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Financial Stress and Its Impact on the Business Cycle in China

Deng Chuang] | Zhao Ké’

(1. Center for Quantitative Economics, Jilin University, Changchun 130012, China;
2. School of Business, Jilin University, Changchun 130012, China)

Summary: Financial stress is the state of the financial system when it is affected by its own vulnerabil-
ity, uncertainty and various external shocks. Rationally measuring financial stress and exploring the impact of
financial stress on the business cycle, is one of the core issues in the “new economics” theory which is based
on financial stability, and it is also a hot topic that academia and decision-making departments pay close atten-
tion to. However, in the related research on financial stress, domestic and foreign scholars have always faced
two problems: Firstly, how to accurately measure financial stress under the complex and volatile economic and
financial situation? Secondly, how to reasonably portray the relationship between financial stress and the busi-
ness cycle in different periods? In recent years, with the continuous advancement of economic globalization
and financial integration, the potential stress of the financial system has gradually emerged, and has been con-
tinuously accumulating and spreading through the financial accelerator effect and pro-cyclical effect of the fin-
ancial system. Financial stress not only has a significant impact on the operation of the macro economy, but
also poses serious challenges to macro-prudential supervision and financial risk prevention and control. There-
fore, solving the above two problems not only helps to understand the operating laws of China’s macroeco-
nomic and financial systems from the perspective of financial stress, but also has an important practical signi-
ficance for improving the foresightedness and effectiveness of the macro-control policies.

In view of this, this paper measures financial stress of China from exchange market pressure, banking
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