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What impact do large government deficits have on a country's interest rates and economic growth rate?
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Table 1 Estimation results of the linear and threshold regression model of fiscal deficit and economic growth: Evidence from China

LR PEARAY B AT Y
lig el 8.307 (0.088)"" - -
A —0.002 (~0.009) - -
fili 95 % 0.0734 (0.008)"" - -
HEH O RBIR 0.086 (0.029)" - -
IRFHR 0.092 (0.069) - -
I TAEAE - HFFR<1.502% HFEH>1.502%
RO - 8.346 (0.067)"" 9.404 (0.438)""
i ik - —0.003 (0.008) 0.184 (0.054)"
g5 % - 0.077 (0.007)"" 0.031 (0.009)""
it KRR - 0.046 (0.024)" 0426 (0.038)"
TR - —0.053 (=0.054) -0.334 (0.108)"""
R’ 0.83 0.88 0.96
AR - 0.93
LM%tita - 12.12
Bootstrap P{H - 0.05

T s o IRORIEL% . 5%F10%MIGETT K B2, 5o REAREDR. LM SR ST TR BT 5 A 75 T TAR

L, R TR TR, # B IR B A 7R B T TR
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Figure 2 The average of several economic variabls in the periods when fiscal deficit is below 1.052% and above 1.052%
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Table 2 The data of high fiscal deficit rates, government febt and GDP growth in some countries
Ex 4y WP B2 5 T AR R (%) BUR55 (%) GDP#i K % (%)

B I 2k WY 1984 -22.57 166.5 -0.2
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Figure 3 The real GDP growth rate and fiscal deficit rate from 1978 to 2015
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What impact do large government deficits have on a country’s
interest rates and economic growth rate?

GONG Feng” & YU JinLiang

Economics and Management School of Wuhan University, Wuhan 430072, China
* Corresponding author, E-mail: 00009038 @ whu.edu.cn

The impact of fiscal deficit on economic development and national interests is an important issue in the academic circles
and decision-makers, and also is a hotly debated topic. The complexity of economic structure, differences of
development stages, and uniqueness of the research perspective made the conclusion of the research on the
macroeconomic effects of the fiscal deficit rich and varied. So far, the related research is generally believed that
short-term and moderate fiscal deficit is the comprehensive result of cyclical macroeconomic fluctuations and ‘automatic
stability’ fiscal policy, which has no fundamental effect on a country’s economic growth and national interests. However,
under certain conditions, the continued accumulation of high fiscal deficit will cause serious damage to a country's
economic growth and national interests through the following three channels. Firstly, If the high fiscal deficit leads to
excessive government borrowing, it will trigger a financial and economic crisis, which will become a serious threat to a
country’s political economic security and national interests; Secondly, If the continued accumulation of high fiscal deficit
leads to a substantial increase of money supply, it will ultimately cause the hyperinflation, which will seriously damage a
country’s economic growth and national interests; Finally, the long-term accumulation of fiscal deficit will lead to
long-term trade deficit, resulting in the loss of domestic capital, output and employment shrinking, which will adversely
affect the country’s economic growth. Nowadays, China is in the critical period of structural transformation, and the
demand of government fiscal expenditure is increased greatly, which will increase the likelihood of fiscal deficit
significantly. Chinese government should deal with the contradiction between the increase in the fiscal deficit caused by
the increase of short-term fiscal expenditure and the economic growth in the long run, and valuate the economic effects
of the fiscal deficit in order to make scientific, reasonable and effective fiscal decisions.

fiscal deficit, economic growth, debt risk, inflation, trade deficit
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