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Motivation of the paper

Despite important efforts to improve fiscal positions, 
fiscal consolidation remains an issue in many OECD 
countries

Still no magic recipe on how to achieve fiscal 
consolidation

Goal of the paper look at historical experience in OECD 
countries and try to identify what was done, what 
worked and what did not (≠ from what should be 
done/avoided) 
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Outline
I Descriptive evidence on fiscal consolidation in OECD 
countries

II Eclectic econometric approach

III Results

IV More thoughts on fiscal rules
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I Consolidation episodes

Definition of episodes based on cyclically adjusted 
primary balance CAPB even if there are measurement 
issues and it’s an imperfect measure of discretionary 
actions

24 OECD countries

An episode - starts if CAPB improvement ≥ 1% point of 
GDP over 1 or 2 years
- continues as long as CAPB improves

=>85 consolidation episodes over 1978-2005
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Most episodes were short…
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…and did not involve large gains
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Source: OECD calculations.
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Revenue increases accounted for a larger 
share than spending cuts…

…despite studies favouring expenditure restraint
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Success was uneven

Criteria for success % of success cases
1. Stabilised sufficient to Debt/GDP 53%
2. = 1. + maintained for at least 2 
years

41%

3. No substantial backtracking 49%
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II An eclectic econometric approach to 
explore several dimensions of consolidation
•Probability to start => probit on whole sample

•Size of the adjustment => Heckman two-step 
procedure

•Intensity of the adjustment => Heckman two-step 
procedure

•Probability to stop the episode => survival analysis 
on duration of episodes

•Probability to reach a primary balance that stabilizes 
debt durably => probit on episodes 
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III Summary of the results
Probability

to 
start

Size 
of the 

adjustment 

Intensity
of the 

adjustment 

Probability 
to stop 

the episode

Probability to 
reach a primary 

balance that 
stabilizes debt

Year before the episode started
Cyclically adjusted primary balance - - - - - - - - - - ++++
Gap to primary balance sufficient to stabilize debt ++++
(actual-target)
Long term interest rates( domestic rate - foreign 
reference) + ++ +++
Output gap - ++ + - -

Elections +++

Composition of the adjustment
Share of primary current expenditure cuts ++++
Share of social spending cuts +++
Share of public investment cuts - - - -
Share of direct tax increases - -

Other
Duration of the episode ++++ ++++

Policy rules
Expenditure rule and budget balance rule ++ - - - - ++
Euro countries 1992-97 ++++
Euro countries 1998-2005 +

Significance levels: + 10%, ++ 5%, +++ 1%, ++++ 0.1% and positive impact; - 10%, -- 5%, --- 1%, ---- 0.1% and negative impact;
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Consolidations were more likely to start 

• When the fiscal situation was deteriorated
• When long term interest rates were high
• After general elections
• During the euro qualification race
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Factors that prompted consolidations

1. Based on pooled probit analysis across 24 OECD countries and over the period 1978-2003. 
Probabilities are evaluated at sample means for all other variables entering the estimated equation. 

2. Measured by the cyclically-adjusted primary balance. 
3. Interest rate gap to international reference is 300 basis point higher. 
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Consolidations were larger and more intense

Larger

• Weak economic activity 
before

• Large share of current 
expenditure cut

• Combination of budget 
and expenditure rule

More intense

• Strong economic activity 
before

• Low share of capital 
expenditure cut

• When the fiscal situation was deteriorated
• Long term interest rates were high
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Episodes lasted for longer (ie lower 
probability to stop) when 

• They started following deteriorated fiscal situation and 
weak activity

• They included a large share of public investment cut and 
tax increase => reflects switching strategies?

• The country combined budget and expenditure rules
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Success in reaching debt sustainability 
was more likely when consolidation

• was launched at time of weak activity

•included a high share of social spending cuts 

•combined budget and expenditure rules
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IV More thought on the role of rules

Our results => Combining a budget balance and an 
expenditure rule seem to improve the outcomes of 
fiscal consolidation

Limits 
•Interpretation of results on rules not obvious
•Treatment of fiscal rules very simplistic / complexity 
and diversity of rules

Overall still not a magic recipe. 
Observance of rules has been uneven
There is no one size fits all rule.



17

Some features of rules seems important

•Rules have to be simple to understand,  manage 
and control, transparent, but also take account of the 
cycle.

•There should be costs to breaching rules

•Rules also have to be adapted to changing 
circumstances

•Mechanisms to deal with revenue windfalls can play 
a supporting role
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