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zuritckgewiesen hat, war es thr méglich, die Befugnis zur Aufhebung der Anmel-
dung iiber die Gebrauchsfihigkeit der baulichen Anlage auszuiiben. Das heifit, dass
die Verwaltungsgerichte die Griinde fiir die Ausiibung hoheitlicher Befugnisse
bestimmen sollen.

Somit kénnen zusitzliche Orientierungspunkte bei der Sachverhaltsaufklirung ge-
schaffen werden, indem die Kriterien der Rechtmifligkeit in ihre einzelnen Elemente
zerlegt werden. Die Analyse des Kriteriums »kraft Gesetzes, im Rahmen der gesetz-
lichen Befugnisse und in der gesetzlichen Weise® gibt die Méglichkeit, folgende Ele-
mente zu benennen: (1) Inhalt und Umfang der Befugnisse der Verwaltungsbehorde;
(2) die Griinde fiir die Ausiibung hoheitlicher Befugnisse; (3) das Subjekt, auf das die
Befugnisse abzielen; (4) das Objekt, auf das die Befugnisse abzielen; (5) Form und
Verfahren bei der Ausiibung hoheitlicher Befugnisse.

Basierend auf den Ergebnissen dieser Studie ist es zweckdienlich, die Liste der
Fragen zu erweitern, auf die ein Verwaltungsgericht wihrend der Entscheidungsfin-
dung nach Art. 244 VwGVGB antworten soll. Dazu schlagen wir vor, diesen Artikel
durch einen Absatz zu erginzen: ,Wenn das Gericht ein Urteil erlisst, entscheidet es,
ob das strittige Verwaltungshandeln in Ubereinstimmung mit den Kriterien der
Rechtmifigkeit steht, nach denen das Gericht den Inhalt, die Griinde, die Form so-
wie das Verfahren fiir die Ausiibung hoheitlicher Befugnisse sowie das Subjekt und
das Objekt, auf die die Befugnisse abzielen, bestimmen muss“. Dies konnte als ein
zusitzlicher Orientierungspunke bei der Sachverhaltsaufklirung dienen und die Auf-
findung simtlicher entscheidungserheblicher Tatsachen erleichtern.

V.FAZIT

Die aufgedeckten Zusammenhinge zwischen der Sachverhaltsaufklirung und der
Subsumtion verweisen auf gewisse Gesetzmifligkeiten und notwendige Folgen der
Handlungen, die ein Verwaltungsgericht wihrend des Entscheidungsprozesses ver-
waltungsrechtlicher Streitigkeiten ausfithrt. Angesichts der Abhingigkeit der Sach-
verhaltsaufklirung von der Beriicksichtigung der Kriterien der Rechtmifligkeit von
Verwaltungshandeln ist es mdglich, den Moment des Verstofies gegen die Amtser-
mittlungspflicht zu bestimmen. Zur L3sung des Problems der ungeniigenden Sach-
verhalgsaufklirung kénnen zusitzliche Orientierungspunkte identifiziert werden, die
der Béstimmung simtlicher entscheidungserheblicher Tatsachen und der rechtlichen
Bewertung eines streitigen Verwaltungshandelns dienen kénnen.

SUMMARY

This essay deals with the judicial decision-making in Ukrainian administrative court proce-
dures. The analysis of the practice of Ukrainian administrative courts shows that judges tend to
establish too loose a connection between the discovery of the relevant facts and the analysis of
the applicable legal norms. The lack of harmony between facts and law results in wrong
judgements. The author subdivides the process of judicial decision-making into various steps
and thus can localise more precisely where the judicial reasoning goes astray. Finally, the essay
presents a possible solution for this mischief in Ukrainian administrarive court practice.
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Coping with the EU Fiscal Compact: Cross
Section Analyses of the Legal Framework
and Economic Results by the Balkan
Candidate Countries

This paper focuses on the harmonization of the legislation of four Balkan countries
(Albania, Macedonia, Montenegro, and Serbia) with the EU Fiscal Compact. In doing
50, it centres on the evaluation of the fiscal and monetary legislation of the candidate
countries and their fulfilment of the EU requirements through cross section analyses
by selected indicators. The starting thesis is that the rigorous EU fiscal rules are being
softly bypassed, but more frequently by the member states than by the candidates.
Consequently, the political braveness and financial capacity of the Balkan countries to
cope with the Fiscal compact, as compared to the more advanced EU 28 members, is
analysed. Answers and conclusions are given through several legal and economic di-
mensions.
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1. INTRODUCTION

The EU candidates from the Balkans, i. e. Albania, Macedonia, Montenegro and
Serbia, are working hard on various harmonization issues in order to cope with the
European Union’s legislative and other relevant accession requirements. From a fiscal
and monetary perspective, these Balkan countries are supposed to stabilize their pub-
lic finance system in general as well as to ensure budgerary discipline and a fiscal con-
solidation as a pre-condition for EU membership. At the same time, the EU member
states have to follow the same rigorous fiscal and monetary rules, imposed by the
Maastricht Treaty and the Stability and Growth Pact (mostly in the Fiscal Compact).
The Fiscal Compact contains provisions that enhance the member states’ commit-
ment to budget discipline and create mechanisms to ensure compliance with EU leg-
islation. '

In the last few years, the pro-EU orientation of the Balkan governments resulted
in mostly accepting the budget balance rule and the debt rule as a symbol of their
determination for the European integration. As a result, while more developed and
economically powerful EU states still complain about the rigorous EU fiscal bur-
dens, the candidate countries with developing economies and unsound public poli-
cies are supposed to take larger footsteps and go ahead with the EU requirements.
The question arises whether a candidate country should be brave and polirically
strong enough to cope with the Fiscal Compact, or whether it should copy the less
desirable behaviour of some EU member states and disobey the rules. There are sev-
eral alternatives. If they follow the EU fiscal rules as strictly as they are set out by the
Treaty, the result will be that Balkan candidates will have more exact legislative solu-
tions than the EU member states. Otherwise, if they soften or slightly avoid some of
the rigorous implementation rules, as many of the member countries do, they will be
closer to the grey-zone practice of these states. Actually, the rigorous EU fiscal rules
are being softly bypassed, yet more frequently by the member states than by the
candidate countries.

The question in this paper is whether these four candidates, until joining the Un-
ion, should follow the rules strictly and firmly stick to the EU fiscal agenda, or
whether they can loosen it up a bit in order to avoid additional pressure on their na-
tional fiscal policies and to fix other burning national financial questions. The answer
has bath political and financial sideways. In this paper, we investigate the financial
features of the EU rules as implemented by the four EU candidates from the Balkan.
The following concerns are going to be examined: the need for fiscal and monetary
rules in the monetary union; the importance of the Fiscal Compact both for the EU
members and the candidates; the struggle of the four EU candidates during the proc-
ess to accomplish various pre-conditions and to follow rigorous rules; the challenges
while tackling these different tasks, first in implementation of the legislation and sec-

Jovan Zafiroski: Geb. 1982 in Skopje. Studinum der Rechtswissenschaften an der Universitit Skopje,
Promotion an der Universitdt Nizza. Zurzeit Assoziierter Professor an der Rechtswissensch:g‘rlichen
Fakultit der Universitit Skopje. Zahlreiche Publikationen zum makedonischen, ewropdischen und
vergleichenden Finanzrecht.

Elena Neshovska Kjoseva: Geb. 1986 in Skopje, Studium der Rechtswissenschaften an der Universi-
tit Skopje, 2015 Promotion ebd. Seit 2017 Assistenzprofessorin an der Rechtswi::enscbcz‘tlichen
Fakultit der Universitit Skopje. Zablreiche Publikationen zum makedonischen, enropédischen und
vergleichenden Stenerrecht.
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ond when working out practical problems. Methodologically, the legal inquiry will
be used in the major part of the paper, and the legal framework of the four candidates
on fiscal consolidation will be compared. In order to clarify the comparison differ-
ences, graphical charts will be presented. Conclusions with de lege ferenda measures
and recommendations for the EU candidates will follow.

II. RULES ON PUBLIC FINANCE IN THE EURO ZONE

1. The need for fiscal rules in a monetary union

In the last decade, while the most desired target for membership, the European
Union, was under pressure for new memberships, monetary and fiscal difficulties
such as constant budget deficits and increasing public debts occurred. As a result of
the financial crisis in 2007, there was a significant stagnation in the GDP of most
member states. As monetary and fiscal policies are always correlated and presented as
two sides of one coin, there was a need for mutual coordination in the European Un-
ion. The EU, seeking for solutions, established a set of supranational monetary rules
and coordinated national financial policies.

The EU monetary policy is based on the common currency of the euro zone, gov-
erned on a supranational level by an independent EU central bank'. Taken from the
other side of the coin, the fiscal policy encompasses mutual and harmonized fiscal
activities of national governments. Therefore, it is understandable that in the last dec-
ade the will for establishing a stable monetary union with a sound monetary policy
exercised a constant pressure for the implementation of sound fiscal rules. So, a co-
ordination of the fiscal policies between EU member states is desirable.

If the fiscal policies are not coordinated, this might endanger the well-functioning
of the monetary policy and create a crake in the monetary union. In order to avoid
imbalances in the monetary policy, a common set of budgetary and debt rules are set
by the Maastricht Treaty. It is recommendable to follow these rules, and to avoid
them will result in various monetary difficulties, which has been undoubtedly con-
firmed by the financial crisis during the last decade in Greece, Spain, Italy, and Por-
tugal. Actually, the global financial crisis that began in late 2007 prompted a revision
of the financial services regulation in the EU. From 2010 onwards, the banking crisis
was followed by the sovereign debt crisis in the euro area which, among other con-
sequences, increased the fragmentation of the single financial market. Just to mention
one example, the increased sovereign risk in Greek bonds increased the interest rates
for borrowing for Italy, Spain and other countries that were facing problems in their
public finances. Furthermore, the high level of interdependence of the financial mar-
kets of EU the states may cause distortions among the holders of financial instru-
ments. In this case, a distortion in one member state’s financial market can easily be
exported into the euro zone. Yet again, the financial crisis has shown that in the EU,
the German and French investors were exposed to the Greek and Cypriot sovereign
debt bonds which endangered the stability of the French and German banks. Conse-

! For the institutional importance of the central bank system for the EU monetary policy and on the
lessons the Balkan candidate countries may learn from the Hungarian accession and membership
process, cf. the paper by Csaba Lentner in this volume.
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quently, the overall stability on the financial markets in these countries was jeopard-
ized. Another kind of problem arises in the area of EU monetary liquidity. When a
member state faces monetary liquidity difficulties, the EU central bank will exercise
pressure on its national central bank to undertake specific measures for restoring li-
quidity. At the same time, since the markets are integrated, and while other member
states do not face the same liquidity problems, such a request might produce infla-
tion and other negatively correlated complications in the Euro zone. In addition, the
establishment of the European Banking Union was an attempt to address the increas-
ing fragmentation of financial markets in the EU.

In the area of a single currency, being fully aware of the potential correlated finan-
cial implications of the mutual monetary policy, the creators of the EU treaties re-
quired a broad coordination of the fiscal policies among EU member states. The
founding treaties contain numerous restrictive rules for limiting the national state’s
fiscal policies (Bickerton et al., 2015). Since the EU faces different challenges, the
process of upgrading those fiscal rules is underway, and as a result, we have budget
balance and debt rules in the Fiscal compact.

2. The Fiscal Compact

Adopted in 1997, the Stability and Growth Pact (SGP) provides the framework
that coordinates the member states’ fiscal policies and ensures fiscal sustainability
while encouraging economic growth. The SGP was originally built on three princi-
ples: the requirement for member states’ budgets to be close to balance or in surplus
in the medium term; a ceiling of 3 per cent of the GDP for the overall fiscal deficit;
and a ceiling of 60 per cent of the GDP for public debt. Before the sovereign debt
crisis, the SGP had already been revised in 2005, following the political debacle asso-
ciated with the breach of the deficit ceiling by France and Germany (Burret et al.,
2013). In particular, the 2005 reform increased the flexibility of the fiscal rules by
introducing the notion of country-specific medium-term budgetary objectives
(MTO). In 2011, the adoption of the ‘six pack’ legislation further revised the opera-
tion of the SGP.

The Treaty stipulates that a government’s annual budgetary position shall be bal-
anced of in surplus, a provision also known as the golden rule. Specifically, member
states,dndertake not to have a structural deficit higher than 0.5 per cent of the GDP.
This dommitment differs from those under the SGP where the lower limit to the
structural deficit is 1 per cent. Second, the Treaty strengthens the correction mecha-
nisms in case of slippages from the structural balance budget rule. In particular, the
translation of the balance budget rule into national law must be done in a binding
and permanent way, preferably at the constitutional level, and must be monitored by
an independent supervisory institution, such as a fiscal council.

The EU members demonstrate various acts of resistance towards the implementa-
tion of the fiscal rules and the numerous reports and acts to support and evaluate
these activities (EU Commission, 2017). Consequently, the members need more as-
sistance for coordination and guidance of their public finances. All members should
be aware that their fiscal and monetary obligations as members are the same for the
candidates as perquisites for their entrance into the EU.
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II1. PUBLIC FINANCE OF THE CANDIDATE COUNTRIES

The necessary amendment of the Monetary Union through the fiscal rules re-
quires, however, European-shaped national economic, financial and budgetary poli-
cies. In the multi-level constitutionalism of the European Union, this implies that the
national competences will remain, but need to be vastly better interlocked with
European guidelines, combined with a more effective monitoring and surveillance
(Calliess, 2012).

At this moment, the high level of public debt and the stagnating economic growth
makes the position of the four Balkan countries under the EU fiscal rules, at its
best, problematic. To comply with these so called external constraints, as an ob-
ligation under the process of accession, they are required to continuously lower
their public debt year after year. In the next section we present the four different
legal frameworks and analyse (1) the degree of harmonization with the EU fiscal
consolidation framework, and (2) the specific state’s variations towards public debt
ano! budget deficit regulations. The goal is to detect whether the legislative harmoni-
zation is in positive correlation with resolving the public debt and budget deficit is-
sues. In other words, is the harmonization just cosmetic, with the intent to fasten EU
integration? This raises the question of the general dilemma of EU fiscal rules effi-
ciency.

1. The obligation to harmonisation with EU rules

The need to adopt the EU rules in the national legal framework is twofold. First,
there is a general obligation for the country to harmonize its legislation with the
EU’s acquis communautaire. The rules relating to the budget deficit and to public
debt are part of the treaties and protocols that are primary EU legislation, which
makes harmonisation inevitable. Second, public finance is one of the criteria for
the accession to the EMU (protocol no. 13). Since no opt-out clauses may be granted
to the new members of the EU, the process of preparation for the adoption of the
gggg)as a national currency should start even in the pre-accession period (ECB,

The following chart shows the trends in public finance in the initial period of the
establishment of fiscal rules (Fiscal Compact in 2011) through the years of imple-
mentation up to today, and with forecasting for the next two years, according to the
MTO, until 2019.

The trends in chart 1 show that all four candidate countries faced decreases in their
GDP in 2012, as an additional negative pressure in times of the acceptance of the
strict fiscal rules. Afterwards, the lines mark an increasing trend in 2014-2016. In that
period, the single market economy was healing, which obviously had a positive im-
pact on the Balkan’s economies. This process is still going on with a positive trend,
and makes an additional pro argument in the country’s progress reports. It certainly
1s not an easy process to cope with the rigorous EU rules, while the rigour of these
rules is being avoided by the members.



374 Aleksandra Maksimouvska, Jovan Zafiroski, Elena Neshovska Kjoseva

Chart 1: Real GDP growth (per cent of change)

swipes Albania Macedonia - . Montenegro  -==--Serbia

Source: European Commission, Economic Reform Programmes of Albania, FYR
Macedonia, Montenegro, Serbia, Turkey, Bosnia and Herzegovina and Kosovo, 2015
and 2017.

2. Fiscal legislation

a) Albania

Albania introduced the fiscal rule regarding the limitation of public debt in the
Budget System Management Law no. 9936/2008. In the first years of operation, the
law strictly insisted on the restriction of total public debt, whereas guarantees are set
not to exceed 60 per cent of the GDP (Article 58). As long as there was a programme
berween Albania and the IMF (2009), the macroeconomic activities tended to be
quite prudent (World Bank, 2015). When the programme expired, a significant por-
tion of disciplining pressures on Albanian fiscal policy fell out of action. Influenced
by the-£onsequences of the 2008 financial crises and domestic political pressures, the
GDP dropped to a substantially lower level than projected, while the deficit and the
debt ratio shot up (Jonas, 2010). At the end of 2012, the legally binding ceiling on the
debt ratio of 60 per cent was removed by a simple majority vote in the Parliament,
without replacing it with any other fiscal or debt anchor. This legal “damage” desta-
bilised public finance, turning Albania backwards (Klepsvik et al., 2014).

In order to ensure fiscal discipline and to improve the fiscal framework, the Alba-
nian Parlament amended the Organic Budget Law in 2016 and readopted the fiscal
rule (Durmishi et al., 2016). This time, the difference lay in the secure political sup-
port by the majority in Parliament as a solid base for all future Albanian govern-
ments (Ministry of Finance of Albania, 2017). In essence, the rule is to reduce to-
wards and to keep the public debt level below 45 per cent of the GDP. Evidently, this
is 15 per cent less than the EU fiscal consolidation rule, aiming to build more buffers
for slowdown periods. Another important provision is the inclusion of a contin-
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gency fund of at least 0.7 per cent of the total budget expenditures in the annual
budget. Finally, the amendments to the Organic Budget Law require the Ministry of
Finance to be more responsible and transparent by giving reports to a wider number
of official state institutions. Besides these strict and rigorous limitations, some short-
comings are present in means that the legislator did not set a time deadline for these
goals, and did not introduce an independent monitoring body to control the compli-
ance with the amendments. As a substitute, one fiscal unit at the Ministry of Finance
became fully operational for monitoring and reporting on fiscal risks. However, this
body cannot guarantee to be independent, and therefore the legal changes just par-
tially follow EU fiscal requirements.

b) Macedonia

Preparations for the introduction of the fiscal rule, originally planned for January
2017, are on hold. The reason lies in the political crisis and the absence of the two
thirds parliamentary majority required for amending the Constitution. Fiscal rules
were prepared to be introduced into the Macedonian Constitution.

The rules (on the waiting list) limit the general government fiscal deficit to 3 per
cent and the public debt level to 60 per cent of the GDP, exactingly as prescribed by
the EU. The government may go beyond these limits only in exceptional situations,
such as natural disasters and external shocks that are threat to national security or
human health and cause a significant decline in the real GDP. Parliament will be in
charge to confirm such situations, with a majority of two thirds, which indicates a
broad political support to the government (Zafiroski, 2014). The legal framework
includes an independent monitoring and oversight body, as well as other enforce-
ment mechanisms (Hristovska et al., 2017). Even though it is expected that the rele-
vant legislation will be introduced in the near future, the Macedonian government
has not yet defined the measures to execute the fiscal consolidation plans.

Meanwhile, the country is proceeding up to the latest EU Report recommenda-
tions, the current state in public debt and budget deficit being satisfactory (European
Commission, 2016). In practice, public debt is lower than the restrictive EU fiscal
rules demand. More exactly, public debt amounted to 35-40 per cent of the GDP
through the past five years. As a result, Macedonia with no fiscal limitations in its
legislation has achieved better results than the average of the EU 28 states.

c) Montenegro

The analysis of the legislation shows that Montenegro does not have a lex specialis
for public debt regulation, but state borrowing provisions are found in the Law on
Budget and Fiscal Responsibility (Official Gazette of Montenegro, no. 56/2014). A
fiscal responsibility legislation limiting the cash deficit and public debt of the gov-
ernment was adopted in 2014 in line with the Maastricht limits. Article 20 paragraph
1 of the Law on Budget and Fiscal Responsibility sets out two major rules for the
fiscal consolidation. First, the level of the budget cash deficit of the government must
not exceed the level of 3 per cent of the GDP at market prices. If the deficit deviates
from that limit, a formal procedure requires the government to outline, within 60
days of the moment of the deviation, the measures designed to bring the deficit back
to the prescribed level. Second, the level of the public debt must not exceed the level
of 60 per cent of the GDP at market prices. If the debr reaches 60 per cent of the
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GDDP, the government has to propose amendments to the State Budget Law in order
to bring the debt to the given level. If the debt exceeds 60 per cent of the GDP, the
government has to propose to the Parliament a reduction of the multi-year expendi-
tures, a reduction of municipal expenditure, as well as supplementary measures to
ensure a reduction of state debt. If, however, the debt exceeds the 60 per cent thresh-
old due to capital projects, where the borrowing was decided by Parliament, the gov-
ernment has to propose a debt reduction programme for a period not exceeding five
years. During the fiscal year, if there is a lower outturn of the revenues, the Monte-
negrin government is obliged to define the fiscal policy measures to ensure recovery
of the stated budget cash deficit.

Taken from recent practice, statutory provisions were violated in 2015 and 2016 by
disrespecting the fiscal limitations. The government, as stated in the law, was obliged
to take actions, but the plan for debt reduction was postponed until after the elec-
tions in October 2016 (European Commission, 2016). As a result, the government
did not manage to be fully consistent with the legislative and strategic framework on
the management of public debt. The conclusion is that even though fiscal consolida-
tion rules do exist, political pressure has a negative impact and slows down the im-
plementation of the statutory rules (Calovic Markovic et al., 2017).

d) Serbia

As a result of fiscal turbulences, the government of Serbia adopted a package of
measures to stabilize public finances and economic recovery (Djurovic-Todorovic et
al,, 2015). In October 2010, provisions on fiscal responsibility were introduced into
the Budget System Law. The most characteristic difference from the other analysed
countries lies in the numerical quotations, with fiscal rules limiting the public-debt-
to-GDP ratio to 45 per cent. Additionally, another specific is the establishment of a
Fiscal Council, aimed to scrutinize the government's fiscal performance (Kalas et al.,
2016). In short, the fiscal rules are:

— Budget Balance Rule: The maximum ratio between the fiscal deficit and the GDP
in year t is calculated as d(t)=d(t-1) ~ 0.3 [d(t-1)-d*] — 0.4[g(t) — g*] where d* is the
medium-term deficit which is set a 1 per cent of the GDP, g is the real GDP
growth rate, and g* is the medium-term GDP growth (set at 4 per cent). Thus, the
rule corrects past deficit deviations and allows a partial operation of automatic fis-
cal4§tabilizers. Over the medium-term, the targeted annual deficit is 1 per cent of
the GDP.

~ Debt Rule: the general government debt, excluding the liabilities arising from the
restitution, must not exceed 45 per cent of the GDP.

— The Fiscal Council is an independent legal entity, accountable to Parliament, re-
sponsible for the assessment of the credibility of the fiscal policy in terms of com-
pliance with established fiscal rules.

Under exceptional circumstances and only for a limited period of time, the gov-
ernment may deviate from the fiscal principles and rules specified by law in cases
such as natural disasters and external shocks, for the national safety, or in case of a
drop in the economic activities.

Until now, that law has been amended nine times. This is a vivid example of the
time consistency problem, most of the changes including wage and pension increases.
However, the key rules on debt and deficit were not amended, but were avoided re-
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peatedly each year. The problem seems to be the inefficiency of the Parliament, if its
powers are set just by one legal act. Constitutional changes may be more effective, as
suggested by the academia in Serbia.

IV. ASSESSMENT OF THE FULFILMENT OF THE MAASTRICHT
LIMITATIONS

1. Methodology

Since the fulfilment of the Maastricht limitations is recognized as an important di-
mension for the accession to the EU as well as for a good public finance manage-
ment, the next step is the empirical mapping by specific indicators. This methodol-
ogy is employed to address the central question whether the four selected states are
sufficiently following the EU fiscal rules. We build the following four indicators
stemming from the Fiscal Compact requirements: (1) budget balance rule (35 per
cent impact), (2) debt rule (35 per cent impact), (3) independent fiscal body (20 per
cent impact), and (4) well defined escape clauses (10 per cent impact).

All these indicators have been extensively elaborated in the previous sections of
this paper. Therefore, here we define exact percentage points. The composition of the
newly designed values of the indicators is strictly appropriate for countries that em-
barked on an EU integration in the last decade. Thus, our method is more applicable
to the region of South Eastern Europe than to EU member states. Also, the method
is linked with a special emphasis on the former group of developing and transition
regions and countries, under the umbrella of the term ‘consolidating democracies’.
Additionally, our method reflects the policy actions and policy implications of fiscal
consolidation. Due to the prescribed percentage points, it was designed and dis-
cussed with numerous experts (faculty colleagues). For example, the first two indica-
tors carry a significantly greater weight, i. e. receive more percentage points in the
total of points because the budget balance rule and the debt rule play a much more
important role in the process of disciplining the states to stick to and follow the
EU fiscal rules. On the other hand, the other two indicators are awarded a relative
weight of 20 per cent and 10 per cent, due to their lower importance in the process.
However, the states we examine are still not EU member states, but strongly com-
mitted to the idea of keeping a good fiscal discipline. Consequently, all the analysed
countries are more willing to apply the first two fiscal compact requirements (Mace-
donia is going to adopt them in the near future), although they pose limitations on
their national policies, but the final result will be a drastically improved and fiscal
stability will be sounder. In the case of the other two indicators, the legal analysis
shows that the states are not ready to cope with the EU fiscal standards yet. Hope-
fully, they will foster some additional arrangements in fulfilling these criteria in the
near future.
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Table 1. Assessment of indicators for fulfilment of Maastricht limitations

Budget Debtrule  Independ-  Well speci- Overall

balance rule (35%) ent body  fied escape  score (max
(35%) (20%) clauses 100%)
(10%)
Albania 0% 35% 0% 0% 35%
Macedonia 0% 0% 0% 0% 0%
Montenegro 35% 35% 0% 10% 80%
Serbia 35% 35% 20% 10% 100%

Source: Authors’ assessment based on own calculations vis-3-vis legal framework
analyses.

2. Results

The results are clear and reflect the legislative framework in the four selected
countries. Serbia, as a winner and holder of 100 per cent of the total points, leads in
the process of fulfilling the requirements. Montenegro, although having insisted on
fostering the process of coping with the EU Fiscal Compact, dropped the rule for the
establishment of an independent fiscal body. Albania gained just 35 of 100 per cent
because the government did not manage to persuade the parliamentary majority to
adopt the total of EU fiscal rules. In the case of Macedonia, according to the exact
legislative acts, there is no harmony with the EU fiscal rules (de lege), but in the near
future it is expected that the Macedonian Parliament will adopt and implement all
four fiscal requirements, as they are prepared in a draft version for constitutional
amendments.

3. Public finance vis-a-vis practical figures

Accgrding Eurostat, Macedonia has the lowest budget deficit and general govern-
ment debt. This is in huge discrepancy with the current legislative solutions, in
means$ that Macedonia has not — yet — accepted the relevant constitutional amend-
ments due to changes in the majority in Parliament and in the government. However,
in practice the figures show that public finance in Macedonia is in a significantly bet-
ter situation than in the other three analysed countries. Additionally, it has to be un-
derlined that the state of public finance, i. e. the budget deficit and public debt, isin a
much better shape in Macedonia than in the EU 28 average. The reason for this inter-
esting phenomenon is the fact that in 2014 the Macedonian government paid out a
huge proportion of the public debt and thus improved the image and starting posi-
tion for new public borrowing that occurred recently. Serbia and Albania share simi-
lar trends in public finance, but Montenegro is far behind the average (see Chart 2
and 3).
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Chart 2: General government balance (per cent of GDP)
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Source: European Commission, Economic Reform Programmes of Albania, FYR
Macedonia, Montenegro, Serbia, Turkey, Bosnia and Herzegovina and Kosovo, 2015
and 2017; Eurostat.

Chart 3: General government debt (per cent of GDP)

Source: European Commission, Economic Reform Programmes of Albania, FYR
Macedonia, Montenegro, Serbia, Turkey, Bosnia and Herzegovina and Kosovo, 2015
and 2017; Eurostat.
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4. Legislative analyses versus practical figures: “black and white contrast™ results

In the following tables 2, 3 and 4, we evaluate the four states on the basis of cross
section analyses. In fact, this means assessing the real state of public finance in the
four selected countries, taken as an amalgamation of the legislative assessment given
in table 1 and the practical assessment presented in the charts 2 and 3.

The results demonstrate that the legislative framework may easily go forward or
be left behind from the practical figures. Actually, the results in the case of Mace-
donia with O points in the field of the fulfilment of EU fiscal compact rules, are in
stark contrast with the current figures of the public debt and budget deficit. On the
other hand, but very consistent with the thesis of the “black and white contrast re-
sults”, we have the case of Montenegro, where the legislative framework is in quite
good order according to the EU fiscal compact, but where the true situation of pub-
lic finances is discouraging.

Table 2: budget balance rule (BBR) grade

BD < bbr

BD > bbr for 0.5%
BD > bbr for 1%

BD > bbr for 2%
BD > bbrfor 2.5%
No rule in legislation

*budget deficit - BD

O= N WhRWO

Table 3: debt rule (DR) grade.
GD<dr
GD > dr for 1-10%
- GD >drfor 10-15%
GD > dr for 15~20%
.GD > dr for 20-25%
No rule in legislation

O= N W AW

*eovernment deficit — GD
807

.

Table 4: Average BBR grade Average DB grade Overall fiscal
budget general consolidation
deficit government country score

deficit (taken as average
score )

Albania —3,08889 0 66,68889 1 0.5

Macedonia -33 4 38,14444 5 4.5

Montenegro —5,27778 2 63,01111 4 3

Serbia - 3,68889 1 66,72222 1 1

Source: Authors’ assessment based on own calculations vis-a-vis legal framework
analyses and pracrical figures.
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V. CONCLUSION

Given the previous explanations of the legislative and practical conditions of the
four selected Balkan countries, and having in mind the various assessments made as a
contribution to back up the main thesis, we conclude the following:

— First, the thesis at the beginning of the paper is that while more developed and
economically powerful EU member states still complain about the rigorous EU
fiscal burdens, the candidate states with their developing economies and unsound
public policies are supposed to take a larger footstep and go ahead with the EU re-
quirements. The analyses confirm that the selected Balkan candidate countries fully
cope with the EU requirements, irrespective of their real conditions and national
priorities in public finances.

— Second, the question about the braveness of a candidate country in means of “to be
or not to be” politically strong enough to cope with the Fiscal Compact, or to
copy the behaviour of some of the EU member states in avoiding and neglecting
the rules is: according to the cross section evaluation given in section IV.4., there
are various pathways, even within this small sample of just four countries. The Ma-
cedonian case study confirms that it is not a case of braveness, but a matter of a po-
litical problem that slows down the process of the implementation of EU fiscal
rules. Surprisingly, Macedonia’s real figures are closer to the EU 28 average. The
case of Montenegro ring-roads the whole thesis, but gives the same answer.

— Third, it is clear that Balkan candidate countries are willing, and much more than
that, to cope with the EU fiscal compact rules, given the promising economic, po-
litical, and other advantages that EU membership holds for the member states.

In a longer perspective, it is expected that Montenegro will overcome the current
public debt crisis, that Serbia will succeed to cut and stop the avoidance of the excel-
lent legislative fiscal solutions, that Albania will implement the necessary rules that
put the country behind the average of the Balkan countries’ assessment, and that Ma-
cedonia will find the political strength to adopt the drafted fiscal consolidation
framework. In sum, being academically honest, if it were not for the EU fiscal rules
and the wish for EU membership, these four countries would have been awarded
with much more respect for their results in public finance, due to the fact that they
are consolidating economies.
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ZUSAMMENFASSUNG

Dieser Beitrag untersucht die Harmonisierung der Gesetzgebung der vier Beitrittskandida-
ten auf dem Westbalkan (Albanien, Makedonien, Montenegro, Serbien) mit dem Europiischen
Fiskalpakt. Dabei konzentriert er sich auf die Auswertung der fiskalischen und monetiren
Gesetzgebung der Kandidatenstaaten und die Erfilllung der Anforderungen der EU durch
Querschnittsanalysen ausgewihlter Indikatoren. Ausgangsthese ist hierbel, dass die strengen
fiskalischen Regeln der EU immer wieder umgangen werden, wobsei dies jedoch hiufiger durch
die vorhandenen Mitglieder als durch die Kandidatenstaaten geschieht. Darauf folgt eine Ana-
lyse des politischen Mutes und der finanziellen Kapazititen der Balkanstaaten, den Fiskalpakr
umzusetzen, im Vergleich zu den 28 EU-Mitgliedstaaten. Die Antworten und Schlussfolgerun-
gen beruhen auf der Einbeziehung verschiedener rechtlicher und wirtschaftlicher Aspekte.

PROF. DR. CSABA LENTNER", BUDAPEST

Convergence in Central Banking Regulation
— What EU Candidates in South East
Europe can Learn from the Hungarian
Experience”

This paper describes and analyses the regulatory dynamics of the role of the central
bank in Hungary through the changes in the legislative framework, with special re-
gard to the central bank’s monetary policies and the government’s economic policies.
The processes before the economic transition, especially the 1987 set-up of the two-tier
banking system, laid the foundation for a successful and effective central bank. This
paper bighlights major changes in key pieces of legislation between 1987 and 2013. As
a conclusion, the Magyar Nemzeti Bank (National Bank of Hungary) has been suc-
cessfully integrated into the European System of Central Banks, and its history may
serve as a blueprint for countries still in the accession period.

CONTENT
1. Introduction V. A new Central Bank Act on the
I1. Central banks in the EU candidate threshold of the EU accession
countries

VI. Epilogue: Key regulatory elements in the
III. Preliminaries and the outset of central 2011 and 2013 Central Bank Acts
banking regulation in Hungary

(1947-1987)

IV. The regulatory practice of the transition
to a market economy — the 1991 Central
Bank Act

Zusammenfassung

I. INTRODUCTION

Within the Hungarian banking system, converted into a two-tier one in 1987, this
study describes through the perspective of legislative changes the central banl’s regu-
latory dynamics and convergence to Furopean standards, with special focus on the
interrelation berween the economic policies adopted by the central bank and by the
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