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SRR i BRI R SR - HELL » AU Chen (1979)HEAE Ky (0, &9 F B2 5 HA R B TGRE PR
B SRETRAGE 2 B B EOE RISRAAH S - BLLS [ FREEHhEgIMER - it
FuRe ¢ s/ e B S I EESE SRR - IR PTRE S B B A R [ — )
EARES TSRS -

BB - /NRUBHBGRETE ~ A B ERIR - wEEE) - JEE S
JEL4H4RE « E31, F10, F41

* ARSTEES R FE B R - BRSO - 5 AN s - MihfFE & -
o HREERCEI R R » TR TR R RN R B -

15



16 | ¥RipiTEF FaaE B2l REIIIS6A

%~ i
—ra.

BT R AR AR E R - FRE
EI20214F 55 2B B VETEE(Consumer
Price Index, CPI)FRIE#H 2% L2k » i
B 20224F.6 A (I =ER B 515E3.59% » £
EFPUEERRTE - Hrh R AR Y
iR R o (AR - R IR
W SR P B SR B T R L FEZ I
DUR S ARERER S (35 2 ERAETR ~ R ELKSRY)
BER LR 5 ToRmERE S - ER B
SARET - B IETEORFEEEE - JLILERTEAE
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The Price Changes in a Small Open Economy: The
Nontraded Goods Model

Tien-Wang Tsaur’

Abstract

Professor C. N. Chen (1979) constructed a small open-economy quantity theory model to
illustrate the price changes in an increasingly open economy like Taiwan. His model consists of
postulated relationships that form a basis for relating the internal price changes to the changes
in import prices and exchange rates, money supply, and real output. Based on this theoretical
framework and Taiwan data, Chen empirically showed that as the foreign trade sector gradually
becomes more important in economic development, the influence of the domestic determinants
on the internal price may decline compared to the external ones. However, Chen (1979) only
considered traded goods, but excluded nontraded ones, which recently attracted much attention in
related literature. By considering both traded and nontraded goods, this paper extends Chen (1979)
to analyze how relevant parameters in the extended model affect the relative importance of the
determinants of the internal price movements. I find that if a small country develops the tradable
sector exclusively, a paradoxical phenomenon that the growth of real output results in a rise,

rather than a fall, in the internal price level may occur.

Keywords: small open economy, imported inflation, price changes, nontraded goods

JEL classification code: E31, F10, F41

* The views expressed in this paper are those of the author and do not necessarily reflect the position of the Central Bank of the
Republic of China (Taiwan). Any errors or omissions are the responsibility of the author.



