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Abstract

This study examines the transmission of price shocks from China to inflation in
the ASEAN-4 countries—Thailand, Indonesia, Malaysia, and the Philippines—and
whether exposure to China’s supply chains (China Exposure) is associated with
heterogeneous transmission effects. Using monthly data from January 2011 to
December 2024, China’s Producer Price Index (China PPI) is employed as a proxy for
price shocks originating from China, while the China Exposure Index constructed from
the Asian Development Bank Multi-Regional Input-Output (ADB MRIO) database
captures exposure to intermediate inputs from China. The dynamic transmission is
examined using the Interaction Local Projections (ILP) model, focusing on the

interaction between China PPI Shock and China Exposure.

The results show that, at the ASEAN-4 level, the transmission of price shocks
varies dynamically with China Exposure. The interaction term becomes statistically
significant from h=5 and strengthens over the medium term, before the coefficient
gradually declines at later horizons while remaining statistically significant through
h=24. Country-level estimates reveal heterogeneity across the ASEAN-4 countries in
the direction, magnitude, and duration of the responses. Robustness tests indicate that
excluding the policy interest rate and exchange rate changes the sign of the interaction-

term coefficient from negative to positive.

Overall, the findings suggest that supply-chain linkages with China are one
factor associated with heterogeneous transmission of price shocks to the ASEAN-4
countries. The dynamic and country-specific nature of these effects highlights the
importance of considering both supply-chain exposure and economic structure when

assessing inflation risks from external shocks.

Keywords: Price Shocks from China; Global Supply Chains; Inflation; Interaction Local
Projections (ILP); ASEAN-4
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