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Constructing Taiwan’s Inflation-at-Risk using the Phillips Curve
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Abstract

This paper adopts the component quantile regression framework proposed by Adrian et al.
(2019) with a skewed-t distribution and extends the approach of Prasad et al. (2019) to assess
Taiwan’s short-term inflation risk (Inflation-at-Risk, IaR). The empirical findings provide useful
references for policymakers, assist the Central Bank of the Republic of China (Taiwan) in
monitoring economic conditions and formulating timely policy responses, and support external
communication through inflation risk forecast to enhance policy credibility in a highly uncertain
environment.

The main empirical results are summarized as follows. First, owing to price rigidity,
lagged inflation exerts a stronger influence on inflation over the next six months than inflation
expectations, indicating the dominance of backward-looking inflation in the short run. Beyond
six months, this effect diminishes, and inflation expectations become the primary driver of future
inflation, highlighting the growing importance of forward-looking inflation.

Second, both the minimum wage and international oil prices exert significant positive
effects on future inflation. In the short run, increases in either contribute to cost-push inflation.
Compared with low-inflation periods, the impact of the minimum wage on future inflation is
stronger during high-inflation periods, whereas the impact of international oil prices is relatively
smaller. This is mainly because when international oil prices rise sharply, the government may
implement measures to ease oil price pressures (such as reducing fuel commodity taxes) or the
CPC Corporation, Taiwan (CPC) may activate its oil price stabilization mechanism.

Finally, the scenario analysis results indicate that positive shocks to the minimum wage
and international oil prices significantly increase upside risks to inflation. Moreover, lagged
inflation (backward-looking inflation) tends to prolong inflationary pressures, whereas inflation
expectations (forward-looking inflation) help to mitigate such pressures.

Keywords: Inflation—at-risk (IaR), Phillips curve, inflation lags, inflation expectation
JEL classification code: C12, E27, E31.
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