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Structural budget balances

• SGP: Headline figures of 3% deficit and 60% debt
• Post-crisis reform: Emphasis on structural balance

• Six Pact
• Treaty on Stability Coordination and Governance

Ambition:
• Avoid pro-cyclical fiscal policy stance
• Create buffer for ‘bad times’
• Debt sustainability
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Unobservable target

1. Output gap not observable
• Estimates depend on model choice
• Difference across institutions
Estimated gap heavily revised

2. Headline deficit forecast errors

3. Revisions of (potential) GDP figures
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Potential repercussions for SGP

Structural balance ex ante and ex post differ greatly

1. Unwarranted sanctions (& vice versa)

2. Debt sustainability

3. Ex post ill-suited policy advice (tightening/loosening)
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Growing literature in the field

1. Magnitude of revisions
2. Difference across models and institutions
3. Ex ante fiscal stance counter-cyclical 
4. De-composition of revisions ( drivers)
5. Political cycle matters
6. Policy implications for the SGP
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Aim of the study
• How large are the revisions of Commission 

estimates (ex-ante, real-time, ex-post)

• Are revisions of the CAB larger at the turn of the 
cycle?

• Systematic revision or clustered?
• Imprecise when most needed?
 different policy implications

• What factors may mitigate the impact of revisions 
on the SGP?

• What safeguards have been put in place? 
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Dataset

• European Commission’s Spring and Autumn 
forecasts

• Country coverage: EA12+Denmark, Sweden and UK
• Period: 2003-2016
• Not SB but CAB
• Data is freely available at http://www.firstrun.eu/

• ௥௘௩௜௦௜௢௡ܤܣܥ ௧௧ି௫ܤܣܥ	-௧்ܤܣܥ	=
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Magnitude of revisions: OG
Output gap

t-1 Spr t-1 Aut t Spr t Aut t+1 Spr t+1 Aut

Mean
0.7 0.8 1.0 1.0 0.8 0.6

Stdev
2.5 2.1 1.7 1.5 1.4 1.1

Min
-6.4 -4.8 -3.8 -3.4 -3.2 -2.4

Max
7.7 6.6 5.6 5.4 4.9 3.7

Median
1.1 0.9 0.9 0.6 0.6 0.5

Mean Abs
2.1 1.8 1.6 1.3 1.2 1.0
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Magnitude of revisions: CAB
Cyclically adjusted balance

t-1 Spr t-1 Aut t Spr t Aut t+1 Spr t+1 Aut

Mean
-0.7 -0.8 -0.7 -0.5 -0.6 -0.5

Stdev
2.7 2.4 2.1 1.6 1.3 1.0

Min
-13.0 -12.8 -10.4 -8.9 -6.0 -4.9

Max
4.9 4.1 3.4 3.6 2.5 1.6

Median
-0.4 -0.4 -0.4 -0.4 -0.4 -0.3

Mean Abs
1.8 1.7 1.4 1.2 1.0 0.8
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Country properties

• Large difference between countries:
Largest revisions for EL and IE, lowest DE and IT

• Always downward correction?
 BE, (-1) EL, FR, IT and PT vs. (-1) Lux and DE
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Methodology: turn of the cycle
Identifying the turns
• Large cycles vs. small cycles

• Size of the output gap
• Dummy

• Dummy specification:
• Switch in sign of the OG growth rate
• Threshold: minimum growth rate (1% GDP, t-1t+2)
Alternative approaches (av., peak2peak etc.)
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Revisions of the CAB and OG

(௧௧ି௫ܤܣܥ−௧்ܤܣܥ) 		= ߙ	 + ௧்ܩܱߚ	

Directional relationship: OG larger, CAB downwards (worsening)



13

Introducing the dummy

௧ܤܣܥ)
் − ((௧௧ܤܣܥ 		= ߙ	 + ௧்ܩଵܱߚ	 + ௧்ܩଶܱߚ	 ∗ ௧௧௨௥௡ݕ݉݉ݑܦ + ௧௧௨௥௡ݕ݉݉ݑܦ
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Revisions by estimation date

Magnitudes: absolute value revision
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Overview of models (in-year)

OG_f D_turn D_peak D_trough

M1 (t) -0.24***

M1 (t) -0.24*** -0.11

M1 (t) -0.24*** -0.49 0 .55

ABS M2 (t abs) 0.08

ABS M2 (t abs) 0.48*

ABS M2 (t abs) -0.08 0.46*

ABS M2 (t abs) -0.07 0.63* 0.28
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Overview of models (t+1)

OG_f D_turn D_peak D_trough

M3 (t+1) -0.26***

M3 (t+1) -0.26*** -0.09

M3 (t+1) -0.26*** 0.38* -0.40*

ABS M4 (t+1 abs) 0.00

ABS M4 (t+1 abs) 0.06

ABS M4 (t+1 abs) 0.03 0.17

ABS M4 (t+1 abs) 0.04 -0.86 0.51*



17

Overview of models (forecast, t-1)

OG_f D_turn D_peak D_trough

M1 (t-1) -0.17**

M1 (t-1) -0.18** 0.08

M1 (t-1) -0.17** -0.33 0.33

ABS M2 (t-1 abs) 0.16*

ABS M2 (t-1 abs) 0.01
ABS M2 (t-1 abs) 0.16* 0.06
ABS M2 (t-1 abs) 0.16* 0.25 -0.05
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Visualization
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Impact Fiscal Framework

• Sizable systematic revisions, not just at the turn

• Revisions for forecasts often as large as the CAB 
itself

• Revisions remain significant for in-year and t+1

 Does this render the SGP assessment unjustifiably 
unreliable?



20

Which data matters when?

• t+1, in spring (also autumn), others complementary

• Revisions in t+1 much lower: 0.5pp

• Once under the EDP/SDP:
 Improvement in the structural balance
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Magnitude of revisions: delta CAB
Delta Cyclically adjusted balance

t-1 Spr t-1 Aut t Spr t Aut t+1 Spr t+1 Aut

Mean 0.1 -0.2 0.0 -0.2 0.0 -0.1

Stdev 1.8 1.6 1.7 1.8 1.0 0.8

Min -5.3 -5.7 -10.4 -11.4 -3.0 -3.2

Max 7.6 4.4 3.5 3.7 4.4 4.2

Median 0.1 0.0 0.2 -0.1 -0.1 0.0

Mean abs 1.3 1.1 1.1 1.2 0.6 0.5



22Unwarranted and missed 
sanctions/EDP stepped up
Assuming a minimum structural improvement of 0.5%: 
How often could sanctions have been ill-fitting?
(Improvement assess for previous period)

13%

23%

63%

Unwarranted

Missed

Correct
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Mitigating factors

1. Structural balance slightly less revised
2. Assessing compliance over several years

• Preventive arm: average past two years
• Corrective arm: Debt reduction 3 years (forward and backward)

• Revisions of two consecutive years more likely to be 
offsetting than amplifying

• Offsetting revisions more ‘powerful’
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3. Revisions to some extent taken into account
4. Deviation from target up to 0.25% allowed
5. Exemption clauses
6. Flexibility

• EC communication
• Spain and Portugal

What about debt sustainability? (downwards bias)
Moving in Second-bests
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Magnitude of revisions: NL
Net Lending

t-1 Spr t-1 Aut t Spr t Aut t+1 Spr t+1 Aut

Mean
-0.3 -0.4 -0.1 0.0 -0.1 -0.1

Stdev
3.1 2.6 2.0 1.5 1.1 1.0

Min
-13.1 -13.0 -10.0 -7.6 -5.1 -3.8

Max
5.6 4.6 4.5 5.5 6.1 6.6

Median
0.4 0.1 0.1 0.1 0.0 0.0

Mean Abs
2.1 1.8 1.4 1.0 0.6 0.5
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Model 2: Separating peak and trough

IE, t+1
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Model 1: peak and trough
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Separating Peak and Trough
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Repeat in absolute value


