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Abstract

Resear ch background: The latest economic and financial crisis has sehjomjured Euro-
pean Union Member States, affecting the conditibtheir public finances. In the face of
the crisis, the EU made a special effort to inczetiee effectiveness of national fiscal
frameworks, e.g. by improving the compliance wegislation. The post 2009 reforms were
aimed at providing a solid economic foundationtfe national fiscal frameworks, especial-
ly in the high-debt euro area countries.

Purpose of the article: The goal of this research is twofold. Firstly, itna to provide an
outline of the national fiscal governance in the. Bdcondly, the paper analyzes the chang-
es in the core measures of fiscal governance iEthbetween the crisis period and the year
2016 (due to the latest available data) and ingets the similarities in the progress made
by the 28 EU countries in restoring balance in jouihance.

Methods: To achieve the goal, the literature review and ahelysis of core elements of
national fiscal frameworks are provided. In the eioal section the grouping method for all
28 EU countries based on the Ward's agglomeraisichical clustering method is em-
ployed. The study uses data derived from the AME2&base (in the case of fiscal data)
and the European Commission thematic data for tyuialilexes of particular elements of
fiscal governance (numerical fiscal rules, mediwmt budgetary frameworks and inde-
pendent fiscal institutions).

Findings & Value added: This paper contributes to the literature by, on ¢ime hand,
attempting to analyze changes in main fiscal gomere measures and, on the other hand,
by assessing their link with public finance throwghployment of the agglomerative clus-
tering method. Based on the results, the conclugmut the importance of the improve-


https://doi.org/10.24136/eq.2018.030
https://crossmark.crossref.org/dialog/?doi=10.24136/eq.2018.030&domain=pdf

Equilibrium. Quarterly Journal of Economics and Boonic Policy 13(4), 623—642

ment in fiscal framewaorks is provided. The analgsisws that countries with better national
fiscal framework achieved better results in pulfii@nces regardless the macroeconomic
conditions.

I ntroduction

The consequences of the latest economic and fialacresis have negative-
ly influenced the public finance in all Europeanidncountries, especially
in the Eurozone countries. In order to diminish pust-crisis imbalance
and to improve the compliance with the legislatitme EU took actions
aimed at improving the performance of national distrameworks. As
a result, a set of post-2009 reforms was providdthprove the situation in
public finance and to counteract the potential veeahkg of the application
of the EU procedures in the future. By these refrthe EU has recently
strengthened the importance of national fiscal gumece on the national
level, which quality is assessed by specially qoiesed indexes. However,
in the light of weakness of established procedare$ uncertainty of the
positive effects of fiscal expansion introducedurbulent times, there has
been a great deal of discussion recently aboutiogea stronger form of
cooperation, including e.g. fiscal union (see Dawre & Ji, 2016; EC,
2017a, among others).

The paper focuses on the core elements of natfimeal governance in
the EU. The general aim of this study is to analywesimilarities among
28 EU countries from the point of view of the cetements of fiscal gov-
ernance on the background on public finance betweeryear 2009 and
the year 2016. Cluster analysis is employed inra@achieve this goal.

The paper is organized as follows. Firstly, theréiture review is pro-
vided. Secondly, the characteristics of the re¢earethodology is present-
ed. Next, the similarities between EU28 countrie2009 and 2016 are
compared and the discussion section is included. [kt section of the
paper concludes.

Literaturereview

The general concept of national fiscal frameworks

According to the European Commission definitiontioral fiscal frame-

work, also called a domestic (or national) fiscavgrnance, is a set of
“specific rules, procedures, arrangements, andtutishs for budgetary

policy in place in each of the 28 EU Member Staigsge EC, 2016, p. 1).
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The aim of fiscal governance is to improve coortioraof particular ele-
ments of fiscal policy. National fiscal governangeeniably supports fis-
cal responsibility, attains sound budgetary pos#i¢in particular by con-
taining the deficit bias), reduces the cyclicalifybudget policy making,
and improves the efficiency of public spending (&€, 2016).

The core element of fiscal governance in the EU blenStates is the
Stability and Growth Pact (1997). However, the imi@ot significance for
fiscal governance in recent years has been provigethe Council Di-
rective 2011/85/EU of 8 November 2011 on requiresdar budgetary
frameworks of the Member States. The coverage eftnective includes
a set of elements including: accounting and siegistnedium-term budget-
ary frameworks, country-specific numerical fiscales, transparency of
general government finance, rules and procedurdsudgetary planning
process, and, in particular, independent monitosimg analysis.

The enforcement of the fiscal governance framewaorkfie EU coun-
tries in the pre-crisis period was uneven (Eyrauwv&, 2015, p. 5), espe-
cially due to the weakness of the SGP procedurss result, elements of
fiscal governance in the EU were reformed sevena¢g (mainly in the
area of secondary legislations), including thet fieform of the SGP in
2005, the Six-Pack (2011) with the second refornthef SGP, Two-Pack
(2013), or Fiscal Compact (2012). The primary otyes of fiscal govern-
ance reforms were aimed at providing stronger etononderpinnings to
the framework, better arranging fiscal targets wiigint objective, strength-
ening enforcement mechanism or implementing fiagals with more flex-
ibility (see: Eyraud & Wu, 2015).

In recent times, a wider attention is paid to theéements of national
fiscal governance: independent fiscal institutiomgdium-term budgetary
frameworks, and national numerical fiscal rulese Tuality of these ele-
ments is measured by indexes constructed and atdduby the European
Commission services. The European Commission fhddisme series for
three indexes: Fiscal Rule Index (FRI), Medium TeéBodgetary Frame-
work Index (MTBFI) and Scope Index of Fiscal Instions (SIFI) (before
2015, time series were available only for FRI antB¥l).

Numerical fiscal rules

Numerical fiscal rules, in terms of the well-knowafinition of Kopits
and Symansky (1998), are permanent constrainthefidcal policy, typi-
cally defined in terms of an indicator of overalichl performance. The
rule is often expressed as a numerical targetiriggibf selected fiscal ag-
gregates in relation to GDP. According to Kennetsl. (2001), fiscal rule
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is a kind of statutory or constitutional restrictionposed on fiscal policy
aggregate, which provides a specific limit on thggregate (budget bal-
ance, debt, spending or revenues). However, theriaupt element of the
rule, regardless of its statutory instrument (im&tional treaty, constitu-
tional amendment, legal provision, or policy guide), national or supra-
national level of implementation, or local termiogy — is that it should
be applied on a permanent basis by successive moeats in a given
country (Kopits & Symansky, 1998, p. 2). In orderde successful, a fis-
cal rule should be equipped with a set of core elgm(see e.g.: Kopits &
Symansky, 1998; Kilpatric, 2001; Buiter, 2003; BoBnInman, 1996;
Ayuso-i-Casalset al, 2009; Debrunet al, 2008; Holm-Hadullaet al,
2010; Kumatret al., 2009).

The aim of the implementation of fiscal rules ie 88U countries was to
prevent domestic fiscal policies of each EU couitoyn creating negative
spillovers on other EU countries and to elimindte hegative impact of
fiscal policy on monetary policy (EC, 2013a). Theudcil Directive
2011/85/EU in Article 5 emphasizes that “Each Mentbimte shall have in
place numerical fiscal rules which are specifidto..] and promote com-
pliance with the reference values on deficit anot det in accordance with
the TFEU”. The directive specifies main elementsciwtshould character-
ize national rules, in particular: the scope of thie and the target defini-
tion, assurance of the effective and timely moimiipiof rules’ compliance
based on independent analysis prepared by a spgp@@lof independent
bodies, and in case of non-compliance — the coresemps of breaking the
rule.

All EU Member States are obliged to control theeleaf debt of GG to
GDP ratio, the deficit of GG to GDP ratio and thgenditure benchmark.
These three limitations are examples of debt lulelget balance rule and
expenditure rule, respectively, imposed on the angitional (EU) level on
the basic of the primary and secondary legislatgmgerning the Stability
and Growth Pact. Besides the supranational lelveldomestic (national or
country-specific) numerical fiscal rules are impemnted — Directive
2011/85/EU obliged each EU Member State to incladentry-specific
numerical rules in their national fiscal framewaorks

The basic fiscal rules for all EU member states asdollows: gross
public debt below 60% of GDP (if higher, the reguient to reduce it an-
nually by 1/20 of the gap between actual debt tdPG&¥el and the desired
60% reference value), budget deficit below 3% ofFGBtructural budget
balance higher than the country-specific mediunmtebjective, the so-
called expenditure benchmark, which restricts tted expenditure growth
rate with respect to the growth rate of the mediarm potential GDP tak-
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ing into account the MTO (see EC, 2017b for detailbe deviations from
the rules are possible and take into account thusual events being out-
side the control of the state, the severe recessioother relevant factors,
as presented in the corrective arm of the SGP.

In general, the EU, just as the IMF, recognizesvbeh debt rule, budg-
et balance rule, revenue rule and expenditure lulde case of the EU, the
quality of these rules is measured by the FRI basethe calculation of
Fiscal Rule Strength Index (FRSI) taking into actdothe methodology
proposed by Derooset al. (2005), next, based on the FRSI for each rule,
a comprehensive time-varying FRI is calculated bsising up all FRSI
weighted by coverage of the rule.

The European Commission’s calculation of the inebelxibits the grow-
ing trend of FRI in the EU. The index presentsrager rules in the case of
EU15 countries than in the case of the “new” EUntoas. Moreover, after
2011, the significant increase in the value of it@ex occurred, which
mainly was a consequence of the 2011/85/EU Direétisued in 2011.

Independent fiscal institutions

The role of independent fiscal institution was @ased by the Council
Directive 2011/85/EU, by emphasizing their impactoompliance of fiscal
rules. The independent fiscal institution is respole for enhancing the
transparency and accountability of fiscal policygnitoring of fiscal policy
development and preparing independent analysish, Higcal rules and
independent fiscal institutions, are aimed at redydeficit bias and pro-
cyclicality of fiscal policy, thus promoting andcireasing the sustainability
of public finance.

In general, independent fiscal institutions arecpmed as “independent
public institutions with a mandate to criticallysass, and in some cases
provide non-partisan advice on, fiscal policy amdfgrmance” (von Trapp
et al, 2016, p. 11), and their role is “to promote sotisdal policy and
sustainable public finance” (von Tragp al, 2016, p. 11). These institu-
tions are commonly named independent parliamerttadget offices or
fiscal councils (von Trappt al, 2016, p. 11). They are “watchdogs” (Ko-
pits, 2011) which increase the effectiveness imyating transparency in
public finance.

Debrunet al. (2009) emphasize two distinct models of indepengab-
lic bodies (exactly, named by them “independerntaiisagencies”): Inde-
pendent Fiscal Authority (IFA) and Fiscal Coundi(). The typology is
based on the scope of mandate of independent figgatcies and their
“modus operandi”.
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In the EU most independent fiscal institutions eperas Fiscal Coun-
cils. Fiscal Council is “a publicly funded entittaffed by non-elected pro-
fessionals mandated to provide non-partisan ouarsig fiscal perfor-
mance and/or advice and guidance — from eithersaipe or normative
perspective — on key aspects of fiscal policy” (Bl@agnn, 2010, p. 5). In
some countries public audit institutions operataydver they are not strict-
ly independent fiscal institutions due to theimgipal functions. In the case
of audit institutions, although independent, thele is to prepare detailed
ex-post analysis of each public sector entity, wherthe role of independ-
ent fiscal institution is to “maintain disciplinené transparency in public
finances during the policy-making process” (Kop2811, p. 2) and in-
crease the credibility of government by real-timealgsis and forecast,
[i.e.] thus by “forward-looking diagnostic task” @gits, 2011, p. 2). For
example, in Poland, instead of a fiscal councer¢his the Supreme Audit
Office — an independent state audit body respoasibt safeguarding
public spending. A work by Jankovics and Sherwo2@dl{) presents an
excellent overview of the IFIs and their role ire tRU countries. The IFIs
are an element of fiscal governance, however, & sfudy by Dziemian-
owicz et al. (2016) shows that the mere establishment of alfisouncil
does not guarantee stabilization of public finanddsis, there is a need of
cooperation between particular elements of fisealegnance — IFIs im-
plementation can increase the effectiveness oalfisdes (as argued by
Wyplosz, 2012).

The DG ECFIN published the first calculations dd@pe Index of Fis-
cal Institutions (SIFI) for the year 2015. The doustion of the index is
aimed at measuring the breadth of tasks dischargdte IFls. The index
covers 6 separate tasks of the IFI: (1) monitodhiscal policy and rules;
(2) macroeconomic/budgetary forecasting; (3) potiogting; (4) analysis
of long-run sustainability of public finances; @omotion of fiscal trans-
parency; and (6) normative recommendations onlfgalécy. The detailed
information about its construction is publishedtbe European Commis-
sion webpagke The first available series for the year 2015tded 29 IFls
analyzed for the 26 EU countries (without datatfer Czech Republic and
Poland, due to the lack of strictly independergdisnstitutions in 2015). It
was the first calculation of the index. The coreelcanalysis (based on
a fine-tuned methodology), published in 2017, pnesSIFI indexes for 30
IFIs from 27 EU countries calculated for 2015 afid @ (including Su-

! see: Independent Fiscal Institutions. Retrievethfhttps://ec.europa.eu/info/business-
economy-euro/indicators-statistics/economic-datad/iscal-governance-eu-member-states
/independent-fiscal-institutions_en (12.12.2017).
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preme Audit Office in Poland). The new values fog tndexes for 30 IFls
are presented in Figure 1.

The average value of the index for 30 institutiovess nearly 47.6 in
2015 and 47.5in 2016 (due to the reduction irvilae of the index for the
National Audit Office in Finland). The institutioria Spain and the UK
demonstrated the highest quality of IFI in bothrgedn 2015 and 2016
more than one IFIs were in three countries (in Nle¢herlands, Belgium,
and Austria), however, the quality of these insitos in particular coun-
tries measured by the index was quite differerg {&Ggure 1).

Medium-term budgetary frameworks

The commonly used definition of medium-term budgefsameworks
explains them as an institutional device or insentallowing fiscal au-
thorities “to extend the horizon for fiscal poliayaking beyond the annual
budgetary calendar” (EC, 2007). Including MTBFshindgetary process
results in several benefits, like, for exampléndreases transparency of the
medium-term budgetary objectives, provides econcegents with infor-
mation concerning outgoing trends in the publi@afice and thus reduces
the deficit bias and enhances the sound publimfi@acontributes to better
time consistency in the conduct of fiscal policppes with the common
pool problem, improves quality and stability of thecision-making pro-
cess and enhances structural reforms by bettemipigantool (see EC,
2007). The excellent survey for MTBFs in the EU rbemstates has been
prepared by Sherwood (2015), who emphasizes th&8HRdare not a result
of recent crisis, but have a quite long historyriany European countries
— like Germany (beginnings in 1967), or in Finlar&lyeden, and the
Netherlands (beginnings in mind-1990). M. Sherw¢?d15) emphasizes
that the latest amplification of the MTBFs in nati budgetary processes
in many countries was a consequence of the adoptiche Budgetary
Frameworks Directive, which obliged affiliated cdues to introduce these
frameworks in budgetary processes by the end 08,28dd subsequently
by the entry into force of the Two-Pack regulations

Although in EU countries the crucial decisions istél policy are taken
for annual budget/financial year, most measureg ayplications beyond
yearly budget cycle (EC, 2010). As a result, theNEember States adopt-
ed MTBFs for their budgetary process, particulddy fiscal planning,
because a single-year perspective creates a psiarfbasuccessful policy-
making and management in fiscal policy.

The MTBF index captures the quality of MTBF throdire criteria: (1)
coverage of the targets/ceilings included in thigonal medium-term fiscal
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plans, (2) connectedness between the targetsfilircluded in the na-
tional medium-term fiscal plans and the annual letglg(3) involvement of
national parliament or use of a coalition agreenmettie preparation of the
national medium-term fiscal plans, (4) involvemeitindependent fiscal
institutions in the preparation of the national meaterm fiscal plans, (5)
level of detail included in the national mediumnatdiiscal plans.

Figure 2 shows the changes between the year 2@D2Gk6 for all 28
EU countries. In the case of France and the Nethdsl, the MTBF index
was nearly the same — it means that the qualityioBFs in these coun-
tries did not change on average. The decline irintiex was observed in
Hungary, the Czech Republic, Croatia, Denmark aeigiBm. The highest
improvement in the quality of the MTBFs was obsdrie the case of
Greece (by 0.72 units) and Luxembourg (by 0.52s)inithe average value
of the index in 2009 was 0.49 units and in 201%ast 0.68 units (by 0.19
units higher). The highest value of the index il@@vas in the UK, and
Greece, the lowest in the Czech Republic.

Resear ch methodology

The agglomerative method — cluster analysis is eysa in order to in-
vestigate the similarities among the EU countrilse analysis includes
four variables:

— MTBFI — Medium-Term Budgetary Framework Index, dataurce:

European Commission,

— FRI - Fiscal Rule Index, data source: European Cissian,
— DEBT - debt as a percentage of GDP at current qridata source:

AMECO,

— CAB - cyclically-adjusted balance as a percentdgeead GDP at cur-
rent prices (adjustment based on trend GDP), datacs: AMECO.

As presented, the analysis of the quality of fisgadernance does not
take into account the SIFI data because of itstapes for the Czech Re-
public, and because of the examples of two indegenfiscal institutions
for Austria, Belgium and the Netherlands for whibk EC prepares calcu-
lations. The set of variables includes the cydyeatljusted balance (CAB).
However, the structural budget balance seems taetier for the analysis.
Due to the lack of data for all 28 EU countrie2009 (no comparable data
for Croatia), it was decided to replace the stmattbudget balance by the
cyclically-adjusted balance. Thus, the fiscal datdudes debt and CAB,
both fiscal variables cover the level of generalegoment.
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The analysis is prepared for two years: 2009 &nriod) and 2016
(2016 —the latest data available). In each year, all W¥e® presented
above were included. Next, the inputted data wardardized using the
formula (x; — w)la;, wherey, o, are the average value and the standard
deviation of the I-th feature (see e.g. WierzcB8oKtopotek, 2018).

The standardized data is employed in agglomeratiyarithm. The em-
ployed cluster methodology is based on the Wardglcmerative hierar-
chical clustering method (Ward, 1963). In geneifad, essence of the ag-
glomerative method is to form clusters taking iatxount the similarity
between countries. The method aims to minimizeetiher sum of squares,
i.e. as a result a group of objects with the smatliieversification with re-
spect to the features is created. The objectiveaah stage is to minimize
the increase in the total within-cluster error sningquares — it minimizes
the total within-cluster variance. At each step plae of clusters with min-
imum between-cluster distance are merged (seéviirgn, 2015; Everitt
et al, 2011; Ward, 1963; Duran & Odell, 1974, amongeaih

The graphical results of the algorithm implemetatire a dendrogram.
If two small groupings are fairly similar, the haechical analysis links
them together at the next step. The structure efdéndrogram allows for
receiving separate clusters by dividing the obgs@ma into homogeneous
and distinct groups.

Results

The analysis below is prepared in order to refleetchanges in the devel-
opment of the core elements of fiscal governane the period between
2009 and 2016. The aim is to compare the changeshilic finance due to
the implementation of better fiscal governance glings.

As presented in Figure 3, countries with relativeigh value of FRI
have relatively strong medium-term budgetary frames. The most visi-
ble progress in the value of both MTBFI and FRIkiqgace in Ireland,
Romania, Latvia, Italy, Portugal, Cyprus and Maltaall those countries
the quality of fiscal rules has improved, howeversbome countries the
MTBF index has declined (the Czech Republic, HupgBelgium, Croa-
tia, Denmark). The year 2009 was the first yeasesfere recessions in most
EU countries which injured real economy and affeédtes situation in pub-
lic finance. The growing instability of public finae forced the implemen-
tation of numerous reforms in subsequent yeanmpoave the fiscal condi-
tion of the public sector.
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As demonstrated in the research methodology sedtensimilarity of
changes in the core elements of fiscal governamesepted against the
background of the situation in public finance wagestigated by the em-
ployment of the Ward's agglomerative hierarchidastering method. The
result of the implementation of the agglomerativetmod is presented in
the form of a dendrogram in Figure 4a (for the y2@09) and Figure 4b
(for the year 2016). As presented, the structufasoth dendrograms are
different.

The goal was to avoid dividing the dendrograms srmall groups of
countries, which resulted from the need to take axdcount the essential
relationships between the elements of fiscal gavaea and the condition
of public finances. Then, it was decided to diviegch dendrogram into
four clusters. As a result, it was possible to caraphe shifts of countries
between the same number of clusters. The divisiaaoh of the dendro-
grams into the same number of clusters is basemlipoebservation that in
each year the proposed (and equal) number of clustesufficient to de-
termine groups of similar countries with respecthe analysed features.
Admittedly, in the year 2016 it is possible to detme more than four
clusters. However, their aggregation to 4 clusggves the same conclu-
sions in terms of the relationship between fisaalegnance features and
public finance. Thereby, the adopted division othbdendrograms into
four clusters was aimed at determining cluster®maicg to an essential
similarity between the analyzed features. The strecof the clusters is
shown in Table 1.

In 2009 the countries with relatively high debt &8B are included in
the ' cluster, which is similar in terms of the struetuio the ¥ cluster in
2016. In 2016 Greece created a separate clustehat-country was an
outlier on the background of the rest of the EUu@des with the best
situation in public finance were grouped in th&@uster in 2009 and also
in the 2° cluster in 2016.

Figure no. 5 presents the mean for variables wiglaich cluster. Please,
note that in order to keep the scale — debt vauivided by 100.

As shown, in 2009 countries grouped in tAecllister are distinguished
by the relatively high level of fiscal aggregatdslift and CAB). This clus-
ter mainly includes countries strongly affectedtly crisis (Ireland, Portu-
gal, Greece). The countries in th® 2luster are characterized by positive
value of indexes constructed and calculated byEtl®pean Commission,
with the highest mean value for FRI, resultinghe towest mean for debt
and CAB. As presented, these countries reflectedést situation in pub-
lic finance. The % cluster includes 7 countries with relatively higycli-
cally adjusted deficit and negative FRI (i.e. cowstwith very low number
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of fiscal rules). The & cluster is quite heterogeneous from the point of
view of debt (it includes countries like Italy wieedebt in 2009 was nearly
112.5% of GDP, as well Croatia with debt of 48.9860®P). However, the
countries in the A cluster have relatively high value of MTBFI.

The grouping for 2016 shows different structurelasters. Now, the"™
cluster is characterized by relatively bad situatio public finance, with
the highest average for debt and cyclically adplisteficit (Portugal, Italy,
UK, Spain, Ireland, France, Belgium). However, mean for FRI receives
the highest value in the"4cluster. The one exception is Greece, which
creates the single cluster in 2016 (Greece wasuatigowith very high
debt, however positive CAB and observed improvenierthe quality of
fiscal governance). The cluster no 1 presents thmtdes with low and
negative CAB and poor averaged quality of fiscalagoance. The™ clus-
ter includes 16 countries with positive, and rekdiy highest values for
fiscal indexes, as well with the lowest value febtland positive CAB.

As presented, between 2009 and 2016 important elsanghe structure
of clusters are observed: relatively high incréaseAB and relatively high
increase in the value of FRI. The latter can resalh the obligations im-
posed by the 2011/85/EU Directive. As shown, caestgrouped in the
first cluster in 2009 improved their situation ihet public finance by
stronger national fiscal framework, reflected igher value of MTBF and
FR indexes. The example of countries grouped in2fieluster in 2009
and in 2016 shows that countries with better avemqggality of national
frameworks achieved relative better outcomes régssdthe macroeco-
nomic situation.

Discussion

The study uses cluster analysis to identify coasttihat are similar in terms
of situation in public finance. As presented, cogstwith debt and deficit
lower than average are those with a good qualitgagfonal fiscal frame-
works. The post-2009 reforms increased the qualitfiscal governance.
However, the findings of Fyrauet al. (2017) suggest that the presence of
national and supranational fiscal rules has notessfully alleviated a set
of biases like procyclicality, excessive deficitsdacompositional distor-
tions, which have continued to prevail followingeat reforms of the fis-
cal framework. Reuter (2015) analyses the compéianith national nu-
merical fiscal rules in 11 EU countries with 23chs$ rules in place from
1994 to 2012. As presented, in the pre-crisis timales were only com-
plied with in about half of the years he studiedsiAdilar result was ob-
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tained by Reuter in his later study (2018). Théhautlaims, based on an
analysis of 51 fiscal rules in force in EU courdgrfeom 1995 to 2015, that
the average compliance across all rules and cesnis around 50%.
Moreover, he emphasizes that the presence of indepé monitoring and
enforcement bodies turns out to be significantlyoasmted with a higher
probability of the rules compliance.

The adoption of the ‘Six Pack’, the ‘Fiscal Compaatd the ‘Two
Pack’ was perceived as an ability of the EU to poedagreement aimed at
strengthening the enforceability of the rules-basednomic coordination
system as well at building stronger national commeitt to fiscal prudence
(Laffan & Schlosser, 2016). As concluded by Koeldad Kdnig (2015),
the SGP influenced the debt level in the Eurozéwasyever donor coun-
tries were able to control public spending (anduceddebt), while many
recipient countries — including Greece or Italy -reneased debt ever
since. As argued by Savage and Verdun (2016), ringept enhanced role
of the European Commission in the area of survaiflais an important
change in comparison to the period before the @iigand Greek crises.

After the crisis, many EU countries, especiallyhiygindebted Euro-
zone countries, have strengthened their fiscal mavee. Spain is the ex-
ample. The reform of the Spanish Constitution impt&mber 2011 to
strengthen the principle of budgetary stability whs first milestone. In
April 2012, a new Budgetary Stability Law was passe it introduced
significant amendments to the definitions of, ahd mechanisms for de-
termining the deficit, debt and public spendingiténThe national budget-
ary framework was also strengthened by the impléatiem of the IFI —
an ‘Independent Fiscal Responsibility Authority’ IReF). To correct the
fiscal imbalances, Spanish authorities provide@teo$ actions to improve
the fiscal imbalance that were implemented betw2@t0 and 2014 (see
Marti & Pérez, 2015 for details).

Conclusions

The presented paper includes an overview of figoalernance and de-
scribes specific mechanisms for coordinating fispalicies in the EU
Member States. The study shows the increasingofdlee core elements of
national fiscal framework (fiscal rules, mediumnaebudgetary frame-
works and independent fiscal institutions) whoselitys is measured by
indexes constructed and calculated by the Euro@eammission services.
The empirical part of the article investigates imilarity among EU
countries from the point of view of the quality ##lected elements of na-
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tional fiscal framework and situation in public dimce. The clusters, ob-
tained by employing the agglomerative clusteringhod, contain Member
States with similar situation in public finance. fedlect the post-crisis role
of fiscal framework, the comparison between 2009 2016 year was pre-
pared. The evident change in the structure of etsadbetween 2009 and
2016 shows that countries with serious problemauiplic finance in 2009

increased the quality of national fiscal framewoekpecially the quality

and number of fiscal rules reflected in the growwadue of FRI, and, in

result, achieved better situation in public finaste2016.

The study shows that the countries with low deld Bbw deficit are
those with a good quality of fiscal frameworks. gxesented, the post-2009
reforms obliged EU members to increase the quafityational fiscal gov-
ernance (especially reforms of SGP, the 2011/85lEttive, Fiscal Com-
pact, and Two-Pack). However, the launching of spaelements of fiscal
governance is not sufficient to achieve sound pufbtiance. It is very im-
portant to ensure the cooperation between thecpéati elements of fiscal
governance, as well as to monitor their performaraquality, and ensure
their permanent use and long-term durability.

Some limitations of the study should be pointed &irstly, the lack of
comparable data for all EU Member States narrowedset of fiscal data.
Secondly, there is no one common approach to dgratrofragmentations.
In the study, the division into four separate @dustwas used in each year.
That decision was made in order to present chaimgsisnilarity of coun-
tries from the point of view of an essential analys the value of fiscal
governance and public finance indicators. Moreotlex,employed cluster
analysis does not include data for the indepenfiecul institutions while
IFls play an important role in determining the dfyabf fiscal governance.
Thus, the areas of future analysis appeared, edlyeici the context of the
impact of IFls, as a collateral element of fiscakgrnance, on public fi-
nance or from the point of view of the growing imjamce of IFIs in con-
ducting fiscal policy.
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Annex

Table 1. Clusters in 2009 and clusters in 2016

| cluster 11 cluster 111 cluster IV cluster
4 countries 9 countries 7 countries 8 countries
Greece, Portugal, Finland, Estonia, UK, Malta, Spain, Italy,
Ireland, Cyprus  Sweden, Denmark, Romania, Belgium,
2009 Germany, Slovenia, Netherlands,
Luxembourg, Slovakia, Latvia, Croatia, France,
Poland, Lithuania, Czech Republic  Hungary,
Bulgaria Austria
4 countries 16 countries 1 country 7 countries
Poland, Hungary, Cyprus, Austria, Greece Portugal, Italy,
Germany, Czech Croatia, Slovenia, UK, Spain,
Republic Finland, Malta, Ireland, France,
Sweden, Belgium
2016 Luxembourg,

Estonia, Denmark,
Slovakia, Romania,
Netherlands,
Lithuania, Latvia,
Bulgaria

Figure 1. Scope Index of Fiscal Institutions (SIFI) in 2012016
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The abbreviations for 30 IFIs from 27 countries are as follows: PL- Supreme Audit OfficeSl - Institute of
Macroeconomic Analysis and DevelopmeNt, (1) - The Council of State — Advisory Divisio®T(1) - Austrian
Institute of Economic ResearcBE(1) - High Council of Finance - Section "Public secbmrrowing requirement",
HU - Fiscal Council of Hungaryl.V - Fiscal Discipline CouncilBE(2) - Federal Planning BurealK - Danish
Economic CouncillLU - National Council of Public Finance,T - National Audit Office (Budget Policy Monitoring
Department) EE - Estonian Fiscal CouncikR - High Council of Public Finance$jR - Commission on Fiscal
Policy, CY - Fiscal CouncilFI - National Audit Office (Fiscal Policy Evaluatidfunction),SE - Swedish Fiscal
Policy Council,SK - Council for Budget ResponsibilithE - Independent Advisory Board to the Stability Coilin
IE - Irish Fiscal Advisory CouncilNL(2) - Netherlands Bureau for Economic Policy Analy$ig,- Parliamentary
Budget Office,AT(2) - Austrian Fiscal Advisory CounciBG - Fiscal CouncilEL - Hellenic Fiscal CounciMT -
Malta Fiscal CouncilPT - Public Finance CounciRO - Fiscal Council,ES - Independent Authority for Fiscal
Responsibility UK - Office of Budget Responsibility

Source: own calculations based on the European @ssiun data.



Figure2. MTBFs indexes in 2009 and 2016
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Source: own calculations based on the European @ssiun data (MTBF database — “new’
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Figure 3. Changes in the MTBFI and FRI between 2009 and 2016
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fiscal rules database — “new” methodology).
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Figure 4. Dendograms for the years 2009 and 2016
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Figureb5. Average values for variables in clusters
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