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Abstract

The main objective of this scientific article is to analyze the specific indicators for assessment of European public fi-
nances. The topic is current as worsening global fiscal sustainability has highlighted the need to study the relevant indi-
cators that aim to assess the current status and to outline future trends to European public finances. Sustainability of
public finances (i.e. Fiscal Sustainability) represents the government's ability to maintain and control within acceptable
limits their operating costs and taxes and to ensure a stable macroeconomic policy in the long term without threatening
government solvency. It is concluded that the sustainability of public finances is not an implicit concern, but concerns
fairness between the generations and is related to their welfare. Maintaining controlled government debt is a necessary
condition for the proper functioning of the European economy. Special emphasis is placed on the challenges facing
Member States of the European Union that need to adapt to unforeseen circumstances beyond the control of the gov-
ernment, such as large fluctuations in the business cycle and the accompanying economic crises. This is the reason why
through the use of specific indicators it is aimed to assess the European fiscal sustainability and identify specific problem
areas and challenges facing the countries the European Union.
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Introduction

The global financial crisis that emerged during
the last few years has revealed some weaknesses
in the management of economic policies. During
this period, developed economies proved to be the
most affected countries, taking into account large
losses in production and an increase in government
debt compared to emerging economies. A number
of authors deepen their research precisely because
of the aforementioned dependencies and find that
the higher degree of financial deepening and larger
current account imbalances are typical features of
developed economies. Since the financial crisis of
2007, a large proportion of the countries concerned
have recorded large increases in government debt
by more than 60% of GDP. At the same time, oth-
ers have not violated this convergence criterion, but
the debt growth rate has increased further. Reflect-
ing on this, the aim of this paper is to highlight the
need to explore the challenges to fiscal sustainabil-
ity and to analyze specific indicators that evaluate it

[1].

1. Main challenges for the sustainability of pub-
lic finances

If the main challenges related to the sustainabil-
ity of public finances are to be systematized and
summarized, they are: the creation of independent
fiscal institutions, fiscal responsibility laws, fiscal
rules, and fiscal risk management. Independent
fiscal institutions are designated by the European
Commission as non-party public authorities other
than the Central Bank, Government or Parliament,
which prepare macroeconomic budget forecasts,
monitor fiscal outcomes and/or advise the govern-

ment on fiscal policy [8]. They only make it easier to
work on sound public finances, rather than make
decisions deliberately isolated from politics and
lacking the right to define policy tools. These institu-
tions are mainly financed by public funds and func-
tionally are independent of the tax authorities. Al-
though they are very different in terms of roles,
resources and structures, these institutions tend to
share a mandate enshrined in legislation and the
role of an ,observer” that directly contributes to the
public debate on fiscal policy and strict nonpartisan
participation in their work [5]. With the creation of
these boards, governments are seeking to
strengthen fiscal rules, which in themselves have
proved insufficient to ensure sound management of
public finances and to act positively after the crisis.
In particular, fiscal institutions can provide macro-
economic forecasts for budget preparation, which
are not influenced by optimistic deviations in official
government forecasts. They can impartially monitor
the implementation of budgetary plans and compli-
ance with budgetary targets, raise awareness of the
short and long-term costs and benefits of budgetary
measures, both among politicians and the public,
and finally assess whether fiscal measures are
appropriate from the point of view of compliance
with the rules, sustainability and sustainability of
public finances [8]. So, in a number of Member
States of the European Union, these institutions
(also called fiscal councils) proved to be a tool for
improving fiscal policy by providing fiscal policy
analyzes, assessments and recommendations. The
majority of fiscal councils have the following func-
tions:
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— monitoring the implementation of the budget
(by checking compliance with fiscal rules
and assessing tax effectiveness);

— to advise the government on fiscal policy is-
sues (through the publication of opinions
and recommendations on fiscal policy);

— analyzing the position of fiscal policy by
comparing the realities with the supposed
objectives and assessing the effect of the
fiscal policy measures.

Fiscal council is usually set up under the Fiscal
Responsibility Act, which includes explicit guaran-
tees of their independence. The role of Fiscal Re-
sponsibility Laws is to strengthen fiscal discipline,
improve mid-term fiscal planning, prioritize spend-
ing, the efficient management of public finances
(through fiscal rules) and to promote the transpar-
ency and sustainability of public finances. In addi-
tion, states often use fiscal council in combination
with fiscal policy rules rather than a substitute for
them. Numerous fiscal rules are in line with the
digital targets set by the European Commission for
budget aggregates, as they represent a permanent
fiscal policy constraint expressed as a summary
indicator of fiscal performance [8]. For example,
these rules can be systematized in the following
way:

— the medium-term budgetary objective does
not exceed the lower limit of the annual
structural balance of public administration of
-0.5% of GDP, expressed at market prices;

— the total consolidated budget balance and
personnel costs for the general consolidated
budget (% of GDP) must not exceed the an-
nual ceilings set in the fiscal framework of
fiscal strategy for the next two years;

— rules on government debt restrictions (if the
government debt is higher than 50% and
lower than 55%, the government needs to
freeze total wage costs).

While the first major objective of fiscal rules is to
increase budgetary discipline, they can help to
promote policy coordination between different lev-
els of government, depending on their institutional
coverage. In addition, fiscal rules can further con-
tribute to reduce uncertainty about the future devel-
opment of fiscal policy. However, fiscal rules can
only bring benefits if appropriate institutional im-
plementation or monitoring mechanisms are in
place or if they are supported by a strong political
commitment [8]. Finally, the last challenge is to
manage fiscal risks. A number of researchers have
determined that fiscal risks are fluctuations in fiscal
performance against their expected level, stemming
from macroeconomic shocks and contingent liabili-
ties. In other words, budget implementation differs
from fiscal projections as a result of various imbal-
ances, such as deviations from economic growth,

natural disasters and unexpected legal claims to
government or government guarantees. In addition,
fiscal risks can either be in the form of macroeco-
nomic shocks (interest rate, exchange rate, eco-
nomic growth) or as a form of contingent liabilities
that are caused by a threat of an uncertain event.

These contingent liabilities can be defined by law

and implicitly be moral or expected obligations of

the government, based on public pressure, such as
the rescue of banks or public sector organizations

[3].

The biggest challenge in terms of contingent li-
abilities is their difficult quantitative forecasting.
Therefore, in many cases, forecast failure has
caused additional government debt, higher public
debt, and sometimes refinancing difficulties. In or-
der to provide an idea of the likelihood of confusion
with contingent liabilities, attention should be paid
to the different debt burden indicators (solvency
and liquidity measures). Typically, the debt-to-
payment ratios are solvency ratios. The debt servic-
ing ratio is indicative of potential liquidity problems
and gross financing needs, while the amount of
funding needed to cover the deficit plus the amorti-
zation of debt indicates potential liquidity problems.
Sometimes it may be difficult to distinguish between
bankruptcy and illiquidity situations, as liquidity
problems are often prerequisites for major solvency
problems [2].

Providing information to the public on fiscal risks
can help to manage risks, improve economic effi-
ciency, and reduce borrowing costs. Making infor-
mation on public fiscal risks reduces information
asymmetry, thus ensuring that risks are properly
assessed and recognized.

The analysis of fiscal risk disclosure recom-
mends that the government report how fiscal out-
comes may differ from the underlying projections,
provide a regular summary report on the main spe-
cific risks to fiscal projections and regularly publish
long-term public finances forecasts [5]. Regarding
the management of fiscal risks, the Fiscal Trans-
parency Code published by the IMF recommends
[4]:

— the budget should have transparent and
adequate means of dealing with emergen-
cies that occur during its implementation;

— risks associated with the underlying assets
and liabilities, i.e. the ability to reveal and
manage;

— Government Guarantee Exposure is regu-
larly disclosed and authorized by law;

— obligations on public-private partnerships
should be regularly publicized and actively
managed;

— analyze, disclose and manage the govern-
ment's fiscal exposure to the financial sec-
tor;



EUROPEAN FISCAL SUSTAINABILITY: STATE AND PROBLEMS

— The Government's interest in exhaustible
assets for natural resources and their exploi-
tation should be assessed, disclosed and
managed.

On the basis of the above, fiscal sustainability is
crucial and even more pressing in the context of the
recent crisis. Still, the sustainability of public fi-
nances is not an indirect concern. It essentially
concerns intergenerational justice and sets out
principles that are long-lasting and beneficial to all
governments. It is necessary to clarify that govern-
ment debt control and debt issuance are essential
for the smooth functioning of the economy [7].

Member States of the European Union must
have the opportunity to adapt to unforeseen cir-
cumstances (major fluctuations in the business
cycle) beyond the control of the government. Ana-
lyzing the future development of sovereign debt and
the risks to fiscal sustainability is now crucial for
Eurozone countries and the European Union as a
whole in order to formulate appropriate policy deci-
sions and restore confidence. In the Eurozone and
the European Union, the overall fiscal outlook con-
tinues to improve, with the deficit-to-GDP ratio ex-
pected to decline to 1.5% and 1.6% in the Euro-
pean Union in 2018. In the case of lower deficits,
the debt ratio GDP in the Eurozone and the Euro-
pean Union is expected to continue to decline from
its peak in 2014 — 89.4% to 83.9% in 2018 respec-
tively. Despite significant progress in fiscal consoli-
dation, the main causes of the fiscal challenges
sustainability and economic and budgetary situation
and prospects at present differ widely across the
European Union [7]. In 2016, most EU Member
States have a government debt-to-GDP ratio above
the 60% of GDP threshold. Long-term projected
expectations are that many of the countries have a
lower ratio in 2027 than the fiscal change scenario
[6]. Furthermore, with full respect for the Stability
and Growth Pact's fiscal rules, no Member State
will have an increasing debt/GDP ratio until 2027.

Indicators of fiscal sustainability in the EU as
stated, the purpose of this article is to highlight the
need to analyze the challenges to fiscal sustainabil-
ity that would make it possible to better assess debt
through three criteria, namely:

— solvency,

— liquidity,

— realistic criteria for correction.

The former implies respecting the temporary
budget constraint and the ability of the government
to repay its debt without renegotiating or by default
implying that the tax burden indicators are de-
signed. In this line of thought, this means that the
indicators of the tax burden are intended either to
stabilize or to reduce both. The latter considers that
there are sufficient liquid assets to fulfill the obliga-
tions. This is possible due to the level of tax burden

indicators themselves, which have the ability to
continuously facilitate market access. The latter
transforms the debt profile, which is balanced in
terms of maturity, currency composition and in-
vestment. The third criterion is based on realistic
assumptions and forecasts regarding macroeco-
nomic adjustments in primary balancing [9]. This
means that the adjustment is economically and
politically feasible. The biggest challenges for the
sustainability of public finances are the creation of
independent fiscal institutions, fiscally responsible
laws, fiscal rules and fiscal risk management.

2. Indicators of fiscal sustainability

When assessing fiscal sustainability, attention
should be paid to current and future levels of gov-
ernment debt default. Countries with high indebted-
ness are more vulnerable to negative growth or to
shocking interest rate changes. In the absence of a
sufficiently high primary surplus, which can be diffi-
cult to maintain for a longer time, public debt may
prove unsustainable even before addressing the
challenges posed by aging populations [10]. There-
fore, a high level of government debt can put fiscal
sustainability at risk without looking into the long-
term trends that are costly influenced by the aging
population.

The Commission's multidimensional approach to
assessing fiscal sustainability integrates the longer-
term plan to assess immediate challenges and risks
[2]. Both long-term and short-term analyses are
supported by appropriate indicators that can indi-
cate the scale and scope of sustainability chal-
lenges as follows:

— Short-term fiscal challenges are covered by
the SO indicator: as a weighted set of fiscal,
financial and competitive indicators, the SO
indicator aims at early detection of fiscal
stress arising from risks within a one-year
horizon, using the power of its signals.

— Medium-term fiscal challenges are de-
scribed in S1: The sustainability index S1
shows the adjustment effort required in
terms of cumulative gradual improvement of
the structural primary balance over 5 years
(as of the year after the projections), and
then with the debt-to-GDP ratio again reach-
ing 60% in 2031, including the financing of
additional costs stemming from an aging
population.

— Long-term fiscal challenges are assessed by
S2: this indicator shows the adjustment of
the current structural primary balance
needed to meet the constraints of the inter-
cultural budget of the endless horizon, in-
cluding the payment of additional costs
stemming from an aging population. This set
of indicators is used as part of the Commis-
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sion's assessment of the Member States'
budgetary plans in the context of the Stabil-
ity and Growth Pact. They allow us to as-
sess the extent to which a major political ad-
justment is needed now or in the future, as
well as the type of political adjustment
needed (of a fiscal or structural nature or a
combination of both). In the medium and
long term, it is necessary to analyze how the
sustainability challenge needs to be over-
come. This can be done in two steps:

o0 Determining the extent to which
there is a significant challenge to
fiscal sustainability.

o0 ldentify the nature of the challenge
so that appropriate policies are de-
veloped to overcome the situation.
This is done by taking into account
the relative importance of fiscal po-
sitions (present and future levels of
deficit and debt) and future pressure
on age-related expenditure in the
European Union, especially in the
areas of pensions, healthcare and
long-term care.

3. The global financial crisis and fiscal sustain-
ability

The global financial crisis, which has occurred in
recent years, has revealed some weaknesses in
the management of economic policies. This calls for
a serious debate about the restructuring of the
economy and the political and economic rules on
the basis of which it develops and functions. The
debt crisis in a large part of the EU member states,
the threat of repeating the scenario in 2007 and the
instability of the Eurozone imply a review of public
finances and the demand for mechanisms to en-
sure their sustainability [6]. Fiscal business imbal-
ances are a key indicator showing that the exis-
tence of significant risks in government policy plan-
ning on public finances may have a long-term nega-
tive impact on the country's economy. During the
crisis of economic and financial instability of several
years ago, the most affected countries were devel-
oped economies [3]. According to a number of re-
searchers in the field, these economies have had
larger financial losses and increases in public debt
than the emerging economies. In this line of
thought, it can be concluded that a higher level of
financial deepening and larger current account

imbalances are typical

features of developed

economies. The above can be seen in Table 1.

Table 1. The evolution of government consolidated gross debt in EU (% of GDP)

Country 2007 2008 2009 2010 2011 2012 2013
Belgium 86.9 92.2 99.3 99.6 102.1 104.0 104.5
Bulgaria 16.6 13.3 14.2 15.9 15.7 18.0 18.3
Czech Republic 27.8 28.7 34.1 38.2 41.0 455 457
Denmark 27.3 334 40.4 429 46.4 45.6 45.0
Germany 63.5 64.9 72.4 80.3 77.6 79.0 76.9
Estonia — — — 6.5 6.0 9.7 10.1
Ireland 24.0 42.6 62.2 87.4 111.1 121.7 123.3
Greece 103.1 109.3 126.8 146.0 171.3 156.9 174.9
Spain 35.5 39.4 52.7 60.1 69.2 84.4 92.1
France 64.2 67.8 78.8 81.5 85.0 89.2 92.2
Croatia 34.4 36.0 44 .5 52.8 59.9 64.4 75.7
Italy 99.7 102.3 112.5 115.3 116.4 122.2 127.9
Cyprus 53.7 447 53.5 56.5 66.0 79.5 102.2
Latvia 8.4 18.6 36.4 46.8 427 40.9 38.2
Lithuania 16.7 15.4 29.0 36.3 37.3 39.9 39.0
Luxembourg 7.2 14.4 15.5 19.6 18.5 21.4 23.6
Hungary 65.9 71.9 78.2 80.9 81.0 78.5 77.3
Malta 62.4 62.7 67.8 67.6 69.8 67.9 69.8
Netherlands 427 54.8 56.5 59.0 61.3 66.5 68.6
Austria 64.8 68.5 79.7 82.4 82.1 81.7 81.2
Poland - - - 53.6 54.8 54.7 55.7
Portugal 68.4 71.7 83.6 96.2 111.1 124.8 128.0
Romania 12.7 13.2 23.2 29.9 34.2 37.3 37.9
Slovenia 22.7 21.6 34.5 37.9 46.2 53.4 70.4
Slovakia 29.8 28.2 36.0 41.1 43.5 52.1 54.6
Finland 34.0 32.7 41.7 47 1 48.5 53.0 56.0
Sweden 38.2 36.8 40.3 36.7 36.1 36.4 38.6
United Kingdom 43.6 51.6 65.9 76.4 81.9 85.8 87.2

Source: Eurostat.
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Data reveal that there are countries where large
increases in public debt have been registered by
more than 60% of GDP and countries that do not
break the convergence criterion, yet the rate of
growth of debt is growing.

It can be concluded that the sustainability of
public finances, also called fiscal sustainability, is
the ability of the government to maintain its running
costs, taxes and other policies in the long run with-
out jeopardizing solvency. In this regard, fiscal sus-
tainability is crucial in the context of the recent cri-
sis. It essentially concerns intergenerational justice
and sets principles that are useful to all govern-
ments, regardless of their current indebtedness
[12]. Government debt control and the ability to
generate debt when needed is essential to the
sound functioning of the economy. Member States
of the European Union need to adapt to unforeseen
circumstances beyond government control, such as
the large fluctuations in the business cycle and
above all, economic crises. Moreover, the limited
capability to seize taxes from the economy is part of
the political and economic causes that complicate
consolidation and is evidence that structural re-
forms are better implemented in countries whose
sound initial fiscal positions are the cause of pre-
cautionary policies [10].

Therefore, the deterioration of fiscal positions
and the increase in government debt in the EU
since 2008, together with the budgetary pressures
stemming from the aging population, are the factors
that have identified fiscal sustainability as a political
challenge. The analysis of government debt dynam-
ics and emerging risks to fiscal sustainability is
crucial for this critical moment for the euro area
countries and for the EU as a whole. This is an
urgent need to formulate appropriate political re-
sponses for restoring confidence in the unified
power of economic and political unification [13]. The
recent developments in the sovereign debt crisis
have led to conditions in which some Member
States face market access or difficulties and con-
firm that the challenges to fiscal sustainability are of
a long-term nature.

Conclusions

Reforms that address the long-term drivers of
fiscal sustainability risks include those that try to
limit the cost of aging and their components. In the
field of pensions, potential reform approaches in-
clude adjusting the eligibility to receive a pension
and adjusting the amount of the retirement benefit.
In the first category, reforms have a downward
impact on the coverage of pension systems. They
usually refer to the abolition or limitation of early
retirement schemes and other early retirement
pathways, the increase of the statutory retirement
age (also by introducing automatic links to the

known changes in longevity in the medium and long
term) or the harmonization of the age of retirement
between men and women. The category of reforms
adjusting the amount of the retirement benefit offers
an alternative to the limitations of the pension sys-
tem. Such reforms result in a reduction in the ratio
of retirement benefits (defined as average pension
as a share of the average wage across the econ-
omy). In the area of healthcare the long-term care
challenges are more specific to individual Member
States, and solutions to improve cost-effectiveness
management are usually sought on a case-by-case
basis.
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EBPOMNENCKA ®UCKAJTHA YCTOUYUBOCT: CbCTOAHME N NPOBJIEMU

Mas LloknnHoBa
INecotexHunyecku yHuBepcuteT, Cochusna

Pestome

OcHoBHa Len Ha HacTosiwara Hay4yHa cTaTusa e Aa aHanuanpa KOHKPEeTHU MHAMKATOPK 3a OLeHKa Ha eBponenckute
nyénuyHn duHaHcn. Temata e akTyanHa, Thil KaTo BnolaBaHeTO Ha CBeTOBHAaTa (hMcKanHa yCcTOWYMBOCT rnogdvepTa
HeobxoOMMOCTTa OT U3yvaBaHe Ha MPWUIOXMMWN UHOUKATOPWU, KOUTO UMaT 3a Len Aa OLEHST TeKyLWOoTO CbCTosiHME U Aa
ouvepTanT ObaewmTe TeHAEHUMW Mpef eBponenckute nybnuuHn dmHaHcK. YCTOMYMBOCTTa Ha nyb6nuyHute chuHaHcK
(T.Hap. chuckanHa ycToMuMBOCT) NpeacTaBnsiBa cnocobHOCTTa Ha NPaBMTENCTBOTO Aa Nogabpa M KOHTponvpa B npu-
eMINNBU rpaHnLM CBOUTE TEKyLLM pa3xoau WM AaHbLM, KaKTo U Aa ocurypu ctabunHa mMakpouMKOHOMMYecka Monutuka B
AbNrocpoyeH nnax, 6es Aa 3annalwusa npasuTencTBeHarta nnaTexocnocobHocT. [pasu ce n3Boaa, Ye yCTONYMBOCTTA Ha
nyénuyHuTe MHaHCKU He e KOCBEHa 3arpuXeHOCT, a 3acsira CnpaBeAnMBoCTTa Mexdy MOKOMeHusTa U e cBbp3aHa C
TAXHOTO GnarocbcTosiHve. MoaabpXaHeTo Ha KOHTPONMPaH AbpXaBeH AbNr nNpeAcTaenssa HeobxoauMo ycrnosue 3a
NpaBuUTHOTO (PYHKLMOHUPaHE Ha eBponeiickaTa nKkoHoMuka. CrneumaneH akueHT ce NocTass BbPXy NpeansBmkaTencrsa-
Ta npeA AbpXaBuTe-yneHkn Ha EBponelickunsa cblos, kouto TpsAbBa Aa ce NpMCNocobAT KbM HenpeaBuaeHn obecToATenc-
TBa U3BBLH KOHTPONa Ha NpaBUTENICTBOTO, KaTO Hanpumep ronemu konebaHusi B OM3HEC LMKbNa U CbMbTCTBALNUTE N
MKOHOMMYECKM Kpn3n. ToBa e 1 npuymnHaTa, nopagm KOSTO Ypes3 MPUIOXKEHWETO Ha KOHKPETHU MHAMKATOPpU ce uenu ga
Ce OLeHn eBponenckaTta urckanHa ycTon4mMBoCT U Aa ce naeHTuduumpaTt KOHKPETHU Npean3BukaTenctsa n npobnemHu
obnacTtu npea ctpaHuTe EBponencknsi Cbios.

KnrouyoBu aymm: nHomkatopu, nybnmyHn mHaHcK, OLeHKa, MakpOMKOHOMUYECKa CTabUITHOCT, eBponencka NKOHO-
MUKa, oncKanHa ycTom4mBoCT.



