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Summary

The economic literature has provided abundant analysis 
on how taxes, government expenditures and budget 
balances should be set over the business cycle for fiscal 
policy to be considered optimal and sustainable. 
However, experience has shown that such policies were 
in practice not always pursued by policymakers. Some 
of the most evident signs have been the tendency to 
conduct pro-cyclical fiscal policies and the large 
increase of debt ratios in a number of developed 
economies. The debate on the ways to favour sound 
fiscal policies has focused on the need to rebalance the 
incentives of policy-makers or impose constraints on the 
conduct of fiscal policy via the introduction of adequate 
fiscal rules and institutions.  

At EU level, the Maastricht Treaty and the Stability and 
Growth Pact (SGP) impose budgetary obligations on 
Member States. In order to ensure the respect of 
objectives, both of them also stress the importance of 
national rules and institutions for budgetary discipline. 
In particular, the report on the SGP reform endorsed by 
the European Council on 22 March 2005 states that 
national budgetary rules should be complementary to 
the Member States’ commitments under the Stability and 
Growth Pact and that national institutions could play a 
more prominent role in budgetary surveillance to 
strengthen national ownership, enhance enforcement 
through national public opinion and complement the 
economic and policy analysis at EU level. The 
importance attached to national fiscal rules and 
institutions in the reformed SGP reflects the consensus 
among Member States that appropriate national fiscal 
rules and institutions could provide the basis for sound 
and sustainable budgetary developments and contribute 
to the respect of the objectives of the EU fiscal 
framework.  

This chapter focuses on national numerical fiscal rules 
and independent institutions which may influence fiscal 
policy making (e.g. 'fiscal councils'). It exploits the 
results of surveys which review the rules and institutions 
in force in the 25 EU Member States and assesses 
whether these arrangements have an effect on budgetary 

outcomes. The definition of 'fiscal rules' follows that 
proposed by Kopits and Symanski (1998), i.e. a 
permanent constraint on fiscal policy, expressed in 
terms of a summary indicator of fiscal performance. 
Numerical fiscal rules therefore specify numerical 
targets or limits for key budgetary aggregates such as 
annual budget balance, expenditure, revenue, or debt. 
The 'independent institutions' covered by the analysis 
are the national bodies, primarily financed by public 
funds, other than government and Parliament, which can 
be considered as functionally independent, and which 
regularly provide independent inputs, analysis, 
assessments or recommendations in the area of fiscal 
policy. The questions related to the desirable 
characteristics of the budgetary process, which have 
already been extensively addressed in the literature, are 
outside the scope of this chapter.  

The analysis of the survey on numerical fiscal rules 
leads to the following conclusions:  

• The number of rules in force in EU Member States 
has increased continuously over the past twenty 
years. This tendency has been accompanied by an 
interesting evolution in terms of the government 
sub-sectors covered by rules. While in the early 90s 
fiscal rules were mostly applied to territorial (local 
and regional) governments, a relatively recent 
feature has been the development of fiscal rules for 
the whole of the general government sector and the 
social security sub sector. This may be a response to 
the increasing spending pressures in the social 
security sector and to the introduction of the EU 
fiscal rules, which impose requirements for the 
general government deficit and debt. 

• The characteristics of the numerical fiscal rules in 
place vary depending on the sub-sector to which 
they apply. Most of the numerical rules applied to 
regional and local governments are enshrined in a 
legal text or constitution, while rules applying to the 
central government or the whole of the general 
government sector are more frequently based on 
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coalition agreements or political commitments. 
Similarly, while rules for regional and local 
governments seem to have relatively strong 
enforcement mechanism, rules applying to general 
and central governments generally do not envisage 
ex ante defined actions in case of non compliance. 
Another interesting finding appears when taking 
into account the type of budgetary governance, 
namely the distinction between the so-called 
contract and delegation countries61. Both sets of 
countries have a similar number of numerical fiscal 
rules. However, contract countries have more 
numerical fiscal rules applied to central government 
and social security sectors while delegation 
countries have a higher number of fiscal rules 
implemented at regional and local level. 

• Statistical and econometric exercises suggest the 
existence of a link between numerical rules and 
budgetary outcomes. A preliminary descriptive 
analysis of data shows two interesting results. 
Firstly, the primary CAB on average improved in 
the years following the introduction of fiscal rules 
while it remained broadly stable over the period 
under consideration (1990-2005). Secondly, 
primary government expenditure adjusted for the 
cycle tend to grow more slowly in the years 
following the introduction of numerical expenditure 
rules. 

• When enriching the analysis by taking into account 
the coverage and characteristics of fiscal rules and 
by controlling for various factors that may affect 
government budget balance and developments in 
primary expenditure (debt ratio, cyclical 
conditions), the presumption of a link between 
numerical fiscal rules and budgetary outcomes is 
strengthened. The analysis suggests that an increase 
in the share of government finances covered by 
numerical fiscal rules leads, ceteris paribus, to 
lower deficits or higher surpluses. In the case of 
expenditure rules, it appears that an increase in the 
coverage of government finances by expenditure 
rules leads to a reduction in the primary 
expenditure-to-GDP ratio. The analysis also 
suggests that the characteristics of fiscal rules 
matter for their influence on budgetary outcomes. 
Strong rules, enshrined in law or constitution and 
foreseeing automatic enforcement mechanisms, 

                                                 
61  Delegation countries tend to centralise their budget process 

by delegating powers to a strong Minister of Finance. They 
generally have single-party governments or government 
coalitions of ideologically aligned parties. In contrast, 
contract or commitment countries usually present 
governments with a larger political dispersion. Different 
parties and ministries take part in the negotiation process 
leading to an agreement (a 'contract') on a set of key fiscal 
objectives. In theory, contract countries are expected to 
show a greater number of fiscal rules than delegation 
countries (see Box III.1 for more details).  

seem to have a larger influence on budgetary 
outcomes. 

The main conclusions of the analysis of the survey on 
national independent institutions can be summarised as 
follows:  

• Institutions having the characteristics of an 
independent fiscal institution (or 'fiscal council') 
exist in fifteen EU countries, thirteen of them being 
former EU-15 Member States. Interestingly, and 
contrasting with the results of the survey on fiscal 
rules, most of the institutions in place were created 
long time ago, and there is no visible tendency 
towards the development of such institutions in the 
EU. There is a great deal of variety in the type of 
institutions in place. Two major categories of 
institutions can be distinguished: (i) institutions in 
charge of providing forecasts or/and conducting 
positive analyses on fiscal policy issues; and (ii) 
institutions issuing normative statements and 
recommendations on the conduct of fiscal policy.  

 As regards the activity of forecasting, in ten EU 
countries there is at least one independent 
institution that produces macroeconomic or 
budgetary forecasts on a regular basis, against 
which the official projections can be assessed. In 
most cases, however, the government remains free 
to use its own macroeconomic forecasts for the 
preparation of the budget. There are, in the whole 
EU, only three exceptions to this rule. The basis for 
the forecast to be used for the budget preparation 
differs: in two cases, there is no formal obligation 
for the government, while there is a legal 
requirement in the third case. There are in the EU 
sixteen institutions conducting independent analysis 
on fiscal policy developments. Most of them also 
regularly issue recommendations in the area of 
fiscal policy. In almost all cases, there is no formal 
obligation for the government to follow the 
recommendations of the independent institution. 
According to the replies to the survey, independent 
institutions issuing fiscal policy recommendations 
mainly influence decisions through their effect on 
the public debate and reputation costs. 

• Assessing the influence of the institutions covered 
by the study on the conduct of fiscal policy is by 
nature a complex exercise. However, combining 
descriptive analysis, the result of existing empirical 
studies and the answers to the questionnaires, a 
number of conclusions on the possible contribution 
of such institutions to fiscal discipline can be 
drawn. First of all, delegation of the forecasting 
activity seems to be an efficient way to address 
possible optimistic biases in macroeconomic 
projections. Secondly, the institutions in place seem 
to have had a considerable impact on the public 
debate. In most of cases, forecasts or 
recommendations issued by independent institutions 
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benefit from large media coverage and the analysis 
undertaken by the institutions are generally 
considered above or well above standards. The 
survey also provides evidence that 
recommendations formulated by the institutions 
covered by the study have an influence on fiscal 
policy developments. There is notably a perception 
that such institutions have contributed to fiscal 
discipline. 

Overall, the empirical analysis in this part of the report 
confirms the influence of national fiscal rules and 
institutions in determining budgetary outcomes. It 
underlines the relevance of well designed national fiscal 
rules and appropriate institutional fiscal frameworks to 
ensure sound fiscal policies and the respect of the 
objectives of the EU fiscal surveillance. 
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1. Introduction 

The Maastricht Treaty and the Stability and Growth Pact 
(SGP) impose budgetary obligations on the Member 
States. In order to facilitate the respect of these 
obligations, both of them also stress the importance of 
national rules and institutions for budgetary discipline. 
The Protocol on the excessive deficit procedure annexed 
to the EU Treaty states that Member States shall ensure 
that national procedures in the budgetary area enable 
them to meet their obligations in this area deriving from 
this Treaty. The report on the SGP reform endorsed by 
the European Council on 22 March 2005 states that 
national budgetary rules should be complementary to 
the Member States’ commitments under the Stability and 
Growth Pact and that national institutions could play a 
more prominent role in budgetary surveillance to 
strengthen national ownership, enhance enforcement 
through national public opinion and complement the 
economic and policy analysis at EU level.  

The importance attached to national fiscal rules and 
institutions in the reformed SGP is not fortuitous. Recent 
economic history provides evidence that policymakers 
do not always pursue time consistent and sustainable 
fiscal policies: the tendency to conduct pro-cyclical 
fiscal policies and the recent increase of debt ratios in a 
number of developed economies point to the existence 
of a deficit bias. The explanations for this bias generally 
point to the consideration that policymakers may not 
have the right incentives to pursue sound public finances 
in the long run. In this context, a number of proposals 
have been put forward with the intention of modifying 
national fiscal frameworks that form the environment, 
the incentives and the constraints under which 
policymakers operate, in a way that would foster the 
conduct of sound fiscal policies.  

The proposals concerned notably (i) the procedural rules 
laid down in law or constitution governing the 
elaboration and implementation of the annual budget 
law; (ii) the numerical fiscal rules which are guiding or 
imposing constraints on the discretion of policy-makers; 

and (iii) national independent institutions, other than 
government and Parliament, possibly influencing fiscal 
policy. 

This chapter reviews the numerical fiscal rules and the 
independent bodies or institutions in force in the 25 EU 
Member States and assesses their influence on budgetary 
developments. The questions related to the desirable 
characteristics of the budgetary process have already 
been extensively addressed in the literature and are 
outside the scope of this chapter. The aim of the analysis 
is not to make an overall judgement on the quality of 
national budgetary rules and institutions in the EU 
countries. The study should therefore not be read as a 
plea per se in favour of particular arrangements, since 
there is no single best institutional framework that 
would be suitable for all countries.  

The first section provides empirical evidence on the 
existence of a deficit bias in the EU countries and other 
developed economies. It discusses the main reasons for 
the existence of such a bias and some possible ways to 
address it. The second section is devoted to the analysis 
of numerical fiscal rules in the EU Member States and 
their impact on budgetary developments. The analysis is 
based on a new dataset providing a comprehensive 
overview of existing numerical fiscal rules in the EU. 
The third section focuses on the existing independent 
bodies and institutions playing a role in the conduct of 
fiscal policy, either by providing inputs for the conduct 
of fiscal policy (e.g. forecasts on which budgets are 
based), conducting analysis on budgetary developments, 
or issuing normative statements or recommendations in 
the area of fiscal policy. Compared to fiscal rules, it is 
more difficult to analyse and reach firm conclusions on 
the effectiveness of fiscal institutions by means of 
statistical tools, in part because the institutional 
arrangements differ considerably from one country to 
another. The analysis is therefore supported by 
illustrative case studies on the reality of selected 
countries. 
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2. Rationale for the introduction of numerical 
fiscal rules and independent institutions at 
national level 

2.1. Introduction 

The economic literature has provided abundant analysis 
on how taxes, government expenditures and budget 
balance should be set over the business cycle for fiscal 
policy to be considered optimal and sustainable. 
However, experience has provided ample evidence that 
such policies were in practice not always pursued by 
policy-makers. Some of the most evident signs have 
been the tendency to conduct pro-cyclical fiscal policies 
and the propensity to finance public expenditure with 
debt in a number of industrialised economies. The 
debate on the ways to address the deficit bias has 
focused on the need to rebalance incentives of policy-
makers and impose constraints on the conduct of fiscal 
policy, via the introduction of adequate fiscal rules and 
institutions. This section first provides empirical 
evidence for the existence of a deficit bias in most of 
developed economies (considerations related to the 
conduct of pro-cyclical policies are addressed in Part 4 
of this report). Next, the main explanations for the 
existence of such a bias mentioned in the literature are 
reviewed. Finally, proposals for limiting or eliminating 
the deficit bias are examined.  

2.2. The deficit bias in perspective 

When looking at fiscal developments in a long-term 
perspective, it appears that episodes of protracted 
departure from budgetary balance have been rather 
uncommon in the history. Up to the first oil price shock, 
budgetary deficits were almost exclusively related to 
war episodes and were typically corrected promptly (see 
European Commission, 2004). The picture changed 
from the 70s onwards, when sustained deficits not 
related to exceptional public finance needs as during war 
periods were recorded in the most advanced economies.  

The propensity to finance public spending with debt has 
become an increasing source of concern in Europe. As 
illustrated in Graph III.1 below, in the last thirty years 
the general government gross debt-to-GDP ratio has 
been increasing rapidly in the EU. In countries like 
Germany and France, for example, debt ratios – not debt 
levels – more than tripled over the last three decades. 
Even if most EU governments started to shift gear 
during the 1990s with the agreement on the Maastricht 
Treaty and the run-up to EMU, deficit and debt levels 
remain high in a number of EU countries.62 

Graph III.1. Developments in the debt ratio in the 
main industrialised regions since 1970 
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In the absence of policy measures, government deficits 
and debt will further increase in the medium and long 
term. In most of EU countries, governments made in the 

                                                 
62  For instance, in 2005, the debt-to-GDP ratio reached 107.5 

percent of GDP in Greece, 106.4 percent in Italy, 93.3 
percent in Belgium, 67.7 percent in Germany and 66.8 
percent in France.  
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past long-term welfare expenditure commitments which, 
against the background of demographic changes, i.e. low 
birth rates and longer life expectancy resulting in 
population ageing, may lead to unsustainable 
government finances. The recent long-run projections of 
the Commission (see Graph I.22) show that, under 
unchanged policies, the debt ratio could follow an 
explosive path in most EU countries due to the large 
amounts of implicit liabilities that Member States have 
accumulated and continue to build up. In light of this 
challenge, addressing the causes for the deficit bias is a 
major and urgent challenge in a number of EU countries.  

2.3. Reasons for the deficit bias point to 
the short-term horizon of policy-
makers 

2.3.1. Explanations for the deficit bias 

The reasons for the conduct of undesirable fiscal 
policies leading to persistent deficits have been 
addressed extensively in the economic literature. Most 
explanations are based on political economy 
considerations related to the short-term horizon of policy 
makers, which in turn leads to time-inconsistent fiscal 
policies. 

The electoral cycle and voters’ fiscal illusion 

A first possible explanation for the existence of a deficit 
bias is related to the fact that individuals (voters) tend to 
see the short-term benefits they can get from lower taxes 
and increased government spending but are not always 
fully aware of the possible long-term costs of such 
policies.63 This 'fiscal illusion' would notably explain 
why governments conducting policies leading to high 
and unsustainable deficits are not always punished by 
voters. Instead, voters’ behaviour would provide 
incentives for opportunistic politicians to improve their 
chances to be re-elected through the implementation of 
unfinanced tax reductions or expenditure increases.64 
This can also result in asymmetric fiscal policy over the 
cycle, since governments generally get more support for 
implementing expansionary fiscal policies during 
downturns than for consolidating government finances 
in upturns.65  

                                                 
63  See Alesina and Perotti (1994) and papers of the “public 

choice” school (Buchanan (1959), Buchanan and Wagner 
(1977), Buchanan and Tullock (1962)). 

64  Persson and Tabellini (1998) showed that taxes are 
generally cut before elections and that painful fiscal 
adjustments are postponed after elections. Buti and van 
den Noord (2004) put in evidence the role of electoral 
cycles in explaining budgetary developments.  

65  While electoral cycles and "fiscal illusion" have so far 
been widely accepted as explanatory elements for the 
deficit bias, this view has been challenged by recent 
research. See notably Brender and Drazen (2006). 

An alternative argument why voters would not punish 
excessive lending has to do with intertemporal 
redistribution. The generation that is alive today may 
prefer leaving the burden of debt to future generations 
while taking advantage of today's lower taxes and higher 
public spending. Since the current generation is the only 
one that votes, such preferences may provide incentives 
for undesirable policies from a society point of view. 

Short-term strategic behaviour of political parties  

Another explanation for the deficit bias is based on the 
influence of strategic actions of political parties. Several 
authors (see notably Persson and Svenson, 1989) argued 
that the behaviour of political parties that are likely to 
alternate in office can feed the deficit bias. For instance, 
governments with little chances of being re-elected may 
be tempted to run deficits and accumulate debt in the 
course of their mandate so as to prevent future 
governments from engaging in ambitious programmes 
or in activities inconsistent with the priorities of the 
administration currently in power (Tabellini and 
Alesina, 1990). As a result, the larger the probability of 
an electoral defeat for the administration in power and 
the larger the difference in preferences between parties, 
the larger the deficit bias may be (Calmfors, 2005). This 
explanation might be particularly relevant for those 
countries experiencing a high political unrest. 

Fragmented governments and the common pool 
problem 

Another part of literature has studied the influence of 
voting rules and political systems on budgetary 
outcomes. Roubini and Sachs (1988) argued that the 
extent of dispersion of political power among different 
parties in the government could explain part of the rising 
spending pressures that appeared in the 70s and 80s. At 
that time, the growing strains on public budgets were not 
associated to demographic factors but to pressures 
exercised by different groups of interest through 
political parties. The theoretical underpinning of this 
explanation draws on the “common pool” problem, 
which arises when several players representing different 
interest groups bargain on the allocation of public 
resources with the view to satisfy their own base. Each 
actor tends to maximise appropriation, without 
internalising the overall budget constraint (Hallerberg 
and Von Hagen, 1999). In the absence of a clear 
delegation of powers to a strong Finance Minister 
(delegation approach) or of preliminary agreements or 
pacts within the cabinet (contract approach) to decide on 
budgetary allocations in a centralised manner, this 
situation can lead to a deficit bias.  

2.3.2. Recent economic and political 
developments might have strengthened 
those elements behind the deficit bias 

Most of the possible explanations for the deficit bias 
described above were already valid a long time ago. 
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However, as previously seen, the deficit bias has gained 
considerable strength from the 1970s onwards. This 
suggests that a number of recent political and economic 
developments have had an influence on the deficit 
bias.66 

Lower potential growth, the size of the public sector 
and globalisation 

The increase in the deficit bias has coincided with 
decelerating growth rates in most advanced economies 
and an increase in the size of the public sector reflecting 
the involvement of governments in a growing number of 
economic activities (e.g. the production of goods and 
services) and the extension of the welfare state (see 
Graph III.2).67 The higher expenditure associated with 
the increasing demand for public services were not 
always matched by similar increases in revenues. This 
can be explained by the potential economic and electoral 
costs of raising an already high tax burden in an 
integrating world economy in which certain tax bases 
have become more mobile. Obviously, this does not 
entail a causality relationship between the size of the 
government and the deficit bias; some countries show 
simultaneously sizeable public sector and sound fiscal 
positions. This only suggests that large public sectors 
might favour those elements behind the deficit bias.   

                                                 
66  Political changes occurred during the twentieth century 

could also partially explain why those elements behind the 
deficit bias have gained strength. It is broadly recognised 
that policy making in democratic systems is associated to 
an inherent deficit bias largely due to the elements 
described in section 2.3.1. As democratic regimes extended 
through most of industrialised countries those factors 
linked to the electoral cycle and 'selfish generation' may 
have had an increasing influence on the deficit bias. 

67  Explanations for the growing size of public sectors over 
the last decades point to a wide range of possible causes: 
from the Wagner's Law and Baumol disease theories to 
interpretations arguing that the expansion of the public 
sector mostly stemmed from economic policy decisions 
reflecting changing perceptions about the role of the 
government. In line with this reasoning, Rodrik (1998) 
argues that trade openness and market integration 
experienced in recent decades may help explain the rising 
burden on public budgets caused by public social 
expenditure, subsidies and transfers. The degree of 
exposure to international competition would increase the 
demand for insurance against external shocks and more 
open economies would have larger public sectors. This 
might have bolstered the tendencies towards time 
inconsistent fiscal policies and led to a higher deficit bias 
(Annet, 2005). 

Graph III.2. Developments in the debt ratio in the 
main industrialised countries and in the EU over the 
last 30 years 
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The role of monetary unions 

The incentives for the conduct of unsound fiscal policies 
may also be stronger in a monetary union (Weale, 2004). 
In flexible exchange rate regimes, the negative effects of 
unsustainable or pro-cyclical fiscal policies have a direct 
negative impact on the country concerned (e.g. through 
higher real interest rate and lower growth prospects).68 
In a monetary union, the effects of an expansionary 
fiscal policy on economic growth may be larger than 
would be the case in absence of monetary union because 
there is little crowding out of private investment and 
consumption due to the partial interest rate response. In 
addition, the adoption of a common currency eliminates 
the exchange rate risk and the associated interest rate 
risk premia among the participant countries, thus 
weakening the discipline and signalling function 
normally exerted by financial markets.69 In the long 
term, if excessive borrowing in one country or group of 
countries leads to inflationary pressures or even, in the 
extreme, to a risk of default, the implications in terms of 
monetary policy and financial stability may be shared by 
all the members of the union. 

2.4. How can the deficit bias be addressed? 

The debate on the ways to address the deficit bias has 
focused on the need to rebalance the incentives of 
policy-makers or / and to impose constraints on the 
conduct of fiscal policy. A commonly accepted view is 
that budgetary governance structures should provide 
sufficient information and the right incentives for 
governments and institutions concerned to interact in a 
way that favours or ensures sound fiscal policies. 

                                                 
68  Obviously, such policies would also have negative effects 

in fixed exchange rate regimes.  
69  This can be seen in developments of euro area government 

bond yields, which point to a narrowing of spreads across 
countries. 
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Institutional settings at national level can play an 
important role in containing spending and deficit biases. 
These settings include in particular (i) the procedural 
rules of the budgetary processes, i.e. the process laid 
down in law or constitution governing the elaboration of 
the annual budget law; (ii) the numerical fiscal rules 
which are guiding or imposing constraints on the 
discretion of policy-makers; and (iii) the independent 
bodies or institutions in charge of providing inputs 
(forecasts, analysis) and formulating recommendations 
in the area of fiscal policy.  

As mentioned in the introduction, the questions related 
to the desirable characteristics of the budgetary process 
are outside the scope of this chapter. The main findings 
of the literature on this issue are summarised in Box 
III.1. The following sub-sections focus on the role of 
numerical fiscal rules and independent institutions, other 
than government and Parliament, which may have an 
influence on the conduct of fiscal policy. 

2.4.1. Numerical fiscal rules 

A simple way to promote or ensure the implementation 
of time-consistent policies is the introduction of 
numerical fiscal rules. Such rules can be defined in 
many different ways. They can for instance introduce 
limits on the deficit or debt of entities of the general 
government sector (budget balance and debt rules), on a 
yearly basis or on average over a given period. 
Alternatively, they can impose constraints on some 
categories of government expenditure or tax revenues 
(expenditure and revenue rules). A detailed typology 
and review of the properties of different types of fiscal 
rules is included in section 3.2 of this Chapter.  

While not fully ruling out discretionary policy, fiscal 
rules, if enshrined in constitution or law and having 
strict monitoring and enforcement mechanisms, can 
impose binding constraints on the conduct of fiscal 
policy, and thereby directly contribute to fiscal 
discipline. The influence of numerical fiscal rules based 
on political commitments or informal agreements 
between different tiers of general government is more 
indirect. Such rules provide guiding principles for the 
conduct of fiscal policy and benchmarks against which it 
can be assessed. Apart from their influence on the deficit 
bias, numerical fiscal rules can also positively contribute 
to policy coordination between different levels of 
government, help mitigate uncertainty as to future 
government actions and, if properly designed, contribute 
to improving the quality of public finances.  

Numerical fiscal rules are also subject to a number of 
drawbacks. Notably, they may be ineffective if they are 
not backed by strong political commitment or if they are 
not complemented by domestic budgetary institutions 
ensuring an appropriate monitoring and enforcement 
(von Hagen and al., 2005). Other well-known criticisms 

are that numerical fiscal rules do not easily allow 
dealing with unexpected circumstances, changes in the 
economic situation and preferences. For instance, some 
categories of fiscal rules may hamper the stabilisation 
function of fiscal policy (e.g. some types of balanced 
budget rules). Several authors (see notably Wyplosz, 
2002a) also argued that rules tend to be rigid and 
artificial (setting arbitrary debt or deficit limits) and that 
they can be easily circumvented, e.g. through creative 
accounting. As argued by Kopits and Symanski (1998), 
there is therefore a need to carefully consider the design 
of fiscal rules (see also European Commission, 2005).70 

2.4.2. Independent institutions, other than 
government and Parliament, influencing 
the conduct of fiscal policy 

Another way to address the deficit bias is to complement 
the existing national institutional framework by 
independent public bodies designed to limit or ensure an 
appropriate use of discretion in the conduct of fiscal 
policies. In principle, such bodies can contribute to 
improve the conduct of fiscal policy in two different 
ways.  

The first possibility would be to delegate part of fiscal 
policy to an 'independent fiscal agency'. There is 
currently no example of such 'independent fiscal agency' 
and their creation is not seriously envisaged anywhere. 
However, a number of theoretical proposals, inspired by 
the success of delegation of monetary policy to 
independent central banks, were put forward by the 
academia.71   

According to these proposals, a number of fiscal policy 
choices would be entrusted to a non-political body. 
Wyplosz (2005) argues for instance that an independent 
fiscal agency could be mandated to decide, every year, 
on the general government balance to be targeted in the 
Budget. The agency would set the target with the view 
to achieve in the long run a debt ratio objective specified 
by the Parliament. Whether there is a case for delegation 
of part of fiscal policy to such independent institutions is 
discussed more in depth in Box III.2. 

 
                                                 
70  According to Kopits and Symanski (1998), eight criteria 

should be taken into account when assessing the design of 
fiscal rules. Fiscal rules should be well-defined (no 
ambiguous definitions and competence divisions and clear 
escape clauses); there should be a transparent data 
reporting and accounting conventions; rules should be 
simple and flexible (rules should allow to deal with 
exceptional events). Rules should be adequate in relation to 
their final objectives, credible and enforceable. Finally, 
they should be consistent internally and with other policy 
objectives and supportive of structural reforms. 

71  See notably Calmfors (2003) and Wyplosz (2005). 
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Box III.1. – Procedural rules of the budget process and budgetary outcomes 
Economic literature has underlined the importance of the characteristics of the budgetary process to achieve a level of 
aggregate expenditure consistent with overall macroeconomic constraints (see von Hagen 1992; von Hagen and Harden 1994; 
Poterba and von Hagen 1999; Strauch and von Hagen 2000; Hallerberg 2004). The budget process is governed by a number of 
procedural rules laid down in law or constitution. These rules establish the role of a limited number of participants which have to 
carry out their distinct tasks according to a specified timetable. A key element of the process is related to the distribution of 
powers between the government and the legislative branch and within the executive. Other important aspects concern which 
ministry has the agenda-setting power, how possible disputes between Ministries can be solved and the amendment power of the 
Parliament. 

Among the desirable characteristics of the budget system, comprehensiveness, transparency and reliability are 
particularly important. Comprehensiveness is ensured if the budget covers almost all of government transactions. In practice, all 
public resources should be directed to a common pool from which expenditures are decided according to policy priorities. In this 
context, the use of extra budgetary funds should be exceptional. Transparency is notably achieved through a specification of the 
roles and responsibilities of all participants to the budget process and publication of reports at different stages of the process (pre-
budget report, infra-annual monitoring reports, end-year report on compliance with plans, audit reports examined by Parliament). 
Finally, the budget plans are considered reliable if they are based on reasonable macroeconomic projections and if new policies 
are assessed carefully and their future costs and implications taken into account on a multiyear planning horizon. 

Empirical research has looked at whether the key characteristics of the budget processes have an influence on budgetary 
outcomes. For example, the pioneering study by von Hagen (1992) builds an index that captures the degree of centralisation of 
the budget process. It covers the stages of: (i) budget formulation (including restrictions on the budget and the relative position of 
the Minister of Finance vis-à-vis the spending ministers) (ii) budget approval (focusing on the degree to which amendments in 
Parliament may increase the size of the budget) and (iii) budget implementation. Alesina et al (1999) considered three different 
dimensions: (i) fiscal constraints that may be conducive to fiscal discipline; (ii) hierarchical procedures and (iii) transparency of 
the procedures. Both studies found evidence of a statistically significant link between the characteristics of the budgetary 
procedures and budgetary outcomes.  

Centralisation of the decision-making in the budgetary process helps addressing the common pool problem. Several authors 
underlined that a high degree of centralisation is necessary to ensure a comprehensive view of the budgetary implications of all 
spending requests, and that it forces participants to recognise the real costs and benefits of each spending decision. Two main 
approaches to centralisation are generally identified (Hallerberg and Von Hagen 1999). Under the delegation approach a single 
policymaker, usually the Finance Minister, can significantly influence the budget process. Typically he is vested with agenda-
setting power relative to other ministries in the preparation stage. He is responsible for monitoring the implementation of the 
budget and can correct deviations from plans. In countries adopting the delegation approach, the Parliament has generally a 
limited role in amending the cabinet's proposals. In the contract approach all ministries take part in a negotiation process leading 
to an agreement on a set of key fiscal figures and objectives, generally in a medium-term perspective. The Finance Minister has 
strong monitoring and enforcement powers in the execution stage. The Parliament has in general strong powers to amend the 
budget proposal.  

The choice of the approach to centralisation depends on country-specific characteristics. Literature (Hallerberg and Hagen 
1999) has underlined that the ideal way for a country to address common pool problems (see section 2.3.1) depends on its 
electoral system and the resultant degree of political dispersion of governments. Countries with an ideologically unified 
government (i.e. a one-party government or in which parties in government are close ideologically) generally rely on the 
delegation approach. Countries in which the government is less unified ideologically generally rely on fiscal contracts (e.g. 
coalition agreements). Several studies have shown that the approach followed by countries is also linked to their size (see 
European Commission (2005) and Von Hagen et al. (2002)). Large EU Member States are mostly delegation countries. In 
practice, the classification of countries according to the approach chosen to centralise the budgetary process is not always evident. 
Indeed, some countries combine features of both approaches (e.g. Denmark and Sweden), which complicates the categorization, 
and reforms of fiscal institutions may change the classification of some countries over time. 

 
The second possibility consists of institutions whose 
work may contribute to improving the conduct of fiscal 
policy in a more indirect way. These institutions, 
denominated as 'Fiscal Councils' in some pieces of 
literature, are not mandated to carry out any particular 
fiscal policy task (no delegation). Among other 
activities, they can ensure that fiscal policy is based on 
unbiased inputs (e.g. through the provision of 
independent macroeconomic forecasts), provide analysis 
on fiscal policy issues (e.g. independent estimates of the 
cost of policy measures; analysis of the sustainability of 
government finances), and release regular assessments 
and recommendations related to fiscal policy, with the 

view notably to increasing ‘reputation costs’ for the 
conduct of unsound policies.  

These institutions differentiate from existing ‘think 
tanks’, such as some private banks' research 
departments, by the fact that they are primarily financed 
by public funds. Specific arrangements (legal 
provisions, appointment procedures…) are foreseen with 
a view to ensuring a high degree of independence vis-à-
vis political authorities. As will be seen in section 4 of 
this chapter, several institutions of that kind are already 
in force in EU and other advanced economies and seem 
to have contributed to the conduct of sound fiscal 
policies.  
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Box III.2. – Is there a case for delegating part of fiscal policy to independent institutions? 

Proposals for delegating part of fiscal policy to independent institutions are generally inspired by the experience of 
independent central banks. Like monetary policy, fiscal policy faces trade-offs between short- and long-term objectives and is 
subject to time-inconsistency risks. Considering that delegation of monetary policy to independent central banks has been an 
efficient way to address the adverse effects of electoral incentives, several authors support the creation of 'independent fiscal 
agencies' that would be given responsibilities in the fiscal policy making. Another relevant argument in favour of delegation of 
fiscal policy to 'independent fiscal agencies' is that, compared to other possible ways to directly address the deficit bias (e.g. 
implementation of strong numerical fiscal rules), reliance on independent institutions would safeguard a high degree of judgement 
and discretion in the conduct of fiscal policy. Budgetary objectives could for instance still be adjusted depending on cyclical 
circumstances and the desired degree of stabilisation of the economy. 

Although so far no such independent institution with delegated fiscal tasks has been implemented, available literature 
provides a number of concrete proposals (see notably Calmfors, 2003; and Wyplosz, 2005). According to these proposals, the 
mandate of the institution would include an overall objective (e.g. debt sustainability, stabilisation), set by the government or the 
Parliament. This objective would have to be attained through intermediate short-term targets set by the independent fiscal agency 
(e.g. a budget balance consistent with an "appropriate" debt level or/and with stabilization purposes). Some proposals consider 
that the independent institution could also be given responsibilities for some fiscal policy instruments (e.g. control of some tax 
rates). Most of existing proposals foresee however that decisions on overall revenues and expenditures plans and their 
composition should remain under the authority of elected politicians. Literature also stresses that concrete features of independent 
fiscal institutions would vary depending on the country-specific characteristics (e.g. nature of the fiscal problem, institutional and 
political setting etc.). 

Literature proposes a number of criteria to gauge whether some degree of economic policy delegation from governmental 
or political bodies to independent institutions would be desirable (see for instance Alesina and Tabellini (2003)). First, there 
may be harmful distortions in policymaking caused by political considerations (e.g. electoral cycles). Second, there must be a 
broad and stable consensus on what sound policy consists of. Without such a consensus, it would be difficult to establish a 
mandate for which the independent body can be held accountable. Third, the delegated mandate must not have any distributive 
consequences, since distributional decisions can be legitimately exercised only by elected representatives (there is no stable 
consensus on the optimal degree of redistribution). Fourth, delegation should not lead to a problem of policy coordination. If 
delegated policies are in conflict with other areas of policy that have not been delegated, coordination difficulties might outweigh 
the benefits from delegation. 

While these four criteria are broadly met by monetary policy, it is not the case for fiscal policy. It can be argued that fiscal 
policy complies with the first criterion. Concerning the second criterion, the case is less simple than for monetary policy. While 
for central banks price stability is the ultimate goal, fiscal policy has to deal with a trade-off between sustainability and 
stabilization (see Calmfors (2003) and Wyplosz (2002b)). As regards the third criterion, while monetary policy (under low 
inflation regimes) is not primarily redistributive, almost all fiscal policy decisions have redistributive consequences. Only if 
delegated fiscal policy tasks solely deal with budget balance and debt level targets while total expenditure and revenues levels and 
their composition remain under the control of elected bodies, the redistributive effect would be limited. Finally, the consequences 
of fiscal policy decisions on other policies (labour market, product market policies) are more likely to lead to policy coordination 
problems than in the case of monetary policy. Overall, considering that most of the required criteria making advisable delegation 
of fiscal policy are not met satisfactorily, there seems to be no strong case for fiscal policy delegation. 
 
2.4.3. Concluding remarks 

Numerical fiscal rules and independent institutions: 
complements or substitutes?  

At first sight, independent institutions can be viewed as 
an alternative to numerical fiscal rules since they also 
aim at eliminating possible distortions in the conduct of 
fiscal policy. However, in general, numerical fiscal rules 
and institutions should not be seen as mutually 
exclusives but rather as complements.  

The existence of numerical fiscal rules reflecting the 
main fiscal policy objectives of a country can help 
specifying the mandate and facilitate the work of 
independent institutions. Fiscal institutions, on their 
side, can effectively contribute to an independent 
monitoring of the respect of the existing numerical fiscal 
rules, thereby increasing the chances that rules are 
respected. At the stage of budgetary planning and 

implementation, independent institutions can provide an 
assessment of whether budgetary plans and 
developments are in line with the rules. Ex post, 
independent institutions can increase the public 
accountability of the government, e.g. by providing a 
critical assessment of the reasons for possible non-
compliance with the rule. 

Another reason why rules and institutions could 
complement each other is that they potentially focus on 
different aspects of government finances. Numerical 
fiscal rules often apply to one sub-sector of the general 
government and generally have a short to medium-term 
orientation. On the contrary, independent fiscal 
institutions potentially conduct analysis covering the 
whole of government finances and may also consider the 
situation of government finances in a long-term 
perspective. 

 



 

Part III: Numerical fiscal rules and institutions for 
sound public finances 

133

Consistency with the EU fiscal framework 

The objectives of national fiscal rules and institutions 
largely fit with those of the EU fiscal framework. 
Adequate rules foster the attainment of sustainable 
budgetary positions and respect of the Treaty and SGP 
rules. Subject to their design and targets, national fiscal 
rules may also help preventing pro-cyclical loosening of 
the fiscal stance in economic ‘good’ times, which is also 
in line with one of the objectives of the 2005 reform of 
the SGP. However, compliance with national fiscal rules 
does not necessarily secure the respect of the EU fiscal 

rules. For instance, respect of expenditure rules does not 
guarantee convergence of the deficit towards levels 
consistent with the SGP, since this also depends on 
developments on the revenue side. 

National independent institutions can also contribute to 
an effective functioning of the EU fiscal framework not 
only by tackling the main sources of fiscal profligacy at 
its roots but also by improving the knowledge and public 
awareness about economic and budgetary developments 
and raising reputation costs of non-compliance with the 
EU fiscal framework. 
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3. Numerical fiscal rules in the 25 EU Member 
States

3.1. Introduction 

This section provides an overview of the numerical 
fiscal rules in force in the EU Member States and 
assesses whether these rules effectively influence 
budgetary outcomes. The definition of ‘fiscal rules’ 
followed in this chapter is that proposed by Kopits and 
Symanski (1998), i.e. 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. 
What distinguishes a numerical rule from the usual 
budget appropriations in the yearly budget cycle is 
therefore that there should be a constraint on one of the 
aggregates mentioned and that this constraint should be 
permanent. Numerical fiscal rules specify numerical 
targets for key budgetary aggregates such as annual 
budget balance, expenditure, revenue, or debt.  

This section first reviews the different types of 
numerical fiscal rules and their properties with respect to 
various objectives assigned to fiscal policy. Then, it 
provides a descriptive analysis of the numerical fiscal 
rules in force in the EU Member States. Finally, the 
analysis investigates the existence of a link between 
numerical fiscal rules and budgetary outcomes. 

3.2. Various types of numerical fiscal rules 
and their respective properties 

The following broad categories of rules can be 
distinguished:  

− Budget balance, borrowing and debt rules. Provided 
that targets are properly set, respect of such rules 
over time ensures the sustainability of government 
finances. These rules have been criticised for 
possibly introducing a pro-cyclical bias in the 
conduct of fiscal policy. Common ways to address 
this problem are to extend the time-horizon of the 

rule or exclude the cyclically-sensitive items of the 
budget from the rule coverage. Another well-known 
potential drawback is the risk that respect of these 
rule might be achieved through cuts in the most 
productive expenditure items (investment, R&D 
expenditure), which may be less politically-sensitive. 
To avoid this problem some items may be excluded 
from the coverage of the rule (e.g. golden rules). 
However, this can in turn lead to monitoring 
difficulties and may facilitate circumvention of the 
rule.  

− Expenditure rules. The main objective of these rules 
is to ensure fiscal discipline through improved 
expenditure control. Such rules directly target the 
part of the budget that the government controls most 
directly, making the authority responsible fully 
accountable for the respect of the rule. Expenditure 
rules can also be part of a strategy for redirecting 
public expenditure according to the priorities of the 
government by allowing increases above or below 
baseline for specific components. They can be 
instrumental in limiting the size of the government 
and hardly prevent automatic stabilisers from 
operating. 

− Revenue rules can pursue different objectives. They 
can notably be designed to limit the increase in the 
tax burden or the size of the government, or on the 
contrary to ensure a sufficient amount of revenues 
for the government to finance its priorities. They can 
also aim at avoiding the conduct of pro-cyclical 
policies by pre-defining the allocation of possible 
higher-than-expected revenues.  

Table III.1 below provides a review of the respective 
properties of various ‘families’ of fiscal rules with 
respect to different possible economic objectives. 
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Table III.1. Properties of various ‘families’ of numerical fiscal rules with respect to different economic objectives  

 Effect on the deficit bias (*) Effect on macroeconomic stabilization Effect on the quality of government finances Other properties 

Budget balance 
rules 

Direct and positive 
Efficiency in addressing the deficit bias 
depends on the degree of ambition of the 
numerical targets and on the design (time-
horizon, definition of the objective, 
coverage) and characteristics of the rule (in 
particular monitoring and enforcement 
procedures).  
 

Possibly negative – depends on the design of the rule 
Budget balance rules defined in nominal terms (in levels 
and as a % of GDP) introduce a pro-cyclical bias in 
fiscal policy. The bias is reduced in case the rule has a 
multiannual perspective.  
Budget balance rules targeting a cyclically-adjusted 
balance or to be respected over the cycle do not have 
such a bias (subject to uncertainties on the quality of the 
cyclical adjustment). 

Positive or negative, depending on the design of the 
rule 
A negative effect is possible in case no item is excluded 
from the coverage of the rule, due to the political 
temptation to cut expenditure categories that are less 
politically-sensitive, including ‘productive’ expenditure 
(expenditure on R&D, infrastructure and education). 
Positive effect in case selected ‘productive’ items are 
subject to less strict constraints or excluded from the scope 
of the rule. This may however imply risks of inefficient 
allocation of public resources. Additionally, exclusion of 
selected items can raise monitoring difficulties and 
facilitate circumvention of the rule. 

Such rules are frequently applied at regional and 
local levels of government.  
They are subject to a trade-off between, on the 
one hand, simplicity and straightforward 
monitoring of the rule and, on the other hand, 
stabilisation/quality aspects. 

Expenditure rules Indirect and positive 
Efficiency in addressing the deficit bias 
depends on the degree of ambition of the 
numerical targets, on the design and 
characteristics of the rule, but also on tax 
developments.  
 

Likely positive, but depends on the design of the rule  
Expenditure rules contribute to macroeconomic 
stabilization if the aggregate targeted by the rule is 
defined in level or growth rate of expenditure. Counter-
cyclical contribution is maximal when the rule is 
defined in nominal terms (larger-than-expected 
budgetary adjustment in case of demand-pull inflation) 
and when the coverage excludes cyclically-sensitive 
items. 
Expenditure rules can however entail a pro-cyclical bias 
if they are defined in terms of an expenditure-to-GDP 
ratio (this is rarely observed in practice). 

Positive or negative, depending on the design of the 
rule 
Same as for budget balance rules.  
 

Such rules are relatively rare at local government 
level and frequent at central government level.  
They may contribute to contain the size of the 
public sector. 
High accountability of the government for the 
respect of the rule since such rules directly target 
the part of the budget that the government 
controls most directly. Accountability is 
maximal if specific items not fully under the 
control of the government are excluded from the 
coverage of the rule (e.g. interest payments, 
unemployment benefits). 

Revenue rules Positive or negative 
Rules imposing limits on revenues (e.g. 
aiming at stabilising or reducing the tax 
burden) may have a negative impact on the 
deficit bias if they are not coupled with 
other rules, e.g. budget balance or 
expenditure rules. Indeed, stringent tax 
limits may have a negative impact on 
borrowing costs (markets might consider 
that the risk of default becomes higher if 
constraints are imposed on the capacity of 
the authority to increase taxes). 
On the contrary, rules pre-defining the 
allocation of higher-than-expected revenues 
generally help lessen the deficit bias by 
avoiding a relaxation of the fiscal stance in 
good times (depends on the allocation rule). 

Positive or negative 
Such rules can be slightly pro-cyclical in case the rule 
targets a given revenue-to-GDP ratio (due to the 
progressivity of the tax systems). They can be strongly 
pro-cyclical if the rule targets a given amount of 
revenues in nominal terms (such rules are rare).  
Revenue rules pre-defining the allocation of higher-
than-expected revenues may limit the conduct of pro-
cyclical policies in good times (if all additional cyclical 
revenues are allocated to deficit reduction). 

Uncertain 
No evident influence on the quality of government 
finances. However, in case only some categories of taxes 
are covered by the rule there can be an impact on the 
structure of the tax system. 
 
 
 
 

Revenue rules pursue a wide variety of 
objectives. 
Rules imposing limits on revenues may 
contribute to contain the size of the public 
sector. 
 
 
 

Debt rules Direct and positive 
Efficiency in addressing the deficit bias 
depends on the degree of ambition of the 
numerical targets and on the design and 
characteristics of the rule (in particular 
monitoring and enforcement procedures).  

Possibly negative – depends on the design the rule 
Depends on the design and time-horizon considered by 
the rule (see budget balance rules). In case the rule has 
to be respected over the business cycle, the stabilization 
objective is not hampered. 

Positive or negative - depends on the design the rule  
Same as for budget balance rules. 

Borrowing constraints are generally applied at 
sub-central levels of government. However, in 
some countries debt limits for the general 
government sector are enshrined in the law or 
constitution. 

(*) Positive (negative) effect on the deficit bias means a decreasing (increasing) effect. 
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3.3. Existing numerical fiscal rules in EU 
Member States 

With a view to having a comprehensive picture of 
numerical fiscal rules in place in the EU Member States 
and to investigate the existence of a possible link 
between the design of these rules and budgetary 
outcomes, a questionnaire was prepared (see box III.3) 
and submitted to the national authorities of the 25 EU 
countries. Both numerical fiscal rules enshrined in the 
constitution or law and those based on political 
commitment or agreement between different general 
government tiers were included in the survey. As 
already mentioned, the procedural rules governing the 
annual budget process are not covered.  

The survey covers the period 1990-2005. Sixty 
numerical fiscal rules were considered in the analysis.72 
Replies by Member States pointed to a larger number of 
rules, but some of them were not considered in the study 
because they did not meet the pre-defined conditions to 
be considered genuine numerical fiscal rules. The 
reasons justifying these exclusions were notably that: 

(i) some questionnaires concerned policy measures 
(e.g. freeze in the number of civil servants over a 
number of years) rather than genuine numerical 
fiscal rules;  

(ii) some replies were related to procedural rules 
governing the budget process (relative powers of 
Parliament and government) and, therefore, could 
not be regarded as numerical fiscal rules; 

(iii) some questionnaires concerned fiscal policy 
targets rather than numerical fiscal rules: the 
annual budgetary targets included in documents 
such as the Budget Law and the Stability and 
Convergence Programmes cannot be considered 
as numerical fiscal rules;  

(iv) some rules were excluded to ensure a sufficient 
homogeneity of the sample.73  

The analysis of the questionnaires shows that there is a 
great deal of variety in the design of numerical fiscal 
rules as regards their coverage, the type of rule and the 
definition of the target. Likewise, the statuses of the 
                                                 
72  If those rules applied to more than one general government 

tier are counted according to number of sub-sector 
concerned (e.g. a balanced budget rule for regional and 
local governments would represent two rules), the sum of 
fiscal rules considered in the study would amount to 69 (66 
in force in 2005). This figure is however attained by 
keeping rules for the whole of the general government as 
single rules. 

73  An example of such rules consists of arrangements 
foreseeing minimal expenditure increases for some 
strategic items or rules governing transfers among general 
government tiers. 

rules as well as the monitoring and enforcement 
mechanisms vary considerably. The interesting 
messages emerging from the descriptive analysis of the 
questionnaires are summarised below. 

Distribution of rules by sub-sectors of general 
government 

A first result is that the number of fiscal rules in force in 
the EU Member States has grown continuously over the 
past twenty years (see Graph III.3).74 At present, almost 
all EU Member States have numerical fiscal rules. The 
number of rules varies widely across countries: 
Germany and Finland have five numerical fiscal rules; 
Hungary and Austria have one (see Annex 1 for more 
details).  

Graph III.3. Number of numerical fiscal rules in 
force in the EU Member States 
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Source: Commission services. 

There has been an interesting evolution in terms of the 
government sub-sectors covered by numerical fiscal 
rules. In the early nineties, most numerical fiscal rules 
were applied at local or regional levels of government 
(see Graph III.3 above). This reflected the willingness of 
higher levels of government to impose constraints on 
local entities and the need to ensure sufficient 
coordination among general government tiers. Such 
rules continued to develop in the 90s and exist today in 
almost all EU Member States. A large and increasing 
number of numerical fiscal rules are found at the central 
government level. A relatively recent feature is the 
introduction of numerical fiscal rules in the social 
security sector and rules covering the whole of the 
general government sector. This may be a response to 
the increasing spending pressures in the social security 
sector and to the introduction of the EU fiscal rules, 
which impose requirements for the general government 
deficit and debt. 

                                                 
74  Obviously, the growing number of national fiscal rules in 

the EU is partly explained by the enlargements occurred 
since the 90s.  



 

Part III: Numerical fiscal rules and institutions for 
sound public finances 

137

Distribution of the various types of numerical fiscal 
rules by fiscal aggregate 

More than one third of the numerical rules in force in the 
EU Member States are budget balance rules (including 
golden rules) whereas expenditure and debt rules each 
represent about 25 percent of the total rules. Revenue 
rules account for less than 10 percent. Most of budget 
balance and debt rules are applied to regional and local 
governments and, to a lesser extent, to the central 
government. In contrast, expenditure rules are more 
frequent in the central government and social security 
sub-sectors (see Graph III.4 below)75.  

Graph III.4. Number of numerical fiscal rules by 
sub-sector of general government  
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Source: Commission services. 

There is also a large diversity as regards the aggregates 
targeted by the various types of rules (see Table III.2). 
One third of budget balance rules in force target a 
balanced budget while one quarter are golden rules. 
Interestingly, only few budget balance rules, all of them 
applying to the general and central governments, are 
defined in structural (or cyclically-adjusted) terms. 
About half of debt rules, generally applied to local 
governments, establish debt limits depending on the 
repayment capacity (e.g. limit to total indebtedness in 
relation to current revenues). Expenditure rules are 
evenly distributed between those defining ceilings and 
those targeting expenditure growth rates. While ceilings 
are generally expressed in nominal terms, targeted 
growth rates are equally divided between nominal and 
real increases. Finally, more than half of revenue rules 
establish pre-defined principles for the allocation of 
higher-than-expected revenues.  

                                                 
75  In the following graphs, the total number of fiscal rules 

does not always coincide since some replays did not 
answer all the questions included in the survey. 

Table III.2. Target definitions by type of rule76 

Golden rules Balanced 
budget rules

Nominal 
ceiling

Ceiling as a 
% GDP

Rules in 
structural 

terms
Total

5 8 5 1 3 22
Debt ceiling 
in nominal 

terms

Debt ceiling 
as a % of 

GDP

Debt ceiling 
related to 
repaiment 
capacity   

Other   Total

5 2 7 1 15
Nominal 

expenditure 
ceiling  

Real 
expenditure 

Ceiling  

Expenditure 
growth rate 
(nominal)

Expenditure 
growth rate 

(reall)
Other   Total

5 2 3 3 2 15

Tax burden 
as a % GDP

Rule related 
to tax rates  

Allocation 
of extra 
revenues   

Other   Total

0 1 3 1 5

Budget 
Balance 

Rules

Debt Rules

Expenditure 
Rules

Revenue  
rules

Source: Commission services. 

The characteristics of the rules depending on the 
level of government to which they apply 

Numerical fiscal rules in EU Member States are evenly 
divided between those that are incorporated into a 
multi-annual budgetary framework and those applied on 
an annual basis. Rules applied to regional and local 
governments rely preponderantly on annual schemes  
while most of those concerning the general government 
and central government sectors have a time horizon that 
goes beyond the yearly budgetary cycle and are 
integrated into a multi-annual fiscal framework (see 
Graph III.5). This provides an indication that fiscal rules 
applied at higher levels of government pursue medium-
term policy objectives while those concerning local 
governments focus on short-term budgetary 
considerations. 

Graph III.5. Time horizon of fiscal rules by sub-
sector of general government 
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Interestingly, the large majority of numerical fiscal rules 
applied to local and regional levels of governments are 
enshrined in law or in constitution, while rules 
concerning central and the whole of the general 

                                                 
76  Without disaggregating fiscal rules according to number of 

sub-sectors concerned. Only rules in force in 2005 were 
considered in this table (57 rules).  
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government sector tend to be more based on political 
agreements (internal stability pacts or other forms of 
political agreement or commitment).  

Graph III.6. Statutory base of fiscal rules by sub-
sector of general government 
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Source: Commission services. 

Likewise, enforcement mechanisms are generally 
stronger for those rules applied at local and regional 
government levels than for rules applying to the central 
government (see Graph III.7). A majority of rules 
applying to local and regional governments sectors 
foresee either automatic correction mechanisms or the 
obligation for the authority responsible to adopt 
measures in case of non-compliance with the rule. In 
contrast, most of rules concerning the central 
government sub-sector do not include ex-ante defined 
actions in case of non-respect of the rule.  

Graph III.7. Enforcement mechanisms of numerical 
fiscal rules by sub-sector of general government 
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Source: Commission services. 

The apparent weaker status and enforcement 
mechanisms of rules in force at the central government 
and general government levels may be linked with the 
fact that such rules draw much more public opinion and 
media interest than other rules (see Graph III.8). A high 
media visibility of the rule can, ceteris paribus, be 
expected to contribute to the enforcement of the rule, 
through higher reputation costs in case of non-
compliance.  

Graph III.8. Media activity and numerical fiscal 
rules in different sub-sector of general government 
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Source: Commission services. 

Different arrangements in contract and delegation 
countries 

An interesting exercise consists of analysing whether 
there is a pattern in the distribution of different types of 
fiscal rules in EU Member States depending on the 
approach chosen by the country concerned for 
centralising its budget process. In other words, we 
examine whether the fact that a particular country adopts 
a delegation or contract (or commitment) approach 
yields specific results in terms of the numerical fiscal 
rules in force.  

Broadly speaking, delegation countries (examples are 
the UK, France and most countries generally relying on 
single-party governments or on coalitions of 
ideologically aligned parties) tend to centralise their 
budget process by relying on the discretionary powers of 
a strong finance Minister. In the contract or commitment 
countries (for instance Belgium and the Netherlands) all 
ministries take part in the negotiation process leading to 
a binding agreement on a set of key fiscal figures, often 
in a medium term perspective. In practice, there are in 
some specific cases difficulties in distinguishing 
between commitment and delegation countries: some 
countries combine features of both approaches (e.g. 
Denmark and Sweden) and reforms of fiscal institutions 
may change the classification of some countries over 
time.77 

One would expect a priori countries following the 
contract approach to have a greater number of fiscal 
rules than those Member States that base their budgetary 
procedures on the delegation scheme. Table III.3 shows 
the existing fiscal rules in EU countries classified by 
type of rule and general government sub-sector, and 
distributed according to the approach chosen by the 
country concerned for centralising its budget process. 

                                                 
77  The classification used in our analysis is based on relatively 

recent papers (Von Hagen et al. (2001, 2002, 2005) and 
Yläoutinen (2004)). 
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Table III.3. Classification of numerical fiscal rules depending on the approach followed to centralise the 
budget process (only rules in force in 2005, disaggregated as explained in footnote n°12) 

Contract Deleg. Mixed Total Contract Deleg. Mixed Total Contract Deleg. Mixed Total Contract Deleg. Mixed Total Contract Deleg. Mixed Total

ER NL DK  2
FI  CZ   
IE  IE  

LU  SK
FR  IT  DE SE 10 BE BE FR SE 4 IT   IT   

DE
3 IT 1 20

RR NL DK  2 LV  FR 2 FI  LV    2 0 0 6

BBR EE ES  UK SE  DK  5 FI PT  AT  
DE  

4 LU 1   BE   AT DE 
IT

4 FI  LT   
BE IE 

FR  PT  
AT  DE  

IT  
9 23

DR PL   UK 2 FI  LT   
LU

3 0 CZ  SK ES  ES  4 CZ  EE  
LV  SK

HU  SI  
ES  DE  

8 17

Totals 4 3 4 11 11 7 1 19 5 1 1 7 3 8 0 11 8 10 0 18 66

ER: expenditure rules; RR: revenue rules; BBR: budget balance rules; DR: debt rules
Notes: (i) Those countries not included in the table do not have numerical rules; (ii) Due to changes in the budgetary process over time, some countries are difficult to be assigned to the delegation or contract
 approach (e.g. Italy); (iii) Germany has also numerical rules applied to the social security sub-sector but the relevant information about them could not be  collected on time before the publication of this report.

     Sector     

Rule

Central/ Federal Government Social Security
Totals

Regional Government Local GovernmentGeneral Government

 
Source: Commission services  

This table shows that delegation and contract countries 
present a similar number of fiscal rules (29 and 31 
respectively), which departs from what could have been 
expected. In fact, rather than the number of rules by type 
of country, the real difference is found in the distribution 
of fiscal rules among general government sub-sectors. 
Countries following the contract approach hinge more 
on numerical fiscal rules applied to central government 
and social security sectors, which contrasts with the few 
rules applied to these sub-sectors in delegation States. 
Conversely, delegation countries have a higher number 
of fiscal rules implemented at regional and local level 
than Member States relying on the delegation approach.  

This distribution seems consistent with the fact that the 
larger political dispersion of governments in contracts 
countries is likely to promote fiscal rules ('contracts') at 
central level, while territorial sub sectors are likely to 
enjoy fewer restrictions imposed by central authorities. 
Likewise, delegation countries having a strong Minister 
of Finance and more homogeneous political majority in 
the Parliament are expected to enact relatively few fiscal 
rules for central levels of government and more rules 
(constraints) on regional and local governments in order 
to implement a more effective control on the whole of 
general government finances. 

3.4. Do numerical fiscal rules improve 
budgetary performance? 

In this section, the detailed information from the 
questionnaires on fiscal rules in the EU Member States 
is used to analyse whether there is link between 
numerical fiscal rules and budgetary outcomes. The 
analysis is conducted in three stages:  

• In a first step, the analysis focuses on the link 
between the existence of numerical fiscal rules and 
budgetary outcomes. It notably looks at whether 
budgetary developments in the years immediately 
following the introduction of rules differ from 
those typically observed on average during the 
sample period 1990-2005 considered in the survey. 

• In a second step, the analysis takes into account the 
coverage of fiscal rules and tests the existence of a 
link between the share of government finances 
covered by numerical fiscal rules and budgetary 
developments. In order to carry out such a test, a 
time-varying 'fiscal rule coverage index' is 
constructed, for each Member State, which 
summarises the information on the share of 
government finances covered by numerical fiscal 
rules. 

• In a third step, the analysis takes into account the 
characteristics of fiscal rules along with their 
coverage. To this aim, an index on the strength of 
individual fiscal rules is constructed based on the 
desirable characteristics of fiscal rules defined in the 
literature (i.e. statutory base, body in charge of 
monitoring, body in charge of enforcement, 
enforcement mechanisms and media visibility of the 
rule).78  

 

                                                 
78  Although there is a close relationship, these characteristics 

do not have to be confused with the eight criteria listed in 
footnote 10 on the design of fiscal rules. 
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Box III.3. The questionnaire on numerical fiscal rules 

In order to collect the most comprehensive and accurate information on the existing numerical fiscal rules in the EU, 
a questionnaire was sent to all EU Member States in the context of the Working Group on the Quality of Public 
Finances (WGQPF) attached to the Economic Policy Committee (EPC). The questionnaire covers all types of numerical 
fiscal rules such as budget balance rules including golden rules, debt rules, expenditure rules and rules concerning the 
revenue side of the budget. Member States were invited to fill out one questionnaire per fiscal rule. The questionnaire 
considers rules applied to all levels of government. The time frame covered by the questionnaire is the period from 1990 to 
2005. Member States were invited to signal changes in their definition and/or contents during the period under review. 
Likewise, Member States were also requested to fill out the questionnaire for those fiscal rules that had prevailed for a certain 
period between 1990 and 2005. The survey is made up of 24 questions, which are grouped in 6 sections: 

1. General description of the rule. This section required Member States to provide information on the general 
characteristics of the rule (targeted variable, coverage), the motivations for its introduction, and the relevant dates 
of introduction and entering into force of the rule, and concerning the main changes in the period under review. 

2. Design, time frame coverage, exclusions and target definition of the rule. This section includes questions 
concerning the time span covered by the rule (annual / multiannual), specification on the aggregate targeted 
(definition of the variable and accounting system in which it is expressed, exclusions from the coverage of the rule, 
ratios vs. level and growth rates, aggregates defined in nominal vs. real term). This section also contains questions 
related to the properties of the rule. 

3. Statutory base of the rule. This section allows to make a distinction between rules based on political 
commitments (coalition agreements, agreement reached by different levels of government), and those based on 
legal acts (law, constitution).  

4. Monitoring of compliance with the rule. This section requests information on the body responsible for the 
monitoring of the rule. Answers provided by Member States give important indications on whether the rule is 
monitored by a partisan or a non-partisan institution and whether monitoring of compliance with the rule is ensured 
in real time or only ex post. 

5. Enforcement procedures. This section contains questions related to the body in charge of ensuring enforcement of 
the rule (partisan vs. non-partisan) and the description of actions in case of non-compliance (obligation to propose 
corrective measures for the relevant authority, automatic correction mechanisms, possibility of imposing sanctions, 
existence of well-defined escape clauses). This section also contains questions related to the media visibility of the 
rule. 

6. Experience with the rule. The last section of the questionnaire asks questions related to the track record in terms 
of compliance, and to the reasons for possible non-compliance with the rule. It also contains subjective questions 
related to the perception on whether the rule has contributed to fiscal discipline (definitively / significantly / 
modestly). 

 

 
3.4.1. Relation between the introduction of 

numerical fiscal rules and budgetary 
outcomes 

A first and simple way to assess the influence of fiscal 
rules on budgetary outcomes is to see whether budgetary 
developments in the years immediately following the 
introduction of fiscal rules differ from those observed on 
average during the sample period 1990-2005. 

Table III.4 reports the average changes for different time 
horizons in the cyclically-adjusted primary balance 
(primary CABs) and in the ratio of cyclically-adjusted 
primary expenditure to GDP (over 1990-2005), and 
compares them with the changes recorded for the same 
variables in the years immediately following the 
adoption of new numerical fiscal rules.79 All fiscal rules 

                                                 
79  For instance, the change in the cyclically-adjusted primary 

deficit in the year immediately after the introduction of a 
rule is compared to the average yearly change registered 
during the whole of the sample period. Similarly, the 

were considered when comparing the changes in the 
primary CABs and only expenditure rules when changes 
in the cyclically-adjusted primary expenditure were 
analysed.80 Major changes in the design of rules were 
treated in the same way as the introduction of new fiscal 
rules. 

                                                                              
average change in the cyclically-adjusted primary deficit in 
the three years following the implementation of a rule is 
compared to the average three-year change over the sample 
period. An identical comparison is carried out for a five-
year time horizon.  

80  A third possibility would have consisted of looking at 
developments in cyclically-adjusted revenue after the 
implementation of revenue rules. However, the relatively 
low number of revenue rules and their heterogeneity would 
have prevented from drawing any meaningful interpretation.  
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Table III.4. Average change in budgetary variables following the introduction (or major changes) of fiscal 
rules in the EU-25 Member States (1990-2005)  

 
A fiscal rule is introduced  

(or strengthened)  
Average over the sample  

Change in the Primary CAB 
− In the following year  
− In the following three years 
− In the following five years 

 
0.2 (-0.2; 0.7)  
0.4 (-0.7; 1.5) 
0.3 (-0.9; 1.4) 

 
0.0 (-0.2; 0.2) 
 0.0 (-0.4; 0.3) 
-0.1 (-0.5; 0.3) 

 
An expenditure rule is introduced  

(or strengthened) 
Average over the sample  

Change in Primary Exp/GDP 
− In the following year  
− In the following three years 
− In the following five years 

 
-1.5 (-2.8; -0.2)  
-1.9 (-3.3; -0.6) 
-3.1 (-4.4; -1.3) 

 
-0.2 (-0.5; 0.0) 
-0.9 (-1.3; -0.4) 
-2.1 (-1.4; -2.7) 

Source: Commission services. 
Note: extreme values from the sample were eliminated. For all time-horizons, the 2.5% highest and lowest changes in the primary CAB and 
cyclically-adjusted primary expenditure-to-GDP ratio were removed from the sample. Confidence interval values (5%) are in brackets. 
 

The results indicate that the primary CAB on average 
improved in the years following the introduction of 
numerical fiscal rules. This conclusion holds for the 
different time-horizons considered, i.e. one, three and 
five years after the introduction of the rule. It contrasts 
with the fact that the primary CAB has on average been 
unchanged over the same time-horizons in the period 
1990-2005. There seems to be also a link between 
developments in general government expenditure and 
expenditure rules. The decline in the ratio of primary 
government expenditure adjusted for the cycle is 
significantly larger in the years following the 
introduction of numerical expenditure rules than the 
average change in the period 1990-2005. Nevertheless, 
the results for expenditure rules have to be taken with 
caution given the relatively small number of expenditure 
rules in the sample.  

This preliminary analysis suggests that there may be a 
link between the introduction of numerical fiscal rules 
and budgetary outcomes. However, this result should be 
considered cautiously since the analysis does not take 
into account the coverage and characteristics of fiscal 
rules and does not control for other factors that may 
have affected government budgets and developments in 
primary expenditure in the last fifteen years (e.g. 
position in the economic cycle, level of the government 
debt…). 

3.4.2. Relation between the share of 
government finances covered by 
numerical fiscal rules and budgetary 
outcomes  

One major difficulty in assessing the influence of 
numerical fiscal rules on budgetary outcomes is that a 
large number of these rules apply to lower levels of 
governments while detailed budgetary data (notably 
estimates of budgetary aggregates corrected for the 

effect of the cycle) are only available for the general 
government. In order to overcome this difficulty, there is 
a need to take into account what part of government 
finances is covered by fiscal rules. To this aim, a 'fiscal 
rule coverage index' was constructed, for each Member 
State, which summarises the information on what 
fraction of general government finances is covered by 
numerical fiscal rules. This index was calculated for all 
the years covered by the study, i.e. the period 1990-
2005. Details on the construction of the 'fiscal rule 
coverage index' are provided in box III.4 below.  

As seen in section 3.2, the number of numerical fiscal 
rules in the EU Member States has continuously 
increased over the last two decades. The share of 
government finances covered by fiscal rules has 
naturally followed the same evolution. On average, less 
than 25 percent of government finances of EU Member 
States were covered by numerical fiscal rules in the 
beginning of the 1990s. This proportion today 
approaches 75 percent, with considerable differences 
across Member States.81 

                                                 
81  In 2005, about 30 percent of Hungarian government 

finances were covered by numerical fiscal rules. This 
percentage reaches about 70 percent to 80 percent of 
general government finances in some countries (e.g. 
Belgium, France). In some other EU Member States 
(Sweden, the Netherlands, United Kingdom) 100 percent of 
general government are covered by one or more numerical 
fiscal rules. 
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Box III.4. Construction of a time-varying 'Fiscal rule coverage index' and a time-varying 'Expenditure rule 
coverage index' 

In order to analyse the existence of a possible link between the share of government finances covered by fiscal rules and 
budgetary outcomes, a time-varying 'fiscal rule coverage index' was constructed. This index summarises, for each Member 
State, the information on what part of general government finances is covered by numerical rules (measured as the share of 
government expenditure of the general government sub-sector to which the rule applies in total general government expenditure). 
When constructing this indicator, two main issues had to be addressed.  

 The first one concerns how to deal with the fact that some Member States rely on different types of rules (e.g. a 
country can have an expenditure rule for the central government and a budget balance rule for regional governments). Taking 
into account that the purpose of the analysis is to assess whether numerical fiscal rules can contribute to fiscal discipline, it 
was considered that all numerical fiscal rules – i.e. all expenditure, budget balance, borrowing, debt and revenue rules – 
could be aggregated in terms of coverage. In other words, if a part of government finances is covered by an expenditure rule, 
and another part is covered by a budget balance rule, the part of government finances covered by numerical fiscal rules can 
be considered to be the sum of both. A specific 'expenditure rule coverage index', taking into account only expenditure rules, 
was calculated to assess the influence of expenditure rules on developments in primary expenditure.  

 The second issue is how to treat cases in which several rules apply to the same sub-entity of the general government 
sector, e.g. the case of a Member State in which an expenditure rule at general government level (100% coverage) coexists 
with a budget balance rule for local governments (for instance 10% coverage, i.e. in a case where local governments' 
spending represent 10% of total general government expenditure). In this situation, a possible approach would have been to 
consider that the coverage is 100% since the whole of general government finances are covered by fiscal rules. However, this 
would not have allowed to take into account that the existence of several fiscal rules applying to the same sub-sector could 
potentially bring more benefits in terms of fiscal discipline than one single rule (in our example, local government finances 
are subject to an expenditure and a budget balance rule), even if the marginal benefit of the second rule can be assumed to be 
lower than for the first one. In order to take these considerations into account, the 'fiscal rule coverage index' and the 
'expenditure rule coverage index' were constructed following this simple approach: when more than one rule apply to the 
same sub-sector of general government, the index gives a weigh of 1 to the coverage of the first rule considered (in practice, 
the rule with the wider coverage). In our example, the expenditure rule has 100% coverage since it applies to the whole of the 
general government sector; the contribution of this rule to the 'fiscal rule coverage index' is therefore equal to 1. The 
coverage of the second fiscal rule is given a lower weight of 0.5. In our example, the second fiscal rule is a budget balance 
rule for local governments covering 10% of government finances. The contribution of this rule to the 'fiscal rule coverage 
index' equals to 10% multiplied by 0.5 that gives 0.05. Therefore, the 'Fiscal rule coverage index' for the country considered 
reaches 1.05 in the year considered. 

A time-varying 'Expenditure rule coverage index' measuring the share of government finances covered by expenditure rules was 
constructed following exactly the same methodology, but restricting the sample to numerical expenditure rules. Graph III.9 below 
plots the 'Fiscal rule coverage index' and the 'Expenditure rule coverage index' for the EU-25 (unweighted averages) since 1990.  

Graph III.9. 'Fiscal rule coverage index' and 'Expenditure rule coverage index' – EU-25 (unweighted average) 
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Source: Commission services. 

 
Relation between the time-varying 'fiscal rule 
coverage index' and budgetary outcomes 

Graph III.10 reports the average value of the primary 
cyclically-adjusted balance observed in EU Member 
States over the period 1995-2005 for different groups of 
countries classified according to the value of the 'fiscal 
rule coverage index'. This graph suggests that there may 

be a link between the share of government finances 
covered by fiscal rules and the underlying position of 
government finances. However, such a static analysis 
does not allow to conclude on a possible relation 
between the two variables, and there is a need to control 
for other factors that may have an impact on government 
budgets.  
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Graph III.10. Fiscal rule coverage index and average 
primary CABs in the EU-25 countries 
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Source: Commission services. 

A way to perform such control, and to infer more robust 
conclusions on the relation between fiscal rules and 
budgetary outcomes, is to estimate relations describing 
the reaction of fiscal authorities (in terms of chosen 
levels of budget balances or developments in 
government expenditure) to key macroeconomic and 
budgetary developments, such as those related to the 
cycle and the level of debt. The strategy followed 
consists of augmenting traditional forms of fiscal 
reaction functions with our indicator measuring the 
share of government finances covered by numerical 
fiscal rules in the 25 EU Member States. In such a 
relation, the influence of the coverage of numerical 
fiscal rules on budgetary policy can be gauged by 
looking at the sign of the regression coefficient of the 
'fiscal rule coverage index' and its statistical 
significance.  

Table III.5 below reports the results for panel data 
estimation of a fiscal reaction function for the 25 EU 
Member States. The dependent variable is the primary 
cyclically-adjusted balance (CAPB). The explanatory 
variables are the lagged CAPB, the lagged debt, the 
output gap, two dummy variables, taking value 1, 
respectively, after 1992 and after 1999, and our fiscal 
rule coverage index. The CAPB and the debt level 
capture the fiscal stabilisation motive of fiscal 
authorities. The two dummy variables are aimed at 
capturing possible behavioural changes occurred in 
correspondence with, respectively, the signing of the 
Maastricht Treaty (1992) and the completion of the 
EMU project (1999). The constant term captures the 
portion of the fiscal stance not explained by the chosen 
explanatory variables. The output gap is instrumented 
with its own lag and a lagged indicator of foreign output 
gap in order to avoid endogenity problems. All fiscal 
variables are expressed as shares of potential output. The 
period chosen for the estimation reflects the time frame 
considered in the questionnaire on fiscal rules, which 
includes all rules into force starting from 1990. The 
sample includes episodes of very large and rarely 
observed changes in budgetary data, observed mostly in 
New Member States. In order to avoid results being 

driven by these “outliers”, the sample was trimmed in 
such a way to exclude the observations exhibiting 
changes in the CAPB and in the primary cyclically-
adjusted expenditure outside the 2.5 percent and the 97.5 
percent percentiles of the overall distribution. 

Table III.5. Coverage of fiscal rules and develop-
ments in the primary CAB (EU-25, 1990-2005)  

Explanatory variables Dependent variable: 
primary  CAB (CAPB) 

OG 0.09 (1.5) 
Constant -0.93 (-2.1)** 
Lagged CAPB 0.63 (15.8)*** 
Lagged debt/GDP ratio 0.02 (3.0)*** 
Fiscal rule coverage index 0.19 (1.6)* 
Dummy 1992 0.68 (2.2)** 
Dummy 1999 -0.51 (-2.7)*** 
N. obs. 260 
R sq. within 0.59 
R sq. between 0.93 
R sq. overall 0.80 

Notes: Estimations method: fixed effects, instrumental variables 
regression. The output gap is instrumented with its own lag and a 
lagged indicator of foreign output gap. The foreign output gap 
indicator is the export-weighted output gap of the 3 major export 
markets of each market. All fiscal variables are expressed as shares on 
potential output.  “t” values are reported in parentheses. *, **, and *** 
denote, respectively, significance at the 10, 5 and 1 percent level. 
Coefficients for country fixed effects are not reported. 
Source: Authors’ calculation and DG ECFIN AMECO database. 
 

In accordance with existing estimates of fiscal reaction 
functions for EU countries, results indicate a non-
significant response of fiscal authorities to output gap 
and a significant positive response to debt.82 As for our 
'fiscal rule coverage index', the coefficient is positive, 
which indicates that an increase in the share of 
government finances covered by numerical fiscal rules 
leads to an improvement in the primary CAB. The 
coefficient is significant at the 10 percent level. 

The same analysis was carried out focusing on the 
relation between expenditure rules and developments in 
general government expenditure. The dependent 
variable is now the ratio of cyclically-adjusted primary 
expenditure to GDP. The 'fiscal rule coverage index' is 
replaced by the 'expenditure rule coverage index'. The 
coefficient of this variable in the regression is negative 
and significant at the 10 percent level. This provides an 
indication that an increase in the coverage of 
government finances by expenditure rules leads, ceteris 
paribus, to a reduction in the primary expenditure-to-
GDP ratio. Again, the results concerning expenditure 

                                                 
82  This would mean that EU countries attached more 

importance to the objective of fiscal consolidation that to 
stabilization purposes during the period 1990-2005. This 
finding is consistent with the results obtained by others 
studies (see for instance Ballabriga and Martinez-Mongay, 
2002).   
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rules must be interpreted with care, due to the relatively 
low number of expenditure rules considered. 

Table III.6. Coverage of expenditure rules and 
developments in primary expenditure (EU-25, 1990-
2005)  

Explanatory variables Dependent variable: 
primary  CAE (PCAE)

OG 0.10 (1.5) 
Constant 6.28 (4.0)*** 
Lagged PCAE 0.90 (25.4)*** 
Lagged debt/GDP ratio -0.02 (-2.7)*** 
Expenditure rule coverage index -0.24 (-1.7)* 
Dummy 1992 -0.51 (-1.5) 
Dummy 1999 0.01 (0.2) 
N. obs. 260 
R sq. within 0.77 
R sq. between 0.99 
R sq. overall 0.96 

Notes: Estimations method: fixed effects, instrumental variables 
regression. The output gap is instrumented with its own lag and a 
lagged indicator of foreign output gap. The foreign output gap 
indicator is the export-weighted output gap of the 3 major export 
markets of each market. All fiscal variables are expressed as shares on 
potential output.  “t” values are reported in parentheses. *, **, and *** 
denote, respectively, significance at the 10, 5 and 1 percent level. 
Coefficients for country fixed effects are not reported. 
Source: Authors’ calculation and DG ECFIN AMECO database. 
 

3.4.3. Relation between the characteristics and 
coverage of numerical fiscal rules and 
budgetary outcomes  

The previous sections examined the link between the 
existence and coverage of numerical fiscal rules and 
budgetary outcomes. However, economic literature 
stresses that the effectiveness of fiscal rules also 
depends on their properties (see notably Inman, 1996), 
i.e. their statutory base and whether there are 
independent and efficient monitoring and enforcement 
mechanisms to ensure the respect of the rule. 

An index on the strength of numerical fiscal rules 

A fiscal rule is generally considered to be ‘stronger’, in 
the sense of having a higher likelihood to be respected 
and to influence developments in the targeted fiscal 
variables, if it has a strong statutory base, i.e if the 
provisions related to the existence of the rule are 
enshrined in the constitution or in law. While not ruling 
out discretionary policy, such rules impose binding 
constraints on the conduct of fiscal policy, thereby 
addressing the deficit bias in a direct way. The statutory 
base also provides an indication of the difficulty to 
amend or derogate the rule and of the importance given 
to the rule in the Member State concerned, at least at the 
moment of its introduction.83  

                                                 
83  A distinction should be made between situations where the 

rule itself is enshrined in law or constitution (i.e. higher-

The nature of the body in charge of monitoring the 
respect of the rule is another important element. When 
respect of the rule is monitored by an independent body, 
which has the possibility to send alert signals in case a 
risk of non-compliance is identified, the probability that 
fiscal variables are adjusted to ensure compliance with 
the rule can be expected to be higher. The nature of the 
enforcement mechanisms also matters. The existence of 
automatic correction mechanisms or the possibility to 
impose sanctions in case of non-respect of the rule can 
be expected to foster compliance. Enforcement of the 
corrective measures and sanctions should preferably be 
ensured by an independent authority. Finally, it is worth 
noting that those rules that are neither enshrined in law 
or constitution nor regularly monitored and for which no 
enforcement mechanisms have been defined ex-ante 
may also contribute to the conduct of sound fiscal 
policies. As a matter of fact, such rules can be useful in 
providing benchmarks against which fiscal policy can be 
monitored and assessed by the public. Therefore, the 
effectiveness of fiscal rules in ensuring fiscal discipline 
can be expected to be stronger when the rule benefits 
from a large media visibility and when not compliance is 
likely to trigger a public debate. 

In order to assess whether the design of fiscal rules has 
an impact on their effectiveness, the country-specific 
'fiscal rule coverage index' constructed in section 3.4.2 
was augmented to take into account the characteristics 
of the individual fiscal rules. To this aim, an index of the 
‘strength’ of numerical fiscal rules was calculated, for 
each of the rules considered in the sample. The index 
takes into account the five criteria mentioned above: the 
statutory base of the rule; whether there is an 
independent monitoring of the rule; the nature of the 
institution responsible for the enforcement of the rule; 
the existence of pre-defined enforcement mechanisms; 
and the media visibility of the rule. For each criterion, 
scores were attributed, the higher value corresponding to 
the characteristic that is presumed desirable for a 
strong/effective rule. Details on how the scores were 
attributed depending on the characteristics of the rules 
and on the calculation of the synthetic index measuring 
the strength of each fiscal rule are provided in Box III.5. 

                                                                              
than-expected revenues should be allocated to the reduction 
of the deficit) and cases where only the principle of the rule 
is considered in the relevant legal text (i.e. the government 
has to specify ex ante the use of possible higher-than-
expected revenues). In the first case, the rule can be 
considered ‘stronger’ than in the second one. 
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Box III.5. Calculation of an index of strength of fiscal rules 
The index of strength of numerical fiscal rules was calculated taking into account five criteria: the statutory base of the rule; 
whether there is an independent monitoring of the rule; the nature of the institution responsible for the enforcement of the rule; the 
existence of pre-defined enforcement mechanisms; and the media visibility of the rule. The methodology followed was inspired 
by the previous work by Deroose, Moulin and Wierts (2005). This box provides details on how the scores were attributed for each 
of these criteria and on the calculation of the synthetic index measuring the strength of individual fiscal rules. 

Criterion 1: statutory base of the rule 
The score of this criterion index is constructed as a simple average of the two elements below:  
Statutory or legal base of the rule 
4  is assigned for a constitutional base   
3  if the rule is based on a legal act (e.g. Public finance Act, Fiscal Responsibility Law) 
2 if the rule is based on a coalition agreement or an agreement reached by different general government tiers (and not 

enshrined in a legal act) 
1 for political commitment by a given authority (central or local government, Minister of Finance) 
Room for setting or revising objectives 
3 if there is no margin for adjusting objectives (they are encapsulated in the document underpinning the rule) 
2 there is some but constrained margin in setting or adjusting objectives 
1 there is complete freedom in setting objectives (the statutory base of the rule merely contains broad  principles or the 

obligation for the government or the relevant authority to set targets) 

Criterion 2: Nature of the body in charge of monitoring respect of the rule 
The score of this criterion index is calculated as follows:  
3 if there is a monitoring by an independent authority (Fiscal Council, Court of Auditors or any other Court) or the 

national Parliament  
2 monitoring by the Ministry of Finance or any other government body  
1 no regular public monitoring of the rule (there is no report systematically assessing compliance) 
The score of this variable is augmented by one point in case there is a real time monitoring of compliance with the rule (e.g. 
existence of alert mechanisms in case there is a risk of non-respect of the rule). 

Criterion 3: Nature of the body in charge of enforcement of the rule 
The score of this criterion index is calculated as follows:  
3 enforcement by an independent authority (Fiscal Council or any Court) or the National Parliament  
2 enforcement by the Ministry of Finance or any other government body 
1 no specific body in charge of enforcement 

Criterion 4: Enforcement mechanisms of the rule 
The score of this criterion index is calculated as follows:  
4  there are automatic correction and sanction mechanisms in case of non-compliance 
3  there is an automatic correction mechanism in case of non-compliance and the possibility of imposing  sanctions 
2 the authority responsible is obliged to take corrective measures in case of non-compliance or is obliged to present 

corrective proposals to Parliament or the relevant authority 
1 there is no ex-ante defined actions in case of non-compliance 
The score of this variable is augmented by 1 point in case escape clauses are foreseen and clearly specified. 

Criterion 5: Media visibility of the rule 
The score of this criterion index is calculated as follows:  
3  is assigned if the rule observance is closely monitored by the media, and if non-compliance is likely to  trigger a 
public debate 
2 for high media interest in rule-compliance, but non-compliance is unlikely to invoke a public debate 
1 for no or modest interest of the media 
 
In absence of strong theoretical base or preference regarding the weight to be given to each criterion, it was decided to 
calculate the synthetic index in a large number of different ways, reflecting different possible weightings for the five 
criteria. The scores of the five criteria were first standardised to run between 0 and 1. Then, a random weights technique was used 
following the method used by Sutherland and al. (2005). This technique uses 10000 sets of randomly-generated weights to 
calculate the synthetic indicator in 10000 different ways. The random weights are drawn from a uniform distribution between zero 
and one and then normalised to sum to one. The resulting distribution for the synthetic indicator reflects the possible range of 
values given no a priori information on the weight to be given to each component of the index. Given that the weights are drawn 
from a uniform distribution, the mean value of the synthetic indicator is asymptotically equivalent to the indicator calculated using 
equal weights for the constituent components (unweighted arithmetic average). The chart below shows, for all the fiscal rules 
considered in the study, the range containing 98% of the values of the index of strength of the rule calculated with 10000 different 
sets of random weights (we eliminated the 1% lowest and highest values of the synthetic index). 
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Graph III.11. Index of strength of the fiscal rules in force in EU Member States in 2005 (classified according 
to the average value) 
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Notes:  
1/ The chart shows, for all the numerical fiscal rules considered in the study, the range containing 98% of the values of the index of strength of the 
fiscal rule concerned. Rules were classified in an ascending order. The scores of the individual criteria taken into account in the calculation of the 
overall index were normalised to one. The size of the vertical line provides an indication of the heterogeneity of the scores related to the five 
criteria considered in the calculation of the synthetic index. 
2/ When the characteristics of a rule have evolved over time, the chart only present the index consistent with the most recent features. Three rules 
presented in the chart are not anymore in force in 2005. For Belgium, the expenditure rule and the revenue rule were implemented for the 
convergence process leading to EMU qualification. For Slovenia, the debt rule was in force over 2000-2004. 
 
A country-specific 'fiscal rule index', taking into 
account the coverage and the characteristics of 
numerical fiscal rules 
By combining the information contained in the 'fiscal 
rule coverage index' and the information of the strength 
of each fiscal rule, a time-varying 'fiscal rule index' was 
constructed, for each Member State, which takes into 
account all the available information on the national 
numerical fiscal rules. The indicator is calculated in two 
steps. First, we calculate the potential contribution of 
each rule to the 'fiscal rule index' by multiplying the 
share of government finances covered by the rule by the 
indicator of the strength of the rule. Second, we sum 
these indicators by country, taking into account their 
changes over time.84 In case two rules apply to the same 
general government sub-sector, we follow the same 
methodology as for the calculation of the 'fiscal rule 
coverage index'. We give a weight of 1 to the rule which 
can be considered as the strongest one, based on the 
index of strength of fiscal rules, and a weight of 0.5 to 
the weaker rules. Following the same approach but 
taking into account only expenditure rules, a time-
                                                 
84  For example, take the case of a country having three fiscal 

rules in year n: an expenditure rule to contain developments 
in health care spending (index of strength x) covering about 
a percent of general government expenditure; a budget 
balance rule for local governments (index of strength y) 
covering about b percent of general government finance and 
an expenditure rule at central government level (index of 
strength z) covering about c percent of total general 
government expenditure. The indicator for that country in 
year n equals to a*x + b*y + c*z.  

varying 'expenditure rule index' was constructed for 
each Member State.85 

The influence of fiscal rules on budgetary outcomes 
depends on their characteristics 

Like in section 3.4.2, we augment standard fiscal 
reaction functions with our 'fiscal rule index', which 
incorporates information on the coverage and 
characteristics of the numerical fiscal rules in the EU-25 
Member States.86 Table III.7 reports the results of the 
econometric analysis.  

A remarkable result is that the inclusion of information 
on the strength of the individual fiscal rules improves 
the quality and robustness of the relation between fiscal 
rules and budgetary outcomes. When comparing this 
regression to the one including the 'fiscal rule coverage 
index', it appears that the coefficient measuring the 
influence of fiscal rules on budgetary outcomes is 
clearly more significant.87 The level of this coefficient is 

                                                 
85  In order to test the sensitivity of the results to different 

choices for the weighting of the five criteria used in the 
calculation of the index of strength of fiscal rules, we 
calculated the 'fiscal rule index' in two alternative ways, 
taking into account the low and high values of the possible 
index as illustrated in Graph III.11. 

86  In the analysis, the 'fiscal rule index' is calculated using an 
index of strength of fiscal rules that gives an equal weight to 
the five criteria entering in the calculation of the indicator. 

87  The coefficient becomes significant at the 5 percent level as 
against 10 percent in the regression including an index 
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also higher, suggesting that a change in the coefficient 
has a larger impact on budgetary outcomes (all 'fiscal 
rule indexes' and 'fiscal rule coverage indexes' were 
standardized, so that the size of the coefficients in the 
various regressions can be compared). Overall, these 
results provide a strong indication that the characteristics 
of fiscal rules matter for their influence on budgetary 
outcomes. 

In order to test the robustness of the results, we 
estimated other regressions including alternative 
calculations of the 'fiscal rule index' using different 
weighing for the calculation of the index of strength of 
fiscal rules (in practice we used the low and high values 
of the brackets in Graph III.11). It appeared (regressions 
results are not reported here) that weighing differently 
the various components of the index of strength of fiscal 
rules does not change the results significantly, 
suggesting that the relation is not strongly sensitive to 
the choice of the weights for the aggregation of the 
criteria taken into account in the calculation of the index 
on the strength of fiscal rules. 

Table III.7. Influence of fiscal rules on the primary 
CAB (EU-25, 1990-2005) 

Explanatory variables Dependent variable: 
primary  CAB (CAPB) 

OG 0.09 (1.4) 
Constant -0.90 (-2.0)** 
Lagged CAPB 0.63 (15.8)*** 
Lagged debt/GDP ratio 0.02 (3.1)*** 
Fiscal rule index 0.25 (2.1)** 
Dummy 1992 0.63 (2.0)** 
Dummy 1999 -0.53 (-2.9)*** 
N. obs. 260 
R sq. within 0.59 
R sq. between 0.94 
R sq. overall 0.81 

Notes: Estimations method: fixed effects, instrumental variables 
regression. The output gap is instrumented with its own lag and a 
lagged indicator of foreign output gap. The foreign output gap 
indicator is the export-weighted output gap of the 3 major export 
markets of each market. All fiscal variables are expressed as shares on 
potential output.  “t” values are reported in parentheses. *, **, and *** 
denote, respectively, significance at the 10, 5 and 1 percent level. 
Coefficients for country fixed effects are not reported. 
Source: Authors’ calculation and DG ECFIN AMECO database. 

The same analysis was made for assessing the influence 
of expenditure rules on developments in cyclically-
adjusted primary government expenditure (results are 
reported in Table III.8). The conclusions are very much 
the same as for the analysis considering all fiscal rules. 
Taking into account the characteristics of expenditure 
rules in the calculation of the index leads to a stronger 
relation between expenditure rules and budgetary 
outcomes. The coefficient of the 'Expenditure rule index' 
is higher and more significant than in the regression 

                                                                              
taking into account only the share of government finances 
covered by fiscal rules. 

considering only the coverage of expenditure rules. Like 
for the regression on the 'fiscal rule index', robustness 
tests confirm that results are not significantly affected by 
a change in the coefficients to calculate the index 
measuring the strength of expenditure rules. 

Table III.8. Influence of expenditure rules on 
developments in primary expenditure (EU-25, 1990-
2005) 

Explanatory variables Dependent variable: 
primary  CAE (PCAE)

OG 0.10 (1.6) 
Constant 6.43 (4.1)*** 
Lagged PCAE 0.89 (25.2)*** 
Lagged debt/GDP ratio -0.02 (-2.8)*** 
Expenditure rule index -0.28 (-2.0)** 
Dummy 1992 -0.44 (-1.3) 
Dummy 1999 0.01 (0.1) 
N. obs. 260 
R sq. within 0.77 
R sq. between 0.98 
R sq. overall 0.95 

Notes: Estimations method: fixed effects, instrumental variables 
regression. The output gap is instrumented with its own lag and a 
lagged indicator of foreign output gap. The foreign output gap 
indicator is the export-weighted output gap of the 3 major export 
markets of each market. All fiscal variables are expressed as shares on 
potential output.  “t” values are reported in parentheses. *, **, and *** 
denote, respectively, significance at the 10, 5 and 1 percent level. 
Coefficients for country fixed effects are not reported. 
Source: Authors’ calculation and DG ECFIN AMECO database. 
 
3.4.4. Main conclusions from the study 

The survey on numerical fiscal rules shows that the 
number of fiscal rules in force in the EU Member States 
has increased continuously over the past twenty years. 
At present, almost all EU Member States rely on such 
rules. This growing number of rules during the latest 
years has also undergone an interesting evolution in 
terms of the government sub-sectors covered by rules. In 
the early 90s, fiscal rules in EU countries were mostly to 
applied to territorial (local and regional) governments. A 
relatively recent feature has been the introduction of 
fiscal rules for the whole of the general government 
sector and for the social security sub-sector. This may be 
a response to the increasing spending pressures in the 
social security sector and to the introduction of the EU 
fiscal rules, which impose requirements for the general 
government deficit and debt.  

The characteristics of fiscal rules vary depending on the 
sub-sector to which they apply. Fiscal rules applying to 
higher levels of government are usually incorporated 
into a multi-annual budgetary framework whereas most 
rules applied to regional and local governments rely 
preponderantly on annual schemes. Most of the 
numerical rules applied to regional or local levels of 
governments are enshrined in law or constitution, while 
rules applying to the whole of the general government 
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sector are more frequently based on coalition 
agreements or political commitments. Similarly, while 
rules for regional and local governments seem to have 
relatively strong enforcement mechanisms, rules 
applying to general and central governments generally 
do not envisage ex-ante defined actions in case of 
non-compliance.  

An interesting finding appears when taking into account 
the type of budgetary governance, namely the distinction 
between the so-called contract and delegation countries. 
Both sets of countries have a similar number of fiscal 
rules. However, contract countries tend to a have more 
numerical fiscal rules applied to central government and 
social security sectors while delegation countries have a 
higher number of fiscal rules implemented at regional 
and local level. This seems consistent with the fact that 
the (a priori) larger political dispersion of governments 
in contracts countries is likely to promote fiscal rules at 
central level, while territorial sub sectors are likely to 
enjoy fewer restrictions imposed by central authorities. 
Likewise, delegation countries are expected to enact 
relatively few fiscal rules for central levels of 
government and more rules on regional and local 
governments in order to implement a more effective 
control on the whole of general government finances. 

Statistical and econometric exercises suggest the 
existence of a link between numerical rules and 
budgetary outcomes. A simple analysis of data shows 

two interesting results. Firstly, the primary CAB 
improved in the years following the introduction of 
fiscal rules while on average it remained broadly stable 
over the period under consideration (1990-2005). 
Secondly, the decline in the ratio of primary government 
expenditure adjusted for the cycle has been significantly 
larger in the years following the introduction of 
numerical expenditure rules than the average change 
observed over the sample period. When enriching the 
analysis to take into account the coverage and 
characteristics of fiscal rules and control for various 
factors that may affect government budget balance and 
developments in primary expenditure, the presumption 
of a link between numerical fiscal rules and budgetary 
outcomes is strengthened. The analysis suggests that an 
increase in the share of government finances covered by 
numerical fiscal rules leads, ceteris paribus, to an 
improvement in the structural position of government 
finances. In the case of expenditure rules, it appears that 
an increase in the coverage of government finances by 
expenditure rules leads to a reduction in the primary 
expenditure-to-GDP ratio. The analysis also suggests 
that the characteristics of fiscal rules matter for their 
influence on budgetary outcomes. Strong rules, 
enshrined in law or constitution and foreseeing 
automatic enforcement mechanisms, seem to have a 
larger influence on budgetary outcomes. 
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4. National independent institutions

4.1. Introduction 

As mentioned in the first section of this chapter, there is 
no independent fiscal agency in the EU to which part of 
fiscal policy has been delegated and the establishment of 
such institutions seems unlikely in the foreseeable 
future. This section therefore focuses on other national 
bodies, coming on top of or besides the usual budgetary 
process, which are providing independent analysis 
and/or recommendations in the area of fiscal policy, on a 
regular basis (including the so-called 'fiscal councils').88 
The institutions covered by the study should be 
primarily financed by public funds. They should be 
functionally independent; specifically, the institution 
should be given a large discretion in relation to the tasks 
considered in its mandate and there must be guarantees 
against any ex-ante political guidance.89 

The influence of such bodies on fiscal policy making 
can take place through different channels: they can 
provide inputs for ensuring a proper preparation of the 
budget (e.g. unbiased macroeconomic and/or budgetary 
forecasts), conduct analysis on fiscal policy issues (e.g. 
long-term sustainability analysis; alternative estimates of 
the budgetary impact of policy measures; assess the 
respect of existing fiscal rules); and issue normative 
reports and recommendations on appropriate policies in 
the prevailing circumstances. The institutions considered 
in the study are expected to have an impact on the public 
debate and possibly raise the reputation costs for the 
conduct of unsound policies. 

                                                 
88  Bodies like special Parliamentary Commissions or ad hoc 

Expert Groups that could fulfil such tasks on a one-off or 
occasional basis are not covered by the study.  

89  Thus, private ‘Think Tanks’ and research departments of 
private companies are not covered (private institutions can 
be vehicles of their own bias). Central Banks and 
Directorates of the Ministry of Finance are not covered 
either. 

The field covered in this part of the study is by nature 
more difficult to outline than in the case of numerical 
fiscal rules, due to the large diversity of the institutions 
considered. A possible consequence is that the survey 
may be less exhaustive than in the case of numerical 
fiscal rules. The analysis and findings should be 
considered with this caveat in mind. In addition, the 
matter is less prone to be analysed through traditional 
econometric and statistical instruments.  

This section first reviews the different activities of the 
national bodies, other than government and Parliament, 
which may have an influence on the conduct of fiscal 
policy. Then, it provides an overview of the existing 
institutions in the 25 EU Member States. Finally, a 
number of considerations on the effectiveness and 
desirable characteristics of the institutions are made. 

4.2. Independent institutions can 
participate in different  activities 

Given the potential wide diversity of the institutions 
covered in the study, classifying them is not an easy 
task. Overall, two main categories of institutions can be 
distinguished: those institutions operating in the field of 
positive economics, which provide independent forecasts 
and analyses of macroeconomic and budgetary 
developments and plans; and those operating in the field 
of normative economics, which issue normative 
assessments on budgetary developments and/or policy 
recommendations. 

4.2.1. Institutions operating in the field of 
‘positive economics’ 

Preparation of macroeconomic forecasts 

The Council report of 20 March 2005 on the SGP 
reform recognised that it is important to base budgetary 
projections on realistic and cautious macroeconomic 
forecasts. Macroeconomic forecasts are one of the main 
inputs for the preparation of budgetary plans. They 
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largely determine revenue projections which will be the 
basis for expenditure plans. 

By nature, economic forecasts are subject to some 
degree of uncertainty. If official growth forecasts are 
unbiased (i.e. on average over time the projection does 
not differ from the observed value), the effect of over- or 
under-estimating economic growth on the budget 
balance target has to be accepted as the price of 
uncertainty and cancels out over time. However, a 
different conclusion is warranted if official growth 
forecasts suffer from some sort of structural optimism, 
systematically overrating the underlying rate of the 
economy. Recent analysis on the role of growth 
forecasts over the period 1987-2003 shows a forecast 
bias in three out of four large EU Member States (Larch 
and Salto, 2003). Graph III.12 which shows the 
difference between plans formulated by the EU Member 
States in their Stability and Convergence Programmes 
and the final outcomes illustrates the optimistic bias in 
the macroeconomic forecasts in the EU Member States 
and its consequences for budgetary developments (most 
of points are on the left hand side of the chart). Milesi-
Feretti and Moriyama (2004) provided a possible 
explanation for the optimistic bias in macroeconomic 
forecasts. They argued that opportunistic governments 
may try to avoid the political cost associated with the 
implementation of difficult consolidation measures by 
using overly favourable growth assumptions. Corrective 
measures can then be avoided ex-ante, while ex post the 
deficit will turn out to be higher-than-expected as 
growth is lower-than-projected. The resulting higher 
deficit is then blamed on bad luck, even if it results from 
a forecast bias in growth projections. 

The recent experience of several countries has shown 
that a way to remedy such a bias is the establishment of 
institutions in charge of providing independent 
macroeconomic forecasts. This may have a direct 
beneficial impact if the government is obliged to use the 
forecasts of the independent institution in the 
preparation of the budgetary plans. A positive effect can 
also be expected when there is no formal obligation for 
the government to take into account these forecasts. In 
such cases, the independent forecasts provide 
benchmarks against which the plausibility of the 
macroeconomic forecasts of the government can be 
assessed, which may limit the temptation to 
overestimate growth.90 91 

                                                 
90  Such institutions can be particularly useful for the provision 

of medium-term and long-term projections. The supply of 
short-term forecasts (t and t+1) is large, which facilitates the 
identification of a possible optimistic bias in the 
assumptions chosen by the government, while independent 
projections for medium- to long-term horizons are more 
rare. 

91  A noteworthy consideration is that forecasts produced by 
the government may be biased but need not be. A number 
of examples can be found in the EU.  

Graph III.12. Shortfall in real GDP growth and in 
the General government balance 
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Source: Commission services. 

Provision of budgetary forecasts 

Like in the case of macroeconomic forecasts, 
opportunistic governments may be tempted to avoid or 
postpone the implementation of unpopular consolidation 
measures by providing optimistic budgetary forecasts. 
One of the main functions of independent budgetary 
forecasts is then to provide benchmarks against which 
the government fiscal projections can be assessed. Like 
for macroeconomic projections, budgetary forecasts 
from independent institutions could also be directly used 
in the budget process and, therefore, directly address any 
possible optimistic bias in budgetary projections. 
Independent budgetary forecasts can also contribute to a 
non-partisan assessment of whether fiscal policy plans 
are in line with the fiscal policy objectives and rules in 
force. If they are regularly updated, they can participate 
to an efficient monitoring of the implementation of 
budget plans and respect of the fiscal rules. 

Improving the quality of the information for the 
conduct of fiscal policy 

Independent institutions can also provide regular 
analysis on issues relevant for the conduct of fiscal 
policy. They can provide, inter alia, independent 
quantifications of the economic and budgetary impact of 
specific measures and reforms for different time 
horizons, and detailed assessments of the sustainability 
of government finances. These institutions contribute to 
fiscal discipline by raising the awareness of politicians 
and the public opinion on the short- and long-run 
consequences of budgetary decisions.  

4.2.2. Institutions operating in the field of 
‘normative economics’ issue statements 
and recommendations on fiscal policy  

Independent institutions can also make regular 
normative assessments in the area of fiscal policy. They 
can notably monitor whether fiscal developments are in 
line with the main fiscal policy objectives of the 
government or with the traditional objectives assigned to 
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fiscal policy (sustainability of government finances, 
stabilisation). They can also issue statements and 
recommendations on the appropriateness of specific 
policy measures and ensure a regular and independent 
monitoring of the respect of budgetary targets and rules 
in force, for different levels of governments (e.g. 
internal stability pacts). An important function of such 
institutions is to influence the public debate and possibly 
raise the reputation costs for the conduct of unsound 
policies. Advisory councils, Wise Men committees and 
some Court of auditors fall in this category.  

4.3. Institutions in place in the EU 

With the view to having a comprehensive picture of the 
institutions currently in place in the EU, a questionnaire 
was prepared and submitted to the 25 EU Member States 
(see Box III.6). The survey concerns the independent 
bodies, other than government and Parliament, 
providing independent inputs, analysis, assessment or 
recommendations in the area of fiscal policy. The 
questionnaire made clear that (i) institutions providing 

independent forecasts for the preparation of the budget, 
or against which the official projections are 
systematically assessed, or/ and releasing regular and 
positive analyses on fiscal policy issues are covered by 
the survey; (ii) institutions formulating 
recommendations or normative statements on 
government finances developments and fiscal policy 
orientations (budgetary plans and their implementation) 
are also covered by the survey. 

Answers by Member States show that twenty-three 
institutions corresponding to these characteristics exist 
in fifteen EU Member States, thirteen of them being 
former EU-15 Member States. Interestingly, and 
contrasting with the results of the survey on fiscal rules, 
most of these institutions were created long time ago, 
and there is no visible tendency towards the 
development of such institutions in the EU Member 
States. Answers to the questionnaire confirm that there 
is a wide variety in the institutions currently in place. 
They can be classified into the two groups mentioned in 
the previous paragraph.  

Box III.6. The questionnaire on fiscal institutions or councils 

In order to collect the most comprehensive and accurate information on the existing independent fiscal institutions in 
the EU, a questionnaire was sent to all EU Member States in the context of the Working Group on the Quality of Public 
Finances (WGQPF) attached to the Economic Policy Committee (EPC). The questionnaire concerns the existing national 
institutions, others than the government, the Central Banks and the Parliament, which may have a direct or indirect influence on 
the conduct of fiscal policy. The bodies covered by the survey are the institutions providing independent analysis/assessment, 
forecasts/projections or /and recommendations in the area of fiscal developments and policy. Courts of Auditors were included 
when their activities go beyond the accounting control and include any of the above-mentioned tasks. Only institutions 
primarily financed by public funds were considered; private think tanks and private research bodies were therefore excluded. 
Finally, Central Banks and Directorates of the Ministry of Finance are not considered by the definition. Member States were 
invited to fill out one questionnaire per institution. The time frame covered by the questionnaire is the period 1990-2005. For 
those institutions currently in place, Members States were invited to signal changes in their mandate/status or role during the 
period under review. 

The questionnaire is made up of 35 questions which are grouped in 6 sections covering different aspects: 

1. General description of the institution. This section required the Member States to provide an overall description of 
the institution, the main motivations for its introduction and the relevant dates (creation and any major changes) over 
the period considered.   

2. Mandate. This section contains questions concerning the mandate of the institution considered; the specific task(s) 
fulfilled, and whether it has a specific role in the budgetary process. 

3. Role / Functions. This section requests more details on the mandate of the institution, its publications, the variables 
projected or/and the type of recommendations issued, as well as on the existence of an obligation for the government 
to use the inputs, analysis or  recommendations released by the independent institution. 

4. Composition. This section is related to the composition of the governing board of the institution (background of the 
members, appointment procedures, compatibility of members' responsibilities with other political posts, size of the 
board, years in post, voting procedures) and the size of the institution. 

5. Status. This section required information on the status of the institution. It notably asks whether the institution is 
formally attached to the Parliament or the government. It also contains questions related to whether the body has to 
assess political parties' economic programme ahead of the election and about the sources of financing of the 
institution. 

6. Visibility and influence. The last section of the questionnaire allows evaluating the influence in the public debate of 
the analysis of the institution. It also compares the quality/reputation of the Fiscal Council's work with that of other 
(public or private) institutions operating in the same field. This section also contains questions related to the 
perception of the influence of the institution on budgetary discipline and the quality of public finances. 
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Box III.7. - The Belgian National Account Institute (NAI) 

The NAI coordinates the production of the economic statistics and of the macroeconomic forecasts underlying the federal 
budget. It also fulfils a role of adviser to the public administration on the interpretation of the ESA 1995 Regulation. This 
institution was created by law in 1994. 

There is a legal obligation for the government to base budgetary plans on the macroeconomic projections approved by the 
NAI. This obligation has not been respected only occasionally. When it was the case, the government based its budgetary 
projections on more prudent assumptions than those prepared by the NAI. The NAI functions like a committee (it has no own staff 
and resource) in which officials from the Ministry of Economic Affairs, the Federal Plan Bureau, the Central Bank and the 
National Statistical Institute agree on macroeconomic accounts and projections. These institutions have access to the inside 
information of the other institutions collected for the special purposes of the NAI. The NAI, which is attached to the Ministry of 
Economic Affairs with an autonomous legal statute, works in full independence and decisions are adopted at the majority. 

To ensure a high level of independence and quality, the projections published by the NAI have to be submitted  for advice 
to a committee of experts including economists from the Central Bank, the Federal Planning Bureau and various Ministries. In a 
subsequent step, they have to be approved by the NAI Board, which includes the highest civil servant of the Ministry of Economic 
Affairs, the Governor of the Central Bank, the Planning Bureau Commissioner, the Director General and a civil servant of the 
National Statistics Institute, and two members proposed respectively by the Central Bank and the Federal Planning Bureau. In 
practice, the projections discussed by the NAI are prepared by the Federal Plan Bureau (FPB). The forecasts are largely diffused 
and commented in the media by professional economists and by politicians. Several surveys recognised their quality and unbiased 
character. 

 
4.3.1. Institutions in charge of providing 

forecasts or / and conducting positive 
analysis on fiscal policy issues 

According to the results of the survey, there are in the 
EU twenty-one institutions in charge of preparing 
independent projections for macroeconomic or/and 
budgetary variables or/and conducting positive analysis 
on fiscal policy issues. Nine institutions are providing 
both macroeconomic and budgetary forecasts. Two are 
providing only macroeconomic forecasts and two only 
budgetary forecasts.  

Sixteen institutions are making positive analysis on 
fiscal policy issues. Most of them also regularly issue 
fiscal policy recommendations. 

Institutions in charge of providing macroeconomic 
forecasts 

In ten EU countries, there is at least one institution that 
regularly produces independent macroeconomic 
forecasts against which the official projections can be 
assessed. However, in the large majority of cases, the 
government is free to base its budgetary plans on its own 
forecasts, without having to provide any justification in 
case there are deviations compared to the forecasts of 
the independent institution. There are three exceptions to 
this rule:  

− In Belgium, the National Account Institute (NAI, see 
Box III.7) provides the macroeconomic forecasts to 
be used by the federal government in the budgetary 
process. There is a legal obligation for the 
government to use the macroeconomic assumptions 
approved by this independent institution. 
Interestingly, among the twelve institutions 
providing macroeconomic forecasts, the NAI is one 
of the rare institutions which is ‘specialised’ in the 

production of macroeconomic forecasts, in the sense 
that it does not at the same time provide projections 
for government finances. Likewise, it is the only 
institution whose macroeconomic forecasts have to 
be used for the budget on a compulsory basis.  

− The second exception concerns Austria and the 
Institute of Economic Research (WIFO). This 
research institute analyses national and international 
economic trends and supplies short- to medium-term 
economic forecasts. It is generally consulted (no 
obligation) by the government in the course of the 
budgetary process. Even if the government is 
formally free to prepare the budget and / or the 
Stability or Convergence Programme using its own 
macroeconomic assumptions, the WIFO 
macroeconomic forecasts usually constitute the basis 
for the preparation of fiscal plans. Deviations from 
this principle have in practice been rare. 

− The third exception is the Netherlands Bureau for 
Economic Policy Analysis (CPB, see Box III.8). Like 
for Austria, there is no formal obligation for the 
government to use the projections of the CPB. 
However, the CPB macroeconomic forecasts are in 
practice (almost) always used for the preparation of 
the Budget.  

A number of interesting remarks can be made 
concerning these three institutions. First, the basis for 
the forecast to be used for the budget preparation differs 
considerably. While in the case of Austria and the 
Netherlands the use of the projections of the 
independent institute is not based on any formal 
obligation, there is a legal requirement in the case of 
Belgium. Second, none of these institutions issues 
normative statements or policy recommendations in the 
area of fiscal policy. Their activity is circumscribed to 
‘positive’ economic analysis. Third, these agencies are 
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all largely independent, in the sense that they are mostly 
or exclusively financed by public funds and that the 
government cannot interfere in the activities of the 
institution or influence its conclusions. 

Institutions in charge of producing budgetary 
forecasts 

According to the results of the survey, there are in the 
EU twelve independent institutions in charge of 
producing budgetary forecasts. In all cases, the 
government remains free to base the budget on its own 
assumptions for revenues and expenditure. In two cases, 
however, the projections of the independent institution 
play a central role in the preparation of the budget.  

• The first case concerns the German Working Party 
on Tax Revenue Forecasting. This body prepares 
independent tax forecasts for different sub-sectors 
of general government. The broad composition of 
the institution contributes to its independence.92 
Interestingly, the Working Party on Tax Revenue 
Forecasting was established in 1955 following a 
conflict concerning tax revenue estimates between 
the Ministry of Finance and a leading research 
institute. Since 1968 the federal government has 
adopted the results of the Working Party for the 
preparation of its medium-term budgetary plans. It 
should however be stressed that the revenues 
projections prepared by the Working Party on Tax 
Revenue Forecasting are usually based on the 
macroeconomic assumptions prepared by the 
German federal government, which limits the 
potential benefits of the work of the institution (any 
possible optimistic bias in the macroeconomic 
projections of the government may translate into an 
optimistic bias of the tax revenues projections of the 
institution). 

• The second exception is the Netherlands Bureau for 
Economic Policy Analysis (CPB). This institution 
prepares forecasts for the main macroeconomic and 
budgetary aggregates (including developments of 
total expenditure and sub-categories and on total 
revenue, divided by the different tax items and 
social security contributions). Although there is no 
obligation for the government to base the budget on 
these projections, there are usually no major 
differences between the budgetary projections of the 
government and those of the CPB.  

Institutions conducting independent analysis on fiscal 
policy issues 

                                                 
92  The institution includes the Federal Ministry of Finance, the 

Federal Ministry of Economics, the six leading independent 
economic research institutes, the Federal Statistical Office, 
the German Federal Bank (Bundesbank), the German 
Council of Economic Experts, the Finance Ministries of the 
Länder and the Federal Union of Central Associations of 
Local Authorities. 

There are in the EU seventeen institutions conducting 
independent analysis on fiscal policy developments. 
Almost all of them provide regular analyses of budget 
plans and monitor their implementation. Some of them 
also provide alternative quantifications of short-term and 
long-term effects of measures and reforms, and conduct 
analysis on the sustainability of government finances 
(see Table III.9 for more details). Finally, some 
institutions examine whether budgetary plans and 
outcomes are consistent with existing budgetary rules. 
Most of these bodies are also involved in normative 
activities and regularly issue recommendations in the 
area of fiscal policy. The only three institutions not 
involved in normative activities are the Greek KEPE 
(Center of Planning and Economic Research), the Dutch 
CPB (see box III.8 for a detailed description) and the 
ISAE in Italy.  

• In Greece, the KEPE is a Public Institute attached to 
the Minister of Economy and Finance. The 
governing members are appointed by the 
government. This institution does not have a 
particular mandate for conducting independent 
analysis of fiscal policy issues, but in practice fulfils 
such tasks in the context of its research. It regularly 
issues projections and technical advice on economic 
policy issues to the Minister of Economy and 
Finance. The work of this institution goes beyond 
fiscal policy issues.  

• In Italy, the ISAE (Institute for Studies and 
Economic Analyses) is a research body which 
carries out analyses and research on economic and 
social policy issues. The ISAE also provides 
technical and scientific support and advice upon 
request of the Ministry of Economics. Similarly, 
ISAE may be called upon request of the Prime 
Minister to collaborate to the analyses of the 
economic policy and public finance problems and 
contribute to draw up the economic policy 
decisions. The Parliament regularly includes ISAE 
in its calendar of parliamentary hearings on the 
most important documents of economic policy (the 
Economic and Financial Planning Document and 
the Financial Law project). Among other activities, 
the ISAE provides macroeconomic and budgetary 
forecasts and conducts national and international 
short-, medium- and long-term analyses, and studies 
on public finances. 

4.3.2. Institutions in charge of issuing normative 
statements on the conduct of fiscal 
policies and recommendations 

According to the survey, there are in the EU fifteen 
institutions in charge of issuing normative statements or 
recommendations in the area of fiscal policy. There are 
considerable differences as regards the mandate, status, 
and staff composition of these institutions.  
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Box III.8. The Netherlands Bureau for Economic Policy Analysis (CPB) 
 
The Netherlands Bureau for Economic Policy Analysis (CPB) started its work in September 1945. Its creation was inspired 
by the financial crisis in the thirties and it was meant to contribute to the policy preparation for the recovery of the Dutch 
economy after World War II. 

The main function of the CPB is to provide independent macroeconomic and budgetary forecasts. The CPB publishes a 
forecast in spring (called the Central Economic Plan), providing the first forecast for the upcoming year. In September the CPB 
publishes the macro-economic outlook (called the MEV), on the same day that the budget is presented to Parliament. The macro-
economic outlook includes the proposed policy measures within the budget, the budgetary and economic impacts of which are 
discussed in the document. The CPB also produces medium-term forecasts (usually in preparation of a new coalition agreement) 
and long-term forecasts. 

Besides its work on forecasting, the CPB also makes analyses on a broad range of issues that are relevant for policy 
making in the Netherlands. CPB analyses topics like the welfare state, ageing, labour market, knowledge economics, 
competition, regulation and international economics. In particular, the CPB makes independent analyses on government finances 
and regularly assesses whether government policy is consistent with the policy goals and rules in force. In each short-term 
forecast, the CPB analyses the recent budgetary developments. The CPB does analyse the economic consequences of proposed 
government policy, in the short, medium and long term. It does not issue normative statements on the objectives and policies and 
does not formulate policy recommendations.  

The activities of the CPB and its involvement in the budgetary process are not governed by formal rules. Although there is 
a Law (1947) that obliges CPB to prepare the Central Economic Plan (see above), there is no formal obligation for the CPB to 
provide inputs for the preparation of the budget, to assess budgetary developments, election platforms and coalition programmes. 
There is also no legal obligation for policy-makers to use the CPB projections in the preparation of the budgetary plans. However, 
in practice, all government parties use the CPB forecasts as a common basis for their budget proposals. Political parties generally 
submit their economic programme to the CPB ahead of the elections, for assessment. Besides, employees’ and employers’ 
organisations use the CPB forecasts in their wage negotiations. 

The CPB is a research institute that is independent with respect to content, but at the same time is formally part of the 
central government. The CPB's independence is respected even at times when the government disagrees with its conclusions. 
Also contributing to CPB's independence is its funding from public resources. This provides CPB with considerable freedom in 
determining its research agenda. Another element possibly contributing to the independence of the CPB is that the institution 
places itself in an ‘expert’ position, and never interferes in political choices. The director is appointed by the government. There is 
no formal rule concerning the mandate of the members of the Board of the CPB, but the position of the director has to be formally 
extended every two years. There are about 170 employees (150 full-time equivalent employees).  

The analyses of the CPB generally benefit from a high media coverage, possibly resulting in public debate on the subject. 
New macro-economic forecasts always get attention of the media. The reputation of the institution reflects the quality of the 
analysis undertaken, the transparency of the institution, the broad scope of the fields covered (going clearly beyond fiscal policy 
issues), the active contacts with the academic world and regular evaluations, which are made public.  
 
The following three broad categories can be 
distinguished (i) advisory bodies which are mandated to 
make recommendations to the government; (ii) 
independent research institutes; and (iii) some Court of 
Auditors that, apart from their traditional task of ex-post 
monitoring and analyses on fiscal developments, provide 
normative statements and recommendations on fiscal 
policy issues. 

Advisory bodies 

According to the survey, institutions falling in this 
category can be found in four EU countries.93  

• In Belgium, the High Council of Finance (section 
‘Public sector borrowing requirements’) is a 
coordination body that determines since 1992 the 
contribution of federated entities to the stabilisation 
function of fiscal policy and to the respect of the EU 

                                                 
93  France has recently (in 2006) created a "Conseil 

d'orientation des finances publiques". This institution was 
not in place at the moment the study was launched (see Box 
III.9 for further details). 

fiscal rules. Every year, around March, the HCF 
assesses the realisation of the objectives of the 
Belgian internal Stability Programme. In early 
summer, it analyses the budgetary situation and 
perspectives and makes recommendations about the 
fiscal targets for the short, medium and (since 2002) 
long term for the whole of the public sector, the 
federal and regional levels. The analyses of the 
HCF are limited to recommendations on the budget 
balances, and do not concern issues related to the 
redistributive function of fiscal policy. Since 2001 a 
Study Committee on Ageing within the High 
Council of Finance is in charge of approving and 
releasing projections of age-related budgetary 
expenditures, which are previously prepared by the 
Federal Plan Bureau (FPB). The section ‘Public 
sector borrowing requirements’ of the High Council 
of Finance takes these projections into account for 
its fiscal policy recommendations.  

• In Denmark, the Economic Council is an advisory 
body that meets twice a year to discuss a report 
prepared by the Chairmanship. The report contains 
a set of forecast for the Danish economy and 
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economic analyses and recommendations related 
notably to fiscal policy issues, covering the 
functioning of the public sector, the tax system, 
fiscal sustainability, and the appropriate fiscal 
stance in the prevailing cyclical conditions. The 
Council also monitors the fiscal rules in force (e.g. 
the 2010-plan of the Danish government) and issues 
recommendations with the view to ensure 
compliance. 

• In Germany, the Advisory Board to the Federal 
Ministry of Finance (Board) is an independent body 
which advises the Federal Minister of Finance on 
fiscal policy issues. The advices are made public in 
reports and contribute to feed the public policy 
debate. Another institution, the Joint Economic 
Forecast made up of the six leading research 
institutes (JEF) formulates recommendations in the 
area of fiscal policy.94 Twice a year, this institution 
publishes a report which contains policy 
recommendations, notably on fiscal policy issues. 
Another important institution in Germany is the 
Council of Experts for the Assessment of Overall 
Economic Trends. In line with the mission assigned 
to it by law, this institution produces and publishes 
annually a report on the state of the economy as a 
whole and the foreseeable macroeconomic 
developments in Germany. The federal government 
has to respond to the Annual Report in Parliament 
in short delays. The government is free to prepare 
the budget using its own macroeconomic 
assumptions, but it has to publicly justify the 
deviations from the macroeconomic projections 
produced by the Council. 

• In Austria, the Government Debt Committee makes 
written recommendations in the area of fiscal 
policy, taking economic conditions into 
consideration. It also provides budgetary forecasts 
and analysis of fiscal policy issues. This institution 
makes public in a report its recommendations to the 
Federal Minister of Finance (the report includes the 
main results of the researches and analyses).  

The composition of these institutions varies 
considerably from one case to another. It is generally 
relatively broad, which contributes to protect the 
instititution against possible political pressures from the 
government. In Belgium, the High Council of Finance 
(section ‘Public sector borrowing requirements’) is 
made up of twelve Members from the academia, the 
Government and the Central Bank. In Denmark, the 
Economic Council is made up of 29 members from the 
academia, the Government, the Central Bank, trade 
unions and employers. In Germany, the Advisory Board 
to the Federal Ministry of Finance consists of about 25 
members, mainly university professors of economics or 

                                                 
94  This institution also provides macroeconomic and 

budgetary forecasts.  

law with a special knowledge of fiscal policy issues. The 
Council of Experts for the Assessment of Overall 
Economic Trends is a body of academic policy advisers 
which consists of five independent members with 
special academic knowledge of economics and 
experience on national economic policy issues. Finally, 
in Austria the governing board of the Government Debt 
Committee is made up of twelve experts in the area of 
public finances who are appointed by the government.  

There are also differences in the status and 
administrative position of these institutions. In Belgium, 
the High Council of Finance is attached to the Ministry 
of Economics and its independence benefits from the 
fact that its members are appointed upon proposals of 
various institutions (Ministry of Finance, Regional 
Governments and Central Bank) and cannot hold 
political mandates. The Danish Economic Council 
resides under the Ministry of Economic and Business 
Affairs, but in practice works in full independence since 
the Minister has no mandate to decide which analysis 
the chairmanship should carry out or what the 
conclusions should be. In Germany, the independence of 
the Council of Experts for the Assessment of Overall 
Economic Trends is ensured by Law (from the year 
1963). The Advisory Board to the Federal Ministry of 
Finance is a completely independent body which 
advises the Federal Minister of Finance on all questions 
of fiscal policy. In Austria, the Government Debt 
Committee is attached to the Austrian National Bank.  

There are also considerable differences as regards the 
formal role of such institutions in the fiscal policy 
debate. In Belgium, the government has to follow the 
recommendations on the fiscal targets of the federated 
entities formulated by the High Council of Finance. 
Moreover, the annual report of the HCF is annexed to 
the budget and the chairman of the section is regularly 
auditioned by the Parliament. In Denmark, the Economic 
Council has no authority to ensure that its 
recommendations are followed by the government, and 
is not involved in the budgetary process. Its 
recommendations, which find a large visibility in the 
media, influence decisions through the public debate. In 
Germany, the Council of Experts for the Assessment of 
Overall Economic Trends plays no part in the drafting 
and passage of the budget but the federal government is 
required by law to respond to its Annual Report in 
Parliament within eight weeks following its publication. 
Its recommendations find a large visibility in the media 
and influence decisions through the public debate. As 
regards the Austrian Government Debt Committee, the 
report on the recommendations made to the Federal 
Minister of Finance has to be presented by the Federal 
Minister of Finance to the National Council and Federal 
Government. 
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Table III.9. List of institutions considered in the study 
C

ou
nt

ry

Institution Macroecon. 
forecasts

Forecasts for 
gov. 

expenditure

Forecasts for 
gov. revenues

Forecasts for 
the gov. 

balance and 
debt level

Long-term 
projections for 
gov. finances

Analysis of the 
budget

Monitoring of 
budgetary 

implementation

Estimates of 
short- and long-
term effects of 

policy 
measures

Analysis of 
whether 

budgetary 
plans and 

outcomes are 
in line with 
fiscal rules

Not explicitly in 
charge of any 
of these tasks, 
but fulfils some 

of them

Normative 
statements on 
the budgetary 

plans and 
respect of the 
fiscal policy 

rules

 Assessment 
of the budget / 

alternative 
quantifications 

of the 
measures 

therein

Proposals for 
changes in the 

budgetary 
plans 

Normative 
statements on 
implementatio

n of fiscal 
plans / respect 
of fiscal rules

‘Alert function’ 
to signal a 
possible 

deviation from 
plans

Recom. in 
case a 

slippage 
compared to 
initial fiscal 

plans is 
identified

Others

AU Institute for Advanced Studies (IHS) X X

AU Institute of Economic Research (WIFO) X X

AU Government Debt Committee X X X

BE National Account Institute X

BE High Council of Finance - Section 
'Public Sector borrowing requirements'

X X X X (federated 
entities) X X X

DK Danish Economic Council X X X X X X X X X X

EE State Audit Office X X X

FR Commission Economique de la Nation 
and Conference Economique annuelle

X X X

FR Cour des Comptes X X

GER Working party on tax revenue 
forecasting

X

GER Joint Economic Forecast by 6 leading 
research institutes (JEF)

X X X X X X X

GER Council of Experts on Overall Economic 
Trends

X X X X

GER Advisory Board to the Federal Ministry 
of Finance

X X

GR Center of Planning and Economic 
Research (KEPE)

X X X X

HUN State Audit Office (ASZ) X X X X X

IT ISAE X X X X X

LUX Court of Auditors X X X X X

NL The Netherlands Bureau for Economic 
Policy Analysis (CPB) 

X X X X X X X X X

PT Court of Auditors X X X

SP Court of Auditors X X X X X Only ex post

SP National Committee of local 
administration

Only local 
finances

SW National Institute of Economic Research X X X X X X X X

UK National Audit Office X 
(assumptions) X X

General information
Forecasts and projections of macroeconomic or / and 

budgetary assumptions Normative reports and/or recommendations on fiscal policy

Tasks fulfilled by the institution

Independent analysis on fiscal policy developments
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Box III.9. Other institutions 
 
This box provides a short description of the institutions that were not considered in the analysis. A number of different 
reasons motivated the decision not to consider some institutions in the analysis: some of them could not be considered as 
independent, since they consist of meetings between elected representatives of different levels of government; some of them are 
not primarily financed by public funds; some of them issue statements that are confidential; finally, some institutions not yet in 
force in 2005 (when the study was started) or dealing only marginally, occasionally or with very specific aspects of fiscal policy 
were not included. This does not mean that the institutions listed below do not contribute to sound fiscal policies. The exclusion 
was indeed primarily motivated to ensure a sufficient homogeneity of the sample. 

(i) Institutions that were not considered as independent institutions 

Spanish Council for Fiscal and Financial Policy (CPFF). This institution conducts the coordination between the Central and the 
Regional Governments. It brings together the State Ministers of Economy and Finance and the State Public Administration’s 
Minister with 19 Regional Ministers of Finances. It assesses the overall fiscal objective for the Autonomous Communities, sets 
out the individual fiscal objectives for each Regional Government and makes normative statements concerning the compliance 
with these objectives. By Law, regional governments and the central government have to follow the objectives set out by the 
CPFF for each Autonomous Community.  

German Financial Planning Council. In Germany, the coordination of the budgets and financial plans of the different levels of 
government is undertaken in the Financial Planning Council, which operates since 1968. The members of the Financial Planning 
Council are the Federal Ministers of Finance and of Economics, the Finance Ministers of the Länder as well as representatives of 
municipalities and associations of municipalities. The Deutsche Bundesbank has the right to participate to the sessions of the 
Financial Planning Council. 

German Interdepartmental Working Party. Within the German government, the Federal Ministry for Economic Affairs is in 
charge of producing forecasts of aggregate economic development in close co-operation and co-ordination with the Federal 
Ministry of Finance. The Interdepartmental Working Party (IWP) notably prepares the projections used in budgetary and fiscal 
planning. The IWP is under the supervision of a steering group consisting of the Finance Ministry, the Economics Ministry, the 
Federal Chancellery and the Federal Ministry of Health and Social Security. 

(ii) Institution whose work is confidential 

Economic Council of Finland. The Economic Council of Finland was established in 1966. It is an advisory body chaired by the 
Prime Minister. Its main objective is to facilitate co-operation between the Government, the Bank of Finland and major interest 
groups. The Council meets at least once a month to discuss economic and social issues that are of central importance (related to 
growth, stabilisation and incomes policy and questions of a structural nature). The discussions in the Council are confidential. The 
Economic Council is generally consulted (but there is no obligation) in the course of the budgetary process.  

(iii) Institutions not primary financed by public funds 

“Chambres Professionnelles” in Luxembourg. Six different “Chambres” (agriculture, trade, private sector employees, public 
sector employees, craft and engineering, labour and employment) were created by law in 1924. These professional associations 
provide an opinion on the draft laws which are likely to have consequences in any of their specific sector. They give also their 
opinion on the draft budget. The Government has to consult the “Chambres Professionnelles” in the course of the budgetary 
process but the government is not obliged to publicly respond or to follow the recommendations.  

(iv) Institutions not yet in force when the study was started 

Spanish State Agency for Evaluation of Public Policies and the Quality of Services. This body assesses public policies and the 
quality of public services. Its mission is to improve effectiveness and efficiency on the allocation of public resources. It provides 
evaluations and recommendations. The government has the possibility to consult the Agency in the course of the budgetary 
process. The Agency is attached to the government. Its creation is now under discussion in the Parliament and was expected to be 
approved in May 2006.  

French Orientation Council of Public Finances. This Council has been created in March 2006 and is directly attached to the Prime 
Minister. Its mission is to analyse the situation of public finances and to assess the challenges related the sustainability of 
government finances. Each year, after the budget is adopted and before the National Conference of public finances is hold, a 
report is prepared for the Prime Minister and is then published. The Council can formulate proposals and recommendations to 
ensure the respect of the fiscal rules in force and of the budgetary objectives of the government.  

(v) Institution dealing only occasionally with fiscal policy issues 

Economic and Social Council in Spain. It is a consultative council in socio-economic and labour issues which was established in 
1991. The 1978 Spanish Constitution foresees the creation of such a council bringing together business organizations, trade 
unions and other professional organizations. Its main objective is to offer to civil society the opportunity to cooperate with the 
government by giving their opinion on relevant economic issues. The Council belongs to the Ministry of Labour and Social 
Affaires but has full operational and functional autonomy from the government to perform its tasks.  
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Research institutes 

Some research institutes, which are not specifically 
mandated to issue normative statements or 
recommendations in the area of fiscal policy, in practice 
contribute to the fiscal policy debate. According to the 
survey, the only one research institute regularly issuing 
normative statements and recommendations on fiscal 
policy issues is the Swedish National Institute of 
Economic Research (NIER), which is an agency under 
the Ministry of Finance, which also produces 
macroeconomic and budgetary forecasts. The NIER uses 
its forecasts as a basis for its assessment of the 
economic, fiscal and wage developments and for its 
advices on fiscal and other economic policy issues. The 
Institute provides regular analysis and formulates 
recommendations on fiscal policy orientation. It has no 
formal role in the budget process, no formal mandate in 
the area of fiscal policy, and the government is free to 
accept or ignore its recommendations. However, this 
institution plays in practice an important role in the 
internal fiscal policy debate. Its forecasts of public 
finances developments, assessments of compliance with 
fiscal rules and regular advices on the appropriate fiscal 
stance find a large visibility in the media.  

Court of Auditors 

The last category concerns the Court of Auditors. As 
already mentioned, these institutions were considered in 
the study only if their activities go beyond the control of 
public accounts. These institutions have specific 
characteristics and deserve a particular treatment 
compared to the advisory bodies and research institutes 
described above, for several reasons. First, the main task 
of these institutions is the control public accounts and 
such institutions exist in all EU Member States. Second, 
they are fully independent from the executive and their 
status is generally enshrined in constitution. Finally, the 
Court of Auditors generally have competences in the 
retrospective assessment of the implementation of the 
budget plans (as will be seen below, there are some 
exceptions). 

Seven countries provided replies concerning their Court 
of Auditors and therefore considered that the task of this 
institution goes beyond the ex-post monitoring and 
analysis on fiscal developments: Estonia, France, 
Hungary, Luxembourg, Portugal, Spain and the United 
Kingdom. In all these countries, the Court of Auditors 
issues normative statements or recommendations in the 
area of fiscal policy. In four countries, the 
recommendations are issued with a clear 
forward-looking orientation (normative judgements on 
the plausibility of budgetary plans, respect of the fiscal 
policy rules and alternative estimates on the budgetary 
impact of policy measures included in the budget). It is 
worth noting that apart from the Luxembourg case, these 
institutions do not provide independent forecasts, which 
contrasts with the significant number of advisory bodies 

releasing both forecasts and analyses.95 Among the 
Court of Auditors considered in the survey the following 
cases are particularly interesting. 

• In the UK, the main role of the National Audit 
Office (NAO) is to scrutinise public spending on 
behalf of Parliament. However, since 1997, this 
institution has also the mandate to audit the key 
assumptions underlying the fiscal projections, e.g. 
trend growth, price developments, unemployment 
projections, with access to all relevant government 
documents. The NAO reports on whether the key 
assumptions for the preparation of the budget can be 
considered reasonable and cautious. Its statements 
are confined to the assumptions underpinning the 
fiscal projections, and do not concern the overall 
stance of fiscal policy or performance against the 
Government's fiscal rules. The Treasury is not 
obliged to follow the NAO's recommendations 
concerning the key assumptions underpinning the 
fiscal projections, but in practice generally does.  

• In Hungary, the State Audit Office issues normative 
statements when it considers the official projections 
of some revenues or expenditure as not plausible. 
The office may notably warn the government for 
possible risks of overspending or if it considers that 
projections for some revenues are overoptimistic. 
This analysis is made on the basis of the 
macroeconomic assumptions of the budget law. 

4.4. Link with budgetary outcomes and 
conclusions from the analysis of the 
questionnaires 

Assessing the influence of the institutions covered by 
the study on the conduct of fiscal policy is by nature 
difficult. However, combining descriptive analysis, the 
result of existing studies on the subject and the answers 
form the questionnaires, it is possible to draw tentative 
conclusions on the possible contribution of such 
institutions to fiscal discipline. The questionnaires and 
economic literature also raise a number of 
considerations on the elements that favour a larger 
influence of independent institutions on fiscal policy. 

4.4.1. Link with budgetary outcomes 

Existing studies and answers form the questionnaires 
suggest that independent institutions can make a 
significant contribution to fiscal discipline.  

Delegation of forecasting activity 

                                                 
95  The "Cour des Comptes" of Luxembourg provides revenue 

forecasts for the current year. In its analysis of the draft 
budget for year n+1, the plausibility of the n+1 revenue 
forecast in the draft budget is assessed on the basis of a 
"Cour des Comptes" revenue forecast for the year n. 
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As shown by Jonung and Larch (2004), in countries 
where the task of the preparation of the macroeconomic 
forecasts underlying the budget is delegated to an 
independent authority, the macroeconomic forecasts 
have no statistically significant bias, while, such a bias 
exists in some of the other countries where the 
government is in charge of the preparation of the 
forecasts. These conclusions are consistent with those 
reached earlier by Hallerberg et al. (2001), who showed 
that, where an independent agency is in charge of the 
macroeconomic forecasts, growth projections are more 
cautious than in countries where the government makes 
the predictions. These two studies provide convincing 
evidence that independent forecasting institutions can 
contribute to remove the possible biases in the 
macroeconomic projections used for fiscal planning, 
thereby contributing to addressing one of the causes for 
the deficit bias.  

Impact on the public debate and credibility 

Responses to the questionnaires show that, in about 70 
percent of cases, the analysis, forecasts or 
recommendations issued by the independent institution 
considered benefit from a large coverage in the media 
and possibly trigger a public debate. Only in one third of 
cases, there seems to be a modest interest by the media 
and public opinion to the analysis of the institution. This 
suggests that independent institutions have a significant 
influence on the public debate. 

Graph III.13. Perception of respondents on the 
visibility of the analysis made by independent 
institutions 
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Source: Commission services. 

Follow up to recommendations issued by the 
institutions 

In more than half of the cases, there is a perception that 
recommendations issued by independent institutions are 
followed by the government. A number of 
questionnaires indicate that the analysis carried out by 
the institutions considered in the study triggered in the 
past significant policy debates and inflections. These 
elements are probably related to the fact that the 
institutions in place are highly credible. According to the 
replies to the questionnaires, the analysis undertaken by 

the institutions are never considered to be below 
standard, and, in more than two-thirds of cases, are 
considered above or well above standards.  

Graph III.14. Perception of respondents on the 
quality of the analysis made by independent 
institutions and their impact on fiscal discipline 
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Source: Commission services. 

Contribution to fiscal discipline 

As illustrated in Graph III.14, in more than 90 percent of 
cases, the institution is considered to have contributed to 
fiscal discipline. This can be considered a remarkable 
result. This is consistent with the fact that countries in 
which such institutions exist exhibit better budgetary 
results. As shown by Graph III.15, countries having 
independent institutions have had, over the last ten 
years, better budgetary results than others. On average, 
countries having at least one independent institution had 
a larger primary surplus and the general government 
debt ratio has on average gone down in the last ten 
years, which is not the case in the group of countries 
with no independent institutions. Moreover, Member 
States where institutions exist have on average stabilised 
their expenditure-to-GDP ratio over the last ten years 
while in other countries this ratio has increased.  

These results must be interpreted with caution and hasty 
conclusions should be avoided. A key consideration is 
indeed whether the causality runs from institutions to 
outcomes or the other way round. On the one hand, the 
argument that the causality may run from budgetary 
outcomes to institutions is based on the observation that 
fiscal rules and institutional reform have generally been 
introduced in response to dissatisfaction with budgetary 
outcomes or/and because governments had a strong 
preference for budgetary discipline. On the other hand, 
the argument that budgetary institutions can be 
considered as an explanatory factor for budgetary 
outcomes is that the large majority of the institutions 
considered in the study existed well before the 
beginning of the period covered and that such 
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institutions change very slowly over time so that it is 
reasonable to assume that they are exogenous.96 

Graph III.15. Budgetary developments in countries 
with and without independent institutions (1995-2005) 
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Source: Commission services. 

4.4.2. General considerations inspired by the 
answers to the questionnaires 

Answers to the questionnaires and literature (see notably 
IMF, 2005) prompt a number of considerations on the 
elements that favour a larger influence of independent 
fiscal institutions. The following points seem 
particularly relevant. 

The credibility and reputation of the instititution are 
key parameters 

A key element seems to be related to the reputation of 
the institution. Since there is in general no formal 
obligation for the government to take into account the 
forecasts, analysis and recommendations formulated by 
the independent institutions, their influence generally 
depends on their capacity to impact on the public debate. 
The quality of the analysis undertaken has therefore to 
be considered above standards (which is generally the 
case), and there should be a high degree of transparency 
on the work of the institution. The results of the analysis 
and the underlying assumptions as well as the models 
and data used should be easily accessible. The 
appointment of the staff should preferably be based on 
professional capabilities in the fields of economics 
rather than on any other consideration.  

In this respect, the nature of the tasks fulfilled by the 
institution has some relevance. As seen above, 
institutions can cover ‘positive’ and ‘normative’ 
activities. An open issue is whether it is desirable that 
the same institution participates to both types of 

                                                 
96  It may also be the case that both budgetary institutions and 

budgetary outcomes may be a function of a third variable of 
voter preferences (Poterba (1996)). If this view is right, then 
countries with a strong preference for particular types of 
budgetary outcomes use the institutions as tools for 
reaching particular budgetary results. 

activities. On the one hand, it can be argued that the 
quality of normative statements and policy 
recommendations would benefit from the production of 
independent forecasts and analysis. On the other hand, 
there are good arguments for considering that the 
activities should be clearly separated. The reputation and 
independence of institutions operating in the area of 
‘positive’ economics could be affected if these 
institutions started issuing normative statements on the 
conduct of fiscal policy. The government could be 
tempted, in the event of negative statements by the 
independent instititution, to criticise in return the 
institution. This could weight on the reputation of the 
institution and thus undermine the credibility of its work 
related to 'positive' activities. Interestingly, it seems that 
the most influent institutions in charge of ‘positive 
analysis' in the EU stay in a modest ‘expert’ position and 
try not to interfere in political choices.  

A direct involvement of the institution in the budget 
process is preferable 

A direct involvement of the institution in the budget 
process can also be considered a positive factor. 
Although this is neither necessary nor a guarantee for 
ensuring a sufficient influence of the Council (there are 
counter-examples in the EU), it can be considered that a 
direct involvement may allow the independent 
institution to convey its messages in a more direct and 
efficient way. The strongest involvement would imply 
that the draft budget has to be approved by the 
independent institution. So far this option has not been 
implemented in the EU. However, other less strict 
arrangements are currently in place in some EU 
countries. The most widespread options consist of 
regular hearings of the institution by the Parliament, 
consultations by the government in the course of the 
budgetary process, or the obligation of the government 
to justify departures from the forecasts or 
recommendations of the independent instititution.  

Autonomy, independence and ownership 

Autonomy and independence are other important 
elements. Firstly, there should be some guarantees 
related to the financing of the institution, which should 
be primarily based on public funds. Legal provisions 
may be useful to protect the instititution in possible 
unfavourable political environments. Independence is 
however not necessarily ensured by a particular status, 
and the benefits of independence should be weighted 
against the limitations to access to internal information, 
especially for the institutions in charge of forecasts. In 
this particular case, independence within government 
can be a good solution, since it can potentially ensure 
full access to internal information and a satisfactory 
ownership of institutions' output by the government.  

Finally, a high degree of ownership seems to be a key 
condition for success. The country-specific dimension is 
crucial, and there is no ideal arrangement that could be 
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transposed in all Member States.97 In order to ensure a 
high degree of ownership, the institution should 
preferably have a clear and unambiguous mandate, 
broadly accepted by the public opinion. This is 
particularly important for cases in which there is a legal 
obligation for the government to take into account the 
analysis made by the independent institution. 

4.4.3. Main conclusions and findings from  the 
study 

The survey on national independent institutions shows 
that national bodies other than government and 
Parliament which are providing inputs, analysis or 
recommendation in the area of fiscal policy exist in 
fifteen EU Member States, thirteen of them being former 
EU-15 countries. Contrasting with the conclusion 
reached for numerical fiscal rules, there is no visible 
tendency towards the development of such institutions in 
the EU Member States. The analysis shows that there is 
a great deal of variety in the type of institutions in place. 
Two major categories of institutions can be 
distinguished: (i) institutions in charge of providing 
forecasts or/and conducting positive analyses on fiscal 
policy issues; and (ii) institutions issuing normative 
statements and recommendations on the conduct of 
fiscal policy. Some institutions pertain to both groups. 

As regards the activity of macroeconomic forecasting, 
results of the survey suggest that, in most of cases, 
governments rely on “home-made’ forecasts for the 
preparation of the budget and the Stability and 
Convergence Programmes. There are, in the whole EU, 
three exceptions to this rule. Interestingly, the basis for 
the forecast to be used for the budget preparation differs 
considerably: in two cases, there is no formal obligation 
for the government, while there is a legal requirement in 
the third case. According to the results of the survey, 
there are in the EU twelve independent institutions in 
charge of producing budgetary forecasts. However, in all 
cases, the government remains free to base the budget 
on its own assumptions for revenues and expenditure.  

Fifteen institutions in charge of issuing normative 
statements or recommendations in the area of fiscal 
policy are currently in place in the EU countries. These 
institutions have different mandate, status, and 
composition. In most of cases, however, the independent 
institution has no authority to ensure that its 
recommendations are followed by the government, and 
the recommendations may influence policy decisions 
through public debate. 

                                                 
97  An illustration of this is that the influence of international 

organisations (IMF, COM), which fulfil a number of the 
typical tasks potentially covered by national independent 
institutions (forecasting, analysis of fiscal developments, of 
compliance with fiscal rules), varies significantly depending 
on the country. 

Assessing the influence of the institutions covered by 
the study on the conduct of fiscal policy is by nature 
difficult. However, combining descriptive analysis, the 
result of existing studies on the subject and the answers 
from the questionnaires, it is possible to draw tentative 
conclusions on the possible contribution of such 
institutions to fiscal discipline and the elements that 
favour a large influence of independent institutions on 
fiscal policy:  

• Since there is in general no formal obligation for the 
government to take into account the analysis and 
recommendations formulated by the independent 
institutions in place, their influence generally 
depends on their capacity to impact on the public 
debate and to increase reputation costs for the 
conduct of unsound policies. A high degree of 
credibility of the institution and a strong ownership 
of its work by governments seem to be key 
conditions for success.  

• The institutions in place seem to have a 
considerable impact on the public debate. In most of 
cases, forecasts or recommendations issued by 
independent institutions benefit from large media 
coverage. Delegation of the forecasting activity 
seems to be an efficient way to address possible 
optimistic biases in macroeconomic projections. 
This is confirmed by the answers to the 
questionnaire and empirical studies.  
Recommendations from independent institutions are 
generally followed by governments. According to 
replies to the questionnaires, the quality of the 
analysis undertaken by the institutions is, in more 
than two-thirds of cases, considered above or well 
above standards and there is a general perception 
that such institutions contributed to fiscal discipline.  
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Annex 1. Numerical fiscal rules considered in the study 
COUNTRY TYPE OF RULE  DEFINITION OF THE RULE (AGREGATE TARGETED 

& RELEVANT ACCOUNTING SYSTEM) 
SECTOR(S) 
COVERED 

TIME FRAME STATUTORY BASE BODY IN CHARGE OF MONITORING ENFORCEMENT (BODY & ACTIONS IN CASE OF NON-
COMPLIANCE) 

AUSTRIA Budget balance rule Budget balance as a  % of GDP 
ESA95 accounting 

Central, regional and  
local governments 

Multiannual 
(4 years) 

Legal act (based on 
Constitution) 

Governmental structure (Committee 
with central, regional and local 
government representatives) 
 

Governmental structure  
Possibility of sanctions 

BELGIUM Expenditure rule (in 
the convergence 
process leading to 
EMU qualification) 

Real expenditure growth rate 
Budgetary accounting 

Central government Multiannual  
(4 years) 

Coalition agreement Independent (Court of Auditors and the 
High Council of Finance) and National 
Parliament. 

Governmental structure  
No pre-defined action 

 Revenue rule (in the 
convergence process 
leading to EMU 
qualification) 

Nominal growth of fiscal revenues in relation to 
nominal GDP growth  
Budgetary accounting 

Central government Multiannual  
(4 years) 

Coalition agreement No body Government (Ministry of Finance) 
No pre-defined action 

 Expenditure rule Real expenditure growth rate  
Budgetary accounting (consistent with ESA95) 

Social security Multiannual 
 (4 years) 

Legal act Independent (Court of Auditors and 
Wise Men Committee) and National 
Parliament 

Government (Ministry of Health), possibly social partners 
Automatic mechanism if sanction 

 Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

Social security Multiannual 
 (4 years) 

Coalition agreement Governmental structure (Ministries of 
Budget and Social Affairs) 

Governmental structure (Ministries of Budget and Social Affairs) 
No pre-defined action 

 Budget balance rule Real expenditure growth rate 
ESA95 accounting 

Regional government Multiannual  
(5 years) 

Political agreement 
between central and 
regional governments i 

Independent (High Council of Finance) Governmental structure 
Possibility of sanctions 

 Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

Local government Annual Legal act Independent (High Council of Finance) 
and regional Government 

Governmental structure (regional government) corrects possible 
slippages by taking appropriate actions 

CZECH 
REPUBLIC 

Expenditure rule Nominal expenditure ceiling 
Budgetary accounting 

Central government Multiannual 
(3 years) 

Political agreement 
(medium-term 
expenditure framework 
enshrined in legal act 

Government (Ministry of Finance) None 
No pre-defined action; government provides explanations in case of 
non-compliance 

 Debt rule  Limit on debt service 
Budgetary accounting 

Regional and  local 
governments 

Annual Political agreement Government (Ministry of Finance) Government  
Corrective measures are proposed - possibility of sanctions 

DENMARK Expenditure rule Real expenditure growth rate 
ESA95 accounting 

General government Multiannual Political agreement Government (Ministry of Finance) Government (Ministry of Finance) 
No pre-defined action  

 Revenue rule Limits on direct or indirect tax rates (tax freeze) 
 

General government n.a. Political agreement Government (Ministry of Finance) Government (Ministry of Finance) 
No pre-defined action 

 Budget balance rule Target as a % of GDP in structural terms 
ESA95 accounting 

General government Multiannual  
(up to 2010) 

Political agreement Government (Ministry of Finance) Government (Ministry of Finance) 
No pre-defined action 

ESTONIA Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

General government Multiannual Coalition agreement Government (Ministry of Finance) Government and national Parliament 
No pre-defined action; possibility of cuts in expenditure if revenue 
shortfall 

 Debt rule Debt limits as a  % of budgeted revenues  
Budgetary accounting 

Local government Annual Legal act Government (Ministry of Finance) Government and national Parliament 
Proposition of corrective measures (possible reduction in transfers) 

FINLAND Expenditure rule  Real expenditure ceiling 
Budgetary accounting 

Central government Multiannual 
(5 years) 

Political agreement Government (Ministry of Finance) Governmental structure proposes corrective measures 

 Budget balance rule Budget balance as % GDP 
ESA95 accounting 

Central government Multiannual 
(5 years) 

Political agreement Government (Ministry of Finance) Governmental structure 
No pre-defined action (political pressure to ensure compliance) 

 Debt rule Debt to GDP ratio has to be reduced 
Budgetary accounting 

Central government Multiannual 
(5 years) 

Political agreement Government  (Ministry of Finance) Governmental structure 
No pre-defined action (political pressure to ensure compliance) 

 Revenue rule  Allocation of revenue surpluses 
ESA95 accounting 

Social security Multiannual 
(business cycle) 

Legal act  Governmental structure (Ministry of 
Social Affairs and Health). 

Independent enforcer 
No pre-defined action 

 Budget balance rule Budget balance rule in nominal terms 
Budgetary accounting 

Local government Multiannual 
(4 years) 

Legal act Independent (auditing committees) and 
governmental  structure (Ministry of 
Interior) 

Same as monitoring 
Preparation of plans to cover eventual deficits, possible personal 
admonitions 

FRANCE 
 

Expenditure rule Real expenditure growth rate  
Budgetary accounting 

Central government Annual Political agreement Independent (Court of Auditors) and 
National Parliament 

No pre-defined action in case of non-compliance 
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COUNTRY TYPE OF RULE  DEFINITION OF THE RULE (AGREGATE TARGETED 
& RELEVANT ACCOUNTING SYSTEM) 

SECTOR(S) 
COVERED 

TIME FRAME STATUTORY BASE BODY IN CHARGE OF MONITORING ENFORCEMENT (BODY & ACTIONS IN CASE OF NON-
COMPLIANCE) 

 Revenue rule The government has to pre-define the allocation of 
possible higher-than-expected tax revenue 
Budgetary accounting 

Central government Annual Legal act Independent (Court of Auditors) and 
National Parliament 

No pre-defined action in case of non-compliance 

 Expenditure rule Ceiling in volume for health expenditure growth rate 
ESA95 accounting 

Social security Annual Legal act Independent Alert Committee and 
Court of Auditors 

Independent Alert Committee proposes corrective measures 

 Budget balance rule Golden rule 
Budgetary accounting 

Local government Annual Legal act Independent (regional Court of 
Auditors) 

Obligation to propose corrective measures 

GERMANY Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

Central government Annual Constitution and legal 
act 

Government (Ministry of Finance) and 
National Parliament 

Possibility of a challenge at Constitutional Court 
No pre- defined action 

 Expenditure rule Nominal expenditure growth rate  
Budgetary accounting 

Central and  regional 
governments 

Multiannual 
 (5 years) 

Political agreement 
between central and 
regional governments 

Governmental structure (Financial 
Planning Council with central, regional 
and local members) 

None (Financial Planning Council can criticise rule violations and 
deviations) 
No pre-defined action 

 Budget balance rule  Budget balance in nominal terms (golden rule) 
Budgetary accounting 

Regional government Annual Constitution Government (Ministries of Finance of 
Länders) 

None, but possibility of a legal challenge at the Constitutional Court 
No pre-defined action 

 Debt rule Specific amount of debt in nominal terms 
Budgetary accounting 

Local government Annual  
(1 or 2 years) 

Legal act Governmental structure (Communal 
Supervisory Agencies of the Länder) 

Governmental structure  
Permission for credits refused 

 Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

Local government Annual Legal act Governmental structure (Communal 
Supervisory Agencies of the Länder) 

Governmental structure  
Clear actions are foreseen in case of non-compliance 

HUNGARY Debt rule Ceiling in proportion with capacity to repay debt 
Budgetary accounting 

Local government Annual Legal act No official body  
(supervision of private banks) 

None 
No pre-defined action 

IRELAND Expenditure rule Automatic allocation of expenditure to the National 
Pension Reserve Fund 
Budgetary accounting 

Central government Annual Legal act Government (Ministry of Finance) Government  
No pre-defined action 

 Expenditure rule Nominal expenditure ceiling 
Budgetary accounting 

Central government Multiannual 
 (5 years) 

Legal act Governmental structure Ministry of Finance 
No pre-defined action 

 Budget balance rule Budget balance nominal terms 
ESA95 accounting 

Local government Annual Political agreement Ministry of finance and governmental 
structure 

Government  
Limits imposed on borrowing of local authorities 

ITALY Expenditure rule Nominal expenditure ceiling 
ESA95 accounting 

Central and regional 
government 

Annual Legal act and internal 
pact between central and 
regional government 

Government (Ministry of Finance) and  
governmental structure (Italian 
Pharmaceutical Agency-Ministry of 
Health) 

Governmental structure  
Corrective actions 

 Expenditure rule Nominal expenditure growth rate 
Targets set in ESA95 (monitoring based on budgetary 
accounting) 

Regional and local 
government 

Multiannual  
(3 years) 

Legal act Government (Ministry of Finance) Independent   
Automatic sanction mechanism 

 Budget balance rule Budget balance in nominal  terms 
Targets in ESA95 accounting 

Regional government Multiannual 
(3 years) 

Legal act Board of Performance Assessors (with 
central and regional government 
representatives) 

Government 
Automatic correction mechanism and possibility of financial 
sanctions 

 Budget balance rule Budget balance in nominal terms 
(excl. capital revenue and expenditure) 
Budgetary accounting 

Local government Multiannual  Constitution and legal 
act 

Independent (Court of Auditors), 
Government (Ministry of Finance). 

Government (Ministry of Finance) 
No pre-defined action 

LATVIA Revenue rule Actual revenues must cover completely the special 
government budget 
Budgetary accounting 

Central government, 
social security 

Annual Legal act Government (Ministry of Finance) and 
governmental structure (The State 
Treasury) 

Governmental structure (The State Treasury) 
No pre-defined action 

 Debt rule Debt ceiling in nominal terms 
Budgetary accounting 

Local government Annual Political agreement Independent  Government (Ministry of Finance) 
No pre-defined action 

LITHUANIA Debt rule Maximum possible net borrowing by the central 
government  
Budgetary accounting 

Central government Annual Legal act Independent Government (Ministry of Finance) 
No pre-defined action 

 Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

Local government Annual Legal act Governmental structure (Council of 
Municipality) 

Government and National Parliament 
Possibility of sanctions and of clam to the Courtii 

LUXEMBOURG Expenditure rule Over the medium-term, nominal expenditure increase 
in line with nominal GDP  
Budgetary accounting 

Central government Multiannual  
 

Coalition agreement None None 
No pre-defined action 

 Debt rule The debt-to-GDP ratio should remain moderate (new 
debt only to finance rail infrastructure projects) 
Budgetary accounting 

Central government Multiannual  
 

Coalition agreement None None 
No pre-defined action 
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COUNTRY TYPE OF RULE  DEFINITION OF THE RULE (AGREGATE TARGETED 
& RELEVANT ACCOUNTING SYSTEM) 

SECTOR(S) 
COVERED 

TIME FRAME STATUTORY BASE BODY IN CHARGE OF MONITORING ENFORCEMENT (BODY & ACTIONS IN CASE OF NON-
COMPLIANCE) 

 Budget balance rule Reserve funds for health care, long-term health care 
and pension private sector schemes  
Budgetary accounting 

Social security Annual and 
Multiannual  
 

Legal act Government (Ministry of Social 
Security) 

Governmental structure  
Corrective measures 

NETHERLANDS Expenditure rule Real expenditure ceiling 
ESA95 accounting 

General government Multiannual 
 (4 years) 

Coalition agreement Government (Ministry of Finance) Government (Ministry of Finance) proposes corrective measures 

 Revenue rule Allocation of higher-than-expected revenues  
ESA95 accounting 

General government Multiannual 
 (4 years) 

Coalition agreement Government (Ministry of Finance) Government (Ministry of Finance) proposes corrective measures 

POLAND  Debt rule Ceiling in terms of debt/GDP ratio 
Budgetary accounting 

General government Annual Constitution and legal 
act 

Independent (Supreme Audit Office) 
and National Parliament 

Government, Independent body (Supreme Audit Office) and national 
Parliament 
Government proposes corrective measures. 

PORTUGAL Budget balance rule Budget balance in nominal terms 
Budgetary accounting 

Central government  Annual Legal act Government (Ministry of Finance) Government (Ministry of Finance) 
No pre-defined action 

 Budget balance rule Budget balance in nominal terms 
ESA accounting 

Local government Annual Legal act Government (Ministry of Finance) and 
governmental structure (Directorate 
General for Local Government) 

Government (Ministry of Finance)  
No pre-defined action and possibility of imposing actions 

SLOVAKIA Expenditure rule Nominal expenditure ceiling 
Budgetary accounting 

Central government Annual Political agreement Independent (Supreme Audit Office), 
Government and National Parliament  

Independent (Supreme Audit Office, National Parliament) 
Obligation to take effective measures  

 Debt rule Limits on total debt and annual repayments as a  % of 
real current incomes of t-1 budget year. 
Budgetary accounting 

Regional and  local 
government 

Annual Legal act Independent (Supreme Audit Office) 
and Government (Ministry of Finance) 

Government  
Possibility of sanctions 

SLOVENIA Debt rule Ceiling of debt/GDP ratio 
Budgetary accounting 

General government Multiannual 
 (4 years) iii 

Coalition agreement Governmental structure Governmental structure proposes corrective measures 

 Debt rule Limit on local government's total stock of debt 
Budgetary accounting 

Local government Annual Legal act Independent (Court of Auditors) and 
Government (Ministry of Finance)  

Government (Ministry of Finance) 
No pre-defined action 

SPAIN Budget balance rule Budget balance as %  of GDP  
ESA95 accounting 

General government Multiannual 
 (3 years) 

Legal act Government (Ministry of Finance) and 
governmental structure 

Government (Ministry of Finance) presents corrective plan with 
appropriate actions 

 Debt rule Debt level in nominal terms  
ESA95 accounting 

Regional government Annual Agreement between 
central and regional 
government 

Government (Ministry of Finance) Government (Ministry of Finance) 
Possibility of sanctions 

 Debt rule Limit in the debt level 
Budgetary accounting 

Regional government Annual Legal act Government (Ministry of Finance) Government (Ministry of Finance) 
No pre-defined action 

 Debt rule Ceiling for local government debt as a % of current 
revenue. 
Budgetary accounting 

Local government Annual Legal act Government (Ministry of Finance)  and 
Regional government 

Government or Regional government 
Local government designs financial plan to be met in 3 years. 

SWEDEN Budget balance rule Budget balance target in structural terms. 
ESA95 accounting 
 

General government Multiannual 
(business cycle) 

Government 
commitment, endorsed 
by Parliament 

Independent (Court of Auditors) 
Government and National Parliament  

Government 
No pre-defined action 

 Expenditure rule  Nominal expenditure ceiling for central government 
and extra old-age pension system expenditures 
Budgetary accounting 

Central government 
and social security 

Multiannual  
(3 years) 

Legal act  Independent (Court of Auditors), 
Government and National Parliament  

Government 
Obligation to correct by appropriate actions 

UNITED 
KINGDOM 

Budget balance rule % of GDP (average across the cycle) 
ESA95 accounting 

General government Multiannual 
(economic cycle) 

Legal act Independent (National Audit Office), 
Ministry of Finance, Treasury and 
National Parliament 

Government 
Appropriate actions have to be takeniv 

 Debt rule Ceiling for the government debt at level as a % of 
GDP 
ESA95 accounting 

General government Multiannual 
(economic cycle) 

Legal act Independent. (National Audit Office), 
Ministry of Finance, Treasury and 
National Parliament 

Government (ministry of Finance) 
Appropriate actions have to be taken 

 
                                                 
i Domestic Stability Pact not enshrined in legal act 
ii Administrative responsibility: The supervisor authorised by the Government has the right to submit a claim to the court in the case of infringement of legal acts. 
iii From 2000 to 2004. 
iv The Code for Fiscal Stability states that, "The Government may depart from its fiscal objectives and operating rules temporarily, provided that it specifies:(a) the reasons for departing from the previous fiscal policy objectives and operating rules; (b) the 
approach and period of time that the Government intends to take to return to the previous fiscal policy objectives and operating rules; and (c) The fiscal policy objectives and operating rules that shall apply over this period." 
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Annex 2: Independent fiscal institutions considered in the study 
COUNTRY INSTITUTION DATE OF 

CREATION OF 
THE 
INSTITUTION 

TASKS RELATED TO FISCAL POLICY 
ISSUES FULFILLED BY THE INSTITUTION 
(ANALYSIS / FORECASTS / RECOMMENDATIONS) 

OUTPUT FROM THE INSTITUTION 
(PUBLICATIONS, VARIABLES PROJECTED, NATURE  OF 
RECOMMENDATIONS) 

ROLE OF THE INSTITUTION IN THE BUDGETARY 
PROCESS AND CONSTRAINT (IF ANY) FOR THE 
GOVERNMENT  TO USE THE OUTPUT OF THE 
INSITITUTION 

STATUS / COMPOSITION OF THE GOVERNING BOARD  
/ INDICATIONS ON THE SIZE OF THE INSTITUTION 

Institute for 
Advanced Studies 
(IHS) 

1963  Analyses economic trends and supplies 
short- to medium-term economic forecasts 

Publications: regular reports including forecasts and 
analysis 
Variables projected: main macroeconomic variables, 
general government balance and debt (including for sub-
sectors of general government) 

HIS is generally consulted (no obligation) by the 
government in the course of the budgetary process 
No obligation for the government to use the forecasts of 
the IHS 

Status: Independent research institute 
Composition: Board of trustees (politicians, civil 
servant, central bankers, Industry) and Advisory 
Council (international academics) 
Staff: 60 scientific and 26 administrative 

Institute of Economic 
Research (WIFO) 

 n.a Analyzes national and international 
economic trends 
Provides short- to medium-term economic 
forecasts 

Publications: Regular reports (monthly, quarterly) and 
Working Papers 
Variables projected: main macroeconomic variables, 
general government balance and debt level (including for 
sub-sectors of general government) 

WIFO is generally consulted by the government in the 
course of the budgetary process. There is no obligation for 
the government to use the WIFO's forecasts but deviations 
from WIFO's macroeconomic projections have to be 
publicly justified 

Status: Independent economic research institute 
Composition: Scientific Board (international 
economists) and Executive Committee (civil servants 
and Social partners) 
Staff: 100 qualified researchers 

AUSTRIA 
 

Government Debt 
Committee (STA) 

 1970 Analyses the sustainability and quality of 
government finances.  
The STA also issues written policy 
recommendations. 

Publications: annual reports on public finances  
Recommendations: the instititution issues 
recommendations on fiscal policy and financing 

The Federal Minister of Finance presents a report 
(including recommendations) prepared by the STA to the 
national Council and Federal Government. There is no 
obligation for the government to follow the STA's 
recommendations. 

Status: attached to the Austrian National Bank 
Composition: 12 experts in the areas of finance and 
budgetary activities 
Staff: provided by the Austrian National Bank 

High Council of 
Finance (HCF)- 
Section "Public 
Sector borrowing 
requirements" 

HCF was created 
in 1936. The 
section "Public 
Sector borrowing 
requirements" 
was created in 
1989 (mandate 
extended in 1992 
and 2002) 

Analyses budget developments 
Verifies whether budgetary developments 
are in accordance with existing financial 
objectives for the federated entities 
Issues recommendations about the fiscal 
targets for the whole public sector, the 
federal and regional levels 

Publications: a first report monitors the achievement of the 
fiscal targets; a second report (the annual Report) analyses 
the budgetary situation of the public sector as a whole and 
of the federated entities and makes recommendations 
about fiscal targets for the short, medium and long term.  

Advice from HCF is an important input for the preparation 
of the budget. The chairman of the section "Public sector 
borrowing requirements" is regularly auditioned by the 
Parliament 
For Federal level: the government is not obliged 
(recommendations are generally taken into account) 
For federated entities: the government obliged to take into 
account analysis and also, in some circumstances, HCF's 
recommendations  

Status: attached to the government 
Composition: 12 Members (academics, civil servants, 
members of the Monetary Policy Committee) appointed 
by the government (half of the members are proposed 
by the governments of the Communities and the 
Regions) 
Staff: 6 people 
 

BELGIUM 

National Account 
Institute (ICN) 

1994 Coordinates the production of main 
national macroeconomic statistics and 
provides independent forecasts and 
projections.  
The ICN collaborates with three associated 
institutions: the National Statistical 
Institute, the Federal Planning Bureau and 
the National Bank of Belgium.  
 

Variables projected (and published): main macroeconomic 
variables 

As a rule, according to law, the macroeconomic forecasts 
of the ICN have to be used by the federal government for 
the preparation of the budget 
 

Status: attached to the government, but works in full 
independence 
Composition: highest civil servant of the Ministry of 
Economic Affairs, governor of the Central Bank, the 
heads of the National Statistical Institute and of the 
Federal Planning Bureau, plus one person proposed by 
each associated institutions (in total 3 persons) 
Staff: provided by the participating institutions 

DENMARK Danish Economic 
Council (DEC) 

1962 (mandate 
extended in 
1994) 

Analyses, inter alia, the overall functioning 
of the public sector, the sustainability of 
government finances, and the fiscal stance 
Issues recommendations and normative 
statements on fiscal policy 
The DEC meets twice a year to discuss a 
report prepared by the Chairmanship, 
which notably contains a forecast for the 
Danish economy 

Publications: bi-annual report on the overall development 
of public finances by the chairmanship 
Variables projected: detailed macroeconomic and 
budgetary forecasts, including for sub-sectors of general 
government are included in the report 

The government is not obliged to respond to the analysis 
of the DEC but can comment on the report 
Recommendations by the DEC affect the decisions process 
via their impact on the public debate 
The government is free to prepare the budget using its own 
projections (without having to provide justification) 

Status: independent body attached to the Ministry of 
Economic and Business Affairs 
Composition: 3 chairmen (independent academics 
appointed by the minister of Economic and Business 
Affairs); the Council has 29 members (from Unions, 
employers, the Central Bank, Government and 
Independent economic experts) 
Staff: 15 (10 economists) 

ESTONIA State Audit Office  
(SAO) 

The pre-war SAO 
was established 
in 1918 and it 
acted until year 
1940 
Re-established in 
1990 (enshrined 
in constitution in 
1995; new act 
adopted in 2002) 

Issues normative statements with a view to 
ensure an effective use of public funds 
Provides opinions on the implementation 
of the budget, formulates 
recommendations in case of deviation from 
initial plans 

Fiscal policy recommendations are included in the audit 
reports and annual reports 

Recommendations are used as an input for the preparation 
of the budget. The annual budget implementation review 
has to be audited by the SAO before being submitted to the 
Parliament 
The government has no obligation to follow SAO's 
recommendations (justifications are expected if 
recommendations are not followed). 

Status: independent institution (enshrined in law and 
Constitution) 
Composition: the SAO is chaired by an Auditor 
General  
Staff: around 100 
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COUNTRY INSTITUTION DATE OF 
CREATION OF 
THE 
INSTITUTION 

TASKS RELATED TO FISCAL POLICY 
ISSUES FULFILLED BY THE INSTITUTION 
(ANALYSIS / FORECASTS / RECOMMENDATIONS) 

OUTPUT FROM THE INSTITUTION 
(PUBLICATIONS, VARIABLES PROJECTED, NATURE  OF 
RECOMMENDATIONS) 

ROLE OF THE INSTITUTION IN THE BUDGETARY 
PROCESS AND CONSTRAINT (IF ANY) FOR THE 
GOVERNMENT  TO USE THE OUTPUT OF THE 
INSITITUTION 

STATUS / COMPOSITION OF THE GOVERNING BOARD  
/ INDICATIONS ON THE SIZE OF THE INSTITUTION 

Commission 
Economique de la 
Nation (CEN) 
 
 
 
 
Annual Economic 
Conference (CEA) 

1999 (replaced 
the Commission 
des comptes et 
des budgets 
économiques de 
la nation created 
in 1952)  
 
1999 

Analyzes the provisional budget accounts 
and discusses economic issues selected by 
the Finance Minister 
Provides independent forecasts 
(compilations of existing forecasts) 
Holds meetings four times a year 
 
Informs and consults social partners on the 
evolution of the French economy as well 
as on economic, fiscal and taxation 
policies 

No publication 
Variables projected: macroeconomic and government 
balance and debt forecasts (on the basis of a collection of  
forecasts from other institutions) 
 
 
 
Yearly meeting 

The government consults the CEN in the course of the 
budgetary process, but is free to prepare the budget using 
its own projections (no justification required) 
 
 
 
 
The government consults the social partners in the course 
of the budgetary process 
 

Status: Independent consultative body  
Composition: 28 members: academics, policy experts, 
members of the Central Bank, representatives of trade 
unions, private banks and companies 
Staff provided by the Ministry of Finance 
 
 
Status: Independent consultative body  
Staff: provided by the Ministry of Finance 

FRANCE 
 

Cour des Comptes 
 

1807 (new 
budget organic 
law extends the 
mandate: the 
Court produces a 
report taken into 
account in the 
Budget 
Orientation 
Debate in June)  

Analyzes the fiscal situation of the country 
Audits and monitors the implementation of 
budget plans 
Issues recommendations and normative 
statements on fiscal policy (including on 
the composition of expenditure, debt 
management…)  

Publications: Several regular reports published in the 
course of the year, including a Preliminary Report on the 
overall situation of government finances issued in June 
(first time in 2005); an Annual Public Report (published in 
October). Special Reports are also published. 
Recommendations: the Court issues recommendations on 
the conduct to fiscal policy 

The Court provides evaluations of recent and current pubic 
finances trends that are taken into account in the budgetary 
process  
 
 

Status: independent body 
Composition: the Court is chaired by the "First 
president" nominated by decree in the Council of 
Minister; it is organised in 7 Chambers with particular 
competencies (about 30 magistrates and rapporteurs in 
each) 

Council of Experts 
for the Assessment of 
Overall Economic 
Trends (SVR) 

1963 Analyses fiscal policy developments, and 
points undesirable trends and ways to 
avoid and correct them, but does not make 
recommendations for specific policy 
measures 
Fosters cooperation between State and 
regional governments 

Publications: annual Report on the state of the economy as 
a whole and the foreseeable economic developments in 
Germany 
Issues macroeconomic forecasts and, occasionally, 
analysis of government finances. In its annual report the 
Council also examines issues related to the sustainability 
of government finances 

No specific role in the budgetary process 
The federal government has to publicly respond to the 
analysis prepared by the SVR. 
The government is free to prepare the budget using its own 
projections, but deviations have to be publicly justified 

Status: Independent institution 
Composition: 5 independent economics experts 
appointed by the Federal President at the suggestion of 
the federal government 
Staff: about 20 (about half doing research) 

Joint Economic 
Forecast by 6 leading 
research institutes 
(JEF) 

1950 Provides projections for international and 
national economic trends 
Issues policy recommendations, inter alia 
concerning fiscal policy 

Publications: Spring and Autumn reports 
Variables projected: short term macroeconomic forecasts; 
general government expenditure (consumption, public 
sector building investment), revenue (taxes social 
contributions), balance and debt level 
Recommendations on economic policy in general, 
including fiscal policy especially if the JEF identifies a 
slippage compared to initial fiscal plans 

The government is free to prepare the budget using its own 
forecasts and macroeconomic assumptions 
No specific role in the budgetary process (the government 
is not obliged to publicly respond to the analysis prepared 
by the JEF) 

Status: independent research institution  
Composition: 6 members in the Board (one per research 
institute involved) 
Staff: during the two weeks which it takes to draw up 
the JEF, about 60 economists are involved in its 
production 

Advisory Board to 
the Federal Ministry 
of Finance 

1950 Analyzes fiscal policy developments 
Issues recommendations and  normative 
statements on the area of fiscal policy to 
the Federal Finance Minister  
 

Publications: reports are presented to the Federal Minister 
of Finance and published afterwards 
Recommendations: the Advisory Board decides what 
issues it is going to consider, but it takes into account the 
priorities of the Federal Minister of Finance 

No specific role in the budgetary process (government not 
obliged to publicly respond to its analysis). Reports 
contribute to the public policy debate. 

Status: independent academic body that deliberates in 
complete independence on an honorary basis 
Composition: 25 honorary members (mostly university 
professors of economics or law) 
Staff: No own staff (staff provided by the Federal 
Ministry of Finance) 

GERMANY 

Working Party on 
Tax Revenue 
Forecasting 

1955 Provides independent forecasts for 
government revenues 

Variables projected: forecasts of government revenues for 
the whole of the general government sector, central, 
regional and local governments 

The Working Party is generally consulted (no obligation) 
by the government in the course of the budgetary process. 
The Federal government adopts since 1955 the tax revenue 
forecast of the Working Group in the budget and since 
1968 also in medium-term financial planning. 

Status: independent advisory council at the Federal 
Ministry of Finance 
Composition: Federal Ministers, the 6 leading research 
institutes, the Federal Statistical Office, the 
Bundesbank, the German Council of Economic 
Experts, the Finance Ministries of the Länders and the 
Federal Union of Central Associations of local 
authorities. 
Staff: :n.a 
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COUNTRY INSTITUTION DATE OF 
CREATION OF 
THE 
INSTITUTION 

TASKS RELATED TO FISCAL POLICY 
ISSUES FULFILLED BY THE INSTITUTION 
(ANALYSIS / FORECASTS / RECOMMENDATIONS) 

OUTPUT FROM THE INSTITUTION 
(PUBLICATIONS, VARIABLES PROJECTED, NATURE  OF 
RECOMMENDATIONS) 

ROLE OF THE INSTITUTION IN THE BUDGETARY 
PROCESS AND CONSTRAINT (IF ANY) FOR THE 
GOVERNMENT  TO USE THE OUTPUT OF THE 
INSITITUTION 

STATUS / COMPOSITION OF THE GOVERNING BOARD  
/ INDICATIONS ON THE SIZE OF THE INSTITUTION 

GREECE Centre of Planning 
and Economic 
Research (KEPE) 

1959  
(under Private 
law since 1964) 

Analyses the problems of the Greek 
economy at national, regional level and by 
sector in applied research projects 
Provides technical advice on economic 
policy issues to the Minister of the 
Economy and Finance, and independent 
projections 

Publications: studies, reports on applied economics, 
statistical series and discussion papers series 
Variables projected: macroeconomic and budgetary 
variables (expenditure and revenue) for the general 
government sector 

No specific role in the budgetary process; the government 
is not obliged to publicly respond to the analysis prepared 
by the KEPE 
The government is free to prepare the budget using its own 
macroeconomic assumptions and projections (no 
justification required) 

Status: Public institute attached to the Minister of 
Economy and Finance 
Composition: the Board of directors has 5 members 
(inducing the chairman of the institute) appointed by 
the government 
Staff: 45 researchers 

HUNGARY State Audit Office 
(ASZ) 

1989 Analyses fiscal policy developments: The 
ASZ is in charge of assessing the draft 
budget and monitoring the implementation 
of budget plans.  
It also verifies whether budgetary plans are 
in accordance with existing budgetary 
rules and issues normative statement and 
recommendations in the area of fiscal 
policy 

Publications: report on the budget law and report on the 
fulfilment of the annual budget law 
Normative statements generally take the form of warnings 
for 'improper' projections of revenues or expenditures 

The government consults the ASZ in the course of the 
budgetary process. ASZ is auditioned by the Parliament in 
the course of the budgetary process. 
The government is not obliged to publicly respond to the 
analysis prepared by the ASZ and is free to prepare the 
budget using its own macroeconomic assumptions 

Status: attached to the Parliament 
Composition: President and some vice presidents 
Staff: around 600 civil servants 
 

ITALY Institute for Studies 
and Economic 
Analyses (ISAE) 

1999 The ISAE is part of the Italian public 
research bodies and institutions. It carries 
out analyses useful for the economic and 
social policy decisions  
It notably analyzes fiscal policy 
developments for the whole of the general 
government sector and provides 
independent forecasts and projections 

Publications: ISAE reports devoted to forecasts 
("Forecasts on the Italian Economy") are issued twice a 
year  
Variables projected: main macroeconomic (quarterly an 
annual) and budgetary variables; forecasts are updated four 
times a year  
 

The ISAE is generally consulted by the government and 
auditioned by the Parliament (no obligation for both) in the 
course of the budgetary process 
The government is not obliged to publicly respond to the 
analysis prepared by the ISAE and remains free to prepare 
the budget using its own macroeconomic assumptions 
(without having to provide justification) 

Status: Independent body 
Composition: 9 Members in the governing board 
(academics, policy experts, civil servants, members of 
the Central Bank) 
Staff: around 150 

LUXEMBOURG Court of Auditors 1999 Analyzes and performs an external control 
of public funds and audits the financial 
management of the State 
Provides independent forecasts for 
government revenues (year n) 
Issues recommendations (based on its 
analysis of the investment plan running 
over several years attached to the draft 
budget) 

Publications: each year the Court of Auditors draws up a 
General Report on the Draft Bill of Settlement of the State 
General Account for the previous year. This report is sent 
to Parliament along with the point of view of the 
Government or the bodies concerned.  
Also, the Court can at any moment, either at the request of 
Parliament or on its own initiative, present its observations 
on specific aspects of financial management in the form of 
special reports. 
 

The Court is generally auditioned by the Parliament in the 
course of the preparation of the budget (no obligation) 
The government is free to prepare the budget using its own 
macroeconomic assumption and projections  
 

Status: Independent public institution 
Composition: 1 president, 1 vice president and 3 
counsellors 
Staff: 34 civil servants 

THE 
NETHERLANDS 

Netherlands Bureau 
for Economic Policy 
Analysis 
(CPB) 

Created in 1945 Analyzes a broad range of economic and 
budgetary issues 
Monitors the implementation of budget 
plans; quantifies short term and long term 
effects of measures and reforms and 
checks compliance with budgetary rules 
Provides macroeconomic and budgetary 
economic forecasts and projections 

Publications: the CPB yearly publishes a forecast in spring 
(the Central Economic Plan), providing the first forecast 
for the upcoming year. In September the CPB publishes 
the macro-economic outlook (the MEV), on the same day 
that the budget is presented to Parliament. Besides these 
two forecast documents, the CPB provides some updates 
during the year. 
Variables projected: macroeconomic and budgetary 
variables forecasts (including for sub-sectors of general 
government) for the short and medium-term. Also long 
term projections (not annually). 

The CPB is generally consulted (no obligation) by the 
government in the course of the budgetary process. 
The government is not obliged to publicly respond to the 
analysis prepared by the CPB. 
Forecasts are used for budget preparation, even if there is 
no legal obligation. If this would not be the case, an 
explanation would be expected. 

Status: the CPB is formally attached to the Ministry of 
Economic Affairs, but works in full independence 
Composition: the Board of the CPB consists of three 
members (one director and two assistant directors). 
Normally, these members are selected among high civil 
servants (from ministries or the CPB itself) or the 
academic world.  
Staff : about 170 employees 

PORTUGAL Court of Auditors 
(Tribunal de Contas) 

1976 in 
Constitution 
1990 sovereign 
organ by law  

Analyzes fiscal policy developments. 
Monitors the implementation of budget 
plans of the State. Performs a control of 
public finances 
Issues normative statements and 
recommendations on the implementation 
of fiscal plans and respect of fiscal policy 
rules  

Publications: annual reports on the Budget outturn for the 
State and other general government sub-sectors; 
occasional reports on issues relevant for public accounts 
Normative statements on the implementation of fiscal 
plans 

The Court controls the budgetary execution at its own 
initiative. It provides an assessment of the budgetary 
developments for the central government and social 
security sectors before the budget is approved by the 
Parliament. 
The government has to follow the Court's 
recommendations related to accounting control. No 
obligation to follow the Court's recommendations on 
others fiscal policy issues 

Status: sovereign organ 
Composition: the board is made of 1 president and 18 
judges 
Staff: 596 (in 2004) 
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COUNTRY INSTITUTION DATE OF 
CREATION OF 
THE 
INSTITUTION 

TASKS RELATED TO FISCAL POLICY 
ISSUES FULFILLED BY THE INSTITUTION 
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RECOMMENDATIONS) 

ROLE OF THE INSTITUTION IN THE BUDGETARY 
PROCESS AND CONSTRAINT (IF ANY) FOR THE 
GOVERNMENT  TO USE THE OUTPUT OF THE 
INSITITUTION 

STATUS / COMPOSITION OF THE GOVERNING BOARD  
/ INDICATIONS ON THE SIZE OF THE INSTITUTION 

National Committee 
of local 
administration 
(CNAL) 

1985 Issues recommendations in the area of 
fiscal policy concerning local government 
finances 
Fosters cooperation between State and 
local governments 

Publications: report on the budgetary stability objectives 
for local governments fixed by Central Government. 
Recommendations: the CNAL is notably in charge of 
assessing the draft budget, but only in those aspects 
concerning local finances, it provides recommendations on 
the distribution of state grants to Local Governments. 

The government has to consult the CNAL in the course of 
the budgetary process concerning the articles related to 
local governments finances 
 
 
 
 
 

Status: attached to the Ministry for Public 
Administration 
Composition: members of the plenary board (28 
members) are civil servants and politicians 
Staff: na 

SPAIN 
 

Court of Auditors 1978 Analyzes (ex post) the budget execution 
and monitors implementation. Verifies 
whether budgetary outcomes are in 
compliance with existing budgetary rules.  
Assesses the quality of government 
finances. 
Issues recommendations and normative 
statements in the area of fiscal policy. 

Publications: annual report 'Final Declaration of the 
General Statement of State Accounts'; annual 
Memorandum of Performance; annual Report of the 
Activity of the Regional and Local Public Sectors; special 
audit reports; motions or notes 
 

The Court only intervenes ex post. It examines the 
execution and provides information to the national and 
regional Parliaments and local governments 
The government is not obliged to publicly respond to the 
analysis prepared by the Court, but generally takes into 
account the recommendations 

Status: independent institution  
Composition: the full session is made of 12 Counsellors 
of Accounts and the Prosecutor (six Members are 
appointed by the Congress of Deputies and the other six 
by the Senate) 
Staff: around 800 

SWEDEN National Institute of 
Economic Research 
(NIER) 

1937 Analyzes, inter alia, fiscal policy 
developments of the whole of the general 
government sector and its sub-sectors. The 
analyses go beyond fiscal policy issues. 
Provides macroeconomic and public 
finances forecasts 
Issues recommendations and normative 
statements 

Publications: fiscal and budgetary issues are analysed and 
commented in the institute's quarterly report 
"Konjunkturläget" ("The Swedish economy") 
Variables projected: detailed macroeconomic and 
budgetary forecasts and long term projections on 
government finances (including for sub-sectors of general 
government and pension system) 
Normative statements on the budgetary plans and respect 
of the fiscal rules 

No specific role in the budgetary process 
The government is not obliged to publicly respond to the 
analyses prepared by the NIER. The government is free to 
prepare the budget using its own projection and 
macroeconomic assumptions, without having to provide 
any justification 
The government has no obligation to follow the 
recommendations 

Status: economic research institute under the Ministry 
of Finance 
Composition: the General Director is appointed by the 
government. all other staff is appointed by the institute 
Staff: 65 

UNITED 
KINGDOM 

National Audit 
Office (NAO) 

Has existed since 
1983 in its 
current form. 
Replaced the 
former 
Exchequer & 
Audit 
Department that 
had existed since 
1866. Mandate 
extended in 1998 
and in 2000 

Issues recommendations and normative 
statements in the area of fiscal policy 

Recommendations: the NAO audits changes in key 
assumptions and conventions underlying fiscal projections 
for the whole of the public sector; the NAO's conclusions 
and recommendations are confined to the assumptions 
underpinning the fiscal projections, not the overall stance 
of fiscal policy or performance against the Government's 
fiscal rules 

The government has to consult the NAO in the course of 
the budgetary process. The Treasury is not obliged to 
follow the NAO's recommendations concerning the key 
assumptions underpinning the fiscal projections (in 
practice generally does) 

Status: independent institution under the Parliament 
Composition: by statute, the Comptroller & Auditor 
General, the head of the NAO, is completely 
independent of government.  
Staff: the number of NAO officials involved in auditing 
the assumptions underpinning the fiscal projections 
varies depending on how many assumptions are due for 
audit alongside a specific Budget. In general, the 
number ranges from 5 to 10. 


