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h i g h l i g h t s

• This paper investigates the exchange rate pass-through effect (ERPT) on the aggregate import prices.
• We found that the ‘‘pass-through’’ is not reduced.
• We came to the results that confirm previous results.
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a b s t r a c t

This paper investigates the exchange rate pass-through effect (ERPT) on the aggregate
import prices within seven countries of Southeast Europe. The main goal is to investigate
whether there is a high, as well as a complete pass-through effect in the short-term
and long-term for Croatia, Bulgaria, Romania and Slovenia. Compared to the previous
survey results, it is found that the ‘‘pass-through’’ is not reduced. On the other hand, the
results confirmed the previous results, according to which pass-through effect is higher in
transitional countries than in developed countries. In addition, in the short and long term,
depreciation leads to the ‘‘pass through’’ asymmetry for Croatia, Bulgaria, FYR Macedonia
and Slovenia, while appreciation leads to the ‘‘pass-through’’ asymmetry for Slovenia.

© 2018 Elsevier B.V. All rights reserved.

1. Introduction

Pioneering research of the exchange rate pass-through effect (ERPT) focused on the microeconomic approach, that is, on
industrial organizationalmodelswhich serve to explain the fluctuations between exchange rates and the change in domestic
prices in conditions of increased imports, substitution between import and domestic products and determination of the
monopolistic price strategy at the industrial level and the product level [1–7].

Later research has put in focus macroeconomic factors that affect pass-through: variability in exchange rate, inflation,
monopolistic competition, etc. [8–13].
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Table 1
Unit root test results.

Country/variable ADF PP

c c, t First Diff. (1) First Diff. (2) c c, t First Diff. (1) First Diff. (2)

Albania
Import prices (lnpx,jt ) −1.93***

−0.28***
−2.25***

−2.76***
−5.45*

−5.59*
−0.89***

−1.86***
−4.20*

−4.21*

NEER (lneit ) −1.63***
−1.83***

−5.11*

5.05*
−1.81***

−1.89***
−5.10*

−5.04*

Exporter marginal costs (lnmcx,jt ) −7.60*
−7.61*

−7.60*
−7.61*

Domestic demand (lnµt ) −1.70*** 0.66***
−1.74***

−2.58***
−5.06*

−5.02*
−4.40* 0.09***

−3.71**

B&H
Import prices (lnpx,jt ) −2.04***

−0.52***
−2.00***

−2.54***
−5.23*

−5.41*
−0.81 −1.65 −3.88*

−3.87**

NEER (lneit ) −1.15***
−1.79***

−7.18*

−7.28*
−1.21***

−1.82***
−7.18*

−7.28*

Exporter marginal costs (lnmcx,jt ) −1.38***
−1.69***

−6.97*

−7.16*
−1.57***

−1.75***
−6.97*

−7.15*

Domestic demand (lnµt ) −2.40***
−2.35***

−0.61***

−1.55***
−5.58*

−5.53*
−2.63**

−0.42***
−3.68**

Bulgaria
Import prices(lnpx,jt ) −2.93**

−0.93***
−3.17***

−5.35*
−1.29***

−1.14***
−3.73*

−3.82**

NEER (lneit ) −1.38***
−2.66***

−2.77***

−2.33***
−6.92*

−7.12*
−4.10*

−3.94**

Exporter marginal costs (lnmcx,jt ) −1.13***
−0.65***

−3.95**

−4.06**
−1.13***

−0.56***
−4.03*

−4.13*

Domestic demand (lnµt ) −2.26***
−1.28***

−2.19***

−2.90***
−9.57*

−9.49*
−2.45***

−0.40***
−2.13***

−2.89***
−9.55*

−9.48*

Croatia
Import prices (lnpx,jt ) −3.06**

−0.61***
−3.51**

−1.15***
−1.17***

−3.69*

−3.76**

NEER (lneit ) −1.88***
−2.33***

−1.91***

−1.45***
−5.39*

−5.55*
−3.20**

−2.25***
−2.73***

−9.96*

Exporter marginal costs (lnmcx,jt ) −0.90***
−1.80***

−8.33*

−8.27*
−0.88***

−1.87***
−8.33*

−8.27*

Domestic demand (lnµt ) −2.41***
−1.49***

−2.57***

−3.33**
−9.70*

−2.38***
−0.86***

−2.53***

−3.37**
−9.71*

FYR Macedonia
Import prices (lnpx,jt ) −0.99***

−1.34***
−5.01*

−5.02*
−0.82***

−1.48***
−5.10*

−5.09*

NEER (lneit ) −1.83***
−2.63***

−3.45**

−3.45**
−1.85***

−2.50***
−6.88*

−6.90*

Exporter marginal costs (lnmcx,jt ) −1.15***
−2.31***

−4.14*

−4.16*
−0.68***

−2.02***
−4.23*

−4.24*

Domestic demand (lnµt ) −2.15***
−2.83***

−2.22***

−2.53***
−4.55*

−4.71*
−0.30***

−2.74***
−3.38**

−3.22***
−9.63*

Romania
Import prices (lnpx,jt ) −1.33***

−1.21***
−7.38*

−7.47*
−1.32***

−1.33***
−7.39*

−7.46*

NEER (lneit ) −2.88**
−3.14***

−2.92***
−5.26*

−4.08*
−3.17***

−2.85***
−9.62*

Exporter marginal costs (lnmcx,jt ) −1.64***
−1.75***

−4.00*

−4.02**
−1.52***

−1.53***
−4.09*

−4.11**

Domestic demand (lnµt ) −1.99***
−1.59***

−9.71*

−9.97*
−1.91***

−1.42***
−9.65*

−9.98*

(continued on next page)

ERPT is defined as the percentage of the change in domestic prices based on a change of 1% in the nominal exchange rate.
If there is a change in the nominal exchange rate by 1%, and if it causes a larger change of 1% in import prices, then we can
say that we have ‘‘complete’’ pass-through. On the other hand, if a currency change of 1% causes a minor change of 1% in
import prices, then we have ‘‘incomplete’’or ‘‘partial’’ pass-through.

The size of ERPT depends on the economic shocks, volatility of the nominal exchange rate, changes in the demand of the
importing country, market structure, openness of the economy, market segmentation and aggregate imports.
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