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China Inflation Dynamics and Monetary Policy

Analysis under the Framework of NKPC
GENG Qiang', LI Qun®, ZHANG Yongjie’
(1. School of Economics, Nanjing University, Nanjing 210093, China;
2. School of Economics, Nanjing Audit University, Nanjing 211815, China;
3. School of Finance, Renmin University of China, Beijing 100872, China)

Abstract: In this paper, by taking into account the lagged and the expected interest rates, we first construct a China’s inflation
equation by optimizing the central bank’s target loss under the New Keynesian Phillips Curve framework. Then we analyze the
formation of China’s inflation and study the practical effect of monetary policy after adjustment and prior guidance for inflation,
based on the quarterly data since 1992. The empirical results show that the inflation in China is mainly affected by economic
agents’ expectations of inflation and output gap. Interest rates do not change the direction of inflation in the short term, but with
the market-oriented interest rates reform, the effect of interest rates on inflation is being gradually revealed; Expected real inter-
est rate has a positive guide for current price, and the sub-sample analysis has strengthened the conservatism of this relationship.
The empirical results has a good policy reference for controlling China’s inflation and implementing its monetary policy.
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