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The Information Effect and “Puzzle of Price” of Monetary Policy in China:

Research Based on Textual Analysis

Wang Xi Zheng MengYuan
(School of Economics, Peking University, Beijing 100871, P.R.China)

Abstract: Different from traditional theory, positive monetary shock could not increase inflation rate
significantly in China, which is so-called “Puzzle of Price”. Information Effect of the Central Bank is
an important driver of “Puzzle of Price”. The Central Bank releases internal information of the eco-
nomic conditions while promoting monetary policies, which could lead to the change of Market Ex-
pectation and induce further impact on the Inflation Rate. Textual Analysis could be used to extract
internal information of monetary authority and construct Tone Indicator. When involving Tone Indi-
cator into SVAR model, Information Effect could be controlled and “Puzzle of Price” would disap-
pear.
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