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THE NCE VISION AND THE NKE VISION ON THE POTENTIAL
EXISTENCE OF A BUDGET POLICY STABILISER IN EUROPE’

The work investigates the existence of a stabilising budget policy, passing through the analy-
ses of supportes of New Classical Economics (NCE) and the supporters of New Keynesian
Economics (NKE). The analysis starts from the experience of 3 countries in the 1980s, these are
Denmark, Ireland and Sweden. In all 3 cases the adoption of restrictive budget policies provoked
a strong, rapid and enduring resizing of public debt, and the growth did not weaken, moreover it
accelerated. In all 3 cases the logic behind the policy mix actions allowed the individualisation of
the respective roles of fiscal and monetary policies. Fiscal policies were joined with fiscal instru-
ments and the reduction in public spending and furthermore monetary policy was accommodated
in respect of budget contraction. It is not possible to have a single method guaranteeing the success
of a fiscal manouvre. Therefore, the general theory of keynesian, non-keynesian or anti-keynesian
effects of fiscal policy still needs its formulation.
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Ouneccannpo Mopceti
HEOKJIACUKHN TA HEOKEMHCIAHIII IIIO/10 ITOTEHIIIATBHOTO
ICHYBAHHS CTABLIII3ATOPA BIOJIZKETHOI ITOJITUKHA
B €BPOIII

Y cmammi docaidxwceno numanns cmabiaizauiiinoi 6100xcemuoi noaimuxu ¢ Kowmexcmi
PO3BUMIKY 080X €KOHOMIMHUX WIKIA — HEOKAACUMHOT ma HeoKeluHCiancokoi. Anaaiz npoéedeno Ha
npuxaadi 3 kpain — Jlanii, Ipaandii ma Illseuii. Y e6cix mpvox eunadkxax nputinamms
o6mexncyeaivnoi  0r00xcemnoi noaimuku npuzeeao 00 CMPIMKO20 mMa CYMMEEO20
nepegpopmamyeants 0epycasnozo 06opzy, npu UubOMy eKOHOMIMHe 3POCHMAHHA He MIAbKU He
YROGIABHUAOCH, @ Ui HABNAKU — NPUCKOPUAOCH. Y 6CIX MpPboX eunaokax 6io6y10cv npunuyunose
po3medxcyéanns pickaivnoi ma mownemapuoi noaimux. Dickasvna noaimuxa y 6cix mpvox
Kpainax cnupaaacv GUKANOMHO Ha (HicKaabHi IHCMpPYMeHmU, CHPAMOBAHI HA 3HUNCEHHA
depicagnux eumpam. Y moii e 4ac MOHeMAapHy noaimuxy 6y10 30cepeornceHo Ha CKOpoHeHHi
6100cemy 63azaai. Konuenmpauis auwe na 00HOMY HANPAMKY 8 0aHOMY KOHMEKCMI He MoXce
2apanmyeamu ycnixy gickaavnux maneépie oepycasu. Lle 00600umo neobxionicmo Koncoaioauii
6 cOuHy meopilo KeliHCIaHCbKUX, HEKeUHCIAHCbKUX Ma AHMUKEUHCIAHCOKUX (PiCKaibHuX
nocmyaamis.

Karouosi caosa: 6rdocemua nonimuxa; cmabinizayis; €spona; HeOKAACUHMHA eKOHOMIKA,
HeoKelHCIaHCbKa eKOHOMIKA.
Dopm. 14. Jlim. 16.

Aneccanapo Mopcem
HEOKJIACCUKHN 1 HEOKEMHCUAHIIBI O ITIOTEHIIMAJTBHOM
CYILIECTBOBAHUU CTABMJIN3ATOPA BIOJKETHOM
ITOJINTUKHU B EBPOIIE

B cmambe uccaedosan onpoc cmabuiuzauuonnoli 6100¥cemuoil nOAUMUKU 6 KOHMeKcme
pazeumust 08yX IKOHOMUHECKUX WKOA — HEOKAACCUMEeCKOll HeoKelHcuanckol. Anaaus nposedén
Ha npumepe 3 cmpan — Jlanuu, Hpaanouu u Illeeyuu. Bo écex mpéx cayuasx npunsmue
ocpanuqusarouieil 6100X4cemHOli NOAUMUKU NPUBEA0 K MOMEHMAALHOMY U CYULeCINEEHHOMY
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nepegopmamuposanuro 20cy0apcmeenHozo 0042a, npu 3MoM Poch IKOHOMUKU HE 3aMedAUlics, a
HaoGopom yckopuaca. Bo écex mpéx cayuasx nociedosasuiue npoyeccol HOMO2AU PA32PaHu4UND
duckaavnyro u monemapuyio noaumuxu. DuUCKAIbHAA NOAUMUKA 60 6CeX MPEX CMPAHAX
ONUPAAACH UCKAIOUUMEAbHO HA (DUCKAAbHbIE UHCHIPYMEHMbL, HANPAGACHHbIE HA CHUMNCEHUE
2ocydapcmeennvix pacxodos. B mo e eépems monemapuas noaumuxa 0viia OCHOBAHA HA
coxpauenuu 06r00xcema Kax makxogozo. Konyenmpauus aumo na 00Hom Hanpaeienuu 6 maxom
KOHmMeKcHe He CMOMCem 2apaHmupoeams ycnexa (UCKAAbHbIX MAHeepos 2ocydapcmea. Hmo
0oKasvleaem Heo0X00UMOCHb KOHCOAUOAUUU 6 eOUHYI0 MeopUI0 KelIHCUAHCKUX, HEKeUHCUAHCKUX
U GHMUKEUHCUAHCKUX (DUCKAALHBIX HOCIMYAAMO08.

Karuesvie caosa: Owdxcemuas nosumuxa; cmaburuzayus;, Esepona; neoxaaccuueckas
9KOHOMUKA; HEOKEUHCUAHCKAS IKOHOMUKA.

1. Introduction

Nowadays the topics which are of interest in Europe are centered on the poten-
tial conflict between internal objectives of individual nations and the Union objec-
tives.

The question of public deficits and of the specific role assigned to budget poli-
cies has been the focus of analytic debates in economic and political circles since the
1990s.

In Europe, the growth of deficit and public debt at the end of the last century has
never been perceived as a consequence of poor economic performance. The aggregate
weight of social policies in most of Europe and the consolidated relations between
political agreement and public spending, justified by employment policies, allowed
for choices which are not always in line with the objective of rebalancing public-pri-
vate in the process of supporting growth. The situation has changed with the intro-
duction of the Euro and hence also the conditions of practicability of the budget pol-
icy in Europe.

On the one hand, it is evident that the European Union is a single market and a
potential area for common economic policy. On the other hand, at the same time the
Union is within the processes of globalization and technological revolution, which
bring their own more articulate approaches to budget policy (for more see Morselli,
2013).

The notions of "balancing” and "deficits" are often reconsidered. Today the eco-
nomic debate takes place substantially between those in favour of New Classical
Economics (NCE) and New Keynesian Economics (NKE).

Those who support NCE are the followers of a type of new Say's Law applied to
public deficits. They do not believe in stabilising virtues of budget policy supporting
demand, due to the fact that their analysis is concentrated on the supply side.

The NKE supporters are sceptical about the virtues of demand and are in agree-
ment on the fact that fiscal policy could improve global supply from the perspective
of endogenous growth.

These new theories of endogenous growth reaffirm the role of fiscal policy and
move towards a new flowing economy, which is to say a new school of synthesis that
prompts the aversion of Keynesian-integralists.

2. Effects of budget policies in Europe

Most modern economists find agreement on the allocated and distributive
effects which budget policies can have; whereas when it comes to stabilising effects
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there is more debate from those who support New Classical Economics (NCE) and
those who support New Keynesian Economics (NKE).

The followers of NCE ponder the potential consequences of a budget shock on
economic activity. For example, Barro (1990, 1991, 1992) considers 3 hypotheses in
his models:

The first is that budget balance, G; = T;, and incomes are made up of only forfeit
taxes.

The second refers to the distinction between two categories of public spending:
The relative spending to the services of final consumption and those relative to the
services of intermediary consumption. The first category of spending presents the
characteristic of substitution in all, or in part, to the spending for private consump-
tion and the second of producing services which increase the efficiency of private sec-
tor.

The third hypothesis is related to the distinction between definitive variations
and temporary variations in public spending. Such a distinction cannot be fully com-
plete without reference to the concept of "permanent level of public spending”, that
corresponds to a level of public spending which is constant, having the same actu-
alised value of the spending profile defined as G*, so that:

co=riy e /G+r)] m

With r as the rate of actualisation, supposed constant and equal to the real inter-
est rate.

It is in reference to this key concept that Barro defines as temporary and defini-
tive variations of public spending.

A temporary variation in public spending is the variation of a unit of public
spending in the first period, when G* is constant.

A definitive variation in public spending is a simultaneous variation and amounts
to an equal value of G (which is the period) and of G*.

The effects of budget shocks, as introduced by Barro, are different depending on
whether one examines a temporary variation or a definitive variation in public spend-
ing. The case of temporary variation of public spending Gj is indicative of a unitary
shock which corresponds to a movement in time of public spending and of the corre-
sponding tax, due to the fact the budget stays in equilibrium (with G* constant).

The consequences in the economic activity of this shock are: there is a simulta-
neous reduction in private global demand for goods to an amount equal to a unit
(with a < 1), because of the partial substitution of public demand by private demand,;
the net demand for goods (Y?) grows by (7 - ) unit; there is a growth in the global
supply of goods (Y®) by B unit, growth of the productive character (total or partial) of
public spending.

As a general rule, (O < o + B < b) one can verify that the shock (linked to the
temporary variation in public spending) has no effect when (limited case) o = 3= 0.
Barro is thus brought to the conclusion that temporary variation in public spending
G has the following effects:

1) an effect of global demand: Y, =(1 - a)Gy;
2) an effect on the global supply of goods Y, = 3+ Gy;
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3) an effect on the excess of the global demand for goods: Y,#- Y,*=(1-a- f)-G;.

Hence, it has an expansive effect on production because the relationship
between the variation of production and the temporary variation of public spending is
positive, as (71 - a - B) has a positive value (see, for example, Morselli, 2012).

Barro further adds that this effect is positive, it shows the positive effect of a tem-
porary budget shock, but in the moment in which the effect is less than 1, it indicates
a result of attenuation of the shock and not of amplification. In this case, it is
explained by the difference between the results obtained by Barro and the results of
traditional Keynesian multiplier.

For Barro it is an analysis of the supply of the public spending on demand and
on the global supply, while the Keynesian multiplier takes only demand into account.
According to Barro, there is a grade of partial substitution (a) between public and pri-
vate spending which has the effect of supply (f), that Keynes did not take into
account.

At this point in the reasoning it is not possible to avoid outlining some significant
points of the analysis of different multiplying effects for new classicalists (with budg-
et in equilibrium or in deficit) the multiplier effect is equal to zero, for the Keynesians
of the synthesis (budget in deficit) the multiplier effect is more than 1; for Barro — it
is less than 1.

The case of definitive variation in public spending corresponds to a simultaneous
increase and is equal to the amount of G and of G*, that can be analysed as an exten-
sion to the preceding case, examining an increase of G which shifts with the same
movement of G*, that brings about (at its limits) a continuous increase of G and of G*.

The impact on the growth G* of is the following. It has an effect on the global
supply of goods. In effect G* increases but T* also increases also T*, this brings about
a growth in the supply of work (because the forfeit tax has a yield effect but also a sub-
stitution effect).

Therefore, Y, = aG™*. It also has an effect on global demand for goods. Real
income of agents reduces just as their consumption. In effect, if G* increases by a
unit, agents receive a unity of collective services for every period, which directly sub-
stitute their consumption; but the same increase of G* brings 3 supplementary unit of
production for agents due to public spending.

Real income of agents therefore decreases by -( 7 - a - ) but as they contribute
to growth within production of a, the impact on the global demand is:

Yi=[-(1-a-pB)+alG* (2
at the end, therefore, there is an excess of net global demand for goods that is:
Yi/-Ye=[-(1-a-pB)+alG*- aG*; 3)
and therefore:
Y-Ye=-(1-a-PB)G™ 4)

The impact on the G growth is, in turn, the following, and this concerns the
previous case of shock to the budget for a temporary variation (G,) of public spend-
ing:

Yi9-Ye=(1-a-paG;. (S
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The impact on the simultaneous growth of G* and G,could be obtained through
the sum of previous results, in order to have:

Yie-Ypi=-(1-a-BG*=(-1+a+pG* (6)
To which is added:
Yi9-Yye=(1-a- PG, (7)
therefore, the excess of global demand for goods in this case is:
27 -Y)=(-1+a+pBG*+(1-a-PG;. (®)
From the moment that G* and G, show equal values of growth, we get:
27 -Ye)=(-1+a+p)-1+(1-a-p)-1, 9)
and therefore:
204 -Ype)=-1+a+B+1-a-B=0, (10)
for which:
Y2-YF=0. (11

In conclusion, surplus demand does not vary, global supply and demand vary to
the same proportion, the real interest rate therefore does not vary:
Equiproportional variation in global supply and demand is presented as:

forG;: Y7 =(1- )Gy, Yy =BG, (12)
forG*: Y/ =[-(1-a-p)+alG*, Yy =aG* (13)
for the sums: Y= (B+a), Y =(B+a) (14)

and, from the moment that G* = G, = 0, one can observe as the equiproportional vari-

ation that of (8 + a). A shock to budget can provoke a permanent increase in public
spending at the goods market, brings an equiproportional increase in supply and in
global demand to the amount equal to (3 + a), without a variation in real interest rate.

Hence, the global effect of a permanent budget shock on economic activity is
positive and therefore it is well distanced from the principle of inefficiency of stabil-
ising budget policy because a budget in equilibrium causes positive stabilising effects.
This determines a move back to the Keynesian approach. The supporters of NKE and
especially Mankiw (1989) and Romer (1990) are relatively sceptical about the effi-
ciency of a stabilising policy, even recognising the positive role of endogenous growth,
in terms of reallocation and distribution. A position relevant to Mankiw (1992), and
for certain verses indicative of a move back between NCE and NKE, is based on the
elements that should permit a Keynesian "reincarnation”.

Mankiw provides arguments that answer some questions on the efficiency of the
stabilising budget policy.

In the first instance, "the policy decision-maker should learn to live with infla-
tion because it derives from a low level of unemployment”. For Mankiw, just as for
almost all of the NKE supporters, a choice does not exist between inflation and
unemployment, because the Phillips curve is vertical. A stabilising budget policy that
fights unemployment today has no effect, at least while it does not accept that unem-
ployment is stronger than it was spontaneous.

AKTYAJIbHI [TPOBJIEMWN EKOHOMIKW Ne3(153), 2014



rPoLLl, ®IHAHCH | KPEAUT 443

In the second place, "the political decision-maker will be free to react discre-
tionally in response to changes in economic conditions, avoiding the application of
strict rules”. Mankiw thinks that if policy moves towards being discretional, this will
leave inflation to run and reduce unemployment, economic agents take the new pat-
tern of inflation and, consequently, see results as they expect in inflation; all that
would then cancel the potential effects of the discretional budget policy.

Furthermore, it confirms that budget policy is a powerful instrument of eco-
nomic stability while monetary policy is almost irrelevant.

In conclusion, the possibility of existence of a stabilising budget policy is today
put back into discussion as much by the current NCE school of thought, as the cur-
rent NKE. This brings one to ponder on the hypotheses which stay at the analytical
base in the two approaches and especially those relative to the stability of private sec-
tor, of which market economies are not characteristic examples.

3. Restrictive budget policies

In the traditions of economic analysis theories, the expected effects of restrictive
budget policies were recessive (Keynesian synthesis) or neutral (Ricardian equivalency).

Giavazzi and Pagano's (1990) analysis makes the results of a restrictive budget
policy evident. Surprisingly, it seems to bring to light expansive consequences, bring-
ing the usual accepted analyses back into debate.

Clearly, this is not a study without lively accompanying analytical contradictions
by different statistical works, for example the contributions of Alesina and Perotti
(1997); Bertola and Drazen (1993); Sutherland (1997); Creel (1998).

The analysis departs from the experience of 3 countries in the 1990-s (Denmark,
Ireland, Sweden), that have 3 points in common; the reduction of the deficit lasts at
least for 3 consecutive years in a relatively contemporary period (1982—1986 for
Denmark; 1987—1989 for Ireland; 1985—1987 for Sweden). In all the 3 cases the
expansive effect is seen with an improvement in growth and a contemporaneous
growth of consumption and investment.

In the Danish case, events are seen in conjunction with the process of recession
in the presence of public deficit (6,9% of GDP) and also in concurrence with a polit-
ical change of government that brings about a strong increase in public earnings, that
increases in turn GDP by 7 points, from 1982 to 1986. Public spending endures the
reduction of 5,5 points of GDP.

Successively, a tendency inversion comes about: the GDP growth rate of 3% and
the primary surplus of 3.5%. In the components of global demand, the consumption
of families grows in net terms, while the savings interest of families reduces by 2
points on GDP. The only negative data is represented by the balance of payments,
negative both from the start and throughout the period in consideration.

Even the Irish case is marked by a difficult circumstances such as the public deficit
being equal to 10,9% of GDP. Furthermore, in that context a new government whose first
measures brought about a reduction in public earnings of 3,1%, and public spending is
reduced by 12 points of GDP. The negative growth rate therefore passes 5% of GDP in 1989
and the primary balance will pass from — 4,2% of GDP in 1985 to 4,3% of GDP in 1989.

As far as the components of global demand are concerned, they increase con-
sumption and reduce savings, while the balance of payments in the first phase is pos-
itive, becoming negative later on.
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The Swedish context is linked to a measure of public finance that brings about
increases in the impositions of large reductions in public spending. The first grew by
2,6% of GDP, while the spending reduced by 5,5% of GDP.

In all 3 countries' experiences of adopting a restrictive budget balance, the reduc-
tion of public deficit was large, rapid and long-lasting. The growth did not weaken,
moreover it accelerated thanks to a contraction of families' savings interest and to
consumption growth.

In all 3 cases, one sees a drastic reduction in public spending. Fiscal pressure was
increased in Denmark and in Sweden and reduced in Ireland.

In any case, the data that held the biggest surprise was the growth of GDP and
the phenomenon of strong Keynesian unemployment.

The reasoning of policy-mix action in all 3 cases allows us individualise the
respective roles of fiscal and monetary policies.

Fiscal policies were combined with the fiscal instrument and the reduction of
spending. Therefore, the effects of the contraction are imputable to both these instru-
ments, this should lead us to an accurate analysis of the dynamics of these instru-
ments.

The Danish case, in this respect, poses two questions, taking account of the
importance of the increment of fiscal outgoings which accompanies a reduction in
spending. Monetary policies, on the other hand, were accommodating in the frame-
work of spending reduction. In Irish case the local currency devalued by 8% in 1986.
In Swedish case, the krona devalued by 16% in 1982, with the evidential effects of the
manouvre on both. It is about the processes of devaluation, prior to the adjustment,
that have taken place in small economies open to trade.

The contraction of budget, therefore could not have important effects on weak
budget multipliers for definition, given the marginal propensity on these countries'
importation. The accommodating monetary policy has perhaps been the key to suc-
cess of the programme of budget contraction in both countries.

In the Danish case, there was a small devaluation of 3% in respect of the cur-
rency of the European Monetary System (EMS), at the start of the restrictive policy.
However, successively, it was addressed by monetary policy: the Danish krone was
linked to the German mark within the EMS. This brought an immediate fall by 100
points on the base rate, which reached 10%. Immediately afterwards, again, a realign-
ment within the EMS brought about a revaluation of Danish krone by 2,5%, with a
fall in the base rate of 7,5%. Therefore, this was a strong monetary policy, with a fall
in inflation between 10 and 3%. Furthermore, the balance of commercial budget
endured a deterioration. Hence, in the Danish case the monetary policy was less
accommodating in respect to the other two cases and has played a different part in the
success of the recovery programme.

4. Keynesian, Non-Keynesian (or Ricardian) and Anti-Keynesian effects

Taking into account the terminology of Cour et al. (1996), one can distinguish
Keynesian (recessive) effects, non-Keynesian effects (neutral) and anti-Keynesian
(expansionist) effects.

These new analyses seem to be able to focus the research in 3 perspectives;
announcement effect (in the hyper-classical analysis, HC); composition-effect (in
the NCE); threshold-effect (in NKE). Giavazzi and Pagano, referring themselves to
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Danish and Irish experiences, gave an explanation in the hyper-classical view. This
makes the announcement-effect evident in the framework of "expectancy theories”
(in some ways these adopt the approach already forwarded by Feldstein (1982).

The situation which unfolds from the announcement-effect is that: every con-
traction of budget policies determines a change of expectancy in private agents. It is
notable that restrictive budget policy can come about from a variation in taxation or
of public spending.

If private operators reasonably expect a relevant reduction in fiscal duties
accompanied by an equal reduction in spending, the recessive Keynesian effect is
usually in the reduction of spending, can be cancelled out, or more than compensat-
ed for, by an expected expansion of the aggregate demand, linked to taxes reduction.

The families that interpret a contraction of budget as a signal of future reduction
in taxes therefore go and increase their consumption and reduce their savings.

Giavazzi and Pagano take up the arguments of Feldstein: the correction of pub-
lic spending through the reduction in spending is preferable to a correction through
the growth of taxation, as this growth poses a problem of credibility for a budget pol-
icy.

The announcement-effect linked to the process of expectancy shows that, con-
trary to the neutral-effect (compensation), attested in the NCE analysis, in the ver-
sion of Ricardian equivalency, budget policy can exert effects on global demand.
However, taking into account the possible complexity of varied effects and combina-
tions of variation in spending and public income, the real impact on aggregate
demand can swiftly become indeterminable in the ambit of a restrictive policy.

If the results of Giavazzi and Pagano confirm their theories, the results of other
works appear more dubious. Creel (1998), for example, illustrated how econometric
tests applied to the dynamics of Danish and Irish consumption produce satisfactory
results in the long term. Families do not come to consider the reductions of public
deficits as the signal of future reductions and fiscal duties.

Alesina and Perotti, in 1995, added the budget corrections of OECD countries
to the analysis and suggest a possible explanation from the viewpoint of revisited
NKE, emphasising a twin aspect; the permanent level of public spending (according
to Barro) is a modality of the correction's composition.

The decisive role of the permanent variable level of public spending is linked to
the possible presence of fiscal distortion in the case of non-forfeit imposition (almost
a generalised rule in advanced countries).

In effect, a distortive fall in taxation brings about positive effects on GDP
through the mechanism of supply-effects, the existence of which is inevitable in a
hypothesis of taxation with distortive effects. Therefore, every correction of the bal-
ance which brings about variation in the permanent level of public spending will have
an effect on the level of activity.

Not any less decisive is the role of the variable permanent level of public spend-
ing, that is linked to a differentiation between normal situations and restrictive budg-
et situations.

Under normal situation, adjustment has (as its objective) the adoption of
imposed charge on an almost invariable (and therefore permanent) level of public
spending.
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In a restrictive situation, an adjustment towards the lower permanent level proves
itself to be inevitable and can therefore bring about a positive supply-effect, towards
the expectancy of a fall in distortive taxation.

It is evident that, in the case of this composition effect, it is in a framework of
Ricardian equivalency revisited, from the moment that taxation does not exercise
neutral effects. Furthermore, this hypothesis can bring about anti-Keynesian behav-
iours (or allow the emergence of non-Keynesian behaviours, at that time the effect of
fiscal distortion could be neutralised), but it cannot facilitate Keynesian effects,
linked to the eventual rises of public deficit.

If the works of Alesina and Perotti can support the thesis put forward, there could
also be a fall in the savings rate at the moment of budget contraction, which could be
superior to the simulated previsions from the traditional equations of consumption;
this could bring about a possible uncontrollable effect. In effect the function of con-
sumption becomes unstable at the moment of budget corrections and that brings
about more significant empirical proof.

Framing their analyses in the NKE perspective back in the 1990s, Bertola,
Drazen and then Sutherland, proposed two explanations in terms of threshold-effect,
capable of generating a non-linearity in the functions of consumption and savings.

For Bertola and Drazen, the behaviour of reasonable private operators varies in
function in terms of public debt sustainability. Until the latter does not reach the
threshold of non-sustainability, agents can justifiably ignore the consequences of
accumulating public debt. While, when the threshold is reached, families anticipate
the authoritative intervention of a relevant adjustment.

If the monetisation or the default of the debt are to be excluded, a rise in taxation
should be expected; this induces reasonable individuals make savings consequently. It
is therefore a fundamental threshold effect for the consumption-savings choices.

For Sutherland, the behaviour of private reasonable individuals depends essen-
tially on the relative uncertainty of the intergenerational distribution of future taxa-
tion. Sutherland presents a model of interlinked generations, in which agents have a
limited duration. This means that the expiry of public debt has weak points because
the weight of the correction can be passed on to future generations and therefore pri-
vate agents will have Keynesian behaviours. In any case, with the increase in the
effects of expiry on the debt and the emergence of a threshold of unsustainability,
operators realise that the charge on the debt can weigh also upon their own genera-
tion and therefore adopt an anti-Keynesian behaviour. Therefore the reactions to a
budget policy can be many, in function with the agents' conscience which may have
agents over the generations who are called on to support the weight of the correction.
If private operators understand the imminence of an adjustment of relevant size, usu-
ally Keynesian, they can become anti-Keynesian. In this way a restrictive budget pol-
icy has recessive effects when the debt is of a small scale, and expansive effects when
the debt is of greater dimensions.

5. Conclusions

Notwithstanding all the forces which come into play, the method of analysis that
can guarantee the success of a fiscal manouvre has not yet been fully explored.

The interpretation in terms of threshold-effect does not explain the specification
of agents' expectancies with regard to the future expiry linked to budget adjustments
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when taxation ties do not exist in the analytical frame, apart from the generic refer-
ence to a threshold of unsustainability that is very different in different countries.

One might also question the state of agents' expectancies when the economy is
in Keynesian regime for a short period, or in a system of Ricardian equivalency with
a long-term horizon.

In conclusion, the general theory of Keynesian, non-Keynesian or anti-
Keynesian effects on fiscal policy is likely to still need formulation; to think that the
expectancies, more or less rational, can substitute together the variables which are
responsible for human decisions is quite misleading.
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