Follow up to the European Parliament resolution on the feasibility of introducing Stability Bonds, adopted by the Commission on 24 April 2013
1.
Rapporteur: Sylvie GOULARD (ALDE/FR)

2.
EP reference number: A7-0402/2012 / P7_TA-PROV(2013)0018

3.
Date of adoption of the resolution: 16 January 2013
4.
Subject: Feasibility of introducing stability bonds

5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6.
Brief analysis/assessment of the resolution and requests made in it:
The main objective of the resolution is positioning the European Parliament in the debate on Stability Bonds. The resolution stresses the importance of sound and sustainable public finances and fiscal credibility as prerequisites for Stability Bonds. Therefore the resolution proposes a long-term strategy consisting of a series of steps, moving towards a fiscal union (including an integrated European financial, economic and budgetary framework), and therewith completing, strengthening and deepening the economic and monetary union. The different steps include instruments such as a temporary European Redemption Fund and Eurobills as crisis tools in the short term, blue-bonds in the medium term and common issuance of a genuine European debt in the long term. The final stage consists of common issuance of a genuine European debt in conjunction with an enhanced European budget.

In its resolution, the European Parliament asks the Commission to provide further clarification on the following aspects: (1) Conditionality related to Stability Bonds, (2) the upper limit of 60% of Stability Bond issuance in the “blue/red” proposal in the context of the stability of the scheme, (3) legal aspects, such as legal restraints (article 125 TFEU), or the possible use of article 352/1 TFEU, (4) moral hazard problem, (5) criteria for the allocation of the loans, (6) exit and entry criteria, (7) options to establish a system of differentiation of the interest rates between Member States, (8) technicalities linked to any Stability Bonds Scheme (such as guarantees, tranching and pooling structures, potential collaterals, the balance between rule based and market based fiscal discipline, additional safeguards, restructuring, issuance, relations with existing mechanisms, the investor base, regulatory requirements, phase-in coverage of debt and maturity), (9) a legitimate and appropriate form for governance and accountability. Additionally the Commission is asked to present a report examining the different options and proposing a roadmap towards common bond issuance (with particular attention to a debt redemption fund and Eurobills), taking into account financial, budgetary and legal aspects.

The European Parliament also devotes attention to the feasibility of European Safe Bonds and invites the Member States to consider this or other proposals based on the concept of a basket of bonds.

The Parliament stresses that all existing and future instruments or institutions part of the EU economic governance framework need to be democratically legitimised.

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission presented a roadmap to this end in our "Blueprint for a deep and genuine EMU" in late November, where the ideas of the profound rebuilding of EMU were presented. In the Blueprint common debt issuance was also included as a tool that can play an important role within the process of completing deepening the EMU. In this context the possibility of a European Redemption Fund and for Eurobills in the medium term, and building on that towards a more complete solution and a full fiscal and economic union in the long term were presented.

The objective and rationale of Stability Bonds would be the stabilisation of sovereign debt markets and the creation of a new deep and liquid bond market. However, it is indispensable that the risks of moral hazard are addressed first.

As common issuance entails the risks of moral hazard a further reinforced economic governance that would address these risks is necessary. This should involve enhanced budgetary surveillance and further sharing of fiscal sovereignty. The guiding principle remains: there can be no further mutualisation without deeper integration.

Moreover, progressive integration towards a full banking, fiscal and economic union will require parallel steps towards a political union with a reinforced democratic legitimacy and accountability.

Most importantly, any progress or roadmap towards common issuance must obviously build on broad political acceptance and support by all participating governments and by the civil society. Therefore, the Commission is of the opinion much more work would need to be done to credibly address the concerns of those governments and parts of the civil society that are currently not yet convinced of common debt issuance.
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