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Abstract: In late 2011, the European Union (EU Council and European Parliament) adopted a series
of new rules on economic governance, perfecting the process begun in 2010 to strengthen the monitoring and
prevention of macroeconomic imbalances, fiscal and competitiveness disparities among EU countries. In the
same direction, of strengthening fiscal surveillance under the Sability and Growth Pact, also goes the Treaty
on Sability, Coordination and Governance in the Economic and Monetary Union, through the fiscal
Compact. Thus, the macroeconomic imbalances procedure provided in the new legislation requires as a first
step the realization of a scoreboard consisting of 10 indicators, which, according to promoters, allow an
early identification of imbalances, of both short-term, as well as structural, of longer-term. European
Commission reports and statistics for EU Member Sates in 2010 and 2011, indicate that in the post-crisis
period there has been a pronounced adjustment of external imbalances, but a number of countries continue
to record higher values than indicative levels in the dashboard .
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I. Introduction

International financial tensions generated by the economic and financial crisis that
began in 2007 have had a dight flattening in 2012, compared with the previous year and in
the last months of 2012 the financia markets seem to be more calm. Unfortunately,
imbalances and causes of the financia crisis and the tensions that have accompanied it
were not removed. It is therefore quite difficult to assess whether we are at the end of the
financial crisis or thisis the calm before a new storm.

Flattening of tensions, as we were talking about, is the result of measures taken by
the countries affected by the adjustment of macroeconomic policies for the reorganization
of the effects of the crisis by removing internal imbalances. However, the regulatory
framework has been reached aso by the supranational organizations and structures, a good
example being the European Union. In the latter case, the measures adopted have a triple
valence (1) increase the degree of convergence of the superstructure, (2) correct certain
imperfections inadequately detected and considered during the period in which integration
occurred and Last but not least, (3) eliminate the imbalances over time.

Meanwhile, the effects of the financial and economic crisis, namely the sovereign
debt crisis made it necessary to rethink the framework of the economic policy coordination
of the Member States of the European Union.

Thus, in late 2011, in the European Union - EU Council and the European Parliament
— have been adopted a series of new regulations (made of five regulations and one
directive) on economic governance, perfecting the process begun in 2010 to strengthen the
monitoring framework and prevention of macroeconomic, fiscal imbaances and
competitiveness gaps between EU countries.

It contains provisions on strengthening the rules of fiscal discipline set out in the
Stability and Growth Pact, and also mechanisms for the prevention and correction of major
macroeconomic imbalances.
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Il. Theresearch method

Research methods used are: classification, synthesis, static and dynamic comparative
analysis, methods of induction and deduction, the graphical representation of events and
phenomena investigated. Partly were also used a series of mathematical and statistical
tools, accompanied by analytical deductive analysis.

However, the work is of qudlitative nature, rather it aims for an overview of the
instrument and its results do not validate or criticize the dashboard. The statistics used are
official, the documents are taken from the European Union (Eurostat bases support) and
the National Bank of Romania.

II1. Placetheinstrument panel in the new fiscal and macroeconomic
surveillance framework of the EU
The new framework (NBR, 2012, 1) is focused on fiscal and macroeconomic

surveillance and to strengthen the Stability and Growth Pact (SGP). It is detailed at the
level of laws and componentsin Table no 1.

Tableno 1. The new EU economic gover nance framewor k

Regulations:

Components:

. Regulation (EU) no. 1173/2011 on

the effective enforcement of
budgetary surveillance in the euro
area

. Regulation (EU) no. 1174/2011 on

enforcement measures to correct
excessive macroeconomic
imbalances in the euro area

. Regulation (EU) no. 1175/2011

amending Regulation (EC) no.
1466/97 on the strengthening of
the surveillance of budgetary
positions and the surveillance and
coordination of economic policies

4. Regulation (EU) no. 1176/2011 on

the prevention and correction of
macroeconomic imbalances

. Regulation (EU) no. 1177/2011

amending Regulation (EC) no.
1467/97 on speeding up and
clarifying the implementation of
the excessive deficit procedure

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

A. Strengthening the existing monitoring and correction
of fiscal dippages:

— The preventive arm of the SGP: Member States must ensure
medium-term budgetary objectives to ensure sustainable public
finances and for this purpose it is envisaged including capping
the maximum annual increase in public spending;

— Corrective component of the SGP: starting EDP can occur from
overrunning the budget deficit, as well as on the public debt;

— Minimum reguirements of budgetary frameworks. Member States
must ensure that minimum standards for the tax.

B. Introduction of macroeconomic imbalances procedure
aims to monitor and correct macr oeconomic imbalances:

— A monitoring and early warning system (a set of indicators such
as to notify potentia macroeconomic slippage). European
Commission (EC) to analyze the set of indicators and draw Alert
Mechanism Report on the basis of their analysis. EC may decide
to carry out a study for specific risk areas and propose measures
Member States concerned;

— The preventive role of the EC is to decide the issue in the early
stages of training recommendations imbal ances;

— The corrective is excessive imbalance procedure can be opened
for Member States who are established severe macroeconomic
slippages. The Member States concerned shall submit to the EC
acorrective action plan identified imbalances.

C. Introduction of a new framework for strengthening
measures imposing penalties for non-compliance of the
decisons of the European Council or EC so if fiscal
surveillance and openness in the EDP or excessive imbalance
procedure.

Source: processed by the author after NBR - Financial Stability Report 2012, www.bnro.ro, page 17

It should be noted that standards are not changing (criteria) of reference for the fisca

indicators dipulated in the Stability and Growth Pact, but the binding character of
achieving these goals has become more pronounced. Specifically, new limits were set for
the growth of public expenditure and financial penalties if a Member State does not fulfill
its obligations. Also, the excessive deficit procedure can be triggered when public debt
criterion is not reached, even if the budget deficit isless than 3 percent of the GDP.



In the same direction, strengthening fiscal surveillance under the Stability and
Growth Pact, go with the Treaty on Stability, Coordination and Governance in Economic
and Monetary Union, the fisca compact. The macroeconomic imbalances procedure
provided for in the new legidlation requires that a first step realization of a scoreboard
consisting of 10 indicators, which, according to promoters, allows an early identification of
imbalances, both the short-term as well as the structural, longer-term.

Based on information from the dashboard, the Commission shall make a report on the
alert mechanism and may recommend additional new analyzes if they consider it
necessary. The usefulness of these tests is that through them they can proceed to trigger the
procedure of macroeconomic imbalances.

Selection of indicators which were included in the dashboard was based on four
principles (NBR, 2011, 2):

(i) the ability and accuracy in measuring macroeconomic imbalances and
competitiveness losses. There have been considered indicators for monitoring
external balances, competitiveness and, respectively, the internal balances;

(ii) their relevance of reporting, exactly still in their infancy, any imbalances and
loss of competitiveness indicators opting for both indicators of stock and flow.
For each of the indicators have been set alert thresholds, with warning limits
which on the one hand are meant to avoid "false darms* and on the other hand,
to prevent delaysin signing the tensions;

(iii) the ability of indicators to communicate macroeconomic imbalances and
competitiveness losses, a principle that explains why the number of indicators
that make up the dashboard is limited to only 10, while allowing the use of
simple and transparent methods of data processing;

(iv) satistical quality of indicators, using generally Eurostat indicators.

V. Structure of the dashboard

Indicators included in the dashboard are the following (Table 2.):

- CURRENT ACCOUNT BALANCE. This indicator was included in the dashboard
due to the fact that there is a current account imbalance as a result of the existence of other
imbalances in the economy. | cited instances where high levels of current account deficit in
the years before the crisis were the result of rapid credit growth or the existence of
imbalances in the internal market or the implementation of policies that limit domestic
demand and investment. The indicator is calculated as a moving average for the past three
years the share of the current account balance (CAB) to gross domestic product (GDP) by

the relation:
(CAB) +(CAB] +(CAB)
GbpP), \GDP),_, \GDP)_, <100
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The optimal range of variation of the indicator is between -4% and 6%.

- NET INTERNATIONAL INVESTMENT POSITION. Net international investment
position is an opposable indicator in terms of stock, current account balance. A high
negative net international investment position shows a prominent external debt of the
economy and hence higher risks and vulnerabilities regarding external financing or
refinancing debt on financial markets. Additionally, a negative net and high international
investment position imposes high costs (debt service increased by interest paid on foreign
debt) and thus contributes to the maintenance of high current account deficits. The
indicator is calculated as a percentage of the current value of the net internationa
investment position (NII1P) to gross domestic product (GDP) by the relation:




NITP

GDP

Theindicator is considered critical when they register values are less than -35%.

- CALCULATED ACTUAL REAL EXCHANGE RATE BY THE HARMONISED
INDEX OF CONSUMER PRICES (HICP). Thisindicator is significant lasting changes in
price competitiveness of a country with its main trading partners (key 35 EU partner
countries). Note that, for reasons that depend on nominal and rea convergence, the
indicator in question is associated with different reference limits for countries within the
euro area (where the price competitiveness of these countries is closer) and for the non-
euro (in this case the limits of variation are wider because competitiveness is low
compared to the euro area). The indicator is calculated as the relative change (compared to
the value recorded three years ago) the real effective exchange rate calculated by the
Harmonised Index of Consumer Prices (REER_HICP_35) computing model is:

(REER_HICP_35), —(REER_HICP_35)

(REER_HICP_35),_,

The optimal range of variation of the indicator is between +5% for the Euro countres
and +11% for the non-euro countries.

- MARKET SHARE OF EXPORTS OF GOODS AND SERVICES OF A
COUNTRY’'S WORLDWIDE EXPORTS. The market share of exports of goods and
services in world exports of a country also belongs to the category of indicators that
evaluate the competitiveness of a country. For example, the decrease of the indicator
signifies a reduction (loss) of competitiveness, with impact on the trade balance and
current account. The indicator is calculated as the relative change in the market share held
by exports of goods and services of a country (EBSX) in world exports (EBSM), compared
to the level five years ago, by the relation:

( EBSX ) ( EBSX
EBSM ), \ EBSM
( EBSX )
EBSM ), .

A decrease in the index of more than 6% is considered to be critical.

- NOMINAL UNIT COST OF LABOR. Nomina unit cost of labor is another
indicator by which the competitiveness of a country is appreciated. The indicator alows
the assessment of the costs of labor, in particular, and also assessments related to labor
productivity. As with the previous indicator, nominal unit cost of labor is allocated within
the dashboard with referentia values different between the euro area and non-euro, in
order to coherently analyze the accommodation of input prices equalization process
between the two state categories. Negatively valued are increases which exceed 9% for the
Euro countries and respectively 12% for non-euro countries. The indicator is calculated as

a relative change of nominal unit cost of labor (NUCL), compared to the level three years
ago, by the relation:

x 100

x100

1‘5 x100

(NUCL), - (NucL),_

24100
(NucL),_,
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- HOUSING PRICE INDEX. Many financia crises of the past 100 years were
preceded by price hikes on national housing markets, and as we presently live in a global
economy, they are quickly reflected in other countries. Similarly, the present global
financial crisis still ongoing, had among others as main engine the tensions within the
housing market. The high dynamic housing price index can predict a number of economic
imbalances and at the same time can generate new ones. The indicator is calculated as the
relative change in house prices index (HPI) deflated (DEFLATOR), compared to the level
in the previous year, according to the model:

( HPI )_( HPI )
DEFLATOR ), | DEFLATOR),, 100

( HPI )
DEFLATOR ),

Maximum acceptable limit of annual increases in the price of housing is of 6%.

- PRIVATE SECTOR DEBT, AS A PERCENTAGE OF GDP. Private sector debt
has been a subject less andyzed from the perspective of a country's macroeconomic
imbalances, but also its vulnerability. However the current crisis, its extension, its
transformation from a private financia crisis into one of sovereign debt (due to the
involvement of states into private debt refinancing) requires continuous monitoring of the
level of private debt. This is because excessive volumes of indebtedness increase the risk
of financia instability and economic growth. Although there are no reference values for
private debt levels, its high levels make the private sector fragile, leading to higher
financial costs of firms, lead to the maintenance of high interest rates in the financia
markets and are slowing investments. The indicator is calculated as the share of private
sector debt (SPSD) in the gross domestic product (GDP) by the relation:

SPD,
GDP,

Dashboard maximum acceptable value is of 160% of the share of private sector debt
to GDP.

- FLOW OF CREDIT TO THE PRIVATE SECTOR AS A PERCENTAGE OF
GDP. Private sector credit flow is an auxiliary indicator for analysis of private debt, alarge
part of the private debt originating in the banking sector. Literature has shown empiricaly
that large fluctuations of lending can be associated with a high incidence of crises,
considering that the rapid expansion of credit is one of the best predictors of financia
crises and banking, both in emerging economies and in the advanced ones. It also argues
that the growth of bank credit to the private agents is a good indicator to measure the
vulnerability of the banking system, the rapid expansion of bank loans is associated with a
decline in lending standards (European Commission, February 2012, 3). The indicator is
calculated by reporting the flow of new loans and securities as bonds (FNLSB) received,
respectively, issued by the private sector's gross domestic product (GDP). Increases of up
to 15% are considered acceptable. The calculation of the indicator is:

FNLSB,

GDP,

- PUBLIC SECTOR DEBT AS A PERCENTAGE OF GDP. From a technical point
of view the indicator of public sector debt allows the assessment of unsustainable position
of the public finances of a state. It should be noted that the inclusion of thisindicator in the
dashboard does not cover special analysis of public sector debt, but only a general outline
on borrowing. This is because the vulnerabilities and risks associated with public sector
borrowing are monitored by the Stability and Growth Pact (NBR, 2011, 4). The indicator is

x 100

x100
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calculated as the ratio of public sector debt (BPSD) to gross domestic product (GDP), the
calculation model:

BPD, x 100

t

The size of the indicator remains at recognized and accepted EU standard of
maximum 60%.

- UNEMPLOYMENT RATE. Unemployment indicates labor market imbalances and
inclusion in the dashboard indicator is justified by the fact that large vaues, for a long
period of time, indicate that resource allocation in the economy is poor and there are
problems of adjustment of the economy. The indicator is calculated as a moving average of
the unemployment rate (UR) recorded in the past three years, the relationship of
calculation is:

(UR), +(UR)., +(UR), 1

Acceptable values are up to 10%.

Dashboard design was modified in 2012 by introducing the eeventh indicator to
consider the financial sector in general and, in particular the banking sector. This new
eleventh dashboard indicator is included in the TOTAL DEBT OF THE FINANCIAL
SECTOR OF THE ECONOMY. The indicator is calculated as the relative change to the
previous year obligations / liabilities (unconsolidated) that the financial sector has
considering as critical the values of the indicator exceeding 16.5%. Moativation of the
dashboard modification through the introduction of the eleventh indicator is call the Council
and the European Parliament to take better account of the financial sector and last but not
least, the need to closely monitor the financial sector, a sector where the crisis began.

V. Analysis of data from the dashboard

The first annual report of the European Commission's warning mechanism was
published in February 2012 and took into account the dtatistical data of up to 2010 (see
2010 data in Table 3). Identified 12 countries whose macroeconomic situation required
detailed analysis (Belgium, Bulgaria, Cyprus, Denmark, Finland, France, Italy, United
Kingdom, Slovenia, Spain, Sweden and Hungary). It should be noted that some Member
States, such as Greece, Ireland, Portugal and Romania have not been evaluated in the first
report, as they were under the protection and funding monitoring programs run by the EU
and IMF, enjoying some economic surveillance.

The second annual report of the European Commission's warning mechanism,
released in November 2012, bdieved it was necessary to analyze in detail further
developments on the accumulation of imbalances, but also risks, especidly in 14 of
Member States: Belgium, Bulgaria, Denmark, Spain, France, Italy, Cyprus, Hungary,
Malta, the Netherlands, Slovenia, Finland, Sweden and the UK. The 14 Member States, the
Commission believes have multiple chalenges and many potential risks, including the
effects of contagion. Also, Greece, Ireland, Portugal and Romania, countries that are
currently implementing a reform program negotiated with the Commission are supported
by external financial assistance (as in enhanced economic surveillance) and were not
considered in the report.

Note that the number of states with increased risks of 12 to the first report, 14 to the
second, and if we add the four states that are supported by external financial assistance
programs shows that more than half of EU members register vulnerabilities.

The first report, in February 2012 (European Commission, February 2012, 5) and the
second report, dated November 2012 (European Commission, November 2012, 6) and
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statistical data for EU Member States in 2010 and 2011, indicates that in the post-crisis
there has been a pronounced adjustment of external imbalances, but a number of countries
continue to record higher values than indicative levels in the dashboard. In dynamics, there
is acertain improvement of the EU member states, seven states have registered adeclinein
critical indcators and only two growths (Hungary and the Netherlands) of those. Number of
states with the most alerts (maximum 5 or 6 indicators of values below optimum) is six:
Ireland, Greece, Portugal, Spain, Cyprus and Slovakia

Specifically, it is noted a high level of net externa liabilities, which in turn reflects
the persisent current account deficits. Declining competitiveness of EU countries,
illustrated by large wage dynamics restrictions of export market shares and appreciation
trend of the real effective exchange rates in the period before the crisis began to be
stopped, but there are still many EU countries that still need magjor corrections. Regarding
internal imbalances, financial and economic crisis has led notable adjustment processes
such as credit downturn, major correction in real estate prices, although in 2010, countries
such as Finland and Sweden had real annua changes in house prices over the reference
value.

It is also noted that indebtedness of both the private sector and the public is one of the
weaknesses of the EU Member States (17, respectively 14 states more or less beyond the
optimal values of the two indicators). Negative adjustments previously recorded were
accompanied by increases in unemployment, labor reallocation across sectors being done
ponderously in most Member States.

Analysis of the dashboard, in Romania's case reveals vulnerabilities only at externa
imbalances, values exceeding limits set out in the current account deficit and at the net
investment position.

12
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VI. Conclusions

In conclusion, the scoreboard is and should remain a smple and clear instrument,
with the role of filter which helps monitoring the member states. With its help, the
Commission can focus on monitoring states within the macroeconomic imbalances
procedure. Though it is a late attempt to monitor imbalances, the results of the dashboard
shows that the indicators included in it have a significant predictive role, countries with
vulnerabilities being indicated rapidly and imbalances appearing on severa sides of the
internal  economic mechanism. At the same time, assessing imbalances - or more
specifically, the assessment of a Member State if the situation justifies a more detailed
examination in a review in depth — do not result from a mechanica application of the
dashboard indicators and associated thresholds. Such an assessment by the Commission is
the result of an economic anaysis of the instrument panel, filled with information and
additional indicators taking into account the specific circumstances of each country and
institution.
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