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SUMMARY 

This dissertation aims to examine and assess legal and institutional mechanisms 

concerning fiscal policy, established both at the level of the euro area as a whole and the level 

of its member states, aimed at limiting the risk of excessive growth of public debt and, as 

a result, limiting the risk of another public debt crisis. 

Chapter 1 of the dissertation is devoted to the analysis of factors that influence the 

conduct of the national stabilisation fiscal policy and the excessive growth of public debt at the 

national level. It presents the evolution of the approach concerning the implementation of the 

stabilising role of the fiscal policy and permissible debt levels from the times of John Maynard 

Keynes to the period of development of the so-called new neoclassical synthesis (the 1980s and 

the 1990s, being also the time when the institutional shape of the euro area was designed). The 

empirical literature on the relationship between the stabilisation policy and the level of public 

debt is also analysed, as well as the theoretical and empirical considerations on the factors 

influencing pro-cyclicality of fiscal policy and excessive growth of public debt. The following 

issues are taken into account: political factors and the role of the fiscal rules, the manner of 

conducting monetary policy by the national central bank, the impact of financial markets, the 

conduct of the fiscal redistribution policy, the occurrence of errors in the measurement and 

forecasts of budget aggregates and the existence of an information gap. 

Chapter 2 is devoted to the analysis of additional factors influencing the execution of 

the stabilisation role of the fiscal policy and excessive debt accumulation, resulting from the 

membership in the euro area. The chapter refers to the EU fiscal policy framework and its 

origins and it also describes the theory of the Optimal Currency Area, being the theoretical 

justification for conducting a stabilisation policy in the monetary unions. The chapter also 

assesses the functioning of the asymmetric shock absorption mechanisms in the light of the 

above-mentioned theory, based on the experience of the crisis started in 2008 and the 

experience of the Covid-19 crisis. This analysis leads to the conclusion that the euro area 
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member states were not able to react, in a flexible manner, to the economic crisis that started in 

2008. It was caused by, among others: EU treaty rules prohibiting mutual financing of financial 

liabilities within the EU and financing them by the ECB, irrational behaviour of financial 

markets, conditioning granting financial support to countries going through a liquidity crisis on 

the macroeconomic adjustment program implementation.  

The chapter also discusses the endogeneity of the optimal currency area and analyses 

the prospects of reducing the asymmetry of shocks occurring in the euro area as integration 

progresses. In general, the most recent studies do not confirm that the shock asymmetry in the 

euro area is diminishing. Nevertheless, some groups of countries (often belonging to the "core" 

of the euro area) may experience more symmetric shocks than others. Moreover, the shock 

asymmetry may have decreased after the previous crisis (started in 2008). 

Chapter 3 contains empirical analyses, supplementing and developing further the 

considerations undertaken in chapters 1 and 2. The descriptive analysis of the effectiveness of 

the EU budgetary rules leads to the conclusion that the solutions applied at the national level 

do not fully work at the EU level. The governments of individual countries carrying out 

budgetary policy respond to their voters at the country level, so if the interests of the EU conflict 

with national interests, the governments are inclined to be guided by national reasons. 

Moreover, due to the institutional differentiation of the fiscal policy framework among euro 

area countries, there may be many such conflicting interests. As a result, solutions favourable 

to some member states are not always beneficial to others and adopting solutions imposed by 

the EU without identifying with them on a country level does not lead to effective reforms and 

an increase in the fiscal discipline in the member states. Additionally, the system of EU 

budgetary rules is complicated and incomprehensible, which contributes to a lack of 

accountability for the EU fiscal policy. 

Panel study on the absorption channels of asymmetric shocks affecting the euro area 

countries served, among others, checking to what extent international capital markets and 

national fiscal policy smooth asymmetric shocks. According to its results, from 1999 to 2018, 

capital revenue flows were responsible for smoothing approximately 13% of asymmetric 

shocks in the 11 analysed euro area countries. This absorption was even more pronounced in 

the period 2008-2018 – amounting to 15%. However, the absorption did not occur in the most 

indebted euro area countries (Greece, Portugal, Italy). The results also suggest that the 

absorption of asymmetric shocks by the financial (capital) markets channel is dependent 

(especially since 2008) on the phase of the financial cycle. In particular, it occurs during its 

growth phase. The analysis also showed that fiscal policy was responsible for absorbing around 
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6.5% of shocks between 1999 and 2018. However, the role of fiscal policy in smoothing shocks 

changed throughout business cycles and varied between countries. In particular, the analysis 

showed that fiscal policy did not play a significant role in smoothing asymmetric shocks during 

periods of economic growth and that policy did not play a significant role in mitigating 

asymmetric shocks in the most indebted euro area countries. 

Panel study using the fiscal reaction function allowed to analyse, among others, the 

degree of counter-cyclicality of discretionary fiscal policy in the euro area countries, as well as 

the relationship between discretionary budgetary policy and the phases of financial cycles. The 

results indicate that countries that were in the euro area since its beginning till present (1999-

2018) pursued (on average) a more acyclical discretionary fiscal policy than countries that have 

been euro area members for a shorter period. The results also suggest that the reduction in 

expenditures and cyclically adjusted fiscal deficits was influenced by the levels of government 

debt relative to potential GDP, and the impact was greater after the crisis. The results in terms 

of the influence of phases of the financial cycle on the discretionary fiscal policy are mixed. In 

general, the procyclicality with the financial cycle has been demonstrated in the analysis using 

the Generalised Method of Moments (GMM) model, but the model based on Least Squares 

Dummy Variable (LSDV) method did not confirm it. 

Based on the above analyses, the main argument of the thesis, according to which the 

legal and institutional solutions introduced in the euro area after the 2008 financial crisis aimed 

at reducing the risk of excessive public debt growth in the Member States, do not eliminate the 

threats to the stability of the euro area resulting from decentralised fiscal policy, can be 

confirmed. One of the problematic fiscal policy issues is the lack of automatic fiscal 

stabilisation mechanisms on the euro area level. Another one is the ineffectiveness of the 

Stability and Growth Pact in preventing deficit bias and moral hazard. Although after the debt 

crisis started in 2009 member states are more self-disciplined, it seems that this does not result 

from the aim of the fulfilment of the obligation imposed by the Pact, but from the awareness of 

the institutional weaknesses of the euro area and the significant increases in the levels of public 

debt brought about by the debt crisis. 


