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This	
  research	
  is	
  a	
  compara6ve	
  analysis	
  

•  To	
  what	
  extent	
  can	
  the	
  cyclical	
  proper6es	
  of	
  
the	
  Chinese	
  economy	
  be	
  understood	
  with	
  a	
  
very	
  basic	
  real	
  business	
  cycle	
  model?	
  

•  How	
  does	
  this	
  compare,	
  say	
  when	
  the	
  model	
  
is	
  calibrated	
  to	
  Canada?	
  
– The	
  model	
  works	
  reasonably	
  well	
  for	
  both	
  
industrialized	
  and	
  emerging	
  market	
  economies.	
  

–  If	
  the	
  model	
  fails	
  badly	
  for	
  China,	
  what	
  are	
  the	
  
anomalies,	
  and	
  how	
  should	
  we	
  refine	
  the	
  model	
  
to	
  account	
  for	
  them?	
  



Methodology	
  

•  Basis	
  of	
  comparison	
  
–  (Small)	
  open	
  economy	
  model.	
  A	
  variant	
  of	
  
Mendoza	
  (1991)	
  who	
  calibrates	
  to	
  Canada	
  
1946-­‐1985.	
  

– We	
  calibrate	
  to	
  post-­‐reform	
  China	
  1979-­‐2004.	
  	
  
– Using	
  (essen6ally)	
  the	
  same	
  model	
  as	
  Mendoza,	
  
we	
  can	
  beZer	
  isolate	
  the	
  differences	
  between	
  
China,	
  which	
  has	
  been	
  under-­‐researched,	
  and	
  
Canada.	
  



Major	
  Findings	
  from	
  Business	
  Cycle	
  
Analysis	
  

– China	
  is	
  not	
  so	
  different.	
  The	
  business	
  cycle	
  model	
  
works	
  about	
  as	
  well	
  for	
  China	
  as	
  it	
  does	
  for	
  the	
  U.S.	
  
or	
  Canada.	
  
•  Matching	
  second	
  moments	
  (vola6lity,	
  autocorrela6on)	
  

– The	
  model’s	
  primary	
  shortcoming	
  is	
  in	
  explaining	
  
consump6on	
  and	
  saving	
  behavior.	
  
•  The	
  model	
  predicts	
  consump6on	
  to	
  be	
  too	
  smooth	
  and	
  too	
  
high	
  as	
  compared	
  to	
  the	
  data.	
  



Examina6on	
  of	
  consump6on	
  behavior	
  	
  
•  The	
  primary	
  explana6on	
  for	
  consump6on	
  lies	
  in	
  the	
  low	
  

amount	
  of	
  risk-­‐sharing	
  (we	
  think).	
  

•  Test	
  hypotheses	
  about	
  risk	
  sharing	
  
•  Basis	
  of	
  comparison	
  

•  Use	
  provincial	
  data	
  on	
  household	
  consump6on	
  expenditures	
  

•  Use	
  same	
  methodology	
  as	
  Crucini	
  (1999)	
  who	
  ran	
  risk-­‐sharing	
  tests	
  on	
  
state-­‐level	
  data	
  in	
  the	
  U.S.	
  and	
  on	
  country-­‐level	
  data	
  for	
  large	
  OECD.	
  

•  We	
  find	
  that	
  there	
  is	
  about	
  the	
  same	
  degree	
  of	
  risk	
  sharing	
  
across	
  Chinese	
  provinces	
  (1978-­‐2004)	
  as	
  there	
  was	
  across	
  G-­‐6	
  
countries	
  during	
  the	
  1980s,	
  which	
  is	
  much	
  lower	
  than	
  across	
  
U.S.	
  states.	
  
•  Capital	
  controls	
  were	
  s6ll	
  in	
  place	
  during	
  the	
  1980s.	
  



Data	
  Issues	
  

•  People	
  ques6on	
  the	
  data	
  quality.	
  
–  It	
  is	
  what	
  it	
  is.	
  	
  
– The	
  issues	
  are	
  too	
  important	
  to	
  ignore	
  un6l	
  we	
  
have	
  “high	
  quality	
  data.”	
  

– There	
  is	
  measurement	
  in	
  U.S.	
  data	
  too,	
  but	
  this	
  
doesn’t	
  stop	
  the	
  research.	
  	
  



The	
  business	
  cycle	
  model	
  
•  Representa6ve	
  consumer/producer	
  maximizes	
  
discounted	
  life6me	
  u6lity	
  defined	
  over	
  
consump6on	
  and	
  leisure.	
  

•  A	
  single	
  good	
  is	
  produced	
  with	
  labor	
  and	
  
capital.	
  The	
  good	
  can	
  be	
  consumed	
  or	
  
invested.	
  

•  The	
  agent	
  can	
  trade	
  with	
  the	
  rest	
  of	
  world	
  a	
  
non-­‐state	
  con6ngent	
  bond.	
  



•  Preferences	
  

•  Budget	
  Constraint	
  (government	
  runs	
  balanced	
  
budget)	
  	
  

•  Technology	
  
•  Capital	
  accumula6on	
  dynamics	
  



•  Shocks	
  

•  Device	
  to	
  achieve	
  sta6onary	
  steady	
  state:	
  
Country	
  risk	
  premium	
  	
  



•  Equilbrium	
  

•  Defini6ons	
  	
  	
  	
  	
  



Calibra6on	
  

•  φ chosen	
  to	
  match	
  investment	
  vola6lity.	
  
•  ω from	
  Mendoza	



•  γ = 2 	



•  α = 1/3	



•  δ=0.10	



•  Ψ from	
  SchmiZ-­‐Grohe-­‐Uribe	







Model	
  variants	
  



Implied	
  Vola6lity	
  



Persistence	
  	
  



Correla6ons	
  



Compare	
  to	
  Canada	
  



Compare	
  to	
  USA	
  



Consump6on	
  Levels	
  



EXAMINATION	
  OF	
  CONSUMPTION	
  
AND	
  RISK	
  SHARING	
  



Risk	
  Sharing	
  within	
  China	
  
•  A	
  maintained	
  assump6on	
  of	
  real	
  business	
  cycle	
  
models	
  is	
  perfect	
  within	
  country	
  risk	
  sharing.	
  

•  This	
  implies	
  that	
  the	
  growth	
  rate	
  of	
  consump6on	
  
should	
  be	
  highly	
  (perfectly?)	
  correlated	
  across	
  
individuals.	
  

•  Equivalence	
  between	
  compe66ve	
  equilibrium	
  
and	
  Pareto	
  op6mum	
  instructs	
  social	
  planner	
  how	
  
to	
  allocate	
  consump6on.	
  
– Start	
  with	
  a	
  look	
  at	
  planned	
  and	
  market	
  
economies.	
  



















Mean	
  growth	
  1980-­‐2008	
  by	
  state	
  
from	
  Consumer	
  Expenditure	
  Survey	
  

Mean Mean Mean 

Identifier growth Identifier growth Identifier growth 

GR46 0.32 GR15 -0.49 GR30 0.20 

GR1 -1.10 GR16 1.97 GR31 0.45 

GR2 -0.17 GR17 0.58 GR32 0.38 

GR3 0.91 GR18 9.29 GR33 -3.08 

GR4 -1.22 GR19 -0.26 GR34 1.12 

GR5 0.09 GR20 -4.63 GR35 0.80 

GR6 -0.32 GR21 0.62 GR36 0.12 

GR7 0.23 GR22 0.59 GR37 -0.18 

GR8 11.92 GR23 -0.32 GR38 -0.31 

GR9 -0.79 GR24 0.70 GR39 -0.85 

GR10 -0.26 GR25 0.19 GR40 -3.12 

GR11 0.14 GR26 1.22 GR41 -0.38 

GR12 -0.45 GR27 -1.69 GR42 0.96 

GR13 1.03 GR28 10.44 GR43 -1.56 

GR14 0.57 GR29 0.10 GR44 -0.19 

GR45 -0.40 



Growth	
  rate	
  Real	
  PCE	
  (USA)	
  



Growth	
  rate	
  real	
  NDS	
  (USA)	
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Tes6ng	
  the	
  null	
  hypothesis	
  of	
  
perfect	
  risk	
  sharing	
  



Results	
  



Compare	
  to	
  US	
  States	
  and	
  G-­‐7	
  



Conclusions	
  
– At	
  the	
  business-­‐cycle	
  frequency,	
  the	
  primary	
  
difference	
  between	
  China	
  and	
  more	
  extensively	
  
studied	
  economies	
  lies	
  in	
  consump6on/saving	
  
behavior	
  

– Low	
  consump6on	
  growth	
  correla6ons	
  within	
  
China	
  is	
  consistent	
  with	
  low	
  opportuni6es	
  for	
  risk	
  
sharing.	
  

– China	
  should	
  be	
  amenable	
  to	
  business	
  cycle	
  
modeling	
  if	
  the	
  model	
  is	
  modified	
  to	
  allow	
  for	
  this.	
  

– The	
  precau6onary	
  saving	
  mo6ve	
  that	
  emerges	
  
may	
  be	
  the	
  force	
  behind	
  balance	
  of	
  trade	
  issues.	
  


