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Components of Government Spending, Structural Fiscal

Policy and Improvement of Active Fiscal Policy Efficiency

LI Rong?, TIAN Xiao-hui?
(1. China Financial Policy Research Center, School of Finance, Renmin University of
China; 2. School of Agricultural Economics and Rural Development, Renmin University of

China)

Abstract: This paper investigates effects and transmission mechanisms of changes of government
spending components. According to Chinese data from 1992 to 2018, shares of different government spending
components to total government spending had been changing over time: government investment share was
increasing, non-investment government spending share was decreasing and welfare spending share was roughly
constant. The correlation between the growth rate of government and private investment was low, while the
correlation between the growth rate of welfare spending and private consumption was high. We construct a
DSGE model with infrastructural and non-infrastructural sectors and financial frictions, to study effects of
different components of government spending. We find: government consumption has the smallest effect in
stimulating the economy and crowds out private economic activities; the effect of government investment
depends on the marginal benefit of government investment on the productivity of public capital and the financial
accelerator effect; since private consumption and welfare spending are complementary, government welfare
expenditure has the largest stimulus effect. Finally, we find that it is an efficient way to stimulate the economy by
reducing government consumption, adjusting the ways of government investment and increasing welfare
spending.

Key Words: structural fiscal policy; government spending component; government investment; welfare
spending; government consumption

JEL Classification: E62 H50 E60
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