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This paper: How does public investment affect the economy?

■ RBC model w ith  com p lem entary  public and private investm ent

•  T F P  and bo th  types o f cap ita l increase firm  techno logy adoption
•  Public investm ent can move econom y from  low to  high techno logy steady sta te

■ Studies dynam ic effects o f p ro d u c tiv ity  and public investm ent shocks

■ Examines specific  episodes

•  Does m odel rationa lize  post-1960 aggregate patterns?
•  Does low public investm ent explain weak recovery fo llow ing  G rea t Recession?
•  W ould  more public investm ent have im proved the  recovery?

■ Im po rta n t, po licy-re levant question

■ Focus on d iffe ren t types and sizes o f shocks is useful

■ Clear discussion o f key econom ic issues
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Comment 1: What happened in the 1960s?

■ A u tho rs  ca libra te low -to -h igh  p ro d u c tiv ity  d iffe ren tia l using difference in 
pre-1960 and post-1973 detrended o u tp u t

■ W h a t happened in the  1960s?

•  Public investm ent in highways and R & D
•  Decrease in e ffective  corporate  ta x  rates w ith  in tro d u c tio n  o f ITC  in 1962

[Auerbach and Hines 1987]

•  Increase in defense spending fo r V ie tnam  W ar

■ How much o f increase in o u tp u t was due to  public investm ent?

■ To w h a t degree are effects driven by in itia l investm ent in highways?

•  W h a t are appropria te  values o f  a  and u  in counterfactua ls?
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Comment 2: Financing public investment

■ Baseline: governm ent budget is balanced th rough  lum p-sum  taxes

•  E xtension : effects o f public investm ent are sm aller under d is to rtio n a ry  taxes

■ W h a t is appropria te  am oun t o f d is to rtion a ry  taxes in baseline?

■ How do d is to rtion a ry  taxes a ffect size o f investm ent needed to  generate 
long-run effects?

■ How do results d iffe r i f  investm ent is financed th rou gh  d is to rtion a ry  taxes on 
labor or cap ita l?

■ How do results d iffe r i f  investm ent is financed th rou gh  debt?
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■ In m odel, savings generate cap ita l goods im m ed ia te ly

■ Given focus on large  public investm ent shocks, p roduction  o f cap ita l goods 
could be im p o rta n t

•  Supply o f cap ita l goods m igh t less than  perfec tly  e lastic [Goolsbee 1998]

•  Capita l goods can be produced dom estica lly  or purchased from  abroad 
[House, M ocanu , and S hapiro  2017]

Comment 3: Producing public investment
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Minor comments

■ How would q u a lita tive  conclusions change w ith  o th e r models?

•  T h is  model: F irm s adopt new techno logy when p ro d u c tiv ity  (A ) is high
•  O th e r m odels: F irm s adopt new techno logy when o p p o rtu n ity  cost is low

■ How im p o rta n t is existence o f tw o  steady states?

•  Depends on param eter (a )  fo r w hich there is lit t le  consensus
•  More realistic model: heterogeneity in firm  adoption, so m €  (0 ,1 )  generally

■ M ore sens itiv ity  analysis and discussion o f new param eters

•  E las tic ity  o f o u tp u t w .r .t.  governm ent cap ita l (a )
•  Low -to -h igh  p ro d u c tiv ity  d iffe ren tia l ( u )
•  Fixed cost o f p ro d u c tiv ity  adoption ( f )
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