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The Dynamic Effect of Government Expenditure on
Livelihood Improvement on Resident Consumption
Demand : Empirical Test Based
on State Space Model

.1 Jian-giang'**

(1. School of Business s Soochow University s Suzhou 215021, China ;
2. School of Business s Yancheng Teachers University s Yancheng 224002, China)
Abstract: Based on the optimum consumption behavior theory and the

unique consumption characteristics of Chinese residents under the dual eco-
nomical and social structure in urban and rural areas, the paper introduces
government expenditure on livelihood improvement to the optimum con-
sumption function, and makes an empirical test on the dynamic relation be-
tween government expenditure on livelihood improvement and resident con-
sumption demand by using the data from 1978 to 2008.The results are as fol-
lows: first, since the reform and opening-up, government expenditure on
livelihood improvement has an inverted V-shaped impact on private con-
sumption;second, the impact of government expenditure on livelihood im-
provement on resident consumption in urban areas is greater than the one in
rural areas; third, compared with transfer expenditure on livelihood im-
provement, the impact of investment expenditure on livelihood improvement
on resident consumption is more significant.

Key words: government expenditure on livelihood improvement; large

rigid expenditure; state space model
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