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Structural Change and Nonlinear Adjustment in Chinese Inflation Rate Path:
Empirical Analysis Based on TV — STAR Model

Wu Jilin
( Economic Research Center Shandong University)

Abstract: This paper employs TV — STAR model to study the dynamic features of inflation rate in China and finds there exist
structural change and nonlinearity in the inflation rate the nonlinear adjustment of inflation and deflation shows obvious asymmetries
and their transition threshold is 4.091% . The structural change takes place around 1995 before this point exist one high and one low
equilibrium point in the inflation path but after this point only exist one equilibrium point furthermore the inflation persistence
increases a lot compared with before. Based on generalized impulse response function we find the response amplitude decreases but
response speed increases a lot. In addition positive and negative shock effects on the inflation show obvious nonlinearity and
asymmetries in most cases the positive shock effect is much bigger and much more persistent. In the short run  the shock effect in
inflation regime is much stronger than in deflation regime but in the long run the shock effect is much persistent than in deflation
regime. The shock asymmetries are more obvious after the structural change.

Key Words: TV — STAR model; Structural Change; Nonlinear Adjustment; Transition Function; Generalized Impulse Response
JEL Classification: E31 Cll
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