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Abstract 

The reliability of EMU’s fiscal indicators has been questioned by recent episodes of large 
upward deficit revisions. This paper discusses the causes of such revisions in order to identify 
ways to improve monitoring. The computation of EMU’s deficit indicator involves the 
assessment of accrued revenue and expenditure and the identification of transactions in 
financial assets. Both can open margins for opportunistic accounting. However, crosschecks 
between deficit and changes in gross nominal debt (the other fiscal indicator used in EMU) can 
reduce the scope for window dressing. Simple comparison of deficit and changes in debt can 
readily spotlight large inconsistencies in fiscal data. Nevertheless, consistency checks must go 
deeper than simple comparison, since different items in the reconciliation account between 
deficit and change in debt can offset each other. Econometric evidence suggests that such 
offset may indeed have been used to reduce the visibility of deficit-specific window dressing. 
Attention to the quality of statistics has increased in recent years, also in the context of the 
reform of the Stability and Growth Pact. In this context, the paper argues that detailed analysis 
of the reconciliation account between deficit and change in debt is crucial to the effectiveness 
of monitoring. 
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1. Introduction1 

The effectiveness of any fiscal rule crucially depends on the indicators to which it is geared. 
The indicators should be resilient to manipulation and opportunistic exploitation.  
 
EMU fiscal rules rely on yearly targets set in terms of traditional indicators of deficit and debt. 
Continued compliance with these targets is expected to ensure long-term fiscal sustainability. 
Arguably, reference to forward-looking indicators would have been more appropriate. 
However, such indicators require complex computations, often relying on strong assumptions, 
and do not lend themselves to be adopted for the enforcement of formal rules, especially in a 
multinational context where moral hazard issues gain prominence (Balassone and Franco, 
2000). 
 
Having dismissed sophisticated indicators for the sake of effective monitoring, the expectation 
is that EMU fiscal indicators should score high in terms of reliability. However, recent 
episodes of large upward deficit revisions suggest that this is not always the case. 
 
The paper acknowledges that all fiscal indicators can be manipulated. Therefore, replacing 
current indicators with new ones would not solve the problem. By highlighting the weak spots 
of EMU fiscal indicators, the paper aims at identifying ways to improve monitoring. 
 
The paper points out that EMU’s deficit indicator is particularly fragile in two respects.2 First, 
since it measures net borrowing, it draws a line between transactions in financial and non-
financial assets, with the latter alone being considered in the computation of deficits. But the 
distinction between financial and non-financial transactions is not clear-cut, and the available 
margins of interpretation can be used opportunistically.3 Second, EMU’s deficit indicator is 
measured on an accrual basis, relying on estimates which are by their nature subject to an 
element of subjective evaluation.4 
                                                 
1 The views expressed in this paper are those of the authors and do not commit Banca d’Italia. We thank Marco 

Buti, Joao Nogueira Martins and Alessandro Turrini for kindly making available to us the dataset used for 
their 2006 paper. We thank Joao Nogueira Martins also for his valuable discussion of the paper and the 
participants to the European Commission workshop on “Fiscal indicators in the EU budgetary surveillance” 
for useful suggestions. Finally, we are grateful to Roberto Golinelli and two anonymous referees for their 
helpful comments. 

2  There is also an issue concerning the definition of the public sector whose deficit and debt have to be 
considered (see Balassone, Franco, and Zotteri, 2006).  

3 This problem is similar to the one arising in the application of the “golden rule”, where the deficit measure 
should only take into account current transactions and exclude capital ones (see Balassone and Franco, 2001).    

4 Cash-based deficit measures are by no means exempt form the risk of manipulation. However, contrary to 
what happens with accrual estimates, manipulation of cash figures obtained by postponing payments and/or 
demanding anticipated payments find a natural limit in the voice of the interested counterparts. 
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Partly reflecting concerns over these fragilities, since 1994 EU member states are required to 
provide the European Commission with a reconciliation account between deficit figures and 
the corresponding change in debt, the latter being a good proxy of the cash gross borrowing 
(Balassone, Franco, and Zotteri, 2006). Moreover, when reliance on accrual accounting within 
the European System of Accounts (ESA) increased (with the switch from the 1979 to the 1995 
version of the system), Eurostat specified that revenue computed in accrual terms should 
include only those items that are likely to be actually cashed in and that over the medium-term 
accrual and cash data should converge.5 
 
However, in the implementation of the Excessive deficit procedure relatively little effort was 
put in the analysis of consistency between deficit and debt data, thus failing to exploit 
synergies arising in the joint monitoring of EMU fiscal rules. The problem is witnessed by the 
tolerance exerted by European institutions towards member states submitting incomplete 
reconciliation accounts. It is probably a consequence of the failure to give operational content 
to the debt rule, and the subsequent focus on the deficit rule.6  
 
The paper argues that even simply comparing deficits with changes in debt can help the early 
detection of inconsistencies in fiscal data. Indeed, changes in general government debt were 
much larger than initial deficit figures in Greece, Italy and Portugal before the large upward 
deficit revisions experienced in recent years. 
 
Nevertheless, the paper points out that consistency checks between deficits and changes in debt 
must go deeper than the overall difference between the two indicators. Since different items in 
the reconciliation account (henceforth, SFA for stock-flow adjustments) can offset each other, 
an underestimated deficit does not necessarily imply a large discrepancy between deficit and 
change in debt. 
 
The paper presents a simple model of the incentives to resort to window dressing under EMU 
deficit and debt rules, based on the partition of SFA into two groups.7 One group includes 
items that can be used to affect the Maastricht deficit but leave the change in debt unaltered (a 
“deficit-specific” SFA), the other includes items that can be used to reduce the change in debt 
                                                 
5  The Treaty and annexed protocols rely on the ESA for the definition of deficit. When the Treaty was signed 

in 1992, and until 1999, the ESA79 version of the system was in place, which allowed government accounts 
to be computed mostly on a cash basis. ESA95 was first implemented in 2000, in the release of fiscal data for 
1999. See Eurostat (2000) and EU Regulations 2516/2000 and 995/2001.  

6 The debt rule demands that, if the debt-to-GDP ratio is above 60 percent, it must be declining at a 
“satisfactory” pace. However, the meaning of “satisfactory” is yet to be defined.  

7 The model is similar in spirit to Buti, Nogueira Martins, and Turrini (2006), but differs in several significant 
respects. 
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but leave the Maastricht deficit unaffected (a “debt-specific” SFA). Econometric estimates 
based on such model provide evidence that deficit-specific SFA tend to increase with the 
underlying deficit, and debt-specific SFA tend to offset the impact of such an increase on total 
SFA. This suggests not only that opportunistic accounting may have taken place to ensure 
formal compliance with the deficit rule, but also that debt-specific SFA may have reduced the 
visibility of the ensuing deficit-debt discrepancy. 
 
Attention to the quality of statistics has increased in recent years, also in the context of the 
reform of the Stability and Growth Pact (SGP). Based on case studies and econometric 
evidence, the paper welcomes this development and argues that that detailed analysis of SFA 
components is crucial to the full exploitation of the monitoring synergies arising from the 
presence of two fiscal indicators.  
 
The remainder of the paper is organised as follows. Section 2 briefly reviews the reconciliation 
account between EMU’s deficit and debt indicators. It discusses how the headline deficit can 
be kept low through increases in some SFA components and how other SFA components can 
partly offset the ensuing negative effects on debt dynamics. Section 3 analyzes large deficit 
revisions in Greece, Italy and Portugal. Section 4 develops a simple model of window dressing, 
which is then used in Section 5 as the basis of an econometric analysis. The empirical evidence 
suggests that, indeed, different SFA components have reduced both reported net borrowing and 
the visibility of deficit-specific window dressing. Section 6 concludes. 
 
 
2. The reconciliation account (SFA) 

For the purpose of EMU fiscal rules, deficit is defined as the general government net 
borrowing computed on an accrual basis in accordance with ESA95, and debt is defined as 
general government gross financial liabilities at face value.8 A simplified reconciliation 
account between the change in Maastricht debt (∆B) and the Maastricht deficit (Dm) can 
therefore be written as: 
 

∆B ≡ Dm+ CA + FAa – FA s  – VE    (1) 
Where: 
a) CA is the difference between cash and accrual valuations (the latter is used to compute the 

Maastricht deficit Dm, the former determines the actual financing needs and therefore is 
reflected in changes in liabilities as measured by ∆B); 

b) FAa and FAs are, respectively, acquisitions and sales of financial assets (which must be 
added to net borrowing measured – Dm – to obtain a measure of gross borrowing, 
consistent with the change in gross liabilities – ∆B); 

                                                 
8 This is not the debt definition provided by ESA95, but the relevant financial instruments and the reference 

sectors are those specified within that framework. 
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c) VE (i.e. valuation effects) is a summary measure of SFA arising from changes in the face 
value of outstanding liabilities9 and from differences between the face value of a bond and 
its issue price.10 

  
Identity (1) suggests three observations concerning the scope for opportunistic accounting: 
a) underestimation (overestimation) of accrued expenditure (revenue) allows reporting a 

lower Maastricht deficit (Dm) but leaves the change in debt (∆B) unaffected as it is offset 
by an increase in cash-accrual differences (CA); 

b) similarly, the adoption of loose standards in the identification of expenditure/revenue 
reflecting acquisition/sales of financial assets, reduces the reported Dm but leaves ∆B 
unaffected due to the corresponding increase/decrease in FAa/FAs; 

c) sales of financial assets (FAs) and debt restructuring operations (a component of VE) can be 
used to reduce the change in debt but have no effect of the Maastricht deficit.11 

 
Therefore: 
a) a large difference between ∆B and Dm should alert towards the possibility that Dm is 

underestimated; 
b) a small difference between ∆B and Dm cannot be taken to exclude an underestimation of Dm 

since sales of assets and debt restructuring can be used to offset inflated cash-accrual 
differences and net acquisition of financial assets. 

 
This suggests rewriting (1) in order to partition total SFA into two groups. One group includes 
items that can be used to affect the Maastricht deficit but leave the change in debt unaltered (a 
“deficit-specific” SFA, X), the other includes items that can be used to reduce the change in 
debt but leave the Maastricht deficit unaffected (a “debt-specific” SFA, Z):12 
 

∆B ≡ Dm+ X  – Z      (2) 
 

                                                 
9 For example, those due to debt restructuring operations or to fluctuations in the exchange rate affecting the 

value in domestic currency of foreign currency denominated debt. 

10  The face value of a bond is used to compute ∆B while its issue price measures the financing actually received 
by the government and therefore reflects the financing needs measured by the cash gross borrowing 
requirement, i.e. by Dm + CA + FAa – FAs. 

11 Importantly, such operations may leave the government’s net asset position unaffected or even worsen it. In 
this respect, one should also control the extent of one-off measures affecting directly Dm (Milesi-Ferretti, 
2003). There is of course no implication here that privatizations are by definition bad policy. However, if they 
are undertaken with the sole purpose of reducing gross debt – regardless of the economics underlying the 
transaction – then the operations can be questioned. 

12 See also Buti, Nogueira Martins, and Turrini (2006). 
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Mapping identity (1) into identity (2), however, is not a straightforward exercise. First, there 
are items in the reconciliation account that do not belong to either X or Z (this is the case of 
valuation effects arising from fluctuations in the value of foreign currency denominated debt 
and because of bonds issued above/below par).13 Second, some of the individual items in (1) 
may be affected by attempts at reducing Dm as well as ∆B (this is the case of asset sales, FAs, 
whose total can be lowered by an opportunistic classification of transactions aimed at lowering 
Dm, and can be increased by privatization programs undertaken to reduce ∆B).  
 
For the purpose of this paper, we use the following definitions: 
 

                              Z =  PRIV + VE      (3) 
X = CA + FAa  – OFAs 

 
where PRIV indicates revenues from the sale of assets arising in the context of privatization 
programs and OFAs indicates other revenue from the sale of financial assets. 
 
The proposed treatment of VE and FAs reflects data availability constraints and carries some 
costs. First, based on these definitions, Z includes all valuation effects (VE), irrespective of 
whether they can or cannot be controlled by the fiscal authorities. This is likely to introduce 
considerable noise in Z and may impede the detection of any systematic pattern in “debt-
specific” stock-flows. Second, it is implicitly assumed that sales of financial assets different 
from privatization do not reflect debt reduction motives. This may somewhat blur the 
distinction between “deficit-specific” and “debt-specific” SFA components, making it more 
difficult to detect a systematically selective use of SFA items. 
 
Table 1 reports the average values – as a share of GDP – of total, deficit-specific, and debt-
specific SFA, according to the definitions in (3) for the countries which were EU members 
over 1994-2004 (excluding Luxembourg). The table shows that the discrepancy between 
changes in debt and deficits has been by no means negligible over the period considered (the 
average for the EU as a whole amounts to 0.6 percent of GDP). The table also highlights a 
much higher value for the deficit-specific SFA component (1.0 percent of GDP), and the 
offsetting role of debt-specific SFA (averaging at 0.3 percent of GDP). 
 
Table 2 reports similar information, but it is based on the original data releases by Greece, 
Italy, and Portugal (i.e. before the revisions which have occurred since 2002). The overall SFA 
averages at 0.9 percent of GDP for the EU countries considered. This is the net result of a 
deficit-specific component of 1.2 percent of GDP, partly offset by the debt-specific component 
(0.3 percent of GDP on average). 
 

                                                 
13 Note, however, that by issuing bonds above par, a government could reduce the change in debt associated 

with a given deficit.  
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Table 1 - Total SFA and its components (% of GDP) 

deficit-specific SFA (X) debt-specific SFA (Z) total SFA

Belgium -0.3 0.3 -0.6
Denmark 0.8 0.7 0.1
Germany 0.7 0.0 0.7
Greece 3.2 0.0 3.2
Spain 0.3 -0.3 0.7
France 0.5 0.0 0.5
Ireland 2.0 0.5 1.5
Italy 1.1 0.9 0.2
The Netherlands -0.1 0.3 -0.5
Austria 1.2 0.5 0.7
Portugal 0.9 1.3 -0.3
Finland 1.4 -0.9 2.3
Sweden 1.5 1.0 0.5
United Kingdom 0.4 0.4 0.1

EU average 1.0 0.3 0.6

              (average values over 1994-2004) 

 
 
 
 

 
Table 2 - Total SFA and its components (% of GDP) 

              (average values over 1994-2004, data before revisions occured since 2002) 

deficit-specific SFA (X) debt-specific SFA (Z) total SFA

Belgium -0.3 0.3 -0.6
Denmark 0.8 0.7 0.1
Germany 0.7 0.0 0.7
Greece 5.0 -0.9 5.9
Spain 0.3 -0.3 0.7
France 0.5 0.0 0.5
Ireland 2.0 0.5 1.5
Italy 1.4 0.7 0.7
The Netherlands -0.1 0.3 -0.5
Austria 1.2 0.5 0.7
Portugal 1.5 1.3 0.1
Finland 1.4 -0.9 2.3
Sweden 1.5 1.0 0.5
United Kingdom 0.4 0.4 0.1

EU average 1.2 0.3 0.9  
 
 



   

 9 

 
3. Deficit revisions in Italy, Portugal, and Greece  

Evidence supporting the usefulness of crosschecking fiscal data is provided by three case 
studies of significant deficit data revisions. These revisions concerned the 2001 deficit outcome 
in Italy and Portugal and the 2003 deficit outturn in Greece. In all three cases, the initial deficit 
figure was consistent with the forecasts by international organisations. This seems to indicate 
that by looking at the ESA95 deficit in isolation all parties involved can get a biased view of 
fiscal trends.14  
 
Italy: the 2001 deficit outturn 

In March 2002, the Italian Statistical Office (Istat) released the first statistics concerning the 
2001 net borrowing. Back then, the deficit was estimated to be 1.4 percent of GDP. The 
outcome was very close to the range of forecasts published by international organisations. 
After several revisions, the 2001 deficit is currently estimated to be 3.1 per cent of GDP. 
 
Changes to the 2001 net borrowing figures took place between June 2002 and March 2006. In 
particular, in June 2002 Istat raised its estimate from 1.4 to 1.6 percent of GDP, primarily on 
account of higher health sector expenditure. One month later, Eurostat announced its decision 
on the accounting treatment for the purposes of the Excessive deficit procedure of 
securitisations carried out by governmental authorities. This implied an upward revision of 
Italy’s deficit to 2.2 percent of GDP.  
 
In February 2003, Istat again published a higher figure for the 2001 deficit: 2.6 per cent of 
GDP. This new estimate was due to the availability of more complete information on the 
different government tiers’ economic accounts.  
 
Two years later, in March 2005, Istat once more revised upwards the 2001 deficit, to 3.0 
percent of GDP, because of the reclassification of capital transfers from the general 
government to the Ferrovie dello Stato (the state-owned railway company) from financial to 
real transactions. Two months later, in May 2005, the 2001 deficit was estimated to be 3.2 
percent of GDP mainly because of the upward revision of transfers to firms. Finally, in March 
2006, due to a GDP upward revision, the 2001 deficit was indicated to be 3.1 percent of GDP. 
 
The overall revision can be interpreted in terms of the deficit-specific SFA component (X) 
considered in the previous Section: X was initially overestimated. More specifically, the deficit 
revision reflects a reduction of the cash-accrual adjustment by 0.6 percentage points of GDP, 
an increase in the sale of assets by 0.6 points (the reclassification of securitization), and a 
                                                 
14 This Section is a summary and update of the analysis conducted in two earlier papers (Balassone, Franco and 

Zotteri, 2004 and 2006).  
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reduction in acquisitions of financial assets by 0.5 points (mainly, the reclassification of capital 
injections in the railway company). 
 
The decline initially reported for the deficit between 2000 and 2001 (from 1.7 percent to 1.4 
percent of GDP) was in sharp contrast with the dynamics of the change in debt. According to 
the data available in March 2002, the latter rose from 1.6 percent of GDP in 2000 to 3.5 
percent in 2001. This indicator turned out to be more stable than ESA95 net borrowing: 
overall, it was revised upwards by 0.7 percentage points; moreover, revisions took place only 
up to March 2003. 
 

Fig. 1 
Italy: Net Borrowing and Change in Debt  

(Millions of euro) 

Fig. 1.A – The picture taken in March 2002 Fig. 1.B – The picture taken in March 2006 
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Figure 1 shows the divergence between the ESA95 deficit and the change in debt as it first 
appeared in March 2002 (Panel A) and as it appears now (Panel B). After the revisions, the 
dynamics of the ESA95 deficit is clearly closer to that of the change in debt. The joint 
examination of the indicators could have provided an early warning of the likely forthcoming 
revisions. Banca d’Italia in its Annual Report released in May 2002 in fact carried out this 
comparative exercise.15  
 
Portugal: the 2001 deficit outturn 

In March 2002 – in its first Notification about the 2001 fiscal outcomes – Portugal estimated 
the general government deficit to be 2.2 percent of GDP as against 1.5 percent in 2000. At that 
time, the most up-to-date deficit forecasts by international institution were somewhat more 
favourable.  
 

                                                 
15 The Report also included an analysis of the composition of total SFA.  
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Eurostat stated that it was not in a position to certify the Portuguese figures due to, among 
other reasons, the lack of information on capital injections to public corporations – which had 
been treated as acquisition of shares and other equities with no effect on the government 
deficit. Moreover, Eurostat stressed that – as some of these capital injections might be 
reclassified as transfers – the notified deficit was to be considered as provisional and likely to 
be increased. 
 
In the Spring of 2002 a commission headed by the Banco de Portugal and also composed of 
representatives of the Ministry of Finance and the National Statistical Institute was set up with 
the mandate of analysing and updating the government accounts. In September, the figure for 
the 2001 deficit was revised upwards to 4.1 percent of GDP. This revision was due to a number 
of factors: new data on the accounts of the local authorities; the inclusion in the budget 
accounts of some injections of capital into publicly-owned companies; changes to the methods 
used to account for expenditure carryovers and revenue connected with the EU structural 
funds; and the expiration of a derogation regarding the methods of recording tax and social 
contribution receipts accruing in the year. 
 
Between September 2002 and September 2004 the deficit was slightly revised upwards twice, 
to 4.4 percent of GDP. In September 2004, Eurostat stressed that there were still ongoing 
discussions with the Portuguese authorities concerning the consistency between accrual and 
cash data for the period 2001-04. One year later, the 2001 deficit-to-GDP ratio was revised 
downwards to 4.2 because of an upward revision of GDP. At that time, Eurostat said that it 
intended to clarify reported cases of capital injections undertaken between 2001 and 2004 by 
various governments, including Portugal. At present, according to the European Commission 
2006 Spring Forecasts, the Portuguese 2001 deficit is estimated to be 4.3 per cent of GDP. 
Therefore, the overall revision with respect to the original data release amounts to 2.1 percent 
of GDP. 
 
The initially reported increase in the deficit between 2000 and 2001 (from 1.5 to 2.2 percent of 
GDP) was markedly smaller than the one observed for the change in debt. The latter rose from 
2.5 percent of GDP in 2000 to 5.5 percent in 2001. Over time, the 2001 change in debt was 
revised only slightly and mostly because of GDP revisions. According to the most recent 
European Commission data – the change in debt increased from 2.4 in 2000 to 5.3 in 2001. 
Figure 2.A shows the initial divergence between ESA95 deficit and the change in debt. Figure 
2.B shows the same variables after the revisions. 
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Fig. 2 

Portugal: Net Borrowing and Change in Debt 
(Millions of euro) 

Fig. 2.A – The picture taken in March 2002 Fig. 2.B – The picture taken in April 2006 
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Greece: the 2003 deficit outturn 

At the beginning of March 2004, in its first Notification of the 2003 fiscal outcome, Greece 
estimated the general government deficit at 1.7 percent of GDP, as against 1.4 percent in 2002. 
At that time, the most up-to-date forecasts by international institutions were broadly in line 
with the data notified by Greece. After several revisions, the 2003 deficit is currently estimated 
to be 5.8 percent of GDP. 
 
Revisions occurred between March 2004 and March 2006. Indeed, already by the end of March 
2004 Greece sent updated data to the European Commission, revising upwards the 2003 deficit 
to 3.0 percent of GDP. In April, in publishing the Spring Forecasts, the Commission took into 
account the latter Notification. It stressed that “the data for 2003 are not yet validated by 
Eurostat and do not therefore provide a reliable basis for assessing the budgetary situation at 
this stage”. The Commission also noted that “[a] fact-finding mission is being prepared for the 
end of April in order to have more information about the budgetary situation in this country 
and decide on steps to be taken”. 
 
At the beginning of May, following an additional Notification, Eurostat verified that in 2003 
the general government deficit was 3.2 percent of GDP. In September, the deficit and debt 
figures for the years 2000-03 were significantly revised. In particular, the 2003 deficit was 
estimated at 4.6 percent of GDP and the 2003 debt was indicated at 109.9 percent of GDP. 
 
Both in the March 2005 Notification and in the September 2005 one, Greece revised the 2003 
deficit upwards by more than half a percentage point of GDP (to 5.2 and 5.7, respectively). In 
March 2006 the 2003 deficit was estimated to be 5.8 per cent of GDP. 
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Fig. 3 
Greece: Net Borrowing and Change in Debt 

(Millions of euro) 

Fig. 3.A – The picture taken in March 2004 Fig. 3.B – The picture taken in April 2006 
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As to the deficit, the overall revisions were essentially due to: lower tax revenue (mainly 
VAT); lower payments received from EU institutions in the context of structural funds 
programmes; the reclassification, as a financial transaction, of a payment from the Saving 
Postal Bank to government; upward revisions of military expenditure and of interest payments; 
lower than expected surpluses of social security funds; and incorrect recording of hospitals’ 
expenditure.  
 
With reference to the debt, the revisions were due to the previous underestimation of bonds 
with capitalised interests and to the overestimation of consolidating assets of social security.  
 
The initially reported increase in deficit between 2002 and 2003 (from 1.4 percent to 1.7 
percent of GDP) was in line with that observed for the change in debt, the latter rising from 5.6 
percent of GDP in 2002 to 5.9 percent in 2003. However, the level of the two indicators was 
markedly different (Figure 3.A). Figure 3.B shows how revisions have completely cancelled 
the 2003 discrepancy and significantly reduced those for previous years. 
 
 
4. Fiscal rules and window dressing: a simple model 

An econometric analysis of SFA in EU member countries was first provided by von Hagen and 
Wolff (2004). The paper refers to the theoretical framework developed in von Hagen and 
Harden (1995, 1996) and Milesi-Ferretti (2003), where governments have an incentive to 
circumvent fiscal rules by hiding the budgetary implications of fiscal policies in less visible 
accounting items (that is, in the SFA). The likelihood of this type of window dressing 
decreases with the costs associated with detection. The authors argue that binding deficit rules 
were introduced only with the start up of the European Economic Monetary Union (EMU) – 
i.e. the SGP – and therefore focus their analysis on differences in the correlation between 
reported deficits and SFA before and after EMU. They find no such correlation before 1998, 
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but a negative one (large and significant) thereafter, suggesting that SFA were in fact 
substituting for other transactions which would have had an impact on deficits. 
 
Buti, Nogueira Martins, and Turrini (2006) develop a model where total SFA is split into two 
components (one that can be used to reduce reported deficits and the other to impact debt 
figures). In this way they can separately analyze the interaction between each of the Maastricht 
fiscal rules and window dressing. They assume that governments minimize a quadratic loss 
function whose arguments are the deviation of output from its optimal level (influenced by the 
“true” deficit), deviations of reported deficit and debt from the respective fiscal rule, and the 
size of window dressing. The model suggests that both the deficit-specific and the debt-specific 
components of SFA are positively related to the “true deficit”, and that only the debt-specific 
component also depends on the debt level (though the sign of the relation is ambiguous ex 
ante). The empirical results are partly in line with the theoretical predictions of the model.16 
Notably, the authors find that the introduction of the SGP had an (increasing) impact on the 
deficit-specific component of the SFA, but none on the debt-specific component. 
 
In this section, following Buti et al. (2006) we provide separate econometric analysis of 
deficit-specific and debt-specific SFA components. However, we refer to a different model as 
the basis for our estimating equations. We assume that government i at time t derives utility 
(Uit) from running a primary deficit (Pit): Uit=U(Pit). This can be justified either by assuming 
that governments are short sighted and only care about the short-term output gains that can be 
attained through higher deficits, or by reference to the political gain directly attainable by 
increasing transfers targeted to specific groups. In either case, the assumption is consistent with 
the rationale for having a fiscal rule specifying a maximum threshold for the deficit, suggesting 
the need to counteract an asymmetric deficit bias.17 In what follows, lower-case letters are used 
to indicate that variables are considered as ratios to GDP. 
 
Governments’ utility maximization is constrained by compliance with Maastricht’s debt and 
deficit rules. The debt rule mandates that the debt-to-GDP ratio (bit) must be lower than 60 
percent and, if higher than such threshold to begin with, it must be declining towards 60 
percent at a satisfactory pace. As we have noted earlier, the “satisfactory pace” has never been 
defined, therefore we model this rule as requiring: 
 
(4)  ∆bit = pit + ritbit-1 – yitbit-1 – zit ≤ Wit where Wit=0 if bit-1>60, Wit=60–bit-1 if bit-1<60 

                                                 
16 The authors find no statistically significant relationship between the two components of SFA and “true 

deficits”. They find evidence of a positive relationship between reported deficits and deficit-specific SFA and 
of a negative relationship between reported deficits and debt-specific SFA. Only debt-specific SFA are found 
to be affected (negatively) by the debt level.   

17 The quadratic loss function adopted in Buti et al. (2006) is symmetric in deviations from the optimal real 
output growth where real output growth depends linearly on the “true deficit”. 
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i.e. the change in the ratio of debt to GDP (∆bit) – as determined by the “true deficit” 
(dit=pit+ritbit-1  where rit is the average interest rate on government debt and ritbit-1 indicates the 
corresponding interest payments), the reducing effect of output growth (yitbit-1, where yit is the 
growth rate of output), and the debt-specific SFA (zit) – must be negative if bit-1 is above 60 
percent to start with.18 The change in the debt ratio can be positive if bit-1<60 to start with, but 
it cannot bring bit above 60 percent.19 
 
The deficit rule requires that reported deficits (dit

m) be lower than 3 percent of GDP. Similarly 
to what happens for the debt ratio, if the reported deficit ratio is above 3 percent to start with, a 
gradual reduction is expected. Without loss of generality, and by analogy with the debt rule, we 
assume that in this case the reported deficit, as a minimum, must not increase further. The 
deficit rule is therefore modelled as: 
 
(5)  dit

m = dit – xit = pit + ritbit-1 – xit ≤ Hit  where Hit=3 if dit-1
m<3, Hit=dit

m  if dit-1
m>3 

 
where xit denotes the deficit-specific SFA component.20  
 
We assume that xit and zit only arise because of opportunistic accounting aimed at ensuring 
formal compliance with the rules. Therefore, we also impose two non-negativity conditions on 
xit and zit (xit≥0 and zit≥0). 
 
Finally, we assume that running a primary deficit and using deficit and debt-specific SFA carry 
a cost Cit=C(pit, xit, zit). Following Buti et al. (2006) the costs can be thought of as deriving 
from suboptimal allocation of resources (higher pit, xit and zit make suboptimality more likely) 
and from the risk of being caught (higher xit and zit are more visible). 
 

                                                 
18   With respect to the analysis in Section 2, scaling the variables by GDP requires the consideration of the 

reducing effect exerted by output growth on the debt ratio. In discrete-time models equation (4) is an 
approximation: the exact specification would have both yitbit-1 and ritbit-1 divided by (1+yit). 

19 In this way we explicitly model the constraint also for countries where bit-1<60 (Buti et al., 2006, assume zit=0 
for bit-1<60).  

20 This formulation allows differentiating the constraints applying to countries with reported deficits above and 
below 3 percent of GDP, rather than use dummy variables at the estimation stage. 
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In sum, the maximization problem facing fiscal authorities can be described as follows:21 
  
(6) Maxp,x,z  U(pit) – C(pit, xit, zit) 

s.t. pit + ritbit-1 – yitbit-1 – zit ≤ Wit       where Wit=0 if bit-1>60, Wit=60–bit-1 if bit-1<60 
  pit + ritbit-1 – xit ≤ Hit        where Hit=3 if dit-1

m<3, Hit=dit
m  if dit-1

m>3 
  – xit ≤ 0 
  – zit ≤ 0 
 
whose Lagrangean is: 
 
(7)  U(.) – C(.) – λ1[pit + ritbit-1–yitbit-1–zit–Wit] – λ2[pit+ritbit-1–xit–Hit] – λ3[–xit] – λ4[–zit] 
 
With first order conditions: 
(8a)  U’ – Cp – λ1 – λ2  = 0 
(8b)  – Cx + λ2  + λ3  = 0 
(8c)  – Cz + λ1  + λ4  = 0 
(8d)  λ1 ≥ 0  pit+r itb it-1–y itb it-1–z it–Wit≤0   λ1[pit+r itb it-1–y itb it-1–z it–Wit]=0 
(8e)  λ2 ≥ 0  pit+ritbit-1–xit–Hit ≤ 0   λ2 [pit+ritbit-1–xit–Hit] = 0 
(8f) λ3 ≥ 0  – xit ≤0     λ3[xit]=0 
(8g) λ4 ≥ 0  – z it ≤0     λ4[z it]=0 
 
When Maastricht’s debt and deficit rules are not binding (i.e. λ1, λ2  = 0), from (8b) and (8c) it 
follows that λ3, λ4  > 0 (since Cx, Cz > 0) and therefore, from (8f) and (8g), we have that xit and 
z it are equal to zero. When fiscal rules are binding instead (i.e. λ1, λ2  > 0), from (8d) and (8e) it 
follows that:22 
 
(9)  zit = pit + ritbit-1 – yitbit-1 –Wit 
(10) xit = pit + ritbit-1 – Hit 
 
In this simple model x and z represent pure window dressing variables. However, in the real 
world stock-flow adjustment (SFA) arise for entirely legitimate reasons and its components 
(i.e. xit and zit) can also be negative (e.g. cash-accrual differences can be negative as well as 
positive; negative valuation effects can outweigh privatisation receipts). Therefore, we can 
only use equations (9) and (10) to help selecting the drivers of opportunistic accounting and 
check empirically whether they explain the observed behaviour of actual stock-flow 
components. 

                                                 
21  The standard assumptions on U(.) and C(.) ensure that the maximisation problem is well defined. 

22 Obviously, possible solutions include cases where only one of the two fiscal rules is binding (xit = 0, z it>0 and 
xit> 0, zit=0). 
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5. The empirical analysis 

We use panel data for the fifteen countries which were EU members over 1994-2004. Deficit-
specific SFA are obtained from the Buti et al. (2006) dataset as the sum of cash-accrual 
differences and of net acquisitions of financial assets, excluding privatization, following the 
discussion in Section 2. The “true deficit” is obtained by summing the deficit-specific SFA to 
deficit data used in the context of the Excessive deficit procedure (EDP) as reported in the 
AMECO database. The “growth effect” is computed using data from the AMECO database. 
Finally, and again in line with the discussion in Section 2, debt-specific SFA are obtained 
residually by subtracting from total SFA the deficit-specific SFA component and the growth 
effect. 
 
As a first step, in order to test the restrictions implicit in equation (9) and (10) (i.e. that the 
growth effect only matters for the debt-specific SFA and that Hit and Wit only affect one 
component of SFA, respectively x and z), we estimate the following two regressions: 
 
(11)  zit = α0  + α1 dit + α2 yitbit-1 + α3 Wit + α 4 Hit + Σt α t DUt + εit  
(12)  xit = β0  + β 1 dit + β2 yitbit-1 + β3 Wit + β4 Hit + Σt β t DUt + νit  
 
Where DUt are time-dummy variables included to account for time-specific common shocks.  
 
Since xit, zit, and pit (and therefore dit) are simultaneously determined, we report results 
obtained using two stage least squares with country fixed effects (we instrument d and H with 
their lagged values). We run the test on two datasets: one including the most recent data 
releases, the other one based on the values first reported by Greece, Italy, and Portugal over the 
period 1998-2004 (that is data published before the statistical revisions discussed in Section 3). 
 
For both samples the model restrictions are accepted (Table 3 and Table 4, Columns 1 and 3). 
None of the time dummies is significant in equation (11). All of them are significant in 
equation (12), but dropping them does not affect sign and significance of the other relevant 
parameters (Columns 5 in Tables 3 and 4).23 
 
Therefore, we estimate the following equations: 
 
(13)  zit = α0  + α1 dit + α2 yitbit-1 + α3 Wit +  εit  
(14)  xit = β0  + β 1 dit + β4 Hit + Σt β t DUt + νit  
 

                                                 
23 In the Tables only results of the joint-significance test are reported. 
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From the signs in (9) and (10), we expect: 
 
(a)  α1 > 0 ;    α2 , α3 < 0  
(b)  β1 > 0 ;    β4 < 0 
 
We  expect  both  types  of  SFA  to  be  positively  related  to  the  level  of  the  “true deficit” 
(α1, β 1 > 0): the higher the “true deficit”, the higher the x and z values required for formal 
compliance with the rules (see also Buti et al., 2006). 
 
The debt level plays no direct role, and it only affects the debt-specific SFA through the 
“growth effect” (i.e. the reduction of the debt ratio determined by GDP growth, which is larger 
the larger the debt). The use of z to keep debt dynamics under control becomes less necessary 
when the growth impact is higher, hence the negative sign expected for α2. 
 
The constraints determined by the deficit and debt fiscal rules enter directly the corresponding 
estimating equations. We expect the levels of z and x to be negatively correlated with, 
respectively,  the  maximum  allowed  change  in  debt  and  the  maximum  allowed  deficit 
(α3, β 4 < 0). In other words, the more binding the fiscal rule the higher the incentives to resort 
to window dressing. 
 
The estimation results are in line with expectations from the model (Columns 2 and 4 of Tables 
3 and 4). All coefficients are correctly signed, statistically significant and exerting 
quantitatively large effects on the dependent variables. Using the original data releases for 
Greece, Italy, and Portugal induces an improvement in the regression fit for the deficit-specific 
equation, but not for the debt-specific one, possibly reflecting the limited extent of revisions to 
changes in debt compared to revisions in deficits (Columns 2 and 4 of Tables 3 and 4). 
Estimates are robust to sample selection: results are not affected by the exclusion of Italy, 
Greece and Portugal nor is there a significant difference between results for the EU15 and 
those for the euro area.  
 
The deficit-specific SFA is positively correlated with the “true deficit”. For each one percent of 
GDP increase in the true deficit there is an estimated 0.6 percent of GDP increase in deficit-
specific SFA. The deficit-specific SFA is also negatively correlated with the maximum allowed 
deficit (H). The increase in deficit-specific SFA associated with a one percent of GDP decrease 
in the allowed maximum deficit is estimated at 0.25 percent of GDP, using the data set which 
includes recent revisions to data for Greece, Italy, and Portugal, and to 0.5 percent, excluding 
such revisions. 
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Table 3 - Determinants of deficit and debt SFA: latest releases (1)

Dependent Variable

Constant 0.436 1.983 ** -2.389 * -1.898 * 2.155 **
0.700 0.000 0.018 0.028 0.000

"True Deficit" 0.436 ** 0.300 ** 0.586 ** 0.569 ** 0.427 **
0.000 0.000 0.000 0.000 0.000

Growth Effect -0.270 * -0.379 ** 0.037
0.056 0.001 0.771

Debt rule (W) -0.200 ** -0.189 ** 0.054
0.000 0.000 0.097

Deficit rule (H) -0.129 -0.251 * -0.243 * -0.597 **
0.365 0.049 0.047 0.000

Time dummies (2) 0.085 0.000 0.000

R2:  within 0.512 0.376 0.571 0.558 0.308
        between 0.457 0.436 0.376 0.312 0.183
        overall 0.251 0.204 0.458 0.416 0.255

(1) 2SLS, fixed effects. P-values in italics. *, ** indicate coefficient significance at the 95% and 99%
      level, respectively. Data as in the latest releases available.
(2) P-values for the joint-significance test.

Debt SFA (z) Deficit SFA (x)

with time 
dummies

no time 
dummies with time dummies no time 

dummies

 
 

Table 4 - Determinants of deficit and debt SFA: initial releases (1)

Dependent Variable

Constant -0.856 1.564 ** -0.605 -0.570 3.172 **
0.500 0.010 0.557 0.513 0.000

"True Deficit" 0.385 ** 0.300 ** 0.613 ** 0.601 ** 0.472 **
0.000 0.000 0.000 0.000 0.000

Growth Effect -0.202 -0.302 * -0.048
0.202 0.017 0.708

Debt rule (W) -0.192 ** -0.176 ** 0.029
0.000 0.000 0.405

Deficit rule (H) 0.072 -0.486 ** -0.502 ** -0.836 **
0.650 0.000 0.000 0.000

Time dummies (2) 0.088 0.000 0.000

R2:  within 0.441 0.327 0.628 0.623 0.388
        between 0.319 0.351 0.422 0.426 0.219
        overall 0.173 0.164 0.537 0.538 0.317

(1) 2SLS, fixed effects. P-values in italics. *, ** indicate coefficient significance at the 95% and 99%
      level, respectively. 1998-2004 data for Greece, Italy, and Portugal are those from first official releases.
(2) P-values for the joint-significance test.

Debt SFA (z) Deficit SFA (x)

with time 
dummies

no time 
dummies with time dummies no time 

dummies
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The debt-specific SFA is positively correlated with the “true deficit”. For each one percent of 
GDP increase in the true deficit, there is an increase by about 0.3 percent of GDP in debt-
specific SFA, offsetting half of the corresponding estimated increase in deficit-specific SFA. 
The debt-specific SFA is negatively correlated with the “growth effect”. For each one percent 
of GDP increase in the growth effect, there is a 0.30-0.38 percent of GDP decrease in debt-
specific SFA. Finally, the debt SFA is also negatively correlated with the maximum allowed 
change in debt (W). For each one percent of GDP increase in the allowed maximum change in 
debt, there is an estimated 0.2 percent of GDP decrease in debt-specific SFA.  
 
 
6. Conclusions 

The reliability of EMU’s fiscal indicators has been questioned by recent episodes of large 
upward deficit revisions. This paper points out that EMU’s deficit indicator is particularly 
fragile in two respects: the identification of transactions in financial assets and the assessment 
of accrued revenue and expenditure. It argues that margins for window dressing mainly arise 
from these two weak spots. 
 
Even the simple comparison between deficit and change in debt can help early detection of 
inconsistencies in fiscal data. Evidence from three case studies of significant deficit data 
revision suggests the usefulness of crosschecks between deficit and changes in gross debt to 
reduce the scope for window dressing. 
 
Changes in general government debt were much larger than initial deficit figures in Greece, 
Italy, and Portugal, before the large upward deficit revisions experienced in recent years. In 
Italy, the revision process was gradual and lasted four years. Although the initial discrepancy 
between the change in debt and the deficit was more than 2 percent of GDP, the highest annual 
revision amounted to only 0.8 points. In Greece, a large discrepancy between the two 
indicators was present for several years before the process of statistical revisions abruptly 
started in 2004.  
 
Nevertheless, since different items in the reconciliation account between deficit and change in 
debt can offset each other, consistency checks must go deeper than the overall difference 
between the two indicators. Italy provides an interesting example. In 2001 total SFA amounted 
to 4.3 percent of GDP, as against “only” 1.2 percent in 2000. However, deficit-specific SFA 
were higher in 2000 than in 2001 (3.4 vs. 3.0 percent of GDP), and the increase in total SFA in 
2001 reflected the decline in the offsetting debt-specific SFA. 
 
Econometric estimates discussed in Section 5 provide evidence that deficit-specific SFA tend 
to increase with the underlying deficit and debt-specific SFA tend to offset the impact on total 
SFA of such an increase. This suggests not only that window dressing may have helped 
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ensuring formal compliance with the deficit rule, but also that debt-specific SFA may have 
made the ensuing deficit-debt discrepancy less visible. 
 
Attention to the quality of statistics has increased in recent years also in the context of the 
reform of the SGP. Since 2004, Notifications include more detailed information, which now 
refer to the various sub-sectors of the general government. In addition, some steps have 
recently been taken to improve statistical governance at the EU and national level. 
 
The Regulation concerning the statistics used for the Excessive deficit procedure has been 
amended. The role of Eurostat as the statistical authority in the context of the Excessive deficit 
procedure has been reinforced by introducing formal requirements of completeness and 
internal consistency of fiscal data reported to the Commission and by disciplining Eurostat’s 
interaction with member states through “dialogue” and “methodological” visits. In order to 
improve transparency and accountability of national statistical authorities, the Regulation 
mandates the public availability of data reported by member states as well as of inventories 
describing the methods, procedures and sources used by member states, and requires the 
publication by Eurostat of regular reports on the quality of data. 
 
To bolster the operational capacity of the Commission, Eurostat has conducted an internal 
redeployment of staff in order to reinforce the activities linked to the validation of economic 
and fiscal accounts and created a dedicated unit. 
 
Finally, the directors of national statistical institute and Eurostat adopted a European Statistics 
Code of Practice, defining standards for the independence of the national and community 
statistical authorities. The Code lists a set of indicators to be used to review the implementation 
of the Code itself. The Commission is setting up a reporting system to monitor adherence to 
the Code of Practice by the national statistical authorities and Eurostat. 
 
The analysis of SFA along the breakdown suggested in the paper may enhance the 
effectiveness of these reform efforts. To this end, the reconciliation account between deficit 
and change in debt reported in the Notifications should identify all financial assets and 
therefore there should be no residual item labelled as “other assets”. Moreover, national 
authorities should routinely provide justification for cash-accrual differences in annual data for 
individual accounting items. In due time member states should also be requested to provide a 
full set of government accounts covering both deficit formation and its financing. Such set of 
accounts should include both cash and accrual figures. 
 
Given the unavoidable information asymmetry between the community and member states, 
ensuring the independence of the national statistical institutions is crucial. This is not just an 
issue of enforcement of fiscal rules; it is an issue of accountability to the public and of good 
management of public resources. 



   

 22 

References 

Balassone F.and Franco D. (2000), “Assessing Fiscal Sustainability: a Review of Methods with 
a view to EMU”, Banca d’Italia, Fiscal Sustainability, 22-60, Rome. 

_____________________ (2001), ‘EMU Fiscal Rules: A New Answer to an Old Question?’, 
Banca d’Italia, Fiscal Rules, 33-58, Rome. 

Balassone F., Franco D. and Zotteri S. (2004), “EMU Fiscal Indicators: a Misleading 
Compass?”, paper presented at the XVI Villa Mondragone International Seminar, June. 

_______________________________ (2006), “EMU Fiscal Indicators: a Misleading 
Compass?”, Empirica, 33: 63-87. 

Buti M., Nogueira Martins J., and Turrini A. (2006), From Deficits to Debt and Back: Political 
Incentives under Numerical Fiscal Rules“, paper presented at the 8th Banca d’Italia 
Workshop on Public Finance, April. 

Eurostat, 2000, ESA Manual on Deficit and Debt, Luxembourg. 

Milesi-Ferretti G. (2003), “Good, Bad, or Ugly? On the Effects of Fiscal Rules with Creative 
Accounting”, Journal of Public Economics, 88, pp. 377-394. 

von Hagen J. and Harden I. J.(1995), “Budget Processes and Commitment to Fiscal 
Discipline”, European Economic Review, n. 39, pp. 771-779. 

von Hagen J. and Harden I.J. (1996), “Budget Processes and Commitment to Fiscal 
Discipline”, IMF Working Paper, n. 78. 

von Hagen J. and Wolff G. (2004), “What do Deficits Tell US about Debts? Empirical 
Evidence on Creative Accounting with Fiscal Rules”, CEPR Discussion Paper, n. 
4759. 

 



(*) Requests for copies should be sent to: 
Banca d’Italia – Servizio Studi – Divisione Biblioteca e pubblicazioni – Via Nazionale, 91 – 00184 Rome
(fax 0039 06 47922059). They are available on the Internet www.bancaditalia.it.

RECENTLY PUBLISHED “TEMI” (*)

N.  609 – Real-time determinants of fiscal policies in the euro area: Fiscal rules, cyclical 
conditions and elections, by Roberto Golinelli and Sandro Momigliano (December 
2006).

N.  610 – L’under-reporting della ricchezza finanziaria nell’indagine sui bilanci delle famiglie, 
by Leandro D’Aurizio, Ivan Faiella, Stefano Iezzi, Andrea Neri (December 2006).

N. 611 – La polarizzazione territoriale del prodotto pro capite: un’analisi del caso italiano 
sulla base di dati provinciali by Stefano Iezzi (December 2006).

N. 612 – A neural network architecture for data editing in the Bank of Italy’s business surveys 
by Claudia Biancotti, Leandro D’Aurizio and Raffaele Tartaglia-Polcini (February 
2007).

N.  613 – Outward FDI and Local Employment Growth in Italy, by Stefano Federico and 
Gaetano Alfredo Minerva (February 2007).

N.  614 – Testing for trend, by Fabio Busetti and Andrew Harvey (February 2007).
N.  615 – Macroeconomic uncertainty and banks’ lending decisions: The case of Italy, by 

Mario Quagliariello (February 2007).
N.  616 – Entry barriers in italian retail trade, by Fabiano Schivardi and Eliana Viviano 

(February 2007).
N.  617 – A politicy-sensible core-inflation measure for the euro area, by Stefano Siviero and 

Giovanni Veronese (February 2007).
N.  618 – Le opinioni degli italiani sull’evasione fiscale, by Luigi Cannari and Giovanni 

D'Alessio (February 2007)
N. 619 – Memory for prices and the euro cash changeover: An analysis for cinema prices in 

Italy, by Vincenzo Cestari, Paolo Del Giovane and Clelia Rossi-Arnaud (February 
2007).

N. 620 – Intertemporal consumption choices, transaction costs and limited participation in 
financial markets: Reconciling data and theory, by Orazio P. Attanasio and Monica 
Paiella (April 2007).

N. 621 – Why demand uncertainty curbs investment: Evidence from a panel of Italian 
manufacturing firms, by Maria Elena Bontempi, Roberto Golinelli and Giuseppe 
Parigi (April 2007).

N. 622 – Employment, innovation and productivity: Evidence from Italian microdata, by 
Bronwyn H. Hall, Francesca Lotti and Jacques Mairesse (April 2007).

N. 623 – Measurement of Income Distribution in Supranational Entities: The Case of the 
European Union, by Andrea Brandolini (April 2007).

N. 624 – Un nuovo metodo per misurare la dotazione territoriale di infrastrutture di trasporto, 
by Giovanna Messina (April 2007).

N. 625 – The forgone gains of incomplete portfolios, by Monica Paiella (April 2007).
N. 626 – University drop-out: The case of Italy, by Federico Cingano and Piero Cipollone  

(April 2007).
N. 627 – The sectoral distribution of money supply in the euro area, by Giuseppe Ferrero, 

Andrea Nobili and Patrizia Passiglia (April 2007).
N. 628 – Changes in transport and non-transport costs: Local vs global impacts in a spatial 

network, by Kristian Behrens, Andrea R. Lamorgese, Gianmarco I.P. Ottaviano and 
Takatoshi Tabuchi (April 2007).

N.  629 – Monetary policy shocks in the euro area and global liquidity spillovers, by João 
Sousa and Andrea Zaghini (June 2007).

N.  630 – Endogenous growth and trade liberalization between asymmetric countries, by 
Daniela Marconi (June 2007).

N.  631 – New Eurocoin: Tracking economic growth in real time, by Filippo Altissimo, Riccardo 
Cristadoro, Mario Forni, Marco Lippi and Giovanni Veronese (June 2007).

N.  632 – Oil supply news in a VAR: Information from financial markets, by Alessio Anzuini, 
Patrizio Pagano and Massimiliano Pisani (June 2007).



"TEMI" LATER PUBLISHED ELSEWHERE 
 
 
 

 

2004 
 

P. ANGELINI and N. CETORELLI, Gli effetti delle modifiche normative sulla concorrenza nel mercato 
creditizio, in F. Panetta (eds.), Il sistema bancario negli anni novanta: gli effetti di una 
trasformazione, Bologna, il Mulino, TD No. 380 (October 2000). 

P. CHIADES and L. GAMBACORTA, The Bernanke and Blinder model in an open economy: The Italian 
case, German Economic Review, Vol. 5 (1), pp. 1-34, TD No. 388 (December 2000). 

M. BUGAMELLI and P. PAGANO, Barriers to investment in ICT, Applied Economics, Vol. 36 (20), pp. 
2275-2286, TD No. 420 (October 2001).  

F. BUSETTI, Preliminary data and econometric forecasting: An application with the Bank of Italy quarterly 
model, CEPR Discussion Paper, 4382, TD No. 437 (December 2001). 

A. BAFFIGI, R. GOLINELLI and G. PARIGI, Bridge models to forecast the euro area GDP, International 
Journal of Forecasting, Vol. 20 (3), pp. 447-460,TD No. 456 (December 2002). 

D. AMEL, C. BARNES, F. PANETTA and C. SALLEO, Consolidation and efficiency in the financial sector: A 
review of the international evidence, Journal of Banking and Finance, Vol. 28 (10), pp. 2493-
2519, TD No. 464 (December 2002). 

M. PAIELLA, Heterogeneity in financial market participation: Appraising its implications for the C-CAPM, 
Review of Finance, Vol. 8, 3, pp. 445-480, TD No. 473 (June 2003). 

F. CINGANO and F. SCHIVARDI, Identifying the sources of local productivity growth, Journal of the 
European Economic Association,  Vol. 2 (4), pp. 720-742, TD No. 474 (June 2003). 

E. BARUCCI, C. IMPENNA and R. RENÒ, Monetary integration, markets and regulation, Research in 
Banking and Finance, (4), pp. 319-360, TD No. 475 (June 2003). 

G. ARDIZZI, Cost efficiency in the retail payment networks: first evidence from the Italian credit card 
system, Rivista di Politica Economica, Vol. 94, (3), pp. 51-82, TD No. 480 (June 2003). 

E. BONACCORSI DI PATTI and G. DELL’ARICCIA, Bank competition and firm creation, Journal of Money 
Credit and Banking, Vol. 36 (2), pp. 225-251, TD No. 481 (June 2003). 

R. GOLINELLI and G. PARIGI, Consumer sentiment and economic activity: a cross country comparison, 
Journal of Business Cycle Measurement and Analysis, Vol. 1 (2), pp. 147-170, TD No. 484 
(September 2003). 

L. GAMBACORTA and P. E. MISTRULLI, Does bank capital affect lending behavior?, Journal of Financial 
Intermediation, Vol. 13 (4), pp. 436-457, TD No. 486 (September 2003). 

F. SPADAFORA, Il pilastro privato del sistema previdenziale: il caso del Regno Unito, Economia Pubblica, 
34, (5), pp. 75-114, TD No. 503 (June 2004). 

F. LIPPI. and S. NERI, Information variables for monetary policy in a small structural model of the euro 
area, Journal of Monetary Economics, v. 54, 4, pp. 1256-1270, TD No. 511 (July 2004). 

C. BENTIVOGLI and F. QUINTILIANI, Tecnologia e dinamica dei vantaggi comparati: un confronto fra 
quattro regioni italiane, in C. Conigliani (eds.), Tra sviluppo e stagnazione: l’economia 
dell’Emilia-Romagna, Bologna, Il Mulino, TD No. 522 (October 2004). 

G. GOBBI and F. LOTTI, Entry decisions and adverse selection: An empirical analysis of local credit 
markets, Journal of Financial services Research, Vol. 26 (3), pp. 225-244, TD No. 535 (December 
2004). 

E. GAIOTTI and F. LIPPI, Pricing behavior and the introduction of the euro: Evidence from a panel of 
restaurants, Giornale degli Economisti e Annali di Economia, 2004, Vol. 63, (3/4), pp. 491-526, 
TD No. 541 (February 2005). 

A. CICCONE, F. CINGANO and P. CIPOLLONE, The private and social return to schooling in Italy, Giornale 
degli economisti e annali di economia, v. 63, 3-4, pp. 413-444, TD No. 569 (January 2006). 

 

 

 

 



2005 
 

L. DEDOLA and F. LIPPI, The monetary transmission mechanism: Evidence from the industries of 5 OECD 
countries, European Economic Review, 2005, Vol. 49, (6), pp. 1543-1569, TD No. 389 
(December 2000). 

D. Jr. MARCHETTI and F. NUCCI, Price stickiness and the contractionary effects of technology shocks. 
European Economic Review, v. 49, pp. 1137-1164, TD No. 392 (February 2001). 

G. CORSETTI, M. PERICOLI and M. SBRACIA, Some contagion, some interdependence: More pitfalls in tests 
of financial contagion, Journal of International Money and Finance, v. 24, 8, pp. 1177-1199, TD 
No. 408 (June 2001). 

GUISO L., L. PISTAFERRI and F. SCHIVARDI, Insurance within the firm. Journal of Political Economy, 113, 
pp. 1054-1087, TD No. 414 (August 2001) 

R. CRISTADORO, M. FORNI, L. REICHLIN and G. VERONESE, A core inflation indicator for the euro area, 
Journal of Money, Credit, and Banking, v. 37, 3, pp. 539-560, TD No. 435 (December 2001). 

F. ALTISSIMO, E. GAIOTTI and A. LOCARNO, Is money informative? Evidence from a large model used for 
policy analysis, Economic & Financial Modelling, v. 22, 2, pp. 285-304, TD No. 445 (July 2002). 

G. DE BLASIO and S. DI ADDARIO, Do workers benefit from industrial agglomeration?  Journal of regional 
Science, Vol. 45, (4), pp. 797-827, TD No. 453 (October 2002). 

R. TORRINI, Cross-country differences in self-employment rates: The role of institutions, Labour 
Economics, V. 12, 5, pp. 661-683, TD No. 459 (December 2002). 

A. CUKIERMAN and F. LIPPI, Endogenous monetary policy with unobserved potential output, Journal of 
Economic Dynamics and Control, v. 29, 11, pp. 1951-1983, TD No. 493 (June 2004). 

M. OMICCIOLI, Il credito commerciale: problemi e teorie, in L. Cannari, S. Chiri e M. Omiccioli (eds.), 
Imprese o intermediari? Aspetti finanziari e commerciali del credito tra imprese in Italia, 
Bologna, Il Mulino, TD No. 494 (June 2004). 

L. CANNARI, S. CHIRI and M. OMICCIOLI, Condizioni di pagamento e differenziazione della clientela, in L. 
Cannari, S. Chiri e M. Omiccioli (eds.), Imprese o intermediari? Aspetti finanziari e commerciali 
del credito tra imprese in Italia, Bologna, Il Mulino, TD No. 495 (June 2004). 

P. FINALDI RUSSO and L. LEVA, Il debito commerciale in Italia: quanto contano le motivazioni 
finanziarie?, in L. Cannari, S. Chiri e M. Omiccioli (eds.), Imprese o intermediari? Aspetti 
finanziari e commerciali del credito tra imprese in Italia, Bologna, Il Mulino, TD No. 496 (June 
2004). 

A. CARMIGNANI, Funzionamento della giustizia civile e struttura finanziaria delle imprese: il ruolo del 
credito commerciale, in L. Cannari, S. Chiri e M. Omiccioli (eds.), Imprese o intermediari? Aspetti 
finanziari e commerciali del credito tra imprese in Italia, Bologna, Il Mulino, TD No. 497 (June 
2004). 

G. DE BLASIO, Credito commerciale e politica monetaria: una verifica basata sull’investimento in scorte, 
in L. Cannari, S. Chiri e M. Omiccioli (eds.), Imprese o intermediari? Aspetti finanziari e 
commerciali del credito tra imprese in Italia, Bologna, Il Mulino, TD No. 498 (June 2004). 

G. DE BLASIO, Does trade credit substitute bank credit? Evidence from firm-level data. Economic notes, 
Vol. 34 (1), pp. 85-112, TD No. 498 (June 2004). 

A. DI CESARE, Estimating expectations of shocks using option prices, The ICFAI Journal of Derivatives 
Markets, Vol. 2, (1), pp. 42-53, TD No. 506 (July 2004). 

M. BENVENUTI and M. GALLO, Il ricorso al "factoring" da parte delle imprese italiane, in L. Cannari, S. 
Chiri e M. Omiccioli (eds.), Imprese o intermediari? Aspetti finanziari e commerciali del credito 
tra imprese in Italia, Bologna, Il Mulino, TD No. 518 (October 2004). 

L. CASOLARO and L. GAMBACORTA, Redditività bancaria e ciclo economico, Bancaria, v. 61, 3, pp. 19-27, 
TD No. 519 (October 2004). 

F. PANETTA, F. SCHIVARDI and M. SHUM, Do mergers improve information? Evidence from the loan 
market, CEPR Discussion Paper, 4961, TD No. 521 (October 2004). 

P. DEL GIOVANE and R. SABBATINI, La divergenza tra inflazione rilevata e percepita in Italia, Bologna, Il 
Mulino,  TD No. 532 (December 2004). 

R. TORRINI, Quota dei profitti e redditività del capitale in Italia: un tentativo di interpretazione, Politica 
economica, v. 21, pp. 7-42, TD No. 551 (June 2005). 

M. OMICCIOLI, Il credito commerciale come “collateral”, in L. Cannari, S. Chiri, M. Omiccioli (eds.), 
Imprese o intermediari? Aspetti finanziari e commerciali del credito tra imprese in Italia, Bologna, 
il Mulino, TD No. 553 (June 2005). 



L. CASOLARO, L. GAMBACORTA and L. GUISO, Regulation, formal and informal enforcement and the 
development of the household loan market. Lessons from Italy, in Bertola G., Grant C. and Disney 
R. (eds.) The Economics of Consumer Credit: European Experience and Lessons from the US, 
Boston, MIT Press, TD No. 560 (September 2005). 

P. ANGELINI and F. LIPPI, Did inflation really soar after the euro changeover? Indirect evidence from ATM 
withdrawals, CEPR Discussion Paper, 4950, TD No. 581 (March 2006). 

S. DI ADDARIO, Job search in thick markets: Evidence from Italy, Oxford Discussion Paper 235, 
Department of Economics Series, TD No. 605 (December 2006). 

 

2006 
 

F. BUSETTI, Tests of seasonal integration and cointegration in multivariate unobserved component 
models, Journal of Applied Econometrics, v. 21, 4, pp. 419-438, TD No. 476 (June 2003). 

C. BIANCOTTI, A polarization of inequality? The distribution of national Gini coefficients 1970-1996, 
Journal of Economic Inequality, v. 4, 1, pp. 1-32, TD No. 487 (March 2004). 

L. CANNARI and S. CHIRI, La bilancia dei pagamenti di parte corrente Nord-Sud (1998-2000), in L. 
Cannari, F. Panetta (a cura di), Il sistema finanziario e il Mezzogiorno: squilibri strutturali e divari 
finanziari, Bari, Cacucci, TD No. 490 (March 2004). 

M. BOFONDI and G. GOBBI, Information barriers to entry into credit markets, Review of Finance, Vol. 10 
(1), pp. 39-67,  TD No. 509 (July 2004). 

LIPPI F. and W. FUCHS, Monetary union with voluntary participation, Review of Economic Studies, 73, 
pp. 437-457 TD No. 512  (July 2004). 

GAIOTTI E. and A. SECCHI, Is there a cost channel of monetary transmission? An investigation into the 
pricing behaviour of 2000 firms, Journal of Money, Credit, and Banking, v. 38, 8, pp. 2013-2038 
TD No. 525 (December 2004). 

A. BRANDOLINI, P. CIPOLLONE and E. VIVIANO, Does the ILO definition capture all unemployment?, 
Journal of the European Economic Association, v. 4, 1, pp. 153-179, TD No. 529 (December 
2004). 

A. BRANDOLINI, L. CANNARI, G. D’ALESSIO and I. FAIELLA, Household wealth distribution in Italy in the 
1990s, In E. N. Wolff (ed.) International Perspectives on Household Wealth, Cheltenham, Edward 
Elgar, TD No. 530 (December 2004). 

P. DEL GIOVANE and R. SABBATINI, Perceived and measured inflation after the launch of the Euro: 
Explaining the gap in Italy, Giornale degli economisti e annali di economia, v. 65, 2 , pp. 155-192, 
TD No. 532 (December 2004). 

M. CARUSO, Monetary policy impulses, local output and the transmission mechanism, Giornale degli 
economisti e annali di economia, v. 65, 1, pp. 1-30, TD No. 537 (December 2004). 

L. GUISO and M. PAIELLA, The role of risk aversion in predicting individual behavior, In P. A. Chiappori e 
C. Gollier (eds.) Competitive Failures in Insurance Markets: Theory and Policy Implications, 
Monaco, CESifo, TD No. 546 (February 2005). 

G. M. TOMAT, Prices product differentiation and quality measurement: A comparison between hedonic 
and matched model methods, Research in Economics, No. 60, pp. 54-68, TD No. 547 (February 
2005). 

F. LOTTI, E. SANTARELLI and M. VIVARELLI, Gibrat's law in a medium-technology industry: Empirical 
evidence for Italy, in E. Santarelli (ed.), Entrepreneurship, Growth, and Innovation: the Dynamics 
of Firms and Industries, New York, Springer, TD No. 555 (June 2005). 

F. BUSETTI, S. FABIANI and A. HARVEY, Convergence of prices and rates of inflation, Oxford Bulletin of 
Economics and Statistics, v. 68, 1, pp. 863-878, TD No. 575 (February 2006). 

M. CARUSO, Stock market fluctuations and money demand in Italy, 1913 - 2003, Economic Notes, v. 35, 1, 
pp. 1-47, TD No. 576 (February 2006). 

S. IRANZO, F. SCHIVARDI and E. TOSETTI, Skill dispersion and productivity: An analysis with matched 
data, CEPR Discussion Paper, 5539, TD No. 577 (February 2006).  

M. BUGAMELLI and A. ROSOLIA,  Produttività e concorrenza estera, Rivista di politica economica, 3, TD 
No. 578 (February 2006). 

R. BRONZINI and G. DE BLASIO, Evaluating the impact of investment incentives: The case of Italy’s Law 
488/92. Journal of Urban Economics, vol. 60, n. 2, pag. 327-349, TD No. 582 (March 2006). 

A. DI CESARE, Do market-based indicators anticipate rating agencies? Evidence for international banks,  
Economic Notes, v. 35, pp. 121-150,  TD No. 593 (May 2006). 



L. DEDOLA and S. NERI, What does a technology shock do? A VAR analysis with model-based sign 
restrictions,  Journal of Monetary Economics, v. 54, 2, pp. 512 - 549,  TD No. 607 (December 
2006). 

R. GOLINELLI and S.  MOMIGLIANO, Real-time determinants of fiscal policies in the euro area, Journal of 
Policy Modeling, v. 28, 9, pp. 943-64, TD No. 609 (December 2006). 

P. ANGELINI, S. GERLACH, G. GRANDE, A. LEVY, F. PANETTA, R. PERLI,S.  RAMASWAMY, M.  SCATIGNA 

and P. YESIN, The recent behaviour of financial market volatility, BIS Papers, 29,  QEF No. 2 
(August 2006). 

 

 

2007 

 

S. DI ADDARIO and E. PATACCHINI, Wages and the city. Evidence from Italy, Development Studies 
Working Papers 231, Centro Studi Luca d’Agliano, TD No. 570 (January 2006). 

F. LOTTI and J. MARCUCCI, Revisiting the empirical evidence on firms' money demand, Journal of 
Economics and Business, v. 59, 1, pp. 51-73, TD No. 595 (May 2006). 

L. MONTEFORTE, Aggregation bias in macro models: Does it matter for the euro area?, Economic 
Modelling, 24, pp. 236-261, TD No. 534 (December 2004). 

 

 

FORTHCOMING 

 

P. ANGELINI, Liquidity and announcement effects in the euro area, Giornale degli economisti e annali di 
economia,  TD No. 451 (October 2002). 

S. MAGRI, Italian households' debt: The participation to the debt market and the size of the loan, Empirical 
Economics, TD No. 454 (October 2002). 

G. FERRERO, Monetary policy, learning and the speed of convergence, Journal of Economic Dynamics and 
Control, TD No. 499 (June 2004). 

M. PAIELLA, Does wealth affect consumption? Evidence for Italy, Journal of Macroeconomics, v. 29, 1, 
TD No. 510 (July 2004). 

A. ANZUINI and A. LEVY, Monetary policy shocks in the new EU members: A VAR approach, Applied 
Economics TD No. 514 (July 2004). 

S. MOMIGLIANO, J. Henry and P. Hernández de Cos, The impact of government budget on prices: Evidence 
from macroeconometric models, Journal of Policy Modelling, TD No. 523 (October 2004). 

D. Jr. MARCHETTI and F. Nucci, Pricing behavior and the response of hours to productivity shocks, 
Journal of Money Credit and Banking, TD No. 524 (December 2004). 

R. BRONZINI, FDI Inflows, Agglomeration and host country firms’ size: Evidence from Italy, Regional 
Studies, TD No. 526 (December 2004). 

A. NOBILI, Assessing the predictive power of financial spreads in the euro area: does parameters 
instability matter?, Empirical Economics, v. 31, 4, pp. , TD No. 544 (February 2005). 

P. ANGELINI and A. Generale, On the evolution of firm size distributions, American Economic Review, TD 
No. 549 (June 2005). 

A. DALMAZZO and G. DE BLASIO, Production and consumption externalities of human capital: An 
empirical study for Italy, Journal of Population Economics, TD No. 554 (June 2005). 

R. FELICI and M. PAGNINI,, Distance, bank heterogeneity and entry in local banking markets, The Journal 
of Industrial Economics, TD No. 557 (June 2005). 

R. BRONZINI and G. DE BLASIO, Una valutazione degli incentivi pubblici agli investimenti, Rivista Italiana 
degli Economisti , TD No. 582 (March 2006). 

P. CIPOLLONE and A. ROSOLIA, Social interactions in high school: Lessons from an earthquake, American 
Economic Review, TD No. 596 (September 2006). 

F. BUSETTI and A. HARVEY, Testing for trend, Econometric Theory  TD No. 614 (February 2007). 




