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A Study on Transfer Prices and Exchange rate
Pass-Through

Mao-Sung Fong

Lecturer, Department of the international trade/Department of Finance, NAN-JEON
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Abstract

Because a significant fraction of the dollar volume of U.S. exports over the past two decades has
been generated through trade in intermediate goods, Rangan and Lawrence’s (1993) and Hung’s (1997)
explanation are particularly interesting. But neither explanation allows for an external market for the good
transferred between the firm and its subsidiary. And neither author analyzes the impact of taxes on exchange
rate pass-through. Hegji’s (2003) allows for such an external market and studies the impact of its structure
on the exchange rate pass-through elasticity of a domestic firm with a foreign subsidiary.

But Hegji’s (2003) had some trouble in his paper, so this study modifies its problem, then we expand
this new two-countries model to a three-countries model. And the new model is used to explain the
responses of foreign prices to changes in the exchange rate between the country of the parent affiliate and

two foreign subsidiaries. This paper also analyzes the impact of taxes on exchange rate pass-through.

Key words : exchange rate, pass-through, taxes.
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