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The keynesian multiplier in recession: why 

fiscal stimulus is now even more neces-

sary in the eurozone? 

Following the outbreak of the international finan-
cial crisis in 2007, its contamination of the real 
economy has provoked the “Great Recession”. Af-
ter the initial consensus in favour of measures to 
support the economy in 2008-2009, several fierce 
controversies have developed since 2010 over eco-
nomic policy recommendations.  

 

The most highly-mediatised of these disputes con-
cerns the possible existence of a maximum debt-to-
GDP ratio that countries should not exceed. In a fa-
mous article published in 2010, C. Reinhart and K. 
Rogoff (R&R)1 concluded that a public debt-to-GDP 
ratio of more than 90% causes negative growth. 
This conclusion had extremely important practical 
consequences: it was considered essential to re-
duce public debt if it rose above this threshold.  

 

Among other examples, the European Commis-
sioner for Economic and Monetary Affairs O. Rehn 
and the British Chancellor of the Exchequer G. Os-
borne had no hesitation in using the results of R&R 
to justify the fiscal consolidation they considered to 
be necessary in Europe. Since then, however, the 
conclusions of R&R have been largely refuted.2  

 

A second controversy has also burst into the lime-
light. In January 2013, Blanchard and Leigh 
acknowledged that the International Monetary 

Fund had underestimated the value of fiscal mul-
tipliers. This error had in turn led to an underesti-
mation of the negative effect on economic activity 
of fiscal consolidation policies, pursued in applica-
tion of R&R’s results on the optimum ratios of 
public debt. 

 

What is the fiscal multiplier? 

The fiscal multiplier expresses the relation be-
tween variations in public spending or tax revenue 
and the level of national production.  

Since 1936, this macroeconomic mechanism has 
been associated with J.M. Keynes and The General 
Theory of Employment, Interest, and Money.3 The 
higher the value of the multiplier, the greater the 
impact of government intervention on economic 
activity. This mechanism is caused by the fact that 
additional spending in the economy generates in-
come which in turn provokes further spending. 
However, this virtuous circle is limited by three 
factors (which prevent the income generated 
from being entirely spent on domestically-pro-
duced goods and services): savings, imports and 
taxes.  

 

The practical interpretation of this mechanism, 
according to which an increase in public spending 
should be considered as an effective instrument 
to avoid recessions, was soon called into question. 
Firstly by the “neoclassical synthesis” movement, 
and then by the “new classicals”. During the 
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1990s, a new generation of research developed 
the idea that cutting public spending (fiscal con-
solidation) is a means to sustain economic growth. 
This was a complete turnaround: the multiplier is 
now negative! 

 

These theoretical developments have had undeni-
able consequences on the economic policy rec-
ommendations made by international financial in-
stitutions since the 1980s. The multiplier has been 
considered negligible or illusory. Only supply-side 
policies are effective, and over the short-term, 
only monetary policy should be used. 

 

Rediscovery of the multiplier and observation of its 
variation over the economic cycle  

In a now-famous article published in 2013, 
Blanchard and Leigh4 indicated that they had un-
derestimated the value of fiscal multipliers. Auer-
bach and Gorodnichenko (2012)5 had already 
published results showing that multipliers were 
higher than had generally been assumed. In a very 
recent article, Riera-Crichton et al. (2014)6 
showed that multiplier effects are all the stronger 
when the economic slowdown is more pro-
nounced and when public spending is used coun-
ter-cyclically. In other words, the multiplier effect 
is at its strongest in the configuration where pub-
lic spending is increased significantly during the 
worst recessions, reaching as much as 3.20 for in-
creased public spending in OECD countries during 
the deepest recessions. In this case, the value of 
the multiplier is far from negligible. 

 

Why is the multiplier higher during recession? 

This phenomenon has not yet received a fully sat-
isfactory explanation. With their simple method-
ology, Charles et al. (2014a, 2014b)7 recall that the 
value of the multiplier is positively dependent on 
the propensity to consume (the share of income 
devoted to consumption) and the disposable in-
come of households, and negatively dependent 
on the propensity to import.  

It is known that the propensity to consume varies 
with the economic cycle: as incomes increase, the 
savings rate also rises, which reduces the propen-
sity to consume and thus the multiplier. Growth 
therefore tends to reduce the value of the multi-
plier. Moreover, because of the existence of auto-
matic stabilisers, variations in disposable income 
are lower than variations in national income. Con-
sequently, all else being equal, economic growth 
is accompanied by slower growth in available in-
come and therefore by a fall in the multiplier. Con-
versely, disposable income bears up during reces-

sion, which tends to raise the value of the multi-
plier. But these well-known mechanisms are insuf-
ficient to account fully for the variations in the 
multiplier. 

 

Using a methodology first developed by Palley 
(2009)8 and then applied by Pusch (2012),9 the au-
thors seek to bring to light the influence on the 
multiplier of variations in imports over the eco-
nomic cycle. To this end, they ascribe a different 
propensity to import to each component of de-
mand. 

Aggregate demand can then be written in the fol-
lowing form: 

𝑌 = (1 − 𝛼)𝐶 + (1 − 𝛽)𝐼 + (1 − 𝛾)𝐺 + (1 − 𝛿)𝑋 

Where Y is the GDP, C is consumption, I is invest-
ment, G is government spending and X is exports, 
and α, β, γ and δ are respectively the share of im-
ports in consumption, investment, government 
spending and exports. The multiplier k can then be 
written as follows: 
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where 𝜑 is disposable income as a share of GDP. 

Whereas Pusch (2012)9 postulated that consump-
tion, investment and public spending all contain a 
similar share of imports, Charles, Dallery and Ma-
rie7 used the results obtained by Bussière et al. 
(2013)10, who estimated the share of imports in 
the components of demand of the OECD coun-
tries in 1995, 2000 and 2005. The results are clear: 
the propensity to import is strongest in the case 
of investment, followed by exports, then con-
sumption and lastly public spending. To put it an-
other way: β>δ>α>γ. These elements are decisive. 

 

Recalling the principle of the investment acceler-
ator proposed by Aftalion at the beginning of the 
20th century (variations in investment amplify the 
variations in economic activity) and observing that 
in recession, public spending tends to rise while 
exports fall, the authors explain why the multiplier 
moves countercyclically. To summarise, their 
work shows that during a recession, investment 
shrinks more than the other components of ag-
gregate demand. Since investment is the compo-
nent which contains the highest share of imports, 
it follows that the share of imports in GDP falls and 
the multiplier rises. The opposite effect occurs 
during the growth part of the economic cycle. 

 

The situation in Europe 

On the basis of these developments, the same au-
thors investigated more specifically the annual re-
cessions (fall in real GDP over one year) observed 
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in the eurozone since 2010 (Charles et al., 
2014b).7 19 recessions were observed in the eu-
rozone between 2010 and 2013. But surprisingly, 
there was no longer a systematic rise in the multi-
plier as there had been in the recessions observed 
in 2008/2009. In 9 cases, there was even a fall in 
the estimated value of the multiplier. These para-
doxical results do not call into question the rea-
soning described above: the investment accelera-
tor and the decline in imports during recession 
still hold true. What is new, and what explains 
these paradoxical results, is that the economic 
policies pursued in many countries since 2010 
have provoked a fall in disposable income greater 
than the fall in GDP (in 13 of the 19 recessions), 
meaning that the automatic stabilisers no longer 
function – a consequence of the policies of budget 
austerity. Even more surprising is the fact that in 
10 cases, consumption fell more than disposable 
income, which itself fell more than aggregate pro-
duction. This suggests that people are seeking to 
reduce their debts and/or build up their precau-
tionary savings, anticipating an even bleaker fu-
ture. This situation that reduces the value of the 
multiplier is alarming: it fuels a recessionary and 
deflationary spiral. The only thing that can coun-
teract it is an expansionary budget policy. 

 

Conclusion 

The principle of the fiscal multiplier, according to 
which, all else being equal, an increase in public 
spending of 1€ generates an increase in national 

income of more than 1€, allows to reflect about 
certain aspects of the economy as a whole. The 
predictive dimension of the concept only holds 
true as long as certain key variables of the macro-
economic environment (here, the propensities to 
consume and import) do not change over time, 
which can be a source of error when it comes to 
making economic forecasts or policy recommen-
dations.  

What Charles et al. (2014a, 2014b) show and ex-
plain is precisely the fact that the propensities to 
consume and import change over the economic 
cycle (recession/expansion) and the policy cycle 
(austerity/stimulus). The multiplier is higher dur-
ing periods of recession than during periods of ex-
pansion, but the implementation of a policy of 
austerity can reduce the value of the multiplier, as 
numerous examples in Europe have demon-
strated since 2010.  

 

The multiplier can exert a leverage effect if it is ac-
tivated as part of a stimulus plan implemented 
during recession or stagnation. On the contrary, 
the coordination of austerity plans in eurozone 
countries has caused the multiplier to act like a 
hammer, crushing growth and employment.  

 

These studies highlight the pressing need for fiscal 
stimulus in Europe. 
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ÉDITIONS L’HARMATTAN, COLL. « CHEMINS DE LA MÉMOIRE », SÉRIE « HISTOIRE ÉCONOMIQUE » 
ISBN : 978-2-343-03734-9 • 25 € • 242 PAGES 

Ce livre est une étude d'ensemble - la première à ce jour - sur les guerres des brevets de la fin du XIXème siècle et du 
début du XXème aux États-Unis. Trois cas sont analysés : le cinéma avec Thomas Edison et sa revendication d'un « droit » de premier 
et seul inventeur de l'industrie, l'industrie automobile avec l'affaire du brevet Selden, l'industrie des avions et le conflit autour du 
brevet des Wright. Trois industries donc qui émergent au même moment en France et aux États-Unis, et qui logiquement auraient 
dû suivre à peu près le même chemin et connaître les mêmes développements. Il y avait en effet des deux côtés de l'Atlantique un 
système de brevets (ou patents) accordant aux inventeurs des droits exclusifs sur leurs inventions. Des titres étaient délivrés, et les 
principales nouveautés techniques, à l'origine des nouvelles industries, étaient brevetées. Mais en France il n'y eut aucun conflit 
important, à la différence de ce qui se passa aux États-Unis. La guerre des brevets est une spécificité américaine, ce qui conduit 
l'auteur à comparer systématiquement les situations et les évolutions dans les deux pays, industrie par industrie.  
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  Cet ouvrage collectif de recherche coordonné par Jean-Pierre MATHIEU, professeur l’IHPM Paris et chercheur au CEPN-
CNRS, montre que le Design  et le Marketing  sont devenus des concepts et des pratiques incontournables pour le management  des 
entreprises, mais c'est seulement dans leur mise en contexte dans un  secteur d'activité  précis  que  se  matérialisent  des  fonde-
ments signifiants  et  des méthodes opérantes. Dans  ce  sens, si  la  stratégie   de  l'offre  d'une  firme  n'est  rien  d'autre qu'un 
assemblage de lignes, de formes, de volumes, de couleurs, de sons, de technologies, et de mots, qui, en soi,  ne  possède  aucune  
signification,  c'est  pourtant  logiquement  l'expression  d'une  réponse  de l'entreprise aux attentes des consommateurs.  Ainsi, cet 
ouvrage légitime l'importance de la liaison entre le design et le marketing, lorsqu'il s'agit de création ou d'innovation. 

Les vingt-trois auteurs s'inscrivent dans une démarche de rassemblement et de mise en correspondance d'idées, de théories et de 
méthodes au-delà des frontières des champs disciplinaires. 

L'ouvrage s'adresse aux étudiants de troisième  cycle qui ont déjà soit une culture de gestionnaire, soit d'ingénieur  ou  de  designer,  
pour  y  découvrir   des  problématiques  passionnantes  et  des  réponses théoriques  et  méthodologiques   suscitant   les  plus  
grandes  curiosités.  Il  s'adresse également  aux enseignants  chercheurs, car il  vise  aussi  à donner  des pistes  pour  de futures 
recherches dans les domaines des sciences de gestion et de celles de l'ingénieur. 
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