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Keep in mind

En la revista Ensayos sobre Política Económica (ESPE) divulgamos los resultados y las propuestas de
política que surgen de investigaciones académicas realizadas en el Banco de la República. Cuando nos
lea, tenga siempre presente que el contenido de nuestros artículos, así como los análisis y conclusiones
que de ellos se derivan, son exclusiva responsabilidad de sus autores. El material divulgado en nuestra
revista ESPE no compromete ni representa la opinión del Banco de la República ni la de su Junta
Directiva.
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I examine the importance of fiscal policy in stabilizing the Euro Area economy and the degree of
interaction with monetary policy. The results provide solid evidence of a common fiscal reaction in the
monetary union despite the lack of a formal fiscal union. I identify area-wide shocks and find statistically
significant (endogenous) responses of fiscal policies to shocks. I also find strong evidence for
interactions between fiscaland monetary policy. Said that, the nature of interactions depends very much
on the shocks that hit the economy. At the same time, the way the two fiscal policies interact with
monetary policy is also different and independent of each other. Furthermore, the spending multiplier is
higher than the tax multiplier. Nonetheless, their relative efficacy has changed over time, with the
spending (tax) multiplier falling (rising) since the onset of the Great Recession. To conclude, there are
considerable differences in the nature of Euro Area monetary-fiscal interactions compared to the US.
Not only are the impulse responses to different shocks significantly different, but also the fiscal
multipliers vary a lot. Keynesian (or spending-oriented) fiscal policy is more effective in expanding output
in the Euro Area while tax reductions are more effective in the US.
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