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Research on Intrinsic Associated Mechanism between Stationarity of Inflation and Taylor Rule
ZHANG Xiao - yu'LIU Jin - quan’®
(1. Agriculture School, Jilin University , Changchun 130062 ;
2. Quantitative Research Center of Economic, Jilin University , Changchun 130012)

Abstract; While maintaining price stability is the main objective of monetary policy, its effect has been controversial.
This paper estimates Taylor rule with the Markov regime switching model and finds that there are different regimes where
Taylor rule obeys or does not obey Taylor principle. Through unit reot tests of inflation rate series in different regimes, the
paper finds the stationary of inflation rate series in a regime depends on whether Taylor rule obeys Taylor principle. Infla-
tion rate series are stationary in the regime where Taylor rule obeys Taylor principle,and Inflation rate series are not sta-
tionary in the regime where Taylor rule does not obey Taylor principle. Taylor rule which obeys Taylor principle has a pull
effect on the inflation rate,and make the inflation rate fluctuate around the target inflation rate. To maintain price stable,
the government should continue to implement the Taylor rule which obeys Taylor principle.

Key words; Taylor Rule; Monetary Policy; Regime Switching; Inflation
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