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Overview

- Investigate whether multipliers are higher during recessions.

- Use BP framework, but use a regime switching model.

- Find large differences in multipliers.

Econometric Specification

Use Granger-Teravirta STAR  Smooth Transition Autoregressive 
Model.

Allows smooth transitions across states





More details

- Allow 2 differences across states:
(a) Contemporaneous impacts via differences in covariance 
matrices for disturbances.
(b) Via differences in lag polynomials  Π𝑅 𝐿 𝑎𝑛𝑑Π𝐸 𝐿
- z is an index (normalized to have unit variance) of the business 
cycle.

- F(zt) = 1 is extreme recession, F(zt) = 0 is extreme boom.

- They use zt-1 to avoid contemporaneous feedbacks from policy 
actions.

They measure  Zt is a 7-quarter MA of output growth.

But it’s centered!!

They calibrate ϒ.










