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Abstract
Existing empirical estimates of US nationwide tax multipliers vary from close
to zero to very large. Using narrative measures as proxies for structural shocks
to total tax revenues in an SVAR, we estimate tax multipliers at the higher
end of the range: around two on impact and up to three after 6 quarters. We
show that earlier ﬁndings of lower multipliers can be explained by an output
elasticity of tax revenues assumption that is contradicted by empirical evidence
or by failure to account for measurement error in narrative series of tax shocks.
Keywords: Fiscal policy, tax changes, vector autoregressions, narrative
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1. Introduction
The empirical literature on the dynamic output eﬀects of unanticipated
changes in tax policy does not speak with one voice. Although most studies
agree that tax increases are contractionary, there is considerable disagreement
regarding the size of the eﬀect on economic activity. Estimates of tax multipliers
for the United States vary from close to zero to almost four, a range that is sufﬁciently wide that the literature provides only limited guidance for theory and
economic policy. The broad range of estimates reﬂects numerous diﬀerences in
methodology, including identiﬁcation assumptions, model speciﬁcations, as well
as sample coverage. In this paper, we use a new approach to estimate tax multipliers associated with shocks to total federal tax revenues. Our estimates imply
tax multipliers of around two on impact and up to three after one-and-a-half
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