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Abstract

The performance of stabilization policies in a growing economy is ana-

lyzed using a variant of monetary growth models with sticky nominal wage

rates. Stabilization policies analyzed are feedback policy rules which are

expansionary when the rate of employment is lower than the target rate

and vice versa. It is found that fiscal stabilization policies can be desta-

bilizing if operated too intensively. The source of this difficulty is traced

to their interference with capital accumulation due to the crowding-out

effect. The paper omits the consideration of inflation and inflation ex-

pectations, in order to focus on the role of capital accumulation in the

process of business cycles.

1 Introduction

Stabilization policies interfere with the dynamic workings of the economic sys-

tem to which they are applied. As a result, they necessarily generate some

dynamic repercussions in the process. The dynamics of inflation and inflation

expectations is a typical instance, which has been extensively discussed. For re-

cent developments of the research on this issue, see Taylor (1993), Galí (2011),

and the references cited therein, for example. Another instance is the dynamic

interplay between stabilization policies, business cycles, and capital accumula-

tion. Capital accumulation is an integral part of business cycles. It is not just

a component of demand but an addition to the productive capacity, and has

a lasting influence on employment. Thus, by affecting capital accumulation,

stabilization policies can modify the whole shape of business cycles. Although

possible negative influences of fiscal expenditures on capital accumulation are

often mentioned, systematic analyses of such dynamic interplays seem to be

lacking. The purpose of the present paper is to examine how the dynamics of

business cycles and capital accumulation is altered in this interplay.

The stabilization policies considered in this paper are simple feedback plicy

rules; fiscal expenditures or the quantity of money are expanded around some

base level if the rate of unemployment is above the target rate and vice versa.
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