
1 

 

New Perspectives on Public Debt 
ECSPC conference 
September 26-28, 2011 
Sapienza University of Rome 
Faculty of Economics, Department of Law and Economics of Productive Activities 
 
 
 
 
 

Debt brakes and expenditure rules for Italy:  
 new perspectives after the Great Recession 

 

Alessandra Cepparulo
∗∗∗∗ and Luisa Giuriato

∗∗∗∗ 
 

 
 
 

Abstract 
Fiscal rules have been increasingly invoked to consolidate the public finances of developed economies after the Great 
Recession. This paper examines the  main features of the debt brake and of the expenditure rules adopted by OECD 
countries and the results that can be ascribed to them, with a special focus on the role rules played  in fiscal consolidation 
plans. We discuss the drawbacks and the advantages of both kinds of rules and we simulate their application to the Italian 
general government for the years 1999-2009, given the urgency of intervention called by the 120,6 debt ratio to GDP and 
by the Medium-term objectives that require a balanced structural budget. We argue that both rules could be fruitfully 
applied to the difficult context of the Italian public finances, as a remedy of its main flaws: pro-cyclical fiscal policies, 
‘unexpected’ budgetary slippages, and above all poor expenditure control due to excessive discretionality. In particular if a 2 
per cent growth rule or an expenditure benchmark in the spirit of the EU reform proposals of the Stability  and Growth 
Pact had been applied, primary expenditure to GDP would have stayed in the 42,5-43 per cent at the beginning on the 
crisis, compared to 45,9 per cent of actual spending. Seemingly if a debt brake had been introduced in 1998 the result 
would have been not only lower deficits, but a surplus since 2006.  
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1. Introduction 
 
The Great Recession and the actual problems pressing the advanced countries: elevated tax pressure, 

aging of the population1, high expenditure level2, unsustainable debt and deficits have renewed interest in 

fiscal rules. All these aspects seem to challenge the sustainability of public budget, opening the doors to 

reflection and scrutiny on possible solutions. The Recession infact had the main positive effect of putting 

emphasis on the necessity of having a healthy public finance, as only ordered accounts leave space for  

intervene in case of unexpected events. It is quite normal that the main candidate prospected as solution 

of the actual condition were fiscal rules. International organizations, after the weakened budget results 

even more deteriorated by the fiscal policy3 adopted for supporting the low private demand during the 

crisis, emphasized the needs of constraints to strengthen fiscal consolidations. The European 

Commission has proposed to strengthen the rules under the Stability and Growth Pact to ensure 

sustainability of the EMU countries’ fiscal position and to avoid a re-run of the euro-zone debt crisis: the 

proposal includes aligning national fiscal rules with Treaty obligations, switching to multi-annual 

budgetary planning and ensuring that the whole system of government finances is covered by the fiscal 

framework (European Commission, 2010a). Some governments have decided to rely on the reformed 

Stability and Growth Pact and on national fiscal rules, already in place, to reign in their public finances. 

Other governments are devising new constraints, able to take account of structural and cyclical 

variations, and tougher enforcement mechanisms. In any case two opposed visions (Schlick, 2010) seem 

to have accompanied the coming out of the crisis, expressing the already known uncertainty about the 

perfect timing of fiscal rules introduction4: before the economic stabilization as a tool to favor its quicker 

obtainment or after stabilization as a disciplining method to be prepared for future happenings. 

                                                           
1 By considering the 2003 Aging Vulnerability Index Italy is among the highest vulnerable countries with a 
projection of one elder for one working age adult by 2040 and with a public pension spending as a share of GDP 
already among the highest, Jackson R. and Howe  N. (2003). 
2 “Democratically elected (especially coalition) governments have the natural tendency to create permanent 
deficits, redistributing income from future (mostly unborn) generations to the present ones. Because of their 
sensitivity to electoral pressures, most of these governments are incapable of correcting the bias without an explicit 
constraint on fiscal policy variables”, Buchanan and Wagner (1977, p. 24). 
3 “The fiscal response to the crisis was to increase government spending, lower taxes, and accept much larger 
fiscal deficits. Given the collapse of private demand, and the inability to reduce interest rates below zero, 
governments clearly chose the right response. But large deficits lead to rapid increases in debt, and, because debt 
levels were already high in many countries, such increases cannot go on for long. As large deficits continue, debt 
sustainability comes increasingly into question. And with this comes the risk of higher long-term interest rates, 
both because of anticipated crowding out of private borrowers by government borrowers and because of a higher 
risk of default” (Blanchard, 2009). 
4 In some instances (Belgium), fiscal rules seem to anticipate the improvement in the structural primary balance 
and to found a renewed fiscal discipline; in other instances (Spain, Sweden, the Netherlands), fiscal rules follow the 
consolidation process and  signal the government’s commitment (Debrun and Kumar, 2007) 
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The increased interest in these features, spreading all around5, could be even larger by considering the 

recent high sensibility of market investors to the public finance and the effect that the rules have on 

sovereign bond spreads in times of elevated market uncertainty. According to Iara and Wolff (2010), 

under extreme circumstances, better fiscal rules can reduce sovereign bond spreads between Euro area 

member states and Germany by as much as 80 to 100 basis points. Of particular importance are the 

strength of the legal base of the fiscal rules in force and the stringency of the enforcement mechanisms. 

Rules, in fact, show their effectiveness through the functioning of the following causal chain: expectations 

of economic agents, long-term outcomes and capital markets. “Good budgeting rules manage the expectations of 

economic agents, ensure that fiscal policy outcomes are sustainable over the long term and thereby prove 

to be convincing measures for investors in the capital markets”(Heinen, 2010, p.1) Heinen stresses how 

the consciousness of the strict connection among these three factors could ideally engage European 

countries in a sort of competition to conquer the confidence of the capital market, by adding to the SGP 

constraints the best national budget rules. To this aspect or maybe more to the idea of avoiding the 

negative spillovers, which could produce the default inside the EMU, is connected to the request, last 

summer, of French6 and German7 leaders8, of a Golden rule to be enshrined in the constitution of  

all Euro zone countries by mid-2012, to restore the markets' faith in the Euro.  

It is impossible to influence investors and the market in general without having acquired credibility, 

normally obtained through a discipline mechanism, “publicly accepted as politically sustainable over a 

meaningful time horizon”9. Credibility is then conquered by interfering with defected policymaker 

decision process. By following the literature, fiscal rules play in this direction, in case of time 

inconsistency (Tabellini and Alesina, 1990), common pool externality (Weingast et al., 1981; von Hagen, 

1992) and political fragmentation (Perotti and Kontopoulos, 2002). Some fiscal rules (especially rules that 

set a target on the deficit/output ratio) modify the optimal fiscal reaction function of the policymaker,  

making it not monotonous in output (Manasse, 2007). Rules per se are not sufficient if not accompanied 

by strong political commitment and adequate fiscal institutions that guarantee effective monitoring, 

enforcement mechanisms and sanctions (Wyplosz, 2005; Von Hagen, 2006). Through credibility, fiscal 

rules become the viaticum for intermediate objectives: long term responsibility/sustainability and short 

                                                           
5 In early 2009, there were 80 countries with national and/or supranational fiscal rules, as compared to only 
seven countries in 1990 (IMF, 2009) 
6 The French National Assembly has already passed legislation on the "golden rule"6, requiring  that the 
Parliament  votes a “public finance balance framework act” (loi-cadre d’équilibre des finances publiques), whose target is 
to implement, over medium term, the European Stability and Growth Pact.  
7 The German government has already encapsulated  such a rule in its debt brake package,  by imposing a limit to 
the structural deficit. 
8 This would be just a step as the real desire is to create a fiscal union, a Eurozone government with an elected 
president. 
9 Anderson (2006), p.  
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term macroeconomic stabilization, and last objectives: stable economic growth through control of the 

accumulation of debt. 

There is not a clear recipe for optimal fiscal rules which can be taken and copied. The multi-

dimensional objectives of fiscal rules, infact, makes difficult to declare an absolute superiority, especially 

because the primary source of error, for all type of fiscal rules, comes from being built on imperfect 

knowledge of the future. The optimal choice may not be the best by one particular standard but it must 

balance several important objectives and must be durable under stressful economic and political 

conditions. If the last target is to reduce the debt level, it doesn’t appear a clear correlation between the 

trend in debt level and specific rule or rules structure (exceptional clauses, sanctions and type of 

monitoring) (Heinen, 2010). What can be affirmed for sure is that it appears a certain linkage on average, 

among EU Member States, between the highest values of a fiscal rules index, reflecting the strength and 

coverage of domestic fiscal rules, and better budgetary outcomes.  

Although fiscal rules could appear as a panacea for all type of public policy illnesses, confirmed by the 

reached positive results, they are not immune of contraindications: opportunistic behaviors, window-

dressing operations in governments and public administrations (Milesi-Ferretti, 2003) and ‘smokescreen 

hypothesis’ Debrun and Kumar10 (2007).  

The paper is so structured. Paragraph 2 examines the problems of public finance in Italy and the main 

problems  rooted in its budgetary process and in the budget execution. The errors in forecasting 

revenues and expenditures and the lack of control of the expenditures during the budget execution are 

the main players. Paragraph 3 presents the typologies of rules which could be used for Italian problems, 

enlightening the  characteristics and the experiences of other countries. With these premises in paragraph 

4 an exercise is offered showing the results which would have been obtained if two alternatives of fiscal 

rule: an expenditure rule applied to primary expenditure and a debt rule modeled according to the Swiss 

brake, would have been implemented. Conclusions and policies indications follow. 

 

1. Public finances in Italy 

In Italy the introduction of new fiscal rules is being debated after the Great Recession and the 

summer 2011 financial turmoil. However, Italy’s public finances are a difficult context even for the 

introduction of ‘enlightened ideas’ (Stolfi et al., 2010). In the last decade, Italy’s public finance conditions 

have been destabilized not so much by the Recession but by the difficulty to govern the budget after 

2000. 

By looking at the trend (Graph 1) for general government cyclically adjusted net borrowing and 

cyclically adjusted primary balance (CAPB), we observe how the actual worsening in the fiscal variables 

                                                           
10 The creative accounting prompted by fiscal rules “overtime undermines credibility of the public sector, with 
corrosive effects on trust and accountability in the public domain” (Debrun and Kumar, 2007, p. 484). 
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began right after the EMU accession. The primary surplus our country had, largely positive (6.6 per cent) 

in 1997, became slightly negative in 2005, improving to 2 per cent in 2007, with a slightly worsening 

during the recession (1,9 and 1,4 per cent respectively in 2008 and in 2009). The deterioration of primary 

account becomes quite challenging for a country with high weight in term of interest expenditure. This 

aspect makes Italy highly vulnerable and sensible to market and agencies evaluation.  

Particularly interesting is also the trend of gross debt (%GDP), which is returning to its pre-EMU 

peaks, with the adverse effects on long-term growth and on sovereign bonds rates  (Reinhart and Rogoff, 

2010; Kumar and Woo, 2010; Checherita  and Rother, 2010, Egert,2010).  

 
Graph 1- General government cyclically adjusted net borrowing, cyclically adjusted primary 
deficit and gross debt (% GDP) 

 

 

If the problems of Italian public finance are not connected to the economic trends the reason has to be 

looked for somewhere else. We proceed by analyzing the entire budgetary process, as it was until 200911, 

by using the financial documents at disposal. By considering the steps of the budget cycle we observe 

that we have, referring to a certain year t, two phases: 

1- the forecasting phase beginning with the Documento di Programmazione Economico-Finanziaria 

(DPEF), upgraded, before the parliamentary session, by the November volume of the Relazione 

Previsionale e Programmatica (RPP) and ending with the spring issue of the Relazione Trimestrale di 

                                                           
11

 In that year the Budget Reform Law changed the process 
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Cassa12 (RTC/RUEF from 2007)

budgetary forecasts during the year under examination;

2- the implementing phase  with 

the same year, successively upgraded in the alternation of RUEF and RPP documents

following  4 years.  

 

Figure 1 - The budget process in Italy  

                                     �������	            
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Note: The figure represents the budgetary process until 2009, reform excluded.

Source: Authors’ elaborations. 

 Graph 2 shows the evolution of the general government net borrowing (which is relevant for the 
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The largest part of the worsening in the budgetary balance is detected within the year of the budget 

execution. It is due to errors in forecasting revenues and expend

expenditures during the budget execution. Exceptionally, however, the net borrowing worsening is due 

to subsequent statistical and methodological revisions operated by the National Institute of Statistics 

(Istat), which reclassifies budgetary operations. For example, in 2006 capital expenditures increased by 16 

bn. euro due to the effects of the European Court of Justice decision on the refunds of unduly paid VAT 

on company cars: in 2007 the National Institute of Sta

refund registrations and net borrowing for 2006 decreased by 15,9 bn. euro
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expenditures during the budget execution. Exceptionally, however, the net borrowing worsening is due 

to subsequent statistical and methodological revisions operated by the National Institute of Statistics 

hich reclassifies budgetary operations. For example, in 2006 capital expenditures increased by 16 

the European Court of Justice decision on the refunds of unduly paid VAT 

on company cars: in 2007 the National Institute of Statistics adopted a different approach for the tax 

refund registrations and net borrowing for 2006 decreased by 15,9 bn. euro. 
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Graph 2- General government net borrowing (million EUR) evaluated at different stages of the 
budgetary process for year (t): 1997-2001 

 

 
Source: own elaborations on data from the Ministry of Finance. 

Note – (t-1) November: the government budget draft is present to the Parliament;  (t) March: budget as approved 
by the Parliament; (t) November: budget as modified by supplementary budgets; from (t+1) March on: budget is 
closed and data revised by the National Institute of Statistics (Istat).    
 

Graph 3- General government net borrowing (million EUR) evaluated at different stages of the 
budgetary process for year (t): 2002-09 

 

Source: own elaboration on data from the Ministry of Finance 
Note – (t-1) November: the government budget draft is present to the Parliament;  (t) March: budget as approved 
by the Parliament; (t) November: budget as modified by supplementary budgets; from (t+1) March on: budget is 
closed and data revised by the National Institute of Statistics (Istat).    
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The government’s habit to provide forecasted deficits that always worsen during the budget execution 

is the sign of a problematic conduct of fiscal policy and the proof that the current problems of credibility 

and sustainability are rooted not so much in the Great Recession as in the unresolved issues of budget 

preparation and execution. 

The problem as we will see is not only connected to the forecasting phase but even to something else. 

This is why we try to go deeply, pointing our interest at the two sides of the budget. At this first level of 

disaggregation we notice for the expenditure side that,  by comparing the changes between forecasted 

expenditure for year (t) and the basis for forecasts, expenditures at year (t-1) in different stages of the 

budgetary process, the expenditures increases both during the Parliament budgetary session and the 

budget execution. In particular primary expenditure increase (Graph 4), as forecasted after the Parliament 

budgetary session (red bar), is always larger than initially forecasted in the government draft budget, 

except in 1998, 2005 and 2007. Actual expenditure increases (green bar) become even larger instead in 

the 2003- 2007 period. So to resume we have found two main causes of variation the parliamentary session 

and the implementation phase. The electoral year 2006, when the incumbent right-wing government was 

striving for re-election, represents a special year as even if it presents a striking increase (51 bn. EUR) in 

primary expenditures, this is not only attributable to the aforementioned causes but also to the European 

Court of Justice decision on VAT rebates13.  

Again it emerges the above mentioned problem in forecasting infact there is a persistent tendency of  

excessive optimism showed by the government for revenues.  Forecasted revenue changes appear larger 

than primary expenditure changes, both before and after the autumn budgetary session (Graph 5.a and 

5.b). The opposite happens when it comes to observe the actual data, in this case revenue changes are 

generally lower than actual primary expenditure changes, except in 2000, 2001 and 2007 (Graph 5.c). 

These changes of mood for revenue (optimism-pessimism) and expenditure (pessimism-optimism), 

confirmed by the ex post results,  can be one the reasons of the accumulation of “unexpected” deficits.   

 

Graph 4 – Changes in forecasted primary expenditures from their basis at different steps of the 
budgetary process for budget of year (t): 1998-2009 (General government – million EUR) 

                                                           
13 Two years later, when the VAT rebate was differently recorded, the same increase was valued at 34.4 bn EUR.  
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3.Fiscal rules in Italy: an example of not well 

Italy public finances are already under the bite of formal fiscal rules. A formal rule for expenditure 

control in Italy is enshrined in the Constitution (Art. 81): “
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borrowing (accrual)14: in fact, adjustments must leave the target balance (the Saldo Netto da Finanziare) 

unchanged.  

These ex ante rules are apparently very rigid, but to be effective and to guarantee that deficit targets are 

met, they require that small mistakes are made in forecasts. Besides, they do not aim at limiting 

expenditure increases. In fact, the Constitutional provision is respected if expenditure increases are 

matched by equal revenue increases or by cuts in other lines of expenditure. This practice can generate 

future unexpected deficits if revenues are too optimistically forecasted (revenues from tax amnesties or 

from increased auditing against tax evasion) in order to back expenditure increases. 

1997-2000:  block of expenditure commitments and 60% cuts of non-compulsory expenditures, 

2002 «Clausola di salvaguardia»: expenditure laws must provide indication for correction in case 

compulsory expenditure forecasts are not realized 

2002: «taglia-spese»: during the budget execution Ministry of Finance can uniformly cut non-

compulsory expenditures to grant SGP targets 

2005: max. 2% growth rules for non-compulsory expenditures 

2006: linear cuts for some discretionary expenditures 

2008: linear cuts but more flexibility in expenditure allocation 

....... 

 

 

4.Fiscal rules: the optimal one for keeping under control discretionality and increase credibility 

The governance problems of the Italian public finances are rooted in the budget preparation and 

execution. As observed by Stolfi et al.(2010), even the concentration of power in the hands of the 

Minister of Finance15, the formal domestic constraints to the budget preparation (rules for expenditure 

financing and for budget programming) and the supranational fiscal rule of the Stability and Growth Pact 

have not been able to solve the deep-rooted problems of governance. “Such political and burocratic 

strengthening has still not been able to fulfill the needs of a modern burocratic process, in terms of fiscal 

discipline,  allocative efficiency and operative efficiency. In spite of repeated reforms, and contrary to 

best practice, the Italian budget process still combines a very fragmented bottom-up budget preparation 

and a tightly centralized budget execution” (p. 484). 

                                                           
14 L. 362/1988 set that new current expenditures could also be financed by the improved current balance 
(Risparmio pubblico), even if it was negative, and that capital expenditures could be financed in deficit, while 
respecting the budgetary balance targets. The reform Law 196/2009 sets instead that new expenditures can be 
financed by the improved current balance only if it is positive.  
15 In 1997 the Ministero dell’Economia e Finanze was created out of the Ministry of the Budget and the Treasury 
Ministry: the new Finance Ministry was given responsibility for debt management, economic forecasting and 
budget preparation.  
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If a new rule has to be introduced, which is also what it emerges in L.169/2009, by considering the real 

nature of Italian problems and with the need of an urgent solution we try, by passing through the 

tassonomy of rules and by considering their characteristics, to find what is the most suited to our specific 

problems.  

First of all it has to be noticed that to introduce a fiscal rule means to fix a numerical limit to a certain 

aggregate which is put under control. This aggregate can be a stock or flow variable on the base of which 

item of the public budget the rules are referred to and it can regard both sides of the budget. The variety 

include 4 main types: balanced budget rules/deficit rules, debt rules, expenditure or revenue rule which can be  

structured in large variations16 on the base of the statutory base, administrative level, coverage, 

monitoring and sanctions. For the scope of the paper we will concentrate only on the first three types. 

 

4.1 Balanced budget rules and debt rules vs expenditure rules 

Debt rule, even if appeared at supranational level with the Maastricht Treaty, is the less suited for Italian 

problems. The knowledge of the exceeds of the permitted threshold of 60% of GDP by 12 Euro 

countries, makes it evident that a limit imposed,  on a target, only indirectly under the control of the 

decision making process of policymakers, reduces the efficacy of the rule as a disciplining tool for 

reducing discretionality. 

The remaining two: budget balance and expenditure rules have to be examined deeply. The 

fascination of balanced budget rules, which represent one third of the existing fiscal rules in the EU 

countries, including golden rules (European Commission, 2010),  draws back to the experience with 

balanced budget rules in the US. Bohn and Inman (1996) show that deficits tend to be lower in US states 

where borrowing restrictions require an ex-post balanced budget and put limitations to deficit carry over, 

and where enforcement is stronger. “Only independently enforced, constitutionally-grounded, ex post 

balanced budget rules are likely to effectively constrain the deficit tendencies within democratic politics” 

(Poterba, 1996, p. 29).  

Expenditure rules instead have acquired only recently the appreciation by the European Commission, 

as an essential element for fiscal discipline: “Overall, spending rules have generally been adopted as a 

cornerstone of ambitious consolidation plans (Netherlands, Denmark, Sweden and Finland) and are 

currently one of the main building blocks of the most successful and resilient domestic fiscal frameworks 

across EU countries” (EC; 2009, §57). In any case they seem quite appealing especially by considering 

the increasing expenditure at implementation level, typical of the Italian budget process, in the last 10 

years.  

                                                           
16 The essential elements for the rule application are  analyzed in IMF(2009) and Debrun et al. (2008). 
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Even if expenditure rules do not immediately serve the aim of reducing the tax burden or the size of 

the public sector (Ljungman, 2008; Ferejohn e Krehbiel, 1987, Ehrhart et al. 2007), they can consolidate 

the fiscal position of the country, due to increased probability of passing fiscally sustainable budgets in 

complex institutional contexts where information is costly (Ehrhart et al., 2007). 

The main advantages are infact in term of longer horizons for fiscal policy and of being an instrument 

for enforcing aggregate expenditure discipline, irrespective of how government finances are organized, a 

sort of anchor for a medium-term framework (Ljungman, 2008, p.4).  

The deficit rule by allowing, in some circumstances, to manipulate a desirable outcome, through the 

choice of a specific economic and budget forecast, leaves space to the policymaker discretionality, to 

which it can be opposed the transparent and incontrovertible character of violations of a spending rule. 

This aspect together with the low dependence on a budget forecast make spending rules preferred for 

the Italian case where mistakes in forecasts and defects in implementation are the main causes of deficit.   

Contrarily to deficit rules17 suffering for the quality of expenditures, a problem which can be solved by 

using the golden rule, expenditure rule limits the expansion of permanent expenditures, putting 

commitments on the controllable ones (Mills and Quinet, 2002), by increasing the policymaker’s 

responsibility in allocating resources (Brunila, 2002). Not less important is that they can “make tax 

reduction more credible by making economic agents anticipate that they will be permanent” (Moulin, 

2004, p.2). Even this aspect is quite appealing for our case given the myopic trend adopted in certain 

years, characterized by an extraordinary increase of current expenditure.  

While deficit rules have a potential adverse effect on macroeconomic stabilization, introducing pro-

cyclical bias, especially in case of nominal terms defined rules18, expenditure rules, being counter cyclical 

by definition, can, instead, improve the country’s fiscal stance in presence of cyclical fluctuations, 

producing deficits and surplus that compensate each other in time19.  

The deficit rules seem instead to be robust to cosmetic operations: “The State experience suggests that 

while some cosmetic changes are used to meet balanced budget requirements, these changes are 

quantitatively less important than tax increases and spending cuts” Poterba (1996, p. 33). In fact, 

balanced budget rules have the advantage of removing the deficit bias of the policymaker, but they 

                                                           
17 Balance budget rules in general avoid  the problematic identification of investment expenditure, they are  not 
characterized by a  “sustainalibility gap”  in an aging society,  and they are not blamed for  substituting private 
investment. 
18 Solutions to this problem can however be found in the rule design (multi-annual deficit rules, cyclically adjusted 
rules), in added options (escape clauses) and in supplement tools (rainy day funds). 
19 This superiority ought to be limited, following Milesi-Ferretti (2003), to the case of the output shock sufficiently 
small. In case of a ‘myopic’ government, infact, the use of an intertemporal discount rate, different from the 
interest rate of the private sector, which responds excessively to a cyclical shock, makes also expenditure rules 
distort the government’s intertemporal choices. Infact the expenditure level chosen by the government depends, 
for its structural part, on the difference between the interest rate and the government’s intertemporal rate, and, for 
the cyclical part, it depends on the output shock impact on expenditure. 
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deprive him of the tools for stabilization. According to Manasse (2007),  these rules should be adopted 

only by countries with low output volatility and/or high political distortions. Both characteristics seem to 

be perfectly describing the Italian case: GDP growth fixed around zero and the absence of discipline in 

the budget process. Previous critical elements and the scarce result of budget balance and deficit rules20, 

during the recession, direct our preference toward expenditure rules.  

The fact that the introduction of rules at a national level has to live in combination with those at 

supranational level offers a new impulse toward expenditure rules. Expenditure rules can be effective 

only if adequately linked to budgetary balance objectives and grounded in the economic forecasts, 

underlying the government medium term programs or the update of the Stability Programs for EU 

countries. 

4.2 The debt brake: an intermediate solution  

To conclude the analysis on fiscal rules tassonomy we have also to consider a special type of rule: the 

debt brake. Appeared up to now21 in two variations: Swiss and German, it can be considered a sort of 

combined rule with features of budget balance and expenditure rule. While the German variation22 

(appearing, in the end, as a law that caps a country's budget deficit to a certain percentage of GDP), 

expressed as the sum of different deficit 

components:    ��������� ������� = �������� � �! "�"� + $��%��%��� � �! "�"� − '�"�"���� ���"(���� "(, seems 

more connected to the budget balance rule, the Swiss variation, instead, can be considered  a medium 

term balanced budget rule or a flexible expenditure rule, expressed as  a one-year-ahead ex ante ceiling on 

central government expenditures equal to forecasted non-cyclical revenues23. By explicitly linking the 

expenditure ceiling to fiscal forecasts, it reduces discretion over fiscal policy, a fact which ordinarily is 

considered a low point but that can be palatable for our hypothesis of application for the Italian case.  

“Although a qualified assessment of the fiscal sustainability of the expenditure ceiling may provide the 

basis for the ceiling, the government and parliament may not want to institutionalize a purely technical 

                                                           
20 The  most famous balanced budget rule or deficit rule which appear within the Maastricht Treaty and the 
Stability and Growth Pact showed all its weakness during the Recession where the lack of margin was dramatic. 
On the contrary, the spending limits were instead deemed adequate in providing enough room for automatic 
stabilizers to function effectively, while not preventing the Government from  increasing expenditure in a bid to 
stimulate economic activity (Finland,…….). 
21 More countries seem to be interested to it such as: Israel and Austria.  
22 The German version of the debt brake, constitutionally introduced  in 2009 at Federal and State level,  is applied 
for the first time in the fiscal year 2011 and is transitional until 2015. It sets  a mechanism whereby past slippages 
are recorded on a notional adjustment account. When the accumulated deficits reach 1.5% of GDP, two 
interventions must follow: a correction to put in act in the years of expansionary economy (with  a maximum of 
0.35 % of GDP per annum), and an “extraordinary spending to be amortized over a (unspecified) medium-term 
horizon” (Koske, 2010). “Because this spreads repayment over time, however, the obligation to reduce borrowing, 
set out in ordinary law, applies at a lower threshold value of 1 % of GDP”, Federal Ministry of Finance(2009), p.7 
23 A demonstration of the fact that the ceiling is, at the end, determined by structural revenues can be found in 
Bodmer (2006). 
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methodology” (Ljungman, 2008, p. 18). Apart from this positive aspect of the Swiss variation, the debt 

brake, in general, seems also to respond to the requirements of new rule generation24 (Schickt,2011) and 

to respect the optimality criteria of Barro (1979) and Manasse (2007): in bad times expenditures can 

overcome revenues while in good times the accumulation of surplus is favored and finally, over the cycle, 

the balanced budget is reached. Both variations, by  allowing to separate cyclical  and  structural  deficits,   

make expenditures to “remain relatively independent of cyclical variations, while taxes act as automatic 

stabilizers” (Debrun et al., 2008, p. 51). 

In the Swiss case the only admitted deficit is the cyclical one )**+, − -.**+,obtained by the difference 
of )**+, , the forecasted revenues,  and  the ceiling of expenditure for a certain year t (the time of 
reference for the budget),  calculated  at time t-1 using forecasts (ex ante ceiling25 eq.1):  

(1) -.**+, = /**+, ∗ )**+, 
given by the product of  /**+,26, the correction27 based on  the output gap, representative of the 

position of the economy respect to the cycle. Other deficits are only exceptional in connection with 

extraordinary expenditures, added by the Parliament, voting by supermajority, or through supplementary 

budgets. The German variation instead adds to cyclical component, calculated as the result of the 

product of the output gap and of the budget sensitivity, as determined by  the EU cyclical adjustment 

method, two other components with opposite sign:  

• a structural component28, limited at the federal level up to a volume of 0.35 of nominal GDP per 

year,  including investment and consumption and determined to be strictly linked to the 

Medium-Term Objective (MTO), fixed by the European Commission, with the scope of 

leaving a margin of flexibility, respecting intergenerational equity;  

• a financial transactions component, representing a correction which operates in case of 

privatization or net changes reducing the borrowing opportunity and which favors the 

compatibility with the Maastricht definition.  

The other interesting aspect, in Swiss variation,  is given by a adjustment account (eq.2) 

(2) ∆22 = -.**3,   − -**3,, 
                                                           
24 “Next-generation rules are likely to emphasize counter-cyclical features that target the structural balance or 

have built-in adjustments that accommodate cyclical swings in economic conditions”, pag.8 
25 The ceiling so determined covers in Switzerland all items of expenditures: interests, consumption and 

investments. 

26 It is  the ratio of the estimated  potential real GDP on real forecasted GDP, /**+, = 4.556745567  
27 The insertion of a cyclical factor “avoids intensifying a recession through austerity measures or  fueling an 
economic upswing with additional government spending” (Credit Suisse (2002), p.12). This last aspect favors 
flexibility by avoiding the pro-cyclicality often connected to discretional policies put in action with temporal lags. 
28 During the transitional period the structural deficit has to be reduced year by year until the maximum 
threshold of 0.35% allowed in 2016. 
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 collecting any ex post deviations of actual spending from the ex post spending ceiling29 (eq. 3): 

(3) -.**3, = /**3, ∗ )**3, 
calculated by multiplying the actual revenue ratio by the trend GDP. This last feature is the mean to 

introduce memory into the system by making it long lasting and credible.  

 A sort of intelligent diet, opposed to a radical diet ( zero debt financing), which is not flexible and 

unable to accommodate  large shocks (Weder, 2011). The role of this account is quite interesting as it 

puts under control even the budget execution. When the compensation account30, in the Swiss case, 

shows a negative balance that exceeds 6 percent of expenditures, the policymaker must act to reduce the 

balance below this level within three years31. In this case a correcting factor CF is added to the 

expenditure ceiling formula of the following year (eq. 4): (4) -.*3,* = /*3,* ∗ )*3,* − �'. 
This last element could be a learning method for Italian policymaker, considering the distortions at the 

implementation phase.   

In favor of the debt brake are also the results obtained in Switzerland32, since its introduction in 2003, 

in terms of reduced increase of public debt (about 50% of GDP by the end of the 1990s to 53% by the 

2005 and then reduced to 40% GDP in 2010), of the reached structural equilibrium of Swiss federal 

finances, of the rational use of extraordinary revenues, to reduce the stock of debt, and of the 

performance during the last recession (Federal department of Finance 2010, p.2)33.  

The main weakness of the application of the debt brake are technical, connected with the errors caused 

by capturing the cycle with the HP filter for the Swiss case, the use of the EU cyclical adjustment method 

which is focused on past events (Kastrop and Snelting, 2008), for the German case, the limit of referring 

just to the Federal budget, for the Swiss case, weakening the role as a long-term fiscal sustainability tool, 

(Cottarelli 2009, p.39) and because of the difficulty of correctly forecasting the cyclically corrected 

revenues34, for the Swiss case. 

  

5. Applying fiscal rules to Italy: an exercise 

                                                           
29 The ex post ceiling  can differ from the ex ante ceiling because of revenues and GDP forecast errors or when, 

as in Switzerland, exceptional circumstances allow the Parliament to approve larger expenditures 
30 In other countries no formal adjustment mechanism is introduced  (Boije and Fischer, 2007) 
31 When the accumulated deficits reach 1.5% of GDP, two interventions must follow: a correction to put in act in 
the years of expansionary economy (with  a maximum of 0.35 % of GDP per annum), and an “extraordinary 
spending to be amortized over a (unspecified) medium-term horizon” (Koske, 2010). “Because this spreads 
repayment over time, however, the obligation to reduce borrowing, set out in ordinary law, applies at a lower 
threshold value of 1 % of GDP”, Federal Ministry of Finance(2009), p.7 
32 About the German experience nothing can be said as it will be fully implemented starting from 2016. 
33 Even if as Feld and Baskaran (2010) stress we ought to wait more to judge the effects of the debt brake, by 
considering the cantonal experience, in particular that of the St. Gallen Canton, where the results are quite 
successful with a reduction of  around  14% of the cantonal debt (Feld and Kirchgässner, 2008). 
34 A solution could come by integrating independent institutions into forecasts, an approach which In Canada has 
brought good results. 
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Some attempts have already been made to simulate the application of rules to Italian public finances 35. 

We present here two possible counterfactual paths of primary expenditure which we obtain by applying: 

i) an expenditure rule and ii) a debt rule, modeled according to the Swiss and German brake.  

We are absolutely conscious of the limit of this analysis because the data, at disposal, impede us to refer 

to general government instead of central government, because no fiscal rules, at local level, are 

introduced at this stadium, even if necessary, and  because strong assumptions have to be made in 

absence of a general equilibrium model36. Sanctions and monitoring, even if are basic components of 

fiscal rules criteria, are not deeply analyzed here. We think, anyway, that direct sanctions, such as  the 

reduction of financing for certain lines of expenditure, or administrative sanctions, for responsible 

ministries and departments, ought to be preferred to the indirect ones, represented just by the loss of 

political reputation for the government. 

Data cover the years 1997-2009 and come from different releases: i) real time data for budget of year (t), 

issued in the Relazione previsionale and Programmatica  (RPP) in autumn of year (t-1); ii) real time data for 

budget of year (t), issued in the Relazione Trimestrale di Cassa/Relazione Unificata sulla Finanza Pubblica 

(RTC/RUEF) at the beginning of year (t); iii) ex post data issued in the Relazione Trimestrale di 

Cassa/Relazione Unificata sulla Finanza Pubblica (RTC/RUEF) at the beginning of year (t+1). The 

difference between data sub i) and data sub ii) lies in the fact that the first one are the budgetary forecasts 

which are presented by the government to the Parliament, while the second ones are the budgetary 

forecasts as approved after the Parliament’s budgetary session.  

 

5.1 Expenditure rules 

 

As primary expenditure grew by about 4.6 per cent in the period 1999-09, any expenditure rule which 

targeted a lower rate of growth would have resulted in large expenditure savings. We present here two 

types of expenditure rules, applied to the general government primary expenditure: 

i) a 2 per cent growth rule, which was discontinuously invoked by the ministry of Finance;  

ii) an expenditure benchmark in the spirit of the EU two-pillar approach to the reform of the 

preventive arm of the Stability and Growth Pact.  

                                                           
35 Campanella (2011) shows, through a simulation, the scenario for  Italy in case of a constitutional law imposing  a 
German rule and a debt target. What it emerges is that if the rigidity of the Constitution seems perfect for fiscal 
sustainability, on the other hand it doesn’t leave space for any flexibility even when the target is reached. 
Considering the logic of policymakers and the conflict among parties for introducing and amending constitutional 
rules, a more flexible rules would seem the best solution 
36 “First, revenue estimates are not affected by the hypothetical presence of the debt brake. Second, possible 
actions due to an imbalance of the compensation account are ignored. Third, the effect of the debt brake on GDP 
figures is also ignored”, Bodmer (2006), p.318 
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The forecasts for primary expenditure, at different stages of the budgetary process (when the budget 

is present to the Parliament, after Parliament’s approval and after the budget has been closed) are 

compared with a counterfactual path where primary expenditure follows rules applied both in a marginal E <∗ =  E<+, ∙  (1 + g) and in a cumulated way E <∗ =  E<+,∗ ∙  (1 + g) . This implies for each year that 
the expenditure ceiling is calculated considering as baseline either the actual expenditure of the previous 

year or the expenditure ceiling of the previous year.   

If the policymaker had really applied the 2 per cent growth rule of expenditure that was set in 2005, 

he would have obtained large savings, both with a rule applied at the margin (Graph 8) and with a rule 

applied in a cumulated way (Graph 9). Savings are different according to the data available to the 

policymaker, be they the real-time data available at the time of the budget preparation and approval, or 

the ex post data available when the budget has been executed and closed. The information advantage, in 

terms of savings, of the ex post data is clear.  

We built also a counterfactual path with an expenditure benchmark in the spirit of the EU reform 

proposal to the Stability and Growth Pact which is currently negotiated between the two EU co-

legislators. The EU expenditure benchmark requires that primary expenditure growth (net of 

unemployment benefits and expenditure offset by revenue increases mandated by law), does not exceed a 

reference medium-term rate of potential growth, for countries which have not attained their Medium 

Term Objectives (MTO). Excess of expenditure growth over the rate should be matched by 

discretionary revenue measures. Countries whose cyclically adjusted  balance falls short of the MTO 

should keep expenditure growth one percentage points below potential GDP growth. 

In our exercise, we construct an expenditure benchmark based a growth rate, capped at one percent 

point below a medium-term rate of potential GDP growth, defined as a ten-year average. Data 

availability constraints us to use the whole primary expenditure as a target variable. Graph 8 and 9 show 

that, adhering to the expenditure benchmark in the period, would have resulted in significant expenditure 

savings. Thus Italy would have entered the crisis with higher buffers. In 2006, the primary expenditure 

ratio to GDP would have been 42,5 per cent (rule applied in marginal way and ex post data) instead of 

45,9 per cent. In 2009 the same ratio would have been 45,7 per cent with the expenditure benchmark, 

with the actual ratio was 47,2 per cent. The ratio would have dropped to unrealistic values (under 30 per 

cent) with an expenditure benchmark applied in a cumulative way. 

Graph 10 compares the actual primary balance with the counterfactual primary balances we obtain by 

applying the 2 per cent growth rule and the expenditure benchmark. Both rules would have granted 

better fiscal performances in the period and a primary surplus in 2009, when the actual balance showed a 

deficit. The sizeable budgetary surpluses would have implied a lower debt growth in the period and a 

better starting point for future debt consolidation measures. 

Commento [t1]: cambiamo 

termine? 
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Both rules thus allow the attainment of a strong fiscal position. The 2 per cent growth rule is simple, but 

it could allow an excessive expenditure and debt growth in times of severe economic down-turn. The 

expenditure benchmark , instead, requires the choice of a suitable average growth rate, which is “a 

forecasting exercise and may prove especially difficult in the current economic climate” (EC, 2011, p. 

70).  

 
Graph 8 - Cumulated primary expenditure savings with 2% rule applied in marginal way and with 

different data releases  

 
Source: own elaboration on data from the Ministry of Finance.  
Note – Data in million EUR . Differences between primary expenditure in official documents and primary 
expenditure under a 2% growth  
 
Graph 9- Cumulated primary expenditure savings with 2% rule applied in a cumulative way and with 
different data releases  

 
 
Source: own elaboration on data from the Ministry of Finance.  
Note - Data in million EUR . Differences between primary expenditure in official documents and primary 
expenditure under a 2% growth rule  

 
 
 

Graph 10 -  Cumulated primary expenditure savings with the benchmark rule applied in marginal way 

and with different data releases  
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Graph 11 -  Cumulated primary expenditure savings with the benchmark rule applied in cumulative way 
and with different data releases  

 
 

 
 
 

Graph 12 -  Primary balance: actual values and counterfactual paths with expenditure rules 
 

 

Source: own elaboration on data from the Ministry of Finance.  
Note - Data in million EUR. Rules are applied in a marginal way on ex post data (RTC (t+1)). 
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The application of the expenditure ceiling will require the definition of what level of government should 

the fiscal rule apply to and the definition of the items of expenditure under the ceiling. As fiscal 

sustainability considerations imply a more comprehensive coverage and as Italy is implementing a 

federalist reform, the rule should target central governments aggregates and social security accounts, 

while separate rules should be set for subnational governments. 

The Finnish and Austrian experience could give insights for the construction of the ceiling. Given that 

interest expenditure is not under the government’s control in the short run and that it is highly volatile, 

the central government aggregate under the rule should be the primary expenditure. Cyclically sensitive 

items could be excluded, as in Finland, or constrained under a variable ceiling, as in Austria. We deem 

that capital expenditure should not be excluded from the ceiling, given the risks of “creative” 

accounting” and the reclassification of spending items, the ensuing lower degree of transparency and the 

weaker link to gross debt formation. To provide spending ministers with more autonomy and to 

accumulate ‘‘credits’’ in good times, reserve funds could be built with expenditure savings.  

 

5.2 The debt brake  
 
We simulate the application of the Swiss debt  brake to general government expenditures from 1997 to 

2009, following Brandner et al. (2005) and Bodmer (2006).  

In order to estimate equation (3), we use data for  revenues, expenditure and nominal GDP forecasts 

from the fourth Relazione Trimestrale di Cassa (RTC)37 (years 1997-2006) and the Relazione Unificata sull’ 

Economia e la Finanza Pubblica (RUEF) (years 2007-09). These official documents present the macro 

scenario for the ongoing year, present the budget for the year and survey the economic and fiscal 

performance of the country in the previous year. So we fix the expenditure limit by considering the last 

and updated forecasts at disposal. We use the real potential GDP and the IMF deflator to obtain the real 

GDP forecast.  

Table 1 presents the calculation of the ex ante and ex post ceilings. The first two  rows present  the 

estimated potential real GDP and the forecasted annual real GDP (both calculated by the Ministry of 

Finance) used for the calculation of the correction factor k (third row). We observe that a recession was 

forecasted  from 1998 to 2001 for the Italian economy, with an average 4.4%  under capacity, while in 

2002 the potential output level was reached. In the years 2003-2006 a recession was again forecasted with 

a lower level of under capacity (1.25). The period starting from 2006  was characterized  by a forecasted 

upswing. 

                                                           
37 This document is published in March and incorporates the Annual Budget Law as approved by the Parliament. 
From 2007 and until 2009 the fourth RTC has been included in the Relazione Unificata sull’ Economia e la Finanza 
Pubblica (RUEF), which is also issued in March. RUEF updates the macro scenario for the ongoing year, presents 
the budget for the year and surveys the economic and fiscal performance of the country in the previous year. 
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Actual data(2b-3b) show that  the potential output is reached with a  three years delay (in 2005 instead 

of 2002) with respect to the initial forecasts and show an average under capacity of 2.57% for the 1998-

2004 period. By considering  the forecasted total revenues (row 4a), we determine the ex ante expenditure 

ceiling (row 5a). Row 11 presents the forecasted deficit, which can be decomposed, by adding and 

subtracting the ex ante ceiling, in two components, the deficit admitted by the cycle and the structural 

deficit:  (5)   )**+, − -**+, = AB)**+, − -.**+,
�������CDEFGE HIJGEG* KL + M-.**+, − -**+,
�������N*OPE*POQF HIJGEG*
R 

 
 
Table 1 – The calculus of the ex ante and ex post ceilings (bln. EUR)  

 
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

EX ANTE CEILING ITEMS 

1a S		+T...... 
112.33 114.16 115.90 117.80 119.45 120.79 121.95 123.15 123.93 124.44 125.24 125.56 125.39 

2a S		+T 
107.42 108.15 112.19 113.74 117.37 120.56 119.03 120.20 123.12 122.74 125.89 130.21 130.27 

3a U		+T 
1.046 1.06 1.03 1.04 1.02 1.00 1.02 1.02 1.01 1.01 0.99 0.96 0.96 

4a V		+T 
47.91 48.79 52.24 52.64 56.04 59.54 60.03 60.62 63.10 63.31 70.39 74.91 76.79 

5a WX		+T 
50.10 51.50 53.97 54.53 57.03 59.66 61.51 62.12 63.51 64.19 70.03 72.24 73.91 

EX POST CEILING DETERMINANTS 

2b S		3T 
107.24 108.43 112.01 116.57 118.16 118.35 118.66 120.09 123.41 126.16 128.01 127.55 120.79 

3b U		3T 
1.05 1.05 1.03 1.01 1.01 1.02 1.03 1.03 1.00 0.99 0.98 0.98 1.04 

4b V		3T 
49.19 49.16 51.57 53.33 55.72 56.52 60.28 61.23 62.94 68.01 72.42 73.19 71.80 

5b WX		3T 
51.53 51.75 53.36 53.90 56.33 57.69 61.95 62.80 63.20 67.08 70.86 72.05 74.54 

 
COMPENSATION ACCOUNT 

6 

WX		3T − WX		+T 
2.33 2.59 1.79 0.57 0.61 1.16 1.67 1.56 0.26 -0.93 -1.57 -1.14 2.74 

7 

Y WX		3TZ[[\
	]T\\^− WX		+T 

4.93 6.72 7.29 7.89 9.06 10.73 12.29 12.55 11.62 10.06 8.91 11.65 

DECOMPOSITION OF THE BUDGET DEFICIT 

8 

V		+T − WX		+T 
-2.19 -2.27 -2.51 -1.50 -0.08 -0.36 -1.35 -1.54 -1.28 0.39 1.48 2.00 -2.37 

9 

W		+T 
51.75 52.97 53.74 55.17 57.27 59.61 62.04 64.88 66.44 70.59 74.78 78.52 79.82 

10 

WX		+T−W		+T 
-1.65 -0.45 -0.13 -0.25 -1.19 -0.34 -1.67 -2.43 -2.82 -5.99 -4.94 -5.87 -4.72 
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11 

V		+T − W		+T 
-3.84 -2.71 -2.64 -1.75 -1.26 -0.70 -3.01 -3.97 -4.10 -5.60 -3.46 -3.87 -7.096 

Source: own elaboration 
Notes: the rows 1a-5a are the items for calculating  the ex ante ceiling, the rows 2b-5b are the budgetary items 

which are  determined ex post. 
 

The first component (row 8) shows  that a deficit is forecasted until 2006, followed by a  surplus . The 

structural deficit (row 10) shows  an  excess of expenditures since 2002. A calculation of the adjustment 

account is also offered for the Italian case even if no correction factor is introduced (rows 6 and 7).  

We proceed then by  using the decomposition of Bodmer (2006) (eq. 9), which is illustrated in Graph 12.  

 
                                          (6) )**3, − -.**+,
�������

deficit under 
Debt Brake

= ()**3, − )**+,)
�������
error in revenues 

forecast

+ ()**+, − -.**+,)
�������
Cyclic Deficit

   

 
 

Differently from Bodmer (2006), we observe that both the error in forecasts and the cyclical component 

play a role in determining the final deficit under the rule. The role of the two components is different in 

time: from 1997 to 2001 the ex ante deficit permitted by the cycle is the main determinant of the deficit, 

while from 2001 to 2003 the error of revenue forecasts plays the major role. From 2003 to 2006 both 

elements are in action and from 2006 to 2008 the errors of revenue come to lead the deficit trend. This 

last result is not completely  unexpected as the crisis made the revenues forecast less stable.  

 
 
Graph 11- Assessing the deficit components under the debt brake (bln. EUR) 

 
 
Source: own elaborations 
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Following Heinen(2010), we compare the deficit as it is and as it would have been had  a debt brake (in 

the Swiss and in the German modes) been applied since 2006. Under the German debt brake (Table 2),  

the cyclical component is determined as  the product of the output gap and of the budget elasticity, while 

the structural component is determined by the MTO of the Stability Program.  

 
Table 2 - The Italian deficit under the German debt brake 
 

Years 
Output 
gap 

(%GDP 
Budget 

elasticities 

Required 
Cyclical 
balance 

Required 
structural 
balance 

Permitted 
budget 
balance 

2006 2.2 0.5 1.1 0.0 1.1 
2007 2.9 0.5 1.4 0.0 1.4 

2008 1.0 0.5 0.5 0.0 0.5 
2009 -4.3 0.5 -2.2 0.0 -2.2 

Source: Circa website and European Commission (2005) 
 

  

Graph 12 shows no great differences between the German and Swiss versions of the debt brake. What 

emerges is instead  the need for a consolidating intervention, no matter which is the chosen rule. Deficits 

under the debt brake rule are not only lower than actual deficits, but, since 2006, they become a surplus38 

Graph.12- Comparison among actual deficit and the deficit under Swiss and German debt brake. 
  

 
 
 
 
 
 
 
 
 
 
 
 
 

Source: own elaborations 
 
 
2. Conclusion 
 
We have analyzed debt brakes and expenditures rules as possible tools to improve the difficult conditions 

of the Italian public finances which have been distressed not so much by the Great Recession as by the 

                                                           
38 These results could be less optimistic by considering  the effects on the economy of the debt brake rule. 
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flaws in preparing and executing the budget and in controlling the overall flows of expenditures and 

revenues.  

Both rules present appealing characters and some difficulties of application. Being numerical rules, they 

have the advantage of measurability and comparability of the results over a period and the disadvantage 

of temptation to recourse to creative accounting practices in absence of procedural rules. Although 

expenditure rules can be circumvented by means of window-dressing activities and are less transparent, 

on certain conditions, they are superior from the point of view of allocative efficiency, in addressing the 

common-pool problem and as a signaling device for the policy-maker, easy to administer and 

comprehensible being fixed ex ante. Besides, expenditure rules do not incentive pro-cyclical fiscal policies 

and are less dependent on cycle forecasting.   

The larger flexibility of the debt brake is accompanied by the  difficulty of correctly forecasting the 

cyclically corrected revenues and  by the volatility that could ensue. The effect on growth is uncertain: it 

could be negative (Truger et al., 2009), because of the decline in investment expenditure in the long term, 

caused by the absence of distinction between consumption and investment expenditure; it could also be  

positive, as the lower level of debt could leave space for more investment and growth in future periods. 

There seems to be no great difference in the results obtained by the two versions of the debt brake. 

However, the Swiss brake  with its compensation account, keeps under control even the budget 

execution, while the German variation instead  is characterized by compatibility with Stability and 

Growth Pact. 

The main limit of our simulation lies in the reference to general government data, instead of central 

government, which is the administrative layer to which debt brake and expenditure rules are usually 

applied. However, we deem that we can still argue that both rules could be usefully applied to Italy, as 

they set a constraint to the main factor of indiscipline, namely the control of expenditures. Balanced 

budget rules, which are under discussion and which have been recently imposed by France, could not 

exert the same disciplining effect.  
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