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JAK INTELIGENTNE REFORMOVAT
VEREJNE FINANCE

AN INTELLIGENT REFORM OF PUBLIC FINANCE

SHRNUTI

EXECUTIVE SUMMARY

Ceské vefejné finance potiebuji reformu. Jejich
momentaln{ stav je vazny, ale v mezinarodnim srovnani
nen{ katastrofalni. Pokud se nepodafi snizit chronické
deficity, stoupne vladni dluh z nynéjsich 35% k 70%
HDP do roku 2020 a bude nezménénym tempem
stoupat dal. Cesko mé pfitom realistickou $anci dluh
stabilizovat na urovni okolo 50%. Vyzaduje to ovSem
v nejblizsich letech stlacit primarn{ rozpoctové deficity
pod 1.8% HDP, tedy na polovinu souc¢asné urovné, a
pod touto trovni je trvale udrzet.

Proto se reforma nesm{ omezit na jednorazova zvyseni
nekterych dani ¢ ndhodné skrty ve vydajich, ale je tieba
systematicky reformovat systém vefejnych financi tak,
aby dlouhodobé negeneroval dalsi a dalsi deficity. Je

nutné:

= Zkvalitnit fiskaln{ instituce, tj. zakonna pravidla
pro piipravu, schvalovani, a implementaci
rozpoc¢tu a vSech zdkond s dopadem na
rozpocet. Kuwvalitn{ instituce snizuji deficit,
posiluji  dlouhodoby horizont pii piiprave
rozpoct, podporuji efektivni a transparentni
rozdéleni vydaji.

® Prosazovat zmény, které jsou zadouci i bez
ohledu na deficit. Efektivnéjsi danovy systém
stimuluje  ekonomickou aktivitu, omezuje
daniové dniky a zajist'uje vyssi pifjmy.
Efektivnéjsi vydajovy systém pfinasi veétsi
uzitek a Setff naklady statu.

= Pii pifpraveé reforem vychdzet z moderni
ekonomické teorie a empirického hodnoceni
vladnich politik (evidence-based policy).

V této studii rozvadime tento pfistup a aplikujeme jej
na dva konkrétni reformn{ navrhy.

Prvni aplikace navrhuje reformu fiskdinich instituci. Dle
naseho odhadu nekvalitn{ instituce navysuji deficit o
cca 9 miliard korun, ¢ili skoro 9 procent primarniho
deficitu. Jednou =ze slabin jsou tzv. stfednédobé
vydajové ramce, které mély omezit nekontrolovany rist
vydaju, ale byly porusovany. Navrhujeme jejich
zptisnéni, aby mély vyssi pravn{ silu, dokazaly posilit
rozpoctovou disciplinu, a zvysily transparentnost pii
pfipravé a schvalovani rozpoctu.

Czech public finances are in need of reform. The situation is
serious, although by international standards it is not
desperate. If the chronic budget deficits are not reduced, the
government debt will rise to from 35 % to 70% of GDP by
2020 and will continue to grow at the same rate thereafter.
The Czech Republic does have a realistic opportunity to
stabilize its debt at around 50% of GDP. Doing so will
require reducing the primary deficit below 1.8% of GDP in
the next few years, and to keep it there permanently.

For that reason, the reform must not be limited to ad-hoc tax
hikes or selected expenditure cuts. What is needed is to keep
reforming the public finance system systematically in order to
prevent it from starting to accumulate new unsustainable
deficits. It is necessaty to:

* Improve the quality of fiscal institutions, i.e., the
rules for preparing, approving, and implementing the
budgets and other laws that affect the budget. Good
institutions help to reduce the deficits, reinforce a
long term horizon in budget preparation, and
encourage efficient and transparent allocation of
expenditures.

®  Push for reforms that are desirable irrespective of the
current deficit. A more efficient tax system will
encourage economic activity, reduce tax evasion, and
generate more revenue. A more efficient expenditure
system delivers higher value to taxpayers and reduces
the cost of government.

" Base reform proposals on modern economic theory
and empirical evaluation of policies (evidence-based

policy).
In this study we present this approach in more detail and
apply it to two specific reform proposals.

The first application proposes a reform of fiscal institutions.
According to our estimates low-quality institutions increase
the deficit by approximately CZK 9 billion, or almost 9
percent of the primary deficit. A particular candidate for
improvement is the so-called medium term expenditure
frameworks which had been introduced to put a cap on an
uncontrolled growth of expenditures but were not always
obeyed. We propose to make them stricter in the sense that
they would be more legally binding, encourage fiscal
discipline, and increase the transparency of the budget.



V nasem navrhu se v prvaim povolebnim roce schvali
rozpocet na prvni rok a celkové vydaje na dald tfi roky.
Ty (oproti soucasnosti) budou pravné zavazné, tj. v
dalsich letech nebude uz nutné schvalovat celkové
vydaje nanovo. Odchylky od takto pfeduréenych vydaju
budou mozné pouze z pfedem danych duvodu, které
v zakoné o rozpoctu musi byt jasné “vydactovany”.
Vydaje v rozpoctu a v ramcich budou zahrnovat stejné
vydajové polozky, takze bude mnohem snadnéjsi
kontrolovat, zda vlada ¢i Snémovna vydajové limity
neporusuji. Vlada bude moci efektivnéji sestavit
dlouhodobou strategii na snizovani deficitu a nasledné
se ji také drzet.

Druha aplikace se tyka vydajového programu, ktery
stoji pfes 13 miliard korun roc¢né (12% primarniho
deficitu) a ktery se ukdzal velmi odolnym vici snaham o
jeho omezeni — podpora stavebnibo sporent.

Sporné dopady stavebniho spofeni kvantifikujeme
pomoci dat z prizkumu domdcnosti. Jeden ze svych
deklarovanych ucelt, podnécovani domacnosti k
vys$im usporam, plni podpora stavebniho spofeni
velmi omezené. Dle naseho odhadu minimalné 44%
podpor jde domacnostem, které by i bez nich mély
stejnou vysi uspor, a maximalné 29% podpor sméfuje k
domacnostem, které diky nim spofi skutecné vice.
Jedna se o dotaci pro stiedn{ a bohatsi vrstvy — vyuziva
ji okolo 70% domacnost{ s pfijmy mezi 30 az 70 tisici
Ukazujeme, Ze zvySuje nerovnost v pifjmech zejména v
chudsi poloviné domacnosti.

Rusit podporu stavebniho spofeni je zadouci. Praktickd
implementace v$ak musi minimalizovat nartst novych
smluv, které se lidé snazi uzaviit pfed snizenim
podpory a paradoxné tak zvysuji vydaje. Behavioralni
ckonomie poskytuje voditko — podpora nesmi klesnout
skokové. Navrhujeme postupné snizovani rocnfho
limitu statni podpory sdatem uzavieni smlouvy z
dnesnich 3000 korun kazdy mésich o 50 korun az k

nule

Tyto dva dil¢f navrhy aplikujici moderni ekonomickou
teorii a empirické hodnoceni vladnich politik (evidence-
based policy) dokazi dlouhodobé sniZit deficit o zhruba
22 miliard korun. To samo o sobé sta¢f k poklesu
strukturalniho deficitu na 3 procenta, umoznujictho v
pfipadé obnoveni béznych temp ristu HDP pfijetd
eura. Implementace obdobného pfistupu systematicky
na dal$i aspekty vefejnych financi umozni pfebytky
rozpoctu a snizeni dluhu v obdobi rychlého
ekonomického rastu.

In our proposal, the first post-election budget would be
approved jointly with total expenditures for the following
three years. These pre-set future expenditures would be
legally binding, i.e., it would not be necessary to approve new
total expenditures again in the subsequent years. Deviations
from the pre-set expenditures would be possible only for
clearly specified reasons and would have to be cleatly
accounted for in the Budget Act. The expenditures in the
budget and in the framework will include the same
expenditure categories, making it easier to check whether the
government or the House is not violating the expenditure
limits. The government will have a more effective tool to pre-
commit to a longer-term strategy to reduce the deficit, and
also to stick to it.

Our second application concerns a spending program which
costs over CZK 13 billion each year (12% of the primary
deficit) and which has proven resistant to efforts to cut it —
subsidies to the building savings acconnts.

We quantify its effects using a household survey recording
the usage of various savings and credit products. The housing
savings subsidies only modestly fulfill one of their stated
goals, that is, encouraging houscholds to save more.
According to our estimate at least 44% of the subsidies are
received by households that would have the same savings
even in their absence, and at most 29% of the subsidies are
received by houscholds that probably save more because of
them. It is a subsidy for the middle and upper middle classes,
being collected by about 70% of households in the CZK 30-
70,000 per month income range, but only by 17% of
households with lowest incomes. We show that it increases
income inequality, especially among the poorer half of the
population.

Eliminating the building savings subsidies is desirable.
However, the actual implementation must minimize the jump
in the number of new savings accounts that people try to
open just before the subsidy is cut and as a consequence
pushing up the spending. Behavioral economics provides
guidance — the subsidy cannot be reduced abruptly. We
propose to gradually decrease the annual limit for the subsidy
with the date of opening the new account from today’s CZK
3000 by CZK 50 per month all the way to zero.

These two proposals applying modern economic theory and
evidence-based policy to two admittedly partial topics are able
to reduce the deficit by about CZK 22 billion. That in itself is
sufficient to reduce the structural deficit to 3 percent of
GDP, allowing for the adoption of the euro when economic
growth returns to usual levels. Applying our approach to
other aspects of public finances will lead to a budget surplus
and a debt reduction in periods of rapid economic growth.



1.UVOD: VECNY A INTELIGENTNI POHLED
NA VEREJNE FINANCE

1. INTRODUCTION: A PRAGMATIC AND
INTELLIGENT APPROACH TO PUBLIC FINANCES

Mezi domaci odbornou a laickou vefejnosti panuje
nespokojenost s fungovanim vefejnych financi a obavy,
ze se nas ekonomicky vyvoj muze zacit podobat vyvoji
vRecku. Viteto kritké studii ukdZeme, ze
nespokojenost je namisté, obavy jsou pifehnané, a Ze
existuje potfeba a moznost fidit vefejné finance
inteligentnéji nez doposud.

Zikladni fakta jsou nasledujici. Vefejny dluh v roce
2009 c¢inil 1282 mld. K¢, coz predstavuje 35.4%
hrubého domacitho produktu (HDP). Schodek
rozpoctu v roce 2009 ¢inil 215 mld. K¢ (5.9% HDP) a
tento rok se zfejmé bude pohybovat kolem 5.5-6.0%.
Pro vstup do EMU bychom m¢li mit deficit pod 3%.
Ve srovnani s mnohymi zemémi Evropské unie je nase
situace tudiz vazna avSak zatim ne kritickd. Dobry
strategicky pfistup, ktery v teto studii navrhujeme,
mutize Cesko odvratit od nebezpedi.

Reseni problému s deficitnim  hospodafenim ~ a
rostoucim dluhem je zdanlivé prosté: snizit ¢i zabrzdit
vydaje, pifpadné zvysit vybér dani. Dosavadni vefejna
debata se vSak pfili§ omezuje na politicky motivované
navrhy na jednorazové zvyseni té ¢i oné dané ¢i Skrt
toho ¢i onoho vydaje. To k adekvatnimu fesen{ nestaci.
V debaté chyb{ tii zasadni aspekty:
®  Dilouhodoby vibled za dnesni deficit s dirazem na
udritelnost. Nestacl jednorazové zredukovat
deficit, ale je tfeba nastavit systém vefejnych
financi tak, abychom nezacali akumulovat
deficity nové.
= Komplexni  pobled  prekracujici  okamité  obayy
g deficitu. 'Ten je spiSe symptomem Spatné
fungujictho systému nez problémem sim o
sob¢. Debata o rozpoctu by se mela vice
zaobirat zménami, které jsou zadouci 1 bez
ohledu na deficit Zménami, které zajisti pravni
ramec pro pfijimani kvalitn¢jsich a méné
deficitnich rozpoc¢ti v budoucnu. Zménami,
které zajisti nejen vyssi danové piijmy, ale i
efektivnéjsi danovy systém, ktery bude méné
pokiivovat ekonomickou aktivitu a méné
podnécovat k danovym unikam, a tudiz zajistd
vyssi piijmy pfi niz§i mife zdanéni. Zménami,
které povedou k systémovym usporam ve
vefejnych vydajich.
= Moderni ekonomickd logika. Politické navrhy
rozpoc¢tovych zmén

jsou casto pouhym

There is a general dissatisfaction with the way the Czech
public finance system functions, recently being fuelled by
wortries whether economic developments would soon
resemble that of Greece. This study shows that the
dissatisfaction is justified, the worries are exaggerated, and
that it is both necessary and possible to manage the public
finances in a smarter way than until now.

The basic facts are as follows. The government debt was
CZK 1282 billion in 2009, or 35.4% of GDP. The budget
deficit was CZK 215 billion in 2009 (5.9% of GDP) and will
most likely stay within the 5.5-6.0% range this year. We need
to reduce the deficit below 3% to join the euro. Our situation
is serious, albeit not critical in comparison with many other
EU countries. The Czech Republic should be able to avert
the danger if it takes a proper approach to the reform such as
the one presented here.

Budget deficits and growing debts have a seemingly simple
solution: cut spending or stop spending from growing or raise
more revenue. However, the debate has been so far too
limited to ad-hoc and politically motivated proposals to raise
a particular tax or cut a particular expenditure item. That is
not enough for an adequate solution. Three key aspects of the
debate are generally lacking:

" A long-term perspective reaching beyond the current deficit and
emphasizing  sustainability. 1t is not sufficient to
accomplish an immediate reduction in the deficit.
The public finance system has to be redesigned at the
same time such that it does not start accumulating
new deficits all over again.

" A perspective that is more comprebensive and less single-
minded on the deficit. 1t is rather a symptom of a
malfunctioning system than a problem of its own.
The debate should focus much more on changes that
are desirable irrespective of the current deficit.
Changes that will make the legislative framework
more conductive to implementing better and more
balanced budgets in the future. Changes that will not
merely increase tax revenues but will also make the
tax system less distortionary and less prone to
evasion and avoidance, hence being able to generate
more revenue at lower tax rates. Changes that will
bring systemic savings in public expenditures.

*  Modern economic logic. Politically motivated proposals
for fiscal reform are generally formulated as mere
signals to voters without being backed by a rigorous
argument why the proposed tax change should lead
to a more efficient tax system or why cutting a
particular expenditure item is more desirable than
another one.



signdlem k volicdm a chybi jim fundované
zdivodnéni, zda dana dafova zména povede
k efektivnéjsimu danovému systému ¢i proc
uspora vdaném vydaji je vice zadouci nez

uspora jinde.

Spise nez nékolik rychlych skrta potfebujeme trvaly a
systematicky piistup ke zkvalitnéni ceskych vefejnych
financi. Znamena to postupné revidovat kazdy jejich
aspekt a pfedkladat fundované reformni navrhy.
Vysledkem této price ma byt zejména efektivnéjsi
danovy a vydajovy systém, a piijemnym vedlejsim
produktem i trvale niz$i dluh a deficit. Predkladana
studie je nasim prvnim piispévkem k tomuto usili.
Jejim tcelem je ukdzat ekonomicky pfistup k reformeé a
ilustrovat jej dvéma aplikacemi v podobé konkrétnich
navrhi na strané fiskalnich instituci a vydaji. Oba maji
dlouhodobou perspektivu, jsou zadouc! 1 bez ohledu na
deficit, a jsou podpoieny ekonomickou argumentaci,
pfevadéjici poznatky moderni ekonomické védy do
praktické hospodatské politiky.

The Czech public finances need a long-term and
systematic approach to on improving their quality rather than
a few hasty cuts. That requires rethinking gradually all of their
aspects and presenting well-founded reform proposals. These
efforts should primarily aim for a more efficient tax and
expenditure system, while reduced deficit and debt should
come as desirable by-products. This study represents our first
contribution to such effort. Its objective is to present an
economic approach to fiscal reform and to illustrate it with
two applications to specific proposals. One concerns fiscal
institutions and the other one concerns a particular large
spending program. Both have a long-term perspective, both
should be implemented irrespective of the current deficit, and
both are backed by economic arguments that apply modern
economic thinking to practical policy making.

2. DYNAMIKA ZADLUZOVANI

2. DEBT DYNAMICS

2.1. DEFICIT A VEREJNY DLUH - MEZINARODN{
SROVNANI

Jakkoliv se ¢isla popisujici cesky vefejny dluh zdaji byt
astronomickd, alesponl na prvaf pohled se ¢eska situace
nezda byt dramatickd. Cesko bylo v roce 2009 $estou
nejméné zadluzenou ekonomikou EU 27 s podilem
konsolidovaného vladntho dluhu na HDP ve vysi
73.6%) — wviz graf 1. A i kdyz narist objemu i
procentniho podilu dluhu na HDP byl v roce 2009
enormni (z 30% na 35.4% HDP), v mezinarodnim
srovnani se dynamika zadluZzeni nezd4 byt dramaticky
horsi nez u jinych zemi EU — viz graf 2. Financni krize
vedla totiz doslova k explozivnimu vyvoji dluht ve
vetsiné vyspélych ekonomik. Nartstem byly postizeny
zejména zemé, které provedly razantni sanaci svého
finan¢ntho sektoru nebo které se odhodlaly k vyraznym
fiskalnim stimulim.! Napfiklad Mezinarodni ménovy
fond (MMF) ocekava, ze v roce 2010 prameérny hruby
vladn{ dluh zemi G20 pfekroci 82% jejich HDP, pro
vyspélé zemé G20 ocekava dokonce 109.7%. Urcitym
paradoxem je, ze zadluZzenost ekonomik G7 se
prakticky vratila na droven dluhd z roku 1950, tedy
dluht zdédénych z druhé svetové valky.2

1 Viz napt. Cecchetti et al. (2010).
2 MMF: Wortld Economic Outlook, duben 2010

2.1. FISCAL DEFICIT AND PUBLIC DEBT -
INTERNATIONAL COMPARISON

Although the numbers describing the Czech public debt seem
to reach astronomical levels, the reality may be much less
dramatic, at least at first sight. The Czech Republic was the
country with sixth lowest debt to GDP ratio (consolidated
government debt) in 2009, the ratio amounted to 35.4%
(whereas the average of the EU27-wide indicator was at more
daunting 73.6%), see Chart 1. And although the increase of
both volume and percentage share of the debt in GDP was
enormous in 2009 (an increase from 30% to 35.4% of GDP),
the increase does not seem to be dramatically worse than was
the increase for other EU countries — see Chart 2. The
financial crisis led to a literally explosive development of
debts of most of the developed economies. The biggest
increase was recorded by countries that bailed out the
financial sector or that decided to apply considerable fiscal
stimuli.> The IMF expects that the average gross government
debt of G20 countries exceeds 82% of their GDP in 2010;
developed G20 countries are expected to end up with even
higher debt ratio at a level of 109.7%. Paradoxically, the debts
of G7 countries basically returned to their 1950 levels, that is,
to levels inherited from the World War I1.4



GRAF 1: SROVNANI VLADNI{HO DLUHU ZEMI
EU 27 V ROCE 2009

CHART 1: CENTRAL GOVERNMENT CONSOLIDATED
DEBTS OF EU27 COUNTRIES IN 2009
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Zdroj: Eurostat

Z tohoto pohledu nevypada situace Ceska na prvni
pohled vubec spatné, pro¢ se tedy vyvojem dluhu
mame znepokojovat, pifpadné podnikat néjaké
bolestivé zmény?

Prvnim problémem je, Ze tyto tdaje srovnavaji Cesko
s ckonomikami, které jsou podstatné silnéjsi a
vyspelejsi, a které maji také vets{ davéru finanénich
tthi. Podil dluhu na HDP je sice standardné
pouzivanym indikatorem, je v§ak nutné si uvédomit, ze
HDP adekvatné nezahrnuje skute¢né naakumulované
bohatstvi ekonomik (napf. ve formé jiz vybudované a
fungujici infrastruktury). Pokud bychom Cesko
porovnali spiSe ,,emerging markets®, kam ji stale fada
analytika fadi, zjistime, Zze na konci roku 2010 zfejmé
pfesahneme pramérny podilu dluhu na HDP pro tyto
ekonomiky (MMF jej odhaduje na 37.2%) a nase
pohodlna rezerva tak najednou mizi.>

3See e.g. Cecchetti et al. (2010) for more details.
4 IMF: World Economic Outlook, April 2010

Source: Eurostat

When compared with negative news from other countries,
the Czech situation does look bad at all, at least at first sight.
Why should we therefore be concerned about the
development of Czech public finance or even introduce any
painful reforms?

Firstly, the afore-mentioned charts compare the Czech
Republic with economies which are substantially richer and
stronger and they in general also enjoy greater confidence of
financial markets. The debt to GDP ratio is on the one hand
a standard indicator, on the other hand we should realize that
there are many important features related to real wealth of
economies that are not propetly accounted for in GDP (e.g.
functioning infrastructure). If we start comparing the Czech
Republic with emerging markets instead (where many analysts
still put it), we find out that the Czech debt to GDP indicator
apparently exceeds the average levels characteristic for similar
countries (IMF estimates the average ratio to be about 37.2%)
and our seemingly large leeway suddenly evaporates.

5Napi. Deutsche Bank nediavno oznacila CR spole¢né s Mad'arskem, Rumunskem a Polskem za jedny z relativné mdla emerging markets, které

vykazujf hmatatelnou potiebu fiskalni konsolidace — vice v DB 2010

¢For instance the Deutsche Bank has recently listed the CR together with Hungary, Romania and Poland as some of the few emerging markets that

are “subject to tangible consolidation needs” more in DB 2010




GRAF 2: DYNAMIKA VLADNIHO DLUHU ZEMI
EU 27

CHART 2: DYNAMICS OF GOVERNMENT DEBT OF THE
EU 27 COUNTRIES
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Za druhé, skutecnost, ze se vyspélé ekonomiky
v minulosti (tj. po 2. svétové valce) dokazaly vyporadat
s mnohem vyssimi dluhy, nemusi moc znamenat. Ceské
1 svetova ekonomika je nynf v jiné situaci a dlouhodoba
fiskalni konsolidace bude proto narazet napf. na zmény
vydajové 1 pifjmové stranky rozpoctu souvisejici se
starnutim populace.”

Tretim problémem je skuteénost, ze Cesko mélo
deficitni hospodafeni a zvySovala svoji zadluZenost
v absolutnim i relativnim (% HDP) vyjadfeni i v letech,
kdy jeji ekonomika rostla vysokymi tempy ristu a kdy
pro deficitni hospodafeni neexistoval rozumny davod.
Nazorné tento vyvoj popisuje graf 3, ktery popisuje
tempo realného rustu a vyvoj primarni bilance statntho
rozpoctu v % HDP a graf 4, ktery ukazuje propocty
strukturdlnich deficitd (tj. jak by vypadaly deficity
ocistené o vliv jednorazovych vlivi a ekonomického
cyklu v situaci, kdy do nich zahrneme ¢i nezahrneme
splatky uroku statniho dluhu.)

Pokud vyse uvedené informace shrneme, situace
v Cesku zatim kriticki neni, aviak zadluzujeme se
rychle a neuvazené. AC je podil dluhu stile nizky
v porovnani s vyspélymi zemémi, dostavaime se na
hodnoty vys$si nez jsou typické pro fadu ,,emerging
markets.  Navic staci, aby se nase situace
zkomplikovala nepfiznivym vyvoje na mezinarodnich

Source: Eurostat

Secondly, the fact that many developed countries were able to
deal with even higher debts in the past (e.g. in the years after
the WWII), does not have to be relevant. Both the Czech and
world economy are in a different situation and the long-term
fiscal consolidation will be struggling with e.g. differences in
revenues and expenditures of the budgets caused by ageing of
population.?

The third important factor is related to the fact that the
Czech Republic used to have deficits and used to increase its
absolute and relative level of debt even when its economy
was growing at very high (4-6%) rates of real growth, i.e.
when there was no reasonable foundation for deficit budgets.
This can be illustrated by data from Chart 3, which describes
the development of real GDP growth and primary
government balance and Chart 4, which shows the estimates
of structural deficits (i.e., deficits net of the influence of one-
off shocks and economic cycles, with and without payments
of interest on previously accumulated debt).

In sum, the Czech situation is not critical yet, but we are on a
slope that can quickly become very slippery, ie. we are
increasing debts without forethought. Although the relative
debt burden is still low if compared with developed countries,
we are gradually getting to higher numbers than are typical
for many “emerging markets”. All that is necessary for this
situation to escalate and for the Czech debt to reach the
seemingly distant level of 60% of GDP is a sequence of

"Napodobit snizen{ relativni velikosti vefejnych dluht tak bude vyrazné obtiznéjsi.Vice viz napt.Cecchetti et al. (2010).

8 This means that to imitate the historical reduction of relative levels of debts will be much more complicated — see e.g. Cecchetti et al. (2010).



trzich (napf. pokracovani financni krize) ¢i necekanymi
naklady napf. na sanaci dopadd zivelnych katastrof a
cesky dluh za¢ne nebezpecné brzy blizit dfive zdanlive
nedosazitelné urovni 60% nominalntho HDP, ktera je
obecné povazovana za varovny signal.

GRAF 3: VYVOJ PRIMARNI BILANCE V % HDP A
REALNEHO RUSTU CESKEHO HDP

adverse events such as protracted recovery in Europe or
unexpected costs related e.g. to natural disasters.

CHART 3: CZECH PRIMARY BALANCE IN % OF GDP AND
RATE OF REAL GROWTH OF GDP
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GRAF 4: DEFICIT CR OCISTENY O VLIV CYKLU A
JEDNORAZOVYCH PLATEB A DEFICIT OCISTENY
O VLIV CYKLU I UROKOVYCH PLATEB, OBOJI V %
POTENCIALNIHO HDP

Source: OECD

CHART 4: CZECH FISCAL DEFICIT NET OF THE
EFFECTS OF ECONOMIC CYCLE AND ONE-OFF
PAYMENTS AND NET OF THE INTEREST PAYMENTS,
BOTH AS % OF POTENTIAL GDP
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2.2. CO REALNE HROZI, POKUD SE DOSAVADNI
TREND NEZMENI]?

A¢ se CR doposud vazné problémy souvisejici se
zadluzenim vyhybaji, pfi pokracovani tohoto trendu
budeme celit nasledujicim bezprostfednim problémum:

a) Neschopnost plnit maastrichtskd konvergenini Rritéria a
souvisejici  zhorSovani atraktivity pro zahranicni
investice souvisejici s tim, ze na rozdil od jinych novych
clenskych zemi nebudeme ¢lenem eurozony.

b) Zhorsovdni ratingu leského viddniho dinbn. Je ziejmé, ze
ratingové agentury po nedavnych zkusenostech budou
hodnotit 1 dluhy dclenskjych zemi EU znaéné
pesimistictéji nez v minulosti.?

©) Obtiznéisi a dragsi iskdvini prostredks na financovdni
deficitii. Zatim sice celkové naklady na droky zistavaji
pod urovni typickou pro zemé EU (viz graf 5), tato
situace se vSak muze rychle zménit.

d) Ochlageni zdjmn investorii odrazenych anticipovanou
budouci nestabilitou ¢ vysokymi budoucimi danémi

2.2. WHAT DANGERS DO WE FACE UNDER THE
EXISTING TRENDS?

Although the CR has so far managed to stay clear of serious
problems related to indebtedness, if the current trend
continues, it is likely to face the following dangers surprisingly
soon:

a) Inability to meet the Maastricht convergence criteria and related
decreasing attractiveness for foreign investment caused by
our inability to join the eurozone.

b) Degradation of the sovereign rating. We can expect that rating
agencies will be in future much stricter and more pessimistic
when evaluating debts of EU member countries. !0

©) More difficult and expensive financing of future deficits. While the
current total costs of financing debt remain below the level of
other EU countries (see Chart 5), the situation can change
very quickly.

d) Decreased interest of foreign investors discouraged by the
prospects of future instability and high future taxation caused
by a painful delayed consolidation of public finance.

souvisejicich s pozdéjsi  bolestivou  konsolidaci
vefejnych financi.
GRAF 5: CISTE PLATBY UROKU V % CHART 5: NET INTEREST PAYMENTS IN % OF NOMINAL
NOMINALNIHO HDP GDP
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Viz napf. nedavna kritika ¢eského zadluzovan{ ze strany ratingové agentury Moody’s

10 For instance the recent remarks by analysts of the Moody’s rating agency




2.3. JAK VELKY DLUH SI CESKO MUZE DOVOLIT?

Stabilizace zadluzeni (tj. zabranéni dalstho zhorsovani
podilu vladniho dluhu na HDP) je pro malo zadluzené
ckonomiky relativn¢ bezbolestnd, vétsinou nejsou
nuceny k drastickfm zméniam dani ¢ Skrtdm. Od
ur¢ittho bodu se vsak velikost vefejného dluhu
stabilizuje ¢i dokonce snizuje jen velice obtizné.
Urokové miry a zejména pak celkova dluhové sluzba
narostou natolik, Ze zemé by musela dosahovat
znacného primarniho pfebytku, aby byla schopna své
zadluzen{ stabilizovat ¢i redukovat.!!

Na jaké urovni bychom se tedy méli pokusit na§ dluh
stabilizovat? 1 kdyz existuje teoreticky pohled na
maximaln{ limit dlouhodobého zadluzovani ekonomiky,
ktery vychazi ztoho, ze ani vlady nemohou
dlouhodobé jednat jako podvodné pyramidové hry,
toto kritérium je v praxi pro piipad Ceska jen malo
uzite¢né.!? Mira deficitu, ktery si Cesko realné¢ miize
dovolit, je tak zalezitostl z velké c¢asti psychologickou,
velmi totiz zalezi na citlivosti trhd a na vyvoji
v okolnich zemich.!> 'V zasad¢ se za limit, kdy by
Cesko zacalo &elit virazné vyssi nedavéte, dd povazovat
prudké piiblizeni drovni 60% HDP. S ohledem na
soucasnou situaci, deklarované budouci cile CR,
atmosféru na finanénich trzich a nutnost ponechat si
rezervu na necekané vydaje by pro trhy i pro soucasnou
fiskdlni konsolidaci pfipadd realisticky v udvahu
stabilizace na drovni 50% HDP. Jak ukazjeme dale, je je
mozné ji dosihnout s relativné méné bolestivimi
opatfenimi a z pohledu diévéry investori je lepsi
dodrzet mén¢ ambiciézni zavazek nez ztratit kredibilitu
porusenim piedchozich cild.

2.4. KAM DLUH POROSTE A PRI JAKEM DEFICITU
SE ZASTAVI?

Nisledujici prognéza vyvoje zadluzeni do roku 2020
vychdzi z kombinac rozumnych pfedpokladd o
budoucim vyvoji ristu HDP, urokovych sazeb, a
primarnich deficit.!s

2.3. HOW HIGH DEBT CAN THE CZECH REPUBLIC
AFFORD?

Stabilization of public debt (i.e. averting further increases in
the government debt to GDP ratio) can be relatively painless
for economies with low levels of debt; it can often be
achieved without draconic increases in tax rates or
expenditure cuts. However, with increasing debt ratio the
stabilization (and reduction even more so) becomes much
more complicated. Interest rates and the whole debt service
become so large that a country needs to achieve substantial
primary balance surplus in order to be able to achieve the
stabilization.!

Which target level of the debt to GDP ratio should we
choose for the stabilization of the Czech public debt? Even
though there is a theoretical criterion for the maximum limit
of long-run trajectory of public debt based on the fact that
even governments cannot act as organizers of Ponzi games,
this criterion is only of very limited use for our current
situation. The level of deficit that the Czech Republic can
realistically afford is to a large extent dependent on
psychological factors, it closely depends on the unstable
sensitivity of markets and on development in similar
countries. In principle we can assume that the limit behind
which the Czech Republic will face higher mistrust will be a
case of an abrupt increase of the debt to the level of 60% of
GDP. Given the current situation, declared future objectives
of Czech economic policy, mood in the financial markets and
the need to have some reserve for unexpected expenditures
the realistic goal is to stabilize the debt at 50% of GDP. As
we show below it is within our reach without draconic
measures. It is also preferable not to risk losing credibility by
not meeting a too ambitious goal.

2.4. HOW FAR WILL THE DEBT GROW AND WHAT
LEVEL OF DEFICIT WILL STOP IT?

Our prognosis of the development of public debt burden
until 2020 is presented below. It is based on combinations of
plausible assumptions about the future real GDP growth, real
interest rates, and primary budget balance.1¢

11 Analjzu vztaht mezi dluhem, Grokovou mirou a stabilizujici Grovni primarn bilance na pifkladu CR ukazujeme v piiloze I11.

12Tato podminka vyzaduje, aby soucasnd diskontovana hodnota primarnich deficitt plus hodnota soucasného dluhu byla nulova — vice viz pfiloha a
napi.Neck and Sturm (2008).Nejedna se o jediné kritérium, ale o kritérium v soucasné teoretické literatufe nejcastéji pouzivané.

13This condition requires that the current discounted value of primary deficits plus the value of current debt equal to zero — more on the details in
appendix and in Neck and Sturm (2008). It is not the only applicable criterion, but it seems to be the most common one in current macroeconomic
theoretical literature.

14The analysis of relationships between the debt ratio, interest rates and stabilizing level of the primary balance is demonstrated on the Czech example
in Appendix III.

5Metodologie progndzy je popsana v piiloze IV.

16 The methodology of the prognosis is presented in Appendix IV.



Graf 6 ukazuje prognézy pro Ctyfi alternativni scénafe,
od (1) optimistikého (pfedpokladajiciho urcitou fiskalni
konsolidaci a vyssi miry rastu) k (4) pesimistickému.
Ovsem pesimisticky scénaf muze byt velmi realisticky,
jelikoz kombinuje nulovou fiskalni konsolidaci s
pomalym rastem HDP a vysoké rizikové prémie k
urokim z vladniho dluhu, pozadované invetory pravé
za absenci fiskalni konsolidace.

Scénafe jsou podobné, pokud jde o vysledky. DIluh
roste k 55% HDP v optimistickém scénafi a téméf k
70% v pesimisticko-realistickém scénafi. Obzvlasté
varujici je fakt, v zadném scénafi nedochdzi ke
stabilizaci dluhu — ten roste stejnym tempem i po roce
2020. Chceme-li si uchovat nadéji na relativné
bezproblémovou stabilizaci vefejnych financi a vstup
do eurozény, mame relativné malo casu.

Nase analyza ale naznacuje, Ze se stale jesté nalézame v
oblasti, kdy lze docilit postupné stabilizace vetfejnych
financi relativné bezbolestné. Graf 6 ukazuje téz
hypoteticky scénaf, kdy se ceskd ekonomika vrac{ k
miram rastu, které v prameéru vykazovala v letech 2000-
07, ma pfistup k niz§im urokovym sazbam a zejména se
daff snizit primarni deficit na 1.8% HDP do roku 2014
a v dalsich letech ho drzet na stejné drovni. Dluh se
stabilizuje na drovni 50% HDP.

Je zde tedy realistickd Sance stabilizovat dluh na
zvladnutelné drovni. Lze toho dokonce dosahnout bez
nutnosti zcela eliminovat deficity. Chybi k tomu
zdanlivd malickost - zredukovat (a udrzet) primarni
deficit na cca 80 miliard K¢ do roku 2014. V méfitku
celkového deficitu to znamena, ze jeho snizeni na 2.8-
3% HDP je nezbytné.

GRAF 6: VARIANTY DALSIHO VYVOJE VERE]NEHO
DLUHU (% HDP)

Chart 6 shows the prognosis for four alternative scenarios,
ranging from (1) most optimistic (assuming partial fiscal
consolidation and higher growth rates) to (4) most
pessimistic. The most pessimistic scenario can actually be the
most realistic one as it combines no fiscal consolidation with
low GDP growth and high risk premium on government debt
demanded by investors because of the lack of fiscal
consolidation.

The scenarios are similar in terms of results. The debt is
projected to rise to 55% of GDP under the optimistic
scenario and to nearly 70% under the pesimistic-realistic
scenario. More worryingly, the debt does not stabilize in any
of the cases but continues to grow at the same rate beyond
2020. If we want to have a realistic chance to reform the
public finance without excessive cost and enter the EMU
eventually, we have relatively little time.

But the analysis also suggests that we are still within a
windows of opportunity for relatively painless gradual
stabilization of public debt at a reasonable level. Chart 6 also
shows a hypothetical scenario in which the Czech economy
returns to the growth rates that it experienced on average
between 2000-07, has access to lower intetrest rates, and, most
importantly, the primary balance isgradually decreased to -
1.8% of GDP by 2014 and kept at this level in the following
years. The debt stabilizes at 50% of GDP.

Hence, there is a realistic chance to keep the debt at a
manageable level. And it can be achieved without actually
having to remove deficits completely. All that would have to
be done is seemingly trivial — reduce (and maintain) the
primary deficit to about 80 billion CZK by 2014. As for the
total deficit (including interest on debt) — its reduction to 2.8-
3% of GDP is required.

CHART 6: SCENARIOS OF FURTHER DEVELOPMENT OF
PUBLIC DEBT (% OF GDP)
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3. FISKALNI INSTITUCE

3. FISCAL INSTITUTIONS

Fiskaln{ instituce jsou pravidla a omezeni upravujici
proces piifpravy a schvalovani rozpoctu. Dosavadni
piistup k vefejnym financim v Cesku postrada diraz na
vytvofeni optimalnich fiskalnich instituci.

3.1. PROC JSOU FISKALNI INSTITUCE DULEZITE

Zkusenosti poslednich dvaceti let ukazuji, ze ke snizeni
chronickych deficitd nesta¢i, aby politici dokazali
jednorazove schvalit skrty ve vydajich ¢i zvysSeni dani.
Za par mésict si ¢asto zacnou kupovat pfizen volica a
lobbistickych ~ skupin novym zvySovanim vydaji.
Usporn}'f bali¢ek ministra financi ze zaif 2009, ktery byl
zCasti odbouran pozd¢jsimi zakony, je dostate¢nym
nedavnym varovanim. Je tudiz tfeba zménit rozpoctova
a legislativni pravidla tak, aby stit pod béznym
politickym tlakem nezacal akumulovat nové deficity.
Jinymi slovy, je tieba 1épe nastavit fiskaln{ instituce.

Zem¢ s dobfe nastavenymi institucemi drzi rozpoctové
deficity na uzdé¢ a alokuji vydaje efektivné; zemé
s nekvalitnimi institucemi trpi chronickymi deficity a
vetejné vydaje jsou do velké miry porcovany jako kofist
uzkych zajmovych skupin. Dopad fiskalnich instituci na
vladni deficity a dluhy zkoumd pomérné rozsahla,
pfevazne empirickd odborna literatura.!” Pievazujicim
zavérem této literatury je, Ze instituce maji statisticky
vyznamny dopad na deficity a dluhy, byt’ samy o sob¢
k jejich eliminovani nestaci.

Cesko bohuzel nema optimilni fiskalni instituce.
Neékteré  zakony, jejichz smyslem bylo posilit
rozpoctovou kazen, jsou dokonce porusovany a chybi
realné sankce za jejich porusovani. Piiprava a
schvalovani rozpoctu nejsou dostatecné transparentni.
Zakony upravujici mandatorni vydaje maji obrovsky
dopad na rozpocet, ale jejich schvalovani{ je minimalné
provazano s rozpoctem a probihd podle legislativnich
pravidel, ktera pffmo podporuji rozpoctovou nekazen.
Pravomoc poslancti pozménovat navrhy zakont, které
majf dopad na rozpocet, je velmi Siroka.

Mit kvalitni fiskalni instituce je pro Cesko obzvlast
dualezité, protoze domaci politicky systém rovnéz
nepfispiva k rozpoctové kazni. Propor¢ni volebni
systémy, koalicni vlady sideové velmi rozdilnymi
partnery, minoritni a nestabilnf vlady maji silnéjsi
tendenci akumulovat deficity.’® Volebni systém mame

The term “fiscal institutions” encompasses the rules and
constraints governing the process of preparing, approving,
and implementing the budget. The ongoing fiscal debate has
put very little emphasis on improving the fiscal institutions,
which is unfortunate given their importance.

3.1. WHY ARE FISCAL INSTITUTIONS IMPORTANT

The experiences from the past 40years demonstrate that it is
not sufficient just to implement one-at-a-time spending cuts
or tax increases in order to reduce persistent budget deficits.
Politicians will soon start appealing to voters and interest
groups by starting to raise expenditures again. The austerity
tiscal package pushed through by the Minister of Finance in
September 2009 which was partially undone by subsequent
legislation vividly illustrates the issue. It is therefore necessary
to adjust the budgetary and legislative procedures such that
the government would not accumulate new deficits. In other
words, it is necessary to improve fiscal institutions.

Countries with well-designed institutions manage to keep
their budget deficits in check and to allocate expenditures
efficiently; countries with poorly designed institutions suffer
persistent deficits and their expenditures cater to narrow
interest groups. An extensive (largely empirical) economics
literature has been studying the impact of fiscal institutions
on budget deficits and debts for more than two decades.?It
generally comes to a conclusion that the institutions have a
statistically significant impact on deficits and debts although
they are not sufficient on their own to eliminate them.

The Czech Republic does not have optimal fiscal institutions.
The laws that were enacted to strengthen the fiscal discipline
are sometimes being transgressed and transgressions are not
sanctioned. The preparation and approval of the budget are
not sufficiently transparent. Preparation and approval of the
laws that mandate entitlement expenditures are disconnected
from the budget despite their enormous impact on the
budget. The legislative procedure even tends to encourage
fiscal imprudence. Individual legislators enjoy very wide
authority to amend legislative proposals regardless of the
fiscal consequences.

Having well-designed fiscal institution is particularly crucial
for the Czech Republic, as its political system is not
conductive to fiscal discipline either. Proportional election
systems, coalition governments with ideologically highly
distanced parties, minority governments, and unstable
governments are motre prone to accumulating deficits.2'The

17Viz napt.Alesina a Perotti (1996) pro stru¢ny prehled hlavnich témat, Kirchgassner (2001) pro piehled empirickych studii, Hallerberg, Strauch a von
Hagen (2009) pro piiklad neddvné obséhlejsi studie zkoumajici interakci fiskalnich instituci a politického systému.

18Persson a Tabellini (2001), kapitola 13.
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proporcni, a vétsina vlad v poslednich dvaceti letech
vykazovala néktery zuvedenych neduhd. Zatimco
politicky systém je do zna¢né miry piedurcen
historickym vyvojem a neda se snadno zménit, fiskalni
instituce se zménit daji. A vzhledem k nachylnosti
politického systému k deficitam si Cesko nekvalitni
fiskaln{ instituce prosté nemuze dovolit.

Nabizi se otazka, o kolik by Cesko mélo deficit nizéi,
kdyby dlouhodobé mélo kvalitni fiskalni instituce.
Kjejimu zodpovézeni jsme provedli jednoduchy
odhad: Sestrojili jsme méfitko kvality fiskalnich instituci
podle metodiky nedavnych studii na toto témaa
aplikovali vztah mezi kvalitou instituci a deficity,
odhadnuty v téchto studiich, na hypotetické zkvalitnéni
institucf na uroven nejlepsi ¢tvrtiny zemi Evropské
patnactky."Tj. na droven jen o néco horsi nez maji
Lucembursko, Nizozemi ¢l Francie. Dle
konzervativnich odhadi méné kvalitni instituce zvysuji
primarni rozpoctovy deficit o cca 9 miliard K¢
(0.24%HDP) a navysuji tempo rustu statnfho dluhu o
cca 12 miliard K¢ roéné (0.33% HDP). Je to pétina
c¢astky, o kterou letosni deficit pievysuje maastrichtské
3-procentni kritérium, a téméf celd c¢astka, o kterou
strukturdlni slozka deficitu pfevySuje maastrichtské
kritérium. Tyto efekty se ale dlouhodobé¢ akumuluji.
V horizontu 10 let tak méné kvalitn{ instituce pfispivaji
k vysi dluhu cca 117 az 160 miliardami korun, ¢ili 10 az
13.7 procent trovné dluhu z konce roku 2009.

Tato ¢isla naznacuji, Ze samotné instituce dokazi
hmatatelné pfispét ke snizeni deficitu. Na§ odhad je
navic velmi konzervativni — méfitka kvality instituci
vychazeji z formalnich pravidel a zdkond. Ty ma Cesko
vfad¢ oblast stejné ¢ obdobné, jako nékteré
zapadoevropské zemé s nejlepsimi institucemi, jejich
praktické fungovan{ vsak pokulhava, jak bude ukazano
nize. Kvalitni fiskaln{ instituce jsou téz zadouci samy o
sob¢, bez ohledu na to, jak moc pfispivaji ke snizeni
deficitu. Pfispivaji k transparentnéjsi tvorbé rozpoctu,
efektivnéjsi alokaci vydaji a posiluji dlouhodobou
perspektivu pfi pfipravé rozpoctu, umoznujici dfive
reagovat napf. na demografické trendy, které si vynucuji
vyssi vydaje.

Czech Republic has a proportional system and most
governments exhibited one of the malaises just mentioned
during the past 20 years. While the political system is to a
large extent predetermined by the historical developments
and cannot be easily manipulated, fiscal institutions can be
manipulated. As the political system seems predisposed to
generating budget deficits, the Czech Republic simply cannot
afford to have poorly designed fiscal institutions.

A natural question arises: By how much would the deficit be
reduced if the Czech Republic improved its fiscal institutions?
We attempted for an answer using a simple calculation: We
constructed measures of the quality of fiscal institutions,
following the methodology of recent studies on the subject
and applied the relationship between the quality of the
institutions and fiscal performance, as estimated in those
studies, to a hypothetical improvement to the level of the top
quartile of the old EU-15 countries.?? That is, to a level just
slightly below Luxembourg, the Netherlands, or France.
According conservative estimates, low-quality
institutions contribute about CZK 9 billion to primary budget
balance (0.24% GDP) and increase the annual growth of the
government debt by about CZK 12 billion (0.33% GDP).
This is one-fifth of the amount by which the current deficit
exceeds the Maastricht 3-percent criterion, and nearly the
entire amount by which the s#ructural deficit exceeds the
criterion. Moteover, these effects accumulate over time. Low-
quality institution thus increase the government debt by
about CZK 117-160 billion over a 10-year horizon which is
about 10-13.7 percent of the level of debt at the end of 2009.

to our

These results suggest that the institutions alone can visibly
contribute towards reducing the deficits. Our estimates are
actually very conservative — the measures of institutional
quality are largely based on the formal budgetary rules and
laws. While the Czech Republic is on par with some of the
best Western European countries when it comes to the rules
on papet, it lags behind when it comes to their real-life
implementation, as we will discuss below. Well-designed fiscal
institutions are desirable for their own sake, irrespective of
whether they help to reducing the deficit or not. They
contribute to a more transparent preparation of the budget,
more efficient allocation of expenditures, and the strengthen
the long-term perspective which allows more timely reaction
to shock such as demographic shifts that push for higher
expenditures in the future.

20 See for example Alesina a Perotti (1996) for an overview of the main topics, Kirchgassner (2001) for an overview of the empirical studies,
Hallerberg, Strauch a von Hagen (2009) as an example of a recent rather extensive study investigating the interactions between the fiscal institutions

and the political system.
2Persson and Tabellini (2001), chapter 13.

Fabrizio a Mody (20006), von Hagen et al (2009).Detailni metodika vypoctu je popsana v Pifloze V.
22Fabrizio and Mody (2006), von Hagen et al (2009).The detailed methodology behind our calculation is described in Appendix V.
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3.2. POTREBA POSILIT VYDAJOVE RAMCE

Mnozi politici mohou mit upfimnou snahu dodrzovat
rozpoctovou disciplinu. Napiiklad kdyby ministii
soucasné vlady méli jistotu, ze budou vladnout jesté dva
roky, mohli by rozlozit vydaje na své ,preferované®
projekty pies oba dva roky a drzet nizky, ne-li nulovy
deficit. Problém nastava, kdyz dojde na samotné
hlasovani o aktualnim rozpoctu. Ministfi si uvédomi, ze
jejich vlada je nestabilni, pfisti rok mohou byt
vystifdani  jinymi  ministry, ktefi zrusi jejich
»preferované” projekty a nahradi je projekty svymi.
Racionalni reakce? Radéji utratit na své preferované
projekty vSechny penize dnes — byt’ za cenu deficitu.??
Mozné feseni? Dat politikim moznost stanovit vydaje
na vice let a nejen na aktualni rozpocet. Nemusi to
nutné znamenat fixni rozpocet na celé volebni obdobi,
ale pfinejmensim zvySeni jistoty, ze vydaje a dané
néjakym zpasobem ,,pfedurcené” na vice let dopfedu
nebudou dodate¢né ménény.

Cesko v tomto udélalo velky krok kupiedu v roce 2004
Do té doby se rozpocet schvaloval doslova ,,z roku na
rok®. Nynf se rozpocet na aktudlni rok odviji od tzv.
sttednédobého vydajového ramce, ktery Snémovna
schvaluje na dva roky pfedem. V dalsich letech se
ramec aktualizuje, ale celkové vydaje je mozné zvysovat
pouze z predem urcenych davoda.?* Vydaje rozpoctu
navrzené vladou nesmi pfevysSovat vydaje stanovené
aktudlnim ramcem. Pfi projedndni rozpoctu ve
Snémovné se nejprve hlasuje o celkovych vydajich,
piijmech a deficitu, a az nasledné se mohou pfesouvat
vydaje mezi polozkami.

Systém je nastaven rozumné. Vlada i snémovna si
pfedem stanovi strop na budouci zvySovani vydaja a
chrini tak sebe samy proti pfirozené tendenci
rozhazovat vydaje ve chvili, kdy dojde na ,Jlamani
chleba“ a schvaluje se rozpocet. V ¢em je problém?

Ramce nejsou vzdy dodrzovany. Tabulka 1 ukazuje
schvalené ramce, povolené zmény, a schvilené
rozpocty od roku 20006, tedy od prvniho rozpoctu,
ktery jiz byt omezen vydajovym ramcem. Vidime, Ze v
letech 2006 a 2007 doslo k navyseni aktualniho ramce o
24.3 a 56.6 miliard nad povolené upravy, tedy o 2.6 a

3.2. THE NEED TO STRENGTHEN THE FISCAL
FRAMEWORK

Many politicians might sincerely want to pursue prudent fiscal
policy. For example, if the ministers of the cutrrent
government were certain that they would stay in office for
two more years they could spread the expenditures on their
“pet” projects over the two years and keep the deficit low or
even nil. The problem begins when it comes to the actual
voting on the current budget. The ministers realize that their
government is unstable and that next year they might be
replaced by other politicians who will cut their “pet” projects
and replace them with projects of their own preference.
Rational response? Better to spend all the money on the pet
projects now — at the cost of running a deficit.?> Possible
solution? Give politicians a chance to set expenditures for
several years ahead and not just for the current fiscal year.
This need not necessarily entail a fixed budget over the entire
electoral period, but at least it should entail an increased
certainty that the expenditures and taxes are largely
predetermined and will not be significantly altered in the
future.

The Czech Republic made a leap in that direction in 2004.
Until then the budget was being approved literally on a year-
to-year basis. Now the budget is derived from the so-called
medium-term expenditure framework which is approved by
the House of Representatives two years ahead of the current
budget year. The framework is updated in the subsequent two
years. Total expenditures, however, can be increased only for
specified reasons.6 The total expenditures in the proposed
budget cannot exceed the expenditures set forth in the
framework. The House first votes on the total expenditures,
revenues, and the deficit, and only then can it reshuffle the
expenditures between chapters.

This is a sensible system. The government and the House set
an ex-ante ceiling on the future expenditure growth and are
essentially protecting themselves from their innate propensity
to spend hastily when it comes down to approving the actual
budget. So what is the problem?

The frameworks were not always obeyed. Table 1 shows the
approved frameworks, the allowable adjustments, and
approved budgets since 20006, i.c., since the first budget that
should have been limited by the framework. In 2006 and
2007 the expenditures were increased by CZK 24.3 and 56.6

BToto je zjednoduseny vyklad jedné z teorif vysvétlujicich permanentni rozpoctové deficity, zalozené na nestabilit¢ vlad (Alesina a Tabellini (1990)).
Dalsi teorie spocivaji v pouzivani dluhu jako néstroje, kterj omezuje rozhodovaci prostor budoucich vlad (Persson a Svensson (1989)), redistribuci
mezi generacemi (Cukierman a Meltzer (1989)), ¢i konfliktu uvnitf vladni koalice ohledné dopadu rozpoctovych skrtd na jednotlivé skupiny volica

(Alesina a Drazen (1991)).

24Mj. neocekavand inflace a pifsun dotaci z EU. Jen minimalné smi byt rimec navysen z pouhé libovile vlady.

2This is a simplified exposition to one of the theories explaining permanent budget deficits, based on the instability of governments (Alesina and
Tabellini (1990)). Other hypotheses are based on the strategic use of debt to restrict the policy choices of future governments (Persson and Svensson
(1989)), intergenerational redistribution (Cukierman and Meltzer (1989)), or conflict inside the government coalition over the distribution of spending

cuts across electoral groups (Alesina and Drazen (1991)).

2Unexpected inflation and, new subsidies from the EU, among others. The government may increase the expenditures at its own discretion by a very

small amount.
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5.5 procent vydaji rozpoctu! Jedna se o roky rychlého
rustu, kdy ocekavané pifjmy byly vyssi nez vydaje
pfedurcené v ramcich. Pfebytecné pfijmy nebyly
pouzity na snizeni dluhu, ale na dodate¢né vydaje bez
respektu k ramcim. Ramce tak nedokazaly stanovit
skutecny strop vydajim. Dokazaly ziejmé¢ omezit
zvysovani deficitu v nasledujicich letech, kdy piijmy
nedovolovaly pokryt vydaje v raimcich.

TABULKA 1: SCHVALENE VYDAJOVE RAMCE,
ROZPOCTY, A UPRAVY, V MILIARDACH KC, 2006-
2010

billion above the allowable adjustments, or 2.5 and 5.5
percent of total expenditures! The country was experiencing
rapid economic growth and the expected revenues generously
exceeded the expenditures set forth in the frameworks. The
extra revenues were not used for reducing the debt but for
additional spending in excess of the framework. The
frameworks thus were not effective in imposing a tight lid on
spending. They probably did help to limit the growth of
deficits in the subsequent years when the revenues were
insufficient to cover the expenditures in the frameworks.

TABLE 1: APPROVED EXPENDITURE FRAMEWORKS,
BUDGETS, AND ADJUSTMENTS IN CZK BILLION, 2006-
2010

RAMEC T-1 - CENTRALNI VLADA*

FRAMEWORK T-1 — CENTRAL GOVERNMENT*

RAMEC T - CENTRALN{ VLADA*
FRAMEWORK T — CENTRAL GOVERNMENT*

ZMENA

CHANGE

POVOLENE UPRAVY

ALLOWABLE ADJUSTMENT

ZMENA NAD RAMEC UPRAV
CHANGE IN EXCESS OF ALLOWABLE ADJUSTMENT

RAMEC T - ROZPOCET**

FRAMEWORK T — BUDGET**

ROZPOCET T — SCHVALENY
BUDGET T — APPROVED

ROZPOCET T - SROVNATELNY S RAMCEM

BUDGET T — COMPARABLE

2006 2007 2008 2009 2010
988.6 987.6 1088.7 1100.9 1126.5
1038.9 1131.5 1215.1 1241.9 1295.2
50.3 143.9 126.4 141.0 168.7
26.0 87.3 141.0 141.0 169.5
24.3 56.6 -14.6 0.0 -0.8
949.2 1030.4 1100.1 1145.5 1178.3
958.8 1040.8 1107.3 1152.1 1184.9
944.8 1026.8 1097.0 1142.4 1175.2

Zdroje:

Vydajové ramce schvilené usnesenimi Poslanecké snémovny 2004-2009
Duvodové zpravy k navrhim zakont o statnim rozpoctu, 2006-2010
Zakony o statnim rozpoctu 2006-2010

* zahrnuje vydaje statniho rozpoctu (vyjma nckterych polozek) a statnich
fonda

** zahrnuje vydaje statniho rozpoctu (vyjma nékterych polozek)

Proc¢ ramce nefunguji, jak by mély?

= Stanovuji pravidlo, ale chybi konkrétni sankce
za jeho poruseni.

= Zatim se nikdo nepokusil je vynutit. Dle
naseho nazoru je posuzovani zakonnosti
rozpoctu, tj. zejména zda byl piijat v souladu se

Sources:

Expenditute frameworks approved by the House of Representatives, 2004-2009
Explanatory memoranda to the Budget Act drafts, 2006-2010

Budget Acts, 2006-2010

* includes the expenditures of the state budget (except certain items) and the state
funds

** includes the expenditures of the state budget (except certain items)

Why do the frameworks not work the way they were
supposed to?

®  They set a rule without a specific sanction for violating it.
* No one attempted to enforce them so far. In our opinion
the legality of the budget and the legality of the process
through which the budget was approved should be
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zakonnou procedurou, zasadnim tématem pro
Ustavni soud.”” Rozpoéty na roky 2006 a 2007
byly zjevné pfijaty v rozporu s rozpoctovymi
pravidly.

®= Nejsou dostatecné transparentni. Ramce a
vydaje v rozpoctu nezahrnuji zcela stejné
vydaje, povolené zmény v ramcich jsou
»schovany“  hluboko v  dokumentaci k
rozpoctu, takze porovnani vydaji rozpoctu s
ramci a povolenymi odchylkami vyzaduje
tittrné hledani napfic nékolika pfilohami
zakona o stitnim rozpoc¢tu.?8 Tabulka 1 tuto
netransparentnost ilustruje.?’

®= Nedavaji ministru financd ¢ premiérovi
dostatecné silnou vychozi pozici pifi ptipravé
rozpoctu.

3.3. APLIKACE: REFORMA VYDAJOVYCH RAMCU

Z téchto  slabin  vychdzi na$ navth na zménu
rozpoctovych ramct. Jeho hlavnim principem je, Ze
vladni koalice si stanovi vydaje rozpoctu na celé 4 roky
svého vladnuti, takto pfedurcené vydaje budou mit
konkrétnéjsi pravni duasledky, a v systému budou
posileny samokontrolni mechanismy vynucujici jejich
respektovant:

1. Vlddni koalice vznikla zvoleb pfipravi detailni
rozpocet na 1. rok vladnut{ a zaroven vydajovy ramec
na 2. az 4. rok. Pfi schvalovani prvniho rozpoctu se
schvali jak rozpocet na 1. rok, tak i celkové vydaje na 2.
az. 4. rok.

2. Celkové vydaje schvalené v ramcich na 2. az 4.

evaluated by the Constitutional Court.® The budgets for
2006 and 2007 were approved in clear violation of the
budgetary procedure prescribed by the law.

" They are not sufficiently transparent. The frameworks do
not include exactly the same expenditures as the budgets
do; the information on the allowable adjustments is
“hidden” deep in the explanatory memoranda to the
budget proposal; comparing the expenditures in the
budget with the frameworks and the allowable
adjustments hence requires tedious search through
numerous files in the budget documentation.?® Table 1
illustrates this lack of transparency.

®* They do not give the finance minister or the prime
minister sufficient bargaining power during the budget
preparation.

3.3. APPLICATION: IMPROVING THE EXPENDITURE
FRAMEWORKS

Our proposal for reforming the frameworks tries to eliminate
the above weaknesses. The key element is that the
government coalition would set the total expenditures for the
entire four years of its term in office, such pre-set
expenditures would have binding consequences, and the self-
enforcement mechanisms within the budgetary procedures
will be strengthened:

1. The new post-election government will prepare a detailed
budget for the 1st year of its term in office as well as the
expenditure framework for the 2nd through 4th years. The
budget for the 1st year will be approved jointly with the
expenditure framework for the 2nd through 4th years.

2. Total expenditures, as stated in the framework for the

27Ptedchozi rozhodnuti Ustavniho soudu, zejména zruseni jednoho z poslaneckych , pilepki®, tuto moznost oteviraji (usneseni Ustavniho soudu
77/06). Ustavni soud se pfihlasil k principu, Ze ,,rozhodnut vefejnych organt (vetné piijeti zdkona patlamentem) musi byt v souladu se zdkonnou
byla porusena legislativni pravidla dovozena interpretaci obecnych a abstraktnich ustanoveni Ustavy, zde v procesu pifpravy zakona o statnim
rozpoétu bylo poruseno velmi konkrétni legislativni pravidlo definované zakonem (§8a, odst. 3 zakona 218/2000Sb. o rozpoctovych pravidlech).

28Vydaje obsazené ve viceletém ramci nezahrnuji vidaje na realizaci statnich zaruk vzniklych pfed rokem 2004 a na navratné financén{ viypomoci. Kdo
chce zjistit, zda rozpoctova pravidla jsou dodrzovana, nemuze prosté porovnat vydaje v ramci s vydaji v rozpoétu, ale musi dohledat tyto konkrétn{
polozky a pfi¢ist je k ramci. Tabulka 1 ukazuje rozdily mezi rimcem na aktualni rok pro vydaje celé centrilni vlady (vcetné statnich fondu), rimcem
pro samotny statni rozpocet, skute¢nym rozpoctem, a rozpoctem upravenym o urcité vydajové polozky tak, aby byl srovnatelny se schvalenym
raimcem.

2Viz Sedmihradska (2007) pro detailnéjsi popis diskrepanci mezi ramci a rozpoctem a alternativnich metodik Gc¢tovani.

30Prior rulings of the Constitutional Court that struck down the legislative ,,wild riders® indicate strongly that the budgets passed in violation of the
budgetary procedures would be deemed unconstitutional (namely the ruling 77/06). The Constitutional Court applied the principle that ,,decisions by
public authorities (including the approval of laws by the Parliament) must be made in accordance with the legal procedure, otherwise it is
illegal.“Violation of the expenditure frameworks is in a sense a clearer case — while in the case of “wild riders” the procedural rules that were violated
were deduced by interpretation of general and abstract provisions of the Constitution, here the rule that was violated is specifically defined by the
code (§8a, section 3 of the Budgetary Procedures Act 218/2000Sb).

31Expenditures covered by the framework do not include expenditures on government guarantees granted before 2004 and on the so-called returnable
financial aid. In order to check whether the budgetary procedures were obeyed one cannot simply compare the expenditures in the framework with
the expenditures in the budget but has to locate these particular spending items and add them to the framework. Table 1 illustrates the differences
between the framework for the current year for the entire expenditure of the central government (which includes off-budgetary state funds), the
framework for the budget itself, the actual budget, and the budget adjust for certain expenditure items such that it should be comparable with the
framework.

32See Sedmihradska (2007) for a more detailed account of the discrepancies between the frameworks and the budget and alternative accounting
methods.
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rokzarovefl znamenaji pravné zavazny objem vydaji na
tyto roky. Pfi schvalovani rozpocta na 2. az 4. rok je
mozné schvalit jiné celkové vydaje (za pfedem danych
omezeni, viz nize), ale pokud k tomu nedojde, plati
vydaje schvalené jiz v prvanim roce.

3. Pii ptipravé rozpoctu na 2., 3. a 4. rok ma vlada
dvé moznosti:

a. Pokud si pfeje ponechat celkové vydaje schvalené
v prvaim roce, pfipravi pouze navrh na jejich rozdéleni
dle kapitol. O celkové vysi vydaji se tak jiz nehlasuje
(. odpada dnesni prvni cteni k navrhu zakona o
statnim rozpoctu)

b. Pokud ma vlada diivod ke zméné celkovych vydaja,
pfedlozi navrh na odchylku od vydaji schvalenych jiz
v prvaim  roce. Pfedmétem navrhu 1 hlasovani
Snémovny o rozpoctu v prvaim cten{ by byla pouze
odchylka od vydaji schvilenych v prvnim roce, nikoli
tedy celkovy objem vydajia.33 V dalsich ctenich projedna
Snémovna rozdéleni rozpoctu podle kapitol, tak jak je
tomu jako dnes.

4. Odchylky od vydaju schvalenych v prvanim roce by
smély zohlednovat:

a. Prljmy zrozpoc¢tu EU, neocekavanou inflaci a
vydaje na mimofadné situace (napf. vojenské mise,
obnova skod po velkych piirodnich katastrofach), tedy
stejné faktory jaké dovoluji dnesni ramce.

b. Prostor pro diskre¢ni zménu ze strany vlady. Ten je
v soucasnosti de facto 3 promile vydaji.?* Navrhujeme
dovolenou miru diskrece svazat s hospodafskym
cyklem — udélat ji volnéjsi v ¢asech recese ¢i nizkého
hospodatského ristu, aby vlada méla moznost provést
urcitou fiskdlni expanzi, ale striktnéjsi v dobach
vysokého ristu, aby vlada ani diskre¢né nemohla
navysovat vydaje v dobach, kdy procyklickd expanze
vydaji je jednoznacné nezadouci. Prostor pro diskreci
by mohl byt 1 promile vydaji pii o¢ekavaném ristu 3
procenta, a zvySoval by se o 2 promile za kazdé snizeni
rastu o jeden procentni bod. Pii rdstu 4 procenta a
vy$$im by vlada nesméla navrhnout diskre¢ni odchylku
zvysujici vydaje.

5. Odchylky a jejich zduvodnéni musi byt
transparentni. ,,Vycisleni odchylek v polozku po
polozce by nemélo byt schovano kdesi v hloubi
davodové zpravy, ale mélo byt soucasti samotného
textu navrhu vlady a nasledného usnesen{ Snémovny.

6 Objem vydaju schvaleny v 1. roce na 2. az 4.

2nd through 4th years will constitute legally binding total
expenditures for those years. When approving the budget for
the 2nd, 3rd, and 4th years, it will be possible to adjust the
expenditures (subject to certain constraints described below).
If no such adjustments are made, the total expenditures set in
the 1st year come into force.

3. The government has two options when preparing the
budget for the 2nd, 3rd, and 4th year:

a. If it wishes to keep the total expenditures at the level that
was pre-set in the 1st year, if would prepare only the proposal
for allocating them across spending items. The total
expenditure would not be voted on again (that is, the current
first reading of the budget proposal in the House would not
occur).

b. If the government wishes to adjust the total expenditures
it will submit a proposal for a deviation from the
expenditures that were pre-set in the first year. The issue to
be voted on by the House during the first reading of the
budget would be the deviation only, not the total
expenditure’ The House would debate and approve the
allocation of expenditures in the subsequent readings, like
today.

4. 'The deviations could reflect only:

a. Revenues from the EU, unexpected inflation and
expenditures on unexpected emergencies (e.g., military
missions, damages from large natural disasters) — essentially
the same factors allowed by the current frameworks.

b. A limited increase at the government’s discretion. It is
now capped at 3 permille.’’ We suggest to tie the allowable
discretion to the business cycle, making it looser in the times
of recession such that the government would have some
room for fiscal expansion, and more restrictive in the times
of growth, such that the government could not discretionarily
raise expenditures at the times when a pro-cyclical spending is
clearly undesirable. The allowable discretionary increase could
be 1 permille when the expected GDP growth is 3 percent,
and would increase by 2 permille for each 1-percent reduction
in GDP growth. No discretionary increase would be allowed
if the GDP growth were to be 4 percent or greater.

5. The deviations and their justification must be
transparent. The “accounting” of deviations item-by-item
cannot be hidden in the attachments to the budget proposal
but should be placed upright in the proposal that is voted on.

6. The expenditure categories that are pre-set for the 2nd,
3rd, and 4th year must include the same categories that are
later included in the detailed annual budgets. That way, the

3Ten by byl automatickym sou¢tem vydaja schvilenych v prvnim roce a aktualni odchylky.

34Pii prvni dprave ramce je mozné zvyseni o 2 promile, pfi uprave na aktualnf rozpoctovy rok uz jen 1 promile.

36The total expenditure would automatically be given as the expenditures pre-approved in the first year plus the deviation.

37The allowable discretionary increase is 2 permille for the first adjustment of the framework, and it is 1 permille for the adjustment for the current

budget year.
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rokmusi zahrnovat stejné kategorie vydajt, které jsou
nasledné obsazeny v detailnich ro¢nich rozpoctech.
Diky tomu budou mit zikonodarci i voli¢i moznost
jednoduse porovnat dvé d¢isla a udélat si obrazek, o
kolik se navysuji vydaje oproti ptivodné schvalenym, a
zda vlada povolené odchylky nepfekracuje. To je
podstatny krok k vyssi transparentnosti rozpoctu oproti
dnesni praxi.

Navrh je inspirovan nizozemskymi rozpoctovymi
pravidly, kterd jsou casto davana za vzor.® Zejména
proto, ze skute¢né funguji — byla zavedena pfi radikalni
fiskalni konsolidaci vroce 1994 a od té doby se
Nizozemi daff stabilizovat vydaje a snizovat dluh.

3.4. V CEM SPOCIVA HLAVNI PRINOS NASEHO
NAVRHU?

1. Prosazuje vyssi transparenci. Vydajovym ramcim dnes
média ani zakonodarci samotni nevénuji velkou
pozornost, nejsou srozumitelné, je obtizné posoudit,
zda jsou dodrzovany. Do piipadného zpochybnovani
zmén ramct (jakkoli legitimniho) uz se nikdo nepoust.
V nasem navrhu se odchylky od vydaji schvalenych
vprvnim  roce  stavafl  klicovym  parametrem
kazdorocnich rozpoctu. Jsou prezentovany
transparentné, dodrzovani povolenych odchylek je
snaze kontrolovatelné.

2. Zugwje rkagdorocni  rozhodovani. Po predbézném
schvéleni celkovych vydaji na 4 roky dopfedu se viha
kazdoroc¢niho rozhodovani o rozpoctu ptesouva: Od
otazek typu ,Schvilime vydaje 1100 nebo 1200
miliard?“ k otazkam typu ,,Odchylime se od pfedem
schvaleného rozpoctu o 15 nebo 20 miliard? Jsou
navrzené odchylky v souladu se zakonem?*

3. Posiluje pravni vygnam ramed. Nyni pfedstavuji jen
orientacni ¢islo — vydaje, které by vlada meéla
navrhnout. Kazdy rok je nutno explicitné schvalit novy
rozpocet s novym objemem vydaji. To ale ma za
duasledek, ze i kdyz vlada muze mit dlouhodobou
strategii omezovan{ vydaji uzakonénou ve vydajovych
ramcich, zroku na rok se nanovo otevira boj o
konkrétni vydaje, ve kterém se vldda jako celek c¢i
ministr financi nemaji o co opfit. Kazdy ministr by
chtél vice pro svij resort, kazdy poslanec by chtel vice
pro konkrétni projekty ve svém obvodé. Ministr financ{
¢l premiér, i kdyby méli upfimnou snahu tento piival
pozadavki zredukovat na sumu piedem urcenou
ramcem, jsou ve slabé pozici. Odmitanim pfistoupit na
»konsensus® spocivajici v uspokojeni vsech pozadavka
riskujf, Ze rozpocet schvalen nebude a nastane
rozpoctové provizorium. To s sebou nese konkrétni
dusledky pro samotné vydaje a hlavné negativni stigma,

legislators and voters will be able to simply compare two
numbers and get a picture of by how much the expenditures
deviate from the pre-approved expenditures and whether the
government obeys the allowable increase. This is a fairly
major improvement in the budget’s transparency compared
to the current practice.

Our proposal is inspired by the Dutch fiscal framework
which is frequently being portrayed as a role model namely
because it seems to be working.3® It took its current shape
during a radical fiscal consolidation in 1994 and the
Netherlands have succeeded in stabilizing the expenditures
are reducing the debt since then.

3.4. WHAT ARE THE MAIN ADVANTAGES OF OUR
PROPOSAL?

1. Imposes greater transparency. Neither the media nor the
legislators pay much attention to the expenditure frameworks
today; they seem to be an incomprehensible technical detail.
Nobody attempts to challenge the legality of adjustments in
the frameworks. In our proposal the deviation from the
expenditures pre-set in the first year becomes the key
parameter of the annual budget. It is presented in a
transparent manner and adherence to the allowable deviation
is easily verifiable.

2. Narrows down the issue to be voted on each year. Once the
expenditures for the upcoming 4 years are pre-set, the focus
of the annual budgetary politics shifts: From questions of the
kind “shall we approve 1100 or 1200 billion?” to “shall we
deviate from the pre-set budget by 15 or 20 billion? Are the
proposed deviations within the allowed limits?”

3. Increases the legal significance of the frameworks. Today, they do
not mean much more than a mere guideline — a number that
the government should propose as the total expenditures. But
the new budget with a new total expenditure has to be
explicitly approved every year. As a consequence, a new
political battle over the size of the budget opens up every
year, despite the fact that the government might have had a
long-term strategy for capping the expenditures legislated in
the frameworks. In such a battle the prime minister and the
finance minister are in a weak position. Every minister wants
more money for his chapters; every member of parliament
wants more money for specific projects in his district. If the
prime minister or the finance minister refuses to give in to
the excessive spending requests and insist on sticking to the
framework, they risk that the budget would not be approved
and the provisional budget would come into force. That
implies consequences for the actual expenditures, and, more
importantly, carries a negative connotation that the
government is malfunctioning. Our proposal changes the
game — the total expenditures were already approved in the

BSOECD (2002), IMF (2001). Pro popis nizozemského rozpoctového procesu viz Bos (2007).
BOECD (2002), IMF (2001). For a description of the Dutch fiscal procedures see Bos (2007).
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ze vlada funguje Spatné. V nasem navrhu se situace
méni — celkové vydaje byly skute¢né schvileny pfed
rokem az tfemi lety. Ministr financi ¢i premiér mohou
natlak na vyss$i vydaje snaze odmitnout s poukazem, Ze
pii chybéjici shodé ani neni tfeba navrhovat celkové
rozpo¢tové vydaje — budou platit ty schvalené
v minulosti, a navrh rozpoctu ,,po polozkich® se do
nich jiz vejit prost¢ musi. Timto je do rozpoctovych
pravidel zabudovan samovynucovaci mechanismus,
posilujici jejich dodrzovani ,,zevniti®.

4. Znacné meéni fakticky vyznam rozpoctového provizoria.>
Skute¢né provizorium, jak ho zniame dnes, by mohlo
nastat jen pfi neschvaleni prvniho rozpoctu nové vlady.
V dalsich letech uz nemuze nastat situace, kdy nejsou
schvaleny celkové vydaje, byt nadile muze nastat
situace, ze nejsou schvileny jednotlivé kapitoly. V tom
pfipadé by automaticky zacal platit rozpocet, ve kterém
celkové vydaje jsou rovny vydajim schvalenym
v prvaim roce, a do jednotlivych kapitol by se rozdélily
ve stejném pomeéru jako v rozpoctu predchozim.

5. Nuti vidadn i Snémovnu vice wuvagovat v dlouhodobém
horizontn. Rozpocet na prvni rok nové vlady bude
klicovy. Piedurci mantinely, od kterych v dalsich tfech
letech bude obtizné ¢i zcela nemozné se odchylit. Tyto
mantinely mohou posilit disciplinu pfi hlasovani o
zakonech, které piedurcuji mandatorni vydaje.
Zikonodarci budou nuceni hlasovat s védomim, ze
schvileni vyssich mandatornich vydajd bude téméf
automaticky znamenat kraceni jinych vydaja (alesponl v
daném volebnim obdobi), nikoli navySovani celkovych
vydaji a rozpoc¢tového deficitu.

Navrhované zmény samozfejmeé nejsou vselékem, ktery
jednou provzdy nastoli dlouhodobé vyrovnané
rozpocty. Rozpoctovy proces bude vzdy tézkym bojem
mezi odpovédnou a populistickou politikou. Primeét
politiky, aby dodrzovali vlastnl pravidla, je vzdy
obtizné. Pokud se 90% ministrt i poslancti shodne na
tom, ze se bude utricet o sto Sest, zakonna omezeni je
sotva zastavi. Striktni ctyfleté ramce ale posiluji pozici
téch aktéra, ktefi pravidla dodrzovat chté¢ji. Diky nim
muze mit vlada davéru, Ze pokud na zacatku volebniho
obdobi pfipravi vicelety plan na snizovani deficitu,
bude schopna se ho nasledné drzet. A davaji politikiim
pfi hlasovani o vydajich silnéji pocitit, Zze nic neni
zadarmo.

past. The prime minister or the finance minister may refuse
the pressure on expenditures by simply pointing out that if
there is no agreement, there need not even be a new proposal
on total expenditures. The pre-set expenditures will come
into force, and the allocation of expenditures across items will
have to fit in. A new self-enforcing mechanism is thus built
into the rules.

4. Radically alters the factnal meaning of the provisional budget.*0
The truly provisional budget, as conceived today, could only
be triggered if the first budget of the new government were
not approved. In the subsequent years, it cannot happen (by
construction) that the total expenditures ate not approved,
though it still may happen the allocation of expenditures is
not approved. In such a situation, a default budget would
come into force, in which the total expenditures are equal to
the expenditures that were pre-set in the framework, and they
would be allocated across items in the same proportion as in
the previous yeat’s budget.

5. Induces the government and the House to think more in a long-term
horizon. The budget for the first year of a new government
will be absolutely crucial. It will set binding caps which will be
quite difficult to exceed and will be conductive to fiscal
discipline when it comes to voting on laws that define
entitlement expenditures. When approving more generous
entitlement expenditures the legislators will be forced to
realize that doing so will almost automatically require cutting
other expenditures (at least during the current electoral term)
instead of raising the total expenditures or the budget deficit.

Realistically, the changes we propose are not a panacea that
would guarantee balanced budgets once-and-for-all. The
budgetary process will always be a tug of war between
responsible and populist policies. It is always difficult to
restrain politicians so that they abide by their own rules. 1f 90
percent of the ministers and members of parliament come to
an agreement to open the floodgates of spending, any legal
and procedural limits will hardly stop them. The strict four-
year frameworks should, however, strengthen the position of
those actors in the budgetary process who want to obey the
rules. The government can be more confident that if it
prepates a plan to cut the budget deficit during its term in
office it will also be able to stick to it. And they make
legislators perceive more strongly that when it comes to more
spending, there is no such thing as a free lunch.

¥Rozpoctové provizorium nastava, kdyz na zacatku kalendafniho roku neni schvalen novy rozpocet.

40The provisional budget comes into force when the calendar year begins and the budget has not been approved.
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4. VYDAJE

4. EXPENDITURES

4.1. VODITKO PRO SNIZOVANI{ VYDAJU

Upravy na vydajové strance budou pro dlouhodobou
rozpoctovou  kazen  nejdulezitéjsl.  Zkusenosti
evropskych zemi z poslednich 20 let ukazuji, Ze fiskalni
konsolidace spocivajici prevazné v redukei vydaju maji
trvalej$i efekty nez konsolidace spocivajici pievazné ve
zvysovani dani.#!

Snizeni deficitu ale nemuze byt voditkem pii
rozhodovan{ o konkrétnich vydajovych skrtech — to by
znamenalo snizovat prioritné ty vydaje, které jsou
vysoké. Ekonomicky racionalnéj$im principem je
snizovat prioritné ty vydaje, které jsou zbytecné a
neefektivni. Snizeni deficitu necht’ je jen motivem ke
snizovani vydaju, které by bylo Zadouci snizovat tak
jako tak:

= Vydaje, které neplnf zamysleny cil

= Vydaje nadbyte¢né, kdy stejného cile
muzeme dosahnout pfi nizsich vydajich

®  Neefektivni vydaje, kdy hodnota, kterou
Vytvafi, je zjevné nizsi nez naklady

Postupovat timto zpusobem znameni systematicky
vyhodnocovat dopady a duasledky jednotlivich
vydajovych programi a hledat efektivnéjsi alternativy.
U stavajicich vydajovych programt bohuzel podobnd
hodnoceni, zejména ze strany samotné vlady, vétsinou
chybi.

4.2. APLIKACE: STAVEBNI SPORENT

Stavebni spofeni zde prezentujeme jako néazornou
ukazku velmi problematického vydaje. Jeho podpora
bude letos stat daniové poplatniky 13.5 miliardy korun,
tedy pfes 8% rozpoctového deficitu. V dobé jeho
vzniku na pocatku 90-tych let byly jeho deklarovanymi
cili zpfistupnéni dvera na bydleni v dobé, kdy hypotéky
neexistovaly, a podpora viceletého spofeni jako
takového.

Nevime, nakolik tyto cile stavebni spofeni vibec kdy
plnilo. Nepodafilo se niam najit fundovanou
ekonomickou studii, ktera by vyhodnotila jeho
dopady.®* Utricime tak kazdy rok pfes 10 miliard

4Von Hagen, Hallet a Strauch (2001)
42Von Hagen, Hallet and Strauch (2001)

4.1. RULES OF THUMB FOR CUTTING EXPENDITURES

Adjustments on the expenditures side are crucial for a
sustainable fiscal policy. The experience of the European
countries during the past 20 years demonstrate that fiscal
consolidations relying primarily on reducing spending have
longer lasting effects than consolidations relying primarily on
raising taxes.*?

However, reducing the budget deficit cannot be the sole
objective when choosing particular expenditure cuts. That
would require cutting primarily those expenditures that are
large. An economically more justified objective is to cut
primarily those expenditures that are useless and inefficient.
Let the deficit be merely the driving force for cutting
expenditures that should be cut in either case:

* Hxpenditures on programs that do not fulfill their
stated objective

* Redundant expenditures, when the objectives of a
given program can be achieved at lower costs

* Inefficient expenditures, when the value they create
is clearly lower than the costs

Proceeding this way requires a systematic evaluation of the
effects of individual spending programs and an on-going
search for more efficient alternatives. Such evaluations are
missing for most current spending programs.

4.2. APPLICATION: BUILDING SAVINGS

We chose the building savings as an example of a particularly
problematic spending program. Subsidies to the building
savings accounts will cost taxpayers CZK 13.5 billion in 2010,
or about 8% of the budget deficit. When the program was
introduced in the early 1990, its stated goals were to increase
the availability of credit to finance the purchase or renovation
of housing at a time when mortgages were non-existent, and
to encourage longer-term savings as such.

We do not know to what extent the building savings program
ever succeeded to accomplish its stated goals. We were not
able to locate a single scientific evaluation of its effects.52 The
government has been spending over CZK 10 billion each

$Pouze Sunega (2005) zkoumd miru nerovnosti pifjmového rozdéleni raznych nastroji bytové politiky, véetné odpoctu uroka z Gvért na bydleni;
data vsak nedovolila oddélit odpocty troku z hypoték od urokd z uvéra ze stavebniho spofeni.

19



korun, aniz bychom védéli, do jaké miry za tyto penize
néco ziskavame. Samoziejmé dopad stavebniho spofeni
na uspory domdcnosti nelze méfit hodnotou vkladd u
stavebnich spofitelen, protoze mnoho domacnosti by
spofilo stejné nebo niz${ castky, pouze v jinych
finan¢nich produktech.

V dnes$ni dobé jiz dotace stavebniho spofeni plni
ptvodni Ucely jen minimalné. Pro vétsinu domacnosti
ma nulovy vliv na jejich dspory. Diky tzv.
pfeklenovacim uvéram cast statnich podpor dokonce
nedotuje spofeni, ale jeho pravy opak — Ccisté avery,
které klienti dostavaji, aniz by museli pfedem spofit. Ma
nezadouc! dopady na rozdéleni pifjmi — nejvétsim
pifjemcem podpory jsou domacnosti s vy$simi pifjmy.

Existence téchto nezadoucich efektd je tusena di
pfiznavana vefejnosti 1 politiky.** Odpovédna politicka
rozhodnuti lze ale sotva ucinit, pokud nemame
k dispozici zadnou informaci o jejich empirickém
vyznamu. Odhadli jsme proto jedno mozné meéfitko
efektivnosti podpory stavebnfho spofeni — procento
vydaju na statni podpory, které ve svém duasledku ma
nulovy vliv na uspory domacnosti nebo je dokonce
podnécuyje k vyssim puajckam.+

Odhad vychazi ze standardni mikroekonomické teorie
vlivu dan{ a dotaci na uspory domécnosti.# Podpora
spofeni zvysuje trokovy vynos. Ale jeji vise je omezena
na vklady do 20000 K¢. Domacnosti tak lze rozlisit na
dve skupiny: ty, které tak jako tak hodlaji spofit vice
nez roc¢ni limit, a ty, které hodlaji spofit méne.
Domicnosti v prvni  skupiné  nejprve  vyuZiji
v maximalni mozné mife stavebni spofeni, a zbyvajici
uspory investujl vijiném (nedotovaném) produktu.
Rozhodovani, zda se vyplati spofit vice, nenf podporou
ovlivnéno, a zvolené urovne cilovych dspor domacnost
dosdhne pfi nizsich splatkach. Jediny podstatny efekt je
pterozdéleni 3000 K¢ ve prospéch téchto domacnosti.
Jsou-li droky z Gvért dostatecné nizké, muze byt pro
domacnosti dokonce vyhodné vzit si Gvér a ziroven
zalozit stavebni spofeni. I v tomto piipadé domacnost
pouze maximalizuje statni dotaci, kterd nema vliv na jej
uspory. Pouze u domacnosti, které hodlaji spofit mén¢
nez maximaln{ rocn{ limit, existuje moznost, ze na vyssi
urok zareaguji vys$$imi usporami, nebot’ se prosté vice
vyplati.

year without knowing whether people get anything in return.
Of course the effects of the building savings on the actual
savings of households cannot be measured by the value of
deposits with the building savings societies, since many
households would have saved similar or the same amounts
anyway, only through different financial products.

Subsidies to the building savings only negligibly contribute to
their stated goals today. They have negligible effect on
savings for most households. A sizable fraction of the
subsidies even supports borrowing, the exact counterpart of
saving, via the so-called bridge loans which are being used by
customers who did not need to accumulate savings before
taking the loan. It has undesirable impact on the distribution
of income as households with higher incomes are also the
largest recipients of the subsidy.

These undesirable effects are being perceived and sometimes
even admitted by the general public as well as politicians.53
However, good policy choices can hardly be made without
any estimate of their empirical magnitude. We therefore
estimated one possible measure of inefficiency of the
subsidies to the building savings — the percentage of total
spending on the subsidy that has no effect on the households’
saving or that has a positive effect on the households’
borrowing.>

The estimate follows from the standard microeconomic
theory of the impact of taxes and expenditures on
household’s saving.®> The subsidy to deposits into the
building savings accounts increases the effective return. But
the subsidy is limited to deposits not exceeding CZK 20000
per year. The households can thus be divided into two types:
Those that intend to save more than the annual limit anyway,
and those that intend to save less. Households of the first
type will first invest into the building savings accounts up to
the limit to take the maximum advantage of the subsidy, and
will put the remaining savings into an alternative (not
subsidized) product. But their choice of whether saving is
worthwhile on the margin is not affected by the subsidy, and
they only achieve the intended level of total savings with
lower deposits. The only significant effect is a redistribution
of CZK 3000 to these households. If the interest rates are
low enough it may even be profitable for the household to
take a loan and have the building savings account at the same
time. Such a household is simply maximizing the subsidy that
it can receive while its actual savings are unaffected. Only the

52 Only Sunega (2005) evaluates the degree of income inequality generated by various housing policies, including the deductibility of interest payments
from taxable income; the data however did not allow separating the deductions from mortgages and deductions from loans from building savings
societies.

4] webové stranky Asociace stavebnich spofitelen vyslovné deklaruji podporu uvéra bez nutnosti predem spofit jako jeden z pifnosu statni podpory

pro statisice domacnosti. (http://www.acss.cz/cz/novinari-a-odbornici/acss-v-mediich /bez-statu-se-neudr-i/)

#Popis odhadu je obsazen v Pfiloze VI.
4Pro piehled, viz Atkinson a Stiglitz (1980), kapitoly 3 a 4, nebo Bernheim (2002).
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Odhad vyuziva vefejné¢ dostupna data o vyuziti
stavebniho spofeni na individualn{ drovni.#’ Pro kazdou
dotazovanou domacnost uvadéji, zda vyuziva konkrétni
spofici a tvérové produkty, ale bohuzel uz neuvadéji
konkrétn{ castky, které spofi. Jako domacnosti, u nichz
stavebni spofeni nema vliv na vysi uspor, konzervativné
klasifikujeme ty, které maji stavebni spofeni a zaroven
maji alespon dal$i dva dlouhodobé spotici produkty,
které lze povazovat za blizké substituty stavebniho
spofeni, a dale domacnosti, které soubézné
s investovanim do stavebnfho spofeni Cerpaji Gvér ze
stavebntho spofeni nebo jiné dva typy avéra s vyjimkou
hypotéky.#40 minimalné¢ 44 procentech stitnich
podpor (5.9 miliard korun) tak mulzeme tvrdit, Ze
neovliviuji uspory domacnosti, které je pobiraji, a jedna
se o zcela neefektivné vynalozené penize. Z opacného
pohledu lze maximilné o 29 procentech vydanych
statnich podpor tvrdit, ze zvysuji dspory domacnosti,
které je pobiraji.s

Stavebni spofen{ téz paradoxné dotuje uvéry, tedy
pfesny opak spofeni. 82 procent tvéra poskytnutych
stavebnimi spofitelnami pfedstavuji tzv. pifeklenovaci
uvery, které klienti dostavaji, aniz by vibec museli
pfedem spofit. Klienti cerpaji pfeklenovaci uavér,
zaroven si zalozi stavebni spofeni, a dotované vklady
jsou pouzity na splitky uvéru. Dle naseho odhadu
celkem 1.268 miliardy K¢, cili 9.6 procent statnich
podpor, jde ke klientim s pfeklenovacimi uvéry, a ve
svém duisledku jednoznacéné podporuje zadluzovani a
snizuje uspory domacnosti. Tento zpusob dotovani
uvéria je navic znaéné netransparentni, z pohledu
klienta nepfehledny, a z pohledu zikonodarce ziejmé
nezamysleny.”!

households of the second type could be induced to save more
because of the subsidy, because saving yields higher return to
them on the margin.

The estimate uses a publicly available dataset that records the
participation in the building savings program at the
household level. The data provides information about
whether a surveyed household uses a particular savings or
credit product but unfortunately it does not contain the
money amounts that the household saves. Households for
whom the building savings subsidy does not increase total
savings are hence classified according to a fairly conservative
criteria: (1) households that have building savings accounts
and also have at least two other long-term savings products
which are reasonable substitutes to the building savings and
(2) households that simultaneously save into building savings
accounts and either borrow from building savings societies or
borrow through two other credit products except
mortgage.5758 We can then say that af last 44% of the
subsidies (CZK 5.9 billion) do not increase savings of the
households that collect them, and hence can be regarded as
public spending that is entirely wasted. From the opposite
point of view, we can say that at most 29% of the subsidies
increase the savings of the households that collect them.>

The building savings also indirectly subsidize pure borrowing.
82 percent of loans provided by the building savings societies
are the so-called bridge loans that are provided to clients who
need not to contribute savings prior to drawing the loan. The
clients draw the loan, open the building savings account, and
the subsidized deposits are later used to repay the loan.
According to our estimate 1.268 billion CZK, or 9.6 percent,
of total subsidies are collected by clients with the bridge loans
and thus encourage indebtedness and reduce savings of
households. This method of facilitating the access to credit is

53 E.g., even the Association of the building savings societies declares on its website that the indirect support of the bridge loans constitutes one of the

major benefits of this spending program to thousands of households. (http:

neudr-i/)

5 Appendix VI describes the methodology of our estimate.

www.acss.cz/ cz/novinari-a-odbornici/acss-v-mediich /bez-statu-se-

%5 See Atkinson and Stiglitz (1980) chapters 3 and 4, or Bernheim (2002) for a reivew.

4Investice a dluhy domdcnosti, Factum Invenio 2008. Stru¢ny popis vybérového Setfeni je k dispozici na http:

dluhy-domacnosti-2008.

www.factum.cz/314 investice-a-

#Terminované vklady, podilové fondy, akcie a dalsi cenné papiry, spofici ucty, vkladni knizky, ukladani penéz stranou, ale nikoli penzijni pfipojisténi a

zivotni pojisténi.

4Naptf. leasing, pujcka od banky, koupé na splatky, pajcka od piibuznych ¢ znamych.

50Jednd se o domacnosti, které maji stavebni spofeni, nemaji Zadny jiny spofici produkt, a necerpaji Gvér s vyjimkou hypotéky.)

51Pfi pieklenovacim uvéru klient dostava fixni podporu 3000 K¢ ro¢né prvnich Sest let, ale splaci pouze troky a nikoli jistinu, coz je méné¢ vyhodny
zpusob splaceni. Pii dané urokové sazbé¢ tak ¢ast statni podpory jde do drokovych vynosa stavebni spofitelny.

5Investments and debts of households, Factum Invenio 2008.Summary of the survey available at http:

domacnosti-2008.

www.factum.cz/314 investice-a-dluhy-

57 Deposit certificates, mutual funds, stocks, bonds, savings accounts, cash saved at home, but not private pension insurance or life insurance.

58 easing, bank loan, consumer credit, loan from friends or relatives.

% We classify as such the households that have building savings, do not have any other long-term savings product, and do not have a loan with the

exception of mortgage.
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Stavebni spofeni ma rozporny dopad na nerovnosti
v pffjmech. Graf 7 ukazuje procento domacnosti, které
vyuzivaji stavebni spofeni, podle pifjmovych skupin.
Vidime, Ze je nejvice vyuzivano mezi domacnostmi se
sttednimi a vyssimi (nikoli vSak nejvy$simi) pifjmy —
v pasmu od 30 do 70 tisic K¢ na domacnost ho ma
okolo 70 procent domacnosti. S klesajicimi pfijmy tento
podil rapidné klesa — az na 17 procent u pifjma do 10
tisic korun.

GRAF 7: PROCENTO DOMACNOSTI, KTERE
VYUZIVAJI STAVEBNI SPORENT, PODLE

highly non-transparent, confusing for the client®, and
apparently unintended by the legislator.

The building savings have a controversial impact on the
distribution of income. Chart 7 shows the percentage of
households using the building savings by income groups. We
can see that it is being used most predominantly by middle-
income and upper-income (but not top-income) households.
About 70 percent of households with monthly incomes
between CZK 30,000 to 70,000 have building savings. As
incomes decline, the participation in building savings falls
rapidly — down to 17 percent for incomes below CZK 10,000

CHART 7: THE PERCENTAGE OF HOUSEHOLDS USING
THE BUILDING SAVINGS BY INCOME GROUPS
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S vyuzitim stejnych dat kvantifikujeme dopad na
nerovnost pomoci standardnich nastroju, tedy
Lorenzovy kiivky a Giniho koeficientu. Graf 8

zobrazuje Lorenzovu kiivku rozdéleni pifjmut, tedy
kumulované procento domacnosti sefazenych od
nejchudsich k nejbohatsim na vodorovné ose a jejich
kumulované pfijmy jako procento celkovych pfijmu
véech domadcnosti na svislé ose. Zaroven ukazuje
Lorenzovu kfivku podpor stavebniho spofeni, pficemz
domacnosti na vodorovné ose jsou rovnez sefazeny od
nejchudsich k nejbohatsim.®! Rozdéleni podpor je u
niz$ich pifjmovych skupin jest¢ vice nerovné nez
rozdéleni pifima — napifklad vidime, ze 30%

We quantify the impact on inequality by using two standard
tools, the Lorenz curve and the Gini coefficient, also using
the identical dataset. Chart 8 depicts the Lorenz curve for the
income distribution, 1ie., the cumulative fraction of
households ordered from the poorest to the richest on the
horizontal axis and their cumulated incomes as a share of the
total income of all households on the vertical axis. It also
depicts the Lorenz cutve for the building savings subsidies,
with the households on the horizontal axis also ordered from
the poorest to the richest.? The subsidies are distributed
more unequally than incomes among the lower income
groups; we can see, for example that 30% of the poorest
households collect 15% of the total incomes but only 9% of

%The client with a bridge loan receives the CZK 3000 subsidy during the first six years but repays only the interest and not a principal which is a less
advantageous payment calendar. Part of the subsidy is thus effectively collected by the building savings society (holding the interest rate fixed).

01 Kdyby stavebni spofeni bylo rozdéleno rovnomérné napfi¢ pifjmovymi skupinami, lezela by jeho Lorenzova kiivka na diagonale. Kdyby ho chudi

vyuzivali ve veétsi mife nez bohati, lezela by kiivka nad diagonélou.

2 If the building savings were distributed equally across income groups, its Lorenz curve would lie on the diagonal. If the poor were used it more than

the rich, it would actually lie above the diagonal.
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nejchudsich domacnosti pobird 15% celkovych pifjmau,
ale jen 9% celkovych podpor. Obdobné to plati pro
celou chudsi polovinu populace. Mezi domacnostmi
v bohat$i poloviné je tomu jinak — stavebni spofenf je
rozlozeno v podstat¢ rovnomérné a diky tomu je i
Lorenzova kfivka podpor nad kiivkou pifjmua a je
téméf linearni. Méfeno Giniho koeficienty, jsou
nerovnosti rozdéleni pifjma (26.2) a podpor (22.4)
velmi podobné. Stavebni spofeni tak navrch k existujici
nerovnosti v pifjmech pfidava v podstaté stejnou miru
nerovnosti v rozdéleni dotaci.

Podpora stavebnfho spofeni tak jest¢ prohlubuje
pifjmové nerovnosti v chudsi poloviné populace, a

naopak srovnava nerovnosti uprostfed vyssich
stfednich a mirné bohatsich vrstev.

GRAFS8: LORENZOVY KRIVKY

the building savings subsidies. A similar disparity holds for
the below-median half of the population. A different pattern
emerges in the richer half of the population — the building
savings are distributed nearly equally and as a results the
Lorenz curve for the subsidies lies above the Lorenz curve
for the incomes and is nearly linear. Measures by the Gini
coefficients, the inequalities in income (26.2) and subsidies
(22.4) are very similar. The building savings thus augment the
existing inequality in incomes with an additional inequality in
the distribution of subsidies of roughly the same (relative)
magnitude.

The housing savings subsidies thus deepen the income
inequality in the poorer half of the population while slightly
leveling off the inequality within the upper-middle and upper
income ranges.

CHART 8: LORENZ CURVES
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4.3. JAK PODPORU STAVEBNIiHO SPORENI
ZRUSIT

Podpora stavebniho spofeni je evergreenem politikd pii
uvahich o rozpoctovych skrtech. A je téz jednou
z prvnich  polozek, kterda se z Gvah ke
konkrétnim navrhim vytraci. Pouze v roce 2003 se
podatilo prosadit sniZzeni podpory z 25 na 15 procent a
jeji maximalni roc¢ni vysi omezit ze 4500 K¢ na 3000
K¢, a to pouze u novych smluv uzavienych od roku
2004.

cestou

K eliminaci tohoto neefektivntho dota¢nitho programu
je tieba pfekonat dve prekazky. Prvni je ryze politicka.
Kraceni kazdého vefejného vydaje se setkava
s odporem jeho piijemct — v tomto piipadé klientd
stavebnich spofitelen a v jesté vétdi mife spofitelen
samotnych. Zruseni podpory uSetii miliardy korun
milionim danovych poplatnik. A v tom je problém —

4.3. HOW TO ELIMINATE THE BUILDING SAVINGS
SUBSIDIES

The building savings subsidy is a popular item among
politicians when it comes to preliminary suggestions for
spending cuts. It is one of the first items that is dropped from
the list as they move from preliminary suggestions to specific
proposals. Only in 2003 did the government manage to push
through a reduction of the subsidy rate from 25 to 15 percent
and a reduction in the annual savings limit from CZK 4500 to
3000 but only for new accounts open since 2004.

One has to overcome two hurdles in order to eliminate this
inefficient spending program. One is purely political. Cutting
any public expenditure generates resistance from its recipients
— in this case the clients of the building savings societies and
the societies themselves. Eliminating the subsidy will save
billions of crowns to millions of taxpayers. That is the
problem — it provides an abstract benefit to abstract people.
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jedna se o znacné abstraktni pfinos pro neutcitou
skupinu osob. Piinos zkriceni podpor je tfeba
zhmatatelnit, aby vznikla volicska skupina, kterd na
ném bude mit zijem. Napifklad postavit navrh jako
balicek, o kterém se hlasuje najednou: zrusi se podpora
a zaroven se zvysi sleva na dani z ptijmu o 500 K¢ pro
vsechny poplatniky. Ti, co chtéli vyuzivat stavebni
spofenf, dostanou alesponn néjakou kompenzaci.
Polovina lidi ale stavebni spofeni nema — tato velka
skupina ziskd ze zruseni podpory velmi konkrétni
piinos. Proti takto postavenému navrhu se hlasuje hife,
nez proti navrhu na pouhé zruseni podpory.©3

Druha pfekazka je specifickd pro stavebni spofeni —
udajné z pravniho hlediska je nemozné kratit podporu
u existujicich smluv, a kraceni pouze u novych smluv
vyvolava vlnu novych smluv, které klienti uzaviraji jeste
pfed snizenim podpory. Nartst poctu novych smluv
v roce 2003 a nasledny pokles v roce 2004 je ilustrativni
(viz graf 9). Mnozi z klientt, kteff uzavfeli smlouvu
v roce 2003, by ji jinak uzavfeli o rok ¢i dva pozdéji, a
mozna i vibec ne. Vlna novych smluv ma paradoxni
dopad na rozpocet — vydaje v disledku snizeni podpory
kratkodob¢ rostou. Vydaje na statni podpory narostly o
2.1 miliardy v roce 2004 a az v roce 2009 se dostaly na
uroven roku 2003.

Podporu stavebniho spofeni je tieba zrusit nebo sniZit
zpusobem, ktery maximalné omezi jednorazovou vlnu
novych smluv. Jak toho dosahnout? Snizovat podporu
postupné podle data uzavieni smlouvy. Konkrétné
navrhujeme zachovat 15% dotaci k vkladim, ale
snizovat ro¢ni limit statni podpory u novych smluv
z 3000 K¢ na nulu postupné kazdy mésic po dobu 60
mésicy, tj. 50 K¢ mési¢né. Pokud by snizovani podpory
zacalo od ledna 2011, pak u smluv uzavfenych jesté
v roce 2010 by ro¢nf limit statni podpory ¢inil 3000 K¢,
u smluv uzavienych v lednu 2011 by ¢inil 2950 K¢, u
smluv uzavienych v unoru 2900 K¢ atd., az konecné u
smluv uzavfenych v prosinci 2015 by podpora byla
nulova. Snizeny limit podpory by byl zafixovan po
celou dobu trvani smlouvy. Rozhodujicim dnem pro
stanoveni vyse podpory by bylo datum, kdy klient zacal
skutecné spofit, tj. kdy na dcet stavebni spoftitelny byl
piipsan prvni vklad.®

®Roland (2000), kapitola 3.

The benefits from eliminating the subsidy need to be made
tangible to a specific electoral group in order to entice its
political support. One possibility is to propose a package to
be voted on in a single vote: Eliminate the subsidy but also
increase the tax credit by, say, CZK 500. The users of
building savings will receive at least some compensation. But
half of the households do not have building savings accounts
— this large group will receive a concrete benefit. It is just
harder for a politician to vote against a proposal pitched in
this way than against the proposal to simply eliminate the
subsidy.6>

The second obstacle is specific for the building savings: It is
being alleged that cutting the subsidy for the existing
accounts would be struck down as unconstitutional. And
cutting the subsidy for the new accounts only creates a wave
of new accounts that people try to open just before the
subsidy is cut. The increase in the number of new accounts in
2003 and the subsequent drop in 2004 are illustrative (see
Chart 9). Many of the clients who opened a new account in
2003 would have opened it one or two years later or perhaps
never. The wave of new accounts has a perverse impact on
the budget — expenditures temporarily rise despite the fact
that the subsidy is being cut. The total subsidies rose by CZK
2.1. billion in 2004 and only in 2009 did they reach the 2003
level.

The building savings subsidies must be eliminated or reduced
in a way that will minimize the countervailing wave of newly
opened accounts. How to accomplish this? By cutting the
subsidy gradually with the date of opening the new account.
Specifically we propose to keep the 15% subsidy rate but to
reduce the annual limit on the subsidy from CZK 3000 to
zero gradually each month over 60 months, i.e., by CZK 50
each month. If the reduction were phased in starting January
2011, then the annual limit would still be CZK 3000 for
accounts opened during 2010, then CZK 2950 for accounts
opened in January 2011, then CZK 2900 for accounts opened
in February, etc., until reaching zero for accounts opened in
December 2011. This reduced limit would remain fixed for
the duration of the account, as it is today. The date of the
first deposit into the new account will determine the level of
the limit that the particular account is eligible for.6¢

%“Dtvodem je zabranit moznym podvodiam, kdyby rozhodnym dnem bylo napi.datum podpisu smlouvy, které lze snadno post-datovat.

%Roland (2000), chapter3.

% The justification is to prevent fraud, which would be an issue under other plausible arrangements. For example, the date of signing the contract for

the account is unsuitable for the purpose as it can be easily post-dated.
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GRAF 9: NOVE UZAVRENE SMLOUVY O
STAVEBNIM SPORENI A VYDAJE NA STATN{
PODPORY

CHART 9: NEW BUILDING SAVINGS ACCOUNTS AND
TOTAL SPENDING ON SUBSIDIES
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Zdroj: Ministerstvo financi Ceské republiky

Postupné kraceni podpory omezi nabéh novych smluv
ze dvou davodi. Prvni je tradicni - domacnosti méni
casovani a strukturu svych investic tehdy, pokud
piinosy ze zmény jsou dostatecné vysoké. Pro fadu lidi
nebude finanéné vyhodné pospichat s uzavienim
nového spofeni jest¢ za starych podminek, pokud
podpora neklesne skokové. Druhy duavod vychazi
z poznatk behavioralni ekonomie a je podle naseho
nazoru dulezit¢jsi: Rada lidi, kterym se uzavieni nového
pojisténi financné (mirné) vyplati, se knému ani
neodhodla, nebo az svelkym zpozdénim. Existuje
pfesvédciva empirickd evidence, ze velkd cast lidi
odklada ze dne na den dlouhodoba finanéni rozhodnuti
typu zalozeni nového spofictho produktu, pokud
rozhodnuti zitra pfedstavuje jen minimalni ztratu oproti
rozhodnuti dnes.” Pfi postupné klesajici podpote
domacnosti nesou pomérné malou ztratu, pokud novou
smlouvu nestihnou uzaviit podle starych pravidel —
piisti mésic bude roc¢ni podpora nizsi o 50 K¢, ¢ili po
Sesti letech spofen{ nizsi o 285 K¢ v soucasné hodnote.
Uzavieni nového spofeni vyzaduje sice ne velkou, ale
pfeci jen namahu, a hlavné cas, kterého nema nikdo
nazbyt. Pfi rozhodovani, zda praveé dnes uzaviit nové
spofeni nebo se vénovat nécemu jinému, pro fadu
zvitézi to néco jiné — néco, co je zrovna dulezitéjsi.
Spofeni se da uzavfit i zitra nebo za tyden, ostate¢né

Source: Ministry of Finance, Czech Republic

Reducing the subsidy gradually will minimize the wave of new
accounts for two reasons. The first one is conventional —
households adjust the timing of their investments as long as
the gains from doing so are sufficiently high. Hence many
people will not find it worthwhile financially to hurry up to
open the new account under the old terms as long as the
subsidy does not jump down too abruptly. The second reason
follows from behavioral economics and is, in our opinion,
more important: Many people, even those for whom opening
a new account would be financially advantageous, will not do
so or will postpone the decision. Economists have assembled
convincing evidence that a large fraction of the population
postpone long-term financial decisions (such as starting a new
savings product) from day-to-day if postponing the decision
till tomorrow carries only a small penalty compared to
making the decision today.”" If the subsidy is being reduced
gradually, the houschold suffers a fairly small loss for failing
to open the new account under the old rules. In the following
month the annual subsidy would only be CZK 50 less, which
after 6 years of saving means CZK 285 in present value
terms. Opening a new account requires some effort, even
though not very large, and also requires some time which is
always scarce. For many people making the decision whether
to open a new account or to do something else today, that
“something else” will win — something more urgent right
now. New account can be opened tomorrow or next week,

¢’Madrian a Shea (2001), Choi, Laibson, Madrian a Metrick (2004), Cronkvist a Thaler (2004), Ariely a Wertenbroch (2002).
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ztrata 50 korun ro¢né neni tak hrozna.®® Zitra ovsem
muze piijit zase néco zrovna dilezitéjstho. Takto mutze
clovek v odkladani pokrac¢ovat nékolik mésicu, pfestoze
v konecném dusledku se mu podpora snizi uz o nékolik
stokorun a ve zpétném pohledu by pro néj bylo byvalo
vyhodnéjsi uzaviit nové spofeni jest¢ pfed prvnim
snizenim. U lidi s touto tendenci odkladat rozhodnuti
vibec nemusi dojit k ,,ndb¢hu® smluv uzaviranych pied
snizovanim podpory. Pii jednorazovém snizeni v roce
2004 k nému ale doslo — ztrata z odkladan{ rozhodnuti
byla piili§ velka a pfiméla v podstat¢ kazdého, kdo o
stavebni spofeni mél zdjem, aby nové spofeni uzaviel
vcas.

Navrh na postupné snizovani podpory je piimou
aplikaci dynamicky se rozvijejictho oboru behavioralni
ekonomie. Na datech z experimentl a z realného svéta
dokumentuje, ze v Siroké skale situaci se lidé nedokazi
rozhodovat v souladu s vlastnim zdjmem.® Spole¢nym
rysem doporuceni pro praktickou politiku je dat lidem
moznost volby, ale strukturovat volbu tak, aby dokazali
piekonat tendenci k odkladani rozhodnuti nebo pii
nedokonalém  rozhodovani byli ,postréeni ke
spravnému feseni.” N4s navrh je originalni v tom, Ze se
naopak snazi nedokonalosti v rozhodovani vyuzit ve
prospéch  spolecnosti  jako  celku.  ZaloZenim
dotovaného spofeni pfed snizenim dotace clovek
ziskava dotaci pro sebe, ale ¢ini tak na ukor druhych a
pouze udrzuje v chodu dotacni program, ktery chceme
zrusit. Pointa navrhu je v tom, ze se snazi odradit lidi
od rozhodovani, které je neefektivni pro spolecnost
jako celek, byt je =z individualistického hlediska

racionalni.

the loss of CZK 50 is not tragic after all.’? But tomorrow
something more urgent might come up again. This way the
individual may continue postponing the new account for
months, even though the subsidy will be eventually reduced
by the order of hundreds of crowns and in retrospect he
would have preferred opening the new account before the
first reduction. The wave of new accounts need not occur at
all for people with this kind of (highly prevalent) tendency to
postpone long-term decisions. The difference from the sharp
reduction in 2004 is that the loss from postponing the
decision was way too large and forced essentially everyone
who was ever interested to use the building savings to
overcome the tendency to postpone and to open the new
account on time.

The proposal to cut the subsidy gradually is inspired directly
by behavioral economics, one of the most dynamic subjects
within the science of economics. Using data from
experiments and the real world, it has documented that
people fail to make decisions in accordance with their self-
interest in a wide variety of contexts.” The common theme in
its policy recommendations is to give people choice but to
structure the choice process such that people would be
“nudged” to make the choice that is most likely to be in their
best interest.” Our proposal is innovative by doing the
opposite — by trying to take advantage of the shortcomings in
people’s decision making for the common good. By opening
a building savings account before the subsidy is cut an
individual collects money for herself or himself but does so at
the expense of other people and keeps alive a program that
we would like to eliminate. The point is thus to “nudge” that
individual away from making a choice that is inefficient for
the society as a whole even though it is rational from a
narrow individualistic sense. .

"Madrian and Shea (2001), Choi, Laibson, Madrian and Metrick (2004), Cronkvist and Thaler (2004), Ariely and Wertenbroch (2002).

STempo snizovani o 50 K¢ mési¢né nebylo vybrano arbitrarné. Kalibraci jednoduchého modelu (O’Donoghue a Rabin (1999), str. 107-109) bylo
zvoleno co nejvyse, aby lidé s realistickou hodnotou mési¢ntho hyperbolického diskontniho faktoru (okolo 0.88-0.90) a s realistickymi naklady na
uzavfeni nového spofeni (2000 az 2400 K¢, coz zahrnuje poplatek stavebni spofitelné za uzavieni smlouvy a uslou mzdu v fadu 1 az 2 hodin) jeste
neméli tendenci uzavirat nové smlouvy s predstihem.

® Vyzkumnici identifikovali vice zdroju téchto selhani - hyperbolické diskontovani (které vede k tendenci odkladat rozhodnuti), ,,framing® pfi
rozhodovani vadi irelevantnim alternativam, rozhodovani pomoci heuristik namisto hledani optima, selektivni ignorance informaci relevantnich pro
rozhodovani, podléhani socidlnimu tlaku atd. Pro piehled evidence na datech z redlného svéta viz DellaVigna (2009).

7Nejznamejsim pifkladem je program penzijntho spofeni ,,Save More for Tomorrow®, ktery akademici Richard Thaler a Shlomo Benartzi navrhli a
pomohli implementovat pro konkrétni vétsi firmu. Viz Thaler a Benartzi (2004).

72 The speed of reduction by CZK 50 per month was not selected arbitrarily. By calibrating a simple model (O’Donoghue a Rabin (1999), p. 107-109)
we chose it as high as possible such that people with a realistic value of the monthly hyperbolic discount factor (around 0.88-0.90) and realistic costs
of opening a new account (CZK 2000 to 2400, which includes the sign-up fee charged by the building savings society and foregone earnings on the
order of one or two hours) were still not prone to open the new accounts early.

73 Researchers have identified several sources of such failures — hyperbolic discounting (which breeds the tendency to postpone decisions), ,,framing*
of choices against alternatives, choosing with the aid of heuristics, selective ignorance of relevant information, giving in to social pressure etc. For an
overview of evidence based on real-world data see DellaVigna (2009).

74 Perhaps the best known example is a retirement savings program ,,Save More for Tomorrow*, which two academic economists, Richard Thaler and
Shlomo Benartzi, helped to design and implement for a specific large corporation. (Thaler a Benartzi (2004)).
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ZAVER

CONCLUSION

Nas pifstup k reforme jsme aplikovali na navrh reforem
dil¢ich  aspektl vefejnych financi, jejichz
dlouhodoby potencial pro snizeni deficitu ¢ini v souctu
okolo 22 miliard korun. To je dostate¢na castka ke
snizen{ strukturalntho deficitu na 3 procenta,
umoznujictho v pitipadé obnoveni béznych temp rastu
HDP pfijeti eura. Implementace obdobného pfistupu
systematicky na dalsf aspekty vefejnych financi umozni
piebytky rozpoctu a snizeni dluhu v obdobi rychlého
ekonomického ristu.

dvou

Tyto dal$i reformni kroky by v oblasti fiskalnich
institucf mély zahrnovat zvyseni transparentnosti pii
schvalovani rozpoctu ve Snémovné, zkvalitnéni
metodiky hodnoceni dopadii regulace (RIA), posileni
pozice vlady pfi projednavani zakonu s dopadem na
rozpocet ve Snémovné a zrovnopravnéni vladnich a
poslaneckych navrha zakont a pozménovacich navrhu
pokud jde o pozadavky kladené na jejich formalni i
obsahovou stranku.

Na strané vydaji jsou hlavnim kandidatem na reformu
pravidla vefejnych zakazek, ktera musi byt radikalné
zménéna s cilem omezit korupci a tim i snizit vydaje.
Dalsimi polozkami jsou dichody, jejichz systémova
reforma nezbytnd; dspory v provoznich vydajich statni
spravy; pfesun nckterjch socidlnich vydajui do
daniového systémuci reforma financovani meést a obci
zvysujici  jejich  rozpoctové pifjmy a  snizujici
administrativné a ekonomicky neefektivnl dcelové
dotace.

Danovy systém rovnéz vyzaduje
optimalizaci. Hlavnimi Zadoucimi zménami jsou
roz$ifovani  danovych  zakladd ~ kompenzované
snizovanim sazeb,posun od zdanéni prace ke zdanéni
spotieby a ostatnich pifjmu, sblizovan{ dafiovych sazeb
mezi riznymi danémi, a pfesun k vyssimu zdanéni
negativnich externalit.

systémovou  re-

We applied our approach to reforms of two partial aspects of
public finances, whose combined potential for reducing the
deficit adds to about CZK 22 billion. That amount is
sufficient to reduce the structural deficit to 3 percent of
GDP, sufficient to adopt the euro when economic growth
returns to usual levels. Applying our approach to other
aspects of public finances will lead to a budget surplus and a
debt reduction in periods of rapid economic growth.

These other reform steps should, on the fiscal institutions
side, include increased transparency of the budget approval in
the House of Representatives, improved methodology of the
Regulatory Impact Assessment process, increased agenda-
setting power of the government in the approval of draft
legislation in the House, or equalizing the formal and
substantive requitements for the draft legislation and
amendments submitted by the government and the members
of Parliament, respectively.

On the expenditure side, the main candidates for reform are
public procurement rules, which need to be radically revised
with the aim to cut corruption and thus reduce expenditures.
Other crucial items include pensions, where a systemic
reform is a must; savings in the operating expenditures of the
government bureaucracy; incorporating certain welfare
expenditures into the tax system; or reforming the system of
local finances by increasing direct revenues of the municipal
and regional governments and reducing administratively
expensive and economically inefficient grants-in-aid.

The tax system is also ripe for systemic re-optimization. The
most desirable changes include broader the tax bases
compensated by reduced tax rates, a shift from taxing labor
income towards taxing consumption and non-labor income,
reduced disparities in tax rates across different taxes, and a
shift towards heavier reliance on taxation of negative
externalities.
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APPENDIX I: DEBTS AND DEFICITS - TERMINOLOGY AND DEFINITIONS

Differences in published data on deficits and debts can be often confusing. However, the fact that two institutions
report a different number may be simply caused by the fact that they used a different indicator. The indicators used to
describe the government deficit and government or central debt differ in two important respects:

a) which institutions are included (and therefore their deficits/debts enter the statistics),
b) whether we work with accrual principle or cash principle.

As far as Czech and European data are concerned, we can typically find two basic metods of reporting balances: GFS
1986 (methodology designed by IMF, it was updated to GES 2001) and ESA 95 (Eurostat methodology). GES respects
the cash principle of recording incomes and expenditures and it is more selective with respect to which institutions are
included. ESA 95 follows the accrual principle and includes data quite a few additional public institutions (e.g. Podpurny
a garanéni rolnicky a lesnicky fond, Vinatsky fond, Ceska konsolida¢ni agentura, but also public universities and other
institutions). Most of the numbers (especially in international comparisons) reported in this paper are based on ESA 95
methodology.

Debt indicators:

1. State debt — state obligations arising from state foreign loans, bank credits and issued state bonds and other
state obligations (CZSO definition), 1178.2 billions CZK in 2009
2. General government debt — overall debt of the sector of government public institutions, 1282 billions CZK in
2009
Deficit related indicators:

Total observed deficit consists of cyclical and structural deficit.

Structural deficit is the hypothetical deficit that the country would have if its output does not deviate from the level of
potential output.

Cyclical deficit is the part of the observed deficit that can be attributed to the fact that the economy is producing less
than the potential level of output.

Primary balance is the observed deficit net of interest payments related to existing public debt.

APPENDIX II: DEFICITS AND DEBTS - BASIC RELATIONSHIPS

THE RELATIONSHIP BETWEEN PUBLIC DEBT, INTEREST RATES AND PRIMARY DEFICIT

The mathematical relations between primary deficit, interest rates and public debt are not different from similar
accounting operations for a normal debtor. If we define the debt at the end of year t as Dy, interest rate for the next
period as as ii+1, and the primary balance as PB, the dynamics of debt accumulation follows this relationship:7>

Dt+1 = Dt + Dt : it+1 - I:)Bt+1

If we want to see the results in relative numbers (in terms of GDP), we get

75This simple option neglects monetization of debt. For more details see Neck and Sturm (2008), or Greiner and Fincke (2009)..
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GDP, GDP, GDP,, GDP,_,
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Where we for simplicity measure all variables in constant prices (therefore r. is real interest rate).

1+,
This can be simplified to: d,,, = —*-d, — pb,,

1+ gt+l

where r is the real interest rate on state debt, d is the debt to GDP ratio and pb is the ratio of primary balance to GDP.

The primary balance that has to be achieved if the debt ratio dois to remain constant is then given by:

* r -
pb = —g'do
1+g9
Implications are clear: countries with high level of debt, bad reputation (high interest rates) and with low economic
growth can only achieve stabilization with high surpluses on primary balance. Countries that start with stabilization

before it is too late, can achieve the same goal much easier. Stable debt ratio can be even achieved with a reasonable
level of primary balance deficit (surplus is not necessary).

SUSTAINABILITY OF PUBLIC DEBT

The most common theoretical criterion for sustainability of public debt is derived from the application of non-Ponzi
game condition on governments. This condition can be described as a requirement that the current discounted level of
public debt is equal to zero. This condition together with debt dynamics equation leads to the following relationship:

i[pbt t 1*‘;’Sj+o|0 ~0

rr) s=L 1+,

S

A bit more useful alternative to this expression is the analysis based on medium-run development of debt based on
current debt, expected development of GDP and real interest rates. In the case we are looking for scenatios describing
feasible reduction of debt to GDP ratio within a given time horizon.

APPENDIX III: DEBT STABILIZATION ANALYSIS

The relationship between real economic growth, interest rates, and primary balance consistent with stable long run debt
is given by the following equation for the debt to GDP ratio (do) that we want to achieve, real interest rate (r) and real
rate of growth of the economy (g):

* r_g
b =94
P 1+g °*

If we want to estimate the debt-stabilizing level of primary balance, we need the estimates of future economic growth
and of future interest rates on state debt. Unfortunately the interest rates (which play a very important role — see Chart
A1) are very difficult to predict as they can be quite sensitive to market expectations.

Chart A2 describes the same relationship between debt and primary balance for illustrative estimation of the sensitivity
of the debt stabilizing primary balance to economic growth for five different levels of public debt — ranging from
already historical level of 30%, via current 40% up to 70% that we can achieve in relatively near future and that are
typical for an average EMU country. In all of the cases we assume a stable real interest rate at the level of 2.2% (L.e.
relatively optimistic level for higher level of debt). Individual points in the chart show the observed combinations of
primary debt and economic growth during 1999-2008 and their relative position to the 30% debt line reveals whether
we used to have rather sustainable or unsustainable fiscal policy. It is apparent that with the exception of 2004-2007 we
were spending more than we could afford (with respect to debt stabilization) and even in these years we relied on high
rate of growth rather than on prudent fiscal policies.
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CHARTAL1: SENSITIVITY OF DEBT STABILIZING PRIMARY BALANCE TO REAL INTEREST RATES (FOR INITIAL
DEBT RATIO AT 40% OF GDP)
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CHART A2 — RELATIONSHIP BETWEEN DEBT-STABILIZING PRIMARY BALANCE AND ECONOMIC GROWTH
(FOR GIVEN R AND Dy)
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APPENDIX IV: PROGNOSIS OF THE FUTURE GROWTH OF THE CZECH GOVERNMENT DEBT AND
THE STABILIZING SCENARIO

Our prognosis of the development of public debt burden until 2020 is based on analysis of scenarios that use
combinations of following assumptions

1. Real GDP growth — two versions:

a) Uses IMF forecasts till 2015 and assumes a stable real rate of growth at the level of 3.5% p.a. for 2015-2020.
b) Uses IMF forecasts till 2015 and assumes higher rate of growth for 2015-2020 (derived from the average rate of
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growth of Czech economy during 2000-2007, i.e. 4.4%).
2. Real interest rates — three versions:

a) Real interest rates will return to levels close to the levels typical for years 2001-2007. This assumption can be
consistent with an optimistic scenario that assumes recovery of confidence in the financial markets and
treatment of Czech economy as a borrower with stable public finance.

b) Medium level — real interest rate on Czech public debt will remain above the pre-crises (2001-2007) level (+0.5
perc. point). The real interest rate would thus remain between historical values and higher values achieved
during the financial crisis.

¢) Pessimistic option: based on variant b, but from 2015 on assumes even higher interest rate caused by hostile
response caused by low confidence in Czech policies. This seems to be consistent with unsuccessful reform.

3. Primary balance — 2 options:

a) Starts with data from the Convergence scenario and assumes primary balance at 2.1% of GDP from 2014 on.
b) Assumes return to average levels of primary balances after 2014.

Because of limited space and improbability of some of the combinations we describe here only four selected scenarios
out of the 12 possible combinations:

=  Scenario 1: There will be at least partial stabilization according to the convergence program, growth will follow
the trajectory expected by the IMF and interest rates will be lower. This case would mean that the Czech
Republic would have a good initial situation for future stabilization of the debt and it will have good prospects
of meeting the Maastricht convergence criteria.

= Scenario 2: “No change scenario” — economic growth is assumed to return to average rates of growth from
2000-2007, so are the primary balances. The interest rates would be following the medium trend (b). In this case
we will find out that time is running out much faster. The debt ratio will very quickly reach the level of 50% of
GDP and will get to 60% by 2020.

=  Scenario 3: More pessimistic version of scenario 2, in this case the financial markets “reward” our inability to
continue with the reform with higher interest rates. Time will run out even faster, we will have problems with
the Maastricht debt criterion in 2018 at the latest.

=  Scenario 4: Scenario 3 with lower assumed rates of growth. While seemingly the most pessimistic among the
presented scenarios, it can actually be the most realistic one. In this case we will struggle with debt approaching
70% GDP by 2020. Reducing the debt and meet the Maastricht criteria will become quite difficult.

®  The stabilization scenario assumes that the Czech economy returns to growth according to growth scenatio (b),
has access to lower interest rates (a) and primary balance would be gradually decreased to -1.8% of GDP by
2014 and kept at this level from 2015 on.

The results under each scenario are presented in Chart 6 in the main text.

APPENDIX V: CALCULATING THE PREDICTED IMPACT OF A CHANGE IN FISCAL INSTITUTIONS
IN THE CZECH REPUBLIC ON THE BUDGET DEFICIT AND DEBT

We construct two alternative indices of fiscal institutions for the Czech Republic, one based on the methodology of
Hallerberg, Strauch and von Hagen (2009) and the other on Fabrizio and Mody (20006), hereinafter referred to as HSH
and FM, respectively. Both studies have developed their own, though related, approaches to measuring the quality of
fiscal institutions. They assign numerical values to various features of the budget process, with higher values indicating
that a given feature is more conductive to budgetary discipline. Then they construct an index as a weighted average of
the numerical values across all features, normalized on a zero-one scale. Both studies distinguish three core phases of
the budget process — preparation, legislative phase, and implementation.

Our indices for the Czech Republic were constructed from information contained in International Budget Practices and
Procedures Database published by the OECD (OECD, 2009), which contains results of the 2007 OECD survey of
detailed budget practices and procedures in OECD countries. We also consulted several government officials and
legislative documents to verify the information about certain practices. Since the FM study already contains the value of
the index for the Czech Republic for 2003 and earlier years, we merely updated their index for institutional changes that
occurred after 2003. As is true with all qualitative indices, our decision as to what particular value to assign to each
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dimension of fiscal governance sometimes inevitably required some subjective judgment. The main reason was an
occasional lack of clear mutually exhaustive options.

Tables A.1 and A.2 show the features of the budget process that comprise the HSH and FM indices, as well as values
that we assigned for the Czech Republic in 2009.76

We then see how the value of the index would change if the Czech Republic improved its fiscal institutions to a (better)
benchmark country. The benchmark for the HSH index (which focused on old 15 EU-member states) is the 3 quartile
(top 25%) of the index among the old EU-15 countries.”” We thus created an artificial country that reflects superior
though not absolutely stellar performance. To provide a real life example, the three EU-15 countries that pass the top
25% benchmark for the delegation index are United Kingdom, Ireland, and France, for fiscal contracting Luxembourg,
Austria, and France, and for fiscal targets Luxembourg, Netherlands, and Belgium. The benchmark country for the FM
index (which focused on Central and Eastern Europe) country is Estonia, the country with the highest index.

With index values and regression results from HSH and FM at hand, we calculated the changes in fiscal performance
implied by changing the values of the index from the current Czech levels to the benchmark levels. Using estimates in
HSH (HSH, Tables 4.1 and 4.3), the implied impacts on fiscal performance are expressed in the following formulas:

AChange in Gross Debt Ratio = 2.26*ADelegation Index + 0.55*AContract Index - 11.91*AContract Index*1 eto
ABudget Balance = -0.61*ADelegation index — 1.63*AContract Index +12.1*AContract Index*1 eto

where Change in Gross Debt Ratio denotes the annual change in the gross debt to GDP ratio measured in percentage
points. A new variable AChange in Gross Debt Ratio thus measures differences in Change in Gross Debt Ratio. ABudget
Balancecorresponds to a change expressed in percentage points of the general government budget balance ratio to GDP.
These changes are in turn determined by gaps between the fiscal governance indices for the Czech Republic and the top
25% EU benchmark, as captured by variables ADelegation Index and AContract Index. The variable 1efo enters the HSH
regressions as a significant characteristic of the political system and reflects the largest ideological distance between
parties that from the government or, in case of minority government, the patliamentary majority. Its value in our
calculation corresponds to our conservative estimate for the Czech Republic (0.25, Tsebelis 2002). In other words, our
results take into account the interaction between the fiscal institutions and the political system, but only measure what
would happen if the Czech Republic changed its institutions but kept the political system unchanged.

Using the estimates in FM (FM, Table 10, column 3) the implied impacts on fiscal performance are derived from a non-
linear least squares estimation and are expressed as’®

AGovernment Primary Balance = A/(1-1.05%(District Magnitude - Avg District Magnitude)) +
+ (1-0.1%(V oter Turnont-Average V'oter Turnont))*3.08*Overall Index 1 alue]

Table A.4 shows the results for each formula. Depending on the index and reference study used, the Czech Republic
could have its budget deficit reduced by 0.238 or 0.25 percent of GDP, or its debt could grow by 0.325 percent of GPD
per year less if its index of fiscal institutions improved to that of the benchmark country. These numbers seem modest
at first sight but they constitute about a tenth of the 3% deficit target encompassed by many countries including the
Czech Republic. Also Since annual deficits accumulate into ever higher debts and interest payments on debts, we also
perform an (admittedly rough) projection of fiscal developments over the next ten years. Taking the 2009 values of the
gross debt ratio, the general government primary balance, and the yield on 10-year government bonds™, we calculate the
gross debt ratio trajectory over 10 years, and the same trajectory assuming that the budget balance or change in debt
ratio are reduced every year by the predicted change in the index of fiscal institutions to the level of the benchmark
country. Lower part of Table A.4 reports the results.

T6For more details on the construction of indices including index weighting and authors’ motivations for a given survey structure, see HSH and FM.

77 Since the regressions in HSH use several sub-indices (the so-called delegation, fiscal contracting, and fiscal targeting indices), the benchmark is
constructed separately for each sub-index.

78For a desctiption ofpolitical system variables District Magnitude and 1 oter Turnont, please see (FM, pp. 737-738).
Gross debt ratio/ GDP=0.354, Primary balance/ GDP=0.053, 10-year yield on government bonds 3.98%. Source: The Czech National Bank and the
Czech Statistical Office.
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TABLE A.1: FISCAL INSTITUTIONS AND THEIR INDEX PARAMETERS FOR THE CZECH REPUBLIC: HSH INDEX.

ABUDGET NEGOTIATIONS ASSIGNED 2009 VALUES
1. GENERAL CONSTRAINT 3

2. AGENDA SETTING 4

3. SCOPE OF BUDGET NORMS IN THE SETTING OF AGENDA 2.66

4. STRUCTURE OF NEGOTIATIONS 4

B. BUDGET APPROVAL

5. PARLIAMENTARY AMENDMENTS 4
6. PARLIAMENTARY AMENDMENTS REQUIRED TO BE OFF-SETTING 4
7. CAN CAUSE FALL OF GOVERNMENT 4
8. ALL EXPENDITURES PASSED IN ONE VOTE 2
9. GLOBAL VOTE ON TOTAL BUDGET SIZE 4

C. BUDGET IMPLEMENTATION

10. MINISTER OF FINANCE CAN BLOCK EXPENDITURES 0
11. SPENDING MINISTRIES ARE SUBJECT TO CASH LIMITS 0
12. DISBURSEMENT APPROVAL REQUIRED FROM MINISTER OF FINANCE OR CONTROLLER 0
13. TRANSFERS OF EXPENDITURES BETWEEN CHAPTERS 4
14. CHANGES IN THE BUDGET LAW DURING EXECUTION 2
15. CARRY-OVER OF UNUSED FUNDS INTO THE NEXT YEAR 1.33

D. BUDGET RULES

16. MULTIANNUAL TARGET 2
17. PLANNING HORIZON 2
18. NATURE OF MULTI-ANNUAL TARGET 4
19. DEGREE OF COMMITMENT 3

TABLE A.2: FISCAL INSTITUTIONS AND THEIR INDEX PARAMETERS FOR THE CZECH REPUBLIC: FM INDEX

A. PREPARATION ASSIGNED 2009 VALUES
1. EXISTENCE OF STATUTORILY MANDATED FISCAL RULES 0
2. SEQUENCE OF BUDGETARY DECISION MAKING 4
3. COMPILATION OF THE DRAFT BUDGET 4
4. MEMBERS OF EXECUTIVE RESPONSIBLE FOR RECONCILING CONFLICTS OVER BUDGET BIDS 0

B. LEGISLATION

5. CONSTRAINTS ON THE LEGISLATURE TO AMEND THE GOVERNMENT'S DRAFT BUDGET 4
6. SEQUENCE OF VOTES 4
7. RELATIVE POWER OF THE EXECUTIVE VIS-A-VIS THE PARLIAMENT 2.67
8. AUTHORITY OF THE NATIONAL PRESIDENT IN THE BUDGET PROCEDURE 2.67

C. IMPLEMENTATION
9. FLEXIBILITY TO CHANGE BUDGET AGGREGATES DURING EXECUTION. 4

10. TRANSFERS OF EXPENDITURES BETWEEN CHAPTERS (L.E. MINISTRIES' BUDGETS) 2.67
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11. CARRYOVER OF UNUSED FUNDS TO NEXT FISCAL YEAR 1.33

12. PROCEDURE TO REACT TO A DETERIORATION OF THE BUDGET DEFICIT (DUE TO UNFORESEEN 2.67

TABLE A.3: INDEX VALUES FOR THE CZECH REPUBLIC AND THE BENCHMARK COUNTRY, HSH AND FM
INDICES

HSH CZECH REPUBLIC 3RD QUARTILE OLD EU-15
DELEGATION INDEX (TABLE A.1, A+B+C)X 0.69Xx 0.76
CONTRACT INDEX (TABLE A.1,C10,C13,D) 0.56 0.77

FISCAL TARGET (TABLE A1, D) 0.69 0.91

FM CZECH REPUBLIC ESTONIA
OVERALL INDEX VALUE 2.67 2.72

x Terms in brackets refer to governance dimensions from HSH used for calculations.
xx Index values from HSH have been rescaled to range between 0 and 1.
Table A.3 Index values for the Czech Republic and reference benchmarks.

TABLE A.4 CHANGES IN FISCAL PERFORMANCE PREDICTED BY AN IMPROVEMENT IN THE FISCAL
INSTTITUTIONS INDEX

INDEX AND REGRESSION HSH HSH FM

PREDICTED DEPENDENT VARIABLE CHANGE IN GROSS DEBT RATIO BUDGET BALANCE BUDGET BALANCE
REDUCTION IN BUDGET BALANCE (%GDP) 0.325 0.238 0.250

IN BILLION CZK 12 8.8 9.2

REDUCTION IN DEBT OVER 10 YEARS (% GDP) 3.38% 3.20% 4.38%

IN BILLION CZK 124 118 165

Figures calculated using the formula Debt(t+1)=Debt(t)-Balance(t)+i*Debt(t).

APPENDIX VI: ESTIMATING THE SHARE OF BUILDING SAVINGS SUBSIDIES THAT DO NOT LEAD
TO HIGHER HOUSEHOLD SAVINGS

Our methodology follows from a standard microeconomic theory of the impact of taxes and subsidies on savings. As
households that do not respond to the savings subsidy with higher savings are those that use the building savings up to
the limit beyond which additional savings are not subsidized, and also have savings exceeding the limit, the estimate
relies on identifying households that save more than the limit. Households have also precautionary motives for savings.
One has to then allow for the fact that even households whose savings exceed the limit could be affected by the
subsidy, if the savings invested in alternative products are generally used for precautionary savings, while the building
savings, which are of limited use for precautionary motives, may constitute genuinely new savings. To identify such
households one would ideally need to have detailed information about the incomes, savings, and other characteristics at
the household level.

The most suitable data that we could identify was a survey “Investments and debts of households” conducted in April
2008.80 It is a representative sample of the Czech population of people older than 15 years and weights are available to
allow extrapolating from the dataset to population aggregates. The sample size is 1114 and 82% of respondents gave
valid answers to the questions that are of interest to us. The survey asked questions about whether the household is

80Investice a dluhy domécnosti, Factum Invenio 2008. Summary of the survey available at http://www.factum.cz/314 investice-a-dluhy-domacnosti-
2008
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currently using, or considers using, specific savings, investment, and credit products. It also contains standard
demographic information about the household, including monthly income. A major shortcoming of the survey is that it
only records whether the household is using a given financial product or not, but does not ask how much money it
saves or owes through the product. Therefore we were forced to make some assumptions to identify households whose
savings were unaffected by the subsidy.

The general assumption is that if the household saves more than the limit, including its non-precautionary savings, then
such household is likely to use a wider range of savings products. For example, a household that invests in the building
savings and also owns long-term deposit accounts, stocks, and mutual funds is almost certainly unaffected by the
availability of the building savings subsidy. But a household that invest in building savings and a short-term deposit
account only is quite likely using the deposit account for precautionary motives and therefore some of its building
savings may constitute additional savings induced by the subsidy. We therefore classify households that save through the
building savings but are not affected by the subsidy as those that

® Have two or more savings products that can be regarded as reasonable substitutes to the building savings.
(Deposit accounts, deposit certificates, stocks, mutual funds, “cash in the closet”, etc., while current accounts,
short-term accounts and pension savings are excluded as the motives driving savings in these products are
substantially different from motives behind building savings)

= Have a loan from the building savings company, or have two other types of loans (consumer loan, car leasing),
excluding mortgage. Household that borrow and save have building savings at the same time are also almost
certainly unaffected in their level of savings (or debt) since they simply use the subsidy to maximize the value of
their “portfolio”.

We also identify households that have building savings and in whose case the subsidy actually leads to higher savings.
The criterion is that the household

= Does not have any other long-term savings product, or does not have any outstanding loan except mortgage.

The assumptions used to classify households in this way are inevitably arbitrary, but we think they are fairly conservative
and bias our estimates towards underestimating the share of unaffected people.8!

Once we identify households that have “too many” other savings and credit products, we need to make an additional
assumption about how many of them save into the building savings at the contribution limit. Recall that a household
that has total savings above the limit but its savings in the building savings are below the limit is likely affected by the
subsidy at the margin. The population-wide average is actually near the limit82. We therefore assume that all households
save at the limit in the higher income groups where participation in building savings is prevalent (over 66%). For lower-
income groups, we assume that the share of households in that income groups that save at the limit is proportional to
the participation of that income group relative to the higher income groups.®3 The remaining steps are mechanical — we
sum up the number of households classified in each income group, multiply by the fraction assumed fraction of those
that save at the limit and multiply by the limit amount to compute the total amount of the subsidy in that does not lead
households in the sample to have higher savings. Last, the sample weights are used to extrapolate this number to the
population. As a result, we obtain that at least 44% of total expenditure on the subsidy goes to houscholds whose
savings are not any higher because of the subsidy, while at most 29% of the subsidy goes to households whose savings
are likely to be increased by the subsidy. The remaining 27% is indeterminate as it goes to households that cannot be
reasonably classified in either category.

81 E.g., we do not classify as unaffected the households that have building savings and mortgage at the same time, although a strong argument can be
made that such households are in fact unaffected.

82 The average annual subsidy per client was CZK 2927 in 2009 while the subsidy at the limit is CZK 3000. The average however is slightly
contaminated by the fact that some clients are still collecting the subsidy according to the old rules (for savings that started before 2004) when the
limit was CZK 4500. Source:http://acss.cz/cz/novinari-a-odbornici/vyvoj-statistik

8 E.g., if 20% of households have building savings in the CZK 15,000-20,000 income group while 60% of households have building savings in the
higher income groups (CZK 30,000 and more), we assume that 30% (20/60) houscholds in the CZK 15,000-20,000 income group save at the limit.
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3. Zameten{ aktivit na vytvofeni efektivn{ politiky
a strategie Ceské Republiky —  dopliiovat
akademické instituce vytvafenim  podklada
efektivnim a operativnim zptisobem.

Institute for Democracy and Economic Analysis
(IDEA) is a new project of the Economic
Institute of Czech Academy of Sciences and of
prof. Jan Svejnar. IDEA is a modern and
politically independent think-tank that generates
and disseminates a broad range of leading ideas
for policy, based on solid analysis; contributes to
the creation of a national vision and strategy for
the future; and provides citizens with sufficient
information to make their voices heard in public
life and to hold their elected leaders accountable
to the public interest.

IDEA’s guiding principles

1. Creating policy consensus on the basis of
intellectual ~ openness —  accepting  free
competition of ideas; being open to ideas
generated in all parts of the world; re-evaluating
existing positions in the face of new challenges.

2. Using best theoretical and empirical
frameworks — striving to develop policies on the
best conceptual framework and empirical
evidence (from the Czech Republic and abroad).

3. Focusing activities on creating effective policy
and  strategy in = Czech  Republic -
complementing  academic  institutions by
formulating documents in an  effective
operational way.
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