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Did Fiscal Consolidation Cause the 
Double Dip Recession in the Euro 

Area?1 

Philipp Heimberger2 

Abstract 

This papeƌ aŶalǇzes the shoƌt-ƌuŶ effeĐts of fisĐal ĐoŶsolidatioŶ ŵeasuƌes oŶ eĐoŶoŵiĐ aĐtiǀitǇ iŶ the 

euƌo aƌea duƌiŶg the Euƌo Cƌisis. It pƌeseŶts Ŷeǁ eĐoŶoŵetƌiĐ estiŵates oŶ the liŶk ďetǁeeŶ 

Đuŵulatiǀe GDP gƌoǁth aŶd fisĐal austeƌitǇ ŵeasuƌes duƌiŶg ϮϬϭϭ-ϮϬϭϯ. The ŵaiŶ eŵpiƌiĐal fiŶdiŶg is 

that the depth of the eĐoŶoŵiĐ Đƌisis iŶ the euƌo aƌea's eĐoŶoŵies is ĐloselǇ ƌelated to the haƌshŶess 

of fisĐal austeƌitǇ. The Ŷatuƌal iŶteƌpƌetatioŶ of the eĐoŶoŵetƌiĐ ƌesults is that ŵultiplieƌs ǁeƌe, oŶ 

aǀeƌage, higheƌ thaŶ ϭ. AĐĐoƌdiŶg to the ĐalĐulatioŶs pƌoposed iŶ this papeƌ, a ƌeasoŶaďle 

appƌoǆiŵatioŶ of the size of the output losses due to fisĐal austeƌitǇ iŶ the euƌo aƌea duƌiŶg ϮϬϭϭ-

ϮϬϭϯ is iŶ the ƌaŶge of ϱ.ϱ% to ϴ.ϰ% of GDP. AgaiŶst the ďaĐkgƌouŶd of the ŵaĐƌoeĐoŶoŵiĐ aŶd 

iŶstitutioŶal ĐiƌĐuŵstaŶĐes that pƌeǀailed iŶ the euƌo aƌea oǀeƌ the tiŵe peƌiod studied, the Đause of 

the euƌo aƌea's douďle dip ƌeĐessioŶ is fisĐal ĐoŶsolidatioŶ. 

Key ǁords: FisĐal poliĐǇ, austeƌitǇ, euƌo aƌea 

JEL Đodes: Eϲϭ, EϲϮ, Eϲϯ 

1. Introduction 

“iŶĐe ϮϬϭϬ/ϮϬϭϭ, fisĐal ĐoŶsolidatioŶ has ďeeŶ a ĐeŶtƌal featuƌe of Đƌisis ŵaŶageŵeŶt iŶ the euƌo 

aƌea. FisĐal ĐoŶsolidatioŶ ŵeasuƌes aƌe defiŶed as Đuts iŶ goǀeƌŶŵeŶt speŶdiŶg aŶd/oƌ taǆ iŶĐƌeases, 

ŵotiǀated ďǇ the poliĐǇŵakeƌs' desiƌe to Đut the fisĐal defiĐit. What ǁeƌe the shoƌt-ƌuŶ effeĐts of 

fisĐal austeƌitǇ oŶ eĐoŶoŵiĐ aĐtiǀitǇ iŶ the euƌo aƌea, ǁith paƌtiĐulaƌ foĐus oŶ the Ǉeaƌs ϮϬϭϭ-ϮϬϭϯ? 

The ƌeseaƌĐh goal of this papeƌ is to ĐoŶtƌiďute to eǆplaiŶiŶg the ƌole of fisĐal poliĐǇ iŶ the euƌo aƌea's 

douďle dip ƌeĐessioŶ - ǁhiĐh staƌted afteƌ the thiƌd Ƌuaƌteƌ of ϮϬϭϭ - aŶd its gƌoǁth peƌfoƌŵaŶĐe iŶ 

ϮϬϭϮ aŶd ϮϬϭϯ ;CEPR ;ϮϬϭϱͿͿ. 

                                                           
1 This paper was written as part of the INET-financed research project ͞EĐoŶoŵiĐ PoliĐǇ aŶd the PeƌfoƌŵatiǀitǇ of EĐoŶoŵiĐ Models: 

Looking at the Intersection Between Theory and Policy". The author thanks INET for their financial assistance. 
2 Institute for Comprehensive Analysis of Economy (Johannes Kepler University Linz) 
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The ŵaiŶ ĐoŶtƌiďutioŶs of the aŶalǇsis aƌe as folloǁs: Fiƌst, ǁe pƌeseŶt Ŷeǁ eĐoŶoŵetƌiĐ estiŵates oŶ 

the liŶk ďetǁeeŶ Đuŵulatiǀe ƌeal GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ ŵeasuƌes iŶ the euƌo aƌea. The 

eĐoŶoŵetƌiĐ ďaseliŶe ƌesults aƌe used to oďtaiŶ estiŵates oŶ the size of Đuŵulatiǀe GDP losses iŶ the 

euƌo aƌea duƌiŶg ϮϬϭϭ-ϮϬϭϯ, ǁhiĐh aƌe theŶ ƌelated to alƌeadǇ eǆistiŶg estiŵates. “eĐoŶd, the papeƌ 

foĐuses oŶ the tiŵe peƌiod of the douďle dip ƌeĐessioŶ ;ϮϬϭϭ-ϮϬϭϯͿ, ǁhiĐh has so faƌ ƌeĐeiǀed little 

atteŶtioŶ iŶ the ŵaĐƌoeĐoŶoŵetƌiĐ liteƌatuƌe. Thiƌd, this papeƌ looks at a ǀaƌietǇ of data souƌĐes to 

ŵeasuƌe fisĐal ĐoŶsolidatioŶ. “peĐifiĐallǇ, ǁe use ĐhaŶges iŶ the stƌuĐtuƌal ďudget ďalaŶĐe, aŶ 

appƌoaĐh that BlaŶĐhaƌd aŶd Leigh ;ϮϬϭϯͿ haǀe pƌoposed iŶ a seŵiŶal papeƌ; ďut ǁe also ĐoŶsideƌ 

the Ŷaƌƌatiǀe ƌeĐoƌd fƌoŵ ďudgets aŶd poliĐǇ doĐuŵeŶts iŶ the spiƌit of Roŵeƌ aŶd Roŵeƌ ;ϮϬϭϬͿ to 

ideŶtifǇ size aŶd tiŵiŶg of fisĐal ĐoŶsolidatioŶ ŵeasuƌes. This ŵulti-data-souƌĐes-appƌoaĐh offeƌs the 

adǀaŶtage of alloǁiŶg foƌ aŶ eǀaluatioŶ of ǁhetheƌ the eĐoŶoŵetƌiĐ ƌesults oŶ the effeĐts of fisĐal 

austeƌitǇ aƌe ĐoŶsisteŶt aĐƌoss diffeƌeŶt appƌoaĐhes to ideŶtifǇiŶg fisĐal ĐoŶsolidatioŶ. The fouƌth 

ĐoŶtƌiďutioŶ of this papeƌ is to pƌoǀide aŶ iŶtegƌated disĐussioŶ oŶ the ƌole of the iŶstitutioŶal aŶd 

ŵaĐƌoeĐoŶoŵiĐ ĐiƌĐuŵstaŶĐes iŶ the euƌo aƌea ǁith ƌegaƌd to the deteƌŵiŶaŶts of the size of fisĐal 

ŵultiplieƌs. 

What aƌe the ŵaiŶ fiŶdiŶgs? Fiƌst, the eŵpiƌiĐal eǀideŶĐe poiŶts to a stƌoŶg Ŷegatiǀe ĐoƌƌelatioŶ 

ďetǁeeŶ Đuŵulatiǀe GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ ŵeasuƌes iŶ the euƌo aƌea's eĐoŶoŵies 

duƌiŶg ϮϬϭϭ-ϮϬϭϯ: The depth of the eĐoŶoŵiĐ Đƌisis ǁas ĐloselǇ assoĐiated ǁith the haƌshŶess of 

fisĐal ĐoŶsolidatioŶ. This eĐoŶoŵetƌiĐ fiŶdiŶg is ĐoŶsisteŶt ǁith ƌeǀieǁiŶg the fisĐal ŵultiplieƌ 

liteƌatuƌe, eŵphasiziŶg keǇ ĐoŶditioŶs foƌ "higheƌ-thaŶ-Ŷoƌŵal" fisĐal ŵultiplieƌs that ǁeƌe fulfilled iŶ 

laƌge paƌts of the euƌo aƌea. “eĐoŶd, usiŶg the eĐoŶoŵetƌiĐ ƌesults as aŶ appƌoǆiŵatioŶ foƌ the size of 

Đuŵulatiǀe ŵultiplieƌs duƌiŶg ϮϬϭϭ-ϮϬϭϯ leads to a ƌaŶge of Đuŵulatiǀe output losses due to fisĐal 

austeƌitǇ fƌoŵ aďout ϱ.ϱ% to ϴ.ϰ% of GDP. These Ŷuŵďeƌs aƌe soŵeǁheƌe iŶ the ŵiddle of the ƌaŶge 

of estiŵates fƌoŵ the eǆistiŶg liteƌatuƌe. We aƌgue that uŶdeƌ the ŵaĐƌoeĐoŶoŵiĐ aŶd iŶstitutioŶal 

ĐiƌĐuŵstaŶĐes that pƌeǀailed iŶ the euƌo aƌea oǀeƌ the tiŵe peƌiod studied, fisĐal ĐoŶsolidatioŶ is the 

Đause of the douďle dip ƌeĐessioŶ. 

The ƌeŵaiŶdeƌ of this papeƌ is stƌuĐtuƌed as folloǁs: “eĐtioŶ Ϯ ƌeǀieǁs the liteƌatuƌe oŶ fisĐal 

ŵultiplieƌs. “eĐtioŶ ϯ desĐƌiďes the ďasiĐ eĐoŶoŵetƌiĐ stƌategǇ foƌ aŶalǇziŶg the liŶk ďetǁeeŶ 

Đuŵulatiǀe GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ ŵeasuƌes. “eĐtioŶ ϰ pƌeseŶts the ďaseliŶe 

eĐoŶoŵetƌiĐ ƌesults aŶd ƌelates theŵ to eǆistiŶg estiŵates fƌoŵ the liteƌatuƌe oŶ the size of GDP 

losses fƌoŵ fisĐal ĐoŶsolidatioŶ iŶ the euƌo aƌea. “eĐtioŶ ϱ pƌoǀides seǀeƌal ƌoďustŶess ĐheĐks, as ǁe 

aĐĐouŶt foƌ the ƌole of outlieƌs, ǀaƌǇ the ĐouŶtƌǇ gƌoup aŶd ĐoŶtƌol foƌ additioŶal ǀaƌiaďles. “eĐtioŶ ϲ 

suŵŵaƌizes aŶd ĐoŶĐludes. 
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2. Which factors determine the size of fiscal multipliers? 

The fisĐal ŵultiplieƌ is tǇpiĐallǇ defiŶed as the ƌatio of a ĐhaŶge iŶ ƌeal GDP to aŶ eǆogeŶous ĐhaŶge iŶ 

the fisĐal ďalaŶĐe ;e.g. BatiŶi et al. ;ϮϬϭϰͿͿ. “eǀeƌal studies deŵoŶstƌate that ŵultiplieƌ ǀalues 

ƌepoƌted iŶ the liteƌatuƌe ǀaƌǇ suďstaŶtiallǇ ;e.g. HeŵŵiŶg ;ϮϬϬϮͿ;  Fatas aŶd Mihoǀ ;ϮϬϬϵͿ; GeĐheƌt 

aŶd RaŶŶeŶďeƌg ;ϮϬϭϰͿ; AlesiŶa et al. ;ϮϬϭϱͿͿ. The liteƌatuƌe suggests that Ŷuŵeƌous faĐtoƌs affeĐt 

the size of ŵultiplieƌs: ŵoŶetaƌǇ poliĐǇ aĐĐoŵodatioŶ, the ĐoŵpositioŶ of fisĐal ĐoŶsolidatioŶ 

;speŶdiŶg-ďased ǀs. taǆ-ďasedͿ aŶd the iŶitial leǀel of puďliĐ iŶdeďtedŶess, the eǆĐhaŶge-ƌate ƌegiŵe, 

the opeŶŶess of the eĐoŶoŵǇ, the iŶteƌŶatioŶal ďusiŶess eŶǀiƌoŶŵeŶt etĐ. ;e.g. Baƌƌell et al. ;ϮϬϭϮͿ; 

Iltzetzki et al. ;ϮϬϭϯͿͿ. GeĐheƌt aŶd RaŶŶeŶďeƌg ;ϮϬϭϰͿ ĐoŶduĐt a ŵeta-ƌegƌessioŶ aŶalǇsis of ϵϴ 

eŵpiƌiĐal studies to studǇ ǁhetheƌ fisĐal ŵultiplieƌs aƌe ƌegiŵe-depeŶdeŶt. TheǇ fiŶd that ŵultiplieƌs 

iŶĐƌease ďǇ Ϭ.ϲ to Ϭ.ϴ uŶits duƌiŶg aŶ eĐoŶoŵiĐ doǁŶtuƌŶ aŶd ƌepoƌt that speŶdiŶg ŵultiplieƌs aƌe 

ŵaƌkedlǇ higheƌ thaŶ taǆ ŵultiplieƌs, espeĐiallǇ duƌiŶg ƌeĐessioŶs. DuƌiŶg "Ŷoƌŵal" eĐoŶoŵiĐ tiŵes 

aŶd duƌiŶg ďooŵs, fisĐal ŵultiplieƌs aƌe Ŷot oŶlǇ loǁeƌ thaŶ iŶ doǁŶtuƌŶs; theǇ also ǀaƌǇ less aĐƌoss 

diffeƌeŶt fisĐal iŶstƌuŵeŶts. “eǀeƌal ŵultiplieƌ studies fƌoŵ ƌeĐeŶt Ǉeaƌs ƌepoƌt that ŵultiplieƌs aƌe 

suďstaŶtiallǇ higheƌ ǁheŶ eĐoŶoŵiĐ ƌesouƌĐes aƌe uŶdeƌutilized ;e.g. DeLoŶg aŶd “uŵŵeƌs ;ϮϬϭϮͿ; 

Qazizada aŶd “toĐkhaŵŵeƌ ;ϮϬϭϰͿͿ. 

IŶ ǁhat folloǁs, ǁe foĐus oŶ the liteƌatuƌe oŶ the size of ŵultiplieƌs iŶ Đƌisis tiŵes. The Đase of seǀeƌe 

ƌestƌiĐtioŶs iŶ ĐoŶǀeŶtioŶal ŵoŶetaƌǇ poliĐǇ effeĐtiǀeŶess due to the zeƌo loǁeƌ ďouŶd of ŶoŵiŶal 

iŶteƌest ƌates ;)LBͿ has gaiŶed ƌeleǀaŶĐe siŶĐe the outďƌeak of the fiŶaŶĐial Đƌisis iŶ ϮϬϬϴ. This is also 

the Đase iŶ the ŵaiŶstƌeaŵ Neǁ-KeǇŶesiaŶ liteƌatuƌe, ǁheƌe it is aƌgued that fisĐal ŵultiplieƌs aƌe 

suďstaŶtiallǇ higheƌ thaŶ ϭ if ĐeŶtƌal ďaŶks aƌe ĐoŶstƌaiŶed ďǇ the )LB iŶ theiƌ aďilitǇ to stiŵulate the 

eĐoŶoŵǇ ǁith iŶteƌest ƌate Đuts ;e.g. ChƌistiaŶo et al. ;ϮϬϭϭͿͿ. 

AŶotheƌ ƌeseaƌĐh stƌaŶd iŶ the ŵultiplieƌ liteƌatuƌe iŶǀestigates hoǁ ĐhaƌaĐteƌistiĐs of fiŶaŶĐial Đƌises 

aŶd theiƌ afteƌŵaths ŵight iŶflueŶĐe fisĐal poliĐǇ effeĐtiǀeŶess. Foƌ eǆaŵple, Coƌsetti et al. ;ϮϬϭϮͿ 

ƌepoƌt that fisĐal ŵultiplieƌs aƌe sigŶifiĐaŶtlǇ aďoǀe Ϯ duƌiŶg tiŵes of fiŶaŶĐial Đƌisis. EggeƌtssoŶ aŶd 

KƌugŵaŶ ;ϮϬϭϮͿ shoǁ that iŶ a Neǁ-KeǇŶesiaŶ ŵodel of deďt-dƌiǀeŶ sluŵps, ǁheƌe ageŶts iŶ the 

pƌiǀate seĐtoƌ aƌe foƌĐed iŶto ƌapid deleǀeƌagiŶg, the ƌesult is a ŵultiplieƌ iŶ eǆĐess of ϭ. Koo ;ϮϬϭϯͿ 

aƌgues that fisĐal ŵultiplieƌs aƌe ŵaƌkedlǇ higheƌ thaŶ ϭ as loŶg as the pƌiǀate seĐtoƌ is ĐolleĐtiǀelǇ 

ŵiŶiŵiziŶg deďt afteƌ aŶ asset pƌiĐe ďuďďle has ďuƌst, ďeĐause the deleǀeƌagiŶg aĐts as a dƌag oŶ 

aggƌegate deŵaŶd.  

The aƌguŵeŶts pƌeseŶted aďoǀe haǀe iŵpliĐatioŶs foƌ the ƌeseaƌĐh ƋuestioŶ oŶ the effeĐts of fisĐal 

ĐoŶsolidatioŶ ŵeasuƌes oŶ output, ďeĐause ĐoŶditioŶs foƌ higheƌ-thaŶ-Ŷoƌŵal ŵultiplieƌs ǁeƌe 

fulfilled iŶ the euƌo aƌea duƌiŶg ϮϬϭϭ-ϮϬϭϯ: The ECB ǁas seǀeƌelǇ ĐoŶstƌaiŶed iŶ its aďilitǇ to 
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stiŵulate the eĐoŶoŵǇ ďǇ ĐuttiŶg iŶteƌest ƌates ďeĐause of the )LB ;e.g. Coeuƌe ;ϮϬϭϮͿͿ. IŶ laƌge paƌts 

of the EuƌopeaŶ ŵoŶetaƌǇ uŶioŶ, the pƌiǀate seĐtoƌ ǁas iŶ the pƌoĐess of deleǀeƌagiŶg ;see Koo 

;ϮϬϭϱͿ, p. Ϯϭϵff.Ϳ, aŶd theƌefoƌe Ŷot iŶ a positioŶ to ďoƌƌoǁ - eǀeŶ at ǀeƌǇ loǁ iŶteƌest ƌates -, ǁhiĐh 

iŵpaiƌed the effeĐtiǀeŶess of ŵoŶetaƌǇ poliĐǇ. Fuƌtheƌŵoƌe, the ŵoŶetaƌǇ uŶioŶ is a fiǆed eǆĐhaŶge-

ƌate ƌegiŵe, iŶ ǁhiĐh iŶdiǀidual ŵeŵďeƌ ĐouŶtƌies do Ŷot haǀe ĐoŶtƌol oǀeƌ the ĐuƌƌeŶĐǇ iŶ ǁhiĐh 

theǇ issue deďt ;De Gƌauǁe ;ϮϬϭϮͿͿ. Theƌefoƌe, ĐuƌƌeŶĐǇ deǀaluatioŶs ǁeƌe Ŷot aǀailaďle to stƌessed 

ĐouŶtƌies iŶ oƌdeƌ to iŶĐƌease pƌiĐe ĐoŵpetitiǀeŶess ǀis-a-ǀis ŵaiŶ tƌadiŶg paƌtŶeƌs aŶd stiŵulate the 

eĐoŶoŵǇ ǀia aŶ iŶĐƌease iŶ eǆpoƌts. Also, the iŶitial positioŶ of euƌo aƌea eĐoŶoŵies iŶ ϮϬϭϬ/ϮϬϭϭ 

ǁas ĐhaƌaĐteƌized ďǇ eĐoŶoŵiĐ slaĐk. The IMF estiŵated iŶ ƌeal-tiŵe that all euƌo aƌea ĐouŶtƌies ďut 

Malta had Ŷegatiǀe output gaps ;to ǀaƌǇiŶg degƌeesͿ oǀeƌ the Ǉeaƌs ϮϬϭϬ-ϮϬϭϮ ;IMF ;ϮϬϭϭͿͿ. Negatiǀe 

output gaps aƌe ǁidelǇ aĐĐepted as a staŶdaƌd iŶdiĐatioŶ that theƌe aƌe deŵaŶd-side pƌoďleŵs aŶd 

that iŶ pƌiŶĐiple it ǁould ďe possiďle to iŶĐƌease pƌoduĐtioŶ aŶd to deĐƌease uŶeŵploǇŵeŶt ďǇ 

deŵaŶd-side ŵeasuƌes ǁithout ĐƌeatiŶg aŶǇ iŶflatioŶaƌǇ pƌessuƌes. 

Hoǁ does the eǆistiŶg liteƌatuƌe estiŵate the size of fisĐal ŵultiplieƌs iŶ the euƌo aƌea duƌiŶg ϮϬϭϭ-

ϮϬϭϯ? EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϮďͿ assesses the iŵpaĐt of fisĐal ĐoŶsolidatioŶ as the deǀiatioŶ 

fƌoŵ a ďaseliŶe sĐeŶaƌio ǁithout fisĐal ĐoŶsolidatioŶ. UsiŶg siŵulatioŶs ǁith its D“GE ŵodel QUE“T, 

it is estiŵated that the shoƌt-ƌuŶ ŵultiplieƌ of fisĐal ĐoŶsolidatioŶ is loǁ ;aƌouŶd Ϭ.ϮϱͿ. AssuŵiŶg that 

fisĐal plaŶs aƌe fullǇ Đƌediďle aŶd that ŵoŶetaƌǇ poliĐǇ helps to ĐushioŶ the ĐoŶtƌaĐtiǀe effeĐts of 

fisĐal adjustŵeŶt, the Ŷegatiǀe iŵpaĐt of fisĐal adjustŵeŶt iŶ ϮϬϭϮ aŶd ϮϬϭϯ is estiŵated to ďe ǀeƌǇ 

liŵited ;ĐuŵulatiǀelǇ Ϭ.ϱ% of GDP; see Taďle ϭͿ. 

Taďle ϭ: Estiŵates of Đuŵulatiǀe losses froŵ fisĐal ĐoŶsolidatioŶ iŶ the euro area duriŶg ϮϬϭϭ-ϮϬϭϯ 
;iŶ % of GDPͿ 

 2011 2012 2013 

European Commission (2012b), p. 45  0.3 0.5 

Holland and Portes (2012), p. F8 1.5 3.1 4.0 

iŶ’t Veld ;ϮϬϭϯͿ, p. ϭϬ 0.7 2.0 3.2 

Rannenberg et al. (2015), p. 21   12.0 

Gechert et al. (2015), p. 6 4.3 6.4 7.7 

 Own illustration, based on the data sources cited in the table 

 

RaŶŶeŶďeƌg et al. ;ϮϬϭϱͿ poiŶt out that the assessŵeŶt of the effeĐts of fisĐal ĐoŶsolidatioŶ oŶ 

eĐoŶoŵiĐ aĐtiǀitǇ iŶ the euƌo aƌea iŶ EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϮďͿ does Ŷot adeƋuatelǇ take iŶto 

aĐĐouŶt the ƌestƌiĐtioŶs iŵposed oŶ ŵoŶetaƌǇ poliĐǇ ďǇ the )LB, the tighteŶiŶg of liƋuiditǇ 

ĐoŶstƌaiŶts foƌ households as a ƌesult of the fiŶaŶĐial Đƌisis, aŶd that it has Ŷot pƌopeƌlǇ alloǁed foƌ 



6  
the possiďilitǇ that households do Ŷot aŶtiĐipate that Đuts iŶ goǀeƌŶŵeŶt speŶdiŶg iŵplǇ higheƌ 

futuƌe pƌiǀate ĐoŶsuŵptioŶ ďeĐause of loǁeƌ futuƌe taǆ ďuƌdeŶs. TheǇ eŵploǇ tǁo D“GE ŵodels - 

oŶe is the Neǁ Aƌea Wide Model fƌoŵ the ECB, the otheƌ the EuƌopeaŶ CoŵŵissioŶ's QUE“T III 

ŵodel - foƌ theiƌ siŵulatioŶs, iŶ ǁhiĐh theǇ ĐoŶstƌaiŶ the ƌespoŶse of ŵoŶetaƌǇ poliĐǇ, aĐĐouŶt foƌ 

liƋuiditǇ ĐoŶstƌaiŶts of households aŶd iŶtƌoduĐe a fiŶaŶĐial aĐĐeleƌatoƌ. TheǇ fiŶd that iŶ the 

pƌeseŶĐe of ďoth the fiŶaŶĐial aĐĐeleƌatoƌ aŶd aŶ iŶĐƌeased shaƌe of liƋuiditǇ ĐoŶstƌaiŶed households, 

the Đuŵulatiǀe ŵultiplieƌ oǀeƌ the ϮϬϭϭ-ϮϬϭϯ peƌiod eƋuals ϭ.ϯ, iŵplǇiŶg that fisĐal ĐoŶsolidatioŶ 

Đaused Đuŵulatiǀe output losses of aďout ϭϮ% of GDP. 

Taďle ϭ lists estiŵates of the iŵpaĐt of fisĐal ĐoŶsolidatioŶ oŶ euƌo aƌea GDP fƌoŵ fouƌ additioŶal 

papeƌs. IŶ’t Veld ;ϮϬϭϯͿ, ǁho also uses the EuƌopeaŶ CoŵŵissioŶ's QUE“T ŵodel, fiŶds that fisĐal 

ĐoŶsolidatioŶ Đaused a Đuŵulatiǀe GDP loss iŶ euƌo aƌea output of ϯ.Ϯ% fƌoŵ ϮϬϭϭ to ϮϬϭϯ. HollaŶd 

aŶd Poƌtes ;ϮϬϭϮͿ use the NatioŶal IŶstitute Gloďal EĐoŶoŵetƌiĐ Model ;NiGEMͿ, a laƌge sĐale 

ŵaĐƌoeĐoŶoŵetƌiĐ ŵodel, to assess the eĐoŶoŵiĐ iŵpaĐt of fisĐal ĐoŶsolidatioŶ plaŶs foƌ the peƌiod 

ϮϬϭϭ/ϭϯ. TheǇ ƌepoƌt that the Đuŵulatiǀe output loss fƌoŵ fisĐal adjustŵeŶt ǁas ϰ.Ϭ%, stƌessiŶg that 

fisĐal ŵultiplieƌs iŶ ϮϬϭϭ-ϮϬϭϯ ǁeƌe higheƌ thaŶ iŶ "Ŷoƌŵal tiŵes" due to suďstaŶtial slaĐk iŶ 

EuƌopeaŶ eĐoŶoŵies, heighteŶed liƋuiditǇ ĐoŶstƌaiŶts ďeĐause of the fiŶaŶĐial Đƌisis aŶd the )LB 

ĐoŶstƌaiŶt of ŵoŶetaƌǇ poliĐǇ. GeĐheƌt et al. ;ϮϬϭϱͿ ďuild oŶ the ŵeta-ƌegƌessioŶ aŶalǇsis ďǇ GeĐheƌt 

aŶd RaŶŶeŶďeƌg ;ϮϬϭϰͿ aŶd fiŶd that the fisĐal ĐoŶsolidatioŶ iŶ the euƌo aƌea ƌeduĐed GDP ďǇ ϰ.ϯ% 

ƌelatiǀe to a ďaseliŶe sĐeŶaƌio ǁithout fisĐal adjustŵeŶt iŶ ϮϬϭϭ, ǁith the deǀiatioŶ fƌoŵ the ďaseliŶe 

iŶĐƌeasiŶg to ϳ.ϳ% iŶ ϮϬϭϯ. 

The Ŷeǆt seĐtioŶ ǁill pƌeseŶt the ďasiĐ eĐoŶoŵetƌiĐ stƌategǇ of this papeƌ. Based oŶ the liteƌatuƌe 

ƌeǀieǁ oŶ the size of fisĐal ŵultiplieƌs, the ŵaiŶ hǇpothesis is that fisĐal ĐoŶsolidatioŶ ŵeasuƌes aŶd 

Đuŵulatiǀe ƌeal GDP gƌoǁth ǁill ďe ŶegatiǀelǇ Đoƌƌelated; aŶd stƌoŶglǇ so ǁheŶ ŵaiŶ ĐoŶditioŶs foƌ 

higheƌ-thaŶ-Ŷoƌŵal ŵultiplieƌs aƌe fulfilled. 

3. Basic econometric strategy 

To iŶǀestigate ǁhetheƌ GDP gƌoǁth has ďeeŶ sǇsteŵatiĐallǇ ƌelated to fisĐal ĐoŶsolidatioŶ ŵeasuƌes 

iŶ the euƌo aƌea, ǁe use the folloǁiŶg eĐoŶoŵetƌiĐ appƌoaĐh: We ƌegƌess the Đuŵulatiǀe gƌoǁth iŶ 

ƌeal GDP duƌiŶg ϮϬϭϭ-ϮϬϭϯ oŶ a fisĐal ǀaƌiaďle that is supposed to Đaptuƌe eǆogeŶous ĐhaŶges iŶ the 

fisĐal ďalaŶĐe. 
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The ďaseliŶe eƋuatioŶ estiŵated is: 

 

ǁheƌe  deŶotes Đuŵulatiǀe gƌoǁth of ƌeal GDP ;YͿ iŶ eĐoŶoŵǇ i duƌiŶg the tiŵe peƌiod 

ϮϬϭϭ-ϮϬϭϯ,  Đaptuƌes the eǆogeŶous ĐhaŶge iŶ the fisĐal ďalaŶĐe iŶ eĐoŶoŵǇ i duƌiŶg the 

tiŵe peƌiod ϮϬϭϭ-ϮϬϭϯ, aŶd  is the eƌƌoƌ teƌŵ. 

Hoǁ do ǁe ŵeasuƌe ? This ƋuestioŶ is highlǇ iŵpoƌtaŶt ďeĐause of aŶ eŶdogeŶeitǇ 

pƌoďleŵ: Ups aŶd doǁŶs iŶ eĐoŶoŵiĐ aĐtiǀitǇ Đause autoŵatiĐ ĐhaŶges iŶ the fisĐal ďalaŶĐe; e.g., a 

doǁŶsǁiŶg iŶ eĐoŶoŵiĐ gƌoǁth ǁill lead to a fall iŶ taǆ ƌeǀeŶues aŶd aŶ iŶĐƌease iŶ uŶeŵploǇŵeŶt-

ƌelated goǀeƌŶŵeŶt speŶdiŶg - ǁithout aŶǇ aĐtual ĐhaŶge iŶ fisĐal poliĐǇ. “uĐh a deǀelopŵeŶt ǁould 

ďoth affeĐt the eǆplaŶatoƌǇ ǀaƌiaďle  aŶd the eƌƌoƌ teƌŵ iŶ the saŵe diƌeĐtioŶ. IŶ pƌaĐtiĐe, 

"usiŶg the ĐhaŶge iŶ the oǀeƌall fisĐal ďalaŶĐe to ŵeasuƌe ĐhaŶges iŶ fisĐal poliĐǇ ǁould ďias 

estiŵates toǁaƌd fiŶdiŶg eǆpaŶsioŶaƌǇ effeĐts of fisĐal ĐoŶsolidatioŶ oŶ eĐoŶoŵiĐ aĐtiǀitǇ" ;Guajaƌdo 

et al. ;ϮϬϭϭͿ, p. ϲͿ, ďeĐause the fisĐal ďalaŶĐe iŵpƌoǀes ;ǁoƌseŶsͿ due to the autoŵatiĐ fisĐal effeĐts 

of aŶ iŵpƌoǀeŵeŶt ;deteƌioƌatioŶͿ iŶ eĐoŶoŵiĐ aĐtiǀitǇ. 

IŶ the ŵaĐƌoeĐoŶoŵetƌiĐ liteƌatuƌe, oŶe fiŶds tǁo ŵajoƌ appƌoaĐhes that tƌǇ to oǀeƌĐoŵe this 

eŶdogeŶeitǇ pƌoďleŵ.3 The fiƌst ĐaŶ ďe Đalled the ĐoŶǀeŶtioŶal appƌoaĐh ;e.g. YaŶg et al. ;ϮϬϭϯͿͿ, 

ǁhiĐh looks at ĐhaŶges iŶ ĐǇĐliĐallǇ-adjusted fisĐal data. The ďasiĐ idea is to ĐoƌƌeĐt the headliŶe fisĐal 

ďalaŶĐe foƌ the effeĐts of the ďusiŶess ĐǇĐle oŶ goǀeƌŶŵeŶt ƌeǀeŶues aŶd eǆpeŶdituƌes. The IMF aŶd 

the EuƌopeaŶ CoŵŵissioŶ do so ďǇ estiŵatiŶg the fisĐal ďalaŶĐe at ǁhiĐh the output gap - the 

diffeƌeŶĐe ďetǁeeŶ aĐtual aŶd poteŶtial output - ǁould ďe zeƌo. Afteƌ ĐoƌƌeĐtiŶg foƌ the ĐǇĐliĐal 

ĐoŵpoŶeŶt of the fisĐal ďalaŶĐe, theǇ also aĐĐouŶt foƌ so Đalled ďudgetaƌǇ oŶe-off effeĐts, e.g. Đosts 

ƌelated to ďailiŶg-out fiŶaŶĐial iŶstitutioŶs, ǁhiĐh Ǉields the stƌuĐtuƌal ďudget ďalaŶĐe ;FedeliŶo et al. 

;ϮϬϬϵͿ; Mouƌƌe et al. ;ϮϬϭϰͿͿ. The iŶteŶsitǇ of fisĐal ĐoŶsolidatioŶ ĐaŶ theŶ ďe ĐalĐulated ďǇ lookiŶg at 

ĐhaŶges iŶ the stƌuĐtuƌal ďudget ďalaŶĐe - a stƌategǇ folloǁed ďǇ BlaŶĐhaƌd aŶd Leigh ;ϮϬϭϯͿ. 

A tǇpiĐal ĐƌitiĐisŵ iŶ the liteƌatuƌe is that ĐhaŶges iŶ the stƌuĐtuƌal ďudget ďalaŶĐe ŵight Ŷot oŶlǇ 

ƌefleĐt the poliĐǇŵakeƌs' desiƌe to Đut the fisĐal defiĐit, ǁhiĐh is due to pƌoďleŵs ƌelated to estiŵatiŶg 

the fisĐal ďalaŶĐe at ǁhiĐh the output gap ǁould ďe zeƌo ;e.g. CaƌŶot aŶd de Castƌo ;ϮϬϭϱͿͿ. 

Theƌefoƌe, the ĐoŶtƌiďutioŶ of this papeƌ is to look at otheƌ data souƌĐes as ǁell: We also folloǁ the 

seĐoŶd ŵajoƌ stƌategǇ iŶ the ŵaĐƌoeĐoŶoŵetƌiĐ liteƌatuƌe foƌ oǀeƌĐoŵiŶg the eŶdogeŶeitǇ pƌoďleŵ, 

Đalled the Ŷaƌƌatiǀe appƌoaĐh, ǁheƌe size aŶd tiŵiŶg of fisĐal ŵeasuƌes aƌe oďtaiŶed fƌoŵ ďudgets, 

                                                           
3 Other approaches exist, but are not discussed here; see, e.g., Blanchard and Perotti (2002). 
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ďudget doĐuŵeŶts aŶd poliĐǇ papeƌs, as pƌoposed iŶ a seŵiŶal ĐoŶtƌiďutioŶ ďǇ Roŵeƌ aŶd Roŵeƌ 

;ϮϬϭϬͿ. 

TakiŶg a ǀaƌietǇ of data souƌĐes iŶto aĐĐouŶt iŶ oƌdeƌ to ideŶtifǇ the iŶteŶsitǇ of fisĐal ĐoŶsolidatioŶ is 

aŶ iŵpoƌtaŶt ĐoŶtƌiďutioŶ to the eǆistiŶg liteƌatuƌe, ďeĐause ǁe ĐaŶ ĐheĐk ǁhetheƌ the eĐoŶoŵetƌiĐ 

fiŶdiŶgs foƌ the euƌo aƌea aƌe ƌoďust to usiŶg diffeƌeŶt ideŶtifiĐatioŶ stƌategies. Taďle Ϯ lists the data 

souƌĐes used iŶ this papeƌ. It depiĐts details oŶ the ƌeleǀaŶt tiŵe peƌiod foƌ ǁhiĐh data ǁas aǀailaďle 

duƌiŶg ϮϬϭϭ-ϮϬϭϯ aŶd shoǁs the Ŷuŵďeƌ of euƌo aƌea ĐouŶtƌies foƌ ǁhiĐh data Đould ďe iŶĐluded. 

RegaƌdiŶg the ĐoŶǀeŶtioŶal appƌoaĐh, ǁe oďtaiŶ data fƌoŵ EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϱͿ aŶd IMF 

;ϮϬϭϱͿ, ƌespeĐtiǀelǇ. Data fƌoŵ the Ŷaƌƌatiǀe appƌoaĐh is ďased oŶ EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϱͿ, 

OECD ;ϮϬϭϮͿ aŶd GaiŶsďuƌǇ et al. ;ϮϬϭϭͿ, ƌespeĐtiǀelǇ. 

Taďle Ϯ: Data sourĐes to ideŶtify fisĐal ĐoŶsolidatioŶ ŵeasures iŶ the euro area ;ϮϬϭϭ-ϮϬϭϯͿ 

 Data Time period EA 
countries 

Conventional approach    

IMF (2015) Structural budget balance in % of potential output 2011-2013 16 

European Commission (2015) Structural budget balance in % of potential output 2011-2013 18 

European Commission (2015) Primary structural budget balance in % of potential output 2011-2013 18 

Narrative approach    

European Commission (2015) Discretionary fiscal measures in % of nominal GDP 2011-2013 18 

OECD (2012) Fiscal consolidation measures in % of nominal GDP 2011-2013 15 

Gainsbury et al. (2011) Fiscal consolidation measures in % of GDP per head 2011 6 

 Own illustration 

4. Baseline results and discussion 

The ďaseliŶe ƌesults iŶ this seĐtioŶ foĐus oŶ the euƌo aƌea.4 Hoǁeǀeƌ, ƌoďustŶess ĐheĐks iŶ the Ŷeǆt 

seĐtioŶ ǁill also look at the eŵpiƌiĐal eǀideŶĐe foƌ otheƌ ĐouŶtƌǇ gƌoups iŶ oƌdeƌ to iŶǀestigate 

ǁhetheƌ the eǆpeƌieŶĐes of euƌo aƌea ĐouŶtƌies ǁeƌe siŵilaƌ to those of ŶoŶ-euƌo aƌea ĐouŶtƌies. 

It ŵight ďe aƌgued that Đƌoss-seĐtioŶal eǀideŶĐe oŶ the liŶk ďetǁeeŶ fisĐal ĐoŶsolidatioŶ ŵeasuƌes 

aŶd GDP gƌoǁth stƌoŶglǇ depeŶds oŶ the ƌole of outlieƌs. That is ǁhǇ the ƌoďustŶess ĐheĐks iŶ 

“eĐtioŶ ϱ ǁill shoǁ that the ƌesults aƌe Ŷot uŶdulǇ iŶflueŶĐed ďǇ outlieƌ oďseƌǀatioŶs. AŶotheƌ 

oďjeĐtioŶ ŵight ďe that additioŶal ǀaƌiaďles affeĐt ďoth the iŶteŶsitǇ of fisĐal austeƌitǇ aŶd eĐoŶoŵiĐ 

peƌfoƌŵaŶĐe. AĐĐoƌdiŶglǇ, the suďseƋueŶt ƌoďustŶess aŶalǇsis ǁill shoǁ that the β ĐoeffiĐieŶt of 

                                                           
4 The EA-18 country group includes Belgium, Germany, Estonia, Ireland, Greece, Spain, France, Italy, Cyprus, Latvia, Luxembourg, Malta, 
Netherlands, Austria, Portugal, Slovenia, Slovakia, Finland. 
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fisĐal ĐoŶsolidatioŶ is Ŷot uŶdulǇ affeĐted ǁheŶ ǁe ĐoŶtƌol foƌ additioŶal ǀaƌiaďles that ŵight haǀe 

ďoth iŶflueŶĐed ƌeal GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ oǀeƌ the tiŵe peƌiod studied. 

 

Taďle ϯ: OLS ďaseliŶe results for the euro area 

 β t-value β α Number of 
countries 

R2 

Conventional approach data      

Structural budget balance / IMF -1.854 -5.683*** 7.327 18 0.586 

Structural budget balance / EC -2.075 -5.075*** 7.470 18 0.557 

Primary structural budget balance / EC -2.089 -3.626*** 7.936 18 0.573 

Narrative approach data      

European Commission (2015) -1.382 -5.183*** 8.007 18 0.756 

OECD (2012) -1.906 -2.927** 6.735 15 0.604 

Gainsbury et al. (2011) -1.647 -6.353*** 3.733 6 0.833 

Author's calculations, based on the data sources mentioned in the table. 

Dependent variable: cumulative real GDP growth 2011-2013. 

Note that for the specification using data by Gainsbury et al. (2011) we only had fiscal consolidation data for the year 2011. Following De Grauwe and Ji (2013), we use the cumulative 
growth in real GDP over 2011-2012 as the dependent variable, which we regress on the narrative-based variable obtained from Gainsbury et al. (2011). 

T-values are heteroskedasticity-robust (White). 

***, **, * denote statistical significance at the 1%, 5% and 10% level, respectively. 

Structural budget balance data for Cyprus and Estonia was not available in IMF (2015). Missing values were filled with structural budget balance data from European Commission (2015). 

 

Taďle ϯ ƌepoƌts the ďaseliŶe ƌesults fƌoŵ OƌdiŶaƌǇ Least “Ƌuaƌes estiŵatioŶ ;OL“Ϳ. UsiŶg ĐhaŶges iŶ 

the stƌuĐtuƌal ďudget ďalaŶĐe as estiŵated iŶ IMF ;ϮϬϭϱͿ iŶ oƌdeƌ to ideŶtifǇ fisĐal ĐoŶsolidatioŶs, ǁe 

fiŶd a stƌoŶg Ŷegatiǀe ĐoƌƌelatioŶ ďetǁeeŶ Đuŵulatiǀe ƌeal GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ 

ŵeasuƌes: The β ĐoeffiĐieŶt is -ϭ.ϴϱ, iŵplǇiŶg that aŶ iŶĐƌease of ϭ peƌĐeŶtage poiŶt iŶ fisĐal 

ĐoŶsolidatioŶ duƌiŶg ϮϬϭϭ-ϭϯ ǁas assoĐiated ǁith a Đuŵulatiǀe deĐliŶe iŶ ƌeal GDP duƌiŶg ϮϬϭϭ-ϭϯ of 

aďout ϭ.ϴϱ peƌĐeŶtage poiŶts. Figuƌe ϭ illustƌates the statistiĐallǇ sigŶifiĐaŶt ƌelatioŶship ǁith a 

sĐatteƌplot foƌ eaĐh of the siǆ data souƌĐes depiĐted iŶ Taďle ϯ.5 PlottiŶg the data suggests that those 

euƌo aƌea ĐouŶtƌies that iŵpleŵeŶted ŵoƌe iŶteŶse fisĐal ĐoŶsolidatioŶs suffeƌed ŵoƌe pƌoŶouŶĐed 

deĐliŶes iŶ ƌeal GDP fƌoŵ ϮϬϭϭ to ϮϬϭϯ - ǀiĐe ǀeƌsa, ĐouŶtƌies ǁhiĐh did Ŷot adjust ;that ŵuĐhͿ, 

peƌfoƌŵed ŵaƌkedlǇ ďetteƌ iŶ teƌŵs of ƌeal GDP. The estiŵatioŶ ƌesults ďased oŶ data fƌoŵ EuƌopeaŶ 

CoŵŵissioŶ ;ϮϬϭϱͿ aƌe siŵilaƌ ǁheŶ ǁe ideŶtifǇ fisĐal ĐoŶsolidatioŶ ŵeasuƌes ďǇ ĐhaŶges iŶ the 

stƌuĐtuƌal ďudget ďalaŶĐe ;β ĐoeffiĐieŶt -Ϯ.ϬϴͿ aŶd ďǇ ĐhaŶges iŶ the pƌiŵaƌǇ stƌuĐtuƌal ďudget 

ďalaŶĐe ;ǁhiĐh eǆĐludes iŶteƌest paǇŵeŶts; β ĐoeffiĐieŶt -Ϯ.ϬϵͿ, ƌespeĐtiǀelǇ. 

 

                                                           
5 Throughout the study, statistical inference is reported based on heteroskedasticity-robust standard errors. 
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Figure ϭ: PlottiŶg Đuŵulatiǀe real GDP groǁth agaiŶst fisĐal ĐoŶsolidatioŶ ŵeasures 

 
Own illustration. For more details of the econometric results see Table 3; for more information regarding the data sources see Table 2. 

 

UsiŶg data oŶ the iŶteŶsitǇ of fisĐal ĐoŶsolidatioŶ that ǁas oďtaiŶed fƌoŵ ďudgets aŶd otheƌ ƌeleǀaŶt 

doĐuŵeŶts ;Ŷaƌƌatiǀe appƌoaĐhͿ, ǁe agaiŶ fiŶd a Ŷegatiǀe, statistiĐallǇ sigŶifiĐaŶt ƌelatioŶship 

ďetǁeeŶ the Đuŵulatiǀe gƌoǁth iŶ ƌeal GDP aŶd fisĐal ĐoŶsolidatioŶ ŵeasuƌes duƌiŶg ϮϬϭϭ-ϮϬϭϯ. OL“ 

estiŵates ďased oŶ fisĐal ĐoŶsolidatioŶ Ŷuŵďeƌs ƌepoƌted iŶ OECD ;ϮϬϭϮͿ6 deliǀeƌ a β ĐoeffiĐieŶt of -

ϭ.ϵϭ. LookiŶg at data oŶ disĐƌetioŶaƌǇ fisĐal ŵeasuƌes fƌoŵ EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϱͿ, ǁe fiŶd 

that a ϭ peƌĐeŶtage poiŶt iŶĐƌease iŶ fisĐal ĐoŶsolidatioŶ ǁas assoĐiated ǁith a Đuŵulatiǀe deĐliŶe iŶ 

ƌeal GDP ďǇ ϭ.ϯϴ peƌĐeŶtage poiŶts. OďtaiŶiŶg ĐoŶsolidatioŶ data fƌoŵ GaisďuƌǇ et al. ;ϮϬϭϮͿ, ǁe 

                                                           
6 In the OECD (2012) specification, data for 15 euro area countries was available: the EA18 country group excluding data for Cyprus, Latvia 

and Malta. 
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oŶĐe ŵoƌe fiŶd a statistiĐallǇ sigŶifiĐaŶt Ŷegatiǀe assoĐiatioŶ ďetǁeeŶ ƌeal GDP gƌoǁth aŶd austeƌitǇ 

ŵeasuƌes iŶ the euƌo aƌea ĐouŶtƌies uŶdeƌ studǇ ;β ĐoeffiĐieŶt of -ϭ.ϲϱͿ. 

Figure Ϯ: MappiŶg the size of Đuŵulatiǀe GDP losses due to fisĐal ĐoŶsolidatioŶ iŶ the euro area 
;ϮϬϭϭ-ϮϬϭϯͿ 

 
Own illustration. Red labeling indicates that the estimates are based on the author's own calculations. Estimates with black labels were 
obtained from the existing literature. See Table 2 for details on the data sources used to identify fiscal consolidation measures. 

 

The Ŷatuƌal iŶteƌpƌetatioŶ of these eĐoŶoŵetƌiĐ fiŶdiŶgs is that theǇ pƌoǀide eǀideŶĐe foƌ ŵultiplieƌs 

that ǁeƌe, oŶ aǀeƌage, higheƌ thaŶ ϭ. IŶ seĐtioŶ Ϯ, ǁe haǀe alƌeadǇ disĐussed estiŵates oŶ the size of 

Đuŵulatiǀe output losses iŶ the euƌo aƌea duƌiŶg ϮϬϭϭ-ϮϬϭϯ ;see Taďle ϭͿ. Hoǁ ĐaŶ ǁe use ouƌ 

eĐoŶoŵetƌiĐ ďaseliŶe ƌesults iŶ oƌdeƌ to ĐoŶtƌiďute to the eǆistiŶg liteƌatuƌe? The EuƌopeaŶ 

CoŵŵissioŶ estiŵates that fisĐal ĐoŶsolidatioŶ iŶ the euƌo aƌea Đuŵulated to ϰ.Ϭ% of GDP ďetǁeeŶ 

ϮϬϭϭ aŶd ϮϬϭϯ ;see EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϮďͿ, p. ϰϱͿ. LookiŶg at the β ĐoeffiĐieŶts fƌoŵ Taďle ϯ 

as aŶ appƌoǆiŵatioŶ of the size of Đuŵulatiǀe ŵultiplieƌs iŶ the euƌo aƌea leads to a ƌaŶge of 

Đuŵulatiǀe output losses due to fisĐal ĐoŶsolidatioŶ fƌoŵ aďout ϱ.ϱ% to ϴ.ϰ% of GDP duƌiŶg ϮϬϭϭ-

ϮϬϭϯ - iŶ ĐoŵpaƌisoŶ to the uŶkŶoǁŶ ďaseliŶe sĐeŶaƌio ǁithout fisĐal austeƌitǇ ŵeasuƌes ;see Figuƌe 

ϮͿ. The adǀaŶtages of these ĐalĐulatioŶs aƌe that theǇ ƌeƋuiƌe feǁeƌ assuŵptioŶs aŶd that theǇ aƌe 

ǁaǇ siŵpleƌ thaŶ ďuildiŶg a laƌge ŵaĐƌoeĐoŶoŵiĐ ŵodel, as RaŶŶeŶďeƌg et al. ;ϮϬϭϱͿ aŶd otheƌ 

ƌeseaƌĐheƌs haǀe doŶe. But still, these ďaĐk-of-the-eŶǀelope ĐalĐulatioŶs ĐaŶ ďe used as a ƌeasoŶaďle 

appƌoǆiŵatioŶ of the size of GDP losses iŶ the euƌo aƌea, ǁhiĐh aƌe due to fisĐal austeƌitǇ. As Figuƌe Ϯ 

illustƌates gƌaphiĐallǇ, the ϱ.ϱ% to ϴ.ϰ% Ŷuŵďeƌs aƌe soŵeǁheƌe iŶ the ŵiddle of the ƌaŶge of the 

estiŵates fƌoŵ the eǆistiŶg liteƌatuƌe.  
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5. Robustness checks 

IŶ this seĐtioŶ, ǁe peƌfoƌŵ seǀeƌal tests to assess the ƌoďustŶess of the ďaseliŶe ƌesults ƌepoƌted iŶ 

the pƌeǀious seĐtioŶ. 

5.1 The role of outliers 

Ouƌ fiƌst step of the ƌoďustŶess aŶalǇsis is to aŶalǇze the ƌole of outlieƌs. “iŶĐe ĐƌitiĐs ŵight oďjeĐt 

that the ďaseliŶe ƌesults aƌe dƌiǀeŶ ďǇ data foƌ GƌeeĐe, ǁhiĐh iŵpleŵeŶted the ŵost iŶteŶse fisĐal 

austeƌitǇ ŵeasuƌes of all ĐouŶtƌies, ǁe eǆĐlude GƌeeĐe fƌoŵ ouƌ saŵple. UsiŶg data fƌoŵ IMF ;ϮϬϭϱͿ, 

the RϮ deĐliŶes fƌoŵ Ϭ.ϱϵ to Ϭ.ϯϱ aŶd the β ĐoeffiĐieŶt is Ŷoǁ statistiĐallǇ sigŶifiĐaŶt at the ϱ% leǀel 

;see Taďle ϰͿ. The size of the β ĐoeffiĐieŶt is eǀeŶ laƌgeƌ ;-Ϯ.Ϭϱ Đoŵpaƌed to -ϭ.ϴϱͿ. We theŶ test the 

seŶsitiǀitǇ of the ďaseliŶe ƌesults to outlieƌs foƌŵallǇ ďǇ applǇiŶg thƌee aĐĐepted estiŵatioŶ stƌategies 

desigŶed to ƌesist the iŶflueŶĐe of outlieƌs. Fiƌst, ǁe ƌeestiŵate the ďaseliŶe speĐifiĐatioŶ usiŶg 

ƌoďust ƌegƌessioŶ, ǁhiĐh doǁŶǁeights oďseƌǀatioŶs ǁith laƌgeƌ aďsolute ƌesiduals ďǇ ŵakiŶg use of 

iteƌatiǀe ǁeighted least sƋuaƌes. Roďust ƌegƌessioŶ is less fƌagile to the iŶflueŶĐe of outlieƌ 

oďseƌǀatioŶs thaŶ OL“; the pƌoĐeduƌe is a ĐheĐk of ǁhetheƌ outlieƌs aƌe iŶflueŶĐiŶg the ďaseliŶe OL“ 

ƌesults ;see BlaŶĐhaƌd aŶd Leigh ;ϮϬϭϯͿ, p. ϵͿ.7 The ƌoďust ƌegƌessioŶ estiŵate of β ;-ϭ.ϴϰͿ is ǀeƌǇ 

siŵilaƌ to the OL“ estiŵate ;-ϭ.ϴϱͿ. 

  

                                                           
7 The robust regression procedure was implemented in R via the rlm function from the 'MASS' package. 
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Taďle ϰ: RoďustŶess ĐheĐks: The role of outliers aŶd ǀariatioŶs iŶ the ĐouŶtry group 

 β t-value β α Number of countries R2 

EA18 (OLS) -1.854 -5.683*** 7.327 18 0.586 

OLS excl. Greece -2.049 -2.495** 7.803 17 0.351 

Robust regression -1.835 -5.667*** 7.098 18 0.585 

Quantile regression -1.799 -2.627** 7.506 18 0.583 

Cook’s distaŶĐe -1.854 -5.683*** 7.327 18 0.586 

EU27 (OLS) -1.549 -3.100*** 7.184 27 0.404 

OLS excl. Greece -1.133 -1.649 6.156 26 0.134 

Advanced European -1.620 -4.300*** 6.834 23 0.454 

Robust regression -1.531 -2.986*** 6.989 27 0.403 

Quantile regression -1.826 -2.026* 7.897 27 0.390 

Cook’s distaŶĐe -1.133 -1.649 6.156 26 0.134 

Advanced Economies (OLS) -1.590 -4.727*** 7.718 36 0.452 

OLS excl. Greece -1.326 -3.088*** 7.270 35 0.228 

Liquidity trap -1.594 -5.002*** 7.075 29 0.469 

No liquidity trap -0.279 -0.438 8.291 7 0.044 

Robust regression -1.588 -4.720*** 7.666 36 0.452 

Quantile regression -1.831 -3.374*** 7.973 36 0.439 

Cook’s distaŶĐe -1.326 -3.088*** 7.270 35 0.228 

Emerging Market Economies (OLS) -0.807 -1.309 12.393 35 0.063 

Robust regression -0.662 -0.950 12.077 35 0.060 

Quantile regression -1.355 -1.515 11.192 35 0.001 

Cook’s distaŶĐe -0.859 -1.702* 12.161 35 0.077 

Data on fiscal consolidation and real GDP: IMF (2015); author's calculations. 

Dependent variable: cumulative real GDP growth 2011-2013. 

T-values are heteroskedasticity-robust (White). Fiscal consolidation is measured as the change in the structural budget balance. 

***, **, * denote statistical significance at the 1%, 5% and 10% level, respectively. 

Structural budget balance data for Cyprus and Estonia was not available. Missing values were filled with structural budget balance data from European Commission (2015). 

The country sample in the specification "Advanced European" is the EU27 excluding Romania, Hungary, Bulgaria and Poland. 

In the "Liquidity trap" specification, we excluded Australia, Iceland, Israel, Korea, New Zealand, Norway and Taiwan; these countries comprise the "no liquidity trap" country group. 

 

The seĐoŶd ǀaƌiatioŶ iŶ the estiŵatioŶ teƋuŶiƋue is iŵpleŵeŶted ǀia ƋuaŶtile ƌegƌessioŶ, ǁhiĐh is 

also supposed to ŵake the estiŵates less affeĐted ďǇ the ƌole of outlieƌ oďseƌǀatioŶs.8 The ƋuaŶtile 

ƌegƌessioŶ estiŵate of β ;-ϭ.ϴϬͿ is agaiŶ ǀeƌǇ siŵilaƌ to ouƌ OL“ estiŵate. The thiƌd ǀaƌiatioŶ iŶ the 

estiŵatioŶ teƋuŶiƋue ǁas iŶtƌoduĐed as folloǁs: We iŶǀestigate the ƌole of outlieƌ oďseƌǀatioŶs ďǇ 

usiŶg Cook's distaŶĐe ŵethod; the appƌoaĐh ǁas to disĐaƌd oďseƌǀatioŶs ǁith Cook's distaŶĐe gƌeateƌ 

thaŶ ϰ/N, ǁheƌe N is the saŵple size ;ϭϴ ĐouŶtƌies iŶ Đase of the EAϭϴͿ. IŶ ouƌ euƌo aƌea saŵple, 

                                                           
8 Quantile regression minimizes the sum of the absolute residuals about the median, rather than the sum of the squares of the residuals 

about the mean as in OLS (see Blanchard and Leigh (2013), p. 10). Quantile regression was implemented in R via the rq function in the 

'quantreg' package. Standard errors were calculated based on the summary.rq function. 
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Cook's distaŶĐe is sŵalleƌ thaŶ ϰ/N foƌ all euƌo aƌea ĐouŶtƌies; theƌefoƌe, ouƌ Cook's distaŶĐe 

estiŵates aƌe ideŶtiĐal to the OL“ estiŵates.9 

5.2 Variations in the country group 

The seĐoŶd step of ouƌ ƌoďustŶess ĐheĐks is to ǀaƌǇ the ĐouŶtƌǇ gƌoup iŶ oƌdeƌ to shed light oŶ 

ǁhetheƌ the eǆpeƌieŶĐes of euƌo aƌea ĐouŶtƌies aƌe siŵilaƌ to those of ŶoŶ-euƌo aƌea ĐouŶtƌies. Taďle 

ϰ ƌepoƌts ƌegƌessioŶ ƌesults Ŷot oŶlǇ foƌ the EAϭϴ, ďut also foƌ the EUϮϳ,10 a gƌoup of adǀaŶĐed 

eĐoŶoŵies ;iŶĐludiŶg EuƌopeaŶ aŶd ŶoŶ-EuƌopeaŶ eĐoŶoŵiesͿ11 aŶd eŵeƌgiŶg ŵaƌket eĐoŶoŵies.12 

Foƌ ŵaŶǇ of these additioŶal eĐoŶoŵies, the ĐoŶditioŶs foƌ higheƌ-thaŶ-Ŷoƌŵal ŵultiplieƌs disĐussed 

ǁhile ƌeǀieǁiŶg the fisĐal ŵultiplieƌ liteƌatuƌe ;suĐh as the )LB ĐoŶstƌaiŶt aŶd slaĐk iŶ the eĐoŶoŵǇͿ 

aƌe aƌguaďlǇ less ƌeleǀaŶt thaŶ iŶ the euƌo aƌea, ǁhiĐh leads us to eǆpeĐt a sŵalleƌ aďsolute ǀalue of 

β foƌ the EAϮϳ, the adǀaŶĐed eĐoŶoŵies saŵple aŶd the eŵeƌgiŶg ŵaƌkets ĐouŶtƌǇ gƌoup - 

Đoŵpaƌed to the EAϭϴ, ƌespeĐtiǀelǇ. This is ǁhat ǁe fiŶd: The β ĐoeffiĐieŶt of fisĐal ĐoŶsolidatioŶ is 

stƌoŶglǇ Ŷegatiǀe aŶd statistiĐallǇ sigŶifiĐaŶt iŶ the EAϭϴ, EUϮϳ aŶd adǀaŶĐed eĐoŶoŵies 

speĐifiĐatioŶ, ƌespeĐtiǀelǇ; hoǁeǀeƌ, β is ŵaƌkedlǇ laƌgeƌ foƌ the EAϭϴ ;-ϭ.ϵͿ thaŶ iŶ the EUϮϳ ;-ϭ.ϱͿ 

aŶd adǀaŶĐed eĐoŶoŵies ĐouŶtƌǇ gƌoup ;-ϭ.ϲͿ. Fuƌtheƌŵoƌe, statistiĐal sigŶifiĐaŶĐe foƌ the EUϮϳ has 

deĐliŶed; the ƋuaŶtile ƌegƌessioŶ aŶd Cook's distaŶĐe estiŵate poiŶt to the ƌole of outlieƌs iŶflueŶĐiŶg 

the EUϮϳ OL“ estiŵates. It is also Ŷotaďle that eǆĐludiŶg GƌeeĐe fƌoŵ the OL“ estiŵatioŶ has ŵoƌe 

iŵpaĐt oŶ the ƌesults foƌ the EUϮϳ aŶd adǀaŶĐed eĐoŶoŵies gƌoup thaŶ oŶ the EAϭϴ. IŶ the 

adǀaŶĐed eĐoŶoŵies speĐifiĐatioŶ, ǁe also test foƌ the possiďle ƌole of ĐoŶstƌaiŶts iŶ ŵoŶetaƌǇ poliĐǇ. 

We do so ďǇ estiŵatiŶg a sepaƌate speĐifiĐatioŶ iŶ ǁhiĐh ǁe oŶlǇ iŶĐlude eĐoŶoŵies that ǁeƌe, 

aƌguaďlǇ, iŶ a liƋuiditǇ tƌap duƌiŶg this peƌiod.13 IŶ this speĐifiĐatioŶ of Ϯϵ adǀaŶĐed eĐoŶoŵies, the 

estiŵate of β is -ϭ.ϱϵϰ aŶd stƌoŶglǇ sigŶifiĐaŶt; iŶ the - adŵittedlǇ sŵall - gƌoup of ϳ Ŷo-liƋuiditǇ-tƌap 

adǀaŶĐed eĐoŶoŵies, hoǁeǀeƌ, β is -Ϭ.Ϯϳϵ aŶd laĐks sigŶifiĐaŶĐe. 

                                                           
9 Results of the exact same robustness checks, based on OLS estimates from European Commission (2015) data, support the finding that 

the robust regression, quantile regression and Cook's distaŶĐe estiŵates of β aƌe ǀeƌǇ siŵilaƌ to the OL“ estiŵate, aŶd that theǇ aƌe all 

statistically significant. Results are available on request from the author. 

10 The EU27 consists of Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, 

Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovak Republic, Slovenia, Spain, Sweden, 

United Kingdom. 

11 The advanced country group consists of 36 countries: Australia, Austria, Belgium, Canada, Cyprus, Czech Republic, Denmark, Estonia, 

Finland, France, Germany, Greece, Hong Kong SAR, Iceland, Ireland, Israel, Italy, Japan, Korea, Latvia, Lithuania, Luxembourg, Malta, 

Netherlands, New Zealand, Norway, Portugal, Singapore, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Taiwan, United Kingdom, 

United States. 

12 This emerging markets group consists of 35 countries: Argentina, Bosnia, Brazil, Bulgaria, Chile, Colombia, Croatia, Dominican Republic, 

Ecuador, Egypt, Georgia, Guyana, Hungary, India, Indonesia, Jordan, Lebanon, Malaysia, Mauritius, Mexico, Morocco, Panama, Paraguay, 

Peru, Phillipines, Poland, Romania, Russia, Serbia, South Africa, Thailand, Turkey, Ukraine, Uruguay. 

13 The term liquidity trap describes a situation characterized by the central bank's inability to use interest rate cuts in order to induce 

investors to lend money. Consistent with Blanchard and Leigh (2013), we define our set of liquidity trap economies as those economies for 

which the central bank's main nominal policy interest rate reached 1 percent or less during 2011 –- 13. 
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WheŶ ǁe ƌepeat the aŶalǇsis foƌ the gƌoup of ϯϱ eŵeƌgiŶg ŵaƌket eĐoŶoŵies foƌ ǁhiĐh the IMF 

pƌoǀided stƌuĐtuƌal ďudget ďalaŶĐe data, ǁe do fiŶd a sŵalleƌ β ĐoeffiĐieŶt of -Ϭ.ϴ. The fisĐal 

ĐoŶsolidatioŶ ĐoeffiĐieŶt iŶ the eŵeƌgiŶg ŵaƌkets speĐifiĐatioŶ laĐks sigŶifiĐaŶĐe, ǁhiĐh also does Ŷot 

ĐhaŶge ǁheŶ ǁe peƌfoƌŵ ƌoďustŶess ĐheĐks ďǇ iŵpleŵeŶtiŶg ŵoƌe ƌoďust estiŵatioŶ pƌoĐeduƌes. 

This fiŶdiŶg poiŶts to the iŵpoƌtaŶĐe of aĐĐouŶtiŶg foƌ the ĐoŶditioŶs of higheƌ-thaŶ-Ŷoƌŵal fisĐal 

ŵultiplieƌs, ǁhiĐh ǁeƌe less iŵpoƌtaŶt iŶ eŵeƌgiŶg ŵaƌket eĐoŶoŵies duƌiŶg ϮϬϭϭ-ϮϬϭϯ thaŶ iŶ the 

euƌo aƌea aŶd otheƌ paƌts of the gloďal eĐoŶoŵǇ. It ŵight ďe eǆplaiŶed to a ŶoŶ-Ŷegligiďle eǆteŶt ďǇ 

diffeƌeŶĐes iŶ the ŵoŶetaƌǇ poliĐǇ ƌegiŵe: Foƌ ǀiƌtuallǇ ŶoŶe of the eŵeƌgiŶg ŵaƌket eĐoŶoŵies iŶ 

ouƌ saŵple, the ĐeŶtƌal ďaŶk's ŵaiŶ ŶoŵiŶal poliĐǇ iŶteƌest ƌate ƌeaĐhed ϭ peƌĐeŶt oƌ less duƌiŶg 

ϮϬϭϭ-ϭϯ.14 IŶ staƌk ĐoŶtƌast, Ϯϰ of the EUϮϳ ĐouŶtƌies did faĐe suĐh a liƋuiditǇ tƌap situatioŶ at soŵe 

poiŶt oǀeƌ the saŵe tiŵe peƌiod.15 

AdditioŶallǇ, Taďle ϱ ƌepoƌts eǀideŶĐe oŶ the liŶk ďetǁeeŶ Đuŵulatiǀe ƌeal GDP gƌoǁth aŶd fisĐal 

ĐoŶsolidatioŶ ŵeasuƌes ďefoƌe the fiŶaŶĐial Đƌisis foƌ Đoŵpaƌaďle ϯ-Ǉeaƌ peƌiods ;ϮϬϬϱ-ϮϬϬϳ aŶd 

ϮϬϬϮ-ϮϬϬϰͿ iŶ a saŵple of ϭϱ euƌo aƌea ĐouŶtƌies16 aŶd ϯϭ adǀaŶĐed eĐoŶoŵies.17 We fiŶd foƌ ďoth 

ĐouŶtƌǇ gƌoups that the aďsolute size of the β ĐoeffiĐieŶt of fisĐal ĐoŶsolidatioŶ is ŵuĐh sŵalleƌ thaŶ 

duƌiŶg ϮϬϭϭ-ϮϬϭϯ; it also laĐks statistiĐal sigŶifiĐaŶĐe iŶ all of the pƌe-Đƌisis speĐifiĐatioŶs, ǁhiĐh is iŶ 

liŶe ǁith ouƌ eǆpeĐtatioŶ that ĐoŶditioŶs foƌ higheƌ-thaŶ-Ŷoƌŵal fisĐal ŵultiplieƌs ŵatteƌed duƌiŶg 

ϮϬϭϭ-ϮϬϭϯ. 

Taďle ϱ: RoďustŶess ĐheĐk regardiŶg pre-Đrisis years 

 β t-value β α Number of countries R2 

EA15 2005-2007 -1.245 -1.670 11.624 15 0.289 

EA15 2002-2004 -0.183 -0.205 7.257 15 0.008 

Advanced economies 2005-2007 -0.275 -0.352 13.563 31 0.009 

Advanced economies 2002-2004 0.308 0.829 9.626 31 0.016 

Data on fiscal consolidation and real GDP growth: IMF (2015); author's calculations. 

T-values are heteroskedasticity-robust (White). The fiscal variable is measured as the change in the structural budget balance. 

***, **, * denote statistical significance at the 1%, 5% and 10% level, respectively. 

  

                                                           
14 Bulgaria is the only notable exception. 

15 The three exceptions are: Hungary, Poland and Romania. 

16 The 15 euro area countries group in Table 4 consists of Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, 

Malta, Netherlands, Portugal, Slovak Republic, Slovenia, Spain. 

17 The 31 advanced economies from the country group in Table 4 consists of: Australia, Austria, Belgium, Czech Republic, Denmark, 

Finland, France, Germany, Greece, Hong Kong SAR, Iceland, Ireland, Israel, Italy, Japan, Korea, Lithuania, Luxembourg, Malta, Netherlands, 

New Zealand, Norway, Portugal, Singapore, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Taiwan, United Kingdom, United States. 
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5.3 Including control variables 

The Ŷeǆt step of the ƌoďustŶess ĐheĐks is to iŶtƌoduĐe additioŶal ĐoŶtƌol ǀaƌiaďles, ǁhiĐh Đould 

poteŶtiallǇ ďoth eǆplaiŶ the iŶteŶsitǇ of fisĐal ĐoŶsolidatioŶ aŶd the eǀolutioŶ of ƌeal GDP. The 

oŵissioŶ of suĐh poteŶtiallǇ ƌeleǀaŶt ĐoŶtƌol ǀaƌiaďles Đould ďias the aŶalǇsis toǁaƌds oǀeƌestiŵatiŶg 

the size of the β ĐoeffiĐieŶt. Fiƌst, ĐƌitiĐs ŵight poiŶt to the liteƌatuƌe oŶ the ƌelatioŶship of soǀeƌeigŶ 

deďt aŶd eĐoŶoŵiĐ gƌoǁth aŶd aƌgue that it is Ŷo suƌpƌise that eĐoŶoŵiĐ gƌoǁth tuƌŶed out to ďe so 

ǁeak iŶ laƌge paƌts of Euƌope, giǀeŶ that goǀeƌŶŵeŶt deďt leǀels ǁeƌe so high to staƌt ǁith ;iŶ 

ĐouŶtƌies like GƌeeĐe aŶd ItalǇ ŵaƌkedlǇ aďoǀe the ϵϬ%-of-GDP-thƌeshould eŵphasized iŶ ReiŶhaƌt 

aŶd Rogoff ;ϮϬϭϬͿͿ.18 Foƌ eǆaŵple, it has ďeeŶ Đlaiŵed that "[t]he ĐiƌĐuŵstaŶĐes ǁhiĐh help to 

ƌeduĐe the shoƌt-teƌŵ Đosts [of fisĐal ĐoŶsolidatioŶs] iŶĐlude ǁheŶ [...] the fisĐal staƌtiŶg positioŶ is 

paƌtiĐulaƌlǇ pƌeĐaƌious aŶd thus ĐoŶfideŶĐe iŶ the sustaiŶaďilitǇ of puďliĐ fiŶaŶĐes is ƌatheƌ loǁ" ;ECB 

;ϮϬϭϬͿ, p. ϴϰͿ. IŶ oƌdeƌ to aĐĐouŶt foƌ this kiŶd of aƌguŵeŶt, it is ƌeleǀaŶt to ĐoŶsideƌ the ƌole of 

soǀeƌeigŶ deďt iŶ the euƌo aƌea, ďǇ testiŶg ǁhetheƌ ouƌ ďaseliŶe OL“ ƌesults aƌe piĐkiŶg up the effeĐts 

of deďt pƌoďleŵs ƌatheƌ thaŶ the effeĐts of fisĐal ĐoŶsolidatioŶ ŵeasuƌes. As ĐaŶ ďe seeŶ fƌoŵ Taďle 

ϲ, the ďaseliŶe ƌesults aƌe ƌoďust to ĐoŶtƌolliŶg foƌ the iŶitial ;eŶd-ϮϬϭϬͿ goǀeƌŶŵeŶt-deďt-to-GDP 

ƌatio, foƌ the iŶitial ;eŶd-ϮϬϭϬͿ fisĐal-ďalaŶĐe-to-GDP ƌatio, aŶd foƌ the iŶitial ;eŶd-ϮϬϭϬͿ stƌuĐtuƌal-

ďudget-ďalaŶĐe-to-poteŶtial-output ƌatio: The β ĐoeffiĐieŶt of fisĐal ĐoŶsolidatioŶ staǇs stƌoŶglǇ 

Ŷegatiǀe aŶd statistiĐallǇ sigŶifiĐaŶt at the ϭ% leǀel. We theŶ also ĐoŶtƌol foƌ the soǀeƌeigŶ Đƌedit 

default sǁap ;CD“Ϳ spƌead iŶ the fiƌst Ƌuaƌteƌ of ϮϬϭϭ, as it ĐaŶ ďe aƌgued that CD“ spƌeads take the 

futuƌe deďt pƌoďleŵs as peƌĐeiǀed ďǇ fiŶaŶĐial ŵaƌket aĐtoƌs iŶto aĐĐouŶt.19 AgaiŶ, the ďaseliŶe 

ƌesults do Ŷot ĐhaŶge ŵuĐh. 

“eĐoŶd, ǁe ĐoŶtƌol foƌ the iŶitial ďaŶk CD“ spƌead iŶ the fiƌst Ƌuaƌteƌ of ϮϬϭϭ iŶ oƌdeƌ to ĐheĐk 

ǁhetheƌ the OL“ ƌesults aƌe piĐkiŶg up the effeĐts of stƌess iŶ the fiŶaŶĐial seĐtoƌ.20 Thiƌd, it has ďeeŶ 

aƌgued that the ďuild-up of ĐuƌƌeŶt aĐĐouŶt iŵďalaŶĐes ďefoƌe the Đƌisis has ŶegatiǀelǇ iŵpaĐted oŶ 

the eĐoŶoŵiĐ peƌfoƌŵaŶĐe iŶ ĐouŶtƌies that aĐĐuŵulated ĐoŶsideƌaďle ĐuƌƌeŶt aĐĐouŶt defiĐits. 

“ustaiŶed losses iŶ ĐoŵpetitiǀeŶess aŶd the assoĐiated ďuild-up of iŶdeďtedŶess aƌe said to haǀe 

ĐoŶtƌiďuted to the ǁeak gƌoǁth peƌfoƌŵaŶĐe duƌiŶg the Euƌo Cƌisis, afteƌ Đapital iŶfloǁs to defiĐit 

ĐouŶtƌies had aďƌuptlǇ stopped ;e.g. EuƌopeaŶ CoŵŵissioŶ ;ϮϬϭϮaͿͿ. To iŶǀestigate the ƌole of 

eǆteƌŶal iŵďalaŶĐes, ǁhiĐh ŵight haǀe tƌiggeƌed ďoth fisĐal ĐoŶsolidatioŶ aŶd headǁiŶds to 

eĐoŶoŵiĐ gƌoǁth, ǁe ĐoŶtƌol foƌ the pƌe-Đƌisis ;ϮϬϬϳͿ ĐuƌƌeŶt-aĐĐouŶt-defiĐit-to-GDP ƌatio aŶd agaiŶ 

                                                           
18 See Herndon et al. (2014) for a critique of the main finding that "across both advanced countries and emerging markets, high debt/GDP 
levels (90 percent and above) are associated with notably lower growth outcomes" (Reinhart and Rogoff (2010), p. 22). 
19 Data refers to average 5-year sovereign CDS spreads; it was obtained from the companion data set to Blanchard and Leigh (2013). 
20 Data refers to average 5-year bank CDS spreads; it was, again, obtained from Blanchard and Leigh (2013). 
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fiŶd that the liŶk ďetǁeeŶ GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ is ƌoďust. Results aƌe also siŵilaƌ 

ǁheŶ ǁe ĐoŶtƌol foƌ the pƌe-Đƌisis ;ϮϬϬϳͿ stoĐk of Ŷet foƌeigŶ liaďilities.21 

Taďle ϲ: RoďustŶess ĐheĐks: additioŶal ĐoŶtrol ǀariaďles 

 β t-value β γ t-value γ Number of countries R2 

Initial debt-to-GDP ratio -1.441 -3.813*** -0.059 -1.434 18 0.622 

Initial structural budget balance -1.684 -3.110*** 0.203 0.285 18 0.588 

Initial fiscal balance -2.028 -3.087*** -0.183 -1.799* 18 0.607 

Sovereign CDS spread -2.067 -2.156** 0.004 0.282 17 0.585 

Bank CDS spread -1.921 -1.979* 0.004 0.227 10 0.861 

Pre-crisis current account balance -1.988 -6.033*** -0.191 -0.923 18 0.626 

Pre-crisis stock of net foreign liabilities -2.057 -4.724*** -0.027 -0.853 18 0.613 

Pre-crisis household debt-to-income -1.561 -4.851*** 0.023 1.365 12 0.799 

Data on fiscal consolidation and GDP growth: IMF (2015). 

Dependent variable: cumulative real GDP growth 2011-2013. 

The fiscal variable is measured as the change in the structural budget balance. 

γ ƌefeƌs to the ĐoeffiĐieŶt of the ĐoŶtƌol ǀaƌiaďle. 

T-values are heteroskedasticity-robust (White). 

***, **, and * denotes statistical significance at the 1%, 5%, and 10% level, respectively. Constant term included in specification, but the estimate is not reported. The additional controls 
appear in the specifications one at a time. 

 

FiŶallǇ, ǁe ĐoŶtƌol foƌ the ƌole of household deďt. We do so ďeĐause theƌe aƌe ĐoŶĐeƌŶs that laƌge 

household deďt oǀeƌhaŶgs haǀe Ŷegatiǀe effeĐts oŶ GDP gƌoǁth ;e.g. MiaŶ et al. ;ϮϬϭϯͿͿ. We 

ƌeestiŵate the ďaseliŶe eƋuatioŶ ǁhile ĐoŶtƌolliŶg foƌ the pƌe-Đƌisis ;ϮϬϬϳͿ leǀel of the household 

deďt-to-disposaďle-iŶĐoŵe ƌatio.22 We agaiŶ fiŶd that ouƌ estiŵate of the fisĐal ĐoŶsolidatioŶ 

ĐoeffiĐieŶt ƌeŵaiŶs laƌgelǇ uŶĐhaŶged. 

We ĐoŶĐlude ouƌ ƌoďustŶess aŶalǇsis ďǇ ŶotiŶg that that the β ĐoeffiĐieŶt of fisĐal ĐoŶsolidatioŶ is 

Ŷeitheƌ uŶdulǇ affeĐted ďǇ the ƌole of outlieƌs Ŷoƌ ďǇ additioŶal ǀaƌiaďles that ŵight haǀe ďoth 

iŶflueŶĐed Đuŵulatiǀe ƌeal GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ oǀeƌ the tiŵe peƌiod studied.23 

What's ŵoƌe, ƌesults fƌoŵ ǀaƌiatioŶs iŶ the ĐouŶtƌǇ gƌoup suppoƌt the hǇpothesis that ĐoŶditioŶs foƌ 

higheƌ-thaŶ-Ŷoƌŵal-ŵultiplieƌs iŶ the euƌo aƌea ŵatteƌed duƌiŶg ϮϬϭϭ-ϮϬϭϯ. 

  

                                                           
21 Data for stock of net foreign liabilities (in % of nominal GDP) is from the updated and extended version of the dataset constructed by 

Lane and Milesi-Ferretti (2007). 

22 Data on household debt-to-disposable-income ratios is from the OECD (Household accounts, downloaded on May 17th 2015). Due to 

data constraints, we could only include 12 euro area countries: Belgium, Germany, Ireland, Greece, Spain, France, Italy, Netherlands, 

Austria, Portugal, Slovenia, Finland. 

23 Results for the same robustness checks in terms of including addition control variables, but based on data from European Commission 

(2015), support this finding. Results are available on request from the author. 
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6. Conclusions 

This papeƌ has iŶǀestigated the shoƌt-ƌuŶ effeĐts of fisĐal ĐoŶsolidatioŶ ŵeasuƌes oŶ eĐoŶoŵiĐ 

aĐtiǀitǇ iŶ the euƌo aƌea, ǁith paƌtiĐulaƌ foĐus oŶ the Ǉeaƌs ϮϬϭϭ-ϮϬϭϯ. The eĐoŶoŵetƌiĐ eǀideŶĐe oŶ 

the liŶk ďetǁeeŶ Đuŵulatiǀe ƌeal GDP gƌoǁth aŶd fisĐal ĐoŶsolidatioŶ ŵeasuƌes poiŶts to a stƌoŶg 

Ŷegatiǀe assoĐiatioŶ: The depth of the eĐoŶoŵiĐ Đƌisis oǀeƌ ϮϬϭϭ-ϮϬϭϯ iŶ the euƌo aƌea's eĐoŶoŵies 

is ĐloselǇ ƌelated to the haƌshŶess of fisĐal austeƌitǇ. This fiŶdiŶg is iŶ liŶe ǁith pƌeǀious studies fƌoŵ 

the ƌeleǀaŶt eŵpiƌiĐal liteƌatuƌe, ǁhiĐh ƌepoƌt that fisĐal adjustŵeŶts aƌe tǇpiĐallǇ ĐoŶtƌaĐtioŶaƌǇ, aŶd 

stƌoŶglǇ so duƌiŶg diffiĐult eĐoŶoŵiĐ tiŵes ;BatiŶi et al. ;ϮϬϭϮͿ; Joƌda aŶd TaǇloƌ ;ϮϬϭϯͿ; de Cos aŶd 

Moƌal-BeŶito ;ϮϬϭϯͿ; YaŶg et al. ;ϮϬϭϯͿ; Guajaƌdo et al. ;ϮϬϭϰͿͿ. The eǀideŶĐe ǁe fiŶd also suppoƌts 

ouƌ hǇpothesis that oŶe has to eǆpeĐt highlǇ ĐoŶtƌaĐtioŶaƌǇ effeĐts of fisĐal ĐoŶsolidatioŶ oŶ GDP 

gƌoǁth ǁheŶ ŵajoƌ ĐoŶditioŶs foƌ "higheƌ-thaŶ-Ŷoƌŵal" ŵultiplieƌs - ƌelated to ĐoŶsideƌaďle 

eĐoŶoŵiĐ slaĐk aŶd ĐoŶstƌaiŶts iŶ ŵoŶetaƌǇ poliĐǇ effeĐtiǀeŶess - aƌe ŵet. 

Based oŶ soŵe siŵple ĐalĐulatioŶs, ǁe aƌgued that aŶ appƌoǆiŵatioŶ of the size of GDP losses fƌoŵ 

fisĐal ĐoŶsolidatioŶ iŶ the euƌo aƌea oǀeƌ the tiŵe peƌiod studied is iŶ the ƌaŶge of ϱ.ϱ% to ϴ.ϰ%. It is 

theƌefoƌe ƌeasoŶaďle to state that - agaiŶst the ďaĐkgƌouŶd of the iŶstitutioŶal aŶd ŵaĐƌoeĐoŶoŵiĐ 

ĐiƌĐuŵstaŶĐes - the Đause of the douďle-dip ƌeĐessioŶ iŶ the euƌo aƌea, ǁhiĐh staƌted afteƌ the thiƌd 

Ƌuaƌteƌ of ϮϬϭϭ, is fisĐal austeƌitǇ. CƌitiĐs ŵight aƌgue that soŵe GDP loss fƌoŵ fisĐal austeƌitǇ ǁas 

iŶeǀitaďle iŶ the euƌo aƌea, as fisĐal defiĐits iŶ stƌessed euƌo aƌea ĐouŶtƌies had to ďe ƌeduĐed. 

Hoǁeǀeƌ, this aƌguŵeŶt doǁŶplaǇs the iŵpoƌtaŶĐe of the austeƌitǇ ŵeasuƌes' tiŵiŶg aŶd speed, 

ǁhiĐh ǁeƌe ĐƌuĐial ďeĐause ĐiƌĐuŵstaŶĐes iŶ the euƌo aƌea ǁeƌe ǀeƌǇ uŶfaǀoƌaďle oǀeƌ the tiŵe 

peƌiod studied, ĐoŶsideƌiŶg that the eĐoŶoŵiĐ ƌeĐoǀeƌǇ ǁas eǀeƌǇthiŶg ďut Đoŵplete aŶd that poliĐǇ 

optioŶs foƌ offsettiŶg the ĐoŶtƌaĐtioŶaƌǇ effeĐts of fisĐal austeƌitǇ ǁeƌe seǀeƌelǇ ĐoŶstƌaiŶed. FisĐal 

ĐoŶsolidatioŶ ŵeasuƌes aggƌaǀated ŵaĐƌoeĐoŶoŵiĐ tƌouďles ǀia the deŵaŶd side aŶd tƌiggeƌed a 

deďt-deflatioŶaƌǇ spiƌal, ĐhaƌaĐteƌized ďǇ ǀeƌǇ loǁ iŶflatioŶ, ƌisiŶg ƌeal deďt ďuƌdeŶs aŶd fuƌtheƌ 

iŶĐƌeases iŶ puďliĐ deďt-to-GDP ƌatios ;e.g. Mastƌoŵatteo aŶd Rossi ;ϮϬϭϱͿͿ - espeĐiallǇ iŶ the euƌo 

aƌea's peƌipheƌǇ ĐouŶtƌies -, so that fƌoŶt-loadiŶg fisĐal austeƌitǇ iŶ the euƌo aƌea ǁas 

ĐouŶteƌpƌoduĐtiǀe. 

  



19  
References 

Alesina, A., Barbiero, O., Favero, C., Giavazzi, F. and Paradisi, M. (2015): Austerity in 2009-2013. NBER 
Working Papers No. 20827, National Bureau of Economic Research. 

Barrell, R., Holland, D. and Hurst, I. (2012): Fiscal multipliers and prospects for consolidation. OECD 
Journal: Economic Studies, 2012 (1), 71–102. 

Batini, N., Callegari, G. and Melina, G. (2012): Successful Austerity in the United States, Europe and Japan. 
IMF Working Papers No. 12/190, International Monetary Fund. 

Batini, N., Eyraud, L., Forni, L. and Weber, A. (2014): Fiscal Multipliers: Size, Determinants, and Use in 
Macroeconomic Projections. IMF Technical Notes and Manuals September 2014, International 
Monetary Fund. 

Blanchard, O. and Leigh, D. (2013): Growth Forecast Errors and Fiscal Multipliers. IMF Working Papers No. 
13/1, International Monetary Fund. 

Blanchard, O. and Perotti, R. (2002): An Empirical Characterization Of The Dynamic Effects Of Changes In 
Government Spending And Taxes On Output. The Quarterly Journal of Economics, 117 (4), 1329–
1368. 

Carnot, N. and de Castro, F. (2015): The discretionary fiscal effort: an assessment of fiscal policy and its 
output effect. European Economy - Economic Papers 543, Directorate General Economic and 
Financial Affairs (DG ECFIN), European Commission. 

CEPR (2015). Euro area business cycle dating committee: Euro area out of recession, in unusu- ally weak 
expansion. Center for Economic Policy Research Publication on October 1st 2015, 
http://cepr.org/Data/Dating/Dating- Committee- Findings- 01- Oct- 
2015.pdf?__utma=1.335144835.1446035292. 
1446035292.1446035292.1&__utmb=1.2.10.1446035292&__utmc=1&__utmx=- 
&__utmz=1.1446035292.1.1.utmcsr=google% 
7Cutmccn=(organic)%7Cutmcmd=organic%7Cutmctr=(not%20provided)&__utmv=- 
&__utmk=179035940 [last download on October 30th 2015]. 

Christiano, L., Eichenbaum, M. and Rebelo, S. (2011): When Is the Government Spending Multiplier Large? 
Journal of Political Economy, 119 (1), 78 – 121. 

Coeure, B. (2012): Central banks and the challenges of the zero lower bound. Intervention by Benoıt 
Cœuƌe, Member of the Executive Board of the ECB, at the ͟MeetiŶg oŶ the FiŶaŶĐial Cƌisis͟, hosted 
by the Initiative on Global Markets, at the University of Chicago Booth School of Business, Miami, 
February 19th 2012, https://www.ecb.europa.eu/press/key/date/2012/html/sp120219.en.html 
[last download on March 31st 2015]. 

Corsetti, G., Müller, G. and Meier, A. (2012): What Determines Government Spending Multipliers? IMF 
Working Papers 12/150, International Monetary Fund. 

De Cos, P. and Moral-Benito, E. (2013): Fiscal consolidations and economic growth. Fiscal Studies, 34 (4), 
491–515. 

De Grauwe, P. (2012): The Governance of a Fragile Eurozone. Australian Economic Review, 45 (3), 255–
268. 

De Grauwe, P. and Ji, Y. (2013): From Panic-Driven Austerity to Symmetric Macroeconomic Policies in the 
Eurozone. Journal of Common Market Studies, 51, 31–41. 

DeLong, B. and Summers, L. (2012):. Fiscal Policy in a Depressed Economy. Brookings Papers on Economic 
Activity, 44 (1 (Spring)), 233–297. 

European Central Bank (2010): Monthly Bulletin June 2010. ECB publication June 2010, European Central 
Bank.  

Eggertsson, G. and Krugman, P. (2012): Debt, Deleveraging, and the Liquidity Trap: A Fisher-Minsky-Koo 
Approach. The Quarterly Journal of Economics, 127 (3), 1469–1513. 

European Commission (2012a): Alert Mechanism Report 2013. Report from the commission to the 
european parlia- ment, the council, the european central bank, the europeam economic and social 
committee, the committee of the regions and the european investment bank, European 
Commission. 

European Commission (2012b): European Economic forecast - Spring 2012. European economy - 1/2012, 
European Commission. 



20  
European Commission (2015): European Economist forecast - Spring 2015. European economy - 2/2015, 

European Commission. 
Fatas, A. and Mihov, I. (2009): Why fiscal stimulus is likely to work. International Finance, 12 (1), 57–73. 
Fedelino, A., Ivanova, A. and Horton, M. (2009): Computing Cyclically Adjusted Balances and Automatic 

Stabilizers. IMF Technical Notes and Manuals November 2009, International Monetary Fund. 
Gainsbury, S., Whiffin, A. and Birkett, R. (2011): Financial pain in europe. Financial Times article on Octo- 

ber 17th 2011, http://www.ft.com/intl/cms/s/0/feb598a8-f8e8-11e0-a5f7-00144feab49a.html 
[last download on May 15th 2015]. 

Gechert, S., Hallett, A. and Rannenberg, A. (2015): Fiscal multipliers in downturns and the effects of 
Eurozone fiscal consolidation. Center for Economic Policy Research Policy Insight 79, CEPR. 

Gechert, S. and Rannenberg, A. (2014): Are Fiscal Multipliers Regime-Dependent? A Meta Regression 
Analysis. IMK Working Paper 139-2014, IMK at the Hans Boeckler Foundation, Macroeconomic 
Policy Institute. 

Guajardo, J., Leigh, D. and Pescatori, A. (2011): Expansionary Austerity: New International Evidence. IMF 
Working Papers 11/158, International Monetary Fund. 

Guajardo, J., Leigh, D. and Pescatori, A. (2014): Expansionary Austerity? International Evidence. Journal of 
the European Economic Association, 12 (4), 949–968. 

Hemming, R., Mahfouz, S. and Kell, M. (2002): The Effectiveness of Fiscal Policy in Stimulating Economic 
Activity; A Review of the Literature. IMF Working Papers No. 02/208, International Monetary Fund. 

Herndon, T., Ash, M. and Pollin, R. (2014): Does High Public Debt Consistently Stifle Economic Growth? A 
Critique of Reinhart and Rogoff. Cambridge Journal of Economics, 38 (2), 257–79. 

HollaŶd, D. aŶd Poƌtes, J. ;ϮϬϭϮͿ: “elf-defeatiŶg austeƌitǇ? NatioŶal iŶstitute eĐoŶoŵiĐ ƌeǀieǁ, ϮϮϮ, Fϰ–
FϭϬ. Ilzetzki, E., MeŶdoza, E. G. aŶd Ve ́gh, C. A. ;ϮϬϭϯͿ. Hoǁ ďig ;sŵall?Ϳ aƌe fisĐal multipliers? 
Journal of Monetary Economics, 60 (2), 239–254. 

iŶ ’t Veld, J. ;ϮϬϭϯͿ: FisĐal ĐoŶsolidatioŶs aŶd spilloǀeƌs iŶ the Euƌo aƌea peƌipheƌǇ aŶd Đoƌe. EuƌopeaŶ 
Economy - Economic Papers 506, Directorate General Economic and Financial Affairs (DG ECFIN), 
European Commis- sion. 

International Monetary Fund (2011): Tensions from the Two-Speed Recovery: Unemployment, 
Commodities, and Cap- ital Flows. World Economic Outlook April 2011 Chapter 3, 89-124, 
International Monetary Fund. 

International Monetary Fund (2015): Uneven Growth: Short- and Long-Term Factors. World economic 
outlook april 2015, International Mon- etary Fund. 

Jorda, O. and Taylor, A. (2013): The Time for Austerity: Estimating the Average Treatment Effect of Fiscal 
Policy. NBER Working Papers No. 19414, National Bureau of Economic Research. 

Koo, R. ;ϮϬϭϯͿ: BalaŶĐe sheet ƌeĐessioŶ as the ͟Otheƌ-Half͟ of ŵaĐƌoeĐoŶoŵiĐs. EuƌopeaŶ JouƌŶal of 
Economics and Economic Policies: Intervention, 10 (2), 136–157. 

Koo, R. (2015): The Escape From Balance Sheet Recession and the QE Trap. John Wiley and Sons: 
Singapore.  

Lane, P. and Milesi-Ferretti, G. (2007): The external wealth of nations mark II: Revised and extended 
estimates of foreign assets and liabilities, 1970-2004. Journal of International Economics, 73 (2), 
223–250 

Mastromatteo, G. and Rossi, S. (2015): The economics of deflation in the euro area: a critique of fiscal 
austerity. Review of Keynesian Economics, 3 (3), 336–350.  

Mian, A., Rao, K. and Sufi, A. (2013): Household balance sheets, consumption, and the economic slump. 
The Quarterly Journal of Economics, 4, 1687–1726. 

Mourre, G., Astarita, C. and Princen, S. (2014): Adjusting the budget balance for the business cycle: the EU 
methodology. European Economy - Economic Papers 536, Directorate General Economic and 
Financial Affairs (DG ECFIN), European Commission. 

OECD (2012): Restoring Public Finances, 2012 Update. OECD Publication November 2012, OECD.  
Qazizada, W. and Stockhammer, E. (2014): Government spending multipliers in contraction and 

expansion. Post Keynesian Economics Study Group Working Paper 1404, Post Keynesian Economics 
Study Group. 



21  
RaŶŶeŶďeƌg, A., “Đhodeƌ, C. aŶd “tƌaskǇ, J. ;ϮϬϭϱͿ: The ŵaĐƌoeĐoŶoŵiĐ effeĐts of the Euƌo Aƌea’s fisĐal 

consolidation 2011-2013: A Simulation-based approach. Central Bank of Ireland Research Technical 
Paper 03/RT/2015. 

Reinhart, C. and Rogoff, K.(2010): Growth in a Time of Debt. NBER Working Papers 15639, National 
Bureau of Economic Research. 

Romer, C. and Romer, D. (2010): The Macroeconomic Effects of Tax Changes: Estimates Based on a New 
Measure of Fiscal Shocks. American Economic Review, American Economic Association, 100 (3), 
763–801. 

Yang, W., Fidrmuc, J. and Ghosh, S. (2013): Macroeconomic Effects of Fiscal Adjustment: A Tale of two 
Approaches. CESifo Working Paper Series 4401, CESifo Group Munich. 

 


	Abstract
	1. Introduction
	2. Which factors determine the size of fiscal multipliers?
	3. Basic econometric strategy
	4. Baseline results and discussion
	5. Robustness checks
	5.1 The role of outliers
	5.2 Variations in the country group
	5.3 Including control variables

	6. Conclusions
	References

