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The Estimation of China’s Core Inflation Based on the Bayesian
Gibbs Sampler State-space Model

Abstract: Core inflation is very important to the judgment of economic situation and adpotion of the
macroeconomic policies. The observed inflation can be decomposed into permanent component, which is the so
called core inflation, and temporary component. In this paper, we estimate China’s core inflation from 1991 to
2010 using State Space model based on Bayesian Gibbs Sampler. The result show that the estimated core inflation
reflects the fluctuation of money supply very well. Compared with the CPI, the core CPI has much stronger

correlation with the growth rate of money supply.
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