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Abstract

The 2024 reform of the European Union’s economic governance framework
represents a crucial response to the complex challenges confronting the
organisation and its Member States in the 21 century. In addressing these
challenges, the European Union must balance the need for economic
growth, reforms, and investments with the imperative of maintaining
debt sustainability. The reform emphasises the importance of fostering
sound and sustainable public finances while simultaneously promoting
structural reforms and investments aimed at achieving long-term economic
growth. This article investigates the factors that necessitated the reform,
outlines its primary objectives, and discusses the practical assumptions
underpinning its implementation. Furthermore, the article evaluates the
potential impact of the reform in light of contemporary issues, such as
the increasing significance of climate policy and the development of the
European Union’s defense capabilities.
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Introduction

On 30 April 2024, a new framework for economic governance in the
European Union (EU) was implemented, introducing significant changes
to existing measures and new mechanisms for fiscal surveillance. The
mechanisms serve as a crucial tool for the EU to navigate contemporary
challenges across multiple dimensions, including the economic, social,
ecological, energy, and digital sectors. The post-pandemic landscape has
underscored the need to rebuild Member States’ economies, while Russia’s
aggression against Ukraine has necessitated increased defense spending
and the financial burdens associated with sanctions against Russia,
as well as efforts to reduce dependence on Russian energy resources.
Amid rapidly evolving geopolitical and geoeconomic conditions,
growing challenges, and the persistent — often escalating — public debt
in many Member States, critical questions have emerged. These include
how swiftly countries should repay their public debt and whether the
focus should be on spending cuts or on reforms and investments that
could spur economic growth and innovation. The primary objective of
the changes in the EU’s economic governance framework is to strike
a balance between fostering economic growth, implementing reforms,
and promoting investments, while ensuring the sustainability of public
debt. Consequently, the reform prioritises the maintenance of sound
and sustainable public finances alongside economic growth driven by
strategic reforms and investments.

This article aims to analyse the key assumptions underlying the reform
of the European Union’s economic governance and to explore whether
this reform provides an adequate response to the contemporary challenges
facing the EU.

Given the limited academic literature on this topic, the analysis is
predominantly based on EU source materials that form the foundation of
the economic governance reform. Studies by the Bruegel Institute, which
provide a detailed analysis of the economic implications of the new fiscal
rules in the EU, along with insights from various online sources, have also
been valuable in shaping this article.

The article is structured into three sections. The first section outlines
the concept of economic governance in the EU and traces the origins of
the recent reform. The second section delves into the key assumptions
underpinning the reform of the EU’s economic governance framework.
The third section evaluates whether this reform effectively addresses the
contemporary challenges that the EU currently faces.
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The Concept of Economic Governance of the European
Union and the Conditions for the Reform

The economic governance of the European Union encompasses a set
of mechanisms and institutions designed to coordinate and oversee the
economic and fiscal activities of its Member States. This governance
framework originally emerged with the establishment of the Economic and
Monetary Union (EMU), which has been operational since 1 January 1999.
The EMU introduced a single monetary policy, managed by the European
Central Bank (ECB), while the coordination of economic and budgetary
policies remained the responsibility of individual Member States. The
Maastricht Treaty mandated that Member States consider their economic
policies a matter of common concern and strive for close coordination
within the Council of the European Union (Treaty on European Union,
1992, art. 103). Specific criteria were also imposed on Member States,
including the requirement to maintain a budget deficit below 3% of GDP
and public debt below 60% of GDP. Furthermore, the principle that each
Member State would be solely responsible for its own fiscal policy and the
liabilities it incurred was established, thereby preventing other states from
bearing the consequences of any one state’s irresponsible fiscal policies.
The long-term maintenance of budget discipline was reinforced by the
Stability and Growth Pact (SGP) of 1997, which aimed to ensure sound
public finances through close cooperation among Member States. The
SGP was designed to contribute to price stability and create conditions
conducive to economic growth, irrespective of whether a particular state
had adopted the common currency.

Over the years, the EU’s economic governance methods and tools have
evolved in response to both internal political and economic dynamics —
such as the 2005 reform of the Stability and Growth Pact — and external
challenges that exposed vulnerabilities within the Economic and Monetary
Union, such as the global financial crisis of 2008. The 2008 crisis, in
particular, revealed significant weaknesses in the EMU. It became evident
that the coordination of economic policies among EMU member states,
including the enforcement of budgetary discipline, was insufficient to
shield the eurozone from the escalating debt problems of some countries.
This situation led to economic and political instability, not only within
the EMU but across the entire European Union. As part of the corrective
measures taken in response to the shortcomings exposed by the global
financial crisis, the EU revisited the original concept of tightening
budget discipline, an idea initially advocated in the late 1990s by German
Finance Minister Theo Waigel. This led to the modernisation of the
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Stability and Growth Pact through the adoption of several key legislative
instruments, i.e., the so-called “six-pack”, which entered into force in
December 2011, followed by the Treaty on Stability, Coordination, and
Governance, commonly known as the Fiscal Compact, which came into
effect in January 2013 (adopted by the majority of Member States, except
for the Czech Republic, Croatia, and the United Kingdom which was
still an EU member at that time), and finally, the so-called “two-pack”,
which entered into force in May 2013. Together, these measures created
a comprehensive set of economic governance tools that became integral
to the European Semester — the EU’s annual cycle for coordinating
Member States’ economic, social, and budgetary policies, which ensures
that national policies are aligned with EU-level objectives and principles
agreed upon across the Union. Economic governance, as understood
in this context, required close cooperation between the Member States
and various EU institutions, each operating within its treaty-defined
competences (including the European Commission, the Council of the
EU, the European Parliament, the European Council, and the European
Central Bank).

The existing economic governance tools have transformed fiscal
surveillance, strengthened national budgetary frameworks, and tightened
budgetary coordination within the eurozone. Additionally, they have
expanded the scope of economic surveillance to address macroeconomic
imbalances (Szpringer, 2023, p. 1). However, these tools did not resolve
the issue of high public debt in certain countries, nor did they achieve the
desired level of economic stabilisation. Moreover, they failed to adequately
differentiate between Member States based on their distinct budgetary
situations and the sustainability of their public finances (European
Commission, 2020, pp. 16-17). Instead, they introduced a complex array of
regulations, with different rules for countries within the EMU and those
outside the eurozone, along with a multitude of evaluation indicators,
which hindered the transparency of the surveillance process.

The European Commission initiated a discussion on the reform of the
EU’s economic governance framework in February 2020, highlighting
both the strengths and weaknesses of the existing system. The Commission
emphasised the importance of aligning the governance framework with
key economic, demographic, and environmental challenges facing the
EU (European Commission, 2020, p. 17). However, that discussion was
temporarily suspended due to the onset of the COVID-19 pandemic and
was not resumed until October 2021, in a new post-pandemic economic
context. In this new reality, the primary challenge became reducing
divergent debt ratios and rebuilding the economies of the Member States.
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In response, the reform proposed by the European Commission aimed
to enhance debt sustainability while fostering sustainable and inclusive
growth across all Member States through a combination of implemented
reforms and targeted investments (European Commission, 2022, p. 1).
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Russia’s invasion of Ukraine in February 2022 markedly impacted
the preparatory process for the economic governance reform, driven by
the ensuing rise in inflation and increased defense expenditures among
individual states. This event introduced new challenges to the existing
ones, underscoring the reality that the European Union must navigate
a persistent state of polycrisis — encompassing financial, migration,
COVID-19, climate, food, and energy crises. This environment is likely
to be a defining feature of the foreseeable future, rather than a temporary
anomaly (Zuleeg, Emmanouilidis, Borges de Casto, 2021). Consequently,
critical questions emerged regarding the appropriate balance between
repaying public debtand addressing contemporary challenges. Specifically,
policymakers faced the dilemma of whether to prioritise austerity
measures or to invest in initiatives that could stimulate economic growth
and innovation. Additionally, the urgency to develop new economic
governance rules intensified as the general escape clause of the Stability
and Growth Pact, which had been activated for the first time in March
2020, was scheduled to be deactivated on 1 January 2024.! In response
to this pressing need, the European Commission put forward legislative
proposals for the reform of economic governance on 26 April 2023, and
a year later the new EU economic governance framework officially came
into effect (30 April 2024).

Key Assumptions of the European Union’s Economic
Governance Reform

The EU’s economic governance reform consists of a package of three
documents: Regulation (EU) 2024/1263 of the European Parliament and
of the Council, Council Regulation (EU) 2024/1264 and Council Directive
(EU) 2024/1265.> The reform introduces a revised approach to fiscal

! The clause permitted a temporary suspension of standard budgetary constraints,
including the budget deficit limit of 3% of GDP and the public debt ceiling of 60% of
GDP. This provision was designed to allow Member States to implement exceptional
fiscal measures to support economic stability and safeguard public health during the
crisis. In practice, this flexibility enabled Member States to augment their spending
without the risk of breaching the Stability and Growth Pact regulations.

2 The package consists of: 1) Regulation (EU) 2024/1263 of the European Parliament
and of the Council of 29 April 2024 on the effective coordination of economic policies
and on multilateral budgetary surveillance and repealing Council Regulation (EC)
No 1466/97; 2) Council Regulation (EU) 2024/1264 of 29 April 2024 amending
Regulation (EC) No 1467/97 on speeding up and clarifying the implementation of
the excessive deficit procedure; 3) Council Directive (EU) 2024/1265 of 29 April 2024
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surveillance, designed to enable the European Union to tackle medium-
and long-term challenges, such as digital and ecological transformation,
ensuring energy security, supporting open strategic autonomy, coping
with demographic change, strengthening social and economic resilience
and sustainable convergence, and implementing the strategic compass
for security and defence (Regulation (EU) 2024/1263, p. 1). The reform
aims to fortify the stability of public finances while promoting sustainable
economic growth.

A key component of the reform is the introduction of 4- or 5-year
national medium-term fiscal-structural plans, which will replace the
previous stabilisation programmes for euro area countries, convergence
programmes for non-euroareacountries,and national reform programmes.>
Each Member State is required to outline planned expenditures, reforms,
and investments in these plans. The objective is to ensure a sustained
and gradual reduction in debt while adhering to the fiscal targets of
a 3% GDP limit for the budget deficit and a 60% GDP limit for public
debt. These plans must align with common EU priorities, the objectives
of cohesion policy funds, and, until the conclusion of the Recovery and
Resilience Facility, with the measures outlined in National Recovery and
Resilience Plans (NRRPs). A national medium-term fiscal-structural plan
may be amended in response to a change in government of a Member State
or if objective circumstances arise that hinder its implementation within
the planned period. In such cases, no later than 12 months before the end of
a current plan, the concerned EU Member State can request the European
Commission to submit a revised plan (Regulation (EU) 2024/1263, art. 15).

The development of national fiscal-structural plans necessitates
collaboration with the European Commission. A technical dialogue is
required before the submission of the plan, during which the Commission
assesses the proposals from Member States. Subsequently, the Commission
presents recommendations and conclusions to the Council of the European
Union, which is responsible for determining the net expenditure path

amending Directive 2011/85/EU on requirements for budgetary frameworks of the
Member States.

3 The time horizon for the plans of individual EU countries is influenced by the
duration of parliamentary terms within each state. The discontinuation of the stability
and convergence programmes led to the repeal of Council Regulation (EC) 1466/97,
which had originally established these programmes. National reform programmes
played a crucial role in coordinating economic policy across the EU, particularly
within the framework of the European Semester. The medium-term budgetary and
structural plan represents an effort to streamline and consolidate various economic
and fiscal planning tools into a single, cohesive document, which aims to enhance the
effectiveness of surveillance and enforcement of EU fiscal rules.
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(the limit on planned expenditure) and approving the reform and
investment proposals.* Typically, the Council is expected to implement the
Commission’s recommendations and proposals. If it decides not to follow
these recommendations, it must publicly justify its position, adhering to
the “comply or explain rule” (Regulation (EU) 2024/1263, art. 29). Each
year, every Member State will be required to submit an annual progress
report on the implementation of their national plans, which will be made
publicly available. The European Commission will oversee the monitoring
of these plans and has the authority to establish a control account for each
state to track deviations from the prescribed net expenditure path.

This expenditure path will be determined using a single operational
indicator focused on debt sustainability. The net expenditure limit
encompasses government spending, excluding interest on debt, one-
offs and other temporary measures, expenditures financed by EU funds,
and the cyclical components of unemployment benefit expenditures
(Darvas, Welslau, Zettelmeyer, 2024). However, expenditures related to
national defense will not be excluded from the net expenditure limit. In
practice, this means that the indicator will concentrate on core budgetary
expenditures that are within the direct control of the state, such as public
sector wages, pensions, social benefits, and public investments.

Thefoundationofeachstate’snetexpenditure path is debtsustainability,
adhering to the Maastricht Treaty’s established thresholds of 3% of GDP
for the budget deficit and 60% of GDP for public debt. Consequently, for
countries where public debt or the budget deficit exceeds these acceptable
thresholds, the European Commission will present a so-called “reference
trajectory”, i.e., an individual forecast for each state, outlining the
permissible growth rate of public sector expenditure over an adjustment
period of four years, with the possibility of extending this period by up
to three additional years. For states where public debt and budget deficits
are within the required thresholds, a reference trajectory is not mandated.
In these cases, the European Commission will only provide, at the request
of the concerned state, technical information regarding potential fiscal
adjustments.

Theextension of the adjustment period by up to three years is contingent
upon the Member State’s commitment to implementing a reform and
investment package that aligns with EU priorities, which should aim to
bolster economic growth, enhance resilience, and support the stability of

* This process involves a technical dialogue informed by the Commission’s
recommendations, which are issued to Member States concerning long-term public
debt, macroeconomic projections, and reference trajectories — particularly if a state
exceeds its fiscal targets for public debt and budget deficit.
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public finances. It is essential that reforms are executed according to the
national plans and that investments demonstrate significant progress by
the end of the adjustment period. Failure to meet these conditions will
preclude the extension of the adjustment period and, in such instances,
the Council, based on the Commission’s recommendations, may propose
arevised netexpenditure path with ashorteradjustment period (Regulation
(EU) 2024/1263, art. 20).

The reference trajectory is tailored to each state based on its specific
economic conditions. When presenting this trajectory, the European
Commission aims to ensure that, by the end of the adjustment period
(which can be either four or seven years), the country takes appropriate
measures to reduce its public debt to below 60% of GDP or to maintain
a plausible downward trend in the medium term. This approach is
particularly beneficial for countries with high levels of debt. The
plausibility of reducing public debt in the initial national plans will be
assessed through the Commission’s 2023 Debt Sustainability Monitor,
which provides a debt sustainability analysis with a time horizon of
either 14 or 17 years, depending on the length of the adjustment period
(European Commission, 2023, p. 109).> Regarding the budget deficit, the
implementation of the expenditure path is expected to reduce the deficit
to below 3% of GDP and to sustain this threshold in the medium term
(Regulation (EU) 2024/1263, art. 6).

The new regulations introduce spending limits that must comply with
additional safeguard mechanisms, which apply to countries for which
a reference trajectory is established. These mechanisms include the debt
sustainability safeguard and the deficit resilience safeguard. The first
mechanism requires that the projected public debt-to-GDP ratio must
decrease by a minimum of 1 percentage point of GDP per year if the general
government debt-to-GDP ratio exceeds 90%. If the ratio is between 60%
and 90%, the debt reduction requirement is set at 0.5 percentage points of
GDP per year (Regulation (EU) 2024/1263, art. 7). The second mechanism
focuses on ensuring a safety margin for the budget deficit below 3% of
GDP. It mandates that countries continue efforts to improve their fiscal
position until the deficit reaches a level that provides a safe margin of

> National plans must ensure that the public debt-to-GDP ratio either declines or
remains at or below 60% for a minimum of 10 years following the conclusion of
the adjustment period, which can last either four or seven years. This requirement
is based on the assumption that there will be no changes in fiscal policy beyond
adjustments needed to account for variations in age-related costs. Further details on
the methodology for the Debt Sustainability Analysis (DSA). See more in: Darvas,
Welslau, Zettelmeyer, 2024, p. 2.
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1.5% of GDP, while keeping in mind that the maximum permitted deficit
is 3% of GDP. To achieve this margin, the annual improvement in the
structural primary balance is set at a minimum of 0.4% of GDP if the
adjustment period is 4 years, or 0.25% if the period is extended to 7 years
(De Vijlder, 2024).

The established expenditure path will be enforced through the
initiation of the excessive deficit procedure if a country with a debt
level above 60% of GDP and a deficit exceeding 0.5% of GDP exhibits
significant deviations, as recorded in the control account. Specifically,
these deviations must amount to 0.3 percentage points of GDP on an
annual basis or 0.6 percentage points on a cumulative basis (Council
Regulation (EU) 2024/1264, art. 4). However, the initiation of the procedure
is not automatic. When assessing whether an excessive deficit exists,
the European Commission must consider various factors, particularly
challenges related to public debt (such as liabilities associated with aging
populations, or private sector debt), the overall economic and budgetary
situation, the progress in implementing reforms and investments, as
well as increases in public investment in defense —an aspect particularly
significant for Poland. These factors are crucial when determining
whether an excessive deficit exists based on the public debt criterion. If
the Commission decides that an excessive deficit exists, the country in
question will be required to reduce its debt by a minimum of 1 percentage
point of GDP per year according to a correction path if the government
debt-to-GDP ratio exceeds 90%. If the debt ratio falls between 60% and
90%, the required reduction will be 0.5 percentage points of GDP per year
(Regulation (EU) 2024/1263, art. 7). This represents a liberalisation of the
existing fiscal rules, particularly concerning the debt criterion. Previously,
countries were required to reduce their debt-to-GDP ratio by 1/20 of the
excess annually, a standard that proved to be a significant fiscal burden for
heavily indebted nations. This stringent requirement often posed risks
to economic growth, especially in the face of contemporary challenges.®
The correction period for debt reduction has also been revised. Under the
old rules, the correction period was set at 2.5 years. However, it has now
been extended to align with the duration of national plans, ranging from
4 to 7 years, depending on whether the criteria for a 3-year extension are
met. The procedure should be concluded once a country demonstrates
adherence to the net expenditure path as prescribed under the excessive
deficit procedure.

® For example, if a country such as Italy has a public debt exceeding 140% of GDP,
it would be required to reduce its debt by more than 4% in the first year of debt
reduction, in accordance with the “1/20 rule”. See more in: Szymczak, 2023.
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The rules governing the initiation of the excessive deficit procedure
based on the deficit criterion, however, remain unchanged. The excessive
deficit procedure will continue to be triggered when a country exceeds
the 3% of GDP threshold for its budget deficit. In such cases, the required
adjustment to net expenditure must be consistent with a minimum annual
structural adjustment of at least 0.5% of GDP (Council Regulation (EU)
2024/1264, art. 3, point 4). Similar to the changes for the debt criterion,
the correction period for addressing excessive deficits has been extended
from the previous 1.5 years to a range of 4 to 7 years (Beza-Bojanoska,
Baranczak, Kaminski, Puszkiewicz, 2024). The procedure should be
concluded once a country credibly demonstrates that its deficit remains
below the 3% of GDP reference value.

The new EU economic governance framework introduces flexibility by
allowing deviations from the planned spending path without triggering
the excessive deficit procedure under specific conditions. Such exceptions
are permissible only in the case of extraordinary circumstances beyond
the control of the affected country, which have a significant impact on
public finances, or during periods of economic downturn in the eurozone
or the EU as a whole, provided that these deviations do not jeopardise
the medium-term sustainability of public finances. In these exceptional
circumstances, the European Commission is expected to refrain from
initiating the excessive deficit procedure based on the debt criterion, and
for the deficit criterion, the Council may establish a different structural
adjustment path (Council Regulation EU 2024/1264, art. 11 and 15).
These exceptions introduce national escape clauses, complementing
the general escape clause, which allows for the temporary suspension of
EU-wide fiscal rules.

The reform, however, did not significantly alter the system of financial
sanctions, which had never been applied to eurozone states. In fact, the
level of financial sanctions has been reduced, as the European Commission
believes this will enhance the enforcement of fines. Previously, sanctions
ranged from a minimum of 0.2% to a maximum of 0.5% of GDP. Under
the reform, the fine has been reduced to 0.05% of the latest estimated
GDP from the previous year, applied for a period of six months (Council
Regulation (EU) 2024/1264, art. 12). This reduced fine is designed to be
paid every six months until the Council determines that the Member
State concerned has taken effective corrective action.

The new EU economic governance framework places significant
emphasis on enhancing the surveillance of Member States’ budgetary
policies. This is achieved through measures such as ensuring transparent
and reliable statistics for medium-term budget forecasting and enabling
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comparisons between national macroeconomic and budgetary forecasts
and those produced by the European Commission and other institutions.
Council Directive (EU) 2024/1265 explicitly outlines the roles and
responsibilities of independent fiscal institutions in the creation,
implementation, and surveillance of Member States’ budgetary policies,
which is to increase the efficiency and transparency of budgetary
processes at the national level (Council Directive (EU) 2024/1265, art.
8a).” At the EU level, the reform aims to bolster the role and influence
of the European Fiscal Board in the broader framework of EU economic
governance.

The enforceability of the new regulations will be ensured through
states’ annual reports on their progress in implementing national plans,
which will be made publicly available, regular monitoring by the European
Commission, as well as an establishment of a national control account that
will track any deviations from the designated fiscal paths. If significant
deviations are detected — particularly if a country’s deficit or debt exceeds
the established limits — corrective actions will be required. Failure to
address these deviations could lead to the initiation of the excessive
deficit procedure The new rules also preserve the Commission’s authority
to conduct missions to Member States. These missions aim to assess the
socio-economic situation and identify any risk factors that could hinder
the implementation of the new fiscal rules. In cases where a country is
pursuing economic policies that threaten economic stability, and where
the Commission has issued recommendations, the Commission can
undertake so-called “monitoring missions”. Ifa country under monitoring
belongs to the eurozone or participates in the Exchange Rate Mechanism
IT (ERM II), the European Commission may invite a representative of the
European Central Bank to participate in these monitoring missions. All
new economic governance rules will be enforced within the framework
of the European Semester cycle, which integrates and coordinates the
activities of all relevant EU rules and institutions.

An Attempt to Assess the New Rules
of EU Economic Governance

Under the new regulations, Member States are required to submit
their initial medium-term fiscal- structural plans by 10 September
2024. Given that the regulations will have been in effect for only a short

7 The issuance of opinions by independent fiscal institutions on national plans is
scheduled to begin on 1 May 2032, aligning with the next cycle of preparing budgetary
and structural plans.
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period (as at September 2024), it is premature to assess their impact
fully. A comprehensive evaluation is likely to be conducted at the end
of the first adjustment period, with the European Commission expected
to present its initial report on the implementation of the new provisions
by 31 December 2030. At this early stage, it is pertinent to question
whether the reform effectively addresses the contemporary challenges
facing the EU.

The primary objective of the changes to the EU economic governance
framework is to achieve a balance between fostering economic growth,
implementing necessary reforms, and promoting investments, all while
ensuring the sustainability of public debt. This task is particularly
challenging due to the diverse macroeconomic conditions and fiscal
policies across Member States, as well as the intricate structure of economic
governance within the EU. The reform introduces an individualised
approach through national medium-term fiscal-structural plans, allowing
Member States to address their specific economic challenges more
effectively. This tailored approach facilitates more precise planning and
management of public expenditure, enabling countries to control budget
deficits and public debt more effectively, which, in the long run, may
contribute to the overall stability and sustainability of public finances. The
increasing significance of negotiations between the European Commission
and Member States could potentially lead to the politicisation of the
Commission and may enhance the bargaining power between Member
States and the Commission (and potentially ECOFIN), resulting in larger
and more politically influential Member States to secure more favourable
conditions for themselves (Dgbrowski, 2023), which could exacerbate
disparities in treatment among Member States, especially the less sizeable,
and undermine the principle of solidarity, a core tenet of the European
Union’s foundational values.

A positive outcome of the changes is the emphasis on the qualitative
aspects of fiscal policy, rather than focusing solely on quantitative
measures. This shift underscores the importance of not only how much
a state spends, but also how public funds are allocated (Otfinowska, 2024).
This approach acknowledges the concerns of countries with high public
debt — such as France, Greece, Spain, Portugal, and Italy — that the EU
debt crisis demonstrated how overly-stringent spending cuts can lead to
recession rather than achieving stability and economic growth. These
countries argue that while debt reduction is essential, it must be balanced
with other pressing objectives that also require attention. Initially,
Germany, supported by Austria, Denmark, the Netherlands, and Sweden,
expressed scepticism regarding the European Commission’s proposal for
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a more flexible approach to fiscal adjustments.® They were concerned that
this flexibility might not lead to sufficient reductions in public debt and
advocated for stringent, universal fiscal rules. German Finance Minister
Christian Lindner underscored this position, stating, “It must be clear
to everyone that the level of debt cannot increase indefinitely in every
crisis. For the capital markets, debt is debt. The capital markets are
not interested in why debt was incurred” (Packroff, 2023). Ultimately,
following negotiations, Germany agreed to soften its stance on a longer
period of debt reduction but maintained its insistence on upholding strict
rules regarding budget deficits (Rahman, 2023).

In this context, a central challenge for many countries, including
Poland, will be deciding between prioritising a low deficit or fostering
high economic growth. This decision will form the cornerstone of their
economic strategies moving forward. In contrast, the United States and
China are expected to continue operating with high budget deficits in the
coming years. The US plans a deficit of around 7% of GDP, while China
anticipates a deficit of approximately 8% of GDP. This approach is driven
by various factors, including the need to fund an arms race, stimulate
economic activity — particularly in China’s case — and invest in energy
transformation (Chrostowski, 2024). Meanwhile, the European Union has
chosen to uphold its fiscal rules, which stipulate a budget deficit limit of 3%
of GDP and a public debt ceiling of 60% of GDP, supplemented by safety
mechanisms. It is important to recognise that the fiscal limits established
many years ago are increasingly controversial these days, especially given
the rapidly evolving global economic landscape. Critics argue that these
thresholds lack a rational basis, particularly in the absence of robust
evidence demonstrating that exceeding specific government debt levels
unequivocally impedes economic growth (Chrostowski, 2024). As we
move forward, it will be crucial to assess whether the newly-established
fiscal rules will support economic growth or, conversely, restrict the ability
to stimulate it.

The national fiscal and structural plans will play a pivotal role in this
evaluation, as they will detail how Member States plan to implement
reforms and investments aimed at fostering sustainable and balanced
growth. It is encouraging that these plans will be tailored to the specific
conditions and needs of each Member State. However, it is also essential

8 These countries are often referred to as “frugal” Member States. They advocate for
a stringent approach to fiscal and budgetary policy, emphasising the importance of
limiting public spending, maintaining a low budget deficit, and controlling public
debt. For a detailed analysis of the positions of various groups of EU countries on the
reform of economic governance, please refer to: Ptociennik (2023).
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to note that the overall priorities of the EU will shape the direction
of national reforms and investments. Certain aspects of the reforms,
such as those related to green transformation and changes in social
policy (including pension system reforms), may face significant public
resistance and exacerbate existing skepticism toward the EU. For instance,
protests from farmers against the Green Deal highlight the potential for
widespread dissent. To mitigate these risks, effective communication and
public education will be essential. Ensuring that citizens understand and
accept the changes will be critical to preventing social dissatisfaction and
resistance, which could lead to political crises within Member States, an
intensification of populism, and undermine the unity of the European
Union thus hindering the achievement of the EU’s economic governance
reform common objectives.

The success of the reform will also hinge on its enforceability. Unlike
previous frameworks, which relied heavily on financial sanctions — rarely
applied — the new approach will focus more on regular surveillance within
the European Semester, rigorous monitoring, and holding governments
accountable for preparing and implementing their budgetary and
structural plans.

Conclusions

The recently-adopted economic governance reform addresses
contemporary challenges confronting both individual Member States and
the EU as a whole. These challenges include ecological, digital, and social
transformations, as well as the imperative to enhance defense capabilities.
This latter aspect is particularly pertinent for Central European countries,
which have substantially increased their defense expenditures in response
to the Russian invasion of Ukraine. Under the new framework, increased
public investment in defense will be considered a relevant factor
when assessing whether a country is experiencing an excessive deficit
(Gotebiowska, 2024).

The reform aims to balance economic growth with debt sustainability,
striving to enhance the resilience and stability of Member States’
economies. However, the effectiveness of these principles in navigating
rapidly evolving geopolitical and geoeconomic conditions remains to
be seen. The success of the reform will largely depend on the effective
implementation of the new rules and the ability of Member States to
collaborate effectively in achieving shared common EU priorities.
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