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Overall view  of  paper  

¸ Fine paper , well -written , clear  and relevant  

 

¸ Use empirical  evidence  and model -based  simulations  
to answer  the  five  questions that  have been  posed  

 

¸ Model -based  simulations  allow  for clear  analysis  of  
the  fiscal  multiplier  under various  specific  circum -
stances , at the  cost  of  model -dependent answers  

 

¸ Model is state -of -art, but  must be viewed  as a repre -
sentation  of  a current  uncertain  view  of  the  economy  
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Five questions  

¸ 1. What do we know about the size of fiscal 
multipliers in different circumstances and for 
different instruments?  

¸ 2. Is the old consensus that discretionary policy 
should be avoided and only used in exceptional 
circumstances still a good advice?  

¸ 3. Is there a substantial difference in terms of the 
value stabilizing different types of shocks?  

¸ 4. Would it be possible to set up an early warning 
system for fiscal vulnerability?  

¸ 5. What are the implications of the connection 
between financial and fiscal fragility for fiscal policy?  
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The size of fiscal multipliers in 
different circumstances  

¸ Monetary  policy  

¸Floating  exchange  rate: multiplier  å 0; (small  but  
positive multiplier  in model  analysis )  

¸Currency  peg: multiplier  = 0.6  

¸Financial crisis : multiplier  = 2.3 ( liquidity  concerns )  

¸ Weak  public  finances  

¸Negative multiplier  in Corsetti  et al  

¸Mixed results  in literature ; unlikely  to find  stable results  

¸ Boom or recession  

¸Multiplier  = 1.45 in recession  and 0.7 in boom  

¸Michaillat : public  employment  takes  job  applicants  away  
from private vacancies  in booms, not in recessions  
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Holden & Sparrman  (2014)  
20 OECD countries , 1980 -2007  

¸ Panel data regressions for equilibrium  unemployment  

¸ Effect  of  increase  in govt  purchases , 1 percent  of  GDP 

 

¸ Unemployment  reduced  by 0.3 pp  (both  IV and FE)  

 

¸ Stronger  effect  when  output gap is negative  

¸ Stronger  effect  for govt  wage  consumption  

¸ Stronger  effect  for monetary  union and fixed  ex rate,  

¸Negligible effect  for floating  ex rate  

¸ Stronger  effect  with  labour  market  institutions  not 
conducive  to employment  
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Only use discretionary policy in 
exceptional circumstances?  

Corsetti  & Müller:   

¸ Fiscal  policy can  be effective  to stabilise  large  shocks  
as long  as solid fiscal  credentials  

¸ Reserve strong  fiscal  interventions  to exceptional  
circumstances  when  it may  be more effective  

¸ Maintain  sufficient  space  of  manoeuvring  

¸ Qualifier : Fiscal  stabilization  useful  with  currency  peg 
or in a monetary  union  

I mostly  agree :  

¸ Must maintain  fiscal  space  to be used in downturns  

¸ But  symmetric  fiscal  policy implies  surplus  in booms  
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Only use discretionary policy in 
exceptional circumstances?  

¸ Underlying idea  that  discretionary  fiscal  policy 
opens  up for bad fiscal  policy, with  deficit bias, 
election  cycle , problems of  timing  

 

¸ How important  is this  for a country with  an 
appropriate  fiscal  framework  and an excellent  fiscal  
record ? 
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Stabilisation  is only a concern 
for monetary policy (??)  

¸ If there  are  non -negligible fluctuations  in the  output 
gap, monetary  stabilisation  is not sufficient  

¸Effect  of  monetary  policy takes  time  

¸Other  concerns  ( inflation , financial  stability , interest  
volatility , etc )  

 

¸ Size  of  multiplier  is countercyclical  

¸ => less crowding  out  in downturns  

¸ => public  demand  is less costly  in terms of  reduced  
private demand  in downturns  


