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Abstract; This paper calculates the climate gap which reflects business cycles based on dynamic factor model
and calculates the rolling correlation coefficients and time ~ varying pushing effect of the climate gap on inflation
in China. The results show that inflation is pro — cyclical but the effect of the climate gap on inflation declines
recently. This paper argues that it is still a wise choice to keep policies tight but, as the sacrifice ratio increa-
ses, the government shouldn’t strengthen the tight policies or the economic growth will be hurt.
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