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Research on Dynamic Transmission Mechanism
between PPI and CPI Based on Wavelet
Multi-resolution Analysis

WANG Xiao-fang', WANG Yong-ning', LI Jie®

(1.School of Economics and Finance, Xi’an Jiaotong University, Xi’an 710061,
China ;2. Northwest Industrial Technology Research Institute , Xi’an 710072, China)

Abstract: This paper makes a wavelet multi-resolution analysis of PPI
and CPI by Matlab simulation software, and a cross-stage impulse response
analysis of low frequency of sub-components. Then it carries out an in-depth
research on the volatility characteristics of PPI and CPT, and also the rela-
tionship between PPI and CPI. The results show that the amplitude, fre-
quency and period of PPI fluctuations are quite different from the ones of
CPI fluctuations, and the stage transmission relationship between PPI and
CPI only exists in medium and long terms;the sub-components vary with the
stage;only the food prices can stably dominate CPI fluctuations and can be
used to predict the CPI trend.The study on sub-components’ effects on total
price index in different stages can make price control and effective govern-
ance of inflation more targeted.

Key words: PPI; CPI; price transmission; wavelet multi-resolution
analysis; sub-component
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