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Don’t be fooled by public consumption
figures
Differences in measuring public consumption have exacerbated
growth differentials in Europe. France and the UK, in particular, are
likely to see a positive impact in the second half of the year with most
public workers back at work

Lies and statistics
As the old adage goes, there are three types of lies: lies, damn lies, and statistics. In Covid-19
times, this is all the more true, because it has become a lot more difficult to collect economic data.
GDP accounting is complicated anyway and one of the more contentious areas concerns the
accounting for public consumption (think of expenditures for defence, education, public
administration etc). Normally, GDP is computed at market prices. But for plenty of the services
comprised in public consumption, there are no market prices. That is the reason why traditionally,
they are accounted at cost. This brings some other problems. e.g. does a wage increase of public
workers imply an increase in real GDP or is that just a price increase? Traditionally, statistical offices
devised some rules of thumb to repartition cost increases between real growth (as some of the
wage increase could reflect productivity gains) and inflation.
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Not working, not counted
But how to account for lockdowns, when a number of public workers are actually paid, but unable
to work? Should it be considered that the production of public services has followed its normal
course because public wages have been paid? Or should it take into account the decline in activity
and the fact that some public workers were unable to work? Enter Eurostat with an elaborate note.
To cut a long story short: “When hours worked are used as the indicator for labour input, changes
in working time because of COVID-19 should result in volume changes in the output of non-market
services. But if indicators like hours paid or full time equivalent employees are used, short term
changes in activity may be not be captured. In this case, suitable adjustments to the indicators
should be made, in order to better reflect the hours actually worked in the period concerned”.

The question is, which countries have bothered to make precise estimate of the change in the
volume of public services. To be sure, there have been various types of lockdown and some
governments may have decided to spend more or less on public services. But the interesting thing
to focus on is the difference between nominal and real growth of public consumption. Barring a
strong wage increase, growth rates should be of the same magnitude, the difference being the
public consumption deflator. Looking at nominal and real growth of public consumption, some
countries stand out: France, the UK and to a lesser extent Portugal. In France, the statistical office
Insee estimated that 25% of public workers, health workers excluded, were unable to work during
the lockdown. This has led to a 13.2% reduction in public spending in the first half of 2020. In the
UK, the Office of National Statistics made output estimates for public services, resulting in a very
big real decline in public consumption (-17.5%).  Conversely, it seems that in other countries, such
as Germany or Spain, the output of public services was considered to have been maintained as
public wages continued to be paid.

It is interesting to note that Belgium and the Netherlands have also experienced a sharp decline in
public spending. But for these two countries, the decline is both nominal and real, so it has nothing
to do with the output of public workers. In fact, both countries have accounted in their public
expenditure data for the sharp decline in the number of non-emergency medical treatments
performed during lockdown.

Source: Thomson Reuters, ING Economic Research

Comeback kids
Of course, these differences in accounting for public services has also had an impact on GDP

https://ec.europa.eu/eurostat/documents/10186/10693286/Non-market_output_guidance.pdf
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growth, with the difference between nominal and real GDP growth clearly much bigger in the UK,
France and Portugal than in other European countries. The real GDP of these three countries is
therefore calculated less favourably than the GDP of other European countries, and the recession
in the first half of 2020 appears to be artificially deeper in France, the United Kingdom and Portugal
than in the rest of Europe.

Source: Thomson Reuters, ING Economic Research

To measure the impact of these methodological differences, one can recalculate the evolution of
GDP in the first half of 2020 by maintaining public expenditure at its level at the end of 2019 and
compare this adjusted GDP with the observed GDP (see table). It appears, for example, that the
French recession was 3.2 percentage points deeper than it would have been if INSEE had
calculated the contribution of public expenditure to GDP as in Germany, Spain or Italy.

Source: ING calculations

The upshot is that with the end of the confinement and public services gradually returning to
normal, the effect will be reversed and their GDP will be boosted by strong real growth in public
consumption in 2H20. France could therefore see its GDP boosted by 3.2ppt in the second part of
the year, while the boost will be 3.4ppt for the United Kingdom and 0.7ppt for Portugal. Belgium
and the Netherlands could also see their GDP topped up by an increase in public spending as non-
emergency medical treatment resumes at a similar pace to that before the crisis. Two of the other
laggards, namely Italy and Spain, won’t get this relief in terms of growth figures. This is especially
true for Spain, which has been hit by another breakout of Covid-19 infections and has therefore
suffered from a very bad tourist season, putting the country at risk of being one of the worst
performing economies in the second half of the year.



THINK economic and financial analysis

Article | 11 September 2020 4

Authors

Charlotte de Montpellier
Senior Economist, France and Switzerland
charlotte.de.montpellier@ing.com

Peter Vanden Houte
Chief Economist, Belgium, Luxembourg, Eurozone
peter.vandenhoute@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

mailto:charlotte.de.montpellier@ing.com
mailto:peter.vandenhoute@ing.com
http://www.ing.com

