
F76    NatioNal iNstitute ecoNomic Review No. 241 august 2017

Box A: Completing the EU’s Economic and Monetary Union: progress and plans
The global financial crisis of 2007–9 and the crisis in the Euro Area in 2011–13 highlighted several shortcomings of EMU. Steps 
were taken during or in the immediate aftermath of the 2011–13 crisis to improve the coordination of fiscal and other economic 
policies; to create a safer financial sector, including with the establishment in 2014 of a Single Supervisory Mechanism (SSM) and 
Single Resolution Mechanism (SRM) at the ECB, as key pillars of a banking union; and to establish emergency rescue funds, which 
became the European Stability Mechanism (ESM) in 2012.

However, important gaps remained, and in June 2015 the Five Presidents’ Report (FPR) on Completing Europe’s Economic and 
Monetary Union set out ‘the principal steps necessary to complete EMU at the latest by 2025’, to be implemented in two stages 
(see August 2015 Review, Box A). ‘Stage 1’ (the ‘Immediate Steps’), was to be completed by June 2017. It would be followed by 
‘Stage 2’, ‘completing EMU’, to be completed by 2025. Included in Stage 1 was agreement on a European Deposit Insurance Scheme 
(EDIS) – a third pillar of the banking union – and on concrete steps towards a credible common backstop to the Single Resolution 
Fund (SRF). Neither of these objectives has been met. However, there has been progress:

• Economic and fiscal union: on the basis of FPR recommendations, the European Fiscal Board was created in October 2015 as 
an independent advisory body to help evaluate the implementation of fiscal rules, and agreement was reached in September 
2016 on the establishment of National Productivity Boards in member countries; the European Semester of economic policy 
coordination has been revamped, with closer attention to spillovers and the challenges of the Area as a whole; and the 
Commission has established a Structural Reform Support Service to pool expertise.

• Banking union: a proposal for an EDIS to be introduced by 2025 was put forward by the Commission in November 2015 and 
is a subject of negotiation.

• Capital markets union: in September 2015, the Commission published an action plan for a capital markets union. A June 2017 
mid-term review of the plan reported that most planned measures had been delivered and set out a revised agenda, taking into 
account recent developments, including the prospect of Brexit.

The FPR promised that ‘To prepare the transition from Stage 1 to Stage 2, the Commission will present a White Paper in spring 
2017 assessing progress made in Stage 1 and outlining the next steps needed, including measures of a legal nature to complete 
EMU in Stage 2’. 

A White Paper on the Future of Europe was published by the Commission in March 2017, but rather than fulfilling the promise of 
the FPR it set out five possible scenarios for the development of the EU by 2025. It was followed in May 2017 by a Commission 
Reflection Paper on the Deepening of the Economic and Monetary Union,1 which seeks to take forward the FPR by setting out 
suggestions for completing EMU by 2025. Like the FPR, it suggests two phases of action, the first of which would now be completed 
by 2019. The main elements are as follows:

Phase 1: 2017–19
• Economic and fiscal union: strengthen further the European Semester of economic policy coordination, with focus on 

promoting economic and social convergence among member countries; reflect on establishing in Phase 2 a macroeconomic 
(fiscal) stablilisation function for the Area.

• Banking union: implement further risk-reducing measures for the financial sector, including in the areas of prudential management, 
insolvency and restructuring; establish a comprehensive strategy to reduce non-performing loans; reach agreement both on 
a common fiscal backstop for the SRF (such as a credit line from the ESM) and on an EDIS, for both be put in place and made 
fully operational by 2025.

• Capital markets union (CMU): establish a full CMU, with steps towards a single supervisor; work towards establishing sovereign 
bond-backed securities.

• Democratic accountability and effective governance: stronger dialogue with European Parliament; progress towards unified 
external representation (at IMF, etc.).

Phase 2: 2020–25
• economic and fiscal union: continue promoting economic and social convergence on the basis of new standards; adopt simpler 

fiscal rules under Stability and Growth Pact; decide on design of central stabilisation function and begin its operations.
• Banking union: fully implement EDIS; change regulatory treatment of sovereign bonds to further loosen bank-sovereign loop.
• Capital markets union: develop and begin issuance of a European safe asset (comparable with US Treasury securities).
• Democratic accountability and effective governance: establish full-time permanent chair of Eurogroup; establish fully unified 

external representation; set up a Euro Area Treasury, responsible for economic and fiscal surveillance and the management 
of the macroeconomic stabilisation function; set up a European Monetary Fund to give the Area autonomy from ‘other 
international institutions’.

Note

1  https://ec.europa.eu/commission/sites/beta-political/files/reflection-paper-emu_en.pdf .
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