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The Relationship between Entrepreneurial Confidence, Economic
Growth and Inflation Based on the FAVAR Method

JIANG Wei' CUIYing' SUN Shu-giang’
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Abstract: The factor-augmented vector autoregressive model (FAVAR) is adopted to study the relationship between
entrepreneurial confidence, economic growth and inflation based on the quarterly data from the first quarter of 2006 to the
first quarter of 2017. Three main factors are extracted from the 124 economic variables, and the FAVAR model is constructed
in combination with the selected macroeconomic variables. The empirical results show that positive entrepreneurial
confidence can promote economic growth and raise prices. The impact of entreprencurial confidence on GDP is greater
than the impact of GDP on entrepreneurial confidence, while the degree and time of the impact of CPI on entrepreneurial
confidence are greater than the impact of entreprencurial confidence on CPI. Variance decomposition reflects that the
extracted principal component factor can also well explain each economic variable, which indicates that the FAVAR model
can reflect the impact of real economic conditions better.
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