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Recommendation for a
COUNCIL RECOMMENDATION

on the economic policy of theeuro area

THE COUNCIL OF THE EUROPEAN UNION,

Having regard to the Treaty on the Functioning lid European Union, and in particular
Article 136 in conjunction with Article 121(2) theof,

Having regard to Council Regulation (EC) No 1466697 July 1997 on the strengthening of
the surveillance of budgetary positions and thevesliance and coordination of economic
policies, and in particular Article 5(2) thereof,

Having regard to Regulation (EU) No 1176/2011 of @uropean Parliament and of the
Council of 16 November 2011 on the prevention amdrection of macroeconomic
imbalance§ and in particular Article 6(1) thereof,

Having regard to the recommendation of the Euro&@mmission,
Having regard to the conclusions of the EuropeannCib,

Having regard to the opinion of the Economic anthRtial Committee,
Having regard to the opinion of the Economic PolBgymmittee,
Whereas:

Q) The economic recovery continues at a moderate n the euro aréaSustaining and
strengthening growth in the euro area requiresimoed policy efforts to support a
balanced adjustment in the private and public sectmprove the adjustment capacity
and increase the economy's competitiveness andtlyrpatential in the medium to
long term. The pace of growth is hampered by leggaoiff the most recent economic
and financial crises, including ongoing externddalancing, high levels of public and
private debt, high unemployment, as well as pestsstructural rigidities in national
labour and product markets. Investment remains vagasticcount of these factors but
also of other bottlenecks, such as unfavourableinbss environments, public-
administration inefficiencies as well as obstatteaccess to finance.

(2) The implementation of ambitious structural refs that raise productivity and boost
growth potential needs to be bolstered in line wiité policy priorities set out in the
2016 Annual Growth Survey for all EU Member Statéscarried out jointly across
Member States, structural reforms can offer bemdft the euro area as a whole
through positive spillover effects, notably throug¢ade and financial channels.
Despite some progress with reforms to improve t&lience of labour markets,
significant divergence persist across the euro, @gaecially as regards long-term and
youth unemployment rates. Those Member Statesptiraued comprehensive labour
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0OJ L 306, 23.11.2011, p. 25.

Commission 2015 Autumn Economic Forecast.
Annual Growth Survey 2016.
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3)

(4)

(5)

market and social protection reforms prior to thsig have been able to better support
employment and preserve fairness during the ecanaioivnturn. Such reforms

encompass flexible and reliable contractual arrarmeygs, comprehensive lifelong

learning strategies, effective active labour marketicies, and adequate and
sustainable social protection systems. Also, reduche tax wedge on labour, in

particular for low-income earners, and ensuringitafle tax systems can improve
outcomes.

An appropriate design and swift implementatainreforms can help in addressing
existing imbalances in the euro area and to pretrentbuild-up of new ones. The
thematic discussions by the Eurogroup, with in@dasocus on benchmarking,
pursuing best practices and peer pressure, cammgdetto promoting convergence
towards best performance. The Eurogroup shouldetiwer further strengthen the
thematic discussions on reforms in areas that ssengial for the functioning of EMU
and regularly monitor the implementation of reforlnseuro area Member States as
well as the progress made with the correction dbalances in the context of the
Macroeconomic Imbalances Procedure.

Fiscal policies are a matter of vital commoterast in the Economic and Monetary
Union. Responsible national fiscal policies thadpect the common fiscal rules are
essential to support debt sustainability and altbe fiscal stabilisers to operate and
cushion country specific shocks. In addition, it assential also to achieve an
appropriate fiscal stance at the level of the earaa as a whole reflecting a balance
between long-term fiscal sustainability and shertit macroeconomic stabilisation,
and to avoid pro-cyclical fiscal policies. The $effort needed varies depending on
Member States' respective positions vis-a-vis #gpirements under the SGP and
Member States should also consider stabilisati@isi@nd take into account possible
spillovers across the euro area. This calls foeiafercement of the coordination of
fiscal policies within the euro area in full respet the Stability and Growth Pact. In
this context, the broadly neutral aggregate fistahce in the euro area expected in
2016 appears appropriate in light of the overallcrmaconomic conditions and
downside risks to growth. As regards 2017, basedhenforecast of a gradually
closing output gap, fiscal policies should avoid-pyclicality and reduce public debt
to restore fiscal buffers. This should be refleciedhe preparations of the up-dated
Stability Programmes in Spring 2016, taking inte@amt the latest economic and
fiscal developments. The composition of fiscal teigges is not yet sufficiently
growth-friendly. As highlighted in the recommendats to the euro area Member
States in summer 2015Member States should hold thematic discussions on
improvements in the quality and sustainability objic finances.

The Banking Union needs to be fully implementédst, the Bank Recovery and
Resolution Directive must be fully transposed withfurther delay by all Member
States. Second, a fiscally neutral common backsttipe SRF will be developed
during the transitional period, and will be fullperational at the latest by the end of
the transitional period, when resources of the 8RRFully mutualised. Progress shall
be reviewed soon after the entry into force of$IRF. The common backstop also will
be fiscally neutral over the medium-term and wilsere equivalent treatment across
all participating Member States, as well as incigmo costs for Member States not
participating in the Banking Union. Once the SREeess into force and when
participating Member States have ratified the IGW &ully transposed the BRRD,

0J C 272, 18.8.2015, p. 98.
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(6)

(7)

Member States will take stock of the establishnoérihe bridge financing
arrangements and consider the way forward and gimegarding the work on the
common backstop, to ensure that it will be fullyeoggional at the latest by the end of
the transitional period. Member States will alsiberet further in 2016 on measures
needed to continue deepening the Banking Uniorallyinas part of the further
development of the Banking Union, the European Casion has issued its
communication on 24 November 2015 titled "Towatds €ompletion of the Banking
Union".

Financial market conditions remain overall fakable in the euro area, against the
background of an accommodative monetary policy cafowever, the still weak
economic fundamentals and high leverage in theapwigector continue to weigh on
demand for bank lending and thereby economic groB#émks' balance sheets remain
under pressure from high levels of non-performiognis, hampering lending activity.
Diverse and sometimes inadequate insolvency regimethe EU contribute to
delaying the reduction of private sector debt, mgdack investment.

Notwithstanding the recent achievements imsjiteening the EMU architecture, work
must continue to complete it. The Five PresiddRéport of June 2015 puts forward a
way ahead to complete EMU by 2025 at the 14t@st 21 October 2015, the European
Commission adopted a first set of follow-up propgega the repoft The euro area
Member States should take collective ownershipraade ahead in a timely, open and
transparent manner, with the implementation of rtshad medium term initiatives
towards the completion of Economic and MonetaryddniWith a view to promoting
convergence across the euro area, the proposdlsienmeasures to strengthen the
euro area dimension of the European Semester tay, afia, earlier publication of the
euro area recommendations, with a view to iderddgnmon challenges early in the
process and to inform the formulation of Countrye@fic Recommendations for the
euro area Member States to be adopted later iEtih@pean Semester. The euro area
Member States should also work, in an open andparent manner, on more long
term initiatives towards the completion of Economml Monetary Union,

HEREBY RECOMMENDS that euro area Member States ta&gon, individually and
collectively, within the Eurogroup in the period182017 to:

1.

Pursue policies that support the recovery, fastavergence, facilitate the correction
of macroeconomic imbalances and improve adjustnuapacity. To this end,
Member States, particularly those with large stookgprivate and foreign debt,
should implement reforms that enhance productivibster job creation, raise
competitiveness and improve the business envirohnMember States with large
current account surpluses should implement as arifyrimeasures, including
structural reforms, that help strengthen their daimelemand and growth potential.

Implement reforms that combine (i) flexible aneliable labour contracts that
promote smooth labour market transitions and awoiwo-tier labour market; (ii)
comprehensive lifelong learning strategies; (iiffeetive policies to help the
unemployed re-enter the labour market, (iv) ademuand sustainable social
protection systems that contribute effectively affeciently throughout the life cycle
both to social inclusion and labour market inteigratand, (v) open and competitive

http://ec.europa.eu/priorities/economic-monetamien/docs/single-market-strategy/communication-
emu-steps_en.pdf
http://ec.europa.eu/priorities/economic-monetamien/docs/single-market-strategy/communication-
emu-steps_en.pdf
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product and services markets. Reduce the tax weddabour, particularly on low-
earners, in a budgetary-neutral way to foster jelatoon.

3. Pursue fiscal policies in full respect of thalslity and Growth Pact. For 2016, the
objective of a broadly neutral aggregate fiscahstain the euro area appears
appropriate in order to reflect a balance betweag-term fiscal sustainability and
short-term macroeconomic stabilisation. With a view2017, reduce public debt to
restore fiscal buffers and avoid pro-cyclicalityiffBrentiate the fiscal effort by
individual Member States in line with their respeet positions vis-a-vis the
requirements under the SGP while considering stalibn needs, as well as taking
into account possible spillovers across euro acemtcies. To this end, review the
euro area fiscal stance in the context of the #falProgrammes and the Draft
Budgetary Plans.

4. Facilitate the gradual reduction of banks' nerfggming loans and improve
insolvency proceedings for businesses and househioildMember States with large
stocks of private debt, promote an orderly deleyieg including by facilitating the
resolution of unviable private debt.

5. Work towards completing the Economic and Monetanion, in full respect of the
internal market and in an open and transparent erafurther exploring the legal,
economic and political aspects of the more longitareasures contained in the Five
Presidents' Report.

Done at Brussels,

For the Council
The President



