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 Introduction 
 

1. Most EU member states recorded growth in GDP in the latest quarter. Six countries 
still face declining output but this is less than half the number that saw their 
economies shrink in the first quarter of 2010 and less than a quarter of those that 
were in recession in the second half of 2009. However, unemployment in all countries 
apart from Germany is still higher than before the crisis and there are widespread 
concerns about the strength of the recovery and the risks of a double-dip recession 
(see chart below for latest unemployment rates compared to 2008).  

 
 Unemployment in the EU 2008 and 2010 
 

 
 

2. The European Commission continues to press ahead with strict fiscal consolidation 
while several national governments, including Czech Republic, Poland and Slovakia, 
have joined those who have implemented budget cuts along with pay cuts or pay 
freezes for public sector workers. (See table in Annex 1).  

 
Background to the economic governance proposals 
 

3. In February this year, in one of his first statements as the new Commissioner for 
Economic and Monetary Affairs, Olli Rehn said that it was necessary to improve the 
economic governance of the euro area and to “strengthen our coordination of 
budgetary and economic policies.” In the same month there was a further deepening 
of the crisis in Greece, providing further ammunition to the European Commission’s 
claims that “broader and deeper surveillance” was necessary.  
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4. Directly in response to the crisis in Greece, eurozone governments agreed on a loan 

package with the support of the International Monetary Fund (IMF). In May, as a more 
long-lasting solution, finance ministers approved a European Financial Stabilisation 
facility. This was co-ordinated with the IMF and can provide assistance to any 
eurozone country, with up to €500 billion in guarantees. 

 
5. A few days later the Commission adopted a Communication which sets out a range of 

proposals on reinforcing economic governance in the European Union. These include 
tougher rules to implement the Stability and Growth Pact, closer monitoring of 
macroeconomic indicators and the introduction of sanctions on eurozone 
governments that fail to tackle macroeconomic imbalances. This increased 
surveillance will be the focus of a six-month period of assessment and monitoring that 
the Commission has chosen to call the European Semester.  The new proposals will 
require that the EMU budgetary coordination framework is reflected in the national 
budgetary framework. The Commission argues that the domestic frameworks need to 
adopt a multi-annual fiscal planning perspective to achieve the Medium Term 
Objectives (MTOs) set at EU level. “Member States must have in place numerical 
fiscal rules conducive to compliance with the deficit and debt thresholds. Member 
states must ensure that these features apply to all general government sub-sectors”. 

 
The Stability and Growth Pact 
 

6. The key elements of the pact remain the two limits on public sector deficits (3% of 
GDP) and public sector borrowing (60% of GDP). The proposals involve both 
preventative and corrective sanctions for euro zone countries. Public finances in each 
country will be assessed in terms of so-called medium-term budgetary objectives 
(MTOs) that will be set to keep each country on course to meet the Stability and 
Growth Pact targets. Member States that have not reached their medium term 
budgetary objectives are expected to converge towards it at an annual pace of one 
twentieth of the gap between current and  target levels per year in structural terms. If 
a country fails to keep to the agreed rate of growth of its public expenditure (a new 
principle and benchmark) it will be subject to a warning from the Commission followed 
by a recommendation to take corrective action and eventually enforcement through 
the sanction of paying an interest-bearing deposit, amounting to 0.2% of GDP. 

 
7. Those countries that are already in breach of the Stability and Growth Pact would 

face a stricter regime and again an automatic sanction if they fail to stay within the 
Excessive Deficit Procedure set out by the Commission. This involves a timetable for 
reduction of the deficit and or level of debt and the prospect of a fine in the form of a 
non-interest bearing deposit of 0.2% of GDP.  

 
8. For both of the above sanctions, the Commission is proposing what it calls a “reverse 

voting” mechanism. This means that the deposits will automatically become due 
unless the Council decides by a qualified majority not to implement the sanction.  

 
Macroeconomic imbalances 
 

9. On top of this stricter application of the Stability and Growth Pact, the Commission 
also wants to introduce a new macroeconomic excessive imbalance procedure that 
will also have preventative and corrective elements. The Commission will assess 
economic developments on the basis of a scoreboard of economic indicators and if 
the in-depth review of each country shows an imbalance or risk of imbalance then the 
country concerned will be required to take preventative or corrective action within a 
specific period. While the Commission acknowledges that national governments do 
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not have the same level of control over general macroeconomic developments as 
they do over public deficits and debt, it still proposes the possibility of fines, in this 
case annual fines, if a eurozone government fails to take the recommended 
corrective action. The fine would be the equivalent to 0.1% of GDP each year until the 
Council determines that corrective action has been taken and again implemented with 
the “reverse voting” procedure.   

 
European Semester 
 

10. The public finance and macroeconomic reviews will be carried out as part of a so-
called European Semester, in other words, a six-month cycle (see chart on page 5 for 
summary) during which national governments will be required to submit their stability 
and convergence programmes and national reform programmes to the scrutiny of the 
Commission. The first Semester will begin in early 2011, although in effect the 
process is already underway as national governments are drafting their budgetary 
plans and national reform programmes for 2011..  

 
Main points of contention 

 
11. This is a purely a budgetary and economic exercise with really no account taken of 

wider social and employment issues. The focus is still on fiscal consolidation without 
there being a coherent strategy to bring Europe as a whole out of the crisis.  

 
12. As the ETUC argues this should not be such a narrow financial and economic 

exercise and that employment ministers should have a role in the Economic 
Semester and general secretary John Monks says: “Macroeconomic imbalances are 
simply the tip of the iceberg. High and growing inequalities, as well as the spreading 
incidence of precarious work, are the real problems Europe should be addressing”. 

 
13. The European Commission and Council also appear to be aiming to make it more of 

a technical process rather than acknowledging that it is a matter for major political 
debate as to what action to take. It seems to assume that "prudent" level of growth, 
the “appropriate” adjustment path towards medium term budgetary objectives and 
“sufficient” measures to achieve the objectives can be taken as read. The 
Commission does acknowledge that a broad range of factors need to be taken into 
account when reviewing a country’s economic situation. For example, among the 
indicators referred to in the proposal for a regulation to correct excessive 
macroeconomic imbalances, is the level of private sector as well as public sector 
debt. However, this relates only to the macroeconomic assessment and has no 
bearing on the narrow focus on debt and deficit reduction in the stricter Stability and 
Growth Pact procedure.  It remains difficult to see what there is in terms of a 
European response to the crisis. This is co-ordination in the sense of making sure all 
countries adhere to the rules (the same old SGP rules with which many countries still 
do not comply) and so effectively behave in the same way.  It is not co-ordination in 
the sense of looking at the strengths and weaknesses across the EU and eurozone 
and having a strategy that reflects that and that allows for different responses in 
different countries. There is no clear role here for social partners and only a cursory 
reference to the need to consult with the European Parliament.  
 

14. We would agree with the importance of addressing macro-economic imbalances in 
the euro-area as some Member States would need more growth and exports to 
address their problems. This is difficult when other Member States seek to promote 
their exports as well and do not stimulate internal demand. The implication is that “the 
correction of competitiveness and external imbalances requires significant changes in 
prices and costs and reallocation of demand and supply between the non-tradable 



Economic crisis, economic governance and EPSU strategy 
Report to the EPSU Executive Committee meeting of 8-9 November 2010 

 
 

 4

sector and the export sector.” The Commission then refers to labour and product 
market rigidities and the need for “appropriate” reforms. The recommendations of the 
Commission could address: fiscal and wage policies, labour markets, product and 
services markets and financial regulation.  
 

15. The emphasis on addressing labour market rigidities is reflected in the approach of 
the European Council. The Employment Committee (EMCO)  has drafted a list of so-
called bottlenecks and submitted to the Council of Ministers meeting on 21 October. 
The “bottlenecks” are what EMCO claims are undermining the performance of the 
European economy. The ETUC has criticised the lack of balance in EMCO’s 
approach and asked for the document to be withdrawn and to allow a full debate on 
the issues. The ETUC’s letter to Belgian deputy prime minister and employment 
minister Joëlle Milquet argues that: “Several of the indicators selected are 
unbalanced and will certainly be used to promote an agenda of a further deregulation 
of workers’ rights (working time, job protection and unemployment benefit systems). 
In particular, the four indicators on wage setting, set against a background of 
‘competitiveness’, will weaken collective bargaining systems and wage floors in 
labour markets.”  (See annex 3 for list of labour market bottlenecks and Economic 
Policy Committee comment on more flexible labour markets)  Our latest information 
indicates that the indicators have not been put forward for a Council decision yet. 
 

16. This does not signify that the indicators have been withdrawn. The Economic Policy 
Committee contribution (Member States) to the Macroeconomic Dialogue at technical 
level (employers, ETUC, Commission, ECB and EU troika) continues to argue for the 
removal of labour market rigidities (see annex 3). It launches a frontal attack on wage 
systems with automatic indexation rules. The EPC demands flexibility on the labour 
market, argues that governments should seek moderate pay settlements in the public 
sector as an example to the private sector, and advocates lowering tax and social 
contribution components of labour costs arguing at the same time for spending cuts. 
We note that the EPC is not just a Commission committee but that the EPC include 2 
representatives of all governments (http://europa.eu/epc/members/index_en.htm). 
The Macroeconomic dialogue technical level was foreseen for 28 October with the 
high level dialogue for 16 November. 

 
The European Central Bank (ECB) has stepped into the debate, quoting research1 by 
Harvard economists, to argue that fiscal consolidation does not pose a threat to the 
recovery and is needed to restore economic confidence. This analysis has even been 
rejected by the International Monetary Fund (IMF)2. The IMF says that the Harvard 
research is flawed, that it fails to take account of the economic situation across 
Europe with very low interest rates and that it also fails to take account of the fact that 
governments are making cuts at the same time. The combination of these factors 
mean there is a significantly increased risk of co-ordinated fiscal consolidation not just 
stalling any recovery but generating a renewed contraction of economic activity.  
 

17. Another mediatised intervention of the ECB concerned the semi-automaticity of 
possible sanctions in the instruments described earlier. The ECB wants this to be 
firmed up leaving limited scope for political decisions (of the Council) when Member 
States do not confirm the recommendations of the Commission especially with regard 
to the deficit and debt prescriptions. A German-French agreement taken over by the 

                                                            

11 “Large changes in fiscal policy: taxes versus spending”, Alberto Alesina and Silvia Ardagna, NBER 
Working Paper No.15438, revised January 2010 
2 “Will it hurt? Macroeconomic effects of fiscal consolidation,” Chapter 3 of the IMF’s October 2010 
World Economic Outlook  
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Council seeks to maintain political decision-making and recommends a change to the 
Treaty to establish a more permanent crisis mechanism (after 2013)  

 
18. The proposals of the Commission are reflected in the report of the task force to the 

European Council on Strengthening Economic Governance in the EU (21 October 
2010). This taskforce was composed of the Ministers of Finance of all EU countries. It 
argues that the recommendations will be applied to the Euro-area countries first and 
to all EU members with the exception of the UK. This will be considered by the EU 
Summit of 28-29 October. It appears most governments agree with the general 
direction of the proposals of the Task Force.  
 

19. Meanwhile a report of MEP Diogo Feio (conservative) supports the direction of the 
Council and Commission..The EP has adopted a series of positions that seek to 
balance the one-sided focus on debt and deficits by including benchmarks on 
poverty, social inclusion and environmental progress. The EP seeks a greater role for 
national parliaments and itself. EPSU amendments have been accepted to give a 
clear role to the social partners at national and EU level in the European semester. 
The report is an opinion on the Communication of the Commission of May 2010. The 
discussion and amendments on the legislative proposals of the Commission will start 
in November (See annex 4 for details of timetable). 

 
Response 
 

20. The response has to be at both national and European levels as finance ministries 
draw up their budgets for presentation to the European Commission then EPSU 
affiliates should use what influence they have to argue for a more positive public 
finance agenda. This means a broad assessment of economic prospects and a 
review of public finance that involves setting spending priorities as well as considering 
different revenue raising measures and so going beyond the fiscal consolidation that 
focuses too narrowly on spending cuts. 

 
21. At European level EPSU has to join with the ETUC and other European trade union 

federations in arguing for a real European response that looks at the strengths and 
weaknesses across the European Union as a whole.  

 
22. Economic governance has to be a more democratic process and not reduced to the 

technical assessments implied in the Commission’s proposed approach. That 
democratic process needs to involve national parliaments, the European Parliament 
and the social partners at both national and European level having a say over targets 
and timing.    

 
23. The big gap in Commission thinking remains the lack of a European strategy. 

Economic governance is still too one-sided, focusing on the narrow question of 
bringing governments and economies into line, rather than considering the potential 
for a European stimulus to underpin any early signs of recovery. This stimulus could 
be financed through a European financial transaction tax that has gained support 
across the European trade union movement and among a range of political parties 
and campaigning groups. But there also needs to be serious debate about other 
potential forms of finance such as the issuing of European bonds to take advantage 
of the economic standing of Europe as a whole rather than leaving individual 
countries to the mercy of the ratings agencies that were part of the cause of the crisis 
in the first place. 
 



Economic crisis, economic governance and EPSU strategy 
Report to the EPSU Executive Committee meeting of 8-9 November 2010 

 
 

 6

Action points 

• Support the ETUC’s initiatives of Austerity Watch and Bonus Watch to monitor the 
impact of public spending cuts around Europe as well as exposing the extent to which 
the finance sector has returned to business as usual.  

• Support ETUC proposals for immediate action (in European capitals on 15 
December, the day before the EU heads of government summit; and a demonstration 
in Budapest in early March to coincide with a meeting of EU finance ministers or 
equivalent event organized by the Hungarian presidency. 

• Work with the ETUC, other trade union organizations and sympathetic MEPS to 
secure changes to the legislation on economic governance including removal of the 
proposed automaticity of sanctions;   introduction of a significant role for the social 
partners and much greater involvement of the European parliament; and a shift in 
focus from co-ordination in fiscal consolidation to co-ordination to ensure a European-
wide economic recovery. 

• Support actions and demonstrations by affiliates in defence of public services and 
public sector workers’ pay and conditions. 

• Improve information exchange with affiliates to ensure that EPSU is fully informed 
about the scale of public sector cuts and the impact on public sector workers’ pay and 
conditions.  

The economic crisis, the way governments react and the policies of the European Union will 
be a main area of work in both the EPSU Public Service Network, the EPSU 
Economists/Economic Policy work group, (a meeting is foreseen for 24 February 2011 and a 
call for participants will follow the Executive Committee) in the constituency meetings. We 
are also planning a seminar with ETUI, planned for 22-23 February 2011). The Executive 
Committee will be in a position to evaluate the first months of the European semester and the 
debates in the European parliament at its next meeting.
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Annex 1: 

Pay cuts  and pay freezes across Europe 

 Pay  
freeze 

Pay  
cut 

Pay  
reform 

Jobs/ 
Recruit 

Belarus 2009    
Bosnia & Hercegovina FD 2010  2009 2010  
Bulgaria 2009‐2011    
Croatia  2009 ‐6%  Freeze; cut 5% 
Czech Republic  Pay cut proposed for 2011   
Estonia 2010‐2011 2009: between ‐8% sand ‐10%   
France 2011‐2013   Replace 1 in 2;  
Germany    2010‐2014: ‐10000  
Greece 2009‐2012 2010: ‐12%  2010 Replace 1 in 5 
Hungary 2010 2009: 13th month   
Ireland  2009: pensions levy 5%+; 2010: 5%‐8%  Freeze 
Italy 2010 2011: cuts to productivity payments; cuts of ‐

5% to ‐10% for high earners 
 Replace  1 in 5; non‐renewal of 

temporary contracts: 50,000+ 
Latvia  2009:between ‐ 15% and ‐50% 2009‐10  
Lithuania  2009: ‐8% ‐10%
Macedonia 2009‐2010   Freeze  
Moldova 2010‐2011  2011 Freeze; ‐10000 
Poland  Pay freeze proposed for 2011   
Portugal 2010‐2013 Pay cuts of 5% for higher paid civil servants   
Romania 2009 2010: ‐25% in basic pay, ‐50% earnings 2009‐10 Replace 1 in 7; ‐75000 
Serbia 2009‐2010   Freeze;  ‐10% 
Slovakia  Pay cut proposed for 2011   
Spain 2011 2010: ‐5%  Replace 1 in 10 
UK 2010‐2011    
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Annex 2: European Semester 

The chart below summarises the activities and actors in the six-month European semester of 
monitoring and surveillance during which member states will have their public finance and 
macroeconomic performance assessed.  
 

 

Source: Pochet, P., EU 2020 – Social impact of the new form of European governance, ETUI 
Policy Brief, 5/2010 
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Annex 3: Labour market bottlenecks 

Macro-structural bottlenecks Policy areas in the field of employment and labour 
markets 

Labour utilisation Labour market participation 
Labour market functioning, combating segmentation  
Active labour market policies  
Job creation  
Gender equality  
Work-life balance  

Fiscal policy and long-term 
sustainability  

Social security systems  

Competitiveness  Wage setting and labour costs  
Education and lifelong learning  
Skills supply and productivity  

 

Part of the Economic Policy Committee’s contribution to the Macroeconomic Dialogue 
(technical level meeting on 28 October 2010) was the following call for greater labour market 
flexibility through more decentralised wage setting and by using the public sector to set a 
trend in “moderate wage settlements”. 

 “In particular, labour and wage-setting policies should favour the necessary relative wage 
and price adjustment and remove existing rigidities which impede the efficient reallocation of 
resources. On the one hand, reforms enhancing the flexibility of the labour market and the 
response of wages to local labour market conditions and to productivity developments at firm 
level (e.g. by removing automatic wage-indexation rules) will favour this adjustment. On the 
other hand, in most Member States wages are formed in a collective bargaining process 
between employers' and employees' representatives. Governments can influence the 
outcome of the wage bargaining via a number of ways, including through tripartite 
agreements and moderate wage settlements in the public sector.  Additionally, governments 
can contribute to employment creation by lowering the tax and social contributions 
components of labour costs (while this has to be financed through spending cuts to avoid a 
further deterioration of public finances). This would also contribute to increasing wage-
earners' net income. All in all, to ensure the smooth functioning of EMU and make the most 
of European integration, enhanced adjustment capacity through the labour market will be 
needed. But adjustment processes reverting competitiveness losses tend to be more orderly 
and less costly in terms of employment if they are the result of coordinated efforts by social 
partners, rather than deteriorating labour market conditions. This requires the emergence of 
a strong consensus among social partners and the government on the need to align their 
policies to the overall objectives of improving competitiveness, avoiding significant macro-
economic and external imbalances and correcting them once they have arisen.” 

Economic Policy Committee, Brussels, 19 October 2010, ECFIN.CEF.CPE Ares(2010) 
724919,  
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Annex 4: Timetable for economic governance legislation and names of rapporteurs 

 Package  Other events 
Adoption of package by COM 29 September 2010  
Vote Feio report  5 October 2010 
Plenary vote Feio report  October I 2010 
1st exchange of views in ECON (1.5 hrs) - no doc 26 October 2010  
European Council  28-29 October 2010 
EcoFin Council  17 November 2010 
possibly: 2nd exchange of views in ECON  (1.5 hrs) - 
no document 

22 November 2010  

Deadline for tabling draft reports to Secretariat 29 November  2010  
Preparatory Meeting with Monetary Experts   29 November 2010 
Monetary Dialogue (Trichet)  30 November 2010 
Draft reports (original) sent to Members 3 December 2010  
EcoFin Council  7 December 2010 
European Council  16-17 December 2010 
Draft reports (all languages) sent to Members 17 December 2010  
Presentation of draft reports in ECON (1.5-2 hrs) 24-25 January 2011  
Deadline for AMs to draft reports 8 February 2011, 12.00  
Amendments (original) sent to Members 18 February 2011  
AM documents (all languages) sent to Members 10 March 2011  
Discussion of AMs in ECON 21-22 March 2011  
Spring European Council  March 2011 (TBC) 
[time for compromise meetings]   
ECON vote 19-20 April 2011 

(indicative) 
 

[time for trilogues]   
Plenary vote June 2011 (indicative)  

 
Rapporteurs and Shadows on the economic governance package (Rapporteurs in bold) 
 

 EPP S&D ALDE ECR Greens GUE/NGL 
Coordination of economic 
policies (2010/0280(COD)) 

Corien 
Wortmann-
Kool 

Udo 
Bullmann 

Sylvie 
Goulard 
 

Vicky Ford Philippe 
Lamberts 

Miguel 
Portas 

Excessive deficit 
procedure  
(2010/0276(CNS)) 

Diogo Feio Edward 
Scicluna 

Sylvie 
Goulard 
 

Kay 
Swinburne 

Philippe 
Lamberts 

Thomas 
Händel 

Budgetary surveillance  
(2010/0277(NLE)) 

Arturs 
Kariņš  

Liem 
Hoang 
Ngoc 

Carl 
Haglund 

Vicky Ford Philippe 
Lamberts 

Nikolaos 
Chountis 

Prevention – macro-
economic imbalances  
(2010/0281(COD)) 

Herbert 
Dorfmann 

Elisa 
Ferreira 

Carl 
Haglund 

Kay 
Swinburne 

Philippe 
Lamberts 

Jürgen 
Klute 

Enforcement –
macroeconomic 
imbalances in euro area 
(2010/0279(COD)) 

Danuta 
Hübner 

Elisa 
Ferreira 

Carl 
Haglund 

Derk Jan 
Eppink 

Philippe 
Lamberts 

Nikolaos 
Chountis 

Budgetary surveillance in 
euro area 
(2010/0278(COD)) 

Íñigo 
Méndez de 
Vigo 

Edward 
Scicluna 

Sylvie 
Goulard 

Derk Jan 
Eppink 

Philippe 
Lamberts 

Nikolaos 
Chountis 

ECON secretariat 13.10.2010 


