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Abstract

On the basis of establishment of Chinese inflation cycle with CPI series since 1990, inflation cycle
is classified as expansion period and recession period. The cycle analysis and prediction conver-
sion are the analysis and prediction of bivariate time series. Empirical studies show that China has
experienced four inflation cycles since 1991, currently in the fifth cycle. The term structure of de-
posit interest rate, inflation expectation and speed of currency increase have significant effect on
China’s inflation cycle; GDP increment rate, controlled gasoline price have no significant effect on
the cycle. The dynamic Probit model has strong predicting abilities.
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Figure 1. China inflation cycles
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Table 1. China inflation and deflation cycles
7= 1. PEBAK(CP) AR

TR R AT H R TR

T1 1991g1/9992 29.1 14/19
T2 1999¢2/01q1 3.6 714
T3 2002g2/0493 6.4 10/6
T4 200602/08gq1 9.5 8/4
T5- 2009q2/- - 9/-
F - 12.2 9.6/8.3
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Table 2. Factors influencing inflation cycle and predic-
tion results

3= 2. B AR EIEASZ N0 E R 4850 R A A A TN
PR KRRy, )

il REAL B AL A2 A3
L1y, 2.04%%% 1.30*
(0.50) (0.74)
L1.5P —0.82%x* —0.48*** -0.42
(0.16) (0.17) (0.89)
L1.MO 0.12%* 3.7
(0.06) (3.06)
L2.MO 0.12%*
(0.05)
L1.M1 13.77%%* 0.29 39.83%*
(4.01) (3.35) (19.05)
L2.M1 —28.38**
(13.62)
L1.GDP 0.09 -0.04 0.01
(0.10) (0.12) (0.16)
L1.0il 0.02
(0.04)
BEE(a) — —2.87%** -1.05 -2.23
(1.09) (1.16) (2.01)
FEASL 77 77 42
X BB IR AE -31.85 —-22.30 -13.54
TER? 0.39 0.58 0.49
B HER? 0.35 0.54 0.39
AIC 73.69 56.59 41.08
CR™ 76.62% 89.61% 85.71%
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Table 3. Comparisons of prediction effects
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MR 1 A 2 i 3
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