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Fig. 1 The changes in income and spending of China’s government
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Fig. 2 The structural compositions of private consumption, public consumption and investment in China
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Fig. 3 Baseline results of the simulation of China’ s structural transformation
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Government spending management, demand structure, and structural trans-
formation

GUO Kai-ming, DING Zi-han
Lingnan College, Sun Yat-sen University, Guangzhou 510275, China

Abstract: China’ s experiences during the reform and opening-up era have presented a novel model for the
government to efficiently promote growth and manage fluctuations. As China’s economy enters a new era of
high-quality development, how should the government proceed to boost structural transformation and promote
steady growth? To answer this question, the paper presents a multi-sector dynamic general equilibrium model
with government spending structure, based on the facts that the structural composition of government spending
is different from that of private consumption or investment. The model is applied to China’s economy to esti-
mate the effects of government spending on structural transformation through the mechanism of demand struc-
ture. It is found that a decrease of government spending or an increase of government investment rate would in-
crease the share of industry and improve the structure of services, with the effects of the former being more sig-
nificant than the latter. The paper offers a theoretical basis for China’ s reform of government spending struc-
ture, and derives policy implications for the government to further promote high-quality development.

Key words: government spending; structural transformation; demand structure ; industry; services



