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Abstract

We analyze whether performance budgeting, budget transparency and medium-term
expenditure frameworks are associated with the predicted moderation in the increase in
the public debt-to-GDP ratio in OECD countries between 2008 and 2014. We find these
countries naturally separate into two groups with different fiscal trajectories, but there is
considerable heterogeneity within both groups in their use of the procedures. Notably,
Belgium, Hungary and Norway present good fiscal trajectories but low levels of budget
procedure use. Here, insights from political economy contribute little as the three
countries fail to adhere to most of the rules deemed necessary for fiscal discipline.
However, they present several common features: decentralized decision-making;
distinct organizational climate governing budget administration; and, heavy reliance on
agencies/public-private bodies. A standard package for enhancing fiscal performance
does not therefore seem to exist, rather countries selectively adopt budget procedures to
match their resources and institutions.
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1. Introduction

The 2008 financial crisis placed fiscal performance at the top of political, economic and
social agendas worldwide. Indeed, according to the World Economic Forum (2105),
fiscal crises rank second on its list of global economic risks in terms of their impact and
third in terms of likelihood. In response to fiscal crises, governments have typically
opted to increase revenues and cut spending, while recognizing that good fiscal
performance requires a suitable fiscal framework and good governance. In this regard,
this article studies the role that three budget procedures play in fiscal performance.
Specifically, we examine whether performance budgeting, medium-term frameworks
and budget transparency have been associated with better fiscal results in the OECD
countries between 2008 and 2014.

We focus on these three budget procedures for the following reasons. First, they are the
procedures of a rational decision-maker, used to support budgetary decisions on
grounds of objective analysis and considerations of effectiveness, fiscal sustainability
and transparency, and as such they avoid political subjectivity. Second, they form part
of the canonical recommendations that supranational organizations regularly make to
countries seeking to improve the functioning of their budget systems (European
Commission, 2010; IMF, 2014; OECD, 2015a; Hearn and Phaup, 2016). It seems then
pertinent to examine whether these procedures, in isolation of the rest of the fiscal

framework, enhance fiscal discipline and public administration governance.

The reason for examining fiscal performance after 2008 is that the aftermath of the
global crisis has revealed acute differences in the fiscal conditions of the OECD
countries, which had previously remained more muted. It seems likely, therefore, that
we now know more about countries’ fundamental fiscal frameworks and behavior than

we did before the crisis.



Initially, we find no conclusive empirical evidence to determine the effectiveness of the
procedures. We measure fiscal performance in terms of the variation in the public debt-
to-GDP ratio and we determine the level of usage of the budget procedures by
constructing indicators from the OECD Budgeting Survey. Some of the countries with
the best fiscal performance present relatively low scores in relation to the three budget
procedures considered, while others in which the fiscal situation has deteriorated present
high scores. More generally, we find that OECD countries separate into two groups
along the fiscal dimension (“stable” debt and “exploding” debt countries), but that the
budget procedure profiles of these two groups are not obviously distinct. This makes the
establishment of a monotonic relationship between more developed/advanced budget
procedures and better fiscal performance problematic.

The dynamics of the economic cycle clearly play an important role in a country’s fiscal
trajectory. For a given set of budget procedures and institutions, lower GDP growth
results in higher debt. Indeed, for most countries in the “exploding” debt group, the
variation in their debt-to-GDP ratio can largely be explained by their economic growth
trajectory. However, even when analyzing the three variables simultaneously (i.e., fiscal
performance, budget procedures and economic growth), the decoupling of budget
procedures from fiscal performance persists for a number of countries, most notably
Belgium, Hungary and Norway, three countries in the “stable” debt group that present
some of the best fiscal trajectories. Yet, these countries have lower GDP growth rates
and, more pertinently, present lower scores in terms of their use of the three budget

procedures than their peer “stable” debt countries.

To address this puzzle, in the second part of the article, we review the most salient
features of the budget process in these countries. Our hypothesis is that certain elements
of their budget framework act as partial substitutes for the three budget procedures
under investigation and we seek to identify them by conducting a qualitative analysis of
the three budget administrations. We first examine the extent to which the fiscal
administrations of the three countries employ the rules and mechanisms that the
political economy literature suggests should enhance budget discipline. We find most of
those elements to be absent.

We are then able to identify the three main dimensions in which the budget
administration of these countries differs from that of the rest of the OECD countries:



namely, the decision-making process; the organizational climate; and the role of public-

private bodies and agencies in the provision of public services.

The article is structured as follows. Section 2 presents the three budget procedures
analyzed and reviews the related literature. Section 3 describes the data and
methodology used. In section 4, we analyze the fiscal trajectories of OECD countries
between 2008 and 2014 and show their relation to economic growth and the
implementation of the budget procedures. Here, we identify Belgium, Hungary and
Norway as interesting cases for further study. Section 5 discusses what it is that makes
the budget systems in these three counties distinctive. Finally, in section 6 draw our

main conclusions.
2. Background

The belief that countries can enhance their fiscal performance by adopting certain types
of budget rules or procedures is well established. The public administration and political
economy literatures, albeit from different perspectives, have been especially active in
testing this belief. Thus, while the former has focused its attention on understanding the
mechanisms that account for the way in which a particular budget procedure improves
public governance, the latter takes a more “systemic” approach and tends to be more
interested in aggregates and on examining the implications for fiscal performance of the
role and decisions of key policy makers and budget institutions. In this section, we
review the main findings of both literatures as regards the three budget procedures
considered here: namely, performance budgeting, medium-term expenditure
frameworks and budget transparency mechanisms. As discussed, we opt to focus on
these three procedures as they have come to represent canonical policy
recommendations both in the US and the EU (European Commission 2010; Hearn and
Phaup 2016).

The OECD broadly defines performance budgeting as a form of budgeting that “relates
funds allocated to the measurable results” (OECD, 2007, p. 20). As such, the procedure
implies the use of quantitative targets and their evaluation over the budget cycle. In
some countries, such as Canada and France, the central budgeting authority (CBA)
plays a leading role in imposing a standardized performance budgeting framework,
while in other countries, such as Germany and Belgium, line ministries adopt their own

ad hoc approaches. Performance budgeting is believed to enhance fiscal performance in
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two ways. First, it can help overcome political subjectivity in budgetary appropriations
(Willoughby, 2011) and facilitate efficient allocation of resources, effective program
management and adequate investment decisions (Joyce, 2007; Roberts, 2003). Second,
performance information can be used by the legislature and by external government
stakeholders to monitor and control policymaking (Bouckaert, 1996, p. 234; Pollitt and
Bouckaert, 2011). Crain and O’Roark (2004) have shown that the introduction of
performance-based budgeting has reduced spending per capita in the US states. All in
all, in certain circumstances, the procedure should come hand-in-hand with the “right”
type of flexibility, which is likely to help the government to adjust better to the

economic cycle and so improve its fiscal trajectory (Robinson and Last, 2009).

The use of the medium-term expenditure framework (MTEF) constitutes a planning
technique, which facilitates the consistency of public spending over time, and
minimizes inefficient political distortions. Typically, MTEFs rely on macroeconomic
and fiscal forecasts when making projections for the main budgetary allocations and
establishing expenditure ceilings over periods of three to five years (OECD, 2013a).
The OECD regards this technique as critical for ensuring fiscal discipline and, indeed,
Vlaicu et al. (2014) reported that MTEFs improved budget balances in a panel of 180
countries. Hearn and Phaup (2016) argue that adding a long-term budget constraint may
help overcome the short-term vision of politicians and policymakers and so facilitate

budgetary planning.

Budget transparency mechanisms refer to how timely and fully budgets are disclosed to
all interested parties, including politicians, citizens and think tanks. As regards best
practice benchmarks, the OECD recommends governments provide comprehensive
budget information, including pre-budget reports and other intermediate reports; details
on specific disclosures, such as tax expenditures, financial liabilities and non-financial
assets; explanations of their accounting policies along with details about responsible
entities and ministers; and, audit reports (OECD, 2002). Budget transparency is
considered essential for budget scrutiny and analysis and, therefore, for helping hold
governments to account, and for controlling their spending policies. Such mechanisms
should serve to limit the possibilities for politicians to act opportunistically, generating
fiscal deficits and overspending (Alesina and Perroti, 1999). Alt and Lassen (2006)
found that a higher degree of transparency is conducive to lower levels of public debt



and deficits. In a similar vein, Benito and Bastida (2009) reported a positive relationship

between government fiscal balances and the degree of budget transparency.

The political economy literature, in its concern for the relationship between budget
procedures and fiscal performance, has focused on the idea that certain types of budget
rules and regulations operating over the budget cycle may enhance a country’s fiscal
performance (Poterba and von Hagen, 1999; Hallerberg et al., 2009). The formal and
informal rules and procedures (or budgetary institutions) include the negotiation, voting
and amendment of rules of budget, numerical fiscal rules and the involvement of
independent fiscal authorities (Ayuso-i-Casals et al.,, 2009). Empirical studies
conducted in the 1980s and ‘90s showed that those countries which had (a) a strong
finance minister, (b) a more centralized, or ‘top-down’, budgeting approach and (c) less
fragmented legislature and executive displayed, on average, better fiscal outcomes
(Alesina and Perroti, 1999). It was argued that a strong finance minister was able to
impose limits on the budgets of individual ministries via bilateral negotiations, block
excessive expenditure and resist political opportunism. In contrast, fragmented
legislature and executive was more likely to lead to a large number of policymakers
participating in the budget process seeking to obtain resources without fully
internalizing their costs (Kontopolous and Perroti, 1999). Similarly, limits on the power
of the legislature to amend the budget as well as restrictions on overspending, carrying
over unspent funds and the transfers of expenditures between chapters were considered
to be conducive to fiscal discipline (de Haan et al., 1999; Gleich, 2003).

Hallerberg and von Hagen (1999) stress the importance of the political system for
budgeting and identify two types of budget approach: the delegation, and the contract
(or commitment) approaches. The delegation approach employs top-down budget
procedures, granting important decision rights to the finance minister (or the like), who
has a prerogative over the spending ministries and the legislature as regards budget
matters. This approach tends to be more effective in countries with majoritarian
governments, or coalition governments that are ideologically homogeneous (Hallerberg
et al., 2009). The contract/commitment approach implies that key policy makers define
the budget in relation to the negotiated budget targets and in this way commit
themselves to fiscal discipline. The approach resembles that of government micro-fiscal
rules is best suited to multi-party coalition governments with diverse ideological

agendas. In an analysis of EU countries before the crisis, Hodson (2009) concludes that
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any distinction between countries on these grounds is far from clear-cut, since some
delegation states also employed budgeting fiscal rules. Some studies suggest that before
the crisis EU countries employing the commitment approach performed better than did
their delegation counterparts (Annet, 2006; Hallerberg, 2004).

However, while the mainstream view is that improving budget procedures has a positive
fiscal impact, a number of caveats must be recognized. The objections are particularly
substantial in the case of performance budgeting. Schick (2014) and Marcel (2014) find
it difficult in practice to claim unambiguously that these practices have significant,
positive effects and report that they are actually in decline in some countries. Hou et al.
(2011) show that an effective performance management system takes time to develop
and operate correctly and that it appears to function better for executive management
than for legislative purposes.

3. Variables and methodology

3.a Variables

The majority of the budget procedure variables are taken from the OECD survey of
budget practices and procedures conducted in 2012°. The OECD country responses
were originally collected between November 2012 and February 2013 and verified in
June 2013. The OECD has conducted extensive quality control of the responses in order
to ensure consistency and reliability.

We focus on the following three dimensions of budget procedures: (A) performance
budgeting; (B) the use of medium-term expenditure frameworks; and (C) budget

transparency. All refer to central government procedures.

In relation to performance budgeting, we include the following indicators: (Al)
performance budgeting index designed by the OECD; (A2) intensity of use of six types
of performance information in negotiations with the central budget authority (CBA):
financial data, operational data/performance reports, spending reviews, statistical
information, independent information, and performance evaluations; (A3) overall
consequences for poor performance, which includes three elements: public disclosure,

intensified monitoring, and budget decreases.

*Data are available for 32 OECD countries (but not for Iceland or Israel).
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In the case of medium-term expenditure frameworks, we collected data from the

medium-term perspective index designed by the OECD (B).

Finally, in relation to budget transparency we include the variable of total budgetary
information made publicly available by the OECD (C), which comprises nine different

types of budget-related information.

In table A.1 in the appendix we present the indicators collected and the transformations

made in order to obtain summary budget procedure variables.

In the case of fiscal performance, we characterize a country’s fiscal trajectory in terms
of the variation in gross public debt as a percentage of GDP. This variable captures all
liabilities that require payment by the sovereign state. It is the key stock variable that
captures the state of public finances and is widely considered to be a comprehensive
measure of fiscal performance (Alesina and Perotti, 1999; Ostry et al. 2015). Public
debt is heavily influenced by GDP growth and so we also include this variable. In both

cases, our data source is the IMF World Economic Outlook (WEQ) database.
3.b Methodology

Our methodology comprises three steps. First, we separate countries into two groups
according to their fiscal performance between 2008 and 2014. “Stable debt” OECD
countries are those for whom the debt-to-GDP ratio increased at a rate below the OECD
average for this period, while the “exploding debt” countries are those that present a rate

above this average.

Second, within each group, we seek to identify the countries that do not conform to the
group pattern when considering three variables simultaneously: namely, their fiscal
performance, average GDP growth rate and normalized budget procedure scores. While
our data on debt and GDP growth are one-dimensional, the data on budget procedures
are multidimensional. This means we need to produce simple transformations of the
budget procedure performance indicators, based on percentiles, so as to allow for
aggregation. For a given budget procedure variable (Al, A2, A3, B and C), each
country’s score is normalized as the percentile in the respective distribution. Thus, we
are able to compute an aggregate indicator of performance budgeting (A) as the average
percentile of the three elements (A1, A2, and A3), and an aggregate indicator of the

overall budget procedures as the average percentile of the three main variables (A, B,
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and C). In this way, we identify Belgium, Hungary and Norway as outliers within the

“stable debt” group of countries.

Third, we conduct a qualitative analysis to identify the features that distinguish the
budget systems of these three outliers from those of the rest of the OECD countries.

This analysis draws on policy papers, archival data and a literature review.

4. Fiscal trajectories and budget procedures in OECD countries
4.1 Fiscal trajectories: two groups

Taking the OECD as a whole, the country-wide average public debt-to-GDP ratio rose
from 52% in 2008 to 74% in 2014. This average increase of 22 percentage points,

however, masks two different trajectories among individual OECD countries (table 1).
[Table 1 here]

In 19 of the 32 OECD countries, the debt-to-GDP ratios increased less than the overall
average and, moreover, their values remained relatively stable over the period, rising
from 43.1 to 49.9% between 2008 and 2014. These 19 countries are, henceforth,
referred to as the “stable debt” countries and are identified in table 2. In contrast, the
ratio in the remaining 13 countries shifted from an average of 64.8 to 108.7% of GDP.
These countries, henceforth, are referred to as the “exploding debt” countries and are
identified in table 3.

The difference between the stable and exploding debt countries is of relevance in
understanding why the dispersion (i.e. the standard deviation) of the debt-to-GDP ratio
increased in this period. An initial inspection of the OECD countries suggests that they
became more fiscally heterogeneous between these dates, as the standard deviation of
the debt-to-GDP ratio rose from 36.7 to 49.8%. However, here the aggregate statistic
captures two very different patterns. Between 2008 and 2014, the standard deviation of
the ratio in the stable debt group countries remained relatively constant and well below
the values reported by the countries in the exploding debt group. Hence, most of the
dispersion in the overall fiscal performance is attributable to the exploding debt

countries (7.2 vs. just 2.3 points in the countries in the stable debt group).



This analysis suggests that the crisis did not create a new fiscal divide among the OECD
countries, rather it exacerbated existing, albeit muted, differences in the fiscal
conditions between the two sets of countries.

The two groups of fiscally distinct countries also differ in terms of their respective GDP
growth. When averaging across all countries within each group, stable debt countries
grew at 1.3% per year between 2008 and 2014, while in the exploding debt countries
GDP fell by an annual average of 0.2%. As is well known, there is a negative
association® between GDP growth and public debt increases and this clearly holds in our

sample as illustrated in figure 1.°
[Figure 1 here]

4.2 Budget procedures scores, fiscal outcomes and economic growth: individual

cases

However, inspection of the normalized budget procedure scores shows that both groups
of countries present very similar averages. Indeed, they cannot be distinguished in terms
of the overall budget procedure indicator (0.49 stable debt vs. 0.51 exploding debt),
performance budgeting (0.48 vs. 0.45, respectively) or medium-term framework (both
present an average of 0.63). In the case of the budget transparency indicators, a minor
difference is found (0.36 stable debt vs. 0.45 exploding debt).

The reason for this lies in the fact that both the stable and exploding debt groups of
countries present significant variation across virtually all the budget procedure
dimensions. We turn, therefore, to explore individual country behavior and the role that
GDP growth plays in that.

Tables 2 and 3 report the economic variables and the normalized budget procedure
variables for stable-debt and exploding-debt countries, respectively. The countries are

sorted in increasing order in terms of the variation in their debt-to-GDP ratios.

[Table 2 here]

* The relationship between economic growth and the increase in public debt has been widely examined,
particularly for its policy implications in post-2008 crisis management. Although it is difficult to draw
direct, unidirectional causal relationships between the two variables, the negative association between
both variables is well established (see Reinhart and Rogoff, 2010; Pescatori et al. 2012; and Panizza and
Presbitero, 2014 for details).

® The correlation coefficient between the variation of debt-to-GDP ratio and the average real GDP growth
for the period 2008-2014 is -0.62 (significant at the 0.01 confidence level for N=32).
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[Table 3 here]

The political economy literature, which typically addresses this issue from a
macroeconomic perspective, finds an association between good (bad) fiscal trajectory,
relatively high (low) scores on budget procedure use, and high (low) average GDP
growth. The basic logic here seems clear: high GDP growth improves public finances
and this, in turn, is reinforced when countries employ sound budget procedures

intensively.

In our analysis, some countries do conform to this norm. Among the group of stable-
debt countries, Sweden, Mexico and Canada are the obvious examples. All three report
low increases in their debt-to-GDP ratios, present a GDP growth rate above the specific
group average, and record higher scores on budget procedures than the OECD average -
both on the aggregate budget indicator and on most of the specific budget procedure

Scores.

Likewise, among the group of exploding-debt countries, Italy, Spain and Greece are
clear examples of the opposite occurring: high debt increases coupled with low growth
and low budget procedure scores. Indeed, the negative correlation between the increase
in public debt and the variation in GDP growth is much stronger for the exploding-debt
countries than for their counterparts in the stable-debt group, where it is not significant®.
This suggests that for this group of countries most of the variation in fiscal conditions

can be explained by poor economic growth.

However, within the stable debt group, some countries do not conform to this norm. The
most salient cases are Belgium, Hungary and Norway. The experiences in these
countries run counter to the above logic. They recorded healthy fiscal trajectories
between 2008 and 2014, but presented relatively low GDP growth figures and, more
relevantly to our discussion, very low normalized budget procedure scores. In terms of
aggregate budget procedure use (column 3 in tables 2 and 3) and specific performance
budgeting (column 4), none of the three countries lies above the 30th percentile in the
OECD distribution. In the case of budget transparency, they occupy even worse
positions in the distribution, the most striking cases being Hungary and Norway whose

® The correlation between GDP variation and debt-to-GDP ratio variation in the period 2008-2014 is -0.64
for the exploding-debt countries (significant at 0.01 level for N=13) and -0.23 for the stable-debt
countries (not significant for N=19).
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percentiles are 12 and 6, respectively. Similarly, in terms of economic growth, none of
the three has grown by more than 0.9% on average during the period, well below the
average for the stable-debt countries (1.3%). Yet, in contrast to these figures, the three

countries were among the OECD’s best fiscal performers.
5. Distinctive budget attributes of Belgium, Hungary and Norway

The results presented by these three countries suggest that other factors in the fiscal and
budgetary frameworks (and omitted from the preceding analysis) are relevant for fiscal
performance. We hypothesize that some elements of the budget framework, and more
generally of the fiscal framework, may therefore be acting as partial substitutes. Thus,
what matters for a country’s fiscal performance is not the presence (or otherwise) of a
particular fiscal institution or the application of a certain budget procedure nominally
and in isolation, but rather the functioning of the whole budget system. From this
perspective, the budget system is constructed from a complex set of relationships of
substitutability and complementarity between procedures and institutions. This would
explain why a country not making great use of (one or more of) the three budget
procedures can overcome this apparent shortcoming by relying more intensively on

other elements of its fiscal framework.

This hypothesis is in line with Pollitt and Bouckaert (2011), who coin the term ‘menu
approach’ to describe how some governments choose a package of administrative
reforms influenced by the prevailing administrative culture, state structure and
economic background. More specifically, a similar theoretical approach based on
relationships of complementarity and substitutability has been adopted by various
articles analyzing budget systems. For example, in their study of the US states, Hou and
Brewer (2010) find that two particular instruments for budget stabilization, namely,
general fund balances and budget stabilization funds, are partial substitutes. That is, the
influence of one instrument is partially offset by that of the other. From a somewhat
more broad perspective, in an examination of the relationship between open elections,
accountability, and budgetary institutions, Ma and Hou (2009) reveal a strict
complementarity relationship. They show that electoral accountability is no guarantee of
overall government accountability if proper budgetary institutions are not in place.
Likewise, in a study of how best to manage budget slack, Rose and Smith (2012) find

that two actual practices, namely, setting surpluses aside and concealing budget slack,
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operate as substitutes, whereby doing more of the one is associated with doing less of
the other.

We test our hypothesis qualitatively in two stages. First, we examine whether the
insights from the political-economy literature can help account for the apparent
anomalies presented by Belgium, Hungary and Norway. Can the variables considered in
this literature explain why these three countries presented a healthy fiscal performance
despite the fact that their economic growth was weak and they made little use of the
budget procedures? Second, we seek to identify any distinctive elements in the budget
systems and fiscal frameworks of these three countries vis-a-vis those of the rest of the
OECD countries. What is it that makes their budgeting different?’

We summarize our findings in table 4, which includes three groups of variables. The
first corresponds to general information about each country, including state type
(unitary of federal) and a measure of fiscal decentralization. The second reports key
variables for the political economy literature, including the power of the legislative vs.
the executive, government structure and approach to fiscal governance (contract vs.
delegation). Finally, the third seeks to highlight the distinctive features of their budget
systems.

[Table 4 here]
General background indicators

In all three countries the taxing power of the sub-central governments is below that of
the OECD average and, therefore, central government plays a relatively important role
in budgeting. This rules out fiscal decentralization as a potential explanation for their

low level of usage of the budget procedures by central governments.

Two of the three are unitary states, while Belgium is a federal state, while two form part
of an economic union and Norway does not. Thus, it is not easy to associate the source
of their differential budget behavior with a particular profile with regard to these two

characteristics.

” See the note in table 4 for the sources of this qualitative analysis.
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Political economy indicators

Between 2008 and 20014, Belgium and Norway had coalition governments and, in line
with predictions (Hallerberg and von Hagen, 1999), the fiscal governance model in both
countries approximated more closely to that of the contract approach. In the case of
Hungary, fiscal governance was more mixed in approach. On the one hand, the
existence of a government majority can favor delegation; but, on the other, the role of

the finance minister might not be sufficiently strong.

In all three countries, the legislature has virtually unlimited powers at all stages of the
budget process vis-a-vis the executive. Their parliaments have unrestricted powers to
amend the budget and the executive cannot veto the budgets once passed by the
legislature. Likewise, their respective central budget authorities (CBA) have no final
word in the resolution of budget disputes; they are not entitled to undertake performance
evaluations or to make independent decisions with material impact on spending
ministries. In two of the three cases (Hungary and Norway), the CBA is not an arm’s-
length institution, but a unit within the ministry of finance, with responsibility for

preparing macroeconomic projections and fiscal scenarios.

As such, the institutional setups for budgeting in these countries lack most of the
elements that have been identified in the political economy literature as necessary for
achieving fiscal discipline (Hallerberg and von Hagen, 1999; Haan et al., 1999; Gleich,
2003). Moreover, in terms fiscal rules, what distinguishes Belgium and Hungary from
the rest of the OECD countries is that they are among the few that have granted fiscal
rules the highest legal status by incorporating them in their national constitutions.
However, having said that, some countries that have experienced major fiscal crises,

including Spain and Italy, have also incorporated the fiscal rules in their constitutions.
Analysis of the distinctive features of the budget systems

The budget systems of the three can be distinguished from those of the other OECD

countries in terms of the following characteristics:

a. Decentralized budgetary decision-making. Belgium and Norway differ from the rest
of the OECD countries as regards the significant degree of decentralization in their
systems, albeit that the two also present their own quite distinctive traits. In Belgium,

the CBA or Federal Public Service Budget is in charge of drafting the budget circular,
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preparing the proposal, defining and negotiating budgets with the spending ministries
and preparing all reports (OECD, 2012). In addition, three independent institutions have
certain responsibilities for the budget: the National Accounts Institute (NAI) covers the
positive side of the budgetary process; the High Council of Finance deals with the
normative side; and the Federal Planning Bureau produces, on behalf of the NAI, the
macroeconomic forecasts (Bogaert et al. 2006). It seems undeniable that these entities
contributed to the sustainability of Belgian public finances by producing accurate and
politically independent macroeconomic projections which served as initial input for
budget forecasts (Lebrun, 2009).

Norway’s institutional setup, on the other hand, differs from that of most OECD
countries in terms of the little power entrusted in the ministry of finance during budget
negotiations. The minister does not negotiate budget proposals with ministries and
agencies and there are no spending reviews that allow the minister to propose medium-
term reforms. Instead, expenditure negotiations tend to be decentralized and bilateral
involving the expenditure center (ministries and agencies) and government or even

parliament (Anderson et al., 2006).

In Hungary, budget governance is more centralized and the functions of its CBA are
wider. Following recommendations from the European Commission, in 2009, Hungary
established a Fiscal Policy Council with the powers to conduct independent
macroeconomic forecasts and to review all legislative proposals and bills. However, the
Council’s role was significantly reduced in 2011 and its independence from the
government has been called into question (Kopitz, 2011).

b. Organizational climate of budget administration. Budget administration in each of
the three countries appears to be based on distinctive organizational principles to those
applied in the rest of the OECD countries. One of the most salient features of Belgium’s
fiscal administration is its very high degree of transparency, exceeding in various
respects international standards (IMF, 2008). It seems probable that this climate of
transparency is associated with its model of governance, whereby fiscal responsibilities
are shared and separated between three independent institutions, thus generating a
system of checks-and-balances. One of the main features of Hungary’s fiscal
administration (and, for that matter, its public administration in general) is its drive

towards increasing professionalism following a period of post-Soviet transition.
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Neshkova and Kostadinova (2012) describe Hungary as a front-runner in the adoption
of administrative reform among post-Soviet countries, while Gadjuschek (2007) reports
that the reform of the public sector has led to the professionalization of the civil service,
attracting some of the country’s most highly educated individuals. One of the most
salient features of Norway’s organizational climate is the high degree of trust and
flexibility among all parties involved in the budget process (cabinet, line ministries and
many agencies). Anderson et al. (2006) claim that this is the result of a unique set of
contextual factors which appear to work successfully in Norway, such as the fact that
the ministry of finance has chosen not to adopt a controlling role combined with the

virtual absence of any formal controls.

c. The role of agencies. “Agencification”, that is, the transfer of government activities
to bodies outside ministerial departments, has many explanations (organizational,
functional and institutional) and is a central element of reform in the New Public
Management paradigm (Trondal, 2014). Its underlying principle is that the relationship
between ministries and agencies has shifted and is now based more on the ex post
control of results than on ex ante supervision requirements (Evrard and Scutnaire,
2006).

Of the three, agencification has advanced most in Belgium and Norway. Belgium’s
public administration is characterized by high levels of decentralization and functional
devolution, particularly in the area of social security, which comprises 15 semi-public
institutions. These institutions are subject to the supervisory authority of the responsible
ministry and, in the case of decisions impacting the budget, to the budget minister;
however, they enjoy a significant degree of autonomy (Evrard and Scutnaire, 2006).
Norway can be distinguished from the rest of the OECD countries in terms not only of
the high degree of managerial flexibility it grants its agencies but also of the significant
scope the latter are afforded to organize the action of the public sector — which is
perhaps a common feature of the Nordic countries. As Anderson et al. (2006) report,
Norway has 17 small ministries and 180 agencies implementing public policies and
97% of government employees work for these agencies. The latter vary in size but they
enjoy a reasonable degree of managerial flexibility and autonomy, although each is
under the formal control of a ministry, which uses a letter of instruction to implement

the agency’s budget.
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d. Idiosyncratic factors. It is perhaps necessary to include a last category of country
specific factors — exogenous to the budget process, but with a significant impact in
fiscal terms. Although we might find instances of such factors in each of the three
countries, none compares to the fiscal proceeds originating from Norway’s oil reserves,

proceeds that have been managed with great prudence.®

6. Conclusions

This article has examined whether and under which conditions three budget procedures
(performance budgeting, medium-term frameworks and budget transparency) were
associated with the variation in the debt-to-GDP ratio in the OECD countries between
2008 and 2014. A natural distinction emerged between countries presenting a stable
debt vs. an exploding debt trajectory. Yet, this clear differentiation in fiscal terms is not
observed in terms of budget procedures adopted, there being considerable heterogeneity

within the two groups in their use of the three procedures.

Specifically, Belgium, Hungary and Norway differ from the other stable-debt countries
in that their healthy fiscal trajectory is associated with comparatively little use of the
three budget procedures. This, coupled with the fact that their economic growth was
below that of the stable-debt group mean, indicating that growth rates do not account for
their good fiscal performance, makes these three countries interesting case studies. We,
therefore, examined whether these countries compensate for the limitations in their use
of the three budget procedures by depending more heavily on other fiscal/budgetary

institutions.

A review of the insights offered by the political economy literature showed that most of
the elements recognized as encouraging good fiscal governance (the importance of
centralized budget procedures, a strong finance minister, restricted rights of legislature
and strict oversight over the spending ministries) are absent in these countries. We,
therefore, sought to identify which dimensions of their budget systems differed from
those of the rest of the OECD countries. This revealed that (i) their model of budgetary
governance is relatively decentralized (Belgium and Norway); (ii) each country appears

to have a distinctive organizational climate governing its budget administration and its

8 According to the most recent analysis (IMF, 2015), petroleum-related revenue for the public sector has
increased from an average of 7% of total revenue in the period 1971-1996 to 25% by mid-2000.
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public services in general (Belgium, Hungary and Norway); and (iii) government action

tends to rely heavily on the work of semi-public agencies (Belgium and Norway).

Belgium’s recipe for fiscal stability appears to be based on sharing budget powers and
functions among independent bodies. It has established a system of checks and balances
that is entirely positive for its public finances. Norway exemplifies a country with a
highly decentralized budget governance, with a broad pattern of delegation to agencies.
However, it demonstrates a firm commitment to balancing its domestic budget (helped
in this endeavor by the proceeds from oil). Hungary emerges as a front-runner in post-
Soviet reform, in which the civil service has attracted much of the country’s talent,

generating a highly professional atmosphere in public sector management.

In short, our findings suggest that a standard package of budget procedures capable of
safeguarding a country’s fiscal performance does not exist; rather, countries selectively
adopt the budget procedures to match their resources and institutions. Our findings also
strongly suggest that budget systems are constructed from a complex set of relationships

of complementarity and substitutability among procedures and institutions.

Future research is needed to address in greater detail how countries go about choosing
their optimal budget procedure packages and to understand the conditions under which
they can enhance their fiscal performance. In this respect, additional budget procedures
apart from the three studied in this work could be examined.
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Table 1. Gross debt as percentage of GDP. Descriptive statistics by
groups of OECD countries.

2014 2008
Standard Standard
Count | Mean Deviation Mean Deviation
All OECD countries
32 73.8 49.4 51.9 36.7
“Stable Debt” countries
OECD countries with debt
variation lower than 22 p.p.
in 20082014 19 49.9 26.1 43.1 23.8
“Exploding Debt”
countries
OECD countries with debt
variation higher than 22 p.p.
in 2008-2014 13 108.7 55.4 64.8 48.2

Source. Based on IMF.
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Table 2. Economic and normalized budget variables for ‘stable-debt’

OECD countries.

Norway
Turkey
Switzerland
Poland
Sweden
Hungary
Estonia
Mexico
Korea
Germany
Chile
Denmark
Luxembourg
Belgium
Netherlands

Czech Republic

New Zealand
Canada
Austria

Group average
OECD average

Economic Variables

Budget procedures, (average) percentiles

Source. Based on IMF.

Average A.
Debt/GDP  GDP Performanc B. Medium- C. Budget
variation growth rate e Budgeting Transparenc
2008-2014 2008-2014 All (A, B,C) (Al, A2, A3) Framework y
-17.6 0.87 0.29 0.28 0.54 0.06
-6.5 3.27 0.51 0.55 0.73 0.24
-2.6 1.42 0.57 0.68 0.78 0.24
1.8 3.11 0.41 0.18 0.82 0.24
4.8 0.86 0.78 0.68 0.82 0.85
5.0 0.09 0.11 0.22 0.00 0.12
52 -0.14 0.47 0.39 0.78 0.24
7.3 1.91 0.58 0.94 0.56 0.24
7.7 3.19 0.60 0.85 0.83 0.12
8.2 0.74 0.59 0.33 0.81 0.64
9.0 3.62 0.43 0.61 0.43 0.24
9.2 -0.45 0.52 0.60 0.90 0.06
10.2 1.09 0.40 0.34 0.00 0.85
134 0.56 0.18 0.29 0.00 0.24
13.6 0.01 0.75 0.69 0.92 0.64
141 0.38 0.36 0.06 0.78 0.24
14.1 1.33 0.63 0.54 0.73 0.64
15.7 1.61 0.67 0.73 0.64 0.64
18.3 0.59 0.38 0.08 0.81 0.24
6.89 1.27 0.49 0.48 0.63 0.36
21.9 0.68 0.49 0.46 0.63 0.39



Table 3. Economic and normalized budget variables for ‘exploding debt’
OECD countries.

Australia
Slovak Republic
Finland

France

Italy

United States
United Kingdom
Japan

Spain

Portugal
Slovenia
Ireland

Greece

Group average
OECD average

Economic Variables

Budget procedures, (average) percentiles

Average A.

Debt/GDP  GDP Performanc  B. Medium- C. Budget

variation growth rate e Budgeting term Transparenc

2008-2014 2008-2014 All (A,B,C) (Al, A2, A3) Framework vy
225 251 0.48 0.62 0.59 0.24
25.8 1.88 0.42 0.68 0.46 0.12
27.1 -0.69 0.48 0.58 0.61 0.24
27.3 0.33 0.80 0.55 0.88 0.97
29.8 -1.30 0.34 0.22 0.57 0.24
31.9 1.14 0.46 0.14 0.62 0.64
37.8 0.54 0.70 0.70 0.76 0.64
54.6 0.13 0.62 0.45 0.57 0.85
58.3 -0.71 0.29 0.09 0.65 0.12
58.5 -1.06 0.50 0.08 0.77 0.64
61.3 -0.52 0.49 0.61 0.61 0.24
66.9 -0.26 0.62 0.56 0.46 0.85
68.4 -4.12 0.39 0.51 0.62 0.03
43.9 -0.17 0.51 0.45 0.63 0.45
21.9 0.68 0.49 0.46 0.63 0.39

Source. Based on IMF.

26



Figure 1. Real GDP growth (average 2008-2014) and variation in gross
debt as percentage of GDP. Percentage points.
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Appendix 1. Variables: description and measurement

Budget Procedure Variables (source OECD, 2012, Survey on Budgeting Practices and
Procedures/downloaded at Government at a Glance (2013)

A. Performance Budgeting Indicators

Al Performance budget index. This composite index contains 11 variables that cover
information on the availability and type of performance information developed, processes for
monitoring and reporting on results and whether (and how) performance information is used on
budget negotiations and decision-making by the central budget authorities, line ministries and
politicians. The weightings are as follows: existence of performance information (65%), use of
performance information in budget negotiations (20%) and consequences of not achieving the
targets (15%).

From O to 1. Index elaborated by OECD

A2.1 Use of performance information (financial data) in negotiations with Central Budget
Authority

(O=Never; 1=Rarely; 2=0ccasionally: 3=Usually and 4=Always)

A2.2 Use of performance information (operational data and performance reports) in
negotiations with Central Budget Authority

(O=Never; 1=Rarely; 2=0Occasionally: 3=Usually and 4=Always)

A2.3 Use of performance information (spending reviews) in negotiations with Central Budget
Authority

(O=Never; 1=Rarely; 2=0ccasionally: 3=Usually and 4=Always)

A2.4 Use of performance information (statistical information) in negotiations with Central
Budget Authority

(O=Never; 1=Rarely; 2=0ccasionally: 3=Usually and 4=Always)

A2.5 Use of performance information (independent performance information) in negotiations
with Central Budget Authority

(O=Never; 1=Rarely; 2=0ccasionally: 3=Usually and 4=Always)

A2.6 Use of performance information (performance evaluations) in negotiations with Central
Budget Authority

(O=Never; 1=Rarely; 2=0ccasionally: 3=Usually and 4=Always)

A2 Total use of performance information in negotiations with Central Budget Authority

Sum of the variables of A3.1 to A 3.5 (0, 24) — our elaboration on the basis of OECD indicators

A3.1 Consequences for poor performance: organizational or programme’s poor performance
made public

(O=Never; 1=Rarely; 2=0Occasionally: 3=Usually and 4=Always)

A3.2 Consequences for poor performance: intensified monitoring of organization and/or
programme

(O=Never; 1=Rarely; 2=0Occasionally: 3=Usually and 4=Always)
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A3.3 Consequences for poor performance: budget decreases

(O=Never; 1=Rarely; 2=0ccasionally: 3=Usually and 4=Always)

A3 Total consequences for poor performance
Sum of the variables of A4.1 to A 4.3 (0, 12) — own elaboration

B. Medium-term perspective

B Use of a medium-term expenditure perspective in the budget process

The weightings are as follows: existence of a MTEF (25%); length, levels and substance of the
ceilings (33.3%); quality and durability of the ceiling (25%) and monitoring of the MTEF
(16.67%).

From 0 to 1. index elaborated by OECD

C. Budget transparency indicators

C Total budgetary information made publicly available

Includes the responses about the following types of budgetary information: medium-term fiscal
policies objectives (1), budget proposal (2), approved budget (3), methodology and economic
assumptions for establishing fiscal projections (4), sensitivity analyses of fiscal or/and
macroeconomic model (5), Budget circular (6), Independent reviews/analyses of
macroeconomic and/or fiscal assumptions (7), pre-budget report (8), long-term perspective on
total revenue and expenditure (9)

From 0 to 9. Variable on elaborated on OECD data
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Table 5. Budget attributes of Belgium, Hungary and Norway

Category Belgium Hungary Norway
|. General data

Type of state Federal Unitary Unitary

Taxing power of sub-central 10.4% 6.5% 12.1%

governments; OECD average:
15.4% (*)

Economic/fiscal union membership

European Union: Stability and Growth
pact

European Union: Stability and Growth
pact

Autonomous monetary and budgeting

policy

Il. Political-economy variables

Fiscal governance approach

| Contract; Collegial rules prevail

| Mixed: Contract and Delegation

| Contract; Collegial rules prevail
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Government structure

Coalition government: Flemish
Nationalists parties and the
Francophone parties, political system is
polarized.

Multi-party system: conservative parties
Fidesz and KDNP hold the majority
starting from 2011

Coalition government:

Labour Party, Socialist Left Party and
Centre Party

Legislature power in budgeting

Unrestricted power to amend budget

Unrestricted power to amend budget

Unrestricted power to amend budget

Executive power to veto budget
approved by Legislature

No

No

No

Status of minister of finance

Senior civil servant

Political appointee

Senior civil servant

Resolution of budget disputes

Ministerial committees

Cabinet

Cabinet

Types and legal status of the fiscal
rules (FR) % refer to GDP (**)

Budget Balance (60%) and debt (3%).
FR are in the Constitution. Limit in
budget balance deficit of 1% in structural
terms.

Debt (60%) FR is in the Constitution;
budget (3%) FR not in the Constitution.
Limit in budget balance deficit of 1% in
structural terms.

Budget Balance FR is in national
legislation (not in the Constitution); limit
on structural budget balance, below 4%
of Government Pension Fund Global

CBA: 1.Name;
2. Mandate to monitor ministries;

3. Main functions.

Federal Public Service Budget
No

Preparation of budget circular, executive
budget proposal, reports, fixing ceilings
of ministerial budgets and conducting
negotiations, authorizing ministerial
outlays

Ministry of Finance and Economy
No

Preparation of budget circular, executive
budget proposal, fixing ceilings of
ministerial budgets and conducting
negotiations in collaboration with
ministries

Ministry of Finance
No

Preparation of budget circular, executive
budget proposal, reports

(does not fix ceilings of ministries,
testifying to legislature, ministries
request supplement budgets directly
with cabinet)

Units that prepare macroeconomic

Independent bodies (National Accounts

Ministry of Finance and Economy

Ministry of Finance
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and fiscal projections

Institute, High Council of Finance,
Federal Planning Bureau).

lll. Distinctive features of the national budget systems

Model of budgetary decision
making

Decentralized, with checks-and-
balances: National Accounts Institute,
High Council of Finance, Federal
Planning Bureau.

Centralized but collaborative across
government with intent of involvement of
Fiscal Council

Decentralized, favoring flexibility over
performance. The cabinet plays strong
role in the budgetary process

Organizational climate in the
budgetary process

Transparency. Mutual supervision and
cooperative strategies among the three
bodies with responsibilities in the
budgetary process

Professionalism. The post-soviet reform
of the civil service led to strong increase
in the professionalization of the civil
servants

Trust. There is a high level of mutual
trust between the Ministry of Finance,
the spending ministries and the
independent agencies

The role of public-private bodies
and agencification in public sector
provision

High levels of functional devolution: the
Government delegates some of its tasks
to semi-public bodies, particularly in
social security-related expenditures.

Not significant, OECD recommends
strengthening their role; the Public
Procurement Office is placed under the
Parliament, not the Ministry

Very important; 17 small ministries and
180 agencies. Over 97% of government
employees work in agencies.

Country specific, exogenous factors
with significant fiscal impact

NA

NA

Proceeds from petroleum are fed into
the economy according to a pre-
established rule (Global Pension Fund —
Global)

Sources: based on OECD International Budget Practices and Procedures Database (2012), Anderson et al. (2006), Bogaert et al. (2006), Christiaens (2003),
Evrard and Scutnaire (2006), Gajduschek, G. (2007), IMF (2008), Kraan et al. (2007), LeLoup (2000), Neshkova and Kostadinova (2012), Trondal (2014),
OECD (2015). (*) States and local government tax revenue as % of total tax revenue, 2011. Source. OECD Fiscal Decentralization database. (**) Source.
OECD 2012 Survey of Budgeting Practices.
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