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Introduction to “Debt-Dependent Effects of Fiscal Expansions”

1. What is the question (of the paper)?
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2. Why should we care about it?
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3. What is your (or the author’s) answer?
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4. How did you (or the author) get there?
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Examples:
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. ¢;: the private consumption at time ¢
. g¢: the government spending at time ¢
. ¢ effective consumption at time ¢, CES index of ¢; and ¢,

. w: the weight of ¢; in ¢

v: the elasticity of substitution between ¢; and g,

. b;: one-period government bond paying one unit of goods at time ¢ 4 1
. q: the price of b; at time ¢

. T¢: the income tax rate at time ¢

wy: the real wage rate at time ¢

r¥: the capital rental rate at time ¢

z;: the government transfers at time ¢

X,: an index variable, with which X, = &YX,

: the parameter that determines the magnitude of the wealth effect on labor supply

hybrid GHH preference ifw < 1 and ¢ = 0 (small wealth effect on labor supply)
KPR preference if w = 0 and ¢ = 1 (larger wealth effect on labor supply)

a: the capital income share

a;: total factor productivity (TFP), which follows an AR(1) process: a; = (1 — pg)a +
Pali—1 + €%, where €2 N (0, 02)

7;: the income tax rate
v, the parameter for income tax adjustment rules in level deviations of debt

rs;: the regime index, which evolves according to the transition matrix

i 1—0pf
I—p5 p3

¢: the share of adjustments by spending cuts

s%*: the stochastic debt threshold value that the government would undertake fiscal consoli-
dations if the debt level exceeds it



