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ABSTRACT

In view of the growing attention paid to the role of fiscal governance
in budgetary outcomes, this paper tries to shed light on the link
between the recent Greek fiscal crisis and aspects of fiscal
governance. It reviews fiscal developments in Greece over the last
decade and challenges the widely held view that optimistic
macroeconomic forecasts adopted by the Greek government, as well
as three international organisations, were responsible for unrealistic
fiscal deficit forecasts. Instead, the weak domestic institutional
budget framework and the ineffectiveness of international
organizations to act as signaling mechanisms emerge as the main
reasons for weak fiscal performance. In this light, the paper puts
forward some ideas for improving the domestic institutional

framework for conducting fiscal policy in Greece.
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The Greek Fiscal Crisis and the Role of Fiscal Governance

1. Introduction

Persistent fiscal deficits and higher levels of l[mudebt seem to be common
features among many OECD countries since the d&T¥s (OECD, 2007a).
Fiscal deficits, once small and controlled in mafssuch countries, have soared
after the outbreak of the recent global financradis, as a result of both the
direct fiscal costs of bank and other enterprisecue operations and of
government policies aimed at sustaining domestiecnashel within an
environment of rapidly weakening economic activittan Riet, 2010). In a
number of countries, including Greece, the detation of the fiscal outlook
has been so severe, that the financial marketstiogato the perceived threat
in fiscal sustainability, has brought the costiaffcing for these countries to
prohibitive levels. One of the factors that havéhwittle doubt intensified the
fiscal impact of the financial crisis has been filukure of governments to take
advantage of the good times preceding the cristotsolidate public finances.
In this light, an increasing number of both thelsedtand empirical studies
tries to explain the persistence of fiscal defickven in favorable
macroeconomic conditions (the well-known deficiadiproblem) on the one

hand and to find effective ways to ensure fiscatigline on the other.



An exploration of the deficit bias phenomenon iyde the scope of this
paper, but several explanations have been put fdnlvg political economy
and public finance theorists (see for example, Sleepnd Weingast (1981),
Krogstrup and Wyplosz (2007) and (2010), Tabellmd Alesina (1990),
Rogoff (1990), Persson and Svensson (1989), voreié2010)). As far as the
urging policy question on how fiscal discipline che effectively ensured is
concerned, attention is growingly shifting towart® importance of fiscal
governance for budgetary outcomes. Fiscal govemanperceived as the set
of fiscal institutional arrangements governing tosduct of fiscal policy in a
country. Such institutional arrangements incluae,example, legally binding
fiscal rules, medium-term budgetary frameworks,daidry procedures and the
establishment of independent fiscal authoritiesr¢gean Commission 2009a,
OECD (2007b), Pretorius and Pretorius (2008), Alest al (1996), Ayuso-i-

Casals (2010)).

Furthermore, the strengthening of fiscal governaaica national levelhas
recently received particular attention in view bé tdifficulties to effectively
enforce the fiscal rules set at the European lbyethe Stability and Growth
Pact (European Commission, 2010b). Despite the regapidifficulty in
measuring the quality of institutions, a large nembf studies has attempted to
establish an empirical link between institutionsjdgjetary processes and
budgetary outcomes, see for example European Caami$2007), Ayuso-i-

Casals et al. (2007), von Hagen et al. (2009), Magen (2010), IMF (2009),



Calmfors (2005), Debrun and Kumar (2007), Larch @ndini (2008)! Each

paper explores a different aspect of the qualityfimfal governance and its
possible link with fiscal outcomes, but on the basi the empirical evidence
one could argue that on the whole budget procemsgdiscal rules do matter

for the outcome of fiscal policy.

Against this background, the example of Greecariqularly interesting. It is
true that Greece has been living with a high pubgbt for a long period of
time. In the 1990s, in its effort to join the EMthe government made a major
effort to reduce fiscal deficits and control theerof public debt, and succeeded
in fulfilling the criteria for becoming member did Euro area. Unfortunately,
this effort was not continued in the following ysaand with the turmoil of the
international markets after the recent economsig;riGreece found itself in the
brink of a financial collapse. At the same timeg ttountry appears so far to
have scored low in almost any evaluation regardiifferent aspects of the
quality of fiscal governance (European Commissifi)7, OECD, 2002, for a
review see Rapanos, 2007) and has long been seiti@n these grounds (IMF,

2006, OECD, 2008, Vraniali, 2010).

The gquestions that arise for Greece are partiguladute. What were the
underlying causes for the severe fiscal crisis #merged about a year ago?
What was the link between existing budget institusi and the persistence of

fiscal deficits, especially in the period after €ce became a euro area

! A recent strand of literature studies the impddiszal institutions on government bond yieldsg(se
for example, Hallerberg and Wolff, 2008, lara andlffy 2010), but this issue is beyond the scope of
this paper.



member? The purpose of the paper is to explordinkebetween aspects of
fiscal governance and budgetary outcomes in the cdsGreece and draw
some conclusions regarding the underlying causethefinability of Greek
fiscal institutions (namely the Ministry of Financie government and the
Parliament) to check on the apparently uncontrtdlgiersistence of deficits
and the increase in public debt. More preciselg faper focuses on the
magnitude of deviations of budgetary outcomes ftbentargets set at a central
and general government level. There is a widelg v¢w that in many EU
countries politically motivated systematic optimisconcerning economic
growth played a potentially significant role in geating excessive deficits
(Jonung and Larch, 2004 and 206).similar argument has been put forward
for Greece (IMF, 2006, Vraniali, 2010). We challerntis view for the Greek
case and argue that the weak institutional framkwior setting up and
following the execution of the budget, as well & tineffectiveness of
international organisations to play a signallintgrare the key factors behind
Greece'’s fiscal derailment. In this respect, wem#tsome ideas on possible
directions of reform of the domestic institutiontamework and briefly
evaluate some recent initiatives of the Greek gawent regarding the setting
up of a Parliamentary Budget Office and the improget in fiscal

management.

2 Buettner and Kauder (2010) in their study on rexeforecasting performance of 12 OECD countries
in the 1996-2008 period, also conclude that the G&cast error exerts a strong effect on the efor
revenue forecasts.



The remainder of the paper is structured as folldBection 2 gives a brief
account of the fiscal performance of Greece in cmmspn to its euro area
partners over the last fifteen years. Sectionés tto detect the main reasons for
the very poor performance of the political systegarding the control of fiscal
deficits within the rules-based fiscal frameworkyded by the Stability and
Growth Pact. In section 4 we make some proposals dbuld improve the
domestic institutional and legal framework for coating fiscal policy, and
analyze in more detail the idea for a parliamentauglget office. In the last

section we summarize the main findings of our agialy

2. A short story of Greek public finances since 190

It is rather generally agreed that a root-caustn@fongoing Greek fiscal crisis
was not only the soaring public deficit in the lasuple of years, but also the
opacity of public accounts. Revisions in the siz¢he deficit and debt were a
particularly common phenomenon since 2004, whentlle@ newly elected
government changed retroactively the rules for ndiog defense expenditure.
In October 2009, following a change in governmethie budget deficit
announced for 2009 was far larger than anticipatéd. a result Greece
suffered a sharp erosion of credibility and finahaonarkets reacted with a huge

increase in the spreads of the Greek governmermtshitrat made borrowing by

® More precisely, the 2009 general government defiictified by the Greek government to Eurostat
was revised from 3.7% of GDP in April 2009 to 6.0%% GDP on October " 2009. The new
government, elected in October 2009, notified acitedf 12.5% of GDP on Z1October 2009. This
figure has been upwards revised three more tinmee $hen.



the Greek state impossible. A short story of Greallic finances over the last
fifteen years allows one to draw some rather rewgatonclusions regarding
the effects on budgetary outcomes of the weak Ifigogernance framework

within which fiscal policy was set.

During the 1993-1999 period, Greek public finanaese set on an ambitious
fiscal adjustment path in an effort to comply witie relevant Maastricht
criteria and enter the Eurozone. Indeed, the budegétit, which stood at
almost 13% of GDP in 1993, was reduced to below824999, while the

public debt-to-GDP ratio started declining. At tsame time, the Greek
economy attained impressive growth rates, amonditjteest within European

Union countries.

In the period after the introduction of the eunscél consolidation efforts lost
momentum in almost all euro zone countries, degpefact that the Stability
and Growth Pact envisaged the attainment of bathrimedgets over the
medium term. In fact, the period 2001-2003 witndssignificant increases in
budget deficits, as shown in Figure 1. In many ¢oes, the general
government deficit breached the 3% of GDP Ilimitd aas a result these
countries were subjected to the Excessive Defimc&dure, as envisaged in
the framework set by the Stability and Growth P3d¢te same was the case

with Greece in 2004.

* This figure was revised to 3.1% after a fiscalititight took place in 2004.



Figure 1. Annual changes in the general governmeitiialance (% of GDP), 2000-2009
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Source Authors’ calculations based on European Commis&010), General Government Data, Part
II: Tables by series, Spring 2010.

The governments of these countries adopted fisoakalidation packages

which brought the deficit below the 3% limit and maged to bring the EDP to
an end (see Figure 1). In the case of Greece,na 2007 the Council of the

European Union, based on the European Commissiea@mmendation that

the public deficit had been brought below the 3%siP reference value in a
sustainable way, decided that the excessive ddimit been corrected and
brought the excessive deficit procedure to an eddvertheless, by the end of

2007, the general government deficit had once rsorpassed the 3% limit.

The eruption of the global financial crisis in n#&ptember 2008 and the
subsequent worldwide economic recession had a mharkgative impact on
the fiscal positions of euro area countries (Figliyeln 2009 all euro area
countries recorded deficits which, with the exoaptiof Finland and

Luxembourg, exceeded 3% of GDP. Public deficiteras a result of both

declining revenues and large public spending paakagmed at supporting



domestic consumption and the financial sector gforoverview, see van Riet,
2010). Nevertheless, blaming the world financiafntail for the recent
explosion of fiscal deficits in Greece would beneat misleading (see Bank of
Greece, 2009 and Rapanos and Kaplanoglou, 2016 examnple, the banking
system in Greece maintained sound capital positibnsughout the crisis,
while any present bank liquidity problems are thguit rather than the cause of

the unsustainable fiscal position of the publideec

3. Greek fiscal governance and budgetary outcomes

Despite the fact that the Greek economy attaingd growth rates throughout
the last decade, fiscal imbalances were nevertafédyg brought under control.
One can find many explanations for high deficitstHe first instant, one could
draw attention to the incompetence of the governrt@icontrol expenditures
and to collect budgeted revenues. The most fundnerason, however, has
been the weak institutional framework of budgetamgl tax administration. A
basic weakness of the Greek fiscal system is tloe p@chanism of setting up
the budget, and the lack of any systematic momigpof its implementation.
While the Parliament has a powerful constitutionale in voting the state
budget, not only as a whole but also by Ministtydaes not have any kind of
mechanism to follow up on the budget execution, tanthonitor developments

on public expenditures and revenues.



It would be rather revealing to give a retrospext@ecount of the budget data
presented to the Parliament and approved by it twerlast decade. Every
November the Parliament examines the Introduct@yd® of the State Budget
for the following year and is asked to approve littormation for local
government, public hospitals and social securitydBifinances appears only in
a fragmentary manner and is largely missing. Durthg course of the
following year, the only information regarding th#evelopments on the
execution of the budget is presented to the Paeiinm October or November
of the budget year (already too late to addressdawjations). The Parliament
is finally asked to approve of the final outcometlod budget in November of
the year following the budget year. Just to takeeaample, the 2007 State
Budget is approved by the Parliament in Novembd62@s implementation
progress is approved in November 2007 and its fnd@tome is approved in
November 2008. Therefore, there appear to be lgayes in the flow of
information regarding the execution of the budg#tus rendering the

monitoring role of the Parliament ineffective.

Had deviations from the targets not been largeptbelem would perhaps not
have been important. However, apparently that watstime case. How had
major fiscal components of the state budget (taenues, primary
expenditure and interest payments) evolved one g#ear the approval by the

Parliament of the respective targets? As FiguresaBd 2b show, not



particularly well, with deviations varying from yeao year. Smaller
deviations and even positive surprises coincideh viite periods of fiscal
consolidation episodes imposed by the EuropeanalfisSamework, as
described in the previous section. On the whabsydver, total revenues and
primary expenditure were not evolving accordinglkan. In most years, there

were significant shortfalls in revenues and serexjgenditure overruns.

Figure 2a. Deviations of within-year estimated of mjor fiscal aggregates from the
targets set at the Introductory Report of the StateBudget, 1999-2008 (excluding
“outlier” 2009)
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® Despite the fact that deviations from targets weseally rather high almost all years, they appear
condensed once the exceptionally high revenuefalisrof 2009 are added. Therefore, we present the
data both including and excluding the “outlier” y@809.
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Figure 2b. Deviations of within-year estimated of rajor fiscal aggregates from the
targets set at the Introductory Report of the StateBudget, 1999-2009
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Source Authors’ calculations based on Ministry of Econoand Financelntroductory Report of the
State BudgetAthens (various issues).

More notably, the Parliament apparently could ngtase any corrective action
in the cases where the targets for revenue anchdikpes were evidently going
to be missed. The final outcome instead exhibiteturéher deterioration.

Figure 3 presents the deviations of within-yearnestes of the same fiscal
aggregates from the final outcomes. Deviations famth the revenue and the

expenditure targets expand further.
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Figure 3. Deviations of within-year estimates of mar fiscal aggregates from final
outcomes
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SourcesAuthors’ calculations based on Ministry of Econoand Financelntroductory Report of the
State BudgetAthens (various issues).

Figure 4 presents the size of the averggecentagedeviations of final

outcomes from the targets set in the budget ower20001-2009 period. The
within-year estimates presented to the Parliamsditated that revenues were
falling short of the budgeted amount by 3.8%, wipifanary expenditure was
going to exceed the targeted amount by 2.4% aedesit payments by 1%. The
final outcome drew an even bleaker picture, withergie shortfalls reaching
over 6% and expenditure overruns having furthereiased. The deviations of
revenues and expenditures in percentage terms majrdtrike too large, but

when fed into the State Budget deficit, they impigt the final figure for the

12



state budget deficit stood every year on averadeé bigher than the budgeted

amount.

Figure 4. Percentage deviations of major fiscal @gegates of the State Budget
(average 2001-2009)
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SourcesAuthors’ calculations based on Ministry of Econoand Financelntroductory Report of the
State BudgetAthens (various issues).

An inherent inconsistency of the Greek budgetingteay stems from the
unbalanced power of the Parliament over s$tege budget vis-a-viggeneral
governmentata. The Stability and Growth Pact, which se¢sfthmework for
conducting fiscal policy at the EU level, requirBscal aggregates to be
reported at ayeneral governmerievel respecting the accounting rules set in
the European System of Integrated Economic Accoilg\ 95). State budget
data have, therefore, to be adjusted to a natiaeabunts basis and be
aggregated with data covering local authorities;iadosecurity funds and
hospitals. The approval of fiscal forecasts inctudethe Stability and Growth

Programs submitted to the European Commissiomiplgia responsibility of

13



the Ministry of Finance, therefore the Parliamentarely presented with such

data, let alone asked to monitor them.

The even greater lack of monitoring at a natioeael of the targets set for the
general government balance and its components goesurprisingly, hand in
hand with even higher deviations. Figure 5 has bmmrstructed in a similar
way with Figure 2. It compares the targets setabus updates of the Hellenic
Stability and Growth Programme for the revenuegngry expenditure and
interest payments atgeneral governmenével. When we move from the state
to the general government level, deviations apgéghtly lower in absolute
amounts in the case of revenue shortfalls, but siittoee times higher in the
case of primary expenditure overruns. The relativgrovement in the
performance of revenue once we move to the germggraeérnment level is
primarily attributed to the considerable surplusssrded every year by social
security funds, an issue that has attracted tlamtadh of Eurostat more than
once® One could argue that from 2004 onwards Greek Ifidata have been
revised many times (see European Commission, 8Q.Report) and such ex
post revisions could not have been possibly argtegh by Greek governments.
Figure 6 presents similar information with FigureeXcluding the effect of ex
post revisions of general government revenue apérediture data. Deviations

from targets now appear much smaller in the caggoweérnment expenditure,

® Regarding the size and revisions of the surplusfesocial security funds and the explanations
provided by the Greek authorities, the European @mmsion notes in it’'s latest report on Greek
statistics that “it does not find these explanatisafficient and will carry out in the coming mosth
thorough investigation of the process of calculatiy the Greek authorities of the surplus/defitithe
social security sector” (European Commission, 2p10a

14



which is to be expected since most revisions reteto the methodology in

recording expenditure items (e.g. military expeunej.

Figure 5. Deviations of final outcomes of major fisal aggregates from targets set at the
Hellenic Stability and Growth Programmes
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Sources Authors’ calculations based on Ministry of Econornd FinancelUpdate of the Hellenic
Stability and Growth Programméthens (various issues), and European Commiggioh0),General
Government Data, Part II: Tables by seri&pring 2010.

One fact can be established with hardly any doabtthe whole fiscal targets
were systematically being missed by a wide marginatural question arises:
is there something intrinsically flawed in the wiggcal targets were set either
at the state or at the general government levelizw widely held among both
national and international organizations is thatphoblem can be traced to the
fact that the government consistently based itsafi$orecasts on an overly

optimistic outlook for the economy as a whole, thoBating government

15



revenue forecasts and underestimating expenditure.other words, GDP
growth was being overestimated and subsequentlgnwhe harsh face of
reality revealed itself, public revenue and exptndi targets were being

missed. Despite its popularity, this view can ballemged rather easily.

Figure 6. Deviations of final outcomes of major fisal aggregates from the targets set at
the Hellenic Stability and Growth Programmes (exclding the impact of ex-post
statistical revisions)
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Sources Authors’ calculations based on Ministry of Econornd FinancelUpdate of the Hellenic
Stability and Growth Programm@dthens (various issues), and European Commig&8ioh0),General
Government Data, Part II: Tables by seri&pring 2010.

Referring to the period 2000-2009, the first coluwinFigure 7 shows the
average deviation of the forecast for the real ginovate adopted by the
Stability and Growth Programme for the following ayefrom the final
outcome. It appears that Greek governments do tetmleverestimate real

GDP growth, yet by a rather small margin of 0.3%5cpetage points. The

European Commission, as part of the monitoringhef finances of member

16



states, conducts biannual forecasts (each sprirdy artumn) for major
economic aggregates. As becomes evident from Figuréhe within-year
forecasts for GDP growth were rather conservamarginally underestimating
the Greek GDP growth rate. The magnitude of theetgstimation halves in

the autumn forecast as the calendar year approéshessd.

Figure 7. Deviations of GDP growth rate (2000 — 2@0
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Sources Authors’ calculations based on Ministry of Econoand FinanceUpdate of the Hellenic
Stability and Growth ProgrammeAthens (various issues), European Commission Qg0&eneral
Government Data, Part Il: Tables by serieSpring 2010 and European Commission, European
Economy, Brussels (various issues).

Forecasts for the general government balance coaveentirely different

picture (Figure 8). The targets set in the Stabiéihd Growth Programmes
were highly unrealistic and therefore unreliablece they were missed by a
large margin (on average the annual deficit wa%o406 GDP higher than the
target). More surprisingly, the prudency of Eurape@ommission GDP

forecasts does not translate into analogous prydehen it comes to public
deficit. The EC forecasts appear to highly undarese public deficits, even in

the autumn forecasts, just one month before theoétite year in question.

17



Figure 8. Deviations of General Government balancom final data (% of GDP), 2000 -
2009
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Government Data, Part II: Tables by serieSpring 2010 and European Commission, European
Economy, Brussels (various issues).

Part of the deviations can be attributed to the fhat Greek fiscal deficits
were subject to multiple ex-post statistical remis, which of course the
government or other institutions such as the EQdcoot foresee. If we take
these revisions into accouhthe performance of forecasts certainly improves,
but still falls short of what could be expectede(deigure 9). The spring
forecasts underestimated fiscal deficit on avekagalmost 2pp of GDP, while
the autumn forecast still underestimated deficitsnore than 0.5% of GDP.
Figures 7-9 also present the spring and autumrcdsts for GDP and fiscal
deficit of two other international organizationstOECD and the IMF). These

forecasts are similar to those of the European Ciseiam, i.e. prudent on GDP

and seriously underestimating fiscal deficits, Wit forecasts being the most

" Revisions are defined as the differences betwkenfihal outcome of each year and the figure
appearing as the first provisional estimate (inER¥ of March the following year).

18



unreliable (partly owing to the fact that they ammnducted slightly earlier than

those of the other two international organizations)

Figure 9. Deviations of General Government balancérom final data (% of GDP),
excluding the impact of ex-post statistical revisies, 2000 — 2009
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Brussels (various issues), OEAE;onomic OutlookParis (various issues) and IMF, World Economic
Outlook, Washington D.C. (various issues).

One could argue that the suboptimal recording sddii data for the general
government and the weak monitoring of the budgetetion made it difficult
for EU or other international institutions to edisifo precise signaling
mechanisms. In order to proceed to a thorough gatwmé and qualitative
assessment of the fiscal situation in questiondible and timely data should
have been available, which was definitely not thasec for Greece.
Nevertheless, recurring forecast errors should hasted as warnings that
something was going wrong, for example that someehparameters (e.g.

revenue elasticities) were perhaps inaccurate. iRevdevelopments in excess

19



of what GDP growth would imply should not have bewrorporated in official
forecasts unless accompanied by specific policy soves. On the whole,
stricter scrutiny of fiscal data and forecasts anceffort to embed past forecast
errors into the assessment procedure would haviirdgr enhanced the

effectiveness of international signaling mechanjssspecially those of the EU.

The major conclusions one can draw from this shodlysis are rather clear.
Budget balance targets in Greece were being missade on the whole
revenue shortfalls and expenditure overruns apjfmede equally responsible
for missing these targets. Despite the fact thatGheek constitution envisages
a powerful role for the Parliament in the approwélthe State budget, in
practice the Parliament had little information atigerefore, power to monitor
the execution of the budget it had approved. Atghme time, international
organizations failed to effectively act as signglimechanisms. The previous
analysis has also demonstrated that the widely kedev that optimistic
assumptions on GDP growth are largely responstl@tirealistic forecasts for
public revenue and expenditure is not accurate.pibeesghe fact that the
economy did appear to grow in line with what thevgyoment (and other
international organizations) had assumed, budgeteehues did not find their
way into the public purse, while expenditures (esby primary expenditures)
were not kept under planned control. All these amions point to the same
direction: the weak institutional framework for td& up and monitoring the
execution of the budget is the fundamental reason the weak fiscal

performance and, therefore, any attempt to coffiscal imbalances is rather
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doomed to fail unless the reform of this framewdskalso given serious
thought. The following section puts forward someas on possible ways of

improving this institutional framework.

4. Improving the domestic fiscal framework in Greee: some
proposals

A detailed analysis of the ways in which the ingignal framework for setting,
executing and evaluating the budget should be mefdris perhaps beyond the
scope of the present papewe will, however, attempt to lay out some key
dimensions of such reform in the areas of budgetargcedures, tax
administration and also regarding the possible afl@n independent fiscal

council.

4.1. Budgeting procedures

The issue of poor budget management in Greecdtleen@eglected nor newly
discovered. There is indeed a long series of ssudientifying the key aspects
of this issue and proposing ways for reform, seeeftample HM Treasury
(2002), Diamond et al (2005), IMF (2006), Rapar0{), Hawkesworth et al

(2008), OECD (2010), Vraniali (2010). A very brieutline of the main

8 For a recent review of several aspects of pubi@nicial management and budgeting, see Shah (2007)
and, more specifically on Greece, see Rapanos [20@aniali (2010) and OECD (2010).
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weaknesses of the budgeting framework in Greece bearsummarized as

follows®:

Lack of transparency. The drafting of two sepalaiegets (the ordinary
and the investment budget) with overlapping expenelicategories, the
existence of significant off-budget operations, Ik of coherent reporting
of the finances of general government bodies noluded in the central
government (i.e. local authorities, social secufitgds and hospitals), are
the main elements introducing confusion and ambjgregarding fiscal
aggregates and impede any meaningful breakdowmesttaggregates.
Lack of a medium-term budgetary framework. The iddrafted each
November concerns the following calendar year. dutfh the approval of
an annual budget involves important decisions aigbtary policy and is a
key step, most fiscal measures have budgetary ¢atpns that go well
beyond the yearly budgetary cycle. Therefore, glsiryear perspective
provides a poor basis for fiscal planning. The gomeent did submit every
December an update of the Stability and Growth Rrogne with a three-
year horizon. Such updates, however, were usuatly submitted to
Parliament, while fiscal targets set for the medienm were not binding.
They were drafted in order to meet the obligatisesin the Stability and
Growth Pact, but did not reflect in a reliable wilg strategic goals and

objectives of the government.

® For more detailed comprehensive reviews, see R&p@007) and Vraniali (2010).
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= No program budgeting. International practice hasnshthat public funds
are more effectively used in the framework of agpaon budgeting system
with a focus on policy objectives, which addressbe quality of
expenditure, reviews program results and addresdas for money. In the
Greek case, the expenditure control and accouityabdlamework is
characterized by excessive and overlapping ex emtgrols and ex post
multiple expenditure controls inclined towards cdemce and legality
(Vraniali, 2010). Furthermore, input budgeting imetframework of an
extremely detailed budget structure makes the dudgexible and results
in thousands of budget adjustments per year (ORODQ)°

= Weak top-down budgeting process and lack of reabwatability. The
Greek budget preparation is to a large extent sotvoup exercise. Line
ministries enjoy a large degree of freedom to pseptheir spending wishes
with little early guidance from higher levels ofw\gsnment. They have little
incentives to think in terms of reallocation andptizing instead of asking
for additional funds. In the present system, thenidry of Finance
interferes at all stages of the budget process\adrya detailed level, thus
eliminating any sense of ownership of the line stimes budget, attenuating
their accountability and removing any incentive formprovement in the
management of public funds.

» Organisational weaknesses. The General Accountiffice® which is

entrusted to monitor the execution of the Ordingwt not the Investment)

910 2007, for example, there were 6,650 budgetsadjant decisions, which regarded reallocations of
expenditures (OECD, 2010).
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Budget, has no coherent information system thdtewméable it to have an
overview of total public revenues and expendituaesny point in time.
Local information systems managed by e.g. locatafisaudit offices or
different bodies of the central or general govemirae not on-line with
the General Accounting Office, thus making the extibn of information

on both the revenue and the expenditure side athskd

The directions of desired reform are rather seiflet, if the above weakness
of the Greek budgetary framework are set agaimestrthin features of a system
of sound budgetary procedures identified by, foarsmle, the European
Commission (2009a) and briefly outlined in Kaplaloagand Rapanos (2011).
The list of budgeting reform recommendations isegd long and has been
analysed in detail by other authors (e.g. OECD02®hapanos, 2007, Vraniali,

2010), but its main elements can be summarizedlsvis:

1. Consolidate budgeting procedures by merging theanrgd and the public
investment budgets and placing them under the eespf the General
Accounting Office. The latter should be given maetonomy, with a
permanent undersecretary as its head.

2. Introduce a new accounting system compatible wiéhlbternational Public
Accounting Standards for all bodies of the gengoalernment.

3. Improve the timeliness and reliability of budgeteeution reports. There
should be full computerization of all transactiowsijle all offices of public

expenditures should be connected on line. The @erecounting Office
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should draft and make available monthly reports itoong all
expenditures of central government, local authesitind public entities.

. Introduce a new effective internal auditing systdmt also use external
auditors. Audits should not be limited to checkingmal compliance with
procedures, but should also address the qualityexgfenditure, make
performance assessment, or even assess riskama tér“sustainability”.
The French case dfour des comptesould serve as a useful point of
reference (Lefas, 2010).

. Introduce stronger top-down budgeting. As OECD (®0Odotes, a more
top-down process, where early decision is takenoweerall expenditure
which is then subdivided into ministerial ceilingas shown to be more
effective in constraining costs and making the hmeaistry feel ownership
for fiscal decisions within the ministry. In thisomext, line ministry
autonomy and accountability should be strengthemddle the primary
responsibility for budget execution should be tfarred to spending units.

. Introduce program budgeting. More focus should Ineerg to policy
objectives and more attention should be paid to dhality of public
expenditure and the results of public expenditumegm@ams (for a
comprehensive review of program and performancegéiing, see OECD,
2002 and 2007b).

. Introduce national fiscal rules, incorporated iw,lavhich should be open,

transparent and comprehensive of all fiscal agtiot the public sector.
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Greece could benefit from the international expexe on the
implementation of national fiscal rules.

8. Introduce a medium term fiscal framework, incorpioia multiyear
estimates (e.g. on a three-year horizon) whictecethe strategic goals and
objectives of the government. Such estimates ceeattte as the basis for
top-down budget ceilings.

9. Consider the introduction of “accruals accountin§uch a system could
enhance transparency in the allocation of publimdéuand the impact of
commitments, and improve the decision making pregyi@I6ndal, 2003).
Cash accounting practices need not, however, bevetn as they serve as
a necessary basis for the operating, investingfiaadcing activities of the

government (Vraniali, 2010).

In recent years, there have been some attemptsddeess some of the
weaknesses listed above. The Introductory Reparitife 2007 Budget, for
example, attempted to introduce a unified expenglittiassification system
covering both the ordinary and the investment bud@ee Ministry of

Economy and Finance, 2007). Beginning with the 2@d®iget, the Greek
government launched reforms to its public finanamnagement, through e.g.
establishing a Government Budget Reform Unit wite aiim of introducing

initially at a pilot basis a results-oriented praxgr budgeting system.

Perhaps the most wide-ranging attempt to reformipdipancial management

in Greece has been Law 3871/2010 on “Fiscal Managéemand
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Responsibility”, which was voted in August 2010.datailed description and
evaluation of the new provisions are perhaps beybadscope of the present
paper, but it is worth mentioning a few points efykmportance. The new Law
introduces a medium-term budgetary framework ferdeneral government to
be approved by the Parliament. This framework itetudetailed fiscal targets,
a clear reference of the macroeconomic assumptionshich fiscal forecasts
are based, sensitivity analysis of fiscal targetentifications of main upside
risks, etc. A top-down approach is introduced pablic expenditure, since
ceilings for all levels of general government (aaldo by Ministry) will be

included in the budget on a three-year horizon. Bddies of the central
government, local authorities and social securitgaaizations (including

hospitals) are required to draft annual budgetscamimunicate to the General
Accounting Office on a monthly basis reports inghgddata on expenditures,
revenue, financing and liabilities, on a cash basle General Accounting
Office is required to submit to Parliament and makeilable to the press
consolidated reports at a general government leweéring public revenue,
expenditure, liabilities and financing on a monthtuarterly and biannual
basis. In this way, the execution of the generalegoment budget will be

closely and transparently monitored. Internal ayglibcedures for public

expenditures are specified in detail and a doubtefeaccounting system is
introduced for the central administration. A urifiexpenditure classification
system is introduced for all levels of governmemd ¢he scope for expenditure

reallocations is seriously limited. Important amewets to the approved
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budget (e.g. if public borrowing requirements extélee budget forecast by
more than 10%) have to be approved by the Parlignaéter the Minister of

Finance has submitted a Complementary Budget.

The scope of the proposed reforms to the Greekdiudpframework is indeed

ambitious and the extent to which they will tramsiothe quality of fiscal

governance remains to be seen in practice. Howelgse scrutiny allows one
to identify some areas of potential concern. Irdéaomal experience has shown
that national fiscal rules (e.g. expenditure rulbalanced-budget rules for
certain levels of general government, etc.) caly pla important disciplining

role. No such rules are introduced. Furthermore,ntedium term plan has to
be submitted to Parliament by mid-April and be appd by mid-May. In case

the Minister of Finance realizes that the assumgtior forecasts of the plan
have changed by September, he has the right toistdoParliament an update
of the medium term plan, which will be more in liwgh the annual budget to
be approved for the next year. If we also take adoount the obligation of the
Greek government to submit an update of the Stalaihd Growth Programme
to the European Commission every December, onts stamdering about the

degree of commitment to and binding power of “rali medium-term targets.

Given the mounting level of public debt, one woeigect draconian measures
to be introduced regarding public borrowing proaeduor all levels of general
government. The new Law indeed envisages such guoee regarding the

financing of the State budget (i.e. central govesnth The discretion left to
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other levels of general government (for examplellauthorities) regarding
both levels of borrowing and borrowing proceduresniexplicably large and

rather worrying'*

One of the apparent intended aims of the new Lawo i;xtroduce accruals
accounting. In general, reporting on an accruassshianplies that revenues are
recorded when they are “earned” (verified), whil@enditures are recorded
when they are incurred. Several developed counf{eas the United States,
France, the UK, Australia and New Zealand) haveapor such an accounting
system for their government accounts, with a viewnaking the cost of

government action and the impact of commitmentsentaansparent and to
improve the decision making process (Blondal, 20¢d8%&n and Mayes, 2009).
In the Greek case, a kind of accruals accountingntioduced for public

revenues, since the budget of a certain year wdlude revenues verified
within this year or verified, but not cashed, ie fbrevious year. Strict accruals
accounting would not allow the transfer of thedattind of revenues. In case
verified revenues are not cashed within the buglgat, the possibility is open
for negative surprises at the end of the year teggrthe size of the budget
deficit. Furthermore, one cannot see why accruatsunting is not introduced

for public expenditure as well.

Despite the above points of criticism, the impoc&wf the Law 3871 should

not be underestimated. It could be the startingitpof a radical reform in

* The Minister of Interior Decentralization and Ea@onment announced in late January 2011 that a
series of measures will be endorsed for contaitiegl government debt, once the recording of the
financial position of municipalities has been fimatl by end February 2011.
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public financial management in Greece. Whether wilsindeed be the case
depends on a number of factors. As internationglee&nce shows, any
reforms in fiscal governance are foremost politipabcesses, and not just
technical ones. They have to be based on reatistiescales, need country
ownership and political commitment and, most imaotiy, they should be in

line with a country’s historical, political and sakheritage.

4.2. Tax reform and tax administration

The large revenue shortfalls identified in secti®ncan at least partly be
attributed to the poor performance of tax admiaigtn mechanisms in Greece
and the related problem of widespread tax evaSiMost Greek governments,
in the recent past, have acknowledged this issuk aamounced their firm
intention to address it, mainly through adoptingvreces of legislation that
would supposedly enhance revenue collection arehsifty tax controls. The
numerous tax reforms introduced year by year irvlmnainly changes of tax
bases and tax rates, while the structural weakses$ethe tax and tax

administration systems remained intact.

The recent fiscal crisis spurred renewed inteneghe aim of containing tax
evasion, as an effective way of raising tax reveané spreading the costs of
fiscal adjustment fairly. Over the last months, gozernment has announced a

series of measures involving increases in tax @ethe one hand, and ways of

2 For a recent attempt to estimate its extent, sgeds et al (2010).
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combating tax evasion on the other, including isteed tax controls and
lifting bank secrecy. In general the adopted messamming at the containment
of tax evasion are in the right direction, but arenambitious approach is
necessary in order to address the weaknesses ofstitational framework of

the tax system and tax administration mecharifsm.

The importance of tax administration in the propenctioning of any tax
system has long been recognized. The main mandataxocadministration
mechanisms is the enforcement of tax laws, whiehradeed extensive in their
range and nature, involve many persons and bugsessd result in the
collection of a vast bulk of revenues needed topstupthe state (Crandall,
2010). In this respect, the effectiveness, efficigriairness and impartiality of
revenue collection mechanisms are key ingrediehts good tax system. In
Bird’'s (2004) terms, effectiveness requires essaiblg an environment in
which citizens are induced to comply with tax lawsluntarily, while

efficiency requires that this task be performed nahimum cost to the

community.

As perhaps expected, there is no single set ofcppti®ns that, once
introduced, will automatically ensure improved tagministration in any
country. Nevertheless, certain aspects seem toactesize good tax
administration systems (Bird, 2004 and 2008). Fasiax administration must

have adequate resources in terms of manpower, stridure and an

3 For a recent insightful view on the weaknesses wagls of improving the tax administration
mechanism in Greece, see Bank of Greece (2010}, 4p181.
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appropriate organizational structure. Second, aadministration needs an
information system to ascertain the existing antemal tax base, including
the collection of information from potential taxgag themselves, from third
parties, and from internal sources of the tax adsmation through an internal
communication system. Third, a tax administratieeds a system of penalties
for non-complying taxpayers, where the structumjesity and coverage of
penalties are carefully planned, and perhaps alsystem of rewards for
complying taxpayers. Fourth, a tax administratiamstrselect strategies and set
out administrative rules to counter each type afi-nompliance by different
groups of taxpayers. Finally, since no tax admiat&in is flawless, provision
must be made to redress mistakes, aiming at bodnessing taxpayer
grievances (appeals, administrative remedies, osthad), and identifying and
correct (or prevent) errors by the tax administrati(internal reviews,

inspection and anti-corruption).

Based on this set of principles and also taking iatcount international
experience, as well as the features of the Grealkyrean approach aimed at
improving tax administration in Greece could indicaly (though not

exhaustively) include the followint"

1. Reorganising and consolidating tax administratifices and appointing
members of staff on the basis of meritocracy antd paoty affiliation

criteria. Giving more autonomy to tax administratioy, e.g. appointing a

* For a more detailed analysis, see Rapanos and#aglbu (forthcoming).
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permanent undersecretary as its head with a teroffice exceeding the
electoral cycle could enhance its effectiverigss.

2. Simplifying and rationalizing the entire tax systetlis not possible to
address issues of enhancing the efficiency of @mimistration without
taking into account both the degree of complexityhe tax structure and
the extent to which this structure remains stabker cime®® Tax provisions
are currently scattered in numerous pieces of leE@s, complicating the
task of tax auditors and tax payers alike. Tax igious should be encoded
in one body that the Ministry of Finance would waloand continuously
update on its website.

3. Radically changing the tax audit system. Tax auhtsuld be organized on
the basis of centralized controls that identifyiwdlals or enterprises with
high risk of evasion. This method should replace turrent enormous
discretion of individual tax officers which creaiasentives for corruption.

4. Stopping resort to “tax amnesties”. In theory a &mnesty could be
effective if it is given to wipe off old offences prder to launch a new era
of tough tax enforcement. International evidencewshthatrepeatedtax
amnesties generally signal that the governmennable to enforce taxes
effectively. Such policies have been proved comnmoreece whenever
revenue receipts fell short of targets, have woredrly for the benefit of

those who evade taxes and have created strongivefor tax evasion.

!> There are several studies on the various aspéctitonomy in tax administration and on the
international experience regarding the ways to awerthe effectiveness of tax administration, sge e.
Crandall (2010), Kidd and Crandall (2006), Kidd 12).

16 Complexity and its implications for tax administoa has long been an issue of concern in many
developed countries, see for example IRS (1988).
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5. Creating an effective dispute resolution mechanismthat resort to tax
courts becomes the last solution.

6. Improving the efficiency of the judicial system. i@ntly revenues worth
millions of Euros are blocked in courts for severadrs until decisions are
taken. Tax courts should make decisions in a speetinner.

7. Aligning tax audit practices with those of other CIE countries for the

purpose of tackling new forms of tax evasion inabglised setting.

Reforming tax administration is not a short-termereise, and quickly
increasing the tax take through more vigorous ctibe efforts does not
guarantee sustainable improvem¥Enimproving tax administration is rather a
long-term game of building up adequate domestittut®nal capacity, while
the chances of success rest with a number of fgaach as a clear recognition
at high political levels of the importance of th&sk and the cultivation of a
higher level of trust between the citizens andgbeernment. The latter could
certainly be reinforced in the case of Greeceaxpayers were viewed by the
tax authorities as “clients”, who are not nece$gailling ones but whose
needs must be met, and not simply thieves to bghtauast but not least, such
trust could be gained if the soundness and perdefarness of public

expenditures that tax revenues finance also ineckas

" The example of Argentina is particularly interegti where better tax administration increased
revenues markedly (from 13 to 23 percent of GDR tive 1989-92 period. However, this increase was
not sustained over time since political pressumn offset the increase in the tax ratio (Martinez-
Vasquez, 2001).
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4.3. The Greek Parliamentary Budget Office: cameita success story?

Another element of a domestic fiscal framework tbatild be conducive to
fiscal discipline is the establishment of non-gti public bodies acting in the
field of budgetary policy. In fact, the idea of emkndent fiscal councils acting
as “national watchdogs” has started gaining groas@ way of institutionally
strengthening domestic fiscal frameworks (see vat, R010 and European
Commission, 2009b). The successful delegation ofmetary policy to
independent central banks led some authors to peopibe setting-up of
independent fiscal policy councils (Eichengreeralet1999, Calmfors, 2003,
Wyplosz, 2002, 2005). The delegation of fiscal pplito an independent
council does pose a number of serious problems [@8gp2008, Debrun et al,
2009), but in practice independent fiscal counhése been established in a
growing number of countries, perhaps the most iteemample being the
formation of the UK Office for Budget Responsihjliast May. The precise
mandate of such councils varies considerably actosstries (see European

Commission, 2009b), yet none is responsible forctrauct of fiscal policy.

More specifically, most independent fiscal counml®peration today perform,
at least, three core functions. First, they prodilcgependent economic
forecasts, on which forecasts on fiscal aggregatesbased. In fact, in some
countries (for example Austria, the Netherlands aBelgium), the
macroeconomic forecasts produced by fiscal counaiks binding for the
government’s budget planning process. Second, #mayyse and assess the

forecasts on public revenue and expenditure, agtlight possible risks of
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deviation from the targets set by the governmesetfiin the budget (Calmfors,
2010a, Chote et al, 2010). Third, they monitor thedget implementation
process throughout the year, and provide relevaiotmation and statistical

data at regular intervals.

The precise scope and type of activities vary amoogntries, depending on
each country’s institutional framework, historialolution, challenges to be
met and, not least, on the resources and persdemeted to the council. Such
activities may include, for example, the assessmepblicies over a short- and
medium- term horizon, the examination of the long-sustainability of public

finances, institutional analysis of specific sestocost-benefit analysis of

public infrastructure projects, etc.

Just to cite a few examples, the oldest fiscal cibus the Central Planning
Bureau (CPB) in the Netherlands, which has providgdernments and
political parties with independent opinions andlgses since 1945. It employs
around 150 staff members and has a really brogaesobactivities. Its reports
and studies are widely accepted and constitutetpah reference in public
debates. The Congressional Budget Office (CBOh&UWS is an independent
authority that reports to US Congress. It has tighdst number of staff
members (around 235) and its primary objectiveoigprovide the Congress
Members with quantitative and qualitative informoatiregarding proposed
policies. In the case of Belgium, the country’sngfrmation into a federal

state raised concerns that budgetary stability dvéel jeopardized due to lack

36



of coordination among the various levels of govesni The Belgian fiscal
council (the High Council of Finance), in addititmits other activities, plays
an important coordinating role, setting medium-taargets for the budget of
the central government and of the regions. In Chiile role of the independent
advisory committee (ACRCP) is to provide, amongeotthings, forecasts on
the potential level of world copper prices, whicktetmine a sizable part of

public revenues.

Similar councils have been recently establishedtirer counties as well, e.g.
Sweden, Hungary and Canada, while the most recam@e is the Office for
Budget Responsibility (OBR) in the UK, which wasrfed in May 2010 with
the mandate to make independent assessments piifttie finances and the

economy.

Through the above functions, an independent fisoahcil aims to safeguard a
high level of economic policy discussion by ensgrithat policies are
explained and motivated in a proper way and thay thre based on sound
analytical foundations. It contributes to fiscarsparency and accountability,
strengthens democratic control and raises theigadlitost of “bad policies” in

terms of credibility of the policymakers.

However, the setting-up of an independent fiscath@uty does not
automatically imply that its role will be playedfedtively. The experience of
countries where such councils do act effectivelgvsh that establishing and

maintaining an independent research unit that pgesviobjective budgetary
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information and exerts peer pressure in the fownatf fiscal policies is an
important challenge. It seems that certain funddaterharacteristics must be

present in order for the council to be successful.

Foremost is its independence from the governnadinpolitical parties and any
pressure groups, that is its nonpartisan charagteAnderson (2009) stresses,
“nonpartisan’ is much different from ‘bipartisarthe former connotes lack of
political affiliation; the latter connotes affiliah with both (or all) political
parties.” It is, therefore, of critical importanttee members of the independent
fiscal council to be appointed on the basis of rthreerit and professional
capability, and not in a way that satisfies thatjall parties that will be called
to appoint these members, in an effort to seelpartisan equilibrium. If the
composition of the independent fiscal council tums to be the result of a
political compromise, its effectiveness and crddibiwill be seriously
undermined from the very outset (Rapanos, 2010)cii@a recent example,
the appointment of Robert Chote as the new ChathefOffice for Budget
Responsibility in the UK in October 2010 was justif on the grounds that “he
is very well qualified professionally for the postaving demonstrated his
independence of mind and expertise during his @tnthe Institute for Fiscal
Studies” (UK Parliament, 2010). In order to furtleghance the independence
of the PBO, one of its members could be a pubfharice expert from abroad,
as is the case with e.g. the Swedish Fiscal P@ioyncil. Another parameter

that contributes to the actual independence ofseaficouncil relates to the

duration of its members’ mandate. It is advisabletliis duration to exceed the
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government’s term of office. In several countriekas been set to 5 years, and
council members can only be replaced in case ofreous breach of their
duties. Their dates of appointment could be difer so as for their terms not

to expire simultaneously.

A further issue relates to where the fiscal coumgibccountable to and its
sources of financing. The practice followed in otbeuntries is not universal.
In some countries (e.g. the US and Canada) thecdowports to parliament
(Congress); in others it operates under the Mmistf Finance (e.g. the
Netherlands, Chile); while in certain others itadp to government (Sweden)
or is a totally independent authority. In the ca$ecountries with powerful
single-party governments that enjoy absolute comver budget preparation
and implementation, placing the independent fiscaincil under the auspices
of the parliament is a rather appropriate choiee (dnderson, 2009, Schmidt-
Hebbel, 2010). As regards the financing of the cduim other countries this is
usually covered by government or parliament fundsije a small fraction is
offered by the private sector. Financing an autiowith funds from the
government, the policies of which this authoritycaled to transparently and
objectively assess, could potentially be a problém.practise, however,
reducing the funds available to the council assalteof its criticism is rarely
attempted since it entails a huge political cost tftte government, exactly

because such actions are widely publicised.
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A connected issue relates to the recruitment ofiapsed and properly trained
personnel for the council. The number of peoplepsuing the work of fiscal
councils varies significantly across countries,nfréd people in Sweden to
roughly 250 people in the US (CBO), and the scdpactvities these councils
can undertake is of course conditional on that rennRegardless of their
precise number, strong professional leadershiphagit quality analytical staff

are a key aspect (Rivlin, 2010).

A final issue of critical importance for a fiscaluncil to gain credibility for its
assessments is to make all of its reports and seslgvailable to the public and
the press, and try hard to make them clear ancabdado all. Enhancing the
transparency in the conduct of fiscal policy is$bke, only when information
is disseminated, accessible and understandabl#, tand not just to a small
number of technocrats or to the members of parln¥his has been the case
with all active independent fiscal councils, whitdve managed to build up the
reputation of providing reliable assessments, antdeing truly independent

and unbiased.

Perhaps the best blueprint for an effective inddpanfiscal council is given
by Alice Rivlin, the first director of the Congreéssal Budget Office of the
U.S.. She eloquently identifies four aspects orctvlthe acceptance of CBO by

the political players rests (Rivlin, 2010):

1. It has had strong professional leadership and catida high quality

analytical staff.
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2. It has been aggressively non-partisan and nevewedl politicians to
appoint members of staff.

3. It never makes recommendations on policy mattarspffers estimates of
budgetary costs or analysis of options and alteresitIt has always tried to
help politicians evaluate their choices and stesityffaefused to tell them
how to choose.

4. It makes all of its reports and analyses availablthe public and the press

and tries hard to make them clear and readable.

In Greece, in July 2010, the government submitteBdrliament a Draft Bill,
which envisages the establishment of a Parliamgmadget Office under the
aegis of the Parliament. Establishing such an eficwith little doubt a move
in the right direction. What Greece lacks todaycriedibility, not only in its
fiscal policy but also in the quality of its fiscdéta. Rebuilding confidence is a
long process and the Parliamentary Budget Officalccplay the role of a

catalyst in this process. But what are its chante®ing so?

According to the legal provisions, the Greek Pamkatary Budget Office
administratively belongs to the Secretary Generfalthe Parliament and
submits its reports to the Special Standing Conemitresponsible for
examining the Financial Statement and the GeneedhriBe Sheet of the
State!® Its mandate is defined rather generally as “ctitgdnformation on the

State Budget, classifying it in a systematic way] aroviding general support

'8 For a review of the rationale for setting up alnel possible role of a Parliamentary Budget Offite i
the Greek context, see Rapanos and Kaplanoglow)201
9 This committee is a sub-Committee of the Stan@ingmittee on Economic Affairs.
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to the Parliament work”. The Ministry of Financedawother government
agencies are required to provide all necessary. date Parliament is
responsible for financing the Office, which will ls¢affed by 10 members in

total with university or high school education.

Financing the parliamentary budget office with fandom the Parliament’'s
own budget (approved only by the Parliament itaell not by the Ministry of
Finance) and placing it under the auspices of #réédMment are right choices in
the case of Greece, because the legislature canpotemtially be on a more

equal footing with the executive branch.

However, the prospects for this office to effedyvrlfil its intended goals are
not favourable. First of all, its mandate appeatsar poor and imprecise. Most
importantly, the key requirement for wide publicglythe office’s reports is not
met. If the office’s reports are accessible onlyMtembers of Parliament, the
amount of peer pressure to the executive branch doeincrease, and hence
fiscal transparency is not enhanced. The struabfirthe office is not clear,
neither is the way the staff members will be apfminwhile the impression is
given that high professional skills, experience awminpetence, are not an
evident requirement. Terms of appointment are meaciied and the non-
partisan character of the Office’s leadership soalnder question. Evaluating
the design of the Greek PBO in terms of Rivlin'sifg@oints, one feels that it

does not score high in any single one of them.
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The above criticism is not meant to imply that @#ce is doomed to fail. The
legal provisions for the creation of the Office altow sufficient flexibility, for
its effectiveness to be enhanced. The choice ofhairmman with high
professional qualification and independence of mitite recruitment of
competent staff, the specification of the core fioms to be performed along
the lines described earlier and the accessibiltyalb to the Office’s analyses
are profoundly issues of critical importance. Alese, however, remain to be

seen in practice.

5. Conclusions

The activist fiscal policies in response to theergdinancial crisis and the deep
recession, and the serious fiscal imbalances nasingamany countries,
including those of the euro area, suggest thatnteehanisms for ensuring
fiscal discipline face new challenges. A broad emssis has emerged that the
domestic institutional settings of a country arepdmary importance for the
conduct of sound fiscal policies, since such sgiticreate the environment, the
incentives and the constraints under which fisadicyg decisions are taken.
Thus, recent discussion on fiscal governance hassém on precisely how

domestic fiscal frameworks can be institutionathgsgthened.

Greece is a prime example of how poor fiscal goaece, if combined with
other negative factors such as the instability lobgl financial markets, can

indeed lead an economy to the brink of financidlapse and at the same time
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create a systemic problem for a common-currencg asea whole. In the case
of Greece, as well as of quite a few other Europmamtries, primary public
deficits and a high level of public debt are likébypersist for a long period of
time. So is the skepticism of world financial maskand, thus, an even distant
threat of default. In such an environment, the &dapof fiscal consolidation
packages that will reduce the size of the publiicdas simply inadequate,
unless institutional mechanisms that will enhanoenmitment to credible,

sustainable and growth-enhancing long-run fiscahglare also put in place.

As our research has shown for Greece, the accuomlaf public deficits
appears to have been a choice of governments,rrtdtha the unfortunate
result of macroeconomic conditions turning out Essurably than expected.
At the same time, there were no mechanisms in plaitber internal or
external, that would effectively pinpoint the systgic deviations of public
revenues and expenditures from the targets setaeneh their containment. In
this respect, the fundamental reason underlyingr piscal performance in
Greece has been weak fiscal institutions and inzateqpublic financial
management. Thus, unless serious effort is diretw@dirds increasing the
effectiveness of such institutions and in strengitihg public financial
management at all levels of government, Greece thunslanger of seeing the
fruits of the very painful fiscal effort undertakbring wasted once the severity

of the present situation has been hopefully oveecoma few years time.

44



The news is not all bad. There is a growing accatiarl of both theoretical
studies and practical experience of countries atoilme world which have
faced in the past or are currently facing similaaltenges. The importance of
certain elements of sound fiscal governance likiional fiscal rules or well
structured budgetary procedures, seems to havedstablished beyond much
doubt. The optimal balance between different fowhdiscal restraints, e.g.
rules versus fiscal councils, is still a matterooiyoing debate (see Krogstrup
and Wyplosz, 2007, and Debrun and Kumar, 2007, rage, 2010, Calmfors,
2010b), and as perhaps expected a “one size [fitapgdroach is an unavailable
luxury. Furthermore, Greece appears to be in suchembryonic stage
regarding almost all aspects of fiscal governatita, the potential gains to be
yielded from a serious reform of the national filsStamework along the lines
proposed in this paper are indeed large. Such ghinsot simply refer to the
arithmetic reduction of the fiscal deficit, but ggn from promoting a fair
distribution of the tax burden through the effeetbtackling of tax evasion to
enhancing economic growth through addressing isstiise quality of public

finances.

The need for reforming public financial managemanGreece seems to have
been realized by Greek authorities and to have begtly prioritized by the

international organizations surveilling the Greebreomy. The first steps have
been done, but a lot more is still under questinod eemains to be seen in
practice. Over the longer run, effective budgetcpdures do not necessarily

assure sound policies, unless they reflect a bropdktical will for fiscal
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discipline. Many countries in the past have engagethe modernization of
their budget systems, yet seem to lack fiscal pisa. Therefore, improving
budget procedures is not sufficient on its own teveate deeply rooted

problems.

As Pretorius and Pretorius (2008) note, the subdessplementation of such
institutional reforms requires high-level politic@lommitment and public
support. From a political economy perspectiveegée’s record on both has
been particularly low in the past. Under the préssituation political
commitment is at least in the medium term strenggdeby the commitments
the government has undertaken vis-a-vis the thregnational organizations,
but is an open bet after these organizations wibp stheir surveillance.
Regarding public support, in our view it can beltoup only if the public is
convinced that the burden of fiscal adjustment ballspread fairly and that this
adjustment will not seriously hamper the growthgpexts of the economy and

destroy social cohesion.
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