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  Effects on:        
Fiscal expansion by: Germany  France Italy Spain Netherlands Others Euro Area

Germany 0.42 0.07 0.05 0.04 0.25 0.09 0.19
France 0.05 0.53 0.03 0.04 0.12 0.03 0.15
Italy 0.04 0.04 0.49 0.03 0.09 0.03 0.11
Spain 0.02 0.03 0.01 0.76 0.04 0.02 0.11
Netherlands 0.02 0.01 0.01 0.01 0.50 0.01 0.05
Others 0.04 0.03 0.02 0.03 0.10 0.44 0.11

Isolated 0.42 0.53 0.49 0.76 0.50 0.44  

Co-ordinated  0.59 0.71 0.61 0.91 1.09 0.63 0.72

Trade spillovers 0.3 0.3 0.2 0.2 0.5 0.3 

Sources: NiGEM database and simulations
Notes: trade spillovers are computed as the differential between the fiscal multiplier generated by the co-ordinated expansion relative to the 
isolated one, as a share of the co-ordinated. 

Table 1. First-year fiscal multipliers from a 1 per cent of GDP temporary fiscal expansion (percentage deviations of 
GDP from baseline)

Intra-Euro Area spillovers – simulating the effects of fiscal stimulus  
What would European policymakers do if there was a severe slowdown in the global economy now? Monetary policy ammunition 
is largely exhausted and many countries appear to have little space to implement expansionary fiscal measures. In this Box, we 
address the heterogeneity of fiscal positions in the Euro Area, with a view to examining the effectiveness of fiscal expansions 
undertaken individually and collectively in stimulating aggregate demand in the monetary union. 

Fiscal policies implemented by a country in isolation have an effect on other countries through trade linkages and resource 
flows. These spillover effects are particularly important in the Euro Area, given the comprehensiveness of its special agreements, 
integration among member states and its common currency. Nonetheless, there are large differences across Euro Area countries 
in the amount of room that individual countries have available to carry out fiscal expansions. Figure 1 shows the size of public debt 
and the budget balances in Euro Area countries, and highlights the degree of dispersion amongst them. 

The medium-term budgetary objectives (MTOs) defined by the European Commission in the Stability and Growth Pact are set to 
ensure sound fiscal policies. According to those criteria, we assume here that a country has ‘fiscal space’ (i.e. the space to expand 
fiscal policy) if the levels of government debt-to-GDP and budget balance are broadly in line with those commitments. Considering 
the five major Euro Area economies, only Germany and the Netherlands appear to have fiscal space to increase public spending. 
However, amongst the constrained countries, Italy and France  have recently legislated for or are calling for fiscal measures. In 
this Box, we assess the benefits that come with a more collective approach with regard to fiscal policy.

The analysis uses the National Institute’s Global Econometric Model (NiGEM) to examine the effect of a co-ordinated Euro Area  
fiscal expansion and an expansion conducted by member states in isolation. The different scenarios simulate an expansion to 
government spending of the same magnitude (1 per cent of GDP) and duration (for two years), before they gradually revert to 
baseline. Monetary policy and exchange rates are kept exogenous for the duration of the shock.

Table 1 below shows the effect of fiscal expansions on first year output and contrasts the effects of the fiscal stimulus when done 
in isolation and when it is co-ordinated across the Euro Area as a whole.1 The diagonal elements report the effects of the fiscal 
expansion in the country originating the fiscal expansion, while the off-diagonal elements show the spillover effect onto the other 
countries. At the bottom of the table, the line ‘Isolated’ reports once again the fiscal multiplier in the country originating the 
stimulus, and the line ‘Co-ordinated’ shows the fiscal multipliers from the co-ordinated Euro Area expansion on the individual 
countries and Euro Area as a whole.2 Finally, the trade spillovers are reported.

The domestic first-year fiscal multipliers are country-specific and are larger for countries where the number of liquidity-constrained 
consumers is higher, such that a rise in output determines a greater response of consumption. That is the case for Spain, where the 
isolated expansion yields a significantly higher increase in output relative to the same isolated expansion conducted elsewhere. In 
contrast, the same isolated expansion in Germany has a smaller fiscal multiplier as the estimated marginal propensity to consume 
out of current income is lower. However, a German expansion would yield the most beneficial effects to Euro Area growth 
relative to a fiscal shock adopted in the other member countries separately (around 0.2 percent points higher).

Comparing the size of domestic fiscal multipliers with the off-diagonal values, spillovers on other Euro Area states arising from the 
fiscal stimulus adopted only in one country are relatively small compared to their domestic effects. However, when all countries 
adopt them simultaneously, the trade spillovers account for around 30 per cent of the rise in output one year after the stimulus.
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The magnitude of trade spillovers reflects the structure of Euro Area trade linkages and the degree of countries’ openness, 
which determines their sensitivity to foreign demand shocks. The spillover effects of a co-ordinated Euro Area shock are bigger 
for countries that are more sensitive to a shock to Euro Area demand for their exports. For example, the co-ordinated fiscal 
multiplier in the Netherlands is more than double that of the isolated scenario (1.1 percentage points higher GDP when co-
ordinated compared to 0.5 percentage points when done in isolation). 

What if the expansion was limited to countries with fiscal space?
We have also simulated the effect of a co-ordinated expansion of only the countries that have space to expand fiscal policy – as 
defined before – and assessed the impact on the constrained countries that are not shocked. Figure 2 shows that the spillover 
effects generate benefits to those countries from the fiscal stimulus co-ordinated across the ‘stimulators’.

The fiscal multiplier generated by the co-ordinated expansion conducted by the five countries with fiscal space is around 0.1 
percentage points higher than if the expansion were implemented in Germany alone. Compared to table 1, the impact of a fully 
co-ordinated Euro Area expansion is significantly greater than an expansion limited to the five countries with fiscal space.

These results show that, if there were to be a fiscal expansion by Euro Area countries, the dispersion in Euro Area members’ fiscal 
positions calls for a more collective approach. Many factors would contribute to the size of the final effect of a fiscal expansion.  
These results, however, provide a basis for ranking the effectiveness of various policies either co-ordinated across countries or 
undertaken in isolation. If a fiscal boost is implemented simultaneously, the fiscal multipliers are larger for all countries in the 
monetary union, with the trade spillover channel accounting for some 30 per cent of the average rise in output.

Notes

1  The analysis excludes Cyprus, Luxembourg and Malta as they are not defined in NiGEM; also Estonia, Latvia, Lithuania, Slovakia 
and Slovenia are not included as, although in NiGEM, there is not an explicit model for the government sector. 

2 Pain, N., Rusticelli, E., Salins, V. and Turner, D. (2018), in ‘A model-based analysis of the effects of increased public investment’ 
(National Intitute Economic Review, May), used NiGEM to estimate the size of fiscal multipliers across the G7 from an 
expansion to government consumption relative to government investment. 

This box was prepared by Marta Lopresto.

Intra-Euro Area spillovers – simulating the effects of fiscal stimulus (continued)

Source: European Central Bank database.
Key: OE Austria; BG Belgium; CY Cyprus; ES Estonia; EA Euro Area; 
FN Finland; FR France; GE Germany; GR Greece; IR Ireland; IT Italy; 
LV Latvia; LI Lithuania; LU Luxembourg; MT Malta; NL Netherlands; PT 
Portugal; SR Slovakia; SL Slovenia; SP Spain. 

Figure 1. 2017 public debt and budget balance in Euro 
Area countries (per cent of GDP)

Figure 2. First-year fiscal multipliers from a 1 per cent 
of GDP temporary fiscal expansion of five countries 
with fiscal space (“stimulators”) and spillovers to recipi-
ent countries (“constrained”) (percentage deviations 
from baseline)

Source: NiGEM database and simulations.
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