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Exchange Rate Movements, Exchange Rate Pass-through, and

Dumping: Theory and Evidence

Chia-Ching Lin

ABSTRACT

This paper develops a real options model with incomplete exchange rate
pass-through to investigate the relationship between exchange rate variables and the
occurrence of price dumping. Our results reveal that the effect of exchange rate
movements on the probability of dumping occurrence is ambiguous, depending on the
level of exchange rate. The expected appreciation of the importing country’s currency
tends to have a positive impact on the probability of dumping occurrence while an
increase of exchange rate pass-through might have a negative impact if the exchange
rate level is not too high. However, if the exchange rate level is unusually high, this
relationship might lessen or even reverse. In addition, exchange rate volatility tends to
be positively related to the probability of dumping occurrence if the exchange rate
level is high or low enough. Otherwise, its positive relationship might weaken. The
number of antidumping cases filed from 1980 to 2006 across 14 industries by U.S.
firms is used to test the validity of our theoretical results. Our empirical evidence
generally is consistent with the theory. These results suggest that it is essential to take
into account the possible asymmetry in investigating the relationship between

exchange rate variables and dumping activities.

Keywords: dumping, exchange rate, exchange rate pass-through
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T % & : Import Injury Investigations Case Statistics, USITC, January 2008.
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ptPo (-4.52) (-2.24) (-2.41) (-2.42)
0.0148" 0.0187° 0.0189° 0.0196°
REER (B1) (2.03) (2.04) (2.08) (2.16)
) 0.8765 1.3269° 1.3764° 1.4473°
AP (1.51) (1.78) (1.86) (1.93)
5 (B) 5.1695 0.7786 1.9195 47110
3 (0.57) (0.07) (0.19) (0.44)
PT (o) 0.0168" 0.0192° 0.0153" 0.0113°
4 (3.66) (4.15) 4.72) (3.04)
-0.0076° -0.0078" -0.0074°
REER XD () (-1.89) (-1.94) (-1.83)
-1.9976 -1.9305 -2.0315
1 XDy (Bs) (-1.40) (-1.36) (-1.41)
7.2512° 7.1760° 6.3092°
o %D (By) (3.33) (3.32) (2.80)
-0.0229° -0.0161° -0.0112
PT XDs (Bs) (-2.30) (-2.28) (-1.35)
-0.0331 -0.0124 -0.0110 0.0128
GDP (Bs) (:0.43) (:0.15) (-0.14) (0.16)
IM (B1o) -0.0134 -0.0186° -0.0177° -0.0247*
10 (-1.57) (-2.21) (-2.14) (-2.69)
0.2797 -0.1608 -0.1419 -0.2254
D85 (Bu) (0.98) (:0.50) (-0.44) (-0.68)
1.3699° 1.4107° 1.3655° 1.4680°
CHM (Br2) (7.22) (7.56) (732) (7.82)
2.8297° 2.9103* 2.9432° 2.7886°
PM (B15) (15.93) (16.74) (16.97) (16.78)

Wald 5 311.7* 349.3* 350.1° 351.4°
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