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Abstract 
 

Fiscal rules are argued to be important for sound and sustainable fiscal policies and have been 

increasingly adopted over the last 20 years. However, as increased fiscal pressure and fiscal risks 

urge countries to address the public debt legacy left by recent economic crises, fiscal rules come 

under greater scrutiny. To inform the debate on fiscal frameworks, this paper presents a 

comprehensive survey of the empirical literature on the impact of fiscal rules. In particular, we 

discuss the recent empirical literature that investigates the impact of fiscal rules on various 

elements related to fiscal performance and beyond. Our survey finds that fiscal rules are associated 

with improved fiscal performance as approximated by improved budget balances, lower debt and 

lower public spending volatility. Furthermore, empirical research finds that fiscal rules are related to 

more accurate budget forecasts and improved sovereign bond ratings. From a macroeconomic 

perspective, well-designed fiscal rules do not principally undermine public investment and do not 

increase pro-cyclicality in fiscal-policy making. These results, however, also depend on the broader 

economic and institutional context. Moreover, there is emerging literature that links fiscal rules to 

broader outcomes, such as income distribution and political polarisation. We discuss 

methodological challenges related to identification and point to avenues for future research. 
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1. Introduction 

Economies worldwide have been hit hard by COVID-19. To mitigate the economic consequences 

of this crisis, governments responded with economic policy packages of often unprecedented size, 

followed by countries’ public debt soaring substantially. At the same time, it is also evident that 

public debt dynamics and levels vary across countries (Figure 1). 

Fiscal rules play an important role for the conduct of sound and sustainable fiscal policies and 

eventually for the resilience of public finances. In fact, fiscal rules are considered the main 

institutional instrument to ensure the achievement of these objectives. In particular, they are 

argued to discipline politicians’ public spending behaviour, create confidence for economic agents 

and allow to build up fiscal buffers for economic shocks. 

However, in response to the COVID-19 pandemic, countries adapted their fiscal frameworks, 

including the activation of escape clauses or the temporary suspension of fiscal rules (e.g., Davoodi 

et al., 2022a). With increased fiscal pressure and fiscal risks, fiscal frameworks come under greater 

scrutiny, as countries need to balance economic and fiscal recovery efforts with the public debt 

legacy. In parallel, countries will continue to face spending pressure from structural challenges, 

such as ageing, health care, defence and the energy and climate transition. In other words, crisis 

events and structural pressures put the resilience of fiscal frameworks to a test. 

Figure 1: Government debt in selected OECD countries, 1999–2022 

 

Source: OECD. 

A case in point is the ongoing debate on the reform of the EU fiscal framework that has been 

established around 25 years ago and its reinstatement after the activation of the general escape 

clause in 2020. Another prominent example of fiscal rules at the national level is the introduction 

of the debt brake in Switzerland 20 years ago. Notably, this fiscal rule was supported by a large 

majority of voters in a constitutional popular vote and served as a blueprint for the German debt 

brake and for the reinforcement of the EU fiscal framework after the global financial crisis. 

Over the past decades, a growing number of countries have introduced a rules-based framework 

for the conduct of fiscal policy, totalling up to over 100 countries by 2021 (Figure 2). Although 

countries differ in the type and number of fiscal rules they apply, a frequent combination is a debt 

rule, often supported by operational rules, such as a budget balance rule or an expenditure rule. 
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The increasing number of countries with experience in conducting fiscal policy guided by fiscal 

rules and the economic policy challenges ahead invite a comprehensive assessment of the empirical 

evidence on their impacts. 

Figure 2: Adoption of fiscal rules since 1990 

 

Source: IMF Fiscal Rules Dataset – 1985–2021; Davoodi et al. (2022b). 

Notes: Number of countries with at least one fiscal rule. 53 countries are subject to supranational rules that often 
complement national fiscal rules. These include 27 EU member states, 6 in Eastern Caribbean Currency Union (ECCU), 
8 in West African Economic and Monetary Union (WAEMU), 6 in Central African Economic and Monetary Community 
(CEMAC), and 6 in East Africa Economic and Monetary Community. 

 

To promote evidence-based policy making, this review begins by studying the relationship 

between fiscal rules and fiscal performance. Fiscal performance is primarily measured by changes 

in budget balances, public revenue or spending and government debt. The review includes studies 

that address further dimensions of fiscal performance, for instance, the fiscal rules’ impact on the 

accuracy of budgetary forecasts, sovereign bond ratings, public investment and pro-cyclicality in 

fiscal policies. Moreover, the review describes emerging contributions that go beyond fiscal 

performance, relating fiscal rules to broader political outcomes. A comprehensive survey on the 

various dimensions of the impact of fiscal rules is so far lacking in the literature. Earlier or more 

specific reviews are presented by Feld and Reuter (2017), by Burret and Feld (2014) with a focus 

on the subnational level in the United States and Switzerland and by Blesse et al. (2023) on fiscal 

rules and public investment. 

The present review covers academic publications and draws on recent work by major international 

organisations. The review includes primarily empirical analyses that study fiscal rules at the national 

level, with a focus on OECD or EU economies. For EU countries, this often coincides with evidence 

on the EU fiscal framework. We selectively refer to evidence from the subnational level. A case in 

point are Swiss cantons with a long tradition of fiscal rules and decentralised fiscal autonomy. 

With a view to policy advice, the review presents a non-technical discussion of the studies’ key 

results. It points to the underlying data and highlights empirical methods as well as their 

limitations. 

The review shows that the empirical literature on fiscal rules has become differentiated, presenting 

analysis on several dimensions of effectiveness. The literature has made substantial progress in 

underpinning the role of fiscal rules in shaping fiscal performance. 
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First, there is relatively broad-based evidence that fiscal rules are associated with improved fiscal 

performance as approximated by budget balances, public revenues and spending, public spending 

volatility and government debt (e.g., Fall et al., 2015; Badinger and Reuter, 2017; Caselli and 

Reynaud, 2020). Recent empirical contributions further differentiate the impact of fiscal rules 

along their type and design. Second, there is clear-cut evidence that fiscal rules are related to 

more accurate budget forecasts, being important for fiscal planning and fiscal credibility (e.g., 

Luechinger and Schaltegger, 2013; Picchio and Santolini, 2020). Another strand of the literature 

provides evidence for the beneficial impact that fiscal rules have on sovereign bond ratings, being 

crucial for financial markets’ assessments. In particular, strict fiscal rules appear to have an effect, 

particularly under uncertain financial market conditions (e.g., Feld et al., 2017; Thornton and 

Vasilakis, 2017; Afonso and Jalles, 2019). Another line of empirical research suggests that fiscal 

rules do not principally hamper public investment. However, public investment can be put at risk, 

if the design of fiscal rules is overly rigid, especially during periods of fiscal consolidation (e.g., 

Delgado-Téllez et al., 2021; Ardanaz et al., 2021; Vinturis, 2022). Moreover, the evidence shows 

that fiscal rules do not increase pro-cyclicality in fiscal policy making. Evidence from large country 

samples suggests that the design of fiscal rules matters and the impact of fiscal rules depends on 

the economic and institutional context (e.g., Combes et al., 2017; Guerguil et al., 2017; Reuter 

et al., 2022). 

Extending the perspective to further elements of fiscal frameworks, there is a growing body of 

research on the role of independent fiscal institutions (IFI). IFIs are considered to complement fiscal 

rules. In fact, empirical studies find that well-designed IFIs complement fiscal rules and are 

associated with improved fiscal balances and less pro-cyclical fiscal policies. In particular, countries 

where IFIs assess forecasts and monitor fiscal rules are successful in delivering more accurate 

forecasts and achieve better compliance with fiscal rules (e.g., Debrun and Kinda, 2017; Beetsma 

et al., 2019; Chrysanthakopoulos and Tagkalakis, 2022). 

In light of the experiences with fiscal consolidations following the global financial crisis, there is 

emerging work on the potential negative side effects that fiscal rules may have on inequality 

(Hartwig and Sturm, 2019), political polarisation (Aaskoven, 2020) and political selection 

(Gamalerio and Trombetta, 2023). However, this research is in its infancy. 

The empirical literature suggests that fiscal rules work as a commitment device and foster fiscal 

performance. Still, there is disagreement on whether fiscal rules have a causal effect on 

constraining fiscal policies. From a methodological perspective, a positive relationship between 

fiscal rules and fiscal performance does not necessarily imply causality. It may simply reflect the 

fact that governments that are more concerned with sound fiscal policies and fiscal sustainability 

are also more likely to introduce and implement fiscal rules. Or, it may also reflect that 

governments are more likely to implement rules when they expect them to be achievable, such as 

when the economy and public finances are already expected to naturally recover following a crisis. 

In this context, Heinemann et al. (2018) provide a first meta-regression analysis covering 30 studies 

on the relationship between fiscal rules and fiscal performance. Their evidence points to a 

constraining effect of fiscal rules on budgetary aggregates. However, this result is weakened as 

their analysis reveals an upward bias if endogeneity concerns are not explicitly taken into account. 

In other words, empirical results tend to overestimate the impact of fiscal rules. Similar concerns 

matter when studying the interaction of fiscal rules with independent fiscal institutions and the 

quality of the broader institutional context. To mitigate these concerns, recent empirical studies 

on fiscal rules use cutting-edge empirical methods to identify causality, including difference-in-

differences, instrumental variables, quasi-natural experiments and propensity scores-matching. 
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A key question is which types of fiscal rules are most effective and in which institutional context. 

Asatryan et al. (2018) emphasise the importance of anchoring fiscal rules at the constitutional 

level to increase credibility and consequently improve fiscal performance. As to the type of fiscal 

rules, the empirical evidence finds mostly budget balance rules and expenditure rules to be 

effective. As to the design of fiscal rules, research suggests that well-designed fiscal rules improve 

fiscal performance, protect public investment from being undermined and reduce the pro-cyclical 

bias in fiscal policy making. Key design features involve a strong legal basis, binding enforcement 

and flexibility provisions that take into account the economic cycle. As to the institutional context, 

there is promising work on the interaction of fiscal rules and the broader institutional context. For 

instance, this research suggests that fiscal rules and government effectiveness work as institutional 

complements (Bergman and Hutchison, 2015) for reducing fiscal pro-cyclicality and – above a 

certain threshold of institutional quality – as institutional substitutes for ensuring fiscal sustain-

ability (Bergman et al., 2016). In a similar vein, Gootjes and de Haan (2022b) suggest that a 

minimum level of fiscal transparency is needed for fiscal rules to be effective. Closely related, there 

is innovative research that studies the determinants of compliance with fiscal rules, highlighting 

the importance of political and economic factors (e.g., Reuter, 2019; Larch et al., 2023). 

The present review informs the policy debate on more resilient public finances in the aftermath of 

the COVID-19 pandemic and the energy crisis. A case in point is the ongoing debate on the reform 

of the EU fiscal framework. This discussion demonstrates the importance of (i) reducing complexity 

of fiscal frameworks to increase ownership and enforceability, while safeguarding their flexibility 

to ensure counter-cyclical policies, and (ii) a stronger medium to long-term perspective to ensure 

debt sustainability (see e.g., European Commission, 2021, Cuerpo et al., 2022). The review also 

informs the policy debate more generally: It indicates that there are good reasons to keep well-

designed fiscal rules unchanged even though there appear to be ever more areas for policy action, 

including demands for more public spending. Moreover, while recent crises challenge the 

resilience of fiscal frameworks, they also provide an additional rationale for fiscal rules: Countries 

benefit from past compliance with fiscal rules and thus lower public debt as higher fiscal buffers 

enable them to respond to large future crises more forcefully. 

The paper is organised as follows. Section 2 sets the scene briefly highlighting the deficit bias, the 

rationale for fiscal rules and trends in fiscal rules. Section 3 reviews the empirical evidence. Section 

4 presents concluding remarks. 

2. Setting the scene 

Public debt levels and dynamics are very heterogenous across OECD countries. Jorda et al. (2016) 

and Mauro et al. (2015) study public debt over the very long term. Jorda et al. (2016) suggest that 

(financial) crises have been the most important driver of rising public debt. A recent study by 

Bernardini and Forni (2020) supports this reasoning as it is argued that financial crises tend to be 

followed by a large and more prolonged increase in public debt than after other recessions. Excep- 

tional economic crises, counter-cyclical fiscal policies and public investment peaks justify 

temporarily higher discretionary public spending and thus public debt. Still, there are political 

economy dynamics that help to explain differences in fiscal policies and public debt, most notably 

the deficit bias. 

2.1 Deficit bias 

Alongside the substantive debate about an appropriate fiscal policy, political economy 

considerations figure prominently among the explanations for why there is a deficit bias in fiscal 
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policies and why governments rarely deliver on counter-cyclical fiscal policies, especially in good 

times (for an overview, see Alesina and Passalaqua, 2016; Yared, 2019). 

A first line of reasoning is presented by Buchanan and Tullock (1962) and Brennan and Buchanan 

(1980). They put forward the hypothesis of fiscal illusion to explain persistent government deficits. 

This hypothesis states that voters overvalue current spending relative to the cost of future taxation, 

thus violating the intertemporal budget constraint and giving rise to a deficit bias. 

But even if voters put sufficient weight on the cost of future taxation, politicians may still face 

incentives to overspend. For example, due to short-term re-electoral incentives and by exploiting 

informational advantages on fiscal policy issues vis-à-vis the voters (e.g., Alesina and Tabellini, 

1990; Brender and Drazen, 2000). 

A second line of reasoning stresses the distortions stemming from distributive conflicts among 

competing interest groups, e.g., in countries with more political polarisation and fragmentation. 

In response to special interests, politicians may tend to spend excessively on targeted distributive 

purposes, neglecting the effect on the overall tax burden to be carried by all tax payers. The 

aggregate result is excessive spending that undermines fiscal sustainability and potentially diverts 

scarce public resources from their most efficient use. The underlying mechanism is dubbed the 

‘common pool’ problem (von Hagen and Harden, 1994). 

A bias towards running public deficits can also be explained by delayed fiscal adjustment. In the 

wake of a negative fiscal shock, political parties representing different electoral constituencies can 

be entrapped in a lasting conflict over how to distribute the costs of fiscal adjustment and thus 

delay needed economic policy reforms (Alesina and Drazen, 1991). 

Finally, current generations can have an incentive to enjoy the benefit of public expenditures while 

passing on the tax burden to future generations. As the latter cannot vote, their voice is not heard. 

As a result, government deficits and debt become an instrument of intergenerational 

redistribution (Cukierman and Meltzer, 1986). These dynamics tend to matter more in ageing 

societies (Yared, 2019). 

To address these dynamics inherent to budgetary decision making, it is considered crucial to create 

incentives that induce governments to recognise the entire costs and benefits of public spending 

over the medium to long term. This is even more the case in a monetary union where coordination 

failures and moral hazard incentives may contribute to negative fiscal spillovers across countries. 

One way to do this is to set fiscal frameworks that limit the discretion of politicians and increase 

fiscally responsible decision making. 

Earlier political economy literature has argued that budget rules and budget procedures promote 

sound fiscal policy (Poterba and von Hagen, 1999). Rules and procedures include the negotiation 

of budgets, budget voting and amendment rules, fiscal rules and medium-term frameworks. For 

instance, this literature argues that a strong finance minister is able to impose sectoral budget 

limits via negotiations with line ministries, veto excessive spending and resist opportunism. Early 

empirical studies suggest, for instance, that countries with a strong finance minister, a centralised 

top-down budgeting and a less fragmented government display better fiscal performance (see 

e.g., Alesina and Perotti, 1999). 

2.2 Fiscal rules 

In the economic policy debate, Kopits and Symansky (1998) identify various rationales for the 

adoption of fiscal rules, including (i) fostering macroeconomic stability, (ii) supporting other 

financial policies, (iii) maintaining fiscal sustainability, (iv) avoiding negative spillovers within a 

currency union, and (v) ensuring the credibility of government policies over time. Schaechter et al. 
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(2012) underline fiscal responsibility and debt sustainability by arguing that fiscal rules aim to 

correct distorted incentives and control pressures to overspend in good times. According to Eyraud 

et al. (2018), fiscal rules contribute to a government’s fiscal credibility in three possible ways: (i) 

by tying politicians’ hands, (ii) by signalling commitment to fiscal responsibility, (iii) by crystallising 

political consensus on fiscal responsibility across political parties. Moreover, while more frequent 

crises also test the resilience of fiscal frameworks, they also provide an additional rationale for 

fiscal rules: Countries benefit from a good track record of compliance with fiscal rules and sound 

public finances. It allows to build up fiscal buffers that enable to respond to large crises more 

forcefully (IMF, 2021). 

While there are strong rationales for fiscal rules, resulting in a stronger role for the minister of 

finance and incentivising policy priority setting to achieve sound and sustainable fiscal policies over 

the medium term, overly rigid fiscal rules are considered counter-productive. This may apply when 

economic policies improve the fiscal stance in the long-term, even though they may entail short-

term fiscal burden. This is particularly relevant in the case of fiscal rules that restrict productive 

public investments and thus hinder economic growth and improvements in the debt-to-GDP ratio 

in the medium term. Moreover, accommodating growth-friendly structural reforms with fiscal 

policy measures may conflict with a strict application of fiscal rules. In other words, fiscal rules 

may reduce incentives to carry out structural reforms. 

In theoretical models with a benevolent planner, fiscal rules may prevent the conduct of optimal 

fiscal policies. This is the case if rules limit policy flexibility, including (i) reducing the capacity to 

run counter-cyclical fiscal policies, (ii) inducing overly low levels of public-goods provision and 

public investment (Chari et al., 1994; Stockman, 2001), or (iii) giving rise to “creative accounting” 

(Milesi-Ferretti, 2004; von Hagen and Wolff, 2006). In a recent theoretical contribution, Azzimonti 

et al. (2016), however, offer a more differentiated analysis of the costs (less responsive public 

good provision and higher volatility in tax rates) and benefits (lower debt permitting higher 

average levels of public goods and lower taxes) of imposing fiscal rules. Further recent theoretical 

studies discuss optimal design features of fiscal rules highlighting the trade-off between 

commitment and flexibility (e.g., Halac and Yared, 2014; Yared, 2019). 

Overall, governments’ decisions result from manifold constraints and incentives, including the 

political economy mechanisms described above. Therefore, fiscal rules may increase welfare by 

serving as an institutional commitment device against the mechanisms underlying the deficit bias 

and, thus, by contributing to sound and sustainable fiscal policy. This brief discussion shows that 

assessing the costs and benefits of fiscal rules is ultimately an empirical question. 

2.3 Trends in fiscal rules 

This section draws on the excellent work by the IMF (Davoodi et al., 2022a) and provides a brief 

idea on fiscal rules and how they evolve. 

Since the late 1980s, a growing number of countries have introduced a rules-based framework 

for the conduct of fiscal policy, totalling up to over 100 countries by 2021 and led mostly by 

advanced economies. The adoption of fiscal rules has been often driven by exogenous factors, 

such as financial crises, major shocks or phases of severe economic downturns, leading to abrupt 

rises of public debt and putting macroeconomic stability at risk. Much in the same way, the 

introduction of the supranational framework preparing for the European Economic and Monetary 

Union (EMU) came as an external impulse to adopt fiscal rules. 

Over the last decades, fiscal rules evolved dynamically with regard to type (Box 1) and the number 

of fiscal rules used (Figures 3 and 4). Frequent combinations are a debt rule supported by an 

operational rule such as a budget balance rule or an expenditure rule. The increase in the number 
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of fiscal rules used is also driven by EU countries that adopted national rules along with the 

commonly agreed EU fiscal framework. 

 
 

Figure 3: Number of rules per country Figure 4: Types of fiscal rules 

Sources: IMF Fiscal Rules Dataset: 1985–2021; Davoodi et al. (2022b). 

Notes: According to the definition of the IMF, advanced economies include Andorra, Australia, Austria, Belgium, Canada, Croatia, Cyprus, Czech 
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hong Kong, Iceland, Ireland, Israel, Italy, Japan, Korea, Latvia, Lithuania, 
Luxemburg, Macao, Malta, the Netherlands, New Zealand, Norway, Portugal, Puerto Rico, San Marino, Singapore, Slovak Republic, Slovenia, 
Spain, Sweden, Switzerland, United Kingdom and the United States. 

Box 1: Types of fiscal rules 

According to the IMF, a fiscal rule is a provision (or a set of provisions) that imposes long-lasting 

constraints on fiscal policy. It narrows a government’s discretionary scope in order to prevent short 

term opportunistic action that would impair sound and sustainable fiscal policies. Fiscal rules typically 

set numerical or pre-defined quota targets on budgetary aggregates (“numerical”); they can also be 

extended by obliging governments to follow certain procedures in the budgetary process. Four basic 

types can be distinguished: 

• Debt rules set an explicit ceiling for public debt, typically expressed in per cent of GDP, that serves 

as the objective of achieving convergence to a sustainable debt level. Debt rules are easy to 

communicate, but do not provide short-term guidance and are partially affected by factors beyond 

the control of governments (e.g., interest rates). 

• Budget balance rules constrain the budget aggregate that primarily influences the debt ratio 

and are largely under government control. Such rules provide operational limits and can be 

specified as limits on the overall balance, primary balance, or structural or cyclically adjusted 

balance. Side-rules for cyclical adjustment, however, tend to be difficult to communicate and to 

monitor. 

• Expenditure rules set limits on total or parts of government expenditures. They are relatively 

easy to operate and monitor, typically set in absolute terms or growth rates and refer to a specific 

time horizon. These rules are not linked directly to debt sustainability as they do not consider the 

revenue side. They can provide, however, an operational tool to trigger fiscal consolidation when 

accompanied by debt rules. Unless flanked with rules for cyclical adjustment, expenditure rules 

do not restrict the economic stabilisation function of fiscal policy in times of adverse shocks as 

they do not require adjustments to cyclical or discretionary reductions in tax revenues. 

• Revenue rules set ceilings or floors on revenues and are aimed at boosting revenue collection 

and/ or preventing an excessive tax burden. Most of these rules are not directly linked to public 

debt or spending. Furthermore, setting ceilings or floors on revenues is challenging as revenues 

are highly cyclical. 

Source: Taken from Davoodi et al. (2022a), Annex I. 
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Along with their expansion, the design of fiscal rules experienced a continuous refinement. In 

particular, the design has been progressively enriched to enhance flexibility (including escape 

clauses and cyclical adjustment components) and strengthen enforcement and monitoring of fiscal 

rules. The latter includes strengthening the legal basis and installing independent monitoring by 

IFIs (Figure 5). Eyraud et al. (2018) define such rules as “second-generation” fiscal rules. While 

multiple and refined rules may ensure greater fiscal discipline, they also increase complexity of the 

fiscal framework and thus complicate public communication and fiscal rules compliance. 

Figure 5: Fiscal rules flexibility and enforcement characteristics, 2000–2021 

 

Source: IMF Fiscal Rules Dataset: 1985–2021; Davoodi et al. (2022b).  

Note: Percent of total number of economies with at least one fiscal rule. 

3. Empirical evidence on fiscal rules 

A rich empirical literature investigates the impact of fiscal rules. First, the focus is on surveying 

recent studies that investigate the relationship between fiscal rules and “traditional” fiscal 

performance measures, such as public debt and budget balances. Second, studies on related 

dimensions, including the impact of fiscal rules on budget forecasts and sovereign bond ratings 

are discussed. Third, we review the empirical literature that studies whether fiscal rules undermine 

public investment. Fourth, we survey empirical work that examines the relationship between fiscal 

rules and pro-cyclicality. Fifth, we provide an overview of the emerging literature on the interaction 

of fiscal rules and independent fiscal institutions. Sixth, this section presents emerging evidence 

on fiscal rules and broader political outcomes. The section concludes with a discussion of cross-

sectional issues. Table A1 in the Appendix presents an overview of the empirical studies. 

3.1 Do fiscal rules improve “traditional” fiscal performance measures? 

A first comprehensive study is presented by Debrun et al. (2008). They exploit a sample of 25 EU 

countries for the period 1990–2005 using dynamic panel estimation methods. It is found that 

budget balance and debt rules contribute to limiting the budget deficit. The study acknowledges 

that fiscal outcomes and fiscal rules may be jointly determined by unobserved political factors. 
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However, they argue that the evidence suggests that causality runs from fiscal rules to fiscal 

outcomes, and that rules that take into account the stabilisation function of fiscal policy are 

associated with less pro-cyclical policies. 

For EU countries and the period 1990-2012, Nerlich and Reuter (2013) construct a new set of 

indicators for national fiscal institutions. These national fiscal institutions have been influenced by 

the EU fiscal framework. The authors use dummy variables instead of the composite indices often 

employed in the literature, which better allows to quantify the impact of changes in fiscal 

frameworks. Using a dynamic panel estimation approach, they find that the introduction of fiscal 

rules is related to lower public expenditures as well as to lower revenues. As the impact on reven-

ues is smaller, the primary balance improves. This impact is stronger when fiscal rules are enacted 

in law or constitution and supported by independent fiscal institutions and effective medium-term 

expenditure frameworks. Fiscal rules have the strongest limiting impact on social spending, 

compensation of public employees, general public services and defence expenditures. While 

balanced budget rules affect most expenditure categories, the effect of debt rules is concentrated 

on specific categories. For expenditure rules, no statistically significant relationships are found. 

Based on a panel of 30 OECD countries, Fall et al. (2015) find that fiscal rules are related to 

improved fiscal performance. In particular, a budget balance rule appears to have a positive and 

significant effect on the primary balance and a negative and significant effect on public spending. 

Expenditure rules are associated with lower expenditure volatility and higher public investment 

efficiency. 

Focusing on expenditure rules, Cordes et al. (2015) present an analysis for 29 advanced and 

developing countries for the period 1985–2013. Using a dynamic panel estimation approach, the 

analysis shows that these rules are associated with better spending control, counter-cyclical fiscal 

policy and improved fiscal discipline. The authors also suggest that expenditure rules are 

associated with lower public expenditure volatility and higher public investment efficiency.1 

Based on data from 74 countries from the years between 1985 and 2012, Badinger and Reuter 

(2017) also find that countries with more rigorous fiscal rules show a better budgetary balance, 

lower interest rate spread for bonds and lower GDP volatility. They address issues related to the 

measurement of the stringency of fiscal rules and endogeneity in a novel way: Identification of 

their effects is achieved by exploiting institutional variables (checks and balances, government 

fragmentation, inflation targeting) as determinants of fiscal rules in an instrumental variable 

estimation approach. 

Asatryan et al. (2018) study whether constitutional-level fiscal rules – expected to be more binding 

– impact fiscal outcomes. They exploit historical data for a large set of countries dating back to 

the nineteenth century. In a first step, a synthetic control analysis for nine case study countries is 

presented. For each of these countries, the authors estimate the counterfactual levels of fiscal 

policy variables after introducing or lifting a balanced budget rule; that is, the fiscal outcomes in 

a hypothetical country with or without a corresponding rule.2 In the majority of case studies, the 

synthetic control approach provides evidence that balanced budget rules constrain government 

debt and expenditures, but also highlight country-specific circumstances. For the introduction of 

the debt brake in Switzerland in 2003, the synthetic control analysis suggests that it leads to a 

large reduction of the debt-to-GDP ratio by about 30 percentage points. However, the adoption 

 
1  Albuquerque (2011) studies whether fiscal institutions impact public spending volatility. For 23 EU countries, he 

provides first evidence for a negative impact of the quality of fiscal institutions as approximated by a fiscal delegation 
and a fiscal rule index on discretionary public spending volatility. 

2  The synthetic control method is based on the idea that a weighted average of countries in the control group can 
represent the properties of an affected country better than a single unaffected country alone. The counterfactual 
outcomes are compared to the actual fiscal variables. 
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of the debt brake followed a period of increasing government debt, raising the issue of selection 

bias. Applying a difference-in-differences estimation approach, they find that the introduction of 

a constitutional balance budget rule leads to a lower probability of sovereign debt crisis. For their 

most preferred sample of 132 countries between 1945 and 2015, they find that the debt-to-GDP 

ratio decreases by around 11 percentage points on average with constitutional balance budget 

rules. Most of these consolidations are explained by decreasing expenditures rather than 

increasing tax revenues. No evidence is found for similar effects in the case of balance-budget 

rules included in national legislation. 

Pfeil and Feld (2018) evaluate the Swiss debt brake – being the blueprint for the German debt 

brake and also important when the reinforcement of the EU fiscal framework after the global 

financial crisis was designed. They apply a synthetic control method and study the period 1995– 

2007, referring to 23 OECD countries. The debt brake is found to improve the budget balance by 

about 3.6 percentage points of GDP on average on a post intervention period covering five years. 

Concerning the debt ratio, no clear results emerge due to data restrictions. 

Salvi et al. (2020) extend the analysis by Pfeil and Feld (2018). Based on data for the period of 

1980 to 2010 and also using a synthetic control group method, they find that the debt brake at 

the federal level decreased debt by 19.7 percentage points after seven years – an annual reduction 

of 2.5 percentage points on average – compared to its synthetic counterpart. No evidence is found 

for the decline in the federal debt ratio being due to debt relocation to the subnational level or 

reduction in general investment spending on the federal level. Figure 6 illustrates the development 

of central government debt in Switzerland before and after the introduction of the debt brake in 

2003.3 

Figure 6: Central government debt in Switzerland, 1990–2022 

 

Source: Federal Finance Administration. 

Burret and Feld (2018a) investigate the effects of fiscal rules for the case of Swiss cantons, taking 

explicitly into account the fiscal rules’ coverage.4 First, based on data for 1980–2011, they find 

 
3  Jarck et al. (2022) present a discussion on the Swiss debt brake, including experiences and current challenges. 
4  Given that Switzerland has a long tradition in decentralised fiscal autonomy and fiscal institutions, there is empirical 

research from the subnational level, e.g., Schaltegger (2002), Feld and Kirchgässner (2008), Krogstrup and Wälti 
(2008) for early contributions. Kirchgässner (2013) offers a review on fiscal institutions at the cantonal level. There 
is further evidence on the subnational level, for instance, by Eliason and Lutz (2018) for the United States and 
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that fiscal rules are related to lower public deficits. This relationship is stronger the better the 

analysed budget position matches the variable targeted by the rules. Second, fiscal rules exhibit 

some unintended effects, i.e., an evasion into unconstrained accounts, such as investment 

accounts. Third, cantonal fiscal rules dampen the fiscal deterioration during unexpected deficit 

shocks by more rapid fiscal adjustments. Fourth, political budget cycles depend on the institutional 

context, i.e., the timing of elections (early or late in the year) and tend to be mitigated by fiscal 

rules.5 

Caselli and Reynaud (2020) study the effect of fiscal rules on fiscal balances in a panel of 142 

countries for 1985–2015. Their instrumental variable approach exploits the geographical diffusion 

of fiscal rules across countries. The intuition is that reforms in neighbouring countries affect the 

adoption of domestic reforms through peer pressure and imitational effects. Fiscal rules in neigh- 

bouring countries captures an exogenous source of variation in domestic rules that does not 

directly impact the fiscal balance. They find that fiscal rules are related to lower deficits. This 

relationship disappears when endogeneity is taken into account. However, when considering an 

index of fiscal rules’ design, well-designed rules have a significant positive impact on fiscal 

balances. The IMF fiscal rule index covers several dimensions (see Box 2). Moving from a relatively 

weakly designed fiscal rule to a better designed fiscal rule can increase the fiscal balance by 0.6% 

of GDP. 

 

 
 

 
Grembi et al. (2016) for Italy. Burret and Feld (2014) discuss the early evidence from the Swiss and US subnational 
levels. 

5  There is some work that examines fiscal rules and electoral budget cycles. Ademmer and Dreher (2016) find for EU 
countries that fiscal institutions only help to limit the size of electoral budget cycles in weak media environments. 
Gootjes et al. (2021) exploit a panel of 77 countries and find that fiscal rules dampen electoral budget cycles. 

Box 2: Measuring the strength of fiscal rules 
 

The European Commission (EC) and the International Monetary Fund (IMF) have both build an index 

to operationalise and compare the strength of fiscal rules across countries and over time. They are 

relatively similar in their construction, both including four institutional criteria: (i) statutory or legal 

basis of fiscal rules; (ii) nature of the entity in charge of the monitoring of fiscal rules; (iii) correction 

mechanisms; and (iv) resilience of fiscal rules against shocks. Additionally, the EC includes a measure 

for setting or revising the rules. The EC index applies to EU member states, while the IMF index 

covers a broader range of countries. 

The methodology assigns a strength score for each type of fiscal rule – namely expenditure rule, 

budget balance rule, revenue rule and debt rule based on indicators that affect the criteria above. 

Each indicator is standardised between 0 and 1, with weights assigned on each rule. If a country 

has multiple rules, the total score is a weighted sum of each rule, with declining weights assigned 

to each additional rule. The IMF index does not explicitly weight national and supranational rules 

differently, but rather by the level of government that the rules apply. The central government is 

assigned the highest weight. Moreover, the legal basis of the rules, which reflects the degree of 

supranational bindingness, might also affect the rules’ weights. The EC index gives more weight to 

supranational rules that are part of the EU fiscal framework (including balanced budget and debt 

rules), since they have a higher legal basis than national rules. Despite differences in the underlying 

indices, these two indices are strongly correlated. 

While these indices provide a means to compare the strength of fiscal rules among countries and 

over time, there are also important limitations. In particular, they do not capture all design issues 

and implementation challenges. For instance, they do not distinguish the differences of a sound 

debt anchor and a hard ceiling in the debt rule, or whether escape clauses are well designed. 

Source: Davoodi et al. (2022a), Annex III. 
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Bergman et al. (2016) innovatively contribute to the literature in adding the dimension of 

institutional quality. They assess whether national fiscal rules alone help to promote sustainable 

public finances or whether they must be supported by broader good governance. To this end, 

they use a dynamic panel estimation approach and focus on 27 EU countries for 1990–2012. They 

find that fiscal rules are effective in reducing structural primary deficits at all levels of government 

efficiency. Government efficiency is assessed using the World Bank “efficiency of government 

bureaucracy” index. However, the effect is smaller as government efficiency increases. This finding 

indicates that fiscal rules and broader government efficiency are – above a certain threshold – 

institutional substitutes in terms of promoting fiscal sustainability. The analysis also suggests that 

balanced budget rules are the most effective fiscal rules. Other institutional features that enhance 

the effectiveness of fiscal rules are transparency and commitment to implementation of fiscal 

programmes.6 

Overall, there is evidence finding that fiscal rules improve fiscal performance and reduce public 

spending volatility. Empirical research suggests that balanced budget rules and expenditure rules 

are more effective compared to debt or revenue rules alone. Recent contributions emphasise that 

the effectiveness of fiscal rules depends on their design and the institutional context. 

However, these results have to be interpreted with caution. From a methodological perspective, 

a positive relationship between fiscal rules and fiscal performance may not necessarily imply 

causality. It may simply reflect the fact that governments that are more concerned with sound 

fiscal policies and long-term fiscal sustainability are also likely to introduce and implement fiscal 

rules. Or, it may also reflect that governments are more likely to implement rules when they expect 

them to be achievable, such as when the economy and public finances are already expected to 

naturally recover following a crisis. 

In this context, Heinemann et al. (2018) provide an important first meta-regression analysis on the 

relationship between fiscal rules and fiscal performance. Based on 30 studies published between 

2004 and 2014, their evidence points to a constraining effect of fiscal rules on fiscal aggregates. 

With respect to the effect size, their meta-regression analysis points to a deficit reducing impact 

in the range of 1.2 to 1.5% of GDP if a fiscal rule is in place. However, this result is weakened as 

their study finds a bias if the potential endogeneity of fiscal rules is not explicitly taken into 

account. For instance, the use of instrumental variables or quasi-experimental designs leads to 

markedly lower levels of significance and a less constraining impact of fiscal rules. Furthermore, 

their analysis provides evidence for a publication bias, also reducing the precision of the 

constraining effects of fiscal rules. Therefore, one should interpret the empirical findings on the 

impacts of fiscal rules with caution. Box A1 in the Appendix briefly sheds light on the empirical 

methods to address the issue of endogeneity when analysing the impact of fiscal rules. 

3.2 Do fiscal rules increase the accuracy of budget forecasts? 

Rationale 

Accurate public budgets are an important ingredient to increase the planning security of economic 

agents and to hold political decision makers and the public administration accountable. For 

example, overoptimistic, inaccurate revenue forecasts may distort fiscal policy making and result 

in the underprovision of public goods. Political economy considerations suggest that there are 

incentives for politicians to promise public expenditures that are higher than what will be delivered 

 
6  Gootjes and de Haan (2022a) confirm the role of government efficiency and fiscal rules, but do not find evidence 

of complementarity. 
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to please particular interest groups and, in parallel, to present overly optimistic public revenue 

forecasts to pretend to stick to fiscal discipline. In fact, empirical studies show that budget fore-

casts in many countries tend to be overly optimistic, often because estimates of economic growth 

are over-optimistic (Strauch et al., 2009; Beetsma et al., 2009; Frankel and Schreger, 2013). 

Fiscal rules may create incentives for fiscal discipline. However, they may also create incentives to 

work around constraints by using “creative accounting” and “window-dressing”. von Hagen 

(2010) argues that fiscal rules could create incentives to be overly optimistic in budget projections 

in order to postpone politically sensitive decisions. However, without fiscal rules, finance ministers 

may strategically use over-pessimistic budget forecasts to reign in the spending ministers and the 

parliament. Fiscal rules lower these incentives (see also Luechinger and Schaltegger, 2013). 

Empirical evidence 

A particularly interesting study is presented by Luechinger and Schaltegger (2013). They study the 

differential effects of fiscal rules on projected and realised deficits. In their analysis of Swiss 

cantons over the period 1984–2005, they find that fiscal rules lower the probability of projected 

and realised deficits, with the former effect being twice as large. Since budget projections in Swiss 

cantons tend to be over-pessimistic on average, fiscal rules increase the probability of more 

accurate (less pessimistic) projections. Thus, fiscal rules seem to substitute for finance ministers’ 

over-pessimistic projections intended to reign in other ministers and parliaments with stronger 

incentives to increase public spending. 

Chatagny (2015) explores the relationship between the ideology of the finance minister and tax 

revenue forecast errors, and assesses how fiscal rules impact this relationship. Exploiting Swiss 

cantons over the period 1980–2007, the study uses a panel estimation approach. A rather 

counter-intuitive positive relationship between the ideology and tax revenue forecast errors is 

found in the sense that a more left-wing finance minister produces relatively more conservative 

budget forecasts. Interestingly, the empirical analysis shows a negative effect of the interaction 

between the finance minister’s ideology and fiscal rules, highlighting that more stringent fiscal 

rules tend to reduce the positive effect of the ideology. These results suggest that left-wing finance 

ministers need to curb deficits relatively more in order to signal the same level of competence. 

Picchio and Santolini (2020) study the impact of the domestic stability pact on the accuracy of 

budget forecasts at the local government level in Italy. They exploit a quasi-natural experiment 

set-up, i.e., the removal of the fiscal restraints on budget decisions for municipalities with fewer 

than 5000 inhabitants in 2001 and stricter budgetary restrictions and severe penalties for non-

compliers in 2002. Using a difference-in-discontinuities approach, the authors find that relaxing 

fiscal rules has a sizeable causal impact on budget forecast errors, especially in 2002. For instance, 

revenue (expenditure) forecast errors for municipalities with fewer than 5000 inhabitants are 26% 

(22%) larger than those of municipalities just above the cut-off. 

Mancini and Tommasino (2023) document that Italian public administrations systematically 

overestimate capital expenditures. Exploring unique data including budgetary figures (both 

planned and realised) for all Italian municipalities, the authors exploit a national reform introducing 

a spending limit on realised capital expenditures only for municipalities above a certain population 

threshold (5000 residents). Using a differences-in-discontinuities approach for the reform enacted 

in 2004, they show that municipalities subject to the capital-spending rule significantly reduced 

their over-optimism in expenditure projections: planned capital expenditures decrease more than 

actual ones. As explanation, the authors put forward that the capital-expenditure limit makes 

overly ambitious investment promises less credible and helps to bring spending plans in line with 

reality. Furthermore, they find that capital revenues are also overestimated, and that the forecast 
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accuracy of these projected revenues improves due to the fiscal constraint. This is in line with 

politicaleconomy considerations. In particular, as there is less room to boost public expenditures, 

there are also fewer incentives to engage in window-dressing on the public revenue side. 

Taken together, the emerging evidence finds that fiscal rules contribute to more accurate 

budgetary forecasts and thereby increase the reliability and credibility of fiscal policies. 

3.3 Do fiscal rules affect sovereign bond ratings? 

Rationale 

Higher public deficits and debt deteriorate sovereign bond ratings. For instance, a study by 

Schuknecht et al. (2009) find that central government risk premia respond positively to debt and 

deficits for central governments in Europe and subnational governments in Germany, Spain and 

Canada. If fiscal rules are effective instruments for fiscal discipline and debt sustainability, rational 

investors should assess the sustainability and thus the credibility of a country’s fiscal policy more 

positive if it has a fiscal rule and demand a lower compensation for the default risk of the sovereign 

bond than for a comparable country without any fiscal rules. Investors are also likely to perceive 

the adoption of fiscal rules as a signal of commitment to sounder macroeconomic policies and 

reforms more broadly. This should positively impact sovereign debt rating assessments and reduce 

bond spreads as an indicator of markets and liquidity risk. 

Empirical evidence 

Early evidence is mainly based on survey data from US states. It supports the view that tighter 

fiscal rules lower state bond interest rates (Poterba and Rueben, 1999; Poterba and Rueben, 2001; 

and Lowry and Alt, 2001). 

An interesting contribution by Iara and Wolff (2014) studies the relationship between fiscal rules 

and risk premia for the initial eleven euro-area countries for 1999–2009. The authors use the 

European Commission’s fiscal rule index (see Box 2). Applying a panel estimation approach, they 

do not find a significant effect of fiscal rules on risk spreads, but they do find a statistically 

significant impact if they interact the fiscal rule index with the general risk aversion of the market. 

Thus, fiscal rules appear to have a negative effect on bond spreads in a market environment where 

risk sensitivity is high. 

Afonso and Guimarães (2015) assess whether numerical fiscal rules impact budget balances and 

sovereign yields. For a panel of 27 EU countries between 1990 and 2011, it is found that fiscal 

rules, approximated with the European Commission’s and the IMF’s fiscal rule index, reduce 

budget deficits, while countries with stricter fiscal rules experience lower sovereign bond yields. 

In a follow-up paper, Afonso and Jalles (2019) assess the relationship between fiscal rules on 

sovereign bond spreads in more detail and for 34 advanced countries and 19 emerging market 

economies over the period 1980–2016. Their results show that the impact of fiscal rules on 

sovereign yield spreads is negative and statistically significant, at around 1.2–1.8 percentage 

points, implying lower government borrowing costs. This result stems essentially from the 

advanced economies subsample. Moreover, in times of recession, a fiscal rule is related to reduced 

government bond risk premia. Independent monitoring of compliance with fiscal rules also 

reduces sovereign spreads. 

Thornton and Vasilakis (2017) present broader international evidence for fiscal rules and sovereign 

risk premia. They study a sample of 67 advanced and developing countries for the period 1985– 

2012 and rely on the IMF fiscal institutions dataset. Their results suggest that the adoption of 
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fiscal rules reduces sovereign risk premia by 1.1–1.2% for debt rules and by 1.5–1.8% for budget 

balance rules of the international borrowing spread. They address self-selection of policy adoption 

by applying propensity score matching methods. 

Feld et al. (2017) also relate fiscal frameworks to financial market ratings. They analyse the effects 

of a credible no-bailout policy and sub-national fiscal rules on the risk premia of Swiss subnational 

government bonds in the period 1981–2007. The results suggest that a not fully credible no-

bailout commitment can entail high costs for the potential guarantor. Strong balanced budget 

rules are related to reduced sovereign risk premia. 

Sawadogo (2020) focuses on the role of fiscal rules in terms of improving financial markets access 

for developing countries. Fiscal rules are argued to increase the government’s credibility in 

conducting sound fiscal policies. They apply an entropy balancing method to construct a weighted 

synthetic group of countries to address the self-selection bias into a rules-based fiscal policy.7 The 

adoption of fiscal rules is found to reduce sovereign bond spreads and to increase sovereign debt 

ratings in a sample of 36 countries covering the period 1993–2014. More specifically, fiscal rule 

adoption lowers bond spreads by up to 1.5% while it increases sovereign debt ranking by up to 

one grade. Regarding the types of fiscal rules, balanced budget rules and debt rules significantly 

improve access to financial markets, while expenditures rules appear to improve financial market 

access only in combination with multi-year expenditure ceilings. 

A novel contribution that further differentiates the transmission channels of the impact of fiscal 

rules is presented by Hansen (2020). He argues that while fiscal frameworks are effective at 

improving governments fiscal balances, the financial markets discipline hypothesis is likely not the 

causal mechanism which disciplines governments’ fiscal policies. Instead, he proposes that fiscal 

rules and fiscal transparency promote better budget balances because opponent political actors 

use fiscal frameworks as an instrument to constrain executive policy making. For a sample of 69 

countries for the period 1990–2008, he tests these competing hypotheses of why fiscal frame-

works are effective – financial market discipline versus political competition. He finds that budget 

balances are increased not as a consequence of financial markets’ ratings, but when the level of 

political competition and civil society engagement is sufficiently high. These results are robust to 

accounting for the possible selection bias of who adopts fiscal frameworks in the first place.8 

Overall, fiscal rules improve sovereign bond ratings. In particular, the emerging evidence suggests 

that stricter rules are more effective and that the impact of fiscal rules is particularly relevant under 

uncertain market conditions. 

3.4 Do fiscal rules undermine public investment? 

Rationale 

Investment is a key factor to economic growth; this also includes public investment, as it 

contributes to the expansion of the capital stock as a whole. Although there may be inherent risks 

of crowding-out effects or difficulties in meeting expectations on public investment efficiency, 

public capital, e.g., infrastructure, utilities, R&D or security, not only provides supply where mar-

 
7  Entropy balancing has advantages as it combines matching and regression analysis. Entropy balancing consists of 

two steps. The first step requires computation of weights which are assigned to the control units (e.g., non-fiscal 
rule countries). In the second step, these weights are used in a regression analysis with the treatment variable (e.g., 
fiscal rule countries) as explanatory variable. Afterwards, fiscal rule countries and non-fiscal rule countries are 
balanced based on observable characteristics. Thus, the average difference in outcomes between fiscal rule countries 
and the “closest” non-fiscal rule countries should be explained by the adoption of rules (see Hainmueller, 2012). 

8  In a related paper, Heinemann et al. (2014) find that the impact of fiscal rules on sovereign bonds in euro-area 
countries is less important once historical fiscal preferences for stability are taken into account. 
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kets are likely to fail, but it may also complement private sector investments leading to spillovers 

and inducing multiplier effects. Against this background, the decline of public investment as a 

share of GDP in most of the OECD countries over the last five decades (e.g., Bom and Ligthart, 

2014; Ardanaz et al., 2021) raises concerns. Figure 7 depicts the heterogenous development of 

public investment as a share of GDP over more than 20 years in selected OECD countries. 

There is a debate on whether the adoption of fiscal rules is one of the possible drivers of this 

downtrend. Early studies indicate that inadequately designed fiscal rules may tempt strategic 

behaviour of governments (Dur et al., 1999), in particular, to favour short-term consumption over 

capital expenditure whose benefits materialise only much later (Blanchard and Giavazzi, 2004). 

Current generations may find little incentives to take on the entire tax burden for investments that 

benefit mostly future generations (Bom, 2019). As a result, current public investment is prone to 

fall below optimal levels. Turrini (2004) adds to the discussion arguing that the relationship 

between fiscal rules and public investment is more complex: As fiscal rules may prevent the 

accumulation of debt today, future governments are likely to have more fiscal space for public 

investment. The debate on whether public investment is unduly constrained by fiscal rules and 

should be protected was further spurred, when in the 2010s capital costs sunk to a long-time low 

and, at the same time, the need to address challenges like climate change, population ageing or 

public infrastructure became more salient. A prominent case in point is the recent debate on the 

debt brake and public investment in Germany (e.g., Fuest et al., 2019; Feld et al., 2019; Hüther 

and Südekum, 2020). Ultimately, it is an empirical question whether fiscal rules undermine public 

investment. 

Figure 7: Public investment in selected OECD countries, 1999–2022 

 
 

Source: OECD. 

Empirical evidence 

The presented analyses below follow different empirical approaches and, depending on design 

and institutional context, may refer to different definitions of ‘public investment’. However, most 

commonly ‘public investment’ corresponds to ‘gross fixed capital formation’ or ‘gross capital 

formation’ as defined by the OECD. 

An early study on the relationship between fiscal rules and public investment is presented by Perée 

and Välilä (2005). Based on a discussion on the arguments for and against exempting public 
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capital expenditure from fiscal rules, the analysis assesses the determinants of public investment, 

with a focus on the fiscal rules embodied in the Economic and Monetary Union (EMU). The authors 

estimate panel data and country-specific models for 14 EU countries for the period from 1970 to 

2003. The evidence suggests that statistically significant determinants of public investment include 

aspects like national income and the budgetary situation. The empirical estimates do not suggest 

that there is a significant relationship between the deficit rule applied in the EMU and the decline 

in public investment. Rather, it seems that the downtrend in public investment was related to 

longer-term fiscal consolidation efforts in most countries well before the Maastricht Treaty was 

implemented. 

Based on a panel of 22 OECD countries for 1960 to 2010, Dahan and Strawczinsky (2013) 

examine the influence of fiscal rules on the composition of government expenditure. They focus 

on the potential effects of fiscal rules in undermining social transfer spending. Regarding public 

invest- ment, the authors find that the ratio between public investment spending and government 

consumption does not change in a significant way. The authors conclude that concerns regarding 

fiscal rules hampering public investment cannot be confirmed. 

Afonso and Jalles (2015) investigate which macroeconomic and budgetary components drive both 

private and public investment, employing a panel data analysis based on data for 95 advanced 

and developing countries for the period 1970 to 2008. Among the various estimated correlations 

in search of determinants of capital expenditure, the authors find negative partial correlations for 

the overall EU fiscal rule index and the budget balance rule index for a panel on EU countries 

between 1990 and 2008. This result indicates that strong fiscal rules constrain government 

spending, but they also decrease public investment in EU countries. 

Delgado-Téllez et al. (2021) explore two prominent explanations for the historically low public 

investment in developed countries, i.e., (i) the “social dominance hypothesis”, according to which 

increased social spending is crowding-out public investment, and (ii) fiscal rules force governments 

to reduce public investment. The analysis tests the validity of both explanations using two 

empirical approaches (panel data fixed-effect models; local projections as a more flexible 

alternative to VAR specifications) for a sample of 22 OECD countries comprising data from 1960 

to 2015. The authors find both factors to be statistically significantly associated with the decrease 

in investment. First, social spending contributes to crowding-out of public investments and is 

interpreted as a structural driver. Second, fiscal rules are negatively related to public investment, 

specifically in periods of fiscal consolidation; flexibility clauses of fiscal rules tend to weaken this 

relationship, however. It is worth noting that the analysis speaks also for an additional disciplining 

influence by fiscal rules on the dynamics of social spending, which in return can reduce the 

crowding-out effects on investment. 

Ardanaz et al. (2021) also explain the shrinking public investement with both the policy-makers’ 

preference to cut public investments rather than current expenditure in order to comply with fiscal 

rules and the structural crowding-out due to growing welfare spending. They focus on the design 

of fiscal rules regarding flexibility as a determinant of public investment during fiscal consolidation. 

Based on a data set of 75 advanced and emerging economies for the period 1990–2018, the 

authors compare public investment under ‘rigid’ fiscal rules with ‘flexible’ ones (e.g., endowed 

with escape clauses to accommodate exogenous shocks, cyclically adjusted fiscal targets, different 

treatment for current spending vs. investment). Applying a panel fixed effects model, they find 

that in countries with either no or with a rigid fiscal rule, public investment is significantly reduced 

in episodes of fiscal adjustment. More precisely, a fiscal consolidation of at least 2 percent of GDP 

is associated with an average 10 percent reduction in public investment. This result also points to 

the pro-cyclical bias of rigid fiscal rules. However, this negative effect on public investment 
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vanishes in countries with flexible rules, protecting public investment. The authors conclude that 

well-designed fiscal rules, including provisions for flexibility, are essential for growth-friendly fiscal 

policies. 

Wijsman and Crombez (2021) also study the relationship between fiscal rules and public 

investment. For 28 EU countries between 1997 and 2016, they focus on the impact of national 

fiscal rules, as approximated by the European Commission’s fiscal rules strength index (see Box 2). 

Using dynamic panel regressions and controlling for a rich set of economic and political 

determinants, they find evidence that fiscal rules decrease public investment. More specifically, a 

rise in the FRSI from the 25th to the 75th percentile entails a decrease of public investment by 

0.16 per cent of GDP. In conclusion, the authors point to the discussion of a ‘golden rule’ as a 

possible measure to protect public investment. 

In her comprehensive study, Vinturis (2022) investigates how the adoption of fiscal rules shapes 

governments’ spending, including both public consumption and public investment. Based on a 

large panel of 185 countries over the period of 1985–2015 and applying entropy balancing to 

particularly address endogeneity and reverse causality, the adoption of fiscal rules is found to 

significantly reduce total public spending relative to comparable countries (being the control 

group) that did not adopt fiscal rules. However, while public consumption decreases under fiscal 

rules, public investment is not significantly affected. More specifically, with regard to the type of 

fiscal rule, debt rules and balanced budget rules, contrary to expenditure rules, significantly 

increase the ratio between public investment and public consumption. Summarising the 

multifaceted results, the author concludes that the adjustment of total public spending following 

the adoption of fiscal rules is not found to be echoed by a significant change in public investment. 

A broadly similar picture is presented by Feld et al. (2021) for subnational jurisdictions in 

Switzerland between 2009 and 2018. Based on two panel datasets (cantons and larger 

municipalities) the study explores two issues: (i) the relationship between a cut in the key interest 

rate and the development of capital expenditure (using linear regression), and (ii) the influence of 

fiscal rules on public investment spending in a phase of low interest rates. Using a difference-in-

differences design, a significantly negative correlation between capital cost and investment, 

specifically for public education and construction spending is found. However, there is no 

indication that fiscal rules would constrain cantonal investments in response to the cut in interest 

rates. Indeed, the evidence suggests that cantons with stricter fiscal rules even tend to expand 

their investment more than others. While no explicit explanation is given for this finding, it might 

be argued that strict fiscal rules provide more discipline in current consumption allowing more 

leeway for investments and overall capital costs are more favourable for jurisdictions with a stricter 

fiscal framework. 

The recent study by Jürgens (2022) focuses on the impacts that fiscal rules have on the cyclicality 

of fiscal policies and on the influence that fiscal rules’ flexibility features have on public investment. 

Analysing panel data for 23 EU countries over the period from 1985 to 2019, she finds that (i) 

public investment in the EU is pro-cyclical, especially in the downturn phase of a business cycle, 

and that (ii) ‘rigid’ fiscal rules without flexibility features seem to constrain public investment, 

specifically in economic downturns. Hence, her key policy conclusion is that fiscal rules should be 

endowed with adequate flexibility to reduce pro-cyclical effects and to safeguard growth-

enhancing public investment. 

Taken together, the empirical studies indicate that public investment is likely to be constrained in 

episodes of fiscal adjustment. As to the impact of fiscal rules, a mixed picture emerges. A majority 

of the reviewed studies suggests that rigid fiscal rules tend to undermine public investment, while 

well-designed fiscal rules with in-built flexibility do not undermine public investment. However, 
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the flexibility provisions of fiscal rules should be carefully chosen in order to avoid diluting the 

fiscal rule with excessive discretion. The emerging picture is broadly in line with a recent review 

by Blesse et al. (2023) on the emerging empirical evidence regarding fiscal rules and public 

investment. The review by Blesse et al. (2023) covers studies on the national and subnational level, 

the latter evidence stemming primarily from Italy. 

3.5 Do fiscal rules reduce pro-cyclicality? 

Rationale 

A primary objective of economic policy is to smooth out business cycle volatility, as larger variability 

in GDP growth comes at a high economic and social cost and ultimately weakens long-term 

economic growth. In the last decades of the 20th century, a majority of economists were 

convinced that primarily monetary policy, supported by automatic stabilisers (e.g., unemployment 

benefits), is sufficient to stabilise the economy in downturns. However, the experience of the great 

recession and the pandemic showed that there is a role for discretionary fiscal policy, especially 

with interest rates close to zero. 

In practice, however, the debate on the impact of fiscal policy on economic cycles is ambiguous. 

Pro-cyclical effects, i.e., expansionary policies in good times and restrictive policies in bad times, 

are likely as governments’ action is subject to substantial uncertainty and governments may suffer 

from the deficit bias. Looking at the literature, some empirical evidence tends to confirm pro-

cyclicality (for a brief discussion, see e.g., de Haan et al., 2023), while other empirical studies 

present evidence for the counter-cyclicality of fiscal policy (for a brief discussion see, e.g., Combes 

et al., 2017). 

Fiscal rules have been often blamed to force governments into pro-cyclical consolidation policies 

during downturns. Taking a closer look, however, fiscal rules are, on the one hand, expected to 

limit discretionary fiscal policy and thus reduce macroeconomic volatility and pro-cyclicality. On 

the other hand, fiscal rules may also limit the scope to carry out counter-cyclical fiscal policy and, 

consequently, aggravate output volatility and pro-cyclicality. 

Assessing cyclicality and identifying the impact of fiscal rules is challenging, e.g., choosing the 

dependent and independent variables (say, the primary balance and the output gap), the use of 

real-time versus ex-post data, or the question of how to properly take into account explanatory 

factors, including fiscal rules (Golinelli and Momigliano, 2009). Apart from these technical issues, 

the level of institutional quality is likely to play a key role in a country’s capacity to implement 

sound fiscal policies in the first place (Calderón et al., 2016). 

Empirical evidence 

Early studies on EU fiscal rules did not find evidence for a pro-cyclical impact of fiscal rules during 

downturns, acknowledging though that there had not been many recessions during the sample 

period. Galí and Perotti (2003) find that after the signing of the Maastricht Treaty in 1992 fiscal 

policy in EU countries stopped being pro-cyclical. Manasse (2006) finds that fiscal rules reduce the 

degree of pro-cyclicality of fiscal policy. Debrun et al. (2008) associate budget balance rules and 

debt rules with higher pro-cyclicality, unless their design allows for correction for the economic 

cycle, while expenditure and revenue rules are rather found to go in the opposite direction. 

Most recent studies on advanced economies suggest that well-designed fiscal rules can reduce 

pro-cyclicality of fiscal policies. Holm-Hadulla et al. (2012) present evidence that expenditure rules 

reduce the pro-cyclical reaction of public spending to unexpected changes in the output gap. 
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Bénétrix and Lane (2013) find support for the Maastricht Treaty being associated with more 

counter-cyclical policies. 

Sacchi and Salotti (2015) aim at understanding whether fiscal rules impact governments’ ability 

to stabilise the economy via discretionary fiscal policy making. For 21 OECD countries between 

1985–2012, they use fixed effects and System-GMM estimators and find that the use of 

discretionary fiscal policy, particularly of government consumption, is related to higher output 

volatility. The authors find that once national fiscal rules are introduced, discretionary policy tends 

to become more output-stabilising. More precisely, output stability tends to increase with 

(stringent) fiscal rules. This result is found to be more relevant for balanced budgets rules rather 

than for revenue, expenditure or debt rules. 

Nerlich and Reuter (2015) analyse the impact of fiscal rules on the so-called fiscal space, i.e. the 

room to manoeuvre for discretionary fiscal policy,9 and how the interaction of fiscal rules and 

fiscal space determines the cyclicality of fiscal policy. Based on data for EU-27 between 1990 and 

2014, they find that fiscal rules are strongly correlated with larger fiscal space, i.e., fiscal rules help 

to increase the room to manoeuvre for fiscal policy. In turn, the very same fiscal rules constrain 

excessive discretionary spending. Furthermore, they confirm that fiscal rules thus tend to curb pro-

cyclicality from discretionary fiscal policy in an environment with fiscal space. The effect seems to 

be particularly strong for expenditure rules, less so for balanced budget rules and null for debt 

rules. 

Combes et al. (2017) study how fiscal policy reacts to the business cycle, exploring a panel of 56 

advanced, emerging and developing countries over the period 1990–2011. Overall, their results 

support the view that fiscal policy can be counter-cyclical, conditional however on the level of 

debt: The findings suggest that fiscal policy turns from counter-cyclical to pro-cyclical for higher 

public debt-to-GDP ratios (and vice versa), largely corresponding to the argument of ‘fiscal space’ 

by Nerlich and Reuter. Combes et al. (2017) show that the use of fiscal rules, although complex 

in a high debt environment, can support stabilisation in recessions and even help to restore 

counter-cyclical fiscal policy if appropriately designed. While expenditure or debt rules have no 

significant effect and escape clauses may even be harmful to stabilisation in a high debt context, 

deficit rules or a ‘golden rule’ for public investment seem to be more effective. 

In the same vein, Guerguil et al. (2017) find that the design of fiscal rules is essential for their 

impact on pro-cyclicality. Based on a broad panel of 167 advanced and developing economies for 

the period 1990–2012, the study uses propensity scores-matching techniques to address endo-

geneity issues. The authors find that investment-friendly rules reduce the pro-cyclicality of overall 

government spending and investment spending. The effect appears stronger in bad times and 

when the rule is enacted at the national level. Escape clauses are found not to affect the cyclical 

stance of public spending. The results are mixed for expenditure rules and cyclically-adjusted 

budget balance rules which are associated with counter-cyclical movements in overall public 

spending, but with pro-cyclical changes in investment spending. It is highlighted that structural 

factors like the country’s development, past debt, government stability and legal enforcement or 

monitoring arrangements of fiscal rules influence the impact of fiscal rules on cyclicality. 

Manescu and Bova (2020) examine the design, the effectiveness and the extent to which 

expenditure rules have been complied with in EU countries. Based on the European Commission’s 

fiscal governance database, their estimates over the 1999–2016 period confirm that the 

magnitude of the pro-cyclical bias in fiscal policy is lower with expenditure rules. Moreover, the 

 
9  Fiscal space is defined as the difference between the current debt level and the ‘debt limit’, the point beyond which 

debt becomes unsustainable and extraordinary efforts must be taken to prevent a country’s default (Ghosh et al., 
2013). 
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better the expenditure rule design in terms of legal base, independent monitoring, and 

consequences for non-compliance or coverage, the stronger the mitigating effect. 

Larch et al. (2021) exploit a sample close to 40 EU and non-EU countries, using data up to 2017, 

with observations starting in the 1960s. They provide evidence that the volatility of output gap 

estimates is not a strong explanation for pro-cyclical fiscal policies. With the exception of large 

shocks, discretionary fiscal policies remain ill-timed from a macroeconomic stabilisation perspec-

tive. They also show that non-compliance with fiscal rules and the accumulation of government 

debt exacerbate pro-cyclical fiscal policy. In other words, increasing compliance with fiscal rules 

that involves limiting the increase in government debt or keeping a steady course of fiscal policy 

fosters counter-cyclical fiscal policies. 

Still in this line of reasoning, yet with a slightly different focus, is the study by Reuter et al. (2022). 

They examine the effect of different types of fiscal rules on discretionary fiscal policy and thus on 

macroeconomic stability, employing a two-stage least square procedure. The empirical analysis 

for the EU-28 countries over the period of 1996–2015 shows that strong fiscal rules limit fiscal 

volatility, which, in turn, contributes to reduce output volatility. The effect can be observed for 

budget balance rules that set limits in cyclically adjusted terms and expenditure rules that restrict 

expenditure growth relative to potential GDP. These findings even hold in cases where fiscal rules 

are not always complied with, suggesting that rules may act as a benchmark. Eventually, the 

authors confirm the findings of the earlier studies by Fatás and Mihov (2006) who show that fiscal 

rules in US states, by constraining fiscal policy, reduce policy volatility and thus the fiscal source of 

business cycle volatility. Likewise, they sustain the results by Badinger and Reuter (2017) who 

highlight that strong legislative support or stringent enforcement procedures of fiscal rules matter. 

Bergman and Hutchison (2015) extend previous work on fiscal rules and pro-cyclicality. They relate 

fiscal rules to the broader concept of government effectiveness and the idea that fiscal rules are 

more likely to work if applied within an effective institutional framework. More specifically, they 

look at fiscal rules with the prior that their effectiveness in mitigating pro-cyclical fiscal policy 

depends on the overall efficiency of government. They build an index to measure the strength of 

fiscal rules and interact it with the World Bank’s efficiency of government bureaucracy index for 

a sample of 81 advanced, emerging and developing countries over the period between 1985 and 

2012. Their empirical results suggest that, while government efficiency alone is not sufficient to 

reduce pro-cyclicality, the combination of fiscal rules and sufficiently high government efficiency 

provides an environment that fosters counter-cyclical policies. At the same time, they provide 

evidence indicating that fiscal rules are not effective when overall government efficiency is low. 

Some of the recent studies conclude, however, that fiscal rules do not reduce pro-cyclicality or are 

not important for cyclicality. These studies mostly focus on emerging and developing economies 

and do not necessarily have fiscal rules as their primary topic. For instance, Furceri and Jalles (2018) 

find, based on a panel of 61 advanced and emerging economies over 1980–2014, that counter- 

cyclical fiscal policy is positively associated with the level of economic development, trade 

openness and government size, while fiscal rules play no significant role. Bova et al. (2018) focus 

on natural- resource-rich countries whose economies are specifically exposed to commodity price 

volatility (dataset of 48 non-renewable commodities exporting countries for 1970–2014). They 

find that fiscal policy tends to have a persistent pro-cyclical bias, while the adoption of fiscal rules 

does not reduce this bias. Instead, the quality of political institutions matters. In a study, based on 

a sample of 60 countries for 1980–2014, Jalles (2018) finds that counter-cyclical fiscal policy is 

larger in advanced economies and increasing over time, while fiscal rules, in particular debt rules, 

tend to reduce the degree of counter-cyclicality in fiscal policy. 
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Closely related to the macroeconomic effects of fiscal rules is the question of how they affect 

fiscal adjustments. There is a large literature on the determinants of fiscal adjustments and their 

success, including economic conditions as well as political influences. As to the role of fiscal rules, 

empirical analyses emerge. 

Chrysanthakopoulos and Tagkalakis (2023) study the impact that the design of fiscal institutions 

has on fiscal adjustments. They exploit a panel of 40 advanced economies over the period 1990– 

2020 and investigate the effect of various characteristics of fiscal institutions on i) the probability 

of starting a fiscal adjustment and ii) on the probability that the fiscal adjustment will be successful. 

Well-designed fiscal rules which incorporate both strict and flexible features increase both the 

probability to initiate and to successfully conclude a fiscal adjustment. In more detail, a cyclically- 

adjusted budget balance target, a well specified escape clause, strict enforcement, a strong legal 

base and multi-annual spending limits are key design element as they are positively related to the 

successful conclusion of an adjustment programme. Design elements indicating stricter fiscal rules 

lead to a more pronounced increase in the probability of success vis-à-vis fiscal rule design 

elements that provide flexibility, e.g., by taking into account cyclical economic conditions and by 

excluding public investment or other priority items. 

Gootjes and de Haan (2022b) extend the literature by investigating whether fiscal rules in 

combination with fiscal transparency (i) reduce the cyclically adjusted primary budget balance, (ii) 

make a fiscal adjustment more likely, and (iii) increase the probability of a successful fiscal 

adjustment, i.e., lead to a reduction of public debt. They analyse a panel of 73 countries over the 

2003–2013 period. Based on a dynamic panel estimation, it is found that fiscal rules improve the 

budget balance only when the level of fiscal transparency is above a minimum threshold. As to 

fiscal adjustments, they follow the method by Wiese et al. (2018) to identify fiscal adjustments 

and their success, taking the volatility of fiscal policy into account, in contrast to one-size-fits-all 

measures. Their results suggest that fiscal rules make the occurrence and success of fiscal 

adjustments more likely but, again, only when the level of fiscal transparency is sufficiently high. 

The multifaceted empirical evidence suggests that fiscal rules can play a role in strengthening 

counter-cyclical fiscal policy and thus can foster macroeconomic stability. However, design 

features as well as economic and institutional context, including government efficiency or fiscal 

transparency, appear to be crucial for the effectiveness of fiscal rules. In particular, design 

elements like the type of rule, its legal base, independent monitoring and investment-friendliness 

matter for supporting counter-cyclical policies. A similar picture emerges when focusing on the 

impact of fiscal rules on fiscal adjustments. 

3.6 Independent fiscal institutions: Do they complement fiscal rules? 

Rationale 

Independent fiscal institutions (IFIs) form another element of fiscal frameworks and are set up to 

improve the transparency and oversight of fiscal policy. IFIs or their predecessor institutions with 

certain IFI mandates have existed for a long time in some countries (e.g., Denmark, Netherlands, 

United States). Recently, the establishment of IFIs has multiplied – often as part of the reinforce-

ment of the EU Fiscal Framework (Figure 8). The remit of these institutions varies across countries 

and often includes the assessments of budgetary plans, long-term sustainability and the evaluation 

or provision of macroeconomic and budgetary forecasts (Debrun et al., 2009; Hagemann, 2011; 

Kopits, 2011; von Trapp et al., 2016). IFIs also have played a role in evaluating public support 

packages during COVID-19 (OECD, 2020). 
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IFIs can influence fiscal policy outcomes via two channels. The first is directly through their 

contributions to the budget process and the implementation of fiscal policy, whereas the second 

is an indirect consequence of their ability to inform the public about fiscal policy in a non-partisan 

manner (Debrun et al., 2013). This ability of IFIs to reduce informational asymmetries between 

voters and decision-makers has been studied theoretically (Calmfors and Wren-Lewis, 2011; 

Kopits, 2011; Calmfors, 2015; Beetsma and Debrun, 2016). These authors support the view that 

IFIs can reduce informational asymmetries by providing better information, more accurate 

forecasts, or simply by encouraging fiscal discipline of politicians via raising reputational costs of 

undesirable fiscal policies. For example, Kopits (2011) emphasises four design pillars to ensure the 

impact of IFIs: (i) political ownership of the mandate and modus operandi; (ii) guarantees of 

operational independence; (iii) adequate staffing; and (iv) a remit focused on a non-partisan 

assessment of fiscal policy, the analysis of fiscal sustainability and the promotion of fiscal 

transparency. 

Figure 8: Fiscal councils, 1990–2021 

 

Source: IMF Fiscal Council dataset; Davoodi et al. (2022c). 

Closely related to the preceding sections, the relationship between IFIs and fiscal rules is a key 

question. Should IFIs be seen as substitutes for fiscal rules, allowing policy to be more 

discretionary, or should they complement fiscal rules by monitoring them and by assessing 

conditions to activate escape clauses? This complementarity between fiscal rules and IFIs is even 

more important to help in the implementation of complex rules, for instance, in the case of the 

EU fiscal framework (Beetsma and Debrun, 2018). The emerging evidence points to the 

complementary view, i.e., IFIs complement the discipline-reinforcing role of fiscal rules.10 

Empirical evidence 

The paper by Debrun and Kumar (2008) is one of the first empirical analyses on the topic. Using 

data compiled by the European Commission on IFIs at the national level, the authors construct 

 
10  The delegation of fiscal instruments to IFIs is an issue prominently addressed in the literature. Several authors (Wren-

Lewis, 1996; Gruen, 2001; Calmfors, 2003; Wyplosz, 2005; Larch and Brändle, 2018) have suggested the delegation 
of selected macro dimensions of fiscal policy to an independent fiscal institution similar to the delegation of 
monetary policy decisions to independent central banks. However, there is a consensus that IFIs should have a purely 
advisory function as fiscal policy-making involves democratic decision-making with important (re-)distributional 
consequences. 
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indexes to characterise the legal setup, mandate, independence, and potential influence of IFIs on 

fiscal discipline, and explored the relationship between IFIs and fiscal rules. The results obtained 

from an EU sample over the 1990–2004 period lead the authors to conclude that fiscal rules are 

associated with better fiscal performance and that IFIs can influence fiscal outcomes by reinforcing 

compliance with fiscal rules. In particular, their results indicate that IFIs, particularly those with 

guarantees of independence, are associated with improved budget balances. While the empirical 

analysis is rigorous, the authors discuss the limitations of their approach such as reverse causality 

and the omitted variable bias. In particular, there is a possibility that omitted variables may exert 

a joint influence on fiscal outcomes and fiscal institutions. 

Nerlich and Reuter (2013) build a novel dataset of fiscal frameworks (numerical fiscal rules, IFIs, 

and medium-term budgetary frameworks), covering 27 EU countries from 1990 to 2012. Based 

on a dynamic panel estimation, the results highlight the role of fiscal rules in improving the primary 

balance. They find that the positive effect on the primary balance can be further strengthened 

when fiscal rules are enacted in law or constitution and supported by independent fiscal councils 

and an effective medium-term budgeting framework. 

Fall et al. (2015) study the design of debt targets. To this end, they also study the complementary 

role of fiscal rules and IFIs regarding fiscal performance. Based on a dataset of 30 OECD countries 

and a period of 20 years, their estimations find a disciplining effect of fiscal rules. Their estimations 

show that it is difficult to capture the effectiveness of IFIs. The impact of IFIs on the primary balance 

is not statistically significant in most of the specifications. However, IFIs limit spending when 

interacted with a budget balance rule. 

The empirical analysis by Debrun and Kinda (2017) comprises data covering 58 advanced and 

emerging countries over the 1990–2011 period. In line with previous studies, they confirm that 

countries with strong fiscal rules tend to exhibit a better fiscal performance. Based on detailed 

information on the mandate, tasks, and institutional features of around 30 IFIs, the results suggest 

that the mere existence of IFIs does not grant better fiscal performance, but a positive association 

exists when certain characteristics of IFIs are present (namely independence, fiscal rule monitoring, 

forecasts production/assessment and media impact). They conclude that IFIs can enhance the 

effectiveness of fiscal rules. They also acknowledge the possibility of reversed causality in the sense 

that countries which are more concerned about fiscal discipline may have better fiscal rules and a 

fiscal council. 

Beetsma et al. (2019) extend the work by Debrun and Kinda (2017). They aim at identifying the 

impact of IFIs on the quality of budget forecasts and the compliance with fiscal rules, the two 

most common remits among fiscal councils. Their focus is on the more homogeneous IFIs within 

the EU. The paper uses the 2016 IMF Fiscal Council Dataset and applies a panel fixed-effect 

approach that tries to address concerns about self-selection. Although causality remains an issue, 

their empirical analysis provides evidence suggesting that the presence of an IFI is associated with 

more accurate and less optimistic budget forecasts as well as with greater compliance with fiscal 

rules. 

Whether an IFI discourages governments from presenting overly optimistic macroeconomic and 

budget forecasts to ensure ex-ante compliance with fiscal rules and to justify ex post deviations 

with “unexpected” revenue shortfalls has also been addressed by earlier studies. Jonung and 

Larch (2006) show that forecast bias in the EU may be politically motivated and that forecasts by 

an independent authority, such as an independent fiscal council, would be preferable to forecasts 

provided by the Ministry of Finance. Frankel and Schreger (2013) find that official budget forecasts 

are over-optimistic, particularly in euro-area countries. They find that IFIs producing budget 

forecasts reduce the over-optimistic bias when countries do not comply with the 3% cap on 
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budget deficits. In a same vein, Gilbert and de Jong (2017) present suggestive evidence that 

independent fiscal councils might help to reduce the optimism bias in budget forecasts caused by 

the 3% threshold of the Stability and Growth Pact (SGP) on the deficit ratios. 

Martins and Correia (2020) analyse 28 EU countries for the period 1999–2016 using a dynamic 

panel estimation approach. They employ three definitions of IFIs from the European Commission, 

the IMF, and a narrower definition adapted from Calmfors and Wren-Lewis (2011). Their results 

suggest that IFIs (independent of the underlying definition) improve fiscal policy making, e.g., 

fiscal policy being less pro-cyclical. They also investigate the complementarity between IFIs and 

other elements of fiscal frameworks. They find that fiscal rules are more important in improving 

the fiscal balance in countries with narrowly defined IFIs, while Medium Term Expenditure Frame-

works (MTEFs) appear to be more relevant in countries without IFIs. They conclude that there is a 

complementary relationship between IFIs and the SGP deficit rule. While their empirical approach 

appears interesting, the issue of clustering of institutional features arises, i.e., countries tend to 

cluster to a set of institutional features that reinforce each other, making causal inference difficult. 

Capraru et al. (2022) also study IFIs in the EU. Using a dynamic panel model approach, they find 

that IFIs contribute to improve the budget balance and to enhance fiscal rule compliance. IFIs 

appear to have these beneficial impacts primarily in countries with poorly designed fiscal 

responsibility norms. Their results also suggest that IFIs play a larger role in countries where these 

institutions have been established already for some time alluding to the role of experience and 

reputation. 

Finally, Chrysanthakopoulos and Tagkalakis (2022) extend the empirical literature by investigating 

the role that IFIs play for reducing pro-cyclicality. Based on a panel of 35 advanced economies 

over the period 1990–2020, they study the relationship between the design elements of fiscal 

councils and fiscal policy. Using dynamic panel estimations, they find that fiscal councils with 

enhanced remit, strong independence and accountability, and sufficient resources can mitigate 

pro-cyclicality. A series of robustness checks suggests that the ability of fiscal councils to mitigate 

pro-cyclicality is particularly relevant in the EU and euro area countries, in countries with weak 

governance and especially after the global financial crisis.11 

Overall, empirical studies suggest that well-designed IFIs can complement fiscal rules and appear 

to promote sound fiscal policies. In particular, countries where IFIs tasked with assessing budget 

forecasts and monitoring fiscal rules are successful in delivering more accurate forecasts and better 

fiscal rule compliance. Design features such as appropriate resources, independence from politics, 

guaranteed and timely access to information and media visibility seem to contribute to the 

effectiveness of IFIs. In practice, however, many IFIs report problems with timely access to fiscal 

data and severe resource constraints undermining their mandate (OECD, 2020). While the 

emerging empirical studies have contributed to a better understanding of IFIs, the evidence on 

the effect of IFIs on fiscal performance is fairly limited. The limited temporal experience of IFIs 

makes it difficult to empirically assess their impact and provide robust evidence. Besides these data 

limitations, methodological challenges concerning measurement of effectiveness and the issues 

of reverse causality and institutional clustering remain. Put differently, the empirical results should 

be interpreted as robust conditional correlations rather than as causal relationships. Again, 

countries which are more concerned about fiscal discipline are also more likely to establish an IFI. 
 

 
11 Chrysanthakopoulos and Tagkalakis (2023) also find that fiscal councils with enhanced powers, including enhanced 

remit, independence and accountability and enhanced tasks and instruments, increase the probability to initiate a 
fiscal adjustment. 
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3.7 Fiscal rules, inequality and further political outcomes 

Research into the effects of fiscal rules has primarily focused on their fiscal impact. Possible 

unwanted side effects of fiscal rules are largely unexplored. For instance, governments attempting 

to abide by a fiscal rule might curb social expenditure. The paper by Nerlich and Reuter (2013) 

reports that fiscal rules have a negative impact on expenditures on social protection in the EU. In 

the same vein, Dahan and Strawczynski (2013) found negative effects of fiscal rules on the ratio 

of social transfers to government consumption in OECD countries. This, in turn, could increase 

income inequality and imply social costs. If fiscal rules crowd out social expenditures, it is crucial 

to ask whether they cause increasing inequality. 

Hartwig and Sturm (2019) innovatively test this hypothesis with data from the Standardised World 

Income Inequality Database (SWIID) and a set of fiscal rules dummy variables for EU countries. The 

SWIID database contains information on market Gini coefficients (which measure inequality in a 

country before redistribution through taxes and transfers), net Gini coefficients (which measure 

inequality after redistribution, i.e., using disposable income measures) as well as ‘redistribution’ 

defined as the difference between market and net Gini coefficients. In the empirical analysis for 

24 EU countries for the period 1975–2012, they find that after “hard” fiscal rules have been in 

place for several years (i.e., expenditure or balanced budget rules that include sanctions and/or 

automatic correction mechanisms), redistribution declines, leading to an increase in inequality 

based on disposable income measures. 

Combes et al. (2019) emphasise several transmission channels from fiscal rules to income 

inequality. First, by impacting the budget balance, second, through fiscal consolidation 

programmes, and third, by affecting pro-cyclicality and government borrowing. They study the 

impact of fiscal rules on inequality for developing countries. Analysing a panel of 84 developing 

countries for the period 1990–2015, propensity score matching estimations reveal that countries 

that adopted fiscal rules experience a decrease in their income inequality. The effect is robust to 

a wide set of alternative measurement and specifications. Interestingly, this result contrasts with 

the findings of Hartwig and Sturm (2019). One possible explanation can be seen in the different 

country samples under study, in particular their different state of economic and institutional 

development. 

Fiscal rules are often considered a tool to depoliticise fiscal policy and perhaps the political system 

more broadly by forcing political parties to adopt increasingly similar fiscal policy positions. 

However, it could be that exactly because fiscal rules are thought to constrain fiscal policy, and 

therefore potentially constrain redistribution, they should themselves be contested and lead to 

conflict about the prioritisation of scarce public resources. This conflict follows the traditional 

political left-right scale. Aaskoven (2020) explores whether fiscal rules cause political parties to 

adopt more similar ideological positions. Using party manifestos data from 185 elections in 32 

OECD countries for 1985-2012, he finds little evidence that fiscal rules reduce the level of political 

polarisation between parties. At the same time, fiscal rules do neither seem to fuel political conflict 

nor increase political polarisation. 

Gamalerio and Trombetta (2023) go one step further and relate fiscal rules to the quality of 

politicians. They highlight the basic trade-off that introducing fiscal rules as a commitment device 

to fiscal discipline also implies reducing flexibility and thus discretionary policy making. This may 

alleviate public spending directed to particular interest groups, but it may also affect the 

composition of the pool of politicians as the value of holding political office under fiscal rules with 

restricted policy choices is lower. Using data on Italian municipalities from 1993 to 2012, they 

employ a difference-in-discontinuity design to study the removal of fiscal rules for municipalities 

below 5000 inhabitants in 2001. They take educational attainment as a proxy for competence. 
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They provide evidence for a negative effect of fiscal rules on mayoral candidates’ education. More 

concretely, fiscal rules induce a 10-percentage point reduction in the share of mayoral candidates 

with a university degree. Furthermore, they find that fiscal rules bring about a similar reduction in 

the probability of electing a mayor with a post-secondary education. 

Taken together, the initial studies on the relationship between fiscal rules, inequality and further 

political outcomes enrich the discussion towards a broader assessment of fiscal rules. These 

emerging lines of research are still evolving and further evidence is needed. 

3.8 Further considerations 

We discuss issues that came up at several instances, including the importance of political 

commitment, the issue of fiscal rule compliance, vertical effects and the role of transparency. 

Political commitment to fiscal rules 

The relationship between fiscal frameworks and policy outcomes is complex and the strength of 

institutions is only one of many factors that impact on outcomes in shaping policies (IMF, 2014). 

In terms of fiscal rules, the empirical literature suggests that they work as a commitment device. 

However, the debate continues about which types of rules are most effective and in which 

institutional environment. A promising analysis in this direction is presented by Asatryan et al. 

(2018) emphasising the importance of anchoring fiscal rules at the constitutional level as the most 

binding commitment device. This points again to the argument that fiscal rules may only be 

effective when they come with strong political commitment, ownership or a strong institutional 

context that support sound fiscal policy making (Wyplosz, 2012). An example for strong political 

commitment and broad political acceptance is the experience in Switzerland where citizens voted 

with a vast majority in favour of adopting a debt brake within a system of fiscal federalism 

providing institutional checks to promote sound fiscal policies (for an overview, see Baur et al., 

2013; Salvi et al., 2020). 

Compliance with fiscal rules 

Political commitment to and ownership of fiscal rules matters for their enforceability. A case in 

point is the experience from the EU fiscal framework, where political commitment and ownership 

are considered relatively weak. Research has started to investigate (non-)compliance with fiscal 

rules, i.e., how closely the fiscal aggregates considered match the targets defined by the fiscal 

rule. For instance, Reuter (2015) finds for eleven EU countries between 1992 and 2014 that only 

in half of the sample period countries actually complied with fiscal rules. He suggests that fiscal 

rules represent a sort of point of reference for sound fiscal policy, rather than effective and 

accurate constraints. Interestingly, the convergence towards numerical fiscal rules takes place 

from above and from below the defined fiscal constraint. Extending this work, Reuter (2019) 

innovatively studies the determinants of fiscal rule (non-)compliance at the national level for the 

member states of the EU-28 and the period 1995–2015. The empirical analysis suggests that, for 

instance, independent monitoring and enforcement bodies enshrined in the fiscal framework (like 

IFIs or courts) are associated with a higher probability of rule compliance. Delgado-Téllez et al. 

(2017) and Reuter (2019) also show that non-compliance with fiscal rules is related to more 

fragmented governments and is more likely in election years. Based on the fiscal rule compliance 

tracker issued by the Secretariat of the European Fiscal Board (Larch and Santacroce, 2020), Larch 

et al. (2023) very recently document the moderate compliance with the key elements of the EU 

fiscal framework. They show that, on average, EU member states were compliant in just over half 

of the cases. Differences in member states’ compliance are substantial and persistent, and non-

compliance is pro-cyclical. 
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Vertical effects of fiscal rules between different levels of government 

Another important question barely addressed is whether in countries with multiple levels of 

government and with fiscal rules applied only at one level, vertical fiscal burden shifting takes 

place. For instance, a recent study by Burret and Feld (2018b) finds no vertical effects of fiscal 

rules in Swiss cantons, i.e., there appears to be no efforts to circumvent fiscal discipline at one 

level of government by shifting the burden to other levels of government. They apply a difference-

in-differences estimation and find that cantonal fiscal rules hardly impact average local finances. 

This holds even in conditions that make vertical effects most likely, i.e., in times of fiscal shocks at 

the upper level of government. The authors argue that the overall fiscal framework plays an 

important role for their findings, in particular, the fiscal autonomy for the lower levels of 

government. Salvi et al. (2020) confirm this finding when studying the debt brake at the federal 

level of Switzerland. 

Fiscal transparency 

Another element that has been taken up recently in several studies is the role of (fiscal) 

transparency for fiscal rules and fiscal performance. De Renzio and Wehner (2017) present a first 

review on (mostly cross-country) studies that analyse the impact of fiscal transparency on various 

outcomes, including corruption and fiscal performance. Fiscal transparency is also a key economic 

rationale for independent fiscal institutions. Moreover, fiscal transparency has been recently 

argued to be an important precondition for fiscal rules to be effective (Gootjes and de Haan, 

2022b). Transparency also relates to the importance of the overall institutional quality (Bergman 

and Hutchison, 2015, Bergman et al., 2016). 

4. Concluding remarks 

This paper presents a comprehensive review on the impact of fiscal rules. With a view to policy 

implications, the review offers a non-technical discussion of the studies’ key results. The review 

points to the underlying data and selectively highlights refined empirical approaches and their 

methodological limitations. 

The literature has made substantial progress in underpinning the role of fiscal rules as a key 

element of the institutional framework. This survey, first, shows that fiscal rules are positively 

related to fiscal performance, including improved budget balances, lower public spending volatility 

and lower debt. Second, fiscal rules contribute to more accurate budget forecasts and more 

favourable sovereign bond ratings. Third, the evidence suggests that fiscal rules do not principally 

undermine public investment and do not increase the pro-cyclicality bias in fiscal policy making. 

Moreover, there is promising work that studies the interaction of fiscal rules and the broader 

institutional context, highlighting that fiscal rules and government effectiveness can be considered 

as institutional complements or – beyond a certain threshold of institutional quality - as 

institutional substitutes. In a similar vein, there is emerging evidence on IFIs that appear to 

complement fiscal rules. Finally, there is initial work on the negative side effects that fiscal rules 

may have on inequality and other political outcomes. 

While research uses cutting-edge empirical methods, causality remains a concern in the analysis 

of fiscal rules, in particular, since governments that are more concerned with sound fiscal policies 

and fiscal sustainability are also more likely to adopt and implement fiscal rules. Thus, empirical 

results may present upper bound estimates and have to be interpreted with caution. 



30 

 

 

The literature review informs the debate on more resilient public finances in the aftermath of 

COVID-19 and the energy crisis, where fiscal frameworks are put to a test, as countries activated 

escape clauses or temporarily suspended their fiscal rules. A case in point is the debate on the 

reform of the EU fiscal framework. The discussion demonstrates the importance of (i) reducing 

complexity of fiscal frameworks to increase ownership and enforceability, while safeguarding their 

flexibility to ensure counter-cyclical policies and (ii) a stronger medium to long-term perspective 

to ensure debt sustainability (see e.g., European Commission, 2021, Cuerpo et al., 2022). The 

review also informs the policy debate more generally: The empirical evidence indicates that there 

are good reasons to keep well-designed fiscal rules unchanged even though there appear to be 

ever more areas for policy action, including demands for more public spending. 

There are several directions for future research. A first direction may look more closely at further 

elements of fiscal frameworks. Besides IFIs, promising initial work is presented on medium-term 

expenditure frameworks (Vlaicu et al., 2014) and accrual accounting (Christofzik, 2019; Dorn et 

al., 2021). Broadening the set of outcomes under study is a second direction towards a wider 

economic policy assessment of fiscal rules. For instance, future analysis framing the effectiveness 

of fiscal institutions could look at how fiscal rules contribute to trust in government. A closely 

related dimension is how fiscal rules relate to government efficiency. A first explorative analytical 

framework is presented by Barbier-Gauchard et al. (2023), while an initial empirical study is carried 

out by Christl et al. (2020). Moreover, the link between fiscal rules and the composition of public 

spending deserves more attention, including the analysis of crowding out effects (e.g., Dahan and 

Strawczynski, 2013) or the impact of fiscal rules on key public spending areas, such as health 

spending (e.g., Brändle and Colombier, 2016; Schakel et al., 2018). 
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Appendix: Tables and boxes 

Table A 1: Overview of selected empirical studies on the effectiveness of fiscal rules 

Authors Objective Method Data basis Key results 

Fiscal rules and traditional fiscal performance indicators 

Debrun et al. (2008) Impact of fiscal rules on 

fiscal performance 

Dynamic panel 

estimation methods 

(among others bias-

corrected LSDV) 

25 EU countries, 1990-2005 Budget balance and debt rules contribute to limiting the 

budget deficit. They argue that the evidence suggests 

that causality runs from fiscal rules to fiscal behaviour. 

Nerlich and Reuter 

(2013) 

 
. 

Impact of fiscal framework 

elements (fiscal rules, IFIs, 

MTEF) on fiscal outcomes 

Dynamic panel 

estimation approach 

(bias-corrected LSDV) 

27 EU countries, 1990-2012 

Datasets from the European 

Commission, the OECD, the IMF and 

an ESCB dataset on national fiscal 

frameworks 

Fiscal rules are related to lower public expenditures and 

revenues, such that the primary balance improves. Fiscal 

rules have restrictive impact on social benefit spending, 

compensation of public employees, public services and 

defence expenditures. 

Fall et al. (2015) Design of debt targets and 

impact of fiscal frameworks 

on fiscal performance. 

Panel estimation 

approach 

30 OECD countries, 20 years, OECD 

database and IMF fiscal institutions 

dataset 

Fiscal rules are related to improved fiscal performance. 

IFIs appear to limit spending when interacted with a 
balanced budget rule. 

Cordes et al. (2015) Impact of expenditure rules 

on fiscal outcomes 

Dynamic panel 

estimation approach 

(bias-corrected LSDV) 

29 advanced and developing 

countries, 1985-2013, 

IMF fiscal institutions dataset. 

Expenditure rules are associated with spending control, 

counter-cyclical fiscal policy and improved fiscal 

discipline. 

Expenditure rules are associated with lower expenditure 
volatility and higher investment efficiency. 

Badinger and Reuter 

(2017) 

Impact of fiscal rules on 

fiscal outcomes (fiscal 

balance, sovereign bonds, 

GDP volatility) 

Panel estimation 

approach, instrumental 

variable approach 

74 countries, 1985 – 2012, IMF fiscal 

rule index. 

Countries with more rigorous fiscal rules show a better 

budgetary balance, lower interest rate spread for bonds 

and lower GDP volatility. 

Asatryan et al. (2018) Impact of constitutional- 

level fiscal rules on 

probability of sovereign debt 

crisis and fiscal 

performance 

Difference-in-differences 

estimation approach 

and synthetic control 

method for case study 

countries 

Between 58 and 132 countries, 

historical data back to 19th century, 

case studies from Brazil, Cape 

Verde, Chile, Gabon, Panama, and 

Peru, Rwanda, Switzerland, and 

Ukraine 

Constitutional budget-balance rules lead to a reduced 

probability of sovereign debt crises and decreases in the 

debt-to-GDP ratio, most of these consolidations are 

explained by decreasing public expenditures. 

Pfeil and Feld (2018) Impact of Swiss debt brake 

on budgetary aggregates. 

Synthetic Control 

Method (SCM) 

Swiss federal budget data; 1995-

2007, 23 OECD countries 

Swiss debt brake improves the budget balance by 

3.6 percentage points on average on a post intervention 

period of 5 years. No clear results emerge for debt ratio 

due to data restriction. 

Salvi et al. (2020) Impact of Swiss debt brake 

on budgetary aggregates 

(extending study by Pfeil 

and Feld, 2018) 

Synthetic Control 

Method (SCM) 

Swiss federal budget data; 1980-

2010, 34 OECD countries. 

Swiss debt brake decreases debt by 19.7 percentage 

points after 7 years. No evidence is found for the decline 

in federal debt ratio being due to debt reloca-tion to the 

subnational level or reduction in general investment 

spending on the federal level. 

Burret and Feld 

(2018a) 

Impact of fiscal rules on 

fiscal performance and 

potential side effects 

Panel estimation 

approach 

26 Swiss cantons, 1980-2011 Fiscal rules are related to lower public deficits. Fiscal 

rules are related to evasion into unconstrained accounts. 

Political budget cycles depend on the institutional context. 

Caselli and Reynaud 

(2020) 

Impact of fiscal rules on 

fiscal balances 

Instrumental variable 

approach 

142 countries, 1985-2015, IMF fiscal 

institutions dataset 

Fiscal rules are related to lower deficits. This relationship 

disappears when endogeneity is taken into account. 

With an index of fiscal rules’ design, well-designed rules 
improve fiscal balances. 

Bergman et al. 

(2016) 

National fiscal rules, 

government effectiveness 

and sustainable public 

finances 

Panel estimation 

approach (GMM) 

27 EU countries, 1990-2012, IMF 

dataset on fiscal institutions 

Fiscal rules reduce structural primary deficits at all levels 

of government efficiency. Effect is smaller as government 

efficiency increases. 

Balanced budget rules are the most effective rules. 

Fiscal rules and budget forecasts 

Luechinger and 

Schaltegger (2013) 

Impact of fiscal rules on 

projected and realised 

deficits 

Panel estimation 

approach controlling for 

unobserved country and 

time-specific influences 

26 Swiss cantons, 1984-2005 Fiscal rules lower the probability of projected and 

realised deficits with the former effect being twice as 

large. Fiscal rules increase the accuracy of 

projections. 

Chatagny (2015) Impact of finance minister 

ideology and fiscal rules on 

tax revenue predictions 
errors 

Panel estimation 

approach controlling for 

unobserved country and 

time-specific influences 

26 Swiss cantons, 1980-2007 A more left-wing finance minister produces more 

conservative forecasts. Fiscal rules reduce the effect of 

ideology on revenue projection errors. 

Picchio and Santolini 

(2020) 

Impact of the domestic 

stability pact on the 

accuracy of budget 

forecasts 

Difference-in- 

discontinuities 

Database on local public finance by 

Italian Department of Territorial and 

Internal Affairs; 1991 census data 

“Atlante Statistico dei Communi” 

(Istat) 

Relaxing fiscal rules has a sizeable causal impact on 

budget forecast errors, e.g. revenue (expenditure) 

forecast errors for municipalities with fewer than 5000 

inhabitants are 26% (22%) larger than those of 

municipalities just above the cut-off. 

Mancini and 

Tommasino (2023) 

Impact of expenditure rule 

on expenditure forecasts at 

the local government level 

in Italy 

Difference-in- 

discontinuities 

Database on local public finance by 

Italian Department of Territorial and 

Internal Affairs; 1991 census data 

“Atlante Statistico dei Communi” 

(Istat) 

Italian municipalities tend to systematically overesti-mate 

plans on capital expenditures. Municipalities subject to a 

newly enacted capital spending rule significantly reduce 

over-optimism in 
expenditure planning. 
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Authors Objective Method Data basis Key results 

Fiscal rules and sovereign bond ratings 

Iara and Wolff (2014) Relationship between 

numerical fiscal rules and 

risk premia 

Panel estimation 

approach controlling for 

unobserved country and 

time-specific influences 

11 euro-area countries, 1999–2009, 
EC fiscal rule index 

No significant effect of fiscal rules on risk spreads, 

significant impact if interacted with the market risk 

aversion. 

Afonso and 

Guimarães 

(2015) 

Impact of numerical fiscal 

rules on budget balances 

and sovereign yield 

Panel estimation 

approach controlling for 

unobserved country and 

time specific influences 

27 EU countries between 1990 and 
2011, EC’s and the IMF fiscal rule 
index 

Fiscal rules are related to lower budget deficits. Countries 

with stricter fiscal rules experience lower sovereign bond 

yields. 

Afonso and Jalles 

(2019) 

Impact of fiscal rules on 

sovereign bond spreads 

Panel estimation 

approach 

34 advanced countries and 19 

emerging market economies, 1980– 

2016, IMF dataset on fiscal institutions 

Impact of fiscal rules on sovereign yield spreads is 

negative, stemming essentially from advanced 

economies. In recessions, a fiscal rule is related to reduced 

bond risk premia. Independent monitoring of compliance 

reduces sovereign spreads. 

Thornton and 

Vasilakis (2017) 

Relationship between 

numerical fiscal rules and 

sovereign risk premia 

Panel estimation 

approach, propensity 

score matching 

methods 

67 advanced and developing 

countries, 1985–2012, 

IMF fiscal institutions dataset 

Adoption of FRs is related to lower sovereign risk premia. 

Feld et al. (2017) Impact of fiscal frameworks 
on financial market ratings 

Panel estimation 
approach 

Swiss subnational government 
bonds, 1981-2007 

A not fully credible no-bailout commitment can entail high 
costs for the potential guarantor. 

Sawadogo (2020) Exploring the role of fiscal 

rules in terms of improving 

access to financial markets 

for developing countries 

Panel estimation 

approach including 

entropy balancing 

36 developing countries, 

1993-2014 

Fiscal rules reduce sovereign bond spreads and increase 

sovereign debt ratings. Balanced budget rules and debt 

rules improve access to financial markets, while 

expenditures rules appear to improve financial market 

access only in combination with multi-year expenditure 

ceilings. 

Hansen (2020) Impact of transmission 

channels (financial market 

discipline vs. political 
competition) of fiscal rules 

Panel estimation (GMM 

methods) 

69 countries, 1990-2008, 

IMF and OBI fiscal transparency 

index, IMF fiscal rule index 

Budget balances are improved not as a consequence of 

financial markets, but when the level of political 

competition and civil society engagement is high. 

Fiscal rules and public investment 

Perée and Välilä 

(2005) 

Assess determinants of 

public investment and to 

what extent fiscal deficit 

rules in EMU affect public 
investment 

Panel estimation 

approach; country-

specific models 

14 EU countries, 1970-2003 Statistically significant determinants of public investment 

include level of GDP, budgetary situation and fiscal 

consolidation efforts, no significant relation between fiscal 

rules and public investment 

Dahan and 

Strawczinsky (2013) 

Effects of fiscal rules on 

changes of both social 

transfers and public 

investment in relation to 
government consumption. 

Panel estimation 

approach / difference-in- 

differences 

22 OECD countries, 1960-2010 Fiscal rules have a negative effect on social transfers 

unless strong commitment to social security coverage is 

enacted in law. Negative influence of fiscal rules on public 

investment cannot be confirmed. 

Afonso and Jalles 

(2015) 

Assess relevance of fiscal 
components for private and 
public investment 

Panel estimation 

approach 

95 developed and developing 
countries, 1970-2008 / EU-countries 
1990-2008 

Interest payments and subsidies have a negative effect on 
private and public investment. Stronger (numerical) fiscal 
rules decrease public investment. 

Delgado-Téllez et al. 

(2021) 

Test the two classical hypo- 

theses for declining public 

in-vestment (crowding out 

by social spending; fiscal 

rules) 

Panel regression and 

factor analysis; local 

projections 

22 OECD countries, 1960-2015, 

OECD social expenditure database, 

AMECO and IMF databases. 

Social spending is interpreted as a structural driver for the 

observed crowding-out effects; fiscal rules are negatively 

related to public investment, specifically in periods of fiscal 

consolidation, whereby flexibility clauses of fiscal rules 

mitigate the effect. 

Ardanaz et al. (2021) Explain public investment 

during fiscal consolidations 

in relation to the design of 

fiscal rules. 

Panel estimation 

approach 

75 advanced and emerging 

economies, 1990-2018 

In countries with either no or with a rigid fiscal rule public 

investments are significantly reduced in episodes of fiscal 

adjustment, whereas the negative effect on public 

investment vanishes in countries with flexible fiscal rules. 

Wijsman and 

Crombez (2021) 

Assess the effects of national 

fiscal rules on public 

investment 

Dynamic panel 

estimation approach by 

LSDVC and GMM. 

28 EU countries; 1997-2016, 

European Commission fiscal rules 
index 

Fiscal rules decrease public investment: Significant 

negative coefficients of fiscal rules index in both models. 

Vinturis (2022) Assessing different fiscal 

rules (expenditure, debt, 

budget balance) on total 

public spending, 

decomposed in consumption, 

investment and ratio of both 

Panel estimation 

approach including 

entropy balancing 

185 countries, 1985-2015 Fiscal rules reduce public consumption and leave public 

investment unchanged. Only debt and balanced budget 

rules reduce total spending and increase investment-to-

consumption ratio. 

Feld et al. (2021) (1) Relationship between a 

cut in the central bank interest 

rate and the development of 

capital expenditure; (2) 

influence of fiscal rules on 

investment spending under low 

interest rates 

Two panel-based 

regression models / 

difference-in-differences 

26 cantons, 376 municipalities 

(> 5000 pop.), 2009-2018; Swiss 

Federal Finance Administration 

Negative correlation between capital cost and public 

investment for both panels. No evidence is found for fiscal 

rules constraining investment (or hampering expansion) 

after cut in interest rate. Cantons with stricter fiscal rules 

tend to expand their investments more. 

Jürgens (2022) Assess whether fiscal rules 

affect public investment with 

special regard to cyclicality 

and different types / features 

of fiscal rules 

Panel estimation 

approach 

23 EU countries, 1985-2019 Public investment in the country sample is pro- cyclical, 

specifically in downturns. Fiscal rules without flexibility 

features constrain public investment. 
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Authors Objective Method Data basis Key results 

Fiscal rules and pro-cyclicality 

Sacchi and Salotti 

(2015) 

Assess whether fiscal rules 

impact governments’ ability 

to stabilize the economy via 

discretionary fiscal policy 

making 

Fixed effects and System- 

GMM estimator 

21 OECD countries, 1985–2012, IMF 

Fiscal institutions dataset 

The use of discretionary fiscal policy, particularly of 

government consumption, is related to higher output 

volatility. With fiscal rules, discretionary policy tends to 

become more output-stabilising. Balanced budgets rules 

rather than for revenue, expenditure or debt rules seem to 

be more effective. 

Nerlich and Reuter 

(2015) 

Impact of fiscal rules on 

‘fiscal space’ and how their 

impact determines 

cyclicality of fiscal policy 

Panel estimation 

approach 

EU-27 countries, 1990-2014 Fiscal rules are correlated with fiscal space, i.e. they help 

to create leeway for discretionary fiscal policy. Fiscal rules 

constrain excessive spending by discretionary fiscal policy 

and tend to curb pro-cyclical in discretionary fiscal policy. 

Combes et al. (2017) Assess the response of 

fiscal policy to the business 

cycle, especially in cases of 

high public debt. 

Panel estimation 

approach 

56 advanced, emerging and 

developing economies, 1990-2011 

Most fiscal rules enhance counter-cyclicality, conditional 

on the level of debt. In environment of high public debt-to-

GDP ratios, fiscal policy turns pro-cyclical and is not 

curbed by most fiscal rules or even exacerbated (escape 

clauses!). Deficit rules and/or ‘golden rules’ for investment 

can help to mitigate such effects. 

Guerguil et al. (2017) Assess the impact of 

different types of flexible 

fiscal rules on the cyclicality 

with special regard to 

investment spending. 

Panel estimation 

approach including 

propensity scores- 

matching (PSM) 

167 advanced and developing 

economies, 1990-2012 

Investment-friendly rules reduce pro-cyclicality of overall 

spending and investment spending. Expenditure rules and 

cyclically-adjusted deficit rules contribute to counter-

cyclical changes for overall spending, but have a pro-

cyclical effect on investment spending. 

Manescu and Bova 

(2020) 

Fiscal rules’ design and pro- 

cyclicality of fiscal policy 

Panel estimation 

approach 

28 EU countries, 1999-2016, EC’s 

fiscal governance database. 

Pro-cyclical bias is lower with expenditure rules. Well-

designed expenditure rules further reduce pro-cyclicality. 

Bergman and 

Hutchison (2015) 

Impact of fiscal rules and 

government effectiveness 

on pro-cyclical fiscal policy 

Panel estimation 

approach (GMM) 

81 countries, 1985–2012, World Bank 
indicators for government 
effectiveness, IMF dataset on fiscal 
institutions 

Government efficiency alone is not sufficient to reduce 

pro-cyclicality, the combination of fiscal rules and high 

government efficiency fosters counter-cyclical policies. 

Larch et al. (2021) Fiscal rules and 

counter-cyclical fiscal policy 

Dynamic panel estimation 

approach (including LSDV 

and GMM) 

36 EU and non-EU countries, using 

data up to 2017, with observations 

starting earliest in the 1960s. 

Volatility of output gap estimates is not a convincing ex-

planation for pro-cyclical policies. Fiscal rule non-comp-

liance and public debt foster pro-cyclical fiscal policy. 

Reuter et al. (2022) Assessing the effect of 

national fiscal rules on the 

conduct of discretionary 

fiscal policy and thus on 

macroeconomic stability. 

Panel estimation with two- 

stage least squares 

approach 

28 EU countries, 1996-2015 Strong fiscal rules limit fiscal volatility thus contributing to 

reduce macroeconomic volatility. The observation applies 

for budget balance rules and expenditure rules. The 

finding holds also in cases with reduced compliance to 

fiscal rulesserving then as benchmark. 

Chrysanthakopoulos 

and Tagkalakis 

(2023) 

Impact of the fiscal 

institutions’ design on fiscal 

adjustment 

Panel estimation 

approach 

40 advanced economies, 

1990-2020 

Well-designed fiscal rules which incorporate both strict 

and flexible features increase both the probability to initi-

ate and to successfully conclude a fiscal adjustment. Key 

design elements are: a cyclically-adjusted budget balance 

target, a well specified escape clause, strict enforcement, 

strong legal base and multi-annual spending limits. 

Gootjes and de Haan 

(2022b) 

Do fiscal rules combined 

with fiscal transparency 

impact budget balance and 

make fiscal adjustment and 

its success more likely? 

Dynamic panel estimation 

approach 

73 advanced and developing 

economies, 2003-2013 

Fiscal rules improve the budget balance only when the 

level of fiscal transparency exceeds a minimum threshold. 

As to fiscal adjustments, fiscal rules make the occurrence 

and success of fiscal adjustments more likely but, again, 

only when the level of fiscal transparency is sufficiently high. 

Fiscal rules and independent fiscal institutions 
Debrun and Kumar 

(2008) 

Impact of fiscal rules and 

IFIs on fiscal outcomes. 

Panel estimation 

approaches 

EU-15 countries, 1990–2004, 
European Commission data 

Fiscal rules are associated with higher fiscal 
performance.IFIs, with strong independence, are 
associated with stronger budget balances. 

Nerlich and Reuter 

(2013) 

Impact of fiscal framework 

elements (fiscal rules, IFIs, 

MTEF) on fiscal outcomes 

Dynamic panel estimation 

approach (bias-corrected 

LSDV) 

27 EU countries, 1990-2012 Datasets 
from the EC, the OECD, the IMF and 
an ESCB dataset on national fiscal 
frameworks 

Fiscal rules are related to an improved primary balance. 
Effect is strengthened when fiscal rules are enacted in law 
or constitution and supported by IFIs and effective MTEFs. 

Fall et al. (2015) Design of debt targets and 

impact of fiscal frameworks 

on fiscal performance 

Panel estimation 

approach 

30 OECD countries, period of 20 

years, OECD database and IMF 
fiscal institutions dataset 

Fiscal rules are related to an improved fiscal performance. 
Impact of IFIs on the primary balance is not significant. IFIs 
limit spending when interacted with a balanced budget rule. 

Debrun and Kinda 
(2017) 

Impact of IFIs on fiscal 

outcomes 

Dynamic panel estimation 

approach (bias-corrected 

LSDV) 

58 advanced and emerging countries 
over the 1990–2011, IMF dataset on 
IFIs 

Fiscal rules are related to better fiscal performance. IFIs 

are related to improved fiscal performance when certain 
features of IFIs apply (independence, monitoring 
compliance, forecasting, media impact). 

Beetsma et al. (2019) Impact of IFIs on the quality 

of fiscal forecasts and fiscal 

rule compliance 

Panel estimation 

controlling for unobserved 

country and time-specific 

influences 

27 EU countries, 1995-2015, IMF 
dataset on IFIs (2016 vintage), OECD 
IFI database and EC data. 

IFIs are associated with more accurate and less optimistic 

budgetary forecasts.IFIs are related to greater fiscal rule 

compliance. 

Martins and Correia 

(2020) 

Impact of IFI on fiscal 

outcomes 

Dynamic panel estimation 

approach (bias-corrected 

LSDV); Analysis of 

subcategories of IFIs and 

samples with/without IFIs 

28 EU countries, 1999-2016; several 
data sets, including EC and IMF 
datasets on fiscal institutions 

With IFIs, fiscal policy measures are less pro- cyclical and 

more concerned with debt sustainability. 

Capraru et al. (2022) Fiscal implications and 

influence of IFIs on fiscal 

policy 

Dynamic panel estimation 

approach 

EU member countries, 2000-2019 IFIs contribute to improve the budget balance and enhance 
fiscal rule compliance, primarily in countries with poorly 
designed fiscal responsibility norms. IFIs play a larger role 
after operation for some time allowing them to build up 
experience and reputation. 

Chrysanthakopoulos 

and Tagkalakis 

(2022) 

Exploring the role of IFIs in 

reducing pro-cyclicality 

Dynamic panel estimation 
approach 

35 advanced economies, 1990-2020 Stronger fiscal councils can mitigate pro-cyclicality. The 
ability of fiscal councils to mitigate pro-cyclicality is 
particularly relevant in the EU and euro area countries, in 
countries with weak governance and especially after the 
global financial crisis. 
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Fiscal rules, income inequality and further political outcomes 

Hartwig and Sturm 

(2019) 

Impact of fiscal rules on 

redistribution and income 

inequality 

Panel estimation 

approach controlling for 

unobserved country and 

time specific influences 

24 EU countries, 1975-2012, 

Standardized World Income 

Inequality Database and a new set of 

fiscal rules variables. 

Strict fiscal rules that have been in place for several years 

are related to a decrease in redistribution, leading to an 

increase in inequality based on disposable income. 

Combes et al. (2019) Impact of fiscal rules on 
inequality in developing 
countries. 

Propensity scores- 

matching method (PSM) 

84 developing countries, 1990-2015 Countries that adopted fiscal rules experience a significant 

decrease in their income inequality. 

Aaskoven (2020) Impact of fiscal rules on 

political polarisation of 

parties 

Panel estimation 

approach controlling for 

unobserved country and 

time specific influences 

32 OECD countries, 1985-2012, party 

manifestos data from 185 elections, 

IMF fiscal institution database 

No evidence that fiscal rules reduce the level of political 

polarisation between parties. 

Gamalerio and 

Trombetta (2023) 

Explore relationship 

between fiscal rules and 

quality of politicians 

Difference-in- 

discontinuities design, 

regression analyses 

Data on Italian municipalities, 1993- 

2012 

Fiscal rules induce a 10 percentage point reduction in the 

share of mayoral candidates with a university degree. 

Fiscal rules bring about a similar reduction in the 

probability of electing mayors with post-secondary 

education. 
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Box A1: Empirical methods to address the causal impact of fiscal rules 
 

The analysis of the effects of institutions, including the effects of fiscal rules on fiscal aggregates, 

introduces a subtle yet significant challenge known as endogeneity. In the context of fiscal rules, 

endogeneity arises from the intricate interplay between fiscal rules and the institutional context. When 

investigating the impact of fiscal rules on a country’s fiscal aggregates, it is conceivable that fiscal 

aggregates themselves (e.g., an increase in the public debt level) influence the introduction of fiscal 

rules. Moreover, it is challenging to disentangle whether changes in the institutional context drive the 

adoption of new rules or if the rules themselves instigate institutional shifts. This mutual influence – 

often referred to as reverse causality or omitted variable bias – creates a circular relationship that 

complicates causal inference. Neglecting this form of endogeneity can lead to misleading results. In 

particular, one might erroneously attribute effects on fiscal aggregates solely to fiscal rules, overlooking 

the potential contribution of other fiscal policies and broader institutions. 

To address endogeneity and disentangle the cause-and-effect relationships between fiscal rules and 

fiscal aggregates, a range of refined econometric methods are applied: 

• Panel fixed-effects estimation: This technique helps to account for different often unobserved, 

though fixed properties of countries or time periods. It helps to control for omitted variables that 

may drive both fiscal rules and fiscal aggregates. However, fixed effects only help to control for time 

and/or country invariant factors, potentially leaving some sources of endogeneity unaddressed, like 

(unobserved) changes in the quality of institutions or countries’ social norms. 

• Difference-in-Differences (DiD): The DiD approach compares changes in outcomes over time 

between a treatment group (e.g., countries with fiscal rules) and a control group (countries without 

rules). By observing the differential changes before and after the introduction of fiscal rules, it aims 

to isolate the causal impact of these rules on fiscal aggregates. Potential biases can arise if there are 

factors that vary over time and that differentially affect the treatment and control groups. 

• Instrumental variables (IV): In two-stage least-square regressions, IV are used to establish causal 

relationships by finding variables that affect fiscal rules but are unrelated to fiscal aggregates. They 

can help address endogeneity by breaking the link between fiscal rules and the institutional context. 

However, finding valid instruments can be challenging, and the validity of the results depends on 

the strength of the instruments. 

• Quasi-natural experiments: Quasi-natural experiments encompass methods such as Regression 

Discontinuity Design (RDD) and Differences-in-Discontinuities Design to exploit naturally occurring 

events to establish causality. For instance, abrupt and unexpected fiscal policy changes could provide 

insights into how stringent fiscal rules influence spending behaviour. While these experiments can 

help address endogeneity, their external validity, e.g., how the results for a specific institutional 

setting apply to other institutional settings is often subject to debate. 

• Propensity scores-matching: This technique matches treated and untreated units (e.g., countries 

with/without fiscal rules) based on their propensity to experience the treatment (namely the 

introduction of fiscal rules). By comparing similar units, propensity scores-matching aims to mitigate 

endogeneity and selection bias (into treatment), e.g., fiscally conservative countries are more likely 

to adopt fiscal rules. However, results of propensity scores-matching can be sensitive to the choice 

of matching variables and the units might be subject to unobserved characteristics that cannot be 

matched properly. 

• Synthetic controls/entropy balancing: These methods create a combination of untreated units to 

mimic the characteristics of a treated unit. This allows for a com- parison between the actual 

outcome and a counterfactual scenario where, e.g., fiscal rules were not adopted. While these 

methods offer a way to address endogeneity, the accuracy of the synthetic control groups depends 

again on the choice of the variables adopted in the matching process. 
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