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Abstract:

Existing theories point out that productive government expenditure is beneficial to
economic growth, but empirical studies find an uncertain or non-monotonic
relationship between the two variables. This paper attempts to frame this empirical
fact into theories. To this end, we construct three models of expenditure structure
with effective consumption, considering productive government activity as a flow
and as a stock respectively as well as the growth rate as endogenous. It is found that
two elements are essential, whether government consumption and private
consumption are substitutable or complementary and whether productive
government activity is modelled as a flow or stock. Under the case with substitution
and flow, both GDP per capita and the growth rate rise with the ratio of productive
government expenditure initially and then fall after reaching a peak; otherwise, the
two rise only with the ratio of productive government expenditure. Our findings
have enriched the existing theoretical literature.
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