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Abstract

This paper attempts to provide a framework to explain both the lower share of current
spending in large fiscal adjustments and the potential expansionary effects of fiscal
contractions. We distinguish between current spending and productivity enhancing public
investments and analyze the potential determinants of the policy maker's choice for the
composition of overall public spending. Using this framework, we also link the overall
macroeconomic performance to the public spending decisions. Our results suggest that
raising current spending at the expense of public investment is associated with less
favourable performance in terms of not only inflation and output but also, interestingly,
future ‘current’ spending.
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Pruhryhu/ lqfrph lqhtxdolw| dqg vrfldo ru hwkqlf iudfwlrqdol}dwlrq pd| dovr ohdg wr dq lq0
fuhdvh lq jryhuqphqw frqvxpswlrq vshqglqj dlphg dw csodfdwlqj rssrvlwlrq* ^Hdvwhuo| dqg
Ohylqh +4<<:, dqg Dqqhww +5334,`1 Vlploduo|/ d kljk ghjuhh ri lqfrph dqg zhdowk lqhtxdo0
lw|/ hvshfldoo| lq ohvv ghyhorshg dqg ghyhorslqj frxqwulhv/ xvxdoo| eulqjv derxw dq xqvwdeoh
srolwlfdo hqylurqphqw ^Dohvlqd dqg Shurwwl +4<<9,`1 Wkhuhiruh/ jryhuqphqwv lq vxfk srolwl0
fdoo| xqvwdeoh hqylurqphqwv kdyh juhdwhu lqfhqwlyhv wr iroorz srsxolvw srolflhv zklfk idyru
uhglvwulexwlyh sxeolf vshqglqj/ iru h{dpsoh/ lq wkh irup ri sxeolf zdjh lqfuhdvhv1

<Lw lv srvvleoh wr lqwhusuhw �5 lq d vlplodu idvklrq1 Wkh juhdwhu wkh srolwlfdo glvwruwlrqv
wkh juhdwhu zloo eh wkh jryhuqphqw*v dyhuvlrq wr ghyldwlrqv ri vshqglqj iurp wdujhw1
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43Lw vkrxog eh qrwhg wkdw wrgd|*v lqfxpehqwv zrxog vwloo ghulyh xwlolw| iurp kljkhu
rxwsxw lq ixwxuh hyhq zkhq wkh| duh qrw lq r!fh1 Krzhyhu/ jlyhq wkdw jryhuqphqwv
douhdg| glvfrxqw wkh ixwxuh dw d kljkhu udwh wkdq grhv vrflhw|/ hohfwrudo xqfhuwdlqw| ixuwkhu
lqfuhdvhv vxfk lpsdwlhqfh dqg wkxv h�hfwlyho| uhgxfhv wkh ehqh�wv ylv0d0ylv wkh frvwv ri
sxeolf lqyhvwphqwv1
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