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Motivation and roadmap

Motivation

During the pandemic, governments provided massive fiscal stimulus to
support the economy

@ Role of fiscal stimulus for subsequent inflation surge still unclear: first
step is impact on inflation expectations

@ Impact of fiscal policy announcements on households’ expectations less
explored than that of monetary policy announcements

@ Significant obstacle is identification of relevant date along a typically
long legislative process
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Motivation and roadmap

Questions

1. How to identify key dates when fiscal stimulus affects households’ expectations?
2. Do households’ expectations react to news on fiscal stimulus?

3. Do households grasp the transmission of fiscal policy to the economy?
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What we do

@ Build a Google trends index to measure households’ evolving attention
around three large US fiscal stimulus plans

o CARES Act (CARES), 2020
e Tax Cuts and Jobs Act (TCJA), 2017
e American Rescue Plan (ARP), 2021

@ Using FRBNY Survey of Consumer Expectations, measure impact on
expectations of fiscal news around peak dates of Google index

@ Test whether a reaction occurs at specific dates of the fiscal plans

o Compare reaction to relevant fiscal and monetary policy news
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Main findings

@ Significant response around global peak in attention, not local peaks

o Global peak when law is passed by Congress or signed by President

@ Significant reaction only for financially literate households

e Relevance of financial literacy for policy effectiveness
@ Inflation, earnings and interest rates expected to rise, unemployment to
fall, taxes to rise for CARES but to fall for TCJA

e Consistent with basic understanding of transmission of fiscal policy

@ No significant change in expectations around monetary policy decisions
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Motivation and roadmap

Related Literature

@ Monetary policy and inflation expectations:

e Survey-based evidence: De Fiore et al., 2022, Lamla and Vinogradov, 2019

e Experimental evidence: Coibion et al, 2019, Coibion et al, 2021

@ Fiscal policy and inflation expectations:

e Survey-based evidence: Brandao-Marques et al., 2023, Cerisola and Gelos,
2009, Conces Binder et al., 2022

e Randomized trials: Coibion et al, 2021

@ |dentification of fiscal policy shocks:

o Narrative methods: Romer and Romer, 2010

o Mixed structural VAR and event study approach: Blanchard and Perotti,
2002, Perotti, 2011

o Proxies for fiscal news: Ricco, 2015, Melosi et al, 2022

De Fiore, Lombardi, Pierres-Tejada Fiscal Stimulus Plans and Households’ Expectations 24 April 2025 6/28



Data: FRBNY Survey of Consumer Expectations

e US nationally representative household survey

Monthly coverage: Jan2013 to Mar2023

@ Online survey, rotating panel of approx 1300 household heads

Participation up to 12 months

Tracks individuals over time and provides household characteristics

@ Survey answers are collected on a daily basis with monthly frequency
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Data: Variables of interest

Overview of economic and financial expectations (12-months horizon)

Variable Name

Survey question

Answer format

Inflation

What do you expect the rate of inflation/deflation to be over the
next 12 months?

Percent change

Unemployment

What do you think is the percent chance that 12 months from
now the unemployment rate in the US will be higher than it is
now?

Probability, 0-100%

Earnings

What do you expect to have happened to your earnings on this
job, before taxes and deductions?

Percent change

Interest rate

What do you think is the percent chance that 12 months from
now the average interest rate on saving accounts will be higher
than it is now?

Probability, 0-100%

Government debt

Over the next 12 months by about what percent do you expect
the level of U.S. government debt to decrease/increase?

Percent change

Taxes

What do you expect to have happened to the total amount of
taxes you will have to pay, including federal, state and local in-
come, property and sales taxes?

Percent change
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Fiscal stimulus plans

@ CARES Act (2020), 10.4% of GDP
e 3fiscal plans in March: 8.2 bn (Phase l), 104 bn (Phase Il), and 2.2 tn (CARES)
o One-time cash payments to workers, families and businesses
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@ Tax Cuts and Jobs Act (2017), 9.8% of GDP

e Tax rates reduction for individuals, deductions and family tax credits

4
02 20 2017

October November December

@ American Rescue Plan (2021), 8.1% of GDP
o One-time checks to families, tax credits, unemployment benefits
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Google Trends index

An index of households’ evolving attention

@ Google Trends is a web-based tool measuring the relative popularity of
search queries over time

@ Maximum is normalised to 100, other searches are scaled accordingly

@ We build a Google trends index (GTl) based on fiscal stimulus, tax cut,
stimulus bill, stimulus package and one among "CARES/TCJA/ARP”

o GTlis simple average of the index for each individual word

o Candidate fiscal events are all local and global peaks in this index
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Google Trends index

Google trends index: CARES Act (2020)
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Google Trends index

Google trends index: Tax Cut and Jobs Act (2017)
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Google Trends index

Google trends index: American Rescue Plan (2021)
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Validating the Google trends index: FOMC meetings

@ How well does the Google Trends index tracks the key dates of monetary
policy announcements?

e

o GTl based on "monetary policy”, "FOMC”, "policy rate”, “interest rate”

Google Trends Index
US policy rate

Fo
1/1/2020 7/1/2020 1/1/2021 7/1/2021 1/1/2022 7/1/2022
Date

Google Trends index and FOMC dates

Notes. Vertical dashed lines: second day of FOMC meetings. Red line: FFR.
Black line: Google Trends index.
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Methodology

Baseline regression

Ays/,h =ay + ﬁwlw,h + Vwa,h +Ewh

w = window, h = household

° Ayfu - month-on-month change in the 12m-ahead-expectations in the
variables of interest, for household h over window w

o [, :“treatment” dummy (= 0 if the household responded before the
event date and 1 if up to w days after the event)

@ X, : set of controls (including latest data release of y at time of
response)

@ Events are local and global peaks of index
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CARES Act: inflation expectations

@ Insignificant impact for entire sample and around global max

Window length

3 days 5days 10days 15days 20 days

B 0.24 0.39 0.61 0.28 0.45
(0.807) (0.638) (0.455) (0.714) (0.488)

Observations 591 613 675 748 877
Treated households 37 59 121 196 325
R-squared 0.087 0.091 0.084 0.076 0.059
Notes: *p<0.1; *p<0.05; **p<0.01

In percentage points
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CARES Act: inflation expectations

12-months ahead inflation expectations: more window lengths

Percentage points

4 6 8 10 12 14 16 18 20
Days

Notes: Error intervals based on a 95% confidence level
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CARES Act: inflation expectations

@ Focus: impact around global max for financially literate households

e Financially literate: 5 out of 7 correct answers to financial questions

Window length

3days 5days 10days 15days 20days

B 1.53%  1.30%  1.67%*  1.60%* 157
(0.043) (0.056) (0.008) (0.008) (0.007)

Observations 404 417 460 514 591
Treated households 26 39 82 136 213
R-squared 0.137 0.127 0.134 0.099 0.082
Notes: *p<0.1; *p<0.05; *p<0.01

In percentage points
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CARES Act: inflation expectations

12-months ahead inflation expectations: more window lengths

34

Percentage points
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Days

Notes: Error intervals based on a 95% confidence level
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CARES Act: other variables

12-months ahead expectations

AAAAAAAAAA
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TCJA: inflation expectations

@ Insignificant impact for entire population and around global max

@ Results consistent with CARES Act

Window length

3days 5days 10days 15days 20 days

Buw 0.49 0.39 0.29 0.26 0.19
(0.160) (0.247) (0.364) (0.396) (0.537)

Observations 665 680 765 864 967
R-squared 0.117 0.109 0.089 0.065 0.060
Notes: *p<0.1; *p<0.05; **p<0.01

In percentage points
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TCJA: inflation expectations

@ Significant impact for financially literate households around global max

12-months ahead inflation expectations

Percentage points

4 6 8 10 12 14 16 18 20
Days
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TCJA: other variables

12-months ahead expectations
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ARP: inflation expectations

@ Insignificant impact around global max (11 March) also for financially
literate households

@ Counfounding effect: CPl release on 10/03 absorbs significance of ARP
announcement

e If we drop “last available CPI” control, [§ becomes significant
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Other confounding data releases?

For CARES and TCJA, no confounding CPI (or other macro) releases

Inflation Unemployment
News peak
release release
TCJA of 2017 20 December 13 December 8 December
CARES Act of 2020 25 March 11 March 6 March
ARP of 2021 11 March 10 March 5 March
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What about FOMC meetings?

(Uneventful) FOMC on 17 March, 6 days after ARP approval
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What about FOMC meetings?

Unscheduled, eventful FOMC on 23 March, 2 days before CARES approval
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Conclusions

Conclusions

@ Households’ expectations react to fiscal news around global peak of
attention, when law is passed by Congress or signed by President

@ Significant response observed only for financially literate households

© Expectations are consistent with main transmission channels

e Inflation, earnings, interest rates expected to rise, unemployment to fall

o Taxes expected to rise or fall depending on nature of fiscal stimulus

@ Households seem more sensitive to fiscal than monetary policy news
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Background Slides
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ARP: results for the other variables

12-months ahead expectations
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CARES Act - Persistence

@ Are results in longer windows driven by the initial responses?
@ CARES Act results excluding respondents in the first 7 days

12-months ahead expectations
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TCJA - Persistence

@ Are results in longer windows driven by the initial responses?
o TCJA results excluding respondents in the first 7 days

12-months ahead expectations

1.51

Percentage points
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Background slides

Alternative identfication: expectations in levels
CARES Act
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Note: Confidence intervals are calculated at the 95% confidence level.

Figure: Impact of the CARES Act on the level of inflation expectations
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The Georgia senate run-off of 2021

@ Fiscal surprise (Hazell and Hobler, 2025): 50% (50%) prob of Democrats
(Republicans) winning 2 seats in Georgia elections of Jan 2021

o Corresponding fiscal stimulus: 900 bn (zero)

[§ - Estimate of reaction of inflation expectations
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