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Giavazzi and Pagano (1996): 

• Facing fiscal episodes, taxes and government consumption have positive and 
negative impacts on output, respectively;   

• Transfers revealed to be expansionary during “normal times”. 
 

Miller and Russek (1996):  

• Found evidences of non-Keynesian effects; 

• Unusual fiscal contractions uses to amplify the positive and negative effects of 
government spending and revenue on real private consumption. 
 

Van Aarle and Garretsen (2001):  

• The evidence of non-Keynesian effects is limited during the transition period to the 
EMU; 

• There is no evidence of non-linearities in both taxation and transfers; 

• Government consumption has a positive influence on private spending; 

• The effects of fiscal adjustments on private spending, appear to have been relatively 
small. 

Some Literature 
Contributions 



Afonso (2010):  

• The long-run elasticity of private consumption with respect to general government 
final consumption is negative; 

• A tax raise, during a fiscal consolidation, can have a positive long-run effect on 
private consumption; 

• The long-run elasticity of social transfers is statistically significant and negative. 

 

Afonso and Martins (2016): 

• Consumers are not behaving in a Ricardian way; 

• There is evidences of non-Keynesian effects in the absence of fiscal consolidations 
(tax-based). 

Some Literature 
Contributions 



CAPB-based Approach 
 

We considered the definition made by Alesina and Ardagna (2010), where a 
fiscal episode, expansion or contraction, occurs when there is a change of at 
least 1.5 p.p. in the cyclically-adjusted primary balance. 

 

 

 

 

The sample is composed by 19 Euro Area Member States for the period of 
1960-2017 (data sourced from the AMECO database). 
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Non-Keynesian 
Episodes 

Non-Keynesian episodes, are fiscal episodes where:  

 

A. Expansionist Consolidations: the average real GDP growth during the two 
years after the consolidation is greater than the growth during the 
previous two years, and; 

 

B. Recessive Expansions: the average real GDP growth during the two years 
after the expansion is smaller than the average growth during the 
previous two years. 



Non-Keynesian Episodes 



Narrative Approach 
 

The IMF proposed an alternative approach to determine fiscal episodes. 
Devries et al. (2011) and Gupta et al. (2017) presented a dataset of fiscal 
consolidations based on policy documents, central banks reports, Stability and 
Convergence Programs submitted to the European Commission, and IMF and 
OECD reports. 

 

It should be noted that the sample only has 10 countries during the period of 
1978-2015. 

 

Identifying Fiscal 
Episodes 



Identifying Fiscal Episodes 



• Question: 

i) How the fiscal elasticities vary during fiscal consolidations (in comparison to the remaining 
period, and ii) what are the possible sources of non-keynesian responses (NKE) 

• Method: 

-Sample: 19 Member States in 1960-2017 (natural logarithm of real per capita values) 

-Country Fixed Effects model with dummies to identify fiscal episodes 

-Estimate short and long-run elasticities of private consumption to fiscal instruments 

-Wald Tests to compare the results during consolidations and in “normal times” 

• Baseline Specification: 

 

 

 

 

 

• Robustness Tests: 

Redundant Fixed Effects Likelihood tests 

Hausman test 

Unit root tests 

Empirical 
Assessment 



Baseline results (EA19) 

Note: The impacts are 
statistically significant 
at 1%, 5% and 10%, 
according to the 
classification ***, ** 
and * respectively 
(value of the t statistic 
in brackets). 



Baseline results (EA19) 



• Cross-section fixed effects method is justified. The output is similar to OLS facing 
“normal times”; 
 

• The positive tax revenue elasticity indicates that consumers are behaving in a 
Ricardian way; 
 

• All the remaining variables seem to have a Keynesian effect on private consumption 
during “normal times”; 
 

• Other revenue has a negative impact on private consumption during fiscal 
consolidations. The impact is stronger than in “normal times”; 
 

• Contrary to what happens in “normal times”, social benefits shocks are recessive 
during fiscal consolidations; 
 

• Other expenditure shocks are, at least, less effective to stimulate private 
consumption during fiscal consolidations (negative sign, but not statistically 
different from zero). 

 

 

Baseline results 
(19 Member States) 



Narrative and CAPB approaches (10 MS) 



• Private consumption has a non-keynesian response to a tax revenue shock - both in 
the short and long-run; 

 

• On the Narrative Approach: 

• Contrary to what occurs during fiscal consolidations, an increase in other 
expenditures seems to have a recessive impact during normal times. 

 

• On the CAPB Approach: 

• Under austerity policies, with the exception of the investment and other 
revenue, the statistically significant variables have a non-keynesian behavior; 

• Once again, social benefits seem to be recessive during fiscal consolidations. 

 

 

 

 

 

Narrative and CAPB approaches 
(10 Member States) 



Robustness I:  EMU membership 

𝑌𝑎𝑣: represents the 
natural logarithm of 
the (weighted) 
average of the EMU 
output per capita 
(after joining the 
Union). 



• The non-keynesian behaviour of both other expenditure and investment 
are no longer perceived after countries joined the EMU. Hence, after the 
EMU, it was harder to observe expansionary fiscal consolidations for these 
budgetary categories. 

 

• Regarding social benefits, we found a negative elasticity both before and 
after the EMU, with a significant and expansionary (keynesian) impact 
during “normal times” in the EMU. 

 

 

 

 

 

 

Robustness I: 
EMU membership 



Robustness II: 
Consolidations and expansions 



Robustness II: 
Consolidations and expansions 



• During fiscal expansions, taxes and investment are significantly 
expansionary, both in the short and in the long run; 
 

 

• Once again, social benefits showed a negative elasticity in the context of 
fiscal consolidations; 
 

 

• Other revenue and social benefits are more recessive during consolidations 
than in both expansions and “normal times”, and tax increases have a more 
expansionary effect. 

 

 

 

 

Robustness II: 
Consolidations and expansions 



• Positive tax revenue elasticities indicate that consumers have a Ricardian behavior; 
 

• Social benefits have a non-keynesian effect on private consumption, during consolidations; 
 

• Using a narrative approach, private consumption continues to exhibit a non-keynesian 
response to tax increases, and other expenditures have a recessive impact during “normal 
times”; 
 

• Social benefits are more contractionary in consolidations than in both expansions and “normal 
times”; 
 

• After the launch of the EMU, expansionary fiscal consolidations became harder to observe, 
since other expenditures and investment lost their non-keynesian role. 

 

 

 

Main Conclusions 



Thank you! 
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