FiscAaL RULES

Large structural deficits and growing debt ratios caused
by the economic and financial crisis endangered fis-
cal sustainability in the whole euro area. Apart from
the pre-crisis Stability and Growth Pact, as well as the
Maastricht Treaty, post-crisis rules like the European
Stability Mechanism were created to ensure financial
stability for member states. At the national level, domes-
tic fiscal frameworks were introduced as a part of the in-
stitutional policy setting that shape fiscal policy making.
According to Kopits and Symanski (1998), a fiscal rule
is “a permanent constraint on fiscal policy, expressed in
terms of a summary indicator of fiscal performance”.
These rules comprise the arrangements, procedures and
institutions governing the planning and implementation
of budgetary policies. The main components of domes-
tic fiscal frameworks are numerical fiscal rules, inde-
pendent fiscal institutions, and budgetary procedures
governing the preparation, approval, and implementa-
tion of budget plans and medium-term budgetary frame-
works for multi-annual budgetary planning.

In 2005 the European Commission launched two sur-
veys on national fiscal rules and independent public
institutions in EU member states from 1990-2005.
Another survey on the existing domestic medium-term
budgetary frameworks was published in 2006. The fis-
cal rule strength index (FRSI) and the fiscal rule index
(FRI) were both calculated based on these surveys.
According to the European Commission, a fiscal rule is
considered strong if it is likely to be respected and may
significantly influence the con-

ry/legal base of the rule range from four points “consti-
tutional base” to one point “political commitment by a

given authority”.

The fiscal rule strength indices are aggregated to one
index per country and year, creating the fiscal rule in-
dex. Effectively, the index is calculated using equal
weights for all its components. This index is standard-
ized with an average of zero and a standard deviation of
one, meaning that negative values occur. The surveys
are based on self-reporting by the countries and may not
therefore reflect actual experience with recently imple-
mented fiscal rules. As a result, care needs to be taken
when comparing the indices from different countries
with each other.

Looking at the development over the past two decades,
there is a clear upward trend for the 28 member states of
the European Union, as well as for the 15 states before
the Eastern enlargement, as demonstrated in Figure 1.
It is worth noting that the short decline during the cri-
sis in 2009 seems to be greater for the EU1S5 than for
the EU2S, as can be seen in Figure 1. Overall, however,
the fiscal rule index for the EU15 countries is constantly
above the index of the EU28.

A positive relationship can be seen between the fiscal
rule index and budgetary outcomes. EU member states
with the highest index values show better budgetary
outcomes on average. Table 1, which contains an extract
of the FRI, shows some more interesting details. Since
documentation of the FRI started in 1990 Germany in-
itially had a constant index of 0.5, which subsequently
started to rise, reaching 1.4 in 2012. Italy did not seem to
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Table 1
Fiscal Rule Index, 1990-2012
1990 1995 2000 2005 2006 2007 2008 2009 2010 2011 2012
Austria -1.0 -1.0 0.2 0.2 0.2 0.2 0.2 0.5 0.5 0.6 0.8
Bulgaria -1.0 -1.0 -1.0 0.9 1.5 1.5 1.5 1.5 1.5 1.9 2.2
Denmark -0.5 0.6 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2
Finland -1.0 0.4 0.9 0.9 0.9 1.0 0.6 0.3 0.3 0.6 0.4
France -0.6 -0.6 0.1 0.1 0.5 0.5 0.7 1.0 0.8 1.6 1.6
Germany 0.5 0.5 0.5 0.5 0.5 0.5 0.5 1.1 0.8 1.4 1.4
Greece -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 -1.0 1.0
Hungary -1.0 -1.0 -0.8 -0.8 -0.8 0.5 0.5 0.2 0.2 0.2 1.1
Italy -1.0 -1.0 -0.5 0.1 0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.2
Spain -0.3 -0.3 -0.3 1.7 1.6 1.6 1.6 1.6 1.6 2.6 33
Sweden -1.0 -1.0 2.2 2.2 2.2 2.3 23 2.3 2.5 2.5 2.5
United Kingdom | -1.0 -1.0 2.0 2.0 2.0 2.0 2.0 -1.0 1.7 1.6 1.6
Source: European Commission (2012).
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it. Spain’s investment, by contrast, has soared in recent
years, from 1.6 in 2010 to 3.3 in 2012, which could be in-
terpreted as a reaction to the crisis and a bid to improve
its fiscal sustainability. The same can be observed for
Greece (from —1.0 in 2011 to 1.0 in 2012). All in all, the
economic crisis has obviously had a positive impact on
the presence of fiscal rules throughout Europe.

Sabrina Enzinger

57

European Commission (2012), Numerical fiscal rules in the EU
Member States,
http://ec.europa.eu/economy_finance/db _indicators/fiscal governance/
index_en.htm (accessed 15 June 2014).

Kopits, G. and S. Symanski (1998), “Fiscal Rules”, IMF Occasional
Paper no. 162.

CESifo DICE Report 4/2014 (December)



http://ec.europa.eu/economy_finance/db_indicators/fiscal_governance/index_en.htm
http://ec.europa.eu/economy_finance/db_indicators/fiscal_governance/index_en.htm

