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ABSTRACT

This paper investigates changes in the extent of exchange rate pass-through to export
price in Korea. First, empirical results show that export prices have become less
responsive to the exchange rate since the financial crisis in 1997. The decline of
exchange rate pass-through to export prices suggests that Korean exporters are more
likely to use profit margins to absorb part of the impact of exchange rate changes,
consistent with pricing to market phenomenon. Second, this paper finds asymmetries in
the response of export prices to exchange rate changes. In the post-crisis period.
appreciations are more likely to be offset by markup adjustment than depreciations. Third,
this paper documents that a significant portion of the decline of exchange rate
pass-through is a result of both increased volatility of exchange rate and increased
competition with China in the world market.
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[Figure 1] Exchange rate and Export Price Index

(Korean Won / US dollar, average)
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{Table 1> Summary Statistics
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1986. 1 - 1997. 11

1997. 12 - 2007. 12

standard | correlation standard | correlation
mean o . mean o .
deviation | coefficient deviation | coefficient
changes in
. 0.0012 0.0070 -0.0012 0.0141
export price
- -0.4524 -0.1672
changes in

0.0010 0.0121

exchange rate

-0.0008 0.0427
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{Table 2> Estimates of Exchange Rate
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Pass—through

Short-run: eq (5) Long-run: eq (6) Long & Short: eq (7)
0.002 0.002 0.000
o (0.0907) (0.0194) (0.7701)
-0.010 -0.010 -0.007
& (0.0000) (0.0000) (0.0016)
0.646
P (0.0000)
-0.447
P (0.0047)
5 -0.254 -0.087
0 (0.0142) (0.0291)
5 0.189 0.045
! (0.0763) (0.4062)
-0.614
25 B (0.0000)
0.376
2. By (0.0002)
0.049 0.071 0.076
Ton (0.6462) (0.5113) (0.4403)
0.591 1.263 0.470
Tn (0.0504) (0.0000) (0.1136)
0.019 -0.001 0.020
oo (0.2295) (0.9571) (0.0353)
0.117 0.098 0.104
Mo (0.0000) (0.0001) (0.000)
-0.029 -0.092 0.108
s (0.9302) (0.7401) (0.4716)
1.283 0.958 0.800
s (0.0184) (0.0479) (0.0679)
-0.036 -0.083 -0.058
Tos (0.4863) (0.0425) (0.0929)
-0.263 -0.257 -0.277
T (0.0048) (0.0012) (0.0055)
R? 0.48 0.60 0.58

Note: Numbers in parentheses are p-values.
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{Table 3> Long—run Effects on Export Price

Before the financial crisis After the financial crisis
Ae -0.246 (0.0030) -0.052 (0.2524)
A PPI 0.214 (0.4464) 0.681 (0.0150)
APM 0.056 (0.0410) 0.155 (0.0000)
AFD 0.306 (0.4448) 1.133 (0.0107)
AVD -0.165 (0.1056) -0.419 (0.0083)

Note: Numbers in parentheses are p-values.
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{Table 4> Estimates of Exchange Rate Pass—through by products

Short-run model Long-run model
Ho by > Bo > By
Food, Beverage, Tobacco (000}1%2) (36137612) (000‘(1)%) , 36337778)
Textile, Apparel, Leather (000%22) (36176209) (000%5;3) ( (?.'(;100681)
Paper, Paper products (692-2222) (6(.)6%%2) (6(.)655372) ( 39090620)
Petroleum products (35157214) (00651?1) ( 35209690) (004%?3)
Chermical product 03130) (04022) Py 03%16)
Rubber and Plastic products (000331%) (3-1312813) (0002%)%) , 36800051)
Nonmetallic Mineral products (ooo%ﬁ) (36300021) (000%%)?) ( 36610864)
Basic Metal products (0002291) (36392982) (OOOZ)%%)) ( 36601104)
Fabricated Metal products (000%332) (362(;1757) (000%%?)) ( 36506(93)
General Purpose Machinery (001232) (36142910) (000%%2) ( 82168809)
Special Purpose Machinery (0002%32) (3-1057984) (000222) ( 8.3097371)
Electrical Machinery (000%%) (36203130) (000%%\3) ( 36332357)
Semiconductor (000%‘(1)%) (366(;1203) (010%)%) ( £i805f4)
Electronic Components (000%%%) (36209011) (000%%%) (01..0003034)
Computers (5(-)2(;953) (36252;13) ((;%‘ié%) (36525731)
Communication equipments (8&1530) (&1023778) ( &191137) (oozllﬁ)
Sound and Image equipments (000%)%%) (36103(;)2) (003222) ( 3605;1593)
Precision Instruments (001%)%31) (3-1099021) (001%%) (008(6)323)
Transportation equipments (00011%) ( 36202116) (0004(1)%?)) ( (? 5106020)

Note: Numbers in parentheses are p-values.
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(Table 5> Estimates of Asymmetric Pass—through

model | model 11

coefficient (p-value) coefficient (p-value)
a, -0.000 (0.9369) 0.001 (0.1882)
o -0.006 (0.0229) -0.008 (0.0012)
By -0.129 (0.0097) -0.175 (0.0171)
B -0.009 (0.8846) 0.047 (0.5401)
By -0.667 (0.0000) -0.523 (0.0000)
By 0.745 (0.0000) 0.567 (0.0000)
Yor 0.019 (0.8534) 0.025 (0.8198)
o 0.826 (0.0124) 0.792 (0.0156)
Yoo 0.018 (0.2297) 0.014 (0.3813)
Yia 0.100 (0.0006) 0.106 (0.0004)
Yos -0.056 (0.8533) -0.064 (0.8423)
Yis 1.114 (0.0390) 1.189 (0.0283)
You -0.013 (0.7921) -0.024 (0.6409)
Y -0.314 (0.0005) -0.264 (0.0063)

asymmetry 1

13.098 [0.0003]

7.520 [0.0061]

asymmetry 2

8.967 [0.0027]

7.842 [0.0051]

RZ

0.53

0.60

Note: Numbers in parentheses are p-values. asymmetry 1 and asymmetry 2 denote x* test statistics for the null
of By =0, and B +B = 3 +05,, respectively, and numbers in brackets are the associated p-values.
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(Table 6> Estimates of Asymmetric Pass—through by Products

By By By By

-0.101 0.070 -0.380 0.527
Food, Beverage, Tobacco (0.1492) (0.2465) (0.0391) (0.0103)
_ -0.077 0.075 -0.429 0.451
Textile, Apparel, Leather (0.1668) (0.1797) (0.0094) (0.0086)
baner. Paber broducts 0.011 -0.389 -0.924 0.989
per, Faper p (0.9016) (0.0001) (0.0193) (0.0182)
Petroleum products 0111 0100 1.201 1123
P (0.6482) (0.7471) (0.1666) (0.2118)

Chemical products 0.032 -0.154 -1.150 1.601
P (0.7867) (0.2418) (0.0606) (0.0136)

Rubber and Plastic -0.106 0.070 -1.074 1.234
products (0.2219) (0.4279) (0.0102) (0.0034)
Nonmetallic Mineral -0.166 0.200 -0.519 0.653
products (0.0006) (0.0058) (0.0478) (0.0171)

_ -0.217 0.099 -1.087 1.140
Basic Metal products (0.0448) (0.3199) (0.0015) (0.0013)

_ -0.128 0.099 -0.603 0.755
Fabricated Metal products (0.0116) (0.0670) (0.0010) (0.0001)
General Purpose -0.052 0.072 -0.242 0.295
Machinery (0.2700) (0.1409) (0.1395) (0.1000)
Special Purpose -0.093 0.044 -0.182 0.202
Machinery (0.1387) (0.4545) (0.0639) (0.0554)

. . -0.101 0.105 -0.592 0.681
Electrical Machinery (0.0001) (0.0143) (0.0001) (0.0000)
Semiconductor -0.717 0.381 -1.744 1.562
(0.0000) (0.0398) (0.0062) (0.0197)

Electronic Components 0.270 0.242 0.398 0.474
P (0.0001) (0.0049) (0.2217) (0.1697)

Computers -0.024 0.080 -0.315 0.737
P (0.7800) (0.3969) (0.0524) (0.0015)
Communication -0.017 0.080 0.115 -0.121
equipments (0.5171) (0.0095) (0.2730) (0.3960)
Sound and Image -0.125 0.143 -0.185 0.065
equipments (0.0000) (0.0000) (0.0193) (0.5355)
Precision Instruments 0.090 0.067 0146 0188
(0.2344) (0.3529) (0.1718) (0.2575)

Transportation equipments 0.076 0124 0.494 0.549
P quip (0.0013) (0.0000) (0.0004) (0.0002)

Note: Numbers in parentheses are p-values.



o= 3Hgo] =57 A7IEA] &
of 3Hgo] s wo] FEHIHEo] 2
fHez o ANE(- (8 + 6 )>
—(By +6r)) Aol Lreksi

V. BeHILE vjate 20l
TR

AG7HA] 2191717F A A A -2
vt SEAETE AHRHESESAER
ol H 1997d 129E V|FOR V|
s TSt FE7HE gk Sed
7heol 2JEe)7] olF e &
HEQT o AolMe olHd e
7He sehe] Al QQlol| thsl =9
staa} gict

HA 2 AglA 7IRbe TSR 2
A7F B AHESHEATRY oo
A7 S-S 2HEAS Vs
o] &tk AFHEIEAEZ ©]Y3t o]
T &5 wEAo] AAEA e Wz}
o] A (persistence)©]  sFEFEFA=H],
oltfgt AAIEH FAo] SEX7FEY

sete zEe + Ao

_

Froot and

22|Let 87140 ofpt BeEte vt | 255

Klemperer(1989), Taylor(2000), Frankel,

Parsley, and Wei(2005) 5-& & WH3lr}

A Folgtal AREE Bpolle 7271

Hol & W3S FE7H 0l H7IAI71A

a1 g0 7] FAH o= wakskch
[e)

o] A& (persistence)oll = FFS
F A7) Wil el FA4E FE3t
£9] s} AFATEEAEEY o]

,?_

Jeht Aelehs SI4E Fhssit. o
Sol, $%71%0] BT} 37149l B3
oA @le] g sl offel mehel
g wslol] @ alael 7zl 5%
AL AHINT T W, 5 7199 5
)AL bew 2 Wi A4
o @ 4 ek

Ap, = (1— ¢>)(Aet + EtAeHl)

A7VX E Ae, . & Z194 t+ 171744
o] g WHalo| g 2% 7S Y
Rt 18]a 88 wshs oe 2
AR(l) #E& wEtia 78] BAal



256 | wERBHE / 2000, I

Ae;yy = pAe; tuy

o]

85 1ol FE7H WEhe v
I o] x3E + Utk

Ap, = (1—¢)(1+p)Ae,

oM ko] S|FARAell M Fgstkar
Qe B AFE AAZE (1-¢)7}
ofuzt 8§ Wgte] A& Axs X3
& (1-¢)1+p)2d F Av= Aelth
AAE AFHTIRAEE o]t
#& wske) AR(L) AF7E 2| 7Has)

on= 3§ Wil &4 steto] 3
37k s Aoje FEAow
#o] & 7FsAo] Atk

ojgl Zo] 9JEe)7] o]F AFHER
AN o] Wi Ao ﬁopq

A&7 S EA 27

rJ rﬂ

u:i_

f|rt
LIL
ot
éﬂflﬂr

ol

17) €& Wske] AR() Al

o
19) $-ueks 1998 490 BRI EAS

= 9)39)7] o)A 7|7kl 0.82, &39)7] o]
18) o] 3 QAEL E3 %247}5 3lgho] A F o2 uksHA skl 79l

o 7] 9F F27|959 3}
we)dere] whet #E 7kl

S 7p540] QrhMann[1986]). Thek
7] BEA7kER ope 3] B8}

S st AN, ol B
3

dol FE7HE FSA77] AHlS
7F&7do] Sith 1990 o] % thare =
Fhol B3R Falo] Qo] B
A &3 A (inflation targeting) S HA| & o2
TS5ty o, E/RIHEEASE HAA
o= s e 7
o] 53149 71Y Fa3
o) G FT, A 5
Aol Adgel 712%

A o] B7RME 7]k dt=
As7F Ak o]Egt 8R1E o3 7=
=] 277 P EHC] e dgel
A vt FETI9E0] #F ket
FFe ksl fal 2eRA Tt
AES QPFstrlels FREolE Fo=E
A Z+E), o]# 3 ol 4] Takhtamanova
(2008)= 1470 A5 E o] &3t 19903
el &37ke9] 724 W7t U

4<u

717kl & 030082 FAH
2o elgdd Aoz Azt

BAH o= =]t



on, ol FEZ o= 1990dt]e] &7}
ol 7RIt 4 AHE AAs)
At} =3k Frankel, Parsley, and Wei(2005)

T 3E7ER A7) EV7PIsE A
o] AL EAZTAL FgEAT

AR, FEddTe] S7RPeR +
Sthd=e AL Aisteke] Aol
7HEE IS ool E e vt =
F4o 7HABAE BEo AstEAS A
°oF e F Utk 53], FAF-Hol
A T F=Y FFYo| A et ¢
Jugt 71959 7= 2 =714 23
Fe7E G MRS 7FsAdol Slth
Gust, Leduc, and Vigfusson(2006) 70+
BAE 7HE% TEFA R EERYES
o]-g-3le] FIE3Htrade integration)o] 2
FEAAN F27HS BA7IHS 71
Ho WzA| L ol SEHVHEY &
g A9 F e Bt 59,
Marazzi, Sheets, and Vigfusson(2005)-2 1]
= FUE7LY] FExvgo] et Al
o] o] A} = ZA AL F| A =
=2] HlF g9} A J& 74
o] Utk F4st3dr

TV BN E T e
SRS 2R BEAds T )
S0l Atk HEA - AHEE - AT

(2005)°] HoliL Q= Hhoh o] mlw

[0

20) EUVITS FHEZPIoIt B3 Sake] BN 4

fElUet +E7H0 tfet SHEEY

lg wst | 257

AR A GA 1996 o) F FHohe] 7
sk 27 Zoheeni olel we}
Fue} 427190 B89 MajolE 2

T 2714 WA HLL
5ol Yok B3, F2e| BEL o)
Bro) sk AAHo2 w3l
ow 2z 1AL [
9l we) ohile] QTS WA 2R W

Sele BTSN £E4S FR9
235 Rage + Uk

ool NE BEAEel Wl sel
7191 S8, Faske] BAgaa) e o
527140 e

910} ouia
N
s A8 Bl F o)

_4

fo 4 fo
ﬁﬁﬁoﬂﬂﬁu

o, r
off
o

4 x
Y
~
e D S N A ) )

= Ef‘t}é‘}ﬁi‘:}.

lojehs s FEWIS Shefo) F2

g sjet Ao BASATR AR Avie} -Hr-dawh ® % o,

21) AAze] F5o 7 S8 B PUTFAFS o8l gt E‘Efr—t—

B sA] ESHAT



258 | wEmBHE / 2009, I

TEE UH‘H *ﬁ*ﬁ}gﬂ o]'%%g /‘}
Soth T AAe Ueil= ¥
T S = (XC_XK)/(XCJFXK) =
B8, = (Xo— X)) X,y 2 R3]
At A4 X9 X 27
% 9 A% 22 o XWt
A AA mGFS ousi 2
o ABE EplE e %%ﬂ fﬁ

L

—ra"“ 0|2 = o] ot A
A7 w2 Lprol 740@1 =
o F4e) AE T Selie 4

1 4T 5 9

gl ] et 94341471 olF-o] HrrE ¥3 2
Ttk &, EEA7HE0] QW AT E 9 UES
A

FozA ek 6‘}%‘%‘{1 o fHﬁl A9l B4o] b5

ake mPoA %—%ﬂ-‘ﬂ %
FE ke A
lolc), weby 2 o
57} Bg sl
v sk
Rolth. olol we} %
He golqe] 4 @] adlbss

2 F7)eke] Thew} o] stk

A%
ot b
A~
fo o
~
yo ot
>
fr =
m\ﬂ
>,\I

o

rok
fo
ro,
E

TolA o] 3

=)
ﬁ,
rr
2,
o
BN
)
-\n: r

“ o,
OXL
nu

+ (ﬂo+ﬁ10t—1+ﬂ2APUSt—1
+535}—1)A6t

+ 9 APPL+ A PM, +~,ANFD,
T WA VD, +v50, 1+ APUS,

T8 Ty

—
(L=}
~

A7 o= Y I WIS B
zl, APUST VT AMAETL ASE,
Se T AAS Yee ol
<Table 7>°l= 2] (9)2] 74 A7} A
Algo] e, 28 12 5,3 ARE 7
ol B&E IE 5,5 ARE Aol
<Table 7>9] A A¥= B, F =2
g 5 o9} 3 visks 719
aoll tigk Al g, o] FAASE 79
XY BoZ FREHUSS AT

R+

i

O

==

o,



felUet

B71240] that

BISF

g wzt | 259

{Table 7> Determinants of Exchange Rate Pass—through: Time series

model | model 11

coefficient (p-value) coefficient (p-value)
@ -0.001 (0.4018) -0.001 (0.4016)
3 -0.271 (0.0000) -0.232 (0.0000)
B3 0.043 (0.0002) 0.045 (0.0003)
5, -3.291 (0.5612) -3.328 (0.5821)
B 0537 (0.0094) 4.245 (0.0262)
" 0.769 (0.0000) 0.775 (0.0000)
Y 0.085 (0.0000) 0.083 (0.0000)
Y 0.719 (0.0300) 0.676 (0.0404)
Y -0.134 (0.0089) -0.128 (0.0151)
Y -0.009 (0.0000) -0.009 (0.0000)
Y -0.167 (0.1539) -0.166 (0.1793)
Y7 -0.002 (0.6738) -0.004 (0.9199)
R? 0.44 051

Note: Numbers in parentheses are p-values.
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model | model 11

S=5,, 5= 5, S= 8,1 5= 5,

N -0.010 -0.008 -0.010 -0.008
(0.099) (0.172) (0.097) (0.141)

5, -0.563 -0.562 -0.571 -0.574
(0.000) (0.000) (0.000) (0.000)

5, 0.170 0.212 2417 2.873
(0.097) (0.035) (0.068) (0.018)

0.689 0.712 0.709 0.727

n (0.000) (0.000) (0.000) (0.000)
-0.051 -0.034 -0.210 -0.079

" (0.021) (0.086) (0.138) (0.496)
R? 0.51 0.51 0.51 0.51

Note: Numbers in parentheses are p-values.
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{Table A> Asymmetric Effects of Exchange Rate and other Control Variables

model | model 11

coefficient (p-value) coefficient (p-value)

a, 0.000 (0.8197) -0.002 (0.1374)
o -0.005 (0.0341) -0.005 (0.1001)
Be -0.113 (0.0101) -0.083 (0.1547)
N -0.003 (0.9493) -0.007 (0.9062)
By -0.589 (0.0003) -0.658 (0.0000)
By 0.669 (0.0001) 0.734 (0.0000)
o 0.066 (0.7366) 0.184 (0.2539)
o 0.730 (0.0080) 0.450 (0.0715)
o 0.048 (0.7024) -0.004 (0.9771)
o 0.839 (0.0743) 0.960 (0.0521)
T -0.021 (0.1402) 0.006 (0.7348)
7 0.162 (0.0000) 0.152 (0.0000)
oo 0.042 (0.0439) 0.025 (0.1527)
o 0.054 (0.1971) 0.057 (0.1469)
o -0.308 (0.2671) 0.258 (0.4748)
o 1.267 (0.0366) 0.599 (0.3504)
o 0.109 (0.7854) 0.051 (0.8738)
s 0.890 (0.1380) 1.222 (0.0265)
T -0.058 (0.1461) -0.288 (0.0026)
o -0.361 (0.0056) 0.009 (0.9532)
ou 0.001 (0.9876) 0.158 (0.0376)
oo -0.288 (0.0397) -0.468 (0.0012)

asymmetry 1

8.879 [0.0029]

21.313 [0.0000]

asymmetry 2

8.558 [0.0034]

4.699 [0.0302]

R2

0.54

0.54
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