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Abstract: 

Fiscal policy in the Euro area is still dominated by austerity measures implemented under the 

institutional setting of the 'reformed' stability and growth pact, the 'fiscal compact' and the 

EFSM. Building on a previous paper for the Euromemorandum conference 2012 the paper 

tries to give an update on the size of the austerity packages and their economic impact for the 

Euro area economies both in the past and in the future. The consequences of austerity for 

GDP growth both in the past and in the future can then be assessed with the help of plausible 

values of the fiscal multiplier. A special emphasis is put on the remaining leeway within the 

existing institutional framework. It is obvious that the framework is seriously flawed and will 

have to be changed dramatically, but it can be shown that even in the existing framework the 

leeway for a macroeconomically and socially more sensible fiscal policy is quite substantial. 

The European Commission must enable the national governments to use this leeway. 

 

 

1. Introduction 

Fiscal policy in the Euro area has been dominated by austerity measures implemented under 

the institutional setting of the 'reformed' stability and growth pact, the 'fiscal compact' and the 

EFSM with devastating economic, social and political consequences for several years. The 

serious risk of a vicious circle of consolidation efforts leading to higher deficits and debt 

levels and in turn to higher consolidation efforts a.s.o. that was addressed in a paper prepared 

for the 2012 Euro-Memorandum-Conference (Truger and Paetz 2012) has materialised. The 

three-step or even triple strangulation of the Euro area economy that was warned against may 

already be underway. However, there may be some sign of hope as recently the calls for a 

more expansionary fiscal policy, a public investment strategy a.s.o. even from within the 

mainstream have become louder.   

 

Against the background of these developments the purpose of the current paper is threefold: 

First, with respect to the recent past, the paper tries to identify the size of the austerity 

packages and its economic impact on the Euro area countries. Second, with respect to the 

future, the paper shows that the prospects for recovery in the Euro area are bad if the EU 

Commission’s current plans as expressed in the ‘country specific recommendations’ are put 

into practice. Third, the paper explores the leeway for a fiscal boost to the European economy 

that may exist even within the extremely strict current institutional setting.  

 

https://webmail.zedat.fu-berlin.de/src/compose.php?send_to=Achim.Truger%40hwr-berlin.de
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2. The extent of austerity so far (until 2014) 

It is difficult to assess the damage done by austerity measures in the Euro area so far as there 

is still considerable uncertainty about the exact nature and size of the restrictive discretionary 

measures taken. In order to get a first impression, in this paper the annual change in the 

structural primary budget balance is used as a proxy for the discretionary fiscal stance. The 

structural primary budget balance is the cyclically adjusted budget balance corrected for one-

off measures less interest payments on outstanding government debt. As a first step the EU-

Commission’s figures from the spring 2014 forecast are being used. As the method(s) 

employed by the EU-commission have proven to be highly sensitive to the endogeneity bias, 

i.e. the problem that potential output is highly sensitive to variations in actual output, a 

modified measure will be used in the second step. In order to do this the potential output 

estimates by the EU-commission’s spring 2010 forecast will be held constant so as to exclude 

any endogenous shift in potential GDP caused by the austerity measures. 

 

Table 1 gives an overview of the development of the structural primary budget balance in the 

Euro area countries from 2008 to 2014 (estimate) and the resulting cumulative discretionary 

fiscal stance from the trough of the crisis in 2009 as calculated by the EU Commission. 

Positive (negative) values for the fiscal stance indicate expansionary (contractionary) fiscal 

policy. As can be seen the so called ‘fiscal effort’, i.e. the discretionary measures taken in 

order to consolidate the budget is quite substantial. On average for the EMU-12 as a whole the 

cumulated volume of consolidation measures is more than 3 % of GDP from 2009 to 2015 

with the bulk of measures realised within only three years from 2011 to 2013. As was to be 

expected Greece and to a lesser extent Ireland, Spain and Portugal stand out with a total 

volume of 7.3 (Portugal) to 14.9 % (Greece) of GDP. France and Italy show substantial 

efforts slightly above the EMU-12 average whereas the Netherlands and above all Belgium, 

Germany and Austria consolidated to a much lesser extent. According to the EU 

Commission’s calculations Luxemburg and Finland even showed some small fiscal 

expansion. 
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Table 1: general government structural primary budget balance (SPB) and (cumulative) fiscal 

stance (annual change in the SPB), Euro area countries 2007-2015 in % of GDP 

   Balances 

    2007 2008 2009 2010 2011 2012 2013 2014 2015 

Euro area (12 countries)  0.8 0.1 -1.6 -1.5 -0.4 1.1 1.7 1.8 1.7 

Belgium  2.4 1.6 -0.3 0.0 -0.1 0.4 0.9 0.8 0.5 

Germany  2.0 2.0 1.9 0.4 1.6 2.7 2.8 2.4 1.9 

Ireland  -1.1 -6.7 -7.6 -6.1 -5.1 -4.2 -1.5 0.2 0.7 

Greece  -3.3 -4.7 -9.5 -3.3 1.1 4.0 5.9 5.4 4.7 

Spain  2.2 -3.1 -6.8 -5.1 -4.0 -1.0 0.6 1.1 0.1 

France  -2.0 -1.5 -3.7 -3.5 -2.2 -1.3 -0.7 0.0 0.5 

Italy  1.3 1.2 0.4 0.8 1.3 4.0 4.4 4.4 4.4 

Luxembourg  1.8 2.9 2.1 0.8 1.5 2.2 1.9 1.1 -0.7 

Netherlands  1.2 1.5 -2.0 -2.1 -1.7 -0.8 0.5 0.4 0.9 

Austria  0.8 0.7 0.1 -0.5 0.4 1.0 1.4 1.3 1.4 

Portugal  -0.8 -1.5 -5.7 -5.6 -2.1 0.8 1.6   

Finland  4.2 3.8 1.6 0.0 0.5 0.0 0.3 0.1 0.6 

   Fiscal Stance (2008-2015) 

   2008 2009 2010 2011 2012 2013 2014 2015 

Euro area (12 countries)   -0.7 -1.7 0.1 1.1 1.5 0.6 0.1 -0.1 

Belgium   -0.8 -1.9 0.2 -0.1 0.6 0.5 -0.1 -0.2 

Germany   0.0 0.0 -1.6 1.2 1.1 0.1 -0.4 -0.6 

Ireland   -5.6 -0.9 1.5 1.0 0.9 2.6 1.7 0.5 

Greece   -1.3 -4.9 6.2 4.5 2.9 1.9 -0.5 -0.8 

Spain   -5.3 -3.7 1.7 1.1 3.0 1.6 0.5 -1.0 

France   0.5 -2.2 0.3 1.3 0.9 0.5 0.7 0.4 

Italy   -0.1 -0.8 0.4 0.5 2.7 0.3 0.0 0.1 

Luxembourg   1.1 -0.8 -1.3 0.7 0.7 -0.3 -0.8 -1.8 

Netherlands   0.3 -3.5 -0.1 0.4 0.9 1.3 -0.1 0.4 

Austria   -0.1 -0.6 -0.6 1.0 0.6 0.4 -0.1 0.1 

Portugal   -0.7 -4.1 0.0 3.6 2.9 0.8   

Finland   -0.4 -2.2 -1.6 0.5 -0.5 0.3 -0.3 0.6 

   Cumulative Fiscal Stance (2010 – 2015) 

     2010 2011 2012 2013 2014 2015 

Euro area (12 countries)     0.1 1.2 2.7 3.3 3.4 3.3 

Belgium     0.2 0.1 0.7 1.2 1.0 0.8 

Germany     -1.6 -0.4 0.7 0.9 0.5 -0.1 

Ireland     1.5 2.5 3.4 6.1 7.8 8.3 

Greece     6.2 10.7 13.5 15.5 14.9 14.2 

Spain     1.7 2.8 5.8 7.4 7.9 6.9 

France     0.3 1.6 2.5 3.0 3.8 4.2 

Italy     0.4 0.9 3.6 3.9 3.9 4.0 

Luxembourg     -1.3 -0.6 0.1 -0.2 -1.0 -2.8 

Netherlands     -0.1 0.3 1.2 2.5 2.4 2.8 

Austria     -0.6 0.4 1.0 1.4 1.2 1.4 

Portugal     0.0 3.6 6.5 7.3 7.3 7.3 

Finland     -1.6 -1.1 -1.6 -1.3 -1.5 -1.0 

Source: EU Commission (2014a), author’s calculations.          

 

As already stated, however, the Commission’s method of calculating the fiscal effort is 

seriously flawed. During economic contractions the estimates of potential output are 

substantially revised downwards which means that a substantial part of the fiscal effort is 

wiped out, because a larger part of the actual deficit is registered as structural although in fact 

it may well just be cyclical, i.e. caused by the (in principle) temporary contraction. With large 
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and durable contractions as those that have to be observed in the Euro crisis the effects can be 

very substantial to the effect that a fiscal expansion is being identified although in fact fiscal 

policy was contractive. For Spain, for example the level of potential output was adjusted 

downwards by 4 % from the EU Commission’s spring 2010 forecast to the latest available 

forecast in spring 2014. This means that, other things equal and using a budget semi-elasticity 

of around 0.5,
1
 the Spanish government’s structural budget balance worsened by 2 % of GDP. 

This, of course, is bitter irony given the fact that austerity was responsible for most of the 

contraction since the 2010 recovery in the first place.  

 

In order to control for this effect we assumed that the development of potential GDP that was 

forecast in spring 2010 remained unchanged. In most cases and years this led to an upward 

revision of potential GDP and therefore also an upward revision of the structural budget 

balance, which automatically leads to more sizable estimates of the fiscal effort. For the 

calculations the EU Commission’s budgetary semi-elasticities for the individual countries 

(Mourre et al. 2013) were used and applied to the corrected output gap.
2
 Table 2 shows the 

results. As can be seen, in virtually all cases the resulting numbers for the fiscal effort are 

substantially higher. 

 

 

                                                 
1
 The budget semi-elasticity shows by how many GDP percentage points the budget balance is affected by a one 

percentage point change in the output gap, i.e. the percentage deviation of actual from ‘potential’ output.  
2
 Note, that accepting the potential output estimates from spring 2010 implies that the major downward revisions 

of potential GDP since the pre-crisis years are accepted – a highly contestable assumption that is only made for 

the argument’s sake. If one took pre-crisis potential output estimates as a baseline the effects on the fiscal effort 

calculations would even be much stronger. 
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Table 2: general government structural primary budget balance (SPB) and (cumulative) fiscal 

stance (annual change in the SPB), Euro area countries 2007-2015 in % of GDP 

(potential GDP growth as of EU Commission’s spring 2010 forecast) 
   Balances 

    2007 2008 2009 2010 2011 2012 2013 2014 2015 

Euro area (12 countries)  0.7 -0.1 -1.6 -1.5 -0.3 1.7 2.8 3.3 3.6 

Belgium  2.4 1.9 0.0 0.2 0.0 0.7 1.4 1.5 1.4 

Germany  2.0 1.1 1.1 -0.5 0.7 1.9 2.2 1.9 1.4 

Ireland  -1.1 -6.2 -6.8 -5.2 -3.8 -2.0 1.5 4.0 5.0 

Greece  -3.3 -4.4 -8.6 -1.2 4.8 8.9 12.4 13.5 14.6 

Spain  2.2 -3.0 -6.9 -5.5 -4.5 -1.0 1.4 2.7 2.5 

France  -2.0 -0.5 -2.7 -2.3 -1.0 -0.1 0.6 1.6 2.2 

Italy  1.3 1.0 0.4 1.0 1.7 5.2 6.3 7.1 7.8 

Luxembourg  1.8 3.4 3.2 2.7 4.0 5.3 5.9 6.1 5.4 

Netherlands  1.2 1.4 -1.9 -1.8 -1.0 0.6 2.9 3.7 5.0 

Austria  0.8 0.1 -0.3 -0.7 0.5 1.4 2.1 2.3 2.6 

Portugal  -0.8 -3.4 -7.6 -7.7 -3.8 0.1 1.9   

Finland  4.2 3.9 2.0 0.7 1.7 1.7 2.7 3.0 4.2 

   Fiscal Stance (2008-2015) 

   2008 2009 2010 2011 2012 2013 2014 2015 

Euro area (12 countries)   -0.8 -1.6 0.1 1.2 1.9 1.1 0.6 0.3 

Belgium   -0.5 -1.9 0.2 -0.2 0.7 0.7 0.1 -0.1 

Germany   -0.8 0.0 -1.6 1.2 1.3 0.3 -0.3 -0.5 

Ireland   -5.1 -0.6 1.6 1.4 1.8 3.5 2.5 1.1 

Greece   -1.1 -4.2 7.4 6.0 4.2 3.5 1.1 1.1 

Spain   -5.3 -3.9 1.4 1.0 3.4 2.4 1.4 -0.2 

France   1.5 -2.2 0.4 1.3 1.0 0.7 0.9 0.6 

Italy   -0.3 -0.6 0.6 0.7 3.5 1.1 0.8 0.7 

Luxembourg   1.6 -0.2 -0.5 1.3 1.3 0.6 0.2 -0.8 

Netherlands   0.2 -3.3 0.2 0.8 1.6 2.3 0.8 1.3 

Austria   -0.7 -0.5 -0.3 1.2 0.9 0.7 0.2 0.3 

Portugal   -2.6 -4.2 0.0 3.9 3.9 1.8   

Finland   -0.3 -1.9 -1.3 1.0 0.0 1.0 0.4 1.1 

   Cumulative Fiscal Stance (2010 – 2015) 

     2010 2011 2012 2013 2014 2015 

Euro area (12 countries)     0.1 1.4 3.3 4.4 5.0 5.2 

Belgium     0.2 -0.1 0.6 1.4 1.5 1.4 

Germany     -1.6 -0.5 0.8 1.1 0.8 0.3 

Ireland     1.6 3.0 4.9 8.3 10.8 11.9 

Greece     7.4 13.4 17.5 21.0 22.2 23.2 

Spain     1.4 2.4 5.9 8.3 9.6 9.4 

France     0.4 1.7 2.6 3.3 4.3 4.9 

Italy     0.6 1.3 4.8 5.9 6.7 7.4 

Luxembourg     -0.5 0.8 2.1 2.7 2.9 2.2 

Netherlands     0.2 1.0 2.5 4.8 5.6 6.9 

Austria     -0.3 0.8 1.8 2.5 2.6 3.0 

Portugal     0.0 3.9 7.7 9.5 9.5 9.5 

Finland     -1.3 -0.3 -0.3 0.7 1.1 2.2 

Source: EU Commission (2010, 2014a, 2014b), author’s calculations.          

 

Unless one believes in expansionary fiscal contraction or very low multipliers, a fiscal 

restriction in this dimension will certainly cause serious economic damage. In fact, a 

strikingly clear correlation between the cumulative fiscal stance and the development of real 

GDP since the trough of the crisis can be established. With the exception of Ireland and 
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Finland the countries that saw the strongest fiscal restriction (as calculated in table 2) 

obviously performed worst in terms of GDP growth (figure 1).
3
  

 

Figure 1: cumulative fiscal effort 2010 - 2014 in % of GDP and real GDP index (2009=100) 2009-

2014, Euro area-12. 

  

Source: EU Commission (2010, 2014a, 2014b), author’s calculations.          

 

3. The EU Commission’s idea of the future: austerity continued 

Governments’ deficits and debts in the EU are currently constrained by numerous rules. 

Those constraints had certainly never been simple in the past, but after the numerous hasty 

amendments they have become increasingly complex so that it is quite difficult to disentangle 

which of the constraints will most probably be binding for the different member countries 

from 2013 onwards. Three sets of constraints seem to be most important in determining the 

fiscal stance in the Euro area over the next 5 to 10 years: 

  

 The Excessive Deficit Procedure (EDP) within the Stability and Growth Pact (SGP) is 

currently being applied to eight Euro area members: Cyprus, France, Greece, Ireland, 

                                                 
3
 This result – to a somewhat smaller degree – also holds when the EU commission’s original data for the fiscal 

stance as displayed in table 1 is used. It gets stronger if instead of GDP domestic demand is used. 
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Malta, Portugal, Slovenia and Spain.
4
 It requires the general government budget deficit to 

be reduced to below 3 % of GDP. Member states under the EDP must bring their budget 

deficit below 3 % of GDP within a time period specified by the EU council.  

 The constraints for structural deficits under the Fiscal Compact. Member states that have 

not reached their medium term budgetary objective had already been obliged to decrease 

structural deficits annually by a minimum of 0.5 % of GDP under the old SGP. The Fiscal 

Compact has made these prescriptions more binding by calling for institutionalised debt 

brakes on the national level that are to ensure that cyclically adjusted deficits are kept 

under 0.5 % of GDP.  

 The new debt related branch of the EDP calling for a 1/20
th

 annual reduction of the part of 

the debt-GDP ratio that is above the 60 % threshold of the SGP. This rule will become 

effective after member states have left the EDP, because they have reached the 3-%-target 

with respect to the budget deficit. The consequences of this rule are the most difficult to 

calculate, because many assumptions have to be made. If we assume that all the deficit 

reductions necessary under SGP and fiscal compact are reached in 2016, real GDP growth 

equals the medium term EU Commission (modest) estimate for potential growth rate until 

2016 and then remains on its 2016 level, inflation is at 2 % for all member states and the 

average interest rate on public debt remains unchanged then the major part of 

consolidation will already have been achieved by the earlier deficit reductions.   

 

In table 3 we identify the fiscal stance that would apply if the Commission’s country specific 

recommendations for consolidation policies were put into practice (ECB 2014: 91-94). Under 

the usual no policy change scenario the Commission forecasts only mildly restrictive fiscal 

policies in 2014 (0.2% of GDP restriction for the EMU-12) and even a slightly expansionary 

stance (0.1% of GDP expansion for the EMU-12) with some differences between the 

individual countries. If its recommendations were put into practice a slightly more restrictive 

policy stance would result. However, as before, if one controls for the downward revision of 

potential GDP since 2010 the degree of restriction becomes much more pronounced: In this 

case the negative fiscal stance for the EMU-12 is as strong as 0.9 and 0.5 % of GDP for 2014 

and 2015, respectively. It is highly unlikely that the Euro area economy would recover much 

under these circumstances.  

 

                                                 
4
 Cyprus and Greece face even stronger restrictions as they are subject to financial assistance programmes.  
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Table 3: fiscal stance (change in the general government structural budget balance), Euro area 

countries 2007-2015 in % of GDP  

 
Fiscal Stance (EU Commission spring 2014 forecast),  

(+-scenario shows effect if Commission’s recommendations were put into practice) 

   2010 2011 2012 2013 2014 2015 2014+ 2015+ 

Euro area (12 countries)   0.1 0.9 1.5 0.8 0.2 -0.1 0.4 0.0 

Belgium   0.5 0.0 0.5 0.7 0.0 -0.2 0.5 0.6 

Germany   -1.4 1.2 1.2 0.4 -0.2 -0.4 -0.2 -0.4 

Ireland   0.4 0.9 0.5 1.7 1.7 0.4 1.7 0.9 

Greece   5.6 3.1 5.0 3.0 -1.0 -1.4 -0.5 -0.9 

Spain   1.5 0.6 2.4 1.3 0.4 -1.1 0.8 0.8 

France   0.3 1.1 1.0 0.8 0.6 0.4 0.8 0.8 

Italy   0.5 0.1 2.1 0.6 0.1 0.1 0.7 0.7 

Luxembourg   -1.3 0.6 0.7 -0.3 -0.8 -1.9 -0.8 -0.1 

Netherlands   0.0 0.4 1.1 1.4 0.0 0.5 0.5 0.5 

Austria   -0.5 1.0 0.6 0.5 -0.1 0.1 0.6 0.6 

Portugal   0.1 2.3 2.6 0.8   0.5 0.5 

Finland   -1.5 0.5 -0.5 0.4 -0.3 0.6 0.0 0.6 

 

Fiscal Stance  

(Commission spring 2014 forecast corrected for revisions of potential output since spring 2010) 

(+-scenario shows effect if Commission’s recommendations were put into practice) 

   2010 2011 2012 2013 2014 2015 2014+ 2015+ 

Euro area (12 countries)   0.2 1.0 1.9 1.3 0.6 0.3 0.9 0.5 

Belgium   0.4 -0.1 0.6 1.0 0.3 0.0 0.8 0.3 

Germany   -1.5 1.2 1.4 0.5 -0.1 -0.4 -0.1 -0.4 

Ireland   0.5 1.3 1.4 2.5 2.5 0.9 2.5 1.4 

Greece   6.8 4.6 6.3 4.5 0.7 0.4 1.2 0.4 

Spain   1.2 0.5 2.9 2.0 1.3 -0.2 1.7 1.3 

France   0.4 1.1 1.0 1.0 0.8 0.5 1.0 0.7 

Italy   0.7 0.4 3.0 1.3 0.8 0.7 1.4 0.7 

Luxembourg   -0.5 1.2 1.3 0.6 0.2 -0.9 0.2 0.9 

Netherlands   0.3 0.8 1.7 2.4 0.9 1.3 1.4 0.8 

Austria   -0.2 1.2 0.9 0.8 0.2 0.3 0.9 0.1 

Portugal   0.0 2.7 3.6 1.8     

Finland   -1.2 1.0 0.1 1.1 0.4 1.1 0.7 0.8 

Source: EU Commission (2010, 2014a, 2014b); ECB (2014); author’s calculations.          

 

4. A pragmatic way forward: using the existing institutional leeway to boost the 

European economy 

What can be done instead to help the Euro area economy recover strongly? Of course, the 

current institutional framework with the SGP and the fiscal compact does not offer a generally 

favourable climate for expansionary fiscal policy. However, without a substantial fiscal 

expansion for at least a few years the Euro area will hardly escape from stagnation (or 

deflationary stagnation or depression). As in the short run major institutional reforms do not 

look very probable, alternative ways will have to be found within the existing framework. 

Here are some options: 

 

 Recently, there have been some feeble signs that the need for a fiscal stimulus is 

recognised even within the economic and political mainstream. For example 

international institutions have demanded that Germany use up its safety-margin to its 

MTO and the limits of the debt brake and increase public investment in order to 
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stimulate domestic demand, increase imports and help its neighbours to recover. 

Currently, the safety margin as calculated by the EU Commission is in the order of 

magnitude of 1 % of GDP and 0.5 % of GDP in 2014 and 2015 respectively (see table 

4). If that were in fact used to increase public (investment) spending, the overall effect 

for the Euro area economy would not be very large, but certainly not completely 

negligible. 

 The EU-Commission should use aggressively any leeway within the preventive as 

well as the corrective arm of the SGP in order to allow for a more expansionary fiscal 

stance.
5
 For example, in the preventive arm deviations from MTO or the adjustment 

path – especially those that stem from increases in public investment – should be 

handled in a more generous way. The same applies for the setting of deadlines within 

the corrective arm.  

 In combination with the latter point the EU Commission must develop a more realistic 

attitude as to fiscal multipliers. Spending multipliers – especially for public investment 

– are well above one which means that such spending increases will be self-financing 

to a large extent (50-75%). If this were taken into account when evaluating national 

stability programmes and for the remaining temporarily higher deficit the leeway 

within the preventive and corrective arm were used, the potential positive fiscal stance 

could be substantial. 

 In combination with the latter two points, a reassessment of the cyclical adjustment 

procedure underlying the calculation of structural budget balances could help 

tremendously. As already demonstrated this could lead to a more realistic picture of 

the fiscal effort that has already been undertaken by the member states which in turn 

would make it easier to justify special cases under the preventive and the corrective 

arm. The upward revision of (negative) output gaps would underline the extremely bad 

cyclical condition in which many member states find themselves. It is simply 

ridiculous to assume (as the Commission does) that the Greek output gap in 2015 will 

only be -4 % when the Greek economy will have lost about a quarter of its pre-crisis 

output. Last but not least, the estimates of the structural budget balance could be 

revised upwards lifting some states above their MTOs so that they would enjoy 

additional leeway. For example, table 4 shows that Finland, Luxemburg, Italy, the 

Netherlands and Ireland would already have reached their MTOs in 2014 if the 

                                                 
5
 For an overview of the potential flexibility that is provided within the European fiscal rules see Micossi/Peirce 

(2014) although the authors’ conclusion that the rules provide sufficient flexibility and that therefore there is no 

need for reform is not shared.  
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structural balance had been calculated with the potential growth estimates of the pre-

austerity-era in spring 2010. 

 

Table 4: general government structural budget balance, Euro area countries 2007-2015 in % of 

GDP  

 Structural balance (EU Commission spring 2014 forecast) 

  2012 2013 2014 2015 

Euro area (12 countries)  -2.0 -1.3 -1.1 -1.2 

Belgium  -3.0 -2.3 -2.3 -2.5 

Germany  0.3 0.6 0.5 0.0 

Ireland  -7.9 -6.2 -4.5 -4.2 

Greece  -1.0 2.0 1.0 -0.4 

Spain  -4.1 -2.8 -2.4 -3.4 

France  -3.8 -3.0 -2.3 -2.0 

Italy  -1.5 -0.9 -0.8 -0.7 

Luxembourg  1.7 1.4 0.6 -1.3 

Netherlands  -2.7 -1.3 -1.3 -0.8 

Austria  -1.6 -1.1 -1.2 -1.1 

Portugal  -3.5 -2.6   

Finland  -1.0 -0.6 -0.9 -0.3 

 
Structural balance  

(Commission spring 2014 forecast corrected for revisions of potential output since spring 2010) 

  2012 2013 2014 2015 

Euro area (12 countries)  -1.5 -0.2 0.4 0.7 

Belgium  -2.7 -1.8 -1.5 -1.5 

Germany  -0.4 0.1 0.0 -0.4 

Ireland  -5.7 -3.2 -0.7 0.2 

Greece  3.9 8.4 9.1 9.5 

Spain  -4.1 -2.1 -0.8 -1.0 

France  -2.6 -1.6 -0.8 -0.3 

Italy  -0.3 1.1 1.9 2.6 

Luxembourg  4.8 5.4 5.7 4.8 

Netherlands  -1.3 1.1 2.0 3.3 

Austria  -1.2 -0.4 -0.3 0.1 

Portugal  -4.2 -2.4   

Finland  0.7 1.7 2.1 3.2 

Source: EU Commission (2010, 2014a, 2014b); ECB (2014); author’s calculations.          

 

 

5. Conclusion 

In the medium to long run the Euro area (and the EU) needs a complete reform of its 

institutional framework to foster growth and employment and to protect and strengthen the 

welfare state. However, even in the short run the current institutional framework (SGP, fiscal 

compact) offers enough interpretational leeway to allow for a substantial fiscal expansion that 

could boost the European economy for the next two or three years. The new European 

Commission must act responsibly and use the opportunity.  
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