
 

EU proposes revamped spending rules to
boost growth

April 26 2023, by Raziye Akkoc

  
 

  

The EU's executive arm wants to reform a set of rules that aim to ensure
budgetary discipline among member states.

The EU proposed an overhaul of its fiscal rules on Wednesday, a long-
awaited reform that has divided member states over how to encourage
investment while bolstering scrutiny of government spending.
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The European Commission, the EU's executive arm, presented the
proposal to simplify the complex rules, known as the Stability and
Growth Pact, which limit how much the bloc's 27 member states can
borrow.

Critics say the rules have failed to prevent debts from rising among the
27 member states and must be reformed to fit with the reality of the
bloc's diverse economies.

But the commission also pointed to boosted defence spending as Brussels
comes to terms with what the reality of war raging on the bloc's
doorstep, in Ukraine, means for EU countries.

The pact is currently suspended following the COVID pandemic and the
Ukraine conflict.

But the reform has split the bloc between the more frugal northern
countries, including Germany, and southern states like Italy.

There will now be months of rancorous negotiations between member
states and the European Parliament because different countries want
changes for different reasons.

The commission has set an ambitious target of concluding the
negotiations by the end of this year but that appears unlikely at this
stage.

Germany, a staunch defender of fiscal discipline, fears the reform will
overly relax the European Union's budgetary straitjacket and undermine
fairness within the bloc. Italy and others argue the rules constrain their
ability to invest.

German Finance Minister Christian Lindner hit out at the changes.
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"Germany cannot accept proposals that amount to a weakening of the
Stability and Growth Pact," he said, adding "significant adjustments"
were needed.

The pact currently stipulates that states' public deficits should not go
above three percent of gross domestic product, and debt should stay
below 60 percent of GDP.

Soaring debts

Wednesday's proposals do not deviate far from what the commission
first announced as plans for reform in November 2022.

The three-percent deficit and 60-percent debt targets will stay, but there
will be more flexibility through individual plans for debt reduction tailor-
made for each country.

"We simultaneously ensure both equal treatment and consideration of
country-specific situations," the EU's economy commissioner, Paolo
Gentiloni, told a news conference.

The EU also wants to give wiggle room for countries to invest in digital
and green transitions as Brussels tackles the challenge from the United
States and China, where energy costs are cheaper and lavish subsidies
risk luring businesses away from Europe.

The commission also said the bloc would need to "increase defence
capabilities" through "high levels" of investment and reform.

EU member states' debts have rocketed in the past 15 years, and the only
thing every country agrees on is the need to reform the pact.

Today, Italy's debt is almost 150 percent of GDP, while France's is
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around 110 percent—well above the bloc's limits.

The commission proposed that countries present their own gradual
adjustment trajectory, through reforms and investment, to bring their
deficit down over a period of at least four years.

France, Germany disagree

The commission also appeared to try to satisfy Germany with a proposal
that says member states must reduce their deficit by 0.5 percent per year
if it is above three percent of GDP.

But France was not happy with the change.

"Certain points go against the spirit of the reform... We are against
uniform automatic rules for reducing the deficit and debt," French
Finance Minister Bruno Le Maire said.

There will still be a "general escape clause" in the case of a severe
economic crisis.

The EU suspended the pact in 2020 to allow member states to pour
money into their economies during the coronavirus pandemic.

That was extended last year to let states raise spending to protect
households and businesses from sky-high energy prices.

The rules were due to come back into force again next year but last
month Brussels said there would be a gradual return as it told members
to rein in spending in 2024.
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