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Measuring the Effectiveness of Automatic Fiscal Stabilizers:

Evidence from China

Zhang Jie; Pang Ruizhi; Deng Zhongqi

Abstract: This paper constructs a dynamic stochastic general equilibrium model taking into account
Automatic Fiscal Stabilizers ( AFS) and Productive Fiscal Expenditures ( PFE) and analyses the four
mechanisms of the policy of AFS and PFE that influence the macro-economy including marginal incentives
disposable income income redistribution and defensive saving mechanisms. In addition by exploring the e—
conomic stability effects of AFS and PFE this paper finds that: (i) tax cuts can help stabilize economic
fluctuations especially proportional taxes but the economic stability effect of tax cuts is weaker than that of
transfer payments; (ii) compared to AFS the effect of PFE is much stronger but it is also prone to overin—
vestment; ( iii) due to the imperfections of the Chinese tax system there is a distorted welfare effect; and
(iv) the combined effect of fiscal stabilizers ( AFS and PFE) is better than the effect of a single fiscal
measure.
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