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China Economic Review, Vol. 21, No. 2 (June 2010 ), pp. 237~255; Michael Funke, “Inflation in Mainland China—
Modelling a Roller Coaster Ride,” Pacific Economic Review, Vol. 11, No. 4 ( December 2006 ), pp. 413~429.

£ Xuechun Zhang, “The Urban-Rural Differences of Inflation in China,” Journal of Financial Research, No. 10

(2010), pp. 11~24.
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Nina Pavcnik, “Trade Liberalization, Exit, and Productivity Improvements: Evidence from Chilean Plants,”
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Silvia Fabiani and Enrico Sette, “The Pro-Competitive Effect of Imports from China: An Analysis of Firm-
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£ 0D Kenneth Rogoff, “Globalization and Global Disinflation,” pp. 1~44.
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Trade Openness and Inflation: Provincial

Evidence from Mainland China

Hao-Chung Li

Assistant Professor
Department of Economics
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Hsin-Yi Lin
Professor

Department of Economics

National Chengchi University
Abstract

This paper utilizes the Chinese provincial data between 1997 and 2010
to study how trade openness affects the levels and volatility of the Producer
Price Index (PPI) and the Consumer Price Index (CPI). Our empirical
results suggest that trade openness is negatively correlated with PPI but
uncorrelated with CPI, and the former result can be explained by the
competition effect brought about by international trade. In addition, our paper
finds that trade openness is negatively correlated with the volatility of both
PPI and CPI. The finding for the decreased CPI volatility under trade can be
explained by the increase in consumption diversity, and the decrease in PPI
volatility under trade suggests that producers’ widening choices in material

and intermediate goods also allow them to enjoy lower price volatility.

Keywords: Trade openness, price inflation, price inflation volatility, regional
differences, quantile regression
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