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This paper presents an analysis of the effect of fiscal policy in Indonesia based on aVAR approach. Fiscal
policy shocks are identified as a structural residuals related to unexpected government expenditures and tax
revenues. Impulse responses are then used to simulate the dynamic response of key macroeconomics
variables of shocks. The analysis shows that GDP responses negatively to tax shocks, and positively to
expenditure shock. Moreover, disposable income and private consumption

react negatively to taxation and positively to government expenditures. Altogether the results are consistent
with that of Keynesian models.
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