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PusLIic DEFICITS IN EUROPE

During the run-up for euro membership the prospec-
tive partner countries managed to reduce their public
deficits (Table 1). In 1998, the year preceding the intro-
duction of the euro (1 January 1999; euro banknotes
and coins were introduced at the beginning of 2002)
only two countries had deficits not less than 3 percent,
while in 1999 each of the 12 euro countries met this
upper limit value, some countries even showing sur-
pluses. (The 3 percent and 60 percent upper limit ref-
erence rules were introduced with the Maastricht Trea-
ty of 1992, formally launching the European Monetary
Union project. The Stability and Growth Pact of 1997
added to the rules that budgetary positions should
normally be “close to balance or in surplus” and pro-

vided mechanisms for multilateral surveillance and en-
forcement.) In 2000, the average public budget bal-
ance of the 12 euro countries was even slightly posi-
tive. In meeting the other reference value, the debt to
GDP ratio of 60 percent at maximum, countries were
less successful when forming the euro area (Table 2).
In 1999 it was only 5 out of 12 countries that met the
debt standard.

The development of deficits from 2001 until 2005 took
another direction than before 1999 (Table 1). The av-
erage public deficit of the euro countries increased
continuously and became not much less than the up-
per limit value in 2004 and 2005 (forecast). The debt
level, however, has continued to improve slightly
(Table 2), being influenced not only by the budget
balance but also by sales of public assets (e.g. UMTS).

For 2005, only Finland’s and

Table 1 - .
Spain’s budgets are projected to
Nominal budget balance in EU-12 countries (as % of GDP), 1993-2005 be clearly “in surplus”, while the
AVerage| 1998 1999 2000 2001 2002 2003 2004 2005 | ~ Belgian budget, with a deficit of
. 0.8 percent, can be regarded as
Aust.rla -3.8 -25 24 -16 01 -04 -13 -13 -21 “close to balance” All other
Belgium -3.8 -07 -04 01 05 00 02 -05 -08 . . .
Finland 34 | 16 22 71 52 43 21 18 20| countrieswillmostprobably miss
France 44 |27 -18 -14 -15 31 -41 -37 -36 the standards of the Stability and
Germany -3.0 -22 -15 13 -28 -35 -39 -36 -28 Growth Pact by far, and some
Greece -79 |-25 -18 20 -14 -15 -30 -32 -28 will not even meet the laxer pro-
Ireland -0.4 23 23 44 11 -01 02 -08 -10 visions of the Maastricht Treat
Italy -6.5 -31 -18 -07 27 24 25 -32 -40 Y-
Luxembourg 24 32 37 63 63 27 -01 -20 =23
Netherlands | 24 | -08 07 22 00 -16 -32 -36 -33 The usual explanation put for-
Portugal 4.8 -32 29 29 44 27 29 -35 -39 ward by the national governments
g R U focuses on the argument that there
EU-12 4.2 -23 -13 01 -16 -23 27 -28 =26 is a current but temporary defi-

Source: Flores, E. et al. (2005) and sources given there.

ciency of economic growth. Budg-

Table 2
General government gross debt in EU-12 countries (as % of GDP), 1993-2005
Average
199308 1998 1999 2000 2001 2002 2003 2004 2005
Austria 65.5 63.7 67.5 67.0 67.1 66.6 65.0 65.5 65.3
Belgium 130.4 119.6 114.8 109.1 108.1 105.8 100.5 97.4 94.3
Finland 55.1 48.6 47.0 44.6 43.9 42.6 453 44.5 443
France 54.0 59.5 58.5 572 56.8 58.6 63.0 64.6 65.6
Germany 55.8 60.9 61.2 60.2 594 60.8 64.2 65.6 66.1
Greece 108.7 105.8 105.2 106.2 106.9 104.7 103.0 102.8 101.7
Ireland 76.3 53.8 48.6 38.4 36.1 323 32.0 32.4 32.6
Italy 121.4 116.7 115.5 111.2 110.6 108.0 106.2 106.0 106.0
Luxembourg 6.7 6.3 6.0 5.5 5.5 5.7 49 45 38
Netherlands 74.1 66.8 63.1 559 529 52.6 54.8 56.3 58.6
Portugal 60.4 55.0 54.3 533 55.6 58.1 59.4 60.7 62.0
Spain 63.8 64.6 63.1 61.2 57.5 54.6 50.8 48.0 45.1
EU-12 722 74.1 72.8 70.4 69.4 69.2 70.4 70.9 70.9
Source: Flores, E. et al. (2005) and sources given there.
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et deficits are, thus, necessary in order

. . Table 3

to strengthen - instead of undermine — avle
growth forces. Indeed, economic growth Long-term debt to GDP ratio in EU-15 countries, 2005
in Europe was much more favourable in 2003 Programme scenario 2003 budget scenario
1999 and ?OOO than in later years. But it 2010 2030 2050 | 2010 2030 2050
was only in 2000 that on average gov- :

ts of tries did not Austria 66.4 53.9 244 159 | 551 26.1 18.4
ernments ot euro countries did oL pro- g 10iym 1023 | 748 115  -50 | 672 -357 -1140
duce a budget deficit. And that surplus | penmark 427 | 246 -195 -348 | 69 —655 -131.9
was minimal. (Cyclically-adjusted fig- Finland* -14.6 | 334 -30.1 6.0 | -52.8 -79.5 -83.6
ures (not shown) give, basica”y’ a simi- France 61.4 56.0 52.2 72.0 71.8 142.1 288.0
lar picture.) Part of the current budget Germany 64.0 62.2 86.5 1757 | 743 1565 336.6
difficulti to stem f th Greece 101.7 75.1 422 1510 | 722 524 1810
difnicutties seems fo stem from nothav= e jang 331 | 267 364 1050 | 270 501 1384
ing adhered to the rules in the better |y, 1060 | 866 289 278 | 920 87 1078
years of 1999 and 2000. Moreover, coun- Luxembourg 49| -09 94 12 | -39 -357 478
tries should accept some theoretical as Netherlands 54.0 49.1 67.6 140.0 | 53.8 88.7 1859
well as some new empirical evidence Port.ugal 59.5 48.0 53 424 | 609 721 127.6
which strengthens the (old) scepticism Spain 51.8 36.3 -1.6 366 | 316 -214 -124

gthy ) SCEPUCISM g e den 330 | 164 04 467 | 152 198 976

towards an active use of fiscal policy in - |ynjted Kingdom | 393 | 425 716 1387 | 453 895 1775
stabilising ﬂ_]e economy, let al_one in the Notes: *Adjusted gross debt, netting off the accumulated liquid financial
attempt to increase economic growth. assets. Due to differing measurement concepts, debt figures for 2003 in Tab-
One piece of evidence which specifi-  ['¢8 2 and 3 differ somewhat.

cally supports this scepticism relates to
the fact that the net effect of fiscal pol-
icy in Europe between 1992 and 2003 was pro-cyclical
(Flores et al. 2005; Buti and van den Noord 2004).

Why is the question of budget discipline so impor-
tant? Because the budget positions of some countries
pose a risk for the sustainability of the public finances
of these countries and of the European Monetary
Union as a whole. Table 3 reproduces a projection of
long-term debt for the EU-15 countries, as calculated
by the European Commission. Figures of such a long-
term projection exercise are necessarily rather ques-
tionable. But they show what might happen if policy is
not changed. The projection is made under two as-
sumptions for the cyclically-adjusted primary balance
(CAPB). In the (more favourable) “programme sce-
nario” it is assumed that the CAPB can be held at the
level of the “programme”, i.e. of the latest updated
stability or convergence projection (over 5 years) of a
country, while the (less favourable) “2003 budget sce-
nario” assumes that CAPB remains at the level of the
latest fiscal year.

In nearly all countries, the debt-to-GDP ratio (for
both scenarios) is projected to improve, in some cases
considerably, between 2003 and 2010. This might be
mainly due to the assumption of budget discipline and
of higher growth rates (higher than current ones, even
if on a lower level than in the 1990s). The turn-around
into a negative direction will occur around 2030 when
the impact of ageing populations is severely felt. For
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Source: Flores, E. et al. (2005) and sources given there.

some countries this turn-around is expected to occur
later. In 2050, within the programme scenario, 8 coun-
tries out of 15 will have worse debt figures — some-
times much worse — than they had in 2003.
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