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Dynamic Financial Conditions Index in China
under the Framework of the New-
Keynesian Phillips Curve

LU Jun,LIU Wei, LI Yi-zhen

(Lingnan College ,Sun Yat-sen University Guangzhou 510275 ,China)

Abstract: Given a lack of dynamic weight coefficient of current financial
conditions index variable,this paper employs the approach of recursive gen-
eralized impulse response function to construct dynamic financial conditions
index in China.The results show the dynamic index provides a good predica-
tion for next quarter’s output and inflation levels and is more suitable for
forecasting future inflation.Then it takes the dynamic index as a variable of
financial market and introduces it into the model of the new - Keynesian
Phillips curve.Based on GMM model,it arrives at a conclusion that the dy-
namic index has significant effects on current and next quarter’s inflation.
Therefore, it is necessary to introduce dynamic financial conditions index
taken as a financial market variable into the framework of Phillips curve in
order to analyze the impact of financial market on inflation.

Key words: dynamic financial conditions index; new-Keynesian Phillips
curve; inflation; generalized impulse response function
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