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Abstract

The subject of this paper is four Balkan countries (Albania, Serbia, Macedonia, and
Montenegro) that are determined to join the European Union. More particularly,
it looks at their work towards accomplishing the political, legal and economic require-
ments for the EU. Thus, the legislation with the EU Fiscal Compact is the prime focus.
Methodologically, the research is based on an assessment of fiscal and monetary legal
documents, evaluating the stages of accomplishing the harmonization with the EU’s
conditions. Further, cross-section analyses are made by in putting selected indicators;
additionally, the authors compare the four countries’ achievements. The EU’s rigorous
fiscal rules are being quietly bypassed, but more frequently by existing member states
than the candidate states; this statement is founded on legal and economic argu-
ments, with mathematical estimations. Consequently, the authors question the polit-
ical courage and financial capacity of the examined countries to cope with the fiscal
compact of the superior EU 28 members. The answers are supported with numerous
analyses of EU Reports for each country, as well as tables and figures that compare
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the states’ results and economic achievements vs. EU fiscal consolidation rules. The
EU 28 average is givenin addition as a comparison. The conclusion gives across anal-
ysis between the four countries and the EU 28 member states, with accompanying
argumentation to the main statement about the legal and economic developments
of the examined Balkan countries as well as a future prognosis.

Keywords: EU Fiscal Compact, fiscal consolidation, budget deficit, public debt,
Balkan candidates

JEL: H3, H6, H62, H63

Introduction

Working hard on EU Harmonization has been a strategic decision for the Balkan coun-
tries in the past decade. The main focus has been put on coping with the European Un-
ion’s legislation. In addition, other accession requirements have been asked. Those are
primarily from a fiscal and monetary perspective, where these Balkan countries are sup-
posed to fulfill the following requirements: (1) to stabilize their public finances in gen-
eral; and (2) to ensure budgetary discipline and fiscal consolidation. At the same time,
the EU member states have the same rigorous fiscal and monetary rules to follow, im-
posed by the Maastricht Treaty and the Stability and Growth Pact (mostly in the Fiscal
Compact). This is a paradox, because the member states are already in a better fiscal and
budgetary condition, supported by numerous EU Budget funds. The Fiscal Compact con-
tains provisions that harden member states’ commitment to budget discipline and creates
mechanisms to ensure compliance with the ones that exist under EU legislation.

In the last few years, the pro-EU orientations of the Balkan governments resulted
in them mostly accepting budget balance rules and the debt rule as a symbol of deter-
mination for their future European integration. The result is that, while more developed
and economically powerful authoritative EU states still complain about the rigorous EU
fiscal burdens, the candidate countries with developing economies and unsound public
policies are supposed to take greater steps and proceed with the EU requirements. The
question that arises is whether the candidate countries should be brave and politically
strong enough to cope with the Fiscal Compact, or to copy the less desirable EU mem-
ber state’s behavior, avoiding and neglecting the rules. There are several alternatives.
If they follow the EU fiscal rules as strictly as are set by the Treaty, the result will be that
Balkan candidates will have more exact legislative solutions than the EU member states.
Alternatively, 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 the
other states. The truth is that the rigorous EU fiscal rules are being quietly bypassed, but
more frequently by the member states than by the candidate countries.

The main question in this paper is whether these four candidates should follow the
rules strictly and firmly stick to the EU fiscal agenda, or if they could loosen up a bit,
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in order to avoid some additional pressure on their national fiscal policies, and to fix
other burning national financial questions, until they finally join the Union. The an-
swer would have both political and financial angles. Here we are going to investigate
the implemented financial features of the EU rules by four EU candidates from the
Balkans (Albania, Macedonia, Montenegro, and Serbia). The following concerns are
going to be examined next: the need for fiscal and monetary rules in the monetary
union; the importance of the Fiscal Compact for both the EU members and candi-
dates; the struggle of the four EU candidates during the process of accomplishing var-
ious pre-conditions and following rigorous rules; the challenges that are faced while
completing the different tasks, first in implementing the legislation and second when
working out practical problems. Methodologically, the legal inquiry will be take up the
major part of the paper, and the fiscal consolidation legal framework will be used
to compare the four candidates in a separate portion, accompanied by mathematical
calculations. A conclusion with de lege ferenda actions and recommendations for the
EU candidates will follow.

Rules on the public finances in the Eurozone

The need for fiscal rules in a monetary union

The European Union is the most desired union for membership, and therefore under
pressure for new memberships, but monetary and fiscal difficulties, such as a constant
budget deficit and increasing public debt, harm the process of enlargement and reg-
ular functioning. There was significant stagnation in GDP among most of the mem-
ber states as a result of the financial crises in 2007. As monetary and fiscal policy are
always correlated and presented as two sides of one coin, there was a need for mutual
coordination in the European Union. The EU, seeking solutions, established a set of su-
pranational monetary rules and coordinated national fiscal policies.

The EU monetary policy is based on a common currency in the eurozone, governed
on a supranational level by an independent EU central bank. On the other side of the
coin, the fiscal policy encompasses mutual and harmonized fiscal activities of the na-
tional governments. Therefore, it is understandable that the will to establish a stable
monetary union with solid monetary policy has driven constant pressures to imple-
ment sound fiscal rules in the last decade. Therefore, stronger coordination of fiscal
policies between EU member states is needed.

If fiscal policies were not coordinated, it might endanger the functioning of the
monetary policy and cause a crack in the monetary union. In order to avoid unbal-
ances in the monetary policy, a common set of budgetary and debt rules are set by the
Maastricht Treaty. It is recommended that the rules be followed, and avoiding them
will result in various monetary difficulties, which was undoubtedly confirmed by the
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financial crisis in the last decade in Greece, Spain, Italy, and Portugal. Actually, the
global financial crisis that began in late 2007 prompted a revision of financial servic-
es regulation in the EU. From 2010 onwards, the banking crisis was followed by the
sovereign debt crisis in the euro area, which, among other consequences, increased
the fragmentation of the single financial market. For example, the increased sovereign
risk in the 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 dependence of the EU states’ financial markets can
cause distortions among the holders of financial instruments. In this case, a distor-
tion in a member state’s financial market can easily be exported in the eurozone. Yet
again, the financial crisis showed that in the EU, the German and French investors
were exposed to the Greek and Cypriot sovereign debt bond and it put the stability
of the French and German banks in danger (Maksimovska et al. 2018). Consequently,
the overall stability of the financial markets in these countries was put into question.

Additionally, the problem of monetary liquidity in the EU rises. As an example,
in time, a member state faces monetary liquidity difficulties, so the EU central bank
pressures the national central bank to undertake specific measures to resolve the li-
quidity. Since the markets are integrated and other member states do not face the same
liquidity problems, such a request might produce inflation and other negatively cor-
related complications. The establishment of the European Banking Union was an at-
tempt to address the increasing fragmentation of financial markets in the EU.

In the area of the single currency, fully aware of the potential correlated financial
implications of the mutual monetary policy, the creators of the EU treaties asked for
broad coordination of the fiscal policies among EU member states. The founding trea-
ties contain numerous restricting rules to limit the nation states’ fiscal policies (Bick-
erton et al. 2015). Since the EU faces different challenges, the process of upgrading
those fiscal rules is ongoing, and as a result, we have budget balance and debt rules
empowered in the Fiscal Compact.

The Fiscal Compact- the Stabilization Key for Public Debt and Budget
Deficit

The Fiscal Compact is a step towards a true “fiscal stability union”, as it aims to strength-
en the fiscal governance framework in the euro area and it addresses some of the short-
comings of the Stability and Growth Pact (SGP). It provides the framework that coordi-
nates member states’ fiscal policies and ensures fiscal sustainability while encouraging
economic growth. The SGP was originally built on three principles: the requirement for
member states’ budgets to be close to balance or in surplus in the medium term; a ceil-
ing of 3% of GDP for the overall fiscal deficit; and a ceiling of 60% of GDP for public
debt. Before the sovereign debt crisis, the SGP had already been revised (2005), follow-
ing the political debacle associated with the breach of the deficit ceiling by France and
Germany (Burret et al. 2013). In particular, the 2005 reform increased the flexibility
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of the fiscal rules by introducing the notion of country-specific medium-term budg-
etary objectives (MTO). In 2011, the adoption of the “Six Pack’ legislation further re-
vised the operation of the SGP (European Commission 2011).

The Treaty stipulates that a government’s annual budgetary position shall be bal-
anced or in surplus, a provision also known as the golden rule. Specifically, Member
States commit to not having a structural deficit higher than 0.5% of GDP. This commit-
ment differs from those under the SGP, where the lower limit to the structural deficit
is 1%. Second, the Treaty strengthens the correction mechanisms in case of slippag-
es from the structural balance budget rule. In particular, translation of the balance
budget rule into national law must be done in a binding and permanent way, prefera-
bly at the constitutional level, and must be monitored by an independent supervisory
institution, such as a fiscal council.

The EU members demonstrate various actions of resistance towards the imple-
mentation of fiscal rules, and the numerous reports and acts are in order to support
and evaluate these activities (EU Commission 2017).Consequently, the members need
more assistance for coordination and guidance of the public finances. All members
should be aware that their fiscal and monetary obligations as members are the same
for the candidates as perquisites for entrance into the EU. However, recently, at the
end of 2018, The Italian Budget Proposal was programmed with public debt of 130%
of GDP, which is a direct harm to the EU’s fiscal rules. The Commission promptly sug-
gested a correction of the proposal, and Italian budget policy, but the Italian Prime
minister put his foot down in supporting the Budget proposal, arguing that it is a ne-
cessity. As the situation expands, the EU’s executive arm, the Commission, is threat-
ening to launch disciplinary measures. The main problem is that Italy’s 2019 Budget
Proposal does not comply with the EU’s requirement that member states work to re-
duce their debt piles. As such, the Commission will now launch what is known as an
“Excessive Deficit Procedure” that could lead to Italy being fined (CNBS, November
2018).

Fiscal Turbulences in Balkan Countries

The necessary amendment of the Monetary Union through the fiscal rules requires
European-shaped national economic and financial budgetary policies. In the multi-
-level constitutionalism of the European Union, this implies that the national com-
petencies will remain, but need to be vastly better interlocked with European guide-
lines, combined with more effective monitoring and surveillance resulting from this
(Calliess 2012).

At this moment, the high level of public debt and stagnating economic growth make
the four Balkan countries’ position under the EU fiscal rules, at best, problematic. To com-
ply with these so-called external constraints, as an obligation under the process of acces-
sion, they are required to continuously lower their public debt year after year. In the next

11

Unauthentifiziert | Heruntergeladen 29.08.19 12:45 UTC



Aleksandra Maksimovska Stojkova, Elena Nesovska Kjoseva, Irena Stojmenovska

section, we present four different legal frameworks and analyze: (1) the degree of harmo-
nization with the EU’s fiscal consolidation framework and; (2) specific states’ variations
regarding public debt and budget deficit regulations. The goal is to detect whether the har-
monization of legislationis positively correlated with resolving the public debt and budget
deficit issues. In other words, is the harmonization just cosmetic for faster EU integration?
This brings the general dilemma of the efficiency of EU fiscal rules into question.

Coping with the EU rules: harmonization of the legal framework

The duality in coping with the EU rules is based on: (1) the fact that there is a general
obligation for the country to harmonize its legislation with the EU’s acquis commu-
nautaire; (2) introducing the euro. These goals require actions relating to the budget
deficit and public debt, as part of the treaties and protocols which are primary inev-
itable in EU harmonization. Since no opt-out clauses might be granted for the new
members of the EU, the process of preparing for the adoption of the euro as a national
currency should start even in the pre-accession period (ECB 2000).
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Chart 1. Real GDP growth (% of change): year 2011-2019
Source: European Commission, 2018 Economic Reform Programmes of Albania, FYR Macedonia,
Montenegro, Serbia, Turkey, Bosnia and Herzegovina, and Kosovo.

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

As can be seen from the trends in Chartl, all four candidate countries faced de-
creased GDP in 2012 as an additional negative pressure at the time of accepting the
strict fiscal rules. Afterward, the lines mark an increasing trend in 2014-2016. In that
period, the single market economy was healing, which obviously had a positive impact
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on the Balkans economies. This process is ongoing with a positive trend and makes
an additional “pro” argument in the country’s progress reports. It is undoubtedly
not an easy process to cope with the rigorous EU rules, while other members are avoid-
ing the same ones.

The Legal Outlook of the Fiscal Rules

Albania

Albania has just introduced a fiscal rule regarding the limitation on public debt in the
Budget System Management Law (no. 9936/2008). In the first years of operation,
the Law insisted on restricting total public debt while the guarantees must not exceed
60% of GDP (Article 58).Until there was a programme between Albania and the IMF
(2009), the macroeconomic activities tended to be quite prudent (World Bank 2015).
When the programme expired, a significant portion of disciplining pressures on Alba-
nian fiscal policy was out of action. Influenced by the consequences of the 2008 finan-
cial crises and domestic political pressures, the GDP dropped to a level substantially
lower 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 percent was removed
by a simple majority vote in the Parliament, without replacing it with any other fis-
cal or debt anchor. This legal “damage” destabilized public finances, turning Albania
backward (Klepsvik et al. 2014).

In order to ensure fiscal discipline and improve the fiscal framework, in 2016, the
Albanian Parliament amended the Organic Budget Law and readopted the fiscal rule
(Durmishi et al. 2016). This time, the difference was in the secured political support
by the majority in the Parliament as a solid base for all future Albanian governments
(Ministry of Finance of Albania 2017). In essence, the rule is to reduce and keep the
public debt level towards 45% of GDP. Evidently, it is 15% less than the EU fiscal con-
solidation rule, aiming to build more buffers for slowdown periods. Another impor-
tant provision is the inclusion of a contingency fund of at least 0.7% of total budget ex-
penditures 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 re-
ports to a wider number of the state’s official institutions. Besides these strict and rig-
orous limitations, some shortcomings are present, which means that the legislators
did not set a time deadline for these goals and did not introduce an independent mon-
itoring body to control the compliance of 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 its independence, and therefore
the legal changes only partially follow the EU’s fiscal requirements.
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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 a two-thirds par-
liamentary majority required to amend the Constitution. The fiscal rules were ready
to be introduced in the Macedonian Constitution while the law enforcement would
have been most efficient.

The rules (on the waiting list) limit the general government fiscal deficit to 3% and
the public debt level to 60% of GDP, as prescribed by the EU. The Government could
go beyond these limits only in exceptional situations, such as natural disasters and
external shocks that are a threat to national security, human health and which result
in a significant decline in real GDP. The Assembly will be in charge to confirm such
situations, with a two-thirds majority, which indicates broader political support for
the Government (Zafiroski 2014). The legal framework includes an independent moni-
toring and oversight body, as well as other enforcement mechanisms (Hristovska et al.
2017). Even though it is expected that the legislation will be introduced shortly, the
Macedonian government has not defined measures yet to execute the fiscal consoli-
dation plans.

As the country has received a promising Report from the Commission and addi-
tionally a possible date to start pre-accession negotiations, due in June 2019 (as a re-
sult of Constitutional Amendments made recently), the situation is seen as vastly im-
proved. However, the chapter of the Constitutional provisions regarding EU rules for
fiscal consolidation is still on the waiting list. In the meantime, the country is moving
towards the latest (2017) EU Report recommendations, and the current state of public
debt and budget deficit is satisfactory (European Commission 2017).

A satisfactory note is that public debt is far lower than the restrictive EU fiscal rules
demand. Specifically, public debt towards GDP has been between 35-40% over the past
five years. It turns out that Macedonia, with no fiscal limitations in the legislation, has
gained better results than the average of the EU 28 states in practice.

Montenegro

The legislative analysis 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. Fiscal responsibility legislation limiting the cash deficit and pub-
lic debt of the General Government was adopted in 2014 in line with the Maastricht
limits. According to the Law on Budget and Fiscal Responsibility (Official Gazette
of Montenegro, No. 2014 and 56/2014), article 20, paragraph 1, there are two major
rules for fiscal consolidation: First, the level of the budget cash deficit of the General
Government should not exceed the level of 3% of GDP at market prices. If the deficit
deviates from the limit, a formal procedure requires the government to outline the
measures within 60 days of the moment of the deviation, in order to bring the deficit
back to the prescribed level. Second, the level of the public debt should not exceed the
level of 60% of GDP at market prices. If the debt reaches 60 percent of GDP, the Gov-
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ernment has to propose amendments to the State Budget Law to bring the debt to the
given level. When the debt exceeds 60 percent of GDP, the Government has to pro-
pose to Parliament a reduction of multi-year expenditures, a reduction of municipal
expenditures, as well as supplementary actions to ensure a reduction of State debt.
The next situation is if the debt exceeds 60 percent due to capital projects (where Par-
liament has decided the borrowing), the Government has to propose a debt reduction
program for a period not exceeding five years. During the fiscal year, if there is a lower
outturn of revenues, the Montenegran Government is obliged to define the fiscal pol-
icy measures to ensure the recovery of the stated budget cash deficit as stated in the
Law on fiscal restrictions.

From recent practice, the legal provisions were violated in 2015 and 2016, when the
fiscal limitations were disrespected. The Government, as stated in the Law, was obliged
to take action, but its plan for debt reduction was postponed for political reasons, until
the elections in October 2016 (European Commission 2016). As a result, the Govern-
ment has not managed to be fully consistent with the legislative and strategic frame-
work for managing public debt. The conclusion is that even though fiscal consolida-
tion rules have been introduced, political pressures have a negative impact and slow
the enforcement of the law (Calovic Markovic et al. 2017).

Serbia

As a result of fiscal turbulences, the Government in Serbia has adopted a package
of measures to stabilize public finances and economic recovery (Djurovic-Todorovic
etal. 2015). In October 2010, fiscal responsibility law provisions were introduced in the
Budget System Law. The most characteristic difference from the other analyzed coun-
tries is in the numerical quotations, where fiscal rules limit the public debt-to-GDP
ratio to 45%. Additionally, another specific is the establishment of the Fiscal Council,
aimed at scrutinizing the government’s fiscal performance (Kalas et al. 2016). In short,
the fiscal rules state:

Budget Balance Rule: The maximum fiscal deficit-to-GDP ratio in year t is calcu-
lated 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 at 1 percent of GDP, g is the real GDP growth rate, and g* is the
medium-term GDP growth (set at 4 percent). Thus, the rule corrects for past deficit
deviations and allows the partial operation of automatic fiscal stabilizers. Over the
medium-term the targeted annual deficit will be 1% of GDP.

Debt Rule: General government debt, excluding the liabilities arising from the res-
titution, cannot exceed 45 % of GDP.

The Fiscal Council is an independent legal entity, accountable to the National As-
sembly, responsible for assessing the credibility of the fiscal policy in terms of com-
pliance with established fiscal rules.

Under exceptional circumstances (natural disasters and external shocks, national
safety, a drop in economic activities) and only for a limited period, the Government
may deviate from the fiscal principles and rules specified by this Law.
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So far, the Law has been amended nine times, as a vivid example of the time consist-
ency problem, and most of the changes included wage and pension increases. However,
the key rules on debt and deficit were not amended but were avoided repeatedly each
year. The problem seems to be in the inefficiency of the National Assembly if its pow-
ers are set just by one legal act. Constitutional changes may be more effective, as sug-
gested by the academia in Serbia.

Evaluation of the Economic Determinants

Methodology for assessment

Since fulfillment the Maastricht limitations is recognized as an important dimension
for EU accession, and also for good public finance management, the next academic
exercise is empirical mapping by specific indicators. This methodology is employed
to address the central question of whether the four selected states sufficiently follow
the EU’s fiscal rules. We have built four indicators that came from the Fiscal Com-
pact requirements: (1) The budget balance rule (35% impact), (2) The debt rule (35%
impact), (3) The independent fiscal body (20% impact), and (4) Well-defined escape
clauses (10% impact).

All the indicators have been extensively elaborated in the previous sections of the
paper, and therefore, here we prescribe the exact percentage points. The composition
of the newly designed values of the indicators is appropriate for countries that em-
barked on EU integration in the last decade. For example, our methodology would
be more applicable to the region of South Eastern Europe than to EU state members.
Also, the methodology is linked with a special emphasis on the former group of de-
veloping and transition regions and countries, under the umbrella of the term “con-
solidating democracies’. Additionally, the methodology reflects the policy actions and
policy implications of fiscal consolidation. Due to the prescribed percentage points,
it was designed and discussed with numerous experts (faculty colleagues). For exam-
ple, the first two indicators have significantly more percentage points of weight in the
total points, because the budget balance rule and the debt rule play a much more im-
portant role in the process of disciplining the states to follow the EU fiscal rules.

On the other hand, the other two indicators were assigned 20% and 10%, due to their
lower importance role in the process. Although the states are still outside the EU, they
are strongly committed to the idea of keeping good fiscal discipline. Consequently, all the
analyzed countries (Macedonia is going to adopt them in the very near future) are more
willing to apply the first two Fiscal Compact requirements; although they will pose limi-
tations on their national policies, the final result will be drastically improved and sounder
fiscal stability. In the case of the other two indicators, the legal analysis showed that the
states are not ready to cope with the EU’s fiscal standards yet; however, hopefully, they will
foster some additional arrangements in fulfilling these criteria in the near future.
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Table 1. Assessment of the indicators for fulfilling the Maastricht limitations

Budget Debt
balance rule Independent Well specified escape  Overall score
rule body (20%) clauses (10%) (max 100%)
(35%) (35%)
0
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: author’s assessment based on own calculations vis-a-vis legal framework analyses.

Assessment Results

The results are clear and reflect the legislative framework in the four selected countries.
Serbia, as the winner and holder of 100% of the total points, has been leading in the
process of fulfilling the requirements. Montenegro, althoughit has insisted on foster-
ing the process of coping with the EU Fiscal Compact, has dropped the rule for the es-
tablishment of an independent fiscal body. Albania gained just 35% of the total 100%,
because the legislator did not manage to persuade the parliament majority to adopt all
of the EU fiscal rules. In the case of Macedonia, there is nothing in exact legislative acts
to deal with the EU’s fiscal rules (de lege), but, as it is expected that the Macedonian
Parliament will adopt and implement all four fiscal requirements as soon as possible,
there is quite a solid base from which the improvements can be accomplished.

Public finances vis-a-vis practical numbers

According to Eurostat, Macedonia has the lowest budget deficit and general govern-
ment debt. This is in stark contrast with the current legislative solutions and means that
Macedonia has not accepted the Constitutional amendments (due to changes in the
Parliamentary majority and in the government). However, in practice, the numbers
show the significant superiority of Macedonian public finances compared to the other
three analyzed countries. Additionally, it has to be underlined that the state of public
finances (budget deficit and public debt) is in much better shape than the EU 28 av-
erage. The reason for such interesting numbers is that in 2014, the Macedonian gov-
ernment paid off a huge amount of public debt and improved the image and starting
position for new public borrowing that has occurred recently. Serbia and Albania
share similar trends in public finances, but Montenegro is far behind the average (see
Charts 2 and 3).
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Chart 2. General government balance (% of GDP)
Source: European Commission, 2018 Economic Reform Programmes of Albania, FYR Macedonia,
Montenegro, Serbia, Turkey, Bosnia and Herzegovina, and Kosovo.
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Chart 3. General government debt (% of GDP)
Source: European Commission, 2018 Economic Reform Programmes of Albania, FYR Macedonia,
Montenegro, Serbia, Turkey, Bosnia and Herzegovina, and Kosovo.

18

Unauthentifiziert | Heruntergeladen 29.08.19 12:45 UTC


https://ec.europa.eu/info/sites/info/files/economy-finance/ip085_en.pdf
https://ec.europa.eu/info/sites/info/files/economy-finance/ip085_en.pdf

Balkan Candidate Countries Running for Fiscal Consolidation...

Legislative analyses versus practical numbers: “Black and White Contrast
Results”

In the following tables (2, 3 and 4), we evaluate the four states on the basis of cross-sec-
tion analyses. It is an assessment of the real state of public finances in the four selected
countries, but taken as an amalgamation of the legislative assessment given in Table
1 and the practical assessment presented in Charts 2 and 3.

The numbers demonstrate a specific country, for example Serbia, is evaluated bet-
ter for the legislative, compared to the financial situation, vs. Macedonia, that stands
better regarding finances, compared to evaluated legislation. In the same example,
the discrepancy in the Macedonia’s results, where this country has 0 points accord-
ing to the fulfillment of the EU’s Fiscal Compact rules, is in contrast with the current
numbers of the public debt and budget deficit. On the other hand, there is another ex-
ample that supports the thesis “Black and White Contrast Results” in the case of Mon-
tenegro. Here the legislative framework is in quite a good shape according to the EU’s
Fiscal Compact, but the state in public 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>bbr for 2.5%
No rule in legislation

ORr[(N|Ww|~MlOv

*budget deficit - BD
Source: author’s assessment based on own calculations vis-a-vis legal framework analyses and practical
numbers.

Table 3. “Debt rule-DR” grade

GD<dr

GD >dr for 1-10%
GD >dr for 10-15%
GD >dr for 15-20%
GD>dr for 20-25%
No rule in legislation

O|lRr[IN|W|A~lOWU

*government deficit - GD
Source: author’s assessment based on own calculations vis-a-vis legal framework analyses and practical
numbers.
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Table 4. Overall country’s fiscal consolidation score

Average LRSS Overall fiscal consolidation
General
budget BBR country score (taken
b Government DB grade
deficit (%  Grade - as average score- BBR
of GDP) debt (% grade + DB grade /2)
of GDP)
Albania -3,08889 0 66,68889 1 0.5
Macedonia -3,3 4 38,14444 5 4.5
Montenegro -5,27778 2 63,01111 4 3
Serbia -3,68889 1 66,72222 1 1

Source: author’s assessment based on own calculations vis-a-vis legal framework analyses and practical
numbers.

ASSESSMENT-BASED REMARKS AND PROGNOSIS

Based on legislative provisions, EU Commission reports, practical issues, and an as-
sessment of the conditions of the four selected Balkan countries, we conclude that:

— While more developed and economically powerful authoritative EU states still
complain about the rigorous EU fiscal burdens, candidate countries with devel-
oping economies and unsound public policies are supposed to take greater steps
and continue following the EU requirements. Here, the most recent case of Ita-
ly strongly supports this argument. Also, the analyses confirm that in the case
of Albania, Macedonia, Montenegro, and Serbia, as candidate countries, it is
clear that they are fully coping with the EU requirements. There is an ambitious
determination to fulfill the rigorous requirements and be admitted, despite the
heavy burden they carry, bearing in mind their current economic conditions;
however, national priorities take precedence over problems in public finances,
in this case.

— The candidate countries often make exhausting runs, where they put enormous
work in order to achieve points and to cope with EU’s rules. On the other hand,
it is clear that they did not follow the example of some EU member states’ be-
havior, in avoiding and ignoring the rules (for example, Italy). According to the
cross-section evaluation (given in section 4.4.), there are various pathways to im-
prove the country’s progress and to cope with EU’s fiscal rules, even among these
four countries.

— The Macedonian case study confirms that it was not the case of wrong calcula-
tions or predictions, but a matter of a political problem that slowed the process
slightly. However, a change will be made very soon in order to meet the EU’s fis-
cal rules. Surprisingly the numbers in practice are closer to the EU 28 average.
In the case of Montenegro, we can see how the state authorities followed all EU’s
fiscal requirements, but, the results in practise were not satisfactory. This two
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cases, twist around the argumentation that Balkan countries are not fiscally and
legally prepared to be compared with EU member states.

— Itis clear that the Balkan candidate countries are more than willing to deal with
the EU’s Fiscal Compact rules, given the promising economic, political, and oth-
er advantages that EU membership holds for its members.

Pro future we expect that:

— Montenegro will overcome the current public debt crises;

— Serbia will stop cutting own excellent legislative fiscal solutions, and will not
avoid good EU Commission’s recommendations;

— Albania will implement EU’s fiscal rules and improve the evaluation grades that
put her below the average of the Balkan countries; and

— Macedonia will adopt the drafted fiscal consolidation framework and continue
working on sounder budget policy.

In practical sense, the assessment confirms that aspiration for EU membership
made these four countries to implement the EU’s fiscal rules more strictly than the cur-
rent EU members, and additionally they should be seen in a more respectful manner,
due to their financial results. In sum, the Balkan’s consolidating economies showed
significant prosperity in the last ten years.
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Streszczenie

Batkanskie panstwa kandydujace na drodze do konsolidacji
fiskalnej: uwarunkowania prawne a wyniki ekonomiczne

W artykule poddano analizie cztery painstwa batkanskie (Albanie, Serbie, Macedonie
i Czarnogore), zdeterminowane by przystapi¢ do Unii Europejskiej. W szczegdlnosci
jest on poswiecony analizie ich wysitéw stuzacych spetnieniu politycznych, prawnych
i gospodarczych warunkéw wejécia do UE. W zwiazku z tym gtéwnym punktem za-
interesowania autoréw byto prawodawstwo dotyczace unijnego paktu fiskalnego.
Od strony metodologicznej badania opieraty sie na ocenie dokumentéw prawnych,
regulujgcych kwestie podatkowe i monetarne. Dokonano oceny kolejnych etapéw ich
harmonizacji z regulacjami UE. Ponadto wykonano analizy przekrojowe przy wyko-
rzystaniu okreslonych wskaznikéw. Dodatkowo autorzy poréwnali osiggniecia tych
czterech panstw. Rygorystyczne reguty fiskalne UE byty po cichu omijane, ale czesciej
przez panstwa cztonkowskie niz panstwa kandydujace. Stwierdzenie to opierato sie
na argumentach prawnych i ekonomicznych oraz oszacowaniach matematycznych.
W zwiagzku z tym autorzy postawili pytania o polityczng odwage i zdolnos¢ finansowa
badanych panstw do radzenia sobie z paktem fiskalnym, jaki obowigzuje 28 panstw
cztonkowskich UE. Odpowiedzi na te pytania zostaty poparte licznymi analizami,
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zawartymi w raportach UE dla poszczegdlnych panstw, a takze tabelami i danymi
liczbowymi, ktére umozliwiaja poréwnanie wynikéw panstw i ich osiggnie¢ gospo-
darczych z wymogami UE dotyczacymi konsolidacji fiskalnej. Dodatkowo, jako punkt
odniesienia, wykorzystano srednig dla UE-28. W konkluzji przedstawiono wyniki
analizy krzyzowej miedzy tymi czterema panstwami a 28 panstwami cztonkowskimi
UE, wraz z towarzyszaca im argumentacja dotyczaca gtéwnego stwierdzenia o poste-
pach badanych panstw batkanskich w obszarze prawa i gospodarki, a takze prognoza
na przysztosc.

Stowa kluczowe: pakt fiskalny UE, konsolidacja fiskalna, deficyt budzetowy, dtug
publiczny, batkanskie panstwa kandydujace
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