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Inflation and Price Level Target

HUANG Da
(Renmin University of China, Beijing, 100872, China)

Abstract: In view of the social concern of the inflation and the argument for “basically stability of general price level”,
this article makes an exploration of the fundamental issues about inflation including its definition, cause and effects. In
regarding to China’s economic situation, the article argues that the management of inflation should submit to the core
task of specific periods and so a practical attitude towards inflation is necessary. Based on this type of perspective the
article proposes several policy recommendations.
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JEL Classification: E31; O11; P22

Bid-ask Spread and Limit Order Book:
An Empirical Study of the Time—varying MRR Model

ZHENG Zhenlong DAI Song
(Department of Finance, Xiamen University, Xiamen, 361005, China;
Huatai Securities CO., LTD, Nanjing, 210002, China)

Abstract: The purpose of this paper is to investigate the relationship between those information and the bid—ask spread
in Chinese stock market. The authors modified the MRR model which is widely adopted in analyzing the components of
bid—ask spread by introducing limit order book information proxies as state variables and turn the original model into a
more flexible time—varying model to analyze how order book information would affect the components of the bid-ask
spread. The empirical study implies two main conclusions: (1) the selling pressure will significantly affect the liquidity
cost parameter of the original MRR model and that this effect is asymmetric between buyer and seller initiated orders; (2)
the order quantity of the whole order book can reveal additional information beyond the transaction flows and have
significant impact on the information cost parameter of the original model. Moreover, the empirical results indicate that
the intraday pattern of the implied spread which is derived from the time varying model is highly consistent with that of
the real bid—ask spread. All the facts above imply that the formation mechanism and intraday pattern of bid—ask spread
in Chinese stock market can be well explained by the modified time-varying MRR model.

Key Words: Limit Order Book; Time Varying MRR Model; Bid—Ask Spread

JEL Classification: G11; G12; G14

Fluctuations of World Commodity Prices and Domestic
Inflation

Evidence from China

CHEN Yucai
(People’s Bank of China Dalian Central Sub—branch, Dalian, 116001, China)

Abstract; China’s huge demand for primary commodities determines that price fluctuation of primary commodities have
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