Discussion of
‘Fiscal Multipliers and Economic Risk’

Frangiamore, Furceri, Giannone, and Trovato

Anna Rogantini Picco
ECB and CEPR

IMF-Bocconi-Bdl Conference on Fiscal Policy in an Era of Uncertainty

The opinions expressed in this presentation are the sole responsibility of the author and should
not be interpreted as reflecting the views of the European Central Bank or the Eurosystem



Background

Longstanding question in macro: What is the efficacy of fiscal policy?

Discussion of ‘Fiscal Multipliers and Economic Risk’



Background

Longstanding question in macro: What is the efficacy of fiscal policy?

Extensive empirical literature on fiscal multipliers in a linear world

Discussion of ‘Fiscal Multipliers and Economic Risk’



Background

Longstanding question in macro: What is the efficacy of fiscal policy?
Extensive empirical literature on fiscal multipliers in a linear world

The world we live is highly non-linear:
— High uncertainty, high geopolitical fragmentation

— Big swings in the business cycle

Discussion of ‘Fiscal Multipliers and Economic Risk’



Background

Longstanding question in macro: What is the efficacy of fiscal policy?
Extensive empirical literature on fiscal multipliers in a linear world

The world we live is highly non-linear:
— High uncertainty, high geopolitical fragmentation

— Big swings in the business cycle

This paper's question:

Discussion of ‘Fiscal Multipliers and Economic Risk’



Background

Longstanding question in macro: What is the efficacy of fiscal policy?
Extensive empirical literature on fiscal multipliers in a linear world

The world we live is highly non-linear:
— High uncertainty, high geopolitical fragmentation

— Big swings in the business cycle

This paper's question:
Is efficacy of fiscal policy dependent on:

Discussion of ‘Fiscal Multipliers and Economic Risk’



Background

Longstanding question in macro: What is the efficacy of fiscal policy?
Extensive empirical literature on fiscal multipliers in a linear world

The world we live is highly non-linear:
— High uncertainty, high geopolitical fragmentation

— Big swings in the business cycle

This paper's question:
Is efficacy of fiscal policy dependent on:

— The level of economic activity?

— The uncertainty surrounding the economic outlook?

Discussion of ‘Fiscal Multipliers and Economic Risk’



Background

Longstanding question in macro: What is the efficacy of fiscal policy?
Extensive empirical literature on fiscal multipliers in a linear world

The world we live is highly non-linear:
— High uncertainty, high geopolitical fragmentation

— Big swings in the business cycle

This paper's question:

Is efficacy of fiscal policy dependent on:

— The level of economic activity?

— The uncertainty surrounding the economic outlook?

If so, when is fiscal policy more potent?

Discussion of ‘Fiscal Multipliers and Economic Risk’



A Change of Perspective: Literature

Existing literature asks:
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A Change of Perspective: Literature

Existing literature asks:
— Conditioning on a given state (e.g. recession vs expansion), what is
the effect of G shock on output?
Popular methods:
— Threshold VARs (e.g. Auerbach and Gorodnichenko, 2012)
— State-dependent local projections (e.g. Ramey and Zubairy, 2018)

Finds:
— Government spending multipliers bigger in recessions
— Government spending multipliers bigger at ZLB

— Sign of shock matters: multiplier associated to negative shock bigger
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A Change of Perspective: This Paper

This paper asks:

— What is the effect of a G shock on current (and future) output and
its distribution?
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A Change of Perspective: This Paper

This paper asks:
— What is the effect of a G shock on current (and future) output and
its distribution?
Method:

— Both mean and standard deviation of outcome variable are affected
by regressor (Machado and Santos Silva, 2019)

— Distribution of outcome variable allowed to respond endogenously

— Can compute multipliers at 7-th quantile
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This Paper: Main Results

— Increases in G raise output level (mean) and reduce uncertainty (sd)
— Extreme events become less likely
— Stronger impact of G on left tail of output distribution

FIGURE 1: ILLUSTRATIVE EXAMPLE OF THE EFFECTS OF A PREDICTOR ON THE DENSITY OF
THE OUTCOME VARIABLE BASED ON THE LOCATION-SCALE MODEL.
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Note The blue lines represent the density, cumulative density and quantile function of the outcome variable
before the change in the predictor, while the red lines the ones after the change in the predictor. The
squares indicate the corresponding 5-th and 95-th quantiles of the distribution. The example is calibrated
as to match the sign of the location and scale parameter that we obtain from the empirical analysis, namely,
a positive location parameter and a negative scale parameter.
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Which Uncertainty?
1. What the paper means by uncertainty:

o Dispersion (standard deviation) in output distribution

o But then talks about up/downside risks which make me think of
asymmetries (skewness)

— Could you model also other moments as dependent on G?

‘In a conditional location-scale model the regressors affect all
higher-order moments through the scale function. Indeed, for m > 1,
the m-th conditional central moment is proportional to the m-th
power of the scale function.” (Machado and Santos Silva, 2019)

2. Other measures of uncertainty:

e Macro uncertainty
o Economic policy uncertainty
o Financial uncertainty

— How is output dispersion affecting/correlated with other
measures of uncertainty?
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Which Mechanism?

. (1) . (2) . -
1 government expenditure — | uncertainty —> 1 economic activity
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(2) Already quite well explored:
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(1) Much less understood. Not obvious ex ante what direction:

@ Too much spending could even increase the probability of a
recession in countries having little fiscal space to begin with

e Could crowd in/out private C and |
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Which Mechanism?

) 1 . 2 . -
1 government expenditure u> J uncertainty Q) 1 economic activity
(2) Already quite well explored:

@ Real option/ wait-and-see channel
@ Precautionary behaviour of households and firms

@ Policy uncertainty

(1) Much less understood. Not obvious ex ante what direction:
@ Too much spending could even increase the probability of a
recession in countries having little fiscal space to begin with
e Could crowd in/out private C and |

Through which channel is fiscal policy (G) reducing uncertainty?
@ Is fiscal policy signalling government’s view of the economic outlook?
@ Is this signal reducing uncertainty?

@ When uncertainty in the economy is high, signal is stronger
(Melosi, Morita, Rogantini Picco, and Zanetti, 2026)
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To Recap

We live in a non-linear world

Is the effect of government expenditure non-linear? Does it shift the
distribution of output?

Uses a conditional location-scale model to address this question

Show that fiscal policy more potent at stimulating economy in left
tail of output distribution
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To Recap

We live in a non-linear world

Is the effect of government expenditure non-linear? Does it shift the
distribution of output?

Uses a conditional location-scale model to address this question

Show that fiscal policy more potent at stimulating economy in left
tail of output distribution

My comments:
— Useful change of perspective
— Which type of uncertainty?

— Think more about the mechanism
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