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. COVID as a fiscal challenge

Health policy is key

«  Support of household incomes and business earnings
Revenue shortfalls

«  Temporary shock: once epidemic is contained, return to growth
«  Uncertainty regarding length of period

«  Optimal policy response involves tax smoothing
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. COVID as a fiscal challenge: Germany
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Expected cumulative
fiscal COVID burden until
2023: 16"2% of GDP

—Budget balance, December 2020 —Budget balance, December 2019

Source: Advisory Board of the Stability Council (2019, 2020)
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Il. Public debt outlook

. EU fiscal rules have not prevented tax smoothing.

Debt/GDP will exceed 60% threshold in the majority of countries.
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Il. Public debt outlook: debt/GDP
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Il. Public debt outlook: legacy debt

 Median debt/GDP among EA-19 in 2019: 59.6%

o In 9 of 19 cases, COVID hit countries with debt exceeding 60%.

«  Pre-COVID non-compliance with fiscal rules
(see also European Fiscal Board, 2020)
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lll. How demanding are EU fiscal rules?

. EDP unlikely triggered on basis of debt/GDP alone
(e.g., Bundesbank, 2017; European Fiscal Board, 2020)

«  When escape clause ends and MTO is not met,
fiscal adjustment requirement is 0.5% of GDP.

Ending of temporary COVID measures counts as adjustment.

«  Fiscal support provided by EU:
Asymmetric distribution of NGEU and SURE helps adjustment in high-debt
countries. Maximum of annual grants and guarantees under NGEU amounts
to 3% of GNI among EMU countries (see Darvas, 2020).
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IV. Relaxing the debt/GDP threshold?

* Fiscal rules per se are inefficient:
nobody wants to optimize under restrictions.

« EU fiscal rules are a commitment device to address common-

pool/free-rider problems of the monetary union
(Beetsma and Uhlig, 1999; Chari and Kehoe, 2007).

 |f rules are relaxed to accommodate non-compliance
— by setting a higher threshold for debt/GDP or redefining debt —
credibility/commitment is lost (finally).

3rd. Annual Conference of the EFB Thiess Bittner | FAU, Advisory Board of the German Stability Council February 26, 2021



References

Advisory Board of the Stability Council (2019). 12th Statement of the Advisory board 12/2019.

« Advisory Board of the Stability Council (2020). 15th Statement of the Advisory board 12/2020.

* Beetsma, R., Uhlig, H. (1999). An analysis of the Stability and Growth Pact. Economic Journal, 109(458),
546-571.

« Deutsche Bundesbank, (2017). Design and implementation of the European fiscal rules. Monthly Report,
June.

« Chari, V. V., Kehoe, P. J. (2007). On the need for fiscal constraints in a monetary union. Journal of
Monetary Economics, 54(8), 2399-2408.

« Darvas, Z. (2020). Next Generation EU payments across countries and years. Bruegel.

» European Fiscal Board (2020), Annual report.

3rd. Annual Conference of the EFB Thiess Bittner | FAU, Advisory Board of the German Stability Council February 26, 2021 9


https://www.stabilitaetsrat.de/SharedDocs/Downloads/EN/Beirat/2019/20191213_Independent%20Advisory%20Board%20of%20Stability%20Council.pdf?__blob=publicationFile
https://www.stabilitaetsrat.de/SharedDocs/Downloads/EN/Beirat/2020/20201218_Independent%20Advisory%20Board%20of%20Stability%20Council.pdf?__blob=publicationFile
https://www.bundesbank.de/resource/blob/667382/cb31f8b7677d2114c89b6f4589ea7507/mL/2017-06-fiscalrules-data.pdf
https://www.bruegel.org/2020/11/next-generation-eu-payments-across-countries-and-years/
https://ec.europa.eu/info/sites/info/files/efb_annual_report_2020_en_1.pdf

FRIEDRICH-ALEXANDER
UNIVERSITAT
ERLAHGEN-NURNBERG

SGHOOL OF BUSINESS,
EGONONICS AHD SOCIETY

Prof. Dr. Thiess Buttner
FAU Erlangen-Nurnberg
Advisory Board of the Stability Council

Contact:

thiess.buettner@fau.de
https://www.publicfinance.rw.fau.eu/
https://www.stabilitaetsrat.de/EN/Beirat/Beirat_node.html



mailto:thiess.buettner@fau.de
https://www.publicfinance.rw.fau.eu/
https://www.stabilitaetsrat.de/EN/Beirat/Beirat_node.html

	Public Debt Outlook in the EMU post-Covid
	Foliennummer 2
	Foliennummer 3
	Foliennummer 4
	Foliennummer 5
	Foliennummer 6
	Foliennummer 7
	Foliennummer 8
	Foliennummer 9
	Foliennummer 10
	Foliennummer 11

