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Taylor Rule and Its Empirical Test in China’ s Economy

ZHANG Xiao-yu"?, LIU Jin-quan'

(1. Quantitative Research Center of Economics, Jilin University, Changchun 130012,
China; 2. S chool of Agriculture, Jilin University, Changchun 130062, China)

Abstract: The paper tests Taylor rule through ordered choice model,
and finds that the people’ s bank of China adapts the interest rate to suit out-
put growth rather than inflation. There may be two reasons leading to the a-
bove result. The first one is that inflation has the character of structural in-
flation and is not due to excessive money supply. The second one is the fact
that the increase of interest rate is restricted in order to prevent the hot mon-
ey swarming into China.

Key words: Taylor rule; growth rate of output; inflation rate; or-
dered choice model tHERE & D)
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reliance on the intermediary will continue to decrease, and the financial disin-
termediation pressures will persist in the long run; fourthly, the develop-
ment of financial markets and the increase in types of financial instruments
have not fundamentally changed the tendency of holding a great deal of
banking assets by Chinese households.
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