
 

Accepted Manuscript

Nonlinear Effects of Fiscal Policy over the Business Cycle

Christopher Biolsi

PII: S0165-1889(17)30047-7
DOI: 10.1016/j.jedc.2017.03.003
Reference: DYNCON 3413

To appear in: Journal of Economic Dynamics & Control

Received date: 2 September 2016
Revised date: 28 February 2017
Accepted date: 6 March 2017

Please cite this article as: Christopher Biolsi, Nonlinear Effects of Fiscal Policy over the Business Cycle,
Journal of Economic Dynamics & Control (2017), doi: 10.1016/j.jedc.2017.03.003

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.

http://dx.doi.org/10.1016/j.jedc.2017.03.003
http://dx.doi.org/10.1016/j.jedc.2017.03.003


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Nonlinear Effects of Fiscal Policy over the Business Cycle
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Abstract

Is fiscal policy more effective, measured by the government spending multiplier or the tax
multiplier, when the economy is “weak” than when it is “strong?” Results in the empiri-
cal literature have been mixed. Using local projection techniques, I estimate the impulse
responses of real output and real government spending to a shock to military spending. I
also estimate the responses of real output and real tax revenues to a shock in taxes. In both
cases, I allow for nonlinearity in the effects according to whether the unemployment rate is
above or below a given threshold value. I find that raising the threshold unemployment rate
incrementally leads to a higher multiplier on government purchases in the “bad” state of the
world, though it is not significantly greater than 1. The results for tax changes are even less
precisely estimated, due to lower instrument relevance of the exogenous tax shocks.
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