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Responses to a structure3 Shock
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Changing Industrial Structures and Inflation-Gap Persistence in China
Pan Min, Miao Haibin

Abstract: This paper estimates the dynamic characteristics of inflation gap persistence in China and the effects of
industrial structure adjustment on inflation gap persistence from 1996 to 2010, using the hybrid New Keynesian Phillips
curve (HNKPC) model and Blanchard-Quah structure decomposition. The results show that the inflation gap persistence,
which measured by univariate and multivariate models, are both significantly lower than that of prior literatures. After
coorperating the industrial structure variables, inflation gap persistence are decreased significantly. Specifically, with the
shocks of the primary ,secondary and tertiary industries, the lasting period of inflation gap back to zero are 3, 3, 2 quarters
respectively; In the short run, the primary industry has positive impact on inflation gap persistence, while the secondary
and tertiary industries have negative impact. Overall, the primary and secondary industries weakened the inflation gap
persistence, while the tertiary industry strengthened it. The contributions of industry structure shocks to inflation
gap persistence are the primary, tertiary and secondary industries orderly. Therefore, controlling inflation should consider
the influence of industrial structure adjustment.
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