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Abstract
Background: Assessing fiscal discipline is often based on observed outcomes such as 
debt and deficit levels. However, these indicators reflect policy results rather than the 
underlying institutional design of fiscal rules. Existing datasets primarily capture the 
presence of rules but fail to evaluate their functional strictness.

Aim: This paper develops a multidimensional index to systematically quantify the 
institutional strictness of fiscal rules and applies it to a comparative analysis of Germany, 
the United States, and the Czech Republic over the period 2000–2024.

Methods: The study introduces the Fiscal Rule Strictness Index (FRSI), which aggregates six 
institutional dimensions: legal bindingness, numerical tightness, coverage, enforcement, 
escape clauses, and monitoring. The index is constructed using qualitative legal analysis 
and standardized coding of de-jure fiscal frameworks based on primary legislation and 
international datasets.

Results: The findings reveal substantial cross-country differences in institutional strictness. 
Germany exhibits a highly restrictive framework due to constitutional anchoring and 
tight numerical constraints. The Czech Republic shows a significant increase in strictness 
following the 2017 reform but remains vulnerable to crisis-induced relaxations. In contrast, 
the United States scores lowest due to the absence of binding federal fiscal rules, despite 
strong subnational constraints. 

Recommendations: Future fiscal frameworks should strengthen coverage, limit 
circumvention through off-budget instruments, and ensure credible return paths after the 
activation of escape clauses.

Practical relevance/social implications: The FRSI provides policymakers with a transparent 
tool to assess the credibility of fiscal commitments and improve communication with 
financial markets, particularly in high-debt environments.

Originality/value: The study contributes to the literature by introducing a theoretically 
grounded and empirically applicable index that moves beyond outcome-based measures 
and captures the multidimensional nature of institutional fiscal strictness.
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1 Introduction: Quantifying Institutional Fiscal 
Discipline through the FRSI

While many observers evaluate a country’s fiscal health by looking at its debt-to-GDP 
ratio, these numbers are often just the final ripples in a much larger pool of institutional 
choices. In reality, debt figures represent policy results rather than the underlying de-
jure institutional design that governs how decisions are made. This paper argues that 
to truly understand the restrictive power of a fiscal regime, one must look past the ever-
changing outcomes and analyze the de-jure institutional design itself. Establishing this 
clear distinction between an outcome and a rule is critical for determining whether fiscal 
guardrails serve as meaningful commitment devices or merely as symbolic placeholders 
that politicians can ignore when convenient. By shifting the focus to the structural 
properties of these rules, we can better assess their long-term credibility in an increasingly 
volatile global economy where mere numbers can be misleading.

The persistent tendency toward deficit bias remains a defining challenge for modern 
developed economies. This bias is largely driven by political incentives that favor short-
term spending increases to secure electoral support, often at the expense of long-term 
stability (Wyplosz, 2013). From a theoretical perspective, this phenomenon is rooted 
in the twin problems of time inconsistency and the common pool resource dilemma. 
Politicians frequently find it tempting to backtrack on stability promises when faced with 
immediate pressure, while various interest groups treat the national budget as a shared 
resource to be exploited rather than a limited pool to be managed (ibid.). Without binding 
institutional constraints that act as counterweights to these pressures, announced fiscal 
targets often lose their credibility in the eyes of financial markets (ibid.). When investors 
doubt a government’s commitment to discipline, the resulting uncertainty can lead to 
higher risk premiums and reduced economic stability.

While international databases have made significant progress in cataloging the global 
spread of fiscal rules, they often lack the evaluative depth required to measure functional 
strictness (Alonso et al., 2025). Most existing indices primarily track the formal presence 
of a rule rather than its actual restrictive power. For example, current datasets frequently 
fail to differentiate between granular design nuances, such as the qualitative clarity of 
escape clauses or the genuine independence of monitoring bodies (Chrysanthakopoulos 
& Tagkalakis, 2024). This methodological gap makes it exceedingly difficult for researchers 
and policymakers to identify why some frameworks remain robust during economic crises 
while others are easily circumvented or suspended (Alonso et al., 2025). Without a way 
to quantify the difference between a paper tiger rule and a truly binding constraint, our 
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understanding of institutional fiscal discipline remains incomplete. This study seeks to 
bridge that gap by developing a more diagnostic approach to rule evaluation.

Scientific relevance stems from the fact that fiscal discipline is not a static, year-by-
year outcome but rather a medium-to-long-term characteristic (Wyplosz, 2013). This 
perspective acknowledges that while temporary slippages may occur during downturns, a 
credible regime must have mechanisms for eventual correction. Recent research indicates 
that the effectiveness of such rules is highly contingent on the specific country context 
and the overall quality of the institutional design (Chrysanthakopoulos & Tagkalakis, 2024). 
Consequently, there is an urgent need for a dynamic and multidimensional indicator that 
can capture how institutional strictness evolves in response to massive economic shocks. 
By moving beyond simple binary markers of rule existence, we can better understand the 
fine line between rules that are too soft to be useful and those that are so rigid they are 
simply ignored. This research contributes to the field by providing a tool that reflects the 
evolving nature of commitment.

The practical importance of this research has been magnified by the aftermath of the 
COVID-19 pandemic. During the height of the crisis, over 80 percent of countries with 
budget balance rules saw their deficits exceed prescribed limits, illustrating a period 
of widespread non-compliance (Alonso et al., 2025). As governments now move to re-
activate these rules and consolidate their fiscal positions, measuring the actual strictness 
of these frameworks has become essential for market signaling and policy planning 
(Chrysanthakopoulos & Tagkalakis, 2024). The Fiscal Rule Strictness Index (FRSI) introduced 
in this work provides a practical tool for policymakers to assess the credibility of their 
fiscal commitments during the recovery phase. In an era of high debt and mounting 
spending pressures, a transparent measure of institutional strength helps governments 
communicate their stability goals to international creditors more effectively. This signaling 
function is vital for reducing sovereign risk and ensuring that the return to discipline is 
viewed as credible by the public.

Despite the clear need for rigorous measurement, the existing literature lacks a 
theoretically founded index that aggregates various dimensions such as enforcement 
and legal bindingness into a single, comparable score. While de-jure arrangements are 
cataloged in various reports, their actual restrictive power remains largely unquantified 
in current academic discussion. This oversight means that a constitutional provision and 
a simple political agreement are often treated with similar analytical weight, despite their 
vastly different impacts on political behavior. This paper addresses this significant void 
by introducing the Fiscal Rule Strictness Index (FRSI) as a systematic measurement tool. 
By creating a framework that moves beyond traditional outcome-based measures, this 
research provides a new way to quantify the institutional strength of fiscal guardrails 
across different legal systems and economic environments.

The central objective of this research is to answer how the institutional strictness of 
fiscal rules can be systematically quantified and what specific trends the FRSI reveals in  
a comparative study of Germany, the USA, and the Czech Republic. 
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2 Theoretical Foundations of Fiscal Discipline

Fiscal rules are meant to keep governments focused on stability, but political pressure 
often makes short-term debt more attractive for winning elections. This tension makes it 
difficult to manage public finances responsibly. In this paper, this chapter identifies the 
key political and economic reasons for this trend. By exploring these theories, we can see 
why certain institutional designs are necessary to make fiscal promises credible.

2.1 Time Inconsistency and the Role of Rules as Commitment 
Devices

Time inconsistency arises when governments have incentives to deviate from previously 
announced optimal policies, undermining credibility in a dynamic setting where private 
agents form expectations about future actions (Kydland, 2004; Kydland & Prescott, 
1980). Without binding commitments, announced policies lack credibility, leading to 
suboptimal outcomes compared to a commitment regime (Kydland, 2004). This provides 
the theoretical foundation for the Legal Bindingness dimension of the FRSI, as institutional 
constraints are required to anchor expectations and limit discretionary policy shifts.

In practice, policymakers face incentives to prioritize short-term gains, such as reducing 
unemployment through inflation surprises or shifting debt burdens to future generations 
(Dennis, 2003; Kumar et al., 2009; Wyplosz, 2013). Governments may also attempt to erode 
debt through inflation, further weakening long-term commitments (Dennis, 2003). These 
dynamics create a persistent deficit bias, highlighting the need for binding constraints 
captured in the Numerical Tightness and Coverage dimensions of the FRSI.

Fiscal rules—defined as permanent numerical constraints on key budget aggregates—
serve as institutional guardrails that stabilize expectations and reduce fiscal volatility 
(Kumar et al., 2009; Kydland & Prescott, 1980). Legal anchoring increases their credibility 
by raising the political cost of reversal, while broader institutional stability reinforces their 
commitment function (Kumar et al., 2009; Crain & Tollison, 1993).

Beyond internal discipline, fiscal rules signal credibility to financial markets and can 
significantly reduce borrowing costs (Kumar et al., 2009). Empirical evidence shows that 
their presence lowers sovereign spreads, even during crises, as long as a credible return 
to compliance is expected (Barreto et al., 2024). Indeed, countries typically re-establish 
compliance within a few years, suggesting that temporary deviations do not necessarily 
undermine long-term credibility (ibid.).

However, overly rigid rules can become costly or unsustainable during shocks, while overly 
flexible ones risk losing effectiveness (Wyplosz, 2013). Independent fiscal institutions can 
help reconcile this trade-off by enabling controlled flexibility while preserving credibility 
(ibid.). Ultimately, rule-based frameworks aim to improve welfare by constraining 
discretionary behavior, though their effectiveness depends on achieving a balance 
between commitment and adaptability (Kydland, 2004).
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2.2 The Common Pool Problem and the Theoretical Roots of Deficit 
Bias

In the context of public finance, the common pool problem arises when multiple actors draw 
from a shared revenue source without internalizing the full social cost of their spending 
decisions (Eyraud et al., 2018). When access to public resources is weakly constrained, 
agents have incentives to extract immediate rents, often leading to overexploitation, 
consistent with the “rule of capture” (Libecap, 2025). This dynamic explains why political 
actors tend to prioritize constituency-specific interests over aggregate welfare (Aghion & 
Bolton, 1989), generating a structural bias toward excessive public expenditure.

The resulting fiscal externalities take two main forms. Intratemporal externalities arise 
when geographically targeted spending is financed through a common tax base, leading 
to an inefficiently high demand for public goods (Alesina & Perotti, 1999). Intertemporal 
externalities emerge when governments shift the burden of current spending to future 
taxpayers, thereby avoiding immediate political costs (Wyplosz, 2013). This “money grab” 
dynamic implies that public debt accumulation can function as an intergenerational 
transfer mechanism, intensifying social conflicts and undermining fiscal stability (Aghion 
& Bolton, 1989).

Political uncertainty further amplifies these incentives. When incumbents face a significant 
probability of losing office, their incentives to preserve fiscal resources weaken, leading to 
short-term oriented spending behavior (Amador, 2002). This “sharing” inefficiency results 
in a self-reinforcing cycle of fiscal indiscipline, as current policymakers anticipate similar 
behavior by future governments (ibid.). Consequently, political turnover becomes a key 
driver of deficit bias.

The severity of the common pool problem is closely linked to institutional fragmentation 
and societal heterogeneity. Higher levels of inequality, political fragmentation, and 
diversity are associated with stronger fiscal externalities and larger deficits (Wyplosz, 
2013). In such environments, decentralized actors engage in non-cooperative behavior, 
attempting to free-ride on shared revenues (Alesina & Perotti, 1999). Limited transparency 
further exacerbates this problem by creating “fiscal illusion,” reducing voter awareness of 
future tax burdens and weakening incentives for fiscal discipline (Alesina & Perotti, 1999; 
Aghion & Bolton, 1989).

To mitigate these dynamics, formal institutional constraints are required. As Libecap (2025) 
argues, informal controls are insufficient in heterogeneous settings, making binding rules 
a necessary “second-best” solution. Fiscal rules thus serve as institutional guardrails that 
internalize fiscal externalities and constrain discretionary behavior, helping to counteract 
the deficit bias inherent in political systems (Eyraud et al., 2018).
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2.3 Fiscal Rules as Institutional Commitment Devices: Design and 
Functions

Fiscal rules are defined as enduring numerical constraints on fiscal policy that set 
quantitative targets for deficits, debt, or expenditure (Alonso et al., 2025; Eyraud et al., 
2018, Lam et al., 2025). They differ from procedural budget rules, which govern the budget 
process rather than its substantive limits (Raudla, 2014). Common types include debt rules, 
budget balance rules, and expenditure rules, each targeting different dimensions of fiscal 
discipline (Alonso et al., 2025; Potrafke, 2023). By constraining key fiscal aggregates, these 
rules directly limit political discretion.

Theoretically, fiscal rules function as commitment devices that mitigate time inconsistency 
by binding policymakers to long-term objectives (Potrafke, 2023; Raudla, 2014). They also 
serve a signaling role, communicating fiscal credibility to markets and voters, thereby 
reducing sovereign risk and stabilizing expectations (Aaskoven, 2024; Alonso et al., 2025). 
Empirical evidence shows that stricter rules are associated with lower risk premiums and 
improved market confidence (Aaskoven, 2024; Potrafke, 2023).

The effectiveness of fiscal rules depends critically on their design. Strong legal anchoring—
particularly at the constitutional level—enhances credibility and is associated with 
significantly lower debt levels (Alonso et al., 2025; Potrafke, 2023; Raudla, 2014). Equally 
important is broad coverage across the general government to prevent circumvention 
through off-budget entities or subnational shifting (Eyraud et al., 2018; Wyplosz, 2002). 
Without comprehensive scope, fiscal constraints can be diluted by institutional loopholes.

Enforcement mechanisms and monitoring are essential for maintaining credibility. 
Effective frameworks include pre-defined correction procedures and often rely on 
independent fiscal councils to enhance transparency and accountability (Alonso et al., 
2025; Eyraud et al., 2018; Geier, 2011). These institutions increase reputational costs of 
non-compliance and strengthen the binding nature of fiscal rules, often more effectively 
than formal sanctions (Aaskoven, 2024; Wyplosz, 2002).

Finally, rule design requires balancing simplicity, flexibility, and enforceability (Eyraud et 
al., 2018). Escape clauses allow temporary deviations during crises but must be tightly 
defined to prevent opportunistic use (Alonso et al., 2025; Geier, 2011). Excessively rigid or 
poorly grounded rules risk being undermined by political pressure or creative accounting 
(Hemming, 2003; Wyplosz, 2002). Sustainable fiscal frameworks therefore combine 
credible constraints with limited, well-governed flexibility.

3 Evaluating Current Fiscal Rule Metrics and Identifying 
the Research Gap

International databases have been effective at documenting how fiscal rules have spread 
across the globe. However, these lists are often purely descriptive and do not necessarily 
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show the actual restrictive power of different institutional designs. Most current 
assessments focus on the formal legal arrangements but miss the functional strictness 
that determines how a rule performs in practice. Furthermore, judging fiscal discipline 
solely by outcomes like debt levels can be misleading, as these figures are frequently 
driven by economic cycles rather than the rules themselves.

3.1 Methodological Foundations and Limitations of IMF and EU 
Fiscal Rule Datasets

The International Monetary Fund defines fiscal rules as “long-lasting constraints on fiscal 
policy through numerical limits on budgetary aggregates” (International Monetary Fund, 
2025). Its 2025 dataset covers 123 economies and classifies rules into budget balance, debt, 
expenditure, and revenue categories (Eichengreen & Gupta, 2024; International Monetary 
Fund, 2025). However, the framework focuses exclusively on de-jure arrangements, 
documenting legal design rather than practical adherence (International Monetary 
Fund, 2025). While it records features such as legal anchoring and coverage, it lacks the 
granularity to differentiate the restrictive power of legal tiers, such as constitutional versus 
statutory rules (ibid.). This limitation motivates the development of the FRSI, which applies 
a more refined scaling of institutional commitment.

The European Commission assesses fiscal rule strength using a composite index based on 
legal basis, monitoring independence, enforcement, correction mechanisms, and media 
visibility (European Commission, 2008). This index bears a structural resemblance to the 
FRSI in that both instruments seek to capture the institutional quality of fiscal frameworks 
rather than their outcomes. However, several important differences distinguish the two 
approaches. The EU index is designed primarily for benchmarking compliance within the 
European fiscal governance architecture and is not directly applicable to non-EU countries 
such as the United States. The FRSI, by contrast, is constructed as a country-agnostic 
instrument applicable across different legal and institutional contexts. Furthermore, 
the EU index incorporates media visibility as a proxy for political salience, a dimension 
that the FRSI deliberately excludes in order to maintain focus on de-jure institutional 
design rather than political communication. The FRSI also introduces the Numerical 
Tightness dimension with a refined ordinal scale, which the EU index does not separately 
operationalize. Complementary datasets track “numerical compliance,” evaluating whether 
fiscal aggregates remain within rule limits (Larch et al., 2023). Evidence shows that EU 
member states are compliant in only about half of cases, with patterns often appearing 
procyclical and masking underlying risks during economic expansions (ibid.). Moreover, 
a gap exists between numerical indicators and official institutional assessments, which 
frequently involve political discretion and tolerance of non-compliance under favorable 
macroeconomic conditions (ibid.).

More broadly, existing indices tend to describe the presence of fiscal rules rather than 
their functional effectiveness (Franek & Postula, 2021). Empirical findings show that higher 
index scores do not necessarily translate into improved debt outcomes, as some high-
debt countries maintain strong formal rule frameworks (Dziemianowicz & Kargol-Wasiluk, 
2024). In addition, uneven country coverage and limited updates reduce the ability to 
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capture institutional changes following global shocks (Eichengreen & Gupta, 2024). These 
limitations highlight the need for a more granular, multidimensional measure. The FRSI 
proposed in this paper addresses this gap by systematically quantifying the restrictive 
power of fiscal rules across dimensions such as legal bindingness and enforcement.

It is important to acknowledge that the FRSI itself draws on data from the IMF Fiscal Rules 
Dataset for several of its dimensions, including enforcement and escape clauses, where the 
IMF provides binary indicators. This is not a contradiction of the critique levelled above. 
The FRSI's contribution lies in three specific advances: first, it introduces a dedicated 
Numerical Tightness dimension that applies a refined three-point scale rather than  
a simple presence/absence flag; second, it explicitly distinguishes between constitutional, 
statutory, and political-agreement anchoring within the Legal Bindingness dimension,  
a granularity absent from the IMF dataset; and third, it integrates all six dimensions into 
a single, time-varying composite score that enables longitudinal comparison. Where the 
FRSI continues to rely on binary IMF coding — notably for enforcement and monitoring 
— this reflects the current limits of available primary data rather than a methodological 
oversight. Future iterations of the index should develop finer-grained scales for these 
dimensions as richer institutional data become available.

3.2 Limitations of Outcome-Based Measures in Fiscal Assessment

A fundamental challenge in evaluating fiscal regimes is the tendency to equate annual 
fiscal outcomes with the quality of underlying rules. This paper argues that fiscal 
discipline is inherently a medium- to long-term attribute, not a sequence of annual results 
(Wyplosz, 2013). Establishing causality between rule adoption and fiscal performance is 
methodologically difficult, as observed improvements may be coincidental or driven by 
underlying political preferences (Lindgren & Nilsson, 2025). As a result, simple indicators 
such as deficit counts or debt levels can be misleading and fail to capture the true 
restrictive power of fiscal institutions (Lindgren & Nilsson, 2025; Wyplosz, 2013).

External conditions further distort outcome-based assessments. Favorable environments—
such as strong growth or low interest rates—can make weak frameworks appear effective, 
while rising debt often reflects exogenous shocks rather than institutional failure (Lindgren 
& Nilsson, 2025). Unadjusted fiscal data therefore struggle to distinguish between 
structural consolidation and cyclical effects. The German debt brake illustrates this issue, 
as its apparent overperformance has been largely attributed to favorable macroeconomic 
conditions rather than intrinsic rule strictness.

Measurement challenges reinforce these limitations. Estimating structural balances 
requires complex and often opaque methodologies that are susceptible to political 
manipulation and misclassification of cyclical effects (Truger & Will, 2011). Moreover, 
outcome-based indicators act as lagging signals and provide limited guidance for real-
time policy assessment (Wyplosz, 2013). These weaknesses highlight the need for a more 
transparent and forward-looking approach.
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To address these limitations, this study develops the Fiscal Rule Strictness Index (FRSI), 
which shifts the focus from macroeconomic outcomes to the de jure design of fiscal rules, 
providing a more stable and comparable measure of fiscal commitment.

3.3 Research Gap: The Need for Multidimensional Strictness 
Measurement

While existing datasets from international organizations have successfully cataloged the 
global spread of fiscal guardrails, they remain largely descriptive in nature. As Brändle 
& Elsener (2024) suggests, trackers provided by the IMF and the European Commission 
primarily focus on the presence and types of rules rather than their functional restrictive 
power. A major limitation of these indices is that they frequently fail to distinguish between 
granular design nuances, such as the specific nature of debt anchors or the qualitative 
differences between legal anchors. For instance, many indices do not differentiate the 
“differences of a sound debt anchor and a hard ceiling” (Brändle & Elsener, 2024). This 
lack of depth suggests that existing measures reach a methodological boundary, as they 
cannot capture the full institutional complexity or the actual restrictive power of fiscal 
guardrails (ibid.). This study argues that treating a constitutional provision and a mere 
political agreement with the same analytical weight overlooks the fundamental hierarchy 
of legal commitments.

Traditional research has frequently relied on debt-to-GDP ratios or annual deficit levels to 
judge rule effectiveness, failing to move beyond these “outcome-based measures” to evaluate 
inherent institutional properties. This reliance creates a significant methodological hurdle 
known as the outcome fallacy, where favorable external conditions—such as economic 
growth or falling interest rates—mask underlying institutional weaknesses. Establishing  
a causal link is further complicated by endogeneity; as Brändle & Elsener (2024) points out, 
governments more concerned with sound fiscal policies and fiscal sustainability, are also 
more likely to introduce and implement fiscal rules. This causal ambiguity suggests that 
simply observing a positive correlation between rules and performance may lead to an 
overestimation of the rules’ actual impact (ibid.). Consequently, there is a clear necessity 
to focus on de-jure institutional design to disentangle structural strictness from observed 
fiscal results. To address these deficiencies, this paper introduces the Fiscal Rule Strictness 
Index (FRSI) as a systematic response to the identified research gap. 

4 Methodological Framework of the Fiscal Rule 
Strictness Index

The methodological framework emphasizes transparency and replicability by translating 
qualitative legal texts into standardized quantitative scores. This chapter is organized 
into three main parts. Section 4.1 defines the six core variables that comprise the index, 
while Section 4.2 operationalizes the scoring scales and the aggregation formula. Finally, 
Section 4.3 details the document extraction process and the coding protocol used to 
ensure consistent data analysis across different legal systems.
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4.1 Conceptual Construction and Variable Selection for the FRSI

The Fiscal Rule Strictness Index (FRSI) is designed as a multidimensional framework to 
quantify the institutional hardware of fiscal discipline. By summarizing desirable features 
of fiscal design across several key dimensions, the index provides a more nuanced 
evaluation than simple presence-checks. The construction of the index builds on 
established methodologies that link specific design elements, such as legal anchoring and 
independent oversight, to improved fiscal outcomes and stronger discipline. In this paper, 
the FRSI aggregates six distinct variables into a single quantitative measure, allowing 
for a systematic assessment of a regime’s restrictive power. This approach represents  
a shift from binary indicators toward a detailed analysis of de-jure institutional properties, 
ensuring that the formal legal rules are evaluated based on their structural design and 
potential for enforcement.

Debt rules (DR) and budget balance rules (BBR) are both included, consistent with the 
IMF classification of fiscal rules. The index does not treat these rule types as conceptually 
identical, but evaluates their contribution to borrowing constraints based on the 
restrictiveness of their numerical limits.

Debt rules, which constrain the stock of public debt, and budget balance rules (BBR), which 
constrain the deficit flow, differ institutionally, but they jointly determine the evolution 
of public debt. The index therefore treats them as functionally equivalent borrowing 
constraints operating through different channels.

Furthermore, the FRSI explicitly incorporates the multi-level structure of fiscal governance. 
For member states of the European Union, supranational fiscal rules – such as the Stability 
and Growth Pact – constitute a common baseline constraint. National rules are evaluated 
relative to this baseline, allowing the index to capture additional institutional strictness 
beyond supranational requirements.

This conceptualization ensures that the FRSI measures not only whether fiscal rules exist, 
but how strongly they constrain borrowing in practice.

Concretely, the index aggregates the following dimensions:

1.	 Legal Bindingness 
2. Numerical Tightness 
3. Coverage 
4. Enforcement 
5. Escape Clauses 
6. Monitoring and Oversight

Each dimension reflects a distinct mechanism through which fiscal rules constrain 
discretionary borrowing. When choosing the dimensions for measuring fiscal strictness 
this paper draws on the classification framework of the IMF fiscal rule dataset. Some of the 
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variables were recoded, some were purely implemented while the dimension of numerical 
tightness was added, as it is not covered in the IMF dataset.

The fundamental hardware of the fiscal rule is defined by its legal anchoring and the 
specificity of its targets. Legal Bindingness reflects the institutional hierarchy ranging from 
mere political agreements to constitutional provisions. High legal anchoring is essential 
for signaling commitment to financial markets and enhancing the overall credibility of 
the fiscal framework (Alonso et al., 2025). Complementing this is the Numerical Tightness 
variable to measure the quantitative restrictiveness of specific deficit or debt thresholds. 
Together, these two dimensions establish the core structural constraints on political 
discretion, providing the primary basis for assessing the de-jure strictness of a country’s 
fiscal regime.

To prevent the erosion of fiscal discipline through decentralization, the FRSI includes  
a Coverage dimension. This variable evaluates the breadth of rule application, distinguishing 
between rules that only bind the central government and those that encompass the entire 
general government sector. By specifically accounting for the scope of the rule, the index 
identifies potential institutional vulnerabilities, such as the use of off-budget items or 
subnational spending to bypass federal constraints. This dimension ensures that the FRSI 
captures the true extent of the public sector subject to the fiscal guardrails, providing  
a more accurate reflection of the regime’s overall restrictive power.

The credibility of any fiscal limit is largely dependent on the mechanisms intended 
to correct rule breaches. Enforcement captures the existence of formal enforcement 
mechanisms, as recorded in the IMF dataset. An effective design requires pre-specified 
actions that establish a clear and credible path back to compliance once a threshold is 
crossed (Alonso et al., 2025). Research suggests that the automaticity of such correction 
tools is vital for maintaining the restrictive power of the rule, as it reduces the room for 
political procrastination or discretionary forbearance (ibid.). Without robust enforcement, 
even a constitutionally anchored rule may fail to act as a meaningful constraint, as weak 
or suspended mechanisms significantly diminish the effective strictness of the fiscal 
framework (López-Villavicencio & Zoumenou, 2025).

Modern fiscal design necessitates a balance between rigid commitment and the flexibility 
required to manage extraordinary economic events. The Escape Clauses dimension in 
the FRSI assesses whether exceptions are possible or not. This reflects the transition to 
second-generation fiscal rules, which incorporate flexibility to handle severe external 
shocks without forcing a permanent abandonment of discipline (Alonso et al., 2025). 

The final component of the FRSI is the Monitoring and Oversight variable, which measures 
the presence of independent fiscal councils or audit bodies. These institutions play 
a critical role in enhancing transparency by providing unbiased assessments of rule 
compliance, thereby increasing the reputational and political costs of fiscal deviations 
(Alonso et al., 2025). While the adoption of such oversight bodies has increased over the 
last two decades, a significant portion of countries with fiscal rules still lacks external 
monitoring, leaving rule implementation vulnerable to internal government bias (ibid.). In 



ACTA VŠFS, 1/2026, vol. 20, www.vsfs.cz/acta126

the context of this paper, including this binary variable ensures that the index accounts for 
the quality of the monitoring framework. This dimension completes the multidimensional 
assessment of the FRSI, providing a comprehensive view of how institutional transparency 
supports the de-jure strictness of the fiscal regime.

4.2 Operationalization of Scales and the Aggregation Formula

The Fiscal Rule Strictness Index (FRSI) is developed within this paper as an evaluative tool to 
track how institutional design elements have changed over time across different countries. 
Building on the methodology of the European Commission, the index operationalizes four 
main institutional criteria: the legal basis, the monitoring framework, enforcement and 
correction mechanisms, and the flexibility of the rules. This approach involves a detailed 
mapping where qualitative characteristics of fiscal guardrails are translated into numerical 
scores. By summarizing desirable features like simplicity and enforceability, the FRSI 
produces a systematic strength index that moves beyond simple descriptive lists. This 
methodological foundation ensures that the restrictive power of a regime is quantified in 
a way that allows for objective comparative analysis across various economic frameworks.

The construction of the FRSI follows three guiding principles. First, all relevant fiscal rules 
are considered, including national and supranational rules. For each dimension, the most 
restrictive applicable rule determines the score.

Second, the index measures institutional design (ex-ante strictness). It does not directly 
incorporate policy outcomes or temporary deviations.

Third, the absence of a rule is treated as a meaningful institutional condition and coded 
accordingly.

The different dimensions of the FRSI are coded as follows: 

Legal Bindingness

Legal bindingness captures the formal legal status of the rule. It is coded on a three-point 
scale based on the IMF classification:

When multiple rules apply, the highest level of legal authority is used. Supranational EU 
rules are classified as international treaty-level constraints.
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Numerical Tightness

Numerical tightness measures the restrictiveness of the most binding numerical rule 
affecting public debt accumulation. It incorporates both debt rules and budget balance 
rules.

For EU member states, numerical tightness is defined relative to the supranational 
baseline, which includes the Maastricht debt criterion (60 percent of GDP), the deficit 
ceiling (3 percent of GDP), and structural balance requirements. The component is coded 
as:

National rules are considered stricter if they impose lower debt thresholds, tighter deficit 
limits, or balanced-budget requirements exceeding EU standards.

For non-EU countries also the Maastricht debt criterion applies as a baseline with the 
numerical value of 1. These values correspond to widely used fiscal standards and 
provide a consistent basis for cross-country comparison. A score of 2 is assigned when 
the applicable rule imposes stricter limits than these benchmarks, a score of 1 when it 
corresponds approximately to the benchmark, and a score of 0 when constraints are 
weaker or absent. This unified approach ensures that the index is comparable across 
countries, irrespective of their membership in supranational fiscal frameworks.

A note on the application of the Maastricht criteria to the United States is warranted. The 
60% debt-to-GDP and 3% deficit-to-GDP thresholds were originally designed within the 
European monetary union context and do not formally apply to the United States. Their 
use as a comparative baseline for the US reflects a pragmatic methodological choice: in 
the absence of a universally accepted benchmark for fiscal sustainability, the Maastricht 
thresholds represent the most widely recognized and empirically grounded reference 
values in the international fiscal governance literature. This choice introduces a caveat for 
the interpretation of the US Numerical Tightness score, as the United States benefits from 
the global reserve currency status of the US dollar and operates within a federal system 
that differs fundamentally from European institutional arrangements. Readers should 
therefore interpret the US score on this dimension as a comparative signal rather than  
a normative judgment about the appropriate level of US federal debt.

When both debt and budget balance rules are present, the most restrictive rule determines 
the score.
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Coverage

Coverage captures the institutional scope of the rule across levels of government:

Broader coverage reduces the possibility of shifting debt across government tiers.

Enforcement

Enforcement measures the existence of formal mechanisms to ensure compliance. The 
IMF dataset records enforcement as a binary indicator, which we use directly:

We do not attempt to differentiate between degrees of enforcement strength, as the data 
do not support such distinctions.

Escape Clauses

Escape clauses capture the conditions under which fiscal rules can be suspended. The 
IMF dataset provides a binary indicator for the existence of escape clauses but does not 
measure their restrictiveness. To align with the concept of borrowing constraints, we 
recode this variable 

This transformation reflects the idea that the presence of escape clauses weakens the 
effective constraint on borrowing.

Monitoring and Oversight

Monitoring captures the presence of independent fiscal institutions:

Independent oversight enhances transparency and may strengthen compliance.
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Table 1: Overview of variables and coding

Variable Score Range Coding Rule Definition

Legal 
Bindingness 
(LB)

0-2 2 = Constitutional or 
international treaty (incl. 
EU rules);  
1 = Statutory law;  
0 = Political commitment 
or no rule

Captures the formal legal 
authority of the fiscal rule. 
Higher values indicate 
stronger legal entrenchment 
and greater resistance to 
discretionary changes.

Numerical 
Tightness 
(NT)

0-2 2 = Stricter than 
benchmark (Debt < 
60% or Deficit < 3%); 
1 = Corresponds to 
benchmark (≈60% debt or 
≈3% deficit);   
0 = Weaker or no 
numerical constraint

Measures the restrictiveness 
of the most binding 
numerical rule affecting 
borrowing. Uses 60% debt 
and 3% deficit as global 
reference benchmarks. 
Applies to both debt rules 
and budget balance rules.

Coverage 
(COV)

0-2 2 = General government; 
1 = Central government 
only;  
0 = Partial or limited 
coverage

Indicates the institutional 
scope of the rule. Broader 
coverage limits the 
possibility of shifting debt 
across government levels.

Enforcement 
(ENF)

0-1 1 = Enforcement 
mechanism exists;  
0 = No enforcement 
mechanism

Captures the existence of 
formal procedures to correct 
rule violations. Based on 
IMF binary coding; does 
not measure strength or 
automaticity.

Escape 
Clauses (ESC)

0-1 1 = No escape clause;  
0 = Escape clause exists

Measures the rigidity of fiscal 
rules. The presence of escape 
clauses reduces the effective 
constraint on borrowing.

Monitoring 
& Oversight 
(MON)

0-1 1 = Independent fiscal 
institution exists;  
0 = None

Captures the presence of 
independent monitoring 
bodies (e.g., fiscal councils) 
that enhance transparency 
and accountability.

Source: Own elaboration
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This additive process results in a theoretical maximum score of 9, which represents the 
highest possible degree of institutional strictness across the measured categories. The 
aggregation formula is defined as: FRSIit = LBit + NTit + COVit + ENFit + ESCit + MONit, where 
each subscript denotes country i and year t. Choosing an unweighted sum maximizes 
methodological transparency and ensures that each dimension contributes equally 
to the assessment of restrictive power. This design choice is deliberate: no a priori 
theoretical basis exists for assigning greater importance to any single dimension, as all six 
capture distinct and non-substitutable mechanisms through which fiscal rules constrain 
discretionary borrowing. For instance, strong legal bindingness does not compensate for 
a total absence of enforcement, nor does broad coverage substitute for weak numerical 
tightness. Each dimension represents an independent channel of fiscal constraint. This 
simple aggregation logic provides a clear and replicable signal of fiscal commitment, 
allowing researchers to track shifts in institutional strength without the complexity of 
subjective weighting schemes. 

A central distinction in the measurement of fiscal rules concerns the difference between 
institutional design and their effective operation. Fiscal frameworks may be formally strict, 
yet temporarily relaxed through the activation of escape clauses. To account for this, we 
distinguish between an institutional FRSIit and an effective FRSIeff.

The baseline index captures the ex-ante institutional strictness of borrowing constraints. 
It reflects the formal characteristics of fiscal rules, including their legal status, 
numerical restrictiveness, coverage, enforcement provisions, flexibility, and monitoring 
arrangements. Formally, the index is defined as:

FRSIit = LBit + NTit + COVit + ENFit + ESCit + MONit

where each component captures a distinct institutional dimension of fiscal rules. This 
measure is time-varying only insofar as rule design changes, and it is independent of 
whether rules are actively enforced or temporarily suspended.

However, fiscal rules are not always binding in practice. Many frameworks include escape 
clauses that allow governments to deviate from numerical limits under exceptional 
circumstances, such as severe economic downturns or crises. When such clauses are 
activated, the formal constraints on borrowing may be effectively relaxed, even though 
the institutional framework remains unchanged.

To capture this distinction, we define an effective constraint measure:

FRSIeff = FRSIit . (1 – ECAit)

where ECAit is an indicator variable equal to one if an escape clause is activated in country 
i in year t, and zero otherwise. This formulation implies that the effective constraint is fully 
suspended when escape clauses are activated, and identical to the institutional index 
when they are not.
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The distinction between FRSIit and FRSIeff allows us to separate two conceptually different 
dimensions of fiscal governance. The former captures the structural strictness of the fiscal 
framework, while the latter reflects the actual binding force of borrowing constraints in  
a given year. This is particularly relevant in periods of systemic shocks, such as the activation 
of the general escape clause in the European Union during the COVID-19 pandemic, when 
formally stringent rules were temporarily relaxed across all member states.

Empirically, this distinction enables us to assess whether fiscal rules influence outcomes 
through their institutional design, their effective application, or the interaction of both. By 
explicitly separating these channels, the framework avoids conflating rule existence with 
rule enforcement and provides a more precise measure of fiscal constraint.

4.3 Data Extraction Process

The data extraction process for this paper focuses exclusively on de-jure arrangements 
to assess the formal design of fiscal limits rather than their practical adherence. As 
International Monetary Fund (2025) indicates, the IMF Fiscal Rules dataset highlights that 
documenting the formal legal design is a distinct analytical task from measuring how 
well rules are followed in practice. This de-jure focus provides a foundational baseline for 
quantification by separating institutional properties, often referred to as the institutional 
hardware, from real-world outcomes such as debt levels (ibid.). Data collection involves 
a systematic qualitative review of primary legal documents and secondary institutional 
reports to identify the specific structural features of a fiscal regime. This approach ensures 
that the study targets institutional features including numerical limits, legal bindingness, 
and enforcement mechanisms without the confounding influence of cyclical economic 
results.

To build a robust dataset, primary sources including national constitutions, federal budget 
laws, and official fiscal reports from finance ministries were harvested. The extraction 
process is supported by international comparisons from the IMF dataset, which provides 
systematic information on rule design across 123 economies (ibid.). For the specific case 
studies of Germany, the USA, and the Czech Republic, legislative archives provide the raw 
text required for scoring the six dimensions of the FRSI. 

5 Comparative Analysis of Institutional Fiscal Discipline 
(2000–2023)

While the Fiscal Rule Strictness Index (FRSI) provides a standardized framework for 
measurement, its practical application reveals that institutional discipline follows highly 
diverse paths depending on different legal and political traditions. In this paper, this 
chapter moves from the theoretical construction of the index to its empirical application, 
specifically focusing on how the restrictive power of fiscal regimes has evolved over time. 
The primary objective is to quantify the de-jure strictness of budgetary frameworks by 
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applying the established scoring protocol to national legislative documents and official 
reports over a twenty-three-year period from 2000 to 2023.

5.1 The German Debt Brake: Institutional Evolution and Reform 
Pressures

The German fiscal framework is characterized by a high degree of institutional hardware, 
as the debt brake is deeply embedded within the Basic Law (Basic Law for the Federal 
Republic of Germany, 2025). This constitutional anchoring ensures that the rules are 
not merely symbolic but act as a permanent constraint on political discretion. Any 
amendment to these provisions requires a significant political consensus, specifically  
a two-thirds majority in both the Bundestag and the Bundesrat (Basic Law for the Federal 
Republic of Germany, 2025). Within the framework of this paper, this status corresponds 
to a maximum score of 2 in the FRSI Legal Bindingness dimension, reflecting the highest 
possible level of legal commitment. The transition to this model occurred during the 2009 
reform, which fundamentally altered the institutional landscape by replacing previous, 
less effective deficit rules with a strict “Schuldenbremse” (Fuest & Thöne, 2013). This 
shift from macroeconomic software, or simple policy outcomes, to a rigid constitutional 
anchor established Germany as a stability leader in the Eurozone, providing a credible 
commitment device that is difficult for shifting political majorities to reverse (ibid.).

A central component of the German institutional design is its high numerical tightness, 
which is defined by a strict borrowing limit. For the federal budget, net borrowing is 
constitutionally restricted to 0.35% of the nominal gross domestic product (Basic Law for 
the Federal Republic of Germany, 2025). This specific threshold is notably narrower than 
broader European standards, which typically focus on the general government deficit 
rather than specific federal limits (Grimm et al., 2024). Empirical research suggests that 
this rigid design has been highly effective; the debt brake causally reduced the federal 
debt-to-GDP ratio by approximately 20 percentage points by the year 2021 (Feld et al., 
2024). Furthermore, the framework imposes even stricter requirements on the federal 
states, or Länder, which have been prohibited from any structural net borrowing since 
2020 (Beznoska et al., 2024; Fuest & Thöne, 2013). This combination of a tight federal 
ceiling and a zero-borrowing rule for subnational entities ensures that the numerical core 
of the German fiscal regime remains among the most restrictive globally, though it has 
faced criticism for potentially limiting necessary public modernization efforts (Beznoska 
et al., 2024).

The 2023 Federal Constitutional Court ruling represents a decisive turning point for 
the enforcement of fiscal discipline in Germany. By annulling a 60 billion Euro credit 
transfer to the Climate and Transformation Fund, the court significantly tightened the 
legal interpretation of the debt brake (Hüther, 2024). This decision explicitly prohibits 
the practice of transferring emergency credit authorizations to special funds for use in 
future years (Grimm et al., 2024). This ruling serves as a de-facto enforcement mechanism, 
making the institutional framework much stricter in practice than it had been previously 
(Grimm et al., 2024). Consequently, the government can no longer rely on multi-year credit 
reserves and must instead declare a new emergency annually if it intends to exceed the 
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standard credit limits (ibid.). This judicial intervention has forced a return to the principles 
of budgetary clarity and truth, effectively closing procedural loopholes that allowed for 
the strategic circumvention of the structural deficit ceiling while increasing the pressure 
for immediate fiscal consolidation (Hüther, 2024).

Despite high legal bindingness, the German framework faces a significant coverage 
vulnerability due to the proliferation of special funds outside the core budget. To navigate 
the restrictive handlings of the debt brake, the government has increasingly relied on 
these shadow budgets to finance large-scale public spending (Beznoska et al., 2024). 
For example, Article 143h explicitly permits a special fund of up to 500 billion euros for 
infrastructure and climate-neutrality investments, which is exempt from the standard 
debt limits defined in Articles 109 and 115 (Basic Law for the Federal Republic of Germany, 
2025). These extra-budgets can account for a substantial portion of public debt; data 
from 2011 indicated that such entities already carried over 13% of state-level debt (Fuest 
& Thöne, 2013). Critics argue that these mechanisms dilute the binding effect of the 
constitutionally anchored debt brake by allowing for significant debt accumulation that 
is not captured by the central deficit ceiling (Beznoska et al., 2024). 

The constitutional amendments enacted in March 2025 signal a significant shift toward 
a more flexible, second-generation fiscal rule design. These changes have notably 
loosened the debt brake’s original restrictive power by exempting defense expenditures 
that exceed 1% of GDP from the federal borrowing limit (Büttner, 2025). Additionally, the 
reform increased the net borrowing ceiling for the federal states from a strict zero percent 
to 0.35% of their economic output (ibid.). These relaxations are intended to create the 
fiscal space necessary for strategic investments in defense and infrastructure, which were 
previously hindered by the rigid 2009 framework (ibid.). While these amendments provide 
more policy leeway, they also reflect an evolutionary path where the institutional hardware 
is adapted to accommodate modern economic and geopolitical pressures (Zettelmeyer, 
2025). This transition highlights the dynamic nature of fiscal strictness in Germany, as the 
framework moves away from absolute rigidity toward a model that attempts to balance 
long-term sustainability with the pragmatic need for flexibility in extraordinary spending 
areas (Grimm et al., 2024).

The evolution of the German debt brake illustrates a persistent tension between domestic 
stability goals and supranational requirements. On one hand, the rule remains a “miracle” 
of fiscal sustainability, as its structural balance mechanism ensures that the debt-to-
GDP ratio will eventually stabilize regardless of the initial debt level (Zettelmeyer, 2025). 
Furthermore, the debt brake has successfully lowered public refinancing costs, with 
interest rates on average 0.46% lower than they would have been without the rule (Feld 
et al., 2024). On the other hand, the projected rise in debt under the 2025 amendments 
creates a significant conflict with the European Union’s 60% reference value (ibid.). Current 
financial planning suggests that Germany’s debt trajectory may not meet the EU’s annual 
reduction targets, as the new borrowing capacity could lead to steady-state debt levels 
as high as 94% of GDP under certain growth scenarios (ibid.). Ultimately, the German 
case demonstrates that institutional strictness is not static; it fluctuates between rigid 
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constitutional anchors and the pragmatic flexibility required to respond to global shocks 
and national strategic priorities (Fuest & Thöne, 2013).

5.2 USA: Divergent Fiscal Frameworks

The federal fiscal framework in the United States has historically been defined by notable 
regime instability, alternating between active and passive phases since 1960 (Favero  
& Monacelli, 2005). Within this paper, this volatility is viewed as a consequence of 
shifting political priorities regarding debt stabilization. Significant legislative attempts to 
introduce discipline include the Gramm-Rudman-Hollings Act of 1985, which established 
deficit targets and automatic spending cuts, and the Budget Enforcement Act of 1990 
(Auerbach, 2000). These rules evolved from rigid deficit targets toward more flexible “caps” 
on discretionary spending and pay-as-you-go requirements (ibid.). Despite these structural 
changes, empirical evidence suggests that a strict passive regime—one consistently 
focused on stabilizing debt—only emerged in the early 1990s (Favero & Monacelli, 2005). 
This historical pattern indicates that federal commitment to fiscal discipline has been 
reactive and subject to stochastic variations rather than being a constant institutional 
feature (ibid.).

The restrictive power of federal rules is often undermined by weak enforcement and the 
strategic behavior of legislators. Evaluation of these rules suggests that their effectiveness 
is frequently challenged by “end runs” where political actors seek ways to bypass 
restrictive limits (Auerbach, 2000). Common stratagems include the reclassification of 
direct spending as tax expenditures—such as re-labeling scholarships as tax benefits—
or the utilization of “one-time” savings and asset sales (Auerbach, 2000; Azzimonti, 2013). 
Furthermore, the proliferation of “emergency” spending and the use of off-budget entities 
serve to dilute the numerical tightness of federal constraints (Auerbach, 2000). Provisions 
that allow for supermajority overrides in proposed amendments could also weaken the 
long-term effectiveness of these rules by making them contingent on temporary political 
consensus (Azzimonti, 2013). This indicates that the federal FRSI score for Enforcement 
and Compliance is inherently limited by the ease with which statutory limits can be 
circumvented through procedural maneuvers.

In contrast to the federal level, the subnational landscape in the United States exhibits 
a high degree of institutional rigidity. Every state except Vermont currently operates 
under some form of balanced budget rule, many of which are constitutionally anchored 
(Azzimonti, 2013). Empirical research indicates that these state-level rules are notably 
effective in enforcing fiscal discipline and increasing primary surpluses (Alesina  
& Bayoumi, 1996). The stringency of these rules varies, but the most effective designs are 
those requiring “ex-post” balancing, which mandates that any deficit must be corrected 
within the current fiscal cycle rather than carried over (Azzimonti, 2013). Interestingly, 
while these tighter subnational rules increase budget rigidity, evidence suggests they do 
not necessarily lead to higher state output variability (Alesina & Bayoumi, 1996). However, 
despite the strength of these subnational constraints, the Fiscal Rule Strictness Index 
for the United States is coded as zero. The index captures borrowing constraints at the 
level of the general government or sovereign fiscal authority, rather than subnational 
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fiscal discipline. In the U.S., fiscal rules are fragmented across states and do not impose  
a binding constraint on federal borrowing, which accounts for the majority of public debt. 
Moreover, there is no unified fiscal rule framework governing the general government, 
nor a mechanism through which state-level rules aggregate into a coordinated national 
constraint.

The design of state fiscal institutions significantly influences market perceptions and 
borrowing costs in the municipal bond market. Lenders appear to distinguish between 
various rule types, demanding higher returns from states with lax antideficit provisions 
(Poterba & Rueben, 1999). States categorized as having weak rules face borrowing costs 
approximately 13 to 15 basis points higher than those with strict frameworks (ibid.). While 
binding expenditure limits are viewed favorably and can reduce yields by 7 basis points, 
revenue limits are often perceived as increasing default risk, potentially raising yields 
by nearly 18 basis points (ibid.). This market sensitivity is not static; for each percentage 
point increase in the unemployment rate in states with revenue limits, bond yields rise 
by an additional 5 basis points relative to states without such limits (ibid.). These findings 
demonstrate that financial markets act as a de-facto enforcement mechanism, penalizing 
perceived institutional weakness and reinforcing the necessity of transparent fiscal 
guardrails.

The US case study reveals a distinct dual-track system characterized by high subnational 
strictness and volatile federal commitment (Alesina & Bayoumi, 1996). However, despite 
the strength of these subnational constraints, the Fiscal Rule Strictness Index for the 
United States is coded as zero. The index captures borrowing constraints at the level 
of the general government or sovereign fiscal authority, rather than subnational fiscal 
discipline. In the U.S., fiscal rules are fragmented across states and do not impose  
a binding constraint on federal borrowing, which accounts for the majority of public debt. 
Moreover, there is no unified fiscal rule framework governing the general government, 
nor a mechanism through which state-level rules aggregate into a coordinated national 
constraint.

As a result, subnational fiscal rules—while institutionally strong—do not translate into an 
effective constraint on aggregate public borrowing. The U.S. therefore represents a case of 
high subnational fiscal discipline coexisting with the absence of binding federal borrowing 
constraints, which is reflected in a zero score on the index. A significant vulnerability at 
the federal level is the dilution of Coverage scores due to massive “contingent public 
debt,” which includes secondary liabilities like loan guarantees estimated to be six times 
larger than direct primary liabilities (Natelson, 2017). While short-term surpluses may 
occasionally mask these trends, long-term projections indicate a substantial fiscal gap 
driven by age-based entitlement spending (Auerbach, 2000). Consequently, the overall 
US framework presents a paradox where the stabilizing role of subnational rules is robust, 
yet the federal architecture remains susceptible to political impatience and the exclusion 
of significant liabilities from the core budget aggregates.



ACTA VŠFS, 1/2026, vol. 20, www.vsfs.cz/acta136

5.3 Czech Republic: Development of Fiscal Discipline

Czech fiscal policy during the 1990s and early 2000s operated in what researchers 
describe as a dualistic manner (Bezděk et al., 2003). While official statistics suggested  
a certain level of discipline, the actual financial situation was obscured by significant quasi-
fiscal operations conducted outside the formal budget by transformation institutions 
(ibid.). These bodies, such as the Czech Consolidation Agency, were primarily used to 
restructure the banking sector for privatization, but they effectively served as off-budget 
budgetary instruments (ibid.). The evidence suggests these transactions generated 
an average indirect deficit of approximately 1.5% of GDP annually, which masked the 
true expansionary nature of fiscal policy during this period (Bezděk et al., 2003). As  
a result of these hidden primary balances, government debt rose significantly from 14% 
of GDP in 1996 to nearly 41% by 2011 (Komárková et al., 2012). Within this paper, this 
era is characterized by low transparency and significant coverage vulnerabilities, as the 
institutional hardware failed to capture a large portion of state liabilities (ibid.).

Prior to the implementation of major reforms, the Czech Republic displayed a persistent 
deficit bias and lacked formal numerical fiscal rules until 2017 (Ptak & Wielechowski, 2023). 
The country’s institutional framework performed poorly in international comparisons 
during this time, ranking 22nd among 27 EU member states in fiscal rule strength indices 
(Baxa & Paulus, 2016). This early phase can be described as a permissive framework where 
governments could violate fiscal targets without facing formal sanctions or significant 
political costs (Baxa & Paulus, 2016). Although the Czech government bond market initially 
enjoyed high levels of trust and low yields due to satisfactory demand, the underlying 
structural trends were recognized by experts as potentially risky and unsustainable 
(Komárková et al., 2012). This institutional vacuum meant that while the debt-to-GDP 
ratio remained relatively low, there were few mechanisms to prevent a gradual erosion 
of fiscal discipline, highlighting the necessity for a more robust and transparent scoring 
framework (Ptak & Wielechowski, 2023).

A significant paradigm shift occurred with the introduction of the 2017 Act on Budgetary 
Responsibility, which was designed to promote responsible behavior and ensure long-
term sustainability (Ptak & Wielechowski, 2023). This statutory framework integrated 
EU fiscal rules into national legislation, establishing key budgetary principles such 
as annuality, timeliness, and long-term balance across all government tiers (Radvan & 
Tomášková, 2024). A central feature of the reform was the introduction of a debt brake 
triggered when public sector debt exceeds 55% of GDP, alongside specific debt limits for 
regional and local governments (Ptak & Wielechowski, 2023; Radvan & Tomášková, 2024). 
Although the Act is statutory law rather than a constitutional provision, it represents 
a substantial increase in the Legal Bindingness dimension of the FRSI compared to 
previous political agreements (Pospíšil, 2016; Radvan & Tomášková, 2024). This legislative 
momentum effectively established the institutional hardware necessary to anchor fiscal 
expectations and mitigate the common pool problem that characterized earlier Czech 
budget processes (Baxa & Paulus, 2016; Pospíšil, 2016).
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The creation of the Czech Fiscal Council serves as a decisive component of the post-
2017 framework, acting as an independent expert body tasked with monitoring rule 
compliance (Radvan & Tomášková, 2024). According to Radvan & Tomášková (2024), the 
Council evaluates the sustainability of public finances and aims to reduce the risk of state 
over-indebtedness through transparent reporting. This oversight is further supported 
by the Committee for Budget Prognoses, which provides independent evaluations of 
macroeconomic and budgetary forecasts used by the Treasury (Baxa & Paulus, 2016; 
Pospíšil, 2016). By providing unbiased assessments that are difficult for political actors to 
ignore, these bodies enhance the overall transparency and restrictive power of the fiscal 
framework (Radvan & Tomášková, 2024). This shift toward independent oversight marks 
a critical maturation in Czech fiscal governance, moving away from internal ministerial 
monitoring toward a more credible, third-party evaluation system (Pospíšil, 2016).

The COVID-19 pandemic acted as a severe stress test for the newly established Czech fiscal 
framework, leading to a rapid deterioration of public finances as the general government 
deficit reached 6.2% of GDP in 2020 (Mora & Galuščák, 2021). In response to the crisis, the 
structural deficit limit was significantly loosened from 1% to 4% through amendments to the 
Fiscal Responsibility Act in 2020 (Radvan & Tomášková, 2024). Furthermore, the activation 
of the EU’s general escape clause allowed for a temporary suspension of national rules, 
which provided necessary fiscal space but also revealed the vulnerability of the framework 
during extraordinary shocks (Mora & Galuščák, 2021; Ptak & Wielechowski, 2023). This 
period demonstrated that enforcement can be weakened by legislative amendments that 
effectively create de facto unlimited fiscal space (Mora & Galuščák, 2021). 

Despite the institutional improvements, long-term projections consistently indicate that 
the Czech fiscal path remains unsustainable due to the challenges of population aging 
(Bezděk et al., 2003; Krejdl, 2006). Primary expenditures are projected to increase by 7.3 
percentage points of GDP, driven largely by rising costs in the pension and healthcare 
sectors (Krejdl, 2006). Research suggests that addressing this imbalance would require 
significant fiscal consolidation, including a tax gap adjustment of nearly 7% of GDP to 
satisfy long-term budget constraints (Krejdl, 2006). The Czech case underscores that while 
the 2017 reforms improved FRSI strictness scores, the underlying demographic reality acts 
as a persistent stress test for the institutional framework (Pospíšil, 2016). Without further 
structural reforms to age-related spending, even a high score in institutional strictness may 
be insufficient to prevent explosive debt trajectories in the coming decades, reinforcing 
the need for rules that include clear return paths after crisis-induced suspensions (Bezděk 
et al., 2003; Krejdl, 2006).

5.4 Systemic Patterns and Institutional Resilience under Economic 
Shocks

The comparative analysis of Germany, the United States, and the Czech Republic reveals a set 
of systematic patterns in the design, effectiveness, and resilience of fiscal rule frameworks. 
Despite substantial differences in institutional architecture, all three cases illustrate that 
fiscal rule strictness is neither static nor uniformly binding, but instead shaped by the 
interaction between legal design, political incentives, and macroeconomic shocks.
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A first key pattern is the distinction between institutional strictness and effective 
constraint. Germany represents a case of high institutional strictness, characterized by 
constitutional anchoring, tight numerical limits, and strong enforcement through judicial 
oversight. However, even in this setting, the activation of escape clauses during the 
COVID-19 crisis and the use of special funds temporarily weakened the effective constraint 
on borrowing. This highlights that even highly rigid frameworks can be selectively relaxed 
without formal institutional change.

The Czech Republic illustrates a similar dynamic, albeit within a less entrenched statutory 
framework. The post-2017 reforms significantly increased institutional strictness, yet 
the pandemic-induced loosening of deficit limits and the activation of escape clauses 
demonstrated that legislative flexibility can rapidly dilute effective fiscal constraints. 
In both cases, the divergence between formal rules and their application underscores 
the importance of distinguishing between ex ante rule design and ex post policy 
implementation.

In contrast, the United States represents a limiting case where institutional strictness at 
the federal level is largely absent. Despite strong subnational rules, the lack of a unified 
federal framework implies that both institutional and effective borrowing constraints 
remain weak. This confirms that fragmented fiscal governance cannot substitute for  
a coherent sovereign-level constraint.

A second pattern concerns the role of multi-level fiscal governance. Both Germany 
and the Czech Republic operate within a layered system combining national rules with 
supranational EU constraints. This structure creates a baseline level of fiscal discipline, but 
also introduces tensions between domestic policy objectives and external requirements.

Germany’s case demonstrates that even a highly restrictive national framework may 
come into conflict with EU fiscal benchmarks when domestic reforms expand borrowing 
capacity. Similarly, the Czech Republic’s integration of EU rules into national legislation 
strengthened its institutional framework, yet did not fully eliminate vulnerabilities related 
to enforcement and crisis flexibility.

By contrast, the United States lacks an equivalent supranational or federal coordination 
mechanism. The result is a dual-track system, where strong subnational discipline coexists 
with weak federal constraints. This fragmentation prevents the emergence of a binding 
general government rule and highlights the importance of institutional coherence across 
government levels.

A third systemic pattern relates to coverage limitations and the use of off-budget 
instruments. In all three cases, governments have developed mechanisms to circumvent 
formal constraints by shifting liabilities outside the core budget.

In Germany, the expansion of special funds and extra-budgetary entities has created 
“shadow budgets” that weaken the effective coverage of the debt brake. Similarly, the 
Czech Republic’s pre-reform reliance on quasi-fiscal institutions obscured the true fiscal 



ACTA VŠFS, 1/2026, vol. 20, www.vsfs.cz/acta B139

position and allowed for hidden deficits. In the United States, contingent liabilities and 
off-budget commitments further dilute the transparency of fiscal policy.

These patterns indicate that formal numerical limits alone are insufficient if significant 
portions of public liabilities remain outside the scope of the rule. Coverage, therefore, 
emerges as a critical determinant of effective fiscal discipline.

A central finding across all cases is that global economic shocks act as stress tests for fiscal 
institutions. The COVID-19 pandemic, in particular, triggered a synchronized relaxation of 
fiscal rules across advanced economies.

In Germany and the Czech Republic, the activation of escape clauses allowed governments to 
temporarily suspend numerical constraints and implement large-scale fiscal support measures. 
While this flexibility was economically necessary, it also revealed a structural vulnerability: the 
ease with which strict rules can be deactivated in extraordinary circumstances.

The U.S. case further underscores this point, as fiscal expansion during crises occurs in the 
absence of binding federal constraints, relying instead on discretionary policy responses. 
This suggests that institutional rigidity is systematically counterbalanced by built-in 
flexibility mechanisms, which become dominant during periods of economic stress.

Finally, all three cases point toward an emerging trend in fiscal governance: the transition 
from rigid first-generation rules toward more flexible second-generation frameworks. 
Germany’s 2025 reforms, which introduce targeted exemptions for defense spending 
and relax subnational borrowing constraints, exemplify this shift. Similarly, the Czech 
Republic’s temporary adjustment of deficit limits during the pandemic reflects an adaptive 
approach to rule design.

This evolution suggests that fiscal frameworks are increasingly designed to balance 
credibility and flexibility, rather than maximizing strictness alone. However, this comes at 
the cost of reduced predictability and potentially weaker long-term constraints.

Taken together, the three case studies demonstrate that fiscal rule strictness must be 
understood as a multi-dimensional and dynamic concept. High legal bindingness and 
numerical tightness do not automatically translate into effective constraints, particularly 
in the presence of escape clauses, off-budget instruments, and political discretion.

The distinction between institutional strictness (FRSIit) and effective constraint (FRSIeff ) is 
therefore crucial for empirical analysis. While the former captures the formal design of fiscal 
frameworks, the latter reflects their actual binding force under varying economic conditions.

More broadly, the findings suggest that the effectiveness of fiscal rules depends less on 
their formal stringency alone and more on the interaction between design, coverage, 
enforcement, and crisis adaptability. This highlights the need for measurement approaches 
that go beyond static indicators and account for the conditional nature of fiscal constraints 
in practice.
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Table 2 presents the annual FRSI scores for Germany, the United States, and the Czech 
Republic over the period 2000–2024. Several patterns are noteworthy. Germany 
consistently achieves the highest scores, reflecting its constitutionally anchored debt brake 
and tight numerical constraints. The United States records the lowest scores throughout 
the observation period, driven by the absence of binding federal fiscal rules; the relatively 
higher subnational strictness is not captured at the aggregate federal level reported 
here. The Czech Republic shows a clear structural break after 2017, with FRSI scores 
rising substantially following the introduction of the Act on Budgetary Responsibility, 
before temporarily declining during the COVID-19 crisis due to escape clause activation. 
These dynamics illustrate the index’s capacity to distinguish between stable institutional 
frameworks and those subject to reform-driven or crisis-induced variation.

6 Conclusion

This paper set out to address a central limitation in the analysis of fiscal discipline: the 
tendency to evaluate fiscal regimes based on observed outcomes rather than their 
underlying institutional design. By developing the Fiscal Rule Strictness Index (FRSI), 
the study provides a multidimensional framework that captures the de-jure restrictive 
power of fiscal rules, thereby offering a more precise and forward-looking measure of 
fiscal commitment.

The theoretical discussion demonstrated that persistent deficit bias is rooted in structural 
political economy problems, particularly time inconsistency and the common pool 
problem. These mechanisms create systematic incentives for policymakers to prioritize 
short-term gains over long-term stability. Fiscal rules, when properly designed, act as 
institutional commitment devices that can mitigate these distortions by constraining 
discretionary behavior and anchoring expectations. However, their effectiveness depends 
critically on specific design features, including legal bindingness, numerical tightness, 
coverage, enforcement, flexibility, and monitoring.

The empirical application of the FRSI to Germany, the United States, and the Czech 
Republic highlights substantial cross-country variation in institutional strictness. Germany 
emerges as a case of high formal strictness, driven by strong constitutional anchoring 
and tight numerical limits, though its effectiveness is partially undermined by off-budget 
mechanisms and evolving flexibility provisions. The Czech Republic demonstrates a clear 
improvement in institutional design following the 2017 reforms, yet remains vulnerable to 
discretionary relaxations during economic shocks. In contrast, the United States illustrates 
the absence of a coherent federal constraint, as strong subnational rules do not translate 
into a binding restriction on aggregate public borrowing.

A key finding of this study is the importance of distinguishing between institutional 
strictness and effective constraint. While the FRSI captures the formal design of fiscal 
frameworks, the analysis shows that the actual binding force of rules can be significantly 
weakened through the activation of escape clauses, legislative amendments, or the use of 
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off-budget instruments. The COVID-19 crisis provided a clear illustration of this dynamic, 
as formally stringent rules were temporarily suspended across countries. This underscores 
that fiscal discipline is not a static property, but rather a conditional outcome shaped by 
both institutional design and political responses to external shocks.

The findings also point to several broader implications for fiscal governance. First, high legal 
bindingness alone is insufficient if coverage is incomplete or if enforcement mechanisms 
are weak. Second, excessive flexibility risks undermining credibility if escape clauses are 
not clearly defined and limited. Third, transparency and independent monitoring play  
a crucial role in sustaining compliance by increasing the reputational costs of deviation. 
These insights suggest that effective fiscal frameworks must balance commitment and 
adaptability while minimizing opportunities for circumvention.

From a methodological perspective, the FRSI makes concrete contributions to the fiscal 
governance literature. First, it introduces a Numerical Tightness dimension with a refined 
ordinal scale that captures the restrictive power of fiscal targets beyond their mere 
presence — a distinction that existing datasets, including the IMF Fiscal Rules Dataset 
and the European Commission index, do not operationalize at this level of granularity. 
Furthermore, by constructing a time-varying composite score for three structurally diverse 
economies over 25 years, the index demonstrates how institutional strictness responds to 
major economic shocks — a dynamic that static, cross-sectional indices cannot capture. 
These contributions are empirically illustrated by the finding that Germany’s high formal 
strictness did not prevent the activation of escape clauses during the COVID-19 crisis, 
while the Czech Republic’s post-2017 reform trajectory is quantifiably traceable through 
the index. By focusing on de-jure design rather than outcomes, the index avoids the 
endogeneity and cyclical biases that affect outcome-based measures, providing a more 
stable and forward-looking signal of fiscal commitment.

Future research could extend this framework by integrating measures of compliance and 
enforcement outcomes, exploring the interaction between institutional strictness and 
political economy variables, or applying the index to a broader set of countries. In particular, 
combining the FRSI with outcome-based indicators may help to better understand the 
conditions under which fiscal rules translate into sustainable public finances.

In conclusion, this paper shows that understanding fiscal discipline requires a shift from 
observing outcomes to analyzing institutions. The Fiscal Rule Strictness Index offers  
a transparent and replicable tool to capture this dimension, providing valuable insights 
for both academic research and policy design in an era of heightened fiscal pressures.
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