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A Binding Expenditure Rule for the Economic and Monetary
Union

e The energy crisis exacerbates the tensions between debt sustainability and the fulfil-
ment of public tasks in EU member states.

e Abinding expenditure rule would make EU fiscal rules more verifiable, limit sus-
tainability risks and stabilise the economy.

e Appropriate reforms of the European Economic and Monetary Union would make it
possible to finance joint European projects.

Wiesbaden, 09.11.2022 — The energy crisis exacerbates the tensions between debt sus-
tainability and the need for public spending in EU member states. Public debt had already
risen sharply in virtually all member states due to the coronavirus pandemic, when addi-
tional relief measures were added to counteract the energy crisis. In order to ensure both
the sustainability of public debt finances and the fulfilment of public tasks, a reform of the
European Economic and Monetary Union is necessary. Public finances have to remain sus-
tainable in the medium term, but too much consolidation can impair growth.

Even before the coronavirus pandemic, many EU member states had failed to effectively
limit debt ratios, violating existing fiscal rules. The upcoming reform of the EU fiscal rules
should focus on a binding expenditure rule and reduce the overall complexity of the rule-
book. "A binding expenditure rule makes the EU fiscal rules more transparent and verifia-
ble," says council member Achim Truger. "An expenditure rule is beneficial because it has a
cyclically stabilising effect and can set incentives for future-oriented government spending."

A European fiscal capacity could provide additional EU funding for common tasks that gen-
erate European value added. For example, research funding or the expansion of the inte-
grated European energy market are of a common European interest. Additional funds could
be generated through higher national contributions to the EU budget or through own EU
revenues. The reform of the economic and monetary union should also aim at strengthen-
ing financial market stability. To this end, the banking and capital market union should be
advanced and the risks of government bonds in bank balance sheets need to be limited.



Fiscal rules have often not been respected in the past®
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1 - In 2020 and 2021, the exception clause applied. 2 - The expenditure rule became mandatory only in 2011. 3 - Tight (non-)
compliance corresponds to a maximum deviation of +/- 0.5 percentage points from the rule limit for the deficit, structural balance
and expenditure rule and a maximum deviation of +/- 5 percentage points from the rule limit for the debt rule.

Sources: European Fiscal Board, Larch and Santacroce (2020), own calculations
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The German Council of Economic Experts (GCEE) provides support to policymakers and the gen-
eral public on questions and matters of economic policy. It was founded as an independent body
in 1963 and currently consists of the council members: Professor Dr. Veronika Grimm, Professor
Dr. Dr. Ulrike Malmendier, Professor Dr. Dr. h.c. Monika Schnitzer (chair), Professor Dr. Achim
Truger and Professor Dr. Martin Werding. By publishing regular reports, the GCEE aims to help
the general public and decision-makers in politics, business and society to form a reasoned opin-
ion on economic policy developments in Germany.

Further information on the German Council of Economic Experts and its publications are availa-
ble at http://www.sachverstaendigenrat-wirtschaft.de/en or follow us on Twitter @GCEE_en.
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