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Graph IV.5.11: Total government expenditure (% GDP)

Source: AMECO

Towards the end of 1989 the housing and stock
market bubble started to collapse. Tighter
monetary conditions and high debt levels
undermined domestic demand. At the same time,
export performance deteriorated not only in
response to weakened price competitiveness but
also due to the collapse of trade with the Soviet
Union in 1991: exports to the Soviet Union went
from 20 % of total exports to virtually zero. The
confidence in the Finnish economy and in the fixed
exchange rate was weakened, and finally the
markka was devalued by 12.3% in November
1991. The depreciation of the markka abruptly
raised the debt-service burden for domestic firms,
with large foreign currency denominated debt. The
number of bankruptcies increased significantly and
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non-performing assets in bank's portfolios
increased accordingly. A banking crisis followed,
leading the state to recapitalise the banking system
between 1991 and 1996. The cost of this crisis for
government finance is estimated to have amounted
to around 5% of GDP. (*°)

Finland had had a long history of general
government surpluses, amounting to 4% of GDP in
the period 1975-1990 on average. However, the
general government surplus of 5.4% in 1990
quickly turned into a severe deficit, with the
government debt increasing accordingly. The
deficit-to-GDP ratio shot up mainly as a result of
the collapse in nominal GDP and government
revenues against unchanged or even increased
expenditure trends. In fact, total government
expenditure increased from less than 50% of GDP
before 1991 to 65% of GDP in 1993, linked to
rising unemployment benefits, interest payments
and capital transfers to the banking system. The
deficit peaked at 8.2% of GDP in 1993. By 1994
government debt as a share of GDP had
quadrupled, from 14% in 1990 to 58%.

The first attempt to consolidate occurred in 1991
and continued until 1999, but the bulk of the
consolidation efforts were to be materialised
between 1992 and 1997. The government
implemented a fiscal consolidation that was mainly
expenditure cut driven. By 1999 government
expenditure was back to below 50% of GDP and
stayed at this level until the recent financial crisis.

Graph IV.5.12:  General Government net lending and selected expenditure components (% GDP)

Source: AMECO

(**) Tarkka and Tulla (2000)



120

European Commission
Public finances in EMU - 2014

5.3.2. CONSOLIDATION EPISODES

5.3.2.1 Overview of the consolidation episode

First consolidation efforts started already in 1991,
but did not materialise in a deficit reduction
immediately as the deficit continued to increase
until 1993. The consolidation consisted mainly of
wide-range expenditure cuts implemented between
1992 and 1997 and covering central government
transfers to local governments, social benefits and
government consumption.

The Finnish government decided to pursue an
expenditure-based consolidation, firmly convinced
that high taxes have adverse effects on economic
growth and employment, particularly in a small
open economy. (') Cuts in transfers to local
governments played a crucial role in this
consolidation episode, after the 1993 reform of the
transfers  system to municipalities. Local
governments are responsible for all major welfare
services in Finland — such as education, health
care, day care or long-term care — , which are
funded by the central government. Before 1993
local government expenses were automatically
compensated on the basis of actual costs and
transfers from the central government were
earmarked to specific services. After the 1993
reform transfers were instead general and non-
earmarked, based on average costs and modulated
according to statistical data on population or age
distribution. This generated a strong incentive for
efficiency gains across local municipalities.

Fiscal consolidation resulted in a remarkable
improvement in Finland's budgetary outlook: by
1998 the budget balance moved back into surplus
and government debt had decreased by 10
percentage points of GDP. While expenditure cuts
played a crucial role in these developments, fiscal
consolidation was also achieved through revenue
increasing measures, as further explained in
section 2.

5.3.2.2 Measures

A more detailed explanation of the measures
implemented on the expenditure side follows. The

(**) Tarkka and Tulla (2000)

amounts reported below are summing up the
estimated budgetary impact of the measures put in
place in the period 1992-1997.

It should first be mentioned that identifying the
actual implemented measures is complicated in the
Finnish case, mainly because supplementary pieces
of legislation often undid the spending -cuts
decided in the annual budgets. The events around
the 1992 budget illustrate this well. The 1992 draft
budget law put forward permanent saving
measures amounting to 1.7% of GDP. It included
the abolishment of the obligation by the public
sector to employ all long-term unemployed (with
an estimated impact of 0.3% of GDP), savings in
income transfers and other benefits (0.3% of
GDP), laying off all public sector employees for
14 days (0.2% of GDP), cuts in the level of
earnings-related unemployment benefits (0.1% of
GDP), a reduction in the level of public sickness
insurance compensation (0.1% of GDP) and cuts in
subsidies to agriculture. Finally, however, only
half of the proposed expenditure measures were
actually implemented, amounting to 0.8% of GDP.
Some of the rejected expenditure cuts were
replaced  instead with  revenue-increasing
measures.

As anticipated, cuts in transfers to local
governments — and more specifically social
benefits and social transfers — were crucial
throughout the consolidation period, amounting to
around 2.5% of GDP. These cuts concentrated on
education expenditure, which decreased by around
1% of GDP. In particular, financial aid for students
was reduced by tightening the eligibility criteria
and the extension of adult education was limited.
Healthcare spending also decreased by 0.3% of
GDP, by reducing the compensation levels of
public sickness insurance and cutting adult dental
care. Child allowances were also affected by the
consolidation episode, decreasing by around 0.1%
of GDP. Moreover subsidies on local businesses
and exports of agricultural products were reduced
by around 0.4% of GDP.

Central government expenditure was also
drastically reduced by 3.5% of GDP, including
pension and unemployment benefits cuts. The
pension system was reformed twice during the
consolidation period. The eligibility age for early
retirement and part-time retirement was raised in
1993. In 1996, the pension index was changed,



moving away from a simple average of consumer
prices and wages, to a weighted average where
consumer prices were given more preponderance
(80%) than wages (20%). (**") On top of that, the
number of working years on the basis of which the
amount of the pension was calculated was
extended from 4 to 10 years.

Between 1991 and 1997, the government
concluded yearly comprehensive income policy
agreements with the social partners. Contractual
pay increases were frozen from 1 April 1991 to 28
February 1995. In return, the unemployment
benefit scheme was broadly preserved. It was only
in 1997 that the system was reformed, with the
eligibility criteria being tightened. In particular, the
minimum working period to be entitled to
earnings-related unemployment benefit was raised
from 6 to 10 months and unemployment pension
eligibility age was raised from 55 to 57 years.
Total savings in unemployment benefits were
estimated at around 0.3 % of GDP in 1998.
Government employment also fell by almost 8%
between 1991 and 1994.

Finally, it is interesting to note that government
gross fixed capital formation was broadly
preserved in Finland during the consolidation.
Only road and railway maintenance were reduced
by around 0.2% of GDP.

Revenue-increasing  measures  also  helped
improving the budgetary figures, amounting to
more than 1% of GDP. Excise duties on petrol,
coal, gas or tobacco were raised. A new electricity
tax was also introduced starting 1993. Finally an
additional income tax was levied on high income
earners and the income tax brackets were adjusted.

5.3.2.3 The impact of the described measures

As shown by Table IV.5.2, the measures
implemented by Finland during this consolidation
episode had a substantial impact across the main
subcomponents of government expenditure. On top
of reducing spending levels in the short-term, the

(IOI)More on the pension reform: Laesvuori, A., Risku, L.,
Knuuti, J., Keski-Heikkild, S. and Uusitalo, H. (2009):
'Tydelédkkeiden indeksisuoja TEL:std TyEL:iin',
Eldketurvakeskuksen raportteja 2009:1.
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adopted reforms managed to contain expenditure
trends also in the medium-term.

Table IV.5.2:  Government expenditure by component — moving
averages (% GDP).
% of GDP 1990 1991-1993 1994-1999 2000-2004 2005-2009 2010-2012

[Compensation of employees

14.8 17.1] 14.7] 133 13.6) 14.4
7.8 9.1 8.8 8.6f 9.9 11.6f

Purchases of goods and services

Subsidies 2.3 33| 2.2 1.5| 1.4 1.5

disability) 17.4) 24.8 24.0 20.5) 21.2) 24.1

Capita transters 0.4 09| 1.3] 04 0.4 03

3.7 3.3 2.8 2.6| 2.5 2.5
Interest payments. 14 29 38 22 15 14

Public investments.

Source: Statistics Finland

5.3.2.3 Other major reforms in the budgetary
area

Fiscal consolidation was supported by several
reforms. In particular, Finland's budgetary
framework was considerably strengthened by the
adoption of expenditure guidelines in 1991 for the
first time. These guidelines aimed at steering the
1992 Budget Proposal and served as a basis for the
medium-term economic and budgetary plans of
1992-1994. ('*?) Different ministries were to keep
their budget proposals within the limits of the total
given in the guidelines, even though the guidelines
were not legally binding as such. (') As
mentioned already, the reform of municipalities
funding was also crucial to contain expenditure
trends.

In order to smoothen the policy making process,
authorities decided to suppress the "special
minority provision", by which a one third minority
in Parliament could postpone any bill concerning
expenditure cuts beyond the next parliamentary
elections. The Parliament accepted this amendment
proposed by the Government in 1992. (**)

("*)The spending ministries were to keep their budget

proposals within the limits of the total cash ceiling given in
the guidelines, even though the guidelines were not legally
binding as such. In the first years the deteriorating public
finances soon made the expenditure guidelines obsolete,
but later the spending limits became a key fundament in
keeping sound public finances (Tarka and Tulla, 2000)

(") Tarkka and Tulla, 2000

(")Law on the reform of the constitution 818/1992 (Laki
valtiopdivijérjestyksen muuttamisesta)
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The government also proceeded by selling of and
privatising  several state-owned companies.
Between 1994 and 1999, revenue from
privatisation proceeds totalled 6% of GDP. On top
of the direct increase in revenue, this helped
improve government finances also through
expenditure  compression. Notably, general
government employment fell significantly. In
1995, 60,000 employees used to work in market
oriented units, which accounted for more than one
third of the total personnel in the public
administration. Mainly as a result of the
privatization of state-owned enterprises the
number of public employees was cut by half,
decreasing from 240,000 to 122,000. (‘%)

5.3.3. CONCLUSIONS

This Finnish consolidation was part of a
comprehensive institutional and macroeconomic
reform programme. By the end of the
consolidation programme in 1997, the general
government deficit had disappeared, general
government expenditure had decreased by more
than 8 percentage points of GDP with respect to its
65% of GDP peak in 1993 and debt as a share of
GDP had also come down by 4 percentage points
of GDP with respect to its peak three years earlier.
Remarkably, thereafter expenditure continued to
decline by another 9 percentage points of GDP in
the period 1997-2001 and debt continued to fall by
additional 8 percentage points. Government
finances registered budgetary surpluses that lasted
until the outbreak of the most recent crisis in 2009.

This remarkable improvement in Finland's public
finances was decisively supported by growth and
employment picking up pace shortly after the
consolidation started. Growth turned positive in
the third quarter of 1993 and was 5% per year on
average between 1994 and 1997. The recovery was
initially driven by external demand. The
considerable nominal depreciation that followed
the markka depreciation was actually translated
into a real one thanks to wage moderation. Exports
began to pick up in 1992 and grew at an annual
average rate above 10% for the rest of the decade.

(") Tiihonen, Seppo (2012), 'The Ministry of Finance, Two
hundred years of state-building, nation-building & crisis
management in Finland'

Furthermore, early in 1993 Finland's central bank
adopted an inflation targeting regime which
contributed to signal a regime change. Thereafter
nominal interest rate displayed a large decline, also
fostering growth.

Finally, it is interesting to note that while the
consolidation measures were partly based on the
need to meet the Maastricht criteria, they were also
grounded on the national will to regain the
confidence of financial markets. In fact, fiscal
consolidation aimed at a stricter balancing than
what was strictly necessary under the Maastricht
criteria. ('%)

5.4. IRELAND 1982-1989

5.4.1. INTRODUCTION

Ireland's fiscal crisis in the 1980s did not have a
short build-up, but rather represented the eventual
culmination of a sustained preceding period of
loose fiscal policy. In an attempt to bolster a lack
of demand in the 1970s, the Government engaged
in an expansionary fiscal policy. This led to a
sharp increase in debt levels, necessitating
increases in tax rates, which, accompanied by the
high interest rates of the early 1980s, fostered an
environment that was not conducive to economic
growth. This focus upon revenue-raising measures
proved self-defeating and in 1985 the general
government deficit stood at 10.5% of GDP.

The unsustainability of ever-increasing tax rises to
meet growing current expenditure needs was
becoming clear. Every year from 1979 on, taxes
increased as a share of GDP, rising 8 percentage
points to stand at 39% by 1984. Honohan and
Walsh argue that high taxes placed upward
pressure on wages, which together with rising
levels of government debt, eroded business
confidence. Thus, although inflation and the
external deficit came down, the economy remained
extremely weak in Ireland during this period. So,
following this attempt to maintain domestic

(") Tarkka, Helena and Tulla, Sirpa (2000): "Finland", in
Reallocation — Aligning Polical Priorities and Budgetary
Funding, Case Studies, Paris, 21st Annual Meeting of
Senior  Budget  Officials, 29-30 May 2000,
PUMA/SBO(2000)5/ANN1, OECD



Graph IV.5.13: Expenditure Trend 1970-2010
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* Total expenditure as a % of GDP in 2010 was inflated by the
provision of bank support measures of approximately 20% of GDP
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Graph IV.5.14: Expenditure on Social Benefits (exc. transfers-in-
kind) 1970-2010
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demand through expansionary fiscal policy during
the 1970s, a significant fiscal consolidation was
inevitable in the 1980s. A greater focus on
government spending is often considered to have
caused the deficit to fall rapidly over subsequent
years, reaching 2.6% of GDP in 1989. The rapidity
and extent of the recovery in the Irish government
finance has sparked a considerable degree of
analysis and resulted in its use as a prime example
of a so-called "expansionary fiscal consolidation"
(see Giavazzi and Pagano, 1990 and Alesina and
Perotti, 1995).

5.4.2. CONSOLIDATION EPISODE

5.4.2.1 Overview of the consolidation episode

A cursory examination of the evolution of the
general government expenditure to GDP ratio
shows that it was not until the years after 1985 that
the ratio started to decrease, falling from 48% in
1985 to 37% in 1989. During the same period,
total General Government expenditure excluding
interest declined form 39% of GDP to 30%,
indicating that the fall in overall spending was not
only driven by a reduction in borrowing costs,
though these also fell. Government spending was
maintained at around 38% of GDP until the mid-
1990s, when it started decreasing again, falling
from 38% of GDP in 1994 to a low of 31% in
2000.

In terms of successful expenditure-based
consolidation, it would specifically appear that
measures introduced in 1985 and subsequent years
represent the critical steps undertaken which

allowed a compression in government spending in
the late 1980s and facilitated the expenditure
control that was evident during the 1990s.
However, a wider scope is needed to fully
understand the underlying factors already driving
expenditure dynamics by this period.

Budgetary policy in the years 1982 to 1989
evidences a certain stop-start nature of fiscal
consolidation efforts during this period. The early
years of the period show a heavy reliance on tax
increases and despite successive governments
during this period espousing an overarching
commitment to reducing the current budget deficit
and stabilising the debt ratio, the annual budgets
repeatedly contain increases to social transfer and
public sector pay rates, which represented the two
most significant government expenditure areas
during this period.

As regards social transfers, successive Ministers
for Finance in their Budget statements set out their
government's desire to maintain social welfare
benefits and Graph IV.5.14 shows that social
transfers excluding benefits-in-kind not only
maintained its share of GDP during this period but
actually rose from 12% in 1981 to 15.6% in 1987,
before starting to fall. However, this figure is
partially driven by unemployment, which rose
from 9.9% in 1981 to reach 17.5% in 1987.
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Graph IV.5.15: Change in Average Transfer Payments 1980-1990
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Source: OECD Economic Survey of Ireland 1991
Graph shows changes in average weekly payments as calculated by
total disbursements divided by the number of recipients.

A closer examination of the real value of the
increases in social welfare rates actually reveals
that while providing nominal increases, the real
value of pensions payments was held broadly flat
from 1983 onwards while the real change in
unemployment benefits was actually negative for
much of the period.

By contrast, the somewhat camouflaged gradual
consolidation being achieved through social
transfers was very visibly supported by large cuts
to capital expenditure. As shown in Graph IV.5.16
government capital spending as proportion of
output was reduced from 5.1% in 1981 to as low as
1.7% in 1989. This process was most heavily
concentrated during the period 1985 to 1988, with
the four budgets during these years targeting
average annual cuts to the government capital
estimates of 6.2%. This included a massive cut

of over 15% in 1988, before reverting to slight
growth of 1.2% in 1989. Such swingeing cuts to
government investment are not optimal from a
government finance policy perspective and left
Ireland with a substantial infrastructure deficit
when growth picked up in the 1990s.

The third main contributor to the reversal of the
rapid rise in government expenditure during the
late 1970s and early 1980s was the public sector
recruitment embargo announced in the second half
of 1981 and this is the reason why an analysis of
the reductions in government spending in the late
1980s must include the budget decisions made
earlier in the decade.

The embargo was initially enforced through
leaving two out of every three vacancies unfilled
and was then tightened further in 1987 with the
requirement that all hiring be approved by the
Minister for Finance. The result of this policy was
that public sector pay as a percentage of GDP fell
from almost 12% in 1981 to 9.5% in 1989, despite
repeated increases to nominal public sector pay
rates during this period.

However, the real success of this policy is
illustrated through a look at the evolution of the
actual numbers of public servants. Table IV.5.3
shows that from a peak of 314,000 in 1982,
numbers fell steadily across the period, with a
significant acceleration in 1988 and 1989 as the
embargo was tightened and the voluntary
redundancy scheme introduced. However, the
acceleration of the policy effort from 1987 would

Graph IV.5.16: Government investment trend 1970-2010
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Source: Ameco

Graph IV.5.17: Expenditure on Compensation of Employees 1970-
2010
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Source: Ameco




Table IV.5.3:  Public Sector Employment 1982-1989
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Table IV.5.4:  Average Annual Changes in Selected Fiscal

Variables

Total

1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989
Change

[Public
[Sector
Employme
nt (000s)

3143 312.5 307.3 302.6 300.7 295.5 285.7 270.1 -42.4

{Annual%

(Change +3.4 -0.6 -1.7 -1.5 -0.6 -1.7 -33 -5.5 -14.1

Source: OECD surveys of Ireland 1985-1991

have been significantly more difficult if the
groundwork had not been laid by the earlier policy
decisions.

The impact of the policy measures in the three
areas outlined above was supported by a general
tightening in expenditure management across
government departments, though this is difficult to
detect in the budgetary measures due to the
slightly drawn out nature of the expenditure
allocation process in Ireland, whereby a
provisional allocation was outlined in the Abridged
Estimates Volume published before the budget and
subsequently amended through announcements on
budget day and potentially again in the Revised
Estimates Volume published some weeks after the
budget.

Table IV.5.4 shows that while consolidation efforts
showed some success in the early 1980s, the
period 1984-1986 showed a slackening in effort,
particularly on the current side. Even during the
years considered to be one of the most successful
consolidation episodes of recent times, i.e. 1987-
1989, current expenditure was barely reduced and
in fact in 1990 again stood above its 1987 level.
However, the holding flat of nominal expenditure,
while allowing current revenues to rise in line with
economic growth and significantly cutting capital
expenditure, appears to have been sufficient to
affect a turning point in the government finances.
The efficacy of the measures is also demonstrated
by the maintenance of the gains in subsequent
years, while the rapidly improving economic
performance, itself due to a number of factors, also
contributed strongly.

1987-89 1984-86 1982-83 1982-89

0.3% +8.5% +18.3% +1.7%

Source: OECD surveys of Ireland 1985-1991

5.4.2.2 The measures

A chronological explanation of the measures
implemented each year of this consolidation period
follows.

e 1982-1986

Fiscal policy in the period 1982-1986 was initially
built around a medium-term objective of
eliminating the current budget deficit by 1986,
though this target-date was soon extended. A key
foundation of the consolidation strategy was the
public sector expenditure package of July 1981,
and in particular the decision to contain public
sector employees at 1981 levels (‘7). These
restrictions on the filling of public service
vacancies were tightened in the Budget Statement
of 27 January 1982 with two out of every three
vacancies to be left unfilled.

However, the robust commitment to reducing
public sector numbers stood in contrast to the more
stop-start approach to fiscal consolidation in
general over this period. Large annual increases in
current expenditure were implemented every year,
including repeated rises in social transfer and
public sector pay rates, though the magnitude of
the increases to current expenditure did gradually
fall from almost 25% in 1982 to 6% in 1986.
Capital expenditure was more successfully
targeted, with nominal cuts achieved in three out
of the five years. However, despite the already
elevated level of tax rates, the bulk of the
consolidation effort initially fell on the revenue
side, with rises in consumption, income and social
security rates in the 1982 and 1983 budgets. Even

("yThe Exchequer pay and pensions bill had grown

substantially to a point where it amounted to 19% of GDP
in 1982, which represented an increase of over 13.5% on
the 1981 outturn. Furthermore, this occurred despite a
supposed moratorium on special pay increases.
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this limited fiscal effort proved too much for the
Fine Gael-Labour coalition government, with
noticeable consolidation fatigue evident in the
1984, 1985 and 1986 budgets which delivered little
in the way of further corrective measures on
expenditure or revenue.

e 1987

Disagreements over budgetary policy eventually
led to the fall of the coalition Government and a
general election returned a minority Fianna Fail
Government in early 1987. However, crucially, the
largest party in opposition, Fine Gael, supported
the government in its continuation of the
consolidation strategy which had been the policy
under the previous administration. The medium-
term budgetary objective, announced as part of the
October 1987 Programme for National Recovery,
was to reduce the Exchequer Borrowing
Requirement to 5-7% of GNP by 1990. The March
1987 budget, introduced shortly after the new
Government came into office, announced the
government's intention to deliver on this rare
consensus over fiscal policy, implementing a 1.5%
reduction in capital spending, though current
spending was still increased by 3.8%. On the
expenditure side, measures aiming at curbing
further expenditure  developments included
increases in social welfare payments limited to 3%,
public service pay increase limited to 2% and a
tightening of the public sector recruitment
embargo. The main budgetary measures included
on the revenue side: desindexation from inflation
of tax-bands, 10% reduction in mortgage tax relief,
abolition of three out of four housing grants and
the introduction of a 35% professional fees
withholding tax.

During the year, the Government established an
Expenditure Review Committee (colloquially
known as Bord Snip), an advisory committee
established to recommend cuts in government
spending ('), though the impact of the report has
since been downplayed by one of the

(") It was a three-man committee comprising two senior civil

servants and a private sector economist which made a
number of recommendations for expenditure reductions
across the public service.

authors. ("*”)The Government also announced in

July 1987 the first ever voluntary redundancy
scheme for permanent public sector employees,
with the intention of reducing public sector
numbers by 10,000, though with some upfront
costs. In addition, the Programme for National
Recovery deal negotiated with social partners and
announced in October 1987, agreed on public
sector pay increases not exceeding 2.5% annually
for the next three years, to be partially
compensated by reductions in personal income tax.
The agreement also committed to maintaining the
overall value of social welfare payments.

The year-end figures showed current expenditure
actually grew by 2.8%, 1% below the budget
estimate, while capital expenditure fell by 4.3%, a
substantially greater contraction than was planned.
Current revenues, meanwhile, grew by 6.6%,
which was one per cent below forecast.

e 1988

The 1988 Budget sought to consolidate the
progress of the 1987 budget, in the context of
delivering the Programme for National Recovery.
To that end, the budget projected a historical 2.1%
reduction in current spending and a whopping
16.9% cut in capital spending in 1988. The other
main budgetary measures on the expenditure side
were a limitation to 3%, of the general increase in
social welfare payments (worth 0.2% of GDP in
1988 and 0.4% in a full year), and additional
expenditure  provisions for  school-building,
tourism promotion, homeless accommodation and
provision for general public sector pay rises in line
with the Programme for National Recovery but a
continuation of the embargo on public sector
recruitment.

Owing in part to rapid increase in output growth,
the 1988 budget deficit outturn was substantially
lower than expected. The outturn for the year saw
current expenditure fall by 3.9%, a larger
contraction than planned at budget time, while
capital expenditure was down by 15.2%, not as

(") The private sector economist on the committee has since

stated that "the role of expenditure cuts under the first Bord
Snip has been exaggerated in journalistic renderings." See
McCarthy, Colm, "Fiscal Consolidation II — Lessons from
Last Time."



great a reduction as had been intended but still an
enormous decrease. Current revenues, boosted by
unexpectedly high returns from a tax amnesty,
increased by 7.5% year-on-year, far above the
budget day forecast of a 1.6% contraction.

e 1989

The pre-Budget Abridged Book of Estimates
published in October 1988 indicated provisional
spending cuts for 1989 of approximately 0.8% of
GDP, mostly concentrated on the field of
education. It included notably cuts of 18% in
school transport subsidies, cuts of 21% in school
and college building programmes, a 5% rise in
university fees and reductions in grants to local
authorities and local authority  housing
expenditure.

The 1989 budget projected a 1.8% rise in current
expenditure and a 1.2% increase in capital
expenditure. The main measures included were in
line with measures put in place since 1987. In
particular, the welfare payments increase was
limited to 3%, the embargo on recruitment to the
public sector was maintained and general public
sector pay increases were limited to 2.5% in line
with the terms of the Programme for National
Recovery.

The outturn for the 1989 saw current expenditure
remain flat at the 1988 level, which was below
target, but capital expenditure grew by 5.8%,
significantly above the budget estimate. Current
revenues were broadly flat, with a small increase
of just 0.9%, though this was substantially above
the budget day forecast of a 4.7% year-on-year
contraction, as better than expected growth offset
the negative base-effect of the previous year's tax
amnesty.

5.4.2.3 Other major reforms

The fiscal position also benefitted from the receipt
of substantially expanded EU structural funds after
1988. These funds helped to restore government
capital spending after it had been severely reduced
as a main plank of the fiscal consolidation
programme. As well as raising potential output
through infrastructure investment, there was a
direct demand effect to these transfers, which are
estimated by Honohan and Walsh to have lifted the
level of Irish GDP by up to 4%. They also note

Part IV

Expenditure frends in the EU and expenditure-based consolidations

that the contribution of greatly improved external
conditions should not be over-looked, supported
by two currency devaluations within the European
Monetary System in 1983 and 1986. McCarthy
cites the "well-executed" devaluation of August
1986 (a unilateral realignment of 8% according to
Honohan) as a key contributory factor to the
economic recovery.

With the Programme for National Recovery agreed
in 1987, the first of five successive social
partnership agreements, the Irish Congress of
Trade Unions (ICTU) agreed to limit wage
increases to 3% for the first £120 of weekly pay
and 2% for the part exceeding £120 for each of the
three years covered by the agreement. Also, the
ICTU committed itself not to take industrial action
that would result in additional cost increases for
the employers. In exchange, government agreed to
reform the tax system so that take-home pay would
be increased. Government also agreed to keep the
value of social welfare allowances unaltered.

5.4.5. CONCLUSIONS

The recovery in the Irish fiscal position in the late
1980s was outstanding. By 1990 deficit- and debt-
to-GDP ratios had respectively fallen by 8 and 20
percentage points with respect to their peaks only a
few years earlier. Likewise total and primary
expenditure trends had been substantially reduced
and their share in GDP decreased by around 10
percentage points with respect to its maximum
levels.

There appears to be little doubt that the
improvement in the Irish fiscal fundamentals was
supported by an improving economic environment.
The Irish economy went from recording flat real
GDP growth of 0.3% in 1986 to an average growth
rate of 5.0% over the next three years. A
commonly cited driver of the pick-up in growth is
the devaluation of the Irish pound by 8% against
all other currencies in the European Monetary
System (EMS) on 2™ August 1986, along with a
recovery in external partners, particularly the
UK. ('°) Large FDI flows were also entering the
country in the late 1980s in the lead-up to the

("'*)See McCarthy, "Fiscal Consolidation II — Lessons from
Last Time."
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Single European Market. However some authors
have argued against assessing that the
improvement in the fiscal position was driven by
the economic recovery pointing instead to the
important role that fiscal consolidation played in
ensuring the credibility of a regime shift that
contributed to the economic recovery. (''")

5.5. SWEDEN 1994-1998

5.5.1. INTRODUCTION

Almost twenty years before the current crisis,
Sweden experienced a deep and protracted
recession when GDP contracted by a total of
roughly 5% in three consecutive years between
1991 and1993. The recession and quickly
mounting unemployment led to a rapid
deterioration of government finances in 1991 and
1992, from a surplus of 3.3% of GDP in 1990 to a
deficit of 11.2% of GDP in 1993. The government
debt reached 74% of GDP in 1993, having climbed
from roughly 40% of GDP in 1990. As a reaction,
a focused consolidation programme was adopted in
1994.

The bulk of the measures contained in the
consolidation programme were frontloaded so that
in 1995 alone the consolidation amounted to 3.5%
of GDP. Already by 1994 government finances
started to improve and by 1998 the debt had started
to decrease again and the budget balanced (graph
IV.5.18).

Coming out of the 1980's the country built up
important macroeconomic imbalances due to three
main factors listed as: loss of competitiveness,
German reunification, an unsustainable exchange
rate regime, and tax reforms. The devaluations of
the Swedish krona in 1981 and 1982 in
combination with an internationally strong
economic outlook resulted in an export boom and
increased investment.

A rapid credit growth on the back of the Swedish
deregulation of the credit market that took place in
the mid-1980s further spurred domestic demand
and real-estate investments.

(") See Perotti (2013).

Gradually however, Sweden suffered from a loss
of competitiveness due to strongly increasing
wages and prices coupled with a fixed exchange
rate regime, and export market shares started to
fall as the effect of the devaluations subsided.

Moreover, expansive government finances in
Germany coupled with tightened monetary policy
by the Bundesbank drove real interest rates
upwards internationally, putting further pressure
on the Swedish economy. The Swedish relative
loss of international competitiveness created
uncertainty about the exchange rate of the Swedish
krona, which had been pegged to the ECU in May
1991, and pushed interest levels further upwards.
On the other hand, linked to the increasing
unemployment, inflation expectations were
adjusted downwards. The combination led to very
high real interest rate levels, compared to the
previous period. The uncertainty culminated with
turbulence on the financial markets and currency
speculation in the autumn of 1992, which
eventually led to a fierce defence of the Swedish
krona, with marginal rate hikes reaching 500%.
However, even such measures proved insufficient
and the Swedish Riksbank allowed the krona to
float in late 1992.

As an element of the thorough overhaul of the
Swedish tax system that had been done in 1990-91,
far-reaching reforms linked to housing taxation
increased interest rate sensitivity of households
and companies substantially, which in turn
affected housing investments (with investments
falling by 72% over 1990-1995) and house prices

Graph IV.5.18: Government Finances Evolution in Sweden
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drastically.

The Swedish financial and currency crisis, in
combination with the deterioration in relative
competitiveness, led to a deep recession
concerning virtually all sectors of the economy,
which hit the economy 1991-1993. At the same
time, it was aggravated by the fact that many trade
partners also entered a recession in the early
1990s. The Swedish labour market was severely
hit. Unemployment saw an increase from 2% to
8%, to a peak at roughly 12% in 1997. Over the
course of a few years, employment levels fell from
83% to 71% of the total labour force. The
recession was further accentuated by a rapid fall of
domestic consumption and  investments.
Households and corporations deleveraged and
increased their saving rate very quickly, from -5%
of GDP in 1990 to 10% in 1993, partially as a
reaction to the housing taxation reforms.

On the back of the economic downturn, tax
revenues fell and expenditures rose sharply from
57% of GDP in 1990 to 69% in 1993. These
developments led to a deterioration of government
finances from a surplus of 3.3% of GDP in 1990 to
a deficit of 11.2% of GDP in 1993. Furthermore,
between February and August 1994 interest rates
on government debt rose from 7% to over 12%,
making the deficit increasingly expensive for the
government budget to bear.

Graph IV.5.19: Inflation, interest and exchange rates
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General elections in September 1994 led to a
change of government, and one of the top priorities
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of the new Cabinet was to take action against the
soaring deficit and to restore fiscal stability. This
was achieved through a  comprehensive
consolidation programme, strengthening
government finances by both increased revenues
and expenditure cuts. The compression of
expenditure resulted both from discretionary
measures laid down in the consolidation
programme as well as from non-discretionary,
cyclical developments. The economic situation
improved quickly, partly spurred by the
depreciation of the Swedish krona that took place
once it was allowed to float (graph IV.5.19).

5.5.2. CONSOLIDATION EPISODE

5.5.2.1 Overview of the consolidation episode

The consolidation programme adopted in two
stages in 1994-95 and implemented over 1994-
1998 implied a permanent strengthening of the
government finances of 8% of GDP, roughly
equally distributed between the revenue and
expenditure sides. It was accompanied by clearer
objectives for the budgetary process, including
expenditure ceilings and government financial
balance.

Table IV.5.5:  Estimated budgetary impact of expenditure

consolidation measures (1994-1998)

Type of expenditure consolidation measures | Effect by 1998 (Billions of SEK)
Transfers to households 34.6

Reduced subsidies 8.1

Reduced central government consumption 6.8

Other 21.7

Total effect of expenditure cuts 71.2

Source: Commission services

The expenditure side in particular, amounting to
roughly SEK 71 billion, or 4.2% of GDP, in the
consolidation programme, was designed to
prioritise the maintenance of public services such
as health care, education and social services. As a
consequence, cuts concentrated mainly on transfers
to households, accompanied by reduced subsidies
and reduced central government spending as
shown in Table IV.5.5. By design, the
consolidation programme focused on maintaining
health care and education, but some cuts concerned
these areas as well. In general, the cuts were meant
to be distributed more or less evenly across all
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areas of government spending, so as to spread the
burden of consolidation.

5.5.2.2 The measures

Based on the overview presented in table IV.5.5, a
more detailed explanation of the measures
implemented on the expenditure side follows. The
amounts reported below are summing up the
measures for the period 1994-1998.

The most important measures on the expenditure
side concerned cuts in transfers to households,
amounting to 2.1% of GDP which is roughly half
of all expenditure cuts. Already as from June 1994,
the income replacement rate of the parental
insurance was cut from 90% to 80%. This was
followed up in the spring Budget Bill of April
1995 with a general cut of replacement levels of
the national social insurance system from 80% to
75%, affecting unemployment and sickness
benefits. Pensions were also affected, as they were
uncoupled from inflation adjustments, and through
limitations in replacement ratios for some
pensioners. Other types of transfers concerned by
the consolidation exercise were for instance child-,
student-, and housing allowances, where more
restrictive rules were implemented.

Subsidies were reduced by 0.5% of GDP across
sectors and affected for instance municipalities,
public services, local airports, regional support or
environmental  protection = measures.  The
construction sector was also affected by
substantially reduced subsidies for municipal
housing companies.

Government consumption was cut across the areas
of responsibility of numerous ministries of the
government, along the principle that all had to
contribute. In total, the savings amounted to 0.4%
of GDP. The Ministries of Finance and Social
Affairs, and their respective authorities bore the
heaviest burden of reduced consumption. The
Ministry of Justice was also subject to substantial
cuts. However, the reduced central government
consumption was not coupled with any official
policy in terms of wage components and while the
public sector contracted over the consolidation
period (by some 100 000 jobs), there were no
general wage freezes or mandatory staff reductions
put in place.

Other expenditure cuts were distributed across the
areas of responsibility of different ministries
affecting the budget of almost all policy areas,
according to the principle that small streams make
big rivers. In total, these diverse, individually
limited expenditure cuts added up to additional
savings of 1.3% of GDP. A number of areas can be
highlighted:

e Education sector investments: education sector
expenditure, although spared from more drastic
cuts, still decreased by 0.25% of GDP. The
system of financial aid for studies was
reformed and the aid was uncoupled from
automatic inflation adjustment. Contributions
for lifelong learning and continued education,
international research cooperation and adult
educational associations were cut and
allowances for education abroad were
reviewed.

e Health care sector: similarly, health care sector
expenditure especially linked to medicine and
dental care, also decreased by 0.17% of GDP.
In particular, the ceiling for the fee applied to
patients' hospitalisation was increased as well
as the ceiling for the high-cost protection.

e Government investment: Both civil and
military investments were cut during the
consolidation exercise, with expenditure cuts of
0.16% of GDP only related to roads and
railways etc. Savings of 0.12% of GDP also
affected military investments.

The consolidation programme included a
strengthening of the budget on the revenue side by
roughly 4% of GDP, which almost matched the
reduction on the expenditure side. The largest
portion of these increases was due to adjusted
individual national health insurance contributions
with 1.4% of GDP. A uniformed capital taxation
reform, increasing tax levels from 25% to 30%,
also yielded revenues of roughly 0.45% of GDP.

In line with the distributional policy ambitions of
the government, the progressivity of the tax system
was emphasised as additional income tax was
levied on high income earners, which moved from



20% to 25%, accounting for revenue increases of
0.25% of GDP. (') While introduced as a
temporary measure, the tax increase was rendered
permanent after three years when the tax was
transformed into an additional layer in the
progressive state income tax brackets.

Graph IV.5.20: Long-term developments of expenditure and
revenue in Sweden
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Other taxes that were affected by the consolidation
exercise include excise duties at 0.36% of GDP
and a newly introduced general wage fee added to
the payroll tax totalling 0.37% of GDP. The fee
was not, however, linked to any benefits of the
social insurance system and was in fact conceived
to help finance the EU membership fee when
Sweden acceded to the EU in 1995. (%)

Some compensatory measures were also adopted
during the consolidation episode. VAT rates on
food were lowered from 21% to 12% to
compensate for the substantial cuts in transfers to
households. Tax relief schemes for companies or a
softer scaling down of interest deductibility were
also introduced. Overall, these compensatory
measures had a deficit increasing impact of around
0.9% of GDP.

(*'?) Payroll taxes are composed of state income tax and local
income tax, with the former only kicking in as from a
certain threshold. Above the threshold, the level of the state
tax was increased from 20 to 25%.

(""®)Initially the fee represented 1.5%of the total taxable
income, whereas its use has been gradually shifting to a
more general tax to support public finances. In 2014 it
represents 9.88%.
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5.5.2.3 The impact on revenue and
expenditure of the described measures.

Taken together, the effects of the consolidation
measures including both the revenue and
expenditure side, were distributed over the short
term according to Table IV.5.6:

Table IV.5.6:  Implementation of the consolidation programme

(% of GDP)

Year Percentage of GDP
1995 35
1996 2.0
1997 1.4
1998 1.1

Total: 8.0

Source: Nordic Council of Ministers, 1997

Even though the consolidation programme as
budgeted put equal emphasis on expenditure cuts
and revenue increases, it is clear from Table IV.5.7
that the total evolution of the government finances
in 1994-1998 was substantially skewed towards
lower expenditure (''*). This partly reflected the
comeback of the Swedish economy and the
stronger-than-expected growth. Therefore, it
remains complicated to disentangle various effects
on government finances resulting from cyclical
factors not related to the consolidation exercise per
se.

Table IV.5.7: Budget key parameters before, during and after the

consolidation exercise ()

Before | Onthe | During | Coming | Afer | Post-
1991:1- | verge | 19944 | out 1998:1- | Crisis
1994:3 1994:3 1997:4 1998:1 2000:4 2000:4

Total expenditure as share of GDP 67.5 68.2 63.3 58.7 58.5 58.1

Total revenue as share of GDP 60.3 59.4 58.9 59.3 60.6 61.8

Deficit -7.2 -8.8 -4.4 0.6 2.0 37

Source: Bergman, U. Michael (2010), Report to the Fiscal Policy
Council 2010/2

In any case, it is clear from Table IV.5.7 that the
measures contained in the consolidation exercise
had a substantial impact on the expenditure side,
with total expenditures as a share of GDP falling
from 68.2% in the quarter immediately preceding
the consolidation, to 58.7% in the first quarter of
1998, when the consolidation was coming to its

(")The Exchequer pay and pensions bill had grown
substantially to a point where it amounted to 19% of GDP
in 1982, which represented an increase of over 13.5%on
the 1981 outturn. Furthermore, this occurred despite a
supposed moratorium on special pay increases.
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end. On the revenue side, the situation appears
more stable, with revenues falling only slightly as
a share of GDP during the consolidation exercise.
The budget deficit turned from red figures to a
surplus over the period, and the reversal came
quicker than anticipated due to strong economic
performance and thriving exports. Over the
medium-term, coming from a situation where total
expenditure reached almost 70% of GDP, it
declined rapidly during the episode and reached
roughly 58% by 2000 (Table IV.5.7). Since then, it
fell further and stood at 51% in 2012. As for the
revenue side, the evolution is characterised by
more stability. Over time, however, government
revenues have fallen as a proportion to GDP and
stood at roughly 50% in 2012.

5.5.2.4 Other major reforms in the budgetary
areaq.

The success of the Swedish consolidation episode
in containing the expenditure trends was also
underpinned by a strengthened fiscal framework.

Institutional reforms aiming at improving the
budgetary and fiscal framework to ensure fiscal
discipline after the crisis were established and still
contribute to the sound fiscal stance of Sweden. In
fact, reform pressure had mounted as Sweden was
found to have the second laxest budget procedure
in the EU. (*"*) As a consequence, an expenditure
ceiling and a surplus target were established to
contain expenditure. A fiscal policy council was
also created to vet government finances. Central
government moreover prohibited local
governments from borrowing for consumption.

Furthermore, the reform of the pension system
from a defined benefit to a defined contribution
system, undertaken in the 1990s and implemented
gradually, was decisive for the long-term
sustainability of government finances in Sweden.
The in-depth reform of the tax system that took
place in the early 1990s — with the aim of
broadening the tax base, reducing marginal taxes
and removing exceptions - also supported the
consolidation.

("**) See Molander (1992).

The credibility of the central bank was also
strengthened as the Riksbank was granted its
independent status in Swedish law in 1999. An
inflation target of 2% + 1% was decided upon by
the Riksbank in January 1993.

Other significant reforms included the deregulation
of some infrastructure sectors (electricity, postal
services, telecom, railway and airway), which
helped tackling the issues of rigidities and
improved competitiveness. The fixed-exchange
rate regime was abandoned in late-1992 and the
subsequent depreciation of the krona supported the
Swedish economy while domestic demand was
contracting.

5.5.3. CONCLUSIONS

Following the implementation of the consolidation
programme in 1994-98, net lending balanced and
the  government debt stabilised. = While
acknowledging the sound design of the
consolidation programme, the beneficial outcome
is also strictly linked to the economy picking up
already in 1994 and developing rather vigorously
throughout the consolidation episode. This
happened partly on the back of the depreciation of
the Swedish krona following the decision to let the
currency float in 1992. An export-led recovery,
with Sweden's EU accession in 1995 boosting
Swedish firms' interest in the single market, is
hence also an important explanatory factor behind
the quick improvement of the public finances. The
Swedish preparations for joining the EU were also
a supporting factor in in this context, enhancing
the international credibility of the consolidation
effort.

Following three years of negative growth in 1991,
1992 and 1993, GDP growth picked up vigorously
at 4% in 1994 and remained rather strong
throughout the consolidation episode, including
1998 and beyond.

Table IV.5.8:  Macroeconomic development before, during and
after the consolidation exercise ()

Before On the verge During Coming out After
1991:1-1994:3 1994:3 1994:4-1997:4 1998:1 1998:1-2000:4

GDP growth -0.5 42 2.9 35 4.2

‘Unemployment 8.0 1.1 11.3 10.3 8.5

Source: Bergman, U. Michael (2010), Report to the Fiscal Policy
Council 2010/2




By studying the macroeconomic developments
(Table IV.5.8), it is clear that average GDP growth
was negative during the period before the
consolidation (Q1:1991-Q3:1994). As may have
been expected, growth was affected negatively
during the consolidation exercise itself, but then
gained speed once it was completed. The main
driving forces behind the GDP growth recovery
were increased investments and, eventually,
improved net exports and private consumption
(Graph 1V.5.21).

Graph IV.5.21: GDP composition
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Unemployment figures also remained high during
the consolidation period, but began to fall as from
the beginning of 1998. After three years, figures
for unemployment had come down substantially
(graph 1V.5.22). However, while also catching up,
the employment rate did not develop just as
vigorously and it seems that the recession had a
lasting effect on the equilibrium between the state
of the economy and the labour market through a
NAIRU increase.

However, the implementation of the consolidation
programme in 1994-98 not only led to an
improvement of Sweden's fiscal variables over the
short term. Crucially, Sweden managed to
maintain strong government finances thereafter,
even in the adverse context of the recent financial
and economic crisis. This suggests that the
consolidation was indeed successful in containing
expenditure trends and ensuring the sustainability
of public finances.
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Graph IV.5.22: Swedish Labour Market Evolution
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6. CONCLUSIONS

The results presented in Part IV confirm that
expenditure-based consolidations are different
from revenue based efforts, and are the most
effective way of achieving medium-term
consolidation in government finances when
revenue ratios are already high.

The evidence of previous successful consolidation
case studies shows that wide-ranging spending
cuts, when accompanied by increased expenditure
efficiency and budgetary discipline, result in lower
medium-term expenditure levels and sounder
budgetary positions. These episodes also show that
cuts should concentrate on the more rigid and
persistent components of government expenditure,
namely compensation of employees and social
benefits among others. Another lesson to be drawn
from these episodes is that successful expenditure
cuts take several years to implement. Therefore,
strong political commitment is crucial to its
success.

These results are confirmed when broader EU
expenditure developments are examined. An
empirical ~ analysis  of  expenditure-based
consolidations since 1978 shows that spending cuts
in the EU significantly decrease expenditure levels
in the medium term, while revenue-based fiscal
consolidations do not impact expenditure trends.

The reform of the Stability and Growth Pact has
given more weight to expenditure control and
institutional arrangements that favour sound
government finances. The analysis in Part IV
confirms the importance of these rules and
suggests that their implementation is crucial to
reach sound budgetary positions in the medium
term.
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1 e ABBREVIATIONS AND SYMBOLS USED

Member States

BE Belgium

BG Bulgaria

HR Croatia

Ccz Czech Republic
DK Denmark

DE Germany

EE Estonia
EI Ireland
EL Greece
ES Spain
FR France
IT Italy
CY Cyprus
LV Latvia

LT Lithuania

LU Luxembourg
HU Hungary

MT Malta

NL The Netherlands
AT Austria

PL Poland

PT Portugal

RO Romania

SI Slovenia

SK Slovakia



FI Finland

SE Sweden

UK United Kingdom

EA Euro area

EU European Union

EU-28 European Union, 27 Member States

EA-18 European Area, 17 Member States

Other
AIReF

AMECO

ATE

AWG

CAB

CAPB

COFOG

COM

CSR

DBP

DFE

DG ECFIN

DRM

ECB

ECON

EDP

EERP

EFC

EFSF

Independent Authority for Fiscal Responsibility
Macro-economic database of the European Commission
Average treatment effects

Ageing Working Group

Cyclically Adjusted Budget Balance
Cyclically-adjusted primary balance

Classification of the functions of government
Commission

Country-Specific Recommendations

Draft Budgetary Plan

Discretionary Fiscal Effort

Directorate-General Economic and Financial Affairs
Discretionary Revenue Measures

European Central Bank

Council and to the Economic and Financial Committee
Excessive Deficit Procedure

European Economic Recovery Plan

Economic and Financial Committee

European Financial Stability Facility
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EMU Economic and Monetary Union

EPC Economic Policy Committee

ESA European System of National and Regional Accounts
EA European area

EU European Union

FBFL Federal Budgetary Framework Law

FE Fiscal effort

FPC Fiscal Policy Committees

GDP Gross Domestic Product

GFKF Gross fixed capital formation

IF1 Independent Fiscal Institutions

IMF International Monetary Fund

IRAP Imposta regionale sulle attivita' produttive

IPW Inverse-probability weighted estimators

IPWRA Inverse-probability weighted regression-adjustment estimators
ICTU Irish Congress of Trade Unions

MTBF Medium-Term Budgetary Framework

MTFS Medium-Term Fiscal Strategy

MTO Medium-Term budgetary Objective

NAWRU Non-accelerating Wage Rate of Unemployment
NMTFP National medium-term fiscal plans

NPISH Non-profit institutions serving households

NRP National Reform Programme

OECD Organisation of Economic Co-operation and Development
oG Output Gap

OGWG Output Gap Working Group

PFR Public Finance Report
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R&D

ROG

SB

SCPs

SGP

SPB

TSCG

TFEU

VAT

Percentage Points

Regression-adjusted estimators

Research and development

Representative output gap

Structural Balance

Stability and convergence programmes

Stability and Growth Pact

Structural primary balances

Treaty on Stability Coordination and Governance
Treaty on the Functioning of European Union (TFEU)

Value added tax
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2 o GLOSSARY

Automatic stabilisers Features of the tax and
spending regime which react automatically to the
economic cycle and reduce its fluctuations. As a
result, the budget balance in percent of GDP tends
to improve in years of high growth, and deteriorate
during economic slowdowns.

Broad Economic Policy Guidelines (BEPGs)
Annual guidelines for the economic and budgetary
policies of the Member States. They are prepared
by the Commission and adopted by the Council of
Ministers responsible for Economic and Financial
Affairs (ECOFIN).

Budget balance The balance between total public
expenditure and revenue in a specific year, with a
positive balance indicating a surplus and a
negative balance indicating a deficit. For the
monitoring of Member State budgetary positions,
the EU uses general government aggregates. See
also structural budget balance, primary budget
balance, and primary structural balance.

Budgetary rules Rules and procedures through
which policy-makers decide on the size and the
allocation of public expenditure as well as on its
financing through taxation and borrowing.

Budgetary sensitivity The variation in the budget
balance in percentage of GDP brought about by a
change in the output gap. In the EU, it is estimated
to be 0.5 on average.

Candidate countries Countries that wish to
accede to the EU. Besides the accession countries,
they include Croatia and Turkey.

Close-to-balance requirement A requirement
contained in the 'old' Stability and Growth Pact,
according to which Member States should, over
the medium term, achieve an overall budget
balance close to balance or in surplus;, was
replaced by country-specific  medium-term
budgetary objectives in the reformed Stability and
Growth Pact.

Code of Conduct Policy document endorsed by
the ECOFIN Council of 11 October 2005 setting
down the specifications on the implementation of
the Stability and Growth Pact and the format and
content of the stability and convergence
programmes.

COFOG (Classification of the Functions of
Government) A statistical nomenclature used to
break down general government expenditure into
its different functions including general public
services, defence, public order and safety,
economic affairs, environmental protection,
housing and community amenities, health,
recreation, culture and religion, education and
social protection.

Composite indicator A compilation of several
indicators into a single index reflecting the
different dimensions of a measured concept.

Convergence programmes Medium-term
budgetary and monetary strategies presented by
Member States that have not yet adopted the euro.
They are updated annually, according to the
provisions of the Stability and Growth Pact. Prior
to the third phase of EMU, convergence
programmes were issued on a voluntary basis and
used by the Commission in its assessment of the
progress made in preparing for the euro. See also
stability programmes.

Cyclical component of budget balance That part
of the change in the budget balance that follows
automatically from the cyclical conditions of the
economy, due to the reaction of public revenue and
expenditure to changes in the output gap. See
automatic stabilisers, tax smoothing and structural
budget balance.

Cyclically-adjusted  budget balance  See
structural budget balance.

Demand and supply shocks Disturbances that
affect the economy on the demand side (e.g.
changes in private consumption or exports) or on
the supply side (e.g. changes in commodity prices
or technological innovations). They can impact on
the economy either on a temporary or permanent
basis.

Direct fiscal costs (gross, net) of a financial crisis
The direct gross costs are the fiscal outlays in
support of the financial sector that increase the
level of public debt. They encompass, for example,
recapitalisation, purchase of troubled bank assets,
pay-out to depositors, liquidity support, payment
when guarantees are called and subsidies. The
direct net costs are the direct gross cost net of



recovery payments, such as through the sale of
acquired assets or returns on assets. Thus, the net
direct fiscal costs reflect the permanent increase in
public debt.

Direct taxes Taxes that are levied directly on
personal or corporate incomes and property.

Discretionary fiscal policy Change in the budget
balance and in its components under the control of
government. It is usually measured as the residual
of the change in the balance after the exclusion of
the budgetary impact of automatic stabilisers. See
also fiscal stance.

Early-warning mechanism Part of the preventive
elements of the Stability and Growth Pact. It is
activated when there is significant divergence from
the budgetary targets set down in a stability or
convergence programme.

Economic and Financial Committee (EFC)
Formerly the Monetary Committee, the EFC is a
Committee of the Council of the European Union
set up by Article 114 of the. Its main task is to
prepare and discuss (ECOFIN) Council decisions
with regard to economic and financial matters.

Economic Policy Committee (EPC) Group of
senior government officials whose main task is to
prepare discussions of the (ECOFIN) Council on
structural policies. It plays an important role in the
preparation of the Broad Economic Policy
Guidelines, and it is active on policies related to
labour markets, methods to calculate cyclically-
adjusted budget balances and ageing populations.

Effective tax rate The ratio of broad categories of
tax revenue (labour income, capital income,
consumption) to their respective tax bases.

Effectiveness The same concept as efficiency
except that it links input to outcomes rather than
outputs.

Efficiency Can be defined in several ways, either
as the ratio of outputs to inputs or as the distance
to a production possibility frontier (see also Free
Disposable Hull analysis, Data Envelope analysis,
stochastic frontier analysis). Cost efficiency
measures the link between monetary inputs (funds)
and outputs; technical efficiency measures the link
between technical inputs and outputs. Output

efficiency indicates by how much the output can
be increased for a given input; input efficiency
indicates by how much the input can be reduced
for a given input.

ESA95 / ESA79 European accounting standards
for the reporting of economic data by the Member
States to the EU. As of 2000, ESA95 has replaced
the earlier ESA79 standard with regard to the
comparison and analysis of national public finance
data.

European semester European semester New
governance architecture approved by the Member
States in September 2010. It means that the EU
and the euro zone will coordinate ex ante their
budgetary and economic policies, in line with both
the Stability and Growth Pact and the Europe 2020
strategy. Based on previous discussions on
Commission's Annual Growth Survey, each
summer, the European Council and the Council of
ministers will provide policy advice before
Member States finalise their draft budgets.

Excessive Deficit Procedure (EDP) A procedure
according to which the Commission and the
Council monitor the development of national
budget balances and public debt in order to assess
and/or correct the risk of an excessive deficit in
each Member State. Its application has been
further clarified in the Stability and Growth Pact.
See also stability programmes and Stability and
Growth Pact.

Expenditure rules A subset of fiscal rules that
target (a subset of) public expenditure.

Fiscal consolidation An improvement in the
budget balance through measures of discretionary
fiscal policy, either specified by the amount of the
improvement or the period over which the
improvement continues.

Fiscal decentralisation The transfer of authority
and responsibility for public functions from the
central government to intermediate and local
governments or to the market.

Fiscal federalism A subfield of public finance that
investigates the fiscal relations across levels of
government.
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Fiscal governance Comprises all rules,
regulations and procedures that impact on how the
budget and its components are being prepared. The
terms fiscal governance and fiscal frameworks are
used interchangeably in the report.

Fiscal impulse The estimated effect of fiscal
policy on GDP. It is not a model-free measure and
it is wusually calculated by simulating an
econometric model. The estimates presented in the
present report are obtained by using the
Commission services” QUEST model.

Fiscal institutions Independent public bodies,
other than the central bank, which prepare
macroeconomic and budgetary forecasts, monitor
the fiscal performance and/or advice the
government on fiscal policy issues.

Fiscal rule A permanent constraint on fiscal
policy, expressed in terms of a summary indicator
of fiscal performance, such as the government
budget deficit, borrowing, debt, or a major
component thereof. See also budgetary rule,
expenditure rules.

Fiscal stance A measure of the effect of
discretionary fiscal policy. In this report, it is
defined as the change in the primary structural
budget balance relative to the preceding period.
When the change is positive (negative) the fiscal
stance is said to be expansionary (restrictive).

General government As used by the EU in its
process of budgetary surveillance under the
Stability and Growth Pact and the excessive deficit
procedure, the general government sector covers
national  government, regional and local
government, as well as social security funds.
Public enterprises are excluded, as are transfers to
and from the EU Budget.

Government budget constraint A basic condition
applying to the public finances, according to which
total public expenditure in any one year must be
financed by taxation, government borrowing, or
changes in the monetary base. In the context of
EMU, the ability of governments to finance
spending through money issuance is prohibited.
See also stock-flow adjustment, sustainability.

Government contingent liabilities Obligations
for the government that are subject to the

realization of specific uncertain and discrete future
events. For instance, the guarantees granted by
governments to the debt of private corporations
bonds issued by enterprise are contingent
liabilities, since the government obligation to pay
depend on the non-ability of the original debtor to
honour its own obligations.

Government implicit liabilities Government
obligations that are very likely to arise in the future
in spite of the absence of backing contracts or law.
The government may have a potential future
obligation as a result of legitimate expectations
generated by past practice or as a result of the
pressure by interest groups. Most implicit
liabilities are contingent, i.e., depend upon the
occurrence of uncertain future events.

Growth accounting A technique based on a
production function approach where total GDP (or
national income) growth is decomposed into the
various production factors and a non-explained
part which is the total factor productivity change,
also often termed the Solow residual.

Indirect taxation Taxes that are levied during the
production stage, and not on the income and
property arising from economic production
processes. Prominent examples of indirect taxation
are the value added tax (VAT), excise duties,
import levies, energy and other environmental
taxes.

Integrated guidelines A general policy instrument
for coordinating EU-wide and Member States
economic structural reforms embedded in the
Lisbon strategy and which main aim is to boost
economic growth and job creation in the EU.

Interest burden General government interest
payments on public debt as a share of GDP.

Lisbon Strategy for Growth and Jobs
Partnership between the EU and Member
States for growth and more and better jobs.
Originally approved in 2000, the Lisbon Strategy
was revamped in 2005. Based on the Integrated
Guidelines (merger of the broad economic policy
guidelines and the employment guidelines, dealing
with  macro-economic, micro-economic and
employment issues) for the period 2005-2008,
Member States drew up three-year national reform
programmes at the end of 2005. They reported on



the implementation of the national reform
programmes for the first time in autumn 2006. The
Commission analyses and summarises these
reports in an EU Annual Progress Report each
year, in time for the Spring European Council.

Maastricht reference values for public debt and
deficits Respectively, a 60 % general government
debt-to-GDP ratio and a 3 % general government
deficit-to-GDP ratio. These thresholds are defined
in a protocol to the Maastricht Treaty on European
Union. See also Excessive Deficit Procedure.

Maturity structure of public debt The profile of
total debt in terms of when it is due to be paid
back. Interest rate changes affect the budget
balance directly to the extent that the general
government sector has debt with a relatively short
maturity structure. Long maturities reduce the
sensitivity of the budget balance to changes in the
prevailing interest rate. See also public debt.

Medium-term  budgetary framework An
institutional fiscal device that lets policy-makers
extend the horizon for fiscal policy making beyond
the annual budgetary calendar (typically 3-5
years). Targets can be adjusted under medium-
term budgetary frameworks (MTBF) either on an
annul basis (flexible frameworks) or only at the
end of the MTBF horizon (fixed frameworks).

Medium-term budgetary objective (MTO)
According to the reformed Stability and Growth
Pact, stability programmes and convergence
programmes present a medium-term objective for
the budgetary position. It is country-specific to
take into account the diversity of economic and
budgetary positions and developments as well as
of fiscal risks to the sustainability of public
finances, and is defined in structural terms (see
structural balance).

Minimum benchmarks The lowest value of the
structural budget balance that provides a safety
margin against the risk of breaching the Maastricht
reference value for the deficit during normal
cyclical fluctuations. The minimum benchmarks
are estimated by the European Commission. They
do not cater for other risks such as unexpected
budgetary developments and interest rate shocks.
They are a lower bound for the 'medium-term
budgetary objectives (MTO).

Monetary Conditions Index (MCI) An indicator
combining the change in real short-term interest
rate and in the real effective exchange rate to
gauge the degree of easing or tightening of
monetary policy.

NAIRU Non-Accelerating Inflation Rate of
Unemployment.

Non-Keynesian  effects  Supply-side  and
expectations effects which reverse the sign of
traditional Keynesian multipliers. Hence, if non-
Keynesian effects dominate, fiscal consolidation
would be expansionary.

One-off and temporary measures Government
transactions having a transitory budgetary effect
that does not lead to a sustained change in the
budgetary position. See also structural balance.

Outcome indicator Measures the ultimate results
(outcomes) of policy choices (e.g. education
attainment, healthy life years, economic growth).

Output costs from a financial crisis This is the
gap between the hypothetical output development
without a crisis and the actual output realised
against the back of the crisis. Various methods are
available to calculate output losses, in particular
either using the trend GDP growth or the level of
GDP as a benchmark.

Output gap The difference between actual output
and estimated potential output at any particular
point in time. See also cyclical component of
budget balance.

Output indicator Measures the technical results
(outputs) of policy choices (e.g. number of
university graduates, number of patents, life
expectancy).

Performance-based budgeting A budgeting
technique that links budget appropriations to
performance (outcomes, results) rather than
focusing on input controls. In practice,
performance-informed budgeting is more common
which basis decisions on budgetary allocation on
performance information without establishing a
formal link.

Policy-mix The overall stance of fiscal and
monetary policy. The policy-mix may consist of
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various combinations of expansionary and
restrictive policies, with a given fiscal stance being
either supported or offset by monetary policy.

Potential GDP The level of real GDP in a given
year that is consistent with a stable rate of
inflation. If actual output rises above its potential
level, then constraints on capacity begin to bind
and inflationary pressures build; if output falls
below potential, then resources are lying idle and
inflationary pressures abate. See also production
function method and output gap.

Pre-accession Economic Programmes (PEPs)
Annual programmes submitted by candidate
countries which set the framework for economic
policies The PEPs consist of a review of recent
economic developments, a detailed
macroeconomic framework, a discussion of public
finance issues and an outline of the structural
reform agenda.

Pre-accession Fiscal Surveillance Framework
(PFSF) Framework for budgetary surveillance of
candidate countries in the run up to accession. It
closely approximates the policy co-ordination and
surveillance mechanisms at EU level.

Primary budget balance The budget balance net
of interest payments on general government debt.

Primary structural budget balance The
structural budget balance net of interest payments.

Pro-cyclical fiscal policy A fiscal stance which
amplifies the economic cycle by increasing the
structural primary deficit during an economic
upturn, or by decreasing it in a downturn. A
neutral fiscal policy keeps the cyclically-adjusted
budget balance unchanged over the economic
cycle but lets the automatic stabilisers work. See
also tax-smoothing.

Production function approach A method to
estimate the level of potential output of an
economy based on available labour inputs, the
capital stock and their level of efficiency. Potential
output is used to estimate the output gap, a key
input in the estimation of cyclical component of
the budget.

Public debt Consolidated gross debt for the
general government sector. It includes the total

nominal value of all debt owed by public
institutions in the Member State, except that part
of the debt which is owed to other public
institutions in the same Member State.

Public goods Goods and services that are
consumed jointly by several economic agents and
for which there is no effective pricing mechanism
that would allow private provision through the
market.

Public investment The component of total public
expenditure through which governments increase
and improve the stock of capital employed in the
production of the goods and services they provide.

Public-private partnerships (PPP) Agreements
that transfer investment projects to the private
sector that traditionally have been executed or
financed by the public sector. To qualify as a PPP,
the project should concern a public function,
involve the general government as the principal
purchaser, be financed from non-public sources
and engage a corporation outside the general
government as the principal operator that provides
significant inputs in the design and conception of
the project and bears a relevant amount of the risk.

Quality of public finances Comprises all
arrangements and operations of fiscal policy that
support the macroeconomic goals of fiscal policy,
in particular economic growth.

Quasi-fiscal activities Activities promoting public
policy goals carried out by non-government units.

QUEST The macroeconomic model of the EU
Member States plus the US and Japan developed
by the Directorate-General for Economic and
Financial Affairs of the European Commission.

Recently acceded Member States Countries that
became members of the EU in May 2004 and
include Cyprus, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Malta, Poland,
Slovakia and Slovenia. Two additional countries,
Romania and Bulgaria joined in January 2007.

Sensitivity analysis An econometric or statistical
simulation designed to test the robustness of an
estimated economic relationship or projection,
given various changes in the underlying
assumptions.



Significant divergence A sizeable excess of the
budget balance over the targets laid out in the
stability or convergence programmes, that triggers
the Early warning procedure of the Stability and
Growth Pact.

Size of the public sector Typically measured as
the ratio of public expenditure to nominal GDP.

‘Snow-ball’ effect The self-reinforcing effect of
public debt accumulation or decumulation arising
from a positive or negative differential between the
interest rate paid on public debt and the growth
rate of the national economy. See also government
budget constraint.

Social security contributions (SSC) Mandatory
contributions paid by employers and employees to
a social insurance scheme to cover for pension,
health care and other welfare provisions.

Sovereign bond spread The difference between
risk premiums imposed by financial markets on
sovereign bonds for different states. Higher risk
premiums can largely stem from (i) the debt
service ratio, also reflecting the countries' ability to
raise their taxes for a given level of GDP, (ii) the
fiscal track record, (iii) expected future deficits,
and (iv) the degree of risk aversion.

Stability and Growth Pact (SGP) Approved in
1997 and reformed in 2005, the SGP clarifies the
provisions of the Maastricht Treaty regarding the
surveillance of Member State budgetary policies
and the monitoring of budget deficits during the
third phase of EMU. The SGP consists of two
Council Regulations setting out legally binding
provisions to be followed by the European
Institutions and the Member States and two
Resolutions of the European Council in
Amsterdam (June 1997). See also Excessive
Deficit Procedure.

Stability programmes Medium-term budgetary
strategies presented by those Member States that
have already adopted the euro. They are updated
annually, according to the provisions of the
Stability and Growth Pact. See also Convergence
programmes.

Stock-flow  adjustment  The  stock-flow
adjustment (also known as the debt-deficit
adjustment) ensures consistency between the net

borrowing (flow) and the variation in the stock of
gross debt. It includes the accumulation of
financial assets, changes in the value of debt
denominated in foreign currency, and remaining
statistical adjustments.

Structural budget balance The actual budget
balance net of the cyclical component and one-off
and other temporary measures. The structural
balance gives a measure of the underlying trend in
the budget balance. See also primary structural
budget balance.

Sustainability A combination of budget deficits
and debt that ensure that the latter does not grow
without bound. While conceptually intuitive, an
agreed operational definition of sustainability has
proven difficult to achieve.

Tax elasticity A parameter measuring the relative
change in tax revenues with respect to a relative
change in GDP. The tax elasticity is an input to the
budgetary sensitivity.

Tax gaps Measure used in the assessment of the
sustainability of public finances. They measure the
difference between the current tax ratio and the
constant tax ratio over a given projection period to
achieve a predetermined level of debt at the end of
that projection period.

Tax smoothing The idea that tax rates should be
kept stable in order to minimise the distortionary
effects of taxation, while leaving it for the
automatic stabilisers to smooth the economic
cycle. It is also referred to as neutral discretionary
fiscal policy. See also cyclical component of fiscal
policy.

Tax wedge The deviation from equilibrium
price/quantity as a result of a taxation, which
results in consumers paying more, and suppliers
receiving less. When referring to labour tax wedge
more specifically, the tax wedge is usually
regarded as the difference between the difference
between the salary costs of an average worker to
their employer and the amount of net income that
the worker receives in return, the difference being
represented by taxes including personal income
taxes and compulsory social security contributions.

Total factor productivity Represents the share of
total output not explained by the level of inputs
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(labour, capital or primary product). It is generally
considered as a measure of overall productive
efficiency.

Welfare state Range of policies designed to

provide insurance against unemployment, sickness
and risks associated with old age.
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Directorate-General for Economic and
Financial Affairs
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European Parliament
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epp.eurostat.ec.europa.eu
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www.europarl.europa.eu

Economics and Finance Ministries

Belgium

Bulgaria
Croatia

Czech Republic
Denmark
Germany
Estonia

Ireland

Greece

Spain

France

Italy

Cyprus
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www.treasury.fgov.be/interthes

www.minfin.bg
http://www.mfin.hr/en
www.mfcr.cz

www.fm.dk
www.bundesfinanzministerium.de
www.fin.ee
www.irlgov.ie/finance
www.mnec.gtr/en/

WWwWw.mineco.es/

www.finances.gouv.fr

WWW.tesoro.it

www.mof.gov.cy

Ministére des Finances -
Ministerie van Financen

Ministry of Finance

Ministry of Finance

Ministry of Finance

Ministry of Finance
Bundesministerium der Finanzen
Ministry of Finance

Department of Finance

Ministry of Economy and Finance

Ministerio de  Economia 'y
Hacienda

Ministére Economie, Finances et
I'Industrie

Ministero dell’Economia e delle
Finanze

Ministry of Finance



Latvia
Lithuania
Luxembourg
Hungary

Malta

Netherlands
Austria

Poland

Portugal
Romania
Slovenia

Slovak Republic
Finland

Sweden

United Kingdom

www.fm.gov.lv
www.finmin.It

www.etat.lu/FI
www.p-m.hu

finance.gov.mt

www.minfin.nl
www.bmf.gv.at
www.mofnet.gov.pl
www.min-financas.pt
www.mfinante.ro
www.gov.si/mf
www.finance.gov.sk
www.vn.fi/vm
finans.regeringen.se

www.hm-treasury.gov.uk

Independent Fiscal Institutions

Belgium

Bulgaria

http://www.plan.be/

http://www.docufin.fgov.be/inters
algfi/hrfcsf/onzedienst/onzedienst
.htm

http://www.mfin.hr/en/fiscal-
policy-committee
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Ministry of Finance
Ministry of Finance
Ministere des Finances
Ministry of Finance

Ministry of Finance and Economic
Affairs

Ministerie van Financien
Bundesministerium fiir Finanzen
Ministry of Finance

Ministério das Finangas
Ministry of Finance

Ministry of Finance

Ministry of Finance

Ministry of Finance
Finansdepartementet

Her Majesty's Treasury

Federaal Planbureau/Bureau
Fédéral du Plan (Belgian Federal
Planning Bureau)

Hoge Raad van Financién/Conseil
Supérieur des Finances (Belgian
High Council of Finance)

Odbor za fiskalnu  politiku
(Croatian Fiscal Policy Committee)
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Czech Republic

Denmark

Germany

Estonia

Ireland

Greece

Spain

France

Italy

Cyprus

Latvia

Lithuania

Luxembourg

Hungary

http://www.dors.dk/

http://www.stabilitaetsrat.de/DE/
Beirat/Beirat_node.html

http://www.eelarvenoukogu.ee/en

http://www.fiscalcouncil.ie/

http://www.pbo.gt/

http://www.airef.es/

http://www.hctp.fr/

http://www.parlamento.it/1122

http://www.parlament.hu/kt/tagok
.htm

De @konomiske Rad (Danish
Economic Councils)

Unabhéngiger Beirat des
Stabilitétsrates (German
Independent  Fiscal  Advisory
Council to the Stability Council)

Eelarvendukogu (Estonian Fiscal
Council)

Irish  Fiscal Advisory Council
(IFAC)

Greek Parliamentary Budget Office

Autoridad Independiente de
Responsabilidad Fiscal (AIReF)

Haut Conseil des Finances
Publiques (French High Council of
Public Finance)

Ufficio Parlamentare di Bilancio
(Italian ~ Parliamentary =~ Budget
Office)

Fiscal Council of Cyprus

Fiskalas disciplinas padome
(Latvian Fiscal Discipline Council)

Lietuvos Respublikos Valstybes
Kontrole (National Audit Office of
Lithuania)

National Statistical Office
(STATEC, Luxembourg)

Conseil National des Finances
Publiques (CNPF, Luxembourg)

Koltségvetési Tanacs (Hungarian
Fiscal Council)



Malta

Netherlands
www.cpb.nl

Austria http://www.fiskalrat.at/
http://www.wifo.ac.at/

Poland

Portugal http://www.cfp.pt/

Romania http://www.consiliulfiscal.ro/

Slovenia http://www.umar.gov.si/

Slovak Republic http://www.rozpoctovarada.sk/

Finland

Sweden http://www.finanspolitiskaradet.c
om/

United Kingdom http://budgetresponsibility.org.uk/

Raad van State (Dutch Council of
State)

Centraal Planbureau (Netherlands
Bureau for Economic Policy
Analysis)

Fiskalrat (Austrian Fiscal Advisory
Council)

Osterreichisches Institut  fiir
Wirtschaftforschung  (WIFO -
Austrian Institute for Economic
Research)

Conselho das Finangas Publicas
(Portuguese Public Finance
Council)

Consiliul Fiscal (Romanian Fiscal
Council)

Urad RS Slovenije za
makroekonomske analize in razvoj
(Slovenian Institute of
Macroeconomic  Analysis  and
Development -IMAD)

Rada pre rozpoctovu zodpovednost’
(Slovak  Council for  Fiscal
Responsibility)

Valtiontalouden  Tarkastusvirasto
(Finnish National Audit Office)

Finanspolitiska Radet (Swedish
Fiscal Policy Council)

Office for Budget Responsibility
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(OBR)

Central banks

European Union www.ecb.int European Central Bank

Belgium www.nbb.be Banque Nationale de Belgique /
Nationale Bank van Belgié

Bulgaria www.bnb.bg Bulgarian National Bank

Croatia http://www.hnb.hr/eindex.htm Croatian National Bank

Czech Republic www.cnb.cz Czech National Bank
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Denmark www.nationalbanken.dk Danmarks Nationalbank
Germany www.bundesbank.de Deutsche Bundesbank
Estonia www.eestipank.info Eesti Pank

Ireland www.centralbank.ie Central Bank of Ireland
Greece www.bankofgreece.gr Bank of Greece

Spain www.bde.es Banco de Espaia

France www.banque-france.fr Banque de France

Italy www.bancaditalia.it Banca d'Italia

Cyprus www.centralbank.gov.cy Central Bank of Cyprus
Latvia www.bank.lv Bank of Latvia

Lithuania www.lb.1t Lietuvos Bankas
Luxembourg www.bcl.lu Banque Centrale du Luxembourg
Hungary www.mnb.hu National Bank of Hungary
Malta www.centralbankmalta.com Central Bank of Malta
Netherlands www.dnb.nl De Nederlandsche Bank
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Austria www.oenb.at Oestereichische Nationalbank
Poland www.nbp.pl Narodowy Bank Polski
Portugal www.bportugal.pt Banco de Portugal

Romania www.bnro.ro National Bank of Romania
Slovenia www.bsi.si Bank of Slovenia

Slovak Republic www.nbs.sk National Bank of Slovakia
Finland www.bof.fi Suomen Pankki

Sweden www.riksbank.com Sveriges Riksbank

United Kingdom www.bankofengland.co.uk Bank of England

EU fiscal surveillance framework

Stability and Growth Pact:

ec.europa.eu/economy_finance/sg_pact fiscal policy/index en.htm?cs mid=570
Excessive deficit procedure:

ec.europa.cu/economy_finance/sg_pact_fiscal policy/fiscal policy554 en.htm

Early warning mechanism:

http://ec.europa.eu/economy_finance/sg_pact_fiscal policy/fiscal policy1075 en.htm
Stability and convergence programmes:
ec.europa.cu/economy_finance/sg_pact_fiscal policy/fiscal policy528 en.htm
Sustainability of public finances:

http://ec.europa.eu/economy_finance/sg_pact fiscal policy/fiscal policy546 en.htm

Quality of public finances

http://ec.europa.eu/economy_finance/publications/publication_summary12186_en.htm
http://ec.europa.eu/economy_finance/epc/epc_publications_en.htm#Quality%200f%20public%20finances
Lisbon Strategy for Growth and Jobs

http://ec.europa.eu/growthandjobs/index_en.htm


http://ec.europa.eu/economy_finance/sg_pact_fiscal_policy/fiscal_policy546_en.htm�
http://ec.europa.eu/economy_finance/publications/publication_summary12186_en.htm�
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