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My Discussion

1. Why and when does fiscal policy response matter for monetary transmission? 

2. What do we know about it empirically? 

3. Why are fiscal responses delayed?
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Canonical HANK Model
■ Given , households solve 

 
 

■ Monetary policy sets  and fiscal policy sets  subject to 

■ Equilibrium: given monetary and fiscal policies,  solves 

■ Perturb to obtain

{rt, Yt, Tt}

{rt} {Gt, Tt, Bt+1}

Y ≡ [Yt]t
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Vt(a, e) = max
ct,at+1≥a

u(ct) + β𝔼[Vt+1(at+1, e′￼)]

s.t. ct + at+1 = e (Yt − Tt) + (1 + rt)at

Gt + (1 + rt)Bt = Bt+1 + Tt

Yt = 𝒞t(r, Y − T) + Gt

dY = Mrdr + MYdY − MYdT + dG

𝒞t(r, Y − T) ≡ ∫ ct(a, e)dμ



Balanced Budget Case
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Balanced Budget Case
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Result (Corollary of Proposition 3 in Auclert-Rognlie-Straub, 2024)  

Assume balanced budget, , and fix . 
Then,  is invariant to .

dG = dT dr
dC dG



Away from Budget Balance
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What Do We Know Empirically?

■ The difference in  and  critical in monetary policy transmission 

■ What do we know empirically about  and  in response to the MP shock? 

■ Federal: Bouscasse & Hong (2023)

dG dT

dG dT
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Bouscasse & Hong (2023)
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Figure 1: Response to RR monetary shock
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Note: VAR includes narrative shocks, spending, tax receipts, transfers, interest payments,
debt, GDP (all in real terms), inflation, and the 3-month nominal interest rate. The response
of deficit is computed from that of the fiscal variables. The IRFs are scaled such that the
point estimate of the response of the nominal interest rate is 1 at time 0. Shaded areas
represent 68% (dark) and 90% (light) confidence intervals bootstrapped with 2,000 draws
(Runkle, 2002). See sections 2 and 4.3 for more details on the methodology.
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No Existing Estimates for State & Local
■ Should we expect state & local fiscal policy to be very different?  

■ Siani-Zhang (2025): 
• Yes!: “constitutional balanced-budget requirements in all states except Vermont 

mandate that current operating expenses be covered by current revenues rather 
than debt financing” 
 

• but also: “delayed state spending slows the transmission of monetary policy to 
consumption” 

■ Quite to the contrary, delayed spending is irrelevant if  
• The overall framing of the paper can be better posed 

■ But from a purely descriptive perspective, how different is it?

dG = dT
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⇒ dG = dT ?



yt+h − yt−1

GDPt−1
= βh MPSt + αh + ϵt,h
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Data: NIPA Table 3.3.  
State and Local Government  
Current Receipts and Expenditures

MPS: Bauer-Swansson MP shock 
(orthogonalized)



Asymmetric Effect?

11

-.0
4

-.0
2

0
.0

2
.0

4
%

 o
f i

ni
tia

l G
D

P

-5 0 5 10 15 20
Quarter

MPS > 0 MPS < 0

Tax receipts

-.0
4

-.0
2

0
.0

2
.0

4
%

 o
f i

ni
tia

l G
D

P

-5 0 5 10 15 20
Quarter

MPS > 0 MPS < 0

Spending

-.0
4

-.0
2

0
.0

2
.0

4
%

 o
f i

ni
tia

l G
D

P

-5 0 5 10 15 20
Quarter

MPS > 0 MPS < 0

Transfers

-.0
4

-.0
2

0
.0

2
.0

4
%

 o
f i

ni
tia

l G
D

P

-5 0 5 10 15 20
Quarter

MPS > 0 MPS < 0

Interest payments

-.0
5

0
.0

5
.1

%
 o

f i
ni

tia
l G

D
P

-5 0 5 10 15 20
Quarter

MPS > 0 MPS < 0

Deficit
Data: NIPA Table 3.3.  
State and Local Government  
Current Receipts and Expenditures

MPS: Bauer-Swansson MP shock 
(orthogonalized)



Why Delayed?
■ Why is the fiscal response delayed? Siani-Zhang runs: 

 

■ Not very clear what the comparisons are. It mixes up… 
1. Time-series comparison:  

• California FY2019 with  in Jul-Dec 2018 
• California FY2018 with  in Jul-Dec 2017 

2. Cross-sectional comparison:  
• California FY2019 with  in Jul-Dec 2018 
• North Carolina FY2019 with   in Sep 2018-Feb 2019 

■ I would also not put controls  (why do we need to control for anything?)

MPS6M > 0
MPS6M = 0

MPS6M > 0
MPS6M = 0

Xs,t−1
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ΔYs,t = ∑
k∈{6M,Rev,FY}

βk MPSk
s,t + αs + γXs,t−1 + ϵs,t



Isolating Time-Series Variation
■ Use BEA 2005-2023 Regional Economic Accounts data 

■ Focus on 21 states with  
• Initial proposal: January 
• Fiscal year start: Jul 1 

■ Run 
 

•  real state & local expenditure in state  at time  
• : quarter of time  

■ Hypothesis:  during quarters 3&4 have more immediate impact

ys,t : s t
Q(t) t

MPS
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ys,t+h − ys,t−1 = βQ34,h MPSt 𝕀[Q(t) ∈ {3,4}] + βQ12,h MPSt 𝕀[Q(t) ∈ {1,2}] + αs + ϵs,t,h



State & Local Expenditure Response
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Asymmetric Effect?
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Summary
■ Extremely thought-provoking paper. I couldn’t stop thinking about it! 

• Exactly hit the important missing hole in the literature! 
• Impressive data collection efforts 
• Very creative to look at planned vs. actual response 

■ Suggestions: 
1. Can be better framed by making precise connections with macro models 
2. The low-hanging fruit is to document the unconditional actual impulse response 

• before getting into delay, asymmetry, planning, and heterogeneity stuff 

3. Clarify the source of variations in the planning regression 

• Time-series? Cross-section? Role of controls?
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