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Vol. 15 No. 3 Exchange Rate Pass-Through 7
Table A3. Lower Inflation/Lower Pass-Through:
NEER vs. USD Exchange Rates (full results for

table 3 in main text)
Dependent Variable: Inflation:
Emerging Market Advanced
Economies Economies
Bilateral Bilateral
USD UsD
Exchange Exchange
NEER Rate NEER Rate
Explanatory Variables (1) (2) (3) (4)
Inflation 1 0.534*** 0.500*** 0.359*** 0.375***
(0.0997) (0.0904) (0.0751) (0.0828)
AExchange Rate; = 0.0655%** 0.0410** 0.00476 0.00657
Contemporaneous ERPT (0.0179) (0.0190) (0.00510) (0.00489)
AExchange Rate;_ 1 0.0299** 0.0335™* 0.00753 0.00798
(0.0125) (0.0140) (0.00611) (0.00506)
AExchange Rate;_o —0.00242 —0.0219 0.00637 0.00347
(0.0140) (0.0193) (0.00438) (0.00536)
AExchange Rate;_3 0.0331** 0.0395™* 2.82e-05 0.00254
(0.0144) (0.0149) (0.00498) (0.00535)
AExchange Ratef 0.0369 0.201** 0.0453 0.0422
(0.0769) (0.0794) (0.0524) (0.0698)
AExchange Rate371 —0.145 0.121 0.0287 —0.0204
(0.135) (0.0726) (0.103) (0.128)
AExchange Rate§72 0.0881 —0.0994 0.0405 —0.00978
(0.123) (0.143) (0.0234) (0.0518)
AExchange Rate§73 —0.0960 0.0683 0.0452 —0.0419
(0.0847) (0.0632) (0.0525) (0.0368)
AExchange Rate? 0.314** 0.0107 —0.0394 —0.132
(0.124) (0.121) (0.276) (0.243)
AExchange Rate}_, —0.184 —0.0736 0.101 0.107
(0.165) (0.0732) (0.281) (0.512)
AExchange Rateg_Q 0.0681 0.151 0.479 0.104
(0.114) (0.110) (0.286) (0.206)
AExchange Rate?_5 —0.137 —0.193%** 0.491* 0.331
(0.0882) (0.0593) (0.271) (0.238)
Output Gap¢ —0.00691 —0.00630 0.0349* 0.0353™
(0.0300) (0.0259) (0.0162) (0.0167)
Inflation; 4 *AExchange Rate; = 0.921 1.201* 1.582 0.694
Inflation; 4 *Contemporaneous ERPT (0.614) (0.661) (1.285) (0.625)
Inflation; _4*AExchange Rate; 1 0.609** 0.501** 0.346 0.0335
(0.238) (0.180) (0.539) (0.673)
Inflation; 4 *AExchange Rate;_o 0.324 0.439*** —1.390** —0.528*
(0.193) (0.154) (0.530) (0.267)
Inflation; _4*AExchange Rate; _3 —0.112 —0.0803 0.488 0.444
(0.0895) (0.0826) (0.507) (0.431)
Constant 0.00858 0.0134* —0.0081** 0.000605
(0.00718) (0.00666) (0.00277) (0.000799)
Yearly ERPT 0.126*** 0.0922%** 0.0187* 0.0206**
(0.0318) (0.0209) (0.00911) (0.00653)
Long-Run ERPT 0.271%** 0.184%** 0.0292* 0.0329**
(0.0705) (0.0508) (0.0150) (0.0112)
Inflations 4 *Yearly ERPT 1.741%* 2.061** 1.026 0.644
(0.921) (0.870) (1.333) (1.122)
Inflations_ 4 *Long-Run ERPT 3.737* 4.123** 1.601 1.030
(1.254) (1.077) (1.935) (1.677)

(continued)
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Dependent Variable: Inflations
Emerging Market Advanced
Economies Economies
Bilateral Bilateral
USD USD
Exchange Exchange
NEER Rate NEER Rate
Explanatory Variables (1) (2) (3) (4)
Observations 1,977 1,977 1,001 910
Number of Countries 22 22 11 10
Country Fixed Effect Yes Yes Yes Yes
Time Fixed Effects Yes Yes Yes Yes
Sargan Test® 0.860 0.636 0.211 0.182
Hansen Test® 1 1 1 1
Serial Correlation TestP 0.514 0.528 0.0847 0.0721

Notes: System GMM estimation using Arellano and Bover (1995) and Blundell and Bond (1998)
dynamic panel estimator. Robust standard errors are in parentheses. ***p < 0.01, **p < 0.05,

*p < 0.1.

2Reports p-values for the null hypothesis that the instruments used are not correlated with the

residuals.

bReports p-values for the null hypothesis that the errors in the first-difference regression exhibit

no second-order serial correlation.
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Table A5. Lower Inflation/Lower Pass-Through: Different
Structure of GMM Instruments (system GMM, different
lag structure of GMM-type instruments)

Dependent Variable: Inflationy
Emerging Market Economies Advanced Economies
GMM GMM GMM GMM
Instruments:| Instruments: |Instruments:|Instruments:
2-8 Lags 2—-7 Lags 2—-6 Lags 2-5 Lags
Explanatory Variables (1) (2) (3) (4)
Inflationy 1 0.534*** 0.534*** 0.529*** 0.526***
(0.0997) (0.0997) (0.100) (0.103)
ANEER; = Contemporaneous 0.0655*** 0.0655™** 0.0678%** 0.0692***
ERPT (0.0179) (0.0180) (0.0175) (0.0180)
ANEER;_ 0.0299** 0.0299** 0.0295** 0.0281**
(0.0125) (0.0125) (0.0127) (0.0128)
ANEER;_o —0.00242 —0.00240 —0.00190 —0.00194
(0.0140) (0.0140) (0.0139) (0.0145)
ANEER;_3 0.0331** 0.0331** 0.0332** 0.0332**
(0.0144) (0.0144) (0.0146) (0.0144)
ANEER? 0.0369 0.0368 0.0409 0.0410
(0.0769) (0.0770) (0.0822) (0.0832)
ANEER?_1 —0.145 —0.145 —0.150 —0.158
(0.135) (0.135) (0.139) (0.140)
ANEER%72 0.0881 0.0882 0.0891 0.0895
(0.123) (0.123) (0.124) (0.126)
ANEER?73 —0.0960 —0.0960 —0.104 —0.106
(0.0847) (0.0847) (0.0861) (0.0894)
ANEER? 0.314** 0.314™* 0.319%* 0.319™*
(0.124) (0.124) (0.130) (0.130)
ANEER?71 —0.184 —0.185 —0.189 —0.198
(0.165) (0.165) (0.169) (0.172)
ANEER?L2 0.0681 0.0681 0.0689 0.0692
(0.114) (0.114) (0.115) (0.118)
ANEER‘?_3 —0.137 —0.137 —0.147 —0.149
(0.0882) (0.0882) (0.0879) (0.0914)
Output Gap¢ —0.00691 —0.00690 —0.00759 —0.00903
(0.0300) (0.0301) (0.0304) (0.0316)
Inflationy 4 *ANEER; = 0.921 0.921 0.910 0.901
Inflations 4 *Contemp. ERPT (0.614) (0.614) (0.615) (0.624)
Inflation; 4 *ANEER_ 1 0.609** 0.609** 0.623** 0.635™**
(0.238) (0.238) (0.240) (0.240)
Inflation; 4 *ANEER;_o 0.324 0.323 0.326 0.328
(0.193) (0.193) (0.193) (0.196)
Inflation; 4 *ANEER;_3 —0.112 —0.112 —0.111 —0.110
(0.0895) (0.0895) (0.0896) (0.0908)
Constant 0.00858 0.0625 0.0119** 0.0118**
(0.00718) (0.00364) (0.00481) (0.00482)
Yearly ERPT 0.126*** 0.126*** 0.128*** 0.129***
(0.0318) (0.0318) (0.0319) (0.0335)
Long-Run ERPT 0.271%** 0.271%** 0.273*** 0.271%**
(0.0705) (0.0706) (0.0692) (0.0724)

(continued)
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Dependent Variable: Inflationy

Emerging Market Economies

Advanced Economies

GMM GMM GMM GMM
Instruments: Instruments: Instruments: | Instruments:
2—8 Lags 2—-7 Lags 2—6 Lags 2—-5 Lags

Explanatory Variables (1) (2) (3) (4)
Inflation; _4*Yearly ERPT 1.741* 1.741* 1.749* 1.754*

(0.921) (0.921) (0.920) (0.931)
Inflations 4 *Long-Run ERPT 3.737* 3.737* 3.714% 3.703*

(1.254) (1.254) (1.237) (1.239)
Observations 1,977 1,977 1,977 1,977
Number of Countries 22 22 22 22
Country Fixed Effect Yes Yes Yes Yes
Time Fixed Effects Yes Yes Yes Yes
Sargan Test® 0.860 0.853 0.0262 7.19e-08
Hansen Test® 1 1 1 1
Serial Correlation Test® 0.514 0.515 0.518 0.519

*p < 0.1

residuals.

Notes: System GMM estimation using Arellano and Bover (1995) and Blundell and Bond (1998)
dynamic panel estimator. Robust standard errors are in parentheses. ***p < 0.01, **p < 0.05,

2Reports p-values for the null hypothesis that the instruments used are not correlated with the

bReports p-values for the null hypothesis that the errors in the first-difference regression exhibit
no second-order serial correlation.
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