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Abstract: Along with the introduction of the euro as a single currency,
importance of respecting the fiscal aspects which determine longevity of
the monetary arrangement is recognized. For this reason, although un-
derdeveloped, the EU fiscal system provides mechanisms to ensure fiscal
discipline among member states. In addition to the fulfillment of the conver-
gence criteria which is a precondition for joining the monetary union, they
include no bailout clause and monetary financing prohibition. Sovereign
debt that escalated in 2010 showed all the imperfections of these arrange-
ments and pointed to the need for introduction of new and more effective
fiscal rules. With fiscal system of the European Union as a starting point,
the paper analyzes instruments defined by the fiscal system of the Union,
which purpose is to ensure fiscal discipline of the European Monetary Union
member states. Last part of the paper analyze new fiscal rules introduced
as a response to the debt crisis in the eurozone.
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Pact, Fiscal compact.

1. Introduction

Creation of the European Monetary Union and the introduction of euro in 1999
as a single currency are certainly the greatest achievement of the European
integration. Monetary sovereignty was transferred to the supranational level,
meaning that the responsibility for conducting monetary policy of the European
Union was transferred to the Eurosystem, which consists of the European Central
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Bank (ECB) and the national central banks of member countries of the monetary
union. Creation of the monetary union, however, has not been accompanied by
the fiscal unification. The global financial and economic crisis has fully exposed
all the flaws of existing institutional solutions. Contrary to expectations, mem-
ber states have failed to maintain fiscal discipline and EU institutions failed to
ensure compliance with established rules.

This paper discusses the fiscal aspects of creating monetary union of the EU
member states. In this regard, we first analyze elements of the EU fiscal system
and then point to the key instruments and mechanisms which should ensure
fiscal discipline among member states. Finally, in the last part of the paper we
consider rules of the new fiscal agreement, which was accepted by the member
states in response to the debt crisis that has engulfed the European Monetary
Union.

2. Fiscal system of the European Union

Creation of the European Economic and Monetary Union has not been accompa-
nied by fiscal unification. This approach has been conditioned by the principles
of subsidiarity, which according to Art. 5 (3) The Treaty on European Union
(TEU) implies that “in areas which do not fall within its exclusive competence,
the Union shall act only if and in so far as the objectives of the proposed action
can not be sufficiently achieved by the member states, either at central level or
atregional and local level, but can rather, by reason of the scale or effects of the
proposed action, be better achieved at Union level.”! Applicability of the principle
of subsidiarity when it comes to conducting economic, and hence fiscal policy,
was the subject of wider debate in economic theory (Inman, Rubinfeld, 1994:
159). Of all the offered answers the most acceptable seems to be one that links
the application of this principle with the answer to question of whether decen-
tralized economic policies generate significant spillover effects. If the answer is
yes, than the next question relevant for the question of whether priority should
be given to national or supranational approach refers to whether the market
mechanism i.e. coordination mechanism is suitable to overcome these effects.
Only if the answer is negative, it makes sense to continue consideration of a
centralized approach to this segment of economic policy. Finally, the third que-
stion, before accepting a centralized approach, concerns the way decisions are
made and the effectiveness of centralized decisions. Supranational approach is
acceptable only if it results in more effective economic policy. From an economic
point of view, application of the principle of subsidiarity is conditioned by the
answers to these three key questions. Extensive approach, i.e. that primary

1 Treaty on European Union, Official Journal of the European Union, (0.].), C 326/1, 2012.

182



C.Tony6oBuh | cTp. 181-196

responsibility for the conduct of economic policy still belongs to the member
states, came to the fore in the legislation of the European Union (EU), which tells
us that when designing the institutional framework of monetary union prevailed
principle that the management structure should be set up so that it is able to
internalize all external effects at the level of member states.

The formation of a monetary union without centralized economic management
(i.e. fiscal union) inevitably means higher direct and indirect spillover effects of
economic policies of the member states, which put the need for their harmoni-
zation to the fore, particularly in the fiscal area. According to numerous studies,
spillovers effects are largest especially in the case of fiscal policy (Eijffinger,
Haan, 1999: 81-82). This means that fiscal difficulties of a member states of the
European Monetary Union (EMU), in the conditions of integration of financial
markets can easily spill over to the financial sector of all other member states,
which could easily destabilize the whole euro area.

The risk of spillover of economic disorder to other member states that have
sound public finances is all the greater because the European Monetary Union
includes countries that do not meet the conditions of an optimal currency area.?
Beginning of the EMU was marked by the optimism that after nominal adjus-
tment the process of real adjustment will follow among the member states. With
the unification of the legal systems of the EU countries (particularly legislation
regulating financial sector), differences that represents potential source of
asymmetric disturbances would diminish. This is supported by the standpoint
of representatives of optimal currency area theory that monetary union is a
much more efficient way to organize a system of insurance against asymmetric
shocks in relation to the uncertainty that brings the system of national currenci-
es (Grauwe, 2004:105). This under the condition that institutional framework of
monetary union secure full mobility of labor and freedom of movement of capital,
and thereby mitigate the effects in a country hit by asymmetric disturbance.

The conduct of the single monetary policy and its effectiveness primarily de-
pends on the support of fiscal policy. Establishment and maintenance of price
stability is directly conditioned by the state of public finances. The ideal solution
for the monetary union is to transfer responsibility for the conduct of monetary
and fiscal policy to a supranational body. Due to political and constitutional li-
mitations EU has adopted a specific form of fiscal federalism. These specificities
are related to: 1) the allocation of fiscal jurisdiction between member states and
the EU as a supranational community, 2) the EU budget, 3) public expenditure

2 Inorderto form optimal currency area, for the states involved in the monetary union it is
necessary to fulfill criteria in terms of the mobility of labor and other factors of production,
price and wage flexibility, liberalization, equalization of the rate of inflation and fiscal
integration.
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and public revenue policy and, consequently, 4) uniqueness of fiscal policies in
achieving allocation, redistributive and stabilization targets (Simovi¢, 2005:150).

Taking these limitations into account, it is understandable why the EU fiscal
system is characterized by underdeveloped structure. The structure of the fis-
cal system of the EU consists of three segments, with the EU budget as the only
instrument for the implementation of fiscal policy at the supranational level.
Other segments of the EU fiscal system include a set of rules and arrangements
through which member states harmonize and coordinate fiscal policy (Grgic¢,
Bilas, Simovi¢, 2006:13). The second segment of the EU fiscal system refers to the
harmonization of tax systems (Dimitrijevic, 2009:286). Although competence of
the regulation of tax system belongs to member states, their sovereignty in this
area is limited since EU with its legislation can affect the solutions contained in
the fiscal system. Finally, the third segment is the introduction of supranational
rules to ensure fiscal discipline among member states. Until the outbreak of the
crisis in the eurozone, the main instrument with the purpose to prevent the
occurrence of excessive deficit was the Stability and Growth Pact (SGP)?. This
document specifies the excessive deficit procedure (Article 126. Treaty on the
Functioning of the European Union (TFEU).*

As it was conceived, the fiscal system of the EU does not provide space for EU
institutions to respond with fiscal transfers in the case of asymmetric distur-
bances and thus make the necessary adjustments in conditions where mobility
of production factors and flexibility of wages are absent. It is entirely left to
the member states which, if they are affected by the recession, can only rely on
national fiscal policy. Elements of the EU fiscal system, fiscal rules and the rule
prohibiting the takeover of debts, primarily have in focus the fiscal discipline
of the member states, which is treated as an instrument for achieving the main
objective of monetary union - price stability.

3. Fiscal discipline in the EU

Weaknesses arising from the fact that EMU does not meet the criteria of an
optimal currency area, EU legislation has sought to overcome by setting clear
criteria of convergence, each EU member state must fulfill if it wants to join the

3 Pact entered into force in 1999. Stability and Growth Pact consist of: Resolution of the
European Council on the SGP; Council Regulation on the strengthening of the survellance
and coordination of economic policies, however. 1466/97, Council Regulation on speeding
up and clarifying the implementation of excessive deficit procedure, No. 1467/97, Official
Journal L 209, 02/08/1997.

4 Treaty on the Functioning of the European Union (TFEU) ,Official Journal of the European
Union, (0.].), C 326/1, 2012.
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monetary union. Nominal convergence criteria includes five quantitative indica-
tors related to: convergence of price or the rate of inflation, fiscal convergence,
fulfillment of requirements in terms of the amount of budget deficit and public
debt, convergence of the exchange rate and interest rates.” By defining the con-
vergence criteria and introducing fiscal constraints over-expansionary fiscal
policies of member states is prevented and negative spillover effects restrained,
which could easily jeopardize the establishment of price stability as the primary
objective of EMU member states economic policies.

Until the outbreak of the crisis in the eurozone, EU legislation anticipated two
key elements that should stimulate member states to respect fiscal discipline:
1) no bailout clause and 2) monetary financing prohibition, that is, prohibition
on the purchase of debt instruments of the member states, i.e. EU institutions.

A key anchorage of fiscal discipline in EMU are provisions of the TFEU, which
were otherwise included in the Maastricht Treaty, containing a clause that pro-
hibits the takeover of debts of member states by the Union. According to Article
125. of TFEU “The Union shall not be liable for or assume the commitments of
central governments, regional, local or other public authorities, other bodies
governed by public law, or public undertakings of any member state, without
prejudice to mutual financial guarantees for the joint execution of a specific pro-
ject. Amember state shall not be liable for or assume the commitments of central
governments, regional, local or other public authorities, other bodies governed
by public law, or public undertakings of another member state, without preju-
dice to mutual financial guarantees for the joint execution of a specific project.

Prohibition on takeover of debts is directly related to the prohibition of mone-
tary financing (financing deficit with the loans of central bank), contained in
the last two Articles of the TFEU, which are also applied directly. First, there are
provisions of Art. 123 which provides for the prohibition of lending by the ECB
and the national central banks to member states and EU institutions. Mentioned
article prohibits takeover of debt instruments by the monetary authorities of
the EU institutions and member states. Secondly, Article 124. of the TFEU intro-
duces another ban that strengthens fiscal discipline, related to the prohibition
of privileged access to financial institutions, regardless of whether they are
bodies of the Union or member states. Above provisions are oriented towards

5 Outofthe eleven countries for which the Commission expected to join the EMU (Germany,
France, Spain, Netherlands, Belgium, Luxembourg, Portugal, Finland, Austria and Ireland,
during 1997 only Finland fulfilled all conditions, France and Luksemburg, joined by Ireland
and Portugal in 1998. Other countries did not meet at least one criterion in 1997 and 1998.
Convergence criteria were also relevant for the states that have later become members of
EMU (in 2001 Greece, 2007 Slovenia, 2008 Cyprus and Malta, 2009 Slovakia, 2011 Estonia
and in 2014 Latvia).
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stimulating budgetary discipline predicted in Article 126 (1), i.e. avoidance of
excessive government deficit.

Above provisions are a key part of the Budget Code of European Union, which
states that each member state is responsible for its public finances (Louis, 2010:
978). Neither the Union nor the member states can not be responsible for the
liabilities of others member states. Assuming that only mature economies can
become members of the monetary union and that the necessary adjustment
efforts should be undertaken by each of the countries, TFEU preclude granting
direct financial support to individual states should they suffer stress owing to
membership in the monetary union (Stark, 2013:544). Thus, with the introduc-
tion of this clause in the primary law of the Union, financial markets are warned
that each member state is left on its own when it comes to its public finances
and that there are no implicit guarantees on the part of the Community or the
member states (Smits, 1997:77-78). Therefore, the state can finance deficit by
issuing bonds in the financial market, but under the conditions that correspond
to its creditworthiness. If state with low creditworthiness, thatis state which is
behaving financially irresponsible, appear on the financial market it will resultin
a higher risk premium. The purpose of these provisions is that market assesses
financial health of the state.

Introduction of the clause that prohibits the takeover of debts and deficit moneti-
zation prohibition mean that EU law has recognized the importance of fiscal dis-
cipline. However, this does not exclude the possibility to avoid these limitations.
This primarily relates to the principle of solidarity provided for in Article 122.
of TFEU, which provides the possibility of financial assistance from the Union
if a member state run into difficulties caused by events that are beyond its con-
trol.® There is also the possibility of indirect financial assistance. Rescue action
(bail out) may occur in the secondary market, that is ex post, when central bank
buys government bonds or ex ante, when central bank keeps interest rates low,
trying to reduce the cost of interest payments. However, the crucial question is
whether commitment to the preservation of price stability will be strong enough
to withstand political pressure to support countries that confront the excessive
burden of debt. In the past period it has been shown that some states are ready

6 Article 122 states: Without prejudice to any other procedures provided for in the Treaties,
the Council, on a proposal from the Commission, may decide, in a spirit of solidarity between
Member States, upon the measures appropriate to the economic situation, in particular if
severe difficulties arise in the supply of certain products, notably in the area of energy. Where
a Member State is in difficulties or is seriously threatened with severe difficulties caused by
natural disasters or exceptional occurrences beyond its control, the Council, on a proposal
from the Commission, may grant, under certain conditions, Union financial assistance to the
Member State concerned. The President of the Council shall inform the European Parliament
of the decision taken.
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to enjoy all the benefits of monetary integration, but not ready to take respon-
sibilities that are essential for the functioning of the monetary union (Feldstein,
2013:106). In particular, it means that many eurozone member countries, even
in the period of prosperity, did not manage to maintain a sound fiscal position in
accordance with the rules of the EU fiscal framework. The result of this behavior
is rapidly increasing levels of indebtedness in states with excessive consump-
tion, especially in Greece, Ireland, Italy and Spain. Regardless of the increased
risk for creditors, global financial markets did not react by increasing interest
rates for the countries with growing indebtedness. Buyers of bonds issued by
these states, ignoring the prohibition on the takeover of debts, started from the
assumption that bonds issued by individual member states of the eurozone are
equally secure as bonds of any other member state with significantly lower level
of debt. Due to this perception of the financial market participants, interest rates
on Greek and Italian bonds were slightly higher than the interest rate paid on the
safest, German bonds. Before monetary unification, high budget deficits would
lead to a higher interest rate or exchange rate depreciation. These changes in
the market represented an alarm for the states to reduce their debts. With the
creation of a monetary union such signals in the market were eliminated with
the consequent trend of growth of public and private debts. Collapse of the U.S.
financial markets in 2008 caused a serious global recession, which spilled over
to other european countries, exacerbating their fiscal position. When markets
finally recognized the risks associated with states with high indebtedness at
the beginning of 2010, the interest rate on the bonds of these states began to
grow vertiginously. Given the fact that most of the invested funds came from
european banks, decline in the value of bonds affected the deterioration of their
position. Confronted with the crisis, which also calls into question the survival
of the eurozone, institutions of the Union have defined program whose basis
represents the reversal of negative trends in the financial market, primarily
with the intervention of the European Central Bank, debt restructuring and
support for heavily indebted countries and amending the legal framework in a
way that will ensure fiscal discipline of the member states.

From the very beginning of the crisis, European Central Bank has reacted deci-
sively and quickly using standard and non-standard monetary policy measures.
The first response to disturbances in the market was based on the assessment
of medium-term risk compromising price stability in the euro area.” At the same
time, ECB opted for the non-standard monetary policy measures, in an effort to

7 The interest rate was reduced by 325 basis points between October 2008 and May 2009
and was not changed until the April 2011. In the same period, the main refinancing rate was
1%, while the Euro overnight index average (EONIA - overnight index average is calculated as
a weighted average of all overnight lending transactions in the interbank market) declined
sharply, reaching a level of 0.3%.
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encourage the inflow of capital into the banks, and to ensure the transmission
of lower interest rates for households and businesses. The main non-standard
measures in this context is to ensure bank liquidity at a fixed, low interest rate
with the use of appropriate collateral. Also, ECB is engaged in the purchase of
government bonds in an effort to curb the growth of interest rates on government
bonds of some countries. The use of standard and non-standard measures by
ECB brought expected results and relieve instability in the financial market.

4. Fiscal rules in the European Union

Key institutional deficiency, reflected in the lack of conditions for conducting a
supranational fiscal policy, fully exposed by the global economic and financial
crisis, EMU creators strive to overcome by improving existing and introdu-
cing new fiscal rules. Fiscal framework defined by TFEU and the Stability and
Growth Pact (restrictions on the budget deficit and the public debt) is changed
and amended to the new rules (Andjelkovic, 2013:187). Strengthening the exi-
sting fiscal framework of the European Monetary Union was achieved with the
entry into force of a package of legislative measures (legislative changes) on
December 2011. These new measures, known as the six-pack, include five new
Regulations and one Directive. The most significant changes introduced by this
package include:

a) Strengthening of the preventive measures. Amendments to SGP reinforce the
obligation of member states to avoid excessive budget deficit (threshold is 3% of
GDP) and public debt growth above the threshold of 60% of GDP. Strengthening
of the preventive measures involves effective budget control and better coor-
dination of economic policies of the member states, in accordance with the Art.
121 of Treaty, with a aim to recognize the problem of excessive budget deficit
in the early stage. Key changes in preventive measures of Stability and Growth
Pact are related to greater transparency, obligation to set up medium-term
budgetary objective (MBO), which must be evaluated on the basis of an overlall
asessment with the structural balance as a reference, including the analysis
of expenditure net of discretionary revenue measures.® Certainly the most si-
gnificant changes in the area of preventive measures are related to increase of
the effectiveness of preventive measures. Failure to comply with the agreed
principles by the specific member state leads to the recommendation of the EU
Council on the necessity to implement appropriate corrective actions. Failure to
comply with the recommendations entails appropriate consequences. If the state
isamember of EMU, failure to take action leads, according to Art. 4 Regulations

8 Deviation from the medium-term budgetary objective or adjustment path towards it is
possible only in exceptional circumstances and only under the condition that it does not
jeopardize medium-term fiscal balance.
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no. 1173/2011, to Council decision which asserts that such action is lacking.’
Within 20 days from the adoption of such decision Commission suggests Council
to bring a decision to introduce financial sanctions against a particular country.
Financial sanction is reflected in interest-bearing deposit amounting to 0.2% of
its GDP in the previous year.

b) Strengthening of the corrective arm. Corrective mechanism is automatically
activated in the event of observed significant deviations from the MTO or the
adjustment path towards it. In addition to the rule relating to budget deficit, Pact
amendments introduce another criterion, which refers to the amount of public
debt. The reduction of the public debt, according to the Council Regulation no.
1177/2011, shall be treated as one of the criteria for assessing the state of public
finances.'® Member states of the euro area with the public debt that exceeds the
reference value (60% of GDP) are required to reduce the amount by which their
debt exceeds the referent value at least by 1/20 years in the next three years.
If they do not, excessive deficit procedure would be applied against them. EU
Council, acting in accordance with the Art.126. of the Treaty on the Functioning
of the EU, decides on whether an excessive deficit exists in the state that has
already been deposited interest bearing deposit or in the state where Council,
on the basis of recommendation of the Commission, established a serious vio-
lation of the obligations in terms of the budget deficit, the Commission shall,
within 20 days of the decision, recommend the adoption of the decision which
demands from the member state to place interest-free deposits. If, nevertheless,
action aimed at eliminating excessive deficit is absent, which is asserted by the
Council decision, the Commission shall, within 20 days, recommend to convert
the non-interest bearing deposit into a monetary penalty.

Amendments of the Stability and Growth Pact include also the introduction of the
early warning system of macroeconomic imbalances, taking into account internal
(indebtedness of public and private sector, developments in the financial mar-
kets, unemployment rates and the like) and external indicators (as the current
account balance, netinvestment position of the country, real exchange rate, price
movements, etc) follow the trends in modern theory of public finance (Andjel-
kovic, 2009: 115). If it is concluded that a country is facing serious imbalance,
Commission will prepare a detailed report on macroeconomic developments.
Such reportis prepared also in the case when there is a risk of the occurrence of

9 Regulation (EU) No 1173/2011 of the European Parliament and of the Council of 16
November 2011 on the effective enforcement of budgetary surveillance in the euro area,
Official Journal of the European Union, L 306/1.

10 Council Regulation (EU) No 1177/2011 of 8 November 2011 amending Regulation (EC) No
1467/97 on speeding up and clarifying the implementation of the excessive deficit procedure,
Official Journal of the European Union, L. 306/33

189



3BOPHUK PAZIOBA [IPABHOI ®AKYJITETA ¥ Huluy | Bpoj 66 | FoguHA LI | 2014

unexpected disturbances that require detailed analysis. On the basis of detailed
analysis, if Commission considers that the member state is facing an imbalance,
it notifies the European Parliament, the Council and the Eurogroup. The Council,
on the base of a proposal of Commission, gives recommendations to member
state on the main directions of economic policy. Finally, six-pack introduces pe-
riodic surveillance over the economic policies and the state of public finances.!!

In an effort to overcome the consequences of the current crisis of eurozone
and create an institutional framework that will prevent their occurrence in the
future, institutions of the EU accepted the Treaty on Stability, Coordination and
Governance in the Economic and Monetary Union (TSCG) in 2012. Its central
part is the Fiscal Compact, which aims to foster fiscal discipline, notably in
the euro area, building on and enhancing the reinforced SGP. Its key elements
include: 1) balanced budget rule including an automatic correction mechani-
sm and strengthening of the excessive deficit procedure, 2) The obligation of
contracting parties to ensure obedience to fiscal rule at the national level, 3)
Supra-national control of member states budget through strict application of the
excessive deficit procedure, including the application of sanctions and control
by the European Court of Justice.

1) The biggest novelty is the introduction of “golden rule” to ensure fiscal discipli-
ne among member states. Under this rule, budget of the member states should be
balanced or in surplus. Unlike the revised SGP, which determined the obligation
of member states to avoid excessive deficits, the new fiscal treaty set stricter
rules since it requires a balanced budget or budget surplus. Exceptionally, adop-
ted budget rule allows the possibility of a structural budget deficit that can not
exceed 0.5% of GDP for the states where the proportion of debt to GDP exceeds
60%, or 1% for the countries with the share of debt below the reference value.
The new fiscal treaty has largely taken solutions provided in the SGP. Golden
budget rule is applied together with the remaining three fiscal rules, with the
rules related to the amount of debt and the budget deficit already accepted by
the Maastricht Treaty, and the rule of reducing public debt by 1/20 a year taken
from the Regulation 1177/2011, that amended Stability and Growth Pact.

2) The application of fiscal rules at the national level. Contracting parties are
obliged, at the latest one year after the entry into force of this Treaty, to incor-
porate balanced budget rule into the national legislation and strengthen its obe-
isance through provisions of binding force and permanent character, preferably
constitutional, or otherwise guaranteed to be fully respected and adhered to

11 Regulation (EU) No 1175/2011 of the European Parliament and of the Council of 16
November 2011 amending Council Regulation (EC) No 1466/97 on the strengthening of
the surveillance of budgetary positions and the surveillance and coordination of economic
policies, Official Journal of the European Union, L. 306/12.
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throughout the national budgetary processes. According to Article 3. of TSCG,
contracting parties are obliged to take the necessary measures in order to en-
sure convergence to the appropriate medium-term objective. Proposition of the
time frame to achieve convergence is determined by the Commission, assessing
for each country the risk of sustainability. Of course, realization of these goals
presuppose the existence of economic stability. To ensure adequate flexibility
Fiscal Compact provides an output clause. Article 3. (3) provides a temporary
exception from the rule of a balanced budget if unexpected circumstances occur,
defined by the agreement as extrinsic event outside control of the signatory
states.! In addition, each state is required to define the corrective mechanism
that is automatically activated in the event of significant deviations from the
implementation of the medium-term objective.’*If member states do not incor-
porate balanced budget rule and correction mechanism into their national law,
Art. 8 of TSCM, fiscal agreement provides for the possibility that member states,
on the basis of the report of Commission or on its own initiative, take action
before the European Court of Justice, whose decision oblige affected country to
take necessary measures to comply with judgment within a specified period.

3) Supranational control of the member states budget through the strict appli-
cation of the excessive deficit procedure, including the application of sanctions
and control by the European Court of Justice. The most significant changes when
it comes to supranational control refers to the excessive deficit procedure. State
subjected to an excessive deficit procedure shall put in place a budgetary and
economic partnership program, including a detailed description of the structu-
ral reforms which must be put in place and implemented to ensure an effective
and durable correction of its excessive deficit. The content and format of such
programs shall be defined in European Union law (article 5 TSCG). The program
shall be submitted to the Commission and the Council for approval and moni-
toring of its implementation within the framework of multilateral surveillance
provided by the SGP.

Another important novelty concerns the introduction of a quasi-automatic
sanctions for states that do not meet criteria in terms of the amount of deficit.
Imposition of sanctions is facilitated by introducing categories of reverse ma-
jority voting. Treaty on the Functioning of the EU (Article 126. (13)) required a
qualified majority for the adoption of sanctions against a particular state, while

12 By defining exceptional circumstances as events that are extrinsic and acting outside
state control, the Agreement provided that they have a significant impact on the financial
position, that is they can cause serious economic consequences.

13 Each Member State at national level defines corrective mechanism based on the principles
laid down by the Commission, particularly in relation to the nature, scope and time frame
of the implementation of corrective actions.
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the fiscal agreement require qualified majority for the decisions to not apply
sanctions. Certainly the biggest novelty is the judicial review of compliance with
the provisions of a fiscal agreement. By adopting fiscal agreement, EU Court of
Justice receives a significant role in monitoring the implementating the fiscal
rules. According to Art. 8 of TSCG, signatory states shall, on the basis of the
Commission report or independently of this report, present the case before the
Court of Justice upon estimates that signatory state has failed to fulfill obliga-
tion to include rule on budgetary balance in national legislation in accordance
with Art. 3 (2) TSCG.

The Court’s decision is mandatory for the parties involved, which are obliged to
take appropriate measures to enforce the decision of the Courtata certain time
frame. If the signatory state, on the basis of self-assessment or the assessment
of the Commission, considers that another member state has not taken nece-
ssary measures for the fulfillment of the Court decision, it may bring the case
before the European Court of Justice and demand the introduction of financial
sanctions on the basis of criteria established by the Commission, in accordance
with the Article 260 of the Treaty.'* If the Court confirms that member state has
not acted in accordance with its decision, it may be ordered to pay a lump sum
or penalty in accordance with the circumstances, with the imposed sanction
that can not exceed 0.1% of GDP. If sanction is imposed on the eurozone state,
monetary amount has to be paid to the European Stability Mechanism; in other
cases payments are made to the general budget of the European Union.

5. Conclusions

Debt crisis has exposed all the flaws of the European Union fiscal system. The
fiscal system of the EU is not only underdeveloped but also mechanisms aimed
at preserving the fiscal discipline of member states proved totally ineffective.
Faced with the crisis, which calls into question the survival of the eurozone,
EU institutions have defined a program whose basis is the reversal of the nega-
tive trends in the financial markets, primarily through the intervention of the
European Central Bank, debt restructuring and support for heavily indebted
countries and amending the legal framework in order to strengthen fiscal disci-
pline of member states. Fiscal treaty not only introduces new fiscal rules in the
EMU, but also imposes certain restrictions to national fiscal policies. Agreement
brings following elements into the fiscal framework: budgetary ,golden rule®,
whose application is expected to establish fiscal discipline in the eurozone;

14 Article 260 (2) states: If the Court finds that there is an infringement it may impose a
lump sum or penalty payment on the Member State concerned not exceeding the amount
specified by the Commission. The payment obligation shall take effect on the date set by
the Courtin its judgment.
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application of the “golden rule” on a national level through debt brakes and su-
pranational control of member states budget through strict application of the
excessive deficit procedure, including application of sanctions and control by
the European Court of Justice.

In the following period, eurozone will face two serious challenges. The first,
otherwise inherent to all debt-ridden countries, refers to the consolidation of
public finances and restoring economic growth. Another challenge relates to
the strengthening of the institutional basis of monetary union, which would
create the conditions for avoiding problems in the functioning of the monetary
union, which were evident during debt crisis. Former experience tells us that in
amonetary union itis not possible to simultaneously achieve fiscal sovereignty
of member states, no bail clause and independence of the monetary authorities.
Persistence in application of former solution means that in the future monetary
union would be forced to sacrifice no bail clause, or monetary policy indepen-
dence.

Of course, the takeover of debts can not proceed indefinitely, nor is it possible
that monetary policy which is subordinated to fiscal policy ensure price stability.
Treaty on Stability, Coordination and Governance in the Economic and Monetary
Union limited fiscal autonomy of the member states. Should new fiscal rules
prove effective it would mean achievement of the objectives in terms of fiscal
discipline in a monetary union. Of course, it should be noted that institutional
arrangements EMU is based on are not definitive. Starting from the experience
of monetary unions in the past, it seems that the survival of the eurozone in
the future depends on the willingness of member states to take steps towards
establishing a fiscal union and stronger political union.
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Jp Cphban l'osty60Buh, pesioBHu nnpodecop
[IpaBHOT pakysnTeTa, YHUBep3UTeT y Huiny

®UCKAJIHU ACIIEKTH EBPOIICKE MOHETAPHE UHTETPALIUJE

Pe3ume

[loBo/bHA EKOHOMCKA KJIMa TOKOM MpBe JlelieHuje YHKIIMOHUCAba EBPO30HE
NpUKpUJIA je CTPYKTYypHe CcJaboCTH eBpOICKe MOHeTapHe YHHUje, aju U
HeCaBPIIEHOCT YCBOjeHUX HHCTUTYIIMHAJHUX pelleha, IIpe CBera OHUX Koju
ce ofHOCe Ha ¢ucKaJHy AUCUUILINHY. OHe MOCTajy BUAJbUBE ca U30HjakbeM
€KOHOMCKe KpHu3e 1 HecllocoOHourhy nojeANHUX 3eMasba YJIaHUIA MOHETApHE
yHHUje Ja ce ©360pe ca HapacJ/JauM Jip>kaBHUM JyroM. [lokasaJio ce fia cy Ap:KaBe
ca cj1abuM MaKpOeKOHOMCKUM INepdopMaHcaMa CIIpeMHe Ja Y>KUBajy CBe
NpeJHOCTH MOHETAapHe UHTerpaluje, ajii He U 1a Ipey3My OAT0OBOPHOCT Koja
je kJby4yHa 32 QyHKIMOHUCAkhe MOHeTapHe YHUje. KOHKpeTHO, TO 3Ha4H Ja
noje/luHe 3eMJbe YJaHHUIE eBPO30HE, YaK U Y IEPUOLY MPOCHEPUTETA, HUCY
6uJie y CTamy Jla 04yBajy 3A4paBy GUCKaJIHY MO3ULU]Y Y CKJIAAY ca MpaBUINMa
eBpOICKUX PUCKAJHUX OKBUPA. Y TAKBUM yCJI0BUMA, KYNLIU 06BE3HU1LIA, KOje CY
€eMHTOBAJIe OBE AipKaBe, T0J1a3UJIM CY O/ TPETIOCTAaBKe, UTHOPHUINYhU 3a6paHy
npey3uMaa 1yra, a Cy 00Be3HHIle eMUTOBAaHe 0/ CTPaHe MojeJUHUX JprKaBa
YJIaHML[a €EBPO30HE NO/JjjeITHAKO CUTypPHE Kao U 06Be3HUIlE OGUJIO Koje ipyre
Jip>KaBe 4JIaHUlle, cCa MHOTO HUXKUM HUBOOM 3ay>KeHOoCTU. TuMe cy yjeiHO
NOTKOINAaHA U /iBa K/byYHa HHCTPyMeHa Koja Tpeba Jja HaJloMeCcTe U30CTaHAK
duckasHOr yjeumberna, a Koja ce 0JHOCe Ha 3abpaHy Npey3uMama Ayrosa
(no bailout clause) v 3abpaHy ¢rHaHCUpawa JedpUlUTa ApKaBa YJaHULA
3a/ly’KHMBambeM Ko/ IleHTpaJiHe 6aHKe (monetary financing prohibition). PesyataT
duckasHe HEJUCIUILJIMHE APKaBe je MpUMeHa T3B HeCTAaHTAHJApAHUX Mepa
MOHeTapHe MOJUTHKe 0J cTpaHe EBponcke LleHTpaJiHe 6aHKe U yBoherme HOBUX
orpaHuyerma Cropa3dyMoM 0 CTaGUIHOCTH, KOOPAUHALMjHU U YIIPaB/baby Y
ExoHOMCKOj U MOHeTapHO] yHUjU. [loceb6aH 3Hauaj y okBHUpYy oBor CnopasymMma
Jlaje ce GUCKAJHUM acleKTUMa MOHeTapHe yHUje yBobheweM NnpaBuJja O
yPaBHOTEXKEHOM 6ylleTy U 06aBe3rBakbeM Jip>KaBa YJaHULA [1a 0Ba OrpaHUYeha
yHeCy y HallUOHaJIHO 3aKOHO/JaBCTBO, Y3 MOI'YRHOCT CAHKI{MOHHCaba APKaBa
KOja UX Hapy11aBajy.

KsbyuHe peun: EBporncka MoHeTapHa yHUja, puckasHu cucteM, [IakT o cTabuI-
HOCTH ¥ pacTy 1 PUCKaJIHU CIPOPA3YM.
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