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Reflections on the Role of Government in the Post—COVID-19 Macroeconomics
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Abstract; In the mainstream macroeconomic research, government is either treated as a
benevolent social planner or replaced by reduced —form policy rules. This simplified approach
ignores the fact that the government has its preference and constraints, and policy coordination
among governments could have a significant impact on the equilibrium outcome. In this study, we
aim to incorporate the behavior of government, at either national or local level, into a standard
dynamic stochastic general equilibrium ( DSGE ) framework. We categorize the structure of
governments into four different types, discuss the decision—making process and strategic behavior
of governments, analyze the characteristics of equilibrium outcome, and propose a unified

approach to endogenize the government behaviors in a standard macroeconomic model.
Keywords: Government, Dynamic General Equilibrium, Central —Local Government Relation,

Local Government Competition, Macro—Policy Coordination
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