

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Understanding the Effects of Government Spending on Consumption

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w11578
 
        

    
	

	
	
		
		
			54 Pages
		
		

		Posted: 17 Oct 2005
		
			Last revised: 20 Feb 2022
		
		
	

	
		
			
			




	See all articles by Jordi GalíJordi Galí
Universitat Pompeu Fabra - Centre de Recerca en Economia Internacional (CREI); Massachusetts Institute of Technology (MIT) - Department of Economics; Centre for Economic Policy Research (CEPR); National Bureau of Economic Research (NBER)
David Lopez-Salido
Board of Governors of the Federal Reserve System
Javier Vallés
Government of the Kingdom of Spain - Economic Bureau of the President


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 3 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Understanding the Effects of Government Spending on Consumption
									

								
							
							
							
								ECB Working Paper No. 339, FRB International Finance Discussion Paper No. 805
							

							
							
								
									Number of pages: 56
								
								
									Posted: 25 Aug 2004
								
								
							

							
						

						
							
							Downloads
							  461
							
						

					

					
					

					
						
							
						

						
							
								
									Understanding the Effects of Government Spending on Consumption

								
							
							
							
								NBER Working Paper No. w11578
							

							
							
								
									Number of pages: 54
								
								
									Posted: 17 Oct 2005
								
								
									Last Revised: 20 Feb 2022
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  108
							
						

					

					
					

					
						
							
						

						
							
								
									Understanding the Effects of Government Spending on Consumption
									

								
							
							
							
								CEPR Discussion Paper No. 5212
							

							
							
								
									Number of pages: 57
								
								
									Posted: 07 Oct 2005
								
								
							

							
						

						
							
							Downloads
							   23
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: August 2005

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Recent evidence suggests that consumption rises in response to an increase in government spending. That finding cannot be easily reconciled with existing optimizing business cycle models. We extend the standard new Keynesian model to allow for the presence of rule-of-thumb consumers. We show how the interaction of the latter with sticky prices and deficit financing can account for the existing evidence on the effects of government spending. 
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