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2. The effect of 
the crisis on the 
fiscal accounts 
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Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 

- 4 

- 2 

0 

2 

4 

6 

8 

10 

12 

- 10 0 10 20 30 40 50 60 

C
ha

ng
e 

in
 c

yc
lic

al
ly

 a
dj

us
te

d 
de

fic
it 

Change in debt 

2007 



9 

Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 
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Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 
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Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 
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Illustrative Scenarios for Primary Balance Adjustment and 
Debt, 2010-30 
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Cyclically Adjusted Primary Balance that Needs to Be 
Achieved to Reduce Debt Ratio 
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3. The pace of 
fiscal adjustment 
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Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 
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Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 
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Advanced Economies: Change in General Government Debt and 
Cyclically Adjusted Deficit from 2007 
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Spreads 
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 Fiscal fundamentals do not matter 
 
 
 

 Fiscal adjustment is the only thing that matters 
 

Two Misinterpretations 
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Advanced Economies: Change in Fiscal Impulse and 
Real GDP Growth, 2012  
 

ESP BEL 

ITA ISR 

DEU GRC 

HKG 
KOR FRA 

SVN PRT CHE 

JPN 

NLD 
USA AUT IRL NOR 

GBR 

FIN 
SVK 

-2.5 

-2.0 

-1.5 

-1.0 

-0.5 

0.0 

0.5 

1.0 

1.5 

-4 -3 -2 -1 0 1 

C
ha

ng
e 

in
 fi

sc
al

 im
pu

ls
e 

 
(p

er
ce

nt
 o

f G
D

P
) 

Change in real GDP growth (percentage points) 

Slower growth,  
tighter policy 

Slower growth,  
looser policy 

22 



Real GDP Growth and Adjusted Spreads 
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Potential Real GDP Growth and Adjusted Spreads 
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“…we believe that a reform process based on a 
pillar of fiscal austerity alone risks becoming self-
defeating, as domestic demand falls in line with 
consumers’ rising concerns about job security and 
disposable income, eroding national tax revenues” 

25 



  (1) (2) (3) (4) (5) 
VARIABLES 

Gross debt to GDP 2011 0.0159** 0.0137** 0.0149*** 0.0149*** 0.0150*** 
(2.697) (2.643) (3.957) (4.063) (4.122) 

Primary balance to GDP 2011 for Euro Area  -0.206*** -0.202*** -0.188*** -0.186*** -0.191*** 
(-3.708) (-3.325) (-3.288) (-3.661) (-3.821) 

Real GDP Growth 2011 -0.212*** -0.190** -0.207*** -0.209*** -0.200*** 
(-3.260) (-2.711) (-3.361) (-3.501) (-3.684) 

Real GDP Growth Squared 2011 0.00843 0.0176 0.0192* 0.0198* 0.0198* 
(0.493) (1.617) (1.727) (1.934) (1.897) 

Debt held by a country’s central bank or by foreign 
central banks to GDP 

-0.0262 -0.0244 -0.0285* -0.0279* -0.0321*** 
(-1.473) (-1.430) (-2.020) (-1.986) (-2.800) 

Inflation Rate 2011 0.294** 0.311*** 0.324*** 0.322*** 0.304*** 
(2.593) (2.939) (3.610) (3.731) (3.835) 

NPV of health spending in percent of GDP 2010 -0.00244 -0.00149 -0.00157 -0.00168   
(-0.883) (-0.579) (-0.614) (-0.658)   

NPV of pension spending in percent of GDP 2010 -0.000412 2.68e-05 -0.000390     
(-0.0985) (0.00651) (-0.104)     

Primary balance to GDP 2014 for Euro Area  0.0721 0.0516       
(0.706) (0.488)       

Potential output growth, average 2011-2016 0.247         
(1.171)         

Constant 2.704*** 3.089*** 3.061*** 3.054*** 2.984*** 
(4.075) (5.514) (5.866) (5.968) (6.301) 

            
Observations 31 31 31 31 31 
R-squared 0.784 0.767 0.765 0.765 0.763 
Robust t-statistics in parentheses           
*** p<0.01, ** p<0.05, * p<0.1 
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Determinants of Spreads, Cross Section Analysis, 2011 
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Sources of Financing: Holders of Public Debt 
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United States: Ownership of Treasury Securities 
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4. Policy 
conclusions 
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1. United States and Japan need a clear plan 
 

2. Europe needs: 
1. Adjustment in fiscal fundamentals 
2. Reforms to boost potential growth  
3. Banking 
4. Availability of financing for countries that are 

adjusting 
 

Policy Conclusions 
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 Initial debt ratio at 
100% 

 Increase the growth 
rate for 10 years by 1 
p.p. 

 Spending constant in 
per capita terms, 
assuming a 40% tax 
ratio 

 Would lower public 
debt by 29% of GDP 

The Role of Growth Lowering Debt Ratios 
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Thank You! 
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