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Exchange Rate Pass - through and Inflation in Small Economy
——The Case of Macau
MA Ru - fei,QIU Zhi

(Faculty of Management and Administration, Macau University of Science and Technology , Macau)

Abstract ; Taking Macau for granted, this paper analyzes how exchange rate pass-through affects inflation in small
economy. The paper uses a VAR model, which considers the fluctuation of exchange rate as exogenous variable ,to investi-
gate the pulse of RMB exchange rate and other exchange rate to Macau’s inflation. The result shows that the fluctuation of
RMB exchange rate has a significant positive impact on Macau’s inflation ,but the combined fluctuation of other exchange
rate has not significant impaction. The result of further analysis shows that inflationary environment affects the exchange
rate pass-through greatly. In high inflationary environment, the pass-through effect of RMB exchange rate is stronger, but
the combined effects of other exchange rate is still not significant.

Key words : Exchange Rate Pass-though ; Inflation ; Small Economy ; Macau
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