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Investment Efficiency, Residents’ Consumption
Habit Smoothing and Macroeconomic Fluctuations in China

Liu Zongming', Li Chunqi®

(1.School of Economics & Management , China University of Petroleum s Qingdao 266580, China ;
2.School of Economics, Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract: There exist three important evidence-based characteristics in economic
fluctuations in China obviously different from ones in USA. Therefore, this paper intro-
duces firm investment efficiency and residents’ consumption habit smoothing mechanism
into DSGE model and obtains the simulation result which efficiently matches the three im-
portant evidence-based characteristics, thereby supporting the rationality of the introduc-
tion of the two mechanisms above-mentioned. The volatility decomposition shows that in-
vestment efficiency shock provides indispensable explanation power for the fluctuations of
almost all the variables, especially labor employment. The results of volatility decomposi-
tion and counterfactual simulation show that the technology shocks of supply level are the
main driving source of dynamic output evolution, and the investment efficiency shock is
the main driving source of dynamic evolution of labor employment. 1992 is a critical time
cut-off point. After 1992, changes in firm investment efficiency have the important effect
on the economy in China, especially labor employment. And we think that this is the mark
of deeper development of market-oriented economy.

Key words: investment efficiency; consumption habit smoothing; economic fluctua-

tion; counterfactual simulation
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