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The Relative Research for Potential Output, Structural Budget Balance and
Fiscal Stance in China

Shi Zhuxian , Wang Liyong

(Quantitative Research Center of Economics, Business School, Jilin University, Changchun, 130012)

Abstract: In this paper, potential output in China are estimated by neo-Keynesian dynamic model. Structural
budget balance and cyclical budget balance estimated with the results above suggest that the impact of automatic
fiscal stabilizer in China is small, tax revenues and expenditure exhibit a very low cyclicality, reflecting a small size
of government sector; Cyclical budget balance moves in line with business cycle; Fiscal stance in China since from
1998 has been counter-cyclical, which succeeds in stimulating macro-economy and counteracting economic
fluctuation. According to sustainability test of fiscal stance, we know that fiscal stance at present is unsustainable,
which suggests that it is right for our government to turn expansionary fiscal policy to the neutral one.

Key words: potential output; structural budget balance; cyclical budget balance; fiscal stance; neo-Keynesian
dynamic model
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