
 

 

 

 

 

 

 

 

The Macroeconomic Effects of Tax Changes: 
The Romer-Romer Method on the Austrian case 

 
By Atila Kilic (2012) 

 

Abstract – In 2010, C. Romer and D. Romer developed a cutting-edge method to measure tax 

multipliers based on a narrative analysis that involves a single equation expressing output as a 

linear function of current and past values of the identified tax shock. They use recorded narratives, 

such as presidential speeches and Congressional reports, to identify the size, timing and principal 

motivation for all major tax policy actions in the United States from 1945 to 2007. The narrative 

approach allows them to systematically isolate tax innovations uncorrelated to current and 

prospective economic conditions. Conditional on the correct identification of tax policy alternations, 

they obtain unbiased estimates of the macroeconomic effects of tax changes in the US. Their 

results are significantly higher than those estimated before. In 2011, Cloyne, following Romer and 

Romer (2010), estimated the effects of tax innovations on the U.K. output. His findings are 

remarkably similar to the corresponding estimates for the United States by Romer and Romer 

(2010). 

The intention of this paper is to compile a narrative dataset of isolated ‘exogenous’ tax innovations 

from 1975 to 2011 in Austria in order to apply the Romer-Romer method to the Austrian case. The 

empirical results of the analysis I will present at the conference ‘The State of Economics after the 

Crisis’ in Berlin. 
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1 Introduction 

Fiscal policy found its way into political, economic and public debate no later than at the 

beginning of the European sovereign-debt crisis. After being downgraded by Standard & 

Poor’s in January 2012, Austria’s government pronounced a new austerity package on 

February 13th 2012 hoping to receive and maintain the best credit ratings by the rating 

agencies. It is the second austerity package within two years that is introduced by the 

Austrian government. Decision-makers implicitly assume that the austerity package, which 

consists mainly of public spending cuts, will not have any negative effects on Austria's 

overall value added whatsoever. Additionally, these austerity policies are supposed to 

stimulate the private sector and consequently accelerate economic growth. This 

interpretation, however, could be premature and risky: The current literature on 

macroeconomic effects of discretionary fiscal policy suggests that high taxes and low 

governmental investment have adverse effects on overall value added.1 Given the effects of 

automatic stabilizers the result can be an even higher public deficit. 

The academic literature on macroeconomic effects of tax changes is small. The bigger part 

focuses on the United States – but still there is no consensus about the macroeconomic 

effects of tax changes. The views vary so radically which largely reflects the difficulty of 

identifying tax policy shocks uncorrelated to current and prospective economic conditions. 

In 2010, C. Romer and D. Romer developed a cutting-edge method to measure tax 

multipliers based on a narrative analysis that involves a single equation expressing output 

as a linear function of current and past values of the identified tax shock. They use 

recorded narratives, such as presidential speeches and Congressional reports, to identify 

the size, timing and principal motivation for all major tax policy actions in the United 

States from 1945 to 2007. The narrative approach allows them to systematically isolate tax 

innovations uncorrelated to current and prospective economic conditions. Conditional on 

the correct identification of tax policy alternations, they obtain unbiased estimates of the 

macroeconomic effects of tax changes in the US. The estimated tax multipliers by Romer 

and Romer (2010) yield a figure of approximately 3. These results are significantly higher 

                                                 
1 See Romer 2011 
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than those estimated before. Cloyne (2012), following their strategy, compiled narrative 

accounts of all legislated discretionary policy changes in the post-war United Kingdom. In 

2011, Cloyne estimated the effects of tax innovations on the U.K. output. His findings are 

remarkably similar to the corresponding estimates for the United States by Romer and 

Romer (2010). 

The intention of this paper is to compile a narrative dataset of isolated ‘exogenous’ tax 

innovations from 1976 to 2011 in Austria in order to apply the Romer-Romer method to 

the Austrian case. 

The key aspects of the tax policy changes, like for example implementation date or 

expected revenue effects, are collected from government bills, panel reports, the yearly 

Budget Speech in the parliament, reports by economic institutions such as the Austrian 

Institute of Economic Research, and eventually press releases. They are all relevant data. 

The main task is to find exogenous tax policy changes to conduct the OLS-estimation. 

Romer and Romer (2010) consider the principal motivation as central. Exogenous changes 

are those addressing structural issues like long-run growth, solvency or distribution. 

Endogenous reasons are those directly addressing business cycle fluctuations and the 

financing of new spending programs. Furthermore, I also control for the historical context 

in which the tax innovation was introduced, as well as the type of the tax. The compiled 

dataset will be aggregated into a quarterly series. 

This paper is structured as follows: The following section will address the problem of 

simultaneity and gives an overview of the two main approaches in the current literature on 

the macroeconomic effects of tax policy changes, including the methods involved. 

Furthermore it will discuss the compiled dataset and the applied method in its details. The 

results will be thoroughly discussed in a concluding section. 

The results of this paper are expected to shed new light on the macroeconomic feedback 

effects of tax policy changes in Austria. Thus, it will be a contribution to the systematic 

assessment of different possible tax innovations that are offered in the economic policy 

discourse. This topic is crucial to current debates on fiscal policy in general, especially 

considering the current political and economic situation of the European Union. 

Additionally, the compiled narrative dataset will be useful for further research in the field 

of macroeconomic effects of fiscal policy measures and adds to growing international 
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discourse on the Romer and Romer approach (e. g. Chahrour, Schmitt-Grohé and Uribe 

(2012)). 
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2 The new Austrian tax dataset (1976 – 2011) 

This section outlines the aspects I seek to determine from the narrative analysis. Firstly I 

need to identify legislated tax changes. Subsequently, I need to pinpoint the motivation for 

each change. At last I have to determine the size and timing of the changes.  

2.1 Identification 

As Cloyne (2011) mentions, one of the key problems in identifying the macroeconomic 

effects of tax changes is simultaneity: “Discretionary changes in taxes are likely to affect 

GDP contemporaneously, but aggregate fluctuations will also contemporaneously affect 

commonly used tax measures (such as tax revenues).”2 This raises the following question: 

Which methodology is preferable to solve the identification issue?  

In the last decade two main approaches to estimating tax multipliers and thus tackling the 

identification problem were established in the economic literature: one was pioneered by 

the work of Blanchard and Perotti (2002) and the other initiated by the work of Romer and 

Romer (2010). The first is based on a structural vector autoregression (SVAR) analysis 

while the latter estimates tax shocks using a narrative analysis that involves a single 

equation expressing output as a linear function of current and past values of the identified 

tax shock. Both approaches deliver robust estimates of tax multiplier for the United States 

– but the results are significantly different in the size of the tax multiplier.3  

In 2008, Beetsma evaluates the theoretical and the empirical literature on the effects of 

discretionary fiscal policy changes through taxes and government spending. Beetsma 

argues that the “main problem with the SVAR based analyses is that they may have 

                                                 
2 See Cloyne 2011, page 4 

3 The former approach yields a medium-term multiplier within the range -0,4 and -1,3, while the narrative approach 

provides a larger value of -3. Chahrour et al. 2012, for example, ask “whether the significant differences in the 

size of tax multipliers stemming from the Blanchard-Perotti and Romer-Romer empirical models are due to 

differences in their transmission mechanisms or to fundamental differences in the tax shocks they identify.” But 

their hypothesis that the transmission mechanism is the reason for the different results doesn’t hold. They 

conclude that both approaches get a significant and robust tax multiplier. Finally, they suggest that the difference 

comes either from small sample uncertainty or the different identification approaches of tax policy changes. 
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difficulty to pick up truly exogenous fiscal events.”4 On the one hand they crucially depend 

on the assumptions and on the other the results can be delicate to the elasticity used. 

Alternatively, the narrative approach offers a more direct way in identifying the exogenous 

tax shocks. Romer and Romer (2010) use recorded narratives, such as presidential 

speeches and Congressional reports, to collect the size, timing and principal motivation for 

all major tax policy actions in the United States from 1945 to 2007. The narrative approach 

allows them to systematically isolate tax innovations uncorrelated to current and 

prospective economic conditions. Conditional on the correct identification of tax policy 

alternations, they obtain unbiased estimates of the macroeconomic effects of tax changes in 

the US. Cloyne (2012), following their strategy, compiled narrative accounts of all 

legislated discretionary policy changes in the post-war United Kingdom. In 2011, Cloyne 

estimated the effects of tax innovations on the U.K. output. His findings are remarkably 

similar to the corresponding estimates for the United States by Romer and Romer (2010). 

Beetsma (2008) concludes “the contribution that likely yields the most reliable results up 

to now is Romer and Romer.”5 

In this paper, following Cloyne (2011), Romer and Romer (2010), I apply the narrative 

analysis to compile a series of isolated ‘exogenous’ tax innovations from 1976 to 2011 in 

Austria. The following section describes the narrative sources that I used to collect the data 

on all discretionary tax policy decisions. 

2.2 Sources 

Any tax changes that pass the Parliament and come into effect, are published in the Federal 

Law Gazette. Therefore, the key sources for the narrative analysis are all contemporaneous 

government documents that were released to the public. These documents are produced by 

the policymakers at the time. Thus they provide evidence about what policymakers 

believed when the legislation was enacted. 

                                                 
4 See Beetsma (2008), page 19 

5 See Beetsma (2008), page 20 
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The legal information system database (RIS)6, which is administered by the federal 

government, gives a thoroughly overview of all enacted tax laws and tax law changes. 

However, there is a catch to it: the database primary records the published laws without the 

respective explanations to the content of the government bill. Nevertheless, it is very useful 

to determine from all enacted tax policy changes their announcement dates, number of 

both the government bills and the respective budget panel reports. In this way it is easy to 

spot the government bills (including the explanations) and budget panel reports in the 

following two sources: From 1976 to 1996 in the library of the Ministry of Finance and 

starting from 1996 on the website of the Parliament7. Both the explanations to the 

government bills and the budget panel reports provide a good insight into the 

policymakers’ motivation for tax policy changes. Furthermore they both include 

information about timing and revenue estimates. Other sources that I considered in the 

narrative analysis are the annual budget speech and press releases. They are typically rich 

sources of information on motivation and appraisals of the present state of the economy. 

Another very useful source for explaining the policymakers’ appraisals of the present state 

of the economy is the Austrian Institute of Economic Research8. The Institute publishes 

monthly reports, e.g. forecasts on the economic situation, reports of the budget and the 

contemporaneous budget policy. This literature is important in framing the historical 

context and highlighting additional events of relevance. 

Finally, in order to ensure that I have included all the major tax policy changes, I make use 

of the chronicle reports on the economy by the Austrian Institute of Economic Research. 

They provide a systematic account of all the significant tax law changes. 

                                                 
6 For more details go on the website of the RIS-databank: https://www.ris.bka.gv.at/defaultEn.aspx  

7 The government bills starting from 1996 are found digitally on the website of the Parliament: 

http://www.parlament.gv.at/PAKT/RGES/  

8 The archive is found on http://www.wifo.ac.at/bibliothek/archiv/MOBE_HTML/index.html  

https://www.ris.bka.gv.at/defaultEn.aspx
http://www.parlament.gv.at/PAKT/RGES/
http://www.wifo.ac.at/bibliothek/archiv/MOBE_HTML/index.html
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2.3 Identifying Legislated Tax Changes 

The first step in the narrative analysis is to identify all legislated tax changes in the period 

1976 – 20119. Following Romer and Romer (2008), I focus on tax actions that actually 

change tax liabilities from one quarter to the next. If a tax law merely extends an existing 

tax it will not be recorded. Likewise, policy actions that just change the timing of 

withholding but do not change liabilities are also excluded from the analysis. 

All types of tax changes are included: changes in personal and corporate income taxes, 

excise taxes, wealth taxes, inheritance taxes and so forth. Eventually, I identify 208 

significant federal tax law changes since 1976. 

2.4 Classifying Motivation  

On the basis of the narrative sources I seek to identify the following key aspect of tax 

policy changes: Their motivation at the time the legislation was discussed and passed both 

in the Budget Panels and parliamentary session. In order to assure a proper classification of 

that motivation it is essential to take the historical context into consideration. The intention 

in framing this context, following Cloyne (2011) “is not to provide an exhaustive review of 

different commentators’ perspectives.”10 But rather to provide a narrative of the stated 

justifications for tax policy actions in order to get a sense of how policymakers saw their 

decisions at the time. 

Following Romer and Romer (2008), I separate legislated tax policy changes into two 

broad categories: those taken in response to current or prospective economic conditions to 

affect output growth or other economic parameters in the short run, belong to the 

endogenous, and those taken for any other reason, count among the exogenous category.  

To preserve the very nature of the motivation I follow split the endogenous and exogenous 

changes in subcategories. The subcategories supported by Cloyne (2012) fits perfectly for 

                                                 
9 In 1976 the calculating methods of the national accounts was changed to the same. At the same time the data before 

1976 was calculated with the new method. But because of the transition the data before 1976 got biased and thus 

it is to a certain degree not reliable. Some recession periods are for example missing in the data. 

10 See Cloyne 2011, page 7 
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the Austrian case. He illustrated the categories in the following table on page 6 of his 

paper: 

 

Armed with this scheme, it is generally straightforward to classify an endogenous or 

exogenous motivation for a tax law change. This applies also almost for the subcategory 

level: In the case of the endogenous subcategories the demand management and supply 

stimuli can be applied often both as the motivation for an endogenous change. Likewise, 

this is the case for the long-run performance and ideological subcategory in the exogenous 

group. In these cases I attempt to see across all my sources if one motivation is clearly 

emphasized over the other. 

2.5 Measuring the Size and Timing of Tax Changes 

As mentioned in Section 3.3, I focus on actions that actually change tax liabilities from one 

quarter to the next at the time they were implemented11. This impact on current tax 

liabilities at the prevailing level of GDP is the key measure of the size of tax changes.  

                                                 
11 Following Romer and Romer 2010 „dating the changes at the times when liabilities actually changed is consistent 

with a large body of evidence, much of it based on natural tax experiments, that finds that consumers respond to 

current disposable income.” They suggest on page 771 some academic literature for further reading on the topic. 
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In keeping with focus on liabilities I make use of the ‘full year’ revenue estimate. 

Generally, the estimates of expected revenue effects are found in the explanatory part of 

the respective government bill. These estimates are made by the policymakers themselves.  

The Budget is the fundament for the government program. It has to include by 

constitutional law all expenses and revenues. Therefore the policymakers are always 

concerned with the likely effects of fiscal policy changes on revenues at a given level of 

income. Sometimes, in the case of packages of measures an overall revenue estimate is 

given for multiple actions.12 Following Romer and Romer (2010), whenever possible, I 

derive a consensus estimate from multiple sources, e.g. the forecast reports published by 

the Austrian Institute of Economic Research. All revenue estimates are recorded in an 

annual rate. Some identified tax laws changed liabilities in steps – those I consider in the 

dataset as a sequence of revenue effects. I assign a tax action according to its 

implementation date to a quarter. Following the convention that if an action’s 

implementation date is after the midpoint of the quarter, it is assigned to the next quarter. 

During my research I also collect information about other characteristics of tax law 

changes, e.g. if an action implies a temporary or permanent change in tax liabilities. 

Following Cloyne (2012), for a temporary change I prefer the expected total yield or cost 

and not the ‘full year’ value of a tax liability change. Likewise, I assign this figure to the 

implementation date, reversing it on the expiration date of the tax law change. 

Indeed some tax policy changes have retroactive elements. In the Austrian case from 1976 

to 2011 they are a great minority of the derived tax changes. In this compiled baseline 

dataset I will exclude the retroactive elements. 

                                                 
12 If the motivation of an action within a package of measures conflicts with the overall motivation of the package, I try 

to see which argument is clearly emphasized over the other. An example is the second package of measures in 

1977 (“zweites Abgabenänderungsgesetz 1977”) which includes eight actions, expected with a rising revenue of 

1.5 Mrd. ATS: while the income tax and value-added-tax changes are classified as endogenous change, the other 

six taxes (corporate income tax, local business tax, valuation tax act, wealth tax, tax on alcoholic drinks and the 

structural improvement law) are clearly exogenous changes. Because the exogenous considerably overweight the 

endogenous changes, I classify the package of measure as exogenous. 



The macroeconomic effects of tax changes – the Austrian case 

10 

2.6 Transforming the data into a quarterly dataset 

The next step is to construct a quarterly time series from 1976 to 2011. Therefore I 

aggregate the tax series based on motivation and implementation date of the tax policy 

changes. Following Romer and Romer (2008) “the economic effects of tax actions almost 

certainly depend not on the absolute size of the actions, but on their size relative to the 

economy.”13 Hence the quarterly aggregated tax law changes are normalized by nominal 

GDP at the time of the change and eventually expressed as a percentage. 

2.7 Overview of all identified tax changes 

The results of the narrative analysis is illustrated in Table 1 which is attached to the paper. 

                                                 
13 See Romer and Romer 2008, page 10 
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ANNEX Table 1

Tax liability changes classified by motivation

1976 Q1 0.00 -77,000,000.00 1988 Q1 0.00 4,300,000,000.00

1976 Q2 0.00 0.00 1988 Q2 0.00 0.00

1976 Q3 0.00 0.00 1988 Q3 0.00 0.00

1976 Q4 0.00 0.00 1988 Q4 0.00 0.00

1977 Q1 -142,000,000.00 -20,000,000.00 1989 Q1 0.00 800,000,000.00

1977 Q2 0.00 0.00 1989 Q2 0.00 0.00

1977 Q3 0.00 0.00 1989 Q3 0.00 0.00

1977 Q4 0.00 0.00 1989 Q4 0.00 0.00

1978 Q1 0.00 -450,000,000.00 1990 Q1 0.00 0.00

1978 Q2 0.00 0.00 1990 Q2 0.00 0.00

1978 Q3 0.00 2,000,000,000.00 1990 Q3 0.00 0.00

1978 Q4 0.00 0.00 1990 Q4 0.00 0.00

1979 Q1 0.00 -1,700,000,000.00 1991 Q1 0.00 0.00

1979 Q2 0.00 100,000,000.00 1991 Q2 0.00 0.00

1979 Q3 0.00 0.00 1991 Q3 0.00 0.00

1979 Q4 0.00 0.00 1991 Q4 0.00 0.00

1980 Q1 56,000,000.00 1,550,000,000.00 1992 Q1 0.00 0.00

1980 Q2 0.00 0.00 1992 Q2 0.00 0.00

1980 Q3 0.00 1,350,000,000.00 1992 Q3 0.00 0.00

1980 Q4 0.00 0.00 1992 Q4 0.00 0.00

1981 Q1 0.00 1,900,000,000.00 1993 Q1 0.00 10,993,000,000.00

1981 Q2 900,000,000.00 0.00 1993 Q2 0.00 25,000,000.00

1981 Q3 0.00 0.00 1993 Q3 0.00 0.00

1981 Q4 150,000,000.00 0.00 1993 Q4 0.00 0.00

1982 Q1 -6,000,000,000.00 -340,000,000.00 1994 Q1 -9,400,000,000.00 0.00

1982 Q2 0.00 0.00 1994 Q2 0.00 0.00

1982 Q3 0.00 0.00 1994 Q3 0.00 0.00

1982 Q4 -500,000,000.00 0.00 1994 Q4 0.00 0.00

1983 Q1 3,009,000,000.00 60,000,000.00 1995 Q1 0.00 610,000,000.00

1983 Q2 0.00 0.00 1995 Q2 0.00 9,100,000,000.00

1983 Q3 0.00 0.00 1995 Q3 0.00 0.00

1983 Q4 0.00 0.00 1995 Q4 0.00 0.00

1984 Q1 -50,000,000.00 0.00 1996 Q1 0.00 -600,000,000.00 

1984 Q2 0.00 0.00 1996 Q2 0.00 0.00

1984 Q3 0.00 0.00 1996 Q3 0.00 0.00

1984 Q4 0.00 0.00 1996 Q4 0.00 0.00

1985 Q1 0.00 -675,000,000.00 1997 Q1 0.00 500,000,000.00

1985 Q2 0.00 0.00 1997 Q2 0.00 0.00

1985 Q3 0.00 -200,000,000.00 1997 Q3 0.00 0.00

1985 Q4 0.00 0.00 1997 Q4 0.00 0.00

1986 Q1 19,000,000.00 -1,500,000,000.00 1998 Q1 0.00 3,000,000,000.00

1986 Q2 0.00 -50,000,000.00 1998 Q2 0.00 0.00

1986 Q3 0.00 0.00 1998 Q3 0.00 0.00

1986 Q4 0.00 0.00 1998 Q4 0.00 0.00

1987 Q1 -11,700,000,000.00 -30,000,000.00 1999 Q1 0.00 -3,000,000,000.00 

1987 Q2 -150,000,000.00 0.00 1999 Q2 0.00 0.00

1987 Q3 0.00 0.00 1999 Q3 0.00 0.00

1987 Q4 0.00 0.00 1999 Q4 0.00 0.00

Endogenous Exogenous Endogenous Exogenous

From 1976Q1 to 2001Q4 the figures are in the old Austrian currency 'Schilling'.

Starting from 2002Q1 the figures are given in Euro.
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Tax liability changes classified by motivation

2000 Q1 -15,100,000,000.00 -1,000,000,000.00 2012 Q1 250,000,000.00 198,700,000.00

2000 Q2 0.00 0.00 2012 Q2 0.00 0.00

2000 Q3 5,200,000,000.00 7,540,000,000.00 2012 Q3 0.00 0.00

2000 Q4 0.00 -800,000,000.00 2012 Q4 0.00 0.00

2001 Q1 1,900,000,000.00 27,600,000,000.00 2013 Q1 0.00 30,000,000.00

2001 Q2 0.00 0.00 2013 Q2 0.00 0.00

2001 Q3 0.00 0.00 2013 Q3 0.00 0.00

2001 Q4 0.00 0.00 2013 Q4 0.00 0.00

2002 Q1 0.00 -150,000,000.00 

2002 Q2 0.00 0.00

2002 Q3 -400,000,000.00 0.00

2002 Q4 0.00 0.00

2003 Q1 -218,000,000.00 -1,720,000,000.00 

2003 Q2 0.00 -17,000,000.00 

2003 Q3 0.00 -150,000,000.00 

2003 Q4 0.00 0.00

2004 Q1 200,000,000.00 1,351,000,000.00

2004 Q2 0.00 0.00

2004 Q3 0.00 0.00

2004 Q4 0.00 0.00

2005 Q1 -1,055,000,000.00 -1,151,000,000.00 

2005 Q2 -20,000,000.00 0.00

2005 Q3 -60,000,000.00 -10,000,000.00 

2005 Q4 0.00 200,000.00

2006 Q1 -28,000,000.00 0.00

2006 Q2 0.00 0.00

2006 Q3 0.00 0.00

2006 Q4 0.00 0.00

2007 Q1 60,000,000.00 -20,000,000.00 

2007 Q2 0.00 0.00

2007 Q3 0.00 422,000,000.00

2007 Q4 0.00 0.00

2008 Q1 0.00 20,000,000.00

2008 Q2 0.00 0.00

2008 Q3 0.00 -65,000,000.00 

2008 Q4 0.00 0.00

2009 Q1 -3,530,000,000.00 -120,000,000.00 

2009 Q2 0.00 0.00

2009 Q3 0.00 -5,000,000.00 

2009 Q4 0.00 0.00

2010 Q1 0.00 -5,000,000.00 

2010 Q2 0.00 0.00

2010 Q3 0.00 0.00

2010 Q4 0.00 0.00

2011 Q1 0.00 1,309,000,000.00

2011 Q2 0.00 25,000,000.00

2011 Q3 0.00 0.00

2011 Q4 0.00 0.00

ExogenousEndogenous Exogenous Endogenous

From 1976Q1 to 2001Q4 the figures are in the old Austrian currency 'Schilling'.

Starting from 2002Q1 the figures are given in Euro.
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