengthening the international role of the euro.
One may note that on 30 November 2020 the Eurogroup reached an agreement on some of the elements
included in the last heading above, notably on the reform of the European Stability Mechanism and the
introduction of common back-stop to the Single Resolution Fund.
The Commission proposal for the RRF does not contain an express reference to the EAR. Differently, the
Council adopted mandate for negotiating with the European Parliament establishes that the RRPs are to be
consistent with the “challenges (...) and priorities (...) identified in the most recent Council recommendation on
8
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the economic policy of the euro area for Member States whose currency is the euro” 10. The EP negotiating
mandate contains provisions 11 of similar effect. If kept in the final text, such provisions reinforce the
relevance of the EAR as orientations to euro area Member States economic policies, arguing for stronger and
more transparent accountability around their adoption, monitoring and enforcement.
The Eurogroup is expected to discuss the 2021 EAR on 16 December 2020, while the Council (ECOFIN) would
approve them on 19 January 2021.
Further reading:

 Recommendation on the economic policy of the euro area under the European Semester December 2020

7. Review of the EU economic governance framework
The Commission published in February 2020 a Communication on “Economic governance review” with the
purpose to start a public debate on the extent to which the current surveillance framework (as last amended
in 2011 and 2013) has been effective in achieving its 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.
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 to return to the review exercise when the immediate challenges
it faces have been addressed.
The ECON Committee has agreed to launch an own-initiative report titled: The review of the macroeconomic
legislative framework for a better impact on Europe’s real economy and improved transparency of decisionmaking and democratic accountability (Rapporteur Margarida Marques, S&D).
Further reading:
 Thematic Digest on EU Economic Governance Review
 The European Semester for economic policy coordination: A reflection paper (October 2019)

10
11

Council negotiating mandate, article 14/2 and recital 16.
See articles 14/2a (new), 15/3ab (new), 16/3/m (new) and Annex 2, point 2/1c (new) - point m.
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ANNEX: EUROPEAN SEMESTER FOR ECONOMIC POLICY COORDINATION (Article 2-a 1 of Regulation No
1466/97)
1. In order to ensure closer coordination of economic policies and sustained convergence of the economic performance of
the Member States, the Council shall conduct multilateral surveillance as an integral part of the European Semester for
economic policy coordination in accordance with the objectives and requirements set out in the Treaty on the Functioning
of the European Union (TFEU).
2. The European Semester shall include:
(a) the formulation, and the surveillance of the implementation, of the broad guidelines of the economic policies of
the Member States and of the Union (broad economic policy guidelines) in accordance with Article 121(2) TFEU;
(b) the formulation, and the examination of the implementation, of the employment guidelines that must be taken
into account by Member States in accordance with Article 148(2) TFEU (employment guidelines);
(c) the submission and assessment of Member States' stability or convergence programmes under this Regulation;
(d) the submission and assessment of Member States' national reform programmes supporting the Union's strategy
for growth and jobs and established in line with the guidelines set out in point (a) and (b) and with the general
guidance to Member States issued by the Commission and the European Council at the beginning of the annual
cycle of surveillance;
(e) the surveillance to prevent and correct macroeconomic imbalances under Regulation (EU) No 1176/2011 of the
European Parliament and of the Council of 16 November 2011 on the prevention and correction of macroeconomic
imbalances.
3. In the course of the European Semester, in order to provide timely and integrated policy advice on macrofiscal and
macrostructural policy intentions, the Council shall, as a rule, following the assessment of these programmes on the basis of
recommendations from the Commission, address guidance to the Member States making full use of the legal instruments
provided under Articles 121 and 148 TFEU, and under this Regulation and Regulation (EU) No 1176/2011.
Member States shall take dueaccount of the guidance addressed to them in the development of their economic, employment
and budgetary policies before taking key decisions on their national budgets for the succeeding years. Progress shall be
monitored by the Commission. Failure by a Member State to act upon the guidance received may result in:
(a) further recommendations to take specific measures;
(b) a warning by the Commission under Article 121(4) TFEU;
(c) measures under this Regulation, Regulation (EC) No 1467/97 or Regulation (EU) No 1176/2011. Implementation
of the measures shall be subject to reinforced monitoring by the Commission and may include surveillance missions
under Article -11 of this Regulation.
4. The European Parliament shall be duly involved in the European Semester in order to increase the transparency and
ownership of, and the accountability for the decisions taken, in particular by means of the economic dialogue carried out
pursuant to Article 2-ab of this Regulation.
The Economic and Financial Committee, the Economic Policy Committee, the Employment Committee and the Social
Protection Committee shall be consulted within the framework of the European Semester where appropriate.
Relevant stakeholders, in particular the social partners, shall be involved within the framework of the European Semester, on
the main policy issues where appropriate, in accordance with the provisions of the TFEU and national legal and political
arrangements.
The President of the Council, and the Commission in accordance with Article 121 TFEU, and, where appropriate, the President
of the Eurogroup, shall report annually to the European Parliament and to the European Council on the results of the
multilateral surveillance. These reports should be a component of the Economic Dialogue referred to in Article 2-ab of this
Regulation.

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 sent a copy. © European Union, 2020.
Contact: egov@ep.europa.eu
This document is available on the internet at: www.europarl.europa.eu/supporting-analyses
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Recommendation on the economic policy
of the euro area - February 2021
This note looks at the 2021 recommendation on the economic policies of the euro area
proposed by the Commission and agreed by the Council. It also provides an overview
of the follow up of the 2020 recommendations, making use of public information and
based on proxies such as on how the Eurogroup has integrated euro area
recommendations’ concerns in their “thematic discussions” and work programmes. In
addition, the note provides a review of the euro area recommendations from an
institutional perspective and includes broad comparisons to earlier recommendations,
in order to illustrate how policy concerns have evolved over time. This note will be
regularly updated in light of relevant developments.

I. The euro area recommendation: institutional perspective
Within the framework of the European Semester, the Council issues, on the basis of a Commission proposal,
annual recommendations on the economic policy of the euro area (the euro area recommendation (EAR)),
in accordance with Articles 136 and 121(2) of the Treaty of the Functioning of the European Union (TFEU).
These recommendations typically cover fiscal, financial and structural issues, as well as institutional aspects
of the Economic and Monetary Union (EMU). The EAR aim to provide orientations to euro area Member
States on issues that are relevant for the functioning of the euro area as a whole (and, thus, are to be
regarded as a “common concern”), such as policies related the euro area fiscal stance and the completion of
the EMU. Since the 2015 Semester cycle, and following the recommendations in the Five Presidents’ report,
the EAR are part of the so called autumn package, and precede the country specific recommendations
(CSRs).
At the national level, euro area countries are expected to take into consideration these recommendations
when:
(1) drafting their Stability Programmes and National Reform Programmes (to be submitted to the
Commission and Council by April), and
(2) in implementing their CSRs.
For the 2021 cycle, and in line with the recently agreed Recovery and Resilience Facility (RRF) Regulation,
the EAR should also be taken into account by euro area Member States when preparing their draft national
recovery and resilience plans (RRPs) and the Eurogroup made clear as early as October 2020 that it will be
involved in coordinating implementation of such plans. The Commission will also consider the guidance
under the EAR to assess RRPs of euro area Member States (see Section V).
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The Council and the Commission are expected to monitor the implementation of the EAR and take further
actions as appropriate. The European Parliament scrutinises the decisions taken at the EU-level during the
Semester cycle, in particular by means of Economic Dialogues. Moreover, the ECON Committee regularly
requests external research papers on various topical issues (e.g. on how to improve the European Semester,
how to measure and improve convergence in EMU, the role of public debt sustainability assessments, on
the role of the automatic fiscal stabilisers in the euro area, and, more recently, on the relations between the
RRF and the Semester 1).
At the euro area level, as such, there is (1) no institutional body that bears formal responsibility for the
implementation of EAR and (2) no formal mechanism to ensure implementation (or enforcement) of these
recommendations. Nevertheless, the Eurogroup (EG), as the de facto coordination body of euro area policies,
takes into account the euro area recommendations when drawing up its work programmes and undertakes
“thematic discussions” on issues that are relevant from a euro area perspective and somehow addressed in
the EAR. In the context of the RRF, the EG is being called to assess national implementation of EAR through
national RRPs, as reflected in a background note prepared ahead of the 18 January EG (see section V).
In particular, the Council considers the EG as the appropriate forum for Member States to “take action”,
individually and collectively 2, to implement euro area recommendations. Notwithstanding, most of the
actions covered by the EAR need implementation at national level (in particular, the EAR covering fiscal and
structural issues), even if such actions are coordinated at European level within the European Semester3. In
the context of the RRF, as said before, the Commission will assess Member States RRPs against the EAR. As
proxies to understand what has been done following the adoption of the EAR, the main public sources today
are (a) publicly available information on EG discussions and (b) Commission’s staff analysis relating to the
Semester. To the extent possible, this note focuses on both.
The European Fiscal Board also plays a role in advising the Commission and relevant stakeholders on the
consistency between the national fiscal stances and the fiscal stance of the euro area as a whole 4 and may,
therefore, contribute to the debate on the implementation of the EAR. The European Fiscal Board regularly
appears before the European Parliament for hearings 5. The European Economic and Social Committee
(EESC) also issues opinions on euro area policies 6.
The International Monetary Fund (IMF) staff also assesses euro area developments as part of their Article IV
consultations. Its latest assessment (staff press release available here; report available here) is aligned with

1

For an overview of all the external papers requested during the 8th Parliamentary term, see specific EGOV paper. Specific digests
on published external papers are also prepared and made available here.
2
In fact, the EA recommendations include, after the recitals and preceding the recommendations themselves, a sentence stating
that the Council recommends “euro-area Member States take action within the Eurogroup, individually and collectively, (...)”. This seems
a mandate for Member States to reflect the EAR in their economic policies, to consider them as a matter of common concern and
points to a coordination and monitoring role by the Eurogroup.
3
In a paper commissioned by the European Parliament, of September 2016, on “Structural policies for growth and jobs: best
practices, benchmarking and the role of the Eurogroup”, Henrik Enderlein and Jörg Haas propose “The role of the Eurogroup in the
European Semester would need to be defined ex-ante, not ad-hoc. This would include officially assuming the responsibility for achieving
the euro-area CSRs, following up on country-level CSRs and possibly taking up an active role in the MIP”.
4
See specific EGOV paper on the euro area fiscal stance.
5
The last of such events took place on 26 October 2020 for a presentation of its annual report 2020. EFB latest assessment of the
appropriate euro area fiscal stance is contained in a report published on 1 July (available here). The EFB “cautions against a premature
withdrawal of fiscal support measures at the Member State level and looks forward to a swift and effective implementation of recent EU
proposals. It advocates a strong focus on growth-enhancing government expenditure including investment, to provide stabilisation in the
short-term while bolstering prospects of stronger future growth”.
6
For 2021, the EESC issued its draft report in early December (available here and here).
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that of the Commission pointing nevertheless to the need of possible further support if the outlook
materially deteriorates further7.

II. The Commission 2021 draft euro area recommendation
The Commission adopted the draft EAR on 18 November 2020, as part of the so called autumn package. It is
accompanied by a staff working document (SWD) analysing the euro area economy. The COVID crisis and
its responses are at the centre of concerns in both documents.
The 2021 EAR cover five headings:
- Ensuring a policy stance which supports recovery (EAR 1), covering the euro area fiscal stance, advising on
structural policies Member States should pursue and pointing to conditions a sustainable exit strategy from
the support measures should comply with;
- Further improving convergence, resilience and sustainable and inclusive growth (EAR 2), addressing risks of
divergence among euro area Member States and insisting on reinforcing the single market, labour markets
policies and tax issues (notably, the digital taxation and the fight against aggressive tax planning);
- Strengthening national institutional frameworks (EAR 3), pointing to policies addressing bottlenecks to
investment and “efficient and timely use of EU funds”, notably those under the RRF, strengthening
effectiveness and digitalisation of public administration, countering fraud, corruption and money
laundering, and reducing administrative burdens on firms;
- Ensuring macro-financial stability (EAR 4) by maintaining credit to the economy and sound bank sector
balance sheets (notably by addressing non-performing loans); and
- Completing the EMU and strengthening the international role of the euro (EAR 5), by making progress on EMU,
Banking Union and Capital Markets Union and reinforcing the crisis management framework, in order to
strengthen the international role of the euro.
Notwithstanding the novelty of displaying headings, the 2021 EAR cover similar areas as in the previous
years (fiscal, structural, institutional and the financial sector). The main distinctive factor in 2021 EAR is the
centrality of COVID-crisis response: the EAR are clearly orientated to policies aiming at counteracting the
effects of the COVID-crisis irrespective of the area in question. The digital and green agenda also feature
high in the 2021 EAR, as the guiding policies underlying measures to fight the pandemic and ensure
sustainable growth (see section below for further details).
Whilst recognising that the crisis is still unfolding, the EAR already points to start considering a possible exit
strategy: EAR 1 argues that policy measures should be “timely, temporary and targeted” 8 and that once

7

IMF staff further notes that “For some countries with already high debt levels, providing the necessary fiscal support alongside the
realization of sizable contingent liabilities could risk adverse market reactions. NGEU loans and European Stability Mechanism
precautionary credit lines—which have yet to be tapped—can help mitigate such pressures. In a severe downside scenario, augmentation
or expansion of defences may be needed.” and that “further support should prioritize households affected by the crisis and firms that are
most likely to prove viable after the pandemic abates. As containment measures are lifted, there will also be a need for broader aggregate
demand support, particularly public investment to facilitate green and digital transformations. And as the recovery gains traction, the
focus should gradually shift to facilitating reallocation of labor and capital, sustainably boosting inclusive growth, and reducing fiscal
vulnerabilities.” Discussing policies going forward, the staff also mentions that “At the EU level, a solvency support instrument could
play a role in maintaining the integrity of the Single Market given countries’ differing capacities to provide equity to struggling firms,
especially in a downside scenario”. It adds that the general escape clause may need to be activated for longer than expected and
recommends, in the meantime, a review of the Stability and Growth Pact framework to “simplify the current rules, making them easier
to communicate and enforce”.
8
One may recall that these same words were used to frame stimulus policy responses to the 2007-2008 financial crisis (see for
instance the Commission Communication “A European Economic Recovery Plan”, dated 26 November 2008).
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“epidemiological and economic conditions allow”, phase out support measures and resume policies aiming at
“achieving prudent medium-term fiscal positions and ensuring debt sustainability, while enhancing investment”.
The SWD contains the analytical data underpinning the 2021 EAR Commission proposal. It further reflects
the Commission assessment of the impacts of the COVID-crisis and provides data to assess the possible
impact of the policies being recommended (see in particular box 2 of the SWD). One may note, in particular,
that the Commission forecasts underpinning its policy recommendations do not reflect the impact of the
RRF (see footnote 49). Also, and contrary to the 2020 EAR, there is no specified assessment of
implementation of the previous EAR (see section 3.2 for further details).
In line with the 2021 European Semester Council Roadmap (available here, and correction here), and as in
previous cycles, the EAR was analysed by the Eurogroup Working Group (EWG). On 1 December 2020, the
ECOFIN exchanged views on the EAR and the alert mechanism report. The 2021 EAR were adopted on 19
January 2021. Endorsement of the EAR by the European Council is foreseen on 25-26 March 2021, after
approval by the General Affairs Council on 25 January 2021.

III. Comparing the 2020 and 2021 Commission draft EAR proposals
Annex 2 provides a comparison of Commission draft EAR for 2020 and 2021. For illustrative purposes, one
may note the following:
- the 2021 EAR contain more focused policy recommendations to address the COVID-19 consequences, as a
natural consequence of the evolving crisis situation. These cover especially health and social protection
reforms;
- insistence in 2021 draft EAR on further integrating the single market, again as a consequence of observed
divergences increased by the COVID-19 crisis;
- looser language on financial sector related issues in the draft 2021 EAR; drat 2020 EAR referred specific
policies/initiatives (like the EDIS and the backstop to the SRF);
- also looser language in the draft 2021 EAR in relation to the international role of the euro; no reference in
the draft 2021 EAR to reinforced democratic accountability of the EMU;
- specific concerns with macro-financial stability in the draft 2021 EAR, again, as a consequence of COVID-19
crisis.
One additional element is worth highlighting: in the draft 2020 EAR, the Commission mentioned in recital
15 the need for a permanent fiscal stabilisation instrument in the euro area, as part of deepening the EMU
and it’s still pending legislative proposals. In 2021 no reference is made to a euro area central fiscal capacity.
The IMF deplores, in its latest Article IV euro area report, that the RRF is not being established as a permanent
stabilisation instrument9.

IV. Comparing the Commission and Council approaches to the 2021 EAR
Annex 3 provides a comparison of the Commission and Council approaches for the 2021 EAR, after
discussion and analysis in Council preparatory bodies, namely the Economic and Financial Committee.
Comparing the version of the EAR submitted to ECOFIN (available here) with the Commission proposed text,
the most relevant differences relate to:
9

“While the recovery fund does not create the central fiscal capacity that we have long argued should be a key component of the euro
area’s architecture, a positive experience with the recovery fund could help build political support for the eventual introduction of such a
capacity”.
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- clarifying wording in recital 5 that the policy mix necessary for the euro area encompasses sustainable
public finances over the medium term;
- a clarification in recital 7 that the general escape clause of the Stability and Growth Pact is to remain active
in 2021 but be reassessed in spring 2021;
- further wording on recital 15 recalling the importance of secondary markets for non-performing loans, of
national Asset Management Companies, where appropriate, of reforming insolvency frameworks and of
addressing structural issues for addressing banks’ low profitability, along with a more nuanced wording on
the impacts of credit moratoria;
- a reference in EAR 5 and recital 16 that the further deepening of the Economic and Monetary Union would
need to encompass the lessons learned from the measures implemented 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 evolution from “Completing” the Capital Markets Union to “Deepening” the Capital
Markets Union;
- a more inclusive tone in EAR 1 and 2, by adding references to health and social protection systems available
“for all” (in EAR 1) and to “strengthen inclusion” in EAR 2, somehow consistent with concerns around internal
divergences being observed in the euro area over the COVID-19 crisis;
- stronger wording on the primacy of an international consensus on digital taxation, ahead of an EU solution,
(in EAR 2);
- more nuanced reference to the fight against fraud, corruption, money laundering and terrorism financing
by referring “Continue to improve” the respective preventive frameworks instead of “Put in place an
effective...” in EAR 3;
- deletion, in EAR 5, of the Commission 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 antimoney laundering rules”.
Throughout the text, references to “support” in the context of the current COVID-19 crisis have been replaced
by “emergency” measures, consistently with the vision of the RRF and New Generation EU as emergency and
temporary measures.

V. The euro area recommendation and the European Recovery Plan
On 27 May 2020, the Commission proposed a Regulation on a Recovery and Resilience Facility (RRF), in the
context of the European Union Recovery Plan, a wide package of initiatives aimed at catering for the
negative consequences of the COVID-19 crisis. The RRF Regulation is pending final adoption and
publication, after being agreed by the European Parliament and Council late December 2020. The RRF will
provide Member States with grants and loans for financing packages of investments and reforms which
should focus on six identified pillars, including the EU green and digital agendas, and be put forward by the
Member States in their national Recovery and Resilience Plans (RRPs).
Such plans should address the challenges identified in the European Semester, particularly the countryspecific recommendations addressed to Member States in 2019 and 2020, and the most recent euro area
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recommendation 10. Following that, the European Semester in 2021 will look rather different (in both form
and substance) to what it was in previous cycles. The RRPs, to be submitted by Member States during spring
2021 11, will be the main reference document for the Member States’ forward-looking economic policy
initiatives. Member States will report progress in the context of the European Semester and disbursements
will be available once the set milestones and targets are achieved. Other Semester documents and steps will
also have a different configuration to cater for the RRF (see specific EGOV briefing for further details).
In the context of the RRF, the EAR is gaining a specific relevance. The Commission draft RRF regulation did
not contain an express reference to the EAR 12. Differently, the Council adopted mandate for negotiating
with the European Parliament established that the RRPs are to be consistent with the “challenges (...) and
priorities (...) identified in the most recent Council recommendation on the economic policy of the euro area for
Member States whose currency is the euro”. The European Parliament’s negotiating mandate contained
provisions of similar effect. The RRF agreed text keeps references to the RRPs being consistent with the
challenges and priorities identified in the most recent euro area recommendation (see recital 16 and article
14(2) of the RRF Regulation).
Whilst recognising that the EU recovery, the RRF and the related budgetary instruments are EU-wide, the EG
President has noted, in the press remarks after the October 2020 meeting, that there is more at stake in the
RRF for the euro area “as our economies are closely intertwined. The Eurogroup is playing a very important
coordinating role here, to identify priorities and to ensure the positive impact on the euro area's growth and jobs
is greater than the sum of individual Member States' actions.” The EG statement of November 2020 goes along
the same lines: “The Eurogroup commits to support prioritised and coordinated reforms and investments that
enhance the proper functioning of the euro area as a whole.” On 18 January 2021, Ministers exchanged views
on the preparation of the national RRPs against the background of the priorities agreed in the EAR. Paschal
Donohoe referred, in particular, that the draft plans submitted thus far reflect the EAR (Ministers had a “very
useful and very important update from the Commission on how euro-area priorities are reflected so far in draft
plans. (...) the overall picture was, I think, one of the recommendations that are reflected in the draft plans”).
The specific “euro area dimension” of the RRF and the role EG will play on it is further underlined in a
background note for the 18 January Eurogroup. Both are anchored on the euro area recommendation (EAR):
“The Eurogroup is already actively co-ordinating the policy stance (recommendation i) and driving forward EMU
deepening work (recommendation v). In the context of supporting the recovery, coordinating national
investment and reform efforts will be crucial to improve convergence and resilience, to promote sustainable and
inclusive growth, and to improve institutional frameworks (recommendations ii-iii). Given the potential for strong
financial spillovers in the euro area, the Eurogroup will also continue to pay close attention to national actions in
relation to macro-financial stability (consistent with recommendation iv)” .
The note also signals that the EG will look into 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 EG ultimate objective would be to “ensure that the overall impact of the RRF in the euro
area exceeds the sum of individual RRPs.” This note clarifies the role EG plays in “monitoring” implementation
of EAR at national level.
The EG plan further discussions around national RRPs on 15 February and 17 June.

10

As underlined in a Eurogroup Working Group background note for the 18 January 2021 Eurogroup (available here).
Following the 19 January 2021 ECOFIN, Vice-President Dombrovskis noted that eleven Member States had submitted draft RRPs
(Bulgaria, Croatia, the Czech Republic, France, Germany, Greece, Hungary, Portugal, Slovenia, Spain, and Slovakia).
12
Indirect references can be found, though, as the Commission proposed to assess the RRPs against “any other relevant documents
adopted by the Commission in the European Semester.” (see article 16/3/a of the Commission proposal).
11
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Box 1: RRF and EP scrutiny
The European Parliament has a specific role to play (see specific EGOV briefing) in scrutinising the RRF and the use
of EU funds throughout the European Union Investment Instrument (EURI). Notably, the European Parliament can
launch the Recovery and Resilience Dialogues with the Commission and will be receiving information from the
Commission on the RRPs, on the Commission assessments and on Member States meeting the agreed milestones
and targets. Through the Interinstitutional Agreement negotiated with the Council and the Commission,
Parliament will also be able to scrutinise the use of EURI. The Commission plans to start issuing bonds to finance
the RRF as soon as the framework is in place (which is dependent upon the new Own Resources Decision being
ratified by all the Member States). Once the RRPs are adopted, Member States can request the Commission to
release the pre-financing (up to 13% of their allotted quotas for grants and, if applicable, 13% of their loan
requests). The Commission estimates issuance for the RRF to start in mid-2021.

VI. Follow up of the 2020 euro area recommendation
As already mentioned, the follow up of the EAR is not specifically assigned to an EU Institution, nor is its
assessment. Nevertheless, the EG can be considered as the de facto responsible institution for the EAR
implementation, and the Commission as the institution responsible for its assessment. Further to agreement
on the RRF Regulation, EG role will be enhanced, through coordination of the national RRPs (see above).

6.1 Eurogroup’s discussions
The EG adopted its work programme for the first half of 2020 on 5 December 2019 (see box 2 below).
Due to the COVID crisis, a revised work programme was adopted on 11 June, covering June to October 2020
(see box 3 below). Regular work of the EG had been put on hold to allow Ministers to concentrate on crisis
response (notably, the setting up of three safety nets, the ESM Pandemic Crisis Support, the instrument for
temporary support to mitigate unemployment risks in an emergency (SURE) and the EIB pan-European
Guarantee Fund). Such revised short term work programme took into account the priorities identified before
the outbreak of the COVID crisis. On 5 October 2020, the EG adopted a revised work programme until June
2021 (box 4 below).
EG mentions having taken into account the EAR in setting its long term priorities.
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Box 2: Eurogroup’s work programme for the first half of 2020
- Focus on structural policies aimed at supporting economic and productivity growth in the euro area, reinforcing
resilience and promoting convergence;
- Foster regular sharing of national experiences and to promote a common understanding of the structural
challenges ahead with the participation of external experts;
- Continue to closely examine the overall fiscal stance of the euro area, as well as Member States' efforts to ensure
sound fiscal policies as well as any possible procedural steps under the Stability and Growth Pact (SGP) for euro area;
- Staying involved (as appropriate) in the assessment of the effectiveness of the Six- and Two-Pack legislation, from
the perspective of the euro area in the context of the review;
- Maintain its involvement in post-programme surveillance in Cyprus, Ireland, Portugal and Spain as well as in the
quarterly enhanced surveillance reports from the Commission on Greece, including assessing the progress on
implementation of key reforms agreed under the ESM programme and discussion on the policy-contingent debt
measures for Greece;
- Continue monitoring of financial stability issues, including the work on the international role of the euro and
banking legacy issues;
Continue to contribute to further work on the deepening of the EMU, including on the ESM treaty, the budgetary
instrument for competitiveness and convergence (BICC) and the Banking Union.

Box 3: Revised short term work programme (until October 2020)
- Monitoring the economic situation, policy response and recovery needs after the COVID19 pandemic;
- Preparing and following up to the Euro Summit meetings;
- Continuing its work on the completion of the banking union, building on the progress achieved so far;
- Taking stock of the implementation of the transparency regime in the course of the second Semester of 2020 or in
early 2021.

Box 4: Eurogroup’s revised work programme until June 2021
- Economic and fiscal policies to support recovery and long-term growth, where the EG intends to “play an
important role in fostering consistency and coherence between national policies, the use of the new EU financing tools,
and euro area priorities”. EG will also provide guidance on the overall fiscal stance of the euro area and of fiscal plans
of euro area member states. EG will “take a critical but constructive perspective on the effectiveness of this process
[review of the economic governance framework] and fiscal surveillance in general” and, through the euro area
Recommendation, will “formulate its policy views and to support a coherent policy mix across a broad range of
economic and fiscal policies”. It will also discuss policies that address longer-term challenges (such as higher and
targeted investment in the green and digital transitions, and structural reforms to support growth potential);
- Monitor macroeconomic and fiscal developments and hold discussions on reforms;
- Completing the Banking Union, by taking a holistic approach on a consensual basis. The EG intends to finalise the
agreement on the ESM Treaty as well as on the early introduction of the common backstop to the SRF, make
progress with the issue of liquidity in resolution, and as a matter of priority will look into some specific aspects of
the crisis management framework;
- Contribute to achieving the objectives of the Capital Markets Union;
- Examine the impact of new technologies in banking and payments (in particular of digital currencies and of a
digital euro) on euro area economies to safeguard financial stability and monetary sovereignty, while remaining at
the forefront of innovation and supporting growth;
- Continue monitoring the potential opportunities and advantages but also the risks of an enhanced international
role of the euro, monitor the plans and actions related to the introduction of the euro in the member states with a
derogation, offering its support and guidance on the appropriate policies leading to successful participation in the
ERM II and the eventual introduction of the euro by those member states;
The EG intends to continue monitoring the economic situation, policy response and recovery needs after the
COVID19 pandemic. Draft EG agendas can be found here.
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To find out how the EARs 2020 have been implemented, an indirect instrument is constituted by the
summaries and conclusions of the debates held in the EG and addressing the various policy areas covered
by the EAR (see Annex 1 for details). Since the outbreak of the COVID crisis, the EG has focused on crisis
response and from March 2020, the priorities identified in the EAR were put on hold as the EG focused on
crisis response. Nevertheless, the EG still discussed issues such as:
•

Deepening of the EMU and strengthening of the Banking Union; it reached an agreement on 30
November 2020 to an earlier entry into force of the backstop to the Single Resolution Fund (SRF);

•

The euro area fiscal policies were often discussed and referred to in the EG, in particular in light of
COVID-19 developments; similarly, the EG continued to follow up on surveillance of previous
financial assistance programmes;

•

Ministers discussed priorities to be set out in national recovery and resilience plans and agreed EG
should have a role in the RRF.

The COVID-19 crisis and policy responses were the central theme of discussions at the EG (in inclusive
format) from 16 March onwards. The EG discussed the crisis notably at its 16 March and 24 March meetings,
where it agreed a comprehensive EU response to the COVID-19 crisis for discussion by Heads of State and
Government.
In this period, EG started meeting in “Banking Union format”, comprising Croatia and Bulgaria that joined
the ERMII (and the Banking Union, through close cooperation agreements with the ECB Supervisory
Mechanism) in July. The first of such meetings was held on 3 November. This new format increases the
“variable geometry” of EG meetings (currently, in restricted format, comprising EA only Ministers, in Banking
Union format, adding to the EA Ministers those of Bulgaria and Croatia, and in inclusive format, comprising
all Finance Ministers of the EU).
The EG was also debriefed (notably on 3 November) by the responsible boards of the Single Supervisory
Mechanism and the Single Resolution Mechanism, including on the institutions’ COVID-19 crisis responses
and Brexit preparedness.

6.2 Analysis by the Commission services
From 2014 to 2016, the Commission used to provide a quantitative grid, similar to that used for the CSRs, to
assess progress with the EAR. Such assessment - even if complex due to the specific design and role of the
EAR - may be seen as crucial for the effectiveness and legitimacy of the instrument. In its 2016 assessment,
the last one where the Commission adopted a quantitative grid, the Staff Working Document stated “A fuller
assessment, based on individual country's progress with the CSRs flagged as relevant for the implementation of
the 2016 EARs, will be presented in the country reports of Spring 2017“.
Since 2017, the Commission has not published such grid, possibly because the EAR are mostly addressed to
Member States, which have to take action to follow such recommendations in the context of
implementation of the respective CSRs. Nevertheless, the Commission follows up on the previous year EAR
in the recitals for the new EAR and in the SWD that accompanies the new cycle-EAR. Such elements provide
a background analysis of developments in the euro area and constitute the underpinning of the new cycleEAR. Insofar the recommendations on deepening the EMU and Banking Union refer to European policies,
there is still a European interest (and rationale) for the Commission to assess progress on a yearly basis,
despite the fact that most EAR are to be implemented through national policies.
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As a novelty to these proceedings, the Commission provided, together with the presentation of the draft
EAR for 2020, in its SWD, a specified qualitative assessment of the implementation of the 2019 EAR 13 14. In the
same SWD, the Commission signalled that the following SWD (accompanying the proposal for the 2021 EAR)
would provide a more complete review of progress in implementing the EAR, based on a methodology to
be elaborated and discussed with the euro area Member States and institutions in the relevant committees.
The review would provide an overview of progress for the EA as a whole in implementing previous year’s
EAR.
Contrary to this intention, the SWD accompanying the 2021 draft EAR does not make such assessment. No
public information is either available on discussions with the Member States over a methodology to assess
implementation of previous EAR. The COVID-crisis may have had an impact on Commission’s intentions but,
nevertheless, for transparency, accountability and ownership purposes, a more granular and in-depth
assessment would support the effectiveness of the EAR.
The table below provides a schematic overview of the Commission’s assessments over time.
Table 2. Implementation of EA recommendations
European Semester Cycle

Number of
recommendations

Implementation of
recommendations

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

7

6

6

4

4

5

5

5

5

5

1
(25%)

1
(25%)

-

3
(75%)

2
(50%)

4
(75%)

-

1
(25%)

1
(25%)

Qualitative assessment
within SWDs (no assessment
grid)

Qualitative assess. within
SWD

Specified
qualitative
assess. in
SWD

Source: EGOV based on the Commission SWDs accompanying the proposals for EAR.
Notes: (1) For the sake of presentation, the assessment grid shown in the table is composed of three rather than five categories typically
used by the Commission, namely 'full/substantial progress', 'some progress' and 'limited/no progress'. (2) Based on the Commission
assessment of actions taken (rather than outcomes that may materialise with variable lags); assigning identical weights to all
recommendations, within and across cycles, irrespective of their institutional and political sensitivities.

13

The assessment is based on reforms undertaken at national and European levels and takes into account policy outcomes at euro
level and available assessments at country level. If a specific recommendation is addressed to a number of Member States, only
those addressees are considered for the purpose of assessing implementation.
14
For further information see box 3 in the SWD. The main conclusions were the following: (i) some progress was achieved on reforms
aimed to increase potential growth, competitiveness and productivity (namely with progress in the areas of research and
innovation). Progress related to network industries and to sustainability had been slower; most Member States improved their
business environment scores, but large differences remained and no significant improvement in quality of public finances could be
identified; (ii) progress has stalled on the fiscal recommendation, where lack of differentiation in Member States’ fiscal policies
remain; (iii) the labour market and social situation continued to improve, but challenges remained, namely in relation to labour
market segmentation and in-work poverty; (iv) resilience of the financial sector has improved, through a number of actions (the
backstop to the Single Resolution Fund, work on the European Deposit Insurance Scheme, etc.) but further progress was needed,
namely on reduction of non-financial corporations debt; (v) progress was slow on deepening the EMU, in particular in what concerns
a euro area wide stabilisation function and euro area governance, thus hindering the international role of the euro.
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VII. Euro area recommendations over time: A bird’s eye view
The following considerations can be drawn on the EAR issued by the Council under the European Semester
over time:
•

The number of recommendations has varied, ranging from seven during the very first European
Semester (2011) to four during the 2014-2016 cycles. Since the 2017 European Semester, the
Commission has proposed five recommendations on the economic policy of the euro area. This would
allow focusing on the most pressing issues, but has also lead to aggregating different subject-matters
into a single recommendation. In the 2020 cycle, the EAR provided more granular policy orientations,
whilst keeping the number of EARs limited to 5. In the 2021 Commission proposal, the number of
recommendations remains limited to 5, but the Commission has added titles and the policy areas
addressed in each of them are somehow different (see annex 2);

•

The Commission is using the recitals to the recommendations as an instrument to further detail and
contextualise them. The recitals sometimes provide useful information in clarifying what the
Commission is aiming at with the specific recommendations. That is further complemented with the
SWD, and is clearly visible in the SWD for the 2021 cycle;

•

Irrespective of the number of recommendations, four broad policy areas have been covered over the
period 2011-2021, namely structural, fiscal, financial and institutional issues. During the 2014 and 2015
cycles, the dynamic underpinning the EAR was to address one per policy area. Yet, since the 2016
European Semester, the approach has departed from this perspective, tackling structural challenges in
two separate recommendations: one targeting policies supporting growth, improving the adjustment
capacity, convergence and resilience, as well as correction of macroeconomic imbalances, while the
other covering reforms promoting job creation and social fairness. In this sense, the social dimension
has somewhat gained space over the fiscal/budgetary dimension, and the 2019 recommendations gave
more room to social matters compared to recommendations issued prior to 2016. The 2021 cycle is
somehow different, as the main focus of the EAR is fostering a sustainable recovery from the COVID
crisis.
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Annex 1: An overview of Eurogroup policy actions as regards the 2020 euro area recommendations

Fiscal policies

2020 Council Recommendation

Eurogroup relevant discussions

(1) In euro area Member States with current-account deficits or high
external debt, pursue reforms to boost competitiveness and reduce
external debt. In euro area Member States with large current-account
surpluses, strengthen the conditions that support wage growth, while
respecting the role of social partners, and implement measures that
foster public and private investment.

On January 2020, Ministers discussed the draft EAR, were informed of the
main findings of the IMF Article IV interim mission to the euro area, the
updated draft budgetary plan of Portugal and policy priorities of Spain,
Austria and Finland.

(1) In all Member States, foster productivity by improving the business
environment and the quality of institutions, enhance resilience by
improving the functioning of goods and services markets especially by
deepening the single market.

At their February meeting, Ministers discussed the Commission proposals
to revamp EU fiscal rules (the summing up letter notes broad support for
an incremental approach to improving the framework, avoiding the need
for Treaty change, some support for targeted improvements to the rules to
reduce complexity, avoid pro-cyclicality and respond to new strategic
priorities, while preserving fiscal sustainability, and mandated the EWG to
prepare a report in the coming months). EG PRES said that “While there is no
intention to overhaul our governance framework, there is also support to
simplify our fiscal rules, prevent pro-cyclicality and to consider how these rules
can help us tackle new EU policy challenges”. Ministers also addressed Ireland
latest post programme surveillance, exchanged views on the economic
situation of the euro area on the basis of the Commission's winter forecast,
and the 2020 EAR, ahead of approval at ECOFIN. Ministers agreed 5
priorities for the EAR: structural reforms, fiscal sustainability and public
investment, labour markets and social inclusion, financial stability, EMU
deepening.

(2) While pursuing policies in a manner that fully respects the Stability
and Growth Pact, support public and private investment and improve
the quality and composition of public finances. In Member States with
high levels of public debt, pursue prudent policies to put public debt
credibly on a sustainable downward path. In Member States with a
favourable fiscal position, use it to further boost high-quality
investments, while preserving the long-term sustainability of public
finances. If downside risks were to materialise, fiscal responses should
be differentiated, aiming for a more supportive stance at the aggregate
level, while ensuring full respect for the Stability and Growth Pact.
Country-specific circumstances should be taken into account and pro- At its 16 March meeting, the EG discussed the fifth enhanced surveillance
cyclicality avoided, to the extent possible. Member States should stand report on Greece and took note of Austria’s intention to submit a revised
ready to coordinate policies in the Eurogroup.
draft budgetary plan. In his remarks to the press after the meeting, and
speaking on “flexibility”, EG PRES noted that “Rules and regulation will
support the fight against this disease and the economic fallout. We
emphasised today that the Stability and Growth Pact has all the flexibility
needed to cater for this situation. And we will use it so that we can take the farreaching measures needed to fight this crisis.”
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At their April meeting, the Ministers of Finance agreed “with the assessment
of the Commission that the conditions for the use of the general escape clause
of the EU fiscal framework, a severe economic downturn in the euro area or the
Union as a whole, are fulfilled [...] This offers the flexibility necessary to the
national budgets to support the economy and to respond in a coordinated
manner to the impact of the COVID-19 pandemic. Overall fiscal guidance will
be provided within this framework and as part of a streamlined European
Semester exercise.”
On 8 May, 2020, the Ministers were debriefed on the main finding of the
eleventh post-programme surveillance mission to Portugal, the report
“emphasized the improvement in the government accounts by the Portuguese
authorities and the progress in restoring bank balance sheets that had been
achieved and encouraged them to address pending vulnerabilities in the
banking sector. The ESM confirmed that there were no material risks to the
repayments of loans in the short term.” Updated Austrian draft budgetary
plan was also addressed, however, due to the fact that the budgetary
projections had become obsolete, the Commission has concluded that
compliance with the SGP was not feasible.
At their 11 June meeting, the EG discussed the 6th enhanced surveillance
report on Greece. They concluded that “Even in this extraordinary situation,
Greece has taken necessary action to deliver on its reform commitments. On
this basis, we reached a political understanding on the approval of the next
tranche of debt measures”.
They also discussed the 8th and 13th Post Programme Surveillance Report
for Cyprus and Spain, respectively. For Cyprus, their conclusion is that even
though the economic outlook has changed under COVID-19, “the economy
was well positioned to cope with it”. However, they stressed the importance
of dealing with NPLs (section NPLs). For Spain, they concluded that the
banks´ position is good to cope with the crisis, Spain is expected to
rebound strongly in 2021, and “the institutions confirmed that Spain retains
the capacity to service its ESM debt”.
At the EG meeting on 9 July, the Ministers discussed the budgetary
situation in the euro area and concluded that “Fiscal guidance this year is
PE 651.379
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also exceptional, with the activation of the general escape clause permitting
deviations from previous fiscal trajectories and creating the necessary
budgetary flexibility to enact timely, temporary and targeted crisis response
measures”.
At its 11 September meeting the EG discussed the economic situation and
the policy response, based on the Commission and ECB analysis of the
situation. “There was a broad consensus that overall, fiscal policy should
continue supporting the economy and a shared willingness towards a
coordinated approach on budgetary policy and for using the EG as a forum to
reach this understanding”.
On their October meeting, ministers shared ideas on the preparation at the
national level for the Recovery and Resilience Plans and for the 2021 draft
budgets. Ministers in particular considered the “implementation of the
Recovery and Resilience Facility will be a focal point, where we will focus on the
euro area dimension to ensure its positive impact is greater than the sum of
individual actions.”. They also agreed that a supportive fiscal stimulus for
2021 is appropriate in order to support growth, employment and the
recovery. They stressed the importance of focusing “on prudent mediumterm fiscal position at the appropriate time”.
They discussed the 7h enhanced surveillance report for Greece, concluding
that “the Greek Government has to date managed to contain the spread of the
coronavirus outbreak and mobilized a large amount of measures to limit its
socioeconomic costs”. This enhanced surveillance report was not linked to
debt requirements.
At its meeting on 3 November the EG noted that it “considers it vital that
fiscal support in each Member State continues into 2021, given the heightened
risk of a delayed recovery, and adjusts to the situation as it evolves”. Speaking
of the Recovery and Resilience Facility, the national recovery and resilience
plans and the Next Generation EU, the EG also committed “to support
prioritised and coordinated reforms and investments that enhance the proper
functioning of the euro area as a whole”.
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At their 30 November meeting, Ministers were informed of the latest postprogramme surveillance reports of Portugal, Cyprus, Spain and Ireland and
of the eighth enhanced surveillance report on Greece and confirmed the
release of the fourth tranche of policy-contingent debt measures. Ministers
were also informed of the Commission’s opinions on the draft budgetary
plans (DBPs) of the euro area member states for 2021 and its
communication on its overall assessment of the DBPs. EG held a first
exchange of views.
In December, Ministers discussed the euro area stance and the draft 2021
EAR, as well as the economic situation.
Green
and (1) Support a fair and inclusive transition towards a competitive green At its 5 October meeting the EG prioritized in their work programme the
digital agendas and digital economy through tangible and intangible investment, both strengthening of the euro in a digital world. They also stressed the
public and private.
importance of focusing on the twin digital and green transformation of the
euro area economies.
National
frameworks
and
institutions

(2) Improve the effectiveness of national fiscal frameworks and the
quality of public finances and adopt growth-friendly tax and other
relevant budgetary measures that foster a sustainable and inclusive
economy.

Tax issues

(2) Support and implement Union actions to combat aggressive tax At their February meeting, Ministers exchanged views on the tax wedge on
planning and avoid a race to the bottom in corporate taxation.
labour. The discussion focused on the shift from labour to environmental
taxation.

Education,
training and
labour markets

(3) Strengthen education and training systems and investment in skills.
Increase the effectiveness of active labour market policies that support
labour market integration and successful labour market transitions, At their February meeting, Ministers exchanged views on the tax wedge on
including to more digital and green jobs.
labour. The discussion focused on the shift from labour to environmental
(3) Promote participation in the labour market, including that of women taxation.
and vulnerable groups, and shift taxes away from labour, in particular Labour markets and policies underpinned the EG decisions on the SURE, as
for low-income and second earners.
part of the policy response to the COVID-19 crisis.
(3) Foster quality job creation, fair working conditions, promote worklife balance, and address labour market segmentation.
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Social policies

(3) Improve access to adequate and sustainable social protection In their April meeting, Eurogroup in inclusive format started working on the
systems. Enhance the effectiveness of social dialogue and promote three safety nets - SURE for workers, the pan-European fund to shield
collective bargaining.
companies and a Pandemic crisis support for Euro Area Member States. It
was agreed to work on a Recovery Fund, upcoming Multiannual Financial
Framework (MFF) and a broader Roadmap and Action Plan in order to
prepare and support the economic recovery.
Furthermore, in order “to ensure the conditions for an adequate response to
the crisis in every Member State”, the EG welcomed the Commission’s
proposals on further EU budget flexibility, the proposal to re-activate the
Emergency Support Instrument, the initiative to create a pan-European
guarantee fund.
In their 8 May meeting, the EG has urged, in view of the Commission spring
forecast, to conclude the three safety nets and to work towards
establishing a recovery fund. During the meeting, the Ministers have
agreed on the features and standardized terms of the Pandemic Crisis
Support to be provided by the ESM.
On 15 May, the EG took stock of the progress made to put in place the three
safety nets: (i) “following the endorsement by the ESM Governing Board, the
ESM Pandemic Crisis Support is operational, from Friday 15 May, well ahead of
the 1st of June deadline set by the Leaders”; (ii) legislative work on the SURE
instrument was approaching its final stage; (iii) as well as, there was good
progress made on the pan-European Guarantee Fund. The Ministers have
discussed the features, design, size and strategic priorities for the Recovery
Fund (which was agreed on the 9 April).

Banking Union

(4) Follow up on the Statement of the Euro Summit of 13 December
2019 to further strengthen the banking union, with a view to its
completion, by continuing to work, without delay, and with the same
level of ambition, on all elements, including those discussed in the
HLWG on EDIS.

In January the EG in inclusive format was informed on the ongoing work in
view of the finalisation of the loan facility agreement between the ESM and
SRB ahead of the signature of the ESM amended Treaty. Ministers also
discussed a timeline for potential introduction of the SRF backstop ahead
of the end of the transition period in 2024 (dependent upon sufficient
(4) Finalise the work on the ESM package of reforms, including the progress has been made in risk reduction, based on the assessment that
introduction of a backstop for the SRF. Make the backstop for the SRF will take place later in 2020). Ministers would revert to this issue in March.
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operational and anticipate this, provided sufficient progress has been Ministers also discussed EDIS and the summing up letter noted broad
made in risk reduction.
support for continuing working on the four strands outlined in the
(4) Work further on solutions for overcoming limitations in the current December 2019 letter of the HLWG chair to the President of the Eurogroup
with the aim of completing the within this institutional cycle. On Liquidity
set-up for liquidity provision in resolution.
in resolution, technical work will continue to address limitations in the
current framework and the EWG was asked to prepare a report by June
2020.
At their February meeting, Ministers meeting in inclusive format discussed
Denmark and Sweden reports on the implications of their possible
participation in the banking union.
At its 16 March meeting, EG (meeting in inclusive format) decided to
postpone finalisation of the ESM treaty revision to a more appropriate time.
At its 11 June meeting, the EG was informed about the Monitoring Report
on Risk Reduction Indicators - June 2020, prepared by the ECB, the
European Commission and the Single Resolution Board (SRB). The
objective of this report is to “provide regular assessment on progress on risk
reduction within the banking union (BU) so as to inform political decisionson
how to further progress towards its competition”. The report concludes that
banks´ capital and liquidity have improved since 2014, which allowed the
sector to absorb the sock smoothly. Therefore, the BU has contributed to
the resilience of the banking sector and Ministers look forward to prioritize
the strengthening of the BU.
In addition, the ECB Supervisory Board presented the ECB Banking
Supervision tasks carried out since October 2019. Andrea Enria focused on
the measures taken by the SSM to mitigate the COVID-19 crisis on banks to
support their activity. Furthermore, Elke König, chair of the SRB, updated
the EG regarding “recent activities undertaken in response to the COVID-19
crisis to alleviate the immediate operational burden on the banks under their
remit”, as well as “on resolution planning, resolvability, including MREL, and
the build-up of the SRF”.
At its 11 September meeting the EG decided to continue working on the
four streams to strengthening the BU: European Deposit Insurance Scheme
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(EDIS), financial stability, crisis management and enhanced cross-border
financial integration. They expect “to make further concrete progress onthe
BU by the end of the year”. The ministers also discussed the reform of the
ESM Treaty by the introduction of a backstop to the Single Resolution Fund
(SRF) by 2023, a possible early introduction of the backstop and the
provision of liquidity in resolution.
At its 5 October meeting the EG prioritized in their work programme the
strengthening of the BU.
At its 3 November meeting, the EG in inclusive format was debriefed on the
state of play regarding liquidity in resolution and informed about options
on the table. One option concerns targeted improvements of existing tools,
such as the better monitoring of unencumbered assets in banks (i.e. assets
that are free to be pledged as collateral to secure liquidity), where Ministers
agreed to continue working and asked the Chair of the EWG to liaise with
the European Banking Authority on the matter. Ministers were informed
that technical work on additional, broader solutions is ongoing and EWG
will report as soon as possible.
On their meeting of the 30 November, Ministers discussed the seventh
monitoring report on NPLs. On the basis of such report, the EG (in inclusive
format) decided on advancing the entry into force of the SRF backstop to
the beginning of 2022. Ministers reiterated that “For loss absorption, the use
of the SRF, and hence the common backstop for that purpose, will be
conditional on the minimum contribution by shareholders and creditors of 8 %
TLOF excluding historical losses in accordance with the current legal
framework”.
At that meeting, Ministers also discussed the EU crisis management
framework and “ in view of the eventual expiry of the temporary state-aid
framework after the pandemic, we invite the Commission to review its stateaid framework for banks in the context of the review of the crisis management
framework, both starting in 2021 and to be completed in parallel by 2023,
ensuring entry into force at the same time with the review of the crisis
management framework with a view to ensuring consistency between the two
frameworks, adequate burden-sharing of shareholders and creditors to
18
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protect taxpayers, and preservation of financial stability. We invite the
Commission to report back to the Council by October 2021.”
Ministers were also debriefed on the state of play regarding the High Level
Group on EDIS.
Non
performing
loans (NPLs)

(4) Promote orderly deleveraging of large stocks of private debt
including by reducing debt bias in taxation. Continue to enable the
swift reduction of the level of NPLs by banks in the euro area and
prevent their build up.

At its 11 June meeting, the Monitoring Report on Risk Reduction Indicators
prepared by the ECB, SRB and European Commission suggested that “NPLs
on banks´ balance sheets have continued to decline” since 2014.
In addition, in the 8th Post Programme Surveillance Report for Cyprus, they
stress the importance of addressing vulnerabilities regarding the banking
sector due to the high NPLs ratio. Specially, under COVID-19 which is
amplifying the risks associated with NPLs.
On their meeting of the 30 November, Ministers discussed the seventh
monitoring report on NPLs. On the basis of such report, the EG (in inclusive
format) decided on advancing the entry into force of the SRF backstop to
2022. Ministers also noted that “Tackling NPLs and enhancing resolvability
will thus remain a priority. We will therefore continue our work towards further
reducing risks in the Banking Union, through the measures outlined below. We
will also actively monitor progress with NPL reduction with respect to the
agreed benchmarks and the build-up of MREL towards the final targets as part
of our holistic monitoring of risks, on the basis of regular risk reporting by the
European Commission, the European Central Bank (ECB) and the Single
Resolution Board (SRB).”

Supervisory
and regulatory
framework

(4) Strengthen the European regulatory and supervisory framework,
including by ensuring consistent and effective supervision and
enforcement of anti-money laundering rules.

CMU

(4) Renew efforts to deepen the CMU.

At its 5 October meeting the EG prioritized in their work programme the
strengthening of euro area elements of the CMU.

EMU
deepening and
international
role of the euro

(5) Make ambitious progress on deepening the EMU, in particular by
delivering swiftly on the actions identified in the Statement of the Euro
Summit of 13 December 2019, including as regards the BICC, and
discussing other aspects. Progress in this area will also enhance the

In January the EG in inclusive format discussed the follow up to the
December Euro Summit and agreed a work plan for EMU deepening. The
EG summing up letter refers in particular to clarifications on the legal status
of the terms of reference of the single limb Collective Action Clauses (CACs)
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international role of the euro and project Europe’s economic interests
globally, and should fully respect the Union’s internal market and be
pursued in an open and transparent manner towards non-euro area
Member States.

and to reaching a final political agreement on the ESM Treaty (in March
2020) to proceed with signature. Ministers also discussed progress with the
BICC (redrawn in the meantime, following the presentation of the Recovery
and Resilience Facility). At its February meeting, Ministers adopted a report
for EU leaders, covering the need, the content, the modalities and the size
of a possible IGA for BICC.
At their February meeting, Ministers showed broad support for focusing on
5 priorities for deepening of the EMU (Banking Union, finalising the ESM
reform, advancing on Capital Markets Union, anti-money laundering and
EMU governance).
At its 5 October meeting the EG prioritized in their work programme the
strengthening of the euro in an international world.
On 3 November, the EG in inclusive format held a strategic discussion on
the euro as a digital currency.

Source: EGOV, based on Eurogroup summing up letters, press releases and press conferences available on the Council homepage (at https://www.consilium.europa.eu/en/council-eu/eurogroup/).
The reference date for Eurogroup action is January 2020 to December 2020; nevertheless, the final reference date for the 2020 EAR is July 2020 (date of publication in the Official Journal - JO C 243,
23.7.2020). Integrating Eurogroup actions prior to finalisation of the EAR take into account the fact that the EAR have, from 2019 to 2020, common themes and concerns, so Eurogroup actions from
January 2020 onwards still reflected common concerns as expressed in previous EAR. The split of EAR in subcategories aims to better categorise Eurogroup action and is based on EGOV assessment,
taking into account the various subjects reflected in each of the EAR.
Numbers in parentheses refer to the number of the relevant EAR as published in the Official Journal.
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Annex 2: COM EAR proposals 2020 and 2021: similar subject-matter but evolving priorities; COVID influenced policies

Fiscal policies

2020 draft Council Recommendation

2021 draft Council Recommendation

(COM proposal)

(COM proposal)

(1) In euro area Member States with current account deficits or high (1) As the health emergency persists, fiscal policies should remain
external debt, pursue reforms to boost competitiveness and reduce supportive in all euro area Member States throughout 2021.
external debt.
(1) Policy measures should be tailored to country-specific circumstances
(1) In euro area Member States with large current account surpluses, and be timely, temporary and targeted. As downside risks continue to
strengthen the conditions that support wage growth, while materialise, Member States should continue coordinating actions to
respecting the role of social partners, and implement measures that effectively address the pandemic, sustain the economy and support a
foster public and private investment.
sustainable recovery.
(2) In Member States with high debt levels, pursue prudent policies to (1) When the epidemiological and economic conditions allow, phase out
put public debt credibly on a sustainable downward path.
support measures to firms and citizens in a way that mitigates the social
(2) In Member States with a favourable fiscal position, use it to further and labour-market impact of the crisis, and pursue fiscal policies aimed at
boost high-quality investments. In case of a worsening outlook, achieving prudent medium-term fiscal positions and ensuring debt
deliver a supportive fiscal stance at the aggregate level, while sustainability, while enhancing investment.
pursuing policies in full respect of the Stability and Growth Pact,
taking into account country-specific circumstances and avoiding procyclicality to the extent possible, and stand ready to coordinate
policies in the Eurogroup.

Productivity

(1) In all Member States, foster productivity by improving the business
environment and the quality of institutions, enhance resilience by
improving the functioning of goods and services markets especially
by deepening the Single Market.

(2) Mitigate the risk of further divergence and enhance economic and social
resilience in the euro area by implementing reforms that strengthen
productivity and employment, ensure a smooth allocation of resources and
improve the functioning of markets and public administration, and by
increasing the level of public and private investment to support the
recovery consistent with fair and inclusive green and digital transitions.
(3) Pursue and frontload reforms to address bottlenecks to investments
and to ensure the efficient and timely use of EU funds, including of the
Recovery and Resilience Facility.
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(3) Reduce the administrative burden for firms and improve the business
environment.
Green and digital
agendas

(1) Support a fair and inclusive transition towards a competitive green (2) Mitigate the risk of further divergence and enhance economic and social
and digital economy through tangible and intangible investment, resilience in the euro area by implementing reforms that strengthen
both public and private.
productivity and employment, ensure a smooth allocation of resources and
improve the functioning of markets and public administration, and by
increasing the level of public and private investment to support the
recovery consistent with fair and inclusive green and digital transitions.

National
frameworks and
institutions

(2) Improve the effectiveness of national fiscal frameworks and the (1) Member States should pay particular attention to the quality of
quality of public finances and adopt growth-friendly tax and other budgetary measures. Improve public financial management, including
notably investment and green budgeting and public procurement
relevant budgetary measures that foster a sustainable economy.
frameworks. Make use of spending reviews to better focus public
expenditure on recovery and resilience needs.
(3) Strengthen the effectiveness and digitalisation of public administration,
including justice and health systems, as well as public employment
services.
(2) Support and implement EU actions to combat Aggressive Tax (2) Continue working on a global consensus-based solution to address the
tax challenges arising from the digitalisation of the economy within the
Planning and address a race to the bottom in corporate taxation.
OECD framework, and stand ready to move ahead with action at the EU
level by June 2021. Make further progress to combat Aggressive EN 8 EN
Tax Planning, lower the tax wedge and support a shift in taxation towards
carbon pricing and environmental taxation.

Tax issues

Education,
training
and
labour markets

(3) Strengthen education and training systems and investment in (2) Strengthen inclusive education and training systems and investment in
skills.
skilling, addressing skills shortages.
(3) Increase the effectiveness of active labour market policies that
support labour market integration and successful labour market
transitions, including to more digital and green jobs. Promote
participation in the labour market, including that of women, and shift
taxes away from labour, in particular for low-income and second
earners. Foster quality job creation, fair working conditions and
address labour market segmentation.
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(2) Ensure effective active labour market policies and support to job
transitions, notably towards the green and digital economy. Foster fair
working conditions and address labour market segmentation. Ensure the
effective involvement of social partners in policy making, strengthen social
dialogue and collective bargaining.

PE 651.379

Recommendation on the economic policy of the euro area - February 2021

Social policies

(3) Improve access to adequate and sustainable social protection (1) Member States should pursue reforms that strengthen the coverage,
systems. Enhance the effectiveness of social dialogue and promote adequacy, and sustainability of health and social protection systems.
collective bargaining.

Banking Union

(4) Complete the Banking Union by starting political negotiations on
the European Deposit Insurance Scheme, taking steps to improve
crisis management and making provisions for liquidity in resolution
and the backstop for the Single Resolution Fund operational.

(5) 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.

(4) Promote orderly deleveraging of large stocks of private debt
including by removing debt bias in taxation. Continue to enable the
swift reduction of the level of nonperforming loans by banks in the
euro area and prevent their build up.

(3) Promote concrete actions to increase the efficiency, effectiveness and
proportionality of insolvency frameworks, to work out non-performing
exposures and ensure an efficient allocation of capital.

Credit to the
economy; NPLs

(5) Make progress on deepening the Economic and Monetary Union to
increase the resilience of the euro area by completing the Banking Union
and Capital Markets Union and through initiatives implementing digital
finance, retail finance and sustainable finance policies.

(4) Maintain the credit channels to the economy and measures to support
viable companies as long as necessary during the emergency of the
unprecedented crisis.
(4) Keep sound bank sector balance sheets, including by continuing to
address non-performing loans, in particular through the development of
secondary markets for non-performing loans.

Supervisory and
regulatory
framework

(4) Strengthen the European regulatory and supervisory framework,
including by reinforcing the supervision and enforcement of antimoney laundering rules.

(3) Put in place effective frameworks to counter fraud, corruption, and
money laundering.

CMU

(4) Renew efforts to complete the Capital Markets Union.

(5) Make progress on deepening the Economic and Monetary Union to
increase the resilience of the euro area by completing the Banking Union
and Capital Markets Union and through initiatives implementing digital
finance, retail finance and sustainable finance policies.

EMU deepening
and international
role of the euro

(5) Make ambitious progress on deepening the Economic and (5) Progress in these areas [Banking Union and Capital Markets Union] will
Monetary Union, delivering swiftly on the actions identified in the contribute to enhancing the international role of the euro and promote
Statement of the Euro Summit of December 2019 and advancing on better Europe’s economic interests globally while fully respecting the
Union’s internal market.
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all other aspects with the perspective to strengthen the international
role of the euro and to project Europe’s economic interests globally.
EMU democratic
accountability

(5) Deepen the Economic and Monetary Union and enhance its
democratic accountability while fully respecting the Union’s internal
market and in an open and transparent manner towards non-euro
area Member States.

Single Market

(2) Further integrate the single market for goods and services, including
digital, by removing unnecessary restrictions, enhancing market
surveillance and guaranteeing sufficient administrative capacity.

Source: EGOV, based on the 2020 and the 2021 draft euro area recommendations by the Commission
Numbers in parentheses refer to the number of the relevant EAR in the Commission texts; EGOV categorisation of subjects (some EAR subparts are referred more than once, as they fit more
than one category).
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Annex 3: A comparison of the proposals for the 2021 Euro Area Recommendation
2021 draft Commission Recommendation

2021 draft Council Recommendation

(COM proposal)

(Council text)

EA Recommendation 1: Ensuring a policy stance which supports the recovery
Main changes:
•
•

the Council has a more positive tone on current situation (deletion of “As downsize risks continue to materialise”)
reference to “support measures” replaced by “emergency measures”

As the health emergency persists, fiscal policies should remain supportive in all
euro area Member States throughout 2021.

As the health emergency persists, fiscal policies should remain supportive in all
euro area Member States throughout 2021.

Policy measures should be tailored to country-specific circumstances and be
timely temporary and targeted. As downside risks continue to materialise,
Member States should continue coordinating actions to effectively address the
pandemic, sustain the economy and support a sustainable recovery.

Policy measures should be tailored to country-specific circumstances and be timely,
temporary and targeted. Member States should continue coordinating actions to
effectively address the pandemic, sustain the economy and support a sustainable
recovery.

When the epidemiological and economic conditions allow, phase out support
measures to firms and citizens in a way that mitigates the social and labourmarket impact of the crisis, and pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt sustainability, while enhancing
investment.

When the epidemiological and economic conditions allow, phase out emergency
measures while combatting the social and labour-market impact of the crisis.
Pursue fiscal policies aimed at achieving prudent medium-term fiscal positions and
ensuring debt sustainability, while enhancing investment.

Member States should pursue reforms that strengthen the coverage, adequacy,
and sustainability of health and social protection systems.
Member States should pay particular attention to the quality of budgetary
measures. Improve public financial management, including notably investment
and green budgeting and public procurement frameworks. Make use of
spending reviews to better focus public expenditure on recovery and resilience
needs.

Member States should pursue reforms that strengthen the coverage, adequacy,
and sustainability of health and social protection systems for all.
Member States should pay particular attention to the quality of budgetary
measures. Improve public procurement frameworks and public financial
management, including notably investment frameworks and making use of green
budgeting tools. Make use of spending reviews to better focus public expenditure
on recovery and resilience needs.

EA Recommendation 2: Further improving convergence, resilience and sustainable and inclusive growth
Main changes:
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•
•

The Council highlights the importance of strengthening inclusion in the labour market.
The Commission seems more ambitious regarding tax challenges in relation to digital economy since they suggest to “stand ready to move ahead with action
at the EU level by June 2021”. On the other hand, the Council says to “engage in the relevant preparatory work on the way forward”.

Mitigate the risk of further divergence and enhance economic and social
resilience in the euro area by implementing reforms that strengthen productivity
and employment, ensure a smooth allocation of resources and improve the
functioning of markets and public administration, and by increasing the level of
public and private investment to support the recovery consistent with fair
and inclusive green and digital transitions.
Further integrate the single market for goods and services, including digital, by
removing unnecessary restrictions, enhancing market surveillance and
guaranteeing sufficient administrative capacity.
Ensure effective active labour market policies and support to job transitions,
notably towards the green and digital economy. Foster fair working conditions
and address labour market segmentation. Ensure the effective involvement of
social partners in policy making, strengthen social dialogue and collective
bargaining. Strengthen inclusive education and training systems and investment
in skilling, addressing skills shortages.
Continue working on a global consensus-based solution to address the tax
challenges arising from the digitalisation of the economy within the OECD
framework, and stand ready to move ahead with action at the EU level by
June 2021. Make further progress to combat Aggressive Tax Planning, lower the
tax wedge and support a shift in taxation towards carbon pricing and
environmental taxation.

Mitigate the risk of further divergences, and enhance economic and social
resilience in the euro area by continuing to tackle structural challenges and by
implementing reforms that strengthen productivity and employment, ensure a
smooth re-allocation of resources and improve the functioning of markets and
public administration, and by increasing the level of public investment as well as
fostering private investment to support a fair and inclusive recovery
consistent with green and digital transitions.
Further integrate the single market for goods and services, including digital, by
removing unnecessary restrictions, enhancing market surveillance and
guaranteeing sufficient administrative capacity.
Ensure effective active labour market policies and support to job transitions,
notably towards the green and digital economy. Foster fair working conditions and
address labour market segmentation and strengthen inclusion. Ensure the
effective involvement of social partners in policy making, strengthen social
dialogue and collective bargaining. Strengthen inclusive education and training
systems and investment in skills, addressing skills shortages.
Continue working within the framework of the Council on a global consensusbased solution to address the tax challenges arising from the digitalisation of the
economy within the OECD Inclusive framework on Base Erosion and Profit
Shifting, with the expectation that agreement will be reached by mid-2021 in
that forum. Engage in the relevant preparatory work on the way forward in
order to address those tax challenges of the digital economy, including in the
absence of an international consensus by mid-2021. Make further progress to
combat Aggressive Tax Planning, lower the tax wedge and support a shift towards
carbon pricing and environmental taxation.

EA Recommendation 3: Strengthening national institutional frameworks
Main changes:
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•

The Council added reference to “terrorism financing”

Pursue and frontload reforms to address bottlenecks to investments and to
ensure the efficient and timely use of EU funds, including of the Recovery and
Resilience Facility. Strengthen the effectiveness and digitalisation of public
administration, including justice and health systems, as well as public
employment services. Reduce the administrative burden for firms and improve
the business environment. Put in place effective frameworks to counter fraud,
corruption, and money laundering.

Pursue and frontload reforms to address bottlenecks to investments and to ensure
the efficient and timely use of EU funds, including of the Recovery and Resilience
Facility. Strengthen the effectiveness and digitalisation of public administration,
including justice and health systems, as well as public employment services.
Reduce the administrative burden for firms and improve the business environment.
Continue to improve the frameworks to counter fraud, corruption, and to
prevent money laundering and terrorism financing.

Promote concrete actions to increase the efficiency, effectiveness and
proportionality of insolvency frameworks, to work out non-performing exposures
and ensure an efficient allocation of capital.

Promote concrete actions to increase the efficiency, effectiveness and
proportionality of insolvency frameworks, to work out non-performing exposures
and ensure an efficient allocation of capital.

EA Recommendation 4: Ensuring macro-financial stability
Main changes:
•

The Commission suggest that addressing non-performing loans should be done “in particular” by developing secondary markets for NPLs

Maintain the credit channels to the economy and measures to support viable
companies as long as necessary during the emergency of the unprecedented
crisis.
Keep sound bank sector balance sheets, including by continuing to address nonperforming loans, in particular through the development of secondary markets
for non-performing loans.

Maintain the credit channels to the economy and measures to support viable
companies as long as necessary during the emergency of the unprecedented crisis.
Keep sound bank sector balance sheets, including by continuing to address nonperforming loans, amongst others through the development of secondary
markets for non-performing loans.

EA Recommendation 5: Completing the EMU and strengthening the international role of the euro
Main differences:
•
•
•
•

The Council specifies the importance of continue working in “all elements, including those discussed in the High Level Working Group EDIS” when referring
to Banking Union developments
The Council adds the importance of continue working on liquidity provision in resolution and the European regulatory and supervisory framework with a
specific mention to anti-money laundering framework
The Council emphasize the relevance of deepening EMU and increase transparency towards non-euro area Member States.
The Commission stresses the importance of increasing the efficiency of bank crisis management as a short term priority; such message was deleted in the
Council text
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Make progress on deepening the Economic and Monetary Union to increase the
resilience of the euro area by completing the Banking Union and Capital
Markets Union and through initiatives implementing digital finance, retail
finance and sustainable finance policies.
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.
Progress in these areas will contribute to enhancing the international role of the
euro and promote better Europe’s economic interests globally while fully
respecting the Union’s internal market.

Make progress on deepening the Economic and Monetary Union to increase the
resilience of the euro area by completing the Banking Union, by continuing to
work, without delay, and with the same level of ambition, on all elements,
including those discussed in the High Level Working Group on EDIS, and by
deepening the Capital Markets Union, as well as through support for initiatives
implementing digital finance, retail finance and sustainable finance policies. 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.
Further steps in deepening the Economic and Monetary Union should take
into account the lessons learnt from Europe’s comprehensive economic policy
response to the COVID-19 pandemic. Progress, in full respect of the Union’s
internal market and pursued in an open and transparent manner towards
non-euro area Member States, will contribute to enhancing the international role
of the euro and promote Europe’s economic interests globally.

Source: EGOV, based on the 2021 euro recommendation by the Commission and Council. Emphasis is our own.

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 sent a copy. © European Union, 2021.
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Thematic Digest: “When and
how to deactivate the SGP
general escape clause?”
This note presents summaries of four papers on the conditions and timing for the future deactivation of the
general escape clause of the Stability and Growth Pact, which is in force since March 2020. The papers, written by
external experts, were requested by the ECON Committee of the European Parliament.
At the request of the ECON Committee, four papers were commissioned in September 2020 to external
experts on when and how to deactivate the Stability and Growth Pact (SGP) general escape clause. In
particular, the experts were asked to:
•

Discuss the framework in which the general escape clause could be lifted, taking into account the
objectives of the SGP, including the avoidance of pro-cyclical fiscal measures. Such a framework
should inter alia refer to the indicators used by the Commission under the SGP, including under its
flexibility provisions, and the objective of SGP.

•

Assess whether other transitional arrangements could/should be applied, notably how to take into
account debt and deficit levels which have sharply increased due to the pandemic.

•

Discuss in which terms Commission and Council should recommend Member States to correct
excessive deficits or adjust to their updated Medium Term Objectives, once a decision on the
deactivation of the general escape clause has been made. Which periods and (transitory) paths for
correction/adjustments should be foreseen? Which relevant factors should be considered?

The papers were published between November 2020 and January 2021. Their authors are:
•

Erik Jones (Johns Hopkins University SAIS),

•

Klaus-Jürgen Gern, Stefan Kooths and Ulrich Stolzenburg (Kiel Institute for the World Economy),

•

Luisa Lambertini (École Polytechnique Fédérale de Lausanne) and

•

Philippe Martin and Xavier Ragot (Sciences Po, OFCE and Conseil d’Analyse Economique).

Economic Governance Support Unit (EGOV)
Authors: J. Angerer and A. Zoppè
Directorate-General for Internal Policies
PE 659.625 - February 2021
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Background:
In March 2020, the Council, based on a proposal by the Commission, activated for the first time the general escape
clause under the SGP, in order to provide leeway for Member States to adopt emergency measures with major
budgetary consequences. The activated clause allows Member States in the preventive arm to temporarily depart
from their respective adjustment path towards the medium-term budgetary objective, provided that this does not
endanger fiscal sustainability in the medium term. If a Member State is in the corrective arm (currently Romania),
the clause implies that the Council may decide, on a recommendation from the Commission, to adopt a revised
fiscal trajectory. In a nutshell, the general escape clause does not suspend the procedures of the SGP, but allows the
Commission and the Council to depart from the budgetary requirements that would normally apply.
On this basis, the Council recommended in July 2020, without providing country specific fiscal targets, that Member
States should take all necessary measures to address the pandemic, sustain the economy and support the ensuing
recovery and that, when economic conditions allow, they should pursue fiscal policies aimed at achieving prudent
medium-term fiscal positions and ensuring debt sustainability, while enhancing investment.
In May 2020, the Commission adopted Excessive Deficit Procedure reports for all Member States (except Bulgaria,
since it was not expected to breach the numerical Treaty thresholds on deficit and debt), in which it finds that all
Member States do not comply with the deficit criterion (and some with the debt criterion neither). However, the
Commission also considered - in light of the pandemic - that at this juncture a decision on whether to place Member
States under the EDP should not be taken.
In July 2020, the European Fiscal Board (EFB) stated that a review date and the conditions for an exit from the escape
clause have not been indicated and should be discussed and agreed as soon as possible. It also noted that ‘In
principle, the clause should be deactivated as soon as the severe economic downturn in the EU and the euro area comes
to an end. However, there is no commonly accepted or agreed definition of a severe economic downturn. The Commission
and the Council may hold different views. Also within the Council views may diverge considerably, especially if the
economic impact of the Covid-19 crisis differs across countries: some may soon embark on an upturn, others may
experience negative growth for longer.’
In November 2020, the Commission stated: "In light of this need and the still high uncertainty about the economic
consequences of the pandemic, the general escape clause will remain active in 2021. In spring 2021, taking into account
updated macroeconomic projections, the Commission will reassess the situation and take stock of the application ofthe
general escape clause."
Recent statements by the IMF

End of December 2020, the IMF stated, inter alia, in an Art. IV staff report on the euro area:
38. Activation of the escape clause was warranted and should be extended until the recovery is firmly
established. The escape clause suspends the requirements of the fiscal rules with respect to structural
fiscal adjustment toward countries’ medium-term objectives, providing countries with adequate flexibility
to respond to the crisis. But it does not suspend the requirement to open excessive deficit procedures
(EDPs) for countries that breach the deficit criterion. All euro area countries will have deficits in excess of 3
percent of GDP this year, and most will exceed that threshold next year, suggesting they could be subject
to the EDP. The Commission may find itself in the position of recommending opening EDPs for most euro
area countries. There is also a risk that if the rules come into force again in 2022, it could precipitate a shift
toward fiscal adjustment sooner than is warranted by economic developments.
39. This could therefore be an opportune time to reform the fiscal rules. Though undoubtedly politically
difficult, a fundamental reform of the EU fiscal rules would be desirable. Any reform should simplify the
rules and make them easier to communicate and enforce. While the Commission’s fiscal rule review that
started in early 2020 was delayed by the crisis, it will hopefully conclude in 2021. European leaders should
task the review with the ambitious goal of proposing a fundamental reform and simplification of the rules.
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When and how to deactivate the SGP general escape clause?
Klaus-Jürgen GERN, Stefan KOOTHS, Ulrich STOLZENBURG
The paper by Klaus-Jürgen GERN, Stefan KOOTHS and Ulrich STOLZENBURG of the Kiel Institute for the World
Economy starts by putting forward arguments on why the EU fiscal rules have become increasingly complex
over the years; in a following step, it proves that the record of past compliance with the rules was mixed, at
best. Turning to the corona crisis, the authors show that activating the general escape clause enabled a
sizeable fiscal response, thereby mitigating the negative economic and social impact of the crisis: automatic
stabilisers worked unrestricted and all Member States were able to launch counter-cyclical fiscal policies,
although to a differing degree. However, the resulting strong increase of government debt, often from
already elevated levels, implies considerable fiscal adjustment needs once the general escape clause will be
lifted.
Their analysis concludes that:
•

The general escape clause of the SGP should be lifted as soon as epidemiological conditions allow
for a sustained normalisation of economic activity. “This could be the case in 2022, if vaccines are made
available to a sufficiently large share of the population in 2021.”

•

Under the current EU fiscal framework, a transitory arrangement should be adopted following the
deactivation of the general escape clause, in which all Member States remain under the preventive
arm of the SGP. Given the increased uncertainty about the long-term effects of the crisis on the
Member States’ economies, the corrective arm would remain deactivated for two more years and the
Commission should consider pre-crisis estimates of potential output as a benchmark to determine
fiscal adjustment needs.

•

The current period - under the general escape clause - should be used to redesign the fiscal
framework. The authors note that it is a difficult task, since criticism of the current rules has led to
numerous reform proposals with quite different approaches. The authors also note that changing the
fiscal rules to allow for higher debt ratios or structural deficits amid the current low-interest rate and
low-inflation environment will keep high-debt countries vulnerable to changes in perceptions of
financial markets and a possible increase in interest rates. Since they assess that focusing on
expenditure rules would not eliminate the need for cyclical adjustment and has its own problems,
they favour an alternative approach that aims at re-establishing the no-bailout rule laid down in the
Maastricht treaty, which would eventually allow to dispose of fiscal surveillance entirely. This
favoured solution would however require fundamental reforms, to disentangle the bank-sovereign
doom loop and to allow for orderly restructuring of public debts. Therefore, they propose a transitory
regime in which refinancing costs of Member States are subsidised - in the case of excessive yield
spreads - by transfers provided by a fund that would be financed by all Member States.
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When and how to deactivate the SGP general escape clause?
Luisa LAMBERTINI
The paper by Luisa Lambertini of the École Polytechnique Fédérale de Lausanne is based on quantitative
analyses, notably of output gaps and fiscal stances. This quantitative approach indicates that output losses
in the euro area could have been up to two times larger if the general escape clause had not been activated
and if the provisions of the SGP had been fully applied.
The author recommends to avoid pro-cyclical policies, and that the deactivation should take place only once
the economies have recovered from the effects of the pandemic. “Lifting the general escape clause when
economies are still in a downturn would prolong the recession, deteriorate public finances and ultimately defeat
the purpose of activating the general escape clause”.
Concretely, she recommends that the 2020 output gap or the 2019 level of real GDP as forecast by the
Commission in autumn 2019 should be taken as a reference for lifting the general escape clause, since they
would adequately benchmark pre-Covid-19 economic conditions. On that data basis, each Member State
should revert to the prescriptions of the SGP when its output gap has returned to its pre-Covid-19 level. “Such
Member State-specific return to the SGP can be implemented by deactivating the general escape clause, which is
common to all Member States, and invoking the clause for unusual events for the countries that fall short of their
pre-Covid-19 economic conditions.” Furthermore, she explains that a deactivation based on an aggregate
EA/EU pre-crisis level of GDP, as proposed by the European Fiscal Board, would lead to pro-cyclical fiscal
policy for those Member States whose output gaps are still large and negative. ”This scenario is particularly
likely if the recovery from the Covid-19 pandemic is uneven across the euro area.”
Given that government debt is increasing considerably during the Covid-19 pandemic, leading to a
deterioration of public finances for both low- and high-debt countries, the author suggests that the large
shocks caused by the pandemic should be seen as an excellent opportunity for reforming the EU fiscal
framework. More specifically, she proposes that Medium-Term Objectives explicitly take into account the
country-specific debt-to-GDP ratio and interest rate-growth differential. “Member States with higher debt
levels should be given more time for debt/GDP to return to the reference level of 60%; Member States with higher
and possibly positive interest rate-growth differentials need higher MTOs to ensure debt sustainability and should
therefore be given longer adjustment periods.”
The author states that political economy considerations play an important role in debt adjustment, since
faster debt reduction necessarily implies tighter fiscal policy and larger output losses, and therefore
governments have little incentive to front-load the fiscal adjustment. In that respect, the ECB Pandemic
Emergency Purchase Programme has contributed significantly to make the cost of new public debt
negligible or even negative in most euro area Member States during the pandemic, by keeping sovereign
debt yields low. This leads to the final conclusion that maintaining government debt yields at low levels after
the pandemic would help public debt sustainability and would attenuate the negative impact of debt
reduction on GDP; therefore, especially high-debt Member States should take advantage of periods with low
interest rates to reach and maintain their updated Medium-Term Objective and reduce debt.
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When and how to deactivate the SGP general escape clause?
Erik JONES
The paper by Erik Jones (Johns Hopkins University SAIS) addresses the topic of the ‘severe economic downturn’
that justified the activation of the general escape clause and looks at the policy response to the crisis; it
considers how much it is possible to mitigate the economic downturn through the use of available fiscal and
monetary instruments. The paper presents the divergence in macroeconomic performance across Member
States and its consequences for the public finances. Importantly, it outlines those factors that should be taken
into account when considering transitionary arrangements.
The author concludes that the deactivation of the general escape clause is contingent in many ways on a
solution for the global pandemic and cannot be postponed indefinitely. He argues that the application of the
clause is only possible as long as medium-term fiscal sustainability is ensured. The assessment of this
sustainability includes a complex evaluation of the interactions between fiscal and monetary policy. “The longer
both macroeconomic instruments remain accommodative, however, the more they tend to distort private and public
balance sheets.” The author derives from it that both monetary and fiscal policies must be allowed to unwind
their accommodative positions, which is delicate given how the two sets of policy instruments reinforce oneanother. “The longer they remain active, the more challenging this unwinding becomes. Therefore, it is important to
begin steps to reset these instruments sooner rather than later.” He underlines, however, that such consolidation
should not come at the expense of the economic recovery.
A crucial conclusion of this paper is that finding a balance between a durable recovery and fiscal sustainability
explains why it is necessary to have transitional arrangements in place when deactivating the general escape
clause. He refers in that context to the “unusual circumstances clause” of the SGP.
He sees three hurdles to be overcome before it is easier to shift from the broad application of the general escape
clause to the narrower application of the unusual circumstances clause for those countries most severely
affected by the pandemic.
The first is the final adoption of the Recovery and Resilience Facility, coupled with the submission and
acceptance of the national recovery and resilience plans:
A second hurdle is to avoid that the economic consequences of the pandemic spread from the real economy
into the financial system. The author refers, in that context, to possible very negative impacts of non-performing
loans. The author adds that the European Banking Union has instruments to prevent this from devolving into
crisis, but they are untested in the face of systemic financial fragility and they remain incomplete. “National
governments still play the main role in any banking recapitalization and the European Commission recently
extended its temporary framework for the application state aid rules related to such measures until September 2021.”
A third hurdle is the continued availability of support from the ECB for monetary accommodation in general
and for the pandemic emergency purchase program in particular. The author notes that the current low level
of the spread between sovereign debt instruments issued by different Member States rests in large measure
on the credibility of the ECB’s monetary accommodation.
If these hurdles are overcome, ”the European Commission will have the instruments to enforce Member States’
commitment to medium-term objectives and country specific recommendations, and the withdrawal of national
fiscal stimulus can be matched with an increase in fiscal spending through European funds. This is a best case
scenario that could play out as early as spring 2021, and so allow for a resumption of the normal pattern of
macroeconomic policy coordination within the European Semester as early as 2022.”
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When and how to deactivate the SGP general escape clause?
Philippe MARTIN, Xavier RAGOT
Martin and Ragot (Sciences Po, OFCE and Conseil d’Analyse Economique) argue in their paper that one cannot
separate the question of the deactivation of the general escape clause from the question of the rules that
would be applied and implemented after the deactivation. They state that a clarification on the future design
of the fiscal surveillance framework is a necessary condition before the deactivation of the general escape
clause. They explain in that context that it is important to anchor the expectations of economic agents on a
fiscal stance that does not entail early consolidation. They highlight that the deactivation should be state- not
time-dependent and based on simple measurable statistics, unlike the output gap, which suffers from
mismeasurements. Their recommendation is that the general escape clause should be exited only when the
EU-wide GDP per capita or employment rate has returned to its Q4 2019 level. Once the clause is deactivated,
individual countries should apply newly defined fiscal rules only when their national GDP per capita or
employment rate have returned to their Q4 2019 level. Before the condition that the GDP per capita or
employment level of Q4 2019 is met, the “unusual circumstances clause” should be activated on a countryspecific basis, in order to prevent detrimental early fiscal consolidation.
The paper also recommends that during the period of the general escape clause or of the unusual
circumstance clause, the transitory country-specific fiscal recommendations should be based on four criteria:
•

First, no EDP should be considered. This procedure would only make sense if we were to
return to the pre-COVID framework, which should be reformed.

•

During the transitory period, country-specific fiscal recommendations should avoid
procyclical policies. In other words, no fiscal consolidation should be asked before the
deactivation of the general escape clause and the deactivation of the country’s unusual
event clause.

•

The need for a transitory fiscal stimulus should be acknowledged. The fiscal countryspecific recommendations should focus on policies with the lowest cost and highest
return for the budget.

•

As a counterpart to this flexibility, countries should not use this period to permanently
increase their structural deficit. Any permanent increase in budget deficit should be
motivated by an investment or reform, increasing medium-term growth.

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 sent a copy. © European Union, 2021.
Contact: egov@ep.europa.eu
This document is available on the internet at: www.europarl.europa.eu/supporting-analyses
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This document presents the summaries of some papers in the area of EU economic governance, recently
published by the European Parliament upon a request of the Economic and Monetary Committee (ECON).
The thematic papers presented in this digest provides hopefully information and suggestions which will be
useful for the on-going debate among policy makers, namely on the review of the EU legal framework for
economic governance. They are written by external experts and supervised by the Economic Governance
Support Unit.
The papers deal with following subjects:
•

The role of ‘green public investment’ in the EU fiscal rules. Papers written by the following
authors: C. Cottarelli; A. Pekanov and M. Schratzenstaller; and P. van den Noord.

•

The review of the Stability and Growth Pact, notably the role of expenditure benchmarks and
public investments. Papers written by the following authors: D. Gros and M. Jahn; W. H. Reuter; and
Z. Darvas and J. Anderson.

•

The review of the Macroeconomic Imbalances Procedure, notably lessons learned of its
application. Papers written by the following authors: A. Bénassy-Quéré and G. Wolff, L. Codogno; and
A. Kriwoluzky and M. Rieth.

The hyperlink on the PE number of the papers listed in this document takes to the published version. All
papers are also available on the ECON homepage.
The Economic Governance Support Unit provides expertise in view of supporting the European Parliament
and its relevant committees and bodies, notably in their scrutiny-related activities on economic governance
and banking union. EGOV is part of the Directorate-General for Internal Policies of the Union (DG IPOL).
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The role of fiscal rules in relation with the green economy
Author: Carlo Cottarelli
PE 651.364

Contact persons in European Parliament:
Cristina Dias (EGOV)
Christian Scheinert (Policy Department A)
This paper discusses the analytical basis for facilitating green public investment under the SGP. It
concludes that additional public debt created by deficit-financed green public investment is likely
to increase fiscal sustainability risks. However, such additional risks could be justified to avoid the
economic damages (which would also have long run consequences for public finances) arising in
the absence of sufficient green public investment. The trade off could be improved if green public
investment were financed through EU debt.

The paper discusses the analytical basis for facilitating green public investment under the Stability and
Growth Pact (SGP) fiscal rules. As a starting point, the author defines green public investment as public
investment in the areas considered to be “green” in the “taxonomy” included in the final report of the
EU Technical Expert Group on Sustainable Finance where investment includes other forms of public
spending that have favorable environmental effects (including some current spending).
The author addresses green public investment from the perspective of whether the SGP rules should be
relaxed to allow deficit-financed green public investment. He argues that while the theoretical case
could be allow to exclude green public investment from the SGP ceilings, there is no evidence that green
public investment that is financed by issuing public debt involves lower costs in terms of roll over risks
and of potential growth rates with respect to other priority forms of public spending. As such, the
rationale for a “preferential treatment” of green public investiment is to be found elsewhere. The author
points to the “newness” of the global warming challenge, where the costs arising from global warming
are an additional factor that may justify accepting a higher degree of risk arising from public debt and
fiscal deficits.
The author then focuses on the possible options allowing a different treatment of green public
investment under the SGP rules. He suggests consideration of:
(a) relaxing the overall fiscal deficit ceilings;
(b) introducing a specific flexibility clause allowing more green public investment, up to a certain level;
(c) tightening existing ceilings, while allowing them to be exceeded as a result of green public
investment;
(d) the possibility of a temporary flexibility clause allowing additional deficit and debt for a limited
number of years, so as to allow a “green public capital stock” to be built; and
(e) financing and approving more green public investment at the European Union budget level (in line
with the Next Generation EU).
A number of additional considerations relating to needed adjustments in the Medium Term Objectives
(MTOs), and the pace of convergence towards the MTos, the expenditure benchmark and the public
debt ceiling, are discussed as well. The author advises involving external experts in decisions excluding
certain investment projects from the fiscal ceilings, namely by the Expert Group that prepared the
taxonomy.
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The role of fiscal rules in relation with the green economy
Authors: Atanas Pekanov and Margit Schratzenstaller
PE 614.524

Contact persons in European Parliament:
Cristina Dias (EGOV)
Christian Scheinert (Policy Department A)
This study argues that to achieve the necessary green transition in the EU, additional public
investment by Member States will need to be mobilised throughout the next decade. In light ofthe
macroeconomic environment of very low interest rates, this calls for a reform of the EU fiscal
framework. The paper discusses three approaches for a reform of the fiscal rules to better reflect the
need for higher (debt-financed) green public investment: (1) an exemption clause for green public
investment; (2) the implementation of a green golden rule; (3) a country-specific benchmark share
of government expenditures dedicated to green public investment recommended by the European
Commission.

The European Union has set high on its policy agenda the goal of transforming the EU economy in an
environmentally sustainable way. In light of the substantial resources required to finance the necessary
green transition, private investments need to be re-directed accordingly, and additional public
investments by Member States will need to be mobilised throughout the next decade. The current fiscal
framework of the European Union, the Stability and Growth Pact (SGP), does not provide enough
flexibility for Member States to react adequately to these challenges by increasing debt-financed green
public investment (GPI). Public investments are often very pro-cyclical – they are reduced during
economic downturns, and are therefore susceptible to short-run fluctuations, making it difficult to bind
them to long-term goals such as combating climate change.
The study comes up with the following key recommendations:
1. Additional green public investment at the Member State level, at least partially debt-financed, will be
needed to address the climate emergency as a central priority for the current EU political cycle. The fiscal
framework will need to be reformed to better accommodate green public investment to achieve this
goal.
2. Three different approaches to amend the current fiscal framework to better address climate
challenges and ensure the necessary green public investment offer themselves:
• expansion of the investment clause in the Stability and Growth Pact to include green public investment
• introduction of a “green golden investment rule”
• a benchmark for green public investment amounting to a pre-determined share of the government
expenditures.
3. At least one of these approaches should be followed through to enable the flexibility of national
budgets to ensure a level of green public investment which – together with private resources – is
sufficient to close the existing green investment gaps.
4. Implementation could be top down via the European Semester or bottom up within Member States’
Resilience and Recovery Programs prepared to receive funds from the COVID-19 EU Recovery
Instrument. A balanced approach between the two implementation strategies should be pursued.
5. A green taxonomy specifying areas and projects for green public investment should be elaborated as
the basis for such a coordinated approach.
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The role of fiscal rules in relation with the green economy - A new
start after the outbreak
PE 651.382

Author: Paul van den Noord
Contact persons in European Parliament:
Cristina Dias (EGOV)
Christian Scheinert (Policy Department A)
According to this study the fiscal framework in principle provides sufficient flexibility to
accommodate the call on government budgets from the European Green Deal – even in the very
challenging fiscal landscape that is currently unfolding. However, it also observes that for this to
hold in practice a number of conditions must be met, including a strong design of policies, a careful
assessment of their budgetary impact and the integration of the relevant governance processes.

Against the backdrop of the European Green Deal (which calls for reviewing the EU Fiscal governance
rules) and the dramatic fiscal impacts of the COVID crisis, the study examines how the fiscal framework
could facilitate the ambitious plans for green investment stemming from the European Green Deal while
securing sustainable public finances. It looks into three strands of practical issues:
• The repercussions of green investment for government budgets, deficits and debt;
• The flexibility in the fiscal rules available to accommodate these repercussions; and
• The implications for fiscal governance – including coordination, surveillance and enforcement.
The authors’ overarching conclusion is that, in principle, sufficient flexibility is available in the current
fiscal framework to accommodate the call on government budgets from the European Green Deal – even
in the very challenging fiscal landscape currently unfolding. However, to that end, the following
conditions must be met:
• The emphasis of fiscal action should be as much as possible on loans, equity injections and
guarantees, as opposed to grants and subsidies;
• The “leverage” of the amount and quality of green investment triggered by government support
required to achieve the climate goals needs to be maximised to keep the need for a socially
costly tax increase and spending cuts as small as possible;
• The plans developed under the European Green Deal as laid down in the National Energy and
Climate Plans (NECPs) should specify to what extent programmes are vetted for EU co-funding,
indicate what part of the plans would be funded by the national governments and where these
would appear in the general government account. Such NECPs should be better reconciled with
the Stability and Convergence Programmes;
• These repercussions ultimately should feed into the country-specific Medium-Term Budgetary
Objectives (MTOs), consistent with the requirement of sustainable debt and the clauses allowing
temporary deviations from (the adjustment path towards the) MTO to finance investment should
be invoked to frontload green public investment.
The author argues that since sustainable public finances can never be achieved when climate risks
undermine economic activity these need not be conflicting objectives. However, fiscal resources to
green the economy unavoidably compete for scarce resources with other legitimate policy goals, now
and in the future, and therefore should be employed cautiously. Insofar as the planned green investment
effort pursuant to the European Green Deal involves government budgets, the EU fiscal framework is
more relevant than ever.
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Benefits and drawbacks of an “expenditure rule”, as well as of a
"golden rule", in the EU fiscal framework
PE 614.523

Authors: Daniel Gros and Marvin Jahn
Contact persons in European Parliament:
Jost Angerer and Alice Zoppè (EGOV)
In the current crisis, all fiscal rules have been suspended. When the economy recovers, both
expenditure and structural balance rules will be more difficult to apply, as both the level and
growth of potential output will become even more uncertain. Focussing on reducing high debt
levels might at that point be more appropriate.
The economic argument for a golden rule is that debt can be used to finance the creation of public
capital. But this implies that any golden rule should only exempt net investment, which is much
lower than the gross investment.

Literature shows that uncertainty about both the level and growth of potential output constitutes the
Achille’s heel of structural deficit rules and the expenditure rules, respectively.
Most of the existing literature on expenditure rules assumes either explicitly or implicitly that demand
shocks constitute the dominant source of uncertainty about output, implying that the medium-term
growth rate of potential output is rather stable. But this might not be the case in reality. The estimates for
medium term potential GDP growth of the Commission are also subject to substantial revisions, much as
estimates of the structural balance. The advantages for expenditure rules over structural balance rules
might thus have been limited, even before the start of the current crisis.
Since the outbreak of COVID-19, all EU and national fiscal rules have been suspended for the time being.
The debate about expenditure rules and cyclically adjusted balance rules will need to be reassessed once
the full impact of the current crisis is known. What can be anticipated with confidence is that the postcrisis environment will imply higher both public debt and expenditure generally, not only in the health
sector. Existing expenditure rules start from a baseline under which expenditure is allowed to grow along
with potential GDP (thus keeping the ratio of expenditure to GDP constant). This baseline is then adjusted
downward for the need to reduce debt levels. In a post–COVID-19 environment, one might have to
introduce another adjustment for an unusually high starting level of expenditure, thus complicating the
application of an expenditure rule. Rules based on cyclically adjusted deficits might also become more
difficult to apply, because the usual methods to measure the output gap will be affected by the current
crisis as well. But expenditure rules might face a similar problem in estimating the post–COVID-19
potential growth rate.
Golden rules relating to investment usually stipulate that governments should only borrow to finance
investment, not expenditure in general. The economic argument for such a rule is that the creation of
public capital can be financed by debt since this capital should yield a return that can support debt service.
The returns from public capital do not have to come in the form of direct revenues, such as user charges,
but can also come from higher growth, which increases tax revenues. The argument that capital creation
can be financed by debt is often read as implying that all investment spending should be exempted from
the computation of the deficit. But, from an economic point of view, this is a misunderstanding because
public capital creation, i.e. the increase of the public capital stock, must take into account the wear and
tear that reduces the value of capital. This depreciation of the public capital stock is taken into account in
the “net capital formation” indicator, not in the indicator of “gross fixed capital formation”. For most
Member States, gross fixed capital formation of general government is typically in the range of 2.5% - 3%
of GDP; meanwhile, net capital formation is usually in the range of +/-0.5% of GDP. Any golden rule should
thus be based on net (not gross) investment spending. The use of this indicator in the “golden rule” would
provide a strong incentive for a government to undertake - at least - the maintenance expenditure needed
to keep the capital stock intact. In practice, this could be achieved by deducting negative net investment
from the allowable deficit.
PE 651.361
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Benefits and drawbacks of an “expenditure rule”, as well as of a
"golden rule", in the EU fiscal framework
PE 645.732

Author: Wolf Heinrich Reuter
Contact persons in European Parliament:
Jost Angerer and Alice Zoppè (EGOV)
Focusing the EU fiscal framework on an expenditure rule could help to increase transparency,
compliance and ownership. In various other respects, like estimation errors or counter-cyclicality
of prescribed fiscal policy, an expenditure rule is similar to a structural balance rule. If the EU
decides to go beyond the current focus on fiscal aggregates, a two-rules system aimed at
safeguarding specific expenditures could be placed at the centre of the EU fiscal framework. The
key challenge is to define and measure the protected expenditures.

This paper discusses two possible avenues for reforming the EU fiscal framework: focusing the
framework on an expenditure rule to reduce complexity, and introducing a golden rule to safeguard
specific public expenditures. An overarching challenge when reforming the EU fiscal framework is to
increase compliance with its fiscal rules: even the best-designed rules are no good if they are not
complied with, or if the leeway granted by these rules is not used where it would be advisable. A more
transparent, more predictable and less complex fiscal framework could make a significant contribution
to enhancing compliance and the role of fiscal rules. The most important lever is to increase national
governments’ ownership, as well as the visibility of rules for politicians, the general public and the media.
The benefits of expenditure rules are often discussed in comparison to observed fiscal policy, but not in
relation to other possible rules or rule designs. As fiscal policy is often chosen not purely in line with the
limits set by fiscal rules, however, analysing observed fiscal policy to evaluate the current fiscal
framework might be misleading. For example, both expenditure and structural balance rules per se
would have prescribed a more counter-cyclical fiscal policy in the EU over the past few decades.
Expenditure rules are similar to structural balance rules in various respects. Like structural balance rules,
they are associated with significant challenges when forecasting and estimating the variables necessary
for their operationalisation. These errors are substantial and biased in the case of variables required to
operationalise structural balance rules. They are smaller, although still significant, and less biased, in the
case of expenditures. However, the operationalisation of expenditure rules also requires other variables,
such as the measure of discretionary revenue, which involve cumbersome estimates and are associated
with a high degree of uncertainty. The main advantages of expenditure rules are that the constrained
variable is more directly controlled by governments, it is more transparent and the ceiling set by the rule
for fiscal policy is less volatile.
This paper discusses also options of golden rule, which would allow debt issuance to finance specific
expenditure categories. There is a concern that needs to be addressed first, namely that such a rule
would go beyond the current focus of the EU fiscal framework on fiscal aggregates and would
distinguishes between different expenditures in Member States. The main challenge when introducing
a golden rule is to clearly and narrowly define the deductible expenditures. Ideally, each spending
decision involves a cost-benefit analysis and a subsequent decision to engage, irrespective of the
category it belongs to. One proposed workaround is to identify expenditure categories which on
average exhibit certain growth effects or future benefits. This identification, however, can be very
difficult in practice. Furthermore, governments need to be prevented from using ‘creative accounting’
to shift other expenditures into the defined deductible categories. Addressing the bias of politicians
towards too low investment expenditures does not remove the bias towards excessively high deficits in
general. Furthermore, long-term fiscal sustainability still implies that there is a limit to the amount of
annual debt issuance, which, however, might be higher with a golden rule. This suggests that a cap
should be set on the amount of expenditures that is deductible, which would result in a system of two
rules: one setting a limit on total expenditures (deductible and non-deductible) and a second one setting
a lower limit on the non-deductible portion of expenditures.
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New life for an old framework: redesigning the European Union's
expenditure and golden fiscal rules
PE 645.733

Authors: Zsolt Darvas and Julia Anderson, Bruegel
Contact persons in European Parliament:
Alice Zoppè and Jost Angerer (EGOV)

In the context of the review of the EU economic governance framework, this study recommends a
multi-year ahead expenditure rule, anchored on an appropriate public debt target, augmented
with an asymmetric golden rule that provides extra fiscal space only in times of a recession. An
improved governance framework should strengthen national fiscal councils and include a
European fiscal council, while financial sanctions should be replaced with instruments related to
surveillance, positive incentives, market discipline and increased political cost of non-compliance.
The paper presents the following findings:
•

In accordance with EU law, the expenditure benchmark (EB) is subordinate to the structural balance
(SB). The EB matters only when a country’s SB is lower than its medium-term objective (MTO). We
find that in practice the SB is always preferred over the EB.

•

The Commission adopted a generally lenient approach in cases of conflict between the EB and SB
criteria, in the preventive arm of the Stability and Growth Pact.

•

Estimates of the structural budget balance are subject to enormous uncertainty, while uncertainty
is minor in the estimates of medium-term potential growth.

•

Even in 2019, EU general governments’ net investment (gross investment minus the depreciation
of capital stock) was just a fraction of investment in the USA and in the UK. (as a share of GDP). Some
countries with low public debts invest little, which seems to be a political choice not related to fiscal
rules. It is an open question whether fiscal rules or market pressure influence public investment in
high-debt countries in times of fiscal consolidation.

•

The usefulness of the current EU investment clause is questionable.

•

The institutional framework for overseeing the rules is as important as the rules themselves.

The authors propose changing the EU fiscal framework to include the following main elements:
•

Anchor: five-year ahead or seven-year ahead debt ratio change objective, to be set by a joint effort
of the government of the country concerned, the national fiscal council, the European Fiscal
Council and the European Commission, and be approved by the Council;

•

Operational target: multi-year ahead ceilings for public expenditure corrected for discretionary
unemployment expenditure, interest expenditure and discretionary revenue changes;

•

Public investment: an asymmetric golden rule that excludes net public investment from the
considered expenditure aggregate only in bad times, in a way to create extra fiscal space. This extra
fiscal space would be gradually eliminated as the recovery strengthens.

•

Current and investment budgets should be separated, and investment costs would be distribute d
over the entire service-life. Activation of the asymmetric golden rule should not be based on
unreliable estimates of the output gap, but on the contraction of economic output, and the opinion
of national and European fiscal councils and the European Commission;

•

The ceiling for the operational target should be compatible with the debt ratio objective;

•

Institutional framework: strengthened independent national fiscal councils with increased
minimum standards and establishment of a European Fiscal Council with a structure similar to the
European Central Bank’s Governing Council, while the Commission remains the institution that
proposes recommendations to the Council of Ministers for adoption;

PE 651.361
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Financial sanctions: to be replaced with various instruments related to surveillance, positive incentives,
market discipline and increased political cost of non-compliance; and
A general escape clause: instead of the current general escape clause and the additional complex web of
exceptions, a single general escape clause (possibly applied to each member state separately) could be
triggered by the Council of Ministers, based on the recommendation of the Commission, which will take into
account the opinions of the independent national fiscal council and the European Fiscal Council.

How has the macro-economic imbalances procedure worked in
practice to improve the resilience of the euro area?
PE 645.725

Authors: Alexander Kriwoluzky and Malte Rieth
Contact persons in European Parliament:
Alice Zoppè (EGOV)
This paper assesses the effects of the implementation of the Macroeconomic Imbalance Procedure
(MIP) on the macroeconomic performance of countries in the EU and the euro area, by analysing
the indicators of the “MIP scoreboard” over time. The authors find that the introduction of theMIP
led to a decline in current account imbalances and private sector debt and credit flows, but that
the overall effects are limited. To strengthen the MIP, the authors support the introduction of the
Budgetary Instrument for Convergence and Competitiveness, i.e. a fund that pays grants,
conditional on the implementation progress of economic reforms.

The paper first presents the outcomes of an empirical analysis based on the 14 indicators of the MIP
scoreboard. By applying a control/effect model, the authors find that the introduction of the MIP led to
fewer breaches of those scoreboard thresholds that predict financial and economic crisis, namely the
current account balance, and private sector debt and credit flow. As the economic literature shows that
the deterioration of these indicators worsens a crisis, the authors infer that the improvement in these
indicators put the countries in the EU and the euro area in better position to prevent a deep economic
crisis.
Since the financial assistance during the financial and economic crisis provided to six member States was
in three cases motivated by the need to recapitalise the banking sector, and in one case to assist in a
balance of payment crisis, on the basis of our analysis the paper claims that parts of the financial
assistance could have been avoided, should the MIP have been in place and enforced at the time.
Nevertheless, the introduction of the MIP did not lead to fewer breaches of the threshold for the majority
of the headline scoreboard indicators. One reason for this can be poor compliance with the countryspecific recommendations (CSRs) underpinned by the MIP.
Recently, in its “Economic Governance Review”, the European Commission reported that the degree of
CSR’s implementation has declined in last years. In order to increase both the compliance with the CSRs
and the impact of the MIP, the authors suggests that subsidies should be provided to Member States to
this scope, and therefore support the introduction and the implementation of the Budgetary Instrument
for Convergence and Competitiveness (BICC). The fund would pay grants to countries that meet the
requirements of the country-specific recommendations, adopted by the Council. This fund would
increase both the implementation and the importance of the MIP and would mitigate the potentially
adverse consequences of structural reforms during the transition period.
Furthermore, the paper advocates to incorporate “green” environmental indicators into the MIP
scoreboard.
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How has the macro-economic imbalances procedure worked in
practice to improve the resilience of the euro area?
Authors: A. Bénassy-Quéré and G. Wolff

PE 645.710

Contact persons in European Parliament:
Alice Zoppè (EGOV)
This paper provides some suggestions on how the Macroeconomic Imbalances Procedure (MIP)
could be streamlined and its underlying conceptual framework clarified. Implementation of the
country-specific recommendations is low; their internal consistency is sometimes missing; despite
past reforms, the MIP continues keeping mainly a country-by-country approach, thereby running
the risk of aggravating the deflationary bias in the euro area. The authors recommend to
streamline the MIP scoreboard around a few meaningful indicators, involve national macroprudential and productivity boards, better connect the various recommendations, simplify the
language and further involve the Commission into national policy discussions.

The Macroeconomic Imbalance Procedure (MIP) was introduced in 2011 as part of the 'six-pack' reform
of economic governance. It aims to identify, prevent and address macroeconomic imbalances that could
adversely affect economic stability in a EU country, in the euro area, or in the EU as a whole.
The empirical analysis provided in this paper shows that:
• The implementation rate of the country-specific recommendations (CSRs) has been declining over time;
although imbalances have clearly receded in the euro area and in the EU over 2013-2018, there is no
apparent link with the implementation of the CSRs;
• Despite past reforms, the MIP keeps still largely a country-by-country approach, thereby running the
risk of contributing to a deflationary bias in the euro area;
• The MIP scoreboard could be simplified with little loss in terms of early-warning performance; some
indicators need to be re-defined consistently with the objective of convergence within the euro area;
• The consistency among the CSRs and the recommendations made by the IMF and the OECD varies
greatly across countries; the CSRs are less clear on the financial sector than the IMF is, and they are not
always connected to the recommendations made by the ESRB;
• The CSRs sometimes lack internal consistency, especially for countries with high current accounts
surplus and with respect to the connection with the recommendations to the euro area.
• National policy-makers and experts are often totally unaware of the entire European Semester process.
Communication is often done in technical and administrative form – failing to trigger interest in national
debates.
The authors suggest the following recommendations:
1. Streamline the scoreboard around a few meaningful indicators; check that they are geared towards
intra-euro area imbalances rather than performance vis-à-vis the rest of the world.
2. In the recommendation to the euro area, include a section explaining the strategy to reduce
imbalances, the contribution of each Member State being specified.
3. Focus MIP-CSRs on policy actions that can have direct impact on imbalances. Involve national
macroprudential authorities and national productivity councils; coordinate the timetable of the
European semester with that of ESRB’s recommendations;
4. Simplify the language and further involve the Commission into national policy discussions.
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 sent a copy. © European Union, 2020.
Contact: egov@ep.europa.eu
This document is available on the internet at: www.europarl.europa.eu/supporting-analyses
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European Parliament
involvement in scrutinising the
Recovery and Resilience Facility
This note provides a brief overview of Parliament involvement in scrutinising the Recovery and Resilience Facility
(and the European Union Recovery Instrument), based on the draft regulation as agreed by the co-legislators in
December 2020, and the relevant parts of the new Interinstitutional Agreement on budgetary matters established
between the Parliament, the Council and the Commission. It does not cover nor discusses in detail other
instruments or frameworks for scrutiny, namely those relating to the European Semester, EU budgetary
procedures, written or oral questions or any discharge procedures.

I. Introduction
So far, the European Parliament has been scrutinising the EU economic governance framework mostly
through regular economic dialogues with the Commission, Council, Eurogroup and the Member States.
Scrutiny relies mostly on public information. This is commensurate with Member States retaining the core
powers of defining and implementing their economic policies.
The Recovery and Resilience Facility (RRF) sets a new paradigm: it relies on EU funding (based on new EU
bond issuance under the novel European Union Recovery Instrument - EURI) for financing Member States’
national projects and investments. The RRF Regulation is based on article 175 of the Treaty on Functioning
of the European Union (TFEU), thus linking the RRF to achieving Member States’ objectives of economic,
social and territorial cohesion as set out in article 174 of TFEU. The instrument is also strongly interlinked
with the European Semester for economic policy coordination (see here, here and here) and with meeting
Member States’ objectives under article 148 of the TFEU (on employment policies).
To ensure the European value added of such national projects and investments, the agreed RRF Regulation
(expected to be finally adopted by the co-legislators in February 2021), spells out the policy areas of
European interest to be covered by the instrument, and associated financing, structured around six pillars,
namely: green transition; digital transformation; smart, sustainable and inclusive growth; social and
territorial cohesion; health, and economic, social and institutional resilience; and policies for the next
generation i.e. children and youth.
Member States reform and investment agendas are to be spelled out in national Recovery and Resilience
Plans (RRPs) drawn up in accordance with detailed criteria (namely those set out in article 15 and Annex II of
the RRF Regulation and bearing in mind Commission guidance).

ECONOMIC GOVERNANCE SUPPORT UNIT (EGOV)
Authors: Cristina DIAS, Isabel LARA MIRANDA
Directorate-General for Internal Policies
PE 659.627 - January 2021
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The RRF Regulation also includes detailed conditions to be met by the Member States in order to benefit
from the funds available. Such conditions refer, notably, to the alignment of Member States proposals with
their National Reform Programmes and with the horizontal principles underpinning the Regulation, the
Country Specific Recommendations, the Euro Area Recommendation for euro area Member States, and
additional qualitative benchmarks as set out in the Regulation, notably in articles 14 and 16 1.
The introduction of the RRF will alter the European Semester configuration as the RRPs will be at the centre
of the multilateral and bilateral surveillance of Member States economic and social policies for the coming
year(s). The instruments under the RRF will temporarily replace some of the steps of the European Semester
Cycle. The RRPs will be evaluated (article 15) against detailed an specified criteria (article 16) in the context
of the European Semester and Member States will report progress in meeting their milestones and targets
also in the context of the Semester.
The need for guaranteeing a European approach in implementing the RRF is both recognised in the
Regulation and in the Interinstitutional Agreement2 (IIA) on budgetary matters 3, which grant the European
Parliament enhanced scrutiny responsibilities. The Regulation is yet to be formally adopted; published and
valid legal versions may slightly differ 4.
This note provides a brief overview of Parliament involvement in scrutinising the RRF (and the EURI), based
on the RRF Regulation and the new IIA. The instruments of such scrutiny role are the provision of
information, dialogues and reviews. The following sections focus on each of these. This note does not cover
in detail other instruments or frameworks for scrutiny, namely those relating to the European Semester, EU
budgetary procedures, written or oral questions or any discharge procedures.
In addition, under the agreed RRF Regulation, the Parliament and the Council will be also involved in
scrutinising a number of delegated acts that the Commission is empowered to adopt (article 25a).

II. Provision of information
Effective scrutiny requires timely access to the relevant information. Recognising that, the Regulation refers
(as requested by the Parliament) to various instances where Parliament is to receive information, to allow it
to exercise its scrutiny mandate.
The so-called “Recovery and Resilience Dialogue” (article -20b) is noteworthy in this respect. It mainly results
from a Parliament proposal for a provision that foresaw the need for full access of information to be made
available to Parliament. The provision has been split into two parts, one addressing the “Recovery and
Resilience Dialogue” (article -20b) and the other compiling provisions on transparency, mostly inspired by
the Parliament proposal for article 20a (currently, article -20a).
The agreed regulation provides for Parliament being informed of and/or receiving:

1

Articles 14 and 16 set out a number of requirements for eligibility of projects and reforms and on criteria the Commission is to
consider when assessing the RRPs. Such criteria are clustered around the “relevance”, “effectiveness”, “efficiency” and “coherence”
of the projects. Annex II complements such lists. Article 15 deals with the content of the RRPs.
2
Interinstitutional Agreement between the European Parliament, the Council of the European Union and the European Commission
on budgetary discipline, on cooperation in budgetary matters and on sound financial management, as well as on new own
resources, including a roadmap towards the introduction of new own resources, of 16 December 2020.
3
The IIA notably sets out provisions allowing furthering Parliament’s oversight and control, as budgetary authority, of the RRF and
of the EURI. Point P in the Parliament resolution on such agreement reads: “Whereas the European Union Recovery Instrument includes
a new Recovery and Resilience Facility; whereas it is appropriate, in the context of the political agreement reached on the European Union
Recovery Instrument and the involvement of the budgetary authority in the governance of external assigned revenue under this
instrument, to recall the need for an objective, fair and transparent legal framework for the selection of the projects that will be funded
under the Recovery and Resilience Facility, as well as to highlight the role of regional and local authorities in helping to achieve a recovery
that is symmetrical not only between Member States but also between regions.”.
4
In particular, numbering of articles, paragraphs and recitals may change.
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- The national RRPs submitted by the Member States 5 and the proposals for Council decisions made public
(not draft Council decisions eventually being discussed) (article -20(1); recital 34);
- All information transmitted by the Commission to the Council (article -20a(2));
- Confidential information from the Commission, if a Member State requires its information to be redacted,
and articulate with the Commission on how to receive redacted information (article -20a(3));
- Submissions to the European Council of possible disagreements in the Economic and Financial Committee
(EFC) regarding the disbursement of funds (disagreement on whether milestones and targets are being
complied with) - recital 31a 6;
- An overview from the Commission of its preliminary findings concerning satisfactory fulfilment of relevant
Member States’ milestones and targets (article -20a(4));
- All information submitted to Member States’ experts, at the same time as Council, regarding the
Commission exercise of delegated powers (recital 36b);
- Systematic access to Commission meetings with national experts on implementation of delegated powers
(recital 36b);
- Access to the recovery and resilience scoreboard (article 23a), a dedicated website to be made available by
the Commission.
It is particularly relevant to note that article -20a(2) (and recital 34) requires that Parliament and Council will
be simultaneously provided with the same level of information7. Parliament will also be informed of relevant
outcomes of discussions held in Council preparatory bodies.
Additionally, the Commission is required to present structured reports on a number of issues. These are,
namely:
- A report on the breakdown of expenditure financed through the RRF in accordance with the six
priorities/pillars (article 23(3));
- An annual report on the implementation of the RRF (article 24, recital 37). The annual report shall include
information on the progress made with the RRPs of the Member States, on the status of implementation of
milestones and targets, the status of disbursements and suspensions, the contribution of the Facility for the
climate and digital targets, the performance of the Facility based on the common indicators referred to in
Article 23(4) and the expenditure financed under the pillars set out in Article 3 (including on social, youth
and children expenditures, as referred to in Article 23 (3));
- Based on Article -19(2a) RRF spending will feature separately in the Commission Annual Management and
Performance Report reports the Financial Regulation (article 247) requires.
- Under the IIA (Part II, A, point 16), an annual report covering, inter alia, “the revenue, expenditure, assets and
liabilities of the European Development Fund, the European Financial Stability Facility, the European Stability
Mechanism, and other possible future mechanisms;” (...) climate expenditure (...) taking into consideration the
effects of the phasing out of the funding under the European Union Recovery Instrument and differentiating
between climate change mitigation and adaptation, where feasible;” and, “the implementation of the United
Nations Sustainable Development Goals in all relevant Union programmes of the MFF 2021-2027.”
- Under the IIA (Part II, A, point 17) an annual report on EURI covering:

5

This refers to the official submissions, not the drafts possibly submitted earlier than 30 April.
Recitals do not create legally binding obligations. Nevertheless, the lists referred to some recitals, as manifestation of a certain
political will.
7
The recital reads: “In order to ensure transparency and accountability in the implementation of the Facility, the Commission should
transmit, subject to clearance of sensitive or confidential information, or to appropriate confidentiality arrangements if necessary, relevant
documents and information simultaneously and on equal terms to the Council and the European Parliament (...).”.
6
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- Assets and liabilities arising from borrowing and lending operations carried out under Article 5 of
the Own Resources Decision;
- The aggregate amount of proceeds assigned to Union programmes in the implementation of the
European Union Recovery Instrument in the previous year, broken down by programme and budget
line;
- The contribution of the borrowed funds to the achievements of the objectives of the EURI and the
specific Union programmes.
Annex I of the IIA (part H) presents the agreement between the three institutions to deepen transparency
and ensure proper oversight, and the involvement of the European Parliament and of the Council in the use,
of external assigned revenues under EURI. The Commission will provide detailed information on usage of
funds under EURI, on loans given to Member States and detailed estimates of commitment appropriations
and payment appropriations, as well as of legal commitments, broken down by heading and by programme
that receives assigned revenue under EURI. The Commission will in particular inform about any significant
deviations from initial forecasts. The Union budget will display transparently (in an Annex and in budgetary
remarks) the external assigned revenues received by relevant budget lines.
Additionally, Annex II to the IIA establishes a roadmap for introducing new own resources 8, and makes
reference to a Joint Declaration by the three institutions establishing that further new instruments proposed
by the Commission under article 122 TFEU will be subject to stronger oversight by Parliament and Council
(see Part H of Annex I of the IIA).

III. Dialogues
Following a proposal by the Parliament, the agreed regulation foresees structured “Recovery and Resilience
Dialogue” (RRD) somehow inspired by the Economic Dialogues under the European Semester (see below).
Such dialogues take place at Parliament’ request9.
The RRD provides that:
- The Competent committee of the European Parliament may invite the Commission every two months to
discuss (article -20b; recital 34a):
(a) The state of recovery, resilience and adjustment capacity in the Union, as well as the measures
adopted under the RRF;
(b) The RRPs of the Member States;
(c) The Commission’s assessment of Member States’ RRPs and information on the state of play of
the assessment of RRPs (article -20a(5));
(d) The main findings of the review report referred to in Article 13a(2);
(e) The status of fulfilment of the milestones and targets of the Member States RRPs;
(f) Payment, suspension and termination procedures, including any observation presented and
remedial measures taken by the Member States to ensure a satisfactory fulfilment of the
milestones and targets;

8

It should be noted, however, that the IIA binds Council, not the Member States, and renewing the available basket of own resources
requires unanimous support of all Member States through adoption of new own resources decisions. Therefore, whilst important
and relevant in the context of the principle of sincere cooperation, introduction of new own resources as foreseen in the IIA remains
a national competence.
9
It should be noted that despite specific dialogues foreseen in the legislation, the European Parliament can always invite
representatives from the other institutions for discussions and exchanges of views. The Economic Dialogue and the Recovery and
Resilience Dialogue provide structured frameworks and specific legal bases for discussions at specific moments or with specific
backgrounds.
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(g) Any other relevant information and documentation provided by the Commission to the
competent committee of the European Parliament in relation to the implementation of the Facility.
Other provisions in the agreed regulation also refer to the dialogue, namely:
- The competent committee may invite the Commission to present the main findings of its implementation
assessment of the Facility (article 13a(3));
- The competent committee may invite the COM to discuss the application of article 9 (conditionality)
[structured dialogue] to allow Parliament to express its views (article 9(4)). The Commission shall give due
consideration to the views expressed by Parliament;
- The European Parliament may invite the Commission to explain the reasons of its proposal for suspension
or for lifting a suspension on disbursements (article 9/4). Recital 13 specifies that a structured dialogue to
discuss such Commission proposals should take place within a period of four weeks following Parliament
being informed that conditions for suspending payments or commitments are met.
Article -20b(2) (and recital 34a) notes that the Commission “shall take into account elements arising from the
views expressed through the recovery and resilience dialogue, including the Resolutions from the European
Parliament, if provided.”, even if the exact terms of such “taking into account” remain indefinite. Such
consideration is notably consistent with the Commission President commitment to give a stronger voice to
Parliament on economic governance10.
The RRDs with the Commission will complement the Economic Dialogues that the Parliament can organise
under the EU economic governance framework currently in force. Such Economic Dialogues may involve, in
addition to the Commission, the Presidency of the Council and, where appropriate, the Presidents of the
Eurogroup and of the European Council (see here for more details). Member States can also be invited an
Economic Dialogue with Parliament in the context of the European Semester (see here for more details).
Furthermore, in the context of the EURI as a whole, the IIA provides that the Institutions will hold
interinstitutional meetings at least three times a year, soon before or after the budgetary trilogues and on
an ad hoc basis if one institution provides a reasoned request. Those meetings may address significant
deviations in EURI expenditure.
The European Parliament will incorporate the scrutiny of RRF spending in the normal discharge procedure.
The discharge procedure starts in the autumn of the year following the financial year in question. During
this procedure, the Budgetary Control committee prepares reports based on the Commission report and the
Annual report of the European Court of Auditors (ECA) on the implementation of the budget11. It may hold
hearings with ECA members , Commissioners and other responsible EU officials (e.g. director-general of the
European Anti-Fraud Office).

IV. Reviews
The regulation contains a number of provisions foreseeing reviews, mostly incumbent on the Commission.
These are, namely:
- A review report on implementation of the RRF by 31 July 2022 (article 13a(1); recital 15a). Such report shall
include an assessment on the extent to which the implementation of the RRPs contributes to scope and the
general objectives of the program, to the attainment of the climate and digital targets and the six identified
priorities, and information on the state of the implementation of the RRPs and observations and guidance
to the Member States 12. Such report may be presented in the context of a dialogue (see above);
10

Article -20b/3 foresees that information contained in the Recovery and Resilience Scoreboard (Article 21a) will serve as a basis for
the recovery and resilience dialogue.
11
See Article 261 of the Financial Regulation.
12
The regulation foresees the Commission will take into account the Scoreboard referred to in Article 23a, the bi-annual reports of
the Member States referred to in Article 20, and relevant information on the fulfilment of the milestones and targets of the recovery
and resilience plans as available from the payment, suspension and termination procedures referred to in Article 19a.
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- In 2024, a review of application of article 9 on conditionality; the Commission report may include legislative
proposals for amending such provisions (article 9(8)). In parallel, the Commission may submit a proposal for
review of article 9, in case of major changes in the social or economic situation of the Union. The European
Parliament and Council may request the Commission to come forward with such a review (article 9(9));
- An independent evaluation report to be provided by the Commission by three years after entry into force
of the Facility (article 25(1));
- An ex post independent evaluation report on RRF implementation to be presented by the Commission by
no later than two years after the end of 2026 (article 25(1)). Such report shall include information on its
impact in the long-term and shall be accompanied by legislative proposals where appropriate.
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The Economic Governance Support Unit (EGOV), in the Directorate-General for Internal Policies of the Union
(DG IPOL), provides expertise in the area of the economic governance and banking union. It supports the
European Parliament and its relevant committees and bodies, notably in their scrutiny activities.

Economic Governance
EGOV monitors the European Semester for economic policy coordination and provides expertise on the
implementation of the related economic governance instruments, including:
•

the Country-Specific Recommendations (CSRs);

•

the Macroeconomic Imbalance Procedure (MIP), including the In-Depth Reviews (IDRs);

•

the Stability and Growth Pact (SGP), including the progress/status with respect to the Medium Term
Objectives (MTO) and the Excessive Deficit Procedure (EDP);

•

the analysis of the euro area Member States’ Draft Budget Plans DBPs);

•

Financial assistance to Member States, including macroeconomic adjustment programmes and postprogramme surveillance.

Banking Union
EGOV monitors the Banking Union and its implementation and provides expertise in the area of banking,
including:
•

Functioning of the Banking Union, developments in the banking industry;

•

Banking supervision activities by the Single Supervisory Mechanism (SSM);

•

Banking resolution activities by the Single Resolution Board (SRB).

The role of the Unit
The EGOV Unit prepares briefings in advance of specific committee events, such as Economic Dialogues with
the Eurogroup, the European Commission, the Council (ECOFIN) and Member States. Expertise services are
provided in advance of accountability hearings with the Chair of the Single Supervisory Mechanism, the
Chair of the Single Resolution and, if needed, of Exchange of Views with the executive bodies of the
European Stability Mechanism (ESM), the European Systemic Risk Board (ESRB), and the European
Supervisory Authorities (ESAs).
In addition to briefings that are drafted internally, EGOV commissions upon request of the competent
committee(s) externally drafted briefings and studies in the field of economic governance and banking
union. For example, expertise on banking supervision and resolution is provided by a panel of external
experts.
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The EGOV Unit provides support for meetings with national parliaments in the area of economic
governance, as well as committee delegations to EU Member States and abroad. On request, the EGOV
team offers trainings to EP staff in its specific areas of competence.
EGOV documents are available on the ECON homepage and the EP Think Tank homepage.

Contact:

egov@ep.europa.eu, telephone: 31751
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Donella BOLDI
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Administration

Ovidiu TURCU
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Cristina Sofia DIAS
Kristina GRIGAITE
Marcel MAGNUS
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Multi-level
Economic Governance
in the European Semester
Linking administrative experts
from EU National Parliaments
and European Parliament
A Parliamentary Project Portfolio (PPP)

1

Background
The European Semester for economic policy coordination provides the framework for the coordination
of economic policies across the European Union. It allows EU Member States and the European
Commission to discuss and coordinate economic and budgetary plans, as well as to monitor progress,
at specific times throughout the year.

Since the outset of the financial crisis, the European Parliament and EU National Parliaments are called
upon to take an active role in the European Semester, thus reinforcing democratic accountability. For
instance, Recital 16 of EU Regulation on “strengthening of the surveillance of budgetary positions” reads, “while taking
into account the legal and political arrangements of each Member State, national parliaments should be duly involved in the European
Semester and in the preparation of stability programmes, convergence programmes and national reform programmes in order to increase
the transparency and ownership of, and accountability for the decisions taken as set out in” (EU Regulation No 1175/2011).
The inter-institutional co-operation framework between the European Parliament and National
Parliaments has evolved in the last years, in particular, through the European Parliamentary Week
and the Inter-parliamentary Conference on Stability, Economic Coordination and Governance in the
European Union (so called “Art. 13 Conference”).These annual events bring together Parliamentarians
from all over the European Union to discuss economic, budgetary and social matters.

2

A project linking Parliaments
This initiative aims to increase cooperation among Parliament’s administrations and to improve technical
and analytical knowledge of the European economic governance process, by sharing experiences and
identifying best practices.
Increased transparency on the economic and political decisions taken (e.g. by the Eurogroup, ECOFIN
and the European Commission) demands adequate knowledge of the procedures and the related
policies across all the administrations.
Appropriate scrutiny of the activities related to EU economic governance would benefit from deep
involvement of both the EU and national levels. Improved communication and discussions among the
parliamentary administrative staff would help to achieve common understanding and objectives of the
semester.

Expected outcomes of the project
The objectives of this project are to:

•• Strengthen cooperation and capacity building, at administrative level, in involved Parliaments;
•• Improve the understanding of the European Semester process, through knowledge sharing and
exchange of best practices, from both the European and the national perspectives;

•• Facilitate the setup of the network of technical experts in the national and European Parliaments on
the European Semester process/economic governance;

•• Empower members of Parliaments to increase the political ownership of the decision taken in the
area of the EU economic governance;

•• Provide expertise support to joint meeting under the Article 13 conference and the European
Parliamentary Week.
This project of the he European Parliament aims at to facilitate and provide a platform for the relevant
staff in the EU national parliaments to achieve such common goals.

3

Staff-to-Staff network
on the economic consequences of COVID-19
from a Parliamentary perspective

The COVID-19 pandemic had a tremendous impact on our daily life. All Member States and the EU have
pledged large-scale fiscal support to individuals and firms experiencing loss of income with the view
to avoid mass layoffs. The Parliaments’ role is more vital than ever to pass emergency laws, support
recovery measures and scrutinize government actions.
From March 2020 onwards, the staff-to-staff network has widen its tasks to discuss at technical level
the economic consequences of the pandemic. Exchange of best practices aiming to support economic
recovery including how to best use financial instruments at European and national level.
A virtual interactive platform has been used for sharing information and experiences on how parliament

Contact point for the project:
Kajus Hagelstam and Wolfgang Lehofer, DG IPOL,
Economic Governance Support Unit (EGOV):
email: egov@europarl.europa.eu
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staff can best support parliamentarians in their work on short notice.

