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The Relationship between CPI and PPI: Comparing Taiwan
with Major Economies

Yi-Ling Lin*

Abstract

In 2021, influenced by factors such as a lower base period from the previous year and the
resurgence of global economic activities driving up the prices of commodities, the annual growth
rate of Taiwan’s CPI has been consistently above 1.8% from April to December in 2021. However,
it still remains significantly lower than the annual growth rate of Producer Price Index (PPI), which
has been above 10% each month throughout the year. PPI reflects the factory prices of goods, while
CPI represents the retail prices of consumer goods. There is a significant "scissors gap" between
the annual growth rates of Taiwan's PPI and CPI, and a similar phenomenon has been observed
in economies such as the United States, the Eurozone, Japan, South Korea, and Singapore. This
has raised concerns among the public about the pressure of rising production costs, which may

potentially be passed on to consumers in the future.

This article uses the VAR model and impulse response functions to analyze whether an
increase in PPI will have an impact on CPI. The results are described as follows: In Taiwan, the
high concentration of production items in the electronics and information and communication
technology (ICT) sector results in a relatively small and short-term impact of the annual growth
rates of the PPI on the annual growth rates of the CPI. A similar situation is observed in small open
economies such as South Korea and Singapore. In contrast, the United States, Eurozone, and Japan
exhibit a broader range of production items with lower proportions of exports. As a result, their
inflation rates are more susceptible to the influence of the PPI, displaying greater continuity and

magnitude.

Keywords: CPL, PPI, scissors gap
JEL classification code: E31, ES2, L11
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