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IIEPEHOC BAJIOTHOTO KYPCA
HA MH®JISIIMNIO B CIIIA:

B MACIHITABAX BCEM DKOHOMWMKM
M B CEJIBCKOM XO3SMCTBE!

B. 3enr, B. [I>xoHcoH
Mumnmcrepcrso certbckoro xossvicrsa CIIA, Kansac-Cury, CLIIA

ITpusenens! nanHble ¢ 1970 mo 2022 r. 0 HM3KOM IepeHOCe OOMEHHBIX KypCOB Ha BHYTpeHHWe
mrertsl B CoenyHeHHBIX 1ITaTax Kak B CeJTbCKOM XO3SVICTBe, TaK U B SKOHOMVKe B I1e7IoM. DddeKT
IlepeHOCa OOMEHHOI'0 Kypca OIpezieiIsieTcsi Kak CTelleHb, B KOTOPOVI M3MeHeHVe 0OMeHHOro Kypca
MIPUBOIMT K W3MEHEeHWIO BHYTpeHHMX IleH. PaccMarpuBaeTcsl BIVsTHME OOMEHHOTO Kypca Ha
BHYTpeHHVe IIeHbI IIpoM3BoauTesieV 11 noTpebureseit. ITockoIbKy IIpoIOBOIbCTBEHHAs MHGIIS-
LIVl SIBJISIETCS. OfTHOVI M3 OCHOBHBIX IIPOOJIEMHBIX 00JIacTeVi, a TOProBiIs UrpaeT HeIpOIIOPIVO-
HaJIbHO BaXXKHYIO poiib B cerbckoM xossvictBe CIIIA, aBTopamMy OpUIO MCCITeTOBaHO BIIVSTHVIE 00-
MEHHOTI'0 Kypca Ha IIeHbI Ha CeJIbCKOXO3SIVICTBEHHYIO IIPOAYKIIVIO, a TakKe Ha IIeHbI B SKOHOMVIKe
B IIeJTIOM. ABTOPCKasI CTpaTerus OleHKM He VCTIONB3yeT ITepeKpecTHBIe V3MeHeHIs, a VICTIONb3yeT
V3MEHEeHVsI BO BpeMeHV VHIEKCOB OOMEHHOro Kypca WM VIHIIEKCOB IleH. BOJIBIIMHCTBO OIIeHOK
addekTa nIepeHOCa HE3HAUNTEIILHO OTIIMYAIOTCS OT HyJISl, TIO3TOMY IIOYTH BCErfla MOYKHO OTBEpI-
HyTb TMIIOTe3y O IIOJIHOM IlepeHoce. BBIBOIEI, c/iellaHHbBIe aBTOpaMy, TOKa3bIBAIOT, UTO JFObOe
HajIbHeVIIIee TI0BbIIIeHe crovmMocT goyviapa CIIA Majio mopivseT Ha ypoBeHb MHOIISIVV B
Coenmrersbix 11TaTax, B CelTbCKOM XO3SVICTBE VTV SKOHOMVIKE B IT€JIOM.

KatoueBvie c106a: BarmoTHbIe Kypchl, MHPIIAINS, 3 PeKT IepeHoca, MHIEKCHI 1IeH, CeJIbCKOe XO-
sgiictBo, CIIIA.

LOW EXCHANGE RATE PASS-THROUGH
IN THE UNITED STATES,ECONOMY -
WIDE AND IN AGRICULTURE?

Wendy Zeng, Will Johnson
United States Department of Agriculture, Kansas City, United States

We provide evidence of low pass-through of exchange rates into domestic prices in the United
States, both within agriculture and economy-wide, from 1970 to 2022. Exchange rate pass-through

1 ABTOpPBI BHECIIM PaBHOLIEHHEBIVI BKJIaf, B cO3jaHMe ITyOymKarym. ABTOPHI BhIpaXkaloT Oriaro-
napHocTh Penmkcy bakeaHo 3a LieHHBle KOMMEHTAPUN U HIPEIUIOKEeHVs. BBIBOJIbL, ClIeIaHHbIe
B JIJaHHOVI CTaThe, OTPakaloT CyOBEKTVBHYIO IIO3VMIVIO aBTOPOB M He MOTYT TPaKTOBaThCs Kak
odurmabHas o3I MymHmcTepersa centbekoro xossavicrsa CHIA v ITpasurenscrsa CIITA.
Uccnenosanme 6puto mopepxano Ciry»x0ov1 3KOHOMWYECKMX WCCTlefloBaHMI MuHucTepcTBa
cernbekoro xosavicTsa CIIIA.

2 These authors contributed equally to this work, so the first authorship is shared equally by
these authors. We would like to thank Felix Baquedano for valuable comments and suggestions.
The findings and conclusions in this article are those of the authors and should not be construed
to represent any official USDA or U.S. Government determination or policy. This research was
supported by the U.S. Department of Agriculture, Economic Research Service.
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is defined as the extent to which a change in exchange rates translates into a change in domestic
prices. We revisit the question of exchange rate pass-through into domestic producer and
consumer prices. With food inflation being one of the major areas of concern, and with trade
playing a disproportionately important role in U.S. agriculture , we also investigate exchange rate
pass-through for agricultural prices as well as for prices in the general economy. Our estimation
strategy does not use cross-sectional variation, but instead exploits variation over time in exchange
rate indices and price indices. Most of our estimates of pass-through are not significantly different
from zero, and we are almost uniformly able to reject the hypothesis of complete pass-through.
Our findings suggest that any further increases in the value of the U.S. dollar will have little effect
on inflation rates in the United States, in agriculture or economy-wide.

Keywords: exchange rates, inflation, pass-through, price indices, agriculture, the United States.

Introduction

the United States, inflation has recently hit a historic 40-year high?,
Inaffecting many daily necessities including food, transportation, and

housing. Previously, inflation remained relatively low, especially
compared to the era of the 1970s and 1980s, despite economic expansion and
low unemployment levels that used to be associated with higher inflation.
This recent spike prompts a question of whether we might be seeing a reversal
of trends in regards to factors related to inflation, such as the relation between
exchange rates and prices. We revisit the question of exchange rate pass-
through into domestic producer and consumer prices. With food inflation
being one of the major areas of concern, and with trade playing a
disproportionately important role in U.S. agriculture!, we also investigate
exchange rate pass-through for agricultural prices as well as for prices in the
general economy.

Exchange rate pass-through is the extent to which a change in the
exchange rate translates into a change in domestic prices. In the absence of any
policy distortions or market imperfections, pass-through of exchange rate
fluctuations into domestic prices of imported goods is complete — meaning, for
example, that a 10% stronger U.S. dollar translates into U.S. imports being 10%
cheaper. However, a large empirical literature suggests that pass-through into
import prices is in fact incomplete for many countries, especially the U.S.,
meaning that a 10% stronger dollar translates into U.S. imports being less than
10% cheaper2. Moreover, due to the fact that many goods in the U.S. are
produced domestically rather than imported, pass-through of exchange rate

1 According to [4], prices overall increased 9.1 percent, while prices for food increased by
10.4 percent over the last 12 months since June 2022, the largest increase for both since 1981.

2In the United States in 2020, imports of agricultural goods were 14.3 percent of total agricultural
GDP, compared with 10.8 percent for imports of non-agricultural goods as a percent of total
non-agricultural GDP. Source: authors’ calculations using data from [22], and the Trade Profile
for the United States from [26].

2 See, for example, [6]. We provide a more thorough review of the literature in section 1.1.
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fluctuations into general indices of U.S. producer or consumer prices is even
more incomplete.

Exchange rate pass-through has long been a topic of intense interest from
academics, forecasters, and policymakers. Low pass-through indicates a lack of
efficiency in the world trading arena [15], but allows for greater scope for
domestic monetary policy effectiveness [6]. With the U.S. dollar continuing to
appreciate, an important question is the extent to which this dollar
appreciation can curb inflation, measured by changes in the consumer price
index. High exchange rate pass-through would indicate that a stronger U.S.
dollar and therefore cheaper imports would lead to disinflation due to the
substitution from domestic goods to import goods. Conversely, incomplete or
zero exchange rate pass-through would lead to small to no changes in
domestic prices and inflation despite a stronger dollar?.

Previous studies in agricultural trade investigate exchange rate pass-
through into specific crops or inputs and mostly find evidence of low pass-
through, although some studies remain mixed [2; 11]. In this paper, we aim to
determine whether previous product-specific findings of low exchange rate
pass-through hold in agriculture more broadly by analyzing pass-through into
two broad agricultural price indices - the prices received index from the
National Agricultural Statistics Service (NASS) and the food consumer price
index (food CPI) - using an agricultural trade-weighted exchange rate index.
We examine changes over time in exchange rate pass-through, from 1970 to
2022, using rolling window regressions, as well as regressions computed
separately for different four-year time bins. We control for changes in wages or
producer prices, depending on the specification, following standard practice in
the literature [5].

Consistent with the majority of crop-specific studies, our estimates of
exchange rate pass-through into both the food CPI and the agricultural prices
received index are remarkably low throughout the sample period, with
estimates often not significantly different from zero. To put these findings into
broader context, we compare our agricultural estimates to exchange rate pass-
through into the general producer price index and consumer price index (PPI
and CPI, respectively), using a general U.S. trade-weighted exchange rate
index. For the general case, we also find low pass-through into CPI and PP],
which follows findings from previous macroeconomic literature [5].

The remainder of the paper is structured as follows. We start with a
review of the literature in section 1.1. Section 2 gives an overview of the data.

1 During the previous era of low inflation, much of the literature focused on import prices and
exchange rates to help explain the coexistence of low inflation and economic expansion.
A significant portion of the decline in inflation in the U.S. in the late 1990s is attributed to the
disinflationary impact of exchange rate appreciation and import price deflation [18].
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Section 3 explains our empirical methodology for estimating exchange rate
pass-through, as well as a brief discussion of statistics from the Dickey Fuller
and Phillips-Perron unit root tests. Our estimates are presented in section 4,
and section 5 concludes.

Literature Review

A number of studies examine the relation between exchange rate
fluctuations and agricultural trade, including pass-through of exchange rates
into agricultural prices, in the context of specific crops or inputs into
agricultural production. At least one study finds evidence of significant
passthrough. In particular Jean Philippe Gervais and Naceur Khraief [11], find
that exchange rate fluctuations have significant effects on prices and quantities
of Canadian pork imports from the U.S. and Japan.

However, most of this literature either finds pass-through to be low or
finds mixed evidence. Felix G. Baquedano and William M. Liefert [2] provide
evidence of low transmission of changes in exchange rates into urban market
prices of wheat, rice, maize, and sorghum in a number of developing
countries. Jeff Luckstead [16] finds that, on average, fluctuations in exchange
rates do not have a significant effect on U.S. cocoa import volumes, although
he finds a mix of significant and insignificant effects when allowing for
asymmetries across trading partners and asymmetries between dollar
appreciation vs. depreciation. Emi Nakamura and Dawit Zerom [19] estimate
marginal cost pass-through in the U.S. coffee industry, which they argue allow
for direct inferences on exchange rate pass-through. They find pass-through to
be small (around one-tenth) in the short run, and still incomplete (but larger,
around one-third) in the long run (six quarters). Taylor Wiseman, Jeff
Luckstead and Alvaro Durand-Morat [24] find, in general, low exchange rate
pass-through in the rice industry in Southeast Asia, attributing this to the
prevalence in their empirical setting of non-profit-maximizing state trading
enterprises. Miao Xu and David Orden [27] look at exchange rate pass-through
in the U.S. and Canada for five agricultural outputs (wheat, soybeans, corn,
and feeder and slaughter steers) and four inputs (fertilizer, pesticides, oil, and
machinery). They find larger pass-through for outputs than for inputs, with no
significant pass-through for farm machinery. Osei Yeboah, Saleem Shaik and
Albert Allen [28] estimate pass-through of U.S.-Mexico exchange rates into
U.S. prices of four agricultural inputs (fertilizer, chemicals, machinery, and
feed). They find that pass-through is limited for all four inputs, even after four
quarters.

The fact that prior estimates of crop- and input-specific estimates of
exchange rate pass-through are mostly but not always low raises the question
of whether this may hold true more broadly. In this paper we provide
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evidence that suggests that it does, by examining pass-through into general
indices of agricultural prices. To our knowledge, our paper is the first to do so.

This generalization of previous findings in agriculture connects our
paper with a macroeconomic literature that finds low exchange rate pass-
through for developed countries, especially the United States [12, 18], with
various explanations proposed. David C. Parsley and Helen A. Popper [21]
argue that low observed pass-through is due in part to endogenous responses
by central banks to exchange rate fluctuations. Gita Gopinath, Oleg Itskhoki,
and Roberto Rigobon [13] emphasize the fact that many international
transactions are priced in U.S. dollars, and hence are unaffected by changes in
U.S. exchange rates. Moreover, until recently, inflation was low for most
developed countries, and one important implication of a broad class of menu
cost models is that in a low inflation environment, firms have little incentive to
change prices in response to most shocks, including shocks to exchange rates
[14]. Similarly, Jeannine Bailliu, Wei Dong, and John Murray [1] attribute low
pass-through in the U.S. to low and stable inflation and credible monetary
policy. They also argue that greater openness of the U.S. economy leads to
increased competition among retailers, including additional foreign retailers,
which also leads to low pass-through as retailers absorb fluctuations into their
margins.

Some recent studies suggest that exchange rate pass-through is declining
over time, particularly in regards to pass-through into import prices or for
developing countries [1; 17]. Martina Jasovda, Richhild Moessner and Elo”"d
Takats [14] find that passthrough after the 2008 financial crisis decreased in
emerging economies due to declining inflation, and remained low and stable
for advanced economies. However, José Manuel Campa, Linda S. Goldberg
[6; 7] find increases over time in pass-through of exchange rates into
consumption prices, due to increases in the usage of imported inputs!. This
motivates our usage of rolling regressions, which allow us to detect changes
over time in the extent of exchange rate pass-through, although we do not find
evidence of significant upward or downward trends. While the
aforementioned studies find higher pass-through into import prices, they find
low or no pass-through for the U.S. general CPI2.This accords with our finding
that exchange rate pass-through into CPI is for the most part statistically
indistinguishable from zero, for nearly the entire sample period, across a
multitude of specifications. Note that since our data span from 1970 to 2022,

1This echoes earlier work that compared across industries and found that exchange rate pass-
through is higher in industries that rely more on imported inputs [9, 10].

2 This failure of higher pass-through into import prices to translate into pass-through into
consumer prices is consistent with earlier literature such as [25].
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we are able to examine this question with a longer time frame than prior work,
and we also document that pass-through in agriculture is similarly low as it is
in the broader economy.

Data

To measure the change in exchange rates relevant to the U.S. economy, a
standard approach is to look at an index of bilateral exchange rates, weighted
by import volume for agricultural or general goods. The import indices come
from [8] Agricultural Exchange Rate Data Set for Real Monthly Commodity
Exchange Rates. We use the importer-weighted agricultural exchange rate
index for agricultural goods and the competitor-weighted merchandise
exchange rate index for all goods. The data product does not include an
importer-weighted index for merchandise, so the competitor-weighted index
was the closest substitute. Export-weighted exchange rate indices for both
agriculture and merchandise and competitor-weighted agricultural exchange
rate index is also available in the data set, and used in subsequent robustness
checks.

After obtaining a measure of exchange rate fluctuation, we then use price
indices for agricultural and general goods to analyze the pass-through of
exchange rates into prices. We use two types of price indices, the Consumer
Price Index (CPI) and the Producer Price Index (PPI), with agricultural and
general specifications. For general CPI, the CPI-U measures the average
change in prices over time for all items in the U.S. city average, all urban
consumers, not seasonally adjusted. For agricultural CPI, we decided that food
CPI was the closest match. Food CPI measures all food items in the U.S. city
average, all urban consumers, not seasonally adjusted. PPl measures the
producer price index commodity data for all commodities, not seasonally
adjusted. The data for general CPI, food CPI, and PPI come from [3].
The agricultural PPI is an index for prices received for approximately
100 livestock and crop commodities, published by [20] (NASS).

We include wage data for some regressions as a control variable,
following specifications from Burstein and Gopinath (2014). For economy-
wide wage data, we use the data series Compensation of Employees, Received:
Wage and Salary Disbursements [23]. The data is in units of billions of dollars
and seasonally adjusted annual rate and provided at a monthly frequency.
Agricultural wages come from the National Agricultural Statistics Service.

All of the data used in the regression have a monthly frequency.
Figure 1 plots the various variables. The two agricultural and merchandise
exchange rate indices are quite similar to each other. CPI and Food CPI also
look very similar. PPI and agricultural PPI both increase steadily, with similar
fluctuations over the years, although agricultural PPI increases as a lower rate.
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Finally, wages and agricultural wages both increase steadily over the years,
growing very close together particularly for the last 5-10 years of our data.
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Figure 1. Plots of each of the variables in our regressions, all for the United States: CPI,
food CPI, and PPI (from BLS), wages (from FRED), wages in agriculture (from NASS),
agricultural PPI (more specifically, the prices received index from NASS),
and the USDA’s merchandise (merch) and agricultural (ag) exchange rate indices

Empirical Methodology

Main Methodology

Given the long time span of our data (more than 50 years), and given that
some of the prior literature has found changes over time in exchange rate pass-
through (as discussed in section 1.1), our baseline methodology for estimating
pass-through is to use rolling regressions, since these allow for changes over
time in the estimated amount of pass-through. Rolling regressions of the
following form are estimated using a rolling window of ten years:

Ap: = a +E£:ﬂﬁkﬂ"€r—k + yAX: + & 1)
where a is the constant, Ap; denotes log changes in a U.S. domestic price index

(CPL food CPI, PPI, or NASS prices received index), Aei-x denotes log changes
in a US. real exchange rate index (merchandise or agricultural), and AX;



3eHr B. u ap. MepeHoc BanioTHOro Kypca Ha uHgnsaumio B CLUA: B maclutabax Bcen akoHomukn 29

denotes log changes in a control variable (PPI, NASS prices received index,
wages, or agricultural wages). In our baseline specification, T = 11; that is, one
year of lagged log changes in exchange rates are included, consistent with
specifications from prior literature (Burstein and Gopinath (2014)). " is our
estimate of short-run (that is, contemporaneous) pass-through, while
Yio B, captures long-run pass-through.

In order to examine economy-wide pass-through, the merchandise
exchange rate index is the independent variable when the dependent variable
is CPI or PPIL. In order to examine pass-through within agriculture, the
agricultural exchange rate index is the independent variable when the
dependent variable is the food CPI or the NASS prices received index.

In order to examine pass-through into consumer prices, PPI is used as a
control variable when the dependent variable is CPI, and the NASS prices
received index is used as a control variable when the dependent variable is
food CPL In order to examine pass-through into producer prices, economy-
wide wages are controlled for when the dependent variable is PPI, and
agricultural wages are controlled for when the dependent variable is the NASS
prices received index.

For robustness, we also run regressions in which the data are separated
into different time bins, as an alternative to a rolling window. These
regressions take the following form:

Ap, = BE 1t € 1} [ap + XL (Brele_i + VrdX )] + € ()

where the time span of the data is divided into H equal-sized bins, with the set 1,
denoting the hth bin in chronological order, and the rest of the notation is the
same as above. For each span of time captured by bin h, f"ois our estimate of

short-run pass-through, while Y0 Byyis our estimate of long-run pass-through.

Unit Root Tests

As a first step in the empirical model, we run a series of unit root tests
for each model specification to test for stationarity in the time series variables.
Our choice of tests are the Dickey-Fuller (DF) and Phillips-Perron (PP) unit
root tests. The null hypothesis implies the existence of a unit root, and if it is
not rejected, suggests that we take first differences of our variables to address
issues of non-stationarity.

When running these tests on the residuals of our regressions in levels, the
null hypothesis of a unit root is not rejected, suggesting our variables of interest
in levels are non-stationary but could be cointegrated. However, when running
the DF and PP tests on the residuals of our regressions in first differences, as
specified previously in section 3.1, the null hypothesis of the existence of a unit
root is rejected, with the t-statistics reported in Table 1. This holds true for
various lag specifications, and the t-statistic was highly significant each time,
rejecting the null hypothesis of the existence of a unit root regardless of number
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of lags, predicted residual or dependent variable, and type of dependent
variable. Both tests also gave roughly similar t-statistics.

Test statistics from Dickey-Fuller & Phillips-Peron tests on baseline regression

specifications
Specification Dickey-Fuller Phillips-Perron
test statistic test statistic
CPI, residual -14.962 -15.166
CP], predicted -17.077 -17.535
PPI, residual -17.482 -17.793
PPJ, predicted -14.862 -16.113
NASS, residual -19.187 -19.043
NASS, predicted -14.761 -15.869
Food CP, residual -18.264 -18.621
Food CPI, predicted -17.491 -18.671

Note: For both tests, null hypothesis is that there is a unit root; critical values: 1%, -3.43; 5%, -2.86; 10%,
-2.57. Results robust to various lag structures and to running these tests on each of the (first-differenced)
variables individually.

Analysis: Estimates of exchange rate pass-through Figures 2 and 4 plot our
baseline estimates of exchange rate pass-through, using rolling regressions with
a 10-year rolling window, the specification of these regressions given in
Equation 1. Note that in the right-hand side of each of these regressions, log
changes in a real exchange rate index are used, and if pass-through from real
exchange rates into domestic prices is 5, the implied pass-through from nominal

exchange rates into domestic prices is T-f. This means that in the specification
given by Equation 1, complete pass-through corresponds to a f of 0.5.

Short-run pass-through

Figure 2 plots our baseline estimates of short-run (contemporaneous)
pass-through. Passthrough of the U.S. agricultural real exchange rate index
into the food CPI is plotted in Figure 2a. We are unable to reject the null
hypothesis that pass-through is zero at the 5% significance level throughout
most of the sample period, except for a few months during which the 95%
confidence interval dips slightly below zero. We do not find complete pass-
through throughout the entire sample period as the confidence interval never
rises above 0.1 or drops below -0.2, so complete pass-through is rejected
throughout the entire sample period.

Short-run pass-through of the U.S. merchandise real exchange rate index
into the CPI is plotted in Figure 2b. Our estimate of pass-through is slightly
statistically ~significantly below zero during the 1980s, statistically
indistinguishable from zero during the 90s, then gradually decreases during the
2000s and increases during the 2010s, reaching a trough of around -0.1 during
2010. Complete pass-through is rejected throughout the entire sample period.

Figure 2c plots short-run pass-through from the U.S. agricultural real
exchange rate index into the agricultural prices received index from NASS.
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Our estimates are statistically indistinguishable from zero throughout the
entire sample period. However, the 95% confidence interval is consistently
wide enough that we cannot rule out sizable pass-through for most of the
sample period. In fact, during the mid-2000s we cannot rule out complete pass-
through (which, as noted above, corresponds to f = 0.5).

Short-run pass-through from the U.S. merchandise real exchange rate
index to the PPI is plotted in Figure 2d. Our estimates are statistically
indistinguishable from zero during most of the sample period, except during
2016 when the lower bound of the 95% interval is around 0.1. We can rule out
complete pass-through during most of the sample period, the exception being
2009 when pass-through spikes upward.
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Figure 2. Short-run (contemporaneous) pass-through using 10 year rolling window
regressions, with one-year lags, for the U.S. merchandise and agricultural real
exchange rate indices, monthly data, and log differencing all variables. Controls
changed according to dependent variables: PPI for CPI, wage for PPI, NASS prices
received index for food CPI, and ag wages for the NASS price index. Dashed lines are
95%, 66%, and 33% confidence intervals, with standard errors calculated using the
Newey-West (1987) HAC estimator. Note that if pass-through from real exchange rates
into domestic prices is g, the implied pass-through from nominal exchange rates into

domestic prices is TP
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Long-run pass-through

Figure 3a plots our estimates of long-run (2 years) pass-through from the
U.S. agricultural real exchange rate index to the food CPI. From 1995 to
2009 pass-through was not statistically different from zero. Since 2009 pass-
through has been statistically significantly positive, but still very small,
between 0.005 and 0.015.

Long-run pass-through from the U.S. merchandise real exchange rate
index to the CPI is plotted in Figure 3b. The estimates are not statistically
significantly different from zero during most months, except for a few months
in which the estimate is statistically significantly below zero, but very small in
magnitude (never greater than 0.01 in absolute value).

In figure 3c, our estimates of pass-through are significantly positive at
the beginning of the sample period in the 1990s, statistically indistinguishable
from zero in the 2000s, and positive again after around 2010 for most of the
sample period.
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Figure 3. Long-run (one year) pass-through using 10 year rolling window
regressions, other specifications same as previous

Long run pass-through for the U.S. merchandise real exchange rate index
into the PPI in figure 3d follows a similar trend to the prior long run pass-
through estimates, with some significantly positive estimates but mostly
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estimates that are statistically indistinguishable from zero prior to 2010, and
statistically significant and positive estimates afterwards until the end of the
sample period.

Robustness

Figure 4 plots the short run pass-through coefficients when running
regressions on different time bins of 4-year intervals, following the
specifications of 2. pass-through is mostly statistically insignificant at the 5%
level across all four specifications. We observe a brief exception in the late
2000’s where pass-through is negative for general CPI in figure 4b.
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Figure 4. Short-run pass-through using regressions with 4 year bins,
other specifications same as previous
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Figure 5 shows the long run pass-through coefficients. Again, pass-
through is mostly insignificant at the 5% level, although pass-through is
positive for some intervals in the 1980’s for the agricultural price index, and
positive for the later decade plus for the general producer price index.
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Figure 5. Long-run pass-through using regressions with 4-year bins,
other specifications same as previous

We repeat these regressions using no lags for both the 4-year bins and
rolling window specifications, using 5 year rolling windows instead of 10 year
rolling windows, including the producer prices received index in the CPI
regressions for the ag specification and general specification, and changing the
size of the 4 year bins to 2 year bins and 1 year bins (without lags). Overall, the
results do not change significantly and the insignificance of the coefficients
remains robust across these different specifications.

Conclusion

We find low to zero pass-through from exchange rates into agricultural
prices, as well as general prices, over the previous several decades for the
United States. This is in line with prior literature, which we contribute to by
being, to our knowledge, the first to examine pass-through from a U.S.
agricultural trade-weighted exchange rate index into indices of U.S.
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agricultural prices. Our findings lead us to conclude that changes in the U.S.
exchange rate would result in limited or no effects on domestic prices and
inflation. In particular, even as the U.S. dollar continues to appreciate, there
will be limited to no disinflationary effects through an exchange rate
mechanism.

These findings may be of relevance to policymakers. An increase in U.S.
interest rates by the Federal Reserve, which causes an appreciation of the U.S.
dollar, will result in lower disinflationary effects than in the case in which
exchange rate pass-through were high. With the U.S. dollar continuing to
appreciate, one concern among agricultural policymakers is that U.S.
consumers will significantly switch their consumption towards imported
agricultural goods and substitute away from agricultural goods produced
domestically. Our findings suggest that this is less of a concern than it would
be if exchange rate pass-through were significant.
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