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ABSTRACT

This paper tackles the question of fiscal sustainability in current times of financial/economic crisis.
Our literature review leads us to conclusion that when fiscal sustainability is being considered,
putting fixed limit to public debt-to-GDP and budget balance-to-GDP ratio is a too simplified solution
and that sustainable fiscal policy might be defined with public debt-to-GDP and budget
balance-to-GDP ceilings, but taking into account some underlying country specific parameters. Our
empirical analysis shows that most EU Member States entered year 2008 with healthy public finances.
However, most EU Member States now face fiscal difficulties. Even more: almost all EU Member
States would have to decrease budget deficit in 2009 and 2010, in order to achieve sustainable budget
position. The extensive jumps in fiscal deficits in 2009 and 2010, compared to 2007 (before crisis), are
mainly due to lower fiscal incomes as a consequence of lower economic growth and policy measures
for tackling financial/economic crisis. We argue that these changes in fiscal deficits are not
sustainable. Our analysis shows that in 2009 about 2/3 of the economies in question should have
budget surplus, taking into consideration other relevant macroeconomic variables, such as economic
growth, etc. In 2010, however, a more loosened fiscal policy would be possible, but still significantly
lower fiscal deficit than forecasted would be sustainable.
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1 INTRODUCTION

In the last financial/economic crisis the governments were forced to undertake necessary
policy actions to overcome economic slowdown. In 2008 and 2009 most of EU policy makers
(similar also in the USA and other economies) introduced some policy measures that usually
involved massive amounts of public funds, used directly or indirectly, aiming to boost
economic growth, tackle liquidity problems of banking sector, etc. The use of public funds
resulted in many academic and professional debates (see e.g. Balassone et al. 2009,
Spilimbergo et al. 2008, Daniel and Shiamptains 2008, Baldacci, Gupta and Mulas-Granados
2009, Leigh and Stehn 2009, Afonso and Rault 2008); especially regarding the fiscal
sustainability of such actions. Data shows that fiscal situation significantly worsened in most
EU Member States in 2009 and (forecasted) in 2010, compared to 2010.

For EU Member States (or at least for EMU Member States) there are two limits (Maastricht
fiscal criteria), under which fiscal policy is considered to be sustainable: 3% of GDP for
budget deficit and 60% of GDP for public debt are politically accepted as long-term
sustainable. When Maastricht criteria were first introduced they implicitly implied that an
economy, fulfilling these criteria, cannot suffer from fiscal difficulties; it tends to have
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healthy public finances. Later on, many academic debates and empirical studies' show that
the two Maastricht fiscal criteria were politically motivated and really do not have a strong
theoretical and/or empirical background (as regards to fiscal sustainability as such).

Many authors argued that it is unreasonable or economically irrational to limit a member state
of Euro-area (EMU) with its fiscal policy, because with the adoption of single European
currency a country already loses its monetary policy. These debates started mostly soon after
the acceptance of the criteria and stopped immediately after most of EU member states
successfully adopted euro in 1999. And further, it is the fact that most of (also academic)
critics of Maastricht criteria originated from countries, where public debt and budget deficit
were significantly higher than a defined limit (that is mostly from Italy and Belgium).
However, these debates all stand on common critics of administratively defined 3% and 60%
which cannot guarantee per se a fiscal sustainability”.

However, current Stability and Growth Pact require countries not only to fulfill these two
conditions, but to have their cyclically adjusted balances close to zero. EMU Member States
and countries aiming to join are urged to comply with the budgetary requirements of EMU by
avoiding excessive deficits, keeping debt levels below the 60% of GDP reference value, and
respecting the “close to balance or in surplus” requirement of the Stability and Growth Pact
(see e.g. Afonso and Rault (2008) for more details). But also this interpretation raises several
practical questions, one being long-run horizon and how to measure it technically. Models
have been developed for long-run sustainability assessment, but they are rather unpopular in
their practical use; at least because there is no clear cut such as — for example — 3% and 60%
of GDP for budget balance and public debt, respectively.

Slovenia is a good example of the above mentioned dilemmas about real term fiscal
sustainability. Even though fiscal criteria were in accordance with the Maastricht criteria well
before Slovenia actually entered EMU in 2007, empirical study clearly showed a doubtful
sustainability of public finances in the period before 2004 (see Dolenc 2006). However, in
2005 and 2006 the situation changed and with higher economic growth (see Zizmond and
Novak 2006), lower cost of public debt financing, and even budget surplus in recent years,
Slovenia was not only in accordance with the Maastricht Criteria, but also and most
importantly in accordance with the objective criteria for fiscal sustainability (see Dolenc
2007).

This paper tackles the mentioned dilemmas and focuses on one possible solution in
determining the objective limitations for policy makers in EU economies. The aim of the
article is to clarify if sustainability criteria could really be simplified to fixed public
debt-to-GDP and budget balance-to-GDP ratio as in Maastricht criteria. We would like to find
a pragmatic definition of fiscal sustainability, i.e. an operative definition that would be simple
to understand and calculate. Further, we would like to assess realistic estimates of fiscal
sustainability of EU Member States and determine if EU Member States in fact have any
space to tackle financial crisis.

Our analysis of theoretical literature confirms that putting fixed limit to public debt-to-GDP
and budget balance-to-GDP ratio is a too simplified solution if one aims at
estimating/determining, what the sustainable fiscal position of an economy really is. Further,

' For example Pasinetti (1998), Papadopoulos and Sidiropoulos (1999), Fatas and Mihov (2003), Eichengreen

and Wyplosz (1998) and others.

> For the pro and contra of the suitability of EU fiscal surveillance rules see Dabrowski et al. (2005).
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the review of theoretical and empirical solutions leads us to conclusion that sustainable fiscal
policy might be defined with public debt-to-GDP and budget balance-to-GDP ceilings, but
taking into account some underlying country specific parameters, but taking into account
some underlying parameters that are country specific.

In the empirical part we find that most EU Member States entered year 2008 with healthy
public finances, measured with selected sustainability criteria. However, in recent times of
financial/economic crisis most EU Member States face fiscal difficulties and most of them are
currently not fiscally sustainable due to increased fiscal expenditures, applying selected
sustainability measures. Even more: our analysis shows that almost all EU Member States
would have to decrease budget deficit in 2009 and 2010 in order to achieve sustainable budget
balance.

And finally, we estimate that massive fiscal deficits which can be noticed in 2009 and are
forecasted for 2010, or more precisely, the extensive jumps in fiscal deficits compared to
2007 (before crisis), mainly originate from lower fiscal incomes as a consequence of lower
economic growth and policy measures for tackling financial/economic crisis. In this context,
however, we can argue that these changes in fiscal deficits are not sustainable and thus too
high. Our estimates predict that in 2009 about two thirds of the economies in question should
have budget surplus, taking into consideration other relevant macroeconomic variables such
as economic growth, etc. In 2010, however, a more loosened fiscal policy would be possible,
but still significantly lower fiscal deficit than forecasted would be sustainable.

The rest of the paper is organized as follows. Section 2 reviews some theories and empirical
studies on fiscal sustainability and introduces the underlying theory of our empirical analysis.
In section 3 data and methodology are described. Section 4 with its three subsections
concentrates on the results of the analysis and offers a discussion on these results. We sum up
with concluding remarks and some policy implications.

2 ON FISCAL SUSTAINABILITY

Academic studies on fiscal sustainability are of two types: 1) studies that focus on
cointegration between public revenues and consumption; and 2) studies that analyze the
sustainability of fiscal position through the perspective of (if we simplify) sustainable (growth
of) public debt on condition of some macroeconomic parameters. In the next two subsections
we present the main assumptions and arguments of these studies, and in subsection 2.3 we
present some relevant empirical studies about fiscal policy in economic downturns in the
context of fiscal sustainability.

2.1 Cointegration of public revenues vs. consumption as a concept of sustainability

According to these studies a fiscal policy is sustainable if budget consumption follows budget
revenues; i.e. given positive public debt, fiscal position tends to be sustainable if budget
consumption follows budget revenues and public debt is being serviced normally. Such
analyses are usually based on partial equilibrium model and assume no future changes in
structural form of the economy and apply to data some kind of autocorrelation and
cointergation tests and in fact analyze if public revenues follow adequately public
consumption (and vice versa) on long-run.
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Hamilton and Flavin (1986) and Wilcox (1989) argue that fiscal policy is sustainable on long-
run if public debt is integrated in the first level and if the change of public debt and primary
public balance are stationary. There are two drawbacks of this test: 1) fixed interest rate on
public debt is assumed; and 2) the analysis gives only alternative answers: public finances are
sustainable or not.

Trehan Bharat and Walsh (1988) argue that in order to be fiscally sustainable primary public
balance must be cointegrated with public debt, where the cointegration factor should be the
interest rate on public debt. Despite alternative formulation this analysis suffers from the same
two problems and prior analyses. In 1991 they presented a new version of empirical testing
where they overcame the problematic assumption of fixed interest rate (see Trehan Bharat and
Walsh 1991).

Hakkio and Rush (1991), Ahmed and Rogers (1995) and Quintos (1995) made a step forward,
allowing also weak sustainability and not only two alternative answers (sustainable or non-
sustainable fiscal policy). According to the authors, public finances are weakly sustainable if:
a) both public revenues and public consumption expenses are integrated in the first level; b)
public revenues and public consumption expenses are cointegrated with coefficient between
zero and one; and c) residuals are stationary.

Bohn (1998) offers another solution, i.e. testing the cointegration of primary public balance
with public debt, where cointegration coefficient should be greater than O for the public
finances to be sustainable.

Cointegration analyses of public revenues and consumption as a concept of sustainability
have some advantages and disadvantages. The advantage of such an analysis is that it is a firm
indicator of the sustainability of fiscal policy in a selected economy. However, such an
analysis can also suffer from major drawback: it could be difficult to understand, especially
for non-academic society and those who are not familiar with econometric analysis.

The other group of analyses gives such answer, especially Pasinetti’s approach adopted also
in our empirical study”.

2.2 The sustainable growth of public debt

These studies usually seek for the optimal level or growth of public debt. Fiscal policy tends
to be sustainable if budget deficit does not change (significantly) public debt-budget incomes
ratio (Easterly et al., 1995).

Many authors® have focused on the problem of sustainable (growth of) public debt, most of
them trying to define the optimal level of public debt with one of the basic macroeconomic
identities — the so called (dynamic) budget constraint. Blanchard et al. (1990), for example,
methodologically solved the question of optimal level of public debt and implicitly set the
framework for the analysis of public finances sustainability. The authors argue that the

Pasinetti (1998) argues that public debt-to-GDP ratio and budget balance-to-GDP ratio are connected with
well defined relation and that 3% and 60% of Maastricht limits have no serious underlying argumentation.

*  For example Blanchard et al. (1990), McCallum (1984), Papadopolous and Sidiropoulos (1999), Herring
(1995), De Haan and Sierman (1993), Heinemann (1993), Mac Donald and Speight (1990), Uctum and
Wickens (1997), Collignon and Mundschenk (1999) and others.
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question of fiscal sustainability is mostly the question whether a country’s long-term trend of
public debt accumulation goes over the limit; the best indicator is therefore public debt-to-
GDP ratio. According to authors, fiscal policy is considered sustainable if it enables the public
debt-to-GDP ratio to converge into its initial level. From this perspective, not only the level of
public debt- and budget deficit-to-GDP ratio matter, but also interest rate on public debt and
economic growth. However authors did not fully solve the question of optimal level of public
debt (and thus the question of sustainable fiscal policy) or clearly offer a numerical solution
that could be used in practical analysis and concrete policy maker’s dilemmas.

The later problem has been solved by Pasinetti in his “... Myth (or Folly) of the Maastricht
criteria” (Pasinetti 1998), offering a solution that can be easily applied to specified economy.
His critic of the Maastricht treaty is in that it does not even mention the concept of public
finances sustainability nor it defines the relation between public debt-to-GDP ratio (as one
limit or criteria) and budget deficit-to-GDP ratio (as the other limit or criteria)’. Pasinetti
shows that public debt-to-GDP ratio and budget balance-to-GDP ratio are connected with well
defined relation which enables also the analysis of fiscal sustainability leading to two simple
conditions for sustainable fiscal position:

BZ—HH-E and [1]
Y Y
D B
—L>(i-0,) —, 2
S2(i-6,)-3 [2]
where:
e D =-dB - total (yearly) budget balance (this defines the change of public debt in one
year),

e D, —(yearly) primary budget balance,

e B >0 —public debt,
e Y —nominal GDP,
e (@, —yearly nominal growth of GDP.

I — (yearly) nominal interest rate on public debt.

In this way Passinetti’s solution offers a good (and in fact simple) analytical tool for the
determination of the flexibility of fiscal policy. These two rules could also be used in recent
times of expansive fiscal policy used to ease the effects of financial and economic crises.

According to this theoretical model we can conclude that one cannot simplify fiscal
sustainability criteria to fixed public debt/GDP and budget balance/GDP ratio (such as it is
done in Maastricht fiscal criteria). Further, putting fixed limit to public debt/GDP and budget
balance/GDP ratio is a too simplified solution if one is aiming to estimate, what the
sustainable fiscal position of an economy really is. However, the sustainable fiscal policy
might be defined with public debt-to-GDP and budget balance-to-GDP ceilings, but taking
into account some underlying country specific parameters. These limits — suggested by
Pasinetti (1998) — are expressed in equation [1] and [2] above.

We have already mentioned that current rules require from countries to have their cyclically adjusted
balances close to zero.

Note that besides budget balance and public debt two additional factors in determining fiscal sustainability
are interest rate on public debt and economic growth.
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2.3 Relevant recent empirical literature on fiscal sustainability (with the emphasis also
on financial crisis)

Besides theoretical issues fiscal sustainability is a huge empirical challenge. There are several
studies that focused on this matter, few of them for EU-15 Member States and to our
knowledge none on the fiscal sustainability for EU-27 under current economic distress,
therefore this paper adds a new value on this topic.

Past studies usually combine the question of fiscal sustainability with fiscal effects on fiscal
policy under economic distress. Alfonso and Rault (2008) have studied fiscal sustainability in
EU-15 countries for the period from 1970-2006. Authors find that most of EU-15 member
states (not all!) had sound fiscal position until 2006. Authors note that the results of the
analysis may question fiscal sustainability in some cases when taken individually, but the
overall solvency of government public finances when considering EU-15 area as a whole is
indubitably proven. These findings hold also for the immediate sub-period before the actual
crisis (1992-2006).

Spilimbergo et al. (2008) surveyed the countries that have experienced severe systemic
financial crisis. They show that fiscal stimulus is highly useful (almost necessary) when the
financial crisis spills over to the corporate and household sectors which results in worsening
of the balance sheets. Although the fiscal response is usually vast (sometimes causing
questionable fiscal sustainability) the effect of the public funds “invested” highly depends on
its composition (rather solely on its value). The authors argue that the room for discretionary
fiscal action over prolonged periods of time is limited even in countries where the initial fiscal
position appeared to be strong.

On the other hand, Leigh and Stehn (2009) analyzed fiscal responses during crises in G7 and
advocate that during economic downturns fiscal policy provides too little stimulus too late,
while monetary policy is a timely and powerful countercyclical instrument. Also some other
authors (i.e. Gali and Perotti 2003, Lane 2003, Auerbach 2003) argue that discretionary fiscal
easing, proxied by the cyclically-adjusted primary balance, generally arrived after the end of
recessions, and provided a weak degree of stimulus. Authors argue that all that matters are
automatic fiscal stabilizers and not discretional fiscal responses.

Balducci, Gupta and Mulas-Granados (2009) found that in times of financial crises
governments usually implement fiscal and monetary stimulus packages to sustain aggregate
demand and prevent a downward spiral of output. Further, Christiano, Wichenbaum and
Rebelo (2009) argue that as the room for monetary easing rapidly shrinks, reflecting limited
space for additional interest rate cuts and impaired monetary policy transmission channels,
fiscal policy becomes the principal tool for stimulating economic recovery. It is subject of
much debate whether these fiscal responses are sustainable and to what extent fiscal policy
will be effective in supporting growth recovery, both in the short term and over time.(Jansen
et al. 2008).

Analyzing the literature on fiscal responses to economic crisis IMF (2009a) finds, that fiscal
responses lead to economic recoveries after the crisis only when financial sector’s
vulnerabilities are addressed without endangering fiscal sustainability. Namely,
countercyclical fiscal policies — comprising discretionary budget measures and the operation
of automatic stabilizers — have generally helped to shorten recession spells in advanced
economies during previous crisis episodes (IMF 2009b). The evidence is more mixed, though,
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in emerging market economies where procyclical spending bias, narrow automatic stabilizers
and limited credit access have constrained governments’ ability to provide fiscal stimulus
during adverse economic periods (Kaminsky, Reinhart and Vegh 2004). Initial fiscal
conditions generally play a key role in crisis responses, in both advanced and emerging
economies (Alesina et al. 2002).

To sum up some of the relevant literature in this respect we can say that fiscal policies might
play an important role in boosting the economy and driving it from decline. The structure of
fiscal stimulus matters here and — above all — the sustainability of such actions.

3 DATA AND METHODOLOGY

The analysis is based on yearly data for the period from 2000 to 20107, where the data is
obtained for all EU-27 member states. Underlying variables are those from equations [1] and
[2], i.e. total and primary budget balance, gross public debt and yearly economic (i.e. GDP)
growth. Definitions of total and primary budget balance and gross public debt are in
accordance with ESA95 standards. These data was obtained from European Commission

online database (2009).
Dy )_ (Dj
Y Y

)

where: subscript -1 denotes lagged variable for 1 period (i.e. 1 year).

Cost of debt was estimated as:

i = (1+0,) [3]

There are several reasons why we estimated the cost of debt rather than simply taking into
account market yield on sovereign securities (say 10-year bond):

1. not all countries have a liquid market for government securities and not all countries
regularly issue such bonds,

2. aselected 10-year bond yield might not be the best estimate for the actual cost of debt
servicing because of differences in public debt structure,

3. current market yields might not reflect appropriately the actual cost of debt servicing,
because public debt portfolio usually incorporates current and past issues of debt,
whereas market yield reflects required market yield for (say) new issues of public
debt.

We found that countries are quite heterogeneous in selected variables. Thus cluster analysis
was performed to find more homogenous groups of countries, where clustering variables were
2000-2007 averages of total and primary balance-to-GDP ratio, debt-to-GDP ratio, economic
growth and the cost of debt. Average values of selected variables were calculated for obtained
homogenous groups and analysis of variance was performed to confirm statistical differences
between groups.

The following procedure was used to estimate sustainability and flexibility of fiscal policy in
selected group of countries®:

7 Data for years 2009 and 2010 are European Commission’s projections.

¥ Note that the presented methodology omits the effects of population ageing on sound public finances.
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1. Nominal interest rate on public debt for 2009 and 2010 was estimated according to

equation [3], using actual estimated values for relevant variables in 2009 and 2010.

2. Sustainable total budget balance-to-GDP ratio for 2009 and 2010 was simulated under

condition from equation [1], or more precisely, under condition

E+9n'EZO.
Y Y

3. Simultaneously public debt-to-GDP for 2009 and 2010 ratio was estimated as’:

B, 7 )

For estimates in 2009 actual data on public debt-to-GDP ratio and economic growth in
2008 was used, and in addition estimated sustainable total budget balance for 2009,

whereas for 2010 simulations for 2009 were applied.

4. Also simultaneously sustainable primary budget balance-to-GDP ratio for 2009 was
simulated as the sum of primary budget balance-to-GDP ratio in 2008 and simulated
sustainable total budget balance-to-GDP ratio in 2009, minus total budget balance-to-
GDP ratio in 2008. Similarly, the sustainable primary budget balance-to-GDP ratio for

2010 was calculated, where (sustainability) simulations for 2009 were used.

5. Second sustainability condition was calculated from equation [2]. If this condition was
not satisfied, parameters from steps 2 to 4 would be recalculated until both conditions

[1] and [2] hold.

Historical data, estimates of selected variables and relevant forecasts are presented in

Appendix 1, while relevant data for discussion is presented directly in the main text.

4 RESULTS AND DISCUSSION

4.1 Summary statistics and cluster analysis

Table 1 shows some basic statistical data for selected countries: country medians for the
period 2000-2008 and group medians, standard deviations, minimums and maximums for
selected variables. We can see (Table 1) that the selected group of countries is quite

diversified with extensive differences mostly in fiscal policy parameters.

9

The difference between primary and total budget balance is under ESA95 standards in fact interests on public

debt including flows on swaps and forward rate agreements used for debt management and represent the

actual nominal cost of debt servicing.
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Table 1:

Averages on selected parameters for countries and some statistical parameters for
selected variables

Country D/Y B/Y DyY On i
Austria -1,4 64,8 1,8 4,2 4,6
Belgium -0,1 943 44 43 4.8
Bulgaria 0,6 37,9 3,4 12,1 5,0
Czech republik 36 296 24 6,0 4,3
Cyprus -2,3 64,6 1,1 7,5 5,3
Denmark 24 445 50 3,6 5,3
Estonia L5 4,8 1,7 133 4,6
Finland 41 414 5,6 44 4,1
France 29 637  -02 4,0 4,5
Germany -2,8 65,1 0,2 2,5 4.4
Greece 48 98,6 0,5 74 5,1
Hungary -6,4 59,4 -2,0 9.4 7,7
Ireland 09  3L,1 24 89 3,9
Italy -3,1  105,8 24 39 49
Latvia -1,6 13,5 -0,9 11,4 6,0
Lithuania -5 194  -06 10,1 4.7
Luxemburg 2,1 6,5 2.4 7,3 39
Malta 47 637  -14 59 5,5
Netherlands -02 51,8 2,6 49 5,1
Poland -43 45,7 -1,7 7,8 0,5
Portugal 29 583 02 42 4.8
Romania 22 187 01 253 7,5
Slovenia 22 270 03 88 6,3
Slovakia -2,8 41,4 -1,1 10,3 5,5
Spain -03 46,2 22 74 4.4
Sweden 23 512 42 42 4,0
United Kingdom -2,7 41,0 -0,7 5,3 5,4
Median -2,2 457 05 73 4,9
Standard
deviation 25 259 2,2 4,6 1,0
Minimum -6,4 4,8 -2,4 2,5 3,9
Maximum 4,1 105,8 5,6 25,3 7,7

Source: European Commission online database (2009), own calculations.

Aiming to find more homogenous groups of countries, we employ hierarchical cluster
analysis. The analysis confirms that selected countries are quite heterogeneous, taking into
account selected variables, but there are three more homogenous groups (see dendrogram,
Figure 1). Group membership is presented in Table 2 and Table 3 presents detailed statistical
information about these groups, including analysis of variance for testing statistical
differences between groups for all selected variables.
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Figure 1:
Dendrogram using Ward method of hierarchical clustering
Rescaled Distance Cluster Combine

CASE 0 5 10 15 20 25
Label Num +-————————- Fom S I o +
France 9 -+
Portugal 21 —+—+
Germany 10 -+ +———+
Austria 1 -+ | |
Netherlands 19 -4+ A
Cyprus 5 -+ |
Greece 11 —+-+ |
Italy 14 -+ +-——+
Belgium 2 — +
Finland 8 -+ |
Sweden 26 —te—————— + |
Denmark 6 -+ | |
Ireland 13 -+ R |
Spain 25  —+-+ | |
Bulgaria 3 —+ t———— + |
Estonia 7 —+—+ |
Luxemburg 17 -+ |
Czech republik 4 -+ |
Lithuania 16 -+  +-——+ |
Latvia 15  -+-+ | | |
Slovenia 23 -+ +-+ | |
Slovakia 24 -+ | L S —— + |
United Kingdom 27  —+-+ | | |
Malta 18 -+ | o +
Poland 20 -+ | |
Hungary 12 - + [
Romania 22 e +

Source: Based on Figure 1.

Table 2:
Group membership according to cluster analysis
Group 1 Group 2 Group 3
Austria Bulgaria Czech republic
Belgium Denmark Hungary
Cyprus Estonia Latvia
France Finland Lithuania
Germany Ireland Malta
Greece Luxemburg Poland
Italy Spain Romania
Netherlands Sweden Slovakia
Portugal Slovenia
United Kingdom

Source: Based on Figure 1.
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Table 3:

Basic statistics about selected groups and total, and ANOVA test
Group Parameter DY B/Y DyY 0, i
Group  Mean -2,8 64,8 1,1 4.2 4,8
1 N 9 9 9 9 9

Standard 1,5 19,8 1,5 1,6 0,3
deviation _
Minimum -4,8 51,8 -0,2 2,5 44
Maximum -0,1 105,8 4.4 7.5 5,3
Group Mean 1,8 39,7 2,9 7,4 43
2 N 8 8 8 8 8
Standard 1,3 17,9 1,4 3,6 0,5
deviation v_
Minimum -0,3 4.8 1,7 3,6 3,9
Maximum 4,1 51,2 5,6 13,3 5,3
Group Mean -2,8 353 -1,0 9,1 5.8
3 N 10 10 10 10 10
Standard 1,6 17,2 0,7 5,8 1,1
deviation ‘_
Minimum -6.4 13,5 2,4 5.3 43
Maximum -1,5 63,7 -0,1 25,3 7,7
Total Mean 2,2 45,7 0,5 7,3 49
N 27 27 27 27 27
Standard 2,5 25,9 2,2 4,6 1,0
deviation _
Minimum -6,4 4.8 2.4 2.5 39
Maximum 4,1 105,8 5,6 25,3 7,7
Anova F 26,7 14,1 28,4 3,8 10,3
Significance 0,00 0,00 0,00 0,04 0,00

Source: European Commission online database (2009), own calculations.

The above analyses (see Table 3) show that countries of the first group have the highest
average debt-to-GDP ratio (approx. 65%), (on average) positive primary balance (primary
surplus of 1% of GDP), but due to high interest payments on public debt have a relatively
high average total budget deficit (2,8% of GDP). Except Cyprus these countries are all »old«
EU Member States with developed economies. They have the lowest average economic
growth and intermediate cost of public debt servicing.

The second group of countries is again the group of »old« EU member states with developed
economies'’ with significantly lower public debt-to-GDP ratio, lower cost of public debt
servicing, primary and total budget surplus and higher economic growth.

' The exceptions in this group are Bulgaria and Estonia as new member states with low public debt, cost of
debt etc.
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And in the last group there are countries that joined EU in 2004, i.e. transition economies, and
United Kingdom. These have on average the lowest public debt-to-GDP ratio, high economic
growth and high relative cost of public debt servicing. They also have both primary and total
budget negative balance (i.e. deficit).

Note that for all selected variables between group differences are statistically significant at
negligible significance level.

4.2 Historical data on fiscal sustainability

Past data shows that many EU member states, also those already in EMU, exceeded
Maastricht criteria (see Appendix 1). For out-of-EMU countries this is not a violation of
Stability and Growth Pact, but for EMU member states, this is in fact a violation. One
example may be Germany and France in years 2002-2005 with more than 3% total budget
deficit, or Greece in nearly all recent years, or Austria in 2004, etc. As we can see, the
forecasts for 2009 and 2010 show that most EU Member States are in fact above these limits
— there are only few exceptions.

However, as argued above, we do not focus our analysis on Maastricht criteria. Our attempt is
to focus on fiscal sustainability, based on selected sustainability set of criteria. Table 4 shows
computed parameters (the sum of total budget balance-to-GDP ratio and economic growth,
multiplied with public debt-to-GDP ratio from equation [1]) for selected countries in the
period from 2001 to 2008. Most of the economies were under the limit in the past, at least in
some periods. In fact, 20 of 27 EU Member States exceeded this sustainability criterion for at
least once'', and 9 of 27 have violated the criterion for at least 3 subsequent years.

""" For relevant background of some countries see Jerman, Kav¢i¢ and Kav¢ié (2010).
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Table 4:

First sustainability measure: sum of total budget balance-to-GDP ratio and economic

growth times public debt-to-GDP ratio

Country 2001 2002 2003 2004 2005 2006 2007 2008
Austria 1,61 1,29 0,09_ 1,6é 1,59 1,69 2,65 2,23
Belgium 3,48 3,52 246 4,779 1,26 496 4,17 1,40
Bulgaria 8,07 4,08 2,87 6,19 488 647 2,74 4,05
Czech republic 3,84; 5,43: 5,22- 0,2(; 1,81- 0,29- 2,23 0,01-
Cyprus 2,35 2,27- 1,61- 1,24 2,02 3,45 8,15 5,17
Denmark 3,02 1,61 1,02 4,09 7,20 6,89 5,46 4,63
Estonia 0,54 0,98 2,37 225 2,17 3,68 3,28 2,81-
Finland 7,41 5,30 322 434 4,12 647 7,87 5,40
France 0,72 1, 1(; 2,21- 0,94; 0,24; 0,69 0,43 1,36-
Germany 1,36- 2,84; 3,39- 2,37- 2,31- 0,86 2,64 1,81
Greece 3,11 231 3,49 0,78 1,12 4,78 3,04 1,34
Hungary 2,72 2,14; 1,22- 0,82- 3,91- 3,89- 0,36- 0,41-
Ireland 502 324 2,61 3,40 4,15 532 2,08 8,22-
Italy 2,12 1,01 0,26- 0,86 1,44; 0,85 2,64 0,8(;
Latvia 0,71- 0,91- 0,01 1,43 232 1,9 251 2,07-
Lithuania 2,14; 0,32- 0,68 0,46 2,24 228 2,15 I,Oé
Luxemburg 6,27 2,51 0,98 0,69- 0,60 2,22 4,10 2,70
Malta 5,41_ 1,95- 8,0(; 2,82- 1,78 1,41 1,90 2,14;
Netherlands 3,40 0,1?; 1,8(; 0,13- 2,03 3,06 2,58 3,85
Poland 3,33_ 3,44; 4,27- 1,27- 1,29- 0, 18_ 2,99 0,04;
Portugal 1,23_ 0,19_ 1,59_ 1,07_ 3,87_ l,lé 0,58 1,4(;
Romania 822 5,20 493 3,53 1,45 0,19 0,01 2,39_
Slovenia 0,87_ 0,87 0,34; 0,0é 0,22 0,84 3,12 1,11
Slovakia 2,29_ 4,32; 1,57 2,28 0,31 0,06 1,54 0,42
Spain 3,84 3,23 340 3,12 448 521 4,73 -
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2,14
Sweden 345 0,96 1,14 3,05 444 530 6,07 3,68

United Kingdom 2,23 0,01 098 125 1,58 031 0,05 3,94
Note: Negative (i.e. unsustainable) values are in red.
Source: Own calculations based on data from European Commission online database (2009).

Similar are results for the second sustainability criterion (equation [2]): the difference
between primary budget balance-to-GDP ratio and interest rate spread over economic growth,
multiplied by public debt-to-GDP ratio — see Table 5. These calculations show that high(er)
public debt-to-GDP ratio might not be problematic if a country sustains a sound economic
growth at given interest rates and budget balances. And vice versa: low public debt-to-GDP
ratio does not guarantee fiscal sustainability if economic growth and interest rates are not
properly balanced, ceteris paribus budget balances (see e.g. Germany and the United
Kingdom).

50



Ekonomska istrazivanja, Vol. 23 (2010) No. 4 (37-62)

Table 5:

Second sustainability measure: the difference between primary budget balance-to-GDP
ratio and interest rate spread over economic growth times public debt-to-

GDP ratio
Country 2001 2002 2003 2004 2005 2006 2007 2008
Austria 1,49 1,23 0,1 1- 1,77- 1,49 1,62 2,62 198
Belgium 3,38 349 258 4,75 1,18 494 4,15 1,04
Bulgaria 8,05 4,38 3,04 6,32 5,14 6,62 2,82 4,13
Czech republic 4,3(; 5,62; 5,33- 0,33- 1,86- 0,3’; 2,15 0,1 1-
Cyprus 1,99 2,59- 2,09- 0,92 1,86 3,44 8,17 547
Denmark 3,19 1,57 1,02 4,05 7,42 7,07 5,65 4,24
Estonia 0,53 0,92 2,35 225 2,16 3,66 3,29 2,94;
Finland 7,36 5,29 3,07 428 4,17 6,46 7,92 542
France 0,62 1,3(; 2,5(; 1,14; 0,41_ 0,68 0,29 1,63_
Germany 1,32; 2,96_ 3,5é 2,51_ 2,45_ 0,77 2,63 1,70
Greece 2,56 2,00 3,22 0,33 0,84 4,58 2,80 0,93
Hungary 2,33 2,97- 1,82- 1,34; 4,34; 4,47_ 0,65_ 1,06-
Ireland 494 323 256 3,39 4,13 5,33 2,00 8,91-
Italy 1,84 0,97 0,36- 0,69 1,66- 0,64 2,59 1,0(;
Latvia 0,94; 0,96_ 0,13_ 1,30 2,31 1,96 245 3,31_
Lithuania 2,2(; 0,36_ 0,64 045 2,17 2,20 2,06 1,1(;
Luxemburg 6,26 249 0,97 0,71_ 0,59 2,19 4,07 2,36
Malta 5,83- 2,04; 8,62- 3,07- 1,66 1,52 1,77 2,32;
Netherlands 3,37 0,23- 1 ,94; 0,22- 1,95 3,15 2,56 3,11
Poland 3,55- 3,91- 4,77- 1,45- 1,56- 0,43- 2,89 0,33-
Portugal 1,56- 0,47- 1,72- 1,25- 4,21- 1,34; 0,49 1,59-
Romania 6,45 4,57 4,773 3,41 147 025 0,14; 2,61-
Slovenia 1,21- 0,55 0,46- 0,19- 0,14 0,74 3,15 1,04
Slovakia 2,52- 4,26- 1,37 2,09 048 0,07 1,43 0,39
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Spain 3,80 3,19 3,41 3,08 4,47 522 4,77 2,35
Sweden 3,31 0,94 1,07 3,02 438 5,38 6,19 3,73

United Kingdom 2,33 0,11 1,16 145 1,76 048 0,22 445
Note: Negative (i.e. unsustainable) values are in red.
Source: Own calculations based on data from European Commission online database (2009).

20 (out of 27) economies had a negative value for our second sustainability criteria — the same
as above, and 10 of them have had negative values for at least three subsequent years. The
most vulnerable economies in this respect are (again) Czech Republic, France, Germany,
Hungary, Poland, Portugal and the United Kingdom. In 2008 13 (out of 27) EU Member
States — similar as above — exceeded the criterion with the highest deviation again in Ireland
and the United Kingdom. This means that approximately half of the selected countries
exhibited sustainability problems already in 2008'> — the first year that countries really
witnessed the crisis.

To sum up, we might say that selected economies entered year 2008 (and onwards) fiscally
sound. Even though countries are quite diversified in fiscal balances, public debt and other
parameters, the selected sustainability set of criteria shows that all countries (except two or
three countries with negligible negative values) were fiscally sustainable, taking into account
both sustainability measures. But in 2008 the problems with the global crisis occurred and
half of the selected economies crossed the cut-off point below which the fiscal position tends
not to be sustainable (according to selected two sets of criteria).

One of our aims was to identify what might the realistic estimates for fiscal sustainability of
EU Member States be. We saw above that there is no simple answer to this question and that
there are many “cross-section” and “time series” particularities. Estimates of parameters for
fiscal sustainability vary between countries and time. However, we saw above that most EU
Member States entered year 2008 with healthy public finances, measured by selected
sustainability criteria. But how much free space did they have for tackling financial and
economic crisis in 2009 and 2010? How much of GDP can they afford to spend for policy
measures under the condition, that they remain fiscally sustainable? We try to find some
answers in the next subsection.

4.3 The question of sustainable fiscal policies in 2009 and 2010

Policy makers (and academics) have been largely debating on policy measures that have to be
undertaken in order to battle global financial and economic crisis. Usually fiscal stimuli are
used, involving mass of fiscal budget funds for direct and indirect support of the economy,
nationalization of banks, etc. In our analysis we would like to estimate if such stimuli are
fiscally sustainable or even more, we would like to offer a plain technical solution, answering
the question, how much space a country has for funding these policy measures and still
sustains fiscal sustainability.

To do so, we first estimate “the sustainable primary and total budget balance” for 2009 and
2010 (individually for each country), and then calculate the difference in budget balance in

2 In 2007 there were only 3 such countries with almost negligible negative values according to this criterion.
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2009 and 2010, respectively, against 2008. This difference shows how many % of GDP these
countries can really spend on crisis policy measures, keeping other structures of fiscal policy
constant (at the level of 2008).

Data shows (Figure 2) that in all countries the Maastricht 3% limit for total budget
deficit-to-GDP ratio is critically unsustainable in 2009 and 2010. In fact, 20 EU Member
States would need to have budget surplus, aiming to achieve fiscal sustainability in 2009 —
figures are less strict in 2010, though.

Figure 2:
Estimated sustainable total budget balance (as % of GDP) in 2009 and 2010

Maastricht Limit m 2010
8303%‘:""“'%%5%%”3‘8-‘“ Tfg5ifs58seifzy
§8§g%szﬁéeggzﬁégﬁégééw@ﬁgEg
LR F A R 25 8

; E

7 5

Source: Own calculations based on data from European Commission online database (2009).

However, in our opinion the differences between estimated sustainability figures and
forecasted balances in 2009 and 2010, respectively, are much more relevant. These
differences actually show which direction fiscal policy should follow in order to stay
sustainable according to actual economic performance of selected countries. These estimates
are reported in Figure 3.
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Figure 3:

Estimated sustainable change in actual total budget balance
(as % of GDP) in 2009 and 2010
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Source: Own calculations based on data from European Commission online database (2009).

Note that in order to achieve fiscal sustainability measures all of the selected countries (with
two exceptions) would need a severe revision of their budgets. On average (in fact expressed
by median) EU Member States would need to improve their budget balances for 5% points
compared to forecasts. High diversity of these “necessary” changes is noticed here, though.
Three countries would need the most severe actions — the United Kingdom, Latvia and Ireland
— with expected correction in 2010 at the level from 13 to 17% points (!).

We find that in recent times of financial/economic crisis most EU Member States face with
fiscal difficulties, some member states (but not all) are not fiscally sustainable due to
increased fiscal expenditures, applying selected sustainability measures. Indeed, our analysis
shows that all EU Member States (with only two exceptions) would have to decrease budget
deficit in 2009 and 2010 in order to achieve sustainable budget balance, taking into account
relevant macroeconomic variables in the past (i.e. 2008), and in 2009 and 2010, respectively.

So, did EU Member States really have some space to tackle financial crisis? Taking into
account period before actual financial/economic crisis, we saw that fiscal position was
sustainable in most of EU Member States. Following this finding, we assume that massive
fiscal deficits which can be noticed in 2009 and in 2010, or more precisely, the extensive
jumps in fiscal deficits compared to 2008, are mainly due to lower fiscal incomes as a
consequence of lower economic growth and policy measures for tackling financial/economic
crisis. In this context, however, we can argue that these changes in fiscal deficits are not
sustainable and thus too high. Our estimates predict that in 2009 about two thirds of the
economies in question should have budget surplus, taking into consideration other relevant
macroeconomic variables, such as economic growth, etc. In 2010, however, a more loosened
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fiscal policy would be possible, but still significantly lower fiscal deficit than forecasted
would be sustainable.

S SUMMARY AND POLICY RECOMMENDATIONS

The main idea of the presented paper was to look deeply into fiscal sustainability questions of
EU member states. In recent times of financial and economic crisis all EU member states (and
most other economies) tackle with necessary policy measures that have to be taken in order to
preserve the economy from negative effects of the crisis. However, these steps usually cost
money, and this money is usually public money. Therefore obvious question arises: will these
policy measures be fiscally sustainable.

On the basis of theoretical literature we conclude that putting fixed limit to public
debt-to-GDP and budget balance-to-GDP ratio is a too simplified solution if one is aiming to
estimate/determine, what the sustainable fiscal position of an economy is. Further, the review
of theoretical and empirical solutions leads us to conclusion that sustainable fiscal policy
might be defined with public debt-to-GDP and budget balance-to-GDP ceilings, but taking
into account some underlying country specific parameters.

On the basis of our calculations we argue that most EU Member States entered year 2008 with
healthy public finances, measured by selected sustainability criteria. However, in recent times
of financial/economic crisis most EU Member States face with fiscal difficulties and most of
these states are currently not fiscally sustainable due to increased fiscal expenditures,
applying selected sustainability measures. Even more: our analysis shows that almost all EU
Member States would have to decrease budget deficit in 2009 and 2010, in order to achieve
sustainable budget position.

We find that massive fiscal deficits which can be noticed in 2009 and in 2010, or more
precisely, the extensive jumps in fiscal deficits compared to 2008, are mainly due to lower
fiscal incomes as a consequence of lower economic growth and policy measures for tackling
financial/economic crisis. In this context, however, we can argue that these changes in fiscal
deficits are not sustainable and thus too high. Our estimates predict that in 2009 about two
thirds of the economies in question should have budget surplus, taking into consideration
other relevant macroeconomic variables, such as economic growth, etc. In 2010, however, a
more loosened fiscal policy would be possible, but still significantly lower fiscal deficit than
forecasted would be sustainable.

We conclude that EU Member States should really carefully select policy measures for
tackling financial crisis, because fiscal policies in the period from 2008 to 2010 are
predominantly not sustainable.
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Appendix I: Historical, estimated and forcasted country data for the analysis

Austria Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010 | 2009 2010
Total budget balance % of GDP -1,7 00 -07 -14 44 -16 -16 -05 -04 -42 53 1,6 -0,5 58 4,8
Public debt % of GDP 66,4 670 664 654 648 63,7 62,0 594 625 704 752 584 60,5| | -12,0 -14,7
Primary budget balance % of GDP 1,8 34 2,5 1,5 -1,5 1,3 1,1 2,2 2,1 -11 -2,1 4,7 2,6 58 4,7
Growth of GDP % 4.8 2,4 3,0 2,0 4,2 5,0 53 53 42 27 0,9 -2,7 0,9
Cost of public debt % 5,2 4,9 4,5 4,6 4,7 4,5 4,6 44 48 4,6 4,8 4,6
1st sustainability criteria 1,5 1,6 1,3 -0,1 -1,7 1,6 1,7 2,6 22 -6,1 -4,6 0,0 0,0
2nd sustainability criteria 5,0 1,5 1,2 -0,1 -1,8 1,5 1,6 2,6 2,0 -64 -4,9 0,3 0,4
Belgium Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 0,0 0,5 00 -0,1 -03 -2,7 03 -02 -12 -45 -6,1 1,1 -0,9 5,6 52
Public debt % of GDP 107,83 106,5 1034 98,6 943 922 879 84,0 89,6 957 1009 86,0 88,0 -9,7 -12,9
Primary budget balance % of GDP 6,6 6,9 5,7 52 4,4 1,5 4,2 3,6 25 -06 -21 50 3,0 5,6 §11
Growth of GDP % 5,7 2,8 34 2,6 5.4 43 53 52 29 -13 1,0 -1,3 Lo
Cost of public debt % 6,1 5,5 5,3 5,0 4,6 4,5 4,5 45 43 4,2 4,3 4,2
1st sustainability criteria 6,1 3,5 35 2,5 4.8 1,3 5,0 4,2 14 -57 51 0,0 0,0
2nd sustainability criteria 12,7 3.4 3,5 2,6 4,8 1,2 4,9 4,1 1,0 60 -54 0,2 0,2
Bulgaria Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP -0,3 0,6 -0,8 -03 1,6 1,9 3,0 0,1 L5 -05 -03 -0,4 -0,4 0,1 -0,1
Public debt % of GDP 743 673 53,6 459 379 292 22,7 182 141 160 173 12,3 124 -3,7 4,9
Primary budget balance % of GDP 3,7 4,0 1,5 1,7 3,4 3,6 4,4 1,1 24 03 0,4 0,4 0,4 0,1 0,0
Growth of GDP % 12,5 11,1 9,1 6,9 12,1 10,2 153 14,5 18,1 3.2 3,0 3,2 3,0
Cost of public debt % 5,1 3,7 4,0 4,4 4,9 5,5 5,0 58 59 4,5 59 4,5
1st sustainability criteria 9,0 8,1 4,1 2,9 6,2 49 6,5 2,7 4,1 0,0 0,2 0,0 0,0
2nd sustainability criteria 13,0 8,0 4.4 3,0 6,3 5,1 6,6 2,8 4,1 -0,1 0,1 0,1 0,2
Czech republik Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP -3,7 -57 -68 -66 -30 -36 -26 -06 -1,5 -43 -49 0,3 -0,5 4,6 44
Public debt % of GDP 18,5 25,1 285 30,1 304 298 29,6 289 298 337 379 28,1 289 -5,6  -9,0
Primary budget balance % of GDP 29 47 55 55 -18 24 -15 0,5 -03 -32 -37 1,4 0,6 4,6 4,3
Growth of GDP % 52 7.4 4.8 4,6 9,2 6,0 7.8 9,8 50 -1.2 1,7 -1,2 1,7
Cost of public debt % 5,8 5.4 4,0 4,4 4,2 4,0 4,1 44 36 3,6 3,6 3,6
1st sustainability criteria 27 -38 54 52 -02 -18 -03 2,2 0,0 -47 -4,3 0,0 0,0
2nd sustainability criteria -9 43 57 53 -03 -19 -04 22 -0,1 -48 -4.4 0,0 0,0
Cyprus Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 23 22 44 65 41 24 -12 34 09 -19 -26 -2,6 -1,5 -0,7 1,1
Public debt % of GDP 58,8 60,7 64,6 689 702 69,1 646 594 49,1 475 479 47,8 46,7 03 -1,2
Primary budget balance % of GDP 1,0 1,1 -12 -3,1 -0,8 1,1 2,1 6,5 3,8 0,4 -0,4 -0,3 0,8 -0,7 1,2
Growth of GDP % 9,1 7,5 33 7,1 7,6 6,4 7,2 8,0 87 56 3,2 56 3,2
Cost of public debt % 6,0 5.4 5,6 5,2 5,3 5,1 52 53 49 4,8 4,9 4,8
1st sustainability criteria 3,1 24 23 -1,6 1,2 2,0 3,5 8,2 52 0,8 -1,1 0,1 0,0
2nd sustainability criteria 6,4 20 26 -21 0,9 1,9 3,4 8,2 55 0,7 -1,2 0,0 0,1
Denmark Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 2,4 1,5 0,3 0,1 2,0 52 52 4,5 36 -15 -39 0,6 -0,5 2,1 3,4
Public debt % of GDP 51,7 474 46,8 458 445 37,1 31,3 268 333 325 337 31,7 328 -0,8 -0,9
Primary budget balance % of GDP 5,9 4,8 33 2,7 43 7,0 6,8 6,1 50 01 -23 2,2 1,1 2,1 34
Growth of GDP % 6,6 32 2,8 2,0 4,7 5.4 5,4 3,6 3,1 -18 1,7 -1,8 1,7
Cost of public debt % 6,6 6,5 5,7 5,3 4,3 4,5 53 54 47 5,0 4,7 5,0
1st sustainability criteria 5.8 3,0 1,6 1,0 4,1 7,2 6,9 55 46 -2,1 -3,3 0,0 0,1
2nd sustainability criteria 9,3 32 1,6 1,0 4,1 7,4 7,1 5,6 42 -20 -34 0,1 0,0
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Estonia Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010 | 2009 2010
Total budget balance % of GDP -0,2  -0,1 0,3 1,7 1,7 1,5 2,9 2,7 -3,0 -30 -39 0,4 0,1 34 4,0
Public debt % of GDP 52 4,8 5,6 5,5 5,0 4,5 4,3 3,5 48 68 78 4,2 4,6 -2,6  -3,2
Primary budget balance % of GDP 0,0 0,1 0,5 1,9 1,9 1,7 3,1 29 2,7 -27 -3,4 0,7 0,4 3.4 3,8
Growth of GDP % 144 133 122 12,1 11,0 149 182 16,5 39 -10,3 -16 -10,3 -1,6
Cost of public debt % 4,4 4,7 4,0 4,0 4,6 5,3 5.4 89 56 72 5,6 7,2
1st sustainability criteria 0,5 0,5 1,0 2,4 2.3 2,2 3,7 3,3 28 -37 -4,0 0,0 0,0
2nd sustainability criteria 0,7 0,5 0,9 2,3 2,2 2,2 3,7 33 29 -38 -4,1 0,0 0,0
Finland Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 6,9 5,0 4,1 2,6 2,4 2,8 4,0 52 42 -0,8 -2,9 0,9 -0,6 1,7 2,3
Public debt % of GDP 43,8 423 413 444 442 414 392 351 334 397 457 3,3 32,9 -84 -12,8
Primary budget balance % of GDP 9,7 7,6 6,2 43 4,0 43 5,4 6,7 56 05 -15 2,2 0,7 7 22
Growth of GDP % 7.8 5,7 2,9 1.4 4,4 32 6,3 7,6 36 -30 1,8 -3,0 L8
Cost of public debt % 6,3 5,1 4,2 3,8 3,5 3,6 4,1 4,1 3,8 3,6 3,8 3,6
1st sustainability criteria 10,3 7.4 53 32 43 4,1 6,5 7,9 54 -20 -21 0,0 0,0
2nd sustainability criteria 13,1 7.4 53 3,1 4,3 4,2 6,5 7,9 54 -22 23 0,1 0,1
France Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP -5 -1, 3,1 41 36 29 23 27 34 -66 -70 L3 -0,7 7,9 6,3
Public debt % of GDP 573 56,9 588 629 649 664 63,7 638 68,0 797 860 64,7  66,5| | -150 -19,5
Primary budget balance % of GDP 1,4 1,5 -02 -13 -09 -03 0,3 0,0 -0,6 -38 -4,0 4,1 2,1 7,9 6,1
Growth of GDP % 5.4 39 34 3,0 4,1 4,0 4,7 4,9 30 -16 1,0 -1,6 1,0
Cost of public debt % 5.4 53 4,9 4,5 4,2 4,1 4.4 45 41 3,8 4,1 3,8
1st sustainability criteria 1,6 0,7 -1.1 22 09 -02 0,7 04 -14 -79 -6,1 0,3 0,0
2nd sustainability criteria 45 06 -1,3 2,5 -1,1 -04 0,7 03 -1,6 -83 -6,4 0,4 0,2
Germany Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 1,3 28 -37 40 -38 -33 -1,5 -02 -0,1 -39 -5,9 2,8 -0,6 6,7 53
Public debt % of GDP 59,7 58,8 603 638 656 678 67,6 651 659 734 787 61,2 64,5|| -12,2 -14,2
Primary budget balance % of GDP 4,5 02 -07 -1,1 -1,0 -0,5 1,3 2,6 26 -10 -29 57 2,3 6,7 52
Growth of GDP % 2,5 2,5 1.4 1,0 22 1,5 3,5 4,4 29 -42 1,0 -4,2 1,0
Cost of public debt % 5,1 52 4,9 4,5 43 43 4,3 43 42 4,1 4,2 4,1
1st sustainability criteria 28 -14 28 -34 24 23 0,9 2,6 1,8 -7,0 -5,1 0,2 0,0
2nd sustainability criteria 60 -14 30 -36 -25 -24 0,8 2,6 1,7 -72 54 0,5 0,3
Greece Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 3,7 45 48 57 715 51 28 -36 -50 -51 -5,7 -1,0 -2,5 4,1 3,2
Public debt % of GDP 101,8 102,9 101,5 97,8 98,6 988 959 948 97,6 1034 108,0 92,6 94,1| | -108 -13,9
Primary budget balance % of GDP 3,6 2,0 0,7 -0,7 -26 -07 1,3 0,5 -0,7 -05 -0,9 3,6 2,1 4,1 3,0
Growth of GDP % 10,4 7,4 7,0 9,4 8,4 6,3 7,9 7,0 65 11 2,7 1,1 2,7
Cost of public debt % 6,9 5,7 5.4 5.4 4,7 4,5 4,6 48 48 4,8 4,8 4,8
1st sustainability criteria 6,9 3,1 2,3 3,5 0,8 1,1 4.8 3,0 1,3 -4,0 -2,8 0,0 0,0
2nd sustainability criteria 14,2 2,6 2,0 32 0,3 0,8 4,6 2,8 0,9 -43 -3,1 0,2 0,2
Hungary Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 29 40 90 -72 -64 -78 92 49 34 -34 -39 1,6 -2,2 50 L7
Public debt % of GDP 542 52,1 558 58,1 594 61,7 656 658 730 808 823 68,5 72,1||-123 -102
Primary budget balance % of GDP 2,4 06 -49 -31 20 -37 -53 -09 08 14 1,0 6,4 2,6 5,0 1,6
Growth of GDP % 156 129 12,3 103 9,4 6,3 8,1 6,9 4,1 -20 3,0 -2,0 3,0
Cost of public debt % 9,6 8,8 8,1 8,3 7,3 6,8 6,5 6,6 64 6,2 6,4 6,2
1st sustainability criteria 5,6 2,7 2.1 -2 -08 -39 -39 -04 -04 -50 -14 0,2 0,0
2nd sustainability criteria 10,9 23 30 -18 -13 43 45 -06 -1,1 -54 -1,7 0,6 0,3
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Ireland Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010 | 2009 2010
Total budget balance % of GDP 4.8 09 -04 0.4 1.4 1,7 3,0 02 -7,1 -12,0 -156 4,1 1,3 16,1 16,9
Public debt % of GDP 37,7 355 322 31,1 294 27,5 249 250 432 612 797 40,3 43,5 | -20,9 -36,2
Primary budget balance % of GDP 6,8 2,4 1,0 1,7 2,5 2,7 3,9 1,1 -6,1 -98 -125 6,3 3,5 16,1 16,0
Growth of GDP % 158 11,6 11,3 7,1 6,8 8,9 9,3 75 -2,6 -101 -2,9 -10,1 -2,9
Cost of public debt % 4,4 4.4 4,3 3,8 3,7 3,6 3,9 39 46 4,9 4,6 4,9
1st sustainability criteria 10,8 5,0 32 2,6 3,4 4,1 53 2,1 -82 -18,2 -17,9 0,0 0,0
2nd sustainability criteria 12,8 49 32 2,6 3,4 4,1 53 2,0 -89 -188 -18,7 0,4 0,1
Italy Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP -0,8  -3.1 29 35 35 43 33 -15 -27 -45 -4,8 2,5 -1,8 7,0 3,0
Public debt % of GDP 1092 108,83 105,7 1044 103,8 1058 106,5 103,5 1058 113,0 116,1 10,4 1058\ | -11,6 -10,3
Primary budget balance % of GDP 5,5 32 2,7 1,6 1,2 0,3 1,3 3,5 24 02 0,1 7,2 2,9 70 28
Growth of GDP % 5,7 4,8 3,7 3,1 4,2 2,7 39 4,0 1,8 -25 1,7 -2,5 L7
Cost of public debt % 6,0 53 5,0 4,7 4,6 4,5 4,9 50 43 4,4 4,3 4,4
1st sustainability criteria 5.4 2,1 1,0 -03 09 -14 0,9 26 -08 -73 -28 0,0 0,0
2nd sustainability criteria 11,7 1,8 1,0 -04 0,7 -1,7 0,6 26 -1,0 -75 -3,0 0,3 0,0
Latvia Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 28 21 23 -6 -10 -04 -05 -04 -40 -11,1 -136 2,3 1,1 134 14,7
Public debt % of GDP 12,3 140 13,5 14,6 149 124 10,7 9,0 19,5 341 501 154 17,1\ | -18,7 -33,0
Primary budget balance % of GDP -,8  -1,2  -1,5 -0,9 -0,3 0,2 0,0 0,1 -3,1 -9,7 -11.3 3,7 2,5 13,4 13,8
Growth of GDP % 11,4 99 10,3 11,0 16,3 21,9 233 323 9,9 -150 -6,7 -15,0 -6,7
Cost of public debt % 8,0 6,3 5,8 5,6 4,9 5,0 62 11,0 61 6,3 6,1 6,3
1st sustainability criteria -4 -0,7 -09 0,0 1,4 23 2,0 2,5 2,1 -162 -17,0 0,0 0,0
2nd sustainability criteria 04 -09 -1,0 -0, 1,3 2,3 2,0 2,5 -33 -169 -17.8 0,4 0,3
Lithuania Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 32 36 -19 -13 -15 -05 -04 -10 -32 -54 -80 1,1 0,8 6,5 8,8
Public debt % of GDP 23,7 23,1 223 21,1 194 184 18,0 17,0 156 226 319 12,6 13,1]|] -10,0 -18,8
Primary budget balance % of GDP -1,5 2,0 -0,6 0,0 -0,6 0,3 03 -03 -26 -43 -65 2,2 1,9 6,5 8,4
Growth of GDP % 4,7 6,3 7,1 94 10,1 149 149 185 13,6 -89 -59 -8,9 -5,9
Cost of public debt % 7,2 6,0 6,4 4,7 4,7 4.4 4,6 40 64 6,2 6,4 6,2
1st sustainability criteria 2,1 2,1 -03 0,7 0,5 2,2 2,3 2,1 -1,1 -74 -9,9 0,0 0,0
2nd sustainability criteria -04 22 -04 0,6 0,4 2,2 2,2 2,1 -1,1 -78 -104 0,3 0,3
Luxemburg Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 6,0 6,1 2,1 0,5 -1,1 0,0 1,4 3,6 2,6 -15 -2,8 0,2 -0,3 7 25
Public debt % of GDP 6,4 6,5 6,5 6,2 6,3 6,1 6,7 6,9 147 16,0 164 144 14,9 -1,6 -1,5
Primary budget balance % of GDP 6,3 6,4 2,4 0,7 -0,9 0,2 1,5 3,9 29 -09 -2,2 0,8 0,3 1,7 2,5
Growth of GDP % 10,6 2,6 6,3 7,7 6,5 9,9 122 7,3 0,7 -11 1,8 -1,1 1,8
Cost of public debt % 4,8 4,9 33 3.4 3,5 1,8 4.8 44 40 3,8 4,0 3,8
1st sustainability criteria 6,7 6,3 2,5 1,0 -0,7 0,6 2,2 4,1 2,7 -7 -2,5 0,0 0,0
2nd sustainability criteria 7,0 6,3 2,5 1,0 -0,7 0,6 2,2 4,1 2,4 -17 -2,5 0,1 0,0
Malta Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 62 -64 55 98 47 29 26 22 47 -36 -32 -0,8 -1,2 2,8 2,0
Public debt % of GDP 559 62,1 60,1 693 722 698 63,7 62,1 641 670 689 62,4 62,8 -4,6 -6,1
Primary budget balance % of GDP 2,5 31 -19 64 -1,1 0,8 1,0 L1 -14 -02 0,4 2,6 2,2 2,8 1,8
Growth of GDP % 9.4 1,6 59 2,6 2,6 6,7 6,3 6,6 40 14 2,0 1,4 2,0
Cost of public debt % 6,0 6,1 5,8 5,3 5,5 5,5 5,5 55 54 55 5,4 55
1st sustainability criteria 09 54 20 -80 -2,8 1,8 1,4 1,9 2,1 -27 -1,8 0,1 0,1
2nd sustainability criteria 28 58 20 -86 -3l 1,7 1,5 1,8 24 -29 -20 0,1 0,0
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Netherlands Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010 | 2009 2010
Total budget balance % of GDP 20 -02 -21 -31 -1,7 -03 0,6 0,3 1,0 -34 -61 1,0 -0,3 4,4 58
Public debt % of GDP 53,8 50,7 50,5 52,0 524 518 474 456 582 570 631 545 558 -2,5  -7,3
Primary budget balance % of GDP 5,6 2,9 0,7 -0,6 0,7 2,1 2,8 2,6 32 -08 -3,4 3,6 2,3 4,4 57
Growth of GDP % 8,2 7,1 39 2,5 3,0 4,5 52 5,0 49 -19 0,7 -1,9 0,7
Cost of public debt % 6,2 5,7 5,1 4,8 4,8 4,5 5,1 51 44 4,8 4,4 4,8
1st sustainability criteria 6,4 34 -0, -1,8  -0,1 2,0 3,1 2,6 3,9 -45 -5,7 0,0 0,1
2nd sustainability criteria 10,0 34 02 -19 -02 2,0 3,1 2,6 3,1 -44 -6,0 0,2 0,0
Poland Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 3,0 5.1 50 -63 -57 43 -39 -19 -39 -66 -7,3 -0,2 -1,1 6,4 6,2
Public debt % of GDP 36,8 37,6 422 47,1 457 47,1 47,7 449 47,1 536 59,7 43,7 44,6 -9,9 -151
Primary budget balance % of GDP 00 -20 -21 -33 -29 -1,5 -1,2 04 -1,7 -37 -43 2,7 1,8 6,4 6,1
Growth of GDP % 11,8 4,7 3,7 43 9,7 6,4 7,8 109 82 05 2,4 0,5 24
Cost of public debt % 8,8 8,0 7.4 6,5 6,5 6,2 5,3 53 62 5,7 6,2 57
1st sustainability criteria 3 33 34 43 -13 -1,3 -02 3,0 00 -63 -59 0,0 0,0
2nd sustainability criteria 43 35 -39 48 -14 -1,6 -04 29 -03 -67 -63 0,2 0,3
Portugal Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 29 43 28 29 34 61 -39 26 -26 -65 -67 1,0 -0,5 7,5 6,2
Public debt % of GDP 50,4 529 555 569 583 63,6 64,7 635 664 754 815 64,2 657 |-11,2 -158
Primary budget balance % of GDP 0,1 -1,3 00 -02 -0,7 -35 -1,2 0,2 03 -36 -34 3,9 24 7,5 58
Growth of GDP % 7,1 5.8 4,7 2,3 4,0 3,5 4.2 5,0 1,8 -15 0,8 -1,5 0,8
Cost of public debt % 6,3 5,5 5,0 4,9 4,6 4.4 4,5 46 43 4,4 4,3 44
1st sustainability criteria 0,7 -12 -02 -1,6 ~-1,1 -39 -1.2 0,6 -1.4 -76 -6,0 0,0 0,0
2nd sustainability criteria 37 -1,6 -05 -1,7 -12 42 -13 0,5 -1,6 -8,0 -6,3 0,2 0,0
Romania Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 47 35 20 -15 -12 -12 22 25 54 -51 -5,6 -0,6 -0,8 4,5 4,8
Public debt % of GDP 24,6 257 249 21,5 18,7 158 124 12,7 13,6 182 22,7 11,7 119 -6,5 -10,8
Primary budget balance % of GDP -0,7  -0,1 0,5 0,1 02 -01 -1,3 -1,8 -47 -36 -40 0,9 0,7 4,5 4,7
Growth of GDP % 484 456 289 299 253 16,8 193 19,8 22,1 53 6,6 53 6,6
Cost of public debt % 20,1 12,5 8,3 8,2 6,9 6,8 6,8 6,7 11,6 9,4 11,6 9,4
1st sustainability criteria 7,2 8,2 5,2 49 3,5 1,5 0,2 00 -24 -41 -4,1 0,0 0,0
2nd sustainability criteria 11,2 6,4 4,6 4,7 3.4 1,5 03 -01 -26 -47 -46 0,2 0,4
Slovenia Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 38 41 25 27 22 -14 -13 0,5 -09 -55 -6,5 0,4 -0,6 59 59
Public debt % of GDP 26,8 274 281 275 272 27,0 26,7 234 228 293 349 20,6 21,5 -8,7 -13,4
Primary budget balance % of GDP -14 -1,7 -03 -0,7 -0,5 0,1 0,1 1,8 0,2 -39 -4,7 2,0 1,0 5,9 57
Growth of GDP % 10,0 11,8 12,0 8,6 7.8 6,0 8,0 11,2 88 -16 2,8 -1,6 2,8
Cost of public debt % 10,0 9,0 7,7 6,7 5,8 5,6 5.4 51 69 6,3 6,9 6,3
1st sustainability criteria -1,1 -0,9 09 -03 -0, 0,2 0,8 3,1 1,1 -60 -5,5 0,1 0,0
2nd sustainability criteria 1,3 -1.2 05 -0,5 -02 0,1 0,7 32 1,0 -64 -5,9 0,3 0,2
Slovakia Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP -123 65 82 -28 -24 -28 35 -19 22 -47 54 -0,3 -1,2 4,4 4,2
Public debt % of GDP 50,3 48,9 434 424 414 342 304 294 276 322 363 255 26,5 -6,7 -9,8
Primary budget balance % of GDP 82 25 47 -03 -02 -1, 20 -0,5 -09 -33 -40 L1 0,2 4,4 4,2
Growth of GDP % 10,9 8,6 88 103 11,3 9,1 11,7 11,7 9,5 10 4.4 1,0 44
Cost of public debt % 8,6 7,8 6,4 5,8 4,5 4,9 5,1 48 51 4,5 51 4,5
1st sustainability criteria -68 23 -44 1,6 2,3 0,3 0,1 1,5 04 -44 -3,8 0,0 0,0
2nd sustainability criteria -2,7  -2,5 43 1.4 2,1 0,5 0,1 1.4 04 -46 41 0,0 0,2
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Spain Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP -1,0 06 -05 -02 -03 1,0 2,0 22 -38 -86 -98 0,9 -0,3 9,5 9,5
Public debt % of GDP 59,2 55,5 52,5 48,7 462 43,0 396 362 395 508 623 37,0 381 -13,8 -24,2
Primary budget balance % of GDP 2,2 2,4 2,2 2,1 1,7 2,8 3,7 38 -23 -69 -7,8 2,6 1,4 9,5 9,2
Growth of GDP % 8,7 8,0 7,1 7,4 7,4 8,1 8,1 7,0 42 21 0,9 -2,1 0,9
Cost of public debt % 5,5 52 4,7 4,4 4,2 43 4,3 43 42 4,0 4,2 4,0
1st sustainability criteria 42 3,8 32 3,4 3,1 4,5 5,2 47 2,1 97 -9,2 0,1 0,0
2nd sustainability criteria 7,4 3,8 32 3,4 3,1 4,5 5,2 48 -23 -10,1 -9,7 0,3 0,2
Sweden Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 3,7 1,6 -12 -09 0,8 2,3 2,5 3,8 2,5 -2,6 -3,9 1,1 -0,6 3,7 3,3
Public debt % of GDP 53,6 544 52,6 523 51,2 51,0 459 40,5 38,0 44,0 4772 358 37,3 -82 -9,9
Primary budget balance % of GDP 7,2 4.4 1,7 1,1 2,4 3,9 4,2 5,6 42 -12 -2,5 2,5 0,8 3,7 3,3
Growth of GDP % 59 3.4 4,1 39 4,4 42 6,1 5,6 3,1 -25 1,7 -2,5 L7
Cost of public debt % 5.4 5,5 4,0 32 3,3 3,5 4,1 43 36 3,2 3,6 3,2
1st sustainability criteria 6,9 34 1,0 1,1 3,1 4,4 53 6,1 3,7 -37 -31 0,2 0,0
2nd sustainability criteria 10,4 33 0,9 1,1 3,0 4,4 5,4 6,2 3,7 -39 -32 0,3 0,2
United Kingdom Data Simulation Difference
under the two
conditions
Variable Unit 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2009 2010] | 2009 2010
Total budget balance % of GDP 3,6 05 -20 -33 34 34 27 27 -55 -115 -138 1,7 -0,6 13,2 13,2
Public debt % of GDP 41,0 37,7 37,5 387 40,6 423 434 442 520 684 817 48,8 50,9|| -19,6 -30,8
Primary budget balance % of GDP 6,3 2,9 00 -14 -1,5 -13 -0,7 -05 -31 -94 -108 3,8 1,5 13,2 12,3
Growth of GDP % 5,1 4,6 53 6,0 53 43 55 6,0 30 -30 16 -3,0 1,6
Cost of public debt % 6,1 5,6 5.4 52 5,4 5,0 5.4 56 39 4,5 3,9 4,5
1st sustainability criteria 5,7 2,2 00 -1,0 -1,2 -1,6 -03 0,0 -39 -136 -125 0,2 0,2
2nd sustainability criteria 8,4 23 01 -12 -14 -18 -05 -02 -44 -141 -131 0,4 0,0
Notes:

1. Estimates are in Bold.
2. Forecasts are in Italics.
Source: Own calculations based on data from European Commission online database (2009).

FISKALNA ODRZIVOST ZEMALJA CLANICA EU U KONTEKSTU TRENUTNE
FINANCIJSKE KRIZE

SAZETAK

Rad se bavi pitanjem fiskalne odrzivosti u trenutnoj financijskoj i ekonomskoj krizi. Iz literature se moze
zakljuciti da je, u pogledu fiskalne stabilnosti, postavljanje fiksnog ograni¢enja u omjer odnosa javnog duga
prema BDP-u i budzetne bilance prema BDP-u previse pojednostavljeno rjeSenje i kako bi odrziva fiskalna
politika mogla biti definirana gornjim granicama odnosa javnog duga prema BDP-u i budZetne bilance
prema BDP-u, uzimaju¢i u obzir neke parametre specificne za pojedinu zemlju. NaSa empirijska analiza
pokazuje da je vecina zemalja Clanica EU usla u 2008. godinu sa zdravim javnim financijama. Ipak, ve¢ina
zemalja ¢lanica EU se sada nalazi u financijskim problemima. Cak §tovise, gotovo sve zemlje ¢lanice EU
moraju u 2009. i 2010. smanjiti budZetni deficit kako bi dostigle odrzivu budZetnu poziciju. Veliki skokovi u
budzetnom deficitu u 2009. i 2010., u usporedbi s 2007. (prije krize) uglavnom su uzrokovani manjim
fiskalnim primanjima koja su posljedica smanjenog ekonomskog rasta i mjera za suzbijanje financijske i
ekonomske krize. Mi tvrdimo da te promjene u fiskalnim deficitima nisu odrzive. Nasa analiza pokazuje da
bi u 2009. oko 2/3 gospodarstava o kojima govorimo trebalo imati proracunski viSak uzimajuci u obzir ostale
relevantne makroekonomske varijable kao Sto su gospodarski rast, itd. U 2010. bi ipak bilo moguce provoditi
opusteniju fiskalnu politiku ali bi jo§ uvijek bio odrziv znatno nizi fiskalni deficit od prognoziranog.

Kljucne rijeci: Javne financije, odrzivost, budZetna bilanca, budzetni deficit, javni dug
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