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The increase of public debt is one of the main legacies of the crisis, in 2016 

it stands at 87% of GDP in the EU. While it is currently declining, long-run 

simulations suggest that without further consolidation, public debt will not 

be able to reach the 60% target by 2035 in some countries. This is particu

larly true in France, Italy, Spain, Belgium, and Portugal which, given our 

assumptions about potential output and interest rates, would have to imple

ment additional fiscal efforts to be able to comply with the debt rule. 

Meanwhile, in a "no-policy change scenario" Germany and the Netherlands 

would outperform the target and thus have fiscal space available. 

The structural adjustment required to bring back public debt to its target 

would weigh on other macroeconomic objectives: high unemployment and 

deflationary tensions will be more persistent. To choose the appropriate 

fiscal stance it is necessary to take into account the different trade-offs. 

Countries should not engage in exaggerated fiscal consolidation. Growth has 

accelerated, but economies have not yet recovered from the crisis, and almost 

all countries- except Germany, Netherlands and Ireland- still have negative 

output gap. Complying with the debt target would reduce growth in the euro 

area as a whole and heterogeneity would increase: growth would deteriorate in 

countries, which have already suffered from the double dip recession while 

countries with fiscal space are already those in which the unemployment rate 

has recovered to or even below pre-crises levels. In 2018, all EA countries will 

have a deficit lower than 3% and will be subject to the rules of the preventive, 

rather than the corrective, arm of the SGP. If member states only comply with 

the achievement of their respective medium-term objective (MTO), public debt 

would decrease substantially in all member states. However, MTO are ill

adapted for countries with an initial low-level of public debt: their public debt 

fails to stabilize and depart substantially from the 60% to reach very low levels. 

Social crisis is still unresolved 

Europe is entering an upswing with unemployment rates slowly 

approaching their pre-crisis levels although there are big differences 

between countries and labour market groups. The unemployment rate is 

down to 7.5% in the European Union and 8.9% in the euro area. At the current 

speed of reduction it will take 6 quarters in the European Union and 7.5 quar

ters in the euro area to reach their respective 2007Q3 unemployment level. 

Some social groups have seen a slower recovery of unemployment rates than 

others. This includes young workers and workers with low education levels. The 

unemployment gaps of these groups are still far from their pre-crisis levels. 


