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Abatract: To forecast the turning points of China’s business cycle, this paper builds up a multivariate system in the
state space form, based on characteristics of China’s socialist market economy, including factors such as inflation expecta-
tions, monetary policy, international trade and investment. The paper applies Kalman filtering to estimate China’s potential
growth rates and other related variables from year 1978 to 2011. Combining VAR analysis and empirical judgments, the paper
suggests that the turning point should be inferred when actual output gap goes beyond the threshold of acceptable interval and
the trend of potential growth rate reverses.
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