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Firm Dynamics and Economic Fluctuations in China

——A Dynamic Perspective of New Keynesian

CHEN Lifeng
( Department of Economics, Party School of Guangdong Provincial Committee of CPC, Guangzhou 510053, China)

Abstract: This paper, based on a dual — nominal rigidities NKMP — DSGE model with firm dynamics, investigates the economic fluc-
tuations in China. The research finds that compared to other studies, exogenous shocks may affect firm dynamics which further affects
the whole economy. The Bayesian impulse response function of aggregate demand shocks remarkably support the unconventional govern-
ment — posing monetary policy to stimulate economy during the financial crisis. Also, the Bayesian impulse response function of the en-
try cost shocks argues that providing more easily available financing, reducing financing cost and improving the efficiency of public
service can benefit the establishment of new enterprises and thus the economic growth. This conclusion significantly supports the policy
of directional lower the reserve requirement ratio.

Key Words: firm dynamics; entry cost; economic fluctuation; Bayesian model option
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