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The Analysis and Empirical Test of the Price
Bubbles in China’s Economy

CUI Chang, LIU Jin-quan, TANG Li-xin

(Quantitative Research Center of Economics, Jilin University, Jilin 130012, China)

Abstract: As a result of shocks of various economical factors, price al-
ways deviates from its normal path, and thereby leads to various economical
bubbles. By Hausman specification error test, we examine the existence and
formation of the price bubbles for various stages in China’s economy. We
find that significant price bubble only exists in the inflation period, from
January 1983 to December 1989. Based on the findings, we analyze the cau-
ses and characteristics of inflation and deflation.

Key words: price bubble; Cagan model; full information maximum likeli-

hood estimation; Hausman specification error test
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