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OF DERIVING ‘NET FISCAL EFFORT’

This paper deals with the growth accounting metieet] to derive “net fiscal effort”. Net fis-
cal effort can then provide a clue about whethsedi policy is expansionary or not, and, to-
gether with data on economic performance, can antwequestion of the pro- or anti-cycli-
cality of the fiscal stance. Traditionally, the @es to such questions has been provided via
the cyclically adjusted budget balance. | argue tha relatively computationally intensive
and data demanding process of estimation of thicejly adjusted budget balance can be re-
placed by the simple growth accounting method wittsignificant loss of information. | argue
that in the general case, the answers providetheigrowth accounting method will not differ
widely from the conclusions provided via the cyalig adjusted budget balance. | then illu-
strate the use of growth accounting on Czech fidatd and compare the outcomes of both
methods. The conclusions reached in the empiriad fit nicely with the conclusions of
the theoretical part of the paper..
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1. Introduction

One of the roles often ascribed to governmentas ithshould conduct a stabi-
lizing economic policy to prevent periods of degomomic downturns and periods
when the economy is overheated. Generally, twockasils may allow government
to do so, the first being monetary policy and teeand being fiscal policy. It is
the fiscal part of stabilization policy which thpaper examines.

Since governments in most developed countries trdaite more than 40 per-
cent of GDP through their budgets, government émtésabout the size and com-

" Institute of Economic Studies, Faculty of SocialeBces, Charles University, Prague,

London School of Economics and Political SciendeD(programme); (j.zapal@Ise.ac.ui)
(j.zapal@gmail.com).

I would like to thank Vladimir Bezik, whose suggestions initiated the search for ttssvar:
to the questions | deal with in this paper.

324 AUCO Czech Economic Review, 2007, vol.1, no. 3



Zéapal: The Relation between the Cyclically...

position of the budget can have considerable regsions for economic activity. In
the optimal case, fiscal policy is anti-cyclicabntracting in periods of high econo-
mic activity and expanding in periods of low economctivity.

Traditionally, the question of whether fiscal pglis expansionary or contrac-
tionary is addressed via the cyclically adjusteddmi balance (CABB) and its de-
velopment over time. An increase in the CABB (ahkigcyclically adjusted surplus)
is associated with contractionary fiscal policydandecrease in the CABB (a lower
surplus or higher deficit) with expansionary fispalicy.

Estimation of the CABB itself is a tedious job. Timual procedure is to take
the budget balance in a given year and subtraclyikcal component, usually defi-
ned as the product of the output gap and the eigstf the budget balance with
respect to the output gap. The problem arises érmptbhcedure for estimating this
elasticity. This is usually done in such a way tihat elasticities of the different com-
ponents of the budget with respect to the outppt @@ econometrically estimated
and then added together, weighted by the sharéisose components in the whole
budget. This aggregate elasticity is then usethéncomputation of the cyclical com-
ponent of the budget balance and subsequentlyeo€&BB. Throughout this paper,
| refer to this method as the “traditional meth@@m).*

The growth accounting method (GAM) that this pap#ss to introduce takes
a rather different approach. Originally proposedHagen, Hallett, and Strauch (2001)
and used, for example, in (Hallett, Lewis, Haged04), the GAM takes the observed
change in the government budget balance and “dsfriedor the effect of growth of
the economy and for the effect of change in theetany conditionsin order to de-
rive the net fiscal effort (NFE) directly. The NRFf&n then be interpreted as a mea-
sure of the expansiveness or contractiveness adlfizolicy in a given country and
a given year.

Since the GAM leads directly to the NFE, it canimogieneral be used for deriv-
ing the CABB. However, as | try to show in whatldels, under certain circum-
stances, even the GAM can be used to derive theBCAB

The approaches of the two methods are thereforege giifferent. Through
the GAM, the NFE is directly calculated and undertain conditions even the CABB
can be derived. The TM, on the other hand, derilkesCABB first and through its
change between consecutive years arrives at the NFE

In what follows, | try to explain the GAM more ddégmnd compare the two
methods on theoretical grounds by explicitly idBtitig aspects in which they differ.

! See (Suyker, 1999) or (Noord, 2000y & description of the methodology and estimaf
the OECD; (Réger, Ongena, 1999) or (European Commnis2000) and (European Commis-
sion, 2002) for the approach to the CABB in the cxntd the Stability and Growth P:
(SGP); (Bouthevillain et al2001) for the methodology and estimates of the peaa Centr:
Bank (ECB); (Hagemann, 1999) for the IMF’s approactt @ezdk, Dybczak, Krejdl, 200!
for estimates in the case of the Czech Republic.

2 The monetary conditions, especially the interagts applied to government debt, can

a considerable effect on the final budget balafiteis the GAM, in order to demvthe ne
fiscal effort, tries to correct the observed chaingehe budget balance for the change in
thecost of servicing government debt, which reflebis ¢hange in the external conditions
directly caused by government.
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This is the content of section 2. Section 3 deriesNFE using Czech fiscal data
and the GAM and compares the results with the NEEvedd using the TM. Since

the conditions under which the GAM can be used @dvd the CABB are in fact

fulfilled for the case of the Czech Republic, |igderthe CABB using both methods
and compare the outcomes in section 4. Sectiom&ludes the paper.

2. Theoretical Issues
2.1 Traditional Method

In this part, | try to explain how both methods endaonsideration actually
proceed. Let us take the traditional method fidgt.its basic step, this method takes
the budget balance to GDP ratio in a given ysaf(surplus as a positive number and

deficit as a negative number), and subtracts tbkicey component calculated as the pro-
duct of the elasticity of the budget balance witlspect to the output gap,, and
the output gap itselfGAR . More specifically,

CABB = $-¢GAF (1)
The CABB calculated in this way can then be usedaloulate the NFE, which
has been traditionally used as the measure of simawnr contractionary fiscal po-
licy. It is given by the equatioMNF Tf’l' = CABB, ;- CABE, or, after substitution of

(1), by
NFE}] =4s-¢[{ GAR, - GAP 2)

2.2 Growth Accounting Method

To explain how the NFE can be derived through thé/GGconsider the budget
balance to GDP ratio in a given yesr,

_ T - G _ (
Y
whereT stands for government budget revenu@gor government budget expen-
diture, andY for GDP (all in real terms) andandg are the ratios of the relevant
variables to GDP. Now, the changesibetween consecutive yeads, is given by
AT -AG  AY
== (-9
Y Y
The next step in the GAM is to define constanteutral fiscal policy. One pos-
sible approach is to state that government exparedithould be kept constant in real

terms, i.e.,4G =0, and that the ratio of budget revenues to GDBhould be kept
constant as well, implyingIT = t4Y . Substituting into (4) impli€s

4 =y(t-9 (5)

wherey denotes percentage growth of real GDP.

S

t- g ®)

As (4)

3 The superscripEt denotes the change in the budget balancGDP ratio under the const
fiscal policy definition.
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The second possible way of defining neutral figealicy is to allow the go-
vernment to spend all additional revenues, whiclkegi4dG = AT and, after substi-
tution into (4), yields

AS=-ys (6)

The third possibility is to state that neutral &ispolicy is that which keeps
the ratio of revenues to output constant and agdinge time to allow the government to
increase its expenditure in real terms only byrétte of growth of potential outpuy .

Under this definitiondG = Gy and AT =t4Y , which, after substitution into (4), yields
As=9g(y-7) @)

Since equations (5), (6), and (7) define neutsddi policy, they can be inter-
preted as the change in the budget balance whachssfrom growth of the economy
itself, in other words, in order to judge the riesiveness or expansiveness of fiscal
policy, the growth of the economy should be taketo iaccount. Therefore, taking
the observed change in the budget balance andastibt either equation (5), (6) or
(7) expresses the change in the budget balancehvididue solely to the govern-
ment’s actions, i.e. the NFE, which is thus givgn b

NFESM =4s-4 € (8)

As an illustration, suppose that the change irbtidget balance to GDP ratio is
zero between two consecutive years, but over time g@riod the economy under con-
sideration grows by 5 percent. This implies tha&tlibdget balance in real terms in-
creased by the very same 5 percent, implying, adiépgmon the definition used, expansi-
ve or restrictive fiscal policy. Under the firstfiition, which requires budget expendi-

ture to be kept constant in real terms, equatigrbé@omesNFESY" = -0.05( t- 9,
implying expansive fiscal policy.
Under the second definition of neutral fiscal ppli¢8) yields NFES; =0.05s,

which can be either positive or negative. Whengtreernment runs two consecutive
surpluses, the NFE will be positive, denoting tiestre fiscal policy (since the bud-
get balance to GDP ratio is constant under growtiditions, we have an increase in
the budget surplus in real terms). On the othedhaunen the government runs a de-
ficit in both years, the NFE will be negative, déng expansionary fiscal policy, by
the same argument as for the surplus case.

Lastly, when we take into account the third defaritof neutral fiscal policy,

equation (8) becomeNIFE>}" =-g(0.05-), which is negative unless potential out-

put grows faster than actual output.jif>0.05, the NFE will be positive, denoting

fiscal contraction, because the government managddep its budget balance at
the same level despite being allowed, by the thafinition of neutral fiscal policy,
to increase its expenditure in real terms fastan treal GDP growth, which would
cause a decrease in the budget balance to GDP ratio

4 The term in brackets, i.e. the difference betwtberbudget revenues to GDP ratio and the bud-
get balance to GDP ratio, will under normal circtanses be positive.
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What remains is to decide which definition of naufiiscal policy should be
used. The first one, as our example showed, sesm®strictive, if not for any other
reason than such neutral fiscal policy would evaeliyuead to the government ex-
penditure to GDP ratio approaching zero. The sedsfthition, on the other hand,

seems too generous and has the disadvantage sifjithef A" being dependent on
whether the government runs a budget surplus dcid&the third definition, in terms

of strictness, is somewhere between the two previmes and also has the advantage
of taking into account not only real GDP growtht bhiso growth of potential GDP.
For this reason, | shall use the third definitidnneutral fiscal policy in what fol-
lows? Substituting (7) into (8) then yields

NFESM =4s- o(y-7) €)

2.3 Comparison of the Two Methods

To compare the outcomes of the two methods, letsate the two basic equa-
tions of both. In the case of the TM, the NFE igegi by

NFE}] = As-£[{ GAR, - GAP )

and in the case of the GAM, the NFE is given by
NFEZY =45 o(y-7) C)

A visual inspection of the two equations revealst ttihere are two sources of
differences between the two methods. The first sowf differences is the use of
change in the output gap in the TM, as opposedhaeaifference between real and
potential output growth in the GAM. The second eliince stems from the use of
in the TM as opposed ®in GAM. Subtracting (9) from (2), the relevant exgsion
becomes

NF -I;N:lL_ NF +/?_M = G(V‘V)‘f[q GARF GAI? (10)

To take a closer look, note thaiaR :é—l, whereY, and Y, denote GDP and
t

potential GDP in real terms, respectively. In aiim spirit, y:\:t(—”—l and
t

y= Y‘Tﬂ—l. Then, definingp =

t t
between the elasticity of the budget balance wékpect to the output gap and
the ratio of government expenditure to GDP, equai®) can be rearranged as

NFETM — NFESAY =sp[$-vil]+ﬁp§ (10)
t t+

5 In order to derive the NFE, Hagen, Hallett, anth@th (2001) also subtract from the ob-
served changenithe budget balance the effect of change in puglat and also the effect
change in interest rates. | omit these two chanfoglshe reason which should become ap-
parent later on. See next footnote.

Yt+1 _Yt+1Y

Y and g =+ 3, whereg is the difference
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from which the difference between the two methadmore explicit. The first term
on the RHS corresponds to the first source of gustr mentioned, and the second
term on the RHS corresponds to the second soureeaf

Unfortunately, we cannot say anything about the sif the two terms on
the RHS of (10"). All that can be said is that fin& term on the RHS will typically
be very small (just think about the order of actasadl potential GDP in real terms —
Y 's)!, whereas the second term might not. Thereforegdhelusion regarding the dif-
ference between the TM and the GAM is that its magurce lies in the use efas
opposed ta.

Fortunately, there is a relationship between thegevariables. To give the in-
tuition for this, it is reasonable to expect thatitries with bigger governments will
experience a higher elasticity of the budget wéhbpect to the output gap. The next
two graphs in fact confirm this intuition. They plthe elasticity of the budget ba-
lance with respect to the output gapas a function of the ratio of government ex-
penditure to GDPg, averaged over five years prior to the estimatitgure 1 plots
the “old EU member states” afdgure 2 plots the “new EU member states”.

What the graphs reveal is that, although not inegainequal, the elasticity of
the budget balance with respect to output and gowent size as measured by
the ratio of government expenditure to GDP will ddter significantly, especially
in the case of the new EU member states, which geebe more clustered near
the 45 degree line depicting points where the tadables indeed coincide.

Thus to summarize, at first glance, and based onlg theoretical comparison
of the TM and the GAM, it seems most likely that tivo methods of deriving
the NFE will not yield significantly different reks. A major source of error lies in
the use of the government expenditure to GDP iatihe GAM instead of the need
to estimate the elasticity of the budget balancth wespect to the output gap in
the TM. Therefore, simplicity comes at a price.

On the other hand, if one thinks abeuds a regression coefficient estimate, at

&
s.e;

some point in its estimation it must have been tha¢ >t, . Adding a hat

—;n-k-1
2

® Equation (10") also reveals the féuat adding the effect of change in public delt elmang

in interest rates to the GAM mentioned in the pwasi footnote adds another “disturban
which might cause further divergence of the resultsfortunately, the word “might” in
the last sentemccannot in general be replaced by the word “wilitiring the work on the ne
section, where | compare the outcomes of the twihoas for actual data, | experimented \
adding those two effects to the GAM and concluded the inclusion of the effecf chang

in public debt and the effect of change in intemedes does cause a bigger difference in
theresults provided by the GAM and TM. Since the pnéseork is concerned with search

for a simple method capable of close approximatibthe CABB and the NFE, results w
additional effects are not reported (available upsuest).

" To confirm the intuition, | calculated the terw{i__lj for Czech data for the peri

Yo Y
1997 through 2006 and the highest absolute valtreeduout to be 0.0014, or 0.%4 This
term subsequently enters (10") multipliedebyvhich will typically be around 0.5, which e\
lowers the error stemming from the first term oe tRHS of (10'). For a description

the source and type of data used, see the neidrsect
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Budget Elasticity and Size of Government

FIGURE 1 Old EU Member States FIGURE 2 New EU Member States
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Source Author’s calculation. Elasticities taken from (Bpean Commission 2002) for Figure 1 and (Orban,
Szapary, 2004) for Figure 2.

above £ stresses the fact that the elasticity of the budgéance with respect to
the output gap is a regression estimate, it as its standard deviation.

What the inequality says is that at some poinhdstimation, in order to judge
£ significant, itst-statistics must have exceeded the2—th percentile of a-dis-
tribution with n—k-1 degrees of freedom, whereis the number of observations

andk the number of independent variables in the moBigking into account only
positive values, approximating thelistribution with a standard normal distributfon

taking for examples =0.5 and settingz equal to 10 %, we ges.e; < 0.30 (using
Z, 95 =1.6 for a standard normal distribution).

But note also that for the given example, the 9@fidence interval will be
(O.51r 1.63% eé), bordering zero fors.e; = 0.30 and being narrower for more signi-
ficant estimates (lower standard deviation).

This highly stylized example tries to show thatrever £ being a highly sig-
nificant regression estimate at the 1% level, 0% onfidence interval just men-
tioned will still be (0.5t 0.3, because in this casee; < 0.19, and therefore, re-
ferring to the graphs above, most of the elastiestymates in this confidence interval
will include the 45 degree line along whiegh= g . But in this case, the second term

on the RHS of (10" equals zero and the only difiee between the GAM and
the TM is the minor first term.

8 Approximation of a-distribution with a standard normal distributianuisually consiered t

be valid for more than 30 degrees of freedom. Siheeestimation of budget balance elast

is usually done on quarterly data wiibeing typically equal to two or three, for the @gma-

tion to be valid, the estimation procedure mustehlagen based on at least a 10-year time pe-
riod, which is not an unrealistic assumption.
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TABLE 1 Comparison of NFE Computed by TM and GAM

| 1998 | 1999 [ 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Based on change of budget balance

TMe=035| -1.64 1.44 -0.81 -2.58 -0.55 -5.23 8.30 -1.73 0.11
TMe=0.40| -1.50 1.45 -0.93 -2.63 -0.51 -5.28 8.25 -1.77 0.06
TMe=045| -1.37 1.46 -1.04 | -2.67 -0.47 -5.32 8.20 -1.80 0.01
GAM -1.32 1.44 -1.02 -2.68 -0.49 -5.41 8.21 -1.86 0.00
Based on change of primary budget balance
TMe=035| -1.64 1.27 -0.97 -2.37 -0.13 -5.41 8.23 -1.71 0.27
TMe=0.40| -1.50 1.28 -1.08 -2.41 -0.09 -5.45 8.18 -1.74 0.22
TMe=045| -1.37 1.29 -1.20 -2.46 -0.05 -5.50 8.13 -1.78 0.17
GAM -1.32 1.26 -1.18 -2.46 -0.06 -5.59 8.14 -1.84 0.16

Note: A negative entry represents fiscal expansion gposéive entry fiscal contraction. Percentage BFG
Source Author’s calculations. Estimates ofaken from sources indicated in the text.

It is therefore natural to expect that the two rodf) when subject to an ana-
lysis based on real data, will yield very similamclusions. The next section deals
precisely with this question for the case of the&@eRepublic .

3. Empirical Comparison — NFE

The preceding section tackled the issue of thelaiityi of the GAM and TM in
terms of the results provided on theoretical graurithis section, on the other hand,
tries to convey the message of the similarity efttio methods using Czech data.

The basic economic and fiscal data for the per@@l7ithrough 2006 come from
the European AMECO database and were downloaded th# spring fiscal notifi-
cation, which implies that the data until 2004 es@nt final values and those for
2005 and 2006 are predictions of the European Casiam based on information
provided by the Czech authorities.

In order to compute the NFE using the TM, againkictv the results provided
by the GAM could be measured, | used the elastiitthe budget balance with re-
spect to the output gap from (Orban, Szapary, 20084d estimateds =0.4. As al-
ternative estimatess =0.35 was taken from (Bez#, Dybczak, Krejdl, 2003) and
& =0.45from the OECD.

The estimation of the NFE using the TM, once amreate estimate of is
available, involves just simple substitution of theta into (2). Similarly, GAM es-
timates of the NFE can be obtained by substitutibthe data into (9). The results
are given inTable 1.

As is apparent from the upper partT@ble 1 where the NFE is based on change
in the budget balance, using the GAM does not gi®\dignificantly different re-
sults from those derived by the TM. In 5 out ofées, the NFE based on the GAM
lies within the interval delimited by the differeM results depending on the
used, and in those cases where it lies outsidarttesval it differs by only a small
margin.

The biggest divergence in the absolute value of@A&1-based NFE is to be
found in 1998 when compared to the NFE based oif Mh@nde = 0.35.
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Similar conclusions hold for the lower part Dable 1,where the NFE is cal-
culated based on the primary budget balance. The &dfculated by the GAM lies
within the interval defined by the NFE based onTh with differente’s in 5 cases,
differing in the remaining cases only insignifidgnfThe largest absolute difference
between the results provided by the GAM and thei¥Mgain to be found in 1998
for e = 0.35.

Thus it seems that the GAM can be used to estittegeNFE without any
chance of making a large error. It has the advastagf simplicity and no need to
estimate the elasticity of the budget balance wét#pect to the output gap, which is
virtually impossible without deep econometric knedge and possession of the re-
levant data. But can the GAM also be used to estirtie CABB? We shall see in
the next section.

4. Empirical Comparison — CABB

As already mentioned, the GAM cannot in generaused for computation of
the CABB. The reason behind this is that in

NFED = NFEXY = 5.~ s- dv-7) 1)
=CABB,,- CABB
which is an expanded version of (9), only the Ja@da in the first row are known.
For the GAM to be used to derive the CABB, onehef tariables in the second row
of (11) must be known. One possibility is to use TtM and derive one of the va-
riables in the second row. Once, however, the THleen used to derive the CABB
in one yearg must then be estimated and subsequent calculatitine CABBs for
further years becomes an easy task.

The second possibility is to determine one of t@dBBs in the second row of
(11) based on the inference that when the econenay its potential,s = CABB.
This is seen easily from the expressiBABB = §— &L GAF, with GAR =0. Once
one of the CABBs has been determined in this wayating (11) over time gives
the CABB for all subsequent and preceding yearany given time series. In other
words, the sufficient and necessary condition foe @AM to be used to derive
the CABB is that there must be one year when tbae@uny of the country under
consideration was at its potential.

In the case of Czech Republic, the condit®AR =0 is not fulfilled as a strict
equality in the data used. Luckily, the Czech ecoydn 2004 was only slightly
below its potential, with the gap between actua patential output equal to 0.3 per-
cent of GDP. Therefore, setting,,, = CABB,y,, and iterating (11) in time provides
an alternative, GAM-derived, estimation of the CABB the Czech Republic. This
is given inTable 2

An inspection of the results ifable 2reveals that both the CABB and the pri-
mary CABB estimates based on the GAM do not diffigmificantly from the es-
timates provided by the TM. The GAM estimates lighim the interval defined by
the TM estimates in 6 out of 10 cases, deviatindp@remaining cases only slightly.
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TABLE 2 Comparison of CABB Computed by TM and GAM

| 1997 [ 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006
Cyclically adjusted budget balance

TM:=035] -1.84 | -3.48 [ -2.03 | -2.85 | -5.43 | -5.98 | -11.21] -2.91 | -4.64 | -4.53
TMe=0.40 | -1.76 | -3.26 | -1.80 | -2.73 | -5.36 | -5.87 | -11.15| -2.90 | -4.66 | -4.60
TMe=045 | -1.67 | -3.04 | -1.57 | -2.62 | -5.29 | -5.76 | -11.08| -2.88 | -4.68 | -4.67
GAM -1.75 | -3.07 | -1.63 | -2.65 | -5.33 | -5.82 | -11.23| -3.02 | -4.88 | -4.88
Cyclically adjusted primary budget balance
TM:=035] -0.64 | 2.28 [ -1.02 | -1.99 | -4.35 | -4.48 | -9.88 | -1.65 | -3.36 | -3.09
TM&=0.40 | -0.56 | -2.06 | -0.79 | -1.87 | -4.28 | -4.37 | -9.82 | -1.64 | -3.38 | -3.16
TM =045 | -0.47 | -1.84 | -0.56 | -1.76 | -4.21 | -4.26 | -9.75 | -1.62 | -3.40 | -3.23
GAM -0.56 | -1.87 | -0.61 | -1.79 | -4.25 | -4.31 | -9.90 | -1.76 | -3.60 | -3.44

Note: percentage of GDP
Source Author’s calculations. Estimates ofaken from sources indicated in the text.

As in the case of the NFE, the largest absolutierdifice occurs in 1998 when com-
pared to the TM witls = 0.35.

Table 2also reveals that the GAM estimates are, in teoithe squared dif-
ferences between the GAM and the TM for the whodeiqal, closest to the TM
estimates derived using=0.45 and differ most from the TM estimates for 0.35.
This is hardly surprising, since a higheis closer tay which for the Czech Republic
and the period under consideration averages at gé&r@nt. Thusable 2empiri-
cally confirms the statement in section 2 that bgjgsource of the difference be-
tween the two methods lies in the usgai the GAM as opposed tain the TM?

5. Conclusions

This paper tried to convey the message that sisglgions to complicated pro-
blems can provide results which are not inferioittie results obtained by sophis-
ticated methods. More specifically, the traditiodativation of the CABB using es-
timates of the elasticity of the budget balancéhwéspect to the output gap can be
replaced by GAM-based estimates without significass, with the advantage of
there being no need to estimate the budget elysitiself.

On the other hand, a major disadvantage of the G&tfat in general it can be
used only to derive the NFE directly and that spleircumstances — the occurrence
of a zero output gap — are needed to compute CAfBiBates. However, since the oc-
currence of a zero output gap over a sufficierdhgl period is very likely, this draw-
back of the GAM seems to be outweighed by the saitplof this method.

Simple or not, it is natural to demand from any moelt results which are suf-
ficiently close to the truth. Since CABB and NFRimstes based on the TM are
a widely accepted means of judging the expansiwoesestrictiveness of fiscal po-
licy, what is needed is for the GAM estimates ttofe closely those provided by
the TM. It has been shown that this is the case.

® Since the output gap is never exactly equal to rethe data used, for this particular ¢
another source of error is the approximation of@#dB with the budget balance in (11).
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A theoretical comparison of the two methods rewkdleat a major source of
error between them is that the TM uses the elastiéithe budget balance to the out-
put gap, whereas the GAM uses the size of the puddctor instead. Fortunately,
these two variables are linked to each other ilogecrelationship, which minimizes
the chances of the TM and GAM yielding diverginguis.

On empirical grounds, it has been shown that foedhzeconomic and fiscal
data, the two methods deliver estimates which tyosgatch each other, despite
the fact that the condition for the use of the GAdi CABB estimation is fulfilled
only approximately.
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