
Fiscal policy honoured
By Jérôme Creel

“The  size  of  many  multipliers  is  large,  particularly  for
spending and targeted transfers.” Who today would dare to
write such a thing?

The answer is: 17 economists from the European Central Bank,
the  US  Federal  Reserve,  the  Bank  of  Canada,  the  European
Commission,  the  International  Monetary  Fund,  and  the
Organization for Economic Cooperation and Development, in an
article published in January 2012 in the American Economic
Journal: Macroeconomics.

They  continue  in  the  abstract:  “Fiscal  policy  is  most
effective  if  it  has  moderate  persistence  and  if  monetary
policy  is  accommodative.  Permanently  higher  spending  or
deficits imply significantly lower initial multipliers.”

What are the values of these multiplier effects, and what
about the significant reduction in such effects if fiscal
policy is expansionary over the long term? According to these
17  economists,  based  on  eight  different  macroeconometric
models for the US and four different models for the euro zone,
the conclusion is clear: a fiscal stimulus that is in effect
for 2 years, accompanied by an accommodative monetary policy
(the interest rate is kept low by the central bank) produces
multiplier effects that are well above one both in the United
States and in the euro zone (between 1.12 and 1.59) if the
stimulus plan targets public consumption, public investment or
targeted  transfers.  For  other  instruments  available  to
government, such as VAT, the effects are smaller, on the order
of 0.6, but still decidedly positive.

What if the stimulus is continued? The multiplier effects of a
permanent increase in public consumption dwindles, of course,
but they remain positive in the euro zone, regardless of the
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model used and regardless of the assumption made about the
monetary policy pursued. Rare cases of negative multiplier
effects are reported for the United States, but these depend
on the model used or on assumptions about monetary policy.

Finally,  a  comment  and  a  question  raised  by  this  recent
article.

The comment: the choice of an optimal fiscal policy in the
euro zone is well worth a few moments of reflection, reading
and analysis of current work, rather than a truncated and
distorted vision of fiscal policy that is judged without fair
consideration as harmful to economic activity.

The question: an expansionary fiscal policy has … expansionary
effects on gross domestic product; must we really deprive
ourselves of an instrument that is, after all, effective?

 

 

Is  our  health  system  in
danger?  The  financing  of
health  insurance  and  the
crisis (1/4)
By Gérard Cornilleau

 

Health is one of the key concerns of the French. Yet it has
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not been a major topic of political debate, probably due to
the highly technical nature of the problems involved in the
financing and management of the health care system. An OFCE
note presents four issues that we believe are crucial in the
current  context  of  a  general  economic  crisis  :  the  first
concerns the financing of health insurance, which is being
undermined by a lowering of revenue due to the crisis; the
second relates to access to care, which could become more
complicated due to a temporary reduction in the number of
doctors; the third involves the poor management of changes in
the way reimbursement is divided between social security and
complementary health insurance organisations in the context of
a  rise  in  non-reimbursed  expenses  (in  particular  higher
surcharges  by  doctors);  and  finally,  the  fourth  problem
concerns  hospital  management,  which  has  experienced  major
disruptions by the introduction of charges on this activity.

The financing of health insurance: A new source to explore

The crisis has further intensified the difficulty of financing
health  insurance,  which  is  feeding  concern  about  the
sustainability  of  the  health  system  and  about  public
responsibility for healthcare costs. However, an analysis of
the main trends in spending and financing shows that in the
event of a return to a “normal” macroeconomic situation, the
financial difficulties should be contained and only a limited
structural  effort  would  be  needed  to  achieve  a  balanced
situation; the initial deficit is relatively small (about 0.6
GDP of the total deficit, which is divided roughly into two
equal halves of 0.3 point for the structural deficit and 0.3
point for the cyclical deficit), and there are only moderate
prospects for a further rise in spending (with an increase in
the expenditure / GDP ratio of around 0.1 percent of GDP a
year). An increase in the CSG wealth tax and realistic efforts
to control spending (of around 1 to 2 billion euros per year
relative to the spontaneous trend) should be sufficient to
ensure the financial sustainability of the system.

http://www.ofce.sciences-po.fr/pdf/notes/2012/note12.pdf
http://www.ofce.sciences-po.fr/pdf/notes/2012/note12.pdf


If the macroeconomic climate remains very bad for a long time,
the health insurance deficit could increase, in which case the
issue of cutting expenditure could be posed more acutely.
There  would  then  be  two  options:  either  to  accept  a  new
increase in the deficit, as only a radical change in European
policy would solve the issue of funding; or to put off a
return to growth, which would mean adjusting the financial
configuration of health insurance. Three variables could be
used to adjust the accounts: to shift spending downwards; to
raise taxes; or to lower reimbursements. In the bleak scenario
of a halt in growth, it is likely that governments would seek
to make use of these three variables. It is difficult to
envisage a downward trend in spending at a time when needs
will be increasing due to population growth and aging, and the
spontaneous trend is already moderate. It would be possible to
increase charges, but this would compete with tax increases to
finance  other  government  spending.  As  for  lowering
reimbursement  rates,  it  would  be  difficult  to  do  this
uniformly  when  coverage  of  expenditure  on  primary  care
physicians is already very low.

The only path that has not yet been taken is means-testing
reimbursement, which would lead to a large increase in the
financial co-payments of the wealthiest households. This would
undoubtedly  reduce  the  deficit,  but  it  would  weaken  the
system, as public care would become increasingly expensive for
the wealthier strata, which would lead them to support moves
towards  a  private  insurance  system  that  excluded  any
redistribution  between  rich  and  poor.

 


