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Introduction

In recent years, there has been a significant &seren the interest of the
fiscal authorities of the EU members in the usawherical fiscal rules. To
a large extent, this is due to the economic govermaeform, launched in
2011, which was a reaction to the negative consexpseof the recent fi-
nancial crisis. The essence of the reform boils rdtovbuilding a system
for monitoring economic policy in order to havelgatetection of macroe-
conomic imbalances and to strengthen the fiscaledlance over national
fiscal policies.

The Commission and the European Parliament hasufated a number
of recommendations to the member states, relatedtieocconduct of the
fiscal policy, including those relating to the ihgtional arrangements, such
as fiscal rules. In accordance with the Councileblive (2011), strong
numerical fiscal rules with explicit objective ate be the basis for en-
hanced budgetary surveillance framework, togeth#n wmechanisms for
effective and timely monitoring.

The aim of this article is to establish recommeiuahst for Poland of na-
tional fiscal rules in response to the crisis. Tiesv rules, as well as those
modified between 2007 and 2012, were the subje¢hefstudy. An in-
depth analysis was carried out on the example efttihee countries that
have the highest Fiscal Rule Strength Index (FR®L)Spain, Slovakia and
Sweden.

Methodology of the Research

The starting point of the research was a reviewhefworld literature on
the characteristics of fiscal rules. Key structwel@ments of the rules and
criteria used for their evaluation were identifiechich allows for interna-
tional comparisons. On the basis of the latestaFiRule Strength Index
(European Commission, 2012), three countries wWith Highest standard-
ized indexes were selected for the in-depth armly@hanges in the types
of existing rules, as well as their structural comgnts, occurring under the
influence of the crisis and the EU guidelines wshadied starting from
2007, when the financial crisis had begun. The @ggr used in the re-
search was that of the European Commission, baségeaconcept of Der-
oose, Moulin, Wierts (2006). Another element of theearch method was
to analyze the fiscal position of Spain, Slovakia &weden in the light of
the applicable national fiscal rules. The shoriqeeof time when the mul-
tiple rules were applied (especially those intraum 2012) makes it im-
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possible to evaluate their effectiveness. Nonesiseleven a preliminary
assessment of the rules provided interesting iesaillso for Poland. The
article uses the following abbreviations for thetses: General Govern-
ment — GG, Local Government — LG, Regional GovemmeRG, State
Government — SG, social security — SS.

Review of Literature
on the Characteristics of Fiscal Rules

Development of fiscal rules, observed in the lasirter of a century, has
intensified in the recent years. It manifests fteek only in the increase in
the number of rules, but also in important qualitathanges. While at the
beginning of the 90s, national fiscal rules in #ld countries were used
mainly in relation to the local government sectafes covering the whole
GG sector are now becoming common (EC, 2008, p.Tire is also an
increase in the importance and the number of tetsral numerical rules,
which are omitted in the article; it focuses ingt@m national institutions.
However, it should be noted that many of the rdgeémtplemented rules in
EU member countries are closely linked to the Edfrigtions.

In the literature, there are many definitions etél rules. A broader and
a narrower approach can be distinguished (e.g. dwiajgz, 2011, p. 138).
In broad terms, the fiscal rules are generally wtded as standards gov-
erning fiscal policy. In this article, domesticdad rules are defined in nar-
rower terms, according to the approach of Kopitd Sgmanski (1998, p.
3), most widely used both in the world and natiditatature. They define
the fiscal rule as the permanent limitation of dispolicy, which boils
down to the imposition of quantitative restrictioms budgetary outcomes,
such as the budget deficit, public debt or theirinmeomponents. Re-
strictions can be expressed in absolute terms latioe to the above-
mentioned elements, as well as in relation to espowariables. In other
words, the policy rules may be permanent, or basefbedback. Constant
policy rule is independent of the changes in thenemy. The rule based
on feedback is based on the relation between aadse/ decrease of some
value and changes in a different category (e.GDiP).

Fiscal rules are defined as institutional mechagisapporting the cred-
ibility of fiscal policy. Policy rules were primdyi advocated by such eco-
nomic schools as the monetarist orthodoxy, newsasthe real business
cycle school, the Austrian School. In the literatihe advantages and dis-
advantages of using fiscal rules are indicatedsiAbe and Perotti (1996)
perceive fiscal rules not only as the tools toigigee public finances, but
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also as measures affecting the prosperity of sodiatles are also a useful
institution according to Buchanan (1997, p. 130hovargues that in the
absence of restrictions imposed on, for examptsllauthorities, the prac-
tice of the process of democratic choice could Iteésudebt beyond the

boundaries of "efficiency"”, although the rising toef servicing the loan

could also impose certain restrictions on the @sension of expenditure.
It is a mistake, however, to present an uncriteggbroach to fiscal rules
because of the negative consequences for the egoamatnpublic finances.

The imposition of excessively restrictive rules lcotesult in the restriction

of investment opportunities in the public sectod &lne need for verifica-

tion of public tasks, by transferring a part of thading to the commercial

sector or separating the relevant public sectdsy@rforming public tasks
(Marchewka-Bartkowiak, 2012, p. 49).

Restrictive fiscal rules may lead to the use ohtive accounting in or-
der to maintain power and political reputation. Isachypothesis is formu-
lated by Milesi-Ferreti (2003, pp. 377-394). Emti evidence of the cor-
rectness of this hypothesis was provided by Hagehveolf (2004). Their
research shows that the fiscal rules introducettiénPact for Stability and
Growth and the consequent excessive deficit praeedksulted in the use
of creative accounting by the member countries.ueven approach to
exceeding the limit of the deficit and the debtilifthe procedure was acti-
vated only in the case of excessive deficit) cboted to this. Meanwhile,
the increase in debt in the period preceding tlobajl financial crisis in
many countries of the EMU showed a weak associatittinthe size of the
accumulated deficits (public debt).

Similarly, Fourcans and Warin (2007, pp. 51-62driusing game theo-
ry, to prove that institutional solutions in thecRareinforced in 2005,
would not reduce the phenomenon of moral hazard.

Research conducted by representatives of sciemcexample. J.M. Po-
terba (1994), A. Alesina, R., Perotti, (1996), adlas international institu-
tions, i.e. The International Monetary Fund (20G8jow the effectiveness
of fiscal rules. The intended objective, howeveguires a good design of a
fiscal rule. The quality of fiscal rules is detemad by the type of rules and
their elements.

With regard to the type criterion, we can distirgluihe following rules:
budget balance, debt, expense and income. Intiicteathe characteristics
of the rules were not covered. | would like to retfee readers to publica-
tions by other authors (e.g. Dziato, 2009; Wéjtawi@011; Préchnicki,
2013, Marchewka-Bartkowiak, 2012; G. Paluszak, 20Ilhe article
placed greater emphasis on the quality of fisclgsrwhich, in accordance
with the assumptions, should improve the effectdgsnof fiscal policy.
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Construction of high quality fiscal rules requinescognition of possible

channels of influence on the economy and publiarfaes. Buiter (2003,
pp. 84-99) formulated the Ten Commandments for scdfiRule in the

E(M)U, which can be used to design rules on a natitevel. According to

Buiter, the rule should be: 1) simple; complianbewd be easily verifia-

ble, 2) maintain the government’s solvency, 3) gpplthe financial deficit

of the sovereign, that is, to the consolidated gdrgovernment, 4) make
sense also in the long run, 5) allow for relevaiffecences in economic
structure and initial conditions, 6) make sensthatlevel of the individual

nation state and for the EMU area as a whole, &Jille, 8) enforced im-

partially and consistently. The rule should notpgjudge the issue of the
appropriate/optimal size of the public sector; &#drourage pro-cyclical
behavior of the policy instruments.

Research (Schaechtetral, 2012) conducted in the period from 1985 to
March 2012, using the sample of 81 countries, shbatsthe "new genera-
tion" rules are becoming more complex, combining dibjectives of sus-
tainable development with the need for flexibility response to shocks.
Thus, e.g. Agénor, Yilmaz (2011, pp. 69-99) conddctesearch on the
efficiency of alternative fiscal rules in a moddl endogenous growth,
demonstrating the advantage of the primary sumllesover the balanced
budget rule and the golden rule, from the perspedf long-term growth
and response to shocks. From this point of vievs, iiiteresting to combine
the relationships between the fiscal rules and ke objectives of the
country developed by IMF (2009, p. 6). They arespreed in Table 1.
They show that the expenditure rules and the mfielse limits of windfall
gains interact with three main objectives, i.e.tdalstainability, economic
stabilization and government size. You can seerasteong positive effect
of the debt rule (expressed in relation to GDP)tlus debt sustainability
and the balanced budget rule over the cycle rulthereconomic stabiliza-
tion.

The information contained in Table 1 shows thaimfrthe perspective
of limiting pro-cyclicality, the concept which inlaes the construction of
such fiscal rules that discipline public financksgving room for discre-
tionary measures can be regarded as attractive.

These conditions are fulfilled by the balanced lmidgle within the cy-
cle. It gives a greater degree of freedom in thedaot of fiscal policy on a
discretionary basis, in connection with moving awaym the absolute
requirement to balance the budget by the end df &aancial year to the
requirement to balance the budget within one cycle.
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Table 1. Properties of Different Types of Fiscal Rules agaKey Objectives

; Obj ectives
Type of fiscal Ecoromc
rule Debt sustainability e Government size

stabilization

Overall balance ++ - 0
Primary balance + - 0
Cyclically ad- ++ ++ 0
justed balance
Balanced budget ++ +++ 0
over the cycle
Public debt-to- +++ - -
GDP ratio
Expenditure + ++ ++
Revenue - - T+
Revenue ceilings + + -
Revenue floors + + -
Limits on reve- + ++ ++
nue windfalls

Note: Positive signs (+) indicate stronger propemnggative signs (-) indicate weaker prop-
erty, zeros (0) indicate neutral property with mege objective.

Source: IMF (2009, p. 6).

This rule is difficult to apply because the durataof the cycle must be
precisely determined. Therefore, in practice, thehas given high priority
to the rule of a cyclically adjusted balance, whiglo maintain a balanced
structural balance in each year’s budget.

It is also worth noting that the quality of fisqalles is determined by
economic and institutional conditions in which pevates, so the IMF
(2009, p. 32) issued a recommendation that the giuteild not be intro-
duced in a precarious economic situation.

Key Elements of Fiscal Rules

Quality assessment of such institutional arrangésnes fiscal rules, which
allows comparability between countries, is carwed by international or-
ganizations (European Commission, IMF) on the bafk&s synthetic indi-
cator called the Fiscal Rule Strength Index.

For its construction, the characteristics of tlsedl rules are used, judg-
ing on five criteria: 1) the statutory base of rut¢ the room for revising
objectives, 3) the mechanism of monitoring compeaand enforcement of
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the rule, 4) the existence of pre-defined enforggmeechanisms, 5) media

visibility of the rule (EU 2006, pp. 163-164).

Indexes are calculated for each fiscal rule basethe criteria, the as-
sessment of which is described in Figure 1, as agethe ratio of the public
finance sector covered by the policy. The cumudaiindex of fiscal rules in
force in the country is obtained by summing theviiiial indexes. If sev-
eral rules apply to the same range of public fieanca weight system is

used (the methodology was described in the EU @620p. 149-167).

Figure 1. The criteria for ranking the characteristics stél rules

* Evaluation ofthe criteria

+ 4 constimtion

* 3 legal act

= 2 coaliion agreement
* 1 political commitmeant

\

+ 3 no margin for adjusting objectives
=2 there is a limited margin in setting or adjusting objectiives
=1 there is full freedom in setting objectives

vy
~

*Nature of the body in charge of monitoring respect of the rule:

*3 an independent authority (Fiscal Council, Court of Auditors or any other Court)
or the national Parliament

+2 the ministry of finance or any other government body

+ 1 lack ofregular monitoring of the rule (no systematic assessment of the report)

/

*Nature of the body in charge of enforcement of the rule:
+3 an independent authority or the national Parliament
+2 the ministry of finance or any other government body
*1 no specific authority

"\

compliance

+ 3 there is an automatic correction mechanism in case of non-compliance and the
possibility of imposing sanctions

=2 the authority responsible is obliged to take cormrective measures in case of non-
compliance oris obliged to present comrective proposals to Parkament or the
relevant authority

v
+4 there are automatic correction and sanction mechanisms in case of non- \

+1 there is no ex-ante defined actions in case of non-compliance /

=3 observance of the rule is closely monitored by the media; non-compliance is
likely to trigger public debate

+2 high media interest in rule compliance. but non-compliance is unlikely to invoks
public debate

* 1 no or modest interest of the media

€ € € € €&

N

Source: Author’'s own study on the basis of (Europ@ammission, 2012).
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On the basis of the scores of the criteria, it lbarestablished that the
highest index will be applied to the fiscal rul@:iacorporated into a legal
act with constitutional status, b) with no margor adjustment of objec-
tives, ¢) monitored by an independent fiscal intih or parliament — with
automatic mechanism of correction and sanctionscase of non-
compliance, d) closely monitored by the media,ajecing the entire scope
of the GG sector.

Table 2 shows the standardized index of fiscalsrinethe EU in 2007
and 2012. The countries are ranked in descendidgroaccording to the
index size in 2012. The difference in size betwdenstudy years, allows
us to see the scale of strengthening of the fisdas, after negative experi-
ences from the financial crisis.

Table 2. Standardized fiscal rules index in the UE coustiie2007 and 2012

Country | 2007 | 2012 zl?c)lfzergnog; Country | 2007 | 2012 %{‘;efez'a%‘;
Spain 1.555 | 3.264 1.709 | Austria 0.243 | 0.819 0.576
Slovakia 0.305 | 2.661 2.356 Estonia 1.059 | 0.671 -0.388
Sweden 2.298 | 2.464 0.166 | Finland 1.008 | 0.408 -0.600
Bulgaria 1.483 | 2.233 0.750 Belgium 0.114 | 0.151 0.037
Poland 2.102 | 1.935 -0.167 Portugal -0.041 | 0.129 0.170
Denmark 1.642 | 1.644 0.002 | Latvia 0.074 | 0.074 0.000
United Czech
Kingdom 2.017 | 1.641 -0.376 Republic 0.221 | -0.139 -0.360
France 0.526 | 1.550 1.024 | Italy -0.144 | -0.166 -0.022
Germany 0.501 | 1.422 0.921 Romania -0.623 | -0.623 0.000
Lithuania 0.371 | 1.338 0.967 Slovenia 0.438 | -0.794 -1.232
Luxembourg| 1.758 | 1.212 -0.546 Ireland -0.800 | -0.810 -0.010
Netherlands | 1.115 | 1.191 0.076 Cyprus -1.007 | -1.007 0.000
Hungary 0.498 | 1.056 0.558 | Malta -1.007 | -1.007 0.000
Greece -1.007 | 0.977 1.984

Source: European Commission (2012).

Index of -1 means that the country did not useonalti fiscal rules. In
2007, this applied to Cyprus, Malta and Greecenknehe context of new
economic governance, Cyprus and Malta have nobdotred national
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rules, whereas Greece has in 2012 implementedriimany balance limit
in respect of the GG sector. The index at the letdl.984 is an expression
of the strength of this rule. The highest index besn granted to the rules
in Spain (3.264). The index value greater than &atterizes the rules in
Slovakia, Sweden and Bulgaria. Slovakia has sthemgtd the rules the
most of all EU countries — the index rose from 6.3® 2007 to 2.661 in
2012. It should be noted that in nine countriesitidex decreased between
the study years, especially in countries whereadlyen 2009 it remained at
a low level (Ireland, Slovenia, Italy, and CzeclpBglic). In the ranking of
the strength of fiscal rules, Poland has a verp Bijplace with an index of
1.935. It is significant that in Poland the inde&snahigher in 2007 than in
2012. It is the result of a lower assessment ofrthitutional arrangements
applicable to the local government sector (debitlideficit limit) accord-
ing to the criterion of "media visibility of the Il (2 in 2007, and 1 in
2012 —figure 1).

Comparison of Rules Functioning
in Spain, Slovakia and Sweden

The rest of this article provides an in-depth asialyf the countries with
the highest index of the EU fiscal rules. TablauBmarizes the rules func-
tioning in Spain, Slovakia and Sweden in the petioder observation,
indicating its scope (coverage of GG finances).

In all three countries, there were rules that inggosestrictions for the
budget balance and public expenditure. In SpainSiodakia the debt rules
are additionally applied to both the local governingector as well as the
GG. In Sweden no national debt limits have beerodhiced. In order to
present the diversity in the field of applied swos in different countries,
their characteristics are presented below.

Spain

In Spain in 2007, four fiscal rules were functiamirthree of which re-
ferred to debt limits, and one to budget balante ifidex in 2012 has been
calculated on the basis of five fiscal rules, threferring to the debt, one
which is the limit for the budget balance and orgclv is the limit for the
public expenditure. In the period under observatiba rule relating to the
budget balance has changed. The rule (ES-1), intextlin 2006, accord-
ing to which budgetary objectives should take iattount the cyclical
nature of the economy, allowing budget deficitspariods of economic
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downturn (no more than 1% of GDP), with the requieat of the surplus

in periods of high growth, remained in force ur11. From 2012 on-

wards, more restrictive rule (ES-2) applies, acemdo which the gov-

ernment deficit (CG) and the deficit of the Autormm Communities can-
not exceed the limit set by the European Union thiedbudget of munici-

palities must be balanced. The rule covers 97.5%efGG sector and has
the strongest index of the rules in force in theintoy (8.77). The ad-

vantage of the current rule over the pre-existing lies in the fact that it is
incorporated into the Constitution and is subjecthite automatic mecha-
nism of correction and sanctions. The previous wee introduced by a
legal act of lower rank and did not define whaiatt were to be taken in
case of exceeding the limit.

Table 3. The scope and strength of fiscal rules in sele@Bdcountries in the
period of 200#2012

Rule Type Sector Coverage of| Fiscal rule Time when the
no. GG finances | strength index | rule was in force
(%) (FRSI)
Spain
ES-1 BBR GG 97.5 6.66 2006 - 2011
ES-2 BBR GG 97.5 8.77 2012 +
ES-3 DR LG 11.1 5.74 1990 — 2012 H
ES-4 DR RG 32.2 6.81 1990 — 2012 +
ES-5 DR RG 32.2 5.62 2003 - 2011
ES-6 ER GG 70.0 5.72 2011
ES-7 ER GG 70.0 6.92 2012+
ES-8 DR GG 100.0 8.11 2012 +
Slovakia |
SK-1 ER CG 47.2 8.04 2002-2011
SK-2 ER CG 48.6 7.38 2012+
SK-3 DR LG 14.6 6.01 2002-2012+
SK-4 BBR LG 18.0 5.44 2005-2008
SK5 BBR LG 11.6 6.64 2009-2012+
SK-6 DR GG 100.0 9.71 2012+
Sweden

SE-1 BBR LG 46.3 5.84 2000-2012+
SE-2 ER CG, SS 56.4 6.84 2007-2009
SE-3 ER CG, SS 56.4 8.02 2010-2012+
SE-4 BBR GG 100.0 6.66 2007 — 2012+

Note: BBR — budget balance rule; DR — Debt rule;-ElRxpenditure rule.

Source: the same as Table 1.
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The main rule relating to public debt (ES-8) alss fa firm legal basis.
Like the budget balance rule, it is incorporate ithe Constitution and it
is an expression of the implementation of the attians of membership in
the EMU. According to it, the debt of the GG seatarst not exceed 60%
of GDP. A characteristic feature of the rule isttt@scope includes the GG
sector, but the limits are different for the subtees, i.e. 44% — Central
Administration, 13% — Autonomous Communities, 3%.ecal entities.
Indicators refer to the entire sub-sector, hence ldtw (Ley Orgénica
2/2012, art. 14, par. 1) clarifies that the debtitliin each of the autono-
mous regions must not exceed 13% of the grossmabpmoduct. An auto-
matic mechanism of correction and sanctions ig it the rule.

In Spain, since 1990, two rules on financial sugéma apply - regard-
ing the debt of the local sub-sector (ES-3) anddiat of the regional sub-
sector (ES-4). The first one shows that the cemgoakrnment, or the Au-
tonomous Communities, are authorized to approveoalf)-term credit
operations carried out by the local authoritiesthiéy have negative net
savings or debt exceeding 75% of the current incokeeording to the
second rule, borrowing by regional authorities regputhe authorization of
the government. In the period of 2003-2011, th¢ déthe RG sector was
tightened by one more rule (ES-5), which obligedheanit of the local
government to maintain the debt in nominal termghatsame level at the
beginning and at the end of the financial year.

A reduction of expenses in the form of a numerisgial rule was intro-
duced in Spain only in 2011. (ES-6). The limit wagosed on eligible
expenditure growth, which, on an annual basis, masexceed the medi-
um-term growth rate of GDP, calculated on the bakibe average size of
the GDP in nominal terms for a period of 9 yeans2012, restrictiveness
of expenditure rule (ES-7) was increased, through éxtension of the
scope of its applicability and by connecting itaistomatic mechanism of
correction and sanctions for non-compliance withlimit.

Sweden

In Sweden, there are two rules relating to the budglance. In 2002
they introduced the principle of maintaining balawt the GG sector at 2%
of GDP over the cycle. In 2007, this rule was naitegl by adopting the
criterion of 1% of GDP (SE-4). Since 2007, the roperates on the basis
of the Constitution, before that it was regulatgdHe coalition agreement.

The second rule (SE-1) includes only the LG sedtocing its subjects
to maintain a balanced budget.
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The implementation of the budget surplus is favdrgdhe expenditure
rule. It was introduced in 1996, but it was modifiem 2007 (SE-2) and
2010 (SE-3). The essence of this rule is to esfaladi maximum spending
limit of the central level and the expenses forgiams, which are settled in
a non-budgetary system. Since 2010, a three-yaanjlg period has been
introduced. Apart from the rule, expenditure onlmudlebt is allowed.

Slovakia

In Slovakia, the national rule of the GG sectorabak has not been in-
troduced. However, the rule disciplining the logal’ernment budget (SK-
3, SK-4) has been functioning since 2002. It isedasn highlighting the
operating and the capital budget. The operatinggbu@current), must be
sustainable or closed with a surplus. There isf@itleption in the capital
budget, provided that unused funds from previowssgdoans or a budget
surplus in the current fiscal year are the soufaésdunding. In 2009, the
possibility of imposing sanctions on the municipasi in the case of non-
compliance with the principles was introduced.

At the same time, the debt limit (SK-3) was imposedthe local gov-
ernment sector (regional and local). The limit wasat 60% of the nomi-
nal current income in the previous year. The liwdis also imposed on the
annual installments of debt repayment, which mastexceed 25% of the
nominal income in the previous financial year.

The implementation of the obligations arising fréine signing of the
Fiscal Pact in 2012 resulted in the introductiomaiew debt rule which,
within its scope, included the entire GG sector {gKThe rule was intro-
duced by the Fiscal Responsibility Constitutionat.AThe solution resem-
bles prudential and remedial procedures operatirRpland since 1998. In
Slovakia, four debt thresholds were introduced5d-63%; 2) 53-55%; 3)
55-57%; 4) 57-60%. The thresholds are to be appirgd 2017, when they
will be reduced so that the highest rate in 202 e 50%. It should be
noted that it is this fiscal rule that has receiviee highest index ratio of
9.71. Polish remedial and prudential proceduresweanted the index of
9.05, mainly due to the smaller range of coveragéhe public finance
sector rule (97.5%).

The expenditure rule has been applied in Slovakzes2002. It also al-
lows an increase in expenditure not included intthéget act during pros-
perity. Initially, the spending limit was set at%5of total expenditure ap-
proved in the budget, and now it is 1%.

The spending can be increased only if the defesitains unchanged. In
2012, the coverage of the rule was extended sattimiuded 48.6% of its
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public finance sector (previously 47.2%). Desgite tightening of the rules

and expanding its range, the index of the rule elsad. This was caused
by a decrease in media interest in the rule, wheshilted in lower assess-
ment of the rule, according to the "media visigilicriterion.

Characteristics of fiscal rules in Spain, Slovakial Sweden will be ex-
tended to include the assessment of the institaitisolutions adopted, on
the basis of the assessment of the characterddtite fiscal rules accord-
ing to the criteria listed in Figure 1. In this &S, attention was focused
solely on the rules relating to the GG sector. g&keeption is to include the
expenditure rule in Slovakia, which is superimposadthe CG sector ra-
ther than on the GG sector. Due to the lack ofdiat rule in Sweden, and
the rule of the GG sector balance, comparisonsi$e of balance and debt
rules will be carried out between the two counfriesvhich the rule can be
found. Assessment of the rules is provided in Tdble

Table 4. Evaluation of the rules referring to the GG sector

> |Bc B | BB | 8ulay|ezlps
5 |52 2le Il
Debt rules
Spain 4 3 2 1 2 4 1 8.11
Slovakia 4 3 3 0 3 4 1 3 9.71
Balancerules
Spain 4 3 2 1 2 4 1 2 8.7
Sweden 3 2 3 1 1 1 0 3 6.6p
Expenditurerules
Spain 3 3 2 0 2 4 0 1 6.92
Slovakia(CG)| 3 3 3 1 3 3 0 1 7.38
Sweden 3 3 3 1 2 2 0 3 8.0p

Source: the same as Table 1.

The best score in the Fiscal Rule Strength Ind&S(fFwas granted to
the expenditure rule in Sweden. Its biggest adggntaer the rules in other
countries is that it is closely monitored by thedme so in case of a failure
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to comply with it, there is a high probability ofcall for a public debate. In
Slovakia and Spain the media interest in the ulgegligible. The expendi-
ture rule in Spain, where the index is lower by fietcentage points than
the same index in Sweden, shows an advantage inecttan with the
built-in mechanism of action in the event of oceage of non-compliance.
The high assessments of expenditure rules in tbatges surveyed con-
sisted of such elements as their incorporation éntegal act and a lack of
margin for adjustment of objectives.

In Spain, the budget balance rule, implementedit?2received better
grades from the rule functioning since 2007 in Sevedn the period of
2006-2011, the balance rule in Spain has alreaalstiined, and its index
was at the same level as for Sweden (6.66).

The improvement is due to the strengthening oftifein the aftermath
of the crisis. In Spain, the rule was introducetd ithe Constitution and did
not leave any margin for adjusting the objectivias.automatic mechanism
of action in case of non-compliance was introdudedsweden, the rule is
provided in a legal act of a lower rank than thestibution, and some mar-
gin in setting or adjusting the objectives is akalyvIn the construction of
the expenditure rule, greater emphasis was planetthe monitoring sys-
tem, and the system of correction and sanctionsnetiaccepted. As in the
case of the expenditure rule, the media in Swellew snore interest in the
rule than they do in Spain, which promotes theiplise of public financ-
es. In Sweden, the rule covers the whole GG segtole in Spain it covers
97.5%.

In case of the debt rule of the GG sector, thectire adopted in Slo-
vakia was highly rated (9.71). Both in Slovakia &phin the implementa-
tion of rules in 2012 was a part of disciplining asares aimed at public
finances in EMU, in accordance with the guidelioéthe new economic
governance.

In both countries, the rules received equally higgrks for their legal
basis in the constitution, disregarding the mafgimadjustment of objec-
tives, automatic mechanism of correction and sanstiand the rule cover-
ing the entire GG sector. A higher value of thetdele in Slovakia is the
result of a stronger monitoring system of respgctind enforcement of the
rule, as well as greater interest in the media.

With regards to the rules in force in Spain, it d@nnoticed that their
weakness is the fact that the institution that toweitheir compliance with
the rules is the Ministry of Finance. The suppertivnction is fulfilled by
the institutions of the regional sector, which cohthe fulfillment of the
debt rule. In terms of monitoring the compliancéhwhe rules, Sweden is
the role model, as such powers have been givea tiwronly to the Minis-
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try of Finance and other institutions of the goveemt sector, but also to
the independent institutions, i.e. The Court ofitmug.

The strengthening of the fiscal rules in the aftimof the crisis is
manifested by a change of their legitimacy. Tabjgdsents the rules, clas-
sified according to the criterion of the legal Isagi 2007 and 2012.

Table5. Legitimacy of the fiscal rules

Country Constitution Legal act a(;?geirtriggt

2007 r.

Spain X ES-1; ES-3; ES-4| ES-5

Slovakia X SK-1; SK3; SK-4| X

Sweden SE-4 SE-1 SE-2
2012r.

Spain ES-2; ES-8 ES-3; ES-4; ES-f X

Slovakia SK-6 SK-2; SK-3; SK-§ X

Sweden SE-4 SE-1; SE-3 X

Source: the same as Table 1.

It draws attention to the increase in 2012 of thenber of rules incorpo-
rated into the constitution, which is to be a gusra of their sustainability
and compliance. While in 2007 only Sweden gave tiotisnal status to
the fiscal rule (budget balance), in 2012 eacthefdountries surveyed had
such a rule. Constitutional authority with regatal$iscal rules in the coun-
tries within the euro area is a consequence oftadpthe Fiscal Pact.

Slovakia incorporated the debt rule into the couttin, and Spain did
the same with both the debt rule and the budgetnbal rule. Other rules
are provided in legal acts of lower rank. In 20th&re were no rules, intro-
duced on the basis of the coalition agreementphirt the debt rule for the
RG sector, based on the coalition agreement, wéwrde in the period of
2003-2011. Coalition agreement was the basis ®iirttposition in 2007
of the expenditure rule on the CG and SS sectanse&010, the expendi-
ture rule is based on a legal act.

Due to restrictions on the volume of the articketaidled solutions for the
construction of fiscal rules, such as the exempfrom the rule or the
mechanism of correction and sanctions were nocharized.
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However, as the mechanism of correction and sargtizas a rare ele-
ment of the rules before the crisis, it was decithed an example of such a
solution should be built into the debt rule in Skia. This mechanism
means that when the debt-to-GDP ratio reaches @ ipe the Minister of
Finance is obliged to explain the increase to #migment and suggest the
measures to reverse it. At 53 percent of GDP, #iinet shall pass a pack-
age of measures to trim the debt and freeze wagesb percent, expendi-
tures would be cut automatically by 3 percent aggt ryear's budgetary
expenditures would be frozen, except for co-finagadf EU funds. At 57
percent of GDP, the cabinet shall submit a balahcettjet (IMF, 2009, p.
22).

Changing the Fiscal Position
of the Surveyed Countries

According to J. Dziato (2009, p. 2) "rules seenb&an effective instru-
ment because of their simplicity and transparentii€se characteristics of
the fiscal rules do not prejudice the effectivenekghe rules, the assess-
ment of which must be based on the degree of egaliz of the objectives.
The results of empirical studies confirm the pesitimpact of fiscal rules
on budgetary outcomes (EU, 2008, p. 77; Poter26)L$However, caution
should be exercised when interpreting the resu#tsabise the changes
which have occurred in the budget expenditure,nca@leand debt can be
attributed to the influence of other factors.

Most fiscal rules which received high marks hawvecfioned only from
2012 onwards. It is difficult to assess the effamtiess of the rules, but it
allows for the formulation of some initial conclaes. The research period
was extended by two years, i.e. 2006, which pretede assessment of
rules in 2007 and 2013 — the last year with avéeldiata.

The data in Table 6 shows that the lowest publit decurs in Sweden,
and it was achieved despite the absence of a aatieht limit. In addition,
the debt in relation to GDP between 2006 and 2@t3edhsed in this coun-
try by 4.6% of GDP and remains well below the Elé (0% of GDP).

In Spain — the country with the highest number atrdngth of fiscal
rules, the debt level increased by 53.2 percenpagets. The increase of
debt by 23.9 percentage points also occurred inaBla, but its size is
below the convergence criterion.
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Table 6. Debt of the GG sector (% GDP)

Country | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 z%ifge_r%g%
Spain 38.9 35.5| 39.4| 52.7| 60.1| 69.2| 84.4| 92.1 53.2
Slovakia | 30.7 29.8| 28.2| 36.0| 41.1| 43.5| 52.1| 54.6 23.9
Sweden | 43.2 38.2| 36.8| 40.3| 36.7| 36.1| 36.4| 38.6 -4.6

Source: Eurostat.

In Spain, after the budget surplus in 2006 and 2€@8re were high,
even double-digit, budget deficits every year ibsaguent years. This
occurred despite the budget balance rule, imposdtie GG sector, func-
tioning since 2006. Strengthening of this rule ©l2 by means of the
above arrangements is to contribute to the increbfiecal discipline.

Table 7. Budget balance of the GG sector

Country 2006 2007 2008 2009 2010 | 2011 | 2012 2013

Spain 2.2 2.0 -4.4 -11.0 -9.4 -9.4 -10{3 -6.8
Slovakia -3.6 -1.9 -2.4 -7.9 -7.5 4.1 -4.2 -2.p
Sweden 2.2 3.3 2.0 -0.7 0.0 -0.0 -0.p -1)3

Source: Eurostat.

In Slovakia, where the national budget balance hale not been intro-
duced, after a marked increase of deficits in #ary of crisis, in 2013, the
excessive deficit was eliminated. Finally, in Sweda which there is both
the balance rule for LG sector, as well as balante for the GG sector,
incorporated into the Constitution since 2007 fibeal situation is the best.
In the period of 2006—-2008, Sweden showed a buslgetus, and in sub-
sequent years, the budget was balanced or thera wa@sll deficit (from -
0.1% to -1.3% of GDP). This is all the more notethvpy considering that in
2009, the most acute year for the EU, it was Swekbahhad the highest
decline in GDP in comparison with the countriesveyed, as well as the
highest output gap (Table 8).
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Table 8. Cyclical adjustment of budget balances based rodygtion function
approach against the GDP and the output gap (pnces2005)

Source:European Commission (2014, pp. 19, 30, 41).

Respecting the rule to maintain the budget baland¢ke level of 1% of
GDP over the cycle has resulted in structural sisgd in the 2006 to 2013
period in the range of 0.1 — 2.7% of GDP.

In Spain, the structural deficits have occurrec&i@008, and in Slo-
vakia during the whole period under consideratibime solutions, adopted
in the fiscal Pact, with regards to the size of MThich forced the EMU
countries in particular to strengthen the natidisall rules, have a positive
impact on its implementation.

In all the countries surveyed, institutional sajug for the local gov-
ernment sector were successful, which is refleictelde budget balance for
the LG sector (table 9), which is close to balameecordingly, there is a
debt stability in the local sector. For exampleSipain, the local debt was
2.7% of GDP in 2006 and 4% of GDP in 2013. In Ski@athe changes in
the amount of debt between 2010 and 2013 reaclkedebcentage points
(from 2.7 to 2.2% of GDP) and in Sweden it was Retcentage points
(from 5.4% to 7.5% of GDP). In Spain, the defiditloe SG sector peaked
in 2011, i.e. it reached. 5.1%, but in 2012 and32Qifell below 2% of
GDP. This sector is responsible for 20% of GDPudilig debt in Spain.
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Table 9. Balance of the LG sector (% GDP)

Country 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

Spain 0.1 -0.3 -0.5 -0.5 -0.7 -0.§ 0.3 b
Slovakia -0.2 -0.1 -0.1 -0.7 -0.9 -0.1 0.1 2
Sweden 0.1 0.1 -0.1 -0.2 0.2 -0.38 01 0

Source: Eurostat.

The countries covered by the research show sigmifidifferences in
the size of public spending. In Spain and Slovagidlic spending is be-
low the average for the EU28 (49.1% in 2013) an&weden, were in all
years it exceeded 50% of GDP, it is above the geefar EU28. Between
extreme years, the biggest increase in expenditaserecorded in Spain by
6.4 percentage points. The increase in Slovakia2aagp., and in Sweden
in 2013 it remained at a comparable level as in62@0difference of 0.1
percentage points). The data on changes in expeeslitn Sweden are a
confirmation of the implementation of the countrgsund fiscal policy
(economic). The increase in public spending waspteary in the most
difficult economic times, after which it decreased.

Table 10. Expenditures of the GG sector as a percent of GDP

Difference
Country | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 2013 - 2006
EU28 46.2 45.5| 47.0/ 51.0| 50.6] 49.0| 49.4| 49.1 2.9
Spain 38.4 39.2| 41.4| 46.2| 46.3| 45.7| 47.8| 44.8 6.4

Slovakia| 36.5 34.2] 34.9| 41.6| 39.8| 38.9| 38.2] 38.7 2.2
Sweden 52.7 51.0] 51.7] 54.9| 52.3| 51.5| 52.0| 52.8 0.1

Source: Eurostat.

Looking at the changes in the size of public speagdn Spain, it can be
assumed that its reduction in 2013 shows the oglstip with the expendi-
ture rule, reinforced in 2012. Both in the casah# expenditure rule, as
well as the other rules, verification of their etigeness will be possible in
a few years.



50 Anna Madzierz

Conclusions

The growth of the fiscal rules in the EU countriesserved in recent years,
is due to the modification of the EU fiscal frameiyan accordance with
the concept of the new economic governance, wlich iesponse to the
recent financial crisis. In the period covered by tesearch, the EU coun-
tries introduced new fiscal rules as well as stifemged the existing solu-
tions. From the countries selected for analysis,l¢last fiscal rules charac-
terized by the least variability occurred in Swed8pain applied the most
rules in its fiscal policy. The introduction of tlebt rule for the GG sector
and strengthening of the fiscal rules in Spain2, in accordance with
the regulations for the member countries of the emea, resulted in Spain
obtaining the highest rank in the EU Fiscal Ruleei®jth Index. Sweden
was third in the ranking, and this country hadghtindex already in 2007,
and within the time covered by the observationspatle only one change
in the legitimacy of the expenditure rule.

In the ranking of fiscal rules, Poland was rankiéti,fwith the index of
1.935, which means a reduction of 0.167 percengagets, when com-
pared to 2007. The debt limit, stated in the ctuwmsdin in 1997, received
the highest grade. The limit was strengthened loglgmtial and remedial
procedures included in the Public Finance Act (in®05). The expendi-
ture rule received a rating of 7.47. The indexefsofl rules in 2012, relat-
ing to the LG sector, received the value of 6.58bfmth the deficit rule and
the debt rule.

On the basis of the conducted analyses, the faligwionclusions can
be drawn for Poland in this article.

Firstly, the introduction of fiscal rules should jppeceded by research of
their potential impact on economic stability.

Secondly, in order to achieve a high index of fisoées it is necessary
to create solutions using highly ranked institusibkey elements of fiscal
rules.

Thirdly, we must remember that a strong index stdi rules does not
guarantee the maintenance of public finance disgiphs demonstrated by
a varied fiscal situation of the countries surveyed

Fourthly, the case of Sweden stimulates a refladfiat public finance
discipline can be maintained without imposing aaréasing number of
fiscal rules, with built-in mechanism of correctiand sanctions, etc. but by
conducting prudent fiscal policy over the businegde.

Fifthly, sound fiscal policy requires simultanecaigproach to the ex-
penditure and revenues (Owsiak, 2014); Uncritipgraach to cuts in pub-
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lic spending in the conditions of adopted reswits, requires verification
of tax policy of the state.

Sixthly, when exacerbating the restrictiveness atiamal fiscal rules,
the experience of the EU countries should be takEnaccount, avoiding
the transnational rules.

Seventhly, to increase the effectiveness of figadicy in Poland, the
establishment of an independent fiscal institutehrould be considered
rather than introducing further quantitative regioins. The institution,
independent of the fiscal authorities, would insedhe credibility and
transparency of the policy, provide support for faernment in respect-
ing national and transnational fiscal rules, andha same time, constitute
an obstacle to the hiding of discretionary decisionade by politicians
from the public, resulting in deterioration of pigbfinances (Madzierz,
2012, pp. 85-86).
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