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Sectoral Heterogeneity of Fiscal Expenditure Effects from the
Perspective of the Production Network: An Analysis on How to

Improve the Quality and Efficiency of Fiscal Policy
CHU Deyin (Anhui University of Finance and Economics, 233030)
ZHOU Zongli (Xiamen University, 361005)

ZHANG Tongbin (Dongbei University of Finance and Economics, 116025)
Summary: As an important regulatory measure for stabilizing the macro economy, fiscal policy plays an
important role in resisting economic shocks and smoothing out economic fluctuations. To promote steady
improvement in the quality of and reasonable growth in the scale of the economy, it is necessary to maintain
the continuity and stability of fiscal policy. In order to understand the changes in the fiscal system deeply and
unblock the policy transmission mechanism more effectively, we incorporated the production network into
the general equilibrium model, and attempted to theoretically explore the impact of the sectoral allocation
structure of fiscal expenditure and its transmission mechanism, so as to provide theoretical basis and
decision-making reference for improving the regulatory efficiency of the proactive fiscal policy in China.

The marginal contributions of this paper are shown in the following aspects. First, we theoretically
incorporated the production network into the general equilibrium model, which enabled us to analyze the co-
movement effects between different production sectors. Second, we decomposed the structural effect of
fiscal expenditure through mathematical analysis and mathematical simulation, which can clearly describe
the different transmission mechanisms and effects of the sectoral allocation of fiscal expenditure in the
production network.

This paper finds the impact of government purchase expenditure heterogeneous by sector. Specifically,
an increase in government purchase expenditure in the upstream sector is conducive to promoting its output
growth, and the resulting rise in the price of intermediate goods has a significant negative inhibitory effect
on the output of downstream sectors. On the contrary, the increase in demand for intermediate goods caused
by the increased government purchase expenditure in downstream sectors is diffused and accumulated
through the production network, further forming a composite effect of fiscal policies, and ultimately
leading to output growth across sectors. In the production network formed by the input-output linkage, the
transmission direction of the impact of government purchase on sectoral output and the demand growth
effect caused by intermediate goods is bottom-up.

Based on the research results, it can be concluded that while expanding the fiscal policy, the
government can expand fiscal expenditure on influential sectors, adjust the scale and growth rate of output
in specific sectors and closely related sectors through input-output linkage, and amplify the multiplier effect
of fiscal policy through the production network. In addition, under the current situation of significant fiscal
expenditure pressure, we should pay attention to structural tax reduction when implementing tax and fee
reduction policies. Based on the different production network characteristics of various economic entities,
we should tailor the magnitude and scale of tax reductions for different entities, and form a structural tax
reduction and increase policy to improve the quality and efficiency of fiscal policy, thereby maximizing the
policy dividends.

Keywords: Fiscal Policy, Production Network, Spillover Effect, Transmission Direction, Improving
Quality and Efficiency
JEL: E62, H21, H30
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