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Fiscal Multiplier under the Risk of Debt Default
LI Xiao—-sheng', SU Yue', CHU De-yin*

(1. Department of Statistics, Anhui Universily of Finance and Economics, Bengbu 233030, China;
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Abstract: Active fiscal policy is considered as an important policy tool to stimulate domestic demand and
implement counter —cyclical adjustment, which plays an increasingly ecritical role in easing the current economic
downturn and boosting high—quality development. However, with the expansion of the scale of fiscal expenditure,
the scale of local government debt rises, and the default risk accumulates, which greatly limits the role of active
fiscal policy. Based on the fiscal limit theory, this paper uses the dynamic stochastic general equilibrium model to
estimate the fiscal multiplier in the case of government debt default, and further simulates the implementation effect
of fiscal policy. The results show that in the case of floating exchange rate and default risk of government debt,
the fiscal multiplier is greater than that of floating exchange rate and no debt default risk; but the situation under
fixed exchange rate is just the opposite. The welfare analysis shows that the welfare losses are smaller in the case
of floating exchange rates than in the case of fixed exchange rates, regardless of whether the model has default
risk or not. Since the calculation of welfare is based on the variable variance, thus the volatility of macroeconomic
variables will become smaller due to the government expenditure shock under the floating exchange rate mechanism.
The fiscal multiplier is larger in the case of zero lower bound than in the normal period, thus the calculation of
fiscal multiplier in the case of zero lower bound is more reasonable. The sensitivity analysis of parameters shows
that default risk has a significant impact on the fiscal multiplier, but it is not affected by the elasticity of default.
The choice of monetary policy parameters will lead to significant difference in impulse response results and active
fiscal policy will produce a larger multiplier in the case of passive monetary policy. This paper studies the impact
factors of fiscal multiplier from the perspective of government debt default risk, and provides important implications
for the future to better play the role of active fiscal policy.

Key Words: government debt default; fiscal multiplier; dynamic stochastic general equilibrium model; zero
lower bound
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