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Objectives of a fiscal union

• Specifically important for a monetary union:
– Ensure sustainable public finances:

• EMU may lead to debt bias;
• Need for larger fiscal buffers in view of loss of monetary 

policy instrument.

– Enhance fiscal stabilisation across countries (fiscal 
risk sharing);

– Strengthen coordination and avoid bias in 
aggregate fiscal stance, in particular when 
monetary policy is constrained by the ELB;



Diagnosis

• Government debt/GDP ratios are very high;
• Fiscal policies have been procyclical; also at 

the aggregate level?
• Market discipline has not worked very well 

(very non-linear);
• The amount of cross-country private and 

public risk sharing has been limited, in 
particular during the financial crisis (e.g. IMF 
study).



Euro area fiscal stance and 
government debt

Source: EC’s Spring 2016 European Economic Forecast



Realities/Constraints

• Need to take into account some realities that 
follow from the sui generis nature of EMU:
– Migration is unlikely to become a strong 

adjustment mechanism;
– “No transfer union” : Permanent transfers are 

likely to remain relatively small; 
– National fiscal and economic policies and national 

politics/parliaments will continue to play a 
dominant role; EMU will remain much more 
decentralised than other MUs.



Corner solutions do not work

1. Fully independent national fiscal policies, 
disciplined by the market and a credible no bail-
out mechanism; 

2. Fully coordinated national fiscal policies, 
controlled and enforced by the centre; 

3. Full centralisation of fiscal policy at the euro area 
level; 
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Corner solutions do not work

• Maastricht tried to find a middle way between 
1 and 2:
– did not work because no-bail-out was not credible 

(contagion with banks and other governments) 
and the rules were difficult to enforce;

– Moreover, no attention to aggregate fiscal stance.
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E.g. Bundesbank (2015); 
Eichengreen and Wyplosz (2015)
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Fiscal union sui generis

• Key question: 
– Given that a dominant part of fiscal policy will 

remain within the realm of national competency, 
how can we combine market discipline, policy 
coordination and surveillance, and a euro area 
fiscal capacity to build a robust fiscal union that 
achieves the objectives of sustainability and 
stabilisation?
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Fiscal union sui generis

• Auxiliary questions: 
– How can we structure a sui generis fiscal union so 

that the three elements reinforce each other?
• Credible market discipline allows for a more 

independent national fiscal policy margin;
• A common fiscal capacity strengthens the credibility of 

market discipline and supports the acceptance of 
federal control over national fiscal policies; 

– What is the right sequencing? 
• Risk reduction and risk sharing



Enhance market discipline
• As national fiscal policies remain dominant and 

enforcing/sanctioning ex-ante coordination is difficult, helps 
ensuring sustainable policies (alleviate free-rider problem);

• Implies no (full) mutualisation of national debt;
• How can the credibility of no-bail out be enhanced?

– Eliminate the sovereign-bank doom loop; requires completing financial 
union and in particular having a common fiscal backstop to the 
resolution fund and a common deposit insurance; limit sovereign 
exposures of banks;

– Reduce contagion towards other sovereigns;
– Enhance ESM as crisis-management tool (EMF; liquidity versus 

solvency);
– Promote orderly debt restructuring mechanism; use CACs?

– Safe asset? Safe liability? Works only when there are no large 
asymmetric shocks.



Build a euro area fiscal capacity
• Objectives:

– Maintain an appropriate aggregate fiscal stance; 
– Provide risk sharing through automatic stabilisers (5P 

report – e.g. unemployment insurance); 
– Maintain minimum government services necessary to 

attract capital (cf labour mobility).
• Questions:

– Investment (digital, energy, transport, education, R&D,…) 
versus transfers (e.g. unemployment insurance)?

– Which tax instruments (corporate taxes, VAT, FTT, ECB 
seignorage)?

– How much euro area debt issuance and how much 
mutualisation of national debt?



Strengthen governance and 
coordination

• Streamline SGP rules (structural targets, debt rules, expenditure 
ruels);

• An independent euro area fiscal board to create transparency and 
accountability;

• Strengthen sanctioning or intervention rules?
Questions:
• Is it realistic to assume that the centre could strengthen its 

intervention rights in national policies? What form should this take? 
• Create common safe asset that is senior to national debt to 

leverage market discipline? Or let centre decides on joint liability 
issuance of national debt; similar to blue-red bond proposal.

• Can one use euro area budget to sanction? Contractual 
arrangements?



Interaction with financial union
• Complementarity:

• The more effective private risk sharing through financial markets, the 
less necessary fiscal risk sharing is likely to be;

• That requires:
– delinking banking from sovereign risks;
– promoting equity-based rather than debt-based financial integration
– developing capital markets (CMU) to robustify the financial system

• An effective financial union requires a strong common fiscal 
backstop (e.g. by the ESM): 
• for the single resolution mechanism and for a future single European 

deposit insurance system.
• A robust financial system requires a sufficient supply of safe assets:

• Euro area government debt and/or the mutualised part of national 
government debt can play an important role (see Esbies, etc.)



Institutional design

• Create a euro area finance ministry/treasury:
– Decision making body could be structured like at 

the ECB (with GovC  and ExB); e.g. Tabellini (2015)

• Which responsibilities would it have? 
– A euro area fiscal capacity (revenues and 

spending)?
– European Debt Management Office (euro area 

debt and mutualised national debt)? 
– Revamped ESM as crisis-management instrument?

• Accountable to the European Parliament


