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The Identification and Effect of Fiscal
Policy Shocks in China: SVAR
Analysis Based on Sign Restriction
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Yunnan Academy of Social SciencessYunnan Kunming 650034, China)

Abstract: Based on inadequate domestic research about identification of fiscal policy
shocks, this paper discusses foreign and domestic identification of fiscal policy shocks one
by one by constructing structural vector auto regression (SVAR) m model system, and
employs the identification method of sign restriction to make a systematic empirical analy-
sis of the effect of Chinese fiscal policy shocks by using quarterly data from the first quar-
ter of 1997 to the fourth quarter of 2012. It comes to the conclusions as follows:firstly, as
for responses to Chinese economic cycle shocks and monetary policy shocks, there is a
weaker relational degree between nominal variables like nominal money supply &. interest
rates and real economic variables like output&. consumption;secondly, fiscal policy shocks
also have no significant effects on nominal variables; thirdly, government expenditures
shocks have no significant effect on real output in the short run, but the negative effect in
the long run, because of further deflation effect from adaptability excess adjustment to the
increase in government revenues resulting from the expansion of government expendi-
tures; fourthly., government expenditures have crowding-out effect on real investment in
the short term; fifthly, government expenditures and credit balance move at the same direc-
tion, showing the fact and dilemma that China’s government expenditures mainly depend on
credit financing.

Key words: fiscal policy; structural vector autoregression; shock identification; sign

restriction
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