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Are fiscal multipliers big or small? That is the question ...

@ Policy debate in the United States:

o Robert Barro (WSJ, 2009): Peacetime multipliers are essentially zero

o Christina Romer (2009): Multiplier is around 1.5

o Difference: 3.7 million jobs by the end of 2010 (current unemployed are
13.7 million)

@ In Chile:

o Fiscal package of 2.8 percent of GDP early in 2009 supposed to lead to
a GDP expansion of 2-3 percent
e Actual outcome: fall of 1.5 percent
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Existing literature

o Estimates of government expenditure multiplier:

Blanchard and Perotti (2002): around 1

Fatas and Mihov (2001): larger than 1

Perotti (2004): -2.3 to 3.7 (depending on country and time period)
Uhlig and Mountford (2005): 0.3

Elmendorf and Furman (2008): 1.0

Barro and Redlick (2009): 0.6

@ Limitations

e Evidence from a small number of countries
o Little cross-sectional evidence

@ Almost none outside OECD

o Little attention to composition of government spending
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What do we do?

@ Based on a 44 country panel, we focus on the factors/characteristics
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What do we do?

@ Based on a 44 country panel, we focus on the factors/characteristics
that affect the size of the multipliers:

High income versus emerging/developing

Fixed (predetermined) versus flexible exchange rate regimes

e Open versus closed

High-debt versus low debt

e Government consumption versus public investment
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44 countries: 20 high-income, 24 developing

@ Real GDP, real central government consumption

Quarterly frequency (ranging from 1960Q1 to 2007Q4)

Pooled data contains more than 2500 observations

@ Sources: IMF, Eurostat, Central Banks, Ministries of Finance,
Statistical agencies
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44 countries: 20 high-income, 24 developing

@ Real GDP, real central government consumption

Quarterly frequency (ranging from 1960Q1 to 2007Q4)

Pooled data contains more than 2500 observations

@ Sources: IMF, Eurostat, Central Banks, Ministries of Finance,
Statistical agencies

o Data carefully vetted to ensure quality and that data was collected at
quarterly frequency
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Methodology

@ Panel SVAR
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Methodology

@ Panel SVAR

Bivariate

o GDP and government consumption
e GDP and public investment

@ Multivariate

Identifying assumption (Blanchard and Perotti (2002)): government
consumption can only respond with a one period lag
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Empirical question

@ What is the impact on GDP of a $1 increase in government
expenditure?

AGDP,
Impact Multiplier = EGOO
-
AGDP
Cumulative Multiplier = M
Yo AG;

@ Long-run multiplier defined as the cumulative multiplier once both
impulse responses have died down.
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Output response to a 1% shock to government spending
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Fiscal multipliers: High income versus developing countries

High Income Counrries

- Lomg Ean: 0.50
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Fiscal multipliers: Fixed (predetermined) versus flexible
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Monetary policy response under fixed versus flexible
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multipliers: Open versus closed economies
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Fiscal multipliers: High versus low debt

Debt/GDP<60% (High Income)

Impact (top ro botroms):
0.73, 0.05, -0.18
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Fiscal multipliers: Public investment
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Output effect of tax rates

(work in progress with G. Vuletin and D. Riera-Crichton
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Conclusions

@ Size of fiscal multiplier critically depends on country characteristics:

o fixed versus flexible exchange rates
e open versus closed
o low versus high external debt

@ Fiscal-monetary interactions critical in determining effectiveness of
fiscal stimulus

@ Composition of government spending matters

@ As emerging markets move to greater exchange rate flexibility,
countercyclical fiscal policy may become less relevant

@ But, insofar as “fear of floating” exists, avoid procyclical fiscal
policies commonly observed in developing countries
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	Florence presentation
	The debate about the size of fiscal multipliers
	Quarterly data is critical to satisfy the identifying assumption of Structural Vector Autoregression (SVAR).  SVAR (Blanchard-Perotti) assumes that the fiscal authority can only react to output with a one period lag. This makes sense with quarterly data but not with annual data. For instance, many countries responded to fall in outputs in the Fall 2009 with packages in the first quarter of 2009.


