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Abstract 

The paper delivers a structured conceptual analysis of the main implications of the Treaty on 
Stability, Coordination and Governance in the Economic and Monetary Union European (shortly, 
Fiscal Compact) on the financial stability, economic convergence and sustainability of the 
European Union and of the member states. Some relevant issues are examined and assessed like 
concerning the Fiscal Compact impulse: symmetry of the causes vs. asymmetry of the effects, 
effectiveness, practicability, irreversibility of the impact induced. Based on these analyses, the 
concept of public comparative budgetary advantage is introduced and briefly examined in its 
theoretical parameters. Finally, a set of Fiscal Compact improving proposals are provided both in 
attention of the researchers, and of the bureaucrats implied in the institutional European 
construction (a third group of indicators within the European alert mechanism which should be 
related to the financial crisis potential, the structural condition for the irreversibility of the Fiscal 
Compact impulse, the automatic stabilizers introducing in order to complete the discretionary 
procedures of correction and penalty mechanisms, etc.). 
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1. Preamble 

The European Union represents, in its essence, an intellectual project. The EU is not a process that 
„happens”1, but it is a conscious, programmatic process, so it has a strong normative character. 
Moreover, since the European construction implies a number of sovereign national states, we 
must add to the mentioned normative feature also the coordinated character of such an 
institutional construction. The coordinated character of the European Union building up implies at 
least the followings: 

 ensuring of the inter-states symmetry (institutional conditions which symmetrically 
distribute the benefits and the costs of the European construction); 

 ensuring of the inter-states equity, according the initial conditions (i.e., a positive 
discrimination in order to eliminate the initial conditions difference between the members 
states, related to: structural funds, reducing of the economic gaps, etc.); 

 homogenization of the most favourable treatment (if a member state has benefited from 
some favourable conditions, then any other member state must benefit from the same 
favourable conditions). 

The present paper aims to treat the three above mentioned features of the normatively 
coordinated process of the European construction only in the light of the recent Treaty on 
Stability, Coordination and Governance in the Economic and Monetary Union, shortly the Fiscal 
Compact. We will mention here the Fiscal Compact contains three main components: a) the 
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 Some old allegations (including those of some „parents” of the EU building) according which the European 

construction will develop itself in a natural way can introduce certain confusions. In fact, they desired to say not the 
European development will be of an emergent type (like, for example, the market development), but that the 
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budgetary pact (has as objective to promote and safeguard the budgetary discipline); b) the 
consolidation of economic policies coordination (has as objective to increase the synergy effect of 
the European construction); c) the improving of the governance in the euro zone (has as objective 
to reduce the vulnerabilities and risks arisen in the common monetary area). I will approach four 
issues concerning the Fiscal Compact: 1) its practicability; 2) its effectiveness; 3) the irreversibility 
of the impulse generated by the Fiscal Compact; 4) the functional asymmetry of the Fiscal 
Compact. 

2. Short conceptual introducing 

2.1. The practicability 

By practicability of the Fiscal Compact I understand the set of the features of the Fiscal Compact 
which make that its general philosophy as well as its implementing procedures become possible to 
be materialized both institutionally (the case of the national alert mechanisms aimed to correct 
the deficits and the unbalances), and managerially. The practicability is extremely important 
because a norm (like the Fiscal Compact, i.e., a macro-norm) needs channels of transmitting the 
normative impulse. If these channels don’t exist (or the norm doesn’t require the creation of 
them), or are blocked, totally or partially, then the norm (even it is beneficial, pertinent and 
necessary) cannot be implemented. The practicability of a norm is, generally, assessed by impact 
studies or by public debates (as the case of the Fiscal impact). Figure 1 shows this condition of 
practicability. 

 

Figure 1. The Fiscal Compact practicability condition (the transmission channel) 

2.2. The effectiveness 

By Fiscal Compact effectiveness I understand its capacity (potentiality) to get the presumed target. 
So, no connotations of efficiency or yield are involved here. The Fiscal Compact effectiveness is, in 
fact, its praxiological legitimacy. The effectiveness is very different from the practicability: a norm 
can be practicable, but ineffective; or a norm can be expected be effective, but it isn’t practicable. 
The logical relationship between the two predicates (effectiveness and practicability) isn’t, 
however, praxiologically symmetrical: so, if a norm is practicable but it isn’t effective we must 
assess it as being superfluous and as unnecessarily increasing the „normative population”; instead, 
if a norm is effective but it isn’t practicable, it isn’t any more superfluous: it is sufficient to „stave” 
the transmission channels of the normative impulse and the norm comes to working. So, while 
from the normative authority perspective, the practicability is a controllable parameter (it can be 
adjusted, so it is a flexible parameter), the effectiveness is a non-controllable parameter (it cannot 
be adjusted, so it is a rigid parameter). The lack of effectiveness requires simply another norm2, 
while the lack (or the insufficiency) of practicability doesn’t require another norm. 
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2.3. The irreversibility 

By irreversibility of the impulse generated by the Fiscal Compact I understand that feature of the 
Fiscal Compact capable to conserve the intentionally effect, once the effect was been 
implemented. In other words, the question is if and with what extent the objective reaching is for 
good and all, i.e. the effect is non-oscillatory. In the particular case here discussed, this issue could 
be expressed as follows: the decreasing of the deficit or of the imbalances could be off-set by a 
consecutive increasing of them to the initial level? From the perspective of the systems theory, the 
question can be reformulated like this: since the qualitative stability of a system (i.e., the 
conservation of the deficits and imbalances) is warranted by its structure, could we find the Fiscal 
Compact impulse is internalized into the institutional structure of the fiscal (financial) system? 

The irreversibility is a species of the persistence, namely a perpetual persistence. The concept of 
persistence is applicable and is studied related to many economic variable and phenomena: 
unemployment, inflation, competitiveness, moral hazard etc. Concerning the Fiscal Compact, the 
irreversibility of the effect generated by the normative impulse is of the greatest importance. 
Figure 2 shows the above ideas about the irreversibility of the Fiscal Compact impulse. 

 

Figure 2. The structural condition for the irreversibility of the Fiscal Compact impulse 

2.4. The asymmetry 

By asymmetry I generally understand an incongruence, i.e., an imbalance of form, size, velocity, 
acceleration, etc. of a phenomenon (of economic type, in our case) related to a benchmark. This 
benchmark can be a point (for example, an established value of an economic variable), a moment, 
a norm, etc. The economic asymmetry hasn’t absolutely a negative connotation, because there are 
also beneficial asymmetries3. The economic asymmetry is not absolutely programmed, it can also 
be of emergent type4. Most of the time, the economic asymmetry isn’t a goal of a policy (i.e., it 
isn’t an anticipated effect of a programmed cause), but a spillover, i.e., a collateral consequence, 
sometimes avoidable, sometimes unavoidable. The relevance of the asymmetry in the Fiscal 
Compact philosophy cannot be overestimated, because, today, in the European Union 
construction process there are both asymmetries and political positions to maintain and perhaps 
increase such asymmetries. The asymmetry can be of structural or of functional type. In the 
present paper I only am interested of the functional asymmetry of the Fiscal Compact  
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 For example, the necessity to ensure the real economic convergence inside the European Union leads to the 

necessity of some asymmetries concerning the velocity of economic development of some member states related to 
others, in order to reduce the economic gaps at the European Union level.  
4
 See, for example, the information asymmetry that generates the adverse selection among the economic actors. 
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3. Assessments 

3.1. The practicability 

Concerning the practicability of the Fiscal Compact, I will approach two issues which seems be 
relevant: a) the national spirit of the correction (adjustment); b) the discretionary (non-automatic) 
spirit of the correction (or of penalization, as the case) mechanisms. 

(a) On the national spirit of the correction5 

From a juridical point of view, the Fiscal Compact is an inter-governmental Treaty, not a Treaty of 
the European Union6. As consequence, the correction (or penalty) mechanisms concerning the 
excessive deficits or excessive imbalances are designed by every member state, based on a 
common set of principles elaborated inside the European Commission and communicated to all 
member states. These principles will address five issues: a) the correction action type; b) the 
amplitude (size) of the correction action; c) the correction action duration; d) the role of the 
national institutions responsible for monitoring the correction action; e) the independence of the 
national institutions responsible for monitoring the correction action. In this context, it is possible 
to arise some differences among the member states in implementing the common principles 
issued by the European Commission (concerning the velocity of correction, the criteria to stop the 
correction process, etc.). In fact, these differences could appear related to any of the above 
mentioned five questions, or to all of them. These differences, which are generated by the 
national responsibility focused on designing and implementing the correction mechanism, can 
undermine the Fiscal Compact practicability, because the actual effects of these differences could 
be away from the expected (presumed) effects. The differentiation of the effects could lead, in 
turn, to fail or, at least, to an incomplete reaching of the anticipated targets in the Fiscal Compact. 
Moreover, some member states (very possible, the same which, formerly, easily „escaped” by 
non-fulfilling the Stability and Growth Pact provisions7) could try to experience the free rider 
behavior. But this eventuality would infringe, again, the principle of solidarity which underlines the 
European construction. And, the erosion of the solidarity principle is the most efficacious way to 
undermine the confidence in the European construction, because this principle generates the 
most relevant axiological framework of this unique intellectual project.  

(b) On the discretionary spirit of correction (penalization) 

Despite of explicit declarations in the Fiscal Compact saying the excessive the budgetary deficit or 
the public debt, as well as the (internal or external) macroeconomic imbalances automatically 
trigger the associated correction mechanisms, however these triggering is not automatic but 
discretionary. Using the expression „automatic triggering” is aimed, after all probabilities, to 
indicate the inevitability of applying the correction mechanisms once the established thresholds 
are redhead, but not to indicate the automatic character of correction mechanisms working. To 
have an automatic correction mechanism, the Fiscal Compact had to design this mechanism as an 
automatic stabilizer8. Unfortunately, this is not the case. Applying of the corrections (or of the 
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 In the Fiscal Compact terms, by correction mechanism is understood the set of institutional measures aimed to 

eliminate the biases of the budgetary deficit, of the public debt or of other macroeconomic balances from the 
established values in the Fiscal Compact (generally, the goal is to eliminate the biases from the medium term 
budgetary objective). 
6
 However, as the Fiscal Compact stipulates itself, in at most five years from the date of entering in force, its clauses 

will be integrated into the law framework of the European Union. 
7
 Here we have some effects of the moral hazard generated by the lack of intransigency of the European Commission 

towards the member states which massively, chronically, and repeatedly have infringed the Stability and Growth Pact 
provisions and recommendations. 
8
 By automatic stabilizer I understand a device of institutional nature, of normative origin, of structural character, of 

macroeconomic sphere, of counter-cyclical action, of supra-proportional intensity, and of implicit triggering.  
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penalties) is decided either by the executive political factor, or by vote9. The problem with the 
discretionary character of the correction (or penalization) mechanism is that, thus, certain 
incertitude surrounds towards the effectiveness of the mechanism. Although by designing of the 
concrete procedures to decide the intervention, the entire process is relatively lubricated, 
however the possibility that the alert thresholds reaching be „unobserved” remains. This 
incertitude is of political nature, and it cannot be ignored in analyzing the practicability of the 
Fiscal Compact. The risk of impracticability of the Fiscal Compact (as consequence of the 
discretionary character of the correction action, or of the penalizing action in the case the 
correction are not applied) is not included in the economic-financial mechanisms itself, itself, but it 
is (I believe, involuntarily) included in the political process of triggering the correction (or 
penalizing) mechanism. Figure 3 synoptically shows this concern. 

 

Figure 3. Discretionary vs non-discretionary correction mechanisms 

3.2. The effectiveness 

Concerning the issue of the effectiveness of the Fiscal Compact, I will approach two questions: a) 
the alert mechanism is concerned about macroeconomic imbalances only, but not also about the 
economic crises10; b) the correction mechanisms are concerned about the stability, stabilization or 
re-stabilization, but not (explicitly) about the sustainability11. 

(a) Alert mechanism does not concern about crises 

The Fiscal Compact is focused, as its fundamental objective points out, the consolidation of the 
economic pillar of the Economic and Monetary Union (EMU) and, consequently, of the European 
Union as a whole. Both the budgetary pact, and the consolidation of economic policies 
coordination, respectively strengthening of the euro zone governance are also aimed (through the 
alert mechanism) to correct the excessive deficits (of the consolidated public budget, as well as of 
the public debt) and the macroeconomic excessive imbalances (both at internal and external 
level). Nevertheless, the Fiscal Compact doesn’t specially address the economic (in fact, financial) 
crises12. Some provisions of the Pact evoke, indeed, certain exceptional circumstances when the 
stipulated threshold conditions could be relaxed in some extent (for example, in the situations in 
which a serious economic recession happens), but I appreciate this isn’t sufficient. Thus, the 
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 Accepting of the reverse qualified majority vote doesn’t avoid the discretionary character of the correction 

mechanism, although it could lubricate in some extent the decisional process. 
10

 We could say, also, it is concerned about the measurable economic undesirable effects, but not about the 
measurable economic dangerous causes of these effects.  
11

 The sustainability is not a simple spillover of the stability implementation, but on the contrary, it is the structural 
framework of any stability.  
12

 Can be presumed that some indicators of the macroeconomic imbalances (internal and external) try to catch certain 
elements of financial crisis triggering, but this is not explicitly introduced. Instead, the anticipating, triggering, and 
exiting from the crisis are such phenomena that could augment the risks and vulnerabilities concerning the deficits 
and imbalances. 
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exiting from the crisis (economic or financial) ordinarily needs a more emphasized governmental 
intervention, but which rapidly „consumes” the reserve („stock”) of structural deficit accepted in 
the Fiscal Compact. This means that the possibilities of piloting the process of exiting from the 
crisis are strongly restricted (narrowed), and this can lead, as logical consequence, to an increase 
of the excessive deficits or of excessive imbalances. In this context, I believe the next version of 
the Fiscal Compact might include more about the crisis question (prevention, piloting, and exiting 
from the crisis). The financial crises are not anymore so scarce phenomena, because the financial 
structures, financial mechanisms, the financial phenomenon globalization are favourable factors 
to constitute phenomenological pattern in which the financial crises are a permanent sword of 
Damocles13. Figure 5 visually shows this concern about the Fiscal Compact provisions. 

 

Figure 4. Mismatches between the correction mechanism and the crisis management mechanism 

(a) Correction mechanism does not (explicitly) concern about sustainability 

By system stability (either as result of initial designing, or as result of subsequent actions towards 
stabilizing or re-stabilizing) I understand the state of a system (of economic type, in our case) 
whose quantifying parameters take values, in time, within an established tunnel only14. When 
these parameters take value outside the establish tunnel, the system becomes destabilized15. 
Generally, no economic system is stable per se, or sine die. However, there is a concept that is 
very close to the long term stability of the system, or to the system with small (or even null) 
potential of destabilizing: this concept is the sustainability, or the sustainable system. A system is 
considered be sustainable when it holds, within its „dynamic protocol”, structurally integrated, 
principles of self-stabilizing (or self-re-stabilizing)16. The Fiscal Compact addresses exclusively 
issues related to stability (or stabilization, or re-stabilization) of a national economic system that 
faces two destabilizing processes: a) excessive deficits (both at the public budget, and at the public 
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 In my opinion, so long automatic stabilizers are not introduced to „manage” the relationships between the 
economic real and nominal flows, the financial crisis will become a current and „familiar” phenomenon (for example, 
at the European level, the financial transactions taxation could be replaced by the leverage taxation, because if the 
rest of the world doesn’t adopt the financial transactions taxation as well, then the European banking system will be 
relatively dis-competitivenessed). 
14

 So, the stability is a concept associated to stationary systems, but not to static systems (in the static systems we 
have no variations of the parameters). The economic systems are, of course, stationary, but not static systems. 
15

 Do not confuse the destabilized systems with the unstable systems: the unstable systems can principled be 
stabilized on short term only and with a reversible character, while the destabilized systems could contain principles 
of maintaining the won (or re-won) stability on long term. 
16

 In the most abstract sense, this predicate of the systems is called auto-poietic capacity (and it automatically 
generates, of course, the auto-poiesis phenomenon). From a logical point of view, the auto-poietic capacity is 
equivalent (congruent) with holding, at the structural level, of an automatic stabilizer. 
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debt level); b) excessive imbalances (both internal, and external)17. In the particular case of the 
European Union, the goal of real economic convergence still remains a desideratum. In this 
context, it seems some thresholds signaling the excessive deficits or imbalances should be 
deliberately designed just aimed to reduce the real economic gaps among the member states. 
These excessivnesses have the nature of destabilizing, but their purpose is to ensure, on long 
term, the stability18. Functional destabilizing (a kind of positive destabilizing) is an ingredient of the 
sustainable development. Well, this conclusion is not stipulated in the Fiscal Compact. So, this 
means the Pact has a unilateral objective: ensuring the financial stability, i.e., it ignores at least 
two crucial processes actual working: a) the needed deliberative differential economic growth; b) 
the sustainability of the European construction process. In my opinion, the maneuver-room 
accepted in the Fiscal Compact concerning the public budgetary structural deficit (for the 
exceptional situations of economic crises or of structural reforms implementation) is insufficient to 
get targets beyond the simple financial stability or stabilization (for example, targets as: 
competitiveness, real economic convergence, employment, etc.). However, it is possible the 
bureaucrats of European Commission, together with the member states representatives in the 
working groups of the Commission, complete, in time, at least the provision concerning the 
derogations from the Fiscal Compact constraints in the case of the structural reforms. This way the 
structural reforms could be interpreted as sustainability vehicles and, thus, the constraints 
relaxation could be greater. Figure 5 shows the in which the correction mechanism should be 
connected to the sustainabilization one. 

 

Figure 5. The break between the correction mechanism and the sustainabilization mechanism 
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 To be mentioned that specific procedures concerning the two destabilizing categories are stipulated: a) the 
excessive deficit procedure; b) the excessive imbalance procedure. 
18

 Indeed, a permanent source of imbalances at the European Union level is represented by the economic 
development gaps among the member states: therefore, sui-generis types of competition emerge, like the fiscal 
competition (in fact, fiscal dumping), but also a curious kind of competition at the public budget deficit or the public 
debt level. For example, the Greece case could be interpreted also as a way, for this country, to borrow based on the 
moral hazard (the objective to maintain the euro zone credibility has led, to by anticipation (!) cancellation of a part of 
its public debt). 
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3.3. The irreversibility 

About the irreversibility of the impulse generated by the Fiscal Compact I will examine two issues: 
a) the national mechanisms exclusively address the effects, but not the structural causes of them; 
b) the excessive deficit is of effect nature, while the excessive imbalance is of causal nature.  

(a) The need to address the cause of the excessivenesses 

By irreversibility of the impulse generated by the Fiscal Compact I understand the impossibility of 
an effect generated this way be totally or partially cancelled, through the economic system 
functioning. Of course, we know very well the economic process is not a trajectory19, thus, 
principled, an economic process is not reversible in a mechanical sense of the word. However, we 
could ask if an excessive deficit, once eliminated (or reduced, if the case) can come again. 
Theoretically, the functionality20 of a system is done by its own structure. This means, if the 
impulse generated by the Fiscal Compact does not change the structure of the economic system, 
then the effect of the impulse is reversible. If an economic (or financial) structure generates an 
excessive deficit, then the maintaining of this structure has the propensity to produce that 
deficit…sustainably. An economic structure that produces excessive deficits must be considered as 
having, causally, an imbalancing potential. As consequence, in order to cancel this potential, the 
given structure must be changed (adjusted). As currently designed, the Fiscal Compact addresses 
rather the effect expected from its impulse, than the cause generating the deficits (i.e., the 
economic and financial structure). I other words, the impulse generated by the Fiscal Compact has 
not the explicit (i.e., procedural) capacity to change the economic or financial structure that is the 
cause for the deficits or imbalances. So, the effect generated by the impulse is reversible. This 
aspect constitutes, in my opinion, one of the most important features of the Fiscal Compact and it 
is desirable it be re-examined in the future. Figure 6 shows the above mentioned topics 
concerning the pair reversibility-irreversibility of the Fiscal Compact effects. 

 

Figure 6. The break on the track to enter the structure in order to provide the irreversibility 

(b) Cause and effect in the excessivenesses „production” 

The excessive deficit (of the public general budget or of the public total debt) could work like a sui-
generis cause of the macroeconomic imbalances (internal or external). Although, at the 
conceptual level, an excessive deficit could be considered as a species of the genus called 
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 The concept of trajectory is specific to a Newtonian mechanics, where the time variable is self-substitutable by 
changing the algebraic sign (i.e., the cause and the effect are inter-changeable). 
20

 Conceptually, by functionality of a system we understand the transformation of the states generated by the inputs, 
and by behaviour of a system we understand the transformation of the outputs generated by the inputs and the 
states. So, finally, the outputs are depending on the inputs (because the states are depending on the inputs). If we will 
note with   the vector of the inputs, with   the vector of the states, with   the vector of the outputs, with   a function 
(transformation) that bring the inputs into outputs, and with   a function (transformation) that bring the inputs into 

states, then we can formally write:         ,       , so    (      ). 
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excessive imbalance, one can easily show that, at the functional level, the excessive imbalance 
lead to the excessive deficit. In such context, the correction mechanism provided by the Fiscal 
Compact addresses the re-establishing of the macroeconomic equilibrium by adjusting the 
excessive deficit, so, it addresses the effect, but not the cause. Based on arguments delivered at 
the point (a) above, it comes we can have reversibility of the adjusted excessive deficit as the 
following result: since the economic/financial structure of the system in case was not been 
changed by the impulse from the Fiscal Compact, then this structure has held its potential to 
generate, perpetually, the excessive imbalances, so excessive deficits. This is another point which 
could be re-examined in the future. Figure 7 visually shows these short considerations. 

 

Figure 7. The break of transmission channel of the Fiscal Compact impulse towards the structural causes 

3.4. The asymmetry 

Concerning the functional asymmetry of the Fiscal Compact I will examine two issues: a) the 
symmetry (as the Pact provides) of the thresholds and correction rates could lead, in fact, to an 
asymmetry of the effects involved; b) the desired differentiation of the thresholds/tunnels of alert 
must be operated not between the euro zone member states and the non-euro zone member 
states, but taking into consideration the starting points of all member states (the road until the re-
balancing).  

(a) The cause symmetry could lead to the effect asymmetry 

The functional asymmetry of the Fiscal Compact can be analysed both at its impulse level (a cause 
having its origin within the Pact), and at the effect level of the impulse. In my opinion, the 
asymmetry at the impulse level can (probably, must) be accepted, with a condition: the 
asymmetry of the impulse (cause) must have the potential to diminish, on medium term, the 
asymmetry of the effects. So, no matter if the impulse is symmetric or asymmetric, it is acceptable 
if, and only if, on medium term, it leads to a diminishing or to eliminating of the effect asymmetry.  

In the case of the Fiscal Compact, we have both symmetries of the impulse (cause) which can lead 
to asymmetries of the effect, and asymmetries of the impulse (cause) which can lead to 
symmetries of the effect. Both situations are possible as a result of ignoring the context in which a 
national economy stands at the moment of Fiscal Compact applying. For example, it is possible, by 
applying of the symmetrical provision concerning the target of null or positive balance of the 
public budget, to generate a pro-cyclical effect on an economy in recession or depression. So, the 
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symmetry of the impulse can generate an asymmetry of the effect because the impulse is not 
adjusted based on the cyclical position21 of the given economy. 

(b) The asymmetry of the impulse must not depend from the euro zone membership 

The Fiscal Compact distinguishes some causal measures of intervention (of impulse) in the deficits 
or imbalances management by the membership in the euro zone. Apart from the fact that this 
differentiation maintains the suggestion on the two speeds of the European construction (an 
undesirable position, except the case in which this differentiation introduces a positive 
discrimination for the member states under the European average), it could have actual 
consequences directly on the target concerning the diminishing/ eliminating the excessive deficits 
or imbalances. This possibility is generated by the fact that, at the European Union level, neither 
the „block” of the euro zone member states, nor the „block” of the non-euro zone member states 
are homogenous sets of states. On the contrary, inside the „blocks”, the economic and social 
discrepancies can be greater and more relevant than the discrepancies between the two „blocks”. 
So, in my opinion, the asymmetry of the impulse proposed by the Fiscal Compact should take into 
consideration rather the criterion of the starting point of every member state, than the 
membership to euro zone. The asymmetry of the impulse generated by the Fiscal Compact must 
also be adjusted towards the ratio between the „speeds” of reaching the public structural 
budgetary deficit22, on the one hand, and the public cyclical budgetary deficit, on the other hand. 
Depending on the financial structure, and, more generally, on the institutional structure of every 
member state, it is possible the gap between the moment when the structural budgetary deficit 
ceiling is reached, and the moment when the total (conventional) budgetary deficit ceiling is 
reached, be very different from state to state. This means the member states will have very 
different possibilities to use the public budgetary deficit as economic growth source at the same 
impulse generated by the Fiscal Compact (for example, at the same value of the budgetary 
structural deficit ceiling). For example, if in the state A the budgetary structural deficit ceiling is 
reached before the budgetary conventional deficit (established by the Maastricht Treaty) is 
exhausted, and in the state B the budgetary conventional deficit is reached before the budgetary 
structural deficit is exhausted, then the state B will take an advantage (we can call this advantage 
as budgetary advantage) from this symmetry of the Fiscal Compact impulse, because it will can 
spend more public money than the state A, so it will can stimulate much more its own economy 
(at the aggregate level of the internal demand). So, as already above mentioned, theoretically, we 
have here a sui-generis comparative advantage, but of commercial nature (like the Ricardo’s 
comparative advantage), but of budgetary nature23. Figure 8 visually describes this idea. 
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 I have recently elaborated a macroeconomic indicator (the marginal productivity of the employment, based on a 
monotonic stable employment impulse) in order to quantify the cyclical position of a national economy, but this idea 
will not be developed more here.  
22

 The public budgetary structural deficit is generated by the discretionary decisions of the government concerning the 
public revenues and expenditures, while the cyclical budgetary deficit is generated by the economy functioning itself. 
Of course, such a delimitation is quite ambiguous, because a public discretionary decision has not only direct impacts 
(i.e., generating budgetary structural deficit), but also indirect impacts (especially if the discretionary decisions as a 
whole lead to a new institutional structure of the economic and financial system), that produces budgetary cyclical 
deficit. In fact, rigorously, this differentiation of the ways to generate budgetary structural or cyclical deficit, should be 
valid only within a given annual economic cycle, because, on the medium term, the causalities pass from a side to 
another, as already mentioned. 
23

 The economic theory could (or should) examine more profound this effect of the budgetary advantage at the public 
general budget level, because it can introduce new aspects concerning the fiscal-budgetary competitiveness. Thus, we 
have not only a fiscal competition, but also it seems we have a budgetary competition. 
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Figure 8. Emergence of the comparative budgetary advantage  

4. Some concluding remarks 

 The correction mechanism in the Fiscal Compact should be unique or, at least, should 
contain unique grids to personalize the moment, the intensity, the duration, etc., for the 
correction procedures. This implies, inter alia, to create a fiscal authority at the EMU level. 

 Should imagine institutional devices that be triggered simply by automatic verification of 
the alert indicators. This leads to the concept of fiscal and budgetary automatic stabilizers. 

 A new category of indicators should be introduced (aside the two existent) in the alert 
mechanism, called „stable propensity to financial crises”, aimed to measure, inter alia, the 
gap dynamics between the real economic flows and the nominal economic flows. 

 The sustainability should be explicitly integrated into the alert and correction mechanisms. 

 Maybe the alert mechanism should be focused not only on the gaps (of deficit, or of 
imbalances) but also on the propensity to such gaps. 

 The excessive imbalance procedure should be more analytical developed, in order to 
address much more the structural causality of generating the deficits. 

 The rates of correction applied to excessive deficits should be direct proportionally 
correlated with the degree of exceeding an established benchmark, according an accepted 
scale, but not to be constant (1/20). 

 The correlation of the budgetary structural ceiling should be made not only with the 
degree of the public finance sustainability, but also with the cyclical position of the given 
economy. 

 The differentiation of the alert thresholds should be correlated with the „distance” of a 
given member state from the real economic convergence stage (i.e., accepting of the path 
dependence).  

References 

1. Azoulai, L., Maduro, M.P., Witte, B., Cremona, M., Hyvarinen, A., Kocharov, A., Abdaliat, A., 
Another Legal Monster? An EUI Debate on the Fiscal Compact Treaty, European University 
Institute, September, 2009 

2. Bird, G., Mandilaras,A., Will Europe’s Fiscal Compact Help Avoid Future Economic Crises?, 
University of Surrey, DP 12/12 

http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588


12 
 

3. Creel, J., Hubert, P., Saraceno, F., The European Fiscal Compact: A Counterfactual 
Assessment, Journal of Economic Integration, vol. 27, nr. 4, pp. 537-563, December, 2012 

4. Dehousse, R., The “Fiscal Compact”: legal uncertainty and political ambiguity, Notre 
Europe, No. 33, February 2012 

5. Fabbrini, F., The Fiscal Compact, the „Golden Rule”, and the Paradox of European 
Federalism, Boston College International and Comparative Law Review, vol. 36, pp 1-38, 
2013 

 

http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1336588

