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Abstract

This paper studies the effects of fiscal policy announcements on household expecta-
tions. We document announcements of price-related expansionary fiscal measures in
response to the cost-of-living crisis in the four largest euro area economies and exploit
the exogenous timing of fiscal actions relative to household survey participation to
estimate their causal effects. Following fiscal announcements, households revise their
beliefs: inflation perceptions rise, and unemployment perceptions fall. The latter effect
persists into short-run unemployment expectations, while inflation expectations remain
unchanged, suggesting households perceived inflationary pressures as temporary. These
results suggest a significant signaling channel of fiscal policy, as fiscal announcements
reveal information about the underlying economic conditions and the government’s
commitment to stabilization. We rationalize these findings through a general equilibrium
New Keynesian model extended with information frictions and an inflation-stabilizing role
for fiscal policy. The model isolates the informational content of fiscal policy and shows
that belief revisions are consistent with demand-driven dynamics.

Keywords: fiscal stabilization policies, macroeconomic uncertainty, inflation expectations,
household expectations, euro area.

JEL classification: D12, D83, D84, E30, E62.



Resumen

Este documento analiza los efectos de los anuncios de politica fiscal sobre las expectativas
de los hogares. Documentamos los anuncios de las medidas fiscales expansivas que
afectan a los precios, adoptadas como respuesta a la crisis inflacionaria del «coste de
la vida» en las cuatro principales economias de la zona del euro, y aprovechamos la
exogeneidad entre el momento de estos anuncios y la participacion de los hogares en
encuestas para estimar sus efectos causales. Tras los anuncios fiscales, los hogares
ajustan sus expectativas: aumentan sus percepciones sobre la inflaciéon y disminuyen
sobre el desempleo. Este ultimo efecto se mantiene en las expectativas de desempleo a
corto plazo, mientras que las expectativas de inflacion no cambian, lo que sugiere que los
hogares perciben las presiones inflacionistas como transitorias. Estos resultados apuntan
a un importante canal de sefializacion (signaling) de la politica fiscal, ya que los anuncios
fiscales transmiten informacién sobre las condiciones econémicas subyacentes y sobre el
compromiso del Gobierno con la estabilizacidn. Interpretamos estos resultados mediante
un modelo neokeynesiano de equilibrio general, ampliado con fricciones informativas y
un papel estabilizador de la politica fiscal frente a la inflacién. El modelo aisla el contenido
informativo de la politica fiscal y muestra que las revisiones de las expectativas son
coherentes con las dinamicas impulsadas por la demanda.

Palabras clave: politicas de estabilizacién fiscal, incertidumbre macroecondémica,
expectativas de inflacidn, expectativas de los hogares, zona del euro.

Codigos JEL: D12, D83, D84, E30, E62.
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1 Introduction

In the second half of 2021, inflation in the euro area rose sharply because of supply and
demand mismatches during the recovery from the COVID-19 pandemic. Inflationary
pressures intensified with the onset of the energy crisis. In response, the European
Central Bank (ECB) increased interest rates to maintain price stability and keep inflation
expectations well anchored. At the same time, fiscal authorities took swift action (mainly
through tax cuts and energy subsidies) to mitigate the impact of high energy prices on
firms’ and households’ income.

However, it remains unclear how households interpreted these events, particularly
fiscal policy measures and their announcements. Understanding economic developments
requires extracting signals and forming beliefs, something that becomes more complex
during periods of heightened uncertainty. Thus, fiscal policy might not only have direct
effects on economic conditions and inflation but also serve as an information device for
less informed households, revealing information about current economic conditions, prices,
and the government’s commitment to achieve economic stabilization.

This paper studies the relationship between fiscal policy announcements and house-
holds’ perceptions and expectations of the economy. We estimate the causal effects
of fiscal announcements by leveraging a new detailed narrative of price-related fiscal
measures for the four largest economies of the euro area, combined with microdata on
household expectations in a Regression Discontinuity (RD) design. We then interpret
our empirical findings through the lenses of a New Keynesian (NK) model, extended to
include information frictions and an inflation-stabilization role for fiscal policy.

We construct a new narrative of official announcements of price-related expansionary
fiscal measures in response to the cost-of-living crisis in the four largest economies of the
euro area during the second half of 2021 and 2022. We build on a confidential dataset
compiled by public finance experts of the European System of Central Banks (ESCB). The
dataset records the most relevant discretionary changes of fiscal policy with significant
budgetary impact. We extend this ‘ESCB dataset’ by documenting the announcement
process, tracking their first appearance in the media and in the political discourse, even
before they are passed as legislation. Given the importance of the announcement date
for our empirical design, we further validate our dating (and in some cases slightly
adjust it) against observed spikes in Google searches for key words related to each fiscal
announcement to ensure an accurate identification of the date when households most

likely first heard about the measures.*

Our dating approach aims to pin down the exact date when households are the most likely to
update their information set, which often precedes the formal approval and can already trigger economic
responses, as shown in Garcia-Uribe (2023). Note that Mertens and Ravn (2012) take the day legislation
becomes law as the announcement date, but since their analysis is carried out at quarterly frequency, this
can encompass the period between announcement and approval of the fiscal measures. Our definition is
closer to that of Melosi et al. (2025), based on the first official announcement of the eventually passed
legislation.
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Note that our fiscal announcements differ from monetary policy announcements in
that they do not occur at a regular frequency and are therefore less likely to be anticipated.
Furthermore, we date the announcement when we estimate households are the most likely
to update their information set. In line with this, we see no clear signs of anticipation
from households in their Google search behavior ahead of the announcements. Still, we
cannot entirely rule out that some of the fiscal announcements we consider were partially
anticipated by some households, but we note that this would only have an attenuation
effect on the information shock at the date of the official announcement.

We then implement an RD design that exploits the exact timing of survey responses
around fiscal announcements.? Using the Consumer Expectations Survey (CES), a
monthly panel survey administered by the ECB on the perceptions and expectations of
households about the economy, inflation, and household economic behavior, we compare
responses of households surveyed just before and just after fiscal announcements. Since
these two groups of households are observationally equivalent except for the available
information about fiscal announcements, this allows us to isolate the causal impact of fiscal
announcements on household expectations.®> The two main identifying assumption are
that fiscal announcements are exogenous with respect to the exact date when households
complete the survey and that fiscal announcements do not exactly coincide in time with
the release of other relevant economic information. We carry out a number of robustness
checks to back these two assumptions, including additional controls in the regressions for
CPI releases and energy prices, and a thorough exploration of the distribution of survey
responses and fiscal announcement dates.

Our results show that fiscal announcements lead households to revise upwards their
inflation perceptions and downwards their perception about the unemployment rate. The
effects on the later persist into the short-run expectations about the unemployment rate.
In contrast, we find no significant effects on inflation expectations in the short or the long
run, providing evidence that households perceive the increase in inflation as temporary.
Robustness tests confirm these findings.

Our findings suggest a significant signaling channel of fiscal policy. Fiscal announce-
ments provide households with relevant information to update their beliefs about economic
conditions. We show that a NK model with involuntary unemployment and information
frictions captures this mechanism. In the model, private agents (households, firms and

the labor union) have imperfect information, while the government observes the true

2Others have previously exploited the timing of fiscal actions with respect to household survey
participation to estimate the economic impact of fiscal policy. See, for example, Johnson et al. (2006);
Parker et al. (2013); Misra and Surico (2014). However, the existing literature focused on the observed
outcomes of implemented fiscal policies in the United States. Instead, we study the effects of fiscal
announcements on household expectations in the euro area.

3Because we observe multiple fiscal announcements across different countries over the period of
analysis, we effectively implement a staggered RD where each announcement date is normalized and
staggered, greatly increasing statistical power of our analysis and allowing for the inclusion of a rich set
of fix effects (including country, year-month, weekday, and day of the month).
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state of the economy and sets fiscal policy to stabilize inflation and output. Private
agents, observing fiscal actions imperfectly, learn about the state of the economy and infer
the underlying economic conditions. The model matches well the empirically estimated
moments and allows to isolate the informational content of fiscal policy. Counterfactual
exercises show that this signaling channel explains most of the observed response in
household expectations. Beliefs revisions also align more closely with demand-driven
dynamics, leading to less persistent inflation perceptions but more persistent shifts in

unemployment expectations.

Related Literature. Recent empirical and theoretical work studies how fiscal an-
nouncements shape beliefs. Melosi et al. (2025) develop a stylized model of fiscal signaling
and test it using daily stock prices and exogenous fiscal shocks in Japan. Bachmann et al.
(2021) and D’Acunto et al. (2022) both consider the announcement of a VAT tax-cut to
study its impact on households’ expectations.* More closely related to our work, De Fiore
et al. (2024) use an event-study strategy to estimate causal effects of fiscal announcement
exploiting survey participation in the Survey of Consumer Expectations in the US. Com-
pared with the existing literature our study offers two main advances. First, our empirical
design exploits quasi-experimental variation from multiple announcements across countries
and quasi-random survey participation, allowing the use of a staggered RD design that
has high statistical power and allows for rich fixed effects. Furthermore, the time lag
between announcement and implementation of the fiscal measures we study, together
with the RD strategy, allows us to directly estimate the empirical causal effects of the
announcement (both the information and direct effects) clean from any implementation
effects. Second, we develop a general equilibrium New Keynesian model with information
frictions and an inflation-stabilizing role for fiscal policy. The model allows us to further
decompose our empirical moments into a direct fiscal effect and an information effect.
A much larger body of work studies the macroeconomic effects of fiscal policy, as
opposed to the effect of announcements on beliefs. Early contributions use structural
VARs with recursive identification schemes (Blanchard and Perotti, 2002; Mountford
and Uhlig, 2009), while other papers exploit narrative measures of military spending
(Rotemberg and Woodford, 1997; Ramey and Shapiro, 1998; Ramey, 2011) or examine tax
and transfer changes (Mertens and Ravn, 2011; Oh and Reis, 2012; Parraga Rodriguez,
2018). We relate to this literature by adding new complementary estimates of the impact
of fiscal policy announcements. Our estimates complement those in the existing literature
on fiscal announcements because of the breath of the outcomes considered (perceptions
and expectations on inflation, economic activity and the labor market) as well as for the

relevance of the setting considered: the stark increase in inflation experienced from 2022

“To identify causal effects, Bachmann et al. (2021) use a diff-in-diff strategy with other countries
forming the control group, and D’Acunto et al. (2022) define control and treatment groups based on
households’ beliefs about the pass-through of the VAT-cut
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followed by a number of salient fiscal measures implemented across different European
countries.

Finally, a recent literature focused on monetary policy shows that central bank
announcements affect expectations through a signaling channel: households and markets
update beliefs about the state of the economy when monetary authorities reveal private
information (e.g Campbell et al., 2012; Nakamura and Steinsson, 2018a; Jarocinski and
Karadi, 2020). In contrast, fiscal policy announcements are widely discussed by the
public but their impact on expectations is far less studied. Survey evidence indicates that
clear fiscal communication can magnify output responses (Ricco et al., 2016), and the
effectiveness of fiscal policy depends on the salience and comprehensibility of announce-
ments (Ramey, 2021). Our paper speaks to this strand of the literature by explicitly
modeling the signaling channel in a general equilibrium NK model, as opposed to most
of the literature that uses reduced-form approaches. In doing so, we bring the study
of fiscal policy announcements somewhat closer to the literature on monetary policy

announcements.

2 Data

2.1 Discretionary Fiscal Policy Announcements

The narrative analysis builds on a dataset of discretionary fiscal measures compiled by
public finance experts of the European System of Central Banks (ESCB). The ‘ESCB
dataset’ compiles the most relevant discretionary changes of fiscal policy with significant
budgetary impact. We complement the available information with the narrative record.
Among others, we consulted country-specific legislation and government reports, official
government websites, the Bruegel fiscal tracker of national fiscal policy responses to the
energy crisis and news from sources such as the Financial Times and other national
newspapers.

The euro area members covered in this paper include Germany (DE), Spain (ES),
France (FR) and Italy (IT). The ESCB dataset is not publicly available though and
we cannot disclose data by country. We restrict our attention to fiscal announcements
related to price measures during the cost-of-living crisis between the second half of 2021
and throughout 2022. In total we identify 50 distinct price-related expansionary fiscal
measures, although occasionally they can be collectively presented as a set of measures.
We cover three fiscal instruments: indirect taxes, subsidies to firms and households, and
direct price discounts.

To ensure that we are capturing the precise day when households update their
information set, we complement the announcement date from our narrative record with an
analysis of Google searches about key words closely related to the official announcements.

Panel (a) of Figure 1 shows that there is a clear spike in Google searches around the
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Figure 1: Dating of Fiscal Announcements

Notes: Panel (a) shows the average Google searches, defined as the arithmetic mean of the share of daily
Google searches of key words related to each fiscal announcements in France, Germany, Italy and Spain
relative to the narrative record. Panel (b) shows the budgetary size of fiscal announcements and their

dating according to the narrative record and to Google searches.

time of the official announcements. The chart also illustrates that these policies did not
go unnoticed, as they triggered a sharp increase in Google searches with no significant
anticipation in the preceding days. Note that potential anticipation would have an
attenuation effect on the size of the information shock from the official announcements.
Panel (b) of Figure 1 reports the budgetary impact of the fiscal measures as a % of GDP

at prices of 2022 with both timings, according to the narrative record and that implied
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Figure 2: Characteristics of Price Measures in Response to the Cost-of-Living Crisis

Notes: Fiscal announcements of price-related measures in response to the cost-of-living crisis in France,
Germany, Italy and Spain between April 2021 and December 2022.

by spikes in traffic of Google searches. In most cases, the dating with the narrative
record coincides with a spike in Google searches for keywords related to the measures
implemented. In the cases when the spike in Google traffic precedes the narrative dating
(about 20% of the measures), the deviation is on average three days earlier. For these cases
we advance the dating to the one indicated by the Google searches spike. Moreover, despite
a bunching of announcements following the Russian invasion of Ukraine on February
2022, notice that some measures were already announced in the second half of 2021, while
further announcements continued to be made throughout the second half of 2022.°
Figure 2 provides further insights of the dataset breaking down the fiscal announce-
ments by some relevant characteristics. Four observations stand out. First, most measures
are directed at households. Second, about 40% of the measures are targeted, which
supports the view that governments had to adjust their fiscal impulse following the
deterioration of public finances during the pandemic, as well as a design of fiscal measures
that preserved the incentives to energy savings (OECD, 2022). Third, it is noticeable the
number of extensions of temporary fiscal measures. And fourth, half of the price measures
were instrumented with indirect taxes, while the the other half were equally split between

direct price discounts and subsidies to households and firms.

The fiscal measures are quantified as percentage of GDP and calculated as the average present value of
the annual charges to government budgets. We use the average 10-year government debt yield for the period
when the measures are in effect for the calculations (see https://www.ecb.europa.eu/pub/projections).
For example, if a measure implies payments of x; in ¢t = 2022,2023, 2024, and 7 refers to the average
10-year bond yield for 2022-2024, the quantification would be [z2022 + Z2023(1 +17) ™" + @2024(1 +) ] /3.
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As an illustration, Appendix D provides details of the price-related fiscal measures
adopted in Spain. We also provide a description of the Google trends related to the

Spanish fiscal measures, as well as a full list of sources.

2.2 The Consumer Expectations Survey of the European Central Bank

Household expectations come from the Consumer Expectations Survey (CES), an online
mixed frequency panel survey administered by the ECB since April 2020. The CES
collects information on the perceptions and expectations of over 10,000 households about
the economy, inflation, as well as household economic and financial behavior including
household consumption, investment, borrowing decisions and labor market transitions.
The survey is composed of three modules. A “Background” questionnaire captures a range
of relatively time-insensitive information, including household composition, educational
attainment, housing tenure, and total net income. Two other regular modules, the
“Monthly” and “Quarterly” questionnaires, collect time-varying information, including
quantitative and qualitative estimates, probabilistic data and measures of uncertainty.

Experience with the CES to date has demonstrated a strong panel component
(Georgarakos and Kenny, 2022). Between April 2020 and December 2022, 81.2% of
respondents had completed more than 12 survey rounds and 28.0% more than 24 rounds.
France, Germany, Italy and Spain contribute 20-22% of the observations each, while
the Netherlands and Belgium have a smaller representation providing about 8% of the
observations, respectively.

The sample includes households from France, Germany, Italy and Spain from 2021m4
to 2023m1. Thus, including the biggest four economies of the euro area and a time period
covering the cost-of-living crisis but after the worst of the COVID-19 pandemic. We focus
on 7 outcome variables: Perceived inflation now compared with 12 months ago (infpast
in the figures and tables); Perceived unemployment rate now compared with 12 months
ago (unempast); Expected inflation 12 months from now (infly); Expected inflation 3
years from now (in f3y); Expected economic growth during the next 12 months (gowthly);
Expected unemployment rate 12 months from now (unemply); Expected percent change
in household spending during the next 12 months (spendly). We follow the common
practice of Winsorizing quantitative measures of household expectations to clean out
outliers. In the baseline specification, the trimming threshold is set to 5%; however, we

checked the robustness of our results to varying this threshold.

3 The Impact of Fiscal Announcements on Expectations

3.1 Empirical Strategy

We use a Regression Discontinuity (RD) design to identify the causal effects of fiscal

announcements on household expectations. This empirical strategy compares households
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who filled in their survey just before and after a fiscal announcement. Any discontinuous
change in household expectations that occurs right at the time of the announcement is
interpreted as its causal effect, given that any other factors that could influence household
expectations evolve smoothly around the time of the announcement.

To exploit all available information and improve the statistical precision of our
estimates, we implement our RD analysis for all fiscal announcements jointly, in a
staggered manner. Specifically, we normalize the date of each fiscal announcement
to zero, and then define a “running variable” that reflects, for each household in the
sample, the days between the announcement and the moment they answered the survey.
Therefore, we obtain a running variable that takes negative values for survey responses
that preceded the announcement (which constitutes the control group) and positive values
for survey responses that followed the announcement, with zero reflecting the day of the
announcement.

In our baseline specification we consider a bandwidth of 56 days, which means that
we restrict the sample to those surveys filled within 56 days of a given announcement.
Note that identification comes from the discontinuity in outcomes just around each of
the announcements (the normalized cut-off) but we use a larger bandwidth to increase
precision, as it is normally done in this type of empirical strategy. We also use triangular
weights to assign more weight to observations close to the cut-off. We provide evidence
of the robustness of our results to varying the bandwidth and to not using triangular
weights.

It is worth noting two features inherent to RD designs, given the panel structure
of the data. First, the same household may appear in the sample multiple times. The
recurrence derives from individuals filling in the survey on a monthly basis and our baseline
bandwidth of 56 days on each side of the cutoff. Then, some survey responses might
occur before the announcement and some after. Second, because we stagger together
many fiscal announcements, a given survey response might occur right after a given fiscal
announcement while also right before a different announcement if two announcements in
a country occur close to one another. We incorporate these features in the analysis by
expanding our sample of analysis as many times as policy announcements occur (within
country), effectively multiplying the number of individuals. More precisely, each unique
household h appears as many times in the sample as fiscal announcements a are relevant
to them. Therefore, we define each “expanded household” i as the product of h and a
within each country. We cluster our standard errors at the h level.

Our estimating equation is then based on the following standard RD specification:

yir = B - [dateyr > cq] + v - (datey — cq) + 9 - (datey — ¢q) - [datey > cql+ )
Qe+ Quyy + Q¢ Qg + am + 0y + 1 - Xip + €44
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where date;; refers to calendar time for expanded household 4, ¢, refers to the date of
announcement of each fiscal announcement a, date;; — ¢, corresponds to the running
variable, and ., vy, i and ay, Tepresent, respectively, fixed effects for country, wave
(that is year-month), day of the month, and day of the week. X;; is a matrix of controls

that, in our baseline specification include age, gender, household income, and education.

3.2 Threats to Identification and Validation Tests

The main identifying assumption in our RD design is that factors that influence the
outcome variables (household expectations) evolve smoothly around the cutoff (the time of
the fiscal announcements). Under this assumption, any discontinuous change in household
expectations observed at the date of the announcements can be interpreted as the causal
effect of fiscal announcements.

Two threats usually challenge RD designs. The first threat is manipulation, by which
agents sort themselves around the cutoff date. In our case, this would occur if households
change the date they answer the survey so as to answer after the fiscal announcements.
This seems unlikely. Households do not have any incentive to delay their survey answers
after fiscal announcements, as the potential benefits of such announcements do not depend
in any way on the date of participation in the survey.

Manipulation is often evaluated by the smoothness of the running variable, which in
our setting depends on the distribution of the survey responses and the fiscal announce-
ments across time, as shown in Figure 3. Panel (a) plots the daily histogram of survey
responses within each month. We see that the distribution is not uniform, as surveys
responses are more concentrated in the beginning of each month, although they span
over the entire month, ensuring good coverage.® Fiscal announcements, on the contrary,
seem more spread out through each month (as shown in panel (b)). As a results of
these two distributions, the histogram of the running variable is shown in panel (c). The
graph shows the number of survey responses recorded each day around the cutoff date,
which corresponds to each of the fiscal announcements normalized as day cero. We do
not observe a discontinuity in survey responses around the cut-off that could suggest
manipulation. We estimate local polynomials on each side of the cutoff and do not find
a significant difference. We do observe that the number of responses exactly one day
before the cutoff seems particularly low, a pattern we attribute to the seasonality of the
data. Nevertheless, we show that our results are robust to excluding survey responses
that occur between one day before and one day after the fiscal announcements. We also
show in Appendix Figure A.1 that we do not observe any discontinuity in any control
variable (age, gender, education and income).

The second threat is the presence of confounding factors, such as other information

shocks that coincide in time with fiscal announcements. While we are not aware of other

5The seasonality observed in the date of survey responses motivates the inclusion of various fixed
effects to account for any potential calendar effect in our baseline specification introduced in equation 1
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Figure 3: Histogram of the Running Variable and its Underlying Determinants

Notes: The figure shows the distribution over time of survey responses and of fiscal announcements.
Panel (a) shows the daily distribution of survey responses within each month. Panel (b) shows the daily
distribution of fiscal announcements within each month. Panel (¢) combines the two previous distributions
normalizing all announcement dates to zero, and defining survey response dates as the number of days
relative to each announcement, that is, the running variable. The red line reflects the normalized date of
the announcement (the cutoff used for the regression discontinuity analysis). Superimposed on top of the
histogram are smoothed values and 95% confidence intervals from local polynomial regressions.

confounding policies or announcements by the government, a potential concern in our
setting is that fiscal announcements might occur in response to the releases of CPI or
news about energy prices. We explore this possibility in Appendix Figure A.2. We find no
evidence of any discontinuous change in the probability that CPI releases (or “flash” CPI
releases) at the time of fiscal announcement.” Our results are also robust to controlling
for international Brent and European gas prices, as we show in subsection 3.4 together

with other robustness exercises.

"Flash CPI releases refer to preliminary estimates released some days earlier.
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3.3 Empirical Results

We begin by analyzing the effects of fiscal announcements on perceived inflation and
unemployment. Figure 4 shows the results of our main RD specification. On the left-hand
side, we plot the perceived inflation and unemployment by households before and after
the announcements, together with the RD estimation for a symmetric bandwidth of
56 days. The outcomes are averaged in one-week bins, which are of similar sample
size, as indicated by the size of the circles. On the right-hand side, we show the point
estimate for different bandwidths. Households clearly increase their inflation perception,
approximately 0.2 percentage points. Similarly, we find a negative effect on household
perceived unemployment rate, with a downward revision of comparable magnitude and
precision.

Next, Figure 5 shows the results for inflation expectations. The effects on both
short run (one year ahead) and medium/long run (three years ahead) expectations are
not statistically significant and the point estimates are very close to zero. Therefore, the
increase in inflation perceptions does not lead to a similar increase in inflation expectations,
providing evidence of households perceiving the increase in inflation as temporary.

Similarly, Figure 6 presents the results of the RD estimation on other expected
outcomes. We do not find any significant effects on spending or growth expectations.
However, we find a significant negative effect on the expected unemployment rate, which
could reflect varying persistence of shocks depending on the outcome variable, and the

unemployment rate exhibiting higher persistence than inflation or economic growth.
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Figure 4: The Effects of Fiscal Announcements on Household Perceived Economic
Conditions. RD Graphs and Bandwidth Sensitivity.

Notes: The left-hand side graphs show the RD estimation for a bandwidth of 56 days around the cutoff
(red vertical line corresponding to the dates of fiscal announcements normalized to zero). Each outcome
of interest is averaged in one-week bins, with circle sizes reflecting the the number of observations in each
bin. The overlapping regression lines are based on the underlying unbinned data. Right-hand side graphs
show the sensitivity of the RD results to the choice of bandwidth, with the dashed vertical line indicating
the 56-days bandwidth.
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Figure 5: The Effects of Fiscal Announcements on Household Inflation Expectations.
RD Graphs and Bandwidth Sensitivity.

Notes: The left-hand side graphs show the RD estimation for a bandwidth of 56 days around the cutoff
(red vertical line corresponding to the dates of fiscal announcements normalized to zero). Each outcome
of interest is averaged in one-week bins, with circle sizes reflecting the the number of observations in each
bin. The overlapping regression lines are based on the underlying unbinned data. Right-hand side graphs
show the sensitivity of the RD results to the choice of bandwidth, with the dashed vertical line indicating
the 56-days bandwidth.
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Figure 6: The Effects of Fiscal Announcements on Other Household Expectations.
RD Graphs and Bandwidth Sensitivity.

Notes: The left-hand side graphs show the RD estimation for a bandwidth of 56 days around the cutoff
(red vertical line corresponding to the dates of fiscal announcements normalized to zero). Each outcome
of interest is averaged in one-week bins, with circle sizes reflecting the the number of observations in each
bin. The overlapping regression lines are based on the underlying unbinned data. Right-hand side graphs
show the sensitivity of the RD results to the choice of bandwidth, with the dashed vertical line indicating
the 56-days bandwidth.

BANCO DE ESPANA 20 DOCUMENTO DE TRABAJO N.° 2543



Table 1: Effects of Fiscal Announcements on Household Expectations

(1) 2) ®3) (4) () (6) (7)

infpast unempast infly inf3y spendly growthly unemply

RD estimate  0.189%**  -0.168***  0.020 -0.039  -0.031 -0.062 -0.244%%
(0.066) (0.060)  (0.058) (0.051)  (0.048) (0.044) (0.067)
Mean 8.40 12.36 6.23 4.26 3.09 -1.14 12.94

Notes: Each point estimate corresponds to the 8 coefficient in equation 1 and reflects the causal effect
of a fiscal announcement on a given outcome variables. Baseline regressions use triangular weights and
a bandwidth of 56 days. Winsorized outcomes at 5% . N = 320,219. Standard errors clustered by
household. *(p < 0.1), **(p < 0.05), ***(p < 0.01).

The precise estimates of the RD estimation for the preferred bandwidth are presented
in Table 1. As can be seen, mean perceived inflation for households during the sample was
above 8%, clearly above expected inflation. By contrast, in the case of unemployment,
the perceived unemployment rate remains very close to the expected unemployment rate.
This is further evidence that shocks to current inflation were not fully passed-through to
expected inflation.

Finally, to better understand the signaling channel of fiscal announcements, we
explore their heterogeneous effects across household characteristics and announcement
types. Socioeconomic factors such as educational attainment or energy expenditure might
affect the information households extract from fiscal announcements. Likewise, whether
announcements are for new measures or extensions of previously implemented ones could
shape how households interpret signals about the economic situation and the government’s
commitment to stability measures.

Figure 7 shows the RD estimates for the different outcome variables distinguishing
by household education attainment and announcement type. For convenience, the figure
also illustrates the baseline estimates presented in Table 1. The stronger and significant
RD estimate for perceived inflation for households with less than tertiary education
suggests that these households may extract more signals from fiscal announcements.
However, the differences with more educated households are not statistically significant,
and these households also exhibit a higher mean of perceived inflation (see Table A.2 in
the Appendix). Regarding announcement type, extensions seem to reinforce the signaling
channel, confirming a high-inflation state of the world (stronger effects on perceived
and l-year ahead expected inflation) and signaling the government’s commitment to
stabilization (as shown by stronger revisions in 1-year ahead unemployment rate forecasts).
Yet, these differences are again not statistically significant.

For brevity, the main text focuses on the most relevant heterogeneous effects for
understanding the signaling channel of fiscal announcement, but Figure A.3 in the
Appendix provides additional results by age, gender and the intensity of energy-related
expenditures. Notably, women revise their inflation perceptions less following fiscal

announcements. In the context of high inflation, this finding, combined with women’s
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Figure 7: Heterogeneous Effects of Fiscal Announcements: Education Attainment and
Extension of Fiscal Measures

Notes: Notes: Bars represent the RD Estimates, and whiskers the 95 percent confidence level intervals.
Standard errors clustered by household. Regressions use triangular weights and a bandwidth of 56 days.
Observations are 176,683 for households with tertiary education, 143,536 less than tertiary education,

117,880 for extensions and 202,339 for announcements of new measures.
higher average perceived inflation (see Table A.2 again), aligns with previous literature

suggesting that women infer better inflation dynamics from their own shopping experiences,

as they more often handle household grocery shopping (D’Acunto et al., 2021).
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Table 2: Robustness to Alternative Specifications and Sample Definitions

(1) (2) (3) (4) (5) (6) (M)
infpast unempast infly infdy spendly growthly unemply
A. Baseline 0.189***  _0.168%** 0.020 -0.039 -0.031 -0.062 -0.244%**
(0.066) (0.060) (0.058)  (0.051) (0.048) (0.044) (0.067)
B. No controls 0.195%**  -0.160%** 0.025 -0.035 -0.030 -0.069 -0.236%**
(0.066) (0.061) (0.059)  (0.051) (0.048) (0.045) (0.068)
C. Further controls  0.165** -0.175%** 0.038 -0.039 -0.038 -0.065 -0.254%**
(0.066) (0.060) (0.058)  (0.050) (0.047) (0.044) (0.066)
D. No Tri. Weights  0.189*%**  -(0.189*** 0.005 -0.067 -0.013 -0.104%** -0.225%**
(0.054) (0.050) (0.047)  (0.042) (0.039) (0.036) (0.055)
E. Donut 0 0.187%** -0.155%* 0.025 -0.025 -0.026 -0.084* -0.242%%%*
(0.067) (0.062) (0.059)  (0.052) (0.049) (0.045) (0.068)
F. Donut 1 0.215%%%* -0.114%* 0.062 -0.012 -0.022 -0.080%* -0.200%**
(0.069) (0.063) (0.061)  (0.053) (0.050) (0.047) (0.070)
G. No Winsorizing 0.241%* -0.174%* 0.125 -0.030 -0.026 -0.008 -0.282%%*
(0.102) (0.086) (0.097)  (0.092) (0.080) (0.086) (0.091)
H. Winsorizing 1% 0.223** -0.163** 0.075 -0.049 -0.035 -0.035 -0.270%**
(0.089) (0.081) (0.081)  (0.076) (0.064) (0.066) (0.086)
I. Winsorizing 10%  0.151%%*  _(0.144%** 0.005 -0.009 -0.019 -0.054 -0.201%**
(0.052) (0.045) (0.047)  (0.040) (0.031) (0.035) (0.051)

Notes: Baseline regressions use triangular weights and a bandwidth of 56 days. Winsorized outcomes
at 5% except in rows G, H and I. N = 320,219. Standard errors clustered by household. *(p < 0.1),
**(p < 0.05), ***(p < 0.01).

3.4 Robustness

We carry out a number of robustness tests to ensure that our results are not driven
by specific choices regarding the definition of our sample of analysis or our choice of
specification. Table 2 confirms our results are robust to different tests. Row A shows
the baseline estimates for ease of comparison. In row B, we exclude our main control
variables (income, gender, age and education) from the specification. In row C, we add
further controls related to other potentially relevant economic information: an indicator
whether a country’s CPI was released on the day the survey was answered or in the two
days prior (and the same for the flash estimate of CPI), as well as daily series of oil and
gas prices. In row D, we drop the triangular weights. In row E, we drop the observations
that answered the survey on the same day of the announcement, and, in row F, we further
drop those who responded the day just before or just after. In row G, we do not winsorize
the data, while in rows H and I we, respectively, decrease and increase the winsorization
threshold with respect to our baseline of 5%.

Furthermore, we replicate our analysis but assigning a placebo date of announcement
for each of the measures to 56 days before or 56 days after the true announcement date, so
the true announcement date is excluded from the placebo analysis. The results, reported
in Appendix Table A.1, show no significant effects among any of the outcome variables

considered.
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4 The Theoretical Model

In this section, we introduce a theoretical model to rationalize our empirical findings.
The previous empirical analysis implies a significant signaling channel of fiscal policy, as
fiscal announcements provide households with useful information to update their beliefs
about the state of the economy and the government’s commitment to foster economic
stabilization. While households perceived the inflation increase as temporary—with fiscal
expansions affecting their perception of current inflation but not their inflation forecasts—
they persistently revised downwards their unemployment rate expectations. Thus, our
empirical findings also point to a demand-sided interpretation of fiscal announcements.

Since the interest lies on understanding better the effects of fiscal announcements
on unemployment and inflation, we build a New Keynesian (NK) model enlarged with
involuntary unemployment. In order to provide room for information effects steaming
from fiscal announcements, we extend the model to include information frictions. Specifi-
cally, we assume that private agents (that is, households, labor unions, and firms) have
imperfect and asymmetric information about the state of nature in the economy, while
the government has perfect information. We assume that private agents are aware of this
information asymmetry in favor of the government and can learn about the state of nature
when the government sets its policy following a systematic rule based on fundamentals.
Three features of the model are essential to rationalize the empirical responses to fiscal
announcements: (i) an inflation-stabilizing fiscal rule, (ii) the presence of information
frictions, and (iii) heterogeneity in agents’ uncertainty regarding the nature of shocks. In
particular, households appear better informed about demand-side forces, and fiscal policy
actions are interpreted through this lens. As a result, beliefs revisions align more closely
with demand-driven dynamics, leading to less persistent inflation perceptions but more
persistent shifts in unemployment expectations.

The purpose of introducing the theoretical framework is twofold. First, we can
estimate the degree of information frictions necessary to generate a signaling effect of
fiscal policy that is consistent with our previous empirical evidence. Second, we use our
estimated model to disentangle the information content of fiscal announcements from their
pure macroeconomic effect. A VAT cut (the shock) has two effects: a pure macroeconomic
effect and an information effect. Empirically, we cannot separately identify these effects.
In the model, once fiscal announcements are stripped of the information effect, the
macroeconomic component alone induces pessimism about the future economic outlook—
households expect inflation to fall and unemployment to rise, consistent with a negative
demand shock. Intuitively, a VAT cut is equivalent to a reduction in government spending
in our theoretical model, as we assume the government runs a balanced budget and finances
public spending through an indirect tax on consumption. Thus, the macroeconomic effect

resembles a standard negative demand shock. The estimated signaling channel of fiscal

BANCO DE ESPANA 24 DOCUMENTO DE TRABAJO N.° 2543



announcements reverses the dampening impact of the VAT shock on the economic outlook,
making it consistent with the empirical findings.

At this point, a short comment about notation is worth making. In the empir-
ical analysis, we referred to household reports of current economic variables such as
inflation and unemployment as perceptions. In the model, these perceptions are formal-
ized as backcasts, reflecting households’ estimates of current conditions based on noisy

information.

4.1 Model Derivation

The NK dimension of the model is identical to that of Gali (2015, Ch. 7), extended with
private and noisy information about the state of nature along the lines of Angeletos and
Huo (2021).

The private sector consists of three types of agents: households, firms, and labor
unions. Each of them faces information frictions on the state of nature. Households value
consumption and leisure, and make their savings decisions based on their assessment of
the future individual and aggregate economic conditions. Firms set prices facing nominal
rigidities a la Calvo (1983) to maximize profits. Similarly, the labor union sets staggered
wages a la Erceg et al. (2000) to maximize households’ utility.

The public sector sets the fiscal and monetary policy. The government taxes
consumption and uses the revenues on government spending, with the tax decision being
subject to a systematic rule. The monetary authority sets the nominal interest rate based
on a standard Taylor rule.

Uncertainty is introduced in the model with six different types of shocks, which
private agents observe imperfectly. We break down demand shocks into a households’
discount factor shock z; in the DIS curve, a monetary policy shock v; in the Taylor rule,
and a VAT shock ¢ to the VAT rule. Supply side shocks are represented through a TFP
shock a; to the production function, and two cost-push shocks, 1! and p}’, on the price
and wage Phillips curves.

For simplicity, we present a concise version of the model, which, in its linearized
form, consists of four equations capturing the dynamics and interrelations in the private

sector. The full details of the model derivations can be found in the Appendix B.

Private Sector The first core equation is usually referred to as the individual-level
DIS curve (2),

1—0S
MEi,tATt+1

Cit = _gEi,tTt + (1 = B) E; ¢t + BE; iCit1 + BYE; tAa1 — ﬁEi,tAZtH +

g

(2)
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where ¢; = [ ¢, di denotes the aggregate consumption gap with respect to the flexible-
prices equilibrium and i indexes households, ry = i; — 77 1 denotes the ex-post real interest
rate, i; denotes the central bank policy rate, 7} denotes the price inflation rate, and 7
denotes the consumption tax rate. For a general variable b;, we write the growth rate as
Ab; = by — by_1. Furthermore, 8 denotes the households’ discount factor, o denotes the
households’ intertemporal elasticity of substitution, Sg = G/Y denotes the government
spending share of GDP in steady-state, and ¢ = (1 + ¢)/[o(1 — ) + ¢ + o], where 1 — «
denotes the labor share and ¢ denotes the inverse Frisch elasticity.®

Second, the so-called firm-level price Phillips curve is given by

W?,t = Op B gy + Optipup e + OptipyE 4 + (1 — 0 — Op Ao Sctpr) Epymy + 59:0Ef,t7r?,t+1
(3)

where u; denotes the unemployment gap with respect to the flexible-prices equilibrium,
my = [ %, df and f indexes the firm, A, = (1 —6,)(1 — 80,)(1 — a)/[0,(1 — & + ae)],
Kpu = A\p@, kpy = Ap (0 + (¢ + a)/(1 — @)). Furthermore, 6, denotes the Calvo (1983)
inaction probability, and € denotes the elasticity of substitution between good varieties.

Third, the individual-level wage Phillips curve is given by
Wft = Ow)\ij’t,u%U — Qw)\wQO]Ej7tat + (1 — Qw)Ej,ﬂz” + BHij,tW;‘ljt_H (4)

where " = ij 7y dj denotes the wage inflation rate, and j indexes the labor union, and
Aw = (1= 04)(1 — B04)/[0w(1 + pey)], where ,, denotes the Erceg et al. (2000) inaction
probability and €, denotes the elasticity of substitution between labor varieties.

Fourth, unemployment dynamics can be described by the following aggregate equa-
tion

Wy = g + <U + 1fa> i — 0Scibrmy, (5)

where 1, is a parameter of the fiscal policy block, introduced below.

Government The public sector sets the fiscal and monetary policy. Regarding the
former, the government collects consumption tax revenues and levies lump-sum taxes to
fund government spending under a zero deficit restriction: g, = 7 + ¢;. We assume that

consumption taxes follow a rule that depends on the inflation rate,

T = Y7y + G (6)

8Conditions (2)-(4) are derived under a general information structure, in which we relax the assumption
that the aggregate household/firm /union expectation operator satisfies the Law of Iterated Expectations
and where agents do not observe aggregate variables. Each household/firm/union’s decision (2)-(4) can
be described as a beauty contest in which it needs to forecast current exogenous shocks, and current and
future endogenous macroeconomic variables, which in turn depend on each other agents’ actions.
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where ¢, < 0 is an inflation stabilizer. We consider the policy rule (6) to be a good
approximation of how fiscal policy has been conducted in the onset of the cost-of-living
crisis, in the recent period.

Monetary policy is conducted following a Taylor rule of the form
it = QnTt + Pully + vt (7)
Finally, all structural shocks are assumed to follow independent a AR(1) processes
by = ppbi—1 + obsf (8)
for a general shock b € {v, z, a, q, u?, u®}, with €2 ~ N(0, 1) Vb.

Information structure All private agents are subject to information frictions: they do
not observe the fundamental shocks and are uncertain about the state of nature. Every
period, each agent receives a dose of private information on the aggregate fundamental.
Formally, there is a collection of private Gaussian signals on each fundamental, one per
agent and per period. In particular, the period—t¢ signal received by agent [ in group g is

given by
Ligt = by + Ugbu?gﬁ u?gt ~ N(Oa 1) (9)

where g = {household, firm, union}, oy, > 0 parametrizes the noise in group g related
to fundamental b. Notice that, by allowing o, to differ by g, we accommodate rich
information heterogeneity. For example, firms could on average be more informed than

households and labor unions.

The signaling channel Including price inflation in the fiscal rule (6) generates an
informative content of government actions. For example, consider a VAT shock defined as
Spe =Tt — E; 47, where § is an integer that determines the period in which the forecast
is made, and E; 4(-) is the average household’s forecast at time ¢ — § on a given variable.

Inserting the fiscal rule (6), we can identify two components: a pure VAT change
arising from the unexpected exogenous component, ¢ — E:,l;qt, and an information
or signaling effect, arising from the inflation stabilization component and imperfect
expectation formation, 1, (7f — E,_s7?).

Throughout this subsection, we assume that the econometrician has access to the
sequence of fiscal announcements St 5> which are contaminated with the information effect.
In section 4.2, where the model is estimated, we target the belief responses reported on
Table 1 after a contaminated shock s; 5- Finally, in section 4.3 we quantify the contribution

of the signaling channel to the total effect.
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Our definition of the signaling effect differs from the one in Melosi et al. (2025). In
their reduced-form framework, fiscal actions affect the state of nature and they quantify the
signaling channel as the change in agents’ forecast after the fiscal action. In contrast, we
disentangle this causal effect into a pure fiscal effect, and an information effect stemming
from the systematic component of the fiscal rule. Our definition is closer to the literature
exploring the information effect of monetary decisions (Nakamura and Steinsson, 2018b;
Jarocinski and Karadi, 2020; Miranda-Agrippino and Ricco, 2021).

Equilibrium dynamics The economy is described as a set of across—group dynamic
beauty contests between consumers (the spending-income multiplier 2), firms (the strategic
complementarity in price-setting 3), and labor unions (the strategic complementarity in
wage-setting 4), jointly determining the inflation-spending NK multiplier. The following

definition and proposition introduce the model equilibrium dynamics.

Definition 1. The equilibrium model dynamics must satisfy the individual-level optimal
policy functions (2), (3), and (4), and rational expectation formation must be consistent
with the aggregate unemployment dynamics (5), the Taylor rule (7), the exogenous shock

processes (8) and the signal processes (9).

We show in Proposition 1 that the solution to the fixed points is the sum of seven

VARX(1), where the exogenous component is each shock separately.

Proposition 1. In equilibrium, the aggregate outcome obeys the following law of motion

Tt =D be v, zaqumuw} Totr where Ty = Ap(D1p, Vob, I3p, Vap) 11+ B (V1p, V2b, V36, Vap)bt,
T

and x; = [37,5 Lo ﬂt] s a vector containing the output gap, price inflation, wage

inflation and the unemployment gap, Ay are 4 X 4 matrices and By are a 4 X 1 vectors,

defined in appendiz C.

Proof. See Appendix C. O

4.2 Model Estimation

With the theoretical model at hand, we can now quantify the relevance of the informational
effect of fiscal announcements. That is, the theoretical degree of information frictions
that can explain the empirical moments reported in Table 1.

To achieve this quantification, we first derive in the proposition C.1 (relegated
to Appendix C) the model-implied coefficients that match the empirical counterparts
presented in Table 1. For the computation of the backcasts and forecasts, we use
households beliefs, which are the closest mapping to the surveyees of the CES survey
used in the empirical section. In particular, we capture infpast as the backcast of
price inflation to an announced VAT change, s : [phackeast — ¢ Egm,l, 8[70] JAY [szo].

Similarly, we model unempast as the backcast of the unemployment gap to an announced
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Table 3: Effect of fiscal announcements on households’ macroeconomic expectations

(model)
(1) (2) 3) (4)
infpast unempast infly unemply
Data 0.189 -0.168 0.020 -0.244
(0.066) (0.060) (0.058) (0.067)
Model (baseline) 0.159 -0.217 0.020 -0.199
Model (counterfactual)  -0.063 -0.058 -0.047 0.043

Notes: This table presents the estimated moments from the empirical analysis (first row), the theoretical
model (second row) and a counterfactual exercise discounting the informational effect of the fiscal
announcements (third row). Empirical standard error in parenthesis.

VAT change, s7 : [hackeast — C [Efﬂt,l, 520] /v [5{70]. Equivalently, in fly and unemply
are captured by the response of the one-year-ahead forecasts to the contaminated VAT
change: plorecast — C ﬁgwt+4, 8;0] JaY [SZO] and pforecast — C [Efﬂt+4, 520] /v [51’0}
Using these theoretical counterparts, we estimate the degree of information frictions,
the exogenous shock processes, and the stabilization parameter in the fiscal rule by
minimizing the distance between the model and the empirical estimates for the backcast
and forecast of price inflation and unemployment.? The estimation uses a weighting
matrix with the inverse standard deviations of the moments on the diagonal and zeros for

the off-diagonal elements.

4.3 Results

Table 3 reports the estimated moments. For convenience the first row reproduces the
targeted empirical estimates, reported in Table 1. The second row reports the backcast
and forecast on inflation and the unemployment gap in the theoretical model. We find
that our empirical findings can be rationalized with information frictions.

Table 4 reports the calibrated and estimated parameters. We find that, in order
to explain the empirical estimates on the change in the backcasts and forecasts after a
fiscal announcement, the theoretical model requires a relatively large degree of household
information frictions on the VAT shock and the supply side shocks. Instead, households
are relatively better informed about the demand side of the economy. Intuitively, since
we estimate the information effects of VAT announcements on households beliefs, the
model requires a high degree of information frictions on the VAT shock itself, and on the
shocks that mainly drive price inflation.

In the data, we find that an expansionary fiscal policy shock increases households’
backcasts of inflation and decreases their backcasts of unemployment. At the same time,

fiscal expansions have a null effect on the forecast of inflation and cause a decline in

9The empirical analysis uses survey forecasts on annual variables. Since the theoretical model is
calibrated to quarterly data, we use (ﬁg“kca“)l/4 and (Bf,orec‘"*“)l/4 to make the empirical and theoretical
estimates comparable.
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Table 4: Model Parameters

Parameter Description Value Target / Source
Standard NK
Jé] Discount Factor 0.99 Gali (2015)
o Int. Elas. Subs. 1 Gali (2015)
® Inv. Frisch Elas. 5 Gali (2015)
1—« Labor Share 0.75 Gali (2015)
1-6, Price Calvo Reset Prob. 0.25 Gali (2015)
1—6y Wage Calvo Reset Prob. 0.25 Gali (2015)
€ Elas. Subs. Goods 9 Gali (2015)
€w Elas. Subs. Labor 4.5 Gali (2015)
Sa Gov. Spending (% GDP) 0.4 40% Gov. Spending
On Inflation Coef. Taylor Rule 1.5 Gali (2015)
Oy Unemployment Coef. Taylor Rule -0.5 Gali (2015)
Fiscal Rule
U Inflation Stab. VAT -0.9998 Estimated
Exogenous Shocks: Persistence
Pu Persistence Monetary Shock 0.4413 Estimated
Pz Persistence Demand Shock 0.4704 Estimated
Pa Persistence TFP Shock 0.9165 Estimated
Pq Persistence VAT Shock 0.4706 Estimated
Pp Persistence Price Cost-Push Shock 0.7631 Estimated
Puw Persistence Wage Cost-Push Shock 0.8065 Estimated
Exogenous Shocks: Variance
a2 Var. Monetary Shock 0.0010 Estimated
a2 Var. Demand Shock 0.0014 Estimated
a2 Var. TFP Shock 0.0008 Estimated
03 Var. VAT Shock 0.0022 Estimated
01% Var. Price Cost-Push Shock 0.0001 Estimated
a2 Var. Wage Cost-Push Shock 0.0126 Estimated
Information: Variance Signal
o2, Var. Monetary Signal (households) 0.0564 Estimated
o?, Var. Demand Signal (households) 0.0195 Estimated
o?, Var. TFP Signal (households) 0.0088 Estimated
a%q Var. VAT Signal (households) 0.0885 Estimated
J%p Var. Price Cost-Push Signal (households)  0.0333 Estimated
o2, Var. Wage Cost-Push Signal (households)  0.0160 Estimated
o3, Var. Monetary Signal (firms) 0.0831 Estimated
o3, Var. Demand Signal (firms) 0.0371 Estimated
o2, Var. TFP Signal (firms) 0.0529 Estimated
U%q Var. VAT Signal (firms) 0.0023 Estimated
o3, Var. Price Cost-Push Signal (firms) 0.0590 Estimated
03, Var. Wage Cost-Push Signal (firms) 0.0135 Estimated
o3, Var. Monetary Signal (union) 0.0099 Estimated
o3, Var. Demand Signal (union) 0.1035 Estimated
o2, Var. TFP Signal (union) 0.0151 Estimated
ng Var. VAT Signal (union) 0.0399 Estimated
o3, Var. Price Cost-Push Signal (union) 0.0012 Estimated
03, Var. Wage Cost-Push Signal (union) 0.0222 Estimated
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the forecast of the unemployment rate. The joint response of inflation and employment
suggests a demand-side interpretation of the fiscal shock. Notably, the revision in inflation
perceptions is considerably less persistent than the revision in unemployment expectations.

Three modeling assumptions are key to rationalizing these findings: (i) the fiscal rule
linking VAT to inflation (equation 6), (ii) the presence of information frictions and the
associated signaling channel, and (iii) heterogeneous uncertainty across agents regarding
the nature and origin of shocks.

Consider, for instance, an increase in the VAT rate. Agents face uncertainty about
whether the change stems from the exogenous component ¢, or from an endogenous
adjustment linked to a rise in inflation, which in turn may be driven by cost-push shocks
or by demand shocks. Conditional on interpreting it as driven by unemployment, they
remain uncertain as to whether the underlying force is demand- or supply-related.

The parameter estimates reported in Table 4 suggest that households are relatively
better informed about demand-side disturbances. Consequently, they place greater weight
on signals related to demand conditions, and their beliefs respond more strongly to
demand shocks than to supply shocks. Moreover, demand shocks are estimated to be less
persistent than supply shocks. Taken together with the strong estimated stabilizing role
of fiscal policy (¢ &~ —1), these features help explain why household expectations display

a predominantly demand-driven adjustment to fiscal policy during the cost-of-living crisis.

The Pure Effect Knowing that the theoretical model can replicate the dynamics of
beliefs after a fiscal announcement, next we turn to the quantification of the information
effect of fiscal announcements. To quantify the contribution of the information effect we
conduct a counterfactual exercise that decomposes the portion of the estimated effects
that is driven by information frictions, and the portion driven by the pure VAT shock.

Consider for example the causal change in the forecast of inflation after a contami-
nated announcement, Bfroreca“ =C EEWHZL, st 0] A [SZ’O]. Disaggregating the fiscal shock
as sy = ¢r (mf — E;ﬂf )+ qr — Ef q:, we compute the share coming from the pure VAT
shock as ﬂfrorecaSt’pure =C [Egﬁt+4,qt —qut] JAY [SZO]. We report in the third row in
Table 3 the theoretical results of this counterfactual exercise.

Interestingly, we find that most of the action in past inflation and unemployment
perceptions observed in the data is driven by the signaling channel of fiscal policy. We
also find that, after cleaning for the information effect, agents interpret a VAT cut shock
as a negative demand shock: households expect a simultaneous fall in price inflation and
increase in the unemployment gap. Intuitively, a cut in VAT taxes is equivalent to a
cut in government spending in our theoretical model, since we assume that government
spending adjusts every period to close budget deficits. This explains the pessimism that
a pure VAT cut generates on the economic outlook. Thus, the signaling channel of fiscal

announcements is driving most of the effects we reported in the previous section. Taken
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together, our theoretical results highlight the relevance of the signaling channel of fiscal

policy.

5 Conclusions

This paper examines the link between fiscal policy announcements and household expec-
tations. We estimate the causal effect of fiscal announcements on household economic
perceptions and expectations. To do so, we constructed a new narrative of official fiscal
measures in response to the cost-of-living crisis in the euro area’s four largest economies.
Starting from the ESCB’s confidential dataset of discretionary fiscal measures we document
the announcement dates of price-related fiscal measures. We validate our dating against
observed spikes in Google searches for key words related to each fiscal announcement. We
then implement an RD design that exploits the exact timing of survey responses around
fiscal announcement and analyze the causal changes in household expectations using the
ECB’s Consumer Expectations Survey.

Our findings indicate that fiscal announcements lead households to revise their
beliefs about the prevailing economic conditions: household inflation perceptions rise,
and unemployment perceptions fall, without significant revisions to short- or long-term
inflation expectations. These results imply a significant signaling channel of fiscal policy.
Fiscal announcements provide households with relevant information to update their beliefs
about economic conditions, prices, and the government’s commitment to achieve economic
stabilization. In short, the estimated effects on household perceptions highlight the
importance of considering the informational content of fiscal policy.

To account for these information effects, we develop a New Keynesian model incor-
porating involuntary unemployment and information frictions such that while private
agents have imperfect information, the government has perfect information. This model
helps us understand the mechanisms at play and highlights the significant role of fiscal
policy as an information device. Our analysis underscores the need for policymakers to
recognize the broader implications of fiscal announcements on household behavior and
economic perceptions. While we do not find evidence that fiscal policy in our context
jeopardized price stabilization through household beliefs, our findings also imply that

fiscal communication can affect household beliefs beyond the direct effects of fiscal action.
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A Empirical Appendix: Supplementary Figures and Tables
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Notes: This figure replicates our RD design over a number of control variables that should not be
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Figure A.1: Validation test. Control variables.

affected by the the

fiscal announcement. Reassuringly, we find no evidence of discontinuous changes in these variables. This further supports

our identifying assumption that there is no changes in the composition of individuals answering the survey just before or

just after the fiscal announcements.
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(a) CPI release (b) CPI flash release
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Figure A.2: Validation test: CPI releases.

Notes: This figure replicates our RDD design over two outcomes. In panel (a) the outcome is an indicator variable that
takes value one if there was a release of CPI information on the day an individual answered the survey or in the two days
just before. In panel (b), the the indicator is defined in the same manner, but for the release of "flash estimates" of the
CPI. Reassuringly, we do not see any evidence of CPI releases being more common just before the fiscal announcements,
which supports our identification strategy to isolate the causal effect of the fiscal announcement alone, and not other

information shocks about the economy.
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Figure A.3: Heterogeneous Effects of Fiscal Announcements: Age, Gender, and Energy-related Expenditure

Notes: Notes: Bars represent the RD Estimates, and whiskers the 95 percent confidence level intervals. Regressions use

triangular weights and a bandwith of 56 days. Standard errors clustered by household.
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Table A.1: Placebo test

(1) 2) () (4) (5) (6) (7)
infpast unempast infly infdy spendly growthly unemply
Placebo cutoff (+56) 0.035 -0.024 0.015 0.060 -0.009 0.010 -0.011
(0.059) (0.055) (0.051)  (0.045) (0.043) (0.038) (0.060)
Placebo cutoff (-56) 0.027 0.014 0.005 0.070 0.021 0.049 0.050
(0.061) (0.056) (0.052)  (0.046) (0.044) (0.039) (0.061)

Notes: This table replicates our baseline results but assigning fake placebo dates of announcement, either
56 earlier or later than the true announcement dates. The bandwidth of the analysis is 56 days, so the true
announcement date is excluded from the placebo regressions. N = 320,219. Standard errors clustered by

household. *(p < 0.1), **(p < 0.05), ***(p < 0.01)

Table A.2: Mean Value of Outcome Variables by Group

Hm @ B @ 6 ©) ) ®  © ) (1
Baseline Age Gender Education Energy Exp. Extension

<50 >50 male female tertiary < tertiary high low YES NO

infpast 8.399 7.865 9.121 7.751 9.036 7.895 9.024 8.822 7.875 10.063 7.443
(0.021) (0.028) (0.031) (0.027) (0.031) (0.026) (0.033) (0.055)  (0.031) (0.038) (0.024)
unempast  12.362 12.579 12.070 11.306 13.399 11.625 13.276 14.865 13.113 13.738 11.571
(0.021)  (0.029) (0.030) (0.026) (0.033)  (0.025) (0.035) (0.057)  (0.032) (0.038) (0.025)

infly 6.225 5.717 6.911 5.635 6.805 5.890 6.641 6.540 5.794 7.232 5.646
(0.017)  (0.023) (0.026) (0.022) (0.026) (0.022)  (0.027)  (0.045) (0.026) (0.031) (0.020)

inf3y 4.261 3.990 4.625 3.749 4.763 4.002 4.581 4.704 4.048 4.686 4.016
(0.015)  (0.020) (0.022) (0.019) (0.023) (0.019) (0.024) (0.039) (0.023) (0.027) (0.017)

spendly 3.093 2.698 3.628 3.048 3.138 3.129 3.050 2.316 2.915 3.132 3.071
(0.014)  (0.018) (0.023) (0.019) (0.021) (0.019) (0.022) (0.033) (0.022) (0.025) (0.017)
growthly -1.142 -1.123 -1.167 -0.535 -1.737 -1.051 -1.254 -1.364 -0.832 -1.920 -0.694
(0.014) (0.017) (0.022) (0.017) (0.021) (0.017)  (0.021)  (0.036) (0.021) (0.024) (0.016)
unemply 12.941 13.287 12.473 11.760 14.099 12.076 14.011 15.624 13.508 14.628 11.970
(0.023)  (0.032) (0.033) (0.028) (0.036)  (0.028) (0.038) (0.063)  (0.034) (0.042) (0.027)

Notes: standard errors in parenthesis.
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B Model Derivation and Proofs of Propositions in Main Text

In this section, we extend the baseline NK framework to information frictions, allowing for an information
superiority of the government vs. households and firms.

B.1 Households

There is a continuum of infinitely-lived, ex-ante identical households indexed by i € Z;, = [0, 1]. Each household
consists of a continuum of members indexed by (4, s) € [0,1]2, where j is the type of labor services the individual
is specialized in, and s is the disutility from work: xs¥ if employed, zero otherwise, with y > 0 parameterizing
the disutility from work. We assume that there is full risk-sharing within the household, so that consumption is
equalized within household members. Household ¢’s per-period utility is the integral of the members’ utilities,

given by
U (Cis, N, e dsd) 2= [ & Nit” ) 2
(Cips Njp) = 1_0 // st asaj | 4y = l—o_X/O 1+<,0]
6P
ep—l eg)il
where C;; = fI ; fet is a consumption index at household i, with C;; denoting the quantity of

good f consumed by household ¢ in period ¢, where each consumption good is indexed by f € Zy = [0,1], €
denotes the time-varying elasticity of substitution between good varieties, N denotes the fraction of members
specialised in type-j labor who are employed at time t, Z; is an exogenous preference shifter, o denotes the
intertemporal elasticity of substitution, and ¢ denotes the inverse Frisch elasticity. Each household i seeks
to maximize E;q Zt —0 BtU (Cit, Njt; Zt). Notice that we relax the benchmark framework and assume that
households might differ in their beliefs, their expectation formation, and as a result on their optimal choices.
We will come back to this later and specify a belief structure.
Households decide how much to consume and save subject to the budget restriction

1
(14+7)PCit + Qui+1Bit = Biy—1 + / WiiNj+dj + Dy + Ty = Biy1 + Yy (B.1)
0

where B;; denotes savings (or bond purchases) by household i, Q¢ +1 is the bond price at time ¢, W;; denotes
the nominal wage at time ¢, D; denotes dividends received from the profits produced by firms, 7; denotes
lump-sum taxes paid, and Y, denotes non-financial income. Notice that, due to the existence of labor unions,
households do not take any labor supply decision. The optimality condition of the household problem satisfies

-0 __ X -1 Pt 1471 Zt+1 - : 113 3 3
Cii = BEiy (Qt7t+1 P Ttris 7 C; t+1)' The intertemporal Euler condition can be log-linearized to

_pz

1 1
Cit = _;Ei,t (re = ATyq1) + E; 2zt + Ei¢cir1 (B.2)

where we define the ex-post real interest rate as ry = 74 — TI't Y1 ATy = Typ1 — T, 7Tt Pt —pi—1, and zy = log Z;
follows an exogenous AR(1) process

2t = pr2t—1 + € (B.3)

with persistence p, € [0,1) and conditional volatility e ~ N(0,02). Let us now focus on the budget constraint
(B.1). In real terms, we can write it as Cj; + Bj+41 = Ri—1Bi ¢ + ?:, where ?: =Y; — Gy = C;. At any state,
the life-time budget constraint can be rewritten as

(e 9]

Z kCi,tJrk _ R, 1B”+ZH Yt+k

=0 LLj=1 Revj1 jo1 Bigj—1
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which can be log-linearized to Y po o B%citik = > peo BYY - Combining this with the log-linearized version of
the households’ Euler equation (B.2), we obtain

8w = p
Cig == > BBk + g > BEi ATk + ( —2) Z B*Eipzepn + (1 — Zﬂ Eiictin
k=0 k=0 k=0
Finally, notice that this is implied by the following beaty-contest game,
s p Bl -
Cip = _;Ei,trt + ;Ei,tATt—i-l + wEi,tzt + (1 = B) E;rce + BE;icii41 (B.4)

where ¢; = f ci di.

B.2 Firms

Each firm f is a monopolist producing a differentiated intermediate-good variety, producing output Y;; and
setting nominal price Py;. Technology is represented by the production function

Vi = AN © (B.5)

Gw,t—l

with Ny, = fo f;’t” " |, where Ny;; denotes the quantity of type-j labor employed by firm f in period ¢,

€w,t denotes the time-varying elasticity of substitution between good varieties; and A; is the level of technology,
common to all firms, which follows an exogenous log-AR(1) process

ar = paai—1 +€f (B.6)
where a; = log A, with persistence p, € [0,1) and conditional volatility ¢ ~ A(0,02).
Aggregate Price Dynamics Nominal price rigidities take the form of a Calvo-lottery friction. In each
period, each firm can reset its price with probability (1 — 6,), independent of the time of the last price change.

A measure (1 — 0,) of firms can reset their prices in a given period, and the average duration of a price is given
by 1/(1 —6p). Such an environment implies that the aggregate price dynamics is given (in logarithmic linear

terms) by mf = [z 7, df = (1= 0,) | fy, 0 df = pia| = (1= 6,) (b — pi-1).

Optimal Price Setting A firm re-optimizing in period ¢ will choose the price PJ’C‘ , that maximizes the current
market value of the profits generated while the price remains effective. Formally,

(o ¢]
Pr, = arg H}g?X Z O"E e { Mt sr/ Prsk [PraYiens — Corn(Yrne)] b s
" k=0

t
is the stochastic discount factor, Cy(-) is the (nominal) cost function, and Y}, ), denotes output in period

t + k for a firm j that last reset its price in period t. The FOC of the optimal price setting problem is

g
subject to the sequence of the demand schedules Y, ks = (Pr¢/Prsr) Yt+k> where Ayypp = = gk (C“rk)

w0 OFE s At,t+ka,t+k|tﬁ (P;,t — M\Ilf,Hk‘t)] =0, where Wy, = CL (Y iqk)e) denotes the (nominal)

P
marginal cost for firm j, and M? = E;t_l. Log-linearizing around the zero inflation steady-state, we obtain the
t

familiar price-setting rule

pft = (1 - p0) Z B0) Ef, 1/’f,t+k\t + :U’t) (B.7)
k=0

where g4 = log Wy g and ut =log MY
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B.3 Labor Unions

Consider now how the labor union specialized in a given labor type j sets wages. Wage rigidities are introduced
in a way analogous to price rigidities in the goods/firms market: workers specialized in any given labor type can
reset their nominal wage only with probability 1 — 8, each period, independently of the time elapsed since the
last reset.

Aggregate Wage Dynamics Analogously to the price-setting frictions, aggregate wage dynamics are given
(in log-linear terms) by 7" = fI T dj = (1 — 0y) [ij wr, df — wt_l} = (1—0y) (wf —wi—1).

Optimal Wage Setting Consider then a union resetting its members’ wage in period ¢, and let W, denote
the newly set wage. The union chooses W;t in a way consistent with household utility maximization, taking
as given the decisions of other unions as well as the path for aggregate consumption and prices. Specifically,

: - o Wi, NTE .
the union seeks to maximize Ej; > oo (86u)" ( o Py “N vkt — X JI’I“;“ , subject to the sequence of labor

W*
demand schedules N;; g, = (Wt-Hc

among workers in union j that 1abt reset their wage in period ¢t. The FOC of the labor union program
is > o2 O(,BH E [ jt+k|t< t+th+k + My XN t+k|t>} = 0, where M,,; = 6:?; Letting MRS; ;4 =
XCP N . t TRl denote the marginal rate of substitution between consumption and employment in period ¢ + k
relevant to the type-j workers resetting their wage at period ¢, the above optimality condition can be rewritten

as Y 22 o (B0)FE; ¢ { itk Cri (g—i; — Mw,tMRSLHW)} = 0. Log-linearizing the above condition around a

)7 Niik, where N;; ) denotes the level of employment in period ¢ + &

frictionless steady-state yields the individual wage setting rule

(1= B00) > (B00) By (mrs; p gy + pt + prak) (B.8)
k=0

where ;" = log Myt and mrs; ;s = 0C1k + 9N 15 +1og x. Union j’s optimal wage is increasing in expected
future prices, because households care about the purchasing power of their nominal wage, and increasing in the
marginal disutility of labor (in terms of goods) over the life of the wage, because households want to adjust
their expected average real wage accordingly.

B.4 Unemployment

Consider an individual (7, j, s) in household i, specialized in type j labor and with disutility of work ys¥. Using
his welfare as a criterion and taking as given current labor market conditions, he will be willing to work if the
relevant real wage exceeds the disutility from work, ” £ > xC7;s¥. The marginal supplier of type j labor at

— CO’ LZ’; ”
rate) in the economy as L; = fo fo L dj dz. Taking logs and integrating over j and ¢ we obtain an aggregate
labor supply or participation equation w; — pr = oc; + @l + log x. Define unemployment as u; = Iy — ny.
Therefore, we can write the average wage markup as the difference between the real wage, wy = w; — p¢, and the

marginal rate of substitution, oc; + ¢ns + log x, as

'th

household ¢, denoted by L;; ¢, is therefore

Define the aggregate labor force (or participation

py = wp — (o + ong + log x) = puy. (B.9)

That is, the average wage markup is proportional to the unemployment rate, and the natural rate of unemployment
is thus defined as uy’ = puy.
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B.5 Public Institutions

Monetary Policy Monetary policy is conducted following a Taylor rule of the form (7) where the monetary
policy shock v; follows the AR(1) process

vy = pyUy—1 + £f (B.10)

with persistence p, € [0,1) and conditional volatility ¥ ~ A(0,02).

Fiscal Policy The government collects consumption tax revenues and levies lump-sum taxes to fund government
spending under zero deficit. We assume that consumption taxes follow a rule that depends on the price level,
(6), where the tax policy shock ¢ follows the AR(1) process

G = pgdt—1 + €} (B.11)

with persistence p, € [0,1) and conditional volatility ef ~ N(0,07).

B.6 Equilibrium Conditions

Goods and Labor Market Clearing Market clearing in the goods market implies that Yy; = Cy; + Gy =
fIh (Cift + Gipy) di for each f good/firm. Aggregating across firms, we obtain the aggregate market clearing
condition: since assets are in zero net supply production equals consumption plus government spending:
fIf Yo df = fIh fIf(Cifﬂf + Gife) df di = Yy = Cy + G Log linearized, y; = (1 — Sg)ct + Sagi, where

Se = G/Y is the steady-state government spending to GDP ratio. In deviations from the natural equilibrium,
Ui = (1 —Sg)¢ + Scgr = & + Sgy-my (B.12)

where we have used the VAT rule (6).
Aggregate employment is given by the sum of employment across firms, and must meet aggregate labor
supply Ny = th N di = fIf N¢ydf. Using the production function (B.5) together with goods market

1 1 e
clearing, Ny = fzf (%) T df = <Aﬁt) e fIf (%) "% df. Log-linearizing the above expression yields to

ng = ﬁ(yt — ay). In deviations from the natural equilibrium,

1
l—«

ng =

Yt (B.13)

The Dynamic IS Curve Iterating forward (B.4), and aggregating across households, we can write

N ph N ph 1—p.) o= ph N
Ct = 0 Z 5kEt Tt+k + gz /BkEt ATpp14k + M Z /BkEt ztpke + (1= 5) Z BkEt Ct+k (B.14)
k=0 k=0 k=0 k=0

g g

Let us now derive the DIS curve. Substracting the natural level of output from (B.14), I obtain

- B = p=h n B = p=h 2 pehe
G=- kzoﬂkEt (T — riag) + p kZOBkEt Amy .+ (1 =B) k:z;)ﬁkEt Cttk (B.15)

We derive an expression for the natural real interest rate. Recall that in a natural equilibrium with no nominal
nor information frictions, the natural real interest rate is given by

o

1-Sq

=0 [Y(pa — Day — SeEAT 1] + (1 — p2)z + BEeArip1 = o(py — Dar + (1 — p2)ze + (1 — 0Se)EiATii
(B.16)

r = oBiAct 1 + (1 — p2)z + BeArpy = [VEAars1 — SeEAGE ] + (1 — p2)z + EeArp
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Inserting (B.16) into (B.15) we obtain the aggregate output gap. Finally, notice this is implied by the
beauty-contest game (2).

As in the textbook NK model, the demand curve can be summarized as a single equation; but it cannot
be collapsed into a first-order expectational difference equation since the hierarchy of beliefs prevents the law of
iterated expectations (LIE) from holding at the aggregate level. In this case, the individual DIS curve (B.2) can
be rewritten in gap deviations from the natural level as (2).

The price Phillips curve The (log) marginal cost for firm f at time ¢ + k[t is ts 4 pp = Wiy ke — MPNf g =
Wit — (@ — angyq gy +log(l — a)], where mpng, . and ny, ) denote (log) marginal product of labor and
(log) employment in period ¢ + k for a firm that last reset its price at time ¢, respectively. Let ¢ = fIf Vi
denote the (log) average marginal cost. I can then write ¢y = w; — [a; — ang + log(1 — «)]. Thus, the following
relation holds

o (674 %
Vrarklt = Yerk + (np e — Mark) = Yk + m(yf,wk\t = Ytrk) = Ytk — T a(Pf,t —pe+k)  (B17)
Introducing (B.17) into (B.7), I can rewrite the firm price-setting condition as
o0
Phe=(1=80)Y (B0 sy [perr — O, — 1 ,,)] (B.18)
k=0
where ﬂ = pf — pP is the deviation between the average and desired markups, where ! = —(¢; — p;), and

© = 1=, 1ac- Suppose that firms observe the aggregate prices up to period ¢ — 1, although they do not extract
information (Angeletos and Huo, 2021; Huo and Pedroni, 2023). Then we can re-state (B.18) as

P —peo1 = (1= B0) Y (B0)Ery [perk — i1 — O, — 1 )]
k=0

= (BOEpamir — (1= 50)0 (BOFEp i (), — 1l 1)
k=0 k=0

Define the firm-specific inflation rate to be m¢; = (1 — Op)(p’}’t — pt—1). Inserting this in the previous equation,
we can write

o= (1= 0,) > (80,) Epimepn — (1 - 0,)(1 = 56,)0 > (B0 Eps(iiy, ), — pf )
k=0 k=0

= (1= 0p)Epsm — (1 —0p)(1 — BO,)OE, (if — 1t)

+ ngEf,t { 1 - 9 Z IEf t+1Tt+k+1 — (1 - Hp)(l - 6010)6 Z(Ba)kEf,t+l(ﬁf+k+1 - MZ.};;_H)}
k=0 k=0

(]. —0 )Ef tT — ( Op)( )@Ef th (]. - gp)(]- - 59p)@[Ef7t,uf + BﬁpEf,mf,tH (B].g)

Note that we can write the deviation between average and desired markups as

W =pp— i = —w + [ar — ang + log(1l — a)] = —w; — a + log(1 — )

1
11—«
As in the benchmark model, under flexible prices (6, = 0) the average markup is constant and equal to the
desired pP. Consider the natural level of output, y;i* as the equilibrium level under flexible prices and FIRE.
Rewriting the above condition under the natural equilibrium, p? = —wf — %=y + 775 ar +1log(1 — ). Therefore,
we can write [if = —@; — 1o Yt, where y; = y; — y;* is defined as the output gap, and wy = wp — wy' is defined as
the real wage gap. Using the wage markup (B.9), we can write (5), where we have used (B.12)-(B.13). Finally,
plugging this expression into (B.19), we obtain (3).
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Combining the goods and labor market clearing conditions, we can write the (log-linearized) firm-level
Phillips curve is given by (3), where 4! is a price markup shock, which follows an exogenous AR(1) process

1y = ppty_1 +ef (B.20)

with persistence p, € [0,1) and conditional volatility ) ~ N(0, ag). Iterating forward and aggregating across
firms, the aggregate Phillips curve can be written as

T = Apbyp 2(59 kEfMHk + Aphpu Z(ﬁ@ ) ]Efut+k + Ophipy Z B6,)" tyt+k
= k=0 k=0

+ (1= 6y — 0o Scor) (86, Elx?, (B.21)
k=0
where E{ ()= fol E;+(-) dj is the cross-sectional average forecast across firms.
The wage Phillips curve Letting mrs;,; = oci4 + pnrk +1og x define the economy’s average marginal rate

of substitution, where n;; = log fol fol Nyje dj df. We can thus write mrs; 4 g, = mrsy g +@(n0 ¢k — Nevk) =
—pew (W), — weyk). Hence, we can rewrite (B.8) as

1 — B0, ~
wji, = 1= S (B0w)FEj ¢ (mrsy sy + pf + QewWitk + Prik)
L+ pew k=0
1— B0, — .
= 2 (80,) By [(1 + pew)wirn — (By — 1))
1+ vew k=0
[o.¢]
= (1= B0w) Y (B00) Bjilwirr — Ou(fifiy — 1)) (B.22)
k=0

where 11’ = p’ — p* denotes the deviations from the economy’s (log) average wage markup uj’ = (wy —py) — mrs;

from its steady-state level, and O, = 17— +¢e . Suppose that firms observe the aggregate (nominal) wage up to

period ¢ — 1, w'™!, but do not learn from them. Then we can restate the above condition as

NE

Wi — s = (1~ 80O S (B0 B il + (1~ B0,)0u S (B0 il + 3 (800)VE; el
k=0

k=0

e
I

0

Define the firm-specific inflation rate as 77", = (1 — 60,)(wj, — we—1). Then we can write the above expression as

w8 = —(1 = 0u) (1 = B0w)Ow > _(B0w) By r (s — uihs) + (1= 0w) > (B0w) Ejemtyy

k=0 k=0
= (1= 0u)E;j¢[m — (1 = B0u)Ou (1}’ — 1))

[e.9]

+ BOwE; {(1 = 00) D (800) 1k — (1= B00)Ouw (i 14k — ui”+1+k)]}

k=0
—(1 = 0u)(1 = BOw)OwE; 1" + (1 = 0)(1 = Bbu)OwEjspi” + (1 — 00)Ejem” + BOLEj 7y (B.23)

where 71';” = fI Y, dj. Finally, the wage mark-up gap is also related to the output and real wage gaps through

(B.9), uy¥ = puy. Comblnlng the last two expressions, we obtain the individual wage Phillips curve (4).
The log-linearized union-level wage Phillips curve is given by (4), where uy’ is a wage mark-up shock,
which follows an exogenous AR(1) process

p = pwpi1 +ef’ (B.24)
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with persistence p,, € [0,1) and conditional volatility ¥ ~ A(0,02).

C Proofs of Propositions in Main Text

Proof of Proposition 1. Combining the DIS curve (2), the Taylor rule (7), the tax policy rule (6), and the
goods market clearing condition (B.12), we can write

mla_pz)EitZt + BvY(pa — 1)Ejar + S <1 - SG> (pq — 1)Eirq; (C.1)

Cit = — —Eqpve +
o

P

- W~ 1 1 -
+ (1= B)Eyc; — [o (a - SG> ¢T] am — — By + B [J + (a - SG) ¢r] Eimy 1 + BEitCiet1

Combing the price Phillips curve (3) with the goods market clearing condition (B.12), we can write

Ty, = QPApEﬁt,uf + OpfﬁpyEﬁtEt + <1 — 9 + 0 A SGW,ZJT > Ef tﬂ't + 6 KpuEf sy + B0 Eftﬂ'f 1 (02)

Combining the wage gap dynamics (5) with the goods market clearing condition (B.12), and taking first
differences, we can write

— 1+ 9S00/ (1~ allaf = 9Svr/ (1~ )y 4 o~ i) + (04 122 ) @-am) (C3)

That is, the model consists of equations (C.1), (C.2), (4), and (C.3). In general terms, we can write the first
three of them as the best response of agent [ in group ¢ is specified as in (C.4)

7

4 4
Qigt = Z ©giBigt&jt + ByEigtaigtr1 + Z YoiBigtaj + Z agiEigtaj i1 (C.4)
Jj=1 Jj=1 Jj=1

Z h?m §nt /‘33 + K4L Z hQn fnt + /‘31 1 - Z h4n fnt + 52 1 - Z hln gnt (05)

while the second equation contains the unemployment gap dynamics. Let a; = (ag) be a column vector
collecting the aggregate actions of all groups, where ay; = ¢, aor = 7r%7 ,age = 7, and ag = uy; & = (§ke) be
a column vector collecting the fundamental disturbances, where &1; = vy, &or = 2z¢, 3¢ = ae, Eat = T4, 5t = @,
Eot = pf, and &7 = pi?, and the model parameters satisfy

Y11 = 1- ﬁ 1 1
B ¢7r app =f3 [ + < — SG> %]
3011:*5 ’}/12——5[ <—S(;>1/J] a o
g pr=p
_ B ~p) Bé,
P12 = - g = — 2 B2 = B0,
g
P13 = B(pa — 1) Va1 = Opripy B3 = Bbuw
1 K1 =@
P14 = ( - SG) (pg —1) a2 = 1 = O + OpAp ety = +9
i 1 - Kp =0+
P25 = ep)\p Y24 = gp’{pu B
Y31 = —Ou A Fa = —pSapr/(1 =)

and p16 = Y17 = P21 = P22 = P23 = P = P25 = P27 = N3 = Y23 = V31 = V32 = Q11 = V3 = Q14 = Q21 =
o9 = (o3 = (rgg = 31 = 39 = aigz = gy = 0. Now we turn to solving the expectation terms. We can write
the fundamental representation of the signal process as a system containing (8) and (9), which admits the
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following state-space representation

Zi=FZ, 1+ ®Sy

(C.6)
Xigo=HZ; +%¥,5,,
with
Zi=[v 2 a v @ p pP]’
g [ e el el el e el ul u u%ty
lt: 7 K K
g Uiy “g,t “f,t Usy
F = diag (Pv Pz Pa Pz Pq Pp pw)
$ = diag(T;1/2 P e A 751/2) 0m]
o, = _07X7 diag (Tg_ul/Q Tg—z1/2 Tg_al/2 Tg—z1/2 Tg—ql/Q 7&1/2 7_g—wl/2)]
and H = I;. The signal system can be written as
— [ /2 d; -1/2 . N
Xlgt - [ 1ag <{1_an }n> 1ag ({Tgv }n)] Slgt - Mg(L)Slgta Slgt ~ (Oal) (07)

for n € {v, z,a,q,p,w}. The Wold theorem states that there exists another representation of the signal process
(C.7), Xigt = By(L)wg, such that By(L) is invertible and wyg ~ (0, Vy) is white noise. Hence, we can write
the following equivalence

Xlgt = Mg(L)Slgt = Bg(L)wlgt (CS)

In the Wold representation of X4, observing { X4} is equivalent to observing {w;g }, and {Xltg} and {'wfg}
contain the same information. Furthermore, note that the Wold representation has the property that, using the
equivalence (C.8), both processes share the autocovariance generating function, pyy 4(L) = My(L)Mj (L) =
B,(L)V,B}(L™'). Computing this last term,

1 : 1 17, [ 1-XAgnLl  pn  L—=Xgn
My(L)M (L) = [disg ({75! + it },)| = [dine ({2 xisn 2 )]
where, in the second equality, we have used the result that Ay, for n € {r, z,a, u}, are the four inside roots of
the determinant of My(L)MJ(L™'), L? — (pin + pn + T97"> L+ 1, satisfying (pn, — Agn)(1 — pnAgn) = Agn 2.

PnTn To

We can easily identify the unknown matrices,

By(r) = [dine ({15}, )| Vo= (e ({n), )| BR) = [aime ({550}, )]

Let us now move to the forecast of variables. Consider a variable f; = A(L)S;4. Applying the Wiener-Hopf
prediction filter, we can obtain the forecast as

Eigifi = [AL) MG (L) By(L™1) '] V' By(L) ™ Xigr,

+

where [+ denotes the annihilator operator. Recall from condition (B.2) that I am interested in obtaining E;g:&p, ,

Eigeaj i, Eigraj i1, and Eygrazg 41. We need to find the A(z) polynomial for each of the forecasted variables. We
—1/2

start from the exogenous monetary policy shock, which can be written as vy = |:pr '’ 01><13} Sigt = Ap(L)S)gt.

Therefore, the forecasts of exogenous variables are,

IElgtvt = [AU(L)MT(L_l)BQ(L_l)_l]

— — L — —
g \7 lBg(L) legt: To(I—po L) (L—Agv) 01X6}+‘/g 1Bg(L) 1Xlgt

_ [[¢u@ -1 1 _ L
= HL_AQUL 01X6} Vy By(L)™ Xigt, () = T

+
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= [M 01><6] V' By(L) ™ Xy = [n(l—va)lu—vagv) 01X6} Vy 'By(L)" Xy

L—Ago
_ AguTgu 0 i| X _ >\g'u7'g1) 1 vo_(q_ )‘gv 1
|:va1)(1 P'L))\gv) 1- )\ L 1x6 lgt vav(l _ pv)\gv) 1 o )\ng:Elgt p 1 _ )\ Lxlgt
= Gu(L)aty (C9)
In the same manner, we can obtain
Agz 1 .
Eigt24 1-— . )T 7 Slgt = Gg-(L)xi, (C.10)
z gz
Aga 1 a a
]Elgt(lt =11- 7 -\ in,t == Gga(L)xlgt (C].l)
a ga
Aga 1 . .
]Elgtl’t =(1- 7 ml’,ut = ng(L)l'lgt (012)
T gz
Agq 1 q q
Elgtqt =(1- 7 -\ L:L"ivt = Ggq(L):L‘lgt (C].?))
q 99
1
Eigept = (1 - pgp> - Lx]ig,t = GQP(L)xlpgt (C.14)
P gp
)\gw 1 w w
Eigepy = (11— T 1— bt = GQW(L)xth (C.15)
w qw

Let us now move to the endogenous variables. In this case, we need to guess (and verify) that each agent
i’s policy function takes the form ajg =3, hgn(L)ml’;t.w Aggregate action can then be expressed as

. 1 1/2 —1/
gt :/0 age dl € g :/0 [zn: hgn(L)xlgt] Zhgn 11— ané“t = K{hgv(lzh va}n,1><7 01><7>] Sigt
= AagO(L)Slgt

L-1/2
Qg 141 = K{hgn(L)L(fL_an)}n . 01><7>} Sigt = Aag1 (L) St

Finally,
1
Ugt+1 = T [({hgn(L)}n)uJ Xt =

[(Emen)), (e

Looking now at the endogenous variables,

[({hgn( )}n)1><7} Mg(L)Slgt

—-1/2
Tgn } )1x7:| Slgt = Agi(L)Slgt~

_ 1 _ _ Lhyn (L _ _
Eigrorn = [Auso( )M (L) By(L7)™] Vi By Xy = [({me i },), o, Vo Bol) ™ Xy
¢ak:0n —1 —1 _ Lhkn(L)
an n 1><7:| +:| V‘g Bg(L) Xlgt7 d)akon(z) - Tn(]. _ an)

_ _ Lhkn( ) )‘gnhkn( gn) ZnLn B -
n1><7] Vo 1B9(L) 1Xlgt: H Tn(1—pnL)(L— )\gln)p 8 } 1 7] Ve 1B9(L) 1Xlgt
7 n,1x

- AgnTgn [Lhkn(L)_Agnhkn(Agn) 1£;ZT>L\§TL]
o pnTn(1=AgnL)(L—Agn)

{¢ak0n(L) Pakon (Agn) }

Xlgt

1071 this framework agents only observe signals, and the policy function can only depend on current and past signals.
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Aoy [Lhin() = dgnhin (o) 5255 | !

—Z(

PnTn

Ag

) [Lhin(L)(1 = prAgn) = Agnhin(Agn) (1= paL)] 7 — )\gnLi(L

x?’L
(1= AgnL)(L = Aga) """

Z Gngn

(C.16)

A :Ulgt :Ulgt

1
Bigasis = 3 (172 ) D)L~ ko)~ i Oan) 1 = puD)) (335l = 3 G (Dl

n

IElgtalg,t—&-l = [Agi(L)MgT(Lil)Bg(Lil)il]+

¢1g1}1
L— Agv

PnA

_ _ hgn (L
VB () X = [{ 282 (e +

N (C.17)
LTgp:) }n,1><7} n nglBg(L)*legt

¢z v2(L) _ _
L(IQ/Q/\gU):|+}n1X7:| v, By (L) ' Xy

1—pnL

where ¢ign1(L) = %L)) and ¢igna(L) =

(1—pn L

-[il
(e ()

hgn(L)(L=pn)

Z ngn

xlgt

(C.18)

Agn(L — ﬂn)> _ hgn(0)>

pnL L ) 1—-XulL Tit =

on Inserting our obtained expressions into (C.4), and

removing the xl , terms, and rearranging terms on ’the LHS and RHS

)\n 1_pn)\n An<L_pn) 1_an
hon(L) {1 — _ Zgn g g
! ( ) { Bg [( Pn > 1—pnL - pnL (1 - )\gnL)(L - Agn)
)‘gn)(l - pn)‘gn) Yok L + agp

. (pn —
— Rjer (L)~
2 M .

— _)‘ﬂ # ﬂ%
~ Yom pn ) T=Agnl VL= AguL) ?

Multiplying both sides by L(L — Agp)(1

hgn(L) [L(L = Agn) (1 = AgnL) = By(L = Agn)(1

o (12 L = 30 8,1 1L i

Pn

— AgnL),

(1= AgnL)(L = Agn)

Agn VgkAgn + Qgk
h n _L gr'g g 1— nL
Z o Ao ( Pn) (1 _AgnL)(L_ )‘gn)( pul)

Ag
/\gnL Z hkn ( - P) (1 - pn)\gn)L(’ngL + agk)

Agn
Z hkn gn <1 - pg> (Png)\gn + agk)L(l - an)

We can write the above system of equations in terms of k(L) in matrix form

C,.(L)h,(L) =d, (L) (C.19)
Cn11(L) Cri2(L) Cpis(L) n14(L)
whee Ou0) = [N (0 ) G| e
Cna1(L) Chnaz2(L) Cpas(L) n44(L)
Chkek (L) = Ak [(51@ - ( 1n (L — pn) n:nL [L(L = ykk) — Okk) |, Kk €{1,2,3}
Crjk(L) = —)\JnL (L'y]k +058), Jj#k Jje{1,2,3}, ke{l,2,3,4}
Cra1(L) = ka(1 — L), Cra2(L) = k3 + kaL, Cpy3(L) = -1, Cpaa=r1(1—1L)
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I can also write d,,(z) = dln[%; Rin()] don]L; hon()]  dan[L; han(?)]  dan[L; han()] T, Wﬁlere

)\ )\gn

(0 = (1= 222 ) LL = Xgn) = By{1 = puZ)(E = Ayl thn o) (1= 22) Gyudgn + a1 = puL),

for g = {1,2,3} and d4, (L) =0
From (C.19), the solution to the policy function is given by h,, (L) = Cy,(L)~'d,(L) = %ﬁggd@). Hence,
we need to obtain det C),(L). Note that the degree of det C,,(L) is a polynomial of degree 10 on L. Denote the
inside roots of det C,(L) as {Cin, Can, C3ns Can, Con, Con }» and the outside roots as {1915, 192n1, 1937}, I, 1} Because
agents cannot use future signals, the inside roots have to be removed. Note that the number of free constants in

do(L) is 6: {hgn(0)} and {h ) = 54 B (Agn) (1 - Ag") (YokAgn +agk)} for each g € {1,2,3}. With a
unique solution, it has to be the case that the number of outside roots is 4. By Cramer’s rule, hg, (L) is given by

[din(2) Chi2(2) Cniz(z) Chia(2) Cni1(z) din(z) Chiz(z) Chia(2)]

dot don(z) Cn22(z) Criz(z) Chria(z) ot Cn21(2) dan(2) Criz(z) Chria(z)

d3n(z) Chnz2(z) Cnzz(z) Chnza(z) Cn31(2) dzn(2) Cpszsz(z) Cnza(z)

" B | dan Chaa(2) Chas(z) Chaa(2)] o (2) = |Cra1(2)  dan Chas(z) Chaa(2)]
n(2) = det C(2) - han(2) = det C(z)

[Cn11(2) Cpi2(2) din(z) Chia(2)] [Cr11(2) Criz(2) Criz(z) din(2)]

dot Cn21(2) Ch22(2) don(z) Choa(z) dot Cn21(2) Choa(z) Criz(z) don(z)

Cn31(z) Chnza(2) dzn(z) Chrza(z) Cn31(2) Cn3a(z) Cuss(z) dsn(2)

h B Cna1(2) Cnaz(2)  dan  Chaa(2)] 1 B Crna1(2) Chnaz(2) Cnas(z)  dan

an(2) = det C(z) o fanl2) = det C(z)

Which are the policy function for the different groups. The degree of the numerator is 8, as the highest degree
of dg, (L) is 1 degree less than that of C,(L). By choosing the appropriate constants

{hln (0) y E1n<Aln)7 hQn(0>7 }VLQn()\Qn), h3n(0)7 fﬁ3n(A3n)} P

the 6 inside roots will be removed. Therefore, the 6 constants are solutions to the following system of linear

equations
dln(Cin) n12( m) CnlS(CZ’n) Cnl4(Cm)
det d2n(Gin)  Cn22(Gin)  Cn23(Gin)  Ch2a(Cin) | _ 0
dSn(Cfin) 2( n) Cn33(§in) Cn34(€zn)
d4n n42 (Czn) Cn43 ((zn) Cn44 (Czn)

After removing the inside roots in the denominator, the degree of the numerator is 2 and the degree of the
denominator is 3. The above determinants can be written as a system of 6 equations and 6 unknowns (our free
constants). Once we have set the appropriate free constants the policy functions for g € {1,2,3,4} will be

h (Z) o Jgnl + Jgn2z + 7Zgn?’zz + T;Zgn423 o @Zgn4(z - ,Ugnl)(z - /LgnQ)(Z - ,Ugn?))
gn - (1 — ﬁlnz)(l — ﬁgnz)(l — 193nz)(1 — 794n2) N (1 — '191”2)(1 — ﬁan)(l — ﬂgnz)(l — 794712)

Vgnakgni fgn2ttgn3 (1 — M;;lz)(l - N;nlzz)(l - N;zlsz) . Ygn1(1 — /’L;'r}lz)(l - M;;Qz)(l - N;;ﬂ)

(1 - 191n2>( ﬂgnz)(l - 03n2’)(1 — 194nz) - (1 — 191712)(1 - 192712)(1 — 793712)(1 — 794nz)
_ @Z ) (V1n — :ugnl)(ﬁ?m - M;21) - Ng_nlSZ _ (V1n — Ng_ll)(194n - /"6;732) - Ng_nlSZ
g (19171, - Q92n)(193n - 794n) (1 - ﬂlnz)(l - 193nz) (ﬁln - 792n)(193n - 194n) (1 - ﬁlnz)(l - 194n2)
(P2n — Mg1l)(793n - Hg_T}Q) 1 - /"Lg_r}SZ (Von — :U’g_ll)(

— + Van — Hg_le) 1-— M;rg&z
(ﬂln - 192n)(193n - 19411) (]- - 192nz)(1 - 19311»2) (ﬂln - 192n)(7~93n - 19411) (1 - 192nz)(1 - 19471»3)
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1 - /ig_nl:'sz
(1 —Y2p2)(1 — Vanz)

— -1 -1
1- Hgnl?)z 1- HgnSZ 1- lugnSZ

= ot - P17 O (U= 002) U= o) (L — 032)

+ 5gn4

1 -1
Mgn?) V1n — Hgn3 1 lu’gn3 Von — Hgn3 1
[Bgnl - 19377, + /BgnQ 19171 - 19471 ] 1-— ’19171, 59”3 - '19 + /Bgn4 19271 - 79471 1- 192712
1 -1
Mgn?: U3n — Hgn3 1 ’ugn?’ Van — Fgn3 1
[Bgnl — V3p  Pgns Yon — Usn ] 1— 3,2 /69"2 — an * Pona Vo — Van | 1 — Vanz
1 1 1 1

- Kgnl 1-— 191nz + K:gn2 1— 192nz + /‘ign?, 1-— 193n2 + /fgn4 1-— 194nZ

J1p 1 Von, 1 U35, 1 Van 1
= thgn1 (1= 2 ) o g (1= 22 ) o gy (1= ) o g (1 )
1/ng< pn>1—191nz+¢g2< pn>1—192nz+¢93< pn>1—193nz+¢g4< Pn ) 1 —04nz2

where {fign1, tign2, hgn3} are the roots of the cubic polynomial Jgnl + {bvgngz + {/;gngzz + {/3971423, {ﬁvgm =
—Vgnalbgnitgn2tign3 follows from the Vieta properties,

o T = ) = ) By = Vi 0n i) O — i)
T (V10— V20) (V30 — Van) e (V10 = D2n) (V30 — Van)
By = _d’gnl (ﬁln - /~Lg_nll)(194n - /{1;732) Boma = 1/]9"1 (192’1 — M9_7111)(Q94n . M;T}Z)
g (ﬁln - 192n)(193n - 19411) g (ﬂln - 192”)(193n - 194")
—1 -1 -1
ﬂ Vin = Mgn _ g ST s g Van = Hgns
Kgnl = 5gn1 — 193n + Bgn2 G — O Kgn3 = —Bgn1 D1 — Vg Bgn3 Dom — Dan
—-1 -1 -1
:un3 19271*/1 n3 194n7'un3 ?94717””3
Kgn2 = 59%% + Bgnélm Kgnd4 = —Bgn2m - Bgmm

and Vg = Kgn (1 — ﬁnl/pn)_l. Hence, we have

Qg t = Z h/gn gnt Z Z¢ny] ( - n> 1 — gnt Z Z¢ng] ngj,t

n j=1 n j=1

We can write

Q1nt Vitn Vizn Vizn Vian| |Vint

_feemt| _ o5 Yo1m Yoon WVo3m V2am | |Vont
Anpt = = t = ~

asnt Y310 V32 Y33 Vsdm| |[Uzne

Q4nt Ya1n Vazn VYazn Yaan] |94

Notice that we can write 5]-” t(1=9,L) = (1 — %) ng = %n = 19jn1§jn7t_1+ (1 — ﬁﬂ) n¢, which I can write

Pn
T
as a system as ?9nt =A ﬁnt 1+ Tnng, where A,, = diag [{19]”} ] = [1 — % 1-— % 1-— % 1-— %] .
Hence, I can write a,; = Qn nt = U (Ay Hnt 1+ 0n) = U,A ¢9n7t 1+, Tn: = \IlnAn\I/glamt,l 4+, I'yne =
Apani—1 + Bpng. Finally, a; =), an. O

Proposition C.1. (i) The reaction of the backcast of price inflation and the unemployment rate to an announced
VAT change, si,, is given by the OLS coefficient Bé’“CkC“St =C [Eia%t,l, 320] /v [SZO] for a variable ay € {mP, u},

where

4 4 4 4
—l anl j Xnl QAnlgjnlm 6nl Xnl 5nlglufnlj
(C [E —1, T :| = __MgjAny 97 g
ot o] = 2 LT 2 D T 1=, P 2 T
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2 4
T Xnl XnlMnlj Hnlj Hnim 2
\Y =y n o\ _Anifnly E : _Hnljtnim
[St,O] - 1-— )\l2n + = 1-— )\nlﬁjn 1 1 - ﬂ]n'ﬂmn n

where Qnigj, gnlg,ﬁng, Xnls tnims Nin are all coefficients that depend on the degree of information frictions, derived
in Appendiz C.

(7i) The reaction of the forecast of price mﬂatwn and the unemployment rate to an announced VAT change,
510, 15 given by the OLS coefficient pglerecast _ ¢ [E{agit4,5 7ol /V [s7o] for a variable ag € {n?,u}, where

C [Eiag,t+47 StT,O} = Z Z Z 1aili; SX)\TZI o Z Z Z 1067119159;:;\1::; ?ns+

n s=1j5=1 s=1 j=1m=1
l l l l
+Z e NI
s—1 j—1 jnANn

Rng,sXnl 4 Kng,shnlj 4 2
+Zl—p)\z S+ZZ Pu [ %n

s=1 j=1 Ujnpn

where gy, Onig, Kng are all coefficients that depend on the degree of information frictions.

Proof of Proposition C.1. Following the results in the proof of Proposition 1, we have that

—=c )\ln Ll_khgn(-[/)(l - pn)\ln) - )\ll_khgn()\ln)(l - an)
E = ]_ —_—— n
> < P > (1= AN L)(L = M)

n

n

for k > 0 and n € {v, z,a,q,p,w}. We can compute

0 A\ L2hgn (L)(1 = pudin) — A2, hgn(Ain) (1 = puL)
Eyag_1 = 1 n
(o= Z( pn> (1= ML) (L — i) &

_Z 1_% \]LIQEQJ 1_£ ﬁf pn)\ln _)\IQTL j= 1@!}] 1—% ﬁm
- ) (1= N L) (L = Nn)(1 = puL)
L2(1—pnhin) _ Afy(l=pnl)

Vs 1—9.,L Tin
nai 1— ZJn jnAn gn
Yo ( Pn ) (1= A L) (L = An) (1 = pnL)

Nin Djn (L — M) Ain h%irmfi n
:;Z<1_l>%’j<l_1> = ( r—) .

2\, on DT =)= pu D)= U5 L) (L — Tyudi) !
n>\ n+79"n>\ n_l
_ Z Z (pn - )\ln)wngj(pn - ﬁjn)Aln 1 B )\l; l L on
Pl pr (1 =V jnAin) (1= N L)(1 = 9juL)(1 = ppL) ™
4
_ Z Z (Pn )\ln)wngj (pn ﬁjn)Aln [ 1-—- pn)‘ln 1 + (1 . 1-— Pn)\ln ) 1 :| 1 on
n j=1 ( ﬁjn)\ln) )\ln(ﬁjn - )\ln) 1-— ﬁjnL Aln(ﬂjn - )\ln) 1-—- )\lnL 1- an t
4
_ Z Z (Pn )\ln)wngj (pn 19jn)/\ln |: ﬂjn(l - pn)\ln) 1 _ <1 I 1 —pndin ) Aln 1
n o j—1 ( ﬁ]n)\ln) )\ln(>\ln - 19]7’L)(pn - 19jn) 1— ﬁjnL )\ln(Aln - 19]71) Pn — >\ln 1-— )\lnL
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Pn(L — Nip¥in) 1 } n

+Aln( n_ﬁ‘ )( _)\ln)l_an “
4
)\ln wng] ]n pn)\ln ¢ng] jn))\ln[)\ln()\ln pn) +1-— )\ln jn
;; P% 1 - ﬂjn)\ln) )\ln - ﬁ]n g J t ko ;]21 1 - 7Sljn)\ln)()\ln - 79]71 Z ! t k
Un
+> Z s Z etk
n j=1
= Z Gntgs Y VjnEite + Ontg Y NnEip + Fing D ey
n j=1 k=0 k=0 k=0
=l )\ln thn(L)(l - pn)\ln) - )\lnhgn(/\ln)(l — an)
Ea,, = 1 -2
ot Z < Pn ) (1 - )‘lnL)(L - )‘ln) &

n

4 Vjn 4 Din
(1) () ) b))
Pn (1= NnL)(L = N )(1 = pn L)
L(l_Pn/\ln) )\ln(l_PnL)

n
&t

_ ZZ <1 _ Aln> w ( 19377,) 1-9;,L - 1-YnAin on
el T e ) (= ML) = M) (1= pal)
Aln ~ Yjn (L = Ain) (1 = pn¥jnAin L) n
_ZZ L= ) Ynai 1= Mn L)L — M) (1 — paL) (L — 9 L) (1 — Ijmm)
i Pn ( — Aln )( —Ain)(1 = pp )( — Vjn )( — Vjn ln)
_ Z Z )\ln @Zjng] (pn - ﬁjn) 1- pnﬂjn)\lnL on
n =1 ,On 1 - ﬂjn/\ln) (1 - )\lnL)(l - 79jnL)(1 - an) !

3

_ 2 Z >\ln wng] (Pn - ﬁjn) [ﬂjn(l - Pn)‘ln) 1 . )‘Zn(l - Pnﬂjn) 1 ] 1 n

= P2(1 — VjnAin) Ojn — Am 1 =04, L Djn—Ain L= AL | 1—p, L "
_ Z Z )‘ln ¢ng] (pn - 19]77,) ﬁ?n(l - pn)\ln) 1 . ﬁjnpn(l - pn)\ln) 1
n =1 Pn 1 - ﬁ]n)\ln) (ﬁjn - )\ln)(ﬁjn - Pn) 1- 'lgjnL ('lggn - )\ln)(lg]n - Pn) 1—ppL
o )‘IQn(l - pnﬁjn) 1 Ainpn(1 = pp¥in) 1 ] o
(79 - )\ln)()\ln - pn) 1- Al'rL (19 - )\ln)()\ln - pn) 1- an !

Zi — Ain wng] ]n pn)\ln 219 ZZ /l/}ng‘j - ) Pn ]n ZA on
B noj—1 P% 1 _ﬁ]n)\ln (Aln _79]71 k—0 an t ko n =1 1 _ﬁ]n)\ln (Aln _0]71 In=t=k
4
+ Z angj anfft k
n j=1

n

4
= Z |:Z Qnlgj Z 19]n€t k + Onig Z )\lnat kT Kng Z Pl ke

a _ Z >\ln _ L)(l — PnAin) — Aﬁlghgn()‘ln)(l - an)n
Eagra = 1= MnL)(L = \ip) t

D

_ Din
s Z] 1 Ungj ( pT) %(1 = PrAin) — A n3 j= 1wngj ( ﬁ) m(l — pnL)
(L= XipL)(L = A ) (L = pn L)

n
&t

S (B
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4 1—pndin 1—pnL
- Z Z <1 _ Al”) Ui <1 _ 193”) L3A—05nL) N, (1=95nAin) e
noj=1 Pn % pn ) (L= NnL)(L = Nin)(1 = pnl)
4
A,n> ( ﬂjn> 1
= 1—— ) ¢Ypgi | 1 — —— X
;; ( Pn 9 Pn (1 - AlnL)(L - Aln)(l - an)
—(L = Am) [(1 = pnAin) (1 — )‘lnﬁjn)()‘2 + XL+ L? + Al 1L3) 73( — pnAin¥jnL) n
: Lg)\?n( _ﬂjnL)( _ﬁjn)\ln) ct
S5 (2= X g o = 1) (1= A} = M) O, + Nk o+ 12+ 35129 = 20 = pudindnL)]
= — 15
n j=1 2)\3 1 —19]n>\ln) L3(1 — AinL )( — Pn )( _ﬁjnL) '
- Z i - )‘ln Q;Z)ng] (pn - 19]’!1)( pn)‘ln) )\ln + )\lnL + L2 + )\ 1L3
- 213 3
n j=1 n)\l" L
X 1 ey
(1- ﬁjnL)(l —AmL)(1 = pnL) "
pn )\ln Qpngj (pn - n) pn)\lnﬁjnL n
+
Zn:; AL (L= Vjnin) (1= AL )(1 — puL)(1 — ﬂjnL)
.y i — M) ¥ngi (Pn = D) (1= puin) Ay + ML+ L2+ N[ LP
3 3
n j=1 n)\ln L
92, 1 Y 1 P2 1
% J o in + n 8?
(Atn — v n)(Pn — 79]'") 1 —95,L (At — ﬁjn)(/)n —Ain) 1= ALl (pn — Nin)(pn — ﬁjn) 1—pnL
- )\ln wngj (pn =0 n)
2 Z A=)
n j=1 J
y ﬁin(l - pnAm) 1 X0 ) 1 P2 (1 = Apnjn) U
()\ln - n)(pn - 19‘771) 1-— ﬁjnL ()\ln - ﬁjn)(pn - )\ln) 1-— >\lnL (pn - )\ln)(pn - 19]71) 1- an t
1 )\ln wng]( pn)\ln)'l92 )\2 + /\lnL —|— L2 -+ )\ 1L3 > n
ZZ )\3 (/\l — ) Zﬁjngt k

Vngi(Pn — Vjn) (1 — pnAin) )\ln + Ain L + L? + Al 1L3 >
+ Z Z )\ln )\l Z /\lngt k

n31 n_ﬁyn)

= Z Yng; (1 - — ppdin) Apy + AL+ L2+ N3 N
X

13 PnEt—k
noJ=l k=0
)‘l” wngj jn pn/\ln >
Wl
T ZZ L (1= i) ( )\ln _ ngn Z in€t—k
n j=1
wngj(pn _ﬂjn 1 — pn¥ jn
AF en
Zn:]z:l (1_0]n/\ln) )\ln_'lgyn Z In=t—Fk

+ ZZ %ga anet k

n j=1 l”ko

: >\ln ¢n ( ,On>\ln n
== Z Z )\ln i\Jln _ ﬁ]n ] Z 19]716754—3 k

n]1
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)‘n n n)\n n
_ZZ : ¢(£;Jli_§lojnl ] Z§]n5t+2 k

n j=1
)\n% nAin) V5,
Sy O S
n =1 n n
_;]21 l)\4 (i\Jln_ﬂjn l ] Zﬂ]nst k
n, n>\n )\n
+ZZM 2(\ )(_ﬁp) e Z)‘lngt-‘r?: k
n j=1 n k=0
n, nAin
+Zzwg] 2 (A _)(19 )P Z)Z)‘lnet-m k
n j7=1 in n k=0
n - n>\n
+Zz;1/) g] >‘ln )\ln_’lg p : Z)\ZTLEH_I k
noJ
n - nAn
+ZZ¢9] 2/\2 )\zn—”ﬂ p l Z)‘znft k
n j=1
n, n)\n
—Zzlw” — kzo k€t+3 k
nj
n, n)\n
—221%” )\2p l Z k5t+2 k
n j
n, n>\n
_Zz:lng )\3p l kz nEtr1—k
n j
¥n nAin)
—ZZ ut Af : Z
n j=1 k=
_)\ln ¢ng] pn)\ln >
+;]21 1_19jn)\ln) _19_7% Zﬁ]ngt b
wn (pn_ n) pn n
_;]21 p2>‘gj(1_19jn/\ln )\ln_igjn Z)‘ln Sk

P T S e

njllnko

4 )‘ln wn ( pn)\ln n >
= Z Z P2 \in i‘]ln — D) ] Z §1n5t+3 k

n j=1
n )\n n, n)\n n
_ZZ . o i\]zv(z—ﬁp]n o)ty Zﬁjn‘ftw k

n j=1

: Anwn (1 = pudin) 03,
_ZZ : i]ln_ﬂ]n l ] Zﬁjn‘gt—i-l k

n j=1
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= Ain)¥ng; (1 = ppAin) 5,
+ZZ )\lln_;]Jn 1_)\;77, ] Zﬂ]nt k

+ Zn: ; Vngj(Pn — 19;;)(_119;?&” MAin Z Aeen

2> ]Zl SR i Z Aot

ZZ e ;lji L)y > Moy

2 ; R ;;8 Sy e

-3 z St et z Kelvas

- zz; R M
— s

_ Zzl ¥ng; (1 T — PnAin) kz ben
s

DHIS N

=Y 2 Qnigi Z Ok el kY Zl nigj.2 Z et kD Zl Onigi.s Z 05y
" moJ noj

ZZZ& 262 262 .

n¥=

k k k
+ Z Onlg,3 Z A€tk + Z Onlg,4 Z Ain€t—k + Z Kng,1 Z Préts3—k
n k=0 n k=0 n k=0
o (o) o
k_n k_n k_n
+ Z Kng,2 Z Pntt2—k T Z Kng,3 Z Pr€tti—k + Z Fng,4 Z Pn€t—k
n k=0 n k=0 n k=0

The tax policy surprise is given by
=l —l
shockl = 7 — Byry = by (nf — Eyrt?) + g, — Bogy

We know aggregate endogenous variables evolve according to

gt = Zzwngj < - > (1 — 19]”[;( Z wngj Z ( i DQ?;P) E?Jc

i Pn

n k=0
_Z Bngzpngt k+zyn9]zﬁ]n‘€t k
Jj=
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9. .
—%‘;7373". Hence, we can write,
n

4
where g = 351 thngj and vyg; =

=l . _ (pn - Aln)L(l - pn)\ln) (pn - /\ln))\ln(l - an) n
ot = Etam a Z {hgn(L) [1 (1 - /\lnL)(L - )\ln) ] " hgn()\ln) pn(l - )‘lnL)(L - )‘ln) } '

n

- Z pn 1)\_ln)\l1n_ IC()ZL) )\ln) [hgn(L)(L - pn) + hgn(Aln)(pn - /\ln)] ¢

Aln n
- Z pn(1— Alné/)(L —\in) [hgn(L)(L = pn) + hgn(Am) (pn — Ain)] €}
— Ain . n Uin)(L = pn) | ¥ngj(pn = Vjn)(pn — Ain) |
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we can therefore finally write the monetary policy surprise as
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D Fiscal Response to the Cost-of-Living Crisis in Spain

This appendix presents a narrative analysis of the price-related fiscal measures implemented
by the Spanish government in response to the surge of inflation in the second part of
2021, and acceleration after the Russian invasion of Ukraine in February 2022.

Table A.3 summarizes the 15 price-related fiscal measures we identify for Spain,
which were presented in 8 distinct fiscal announcements. We focus on three instruments:
indirect taxes, subsidies to firms, and price discounts to households. The estimated total
fiscal impulse was about 14 billion euros at prices of 2022 or 1% of GDP. A third of
the price-related fiscal measures were targeted to a specific group, and 47% of the fiscal
announcements extended previously enacted measures.

Table A.3 also includes the keywords used to verify the dating with Google searches
related to the fiscal measures. When multiple measures were announced together in a
single package, we made a judgment call to select the most prominent one. This ensures
that we are likely capturing the exact moment when households updated their information
set. The choice reflects our personal experiences during the historical period, the media
coverage at the time of the different measures, and conversations with several national
experts.

The narrative analysis is organized around the official communications. Most sections
refer to Cabinet meetings, and the laws legislating the agreements reached. Occasionally,
we include other extraordinary announcements such as a radio interview or unscheduled
speeches at the Parliament.

The fiscal measures are quantified in million euros and calculated as the average
present value of the annual charges to government budgets. We use the average 10-year
government debt yield for the period when the measures are in effect for the calculations.

The fiscal cost is also calculated as a percentage of GDP.
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Table A.3: Fiscal Measures in Spain

Description Official Google Key words Instrument  Beneficiary Targeted Extension % GDP
Dating Spike
ES1 Temporary suspension of tax on value of energy  24/06/2021 20/06/2021 Indirect taxes  Households = Broad-based 0.08
production
Temporary reduction of VAT tax rates on elec- 24/06/2021 20/06,/2021 IVA electricidad Indirect taxes Households Broad-based 0.06
tricity
ES2  Temporary reduction in tax on electricity 14/09/2021 13/09/2021 rebaja impuesto Indirect taxes Households Broad-based 0.03
Fuel subsidy to households 29/03/2022 29/03/2022 descuento gasolina Discount Households ~ Broad-based 0.22
Fuel subsidy to firms 29/03/2022 29/03/2022 Subsidies Firms Targeted 0.17
ES3  Temporary suspension of tax on value of energy  29/03/2022 29/03/2022 Indirect taxes Households Broad-based Yes 0.09
production
Temporary reduction of VAT tax rates on elec- 29/03/2022 29/03/2022 Indirect taxes Households Broad-based Yes 0.08
tricity
Temporary reduction in tax on electricity 29/03/2022 29/03/2022 Indirect taxes  Households  Broad-based Yes 0.03
ES4  Reduction in public transport fares 25/06/2022 25/06/2022 rebaja transporte Discount Households Broad-based 0.05
ES5  Temporary reduction of VAT tax rates on gas 01/09/2022 01,/09/2022 IVA gas Indirect taxes Households Broad-based Yes 0.03
ES6 Government subsidy to gas consumption by 13/10/2022 12/10/2022 Discount Households Targeted 0.11
households
Extension of subsidies to low-income households  13/10/2022 12/10/2022 bono social Discount Households Targeted Yes 0.02
for heating (“bono térmico”)
Temporary reduction of VAT rates on food sta- 27/12/2022 27/12/2022 IVA alimentos Indirect taxes Households Broad-based 0.05
ES7  ples
Fuel subsidy to firms in transport sector 27/12/2022 27/12/2022 Subsidies Firms Targeted Yes 0.02
Fuel subsidy to firms in transport sector (new  27/12/2022 27/12/2022 Subsidies Firms Targeted Yes 0.02

recipients)




D.1 Cabinet meeting of 24" June 2021 and Royal Decree-Law 12/2021,
of June 24, adopting urgent measures in the field of energy taxation
and energy generation, and on the management of the regulatory
fee and the water use tariff

In the extraordinary Cabinet meeting of 24" June of 2021, the Spanish government!!

adopted a fiscal package intended to, as described by the government, “adopt immediate
tax measures to lower consumers’ electricity bills”.1? The fiscal package was legislated in
the Royal Decree-Law 12/2021.

Regarding the communication of the fiscal package, an ordinary press conference
was held after the Cabinet meeting, and the agreements were presented by the Finance
Minister and former Spokesperson of the Spanish Government (Spanish Socialist Party),
Environment Minister (Spanish Socialist Party) and Labour Minister (Spanish Communist
Party).

Among the measures intended to lower electricity bills, the Government approved
the suspension of the 7% Tax on the Value of the Electricity Production. This tax is paid
by electricity producers and is ultimately passed on to the consumers. Consumers saw the
reduction directly in the utility bills in the month of the official fiscal announcement. This
measure had an allocated budget of 1091,11 million euros. The measure was extended
several times in 2022.

As it is described in the Royal Decree Law 12/2021, the suspension of the tax implies
that facilities that produce electricity and incorporate it into the electricity system will be
compensated by the lost revenue for the value of electricity production. The compensation
to firms equals the discount applied to households. Therefore, we only record the price
measure for households to avoid double counting.

Moreover, it was also announced a temporary reduction of the VAT rates on electricity.
This measure entails the reduction of the VAT rate from a 21% to a 10% on electricity.
Consumers saw the VAT reduction directly in their utility bills in the month of the official
fiscal announcement. This measure had an allocated budget of 757,17 million euros. This
measure was also extended several times in 2022.

The total budget allocated to the official announcements on June 24 was 1848,24
million euros.

Sources:

"1 egislatures in Spain last generally four years. The Spanish Government at the time was a coalition
government formed by the Spanish Socialist Party and the leftist party ‘Unidas Podemos’, in office since
the 13** January 2020. The President of the Government was the socialist Pedro Sanchez. The coalition
government was formed after early elections, which shortened the previous legislature. The previous
government was also left wing, but with members being only from the Spanish Socialist Party. The
previous government was conformed the 7" June 2018 after a vote of no confidence against the right
wing government of Mariano Rajoy (the People’s Party) resulted in the appointment of Pedro Sanchez as
the President of the Government.

12For all the references in Spanish our translation.
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https://www.lamoncloa.gob.es/lang/en/gobierno/councilministers/Paginas /2022 /2022
0329 _council.aspx
https://www.boe.es/buscar/act.php?id=BOE-A-2022-4972

D.2 Cabinet meeting of 14** September 2021, and Royal Decree-Law
17/2021, of September 14, on urgent measures to mitigate the
impact of the escalation of natural gas prices in the retail gas and
electricity markets

In the ordinary Cabinet meeting of 14" September of 2021, the Spanish government
adopted a fiscal package intended to, as described by the government, reduce a 22% the
consumers’ bill until the end of the year (“El Ejecutivo prevé una reduccion del 22% de
media en la factura mensual hasta diciembre”).

Regarding the communication of the fiscal package, an ordinary press conference was
held after the Cabinet meeting, and the agreements were presented by the spokesperson of
the government and Territorial Policy Minister (Spanish Socialist Party) and Environment
Minister (Spanish Socialist Party).

At this Cabinet meeting it was announced the reduction of the Special Tax on
Electricity at the minimum rate allowed by the EU, from 5,1% to 0,5%. Consumers saw
the reduction directly in the utility bills in the month of the official fiscal announcement.

This measure had an allocated budget of 352,36 million euros.

Sources:
https://www.lamoncloa.gob.es/consejodeministros/resumenes/Paginas/2021/140721-c
ministros.aspx

https://www.boe.es/buscar/act.php?id=BOE-A-2021-14974

D.3 Cabinet meeting of 29" March 2022 and Royal Decree-Law 6/2022,
of March 29, 2022 adopting urgent measures as part of the National
Plan in response to the economic and social consequences of the
war in Ukraine

In the ordinary Cabinet meeting of 29" March of 2022, the Spanish government adopted
a fiscal package intended to, as described by the government, ‘mitigate the effects of the
war in Ukraine, support the most vulnerable groups and the most affected productive
sectors, guarantee supplies and lower fuel and electricity prices’. The fiscal package was
legislated in the Royal Decree-Law 6/2022.

Regarding the communication of the fiscal package, an ordinary press conference
was held after the Cabinet meeting, and the agreements were presented by the Economy
Minister (independent, linked to the Spanish Socialist Party), Environment Minister
(Spanish Socialist Party) and Labour Minister (Spanish Communist Party).

The measures with a significant budgetary impact of interest included a fuel subsidy

to households and firms, direct transfers to firms, extension to the June 2021 temporary
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suspension of taxes on value of energy production, subsidies to the electricity sector
linked to the tax on value of energy production, a temporary reduction of the VAT rates
on electricity, and a temporary reduction in the tax on electricity. We cover all these
measures in turn.

First, the fuel subsidy to households and firms consisted of a temporary €0.20
discount on the retail price per unit of different types of carburant (“la bonificacion tendrd
un tmporte de 0,20 euros y se aplicard sobre el precio de venta al publico por cada una de
las siguientes unidades de medida”). In order to take advantage of this measure, consumers
did not need to undergo any additional procedure. The discount, although not displayed
at the gas station signs, was directly applied and noticed by consumers in the purchase
tickets. Moreover, this measure was both for households and firms. Households’ discount
was broad-based, while for firms the subsidy was targeted to the transport sector. The
discount for households amounted to 2,900 million euros and the subsidy for transport
firms 2,200 million euros.

Second, the package included temporary subsidies targeted to the agriculture, breed-
ing, fishing sectors as well as to gas and electricity intensive industries. In order to benefit
from the subsidy, firms had to fill in a special form of the Tax Administration (in Spanish,
Agencia Estatal de Administracion Tributaria). Thus, this measure has a delayed payment
and it is costly for the beneficiaries. A total of 2,160 million euros is allocated to finance
this measure.

Third, the package included a set of measures with the objective of reducing electricity

consumer bills through the suspension or reduction of several indirect taxes:

e Extension of the temporary suspension of taxes on value of energy production
enacted in June 2021 with the Royal Decree Law 12/2021. This measure includes
both a discount for households’ electricity bills and a compensatory subsidy to
electricity producers. Households notice their bills directly reduced. The measure is
broad-based and the discount is immediately applied to the bills of all consumers.
The Royal Decree Law also legislated subsidies to the electricity sector linked to
the tax on value of energy production in compensation to the electricity suppliers
for the foregone revenues (“obligacion de la compensacion por el importe equivalente
a la reduccion de recaudacion consecuencia de esta medida al Sistema eléctrico”).
This compensation is applied by the Spanish National Markets and Competition
Commission (CNMC). The discount for households costed 1131,60 million euros

while the compensation to firms was 1631,75 million euros.

e Extension of the temporary reduction of the VAT rates on electricity from 21%
to 10%, enacted in the Royal Decree Law 12/2021 of 24" June. This reduction is
directly applied to the consumers’ electricity bills. This measure costed 1124,09

million euros.
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e Temporary reduction in the tax on electricity (in Spanish, impuesto especial sobre la
electricidad). The tax rate is reduced to 0.5% for all consumers, being the measure
broad-based. Additionally, no procedure is necessary to benefit from the reduction.
Consumers noticed their electricity bills directly reduced within a month of the
official announcement. To finance this measure, it was allocated a total of 428,15

million euros.

The above described tax measures implemented by the Royal Decree Law approved
in the Cabinet meeting held the 19*" March 2022 had a total allocated budget of 12,941
million euros.
Sources:
https://www.lamoncloa.gob.es/lang/en/gobierno/councilministers /Paginas /2022 /2022
0329 council.aspx
https://www.boe.es/buscar/act.php?id=BOE-A-2022-4972
https://www.ico.es/1%C3%ADnea-de-avales-real-decreto-ley-6-2022-de-29-de-marzo
https://www.boe.es/diario boe/txt.php?id=BOE-A-2022-7639#: " :text=La%20fecha%
201%C3%ADmite%20para%20la, financiaci%C3%B3n%201as%20empresas %20y %20aut %
C3%B3nomos.
https://www.elperiodico.com/es/politica/20220328 /pedro-sanchez-anuncio-medidas-pla

n-nacional-respuesta-guerra-ucrania-consejo-europeo-gas- 13439059

D.4 Cabinet meeting of 25" June 2022 and Royal Decree Law 11/2022,
of 25 June adopting and extending certain measures to respond to
the economic and social consequences of the war in Ukraine, to
deal with situations of social and economic vulnerability and for
the economic and social recovery of the Island of La Palma

The Spanish Government held an extraordinary Cabinet meeting on the 25" June 2022
to approve several measures in response to cost of living crisis, including price measures.
The agreement reached by the Cabinet meeting was announced and explained by the
President of the Government at a press conference, and it was legislated in the Royal
Decree Law 11/2022 of 25 June.

As part of the package the President announced a reduction in the public transport
fares applying from the 15* September until 315 December. This is a broad-based measure
representing a 50% reduction of the price of monthly tickets and multi-trip public transport
tickets. The Spanish Government subsidised 30% of the discount in the public transport
fares, while the rest was covered by the regional level governments. Citizens noticed the
discount immediately when purchasing the tickets. The measure was effortless without
requiring additional procedures, but delayed as it was implemented more than 30 days
after the announcement. This measure had an estimated cost of 637,82 million euros
(about 40% of the total funding allocated to this package of measures).

Sources:
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https://www.lamoncloa.gob.es/lang/en/gobierno/councilministers/Paginas /2022 /2022
0625 council-extr.aspx

https://www.boe.es/buscar/act.php?id=BOE-A-2022-105574#: " :text—Ayuda-,Real %2
0Decreto%2Dley%2011%2F2022%2C%20de%2025%20de%20junio,la%20isla%20de %20
La%20Palma

https://sede.agenciatributaria.gob.es/Sede/procedimientoini/GC51.shtml

D.5 Cabinet meeting of 15 August 2022 and Royal Decree-Law 14/2022
on economic sustainability measures in the field of transport,
in terms of scholarships and study aid, as well as measures for
saving, energy efficiency and reducing the energy dependence of
the natural gas

At the ordinary Cabinet meeting of the 15¢ August 2022 the government extended some
of the measures in response to the cost of living crisis. The agreement reached by the
Cabinet was announced and explained by the Spokesperson of the Government (Spanish
Socialist Party), the Environment Minister (Spanish Socialist Party) and the Presidency
Minister (Spanish Socialist Party) at a press conference; it was legislated in the Royal
Decree Law 14/2022, of 1 August.

The RDL 14/2022 introduced a subsidy for electricity producers. The government
compensates the loss of revenue for energy firms due to the temporal suspension of the
Tax on Value of Electric Energy Production (IVPEE for its acronym in Spanish). These
revenues partly finance the regulated costs of the system and are particularly used to
promote renewable energy. This compensation was applied by the Spanish National
Markets and Competition Commission (CNMC).

The Spanish government allocated a total of 3,360 million euros to finance this
measure.

Sources:
https://www.boe.es/buscar/doc.php?id=BOE- A-2022-12925

D.6 Radio interview of the Spanish President at Cadena Ser - 15t
September 2022

The 15¢ September 2022, the President of the Government was interviewed in the Spanish
radio station Cadena Ser.

The President took advantage of the interview to make an announcement: that
the government would cut the VAT rate on gas from 21% to 5% from October 2022 to
December 2023. This is a broad-based fiscal measure, noticed immediately by consumers
in their gas bills.

The Spanish government allocated a total of 373.86 million euros to finance this
measure.

Sources:
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https://elpais.com/espana/2022-09-01 /pedro-sanchez-anuncia-una-bajada-del-iva-del-g
as-del-21-al-5.html

D.7 Cabinet meeting of 4" October presenting the draft General Bud-
get for 2023

The ordinary Cabinet meeting held the 4*® October approved the draft General Budget
for 2023. The draft was presented in a press conference by the Finance Minister (Spanish
Socialist Party) and the Economy Minister (independent, linked to the Spanish Socialist
Party).

Among the measures in the draft Budget we find a subsidy to compensate energy
firms for additional flexibility in customers’ contracts is also included in the Draft General
Budget for 2023. This measure is intended to allow consumers to change their electricity
contracts without being penalized by their companies, with this additional cost being
assumed by the Spanish Government. Firms needed to justify the “flexibility costs” to
the public administration and ask for the reimbursement. According to the fiscal experts,
the measure is implemented in January 2023. This subsidy costed 182,35 million euros.
Sources:
https: //www.lamoncloa.gob.es/lang/en /gobierno/councilministers/Paginas /2022 /2022

1004 _council.aspx

D.8 Speech of the Spanish President at the Parliament of 13" October
2022

The President of the Government conducted a speech at the Parliament the 13" October

7th October and on

2022. The President reported on the European Council session of the
the adopted measures to tackle the cost of living crisis.

Regarding measures aimed at the reduction of the heating and gas prices, it was
announced an extension of the subsidies to low-income households for heating (in Spanish
known as the bono térmico). The bono térmico was introduced in Article 5 of the Royal
Decree-Law 15/2018, of 5 October, in order to complement the energy social benefits (in
Spanish Bono Social Eléctrico) for vulnerable consumers to purchase energy for heating,
domestic hot water or cooking, regardless of the sources used (“El Bono Social Térmico
ha sido creado en el art. 5 del Real Decreto-ley 15/2018, de 5 de octubre [...]| con el
fin de complementar la ayuda percibida en concepto de Bono Social Eléctrico por los
consumidores vulnerables, para la energia destinada a calefaccion, agua caliente sanitaria o
cocina, independientemente de cual sea la fuente utilizada”). The bono térmico is directly
granted to low-income households that already receive the bono social eléctrico. Thus,
receiving the aid is effortless for the recipients of the bono social eléctrico and costly for
those that did not received previously the aid. The bonus is transfer wired in a single
annual payment and the amount received depends on the degree of vulnerability and the

climate zone in which the residence of the consumer is located (“La ayuda por beneficiario
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se abonard en un pago unico anual, en su cuenta corriente, en la que tienen domiciliada
la factura eléctrica, y la cuantia de la misma depende de su grado de vulnerabilidad y de
la zona climdtica en la que se ubique su vivienda habitual”). The government spent 225
million euros to finance this measure.

The President also announced a subsidy for the gas consumption of households from
October 2022 to December 2023. It implies the creation of a new regulated gas tariff (TUR
4) for collective heating systems and a gas consumption higher than 50.000 kWh. The
new tariff adds to the existent regulated last resort gas tariffs: i) TUR 1 for consumers
with less than 5,000 kWh /h per year without heating; ii) TUR, 2 for 5,001-15,000 kWh per
year; and iii) TUR 3 for 15,000-50,000 kWh per year with heating and high consumption.
The potential beneficiaries need to fill an application and the collective heating systems
must satisfy environmental standards that might require installing new parts, but it is
perceived immediately in the first bill. 1,500 million euros were allocated to finance this
measure.

These measures were included in the agreement of the Cabinet meeting of the 18"
October and in the Royal Decree Law 18/2022, of October 18, approving measures to
reinforce the protection of energy consumers and to contribute to the reduction of natural
gas consumption and application of the Plan + seguridad para tu energia (Plan +SE), as
well as measures regarding the remuneration of public sector personnel and the protection
of temporary agricultural workers affected by the drought.

The total budget amount allocated for the announced measures is 1,725 million
euros.

Sources:

https://www.lamoncloa.gob.es/presidente /actividades/Paginas/2022/131022-sanchez-c
ONgreso.aspx

https://www.bonotermico.gob.es/

https://www.boe.es/eli/es/rdl/2022/10/18/18

D.9 Cabinet meeting of 27" December 2022 and Royal Decree-Law
20/2022, of 27 December, on measures to respond to the economic
and social consequences of the war in Ukraine and to support the
reconstruction of the island of La Palma and other situations of
vulnerability.

The Spanish Government held an extraordinary Cabinet meeting on the 27" December
2022 to approve several measures in response to the cost of ling crisis. The agreement
reached by the Cabinet was announced and explained by the President of the Government
at a press conference. It was legislated in the Royal Decree Law 20/2022 of 27 December,
on measures to respond to the economic and social consequence of the war in Ukraine

and to support the reconstruction of the island of La Palma and other situations of
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vulnerability. The fiscal package included relevant measures. We cover each of them in
turn:

First, VAT rates on food necessities are temporarily reduced. This entails the
reduction of the VAT rate from 4% to 0% for all staple foods and from 10% to 5 % for
olive and seed oils and pasta. This measure is non-targeted, effortless and immediate as
it is directly noticed in the final price shown at the grocery shops. The government spent
630,46 million euros to finance this measure.

Second, subsidies to firms targeted to gas-intensive industries most affected by
the high gas costs. These industries have a high consumption of natural gas in their
production processes. The complete list of beneficiary sectors is detailed in the Royal
Decree Law 20,/2022 and some examples are the industries dedicated to the manufacturing
of ceramics, glass, paper or cardboard, among other items. Moreover, new subsidies for
the agricultural sector to compensate for the rise in the price of fertilisers are announced.
It was necessary to fill an application at the Spanish Tax Administration (in Spanish,
Agencia Estatal de Administracion Tributaria), but payments started within 30 days
after the announcement. A total of 1076,62 million euros were allocated to finance this
measure.

Finally, it was announced the extension of the fuel subsidy to firms in the transport
sector.The measure extends the 20 cents discount per litre of fuel for the production sectors
more affected by the rise in fuel prices. This measure replaces the general fuel subsidy of 20
cents per litre that was adopted in March with the RDL 6/2022 with a targeted measure
covering only the professional users of fuel. In the case of companies benefiting from the
professional diesel refund, the bonus would be paid at the end of the month, together with
the partial refund of the hydrocarbon tax. They perceived it immediately. However, for
companies that do not benefit from the refund of professional diesel, potential beneficiaries
must fill an application form at the Spanish Tax Administration. This measure costed
in total 436,47 million euros. However, without further information on the number of
beneficiaries, the quantification of the measure is divided in half (218,23 million euros),
between the beneficiaries that need to fill an application to obtain the subsidy and those
that notice it automatically along with the refund of the hydrocarbon tax.

The total budget amount allocated for the announced measures is 3,307.47 million
euros.

Sources:

https://www.lamoncloa.gob.es/lang/en /gobierno/councilministers/Paginas /2022 /2022
1227 council.aspx

https://www.boe.es/buscar/act.php?id=BOE-A-2022-22685
https://www.lamoncloa.gob.es/serviciosdeprensa/notasprensa/agricultura/Paginas /202
3/100123-ayudas-agricultores-transportistas.aspx
https://www.lamoncloa.gob.es/serviciosdeprensa/notasprensa/industria/Paginas /2023 /

130123-ayudas-industria-gas-intensiva.aspx
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https://sede.agenciatributaria.gob.es/Sede/procedimientos/GC61.shtml
https://www.newtral.es/ayudas-abonadas-cheque-200/20230410/

https://www.economiadigital.es/economia/reparto-ayuda-200-euros.html

BANCODEESPANA 69 DOCUMENTO DE TRABAJO N.° 2543



BANCO DE ESPANA PUBLICATIONS

WORKING PAPERS

2430
2431

2432

2433

2434

2435

2436

2437

2438

2439

2440
2441

2442
2443

2444

2445

2446
2447

2501

2502

2503

2504

2505

2506

2507
2508

2509

MIGUEL GARCIA-POSADA and PETER PAZ: The transmission of monetary policy to credit supply in the euro area.
KLODIANA ISTREFI, FLORENS ODENDAHL and GIULIA SESTIERI: ECB communication and its impact on financial
markets.

FRUCTUOSO BORRALLO, LUCIA CUADRO-SAEZ, CORINNA GHIRELLI and JAVIER J. PEREZ: “El Nifio” and “La
Nifia”: Revisiting the impact on food commodity prices and euro area consumer prices.

VICTOR CABALLERO, CORINNA GHIRELLI, ANGEL LUIS GOMEZ and JAVIER J. PEREZ: The public-private wage
GAP in the euro area a decade after the sovereign debt crisis.

LIDIA CRUCES, ISABEL MICO-MILLAN and SUSANA PARRAGA: Female financial portfolio choices and marital
property regimes.

RODOLFO G. CAMPOS, ANA-SIMONA MANU, LUIS MOLINA and MARTA SUAREZ-VARELA: China’s financial
spillovers to emerging markets.

LUDOVIC PANON, LAURA LEBASTARD, MICHELE MANCINI, ALESSANDRO BORIN, PEONARE CAKA, GIANMARCO
CARIOLA, DENNIS ESSERS, ELENA GENTILI, ANDREA LINARELLO, TULLIA PADELLINI, FRANCISCO REQUENA and
JACOPO TIMINI: Inputs in Distress: Geoeconomic Fragmentation and Firms’ Sourcing.

DANIEL DEJUAN-BITRIA, WAYNE R. LANDSMAN, SERGIO MAYORDOMO and IRENE ROIBAS: How do changes in
financial reporting standards affect relationship lending?

ALICIA AGUILAR and RICARDO GIMENO: Discrete Probability Forecasts: What to expect when you are expecting a
monetary policy decision.

RODOLFO G. CAMPOS, JESUS FERNANDEZ-VILLAVERDE, GALO NUNO and PETER PAZ: Navigating by Falling
Stars: Monetary Policy with Fiscally Driven Natural Rates.

ALEJANDRO CASADO and DAVID MARTINEZ-MIERA: Local lending specialization and monetary policy.

JORGE ABAD, DAVID MARTINEZ-MIERA and JAVIER SUAREZ: A macroeconomic model of banks’ systemic risk
taking.

JOSEP PIJOAN-MAS and PAU ROLDAN-BLANCO: Dual labor markets and the equilibrium distribution of firms.
OLYMPIA BOVER, LAURA HOSPIDO and ANA LAMO: Gender and Career Progression: Evidence from the Banco de
Espanfa.

JESUS FERNANDEZ-VILLAVERDE, GALO NUNO and JESSE PERLA: Taming the curse of dimensionality: quantitative
economics with deep learning.

CLODOMIRO FERREIRA and STEFANO PICA: Households’ subjective expectations: disagreement, common drivers
and reaction to monetary policy.

ISABEL MICO-MILLAN: Inheritance Tax Avoidance Through the Family Firm.

MIKEL BEDAYO, EVA VALDEOLIVAS and CARLOS PEREZ: The stabilizing role of local claims in local currency

on the variation of foreign claims.

HENRIQUE S. BASSO, MYROSLAV PIDKUYKO and OMAR RACHEDI: Opening the black box: aggregate implications
of public investment heterogeneity.

MARCO BARDOSCIA, ADRIAN CARRO, MARC HINTERSCHWEIGER, MAURO NAPOLETANO, LILIT POPOYAN,
ANDREA ROVENTINI and ARZU ULUC: The impact of prudential regulations on the UK housing market and economy:
insights from an agent-based model.

IRINA BALTEANU, KATJA SCHMIDT and FRANCESCA VIANI: Sourcing all the eggs from one basket: trade
dependencies and import prices.

RUBEN VEIGA DUARTE, SAMUEL HURTADO, PABLO A. AGUILAR GARCIA, JAVIER QUINTANA GONZALEZ and
CAROLINA MENENDEZ ALVAREZ: CATALIST: A new, bigger, better model for evaluating climate change transition risks
at Banco de Espana.

PILAR GARCIA and DIEGO TORRES: Perceiving central bank communications through press coverage.

MAR DELGADO-TELLEZ, JAVIER QUINTANA and DANIEL SANTABARBARA: Carbon pricing, border adjustment and
renewable energy investment: a network approach.

MARTA GARCIA RODRIGUEZ: The role of wage expectations in the labor market.

REBECA ANGUREN, GABRIEL JIMENEZ and JOSE-LUIS PEYDRO: Bank capital requirements and risk-taking:
evidence from Basel IIl.

JORGE E. GALAN: Macroprudential policy and the tail risk of credit growth.



2510

2511
2512

2513
2514

2515
2516

2517

2518

2519

2520
2521

25622

2523

2524

2525

2526

2527

2528

2529

2530

2531
25632

2533

2534

2535

2536
25637

2538

2539
2540

2541
2542

2543

PETER KARADI, ANTON NAKOV, GALO NUNO, ERNESTO PASTEN and DOMINIK THALER: Strike while the Iron is
Hot: Optimal Monetary Policy with a Nonlinear Phillips Curve.

MATTEO MOGLIANI and FLORENS ODENDAHL: Density forecast transformations.

LUCIA LOPEZ, FLORENS ODENDAHL, SUSANA PARRAGA and EDGAR SILGADO-GOMEZ: The pass-through to
inflation of gas price shocks.

CARMEN BROTO and OLIVIER HUBERT: Desertification in Spain: Is there any impact on credit to firms?

ANDRES ALONSO-ROBISCO, JOSE MANUEL CARBO, PEDRO JESUS CUADROS-SOLAS and JARA QUINTANERO:
The effects of open banking on fintech providers: evidence using microdata from Spain.

RODOLFO G. CAMPOS and JACOPO TIMINI: Trade bloc enlargement when many countries join at once.

CORINNA GHIRELLI, JAVIER J. PEREZ and DANIEL SANTABARBARA: Inflation and growth forecast errors and the
sacrifice ratio of monetary policy in the euro area.

KOSUKE AOKI, ENRIC MARTORELL and KALIN NIKOLOV: Monetary policy, bank leverage and systemic risk-taking.
RICARDO BARAHONA: Index fund flows and fund distribution channels.

ALVARO FERNANDEZ-GALLARDO, SIMON LLOYD and ED MANUEL: The Transmission of Macroprudential Policy in
the Tails: Evidence from a Narrative Approach.

ALICIA AGUILAR: Beyond fragmentation: unraveling the drivers of yield divergence in the euro area.

RUBEN DOMINGUEZ-DIAZ and DONGHAI ZHANG: The macroeconomic effects of unemployment insurance
extensions: A policy rule-based identification approach.

IRMA ALONSO-ALVAREZ, MARINA DIAKONOVA and JAVIER J. PEREZ: Rethinking GPR: The sources of geopolitical
risk.

ALBERTO MARTIN, SERGIO MAYORDOMO and VICTORIA VANASCO: Banks vs. Firms: Who Benefits from Credit
Guarantees?

SUMIT AGARWAL, SERGIO MAYORDOMO, MARIA RODRIGUEZ-MORENO and EMANUELE TARANTINO: Household
Heterogeneity and the Lending Channel of Monetary Policy.

DIEGO BONELLI, BERARDINO PALAZZO, and RAM YAMARTHY: Good inflation, bad inflation: implications for risky
asset prices.

STEPHANE BONHOMME and ANGELA DENIS: Fixed Effects and Beyond. Bias Reduction, Groups, Shrinkage and
Factors in Panel Data.

ALVARO FERNANDEZ-GALLARDO and IVAN PAYA: Public debt burden and crisis severity.

GALO NUNO: Three Theories of Natural Rate Dynamics.

GALO NUNO, PHILIPP RENNER and SIMON SCHEIDEGGER: Monetary policy with persistent supply shocks.
MIGUEL ACOSTA-HENAO, MARIA ALEJANDRA AMADO, MONTSERRAT MARTI and DAVID PEREZ-REYNA:
Heterogeneous UIPDs across Firms: Spillovers from U.S. Monetary Policy Shocks.

LUIS HERRERA and JESUS VAZQUEZ: Learning from news.

MORTEZA GHOMI, JOCHEN MANKART, RIGAS OIKONOMOU and ROMANOS PRIFTIS: Debt maturity and
government spending multipliers.

MARINA DIAKONOVA, CORINNA GHIRELLI and JAVIER J. PEREZ: Political polarization in Europe.

NICOLAS FORTEZA and SERGIO PUENTE: Measuring non-workers’ labor market attachment with machine learning.
GERGELY GANICS and LLUC PUIG CODINA: Simple Tests for the Correct Specification of Conditional Predictive
Densities.

HENRIQUE S. BASSO and OMAR RACHEDI: Robot adoption and inflation dynamics.

PABLO GARCIA, PASCAL JACQUINOT, CRT LENARCIC, KOSTAS MAVROMATIS, NIKI PAPADOPOULOU and EDGAR
SILGADO-GOMEZ: Green transition in the Euro area: domestic and global factors.

MARIA ALEJANDRA AMADO, CARLOS BURGA and JOSE E. GUTIERREZ: Cross-border spillovers of bank regulations:
Evidence of a trade channel.

ALEJANDRO CASADO and DAVID MARTINEZ-MIERA: Banks' specialization and private information.

CHRISTIAN E. CASTRO, ANGEL ESTRADA GARCIA and GONZALO FERNANDEZ DIONIS: Diversifying sovereign risk
in the Euro area: empirical analysis of different policy proposals.

RAFAEL GUNTIN and FEDERICO KOCHEN: The Origins of Top Firms.

ALVARO FERNANDEZ-GALLARDO: Natural disasters, economic activity, and property insurance: evidence from weekly
U.S. state-level data.

JOSE ELIAS GALLEGOS, ESTEBAN GARCIA-MIRALLES, IVAN KATARYNIUK and SUSANA PARRAGA RODRIGUEZ:
Fiscal Announcements and Households’ Beliefs: Evidence from the Euro Area.



	Fiscal Announcements and Households’ Beliefs: Evidence from the Euro Area. Documentos de Trabajo N.º 2543
	Abstract
	Resumen
	1 Introduction
	2 Data
	2.1 Discretionary Fiscal Policy Announcements
	2.2 The Consumer Expectations Survey of the European Central Bank

	3 The Impact of Fiscal Announcements on Expectations
	3.1 Empirical Strategy
	3.2 Threats to Identification and Validation Tests
	3.3 Empirical Results
	3.4 Robustness

	4 The Theoretical Model
	4.1 Model Derivation
	4.2 Model Estimation
	4.3 Results

	5 Conclusions
	References
	A Empirical Appendix: Supplementary Figures and Tables
	B Model Derivation and Proofs of Propositions in Main Text
	B.1 Households
	B.2 Firms
	B.3 Labor Unions
	B.4 Unemployment
	B.5 Public Institutions
	B.6 Equilibrium Conditions

	C Proofs of Propositions in Main Text
	D Fiscal Response to the Cost-of-Living Crisis in Spain
	D.1 Cabinet meeting of 24th June 2021 and Royal Decree-Law 12/2021, of June 24, adopting urgent measures in the field of energy taxation and energy generation, and on the management of the regulatory fee and the water use tariff
	D.2 Cabinet meeting of 14th September 2021, and Royal Decree-Law 17/2021, of September 14, on urgent measures to mitigate the impact of the escalation of natural gas prices in the retail gas and electricity markets
	D.3 Cabinet meeting of 29th March 2022 and Royal Decree-Law 6/2022, of March 29, 2022 adopting urgent measures as part of the National Plan in response to the economic and social consequences of the war in Ukraine
	D.4 Cabinet meeting of 25th June 2022 and Royal Decree Law 11/2022, of 25 June adopting and extending certain measures to respond to the economic and social consequences of the war in Ukraine, to deal with situations of social and economic vulnerability and for the economic and social recovery of the Island of La Palma
	D.5 Cabinet meeting of 1st August 2022 and Royal Decree-Law 14/2022 on economic sustainability measures in the field of transport, in terms of scholarships and study aid, as well as measures for saving, energy efficiency and reducing the energy dependence of the natural gas
	D.6 Radio interview of the Spanish President at Cadena Ser - 1st September 2022
	D.7 Cabinet meeting of 4th October presenting the draft General Budget for 2023
	D.8 Speech of the Spanish President at the Parliament of 13th October 2022
	D.9 Cabinet meeting of 27th December 2022 and Royal Decree-Law 20/2022, of 27 December, on measures to respond to the economic and social consequences of the war in Ukraine and to support the reconstruction of the island of La Palma and other situations of vulnerability.

	BANCO DE ESPAÑA PUBLICATIONS. WORKING PAPERS



