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Non-technical Summary

The composition of public spending has been changing in Europe and in OECD
countries over the past decades; the share of public investment has declined while that
of other spending categories has increased. In previous studies, the longer-term decline
in the share of public investment has often been attributed to structural fiscal
consolidation efforts, in part linked to the establishment of fiscal rules in the Maastricht
treaty and the Stability and Growth Pact. Shorter-term changes in the relative shares
have, in turn, been explained by the different cyclical characteristics of public
investment and other expenditures, with cyclical downturns generally associated with a
decline in the relative share of investment and cyclical upturns with an increase. While
there is, then, clearly a link between different types of changes in the fiscal stance and
the composition of public spending, our understanding of that link remains incomplete.

While we seek to fill that gap in this paper, we also wish to take the opportunity to
address two additional and related questions. First, are there asymmetries between
episodes of fiscal consolidation and relaxation as regards their impact on the
composition of public expenditure? Second, how has the decline in the relative share of
public investment affected its composition? In other words, have some components of
public investment reacted more strongly to structural and cyclical changes in the fiscal
stance than others?

This analysis is performed on a panel of 10 EU member states (Austria, Belgium,
Denmark, Finland, France, Germany, Italy, the Netherlands, Sweden, and the UK), with
annual data covering the period 1990-2006. We employ the Arellano-Bond General
Method of Moments (GMM) estimation.

Our results show that structural tightening of the fiscal stance increases public
investment relative to consumption expenditure with a lag of one year, while a structural
loosening reduces the relative share of investment with a similar lag. There is some
evidence that the gain in investment following a tightening is smaller than the gain in
consumption expenditure following a loosening. The component of investment
contributing most clearly to these patterns include hospitals and schools. Furthermore,
cyclical changes in the fiscal stance have a similar impact, although the evidence is less
robust for the measurement (values or volumes) of investment and consumption
expenditure. The components of investment responsible for the cyclical movements
include infrastructure and redistribution (such as social housing).
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Non-technical Summary

Zlozenie vladdnych vydavkov v Euréope av OECD krajinach sa v poslednych
desatro¢iach meni; podiel verejnych investicii sa znizuje, zatial' co podiel ostatnych
zloziek sa zvysuje. Doterajsi vyskum tento dlhodoby pokles Casto pripisuje snahdm
o Strukturalnu fiskdlnu konsolidaciu, scasti suvisiacu s fiskdlnymi poziadavkami
Maastrichtskej zmluvy a Paktu stability a rastu. Na druhej strane, kratkodobé zmeny st
vysvetlované réznymi cyklami vladnych investicii a d’alS§ich vydavkov — cyklicky
pokles byva asociovany s poklesom podielu investicii, cyklicky narast zase s jeho
zvySenim. Hoci sa teda modze zdat, Ze medzi roznymi zmenami fiSkalnej politiky
a zloZzenim vlddnych vydavkov je jasna suvislost, stile tu zostava niekolko
nezodpovedanych otazok.

V tomto ¢lanku sa na ne pokusime najst’ odpoved’ a zaroven vyuzijeme tito prilezitost’
na zodpovedanie dvoch dalSich suvisiacich otdzok. Za prvé, je medzi epizddami
fiskalnych konsolidacii a uvol'neni nejaka asymetria vzh'adom na ich vplyv na zlozenie
verejnych vydavkov? Za druhé, aky ma vplyv pokles podielu vladnych investicii na
jeho zloZenie? Inymi slovami, reaguju niektoré zlozky vladnych investicii intenzivnejsie
na Strukturdlne a cyklické zmeny vo fiSkalnej politike nez druhé?

Tato analyza je prevadzana na paneli 10 Clenskych krajin EU (Rakusko, Belgicko,
Dansko, Finsko, Francuzsko, Nemecko, Taliansko, Holandsko, Svédsko, a Velka
Britania) s vyrocnymi datami pokryvajicimi obdobie 1990-2006. Na odhady je pouzita
Arellano-Bond General Method of Moments (GMM).

Z nasich vysledkov vyplyva, ze Strukturdlne utahovanie fisSkalnej politiky zvySuje
podiel verejnych investicii k vydavkom na spotrebu s oneskorenim jedného roku, zatial’
¢o Strukturalne uvolfovanie tento podiel zniZuje s rovnakym oneskorenim. Je tu ista
evidencia, Ze ndrast investicii po fisSkdlnom utiahnuti je mensi neZ ndrast spotreby po
uvol'neni. Tato schéma je zrejmd najmi v investicidch do nemocnic a §kol. Z vysledkov
dalej vyplyva, Ze cyklické zmeny vo fiSkéalnej politike maja podobny vplyv, aj ked’
tento zaver je menej robustny vzhl'adom na rozliéné merania (ceny a objemy) investicii
a vydavkov na spotrebu. Z komponentov tuto schému kopiruji najmi investicie do
infrastruktury a prerozdel'ovania (byvanie pre socidlne pripady).



