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A Study of Inflation Fluctuation and Monetary Policy Regulatory Mechanism: An Empirical
Analysis Based on TVP-VAR Model
LIU Jin-quan, ZHANG Da-ping, ZHANG Du
(Jilin University, Changchun 130012, China)

Abstract This paper constructs the optimal monetary policy rules on the basis of the loss func-
tion of the central bank, then it studies the related dynamic controlling path of China’s nominal in-
terest rate with the TVP-VAR model. The results of the uniformly-spaced and spot pulse response
analysis show that the interest rate controlling of China’s central bank aimed at heterogeneous infla-
tion index has obvious time-varying characteristics. While at the time-point of the “deviation of the
two rates” , the fluctuation of PPI has not attracted the sufficient response from the monetary authori-
ties, however, the monetary policy pays more attention to the changing tendency of CPI regarding the
stabilizing the price of goods. Therefore, faced with the problem of continued PPI tightening in recent
years, the central bank should pay more attention to the direction of PPI tendency and further reduce
the financing costs of enterprise, so as to support the sustainable and healthy development of the real
economy.

Key words monetary policy rules; TVP-VAR Model; time varying pulse response analysis.
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