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Economic Growth Lower Bound and Non-Linear

Fiscal Policy
—Based on a DSGE Model with Occasional
Binding Constraint

YucHAaO PEnG LiLi YAN © Y1 FANG

(Central University of Finance and Economics)

Abstract Fiscal policy is non-linear in China, normal in regular periods, but intensively
stimulus in recession to keep economic growth rate above a lower bound. We build a DSGE
model with occasional binding constraint to analyze the non-linear fiscal policies. The
stimulus fiscal policies can keep economic growth, but crowd out the private sector invest-
ment, augment the proportion of investment in total demand and stimulate the proportion of
manufacture in total supply. “Four Trillion” stimulus fiscal policy in 2009 has worsen social
welfare because of the decreasing marginal positive externality of government investment, and
the increasing marginal negative externality of manufacture.
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