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Introduction

			The European construction is in progress. From a political standpoint, a long way has been made since the origins and the Rome Treaty in 1957. A long way stays to be made certainly but, step by step, an acquis has been constituted, as a bedrock to continue to build, to keep up the momentum to an ever-closed Union. Our state of law, in Germany, France, Italy, Belgium, Luxembourg, Netherlands, Spain, Sweden, Poland or Romania, is now a European state of law with a clear power given to the European Commission and the European Union Court of Justice to protect rights of citizens as rules defined by the EU (Stirn, 2012). Yet, social progress has still to be made in order to reconcile European citizens with the European Union which remains, for now, above all, a European economic community with a high level of requirement regarding human civil rights and environmental issues (Degron, 2012). We have to go toward a post-modern state to be able to challenge present globalization movement by protecting our common values and by promoting a certain European way of life.

			Even if the EU is not yet perfect, it has established a powerful framework to control public finances amongst the Member States (Degron, 2017a). After the Maastricht Treaty (1992), the European Council held in Amsterdam (1997) and the secondary European legislation following implemented the bottom line of the European Public Finances’ system: the Stability and Growth Pact (SGP). Due to an excessive flexible application of the SGP in the first decade of the century and as the consequence of the global crisis and the Greek financial breakdown, it was necessary to review this model by enhancing European budgetary orthodoxy. Thus, the sovereign debt crisis between 2008 and 2012 pushed to take a new step toward efficient common financial rules.

			After some years of ‘soft carefreeness’ from a budgetary point of view, the Treaty on Stability, Coordination and Governance within the Economic and Monetary Union (TSCG), also called Treaty on Fiscal Compact (2012) boosted the movement of budgetary convergence in the EU. The secondary European legislation, especially the “Six-Pack” (2011) and the “Two-Pack” (2013) consolidated the effectiveness of a new European budgetary order. Although mechanisms adopted by the Member States are formally different in law, conditions of implementation of the SGP have been definitively hardened after a deep overhaul of the SGP. Power of the European Union on the Member States finances has definitively grown.

			This new rigor has a great impact on all the public administrations, the government units as defined by the European Accounts System and Eurostat. As France was the last country which did not respect the European budgetary rules (public deficit in France was below 3% of GDP threshold and reached 2,6% of GDP only in 2017, four years after the Fiscal Compact), it seems interesting to understand why and to observe the special difficulty to re-establish a financial order in a very specific political and national context. Ability of the Franco-German tandem to relaunch the European construction depends on the France’s capacity of reforming itself. In our opinion, the French problematic is also a European one: if France is not credible enough in the eyes of Germany, she won’t be able to work for the social and fiscal convergence the EU needs. Modalities of devolution from the central state to the regional or local communities on one hand and, on the other hand, the Healthcare system organization in this Member State, explain for a large part the French singularity. Overall, diversity of territorial and social administration is the key to understand difficulty to converge toward a European model.

			Nevertheless, in France as in every eurozone’s country, the EU has now competence, tools and means to be the key-player of the budgetary game. The European system founded in 1997 and consolidated around 2012 is a clear materialization of the European state of law, of the European order. The EU enacted hard rules and can verify their implementation by resorting to political and economic means of persuasion where applicable. This great power makes the EU accountable to the general economic situation within Europe and amongst Members States. If it is necessary to regulate public expenditure, deficit and debt, it is also crucial to preserve some investment means to develop potential growth on the continent. The EU has a clear responsibility on this key issue. ‘Giant in law’, the EU has to be responsible from an economic point of view.

			The problem is that, from a budgetary standpoint, the EU remains a ‘dwarf’. The European general budget is about EUR 130 billion (in payment appropriation), accounting for 0,93% of the EU gross national income. The budgetary power of the EU is less than one twentieth of the USA federal financial power. Balance between ‘budgetary dwarf’ and ‘giant in law’ is characteristic of ‘adolescence’ of the EU finances. Natural consequence of its ‘budgetary adolescence’, the EU capacities for redistributing and stabilization are still relatively limited. Role of redistribution and stabilization of the EU is highly limited if we consider spatial and cyclical aspects of redistribution: European structural funds represented less than 50% of the limited EU budget. The limit of the EU to develop a real contra-cyclical policy at the European level is really problematic in the wake of the big crisis sparked in 2008. To overtake this powerlessness, the EU has used a no budgetary tool, with no direct financial incidences, by appealing to the European Investment Bank (EIB) and the European Investment Fund in the framework of the Juncker’s plan.

			However, the ability of the EU to support public investment is not sufficient today to promote an authentic economic relaunching policy and to support the global competition, especially with the United States of America and China. The problem is aggravated by the fact that the EU has built very constraining Members States budgetary rules since the SGP. With a ‘powerful brake’ and a very ‘poor accelerator’, the risk is that the European public investments continue to stand by. This is the ‘investment paradox’ of the European budgetary order that is clearly a weak point for the EU and all its Member States. This order should be balanced by a real European budget that is not the case at all for instance. This opinion goes along many academic analysis and feeds the debate about a necessary re-foundation of the EU from an economic and budgetary point of view (Krugman, 2012; Blyth, 2013; Shäfer and Streeck, 2013) which were especially developed in France maybe due to the political weight of this country, its difficulty to abide the European budgetary order and its pro-Keynesian tradition (Leroy, 2012 and 2018; Hertzog et al., 2013; Aglietta, 2014; Tinel, 2016). In our book, we do not consider that monetary tools used by the European Central Bank (ECB) are the solution to the budgetary or economic issues. It is not the role of a central bank to compensate for a lack of political and economic coherence in the EU. It is maybe dangerous for the sustainable equilibrium of the eurozone to pledge a too accommodated monetary policy as it is the case until the crisis sparked at the end of the first decade of the millennium: the awakening will be difficult and it could come soon.

			Will the next negotiation on the Multiyear Financial Framework post 2020 be able to change the situation? It is not sure, especially in the Brexit context. Negotiating a European financial agenda is always long and difficult. But, the exit of the United Kingdom could make the game more disputed than ever. Even if ‘divorce bill’ receives much attention today, structural effects of the Brexit will be much more important (see many policy papers on this topic on the Institut Jacques Delors and on the Bruegel Institute websites). It is maybe too soon to clearly see, from an academic point of view, what will be finally the Brexit, soft, hard or a mixture both and, above all, to consider all the consequences. Something is sure: without the UK, the EU budget would face a permanent funding gap of around EUR 10 billion per year. It is huge. The next negotiation on the MFF post 2020 will be surely characterized by a strong opposition between some net contributors, and especially Netherlands and Nordic countries, and the other members states. It will be difficult to support an increase of the budget in volume despite of the fact some clear new political priorities have to be managed. Maybe, the new Treaty of Coalition CDU-CSU-SPD (GroKo) or enlargement of own resources basket could preserve the same level of expenditure in the European budget but the story is not yet written. Negotiations have just been launched in May 2018.

			Beyond the technical and financial sizes of the new MFF proposals established by the Commission, the democratic control of the European Parliament is still limited. Negotiation is always under the Article 312 TFEU framework that seems archaic and maybe one of the most visible proof of the budgetary and democratic immaturity of the EU with a European Parliament which can only debate on the details of general budget. In the moment of populism rising and mistrust of the European Union, we think that this lack of democratic financial control is not in phase with aspirations of European people to masterise its destiny. The EU budgetary framework and timetable are too inert, not enough reactive, too far from European citizens actually. This political problem is huge and multifaceted. Here, we only consider it from a budgetary standpoint given that the control of the budget process is the base of parliamentary government in a democracy. Given the difficult period we are currently going through, it is certainly a strategic mistake to not involve much more citizens and their representatives in the crucial negotiation on the long-term finances of the EU. This is the ‘technocratic risk’ of the new European budgetary order. In our opinion, the system still hasn’t found the right balance between technocracy and democracy in disfavour of the second which, actually, should be the first.

			At the end, the purpose of this book is not only to give a course of public law, to expose the European financial means and the public finances rules in the EU. The fact of the matter is to demonstrate, in a simple and clear way, that the European budgetary order, which must be respected with a certain political discernment, should be quickly balanced by a real European budget, sufficiently strong to promote strategic public investment in order to pave the way of a bright future for Europe and its citizens. Time is come for the EU to give itself a true ambition for the millennium.

			Our demonstration consists of five chapters. First of all, we have to present the European system of accounting which is the basement, the Franca lingua, of the European budgetary rules (Chapter 1). After that, the European order is introduced and its precise and requiring characteristics are underlined with a clear turning-point around the ‘sovereign debt crisis’ sparked in 2008 (Chapter 2). Even if the Member States took into account this new wave of rigor, there is still some variability amongst them. It is the purpose of the Chapter 3 to set out diversity in the implementation of the Fiscal Compact disposals and to attempt to explain this diversity by considering heterogeneity of social and territorial models inside the EU. Chapter 4 shows technical complexity of the European budget but, above all, its relative weakness and incapacity to solve economic issues raised by an under-public investment in Europe. The perspectives offered by the new negotiation around the Multiyear Financial Framework post 2020 seems not sufficient to overpass the problem and to give a new impulsion to the EU. Lack of democratic control on this MFF is maybe the worst issue that has to be solved because of necessity to alert public opinion on limits of the European union which is too often considered as a scapegoat although it has not means to really heal the European systemic crisis (Chapter 5).

			Thus, our work could benefit both to European students, decision-makers and more generally European citizens interested in the European construction move in a background of increased international competition.

		

	
		
			
Chapter 1. 
The European accounting system

			In order to implement the European financial commitments, it is necessary to have a common system of Government Finance Statistics (GFS). Accounting Franca lingua is required to control implementation of the new European budgetary order. This is the goal of the European System of Accounts (ESA) to establish statistical rules shared by all the Member States and followed by the European Commission, in particular its DG Eurostat. ESA was firstly established in 1995, in the wake of the Maastricht Treaty, as the first step of the new political ambition of the EU. To share a common policy, the EU and Member states needed to share a common vocabulary and accounting rules (Mattret, 2016).

			After a general view on the ESA 2010, the new European System of Accounts (1.1), government sector and its subsectors are presented (1.2). This countable framework gives a clear and well-structured key to analyse diversity of public administrations in the EU and difficulties to manage them from a financial standpoint.

			
1.1. The European System of Accounts (ESA): general view

			
1.1.1. From ESA 1995 to ESA 2010

			The ESA defined in 1995 was fully consistent with the United Nations System of National Accounts (1993 SNA) in definitions, accounting rules and classifications. However, it incorporated certain differences, particularly in its presentation, that were more in line with the use within the EU. The ESA 95 is undergoing a revision to meet the requirements of the update of the SNA 1993 launched in 2003 under the auspices of the United Nations.

			The European System of National and Regional Accounts (ESA 2010) is the newest internationally compatible EU accounting framework for a systematic and detailed description of an economy. The ESA 2010 was published in the Official Journal on the 26th of June 2013 as an annex A of Regulation (EU) n° 549/2013. It was implemented in September 2014. Since then, the data transmission from Member States to Eurostat has followed ESA 2010 rules.

			ESA 2010 differs in scope as well as in concepts from its predecessor ESA 95 reflecting developments in measuring modern economies, advances in methodological research and the needs of users. Actually, over these last twenty years, substantial changes have impacted economies, in particular the increasing role of information and communication technologies in production processes, the growing importance of intangible assets, intellectual property products and services, and, obviously, the globalization of economic systems. The way in which macroeconomic statistics are compiled needs to be adjusted accordingly to reflect these changes. It is important to stress that this adaptation of the system of accounts is not only European, but world-wide. Europe’s ESA 2010 is the counterpart of the 2008 System of National Accounts (2008 SNA), adopted by the United Nations Statistical Commission, which is in the process of being implemented all around the world, particularly in the other developed countries like the USA, Canada or Australia.

			Some changes between ESA 1995 and 2010 have to be underlined because they have a certain importance to analyse public expenditures in particular. In ESA 2010, research and development expenditure is counted as investment. Expenditures on research and development (R&D) have the nature of an investment and contribute to future economic growth. This is the major improvement introduced by ESA 2010. Moreover, expenditure on weapon systems is also counted as investment. The new accounting system recognizes the productive potential of expenditure on weapon systems for the external security of a country, over several years. This identifies them as investment. At last, a more detailed analysis of pension schemes is developed. A compulsory supplementary table transparently shows the liabilities of all pension schemes, including those of government whether unfunded or funded, in order to improve comparability between countries. It is a key point because institutional and administrative organization can be very different among Member States and it can constitute a bias in the evaluation of financial performances (see Chapter 3 on this topic).

			
1.1.2. General structure of sector accounts

			In ESA, sector accounts are created by allocating units to sectors and this enables transactions and balancing items of the accounts to be presented by sector. The presentation by sector reveals many key measures for economic and fiscal policy purposes.

			The distinction between market and non-market activity is an important one. An entity controlled by government, which is shown to be a market corporation, is classified in the corporation sector, outside the general government sector. Thus, the deficit and debt levels of the corporation will not be part of the general government deficit and debt.

			Figure 1.1 – Type of producer and principal activities and function classified by sector.
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			Source: Eurostat, 2010. European system of accounts. ESA 2010, Luxembourg, Publications Office of the European Union, p. 34, table 2.2.

			It is important that clear and robust criteria for allocating entities to sectors be set out. The public sector consists of all institutional units resident in the economy that are controlled by government. The private sector consists of all other resident units. Institutional units are economic entities that are capable of owning goods and assets, of incurring liabilities and of engaging in economic activities and transactions with other units in their own right. For the purposes of the ESA 2010 system, the institutional units are grouped together into six mutually exclusive domestic institutional sectors: the main sectors are households, government, corporations (financial and non-financial), non-profit institutions serving households (NPISHs) and the rest of the world.

			Figure 1.2 – Diagram of allocation of units to sector
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			Source: Eurostat, 2013. European system of accounts. ESA 2010, Luxembourg, Publications Office of the European Union, p. 32, Diagram 2.1.

			The five first sectors together make up the total domestic economy. Each sector is also divided into subsectors. The ESA 2010 system enables a complete set of flow accounts and balance sheets to be compiled for each sector, and subsector, as well as for the total economy. Non-resident units can interact with these five domestic sectors, and the interactions are shown between the five domestic sectors and a sixth institutional sector: the rest of the world sector (RoW).

			The non-financial corporations sector (S.11) consists of institutional units which are independent legal entities and market producers, and whose principal activity is the production of goods and non-financial services. The non-financial corporations sector also includes non-financial quasi-corporations.

			The financial corporations sector (S.12) consists of institutional units which are independent legal entities and market producers, and whose principal activity is the production of financial services. Such institutional units comprise all corporations and quasi-corporations which are principally engaged in.

			The general government sector (S.13) consists of institutional units which are non-market producers whose output is intended for individual and collective consumption, and are financed by compulsory payments made by units belonging to other sectors, and institutional units principally engaged in the redistribution of national income and wealth.

			The households sector (S.14) consists of individuals or groups of individuals as consumers and as entrepreneurs producing market goods and non-financial and financial services (market producers) provided that the production of goods and services is not by separate entities treated as quasi-corporations. It also includes individuals or groups of individuals as producers of goods and non-financial services for exclusively own final use.

			The non-profit institutions serving households sector (NPISHs) (S.15) consists of non-profit institutions which are separate legal entities, which serve households and which are private non-market producers. Their principal resources are voluntary contributions in cash or in kind from households in their capacity as consumers, from payments made by general government and from property income.

			At last, the rest of the world sector (S.2) refers to flows and positions between resident units and non-resident units – the non-resident units are not characterized by similar objectives and types of behaviour but are only recognized through their flows and positions with resident units.

			
1.2. Government sector and its subsectors

			The general government sector (S.13) consists, for the main part, of all government units (GU) and all non-market non-profit institutions (NPIs) that are controlled by government units. Government units are legal entities established by political process which have legislative, judicial or executive authority over other institutional units within a given area. Their principal function is to provide goods and services to the community and to households on a non-market basis and to redistribute income and wealth. A government unit usually has the authority to raise funds through compulsory transfers from other institutional units. In order to satisfy the basic requirements of an institutional unit, a government unit must have funds of its own either raised by income from other units or received as transfers from other government units, and must have the authority to disburse such funds in the pursuit of its policy objectives. It must also be able to borrow funds on its own account.

			
1.2.1. Government units

			In all countries, there is a core entity, notably inside the central government that exercises national executive, legislative and judiciary powers. Its revenues and expenditures are directly regulated and controlled by a Ministry of Finance, or its equivalent, by means of a general budget approved by the legislature. Despite its size and diversity, this entity is usually a single institutional unit. Ministerial departments, agencies, boards, commissions, judicial authorities and legislative bodies are part of this core central government unit. The separate ministries within it are not recognized as separate institutional units as they do not have the authority to own assets, incur liabilities, or engage in transactions in their own right.

			General government subsectors such as state and local governments can include such primary core government units as described below, each related to a given level of government and geographic area.

			In addition to this primary unit, there are government entities with separate legal identities and substantial autonomy, including discretion over the volume and composition of their expenditures and a direct source of revenue, such as earmarked taxes. Such entities are often established to carry out specific functions, such as road construction or the non-market production of health, education or research services. These entities are considered to be separate government units where they maintain full sets of accounts, own goods or assets in their own right, engage in non-market activities for which they are held accountable at law, and are able to incur liabilities and enter into contracts. Such entities (together with non-profit institutions controlled by government) are known as ‘extra-budgetary units’ because they have separate budgets, receive substantial transfers from the main budget, and their primary sources of finance are supplemented with own sources of revenue that fall outside the main budget. These extra-budgetary units are classified to the general government sector unless they are predominantly market producers controlled by another government unit.

			The general budget of any government level can include unincorporated enterprises that are market producers and quasi-corporations. If they qualify as institutional units, such enterprises are not considered to be part of general government, but classified to the non-financial or financial corporations sector.

			Social security funds are government units devoted to the operation of social security schemes. Social security schemes are social insurance schemes covering all or a large part of the community as a whole, which are imposed and controlled by government. A social security fund is an institutional unit if it is organized separately from the other activities of government units, holds its assets and liabilities separately, and engages in financial transactions on its own account.

			Non-profit institutions (NPIs) that are non-market producers and are controlled by government units are units of the general government sector. Indeed, governments may choose to use some NPIs rather than government agencies to carry out government policies because they are seen as more detached, objective, and less subject to political pressures. For example, research and development and the setting and maintenance of standards in fields such as health, safety, environment and education are areas in which NPIs may be more effective than government agencies. Control of a NPI is defined as the ability to determine the general policy or program of the NPI. Public intervention in the form of general regulations applicable to all units working in the same activity is irrelevant when deciding whether the government holds control over an individual unit. To determine whether a NPI is controlled by the government, the following five indicators of control should be considered: the appointment of officers; other provisions of the enabling instrument, such as the obligations in the statute of the NPI; contractual agreements; degree of financing; risk exposure. A single indicator can be sufficient to establish control. However, if a NPI that is mainly financed by government remains able to determine its policy or program to a significant extent along the lines mentioned in the other indicators, then it would not be considered as being controlled by government. In most cases, a number of indicators will collectively indicate control. A decision based on these indicators will be judgmental in nature. The non-market characteristic of an NPI is determined in the same way as for other units of general government.

			
1.2.2. The subsectors of general government

			Depending on the administrative and legal arrangements, there is generally more than one level of government within a country. Three levels of government are specified: central, state (or regional) and local, with a subsector for each level. In addition to these levels of government, the existence and size of social security and its role in fiscal policy require that statistics for all social security units be compiled as a fourth separate subsector of general government. Not all countries have all levels and some may have only a central government or a central government and one lower level. In countries that have more than three levels, the various units should all be classified to one of the levels above.

			The central government subsector (S.1311), which excludes social security, consists of all government units having a national sphere of competence, with the exception of social security units. The political authority of a country’s central government extends over the entire territory of the country. The central government can impose taxes on all resident institutional units and on non-resident units engaged in economic activities within the country. Central government typically is responsible for providing collective services for the benefit of the community as a whole, such as national defence, relations with other countries, public order and safety, and for regulating the social and economic system of the country. In addition, it may incur expenditure on the provision of services, such as education or health, primarily for the benefit of individual households, and it may make transfers to other institutional units, including other levels of government.

			The compilation of statistics for central government is important because of the special role it plays in economic policy analysis. It is mainly through central government that fiscal policy impacts on inflationary or deflationary pressures within the economy. It is generally at the central government level that a decision-making body formulates and carries out policies directed toward nationwide economic objectives.

			The central government subsector is a large and complex subsector in most countries. It is generally composed of a central group of departments or ministries that make up a single institutional unit plus miscellaneous bodies operating under the control of the central government with a separate legal identity and enough autonomy to form additional central government units. The main central group or primary central government is sometimes called budgetary central government emphasizing the fact that an essential of its key reporting statement is the ‘budget’. This suggests that the budget provides an implicit delimitation of this underlying institutional unit of central government. It is sometimes called the ‘state’, which should not be confused with the notion of state government such as provinces, Länder, cantons, republics, prefectures, or administrative regions in a federal system of government. When drawing up the complete sequence of accounts for budgetary central government, it is often appropriate to include the activities of extra-budgetary funds, when they are not institutional units, and generally all treasury operations not reported in the budget.

			The other component of central government consists of other central government bodies, also called extra-budgetary units, which comprise extra-budgetary agencies or entities that qualify as institutional units, non-market public enterprises with legal status and non-market public controlled NPI. Central government can be partitioned into two components: budgetary central government and other central government bodies. This partition is a matter of judgment and can be influenced by practical considerations. An important criterion is the institutional coverage of the ‘budget’. However, the exact composition should be precisely known and agreed between compilers at the national level, to reinforce the consistency of source data. The ability to draw a complete sequence of accounts for these two ‘subsectors’ of central government is important in assessing the quality of the data.

			The state government subsector (excluding social security) (S.1312) consists of all government units in a federal system of government having a state or regional sphere of competence, with the possible exception of social security units. This is the case in Germany for example with Länders. A state is the largest geographical area into which the country as a whole is divided for political or administrative purposes. Such areas are known by terms such as provinces, cantons, republics, or administrative regions. They all enjoy the sufficient level of power required in a federal system of government. The legislative, judicial, and executive authority of a state government extends over the entire area of an individual state, which usually includes numerous localities, but does not extend over other states. In many countries, state governments do not exist. In federal countries, considerable powers and responsibilities may be assigned to state governments, and compiling a state government subsector is appropriate in such cases.

			A state government usually has the fiscal authority to levy taxes on institutional units that are resident in, or engage in economic activities in its area of competence. To be recognized as a government unit, the entity must be able to own assets, raise funds, and incur liabilities on its own account, and it must also be entitled to spend or allocate at least some of the taxes or other income that it receives according to its own policies. The entity may, however, receive transfers from the central government that are tied to certain specified purposes. A state government is able to appoint officers independently of external administrative control. If a government entity operating in a state is entirely dependent on funds from central government, and if central government also dictates the ways in which those funds are to be spent, then the entity is an agency of central government.

			The local government subsector (excluding social security) (S.1313) consists of government units having a local sphere of competence (with the possible exception of social security units). Local governments typically provide a wide range of services to local residents, some of which may be financed out of grants from higher levels of government. This is especially the case in France. Statistics for local government cover a wide variety of governmental units, such as counties, municipalities, cities, towns, townships, boroughs, school districts and water or sanitation districts. Often local government units with different functional responsibilities have authority over the same geographic areas. For example, separate government units representing a town, a county, and a school district have authority over the same area. In addition, two or more contiguous local governments may organize a government unit with regional authority that is accountable to local governments. Such units are classified to the local government subsector.

			The legislative, judicial, and executive authority of local government units is restricted to the smallest geographic areas distinguished for administrative and political purposes. The scope of a local government’s authority is generally much less than that of the central or a state government, and such governments may or may not be entitled to levy taxes on institutional units or economic activities taking place in their areas. They are often dependent on grants from higher levels of government, and act as agents of central or state governments to some extent. To be considered as institutional units, however, they must be entitled to own assets, raise funds, and incur liabilities by borrowing on their own account. They must also have discretion over how such funds are spent, and they should be able to appoint their own officers independently of external administrative control.

			The social security funds subsector (S.1314) consists of all social security units, regardless of the level of government that operates or manages the schemes. If a social security scheme does not meet the requirements to be an institutional unit, it would be classified with its parent unit in one of the other subsectors of the general government sector. If public hospitals provide a non-market service to the community as a whole and if they are controlled by social security schemes, they are classified to the social security funds subsector.

			This is the European accounting Franca lingua that allows to present and to compare financial performance of Member States within the EU. On this basis, a range of budgetary rules had been established since the euro birth in 1992 and they can be followed with precision since then, especially since the great sovereign debt crisis.
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