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CONBRESO DE Los DIPUTADOS
DIRECCION DE COMISIONES

05 DIC. 2013
N ALGSS

B b s Dt ENTRADA |

" INFORME SOBRE LA REUNION DE LA COMISION DE ECONOMIA Y ASUNTOS
MONETARIOS DEL PARLAMENTO EUROPEO PARA CELEBRAR UN INTERCAMBIO
DE PUNTOS DE VISTA CON LOS PARLAMENTOS NACIONALES SOBRE LA
IMPLANTACION DE RECOMENDACIONES DEL SEMESTRE EUROPEQ, EL DiA 17
DE SEPTIEMBRE, EN LA SEDE DEL PARLAMENTO EUROPEO EN BRUSELAS,

El 17 de septiembre de 2013 el Presidente de la Comisién de Economia y Competitividad del
Congreso de los Diputados, D. Santiago Lanzuela Marina, acompafiado por la Letrada de la misma,
Dofia Ménica Moreno Ferndandez-Santa Cruz y por la Representante de las Cortes Generales ante el
Parlamento Europeo, Dofia Carmen Sénchez-Abarca Gornals, acudié a la reunion de la Comisién de
Economia y Asuntos Monetarios del Parlamento Europeo con el objeto de celebrar un intercambio
de opiniones entre los parlamentos nacionales sobre la implantacién de las recomendaciones del
Semestre Europeo.

El Vicepresidente de la Comisién, D. Pablo Zalba, dio la palabra a la sefiora Ferreira, Ponente del
Informe del Semestre Europeo para la coordinacién de las politicas econdmicas y arranque de las
prioridades de 2013, Esta sefialé que actualmente los paises miembros estdn presentando su
borrador de Presupuestos, en el que deben contemplar las recomendaciones seflaladas especialmente
por la Comisidn para cada uno de ellos, Se refirié a la necesidad de relanzar la economia real, pues
sin crecimiento no podemos salir de la crisis de forma duradera. Se refirid a la recomendacién de la
Comision de que los paises excedentarios contribuyan al lanzamiento de los paises con mayores
dificultades para promover la demanda interna para que Europa funcione de manera eficaz. Este
objetivo puede conseguirse, dijo, mediante inversiones y dando prioridad a las politicas contra el
desempleo que alejan las cifras de pobreza y exclusién social en la Unidn Europea. Por ello debe
invertirse en desarrollo y educacién para mejorar el nivel de competitividad de todos los paises
miembros. Hay que coordinar y avanzar en la unién econémica y monetaria y llevar a cabo las
reformas estructurales, con la flexibilidad que ofirece el six pack y el two pack a cada pais miembro
segln sus circunstancias, ya que el ajuste fiscal debe contemplar la realidad de cada pais.

Se refirié también a la importancia de la Unién Bancaria y el supervisor tnico en relacion con los
supervisores nacionales, asi como al mecanismo de resolucién bancaria, en garantia de salvar los
intereses de los contribuyentes y reforzar el sistema bancario, la confianza y la lucha contra el
fraude y los paraisos fiscales. No quiso dejar de mencionar la necesaria implicacion de los
parlamentos nacionales, la sociedad civil y los agentes sociales para progresar hacia una Unién
Europea mas democratica y transparente.

Seguidamente tuvo lugar un debate entre los parlamentarios nacionales y europeos al respecto.

El sefior Caresche, de la Asamblea Nacional francesa, seffalé que el dialogo ha sido fructifero y
destacé dos temas: en primer lugar, el ritmo al que debe aplicarse el ajuste presupuestario, que en la
primera versién de la Comisién Europea era demasiado duro v podia conllevar desajustes, por lo
que agradecid la flexibilizacién de este ajuste, de primeras demasiado brusco. En segundo lugar,
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sobre las reformas estructurales, plante$ el alcance y el nivel de intrusién de la Comisidn Europea
en las politicas nacionales, y la importancia de que los Parlamentos Nacionales se impliquen en la
materia comunitaria. :

La sefiora Magyar, en nombre de la Asamblea Nacional hingara, sefiald la necesidad de una
cooperacion mayor entre la Comisién Europea y los estados miembros manifestando que, en su
opinién, las recomendaciones especificas por pafs deberian llegar antes, debiendo ser ademas estas
recomendaciones mas flexibles en funcién de los pafses destinatarios.

El Ponente en la sombra del informe, el sefior Gauzés, miembro del Comité de Economia y Asuntos
Monetarios del Parlamento Europeo, recordé el momento en que pueden cuestionarse las
recomendaciones de la Unién Europea, que ha de ser en todo caso anterior a su emision definitiva,
para que las medidas funcionen apropiadamente. Ademés hay que aclarar el papel de la Comisidén y
los estados miembros para no confundir a los ciudadanos, de lo contrario una coordinacién
econdmica eficaz serd imposible.

El sefior Lynch, Presidente del Comité de coordinacién de Finanzas, Gasto Piblico y Reformas de
la Camara de Representantes de Irlanda, sefialé que han recibido 85.000 millones de euros del
programa de la Unién Europea. Actualmente Irlanda estéd saliendo exitosamente de la crisis, pero es
importante pasar de la austeridad a la prosperidad, hay que apoyar la inversién. En breve se
celebrarin reuniones sobre el articulo 13 del Tratado v habra que ver cémo ha incidido este en el
presupuesto. Es fundamental que los parlamentos nacionales intervengan més para controlar a sus
gobiernos y ganar en democratizacion. '

Seguidamente intervino el sefior Lanzuela, que sefiald que si bien hace 13 meses en Espafia la prima
de riesgo superaba los 600 puntos bésicos, ahora estd en 244 y esto significa muchas cosas. El
Gobierno espafiol ha seguido muy especialmente las recomendaciones de la Comision Europea y ha
revisado la politica econémica corrigiendo los desequilibrios macroecondémicos que Espafia
padecia, se han consolidado las finanzas publicas espafiolas, se ha recapitalizado y reestructurado el
sector bancario, alejando dudas sobre el mismo y abordando el camino al crédito a las pymes y
también diferentes reformas estructurales que han conducido a incrementar la competitividad,
mejorar las exportaciones y la balanza comercial. Espafia seguird trabajando sobre las
recomendaciones y el gran reto que es la Unién Bancaria y una Unidn Fiscal.

Tras estas intervenciones, la sefiora Ferreira, Ponente del Informe del Semestre Europeo para la
coordinacion de las politicas econémicas y arranque de las prioridades de 2013, agradecid las
aportaciones de todos los intervinientes e insistié en la necesidad de mejorar el procedimiento de
coordinacién econémica y de mentalizar a los estados miembros de que lo que hagan repercute en el
resto de los paises, por lo que es importante reforzar la implicacion de los parlamentos nacionales y
la legitimidad democratica en el 4mbito de la Unidn.

El Vicepresidente de la Comisidn, sefior Pablo Zalba, comunicé que la fecha de votacion del
informe de la sefiora Ferreira serd el 30 de septiembre y, tras agradecer todas las aportaciones



nacionales anuncid que la siguiente reunién tendria lugar en enero de 2014 para analizar el indice
anual de crecimiento.

A las 16.30 se suspendié la reunidn,

Se acompafla a este informe listado de asistentes y documentacion de la reunion.

Palacio del Congreso de los Dipn dos}; a3 de octubre de 2013. . -

. o

La Letrada gé akision|de Economia y Competitividad.
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Members:

" CHAMBRE DES REPRESENTANTS/ KAMER VAN

VOLKSVERTEGENWOORDIGERS

Mr Georges GILKINET

Chair, Committee on Finance and Budget
Ecolo - Greens/EFA

Mr Herman DE CROO

Vice-Chair, Committes on European Affairs
Open Vid - ALDE

Mr Tom DE GEETER
Clerk, Committee on Finance and Budget

S o5 . FIRE-IRELAND . - . o0

DAIL EIREANN (House of Representatives)

Mr Ciaridn LYNCH

Chair, Joint Committee on Finance, Public Expenditure and
Reform
Labour - S&D

Mr Derek DIGNAM
National Parliament Representative
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CONGRESO DE LOS DIPUTADOS
Mr Santiago LANZUELA MARINA

Chair, Committee on Economics and Competitiveness
G.P. Popular - EPP

Ms Mdénica MORENO
Legal Advisor, Committee on Economics and
Competitiveness

Ms Carmen SANCHEZ-ABARCA GORNALS
National Parliament Representative

ASSEMBLEE NATIONALE

Mr Christophe CARESCHE

Committee on European Affairs
Groupe Socialiste, Républicain et Citoyen (SRC) - S&D

Ms Annabelle ARCHIEN
Administrator - Committee on European Affairs

SAEIMA
Mr Janis OZOLINS
Chair, Committee on Economic, Agricultural, Environmental

and Regional Policy :
Reform Party Parliamentary Group - Non-attached (N1)
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Officials:
Ms Simona MEGNE
National Parliament Representative

—_e

_ithuania)

SEIMAS
Mr Remigijus ZEMAITAITIS

Chair, Committee on Economics
Order and Justice Political Group - EFD

M Petras NARKEVICIUS

Vice-Chair, Committee on Budget and Finance
Labour party Political group - ALDE

Ms Jolanta DZIKAITE
Adviser, Committee on Budget and Finance

~ Ms Rasa Ona DUBURAITE
Adviser, Committee on Economics

Ms Zivilé PAVILONYTE
National Parliament Representative

'UXEMBOURG

CHAMBRE DES DEPUTES

Mr Roger NEGRI

Vice-Chair, Committee on Budget and Finance
LSAP- 5&D
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Officials: ‘
- Mr Frédéric BOHLER
National Parliament Representative

ORSZAGGYI'J'LES (National Assembly)
Ms Anna MAGYAR

Committee on Audit Office and Budget
FIDESZ - EPP

Ms Eva SZEKRENYES
National Parliament Representative

NATIONALRAT
Mr Kai Jan KRAINER

Vice-Chair, Committee on Finance
Social Democrats - S&D ;

_PORTUGAL

ASSEMBLEIA DA REPUBLICA

Members: .
y Mzt Eduardo CABRITA
Chair, Committee on Budget, Finance and Public
Administration
Socialist Party - S&D
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Mr José Manuel CANAVARRO

Chair, Committee on Social Security and Labour
Social Democratic Party - EPP

Mr Nuno Filipe MATIAS

Committee on European Affairs
Social Democratic Party - EPP

Officials:
Ms Joana FIGUEIREDO
Adviser, Committee on Budget, Finance and Public
Administration

Mr Bruno DIAS PINHEIRO
National Parliament Representative

_ROMANIA (Romania)

CAMERA DEPUTATILOR (Chamber of Deputies)

Members:
Ms Aurelia CRISTEA

Committee on Budget, Finance and Banks
Social Democratic Party - S&D

Officials:

Mr Tudor DOBRINESCU
National Parliament Representative

SLOVENIJA (Slovenia)

DRZAVNI ZBOR (National Assembly)

Mr Matevi FRANGEZ

Vice-Chair, Committee on Finance and Monetary Policy
Social Democrats Deputy Group - S&D-
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Ms Aleksandra OSTERMAN

] Vice-Chair, Committee on EU Affairs
' Positive Slovenia Deputy Group

Ms Romana NOVAK
r National Parliament Representative

\ .
IJ' DEUTSCHLAND (Germany)
| BUNDESTAG

Mr Mark STANITZKI
Official of a national political group (FDP)
- Bundestag Liaison Office in Brussels

! Ms Vesna POPOVIC
l National Parliament Representative

EESTI (Estonia)
RIIGIKOGU

‘ Ms Malle KUULER
i National Parliament Representative

HRVATSKA (Croatia)
HRVATSKI SABOR

Ms Tanja BABIC
National Parliament Representative

KYIIPOZX (Cyprus)
BOYAH TON ANTIHIPOXQIION (House of Representaiives)

Ms Mary SAVA
National Parliament Representative

1 POLSKA (Poland)
) SENAT

| Ms Magdalena SKULIMOWSKA
\ National Parliament Representative
! .

ROMANIA (Romania)
SENAT

Ms Izabella MOLDOVAN
National Parliament Representative
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EBPOMEACKM MAPRAMEHT  PARLAMENTO EUROPEC  EVROPSKY PARLAMENT  EUROPA-PARLAMENTET
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Directorate-General for the Presidency
Diractorate for relations with National Parliaments

PRACTICAL INFORMATION
A-Z

Arrival and Distribution of Access Cards

The reception area for this meeting is located in the entrance zone of the Altiero Spinelli
(ASP) building, Place du Luxembourg, Espace Simone Vell entrance on the Esplanade
de la Solldarité (side Luxembourg station).

Tuesday 17 September 2013, 14h00-15h30

Altarnativaly, the Brussels-based rapresentatives of the national Parliaments may collect the access
cards for thelr delegations from the Directorate for Relations with National Parllaments {(Rue Wiertz 50
building, 5th floor, office 05 UD20) on Tussday, 17 September 2013 from 10h00 to 12h00.

Cloakroom

Coats may be left (unguardad) on coat racks outgide the meeting room. The European Parliament
declines responsibility for the loss or theft of items.,



EUROPEAN PARLIAMENT
COMMITTEE ON ECONOMIC AND MONETARY AFFAIRS

ECON Committee Exchange of Views with National Parliaments
The 2013 cycle of the Eﬂrnpean Semester

Tuesday, 17 September 15:00 - 16:30
Suggested topics to frame the discussion

- Have you established national best practises to be as closely as possible
involved in the adoption of the recommendations and their implementation?
How could the political ownership of these recommendations be increased at
the national level?

. = Following the adoption by the Council of the country-specific
recommendations, do vou expect your government to unveil new budgetary
measures and / or new structural reforms in the new draft budget law?

- Do you consider that the country-specific recommendations provide the right
economic orientations for your country and your main economic partners in the
EU? Do you address potential spill-over effects in the currency union?



ERPONEACKHA NAPRAMEHT  PARLAMENTO EUROPEG  EVROPSKY PARLAMENT  EUROPA-PARLAMENTET
EUROPAISCHES PARLAMENT  EURQOPA PARLAMENT  EYPORATKO KOINGBOYAID  EURDPEAN PARLIAMENT
PARLEMENT EUROPEEN  PARLAIMINT NA hEORPA  PARLAMENTC EURDFED  EIROPAS PARLAMENTS
FUROPOS PARLAMENTAS  ELUROPAI PARLAMENT  IL-PARLAMENT EWROPEW  EUROPEES PARLEMENT
bttt FABLAMENT EUROPEJSKI  PARLAMENTO EURDPEU  PARLAMENTUL EUROPEAN
EURGASKY PARLAMENT  EVROPSKI PARLAMENT  EUROOPAN PARLAMENTTI  EUROPAPARLAMENTET

Committee on Economic and Manetary Affairs
The Chairwoman

To the Chairpersons of the concerned Commitiees

Dear Chairperson,

Dear colleague,

The Economic and Monetary Affairs Committee (ECON) of the European Parliament will
discuss at its meeting of 17 September 2013 (15:00 - 18:30) the draft report on European
Semester for economic policy coordination: implementation of 2012 priorities (Rapporteur:
Ms. Elisa Ferreira).

At this occasion, the committee will debate on the assessment of the 2013 European
Semester as well as on the priorities for the 2014 Annual Growth Survey, which will be the
basis for next year's Semester. Furthermore, the Council of the Union will adopt in July
Couniry-Specific Recommendations, which directly concern your country. With this in mind,
and building on the success of last year's similar event, the ECON Committee would like to
invite National Parliaments to attend ECON Committee meeting of 17 September 2013at
which a discussion on thig topic will take place.

Both the European Parliament and national parliaments have complementary roles to play
within the framework of the European Semester. The European Parliament needs to ensure
the democratic dimension of the European Semester with regard to the European Institutions:
the European Commission, the Council and the European Council. National parliaments have
to ensure the democratic dimension towards their national governments. A dialogue between
these two complementary actors (national parliaments « European Patliament) is useful and
necessary so that they become aware of their complementarities and exchange information
and ideas on the ongoing process. Both the European Parliament and national parliaments
need to ensure that parliamentary control is appropriately exercised at all stages.

Due to the high importance of the subject matter, we would welcome your personal
attendance to express your committee’s views on the Country-Specific Recommendations
that will be addressed to your country by the Council of the Union and to comment on the
draft report on the European Semester. You will find attached some questions that could
frame the discussion on Country-Specific Recommendations.

Ip-econ@europarl.europa.eu - www.europar eurona.ey
B-1047 Brussels - Tel +32 2 28 43101 - Fax +32 2 28 40025 SdL/mjs
F-87070 Strasbourg - Tel +33 3 88 1 74132 - Fax +33 3 88 1 79070



The draft agenda, supporting documents and online registration form will be forwarded to the
Brussels representative of your Parliament Chamber in due course by the Directorate for
relations with national Parliaments, For further information on the meeting itself, please

contact Mr. Samuel de Lemos (samuel.delemos@europatl.europa.en) of the ECON

Committee Secretariat.

I hope that you will accept thie invitation and look forward to welcoming you in the
Furopean Parliament.

With best regards,

:5%?@.;7-{,

Sharon Bowles
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The European Dimension in
the National Reform Programmes and
the Stablllty and Convorgonoe Pgramrnos

~ Abstract

Basod on a methodologloal famework devaighed to summarise specific

aspects of these programmes in'gk yaper first examines the
macroeconomic forecasts used b vand compares them
| to the European Commission Spring ihen analyses whether

‘national governments sought the i invoy gnle ignal parliaments and social
partners. in the desigyifEs Finaly, |t appraises the progress
' made with the IITI 204 Country Specific Recommendations -

(CSRs), as repg

programmes.  This ‘appraisal of the
status of |mplomen |

peconomic variables. In many cases Member. States
mlstlc as regards economlc growth

c) In general, pibgress with the mplementation of the CSRS has been
substantial. About one third of the detailed recommendations have been
iimplemented and ‘another - third has at least been partially addressed,
However, discrepancies. can be observed among Member States: many
governments have partially or fully implemented nearly all the requested
'measures while some others have |mp|emented Iess than half of them .

o 'egmf@,ep.europa;eu | o 16 S@ptemhei' 2013
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INTRODUCTION

" The aim of this briefing is to examine if and how the European dimension was
taken info account by the national governments when the main economic policy
decisions were planned and presented by national governments in the Stability

.and Convergence Programmes (SCPs) and the National Reform Programmes
(NRPs), submltted to the EU in April 2013 in the context of the European

- Semester.’ The SCPs and NRPs contain information on the economic outlook,

- the situation of public finances, the policies that are being pursued to implement

EU commitments and other actions to achieve the EU2020 targets.

of the programmes |
c) the |mplementatlon of the

p'resented by synthétiq measu'rés B
B based exclussvely On the mformatl

gfonomic growth in the short term, and
str‘uctural) fiscal balan'ce- in the longer

States. Parliaments are involved in the dISGUSSIonS
‘ , JU countries, as required by budgeting procedures, but -

much less Sigiihe NI Soclal partners are often consulted on the NRP, but

less on the SN

.c) Progress . on 4he implementatlon of the CSRs has been substantial
: According to our classification, about one third * of the detailed
. recommendations have been implemented and another third have. at least
‘been partially addressed. The final third is either a promise to start action in
the future, oris riot followed up at all. However, there are dlscrepanmes _
' 'between . Mémber States: many dovernments have partially. or fully -
- iniplemented nearly all requested measures while some have implemented
- ‘Iess than half of them.

"The ﬁnal date for submlisslon of the SCP and NRP was April 30th, although some cnuntnes submitted thé
programmas in tha weeks aﬂar this data due to parllamentary proceduras or translatlon Into English. -



This briefing is structured as follows. Sections 1 to 3 cover the three main
aspects of the analysis: 1) a comparison of forecasts; 2) the involvement of
national parliaments and social partners; and 3) the implementation of the 2012
'CSRs. Each section describes the applied methodology and discusses its
scope, and then presents the main results. In the final section, we draw some.
ccncluelcnc and preccnt some prcpceele for future wcrk '

1. Macroeconomic forecasts

a. Methcdology

Governments are required to. provide forecasts for a sg
indicatars used in.the SCP and NRP. This section focus
that are of major importance for the prolectlcns ung

of macroeconomic
pomfhe five indicators
ng the economic and

deficit-to-GDP ratio, the ‘structural budget defigit .f GDP ratio), the
debi-to-GDFP ratio, -the year-on-year real EM Gy rate and the

: unemployment rate. Forecasts were madeg 0 gihand the next
year (2014). - ‘ ' : ‘
We compared these national forecasts Y@t Spri 8 European
Commission (COM) forecast. Both national fo ts and the COM forecasts -
~were released in spring 2013: e published at the end of
Apfil 2013, and the COM sprin of May 2013, The
' clmultanecus release allows a ¢ aste as the gets cf

forecasts if the
-structural budget
or higher economic g
of cptimis e

or debt to u > ratio, a lower unemployment rate,
T st By the COM. We aseeesed the degree \

pthe national fc_recaet_c' to the COM'fcr'eccst,
Hperfcrmence, as the forecasting accuracy can

, fmation sets for the forecasts were similar, the ‘most -
important differe tween national and COM forecasts must be related to
different views onfthe expected effectiveness of policy measures, or different
assumptions on the underlying economic relationships. For exemple the effect
on the budget deficit of a specific budgetary measure/reform may be assessed
differently by the, COM and by the government of the concerned Member State.
'Furthermore, the government and the COM may also hold different -
-assumptions on the extent of spillovers of policy measures amcng Membcr
States and its tradlng partners

2 For studies that evaluete the fcrecest perfcrmence of COM fcrecaste see Gcnzelez Cabanillec and Terzi
(2012} | |



Even if there are differences in the assumptions or the proposed effects of
~ policies, the forecasts provided by the national governments should satisfy

basi¢ macroeconomic identities or constraints, and at least be internally
< gonsistent. l.e., given a similar set of information on the economlc scenanos
underlying the forecasts:

~-ifa gove_mment is more pessimistic on the public deficit, then it should be
.more pessimistic on the evolution of government debt, ceferis paribus.
Higher deficits accumulate in higher debt, unless extraordlnary measures
are taken; ‘

-ifa government i more optlmlstlc on economic growth then it should be
more optimistic on the nominal deficit, ceferis paribys, as higher growth
generates more tax revenues;’ . : :

- if a government is more optimistic about the evafig
should be more optimistic on economic growtif

of unemployment, it
; an'bus We expect

We checked the internal bonéistency of {if@nationaj RARGPPOSe an
. ‘explanation for the observed differences’

¢ b, Re.sults | | .
" We focussed the analysis on the foy iMEP”SCPs. The reason is
* that ‘national govemments have ir mdcroaconomic forecasts

"malnly in the scp.# As can be see

asts. For the 2014 forecasts, we observe
il the NRP as regards the structural deficit of

ma , but still relevarit. Such inconsistencies among
' anc due to the fact that different ministries prepare the
different prografigmes, yithout relying on a unique benchmark.

3 Okun's law describes the elasticity of real GDP growth with raspact to the unemployment rate. As a rule
of thumb in QECD &conomies, this elasticity is typically around -2, i.e. a one pércentage point increase in
{he Unemployrent rate Is agsociated with a fall in real GDP of two percentage points.

4 Marly governments have submitted the SCP in a rather standardized format, The tables contalnlng the
: mac-roec:onomlc forecasts follow a similar structurs, with the only axcaptron of tha UK.
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Tables 2a and 2b below show the SCPs and COM forecasts for 2013 and 2014
respectively, together with the differences between them. For ease of
comparison, the cells' showing more optimistic (pessimistic) national forecast :

relative to the COM forecast are coloured in pink (black).

As regards the forecasts for 2013, we did not detect a significant blas towards

‘optimism or pessimism (Table 2a). Nonetheless, national governments are
‘generally more optimistic than the COM on economic growth. Only in 2
-Member States (Sweden and Lithuania) growth is expected to be lower than the
COM forecast. In 8 Member States growth is predicted to be identical, but in 15
Member States, governments expect growth to be hlgher The size of these
differences varies, and can often be considered as marginal. Only in Ireland
economic growth is expected to be much higher (more thgfil, percentage’ point)
than the COM forecast.

There is also a wndeepread Optnmlem about

qgural deficit:‘ only the

higher etructurel deficits than the COM ther qnuu. are more

optimistic. These differences can be very JgF %L Spain). The
structural deficit is the budget balance neiifig i Miapd one-off
measures. lts forecast thus requires assumpiins qMhe size of th output gap

(the difference between actual and potential oflf@@growth) and on the strength

of the automatic stabilizers, i.ogth ilkgovernment spending and

revenues to cyclical developmentigiBaviati COM and national
‘ pine eyclicality of the-

(D’'Auria ot al., 2L “. - w metho resulted in less volatile measures of
potential output” aNgal ; ; repectwes wsll be subdued for a

£ TICTROPET . produced with other methodo[ogles

) to be evaluated more positively, and the
akter. A positive assessment of potential growth

it the structural deficit, and also explains the

optimistic than the J' on all five mdlcators

Table 2a also- prowdes information on the internal consistency of the forecaets '
for 2013, A first finding is that government predictions are not entirely
consistent on the relationship between deficits and debt. In Germany, .
Estonia and Austria the deficit is projected to be higher than predicted by the -
COM, but debt is projected not to rise as much as in the COM forecast. The
opposite observation = an optimistic deficit forecast, but a pessimistic debt
forecast — is marginally important for Spain, Czech Republic, and Mailta, and
quite substantial for Latvia. For other countries, the views on deficit. and debt
evolution are conmetent ‘
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‘C"!:“ Portugal, Slovakia and Finland are pessrmrst ‘.

o is the case in Spain, Slovenia, F

A second finding is that although nearly all Member States show optimism
‘about economic growth, forecasts for the other indicators do not always
- seem In line with such optimism. Among the governments with rosy .growth
prospects, a majority forecasts. a smaller public deficit than the COM. This is fo
be expected, as higher economic growth should result in increased tax
‘revenues and lower expenditures. However, Luxemburg, Austria, Slovenia,
Slovakia and Finland keep a rosy growth outlook, yet forecast a larger deficit
than the COM. Governments in these Member States probably assume a
weaker relationship between the business cycle, tax revenuss or expenditures.

Optimism about unemployment does not always result in optimism about
economic growth, whereas we would expect to see a negative relation (i.e.,
Iower unemp!oyment and hrgher growth) For most govgf Hrr, , the recovery

"Teble 2b preeente the national and GOM fore 14. In ‘addition to
Belgium, France, the Netherlands and Polang Iny Baly and Slovenia
are more ~optimistic on all five indicatgfe ‘ b furtigy shows ‘that

le Denmark has exactly the
same forecast as the COM.® In rg rences are quite large, as
- Member States tend to be. optim ing t g-year-ahead forecast
g supports our prevroue explanatlon i use other approaches
' otel " and therefore expect the

. economic recovery ar than Wi M predicts. This would result -

»ina reprdly improfh {{); icit 9po. A comparlson of the forecasts of
4 potential outpu Ty svell longer tim@aspans would be interesting in this

regard. . . ' . '

ments are optimistic, while 9 -are pessimistic.
2013, 7 Member States turned peesrmrstlc on

Optlmretac forecasts for the current or next year

‘suggest d adjustments should be made in the short term and
that they ca read out over time. During the budget preparation for the
next year, a npgw revised forecast can then be presented. Several papers

have shown how unpleaeant forecasts are shifted out. at longer horizons,
. and how annual revisions to those forecasts make reaching certain budget
~ targets challerging (Artis and Marcellino, 2001; Beetsma et al., 2009) One
may wondér whether forecasts are sufﬂcrenﬂy forward Iookmg in the
.-‘-'medrum term. Fromi.a normative point of view, the. polrtrcel bias could be

. avorded if an mdependent agency provrded the forecaste

* *The t-test on the dlfferﬂnces between the national and CDM forecast for the 2014 structural deficit shows
~ that thig is the only Indicator which is significantly different in statistical terms (at the 10% level).

¢ According to Regulatlon No 473/2013 on commeon provisions for monitoring and assessinig draft
budgetary plans and ensuring the correction of excesswe deficit of Member States in the euro area {part of
"2—pack“) national medlum-term fiscal plena and. draft budgets shall be based an lndependent
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2) Policy evaluation: national forecasts are based on a ‘policy change’
scenario, while the COM forecasts are not. Often, governments include in

their: scenarios. the policies they plan to implement, and which may lead to

higher growth, By contrast; the COM- forecasts are based on the
assumption of ‘no policy change’, unless the measures have already been
‘adopted. Hence, in order to justify the growth optimism of governments in
the forecasts, the policy impact on growth should be expected to be rather
high in the short term, but limited at longer horizons. This can happen if the -
effects of policy measures are overestimated by the government. One may
‘wondoer if the effects of policy actions are correctly {aken into account. The
normative implication is to provide an independent assessment of policy
changes on macroeconomic-forecasts.
3) The role of spillovers: in contrast to the COM fore
are not fully encompassing EU wide developrgg
take into account changes in the overall mon

s, mational fsrscssts
. The COM forecasts

e in the Eurozone,.
| s. Na | forecasts are.
typically made under the assumption gMar™ Iopments are

international conditions (such as ¢ i trading
" partners, the -nominal and real effec euro, the
US/euro exchange rate, and the. cnl price gy fall short of COI‘ISIdEI‘ing.
policies at the euro area levd _ flects the different view of
_ the EU as a one large and ] /persus a view of the

natiohal governments may resull sdmptions on the external
~environment. Ong ' - WiigiP ati budgets should be made
under a comm Rmptions? produced for example by the
COM. Coorg f jts might take into account all policy

a. Meth®dology | : . .
in order to increase the transparency, ownership and accountability. of the SCP
-and NRP, and therefore of the decisions taken at the EU level, national
parllaments and social partners should be involved at the early stages of the
European Semester. The EU rules stlpulate that the SCP and NRP shall
explicitty mention whether the programmes were presented to the hational
parliaments and whether the national pariiament had the oppodumty fo discuss
the Councﬂs op:mon on the prswsus pmgrsmme or, if rslsvant any.

\ macrosconomlc forecasts. Indepsndsnt forecasts are defined in the ngulation as forecasts produced or
endorsed by indepéndent bodies. It will therefore be interesting to see, if in the coming years there WI|| ba
smaller dlvsrgsnsss betwesn COM and national forecasts, , ‘
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' ‘parllamente, as

‘corresponding information reporied in the SCP or NRP

. stakeholders, in particular the social parthers, aho t

. complete SCP or NRP. We do consider sp

- : indicate whether the involvement
- .. unions, employers' federations or

~ Table 3 below
: parllaments and

- recommendatran or warning, and whether there . has been parhamentery'
- approval of the programme.’ 7

- We examined the SCPs and NRPs on any explicit statement on the mvolvement

of the national parliaments. We define involvement as a formal discussion,
which can be an information or consultation session, a discussion in
parliamentary commiitees, or a plenary session by the. parliament, with or
without a vote, on the entire programme. Hence, we did not consider as.
involvement the partial discussion or approval by parliament of any specific
budget law or structural reform presented in the SCP or NRP. In those countries
whera implementation of the SCP or NRP may require participation of regional
parliaments or of local governments (municipalities), we took note of the

s that any relevant
olved to discuss the
main policy issues of the programmes. We il CP and NRP to
identify any explicit reference to the involvem ;

social partners as trade unions, employers
might have been consulted, or otherwisggl

Similarly, the EU regulation No. 1175/2011

mmes. When possible, we

of social partners in partial aspects of the 2 |
i@ orogramme refers to trade

eferred to

" b. Results _
lation onfthe involvement of national
ogramme, Tables A1 and A2 in the
g found in the SCPs and in the
f partiame‘nte and social partners,

tlone in February 2013 in ltaly and: in May 2013 in

Bulgaria did not alfp% théem to submit any proposal to the parliament. This still

leaves 9 countrids without an explicit reference -at all to the role of the

parllament The reasons fer not repertlng any role of the parhament can be .

- twofold:

1) There was indeed no role of the parliament at this atage of the European
-Semester, and the parllament was sidestepped or overlooked;

2) Governments may have considered that the involvement of their-
parliamient was such an obvious step in the national budgetary procedure ¥
that there was ne need to mention it formally

I Ftegulatlen No. 1175/201‘1 amendlng Ceunell Regulatlen (EC) No 1466/97 .on the survelllance of
‘budgetary peeltlens and the survelllanee and coordination of econernlc pollcles. -
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We further note that only 2 governmente (of Belgium and Austria) made explicit
reference to the involvement of regional and Iocal authorrtree in the drafting of
- the SCP. . : \

As far as the NRP is concerned the mvolvement of the: par]rament |s even mere
limited: only 10 out of 27 Member States make an explicit reference to it, while
15 do not (elections in Italy and Bulgaria probably made it impossible for them
to consult their parliaments). However, many of the programmes include
references to the parllament in dlscussing, amendmg or- approvmg specific' :
structural reforms - ‘ . ‘

Table 3 - Involvement of natlpnel parliament and soclg. erthere :

~_National parllamant - . oclal partners
-1 ' ‘ NRP

Belglum . [
Bulgaria "
Gzech Republic. e

‘Danmark

Germany

Estonia.

Ireland
Grooce
Spaln
France -

lfaly
Cyprus

Latvia
Lithuania . .
‘Luxembourg
Hungary

Malta ]

Nethor mw‘m

Portu n ‘
. Romanla ‘

Slovania
Slovakla
Finland
Sweden
UK

‘Nofas: Red |nd|cates no |nvolvement green indicates mvolvement ‘amply cells indicate that the
. programme was not available, and ‘elections’ that tha government could not submlt the prograrnme due
to the electoral calendar

The mvolvement of socral partners is limited, and depends very much on
national political arrangements. Given their’ drfferent roles, it is not a surprise
that social partners are more often involvéd in the NRP than in the SCP. Only 2
of the 25 SCPs made a reference to social parthers (Netherlands and Austria),

but social partners are mentioned in the NRPs of 18 Member States. Most '

Member ‘States do not provide further details on the partners that have been
coneulted or informed, but 6 (Austria, Belgium, Denmark, France, Netherlande

’
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e T

- Poland) refer s'peeifib.elly to trade_unions, employers federations, and NGOs.

. Nofeach year ;

| ::“"Wlli act on the besls of the CSRe to be in Iln .

T W IR

Y the case of excessive macro '
*. potential s-anc:tio‘_ns. The assesst
':preweus year's CSRs is moreove

‘Not surprisingly, all these countries have a long tradition in involving social
* partniers (mostly trade unions and employers) or at least in drafting (if not .

writing) legislation. Sorne Menmiber States do not provide any information on the

~ role for social partners in the-SCP or NRP. This |e mostly the case in Eastern or -

Southern Europe (end the UK)

‘.‘

3. lmplementatlon of the Country Speclﬂc Recommsndetmns
"a. Scope of the analysis '

The CSRs are proposed annually by the COM in May on he basis of country-

digd in the Annual

specific analyses and the EU-wide. policy priorities p

The analysis of the follow—up by natlonsl go M
step in the European Semester: as the .
Council and adopted by the Council, it

r the Council-in deciding

1, whether to adopt tho s, and for alYiEbate in general.

i We. examined thalCSRs 8¢ by Re Council during the 2012 Semester
¢ Cycle, and evallial&€g | EU Member Stete reported Wlth

Mmic assistance pro‘g're‘m‘me‘— ‘Greece,
— djd not recelve recommendetlons in 2012, as

a quentitetwe assessment of the. :mplementstions-
gmmes), we first divided each CSR into more detailed
Ie‘ssified them -eCcording to B policy‘ d'omains. We

reported pohcy ﬁi“- end then applied these definitions to the detelled
recommendations. This epprosch (explained in detail in section 3¢ below) is
similar, whtle not identical, to the one used in the implementation assessment

. fby COM services (COM uses the categories "no progress”, "limited progress"
. "some prdgress" "substantial progress" and "full cempl:ence") It has to be

" undeilined that the COM services assessmerit of implementation is based not

only. on the information contained in the programmes, but also on bitateral

".meetlngs and country visits. The outcomes of this briefing are therefore not

directly comparable to the assessment done bythe COM, but can be seen as
complementary. This briefing provides an evaluation of how much information

~the Member States mcluded in their progremmes ss regsrds the implementation

of CSRs.
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'b. The Country Specific Recommendations in more detail
The CSRs issued during the 2012 European Semester contained a number of
recommeéndations on various policy areas. The first recommendation was
always related to the pursuit of budgetary stability, and included detailed
recommendations regarding medium-térm budgetary objectives, expendlture '
benchmarks or budgetary frameworks.

The content of the other recommendations varled across the Member States o

and could refer to different policy actions on which governments were
recommendad to act. For example, a recommendation on labour market reform
could contain specific recommendations to reform wage indexation systems, to
develop vocational fraining schemes to reduce youth employment or to
increase the performance of public employment servicegg

The flret column of Table 4 belew shows the totel W.m ber ef CS5Rs fer each

shows how meny of the CSRe were -issugd - MaCI'OE_ConomIC
Imbialance Procedure (MIP): at risk of
macroeconomic imbalances in 2012, ,end- £ mendations
ranged. between 1 (Sweden) to 5 (Spain} | o

In order to analyse the CSRs and their impler ion,'we made a pariition of
each CSR into specific sub-itemg_In et reform exemple above, if
a C8R (say the 3rd CSR) cover
split it into CSR 3a on wage ind
youth unemployment and CSR < yment services. - This

but doee net eeek o

(2_4 are the countrlee W|th the hlgheet number of
while the lowest numbers are observed for Denmark

derived 438 detBiedf" ommendatiene each CSR centeihe eh everage-‘ebout
three detailed ite \ :

Each of these 438 detailed recemmendatlons was then classified mto one ef six
pollcy domains: fiscal policy, labour market eoelal pollcy, market potlcy, the
environmeant, and financial markets ‘

Recommendations . erguebly do not unlquely fall in one. of these domelne for -
example, a recommendation fo improve vocational training improves the
functioning of the labour market, but has. a social dimension too. Nevertheless,
we chooss to order each detailed recemmendet:en ina elngle domain uemg the
following criteria.

8 The Appendix is an Excel file which is available upon request from: egovié@ep.europa.eu
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. The domain of fiscal policy includes all recommendations relating'to the
progress towards medium-term budgetary objectives (MTO) and the
" sustainability of public finances. It concerns measures to reform public spending
and taxation. The domain also covers recommendations like the set-up of fiscal
rules-or a fiscal council, the control of regional budgets, or measures to improve
budget reporting.

The labour market category includes all recommendations related to reforms of
the structure of labour markets, such as those addressing: the wage bargaining
system, labour productivity, unemployment (in particular amongst elderly and
- the youth), active labour market policies and participation rates (employment for
older or younger people, or discrimination of women and migrants). |

conditions, through promoting education, - ang ..||‘-‘.a= poverty and
discrimination. _ . . | -

The area of market policy includes recommgfdations relat Rl improving the
functioning of markets for goods and segfl raligation of

. products and services markets), intes ' [ ion and
- research, legal settings or the quality of pub Strati | '
- The category environment contg issues rel to environmental policies,
i with special focus on the reduc’a &f carbon emis¥@ns and the more efficient
use of energy. : ‘
Finally, the financial market domaiiy #mmendations related to
the banking sector (e s that may determine the
financial stability ofg pt, private sector credif flow
and the functioni
The country tables i detailed classification per domain
for each C afMses this information and shows the
number £ in each domain per country. Most
reco e | in the domalins of fiscal policy (163), labour
- mavReg(106) ai j fty (100), while recommendations on social
polic S (26), or environmental issues (8) are less
frequent r market related recommendations constitute actually

grommendations in each country, except in- Bulgaria,

18



Tabla 4- Ovarviow of CSRs and of detalled recammandatlons
number of CSR of which MIP ‘ numbar of detailed racommandatlons

21
30
19
14
16 |
19
34

18

Balglum

e |
Y

Bulgarla
Czach Republic
Denmark
Gurmanﬁ
Estonia

- Spaln
France

Italy

Cyprus

Latvia
Lithuania
Luxembourg -
Hungary

Malta .
Netherlands

OO0 0 B SO O WA GE OO WO R

Austria
‘| Poland
Slovania
Slovakia
Finland
‘Sweden
UK
| Bum

438

third in d more than a half in Slovakla)

2. Spain alsoJPas the highest ‘number of recommendations on Iabour :
market issues. Belgium, Luxembourg, France and Sweden also receive a .
high number of recommendations in this area.

3. Although measures to further open up markets are requested to all
countries,? the country where measures aimed at market liberalisation
and improvements in administration were most frequent was Bulgaria..
The Czech Republic, Lithuania, and Finland also recelved a rela’uvely
high number of recommendations in this domam '

9 Only.Luxembourg did not recelve any recommendation at all in this domain.
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Table 5 - Detalled CSR classified according to domaln

flscal policy labour market soclal markit ' ' financlal

‘ pollcy - - polley poliey. “"wm"mmt markets
Eelglum 7. 8 0 -3 1
Bulgaria ' L ‘
Czech

1 Republic
Renmark

-
)
M.

Germany

| Estorila
Spain
France

Italy .

Latvia
Lithuania
Luxsmbaotirg

Lo M
LI 5 - R

-
-
—_
-

m o~ th L W W O

O = O = O O O kh O " O o

Hunga'ry‘
‘Malta
Natherlands
Austria =
' Foland:

Slovenia

7
3
3
2
4
2
1
2
4
0
0
2
1

W 0~ R~ W G

W s W b

-
¥

| Slovakia - -
Fifand
Swaden
UK -3

R

PR R N O - T T T S R X . §
[« NN = N = N = I« I~

100 .8 26

sum ‘
435 . 038 1.13

average

4,
l.atvia, Poland and Slovakia have alee been
in thle eree

at least ‘
- 6.. Regarding #hancial markets recommendatlons were concentrated en'
.+ few countries. Spain was recommended to take action on four issues,
and the Netherlands, Denmark and Slovenia on three each. Other
countries received some recommendetrone on financial markets:
 Sweden received only six detailed recemmendetlone in total but two of
them referred to flnenclel markets. :

(A Repor;te'd, irnplementetiori ofthe CSRs
Based on the detailed recommendations, we analysed the 2013 NRPs to

identify the policy actions that national governments reported in’ order to
implement the 2012 recemmendatlens Netlonel governments _provided

20



information on each of the CSRs issued in 2012. In general their reply to the
first recommendation on budgetary stability was presented in the SCP
meanwhile information refernng to the other CSRs was included in the NRP. 10

Measuring progress with the impleméntation of the CSRs requires a clear
definition of the action, the extent of the action, as well as its timing. The
measures that we considered as policy actions are various: they might be iaws,
amendments to laws, or similar legal measures (like decrees, ordrnancee or
administrative changes), but also measures that do not actually require ‘a legal
change and might rather refer to an action plan, or to an agreement between
the government and regions, social partners, or with other countries.

We classified policy actions into five categories of implege ntation:

1) not done: if the government
) does not mentlon any. actron at all in reeponee

@ recommendation

it to be incorrect or irrelevant
2) not specified: if the government

3) promise: if the government : | '
a) has set up a committee, cemmreelen S@LOrking group to discuss the
. implementation of the CSHKy : \ ' '
b) states that it is considering,§ ir Bor, the CSR in the future
c) states to be commrtted to inf grbut made. no specific -

4) ' . . . .
| ngasure oPseveral steps, but the overall

wjs is the case when some — but not all
hgt taken,

d are under direct control of the government. Hence,
y whether the policy actions were actually been
implemented, h#Tk if the objectives of a certain measure were achieved.
For example, e recommendation required a reduction of youth

- unemployment, wg? did not measure progress in terms-of an actual reduction,
but took note of the actions that the government had reportedly taken to achieve
- this goal.

We synthetized the mformatlon qvallable in the NRP by classnfylng each
detailed 'recommendation into a ‘single category of implementation. For
example, suppose that in the case of a detailed recommendation that required a
change in the pension system by raising the retirement age and adapting its
- indexation, two measures were initiated by th‘e‘government accOrding.to the

the aim was

° Most governments submitted their NRP |n a standardized format. The NRP starts with the generel
. macroecenomic outlook, 'and successively preaents (i) a detailed reply to each ‘of the. CSRs, (Ii) a
" discussion of the Europe 2020 targets, and (i) a summary of all measures in detailed tables. :
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-and required some subjective evaluation.
‘In order t6 measure progress, we also.

~ actions, but also
" related to the @

have been taken aj

NRP. One was a legislative change on the retirement age already approved in
parliament, and another one was a proposal to modify the contribution system,
but was stil under discussion with social partners. In this case, the
recommendation was considered as partially implemented. The Appendix
provides additional information on each of the actions taken, reports the exact
wording presented in the programmes and allows for a detailed analysis. In the

-example above, the country table in the Appendix reporte both the IeglelatNe
: change and its discussion with social pertnere . .

If the government took . eeveral actions that were - at " different stagee of
implementation, we choose to- classify them by the average level of
implementation. Consider the same example of the pension system
recommendation previously discussed: since the govgfitigent introduced -a

_"Iegieletive change and a proposal of law that was’ under discussion, the -

progreee in the peneron reform was cleeeifled as pa i plemented, because

evaluation was beeed ori an assessment of ey o% ‘ gaess in this area,

The status of progress was assessed by sp&; Pitgther each ffasure was
implemented in 2012 or before, or whether anned to be introduced in
2013 or in the future (in which sgase ‘ h the .‘range over which the
actions are plenned) | \

Furthermore |t should. be noted ' r5:-'e:-:““ e\ndenoe on eny

or refoe that are not necessarily
) t ie additionel informetion ie quite

As th‘e e etween EU pnontree and netlonel polroymakmg,

plicit references to those EU goals in the
. a government We therefore addltronelly

we could hardly find any references to possible
rtaken or planned measures. Apart from a geheral
ent economic situation in Europe, and the policies that
e EL level, the potential impact on other Member States is
only mentioned when there is a specific request for cross-border bilateral

externalities
description of t

-agreements, like in the field of energy or banking supervision, or when

.' governments show their progreee relative t0 a European benchmark under the

EU 2020 strategy. Hence, it does not seem that Member States considered
their ‘reform measures as having relevance at the EU level. Nor is there a
concern that a lack of implementation could have negative consequences on
the EU. Even in fields with obvious links to area-wide consequences (banking)
or global problems (climate change), only some general remarks can be found.
Governments often commented that measures in the banking sector were in
line with EU recommendations, but the |mportence of (not) implementing this

 measure was not explalned



The country tables in the Appsndlx dlsplay, for each detailed rscommandatnon
the type of measures undertaken, the year of (planned) tmplemsntatlon the
status of implementation, and add|t|onal information, =

Table: 6 summarises the. status of |mplemantat|on of the detailed
recommendations. The bottom row shows that on average, 35% of the detailed
. recommendations have been implemented and 32% have at least been partially
implemented. This implies that nearly two thirds of all measures are at least on
“track. A further 22% are promised to be carried out: that lmpllas that jLISt 11% is
not specified in the NRP or not followed up at all.

Although the overall outiook seems quite satisfactory, thase averages conceal
wide differences in the degree of implementation acrosg countries, as some
made much less progress than others. Only ¢ Meigfemgtates have fully
implemented more than half of all the: detailed recomyt atlons Out of the 14
other Member States, 3 that have not fully lmplem & easure (Estonia,
Germany, and the UK) However, the picture is, A% a: tive when we take
. into account the percentage of partially implegifited ‘measurd nly 4 Member
States have not been abls to implement fuf i cagalf of all the

. Most Member Statss have started a substanh . 'bar of pollcy actions, even
if they did not fully |mplement &is the case for Belgium,
~ Bulgaria; Hungary, and Malta '

Some Me eciem@rerences to the recommandatmns when

| [ BQD the near to long-term future: promised reforms
igcussion stage, or are still undér negotiation.
ises of futura |mplamantat|on wsre Estonia,

s can ascount for tha varlatlon across Mambsr Statss
" For some. coun ¥ electoral calendar may slow down the execution of the
recommendations ile in other couniries, at the start of a new government, it
may take time forit to start implementing the meéasures. The complexity of the
reform or the negotiations within.the national framework may prolong the
implementation. process. too.” For example, abolishing restrictions ‘to. some
professions is an easier reform than .an overhaul of the judiciary system.
However, there is little evidence af differences |n the. status of mplamsntatlon
- across policy domams :

" The Belgian governr_t’lent Has started to Intplemant at least more than 80% of all detailad CSRs.

/
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Table & - Dotailed recommendations classlfled by status of lmplementation total number,
"and frequency (%) by category.

total partially .

couptry number rot dane no;-spac‘iﬂaﬂ prom!ge implemented ‘ done
Belglum 21 14 -1 0 67 . 14
Bulgarla 0 - 17 3 13 47 30
gﬁ;ﬁ';"c e | o 0 = '53 I 32
| Denmiark 14 14 0 29 0 57
Germany ~ | - 16 6 19 44 31
Estonla ' |. 19 11 0 63 26 0
|-spain Y 0 29 12 -
France 18 11 22 50 17
taly | 24 . o 0 17 38 48
Cyprus AT P 0 0 ' 20 .5
Latvia | 20 | .0 5 38
Lithugnia = | . 19 1 5 83
Luxembourg . 9 0 0 89
| Hungary 20 8 15
Malta 1 18 5 T
Netheriands 15 0 | 40
Austrla B Y , 3 24 57
| Potana 24 | 17 38 4
Slovanla BT 5 TR 83
| slovekia .. | 24 8 . 3
| Finland 15 A ¥ , .40 A
sweden | cdP | W& . ¢ “o. a7 et
UK f ' ' 13 ‘0
- average | | 2 0 - 38
- Table ts the degree of progress across the six policy

sle 7 below shows the average (percentage)
cy domain. In general, progress with policy
ite Gniform across domains. The majority of actions
at least partlally implemented the recommendations.

early half ‘of all actions are shifted to the ‘future as:
promises. The might be that not all social policy measures can be
infroduced at oncePPand require prior negotiation with social partnets. However,

a:similar delay in labour market policy cannot be detécted, even'if the social
_partners supposedly have a larger voice in this area. By contrast, measures on
‘financial markets and the enwronment have been fuliy or partlally mpl&mented
h |n the majorlty Of cases. ‘ ;

Only. for socia N
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*Table 7 - Status of Implementatmn by domain (frequency in %)

not done not specifted ‘ promiso . Imgf‘;ﬂ%‘;‘:a‘d dene '

fizcal policy ' . 8 8 . 23 - 21" ]
labour market policy 5 4 T 44 Ca3

‘ social polley 0 2 44 - ) 38 L 16 -
markat policy 7 1 2 ST
environment: 0 0o 13 63 ' .25_
financlal markets 4 4 o 15 23 . &4

| total 6 5 ) ' a2 26

4. Conclusions N
The aim of this briefing paper was to analyse the EU dif

programmes submitted by Member States in the
Semester 2013. The methedologlcal framework_p V¢

ibn in the national
ork of the European\

analyse and compare in a coherent way spe ontalned in the
SCPs and NRPs. We focussed on three rammes the
macroeconomic forecasts, the involvems apd social
parthers in the design of the program b it of the
progress in the implementation of the 20 Me was by using

exclusively the information provided by Membe Rales in their SCP and NRP,

y by Member States in their programmes addressed
rBrommendations, even.if the performance was unequal
gpver, the follow up, w_as rather unlfcrm across different

‘about two 't
across count .
pollcydomalns ‘

Based on the evid€nce found in this bneflng paper we can make the followmg
policy recommendations in order to improving the- Semester C‘.ycle

As the forecasts are subject to biases, a more consistent explanatlon of the
underlying methodologies should be published in the SCP and NRP.%? In
particular, the SCP should document several aspects of the forecasting
exercise: (i} the assumptions and methods underlying the calculation of
potential output; (i) the spillovers that the global economy, the impact of policies
in other Member S.tates and EU policies transmit on the domestic economy; an_d

2ng mentloned in the dlrectlve 2011/85/EU on requirements for budgetary frﬂmeworks for Member
States.
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- (i) whether forecasts are made under the assumption of a policy change or not
Furthermore, if internal inconsistencies are due to a political bias, forecasts
should preferably be checked or produced by an_ independent agency (as

required in the economic governance legislation). '

The involverent of national parliaments is of key importance in mplementmg '
EU policies at the national level. A lack of involvement of parliament — and
social partnérs — at the earliest stages of the European budget cycle poses a
threat to the accountability of EU policy measures. Parliaments should be more
- actively involved in the decision making and seek to take into account also the
European dimension in their policy deliberations. :

Measuring the follow-up of the CSRs is a crucial part for thg effectiveness of the
European Semester process. A publicly available mg#Stve of progress in
different policy areas serves as an indicator of succeg@hy ot just for the COM in
its. preparation of the new recommendations, TN essential also for
parliaments and the wider political debate. ' ' ’

‘This study was Ilmlted in scope as it ana

from obser\nng mformatlon curr
" an evaluation of the uncerfainty ‘ Oiic recasts which are
. presented as different scenarios in B uld allow appreciating
| up- and downside risks and wouldy the,discussion from forecast
‘ lanlmbate _ scenarios. In addition, it

- would be useful - ‘ on a colierent methodology aimed at

. assessing the jpffge | ' |
framework.
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Abstract

The July 20713 Council recommendations for the euro area recognise a number of fiscal and
macrostructural challenges, but they do not go far enough in expleiting the policy options rendered
possible by the European economic governance framework. There are particular problems with the
Council’s suggestions for the suro area as whole, because these suggestions are not {or are not
adequately) reflected by the country-specific recommendations. A major drawback is that e
Council recommendations do not give sufficienf importance to symmetric infra-euro area
adjustments. Reference to the euro area’s ‘aggregate fiscal stance’ is empty rhetoric. Insufficient
attention is paid to demand management. The most comprehensive recommendations are made on
structurat reforms {labour markets, product markets, business environment, and public finance
management). Whike the July/fAugust 2013 Ardicle IV IMF recommendations on macrececoncmic
policies could have been also more ambitious in certain aspects, still, they better cnrrespohd to tha
econamic situation of the euro area than the Council's recommendations. The President of the Euro
Group should continue the discussions on the completion of the economic governance framework,
including the completion of the banking union and the sefting-up of a euro-area institution
responsible for managing the euro area's aggregate fiscal stance.
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1.  Introduction

The European Semester, a yearly cycle of economic palicy coordination inaugurated in 2011, lies
at the heart of the European Union’s new econcmic governance framework. it starts with the
setting of the main priosities by the European Commission in the ‘Annual Growth Survey’, followed
by the submission and assessment of EU member state National Reform Programmes and
Stability and Convergence Programmes. It concludes with country-specific recommendations and
recommendations for the euro area as a whole.

EU member states are expected to implement the recommendations. The twe main EU
surveillance procedures, the Excessive Deficit Procedure {EDP} and the WMacroeconomic
Imbalances Procedure {MIP), are integrated into the European Semester, and nen-compliance
with the Council recommendations may trigger procedural steps, including sanctions.

The third European Semester was concluded by the Council recommendations on 9 July 2013, In
this Briefing Paper, we assess the main fiscal and macro-structural challenges and
recommendations for the eurc area and its member sfates. Given the space constraints of this
briefing paper, we focus on the main challenges for the euro area and therefore we cannot assess
the recommendations for all 17 euro-area member states'. Instead, in addition to
recommendations for the euro area as a whole, we assess the recommendations for the euro
area’s five largest economies: Germany, France, ltaly, the Netherlands and Spain. These five
countries account for 83 percent of euro-area GDP, meaning that they represent well the diversity
of the eurp area.

We first characterise the main economic, fiscal and financial conditions in the euro area to present
the situation against which the recommendations should be assessed. This is followed by the
summanry and our assessment of the main recommendafions for the eurc area as a whale and for
the five countries. For comparison, we also report the International Monetary Fund's
recommendations in the framework of the Arficle IV consultations for all five countries and the
euro area. Finally, we summarise our conclusions.

2. Economic and fiscal developments in the euro area

The figures in this section highlight the main economic and fiscal developments in the euro area,
which provide the basis for assessing the Council's and the IMF’s recommendations in the next
section.

! See Table on the 2012 and 2013 recommendations and the European Commission's assessment of the implementalion of the 2012

recommendations for all euro-area member states, as well as the recommendalions for the euro area, in Eurepean Parfiament {2013). See an
independant assessmant of ihe first two rounds of the European Semester in Hallerbery, Mazinotto and Welff {2012a,b).



Figure 1: Main indicalors of the economic cycle
GDP wolume: (2007=100) Quiput gap (% polendal GDP) Unemployment rate {36}
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Source: European Commission Spring 2013 forecast.

In 2012, euro-area GDP fell. It is expected to continue to fall in 2013, despite the recent posiiive
quarterly growth rate in 2013Q12. The output gap is forecast to widen from -1.2 percent of GDP in
2011 to -2.9 percent in 2013. There is also a growth deceleration in Gemmany and a forecast
widening of the oufput gap to -1.0 percent in 2013, though arguably, Germany is in the best
economic condition ameng the countries we consider. In the Netherlands, the output gap is
axpected o widen to -3.6 percent, and to even more in Spain and Iltaly. The unemployment rate
has also increased in all countries except Germany in recent years. Private consumpfion and
private investment have also declined in the eurc area during the past two years. Overall, the
cyclical position in the whole euro area has clearly worsened since 2011.

Figure 2. Main public finance indicators
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Source; Eurcpean Commission Spring 2013 forecast.

The euro area’s structural primary budget balance (ie the balance excluding inferest payments
and cleaned from the impact of the economic cycle and one-time items) is expected fo improve
from -1.6 percent of GDP in 2010 to 1.7 percent in 2013, reflecting an annual fiscal consolidation
effort of 1 percent of GDP per year during the past three years.

Therefore, a rather significant fiscal consolidation has been implemented at a time when ihe
cyclical position of the euro area has deteriorated considerably. There is no model that claims that
this was an optimal policy {see Box 1). Insiead, fiscal stabilisation should allow automatic

o




stabilisers to run in a cyclical downturn (in which case the structural deficit remains stable and the
actual deficit worsens}, or even implement a fiscal stimulus (when the structural deficit also
Wworsens).

The EU’s fiscal strategy was based con the conviclion that fiscal austerity is needed to restore
frust, to limit increases in debt and thereby to lay the foundations for sustainable growth.
Undoubtedly, low public debt has great benefits. But premature fiscal consaolidafion at the euro-
area level has side effects, and the need for fiscal consolidation at the country-level varies.

The public-debi-to-GDP ratio is indeed high and rising in Italy and particularly in Spain, and
therefore there was no alternative to fiscal consolidation {the only question was its pace).
However, debt levels are lower in Gemnany and the Netherands and no one questions their
sustainability. From 2010 fo 2013, Germany consolidated its structural primary balance by about 3
percent of GDP and the Netherlands by about 2 percent of GDP. These two countries have
strong policy regimes and more expansive fiscal policies better aligned to their negative output
gaps, and the needs of the euro area would have not led to concerns about debt sustainability. As
a compariscn, the US and Japan coniinue fo borrow at low interest rates despite their much
higher public debts and deficits. Therefore, the issue is not a return to ‘failed old debi-making
policies’ in highly indebied countries, but to ensure fiscal stabilisation at the eurc area level until
private demand is weak.

Buti and Carnot {2013) challenge some criticisms of the EU's fiscal strategy and essentially
conclude that fiscal consolidation was necessary in southern Europe, with which we agree. But
they are silent on developments of ihe aggregate fiscal stance of the euro area, which was
strongly influenced by the major fiscal consolidation by Gernmany and other eurc-area Member
States with sirong fiscal fundamentals during ihe past few years. They only note that the fiscal
stance of Germany is now broadly neutral, which they regard correct: again, this assessment
does not consider the implication of Geman fiscal stance for the aggregate euro-area fiscal
stance at a time when the cyclical posifion of the euro area is very weak.

The premature. aggregate eurc-area fiscal consolidation is hindering the deleveraging of the
private sector and rendering it more difficult for southern euro-area member states to implement
their necessary fiscal consolidation. It is also inhibiting the reduction in intra-euro area current-
account imbalances and pushing the eurc area to a current account surplus. This fast effect can
worsen global imbalances?.

We therefore conclude that the overall euro-area fiscal stance, significant consolidation from 2011
to 2013, was inconsistent with the sizeable deterioration of the cyclical poesition. Lack of an
authority responsible for the aggregate fiscal stance has therefore been a major handicap for the
euro area (Darvas 2012b, Wolff 2012).

Darvas (2010) wamed thal premalure fiscal consolidation &t the eurc-area level will likely lead to Ihese four side effects.

fY



Box 1: Academic findings on fiscal stabilisation, including in a monetary union

Is fiscal policy needed fo stabilise oulput? If the central bank is not constrained by the zero
fower bound on nominal interest rates, the classical models suggest no rofe for fiscal policy
in stabilisation (Mankiw and Weinzierl, 2011}, Mankiw and Weinzierl argued further that
even if the zero-bound is binding, the ceniral bank can stabilise aggregale demand by
committing fo fifture expansionary policy. Krugman (1998} made the same point by arguing
that with policy rates at zero, the central bank faces the dilemma of “promising credibly o
be irresponsible”. If that fails, Mankiw and Weinzer!, and Krugman, agree thaf expansionary
fiscal policy can increase output, although the former nofe that welfare gains are farger if
the fiscal reaction consists of tax changes rather than increased public spending. In
pracfice, central banks do not seem fo offset fiscal policy changes completely all the time.
Notably Auerbach and Gorodnichenko (2012) found that fiscal policy has significant effects
on oulput, particularly in recessions.

The fexthook role for fiscal policy in a multi-country monetary union is lo counteract national
shocks. Ferrero (2009) argued that countries should respond to idicsyncratic shocks by
varying dislorting taxafion and government debtf. Gali and Monacellf {2008) concluded that
when the central bank targefs aggregate price stabilily, national fiscal policy to smooth
idiosyncratic shocks is desirable both from the viewpoini of the individual country and the
entire monetary union. Nevertheless, in the current situation, countries that could most use
fiscal policy Rexibility do not have, or are af risk of losing, market access. Therefore an
important question is whether fiscal expansion in countries with fiscal space would have
positive spitiover effects and could be used as an {imperfect) substiute. Hebous and
Zimmermann (2013) found that the effect on output of a currency union-wide fiscal shock is
greater for most countries than the effect of a similarly sized national shock. As the fiscal
costs of an aggregate shock are considerably smafler for each single country than the costs
of purely domestic expansion, this favours coordination of fiscal polficies. However, the
impact on particular countries depends on their openness and frade links. For instance,
Cwik and Wisland {2011) argued that the spillover effects are quantitatively small.

it is not realistic though fo expect first-best coordination of fiscal policies decided by 17
euro-area national parfiaments. Therefore, there is on-going discussion about the need for
a European federal fiscal authorily (Darvas, 2012b; Wolff, 2012). Proponents of this argue
that it would act as a stabiliser during an economic downtum. Asdrubali et al (1996}
estimated in their seminal paper that the US federal state smoothed abouf 13 percent of
shocks to regional ouiput befween 1963-90. Cross-border flows of capilal income and
credit markets smoothed another 62 percent of shocks. In another study, Mélitz and Zumer
(2002) found that the central govemnment absorbed about 20 percent of regional shocks fo
personal income in the United Kingdom, the US and France, while the share was lower in
Canada. Finally, Furceri and Zdzienicka (2012) showed that risk sharing in the euro area is
substantially lower than elsewhere. Furthermore, if is considerably lower duting large
downtums when it is most needed. Fiscal infegration could therefore contribute fo the
stabifisafion of the economic cycle in the euro area, beyond other benefits such as further
development of cross-border credit and capital markests.

Froifnaen




Figure 3: Indicafors of extemal imbalances
Current account bakance (3% GOP} Med inkemalional imvestment position (% GDP) REER ULC {20000F=100}
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Source: European Commission Spring 2013 forecast (current account balance), Eurostat {net
infemational investment posifion) and Darvas [2012a) (unit-labour cost based real effective
exchange rate = REER ULC).

Note: The REER was calculated against ofher euro-area pariners. The REER considers the
business secfor excluding conslruction, real estate and agriculture, and was calculated using
constant 2008Q1 sectforal weighfs in order to limit the impact of compositional changes on the
REER.

In addition to fiscal consolidation, another concern has been the adjustment of external
imbalances. There has been significant progress on this. The previous current-account deficits of
Spain and ltaly are expected to turn to surpluses, and Spain’s intra-euro real affective exchange
rate has depreciated significantly {though ltaly’s has not)®.

However, while Spain's export performance is indeed impressive (Italy’s less so), if needs to be
further improved and sustained. Also, it is not easy to determine the parts played by improved
competitiveness and the cellapse of domestic demand in the improvement of the trade balance®.
Spain has a close to minus 90 percent of GDP net international investment position (NIIP), which
is largely comprised of debt and is much larger than the 35 percent threshold in the
- Macroeconomic Imbalance Procedure (MIP). Therefore, Spain's trade balance should shift to a
sizeable surplus in order to ensure external debt sustainability. Iltaly does not have a large
negative NIIP, but its exports have long been losing market share and its economic growth was
low even before the crisis. Real exchange rate depreciation could foster the development of the
tradable sector, which in furn could improve overall economic growth as a larger share of the
economy would face internatiocnal competition, fostering productivity growth. Therefore, major
adjustments still lie ahead. Since euro-area member states do not have a stand-alone currency,
intra-euro adjustment is necessary (though not sufficient).

Finally, the weak state of domestic banking systems in southem Europe constrains access to
credit. Non-performing loans continued to increase in Italy and Spain in 2012. Domestic problems
are accentuated by the simultanecus re-naionalisation of banking systems. Foreign banks have

3 We note that in Spain, the major reason for the fall in ULC was massive layolfs {Darvas, 2012a), with adverse social consequences.

Using a simple accounding identity, it is possible to calculate the roles played by exports and imports in the improvemant of the trade
balance. For exampie, in he case of Spain, imports contributed by about two-hirds when constant-price dada is used. But there were major
changes in the tems of trade and cwment-price data suggests thal exports had a two-third role. Beyond the accounting identity relating exports
ard imports to the trade balanca, the impact of domestic demand collapse on both imports and expors are nol known. For example, due e the
collapse of domestic demand, some preduces may have foreed to export, even if it is less profitable (and therefors less sustainabie). Therefore,
there is much conlroversy about the roles played by improved competitiveness and the collapse of domestic demand in the improvement of the
frade balance.
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significantly reduced their exposure to southem Europe and have therefore withdrawn a major
source of bank funding (Figure 4). Although cross-border intermediation has also decreased in
stronger countries, this is less of a problem for them because they received a massive private
capital inflow which also pushed down interest rates. Furthermore, the nature of the reduction of

bank exposure to Germany and the Netherlands was more related to the Lehman Brothers crash,
and exposure broadly stabilised socn after.

Figure 4: Foreign claims by European banks on selected couniries (bn USD), 1999Q4-2013Q
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Source: BIS.

Based on these observations, we highlight five major challenges for the euro area:

+ Aligning the aggregate fiscal stance of the eurc area with the aggregate economic
situation;

» Stimulating private investiment and consumption;

¢ Reducing unemployment in the harder-hit countries by either creating jobs in those
countries, or helping intra-EU mobility;

¢ Fostering symmetric the adjustment of intra-euro price/wage divergences and external
imbalances; :

¢ Fully reversing financial fragmentation.

3. The July 2013 Council recommendations
We now turn to the July 2013 Council recommendations, which are summarised in Table 1,
Table 1: Summary of July 2013 main recommendations adopfed by the Councif

Fiscal policy

FEE N




Cemand
management

Labour market

Product
market
fbusiness
environmert

Financial
system

L




Intra-euro
araa
adjustment

Private debt

Public finance
management

Other reforms

Source: Bruege! based on offficial documents.
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