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An Empirical Study on the Influence of China’ s Financial Cycle
on Fiscal Sustainability
TAN Dong — yang', WU Xin —ru'?, HE Qi - zhi’

(1. Department of Economics and Management, East China Normal University , Shanghai 200062, China;
2. Research Center for Modern Financial Studies ,Shanghai Jiao Tong University ,Shanghai 200240 , China ;
3. School of Statistics and Mathematics, Zhejiang Gongshang University , Hangzhou ,310018 , China )

Abstract ; Based on the quarterly data from 1996 to 2019, this study investigates whether Chi-
na’ s financial cycle affects fiscal sustainability from the perspectives of fiscal revenue and expend-
iture as well as structural budget balance. The estimation results of the time — varying parameter
vector autoregressive model based on the fiscal response function show that the fluctuation of finan-
cial cycle has an asymmetric impact on fiscal revenue and expenditure in different periods, which
leads to the decline of fiscal sustainability in China; The comparative analysis of structural budget
balance based on financial neutrality and non — neutrality adjustment show that from 2004 to 2011,
the structural budget balance adjusted by the output gap of financial neutrality was in general sig-
nificantly smaller than the structural budget balance adjusted by economic cycle. This means that
China’ s fiscal sustainability was overestimated during this period due to the impact of financial
prosperity. Therefore, the judgement of government departments on fiscal sustainability should be
more prudent. Attention should be paid not only to the decision — making information contained in
financial cyclical fluctuations, but also strengthen the cross cycle allocation of financial resources
to ensure fiscal sustainability.

Key words:Financial Cycle; Fiscal Sustainability; Fiscal Revenue and Expenditure; Struc-

tural Budget Balance; Output Gap of Financial Neutrality
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