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Abstract

Since 1978, when the reform and opening up started, China has
been experiencing wild business cycle fluctuations as well as high growth
speed. In some times, Chinas quarter GDP growth reached 17 percent.
But there were also some times GDP growth is negative. Meanwhile, the
difference of Standard deviation of quarterly GDP between the largest and
minimum is about 8 percentage points. Facing such big economic fluctu-
ations ,we may ask: What are the characteristic facts of China’s busi-
ness cycle? What is the relationship of business cycle fluctuation and e-
conomic growth? How big are the welfare losses of business cycle fluctu-
ation and the welfare of economic growth? To answer this question is the
main task of this research.

After reviewing the related literatures, it consists three parts. Part
one analysis the characteristic facts and the duration of business cycle of
China by using MSVAR. Part two adapt Random Fields regression model
and Bayesian Estimation method,and in there we study the effect of busi-
ness fluctuation impact on economic growth. Part three analysis China’s
consume fluctuation and consume growth , Based on the expection equiva-
lence method we study the welfare cost effects of fluctuation and growth.

The following main conclusions could be drawn from the quantita-

tive analysis: First,non - deep and non - sharp property is not applica-
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ble to Chinese business cycle and Clements and Krolzig’ s parametric
tests strongly accept steepness. The probability of a low — growth regime
followed by a high — growth regime is higher than the probability of a low
— growth regime preceded by a normal — growth regime. The duration for
staying in the normal — growth is longest among three regimes, which has
a certain inertia but has a high probability of turning the trend of high
growth phase. Second, there has significan nonlinear relationship be-
tween China’ s economic fluctuations and economic growth. When the
standard deviation of economic fluctuation is less than 0. 08 , eoncomic
growth and business cycle fluctuation have a positive correlation; eco-
nomic fluctuation has a spillover effect. On the other hand, when the
standard deviation of economy fluctuations is greater than 0. 08 , econom-
ic fluctuations and economic growth has a negative correlation and eco-
nomic fluctuations have impairment effects. Third, eliminating consump-
tion volatility and maintaining economic growth is equally important.

Our work sheds some new lights on the research of Chinas business
fluctuations for the following reasons: First, This paper adopts Clements
and Krolzig’ s parametric tests to determine the asymmetric properties of
business cycles by using GDP growth rate data from 1979Q1 to 2009Q4
in China. We investigate the partition method, persistence characteris-
tics, and three types of asymmetry: deepness,steepness and sharpness.
Second ,Based on the Hamilton’ s random field and Bayesian Estimation
method , we investigate the relationship of business cycle and economic
growth. Third, we Systematically analysis consumer welfare effects of
volatility and growth.

KEYWORDS: Economic fluctuation, Economic growth, nonlineari-

ty , welfare cost effects
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