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Abstract: Based on a simultaneous-equation model, this paper reveals that if the
CNY/USD exchange rate rises 1 percentage point, the inflation rate in China
would increase by 0.3394 percentage points. In addition, increase in government
borrowing as a percent of GDP, a higher growth rate of M2 money, a higher U.S.
inflation rate, a higher growth rate of the oil price and a higher expected inflation
rate would raise China’s inflation rate. Therefore, partial exchange rate pass-
through is confirmed.
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