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Asymmetric price adjustment in China and the Phillips Curve Mechanism

Jinquan Liu Han Liu

Jilin University Quantitative Research Center of Economics, Changchun, Jilin, 130021

Abstract: Phillips curve describe the reverse relationship between the inflation and unemployment rates. This
paper tests the non-linear Phillips curve mechanism caused by asymmetric price adjustment. If the price
adjustment present asymmetric characteristic during the decline and increase stage, then the different forms in
different range of the Phillips curve will be found in the empirical analysis. Hence, we use threshold AR model to
estimate and testing of nonlinear Philip curve model, and also found asymmetric characteristic in the dynamic
process of the inflation rate in the corresponding model.
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