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ABSTRACT

This article explores the reform of the European Union’s fiscal framework, fo-
cusing on the evolution of fiscal rules, their implications, and the recent up-
dates introduced in 2024. The analysis begins with an overview of the EU’s fiscal
governance structure, emphasizing its historical foundations in the Maastricht
Treaty and subsequent reforms. The study employs a review-based method-
ology, analysing key policies such as the Stability and Growth Pact, the Fis-
cal Compact, and the European Semester. The 2024 reform is critically exam-
ined, highlighting its central aim to ensure sustainable public finances while
enabling counter-cyclical policies and addressing macroeconomic imbalances.
The findings indicate improved flexibility and sustainability compared to pri-
or frameworks, yet challenges persist, such as balancing fiscal discipline with
necessary investments in transnational public goods and addressing dispari-
ties among Member States. We contribute to understanding the complexities
of EU fiscal governance and offer insights into future policy directions to en-
hance economic resilience and integration.
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INTRODUCTION

Many countries around the world have had long-standing fiscal defi-
cits, which have contributed to rising public debt since the mid-1970s
(Minea and Villieu 2012, 1), which increased during the 2008 financial
crisis and in response to the sovereign debt response. In response, rule-
based fiscal frameworks have become the new trend for the conduct of
fiscal policy. This pronounced focus of monetary policy on monetary obje-
ctives has increased the burden placed on fiscal policy as a shock absorber
(Vinturis 2022, 4). According to the IMF Fiscal Rules Database (Davoodi
etal. 2022), by 2021, 106 countries had already adopted some form of fiscal
framework. Fiscal rules are designed to address distorted incentives and
contain pressures to overspend, especially in good times, in order to ensure
fiscal responsibility and debt sustainability (Budina et al. 2012). They also
narrow the discretion of the government to prevent short-term oppor-
tunistic behaviour that would be detrimental to a stable and sustainable
fiscal policy. The lack of coordination of fiscal and macroeconomic poli-
cies and imbalances in public finances between Member States in EU has
led to fundamental changes and upgrades in economic governance in the
EU (Cok et al. 2021). As a result of the COVID-19 outbreak, the European
Union effectively suspended the enforcement of its fiscal rules through
the activation of the general escape clause in early 2020 - an extraordi-
nary measure that has remained in place untill 2024, fundamentally alte-
ring the trajectory of fiscal governance within the Union.

AN OVERVIEW OF THE EU’S FISCAL REFORMS

The Maastricht Treaty (1992), signed at the end of the recessionary period
at the end of the last millennium, helped to establish a single mone-
tary authority and independent regional fiscal policies, constrained by
rules that would prevent the possible negative externalities of irrespon-
sible practices (Postula 2022). Today, we have four interlinked elements
in European Union: the Stability and Growth Pact, the Fiscal Compact,
the Macroeconomic Imbalances Procedures and the European Semester.
In addition, the European Stability Mechanism (ESM) was created as a
permanent EU anti-crisis fund to provide assistance to Member States
facing financial difficulties.

The EU’s fiscal framework has undergone a number of reforms (Arnold
etal. 2022). The 2005 reform of the Stability and Growth Pact (SGP) aimed
to strengthen the economic rationale of the rules and improve their flexi-
bility by introducing country-specific medium-term targets set in terms
of structural fiscal balances (Bokemeier and Wolski 2022, 217-226). EU
economic governance has been improved with the implementation of the
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Economic Governance Package (2011), with greater macroeconomic surve-
illance introduced to increase compliance with the rules (Pappa 2020, 4).
Enforcement of fiscal commitments was also to be improved by adding an
expenditure benchmark to the preventive arm and making the debt crite-
rion in the corrective arm more operational by adding a debt correction
rule requiring a country to reduce the difference between its debt level and
60% of GDP by 1/20 annually (Arnold et al. 2022, 5). In 2012, twenty-five EU
Member States signed the Fiscal Stability Treaty. This included the Fiscal
Compact, which sets out the golden rule and dictates balanced budgets
or surpluses. In 2016, the European Fiscal Committee was established,
which acts as an advisory body to the EC. The EU'’s fiscal framework, which
was in place until the 2024 reform and is officially called the Stability and
Growth Pact, consists of four main numerical rules (Tordoir, van Dijk and
Ziesemer 2023, 3). Under the deficit rule, Member States must ensure that
their budget deficit does not exceed 3% of their gross domestic product
in any year. To comply with the debt rule, Member States must ensure
that their government debt does not exceed 60% of government GDP. If
this threshold is exceeded, measures must be taken to reduce it by one
twentieth of the distance to 60 percent. Countries should aim to achieve
a budget balance that is either in balance or in surplus over the medium
term. This means that they should aim to limit the structural deficit to
0.5% of GDP. The structural deficit is the deficit excluding the effects of
the business cycle. The expenditure benchmark requires Member States
to limit the growth of government expenditure to the medium-term value
of potential GDP growth plus inflation. This should automatically reduce
the debt-to-GDP ratio, as public expenditure would grow more slowly than
the economy as a whole. National governments in the EU have often failed
to follow these four rules. As fiscal policy is still largely in the hands of
Member States, the EU institutions need very concrete reasons to inter-
vene. If an EU country does not respect its deficit or debt limits, the so-ca-
lled corrective arm of the Pact comes into play. If the initial warning to the
Member State does not lead to a tightening of fiscal policy, the Commis-
sion recommends to the Council of Ministers the opening of an ,exces-
sive deficit procedure”, which requires the Member State to adjust its fiscal
policy within an agreed period. In the event of serious infringements, the
Commission can impose fines of up to 0.2% of the national GDP of the
country concerned (Tordoir, van Dijk and Ziesemer 2023, 5). This has never
happened in practice.

While there are alternative policies to fiscal frameworks that can help
fiscal discipline, notably fiscal consolidation, these two policies differ in
two important dimensions. First, fiscal consolidation is usually short-term,
in the form of ,shock therapy”. According to Bamba et al. (2020, 21), half



148

POLITICKE PERSPEKTIVE, Vol. 15, No. 1, 2025
CLANCIISTUDIJE

of the 123 fiscal consolidations identified lasted no more than two years,
while less than 20% were longer than five years. In contrast, among the 185
countries studied, only about one-tenth abandoned fiscal rules after they
had been adopted, suggesting that fiscal rules are ,long-lasting constraints
on fiscal policy” (Vinturis 2022, 5). Second, the objectives pursued by fiscal
discipline are also different. Fiscal consolidations are short-term actions
aimed at avoiding the imminent risk of large fiscal imbalances. In contrast,
fiscal rules are designed as part of a defined fiscal framework, aiming at
a sustainable arrangement characterised by smaller deficits. Unlike fiscal
consolidations, which signal imbalances, they are designed to steer the
economy towards a new equilibrium. This is confirmed by Berganza (2012,
8), who finds that fiscal rules have been more effective precisely for long-
term sustainability rather than for dealing with shocks.

BUDGETARY GOVERNANCE

The European Union is a unique and complex political and economic
framework in which Member States come together to pursue common
goals, such as fostering economic convergence, promoting sustai-
nable development, and ensuring social cohesion, and to tackle shared
challenges, including geopolitical instability, fiscal sustainability, and resi-
lience to external economic shocks. One of the key aspects of this inte-
gration is the interconnectedness of public finances between the EU and
individual Member States. Public finances play a key role in financing
various EU policies such as cohesion policy, the Common Agricultural
Policy, research and innovation, and a number of other programmes and
projects are also on the drawing board, such as common defence, the Green
Transition, the Common Capital Market and others. Evidence from the
Great Financial Crisis and the pandemic has shown that the economies
of most EU Member States are relatively poorly resilient to the effects
of external shocks (Postuta 2022). Financial markets and financializa-
tion have changed the principles reflected in economic policy, rende-
ring them ineffective and neglected, especially when comparing the EU
with the powerful US capital market. It is worth considering whether such
challenges might not require new, more complex approaches to opera-
ting in the modern economic environment and to designing social and
economic policies for the countries and the European Union that would
ensure their coherence with the rest of the world, financial markets and
economies.

The European Union’s public finances are based on three types of legal
instruments (European Commission and Directorate-General for Budget
2014, 118-127): financial provisions of the Treaties (primary legislation),
secondary legislation, and provisions adopted by agreements between the
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institutions. The Treaty on European Union (TEU 1992) and the Treaty on
the Functioning of the European Union (TFEU 2007) introduced a number
of changes to the structure of EU public finances, while preserving the
main features. The framework provides for a two-stage planning of EU
public finances. At a more strategic level, the MFF provides the content and
limits of the budget’s expenditure, while the decision on the own sources
of funds defines and limits the sources of its financing. At the operati-
onal level, the annual budgetary procedure is used to adopt, implement
and control the current budget within the constraints of the multi-annual
limits. In the context of the established structure of EU public finances
described above, the most recent MFF for the period 2021-2027 has been
substantially reinforced by the EU’s pandemic recovery facility, NextGene-
rationEU, which has temporarily increased the size of the budget substan-
tially, and provided for large-scale EU borrowing on behalf of Member
States to provide the investment means for economic recovery, in the wake
of the emergence of Covid-19. The EU’s Multiannual Financial Framework
(MFF) sets the ceilings for the main headings and sub-headings of the
EU’s budget expenditure, and thus the ceiling for the overall volume of EU
budget expenditure, on a year-by-year basis over a multiannual period of
at least five years and currently seven. It is adopted as a regulation of the
Council of the EU, after obtaining the consent of the European Parliament.
Decision-making within the Council is based on the principle of unani-
mity, following prior unanimous political agreement within the European
Council. If a new financial framework is not adopted (in time) at the end
of the current financial framework, the implementation of the last year of
the current year of the MFF is foreseen (Article 312 TFEU 2007). The Next-
GenerationEU Recovery Facility foresees substantial additional funding
over and above the MFF, so the established method of financing from the
EU budget’s current revenue has not been sufficient. In addition to this
instrument, it provides for financing through borrowing by the European
Commission on behalf of the EU, which is ground-breaking not only in
terms of volume, but also purpose and the expected duration of the repay-
ment of the liabilities. The European Commission has decided to borrow
on a regular basis to meet the financing needs of specific anti-crisis finan-
cial instruments, such as balance of payments assistance, macro-finan-
cial assistance to non-EU partner countries and for the European Finan-
cial Stabilisation Mechanism (EFSM). However, these instruments have
provided assistance to recipients in the form of repayable funds, i.e. loans,
but on a much smaller scale. In the case of NextGenerationEU, however,
the European Commission has for the first time been given a temporary
mandate to also borrow on the financial markets to finance budget expen-
diture of around €800 billion, half of which is grant funding (European
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Commission 2021). This is a landmark decision, similar in substance to
debt financing of budget deficits at the level of government. The agree-
ment foresees that the total debt would start to be repaid before the end
of the 2021-2027 MFF and would be repaid by the end of 2058 at the latest.

The implementation and control of the EU budget follow an esta-
blished budgetary procedure, which includes phases similar to those at
the national level (Cok et al. 2021). If the European Parliament and the
Council fail to agree on the EU budget for the following year by the end of
the year, the rule of twelfths is followed (European Commission and DG
Budget 2014), which automatically extends the previous year’s budget on
a monthly basis until a new budget is adopted. The European Court of
Auditors exercises professional control over the implementation of the
budget, while the European Parliament discharges the budget politically.
The EU annual budget is relatively small, with total commitments set at
€189.3 billion (European Council 2024a), just 1% share of the entire EU
GDP, and is much smaller compared to Germany’s annual federal budget
of €476.8 billion (Federal Ministry of Finance 2024). This is because it
largely excludes the expenditures that most determine the size of national
public finances, notably social security, pensions, public sector services
and sovereign functions of the state such as the army and the police. Cok
et al. (2021) argue that the EU budget has an unusual structure compared
to national budgets because, in the absence of traditional categories of
public expenditure, it contains primarily redistributive expenditure (see
pie chart below) - to subsidise agriculture and Member States’ cohesion
policies - but also expenditure on the provision of some European public
goods, such as research, development and innovation for infrastructure
projects, cross-border mobility of education and knowledge, environ-
mental and consumer protection, and management of the EU’s external
border and migration. Recently, the importance of both traditional poli-
cies (agriculture and cohesion) has been declining at the expense of the
growing importance of other internal policies, the green transition, digital
transformation, security. The remainder of the budget expenditure is used
to implement the EU’s growing external policy role and to cover the many
administrative costs of the European institutions.

All these expenditures are financed by different sources of revenue (see
pie chart); traditionally the last sources (customs duties and agricultural
levies), the VAT and GNI sources. In 2021, the European Union introduced
a new own resource based on non-recycled plastic packaging waste gene-
rated by Member States, with the aim of diversifying the EU’s revenue base
and aligning budgetary policy with environmental objectives by incentivi-
zing waste reduction (European Court of Auditors 2024). Looking ahead,
the EU is also considering additional own resources, including potential
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taxation of digital platforms, as part of efforts to modernize its revenue
system, reduce dependency on national contributions, and respond to
broader regulatory and geopolitical challenge (Hayashi and Kim 2023).

EU budget 2024 - revenue sources, in billion euros

6.1

= Miscellaneous revenue

= Customs duties and sugar levies

= VAT-based own resource

= Plastic packaging waste levy

= GNI-based own resource

Source: European Council 2024a.

EU budget 2024 - commitments, in billion euros

= Single market, innovation and digital

12.0 22 215
16.2 . . - .
= Economic, social and territorial cohesion
2.3
39 = Resiliance and values
\ = Natural resources and environment

= Migration and border management

64.7 .
= Security and defence
= Neighbourhood and the world
573
= European public administration
9.9

= Special instruments

Source: European Council 2024a.

PRESENTATION OF THE LATEST REFORM
OF THE EU FISCAL FRAMEWORK

In 2020, the EU was hit by a precedent-setting economic crisis as a result
of the outbreak of the Covid-19 pandemic. The recession, which hit the
economic field as an exogenous symmetric shock due to economic shut-
downs, required Member States to take generous countercyclical fiscal
policy action to preserve the capacity of their economies and prevent an
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uneven recovery (Cok et al. 2021). The EU, in essence, suspended the enfor-
cement of these fiscal rules at the outset of the coronavirus pandemic. The
EU’s economic governance system at the time was no longer appropriate
as it did not provide the necessary flexibility for national public finances.
As aresult, the European Commission implemented a reformed economic
governance framework for the European Union. Already 20 years ago,
the EU budget was described as a ,historical relic” (Sapir et al. 2004)
The budget is relatively small in comparison to the size of the overall EU
economy and the growing expectations placed on the Union. Nowadays, it
remains outdated and inadequate to address the EU’s contemporary poli-
tical challenges, which are also fiscally costly: the green and digital transi-
tion, the war in Ukraine and the Middle East, migration and others (Buti
2023). Moreover, much more is now expected of the EU than before. Future
enlargement, which could bring more less developed countries from the
Balkans into the EU, will further increase budgetary demands. To meet
expectations and cope with all the challenges, the EU budget needs to be
radically reformed both on the revenue and expenditure side. It is well
known that the EU budget does not contribute enough to cyclical stabi-
lisation, partly because of its small size and the fear that countries would
not create enough fiscal space if they knew that the EU would help in the
event of a negative shock (Buti 2023). Such concerns could be addressed
by appropriate eligibility criteria for EU support. However, the European
Union ,should not be seen only in terms of the net financial benefits it
derives from the European budget ... Indeed, the budget represents only
a small part of the benefits or costs of membership. By far the largest part
of the benefits is access to the common European market” (Rant 2018).
In April 2023, the European Commission published a package of propo-
sals to refresh the fiscal governance framework in the European Union: a
regulation to replace the preventive arm of the Stability and Growth Pact.
The main objective of the reform of the economic governance framework
is to ensure sound and sustainable public finances, provide adequate room
for counter-cyclical policies, correct macroeconomic imbalances, while
promoting sustainable and inclusive growth and job creation in all Member
States through reforms and investment (European Council 2024b). The
overall objective of the agreed framework is to reduce debt and deficit
ratios in a realistic, sustainable and growth-friendly manner, while safe-
guarding reforms and investments in strategic areas such as digital, green,
social or defence (Bruni, Tentori and Villafranca 2022, 11). The updated
fiscal rules enter into force in 2024, as they have already been approved
by the European Parliament (European Parliament 2024). Member States
had to submit their first national plans by 20 September 2024. The main
innovation under the reform is the adoption of a differentiated approach
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towards each Member State to take into account the diversity of fiscal posi-
tions, public debt and economic challenges in the EU (Council of the EU
2023). The new framework will thus allow for multiannual fiscal trajecto-
ries for each Member State separately, while ensuring effective multilateral
surveillance and respecting the principle of equal treatment.

The basic indicator for setting fiscal paths is a single operational indi-
cator, namely net primary expenditure, or all elements of public expen-
diture under the direct control of the government, excluding discretio-
nary revenue measures and excluding interest and cyclical unemployment
expenditure (Héflmayr 2024, 4). The fiscal plan should be for a minimum
of four years, with the possibility of extending it to seven years, subject
to commitments on reforms and investments. Before a Member State
would submit its fiscal-structural plan, a non-public technical dialogue
between the Member State and the Commission would ensure that the
plan meets certain criteria, in particular that it contains a projected net
expenditure path for at least four years, and the Member State’s possible
actions to address the EC’s country-specific individual recommendations
(Council of the EU 2023). The Commission would issue a technical traje-
ctory, i.e. a benchmark fiscal adjustment path that ensures credible debt
reduction for Member States with a deficit ratio above the 3% threshold or
a debt ratio above 60%, to ensure (Hoflmayr 2024, 4): that the debt ratio
is credibly reduced, that the deficit ratio remains or returns below the 3%
threshold and that expenditure growth remains below medium-term GDP
growth. In addition, Member States should ensure, within the timeframe
of the plan, that the debt ratio is lower at the end of the plan than at the
beginning and that fiscal effort is reduced towards the end of the period.
For Member States with a deficit ratio below 3% and a debt ratio below
60%, the Commission would provide technical information to ensure that
the deficit ratio remains below 3% in the medium term. (Council of the
EU 2023). Member States will submit annual progress reports and national
fiscal institutions will play a more prominent role in the ex-ante assessment
and ex-post surveillance of national fiscal and structural plans. ,This will
include the preparation or endorsement of budgetary forecasts, the asse-
ssment of sustainability and policy impact analyses, and the ex-post evalu-
ation of forecasts and fiscal plans.” (H6flmayr 2024, 5) Two clauses would
allow a Member State to deviate from its net expenditure path in excepti-
onal circumstances (Hoflmayr 2024, 5-6), namely a clause in the event of
a severe economic downturn in the euro area or the EU as a whole, and a
country-specific clause that would activate a general escape clause proce-
dure as in the Stability and Growth Pact. A control account will be set
up to monitor deviations from agreed net expenditure paths. As regards
the Excessive Deficit Procedure, the Council agreed that the Commission
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would prepare a report to trigger the procedure when the debt-to-GDP
ratio exceeds the reference value or when the headline deficit is not close
to balance or in surplus and when the deviations recorded in the Member
State’s control account either exceed 0.3 percentage points of GDP per year
or 0.6 percentage points of GDP cumulatively (Council of the EU 2023).
The involvement of the European Parliament in the fiscal framework will
be limited to an economic dialogue to discuss policy guidelines for Member
States and it will have the task to review the results of the surveillance
process (Hoflmayr 2024, 6). For Member States that breach the 60% debt-
to-GDP ratio, it is sufficient to take into account their net expenditure
path, which they have committed to in their Fiscal and Structural Plan, in
order to avoid the excessive deficit procedure.

For Member States facing more serious debt management challenges
identified under debt sustainability monitoring and deviating from the net
expenditure path, a debt-based EDP is triggered by default (H6flmayr 2024,
6). Once a Member State is in EDP and its deficit exceeds 3%, the so-called
corrective net expenditure path is triggered. For years when the deficit ratio
exceeds the 3% threshold, the net expenditure path set out in the nati-
onal fiscal-structural plan would be adjusted by 0.5% of GDP (European
Commission 2023). Until effective action is taken, Member States in exce-
ssive deficit procedure will be subject to fines of up to 0.05% of GDP to
be paid every six months, up to a total of 0.5% of GDP. This would lower
the ceiling compared to the previous EU fiscal framework and make the
sanctions imposed more frequent (European Commission 2023).

REVIEW OF THE IMACT OF THE REFORMED
FISCAL FRAMEWORK

In reviewing the reformed fiscal framework, replacing the structural
deficit with net primary expenditure as the control variable seems to be a
step forward, as the latter focuses on the elements of discretionary fiscal
policy that governments can control (Feds 2023). While it is true that the
absence of a minimum adjustment rhythm tends to postpone difficult
policy decisions, setting a specific figure such as 0.5% also reduces flexi-
bility and remains pro-cyclical, i.e. it further reduces the sustainability
of the finances of the indebted country (Feds 2023). The timing and pace
of adjustment over a four- to seven-year period should provide sufficient
flexibility to allow for realistic annual adjustment targets and to give room
for green investments (Darvas, Welslau and Zettelmeyer 2024). As such
policies continue to be financed primarily at the national level, there is a
high risk that countries will want to invest less rather than more than nece-
ssary. Fiscal rules could constrain public investment in highly indebted
Member States, with two effects (Feds 2023): an increase in the real diver-
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gence between Member States with greater fiscal capacity and those forced
into severe fiscal adjustment; and, on the other hand, insufficient aggre-
gate EU investment to finance transnational public goods. An extended
period of alignment of the fiscal position with the fiscal requirements
would mean that the required annual fiscal adjustment could be reduced
from a level that could be politically and economically very painful to a
more feasible level. It allows more scope for adjusting the fiscal adjustment
to the country’s circumstances, not only in terms of its cyclical conditions
but also in terms of policy choices affecting future growth. Primary spen-
ding paths will in some cases potentially be conditional on multiannual
investment and reform commitments, effectively giving the Commis-
sion more power in important national decisions. This increased power
risks making the Commission a scapegoat for national political parties
that may wish to deviate from pre-existing plans negotiated by themse-
lves or perhaps even by the previous government (Lorenzoni et al. 2023).
Tordoir, van Dijk and Ziesemer (2023, 10) argue that countries’ fiscal plans
should cover a shorter period than four years, so that a government can
take advantage of compliance or early financing of key investments during
its mandate, rather than its successors benefiting from additional room
for manoeuvre or EU funds.

The Commission and the Council should develop a methodology for
quantifying the impact of the proposed reforms on the fiscal path, together
with a risk management process. The medium-term fiscal-structural
plan may deviate from the Commission’s reference path if the Member
State shows ,,... sound and data-driven economic arguments explaining
this divergence”. Thus, the Commission will need to assess whether the
trade-off between fiscal adjustment and reforms envisaged in the MTFS
is quantitatively realistic. According to Darvas, Welslau and Zettelmeyer
(2024), the Commission’s forecasting methodology is not appropriate for
assessing the impact of recently adopted reforms, as the impact of these
reforms may not be reflected in the short-term forecast, and even if it is,
it is assumed to dissipate over time. The use of the net expenditure path
as the main operational target and the general and national exit clauses
will make the system less pro-cyclical (Darvas, Welslau and Zettelmeyer
2024). As for sanctions or freezing of European funds, these will continue
to operate pro-cyclically, undermining their credibility. The use of moral
sanctions, such as political accountability, is a good idea on paper, but
its effectiveness is unclear. A greater role for national independent fiscal
institutions in assessing debt reduction programmes is welcome, but
their recommendations are not binding. The current economic context
poses challenges for the enforcement and design of fiscal rules, in parti-
cular (de Biase and Dougherty 2022, 5): calibrating fiscal rules to scena-
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rios with historically low but rising interest rates, low output growth and
ageing populations; calibrating fiscal rules to rising regional inequality;
and aligning fiscal rules with policies addressing the energy transition,
climate change and future crises.

PARADIGM MODEL

Based on our qualitative research, we also developed a paradigmatic model
(in the next page). The reform of the EU fiscal framework has emerged as a
necessary response to the suspension of fiscal rules during the COVID-19
crisis, which triggered a significant increase in public debt and deficits
across Member States. The activation of the general escape clause proved
essential for economic stability, but has also emphasized the need for
restoring fiscal discipline. The previous framework was widely regarded as
pro-cyclical and insufficiently tailored to country-specific conditions, often
leading to non-compliance and undermining effectiveness. In contrast,
the new rules introduce a more flexible approach, as they allow for one-off
expenditures to be temporarily excluded from the fiscal adjustment path, a
country-specific analysis of the fiscal position and adjustment of measures
according to particular economic conditions and long-term debt sustai-
nability projections. This approach reduces the risk of pro-cyclicality and
encourages Member States to adopt rules that are better aligned with their
real fiscal capacities. While the revised rules are perceived as more mana-
geable, challenges remain in terms of institutional coordination, particu-
larly in aligning national frameworks with EU-level oversight. The broader
political context, shaped by recent European elections, suggests continuity
in moderate policymaking, which supports investment in strategic prio-
rities such as the Green Deal and common defence capacity. Nonetheless,
concerns persist regarding the complexity of the rules and potential poli-
tical misuse of exceptions, highlighting the importance of transparency
and accountability in implementation process, particularly in the context
of requests for extending the adjustment period.
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CONCLUSION

The freezing of fiscal rules during the Covid-19 pandemic had important
consequences for public finances across the European Union, as Member
States had to introduce large fiscal measures to cushion the economic
downturn, leading to an increase in public debt and budget deficits. The
activation of the general escape clause was necessary to ensure economic
stability in the EU, as strict fiscal rules could further jeopardise future
economic growth and worsen public finances. In addition, the clause was
essential to ensure the legality of state interventions and to manage the
short-term negative impacts of the pandemic. Going forward, it will be
important to restore fiscal discipline and consolidate public finances and
to adapt to the new fiscal rules to ensure long-term fiscal sustainability. In
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the second strand, we looked at the reform of the EU’s fiscal framework.
The reform of the EU’s fiscal framework is seen as necessary and a step in
the right direction, although it still faces important challenges and short-
comings. Fiscal rules as they existed before were often pro-cyclical and
did not take into account the specific circumstances of Member States,
leading to non-compliance and economic inefficiency, but we believe that
it is still better than not having them at all. The new rules bring a more
flexible approach, allowing for a country-by-country analysis of the fiscal
situation and the adjustment of measures according to specific economic
conditions and long-term debt sustainability projections. This approach
reduces the risk of pro-cyclicality and encourages countries to adopt rules
that are more tailored to their real capacity. However, the reform is not
perfect; some of the safeguards may still make economically sensible adju-
stments difficult and undermine the credibility of the rules and future
public investment, crucial to finance, for example the green transition
and other common European interests. The reform has also allowed for
greater accountability and transparency of Member States in the surve-
illance and implementation of fiscal rules, which is an important step
forward, however, even after the reform, politics could still exploit poten-
tial loopholes in the legislation. Both fiscal and legislative adjustments will
be needed to meet the new EU fiscal rules. Institutional changes will need
to include improved communication between the national authorities and
the European Commission and a reform of the medium-term budgetary
balance formula. When discussing the future fiscal policy of the European
Union, we need to bear in mind EU elections in 2024. New fiscal rules have
already been agreed and will be technically implemented without signifi-
cant changes, but how the new Commission and Parliament develop the
policy orientations will be crucial. Geostrategic pressures will require the
EU to provide additional financial resources to strengthen its defence capa-
bilities, which is likely to require the creation of new NextGenerationEuro-
pe-like funds to finance these needs, and may require some adjustment of
the EU’s objectives. In particular, the changing economic circumstances
make it a primary objective of the fiscal framework to set the course for a
disciplined and responsible fiscal policy.
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