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What we do

• Novel empirical evidence on the transmission of fiscal shocks to
the firm’s employment, investment and balance sheet.

• We identify tax multipliers by including unanticipated narrative
tax shocks in panel VAR model.

• Panel includes sectoral level data (2-digit NACE classification)
for six EU countries (BE, DK, DU, FI, FR and IT).

• We provide evidence of heterogeneous responses across credit
constrained and unconstrained firms.

• Provide simpel theory to explain these findings.
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Main findings

• Tax based fiscal consolidations lower firm level employment and
investment, but raise labor productivity.

• Fiscal consolidations lead to higher firm leverage and also raise
cash holdings (liquid assets).

• However, financially constrained firms deleverage.

• Fiscal consolidations lowers investment by small and financially
constrained firms mostly.

• Evidence suggestive of cleansing effects of fiscal consolidations,
à la Caballero and Hammour (1994).
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Some related literature

There is a large literature studying the household effects of fiscal
shocks, but much less looking at firm level data.

• For example, Giavazzi and McMahon (2012), and Cloyne and
Surico (2016), study the households effects of fiscal shocks, and
find evidence of substantial heterogeneity;

• Briganti et al. (2018), study how fiscal shocks propagate on
the industrial network (upstream and downstream). Tax shocks
propagate downstream (supply shocks).

In contrast, lots of work on heterogeneous effects of monetary policy
shocks (recent HANK models and earlier empirical work).
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Panel VARX model
Baseline model


mc,t = Γ11 (L)mc,t−1 + αSc,t + Ψc,t + εmc,t

Xsc,t = Γ21 (L)mc,t−1 + Γ22 (L)Xsc,t−1 + β1Sc,t + Ωsc,t + εxsc,t

where Sc,t is the narrative based shocks, and with

mc,t =
[
∆τc,t πc,t uc,t gc,t

]′
,

and Xsc,t , a vector of country and sector variables including:

• employment and labor productivity growth;

• investment ratio;

• cash ratio (liquid assets) and leverage growth;

Finally, sector, country and time effects collected in Ωsc,t .
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Fiscal consolidation shocks (Alesina et al., 2019)
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The CompNET dataset

European dataset combining data from existing firm-level datasets
available at the national level.

National firm level data is aggregated at the sectoral level, using a
common methodology for the harmonization of variable definitions,
industry coverage and sampling procedure across countries.

This yields an unbalanced panel at the 2-digit NACE sectoral level
(55 sectors), for 6 countries and covering the period 2002-2013.
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The 2-digit NACE classification ⇒ 55 sectors (example Manufacturing)
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Estimated baseline model
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Fiscal Consolidation and the Aggregate Economy

note: 90% coverage confidence intervals obtained using the wild bootstrap method.
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Fiscal Consolidation and Firm Level Adjustment

note: 90% coverage confidence intervals obtained using the wild bootstrap method.
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Panel VARX model
Heterogeneous effects of fiscal consolidation

Xisc,t = Γ2 (L)

[
mc,t−1

Xsc,t−1

]
+β1Sc,t +β2 (Sc,tDi ) +δDi + Ωsc,t + εxisc,t ,

where Di is an indicator variable, which selects particular types of
firms.

We consider heterogeneous effects along the following dimensions:

• large and small firms;

• financially constrained and unconstrained firms.
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Small, medium and large firms (based on employment)
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Financially constrained and unconstrained firms (based on survey response)
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Fiscal Consolidation and Firm Level Adjustment (Small and Large Firms)
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Fiscal Consolidation and Firm Level Adjustment (Financially Constrained
Firms)
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Simple model

We propose simple model with the following ingredients:

• Heterogeneous firms (with endogenous exit dynamics);

• Debt financed working capital requirements.

• Borrowing constraints à la Kiyotaki and Moore (1997);

Fiscal consolidation leads to:

• Lower labor demand and employment;

• Higher labor productivity (reallocation across firms);

• Higher leverage for unconstrained firms;

• Cleansing effects (endogenous exit of least productive firms);

17/19



Firm’s problem

Heterogeneous plants face the problem

v
(
x it ; ai , k i

)
= max

n, `

[
λ (xt+1/p) + (1− λ) v

(
x it+1; ai , k i

) ]
,

subject to budget, working capital and borrowing constraints:

x it+1 = max
{
x it ; x it + (1− τ)πit

}
,

`+ x it ≥ n,

` ≤ φk i ,

with µ > 0, the cost of external liquidity, φ, λ ∈ (0, 1), and

πit = p
(
aik i

)1−α
nα − %− n − µ`.
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Firm’s employment

nit =



ηaik i , if unconstrained & unleveraged;

χηaik i , if unconstrained but leveraged, with χ ∈ (0, 1);

x it + φk i , if firm is credit constrained;

0, if plant exits;
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