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Fig.3 Smoothed probabilities of moderate growth regime
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Fig.4 Smoothed probabilities of rapid growth regime
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Fig.5 Smoothed probabilities of high growth regime
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Talbe 4 Transition matrix of regime probabilities

i

! K#l 1 K#2 K# 3
X 1 0.967 0.174 0.000
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Xl 3 0.000 0.109 0.750
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Table 5 Summary of regimes and durations
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Xl 3 12 0.064 4.00
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Vector error correct model with Markov regime switching and its applications

LIU Jin-quan, LIU Zhi-gang

Quantitative Research Center of Economics, Jilin University, Jilin 130021, China

Abstract: By using the vector error correct model with Markov regime switching to test the equilibrium relationship
in the long run and the fluctuation pattern in short run in the real output and inflation, we find that there are the
threshold effects among the substitutions and impacts between growth and inflation in China’ s business cycle, which
is asymmetry to some degrees. The empirical evidences also show that the fluctuations have become stable, the du-
ration has been more longer, and the price stickiness has been decreased. These findings are very important to de-
termine the combinations of economic policies and implementing of macroeconomic controls.
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