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CPI and PPI's “False Transmission” and the Revision

—— A Relatively Robust Empirical Framework

Abstract: Based on related foreign researches, we find that domestic empirical literatures on the CPI and
PPI transmission mechanism generally exists two problems: empirical methods mis-chosen and "false
transmission” out of omitted variable. This article, following Guglielmo et al (2002) analysis of ideas, introduces
the analysis framework of monetary policy to study the price transmission mechanism, and sets the lag augmented
VAR as a foundation based on leveraged bootstrap by using the Granger causality test, and draw a relatively robust
and comprehensive conclusion: CPI is the Granger cause of PPI, on the contrary, however, it is not established. To
further infer, the current inflation should be demand-led, and "systematic" loose monetary conditions are important
reasons to promote flourishing demand. Therefore, inflation control should start with excess liquidity, and then
guide the money supply into the production area.
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A JE T 240 (lag truncation parameters) I, XJ/NMEARE AR . 5 ADF 5 PP # 5 ANIA,
KPSS fr 4 (# S i B2 A1 A, s8Ry Py s, AR R N4 1, ADF,
PP I KPSS #0524 W], X PR &l 2 — B R BE I ST Re e, BRI E =1,



*1 PR AR 5
Vi X AIES 7 s ERF G
ADF PP KPSS ADF PP KPSS
" 0.7820 1.5180 1.1873* -4.3503"* -10.1636™" | 0.2271
2t
-1.5361 -2.4504 1.1596™" -11.71077 | -21.3812™ | 0.4845
gap,
. -0.3462 -0.4139 1.0894™* -4.3483" -3.2824"™ 0.1117
Y2
; 1.1323 0.5513 1.1085™" -8.3727" -8.8581™ 0.2306
C‘pll
e 1owwx, ek xNRIIRORT, SF 10% K.

29T FR A LA R BN S BT 58 (Bandwidth) IAfIE, H2 5L TAICHEN .
3y FE A T HO

HSRARH JGBY p th AIC A1 SIC BEAHE, A —F I, RIS T2 e 1) 5
PEB 4. fel RuIE A 8 W RKIEFEERALKT, IRl AIC &% p 4 3, MHA/INEA A
ff) SIC 3EF& T 2; PUICHIRLY) AIC AT SIC B3R T 2 Ay fetEfr.

TR A BHER IR G AT A %, T SRR I, FRATF R T
2 F 3 IR . AR HARR ST, Bootstrap (XECRH 10000 7K, FATTKIL Bootstrap £ 551 7t
AELAFDNS BRI I SE DR~ U0 AR I FE 0 A, MWALD &g vt 50 n i ] 145 484
{71E Granger R F 00 R 5B, K Bootstrap 73 I £ 50 I FHELEAT Granger PR R HERT 2
FERS A o

H =2, &=1#fi5e T 70 LAVAR (3) Bi%!, Granger K ARSI 45 4L o~ CP1Fl PPI
/] Granger RIS R HJEM CPL 2] PPI /7. 1 =3, <=1 i —JC LAVAR (4) i
BB T — W L5 1E, B A SR 13K, 35448 CPT 2] PPT Jy [ IR JLPE A B A H 0.033
I/NE] 0.008, IXEMKAT CPI £ PPI 1A% Sl B nl A7 A0 5 208N ; 22T PPI £ CPI Jy [l (1)
DRT SR 11 1 B ARE 236 i 47 F B TR0 389 D0 g 22 K, 1E— 25 A PP 21 CPT J7 1) Jo R R 1 o 8 IRk 13,
CPI 5 PPI {462 G R M 1), HIA CPI 3| PP J5 [0 #)

%2 BT 770 LAVAR BEAY ) B LR 56

““J6 VAR (3) :p=2 (based on SIC) ; d=I

Null The estimated test | 1% Bootstrap | 5% Bootstrap | 10% Bootstrap B
Hypothesis value (MWALD) | Il 51E I FE I FE YLk
PPI#= CPI | 4.351 (0.137) 10.268[9.351] | 6.635[5.960] | 5.056[4.588] ez
CPI#= PPI | 7.181™ (0.033) 9.651 6.330 4.836 E{EEAC
—_J6 VAR (4) :p=3 (based on AIC) ; d=I

Null The estimated test | 1% Bootstrap | 5% Bootstrap | 10% Bootstrap P
Hypothesis value (MWALD) | Il 5E I F-E I FE Yk
PPI#= CPI | 3.562 (0.331) 12.628[9.506] | 8.433[6.214] | 6.688[4.785] %
CPI#=> PPI | 13.148" (0.008) | 12.774 8.487 6.726 g

T 1 AT B %5 A AJE B[ granger JEIH .

ok *x
2. ’ ’

Iy M IRFET Bootstrap IFFEAT 1+ 5 A1 10% BE MK T 1% 5% 10% Bootstrap i F41iE 3 5



X T MWALD i fE R — AN A 5 99%. 95% 90%73 (v 44 -
3. O T ML T bootstrap 7SI FEBERER . [ IHBERLAERNG 37 (2) B ° (B) CREAK/INAET: bootstrap

B (10000 ) SV IRIEE 99%. 95%. 90%7-Ar %, Bl FRitiE Sl

DA b4 10 2 15 I I TR A it 15 = 7 KSR 2, 5 | N3 T BUR AR S LHI7E DY
E VAR ARG FHHMTIIES GRS R TR 3) sBB LBz, Mg a R kA, MU
LAVAR B IHAY s T CPIL 2 PPI J5 [4[¥) Granger IS OCR, 1IX 5 70 LAVAR BIRASK:
(R 4h B 5. AR, R4S B Mo Al GDP K% T PPI B¢ CPI ) Granger Ji[Al, X &k
FHHT 00 VAR AL D SRS 56 T A JE T i P2 (valid asymptotics), Caporale
& (1997) FH BEREC AL A A BT LA AL, — oIS 2 (1) LR VRSB A7AE “ 2
B e” 2k, o, “iBiiRASE” MR T CPI [ Granger JRIA, {HIEARWIFRATHT I H
[FIFELIK ) PPL AR5, 7035 B Hh B S A A AR ROIFAMEE A, e il B — LEBE s p ks

Canv g R AEREVRAN M) AAAE ™ A& BURN & . “3dds” 1) GDP [R]IN #4911 PPI #il CPI
] Granger JiU K. BUBGE ML, XIFARBIFE I~ CPL 2] PPI J7 7] ) 5 Granger [A 4
PEZE 1R, SRSCFET CPI [n) PPI M4 S OC R o XIS Dl R AR HH ILAE Guglielmo 55

(2002) FSEUERT S, ABATTN L BB SR TR B A, “abtls DR A M [R] I A
T PPI Fl CPI (1] Granger J5U K, IXE WK PP A1 CPI DA SEAS S0 AN v b R o (1) 5 52 BE (1 1 52

B TR, (B R AR o BN TR A 21K PPT 21 CPI ¥ 5117 Granger AR R A

%3 FE T VY JC LAVAR A (1) DR A 56
VUG VAR (3) =2 ; a=1
Null The estimated test | 1% Bootstrap | 5% Bootstrap | 10% Bootstrap P
Hypothesis value (MWALD) | Il 5E I FE I FE Tk
PPI==> CPI | 0.258 (0.883) 10.074[9.351] | 6.299[5.960] | 4.908[4.588] 5z
CPI#= PPI | 6.459™ (0.046) | 9.973 6.326 4.888 E{EEAC
M,#=> CPI |7.998" (0.022) |9.914 6.108 4.686 E{ERACH
M#= PPl | 3.042 (0.223) 9.655 6.303 4.705 ez
Y#= CPI | 15.292"* (0.001) | 10.785 6.608 5.049 a4
Y#= PPl | 4.937" (0.098) 10.062 6.319 4.902 a4

T 1. AT B £/5% A A4 B (1) granger J5H .

2.7, 7, AR IRIEE T Bootstrap I I 1. 5 A 10% BZE MK 1% 5%7F1 10% Bootstrap Iffi S 43 1)

KR T MWALD il 51— N A 2 99% 95%- 90% 70 4L
3. O WETHEET bootstrap 152 HEREMER . [ TABENLAE AT ){2(2) CFEAR K /NEET bootstrap XL (10000))
KIS 99% 95% 90% P %, BRI B IE S .

h. R REATR

CPIL5 PPIE T AN 5 0 B A A (¥ P FE 24 bR, W SE P 2 18] ) O R A% S LAY
W3 JA T 0 B AR I VR 5, IR e HAR Y (K 20 R R . 2 RATIAY, CPIM



PPI#SZ LU R R MR IS, WHIUIXPRINEL G S LR, T LAY B 3 A P OG22 5
o A R A A B AP R LS, A A5 IR E U MR, B4 T IR
fgiie, WA RRAETS, AMTRATRABAR LTI IFH 2 AR B . AL
N EBEIKA T ER— R LS, AEBCH WIE E ST (BENED RSO P FSTE
PR B, AU P A AL T PN AR DG AR, AT RESE 22 (R 7 AR ] SR AL AR T AT
FMARRGARIRERADITL . TR P s 75t itas . 2 IS LA B, H T
WG I G5 AR o ARGE AT, W LA RN (4518 A 7R -

1) CPLZPPII{Granger i K, R Z AWML, T8RS, X405 DU SOk A5
PRI ZES, KRAEIEHI T T A ma a3 B AR 45 18 . 734k, BT RM KT AZ
Pr K U LIS AT () SR ez, FRATT AT LA 2 Rl B2 R N R SR S, T
“CRGNE” WERA BT T A AT U A R SR R A F D o DRI, ANV BEIE B 2K (0 A K
PAR TR kiR NS B R G| D AR py € TR A AP = Tkl SUR VNI 11KV
(). 2 MBI PER R B AR, BIAE T — L8 B EKI PR P S AR A 2 A
T, TR e 00 T 2 Tl R — S LA S AT (KR S A% TR B R RIS R SYI K BURF AN b
EIAT e P AEB WAL, A F R I AME R o RN R ) [ B M fiten & TR 2
BER TN ZERAE, B SRR SRAT IO Mot I A 283 A SRAE TS, RIS 3 oemfit
LN BIE U, RN B 2 R 2 AR s AT U, XA AR et A
YA AKF ARAS

2) HAEg) B L Mk A S M EAR, AR RIL R, PPULFARCPIE S, K
LA AT o LT BT APPT S CPLZ MK G R o Y P 28 Dh g (K  BEAE 8Lt fngly, oAk 9%
iR o — SERAT AR IE D 3 MR AR R BB oK (K [RS8y BURF A X 8 5
JERELS 5 151 5 T4 ak ksl o DRI, 58 AR SGBCHE AR P FELLEPPTR) CPT & SE LL 3 il i 5% 7
ik, HRCROIFASMRIL, AR B 38 T S AK KA RO EAE T R e ) (b7
BOMD Rt leR, /D ZHMH]th 08 L 2 a5k i E H BBl K .

3) HHOAU R ARLEAR " — A, S AT ASHES R AR SRR, (R
FILAE - 1E VR b (R0 A% DA i e i iy o BRATT AT, AN W 220085 (1 Jit LA v R KPR 1 3K
Sebr b, B A [ B KOs Rl AR OB SR P 80T SR BRI Ty TRk, “HmA
R A g« DR AR 7 R BT IZAK, DR m E EE )R U RE Ty, BETTHT
W bR R B0 BB, AEREMRE B bt B 1 20 M 2t [ P 00 30 B I s )

PP EN
[1] Caporale, Guglielmo Maria,and Nikitas P,, 1997, Causality and forecasting in incomplete systems,[J].
Journal of Forecasting, 16, 425~37.
[2] Clarida, Richard , Gali, Jordi and Gertler, Mark. 1999, 7he Science of Monetary Policy: A New
Keynesian Perspective,[J]. Journal of Economic Literature, 37, 1661~1707.
[3]1Clark, T., 1995, Do Producer Prices lead Consumer Prices? [J]. Economic Review, 25~39.

[4] Davidson,Mackinnon, 2004, 7#e power of bootstrap and asympftolic fests,[J]. Working Papers, 1035.

@ MRBAFEAHERAELS OFE, A FRATE R T Ak v [ 2 2R B ot i) B Ao o A T (it
fas. Xt BNYEREEIC (20000 HERETRH, “RZHEEOUN, LI ARSI 22 iR 28 /55K 1
AR A T B RIS R, R T AR S AR . TR TR T IR A AR A B
P R, 2B KI5 2y, ARAEARGATAEFF S HoaT DA S 1 2 sl S BUn i R Gk A23) 7
@ BT RN <SP Bg . Sbs b, EBE ML BEATIRGRI N AERHE, XA H T
RIS ATk Oy Bl BE 1 & DTS, 08 MBCIAB AU EAT & [ 1R Ik Lo U 55



[51 Enders, W., 1995, Applied Econometric Time Series,M]. New York: Wiley.

[6] Guglielmo Maria Caporale, Margarita Katsimi,and Nikitas Pittis, 2002, Causality Links between
Consumer and Producer Prices. Some Empirical Evidence,[J].Southern Economic Journal, 68,703~711.
[7]1 Hacker R. S. and Hatemi~J, A., 2006, 7ests for Causalily between Infegrated Variables Based on
Asymplotic and Bootstrap Distributions. Theory and Application,[J]. Applied Economics, 38, 1489~1500.
[8] Hacker R. S. and Hatemi~J, A., 2005, A 7est for Multivariate ARCH Effects,[J]. Applied Economics
Letters, 12,411~417.

[9] Lutkepohl, H.,1982,Non~causality due fto omitted variables,[J]. Journal of Econometrics,19, 367-378.
[10] Lutkepohl, H. and Reimers, H., 1992, Granger-causality in cointegrated VAR processes,[J].
Economics Letters, 40, 263~268.

[11] Rambaldi,A.N., Doran,H.E., 1996, 7esting for Granger non-causality in cointegrated systems made
easy,[J]. Working Papers, 88.

[12] Richard, Dion., 1999, /ndicator Models of Core Inflation for Canada,[Z]. Working Papers, Number
99~13/Document de travail.

[13] Sims, C. A., Stock, J. H.and Watson., 1990, M. W. /nference in Linear Time Series Models with Some
Unit Roots,[J]. Econometrica, 58, 133~44.

[14] Silver, J. Lew, and T. Dudley Wallace, 1980, 7#e /ag relationshijp between wholesale and consumer
prices-An application of the Hatanaka-Wallace procedure,[J].Journal of Econometrics 12,375~87.

[15] Toda, H.Y. and Phillips, P.C.B., 1993, Vecfor Autoregressions and Causality,[J]. Econometrica, 61,
1367~1393.

[16] Toda, H.Y. and Phillips, P.C.B., 1994, Vecfor Auforegressions and Causality: A Theoretical Overview
and Simulation Stuay,[J]. Econometric Reviews, 13, 259~285.

[17] Toda, Hiro Y. and Yamamoto, T., 1995, Stafistical inference in vector autoregressions with possibly
Integrated processes,[J]. Journal of Econometrics, 66, 225~250.

[18] Triacca, U., 1998, Non-causality: the role of the omiffed variables,[J]. Economics Letters, 60,
317~320.

[19] Yamada, Hiroshi and Toda, Hiro Y., 1998, /nference in possibly integrated vector autoregressive
models: some finite sample evidence Journal of Econometrics,[J]. 86, 55~95.

[20] Zapata, Hector O, Rambaldi and Alicia N., 1997, Monte Carlo Evidence on Cointegration and
Causation,[J]. Oxford Bulletin of Economics & Statistics, 59, 255~98.

[21] @33 (FEREINP A b NEARE W E ST B0 M), dent: thER R AL, 2006

[22] B BEAAL WI5EGE: I BB AR B = Ik SR B s e ? ) D], (4 PFIEST) 2008
.

(23] B B G GE: QW 2 AR AL S A B A SR B AR AR R ME SO R Rl ) [J], (&
DFRFST) 20104E 5558,

[24] REF: (SRDENERADRALCP [Nl GEZ#TT5ET)  20054:05H25H

[25] HRAlifE:  CW<if g ks Fa 805 AL E AR SR B R B HE?>— S BBE ) [J], (& 5F5T) 20104
5.

[26] FKMCE: (Rt EAE) M), ARIEMZ R AL, 2008,

[27] SKpE:  CIIIAHT . s BliE L 0t MK s ——3RE B Rk AR [, (L)
201045611 -



