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Cyclically adjusted primary balance

Cyclically adjusted primary balance oecd. General government cyclically adjusted primary balance. Cyclically adjusted primary balance meaning. Cyclically adjusted primary balance formula. Cyclically adjusted primary balance definition. Cyclically adjusted primary balance imf. Cyclically adjusted primary balance upsc. Cyclically adjusted primary
balance ( of potential gdp) imf.

view free lessons! definition of a cyclically adjusted deficit: A cyclically adjusted deficit is a budget deficit caused by a slowdown economy rather than by fiscal policies such as increasing discretionary expenditure or decreasing tax rates. Detailed explanation: how much of a budget deficit (or surplus) comes from a change in business activity and how
much of the deficit (or surplus) comes from a change in fiscal policy? Economists use the adjusted budget cyclically to assess the expected influence of any change in fiscal policies or expenditure on economic growth. beginning by determining what the budget deficit or surplus would be if the economy is full-scale or long-term balance. when the
budget adjusted cyclically is balanced, fiscal policy is neither expansionary nor bargaining - although the economy is running a budget deficit or surplus. the deficit or surplus is from the commercial activity below or above the level of full employment. a fiscal policy is expanding when there is a deficit and deficit and cyclically regulated bargaining
when there is surplus in the budget adjusted cyclically. It is tempting to conclude that the budget deficits always indicate the government uses an expanded fiscal policy. However, this may not be the case. When fiscal policy translates into a cyclically adjusted balanced budget, policy is neutral, although the economy is failing. the deficit is caused by a
slowing economy rather than a fiscal policy. In order to illustrate, take the economy in year 1 is in full employment and the budget is balanced. the budget adjusted cyclically would be zero. the economy slows down in year 2, resulting in budgetary deficits. tax revenues decrease as incomes fall. Several compulsory income-related expenses, such as
unemployment benefits and food stamps, increase because more people lose their jobs or work in less than hours. The tax policy is unchanged, so the adjusted balance remains cyclically balanced. the deficit was caused by a slowing economy rather than a change in fiscal policy. We would be wrong to conclude the government is taking expanded
measures just because the economy is running a deficit. We assume that the economy grows in year 3 and there is a surplus of budget. Once again, fiscal policy is unchanged. the budget adjusted cyclically is balanced. the surplus caused an economy growing. the federal budget and the management of the fiscal policy of the national debt "to manage
an economy taxation and expenditure of monetary policy cycles - the power of an aggregate interest rate and demand - macroeconomic balance the balance of the budget adjusted cyclically (cab) plays a key role in the fiscal surveillance framework of the year. began in a supporting role in the shadow of the title deficit and, in advance, became the
linchpin of the stability and growth pact rules. the steep rise was driven by high expectations that, with the passing of time, were only partially satisfied. the daily practice of fiscal surveillance of the year quickly revealed a number of taxi warnings that, sometimes, hindered the effectiveness of fiscal surveillance. This document provides a complete
review of the changing fortunes of the cabin in the context of fiscal surveillance of the year. It portrays its main shortcomings and the way they are treated in practice. In spite of the residues, which were laid almost twenty years ago by blanchard and others, 1 the balance of the budget adjusted cyclically (cab) remains a key indicator for the analysis
of fiscal policy, inIn the EU's tax surveillance framework. The cabin users, which abound in the academic and politics arena, tend to falter between blind love and deep dissatisfaction. This document is claimed this report A ¢ 4,— A "love-hate". It brings together intuitions and lessons related to the implementation of the EU budget surveillance
framework, which constitutes a particularly tax test for the cab. main beauty of the cab is the aspiration to measure, at low cost, the underlying balance of budget, namely the fiscal position net of temporary factors that can be expected over time. The CAB is used for several purposes in the analysis and development of fiscal policy: (1) to decompose a
certain change in the line deficit in a discretionary fiscal component and a cyclical component; (2) to assess the fiscal impulse; e (3) to examine the sustainability of fiscal policy. CAB's premise in the political process, especially but not exclusively in the EU, has increased over the years. Prior to the revision of the Stability and Growth Pact (SGP) in
2005, the CAB was mainly used as an analytical tool to provide a better analysis of the tax situation of EU Member States. With the reform of the Covenant, the CAB took its central position as part of the EU's fiscal surveillance. All the main tax requirements which Member States must meet in accordance with the revised Agreement are expressed
and evaluated net of cyclical conditions and transitional measures. Unknowingly, the rise of the CAB attracted a growing degree of attention and, over time, revealed a number of shortcomings that would be forgiven for a purely analytical tool, but which raised pressing issues when the instrument became a reference for the resulting political
conclusions. In particular, the conceptual beauty of the indicator hides a number of practical issues, such as uncertainty related to the measurement of real-time cyclical conditions and the evaluation of short-term fluctuations in the fiscal content of GDP. The history of the SGP includes numerous examples where the CAB estimates have given rise to
discussions between the European Commission, the Treaty Guardian and the EU Member States, or to political conclusions which, for the benefit of a failure perspective, have turned out to be out of the mark. However, the caveats of the instrument have only marginally influenced the loyalty of economic profession and political leaders, partly because
of inertia, but above all because of its surprising simplicity, which is favorably opposed to the costs of greater precision. In addition, despite its inconvenience, the CAB is still a better measure of the underlying orientation of fiscal policy than the line deficit. However, the initial degree of devotion is now accompanied by a growing awareness of the
measuring problems. The rest of this document provides a short biographic review of the CAB, covering its origins and its main functions. You also take a closer look at the anatomy of the indicator, light scattering on its main components. It then provides a detailed account of the application and how the CAB performs its purpose in practice. Then you
look in ways to overcome the deficiencies of the indicator, maintaining one of its main virtues, namely simplicity. Finally, some conclusions are drawn. The love for the first sight: the Virtues and the anatomy of the “general theory of the CAB Keynes” have had a very sensitive impact on economic thought. One of its key contributions was to clarify that
the rigidities of work or other markets can lead to unwelcome macroeconomic imbalances, most of the leading unemployment, which take time to rescind. Since then, when it comes to economic developments, economists and political leaders have accepted that the variations in macroeconomic variables observed as GDP are partly temporary. A large
body of literature has emerged that seeks to measure the temporary part of economic fluctuations, mainly in order to measure the scope to stabilize theThrough macroeconomic policies 2 in the field of fiscal policy, understanding that economic fluctuations are at least in part of a transient nature has had an important impact on the evaluation of tax
developments. It is clearly said that nominal budget data could not be evaluated against two types of factors: temporary and permanent ones. Permanent. The two elements to reveal the underlying budget position a € "in operational terms, the cyclically correct financial statements (CAB) a €" has been recognized as crucial for the fiscal policy process.
The idea was to point to a level of the cab which guarantees a long-term sustainability of public finances, allowing automatic stabilizers to dampen cyclical fluctuations at the same time. However, the use of the cab went beyond sustainability assessment. The annual change of the cab has also become a common measure of discretionary fiscal policy
and tax impulse. Overall, economists and tax politicians have been enchanted by the possibilities of the cab. It was seen as a useful tool that, as an X-ray machine, revealed important information to politicians. However, a number of practical problems emerged from the beginning. The first problem concerning the choice of the relevant reference
against which regulate the title deficit for temporary effects. The first attempts to extract the underlying budget from the observed data date back to the 1950s .4 They showed that the evaluation of the United States fiscal policy in the 1930s would be significantly changed if, instead of using the title data, the budget was Status modified for the effect
of unemployment. The periods of great deficit, who had worried President Hoover at the beginning of the great depression, seemed less alarming after considering the temporary budget effect of greater unemployment. One of the main employment surplus gaps was that, on average, the economies operate below the full use. As a result, and in an
attempt to capture the budget around the midpoint of the cycle, the complete occupation has been replaced by a potential output or trend output. However, the use of potential output, a variable not observed, has not simplified things into practice. His calculation is ambiguous. A series of methods have been implemented, which provided divergent
estimates that have translated equally divergent of the cab. The fundamental problem of the gait of a reference point that is intellectually convincing but inormatable has not been shot down from the first days of the cab. Following the proliferation of the surplus of complete employment and the CAB in the 1970s, and thanks also to the progress of
statistics and IT technologies, new methods were developed to separate macroeconomic and tax variables in temporary and permanent components. In practice, the range of existing methodologies for the calculation of the cab is reduced to two alternative approaches. The first, developed by Blanchard, consists in estimating cyclically correct
expenditure and revenue measures directly from the regression-based analysis.5 The most recent applications of this first approach make use of structural var and models of non-observed components.6 the Second approach for the processing of the cab is a two-stage procedure: a cyclical component of the cc budget is first estimated and subtracted
from the nominal budget bb: (1) cab = bb - cc where all the variables are expressed as a percentage of the GDP. This second approach was put into practice and is generally used by national governments and international institutions, including the European Commission, the OECD, the IMF and the ECB for the surveillance of the budget. The
estimation of the cyclical cc component requires two inputs: (1) a measure of the cyclical position of the economy generally measured by the output gap, the distance between real and potential production; 7 and (2) a measure of the link between the economic cycle and The budget, summarized by elasticity parameters that represent the percentage
change of budget elements associated with level percentage changes economic activity. The elasticity parameters are generally derived from the national tax codes, as well as the analysis of the regression.8 Requirements Expenditure Budget Budget Belgium 0.47 -0.07 0.54 Hungary 0.45 -0.01 0.46 Bulgaria Bulgaria - 0.38 to 0.38 - 0.38 to 0.38 - 0.38
to 0.38 - 0.38 to 0.38 - 0.38 Source: OECD, European Commission. The Disenchantments of Everyday Life: The Short arrivals CAB During the first years of EU fiscal surveillance framework, the SGP it is focused only on the headline numbers. In order to achieve and maintain macroeconomic stability, Member States were required to achieve and
sustain a fiscal position close to balance or in surplus (CTBOIS) in the medium term. Compared to this requirement CTBOIS in terms of (1) the budgetary plans laid out in the annual updates of the stability and convergence programs and (2) full year results were formally evaluated based on figures nominal budget. The CAB, even if available and in
use, has played only a role informale.9 The difficulties related to the monitoring of fiscal policy in nominal terms occur relatively quickly. It became clear that the A «noiseA 'budget resulting from cyclical variations in economic activity precluded delld reasonable conclusions about the underlying thrust of fiscal policy. The goal of CTBOIS it has
become a moving target seemed to get a year just to get away the next, depending on the prevailing cyclical conditions. The ECOFIN Council, following the Commission's Communication of November 2002 & Straining bilancioa coordination of policies, adopted a report in March 2003 which formally changed the status of CAB.10 The report found that
the respect CTBOIS of the SGP requirement should be assessed in terms of cyclically adjusted budget and the deficit countries della euro should improve their position. While this update as a complementary analytical tool to an official assessment tool was an important step forward, the use of the CAB has gradually revealed a number of pitfalls. Most
of these failures were known as the fiscal policy indicator has made its debut in the political process. 11 However, their scope and their empirical relevance only became visible after the CAB had been put through its paces. The tax adjustment Monitoring of fiscal adjustment control may seem a purely mechanical exercise. The CAB can be calculated
for subsequent years, and the annual changes resulting improvements or underlying budget balance deterioration. For a long time, the common practice, including the various stages of the EU surveillance process, was to interpret changes in the CAB as discretionary fiscal policy measures, ie the budgetary impact of the fiscal measures approved by
the government . 12 However, in the early 2000s this practice has led to a disagreement between the European Commission and some EU Member States with fiscal slippages compared with previously announced targets. The national tax authorities have maintained that they were sticking to their budget plans, insisting they had not increased
discretionary spending. The European Commission, on the contrary, he deduced from the observed deterioration of the CAB that the fiscal position had become expansive and blamed deviations from discretionary fiscal policy plans. With the impediment, these conflicting interpretations Be correlated to two series of miservances. On the side of
national governments, medium-term economic growth has often been overestimated, with the implication that sustainable revenue levels have also overrated. 13 by the European Commission, the interpretation of slippings with respect to cabin figures Planned did not obtain the fact that deficiencies in potential economic growth could also affect the
cabin, which is typically expressed as a percentage of GDP. The disagreements on the interpretation of the changes observed in the cabin since an indicator of the discretionary budget policy has become evident when examining in detail the execution of financial statements in order to directly identify the presumably expansive measures implemented
by national governments. In some cases, no one could be identified, or were not strong enough to take into account the observed slip. This because whenever the potential production is lower or higher than the assumption, the changes observed in the cabin are out of the target even if the budget plans are properly implemented. 14 Discussions on
budget adjustments under the SGP can be viewed as a reflection of a latent disagreement on A ¢ 4,— a "bonditionalA ¢ 4,— contrary to the conformity" personconditionalA ¢ &,—. The initial interpretation of the observed changes of the cabin was based on the understanding that the Member States had to provide The planned regulation regardless of
the macroeconomic conditions. Following the decline of 2003, some Member States have raised the question whether the compliance should not be interpreted conditionally on the macroeconomic scenario to support budgetary objectives, rather than unconditionally. Monitoring the level of the underlying fiscal position Under the framework EU
taxation, the assessment of the fiscal position of the Member States, among other things, addresses two key questions: (1) how great risk is great in a given year of violation of the 3% of the Treaty's GDP threshold; E (2) How far the balance of the budget from the medium-term objective (MTO) is distant that guarantees long-term sustainable public
funding. In both cases the cab plays a fundamental role. The risk of 3% violation of the GDP threshold is assessed by the minimum benchmark, which is the level of the cabin which, under normal cyclical fluctuations, guarantees that the automatic stabilizers do not push the deficit above 3% of the GDP limit . 15 As regards the second key question, the
SGP explicitly states that the budgetary objective to be reached in the medium term is defined in structural terms, ie net of cyclical factors, one-off and other temporary factors.16 while the cabin It was generally useful to provide answers to both questions, there has been a particular episode in implementing the EU's tax surveillance framework in
which, with the bandage of the sees then, the taxi has revealed inaccurate. At the end of the 1990s, towards the end of the "bubble" and immediately after the formal establishment of the SGP, most EU Member States managed relatively favorable tax positions. This was the result of important adjustment efforts implemented in runtime up to the euro
coupled with high economic growth, which at the moment should continue to continue in the medium term.17 Furthermore, a number of countries benefited from a sort of bonanza fee linked to a tax composition of economic activity. The evaluation of public finances carried out at the moment has not indicated any important risk to the requirements of
the SGP requirements. The radar screen of the EU tax surveillance was clean. The cabin figures are available in real time indicated Sane taxes. In autumn 2000 and again in the spring of 2001, the general government budget was estimated net of the cyclical factors both of the euro area and the EU that remains in general in balance compared to the
biennial forecasting horizon. Against this background, and on the basis of the assumption that economic growth and high tax returns persist, a number of Member States decided to reduce taxes and / or increase discretionary discretion However, the benign assessment of the economic and fiscal perspective has proved to be a chimera. The explosion
of the ICT bubble in the second half of 2001 and the consequent economic slowdown have clarified that the fiscal policy plans had been based on an incorrect judgment of the underlying situation. Countries such as Italy, France and Germany suddenly found themselves in a situation where they struggled to remain within the PMS and had no fiscal
margin to support economic slowdown. Ex post, it became clear that the underlying tax situation at the end of the 1990s and in the early 2000s was not nearly as rosy as assumed at the moment: the exit gap was abundantly positive and the tax position too lax. On the basis of today’s assessment, the 2000 reference deficit for Germany in the fall of
2000 would show a fund deficit of almost 2% of GDP compared to less than 1% of GDP at the time. A similar story applies to France and Italy (see figure 1). Source: Commission services. A careful review of CAB estimates revealed two weaknesses: (1) the assessment of potential production and cyclical conditions in real time is surrounded by a
considerable degree of uncertainty; and (2) the elasticity of taxes on GDP may be subject to significant fluctuations. From the uncertainty regarding estimates of the real-time production gap, Figure 2 shows the estimates of the production gap for the year 2000 in the subsequent forecasts of the Commission services for three large EU Member States
and the euro area. At first, in real time, estimates of the cyclical position did not refer to particularly favourable economic conditions. As the medium-term growth prospects were generally evaluated as very bright, the prevailing conditions were taken on average or slightly below the average. 18 With the arrival of new data indicating that the
medium-term growth projections had been pretty bloody, the evaluation of cyclic conditions in 2000 changed significantly. Source: Commission services. The uncertainty surrounding real-time estimates of potential output and the output gap is not new. It was explored and discussed empirically in relation to the US monetary policy process at the end
of the 1990s and early 2000. 19 More recently, similar work has been done in the field of tax policy for OECD countries. 20 The fundamental problem in real-time cycle assessment can be interpreted as a prediction problem. In order to make an assessment of where in the cycle the economy is today, it is necessary to make a hypothesis / preforecast
on where it is believed that the economy will be in the future. 21 The uncertainty inherent in economic forecasts, and in turn to the estimates of the exit gap, clearly weighs on the assessment and conduct of fiscal policy. The second Achilles heel of the cyclical adjustment method used in the framework of EU fiscal surveillance is the assumption of
constant fiscal elasticities. As stated in Figure 3, the link between the cyclical component of GDP and the budget is assumed unchanged over time. Constant fiscal elasticities are an acceptable approximation as long as short-term changes in the fiscal content of economic growth remain small. In this case, the advantages in terms of methodological
simplicity clearly exceed the additional precision costs. However, past experience has shown that in some years fiscal elasticities can start quite substantially from their "normal values" (see Figure 3) and produce unwelcome effects on the supervision and conduct of fiscal policy. Source: ServicesConcretely, the aforementioned fiscal falls recorded
during the economic boom of the late 1990s, together with the use of constant fiscal elasticity in the calculation of the cyclical component of the budget, involved a survival of the underlying budget position and, in sequence, deceived Tax authorities in some EU EU Member States Conclude that there was room for fiscal cuts and / or cost increases.
When the tax cuts and increases in expenses are unsustainable in the following years, tax kingdoms must be tightened in a procyclic way. The resulting tensions were part of the crisis of the tax framework of November 2003 which ended with the reform of the Pact in 2005. The renewed rebound of tax elasticity in 2005-2007 has filled the crates of
general governments again And triggered a series of tax cuts and EU spending increases just before economic growth, together with the tax content of economic activity, began to weaken in the wake of the sub-prime crisis of the US residential mortgage market. This time, however, the episode has not come as a complete surprise. The surveillance
tools have been refined thanks to the lessons of the past and the Commission services have begun to highlight the potential risks at an initial phase. 22 transitional measures The sudden economic slowdown following the explosion of & € ceBlare ICTa € In 2001 it was the first episode of this type after the beginning of the SGP in Europe in 1999. Annual
economic growth , which in the euro area was on average around 3% in 1997-2000, has decreased abruptly and has remained submissive, especially in the large countries of the euro area, until 2004. Following the economic crisis , public finances immediately began to deteriorate, and in some Member States the main deficit approached 3% of the
Treaty GDP threshold. Working on the rather optimistic hypothesis that the economy would soon return to the steep expansion path observed at the end of the 1990s, a number of governments resorted to temporary degradation measures to bridge the alleged deterioration of public finances and, above all, to stay Within the nominal Limits of the SGP.
Typical exponents implemented at the moment included sales of real goods and fiscal amnesties or settlements. 23 Sometimes, & € ceFiscal Gimmicksa € has also led to an elongated interpretation of the ESA95 and EDP accounting rules in order to temporarily embellish the budget figures. The empirical tests suggest that after the introduction of the
EU's tax framework, reported deficits have become less closely linked to debt developments. 24 The importance of one-off measures is over the academic interest. They were pervasive in terms of number of cases, and their actual budget impact was far from marginal. One-off reduction measures, excluding UMTS licenses sales, could reach 1% of GDP
or more in one year. 25 Retreating from the theme of the & € cecreativaa € accounting, the growing use of one-off measures has given rise to a number of problems for tax surveillance. First, as they were temporary but not cyclic, they prejudiced the cab as a measure of the underlying budgetary position and lasting consolidation effort. For example,
real estate sales revenues, which in some cases have achieved significant levels in the following years, embellish all the key indicators of the EU's tax surveillance framework, namely the deficit of the guidelines, the CAB and the change of the CAB, without having a permanent effect on the medium-term orientation of public finances. The obvious
solution to exclude one-offs from the cab was not trouble. Leaving the revenues from the sale of UMTS licenses aside, which are one of the only clear cases, often divergent opinions regarding the actual impact of one-off measures over time. 26 The difficulty of finding a definition of one-off comprising was reflected in the conclusions of the European
Council of March 2003 of the Commission communication of November 2002 a € ceFellare the coordination of the Economicala €, reporting that one-off measures had to be considered a € a € cels them merit on the basis case by casea € .27 in retrospective, the difficulties encountered with the CAB materialized bit bit bits They were, as pointed out
above, linked to specific economic or political episodes. At the tax surveillance level of the EU, the answer to the issues gradually emerging was dominated by a sense of pragmatism. Instead of abandoning the cab completely, targeted attempts were made to better understand the reasons for shortcomings and seek ways to improve the accuracy of the
instrument. Following this compromise line has not always been easy. The criticism of both the academy and tax politicians was sometimes harsh and mentioned to demolish the cab as a way out. The fact that, at the end of the day, this did not happen indicate that there were no valid alternatives, or that the alternatives would not have been superior.
It is relatively unquestionable that in a framework of fiscal surveillance aimed at achieving the medium-term objectives, the CAB, despite its shortcomings, provides a better guide to the title deficit. After all, it was the volatility of the title numbers that motivated the decision to abandon the nominal budget as the official reference for tax surveillance
under the & € ceVecchioa € SGP. A simple calculation of the back-of-the-envelope illustrates the point. In most euro area countries, the cyclic component of the aggregate economic activity, measured by the output gap, has exceeded +/- 3% of GDP at least once in the last twenty years and has often reached levels higher than +/- 1% of GDP. With the
average budget sensitivity of about 0.5 for the entire euro area, the nominal budget of a given year can include between 0.5 and 1.5% of the GDP of purely transient elements that hinder the Vision of the underlying budgetary situation. The transitional elements of this dimension preclude a reliable judgment on the medium-term orientation of the
fiscal policy. While the actual dimensions of real-time distortion can be a little smaller because the real-time estimates of the output gap tend to be of less extent than those ex post derivative, the nominal budget is definitely more volatile than At the cab. Evidently, the subsequent improvements of the CAB, discussed in the following sections, did not
eliminate all the caveats. Rather, a functioning modus vivendi was found. The enhanced cab retains the simplicity of the evaluation exercise and guarantees a uniform and coherent application in all countries. The last point is of particular importance in the tax surveillance of the EU, where, in consideration of the treatment parity, it takes great care
to make sure that the evaluation is carried out on the basis of comparable data and methods. Furthermore, the enhanced CAB sharpens the perspective of potential risks inside or below the underlying fiscal position of the Member States. Before the 2005 reform, the SGP was not explicit that targeted tax adjustments would have been unconditionally
achieved, regardless of macroeconomic conditions, or alternatively if the adjustment was conditioned to the macroeconomic perspectives that submit budget plans. The discussions of the competent council committees in 2004 contributed to clarifying the technical aspects of how the conditional respect of the expected budget adjustments can be
implemented in practice. The principle of conditionality was finally incorporated into the framework of tax monitoring of the EU with the reform of the 2005 Pact. In particular, the Report of the European Council of 20 March 2005, which outlines the foundations of the Reformed SGP, stresses that Political errors should be clearly distinct from
prediction errors in implementing the excessive deficit procedure. 28 The decision to evaluate tax adaptation in conditional terms is not irrelevant to the budget consolidation. the budgetary impact of unexpected growth changes is not attributable to the tax authorities account, the duration of the consolidation process cannot be established with
certainty. Departures not provided for inGrowth prospects can delay or accelerate budget adjustment. This mechanism is made explicit in the provisions of the reformed SGP, which provides for the repetition of some steps in the excessive deficit procedure if an effective action has been taken, but unexpected adverse economic events have an
unfavorable impact on government finances. 29 If appropriately correct, changes observed in the CAB transmit relevant information to evaluate conditional compliance. The correction is necessary to take into account the effect of a higher or lower growth in that scheduled on the CAB denominator. A convenient approximation for the correct post-
corrected variation in the cab is given by Expression (2) 30 states that in order to monitor conditional compliance, the change observed in the CAB should be corrected by adding a term equal to the relationship of non-cyclical costs compared to the Potential production in time T-1 multiplied by the error of forecasting the growth potential output (ET-1
i1 %o T -1 %o T). This correction is based on the hypothesis that tax authorities plan non-cyclical costs on the basis of a potential production growth projected and cannot or cannot adjust the expenses in the implementation of the budget to take into account a higher or lower growth . On the basis of these hypotheses, the adjustment given in (2)
effectively eliminates the variations of the CAB associated with growth surprises. Since the correction deadline to be applied to the change observed in the CAB increases the size of the forecast error, the adjustment for the growth effect can give rise to moral risks. In particular, the adaptation can create an incentive for countries to overestimate
growth in order to obtain a greater discount in the evaluation of the required budgetary adaptation. 31 To disclose and prevent this risk, the assessment of conditional compliance must be anchored to an impartial economic growth forecast. In practice, part of this anchoration is played by the provisions of the Commission services. 32 Improving the
evaluation of real-time cyclical conditions A useful way to deal with the uncertainty related to real-time output gap estimates is to expand the evaluation of cyclical conditions with a battery of complementary indicators that are taken to reflect Cyclic developments. The inclusion of complementary indicators is motivated by the observation which in
some cases the indications of the estimates of the exit gap derived from the method of production function used in the EU's tax surveillance frame tend to counteract with elements of the prevailing macroeconomic conditions. Concretely, the negative estimates of the production gap went with the increase in inflation rates and other aspects that are
generally observed in the economies operating above the potential. A first attempt to carry complementary indicators on board was done during the 2006/07 evaluation course of stability programs and convergence. The approach was purely descriptive and judging in nature. 33 In an attempt to make the evaluation more systematic, a quantitative
method has been tested. This is an extension of the commonly agreed production function method for calculating the potential production and the production gap that incorporates the degree of use of the capacity of work and capital. One of the main difficulties of the commonly agreed method is to correctly identify the total productivity of factors
(TFP), which generally represents most of GDP growth. This is obtained by resorting to the simplification of the hypothesis that existing stocks of capital and work are always fully used in different phases of the cycle. The price paid for this It's simple. To the extent that the degree of use of capacities increases during the increase and decrease in
downswings, TFP can be overrated or underestimated, which in turn can affect the accuracy of real-time exit gap estimates. The simplification of the assumption of a constant degree of use of capital and work can be relaxed by doing of investigation indicators such as the capacity utilization rate in the manufacturing sector or economic climate
indicators. These complementary indicators are incorporated into the approach commonly agreed to the production function, so as to keep track of the variations in the use of the existing capital during the ups and downswings. 34 Simulations designed to test the relative merits of an approach of this extended production function towards encouraging
results of the a € oestandarda € (see figure 4.) approach even if the results vary in all countries, 1 'Inclusion of the rate of use of capacities or other investigation indicators tends to reduce the uncertainty that surrounds the estimates of the output gap in real time. 35 Source: Commission services. Monitoring of short-term fluctuations of tax elastics
compared to the other warnings of the CAB, tackle the short-term fiscal elasticity fluctuations has so far resulted more difficult. While progress has been made to get a grip on the problem, work is still in progress. To improve the measurement of tax elasticities in the tax framework of the EU and, in turn, to improve the evaluation of the structural
budget, two separate issues have been addressed: (1) what guides the annual fluctuations of tax elasticities, and (2 ) How important are the changes in the fiscal content of growth for the assessment of the CAB? The standard approach established in the literature to understand the behavior of tax revenues are econometric regressions in which the
annual fiscal data are linked to economic activity measures and a series of other variables that should influence the level of taxation. 36. A variant of this standard approach was examined by the European Commission. 37 of Regulation (EEC) n. The variant explicitly allows to produce compositional effects that lead to a higher or lower tax-pil
relationship, such as changes in consumption or in the wage share of GDP or significant changes in the prices of activities and raw materials. The results are encouraging. They provide a relatively persuasive account of why the tax content of GDP has increased or decreased in the past. For example, at the end of the 1990s and at the beginning of
2000, the marked increase in current taxesiness compared to GDP can be attributed to an increase in the consumption share of total income in Germany and a combination of one Higher salary altitude, the increase in imports and prices of assets in France. Although the identification of drivers of fiscal elasticity is intrinsically useful, as it provides an
understanding of what is under the composition effects, it is not enough to understand the impact on the underlying fiscal position. To evaluate more precisely if the composition effects are temporary or not, it is necessary to analyze the behavior of the individual tax bases. A disaggregated approach is crucial because the individual tax bases, such as
family consumption, wages and profits, can (and in practice) follow a different model than overall GDP. If all the tax bases were completely synchronized with cyclical fluctuations of the aggregate level of economic activity, the composition effects would not have a role. In order to cast the composition effect in a permanent and temporary part, the
European Commission38 applied a variant of the disaggregated approach developed and used by the European system of central banks (SEBC). 39 tax revenues are divided into four categories (indirect taxes, personal income taxes, corporate income taxes and social security contributions) and linked to the relevant tax bases or approximations, is
valuated Domestic consumption, gross operating surplus and wages. 40 The unbundled approach provides a direct estimate of the cab by subtracting the temporary component from the actual yield of each fiscal category. The difference between the traditional cab and this alternative calculation provides a proxy for the impact of the composition
effects. An empirical application of this approach to a one Of the great countries of the EU (Germany, France, Italy and the Netherlands) in 1996-2007 for interesting results that are in line with expectations. In particular, the effects of the composition have had a strong and positive impact at the end of the 1990s and at the beginning of 2000, while
they were rather negative in 2003-2006. The composition effect was particularly strong in 2000, when it involved a superimination of different PIL percentage points in the improvement of the CAB in large EU countries considered (see Figure 5 and 6). Needless to say, an assessment based on the title defordances would have been even far from the
mark. Source: Commission services. The lessons to learn from such exercise are simple. At the end of the 1990s and at the beginning of 2000, taking into account the compositional effects, he would show significantly lower improvements in structural budgets. On the contrary, during prolonged slowdown following the explosion of the 4 € ceBolla Itca
€ in 2001, the compositional effects have obtained excessively reading the conventional cab in some countries, particularly in Germany, but also in the Netherlands e In the United Kingdom. The detailed assessment of the government's tax revenues according to the lines described above is part of the EU's common tax surveillance framework. For the
moment, the reference method for the evaluation of tax revenues remains what is based on the invariant elasticity of the time. However, in order to obtain a better overview of the underlying fiscal situation and tax adaptation in the EU Member States, the Commission services complete, on a informal basis, the standard analysis with a more detailed
approach. 41 Accounting for one-off and temporary measurements The fourth modification of the CAB concerns the temporary elements of the budget that are not linked to changes in the economic environment but result from the discretionary decisions taken by the tax authorities. Once an agreement is reached on what measures a € ceOne-off and
temporarya € are, they must simply be net from the cab so as to reveal the & € eeVeraa € structural budget position. The importance of abstraction from one-off and temporary measures for the assessment of tax benefits was recognized in the Council report of March 2005, which supports the revision SGP.42 in fact, all the key requirements of the
revised SGP, like L Annual adjustment required and the medium-term budgetary objective are defined in the terms cyclically regulated net of one-off and temporary measures. The Code of Conduct also includes a definition that affirms, which & € ceA measure out of measure is measures that have a transitional effect that does not lead to a constant
change in the intertemporal budget positiona € .43 in practice, however, find one Common understanding about one-off and temporary measures has not always been easy. Due to the relevant novelty of the phenomenon, there was no stable taxonomy to refer to. In addition to very obvious cases, such as the sale of UMTS licenses, each measure had to
be assessed individually, which has repeatedly given rise to debates. Member States would insist that measures produced permanent effects, while the European Commission generally hired a more prudent opinion. The experience accumulated over the years shows that the assessment of the hypothesis that a certain measure should be considered
temporary inevitably involves the judgment. However, in order to avoid arbitrary decision making and guaranteeing equality of treatment in all Member States, the Commission, in collaboration with the competent council committees, agreed on some principles. 44. The following common features are to be considered: as a general principle, only
measures that have a must be considered significant on the balance of the general government, so it is significant to be above the level of a decimal point of the pil. the temporary nature of a tax measure arises from its impact on the general balance of the budget of public administrations over time; time;It must be concentrated in a single year or a
very limited number of years. One-off and non-recurring temporary measures and should be evaluated in the context of a sequence of related measures. For example, although each investment project is unique, they must be seen in the context of a continuity of investment decisions established over time. The increasing deficit measures should not be
counted as one-off and, therefore, do not be excluded from the cab. The evaluation of the non-recurring nature of certain expenses is particularly difficult. The measures destined to be temporary often become permanent. Although the above elements do not allow a comprehensive identification of one-off and temporary measures, they serve as
guidelines to make sure that a case-by-case evaluation follows the consistent principles. At the top of these guidelines, the following indicative list of disabled measures have emerged: the tax funnies involving a one-off payment with tax payers; Sales of non-financial activities (real estate, licenses and public property concessions); securitization
operations with a positive impact on the balance of the general government budget; Temporary legislative variations in the times of Estonian or revenues with a positive impact on the balance of the general government budget; Exceptional revenues from state-owned company with a positive impact on the balance of the general government budget;
exceptional revenues linked to the transfer of pension obligations; and changes in revenues or expenses following the judgments of a court or other authorities. Conclusions The budget budget cyclically (CAB) is a commonly used fiscal indicator. It is also used in the tax surveillance of the EU, where it has obtained the official "official" status with the
reform of the stability and growth pact (SGP) in 2005. In clear contrast with the SGP I mark, which has concentrated On the title the figures, most of the requirements of the revised pact are expressed in terms of cyclically regulated. At the beginning, the great hopes were attached to the change in focus. The expectation was that by removing the
cyclical elements of the budget, it would get a more clear vision of the actual tax situation of a country and derived more solid political conclusions. These expectations developed in the wake of the rather difficult experience with a fiscal surveillance structure based on nominal figures. A country that seemed to be close or constantly moving towards
the goal of a balanced budget one year, suddenly finds itself off the track when cyclical conditions have changed. In light of this, all eyes turned to the cabin, which seemed to offer the virtues lacked figures of the title. Unfortunately, the honeymoon effect did not last long. A number of fries have emerged in the new report: it has transformed that the
cab has always provided accurate signals of the tax benefits of the Member States. However, instead of abandoning the taxi in a frustration anger, efforts have been made to understand and correct weaknesses. This result reflects the awareness that restoring a fiscal surveillance system centered on the title deficits would not improve things. It also
reflects the understanding that some of the problems encountered in the use of the cabin are probably, in the spirit of the Law of Goodhart, intrinsic to any surveillance framework based on the rules, rather than the indicator himself. In this regard, it is understood that the improvement of the cabin would be the way to follow. Thanks to the
improvements reached over the years, a much better and more accurate understanding of the virtues and wedges of the taxi prevails today. Progress has been made in identification and measurement Fiscal efforts by the Member States, the measurement of cyclical conditions in real time and the evaluation of tax developments. Some of these
improvements have been officially incorporated into the surveillance framework, such as the concept of conditional compliance against unconditional compliance with fiscal plans or understanding understanding Le rettifiche fiscali devono essere valutate al grandto delle misure una tantum e altre misure temporanee. Altri progressi metodologici, in
particolare la valutazione degli effetti della composizione delle imposte governanceative e 1'uso di indicatori complementari per la valutazione in tempo reale del divario di uscita, hanno ancora uno status informale ma sono uszati dai servizi della Commissione per formare una visione ben informata di svilup. Martin Larch and Alessandro Turrini,
Bureau dei consulenti politici europei, Commissione europea e direzione generale per gli affari economici e finanziari, Commissione europea, Bruxelles, Belgio. Le opinioni espresse in questo document sono quelle degli authori e non riflettono necessarily la posizione della Commissione europea. Gli authori sono in debito con Salvador Barrios, Servaas
Deroose, Antoine Deruennes, Vertor Gaspar, ISTVA;N SZA © Kely and Lucio Pench per commenti utili. Nel Quadro della sorveglianza del bilancio dell'UE, la caba deriva da Cabt = BBT - ip - OGT WHLUDYBBT ¢ il bilancio nominale del bilancio al rapporto PIL nell'anno T, il parametro di sensibilita di bilancio e OGT il di variao di uscita nell I1
potenziale output puo essere derivato dai metodi pure statistici (ad esempio il filter Hodrick-Prescott) o i metodi strutturali, i metodi basati sulla funzione di produzione. Il metodo di riferimento per il SGP e un approccio della funzione di produzione. It is stato ufficially adottato dal Consiglio Ecofin il 12 luglio 2002. Una descrizione dettagliata
dell'approccio si trova in Denis et al.1 Il parametro generale della sensibilita ip € ottenuto aggregando le elasticita dei singoli articoli di bilancio stimati tramite una methodology sviluppata da L'OCSE e concordato dal gruppo di lavoro GAP di uscita, un gruppo di lavoro del comitato di poli economica. Le singole elasticita delle entrate I - r, sono
aggregata ad un'elasticita complessiva di entrate I - r weightata dalla quota di ciascuna nelle tasse di current totale (RI / R): come per l'elasticita della spesa I - G, pud essere espressa come Dove - G, U & l'elasticita delle spese relative alla disoccupazione, ancora una volta stimata sulla base della methodology concordata dalla methodology dell'OCSE
and GU / G & la quota delle spese relative alla disoccupazione nelle spese primarie correnti totali. Poiché le variabili di bilancio sono generalmente espresse in percento del PIL, le elasticita delle entrate e della spesa I a e I - G (che misurano la variazione del livello di un element di bilancio rispetto al GAP di uscita) vengono trasformate in parametri di
sensita follow : La differenza iur - pg produce il parametro sensibilita del bilancio complessivo del bilancio i uszato nell'equazione che definisce la caba. Le stime empiriche dei parametri di sensibilita di bilancio attually in use EU sono riportati nella Tabella 1. 1 C. Denis, K. McMorrowrey, W. Roeger: Approccio della funzione di produzione per
calcolare la Cresceta del potenziale grownta and gap di uscita - Stime per gli Stati membri dell' EU and gli Stati Uniti, in: European economy, documenti economici, n. 176 del 2002. 2002.
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