
EXPENDITURE RULES

Fiscal (or budgetary) rules regulate the develop-
ment of public budget deficits and surpluses (see
DICE Report 2/2004), without explicit reference to
expenditures or revenues. The revenue side is
strongly dependent on the growth development of
the economy and can be influenced only by tax-
rate and tax-system decisions, which do not fit eas-
ily into current stabilisation policy or to short-term
budget consolidation. The expenditure side of the
public budget, in contrast, offers a wider range of
possibilities for current and discretionary policy
decisions aimed at stabilising the economy or con-
solidating the budget. Explicit expenditure rules,
thus, might serve to make fiscal rules more effec-
tive.

Such a possible underpinning of fiscal rules by
expenditure rules may be of specific importance
for EU countries. All member states are required
to avoid “excessive deficits” (considered to be
above 3 percent of GDP according to the EU
Treaty), while Euro countries are even obliged to
have a budget position of “close to balance or in
surplus” according to the Maastricht Treaty.

Expenditure rules, which formulate expenditure
targets, can be designed in different ways:

• A rule can relate to the total of all expenditures,
to some particular expenditure items only or
can exclude some items (like investment expen-
ditures or interest payments). The rule can also
specify different targets for different aggregates.

• Expenditures may be those of the central gov-
ernment only or may include all administrative
levels.

• Expenditure targets and their development can
be expressed in nominal or in real terms, and as
a level or a rate of change, which leads to four
possibilities.

• The rule must relate to a certain time span with-
in which the target is to be met. This may be the
next year only or a longer period.

• The expenditure rules may be based on legisla-
tion or on political commitment only.

• An effective rule must specify possible sanc-
tions in case the target is not met.

The majority of EU member countries – 14 out of
25 – have installed such rules to keep the expendi-

ture side of their budgets under control (see Table
1). Germany already introduced expenditure rules
in the beginning of the 1980s, with other EU coun-
tries following 10 to 20 years later. In some coun-
tries such rules have been introduced very recently
– in reaction to the Stability and Growth Pact of
Maastricht.

In many countries expenditure rules relate to total
public expenditures, but there are also cases where
a specific subset of expenditures is addressed, for
example primary expenditures in Belgium, Ireland
and Italy, public consumption in Denmark, com-
pensation of public employees in Greece. In
Austria and Italy two and three targets, respective-
ly, are in force.

Most countries formulate their expenditure rules
only for the central government sector, while bor-
rowing restrictions hold for lower government lev-
els. An exception is Germany where expenditure
rules – albeit soft ones – apply to all levels of gov-
ernment.

The specific way in which an expenditure target is
expressed differs widely in EU countries. All of the
above-mentioned four possibilities occur. A target
of a real or nominal growth rate is widespread, but
some countries put ceilings on (absolute) levels of
certain expenditure items (for example in Italy,
Spain, Sweden and the UK).

There is also a wide variety concerning the time
span for which the rule applies. The majority of
countries have installed a multi-year framework,
but its concrete definition differs.

Most expenditure rules do not have a legal basis
but rest on a political commitment. Thus, also their
enforcement is weak. This is reflected in the
absence of prescribed actions in case of non-com-
pliance to the rules in most countries (see Table 2)
where no enforcement measures nor sanctions are
specified ex-ante. An exception seems to be
Austria, where for total expenditures (not for
administrative expenditures) similar sanctions
apply as are foreseen in the “excessive deficit pro-
cedure” of the Maastricht Treaty.

The EU Commission (2003) analysed the develop-
ment of expenditures following the introduction of
spending rules in 10 EU countries. The conclusion
reached was “that there are no evident changes in 
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Table 1

Rules for public expenditure, EU countries, 2003: Basic characteristics

Expend iture
item

Definition of ta rget Level of
applica tion

Date of
introduction

Time span

Austria Administrative
expenditure

Cuts in personnel, mostly
through not r eplacing civil
servants leaving for r e-
tirement.

Central govern -
ment.

Previous rule:
2000; forthcom-
ing rule: 2003.

End of legislation
period (previous
rule: 2003 in th e-
ory but government
collapsed in 2002;
for forthcoming
rule: end of 2006).

Total expend i-
ture

Budget balance rule.
However, budgetary tar-
gets can be attained via
expenditure side measures
only.

Regional and
local gover n-
ments.

2001 End of the current
financial equalisa -
tion.

Belgium Primary
expenditure

Annual real growth rate
to 1.5%, in medium term.

Originally: fed-
eral government
and social secu -
rity (entity 1).
From 2001
onwards: federal
government.

First mentioned
at end of 1998 as
'point of refer-
ence'.

Medium term (time
frame as covered
by stability pro -
gramme).

Den mark Public con-
sumption

Annual real growth rate
to 1% on average du ring
1999-2005.

Central govern -
ment.

First mentioned
in 1997, but
became fully
binding in 1999.

Multi-annual rule
(three years).

Finland Total expend i-
ture

Freezing real central
government spending all
the level of 1999 ou t-
come.

Central govern -
ment
on-budget ex-
penditure ex-
clud ing extra-
budgetary funds
(pension, etc.)

1999, but annual
frames for cen-
tral government
spending were
designed already
at the beginning
of 1990s.

Cabinet period
(latest: 1999-
March 2003).

France Total expend i-
ture

Cumulative real growth
rates, as established each
year for the next 3 years.

Mainly central
government.

1997 Medium term,
rolling.

Germany Overall
expenditure

Annual nominal growth
rate to be agreed on
yearly basis by F inanz-
planungsrat (FPC).

Central, regional
and local gov-
ernments.

Beginning of
1980s.

Current and fol-
lowing four years.

Greece Compen sation
of employees

Recruitment norm 5:1
(one new recruitment for
every five civil se rvants
leaving service ), except for
health, education and
armed forces where the
norm is 1:1.

Central govern -
ment.

1997 Indefinite

Ireland Total expend i-
ture

Annual nominal growth
of 4% on average during
1998-2002.

Central govern -
ment.

1997 5 years of the go v-
ernment's term:
1998-2002.

Italy Primary e x-
penditure

Nominal ceilings or
"safeguard rules" for all
provisions included in all
legislation introducing
new and higher expendi-
tures.

General
government.

End 2002 Indefinite

Current pri-
mary expendi-
ture of regions

In 2002, +4.5% com-
pared to 2000 engag e-
ments. In 2003, 2004 and
2005: 2002 abso lute
value + target infl a tion.

Regions. End 2001 2002-2004
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(Table 1 continued)

Expend iture
item

Definition of ta rget Level of
applica tion

Date of
introduction

Time span

Italy State fun ding of
health care
expe nditure

Ceilings on expenditure
by regions over a 3-year
period. Revised in 2001:
ceiling of q  71.3 billion
in 2001, with annual
increases in 2002-2004
equal to nominal GDP
growth as estimated in the
medium-term plan.

Regions. 2000 2000-2003
(revised target for
2001-2004).

Nether-
lands

Expend iture as
defined by the
ceilings

Medium term real expen-
diture ceilings, translated
each year into nominal
amounts.

General go v-
ernment.

First introduced
in 1994 ; adapted
in  1  99  8 an d
2  00  2. 

Medium term:
coverage according
to cabinet period.

Portugal Compensation
of employees

No new labour contracts
in the central administra -
tion are to be signed
unless authorised by the
Minister of Finance.

Central govern -
ment.

2002 Current legisl a ture
(2002-2005).

Spain Non financial
expe nditure

Fixed ceiling set up annu -
ally in the budget Law.

Central govern -
ment.

2003 Annually

Sweden Primary ex-
penditure plus
expenditure for
the old-age
pension system
outside the
budget.

Annual ceiling on nom i-
nal expenditure: expen -
diture covered by the
ceiling should not rise
faster than (projected)
nominal GDP.

Central govern -
ment.

1997 3 years ahead,
rolling.

United
Kingdom

Departmental
Expenditure
Limits (DEL) a)

Government Department
sets spending plans for the
level of nominal expen di-
ture for three years ahead
in so-called Comprehe n-
sive Spending Reviews
(CRS). Parliamentary
authority to spend must
still be obtained each
year.

Government
Departments.

First launched
under the 1998
CSR for the
period 1999-
2002. A new
batch of three
years was set in
the 2000 CSR
and again in the
2002 CSR.

3 years. The CSR
take place every
two years – the
third year of the
previous exercise
becomes the first
year of the su c-
ceeding exercise.

a)  The two main parts of the UK's budgeting and control framework are DEL (Departmental Expenditure
Limits) and AME (Annually Managed Expenditure). Government departments are given three-year spend-
ing limits: the DELs. Any spending that cannot reasonably be subject to such multi-year limits is included in
AME (e.g. social security spending, net payments to the EC). All AME projections for future years are est i-
mates which are updated twice-yearly in the Budget and Pre-Budget Reports. Together, AME and DEL
sum to Total Managed Expenditure (TME), a national accounts measure defined as public sector current
expenditure plus net investment plus depreciation. In tables 1 and 2, only DEL spending is included, since
this is the only part of TME which is subject to multi-year limits.

Sources: European Commission (2003), Public Finances in EMU 2003, Brussels (COM (2003) 283 final);
also published in: Euro pean Commission (ed.), (2003), European Economy No 3/2003.
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Table 2

Rules for public expenditure, EU countries, 2003: Non-compliance, shocks, experience

Action in case of non-
compliance

Exception to rule in case of
economic shocks

Experience with the rule

Austria
(Administra -
tive expend i-
ture)

No measures specified ex ante. No automatic exceptions
specified ex ante.

The planned personnel cuts
were implemented as
planned from 2000-2002.
Despite an increase in pe n-
sion expenditure for public
servants, it is assumed that
this rule has had a restrain -
ing impact on expenditure.

Austria
(Total ex-
penditure)

Financial sanctions similar to
those of the excessive deficit
procedure of the SGP, via
revenue distribution mecha -
nism between central and
lowers levels of government.

The flood disaster in 2002
led to a temporary suspen -
sion of the rule, i.e. not tak -
ing into account of flood-
related expenditure in the
year 2002 and 2003.

Ceiling not respected in
2001. Not respected in 2002
but suspended for that year.
In general, difficult to meas-
ure structural savings of
regions.

Belgium No measures specified ex ante. No automatic exceptions
specified ex ante.

Limit was respected in 2000
and 2001, but not in 1999.
Difficult to judge adherence
given status of medium term
benchmark.

Denmark No measures specified ex ante. No automatic exceptions
specified ex ante. However,
discretionary revisions of
target have taken place, e.g.
in 2001 when target was
raised from 1% to 2.2%.

Difficult to judge adherence,
given specification of average
target over several years and
revisions of the target during
that period. New government
is implementing system that
aims at recuperating slippage
in subsequent years.

Finland No measures specified ex ante. No automatic exceptions
specified ex ante. However,
declining government debt
and falling unemployment
have created leeway for
additional expe nditure.

Overruns occurred in 2001
and 2002 and accord ing to
the 2003 spending guideline
central government budget-
ary spending is estimated at
q 1.2 billion over the ou t-
come of 1999. It is generally
assumed that the framework
has had a restraining impact
on expe nditure.

France No measures specified ex ante.
These targets are not legally
binding and are usually ad -
justed in medium term pr o-
grammes of later years and the
final budget for any particular
year.

No automatic exceptions
specified ex ante.

The original medium term
objectives have not been
respected. However, in gen -
eral the increases fixed in the
yearly budget have been
respected, except in 2002.

Germany From 2004 onwards, the FPC
would discuss deviations and
could agree upon recommen -
dations.

No automatic exceptions
specified ex ante. However,
discretionary revisions of
targets have taken place, at
least in dow nswings.

Ceiling not respected in
2002; it remains to be seen
how possible recommenda-
tions by the FPC on non-
compliance would affect
outcomes.

Greece No measures specified ex ante. No automatic exceptions
specified ex ante.

Political commitment, not
legally binding. Difficult to
assess the implementation of
the recruitment norm.

Ireland No measures specified ex ante.
Target abandoned in budget
for 2001 as the ceiling of 4%
in nominal terms turned out to
be ambitious given high nomi-
nal GDP growth.

No automatic exceptions
specified ex ante.

Rule abandoned in budget
for 2001 rather than ad -
justed to reflect higher than
expected nominal GDP
growth.

Italy
(Primary
expenditure)

Application of legislation is
frozen until new legislation
makes fund ing available.

No automatic exceptions
specified ex ante.

Too early to assess. How-
ever, some evidence of a
reduction in general govern -
ment consumption on quar-
terly data.



the behaviour of expenditure once spending rules
are introduced” (p. 143). This result may be plausi-
bly related to the, most often, weak enforcement
mechanism of the expenditure rules. Up to now,
the existing expenditure rules do not seem to con-
tribute largely to the better achievement of overall
budget aims, like those of the Maastricht Treaty.

R.O.

References

EU Commission (2003), Public Finances in EMU 2003, Brussels.

DICE Report (2004), Fiscal Rules, No. 2/2, p. 85 f.

CESifo DICE Report 4/2004 64

Database

(Table 2 continued)

Action in case of non-
compliance

Exception to rule in case of
economic shocks

Experience with the rule

Italy
(Current
primary
expenditure)

None direct. Remote action
only in case of EU sanctions
following a breach of the
Maastricht Treaty 3% of GDP
deficit threshold.

No automatic exceptions
specified ex ante.

Too early to assess.

Italy
(State fund-
ing of health-
care expen -
diture)

None. State-Regions agree-
ment. However, any extra
deficit should be covered by
regions through own resources
or by expen diture cuts.

No automatic exceptions
specified ex ante.

The ceiling was not respected
and a new agreement be-
tween state and regions was
negotiated in 2001. Accor d-
ing to provisional figures, the
ceiling was breached also in
2001.

Netherlands Commitment to offset overruns
of expenditure ceilings by
expenditure cuts.

Specific rules formulated for
dividing windfalls between
lowering the deficit or the tax
burden.

General expenditure ceiling
has been adhered to, but
overruns have occurred as
regards the specific targets
for subsectors (health care).
It is generally assumed that
the framework has had a
restraining impact on expen -
diture.

Portugal No measures specified ex ante. The Finance Minister alone
can override the freezing, in
particular for sensitivity areas
like health  care.

Too early to be assessed.

Spain No measures specified ex ante. This limit includes a contin -
gency fund, set at 2% within
this limit, so as to meet un-
foreseen events in the budget.
Therefore, any unexpected
non-financial expenditure
increases have to be met
throughout this contingency
fund and/or by decreasing
other spending items.

To be assessed since 2003 is
the first year of applica tion.

Sweden Bi-annual monitoring re-
quired by the Budget Law. If
there are signs of overruns
(overall) the government shall
prepare a proposal for correc-
tion.

No automatic exceptions
specified ex ante.

The expenditure ceilings
have been respected in each
year since 1997 when they
were first introduced. It is
generally a ssumed that the
framework has had a r e-
straining impact on expen-
diture.

United King-
dom

The DEL plans are binding,
but they can be altered in the
budget process and are sub ject
to approval by government
and parliament. Under- or
overspending in one year can
be offset in another year
within the current three-year
batch.

No automatic exceptions
specified ex ante.

The government's medium
term plans published in the
Budget report, and which
form the framework for DEL
programmes, are required,
under the terms of the Code
for Fiscal Stability, to meet
the government's fiscal rules.
They have satisfied these
rules so far.

Sources: European Commission (2003), Public Finances in EMU 2003, Brussels (COM (2003) 283 final);
also published in: Euro pean Commission (ed.), (2003), European Economy No 3/2003.


