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Abstract

In the macroeconomics, Obtaining price stability and economic growth is always
the major object for the government. Then how to predict and control inflation
becomes a hot topic among economists. However, Output data often revises due to
new information, more perfect statistical method and classification, and adjustment to
errors, which may cause the real-time and final output gap estimates to be different,
and further affects inflation prediction. Based on this, this paper explores the
usefulness of Phillips curve based on output gap in forecasting inflation, from the
perspective of real-time analysis.

Based on the final estimates, quasi-final estimates, and real-time estimates of
China's quarterly output gap derived from six detrending methods, that’s HP filter, QT
filter, BK filter, CF filter, CL model and HJ model, this paper constructs fixed lag
length—final output gap(FL-FL), fixed lag length—quasi-final output gap(FL-QF),
variable lag length-final output gap(\VL-FL), variable lag length—real-time output
gap(VL-RT) forecasting models to predict China’s inflation rate, and compared to the
two benchmark models named as AR model and GR model, analyzes the effects of
output gap revision and variations in lag length on inflation forecasting, and further
evaluates the usefulness of output gap in predicting inflation and the applicability of
Phillips curve in inflation forecasting.

Our results show that the predicted inflation values in real time are less accurate
than those based on final data, and time-varying lag lengths give more important
effects than output gap revision on forecast accuracy. More importantly, although
output gap estimates appear to be quite useful for predicting inflation in final data
analysis, it does not provide any useful information in real time forecast, which means
the “output-inflation” type of Phillips curve is not suitable for China’s real-time
inflation forecast.

Key Words: inflation forecast; Phillips curve; output gap; real-time data
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