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Time Variation of China Stock Bubbles
Based on GSADF Test and PWY Alternative Test

WANG Xinjun, SUN Jie
(School of Economics, Shandong University, Jinan 250100, China)

Abstract : The GSADF test and the PWY alternative test adopted by this study are modified in the following two
aspects; firstly a simplified critical value sequence is designed and the PWY alternative test is simulatedly proved to
estimate the bubble time point, and secondly the model parameters selected are suitable for China stock market. By
means of this modified model, an empirical study is conducted about Shanghai and Shenzhen stock markets in terms
of bubble existence, origination and termination, and other time variation features together with an early warning for
potential bubbles. The results show that Price Limit Regime is an effective measure to control bubble risk because
these two stock markets have experienced only three bubbles since the implementation of this system in July 2014,
and that bubble risk is a systemic factor that affects China stock markets. The latest bubble in the above two stock
markets appeared respectively in early September and late November 2014 and burst simultaneously in early June
2015. Judged from the timeline, this bubble origination is related to the rate — cut policy of China central bank. And
this bubble termination reflects the negligence and deficiency in supervising bubble risks. The simplified PWY alter-
native test can timely warn bubble risks and provide time — point reference for establishing and implementing relevant
regulatory policies so as to prevent stock market crisis.

Keywords : bubble warning; bubble existence; bubble origination and termination; GSADF test; PWY alterna-

tive test
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