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Exchange-Rate Pass-through to the Consumer Price Index:
A Micro Approach

Yoav Soffer

Abstract

This research estimates the pass-through from the exchange rate to the Consumer
Price Index for 31 various components of the CPI, in an attempt to locate the sources
of the pass-through, which has a significant effect on inflation and monetary policy in
Israel. The rate of pass-through in general is about 29 percent, similar to that found in
earlier research on the subject in Israel. It can also be seen that the pass-through has
fallen in recent years with the stabilization of the exchange rate and the fall in
inflation to levels prevalent in developed countries. In this research it was also found
that the source of half of the pass-through was in the housing category, the result of
widespread dollarization in the housing rental market, as well as of the method of
calculation of the index of average prices of owner occupied dwellings. Further
effects of dollarization can be seen in the prices of electricity, fuel and several other
items. Most tradable goods have clear, positive pass-through, though this also holds
true for a large number of nontradable goods and services. The effect of real activity
in the economy on pass-through is not significant.
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MR YW 17N 99V DR 12TYN 0”50 ,NNNTHRN NTARNN NVIWI ANIND NOYpn A Yy
MY NN Y DTN NYA¥ND NNR AMPT IR DR ,OWNY 79 .INTH W
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J29NN WA NPV NYVY NN 11
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Ny’ ap NR DMnD DYV AT QYon oHynnd DRnn W TINa 0MINR D90

Fnmomnn noyn

0571201 D'NZISn ,0'1'NO N'721 0''NO .A

NPN NAYN NNONN NYapnn §-1 ,0°N0 MY DININ Y MIT0 12 Pan
TN 1N DMONN NNYI RY 102 MIPNDN MITON YIIR .DMNNN HR PaYHnn pwn

A(2001) 797V DRI ,NPVI9IN MIADN YV VI DI NI ,RVNI PPN ATaYY
.(1999) 1121 PR HYNY ARY TPXYAPRA TY? NP PIYRY TTHN NN NPV NPHOY 2

23



,(16) P No NYYIM NWadn L(13) N2 N91IRY 99D VA (6 NITD) IP1IaN RY ND
5® N9 90N RN DT TVPNA NP2 NVNAN IRNIND .(23) MRIT TV MM
PN 1727 PN YV P2 ,0N7HY MRTNI 1Y YMITY ,NN0NAND DR INRY IRNWNRN
PN SV NITO YMIORHN (19IRT DN TWRI NIRRT DY .M NIIXY 990M VAN
N77ON L(DYPWYa DYNYIY PHT NN ,IMDI) PAYHNN IYVWIA DDA DINMYN PYT
N2 T0IMY RN NNIYYN 5N 13 1970 DY 123 NI NNRRINND NHYapnnm
1Y DO DIYNNIYN DINND HY D202 DM NPNTINN Y21 NNONNN DR INRY
NYawn NR D1anNY 7YDI392 PAYYNN WYY YV DTPRN HY NVPNY TN ,P9ONn Y HY
nNYPNN NPR T Y2 Leung (2003) Y8R NIRINN WY AT YA LYWL NDWN
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dP, =a,+ Y a,dP,  +>_ B,dUSD,  + y.dPW,
j=1 Jj=0 j=0

+6,,(U-dUSD, - D, )+ 6,,(U -dUSD, -'DAP,, )+ &,

1 if dUSD>0
Dy =

0 otherwise
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+ Z 6,dEXCL
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VKD

if dUSD<0
0 otherwise
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2NN TV P0IMNMDIV (4) IRNVYN DY PHNIA P TRPPM

dp,, = Bdusd + 5,(U -dUSD, - D, )+ 5,(U -dUSD, - D, (5)
DRI (4) NRNVNL DPNNY DINRD DINVAN HI1 NPVHY MUY DYWY ,03 I
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dp=1-(=1)+0+02-(1)-(-1)-1=-1.2 PRI PYN (5,=0.2) NO» YV NIPHI

ax¥NY NN NNONND MY HY a¥N2 PR IR 5, <0 NTNRIN Hap) DR ,IM

NMONANN MO YV a¥Na R 5, >0 HaP1 DR JAIR IMRI ,NNIXNN 29 HY pwnn
9IXNN A HY pwnn axny nann

DTPNN MRNVNNN NNR GR2 PYRI .6 NADI MOLNIAN (4) IRNVN NTNR NMIRXIN
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99 MINan NYavn Yy pwna owip an axn Sv nmmon nyawn nid ,ambd
IRNVNI .NT MIYWN *HYA KDY DNIVP DIAYDA NYAPIN I NYAVN DYIR ,NNONNN

J9XN PYIN ML S, YV DTPNY PR 221N 1700 Hapnn (18) NNR

AT 19 7v nyonnn nnnwn .0

1991- DAY .MVYN MAIPN NV P HY 7aRY 1N T NTIAY YV DITHN NN NR
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NI9N32 DR DTN MM ,I2PY T TWRI ,NNN2 1N RYY »1 pavinn v
DYOYD” TP HY PNNIAY DMYY DM ,NMI2) NI PONN WYY HY Mooannh oRan
oY N2apyn ,nN21n NNIY PRXYAIRN MIITH DT NR DY MIARN 1Y’ MAOpN .0*N

{2 DWIN) MNMAaNN MYIRA PRYAIRN
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MNYN DINR .MAPND P2 720100 NINWNY PAYNN YYD NPPYWHN NTDNNT NPY
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50.2% 0.21 44 4% -0.09 13
58.4% -0.04 0.1% -0.11 14
65.2% -0.03 86.0% 0.00 15
54.1% 0.12 53.8% -0.05 16
77.3% 0.02 14.4% -0.04 17
7.3% -0.11 3.9% 0.05 18
8.1% -0.13 57.0% -0.02 19
20.7% -0.09 30.8% -0.03 20
12.4% -0.25 14.5% -0.10 21
85.6% 0.01 95.1% 0.00 22
95.0% -0.01 62.8% 0.03 23
35.3% 0.11 48.0% 0.03 24
69.4% -0.08 24.0% -0.09 25
6.7% -0.18 56.9% 0.02 26
32.5% 0.10 40.0% -0.04 27
18.5% -0.21 22.5% -0.07 28
22.5% -0.07 33.1% -0.02 29
99.2% 0.00 3.9% -0.09 30
63.4% -0.11 0.7% -0.24 31
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JIN/N-20 NN MYSNXA, YN yaona
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