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Abstract

The financial crisis which began in the 2007 hit the world economy. To get rid of
the risk of a recession, the world's major countries have introduced lots of
packages of fiscal stimulus plans. The Chinese government also introduced a four
trillion investment plan. But the real economic effects of stimulative fiscal policy
has to be assessed.

This article is based on the dynamic stochastic general equilibrium analytical
framework. To assess the economic effects of fiscal policy, We build a DSGE
(dynamic stochastic general equilibrium) model that contains the household,
manufacturers, entrepreneurs, banks, fiscal policy authorities and Monetary
authorities. Under the premise set in the theoretical model, we conduct calibration
and bayesian estimation by using Chinese economic data. Meanwhile, The
assessed model which is combined with the calibration and the estimated
parameters was used to simulate and analyze the economic effects of the

government expenditure, the consumption tax, the payroll tax and the interest tax

The results show that: the fiscal spending has more significant positive impact on
economic variables such as output, investment and employment. The tax has a
smaller economic effects. Especially, the interest tax has minimal impact on most
of economic variables. The variance decomposition results also indicate that
there is no obvious explanatory power for the role of fiscal policy impact on long-
term fluctuations in economic variables. Compared to the monetary policy shocks,
The fiscal policy shocks has a greater impact on GDP and inflation. At the same
time, The monetary policy shocks has a greater impact on consumtion investment
and real wage than fiscal policy shocks.

According to the result of simulation analysis, we believe that: Expansionary fiscal

spending plays an important role in the response to financial crisis and lack of



external demand. But taking into account the impact of fiscal spending could lead
to inflation, a relatively large positive deviation from the steady-state. The
implementation of fiscal stimulus policy depends on the carefully consideration of
the future economic trends.There should be a reasonable coordination of fiscal

policy and monetary policy

Keywords: General equilibrium; fiscal policy; Bayesian estimation
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