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Eurozone: BICC deal is not a big deal
Eurozone finance ministers reached a deal this week on the details of
a budgetary instrument for the Eurozone. What started as an
ambitious plan for a common budget to solidify the Monetary Union
ended in a tiny fund aimed at structural reform
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What started as a plan for a groundbreaking common Eurozone budget has become an
encouragement for countries to reform. The BICC – yes, the Eurozone needed more acronyms – or
Budgetary Instrument for Competitiveness and Convergence was announced earlier this week as
the first Eurozone fiscal capacity. Eurogroup Chairman Mario Centeno considers this a new pillar in
the foundation supporting the euro, but this budgetary instrument is unlikely to carry significant
weight of the euro foundation for now.

No stabilization please!
This proposal is far from the initial idea French President Macron launched of a Eurozone budget
worth several percentages of GDP, able to smoothen asymmetric economic shocks within the
Monetary Union. Fierce opposition, led by the New Hanseatic League comprising northern
Eurozone countries that didn’t want the fund to have any stabilization function, caused the plans
to drift away substantially from the French plans. BICC will be a fund that member states can tap
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for reform and investment plans every Spring. It is important to note that this is not a stabilization
mechanism in times of crisis as the size of the fund and the decision to activate the money will not
be related to the economic cycle. This means that this will not provide support to countries in
times of asymmetric recessions and therefore will not act as a shock absorber to reduce euro risk.
It is intended to reduce euro risk over the longer term as it promotes reform and investment, which
should improve the growth capacity of countries. This sounds good, but the structural reform story
has not been a great success until now and the BICC is likely to provide not much more than a
small nudge in the right direction for the moment. So there are reasons to doubt its effectiveness.
On top of that, the size of the fund will have to be decided on in the context of the EU budget,
which means that it can be well into next year before it is announced how big BICC is going to be.
That budget will already be squeezed thanks to the UK exit and leaves the question of whether
BICC will be meaningfully funded. The European Commission suggested that the fund would be
worth around €17 billion for all the 19 euro area members for seven years, which is, let’s be
honest, peanuts.

Get your money back
In terms of funding, it will barely cause transfers between countries – much less so than the
regional and structural funds do. At least 70% of funding will flow back to projects in their own
countries, meaning that only a limited amount will be used across borders. National governments
are expected to co-finance 25% of the cost of eligible projects that are funded by the BICC. In cases
of severe economic circumstances, this co-financing rate will be cut in half, which is the only small
element of solidarity in the whole construction. BICC therefore has the air of a bank account on
which students save up for a vacation. They get their own money’s worth, but need to save a few
euros per month to make sure they don’t spend it all on beer. In BICCs case, it’s an account on
which to save for reform and investment projects, making sure that structural economic
improvements remain in focus. Still, while over the last years there has been some progress in
correcting the fault lines in the construction of the Monetary Union, the BICC proposal is not
groundbreaking. For the optimists on Eurozone reform, the outcome will be a disappointment as
we can hardly say that it is now built for eternity. The watering down of the common budget to a
small structural fund means that this is not the safeguard for the next severe economic crisis some
were initially looking for.

Authors

Peter Vanden Houte
Chief Economist, Belgium, Luxembourg, Eurozone
peter.vandenhoute@ing.com

Bert Colijn
Chief Economist, Netherlands
bert.colijn@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an

mailto:peter.vandenhoute@ing.com
mailto:bert.colijn@ing.com


THINK economic and financial analysis

Article | 11 October 2019 3

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

http://www.ing.com

