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Resumo

Este artigo estuda os efeitos de notícias fiscais sobre a economia bra-
sileira, baseando-se na nova literatura que procura identificar choques na 
política fiscal por meio de informações de previsões profissionais. É 
construída uma estrutura a termo de expectativas de superávit primário 
para o Brasil, e estimadas funções de reação para diferentes maturidades. 
As notícias fiscais são decompostas em um componente esperado e outro 
não esperado, baseados nos valores previstos e nos resíduos das funções 
de reação. Notícias fiscais esperadas e não esperadas são identificadas 
respectivamente como o primeiro fator das séries de valores previstos e 
dos resíduos das funções de reação, procurando capturar as notícias que 
tendem a persistir no horizonte de previsão. Embora com substancial in-
certeza, notícias sobre um aperto fiscal provocam um aumento de curto 
prazo no produto, uma queda da inflação, um declínio do salário real e 
uma depreciação da taxa de câmbio real.
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Abstract

This paper studies the effects of fiscal news on the Brazilian economy, 
building on the new literature that seeks to identify fiscal policy shocks 
through information from professional forecasts. I build a term structure 
of primary balance expectations in Brazil, and estimate fiscal reaction 
functions for different maturities. Primary balance forecasts are decom-
posed into an expected and unexpected component, based on predicted 
and residuals obtained from the reaction functions. Expected and unex-
pected fiscal news are identified respectively as the first factor of the pre-
dicted and residual series from the reaction functions, aiming to capture 
the news that are likely to persist over the forecast horizon. Although 
with substantial uncertainty, fiscal tightening news induce a short-lived 
increase in growth, fall in inflation, decline in the real wage and a depre-
ciation of the real exchange rate.
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1 Introduction

This paper investigates the effects of news about fiscal policy on the Brazilian
economy, aiming to take into account the role of expectations in the analysis
of the effects of fiscal policy on output.

Since the global financial crisis of 2007-2008, there has been a renewed
interest on the effects of fiscal policy, particularly in countries where policy
interest rates were limited by the zero lower bound on nominal interest rates,
limiting the ability to stimulate the economy through monetary policy.

Although that was far from being the case of Brazil, the 2014-2016 reces-
sion, one of the deepest in the history of the country, sparked a lively debate
about the effects of fiscal policy. On the one hand, many commentators have
argued that uncertainty about debt sustainability was one of the main causes
of the recession, since government spending was growing faster than revenues
for a long time. On the other hand, others argue that the spending cuts con-
tributed significantly to the depth of the recession. Underlying this argument
is the assumption that fiscal multipliers are larger in recessions.

Identification of the effects of fiscal policy is complicated by the presence
of potentially large implementation lags and uncertainties arising from pen-
ding parliament approvals. The role of antecipation and fiscal foresight in
fiscal policy has been emphasized, among others, by Mertens & Ravn (2010),
Ramey (2011), Mertens & Ravn (2012), Leeper et al. (2012), and Leeper et al.
(2013). Fiscal foresight essentially simplifies to the fact that, with antecipa-
tion, the information set of the econometrician is smaller than that of private
agents, hindering the ability to properly identify the effects of fiscal policy
shocks if not taken into account.

One of the main strategies to identify fiscal policy shocks is the narrative
approach, which is based on historical records of tax and spending measures
(Romer & Romer 2010, Ramey 2011). A second approach is the military dum-
mies approach, which relies on major military buildups, thus capturing ex-
ogenous spending shocks (Ramey & Shapiro 1998, Ramey 2011). A third ap-
proach, that overlooks the role of expectations and the time elapsed between
announcement and implementation, is to use the realized spending and taxes
series in the econometric analysis, typically through a vector autoregression
(VAR) as in Blanchard & Perotti (2002), assuming that government spending
does not respond contemporaneously to output.

Ramey (2011) constructed a measure of present value of government spen-
ding for the United States based on Business Week articles. With this variable,
the effects of spending shocks on GDP are found to be smaller than one, and
associated with a negligible effect on private consumption and a decline in
real wages, therefore consistent with the neoclassical model. She also investi-
gates the effects of government spending shocks using the forecast revisions
of federal spending based on the Survey of Professional Forecasters (SPF), fin-
ding negative effects on GDP and consumption.

On the other hand, Perotti (2011) disputes the results obtained by Ramey
(2011), arguing that they are not robust to different specifications of her de-
fense news dummy and to different samples. He concludes that the govern-
ment spending multiplier is likely to be close to one, along with positive
responses of private consumption and real wage. Moreover, he argues that
results from SVARs and EVARs are likely to be small, thus downplaying the
importance of fiscal foresight.
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For Germany, Gründler & Sauerhammer (2018) built a dummy variable
of large increases in government spending based on historical issues of Der
Spiegel magazine, replicating one of the methodologies employed by Ramey
(2011). They find that government spending shocks crowd out private sector
in Germany, leading to a fall in GDP, while failing to take into account the
role of expectations induces a positive effect of government spending on GDP.

Along with the efforts to create variables that capture antecipation effects
of fiscal policy based on historical reports from the media, a new strand of
the literature of news and fiscal policy has relied on forecasts to identify fiscal
policy shocks. Ramey (2011) uses the forecast error of government spending,
with forecasts obtained from the SPF, in a VAR. The forecast error encom-
passes both the forecast error for the current quarter (“nowcast error”), and
forecast revisions for future quarters.

Perotti (2011) decomposes the forecast error of government spending grow-
th rate in a current period (time t) surprise and forecasts revisions between
the previous and the current period, casting double in the usefulness of these
measures to forecast future government spending.

Ricco (2015) distinguishes between nowcast forecast errors, that is, the
forecast error for government spending in the current period, and forecast
revisions of government spending in the future. The nowcast errors are de-
nominated “misexpected” shocks, being essentially the surprise component of
current government spending, while forecast revisions are associated with the
news shocks. The news shocks are further decomposed in changes in expec-
tatations for government spending in the current period (“unexpected fiscal
changes”) and in future quarters (“expected fiscal changes”). He uses indivi-
dual forecasts from the SPF to study the effects of these shocks, finding that
fiscal news related to forecast revisions are expansionary, while the nowcast
error shock seems to be contractionary.

Forni & Gambetti (2016) use two measures from the SPF to identify the
shocks: i) the expectation of future spending growth for the following four
quarters and ii) the forecast revision for government spending for a given
horizon from the current period relative to the previous period. These vari-
ables are intended to capture the news about fiscal policy. They then include
these variables in open economy VARs, in addition to the government spen-
ding variable, thus differentiating between “surprise shock”, the one associ-
ated with the government spending, and the “news shock”, the one related to
information from forecasts.

This research builds a new measure of fiscal policy shocks following the
recent literature, that has emphasized the role of news and anticipation effects
in fiscal policy. Hence, the main contribution is to take into account the role
of expectations in the analysis of fiscal policy shocks for the Brazilian econ-
omy, and also to extend the available evidence to a large emerging country,
since overall the empirical findings point to lower effects of fiscal policy when
antecipation is considered. The low military involvement of Brazil and poten-
tial pitfalls of the narrative approach reduces the appeal of other strategies to
identify fiscal policy shocks in the country.

The paper is organized as follows. Section 2 is devoted to the construc-
tion of a term structure of primary balance expectations for Brazil. Section 3
presents the measure of fiscal policy news. Section 4 proceeds with an anal-
ysis of the effects of fiscal policy news in Brazil. Section 5 investigates how
fiscal news affect confidence and Section 6 concludes.
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2 The Term Structure of Primary Balance Expections

The FOCUS survey, conducted by the Central Bank of Brazil, collects fore-
casts of many macroeconomic indicators from more than a 100 professional
forecasters on a daily basis. The survey includes forecasts for the following fis-
cal variables: primary balance, nominal deficit, and the net public debt, all in
percentage of GDP. For the purposes of this paper, the interest lies mainly on
forecasts for the primary balance, the instrument for fiscal policy in Brazil. I
also collected forecasts for GDP growth and consumer prices inflation (IPCA),
since these variables will be used in the derivations of the fiscal news measure
in Section 2. All forecasts collected were median values.

Since forecasts are available on a daily basis for a given year, the end of
year forecasts were transformed on constant maturity forecasts. For each date
in which the forecasts were available, forecasts for up to the longest year avai-
lable were collected. Forecasts for a given year are then transformed in a
constant maturity series, by means of the following equation:

f orecastj+1(monthiyearj ) =

= (
12−month(date)

12
) ∗ f orecast(yearj) +

+(
month(date)

12
) ∗ f orecast(yearj+1) (1)

Where j = 0,1,2 for forecasts for the primary balance, GDP growth and
consumer price inflation. This formula builds the constant maturity forecast
as a weighted average of the forecasts of two subsequent years. For a given
date, I have forecasts for up to 4 years ahead for the growth and inflation
projections. The equation is used for each pair of subsequent years to create
the constant maturity forecasts for 1, 2 and 3 years ahead.

Each point in time can be thought of as a “term structure” of expectations
for the primary balance, GDP growth and inflation. The constant maturity ex-
pectations series are shown in Figure 1, beginning in the first quarter of 2002
and ending in the fourth quarter of 2016. The quarterly figures correspond
to the average of daily constant maturity forecasts constructed with median
values collected from the survey.

3 A Measure of Fiscal News

The measure of fiscal news borrows from the literature on monetary policy
shocks, specifically from Romer & Romer (2004). Fiscal policy news intend to
capture the fraction of primary balance expectations that is unrelated to the
forecasts for GDP growth, inflation, and net debt, along with their revisions.
Therefore, the fiscal news series express only the expected evolution of fiscal
policy, absent influences from the state of the economy. This is somehow dif-
ferent from the papers that use forecast revisions to identify fiscal news, since
revisions may also simply reflect the state of the economy in the future, and
not necessarily the expected path of discretionary fiscal policy.



Fiscal Policy and Expectations in Brazil 31

2005 2010 2015

%

5

10

Inflation - 1y

2005 2010 2015

%

4

6

Inflation - 2y

2005 2010 2015

%

4
4.5

5
5.5

Inflation - 3y

2005 2010 2015

%

-2
0
2
4

GDP Growth - 1y

2005 2010 2015

%

2

4

GDP Growth - 2y

2005 2010 2015

%

2

3

4

GDP Growth - 3y

2005 2010 2015

%
 o

f 
G

D
P

-2

0

2

4

Primary Balance - 1y

2005 2010 2015

%
 o

f 
G

D
P

0

2

4

Primary Balance - 2y

2005 2010 2015

%
 o

f 
G

D
P

0

2

4

Primary Balance - 3y

2005 2010 2015

%
 o

f 
G

D
P

35

45

55

Net Debt- 1y

2005 2010 2015

%
 o

f 
G

D
P

35

45

55

Net Debt- 2y

2005 2010 2015

%
 o

f 
G

D
P

35

45

55

Net Debt- 3y

Note: 1y, 2y and 3y refer to, respectively, 1 year ahead, 2 years ahead and 3 years ahead.

Figure 1: Constant maturity expectations

Romer & Romer (2004) ran the following regression:

△f fm = α + βf f bm +
2∑

i=−1

γi△ỹmi +
2∑

i=−1

λi(△ỹmi −△ỹmi−1,i )

+
2∑

i=−1

ϕi π̃mi +
2∑

i=−1

θi(π̃mi − π̃mi−1,i ) + ρũm0 + εm

(2)

Where △f fm is the change in the funds rate at meeting m, f f bm is the level
of the funds rate before any changes associated with meeting m, included to
capture any mean reversion behavior from the Federal Open Market Commit-
tee (FOMC) of the Federal Reserve (FED), and̃ π̃, ỹ and ũ refer to the forecasts
of inflation, real output growth and unemployment rate. Finally, the i trans-
cript refers to the horizon of the forecast: −1 is the previous quarter; 0 is the
current quarter; and 1 and 2 are one and two quarters ahead.

Romer & Romer (2004) use data from the Greenbooks, and then proceed
in their analysis identifying the residuals from the estimated equation as a
measure of monetary policy shocks, i.e., changes in the funds rate that could
not the accounted for by information of future economic conditions, which
were available for the FOMC at the time of the meetings. This measure of
shock can be interpreted as the portion of interest rate changes that is not due
to the current and projected state of the economy.

Themeasure of fiscal news builds on the same equation as Romer & Romer
(2004), except that I replace the funds rate by the expectations for the pri-
mary balance, and augment it by expectations of the net debt. Furthermore,
since there are no expectations for the unemployment rate in the FOCUS sur-
vey, I did not control for this variable in the regressions. Therefore, for each
maturity, the forecasts of the primary balance are regressed on the forecast
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revisions of inflation, GDP growth and net debt, and their levels in a given
quarter:

pbj,t = α + β0△ỹj,t + β1(△ỹj,t −△ỹj,t−1) + β2π̃j,t + β3(π̃j,t − π̃j,t−1)+

+β4net debtj,t + β5△net debtj,t + εt
(3)

Where pbj,t is the forecast for the primary balance j = 1,2,3 years ahead;
the difference operator △ is the change in forecasts relative to the previous
quarter; and the other variables are defined as before, i.e., π̃ and ỹ refer to the
forecasts of inflation and real output growth.

This equation can be interpreted as the expected fiscal reaction function
of the market, and is aimed to capture the endogenous evolution in the pri-
mary balance that is due to state of the economy and the average response of
the primary balance to the public sector indebtness in Brazil. Thus, I label
the predicted variable from this regression as a measure of anticipated or ex-
pected fiscal news. On the other hand, the residuals are the unexpected fiscal
news, and convey the discretionary stance of fiscal policy, i.e., actions that
cannot be justified by the state of the economy and the historical reaction to
the indebtness of the public sector.

Results from this regression are presented in Table 1. While the effect of
growth on the primary balance is immediate, the inclusion of inflation as a
regressor can be justified by the Tanzi effect, whereby tax revenues are nega-
tively affected by inflation.

Table 1 shows the expected fiscal reaction fuctions estimated based on
Equation (3) by OLS, estimated from 2002Q2 to 2016Q4. Each column shows
the regression for each maturity in the term structure of primary balance ex-
pectations. Overall, the results show that primary balance expectations de-
pend positively on the expected GDP growth and the level of net debt for
the same horizon, implying that forecasters expected that fiscal authorities
would react by increasing the primary balance to offset an increase in the net
debt. On the other hand, results show negative coefficients for the forecast
revisions of GDP growth and net debt on the expected level of the primary
balance, implying that forecasters were expecting that fiscal policy was not
reacting accordingly as news of GDP growth and net debt arrived, indicating
a lack of response of fiscal policy at the margin. The constant is negative, con-
sistent with the declining expected primary balance over the estimated period.
Finally, expected inflation levels are not a significant determinant of primary
balance expectations in Brazil, since only the forecast revision for inflation 3
years ahead is significant in the regressions.

Overall, the models show a large explanatory power, with R2 ranging from
0.70 to 0.80. I do not control for autocorrelation in the estimations because the
goal is the remove the share of forecasts that is endogenous to the state of the
economy and the historical behaviour of fiscal policy, since forecasters may
revise fiscal policy expectations only due to different underlying assumptions
for the evolution of the economy, regardless of the expected discretionary be-
haviour of fiscal policy.

Predicted values of the regressions 2 and 3 are shown in Figure 2 for each
horizon of the term structure of expectations. The predicted variables are
labeled “expected news”, since it is the component of the expected primary
balance that reflects the state of the economy. The residuals from regres-
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Table 1: Expected fiscal reaction functions

(1) (2) (3)
Variables Expected Primary Balance

1 Year Ahead 2 Years Ahead 3 Years Ahead

π̃1,t −0.0032
(0.076)

△ỹ1,t 0.6100∗∗∗
(0.098)

net debt1,t 0.1000∗∗∗
(0.012)

π̃1,t − π̃1,t−1 −0.1100
(0.100)

△ỹ1,t −△ỹ1,t−1 −0.9300∗∗∗
(0.290)

△net debt1,t −0.1900∗∗
(0.072)

π̃2,t −0.0910
(0.100)

△ỹ2,t 0.8100∗∗∗
(0.110)

net debt2,t 0.0810∗∗∗
(0.011)

π̃2,t − π̃2,t−1 −0.2500
(0.150)

△ỹ2,t −△ỹ2,t−1 −2.2600∗∗∗
(0.700)

△net debt2,t −0.3100∗∗∗
(0.074)

π̃3,t −0.1400
(0.190)

△ỹ3,t 0.8200∗∗∗
(0.150)

net debt3,t 0.0570∗∗∗
(0.0096)

π̃3,t − π̃3,t−1 −0.4200∗
(0.220)

△ỹ3,t −△ỹ3,t−1 −2.0100∗∗∗
(0.730)

△net debt3,t −0.2700∗∗∗
(0.054)

Constant −3.3200∗∗∗
(0.650)

−2.8900∗∗∗
(0.690)

−1.7000
(1.170)

Observations 59 59 59

R-squared 0.8030 0.7730 0.7080

Robust standard errors in parentheses
∗∗∗ p<0.01, ∗∗ p<0.05, ∗ p<0.1

sions based on Equation (3) are shown in Figure 3, labeled as “unexpected
news”, and reflect the discretionary component of forecasts of fiscal policy
variables that cannot be justified by the state of the economy and the histori-
cal behaviour of fiscal policy.

Expected news show that fiscal policy was basically stable from the end of
2002 until the global financial crisis in 2008, with primary balance expecta-
tions hovering around 4%. During the global financial crisis, primary balance
expectations fell to 2%, affected by the decline in output growth at the time.
After a recovery following the crisis, expected primary surplus began a down-
ward trend, reaching basically 0% on average in the first quarters of 2016.
Since then, expectations have increased slightly, although remaining less than
2% for all horizons in the term structure of primary balance expectations.

Unexpected news, which aim to capture the discretionary component of
fiscal policy, show that fiscal policy was basically neutral from the end of
2002 until the global financial crisis, with primary balance expectations evol-
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Figure 2: Expected news

ving almost one for one with the state of the economy. The global financial
crisis episode marked a sharp reversal of fiscal policy, shifting from a contrac-
tionary stance of more than 1% of GDP in 2009Q3 to an expansion of 1%, on
average, from 2010Q1 to 2011Q2. The period from 2011Q3 to 2013Q4 fis-
cal policy stance was expansionary, but on average less than in the aftermath
of the global financial crisis. Fiscal policy shifted to a contractionary stance
from 2013Q4 to 2015Q2, and reverted to a deeply expansionary phase from
2015Q3 onwards.

In order to capture the common dynamics of the expected and unexpected
fiscal news, I extract the first factor of each of these groups of series for the
different maturities. This was done because the interest of this research lies
in the common variability of each series, there is, fiscal news that are per-
ceived by analysts as permanent, and therefore do not reflect temporary or
one-off episodes. Since the first factor has the interpretation of the level of
yield curve in finance models, I interpret them as the level of the term struc-
ture of primary balance expectations. Figure 4 plots both series, and show
that they retain the common variability observed in the previous figures.

4 The Impact of Fiscal News Shocks

In the ongoing research agenda on the role of expectations in fiscal policy,
VARs models that take into account forward-looking variables have been la-
beled EVARs. The measure of fiscal policy shocks proposed here is forward
looking by construction, since it captures the fraction of the expected primary
surplus balance that is orthogonal to changes in expectations for growth, in-
flation and net debt for the same horizon, so as to take into account only
news about the expected fiscal policy stance. It then excludes the endoge-
nous component of fiscal policy. Both measures of fiscal news, expected and
unexpected, are included in VAR models.
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Figure 3: Unexpected news
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In order to assess the impact of fiscal news, I estimated two VARs under the
standard Cholesky identification scheme, using the following order: expected
or unexpected fiscal news as presented before, first difference of the log of de-
seasonalized real GDP, quarterly market prices inflation of the IPCA (official
price index), log of the real wage from the metropolitan region of São Paulo
(source: SEADE) and the log of the real exchange rate from the Central Bank
of Brazil1. This implies that unexpected fiscal news affect the other variables
contemporaneously, while it is only affected by them with a lag of one quarter.
Sample period ranges from 2002Q1 to 2016Q4, comprising 60 observations.
Data used in the estimations are shown in Figure 5. It is also presented the
consumer confidence index and expectations index com Fecomércio SP, which
will be used in the next section.

The model can be written in its reduced form as:

Yt = A(L)Yt−1 +Ut (4)

Where Ut is the vector of reduced form residuals, which are expressed as
a linear combination of the strucutral errors Vt , where Γ is a lower triangular
matrix:

U
t
= ΓVt (5)

Information criteria pointed to 2 lags in the system2. The appendix shows
that all eigenvalues lied inside the unit circle, so that the estimated models
are stable.

Figure 6 shows the baseline responses of GDP growth to an expected and
unexpected fiscal news shock. Unexpected fiscal news about tightening in
fiscal policy, represented by one standard deviation increase in the primary
balance, induce an increase in GDP growth of 0.15% on impact, consistent
with news about austerity being expansionary, but after the first quarter, GDP
growth turns negative between 2 and 4 quarters after the shock. The shock is
dissipated after 5 quarters. On the other hand, expected news about tighten-
ing in fiscal policy lead to an increase in output growth of around 0.2%, and
fades after 5 quarters. Thus, responses to expected news are consistent with
news about austerity being expansionary, while the response to unexpected
fiscal tightening news is more ambiguous.

Figure 7 presents the impulse responses of fiscal news shocks on output
growth and inflation, along with 95% confidence intervals. The 95% confi-
dence intervals of the responses of real GDP are large and include zero, so it
is unclear the output effects of news about fiscal consolidation. Unexpected
fiscal tightening news initially have a positive impact on GDP and then turn
negative. In Appendix Appendix A, I report that the impulse response at
68% level shows a positive and statistically significant response of GDP to
an unexpected fiscal tightening news. The cumulative fiscal tightening news

1For the real wage and the real exchange rate, I first take the quarterly average of the original
series on a monthly frequency before applying the log. The national labor market survey (PME)
was discontinued in early 2016. For this reason, I use the real wage from SEADE instead of the
one from the national statistics office (IBGE), since the estimation period goes until the end of
2016.

2The Lagrange Multiplier p-value at this lag is 0.65 and 0.24, respectively, in case of the VARs
including the unexpected and expected fiscal news. Hence, it fails to reject the hypothesis of no
autocorrelation in the residuals.
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Figure 5: Data

multiplier is positive, at 0.193. Expected fiscal news have positive effects on
GDP growth, being statistically significant. Inflation falls after news of a fiscal
tightening, both expected and unexpected. In the former case, the response is
more front loaded, while in the latter inflation falls only after some quarters
after news arrived.

The forecast error variance decomposition, presented in Table 2, shows
that after 20 quarters, the real exchange rate, real wage and inflation are more
significant than the unexpected fiscal news shock to explain the variability of
real GDP. At this horizon, 73% of the variance of GDP growth is due to its own
shocks, 8% is due to shocks in the real exchange rate, 7% due to shocks in the
real wage, and only 4% is explained by fiscal news shocks in the VAR system.
Along the same lines, in the VAR that includes expected news variable, the
variance decomposition after 20 quarters shows that 69% of the variance of
real GDP is explained by its own shocks, 8% by shocks in the real exchange
rate, 8% by fiscal news shocks, and only 5% by inflation shocks. These re-
sults suggest a limited role of discretionary fiscal news shocks in explaining
real GDP growth in Brazil. As for systematic fiscal news, results show that
expected news are more important than inflation shocks in the second model,
comparable to real exchange rate and real wage shocks after 20 quarters.

The historical decomposition of the model is shown in the appendix. Ex-
cept for 2016Q2, the contribution of unexpected fiscal news has been negative
for GDP growth since 2014Q2 in the estimated model, although fiscal news
indicate an expasionary stance since 2015Q3.

Figure 8 presents the impulse response functions of the real wage and the
real exchange rate. Fiscal news depreciate the real exchange rate under the
baseline. As for the real wage, unexpected fiscal news, represented by an

3Defined as the sum of the responses of GDP growth relative to the sum of the responses of
fiscal tightening news after an orthogonalized shock.
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news shocks

Table 2: Forecast error variance decomposition of real GDP growth

Quarters Share Due To Each Shock

Surprise News GDP Growth Inflation Real Wage RER

h =5 3.50% 80.03% 7.80% 2.71% 5.97%
h =10 3.52% 75.45% 8.31% 5.34% 7.39%
h =15 3.81% 73.53% 8.29% 6.26% 8.11%
h =20 3.80% 72.82% 8.29% 6.90% 8.19%

Quarters Share Due To Each Shock

Expected News GDP Growth Inflation Real Wage RER

h =5 5.60% 79.63% 5.06% 3.10% 6.61%
h =10 6.81% 73.37% 5.40% 8.33% 6.08%
h =15 7.70% 70.65% 5.24% 9.29% 7.12%
h =20 8.23% 69.32% 5.17% 9.15% 8.13%
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increase in the expected primary balance, exert a negative effect on the real
wage. On the other hand, an expected fiscal tightening leads to an increase in
the real wage. The real wage is key to identify the effects of fiscal policy shocks
(Eichenbaum et al. 1998). According to the neoclassical model, fiscal stimulus
induces an increase in the labor supply through a wealth effect, increasing
hours and decreasing the real wage. In the Keynesian model, fiscal stimulus
shifts the demand of labor to the right, with an associated increase in real
wage and hours.

Figure 9 shows the impulse response functions for the impact of fiscal
news shocks on consumption and investment, along with GDP. These were
obtained with the estimation of 4 additional VARs models, with the same
specification and order as before, but replacing GDP each time by consump-
tion or investment growth. Each model was estimated with 2 or 3 lags, which
were enough to remove autocorrelation from the residuals. After a surprise
fiscal news shock, consumption, investment and GDP fall, although on im-
pact GDP grows led by investment. The 95% confidence intervals show size-
able uncertainty about the effects of the shock, with the response not being
unambiguously negative following the shock. After an expected fiscal news
shock, consumption, investment and GDP growth increases, consistent with
news about austerity being expansionary. Unlike the case of surprise news,
the impulse response in this case is statistically significant, since confidence
intervals remain above zero after the shock.
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shocks

4.1 Comparison with Previous Results

Available studies about the effects of fiscal policy in Brazil have largely ne-
glected the role of expectations, building mainly on variations of the Blan-
chard & Perotti (2002) approach, although recent studies have focused on cal-
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ibrated or estimated DSGEmodels4. Overall, the evidence points to low levels
(below unity) of fiscal multipliers, and in some cases even non-Keynesian ef-
fects.

Peres & Ellery Junior (2009) employ a structural VAR between central
government spending, taxes and output to assess the effects of fiscal policy
shocks between 1994 and 2005. They find Keynesian effects, although way
below unit, in the response of output to fiscal shocks. The contemporaneous
government spending multiplier is estimated at 0.4, while the taxes multiplier
is estimated at −0.2.

Mendonça et al. (2009), using sign restrictions, find non Keynesian ef-
fects for fiscal policy in Brazil, with GDP falling with 77% probability after a
government spending shock. On the other hand, after a tax shock, the authors
find that GDP falls with a probability of 56%.

Cavalcanti & Silva (2010) investigate the effects of fiscal policy in Brazil
for the period between 1995 and 2008. Taking into account the role of public
debt, they find that fiscal multipliers were likely overestimated compared to
models that do not include public debt, which they associate to debt sustaina-
bility concerns during those years. The authors test whether the structural
shocks from their estimated VARs are predicted by many lagged variables,
finding little evidence of predictability, suggesting that fiscal foresight was
not an issue during the analyzed period.

Oreng (2012) studies the impact of fiscal policy in Brazil for the period
of 2004-2011. He finds that multipliers over the analyzed period were close
to one, with spending multipliers larger than taxes. The findings were based
on VAR models considering fiscal balance (or spending or taxes, depending
on the specification), output, inflation and real interest rate as endogenous
variables under the standard Choleski identification scheme. The effects of an
expansionary fiscal policy tend to be offset by an increase in inflation expecta-
tions accompanied by interest rate hikes.

Pires (2014) studies how fiscal multipliers vary over the business cycle in
Brazil for the period between 1996 and 2012. He finds that the investment
multiplier is consistently larger than one across different regimes, while tax
multipliers are found to be negative, and government spending multipliers
are non-significant.

4Among the studies based on the DSGE methodology, Carvalho & Valli (2011) introduce a
primary balance rule, public capital, non-Ricardian agents and transfers to the worse-off in an
open-economy setting. They find that fiscal policy is inflationary, although it did not play a major
role in the evolution of inflation over the period under the inflation targeting regime, even after
the shift to expansionary policies following the global financial crisis. A reduction of the primary
balance leads to a short-lived increase in output in their model. Carvalho et al. (2013) employ a
mixed approach between DSGE and VAR models. First, they extract theoretical restrictions from
a standard DSGE model, and in a second step they use VAR models with sign restrictions. They
find that fiscal policy shocks in Brazil are consistent with features of the New Keynesian model.
Costa Junior et al. (2016) estimate an open economy model to analyze the effects of expenditure
and revenue-based fiscal policy on the Brazilian economy after 2008. They found tiny multipliers
for the consumption tax and government spending, explaining why tax exemptions on durable
goods after the crisis failed to stimulate the economy in a subtantial way. Moura (2015) finds
larger and persistent multipliers for investments in infrastructure in Brazil relative to govern-
ment consumption, using and open economy DSGE model. The results support measures of
fiscal consolidation that preserve government investments relative to consumption. Finally, Ca-
valcanti & Vereda (2015) simulate a large open economy with many fiscal policy features and
study the effects of social transfers and public investment and employment under different fiscal
rules.
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Matheson & Pereira (2016) study fiscal multipliers in Brazil for the period
1999-2014, also with the VAR methodology. They find government spending
and revenue multipliers around 0.5, with government spending and public
credit declining from levels above one since the global financial crisis, while
the revenue multiplier has remained stable over time.

Mendonça et al. (2016) employ a myriad of identification strategies within
the VAR framework to investigate the impact of output to fiscal policy in
Brazil, also finding low (around 0.5), but positive multipliers.

There is no direct way to compare the results obtained previously in the
literature with the ones obtained here, since the measure of fiscal shock in this
paper is based on news about the primary balance, rather than government
spending or taxes directly. Considering the positive fiscal tightening news
multiplier, perhaps the most related finding in the literature is Mendonça
et al. (2009).

5 Fiscal News and Confidence

Since Bachmann& Sims (2012), there has been a growing interest in the role of
confidence in the transmission of fiscal policy shocks. These authors find that
confidence effects are more important in recessions, when government spen-
ding shocks signal future increases in productivity that influence confidence.
Beetsma et al. (2015) analyze the role of confidence in fiscal consolidation
episodes, finding negative response to fiscal consolidations announcements,
with a greater (more negative) impact for revenues based relative to spending
based fiscal consolidations. Furtuna et al. (2016) fail to find evidence of an
increase in confidence after fiscal consolidation measures identified with the
narrative approach.

In this section, it is investigated how confidence reacts to fiscal tightening
news in Brazil. Following Bachmann & Sims (2012) and Furtuna et al. (2016),
I estimate a trivariate VAR with fiscal news ordered first, followed by the con-
sumer confidence series from Fecomércio SP, or the expectations series from
the same source, and quarterly output growth. These series were downloaded
from IPEADATA.

The results from the estimated models are shown in Figure 10. After an
unexpected fiscal tightening news, both consumer confidence and the expec-
tations index decline under the baseline, although the responses are not statis-
tically significant. If one considers the baseline, the results are consistent with
empirical evidence found in Beetsma et al. (2015) and Furtuna et al. (2016).
In the appendix, it is shown that confidence intervals at 68% point to a statis-
tically significant negative response. On the other hand, expected tightening
news that reflect the state of the economy and endogenous fiscal policy boost
consumer confidence and expectations.

6 Conclusion

This paper dealt with antecipation effects of fiscal policy in Brazil, as identifi-
cation in fiscal policy is complicated by fiscal foresight. Based on the recent
literature strand that seeks to identify fiscal policy shocks from information
from surveys (Ramey 2011, Ricco 2015, Forni & Gambetti 2016) and the news
shocks literature (Beaudry & Portier 2014), I build a term structure of pri-
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Figure 10: Response of consumer confidence and expectations to fiscal
news shocks

mary balance expectations for Brazil. For each maturity of the term structure,
I estimate an expected fiscal reaction fuction, with the primary balance as a
function of levels and changes of GDP growth, inflation and net debt for each
horizon.

Borrowing from the literature on monetary policy shocks, expected news
about fiscal policy are identified as the first factor that drives the predicted
primary balances for each horizon. Likewise, the first factor of the residuals
of each reaction function is identified as the unexpected news, or the discre-
tionary component of fiscal policy. Expected and unexpected news are, thus,
identified as the “level” of the term structure of expected primary balances,
since the interest lies in information that is likely to persist over time, rather
than short-lived news represented by one-off episodes. The term structure is
essentially forward looking, capturing the expected path of endogenous and
discretionary fiscal policy.

Unexpected news about fiscal policy allows the identification of periods
of fiscal expansion and contraction in Brazil, as perceived by forecasters. This
series shows a neutral stance until the global financial crisis. This episode
marked a shift in fiscal policy from a contractionary stance of almost 2% of
GDP in 2009Q3 to an expansion of on average 1% of GDP in the following
quarters. The indicator of fiscal news shows an expansionary fiscal policy, al-
though in varying degrees, from 2010Q1 to 2013Q3. From 2013Q4 to 2015Q2,
fiscal policy turned to a contractionary phase, with a sharp reversal to expan-
sion from 2015Q3 to 2016Q4, which marks the end of the sample.

By this characterization of phases of expansion and contraction in fiscal
policy, at the onset of the recession that began in 2014Q2 fiscal policy stance
was actually tight as perceived by forecasters, in the sense that the down-
ward revisions in the primary balance from 2013Q4 to 2015Q2 could be fully
explained by downward revisions in growth expectations. This evidence is
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at odds with the predominant view in the media that concerns about fiscal
policy, particularly debt sustainability, were the primary cause of the reces-
sion. Along the same lines, primary balance forecasts for 2014 were hovering
around 1% of GDP until a sharp deterioration took place in 2014Q4, as show
in the appendix. Therefore, it took two quarters after the economy entered a
recession for professional forecasters to consider a sharp deterioration in fis-
cal policy. A closer look at the evolution of forecasts for GDP growth and pri-
mary balance since 2013 leads to inconclusive results. While primary balance
forecasts Granger cause GDP growth forecasts for 2013, no causality between
these variables is found for 2014 and 2015, and both variables Granger cause
each other for 2016. These results are presented in the appendix.

Having decomposed the term structure of expected primary balances into
an expected and an unexpected component, I proceed in the analysis in order
to investigate whether shocks in these series exert different impacts on the
Brazilian economy. This was done through standard VAR models, as in much
of the related literature, with the inclusion of the fiscal news series, output,
real exchange rate, and the real wage. Additional models were also estimated
replacing output by consumption and investment, in order to check for crow-
ding out effects.

Expected and unexpected news were found to affect the economy differ-
ently. Expected news shocks are consistent with news about austerity being
expansionary and “crowding in” effects, while unexpected fiscal tightening
news have more unclear effects, with a tightening in fiscal policy associated
with initially higher and subsequent lower output growth and real wages.
Both shocks lead to lower inflation and devalued real exchange rates. The
variance decomposition of real GDP growth of the estimated models shows a
limited role for fiscal news as drivers of economic activity in Brazil, as com-
pared to other variables. Another result is that expected fiscal news explain a
larger share of GDP growth variance than unexpected news, which suggests
that discretionary fiscal policy was not a main determinant of GDP growth in
Brazil in the analyzed period.

This paper, therefore, contributes to the literature of news shocks in the
context of fiscal policy for a large emerging market country, improving the
knowledge of the channels of fiscal policy and effects of fiscal consolidation
measures in Brazil.
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Appendix A Evolution of Forecasts

Figure A.1: Professional forecasts for GDP growth and primary balance
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Appendix B Granger Causality Tests

Table B.1: Granger casuality tests

Year Hypothesis Test P-value in Parenthesis

2013 Do GDP growth forecasts Granger-cause pri-
mary balance forecasts?

No (0,261)

2013 Do primary balance forecasts Granger-cause
GDP growth forecasts?

Yes (0,004)

2014 Do GDP growth forecasts Granger-cause pri-
mary balance forecasts?

No (0,748)

2014 Do primary balance forecasts Granger-cause
GDP growth forecasts?

No (0,819)

2015 Do GDP growth forecasts Granger-cause pri-
mary balance forecasts?

No (0,428)

2015 Do primary balance forecasts Granger-cause
GDP growth forecasts?

No (0,553)

2016 Do GDP growth forecasts Granger-cause pri-
mary balance forecasts?

Yes (0,001)

2016 Do primary balance forecasts Granger-cause
GDP growth forecasts?

Yes (0,001)

Note: Results are based on bivariate VARs between each variables. Two lags
were used for forecasts of 2014, three lags for forecasts for 2013 and 2016 and
four lags for 2015.

Appendix C Stability Tests

The figures below show that all estimated VAR models are stable, with eigen-
values lying inside the unit circle.
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Figure C.1: Stability tests
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Appendix D Historical Decomposition

This section reports the historical decomposition of GDP growth from the
baseline VAR in Section 5, including the following variables: unexpected fis-
cal news measure, GDP growth, inflation, real wage and the real exchange
rate. Each panel in Figure D.1 shows the contribution of each endogenous
variable to GDP growth in the model.
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Appendix E Impulse Responses

This section reports the impulse responses with confidence intervals at 68%
level. Fiscal tightening news give a temporary boost GDP growth through in-
vestment, as shown in the middle panel of the first row in Figure E.3. Despite
this positive effect, consumer confidence and the expectations index decline
after the shock. These effects are somehow difficult to reconcile with each
other.
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Figure E.2: Response of consumer confidence and expectations to fiscal
news shocks
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Figure E.3: Response of consumption, investment and GDP growth to
fiscal news shocks




