
New Approaches to Economic Challenges [A6]
How much scope is there to achieve growth 
and equity friendly fiscal consolidation

Theme of The projecT

Post-crisis fiscal consolidation is still necessary

Despite sustained efforts in recent years to 
rein in budget deficits, many OECD countries 
still require substantial public finance consol-
idation. This need results from debt accumu-
lated before the crisis and expanded during 
it to rescue banks and support aggregate de-
mand. Moreover, long-term pressures on pub-
lic spending will intensify with changing de-
mographics and rising pension and health care 
costs. 

Consolidation strategies can have wide-ranging 
effects…

Fiscal consolidation complicates the task of 
achieving other policy goals. In most cases, it 
weighs on demand in the short term. If the se-
lection of consolidation instruments receives 
too little attention, it can also slow the process 
of global rebalancing, undermine long-term 
growth and exacerbate income inequality. It is 
therefore important for governments to adopt 
consolidation strategies that minimise these 
adverse side-effects. 

… requiring complementary policies 

The project analyses near and long-term consol-
idation needs of OECD countries and proposes 
consolidation strategies that take into account 
other policy goals as well as country-specific 
circumstances and preferences. This approach 
assesses consolidation strategies in terms of 
their growth, distributional and budgetary 
consequences. Where very large consolidation 
is needed, there will likely be harmful tax in-
creases and spending cuts, which need to be 
complemented with additional policies to im-
prove efficiency. 

resulTs of The work sTream

The approach considers fiscal consolidation pol-
icies … 

The study proposes a structured way of select-
ing fiscal-consolidation instruments consistent 
with growth, equity and global-rebalancing 
objectives. Potential instruments include re-
ductions in public spending (subsidies, public 
investment, healthcare and education spend-
ing) and social expenditure (unemployment 
benefits, sickness and disability spending, pen-
sions), and increases in taxes (income tax, cor-
porate income tax, property tax, environmen-
tal tax, consumption tax). 

… and their short and long-run trade-offs with 
growth and equity objectives

Consolidation instruments can be ranked ac-
cording to their effects on short- and long-
term growth, income distribution and current 
accounts. 

In the short term, all the selected instruments 
are estimated to have a negative effect on 
growth, and the majority have a negative ef-
fect on equity (with the exception of subsidy 
cuts, and personal corporate, and property tax 
cuts). In the long run however, these effects 
may differ. For instance, fiscal consolidation in-
struments such as spending cuts in pensions, 
sickness and disabilities payments as well as 
unemployment benefits, may boost long-term 
growth but at the expense of equity.  Coun-
try policy settings and complementary policies 
also strongly influence these effects. 

New approaches / policy implica-
TioNs

Thinking about the side-effects of fiscal consol-
idation polices… 
Ranking consolidation instruments based on 
their consequences for growth, equity and 
the current account makes it possible to opti-

Project PaPers

• Cournède, B., Goujard, A., 
Pina, A.,( 2013), “How to Achieve 
Growth- and Equity-friendly Fiscal 
Consolidation?: A Proposed Meth-
odology for Instrument Choice 
with an Illustrative Application to 
OECD Countries”, OECD Economics 
Department Working Papers, No 
1088, OECD Publishing.

• Cournède, B., Goujard, A., Pina, 
A., de Serres, A., (2013), “Choos-
ing Fiscal Consolidation Instru-
ments Compatible with Growth 
and Equity”, OECD Economic Poli-
cy Papers 7, OECD Publishing.

• OECD (2013), “How Much Scope 
for Growth and Equity-Friendly 
Fiscal Consolidation?”, OECD Eco-
nomic Policy Notes, No. 20, July 
2013, OECD Publishing.

mise country-specific consolidation strategies. 
These packages start with the most desirable 
instrument and move down the ranking until 
consolidation needs are satisfied. 

… can highlight appropriate instruments …

The study indicates that half of OECD coun-
tries can fulfil their short- to medium-term 
consolidation needs with well-ranked instru-
ments only. Well-designed packages therefore 
seem capable of allowing consolidation with-
out compromising growth and equity.

Almost another half of OECD countries can 
achieve more than half of the required consoli-
dation with well ranked instruments. 

Finally, three countries (Japan, United King-
dom and the United States) are simulated to 
implemented more than half of their short-
to-medium-term consolidation needs through 
badly ranked instruments. This implies that 
their consolidation efforts are likely to involve 
substantial adverse side-effects. They can re-
duce these adverse side-effects by using well 
ranked instruments more intensively than the 
simulations conservatively assumed.

… to manage long-run fiscal consolidation…
 
Despite facing generally stronger consolidation 
needs in the long than the short term, twenty 
countries would manage to reach stable debt 
levels of around 60% of GDP by relying on 
well-ranked instruments alone. In the simu-
lated packages with a long-term horizon, six 
countries use some poorly ranked instruments 
but can nonetheless achieve more than 50% of 
their adjustment compared to well-ranked in-
struments. Finally, a few countries would have 
to implement considerable consolidation in 
the long run and would have to rely on poor-
ly-ranked instruments (with greater adverse 
effects on long-term growth and equity objec-
tives). 

On average across countries, spending cuts 
would constitute 41% of short- to medi-
um-term and 65% of long-term consolidation 
packages. Tax hikes would account for the rest 

of the required consolidation. 

… while structural policies can ameliorate harm-
ful side effects 

In many simulations, countries choose fiscal in-
struments that can be detrimental to growth 
or equity. Nevertheless, potential trade-offs 
between consolidation and other policy objec-
tives can be mitigated by exploiting the scope 
for efficiency gains through structural reforms. 
For instance, introducing tuition fees in higher 
education coupled with means-tested grants 
or loan guarantees can improve public financ-
es, possibly spur growth by encouraging ter-
tiary schooling completion and help to correct 
the regressive impact of public spending on 
tertiary education. On the tax side, the growth 
impact of raising tax revenues can be reduced 
by closing loopholes and by broadening the 
tax base (by curbing fraud and evasion) rather 
than by increasing tax rates. 


