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Analysing the effects of government spending reversal in DSGE models

In this paper we analyze government spending shocks in our dynamic stochastic general equilibrium model, where in the case of high debt level government can cut its expenditures back with specified debt and tax rules. In this way we defined endogenous fiscal policy variables in stead of exogenous ones. We examined that, how can this government spending reversal change the effects of spending shocks on behavior of households, especially on consumption. Moreover that, how can an expected fiscal consolidation amplify the effects of current government expansion in the future.



