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EXTENDED COURSE PLAN & LECTURE-SPECIFIC REFERENCES

1. Fiscal rules: definition and rationale, and the case of a
monetary union

e General definition and typology of fiscal rules
e Rationale for fiscal rules in general: optimal fiscal policy vs biased policy-

' making:
Topic o Theintertemporal budget constraint of the government
o Optimal fiscal policy: the tax-smoothing model and its
limitations
o Biased policy-making: deficit bias and its determinants
e Rationale for fiscal rules in a monetary union:
o Risk of 'monetary (ex post) bail-out'
o Risk of fiscal (ex post) bail out
Lecture 1 o Risk of 'free riding'
Lecture
Alesina, A. and A. Passalacqua (2015), The Political Economy of Government Debt.
(Available at
https://scholar.harvard.edu/files/alesina/.../political economy of gov debt april 2
015.pdf)
Barro, Robert J. (1979): On the Determination of the Public Debt, Journal of Political
Economy, Vol. 87, No. 5, Part 1, pp. 940-971.
References . . . .
De Grauwe, P. (2016) The Economics of Monetary Union, Oxford, Oxford University
Press.
Escolano, J. and V. Gaspar (2016), Optimal Debt Policy Under Asymmetric Risk, IMF
Working Paper, No. 16/72.
Kopits G. and S. Symansky (1998), Fiscal Policy Rules, IMF Occasional Paper, No.162.
2. The evolution of fiscal rules in EMU
Early evolution of fiscal rules in EMU:
e  Fiscal policy and fiscal rules in the preparations for EMU: the Delors Report
e  Fiscal policy and fiscal rules and the founding of EMU: the Maastricht Treaty
Topic e  Fiscal Policy and fiscal rules and the start of EMU: the Stability and Growth
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Pact (SGP)

e The first crisis of the SGP and the reform of 2005

e The Great Recession and the reform of European economic and fiscal
governance
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3. Fiscal rules in EMU: the current set-up

e The 'Six-Pack', 'Two-Pack', and 'Fiscal Compact' legislation: General
overview

e The rules of the reformed SGP: 'preventive arm'

e The rules reformed SGP: ' corrective arm' (Excessive Deficit Procedure)

e The cycle of budgetary surveillance for the Euro Area

e Theinteraction the EU and national fiscal frameworks: The Directiv eon
national fiscl frameworks, the Fiscal Compact and the role of independent
fiscal institutions
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Treaty on Stability, Coordination and Governance in the Economic and Monetary
Union
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4. Possible scenarios for the future evolution of the
architecture of fiscal policy in EMU

e Anassessment of the working of the overhauled fiscal framework

e  (Critical issues: balancing stability and growth (with constrained monetary
policy)

e  C(ritical issues: enforcement and market discipline

e Ways forward: federalism or decentralisation?
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