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Brief summary

» nice and interesting paper!

» Q: Stock prices reacted differently to the announcements of fiscal stimulus packages,
sometimes positively and sometimes negatively. Why?

> A:ltis due to the difference in the (relative) amount of information conveyed by those
announcements

» empirical evidence and theoretical model.



Figure 1: Response of stock prices to fiscal announcements
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Figure 3: Nikkei 225 VI and fiscal announcements
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» cumulative response of stock prices to fiscal announcements at horizon h:
I
Z Aspj = ayll {Afmal } + Bull {Afmal } X VI + Zi—1Y' + 0p + e
j=0

where As; = change in stock prices at t; T { Af"* } = indicator variable associated with the

fiscal announcements.
» Benchmark specification:
» o = 0.002 (insifnificant);

> 3 = —0.660 (significant at 5% level).



Theory: 2-period NK model

» aggregate productivity in period 2:

ay =ay +u, u~N(0,07)

» The govt receives a signal about a;:

& =a+v, v~ N0 0c2)

» The govt's signal is conveyed to the private sector through its fiscal policy:
A4
gf/gss = (ea’)

» posterior beliefs on as:
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Response of stock prices to the announcement of govt spending for period 2

» Proposition 2.

where
U={a+(1-a)eH{l-01-a)(1—-C¢)+ay}>0
ghosienal — 1901 —a)(1 —e+a} >0

HSignaI — [(1 _ 0)(1 _ C){a + (1 = OL)E} + f'y{(&‘ — 1)0{ = 6(1 = C)}] 5
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Comment 1: Effects of VI on stock prices

» cumulative response of stock prices to fiscal announcements:

h
> Aspyy = oy {AF } + BI{AF™ } X VI, + Ze_1y' + 84 + ern
j=0

» Why VI, is not included in the RHS?

» The estimate of 3, < 0 might be due to the fact that VI, has a negative effect on As;;.



Comment 2: Compositions of fiscal packages

» The effects of a fiscal package is likely to depend on its content, rather than its size per se.
» First, how much is transfers, as opposed to purchases of goods and services?

» In the model, only purchases are considered.

» The actual fiscal packages contain transfers, with varying fractions.

» Second, a fiscal package can have a negative effect on stock prices, without signaling
effects.

> e.g., reallocation of resources from productive sectors to non-productive ones.

> The differences in the response of stock prices to fiscal announcements may be due to the
differences in their “quality” in this sense.
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Comment 3: Fiscal policy rule

» crucial to know the exact way of how a fiscal stimulus package is determined.
P estimated equation:
4
g =¢Px + Zpiém +o+u
i=1
where g; and X, are detrended series of govt purchases and TFP.
» This may not tell us how fiscal stimulus packages are determined.

P g, is the annual amount of total govt spending/govt consump / public investment from the
National Account.

> Are the values of w = 02 /02 required to explain the data reasonable?
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