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Abstract

The effect of expansionary fiscal policy is decided by multiplier effect, and multiplier
is decided by marginal propensity to consume (MPC). This paper uses the data from
Panel Study of Family Dynamics (PSFD) from 2014 to 2018, take advantage of the
properties of its panel data and use a personal fixed-effects model to estimate MPC, and
do the same estimate with the same model with the classified of income and the sample.
According to the empirical results, it is found that if people in Taiwan earns hundred
extra dollars of disposable income, they will spend 15 dollars on average, and if
government spends hundred extra dollars, it will increase 117.6 dollars National
Income(NI) on average. From the results of income classification, the relatively stable
income, like salary income and rental income, have the largest and most significant
impact on consumption, this result is consistent with Permanent income Hypothesis. In
addition, in the MPC estimation of sample classification, it shows that without a job is
larger than that of having a job, being single is larger than being married, and males is
larger than females in single. Finally, this paper also finds that the increase in
consumption will decrease with the increase of income, and this result is also supported

by fundamental psychological law.

Keywords: Marginal Propensity to Consume, Individual Fixed Effects, Panel Study of

Family Dynamics
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