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Deepening EU economic governance: the next steps

Earlier this year, the so called ‘Five Presidents’ report’, authored by Jean-Claude Juncker, Donald
Tusk, Jeroen Dijsselbloem, Mario Draghi, and Martin Schulz, was published, outlining plans for
strengthening economic and monetary union. Iain Begg writes on proposals adopted by the
European Commission on 21 October to implement the recommendations in the report. He notes
that the new plans show Eurozone reforms with a decidedly integrating impact are going ahead, and
that there could be some potential consequences for the UK’s attempts to renegotiate its EU
membership.

The UK has repeatedly encouraged the Eurozone to integrate more closely to make the single currency function
better, while simultaneously fretting about the risks of a Eurozone caucus deciding on policy reforms contrary to
British interests. This concern is now emerging as one of those crucial to attempts to renegotiate the UK position in
the EU.

Although many critics of the EU pour scorn on its apparent inability to resolve the euro crisis and bemoan the
procrastination in decision-making, the reform of economic governance in recent years has been far more extensive
than these critics realise.

A roadmap for further reform was set out in what has become known as the Five Presidents’ report, published at the
end of June 2015 to decidedly mixed reviews. Some, including former Italian Finance Minister, Fabrizio Saccomanni,
complained that it was a missed opportunity because too many of the trickier issues, such as how fiscal policy can
contribute to macroeconomic stabilisation, should have been addressed more forcefully.

However, implementation of the report is now in progress following proposals adopted by the Commission on 21
October 2015. The background is explained in a Commission communication setting out five areas for action,
already anticipated in Commission President Juncker’s State of the Union address delivered in September.

The first initiative will be to refine what is known as the European semester, the annual economic cycle though which
economic policies are coordinated. It does so by assessing national economic plans and issuing what are known as
country-specific recommendations (CSRs) aimed at influencing national policy-making.

The main changes that the Commission proposes to the semester are to improve the connections between the
national level and the Eurozone level, recognising that how the Eurozone economy as a whole evolves matters, and
to pay more attention to the effects on jobs and social conditions. In addition, the document advocates enhanced
diffusion of best practice and possibly more funding for ‘technical assistance’ to support reform.

The second, an interesting development, is the formal decision to create a European Fiscal Board. An element of
earlier governance reforms was the insistence that Eurozone countries create an independent fiscal council, part of
the rationale being to act as a watchdog on how governments conduct their public finances. In the UK, the Office for
Budget Responsibility fulfils this function.

The proposed new Board, which will have five members, will have the task of assessing fiscal developments in the
euro area as a whole and – in what could be a significant development (see article 2a of the decision) – advising on
the fiscal stance of the euro area as a whole. It will also collaborate with national fiscal councils and provide ad hoc
advice to the Commission.

Three further measures are proposals rather than done-deals, some of which are likely to encounter resistance from
a number of EU countries:
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First, the Commission wants to see the establishment of competitiveness boards in each member state,
although its current proposal is that these should be voluntary for those not in the euro area. These boards
are intended to oversee reforms aimed at making economies more competitive and to be operational by the
middle of 2016. They are to be independent of government and to have an advisory rather than executive
function, although the document hints at a more formal role in the future.

Collective representation of the euro area in international bodies, such as the IMF, is a second proposal.
There is good sense to this proposal insofar as it is curious to have the euro represented by individual
countries in some settings, but by the ECB in others. However, countries like Belgium which, for historic
reasons, have a special status in the IMF, may be uneasy about losing their role.

A third ambition is to consolidate banking union, building on the launch last year of the single supervisory
mechanism, led by the European Central Bank, and the agreement on a common approach to resolving failing
banks. This will entail pressure to complete the enactment of the provisions for bank resolution already passed
in secondary legislation. The Commission also wants a bridging facility to underpin a fund created to support
bank resolution, because the existing fund, paid for by levies on banks, will take until 2025 to reach its
intended size. A much more contentious proposal is to introduce a pan-European form of deposit insurance,
but details will only be published later in the year.

These five measures are a beginning because the plans for new governance initiatives will, starting in 2017, extend
‘to more far-reaching measures… to complete the EMU’s economic and institutional architecture. This will involve
sharing more sovereignty and solidarity and will have to be accompanied by strengthened democratic oversight’. In
particular, new proposals on common budgetary policies and on improving accountability are expected.

For the UK these developments are likely to lead to new tensions about the pace and direction of economic
integration. Just the expression ‘sharing more sovereignty’ will raise many hackles, but the more subtle worry is that
the UK will again be on the margins of significant developments which are accepted not just by the Eurozone
countries, but also by many, if not most, of those not in the euro.

In 2011, the UK was in a minority of just two countries opposed to the fiscal compact and has irritated some of its
potential allies by refusing to take part in the quota system for re-settling the migrants crossing the Mediterranean.
Even Denmark, which is the only other country with a formal opt-out from the euro, seems disposed to go along with
much of banking union and it remains to be seen whether others will want to participate in the new integrating
measures described above.

In principle, the semester applies to the UK, although the only time it really becomes visible is when ‘Brussels’ issues
CSRs, typically to a chorus of complaints about sticking its nose into matters that should not concern it. Earlier this
year, for example, the perfectly reasonable judgement that the UK housing market could do with reform was
condemned by several politicians.

The new plans show that Eurozone reforms with a decidedly integrating impact are going ahead and that economic
policy decisions will be increasingly about the Eurozone as a whole. The dilemma for the UK is whether it is
comfortable being in a shrinking minority of non-participants in significant domains of economic governance. There
are also bound to be questions about the possible consequences for the renegotiation of the terms of UK
membership of the EU. It can be lonely on the outside.

Please read our comments policy before commenting .

Note: This article first appeared at The UK in a Changing Europe. It gives the views of the author, and not the
position of EUROPP – European Politics and Policy, nor of the London School of Economics. Featured image credit:
from the Completing Europe’s Economic and Monetary Union report, European Commission.
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