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RN TR R EC 20y 28%. TR R R R X, I R R A 550 4
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A Structural Explanation on the “Divergence” Between the CPIl and PPI
Lv Jie* and Wang Gaowang”
(a: School of Agricultural economics and Rural Development, Renmin University of China;
b: The Center For Economic Research, Shandong University)

Abstract:Since 2000, China's two major price indexes CPI and PPI have diverged for many times,
especially in the last three years (2011-2013). This inversion growth of the different price indexes
has weakened the ability of the central bank to stabilize the aggregate price level. By constructing
a three-sector DSGE model, we explore the structural causes of the divergence between the CPI
and PPI. It is shown that the flow of labor among different sectors has promoted the expansion of
the service sector and contraction in the agricultural sector. The CPI rose up while the PPI
experienced a short-term rise and then began to decline, thus resulting in a "divergence” between
the CPI and PPI. The three-sector model constructed in this paper is not only good at explaining
the divergence betweenthe CPI and PPI, but also used for the study of the effectiveness of
monetary policy under current china’s dual economic structure.
Key Words: Divergence between CPI and PPI; Monetary Policy; Three-Sector Model; DSGE
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