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Ensuring high quality of public finances (QPF) with a view to supporting long-term economic 
growth has gained new urgency in light of the current crisis. It has drastically reduced the 
medium-term fiscal room for manoeuvre which in many countries was already under long-
term pressure due to ageing populations. Improving QPF can play an important role in 
creating additional fiscal space by delivering public services efficiently and effectively and 
creating conditions conducive to economic growth and employment, including through the 
structure and efficiency of revenue systems. Strong fiscal governance frameworks are another 
key element of QPF as they impact not only the efficiency of sector performances and overall 
budgetary outcomes thereby contributing to ensuring long-term sustainability. 

Based on the view that QPF is a multi-dimensional concept, this paper attempts to capture the 
main facets of QPF through a set quantitative indicators which are summarised into several 
composite indicators. The paper takes a macroeconomic viewpoint, thus trying to capture the 
links between public finances and long-term economic growth (and abstracting from other 
policy objectives) through variables that represent these links. Based on a number of 
economic and statistical selection criteria, this paper chooses a set of 66 indicators (from a set 
of more than 400 variables considered) and summarises them into 12 composite indicators to 
capture some main facets of QPF and growth. In constructing the composite indicators the 
paper follows the ten-step approach laid out by the OECD as guidelines for their construction. 
Four aggregation methods are compared (unweighted average, weighted average, random 
weights and a weighted average using factor analysis) and the robustness of the results tested. 
Exemplary for one method (weighted average) detailed data for all indicators and composite 
indicators are provided in the paper's annex. 

The main findings can be summarised as follows. A sufficient number of QPF indicators fulfil 
the selection criteria. However, their time coverage is generally rather poor, which would 
make an assessment of QPF over time rather difficult. Thus, this paper presents results only 
for 2007 (with some data only available up to 2005). The composite indicator calculations, 
using the four calculation methods, produce remarkably robust results which are broadly in 
line with conventional wisdom. In particular, indicators show that some countries, based on 
2007 data, appear to have weaknesses in many QPF areas. On the other hand, there is no EU 
Member State that excels in all QPF areas, but there are some countries that appear to have 
chosen a growth-conducive policy mix, e.g. by outperforming in areas, such as education, 
R&D and operating strong fiscal frameworks, in order to avoid that above-average size 
government expenditure risks being used inefficiently. As regards public expenditure, the 
composite indicators used here focus on outcomes rather than expenditure efficiency or 
effectiveness for which more detailed analysis would be needed. A proposed simple method 
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in the paper to link the composite outcome indicators with public expenditure shows that the 
composite indicators indeed contain useful information with findings that are broadly in line 
with efficiency studies. 

Overall the paper finds merit in quantifying QPF through composite indicators but cautions 
about their usage. Composite indicators are a useful tool to capture and make operational 
complex issues, such as QPF, and compare them systematically across countries with a view 
to having a rough guide to identify potential strengths and weaknesses. However, composite 
indicators need to be treated cautiously given the inherent caveats such as potential 
oversimplification and lack of accounting for country-specificities. In particular, the 
indicators used here do not yet account for a time dimension and the measurement of 
expenditure efficiency. Given these limitations the use of composite indicators can be only 
one instrument in the analysis of QPF and needs to be supplemented by qualitative 
assessments. 

 


