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We show that positive surprise shocks reduce U.S. consumption inequality, whereas positive

news shocks increase it. A two-agent New Keynesian (TANK) model rationalises these

findings and highlights the role of monetary-fiscal regimes: in a monetary-led regime, news

and surprise shocks have opposite distributional effects similar to the empirical findings,

while in a fiscally-led regime both reduce consumption inequality. Our results demonstrate

that the distributional impact of fiscal policy depends critically on fiscal foresight and the

prevailing policy regime.

Keywords: consumption inequality, fiscal policy, news shocks, monetary-fiscal interaction,

TANK model

JEL Codes: C32, E21, E61, E62, E63

∗We thank Giacomo Mangiante and Pascal Meichtry for discussion and for sharing their data on consumption

inequality, and Cristiano Cantore, Simon Lloyd, Ricardo Reis, Tim Willems, as well as seminar participants at

the 57th Annual Conference of the Money, Macro and Finance (MMF) Society for helpful comments.
†Centre for Macroeconomics. Email: vedantadhamija@outlook.com
‡Newcastle University Business School. Email: francesco.fusari@newcastle.ac.uk
§Centre for Macroeconomics. Email: roshni.tara92@gmail.com



1 Introduction

Anticipation is a central feature of fiscal policy. Changes in government spending and taxation

are subject to legislative and implementation lags; they are typically announced well before

they take effect, so agents adjust their behaviour ahead of the actual policy change (see Leeper

et al., 2012, 2013, among others). These anticipation effects are quantitatively important and

can even dominate implementation dynamics. Anticipated tax cuts generate contractions prior

to implementation and expansions once enacted (Mertens and Ravn, 2011), and anticipated

spending increases are contractionary or expansionary at announcement depending on the

monetary-fiscal regime (Ascari et al., 2023). Fiscal shocks are thus inherently multi-dimensional,

comprising surprise and news components that propagate through distinct channels.

The distributional implications of fiscal anticipation, however, remain underexplored. The

existing evidence concerns surprise shocks, which reduce consumption inequality (e.g., Anderson

et al., 2016a), a finding rationalised in two-agent New Keynesian (TANK) models in which

hand-to-mouth households spend out of higher labour income while Ricardian households smooth

consumption (e.g., Gaĺı et al., 2007). Work on fiscal foresight is conducted in representative

agent settings where distributional questions cannot be posed, and previous work on fiscal policy

with household heterogeneity considers almost exclusively unanticipated shocks under a single,

implicitly monetary-led regime.

These distributional effects are worth understanding. Consumption inequality is a first-order

concern for welfare and policy, and spending is among the largest levers governments hold.

Even government spending with no redistributive intent reshapes the distribution in general

equilibrium, through labour income and real interest rates rather than by design, and therefore

through how monetary policy interacts with fiscal expansion. We take up precisely this question

and examine the intersection of three elements - household heterogeneity, fiscal foresight, and

the monetary-fiscal mix - which, to the best of our knowledge, has not yet been analysed.

In this paper, we examine the effects of government spending shocks on U.S. consumption

inequality, constructed from Consumer Expenditure Survey (CEX) microdata following Coibion

et al. (2017a). We identify shocks with the strategy of Forni and Gambetti (2016), which

combines a recursive scheme à la Blanchard and Perotti (2002) with revisions in Survey

of Professional Forecasters expectations to recover mutually orthogonal surprise and news

components. We show that the two components move inequality in opposite directions: a

positive surprise shock reduces consumption inequality, while a positive news shock increases it.

We rationalise these findings in the TANK framework of Bilbiie (2008, 2020) under two policy

mixes: a monetary-led regime, in which the central bank satisfies the Taylor principle, and

the government adheres to fiscal discipline, and a fiscally-led regime, in which fiscal policy is

exogenous, and the central bank accommodates it (Leeper, 1991).

The model delivers a transparent analytical characterisation. When hand-to-mouth income
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is more cyclical than that of savers, the equilibrium inequality response to either shock is

determined by the response of aggregate consumption: whenever it rises, inequality falls. News

and surprise shocks move consumption through different channels. Announced spending has not

yet entered any household’s budget, so a news shock affects consumption today only through

the expected path of real interest rates over the entire spending episode, and this path is

precisely what the policy regime determines.1 Implemented spending, by contrast, bids up

labour income immediately, benefiting hand-to-mouth households directly. This mechanism

is common to both monetary and fiscal regimes and implies that a surprise shock compresses

inequality whenever the output multiplier exceeds a threshold below unity (i.e., even under

moderate crowding-out of private consumption). Under our calibration, both regimes clear this

threshold, so surprise shocks reduce inequality in both, whereas the sign of the news effect is

entirely regime contingent.2

The novelty of our contribution is thus threefold. While forecast-revision measures of fiscal

foresight have been applied to the consumption distribution before (De Giorgi and Gambetti,

2012), we provide the first empirical evidence of the separate effects of mutually orthogonal

surprise and news shocks on consumption inequality. Theoretically, we characterise which

distributional effects of fiscal foresight depend on the monetary-fiscal mix and which do not.

News shocks affect inequality only through the expected real rate path, so the sign of the news

effect is governed by the policy regime. On the contrary, the direct labour income channel

of implemented spending is regime invariant in our framework. Finally, our results yield an

additional testable implication of the policy regime. The signature that Ascari et al. (2023)

identify in aggregate output during the anticipation period carries over to the cross-section,

so that distributional data through consumption inequality provide an additional source of

corroborating evidence on the prevailing policy mix.

Our work relates to two strands. The first is the empirical literature on the distributional

effects of government spending. Anderson et al. (2016a) use CEX data and the forecast-error

measure of Ramey (2011) and show that surprise spending increases reduce consumption

inequality. Ma (2019) finds that consumption rises for poor and falls for rich households, and

Dhital et al. (2023) document declines in income, consumption and expenditure inequality.

Evidence on anticipated shocks is limited to De Giorgi and Gambetti (2012), who do not jointly

identify orthogonal surprise and news components and focus on non-durable consumption.

1The analytical model establishes that the announcement effect is governed entirely by the cumulative expected

real rate; the quantitative model with government debt maps the two regimes into the sign of that object. Under

active monetary policy, the anticipated expansion implies persistently higher real rates once spending is elevated;

the cumulative expected tightening depresses consumption already at announcement, raising inequality. Under

an accommodative stance, expected real rates instead fall, so the same announcement reduces inequality.
2Our empirical results are obtained over a sample that the literature identifies with a monetary-led regime

(Ascari et al., 2023), and match the model’s predictions for that regime.
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We condition the distributional estimates on the shock’s anticipation status within a unified

identification and interpret them through the policy mix, the dimension which, at the aggregate

level, Ascari et al. (2023) show is required to reconcile otherwise conflicting VAR evidence.

The second strand is the analytical TANK literature following Bilbiie (2008, 2020) and its

application to anticipated spending under alternative regimes (Beck-Friis and Willems, 2017;

Ascari et al., 2023). A related body of work studies the redistributive effects of fiscal policy

in two-agent settings. Bilbiie et al. (2013) show how public debt redistributes in the presence

of borrowing constraints, and Cantore and Freund (2021) examine how the tax-versus-debt

financing mix shapes the consumption path when hand-to-mouth agents are only partially

constrained, though both consider unanticipated spending within a single monetary-led regime.

Our work is closest to Bilbiie et al. (2024), who study the optimal monetary-fiscal mix in a

TANK model with an inequality objective. We use their framework but characterise the positive

distributional effects of anticipated versus unanticipated spending. The channel through which

anticipation operates in our model - the effect of the expected real rate path on households with

different marginal propensities to consume - is the fiscal-foresight counterpart of the interest

rate exposure channel that Auclert (2019) identifies for monetary policy.3

The paper proceeds as follows. Section 2 presents the empirical evidence, and Section

3 develops the model. Section 4 examines the response to anticipated and unanticipated

government spending shocks, first analytically in Section 4.1 and then numerically in Section

4.2. Finally, Section 5 concludes.

2 Empirical analysis

2.1 Data

2.1.1 Macroeconomic variables

Our empirical analysis is based on U.S. quarterly data. We employ a medium-scale model which

includes eight macroeconomic and financial variables: (i) real federal government consumption

expenditures and gross investment; (ii) real GDP; (iii) the federal budget surplus as a share

of nominal GDP; (iv) 10-year Treasury constant maturity rate; (v) real exchange rate; (vi)

federal funds rate; (vii) corporate profits; (viii) consumer confidence. Data sources are detailed

3Our result is consistent with the neutrality benchmark of Auclert et al. (2024), under which the multiplier

is one, and heterogeneity is irrelevant given constant real rates and proportional taxation; it operates through

non-proportional income exposure and the real rate response of active policy, precisely the channels that the

benchmark shuts down. We work in TANK rather than HANK (e.g., Hagedorn et al., 2019) because its tractability

yields the closed-form sufficient statistic. The regime-uncertainty literature (e.g., Bianchi and Ilut, 2017; Bianchi

and Melosi, 2017) studies aggregate propagation under expected regime change rather than distributional

incidence.
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in Appendix A. Real variables are obtained by deflating nominal values with the GDP deflator.

In Appendix B.1, we validate our model specification with the test proposed by Forni and

Gambetti (2014), which evaluates whether the recursively identified government spending shock

can be predicted by principal components derived from a large macroeconomic dataset. The

outcome confirms that our baseline specification is informationally sufficient. In Appendix B.6,

we show that the results from our baseline model is consistent with those obtained by estimating

a factor-augmented VAR (FAVAR).

2.1.2 Household-level data

Consumption inequality is measured using the indexes in Coibion et al. (2017b), recently

extended by Mangiante and Meichtry (2025) until December 2019. They are obtained from

the CEX, which is the most granular source of information on U.S. household consumption.

The CEX is a monthly rotating panel in which households are interviewed once per quarter,

for up to five consecutive quarters. In each round, respondents report expenditure for the

three months preceding the interview. Consumption is defined as the sum of non-durables,

services, and selected durable goods, such as household appliances, televisions, and furniture.

Expenditure on large durables, such as house and car purchases, is excluded, as it resembles

a form of investment rather than consumption. Our main measure of consumption inequality

is the cross-sectional standard deviation of household-level real consumption, denoted by csdt .

Alternative indicators are considered in the Appendix.

2.1.3 Fiscal news

To identify news shocks to government spending, we follow the identification strategy of Forni

and Gambetti (2016), which hinges on data from the Survey of Professional Forecasters (SPF).

This is a quarterly survey conducted by the Federal Reserve Bank of Philadelphia, which

collects expectations from professional economists about key U.S. macroeconomic series, such

as GDP growth, inflation, unemployment, and government spending. Forni and Gambetti

(2016) exploit SPF forecasts for government spending growth to derive a series that is affected

contemporaneously by the fiscal news shock. This variable is later included into a VAR, ordered

second after government spending. The surprise and news shocks are then identified as the first

and second shock of the Cholesky decomposition, respectively.

We rely on two alternative news series. The first is defined as

Ft(1, H) =
H∑

h=1

ÊI
t ∆gt+h, (2.1)

where ÊI
t∆gt+h is the h-quarter-ahead median SPF forecast for government spending growth.

The first index of Ft denotes the starting horizon of the summation, and the second is the
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terminal horizon H. The second measure captures forecast revisions:

nt(1, H) = Ft(1, H)− Ft−1(2, H + 1). (2.2)

Here Ft−1(2, H + 1) sums forecasts from horizon 2 to H + 1 as of t− 1, so the two terms cover

the same calendar quarters t+ 1 through t+H. The difference nt(1, H) therefore isolates the

revision in expected cumulative spending growth over that window between consecutive survey

rounds. Following Forni and Gambetti (2016), we employ Ft(1, H) in our baseline model, with

H = 4. Our findings are robust to using the measure nt(1, H), as detailed in Appendix B.4.

2.2 Results

Figures 1 and 2 report the results from the medium-scale VAR model for the main variables.

The complete set of IRFs is reported in Appendix B.1.4 The sample goes from 1981Q4 to

2019Q4; the start date is dictated by the availability of SPF forecasts and the sample ends

before the Covid-19 outbreak. The model is estimated using Bayesian techniques, specifically

using uninformative Normal-Inverse-Wishart priors, four lags and an intercept. Surprise and

news shocks to government spending are identified as the first two shocks in the Cholesky

decomposition (Forni and Gambetti, 2016).

Figure 1: IRFs to a government spending surprise shock.
Notes: IRFs for selected variables. Black line is the median response. Shaded bands are 68% confidence intervals.

Figure 2: IRFs to a government spending news shock.

Notes: IRFs for selected variables. Black line is the median response. Shaded bands are 68% confidence intervals.

4The medium-scale VAR model consists of the variables described in 2.1.1, along with Ft(1, 4), ordered second

after government spending, and csdt .
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There is a stark difference in the transmission of the two shocks to government spending

and consumption inequality. After a surprise shock, spending increases on impact but then

gradually decreases. On the contrary, government spending rises progressively after a news

shock, peaking after about two years. As already well-documented in the empirical literature

(e.g., Anderson et al., 2016b; Ma, 2019), a surprise shock reduces consumption inequality. A

news shock, on the other hand, increases consumption inequality. This is a novel finding in the

empirical literature on government spending, and suggests that fiscal anticipation plays a key

role in shaping the response of the consumption distribution.

In Appendix B, we discuss various departures from our baseline model, which confirm the

results presented in this section. In particular, the results are robust to (i) replacing Ft(1, 4)

with nt(1, 4); (ii) replacing csdt with the Gini coefficient and the difference between the 90th and

10th percentile of the consumption distribution; (iii) estimating a FAVAR.

3 Model

The model is based on the canonical TANK framework pioneered by Gaĺı et al. (2007) and

Bilbiie (2008). Given our focus on government spending shocks, we abstract from physical

capital and include a fiscal sector as in the former. The model consists of a household block

with two types of households differing in their access to asset markets, a production block facing

nominal frictions, government, and the central bank. We analyse the impact of government

spending shocks under two regimes: the monetary-led regime, wherein the government adheres

to fiscal discipline and the central bank follows the Taylor Principle, and the fiscally-led regime,

in which fiscal policy is exogenous, while the central bank accommodates it by passively setting

interest rates (Leeper, 1991). We show that the regimes yield contrasting distributional effects

of government spending surprise and news shocks.

3.1 Households

There is a continuum of households of measure one, comprising a share λ of hand-to-mouth

households, who hold no assets, and a share 1− λ of savers, who have unconstrained access to

asset markets. Savers are forward-looking and smooth consumption, as they can trade in a

complete set of state-contingent securities. Both types derive utility from consumption C and

disutility from supplying labour L, and choose labour supply optimally, earning wage income.

Only savers own shares in firms and therefore receive (a share of) profits. Government bonds

are also held exclusively by savers.
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Savers (S): Savers are Ricardian agents who discount the future at rate βS and maximise

E0

∞∑
t=0

(
βS
)t((CS

t )
1−1/σ − 1

1− 1/σ
− (LS

t )
1+η

1 + η

)
, (3.1)

where σ is the elasticity of intertemporal substitution and η is the inverse Frisch elasticity of

labour supply, subject to the real budget constraint

CS
t +

BG
t

1− λ
=

RN
t−1

πt

BG
t−1

1− λ
+WtL

S
t +

1− τD

1− λ
Dt −

1− α

1− λ
Tt. (3.2)

They earn a real wage Wt and receive a share
(
1− τD

)
/(1 − λ) of aggregate real profits Dt

from monopolistically competitive firms, where τD ∈ [0, 1] is the parameter governing the

redistribution of profits towards hand-to-mouth households. Tt denotes aggregate lump-sum

taxes, of which savers pay a share (1 − α)/(1 − λ), BG
t denotes government bonds, RN

t is

the gross nominal interest rate, and πt ≡ Pt/Pt−1 is gross inflation. The savers’ optimality

conditions are

1

(CS
t )

1/σ
= βSEt

[
RN

t

πt+1 (CS
t+1)

1/σ

]
, (3.3)

and

Wt = (LS
t )

η
(
CS
t

)1/σ
. (3.4)

Hand-to-mouth households (H): The preferences of these households are identical to those of

savers. Since they do not participate in asset markets, they consume their labour income net of

taxes each period. Their behaviour is therefore fully characterised by the budget constraint and

the labour supply condition

CH
t = WtL

H
t +

τD

λ
Dt −

α

λ
Tt, (3.5)

Wt = (LH
t )η(CH

t )1/σ, (3.6)

where α/λ is the H households’ share of lump-sum taxes.

3.2 Firms

The production block of the model is relatively standard. The model incorporates two types of

firms, monopolistically competitive producers of differentiated intermediate goods and perfectly

competitive final goods producers. The final goods sector aggregates intermediate varieties with
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a CES technology with elasticity of substitution ε > 1. Intermediate producer z operates the

constant-returns technology Yt(z) = Lt(z), where labour is supplied by both household types,

so real marginal cost equals the real wage, MCt = Wt.

Intermediate producers face price rigidity as in Calvo (1983), where each period a firm resets

its price with probability 1 − θ. Firms receive an employment subsidy at rate τ s, financed

by a lump-sum tax on firms equal to the subsidy received, such that this alters marginal

incentives without affecting distributed profits. A resetting firm chooses P ∗
t (z) to maximise the

expected present discounted value of profits, discounted by the savers’ stochastic discount factor

Λt,t+k ≡ (βS)k
(
CS
t+k/C

S
t

)−1/σ
. The optimality condition for price setting is

∞∑
k=0

θk Et

[
Λt,t+k

(
P ∗
t (z)

Pt+k
− ε

ε− 1
(1− τ s)MCt+k

)
Y ∗
t+k(z)

]
= 0, (3.7)

where ε/(ε − 1) is the desired gross markup. We set 1 − τ s = (ε − 1)/ε which eliminates

the steady-state markup distortion. Defining the average realised markup as Xt ≡ 1/MCt,

aggregate real profits paid to households are

Dt =

(
1− 1

Xt

)
Yt. (3.8)

3.3 Fiscal policy

The government spends Gt, levies lump-sum taxes on households Tt, and issues one-period bonds

BG
t , which are held by Ricardian households only. The fiscal block comprises the intertemporal

budget constraint, a tax rule, and an AR(1) process for government spending, given by

BG
t =

RN
t−1

πt
BG

t−1 +Gt − Tt, (3.9)

log

(
Tt

T

)
= log

(
Tt−1

T

)ρT

+ log

(
BG

t−1

BG

)(1−ρT )ϕTB

+ log

(
Gt

G

)(1−ρT )ϕTG

+ ϵT , (3.10)

log

(
Gt

G

)
= log

(
Gt−1

G

)ρG

+ ϵG,t−j (3.11)

where variables without time subscripts denote steady-state values, ϵG,t−j is an iid government

spending shock with j ≥ 0, where j = 0 denotes an unanticipated (surprise) shock and j > 0

denotes an anticipated (news) shock to government spending, and ϵT is the iid tax shock.
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3.4 Monetary policy

The central bank follows a Taylor-type rule setting nominal interest rates in response to inflation

and output as follows

log

(
RN

t

RN

)
= log

(
RN

t−1

RN

)ρR

+ log
(πt
π

)(1−ρR)ϕπ

+ log

(
yt
y

)(1−ρR)ϕy

+ ϵR,t, (3.12)

where ρR is the interest rate smoothing parameter, ϕπ and ϕy are the responsiveness coefficients

with ρR, ϕπ, ϕy ≥ 0, and ϵR is an iid monetary policy shock. The monetary-led regime

corresponds to ϕπ > 1 combined with a tax rule that stabilises debt (ϕTB sufficiently large);

the fiscally-led regime corresponds to ϕπ < 1 with fiscal policy that does not stabilise debt.

3.5 Market clearing and equilibrium

In equilibrium, all agents except the monopolistic price setters take prices and the evolution

of exogenous processes as given. A rational expectations equilibrium is a sequence of prices

and quantities such that all optimality conditions hold and all markets clear at every date t.

Goods market clearing requires (1− λ)CS
t + λCH

t +Gt = Yt, labour market clearing requires

(1− λ)LS
t + λLH

t = Lt, and bond market clearing requires that savers hold the entire stock of

government debt, which is imposed directly in the savers’ budget constraint (3.2).

We solve the model around a symmetric zero-inflation steady state. The employment subsidy

τ s introduced above eliminates the markup distortion, so that W = MC = 1 and steady-state

profits are zero. Steady state taxes then satisfy T = G+
(
1/βS − 1

)
BG, and the two household

types have identical steady state consumption, CH = CS = C, if and only if the tax shares

satisfy

α = λ
G

T
≤ λ, (3.13)

where the strict equality holds if and only if BG = 0. Lowercase letters denote log deviations

from steady state, except for dt ≡ (Dt − D)/Y which is expressed as deviations relative to

steady-state output. We impose (3.13) throughout, which also ensures that the log-linear

aggregators ct = (1− λ)cSt + λcHt and lt = (1− λ)lSt + λlHt hold with population weights. The

real interest rate is rt ≡ rNt − Etπt+1, where rNt denotes the log deviation of the nominal rate.

The log-linearised model is summarised in Table 1.

4 Anticipated and unanticipated government spending shocks

4.1 An analytical illustration

In this section, we provide a simple analytical characterisation of the impact of government

spending surprise and news shocks on consumption inequality. To keep the algebra transparent,
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Table 1: Summary of the log-linearised model

Description Equation

Budget constraint, H CH

Y cHt = WLH

Y

(
wt + lHt

)
+ τD

λ dt − α
λ
T
Y tt

Euler equation, S cSt = Etc
S
t+1 − σrt

Labour supply (i ∈ {S,H}) η lit = wt − 1
σ cit

Aggregate consumption ct = (1− λ)cSt + λcHt

Aggregate labour lt = (1− λ)lSt + λlHt

Fisher equation rt = rNt − Etπt+1

Aggregate output yt =
C
Y ct +

G
Y gt

Production function yt = lt

Real marginal cost mct = wt

Profits dt = −wt

Phillips curve πt = βSEtπt+1 + κmct, κ ≡ (1−θ)(1−βSθ)
θ

Government budget constraint bGt = 1
βS

(
bGt−1 + rNt−1 − πt

)
+ G

BG gt − T
BG tt

Tax rule tt = ρT tt−1 + (1− ρT )
(
ϕTBb

G
t−1 + ϕTGgt

)
+ εT,t

Government spending gt = ρG gt−1 + εG,t−j , j ≥ 0

Taylor rule rNt = ρR rNt−1 + (1− ρR) (ϕππt + ϕyyt) + εR,t

we abstract from steady-state government spending and debt, so that the consumption share is

unity, C/Y = 1, and we redefine g̃t ≡ (Gt −G)/Y and t̃t ≡ (Tt − T )/Y as deviations scaled by

steady-state output. Goods market clearing is then yt = ct + g̃t.

Define consumption inequality between savers and hand-to-mouth households as γSHt ≡
cSt − cHt . Combining the hand-to-mouth budget constraint and labour supply condition with

goods and labour market clearing yields

γSHt =
1− χ

1− λ
ct − zχq g̃t +

α

λ
zq t̃t, (4.1)

where

χ ≡
(
1− τD

λ

)
η + 1, q ≡ 1

1− λ
, z ≡ ησ

1 + ησ
, m̄ ≡ 1− z =

1

1 + ησ
.

The composite parameter χ represents the cyclicality of H income through the extent of

profit redistribution τD, as in Bilbiie (2020). Hand-to-mouth consumption is more cyclical

than aggregate consumption (χ > 1) when profits are redistributed less than proportionately

(τD < λ), generating countercyclical inequality. This is the empirically relevant case that
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generates aggregate demand amplification relative to RANK and raises multipliers (Bilbiie,

2025) and we maintain the following Assumption A.1 throughout.

Assumption A.1 Inequality is countercyclical, χ > 1, and the economy satisfies the standard

aggregate demand condition λχ < 1, which rules out the inverted aggregate demand logic (IADL)

(Bilbiie, 2008, 2020).

Combining the savers’ Euler equation and labour supply condition with market clearing yields

the aggregate (log-linearised) IS equation

ct = Etct+1 +
λχz

1− λχ
(g̃t − Etg̃t+1)−

λz

1− λχ

α

λ

(
t̃t − Ett̃t+1

)
− σ

1− λ

1− λχ
rt. (4.2)

Assume the government runs a balanced budget, such that g̃t = t̃t.
5 Since BG = 0 here,

(3.13) implies uniform taxation, α = λ. Iterating (4.2) forward, under these restrictions, to a

finite horizon N gives

ct = Etct+N − λz(χ− 1)

1− λχ

N−1∑
j=0

Et (g̃t+j+1 − g̃t+j)− σ
1− λ

1− λχ

N−1∑
j=0

Et rt+j , (4.3)

where the spending terms telescope:
∑N−1

j=0 Et (g̃t+j+1 − g̃t+j) = Etg̃t+N − g̃t. Substituting (4.3)

into (4.1) under the balanced budget yields

γSHt =
1− χ

1− λ

Etct+N − λz(χ− 1)

1− λχ
(Etg̃t+N − g̃t)− σ

1− λ

1− λχ

N−1∑
j=0

Et rt+j

− z(χ− 1)q g̃t.

(4.4)

Equation (4.4) delivers a first, partial equilibrium response of consumption inequality to

government spending surprise and news shocks. Before proceeding, we fix the experiment to

which all derivatives below refer. News and surprise shocks correspond to the innovation εG,t in

(3.11), with anticipation lag j = N for news and j = 0 for a surprise. The innovation moves the

relevant spending term one-for-one, dE0g̃N/dεG,0 = 1 for news and dg̃0/dεG,0 = 1 for a surprise,

so we express all derivatives with respect to E0g̃N and g̃0, respectively.
6 Holding expected

5Equation (4.2) is the aggregate IS curve with fiscal policy; under a balanced budget it is same as the one in

Bilbiie (2020). We retain the general form because the quantitative model below features debt-financed spending

and a tax rule, so that t̃t ̸= g̃t.
6This preserves the conventional multiplier interpretation of dy0/dg̃0, and every statement below is equivalent

to the corresponding derivative with respect to the innovation. With ρG > 0 the perturbation moves the entire

expected spending path {E0g̃N+k}k≥0; the results below are unaffected, since they condition only on the induced

consumption response.
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future consumption and the real rate path fixed, the ceteris paribus impact effects are:

∂γSH0

∂g̃N
=

(χ− 1)2

1− λ

λz

1− λχ
> 0 and

∂γSH0

∂g̃0
= −(χ− 1)2

1− λ

λz

1− λχ
−z(χ−1)q < 0. (4.5)

This suggests that, when Assumption A.1 holds, anticipated spending increases inequality on

announcement while realised spending compresses it. The following propositions characterise

the general equilibrium responses, and show that they are fully summarised by the response of

aggregate consumption.

Proposition 1 (News shocks) Consider a pure government spending news shock at t = 0:

a marginal increase in expected future spending E0g̃N , with no contemporaneous change in g̃0

(and, by the balanced budget, t̃0). The equilibrium announcement effect on inequality satisfies

dγSH0

dg̃N
= −χ− 1

1− λ

dc0
dg̃N

. (4.6)

Under Assumption A.1, inequality rises on announcement if and only if aggregate consumption

falls on announcement.

Proof. With g̃0 = t̃0 = 0, equation (4.1) reduces to γSH0 = 1−χ
1−λc0. Differentiating with respect

to g̃N gives the first equality, and the sign follows from χ > 1.

Proposition 2 (Surprise shocks) Consider a government spending surprise shock at t = 0: a

realised marginal increase in g̃0, financed contemporaneously by t̃0 = g̃0. The equilibrium impact

effect on inequality satisfies

dγSH0

dg̃0
= −χ− 1

1− λ

(
dc0
dg̃0

+ z

)
= −χ− 1

1− λ

(
dy0
dg̃0

− m̄

)
. (4.7)

Under assumption A.1, inequality falls on impact if and only if the impact output multiplier

exceeds m̄; a positive consumption multiplier is sufficient but not necessary.

Proof. With t̃0 = g̃0 and α = λ, equation (4.1) gives γSH0 = 1−χ
1−λc0−z(χ−1)q g̃0. Differentiating

and using q = 1/(1− λ) delivers the first equality, and goods market clearing, y0 = c0 + g̃0, the

second.

Note that the thresholds in Propositions 1 and 2 differ: a news shock compresses inequality

only if it raises aggregate consumption, whereas a surprise shock does so even under moderate

consumption crowding out (dc0/dg̃0 > −z). The wedge, of size z(χ− 1)q per unit of spending,

reflects the labour income channel of implemented spending. A realised fiscal expansion bids up

labour income, which under A.1 accrues disproportionately to H households. Spending that is

announced but not yet implemented only affects inequality through general equilibrium effects

in this economy. Under procyclical inequality (χ < 1), all signs in Propositions 1 and 2 reverse.
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4.1.1 Evaluating the consumption response: the role of the policy regime

Propositions 1 and 2 reduce the distributional question to the behaviour of aggregate consumption

at t = 0, which we now evaluate. For the news shock, we iterate (4.3) to the implementation

date, that is, we set the truncation horizon equal to the anticipation lag N . The identity holds

for any truncation horizon; this choice places the boundary at the implementation date, so that

ΨG below isolates the effect of spending announced but not yet in place. The impact response

then decomposes into three effects:

dc0
dg̃N

=
dE0cN
dg̃N︸ ︷︷ ︸
ΨC

− λz(χ− 1)

1− λχ︸ ︷︷ ︸
ΨG

−σ
1− λ

1− λχ

d
∑N−1

j=0 E0 rj

dg̃N︸ ︷︷ ︸
ΨR

, (4.8)

where ΨC captures the effect of expected consumption at the implementation date N on

consumption at the announcement date, ΨG is the direct marginal effect of spending announced

today but implemented N periods ahead, and ΨR is the effect of the revision in expected real

rates over the interim, which alters the relative price of consumption today versus the future.

Relative to a representative agent benchmark (λ = 0), the intertemporal substitution channel

is amplified by the factor 1−λ
1−λχ > 1 under A.1, while the direct channel ΨG = λz(χ−1)

1−λχ has no

counterpart; the latter is purely redistributive and vanishes when λ = 0 or χ = 1.

The first two channels largely offset. Iterating the balanced-budget IS equation from the

implementation date N onwards implies, for a transitory shock (with limT→∞E0cT = 0), that

ΨC = ΨG−σ 1−λ
1−λχ

d
∑∞

j=N E0 rj
dg̃N

, since the spending terms beyond N telescope to E0g̃∞−E0g̃N =

−E0g̃N . Substituting into (4.8), the direct terms cancel and

dc0
dg̃N

= −σ
1− λ

1− λχ

d
∑∞

j=0E0 rj

dg̃N
. (4.9)

Note that (4.9) does not require ρG = 0: the telescoping depends only on the endpoints of the

expected spending path, so the result holds for any ρG ∈ [0, 1).

The impact effect of a news shock on aggregate consumption is thus governed entirely by the

cumulative expected real rate response. Two features of equation (4.9) merit emphasis. First, the

summation now runs over the entire horizon rather than the N periods preceding implementation.

Iterating beyond the implementation date makes explicit the post-implementation rate responses

previously embedded in the expected consumption term ΨC , and it is precisely this merging

of the two partial sums that eliminates the direct spending terms. Second, the distinction

is economically substantive, not merely notational. The post-implementation segment of the

rate path is typically the dominant one; under a Taylor rule, real rates respond most strongly

once spending is actually elevated, from date N onwards, whereas the anticipatory response

over the interim is comparatively modest, and may be overpowered. A truncated version
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of (4.9) summing only to N − 1 would therefore attribute the announcement effect solely

to the anticipatory rate response and miss the larger part of the intertemporal substitution

channel. The expected rate path during the spending episode reaches back to consumption,

and hence, by Proposition 1, to inequality, at the announcement date. Since the policy regime

principally governs monetary policy while spending is elevated, it is the regime that determines

the distributional effect of news. Combining this observation with Proposition 1 delivers our

main result, described as follows:

Corollary 1 (Policy regimes and news shocks) For a transitory news shock, combining

Proposition 1 with equation (4.9) yields

dγSH0

dg̃N
=

σ(χ− 1)

1− λχ

d
∑∞

j=0E0 rj

dg̃N
. (4.10)

The announcement effect on inequality is governed entirely by the cumulative expected real

rate response. A news shock raises inequality if and only if it raises the cumulative expected

real rate. The policy regime therefore determines the sign: in the monetary-led regime, the

anticipated fiscal expansion raises expected real rates, so a news shock raises inequality; in the

fiscally-led regime, the accommodative path lowers rates, so a news shock reduces inequality.7

For the surprise shock, iterating (4.3) to the infinite horizon rather than to N delivers the

analogous decomposition

dc0
dg̃0

=
λz(χ− 1)

1− λχ︸ ︷︷ ︸
ΨGG

−σ
1− λ

1− λχ

d
∑∞

j=0E0 rj

dg̃0︸ ︷︷ ︸
ΨRR

, (4.11)

where ΨGG is the direct demand effect of government spending on consumption and ΨRR the

associated cumulative real rate response. As in (4.9), the expected consumption term vanishes

for a transitory shock and the spending terms telescope, here to − (E0g̃∞ − g̃0) = g̃0, so (4.11)

holds for any ρG ∈ [0, 1). Under assumption A.1, ΨGG > 0 and the consumption multiplier is

the direct effect net of the induced real rate response.8

7The transitory shock conditions (limT→∞ E0cT = 0) and the absence of endogenous state variables hold

exactly in the balanced-budget economy of this section, which is silent on how the two regimes are implemented.

With zero steady state debt, there is no fiscal backing, so the regime distinction is meaningful only in the full

model with debt, where ϕπ < 1 is paired with non-stabilising taxes. Equation (4.10) then holds approximately,

and the quantitative analysis in the next section confirms that the cumulative real rate response remains the

dominant determinant of the announcement effect. Here the regimes should be read as shorthand for the sign of

d
∑

j≥0 E0rj/dg̃N , which the full model delivers.
8A close analogue of this result exists in the monetary domain. Equation (4.10) is the fiscal counterpart of the

inequality expression in Mangiante and Meichtry (2025). The common structure is not coincidental; in a TANK

economy, any shock reaches H households, and therefore inequality, at the announcement date only through

the savers’ intertemporal margin. What differs is what moves that margin. In their setting it is a transfer rule

responding to debt service, so anticipation matters because interest payments rise only at implementation. Here

it is the policy regime, which determines the sign of the expected rate path while spending is elevated.
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The policy regime again determines which force prevails, now through the threshold of

Proposition 2. In the fiscally-led regime, the passive interest rate response mutes ΨRR, so the

multiplier approaches its fixed-rate value 1 + ΨGG, the spending multiplier of Bilbiie (2020)

under uniform taxation, which, under A.1, exceeds unity and hence m̄ such that a surprise

expansion compresses inequality. In the monetary-led regime, the active Taylor rule raises

real rates in response to the fiscal expansion, shrinking the multiplier towards, and, for a

sufficiently aggressive stance, below the threshold m̄, at which point a surprise expansion raises

inequality despite the direct labour income channel.9 The two regimes thus generate contrasting

distributional effects for both types of shocks, which we illustrate through our numerical results

in the next subsection.

4.2 Numerical Results

We now examine the general equilibrium responses to government spending surprise and news

shocks under the two policy regimes in the full model with government debt, and assess how

the analytical results of Section 4.1 carry over once the balanced-budget assumption is relaxed.

Table 2 reports the calibration set at the quarterly frequency. We assume log utility (σ = 1)

and a unitary Frisch elasticity of labour supply (η = 1). The steady-state share of government

spending in output (20%) and the debt-to-annual-GDP ratio (57%) match U.S. averages over

1984–2018. The share of hand-to-mouth households is λ = 0.3, and profits are not redistributed

to hand-to-mouth households (τD = 0), so that the composite governing the cyclicality of

inequality is χ = 1+ η = 2 and λχ = 0.6, such that assumption A.1 (χ > 1, λχ < 1) is satisfied,

and the propositions of Section 4.1 apply. News shocks are announced N = 4 quarters before

implementation. In the monetary-led regime (regime M), the Taylor rule coefficient on inflation

is ϕπ = 1.5 and taxes respond to debt and spending with ϕTB = 0.33 and ϕTG = 0.1, as in Gaĺı

et al. (2007). In the fiscally-led regime (regime F ), monetary policy is passive, ϕπ = 0.9, and

taxes are unresponsive, ϕTB = ϕTG = 0.

The two regimes are defined as in Section 3. In regime M , the central bank satisfies the

Taylor principle, and the fiscal authority stabilises debt, so that government spending is backed

by future surpluses. In regime F , fiscal policy is active, and the central bank accommodates it,

so that spending expansions are unbacked. Propositions 1 and 2 imply that the distributional

effects of the two shocks are fully summarised by the responses of aggregate consumption and

output, and Corollary 1 implies that, for news shocks, the sign of the inequality response is

governed by the cumulative expected real rate response. The numerical results confirm the

same. In regime M , surprise and news shocks have contrasting distributional effects; surprise

shocks reduce consumption inequality while news shocks raise it upon announcement, whereas

9The threshold is the share of a unit of spending that is not absorbed by the labour supply-induced income

gain, so it tightens as labour supply becomes less elastic or intertemporal substitution weaker.
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Table 2: Calibration

Parameter Interpretation Value

βS Saver discount factor 0.99

λ Population share of hand-to-mouth households 0.3

σ Elasticity of intertemporal substitution 1

η Inverse Frisch elasticity of labour supply 1

τD Profit redistribution to hand-to-mouth households 0

X Steady-state markup 1.05

θ Calvo parameter 0.75

G/Y Steady-state government spending-to-GDP ratio 0.2

B/4Y Steady-state debt-to-annual-GDP ratio 0.57

N Anticipation horizon of news shocks (quarters) 4

ρR Interest-rate smoothing 0.8

ρT Tax rule persistence 0

ρG Government spending persistence 0.9

σG Government spending shock standard deviation 0.01

Implied: χ = 2, λχ = 0.6 (Assumption A.1 satisfied).

in regime F both shocks compress inequality. These are described in detail below.

4.2.1 Monetary-led regime

Figure 3 displays the responses to surprise and news shocks in regime M , and Figure 4 the

corresponding responses of consumption inequality, γSHt = cSt − cHt .

A surprise government spending shock raises aggregate demand and, due to sticky prices,

inflation, wages, and hours worked increase. Taxes and government debt increase, and the central

bank raises the policy rate. Savers, who internalise the higher present value of government

borrowing, reduce consumption and absorb the new debt issuance. Hand-to-mouth households

instead consume out of the higher labour income generated by the expansion. This is the direct

labour-income channel of implemented spending identified in Proposition 2. Because H income

is more cyclical than that of savers (χ > 1), the wage expansion compresses the consumption

gap between the two groups, and inequality falls on impact (Figure 4). Aggregate private

consumption is mildly crowded in on impact before turning negative as the fiscal expansion

is absorbed. In either phase, the output response comfortably satisfies the sign condition of

Proposition 2.10

A news shock in regime M is contractionary during the anticipation period as consumption,

10In the full model, the relevant output response threshold differs from the balanced-budget value 1/(1 + η) of

Proposition 2, since contemporaneous taxes no longer fall on H households one-for-one with spending. The sign

of the inequality response, rather than the threshold formula, is therefore the object of interest in the full model.
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Figure 3: Regime M: responses to surprise and news government spending shocks

Notes: Impulse responses to an anticipated (news, announced N = 4 quarters ahead) and an

unanticipated (surprise) government spending shock in the monetary-led regime. All series are in

per cent deviations from steady state, except the interest rate, which is in absolute deviations. The

vertical line marks the implementation date of the news shock.
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Figure 4: Regime M: response of consumption inequality

Notes: Impulse response of consumption inequality between savers and hand-to-mouth households,

γSH
t = cSt − cHt , to an anticipated (news, announced N = 4 quarters ahead) and an unanticipated

(surprise) government spending shock in the monetary-led regime. The vertical line marks the

implementation date of the news shock.
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output, hours, and wages all fall ahead of implementation, echoing the aggregate findings of

Ascari et al. (2023). The mechanism is the one identified in Corollary 1. Announced spending

has not yet entered the households’ budget, so it moves current consumption only through the

expected path of real interest rates. Under the active rule, households anticipate higher real

rates once spending is elevated, and the present value of this expected tightening depresses

savers’ demand already at announcement. The induced contraction lowers wages, which

hurts hand-to-mouth households disproportionately, while savers are partially insulated by the

countercyclical increase in profits. Consumption inequality therefore rises upon announcement

(Figure 4). Once spending is implemented, the direct labour-income channel switches on and

inequality falls, tracing a trajectory similar to that of the surprise shock. This reversal at

the implementation date is exactly the asymmetry highlighted in the previous subsection,

which attributes the wedge between news and surprise shocks to a channel that exists only for

implemented spending.

Two features of the interest rate responses illustrate how Corollary 1 operates in general

equilibrium. First, the nominal policy rate falls on announcement of the news shock. This is

not monetary accommodation. The anticipation period contraction lowers inflation and output,

and the Taylor rule prescribes a lower nominal rate in response. The cumulative expected real

rate, by contrast, rises, dominated by the implementation phase in which spending is elevated,

inflation is positive, and the active rule keeps real rates persistently high. It is this cumulative

object, not the impact nominal response, that Corollary 1 identifies as the sufficient statistic.

The announcement-date fall in consumption reflects the present value of the entire expected

tightening, while the impact rate cut merely cushions it. Second, this decomposition cautions

against inferring the policy regime from the impact response of the policy rate, which is an

endogenous outcome of the contraction rather than a measure of the policy stance.

4.2.2 Fiscally-led regime

Figure 5 displays the responses in regime F , and Figure 6 the corresponding inequality responses.

The two shocks now produce responses that are not just qualitatively similar but nearly identical,

with no distinct anticipation phase for the news shock. The reason is that the operative channel

is a revaluation that occurs at the announcement itself. Spending expansions are unbacked as

taxes never adjust, so the announcement raises the present value of deficits, and equilibrium

requires an immediate rise in the price level that devalues outstanding nominal debt. Real

government debt falls on impact (Figure 5), while the bonds households hold constitute net

wealth. Because the revaluation is triggered by the change in the expected fiscal path rather

than by spending itself, it occurs when the news arrives, and the subsequent implementation

date carries almost no additional information. The passive central bank lets inflation rise by

more than the nominal rate, so the real rate falls; consumption, output, hours, and wages
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increase already at announcement. With aggregate consumption rising, Proposition 1 implies

that inequality falls on announcement of a news shock, and the direct labour-income channel

reinforces the compression once spending is implemented. Consumption inequality accordingly

declines in response to both shocks (Figure 6), such that in regime F , the distributional effects

of fiscal policy are essentially independent of its anticipation structure.

Figure 5: Regime F: responses to surprise and news government spending shocks

Notes: Impulse responses to an anticipated (news, announced N = 4 quarters ahead) and an

unanticipated (surprise) government spending shock in the fiscally-led regime. All series are in per

cent deviations from steady state, except the interest rate, which is in absolute deviations. The

vertical line marks the implementation date of the news shock.
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Figure 6: Regime F: response of consumption inequality

Notes: Impulse response of consumption inequality between savers and hand-to-mouth households,

γSH
t = cSt − cHt , to an anticipated (news, announced N = 4 quarters ahead) and an unanticipated

(surprise) government spending shock in the fiscally-led regime. The vertical line marks the

implementation date of the news shock.

21



4.2.3 Validating the sufficient statistic

Corollary 1 states that the announcement effect of a news shock on inequality is governed by

the cumulative expected real rate response,
dγSH

0
dgN

= σ(χ−1)
1−λχ

d
∑

j E0rj
dgN

.11 Figure 7 assesses the

same, where for each regime, we cumulate the impulse response of the real rate to the news

shock, scale it by σ(χ− 1)/(1− λχ) from equation (4.10), and compare the resulting prediction

with the model’s actual impact response of inequality.

Figure 7: Validating Corollary 1: the cumulative real-rate response to a news shock

Notes: Response of the nominal interest rate (solid), the ex-ante real interest rate rt = rNt −Etπt+1

(dashed), and the (running) cumulative real rate
∑t

j=0 E0rj (solid, in bold) to a government spending

news shock announced N = 4 quarters ahead, in the monetary-led (left) and fiscally-led (right)

regimes. The vertical line marks the implementation date. In both regimes the impact nominal rate

falls, yet the cumulative real rate settles at a plateau that is positive in the monetary-led regime

and negative in the fiscally-led regime; scaled by σ(χ− 1)/(1−λχ), this plateau reproduces roughly

93% of the model’s impact inequality response in each regime. Series are in absolute deviations

from steady state.

The cumulative real rate response is positive in the monetary-led regime and negative in

the fiscally-led regime, correctly signing the announcement effect on inequality in both cases.

Quantitatively, the prediction accounts for approximately 93% of the actual impact response

in each regime; the residual reflects the deficit-financing terms - savers’ response to expected

11This relation is exact in the balanced-budget economy of Section 4.1 but only approximate in the full model.

In this case, the effect of higher government borrowing operates on savers’ consumption alongside the rate channel,

and debt introduces an endogenous state.
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government borrowing and the endogenous debt state - which are absent from the analytical

benchmark. The cumulative expected real rate response thus remains the dominant determinant

of the announcement effect in the full model, and does so symmetrically across the policy

mix. In Appendix B.7, we show that this channel finds empirical support when the real rate is

included in the VAR.

In sum, the quantitative model confirms the analytical characterisation. The labour-income

channel of implemented spending compresses inequality in both regimes, while the announcement

effect of news shocks inherits its sign from the cumulative expected real rate response and is

therefore regime-contingent. Figure 7 makes the mechanism transparent. In both regimes the

nominal policy rate falls on announcement, which might suggest monetary accommodation. But

this impact response is transient; in the monetary-led regime, this masks a cumulative real-rate

path that is positive, dominated by the implementation phase in which the active rule keeps

real rates elevated. It is this cumulative object, not the impact nominal rate, that determines

the distributional response. In that sense, this result is a caution against reading the policy

stance, or its distributional consequences, from the sign of the impact interest rate response.

These are the predictions against which we read the empirical evidence of Section 2, where the

sample corresponds to a monetary-led regime.

5 Conclusion

This paper examines the distributional effects of government spending shocks, distinguishing

between their unanticipated (surprise) and anticipated (news) components. We apply the

identification strategy of Forni and Gambetti (2016) and study their transmission to CEX-based

inequality measures. Our novel empirical finding consists in showing that the two components

move consumption inequality in opposite directions. While surprise shocks reduce it, news

shocks widen it.

A TANK model with a fiscal block rationalises both results and clarifies the role of the

monetary-fiscal regime. The inequality response to either shock is summarised by the response

of aggregate consumption. Implemented spending raises labour income immediately, benefiting

hand-to-mouth households disproportionately. This channel is regime-invariant and explains

why surprise shocks compress inequality under standard calibrations. Announced spending, by

contrast, operates only through the expected path of real interest rates, precisely the object

the policy regime governs. In the monetary-led regime, households anticipate persistently

higher real rates over the spending episode, and the cumulative expected tightening depresses

consumption at announcement, raising inequality until implementation. In the fiscally-led

regime, the unbacked expansion is perceived as a wealth gain, and the accommodative central

bank lets real rates fall, so consumption rises already at announcement, and news and surprise
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shocks alike compress inequality.

Our empirical results pertain to a sample that the literature identifies with a monetary-led

regime, and match the model’s predictions for that regime. The fiscally-led predictions constitute

a testable implication for historically fiscal-dominant episodes.

Two lessons follow. First, distributional evaluations of fiscal policy that pool anticipated and

unanticipated components, or pool across policy regimes, average over responses of opposite sign.

Second, fiscal forward guidance is not distributionally neutral; announcing spending in advance

redistributes toward or away from constrained households depending on the monetary-fiscal

mix, so the distributional consequences of fiscal communication cannot be assessed separately

from the stance of monetary policy.
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A Data appendix

• Federal government consumption expenditures and gross investment (BEA: B823RG)

• Gross domestic product (BEA: A191RC)

• Federal budget surplus: receipts (BEA: W018RC1) minus spending (BEA: W019RC1)

• 10-year Treasury constant maturity rate (FRED: DGS10)

• Federal funds rate (FRED: DFF).

• Real exchange rate (FRED: TWEXM)

• Corporate profits (after tax) (FRED: CP)

• Consumer confidence (FRED: CSCICP03USM665S)

• GDP deflator (BEA: A191RI)

B Empirical appendix

B.1 Informational sufficiency

We follow Forni and Gambetti (2014) and test the informational sufficiency of our baseline VAR

model by regressing the government spending surprise shock on principal components extracted

from the FRED-QD (McCracken and Ng, 2021). Table B.3 shows the p-value of F-tests on the

joint significance of various lag combinations (up to 4) of each principal component.

PC Lag 1 Lag 1:2 Lag 1:3 Lag 1:4

1 0.59 0.66 0.83 0.92

2 0.18 0.35 0.48 0.65

3 0.86 0.90 0.89 0.96

4 0.67 0.25 0.28 0.37

5 0.50 0.76 0.44 0.17

6 0.40 0.70 0.11 0.19

7 0.79 0.63 0.79 0.83

Table B.3: Testing for informational sufficiency (medium-scale VAR).

* p < 0.10, ** p < 0.05, *** p < 0.01.
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B.2 Full IRFs

Figure B.8: IRFs to a government spending surprise shock.

Notes: Black line is the point-wise posterior median response. Shaded bands are 68% equal-tailed credibility intervals.

Figure B.9: IRFs to a government spending news shock.

Notes: Black line is the point-wise posterior median response. Shaded bands are 68% equal-tailed credibility intervals.
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B.3 Shocks series

Figure B.10: Median surprise shock.

1. Reagan’s nondefense spending cuts (1983Q4);

2. Military procurement upticks (1994Q3, 1999Q4).

Figure B.11: Median news shock.

1. Emergency Deficit Control Act (1986Q1);

2. Berlin Wall fall (1989Q4);

3. Afghanistan War (2001Q4);

4. Obama Fiscal Stimulus (2009Q1).
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B.4 nt(1, 4)

Figure B.12: IRFs to a news shock to government spending, nt(1, 4).

Notes: Black line is the point-wise posterior median response. Shaded bands are 68% equal-tailed credibility intervals.

B.5 Alternative inequality measures

Figure B.13: IRFs to a government spending surprise shock.

Notes: Black line is the point-wise posterior median response. Shaded bands are 68% equal-tailed credibility intervals.
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B.6 FAVAR

We show that a FAVAR delivers similar results to those obtained from our benchmark VAR. We

start from a small-scale VAR containing: (i) real federal government consumption expenditures

and gross investment; (ii) real GDP; (iii) federal budget surplus as share of nominal GDP;

(iv) 10-year Treasury constant maturity rate. The model is informationally deficient, as the

surprise shock is predicted by PC5 and PC6 (Table B.4). We ensure informational sufficiency

by augmenting it with the first five factors from FRED-QD (Table B.5). IRFs from the FAVAR

(Figure B.14 and B.15) confirm the results from the medium-scale VAR.

PC Lag 1 Lag 1:2 Lag 1:3 Lag 1:4

1 0.62 0.69 0.87 0.94

2 0.13 0.20 0.31 0.43

3 0.95 0.79 0.93 0.97

4 0.55 0.21 0.19 0.28

5 0.72 0.92 0.22 0.10*

6 0.35 0.50 0.01** 0.02**

7 0.75 0.80 0.91 0.96

Table B.4: Testing for informational sufficiency (small-scale VAR),

* p < 0.10, ** p < 0.05, *** p < 0.01.

PC Lag 1 Lag 1:2 Lag 1:3 Lag 1:4

1 - - - -

2 - - - -

3 - - - -

4 - - - -

5 - - - -

6 0.78 0.35 0.12 0.19

7 0.70 0.58 0.78 0.88

Table B.5: Testing for informational sufficiency (small-scale VAR + 5 PC),

* p < 0.10, ** p < 0.05, *** p < 0.01.
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Figure B.14: IRFs to a surprise shock to government spending.
Notes: Black line is the point-wise posterior median response. Shaded bands are 68% equal-tailed credibility intervals.

Figure B.15: IRFs to a news shock to government spending.
Notes: Black line is the point-wise posterior median response. Shaded bands are 68% equal-tailed credibility intervals.
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B.7 Real rate response to a government spending news shock

Figure B.16: Real-rate IRFs to a government spending news shock.

Notes: IRFs for selected variables. Black line is the median response. Shaded bands are 68% confidence intervals. The real

rate is the 10-year real interest rate estimated by the Federal Reserve Bank of Cleveland, included in the VAR in place of

the 10-year Treasury constant maturity rate.
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