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New CER analysis proposes stricter fiscal enforcement by the
European Commission

The EU’s fiscal rules, which constrain member-states’ budget policies, are in desperate need of reform.
They are too complicated, impose unrealistic demands on some countries, and lead to government
overspending in economic booms and underspending in recessions. Member-states have only met the
rules around half the time they were in force.

After suspending the rules in the wake of the pandemic, the European Commission recently proposed
that hard-coded rules applied to all member-states should be replaced with multi-year debt-reduction
plans, which would be individually negotiated with each member-state. It offered a way to reconcile
debt sustainability with fiscal support during recessions and room for public investment. But frugal
member-states, led by Germany, worry that the Commission would use its discretion to be soft on
high-debt countries and want to maintain numerical debt reduction targets that are not tailored to
individual countries.

The CER policy brief, ‘Five proposals for enforceable fiscal rules; explains why the history of EU fiscal
rule enforcement shows this is a mistake. The same rigid rules cannot be imposed on a‘one size fits all’
basis because economic and political circumstances differ between countries, and Europe’s growth and
inflation regime changes over time. Constraining member-states during recessions would only tempt
them to once again lobby the European Commission to weaken enforcement.

The Commission needs discretion to agree debt reduction plans with member-states in a way that ensures
that budget policy keeps pace with economic developments and can address critical EU challenges like
climate change or military defense. But the Commission cannot ask member-states to trust it blindly on
enforcement. The policy brief proposes a way out of the dilemma: coupling Commission discretion with
stronger enforcement mechanisms to get member-states to follow debt reduction plans. The proposals of
both the Commission and the German government fell short on enforcement.

The authors argue that:
* Fiscal supervision should be closely aligned with electoral cycles to allow new plans to be made
when a new government enters office. The Commission’s proposal — that member-states could set
debt reduction plans for seven years without updating them - is too lengthy.
* The Commission should only move to enforce the agreed fiscal framework when other
member-states are endangered by fiscal policy in one country, and not use enforcement to
fine-tune policy.
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* The Commission should have a wider range of carrots and sticks to use against member-states.
The EU should set therefore aside a portion of future EU funds as incentives for good fiscal
behaviour and redesign fines so they act as a scale of escalating warning signals to bond markets,
even if they are unlikely to be imposed in practice.

* The EU should provide a funding base to help independent national fiscal watchdogs across the
continent.

Commenting, one of the report’s authors, Sander Tordoir, said:
“If the EU does not develop a smarter system for enforcement, the fiscal rules will remain a paper tiger, no
matter how strictly they are set.”

Notes for editors:

For further information on the new research and to request an interview with Sander Tordoir
@SanderTordoir, Jasper van Dijk @jasperhvandijk or Vinzenz Ziesemer @\/JZiesemer please contact
Octavia Hughes in the CER press office on pressoffice@cer.eu or +44 (0) 20 7233 1199.

The Centre for European Reform is a think-tank devoted to making the EU work better and strengthening
its role in the world. The CER is pro-European but not uncritical. Follow us on Twitter: @CER _EU
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