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Fiscal consolidations 2009-2012
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Forecast errors and fiscal multipliers

e
The size of the fiscal multiplier re- "
mains one of the most controver- 55 [En'; z§
sial and perhaps important ques- 2<ad¢g
tions in empirical macroeconomics. f:j

While one strand of literature sug-
gests that fiscal policy is ineffective,
particularly on the spending side
(Alesina and Ardagna 2011), a broad strand of litera-
ture shows that fiscal policy is particularly effective
when output operates below its potential (Auerbach
and Gorodnichenko 2012), as, for example, in the post-
crisis episode after 2009.% In this context, recent re-
search suggests that professional forecasters underesti-
mated the size of the fiscal multiplier at the beginning
of the crisis period. Blanchard and Leigh (2013) show
that the relation between expected fiscal consolidations
(AF;,”;M ) and GDP growth forecast errors (AFE} )

is negative:
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This relationship can be found for Figure 2
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Source: OECD; own calculations.

tive relationship between these fiscal consolidations
and GDP growth over the same period, whereby the
question of causality might be debatable. Following
Blanchard and Leigh (2013), Table 1 shows the esti-
mated coefficients of equation (1), and distinguishes
between planned and unexpected fiscal consolidations
during the period 2009 and 2012. According to this,
the OECD forecast made in December 2010 underesti-
mated GDP growth in the period 2009-2012 by 0.3-0.4
percent when the countries’ governments planned to
reduce cyclically-adjusted deficits by 1 percentage
points. Furthermore, unexpected fiscal consolidations
coincide with an unexpected decrease in GDP of ap-
proximately 0.6-0.7 percentage points.

Changes in fiscal policy and GDP growth 2009-2012
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2 See Hristov (2012) for a survey of the ef- 10
fects of fiscal policy under different eco-
nomic conditions. 15
3 The data shows the difference between 20 ©
underlying primary balances as a ratio of 5 a g - - -

potential GDP in 2012 and the same varia-
ble in 2009 for 26 OECD countries as a
proxy for fiscal consolidation.
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Fiscal policy and forecast revisions

To test whether this relationship appears to be statisti-
cally significant for forecast revisions in the recent past,
I analyse real-time data based on the December issues
of the OECD Economic Outlook, starting in 2009 and
extend the analysis for forecasts made in December
2012 for the year 2013. While Blanchard and Leigh
(2013) present expected fiscal adjustments in relation
to the forecast error, I use the difference between fore-
casts for year t made in December of year t-1 and the

forecast for year t made in December of year t as the

Secondly, I distinguish between forecast revisions for
particular years to analyse whether the relation be-
tween expected fiscal consolidations and GDP fore-
cast errors remains apparent for recent forecasts for
the year 2013:
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Table 2 shows the results of equation (2), where on av-
erage a planned fiscal consolidation of one percentage
point is associated with 0.5 percent lower than expect-
ed GDP growth in that year. Column (1) shows the
results for the full sample of 26 OECD countries over
the period 2010-2013. In column (2) I reduce the sam-

forecast revision during that year (AFR” ).
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ple to 12 EMU countries to test

Table 1 whether this relationship is also
1 4
GDP forecast errors and fiscal consolidations, 2009-2012 rObu‘st for EMU countries.* The
relation between planned fiscal
1 11 111 . .
consolidation and GDP growth
Constant — 1.98%** —2.76%** — 1.75%** to b ite similar i
(0.60) (0.46) (0.52) appears to be quite similar in
Forecast of fiscal —0.29** — 0.37%** both samples.
consolidation (0.14) (0.12)
Unexpected fiscal —0.61%* —(.75%%* According to equation (2) in col-
consolidation (0.26) (0.23) umn (3) and (4) in Table 2, T dis-
R-squared 0.15 0.18 042 tinguish between forecast revi-
obsonationy — 2y 25 25 sions for different years. It seems
Note: *, ** and *** denote significance at the 10 percent, 5 percent, and . .
1 percent levels, respectively. Standard errors in parentheses. Dependent variable that the negative relation be-
is GDP growth forecast error of the OECD Economic Outlook No. 88 forecast for tween GDP forecast revisions
the period 2009-2012. GDP growth forecast error is GDP growth forecast minus d pl d fiscal lidati
GDP growth during 2009-2012. Unexpected fiscal consolidation is actual fiscal and planned hiscal consofidation
consolidation minus forecasts of fiscal consolidation in the same period. is particularly pronounced for

Source: Own calculations.

forecasts made in December
2009 for the year 2010. The rela-

Table 2 tionship is still negative and sta-
tistically significant in some
GDP forecast revisions and forecasts of fiscal consolidations ] Y . J
D 2 3 @ specifications for forecasts made
B 056 | — 0495+ in December 2011 for the year
(0.178) (0.234) 2012; however, this does not
B2009-2010 — L161%*% | —0.947%* seem to be the case for forecasts
(0.223) (0.371) made in December 2012. For the
Bzo10-2011 —0.056 -0.251 year 2013, the results do not
(L1s) ({=La) show a negative relation between
Bona—sm -0.281* -0.339 C
(0.162) (0.297) expected fiscal consolidations
B 0.262 0.375 and GDP forecast errors.
2012-2013 - .
(0.220) (0.344)
Observations 104 48 104 48 Conc]uding remarks
Number of countries 26 12 26 12
R-squared within 0.643. . 0.707 0.701 0.720 The finding shown in Blanchard
Note: *, ** and *** denote significance at the 10 percent, 5 percent, and X
1 percent levels, respectively. Robust standard errors in parentheses. Dependent and Leigh (2013) that forecasters
variable is real GDP growth forecast of the OECD Economic Outlook December “The countries in the reduced sample are
forecast for the current year t, minus the forecast made in December t-1 for the Austria, Belgium, Finland, France, Ger-
same period. many, Greece, Ireland, Italy, Luxembourg,
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the Netherlands, Portugal and Spain.



underestimated the size of the fiscal multiplier has
been extensively debated in the recent past. While this
relationship seems to be particularly pronounced for
the first year following the economic crisis in 2009,
new data for the year 2013 suggest that expected fiscal
consolidations do not influence the quality of recent
forecasts made by the OECD. A number of potential
factors might explain why recent forecasts appear to
be more efficient, as compared to forecasts for the year
2010. It is conceivable that forecasts made in 2009
hardly anticipated the macroeconomic effects of the
so-called euro crisis after 2009, even although the new
debate on the size of the fiscal multiplier may also
have helped to improve forecasting efficiency.

References

Alesina, A. and S. Ardagna (2011), “Large Changes in Fiscal Policy:
Taxes vs. Spending”, in: Brown, J. R. (ed.), Tax Policy and the
Economy 24, Chicago: University of Chicago Press, 35-68.

Auerbach, A. and Y. Gorodnichenko (2013), Fiscal Multipliers in
Recession and Expansion, NBER Working Paper 17447.

Blanchard, O. and D. Leigh (2013), “Growth Forecast Errors and
Fiscal Multipliers”, American Economic Review 103, 117-120.

Hristov, A. (2012), The Effects of Discretionary Fiscal Stimulus:
A Survey, MPRA Paper 44714.

79

CESifo Forum 4/2013 (December)




