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I. Introduction
	
In many countries around world, discretionary fiscal policymaking has been beset by both time inconsistency and common pool problems. As a consequence of time consistency and common pool problem, trends in public finances have been characterized by deficit bias, pro-cyclicality and structural distortions. Over time, these developments in combination with structural rigidities and demographic pressures have given rise to public debt sustainability. Moreover, they have contributed to poor macroeconomic performance.
Inspired by New Zealand’s Fiscal Responsibility Act in 1994, an increasing number of countries have adopted a rule-based fiscal responsibility framework to tackle the fiscal problems. The fiscal responsibility framework is s generic term that encompasses policy rules, procedural rules, transparency standards and monitoring mechanisms.   
There is little doubt that fiscal indiscipline is a widespread problem. Since the mid-seventies, the average gross debt of OECD countries has risen from about 40 % to about 70 % of GDP. This leads to imply that the tendency toward debt accumulation must be held in check. This objective brings about the adoption of a number of fiscal rules in several countries. The European Stability and Growth Pact is a prime example which has 3 % deficit ceiling. A common feature of existing fiscal rules is that they allow for some flexibility over the business cycle. For example, as in the Code for Fiscal Stability in U.K., fiscal rule includes a ‘golden rule’ from which public investment is excluded from current spending.
While improving existing fiscal rules is a valid research agenda, another approach looks as promising. Inspired by the successful performance of independent central banks, a number of researchers have proposed the setting-up of independent fiscal policy committee or council. This alternative is based on the premise that adequate institutional arrangement can deliver better outcomes than rules.
In recent, the financial crisis has significantly increased the structural budget deficit in many countries. This means that in absence of large spending cuts and tax increases, borrowing would remain high and public debt would rise to unsustainable levels. As a consequence, this creates a powerful case for institutional reform to increase people’s confidence in forecasts of the public finances. This paper examines the logic and implications behind the Fiscal Policy Committee and Fiscal Council.  

II. Rationale for Institutional Reform in Fiscal Policy

Looking back over recent decades, most governments have often not raised sufficient tax revenues to pay for all of their spending, and thus have borrowed to make up the difference. There are four main reasons why governments might want to borrow to finance some spending[footnoteRef:2]: [2:  See Chote, Emmerson, Sibieta and Tetlow (2010). ] 


1. Intergenerational fairness
The benefits of some forms of spending are spread across time, so it seems fair that the costs should also be spread over current and future generations. One obvious category is capital investment. Similar arguments could apply to the costs of wars and investment in human capital, for example, the training of teachers or doctors. In principle, one could advocate borrowing to finance other spending in redistributive grounds: because future generations are likely to be richer than current ones.

2. Output stabilization
The public finances fluctuate with the strength of the economy. That is, when economic activity is depressed, tax revenues fall, welfare costs rise and government borrowing increases. These automatic stabilizers help smooth out fluctuations in national income. If the government responded to high borrowing during a recession by raising taxes or cutting spending to close the gap, this would withdraw spending power from the economy and, other things being equal, would make the downturn more severe. The case for using changes in government borrowing to help stabilize the economy is powerful when monetary policy is constrained.

3. Tax rate smoothing
In the face of expected changes in government spending, governments may seek to smooth tax rates over time to avoid the welfare costs implied by continual changes in tax rates. For example, a government may smooth tax rates in the face of an expected increase in spending needs arising from an ageing population or an expected fall in resources arising from the depletion of a country’s oil reserves. There is also considerable uncertainty in forecasting the public finances from year to year, implying that it would be hard to balance the budget every year.

4. Political expediency
Politicians face pressure to increase spending or to reduce taxes (or avoid spending cuts or tax increases) in the short run in order to gain electoral support, thus increasing the deficit and debt levels. Even though politicians may recognize the need for long-run fiscal sustainability, the immediate benefits of staying in office may outweigh any future costs of excessive short-term borrowing. Such an effect is known as a deficit bias.

III. Fiscal Responsibility Framework

Many democratic societies have indulged in time-inconsistent fiscal policy and common pool problem. As a consequence, both time inconsistency and common pool problem lead to deficit bias, pro-cyclicality and expenditure distortions.
Faced with various fiscal problems, an increasing number of advanced economies as well as emerging economies have adopted a rule-based fiscal framework. In many countries, the fiscal responsibility framework was implemented in association with a rule-based monetary policy regime, mostly in the form of inflation targeting.
Formally, the fiscal responsibility framework can be enshrined in various types of statutes. There are a constitutional provision (Brazil), legislation (India), international treaty (Euro area) that applies to all governments. Alternatively, the fiscal framework may consist of policy guideline or agreement binding on future governments (Bulgaria, Chile, U.K.) or a combinations of a legal statute and a policy guideline (Sweden).
Typically, the fiscal responsibility framework consists of a combination of policy rules, procedural rules, transparency standards and a monitoring mechanism.


 [Table 1] Fiscal Responsibility Framework	
	Country
(effective date)
	Policy Rules
	Coverage
	Statute
	Authority
	Sanction

	New Zealand
(1994)
	Multiyear
Overall balance
Debt limit
	General government
	Law
	-
	Reputational

	Sweden
(1997-98)
	Annual
Structural surplus
Primary expenditure limit
	General government
	Policy guideline
Law
	Independent monitoring

	Reputational

	Bulgaria
(1998)
	Annual
Deficit limit
Stabilization fund
Total expenditure limit
	General government
	Policy guideline
	Independent monitoring

	Reputational

	Estonia
(1998)
	Annual
Overall balance
Stabilization fund
	General government
	Policy guideline
	-
	Reputational

	Poland
(1998)
	Annual
Debt limit
	General government
	Constitution
	-
	Judicial

	U.K.
(1998)
	Multiyear
Current balance
Debt limit
	General government
	Policy guideline
	Independent monitoring
	Reputational

	Euro Area
(1998)
	Multiyear
Overall balance
Deficit limit
Debt limit
	General government 
	Treaty
	Independent monitoring
	Financial

	Argentina
(2000)
	Annual
Overall balance
Deficit limit
Stabilization fund
Primary expenditure limit
	Central + federal government
	Law
	Independent monitoring
	Reputational

	Chile
(2000)
	Annual
Structural surplus
Stabilization fund
	Central + federal government
	Policy guideline
Law
	Independent monitoring
	Reputational

	Peru
(2000)
	Annual
Overall balance
Deficit limit
Stabilization fund
Primary expenditure limit
	Central + federal
Government
	Law
	Independent monitoring
	Judicial

	Brazil
(2001)
	Annual
Current balance
Debt reduction
Wage bill limit
	Central + federal government
	Constitution
Law
	-
	Judicial

	Colombia
(2001)
	Annual
Current balance
Debt reduction
Wage/interest bill limit
	Central + federal government
	Law
	-
	Judicial
Financial

	Ecuador
(2003)
	Annual
Non-oil balance
Deficit limit
Debt limit
Stabilization fund
Primary expenditure limit
	Central + federal government
	Law
	-
	Judicial

	India
(2004)
	Annual
Current balance
Deficit limit
	Central + federal government
	Law
	-

	Reputational

	Venezuela
(2004)
	Multiyear
Current balance
Stabilization fund
Total expenditure limit
	Central + federal government
	Constitution
Law
	Independent monitoring
	Reputational

	Nigeria
(2007)
	Annual
Current balance
Debt limit
Saving fund
	Central + federal government

	Law
	Executive
	Judicial
Financial


Source: Kopits(2007).


IV. Fiscal Policy Committee

Increasing number of countries has adopted institutional arrangements which deliver a high degree of monetary policy discipline. The common feature of these arrangements is the delegation of power to independent committees subject to a long run constraint, or price stability. Although there is a fundamental similarity between the long-run and short-run aims of monetary and fiscal policies, similar steps have not been taken regarding fiscal policy. If institutional changes have been introduced, they would rely on rules that aim at preventing governments from engaging in debt accumulation.

Economic theory points to four basic criteria that should dictate whether it is desirable to delegate some or all aspects of policy. In particular, Alesina and Tabellini (2003, 2007) identify four criteria to help decide when it is appropriate for politicians to delegate policy decisions to independent bodies as follows.
First, there must be socially harmful distortions in policy implemented by politicians. That is, there would be a risk of deliberately socially harmful distortions if policy decisions are left to politicians. If there are no such distortions, there would be no gain from delegation, and the policy can be designed and implemented optimally by elected representatives. For this reason, policy decisions should be delegated to independent bodies. 
Second, there needs to be a broad consensus on what constitutes good or sound policy in the area in question. This is essential to establish a mandate for which the independent agency can be held accountable. The absence of such a consensus would indicate conflicts among social groups or constituencies. Moreover this ensures that the mandate given to the independent body is seen as technical rather than political. 
Third, delegated mandates should not be primarily distributive or have major distributive consequences. Thus, policy decisions should not be delegated if they create big winners and losers. If they create winners and losers significantly, elected politicians need to take such decisions in a legitimate manner. 
Finally, policy decisions should not be delegated when this induces significant coordination problems with policy decisions taken by others. Thus, delegation should not give rise to major policy coordination problems. If a policy in a particular area is delegated, it should not create conflicts with policymakers in another area that is not delegated. Otherwise, the coordination difficulties could outweigh any benefit from delegation. Likewise, delegation would be undesirable if there are significant economies associated with complementarities between delegated policies.
	
The delegation of monetary policy fits in fairly well with the above four criteria: (i) the politicization of monetary policy is often perceived as a key source of macroeconomic instability; (ii) there is relatively little variance in opinion about what constitutes sound monetary policy; (iii) monetary policy is not primarily distributive; and (iv) a clear-cut assignment of responsibilities between monetary and fiscal policies is one way to deliver a well-coordinated policy mix[footnoteRef:3]. [3:  Dixit and Lambertini (2003).] 


With regard to fiscal policy, delegation might appear possible in some areas. For instance, this concerns the overall fiscal balance. This can be seen that it is supported by the four criteria above. First, deficit bias and pro-cyclical fiscal policies constitute socially harmful distortions in policymaking. Second, there is broad agreement that sound fiscal policy should not create unsustainable deficits. Third, the fiscal balance does not have direct distributional consequences within generations[footnoteRef:4]. Finally, delegating the setting of the fiscal balance can reduce the problem of macroeconomic policy coordination along with monetary policy. [4:  However, the fiscal balance affects distributional consequences across generations.] 

Specifically, four criteria described above suggest that some fiscal policy decisions might be appropriate for delegation. Specially, it might be sensible to delegate the tasks of forecasting tax revenues and non-discretionary spending and determining whether the government is on course to raise sufficient revenue to meet its spending plans and comply with any fiscal rules that it has set. But it would not be sensible to delegate the choice of how much to spend or how exactly to structure the tax system to raise the necessary revenue.
Why do we delegate the task of overall revenue forecasting? Firstly, governments might often have an incentive to overstate the amount of revenue that they expect to raise from an existing tax system, so as to be able to delay the announcement of unpopular revenue-raising measures. Secondly, governments might believe they can get away with such over-optimism because they can always claim to have more information from the tax-collecting authorities than they are able to share with the general public. Finally, they also have more resources to devote to the forecasting process than outside, independent commentators.
Then, why might such behavior by governments be a problem? Delaying the tax increases required to pay for a given spending program accumulates additional public sector debt and means that larger and more distorting tax increases may be required later, once the need to raise revenue can no longer be avoided. 

A wide spectrum of proposals for independent fiscal agencies has suggested different mandates. The proposals mainly differ according to whether the independent fiscal authorities would independently set an objective (for example, debt sustainability) and a target (such as the annual budget balance), or one or more instruments (for example, tax rates). Debrun, Hauner and Kumar (2007) identify six illustrative models for two different fiscal agencies, Independent Fiscal Authorities and Fiscal Councils, through which the delegation of decisions over revenue or budget balance can be achieved.  




[Table 2] Type and Role of Independent Fiscal Agencies
	Type
	Role

	Independent Fiscal Authorities

	(1) Setting long-term objectives and consistent short-term targets
(2) Setting targets consistent with a given fiscal rule
(3) Adjusting some predetermined tax and spending packages 

	Fiscal Councils
	(1) Providing objective analysis of fiscal policies
(2) Providing independent budget forecast
(3) Providing normative assessment and recommendations



Even if there have been plenty of proposals for independent fiscal authorities along these lines, no country has so far instituted or implemented a body akin to these.


V. Fiscal Council
	
In the case of monetary policy, delegation has long been granted to central banks and only recently the central banks have been granted independence. But there is no such tradition of delegation for fiscal policy. Central banks are given an instrument, the short-term interest rate. The Fiscal Council’s instrument will be the budget balance. In the same way as central banks follow interest rate path, the Fiscal Councils should focus on defining the most desirable budget balance path which combines the long-run debt target with the initial debt and budget position.
  
1. Soft Fiscal Councils
Soft Fiscal Councils only have an advisory role. Based on the target, they recommend a particular budget balance outcome each year. The soft Fiscal Councils build up their reputation for expert judgment and independence from the government and pressure groups.
Soft Fiscal Councils already exist in some countries such as Belgium, Denmark, Chile and Netherlands. Two examples might be of interest. Belgium has built up its High Council of Finance in 1989, giving it more independence. The High Council’s role is to comment on past and future budget balances. In Netherlands, the Central Planning Bureau has provided government and political parties with independent analyses and opinions since 1945. In particular, in 2005, Netherlands set up the Council of Economic Advisers and focus on the long-term debt sustainability.
 
2. Hard Fiscal Councils
A harder version follows the central bank model to delegating decision power to the Fiscal Council. In this variant, the Fiscal Council sets the budget balance each year. The Fiscal Council’s decision is binding on the government and parliament. This implies that by the end of each legislature, the Fiscal Council must deliver the debt that the government has targeted at the beginning of the legislature.

Some form of fiscal councils seems an attractive alternative. Various countries, such as Belgium, Denmark, Germany and US, have adopted variants of fiscal council[footnoteRef:5].  [5:  Debrun, Hauner and Kumar (2009).] 


(1) Belgium’s High Council of Finance
It recommends specific annual borrowing requirements for all levels of government. Each year, the Council publishes two reports: one on the future public sector borrowing requirement and the other on the implementation of the Belgian stability program. The Council’s mandate is explicitly limited to the borrowing requirement, but it provides recommendations on the requisite fiscal stance for all levels of government consistent with that requirement.

(2) Denmark’s Economic Council
It provides judgment on fiscal and structural policies and recommends changes. Its analysis is based on, among others, its own economic forecasts for the subsequent 2 to 3 years. The Council’s semi-annual reports are produced by its three independent chairs.

(3) German’s Working Group on Tax Estimates
It publishes regular estimates of government revenues. It consists of government officials, academics and representatives of the Council of Economic Experts, and has a reputation for relative independence. 

(4) Sweden’s Fiscal Policy Council
It monitors compliance with the surplus target of 1% of GDP on average over the business cycle and the expenditure ceiling and assesses whether current fiscal policy is consistent with fiscal sustainability and long-term growth and employment. It also evaluates the transparency of the budget and the quality of forecasts. The Council presents an annual report to the government that may be discussed by parliament. The following table summarizes its variant:

[Table 3] Type and Role of Fiscal Council		
	Type
	Role

	Belgium’s High Council of Finance
	It recommends specific annual borrowing requirements for all revels of government.
It then recommends the fiscal stance consistent with those borrowing requirements.

	Denmark’s Economic Council
	It analyzes fiscal and structural policies and recommends changes.
It is chaired by three ‘wise men’, and includes representatives of trade unions, employers, central banks and the government.

	German Working Group on Tax Estimates
	It publishes regular estimates of tax revenues. It comprises government officials, academics and representatives of the advisory Council of Economic Experts, and has a reputation for relative independence.

	US Congressional Budget Office

	It produces economic forecasts and baseline projections of federal revenues and spending. But the task of assessing the revenue implications of particular pieces of proposed tax legislation lies with the Congressional Joint Committee on Taxation.

	UK Office for Fiscal Responsibilities
	It produces fiscal forecasts and estimates of future government liabilities.


	

In recent, UK has advocated introducing “greater independence in the fiscal forecasting process”. For example, the opposition Conservative Party in the UK in 2008 put forward a proposal to create an Office for Budget Responsibility in 2008. The Office for Budget Responsibility is made of a small number of experts appointed for single non-renewable terms and supported by a permanent staff of economists and tax experts. The Office for Budget Responsibility is to produce fiscal forecasts at least once a year in advance of the Budget and estimates of the size of all future government liabilities, and to state how much loosening or tightening of fiscal policy would be necessary by the end of a given forecast horizon to meet the government’s fiscal rules. 	

In general, Fiscal Council can forecast revenues and non-discretionary spending and reach a view on how much the government would need to raise while meeting its spending plans and adhering to its fiscal rules.
How effectively the advice of Fiscal Council will be taken by the government? There are three possibilities. The government might promise (i) to take the council’s advice under all circumstances, (ii) to take the council’s advice under most circumstances, and (iii) to take account of the council’s advice in deciding what to do.

There is little cross-country analysis of the role and features of fiscal councils due to the lack of comparable data. Debrun and Kumar (2008) constructed a number of indices to characterize the setup, independence and the potential influence of fiscal councils on the budgetary process. As [Table 3] indicates, there is significant variation across countries in the de jure influence and independence of the fiscal councils in overall terms as well as on the budgetary process, in the formal guarantees of political independence and in the perceived impact on fiscal discipline. 
The following table summarizes the impact of the fiscal council on the fiscal discipline.

[Table 4] Features and Perceived Impact of Fiscal Councils in EU
	Country
	Number of councils
	Overall influence and independence
	De jure influence on the budget process
	Impact of independent forecast
	Formal guarantees on political independence
	Perceived impact on fiscal discipline

	Austria
	1
	1.3
	0.8
	0.2
	1.7
	1.5

	Belgium
	2
	5.7
	6.5
	2.3
	4.9
	6.3

	Denmark
	1
	3.5
	2.4
	0.0
	4.6
	0.8

	Estonia
	1
	4.0
	2.9
	0.0
	5.2
	7.1

	France
	2
	1.7
	1.5
	0.0
	1.9
	1.3

	Germany
	4
	3.7
	1.4
	0.2
	6.1
	2.5

	Greece
	1
	1.5
	0.2
	0.0
	2.7
	0.2

	Hungary
	1
	4.2
	4.6
	0.0
	3.8
	3.3

	Italy
	1
	1.9
	1.1
	0.0
	2.7
	2.5

	Luxembourg
	1
	4.8
	3.6
	0.0
	6.0
	2.7

	Netherlands
	1
	3.5
	2.6
	1.1
	4.4
	6.3

	Portugal
	1
	4.1
	2.5
	0.0
	5.6
	1.5

	Spain
	2
	5.5
	5.0
	0.0
	6.1
	7.1

	U.K.
	1
	1.9
	2.0
	0.0
	1.9
	1.5

	Average
	-
	3.4
	2.7
	0.3
	4.1
	3.2

	Average Euro
	-
	3.4
	2.5
	0.4
	4.2
	3.2

	Standard deviation
	-
	1.5
	1.8
	0.7
	1.6
	2.4


Source: Debrun and Kumar (2008); Debrun, Hauner and Kumar (2009). 


VI. Options for Fiscal Delegation 

A number of academics and commentators have argued that at least some aspects of fiscal policy should be delegated to an independent body, analogous to the Monetary Policy Committee.
Taxation and expenditure decisions are complex and fundamentally collective political and social choices, requiring strong democratic accountability to provide adequate legitimacy. The question is on whether tax and spending decisions are inherently and necessarily more political than interest rate decisions and whether the legitimacy of those decisions requires them to remain under the direct control of elected representatives. The answer would depend in part on the fiscal policy decisions to be delegated. We suggest a range of options as follows:

[Table 5] Options for Fiscal Delegation
	Option
	Government
	Independent body

	I
(complete delegation)
	No role

	Determines fiscal rules
Decides spending plans
Decides detailed tax measures

	II
	Decides spending plans
	Determines fiscal rules
Decides detailed tax measures

	III
	Determines fiscal rules
Decides spending plans
	Decides detailed tax measures to deliver revenue thought necessary to meet rules

	IV
	Determines fiscal rules
Decides spending plans
Sets most tax parameters
	Varies limited number of tax parameters to deliver revenue thought necessary to meet rules

	V
	Determines fiscal rules
Decides spending plans
Suggests detailed tax measures
	Estimates revenue required to meet rules
Approves tax proposals if revenue thought to be sufficient

	VI
(purely advisory )
	Determines fiscal rules
Decides spending plans
Decides detailed tax measures
	Makes official revenue forecasts
Judges if rules met

	VII
(status quo)
	Determines fiscal rules
Decides spending plans
Decides detailed tax measures
	Judges if subset of forecasting assumptions are reasonable

	VIII
(no delegation)
	Determines fiscal rules
Decides spending plans
Decides detailed tax measures
	No role


Sources: IFS Green Budget (2005).
		

First, it seems highly implausible to suggest that an independent body would be given responsibility for deciding the size and composition of government spending in addition to determine fiscal rules (Option I). Second, it is more plausible to suggest that it would be given responsibility for setting fiscal rules to ensure that the spending was paid for in a fair and sustainable way, and for setting taxes to meet them (Option II). For example, within the euro zone, the European Central Bank has responsibility for deciding the operational target for monetary policy as well as setting interest rates to meet it. The U.K. government has also delegated the setting of interest rates, but retained the right to set the monetary policy target. But an equivalent structure for fiscal policy would leave open the question of which instruments to delegate. 
Thirdly, the design of the entire tax system could be handed over (Option III) or a limited number of parameters, such as the main rates of income tax and VAT, could be delegated to an independent body (Option IV). Confining an independent fiscal authority’s decisions to a single tax parameter might make its actions less controversial, but it would not necessarily make for the most efficient tax system. Fourthly, if it were decided that even limited delegation of the power to set tax rates was politically unacceptable, the independent fiscal body could be given the power to veto a set of budget measures that it believed inconsistent with meeting the fiscal rules with a reasonable probability (Option V). Fifthly, its role could be purely advisory (Option VI). For example, an independent fiscal policy committee would be responsible for official fiscal forecasts and would judge whether the fiscal rules have been met or not. 
Sixthly, under the status quo, an independent body has responsibility for pronouncing on whether a subset of the economic assumptions that underlie the government’s public finance forecasts are reasonable or not (Option VII). This option could be extended by giving an independent body the task of identifying the start and end points of the economic cycle over which the fiscal rule is judged. 

Delegating the levers of fiscal policy is inevitably more complicated and controversial than delegating the levers of monetary policy because tax and spending decisions involve more politically contentious trade-offs[footnoteRef:6]. Tax and spending policies interact to achieve a number of conflicting policy objectives, such as supplying public goods or replacing missing insurance and credit markets, or redistributing resources within and across generations. In the monetary policy area, it is widely accepted that  [6:  The main trade-off the central bank has to make is between the variability of growth and inflation: in other words, how quickly to correct any deviation of inflation from target and what temporary consequences for growth and employment to accept in doing so.
] 

· inflation should be low and stable
· short-term interest rates are the most sensible tool with which to target it
· there is no trade-off between higher inflation and lower employment or economic growth in the long run.

Creating an independent fiscal body with a purely advisory forecasting role would be akin to the monetary policy. Such a body might have some advantage over existing independent forecasters in terms of accuracy if it were better resourced and enjoyed the privileged access to information on government spending and tax payments that the government uses.       

VII. Concluding remarks

When the significant damage to the public finances from the financial crisis will be repaired over an appropriate timescale, there is a powerful argument for institutional reforms to increase public confidence in official fiscal forecasts. Injecting greater independence and transparency into the fiscal forecasting process seems a promising route. But the most promising route might be to give an independent body, the Fiscal Policy Committee or the Fiscal Council, the task of overseeing, challenging and publicly signing off fiscal forecasts undertaken in the government.
Unlike monetary policy where achieving low and stable inflation is generally agreed target for policy, fiscal policy aims to achieve a variety of goals. Many are matters of political as much as economic judgment. There is no consensus on what levels of borrowing or public sector debt would be desirable or sustainable. Given that the Monetary Policy Committee does not have responsibility for setting its own targets, it seems sensible to leave the setting of fiscal targets to the government, rather than delegating them to an independent body. Thus, it might sensible to give the Fiscal Policy Committee or Fiscal Council a limited responsibility to forecast fiscal aggregates and assess whether the government has complied or is on course to comply with pre-defined fiscal targets. Even though the setting of fiscal targets is ultimately a political judgment, it would seem appropriate for an independent body to assess publicly whether any changes to the fiscal rules are consistent with the ultimate objective of long-term sustainability. Therefore, its key function is the production of high-quality independent fiscal forecasts. 
There are widespread difficulties in the design and implementation of fiscal policy in both advanced and developing countries in the sense that they are reflected in deficit bias, pro-cyclicality and fiscal sustainability. In this circumstance, institutional reform is one way necessary in tackling the recent financial crisis. Whether as a complement to existing fiscal rules or independently of them, institutions can be set up that help form and implement sound fiscal policies. Reforms in this direction could in general entail some measure of delegation of a policy mandate. 
There are two main types of fiscal agencies to which some aspect of the budgetary process could be delegated and which could help improve fiscal discipline. On the one hand, independent fiscal agencies could be mandated with setting annual targets for the budget balance. On the other hand, Fiscal Policy Committee or Fiscal Council are likely to more generally acceptable and could help reduce policy distortions. In particular, these committee or council could help improve fiscal policy by independent analysis, forecasts or normative judgments. They could thereby affect policymakers’ incentives and motivations including through public debate. 
Central bank independence, or Bank of England, in the U.K. is seen as democratically legitimate because the elected government sets the target and allows the central bank a policy instrument, or interest rate, to vary for achieving the target. But allowing an independent body to set long-term or short-term targets for fiscal policy would lack the same legitimacy. Alternatively, allowing an independent body to vary a particular spending total or tax rate might appear closer to the practice of central bank independence. Furthermore, while there is general agreement that central bank’s short-term interest rate is the best instrument for monetary policy, it is less clear that there would be agreement over which tax or spending parameter the independent body should be allowed to vary or adjust.
In recent, the U.K. Conservative Party has proposed to set up a new independent body called the Office for Budget Responsibility (OBR). This body would produce fiscal forecasts and advise how big a tightening or loosening would be necessary to give the government.
The key step would be to create a new institution, the Fiscal Policy Committee (FPC). Like Monetary Policy Committee (MPC), the Fiscal Policy Committee would include a small number of qualified persons appointed for long, non-renewable terms of office and would be supported by a staff that can produce its own forecasts of economic conditions and budgetary figures. The Fiscal Policy Committee would operate under a precise and explicit constraint that ensures debt sustainability over the appropriate horizon. Over the short run, the Fiscal Policy Committee would be free to opt for deficits and surpluses, but it would have to deliver debt sustainability.
The power of the Fiscal Policy Committee would be limited to set annual deficit figures, say in percent of planned GDP, ahead of the government budgetary cycle. Their decision would have the force of law, and impose themselves on both the government and the national assembly. The Fiscal Policy Committee would have no authority regarding the size of the budget, the tax structure and the allocation of public spending which are left to the political process. The Fiscal Policy Committee would have to approve the budget bill, checking its spending and revenue projections. 
Finally, fiscal agencies can improve the quality of fiscal policy. That is, they can help improve fiscal discipline and policy credibility. However, the desirable form of fiscal agencies is country specific. This will depend on the nature of the fiscal problem and on the country’s political environment. Debrun, Hauner and Kumar (2009) describe Korean fiscal council as follows:

Korea’s National Assembly Budget Office advises parliament on fiscal policy issues. It analyses budget and economic policies, evaluates general fiscal policies and national programs, and conducts research. The budget office also produces cost estimates for bills and forecasts of fiscal and macroeconomic trends. The head of the budget office is advised by the Budget Policy Advisory Committee, which includes members from the financial sector, universities and the media. (Debrun, Hauner and Kumar (2009))  

Of course, there is a large gap between official announcement and reality.

References

Alesina, A. and G. Tabellini, “Bureaucrats or Politicians?, Part I: A Single Policy Task”, American Economic Review, Vol. 97, 2007, pp. 169-179.
Barro, R., “On the Determination of Public Debt”, Journal of Political Economy, Vol. 87, 1979, pp. 940-949.
Chote, R., C. Emmerson, L. Sibieta and G. Tetlow, “Reforming U.K. Fiscal Institutions”, IFS Green Budget, Institute for Fiscal Studies, 2010.
Chote, R., and C. Emmerson, “Fiscal Policy Framework”, IFS Green Budget 2005, Institute for Fiscal Studies, January 2005.
Debrun, X., D. Hauner and M. Kumar, “Independent Fiscal Agencies”, Journal of Economic Surveys, Vol. 23, No. 1, 2009, pp. 44-81.
Debrun, X. and M. Kumar, “Fiscal Rules, Fiscal Councils and All That: Commitment Devices, Signaling Tools, or Smokescreens?”, Proceedings of the 9th Banca d’Italia Workshop on Public Finance, 2008.
Dexit, A. and L. Lambertini, “Interaction of Commitment and Discretion in Monetary and Fiscal Policies”, American Economic Review, Vol. 93, 2003, pp. 1522-1542.
Institute for Fiscal Studies, “The Fiscal Rules and Policy Framework”, IFS Green Budget, 2009.
Kopits, G., “Fiscal Responsibility Framework: International Experience and Implications for Hungary”, Central Bank of Hungary, Occasional Papers 62, July 2007.		
Sung-Kyu Lee, Towards Fiscal Policy Committee Beyond Than Fiscal Rules, CFE Report, No. 89, Center for Free Enterprise, 2009.
Wyplosz, C., “Fiscal Policy Councils: Unlovable or Just Unloved?”, Swedish Economic Policy Review, Vol. 15, 2008, pp. 173-192.	
Wyplosz, C., “Fiscal Policy: Institution versus Rules”, National Institute Economic Review, Vol. 191, 2005, pp. 64-78.	
16

