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Abstract. This study critically evaluates the empirical tension between fiscal multiplier asymmetry
theory and the Ricardian equivalence hypothesis within heterogeneous monetary policy regimes,
spanning thirty-two OECD economies over the period 2000-2023. Employing a panel Smooth
Transition Vector Autoregression (STVAR) framework augmented with time-varying fiscal stance
indicators, we decompose output multipliers conditional on the monetary policy environment, debt
sustainability thresholds, and cyclical positioning. Our findings reveal that debt-financed stimulus
yields statistically significant positive multipliers exclusively under accommodative monetary
conditions and below critical debt-to-GDP ratios of approximately 75 percent. Above this threshold,
Ricardian offset effects dominate, compressing net multiplier magnitudes toward zero. These results
carry direct policy implications for sovereign fiscal consolidation strategies, particularly in the post-
pandemic high-debt macroeconomic landscape of 2024-2026.
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Introduction



The relationship between government expenditure, public debt accumulation, and aggregate
output remains among the most contested and policy-consequential debates within modern
macroeconomics. At its core, this discourse juxtaposes two foundational, yet frequently
irreconcilable, theoretical paradigms: the Keynesian-derived framework of fiscal multiplier
asymmetry, which asserts that debt-financed government spending generates differential
macroeconomic stimulus depending on the prevailing economic cycle and monetary
accommodation, and the Ricardian equivalence proposition, attributed originally to David
Ricardo and formalized by Robert Barro, which contends that rational forward-looking
agents fully internalize the future tax burden implied by current deficit spending, thereby
neutralizing any net demand stimulus. In the macroeconomic landscape of 2024-2026, this
debate has acquired renewed urgency. Advanced economies, still navigating the fiscal
aftermath of unprecedented COVID-19 pandemic expenditure programs and confronting
elevated sovereign debt-to-GDP ratios not observed since the post-World War II era, face a
fundamental policy dilemma: whether additional fiscal expansion can meaningfully support
output stabilization or whether structural consolidation is the only credible path toward
macroeconomic resilience. Simultaneously, the global monetary policy environment has
transitioned sharply from the decade-long zero-lower-bound regime toward restrictive
interest rate cycles, fundamentally altering the transmission channels through which fiscal
impulses propagate into real economic activity. These regime shifts render prior empirical
estimates of fiscal multipliers—Ilargely calibrated under accommodative conditions—
potentially unreliable guides for contemporary policymaking. Existing literature has made
considerable progress in documenting state-dependent multiplier behavior. Seminal
contributions by Auerbach and Gorodnichenko (2012) established that multipliers are
substantially larger during recessionary phases, while Corsetti, Meier, and Miiller (2012)
demonstrated the critical role of monetary accommodation in amplifying fiscal
transmission. More recently, Home, Ilzetzki, and Végh (2020) provided cross-country
evidence that exchange rate regimes and debt overhang conditions significantly moderate
multiplier magnitudes. Nevertheless, a critical empirical gap persists: no unified structural
framework has simultaneously conditioned multiplier estimates on monetary policy regime,
debt sustainability thresholds, and cyclical positioning within a panel setting encompassing
diverse OECD institutional environments. This paper addresses that gap directly. We
employ a panel Smooth Transition Vector Autoregression (STVAR) methodology,
augmented with time-varying fiscal stance indicators derived from structural primary
balance decompositions, to estimate state-contingent output multipliers across thirty-two
OECD economies from 2000 to 2023. The paper proceeds as follows: Section 2 reviews the
theoretical foundations and empirical antecedents of fiscal multiplier estimation and
Ricardian equivalence testing. Section 3 details the econometric methodology, data sources,
and identification strategy. Section 4 presents the benchmark multiplier estimates and
threshold decomposition results. Section 5 conducts robustness analyses across alternative
monetary regime classifications and debt threshold specifications. Section 6 synthesizes



policy implications for fiscal consolidation design in high-debt, post-pandemic economies,
and Section 7 concludes.
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