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		Abstract

		We investigate the effects of fiscal policy surprises for US data, using vector autoregressions. We overcome the difficulties that changes in fiscal policy may manifest themselves in variables other than fiscal variables first and that fiscal variables may respond "automatically" to business cycle conditions.  We do so by using sign restrictions on the impulse responses as method of identification, extending Uhlig (1997), and by imposing orthogonality to business cycle shocks and monetary policy shocks. We find that controlling for the business cycle shock is important, but controlling for the monetary policy shock is not, that government spending shocks crowd out both residential and non-residential investment but do not reduce consumption, that a deficit spending cut stimulates the economy for the first 4 quarters but has a low median multiplier of 0.5, and that a surprise tax increase has a contractionary effect on output, consumption and investment. Our results differ from the benchmarks of Ricardian equivalence and tax smoothing, and are more in line with theories which allow for intergenerational redistribution with limits to the compensating effects of bequests. The best fiscal policy for stimulating the economy appears to be a deficit-financed tax cut. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Fiscal Policy, Vector Autoregression, Bayesian Econometrics, Agnostic identification

	
	

	
    

    
	

	
	
		JEL Classification: C32, E60, E62, H20, H50, H60

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Uhlig,  Harald and Mountford,  Andrew, What are the Effects of Fiscal Policy Shocks? (March 2002).  Available at SSRN: https://ssrn.com/abstract=306321 or http://dx.doi.org/10.2139/ssrn.306321 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Harald  Uhlig (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chicago - Department of Economics  ( email )

			

			
			
				
				
				
					1101 East 58th Street
Chicago, IL  60637
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Andrew Mountford

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Royal Holloway, University of London  ( email )

			

			
			
				
				
				
					Royal Holloway, University of London
Egham
Surrey TW20 0EX
United Kingdom
+44 1784 443 906 (Phone)
+44 1784 439 534 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://personal.rhul.ac.uk/uhte/023/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,034

			

		
		
		
			Abstract Views

			   14,707

		

		
		 
		
			Rank

			   31,492

		

		
	


	
		
            
            	       10 Citations
		

	

	
		
			
				       36 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        An Empirical Characterization of the Dynamic Effects of Changes in Government Spending and Taxes on Output

                        
                            By
                                
                                
                                    
                                    Olivier J. Blanchard
                                     and 
                                
                                    
                                    Roberto Perotti
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Costly Capital Reallocation and the Effects of Government Spending

                        
                            By
                                
                                
                                    
                                    Valerie A. Ramey
                                     and 
                                
                                    
                                    Matthew D. Shapiro
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Estimating the Effects of Fiscal Policy in OECD Countries

                        
                            By
                                
                                
                                    
                                    Roberto Perotti
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Estimating the Effects of Fiscal Policy in OECD Countries

                            
                                By
                                    
                                    
                                        
                                        Roberto Perotti
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Estimating the Effects of Fiscal Policy in OECD Countries

                            
                                By
                                    
                                    
                                        
                                        Roberto Perotti
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What are the Effects of Fiscal Policy Shocks?

                            
                                By
                                    
                                    
                                        
                                        Andrew Mountford
                                         and 
                                    
                                        
                                        Harald Uhlig
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What are the Effects of Fiscal Policy Shocks?

                            
                                By
                                    
                                    
                                        
                                        Andrew Mountford
                                         and 
                                    
                                        
                                        Harald Uhlig
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding the Effects of Government Spending on Consumption

                            
                                By
                                    
                                    
                                        
                                        Jordi GalÃ, 
                                        
                                    
                                        
                                        David Lopez-salido, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding the Effects of Government Spending on Consumption

                            
                                By
                                    
                                    
                                        
                                        Jordi GalÃ, 
                                        
                                    
                                        
                                        David Lopez-salido, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Understanding the Effects of Government Spending on Consumption

                            
                                By
                                    
                                    
                                        
                                        Jordi GalÃ, 
                                        
                                    
                                        
                                        David Lopez-salido, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
