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Abstract: Fiscal sustainability issues over rising national debt concerns and the
consequent expansionary fiscal retrenchment hypothesis has fuelled the conten-
tious austerity vis-a-vis stimulus debate which has spawned a large empirical
literature of conflicting findings on the economic effects of austerity — with
particular emphasis revolving around equity and distributional issues. In this
paper we attempt to summarise the growing literature on the recent developments
regarding the theoretical as well as empirical approaches on national output and
distributional aspects of austerity. By exploring the existing evidence in the
literature on the effect of consolidation programs, we offer a more holistic overview
of the subject matter through a synthesis of the extant literature and, by so doing,
propose directions for future research pertinent to both academic researchers and
policymakers.

Keywords: fiscal austerity, inequality, income distribution, systematic literature
review

1 Introduction

Austerity as a concept has evolved from the 18-19th century Classical view in
which public debt was regarded as problematic and therefore the focus was on the
best way to fund deficits; to the Keynesian view where austerity was prescribed as
an appropriate policy action for the top of the business cycle; to neo-liberal views
in modern times where austerity is a policy reserved for the bottom of the business
cycle (Blyth 2013; Konzelmann 2012). Since the 2007/8 global financial crisis, the
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debate has revolved around the output costs associated with the implementation
of an austerity policy — both expansionary or contractionary in nature.

Over the last three decades, income inequality has increased in almost all the
regions of the world at different speeds. Income inequality, although caused by a
wide range of global and domestic factors, can also be influenced by institutions
and policies which play a part towards shaping its trajectory. Nevertheless, if left
unchecked, rising income inequality can lead to all manners of political, social and
economic malaise (IMF 2017). Since the 2007/8 financial crisis, there have been
emerging views on the role of rising income inequality in precipitating a global
crisis (Calcagno 2012; van Treeck and Sturn 2012). Tax and spending policies can
alter the distribution of income in the short and medium term since fiscal policy is
the primary tool which governments use to affect income distribution and address
macroeconomic stability (IMF 2017).

Fiscal sustainability issues over rising national debt concerns and the
consequent expansionary fiscal retrenchment hypothesis has fuelled the conten-
tious austerity vis-a-vis stimulus debate and produced a large empirical literature
of conflicting findings on the economic effects of austerity — with particular con-
cerns revolving around equity and distributional issues. Contractionary austerity
effects which imply negative contractions on growth have therefore raised con-
cerns as expressed in one strand of the literature which associate austerity with a
short-run decline in output and employment with attendant consequences for
labour income share. Austerity considerations are therefore usually associated
with wars of attrition between conflicting sides for distributional reasons (Alesina
and Drazen 1991) since lower income deciles (wWhose propensity to consume is
higher) are impacted more negatively if adjustment implementation leads to a rise
in income inequality levels (IMF 2017).

In view of the existing conflicting evidence found throughout the empirical
literature on the effect of consolidation programmes on national output and in-
come inequality, this survey aims to effectively summarise the key theoretical
issues in the area by presenting a more holistic overview of the subject matter
through a synthesis of the extant literature and by so doing, to set forth an agenda
for future research and to help policymakers arrive at a reasonable deduction of the
distributional consequences of fiscal austerity to support appropriate decision-
making.

On the basis of the results of the systematic research, we assess 77 articles that
purport to address the review question. Consistent with the purpose of this review
and the adoption of a realist synthesis approach which seeks to understand what
works, how it works and why it works (Pawson et al. 2005), based on the findings
three thematic areas have emerged: i) the theoretical premises of the austerity
debate (ii) the impact of austerity on output and (iii) re-distributional implications
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of austerity. Details of the systematic literature review methodology can be found
in Appendix A.

This review makes three specific contributions. First, to the best of our
knowledge, this is the first study that utilises a systematic literature review
methodology in this area; secondly, it provides a comprehensive analysis of the
impact of austerity by identifying pertinent aspects of the distributional channels
and implications of austerity for the economy and thirdly, it proposes directions for
future research pertinent to both academic researchers and policymakers.

The rest of this paper is structured as follows: Section 2 presents the dominant
theoretical and empirical studies in the area, whilst Section 3 provides and analysis
and synthesis of the key findings in the literature. Section 4 proposes areas for
future research and Section 5 provides some concluding remarks.

2 Theoretical Consideration of Austerity
2.1 Dominant Theories

The Classical debate about austerity can be traced in the writing of Isaac de Pinto
(1774), David Hume (1742), David Ricardo (1815), Thomas Malthus (1803) and John
Stuart Mill (1848) who were amongst the first to engage in a public debate on the
controversial aspects pertaining to government budget deficits and public debt.
According to Alexiou and Nellis (2016) “the real revolution in macroeconomics,
was sparked by Keynes in 1936, when he introduced the controversial notion of
deficit spending as a means of boosting income and employment (a notion that,
presently, is even more topical than ever)”... Keynes (1936) recommended that
“when an economy is in recession, an unbalanced rather than a balanced public
budget is needed in order to spend the way out of recession” (p. 3).

More broadly, the theoretical debate on austerity draws its sustenance from
the three dominant theoretical approaches, namely the Keynesian, Neo-Ricardian,
Neo-classical and more recently the Heterodox view. The Keynesian and Hetero-
dox views are regarded as demand-side theories whilst the other two fall within the
supply-side perspective. The Keynesian view as spearheaded by John Maynard
Keynes (1883-1946) was developed during the Great Depression as a solution to
the prevailing underemployment and persistent unemployment which was char-
acterised by low output with free markets unable to restore full employment
equilibrium. Keynes (1936) suggested that aggregate demand could be influenced
during economic downturns so as to restore the economy to full employment and
as such advocated active government intervention predominantly via fiscal policy.
In this direction, countercyclical fiscal policies should be implemented during
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economic downturns and upturns. In the case of a recession, the increased gov-
ernment budget deficits arising would yield expansionary effects by boosting
private consumption in the economy. Austerity on the other hand should be
reserved for periods of economic booms so as to prevent the economy from over-
heating due to excess demand.

One of the measures used to gauge the responsiveness of government
spending on aggregate demand is the fiscal multiplier which is considered to be a
key element in the implementation of Keynesian countercyclical policies. This is
because an increase in government spending is expected to positively affect eco-
nomic activity, and hence, national income. The implementation of austerity
policies on the other hand would generate immediate and significant contrac-
tionary effects through a negative multiplier impact on aggregate demand. The fact
that the Keynesian framework of analysis does not take into account the micro-
economics dynamics of the economy has been severely criticised. In particular, the
treatment of economic agents as myopic or liquidity constrained with a high
propensity to consume suggests that the role of future income expectations is
ignored. Keynes’ views on managing the economy through direct government
intervention also placed him in direct conflict with supply-side theorists who
advocate minimal state intervention and policies to promote free and uninhibited
markets.

For Neo-classical economists a reduction of government spending (deficits) is
envisaged in order to make room for a more efficient allocation of resources
through market forces which in turn promote private investment and consump-
tion. In this context, the relevance of Ricardian future expectations seeks to pro-
vide a better picture of the workings of austerity with the assumption that since
economic agents are rational beings who plan their consumption over their life-
time, government intervention by way of increased spending (deficits) might have
two effects: a) to cause economic agents to increase current consumption by
shifting (deferring) taxation to future generations; thus increased consumption in
this case lowers savings thereby triggering interest rates to rise to bring the
economy to equilibrium; and b) when the economy is at full capacity then
increased deficits will drive interest rates up which in turn will crowd out private
investment thereby leading to detrimental effects on the economy. Consequently, a
reduction in government budget deficits by means of austerity policies is thought
to promote efficient private spending with potential expansionary effects in the
short term.
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In the same vein, those who invoke the Ricardian equivalence approach
sustain that government borrowing is nothing less than deferred taxation. As such,
when governments engage in deficit financing, economic agents tend to save in
order to meet (pay) expected future tax increases. Consequently, the net effect is
zero as any income created as a result of the stimulus is assumed to be saved. In so
far as rational economic agents base their consumption decisions on their ex-
pected lifetime income, deficit financing has no long-term effect on consumption.
However, when governments adopt policies to reduce budget deficits, economic
agents may perceive these discretionary policies as permanent, hence positively
affecting their lifetime income. The anticipated increase in their current con-
sumption in the short-term as implied by fiscal austerity, is bound to lead to
expansionary effects on output.

Austerity considerations post the 2007/8 financial crisis gave rise to a more
heterodox approach advocated by scholars such as Joseph Stiglitz, Paul Krugman,
Mark Blyth and others. The heterodox view on austerity is premised on the
Keynesian approach and it advocates the pursuit of growth strategies via expan-
sionary fiscal policies during recessionary periods. It acknowledges that although
these increase government deficit and debt levels, they are necessary prerequisites
for growth by boosting aggregate demand. Furthermore, it posits that contrary to
the Neo-classical views, austerity leads to output loss and increases persistent
unemployment, thereby triggering a hysteresis effect in the economy (Alexiou and
Nellis 2016). The three pillars upon which the heterodox approach is premised
relate to: output growth, confidence levels and rational expectations and advance
the following views: (i) austerity policies do not improve business confidence but
rather adversely affect aggregate demand thereby leading to persistent unem-
ployment and a decline in business confidence; (ii) monetary policy intervention
via lowering of interest rates is insufficient and ineffective in combating deficits
and boosting economic recovery and (iii) rejection of the role of rational expec-
tations with emphasis laid on the fact that during periods of recession, economic
agents are constrained, plan in the short term and not in the long term and so do
not base their current expenditure decisions on projections of future changes to
their lifetime income based on current discretionary tax policies. Austerity,
therefore, rather than promoting growth, is self-defeating as cuts in government
spending lead to a fall in aggregate demand which causes greater output loss with
a resultant fall in tax revenues; hence, the possibility of a reduction in public
deficits fades away.

A summary of the evolution of the theoretical arguments on austerity in his-
torical perspective is provided in Table Bl in Appendix B.



102 —— A. Okeke et al. DE GRUYTER OLDENBOURG

2.2 Empirical Evidence of Fiscal Austerity on National Output

There is a rich stream of evidence (e.g. Agnello et al. 2012; Alesina and Ardagna
1998, 2013; Alesina and Perotti 1995; Alesina et al. 2015, 2018, 2019; Bertola and
Drazen 1993; Blanchard and Leigh 2013; Born et al. 2020; Calcagno 2012; Giavazzi
and Pagano 1990; Guajardo et al. 2011; IMF 2013; Juyadev and Konczal 2010;
Mulas-Granados 2005; Perotti 2011) pertaining to the output effects of fiscal aus-
terity. Several approaches have been used to gauge these effects in the extant
empirical literature. The approaches vary from the use of macroeconomic and
simulation models to identifying episodes of fiscal adjustments from country
samples (this being the more popular approach and preferred over the fiscal
multiplier).

According to some studies in the area, austerity policies generate large eco-
nomic contractions with negative multiplier effects on output (Alesina and Arda-
gna 2013; Anderson and Minneman 2014; Bilicka and Fuest 2012; Jorda and Taylor
2015) whilst only a small effect on the debt/GDP ratio can be established (Blan-
chard and Leigh 2013). The critical issue, however, in these studies is the difficulty
in determining the value of the fiscal multiplier as it involves identifying a) the
effects of exogenous changes of policy on GDP and b) the biased estimates if
triggered by endogenous changes in policy (Bilicka and Fuest 2012). As a result, the
uncertainty about the fiscal multipliers makes it difficult for policymakers to
decide whether to implement adjustments on revenue or spending (Alesina and
Ardagna 2010).

An alternative approach that is discussed in the literature concerning the
output effects of austerity is to identify episodes of a discretionary fiscal policy
stance and thereafter ascertaining its resultant effect (expansionary or contrac-
tionary) on the economy. In what is viewed as the seminal contribution in this field,
Giavazzi and Pagano (1990), in analysing fiscal adjustment episodes for Denmark
(over the period 1983-1986) and Ireland (over the period 1987-1989) find that
despite draconian tax hikes and spending cuts, these episodes resulted in
expansionary fiscal adjustments (also referred to as the Expansionary Fiscal Con-
tractions Hypothesis in the literature). This is when a fiscal retrenchment exercise
stimulates growth in the short term.

This finding challenged the Keynesian views on austerity and paved the way
for subsequent contributions and contentious debates to unravel. On one of the
most contentious aspects regarding how to identify episodes of discretionary
policy change, Alesina and Perotti (1995) analysed large consolidation data epi-
sodes for a panel of countries by scrutinising and classifying changes in the gov-
ernment budget to detect if a consolidation was implemented, and thus making a
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case for expansionary adjustments based on spending cuts. Large consolidation
episodes as defined by Alesina and Perotti (2010) are years in which the cyclical
adjusted balance falls by more than 1.5% of GDP.

The methodological framework employed by Alesina and Perroti (1995),
referred to as the Cyclical Adjusted Primary Balance (CAPB), has been used
extensively to measure discretionary changes in fiscal policy (see Alesina and
Ardagna 1998, 2010, 2013). The rationale behind this is that tax revenue and
government spending move automatically with the business cycle. Therefore, once
these are cyclically adjusted, any inherent changes in the fiscal variables reflect
policymakers’ decisions to adjust taxes and government spending. A rise in the
CAPB would therefore reflect a deliberate policy of fiscal adjustment. The primary
balance is calculated as the non-interest component of government revenue less
the non-interest component of government expenditure. The CAPB is therefore the
primary balance less the estimated effect of business cycle fluctuations on the
fiscal accounts. Based on the CAPB methodology, Alesina and Ardagna (1998,
2010, 2013). Mulas-Granados (2005) and Mirdala (2016) also found evidence that
supports expansionary austerity especially when adjustments are undertaken on
the expenditure side.

In explaining the expansionary austerity findings, Alesina and Ardagna (2010,
2013) further show that adjustments can be expansionary via demand- and supply-
side policies. They sustain that fiscal adjustments are expansionary via the demand
channel if economic agents believe that the current adjustment eliminates the need
for a more disruptive one in the future thereby producing wealth and credibility
effects. Wealth effects are manifested through future expectations when house-
holds increase their current consumption because they perceive spending cuts are
permanent and therefore anticipate a higher lifetime disposable income due to a
lower tax burden while credibility effects are manifested when economic agents
perceive adjustment efforts are credible which leads to a reduction in the risk
premia that correspondingly drive interest rates down, hence restoring investors’
confidence, spurring investment and aggregate demand.

Furthermore, fiscal adjustments are expansionary via the supply-side channel
through public spending cuts and labour liberalisation policies. A cut in public
spending and employment could result in public sector wage and job losses thereby
putting downward pressure on private sector wages through higher labour supply
with effects on higher profits for firms which consequently lead to increased in-
vestment. On the other hand, an increase in tax, especially income tax, could lead to
an increase in the unit cost of labour especially where labour is strongly unionised
thereby dampening profits and investments; but where labour union and wage
moderation exist, the unit cost of labour remains stable, and the resultant effectis a
spur in investment and profits.
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The findings for expansionary austerity and the CAPB methodology have been
challenged by a host of authors such as Jayadev and Konczal (2010), Alexiou and
Nellis 2016; Brinca et al. 2020; Calcagno 2012; Castro 2018; Ciminelli et al. 2019;
Guajardo et al. 2011; Holden and Midthjell 2013; International Monetary Fund 2014.
In particular, they find that austerity is contractionary on output rather than
expansionary. They challenge the CAPB and offer evidence to show that it suffers
from reverse causality.

According to the International Monetary Fund 2014, the CAPB tends to bias
analysis towards finding evidence in favour of the expansionary austerity hy-
pothesis in the following ways: (a) including non-policy factors such as asset price
or commodity price movements that could affect economic activity — an example of
this is where a stock market boom improves the CAPB by increasing capital gains
and cyclically adjusted tax revenues, (b) including changes in the CAPB which may
reflect deliberate policy responses to other developments affecting the economic
outlook, i.e. government may embark on spending cuts and tax increases as a
response to a rapid increase in domestic demand in order to protect the economy
from overheating and (c) omitting years in which fiscal stimulus was employed to
offset adverse shock effects caused by fiscal adjustments.

As an alternative, the International Monetary Fund 2014 employs an action-
based methodology based on Romer and Romer (2010) narrative approach to
identify specific instances in which policy actions intended to reduce budget
deficits have been announced and show proof that in the short run, unemployment
rises and domestic demand contracts for both types of adjustment instruments but
by more in relation to tax-based instruments. Guajardo et al. (2011) weigh in on the
debate by employing both the narrative and CAPB approach in their analysis and
find that for the same data set, while the one indicates contractionary output
findings, the other indicates expansionary austerity. Perotti (2011) in revisiting the
evidence for an expansionary hypothesis agrees with the IMF (2013) that there is
merit in the critique of the CAPB as used by Alesina and Perotti (1995) and Alesina
and Ardagna (2010) and goes further to clarify that large consolidations are usually
multi-year in duration and so the CAPB as used by the above parties is not an
appropriate approach. Perotti (2011) also further indicates that the narrative
approach (action-based methodology) as used by IMF (2013) also suffers from
inherent problems (reverse causality errors) such as: (a) the potential for fiscal
authorities to reverse spending cuts announced in the budget in subsequent
supplementary budgets, (b) the inclusion only of actions geared towards debt
reduction while omitting actions geared towards stabilisation and (c) endogeneity
problems could arise if policies announced towards debt reduction are not
implemented if the economy is heading towards a recession. Perotti (2011) further
raises an important issue by highlighting that in analysing the output effects of
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austerity, it would be better if countries with similar situations could be cat-
egorised together rather than grouping countries with inherently different char-
acteristics. In his analysis, he studies the impact of consolidations on four distinct
countries (pairing them by similarities) by employing the narrative approach as
used by International Monetary Fund 2014. In addition, he takes into consideration
fiscal actions outside the original budget as well as timelines of the consolidations
and other channels (such as macroeconomic policies) that can affect the consol-
idations. He finds evidence in support for expansionary austerity but suggests that
the conditions (interplay of macroeconomic policies and economic conditions)
under which they occurred are not practicable and available for all countries —
which then raises a potential issue: should adjustments be designed taking into
cognisance each country’s peculiar situation?

Holden and Midthjell (2013) and Breuer (2019) also argue against the CAPB
methodology on the grounds that its measure of changes in fiscal policy is
imprecise due to incomplete cyclical adjustments and so suffers from reverse
causality and instead employ a fiscal indicator. They show that the fiscal indicator
measures discrete changes in fiscal policy more precisely by linking adjustments
directly to changes in the main tax bases. While the Holden and Midthjell (2013)
findings indicate no clear expansionary indication between the two instruments of
consolidation, Breuer (2019) on the other hand shows findings for contractionary
austerity.

Due to the issues raised concerning the CAPB, Alesina and Ardagna (2013)
revisit the case for the expansionary austerity hypothesis by employing both the
CAPB and narrative approach and find evidence for the CAPB methodology — in
other words, expansionary austerity for expenditure-based adjustments when
accompanied by pro-growth policies (labour and product market liberalisation
policies) and contractionary results for tax-based measures for the CAPB meth-
odology. However, when the narrative approach is employed, the results are
contractionary for tax-based adjustments but not significant for expenditure-based
ones. When the latter are accompanied with reductions in short-term interest rates,
expansionary effects do occur.

In view of the above, it would appear that there might indeed be merit in the
argument that the choice of instrument might influence the outcomes. In what
appears to lend credence to this line of reasoning, Alesina et al. (2015, 2018, 2019)
consequently revisit the case for the expansionary austerity hypothesis by
employing only the narrative approach in their analysis and find that tax-based
plans are deeply contractionary while expenditure-based plans are mildly reces-
sionary in output. However, if implemented in a non-recessionary period, they are
accompanied by zero output loss and sometimes instances of growth
(expansionary).
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2.2.1 Determinants of Output Expansion/Contraction

Other issues considered in the extant literature (see for instance, Alesina and
Ardagna 1998, 2010, 2013; Alesina and Perotti 1995; Alesina et al. 2015, 2018, 2019;
Bertola and Drazen 1993; Blanchard and Leigh 2013; Born et al. 2020; Breuer 2019;
Castro 2018; International Monetary Fund 2014; Mulas-Granados 2005; Guajardo
et al. 2011; Jayadev and Konczal 2010; Jorda and Taylor 2015; Paulus et al. 2017;
Perotti 2011) concern factors that potentially determine whether the impact on
output is expansionary or contractionary. These include: (a) the composition of the
adjustment, (b) the magnitude of the adjustment, (c) the economic conditions,
(d) the accompanying policies, (e) the duration of the adjustment and (f) the design
of the adjustment.

Before exploring these factors, it is crucial to understand the criteria for cat-
egorising an adjustment as expansionary. Alesina and Ardagna (2013) provide two
definitions: (a) when the growth rate of real GDP during the adjustment period is
higher than average growth rate in the two years prior to the adjustment and
(b) when the average growth rate of GDP in the year of the adjustment imple-
mentation and the two years prior to the adjustment is greater than the G7 average
for the same periods. These two definitions present juxtaposing criteria and appear
inherently conflicting in that while one compares only internal factors, the other is
weighed against an external criterion. Also, there is the consideration about the
conditions prior to the adjustment — assuming the adjustment period preceded a
crisis and the economy had started to record some form of growth prior to the
adjustment, the change in the growth rate would capture changes that might not be
attributable to the adjustment. Nevertheless, for the purposes of the literature, the
second of these definitions will be used since it provides a broader yardstick for
growth measurement.

2.2.2 Composition and Magnitude of the Adjustment

As far as the composition and magnitude of the adjustment is concerned, there
are several studies (see, Alesina and Ardagna 1998, 2013; Alesina and Perotti
1995; Alesina et al. 2015, 2018, 2019; Bertola and Drazen 1993; Mulas-Granados
2005; Guajardo et al. 2011; IMF 2013; Paulus et al. 2017) suggesting that the
composition matters and favours spending-based adjustments. According to IMF
(2010) and Guajardo et al. (2011) spending cuts are contractionary but less so than
tax-based adjustments. They show that this might be because expenditure-based
adjustments are usually accompanied by monetary policy intervention - i.e.
lower interest rates and currency devaluation. Holden and Midthjell (2013)
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however suggest that the composition does not matter whilst Alesina and
Ardagna (1998, 2013) found that the size of the adjustment has an insignificant
effect on output.

Further evidence on the composition of the adjustment suggests that
spending-based adjustments — especially spending cuts targeted at transfers,
welfare programs, the public sector wage bill and employment — are more suc-
cessful in reducing government deficit and debt levels than tax-based adjustments
(see, Agnello et al. 2012; Alesina and Ardagna 1998, 2010, 2013; Alesina and Perotti
1995; Alesina et al. 2018; Mulas-Granados 2005; Mirdala 2016). A successful
adjustment as defined by Alesina and Ardagna (1998) is one in which the debt/GDP
ratio reduces by 5% of GDP three years after the adjustment implementation.
However, Holden and Midthjell (2013) define a successful adjustment as one in
which the budget deficit is removed and therefore find that the composition of the
adjustment is insignificant.

Blanchard and Leigh (2013) offer evidence according to which the composition
only has a small initial effect on debt/GDP ratios. Anderson and Minneman (2014)
also contribute to the discussion by pointing out that the impact levels of tax
increases and spending cuts depend on whether spending cuts are implemented in
countries with hitherto low government spending levels. In such an event, they are
likely to have lower impact than in economies with high spending levels while tax
increases in countries with low levels of tax are likely to have a greater impact than
in economies with relatively high taxes. While Alesina and Perotti (1995) and
Alesina and Ardagna (1998) find that size of the adjustment is not a key determi-
nant, Holden and Midthjell (2013) show that the adjustment size is important for
reducing debt levels and ensuring a balanced budget.

2.2.3 Impact of the Economic Conditions

The existing evidence in relation to the impact of the economic conditions is varied
and contradictory. Alesina and Ardagna (1998, 2013) find insignificant evidence for
expansionary adjustment episodes occurring during incidences of high and
growing national debt levels while Mulas-Granados (2005) finds that spending-
based adjustments — if undertaken during times of fiscal stress, low growth, high
initial deficit and debt levels — are expansionary by reducing unemployment,
inflation and increasing growth. Jayadev and Konczal (2010), on the other hand,
show contradictory evidence that adjustments implemented during a slump result
in lower growth and higher debt-to-GDP ratios. Guajardo et al. (2011) weigh in on
the debate from the sovereign risk view and find in their studies that adjustments
implemented in economies with higher perceived sovereign default risk have less
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contractionary effects. Furthermore, Alesina et al. (2018, 2019) find that the busi-
ness cycle position during adjustment implementation is insignificant for either
type of adjustment but that instances of expansionary adjustment occur during
non-crisis periods. They additionally find that when the initial debt level is low, if
spend and tax-based adjustments are implemented jointly, they work faster at
reducing debt levels. Jorda and Taylor (2015) in a replication study, using a new
propensity-score based methods for time series data found that austerity nega-
tively affects growth (especially depressed economies): a 1% of GDP fiscal
consolidation translates into a loss of 3.5% of real GDP over five years when a
country is in recessions, as opposed to 1.8% when in a boom. Finally, Born et al.
(2020) offer evidence suggesting that the default risk premia rise when adjustments
are implemented during times of severe fiscal stress.

2.2.4 Accompanying Policies

As far as the accompanying policies are concerned, Giavazzi and Pagano (1990) in
their seminal contribution show that the expansionary austerity result was
anchored on accompanying monetary policies of disinflation, currency devalua-
tion and capital flow liberalisation which fostered wealth and credibility effects.
Although Alesina and Ardagna (1998) note that monetary policy is not a critical
differentiator between the two types of adjustment outcomes, they support Alesina
(2012) in suggesting that in the context of a suitable policy mix comprising of
income policies (wage moderation), labour union liberalisation can curtail the
contractionary impacts of adjustments that occur through the supply channels and
yield resultant positive effects on private investment. Jayadev and Konczal (2010),
IMF (2013) and Guajardo et al. (2011) note that monetary policy intervention by way
of interest-rate reduction and currency devaluation help to offset the contrac-
tionary effects of adjustment policies. They further sustain that this intervention
occurs mostly for spending-based consolidations and corresponds with the notion
that Central Banks are more favourably disposed towards spending-based ad-
justments which they take as a signal towards firmer fiscal discipline and therefore
are willing to provide monetary interventions (stimuli) particularly when interest
rates are not within the zero-limit threshold.

Tax-based adjustments, on the other hand, especially in the form of indirect
taxes such as VAT, tend to raise inflation and therefore reduce the chance of any
form of monetary intervention by an inflation-averse Central bank. Perotti (2011)
notes that the aforementioned policies — though they aid an expansionary output
effect through increased competitiveness and net exports — are not practicable
since they are not applicable for the generality of countries (especially for countries
within the euro zone with a common monetary policy for all members).
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A large strand of the literature (see, Agnello et al. 2012; Alesina and Ardagna
1998, 2013; Alesina and Perotti 1995; Blanchard and Leigh 2013; Jayadev and
Konczal 2010; Reinhart and Rogoff 2010) subsequently covers the determinants
of a successful adjustment - i.e. an adjustment that reduces the government
deficit and public debt levels. The same factors used in analysing the output
effect are used here, namely: (a) the composition of the adjustment -
expenditure-based or tax-based - i.e. spend cuts versus tax increases;
(b) the magnitude of the adjustment in relation to the GDP; (c) the economic
conditions - i.e. the business cycle position of the economy; (d) the duration of
the adjustments and (e) the design — how it is spread out over time. There is
an interconnect between a successful and expansionary adjustment. An
expansionary adjustment requires a growth in GDP while successful adjustment
requires a reduction in debt and deficit levels - real GDP growth drives down debt
and deficit levels.

2.2.5 Design and Duration of the Adjustment

Alesina and Perotti (1995) show that, if rightly implemented, tight adjustments
have lasting positive effects on growth and investment as well as an increase in
competitiveness. Cournéde et al. (2013), Alesina et al. (2015) and Mirdala (2016)
also suggest that well-designed measures can reduce the adverse effect on growth.
Mirdala (2016) additionally finds that spending-based adjustments are better
suited as multi-year plans since the effects are less distortionary on output in
subsequent years while tax-based plans are best as single-year plans since the
output effects are only less distortionary in the first year.

Furthermore, Agnello et al. (2012) in analysing the durations of consolida-
tions, find that adjustment size does not impact on the duration but that
economic conditions tend to affect the duration and effectiveness of consolida-
tion efforts. In explaining further, they find that adjustments implemented
during high deficit and debt levels require a longer consolidation period — those
undertaken at high and increasing debt levels tend to undermine the consoli-
dation efforts by boosting the likelihood of a shortened duration; economic,
fiscal or financial crises end consolidation efforts earlier than expected
while good economic conditions contribute to faster consolidations. They also
find that spending-based consolidations are generally shorter in duration than
those that act on the revenue side while fast durations are aided by (a) lower
interest rates, (b) higher inflation rates and (c) trade openness. A summary of the
key studies of the impact of fiscal austerity on output is provided in Table B2 in
Appendix B.
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2.3 Austerity and Income Inequality

Fiscal adjustments can have regressive distributional consequences as seen in the
extant literature (see, Agnello and Sousa 2011, 2012; Ball et al. 2013; Ciminelli et al.
2019; Cournéde et al. 2013; Elson 2013; IMF 2013; Loungani 2013; Woo et al. 2013).
Improving the fiscal stance involves either acting on the expenditure or revenue
side or a combination of both. On the expenditure front, the question concerns
which spending cuts should be undertaken whilst revenue considerations concern
the nature of tax, i.e. direct or indirect.

The respective literature explores the impact of both expenditure- as well as
revenue-based policies on the distributional aspects of the economy. In this sec-
tion, in order to provide a clearer picture of the distributional implications of fiscal
austerity, we will be focussing on (a) composition of the adjustment, (b) the
magnitude of the adjustment, (c) the timing of the adjustment, (d) the duration of
the adjustment and (e) economic conditions.

Evidence in support of the more detrimental effects of spending-based in-
struments can be found in abundance in the literature (see, Agnello and Sousa
2011, 2012; Alexiou and Nellis 2016; Ball et al. 2013; Bova et al. 2018; Brinca et al.
2020; Clements et al. 2015; Cournéde et al. 2013; Heimberger 2020; International
Monetary Fund 2014; Paulus et al. 2017; Furceri and Loungani 2013; Woo et al.
2013). These studies suggest that the composition of the adjustment matters and
that expenditure-based adjustments (especially cuts targeted at social benefits and
transfers) tend to have a more detrimental impact on income inequality than tax-
based adjustments.

Ball et al. (2013), Woo et al. (2013) and Bova et al. (2018) additionally show that
spending-based adjustments significantly increase income inequality both in the
short and medium terms particularly via the unemployment channel by causing
persistent long-term unemployment, and with a significant and long-lasting
negative effect on labour’s share of national income. The International Monetary
Fund 2014 further adds that the decline is harsher for unskilled labour than skilled
labour (since employers show a preference for skilled labour over unskilled) whilst
Ball et al. (2013) point out that the effect on labour’s share of income is more
pronounced than on profit and rent incomes. In underlying the importance of the
labour income share, Woo et al. (2013) and Bova et al. (2018) note that approxi-
mately 15-20% of increases in income inequality particularly arise through the
unemployment channel.

Furthermore, Bova et al. (2018) argue that, although tax-based adjustments
are better than expenditure-based adjustments, tax-based instruments tend to
have mixed net effects on inequality — direct taxes tend to be progressive whilst
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indirect taxes have the tendency to be regressive. They note that direct taxes in the
form of income tax can lower inequality depending on their progressivity; however
indirect recessionary effects could arise via an increase in unemployment which
lead to an increase in inequality.

The evidence on tax-adjustment effects therefore presents as a paradox. This is
further emphasised in Ciminelli et al. 2019 who in continuation of the tax
discourse, assess the effects of direct and indirect tax on inequality and submit that
the effect is dependent on the labour supply channel. They indicate that direct tax
increases could cause either an income or substitution effect. An income effect
dominates when economic agents increase their supply of labour in order to
maintain their consumption levels while a substitution effect dominates when they
substitute labour for leisure. The effect of the one causes a reduction in inequality
while the other causes an increase in inequality; so, depending on which effect
dominates, the same kind of tax could have different effects.

On the other hand, they report that indirect taxes reduce inequality more than
direct taxes. They find that this occurs through the impact on the labour supply
channel. They also sustain that when tax increases are in the form of indirect taxes
(such as consumption tax), they cause a reduction in disposable income and
therefore induce a positive impact on labour force participation by creating in-
centives for the voluntarily unemployed to seek employment. Higher labour force
participation rates therefore lead to an increase in the probability of being
employed which ultimately leads to a reduction in income inequality.

On the magnitude and duration of the adjustment, several studies such as
Agnello and Sousa (2011, 2012), Woo et al. (2013), Bova et al. 2018; Heimberger
2020; International Monetary Fund 2014 find that the size of the adjustment mat-
ters. The International Monetary Fund 2014 report also shows that the duration and
magnitudinal impact of the adjustment depend on the size of automatic stabilisers.
Bova et al. (2018) further suggest that most large-sized adjustments (greater than
1.5% of GDP) are expenditure based, tend to worsen income inequality (a
consolidation size of 1% of GDP is associated with a rise in Gini coefficient of about
0.6-0.7% of disposable income) — and are long-lasting.

In other words, most expenditure-based adjustments tend to be larger in size,
worsen inequality and are longer in duration. They find that the cumulative impact
of the adjustment from the size peaks between years five and six and starts fading
by year 10 — which could account for why the effects on inequality are more
pronounced compared to tax-based instruments. Correspondingly, Heimberger
(2020) also notes that inequality is increased when the adjustment period is long
rather than short.
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As for the design of adjustment, equity considerations are quite important
during fiscal adjustment deliberations and implementation since they can influ-
ence the sustainability of such programmes. Bova et al. (2018) argue that if pro-
gressive tax instruments together with targeted social benefits and transfers are
introduced during expenditure-based adjustments, they could help to alleviate the
distortionary distributional impacts. International Monetary Fund 2014 adopts a
similar perspective but adds that despite these measures, the bottom income
deciles would remain deeply affected by consolidation shocks.

In this context, the timing of the adjustment is also crucial as according to
Agnello and Sousa (2011, 2012), Woo et al. (2013), Bova et al. (2018) and Heimberger
(2020) the business cycle position of the economy matters. In particular, Agnello
and Sousa (2012) investigate the effects that could arise from a financial crisis
(banking in particular) and find that adjustments that are implemented during
crisis periods have a negligible effect on income inequality while implementation
during non-crisis and post-crisis leads to a rise in inequality — albeit very signifi-
cantly for the post-crisis period. In support of this, Heimberger (2020) also finds
that the distributional impact is more harmful post-crisis than in non-crisis and in
periods of low growth than high growth periods. In contrast, Woo et al. (2013)
provide evidence according to which adjustments implemented during reces-
sionary periods have a negative impact on inequality whilst International Mone-
tary Fund 2014 argues that front-loaded adjustments are detrimental on social
welfare particularly when unemployment is high.

Finally, the extant literature provides evidence that the disposable income of
lower income groups is usually disproportionately affected during fiscal adjust-
ments. This is further worsened if adjustments are implemented during infla-
tionary periods (Agnello and Sousa 2012). Furthermore, on the effect of debt levels,
a strand of the empirical literature (Klein and Winkler 2019; IMF 2010; van Treeck
and Sturn 2012) provides evidence suggesting that inequality is not only impacted
by public debt levels but also by private sector indebtedness. They further indicate
that the 2007/8 global financial crisis was the result of private debt overhang.

Klein and Winkler (2019) analyse the effect on inequality through the lens of
private indebtedness and offer evidence to show that austerity raises inequality
levels when private debt is high regardless of the economy’s position in the
business cycle while the opposite is the case if the debt overhang is low. Three
channels are identified through which this could occur - earnings, incomes and
savings. The earnings channel magnifies inequality through employment losses
while labour’s share of national income declines through the incomes channel.
High interest rates existing at the point of adjustment implementation also hurt
borrowers who are at the lower end of the distribution. Table B3 in Appendix B
provides a summary of the pertinent studies in the literature.
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3 Key Findings and Discussion
3.1 Findings

A large strand of the empirical literature focuses on the effect that fiscal adjust-
ments have on national output and the rest of the economy. Based on a review of
the available literature, a number of key findings emerge which can be summar-
ised as follows: fiscal austerity packages can either be implemented on the
expenditure or revenue side or a combination of both. These fiscal instruments
have implications for both output as well as income distribution. On the output
front, the key effects appear to revolve around: (i) estimating the value of the fiscal
multiplier on the effect of changes in the fiscal stance, or (ii) identifying instances
of changes to the fiscal stance. The second approach is more popular in the
empirical literature and focuses on whether the outcomes of fiscal adjustments are
expansionary or contractionary on economic growth.

Disagreement also exists between scholars as to the appropriate methodology
for identifying episodes of fiscal adjustments as the two popular methods — the
cyclical-adjusted primary balance and the narrative approach — seem to result in
contradictory outcomes. Other outcome considerations presented in the literature
include the effect of adjustments on government debt and deficit levels whereby a
positive downward effect is classified as a successful adjustment and vice-versa for
the opposite. The literature (see, Agnello et al. 2012; Alesina and Ardagna 1998,
2010, 2013; Alesina and Perotti 1995; Alesina et al. 2018; Mirdala 2016) suggests
that actions on the expenditure side, especially those geared towards social ben-
efits and public wage cuts, are more effective with respect to deficit reduction.

The literature (see, Agnello and Sousa 2011, 2012; Ball et al. 2013; Brinca et al.
2020; Clements et al. 2015; International Monetary Fund 2014; Jalles 2017; Paulus et
al. 2017; Furceri and Loungani 2013; Woo et al. 2013) also suggests that these
adjustment decisions tend to have distributional consequences and are viewed
from the perspectives of rising or falling levels of income inequality. Different
channels of inequality transmission are put forward in the literature with labour’s
income share identified as a major driver of income inequality. The effects of fiscal
adjustments on income inequality can be determined by the following factors:
(i) the composition of the adjustment, (ii) the magnitude of the adjustment, (iii) the
timing of the adjustment, (iv) the duration of the adjustment and (v) economic
conditions. By considering the impact(s) of these factors on growth, debt and
deficit levels as well as income inequality, it is possible to obtain a more lucid
picture of the economic effects of fiscal austerity.
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3.2 Discussion and Synthesis

A review of the existing literature suggests that discussions on austerity are
premised on the theoretical constructs regarding the short-term economic conse-
quences of fiscal adjustments. While the Keynesian view recommends counter-
cyclical fiscal measures, the supply-side theorists recommend procyclical policies.
These contrasting views are presented in the literature in two ways: (i) austerity or
stimulus, (ii) expansionary or contractionary. Closely associated with the expan-
sionary versus contractionary issue is the method for identifying fiscal adjustment
episodes. The third issue — consonant with the purpose of this review - is that of
distributional concerns which arise when adjustments are implemented. These
issues have largely framed the trajectory of the academic discourse and thus the
discussion below will follow along these lines and will with highlight limitations.

Austerity or Stimulus: post the 2007/8 global financial crisis, the need for
governments to strive towards sustainable finances has been the focal emphasis of
fiscal authorities. Options for decreasing debt ratios could either be by: (i) targeting
the GDP component and growing nominal GDP at a rate higher than interest rates —
while this has the advantage of reducing the debt level, debt stock might remain
unchanged; or (ii) targeting the debt levels via implementation of fiscal adjustment
programmes — while this option might be contractionary in the short-term as seen
from the broad literature, proponents consider it a better alternative to the costs
associated with high and increasing debt levels. Additionally, increasing debt
levels raise concerns regarding the burden of payment — who pays: current or
future generations?

Expansionary or contractionary: while the literature in general seems to offer
evidence of contractionary effects of austerity, there is a strand that suggests a
contrasting view of expansionary effects as well as economic conditions under
which this could occur. However, such considerations as interest rate and ex-
change rate policies are not readily available to all countries — the euro zone for
example pursues a singular monetary policy and so this option is not open to
member states there. Other considerations involve economic rebalancing — tran-
sitioning to export dependency also has implications for the surplus countries who
rely on the imports of deficit countries; in addition, all deficit countries cannot
enhance their competitiveness in the same period. Another strand of the literature
presents evidence of timing and the country’s position in the business cycle as
relevant to an expansionary outcome. Paradoxically, these ties in with the
Keynesian view that austerity is best preserved for the boom and not the slump.

Distributional Impacts: equity concerns cannot be separated from austerity
considerations. The empirical literature offers evidence to show that expenditure-
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based adjustments especially those targeted at social welfare benefits and public
wage costs are best suited for successful reduction of deficit levels as well as
expansionary growth. However, this poses as a conflict for the inequality literature
which provides evidence for expenditure-based adjustments — especially when
occurring through the transmission channels of labour’s national income share
and employment — as drivers for increasing income inequality. A problem there-
fore arises as to how to reconcile the two paradigms to ensure an equity-efficiency
trade-off.

While the literature emphasises the impact of some rigid items on government
current expenditure, it is silent on other components of the current expenditure as
well as capital expenditure and the distributional and output effects. This review
seeks to contribute by attempting to reassemble and also integrate the various
fragments in the extensive empirical body of literature relating to fiscal adjust-
ments in order to provide a succinct overview of the effects on income inequality so
that policymakers are better informed as to the impacts of their decisions.

4 Concluding Remarks

This study primarily investigates the economic/distributional implications asso-
ciated with the implementation of fiscal retrenchment programs by systematically
reviewing the extant empirical literature. By applying the standards of rigorous
methodology associated with a systematic literature review, it generates evidence
suggesting that a) while the broader literature seems to offer evidence of
contractionary effects of austerity, there is a strand that suggests a contrasting
view of expansionary effects as well as economic conditions under which this
could occur and b) fiscal adjustment programmes are associated with an increase
in income inequality.

In particular, expenditure and revenue policies can alter the distribution of
income in the short and medium terms whilst expenditure-based instruments
(which are more detrimental on inequality) are more successful in achieving fiscal
consolidations than tax-based instruments. Tax-based instruments on the other
hand moderate the effects on inequality if they are progressive in nature. Conse-
quently, there is a need for policymakers to balance equity and efficiency trade-offs
during austerity considerations since fiscal adjustments have regressive distri-
butional consequences especially for lower income groups by affecting their
disposable income. Well-designed adjustment instruments can lead to a decrease
in inequality which could impact positively on economic growth since lower in-
come groups have a higher marginal propensity to consume.
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The topicality of income inequality seems to suggest that we are in an era of
expanding and challenging research in this area. From the systematic review of
the extant literature several likely areas in which future research could be
beneficial can be identified. Expanding these areas would therefore work
importantly towards optimising knowledge and decision-making in combatting
trends of increasing inequality. First, there seems to be no consensus as to the
distributional consequences of tax-based consolidation; although a large strand
of the empirical literature offers evidence that adjustments on the revenue side
tend to provide equalising effects to the detrimental impact of fiscal adjustments
especially when the tax instrument is progressive such as income tax, other
contradictory results are put forward indicating that the instruments (direct tax
and indirect tax) could yield mixed impacts through the labour supply channel
by producing income or substitution effects. Secondly, there appears to be
contradictory evidence on the impact of the timing of an adjustment programme
on income inequality. While some studies have shown evidence that austerity
policies implemented during recessionary periods have no significant impact on
inequality, others have put forward evidence indicating that front-loaded ad-
justments affect inequality negatively. Thirdly, it would be beneficial if further
research is provided showing the durational consequences of long-term adjust-
ments on inequality. A single strand of research from the literature under review
addresses this area and seems to suggest that the impact could only recede by the
10th year of adjustment implementation; a validation or otherwise of this evi-
dence would surely have wider implications both for equity and efficiency. The
subject of indebtedness also merits further research — by analysing the impacts of
high (low) public debt overhang vis-a-vis high (low) private debt overhang on
inequality.

In conducting this systematic review of the literature, a number of limitations
that have been encountered are worth mentioning. More specifically, there were
limitations associated with the database search — despite the application of
Boolean logic to the keyword word search string, the relevant papers were
limited, which might be due to the nascency of the field and the time lags
associated with publishing relevant materials. Searching by phrase on Google
search engine and specialist sites aided by the snowballing technique were
therefore particularly rewarding and enriched the more orthodox search meth-
odology. Also, case studies were limited to OECD countries and European Union
countries; the outcome might have been different if a wider range of countries
had been used in the empirical studies. Nevertheless, this review has value for
researchers and policymakers as it encapsulates the heuristic developments in
the field.
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Appendix A

Methodological strategy

In reviewing the literature pertinent to this study, research was carried along the
following principles (Hart 1998): (i) the origins and definitions guiding the topic (ii)
the major issues and debates (iii) key sources (iv) key theories, concepts and ideas
(v) epistemology and oncological grounds and (vi) main problems addressed till
date. Considering therefore, the intensity and complexity of the austerity debate
which has spawn a large empirical literature with conflicting findings, the realist
review lens is adopted in critically evaluating the literature. The realist strategy is
mainly adopted for research which is explanatory focused - “it seeks to unpack the
mechanism of how complex programmes work (or why they fail) in particular
contexts and settings” (Pawson et al. 2005, p. 21). This method of review therefore
has value in extracting and critically appraising the relevant literature (Petticrew
2001) for an in-depth analysis in order to present policymakers, politicians, think
tanks, scholars, etc. with a clear set of results on the distributional consequences of
fiscal adjustment programs; as well as identify research needs and outline useful
research possibilities.

Review strategy

SLRs filter a large body of evidence using clearly defined (well-established) pro-
tocols. These protocols are painstakingly rigorous and should be transparent,
replicable, methodical and unbiased (Siddaway et al. 2019; Tranfield et al. 2003).
Accordingly, a review protocol was mapped outlining the process for scoping,
searching, screening, selection, evaluation, analysis and synthesis of the litera-
ture; a review protocol serves the purpose of defining the scope and boundaries of
the review process. The process flow can be seen in Figure 1.

Search strategy

The first stage in the search strategy was to identify the keywords, group these into
relevant search strings and then apply the usual search conventions (Denyer and
Tranfield 2009). The first keywords — “fiscal austerity” and “income inequality” -
were derived from the review question. In order to make for a thorough and
exhaustive search, other keywords (“fiscal consolidation,” “fiscal adjustment,”
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Scoping the field ‘ Keyword Search ‘ ‘ Irrelevant ‘
Mapping the field ‘ Referenced Search ‘ ‘ Relevant ‘
> —> -
‘ Other Search ‘ Title & Abstract Screen
Scoping Searching Screening Selection
‘ Discussion ‘ Descriptive Analysis Poor Quality
‘ Future Research ‘ | ‘ Thematic Analysis ‘ Adequate Quality
< [—
Policy Implication
Reporting & Utilisation Extraction & Synthesis Evaluation

Figure 1: Review protocol.
Source: Adapted from Denyer and Tranfield (2009).

»

“fiscal retrenchment,” “disparity,” “gap,” “distribution,” “redistribution”) were
informed from existing literature and word synonyms. This can be seen in Table Al.
The search strings were thereafter coined and Boolean operators (OR, AND)
employed for database interrogation. The search strategy can also be visualised in
Figure 5.

Table A1: Key word search.

Keywords Word strings

Fiscal austerity Fiscal Adjustment OR Fiscal Consolidation OR Fiscal Retrenchment OR
Austerity

Income Income Disparity OR Income Gap OR Income Distribution OR Redistribution

inequality

Database search

The second stage in the search strategy was identifying the appropriate databases.
Seven economics publisher databases — Sage Journals, Taylor & Francis, Springer
Link, Wiley Online, Science Direct, Emerald Insight — were initially identified for
interrogation. However, having discovered that they were indexed to the following
databases — EBSCO Host, ABI Inform, SCOPUS and Web of Science — with Science
Direct and Emerald Insight being specifically indexed to Scopus and ABI Inform
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respectively, it would have proved redundant to continue; database search was
thereafter restricted to these four platforms. Although, there is some overlap be-
tween these four, it was necessary to interrogate all to ensure all-inclusiveness of
purpose. ABI/Inform Global covers a broad range of literature with over 2500
publications in business and economics while EBSCO is the leading repository of
research database covering over 1000 peer reviewed journals with comprehensive
full text reportage for a wide period. Database interrogation was carried out at four
different time intervals (several months apart) with the last search in February —
and recorded a sizable search result. Each search produced different number hits,
however, the relevant studies remained approximately the same in number; the
numbers reported in Table A2 represent the last search; thereafter further
streamlining was implemented based on screening criteria. The selected studies
were subsequently exported to Mendeley — a reference manager application — for
duplicates removal.

Table A2: Electronic database search.

EBSCO ABI Web of Science SCOPUS

Search result 179 588 265 5866

Screening and selection

Initial screening performed after the search results was titular screening. Titles not
relevant to the key concepts (themes) were excluded, thereafter abstracts and
introductions were scrutinised for relevance followed by full context. For
conciseness, studies were restricted to those pertaining to the OECD countries.
Publication dates were not considered as a hinderance because of the large his-
torical context of the review background. Searches were also limited to the English
language for comprehension reasons. Not accounting for duplicates, the initial hit
produced a total of 6898 results, duplicates removed after full text evaluation
totalled 42 across the electronic databases and grey literature. Screening was
based on the inclusion and exclusion criteria as detailed in Table A3. Although,
peer review related factors were not used as an exclusion criterion, these were
applied solely to hits emanating from SCOPUS as the total number of initial hits
proved unwieldy. Selected studies were thereafter evaluated according to the
quality appraisal checklist detailed in the evaluation section.
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Table A3: Inclusion & exclusion criteria.

Criteria Rationale

Inclusion

Relevance (studies pertaining to the Included studies must relate to any two or three of the

identified literature domains) literature domains of austerity, fiscal policy and in-
come inequality

Academic & grey literature This is a nascent field; therefore, grey literature

particularly from specialist sites provide most current
and up to date information

Timeframe This was not considered as a barrier because of the
historical and theoretical framework
Title Included studies must have titles related to any two of

the literature domains of austerity, fiscal policy and
income inequality

Exclusion

Publication language Non-English journals were excluded for comprehen-
sion reasons

Non-OECD settings Case Studies were restricted to OECD countries and

broader Europe for conciseness reasons
Scientific field (studies located in natural Subject of interest is economics, so only studies
sciences, health sciences, etc.) located in the related subject area such as develop-
ment studies, political economy, etc. were considered

Sclentife Leratare GreyLeraure | Hogosphere

l l

EBSCO:n =179 ‘The Economist: n =1
ABI:n =588 59 articles WorldBank Blogs: n = 2
SCOPUS: = 5866 IMF:n=1

Web of Science: = 265 The Daily Beast:n= 1

6898 Articles
Excluded (n = 6090) i
— 808 articles Assessed for Relevance
Full Text Analysis
Excluded (n = 724) ‘

Duplicates Across

60 articles | Scientific& Grey

Excluded (n =42)

Included Studies:
34 Journal Articles
43 Grey
Articles
5 Blog Articles

Figure 2: Selection diagram process flow.
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Table A4: Database + Google search.

— 121

Thematic areas Journals Working papers
Austerity effect on output 15 18
Distributional consequences of austerity 19 19
Theoretical concept of austerity 4 2
38 39
Table A5: Database + Google search.
Journal Article Journal Article
qty qty
Applied Economics Letters 1 Journal of Australian Political 1
Economy
Cambridge Journal of Economics 1 Journal of International Economics 1
Comparative Economic Studies 2 Journal of Post Keynesian Economics 1
Comparative European Politics 1 JSTOR 1
Development 1 Macroeconomics Dynamics 1
Economic Journal 1 OECD Journal 3
Economic Modelling 1
Economics and Politics 1 Review of Economics & Statistics 1
Empirica 1 Review of Income and Wealth 1
European Economic Review 1 Review of Keynesian Economics 1
European Journal of Economics and 1 Scandinavian Journal of Economics 1
Economics Policies
European Journal of Political 2 Society and Economy 1
Economy
IEA 1 Tax Policy and the Economy 1
International Economic Review 1 The American Economic Review 2
International Journal of Emerging 1 The Journal of Economic 2
Markets Perspectives
Journal of Advanced Research in Law 1 University of Chicago Journals 1
& Economics
Journal of Applied Economics 1 University of Massachusetts Boston 1

Scholar Works
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Table A6: Database + Google search (sorted a-z).
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Working papers

Article

qty

American Enterprise Institute for Public Policy Research
Center for Geoeconomic Studies and International Institutions and Global Governance
Program

Centre for Business Research, University of Cambridge
CESIFO

G-24 Policy Brief

Ideas Working Papers Series

IMF

IMF Economic Review

Institute for New Economic Thinking

Manchester School

NBER

OECD

Ovidius University Annals

Oxford Scholarship Online

Research Gate

VOX CEPR

wiw

1
1

[y
o

N DR R R WU R R RN

'No of Journal + Working Paper Articles' by 'Publication Year'

20
18
16
14
12

2013 I

2014 [
2015
2016
2017

No of Articles
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1991 [N
1992
1993 W
1994
1995 W
1996
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Publication Year

Figure 3: Number of journal and working paper articles.
Source: Authors’ Elaboration
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