Factsheet: Fiscal Stimuli
In times of crisis, the biggest fear that economists have is that people stop spending money. Simply put, the modern capitalist economy relies on consumers to buy from producers in order to maintain and increase levels of investment. Consequently, workers can get paid, the state can tax its citizens and a certain standard of living can be maintained. Hence, the biggest efforts by governments to reduce the detrimental effects of the financial crisis comprise the construction of so-called ‘fiscal stimulus packages’. 

What is a Fiscal Stimulus?

In public economics - the link between politics and the economy - there are broadly three options to increase consumer spending, namely automatic stabilisers, monetary policy and fiscal stimulus packages. 

‘Automatic stabilisers’ are a fundamental part of any welfare state. These instruments are not linked to immediate political decisions but comprise ways in which governments transfer money to citizens. These include, for instance, social welfare transfers such as unemployment benefits or health insurance. These are called stabilisers as they give a boost to the economy in hard times and they allow people who face health problems or unemployment to continue consumption via, for example, total unemployment benefits which continue to increase as unemployment rises. 

‘Monetary policy’ is usually governed by Central Banks, for example, making it cheaper for banks to lend money by lowering interest rates. The idea is that people will find it easier to borrow money in order to invest and thus stimulate the economy.

A ‘fiscal stimulus’ is a third option, meaning the reduction of taxes or an increase in government spending in order to put money into people’s pockets (cf. Elmendorf et al, 2008 for a deeper discussion on fiscal stimuli). It is assumed that people who get more money will also spend it on consumption goods such as food or electronics. Fiscal stimuli look different around the world as economies differ and some sectors might be hit harder than others. Indeed, they usually target a certain industry or group of people. Governments typically follow economic theory, which dictates that a fiscal stimulus should be timely, targeted and ideally contain credible plans for long-term fiscal health (Economist, 2008).

Which Countries have a Fiscal Stimulus Package?

The European Union (EU) has agreed with its Member States to spend 1.5 percent or €200bn of their combined GDP in 2009 in a so-called ‘fiscal stimulus package’. The European Trade Union Institute (ETUI) has calculated that this amount is not enough, and that, in reality, Member States are only spending 1 percent of their combined GDP, while provisions for 2010 amount to a total of only 0.6 percent of GDP. This does not match the projected GDP decline of 6 to 7 percentage points this year in combined GDP (Watt, 2009). 

The United States has the biggest fiscal stimulus package in the world in terms of total dollars, called the American Recovery and Reinvestment Act (ARRA), amounting to a total of $787bn, of which $212bn comprise tax cuts and $575bn translate into an increase in government spending. However, this Federal stimulus is offset by reductions in State government expenditure, since States face reduced revenues and are required to balance their annual budgets. Russia has also planned a fiscal stimulus package of nearly 10 percent of GDP. This has led to a discussion with the International Monetary Fund (IMF), which argues for a smaller stimulus package (IMF, 2009). It is said that China’s stimulus package, worth 14 percent of GDP is the biggest in the world in percentage terms and is mostly directed towards infrastructure (Economist, 2009).

How is a Fiscal Stimulus Paid for?

Members of the US-congress declared that ‘stimulus doesn’t have to be paid for’. Indeed, the rationale behind a stimulus is that it will generate enough economic growth and tax income to pay for itself. In the short-term however, fiscal deficits in national budgets are being run up in order to pay for the packages. In practice, fiscal stimulus packages mostly do not consist of ‘new’ money to go directly into people’s pockets. Rather, government spending that is planned for future years is brought forward to increase spending immediately. Still, spending for fiscal stimulus is largely drawn from the money available to future generations. For this reason, it has been argued that fiscal stimulus packages should be accompanied by plans for future budgetary scrutiny (Bruegel, 2009). For instance in Europe, governments need to convince each other of the reasons to depart from their agreement to keep budget deficits to a maximum of 3 percent of GDP. 

What is the Link between Fiscal Stimuli and Education?
A good example of this link is the US fiscal stimulus package, which invests just over $130bn into the education sector to improve education outcomes, save teachers’ jobs and enable students to participate in higher education. The crucial reason for the link between a fiscal stimulus and education is the importance of education for economic growth. Indeed, the response to the financial and economic crisis advocated by the Organisation for Economic Cooperation and Development (OECD) consists of a short-term strategy to boost the economy and a long-term strategy for sustainable economic growth. Education and innovation play a role in the second part of this strategy. 

Nonetheless, in the short term, investments in education can also reap positive effects. By supporting teachers’ jobs and those of other education employees, the level of unemployment in each community is mitigated, and people keep a stable salary, enabling them to keep their homes and to continue spending money in the economy. In Europe however, spending in the education sector is mostly limited to investments in research and development, instead of on (public) education and teachers and support staff. 
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