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Keynesian, Classical and New Keynesian Approaches to

Fiscal Policy: Comparison and Critique
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IV Conclusion

The paper has shown how the debate over the short-run effectiveness of fiscal policy turns on two
steps: the effect of policy on AD, and the effect of AD on output. The NRH, which has shaped much of
the debate surrounding bond-financed fiscal policy, concerns step 1. Because it rests on a
microeconomic theory of household saving and bequest behavior the NRH can in principle hold in all
types of macro model, classical and Keynesian. Step 2 is more fundamental and concerns whether the
economy is described in classical or Keynesian terms, which determines whether there is space for
output to increase in response to expansionary fiscal policy. That places macroeconomic theory at the
heart of the fiscal policy debate.
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