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Extended Abstract

Purpose: The importance of household expenses in creating demand for domestic
products causes the factors affecting it to be considered in establishing financial
incentives. The studies conducted so far have investigated the effect of financial
stimulus on macroeconomic variables partly with closed input-output models.
However, like Keynes' consumption theory, this model considers household
consumption as a function of current income only. Since it overestimates the
relationship between the household sector and the production sector, the results of this
model are distorted due to the presence of exogenous consumption within the matrix
of intermediate goods.

Methodology: To solve this problem, the current research uses a semi-closed input-
output model with semi-endogenous consumption, which was first introduced by
Chen et al. (2016). This model adapts the output to other theories of consumption.
Also, due to the removal of false effects caused by the transfer of exogenous
consumption to the final demand class, more realistic results are obtained from the
government's fiscal stimulus. For this purpose, the present study compares the effects
of fiscal stimulus on Iran's gross domestic product in two closed models and a semi-
closed model using the input-output table issued by the Central Bank of Iran in 2015.

Findings and discussion: The results of this research show that, with a 10% increase
in government spending as a financial stimulus, more value added has been created in
the agriculture and horticulture sectors and the private residential unit sector. This is
because these two sectors have a larger endogenous consumption coefficient than
other sectors. It states that the larger or smaller endogenous consumption coefficient
is of effect on the intensity of government investment or the increase in government
spending affects the value added and the production level. Moreover, the value-added
coefficients obtained from the semi-closed input-output model are smaller than those
obtained from the closed input-output model, and they eliminate the distortion in the
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results of the closed model and increase the accuracy of the calculation results.

Conclusions and policy implications: To consider the relationship between the
household sector and the production sector, a closed input-output model is usually
used, but, due to not considering all the factors affecting household consumption, this
model cannot calculate the results of policy making. It is because the model
overestimates the difference between the household sector and the production sector.
To solve this problem, a semi-closed input-output model with semi-endogenous
consumption was introduced by Chen’s team. Their model considers all the factors
affecting household consumption, hence used for Iranian data in the present study. In
this model, due to the calculation of the coefficient of endogenous consumption, the
key sectors are specified, and then, due to the elimination of false effects caused by
the transfer of exogenous consumption to the final demand class, more realistic results
are obtained from predicting the effect of policy on production or other
macroeconomic variables.
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