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Was the institutional architecture adequate to allow the good 

functioning of a monetary union?

EMU

Common  
monetary  

policy

No bail out
clause

Weak  
enforcement  

of fiscal  
discipline

Financial  
integration

Financial integration exposes vulnerable countries  to the 
risk of sudden stop

Macroeconomic imbalances make countries vulnerable

The Eurozone did not have adequate institutions and tools
to deal with this problem (i.e. lender of last resort,
currency devaluation, possibility of fiscal transfers…)

The European Semester ensures that Member States 
discuss their economic, social and budgetary plans with 
their EU partners at specific times in the first half of the 
year – hence the term Semester – so that national action 
can be accordingly taken in the second part of the year, 
notably with the adoption of the budgets for the 
subsequent year.



MACROECONOMIC IMBALANCE PROCEDURE

Integrated into the EuropeanSemester, theEU’sannual cycleofeconomic monitoringand guidance.

➢Alert Mechanism Report (AMR): annual report by the European Commission which analyses the
economies of all Member States partly on the basis of a scoreboard of relevant indicators. The
AMR identifies countries whose situations require deeper analysis, to be carried out in In-Depth
Reviews that are included in the annual Country Reports.

➢ In-Depth Reviews (IDR) provide the analysis for the identification of the presence of
macroeconomic imbalances and for the assessment of their severity. A Member State may be
found to have ‘no imbalances’, ‘imbalances’, ‘excessive imbalances’, or ‘excessive imbalances with
corrective action’ (implying the activation of EIP).

➢Specific Monitoring: Member States with ‘imbalances’ or ‘excessive imbalances’ are subject to a
process of Specific Monitoring of their policy commitments, adapted to the degree and nature of
their imbalances, involving intensified dialogue with national authorities, and progress reports.

➢Excessive Imbalance Procedure (EIP): enhanced surveillance mechanism designed to ensure
compliance with the Macroeconomic Imbalance Procedure for countries identified with excessive
imbalances with corrective action.

https://commission.europa.eu/business-economy-euro/economic-and-fiscal-policy-coordination/european-semester/framework/european-semester-explained_en
http://ec.europa.eu/economy_finance/economic_governance/macroeconomic_imbalance_procedure/scoreboard/index_en.htm


MACROECONOMIC IMBALANCE PROCEDURE



Scorebord Indicators, aimed at capturing the most relevant internal and external sources of macroeconomic
imbalance and signal adjustment issues: 14 indicators and indicative thresholds, covering the major sources of
macroeconomicimbalances.

• 3-year backward moving average of the current account balance as percent of GDP,  with thresholds of 
+6% and -4%;

• net international investment position as percent of GDP, with a threshold of -35%;
• 5-year percentage change of export market shares measured in values, with a  threshold of -6%;
• 3-year percentage change in nominal unit labour cost, with thresholds of +9% for

euro area countries and +12% for non-euro area countries;
• 3-year percentage change of the real effective exchange rates based on HICP/CPI  deflators, relative to 41 

other industrial countries, with thresholds of -/+5% for euro  area countries and -/+11% for non-euro area
countries;

• private sector debt (consolidated) in % of GDP with a threshold of 133%;
• private sector credit flow in % of GDP with a threshold of 14%;
• year-on-year changes in house prices relative to a Eurostat consumption deflator, with a threshold of 6%;
• general government sector debt in % of GDP with a threshold of 60%;
• 3-year backward moving average of unemployment rate, with a threshold of 10%;
• year-on-year changes in total financial sector liabilities, with a threshold of 16.5%;
• 3-year change in p.p. of the activity rate, with a threshold of -0.2%;
• 3-year change in p.p. of the long-term unemployment rate, with a threshold of

+0.5%;
• 3-year change in p.p. of the youth unemployment rate, with a threshold of +2%.
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1. ALERT MECHANISM REPORT (AMR)



Imbalance defined as:

‘any trend giving rise to macroeconomic developments which are  
adversely affecting, or have potential to adversely affect, the proper  
functioning of the economy of a Member State or of the economic and  
monetary union or of the Union as a whole’

Indicators:

• Are they sufficiently forward looking to signal risk?

• Too many? May make it difficult to highlight most important imbalances

• Stocks or flows? Flows are more affected by policy measures

• In absolute or relative terms? Ex: if the deterioration of competitiveness is  
generalized to all countries, problem could be addressed by the  
depreciation of the euro



MACROECONOMIC IMBALANCES IN THE EU – SOME EXAMPLES
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Streamlined categories Categories used in 2014 and 2015

No imbalances No imbalances

Imbalances, which require policy action and  
monitoring

Imbalances*
Imbalances, which require decisive policy action
and monitoring

Imbalances, which require decisive policy action
and specific monitoring

Excessive imbalances*
Excessive imbalances, which require decisive policy  
action and specific monitoring

Excessive imbalances with Corrective Action Plan
(EIP)

Excessive imbalances with Corrective Action Plan
(EIP)

*under streamlined categories, specific monitoring applies both in the case of "imbalances" and "excessive imbalance"  

modulated according to the gravity of the challenges.

2. IN-DEPTH REVIEW



Results:



➢Member States identified as having ‘imbalances’ or ‘excessive imbalances’ by In-Depth Review receive
specific monitoring adapted to the degree and nature of their imbalances.

➢Specific monitoring is a form of intensified dialogue between the European Commission and national
authorities that aims to help Member States address macroeconomic imbalances that could adversely
affect their own economic stability or that of the euro area, or the EU.

➢Specific monitoring involves fact finding missions by Commission officials to Member States and follow-
up reports covering economic developments and the implementation of relevant policy measures.

3. SPECIFIC MONITORING



4. EXCESSIVE IMBALANCE PROCEDURE

➢ EIP is an enhanced surveillance mechanism designed to ensure compliance with the Macroeconomic
Imbalance Procedure for countries identified with excessive imbalances.

➢ Under the Excessive Imbalance Procedure, the European Commission may recommend to the Council
that Member States experiencing excessive imbalances be required to submit Corrective Action Plans
to address their situation.

➢ These plans must be approved by the Council and deadlines are set for their execution.

➢ The Commission and the Council monitor the implementation of the plans and the correction of the
excessive imbalances, which is required to put an end to the EIP. Euro area Member States that
repeatedly fail to submit corrective plans considered sufficient by the Council or to implement them
face the possibility of sanctions, including fines.



Reforms in the institutionalarchitecturetopromotethegood functioningof amonetary union

EMU EMS

Greater  
Policy  

discipline

Financial  
integration

Strong enforcement of fiscal policy  
and monitoring of macroeconomic  
imbalances (european semester,  
MIP, SGP)

• To provide financial  
assistance to euro area  
countries experiencing or  
threatened by severe  
financing problems.

• Necessary to safeguard the  
financial stability of the euro
area as a whole and of ESM
Members.

EUROPEAN STABILITY MECHANISM

Common
monetary

policy



• Replaces European Financial Stability Facility and Mechanism (EFSF and EFSM)

• International organization aimed at providing financial assistance to EA countries with severe
financial dificulties.

• Financial assistance subject to conditionality – as in a IMF programme.

• Countries with assistance from ESM are assumed to have signed a financial assistance programme
with theIMF.

• The ESM’s mission is to provide financial assistance to euro area  countries experiencing or 
threatened by severe financing problems.  This assistance is granted only if it is proven necessary to 
safeguard  the financial stability of the euro area as a whole and of ESM  Members.

• For this, the ESM counts on several instruments. The ESM can grant a  loan as part of a 
macroeconomic adjustment programme, such as the  one that was already used by Cyprus and 
Greece. Ireland, Greece, and  Portugal have used similar programmes delivered by the EFSF. The  
only other instrument used was an ESM loan to recapitalise banks  which was provided to Spain. See 
the full ESM toolkit below.

Treaty establishing the European Stability Mechanism (2012)



Lending toolkit

• Loans within a macroeconomic adjustment programme (IR, PT, GR, CY)

• Primary market purchases (unused)

• Secondary market purchases (unused)

• Precautionary credit line (unused)

• Loans for indirect bank recapitalization (SP)

• Direct recapitalisation of institutions (unused)

ESM Instruments
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FOR DISCUSSION

1) The European sovereign debt crisis highlighted the need for a greater  surveillance of macroeconomic imbalances 
and vulnerabilities in the  European Union. (In Resit exam – June 2018)

a) Please describe the framework for the monitoring and surveillance  of macroeconomic imbalances in the European 
Union.

• After the crisis there was the need to create stronger macroeconomic surveillance mechanisms

• Within the stability and growth pact reform it was created the European Semester – to improve the way as 
countries are followed

• The European Semester proposed the collection of data and indicators which frame the Macroeconomic 
imbalance procedure
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FOR DISCUSSION

1) The European sovereign debt crisis highlighted the need for a greater  surveillance of macroeconomic imbalances 
and vulnerabilities in the  European Union. (In Resit exam – June 2018)

b) Which institutions are involved in that exercise and what are their  respective roles?

• The main institutions involved in the macroeconomic are the European Commission and the Council of 
ministers

• The commission is responsible for the collecting the indicators and pointing the countries which are under 
“excessive imbalances”, naming the countries which may need an in-depth review.

• Based on this information the Commission proposes to the council the measures to take

• The council takes the political decision about the measures to take

• Both the council and commission make the follow up
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FOR DISCUSSION

1) The European sovereign debt crisis highlighted the need for a greater  surveillance of macroeconomic imbalances 
and vulnerabilities in the  European Union. (In Resit exam – June 2018)

c) Is this framework likely to be effective in preventing the emergence  of major imbalances in the future?

• There is not sufficiently historic information to test it, particularly its enforceability – will penalties actually 
be applied?

• All these rules were lifted to face the pandemic crisis
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