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Fiscal Policy and the Slowdown in Trend Growth 
Abstract 
Summary 

The slow pace of recovery following the Great Recession raised 
concerns that trend growth in advanced economies may be 
permanently lower. Against this background, we set up and estimate 
a small open economy model with fiscal policy in which trend growth 
can permanently change. The magnitude and timing of the change in 
trend growth are estimated alongside the structural and fiscal policy 
rule parameters. The estimates are used to assess the implications 
for fiscal policy. Around the second quarter of 2005, trend growth in 
per capita output is estimated to have fallen from just over 2 per cent 
to just below 0.2 per cent per year. The slowdown gives rise to a 
lasting transition which changes the composition of tax revenues and 
increases the government debt-to-output ratio. 
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macroeconomics, monetary economics and applied econometrics with a 
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Econometrics, the Journal of Economic Dynamics and Control, and 
the European Economic Review. 
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