Excessive Deficit Procedure

A step by step manual

List of terms and abbreviations:

Debt ratio - ratio of the planned or actual government deficit to GDP

Deficit ratio - ratio of government debt to GDP

EC - European Commission

ECOFIN - Council of Ministers of Economy and Finance

ED - excessive deficit

EFC - Economic and Financial Committee

MS(s) - Member State(s)

MS(s) with a derogation - Member State(s) which do not fulfil the necessary conditions for the adoption of a single currency (currently 11 MSs incl. CZ)

Colors used in the text:
black - implicit steps of the Procedure and other rules which are NOT subject to change under SGP reform } - should NOT be changed under

red - rules and obligations set by the Treaty establishing the European Community and the Protocol on EDF SGP reform
green - rules and obligations set by a Council Regulation or the Resolution of the European Council - might be subject to change under
SGP reform
[Step [Actor Action Date / Deadline Outcomes
1 [MSs submit fiscal notifications to EC 28" or 29" February and Step 2
31 August 200X
2 EC examines complience with budgertary discipline: no deadline If a) NO OR b) YES OR both
a) Does a MS fulfil requirements under both criteria? Then Step 3
b) Is there a risk of an ED in a MS? If a) YES AND b) NO

Then no EDP




Insert: Commission examination of MSs' compliance with budgetary discipline under Step 2a):

a) Does a MS fulfil requirements under both criteria?

1) Does a MS comply with the budgetary discipline for deficit? <IJ—I> 2) Does a MS comply with the budgetary discipline for debt?

i) Does the deficit ratio exceed 3% of GDP?

NO | YES

i) Has the deficit ratio declined substantially AND continuously|
AND reached a level that comes close to 3% of GDP?

YES | | NO |

iii) Is the ED only exceptional AND temporary AND|
does the deficit ratio remain close to 3% of GDP?

in.a) Does the ED result from an unusual event outside the
control of the MS concerned AND which has a major impact on
the financial position of the general government AND do the EC
forecasts indicate the deficit ratio will fall below 3% of GDP
following the end of the unusual event AND does the deficit ratio
remain close to 3% of GDP?

4_

YES | | NO |

iii.b) Does the ED result from a severe economic downturn, that
is, an annual fall of real GDP of at least 2% of GDP, AND do the|
EC forecasts indicate the deficit ratio will fall below 3% of GDP
following the end of the severe economic downturn AND does the
deficit ratio remain close to 3% of GDP?

<

— »| YES NO

YES NO

~—

i) Does the debt ratio exceed 60% of GDP?

<+“— NO | YES

i) Is the debt ratio sufficiently diminishing AND
approaching the 60% of GDP at a satisfactory pace?

<«— YES | | NO |

» YES NO

~—

V

a) Does a MS fulfil requirements
under both criteria?

Deficit YES AND Debt NO NO
Deficit NO AND Debt YES
Deficit NO AND Debt NO

YES

Deficit YES AND Debt YES —




Step

Actor

Action

Date / Deadline

Outcomes

EC

prepares a report

Report should take into account:

(1) whether the deficit exceeds government investment expenditure

(2) medium-term economic and budgetary position of the MS concerned
(3) all other relevant factors

without delay

Step 4

EFC

formulates an opinion on the EC Report

2 weeks after adoption
of the EC report (Step 3)

Step 5

EC

takes the EFC opinion into account and considers:
Does an ED exist or may it occur in the MS concerned?

no deadline

If YES Then Step 6
If NO Then no EDP

EC

addresses an Opinion on the existence of an ED in the MS
concerned, a Recommendation for a Council Decision on the
existence of an ED in the MS concerned and a Recommendation
for a Council Recommendation to the MS concerned with a
view to bringing an end to the situtation of an ED

without delay

Step 7

ECOFIN

on the basis of an overall assessment and - in case of an annual fall

in real GDP of the MS concerned of at least 0,75% - taking into account:
(1) the abruptness of economic downturn and

(2) the accumulated loss of output relative to past trends,

acting on the EC Recommendation for Council Decision,

decides on the existence of an ED in the MS concerned:

vote - adoption by qualified majority ( = 232/321)

3 months after submission of
the fiscal notification (Step 1)
by a MS

If adopted Then Step 8
If not adopted Then no EDP

ECOFIN

acting on the EC Recommendation for a Council Recommendation,
makes recommendation to the MS concerned with a view to
bringing an end to the situtation of an ED:
vote - adoption by 2/3 majority excluding the votes of the
MS concerned
Recommendation should include:
(1) a deadline of max. four months for effective action to be taken;
(2) a deadline for correction of the ED (normally end of the year

200X + 1 unless there are special circumstances)
whereas if the ED in the MS concerned is, in the view of the ECOFIN, not
corrected within the deadline (2), no new projects or new stages of a
project will be financed from the Cohesion Fund to the MS concerned
as long as ECOFIN does not abrogate its Decision on the existence of an ED

adopted in parallel with the
council decision on the
existence of an ED (Step 7)

If adopted Then Step 9

(If not adopted Then Step 6 -
EC addresses new
Recommendation for

Council Recommendation)

EC

examines complience with the Council Recommendation:
Has an effective action been taken by the MS concerned
in response to the Council Recommendation?

no deadline

If YES The EDP is
held in abeyance
If NO Then Step 10




Step

Actor

Action

Date / Deadline

Outcomes

10

EC

addresses a Recommendation for a Council Decision establishing

that no effective/adequate action has been taken by the MS
concerned in response to the Council Recommendation to ECOFIN

without delay

Step 11

11

ECOFIN

on the basis of publicly announced decisions by the Government

of the MS concerned, examines weather effective action has been
taken by the MS concerned in response to its Recommendation and,
acting on the EC Recommendation for Council Decision, decides

on the noncomplience of the MS concerned with the Council
Recommendation:

vote - adoption by 2/3 majority excluding the votes of the

MS concerned

Decision may include:

a decision to make the recommendations contained in the

Council Recommendation public

whereas once the ED in the MS concerned is, in the view of the ECOFIN,
corrected, ECOFIN shall make a public statement that an ED in the MS
concerned no longer exists

immediately after expiry of
the deadline set for the
effective action to be taken by
(Step 8)

If adopted Then the
recommendations may be
made public AND Step 12

(If not adopted Then Step 10)

12

EC

examines complience with the Council Recommendation:
Does the MS persist in failing to put into practice the
recommendations contained in the Council Recommendation?

no deadline

If YES Then Step 13*
If NO Then EDP is
held in abeyance

* Following steps of EDP do NOT apply to MSs with a derogation, UK

and DK

13

EC

addresses a Recommendation for a Council Decision giving
notice to the MS concerned to take measures for the deficit

reduction judged necessary in order to remedy the situation
of ED to ECOFIN

without delay

Step 14

14

ECOFIN

on the basis of publicly announced decisions by the Government

of the MS concerned, examines weather effective action has been

taken by the MS concerned in response to its Recommendation and,

acting on the EC Recommendation for Council Decision, decides

on giving notice to the MS concerned to take necessary measures

for deficit reduction:

vote - adoption by 2/3 majority excluding the votes of the

MS concerned and the MSs with a derogation

Notice should include:

(1) a deadline for taking measures for the deficit reduction which are
judged necessary in order to remedy the situation

Notice may include:

(2) a request for the government to submit reports in accordance
with a specific timetable

1 month after the adoption of
the Council Decision stating
that no effective action has
been taken (Step 11)

If adopted Then Step 15
(If not adopted Then Step 13)




Step

Actor

Action

Date / Deadline

Outcomes

15

EC

examines complience with the Council Notice:
Does the MS concerned comply with the Council Notice?

no deadline

If YES Then EDP is
held in abeyance
If NO Then Step 15

16

EC

addresses a Recommendation for a Council Decision to impose
sanctions on the MS concerned to ECOFIN

without delay

Step 17

17

ECOFIN

examines compliance with the Council Notice and, acting on the

EC Recommendation for a Council Decision, decides on the

imposition of sanctions on the MS concerned:

vote - adoption by 2/3 majority excluding the votes of the

MS concerned and the MSs with a derogation

Sanctions against the MS concerned should always include:

(1) a request to make with the Commission a non-interest-bearing
deposit equal to 0,2% of GDP plus one tenth of the difference
between the deficit as a percentage of the GDP in the previous
year and the 3% value, whereas:

e the total amount should not exceed 0,5% of GDP;

e the deposit will be reimbursed if, within a two-year period
starting the adoption of this decision, the decision on the
existence of the ED is abrogated; once this period has ended
without the ED having been corrected, the deposit will be
converted into a nonrefundable fine by ECOFIN

Sanctions against the MS concerned may also include:

(2) a requirement to publish, before issuing bonds and securities,
additional information specified by ECOFIN;

(3) an invitation for the European Investment Bank to reconsider
its lending policy towards the MS concerned, whereas:

e these sanctions will be abrogated if ECOFIN finds the
progress made by the MS concerned in correcting the ED
significant

2 months after the adoption of
the Council Decision to give
notice to the MS concerned
(Step 14)

AND

10 months after submission of
the fiscal notification (Step 1)

If adopted Then Step 18
(If not adopted Then Step 16)

18

MS

makes a deposit of appropriate value with the Commission and
submits to any other sanctions imposed by ECOFIN

no deadline






