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A Study on the Impact of Fiscal Policy on Price Levels: A Simulation Analysis
Based on the CGE Model

CHENG Yuan"? and XU Jie'

(1.School of Applied Economics, University of Chinese Academy of Social Sciences, Beijing 102488;
2.Institute of Quantitative and Technical Economics, Chinese Academy of Social Sciences, Beijing 100732)

Abstract: In the context of persistently low price levels in China, the effectiveness of expansionary fiscal policies in in—
fluencing price dynamics has attracted considerable attention. This study constructs a computable general equilibrium (CGE)
model that incorporates various fiscal policy measures to simulate the effects and mechanisms of expansionary policies—specifi—
cally, reductions in direct tax rates, increased investment in research and development (R&D) and technological services, and
enhanced public and household services spending—on macroeconomic indicators, with a particular focus on both overall and
sector—specific price levels. The simulation results indicate that, firstly, all three fiscal measures contribute to an increase in ag—
gregate demand, thereby driving a rise in the general price level. Secondly, these fiscal policies tend to shift demand toward
consumption. Finally, the impact on price levels varies across sectors, with the price increases being most pronounced in the
secondary and tertiary industries, while the agricultural sector experiences a relatively smaller rise in prices. The findings offer
valuable theoretical insights and practical guidance for optimizing fiscal policy tools and enhancing policy effectiveness in
achieving a moderate recovery in price levels.
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