FUKUI: The Impact of the Fiscal Anxiety on the Private Economy
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The Impact of the Fiscal Anxiety on the Private Economy

Masaki FUKUT*

In Japan, outstanding public debt is at a serious level and is expected to continue to deteriorate. Rising fiscal
anxiety due to deteriorating public finances will not only increase the risk of a fiscal crisis, but may also suppress
private demand. The relationship between fiscal anxiety and private demand can be explained by previous studies of
precautionary saving and Non-Keynesian effects, but these previous studies have not quantitatively analyzed the impact
of an increase in fiscal anxiety itself on private demand. Therefore, in this study, an impulse response analysis to fiscal
an anxiety shock was conducted using an SVEC model that includes a fiscal anxiety index created from text data of
newspaper articles.

The results of the analysis are as follows. (1) An increase in the fiscal anxiety index suppressed real consumption
and real GDP, and the effect was confirmed to be persistent. (2) The increase in the fiscal anxiety index increases
primary expenditures, which can be interpreted as an expansionary fiscal policy in response to the suppression of private
demand. (3) The fiscal anxiety index remained high after the shock, which can be interpreted as a response to the
deterioration in the fiscal situation caused by expansionary fiscal policy. It is noteworthy that the decline in private
demand has not recovered despite the expansionary response of the fiscal variables. Thus, it can be said that rising
fiscal anxiety causes a vicious cycle that not only temporarily suppresses private demand, but also suppresses private

demand through expansionary fiscal policy.

Key words and phrases: Fiscal Anxiety, Precautionary Saving, Non-Keynesian Effect
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