L))

Check for
updates

Measuring fiscal
guidance transparency

CLAUDIO COLUMBANO, Ph.D.

Article™
JEL: E62, H68, H83
https://doi.org/10.3326/pse.46.2.4

* I wrote this paper while visiting the University of Essex. I am thankful to Lasse Aaskoven, Ileana Stecco-
lini, Marco Trombetta, two anonymous referees, and to 2021 Public Sector Economics Conference partici-
pants for valuable feedback on earlier drafts. I am also grateful to the civil servants of many European Union
governments for assistance in retrieving portions of the data used in this paper. I am solely responsible for
any errors and omissions.

" Received: November 9, 2021
Accepted: February 16, 2022

Claudio COLUMBANO

IE University, C. Cardenal Zuiiiga 12, 40003 Segovia, Spain
e-mail: ccolumbano@faculty.ie.edu

ORCiD: 0000-0003-3066-1080

This is an Open Access article distributed under a Creative Commons Attribution-NonCommercial 4.0 International
@ @ @ License which permits non commercial use and redistribution, as long as you give appropriate credit, provide
[

a link to the license, and indicate if changes were made.


https://orcid.org/0000-0003-3066-1080
http://crossmark.crossref.org/dialog/?doi=10.3326/pse.46.2.4&domain=pdf&date_stamp=2022-06-01

262

(2202) 96T-192 (2) 9%

=
g

o)
>
c
g
Q
=
c
=
o)
>
z
Q

=
m
>
7
c
z
Z
a
el
z
a
>
2
o
c
S
>
z
o
™
—
z
Z
z
&
<]
=
=
o
z
8
~<

Abstract

The public disclosure of medium-term fiscal plans — “fiscal guidance” — repre-
sents an increasingly important, yet understudied element of fiscal transparency
frameworks. This article introduces a dataset that contains a large set of forecasts
on fiscal and economic items issued by all European Union governments over the
period 2001-2018. These forecasts are used to build an index of fiscal guidance
transparency and to explore its main characteristics and correlates. The analysis
reveals that governments are more transparent in their guidance on fiscal flows
and macroeconomic aggregates than on liabilities, assets, and exogenous assump-
tions. In addition, transparency declines in the forecast horizon and in the strength
of the governing coalition. Collectively, the results suggest that fiscal guidance
transparency may be a sensitive area of policymaking that deserves scholarly
attention. Possible uses of the measure of fiscal guidance transparency in research
are discussed.

Keywords: fiscal transparency, forecasts, guidance, Stability and Growth Pact,
disclosure

1 INTRODUCTION

An extensive literature has studied the important topic of government transpar-
ency, so much so that the word has become a “magic concept” in public sector
research (Pollitt and Hupe, 2011). Once seen as a monolithic concept and a syno-
nym of good governance, it is now generally acknowledged that transparency is a
multifaceted and controversial construct (Alt, 2021). Accordingly, scholars have
disaggregated the concept of transparency into smaller “domains” of research
(Cucciniello, Porumbescu and Grimmelikhuijsen, 2017). Of these, the fiscal trans-
parency domain has given rise to a vibrant and growing stream of studies reviewed
in prior work (Alt, 2019; de Renzio and Wehner, 2017).

This article contributes to fiscal transparency research by introducing an index
that measures the extent to which governments are transparent in their “fiscal
forward guidance” (Fujiwara and Waki, 2020) — or “fiscal guidance” for short. In
the context of this article, fiscal guidance means the disclosure by governments of
information that is restricted to politicians and bureaucrats until it is publicly
released and that reflects expectations to, and plans for, the future fiscal and eco-
nomic outlook. Such information — contained in fiscal plans and presented in the
form of forecasts — should improve the information set of private agents insofar as
it quantifies the likely effect of current and future policies on the economy and the
budget, ultimately reducing information asymmetry and policy uncertainty.

Not surprisingly, the role of guidance in promoting fiscal transparency was recog-
nized long ago: “transparency requires the provision of reliable information on the
government’s fiscal policy infentions and forecasts” (Kopits and Craig, 1998: 1,
emphasis added). Yet, empirical evidence does not presently exist about the extent
to which governments are transparent in their fiscal guidance. The objective of this



paper is to introduce a measure of fiscal guidance transparency for all the countries 2 6 3
that were member states of the European Union (EU) in the period 2001-2018. The
measure takes the form of a continuous index that ranks countries based on the
quantity of forecasts that they issue in compliance with the reporting regime estab-
lished by the Stability and Growth Pact (SGP). Since 1997, the SGP reporting
regime imposes on EU governments the annual obligation to publish a fiscal plan
containing numerical, point forecasts on fiscal stocks and flows, economic aggre-
gates and exogenous assumptions (EU, 1997a; 1997b; 1997c¢). As fiscal plans pub-
lished under the SGP are publicly available, these forecasts were retrieved and
organized in a dataset usable by researchers. This dataset covers up to 28 EU coun-
tries and up to 18 country-year observations. It includes an estimated date (day/
month/year) in which the fiscal plan was first made public and numerical, point
forecasts on up to 117 unique items ranging from the components of fiscal balance
and economic growth to the drivers of stock-flow adjustments and exogenous
assumptions with a forecast horizon of four years. Next, a longitudinal, country-
level index of fiscal guidance transparency was created by comparing the number
of items on which governments issued a forecast in each fiscal plan at each forecast
horizon to the number that was recommended by the EU in each year.!
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Variation in the level of fiscal guidance transparency across countries is made pos-
sible by the unique features of the SGP reporting regime. In particular, the SGP
mandates all EU governments to release a fiscal plan annually but requires that
forecasts on only a few items — such as the fiscal balance and the level of Maas-
tricht debt — be published. While guidance on the remaining items is recommended
in the context of the SGP, the recommendation is not enforceable. As the evidence
will show, the combination of mandatory disclosure of fiscal plans and voluntary
disclosure of item-level forecasts gives rise to valuable cross-sectional and longi-
tudinal variation in the fiscal guidance transparency index for the period under
consideration. In particular, the evidence shows that countries are selective in
their guidance. On average, guidance is relatively transparent concerning future
macroeconomic aggregates — such as gross domestic product (GDP) and its com-
ponents — and future fiscal flows — revenues, expenditures, and their components.
In contrast, guidance is relatively opaque vis-a-vis the drivers of future changes in
the level of government debt — such as privatization receipts and stock-flow
adjustments — as well as in the assumptions underlying the fiscal plan. Whether
selective transparency in fiscal guidance derives from an intention to withhold
information or rather reflects uneven difficulty in forecasting individual items is
an interesting and important question that future research may address using the
fiscal guidance transparency index. In this paper, multivariate analysis will sug-
gest that both drivers may play a role in determining the observed levels of trans-
parency. On the one hand, the quantity of forecasts disclosed declines in the fore-
cast horizon — supporting the notion that forecasting ability partly explains the
levels of guidance transparency observed. On the other hand, transparency
declines in the strength of the governing coalition and in the level of
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! The dataset is available at the journal website.
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parliamentary fragmentation, while increasing in the level of democracy. These
latter findings — which are consistent with earlier research (Cicatiello, De Simone
and Gaeta, 2017; Citro, Cuadrado-Ballesteros and Bisogno, 2021) — indicate that
the observed levels of fiscal guidance transparency may be affected by political
interference too.

The forward-looking nature of the fiscal guidance transparency index comple-
ments other efforts to measure government openness about past fiscal outcomes
and/or budgetary processes (Alt, Lassen and Wehner, 2014; Bastida and Benito,
2007; Hollyer, Rosendorff and Vreeland, 2014; IBP, 2017; Wang, Irwin, and
Murata, 2015; Williams, 2015). Due to its unique forward-looking nature, the
index lends itself to a variety of novel applications at the intersection of political
economy, public finance and accounting, public administration, and political sci-
ence. An important aspect of the dataset is that each fiscal guidance event is meas-
ured at an estimated day/month/year frequency. Accordingly, the data presented in
this article can be matched with high frequency variables to examine causes and
consequences of forward-looking fiscal disclosure choices. For example, the data
can be used to study whether a relation exists between fiscal guidance transpar-
ency and changes in government and whether the average forecast horizon of fis-
cal plans depends on electoral pressures (Aaskoven, 2016). The data can also be
used to study whether and how participants in financial markets react to fiscal
plans upon their disclosure — a topic that is receiving increasing attention across
disciplines (Alt, 2021; Mosley, Paniagua and Wibbels, 2020; Pastor and Veronesi,
2012). Finally, researchers can use the data presented in this article to study the
causes and consequences of delay in the release of fiscal plans — which may reflect
incumbents’ willingness to disclose or withhold information or alternatively, weak
governance mechanisms and bottlenecks in the political process (Alt and Lowry,
1994; Andersen, Lassen and Nielsen, 2014; Edmonds et al., 2017).

The paper proceeds as follows. Section 2 argues that public fiscal guidance is an
important and separate instrument of fiscal transparency frameworks and reviews
extant approaches to measure fiscal transparency. Section 3 explains the steps
taken to construct the dataset and presents evidence of its main characteristics.
Section 4 presents the results of constructing the fiscal guidance transparency
index, conducts descriptive analyses and presents the results of exploratory multi-
variate regressions. Section 5 briefly concludes.

2 RELATED LITERATURE

2.1 EXPECTED BENEFITS OF FISCAL TRANSPARENCY

The importance of fiscal transparency as a research topic cannot be overstated.
Ever since the 1990s, fiscal transparency has been considered a pillar of good
governance because it promotes government accountability by shedding light on
the way in which politicians and bureaucrats allocate the resources entrusted to
them by taxpayers, legislative assemblies and investors (Hood and Heald, 2006;
IMF, 1998; OECD, 2002; World Bank, 1992). Research on fiscal transparency has



evolved hand-in-hand with the growing adoption of transparency best-practices 265
by policymakers. A considerable body of transparency literature now exists that

spans multiple disciplines (see, e.g., Alt, 2019, 2021; Cucciniello, Porumbescu

and Grimmelikhuijsen, 2017; de Renzio and Wehner, 2017; Khagram, de Renzio

and Fung, 2013).

The benefits of fiscal transparency are generally predicated on two outcomes. On
the one hand, transparency helps to hold the government accountable because the
disclosure of fiscal information acts as a deterrent to the wasteful and opportunis-
tic spending of revenues and the accumulation of private benefits and perquisites
(Williams, 2015). Theoretically, the deterrent effect of transparency initiatives is
inspired by agency-theory perspectives (Jensen and Meckling, 1976), as the abil-
ity to observe information about government operations induces an alignment
between the actions taken by the government (the agent) and the interests of tax-
payers, firms and investors (the principals) (Milesi-Ferretti, 2004). On the other
hand, transparency may serve to provide information on which the public can act
and that is private to the government until it is transparently disclosed. Under this
perspective, transparency is beneficial insofar as citizens, civil servants, firms and
market participants find fiscal information useful to make their own decisions on,
e.g., allocating resources, making or withholding investments, and confirming or
replacing the governing coalition (Alt, Lassen and Rose, 2006; Berliner, Bagozzi
and Palmer-Rubin, 2018). It is noticeable that these two benefits of transparency
— favouring ex-ante decision-making and promoting ex-post accountability — are
explicitly recognized in the modern frameworks that govern the construction of
public sector financial reports (IPSASB, 2014).
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The two expected benefits of fiscal transparency are not novel, as they have been
often discussed in relation to the extent to which governments are open about past
fiscal outcomes and/or the budgeting processes (de Renzio and Wehner, 2017).
What makes fiscal guidance transparency unique, however, is that information on
the future fiscal and economic outlook is particularly timely. As fiscal guidance
consists of in the disclosure of fiscal plans before the effect of policies materialize,
transparent guidance allows the public to update their own expectations about
future economic and fiscal conditions. Accordingly, fiscal guidance substantially
enriches the information set of the public, while reducing information asymmetry
vis-a-vis the government. The unique timeliness of fiscal guidance makes it a key
instrument of fiscal transparency frameworks. For example, Alt, Lassen and Rose
(2006: 31) emphasize that ideally, information provided by governments can only
be considered transparent if it provides “voters, observers, financial markets, and
sometimes politicians themselves with more information about the intentions
behind fiscal policy, the actual actions taken, and the immediate and longer-term
consequences of specific policies” (emphasis added). By its nature, fiscal guid-
ance provides information on intentions and consequences, thus substantially eas-
ing “the task of forecasting future fiscal policy and of attributing fiscal outcomes
to policies, and fiscal policies to particular politicians™ (ibid.). Additionally, fiscal
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guidance provides a benchmark against which fiscal and economic outcomes can
be compared, thus providing a clear benchmark against which to judge the gov-
ernment once outcomes materialize.

It is important to emphasize that arguments about the expected benefits of guid-
ance assume that the audience acts according to expectations. By contrast, other
instruments of fiscal transparency frameworks, such as the dissemination of com-
prehensive information on past policy outcomes, the quality of fiscal reports, or
the degree of openness of the budgetary process promote fiscal transparency by
improving the ability of the public to extract past signals from noise (Milesi-Fer-
retti, 2004). As prior research has primarily studied these alternative pillars, the
next section reviews related measures of fiscal transparency.

2.2 EXTANT MEASURES OF FISCAL TRANSPARENCY
Prior research has measured fiscal transparency primarily through one of two
approaches: the “checklist” and the “missing-data” approach.

Papers adopting a checklist approach measure transparency as the extent to which
fiscal/budgetary information follows desirable standards defined in the checklist.
For example, the pioneering study by Alt, Lassen and Rose (2006) uses the check-
list approach to evaluate the extent to which US state budgetary processes follow
best practices on, e.g., reporting based on generally-accepted accounting princi-
ples, presence/absence of multi-year expenditure forecasts, and involvement of
the legislature in the production of revenue forecasts, among others (Bastida and
Benito, 2007; Benito and Bastida, 2009). The Open Budget Index (OBI) released
on a biannual basis by the International Budget Partnership (IPB) extends the
checklist approach and applies it to a large number of countries (IPB, 2017).
Recently, Wang, Irwin and Murata (2015) adopted the checklist approach to rank
governments based on the comprehensiveness of fiscal reports by examining the
extent to which reporting on fiscal outcomes complies with IMF guidelines on the
coverage of fiscal stocks and flows.

Papers adopting a missing-data approach measure transparency by comparing the
amount of data that governments make available to the public against a bench-
mark typically set at a supranational level. The benchmark number of items that
should be disclosed allows researchers to form an expectation of the “ideal” level
of transparency against which observed levels are compared. Under the missing-
data approach, the action of disclosing items increases transparency. Instead, the
withholding of items that could have been published by governments decreases
transparency. Hollyer, Rosendorff, and Vreeland (2011) use the missing-data
approach by collecting the data that governments transmit to the World Bank as
part of the World Development Indicators initiative. They measure transparency
as the number of items that are shared by governments with the World Bank as a
proportion of the total number of items that should have been disclosed, attribut-
ing greater transparency to governments that withhold comparatively fewer data.



Similarly, Williams (2015) computes the number of economic and financial data-
points that governments disseminate to international institutions and codes their
presence or absence, thus equating high transparency with a large amount of pub-
lished information (see also Hollyer, Rosendorff and Vreeland, 2014).

Methodologically, this paper follows the missing-data approach to measuring trans-
parency. Specifically, the level of fiscal guidance transparency in the sample is
measured as the extent to which EU governments publish forecasts on the items that
are recommended in publicly available guidelines at the time of disclosure. In their
most stringent form, these guidelines recommended the publication of 161 items, of
which 117 are used to construct the dataset after repeated items and forecasts on
items that are applicable only to specific countries or that have unique time horizons
are eliminated. The next section elaborates on the steps followed to build the fiscal
guidance transparency dataset and to derive the fiscal guidance transparency index.

3 CONSTRUCTION OF THE FISCAL GUIDANCE TRANSPARENCY DATASET
3.1 RETRIEVING FISCAL PLANS

Pursuant to articles 4 and 7 of Council Regulation (EC) 1466/97 of 7 July 1997
(EU, 1997a), EU governments must publish one fiscal plan every year. These
plans are known as either “Stability” or “Convergence” Programmes (in short:
SCPs), depending on whether the country adopts the euro as its currency. This
unique reporting mandate allows the researcher to obtain access to all the SCP
published by EU governments, which are publicly available in the EC online
archives dedicated to the European Semester.? The dataset is restricted to the SCPs
published over the period 2001-2018 because it was only with the 2001 vintage
that the EU published guidelines on the format and content of SCPs.? In the data-
set, each unique SCP is identified through the counter variable d_nr.

Table 1 reports the number of unique SCPs per country that are present in the
dataset. Column 2 lists the number of unique SCPs issued by each member state.
There is heterogeneity in this number for three reasons. First, while in the period
2001-2003 there were 15 member states of the EU, the number of member states
increased over the years. Specifically, a first wave of EU enlargement took place
in 2004, when 10 countries joined the EU. A second wave of enlargement took
place in 2007 when Bulgaria joined the EU together with Romania. A final addi-
tion to the EU membership was Croatia in July 2013. As the obligation to submit
SCPs only applies to EU member states, the number of country-specific

2 As of the date of writing, all SCPs published between 1998 and 2015 are available at: http://ec.europa.cu/
economy_finance/economic governance/sgp/convergence/programmes/index_en.htm. The remaining SCPs
and the CoC are retrievable at: https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-
coordination/eu-economic-governance-monitoring-prevention-correction/stability-and-growth-pact _en (last
accessed: 30 April 2019). After triangulating this search with government-provided information as described
below, two additional SCPs were estimated to have been submitted in February 2000 by France and Germany.
These SCPs could not be retrieved. In addition, there were six addenda to SCPs published by governments
following the European Recovery Programme of 2008, which contained no new forecasts, however, and were,
therefore, excluded from the dataset.

3 This issue is returned to below.
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observations partly depends on the date of EU accession, reported in column 5.*
Second, governments have published additional SCPs beyond those required, on
an occasional basis. Out of the 434 SCPs published between 2001 and 2018, 420
were regular SCPs and 14 were ad hoc publications as indicated in columns 3 and
4, respectively. The occasional publications increase the number of SCP observa-
tions for the related government. These publications are identified in the dataset
through the variable d regular, which takes value 0 if the SCP represents an occa-
sional publication, and 1 otherwise.

TaBLE 1
Stability/Convergence Programmes by country

Number of SCPs

Country Total Original Occasional  EU accession date
Austria 17 17 0 1/1/1995
Belgium 18 17 1 1/1/1957
Bulgaria 12 12 0 1/1/2007
Croatia 5 5 0 1/7/2013
Cyprus 12 11 1 1/5/2004
Czech Republic 15 15 0 1/5/2004
Denmark 17 17 0 1/1/1973
Estonia 15 15 0 1/5/2004
Finland 17 17 0 1/1/1995
France 17 17 0 1/1/1957
Germany 19 17 2 1/1/1957
Greece 11 10 1 1/1/1981
Hungary 16 15 1 1/5/2004
Ireland 18 17 1 1/1/1973
Italy 17 17 0 1/1/1957
Latvia 15 14 1 105/2004
Lithuania 15 15 0 1/5/2004
Luxembourg 18 17 1 1/1/1957
Malta 15 15 0 1/5/2004
Netherlands 19 16 3 1/1/1957
Poland 16 15 1 1/5/2004
Portugal 17 16 1 1/1/1986
Romania 12 12 0 1/1/2007
Slovakia 15 15 0 1/5/2004
Slovenia 15 15 0 1/5/2004
Spain 17 17 0 1/1/1986
Sweden 17 17 0 1/1/1995
UK 17 17 0 1/1/1973
Total 434 420 14

Note: This table reports the number of Stability/Convergence Programmes published by the EU
member states between 2001 and 2018. Columns 3 and 4 report the number of original and occa-
sional SCPs, respectively. Column 5 lists the date of accession into the EU.

4 The accession dates were retrieved from European Commission (2019).



Table 2 lists the occasional publications, identified in the dataset by the variable
d_status. Each of them was analysed in depth to understand their rationale. The
analysis indicates that there were three occasional publications following a request
by the Council that the government resubmits the SCP because inadequate or
insufficient information was disclosed in the prior issuance. Whether the Council
makes such request can be observed by retrieving the Council Opinion that closes
the SGP cycle, which is public information. Four additional publications represent
updates of the SCP published between December 2008 and February 2009 to
incorporate the EU-wide strategy of fiscal expansion that followed the 2008 finan-
cial crisis. Six publications represent resubmissions of earlier SCPs issued by gov-
ernments voluntarily, typically because of a change in the parliamentary majority
or in the cabinet after an election. Finally, one occasional publication represents
Portugal’s voluntary submissions of a fiscal plan in 2014 when the country was
exempted from SCP disclosure because it was under a financial assistance pro-
gram. This was an exception, however. Indeed, the third and final reason why
there is heterogeneity in the number of SCPs across countries is that governments
halt the publication of SCPs when they are under external financial assistance.
This is the reason why the number of observations for Greece and Cyprus is lower
than that of other countries that began publishing SCPs in the same year.
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Description of ad hoc Stability/Convergence Programmes

Country Year Description Rationale
Belgium 2009 Restatement Request from the Council of the EU
Cyprus 2009 Addendum with Addendum following the EERP
updated projections
Germany 2004 Revision Revision following political negotiations
Addendum with

Germany 2009

updated projections

Addendum following the EERP

Revision following concerns related to

Greece 2005 Revision budgetary statistics
Hungary 2006 Restatement Request from the Council of the EU
Ireland 2009 Addendum with Addendum following the EERP

updated projections

Latvia 2009

Revision

Revision following economic downturn

Luxembourg 2009

Addendum with
updated projections

Addendum following the EERP

Netherlands 2003

Revision

Revision following political negotiations

Netherlands 2008 /*ddendum with Addendum following the EERP
updated projections

Netherlands 2012 Restatement Request from the Council of the EU

Poland 2008 Revision Revision of the budgetary strategy

Portugal 2014 Voluntary Submission Voluntary Submission of fiscal strategy

Note: This table reports the rationale for the publication of the occasional SCPs that contain
forecasts. In column 2 the year of publication of ad hoc SCPs is provided. Column 3 describes
the nature of the occasional SCPs. Column 4 provides a brief indication of the rationale for the
publication of the occasional SCP. EERP stands for European Economic Recovery Plan.



270

SOINONODH

(2202) 96T-192 (2) 9%
AOLOAS OI'1and

ONVENNTOD OIdNVID

ADNHIVASNVIL HONVAIND TVISIA ONRINSVAN

3.2 ESTIMATING THE PUBLICATION DATE OF FISCAL PLANS

The second step of the data collection process involved estimating the dates on
which each SCP was first made public by the government. Research on SCPs
typically assumes a publication date at the year or quarter-year level, in line with
the SGP requirements (Frankel and Schreger, 2013; Paredes, Pérez and Perez-
Quiros, 2015). Yet, no study has previously assembled a dataset of these dates at
the day/month/year level. Such an effort provides important benefits to research-
ers interested in working with daily data, while revealing that a considerable num-
ber of SCPs were not publicly disclosed when they were due.

To retrieve the publication dates, the relevant administration of each EU govern-
ment was contacted by e-mail with a request for the day/month/year in which each
SCP was publicly disclosed. While the relevant administration was typically the
Ministry of Finance, the final source of information varied somewhat.’ A total of 10
out of 28 governments responded, for a 35.7 percent response rate. Of these
responses, six contained the information and one pointed to a webpage containing
the information. The remaining three provided an incomplete answer. In the absence
of a (complete) response, the administration was contacted by phone. Following this
second round of requests, the publication dates were most often obtained by email.
Alternatively, a web source was provided that clarified how the information could
be retrieved. At the end of the process, which lasted approximately two months
between March and May 2016, 21 out of 28 governments responded to the request
for information, for a 75% positive response rate. Overall, the interaction with gov-
ernments returned 176 SCPs associated with unique publication dates.

The second step involved a news search conducted using Thomson Reuters EIKON
via the app “Newsroom”. Newsroom was interrogated for any piece of news con-
taining the words “Stability Programme, Stability Program, Stability Report, Stabil-
ity Plan” in a period starting on the first day of the month preceding the month of
submission of the document to the EC and ending on the day of the Council Opin-
ion.® As will be explained below, the latter two sets of dates were retrieved from the
EC online archives. The news search returned 209 articles that allow the precise
dating of the first-time publication of the SCP. There are 73 cases in which both
government sources and the press search resulted in a publication date. In 31 out of
these 73 cases (42.4 percent), the publication date is exactly the same according to
both the government and the press. On average, the government-provided publica-
tion date follows the press-estimated publication date by 1.47 days. The estimates
from an intercept-only regression reported in column 1 of table 3 do not allow rejec-
tion of the hypothesis of this difference being zero. Thus, when the publication date
was available either from the press or from both sources, the press-provided publi-
cation date was privileged. The government-provided date was used to replace miss-
ing cases when the press publication date was not available.

> When collecting these publication dates, the SCPs published in the period 1998-2000 were included, too.
The numbers reported throughout refer only to the SCPs included in the final dataset.
© The word “Stability” was replaced with “Convergence” when the country was not a euro adopter.



TABLE 3 27 1

Differences in event dates

@ 2 3
Constant 1.47 0.66 3.09%**

[1.14] [0.75] [0.77]
R-squared 0.030 0.011 0.124 : ; g
Observations 73 123 203 520
Cluster Country Country Country f g é

Note: This table reports the results of an intercept-only OLS regression that tests whether there
are significant differences in the dates at which governments approve, submit, and publish their
Stability/Convergence Programmes. Column [ reports the difference between the publication
date reported by the government and that reported by the press. Column 2 reports the difference
between the date at which the government approves the SCP and the publication date. Column 3
reports the difference between the date at which the government submits the SCP to the European
Commission and the publication date. Standard errors in brackets are clustered at the dimension
indicated at the bottom of the table.* p < 0.10, " p < 0.05, " p < 0.01, ™" p < 0.001.

When neither the press nor the government provided a publication date, the miss-
ing dates were replaced with the day in which the government approved the SCP,
denoted in the dataset with d cabday. Information on cabinet-approval dates was
either contained in the SCP itself or provided by governments. Once more, the
regression results reported in column 2 of table 3 reveal that the difference between
the cabinet approval date and the press publication date has a mean value of 0.66,
not significantly different from zero. Therefore, the cabinet approval date was
used to fill the publication date when this was missing. The data collection proce-
dure was finalized by consulting EC online archives, and the date on which the
government transmitted each SCP to the EC was retrieved. This date — denoted in
the dataset with d_subday — may differ from both the cabinet approval and the
publication date. Informal conversation with staff involved in the process indi-
cated that governments typically submit the SCP to the EC about three days after
the approval of the document by the cabinet. Column 3 of table 3 shows that the
difference between the submission date and the press-provided publication date
indeed returns a mean value of 3.09 days, which is statistically significant. The
publication date was replaced with the submission date when neither the cabinet
approval date nor the publication date was available.
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The resulting variable d_day represents the best estimate of the publication date
for the entire sample of SCPs. Researchers can use the other dates reported in the
dataset for specific purposes. At the end of this second step, it was possible to
assign a publication date to each of the 434 SCPs included in the dataset between
2001 and 2018. In the 8 cases in which the publication date fell on a weekend, it
was attributed to the following Monday.

The dataset also includes the date on which the European Commission made its
recommendation to the Council of the EU — denoted with d recday — as well as the
date on which the latter released its Opinion — denoted with d_opday. The first refers
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to the date contained in the EC recommendations. The second refers to the day the
Council Opinion was first published in the Official Gazette of the European Union.
These dates are both public information. The data indicate that on average, 32 days
separate the EC recommendation from the Council Opinion date. In turn, the aver-
age difference between the EC recommendation date and the estimated publication
date is 44 days. Hence, the whole SGP cycle runs for 76 days on average.

The availability of the submission date allows the construction of a measure of the
number of days between the date of submission of the SCP to the EC and the dead-
line for the submission itself. This measure can be of interest to researchers because
it may reflect incumbents’ willingness to disclose or withhold information or alter-
natively, weak governance mechanisms (Andersen, Lassen and Nielsen, 2014;
Edmonds et al., 2017). To construct this measure, a deadline must be attributed to
each SCP submission. These deadlines are imposed by the EU and are public infor-
mation. Between 2001 and 2010, they could be submitted to the EC any time
between October 15 and December 1. Since 2011, SCPs have to be submitted by
April 30. In addition, specific country-years had exceptional deadlines. For
instance, exceptional deadlines were set for the 2008 and 2009 submissions, which
could be sent to the EC by the end of December and the end of January, respec-
tively (EU, 2008; 2009). In addition, the Eastern European governments that
entered the EU in 2004 had their first submission deadline set on May 15, 2004.
Until 2010, the governments of the UK and Ireland could submit their SCP by the
time of the approval of the budget and pre-budget statements — usually discussed in
Parliament by the first week of December. For the UK, these dates were retrieved
from parliamentary sources (House of Commons Information Office, 2010; House
of Commons Library, 2018).” For Ireland, information is available at the govern-
ment-dedicated webpage.® Other “ad hoc” deadlines were established in a case in
which the Council requested the resubmission of a non-compliant SCP. The varia-
ble d_deadline reflects each of these idiosyncrasies and it captures the SCP-specific
deadline. A measure of delay can be calculated as the submission date less the
deadline, which is available for 412 SCPs. Alternatively, using the publication date
in place of the submission date makes a measure of delay available for 423 SCPs.

3.3 ORGANIZING THE DATASET OF FISCAL PLANS

As noted earlier, SCPs are published approximately once a year, although late sub-
missions and occasional publications may translate into an imbalance in the number
of annual SCPs publications. This implies that in a given year, no SCP of a given
country may be present in the dataset, or alternatively it may appear more than once.
In other words, there may be a discrepancy between the expected year of publication
— denoted in the dataset with d_expyear — and the actual publication year — d_year.
The discrepancy prevents one from organizing SCP data using years as the time
index as it would be characterized by either gaps or repeated observations. In addi-
tion, the forecasts that each SCP should contain based on EU recommendation have

" The 2018 date of the Spring budget was retrieved from Gov.uk (2018).
8 See Gov.ie (2010).



changed since the first vintage of SCPs was published in 1998. The content and 27 3
format of presentation of SCPs have been periodically set in documents known as
Guidelines on the format and content of Stability and Convergence Programmes,
also known as Codes of Conduct (hereafter referred to as “CoC”’) — endorsed follow-
ing a proposal by ECOFIN.’ As it will be explained in what follows, the SCP data
are best organized using the changing CoC requirements as anchor.

SOINONODH
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Technically, the CoCs are considered a “complement” to the SGP (EU, 2005).
Specifically, it is in the CoCs that one finds details on the items on which EU gov-
ernments should issue a forecast. In line with Regulation 1466/97 (Article 3.2a),
EU governments are subject to the obligation to issue a forecast on the budget
balance and on government debt.'® The regulation also imposes the publication of
the “main assumptions about expected economic developments and important
economic variables which are relevant to the realization of the stability pro-
gramme such as government investment expenditure, real gross domestic product
growth, employment and inflation” (Article 3.2b, emphasis added).! Note that,
while the Regulation is clear as to the budgetary variables that should be included
in the SCP reports and its provisions have legal force, the list of “main” and
“important economic variables” to be reported is indicative. The CoC, therefore,
serve to clarify the set of additional economic and financial information that gov-
ernments should include in their annual SCP reports as well as their measurement
basis, which is typically based on the European System of Accounts (ESA) con-
cepts. In this sense, the CoCs represent “guidelines” on the content of SCPs. In
turn, the CoCs also clarify the “format” for presenting the information. In what
follows, both the format and the content are described, alongside an explanation
of their use in giving structure to the dataset.

(2z02) 962-192 (2) 9t
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All CoCs were retrieved from the online archives of the EC. There have been eight
CoCs issued since 1998. All CoCs — except for the 1998 ones — specify the tabular
format to be used for the submission of SCPs. They further contain guidelines
over the applicable measurement basis of economic and budgetary items, and the
“required” vs. “optional” nature of each item. The first CoC, applicable to the
submission between 1998 and 2000, did not contain disclosure requirements that
are sufficiently unambiguous to generate a coherent list of items that were expected
to be disclosed. Beginning with the second CoC, however, the class of items to be
disclosed was harmonized and a list of required items was made explicit. Each
iteration of the CoC slightly modified the recommended set of items on which a

® The ECOFIN is the forum where the heads of the Ministries of Finance of the EU member states are rep-
resented.

10 The budget balance is known in the Government Finance Statistics Manual as the “net lending/net borrow-
ing” of the general government and it is expressed in percentage of gross domestic product at market prices.
The debt ratio is obtained by dividing the total amount of loans and bonds outstanding in the year by gross
domestic product at market prices. See IMF (2014, chapter 4). In the EU, these variables include some specific
items as determined by Eurostat and are known informally as the “Maastricht” debt and deficit ratios. See
Savage (2005) for a detailed discussion of the accounting treatment of fiscal figures under the SGP.

' Article 7 applies these requirements to Convergence Programmes issued by governments of countries not
adopting the euro as their currency.
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forecast should be made. At the date of writing, the applicable CoC has reached its
eighth iteration, approved in May 2017. In the dataset, each CoC iteration is
indexed by the counter variable d coc.

Because EU sources include the date on which each CoC was endorsed by the
Council, it is possible to match the disclosure requirements of each SCP with the
date of publication estimated in the previous sub-section. It is, therefore, possible
to use the format introduced in each CoC as a template that sets out the expected
format and content of each SCP at any specific date. Crucially, this strategy
ensures that two SCPs published in the same year are organized according to two
different CoCs if'a new CoC was endorsed in the meanwhile.

This strategy is used to give structure to the data collection process. First, a spread-
sheet was built that contain as many worksheets as the number of years of SCP
submissions ranging from 2001 to 2018. Because information is disclosed in each
SCP of year ¢ at the horizons #-1, ¢, t+1, t+2, and #+3, plus information on #-1 levels
(for a limited set of items), each of the worksheets contains up to six observations
per country and as many countries as there were member states of the EU in year
t. Each column contains one item that was recommended for publication in line
with the CoC applicable at the SCP disclosure date. For this reason, the number of
columns changes across worksheets in line with the number of items required by
the different CoC iterations over the 2001-2018 period.

In the dataset, each item is attributed a name that resembles the item name under
the ESA nomenclature. A number always precedes variable names, which refers to
the number of the relevant table according to the applicable CoC. For example,
real GDP growth rates are typically found in table 1 and are coded as ¢/ realgr,
while the general government budget balance is found in table 2 and is coded as
t2_netlendggov, etc.'? In turn, each cell contains one numerical value that reflects
the forecast for that item as disclosed in the related SCP. If the forecast is missing,
the cell is set to missing. With this procedure, if an item is disclosed, say, for fore-
cast horizon ¢, t+/ and #+2, but not 7+3, the cells that correspond to that item in ¢,
t+1 and ¢+2 receive a numerical value, while the cell in #+3 is set to missing. In
this way, the dataset preserves within-country-SCP variation in the number of
forecasts issued at different forecast horizons. A dataset containing the original,
numerical forecasts accompanies the dataset recording their presence/absence.
Forecast horizons are captured by a discrete variable denoted with f~ hor that takes
value 0 in year 7 and value 4 in year ¢+3. The variable f year records the year to
which the forecast refers.

The inclusion of data points in the final dataset required some judgment. First,
when a government has a fiscal year that differs from the calendar year and reports

12 The only exception is that for the years 2001-2005, where tables 3, 4, and 5 are renumbered to 4, 5, and 6,
respectively, to allow comparison with later submissions of the SCP. This is because beginning in Stage 3,
the third table of the CoC includes “Government expenditure by function”, which is excluded from the data
collection (see above).



forecasts as referring to, say the #/#+1 period, that forecast was attributed to year ¢ 27 5
if the fiscal year ends before June 30. Second, when forecasts are presented as
ranges, approximate values, or as average of multiple horizons, the corresponding
values were noted in the dataset and coded to missing afterwards. The rationale is
that no CoC allows publishing range or approximate forecasts, nor does it allow
for the collapsing of information that pertains to multiple forecast horizons. When
items are reported as the sum of multiple items, they are coded as missing because
the CoC does not allow collapsing across items. When a forecast is presented as
referring to an item indicated in the related CoC, but the government specifies that
its value refers to an item not included in the CoC, the cell is set to missing. Also,
when the CoC allows the same item (say, government revenue) to be presented
multiple times in the SCP, the data points are coded as not missing if the item is —
present at least once, to avoid double-counting. This procedure applies only when
the CoC explicitly states that the item code refers to the same measure in all the
tables where it appears. The “item code” is the official ESA code. When items are
reported outside of the table in which they should be presented, their values count
as not missing. In addition, values that are not reported although they would have
been equal to zero had they been reported, are set to missing. Finally, to guarantee
uniformity within the dataset, all items reported for years #-1 are recorded but not
included in the final dataset because they do not represent forecasts.

SOINONODH

(z2z02) 962192 (2) 9%
MOLOFS DI'TdNd

SONVENNTOD O1dNVID

Three categories of items were excluded from the data collection process. These are
“Government Expenditure by Function”, which only contain data points related to
years ¢-2 and 13, and “Long-Term Projections” which contain forecasts for decades
ahead. Also, forecasts included in the table titled “Comparison with Prior Update”
were excluded from the final dataset because they relate to forecasts for real GDP
growth, the debt and the budget balance already present in other tables. One addi-
tional item was excluded — the budget balance of state governments — because it
only applies to countries with a federalist structure and may thus over- or under-
estimate the level of transparency of these countries. For the same reason, items
were excluded that were required only for a limited set of governments.
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The resulting complete dataset contains 434 unique SCPs and 1,674 observations,
for a final number of 195,858 data-points disclosed by up to 28 countries and that
relate to 117 unique items, with a forecast horizon of up to 4 years.

4 EVIDENCE

4.1 DISTRIBUTION OF FISCAL GUIDANCE DISCLOSURE DATES

Table 4 reports the distribution of the full sample of fiscal plans by year, quarter,
month, and day of the week. The table shows substantial heterogeneity in the disclo-
sure dates. This heterogeneity partly reflects some institutional idiosyncrasies of the
SGP process that are important to consider when using the dataset in empirical work.

The increase in the number of fiscal plans registered in 2004 and 2007 is due to the
enlargement of EU membership to several Eastern European nations, which was
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accompanied by two SCP reports, one published in spring and the other in autumn.'
In 2010, SCP submissions were suspended as part of a reform to the SGP monitoring
cycle known as the “European Semester”. Yet, the table reports 25 SCPs published in
2010. This is due to the fact that most governments published in early 2010 those
SCPs that belonged to the 2009 cycle, for which the EU authorized the exceptional
deadline of January 31, 2010 (EU, 2009)."* Also, between 2012 and 2018, Greece did
not publish its SCP because it underwent a financial assistance program characterized
by separate disclosure requirements. Cyprus was subject to the same exemption in the
years 2013-2015; hence, the number of observations in those years declines. In terms
of distribution of SCP by quarters, publication dates are clustered in the second and
fourth quarter. This is to be expected because unless explicit exceptions were granted
to governments, SCPs had to be submitted between October 15 and December 1 in the
2001-2009 period. Accordingly, the large number of submissions in the first quarter of
the year partly reflects late publications taking place in January. From 2011 onwards,
the deadline was moved to April 30 to align SCP submissions with the European
Semester. The monthly breakdown of observations reflects these idiosyncrasies. Note
that the somewhat large number of observations in the month of May is primarily due
to the year 2004, when the first SCP of the new EU member states was to be submit-
ted. In terms of weekdays, the publication of SCPs appears to be relatively uniform,
with a somewhat larger number of SCPs published on Wednesdays and Thursdays.

TABLE 4
Distribution of fiscal plans by publication year, quarter, month, and day

Year N Quarter N Month N Day N
2001 4 1 61 1 36 Monday 60
2002 12 2 225 2 13 Tuesday 71
2003 17 3 2 3 12 Wednesday 100
2004 33 4 146 4 189  Thursday 109
2005 27 5 31  Friday 94
2006 27 6 5

2007 31 7 0

2008 18 8 1

2009 18 9 1

2010 25 10 6

2011 27 11 58

2012 27 12 82

2013 25

2014 26

2015 26

2016 27

2017 27

2018 27

Total 434 Total 434 Total 434  Total 434

Note: This table shows the distribution of all Stability/Convergence Programmes in the sample
by year, quarter, month, and day of publication.

13 See the factsheet at European Commission (2019).
141n 2008, the deadline for submission of SCPs was moved to December 31. See European Commission (2008).



4.2 ITEMS INCLUDED IN THE DATASET 27 7
Table 5 reports summary statistics of each item included in the dataset. The first
column indicates the category in which each item falls based on the coding. This
categorization broadly follows the structure of SCPs indicated by the CoCs pub-
lished over the years. However, it departs from it in the coding of forecasts on cycli-
cally-adjusted and structural components of the fiscal and economic outlook — such
as the structural balance and the components of potential output growth. In this case,
the forecast was categorized under the heading that reflects the variable that is being
expressed after cyclical or structural adjustment. For example, the potential GDP is
categorized within the forecasts of the “Economic outlook”, while the cyclical
unemployment benefits fall within the “Fiscal outlook™ category.
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TABLE 5
Summary statistics of items included in the dataset

Category #  Item name N Mean  St. dev. % %
Economice | Real GDP 1674 097 016 2g
outlook SE

2 Nominal GDP 1,674 094 024 s°

3 GDP deflator 1,674 0.96 0.20 é

4 Private consumption expenditure 1,674 0.95 0.21 g

5 Government consumption expenditure 1,674 0.97 0.18 %

6  Gross Fixed Capital Formation 1,674 0.95 0.22 i

7  Inventory and valuable 1,674 0.93 0.26 <

8  Exports 1,674 0.95 0.22

9  Imports 1,674 0.95 0.22

10 Final domestic demand 1,674 0.95 0.22

11 External balance 1,674 0.96 0.20

12 Private consumption deflator 1,363 0.94 0.23

13 Public consumption deflator 1,363 0.88 0.33

14 Investment deflator 1,363 0.88 0.33

15 Export deflator 1,363 0.96 0.19

16  Import deflator 1,363 0.96 0.20

17 Harmonized Consumer Price Inflation 311 0.50 0.50

rate
18  Employment growth 1,674 0.94 0.24
19 Labour productivity growth 1,674 0.90 0.29
20  Employment hours worked 1,363 0.59 0.49
21 Unemployment rate 1,363 0.91 0.28
22 Labour productivity per hour 1,363 0.57 0.49
23 Compensation of employees 1,363 0.93 0.26
24 Compensation per employee 931 0.93 0.25
25  Balance of goods and services 1,363 0.83 0.38
26  Balance of income flows 1,363 0.79 0.40
27  Capital account 1,363 0.72 0.45
28  Net lending — Rest of the World 1,363 0.83 0.37
29  Net lending — Private sector 1,363 0.69 0.46
30  Statistical discrepancy 1,363 0.36 0.48
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Category #  Item name N Mean St. dev.
31 Potential GDP 1,674 0.87 0.34
32 Output gap 1,674 0.93 0.25
33 Potential GDP — labour 1,363 0.68 0.47
34  Potential GDP — capital 1,363 0.68 0.47
35 Potential GDP — productivity 1,363 0.68 0.47

Fiscal outlook 36  Net lending — general government 1,674 1.00 0.07
37  Net lending — central government 1,674 0.94 0.23
38  Net lending — local governments 1,674 0.90 0.30
39  Net lending — social security funds 1,674 0.88 0.33
40  Total revenues 1,674 0.97 0.17
41  Total expenditures 1,674 0.98 0.15
42 Net interest payments 1,674 0.97 0.17
43 Primary balance 1,674 0.99 0.09
44  Taxes 1,674 0.90 0.30
45  Taxes on production and imports 1,363 0.95 0.21
46  Taxes on income and wealth 1,363 0.94 0.24
47  Capital taxes 1,363 0.90 0.30
48  Property income 1,363 0.92 0.27
49  p.m. Tax burden 1,363 0.91 0.28
50  Social contributions 1,674 0.94 0.24
51 Interest income 311 0.44 0.50
52 Other revenues 1,674 0.93 0.25
53 Collective consumption 743 0.50 0.50
54 Social transfers. in kind 1,674 0.78 0.42
55  Social transfers. not in kind 1,674 0.84 0.37
56 Interest expenditure 311 0.96 0.20
57 p.m. FISIM 432 0.21 0.41
58  Social payments 1,363 0.94 0.23
59  Of which: unemployment benefits 636 0.75 0.43
60  Capital transfers 636 0.86 0.35
61  Subsidies 1,674 0.94 0.23
2 Govem@ent Gross Fixed Capital 1,674 0.96 0.20

Formation
Compensation of employees plus
63 . . . 931 0.90 0.30
intermediate consumption
64  Compensation of employees 931 0.90 0.31
65  Intermediate consumption 931 0.90 0.31
66  p.m. Government consumption 931 0.69 0.46
c7 Pm Compensation of government 432 0.67 0.47
employees
68  Other expenditures 1,674 0.93 0.26
69  Cyclical budgetary component 1,674 0.88 0.33
70  Cyclically adjusted balance 1,674 0.87 0.34
71  Cyclically adjusted primary balance 1,674 0.80 0.40
72 Cyclical unemployment benefits 636 0.88 0.32
73 One-off items 931 0.76 0.43
74  Of which: one-off expenditure 108 0.41 0.49
75 Of which: one-off revenue 108 0.41 0.49
76  Structural balance 931 0.93 0.26




Category #  Item name N Mean St. dev. 2 7 9

77  Total revenues at unchanged policies 636 0.95 0.21
73 Tot.all.expenditures at unchanged 636 075 043
policies
79  Effect of discretionary revenues 636 0.89 0.31
80  Revenue increases mandated by law 636 0.54 0.50 &g
81  Expenditures on EU programmes 636 0.91 0.28 B é f
Q2 Of which: investments on EU 108 0.59 0.49 % a é
programmes 8
Debt outlook 83  Gross debt 1,674 0.99 0.08 -
84  Change in the debt ratio 1,674 0.97 0.16

Percentage of debt denominated

85 . . 636 0.29 0.45 -
in foreign currency

86  Average debt maturity 636 0.15 0.36

87  Primary balance 311 0.94 0.24 g0

88  Nominal GDP growth 311 0.91 0.28 g é

89  p.m. implicit interest 1,674 0.91 0.29 Zg

90  Liquid financial assets 1,363 0.21 0.41 E E

91  Net financial debt 1,363 0.21 0.40 f %

92 Debt amortization 636 033 047 5°”

93 Stock-flow adjustments 1,674 0.89 0.31 é

94  Of which: privatization receipts 1,674 0.33 0.47 2'

95  Of which: cash-accruals reconciliation 1,363 0.32 0.47 g

9% Of which: accumulation of financial 1,363 034 047 %
assets

97  Of which: valuation effects 1,363 0.29 0.45

98  Public guarantees 636 0.10 0.30

99  Of which: to financial sector 636 0.07 0.26

Assumptions 100  Short term interest rates 1,674 0.59 0.49

101 Long term interest rates 1,674 0.66 0.47

102 USA Short term interest rates 311 0.15 0.36

103 USA Long term interest rates 311 0.18 0.38

104 USD EUR exchange rate 311 0.68 0.47

105 Effective exchange rate: euro 311 0.10 0.30

106 Effective exchange rate: EU 311 0.07 0.25

107 Exchange rate — National Currency 311 027 0.45
— Euro

108 Real GDP: World 1,674 0.67 0.47

109 Real GDP: US 311 0.30 0.46

110 Real GDP: Japan 311 0.24 0.43

111 Real GDP: EU15 1,674 0.70 0.46

112 Real GDP: relevant markets 1,674 0.65 0.48

113 Import world volume 1,674 0.55 0.50

114 Import world prices 311 0.14 0.35

115 Commodity prices 311 0.23 0.42

116  Oil prices 1,674 0.82 0.38

117  Effective exchange rate 1,363 0.59 0.49

Note: This table reports descriptive statistics of each item included in the dataset. The first column
reports the category to which items are assigned. Column 2 includes the item number. Column 3
provides a short description of the item. Each item is coded as either present (1) or absent (0).
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4.3 CONSTRUCTING THE FISCAL GUIDANCE TRANSPARENCY INDEX

The data in the final dataset appear in the form of a nested, unbalanced panel
sorted by country, publication day and forecast horizon. Each country ¢ appears in
the dataset on as many days d as a SCP was published, and four times — one for
each forecast horizon £ = 0, ..., 3. Each item i indicated in the previous table is,
therefore, indexed by i , , and nested within unique country-day pairs. There are
R items recommended by the CoC that was applicable to SCPs published on the
day d, with R increasing over time. Against this benchmark number, each item
appears in the dataset as either missing or present, noted by 0 and 1, respectively.
Therefore, i € (0,1), and an intuitive measure of fiscal guidance transparency is:

FGT,, , =100* (%Zf: e (1)
With FGT denoting the “fiscal guidance transparency” index. The FGT index
rewards governments that publish a number of forecasts close to that recom-
mended by the applicable CoC, denoted with R. The granularity of the measure is
evident by the subscripts in equation (1). These remind the user that FGT takes
unique values for each country-day-forecast horizon triad. This feature allows
researchers to compute several alternative measures of transparency in the disclo-
sure of government forecasts. For example, researchers could measure fiscal guid-
ance transparency at specific forecast horizons of interests. Alternatively, research-
ers could construct measures of transparency on specific group of variables, such
as components of stock-flow adjustment, depending on the research question. As
recommended in recent work (de Renzio and Wehner, 2017) and in line with prior
research (e.g., Wang, Irwin, and Murata, 2015), it is also intuitive to build a series
of sub-indices of F'GT that aggregate forecasts by the categories shown in table 5.
To exemplify this particular use of the index, FGT is here constructed by separat-
ing the forecasts on the economic, fiscal, debt and assumption outlook by comput-

ing 100* (%Zil i, ) Tor forecasts belonging to each category.

Figure 1, panel A shows the ranking of FGT by country, while Panel B shows the
evolution of the FGT index over the sample years. The country rankings may
appear surprising at first, given the relative position of some large economies at
the bottom of the table. While no attempt has been made to evaluate the degree to
which the FGT index overlaps with alternative transparency measures, some com-
ments can be made based on the data collection process. In particular, the low
transparency score on the UK does not necessarily reflect a scarcity of data in the
Convergence Programme that the country has published over the years. Rather,
the score is explained by the fact that the Convergence Programme of the UK has,
for many of the initial years of the SGP framework, reported most forecasts using
definitions and measurement criteria inconsistent with those required by the appli-
cable CoC. Indeed, it was not uncommon for the UK to publish only the Maas-
tricht debt and deficit required under Regulation 1466/97, while not disclosing the
ESA-compliant breakdown of these figures. As a result, many UK Convergence



Programmes are characterized by limited FGT scores. The case of Germany — also 2 8 1
a relatively low scorer — is somewhat different. In the case of Germany, in many
years the government chose to publish forecasts on several prominent items in the
form of averages that cover multiple forecast horizons. Accordingly, while an
average forecast often existed for the entire period ¢-#+3, it was counted as missing
when constructing the FGT index because the averaging of annual, point forecasts
is forbidden under the CoC as it leads to a loss of information from the point of
view of users (see section 3.3).

(2202) 962-192 () 9%
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Apart from these idiosyncratic considerations, the relative FGT ranking of coun-
tries may suggest that there are some structural dynamics at play that do not char-
acterize alternative measures of fiscal transparency. In particular, the ranking
appears to vindicate the view that being open about the future fiscal and economic
outlook reflects a unique transparency phenomenon from the point of view of the
government. The next section presents an exploratory analysis of the FGT index
to gain some insights on this intuition.
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FiGure 1
Features of the fiscal guidance transparency index (FGT index)

Panel A: Ranking of average FGT index, by country
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Panel B: Evolution of the average FGT index, by years
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Note: This figure shows the average value of the FGT index for each country in the sample (panel A)
and for each year in the sample (panel B). FGT is defined in equation (1).

4.4 ANALYSIS OF THE FISCAL GUIDANCE TRANSPARENCY INDEX

Table 6 reports summary statistics of the FG7 index and of the four sub-indices.
The overall FGT index score is 78, meaning that on average, 78 percent of the
items recommended by the applicable CoC are disclosed by governments in their
SCPs. The percentage is driven upwards by the relatively high level of transpar-
ency on items related to the expected economic and fiscal outlook — both disclosed
more than 85 percent of the times. In turn, the percentage is driven downwards by
the relatively low level of transparency on the debt outlook and on assumptions
—reported 55 and 62 percent of the times, respectively. The latter two categories
of forecasts are not only reported relatively seldom, but also with significant vari-
ability. In the sample, transparency on the debt outlook exhibits a standard devia-
tion of 25, compared to an average standard deviation of 16. The variability is
strikingly high when it comes to the disclosure of assumptions, which exceeds
two times the standard deviation of the FGT score. As shown in table 5, forecasts
on items such as government surplus/deficit, the level of government debt, and the
rate of economic growth are virtually always disclosed in SCPs. On the contrary,
the evidence indicates substantial underreporting of forecasts for items related to
the fiscal position of the government. For example, governments publish forecasts
on the future evolution of guarantees only 10 percent of the time, and only 7
percent of the time do they explicitly identify which amount covered the needs of



financial institutions. It is also interesting to note that governments almost always 2 8 3
(89 percent of the times) report the discrepancy between change in debt and the
deficit — known as the debt-deficit or “stock-flow” adjustment (SFA). As the SFA
is considered a way to hide the “true” fiscal picture (Alt, Lassen and Wehner,
2014), it may be promising to see that governments frequently issue guidance on
it. Yet, the individual components of the SFA are systematically under-reported.
For example, the contribution of privatization receipts, the reconciliation between
cash and accrual, the acquisition of financial assets, and valuation effects are
reported only 30 percent of the times.
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TABLE 6
Summary statistics of the fiscal guidance transparency index

Variable Mean St. dev. ~
FGT 78.12 15.87 :
Economic outlook 85.42 19.00 %
Fiscal outlook 87.31 16.69 g
Debt outlook 54.93 25.11 &
Assumptions 61.82 34.37 8

Note: This table provides summary statistics of the FGT index and of the sub-indices of FGT
that measure transparency in the release of forecast of coherent items. FGT is defined in equa-
tion (1). Minimum and maximum values are 0 and 100, respectively, for all variables. N=1674.
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Next, table 7 examines if the FGT index varies depending on the forecast horizon.
Panel A reports the value of FGT at each forecast horizon k. There is an evident,
monotonic decrease in transparency as the forecast horizon lengthens — from 80 to
76 percent. That is, countries are more likely to issue short-term rather than medium-
term forecasts. This is accompanied by a monotonic increase in the variability
around the mean from 14 to 18 percent. In panel B, the descriptive evidence is con-
firmed through an OLS regression of FGT on an indicator variable capturing the
forecast horizon. In the OLS specification, a full set of country and year fixed effects
is included, and standard errors are clustered two-way at the country-date level.
Country and year fixed effects are included to control for unobserved heterogeneity
and common shocks affecting the ability (and willingness) to issue forecasts at dif-
ferent horizons. Two-way clustering at the country-date level is advisable because
FGT is nested within unique country-date pairs (Angrist and Pischke, 2009). All
forecast horizon indicators have a negative coefficient that is significant at conven-
tional levels, which confirms that fiscal guidance transparency is approximately 4
percentage points lower for medium-term than for short-term forecasts. This fact is
interesting and somewhat worrisome given that the SGP mandate aims at increasing
transparency over the medium-term outlook. It may be a sign that governments find
that issuing SCP forecasts is consequential and that at least some countries prefer to
avoid publishing fiscal and economic plans with a medium-term horizon as these
may overly commit the government to a rigid course of action (Laffont and Tirole,
1992). Alternatively, it may reflect the relatively difficulty of acquiring precise
medium-term compared to short-term information.
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TaBLE 7
Transparency declines as the forecast horizon lengthens

Panel A: Descriptive statistics

Forecast horizon N Mean Std. dev. Min Max
0 434 79.96 13.91 6.32 100
1 434 79.19 14.73 6.32 100
2 434 77.22 16.80 0 100
3 372 75.78 17.74 0 100

Panel B: OLS results

(€))
FGT
Forecast horizon t+k=1 [2)02718]
-2.74™
F j +k=2
orecast horizon t+k [0.96]
411
Forecast horizon t+k=3 [1.00]
65.25™"
Intercept (Forecast horizon t+0) [2.99]
N 1674
Adj. R2 0.62
Country FE Yes
Year FE Yes
Cluster Country & Date

Note: This table reports descriptive statistics of FGT by forecast horizon (panel A) and the results
of an OLS regression of FGT on country, year, and forecast horizon fixed effects (panel B). Only
the forecast horizon fixed effects are reported. The base level of the forecast horizon is the fore-
cast for the current year t=0. Standard errors in brackets are clustered at the dimension indicat-
ed at the bottom of the table. FGT is defined in equation (1).

Fp<0.10,"p<0.05"p<0.0l," p<0.001.

Next, the main correlates of the FGT index are explored. In line with prior litera-
ture, the dependent variable is modelled as a function of economic, fiscal and
political determinants (Khagram, de Renzio and Fung, 2013). Specifically, the
model builds on three recent articles that use panel data to examine if government
transparency is endogenous to governments’ incentives (Berliner, 2014; Cica-
tiello, De Simone and Gaeta, 2017; Hollyer, Rosendorff and Vreeland, 2011).
OLS is used to estimate:

FGT,, ,=a_+h +1+ Government Strenght ,+ Fragmentation of Parliament ,+
Electoral Pressure,, + Democracy, ,,+ GDP per capita_, ,+ Debt_, ,+ 2)
Budget Balance ,,+ Trade,, ,+ EU Funds,, ,+ Euro Adopter,,, + ¢, ,

where a, h,, and ¢, denote country, horizon, and year fixed effects. Government
Strenght is the percentage of seats in the legislative chambers that are occupied by



members loyal to the government. This variable captures the strength of govern-
ments because it is highest in a one-party system — where Government Strenght
would be equal to 100 percent — and becomes progressively lower as the govern-
ment’s majority in the legislative chamber falls below 50 percent (Cicatiello, De
Simone and Gaeta, 2017). Fragmentation of Parliament is the probability that two
deputies picked at random from the legislature belong to different parties. This
measure captures the concept of fragmentation in the legislature: it is highest in the
(unlikely) event that each member of parliament belongs to a different party, while
it is lowest in a one-party parliament (Cicatiello, De Simone and Gaeta, 2017; Weh-
ner and de Renzio, 2013). As noted by Wehner and de Renzio (2013), the variable is
particularly fit for comparative studies of multi-party political systems as a measure
of constraints on the government. Together, Government Strenght and Fragmenta-
tion of Parliament capture the extent of legislative control by the executive branch.
According to prior literature, the higher the degree of control, the lower the level of
transparency (e.g., Alt, Lassen and Rose, 2006; Alt and Lassen, 2006). A variable is
also added that captures the Electoral Pressure, calculated as negative one times the
number of years that separate year ¢ from the next election (Cicatiello, De Simone
and Gaeta, 2017). These variables are sourced from the Database of Political Institu-
tions (DPI). Next, Democracy is measured by the Polity 2 composite score from the
Polity IV dataset (Berliner, 2014). Democracy in the sample is high and relatively
uniform, ranging from 8 to 10 as one would expect given that the sample consists of
EU countries. Based on prior work, Democracy should correlate positively with
FGT (Berliner, 2014; Hollyer, Rosendorff and Vreeland, 2011).

The model also includes economic and financial conditions. GDP per capita is
included because the level of economic development should affect both the capac-
ity of governments to collect and disseminate data, while reflecting citizens’
demand for information (Berliner, 2014; Cicatiello, De Simone and Gaeta, 2017;
Hollyer, Rosendorff and Vreeland, 2011; Khagram, de Renzio and Fung, 2013).
GDP per capita is measured as gross domestic product per capita at constant 2010
US dollars as reported by the World Bank. Debt and Budget Balance are the level
of the general government gross debt and deficit as percentage of GDP as reported
by Eurostat. These are included for two reasons. First, debt and deficit are the two
indicators on which governments’ compliance with SGP fiscal rules is evaluated.
Second, prior literature finds inconsistent results on the relation between govern-
ments’ financial conditions and transparency. For instance, Alt, Lassen and Rose
(2006) report a negative effect of debt, and a positive effect of both surpluses and
deficits on the level of transparency in the budgetary process of U.S. states. How-
ever, other studies do not find such a clear effect of financial conditions on trans-
parency (Rios, Bastida and Benito, 2016). Others exclude these variables from
their models (Berliner, 2014; Wehner and de Renzio, 2013).

Trade — the sum of exports and imports divided by nominal GDP —is also included
and is obtained through Eurostat. EU Funds — the annual amount of funds dis-
bursed by the EU to the country divided by nominal GDP — is sourced from the
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EC. These variables capture the dependence of the country on external funding,
which should correlate positively with transparency (Berliner, 2014; Khagram, de
Renzio and Fung, 2013). Finally, a Euro Adopter binary indicator is added to
denote members of the euro area that face relatively more stringent SGP require-
ments (Frankel and Schreger, 2013). The euro indicator switches on in country-
years in which the country is a euro member. Dates of entry into the euro area are
retrieved from the European Central Bank. All variables are lagged by one year,
with the exception of the DPI measures that are measured as of January 1* of year
t in the original dataset (Berliner, 2014). Table 8 describes the variables and their
sources. It should be noted that the model excludes measures of institutional and
cultural aspects of the country environment which may explain observed transpar-
ency levels (Khagram, de Renzio and Fung, 2013). Yet, the inclusion of country
fixed effects absorbs any of these time-invariant effects. Table 9 presents pairwise
correlations between all variables.

TABLE 8
Description and source of variables

Variable Description Source
Author’s own elaboration
on primary data collected

The number of non-missing
items in a SCP divided by the

FGT otal number of SCP-specific from Stability/Convergence
required items Programrr.les.
See equation (1)
The percentage of seats in the
Government leglsla.twe chamber(s) that are Database of Political Institutions
Strength occ1'1p1ed by members‘loyal to 2021: variable name MAJ
the incumbent governing
coalition
The probability that two deputies
Fragmentation picked at random from the Database of Political Institutions
of Parliament legislature belong to different 2021: variable name FRAC
political parties

Negative one times the number

. Datab f Political Instituti
Electoral Pressure of years left in the term of the atabase o1 TOltical Mstitons

2021: variable name YRCURNT

government
. Polity IV database,
Democracy The Polity 2 score variable polity2
. Natural logarithm of GDP per World Bank .
GDP per capita capita in constant 2010 U.S. § Development Indicators,
P >® series NY.GDP.PCAPKD

General Government

Debt Consolidated Gross Debt, Eurostat, series gov_10dd_edpt]

divided by GDP at current
market prices

General Government Net
Budget Balance  Lending/Net Borrowing, divided Eurostat, series gov_10dd_edptl
by GDP at current market prices




Variable Description Source 2 8 7
The sum of exports and imports
Trade of goods services, divided by Eurostat, series namal()_gdp
GDP at current market prices
European Commission, DG
EU payments to member states, Regional Policy at: https://cohe smm
EU Funds divided by GDP at current siondata.ec.europa.eu/Other/ oS¢ g
market prices Historic-EU-payments-region i § ;
alised-and-modelled/tc55-7ysv E "3
1 if the country is a member of &
Euro Adopter European Central Bank

the euro area, 0 otherwise

Note: This table presents the definition and source of variables used in the analysis.

Table 10 reports the results of estimating model (2). The five variations of the
model report estimated coefficients without and with country fixed effects in col-
umns 1/3 and 2/4, respectively. In columns 1 and 2, errors are clustered only on
the country dimension, while in the remaining columns they are clustered two-
ways at the country-date level. The estimates indicate that fiscal guidance trans-
parency is largely a function of political dynamics at the time of disclosure. At the
same time, time-invariant, country-specific characteristics should be controlled
for in order to derive appropriate inferences. In particular, the percentage of seats
held by parties supporting the government is negatively associated with transpar-
ency, but the coefficient is inflated when country indicators are not estimated. In
addition, the effect sign of parliamentary fragmentation depends on the estimation
of country parameters. Whereas fragmentation has a weakly positive association
with FGT when fixed effects are not estimated, the association turns negative once
fixed effects are included. The estimated coefficient suggests that for any percent-
age point increase in the probability that members of parliament belong to differ-
ent parties, transparency declines by about a little more than a third of a percent-
age point. As the legislative chamber becomes more fragmented, its ability to
demand information from governments declines substantially. This finding is
similar both in sign and in magnitude to that reported by Cicatiello, De Simone
and Gaeta (2017) who implement a similar panel specification. However, it differs
markedly from earlier, cross-sectional findings (Alt and Lassen, 2006; Wehner
and de Renzio, 2013). Also, a weakly positive effect of electoral pressure on trans-
parency is recorded. As elections approach, governments increase transparency by
about half a percentage point.
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Finally, a strong and positive effect of Democracy on FGT is documented. This 289
finding agrees with earlier evidence by Hollyer, Rosendorff and Vreeland (2011),
seemingly suggesting that the drivers of transparency in the dissemination of
information on economic and fiscal outcomes somewhat overlap with the drivers
of transparency in guidance. While the evidence is consistent with prior work, it
is notable that it is replicated in this sample of EU countries. Turning to the
remaining variables, their effect is generally not significant. A negative associa-
tion is reported between GDP per capita and FGT, but the effect is not robust to
the inclusion of fixed effects. Similarly, there is a positive effect of Debt and
Budget Balance, but only when time-invariant heterogeneity is not controlled for.
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TaBLE 10
Fiscal guidance transparency depends on political dynamics
) @ ©) )
-0.42° -0.16" 0427 -0.16* g3
G t St th Za
overnment Jreng: [0.15] [0.08] [0.15] [0.08] 2 £
Fragmentation of 0.31° -0.35 0.31° -0.35" £ g
Parliament [0.17] [0.16] [0.17] [0.16] o
0.44 0.30 0.44 0.30 z
Electoral Pressure [0.59] [031] [0.57] [0.30] :
Democrac 1.17 5.39 1.17 539 g
Y [1.96] [3.35] [1.90] [3.17] 5
-10.92* -8.77 -10.92* -8.77 <
GDP it
per capia [3.92] [9.89] [3.82] [9.24]
Debt 0.12" -0.06 0.12* -0.06
[0.06] [0.08] [0.06] [0.08]
0.95" 0.28 0.95" 0.28
Budget Bal
uaget Satance [0.47] [0.22] [0.46] [0.21]
o 0.04 -0.04 0.04 -0.04
ade [0.03] [0.05] [0.03] [0.04]
0.66 -0.96 0.66 -0.96
EU Fund.
unas [0.71] [0.77] [0.69] [0.73]
-1.36 3.54 -1.36 3.54
Euro Adopt
uro sdoprer [5.23] [2.72] [5.07] [2.77]
Constant 157.53""  147.29 157.53™ 147.29
[40.26]  [108.15] [39.34] [102.85]
N 1,469 1,469 1,469 1,469
Adj. R2 0.31 0.64 031 0.64
Country FE No Yes No Yes
Year FE Yes Yes Yes Yes
Horizon FE Yes Yes Yes Yes
Cluster Country Country Country & Date  Country & Date

Note: This table reports estimates of OLS regressions of the FGT index on measures of economic
wealth, financial pressures and political dynamics and fixed effects. All fixed effects are unre-
ported for presentation purpose. Standard errors in brackets are clustered at the dimension indi-
cated at the bottom of the table. Variables are defined in table 8.
Tp<0.10,"p<0.05"p<0.01""p<0.001
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5 CONCLUSIONS

This paper has introduced a novel dataset that contains the full set of economic and
fiscal forecasts that EU governments disclosed over the period 2001-2018 in com-
pliance with the requirements of the SGP fiscal reporting regime. The dataset is
structured as an unbalanced panel of 434 fiscal plans that contain forecasts released
by up to 28 countries on up to 117 unique items over a forecast horizon of up to 4
years. It is the first dataset to be solely dedicated to measuring the quantity of fore-
casts disclosed by EU governments over a large number of years. The dataset has
important benefits from the point of view of researchers. It is amenable to cross-
sectional, time-series applications, complementing other efforts in this direction
(Cicatiello, De Simone and Gaeta, 2017; Wang, Irwin and Murata, 2015). It also
presents important sources of variation at theoretically-salient dimensions — e.g.,
whether short- or medium-term forecasts are released and the extent to which
transparency differs across kinds of forecasts — economic or fiscal. Finally, the
dataset contains estimates of the precise dates — day/month/year — at which fiscal
plans were first disclosed to the public. These dates can be easily matched with data
on, e.g., key political cycle dates or financial market movements.

In this article, the dataset was used to measure the degree of transparency of gov-
ernment fiscal guidance. Fiscal guidance refers to the public disclosure of informa-
tion that is restricted to the government until it is disclosed and that informs the
public about the expected (by the government) evolution of future fiscal and eco-
nomic aggregates (Fujiwara and Waki, 2020). In this paper, a measure of fiscal
guidance transparency (the FGT index) was proposed that compares the quantity of
items on which a government issues a forecast at a given forecast horizon to the
quantity that was recommended in the SGP reporting guidelines in force at the time
of disclosure. The evidence indicates that fiscal guidance transparency is relatively
high — at 85 percent on average. However, this average value hides substantial
heterogeneity across countries, years, forecast horizon and category. In particular,
the analysis presented in this paper indicates that guidance on sensitive items —
such as forecasts on the drivers of stock-flow adjustments — is generally withheld
by governments. In addition, the FGT index correlates negatively with the forecast
horizon, signalling that governments are comparatively less able — or less willing
— to share their medium-term expectations with the public. Finally, the evidence
shows that country-year variation in the F'GT index is largely a function of contem-
poraneous political dynamics. Most notably, fiscal guidance transparency declines
when governments possess a strong majority of seats in parliament and when the
parliament is fragmented. Importantly, the results indicate that democracy posi-
tively correlates with fiscal guidance transparency. Future research may explore the
robustness of these results and identify the mechanisms that make governments
more or less willing and able to be open about their economic and fiscal plans.

In closing, three caveats are in order. First, in line with prior research using a
“missing-data” approach, transparency is operationalized in this paper as the
quantity of information that governments make available to the public (Hollyer,



Rosendorff and Vreeland, 2014; Williams, 2015). This approach has the benefit of 29 1
objectively identifying the extent to which governments choose to — or are able to
— share their private expectations with the public. In the context of fiscal guidance,
the primary drawback of this approach is that no attempt is made to measure the
quality of forecasts by measuring, e.g., their ex-post accuracy. A second limitation
of the fiscal guidance transparency measure and underlying dataset is its EU focus.
This focus derives from the fact that the SGP reporting regime generates a bench-
mark for measuring fiscal guidance transparency in EU countries but not else-
where. While the EU character of the F'GT index certainly limits its use in com-
parative work, recent contributions underline that a relatively narrow institutional
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focus may actually promote a relatively more meaningful interpretation of results,
thus promoting internal validity at the expense of external generalizability (Alt,
2019; de Renzio and Wehner, 2017). Indeed, the detailed explanation of the data
collection process aimed at sensitizing the reader about the importance of duly
considering the details of the institutional process that accompanied the evolution
of the SGP reporting mandate over the years. A third limitation of the dataset
introduced in this paper is that it only includes the forecasts contained in the Sta-
bility/Convergence Programmes released in compliance with the SGP require-
ments. Naturally, these are not the only forecasts that EU governments publish
during the year. Indeed, it may be interesting to compare the forecasts introduced
in the dataset to, e.g., those issued as part of the Excessive Deficit Procedure
(Merola and Pérez, 2013).
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Provided that these limitations are acknowledged, the dataset represents an impor-
tant addition to research on fiscal transparency as it allows researchers to analyse
the causes and consequences of transparency in fiscal guidance — an important, yet
understudied pillar of advanced fiscal transparency frameworks. The dataset pre-
sents several attractive features. First, similar to a recent dataset — focused, how-
ever, on the reporting of past fiscal outcomes (Wang, Irwin, and Murata, 2015) — it
contains a panel of multiple countries followed over multiple years. Second, the
dataset presents country-level forecasts on a large number of unique, disaggre-
gated items ranging from the components of fiscal balance and economic growth
to the components of stock-flow adjustments and exogenous assumptions. This
feature gives researchers considerable flexibility in studying the causes and con-
sequences of specific phenomena that fall within the broader concepts of fiscal
guidance transparency. Third, the dataset contains forecasts on each item at fore-
cast horizons of up to four years. This feature allows studying the conditions that
make governments more or less prone to commit to a medium-term as opposed to
a short-term fiscal plan depending on the stage of the political budget cycle.
Fourth, the dataset contains a publication date of SCPs estimated at the day/
month/year level, which allows researchers to match the dataset with data on post-
disclosure financial market trends, election outcomes and investment decisions
(Aaskoven, 2016; Arbatli and Escolano, 2015; Bastida, Guillamoén and Benito,
2017; Benito, Guillamoén and Bastida, 2016; Glennerster and Shin, 2008; Gulen
and Ion, 2016). These are only examples, and other uses of the dataset and the
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FGT index are likely to arise as research on fiscal guidance transparency matures.
Scholars are encouraged to use the fiscal guidance transparency dataset and the
FGT index to study the effectiveness, desirability, and (unintended) consequences
of government transparency on fiscal and economic outcomes that have yet to
materialize — a distinct and possibly subtle form of transparency.
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