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ABSTRACT

A Bayesian prior predictive analysis is conducted on a suite of models to assess the
probability that a model and corresponding prior distributions bias results toward a
specific range of fiscal multipliers. We examine a wide range of DSGE models com-
monly used to estimate fiscal multipliers, including a real business cycle model, a New
Keynesian model with nominal and real rigidities, and open economy models. We
decompose changes in multipliers across models into wealth and substitution effects,
allowing for a more uniform comparison across models. Through the prior predictive
analysis, we show that many of the models and prior distributions impose a very tight
range for the multiplier before the models are taken to data. We argue that constrain-
ing the multiplier to such a tight range prior to conditioning on data is tantamount
to biasing results. A broader message of the paper calls for employing prior predictive
analysis when estimating DSGE models.
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