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“Brexit itself is […] 
significantly driven by 
austerity politics”
(Fetzer 2020)

Fetzer (2019): Did Austerity Cause Brexit?
Foster and Frieden (2019): Compensation, Austerity, and Populism

Wahl (2016):  Between  Eurotopia and  Nationalism:  A  Third  Way  for  the  Future  of  the  EU
Vasilopoulou et al. (2014): Greece in Crisis: Austerity, Populism and the Politics of Blame



1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

GDP (constant 2010 US$) - European Union, 
United States

European Union United States Data: Worldbank
Heimberger (2016): Did Fiscal Consolidation Cause the Double-Dip Recession in the Euro Area?
Karanikolos et al (2013): Financial crisis, austerity, and health in Europe
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Financing the green transition



Fiscal Policy Governance
Framework

Secondary Legislation
Stability and Growth Pact

Preventive
arm

• budgetary 
policies over 
the medium 
term (MTO)

from -1 % of GDP 
to a structural 

surplus

Corrective
Arm

• Excessive 
Deficit 

Procedure
• Debt-
reduction 

benchmark
Gap between 
debt level and 

60% reference to 
be reduced by 
1/20 annually

Vade mecum

Code of conducts

Primary Legislation

Article 121 and 
126 of TFEU

Protocol No. 12
60 % debt-to-GDP
3 % deficit-to GDP

Structural deficit rule: 
0,5 to 1 % of the GDP

Treaty on Stability, 
Coordination and 

Governance in the EMU 
(Fiscal Compact)

Two-pack

Six-pack



Reform Proposals

Secondary Legislation
Stability and Growth Pact

Preventative
arm

• budgetary 
policies over 
the medium 
term (MTO)

• Stability and 
Convergence

Corrective
Arm

• Excessive 
Deficit 
Procedure

• Debt-
reduction 
benchmark 

Vade mecum

Code of conducts

Circumventing the
framework

Reforming escape/
investment clauses

Primary 
Legislation

Article 121 and 
126 of TFEU

Protocol No 12
Legally binding, medium-
term budgetary objectives
enshrined in national law;
Limit structural deficits to 

0.5 % of GDP

Treaty on Stability, 
Coordination and 

Governance in the EMU 
(Fiscal Compact)

Abolishing/adjustin
g

debt/d
eficit rule

Excluding certain

expenditures from deficit

rule

Technical 
amendments



Overview of proposals

Abolishing/adjusting 
budgetary targets

Fiscal 
Union

Excluding certain 
expenditures from 

deficit rule

Reforming 
Escape 
Clauses

Reforming 
Investment 

Clause

Replacing debt rule 
with national 

medium-term debt 
targets

Replacing deficit rule 
with expenditure 

rule

Replacing fiscal rules 
with fiscal standards

Changing output 
gap calculation

Reforming the fiscal framework

Technical 
amendments

Circumventing the fiscal 
framework

Increasing EU 
revenues

Making NGEU 
permanent

Special purpose 
vehicle



Methodology

Political Feasibility Technical Feasibility Quantitative 
Impact

Qualitative Impact

Addressed in 
public debate

Political 
Support

Extent of 
consensus 

needed

Changes in 
governance 

structure

Additional 
fiscal 

capacity

Tied to 
green/social

Tied to 
investment

Popularity of 
proposal

Support or 
resistance 
from high-

level
politicians or 

influential
groups

Decision-making 
process that is 

needed to 
implement 

changes

Reflects if proposal 
needs additional 

structures for 
surveillance, ect 

and if 
responsibilities or 

even competencies 
are shifted

How impactful 
the proposal is

Is public funding 
tied to green and/or 

social purposes

Is public funding 
tied to investments

Scores 1 – 5
1 = barely 

mentioned in 
media and public 

debate
5 = heavily 
discussed

Scores 1 – 5
1 = low 
support
5 = big 
support

Scores 1 – 5
1 = treaty change
5 = no consensus 

needed at EU 
level

Scores 1 – 5
1 = shift in 

competencies
5 = structures 

already in place

Scores 1 – 5
1 = No additional 

fiscal capacity
5 = proposals 

reforming/circu
mventing both 
the EU and the 
national rules

Scores 1 – 5

1 = no
5= yes

Scores 1 – 5

1 = no
5= yes



Golden Rule

• Excluding certain expenditures from the deficit rule (e.g. green 
investments)

• These expenditures would then not be taken into account when 
calculating the budget deficit

• enables more investments while still complying with the deficit rule

10/28/21

Political Feasibility Technical Feasibility Quantitative 
Impact

Qualitative Impact

Addressed 
in public 
debate

Political 
Support

Extent of 
consensus 

needed

Changes in 
governance 

structure

Additional 
fiscal 

capacity

Tied to 
green/social

Tied to 
investment

4 4 2 3 4 4 5
Supported by

research
institutes

High-level 
supporters: 

Brune Le 
Maire, the 
German 

green party, 
Paolo 

Gentiloni

OLP,
„investment

protocol“ needs
unanimous
agreement

Need for a firm 
interpretation of the

rule; potential 
administrative 

hurdles on national 
level

Would allow
for large-scale
investments

Likely to be tied to 
green/social 

purposes;
However, 

investments in 
education, research, 

social welfare
cannot be covered

Entirely tied to 
investments



Special purpose vehicle

• Establishment of legally independent funds in member states

• Raises capital on capital markets and finances investment 
projects

• Organised in a way that they are not classified as public sector 
entity
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Political Feasibility Technical Feasibility Quantitative 
Impact

Qualitative Impact

Addressed 
in public 
debate

Political 
Support

Extent of 
consensus 

needed

Changes in 
governance 

structure

Additional 
fiscal 

capacity

Tied to 
green/social

Tied to 
investment

3 4 4 4 5 3 5

Intense debate in 
Germany

Strong 
momentum 
in Germany

In scope of
Member States

Fund can function 
in the existing 
framework;
Concern about 
lacking democratic 
control

Large fiscal 
capacity

Can be designed 
that they are tied to 
green/social. 
However, there is a 
risk that funding is 
used for other 
purposes

Entirely tied to 
investment



Changing output gap 
calculation method

• The output gap = difference between estimated potential output and actual 
output of the economy. Large output gap > big fiscal space

• Macroeconomic indicators used to estimate at which level an economy can 
operate without running above capacity and hence fueling inflation

• Suggestion to make full use of employment w/o long-term unemployment, 
adjust possible working hours for involuntary part-time employment, bring 
gender-based participation rates into accordance with the gender equality 
clause of the German constitution and Scandinavian precedent.
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Political Feasibility Technical Feasibility Quantitative Impact Qualitative Impact

Addressed in 
public 
debate

Political 
Support

Extent of 
consensus 

needed

Changes in 
governance 

structure

Additional 
fiscal 

capacity

Tied to 
green/social

Tied to 
investment

2 4 4 4 2 1 1
Rather discussed 

in an „expert 
bubble“

Support of 
Finance 

Ministers; 
Low hurdle 
for fiscally 

conservative 
countries

Changes on 
technical level: 
EPC proposes 

recommendations 
for amended 

methodology to 
ECOFIN > no 

formal legislative 
procedure 
required

Revision of 
calculation 

methodology

Additional fiscal 
space rather low 

in comparison 
with other 
proposals

Not tied to 
green/social

Not tied to 
investment





Lucio Pench
Director for macroeconomic
policies, DG ECFIN, European 
Commission
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