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Abstract:  We focus on capturing the increasingly important role that emerging economies play in determining 
U.S. import prices. Emerging market producers differ from others in two respects: (1) their cost structure is 
well below that of developed-market producers, and (2) their wide profit margins induce pricing policies that 
seek to exhaust production capacity. We argue that these features have dampened the short-run responses of 
import prices to changes in the value of the dollar but that they have not altered the associated long-run 
response. To capture these considerations, we develop a new method to measure foreign prices and adopt a 
formulation that differentiates between short- and long-run responses.   

Our econometric work asks two questions: First, can one replicate the literature's dispersion of pass-
through estimates? Second, is there any evidence of a change in the dynamic response of import prices to 
changes in the exchange value of the dollar?  To address the first question, we estimate the parameters of our 
models using several alternative measures of U.S. and foreign prices, dynamic specifications, and sample 
periods. We find that these alternative inputs translate into a large range of parameter estimates, a finding that 
helps to rationalizing the existing dispersion of estimates.  To address the second question, we compute the 
implied dynamic adjustment of import prices to a change in the value of the dollar using parameters estimated 
from two samples: 1974-2000 and 1974-2005. The long-run response of import prices is similar regardless of 
which sample is used---roughly one-half of the change in the exchange rate is passed through to import prices. 
However, the short-run response is quite sensitive to the sample period. Specifically, the short-run response 
based on data through 2005 is smaller than the short-run response based on data through 2000. We argue that 
one force behind the change in dynamics of the import-price process is the greater presence of producers from 
emerging economies and that their effect on import prices can be captured with their measure of foreign 
prices. 
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=� ��� 	������ �� ������� ���
� ���3 ���	����
 ��������� ��� ;������ ���������4
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��
������ ���� ��	�
�� ��
��� ��� ��3 *�+ ��� �� ��� *�> ��� �
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Table 1 : Augmented Dickey-Fuller Tests-1974-2005

Variable Lags t-adf beta Y_1 SER AIC Variable Lags t-adf beta Y_1 SER AIC

Import Price 3 -2.896 0.899 0.030 -6.891 Commodity 3 -4.712** 0.292 0.085 -4.783
2 -3.206* 0.907 0.029 -6.950 Price 2 -4.830** 0.243 0.090 -4.699
1 -2.173 0.938 0.032 -6.808 1 -4.936** 0.266 0.088 -4.755
0 -3.646* 0.906 0.034 -6.713 0 -3.952** 0.428 0.096 -4.620

GDP Deflator 3 -2.014 0.976 0.009 -9.321 GDP Deflator 3 -2.276 0.946 0.012 -8.756
Goods & Services 2 -2.574 0.971 0.009 -9.338 Goods 2 -2.613 0.941 0.011 -8.810

1 -1.721 0.981 0.009 -9.234 1 -2.434 0.950 0.011 -8.841
0 -8.198** 0.940 0.012 -8.752 0 -8.198** 0.891 0.013 -8.556

Foreign Price: 3 -2.410 0.901 0.047 -5.954 Foreign Price: 3 -2.302 0.904 0.050 -5.857
Geometric 2 -2.281 0.912 0.047 -5.994 Geometric 2 -2.152 0.915 0.049 -5.894
Non-oil Weights 1 -2.214 0.917 0.046 -6.044 Trade Weights 1 -2.080 0.920 0.049 -5.942

0 -2.971* 0.882 0.052 -5.838 0 -2.760 0.887 0.055 -5.747

Foreign Price: 3 -1.790 0.947 0.049 -5.866 Foreign Price: 3 -1.860 0.944 0.050 -5.845
Divisia 2 -1.723 0.953 0.049 -5.920 Divisia 2 -1.711 0.951 0.050 -5.888
Non-oil Weights 1 -1.572 0.958 0.049 -5.955 Trade Weights 1 -1.547 0.957 0.050 -5.917

0 -2.137 0.937 0.055 -5.741 0 -2.108 0.935 0.056 -5.692

Producer Price Index 3 -2.238 0.942 0.027 -7.051
2 -3.118* 0.931 0.027 -7.089
1 -2.036 0.949 0.032 -6.823
0 -4.723** 0.902 0.035 -6.637

Legend
t-ADF: augmented Dickey-Fuller Test; an'*' means that the test rejects the hypothesis of a unit root
beta Y-1: Coefficient of the level of the lagged dependent variable
AIC: Akaike information criterion
Rejection values 5%=-2.96; 1%=-3.67.  Constant included.
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Table 2: Long-run Coefficients: Level Specification--Sensitivity to Foreign Prices, U.S. Prices, Weighting Schemes, and Sample Periods

Foreign U.S. Weights Sample Pricing to Market Pass-through Commodity Lagged Dep. Var. Intercept Homogeneity Residuals (a)
Price Price coeff. se coeff. se coeff. se coeff. se coeff. se coeff. se SER Independ Homosk
Geometric

Goods & Nonoil 1974-2000 0.72 0.04 0.26 0.03 0.10 0.03 0e -- -0.31 0.12 1.09 0.06 0.014 0.35 0.54
Services 1974-2005 0.49 0.05 0.46 0.04 0e -- 0.29 0.06 0.36 0.13 0.95 0.06 0.018 0.02 0.76

Broad 1974-2000 0.71 0.04 0.27 0.03 0.10 0.02 0e -- -0.27 0.11 1.08 0.05 0.013 0.36 0.36
1974-2005 0.47 0.05 0.47 0.04 0e -- 0.29 0.06 0.41 0.13 0.94 0.06 0.017 0.02 0.66

Goods Nonoil 1974-2000 0.51 0.07 0.52 0.08 0e -- 0e -- 0e -- 1.03 0.11 0.028 0.07 0.57
1974-2005 0.56 0.12 0.47 0.12 0e -- 0.64 0.09 0e -- 1.03 0.17 0.026 0.39 0.69

Broad 1974-2000 0.50 0.06 0.52 0.06 0e -- 0.33 0.06 0e -- 1.03 0.08 0.025 0.08 0.78
1974-2005 0.53 0.09 0.49 0.10 0e -- 0.58 0.09 0e -- 1.03 0.13 0.026 0.18 0.62

PPI Nonoil 1974-2000 0.52 0.08 0.48 0.09 0e -- 0.56 0.16 0e -- 1.00 0.12 0.020 0.16 0.76
1974-2005 0.35 0.16 0.57 0.12 0e -- 0.66 0.15 0.45 0.35 0.91 0.20 0.020 0.49 0.51

Broad 1974-2000 0.54 0.05 0.46 0.06 0e -- 0.41 0.16 0e -- 1.00 0.08 0.018 0.12 0.76
1974-2005 0.46 0.05 0.50 0.05 0e -- 0.27 0.08 0.23 0.13 0.95 0.07 0.020 0.05 0.52

Divisia
Goods & Nonoil 1974-2000 0.77 0.07 0.18 0.05 0.13 0.04 0.33 0.08 -0.42 0.20 1.08 0.09 0.014 0.44 0.68
Services 1974-2005 0.26 0.21 0.48 0.18 0e -- 0.69 0.08 0.98 0.40 0.75 0.28 0.021 0.02 0.09

Broad 1974-2000 0.78 0.07 0.17 0.05 0.13 0.04 0.32 0.08 -0.39 0.19 1.08 0.09 0.014 0.40 0.50
1974-2005 0.27 0.20 0.47 0.14 0e -- 0.68 0.08 1.02 0.38 0.74 0.24 0.022 0.16 0.05

Goods Nonoil 1974-2000 0.55 0.04 0.42 0.04 0e -- 0.30 0.08 0e -- 0.97 0.06 0.022 0.03 0.53
1974-2005 0.73 0.08 0.35 0.04 0.06 0.03 0.18 0.09 -0.73 0.25 1.14 0.09 0.018 0.01 0.96

Broad 1974-2000 0.79 0.07 0.34 0.03 0e -- 0e -- -0.70 0.19 1.13 0.08 0.020 0.04 0.88
1974-2005 0.78 0.06 0.34 0.03 0e -- 0e -- -0.70 0.17 1.13 0.07 0.019 0.02 0.79

PPI Nonoil 1974-2000 0.63 0.03 0.32 0.03 0e -- 0.33 0.13 0e -- 0.95 0.04 0.015 0.22 0.29
1974-2005 0.15 0.28 0.47 0.16 0e -- 0.78 0.12 1.51 0.74 0.63 0.32 0.020 0.46 0.37

Broad 1974-2000 0.63 0.03 0.32 0.03 0e -- 0.29 0.12 0e -- 0.95 0.04 0.014 0.23 0.39
1974-2005 0.19 0.25 0.46 0.14 0e -- 0.76 0.12 1.41 0.64 0.65 0.29 0.020 0.38 0.48

0e: Algorithm excludes explanatory variable from specification.
(a): Entries for "Independ" and "Homosk" are significance levels for rejecting the hypothesis of serial independence and homoskedasticity.
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Table 3: Long-run Coefficients; Growth Specification--Sensitivity to Foreign Prices, U.S. Prices, Weighting Schemes, and Sample Periods

Foreign U.S. Weights Sample Pricing to Market Pass-through Commodity Lagged Dep. Var. Intercept Homogeneity Residuals(a)
Price Price coeff se coeff se coeff se coeff se coeff se coeff se SER Independ. Homosk
Geometric

Goods & Nonoil 1974-2000 0.73 0.11 0.37 0.09 0.09 0.03 0e -- 0e -- 1.18 0.15 0.022 0.91 0.82
Services 1974-2005 0.71 0.11 0.36 0.09 0.07 0.03 0e -- 0e -- 1.14 0.14 0.022 0.96 0.44

Broad 1974-2000 0.75 0.11 0.35 0.08 0.09 0.03 0e -- 0e -- 1.19 0.14 0.022 0.23 0.91
1974-2005 0.72 0.11 0.35 0.08 0.08 0.03 0e -- 0e -- 1.15 0.14 0.022 0.89 0.69

Goods Nonoil 1974-2000 0.83 0.16 0.42 0.10 0.10 0.04 0e -- 0e -- 1.36 0.19 0.026 0.70 0.98
1974-2005 0.85 0.15 0.41 0.09 0.09 0.04 0e -- 0e -- 1.36 0.18 0.024 0.76 0.97

Broad 1974-2000 0.86 0.16 0.40 0.10 0.11 0.04 0e -- 0e -- 1.37 0.19 0.026 0.60 0.97
1974-2005 0.88 0.14 0.39 0.08 0.10 0.04 0e -- 0e -- 1.37 0.17 0.024 0.62 0.88

PPI Nonoil 1974-2000 0.58 0.10 0.47 0.08 0.06 0.03 0e -- 0e -- 1.11 0.13 0.022 0.57 0.05
1974-2005 0.52 0.11 0.44 0.09 0.08 0.05 0e -- 0e -- 1.04 0.15 0.024 0.57 0.23

Broad 1974-2000 0.60 0.09 0.45 0.07 0.06 0.03 0e -- 0e -- 1.11 0.12 0.022 0.35 0.04
1974-2005 0.49 0.12 0.46 0.10 0.11 0.06 0.10 0.11 0e -- 1.05 0.17 0.024 0.53 0.67

Divisia
Goods & Nonoil 1974-2000 0.72 0.12 0.33 0.09 0.09 0.04 0e -- 0e -- 1.14 0.15 0.023 0.96 0.55
Services 1974-2005 1.01 0.16 0.36 0.08 0.08 0.03 0e -- -0.02 0.01 1.44 0.18 0.021 0.99 0.71

Broad 1974-2000 0.72 0.12 0.33 0.08 0.10 0.04 0e -- 0e -- 1.14 0.15 0.023 0.94 0.79
1974-2005 1.00 0.16 0.34 0.08 0.08 0.03 0e -- -0.02 0.01 1.43 0.18 0.022 0.96 0.70

Goods Nonoil 1974-2000 0.83 0.16 0.39 0.09 0.10 0.04 0e -- 0e -- 1.33 0.19 0.026 0.68 0.89
1974-2005 0.77 0.15 0.36 0.08 0.15 0.05 0e -- 0e -- 1.28 0.17 0.023 0.49 0.95

Broad 1974-2000 0.83 0.16 0.39 0.09 0.11 0.04 0e -- 0e -- 1.32 0.19 0.026 0.64 0.93
1974-2005 0.77 0.15 0.35 0.08 0.16 0.05 0e -- 0e -- 1.28 0.17 0.023 0.40 0.93

PPI Nonoil 1974-2000 0.55 0.10 0.41 0.07 0.12 0.05 0e -- 0e -- 1.08 0.13 0.022 0.24 0.87
1974-2005 0.59 0.12 0.44 0.09 0.08 0.06 0e -- -0.01 0.01 1.11 0.16 0.024 0.68 0.82

Broad 1974-2000 0.54 0.10 0.40 0.07 0.13 0.05 0e -- 0e -- 1.07 0.13 0.022 0.20 0.72
1974-2005 0.58 0.12 0.42 0.09 0.09 0.06 0e -- -0.01 0.01 1.09 0.16 0.025 0.60 0.78

0e: Algorithm excludes explanatory variable from specification.
(a): Entries for "Independ" and "Homosk" are significance levels for rejecting the hypothesis of serial independence and homoskedasticity.
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