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The Effect of the Change of Policy Credibility
on Stability of Phillips Curve:Evidence from China

ZHANG Yong

(School of Economics and Management » South China Normal
University » Guangzhou 510006, China)

Abstract: The paper explores that the change of policy credibility influ-
ences the stability of inflation expectation formation mechanism and Phillips
curve when PBC adjust policy to fulfill price stability. First, under the as-
sumption of rational expectation, our Phillips curve is added by variable of
policy credibility. On these bases, in the background of monetary policy
from accommodation to absence of accommodation following the price shock
of 1994, judging from “output-price” curve., computing impulse response
function of output and inflation in SVAR model and using recursive esti-
mates on Phillips curve, we find that the degree of policy credibility increases.,
which enhances the degree of forward looking policy and influences Phillips curve.
It illuminates that PBC should stabilize the policy credibility so as to maintain in-
flation expectation formation mechanism and Phillips curve. In the long term, the
degree of policy credibility should be further improved.

Key words: policy credibility; inflation expectation formation mecha-
nism; Phillips curve (HERE 2 W)
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