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A. some flaws of the existing rules

B. recent additional arguments

C. towards implementing the reforms

Overview
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arbitrary one-size-fits-all targets for fiscal policy (60%, 3%, 0.5%) 

neglect of the Golden Rule for Public Investment

pro-cyclicality because of problematic cyclical adjustment

complexity and lack of transparency which hinders effective monitoring of
compliance

technocratic and lack welfare orientation & democratic procedures

some flaws of the existing rules
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Catastrophic fall in public investment 
during the Euro crisis 



6

Procyclicality of potential output calculations!
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A. some flaws of the existing rules

B. recent additional arguments

C. towards implementing the reforms

Überblick
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conciousness of importance and effectiveness of fiscal policy has increased
(multiplier debate)  

monetary policy at zero lower bound + low/negative interest rates

need for public investment has increased (ecological transition)

it will be impossible to return to the current rules (1/20th debt rule!) after corona

rules cannot strictly be enforced because this would mean a return to austerity

or else rules would have to be bent extremely undermining credibility (EFB)

recent additional arguments
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A. some flaws of the existing rules

B. recent additional arguments

C. towards implementing reforms

Überblick
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country-specific (intermediate) targets at least for debt level / speed of adjustment

Investment-orientation: correcting deficit targets for net investment / expenditure rule

use more stable potential output estimates / use average growth rates in expenditure
rule

(make RRF permanent or use new climate RRF)

should be implemented as result of the current review of the fiscal rules

much of it should be possible without treaty change and maybe even without the
requirement of unanimity!

(minimum?) requirements for reforms
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Experience of Covid-19-shock and the common vulnerability may have changed
some minds!

same with challenge of ecological transformation

There is broad support by European economists, think tanks, EP, EESC, EC, EFB, 
ESM, IMF, ECB. 

(by now even half of the German Council of Economic Experts now call for the
reforms…)

many countries have called for such reforms. And the resistance in „the North“ is not 
too strong: German coalition agreement says rules should be developed further.

Legal barriers (treaty change, unanimity) not as large as previously thought: 
IMK / Repasi study commissioned by EESC

Towards implementation: Opportunities
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Deutsche Bundesbank

seems ready to accept
bending of the rules…
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Improvements may have to be „bought“ with concessions of strict expenditure rules
and stronger national or European fiscal boards

new rules (and RRF!) may come with further losses in national autonomy and 
democratisation

backlash in terms national prejudices, misunderstanding of countries‘ successes and 
failure

Current debate on and fear of inflation may lead ECB to make mistakes

 The whole Euro project is still unstable!

Towards implementation: Risks
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the old „black zero“-policy (headline budget balance = 0) is over

massive fiscal support and stimulus in the covid-19-crisis

now the challenge is cyclical „normalisation“ + return to fiscal rules + massive public
investment needs for socio-ecological transition

New government has set itself unnecessary limits: No tax increases + no changes in 
„debt brake“

Coalition agreement nevertheless allows for massive investment spending by using
extra budgetary items + some leeway in the interpretation of the debt brake.

Government may be lucky again as tax projections have been revised upwards

Unfortunately „normal“ spending still procyclical and federal states and  
municipalities are may be confronted with tight limits

German Fiscal Policy 
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