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o Exchange rate regime
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Summary of paper

This interesting paper...

@ Use a panel of OECD countries (17 countries), yearly data spanning
1975 — 2008

@ Econometric approach; first step is to estimate linear spending rule

gti = fi (¢, Tt, 81, 8—2,ir Ye—1,iv Ye—2,i» be—1,i, di) + €

where &; ; estimated fiscal spending shocks, parameters in f; country
specific
@ In a second step, use & ; and run regression

Xt,j = N + ‘uiTt’ +h (Xt,]_,,', U'(L)ét',', )\(L)dt, K(L)ét,,’dt)

for a set of macrovariables x using contemporaneous and 2 lags of
& j. Dynamics assumed to be captured by x;_1 ;

o Notice that the effects on g; are also computed in the second step
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Summary of paper

Main results

@ Argue that results when not conditioning on any of the dummies are
broadly in line with the existing literature, spending multiplier around
unity for the first year (but barely significant at the 90 percent level)

@ Show that estimated positive multiplier is driven by financial crises; in

financial crises they find a multiplier about 2, for non-financial crisis
periods, multipliers essentially 0
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Comments on the econometric approach

@ Measurement of g; - neither level nor growth rates - not appropriate if
underlying model embeds a stochastic trend in technology

o Why not measure g; relative to trend output?

@ Provide support for identifying assumption that movements in output
does not affect g; within a year

e Examine support for this restriction using quarterly data

@ Why same coefficients for each country in the second stage regression
when estimated coefficients in the fiscal spending rule are not the
same in the first stage regression?

@ How do we know that inclusion of x;_; ; in the second step regression
suffices to study dynamics beyond 3 periods?

o Why get effects on g from the second stage regression, and not the
first?
e Bottom line, why not a panel VAR approach?
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shaping the effects of government spending shocks
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Suggestions for additional conditioning dummies

Role of monetary policy

@ In models with nominal frictions, monetary policy plays a key role in
shaping the effects of government spending shocks

@ This is documented in the recent literature on the size of fiscal
spending multipliers at the zero lower bound, e.g. Christiano,
Eichenbaum and Rebelo (2009), Erceg and Lindé (2010) and
Woodford (2010)

@ Monetary accommodation could be the explanation of the outsized
multipliers that you obtain in financial crisis periods

o Below | Show fiscal multipliers in a version of the CEE/SW model in
next slide, with and without monetary accommodation
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Dynamic responses to fiscal spending shock in the

CEE/SW model

Effects in normal times and when policy is in a 8 quarter liquidity trap
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Role of monetary policy

@ Stresses the need to report effects for the real interest rate in the
paper; document that the real interest rate path is consistent with the
estimated multipliers in and outside a financial crisis

e Could also be useful for distinguishing between policy and
liquidity /borrowing constrained agents story in paper

@ Results suggestive that an inflation targeting, non-inflation targeting
dummy classification could be of interest to study
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Suggestions for additional conditioning dummies

Role of openess

@ Standard economic theory also suggests that the degree of openess
plays an important role in shaping the effects of fiscal spending

@ Quantify this effect in a two-country model with nominal and real
frictions where one economy is very large relative to the other
economy and more closed

o Large economy (US) has import share of about 1 percent from the
small open economy (Sweden) which has an import share of 40 percent

in steady state
e Apart from this, standard symmetric parameterization - “sophisticated”

calibration
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Role of openess according to New Keynesian two-country

model

Dynamic effects of government spending hikes of 1 percent in “US" and “Sweden"
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@ The results above suggest it might be worthwhile to consider an
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Suggestions for additional conditioning dummies

Interaction effects between openess and financial crisis periods

@ The results above suggest it might be worthwhile to consider an
openess classification as well, in particular since you have quite a few
small open economies in your sample (Sweden, Finland, Norway,
Denmark, Austria etc.)

e Substantially lower multiplier in small open economies due to “leakage”
@ Moreover, openess together with financial crises (here interpreted to

imply accommodative monetary policy) might have very interesting
interaction effects

@ Figure below shows how openess in the two-country model affects the
fiscal multiplier in and outside a liquidity trap

e Assume duration of liquidity trap to be 8 quarters without any fiscal
spending
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Role of openess in a New Keynesian model under

alternative monetary responses

Spending multipliers in more closed and open economies in normal times and in a 8
quarter liquidity trap
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Interpretation of financial crisis multipliers

o It seems like the theoretical model above has a hard time accounting
for the high fiscal multiplier you estimate in financial crisis episodes
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Interpretation of financial crisis multipliers

@ |t seems like the theoretical model above has a hard time accounting
for the high fiscal multiplier you estimate in financial crisis episodes

@ However, if monetary policy is expected to remain accommodative for
a long-enough period, and prices and wages are not too sticky, then
fiscal multipliers may be in the range of 2 or above

e In particular this is likely to true if the spending shocks you estimate
during financial crisis episodes are not too large

o Subset of households simply consume out of current income
(Keynesian)

e Figure below taken from the paper by Erceg and Lindé (2010) and
highlights the distinction between average and marginal multiplier in a
liquidity trap

o CEE/SW type of closed economy model with Keynesian households

with endogenous exit from liquidity trap
e "“Sophisticated calibration”
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Multipliers in CEE/SW closed economy model with KH

Marginal and Average spending multipliers in a liquidity trap with endogenous exit
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Interpretation of financial crisis multipliers

@ For these reasons, you need to provide some information of the size of
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Interpretation of financial crisis multipliers

@ For these reasons, you need to provide some information of the size of
the shocks during the financial crisis episodes - how large are they?

@ If most of them are well below 1 percent of GDP, the results cannot
be interpreted to imply that you can get a GDP increase by 2 percent
if you increase spending by 1 percent during a financial crisis

@ Possible tension to account for the high multipliers given that many
countries experiencing financial crisis episodes can be characterized as
small open economies

e Build credibility for multipliers by reporting results for the real interest
rate
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Concluding remarks

@ This is a paper that | very much enjoyed reading
@ It studies a very important topic using an overall sensible approach

@ When all is said and done, | believe it will make a very nice
contribution to the literature
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