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This web appendix contains a number of ancillary tables.

Table Al reports the first-stage regressions for our instrumental variables procedure. It
shows that both the lagged fiscal stance and the lagged output gap have considerable
explanatory power for the current value of the fiscal stance, while the lagged output gap
is a good predictor for the current value of the output gap.

Table A2 repeats the specifications in Table 6 in the main text, but now with TSLS rather
than GMM as the IV estimator. This makes little difference to the results.

Table A3 repeats the specifications in Table 7 in the main text, but now with TSLS rather
than GMM as the IV estimator. This makes little difference to the results.

Table A4 shows the TSLS results for the specifications in Table 8 of the paper.

Table A5 reports the findings for each of the six inflation measures studied in Tables 5-6
when countries are excluded from the sample one-at-a-time, under OLS estimation.

Table A6 reports the findings for each of the six inflation measures studied in Tables 5-6
when countries are excluded from the sample one-at-a-time, under GMM estimation.
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Table Al: First Stage OLS Estimation

€)) (2 3) 4)
Fiscal Stance 0.57 0.60 -0.15
(3.12)*** (3.59)*** (-1.01)
Output Gap -0.43 0.76 0.77
(-2.60)**  (5.24)*** (5.30)***
SE of Regression 1.67 1.52 1.32 1.32
Adjusted R
Squared 0.23 0.36 0.48 0.48
Source: Authors’ Calculations.
Notes:

**x *x * denotes significance at the 1%, 5%, and 10% levels respectively.
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Table A2: Two-Stage Least Squares

(@) (2 (©) 4 5) (6)
Effective
Exchange Rate -0.28 -0.37 -0.26 -0.92 -0.36 -0.35
(-2.33)** (-3.41)*** (-2.22)** (-1.89)* (-1.585) (1.750)*
Output Gap 0.23 0.27 0.34 -0.34 0.37 0.71
(2.57)** (3.01)*** (4.22)** (-1.19) (2.298)** (4.730)***
Fiscal Stance 0.07 0.25 0.14 -0.58 0.11 0.21
(0.96) (2.81)*** (1.69) (-1.96)* (0.682) (1.475)
Lagged Price
Level -0.03 -0.04 -0.05 -0.02 -0.07 -0.02
(-3.13)*** (-4.53)*** (-4.87)*** (-0.89) (-5.436)*** (-1.473)
SE of
Regression 0.73 0.70 0.65 1.86 0.89 0.92
Adjusted R
Squared 0.60 0.62 0.73 0.80 0.65 0.65
Source: Authors’ Calculations
Notes:

*hx *x * denotes significance at the 1%, 5%, and 10 % levels respectively.
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Table A3: TSLS Estimation

) @) 3 4)
Effective
Exchange
Rate -0.27 -0.31 -0.26 -0.03
(-2.18)** (-2.82)** (-1.97)* (-1.26)
Output Gap 0.24 0.26 0.24 0.24
(2.55)** (1.71) (2.53)** (1.66)
Fiscal Stance 0.07 0.04 0.08 0.08
(0.921) (0.49) (0.96) (1.06)
Lagged Price
Level -0.04 -0.04 -0.04 -0.04
(-1.83)* (-1.90)* (-1.99)* (-1.75)*
Lagged
PROD Level 0.004 0.004
(0.42) (0.44)
D(PROD) -0.07
(-0.28)
LYPC 0.002 0.002
(0.41) (0.35)
D(LYPC) 0.003
(0.02)
SE of
Regression 0.75 0.76 0.75 0.76
Adjusted R
Squared 0.59 0.57 0.59 0.57
Source: Authors’ Calculations.
Notes:

**xx ** * denotes significance at the 1%, 5%, and 10% levels respectively.
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Table A4: Fiscal Estimation TSLS

1) (2 3)
Effective Exchange
Rate -0.27 -0.23 -0.27
(-2.14)** (-1.65) (-1.34)
Fiscal Stance
Fiscal Stance A 0.11
(1.59)
Fiscal Stance B -0.003
(-0.01)
OGAP 0.21 0.23 0.21
(2.27)** (2.44)%* (2.03)*
Lagged Price Level -0.03 -0.03 -0.03
(-3.42)%*=* (-3.91)**=* (-3.46)***
SE of Regression 0.71 0.71 0.73
Adjusted R Squared 0.62 0.62 0.60
Source: Authors’ Calculations.

Notes:
**x ** * denotes significance at the 1%, 5%, and 10% levels
respectively.
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Table A5: OLS Estimation - Robustness

TABLE A5A: CONSUMER PRICE INDEX

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.28 -271 022 265 0.02 0.32 -0.03 -2.88 0.69
Austria -0.18 -1.30 025 299 -0.01 -0.07 -0.03 -2.19 0.67
Belgium -0.28 -251 0.22 257 0.04 042 -0.03 -2.76 0.68
Finland -0.27 -225 021 219 -0.02 -0.14 -0.03 -2.72 0.68
France -0.24 -213 022 257 0.02 0.27 -0.03 -2.32 0.68
Germany -0.30 -255 021 202 0.03 0.30 -0.03 -2.32 0.66
Ireland -042 -171 019 118 0.00 -0.03 -0.03 -2.62 0.62
Italy -0.27 -271 022 218 0.03 032 -0.03 -2.80 0.69
Netherlands -0.32 -2.84 022 270 0.08 1.90 -0.04 -3.76 0.84
Portugal -0.27 -228 023 279 0.00 0.03 -0.03 -2.52 0.69
Spain -0.23 -245 025 277 004 057 -0.03 -2.97 0.71
Mean -0.28 -2.27 022 240 0.02 0.36 -0.03 -2.70 0.69
St Dev 0.06 047 0.02 053 0.03 0.59 0.003 045 0.06
Max -0.18 -1.30 025 299 0.08 1.90 -0.03 -2.19 0.84
Min -042 -284 019 118 -0.02 -0.14 -0.04 -3.76 0.62
Range 024 154 006 180 0.11 2.04 0.01 157 0.21

Source: Author’s Calculations

TABLE A5B: PRIVATE CONSUMPTION DEFLATOR

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2
Full -046 -4.64 016 297 014 1.73 -0.04 -4.52 0.74
Austria -041 -280 017 286 0.12 1.38 -0.04 -3.58 0.71
Belgium -047 -443 016 290 0.15 1.74 -0.04 -4.27 0.73
Finland -0.38 -330 015 257 0.00 -0.03 -0.04 -4.28 0.73
France -042 -3.76 0.16 2.67 0.13 1.75 -0.03 -3.73 0.75
Germany -058 -6.99 0.09 164 0.13 1.53 -0.03 -3.34 0.73
Ireland -0.63 -243 025 165 011 1.00 -0.04 -4.01 0.69
Italy -040 -411 020 338 015 1.90 -0.04 -4.52 0.75
Netherlands -053 546 014 271 019 334 -0.04 -6.34 0.87
Portugal -043 -381 0.17 321 012 1.32 -0.04 -3.59 0.73
Spain -043 -419 0.17 300 0.16 2.09 -0.04 -4.60 0.74
Mean -0.47 -413 0.17 266 0.13 1.60 -0.04 -4.22 0.74
St Dev 008 132 004 059 0.05 0.85 001 0.86 0.05
Max -0.38 -243 025 338 019 334 -0.03 -3.34 0.87
Min -063 -6.99 0.09 164 0.00 -0.03 -0.04 -6.34 0.69
Range 025 457 017 173 0.9 3.37 0.01  3.00 0.18

Source: Author’s Calculations
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TABLE A5C: CONSUMER PRICE INDEX, EXCLUDING ENERGY

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2
Full -0.30 -2.62 028 381 0.04 0.64 -0.04 -4.86 0.81
Austria -0.26 -1.68 029 3.93 0.02 0.33 -0.04 -4.04 0.80
Belgium -0.29 -241 028 379 0.04 0.50 -0.04 -4.47 0.80
Finland -0.24 -2.09 028 342 -0.04 -0.28 -0.04 -4.72 0.80
France -0.28 -241 028 370 0.04 0.59 -0.04 -4.18 0.80
Germany -0.38 -2.69 023 248 0.03 0.44 -0.04 -3.85 0.79
Ireland -044 -165 023 162 0.03 0.26 -0.04 -4.37 0.76
Italy -0.26  -252 030 352 0.05 0.76 -0.04 -4.62 0.82
Netherlands -0.32 -260 028 417 0.09 1.92 -0.05 -6.46 0.90
Portugal -0.29 -2.17 028 386 0.03 0.48 -0.04 -3.06 0.78
Spain -0.26 -255 030 391 0.07 1.14 -0.04 -6.88 0.84
Mean -0.30 -2.28 028 344 0.04 0.61 -0.04 -4.66 0.81
St Dev 006 037 003 079 003 0.58 0.00 116 0.04
Max -0.24 -1.65 030 417 0.09 1.92 -0.04 -3.06 0.90
Min -044 -269 023 162 -0.04 -0.28 -0.05 -6.88 0.76
Range 0.20 1.04 007 255 013 2.20 001 382 0.14
Source: Author’s Calculations

TABLE ASD: GDP DEFLATOR

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2
Full -0.39 -197 034 362 0.08 0.67 -0.07 -6.20 0.72
Austria -0.37 -146 035 332 0.07 0.53 -0.06 -5.14 0.70
Belgium -0.38 -1.75 034 353 0.08 0.65 -0.06 -5.72 0.72
Finland -0.36 -150 033 326 0.03 0.15 -0.06 -6.02 0.73
France -0.36 -1.73 034 336 0.07 0.62 -0.06 -5.36 0.70
Germany -059 -436 024 3.05 0.09 0.83 -0.06  -5.03 0.73
Ireland -029 -1.02 042 200 0.04 0.26 -0.06 -5.45 0.67
Italy -0.37 -165 035 291 0.08 0.69 -0.06 -6.15 0.72
Netherlands -046 -253 033 370 0.14 1.41 -0.07 -8.17 0.84
Portugal -0.33  -157 036 364 0.04 0.32 -0.08 -5.40 0.72
Spain -0.35 -157 037 357 0.07 0.57 -0.06 -5.04 0.72
Mean -0.39 -191 034 324 0.07 0.60 -0.07 -5.75 0.73
St Dev 0.08 094 004 050 0.03 0.35 0.01 0.94 0.05
Max -0.29 -1.02 042 370 0.14 1.41 -0.06  -5.03 0.84
Min -059 -436 024 200 0.03 0.15 -0.08 -8.17 0.67
Range 030 334 018 170 0.11 1.26 0.02 3.14 0.17

Source: Author’s Calculations



WEB APPENDIX FOR DIVERGENT INFLATION RATES IN EMU

TABLE ASE: IMPORT PRICE DEFLATOR

Adjusted R2

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value
Full -0.79 -1.83 -0.14 -0.66 -0.32 -1.39 -0.03 -1.42
Austria -057 -132 -011 -049 -045 -2.24 -0.02 -0.82
Belgium -1.01 -2.31 -0.14 -0.60 -0.20 -0.90 -0.04 -2.16
Finland -0.99 -213 -020 -091 -0.20 -0.56 -0.03 -1.34
France -0.74 -161 -016 -0.74 -0.37 -1.49 -0.02 -0.87
Germany -093 -1.83 -0.23 -084 -035 -1.39 -0.03 -0.93
Ireland -0.10 -0.15 -041 -105 -0.19 -0.85 -0.04 -1.58
Italy -059 -169 004 025 -025 -1.11 -0.03 -1.39
Netherlands -095 -194 -023 -100 -0.33 -1.34 -0.03 -1.38
Portugal -059 -145 -0.06 -0.31 -0.39 -1.53 -0.07 -2.34
Spain -0.76 -1.67 -0.11 -046 -0.33 -1.16 -0.03 -0.88
Mean -0.72 -161 -0.16 -0.61 -0.30 -1.26 -0.03 -1.37
St Dev 028 059 012 039 0.09 0.46 0.02 0.54
Max -0.10 -0.15 004 025 -0.19 -0.56 -0.02 -0.82
Min -1.01 -231 -041 -105 -045 -224 -0.07 -2.34
Range 0.92 216 045 131 0.27 1.69 0.05 1.52

0.86
0.90
0.87
0.85
0.86
0.85
0.86
0.86
0.85
0.86
0.84

0.86
0.02
0.90
0.84
0.06

Source: Author’s Calculations

TABLE A5F: WAGE INDEX

Adjusted R2

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value
Full -0.44 -223 059 414 0.10 1.13 -0.01 -1.12
Austria -0.35 -141 0.62 399 0.07 0.69 -0.01 -0.69
Belgium -0.39 -191 0.60 399 0.08 0.92 -0.01 -0.89
Finland -0.32 -152 061 417 -0.03 -0.16 -0.01 -1.15
France -048 -257 060 436 0.13 1.55 -0.02 -1.95
Germany -0.64 -443 051 383 0.07 0.92 -0.01 -0.82
Ireland -0.32  -072 063 322 014 1.41 -0.01 -1.34
Italy -050 -211 054 299 0.08 0.80 -0.01 -1.26
Netherlands -0.37 -1.78 064 395 0.12 1.28 -0.01 -1.18
Portugal -051 -242 056 376 0.3 1.56 0.001 0.9
Spain -044 -226 059 3.92 011 1.03 -0.01 -0.98
Mean -0.43 -211 059 382 0.09 1.00 -0.01 -101
St Dev 0.10 098 004 042 005 0.51 0.01 055
Max -0.32 -0.72 0.64 436 0.14 1.56 0.001  0.19
Min -0.64 -443 051 299 -0.03 -0.16 -0.02 -1.95
Range 032 371 013 137 0.16 1.71 0.02 214

0.75
0.75
0.76
0.75
0.81
0.80
0.50
0.74
0.76
0.77
0.74

0.74
0.09
0.81
0.50
0.31

Source: Author’s Calculations
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Table A6: GMM Estimation - Robustness

TABLE AB6A: CONSUMER PRICE INDEX

Sample DNEER t-value  GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.28 -3.43 023 399 0.07 1.71 -0.03  -4.53 0.68
Austria -0.19 -2.08 027 476 0.05 0.85 -0.03 -2.73 0.67
Belgium -0.28 -347 024 392 0.08 1.40 -0.03 -3.70 0.67
Finland -0.37 -3.13 0.32 175 045 0.68 -0.04 -2.36 0.53
France -0.28 -2.78 020 295 0.04 0.67 -0.03 -3.19 0.68
Germany -0.30 -3.09 023 265 0.08 1.19 -0.03 -3.10 0.66
Ireland -0.44 -207 027 213 0.06 0.76 -0.03 -3.35 0.61
Italy -0.29 -3.31 021 282 0.06 1.03 -0.03 -3.79 0.69
Netherlands -0.35 -412 019 334 0.07 1.97 -0.03  -4.99 0.84
Portugal -0.26 -282 026 466 0.08 1.90 -0.04 -3.44 0.67
Spain -0.25 -3.30 024 379 0.08 1.35 -0.04  -4.09 0.71
Mean -0.30 -3.02 024 328 0.10 1.18 -0.03 -3.47 0.67
St Dev 0.07 062 0.04 101 012 0.48 0.003 0.74 0.08
Max -0.19 -207 032 476 045 1.97 -0.03 -2.36 0.84
Min -0.44 -4.12 0.9 175 0.04 0.67 -0.04  -4.99 0.53
Range 0.25 205 013 3.01 041 1.30 0.01 263 0.30

Source: Author’s Calculations

TABLE A6B: PRIVATE CONSUMPTION DEFLATOR

Sample DNEER t-value  GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.37 -407 027 295 025 3.22 -0.04 -5.10 0.70
Austria -0.32 -217 029 299 0.223 2.85 -0.04 -3.73 0.67
Belgium -0.38 -356 028 292 0.26 3.26 -0.04 -4.86 0.68
Finland -0.49 -2.33 043 123 0.90 0.72 -0.05 -1.87 0.07
France -0.37 -3.32 023 263 0.20 3.47 -0.04 -455 0.73
Germany -0.45 -421 022 205 022 2.81 -0.04 -3.86 0.69
Ireland -0.71 -279 042 276 015 1.74 -0.04  -4.06 0.66
Italy -0.30 -266 033 323 030 3.20 -0.04 -5.61 0.70
Netherlands -0.49 -5.87 018 279 0.22 3.20 -0.05 -6.30 0.87
Portugal -0.32 -297 031 334 025 3.32 -0.05 -3.59 0.67
Spain -0.36 -345 026 292 0.28 3.23 -0.05 -4.47 0.71
Mean -0.42 -3.33 030 269 030 2.78 -0.04 -4.29 0.64
St Dev 0.12 1.08 008 062 0.21 0.87 0.01 1.21 0.21
Max -0.30 -2.17 043 334 090 3.47 -0.04 -1.87 0.87
Min -0.71 -5.87 0.18 123 015 0.72 -0.05 -6.30 0.07
Range 0.40 370 024 211 074 2.74 0.02 443 0.79

Source: Author’s Calculations
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TABLE A6C: CONSUMER PRICE INDEX, EXCLUDING ENERGY

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.26 -288 034 6.13 0.13 2.78 -0.05 -7.37 0.79
Austria -0.22 -206 036 638 0.12 2.20 -0.04 -5.54 0.77
Belgium -0.26 -297 034 6.10 0.3 2.42 -0.05 -6.33 0.78
Finland -0.31 -3.06 039 227 035 0.62 -0.05 -3.56 0.71
France -0.26 -274 032 565 011 2.53 -0.04 -6.22 0.79
Germany -0.31 -324 031 478 0.12 2.34 -0.04 -5.64 0.77
Ireland -0.50 -232 038 418 0.09 1.26 -0.04 -5.76 0.73
Italy -0.23 -298 036 6.16 0.5 2.95 -0.04  -6.95 0.80
Netherlands -0.27 -298 034 6.88 0.15 2.79 -0.05 -851 0.89
Portugal -0.25 -247 035 6.81 0.14 2.86 -0.05 -4.28 0.76
Spain -0.24 -3.13 034 641 014 3.60 -0.05 -8.15 0.83
Mean -0.29 -279 035 556 0.15 2.36 -0.05 -6.09 0.78
St Dev 0.08 0.39 0.02 144  0.07 0.86 0.002 1.54 0.05
Max -0.22 -206 039 6.88 0.35 3.60 -0.04 -3.56 0.89
Min -0.50 -3.24 031 227 0.09 0.62 -0.05 -851 0.71
Range 0.28 119 008 461 0.25 2.97 0.01  4.95 0.18

Source: Author’s Calculations

TABLE A6D: GDP DEFLATOR

Sample DNEER t-value  GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.36 -221 037 267 011 1.09 -0.07 -7.31 0.72
Austria -0.35 -1.37 038 249 011 1.05 -0.07 -551 0.70
Belgium -0.35 -1.80 037 250 0.10 0.90 -0.07 -6.09 0.72
Finland -0.58 -1.66 0.68 135 1.36 0.81 -0.09 -2.19 -0.06
France -0.36 -193 034 242 0.08 0.87 -0.06 -5.74 0.70
Germany -0.57 -296 024 156 0.06 0.59 -0.06 -5.83 0.73
Ireland -0.34 -1.10 055 226  0.09 0.70 -0.07 -5.79 0.66
Italy -0.34 -153 040 232 013 0.99 -0.07 -7.03 0.72
Netherlands -0.54 -3.05 024 223 0.06 0.62 -0.07 -7.28 0.83
Portugal -0.27 -1.40 043 3.09 011 1.23 -0.08 -6.99 0.71
Spain -0.32 -161 039 267 0.08 0.75 -0.06 -5.36 0.72
Mean -0.40 -1.84 040 229 0.22 0.85 -0.07 -5.78 0.64
St Dev 0.11 0.66 0.13 051  0.40 0.20 0.01 1.43 0.25
Max -0.27 -1.10 068 3.09 1.36 1.23 -0.06 -2.19 0.83
Min -0.58 -3.05 024 135 0.06 0.59 -0.09 -7.28 -0.06
Range 0.31 195 044 175 130 0.64 0.03  5.09 0.89

Source: Author’s Calculations
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TABLE AGE: IMPORT PRICE DEFLATOR

Sample DNEER t-value  GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.92 -251 -034 -149 -058 -3.58 -0.02 -0.91 0.84
Austria -0.61 -1.95 -0.22 -1.23 -0.66 -3.84 -0.01 -0.35 0.89
Belgium -1.02 -290 -0.25 -1.16 -044 -2.29 -0.03 -1.75 0.86
Finland -0.95 -1.80 -0.30 -0.73 -0.53 -0.35 -0.02 -0.78 0.84
France -0.92 -2.21 -040 -154 -0.59 -2.98 -0.01 -0.46 0.85
Germany -1.21 -259 -055 -1.75 -0.67 -2.97 -0.01 -0.20 0.83
Ireland 0.03 0.05 -0.74 -154 -0.35 -1.94 -0.03 -143 0.85
Italy -0.77 -2.21 -0.18 -0.68 -0.48 -2.12 -0.02 -1.01 0.85
Netherlands -1.22 -247 -055 -1.75 -0.64 -3.03 -0.02 -0.86 0.83
Portugal -0.63 -1.82 -017 -098 -0.61 -3.49 -0.06 -3.02 0.86
Spain -0.85 -2.15 -029 -1.23 -0.68 -3.18 -0.01 -0.21 0.82
Mean -0.82 -2.00 -0.37 -1.26 -0.56 -2.62 -0.02 -1.01 0.85
St Dev 0.36 0.80 0.19 039 011 1.00 0.02 0.87 0.02
Max 0.03 0.05 -0.17 -0.68 -0.35 -0.35 -0.01 -0.20 0.89
Min -1.22 -290 -0.74 -1.75 -0.68 -3.84 -0.06 -3.02 0.82
Range 1.25 295 0.57 1.08 0.33 3.49 0.06 2.81 0.07

Source: Author’s Calculations

TABLE A6F: WAGE INDEX

Sample DNEER t-value GAP t-value PRIM t-value Lag Price Level t-value Adjusted R2

Full -0.35 -240 071 759 021 2.13 -0.02 -1.40 0.72
Austria -0.25 -1.10 074 812 019 1.45 -0.01 -0.95 0.72
Belgium -0.32 -208 070 730 017 1.41 -0.01 -111 0.75
Finland -0.33 -1.36 071 344 0.26 0.32 -0.02 -0.98 0.71
France -0.34 -237 075 899 0.24 2.15 -0.03 -2.30 0.78
Germany -0.48 -3.18 070 561 0.28 3.08 -0.02 -155 0.73
Ireland -0.35 -093 070 392 017 1.90 -0.02 -1.54 0.49
Italy -0.38 -208 066 475 0.8 1.45 -0.02 -1.42 0.72
Netherlands -0.23 -161 079 839 0.23 1.85 -0.02 -1.48 0.73
Portugal -0.46 -275 064 657 0.22 2.36 0.00 -0.05 0.76
Spain -0.36 -263 069 806 0.25 1.91 -0.02 -1.49 0.71
Mean -0.35 -201 071 652 022 1.79 -0.02  -1.29 0.71
St Dev 0.08 075 0.04 198 0.04 0.72 0.01 058 0.08
Max -0.23 -093 079 899 0.28 3.08 0.00 -0.05 0.78
Min -0.48 -3.18 064 344 017 0.32 -0.03 -2.30 0.49
Range 0.25 226 015 555 011 2.76 0.02 225 0.28

Source: Author’s Calculations



