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PREFACE

Fluctuations of Business Cycles are the basic characteristics of the economy,
in any system and on any stage of development; economic growth can not be uni-
form and linear. Rapid economic growth and Business Cycles fluctuations are the
two of the most important characteristics in China’s modern economic growth.

At the end of the year 1978, China’s reform and opening — up policy was im-
plemented, started the transition process from the planned economy to the market
economy, therefore the transition period in this paper is the period since reform
and opening — up. With the deepening of socialist market economy reform and
conversion of development models, the market mechanism is enhanced; China’s
Business Cycles has entered into a new stage which is different from the past.
Systematic measurement and analysis of the new characteristics appearing in
China’s Business Cycles since the reform and opening — up 30 years, and then
searching for the influence factors of Business Cycles in transition China will be
no doubt of significance in both theory and practice for us to t«eaiiz_e the objective
regularity of Business Cycles, grasp the developing trend of economy in the oper-
ation, take the macroeconomic control with proper way in order to maintain the
continuation , stability and coordination of the national economic development.

This paper studies the characteristics and influence factors of Business Cy-
cles in transition China. This paper includes 8 Chapters, Chapter 1 is an intro-
duction ; Chapter 2 is the theoretical basis of this paper and introduces the main
theory of western Business Cycles; Chapter 3 studies the characteristics of China’s
Business Cycles; chapter 4 —7 explore how demand factors, supply factors, price
factors and institutional factors affect China’s Business Cycles; Chapter 8 is the

conclusions of this paper and policy recommendations.



HAM R E L5 B FHER R0 EEHR

Chapter 3 —7 are the core section of this paper, the main contents are as fol-
lows :

Chapter 3 investigates the characteristics of China’s Business Cycles. First,
based on the Samuelson multiplier — accelerator model, the convergence and di-
vergence of China’s Business Cycles are explored, and based on the classic Busi-
ness Cycles theories, from the viewpoint of economic growth rate, the classic
characteristics of China’s Business Cycles are analyzed in general; then based on
the modern concept of Business Cycles, the H — P filter is used to eliminate the
trend of macro — variables and the modern static characteristics of China’s Busi-
ness Cycles are analyzed; Finally, the Logistic regression model is used to further
analysis the modern dynamic characteristics of China’s Business Cycles.

Chapter 4 explores demand factors of China’s Business Cycles. First, vari-
ance decomposition and rolling variance decomposition methods are used to analy-
sis how demand components ( household consumption, government consumption,
investment, net exports) fluctuations affect Business Cycles; then studies the
changes of demand structure, industrial structure and ownership structure; final-
ly, analyzes how the changes of demand structure, industry structure and owner-
ship structure affect Business Cycles.

Chapter 5 explores supply factors of China’s Business Cycles. First, Cobb —
Douglas production function model is used to estimate China’s Total Factor Pro-
ductivity (TFP) during transition period; then investigates Total Factor Produc-
tivity and factors inputs contribution to economic growth; Finally, in the VAR
model framework , studies how supply factors ( Total Factor Productivity shocks)
and demand factors (investment shocks) affect Business Cycles.

Chapter 6 explores price factors of China's Business Cycles. First, intro-
duces “output — price” Phillips curve which reflects the relationship between
Business Cycles fluctuations and price fluctuations, then the OLS method and

[

time — varying parameter model which based on the “state — space” model are
used to estimate the “output — price” Phillips curve. Finally, VAR model is used
to study how price shocks and monetary shocks affect Business Cycles.

Chapter 7 explores institutional factors of China’s Business Cycle. First, re-
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views the research literature about institutional transition and China’s Business
Cycle, and introduces research propositions; Then, based on Samuelson “multi-
plier — accelerator” model, the total investment is divided into government and
private investment, and theoretically discussed the mechanism of the impact of
institutional transition on China’s Business Cycle; Finally, based on the relevant
statistical data, builds econometric model and empirical exams the research prop-
ositions proposed in the theoretical model.

In this paper, the main conclusions are as follows:

1. Since the new China was set up, China has experienced around 10 Busi-
ness Cycles. After reform and opening — up, our country has undergone 5 Busi-
ness Cycles. Since reform and opening — up, China’s Business Cycles are conver-
gence and volatility significantly reduced, after the mid —90’s in 20th century, o-
verall volatility of China’s Business Cycles shows “slow — rise and slow — decline”
features, the stability of the economy is gradually enhanced and the quality of e-
conomic growth continues to improve; the volatility of the latest round Business
Cycles is further weakened, economic growth reflects a high potential, low - vola-
tility characteristics; from the view of the direction of fluctuations, the year of
2008 should be “turning point” of the latest round Business Cycles in China.

2. During 1978 - 1996, the probability of China’s Business Cycles in expan-
sion state changes very intense, indicating that the volatility of China’s Business
Cycles is strong; the situation conversion between the expansion stage and the
contraction stage is more frequent; after 1996, the probability of China’s Business
Cycles in expansion changes more gentle, the situation conversion between the
expansion stage and contraction stage decreased significantly, indicating that after
China’s economy achieves a soft landing in 1996, the volatility trends have been
significantly slowed; through the analysis of the probability of China’s Business
Cycles in expansion state in 2006, we found that the possibility of future econom-
ic contraction is increasing, but there are still large uncertainties.

3. From the viewpoint of demand, investment fluctuations are the main rea-
sons that caused Business cycles in transition China, it explained 76. 8% of Busi-

ness Cycles fluctuations; net export fluctuations has a strong co — movement with
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other demand components fluctuations ; household consumption fluctuations is rel-
atively stable, which has little effect on Business Cycles fluctuations; government
consumption fluctuations has obvious suppressing effect on Business Cycles fluc-
tuatioﬁs; increase in household consumption and government consumption can ef-
fectively reduce the Business Cycles fluctuations, however, increase in invest-
ment and net export will be amplify Business Cycles fluctuations.

4. In transition process from the planned economy to the market economy,
the combined effects of demand structure, industry structure and ownership struc-
ture changes affect China’s Business Cycles; reducing the consumption rate in de-
mand structure, reducing the share of state — owned economy in ownership struc-
ture as well as the relative stability of the secondary industry’s share in industry
structure, have a profound impact to Business Cycles in transition China; im-
prove the consumption rate and reduce the share of state — owned economy, ap-
propriately enhance the secondary industry’s share in GDP and increase the tertia-
ry industry’s share in GDP can be effectively reduce China’s Business Cycles fluc-
tuations.

5. Through estimating, during transition period, China’s capital — output e-
lasticity is 0. 594, labor — output elasticity is 0. 406; before 1992, the fluctua-
tions of Total Factor Productivity are larger and more frequent; after 1992, vola-
tility gradually reduced and stabilized at 2 ~3% ; capital investment is the main
power of China’s economic growth, the contribution rate is around 61% , Total
Factor Productivity is an important force of China’s economic growth, the contri-
bution rate is around 29%.

6. Demand factor (investment shocks) and supply factor (Total Factor Pro-
ductivity shocks) are two of the most important real factors which affect Business
Cycles in transition China; on impulse directions, the two factors have significant
difference; on impulse delay, impulse intensity, and impulse cycles, demand
factor (investment shocks) impact on Business Cycles fluctuations with a shorter
delay, greater intensity, and longer cycles; comparatively, the role of demand
factor (investment shocks) is more important.

7. During 1978—2006, the reaction coefficient B, of inflation rate to eco-



»» > PREFACE

nomic growth rate is “convex — type” change mode, and has been through the
pinnacle of volatility, shows a significant decline and becomes more stable, this
stability can help to achieve goals of high economic growth and price stability ob-
jectives at the same time ; each year’s reaction coefficient 8, is positive , indicating
that the main cause of annual Business Cycles fluctuations is aggregate demand
shocks ; after 2002, the reaction coefficient 3, hovers around 0. 1, indicating that
the significant improvement of China’s supply level has resulted in the gradually
decrease of influence of Business Cycles fluctuations to price fluctuations.

8. Since the early 90’s in 20 century, price shocks and monetary shocks in
China have affected the Business Cycles, but the impact is limited ; comparative-
ly, the monetary shocks impact on Business Cycles fluctuations with a greater in-
tensity , longer cycles, however, the price shocks impact on Business Cycles fluc-
tuations with a shorter delay.

9. In the course of the institutional transition, long — term economic growth
is pulled mainly by private investment, while the government investment doesnt
significant it; In the changing of different ownership enterprises in volatility of e-
conomic activity, if the investment impulse of state — owned enterprises becomes
smaller, the volatility of state — owned enterprises’ economic activity is smaller,
the impact on the business cycle is also smaller; In the changing in ownership
structure, if the state — owned economic sectors accounted for the smaller propor-
tion of the national economy, the impact of business cycle is smaller.

In short, during transition period, the characteristics of China’s Business
Cycles have undergone a profound change : volatility convergences and decreases,
expansion period extended, since the mid —90’s in 20th century, the situation of
volatility shows “slow — rise and slow — decline” features, the stability of volatili-
ty he(;omes more sirengthen, the ability to withstand various shocks enhanced.
Institutional transition plays an important role in the process of reducing fluctua-
tions of China’s Business Cycles, demand factors (investment shocks) are major
factors which influence China’s Business Cycles, supply factors ( Total Factor
Productivity shocks) and nominal factors ( Price shocks and monetary shocks)

are important factors which influence China’s Business Cycles, in addition, de-
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mand structure, industry structure and ownership structure changes also have a
significant influence to China’s Business Cycles; in recent years, with the level of
China’s supply continuously improved, the influence of Business Cycles fluctua-
tions to price fluctuations gradually decreased, indicating that the impact of ag-
gregate demand to Business Cycles fluctuations gradually weakened.

This paper has the following four innovations;

1. Based on the Samuelson multiplier — accelerator model, the convergence
and divergence of China’s Business Cycles is explored for the first time, and the
Logistic regression model is used to dynamically depict expansion probability in
China’s Business Cycles during transition period.

2. Creatively using variance decomposition and rolling variance decomposi-
tion methods, based on the whole samples and the rolling samples, how demand
components ( household consumption, government consumption, investment and
net export) fluctuations affect China's Business Cycles is studied, then how de-
mand structure, industrial structure and ownership structure changes affect
China’s Business Cycles is studied.

3. Using time — varying parameter model which based on the “state — space”
model estimates “output — price” Phillips curve, completely revealing the dynam-
ic process between Business Cycles fluctuations and price fluctuations during
transition period for the first time, then how price shocks and monetary shocks af-
fect China’s Business Cycles is studied.

4. Based on Samuelson “multiplier — accelerator” model, the total invest-
ment is creatively divided into government and private investment, and the mech-
anism of the impact of institutional transition on China’s Business Cycle is de-
tailed and comprehensive studied from a long — term and short — term as well as
micro and macro perspective for the first time, then this mechanism is examed by
an empirical model.

This paper has the following two weaknesses:

1. In the research of characteristics, general characteristics of Business Cy-
cles in transition China are mainly studied, but lack of analysis of structural char-

acteristics, such as industrial structure characteristics, regional structure charac-



