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Summary: How macro prudential policies and monetary policies cooperate to improve the quality and efficiency of fiscal
policies is the focus of China’s macro control. Based on the empirical results this paper constructs a dynamic stochastic
general equilibrium ( DSGE) model embedded with the two-pillar policy and fiscal policies and evaluates the multiplier
effects of fiscal policies on changes in credit constraints of households and enterprises through numerical simulation. We
systematically examine the dynamic impact of gradual reform of credit constraints on five types of fiscal policy multipliers
and explore the mechanism of the impact of credit constraint intensity change and monetary policy transformation on the
effectiveness of fiscal policies based on the counterfactual method.

Compared with the existing research the marginal contributions of this paper are mainly reflected in the following three
points. Firstly this paper divides the non-patient sectors into non-patient families and non-patient entrepreneurs builds a
multi-sector DSGE model that simultaneously embeds the dual credit constraints of families and enterprises collects the
data of enterprise credit constraints manually for the first time and calibrates the parameters according to the actual
situation in China. It also measures the multiplier effects of fiscal policies under different combinations of credit constraints
for households and enterprises. Secondly based on the above model framework the counterfactual method is used to
compare and characterize the impact of monetary policy transformation or policy preference changes on the fiscal policy
multiplier under different household credit constraint or enterprise credit constraint intensities to explore how effective
combination of “two-pillar” policies can achieve quality and efficiency improvement of fiscal policies and to provide useful
references for policy formulation and implementation. Thirdly by iteratively solving the DSGE model in an innovative
manner we {it the dynamic evolution of fiscal policy multipliers since the gradual reform of credit constraints in 2001  with
a focus on analyzing the impact of changes in the intensity of enterprise credit constraints on the effectiveness of fiscal policy
implementation thereby providing decision-making reference for the coordination of macro prudential policies and fiscal
policies.

Research has shown that there are significant differences in the impact of credit constraints based on different micro
entities on the effectiveness of fiscal policies. Among them the shift of household credit constraint intensity has minimal
impact on the five types of fiscal policy multipliers while that of corporate credit constraints from weak to strong will greatly
weaken the effectiveness of fiscal policies. From the perspective of the transformation of two-pillar regulation the weakening
of macro prudential policies and the reduction of the coefficient of monetary policy targeting output can enhance the
multiplier effects of government consumption and transfer payments but at the same time it will also lead to a greater
inhibitory effect of income tax and consumption tax on economic growth. In addition the combination of macro prudential
policies represented by credit constraints and price-based monetary policies can enhance the multiplier effects of the five
types of fiscal policies but it is necessary to dynamically balance their promoting effect on government expenditure
multipliers and inhibiting effect on tax multipliers. Next this paper explores the impact of two-pillar regulatory
transformations such as “macro prudential policies represented by credit constraints plus mixed price-based or quantity—
based monetary policies” on the effectiveness of fiscal policies. It is believed that the shift of household credit constraints
from weak to strong has minimal impact on the multiplier effects of fiscal policies. However the change of enterprise credit
constraints from weak to strong will greatly weaken the effectiveness of fiscal policies. Finally the paper proposes
corresponding countermeasures and suggestions for improving the quality and efficiency of fiscal policies.

Keywords: Macro-prudential Policy; Monetary Policy Transformation; Fiscal Policy Multiplier
JEL Classification: C11 E32 E62
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