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Debt dynamics needs to be kept under
>> control

At public debt above 75% of GDP, private saving may
offset a fiscal stimulus (Rohn, 2010)

« Overall (short and long-run) effect of spending shocks
can become negative beyond debt ratios of 65% to 70%
(Nickel and Tudyka, 2014) .

- Keeping public debt dynamics under control is key to
achieve the stabilization objective
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» Squaring the circle: fiscal rules need to ensure that
public debt reaches a reasonnable target, while
allowing the use of fiscal policy to stabilise the
economy




Implementation of a deficit rule
Is far from straightforward

French government deficit forecast for the Stability and
Growth Procedure versus actual deficit
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Reuvisiting fiscal rules to achieve both debt
and economic stabilization objectives

» Targeting the debt-to-GDP ratio
 Introduce a spending rule

« Simplify the rules (e.g. merging the
preventive and the corrective arms)

e Consider an incentive to issue GDP-linked
bonds
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