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The origin of the economic and fi-

down. Paradoxically, the European

nancial crisis afflicting the European

governments have continued to seek

Union (EU) is political, not economic.

answers

The fact that the crisis continues to

methods, even stepping outside the

bite in Europe, whereas the USA and

framework of the existing Treaties,

Japan, albeit slowly, are overcoming

thereby compounding the European

it, shows that the market penalises the

democratic deficit. However, since

EU not for its sovereign debt, but rath-

2012 the awareness of the inadequa-

er for the absence of any European

cy of existing measures and of the insti-

federal sovereignty. The market pun-

tutional framework, has been growing

ishes the intergovernmental method

in the European institutions and among

of eurozone economic governance,

member states. There is an ongoing de-

which is also proving to be increasingly

bate on the long-term sustainability of

damaging to the individual member

the eurozone and the ultimate objec-

states. In the absence of a European

tives of a fiscal union, economic union

federal budget to support a policy of

and eventually a political union, even

economic growth and by the con-

though the nature of these unions is still

straints of the Stability and Growth Pact

unclear. The European institutions have

(SGP) and the fiscal compact, if the

started to acknowledge that the eu-

European economy as a whole is in re-

rozone must have its own budget. This

cession, member states inevitably find

paper analyses the measures possible

themselves in persisting with pro-cycli-

to take within and outside the Treaties

cal recessionary policies, thereby trig-

to strengthen the economic govern-

gering a vicious cycle of ever-worsen-

ance of the eurozone, before finally

ing economic problems. On the other

discussing the prospect of equipping it

hand, the states like Germany are

with its own budget, and analysing its

reluctant to pursue a development

objectives, the procedures possible to

policy, fearing to find themselves in dif-

establish it, and the institutional mech-

ficulty if their economic growth slows

anisms to manage it. 

through

intergovernmental
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THE COST OF TODAY’S
INTERGOVERNMENTAL EUROPE
THE EVOLUTION OF ECONOMIC
GOVERNANCE WITHIN THE EXISTING TREATIES: THE SIX PACK AND
THE TWO PACK

and one-off measures). In particular,

balances, foreign investment trends,

the regulation modifying the correc-

real exchange rates, evolution of ex-

tive arm of the SGP requires countries

port market shares, evolution of costs

whose debt-to-GDP ratio has exceed-

and prices, etc.). Should an “exces-

ed 60 per cent to show that they have

sive imbalance” be found to exist, the

The Six Pack, consisting of five reg-

implemented measures capable of

Council, upon the recommendation

ulations and one directive, was ap-

reducing it at an adequate pace, i.e.

of the Commission, will request the

proved in late 2011.1 Under the regula-

at an annual rate of at least 5 per cent

country concerned to take correc-

tion dealing with preventive measures

over the previous three years. By the

tive action within a specified period

and reform of the SGP, which gives

end of June each year the Commis-

of time, and in accordance with a

the “European se-

sion proposes coun-

plan of action that the Council will first

mester”

try-specific econom-

have approved. With regard to this

ic and budgetary

second, corrective, part of the pro-

policy

recommen-

cedure, a state repeatedly failing to

a

legal

basis, the Commission, at the start of
each year, is required to present
an annual growth
survey. On the basis of this survey the
European

Council

draws up economic and fiscal policy guidelines both
for Europe and for
the single member

“The innovative feature
of the Six Pack and
the Two Pack lies
in the fact that the
Commission is required
to express a preliminary
opinion on national
budgetary policies
and, in the case of
countries with excessive
macroeconomic
imbalances, to agree
on plans to reform.”

dations;

countries

implement the Council’s recommen-

found to have an

dations will be liable to a fine amount-

excessive deficit are

ing to 0.1 per cent of its GDP. The

informed and the

decision to impose a fine — to which

Council may formal-

only eurozone countries are liable — is

ly invite them to take

reached by the Commission and, un-

appropriate

less opposed by a qualified majority of

meas-

ures.

member states, taken as approved by
the Council. Finally, Directive 2011/85/

The last two Six Pack

EU introduces stricter requirements on

regulations

intro-

budgetary frameworks including the

duce, for the first

requirement to supply cash-based

ter case setting in

time in the Europe-

data on a monthly basis in order to

motion the mech-

an context, the con-

ensure better control of national pub-

states, in the lat-

anism of surveillance of the budget-

cept of macroeconomic surveillance

ary policies of the states, which are

and, like the SGP, they comprise, on

lic finances.

required to submit “national reform

the one hand, a preventive arm and a

The Two Pack comprises two regu-

programmes” (taking into account

corrective arm to deal with excessive

lations, approved by the European

the “EU 2020 Strategy”) and “stability

macroeconomic imbalances and, on

Parliament on 12 March 2013, which

and convergence programmes”, set-

the other, a system of sanctions impos-

apply only to the countries of the euro

ting out their medium-term objectives.

able on euro area countries failing to

area. One concerns countries in se-

In the case of countries with a public

implement the necessary corrective

vere financial difficulties receiving or

debt exceeding 60 per cent of their

measures. The Commission will car-

needing to receive assistance from:

GDP, the budget objectives will be

ry out periodic assessments based

one or more other states, the IMF, the

assessed taking into consideration the

on indicators of internal imbalances

European Financial Stability Facility

expected improvement of the struc-

(public and private debt, the evolu-

(EFSF) or the ESM. The other relates to

tural deficit, which must amount to

tion of bond and real estate values,

the prevention and correction of ex-

at least 0.5 per cent of GDP per year

unemployment levels, etc.) and ex-

cess deficits in eurozone countries.2

(without considering cyclical effects

ternal imbalances (current account

Under the first of these regulations, the

3 |

UEF June 2015 | REFLECTION PAPER

Commission, on the basis of its assess-

and may reject the decision only if a

months later, were forced to hurried-

ments, can decide to step up surveil-

qualified majority of the states votes

ly take steps to set up a permanent

lance of a country that risks finding it-

against it (reverse qualified majority).

financial crisis management mech-

self in a situation of financial instability

anism, in place of the EFSF. Thus, the

and may ask the Council to recom-

European Council of 28-29 October

mend that the said country requests

2010 had to launch the Treaty estab-

financial assistance. Once a member
state has requested assistance, it,
together with the Commission, must
draw up an adjustment programme
aimed at re-establishing a healthy

THE EVOLUTION OF ECONOMIC
GOVERNANCE OUTSIDE THE EXISTING TREATIES: THE EUROPEAN STABILITY MECHANISM AND FISCAL
COMPACT

and sustainable economic situation.

lishing the European Stability Mechanism (ESM),4 better known as the “bailout fund”. In the meantime, during
the European Council of 9 December
2011, 25 EU countries (the UK and the
Czech Republic did not participate),

The second regulation entitles the

The market, in the absence of a vig-

acknowledging the British opposition

Commission to issue an opinion on

orous European policy for managing

to the adoption of measures for co-

the budget of the state concerned,

the current crisis, translated the per-

ordination of budgetary policies and

before it is submitted to its national

sistent political and economic uncer-

for deficit and public debt reduction,

parliament for approval. According to

tainty into continuously rising interest

alongside the Council, decided to

the timetable established by the reg-

rate spreads on government bonds

adopt the so-called fiscal compact.5

ulation, by 15 April each year, every

issued by the most heavily indebted

member state must submit a medi-

countries. As a result, the interest rates

Unfortunately, the press and the mass

um-term budgetary framework drawn

on these bonds reached levels far

media in general tend to talk about

up on the basis of independent mac-

higher than those normally recorded

Europe only when Europe is demand-

roeconomic forecasts, while the draft

by the bonds of financially struggling

ing sacrifices and not when it is ad-

budget for the following year must be

member states of existing federations.

vancing towards the achievement

published by 15 October each year.

Pressured by the markets, the Europe-

of institutions, like the ESM, that are

If the Commission finds that the pro-

an governments were forced to put

capable of promoting active policies

posed budget does not respect the fi-

mechanisms in place to defend the

for the economic and financial gov-

nancial policy obligations laid down in

euro, which they did in three stages,

ernance of the eurozone. Cohn-Ben-

the SGP, it will ask for it to be reviewed.

differentiated by the adoption of three

dit, at odds with the French Socialist

The budget must be approved by 31

different instruments, including two

Party, which, had, at first, intended to

December each year.

new treaties. In chronological order,

vote against the ESM, remarked that

on 9 May, 2010 the eurozone member

this institution can be seen as the em-

The innovative feature of the Six Pack

states decided to establish, tempo-

bryo of a future treasury,6 albeit one

and the Two Pack lies in the fact

rarily, the European Financial Stability

limited to the eurozone countries. Not

that the Commission, on the basis of

Facility (EFSF), which can issue bonds

long afterwards, the IMF made a simi-

a more stringent schedule and the

or other debt instruments on the mar-

lar point.7 Indeed, the ESM: 1) can bor-

adoption of severe measures by the

ket in order to raise the funds needed

row on the capital market: these loans

member countries, is required to ex-

to provide loans to euro areas coun-

— it matters little what name they are

press a preliminary opinion on nation-

tries in financial difficulty, recapitalise

given — would be something along

al budgetary policies and, in the case

banks or buy sovereign debt.3 Howev-

the lines of US treasury bonds; 2) it can

of countries with excessive macroe-

er, in a context of continuing financial

use the resources it has to recapitalise

conomic imbalances, to agree on

instability it was immediately clear,

(through the intermediary of loans to

plans for reform. In addition, these

since the EFSF was established only for

member states) banks and insurance

measures endeavour to make the

a limited period — it is due to expire

companies that are in difficulty (fol-

system of sanctions more streamlined

this year —, that the market would

lowing the signing of the Fiscal Com-

and automatic. Indeed, in principle,

accept only measures designed to

pact and the creation of the banking

the Council is required to support the

guarantee structural stability within

union, it will, subject to a formal re-

Commission’s decision to impose a

the eurozone; therefore, the heads

quest for assistance from the ESM by a

penalty on a defaulting member state

of state and government, less than six

state in financial difficulties, be able to
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contribute directly to the recapitalisa-

Union, of which Title III is the Fiscal

important innovation, however, is the

tion of financial institutions, adopting

Compact. The aim of this Treaty is to

rule on its entry into force. The Treaty

a policy comparable to the bailouts

reinforce fiscal discipline, especial-

will come into effect when twelve of

of AIG and Fannie Mae and Freddie

ly in the eurozone countries, by fur-

the seventeen euro area members

Mac by the US Treasury); 3) it can use

ther strengthening the SGP, already

have ratified it, and thus on the basis

its resources to reduce the difficulties

strengthened by the Six Pack and the

of a qualified, not a unanimous, ma-

of the eurozone countries and in this

Two Pack. The main new elements are

jority, which will be an absolute first in

sense would be providing something

the following: on the one hand, the

the European setting. Overall, these

similar to US intergovernmental grants,

balanced budget rule, which must be

are significant measures that, as point-

although only in some respects, giv-

incorporated into the states’ respec-

ed out, are not found even in existing

en that if would be providing loans

tive constitutions, and the automatic

federations.11 But this only makes their

and not subsidies; 4) it can purchase

correction mechanism (to be based

incorporation into the framework of

the bonds of struggling states, both

on a set of principles which the Euro-

a federal democracy even more ur-

on the primary and on the second-

pean Commission will propose), which

gent.

ary market: in this case, it would even

must be transposed into national law;

have more powers than Federal Re-

and, on the other, the strengthening

serve System, which cannot buy, on

of the excessive deficit procedure.

the primary market, bonds issued by

The balanced budget criterion will be

states of the American federation; 5)

deemed met if the annual structural

finally, it is worth noting a major differ-

deficit is in line with the medium-term

ence between the EMS and the EFSF:

objectives, as defined in the SGP’s

The “reverse qualified majority” prin-

because of the different legal nature

preventive provisions, and does not

ciple was introduced with a view to

of these two institutions, their issuing of

exceed 0.5 per cent of

Every

making the adoption of measures

bonds on the European capital mar-

member state, in the event of another

more streamlined and automatic,

ket would have a different impact

state violating the new rules, may call

but, as pointed out by the ECB, the

in statistical terms. In the case of the

upon the Court of Justice to enforce

regulations provide for a procedure

EFSF, the debt would be allocated,

the budget balance and correction

that sanctions excessive deficits, but

pro rata, to participating states, thus

mechanism rules. Furthermore, the

not violations of the public debt rule.12

increasing the size of the public debt

Treaty does not include the obliga-

Furthermore, in spite of the approval

of the eurozone. In the case of the

tion to reduce debt exceeding 60 per

of the Six Pack and Two Pack rules,

EMS, on the other hand, it would be

cent of GDP according to a numerical

some weaknesses remain in the imple-

considered the debt of a “European

parameter, i.e. a mean annual rate of

mentation of fiscal policy in the single

institution” and would not therefore

5 per cent of accumulated debt. The

member countries, namely: the great-

be allocated to the member states.

other innovation introduced by the

er complexity of the new, strength-

The public debt incurred by the EMS

Treaty is the more efficient and au-

ened, structure of fiscal governance

would therefore be, to all intents and

tomatic triggering of the procedure

(which risks reducing its transparency

for remedying an excessive deficit.

and enforceability and, ultimately,

Indeed, the procedure, launched

its accountability); the clause on the

As already mentioned, because of the

on the initiative of the Commission,

many “exceptional circumstances”

inadequacy of the SGP as a means of

can be blocked only if the eurozone

that can temper decisions on the

enforcing fiscal discipline, the heads

members of the European Council,

presence of an excessive deficit or

of state and government had to in-

deciding by a qualified majority, vote

debt; a lack of automaticity in the

troduce additional rules that, lacking

against it. Finally, provision is made for

identification of failures to comply with

the agreement of all twenty-seven

further measures to improve coordi-

the enhanced SGP; the need for the

members, had to be approved in a

nation of national budgetary policies,

necessary national political will in or-

separate Treaty, namely the Treaty on

and thus to promote the convergence

der to implement, effectively, sound

Stability, Coordination and Govern-

and competitiveness of the Europe-

fiscal policies; and the need for a real

ance in the Economic and Monetary

an economies.10 The Treaty’s most

will, on the part of the Commission,

purposes, a European

debt.8

GDP.9

THE LISBON TREATY - ALREADY
OVERTAKEN BY EVENTS
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to establish the existence of exces-

to decide whether or not sanctions

sive deficits and to act on requests for

must be imposed on countries that

law, simply cannot work.

adoption of the necessary corrective

do not respect the SGP constraints, in

Finally, there is also a more concrete

measures.

other words, to an institution in which

aspect to be taken into account. As a

the parties involved are represented.

consequence of the procedures laid

Indeed, taking, for example, the

This is the only possible explanation of

down in the rules here considered, the

measure that, more than all the others,

why Greece, for an entire decade,

period of time that elapses before the

really ought to encourage the mem-

managed to lie about its financial sit-

excessive deficit procedure, or pro-

ber states to pursue virtuous policies —

uation, without being unmasked. The

cedure for excessive macroeconom-

i.e. the system of sanctions —, it has to

supposed incompetence of Commis-

ic imbalances (around a year and a

be noted, also in the light of the fact

sion officials, initially blamed when the

half), reaches the stage at which it

that the larger countries are the worst

true extent of the Greek public debt

might be decided to impose sanc-

offenders,13

that this stage in the pro-

became public, actually had noth-

tions, and also the way in which the

cedure has never yet been reached.

ing to do with it; there is nothing the

SGP really operates, it is actually the

Here, we are referring not only to 2003,

Commission can do in the face of a

market, rather than the Council, that

when France and Germany, having

mechanism

both exceeded the deficit ceiling of

objectively favours

3 per cent, agreed, with Italy’s sup-

collusion between

port, to loosen the constraints of the

the countries of the

SGP, but also to the more recent ap-

euro area. If Euro-

proval of the 2014-2020 European

pean

financial framework. It has been sug-

governance,

gested in the press that, on that oc-

which the SGP is

casion, Germany suggested that the

an important part,

excessive deficit procedure against

is to work, the Eu-

France need not be initiated, provid-

ropean

ing France agreed to a reduction in

al system must be

its funding.14 It is always worth remem-

based firmly on the

bering that what really matters in or-

principle of separa-

der to ensure that the financial rules

tion of powers and

are respected by the different levels

on their democratic legitimacy. There-

by the market, on countries not striv-

of government is not so much the size

fore, for example, the decision to im-

ing to achieve sound finances. With-

of the penalty as its certainty (as is true

pose fines should be entrusted to an

out Europe’s intervention, Greece

in the prevention of wrongdoing gen-

institution that is above the states and

could have ended up paying much

erally). Indeed, the SGP is not work-

independent of them, as the Europe-

more than Germany does on its gov-

ing as it should precisely because this

an Commission should be. In the ab-

ernment bonds (as much as 20-25 per

condition is lacking, and it is lacking

sence of this distinction between the

cent of GDP), while Italy’s spread al-

for a very simple reason: the fact that

responsibilities of the various European

ready stands, today, at around 2-3 per

art. 126, paragraph 11 of the Treaty on

institutions, the mechanism of checks

cent of GDP. 

the Functioning of the European Un-

and balances, which serves to guar-

ion stipulates that it falls to the Council

antee the effectiveness of the rule of

that

economic
of

institution-

imposes

“If European economic
governance of which
the SGP is an important
part, is to work, the
European institutional
system must be
based firmly on the
principle of separation
of powers and on
their democratic
legitimacy.”

sanctions

first. What is more,
the penalties envisaged

(ranging

from a minimum of
0.1 per cent to a
maximum of 0.5 per
cent of GDP) are
actually
small

relatively
compared

with the additional
cost to the national
budget due to the
size of the interest
spreads

inflicted,
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THE BENEFITS OF A EURO AREA BUDGET FUNDED BY
OWN RESOURCES
The report entitled Towards a Genuine

meeting of 12-13 December 2012, the

that many countries used the higher

Economic and Monetary Union,15 sub-

Presidents of the European Council,

fiscal revenues generated in favoura-

mitted by Herman Van Rompuy to the

European Commission, Eurogroup and

ble economic phases to reduce taxes

European Council of 28-29 June 2012,

ECB presented their definitive report on

or spend more; as a result, in negative

union19

opened a debate on the prospect —

economic and monetary

The

phases of the cycle, they found them-

welcomed by all the main European in-

report, after recalling that the “history

selves with no choice but to pursue

stitutions — of equipping the eurozone

and experience of other currency un-

pro-cyclical policies, increasing taxes or

with its own budget.16 In particular, the

ions shows that there are various ways

cutting spending. But the present finan-

European Parliament, on 20 November

of progressing towards a fiscal union

cial crisis, in the absence of a federal

2012, approved a resolution in which

and [that] the EMU’s unique features

budget, has not even spared countries

it denounced the limits of the inter-

would justify a specific approach”,

with sound public finances: Spain and

governmental method and argued

pointed out that “while the degree

Ireland both complied with the terms

that “a leap should be made towards

of centralisation of budgetary instru-

of the Treaty (recording, before the

a truly federal Europe.” Furthermore,

ments and the arrangements for fiscal

subprime crisis, a public debt/GDP ra-

having remarked that “the completion

solidarity against adverse shocks differ,

tio of 40 and 25 per cent, respective-

of a genuine EMU within the Union will

all other currency unions are endowed

ly), and yet their low public debt was

require in the medium term a Treaty

with a central fiscal capacity.” A new

not enough to protect them from the

change to be completed”, it reserved

report by the same four Presidents

ferocity of the real estate crisis that

the right to make proposals that would

is expected to be presented at the

overwhelmed them, and both eventu-

subsequently need to be examined by

meeting of the European Council at

ally had to be bailed out by the Euro-

a new European Convention. In par-

the end of June, as requested by the

pean Union.

ticular, with regard to the euro area,

European Council in December 2014

the Parliament pointed out that “un-

and will likely address similar proposals.

The debate has also drawn in research

der the existing Treaties the member

centres and European intellectuals. As

states whose currency is the euro can

a rule, their reflections start from the

finance an increased Union budget

observation that the euro area is the

in the framework of the own resources procedure by introducing specific
taxes or fees in accordance with an

THE KEY IMPORTANCE OF A EURO
AREA BUDGET FINANCED BY OWN
RESOURCES

enhanced cooperation procedure.”17

first example, in history, of a centralised
monetary union in which fiscal policy
remains the sole responsibility of the
member states. Given that it concerns

Instead, the European Commission, on

The reasoning of those who advocate

a new institutional formula, it is inevita-

28 November 2012, presented a doc-

the creation of an adequate budget

ble that debate over how the future eu-

ument entitled A blueprint for a deep

for the eurozone countries stems from

rozone fiscal union should be structured

and genuine economic and monetary

the fact that the Maastricht Treaty has

will give rise to differences of opinion

union - Launching a European De-

not proven effective in the face of the

on the right model to pursue. However,

bate18 which also highlights the need

current major economic crisis. The Trea-

the current debate has at least made

for the eurozone to create its own, in-

ty envisaged that the eurozone coun-

it possible to highlight that the euro, to

dependent budget and reiterates a

tries would take advantage of normal

survive, needs a fiscal union and that in

number of times that the Treaties have

economic times to keep their budgets

turn the fiscal union, to work, demands

to be modified, proposing a series of

practically balanced or in surplus, so as

the meeting of a series of conditions,

measures and a timetable for imple-

then to have sufficient resources to rely

namely those indicated by a study that

menting them. Finally, on 5 Decem-

on during economic downturns. What

analysed the experience of five existing

ber, ahead of the European Council

actually happened, however, was

federations: Argentina, Brazil, Canada,

7 |
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Germany and the USA.20 The economist

no-bailout rule will be possible only in

and, above all, the existence of a fed-

Michael Bordo and others have identi-

the presence of a separate budget for

eral budget. According to the risk-shar-

fied five conditions that, for the sake of

the eurozone. An adequate budget for

ing model quoted above, almost two

clarity, are here listed in a slightly differ-

the eurozone countries is also the pre-

thirds of the shock are smoothed by the

ent order from that in which they were

requisite for meeting the last two condi-

market, as opposed to less than a sixth

originally presented: 1) a degree of rev-

tions listed above.

by federal budget policy. However,

enue and public expenditure for the

what should really be highlighted here

member governments that reflects the

The second aspect of the debate over

is not so much the entity of the role

preferences of their citizens; 2) the abil-

the question of a eurozone budget

played by each of the three conditions

ity to learn from mistakes and adapt to

concerns the role of federal fiscal pol-

just mentioned, as their relative impor-

changing economic and political cir-

icy in avoiding excessive fluctuations

tance and, above all, the importance

cumstances; 3) credible commitment

in per-capita levels of income and

of the related institutional aspects. A

to a no-bailout rule; 4) the creation of

consumption in the event of regional

financial and monetary market that is

a euro bond market guaranteed by

economic shocks. In this regard, some

fully integrated on a continental scale

taxes collected at supranational level;

contributions have looked at the role

helps to smooth the negative effects

and 5) an efficient European system

played by risk-sharing mechanisms in

on income levels of a regional shock far

of transfers between member states

smoothing the effects of these shocks

more than the budget laws of a single

designed to benefit countries subject

on income levels; risk-sharing mecha-

member country can. This means two

to asymmetric shocks. If we consider

nisms can be divided into, on the one

things: on the one hand, that financial

the experience of the EU and, in par-

hand, public policies such as welfare

market integration and stability help to

ticular, of the euro area countries, we

and federal fiscal policy and, on the

reduce the amount of public resourc-

can say that, looking at the considera-

other, actions of the market, such as

es needed to smooth the impact of

ble extent of public
spending at national level, the first condition is undoubtedly met, whereas
the second, since
the explosion of the
Greek debt crisis,
has started to be
met. Instead, in the
framework of the

“[..] had the eurozone
had a federal budget
funded by European
taxes, the cost of the
public intervention
necessary in the
case of the Greek,
Irish, Portuguese and
Spanish crisis would
have been significantly
lower than it actually
was...”

portfolio

choices,

regional shocks on per-capita levels

decisions on direct

of income and consumption and, on

investments, access

the other, that the establishment of a

to the credit market

eurozone budget that makes it possible

and workforce mi-

to intervene to minimise the effects of

grations. A pioneer-

an asymmetric shock is, for the market,

ing study focusing

a guarantee that the region experi-

on the US federa-

encing a negative cycle does not risk

tion in the period

having to leave the economic and

1963-1990

monetary union. Therefore, the public

found

that “39 per cent

leverage

of shocks to gross

has a positive multiplicative effect far

state product are

exceeding its size in absolute terms.

smoothed by cap-

What all this means, transferring the

ital markets, 13 per

reasoning to the European setting, is

cent are smoothed

that had the eurozone had a feder-

a no-bailout rule is not met, given that,

by the federal government, and 23

al budget funded by European taxes,

contrary to what occurs in the existing

per cent are smoothed by credit mar-

the cost of the public intervention nec-

federal systems, the eurozone, not hav-

kets. The remaining 25 per cent are

essary in the case of the Greek, Irish,

ing a federal budget to safeguard the

not smoothed.”21 Obviously, if market

Portuguese and Spanish crises would

economic and monetary union, can-

mechanisms and public policy instru-

have been significantly lower than it

not intervene to help a member state in

ments are to be able to work ade-

actually was, and significantly lower

difficulty without running the risk of trig-

quately, a number of conditions have

also than the cost of these countries’

gering the collapse of the entire mon-

to be in place, such as the presence

spiralling national debts following the

etary union. If the eurozone decides

of a stable and fully integrated conti-

financial crisis. However, it is important

to confirm the provisions of the existing

nental financial market, the absence

not to draw the wrong conclusions from

Treaties, a credible commitment to the

of balance of payments constraints,

the above study, such as the idea that

current Treaties and
as shown by the
Greek situation, the
condition of credible commitment to

(government

intervention)
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the limited role of the federal budget

it is necessary to distinguish between

However, the economic and financial

in smoothing regional shocks makes

two options that are complementa-

crisis demands answers in the short

achievement of financial stability a pri-

ry to each other, but have different

term. To date, the objectives around

ority objective.22 It is, after all, the use of

time frames. The first is to fund Euro-

which there is emerging broad con-

the federal budget to counter regional

pean public goods, such as a single

sensus at the level of the European in-

shocks that makes it possible, in turn, to

foreign and security policy and the

stitutions (Parliament, Commission, Eu-

make the best use of the market mech-

introduction of a sustainable develop-

ropean Council and ECB) are those of

anisms and minimise the mobilisation of

ment policy for the entire eurozone;

financial stability, the implementation

public resources; in other words, it is the

the second is to introduce economic

of an income and employment sta-

upstream political choices that enable

policies designed specifically to cope

bilisation policy in the event of asym-

optimal market functioning, not the

with asymmetric shocks and guaran-

metric shocks, and a policy of income

other way round.

tee financial market integration and

support for the unemployed.

stability on a continental scale. A sinThis is why support must urgently be

gle European foreign and security pol-

With regard to the financial stability

thrown behind the creation of a euro-

icy is clearly necessary: one only has

objective, the incorporation of the

zone budget, providing two conditions

to think of the negative experience of

ESM into the existing Treaties would,

are met: the first is that this budget be

the Balkan conflict or the more recent

given the powers it has (e.g. to borrow

additional to the current EU budget;

military intervention in Libya, the need

on the capital market), represent a

and the second is that, once it has

to secure the safety of the Mediterra-

major step towards stabilisation of the

been incorporated into the current

nean and Middle East, and the need

European financial market and the

Treaties, it be subject to the provisions

to make savings in times of scarce re-

issuing of eurobonds. Furthermore, its

of the Treaty on Stability, Coordination

sources. That said, at European level

faculty to borrow on the market would

and Governance in the Economic and

the necessary will to move rapidly in

also make it the institution that could

Monetary Union, including the possibil-

this direction has yet to be demon-

be used to create the European Re-

ity for the euro area to reach a max-

strated.

demption Fund proposed by German

imum structural deficit of 0.5 per cent

economists as an instrument for reduc-

of GDP, and thus to issue eurobonds

On the other hand, with regard to the

ing government debt in Europe,23 and

worth around 50 billion euros a year.

promotion of a sustainable develop-

it is actually identical to the instrument

Needless to say the request for an ad-

ment policy for the entire euro area,

created by Alexander Hamilton after

ditional budget and for the possibility

the most suitable approach is to set

he proposed that the US federal gov-

of borrowing up to 0.5 per cent of GDP

up a “European Agency for Sustaina-

ernment should purchase the debts of

must go hand in hand with the recog-

ble Development”, which would have

the states.24 The European Parliament

nition and establishment of a European

the task of promoting the transition

has already expressed its support for

power of taxation in order to guaran-

from an economy based mainly on

this solution. Intervention of the ESM,

tee the additional resources necessary

the accumulation of physical capital

incorporated into the Treaties, would

to service the debt.

and the consumption of scarce re-

therefore help to reduce the spread

sources, such as the land and, more

that, linked to the risk of having to

generally, the environment, to an

leave the euro, is currently a major

economy based mainly on knowl-

source of instability and a major cost

edge and thus on the accumulation

factor for national public finances.

WHAT SHOULD BE THE OBCETIVES
OF THE EUROZONE BUDGET?

of human capital and on respect for
the land and the environment. The

However, this, in isolation, would not

Considering that the fundamental ob-

Agency would thus work towards

be enough to end the crisis, because

jective to be pursued is the establish-

long-term objectives shared by the

European public opinion would not

ment of a eurozone budget financed

European Parliament and the national

take kindly to efforts exclusively tar-

by own resources (taxes and borrow-

parliaments, and would have to enjoy

geting the financial system by many

ing), the question that must inevita-

broad guarantees of independence.

considered, rightly to a large extent,

bly be asked is what objectives this

The eurozone budget should start by

the cause of the current economic

budget should be given. To answer it,

earmarking the necessary resources.

and financial crisis. It is necessary to
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give a clear signal that the eurozone

to avoid giving rise to moral hazards,

the establishment of a common tax,

is a community of destiny within the

may, together with project bonds,

put in place at national level in the

broader European Union — a signal

be used in investment projects in the

countries participating in enhanced

that can only be the promotion of a

energy, environment, transport, and

cooperation — a tax whose proceeds

policy to support economic growth

telecommunications sectors, for ex-

could be assigned, in part or in whole,

and employment. This is why a sep-

ample. The other measure proposed

to the European budget; it does not

arate budget has to be created for

by the Commission, which would

allow the transfer of fiscal sovereignty

the euro area, financed with its own

have the advantage of strengthening

to the European institutions, which, in-

resources (through taxes and bor-

support, in public opinion, for the Eu-

stead, would require an amendment

rowing). The document presented

ropean project, is that of paying con-

of the current Treaties. According to

by the European Commission in 2012

tributions to the unemployed as a sup-

the European Parliament and the

may be taken as a starting point for

plement to their state contributions,

Commission, a Treaty revision would

reflection on this topic. The Commis-

along the lines of what already hap-

also be necessary if the eurozone

sion’s proposals took into account the

pens in the American federal system.

budget were to be financed by bor-

requirements that were expressed by

rowing.

France and Germany as soon as the
debate on a centralised budget for
the eurozone got under way. France
would like the budget to contain re-

The resolution of the European Parlia-

THE PROCEDURE FOR CREATING A
EURO AREA BUDGET

sources for the financing of an “un-

ment, while it had the merit of quite
correctly raising a problem that is very
real, i.e. the need to establish a euro-

employment fund”, while Germany

The question of the procedure to be

zone budget, was, at the same time,

would be willing to grant countries in

followed in order to create a separate

also very weak. It deferred the incor-

need only temporary aid, subject to

budget for the eurozone has, in part,

poration of the ESM Treaty and Fis-

the adoption of measures designed

already been addressed both in the

cal Compact into the existing Treaty

to boost the competitiveness of the

resolution adopted by the European

framework, even though an acceler-

beneficiary country’s economic sys-

Parliament, and in the document is-

ation of this process would, in several

sued by the Euro-

ways, strengthen the euro area. As

pean

Commission

already mentioned, making the ESM

in late November

part of the existing Treaty framework

2012, which high-

would imply recognition of the euro-

light two aspects

zone’s power to issue eurobonds and,

of

eurozone

above all, would make it possible

budget problem. If

to overcome the problem of demo-

provision must be

cratic legitimacy underlying the ESM.

made for a budget

Incorporation of the Fiscal Compact,

that

financed

on the other hand, would introduce,

with its own fiscal

into the Treaties, a principle not ac-

resources, but must

cepted at the time of the drafting of

also be balanced,

the Lisbon Treaty, but which is, instead,

it would, in the view

embraced by the Fiscal Compact,

of

tem.25

The Commis-

sion document proposed two types
of intervention: on
the one hand, contractual

arrange-

ments, linked to the
beneficiary
try’s

coun-

undertaking

to pursue, as just
mentioned, greater
competitiveness of
its economic system. However, in
the document, provision is also made
for the activation

“It is necessary to
give a clear signal
that the eurozone is a
community of destiny
within the broader
European Union - a
signal that can only
be the promotion of
a policy to support
economic growth and
employment. This is why
a separate budget has
to be created for the
euro area, financed
with its own resources.”

the

is

European

namely the principle that a treaty can

Parliament and the

the

come into force when a majority of

Commission,

be

the EU countries, in this case the mem-

possible to go down

bers of the eurozone, have ratified it.

the enhanced co-

On this basis, it can be argued that a

operation

route,

future treaty should come into force

ed by the countries hit by an econom-

remaining within the framework of the

on its ratification by a majority of the

ic shock. The transfers of resources,

existing Treaties. This procedure, how-

eurozone countries. However, the Eu-

which would have to be temporary

ever, has its limitations: all it allows is

ropean Parliament should undertake

of

a

stabilisation

policy, in addition
to the one promot-
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to submit, as soon as possible, a draft

eurozone) and, in the second, by the

indication in this regard is provided by

reform of the existing Treaties, explic-

European Parliament operating in its

the historical precedent of the Austral-

itly indicating the need to give the

full composition. Should, instead, the

ian federation during the crisis of the

eurozone a budget financed with its

eurozone budget, rather than being

1930s, when it was agreed that only

own fiscal and debt instruments and

funded by own resources, result from

the federal government, on behalf of

the need for the new treaty to come

a splitting of the revenue from a given

all the levels of the federation, should

into effect following its ratification by

tax (like the tax on financial transac-

borrow on the capital market. The

the majority of the European states

tions or the carbon tax) between Eu-

Loan Council, in which both state lev-

and citizens, thereby ensuring that

ropean and national levels, it would

el and federal level were represented

the next European elections are true

be possible to proceed in accord-

on an equal footing, was established

constituent elections. Such an initia-

ance with the terms of article 13 of

to decide on debt policy and the al-

tive on the part of the European Par-

the Fiscal Compact, which states that

location of the revenue derived from

liament would be strengthened if, in

“the European Parliament and the

borrowing. In the event of equality

the meantime, the eurozone countries

national Parliaments [...] will together

of votes cast, the president of Loan

were to enter into a “pre-constitution-

determine the organisation [...] of a

Council had the deciding vote.28 This

al”26

conference of representatives of the

solution could also work for the euro-

relevant committees of the European

zone budget. The “conference of rep-

Parliament and representatives of the

resentatives” of the parliaments should

relevant committees of national Par-

be composed, in equal measure, of

liaments in order to discuss budgetary

the European Parliament in the com-

policies.” This “conference of repre-

position of the eurozone countries,

sentatives” would, however, have to

and the parliaments of the eurozone

agreement having the same ob-

jectives.

WHAT INSTITUTIONAL STRUCTURE TO
MANAGE THE EUROZONE BUDGET?

have jurisdiction on revenue sharing

countries. Both would be chaired by a

As regards the institutions that, with-

and it would fall to the European Par-

president chosen jointly, for example

in the current institutional framework,

liament, in the restricted composition

the president of the Eurogroup. If the

might, in the first instance, be called

of the eurozone countries, to decide

vote on resource allocation resulted

upon to supervise the management

on the budget policy to adopt.

in a tie, the president, i.e. the figure

of the eurozone budget — additional

representing the common European

to the EU budget —, it must be noted

The need for allocation of shared re-

interest, would have the casting vote.

that the existing Treaties would need

sources to be decided jointly by the

The vote on the division, between Eu-

to be amended in order to allow for

European Parliament and national

ropean and national level, of the rev-

a separate vote on the two budgets:

parliaments was highlighted over three

enue from the new tax on financial

Albertini.27

in the first case, the budget would

decades ago by Mario

The

transactions, which would represent

be voted on by the European Parlia-

real issue, however, is to work out how

the first own resource of the addition-

ment operating in restricted compo-

the mechanism of a joint decision (let

al eurozone budget, could be a first

sition (i.e. only the part of the Parlia-

alone debate) by the two parliamen-

practical application of this mode of

ment representing the countries of the

tary levels might work in practice. An

operation of the “conference”. 
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