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The Quality of Public Finances:

Michael Thone

Abstract

The concept of the "quality of public finances" (QPF) covers many qualitative and structural issues of fiscal
policy. This chapter traces the origins of the concept of QPF to the Lisbon Strategy and the subsequent
EPC Working Group on "Quality of Public Finances" (2004-2007). At its core, the QPF focuses on the impact
that the composition of public spending has on long-term goals such as economic growth. Growth- and
sustainability-enhancing public spending comprises infrastructure investment, human capital investment
(education, health, family policy, gender policy) and spending on natural capital and climate protection.
Today, QPF indicators can very helpful in national fiscal governance and for the supranational surveillance
asinthe EU. A future QPF approach for the 2020s should help to prioritize inclusive growth and decoupling
economic growth from the use of finite resources. Quality indicators can also help to determine the legit-
imate levels of new government debt (“green golden rule").
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The Quality of Public Finances

1 The two (and more) dimensions of
the Quality of Public Finances

At the turn of the millennium, nobody was famil-
iar with the concept of “quality of public finances”
(QPF), because the term had not yet found its way
into the public finance discussion. Less than ten
years later, the concept of quality of public fi-
nances covered such a broad field that — con-
versely — the abundance of issues under consider-
ation made it difficult to know what exactly was
meant by “QPF”.

This broad spectrum of terminology has remained
intact for another decade into the 2020s. At the
core of the concept, the quality of public finances
focuses on the effects that public spending — par-
ticularly in its composition — has on long-term
macroeconomic targets such as economic growth
and productivity progress. This chapter concen-
trates on this economic root of the QPF concept.

It can be argued that this focus is only one aspect
of what the quality of public finances as a whole
covers. This is certainly true. For one thing, the ex-
penditure side would also have to be contrasted
with the revenue side of the public budget. Tax
systems, in their composition and specific design,
can significantly affect innovation and economic
growth. Nevertheless, the revenue side has not
gained much importance within the QPF concept.
Not because of its low importance, but conversely
because of its already high relevance: Public eco-
nomics and actual tax policy in most countries
have been keeping a close eye on this interaction
for many decades. Here, the QPF concept was not
needed to raise awareness of the issues.

In addition to the revenue side, which would be
included in a comprehensive understanding of the
quality of public finances, the discussion also co-
vers the topic of this handbook - the efficiency of
public action and public spending. The QPF con-
cept in a broad sense considers two closely re-
lated but distinct questions in public spending:
Where to spend it. And how to spend it. Composi-
tion and efficiency. Is the ideal case of high-quality
fiscal policy achieved when a large and growing
share of public expenditure is spent on future-ori-
ented purposes and this in an efficient way that
promises high value-for-money?

Yes and no. Yes, insofar as these two dimensions
of the quality of public finances are of course cu-
mulative in political terms. To withstand the in-

herent tendency towards ever-increasing con-
sumptive spending seems like a good thing.
Spending this money wisely, in the most cost-ef-
fective way attainable looks an even better thing.

Yet on the conceptual level, composition and effi-
ciency of public spending should be treated as two
distinctively different dimensions of QPF. Obvi-
ously, the claim to spend public money in the
most efficient way attainable must not be re-
stricted to growth enhancing, forward-looking ex-
penditure. The efficiency dimension of QPF covers
all areas of the public budget. On the other hand,
the composition of public spending may, as will be
shown in this chapter, influence the outlooks of
an economy even without regard to the bottom-
up perspective of how cost-effective the money is
spent in each case.

These two main dimensions of the quality of pub-
lic finances — composition and efficiency of spend-
ing — have been part of the concept from very
early days. This becomes clear from the compre-
hensive documentation of the group that — alt-
hough not necessarily the birthplace — was cer-
tainly the "nursery" of the QPF concept: The
“Working Group on the Quality of Public Fi-
nances" (WGQPF; 2004-2007) of the Economic
Policy Committee of the EU defined the bounda-
ries of the concept, which are still valid today (see
Deroose/Kastrop 2008). Recent work emphasises
the multidimensionality of the concept (see Rodri-
guez-Vives 2019).

Nonetheless, this chapter only looks at one, the
more or less original dimension of the QPF con-
cept, that is, the composition of public finances. |
do this in the full understanding that this hand-
book nevertheless covers both dimensions in their
entirety.

Moreover, the limitation to "QPF in the stricter
sense" is, to a certain extent, a reaction to the
multidimensionality outlined above. For this is
both a blessing and a curse. It encompasses a very
broad spectrum of what is really important for
good fiscal policy. The width of this spectrum,
however, also results in the difficulty that no one
really knows what is meant when we talk about
the quality of public finances. Recalling that the
term was at the outset primarily used to refer to
the composition of public spending can help to
gain a little more conceptual clarity without deny-
ing the other dimensions their (great) importance.
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2 From Quantity to Quality of Public
Finances: Expanding the Scope of
Fiscal Governance

Not everything that is good is an investment. And
not all things made of concrete have a long-term
benefit. These insights - related to public spending
- are older in general economics than in public
economics and fiscal policy. Here, and to some ex-
tent in the public perception, for a long time gov-
ernment investment was virtually synonymous
with forward-looking, provident policy. Con-
versely, government consumption expenditures,
which are defined as the (extensive) residual of all
non-investment expenditures, have the reputa-
tion of being short-sighted, opportunistic and
wasteful. However, the dualism of investment
and consumption expenditures in budgetary law
and, similarly, in national accounting is unsatisfac-
tory from both sides when it comes to the actual,
empirically observed effects of public spending.
For sure, not every budget item recorded as public
investment in the statistics can be considered pro-
ductive investment in the economic sense. Con-
versely, some types of consumptive spending pro-
vide important economic benefits in the form of
provisions for the future.

At the turn of the millennium, this perspective
gave rise to a discussion among public finance ex-
perts in the EU on a different and new under-
standing of public investment and the concept of
capital that is relevant for government activities.
The background to this discussion was the quanti-
tative consolidation of public finances, which was
considered imperative in many member states at
the time to comply with the Stability and Growth
Pact in the long term. In this context, qualitative
aspects of public spending policy were not to be
ignored. Otherwise, there was the perceived risk
that quantitative consolidation steps - in a mis-
conception of equal treatment or because of their
relatively weak political "resistance" - would hit
those areas of spending particularly hard which
have a positive impact on growth and sustainabil-
ity. With this in mind, the European Council de-
cided with the "Lisbon Strategy" in 2000, among
other things, to take greater account of qualita-
tive elements in the member states' deficit reduc-
tion measures. This impetus created the basis for
a political and scientific discussion of the concept
of "quality of public finances" (QPF), which was
launched at the time.

An important component of the QPF concept is
the long-term impact of the composition of public
spending. Behind this stands an expanded notion
of public capital, based on empirical research.

3 Elements a More Economic
Understanding of Public Capital

Which government activities and the associated
expenditures are captured in an expanded con-
cept of capital is first a normative, then an empir-
ical question. The capital concept is normative in-
sofar as the future effects of government activi-
ties considered here are selective. The QPF-con-
cept focuses on those government expenditures
that can be expected to increase economic
productivity and thus raise the potential for eco-
nomic growth. In addition, all public measures
with a positive impact on natural capital in the
broader sense - including environmental protec-
tion, climate protection and climate adaptation -
are to be included.

Already these two objectives of future orientation
do not necessarily go hand in hand. The debate on
"post-growth" actually assumes the opposite.
Whether or not growth and environmental sus-
tainability can harmonize via “decoupling”, and if
so, to what extent, cannot be judged in the ab-
stract. That, too, is an empirical question that will
be answered in the decades to come. In any case,
decoupling resource consumption and economic
growth is one of the greatest and most pressing
challenges of the near future.

Indeed, very good reasons speak for the choice of
these two central future tasks; in particular, eco-
nomic performance and ecological sustainability
on the path to climate neutrality are strategic pre-
requisites for being able to achieve further future
goals. Still, restricting the focus to these two di-
mensions remains a normative choice. Usual sus-
tainability agendas, for example, include all 17 tar-
get dimensions of the UN Sustainable Develop-
ment Goals (SDG). If one builds indicators that
also take into account the numerous dimensions
of social sustainability, the outcome will look
quite different and much more comprehensive.

In other respects, too, "future investments" are
not the only state activities that are important for
a country's economic welfare. Before that come
the fundamental public goods. In a market econ-
omy, these include above all: the rule of law and
the guarantee of human rights, internal and exter-
nal security, the guarantee of clear property
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rights, the political stability of democracy, trade
policy, price stability and competition policy.
Nothing works without these public services;
providing them is the top priority of any govern-
ment. However, once they are well provided for,
further spending on these purposes quickly be-
comes unproductive. Technically speaking, after
an early optimum, their marginal economic
productivity quickly declines with further expan-
sion of spending (EU-COM 2003).

This overview of growth- and sustainability-en-
hancing spending reviews the empirical research
literature. It builds on existing meta-analyses (see,
among others, Thone 2005, Théne/Krehl 2016,
Cepparulo/Mourre 2020, Zouhar et al. 2021). The
identification of forward-looking expenditures is
accomplished by means of a non-formalized
meta-analysis of the research literature. The re-
sult such a meta-analysis is an overview of the
government spending that can be expected to
have positive growth effects and/or sustainability
effects in an industrial economy.

The studies reviewed show that many consumer
expenditures can also provide important benefits
for the future. Above all, the high economic signif-
icance of human capital investments, especially in
the education sector, is confirmed. Here, how-
ever, as with other growth- and sustainability-en-
hancing expenditures, the restriction applies that
the positive effects are primarily found for gov-
ernment activities in this field, not for spending. It
is immediately obvious that more spending in a
promising field does not automatically mean
higher performance. Accordingly, input data - i.e.,
budget figures - must be interpreted with caution
when it comes to outcomes, e.g., the quality of
school education.

3.1 Infrastructure investments

Not every investment expenditure in the sense of
budgetary law - in Germany, this would be every
expenditure on physical assets of more than 5,000
euros - can also be considered an economically
productive investment measure. Nevertheless,
the rate of accumulation of physical capital is one
of the key determinants of macroeconomic
growth. Empirical work regularly confirms the
growth relevance of public investment; negative
findings are rather rare. The initial marginal
productivity of investment is very high because of
its input character. This means that not all, but
very many, public investments are actually very
productive.

Public spending on infrastructure can provide a
crucial input for private economic production. In
general, economic theory distinguishes several
channels through which infrastructure can have a
positive impact on economic growth (see EU-COM
2014). First, energy, transport, and other network
infrastructures are intermediate inputs for firms
and thus have a significant impact on their costs
and ultimately on competitiveness from an inter-
national and national perspective (Pradhan and
Bagchi 2013). Moreover, government investment
increases aggregate demand for construction and
maintenance activities (Wang 2002; Esfahani and
Ramirez 2003; Phang 2003; Short and Kopp 2005;
Pradhan and Bagchi 2013). Finally, government in-
vestment can provide important signals that di-
rect private investment into key sectors of the
economy (Fedderke and Garlick 2008).

In view of the situation in many mature industri-
alized countries, Kalyvtis and Kalaitzidakis (2002)
early on pointed in a critical direction: In their em-
pirical study, they explicitly distinguish between
the growth effects of new infrastructure invest-
ments and the effects of maintenance and repair
of existing infrastructures. In their study for Can-
ada, they show that for a well-endowed economy,
the maintenance and modernization of existing
infrastructure is the crucial determinant of
growth.

For EU economies, the relationship between in-
frastructure and human capital investment is also
of strategic importance. An exemplary study here
was conducted by Quirino, Macas Nunes and de
Matos (2014). In their study of Portugal, they con-
clude that public infrastructure investment con-
tributes to economic development, especially in
low-growth regions, whereas in high-growth re-
gions, human capital investment is the main
driver of productivity. In an early survey, the Eu-
ropean Commission also points to a "certain con-
sensus" that public investment in developed in-
dustrial societies is of secondary importance com-
pared with spending on human capital, because
above a certain level of development the marginal
productivity of public physical capital increasingly
falls, whereas the importance of knowledge-
based skills increases (see EU-COM 2003: 106 and
110).

Despite - or because of - these clear findings, it is
important to emphasize what might “go without
saying”: Even a generalized positive assessment
for a specific area of spending does not, of course,
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equate to a positive assessment of every individ-
ual measure in this area. As Bertenrath, Thone
and Walther (2006) show for the example of
transport investment, such empirical "top down"
assessments cannot be readily disaggregated.
This means that cost-benefit analyses are re-
quired for individual projects even where growth
effects are warranted at the general level.

3.2 Technical Knowledge

The growth of technical knowledge - technological
progress - is a central determinant of productive
economies. In industrialized countries in particu-
lar, research and development activities (R&D)
are regarded as a key to high and sustained eco-
nomic growth. At the same time, technological
progress is a complex economic and social process
in which few clear causalities can be identified. In
this context, the public sector may seek to pro-
mote the accumulation of technical knowledge
and technological progress by investing in re-
search institutions and universities.

This fundamental role is also reflected in the re-
valuation of investment in national accounts. In
Germany's national accounts, for example, all ex-
penditure on research and development and re-
lated personnel resources have been included in
fixed capital formation since 2014 (with retroac-
tive effect from 1991). This is the implementation
of the European System of Accounts (ESA) 2010
and the underlying System of National Accounts
(SNA) 2008 of the United Nations. Most other
OECD countries are taking a similar approach.
Since then, R&D is no longer recorded as current
expenditure for production purposes, but as an in-
vestment asset that is used for production pur-
poses over several time periods. This conceptual
change applies to private companies in the same
way as it does to government units and non-profit
organizations.

When looking at the empirical literature, the
growth impact of public and private R&D invest-
ments should be assessed separately, as it is pri-
marily private R&D investment that is perceived
to have a particularly strong impact on growth.
Some researchers recommend promoting the in-
novative strength of companies in particular with
the help of tax credits, grants, patent protection
and the like.

The link between public and private R&D spending
has long been regarded as a particularly delicate

one, with some authors arguing that the two ac-
tivities complement each other, while others have
shown that public R&D crowds out private activi-
ties. Only in the case of complementarity, how-
ever, can government or government-funded
R&D be seen as having a positive effect on growth,
because it penetrates areas where private R&D is
not pursued due to positive externalities, or be-
cause public R&D provides a locomotive function
and stimulates further private R&D. A review of
the empirical literature reveals a majority of stud-
ies pointing to complementarity (cf. e.g. Diamond
1999, Guellec/van Pottelsberghe de la Potterie
2000). But at the same time, the question is never
ultimately answered.

3.3  Human Capital

Human capital with its many nuances has long
been at the centre of the discussion on productiv-
ity- and future-oriented public spending. On the
side of academic economics, the emergence of
the "New Growth Theory" according to Uzawa
(1965), Lucas (1988) and Romer (1990) has led to
a breakthrough, explaining technical progress as
endogenous to the "human factor".

Investments in this human factor can increase
productivity through many channels and can
therefore have a positive effect on growth. Today,
many areas of family and equality policy are also
included. Finally, recent empirical research has
turned to participatory, inclusive growth via hu-
man capital investment and its interpersonal dis-
tribution.

The fact that education is an area of high growth
relevance within the sphere of influence of the
state is an obvious fact in the OECD countries and
most other economies, but by no means a matter
of course. Education as an individual investment
in human capital yields returns of between five
and 15 percent per annum when rewarded ac-
cording to the marginal product of labour (Mincer
1974). Mincer's calculations are confirmed in nu-
merous recent reviews (see, e.g., Barro/Sala-i-
Martin 1995, Temple 2000, Colombier 2011, Barro
2013). In particular, the average duration - and
thus the intensity - of schooling in secondary and
tertiary education has a positive effect on eco-
nomic growth.

Using Germany as an example, W6mann and Pi-
opiunik (2009) estimated the long-term costs of
inadequate education in 2009 at 2.8 trillion euros
over a period of 80 years. They define inadequate
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education as the lack of the minimum level of
basic skills required for promising participation in
working life. Inadequately educated students can-
not exploit their full potential in the labor market.
The economic growth lost here forms the basis for
calculating the follow-up costs.

At the same time, a consensus has emerged in the
empirical literature that the quality and dissemi-
nation of early childhood education in particular
is very important both for the productivity of an
economy and for its inclusive quality (see Heck-
man/Cunha 2007; Fritschi/Oesch 2008, Delalibera
/Ferreira 2019).

Healthcare spending has been back in the spot-
light of fiscal policy discussions since the begin-
ning of the 2020 Corona pandemic. From a human
capital perspective, they hold a long-established
place in this discussion (Bloom et al. 2019). From
a human capital perspective, health is an essential
growth factor because healthy workers are physi-
cally and mentally more robust, they are more
productive and earn higher wages. At the same
time, they are less likely to be absent from work
due to illness or family disease (Bloom, Canning
and Sevilla 2001). At the microeconomic level,
these connections have been extensively docu-
mented (see Strauss and Thomas 1998 for an
overview). Empirical evidence also shows signifi-
cant positive effects of health care spending on
overall economic growth. The importance of
health for economic prosperity becomes particu-
larly clear when one considers the impact of the
past introduction of public health care systems in
Europe, which had a significant effect on infant
mortality and death rates. The associated im-
provement in health status in turn had a positive
impact on per capita income (Strittmatter and
Stunde 2013).

More important, however, is the question
whether the causality in industrialized countries
might be inverted. In this case, the increase in in-
come associated with economic growth would en-
able people to spend more money on their health.
Economic growth would become the explanatory
variable of health. A hint of a possible bidirec-
tional causality between health spending and
growth is provided by Oztiirk and Altun Ada
(2013). However, this alone is not a sufficient rea-
son not to include health expenditures among the
growth-related expenditures.

Family policy is very ambivalent as a growth pol-
icy because its instruments are so heterogeneous.
Possible growth effects of family policy measures

can be conveyed through two channels: On the
one hand, measures to improve the work-family
balance result in a higher labour supply, especially
from mothers with childcare-age children. Sec-
ond, in an ageing society such as Germany's,
measures to increase fertility expand the labour
supply, which is otherwise becoming increasingly
scarce, and thus also the available stock of human
capital in the long term (see, for example, Alders
and Broer 2004; Weil 2006). A group of research-
ers led by Prognos AG conducted a major evalua-
tion of family policy benefits in Germany in the
years preceding 2014.The results showed that in
the difficult decision-making process of realizing
the wish to have children, public family policy
measures only play the role of one influence
among many. The impact of family policy
measures on the labor supply of mothers is differ-
ent; here, public financing of childcare in particu-
lar is shown to be a very effective measure for la-
bour supply and higher productivity.

Gender policy - if simplified to gender relations
alone - is directed at all persons of all gender iden-
tities. For developing countries, significant growth
effects can be demonstrated in the case of in-
creased spending on health and education for
women, who are often strongly disadvantaged
compared to men in these countries (cf. Dollar
and Gatti 1999; Agénor and Canuto 2012). Agénor
and Canuto (2014) show growth effects of a re-
duction in gender inequalities for Brazil as well.

With regard to industrialized countries, Lorgelly
(2000) finds contradictory evidence on productiv-
ity in her meta-analysis. In their meta-study of the
empirical literature, Kabeer and Natali (2013) also
point to the asymmetric nature of the relationship
between gender equity and economic growth:
While there is growing evidence that gender
equality positively influences economic growth,
the findings for the opposite direction - the influ-
ence of growth on gender relations - are very
mixed.

A paper by the International Monetary Fund
(2013) discusses policies on gender equality pri-
marily in the fields mentioned here in the section
on family policy, because in Western industrial-
ized countries the rate of female labour market
participation is primarily a question of the com-
patibility of work and family.

Overall, empirical studies on the impact of gender
indicators and policies on growth are primarily
available where gender equality goals coincide
with other areas of growth policy, as usually the
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same mechanisms of impact are considered (see
e.g. IMF 2013). These include, for example, mater-
nity protection and government support for child-
care (see above). Furthermore, programs aimed
at equitable integration in the labour market ulti-
mately have a positive impact on economic
growth through this channel. The same applies to
government activities that support gender equal-
ity in education and gender-equitable access to
health.

3.4  Natural capital and climate protection

The “pure” objective of the quality concept, eco-
nomic growth, must be questioned. In a world of
finite resources and climate change, simple eco-
nomic growth is no longer a goal that can be pur-
sued without reservations. Yet, right from the out-
set, the QPF concept hast reflected developments
towards greener growth or, better, towards a full
decoupling of growth on the one side and the use
of non-renewable resources and the emission of
greenhouse gases on other side (Thone, 2005).

Yet, in a time of massively increasing climate pro-
tection efforts and intensive work of numerous
economic sub-disciplines, at first glance it may
seem surprising that there is little broad-based
empirical research on the ecological sustainability
effects of government spending policies. Of
course, environmental spending programs are
evaluated in detail for their effects. But broad
studies on the direction of impact on growth are
largely lacking while the opposite direction - i.e.,
the effects of climate change on economic growth
- receives good attention (see e.g. OECD 2021).

This paradox - irritating and somewhat annoying
at first glance - is cleared up on closer reflection.
Environmental policy is not spending policy. On
the contrary, government spending plays only a
minor role in environmental economics compared
to instruments that are designed in accordance
with the polluter-pays principle. These are regula-
tory or revenue-based instruments. This, how-
ever, does not mean that environmental policy
expenditures are detrimental to environmentally
sustainable development.

Since this distinction is primarily normative, it
would be inadequate to base a discriminating as-
sessment on it, given the lack of empirical evi-
dence.

Nonetheless, expenditures that fall under envi-
ronmental protection and nature conservation
count here globally as effective for the benefit of

natural capital. Why is that the case? Because
times have changed and an up-to-date QPF-con-
cept must make amendments for that. The first
contribution to the sixth report of the Intergov-
ernmental Panel on Climate Change (IPCC 2021) is
very clear about the need to intensify the efforts
of climate protection in every country of the
world dramatically and immediately if the COP 21
Paris goals of keeping global warming significantly
under of 2.0°C still shall be achieved.

In view of this imperative, the questions raised
about instrumental optimization of climate pro-
tection lose their thrust. In the near future, the
question of revenue-side or expenditure-side or
regulatory instruments will no longer be an issue.
The principle will probably have to turn much
more in the direction of "whatever helps, helps".
In such a perspective, government expenditures
in favour of climate and environmental protection
can usually be regarded as having an impact on
sustainability.

4 Making Use of Quality Indicators in
Fiscal Governance

Secondly, quality indicators for the composition of
government spending can also be used in the su-
pranational surveillance of the several states, as
the European Union monitors its member states
with the help of the Stability and Growth Pact. As
mentioned, it was in this context, specifically
through the Lisbon Strategy of 2000, that the term
"quality of public finances" was originally coined.

For both purposes, quality indicators are helpful
both longitudinally for the budget-timelines and
cross-sectionally to enable comparisons between
different countries.

Both purposes have shaped the development of
the QPF-concept. As an example, the author of
this paper conducted in 2002/3 a first study on the
quality of public finances of the German federal
budget and the aggregate public finances of Ger-
many on behalf of the Federal Ministry of Finance.
The aim of the research was to develop an indica-
tor of future-oriented expenditure that would
serve this purpose better than the benchmark tra-
ditionally used, i.e. public investment expendi-
ture. The result was the "WNA budget" (Thone
2005), with which the growth- and sustainability-
effective expenditures (WNA: Wachstums- und
Nachhaltigkeitswirksame Ausgaben) were shown
separately from the other government expendi-

9/15



The Quality of Public Finances

tures. Apart from being used in the domestic dis-
cussion of future fiscal governance, the WNA
Budget served as an early input to the Working
Group on the Quality of Public Finances WGQPF of
the Economic Policy Committee of the EU which,
subsequently, has developed the whole spectrum
of the quality discussion (see above).

With regard to the composition of public expendi-
ture, this group has achieved two key results. For
one, it has provided the common ground for the
EU-Commission to present a proposal for a QPF
indicator that was to be applicable to all member
states (EU-COM 2008). Once more, the practical
feasibility of this approach was demonstrated by
using the German example (Thoéne/Dobroschke
2010). However, this EU-initiative proved to be far
too ambitious and politically too invasive to gain
animportant role in the EU's fiscal governance. To
be effective, a QPF approach for all member
states would have had to be anchored in the pre-
ventive arm of the Stability and Growth Pact. But
this would have created more European influence
on the budget priorities of the member states
than they would have wanted to concede. As a
consequence, only rather soft quality criteria
could be implemented within the corrective arm
of the Excessive Deficit Procedure.

Politically, the quality of public finances has so far
not been able to develop the authority at the Eu-
ropean level that it would deserve, given its high
significance for Europe's future. This makes the
second achievement of the WGQPF on the com-
position of public finances all the more important
and enduring. Already the first studies had shown
that the functional analysis of government ex-
penditure was the most practical way to imple-
ment the quality concept. However, no data were
available in sufficient detail. Specifically, for the
EU states only insufficiently rough expenditure
data according to the international COFOG classi-
fication were available. As a result of the initiative
of the WFQPF, from 2005 onwards a task force
was set up at Eurostat which, with and for the EU
Member States, compiled data on public expendi-
ture at the reasonably detailed level of the COFOG
2-digit -lassifier, retroactively from de facto 1995
onwards (Eurostat 2011). Without the WGQPF-
impetus, these data, which are indispensable for
the QPF-discussion in Europe, would most likely
not be collected even today.

Nevertheless, it has to be acknowledged in retro-
spect that the world economic crisis from autumn
2008 and the resulting European sovereign debt

crisis of the years 2010 to 2012 washed away the
discussion on modernisation of the quality of pub-
lic finances in all its aspects.

All of a sudden, it was a matter of averting the col-
lapse of the financial system, counteracting the
ensuing recession in the real economy, saving
some EU states from bankruptcy and bringing the
common currency, the euro, through this fire bap-
tism reasonably unscathed. During the crisis, little
attention was paid to the discussion on the quality
of the longer-term future orientation and ration-
ality of fiscal policy. The focus of fiscal policy was
once again on simple quantitative issues. Qualita-
tive aspects, questions about the investive or sus-
tainable character of government spending,
played no role for the time being.

Until the next major crisis, which erupted in 2020
with the Corona pandemic, the concept of quality
of public finances has not experienced significant
political progress at the level of the European Un-
ion or in individual countries in or outside the EU.
However, academic attention has not faltered, so
the next steps for advancing the concept are quite
clear.

In the course of ten years, it has become apparent
that the primary goals of a quality philosophy can-
not remain unchanged over time. This became
clear in the above discussion with regard to the
relationship between economic growth and the
goal of climate protection and resource conserva-
tion. A modern, future-oriented QPF concept
must give top priority to the finite nature of natu-
ral resources and the correspondingly decoupling-
focused concept of economic growth. Crisis resili-
ence and the question of how inclusive growth is
(Cournede/FournierHoeller 2018) will also play a
much greater role in the 2020s than in the previ-
ous decade.

Also, the "framing" of the QPF discussion has
changed with the Corona crisis. The long phase of
extremely low interest rates has reduced con-
cerns about fiscal sustainability in many countries
- despite the enormous new debt in the wake of
Corona. However, it would be a mistake to con-
flate the idea of quality with its merely temporal
genesis with a policy of strict fiscal austerity,
which seems to have been overcome at the begin-
ning of the 2020s. In an era that seeks to make fu-
ture-oriented policies possible again through fu-
ture-oriented financing - i.e. through public debt -
the importance of the QPF concept does not di-
minish, but rather increases.
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Just like national fiscal rules, the European Stabil-
ity and Growth Pact is also under scrutiny. Here,
the focus is no longer only on the quality of public
spending, but increasingly also on the quality of
new public debt. Modern fiscal rules can no longer
be simple numerical deficit limits. Rather, they
specify the permissible level of new debt accord-
ing to the purpose of the expenditure financed by
it. This does not mean that all spending covered
by the QPF concept should be financed by deficits.
Teachers' salaries must always be financed by cur-
rent taxes. Nevertheless, analogous to the tradi-
tional "golden rule" of public debt, some govern-
ment expenditures with particularly high benefits
for the future can also be financed by the future
through debt. Especially in the case of climate
protection, such a "swap of future burdens" - low
additional burden from debt, substantial saved
burden on the part of the climate - can become an
element of a concept that is more strongly based

on the quality of public finances, e.g. a “green
golden rule”.

However, this QPF-perspective on the funding of
public tasks should also be reinforced for other el-
ements of public finances that are particularly ef-
fective in terms of “future investment”. In the
best case, such a perspective is embedded in a re-
design of fiscal governance that relies more on
soundly interpreted economic standards than on
rigid numerical rules (e.g. Wieser, 2021, and Blan-
chard/Leandro/Zettelmeyer, 2021). Such a com-
prehensive, more economic governance would
also benefit immensely from a strong reliance on
the broad knowledge on public sector efficiency
as discussed in the various chapters of this hand-
book.
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