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Outline 

• Motives

• Demand- and supply-side determinants of China’s food 
price inflation
– Household-level data

– National and provincial data 

• How does food price inflation affect aggregate inflation?

• Conclusions 
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Motives 

• Stylised facts

– Aggregate inflation mainly contributed by food price inflation

– Food price inflation mainly driven by meat and poultry price inflation
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Motives

• Questions to answer

– Why is food price inflation the major contributor to 
aggregate inflation?

– What determines China’s food price inflation?

� It is typically argued that China’s food price inflation has been 
mainly determined by supply-side factors (e.g. natural disasters and 
international food price inflation)

– How does food price inflation affect China’s aggregate 
inflation?

– Policy implications?
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Why is food price inflation a major contributor 

to aggregate inflation?

• Expenditure elasticity of various food items (Working-

Leser model)
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Why is food price inflation a major contributor 

to aggregate inflation?

• Estimation using provincial household data of 1995-2007

– China’s food expenditure elasticity larger than other economies

– Expenditure elasticity of meat and poultry larger than unity
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Why is food price inflation a major contributor 

to aggregate inflation?

• Demand- and supply-side effects

– Expenditure elasticity relatively high, particularly for meat and 

poultry products

– Rigidity in supply

• As a result, food price inflation may change more quickly 

and significantly than other goods when demand rises 
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What determines China’s food price inflation?

• Triangle model (Gordon, 1985)

– Inflation inertial 

– Demand-side factors 

� Output gap and excess money

– Supply-side factors 

� Natural disasters, food yield, production costs, and imported food price 

inflation
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What determines China’s food price inflation?

• Is international food price inflation a driving force for 

China’s food price inflation? 

High correlation between domestic and imported food price inflation
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What determines China’s food price inflation?

• Our analysis shows international food price inflation is 

not a major determinant of domestic food price inflation

– Soy bean products account for a large part of China’s food imports

– China is the largest importer of soy bean products, suggesting soy bean 

price inflation has likely been endogenous
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What determines China’s food price inflation?

• China is a net exporter of major food items
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What determines China’s food price inflation?

• Explanatory variables in our model

– Inflation inertial, output gap, excess money, natural 

disasters, food yields, production costs

• Analysis using various sets of data

– National-level data

– National-level food panel data 

– Provincial-level various food panel data



13

What determines China’s food price inflation?

• Estimates using 1996Q1-2009Q2data:demand pressures 
more important

• Variance decomposition
– (A) contributions by demand and supply factors:24% vs. 17%

– (B) contributions by demand and supply factors:32% vs. 17%
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What determines China’s food price inflation?

• National-level food panel data (1994-2008)

• Variance decomposition: demand pressures more important

– (A) contributions by demand and supply factors: 29% vs. 27%

– (B) contributions by demand and supply factors: 35% vs. 22%
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What determines China’s food price inflation?

• Provincial-level panel data (1995-2008)

– Grains, meat and poultry, fruits and vegetables 

– Provincial-level output gap and food price inflation

– Provincial-level natural disasters and food price inflation 
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What determines China’s food price inflation?

• Estimates 
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What determines China’s food price inflation?

• Estimates

Variance decomposition (%）
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How does food price inflation affect 

aggregate inflation?

• Three channels

– Direct effect 

– Wage growth 

– Inflation expectation
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Did food price inflation push up wages?
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Did food price inflation push up wages?

• Provincial-level panel data (2003-2009)

– Food price inflation did not push up wages 

– Why? Abundant labour forces
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Did food price inflation affect inflation 

expectation?

• Food price inflation affected inflation expectation

Granger-causality tests
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Non-food price inflation and aggregate inflation

• Two questions

– Did aggregate inflation revert to non-food price inflation?

• Aggregate inflation partly reverts to non-food price inflation within 12 

months

– Did non-food price inflation revert to aggregate inflation?

• Non-food price inflation did not revert to aggregate inflation
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Policy implications

• Food price inflation reflects demand pressures

• Food price inflation does not necessarily transmit 

to non-food price inflation 

�When food price inflation rises fast, policy actions are 

necessary even if non-food price inflation is tame
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Concluding remarks

• Expenditure elasticity explains why 
– Aggregate inflation is mainly contributed by food price inflation 

– Food price inflation mainly driven by meat and poultry inflation

• Determinants of China’s food price inflation 
– Demand pressures more important on the whole

• Food-price inflation did not drive up wages but affected inflation 
expectations 

• Food-price inflation did not transmit to non-food price inflation 

• Policy implications


