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Motivation & Contribution

e Fiscal policy is a key contributor to macroeconomic developments

e Dual impact: directly (taxes, subsidies) & indirectly (expectations)
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e Fiscal policy is a key contributor to macroeconomic developments

e Dual impact: directly (taxes, subsidies) & indirectly (expectations)

Key contributions:

e Evidence on reaction to fiscal policy
e Isolation of fiscal news: attention indicator using Google Trends
e Contrast to FOMC reaction

e Policy relevance: underscores potency of fiscal announcements



Data, Methods & Findings



Data & Methods

Data:

e Survey of Consumer Expectations (SCE): monthly, 2013-2022, U.S. households

e Google Trends: normalized search volume for (“Fiscal stimulus”, “Tax cut”,
“Stimulus package”, “Stimulus bill", “CARES Act”, “Tax Cuts and Jobs Act”, and
“American Rescue Plan”)

e Focus on three fiscal events: CARES (2020), TCJA (2017), ARP (2021)
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Data:

e Survey of Consumer Expectations (SCE): monthly, 2013-2022, U.S. households
e Google Trends: normalized search volume for (“Fiscal stimulus”, “Tax cut”,
“Stimulus package”, “Stimulus bill", “CARES Act”, “Tax Cuts and Jobs Act”, and

“American Rescue Plan”)
e Focus on three fiscal events: CARES (2020), TCJA (2017), ARP (2021)

Empirical Strategy: Event windows around Google Trends global peaks

e Outcome: change in 12-month ahead expectations (inflation, unemployment, earnings,
taxes, debt)

e Treatment: expectations of respondents submitting after peak vs. before

e Controls: demographics, participation tenure, time between two responses, COVID

stringency, last released value



Main Findings

e CARES Act (2020): financially literate raise inflation expectation by ~ 1.5 pp
TCJA (2017): ~ 0.6 pp (financially literate)
ARP (2021): insignificant results

Beyond inflation expectations (unemployment, earnings, tax, debt, etc.)

Fiscal vs. Monetary News:

e FOMC meetings (Mar 23, 2020; Mar 17, 2021): no significant effect on household
inflation expectations

e Suggests higher salience of fiscal news for households
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Measuring Attention

Challenge: Identify attention to fiscal news
Solution: Google Trends Index

Comments:
e Selection of key words: justification, sensitivity

e What drives googling: confusion, complexity,
uncertainty, relevance...

e Proxying attention: Google Trends vs. media



Measuring Atte

Figure 1: For central bank news: (imperfectly) correlated
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Treatment Effects

A note on treatment ‘randomization’ and the interpretation of treatment effects...
e Self-selection: do events impact response intervals?
e Financially literate seem to answer more closely after attention peak
e Imperfect control: treatment assignment vs. compliance



Treatment Effects

A note on treatment ‘randomization’ and the interpretation of treatment effects...
e Self-selection: do events impact response intervals?
e Financially literate seem to answer more closely after attention peak
e Imperfect control: treatment assignment vs. compliance

D(1): informed if assigned?
D(0): informed if not assigned? No (D(1)=0) Yes (D(1)=1)

No (D(0)=0) Never-takers Compliers
Yes (D(0)=1) Defiers Always-takers

Estimand comparison:

ATE ITT
Formula A/T\E = \_/Dzl — VD:() I/ﬁ— = \_/Zzl — VZ:O
Regressor D (actual uptake) Z (assignment)
Interpretation  Effect of receiving treatment Effect of treatment




Findings |

Impressive result: significance already for 26

observations (CARES, w = 3, literate) 3
Comments (for any fiscal events): E: :
B,

e Effect heterogeneity: role of benefitting? &

4 6 8 10 12 14 16 18 20

e More cleanly identify shifts: unique Days
Window Observations Note: Confid intervals are calculated at the 95% d level.

Figure 10: Impact of CARES Act on inflation expectations for the financially literate sample

e Interpretation: normalize effects by shock

size



Findings Il

Results for ‘other macroeconomic variables’

Comments:

e Lacking shift in debt
expectations: sophistication?

e Lag shifting some expectations:

e Does transmission take time?

e Is attention peak correctly
identified?

e Did something else happen?
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Figure 11: Reaction of all expectations to the CARES Act of 2020



Findings Il

Confounders - Did something else happen?

e American Rescue Plan highlights sensitivity to ‘treatment’ date and other news
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Figure 15: Estimates of the reaction coefficient 4 obtained on the day of the CPI release of March

Figure 14: Impact of ARP announcement on inflation expectations for windows up to 30 days 10% one day before the signature of the ARP on March 117
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Figure 15: Estimates of the reaction coefficient 4 obtained on the day of the CPI release of March

Figure 14: Impact of ARP announcement on inflation expectations for windows up to 30 days 10% one day before the signature of the ARP on March 117

e Opportunity: Reduce noise by splitting sample by prior date (before vs. after releases)

Table 4: Summary of macro releases around the three fiscal stimulus plans considered

Fiscal news peak Inflation Unemployment

TCJA 20 December 13 December 8 December
CARES 25 March 11 March 6 March
ARP 11 March 10 March 5 March

e What about releases after ‘treatment’ (explaining lagged effects)?



Findings IV

Comparison to FOMC news
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Note: Confidence intervals are calculated at the 95% confidence level

Figure 18: Comparative results for inflation expectations between the FOMC meeting of 23 March
and the signature of the CARES Act on 25 March

Complexity: Impact of MP harder to decipher than FP — credible stronger effect of FP

Comments: I

e Why not use created FOMC Google Trends index to systematically
compare MP to FP (shows March 15, not 23, as MP attention peak)?

Google Trends Index

e CARES and FOMC: opposing impact on expectations?
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e Are effects insignificant regardless of financial literacy? “ 9
(a) Average index and FOMC dates



Strengths & Further Opportunities

Novel, powerful insights on understudied question

e Creative attention proxy to fiscal news
e Further validation of attention measure
e Rich micro data: individual panel responses & treatment identification

e Imperfect control and knowledge over treatment uptake — noise
e Treatment effect heterogeneity: role of benefitting from fiscal stimulus

Nuance: multiple fiscal events

e For comparison: normalize effect size by shock size
e Funding mix should matter for effects

e Comparison with MP

e Systematically: use MP attention peaks to strengthen comparison
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Final Remarks

e Important and new evidence, bridging fiscal events and household beliefs
e Demonstrates potent role of fiscal announcements in shaping expectations
e Some policy implications:

e Fiscal signaling tool: announcements themselves shape expectations

e In tandem: monetary communication and its assessment should consider fiscal news
e Given literacy gap: targeted fiscal communication to enhance policy effectiveness
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Thank youl!
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e Robustness: placebo tests, alternative windows

e Local peaks ‘robustness check’: potentially indicating too much noise/too few
treated

e Not always clear if full sample or only financially literate

e For other macroeconomic variables: is limitation to financially literate necessary?
Unemployment expectations should be more likely to shift for entire sample than inflation
expectations, given the patterns in the literature.

e Could be clearer: "“last inflation release” (in text, suggesting a date) vs. "last inflation
value” control (in table notes)?

e Text under figures ‘windows up to 30 days’ instead of 20
e Robust to two-way clustering of SEs at the month-state level?
Note: Figure 1 is taken from Ehrmann and Wabitsch (2022)
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