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Abstract

The European Commission has recently started a project aimed at harmonizing EU public accounting systems
through the development of European Public Sector Accounting Standards (EPSAS). The project is a response to
the lack of coherence between primary public-sector accounts and government financial statistics, in order to
strengthen the economic governance structure in the euro area. This paper aims to show that the divergences
(adjustments) between the measures of surplus/deficit in governmental (working balance, WB) and national
accounting (net borrowing lending, NBL) vary over time to provide future research opportunities around the
factors that, affecting temporal divergences between these measures, enhance fiscal fragility within the EU
public sector accounting system. By analysing the Excessive Deficit Procedure (EDP) tables issued by 28 EU
countries over the period 2010-2015, the paper uses novel approaches in measuring adjustments based on
network analysis and regression models, showing that they are significantly different over time.

Keywords: comparative international governmental accounting, governmental sub-sectors, deficit/surplus
measurement, accounting reforms, IPSAS-EPSAS, network analysis.

1. Introduction

The European Commission (2013) has recently launched a project for the establishment and implementation of
European accounting standards for the public sector, the EPSAS. The sovereign debt crisis has certainly
highlighted the need for more rigorous, transparent and comparable financial reporting by Member States.

A study prepared for Eurostat by Ernst and Young (EY, 2012) has provided evidence that the public accounting
system and the related arrangements for auditing vary significantly between Member States and within different
sub-sectors of government (EY, 2012, p. 1). According to the same study, different practices produce significant
adjustments between the surplus/deficit measures (working balance, WB) calculated at micro-level by Member
States following different accounting models — from cash to accrual — and the same one (net/borrowing lending,
NBL) calculated at macro-level according to the ESA statistical framework, that records accounting flows on the
accruals basis.

This paper belongs to the comparative international governmental accounting research (e.g., Chan and Jones,
1988) in the field of contributions that investigate the relationships between Governmental Accounting
(micro-economic perspective) and National Accounting (macro-economic perspective). It aims to provide
evidence that these adjustments vary over time considering all the different general government sub-sectors (e.g.,
central government, state government, local government, social security funds).

Its main motivations are twofold. First of all, scholars (Jesus and Jorge, 2012; Dasi et al., 2013; Jorge et al., 2014;
Dasi et al., 2016; Jesus and Jorge, 2016; Sforza and Cimini, 2016) have mainly focused on the determinants of
divergences at central government level, so it is of interest to enrich the analysis by widening the spectrum of
investigation at all levels of government. Secondly, investigating the presence of any statistically significant
differences regarding the temporal evolution of adjustments will provide new research opportunities around the
factors that, more than others, affect such differences, being aware that these factors are not the only ones that
affect the magnitude of adjustments within the governmental sub-sectors, since most of them are time invariant
(e.g., basis for accounting the WB). For instance, dissimilarities among accounting practices and the fact that
reforms are a long-date process should be the crucial factors that, more than others, affect the magnitude of total
adjustments.
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To test the hypothesis that adjustments vary over time, the paper uses surplus/deficit data (the WB, the NBL and
the magnitude of adjustments) tabulated in the EDP tables issued by 28 EU countries over the period 2010-2015,
following the new ESA 2010 framework.

Compared with previous literature, this paper does something more. Focusing on all the sub-sectors of general
government, it provides evidence, by following different methodologies, that adjustments vary over time.

As well as contributing to the literature, the paper has implications for all the institutions interested in
obstructing the fragility of the surveillance system of EU fiscal policies. Such institutions should learn that a
common high-quality set of accounting standards like the future EPSAS may not be able to completely fulfil the
expectations for rigorous, transparent and comparable public accounts. This is due to the presence of factors that
determine temporal differences among adjustments that standard setters cannot fully control. These include the
adoption of a common strategy to implement accrual accounting within the sub-sector levels as well as the need
for a cultural change that avoids “lacks of compliance” (Christiaens and Rommel, 2008).

The paper continues as follows. Section 2 is dedicated to the theoretical background and the development of the
hypothesis. While section 3 describes the methodology adopted to test this hypothesis, the following sections 4
and 5 focus on the empirical findings and the discussion of the main results of this research. Finally, section 6
ends the paper with the limitations of the study and its possible future developments.

2. Theoretical background and the development of the hypothesis

Following the recent sovereign debt crisis, one of the most significant challenges towards strengthening EU
governance and demonstrating financial stability is the implementation of accounting reforms aimed at
improving the transparency, comparability and reliability of public accounts of Member States (European
Commission, 2013). The inappropriateness of financial reporting in some EU member states — see the case of
Greece — has highlighted the need for improved public sector management and governance in the euro area. The
effectiveness of government expenditure policies, in terms of better macroeconomic performance (Abdullah et
al., 2008; Lee, 2016) is highly dependent on the quality of the fiscal data used by countries.

The direction taken by countries in designing accounting reforms has been to move towards the adoption of
accrual accounting. According to Lapsley et al. (2009), the empirical evidence available worldwide has shown
that the “relentless advance” of the adoption of accrual accounting has often been driven, for legitimation
purposes, by the need to demonstrate government effectiveness and efficiency. Furthermore, several studies,
starting with the one conducted by Brignall and Modell (2000), have assumed that accounting reforms may have
been implemented by public managers primarily in order to seek legitimacy rather than maximize efficiency.
Without adequate preparation of the path towards change, this approach has led to an underestimation of the
difficulties related to its implementation (Barton, 2009; Christiaens and Rommel, 2008; Hepworth, 2003; Liider
and Jones, 2003), which involves an impact on people (cultural change), processes (innovation and integration),
institutions (organizational change), and so on.

For a long time now, literature has shown that the absence of a standardised global reference paradigm has led to
the realization of accounting changes and, more generally, New Public Financial Management (NPFM) reforms
with different development paths in different parts of the world (Guthrie and Humphrey, 1996; Olson et al.,
1998).

In this direction, Council Directive 2011/85/EU obliged the European Commission to assess the suitability of the
International Public Sector Accounting Standards (IPSAS) for Member States. This issue has also been discussed
in accounting literature regarding improvements in transparency, accountability and comparability of financial
reporting in the public sector (Brusca & Hartinez, 2015; Brusca et al., 2013; Christiaens et al., 2010; Christiaens
etal., 2014).

The European Commission’s assessment was also supported by the answers given to a specific public
consultation carried out by Eurostat between February and May 2012. It was considered inappropriate for the EU
to adopt IPSAS directly and a decision was reached to develop specific European Public Sector Accounting
Standards (EPSAS) to be designed with reference to the former. Among the documents that contain the main
reasons for this decision, a comparative study (EY, 2012) prepared for Eurostat highlighted that, even though
most Member States have already introduced accruals accounting systems, there is a substantial lack of
coherence between primary public-sector accounts and ESA (European System of National and Regional
Accounts) accruals data used for fiscal monitoring in the EU. The study revealed a wide variety of accounting
models (basis of accounting, bookkeeping systems and practices) and auditing arrangements both between
countries and the various levels of government within each country.
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The differences between Governmental Accounting and National Accounting is a relevant research area in public
accounting, but, as noted by some academics — Brusca (2010), Dasi et al. (2013), Jorge et al. (2014) — it has not
been the subject of much study. The works that have been conducted have mainly involved separate comparative
analyses concerning central governments or local government entities.

Despite Jacobs and Cuganesan’s (2014, p. 1252) call to go beyond descriptive studies, most have been conducted
with qualitative methods (e.g. Dabbicco, 2013; Giovanelli, 2006; Keuning and Van Tongeren, 2004; Liider, 2000;
Montesinos and Vela, 2000; Marti, 2006), while Caperchione and Lapsley (2011, p. 103) noted the lack of
empirical-quantitative studies.

With reference to quantitative studies, scholars have focused mostly on central governments, showing that one
determinant of the difference between the WB (micro-economic perspective) and the NBL (macro-economic
perspective) is the different basis followed by Member States to account for the former in respect to the latter.

Jesus and Jorge (2012, 2016) showed that cash-accrual adjustments are less significant and have lower impacts
on the deficit/surplus in countries that report an accrual-based WB and are more significant in countries that
follow the cash or mixed basis. In another research, Jorge et al. (2014) demonstrated that changing governmental
accounting reporting basis into accruals reduces the materiality and diversity of the adjustments. The influence
of the accrual basis of accounting is confirmed by the study by Dasi et al. (2013), who investigated the possible
link between accounting adjustments and the administrative and accounting tradition of EU countries. These
scholars have also found that not all the adjustments are due to the accounting basis for the WB, depending, for
example, on the budgetary strategies of the different countries. In a subsequent study, Dasi et al. (2016) found
that the transition from ESA95 to ESA 2010 has not shown any significant variation in the
convergence/divergence between Governmental Accounting and National Accounting.

Also with reference to the central government level, Sforza and Cimini (2016) demonstrated that not only the
basis for accounting the WB, but also the accounting practices at micro-level, affect the magnitude of
adjustments, showing that the quality of enforcement (Nobes and Parker, 2010) is also a determinant of total
adjustments in the extent to which it influences the accounting practices followed at micro-economic level for
calculating the WB.

Few papers, if any, have studied simultaneously the reasons why adjustments are different in magnitude between
all the general government sub-sectors: central government, state government, local government and social funds.
Montesinos and Vela (2000) point out that the differences between national and governmental accounting will be
partially phased out, standardizing the micro-accounting principles and financial practices in Europe, while those
caused by different objectives and methodologies of the two kinds of systems should not be removed (see also
Giovanelli, 20006).

The findings presented in the works by both practitioners and academics are extremely interesting and provide
an opportunity to investigate the presence of any statistically-significant differences regarding the adjustments
between Governmental Accounting and National Accounting over time. In fact, the analysis on the adjustments
between Governmental and National accounts cannot be fully addressed without considering the time dimension.
The accrual accounting adoption and, more generally, accounting changes are dynamic and long-term processes,
which require a systemic approach that should cover not only the settlement of technical rules and the adaptation
of IT systems, but also organizational change and development, process innovation and the cultural change of the
actors involved in their implementation.

The literature has shown that accounting change may be studied from different angles (Liguori and Steccolini,
2014). Several researchers have investigated the process of accounting change using the institutional theory (see,
for all, Burns and Scapens, 2000; Miller, 1994; Scapens, 1994). This perspective has allowed one to investigate
the cultural influences on decision making and formal structures of organizations (Barley and Tolbert, 1997). It
assumes that external pressures, constraints and expectations from institutional environments limit organizational
choice, so organizations, in order to survive, must be responsive by adopting structures and practices consistent
with external changes. According to the institutional perspective, and in particular to an “old” institutional
economics (OIE) approach, Burns (2000, p. 572) has observed that “accounting practices and emerging routines
can be said to be institutionalised when they become widely accepted in the organisation such that they become
the unquestionable form of management control”. Given that accounting change is the result of the interplay
between new accounting practices, routines, institutions and power coalitions over time (Burns, 2000; Burns and
Scapens, 2000), this phenomenon can only be studied by exploring the temporal dimensions of change.

The use of the concept of isomorphism under an institutional view (Kanter, 1972) opens up some interesting
views for interpretation of the EU accounting reforms evolution. The framework proposed by DiMaggio and
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Powell (1983) is particularly useful regarding the types of pressures at the basis of the changes attributable to
isomorphism: coercive, mimetic and normative. This framework, in its original or amended versions, has been
taken into consideration in several studies aiming to investigate public sector accounting changes (Baker and
Rennie, 2006; Christensen, 2005; Lande, 2006; Maingot, 2006; McSweeney and Duncan, 1998; Parker and
Gould, 1999). Although, in practice, it is very difficult to draw clear distinctions between the three forms of
isomorphism (Christensen, 2005; Czarniawska and Joerges, 1996; Modell, 2002), it is reasonable to assume that
behind the various accounting reforms implemented by EU Member States, all three types of pressure are
recognizable (e.g. for the case of France see Lande, 2006).

In most cases the reforms in a given country have been launched following a “step by step approach” (EY,
2012, p. 47), with different timing depending on the various levels of government, usually starting at local level.
In this way, this level has developed experience that has proved useful for extending the reform to other levels of
government. Or again, the public entities of a given level may have implemented a reform modelling themselves
on the example of organizations perceived as more legitimate. So the isomorphistic view can also be useful in
investigating the temporal dynamics analysis of adjustments between national and governmental accounting in
EU Member States. Indeed, neglecting the dimension of time could lead to the risk of weakening the chances of
success for the reforms. According to Christiaens and Rommel (2008), the empirical studies on governmental
accounting reforms have often revealed that the design and implementation of reforms have appeared to be less
successful than hoped for. The two scholars point out that many reforms have faced difficulties with a chronic
“lack of compliance”, manifesting problems as time progresses and obliging institutions to reform their previous
reforms. In our case, for example, the chronic “lack of compliance” may be symptomatic of the variability of
accounting practices with respect to different levels of governments, and their changes over time, accentuated, in
all likelihood, by the need to review the previous reforms. An example is offered by the Italian public health-care
organizations, which shifted from cash to accrual accounting from 1997 to 2001. This process was handled
independently by each of the 20 regions in the country, without a common strategy. Until the entry into force of
Legislative Decree 118/2011, which set out accounting harmonization for regions, local authorities and National
Health Service organizations, the latter presented their financial reports using diversified structure, requirements
and accounting principles, which were the subject of renovation over time by regional regulators. The latest
accounting reforms have rolled out new financial statement schemes and uniform accounting principles to better
ensure the comparability of annual reports, aiming to improve the process of consolidation of public finances.
These arguments lead us to hypothesize that, while accounting reform is a long date process and accounting
practices vary over time, the total adjustments disclosed in each governmental sub-sector should be different in
magnitude over the period analysed. So, statistically significant temporal differences between total adjustments
contribute to enhance fiscal fragility within the EU public sector accounting system.

3. Methodological design

To verify our hypothesis that adjustments vary over time, the EDP tables have been downloaded from the
Eurostat website. The tables provided by each of the 28 EU Member States over the period 2010-2015 contain
data which explains the transition between the national definitions of government balance and the deficit/surplus
of each governmental sub-sector. In detail, Table 2A discloses data concerning central government (CG), Table
2B data regarding state government (SG), Table 2C the local government (LG) and Table 2D the social security
funds (SF). Comparison between such data is allowed despite the fact that the new ESA 2010 became effective
in September 2014 because all the data has been restated following the rules of this new framework.

To test the hypothesis that there are temporal differences between total adjustments, this paper follows two
alternative methodologies: the former is based on the use of networks and it is useful to test the existence of such
differences; the latter is based on multivariate analysis and compares them testing whether they are statistically
equivalent with each other.

For network analysis, using the Matlab® packages, we build a distance matrix with the temporal differences
between total adjustments calculated for each governmental sub-sector. Probably, displaying the networks is the
simplest methodology for detecting temporal divergences between adjustments, since it is well known that visual
memory facilitates the human learning process and because pictures and graphs are more impressive than notes
and/or numbers (Paivio, 1974).

For multivariate analysis, we compare temporal differences between total adjustments represented in the
networks, using the following regression model, adopted by Sforza and Cimini (2016), that investigates the
ability of the NBL to map the changes of the WB:
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NBL_, =a,+o,WB_ +¢ (1)

The term o, is a coefficient that measures the ability of the NBL to map the change of the WB. It provides an
idea about the magnitude of total adjustments. In fact, the more it is close to +1 the more total adjustments are
not significant in magnitude, because any change of the WB is reflected in a change of the NBL of similar
magnitude. The intercept o, catches the other variables that affect the relationship between NBL and WB and is
expected not to be statistically significant.

To verify whether temporal differences between total adjustments are statistically significant, we should detect
the presence of structural breaks (Chow, 1960) in the regression coefficients that suggest the incremental
capability of the NBL to map changes of the WB in the different years analysed. To do so, we implement the
following regression model with interaction terms between WB and the t-1 years analysed:

NBL_ = o, +a,WB_ +a,Y  +oY xWB_ +e (@)

it it

Where Y are dummies that control for the years analysed.

Our expectation is to find the coefficient of the interaction terms statistically significant. This suggests a different
ability of the NBL to map changes of the WB over the period analysed. To test the presence of structural breaks
with a Chow (1960) test, an F-test is performed to verify whether the interaction coefficients are statistically
different from zero. Rejecting the null hypothesis (e.g. all the interaction coefficients are equal to zero) provides
insights into the fact that NBL has a different ability to map changes of the WB over time and so that the
temporal divergences of total adjustments are significant from a statistical point of view.

4. Empirical Findings

Our Table 1 reports, at a country-level, the total adjustments disclosed in each governmental sub-sector by the 28
European countries analysed over the period 2010-2015.

Table 1.
M/euro 2010 2011 2012 2013 2014 2015
AUSTRIA -3,465 -3,261 161 -101 -5,125 -2,212
Central government -2,068 -2,850 60 -353 -6,137 -2,427
State government -1,137 -535 -21 131 814 18
Local government -427 -183 -207 -56 -33 -78
Social security funds 167 307 329 177 231 275
BELGIUM -3,314 1,330 7,570 -5,805 -1,057 -4,791
Central government -262 2,755 -5,491 -2,173 1,496 3,279
State government -691 15 329 -2195 -545 -7,284
Local government -1,568 -1,262 -1,249 -530 -1,201 -336
Social security funds -793 -178 -1,159 -907 -807 -450
BULGARIA 276 201 536 716 -2,026 436
Central government 65 145 425 508 -2,151 1,174
Local government 188 39 159 260 -97 -652
Social security funds 23 17 -48 -52 222 -86
CROATIA -5,660 -11,715 7,645 -1,981 -4,852 -2,238
Central government -5,593 -11,228 -6,655 -2,793 -6,405 -1,847
Local government 14 -75 115 -684 717 57
Social security funds -81 -412 -1,105 1,496 836 -448
CYPRUS 580 =795 -1,015 -1,680 -1,740 -24
Central government 569 -806 -1,016 -1,676 -1,747 -28
Local government -3 8 5 6 6 5
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Social security funds 14 3 -4 -10 1 -1
CZECH REPUBLIC -15,797 52,675 -52,250 10,500 -18,743 27,769
Central government 305 58,585 -48,608 14,329 -12,484 22,114
Local government -14,642 -8,579 -3,612 -5,780 -3,640 3,797
Social security funds -1,460 2,669 -30 1,951 -2,619 1,858
DENMARK 42,366 7,576 10,675 -28,405 18,732 72,480
Central government 41,268 -7,559 8,379 -30,407 17,681 -71,955
Local government 1,760 811 2,867 2,380 1,492 -210
Social security funds -662 -828 -571 -378 -441 -315
ESTONIA -75.8 316 -119 -56.2 46.5 385.8
Central government -95.5 304.1 -81.5 -37.7 51.6 369.2
Local government 12.7 7.7 -32.6 -24.1 -3.2 16.6
Social security funds 7 42 -4.9 5.6 -1.9 0
FINLAND 2,633 2,638 1,324 395 -2,387 -2,840
Central government 644 815 376 841 -1,329 -1,672
Local government -3,433 -3,605 -3,925 -4,161 -4,447 -3,948
Social security funds 5,422 5,428 4,873 3,715 3,389 2,780
FRANCE 11,288 -25,747 -26,875 -24,507 -13,406 -23,906
Central government 37,951 -699 2,968 6,674 13,169 -1,900
Local government -31,501 -33,029 -34,574 -37,708 -31,828 -27,008
Social security funds 4,838 7,981 4,731 6,527 5,253 5,002
GERMANY -28,023 -18,818 6,102 3,364 2,289 -329
Central government -29,247 -17,039 3,667 5,173 4,962 -11,530
State government 179 -1,887 -1,750 -3,005 -822 2,266
Local government 878 454 1,755 601 -2,174 4,114
Social security funds 167 -346 2,430 595 323 4,821
GREECE -6,621 1,811 -2,409 -20,206 -3,623 -11,080
Central government -4,644 3,625 -238 -22,164 -4,115 -9,184
Local government -1,284 -311 -312 -360 -682 -1,006
Social security funds -693 -1,503 -1,859 2,318 1,174 -890
HUNGARY -62,001 136,717 -153,977 7,278 1,409 526,277
Central government -205,912 0 -317,107 -766,423 -389,033 515,764
Local government 1,402 28,363 49,335 636,512 352,337 -18,461
Social security funds 142509 108354 113795 137,189 38,105 28,974
IRELAND -34,736 3,109 904 1,335 978 -4,875
Central government -34,807 3,222 964 1,312 1,019 -5,564
Local government 71 -113 -60 23 -41 689
Social security funds 0 0 0 0 0 0
ITALY 99 6,298 2,517 26,026 21,194 9,605
Central government 1,837 5,569 -3,852 30,496 22,449 13,444
Local government -6,468 -2,457 3,810 -6,611 -2,906 -6,111
Social security funds 4,730 3,186 2,559 2,141 1,651 2,272
LATVIA 200 172.5 -161.38 -38.59 -75.68 -76.19
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Central government 314 209.29 -212.49 -37.95 -97.23 -138.7
Local government -139 -32.36 24.64 19.11 34.06 118.04
Social security funds 25 -4.43 26.47 -19.75 -12.51 -55.53
LITHUANIA 94 -1.325 -376 -314 154 1.489
Central government 341 -1.304 -351 -275 289 1.320
Local government -283 -38 -30 -48 7 25
Social security funds 36 17 5 9 -142 144
LUXEMBOURG -1.953 43 -969 -1.098 912 373
Central government -1.848 -358 -697 -858 61 6
Local government 27 121 214 61 63 309
Social security funds -132 280 -486 -301 -1.036 58
MALTA 59 40 83 23 -43 102
Central government 62 42 87 26 -44 102
Local government -3 -2 -4 -3 1 0
THE NETHERLANDS 1.259 143 5.980 1.133 1.856 -20.250
Central government 2.374 5.051 9.704 6.687 4.214 -17.907
Local government -6.962 -4.392 -4.081 -4.589 -3.204 -4.334
Social security funds 5.847 -516 357 -965 846 1.991
POLAND -38.117 -28.676 -28.419 -28.093 -10.551 2.398
Central government -33.602 -25.564 -25.021 -23.195 -7.532 7.376
Local government -3.070 -1.485 -1.491 -2.548 =778 -2.555
Social security funds -1.445 -1.627 -1.907 -2.350 -2.241 -2.423
PORTUGAL -3.624 1.067 11.413 4.779 1.751 2412
Central government -2.966 676 9.581 3.726 935 2.138
Local government -1.492 -408 331 1.201 459 359
Social security funds 834 799 1.501 -148 357 -85
ROMANIA 400 -5.372 -2.487 4.834 13.275 13.211
Central government 4.840 174 -326 2.137 10.674 9.447
Local government -3.174 -4.258 -1.867 5 1.829 2.704
Social security funds -1.266 -1.288 -294 2.692 772 1.060
SLOVAK REPUBLIC -342 97 395 -235 890 -869
Central government 15 206 402 62 1039 -344
Local government -172 -112 19 33 -75 49
Social security funds -185 3 -26 -330 -74 -574
SLOVENIA -152 -865 -348 -3.838 -593 112
Central government -107 -924 -285 -3.875 -690 3
Local government 43 67 23 -29 38 68
Social security funds -88 -8 -86 66 59 41
SPAIN -38.383 -35.725 -58.256 -22.769 -22.508 -25.049
Central government -12.572 4.714 -60.780 -16.021 -18.149 -21.371
State government -17.043 -30.408 6.975 -1.175 -1.695 -18
Local government -4.534 -7.929 -848 -2.373 -1.701 -1.874
Social security funds -4.234 -2.102 -3.603 -3.200 -963 -1.786

55



ijbm.ccsenet.org International Journal of Business and Management Vol. 12, No. 3;2017

SWEDEN -86.463 -55.696 -114.417 -33.915 -130.138 -26.358
Central government -13.746 -79.752 -15.236 86.584 22.767 28473
Local government -11.800 -17.988 -23.482 -15.638 -29.956 -17.005
Social security funds -60.917 42.044 -75.699 -104.861 -122.949 -37.826
UNITED KINGDOM 0 0 0 0 0 0
Central government 0 0 0 0 0 0
Local government 0 0 0 0 0 0
EU 28 -269,472.8 11,086.5 -417,203.38 -112,658.79 -155,205.18 387,192.61

The table provides evidence that at governmental-level, at country-level and considering the EU as a whole (e.g.,
EU 28), the magnitude of the total adjustments varies over time. Therefore, this table provides a first insight into
the fact that the total adjustments disclosed in each governmental sub-sector should be different in magnitude
over the period analysed.

The following Figure 1 displays the networks that provide evidence of the magnitude of temporal differences
between total adjustments.

Figure 1.

.CG?OIO SG?OIO ‘LGQOIO .SPQOIO
g g 3 g
CGQO” .SGQJU G2y, ’SPEDH

G20, .SGQJ,? Lazo,, Sr2n;,
Cazo 13 *S6z 3 Lazy 13 $Srzy 3
Cezy,, * 86z 14 Lazy, Sz,

% Cazy 5 ¢ Sezy 15 *¢ G207 * Sz 15

The picture shows 4 networks that represent the single governmental levels, that is, the central government (CG),
the state government (SG), the local government (LG) and the social security funds (SF). For each network, six
vertices represent the years (2010-2015) for which data has been collected. The thickness of the edges gives an
idea about the magnitude of total adjustments in each node. Therefore, the thicker the edges, the more the
temporal differences of adjustments are significant in magnitude. To provide a better idea about the differences
of total adjustments between the different years analysed, the figure also shows the absolute value of the
differences of total adjustments reported by each node. Our results suggest that total adjustments tend to be
different over time, especially for central and local government. Following a random walk, their different
magnitude over time provides further evidence of the need of harmonization against the fragility of EU fiscal
policy. Fragility is not only due to the different bases for accounting the WB at micro-level, but also to the fact
that total adjustments, following a “random walk” over time, are not persistent.
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Table 2.

O Intercept +1132.59 +0.27

o WB +1.18 +27.09  *** | N.of obs. 516

o Yoo -1187.44 -0.20 F (11; 504) 621.22%**
o Y201uXxWBeo11 -0.19 -3.83  *** | Prob>F 0.00

oy Y012 -146.20 -0.02 R-squared 0.93

s Y2012xWBe2012 +0.28 +3.44  *** | AdjR-squared 0.93

o6 Yoo13 +10144.04 +1.74  * Chow (1960) test:

o7 Y2013xWBe013 +0.64 +10.98  *** H,: structural stability of regression coefficients o,-0
o Y2014 +3034.79 +0.52 F(10, 504) = 75.63 ***

O Y201uXxWBea014 +0.28 +4.53  wk

a0 Yoous -4045.29 -0.69

a1 Yo01sxWBeois -0.61 -11.40  ***

(*) Value statistically significant at 10%, (**) Value significant at 5% and (***) 1%.

The findings complete the results achieved using the network analysis, validating our expectation that the
temporal differences between total adjustments are statistically significant. So, total adjustments diverge over
time due to the different capability of the NBL to map changes of the WB over the different years analysed. This
is suggested by the fact that all the interaction terms are statistically significant at 1% and the Chow (1960) for
structural breaks rejects at 1% the null hypothesis that such interaction terms are equal to zero.

5. Discussion

The findings validate the hypothesis that total adjustments, and so the difference between the WB and the NBL
do not remain unchanged but diverge over time. Now that evidence of temporal differences has been provided, it
could be interesting to discuss which factors contribute more than others towards enhancing the variability of
total adjustments and so the fragility of the surveillance system of EU fiscal policies.

In addition to the adjustments caused by different objectives and methodologies of the two kinds of systems
(Giovanelli, 2006; Montesinos & Vela, 2000), we could argue that differences between the years analysed could
be explained largely in terms of accounting practices, which vary across years other than across general
government sub-sectors. This consideration is consistent with the results of some empirical studies (EY, 2012, p.
22 ff.; PwC, 2014, p. 36) that, through the construction of a proximity indicator compared to some IPSAS, have
shown the profound variety of accounting practices found in the various governmental sub-sectors of the EU
member countries.

To understand how accounting practices influence the magnitude of adjustments, we can assume that two
Member States follow the cash basis at the micro-economic level. The first records loan assets granted by the
government to debtors as outflow in the WB; the second records them separately. If so, in the EDP tables the
adjustments of the first country will be higher than those of the second country because of the financial
transactions included in the WB. Therefore, the use of the cash basis shows how, in addition to depending on the
basis of accounting, the magnitude of adjustments also depends on practices, which in our example involves
presentation matters used at the micro-level to assess the WB. A further example concerns the manner in which
low interest rate loans granted by a government are registered at micro-level. While at macro-level the interest
has to be recorded on the basis of the contractually-agreed interest rate, if at micro-level different accounting
practices are followed (Eurostat, 2013a; 2013b), the magnitude of total adjustments disclosed in the EDP tables
increases.

From these examples we could learn that important divergences in accounting practices could justify the
differences between total adjustments shown in our Table 1 and drawn in the networks of Figure 1. The same

practices could also justify the presence of structural breaks of the regression coefficients disclosed in our Table
2.

Therefore, adjustments do not depend solely on the basis used to account the WB but also on other factors that
involve the accounting practices followed at micro-level to assess it. The quality of legal enforcement could
control these accounting practices. Actually, several authoritative scholars (Nobes and Parker, 2010; Kvaal and
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Nobes, 2010, 2012) have pointed out that in the European Union, despite the use of a common set of accounting
standards, both motivations and opportunities for different accounting practices still exist. In detail, according to
Nobes and Parker (2010), the motivations for different accounting practices include the differences in legal
enforcement of countries. This is the reason why a measure of the quality of the legal system (enforcement)
could be useful in controlling these practices. If our reasoning is correct, over time, total adjustments in EU
countries with high-quality enforcement should vary at a lower rate than in countries with low-quality
enforcement. Regardless of the basis for accounting the WB, where enforcement is weak, accounting practices
could lead to a reduction in the quality of statistics at micro-level that makes the risk of both opportunistic forms
of behaviour and/or unintentional mistakes (Ronen, 2008; 2012) more probable, that produce an increase in total
adjustments. High-quality enforcement could reduce the magnitude of adjustments disclosed in the EDP tables
because it obstructs the risk of both opportunistic forms of behaviour and unintentional mistakes also through a
more effective system of sanctions. To provide a plausible explanation for our results that total adjustments
assume a random walk over time, following Sforza and Cimini (2016), we calculate an index that controls the
quality of the legal system moving from the World Bank indicators. Splitting this indicator at the median, EU
countries have been clustered into two groups. In the former there are those with high-quality enforcement; in
the latter there are those with low-quality enforcement. Calculating the standard deviation of total adjustments
over time, we noticed that in countries with high-quality legal systems, total adjustments vary at a lower level
than in countries with low-quality legal system. This is true for the central government, the state government and
local government. In social funds we found opposite results. We can consider these findings consistent with
those of Pina et al. (2007, p. 583) according to which developments and changes in financial accountability
levels depend on both the context and characteristics of public administration styles and on how information is
disclosed.

6. Conclusions

Accounting literature has demonstrated that one of the factors that affects EU fiscal fragility is the divergence
between the different measures of deficit/surplus due to divergences in the basis followed to assess them. This
paper adds to the literature showing that also the property of total adjustments varies over time and following a
random walk enhances such fragility. The former (e.g. the different basis for accounting the WB that goes from
cash to accrual) enhances divergences between countries; the latter (e.g., accounting practices) also has a
multiplicative effect over time. If so, probably, a common high-quality set of accounting standards will not
completely fulfil the expectations for rigorous, transparent and comparable public accounts, because most of the
factors that contribute to increase fiscal fragility go beyond the accounting dimension. Therefore, accounting and
auditing standards could have a crucial role in harmonizing the EU public accounting system, but, as far as we
are concerned, they only guarantee a minimum degree of harmonization, homologating the basis for accounting
the WB at micro-level or introducing a common set of auditing standards within the institutions included in the
governmental sub-sectors. For the maximum degree of harmonization, such standards should also be
accompanied by a cultural change that should lead the public accountant to grasp such changes and to comply
with them. This will avoid reforms appearing to be less successful than hoped over time, or politicians having to
face the problem that, after the introduction of reforms, the governmental levels are at different stages depending
on how they have been introduced. In this regard, future research could test whether the magnitude of
adjustments is affected by cultural variables that, according to Christiaens and Rommel (2008, p. 11), could have
a key role in obstructing the fragility of a public accounting system.
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