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Household’s problem (2.1) —= 3

» Worker's problem:

—

- 1 et &1 7 o mi=r Lt
max [E, Z B'{ —— {wc‘“f_, +(1-w)g* } + 2 i
=0

1-0 11—y 14pn

S.t. Cut + kwp + mup + by = Wiy + ripkpi—1+ (1 — 6)ky—1
byt My -1
+R.. - +'%+l‘.f;r —T;r
t—1 T 7Ty 0t 0t
* Retiree’s problem: _ (b QJ)
=5 Ce=@Cwr+ (1 Crt
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BF B 37 10D =5 53 #T — Miyamoto and Yoshino (2018)
The local projection method of Jorda
* Specification 1 Kk k k
Yit+k — Vit = & +V¢ + ﬁkShOCki,t + &
— v : log of output (debt-to-GDP ratio, private-investment-output ratio)
— shock : an unanticipated public investment shock
— « : country fixed effects
— v : time fixed effects
Yit+k — Vit = a? + }’{f + ﬂ,fa(zi,t)ShOCki,t + ﬂlzc (1 - G(Zi,t)) shock;, + Sf,t

e Specification 2
_5 .
G(zit) :M,6> 0
’ 1+ exp(—9z;)

where § is an indicator of public investment efficiency
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From equation (16), we obtain our government spending rule:

G -G =0(B —B )+, (AB, —AB )+ o5 (Y, -Y/) (18)
v (B s(_ B 5 ((dy+i)+dyi
where o =“—l[ I +1),Q’3 ZL[ e +1J,a'3 :H_'(—(“ i) {]fl].
ws \ b =B w3 \ by — B Wy A

From equation (17), the taxation rule is:

L =T =B (B —B )+ (AB - B )+ s (Y, - %) (19)

where f = _1(—8;_] -HJ, B = _ﬁ(—B{_I +1J. s =ﬁ[—{dl +i)e +dhi J
b - B wy \ by — B, Wy A
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Figure 7 Government expenditure and tax revenue (quarterly data) (see online version

for colours)
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