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Study on the Combination Effect and Stability of Fiscal Expenditure Types and
Monetary Policy Rules
Yang Bing', Yang Yang* and Du Jian®
(1. School of Economics, Guizhou University of Finance and Economics; 2. Big Data Application and Economics, Guizhou
University of Finance and Economics; 3. School of Accounting, Guizhou University of Finance and Economics)

Summary: Fiscal policy and monetary policy have always been two important means of macroeconomic regulation. The
purpose of this study is to analyze the policy effect under different types of fiscal expenditure and different monetary policy
rules, as well as the policy effect of the combination of fiscal expenditure type and monetary policy rules.

From the perspective of dynamic stochastic general equilibrium, this paper puts fiscal expenditure types and monetary
policy rules into DSGE model, and discusses the effectiveness and stability of the combination of fiscal expenditure types and
monetary policy rules.

The results show that, firstly, positive fiscal expenditures are conducive to smoothing the fluctuations in investment from
government expenditure shocks. moderate fiscal expenditures are more conducive to smoothing the fluctuations in government
expenditures and government debt. However, output and inflation do not respond much to changes in fiscal expenditure types.
Secondly, in the transformation process of monetary policy rules, with the impact of government expenditures, it is more
inclined to adopt a mixed rule which is to supplement price—based rules with quantity—based rules. However, with the impact
of monetary policy, a single quantity—based rule is more effective. Thirdly, from the perspective of the combination effect of
fiscal expenditure type and monetary policy rules, the combination of positive fiscal expenditure and mixed monetary policy
rules is the most effective, with different combined effects under different goals. From the perspective of social welfare losses, the
social welfare loss under the three goals is greater than that under the two goals. Fourthly, the combination of China’s fiscal policy
and monetary policy follows the PMPF paradigm.

Based on the above conclusions, three suggestions are put forward. Firstly, building an efficient and coordinated fiscal
policy and monetary policy framework to perfect the macro-regulation system. Secondly, setting reasonable goals to ensure
policy implementation effect. Thirdly, While implementing fiscal and monetary policies to stabilize the macro economy, the
Central Bank of China should increase its independence and enhance the autonomy and responsibility of monetary policy
formulation and implementation

Keywords: Fiscal Expenditure Types; Monetary Policy Rules; Portfolio Effect; DSGE Model
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