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Abstract : Government spending, one of the major components of gross domestic product (GDP), is composed of government
consumption, investment, and transfer payments. A change in government spending during recessionary periods can generate
an increase in GDP greater than the increase in spending. This is called the "multiplier effect". Accurate estimation of
government spending multiplier is important because fiscal policy has been used to stimulate a flagging economy. Many recent
studies have focused on identifying parts of the economy that responds more to a stimulus under a variety of circumstances.
This paper used the US dataset from 1966 to 2020 and local projection method assuming standard identification strategy to
estimate the multipliers. The model includes important macroaggregates and controls for forecasted government spending,
interest rate, consumer price index (CPI), export, import, and level of public debt. Investment multipliers are found to be
positive and larger than the consumption multipliers. Consumption multipliers are either negative or not significantly different
than zero. Results do not vary across the business cycle. However, the consumption multiplier estimated from pre-1980 data is
positive.
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