Online Appendix

How does the U.S. government finance fiscal shocks?

Antje Berndt Hanno Lustig Sevin Yeltekin
Carnegie Mellon University =~ UCLA and NBER Carnegie Mellon University

This appendix contains the VAR(2) results for Tables 1 through 9 and Table 12 in the article.
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Table 2: Correlations Between Innovations for Benchmark VAR(2)

This table reports the standard deviations (diagonals) and the correlations (off-diagonals) of the news
variables constructed from the benchmark VAR(2). We extend the sample period, 1946.1-2008.111, to
include data from 1945.1V to keep the number of observations in the estimations constant.

hesa (") hega (9%)  hys(nsmdel)

By (r?) 0.04
i1 (g?e)) -0.73 0.09
hiiq(ns™el)  -0.53 0.56 0.60




Table 3: Fiscal Adjustment Results for Benchmark VAR(2)

This table reports the results from regressing h¢41(r?), its components k¢, (r’) and h{H(rb), and
hiy1(ns™@f) on hyy1(g%f), as described in Equations (11) and (12) in the article. The first two
columns show the intercept and the fiscal adjustment beta, with their t-statistics in parentheses.
The third column reports the R-squared, and the final column shows the fraction of fiscal shocks
financed by each channel. Innovations are computed from the benchmark VAR(2). We extend the
sample period, 1946.1-2008.111, to include data from 1945.IV to keep the number of observations in
the estimations constant.

Bo 51 R? Fraction
he(r?) 0.0003  -0.0608 0.0728  0.0159
(0.2384) (-2.6884)
ht (r®) 0.0022  -0.2851 0.5442  0.0748
(1.0788)  (-5.4792)
h(r?) 0.0024  -0.3459  0.5293  0.0907

(1.0564)  (-5.5081)

h(ns™el)  -0.0003  3.5835  0.3089  0.9399
(-0.0104)  (6.3184)
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Table 5: Fiscal Adjustment Results for Augmented VAR(2): Excess Returns on Defense Stocks

This table reports the results from regressing h¢41(r?), its components k¢, (r’) and h{H(rb), and
hiy1(ns™@f) on hyy1(g%f), as described in Equations (11) and (12) in the article. The first two
columns show the intercept and the fiscal adjustment beta, with their t-statistics in parentheses.
The third column reports the R-squared, and the final column shows the fraction of fiscal shocks
financed by each channel. Innovations are computed from the augmented VAR(2) in the previous
table. We extend the sample period, 1946.1-2008.111, to include data from 1945.1V to keep the number
of observations in the estimations constant.

0o 01 R? Fraction
he(r®) 0.0003 -0.0623  0.0766  0.0164
(0.2534)  (-2.7682)
ht (r®) 0.0021 -0.2838  0.5357  0.0744
(1.0718)  (-5.5539)
h(r®) 0.0024 -0.3461  0.5309  0.0908

(1.0645)  (-5.6200)

h(ns™f)  -0.0004  3.6004 0.3104 0.9444
(-0.0126)  (6.3742)
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Table 7: Fiscal Adjustment Results for Augmented VAR(2): Abnormal Returns on Defense Stocks

This table reports the results from regressing h¢41(r?), its components k¢, (r’) and h{H(rb), and
hiy1(ns™@f) on hyy1(g%f), as described in Equations (11) and (12) in the article. The first two
columns show the intercept and the fiscal adjustment beta, with their t-statistics in parentheses.
The third column reports the R-squared, and the final column shows the fraction of fiscal shocks
financed by each channel. Innovations are computed from the augmented VAR(2) in the previous
table. We extend the sample period, 1946.1-2008.111, to include data from 1945.1V to keep the number
of observations in the estimations constant.

Bo B R? Fraction
hc(rb) 0.0003 -0.0666  0.0897 0.0175
(0.2556)  (-3.0874)
hf(rb) 0.0021 -0.2753 0.5189  0.0722
(1.0361) (-5.5117)
h(rb) 0.0024 -0.3419 0.5316  0.0897

(1.0431)  (-5.6657)

h(ns"®f)  0.0000  3.5888  0.3146 0.9413
(0.0005)  (6.5875)




Table 8: Fiscal Adjustment Results for Augmented VAR(2): Receipts vs. Non-defense Spending

This table reports the results from regressing hy1(r?), its components hfﬂ(rb) and &

f

t+1

(rb), as well

as hyy1(7) and hyi1(g™%) on hyy1(g%7). The left panel shows the results with innovations computed
from the VAR(2) augmented with excess returns on defense stocks, and the right panel reports the
results for the VAR(2) augmented with abnormal returns. In each panel, the first two columns show
the intercept and the fiscal adjustment beta, with their t-statistics in parentheses. The third column
reports the R-squared, and the final column shows the fraction of fiscal shocks financed by each
channel. We extend the sample period, 1946.1-2008.111, to include data from 1945.IV to keep the
number of observations in the estimations constant.

Excess Returns

Abnormal Returns

0o 01 R? Fraction Bo 61 R? Fraction

he(rb) 0.0003 -0.0520 0.0586  0.0136 0.0003 -0.0558  0.0697  0.0146
(0.2326) (-2.4492) (0.2339) (-2.7070)

ht (r?) 0.0021 -0.2707  0.5330  0.0710 0.0020 -0.2614  0.5141  0.0686
(1.0700) (-6.1981) (1.0314) (-6.1289)

h(r?) 0.0024 -0.3227  0.5080  0.0847 0.0023 -0.3173  0.5059  0.0832
(1.0463) (-5.9292) (1.0235)  (-5.9367)

h(T) 0.0004 0.2417  0.3446  0.6894 0.0001 0.2426  0.3606  0.6920
(0.0507)  (5.5781) (0.1367)  (5.8130)

h(g™el)  0.0004 -0.2129  0.1934  0.3386 0.0003 -0.2077  0.1885  0.3303
(0.1641) (-5.4564) (0.1367) (-5.6189)




Table 9: Fiscal Adjustment Betas for Augmented VAR(2) for a Variety of HP Smoothing Parameters

This table reports the results from regressing hsy1(r?) and hyy1(ns™@/) on hyy1(g%7), as described
in Equations (11) and (12) in the article. The left panel shows the results with innovations computed
from the VAR(2) augmented with excess returns on defense stocks, and the right panel reports the
results for the VAR(2) augmented with abnormal returns. In each panel, the first column shows
the fiscal adjustment betas, with their t-statistics in parentheses. The second column reports the
R-squared, and the final column shows the fraction of fiscal shocks financed by each channel. We
report results for several smoothing parameters for the HP filter. We extend the sample period,
1946.1-2008.111, to include data from 1945.IV to keep the number of observations in the estimations
constant.

Excess Returns Abnormal Returns

HP cycle B R?  Fraction o) R?  Fraction

9.9-year* [ -0.4510 0.4865 0.1183 -0.4444  0.4857  0.1166
(-4.4818) (-4.5278)

T 3.0964  0.1702  0.8122 3.1388  0.1775  0.8233
(4.9183) (5.1225)

15-year 87 -0.3461  0.5309  0.0908 -0.3419  0.5316  0.0897
(-5.6200) (-5.6657)

¢ 3.6004  0.3104 0.9444 3.5888  0.3146  0.9413
(6.3742) (6.5875)

20-year 7 -0.2815  0.5878  0.0738 -0.2807  0.5928  0.0736
(-7.0612) (-7.1087)

T 3.9515  0.4608  1.0365 3.9335  0.4617 1.0317
(9.3629) (9.4642)

30-year B1 -0.2196  0.6255  0.0576 -0.2202  0.6327 0.0577
(-8.4696) (-8.5351)

T 42698 0.6217  1.1200 42606  0.6214 1.1175
(15.1486) (15.0326)

50-year B1 -0.1938  0.6412  0.0508 -0.1943  0.6477  0.0510
(-9.1502) (-9.2249)

e 44177 0.6868  1.1587 4.4139  0.6868  1.1577
(19.6465) (19.3918)

*This cycle is actually 9.93 years, corresponding to a HP filter smoothing factor of 1600, the smoothing factor
used in business cycle analysis.
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Table 10: Fiscal Adjustment Betas for Augmented VAR(2) for Each Maturity

The top panel of this table reports the results from regressing h¢y1(r*) on hyi1(g%f), maturity by
maturity (in years). The first two columns show the intercept and the beta, with their t-statistics
in parentheses. The third and fourth columns report the R-squared and the fraction of fiscal shocks
financed. The middle and bottom panels report similar results for innovations to future returns
and to current returns. Innovations are computed from the VAR(2) augmented with excess returns
on defense stocks (left panel) or abnormal returns on defense stocks (right panel), and with rF,
k =1,5,10,15,20. We extend the sample period, 1946.1-2008.111, to include data from 1945.IV to
keep the number of observations in the estimations constant.

Excess Returns

Abnormal Returns

Mat Bo ﬂ{’k R? Fraction Bo ﬁ’{’k R? Fraction
h(r®) h(r®)
1 0.0019 -0.2772  0.6018 0.0727 0.0018 -0.2730  0.6006 0.0716
(1.1427)  (-6.9229) (1.1207)  (-7.0151)
5) 0.0028 -0.3893  0.4106 0.1021 0.0028 -0.3903  0.4256 0.1024
(0.9219)  (-4.9300) (0.9126)  (-5.0391)
10 0.0035 -0.4355  0.2821 0.1142 0.0034 -0.4358  0.2898 0.1143
(0.8303)  (-4.4847) (0.8157)  (-4.5073)
15 0.0043 -0.5354  0.1825 0.1404 0.0041 -0.5214  0.1756 0.1368
(0.6278)  (-3.1676) (0.5992)  (-3.1113)
20 0.0047 -0.6763  0.0950 0.1774 0.0044 -0.6390  0.0861 0.1676
(0.3959)  (-2.2174) (0.3649)  (-2.1299)
ht (r?) e (r?)
1 0.0015 -0.2105  0.5643 0.0552 0.0014 -0.2052  0.5529 0.0538
(1.0727)  (-6.1110) (1.0428)  (-6.1704)
5) 0.0025 -0.3415  0.5351 0.0896 0.0024 -0.3306  0.5165 0.0867
(1.0658)  (-5.9591) (1.0280)  (-5.9547)
10 0.0036 -0.4761  0.5087 0.1249 0.0035 -0.4588  0.4843 0.1203
(1.0698)  (-5.8363) (1.0232)  (-5.7723)
15 0.0043 -0.5770  0.5208 0.1514 0.0041 -0.5528  0.4877 0.1450
(1.0548)  (-6.0126) (0.9940)  (-5.8294)
20 0.0039 -0.5297  0.4860 0.1389 0.0037 -0.4988  0.4381 0.1308
(0.9888)  (-5.4996) (0.9102)  (-5.1512)
he(r?) he(r?)
1 0.0004 -0.0668  0.2599 0.0175 0.0004 0.0677 0.2759 0.0178
(0.6046)  (-6.2172) (0.6097)  (-6.5446)
5) 0.0003 -0.0478  0.0176 0.0125 0.0003 -0.0597  0.0282 0.0157
(0.1555)  (-1.0972) (0.1681)  (-1.4034)
10 -0.0001 0.0406 0.0045 -0.0106 -0.0000 0.0230 0.0015 -0.0060
(0.0172)  (0.6058) (0.0040)  (0.3479)
15 -0.0001 0.0417  0.0016  -0.0109 -0.0001 0.0314  0.0010  -0.0082
(0.0103)  (0.3408) (0.0123)  (0.2637)
20 0.0008 -0.1466  0.0059 0.0385 0.0007 -0.1403  0.0056 0.0368
(0.0775)  (-0.6009) (0.0647)  (-0.5946)
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