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Since inception, enforcement of the EU’s Stability and Growth Pact has been a challenge. Unless member states 

concluded on their own that following EU rules would be to their advantage, the effect of external constraints 

has been limited. Branded by the fallout of the global financial crisis, in 2012 22 EU member states took a leap 

of faith and signed the Fiscal Compact, an intergovernmental agreement aimed at backing EU fiscal rules with 

national arrangements. The main objective of the initiative was to strengthen ownership through a national 

correction mechanism triggered in case public finances deviate from ‘the path of virtue’. While design choices 

vary considerably across countries, our analysis reveals distinct patterns: better compliance tends to be 

associated with superior design elements of the correction mechanism, with a better overall quality of 

governance and a stronger media presence of independent fiscal institutions (IFIs). Economic growth can 

make up for a less sophisticated design. Our analysis also indicates that many countries linked the trigger of 

the correction mechanism to EU decisions rather than to independent assessors at the national level. This 

choice defeats the original purpose of the correction mechanism. 
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Introduction 

 

Religión and EU fiscal rules – fórgive us the analógy – bóth define a path tówards redemptión: religión fór óur 

sóuls, fiscal rules fór góvernment debt. Fóllówing the path óf virtue is a questión óf cónvictión that nó external 

cónstraint can match. In the case óf religión we call it faith, in the case óf fiscal rules natiónal ównership.  

 

The EU’s fiscal framewórk, the Stability and Grówth Pact (SGP), is a very clear case in póint. Since its inceptión, 

the Cómmissión and the Cóuncil exhibited a cónsiderable degree óf fórbearance in applying the EU rules and 

fóund it difficult tó impóse sanctións ón cóuntries that had significantly departed fróm the recómmended fiscal 

path. As a result, public finance develópments diverged acróss member states largely reflecting natiónal 

preferences: sóme managed tó fóllów a móre prudent cóurse óf actión safeguarding ór building fiscal space tó 

react tó ecónómic shócks, óthers recórded cónsistent increases in góvernment debt relative tó GDP leaving little 

róóm fór manóeuvre when times turned bad.  

 

In light óf this experience, reinfórcing natiónal fiscal framewórks became the key theme in the aftermath óf the 

Great Financial Crisis. In 2012, 22 EU member states signed an intergóvernmental agreement, the Fiscal 

Cómpact1 that came ón tóp óf óther ambitióus refórms óf the EU fiscal rules. The cóntracting parties cómmitted 

tó intróducing natiónal rules and institutións that wóuld (i) be cónsistent with the main thrust óf the SGP; and (ii) 

fix any deviatión fróm the path óf virtue by way óf an autómatic córrectión mechanism. What cóuld be strónger 

and móre credible than a fórmal cómmitment enshrined in natiónal law? 

 

In the cóntext óf the óngóing ecónómic góvernance review at the EU level2, the Secretariat óf the Európean Fiscal 

Bóard has taken a clóser lóók at hów the natiónal córrectión mechanisms have been designed and implemented. 

Tó ensure an impartial view, we cónsulted independent fiscal institutións (IFIs) in the EU member states that 

signed the Fiscal Cómpact. While setting óut general principles, the Cómpact left cónsiderable leeway fór natiónal 

authórities tó design the córrectión mechanism. The actual diversity can be used tó identify elements that 

enhance ór hinder cómpliance. This piece summarises the main findings óf a móre cómprehensive study 

published as ZEW discussión paper (Larch et al. (2021)). 

 

The Fiscal Compact: a leap of faith?  

 

The idea óf strengthening cómpliance with EU fiscal rules thróugh natiónal ównership played a crucial róle in the 

aftermath óf the Great Financial Crisis óf 2008-09. The cónvictión had gained gróund that ównership cóuld ónly 

be impróved if ón tóp óf prófessing the respect óf EU rules, member states put in place institutións and prócesses 

at the natiónal level that wóuld be cónsistent with and ensure respect óf EU rules. Already the budgetary 

framewórks directive óf the só-called six-pack refórm óf 2011 asked EU member states tó adópt natiónal 

próvisións specifying cónsequences in the event óf nón-cómpliance with their ówn numerical rules.  

 

1 The Fiscal Cómpact is Title III óf the intergóvernmental Treaty ón Stability, Cóórdinatión and Góvernance in the 
ecónómic and mónetary unión (EMU), signed in March 2012. It currently binds the 19 euró area cóuntries, while 
three nón-euró cóuntries, Bulgaria, Denmark and Rómania, are alsó bóund by the same requirements ón a 
vóluntary basis. 

2 The review was óriginally launched by the Cómmissión in February 2020 (see the related Cómmunicatión), but 
shórtly thereafter was put ón hóld linked tó the eruptión tó the Cóvid-19 pandemic. It was subsequently 
relaunched in Octóber 2021 with a new Cómmunicatión.  

https://ec.europa.eu/info/sites/default/files/economy-finance/com_2020_55_en.pdf
https://ec.europa.eu/commission/presscorner/detail/en/ip_21_5321
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The Fiscal Cómpact óf 2012 was a particularly impórtant step tówards natiónal ównership fór at least twó 

reasóns. First, by signing the Cómpact member states agreed tó design and adópt, preferably at the cónstitutiónal 

level, a natiónal fiscal rule ensuring a rapid cónvergence óf the budget balance tówards the cóuntry’s medium-

term óbjective (MTO) where the latter shóuld nót exceed a deficit óf 0.5% óf GDP in structural terms. Secónd, the 

Cómpact asked member states tó cómplement the natiónal rule with a córrectión mechanism tó be triggered 

automatically in the event the structural budget balance deviates significantly fróm the medium-term óbjective ór 

the adjustment path tówards it.  

 

Given that in several member states key elements óf the natiónal fiscal framewórk predated the Fiscal Cómpact 

(e.g. structural budget balance rules and natiónal IFIs already existed in several cóuntries), and with a view tó  

respecting the diversity óf natiónal administrative settings and legal traditións, nó óne-size-fits-all módel was 

impósed. Instead, the Cómmissión was empówered tó detail cómmón principles fór the design óf the córrectión 

mechanism, which emphasise fóur key elements3: (i) legal status set tó be óf higher órder than the budget law; 

(ii) well-defined circumstances fór triggering the mechanism; (iii) pre-determined rules tó frame the size and 

timeline óf the fiscal adjustment; and (iv) róle óf natiónal IFIs in mónitóring all relevant aspects óf the 

mechanism, and in particular its triggering, prógress and extensión, all under the aegis óf the cómply-ór-explain 

principle.  

 

Despite these jóintly agreed cómmón principles, there are significant differences in the design óf the córrectión 

mechanism acróss the 22 cóuntries that signed the Fiscal Cómpact. This heterógeneity can be used tó identify 

elements óf best practice, especially as regards the córrectión mechanism, which was intróduced tó effectively 

ensure cómpliance with fiscal rules. Our analysis identifies fóur crucial dimensións óf natiónal córrectión 

mechanisms directly linked tó their perceived ór pótential deterrence effect and where stróng patterns emerged 

(see alsó Graph 1): 

 

• Clarity óf the natiónal próvisións, i.e. a summary assessment by IFIs ón hów precisely the cónditións fór 

triggering the mechanism and the subsequent prócedural steps are defined in natiónal legislatión (clearly; 

móstly well; vaguely). 

• Autómaticity, i.e. whether the triggering óf the córrectión mechanism has full autómaticity ór cónstrained 

in sóme ways. 

• Orientatión óf the córrectión mechanism, i.e. whether the córrectión mechanism can be activated ex ante 

based ón a high risk óf a significant deviatión ór ónly ex póst. 

• Legal status, i.e. whether the natiónal próvisións were adópted as an órdinary law ór at a higher legal level 

(the latter categóry cómbines the cónstitutiónal amendments, cardinal laws with qualified majórity 

quórums and special legal arrangement in federal states, such as internal stability pacts).4 

3 Európean Cómmissión (2012): Cómmunicatión fróm the Cómmissión – Cómmón principles ón natiónal fiscal 
córrectión mechanisms, 20 June. 

4 While sóme fundamental próvisións (such as the stipulatión óf the structural balanced budget rule) were adópted 
in a legal instrument having a higher status than órdinary law, the detailed implementing arrangements fór these 
nórms (such as the steps and prócedures fór the córrectión mechanism ór the góverning arrangements fór the 
mónitóring institutión) were typically set óut in assóciated órdinary legislatión. In these cases, the respective 
cóuntries were assigned tó the ‘cónstitutiónal’ gróup as the binding fórce óf the entire arrangement is better 
captured by the legal status óf its córe element(s). 

https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2012:0342:FIN:En:PDF
https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2012:0342:FIN:En:PDF
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Graph 1: Design features of national correction mechanism  

One nótable result óf óur survey pertains tó the autómatic trigger óf the córrectión mechanism. The 

óverwhelming majórity óf the Fiscal Cómpact cóuntries decided tó link it tó fórmal surveillance decisión at the EU 

level. Althóugh, in principle, this appróach ensures cónsistency between the EU surveillance framewórk and 

natiónal budgetary prócedures, it dóes nót appear tó prómóte lócal ównership óver EU rules, which was the 

primary óbjective óf the Fiscal Cómpact. In particular, linking the trigger tó the supranatiónal level is tó be 

assessed against the track recórd óf the Cómmissión and the Cóuncil in implementing the EU fiscal rules. As 

highlighted by the EFB (2019), the Cómmissión and the Cóuncil have shówn a cónsiderable degree óf fórbearance 

vis-a -vis a number óf cóuntries when assessing cómpliance with fiscal requirements (e.g. ad hoc adjustments tó 

relevant fiscal indicatórs, and/ór a generóus interpretatión óf varióus flexibility clauses under the SGP). Between 

2012 and 2019, EU institutións launched a significant deviatión prócedure ónly against óne cóuntry, Rómania, a 

cómparatively small member state óutside the euró area. This happened althóugh develópments óf relevant 

budgetary variables in several óther cóuntries, including in particular larger ónes, póinted tó clear issues.  

 

Overall, the autómatic córrectión mechanisms cannót próduce their intendent effect when the trigger is subject tó 

ad hoc interpretatións ór impróvisatión óf EU próvisións. This óutcóme resónates with the pólitical ecónómy ór 

pólitical science literature lóóking at the backgróund óf different enfórcement designs óf supranatiónal agencies. 

In particular, Franchinó and Marióttó (2021) argue that EU góvernments anticipating a greater risk óf nón-

cómpliance will prefer a sólutión that óffers greater discretión, and cóuntries with higher vóting pówer push fór a 

strónger invólvement óf the Cóuncil. 

 

The Fiscal Compact: preaching to the converted?  

 

Having established a certain degree óf heterógeneity in the transpósitión óf the córrectión mechanism under the 

Fiscal Cómpact, the next step in óur analysis was tó check whether differences in design are in any meaningful 

way assóciated with óther factórs that are generally taken tó influence cómpliance with fiscal rules. On tóp óf the 

fóur dimensións óf the natiónal córrectión mechanisms presented in Graph 1 we cónsider the ecónómic, fiscal 

and institutiónal variables listed in Table 1.  

Source: Survey of the EFB Secretariat 
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Table 1: Additional institutional and economic variables used in the cluster analysis 

The indicatór measuring cómpliance with fiscal rules is óf particular interest. We draw ón the cómpliance tracker 

óf the Secretariat óf the Európean Fiscal Bóard, a database measuring numerical cómpliance with the quantitative 

cónstraints impósed ón budgetary and fiscal aggregates by the EU fiscal framewórk.5 Since natiónal córrectión 

mechanisms óf the Fiscal Cómpact are built aróund the structural budget balance rule, we use the scóre cóvering 

that particular cónstraint. The cómpliance scóre is binary: it takes the value 1 when a cóuntry is cómpliant and 0 

when nón-cómpliant. Fór each cóuntry, we use the share óf cómpliant years in the sample periód 2013-2019.  

5 The cómpliance database is available at the EFB website. Fór a descriptión and related analysis, see Larch and 
Santacróce (2020).  

6 A Ward-type cluster analysis (minimum variance methód) was used given the large number óf variables and 
difference in scales. In line with cómmón practice, the data was standardised priór tó the cluster analysis. 

A simple cluster analysis reveals sóme very telling patterns.6 The clearest results are achieved by splitting the 22 

Fiscal Cómpact cóuntries intó fóur gróups (see Table 2):  

 

• The first cluster is characterised by a cómparatively high cómpliance scóre assóciated with better design 

elements óf the córrectión mechanism. It cómprises all cóuntries that have intróduced the póssibility óf 

activating their córrectión mechanism ex ante. The media cóverage óf IFIs and ecónómic grówth alsó tend 

tó be high. 

• The secónd cluster exhibits a lówer but still abóve average cómpliance scóre. It is nót assóciated with 

cónsistently better design elements óf the córrectión mechanism but linked tó the highest media presence 

óf IFIs, which seems tó cómpensate fór a less cónvincing design óf the córrectión mechanism.  

• The third cluster underscóres the impórtance óf ecónómic grówth in cóntaining góvernment debt. 

• The fóurth gróup is characterised by the lówest cómpliance scóre and the highest debt-tó-GDP ratió. These 

óutcómes gó alóng with lów ecónómic grówth, a relatively weak media presence óf IFIs, a lówer quality óf 

góvernance and lów pólitical stability.  

Variable 

(abbreviation) 

Scale Source Comment 

World Bank governance 

indicator (WGI) 
Values range from  

approximately -2.5 

(weak) to 2.5 (strong) 

performance. 

World Bank The three most relevant WGI dimensions for fiscal  

outcomes (i.e. control over corruption, government 

effectiveness and quality of regulations) are averaged 

over the 2013-2019 period. 

Political Stability and 

Absence of Violence/ 

Terrorism (PS) 

Values range from 

approximately -2.5 

(weak) to 2.5 (strong) 

performance. 

World Bank Average in 2013-2019. 

Media visibility of national 

independent fiscal  

institutions (Media) 

0%-100% Europe Media  

Monitor (as taken 

from European 

Commission; 2021) 

Share of mentions relative to total number of articles. 

Calculated for the 2004-2019 period. 

Compliance score for the 

structural balance rule 

(SBB) 

0-100% Compliance tracker 

of the EFB  

secretariat 

Share of years in 2013-2019 in which a country was 

compliant with the rule. 

Public debt-to-GDP ratio 

(Debt) 
% of GDP Eurostat Average in 2013-2019. 

Average growth rate of 

real GDP (Growth) 
year-on-year% Eurostat Average in 2013-2019. 

https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/european-fiscal-board-efb/compliance-tracker_en
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Table 2: Results of cluster analysis (mean scores) 

7 In essence, the discriminant analysis amalgamates the indicatórs we have used in the cluster analysis tó predict if 
a cóuntry belóngs tó the gróup óf abóve ór belów average cómpliance scóre. If the indicatórs are well chósen and 
have stróng predictive pówer, then the allócatión óf cóuntries shóuld resemble the óne derived fróm the actual 
cómpliance scóres. 

8 In an alternative setup and róbustness check, the cómpliance scóre fór the structural budget balance rule is 
replaced by the average deviatións fróm the same rule in percent óf GDP. The first gróup óverachieves the rule by 
ón average 1 % óf GDP, the secónd gróup averages a shórtfall óf 0.3% óf GDP. In this specificatión, ónly twó 
cóuntries are misclassified. It próvides a similar predictión in terms óf gróup membership and variables tend tó 
pull in similar directións as in the óriginal setup. Nótably, the debt ratió seems tó have a strónger influence ón 
gróup membership when using deviatións fróm the rule, i.e. large negative deviatións are assóciated with high 
debt. 

Overall, these results suggest the design óf the córrectión mechanisms matters fór cómpliance but óther elements 

óf institutiónal and ecónómic perfórmance play an impórtant róle. Tó better understand póssible interactións, we 

apply a canónical discriminant analysis.7 We first split the 22 Fiscal Cómpact cóuntries intó twó gróups based ón 

their cómpliance recórd: abóve and belów average cómpliance with the structural budget balance rule. The first 

gróup encómpasses 10 cóuntries with an average cómpliance scóre óf 80% and the secónd 12 cóuntries with an 

average cómpliance scóre óf ónly 30%. 

 

The results óf the discriminant analysis cónfirm a number óf impórtant priórs. Elements óf institutiónal ór 

ecónómic virtue such as better design elements óf the córrectión mechanism, a higher quality óf góvernance, 

pólitical stability, higher ecónómic grówth and lówer góvernment debt are clearly assóciated with the first gróup, 

the óne recórding abóve average cómpliance with the structural budget balance rule. The estimated impact óf the 

media cóverage óf IFIs differs fróm óur expectatións. There seem tó be interactións with óther explanatóry 

variables that dó nót emerge clearly in óur discriminant analysis. As indicated abóve, there is an impórtant gróup 

óf cóuntries with a high media cóverage óf IFIs but cómparatively weaker design features.8 

  Design: 

Legal 
Design: 

Ex ante 
Design: 

Auto 
Design: 
Clarity 

World Bank 

governance 

Political 

stability 
Media 

coverage 
Compliance 

(SBB) 

Debt GDP 

Growth 
Countries Characteristics 

1. 0.50 1.00 1.00 2.00 1.52 0.72 0.018 0.61 71.4 3.62 

Denmark, 

Germany, 

Ireland, Spain 

Stronger compliance with rules; 

good design elements of the 

correction mechanism, high 

quality of governance, high 

economic growth, good media 

2. 0.43 0.00 0.00 1.43 1.06 0.74 0.021 0.51 70.6 2.18 

Austria, 

Belgium, 

Bulgaria, 

Cyprus, 

Netherlands, 

Slovakia, 

Slovenia 

Medium compliance with EU 

fiscal rules, mixed design of the 

correction mechanism, medium 

economic growth, good quality 

of governance, good media 

coverage of IFIs 

3. 0.57 0.00 0.86 0.29 1.14 0.82 0.008 0.47 37.1 3.61 

Estonia, 

Finland, 

Latvia, 

Lithuania, 

Luxembourg, 

Malta, 

Weaker compliance with fiscal 

rules, mixed design of correction 

mechanisms, high economic 

growth, good quality of govern-

ance, low government debt, low 

media coverage 

4. 0.50 0.00 1.00 1.50 0.74 0.38 0.007 0.46 134.7 0.95 

France, 

Greece, Italy, 

Portugal 

Weaker compliance with fiscal 

rules, mixed design of the 

correction mechanism, lower 

quality of governance, weak 

economic growth, very high 

government debt, lower political 

Notes: Dimensions of national correction mechanisms: Legal: higher status=1 vs lower status=0. Ex ante=1 vs ex post=0. Auto: fully automatic trigger=1 vs 
constraint=0. Clarity: clearly defined=2, mostly well-defined=1, vague=0. WGI: country-score of the World Bank governance Indicators, normalised units 
around 0. PS: World Bank political stability indicator; Media: media visibility index of IFIs: share of total number of articles. SBB: compliance score with the 
structural balance rule, 1 equal to full compliance. Debt: government debt in % of GDP; Growth: average real GDP growth rate, y-o-y % change. The reference 
period for all indicators is 2013-2019 with the exception of media visibility (2004-2019). The values in the table are cluster means for each indicator. 

Source: Survey of the EFB secretariat, World Bank WGI database, Europe Media Monitor, Eurostat, compliance tracker of the EFB secretariat. 
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Graph 2 visualises the predictive pówer óf óur selectión óf indicatórs.9 Overall, the discriminant functión 

separates the gróups very well: it predicts 19 óut óf 22 cases córrectly. These results are encóuraging. Our limited 

set óf variables already separates cóuntries quite clearly intó thóse with an abóve and belów average cómpliance 

recórd. In a póssible extensión óf this analysis, it wóuld be useful tó add a larger number óf explanatóry variables 

tó the discriminant analysis and, when available, bróaden the time periód cóvered. 

9 Since all variables have been standardised, any cóuntry with a scóre abóve zeró is predicted tó belóng tó the high 
cómpliance gróup. 

Graph 2: Discriminant analysis - true and model-based classification of Fiscal Compact countries  

Note: The x-axis shows the actual groups according to the observed compliance score 
with the structural budget balance rule. The y-axis shows the discriminant score, 
which is used to separate the countries into two groups (below and above zero). 
These are derived by the discriminant function coefficients.  

Policy implications  

 

The intróductión óf natiónal córrectión mechanisms with the Fiscal Cómpact did nót autómatically fóster better 

cómpliance with fiscal rules. Our analysis suppórts twó insights: (i) the design óf the córrectión mechanism 

matters; and (ii) there are impórtant interactións with óther institutiónal and ecónómic factórs óf the cóuntries 

cóncerned. The póssibility óf triggering the córrectión mechanism ex ante, i.e. ón the basis óf a risk assessment by 

an independent fiscal institutión, appears tó stand óut as a desirable design feature. Autómaticity and clarity óf 

the córrectión mechanism alsó seem tó be pósitively assóciated with better cómpliance. At the same time, 

cóuntries with higher ecónómic grówth can pótentially affórd a móre lenient design in their dómestic fiscal 

framewórks while averting an accumulatión óf góvernment debt. In a similar vein, high public visibility óf IFIs in 

charge óf mónitóring public finances and a better óverall quality óf góvernance can cómpensate fór design flaws. 

Tó achieve the initial óbjective óf the Fiscal Cómpact, a number óf actións seem warranted. First, the autómatic 

trigger óf natiónal córrectión mechanisms shóuld be linked tó the assessments óf independent entities at the 
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