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I Background and Motivation
I The Analytical Model

I double margins
I consumer and producer prices

I Estimating Equations

I Empirics (eurozone, consumer products)

I Closing Remarks
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IKEA prices in the EU

Figure: comparison: Austrian and French furniture prices
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Book Prices in the EU

Figure: comparison: German and Spanish book prices
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The ATC Phase-out & Consumer Prices 1995-2005
A natural experiment across Europe and North America
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Figure: US clothing prices relative to CPI
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The ATC Phase-out & Consumer Prices 1995-2005
A natural experiment across Europe and North America

40.0

50.0

60.0

70.0

80.0

90.0

100.0

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

e25
e15
be: belgium
dk: denmark
de: germany
gr: greece
es: spain
fr: france
ie: ireland
it: italy
lu: luxemburg
nl: netherlands
at: austria
pt: portugal
fi: finland
se: sweden
uk: united kingdom

Figure: EU clothing prices relative to CPI
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I Literature on exchange rates
I Feinberg (RESTAT etc 1980s)
I Goldberg & Knetter (1997, JEL)
I Taylor (EER, 2000)
I Gust & Sheets (FRB, 2007)
I Capma & Goldberg (RESTAT, 2005)

I European regulation and competition
I automobiles: Flam and Nordström(1995, CEPR), Lutz(RIW

2004) – ”15(27) single markets...”
I broad single market effects: Francois and Wooton (WE 2010)
I EU drugs market: Timur, Picone, and DeSimone (NBER 2010)
I ATC and general EU passthrough: Francois, Manchin, Norberg

(IIDE,EC 2007, 2008)
I Some theory

I heterogeneity and openness: Chen, Imbs, Scott (JIE 2009)
I tariff passthrough: Feenstra ( JIE 1987)
I Cournot: Francois and Wooton (RIE 2001, WE 2010)
I heterogeneity: Raff (ETSG 2008, 2011)
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I Some of the main findings of the previous literature
I Far from complete pass-through
I Substantial heterogeneity across industries and countries

I Some explanations for low pass-through rates
I Domestic pricing
I Currency pricing and strategies of exporting firms
I Distribution costs and the level of competition in the retail

sector

Francois, Manchin, & Norberg Distribution and Passthrough December 2012 8 / 22



Introduction
Background and Motivation

Overview
Detailed Discussion

Conclusions

Background and Motivation

What we do

I first level item

I Provide a framework which allows us to analyze pass-through
both to producer and consumer prices

I Empirically examine the differential impact of changes in
import prices on consumer and producer prices in the EU
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Basic Analytical Structure

I Consumers buy a mixed of imported and competing domestic
goods

I Goods reach consumers through a trade and distribution
sector that has market power

I market power (oligopoly) vis-a-vis consumers
I market power (oligopsony) vis-a-vis producers

I This results in a double margin mechanism linking border
prices to consumer prices and competing producer prices
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Empirics

I Data
I border prices of consumer goods from COMTRADE database
I constructed and Eurostat PPI series
I competition indicators from the OECD PMR database
I country coverage: 12 Eurozone countries

I Basic results
I passthrough varies by member state, and is different for

consumers and producers
I variations in prices and passthrough are systematically related

to degree of competition
I robustness: long-run evidence effects linked to price and tariffs,

less to exchange rates
I robustness: constructed PPI data seem to match performance

of Eurostat data
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Basic Structure
I Two Sources of Supply

I Import Supply:
Pcif = F (qM)

PM = eTPcif

I Domestic Supply:
PH = S(qH)

I Domestic Demand:

PD = D(qM + qH)

I Double Margins: Oligopsony and Oligopoly. N
intermediaries (distribution firms) behaving in a
Cournot-Nash fashion

πj = (PC − PM) · qMj + (PC − PH) · qHj − C (qM + qH)
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Prices, Competition, and Passthrough Rates
I Equilibrium conditions

With standard Cournot-Nash assumptions, we can derive the following
equilibrium relationships between prices at the border PM from external
suppliers, factory gate prices for internal market suppliers PH , and prices
for consumers on store shelves PC .((

qj
Q

)
ε−1
D + 1

)
PC =

((
qHj
QH

)
ε−1
SH + 1

)
PH + ς((

qj
Q

)
ε−1
D + 1

)
PC =

((
qMj

QM

)
ε−1
SM + 1

)
PM + ς

I Where
I εD is the elasticity of demand
I εSH is the elasticity of home supply
I εSM is the elasticity of import supply
I ς is a constant per-unit cost for trade and distribution services
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Prices, Competition, and Passthrough Rates
I Border Prices and Internal Prices

markups, markdowns, and prices

φj =
(
n−1ε−1

Sj + 1
)
j = H,M

µ =
(
n−1ε−1

D + 1
)−1

(1)

I φ represents oligopsony price-cost margin coefficients (mark
downs)

I µ represents oligopoly price-cost markup coefficients (mark
ups)

PC = µ (φHPH + ς)

PC = µ (φMPM + ς)
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Prices, Competition, and Passthrough Rates

I Basic estimating equations:

P̂C =
(
µ̂+ γM φ̂M

)
+ γM P̂M = b0C + b1C P̂M

P̂H = γ−1
H

(
γM φ̂M − γH φ̂H

)
+ γ−1

H γM P̂M = b0H + b1H P̂M

I where:

γM = φMPM(φMPM + ς)−1

is the share of imports in total marginal cost for intermediaries

γH = φHPH(φHPH + ς)−1

is the share of domestic goods in total marginal cost for intermediaries

Francois, Manchin, & Norberg Distribution and Passthrough December 2012 15 / 22



Introduction
Background and Motivation

Overview
Detailed Discussion

Conclusions

Prices, Competition, and Passthrough Rates

I Double Margins: Oligopsony and Oligopoly
I Observation: The direct pass-through from changes in border

prices to changes in consumer prices is reduced with a greater
service cost component ς such that the term γM is reduced.

I Observation: Changes in consumer prices also depend, in part,
on changes in market power as exercised against both
consumers and suppliers.

I Observation: Overall, the difference between import price and
producer price changes follows in part from differences in
market power.

There are other results related to relative elasticities, degree of openness,

changes in supply conditions, and such that are outside the scope of the

empirics.
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Empirics
I Data – Eurozone countries

I EU harmonized consumer prices for a broad set of consumer
goods

I Extra-EU imports and EU imports by Member States:
1996-2006

I Tariffs by consumer products (from World Bank-UNCTAD
WITS and OECD/GTAP for food sectors)

I Exchange rates (IMF)
I Constructed EU producer prices, and EUROSTAT PPI data
I Import data from COMTRADE and EUROSTAT
I OECD indexes on retail structure and competition

I Empirics
I Overall passthrough
I Consumer passthrough by member states
I Deconstruction of the passthrough
I Some Robustness Checks
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Basic Results
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Consumer Passthrough at Country Level
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Long-Run Prices, Tariffs, and Exchange Rates
Table 3: Landed and c.i.f. prices, all consumer goods

FE SUR �ln(p) FE SUR �ln(p)
ln(Pc) ln(Ph) ln(Pc) ln(Ph)

A B C D

lnPmET 0.116*** 0.237***
(0.0238) (0.0804)

lnPmETentry -0.0956*** -0.102*
(0.0170) (0.0576)

lentry 0.0214** 0.0981*** 0.0245*** 0.114***
(0.00912) (0.0308) (0.00946) (0.0320)

lnPm 0.107*** 0.204**
(0.0247) (0.0836)

ln T 0.769** 0.226
(0.382) (1.292)

lner 0.0834 2.889
(0.573) (1.937)

lnPmentry -0.0895*** -0.0637
(0.0189) (0.0640)

lnerentry -0.0744 -1.871
(0.357) (1.205)

ln Tentry -0.200 -0.296
(0.188) (0.634)

Constant -0.0776 -0.633*** -0.249*** -0.588***
(0.0493) (0.118) (0.0365) (0.123)

Observations 305 305 305 305
R-squared 0.707 0.393 0.710 0.400

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

21
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Robustness: EUROSTAT and constructed price series

Table 4: Robustness check with Eurostat PPI data. Pass-through for Consumer Non-Durable
Goods, dln(P )

iterated SUR iterated SUR, fixed e↵ects
CPI unit value Eurostat CPI unit value Eurostat

ln(Pc) ln(Ph1) ln(Ph2) ln(Pc) ln(Ph1) ln(Ph2)

ln(Pm) 0.179*** 1.265** 0.832*** 0.210*** 1.045* 0.729***
(0.0661) (0.638) (0.0772) (0.0713) (0.628) (0.0810)

time 0.0173*** 0.0246*** 0.00930*** 0.0169*** 0.0274*** 0.0103***
(0.000873) (0.00843) (0.00102) (0.000872) (0.00767) (0.000990)

Constant 3.598*** -1.444 0.668* 3.459*** -0.494 1.123***
(0.301) (2.902) (0.351) (0.326) (2.866) (0.370)

Observations 65 65 65 65 65 65
�2 787.86 33.33 544.31 3.58e+06 47291.37 2.801e+06
Pr(�2 > 0) 0.000 0.000 0.000 0.000 0.000 0.000
Test if producer pass-through coe�cients are equal.

�2 0.48 0.25
Pr > chi2 0.4896 0.6143

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
Note: Prices ln(Ph1) are constructed from unit value data. All other price series are from Eurostat.

22
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Closing Comments

I What we have done in the paper
I Constructed a model of double margins for traded consumer

goods, and applied this to Eurozone data.
I Found producer price pass-through is generally higher than for

consumers
I Shown that market structure in retail/distribution matters.
I Also (implicitly) highlighted the importance of actually

focusing on consumer goods when looking at passthrough.
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