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1. INTRODUCTION

Politicians used fiscal policy to enhance their re-election prospects by manipulating economic
policy during electoral years, making countercyclical fiscal policy among European countries
a topic of considerable current debate. This cyclical behavior destabilizes the national economy,
making the oversight of government fiscal situations a critical policy challenge. In reaction to
fiscal management challenges, a group of predominantly European countries demonstrated their
dedication to robust fiscal rules in the early 1990s. Interest in the efficacy of formal rules for budg-
etary balance has emerged from multiple empirical assessments that consider various rule types
and utilize diverse cross-country populations. Empirical studies on the impact of fiscal rules on
fiscal performance show mixed results depending on the models employed and the countries in
which the analyses were performed. The overall data about the impact of fiscal policy guidelines
on fiscal decisions and sustainability remains ambiguous.

The fiscal rules framework aims to prevent or mitigate temporary fiscal imbalances by avoiding
the use of increasing debt or by promoting the buildup of large surpluses during periods outside
of economic booms. Although there is a lack of overall empirical evidence supporting the politi-
cal budget cycle hypothesis, in a country such as Albania, the absence of supportive results does
not definitively indicate that the political budget cycle is nonexistent. In this context, this paper
examines the impact of fiscal rules on mitigating the political budget cycle within the Albanian
context. The research question is: Do Albania’s fiscal rules mitigate the negative impacts of the
political budget cycle? The objectives of this research are: to investigate fiscal indicators in elec-
toral years to assess the extent of the political budget cycle in Albania; to present an overview of
fiscal rules in Albania and their adherence; and to evaluate whether these rules have mitigated
political budget cycles.
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The paper will be organized into six sections. Section 2 examines theoretical and empirical research
about the impact of fiscal rules on the political budget cycle. The third section will explain the
data and methodology used. The fourth section provides an overview of Albania’s fiscal rules
and their compliance, along with an analysis and discussion of the impact of these rules on the
political budget cycle. The concluding sections finalize the paper’s findings, along with future
research directions.

2. LITERATUREREVIEW

The political budget cycle has consistently been a topic of interest in both theoretical and empirical
studies. Numerous empirical studies have demonstrated a link between political cycles and budg-
etary outcomes across various countries, including developing and transitional economies across
different eras. Evidence suggests that certain rules may influence the fiscal cycle, including its
timing and amplitude, and could serve as effective alternative instruments for governments aiming
to mitigate allocative and distributive inefficiencies. The IMF defines a fiscal rule as a long-term
constraint on fiscal policy, enforced through numerical limitations on budgetary aggregates.
Fiscal rules are often designed to mitigate deficit tendencies and control expenditure pressures,
particularly during wealthy periods, to guarantee fiscal prudence and debt sustainability. The IMF
(2024) identifies four categories of fiscal rules: budget balance rules, debt rules, expenditure rules,
and revenue rules, applicable to the central or general government or public sector.

The majority of the literature indicates a positive correlation between fiscal rules and fiscal
outcomes, as confirmed as well by Potrafke (2023) and Brandle and Elsener (2024). In addition,
Gootjes et al. (2021) found that strong fiscal rules limit political budget cycles. Furthermore, they
stated that fiscal laws generally enhance government budget balances. The results appear to be
predominantly influenced by EU member states, which often implemented more rigorous fiscal
rules than other countries. Nonetheless, robust fiscal rules also limit political budget cycles in
non-EU countries. Fiscal rules not only strengthen public budget discipline but also mitigate fiscal
manipulations for electoral objectives, thereby providing significant support for the reinforcement
of fiscal regulations. Adhering to fiscal rules that restrict government debt growth or maintain
stability among cyclical fluctuations facilitates counter-cyclical fiscal policymaking (Larch et al.,
2021). Caselli and Reynaud (2019) discovered that the presence of fiscal rules is associated with
reduced deficits; however, this correlation vanishes when endogeneity is appropriately accounted
for. Nevertheless, by evaluating the robustness of regulations via a continuous index of fiscal rule
design, they demonstrated that effectively structured rules exert a statistically significant impact on
fiscal balances. Ardanaz et al. (2021) indicate that in countries lacking a fiscal rule or adhering to
a stringent fiscal rule, a fiscal consolidation of at least 2 percent of GDP correlates with an average
decrease of 10 percent in public investment. Andrian et al. (2024) concluded that fiscal rules are
more effective in mitigating debt during favorable economic cycles, with design and institutional
support being important. According to Bonfatti and Forni (2019), municipalities governed by
the fiscal rule have more constrained political budget cycles compared to those not governed by
the rule. The main conclusion of Bergman et al. (2015) was that more robust national fiscal rules
correlate with more sustainable fiscal policies, and this relationship persists over a wide range
of government efficiency attributes. Burret and Feld (2018) examined the fiscal implications of
Swiss cantonal debt brakes, considering the rules’ scope, and found that fiscal rules reduce budget
deficits. Muja (2023) identified a negative relationship between fiscal rules and the fiscal deficit
for Albania. This research analyzed the empirical correlation between these two variables, using
data from 2000 to 2022, and determined that the presence of fiscal rules decreases the fiscal deficit
by 0.011 percentage points, although this relationship is statistically insignificant.
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Simultaneously, some researchers have examined the correlation between fiscal rules and their
effect on capital expenditure in election years. Bostashvili and Ujhelyi (2019) observe that capital
expenditure on road is 12% greater during election years and 9% greater in the pre-election year
under patronage conditions. Ardanaz et al. (2021) found that in countries with flexible fiscal rules,
the opposing impact of budgetary adjustments on public investment disappears, indicating that
flexible rules safeguard public investment throughout consolidation periods. Bonfatti and Forni
(2019) found that the political budget cycle increases real capital expenditure by approximately
1020 percent on average in the municipal pre-election years, while municipalities governed by
the domestic stability pact (Italian sub-national fiscal rule) show a pre-electoral rise in capital
spending that is merely a quarter of the one of municipalities not subject to the rule.

However, several studies have found no correlation between fiscal laws and the political budget
cycle. Analyzing a sample of Spain’s major municipalities from 1994 to 2009, Benito et al. (2013)
conclude that the balanced budget law has not mitigated the political budget cycle associated with
budget deficits. Consequently, their findings suggest that despite being limited by such rules,
governments partake in fiscally manipulative practices driven by electoral considerations. In
non-electoral years, they facilitate the implementation of expansionary budgetary policies during
electoral years. Jung and Kim (2024) indicated that fiscal rules, designed to mitigate political
influence, are nonetheless influenced by the political process.

3. DATA AND METHODOLOGY

This paper uses qualitative and quantitative methods to evaluate the impact of fiscal policy and
fiscal rules on mitigating the political budget cycle. Two research methodologies are employed
to answer the research questions. The qualitative method examines the existence of the political
budget cycle in Albania and the compliance with the fiscal rules introduced in 2016 in the Organic
Budget Law. The quantitative method assesses the magnitude of the political budget cycle and
the correlation between fiscal rules and fiscal outcomes during the election years. The data for
the period 1993-2023 were sourced from the Ministry of Finance of Albania and the World Bank
(2024). This analysis will investigate the presence of a political budget cycle in Albania by exam-
ining fiscal variables, including government revenues, expenditures, budget balance, and public
debt as a percentage of GDP.

The research has some limitations: it solely examines public debt and fiscal deficit as a percentage
of GDP, neglecting specific expenditure or revenue components that could significantly influence
political budget cycles; furthermore, it does not empirically evaluate the impact of fiscal rules on
the political budget cycles.

4. RESULTS AND DISCUSSIONS

The fiscal rule in Albania pertains to the public debt level. The sole fiscal rule was introduced in
the 2008 Organic Budget Law, stipulating that total public debt, inclusive of guarantees, could not
exceed 60 percent of GDP. In 2013, this principle was redefined and referred to as the ‘golden rule’.
The revised regulation stipulates that borrowing for operational expenses is forbidden, necessi-
tating that such expenses be financed through revenues, with borrowing exclusively allocated for
capital investments. In 2016’, the Albanian Government established several fiscal principles and
rules to ensure the stability and sustainability of public debt. One such principle mandates that in
each annual budget law, whether initial or revised, as well as in medium-term budget planning,
* Article 4/1 of the OBL
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the ratio of public debt to GDP must be projected to be lower than the level estimated for the
preceding year until the debt level attains and remains below 45 percent of GDP. Albania’s debt
rule is augmented by various additional principles. If the projected annual rate of real economic
growth exceeds 5 percent, the general government’s cash deficit must be below 2 percent of GDP
(article 4/1). The government is required to maintain 0.7 percent of anticipated expenditures in
reserve to address unforeseen circumstances (article 4/1). Rules exist that restrict the rate at which
deficits may accumulate during an election year; specifically, the actual expenditure for the first
quarter may not surpass 30 percent of the projected annual expenditures (article 4/3). In addition,
a new fiscal rule concerning the Primary Balance started to be implemented in 2024, mandated
to be no less than zero. This indicator is measured as the difference between the government’s net
borrowing, excluding interest payments on the consolidated government statement. In each annual
budget law commencing in 2024 and thereafter, the real primary balance shall not be negative.

The Albanian Public Finance Management Monitoring Reports of 2016 and 2017 indicated that
excessively optimistic projections were a primary policy bias identified in previous assessments.
The fiscal rules introduced in the OBL in 2016 initially mitigated this bias and subsequently
produced a predictable decline in public debt. By the conclusion of 2016, the anticipated nominal
GDP was lower than that forecast in the World Economic Outlook, and the debt-to-GDP ratio for
2016 was reduced compared to 2015. The 2017 Annual Budget preparation considered several
significant efforts, including the broadening and rationalization of the tax base, the reduction
of structural change costs, and further measures aimed at further decreasing the public debt-to-
GDP ratio. The Ministry of Finance must report to the Assembly and the Council of Ministers
regarding the adherence to the fiscal rules established in the OBL to guarantee that fiscal con-
solidation progresses appropriately and that debt is reduced as outlined in the same legislation.
These rules have been included into the public financial management strategy to enhance and
ensure their adherence. Conversely, the Ministry of Finance of Albania annually prepares the
Macroeconomic Fiscal Framework, which outlines the government’s objectives concerning
key fiscal policy indicators, including the overall fiscal deficit, borrowing, public debt, and
both primary and current fiscal balances. Based on this framework, ceilings for Medium-Term
Budget Planning are also set at the ministerial level. Additionally, a specific section is included
for adherence to these rules.

As previously said, the literature indicates that governments frequently augment expenditures in
election years and reduce revenues through tax reductions to influence voting choices. In Albania,
parliamentary elections take place every four years. Between 1993 and 2023, elections occurred as
scheduled, notwithstanding the early elections held in 1997. The graph below presents how public
debt and economic growth performed in election years® before and after fiscal rules.

The graph shows that public debt and economic growth fluctuate throughout time. A fiscal rule
of 60% of GDP was needed due to high public debt in 2000-2003. Despite this rule, public debt
exceeded this level from 2012 to 2022 and dropped below 60% in 2023. If we analyze debt course
direction in election years, the paper indicates that before the establishment of fiscal rules, public
debt changed more annually than after. Except for 2001, public debt increased in all election years
before fiscal rules were established. After that, public debt ration dropped by 2.2 percentage points
in 2017, and in 2021, it rose by 0.2 percentage points. According to data, after the establishment of
fiscal rules, economic growth increased in both the 2017 and 2021 elections, with 2021’s growth
rate being much quicker due to economic policies and regulatory actions.

¢ Election years are coloured in red on each graph.
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Graph 1. Public debt and economic growth performance before and after fiscal rules
Source: Ministry of Finance and Economy (2023)

In the following, the paper will examine the political budget cycle by analyzing the fiscal balance
(fiscal deficit), alongside the performance of revenues and expenditures. The aim is to assess whether
fiscal rules have influenced the fluctuations resulting from elections and how these indicators
fluctuated in election years prior to and after the implementation of fiscal rules? The information
is presented in the graph below for all election years at the central level from 1993 to 2023.

According to the data, Albania experienced a budgetary deficit throughout this period, marked
by considerable volatility in revenues, expenditures, and, consequently, the fiscal deficit. In 1997,
there was a significant escalation in the budget deficit, attaining the peak amount for the analyzed
period. The peak fiscal deficit occurred prior to the implementation of the first fiscal rule in 2008.
Conversely, following the introduction of fiscal principles and regulations in 2016, the fiscal deficit
exhibited a consistent decline, except for the years 2020 and 2021, which were adversely affected by
the earthquakes in Albania in 2019 and the Covid-19 pandemic in 2020. According to the research,
budget deficits typically rise during election years, with the exceptions of 2001, 2005, and 2021.
Nonetheless, there have not been consistent instances of revenue decline or expenditure increase
concurrently during election years, and even when such occurrences have happened, the extent
of the fluctuations in these indicators has varied.
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Graph 2. Fiscal deficit, revenues and expenditure performance before and after fiscal rules
Source: Ministry of Finance and Economy (2023)
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The table below encapsulates the course direction for each of the indicators.

Table 1. Fiscal indicators and their course direction during election years

Election year Revenue Expenditure Fiscal Deficit
1996 Decrease Decrease Increase
1997 Increase Increase Increase
2001 Decrease Decrease Decrease
2005 Increase Decrease Decrease
2009 Decrease Increase Increase
2013 Decrease Increase Increase
2017 Increase Increase Increase
2021 Increase Decrease Decrease
Source: Own processing
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Graph 3. Annual change (in %) in revenues, expenditures and fiscal deficit
Source: Ministry of Finance and Economy (2023). Own processing

The graph above clearly indicates that spending experienced greater volatility over the analyzed
period. The most significant increases occurred in 1998, 2008, 2014, and 2020, coinciding with the
pre-election or post-election year. The revenues had the most significant decrease in 1996, 2000 and
2020, coinciding with the election and pre-election year. The increased volatility of spending has
influenced the volatility of the fiscal deficit concurrently. The average budget balance of extended
political budget cycles resulting from ‘no rules’ cycles is roughly 0.07 percentage points of GDP. The
average expenditure in election years prior to fiscal rules is 0.01 percentage points of GDP higher
than that of pre-election years, meanwhile, after fiscal rules, this average is 0.003 percentage points
lower. On the revenue side, these percentages are respectively 0.023 lower and 0.035 higher. The
political budget cycle’s magnitude is less pronounced after the establishment of the fiscal rule, with
average fiscal deficit in the last two elections decreasing by 0.1 percentage points of GDP compared
to the pre-election years. In contrast, prior to the fiscal rule’s establishment, this average was 0.13
percentage points higher than that of the pre-election years. Nevertheless, we cannot ascertain if
the fiscal rules have ameliorated the budget deficit or mitigated the government’s behavior during
election years. This is due to the fact that following the establishment of fiscal rules and principles
in 2016, only two parliamentary elections have occurred, specifically in 2017 and 2021. Despite a
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modest increase in the fiscal deficit in 2017 (0.11 percentage points), the reduction in the deficit in
2021 may be more attributable to the recovery from the earthquake and Covid-19 pandemic crises,
thereby ‘distorting’ the data regarding the absence of a political budget cycle.

Capital expenditures are often considered the main ‘manipulator’ of voter behavior. A wide range
of research supports the hypothesis that governments often increase capital expenditures during
election years to guarantee re-election. Does this phenomenon also occur in Albania, and what
implications do the fiscal rules established in 2016 consist of?
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Graph 4. Political budget cycle in capital expenditure and adherence to fiscal rule
Source: Ministry of Finance and Economy (2023), Own processing

The graph indicates significant variability in capital expenditures in absolute terms throughout
the years. Except for the election years 1996 and 1997 (the latter being untimely), an increase in
capital expenditures is observed in election years relative to pre-election years in all other cases.
This has also occurred in election years after the implementation of the fiscal rules. The political
budget cycle’s magnitude is more pronounced following the implementation of the fiscal rule,
with average capital expenditures in the last two elections rising by 20% (or 0.1 percentage point
of GDP) compared to the pre-election years. In contrast, prior to the fiscal rule’s establishment,
this average was 0.2% (or 0.07 percentage points of GDP) lower than that of the pre-election years.
Concerning adherence to this regulation, a 9% deviance was observed in 2020, followed by a
notable reduction in the subsequent years.

5. FUTURE RESEARCH DIRECTIONS

This paper examines the extent to which fiscal rules in Albania mitigate the political budget cycle,
including fiscal indicators such as public debt, fiscal deficit, total revenues, and total expenditures.
However, specific concerns may be investigated in subsequent papers within this area in Albania.
The analysis could be improved by examining the composition of revenues and expenditures to iden-
tify areas with bigger variations during election years. Another avenue for research could involve
examining variations between actual and estimated revenue and spending realizations, as well as
identifying normative budgetary acts, particularly in election years, and the precise changes enacted.
An empirical evaluation of the impact of fiscal rules on the political budget cycle in Albania may be
of greater significance. Another research direction could involve a comparative analysis with several
other Southeast European countries and/or Western Balkan countries. This may establish a basis for
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assessing how regional and diverse political or economic aspects influence the interest in and advocacy
for political budget cycle reduction via fiscal rules. The role and impact of international institutions in
the enforcement of fiscal rules is another relevant topic. Fiscal rules during European integration and
enlargement may necessitate that Western Balkan countries adopt similar strategies for fiscal policy.

6 CONCLUSION

The paper demonstrates the presence of pre-electoral and electoral political budget cycles from
1993-2023. The research findings indicate that Albanian politicians pursue fiscal expansion before
elections to improve their chances of re-election. The average budget balance of extended politi-
cal budget cycles resulting from ‘no rules’ cycles is roughly 0.07 percentage points of GDP. The
average budget balance during election years, after setting fiscal rules, results in a surplus of 0.1
percentage point of GDP. A noticeable reduction in the budget deficit occurs after each electoral
year, except for 2013, which had a subsequent increase in the fiscal deficit. This may pertain to
the diverse policies and commitments adopted by the newly governing party, wherein one of the
issues requiring action was the arrears accumulated until 2013.

In addition, the expenditure approach demonstrates the existence of a political budget cycle,
marked by increased budgets during pre-election and election years. The influence of elections is
more pronounced in the early years of the electoral cycle, in which the average expenditure with
‘no rules’ cycle is 0.01 percentage point of GDP higher than in pre-election years. Concerning
capital expenditure, there is 0.1 percentage point GDP increase in average capital expenditures in
the last two elections compared to pre-election years, amplifying the political budget cycle, and
0.2 percentage point GDP decrease in elections before the fiscal rules.

Given that expenditure fluctuations influence the magnitude of the political budget cycle in
Albania, it is recommended that the Ministry of Finance reassess fiscal rules and principles and
consider the enactment of a fiscal rule on the expenditure side to achieve the essential effects in
mitigating political budget cycles.
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