
�������� ��	
�����

Government spending shocks in open economy VARs

Mario Forni, Luca Gambetti

PII: S0022-1996(15)00174-9
DOI: doi: 10.1016/j.jinteco.2015.11.010
Reference: INEC 2912

To appear in: Journal of International Economics

Received date: 4 July 2014
Revised date: 25 November 2015
Accepted date: 28 November 2015

Please cite this article as: Forni, Mario, Gambetti, Luca, Government spend-
ing shocks in open economy VARs, Journal of International Economics (2015), doi:
10.1016/j.jinteco.2015.11.010

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.jinteco.2015.11.010
http://dx.doi.org/10.1016/j.jinteco.2015.11.010


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

Government Spending News and Surprise Shocks in Open

Economy VARs

Mario Forni∗
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Abstract

By using the Survey of Professional Forecasters, we provide new evidence on the open-

economy effects of government spending, focusing on a well-known puzzle in the literature,

that the real exchange rate depreciates in response to a fiscal expansion. Much of govern-

ment spending is well anticipated over a one year horizon. Once news and surprise shocks

are treated as different shocks, there is no depreciation puzzle for news shocks while it is still

there for surprise shocks. Fiscal foresight seems to lie at the heart of the different exchange

rate responses to news and surprise shocks, depending on the timing of the anticipated

budget adjustment following the shock. Indeed, the results are broadly consistent with the

prediction of a DSGE model with spending reversals.

JEL classification: C32, E32, E62.

Keywords: government spending, Survey of Professional Forecasts, fiscal foresight, non-funda-

mentalness, news shocks, spending reversals.

∗The contribution of the Italian Ministry of Education, University and Research for the PRIN project

2010J3LZEN 003 is gratefully acknowledged. Contact: Dipartimento di Economia Politica, via Berengario

51, 41100, Modena, Italy. Tel. +39 0592056851; e-mail: mario.forni@unimore.it
†Financial support from the Spanish Ministry of Economy and Competitiveness through grant ECO2012-

32392 and the Barcelona GSE Research Network is gratefully acknowledged. Contact: Office B3.174, Depar-

tament d’Economia i Historia Economica, Edifici B, Universitat Autonoma de Barcelona, Bellaterra 08193,

Barcelona, Spain. Tel: (+34) 935811289; e-mail: luca.gambetti@uab.cat

1



Download English Version:

https://daneshyari.com/en/article/7364111

Download Persian Version:

https://daneshyari.com/article/7364111

Daneshyari.com

https://daneshyari.com/en/article/7364111
https://daneshyari.com/article/7364111
https://daneshyari.com

