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Olli REHN
Member of the European Commission 
for Economic and Monetary Affairs

It is a great pleasure for me to be here with you today 
and to speak on the highly topical subject of economic 
governance. I will defend the idea that it is absolutely 
crucial to better coordinate economic policies within 
the European Union and the euro area in particular. 
In my speech, I will discuss this issue in the context 
of the EU’s overall response to the crisis.

In June last year, Jacques Delors, said: “the 
fi re-fi ghters have done their job, now we are waiting 
for the architects”. As is often the case, Mr Delors, who 
served for many years as President of the European 
Commission, was right. Today, I am talking to you as 
an architect. But, unfortunately, the fi re-fi ghters’ work 
is not entirely over, and we must remain extremely 
vigilant to ensure that the fi res do not start again.

Lessons from the crisis
 
The fi nancial and economic crisis, which started 
in mid-2007, took most of the economists, fi nancial 
actors and policy-makers by surprise. The belief in the 
effi ciency of fi nancial markets blunted their vigilance. 
The same was the case when the ongoing global 
turbulences triggered the eruption of the sovereign 
debt crisis in the euro area. We were all taken off 
guard mainly because of the impressive strength 
and the speed of spillovers across countries in the 
European Union and especially in the euro area. 

The existence of spillovers in an area with so close 
economic, fi nancial and institutional links as the 
European Union and even more so in the euro area, 
has always been known to European policy makers. 
For this reason, the Treaty requires the EU Member 
States to closely coordinate their economic policies. 
On this basis, rules have been developed for policy 
coordination, notably within the Stability and Growth 
Pact (SGP). The Pact was created precisely to ensure 
that no country would pursue fi scal policy that would 
endanger fi nancial and economic stability of the other 
Member States. 

But the system we have built over the years 
did not work well in crisis. Let me mention some 
of the weaknesses in our policy coordination and 
surveillance mechanisms that the crisis revealed.

• Fiscal surveillance did not pay enough attention 
to debt and did not intervene enough to limit 
imprudent policy. While the surveillance suffered 
from some weaknesses in design, the key problem 
was insuffi ciently rigorous implementation at Member 
States level.

• Surveillance was too narrowly concentrated on 
fi scal developments, leaving non-fi scal economic 
imbalances effectively unattended.

• The surveillance processes were backward-looking; 
their outcomes were ex post feedback rather than 
ex ante guidance.

• Financial supervision was too narrowly concentrated 
on domestic developments, which was incompatible 
with the international nature of the operations of large 
fi nancial institutions.

But we have learned the lesson and the European Union 
embarked on a comprehensive programme to 
strengthen economic and financial governance, 
including crisis management tools. 

Financial stability 

Following the turbulence in the sovereign debt 
markets last spring, the European Union quickly 
created temporary financial backstops –the 
European Financial Stability Mechanism (EFSM) 
and the European Financial Stability Facility 
(EFSF). With some experience of how these 
backstops function, we are now in the process 
of strengthening the EFSF, and at the same time 
designing a permanent arrangement, the “European 
Stability Mechanism”. 
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Crucially, we have put in place a new European 
fi nancial supervision structure. On 1 January this 
year new institutions have been established: 

• the three European Supervisory Authorities, 
overseeing supervision of banks, insurers and 
securities markets, will help overcoming segmentation 
and inconsistencies between national supervisors and 
enhance the overall quality of supervision; 

• the European Systemic Risk Board (ESRB) will widen 
our scope of oversight to the nexus of macroeconomic 
and fi nancial markets at large and be ready to spot and 
deter the build up of excessive risk at an early stage. 

These new institutions are a signifi cant step towards 
a consistent European fi nancial supervision that 
can effectively monitor and intervene in fi nancial 
market developments that have major cross-border 
implications. The new round of banks stress tests this 
spring will be an important test of this new arrangement. 

Economic governance

In order to correct the loopholes in the framework 
of economic surveillance the Commission presented 
a package of legislative proposals to this effect in 
September last year. 

First, in order to avoid the repetition of sovereign debt 
crisis, « à la Grecque », we have to strengthen the SGP 
and do away with complacent fi scal policy, especially 
in good times. For this reason we want to make the 
adjustment towards a medium-term budget objective 
more operational and binding. We also want to revive 
the rather neglected debt criterion of the SGP and pay 
more attention to debt sustainability. 

Second, we propose to broaden economic surveillance 
to identify and redress macroeconomic imbalances 
and divergences in competitiveness; this is particularly 
important to avoid crisis « à l’Irlandaise ». This will 
be based on a scoreboard of economic and fi nancial 
indicators, and when unsustainable developments 
are identifi ed, we will carry out in-depth country 
analysis and issue country-specifi c recommendations. 

Third, we need to effectively enforce economic 
surveillance through the use of stronger incentives 

and sanctions. These would kick in at an earlier 
stage of the surveillance process and be gradually 
tightened, unless corrective action is taken by the 
member state concerned. Very importantly, we also 
want to make the consequences of irresponsible 
behaviour more automatic and thus less subject to 
political deliberation.

The proposals are currently being discussed in the 
Council and the European Parliament. Both institutions 
committed to agree on the legislation by this summer. 

However, one important change in the way 
economic surveillance is conducted has already 
been implemented. From this year on, the process 
of European Union economic surveillance will be 
conducted in the fi rst half of the year, during the 
so called «European Semester». This will allow 
integrating various strands of surveillance: fi scal, 
structural and macroeconomic, and to issue more 
comprehensive and coherent guidance to Member 
States. The guidance will also be issued early enough 
to be taken into account by Member States in the 
formulation of the budgets for the following year.

Annual growth survey

The first European Semester started with the 
publication of the Commission’s Annual Growth 
Survey (AGS) on 12 January which sets out the 
Commission’s views about the economic situation and 
the main challenges the European Union must address. 

The AGS is very clear, even blunt, on the most 
pressing priorities. It proposes ten specifi c actions 
on fi scal consolidation, fi nancial repair, labour market 
reforms, and growth enhancing policies. 

One of the core messages of the AGS is the need to 
strengthen competitiveness of the European Union 
and to assure sustainable adjustment and convergence. 
The Commission thus welcomes the high level of 
ambition on the political level in the European Union 
to increase competitiveness and adjustment 
capabilities. If the “Competitiveness and Convergence 
Pact” –or whatever it will be called– provides political 
willingness and support to urgent actions that will 
lead to more growth and employment, it can only 
be welcomed. 
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The governance and policy reforms underway show that Europe has drawn the right lessons from the 
crisis and act accordingly. Yet, a successful outcome is not guaranteed. It is essential that we do not allow 
the relative calm in the fi nancial markets and the improved macroeconomic outlook to lower the level of 
ambition or slow down the completion of the reforms. 

Equally important is that we aim at the simplest possible governance structures. In my view, only the 
community method makes this possible. Once the two conditions of, fi rst, maintaining the high level 
of ambition, and second, drawing on the European framework of common rules and institutions, 
I am confi dent that Europe will emerge from the crisis strengthened and a strong and constructive player 
in the global policy arena.
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