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Abstract

Both the OECD and the IMF periodically estimate and publish
measures of fiscal impulse to gauge the extent to which fiscal policy in
the major industrial countries has become more or less expansive over time.
This paper compares these measures analytically and numerically. The paper
shows that the OECD and IMF measures of fiscal impulse differ in at least
four Cundamental ways: (1) the OECD includes fiscal drag under the
presumption that it is part of the "structure" of fiscal policy, while the
IMF excludes it from its adjusted measure of the budget balance; (2) the
OECD and the IMF both adjust for cyclical factors but they do so
differently; {3) the OECD estimates its marginal tax and expenditure rates
from a structural model whereas the IMF assumes unit income-elasticity of
its parameters and uses historical average tax and spending rates; and (4)
each agency uses different estimates of potential output. The paper then
numerically allocates differences in the published figures of the OECD and
the IMF to these various sources. The paper assesses the usefulness of
each measure. ’




International Comparisons of Fiscal Policies:
the OECD and IMF Measures of Fiscal Impulse

Introduction

Changes in a government's budget balance do not accurately
measure changes in fiscal policy. When budgets for different countries are
compared, measurement problems become more pronounced and complicated.

Both the OECD and the IMF periodically estimate and publish

measures of fiscal impulse to gauge the extent to which fiscal policy in

the major industrial countries has become more or less expansive over time.
The OECD employs a structural approach in that it attempts to calculate at
each point in time what the budget balance would be along some smoothly and
appropriately defined growth path. The IMF on the other hand, attempts to
measure the added stimulus of budgetary policies over some well defined
time period relative to the policies of a base period. This paper compares
the two.]

The paper concludes that the OECD and IMF measures of fiscal
impulse differ in at least four fundamental ways: (1) the OECD includes
fiscal drag under the presumption that it is part of the "structure" of
fiscal policy, while the IMF excludes it from its adjusted measure of the
budget balance; (2) the OECD and the IMF both adjust for cyclical factors
but they do so differently; (3) the OECD estimates its marginal tax and
expenditure rates from a structural model whereas the IMF assumes unit
income-elasticity of its parameters and uses historical average tax and

spending rates; and (4) each agency uses different estimates of potential

1This paper focuses on the simplest form of adjusted budget balances which
are not adjusted for inflation, interest rates, and other factors.
Subsequent papers will focus on various adjustments to these measures.
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output. Because the OECD and the IMF adjustments to actual budget balances
are different, the two measures are different numerically. But are these
differences significant? More importantly, are the measures comparable in
the sense that they try to measure similar magnitudes? This paper attempts
to answer these questions.

The paper is organized as follows. The first section presents
and briefly discusses fiscal impulse measures for the major industrial
countries published by both agencies in their most recent publications,.

The second section describes the OECD and IMF methodologies.2 The third
section compares the two methods by adopting a rather conventional
decomposition of actual budget balances. The focus is on differences in
the levels of adjusted budget balances (what is often called the fiscal
stance), which more easily reveals differences in methodologies. The fourth
section numerically allocates discrepencies in adjusted balances (both
levels and ratios) and changes in adjusted balances (levels and ratios) to
potential sources such as differences in estimates of potential GNP. A

concluding section summarizes.

I. Estimates of Fiscal Impulse: the Nature of the Problem

Table 1 presents fiscal impulse measures published by the OECD
and the IMF for the major industrial countries over the period 1979-84.

These measures are defined as the negative of the change in the ratio of an

adjusted budget balance to potential GNP. The budget balance is defined as

2For a complete description of the OECD methodology see Muller and Price
and for a complete description of the IMF methodology see Heller, et al.
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revenues less expenditures, so a negative balance indicates a deficit.»yi
When the fiscal impulse measure is positive it indicates a move towards
expansion (é larger deficit or smaller surplus), while if it is negative it
indicates a move towards restriction.

With the exception of Germany in 1981 and 1984 and Canada in 1982
both measures indicate the same direction of change of fiscal stimulus.
Magnitudes differ by amounts ranging between =.7 and 1.6 percentage points.

When fiscal impulse measures are translated into implicit ievéls.
of the adjusted budget‘balances, differences between the two balances are
large relative to the actual budget balance. Table‘2 presents actual
budget balances in local currencies. and implicit3 estimates of adjustedﬁs!w
budget balances by the OECD and the;IMF. Column M:pr;sents absolute
differences between the two measures;i As can be séég; these differences
can be quite large; with two exceptions, they rangéfbétween =20-and 1827
percent of the actual balance.

In surmary, ﬁhére are substantial differe;ées in implicit budget
adjustments. Are these differences merely the result of discrepancies-in’.
estimates of potential (or actual) GDP, or are there substantial

differences in methodologies?

<

3These are calculated using source data provided by ﬁhe bECD and thé‘IMF.
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JAPAN (TRILLIONS Y):
x 1979 ~10.43
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i
FRANCE (BILLIONS FR):
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UNITED KINGDOM (BILLIONS L):
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II. The OECD and IMF Adjustments to Actual Budget Balances

Generalities

This section describes the adjustments to actual budget balances
made by each agency and reproduces the equations that generate these
adjusted balances. Although fiscal impulse measures are dgfined as the
change in the adjusted budget balance (level or ratio), the focus of this
section is on the level of actual and adjusted budget balances? to
clearly reveal methodological differences. However, neither agency places
any significance on these levels. For the purpose of cross-country

comparison, the adjusted budget balance is deflated by GDP. The fiscal

impulse is defined as the change in this ratio multiplied by minus one.
Fiscal impulse is a concept that represents the change in the impact of

budget balances.

The OECD's Method

The OECD's -approach is to remove built-in-stabilizer effects from
the actual budget balance.? To achieve this objective, the OECD assumes

the actual budget balance is composed of two major components: a

-

YThe level of the adjusted budget balance is what the OECD calls the fiscal
stance, whereas the IMF multiplies its adjusted balance by minus one to
derive its measure of fiscal stance.

5The OECD method is similar in spirit to the method used by the Bureau of
Economic Analysis. BEA's cyclically adjusted federal budget is constructed
according to the following procedure: (1) choose a reference trend for GNP
free of short-run fluctuations; (2) estimate response parameters
(elasticities) of components of revenues and expenditures to short-run
movements in GNP; (3) apply these responses to the gap between trend and
actual GNP to obtain "gross-ups"; and (4) add these "gross-ups" to the
actual budget to obtain a cyclically adjusted budget.
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policy-induced or discretionary component; and an income-induced component .
The adjusted balance measures that part of the budget balance which is
policy related or what has been called the "structural" deficit. It
includes the income-induced component which would exist were the economy
expanding along a trend growth path (potential, mid-cycle, or some other

path). These ideas can be made more rigorous as follows:
(1) Bt = Bpg+ mYy

where
By # actual budget balance, defined as receipts (R) less expenditures (G)
Bpt ® part of the budget independent of income (and in this
methodology discretionary)
Yy ® actual GDP
m 2 mR - mG where mR, mG are the marginal rates of revenues and

expenditures, respectively, with regard to GDP.

The marginal tax and spending rates are derived from elasticities which are
estimated from structural models.

- Part of the income-induced component is unrelated to cyclical
changes in income. Actual output can be decomposed into "cyeclical" and

" "potential" as follows:

P P
Yt- Yt + (Yt Yt).



-6 -
YP is potential output and Y - YP is the output gap. The income-induced
component decomposes into a "fiscal drag" component and a

"built-in-stabilizer" component:

P P
th = th + m(Yt Yt)
The first term represents "fiscal drag" -- the budget balance at

"full-employment" resulting from the difference between tax and expendlture
rates (i.e. non-zero m). The second term represents built-in-stabilizer
effects or the balance resulting from cyclical fluctuations 6f the econbmy

along a trend growth path. Equation (1) now becomes:

P P
(2) Bt = BDt+ th + m(Yt Yt)

The OECD's adjusted budget balance is then defined as in (3.

0 P
(3) ABt = B m(Y, - Y, ) [= BDt+ myY

P
t t t t

L

and includes the budget balance originating in discretionary policy and
fiscal drag (or "structural" components).6

Note that when the economy is growing along its potential growth
path the actual budget balance is the OECD structural balance. The 0ECD

adjusted balance gives a reasonable answer to the following question: What

6In the OECD's words: "The 'discretionary', or 'cyclically-corrected',
change is made up of two principal components: (i) The efféct of existing
policies, reflected in the elasticity of taxes (e) and expenditures (g)
relative to the growth of potential GDP....; (ii) Changes in tax yields
(AR) and expenditures (AG) arising out of policy changes in year t." This
cyclically-corrected component is represented by the first three terms in
the equation below.

" ABy= ARg- AGp+ (e(T/Y)o- g8(G/Y)o)AYR + m( AYg- AYR) .
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would the budget balance be, given existing budgetary .policies, were the
economy operating at full employment? The change in this adjusted balance
attempts to measure the policy-induced change in the budget, where the

budget impact of fiscal drag is presumed to be deliberate policy.

The IMF's Method

The IMF attempts to calculate the "initial impulse" to aggregate

demand from all fiscal sources (whether discretionary or otherwise) during
a given period. To achieve this objective, the IMF defines a "cyclically
neutral budget", which can be interpreted as an estimate of the cyclical
component of the budget. The cyclically neutral budget is defined as in

eq. (4).

() CNB, = to Y -8

where t
o

- and RO is total receipts in the base period,
o]

% Go— UIB
g = - and Go is total outlays in the base period,
: o]

and UIB, represents unemployment insurance benefits in the base period.

The IMF defines expenditure as cyclically neutral when changes in
expenditures from a base period are proportional to potential GNP. Since
the IMF views unemployment insurance benefits (UIB) as cyclically neutral,
it excludes UIB from expenditures and from the calculation of the
expenditure-policy parameter, gg. Revenues are cyclically neutral when
they change in proportion to actual GNP. These definitions imply tax

receipts are unit elastic with respect to actual GNP (marginal and average
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aggregate tax rates equal) while expenditures are unit elastic with respect
to potential GNP. These assumptions are not well motivated.
The actual budget balance, which excludes UIB for the
calculation, has two components: the cyclically neutral budget balance; and

everything else, which the IMF calls fiscal stance (FIS).

*
(5) B, = tY - g, Y

*
t o't FIS,

P
t
The adjusted budget balance is then the difference between the actual

budget balance and the cyclically neutral balance: !

(6) aBf = B - (t Y.-gY) FIS. ]
AB, = By o't” 8ot N t

Equations (3) and (6) are reproductions of the OECD and IMF methods for
calculating adjusted budget balances. To calculate the fiscal impulse, one
divides each measure by actual GDP (or GNP), takes first differences, and

changes the sign.

TIn the words of the IMF: "Such changes [in the adjusted balance] may be
viewed as policy determined either (1) by the introduction of new measures
or (2) by the operation of previously existing measures that automatically
result in revenue (expenditure) changing disproportionately to the change
in GNP (potential GNP) by which 'neutrality' is Judged " (WEO , April 1985,
p. 109)

"The net 'fiscal impulse' (FI) may be expressed in terms of the change
in revenue (R), expenditure other than unemployment insurance benefits (E),
actual GNP (Y), and potential GNP (YP), as follows:

FIt= -(ARg- toAYy) + (AEg- gpAYPy)
where t, and g, are the base year ratios of revenue to actual GNP and of

-expenditure other than unemployment insurance benefits to potential GNP,
respectively." (WEO, April 1985, p. 110)
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III. An Analytical Comparison of the Two Measure

Compareable Treatment of Unemployment Insurance Benefits

The derived adjusted budget balances described in the previous
sectior. (eq.(3) and eq.(6)) treat unemployment insurance benefits
differently. In estimating cyclical expenditures, the OECD treats these
benefits like other government expenditures. The IMF, on the other hand,
removes UIB from its calculation of the_adjusted balance by excluding it
from the actual budget (B*) and its policy parameter (g*). The IMF measure

can be adjusted. Since

o
[t}

Bt+ UIBt

and sirce

(]
(o]
]

(GO- UIBO)/YO

we can rewrite the adjusted budget balance as

F
(7) AB, = B (toyt g,

P * P
Yo) + UIB, (go g,) Yo
where E is comparable to the budget concept used by OECD, g, is the ratio
of total government expenditure to GDP in the base period, and go-gg=

(UIBy/Yy) and represents the unemployment insurance benefit payout ratio in

the base period, which will be labelled p in subsequent discussion.
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A Conventional Budget Decomposition: A Short Digression

To clarify the conceptual differences in these measures, it is
useful to define budget balances as the sum of three terms representirg the
following concepts: (1) discretionary policy; (2) budget items that expand
with the economy along trend (potential or mid-cycle trend, for example);
and (3) budget items that respond to cyclical fluctuations. Equation (8)

defines the budget balance in these terms.

(8) Bt= BDt+ BTt+ Boy

The subscripts D, T, and C represent discretionary, trend, and cyclical
components, respectively.

Under this useful decomposition, the OECD adjusts actual changes
in the budget balance by removing its estimate of the cyclical component of

the budget balance:

Py

(9) 80 - (o - )y, - vb

Ct

The OECD adjusts the'actual budget balance for cyclical revenues (mr (Y¢ -
YE)) and cyclical expenditures (m8 (Yy - Y[)). The adjusted budget

balance in principle includes the discretionary surplus and fiscal dreg
(the surplus at potential output), both perceived to be structural elements
of policy.

The IMF adjusted balance can be interpreted as removing both the
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trend component (or fiscal drag) and a cyclical component, eq.(11) and

eq.(12), respectively.8

F P
(11) BTt= (to go) Yt

F P p
(12) Bct- to (Yt Yt) [UIBt th]

In summary, the OECD subtracts cyclical revenues and expenditures
from actual budget balances to derive its adjusted budget balance. 1Its
adjusted balance includes discretionary budget items and income sensitive
componants of the budget that would change along a trend growth path.

The IMF, on the other hand, subtracts its estimate of cyclical revenues and
expenditures and also subtracts the budget balance at potential GDP
assuming policy (parameters) has not changed since the base period. The

IMF's adjusted balance includes discretionary budgetary items and cyclical

8To decompose the IMF measure in this way let the actual budget balance be
composed of three elements: a "base year surplus," chosen in a period when
actual and potential output are roughly equivalent; a cyclical component;
and the fiscal stance. This is represented in the equation below and is
equivalent to eq.(7) in the text.
P P P
B=(t-g)Y +[t (Y-Y) - (UIB - pY )] - FIS
t o] o] t o t t o] £ t

The first term represents the base year surplus, with t, and 8o defined
as the ratios of receipts and expenditures to output measured in the base
year, a time period when actual and potential output are equivalent (or
nearly so). This term then represents the full-employment budget surplus
in time period t, under the policies in force in the base period (where Lo
and g, represent the "policies"). The second term represents cyclical
revenues less cyclical expenditures. Whenever actual output is greater
than potential, total receipts will exceed full-employment receipts and the
actual budget deficit will include these receipts. Cyclical expenditure is
estimated by cyclical unemployment insurance benefits (actual UIB minus
what would be paid out at potential assuming the base period payout ratio).
The fourth term, FIS, includes discretionary policy changes since time
period 0 and represents the IMF's view of the "thrust" of fiscal policy.
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government expenditures that deviate from unit elasticity with respect to

potential GDP and cyclical revenues that deviate from unit elasticity with

respect to actual GDP.

Differences in Adjusted Budget Balances

We can now return to the major objective of this paper. Equation
(13) below is a precise formulation of the difference between the OECD and
the IMF adjusted budget balance, where YO and YF represent potential cutput
estimates by the OECD and the IMF, respectively. Eq. (13) is derived by
subtracting eq. (7) from eq. (3).

0 F 0 F r 0 F
(13) ABt - ABt = (Bt - Bt) - [m (Yt— Yt) - to(yt- Yt)]

g _ 0y _ . ¥ F _ F
+ [m (yt yt) (JIBt (go gO)Y )]+ (to go) Yt

Differences in fiscal impulse measures arise because of
differences in adjusted budget balances. We can address the questions
raised in the introduction by closely examining differences in adjusted
budget balances. Thé first term represents differences in estimates of the
actual budget balance arising, for example, from different accounting
procedures used by the OECD and the IMF. The second term accounts for

differences in estimates of cyclical revenues. The third term accounts for

differences in estimates of cyclical expenditures., Both the second ard

third terms involve differences in parameter estimates and potential ocutput

estimates as well as implicit methodological differences. The fourth term

accounts for the fact that the IMF removes the trend budget deficit whkereas

the OECD does not.
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IV. An Examination of the Numbers

Sources of the Discrepancy in Adjusted Budget Balances?

Table 3 presents the level of the adjusted budget balances
impliecit in the most recent QECD and IMF publicétions (December and October
1985, respectively) for the United States, Japan, and Canada. The table
allocates the discrepancy in the two measures according to equation (13).
(Note that table 4 reveals that the percent distribution of the total
discrepancy in the ratio of adjusted balances to GDP among potential
sources is similar to that of levels.) Referring back to table 3, note the
size of the discrepancies between the two measures and the large number of
discrepancies about whether the economy in question has a surplus or
deficit, particularly for Japan and Canada. For the United States large
discrepancies occur in the cyclical expenditure and cyclical revenue
adjustments while the fiscal drag adjustment (made by the IMF and not made
by the OECD) contributes very little to the discrepancy. In both Japan and
Canada, fiscal drag accounts for more than 100 percent of the discrepancy
in adjusted budget balances in all years except one (Canada 1983),
indicating the relatively large gap between tax and spending rates.

The more relevant comparisons are made in tables 5 and 6 which
present thsse same allocations for changes in adjusted balances and changes

in the ratio of adjusted balances to GDP, respectively. As stated in the

9source data for the calculations in this section were provided by the OECD
and the IMF. Calculated "fiscal impulse" measures may differ from the
measures actually published by the agencies due to rounding errors and
discrepancies created by using slightly updated source data.
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first section of this paper, the direction of change of adjusted balances
(in levels and ratio form) is usually the same for both agencies; the
exception here is Canada for 1982. 1In general, the pattern of the
discrepancy in changes in levels of adjusted balances is similar to the
pattern that emerges in levels or ratios. For the United States, except for

1979, most of the discrepancy in changes in levels is accounted for by

estimates of cyclical revenues and/or expenditures. Fiscal drag again
accounts for a relatively small fraction of the discrepancy in all years.
1979 was an unusual year in which estimates by each agency of the actual
change in the budget balance differed a great deal ("other"). And in 1982,
a year of deep recession, cyclical revenue and cyclical expenditure
adjustments differed a great deal, even though the overall discrepancy was
relatively small.

The data for Japan present a different picture. In most years,
fiscal drag consistently accounts for a large share of the discrepancy in

the change in levels, while cyclical expenditure adjustments account for a

relatively small share. In 1981 and 1982, the agencies' estimates of the
change in the actual budget balances were quite different. Finally Canada
appears to be a hybrid case where each category of adjustment, except
"other", plays a major role in explaining the discrepancy in some years and
a minor role in other years. Fiscal drag, however, appears to account for
a consistently large share of the overall discrepancy.

The picture is somewhat different in table 6 where the

discrepancy in changes in the ratio of adjusted balances to GDP are

allocated among the various potential sources of differences. Although
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some patterns emerge, they are less obvious. For the United States, fiscal
drag again plays a minor role in explaining the overall discrepancy between
fiscal impulse measures. The other three categories explain major or minor
shares depending on which year is examined; in 1982, a recession year, all
three categories show that the OECD and IMF measures diverged widely. For
Japan, no clear pattern emerges except that cyclical revenue adjustments
accounted for a consistently large share of the total discrepancy in fiscal
impulse measures for Japan. Finally, for Canada no clear pattern emer ges

at all.

Isolating Differences in Adjusted Balances and Fiscal Impulse

Although eq. (13) is a useful decomposition of the discrepancy in
fiscal impulse measures, one can easily think of other decompositions. For
example, answers to the following question would be useful: What part of
the overall discrepancy is traceable to differences in parameter estimates,
differences in estimates of potential GDP, or differences in methodologies?
Unfortunately, parametric differences are difficult to interpret and
methodological differences are difficult to quantify.

Parametric Differences:

Differences in the two measures arising from differences in
parameter estimates are difficult to interpret. The QECD parameters for

time period t are estimated marginal rates derived from estimated short-run

income-elasticities of revenue and expenditure and actual revenue and

expenciiture shares in time period t. The IMF parameters are actual ratios

(averzge rates) of revenues to GDP and expenditures to potential GDP
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measured in the base year and implicitly assume that the tax elasticity
with respect to actual GNP and expenditure elasticity with respect to
potential GNP are unity. These parameters are presented in table 7.
Expenditure parameters differ significantly because of methodological
assumptions. Setting parameters equal is artificial because each set of
parameters is associated with methodological assumptions and their
differences are difficult to interpret and misleading. These computations
are therefore not pr'esented.10

Differences in Potential GNP:

Contributions to the total discrepancy in the two measures
arising from different estimates of potential GNP can be calculated anc

interpreted unambiguously. The following expression represents the

1070 estimate this contribution one can compare the discrepancy in adjusted
balances derived in eq.(13) to one derived under alternative parameter
assumptions. Two alternative assumptions are that both agencies use either
the OECD parameters or the IMF parameters. Setting the OECD parameters
equal to the IMF's is equivalent to assuming that the real world is
characterized by unit-elasticity of tax and spending rates so that OECD
estimates of marginal rates are identical to the IMF estimates of average
rates. Equations (a) and (b) below represent the contribution to the total
discrepancy of each agency using its own estimate rather than both ager.cies
using the same parameter estimates, either the OECD's or the IMF's,
respectively.

r * r*¥ F
(a) -t -m)Y + (g -m )Y
0 t 0

r g o]
(b) -lm-t)-(m-g)]Y-Y)
o] 0 t t
Note that m’® is not a parameter estimated by the OECD, but it can safely be
assumed that it would be close to the IMF's estimate g%  Tpese equations

represent the difference between the discrepancy in adjusted balances as
calculated by each agency and the discrepancy assuming each agency uses the
same parameters, either the OECD's as in eq(a) or the IMF's as in eq (b).
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contribution to the overall discrepancy arising from the IMF using its own

estimate of potential, rather than the OECD's.
(1ka) - go(YF- y0)

Likewise, the following expression represents the contribution arising from

the OECD using its estimate rather than the IMF's.‘?

(14b) - (m" - m8)(YF - Y0)

1We can also isolate the difference in adjusted budget balances arising from
methodological choices by controlling for all other factors. These factors
include parameter estimates and estimates of potential output. Assuming
parameter estimates and potential output estimates are identical leaves the
following expression:

r g P g P * P
m ~-m)Y +m (Y -Y)-[UIB+g Y]
t t t t o t
P 0 F
where Y =Y =Y
t t t
r g
and m =t ;m =g .
o} o}

This expression demonstrates that the IMF excludes fiscal drag (the first
term) and that adjustments for cyclical expenditures are quite different
(the second and third terms). Note further that if the economy operates at
potential, then under these two assumptions the only difference is fiscal
drag:

r g P
m -m)Yy .
t

The OECD perceives fiscal drag as part of the structure of fiscal policy
whereas the IMF-does not. This difference in adjusted budget balances
remains regardless of the assumptions made.
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Numerical estimates of these contributions are presented in table
8 for levels, table 9 for changes in levels, table 10 for ratios, and
finally table 11 for changes in ratios. As the tables reveal, a
considerable portion of the total discrepancy can be attributed to
differences in estimates of potential GNP by the two agencies, regardless
of whether one uses levels (ratios) or changes in levels (ratios). For
levels and ratio measures the United States data has a largér share of the
total discrepancy attributable to potential GNP estimates than either Japan
or Canada. For the change in levels form, Japan has the largest
discrepancies. For the change in the ratios data (table 11) there is no

clear pattern either within a country or across countries.

V. Conclusions

General Conclusions

The QECD and IMF measures of fiscal impulse differ in at least
four fundamental ways: (1) the OECD includes fiscal drag under the
presumption that it is part of the "structure" of fiscal policy, while the
IMF excludes it from its adjusted measure of the budget balance; (2) the
QECD and the IMF both adjust for cyclical factors but they do so
differently; (3) the OECD estimates its marginal tax and expenditure rates
from a structural model (m', m8) whereas the IMF assumes unit
income-elasticity of its parameters and uses historical average tax and
spending rates (ty,, 8o5); and (4) each agency uses different estimates of

potential output.



8°H1- 9°01- L H1-
L 21~ L°0T- 1°H1-
L' ET- 2°hi- 6°01-
0°22- 991~ L 6-
L 92- 0°12- 9°02-
0°¢€I- b el- b el-
0°8% 8° 8§ 0°9s
0" ¢¢ 0° 9% 5'¢h
6°6¢ 8°92 8782
||mme €861 286

2 c2- 6°02-
I-¢2- g b2-

¢ L- 99—
0°¢T- 0°91-

6 02- b 62—
0°S1- 0 T1-
L9 g 18

S op 2'29

182 122

T 1861 0861

2°12-
€62~

8%~
L 11~
0°¢2-
9°01-
G5°06
1°99
¢ 81

6L61

TYILNILO0d dWI ONISN LON WOJd
IVILANIL0d 0230 ONISN LON WO¥d
(1v10L 40 %) SNOILNGI¥LINOD @3LVIOSI
($0 40 SNOITTIE) ADNVLIYISIA 1ViOL
VAVNVO

TYILN3L0d JWI ONISN 1ON WOdd

IVILNILO0d @230 ONISN LON WOdd
(V104 40 %) SNOILNGIYLNOD Q3ILVIOSI
(A 40 SNOITTI¥L) ADNVJ3YOSIA q<%@%<ﬁ

TVILNIL10d JWI ONISN 1ON WO¥Ad
TYILN3L0d dO30 ONISN LON WO¥4
(Y101 40 %) SNOILNGININOD @31VI0SI
($ 40 SNOITTIE) AODNVJIYISIA 1ViOL
S31VLS J3LINN

dN9 1VILN3L10d NI S3IONI¥I44IA 40 (ST13IATT) AINVJ3YISIA TVLIOL 3HL 0L SNOILNEINLINOD

g °19el



€702t
2'2s

b
§ 9.1
T°58l
b

TVILNIL10d NI

SIONIAIJ4Id

681~
1°'81-

8-
8 h2I-
2 L8~
b -

NI 3JONVHI)

6 16-
€ eeT~-

€ -

IVIINIGL10d 4WI 9NISN 1ON WO¥d
TVILN3L10d 0330 ONISN 1ON WOdd
(1V101 40 %) SNOILNEIYLINOD Q3LVIO0SI
($3 40 SNOITTId) AINVJI¥ISIA V10l
VAVNVYD

TVILNIL0d JWI ONISN L1ON WO¥d
TVILINIL10d 330 9NISN 1ON WOdd
(Tv10l 40 %) SNOILNGININOD d3LVI0SI
(A dJ0O SNOITTIYL) ADNVJ4IAISIA 4<hmw .
NVdV

TVILNIL0d JWI ONISN LON WO¥d
TYILNI10d @230 ONISN LON WO¥J

(TV101l 40 %) SNOILNEIYINOD @3ILVI0SI
(s 40 SNATIITAY AJNVJIINACTA 1ving

S31V1S Q3LlINN

AONVdIdISIA Tvi01 3IHL 01 SNOILNGINLINGD



L6G HI-
8hH eI~

H60 " ¢~
268 12-
60" L2~
16€° -
€90°2h
021 1¢
L80° 1

910°01-
I 11-

LTY ¢~
961°91-
€16 12~
99L" -
09€° LY
€6T°¢H
98"

ehe eI~
0TL " bI-

916" 2-

H€G ' 6-

€20 12-
146°H-

629° LY

G88°¢H

826"

L02°£2~-
L12 €2~

LET°2-
L£6°21-
12¢°12-
£L0° G-
H81°¢9
€he’'8h
006"

G£8°02
188 H¢

TL1°2-
L10°91
980" 9¢
€hG ' H-
15682
8L9°H9
808"

- Ghe 12~
- 60Y°G92~-

L81°2-
- gsL 1T
- 86§°g2-
202" H-
964" 16
652" L9
982"

IVILNIL10d JWI ONISN LON WO¥d
IVIINILOd GJ30 ONISN LON WOdd
(1v10l 30 %) SNOILNGIYINOD d3LVIOSI
(dN9 40 LN3J¥3d) AONVJL3YOSIOA 1VIOL 5
VAVNY

TVILNIL0d dWI ONISN 10N WO¥d
IVILN3L0d 4030 9NISN LON WOdd
(1v101 40 %) SNOILNYGIYLINOD d3LVIOSI
(dN9 40 LIN3J¥3d) AODNVJIYISIA g<how
NYdvr

IVILNIL0d JWI 9NISN L1ON WO¥d
IVILN3LO0d 0330 ONISN 1ON WO¥d
(V101 40 %) SNOILNGIYINOD A3 LVI0SI
(dN9 40 LIN3J¥3d) AINVLIYISIA 1VIOL
S3LVIS Q3LINN

dN9 TVIINILOd NI S3IONI¥IJ4IA 30 (SOILVY) AONVJIYISIA 1VLIOL IHL OL SNOILNGININOD

0T =T19®EL



968" ¢¢-
160" 8-

£2¢ -
9¢5°0G9-
2he eh-
T AN
1€9°G1-
58682
bLT -

€0E°6-
2al L~

20§”

SHI GHI-
199°6
§02° -
152 18-
€81 ¢G-
590"

TVILN310d NI

12L° €1~
§29° 8-

6LL"
L19°8L1
2I8°9¢
201 -
605°26H
G565 °STIT
820° -

S3IONIY¥3I441Ida

28 H2I- LH2° 16
LYy L21 680° L6

G¢0° - 910" -
€96 ¢1- G8T1°'211-
109761~ ZLlb’ LH-
0¢s” 691" -
LEH H/L §9¢° 06
29568 £€98°2¢-
260" - 120 -
1861 0861

40 (SCI1V¥ NI 3IONVHI)

11 °149BlL

beer2¢- TVILNIL0d dWI ONISN LON WO¥H
9.£° 8%~ TVILNIL10d 4230 9NISN LON WOAd
(1v101 40 %) SNOILNGIYLINOD @31V10SI
989" - (dN9 40 IN3J¥3d) ADNVYJIWISIA TviolL
VAVNVI
805 16~ TVIINILOd JWI ONISN L1ON WOdd
SST1°09- TVILN3L10d @230 9NISN LON WOAd
(1v10L 40 %) SNOTLAEI¥LINOD Q3ILVYI0SI
€61° - (dN9 40 IN3J¥3d) ADNVJIYISIA 1TviOlL
NYdvr
888 1¢- TVILN3L10d 4WI 9ONISN 1ON WO¥d
969°61 TVILNIL0d 02330 9NISN LON WO¥d
(1v10L 40 %) SNOILNGI¥LINOD Q31V10SI
bLT (dN9 40 1N3JU3d) ADNVLIUISIA 1viOlL

S31V1S Q3LINN

AJONVd3¥ISIAd TvV10L IHL 0L SNOILNFGINLNOD



_19_.

Each measure has methodological biases. Even if each agency used
the same parameters (which would move the methodologies closer to each
other), and the same measure of potential GNP, and even if the economy were
on its potential (or some other well defined) growth path, the two measures
would differ. This difference arises because the OECD perceives "fiscal
drag" as part of the structure of fiscal policy and therefore includes it
in its adjusted balance, whereas the IMF removes it.

In the IMF's methodology, a change in tax receipts creates an
impulse when revenues change as a share of actual GNP, while changes in
expenditures creates an impulse when expenditures change as a share of

potential GNP and when there is a change in the GNP gap. In other words,

the IMF perceives revenues which are more than proportional to actual GNP
(rather than potential GNP) as diminishing stimulus and it perceives
government expenditures (other than unemployment insurance benefits) which
are more than proportional to potential GNP as adding to stimulus. The

OECD, on the other hand, attempts to remove all "built-in" stabilizer

effects that result from deviations from potential output. In this sense,

the OECD's measure is more complete and consistent in cyclically adjusting
revenues and expenditures.

Which fiscal impulse measure is "best", however, clearly depends
on its uses. The "structural" approach used by OECD can answer some
relevant questions more accurately (but not necessarily as easily). The
IMF measure gives a bad answer to the question, "What would the budget
balance be along a trend path (possibly potential) of GNP?", and it gives a

bad answer to the question, "What part of the change in the actual budget
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balance originates in changes in policy, either discretionary or
programmed?". The IMF measure would yield poor results in comparing budget
outcomes of various fiscal policy proposals (which is where the structural
approach excels, as demonstrated by the Congressional Budget Office). And
the IMF approach cannot accurately answer the question, "How much must the
current balance be increased, using discretionary sources, to balance the
budget at some level of output?".

The OECD approach can in principle answer all these questions,
but it relies on parameter estimates from structural models that are not
necessarily accurate or even reasonable representations of the real world.
Major strengths of the IMF measure are its simplicity, that it requires
no scphisticated model or data, and that it yields results that are
qualitatively similar to the more complicated OECD measure. Each measure
is probably more reliable as an indicator of fiscal ease or tightness
within a country over time than it is as a quantitative measure comparing

fiscal impulse across countries.

Specific Conclusions

Section III of this paper created an allocation scheme for
explaining the difference between estimates of fiscal impulse measures.
This scheme allocated the total discrepancy to cyclical revenues, cyclical
expenditures, fiscal drag, and "other". One clear pattern that emerges is
that the exclusion of fiscal drag by the IMF accounts for a much smaller
share of the disrepancy in measures for the United States than for Japan

and Canada, regardless of whether one examines levels (ratios) or changes
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in levels (ratios). For the United States in particular, differences in
estimates of cyclical revenues and cyclical expenditures account for
consistently large shares of the total discrepancy in measures. For Japan
and Canada, fiscal drag explains a much larger share of the total
discrepancy, but cyclical revenues and expenditures also play a major role
at times. No other consistent patterns emerge for this particular scheme.

It was also possible to quantify the contribution to the tcotal
discrepancy in fiscal impulse measures of differences in estimates of
potential GNP. It was found that a largeAshare of the discrepancy cen be
attributed to differences in potential GNP estimates, particularly fcr the
United States data.

Other differences, such as parameter differences, were not
sensibly quantifiable. The IMF assumes that tax receipts are unit elastic
with respect to actual GDP, while government expenditures (excluding
unemployment insurance benefits) are unit elastic with respect to potential
output. The OECD instead estimates short-run marginal tax and spending
rates. While comparing the OECD's m" and m8 with the IMF's t, and g
might be a useful exercise, it will not capture all of the discrepancy in
measures created by the different assumptions used to generate these
parameter estimates. Because of this difficulty, it was not possible to
quantify the effects of methodological differences (i.e., differences due
to factors other than parameter differences and differences in potential
GNP); but all other results point in the direction of concluding that the

two measures are methodologically quite different,.
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