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A Dynamic Analysis on the Effect of Government
Spending Structure on Private Consumption:
Necessary Adjustment of Government Spending

in Life-cycle Perspective
LI Chun-qi, TANG Zhe-yi

(School of Economics, Shanghai University of Finance and
Economics s Shanghai 200433, China)

Abstract: There is room for doubts about the rationality of government
spending from the angles of aggregate amount and structure. The paper es-
tablishes a recursive model of representative agent to study the effect of gov-
ernment spending structure on private consumption. The empirical results
show that government spending on administrative expenses has crowding-
out effects on private consumption; government spending on social culture
and education, economic construction, and other subsidies has pulling
effects on private consumption. Furthermore, although government spend-
ing on economic infrastructure has a positive effect on GDP, consumption
and employment rate in the short run, it has a negative effect on the three
variables in the long run. The results shed some light on the proper adjust-
ment of government spending in order to increase private consumption.

Key words: private consumption; structure of fiscal expenditure;

crowding-out effect; economic growth (FTiE%HE F )
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