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My summary of the current state of knowledge about the effects of fiscal policies can
be divided into three categories: government purchases multipliers, tax rate change
multipliers, and fiscal multipliers in the wake of the financial crisis.

For multipliers on general government purchases, the evidence from developed
countries suggests that they are positive but less than or equal to unity, meaning that
government purchases raise GDP but do not stimulate additional private activity and
may actually crowd it out. The bulk of the estimates across the leading methods of
estimation and samples lie in a surprisingly narrow range of 0.6 to 1. However, this
range widens once one distinguishes country characteristics, such as the exchange
rate regime, and the type of government spending, such as infrastructure spending.
The evidence for higher spending multipliers during recessions or times of high
unemployment is fragile, and the most robust results suggest multipliers of one or
below during these periods. The evidence for higher government spending multipliers
during periods in which monetary policy is very accommodative, such as zero lower
bound periods, is somewhat stronger. Recent time series estimates for the United
States and Japan suggest that multipliers could be 1.5 or higher during those times.
Estimated and calibrated New Keynesian models for the United States and Europe
also imply higher multipliers under certain conditions.

For tax rate change multipliers, the estimates implied by the leading methods do
not agree. Narrative methods (which use historical documents to find exogenous
changes) for tax rate changes typically yield multiplier estimates that are surprisingly
large and surprisingly uniform across a number of countries. The bulk of the empirical
estimates vary between —2 and —3. In contrast, most calibrated and estimated New
Keynesian dynamic stochastic general equilibrium (DSGE) models imply smaller
multipliers, typically below unity for both labor and capital tax multipliers. Time
series evidence, theory, and estimated New Keynesian DSGE models all point to tax
multipliers being greater in magnitude during expansions than in recessions—that is,
these measures suggest that tax multipliers may be procyclical.

Fiscal multipliers might be different in the wake of a financial crisis. However, the
evidence for larger national multipliers on the 2009 Obama stimulus package is at
best weak. Quantitative New Keynesian models do not find larger fiscal multipliers.
Multipliers estimated on cross-state data appear larger at first, but shrink once they
are adjusted to be nationally representative. The latest studies on multipliers during
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the fiscal consolidations in Europe suggest that they were not higher than usual,
either.
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(Valerie A. Ramey, Ten years after the financial crisis: What have we

learned from the renaissance in fiscal research?, Journal of Economic
Perspectives vol.33, no.2, 2019, pp.90-91)
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