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Fiscal Policies’ Capability in Smoothing Economic
Fluctuation since China’s Reform and Opening-up
——An Empirical Analysis Based on the IS-LM Model

LI Yong-you

(Anhui University of Finance and Economics , Bengbu 233041, China)

Abstract: With the traditional IS-1.M model and the comparative static a-
nalysis, this paper investigates fiscal policies’ capability in smoothing eco-
nomic fluctuation since China’s reform and opening-up. It gets conclusions
as follows: (1) fiscal policies’ capability in smoothing economic fluctuation is
comparatively low, which is averagely 6. 35 percent,and the performances va-
ry greatly during different periods of economic fluctuation; (2) different poli-
cy tools are greatly different from each other in terms of such capability,
namely, fiscal expenditure can smooth off 11, 48 percent of economic initial
shock,while fiscal transfer and income policy enhance economic fluctuation
instead by nearly 3 percent; (3) endogenous test indicates that the two-way
causality relationship only exits between discretionary expenditure policies
and economic fluctuation and the internal and external time lag of discretion-
ary expenditure policies are relatively short. The conclusions above indicate
that the key to improving the stable effect of China’s fiscal policies lies in
improving the validity of policy tools and the cooperative effect among the
tools; moreover, it is also necessary to restrain government’s fiscal behaviors
during the overheated economy.
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