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1. Introduction

The economic crisis that was unleashed in 2008 has led to a reassessment of the fiscal policy.
In most cases, based on pragmatic reasons many developed and emerging economies have
used fiscal policy as an active instrument to alleviate the effects of the crisis. Moreover, even
from a theoretical perspective there has been a change in the view about the economic impact
both of the measures of fiscal impulse and consolidation. As a result, the fiscal policy has
abandoned its passive role, hitherto limited to the reduction or elimination of the fiscal
imbalances in order to guarantee the effectiveness of a monetary policy that focuses on price
stability, and has adopted a more active role, at least in certain circumstances (Ferreiro,

Gdmez and Serrano 2013).

In the case of the eurozone, the fiscal rules resulting from the Maastricht Treaty, the Stability
and Growth Pact and the Fiscal Compact, imply an attempt to harmonize the fiscal policies of
the eurozone economies, at least in terms of the size and evolution of the fiscal imbalances
(public budget deficits and public debt). However, these norms do not mean that all the euro
area countries must mimetically adopt the same fiscal policy strategy in order to reach fiscal
targets, mainly in the measures adopted to modify the size of public revenue and expenditure.
Nonetheless, with the aim of fostering the economic growth, the strategy behind the Quality of
Public Finances promoted by the European Union in the last decade has tried to change the
composition of the national public budgets, both in the structure of revenue and that of
expenditure. An effective implementation of that strategy would imply convergence in the
composition of the European public budgets (Ferreiro, Carrasco and Gomez 2014; Ferreiro,

Garcia del Valle and Gémez 2010, 2012 and 2013).

Strict observance of those fiscal norms would lead to the existence of a single fiscal policy
strategy in the European Union. National fiscal policies would only differ according, first, to
the phase of the business cycle of the economies, and, second, to the size of the deviation

existing between the current economic activity and its normal or tendency levels.
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The purpose of the paper is to analyze whether, as a result of the current crisis, European
economies have implemented since the beginning of the crisis the same fiscal policy strategy,
or, conversely, there have been different models of fiscal policies. In the following sections we
will study the composition of the national fiscal policies in the European Union. We will
analyze separately the expansionary fiscal policies implemented at a first stage of the crisis
and the fiscal consolidation policies that started to be implemented in the current decade.
Thus, section 2 will analyze whether fiscal policies in the European Union have adopted a
procyclical or a countercyclical stance. Section 3 will focus on the content of the national fiscal
policies, analyzing, first, whether national fiscal policies have been based on discretionary
responses or on the working of the built-in stabilizers, and second, whether fiscal policies
were revenues-based or expenditure-based. Next, we will analyze the possible relationship
between the size and the composition (revenue versus expenditure) of the fiscal impulses-
adjustments, and the relationship between the evolution of the size of public revenue and

expenditure. The final section concludes.

2. Have fiscal policies in the European Union been procyclical or countercyclical?

The purpose of this section is to analyse whether fiscal policies in the European Union (EU)
have been working since the year 1999 in a procyclical or in a countercyclical way. In a recent
paper, Florence Huart (2013), focusing on the eurozone countries, argued that in the period
1999-2009, fiscal policy was not procyclical, and that discretionary fiscal policies have became

more countercyclical after 1999, in particular during bad times.

The hypothesis we will test is whether in Europe the implementation of a countercyclical fiscal
policy has been a widespread phenomenon since the creation of the eurozone in 1999.In this
sense, we will analyse the behaviour of the fiscal policy by establishing two sub-periods: 1999-
2007 and 2008-2013. Thus, we want to know whether the current crisis has involved a change
in the stance of fiscal policies in Europe. Besides, we will divide the EU member states in two

groups: the euro countries and the non-euro countries. This division will allow us to ascertain

5



This project has received funding from the
for research, technological development and demonstration under grant agreement no 266800 * *

whether the fiscal rules operating in the eurozone have a singular impact on the fiscal policies

of its member states.

To define the stance of the fiscal policy we have used the change in the primary cyclically
adjusted budget balance (PCABB) of the general governments in the European Union. Data
regarding European public finances have been obtained from Government Finance Statistics
provided by the Eurostat Database in its website. An improvement in the PCABB is identified
with a restrictive fiscal policy, and a worsening in the change of the PCABB has been identified
with an expansionary fiscal policy. The fiscal policy can be procyclical or countercyclical
depending on the restrictive-expansionary stance, as previously defined, and on the situation
regarding the business cycle. In this respect we will use the output gap (the difference
between actual and potential gross domestic product] to argue the existence of a recession
(negative output gap) or an expansion (positive output gap). To this end, we have used the
output gap figures provided by the AMECO database. We will define a fiscal policy as being
procyclical when an expansionary fiscal policy is implemented during a period of expansion
and when a restrictive fiscal policy is implemented during a recession. Conversely, a
countercyclical fiscal policy will exist when an expansionary fiscal policy is implemented
during a recession and when a restrictive fiscal policy is implemented during a period of

expansion.

In tables 1 and 2, we show the fiscal policy stances of the EU economies in 1999-2007 and
2008-2013, respectively. Non-euro countries are shown in bold. As table 1 shows, at the
beginning of the eurozone era, most European economies were implementing a
countercyclical fiscal policy, although we cannot argue that this position was clearly
predominant given the large proportion of countries with a procyclical fiscal stance. However,
what is important to notice is the fact that before the crisis, namely since the year 2006, this
pattern underwent a radical change, with regard to economies - both euro and non-euro -

with expansionary procyclical fiscal policies dominating the scene.
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Table 2 shows that, at the beginning of the crisis, most European countries implemented
expansionary procyclical fiscal policies. This outcome may sound strange, but it is explained
by that fact that in 2008 most economies were still experiencing a positive, albeit declining,
output gap, and therefore, according to the previous definition these economies were in an

expansion.
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Table 1. Fiscal policy stance in European Union countries 1999-2007

Year Fiscal Policy Stance Countries Stance
] Countercyclical EE, SK, LV, BG
Expansionary Procyclical BE, IE, FR, IT, CY, LU, AT, S, I, SE, CZ Countercyclical (12)
1999 o Countercyclical DE, ES, MT, NL, PT, UK, DK, PL Procyclical (12
Restrictive Procyclical GR
] Countercyclical SK, BG, CZ, RO
Expansionary Procyclical BE, GR, ES, FR, PT, SI, DK, PL Countercyclical (19)
2000 o Countercyclical DE, EE, IE, IT, CY, LU, MT, NL, AT, FI, LV, SE, UK, LT, HU Procyclical (8]
Restrictive Procyclical
] Countercyclical LT, PL
Expansionary Procyclical DE, EE, IE, GR, FR, IT, CY, NL, PT, FI, SE, UK, DK, CZ, HU Countercyclical (12)
2001 o Countercyclical BE, ES, LU, MT, AT, Sl, SK, LV, BG, RO Procyclical (15)
Restrictive Procyclical
) Countercyclical GR, NL, SK, FI, LV, SE, UK, CZ, RO
Expansionary Procyclical BE, DE, IE, FR, IT, CY, LU, AT, DK, BG, HU Countercyclical (14]
2002 o Countercyclical EE, ES, MT, PT, SI Procyclical (13]
Restrictive Procyclical LT, PL
] Countercyclical ES, CY, LU, MT, NL, AT, FI, SE, DK, PL
Expansionary Procyclical GR, FR, IT, SI, UK, CZ, LT, RO Countercyclical (14)
2003 o Countercyclical EE, LV, BG, HU Procyclical (13)
Restrictive Procyclical BE, DE, IE, PT, 5K
) Countercyclical LU, AT, PT, SK, FI, PL
Expansionary Procyclical BE, IT, SI, UK, LT, RO Countercyclical (15)
2004 o Countercyclical EE, ES, FR, LV, SE, DK, BG, CZ, HU Procyclical (12)
Restrictive Procyclical DE, IE, GR, CY, MT, NL
) Countercyclical PT, BG
Expansionary Procyclical BE, EE, IE, IT, SK, LV, UK, CZ, HU Countercyclical (11)
2005 Countercyclical ES, FR, CY, LU, SI, SE, DK, LT, RO Procyclical (16]
Restrictive Procyclical DE, GR, MT, NL, AT, FI, PL




Thi s

project
for research, technological development and demonstration under grant agreement no 266800

has received funding from the

Year Fiscal Policy Stance Countries Stance
£ . Countercyclical NL
2006 xpansionary Procyclical EE, GR, MT, AT, SI, SK, LV, SE, DK, CZ, LT, HU, PL, RO Countercyclical [11)
o Countercyclical BE, DE, ES, FR, IT, CY, LU, FI, UK, BG Procyclical (16)
Restrictive -
Procyclical IE, PT
£ ] Countercyclical
2007 xpansionary Procyclical BE, EE, IE, GR, ES, FR, MT, NL, AT, SI, SK, FI, LV, UK, DK, BG, LT, RO Countercyclical (9)
o Countercyclical DE, IT, CY, LU, PT, SE, CZ, HU, PL Procyclical (18]
Restrictive :
Procyclical

Source: Our calculations based on the AMECQO Database
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Table 2. Fiscal policy stance in European Union countries 2008--2013

Year |Fiscal Policy [Stance Countries Stance
c _ Countercyclical
08 XPansIonany I'procyclical BE, DE, EE, IE, GR, ES, IT, CY, MT, AT, SI, SK, FI, LV, UK, DK, BG, CZ, LT, PL, RO Countercyclical (6]
Countercyclical FR, LU, NL, PT, SE, HU Procyclical (21)
Restrictive -
Procyclical
Countercyclical BE, IE, GR, ES, FR, IT, CY, LU, NL, AT, PT, SK, Fl, UK, DK, BG, CZ, HR, LT
Expansionary ,
2009 Procyclical LV, PL Countercyclical (20)
o Countercyclical RO Procyclical (8]
Restrictive Procyclical DE, EE, MT, SI, SE, HU
Countercyclical DE, IE, LU, MT, NL, AT, PT, FI, SE, DK, HR, HU
Expansionary -
2010 Procyclical PL Countercyclical (13)
o Countercyclical CY Procyclical (15)
Restrictive Procyclical BE, EE, GR, ES, FR, IT, SI, SK, LV, UK, BG, CZ, LT, RO
c . Countercyclical BE, SI, SE, HR
xpansionary ,
2011 Procyclical EE, CY, Countercyclical (4)
o Countercyclical DE, PL Procyclical (22)
Restrictive Procyclical IE, GR, ES, FR, IT, LU, MT, NL, AT, PT, SK, FI, LV, UK, DK, BG, CZ, LT, HU, RO
Countercyclical GR, ES, MT, PT, FI, SE, DK, CZ, HR, HU
Expansionary -
2012 Procyclical EE Countercyclical (10)
Countercyclical Procyclical (18)
Restrictive -
Procyclical BE, DE, IE, FR, IT, CY, LU, NL, AT, S|, SK, LV, UK, BG, LT, PL, RO
Countercyclical GR, SI, SE, UK, BG, HR, HU, PL, RO
Expansionary ,
2013 Procyclical LV Countercyclical (10)
Countercyclical EE Procyclical (18)
Restrictive -
Procyclical BE, DE, IE, ES, FR, IT, CY, LU, MT, NL, AT, PT, SK, FI, DK, CZ, LT
Source: Our calculations based on the AMECO Database
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In 2009, however, with most countries experiencing a negative output gap,
expansionary countercyclical fiscal policies were a widespread phenomenon in the
European Union. This situation changed in 2010, when a large number of countries

(14 countries) implemented measures to reduce their primary cyclically adjusted

2007




