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The Estimation of China’s Core Inflation:
Based on the Bayesian Gibbs Sampler State — Space Model

Tang Dan and Zhao Xindong

( Quantitative Economics Research Institute of Huaqgiao University)

Abstract: The observed inflation can be decomposed into trend component and temporary component with the trend being the core
inflation. Measuring core inflation precisely is very important to the judgment of economic situation and adpotion of the macroeconomic
policies. In this paper we firstly establish a state space model of core inflation and then apply the Bayesian Gibbs Sampler to the
estimation of the state space model to overcome the drawback of kalman filter. We estimate China’ s core inflation from 1991 to 2010
and the results show that the estimated core inflation reflects the fluctuation of money supply very well. Compared with the CPI the core
CPI has lower volatility and has much stronger correlation with the growth rate of money supply. Finally we analyzed the trend of future
price. As long as the food price does not rise continually and substantially and meanwhile the monetary policy keeps moderate the
increase of CPI caused by the increase of one or two commodity price will not be persistent.
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