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Since the paper on “Reforming European Economic Governance” (IIEA, May 2013) was 
completed, the “two-pack” has come into operation, the 2013 European Semester process has 
been completed and the 2014 process has commenced. This addendum updates the developments 
to January 2014. 

Submission of draft budgets
Under the “two-pack” legislation, draft budgets of the euro Member States must be submitted 
to the Commission and published by 15 October each year. This was implemented for the first 
time in 2013.

The requirement does not formally apply to countries in a macro-economic adjustment 
programme, since they are being monitored separately. However, Ireland did move to the new 
timetable for publishing its budget and “consulted” the Commission about the budget before 
publishing it on 15 October 2013.

13 countries submitted their draft budgets by 15 October under the new process. On 15 
November, the Commission published its overall assessment of the draft budgets1. No draft 
budgetary plan was found in serious non-compliance with the obligations of the Stability and 
Growth Pact (SGP) and it was not necessary to request revised budgetary plans. However in 
several cases the Commission found reasons for substantial criticism and called on the Member 
States concerned to take its opinion into account in the finalisation of the budgets.

The Commission came to the following conclusions:
“1. For two countries (Estonia and Germany), the draft budgetary plans are found to be 
compliant with the SGP provisions2.

2. For three countries (France, the Netherlands and Slovenia) the draft budgetary plans 
are found to be compliant but without any margin for possible slippage, as this would put 
the correction of the excessive deficit at risk. The Commission invites the authorities to 
rigorously implement the budget.

3. For three countries (Belgium, Austria and Slovakia), the draft budgetary plans 
are found to be broadly compliant. While the countries are on track to correct their 
excessive deficits by the 2013 deadline, their plans might result in some deviation  

1  2014 Communication from the Commission Draft Budgetary Plans for the Euro Area: Overall Assessment of the Budgetary Situation 
and Prospects COM(2013) 900 final 15 November 2013
2  However the Commission noted that in Germany the MTO had been overachieved
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from the adjustment path towards the medium-term budgetary objective (MTO). The 
Commission invites the authorities to ensure full compliance with the SGP within the 
national budgetary process.

4. For five countries (Spain, Italy, Luxembourg, Malta, Finland), the draft budgetary 
plans pose a risk of non-compliance. For Spain and Malta, the plans contain risks as 
regards compliance to the EDP recommendations. For Italy there is a risk that on 
current plans the debt reduction rule would be breached in 2014. For Luxembourg 
and Finland there is a risk of significant deviation from the adjustment path towards 
the medium-term budgetary objective. The Commission invites the authorities to take 
the necessary measures within the national budgetary process to ensure that the 2014 
budget will be fully compliant with the SGP and notably to address the risks identified 
in the assessment.

5. For the euro area as a whole, public debt is expected to stabilise. The large consolidation 
efforts implemented over the past years are now bearing fruit. Supported by the nascent 
recovery, the average headline budget balance is expected to be brought below the 
reference value of 3% of GDP. Those countries that face the largest fiscal challenges plan 
to implement the strongest consolidation efforts, showing some degree of differentiation 
according to fiscal space. However, only two Member States have attained their MTO, 
implying that further consolidation is necessary.

6. According to the plans, the aggregate fiscal effort, as expressed by the change in 
the cyclically adjusted budget balance net of one-off and temporary measures, would 
amount to 0.25% of GDP next year. While the low fiscal effort may point to an overall 
insufficient response to the euro area’s fiscal challenges, the structural balance may 
underestimate the total sum of fiscal measures due to a lower than normal response 
of revenue to economic growth and due to the current subdued growth of potential 
output in a medium term perspective.”

Submission of Economic Partnership 
Programmes
A Member State which is in the corrective arm of the Excessive Deficit Procedure is now 
required to prepare an Economic Partnership Programme (EPP) describing the policy measures 
and structural reforms that are needed to ensure an effective and durable correction of the 
excessive deficit. This only applies to Member States entering the EDP in 2013 or receiving 
new recommendations, so Ireland did not need to prepare an EPP. Five Member States (Spain, 
France, the Netherlands, Malta and Slovenia) submitted them in this process.

The EPP is to be a “one-off ” document, with implementation to be monitored through the 
National Reform Programmes and the Stability Programmes.
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European Semester 2014
The European Semester 2014 started with the publication by the Commission of the Annual 
Growth Survey (AGS) in November 2013. It concluded that the five priorities agreed in 2012 
and 2013 remain valid:

•	 Pursuing differentiated, growth-friendly fiscal consolidation 
•	 Restoring lending to the economy 
•	 Promoting growth and competitiveness for today and tomorrow 
•	 Tackling unemployment and the social consequences of the crisis 
•	 Modernising public administration. 

It suggested that the top priority now is to build on growth and competitiveness.

The Alert Mechanism Report (AMR) 2014, which is the starting point for the Macro-economic 
Imbalance Procedure (MIP), was also published in November 2013. It used the same set of 11 
indicators as in the 2013 AMR. It identified 16 Member States for in-depth reviews, compared 
with 13 in 2013. 

The most newsworthy decision was that an in-depth review of Germany should be carried out 
because the 3-year average of its current account surplus exceeds the upper threshold of 6% of 
GDP (the lower threshold is 4%, which is not symmetrical). This decision was not well received 
in Germany! Luxembourg and Croatia were also identified as needing in-depth reviews for the 
first time. 

The in-depth reviews are just a stage in the MIP procedure. Following them, the Commission 
decides whether there is an excessive imbalance requiring the opening of the excessive imbalance 
procedure or, as has been the case so far, makes recommendations to be taken on board in the 
National Reform Programmes or Stability Programmes.

Countries in a macro-economic adjustment programme are not subject to the MIP, though data 
showing the position of all MS under the 11 indicators is included in the AMR. The 2014 report 
indicates that the situation of Ireland will be assessed after the completion of the programme. 


