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Abstract

As one of the main challenges of macroeconomic management, stabilizing prices
is the focus of governments and academics in long-term. Under the macroeconomic
background of global economic integration, inflation is more complex. When inflation
is subject to random shocks, inflation inertia which is the speed that aggregate price
level returns to equilibrium level, exhibits great difference for various reasons such as
economic structure and determines which macroeconomic policy and how much
economic cost to control inflation. So deeply discussed dynamic characteristics of
China's inflation inertia and reveal the dynamic process of change of inflation are of
great importance for improving inflation in theory and reality.

Comparing with study of inflation inertia in aboard, there has been relatively
little research conducted in home, and most focus on discussing static measure or
structural change test, which uses statistical methods to examine time point of
inflation inertia structural change in China. Our studies emphasize on variation of
inflation inertia from dynamic perspective. Then systematic, in-depth studying the
formation mechanism and management of inflation inertia, which can be summarized
asflows:

First, based on various theories of inflation formation analysis, the empirical
research is carried out using VAR impulse response, taking demand factor, supply
factor and input factor as main variables respectively, and anayzes the dynamic
effects of one root shock of these variables on inflation. Combining with the empirical
results, we can discuss the cause of inflation inertia formation and the results show
that the persist shock of sorts of factors is the main cause of high inflation inertiain
China

Second, from the perspective of inflation expectation, we discuss the mechanism
of interaction between inflation expectation and inflation inertia, and then explain the
internal mechanism why accompanies with high inflation inertiain the period of high

inflation.



Third, we propose a monetary policy framework based on expectation from
inflation inertia management. The framework set a mid-term inflation goal, taking
money supply and interbank rate as monetary monitor variables and using forward
policies to regulate the deviation between rea inflation and inflation goal for the
purpose of anchoring inflation expectation. In this framework Monetary policy not
only can avoid inflation, but also lower the pushing effect of inflation expectation on
inflation in inflation periods, and then effectively clamp down on inflation inertia to

achieve the purpose of inflation inertia management.

Key words: inflation; inflation inertia; inflation inertia mangement
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