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Comparison on the Economic Policy
Multiplier under Inflation and Deflation

LIU Jin-quan

(Quantitative Research Center of Economics, ] ilin University, Jilin Changchun 130021,China)

Abstract;: Under the environment of inflation or deflation, the macroeconomic policies
will have different effects . New Keynesian economics holds that economic policy has higher
multiplier under deflation due to price stickiness and cost adjustment. By model testing we find
this view is invalid for China's economic situations. Under deflation, fiscal policy and monetary
policy’s multipliers are significantly lower than before. This is caused by the function decrease
in investment multiplier and money's real effects.
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