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Abstract 

Fiscal institutions have been increasingly recognized as being useful for improving fiscal 

performance. These institutions are defined in different ways, but when a narrower definition 

is used, they correspond to independent fiscal institutions (IFIs), also called fiscal councils. In 

this paper, we employ three different classifications of fiscal institutions: from the European 

Commission, the International Monetary Fund, and one adapted from Calmfors and Wren-

Lewis. Our main aim is to assess the impact of fiscal institutions on fiscal performance within 

a panel composed of the 28 countries of the European Union during the period of 1999–2016, 

using the bias-corrected least squares dummy variable dynamic panel estimator. We also 

explore the complementarity between fiscal institutions and the other elements of fiscal 

governance: numerical fiscal rules, medium-term budgetary frameworks, and the Stability and 

Growth Pact deficit and debt rules. The results confirm that fiscal institutions improve the 

discretionary implementation of fiscal policy: policy measures are less procyclical and more 

concerned with the sustainability of public debt. We also conclude that there is a 

complementary relationship between IFIs and the Stability and Growth Pact deficit rule, and 

that the performance of discretionary fiscal policy seems higher in countries with fiscal 

institutions than in countries with a predisposition for fiscal prudence.  
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1. Introduction  

Independent fiscal institutions (IFIs), also frequently designated fiscal councils, are 

independent public agencies aimed at promoting sound fiscal policies and sustainable public 

finances. According to theory and experience, these institutions contribute to fiscal discipline 

and policy credibility, and have a useful signaling role implying more stable expectations and 

less uncertainty. They do not take economic policy decisions and are usually independent 

watchdogs, sometimes advisory, which means that their recommendations, if any, are non-

binding. Despite not having a fiscal decision-making role, these institutions – often in 

combination with credible fiscal rules – are capable of promoting sound fiscal policies and 

sustainable public finances through the performance of their core functions: specifically, the 

production of macroeconomic and fiscal forecasts, and the monitoring and evaluation of fiscal 

policies. 

Although IFIs have existed for several decades, the financial and economic  

crisis in 2008/2009, and the inherent concerns with the sustainability of public finances, have 

motivated an acceleration of IFIs creation. In the European Union (EU), the growing number 

of countries that have established IFIs since the mid-2000s has resulted from the legal obligation 

for EU member states to establish ‘independent bodies’ whose role is to monitor compliance 

with fiscal rules at a national level and either assess or produce macroeconomic and fiscal 

forecasts in order to achieve fiscal discipline and prevent deficit bias and unsustainable debt. 

The latest reforms in the fiscal governance of the euro area were partly motivated by frustration 

with the poor eficacy of national and supranational fiscal rules, namely the Stability and Growth 

Pact (SGP), to ensure fiscal discipline and, thus, with their incapacity to prevent the European 

crisis.  

There is considerable variation across countries in the precise setup of fiscal institutions, and 

the definitions and classifications of several authors and international organizations are also 

divergent. However, no one has compared the different classifications of IFIs or the inherent 

consequences for their effectiveness. The achievement of these two goals is precisely the 

contribution of this paper relative to the existing literature. We present and compare three 

classifications of IFIs for the 28 EU countries in the 1999-2016 period: one from the European 

Commission (EC,2016), another one from the International Monetary Fund (IMF, 2017), and 

the last one adapted from Calmfors and Wren-Lewis (2011). Then, we use these three 

classifications to assess the IFIs impact on the performance of discretionary fiscal policy, using 
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the bias-corrected least squares dummy variable dynamic panel estimator. The classifications 

from the EC (2016) and IMF (2017) have already been studied separately in the empirical 

literature, but as far as we know, the narrower definition adapted from Calmfors and Wren-

Lewis (2011) has never been applied in econometric models. Thus, we intend to assess whether 

the fiscal policy outcomes are similar or different between the first two broad classifications 

and the last restricted one, in which fiscal institutions are mainly home-grown. As more 

statistical information becomes available, it is appropriate to further investigate the 

effectiveness of IFIs, since most of the existing fiscal institutions were created after 2007, and 

their establishment was in some cases externally recommended or imposed.   

Furthermore, we analyze the differences in fiscal policy performance between countries with 

and without fiscal institutions, in order to highlight the role that these institutions can play in 

improving the performance of discretionary fiscal policy, even if they are widely defined and 

their creation resulted from external pressure. We also compare the discretionary 

implementation of countries with IFIs with those that ‘revealed preference for fiscal prudence’ 

(Debrun and Kumar 2007, 26) in order to assess, in a simple way, whether there is a problem 

of reverse causation from fiscal outcomes to fiscal institutions.  

After thos introduction, the present paper proceeds as follows: Section 2 presents the main 

definitions of fiscal institutions used in the literature and provides a review of the empirical 

analysis of the impact of IFIs on policy outcomes (fiscal stabilization and debt sustainability); 

Section 3 introduces and compares the three classifications of IFIs in the EU used in the 

empirical study; Section 4 presents the variables, the econometric specification and the main 

empirical results, and also examines the question of reverse causation. Concluding remarks are 

given in Section 5. 

2. Definitions of fiscal institutions and their effectiveness  

In a wider sense, fiscal institutions, or budget institutions, include the mechanisms, rules and 

procedures of the budget process (Fabrizio and Mody 2006). When a narrower definition is 

used, they correspond only to IFIs or, as often labelled, fiscal councils. Existing IFIs have 

different forms and differ greatly not only in terms of remits, tasks and institutional models 

(Debrun et al. 2009, Debrun et al. 2013), but also with respect to their degree of independence 

and media impact (Debrun et al. 2017). Therefore, there is not one strict and unique definition 
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of IFI. In this section, we examine the main definitions of fiscal institutions used in the literature 

and the inherent debate about their effectiveness. 
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2.1 Definitions of fiscal institutions 

The definition of IFI used by the EC since 2006 is a broad one. According to the EC website, 

IFIs are ‘non-partisan public bodies, other than the central bank, government or parliament, 

aimed at promoting sustainable public finances through various functions, including monitoring 

compliance with fiscal rules, production or endorsement of macroeconomic forecasts for the 

budget, and/or advising the government on fiscal policy matters’ (EC 2018).  

This definition is not totally consistent with the definition of IFI that emerged from the EU 

regulation implemented in the aftermath of the European crisis. In the ‘Six-Pack’ legislation on 

economic governance adopted in November 2011, the Directive on requirements for national 

budgetary frameworks contains a reference to the need for independent bodies. In its June 2012 

communication on national fiscal correction mechanisms, The EC (2012) presents the tasks and 

status of the monitoring institutions, stressing that they are involved in the monitoring of 

compliance, but also in the functioning of fiscal rules, because a continuous relationship 

between rules and institutions should exist. The Treaty on Stability, Coordination and 

Governance, usually known as the Fiscal Compact Treaty, which came into force on 1 January 

2013, also acknowledges the assessment of compliance with fiscal rules as the core mission of 

the independent bodies, but it adds that they should also produce, or at least assess, 

macroeconomic and fiscal forecasts that underpin national budgets. The euro area countries 

were mandated to set up such institutions by the ‘Two-Pack’ Regulation of 2013. During the 

European sovereign debt crisis, the Troika also recommended the establishment of IFIs in the 

assistance programs of the four rescued Economic and Monetary Union (EMU) countries 

(Greece, Ireland, Portugal, and Cyprus). 

In a somewhat different way, the Organization for Economic Co-operation and Development 

(OECD) uses a narrower definition, considering that IFIs are ‘publicly funded independent 

bodies with a mandate from elected officials to provide non-partisan oversight, analysis and/or 

advice on fiscal policy and performance’ (OECD 2013, 3–4). In February 2014, the OECD 

Council adopted the recommendation regarding the 22 Principles for IFIs, seeking to reinforce 

the values of independence, non-partisanship, transparency, and accountability that IFIs must 

promote and follow in their activity (OECD 2014).  

The IMF prefers to use the expression ‘fiscal councils’, considering that they ‘are 

independent public institutions aimed at strengthening commitments to sustainable public 

finances through various functions, including public assessments of fiscal plans and 
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performance, and the evaluation or provision of macroeconomic and budgetary forecasts’ (IMF 

2018). Several IMF staff analyses (Debrun et al. 2009; Debrun et al. 2013; Beetsma et al. 2018) 

emphasize the characteristic of impartiality of these institutions and reduce this definition to a 

most basic level, designating the non-partisan and technical bodies assigned with a public 

finance watchdog role as independent fiscal councils (IFCs). Debrun and Takahashi (2011) also 

stress that to be classified as IFCs, institutions must demonstrate independence of ownership, 

restricting the definition by excluding private institutions not explicitly mandated by the 

government or international agencies. 

Calmfors and Wren-Lewis (2011) also use the term ‘fiscal councils’ and work with a 

restrictive definition that includes only the institutions that provide macroeconomic advice on 

the expected course of national budget deficits. Accordingly, the authors establish three 

requirements for institutions to be defined as fiscal councils: they should have a clear watchdog 

function, have macroeconomic competence (pure auditing institutions are excluded), and have 

a high degree of independence from the political system. 

In sum, although heterogeneous, the several definitions of IFI1 share broad features, such as 

being funded by – but independent of – governments; having no decision-making power but an 

official ‘fiscal watchdog’ role informing the public debate on fiscal policy; and being non-

partisan in their activities. They also share the main objective of strengthening fiscal governance 

to achieve fiscal discipline, avoiding biases towards deficit and unsustainable debt. 

2.2 Effectiveness of fiscal institutions 

A major issue emerging in any discussion about IFIs is how these institutions can improve 

fiscal performance2 or, in other words, how effective they are. According to Debrun et al. (2013, 

2017), IFIs can influence policy outcomes through two channels. The first is directly through 

their technical contributions to the budget process and the implementation of fiscal policy, 

whereas the second is an indirect consequence of their ability to limit political influence on 

fiscal policy, specifically by informing the public about the real state of affairs regarding public 

finances.  

 
1  Henceforth in this paper, we only use the expression IFIs, because many of the institutions have a more 

traditional hierarchy with a single head. 
2  In general terms, fiscal performance, i.e. the effectiveness of fiscal policy, is a broad and complex issue than 

can be explored in a multiplicity of ways. It assumes an undeniable relevance in the literature because since 

Keynes in the 1930s (Wang and Alvi, 2011), it has long been acknowledge that fiscal policy may affect the 

aggregate economy, both in the long and short run. 
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The ability of IFIs to correct informational asymmetries and, thus, reduce the deficit bias, 

has been extensively debated theoretically (e.g., Debrun 2011; Calmfors and Wren-Lewis 2011; 

Kopits 2011; Calmfors 2015; Beetsma and Debrun 2016). In the core of this discussion arises 

the following question: if IFIs only provide advice (fiscal watchdog), can they be effective in 

preventing the deficit bias? In general, the answer is positive, with authors agreeing that if 

deficit bias derives from deficiencies in information, then, IFIs can correct those deficiencies 

by providing better information, more accurate and realistic forecasts, or simply by encouraging 

fiscal discipline, curbing the bias towards excessive deficits and pro-cyclical policies. For 

example, Kopits (2011) emphasizes four pillars likely to ensure IFIs effectiveness: (1) political 

ownership of the mandate and modus operandi; (2) guarantees of operational independence; (3) 

adequate staffing; and (4) a remit focused on a neutral assessment of fiscal policy, the analysis 

of sustainability and the promotion of transparency in budget preparation. Beetsma and Debrun 

(2016) develop a stylized model aimed at rationalizing the potential existence of fiscal councils, 

where asymmetric information between voters and a politician is the central feature. The 

authors show that a fiscal council can effectively mitigate the deficit bias even though it has no 

direct lever on the conduct of fiscal policy. 

The delegation of fiscal instruments to IFIs is also a topic that has been extensively addressed 

in the economics literature. Several authors (e.g., Wren-Lewis, 1996, Calmfors 2003, Wyplosz 

2005) have suggested the delegation of relevant macro dimensions of fiscal policy to an 

independent institution, as is the case of the delegation of monetary policy decisions to 

independent central banks. This is a controversial position, subject to several arguments against: 

first, policy instruments with first-order distributive implications should stay in the hands of 

elected policymakers (Alesina and Tabellini 2007); second, elected policymakers simply have 

no incentive to delegate any policy decision to a fiscal institution (Debrun 2011); and third, 

contrary to monetary policy, the divergence of opinions about what is an appropriate fiscal 

policy in some specific situations would make delegation difficult to establish and sustain in 

practice (Debrun and Takahashi, 2011). 

The relationship between IFIs and fiscal rules is another essential question in this debate: 

should IFIs be seen as substitutes for fiscal rules, allowing policy to be more discretionary, or 

should they complement such rules, monitoring them, and assessing conditions to activate 

escape clauses? Empirical evidence points to the complementary view (IMF 2013), i.e., IFIs 

could complement and add to the discipline-enhancing role of numerical fiscal rules (Debrun 

and Kumar 2007, Debrun and Kinda 2017, Wyplosz 2018). This complementarity between 
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fiscal rules and IFIs is even more important to help in the implementation of more sophisticated 

rules (Beetsma and Debrun 2018). In the case of the SGP, the combined demand for flexibility 

and enforceability has led to inextricably complex rules with weak compliance in the EU 

(European Fiscal Board 2017). 

The limited temporal experience of IFIs and their variability across countries make it 

difficult and challenging to empirically assess their impact on fiscal performance. Despite the 

caveats inherent to empirical analysis, several authors have tried to evaluate the effectiveness 

of fiscal institutions, some through descriptive analysis only and others by econometric 

regressions. The first studies encounter the problem of a small sample size, analyzing relatively 

few cases and only providing descriptive evidence. This is the case of the EC (2006) study, 

which uses evidence for the existing institutions in the 25 EU member-states, covering 

important dimensions such as the content and legal status of the IFIs mandate, the guarantees 

of their independence, their potential impact on the policymaking process, and their perceived 

influence on public debate. Debrun et al. (2009), Calmfors and Wren-Lewis (2011), and Debrun 

and Takahashi (2011) also provide comprehensive surveys worth mentioning. While Debrun et 

al. (2009) look into the existing fiscal agencies at that time, which broadly meet the criteria for 

being considered IFIs, Camfors and Wren-Lewis (2011) assess how the eleven existing 

institutions, in as many countries function, also providing two complementary case studies (the 

Fiscal Policy Council in Sweden and the Office for Budget Responsibility in the UK). Debrun 

and Takahashi (2011) review key features of 15 fiscal councils in 12 countries across 

continental Europe, making the distinction between “veterans” and the new generation of 

institutions. Somehow building on these works of reference, several subsequent studies also 

explore the issue of effectiveness using a descriptive analysis. Such are the cases of 

Dziemianowicz (2014), whose study was based on the experience of the EU and OECD 

countries, or Von Trapp and Nicol (2018), focusing on 18 OECD independent institutions.3 

As more IFIs emerged over time, other important contributions significantly expanded the 

knowledge about their effectiveness, by means of rigorous statistical analyses. Nowadays, there 

is some evidence based on dynamic panel data regressions, presented by Debrun and Kumar 

(2008), Nerlich and Reuter (2013), Debrun et al. (2013), Debrun and Kinda (2017), and 

Beetsma et al. (2018), which demonstrate causality running from IFIs to outcomes of budgetary 

 
3  The full case studies (Australia, Austria, Belgium, Canada, Denmark, Finland, France, Ireland, Italy, Korea, 

Mexico, Netherlands, Portugal, Slovak Republic, Spain, Sweden, United Kingdom and United States) can be 

accessed in Von Trapp et al. (2016). 

http://onlinelibrary.wiley.com/doi/10.1111/j.1468-0327.2011.00273.x/abstract
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processes. However, as stressed by Debrun et al. (2013), the empirical results should be 

interpreted as reflecting robust conditional correlations instead of causation conjectures, since 

there may be a potential problem of reverse causation (from budgetary outcomes to IFIs).  

The publication by Debrun and Kumar (2008) is one of the first noteworthy empirical works. 

Using data compiled by the EC on national fiscal institutions, the authors constructed 

quantitative indices to characterize the setup, independence, and potential influence of the 

European fiscal institutions on fiscal discipline, and explored the relationship between IFIs and 

fiscal rules. The results obtained from a large sample of EU countries over the 1990–2004 

period, led the authors to concluding that fiscal rules are associated with higher fiscal 

performance and that fiscal institutions could impact fiscal outcomes through numerical rules. 

Nerlich and Reuter (2013) built a dataset of fiscal frameworks (numerical fiscal rules, fiscal 

institutions, and medium-term budgetary frameworks), covering the 27 EU countries from 1990 

to 2012, in order to analyze their budgetary impact. The results highlight the strong role of 

numerical fiscal rules, but the respective improvement of fiscal performance can be further 

strengthened when supported by IFIs and effective medium-term budgetary frameworks.  

The empirical analysis by Debrun and Kinda (2017) comprises a cross-country panel data 

covering 58 advanced and emerging countries over the 1990–2011 period. Based on detailed 

information on the mandate, tasks, and institutional features of 29 IFIs, the authors document a 

positive association between the primary balance and the presence of a fiscal institution, but do 

not rule out reverse causation. Additionally, the results also suggest that the mere existence of 

fiscal institutions does not, by itself. grant better fiscal performance, but this positive association 

exists when certain characteristics of fiscal institutions are present (namely independence, fiscal 

rule monitoring, forecasts production/assessment, and media impact). 

Finally, Beetsma et al. (2018) used the 2016 IMF Fiscal Council Dataset, which covered 39 

IFIs, two-thirds of which were established after the 2009 economic crisis, and half of those new 

institutions emerged after 2013.4 Their econometric analysis provides evidence suggesting that 

the presence of a fiscal institution may be associated with more accurate and possibly less 

optimistic budgetary forecasts as well as with greater compliance with fiscal policy rules.  

 

 
4  The latest vintage used in the paper comprises 15 new IFIs that were operational as of the end of 2016, while 

five IFIs from the original dataset were removed (see Debrun et al. 2017). 
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3. Classifications of IFIs in the EU 

The different classifications of IFIs currently existing in the EU (Table A1 in the Appendix) 

result from the various definitions used in the literature.5 This table only considers 27 countries 

because the Czech Republic has no institution which can be included in any of the 

classifications considered. 

The starting point is the EC (2013) database. Initially, the database of the EC covered a wide 

spectrum of institutions, more accurately called domestic public bodies. The last vintage of this 

database refers to 2013 and is presented in column 1 of Table A1. According to the EC (2013), 

there were 44 institutions in 24 EU countries, and four countries (Bulgaria, Cyprus, Czech 

Republic, and Lithuania) had no institutions at all. Several countries had more than one 

institution, but Austria and Germany stood out with five and six institutions, respectively. In 

2015 and 2016, the EC adopted a narrower definition, so we considered the institutions of the 

questionnaire applied in 2016 (column 2 of Table A1). By 2016, there were 30 institutions in 

27 countries, with three countries (Austria, Belgium, and Netherlands) featuring two 

institutions.  

We also present the classification of EU fiscal institutions according to the IMF fiscal 

council dataset (2017), which was last updated in December 2016 (column 3 of Table A1). This 

classification considers 25 institutions in 23 countries (Belgium and Netherlands had two 

institutions). Five of the 28 EU countries did not have any institution: Bulgaria, Czech Republic, 

Croatia, Poland, and Slovenia. 

In column 4 of Table A1, we show an additional classification adapted from Calmfors and 

Wren-Lewis (2011). This is a narrower definition and thus, only eight institutions are classified 

as IFIs. As the authors state, five institutions from as many countries (Austria, Belgium, 

Germany, Denmark, and Netherlands) are ‘well-established institutions’, created before 1999. 

The other three institutions, from Sweden, Slovenia, and the United Kingdom, are institutions 

established more recently after the global financial crisis.6 However, according with the 

classification of Beetsma et al. (2018), those institutions are ‘home-grown’, with the exception 

 
5  A decision was made not to consider the OECD Independent Fiscal Institutions Database (2017) in this 

comparison because there are nine EU countries that are not member countries of the OECD.  
6  The Fiscal Council in Hungary is not included in our classification, because Wren-Lewis stated on his website 

(which was last updated in June 2012) that ‘in early 2011 the Hungarian government replaced the Council with 

a three-person body that was widely perceived as a less effective fiscal policy watchdog’. 
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of the Council of Economic Experts in Germany and the Fiscal Council of Slovenia, which are 

not included in the IMF Fiscal Council Dataset used by these authors.  

Using these three different classifications, we created three dummy variables, named EC 

IFIs, IMF IFIs, and CW IFIs, respectively. They take on the value 1 for countries which have 

at least one institution in the years after the IFI’s date of creation or, if the year is different, after 

the institution started its activity. Figure 1 presents these three classifications for the 28 EU 

countries in the 1999–2016 period.  

 

Note: Austria (AT), Belgium (BE), Bulgaria (BG), Cyprus (CY), Czech Republic (CZ), Germany (DE), Denmark 

(DK), Estonia (EE), Greece (EL), Spain (ES), Finland (FI), France (FR), Croatia (HR), Hungary (HU), Ireland 

(IE), Italy (IT), Lithuania (LT), Luxembourg (LU), Latvia (LV), Malta (MT), Netherlands (NL), Poland (PL), 

Portugal (PT), Romania (RO), Sweden (SE), Slovenia (SI), Slovakia (SK) and United Kingdom (UK). 

Figure 1 – Three classifications of IFIs in the EU: 1999–2016 

By analyzing Figure 1, we conclude that 22 of the 28 countries implemented IFIs in the 

period under study, and only the Czech Republic did not have any institution. After 2007, there 

was a considerable increase in fiscal institutions considered to be IFIs. This increase was 

reflected in the three classifications. In the EC classification, the IFIs increased from 6 in 2006 
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to 27 in 2016; in the IMF classification, they increased from 4 to 23 in the same period; and in 

the CW classification, the increase was from five to eight institutions. 

The three classifications are equal for six countries: Austria, Belgium, Denmark and 

Netherlands, which have veteran institutions established before 1999, and Sweden and the 

United Kingdom, with two new-generation but home-grown institutions. In addition to these 

six institutions, only the veteran institution of Germany and the newly established institution of 

Slovenia are included in the CW classification. For most countries, the classifications of the EC 

and the IMF are equal. There are two exceptions: four countries have no institutions according 

to the IMF classification – Bulgaria, Croatia, Poland, and Slovenia – and in the case of Greece, 

the EC and the IMF consider two different fiscal institutions. 

4. Empirical study 

The main focus of this empirical analysis was to investigate the differences in fiscal policy 

performance between countries with and without fiscal institutions, using the three 

classifications of IFIs presented before, in a panel of 28 EU countries of the during the 1999–

2016 period. 

4.1 Variables and econometric specification 

To study the performance of fiscal policy and thus, the discretionary measures taken by 

policymakers, we need to exclude the changes in fiscal variables which are automatic responses 

to business cycle fluctuations.7 Thus, our dependent variable is the cyclically adjusted primary 

balance (CAPB), which Galí and Perotti (2003) interpret as an indicator of the fiscal policy 

stance.8  

We also included as dependent variables, the cyclically adjusted primary expenditure 

(CAPE) and the cyclically adjusted revenue (CAR), so as to determine how discretionary policy 

measures affect these disaggregated fiscal variables. This analysis is relevant because the 

establishment of fiscal institutions in some EU countries was advised by the Troika when it was 

necessary to implement budgetary consolidation processes, and the literature on the 

 
7 The seminal papers by Galí and Perotti (2003) and Fatás and Mihov (2003) follow different approaches to 

construct a measure for a government fiscal stance. Since there is no consensus and it is not our intention to 

contribute to that long-standing issue in the literature, we opted for the approach of Galí and Perotti (2003) as it is 

usual in the empirical papers assessing the effectiveness of fiscal institutions.  
8 Appendix A2 provides details on the dependent and explanatory variables used and on their data sources.  
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determinants of successful fiscal consolidation usually favors spending-based over revenue-

based adjustments (EC 2014). 

Our baseline regression model is presented in the following equation:  

𝐶𝐴𝐹𝑃𝑖,𝑡 = 𝛽1𝐶𝐴𝐹𝑃𝑖,𝑡−1 + 𝛽2𝑜𝑢𝑡𝑝𝑢𝑡𝑔𝑎𝑝𝑖,𝑡 + 𝛽3𝑑𝑒𝑏𝑡𝑖,𝑡−1 + 𝛽4𝑒𝑙𝑒𝑐𝑡𝑖𝑜𝑛𝑖,𝑡 + 𝛽5𝐹𝑅𝐼𝑖,𝑡 +

𝛽6𝑀𝑇𝐵𝐹𝐼𝑖,𝑡 + 𝛽7𝑆𝐺𝑃𝑑𝑒𝑓𝑖𝑐𝑖𝑡𝑖,𝑡 + 𝛽8𝑆𝐺𝑃𝑑𝑒𝑏𝑡𝑖,𝑡 + 𝜇𝑖 + 𝛿𝑡 + 휀𝑖,𝑡  (1) 

where i and t represent countries and years respectively, 𝜇𝑖 represents country fixed effects used 

to explain deviations from the country mean, 𝛿𝑡 is a year dummy to control common shocks to 

all countries in period t, and 휀𝑖,𝑡 is the error term.  

We use the own lagged value of the cyclically adjusted fiscal policy variable (𝐶𝐴𝐹𝑃𝑖,𝑡−1) to 

allow persistence. With regard to the cyclicality of fiscal policy, we use the output gap 

(𝑜𝑢𝑡𝑝𝑢𝑡𝑔𝑎𝑝𝑖,𝑡). In the case of the CAPB and CAR, a positive value of an estimated coefficient 

of the output gap indicates that discretionary fiscal policy is countercyclical: when cyclical 

conditions improve, discretionary measures are more restrictive, and these variables increase. 

The lagged debt (𝑑𝑒𝑏𝑡𝑖,𝑡−1) captures the long-term solvency constraint. A positive value of its 

estimated coefficient suggests that policymakers are concerned with the state of public finances: 

the higher the lagged public debt, the higher the cyclically adjusted budget balance will be. To 

assess the electoral business cycle theory, we use an election dummy (𝑒𝑙𝑒𝑐𝑡𝑖𝑜𝑛𝑖,𝑡) that signals 

whether legislative elections did or not take place in a given year. 

As regards the influence of fiscal governance on fiscal performance, we consider four variables 

to be assessed. The fiscal rule index (𝐹𝑅𝐼𝑖,𝑡)  and the medium-term budgetary framework 

(MTBF) index (𝑀𝑇𝐵𝐹𝐼𝑖,𝑡) correspond to the indexes attributed to each EU member state by the 

EC (according to the new methodology used since 2015). It is agreed in the literature that the 

national fiscal rules and the MTBFs (which extend the horizon for fiscal policymaking beyond 

the annual budgetary calendar) can help contain the deficit bias. We also include two variables 

to analyze the effective role of the SGP: the SGP deficit rule (𝑆𝐺𝑃𝑑𝑒𝑓𝑖𝑐𝑖𝑡𝑖,𝑡) and the SGP debt 

rule (𝑆𝐺𝑃𝑑𝑒𝑏𝑡𝑖,𝑡). These dummy variables take on the value 1 when there is compliance with 

the respective rules, which corresponds to a deficit lower than 3% of gross domestic product 

(GDP) and a public debt less than 60% of GDP. The successive reforms of the SGP since 2005 

have introduced new rules, notably on the preventive arm of the SGP, but we decided to only 

consider these two simple rules of the corrective arm which has existed since the Maastricht 

Treaty. Our intention is to assess whether compliance with SGP rules has benefited from the 

state of the economy or whether there has been an effective change in discretionary policy. 



14 
 

The fiscal reaction function outlined in (1) contains the lagged dependent variable on the 

right-hand side; therefore, the standard least squares dummy variable (LSDV, also named fixed 

effect) estimator could be inconsistent. Thus, in our dynamic specification, we use the bias-

corrected least squares dummy variable (LSDVC) dynamic panel estimator proposed by Bruno 

(2005). As a robustness check, three alternative estimators were considered: LSDV, standard 

instrumental variables fixed effects estimator (IV), and one-step difference GMM (GMM). 

4.2 Countries with and without IFIs 

The empirical analysis of this paper builds on cross-country panel data covering the 28 EU 

countries over the 1999–2016 period. The results for the CAPB of our baseline estimation using 

the LSDVC estimator, presented in Table 1, are generally in accordance with theory and with 

the empirical results of other published studies, with the exception of the variables election and 

fiscal rule index, whose coefficients are not significant. These results are robust with regard to 

the use of alternative estimators, as concluded from the analysis of Table A3 in the appendix, 

which gives us some confidence regarding their interpretation. 

Table 1 also presents results for the CAPE and CAR, which enable a better understanding 

of how the economic, political, and fiscal governance variables impact on discretionary fiscal 

policy implementation. In the case of these two dependent variables, the results should be 

interpreted with greater caution, since some of them are not robust in relation to the use of 

different estimators (Table A3 in the appendix). 

Table 1 – Cyclically adjusted fiscal variables: LSDVC estimations 

Dependent variable CAPB CAPE CAR 

Lagged dependent variable 
0.45*** 0.65*** 0.76*** 

(10.42) (16.87) (22.23) 

Output gap 
-0.20*** 0.05 -0.12*** 
(-5.43) (1.16) (-4.33) 

Lagged debt 
0.04*** -0.02 0.01 

(3.59) (-1.52) (1.27) 

Election 
-0.20 0.11 -0.16 

(-1.06) (0.49) (-1.18) 

Fiscal rule index 0.49 -1.27 -0.73 

(0.69) (-1.47) (-1.45) 

MTBF index 
1.99** -1.21 0.41 

(2.30) (-1.15) (0.68) 

SGP deficit rule 1.80*** -1.07*** 0.37** 

(8.49) (-4.32) (2.46) 

SGP debt rule 
0.91*** -0.33 0.19 

(3.01) (-0.86) (0.90) 
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N 499 499 499 

R2 0.60 0.50 0.64 

Notes: The R2 refers to LSDV estimation. Bootstrapped z-statistics (using 100 repetitions) are in parentheses.  

*, **, and *** denote significance at the 10, 5, and 1% levels, respectively.  

 

The CAPB shows high autocorrelation, which is also true for the CAPE and CAR. The 

output gap has a significant effect on the CAPB and CAR, but not on the CAPE. A negative 

variation of the output gap implies a positive variation of the CAPB and CAR, which denounces 

the adoption of pro-cyclical discretionary policies.  

The results also suggest few concerns about the sustainability of public finances. The lagged 

debt is significant only in the case of the CAPB, and the size of the estimated coefficient 

suggests a small reaction to the past public debt-to-GDP ratio.9  

The variables election and fiscal rule index are not significant in explaining any of the 

dependent variables, which is true regardless of the estimator used. This result does not support 

the generally accepted conclusion that political variables have an influence on budget 

outcomes.10 For example, Debrun et al. (2008) conclude that elections had a negative effect on 

the CAPB in the 25 EU counties over the period of 1990–2005. With regard to the fiscal rule 

index variable, the results are also contrary to other studies, such as Debrun et al. (2013) and 

Nerlich and Reuter (2013) who use the same estimator to explain the CAPB (and, in the case 

of the latter authors, also to explain the CAPE and CAR).  

The MTBF index and the supranational rules of the SGP have a significant positive impact 

on the CAPB.11 However, only the coefficient of the SGP deficit rule is significant and robust 

to alternative estimators when the fiscal reaction functions explain the CAPE and CAR.12 

Countries complying with the SGP deficit rule have a better CAPB, mainly because they reduce 

the CAPE, but also because they increase the CAR which suggests an effective change in fiscal 

policy. 

 
9  The results for IV and GMM estimators indicate that when the lagged debt increases, the CAR changes to 

improve the budgetary situation, but the size of their estimated coefficients is also very small. 
10  Other political variables, such as cabinet composition, type of government, and number of changes in 

government per year from the database of Armingeon et al. (2008) were not included in our baseline estimations 

because their estimated coefficients are not statistically significant. 
11  When the LSDVC estimator is used, the MTBF variable is not significant in explaining the CAPE, but it is 

significant and has a negative estimated coefficient in the case of IV and GMM estimators. Hence, there is no 

certainty about the role that these medium-term budgetary frameworks play in restraining discretionary 

decisions that affect primary expenditure. 
12  When the GMM estimator is applied, the coefficient of the SGP deficit rule is not significant in explaining the 

CAR, which it is an unexpected result. In all the other estimations presented in Table A3, this rule is significant 

in explaining the CAPB, CAPE and CAR, respectively.  
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Using our baseline estimations (Table 1), we assessed whether our results differ in countries 

with fiscal institutions as opposed to countries without such institutions. For that, we used the 

three classifications of IFIs presented in the previous section – EC IFIs, IMF IFIs, and CW IFIs 

– to divide the sample into two subsamples: countries with institutions and countries without 

institutions. The respective estimations using the LSDVC estimator are presented in Table 2. 

They should be interpreted with caution as most of the existing fiscal institutions were created 

after 2007, as explained before, and thus the limited time span for those fiscal institutions 

probably affects the empirical results.  

In Table 2, for each of the three classifications and for each of the three dependent variables, 

coefficients reported in bold are statistically different at least at the 10% level across the 

different subsamples of countries. To conduct such test, we used the statistics obtained from a 

regression including all the observations of the sample, and in which each independent variable 

is interacted with the dummy of the respective IFIs classification. For each independent 

variable, the statistic of the interacted term indicates whether the respective coefficients for 

countries with and without IFIs are statistically different from each other.13 

The CAPB presents more inertia in the non-IFIs countries because the CAPE also shows 

more persistence in countries without IFIs. Countries with institutions seem to implement 

countercyclical fiscal policies, while discretionary measures appear to be procyclical in 

countries without institutions. Under the EC IFIs and IMF IFIs classifications, the output gap 

coefficient is only statistically significant in the explanation of the CAR in countries without 

institutions; thus, discretionary revenue increases at economically unfavorable times seem to 

occur only in countries without institutions. 

The results suggest that concern with the sustainability of public finances is greater in 

countries with fiscal institutions, especially under the EC IFIs and IMF IFIs classifications. The 

lagged debt variable is not significant in explaining the CAPB in countries without IFIs in the 

EC classification. Although the z statistics do not reject the hypothesis that the coefficients of 

lagged debt between the subsamples are statistically equal, it is interesting to note that the 

results suggest that the improvements in the CAPB are a consequence of decreases in CAPE in 

the countries with CW IFIs, while in countries without IFIs, under the EC and IMF 

classifications, those improvements are an outcome of increases in the CAR. This is an 

 
13 These results are not reported in order to save space. 
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interesting result as it suggests that the fiscal consolidation processes implemented in countries 

with IFIs may be more successful because they are spending-based.  

As regards the first three independent variables about the inertia, cyclicity and sustainability 

of discretionary fiscal policies, the hypothesis that the coefficients between subsamples are 

equal in explaining the CAPB is rejected in the case of the wider IFIs classification (from the 

EC) and not rejected in the narrower one (from CW). Thus, it seems appropriate to conclude 

that the existence of IFIs improves the conduct of fiscal policy and there are no obvious gains 

in fiscal policy outcomes between narrowly defined institutions and widely defined institutions. 

The election variable only has statistical significance in explaining the CAPB, contributing 

to its reduction, in the countries without institutions under the EC IFIs and CW IFIs 

classifications, but the results of the z statistics do not confirm that the existence of IFIs prevents 

the influence of this political variable in the CAPB. 

Regarding national fiscal governance, the results of the z statistics suggest differences 

between subsamples in the fiscal rule index under the CW IFIs classification and in the MTBF 

index variable under the IMF IFIs classification, but none of the estimated coefficients is 

significant in explaining the CAPB. In any case, fiscal rules appear to be more important in 

adjusting the CAPB in countries with narrowly defined institutions, while medium-term 

budgetary frameworks may be more relevant in countries without institutions. 

The results for the SGP deficit rule are robust to the three classifications of institutions used 

and their interpretation suggests that compliance with this rule leads to an improvement in the 

CAPB, which is larger in countries with institutions than in non-IFIs countries, probably 

because the reduction of the CAPE is also greater in the former. The consequent increase in the 

CAR seems to occur only in countries without IFIs, but the z statistics do not reject the 

hypothesis that the coefficients between the subsample are statistically equal. Thus, our results 

corroborate that IFIs complement the national and supranational rules in their disciplinary role 

of public finances, mainly in the case of the SGP. 
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Table 2 – Cyclically adjusted fiscal variables: subsamples using three classifications of IFIs 

Dependent 

variable: CAPB CAPE  CAR 

Sub-

sample: 

EC IFIs 

= 1 

EC IFIs 

= 0 

IMF IFIs 

= 1 

IMF IFIs 

= 0 

CW IFIs 

= 1 

CW IFIs 

= 0 

EC IFIs 

= 1 

EC IFIs 

= 0 

IMF IFIs 

= 1 

IMF IFIs 

= 0 

CW IFIs 

= 1 

CW IFIs 

= 0 

EC IFIs 

= 1 

EC IFIs 

= 0 

IMF IFIs 

= 1 

IMF IFIs 

= 0 

CW IFIs 

= 1 

CW IFIs 

= 0 

Lagged 

dependent 

variable 

0.21*** 0.64*** 0.24*** 0.64*** 0.05 0.48*** 0.53*** 0.77*** 0.54*** 0.77*** 0.41*** 0.65*** 0.71*** 0.70*** 0.71*** 0.70*** 0.76*** 0.74*** 

(2.78) (12.69) (3.05) (4.00) (0.49) (10.62) (6.16) (15.30) (5.80) (15.75) (3.91) (14.68) (8.63) (14.60) (8.07) (17.27) (7.57) (20.07) 

Output gap 
-0.23** -0.23*** -0.04 -0.25*** -0.02 -0.20*** 0.09 0.14** -0.13 0.15*** 0.02 0.03 -0.13 -0.11*** -0.13 -0.13*** 0.01 -0.14*** 

(-2.45) (-4.36) (-0.30) (-4.89) (-0.14) (-4.52) (0.55) (2.40) (-0.46) (2.61) (0.12) (0.58) (-1.44) (-3.11) (-0.95) (-3.48) (0.07) (-4.14) 

Lagged 

debt 

0.07*** 0.01 0.07*** 0.03* 0.09*** 0.03*** -0.03 0.01 -0.03 -0.01 -0.06* -0.02 0.01 0.02** 0.01 0.02* 0.00 0.01 

(3.23) (0.60) (2.84) (1.79) (3.37) (2.86) (-0.95) (0.83) (-0.57) (-0.42) (-1.88) (-1.34) (0.56) (2.06) (0.37) (1.88) (-0.10) (0.94) 

Election 
0.01 -0.49* -0.05 -0.34 0.25 -0.38* -0.23 0.38 -0.23 0.30 -0.42 0.30 -0.22 -0.15 -0.37 -0.05 -0.14 -0.15 

(0.06) (-1.74) (-0.19) (-1.27) (0.75) (-1.77) (-0.59) (1.26) (-0.44) (1.08) (-0.98) (1.19) (-1.12) (-0.77) (-1.48) (-0.28) (-0.68) (-1.00) 

Fiscal rule 

index 

0.61 1.15 -0.99 1.45 1.88 0.50 0.62 -2.03 2.85 -2.53* 0.23 -1.87* -0.67 -1.16 -0.10 -1.38 0.15 -1.08 

(0.49) (0.91) (-0.79) (1.04) (1.22) (0.55) (0.32) (-1.48) (1.22) (-1.74) (0.12) (-1.68) (-0.67) (-1.40) (-0.08) (-1.49) (0.16) (-1.62) 

MTBF 

index 

3.50* 3.27* 1.30 2.34 2.41 2.25** -2.60 -2.36 1.32 -1.57 -2.81 -1.57 -0.66 1.18 0.06 1.15 -0.76 0.48 

(1.71) (1.74) (0.58) (1.44) (0.73) (2.15) (-0.83) (-1.19) (0.32) (-0.93) (-0.71) (-1.25) (-0.41) (0.99) (0.03) (1.08) (-0.40) (0.65) 

SGP deficit 
rule 

1.84*** 1.79*** 2.04*** 1.59*** 2.05*** 1.78*** -1.77** -1.18*** -2.15*** -1.03*** -1.86*** -1.01*** -0.04 0.42* -0.25 0.38* 0.14 0.44** 

(4.32) (4.89) (4.76) (5.16) (4.08) (6.30) (-2.48) (-3.02) (-2.60) (-3.17) (-2.91) (-3.03) (-0.12) (1.72) (-0.60) (1.83) (0.44) (2.10) 

SGP debt 

rule 

1.29* 0.77* -0.30 1.24** 0.97 0.99** -0.54 -0.44 1.29 -0.84 -0.58 -0.46 0.39 0.29 0.20 0.36 0.07 0.14 

(1.71) (1.65) (-0.31) (2.41) (1.28) (2.35) (-0.43) (-0.88) (0.68) (-1.52) (-0.61) (-0.87) (0.56) (0.92) (0.21) (1.02) (0.14) (0.46) 

N 199 300 162 337 113 386 199 300 162 337 113 386 199 300 162 337 113 386 

R2 0.63 0.59 0.67 0.57 0.63 0.62 0.60 0.54 0.61 0.55 0.67 0.50 0.38 0.63 0.48 0.56 0.53 0.65 

Notes: The results refer to the LSDVC estimator. R2 refers to LSDV estimation. Bootstrapped z-statistics (using 100 repetitions) are in parentheses.  

*, **, and *** denote significance at the 10, 5, and 1% levels, respectively.  

Coefficients that are statistically different at least at the 10% level across the different samples of countries are reported in bold. The test is the z statistics obtained from a 

regression including all the observations of the sample, and in which each variable is interacted with the dummy of the respective IFI classification. The z statistics of the 

interacted term indicates whether the coefficients for countries with and without IFIs are statistically different from each other. 
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4.3 Reverse causation and prudent countries  

In this section, we intend to evaluate the importance of the problem of reverse causation 

from cyclically adjusted fiscal variables to the existence of IFIs. We investigated the ‘revealed 

preference for fiscal prudence’ (Debrun and Kumar 2007, 26), since the preference for fiscal 

prudence could influence the choice of discretionary fiscal policies and thus determine 

cyclically adjusted fiscal variables and also the existence of IFIs. We used a dummy variable 

named prudence which takes on the value 1 for countries which showed a negative growth rate 

of the public debt-to-GDP ratio between 1999 and 2006 and, additionally, whose public debt-

to-GDP ratio was below 60% of GDP in 2006, which means that those countries complied with 

the SGP debt rule before the global financial crisis. As the preference for fiscal prudence could 

lead to a greater predisposition towards the adoption of IFIs, our main aim was to verify whether 

the conclusions regarding prudent countries and countries with IFIs are similar.  

The results for the prudent and non-prudent countries are presented in Table 3. In prudent 

countries, the three cyclically adjusted fiscal variables have more inertia; discretionary fiscal 

policy is more procyclical, which impacts on the CAPB and CAR; and lagged public debt has 

greater influence on policy choices regarding the CAPB. With respect to the MTBF index 

variable, the results suggest that these budgetary frameworks have a disciplinary impact on the 

CAPB and CAPE, which does not happen in the non-prudent countries. With respect to the 

SGP deficit rule, its effect on the CAPB is higher in prudent countries than in non-prudent 

countries, and the disaggregated variables behave differently in the two subsamples; the CAPE 

is reduced only in non-prudent countries and the CAR improves only in prudent countries. The 

SGP debt rule only affects the CAPB in prudent countries. 

Notwithstanding the greater compliance with the SGP deficit rule and the greater concern 

about the sustainability of public finances in prudent countries and countries with IFIs, this 

analysis seems to suggest three relevant differences: discretionary policy is procyclical in 

prudent countries, while countries with institutions implement acyclical fiscal policies; under 

the SGP deficit rule, prudent countries seem to favor CAR increases to improve the CAPB, 

while countries with IFIs reduce the CAPE; and the MTBF index and the SGP debt rule have a 

disciplinary impact on the CAPB, which is not the case in countries with institutions. These 

results suggest that the implementation of IFIs may improve the performance of discretionary 

fiscal policy even in prudent countries. In addition, the problem of reverse causation is not 

obvious. If prudent countries were more predisposed to adopt IFIs and if these institutions did 
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not by themselves affect the conduct of discretionary policy, different outcomes would not be 

expected between prudent countries and countries with fiscal institutions. 

Table 3 – Cyclically adjusted fiscal variables: prudent and non-prudent countries 

Dependent variable 

CAPB CAPE CAR 

Sub-sample Prudence=1 Prudence=0 Prudence=1 Prudence=0 Prudence=1 Prudence=0 

Lagged dependent variable 
0.44*** 0.36*** 0.71*** 0.57*** 0.77*** 0.75*** 

(6.85) (7.61) (12.22) (10.07) (15.01) (20.01) 

Output gap 
-0.27*** -0.24*** 0.11 0.07 -0.14*** -0.13*** 

(-3.85) (-4.51) (1.27) (0.94) (-2.66) (-3.50) 

Lagged debt 
0.04*** 0.03** -0.02 -0.02 0.01 0.01 

(2.93) (2.56) (-0.91) (-1.06) (1.46) (0.65) 

Election 
-0.02 -0.29 -0.15 0.37 -0.31 0.04 

(-0.07) (-1.43) (-0.37) (1.44) (-1.31) (0.29) 

Fiscal rule index 
1.18 -0.49 -2.03 0.30 -1.10 -0.24 

(1.00) (-0.45) (-1.30) (0.22) (-1.20) (-0.34) 

MTBF index 
3.11** 1.40 -3.28* 0.08 -0.08 0.80 

(2.18) (1.32) (-1.87) (0.06) (-0.07) (1.14) 

SGP deficit rule 
2.29*** 1.70*** -1.00 -1.15*** 0.87** 0.11 

(4.10) (5.61) (-1.47) (-3.04) (2.22) (0.53) 

SGP debt rule 
1.58** 0.46 -0.77 0.07 0.23 0.20 

(2.53) (1.17) (-0.97) (0.14) (0.50) (0.75) 

N 214 285 214 285 214 285 

R2 
0.61 0.64 0.56 0.49 0.55 0.76 

Notes: Results refer to the LSDVC estimator. R2 refers to LSDV estimation. Bootstrapped z-statistics (using 100 

repetitions) are in parentheses.  

*, **, and *** denote significance at the 10, 5, and 1% levels, respectively.  

Coefficients that are statistically different at least at the 10% level across the different samples of countries are 

reported in bold. The test is the z statistics obtained from a regression including all the observations of the sample 

and in which each variable is interacted with the dummy of the respective IFI classification. The z statistics of the 

interacted term indicates whether the coefficients for countries with and without IFIs are statistically different from 

each other. 

5. Conclusion 

IFIs have proliferated in the last few years, most notably in the EU, under the impetus of 

new laws on fiscal governance implemented in the aftermath of the euro crisis. The rise in the 

number of fiscal institutions has resulted from the economics literature conclusions, which state 

that these institutions improve fiscal performance through technical contributions to the budget 

process, but also by informing the public, thus limiting the political influences on fiscal policy.  
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Our empirical results confirm that discretionary policies in countries with IFIs are less 

procyclical and more concerned with the sustainability of public finances than in countries 

without IFIs. As regards the three IFIs classifications used (from the EC, IMF, and one adapted 

from Calmfors and Wren-Lewis), no obvious gains in fiscal policy outcomes can be seen when 

there are narrowly defined institutions, usually home-grown, instead of widely defined 

institutions. Thus, the external pressure from European legislation on economic governance 

(and also from the Troika) to set up fiscal institutions has probably contributed to an 

improvement in the performance of fiscal policy in the EU. 

The compliance with the SGP deficit rule in the countries with fiscal institutions implies an 

additional improvement in the CAPB, which results from a further reduction of the CAPE, but 

this is not the case for the SGP debt rule. In any case, this result suggests that the assessment of 

compliance with fiscal rules, namely the SGP, is a core mission of IFIs in the EU. There is not 

an unequivocal estimation of the relationship between the IFIs, on the one hand, and the 

between national fiscal rules and the medium-term budgetary frameworks, on the other. 

However, the national fiscal rules appear to have a more important role in the countries with 

narrowly defined IFIs. 

The comparison of the discretionary policies of countries with IFIs with the policies of 

countries with a predisposition towards fiscal prudence shows that both sets of countries present 

greater concerns about the sustainability of public finances and greater compliance with the 

SGP deficit rule. However, in prudent countries, the discretionary policies are more procyclical, 

and improvements in the CAPB to comply with the SGP deficit rule are revenue-based, while 

the countries with IFIs reduce primary expenditure. Overall, the results show that the 

implementation of IFIs can improve the performance of discretionary fiscal policy.  
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Appendix 

Table A1. Different classifications of IFIs in the EU 

Country 
Institution name (EC 

2013; IMF 2017) 

Date of creation (EC 2013); 

Start of activity and major 

changes to 
mandate/institutional setup 

(IMF 2017) 

Domestic 

public 

bodies (EC 
2013) 

IFIs considered in 

the 2016 EC 

questionnaires | EC 

IFIs 

IMF fiscal 
council 

dataset 

(2017) | 

IMF IFIs 

Adapted from 
Calmfors and 

Wren-Lewis 

(2011) | CW 

IFIs 

(1) (2) (3) (4) 

AT 

Fiscal Advisory Council 

(Previously, Government 
Debt Committee) 

1970 (major changes: 2002, 

2013) 
X X X X 

Institute for Advanced 
Studies 

1963 X    

Austrian Institute of 

Economic Research 
1927 X X   

Court of Auditors 1945 X    

Parliamentary Budget 

Office 
2012 X    

BE 

High Council of Finance 
– Section ‘Public sector 

borrowing requirement’ 

1989 (major changes: 2006, 

2013) 
X X X X 

National Accounts 

Institute 
1994 X    

Federal Planning Bureau 1994  X X  

BG Fiscal Council 2015  X   

CY Fiscal Council 2014  X X  

DE 

Advisory Board to the 

Federal Ministry of 

Finance 

1950 X    

Joint Economic Forecast 

Project Group 
1950 X    

Working Party on Tax 

Revenue Forecasting 
1955 X    

German Council of 
Economic Experts 

1963 X   X  

Stability Council 2010 X    

Independent Advisory 

Board to the German 

Stability Council 

2010 X X X  

DK 
Danish Economic 

Council 
1962 X X X X 

EE 

National Audit Office of 

Estonia 
1990 X    

Fiscal Council 2014  X X  

EL 

Centre for Planning and 

Economic Research 
1959 X    

Parliamentary Budget 
Office 

2010 (major changes: 2013) X  X  

Hellenic Fiscal Council 2015  X   

ES 

Court of Auditors 1978 X    

National Committee of 

Local Administration 
1985 X    

Independent Authority 

for Fiscal Responsibility 
2013 (start of activity: 2014) X X X  

FI National Audit Office 2013 X X X  

FR 
Commission 

Economique de la Nation 
1952 X    
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High Council of Public 
Finance 

2012 (start of activity: 2013) X X X  

Court of Accounts 1807 X    

HR 

Commission on Fiscal 

Policy / Fiscal Policy 

Council 

2011 (start of activity: 2013) X X   

HU 

State Audit Office 1989 X    

Fiscal Council 
2008 (start of activity: 2009) 

(major changes: 2010) 
X X X  

IE 
Irish Fiscal Advisory 

Council 
2011 X X X  

IT 
Parliamentary Budget 

Office 
2012 (start of activity: 2014) X X X  

LT 

National Audit Office 

(Budget Policy 

Monitoring Department) 

2015  X X  

LU 

National Council of 

Public Finance 
2014  X X  

National Institute of 

Statistics and Economic 

Studies of the Grand 

Duchy of Luxembourg 

Reformed in 2011     

Court of Auditors 1999 X    

LV Fiscal Discipline Council 2013 (start of activity: 2014) X X X  

MT 

National Audit Office 2013 X    

Malta Fiscal Advisory 
Council 

2015  X X  

NL 

Netherlands Bureau for 

Economic Policy 

Analysis / Central 

Planning Bureau 

1945 X X X X 

The Council of State – 

Advisory Division / Raad 

van State 

2014  X X  

PL Supreme Audit Office 1919 X X   

PT 

Court of Auditors 1989 X    

Unidade Técnica de 

Apoio Orçamental 
2006 X    

Portuguese Public 

Finance Council 
2012 X X X  

RO Fiscal Council 2010 X X X  

SE 

National Institute of 

Economic Research 
1937 X    

Swedish Fiscal Policy 
Council 

2007 X X X X 

SI 

Institute of 

Macroeconomic Analysis 

and Development 

1991 X X   

Fiscal Council 2009    X 

SK 
Council for Budget 

Responsibility 
2012 X X X  

UK 

National Audit Office 1983 X    

Office for Budget 

Responsibility 
2010 X X X X  

Number of Institutions 44 30 25 8 

Number of EU countries with IFIs 24 27 23 8 

Number of EU countries without IFIs 4  1 5  20 
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Table A2. Variables and data sources 

Variable Data source 

Dependent 

variables 

Cyclically 

adjusted 

primary 
balance 

Net lending (+) or net borrowing (-) excluding interest of general government, 

adjusted for the cyclical component: Adjustment based on potential GDP 

(Percentage of potential GDP at current prices, excessive deficit procedure). 

AMECO (Updated 3 May 

2018) 

Cyclically 

adjusted 

primary 

expenditure 

Total expenditure excluding interest of general government, adjusted for the 
cyclical component: Adjustment based on potential GDP (Percentage of 

potential GDP at current prices, excessive deficit procedure). 

AMECO (Updated 3 May 

2018) 

Cyclically 

adjusted 

revenue 

Cyclically adjusted total revenue of general government: Adjustment based on 

potential GDP (Percentage of potential GDP at current prices, ESA 2010). 

AMECO (Updated 3 May 

2018) 

Economic 

variables 

Output gap 
Gap between actual and potential GDP at 2010 reference levels (Percentage of 

potential GDP at constant prices). 

AMECO (Updated 3 May 

2018) 

Gross debt 
Consolidated gross debt of general government: based on ESA 2010 

(Percentage of GDP at current prices (excessive deficit procedure)). 

AMECO (Updated 3 May 

2018) 

Political 

variable 
Election Dummy variable with value 1 for years of election of the national parliament. 

Adapted from Armingeon 

et al. (2018) 

Fiscal 

governance 

variables 

Fiscal Rule 

Index 

Fiscal rule index of the European Commission with the new methodology 

introduced in the 2015 update. The index was normalized to the [0.1] interval. 
European Commission 

MTBF 

index 

Index on the quality of medium-term budgetary framework of the European 

Commission with the new methodology introduced in the 2015 update. Data 

have been carried from 2006 to the 1999–2005 period and to 2007, under a no-
change assumption. The index was normalized to the [0.1] interval. 

European Commission 

SGP debt 
rule 

Dummy variable with value 1 when there is compliance with the SGP debt 

rule, which means that the consolidated general government gross debt (based 

on ESA 2010) is less than 60% of GDP at current prices. 

Authors' calculations with 

data from AMECO 

(Updated 3 May 2018) 

SGP deficit 

rule 

Dummy variable with value 1 when there is compliance with the SGP deficit 
rule, which means that the general government net lending or net borrowing 

(based on ESA 2010) is bigger than -3% of GDP at current prices. 

Authors' calculations with 
data from AMECO 

(Updated 3 May 2018) 

EC IFIs 

Dummy variable with value 1 for the institutions considered in the 

questionnaire applied in 2016 by the European Commission, in the years after 

each IFI’s date of creation or, if the date is different, after the institution started 
its activity. 

Adapted from the 

European Commission 

(website) 

IMF IFIs 

Dummy variable with value 1 for the EU fiscal institutions according to the 

IMF fiscal council dataset (2017), last updated in December 2016, in the years 

after each IFI’s date of creation or, if the date is different, after the institution 

started its activity. 

Adapted from the IMF 
fiscal council dataset 

(2017) 

CW IFIs 

Dummy variable with value 1 for eight institutions of as many countries (AT, 

BE, DE, DK, NL, SE, SI, and UK) in the years after each IFI’s date of creation 

or, if the date is different, after the institution started its activity. 

Adapted from Calmfors 
and Wren-Lewis (2011) 

Reverse 

causation 
Prudence 

Dummy variable with value 1 for countries whose rate of growth of the 
general government consolidated gross debt between 1999 and 2006 was 

negative and whose public debt ratio was below 60% of GDP in 2006. 

Authors' calculations 
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Table A3 – Cyclically adjusted fiscal variables: alternative estimators  

Dependent variable CAPB CAPE CAR 

Estimator LSDVC LSDV IV GMM LSDVC LSDV IV GMM LSDVC LSDV IV GMM 

Lagged dependent variable 
0.45*** 0.38*** 0.32*** 0.30*** 0.65*** 0.52*** 0.45*** -0.09 0.76*** 0.64*** 0.58*** 0.16 

(10.42) (8.34) (4.94) (4.72) (16.87) (10.45) (5.07) (-0.52) (22.23) (10.76) (8.97) (0.61) 

Output gap 
-0.20*** -0.20*** -0.19*** -0.13** 0.05 0.05 0.01 0.00 -0.12*** -0.12*** -0.12** -0.13 

(-5.43) (-5.88) (-3.25) (-2.11) (1.16) (0.85) (0.12) (0.00) (-4.33) (-4.20) (-2.44) (-1.04) 

Lagged debt 
0.04*** 0.04*** 0.05*** 0.07*** -0.02 -0.02 -0.03** -0.03 0.01 0.01 0.02** 0.09*** 

(3.59) (5.13) (5.58) (4.26) (-1.52) (-1.17) (-2.53) (-0.42) (1.27) (1.58) (2.21) (2.76) 

Election 
-0.20 -0.18 -0.16 -0.14 0.11 0.09 0.09 0.16 -0.16 -0.14 0.15 -0.07 

(-1.06) (-1.08) (-0.83) (-0.80) (0.49) (0.47) (0.44) (0.80) (-1.18) (-1.33) (0.70) (-0.59) 

Fiscal rule index 
0.49 0.54 -0.15 0.36 -1.27 -1.29 -0.16 -0.25 -0.73 -0.82 -0.59 0.20 

(0.69) (1.03) (-0.23) (0.55) (-1.47) (-1.56) (-0.21) (-0.13) (-1.45) (-1.69) (-1.27) (0.30) 

MTBF index 
1.99** 2.04** 2.52*** 3.17** -1.21 -1.04 -2.12** -3.21** 0.41 0.59 -0.24 0.42 

(2.30) (2.32) (2.97) (2.37) (-1.15) (-1.15) (-2.43) (-2.32) (0.68) (1.21) (-0.39) (0.56) 

SGP deficit rule 
1.80*** 1.89*** 1.81*** 1.56*** -1.07*** -1.12*** -1.10*** -1.26** 0.37** 0.43** 0.52*** 0.31 

(8.49) (9.09) (6.96) (8.81) (-4.32) (-6.72) (-3.89) (-2.24) (2.46) (2.37) (2.69) (0.96) 

SGP debt rule 
0.91*** 1.00* 1.72*** 1.16** -0.33 -0.44 -0.56 -2.89 0.19 0.24 0.78*** 1.06 

(3.01) (2.00) (3.07) (2.32) (-0.86) (-1.09) (-0.92) (-0.64) (0.90) (1.33) (3.13) (0.48) 

N 499 499 389 471 499 499 389 471 499 499 361 471 

R2 0.60 0.60 0.59  0.50 0.50 0.41  0.64 0.64 0.59  

Fixed effects  0.00    0.00    0.00   

Hausman test (p-value)  0.00    0.00    0.00   

Exogeneity test (p-value)   0.09    0.35    0.10  

Hansen Sargan test (p-value)   0.27 0.20   0.16 0.97   0.19 0.50 

Arellano Bond test (p-value)    0.25    0.64    0.58 

Exogeneity test   0.09    0.35    0.10  

Notes: Robust t or bootstrapped z-statistics (using 100 repetitions) are in parentheses. *, **, and *** denote significance at the 10, 5, and 1% levels, respectively.  

LSDVC – Results refer to Kiviet’s corrected LSDV estimator. R2 refers to LSDV estimation. LSDV – Least squares dummy variables. IV – Instrumental variables. In the case 

of primary balance and expenditure, the output gap was instrumented with five lags. In the case of revenue, the output gap was instrumented with six lags and the election 

variable was instrumented with the gov_chan variable, from the database by Armingeon et al. (2018), which quantifies the number of changes in government per year. As 

reported, Hansen J statistic indicates that the instruments are valid. GMM – One-step difference GMM. In the case of primary balance, we considered the lags of dependent 

variable, output gap and debt as endogenous, and the PECdef as predetermined. In the case of primary expenditure and revenue, the lags of dependent variable, output gap and 

debt are endogenous independent variables, and there are no predetermined variables. 


