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Japanese macroeconomic policy analysis using average marginal tax rates
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This research project has yielded several papers using average marginal tax rates
and business cycle accounting. The average marginal tax rate, which is a weighted average of the marginal
tax rates of economic agents with different incomes, is more appropriate as an effective tax rate for
macroeconomic analysis than is the average tax rate, which is simply the ratio of total tax revenues to
national income. Business cycle accounting separates factors that affect economic variables (real GNP,
consumption, investment, and labor supply) into four wedges: efficiency, labor, investment, and
government consumption. These wedges replicate exactly the allocation in the economy. Using business
cycle accounting, the most recent paper of ours estimates the fiscal multiplier in Japan during the
Russo-Japanese War, 1904-1905. we estimate the value of the fiscal multiplier to be about 0.7 in the
short run and about one in the long run.
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