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Abstract
Variables Affecting Exchange Rate of Foreign
Currencies Pass-Through on Price Index in Jordan

This study aims to examine the variables affecting exchange rate of foreign
currencies pass-through on price index in Jordan, over the years ( 1985 — 2006
), in order to identify the importance , the degree of effect and the transmission
speed of these variablesto price index .

To achive this goal, the study extends the literature relating pass-through in
two directions.
Firstly, related to theoretical framework, which describe the variable affecting
exchange rate pass-through , exchange rate systems and variables determine
exchange rate .

Secondly, is analytical framework, to trace out the main study hypothesis,
that is related to measurement of the effect of exchange rate pass-through to
price index in Jordan and partial hypothesis which discuss the effect of supply

shock (ail price) and demand shock ( money supply ) on price index

The result suggest, that the VAR model produce sensible impul se response
function and variance decomposition for the main and partial hypothesis ,
especially for wholesales price index and in later periods .

In addition, this study outline a set of widely accepted variable, that had a
sizable effect, to speed and transmission of exchange rate pass through in
Jordan as economic openness, capital movement, wages and price mobility,
export diversification and imports by commodity .

Finally it’simportant for the monetary authorities, to focus on the influence
of transmission channels, to take a corrective acts when it’s needed and while
in practice there is a wide spectrum of exchange rate regimes , more attention

need to take place in Jordan about these regimes
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@ Hooper , Mann, op. cit. P. 309 .
@ Taylor, J.B, “ Low Inflation Pass — Through , and Pricing Power of Firms, “ European
Economic Review, 2000, P. 1389 — 1408 .
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@ Sedik Tahsin Saadi- and Petri Martin, " To Smooth or Not Smooth — The Impact of Grants and
Remittances on the Equilibrium Real Exchange Rate in Jordan " , Working Paper , No 06/257,
IMF Middle East and Central Asia Department , USA , 2006, p 7 .

@ Khundratpam Jeevan Kumar, " Economic Reforms and Exchange Rate Pass — Through to
Domestic Prices in India " , Working Paper, No 225 BIS press and communications, Switzerland,
2007 .

( Khundratpam i 5s 5 sSl clal jall o3 Jual e ¢ 3V il Ty o)

28

www.manaraa.com



= i Wl da sy uSat 5 80 sl AW Al land DA e -2
(CP1) Slgisa) Jland 5
- Ll daiad) Al jladd P& 50 -3

Miny— ¢ (CP )5 (PP) & e ol SO Sl s20 gl il
(PPl) &y Sise (o8 oy g ol A ¢ o) sl Jlad o Gal&adll Jaxs e
cCapall e A8 a ) Wlas deiiadl alld) lad dlaind 5 ¢« (CPL)

¢ Gyl e 8yl ) catis ol Wae dsisadl sl jladd Gl i il
3ac llia g (idtin « (CPl )5 (PPl ) < i Ao ol jladd (ulSad) da j0 o6
Al il
Js—b o (i Giyall el il iy @l 550 i) alul) das o) 1 Y
L AL sk e ailiie (ulSal ) iy ¢ )l Al
Os—slaall 432 jlaty cilal) dlaall et G el Claad) il SR ) 1 LG
G paing « (CPL) 5 (PPl < bise o Cipmall jland 8 GulSat) o i s
CSlS o gl Jland e (S S Ladie a8 5l 8 o) sl das
Pl oS Gl ¢ A8l j)gl dal e PA JaiSe pe (ulSa) Al ) il 1 WG
sl Al Jsh e GulSaV) 8 sl ) g0 g Adliad) A8l Jal )

138 ¢ o pall Jland IS il s Llae daiaall bl jladd of SHL s
dniaall alull ZLEY) AS (8 ¢ 53 gisall alud) e ¢l ) el G (mlisl e
Gld el 1d 1) Ayl ¢ 3o giuall Aas gl adal) land @18 DA e a1l s Ll
OsSt—ss A T aai g ¢ iy 83 ) shusall aludl ae i AN 5 dplaall alull o cllal
g Leadyy Adadd) a1 e o Fie Jaka Sllia

Jal ol Pl Jaanill Al gl eday (ld ¢ ) e Jaail Ao (o peady U
e Jag iy ¢ Jaud el @il jand 1Y) aS) g a8 a5l ALl dabia
Ceosd Al Joha e U Giaadl de e alias)

Dl Jual i Jea clad Hall sda il e Caaldl 4) Ja g le (andlh S
Do pase e S 0 Y Al ) Gyl

@ An, Lian, op.cit, p.9.

29

www.manaraa.com



G 58 A dfaa 3ol aay JaiSall e Gl ) 1 SV AS pa s i 0 -1
CAdline Cilelia s Jsal Slald Llkad) coaa g bl jo 320 iy (Sl ¢ calelacall 5 Jgal

sl V138 ¢ Goyall b O GulSas) 8 Glay 1A Caa s i ol dlle
¢lelia U of A Tsal)l il AA ) bl pall ye Gl ¢ cleliall g Jeall je Calial
e g s S il G pall Jlad GlSad) de gy daw ) oy bl jal alaeae o)
(CPl ) sise o as (PPL) pdise (o o o) gisall lad
ol Sal) A 8 ddly clidlia) la o Gl an gt Jeall s alidl e (WS -2
Yang, ) dwd e Jie cleliasae cl i A <l jall e sl 5 1385 ¢ cleluall e
50 e ) IS Gyt &) s o) 5 « ( Camp and Goldberg, 2005 ) « ( 1997
2l Cuaef il jall (any of 5 (Choudhri, Farugee and Hakura, 2004 ) &l )
s buSe Ladije GdSaY) () Caa g (Hooper , Mann, 1989 ) dul ja Db ¢ 4 i
LDl 23 a5 ) Jagii A (Camp and Goldberg, 2005 ) 4w )2 Loy . A gall ana
Al aas g S

OLS (s psiall lay jall 48 yla JI5Y) (g sialal) podind 288 Jdail) 38 jla (m gumdg
Ler aliall alud) s Aainl) spaal 3 gaall Badaie dyny y5 < jidy g JUEY) ol
el Jedba ) pailia 2y ) aign ol Gsialll oY 58 (8 b gy ¢ Cipall e pa
A dala Y1 el (e Bl anall o (g ) e fES () 5 ¢ il
Coa gl 28 el 21 28 OLS o bl 8l (i o) 13 436 52 (o puall e
sl a i ¢ paiall 1Y) chliEAY) cala g oK aliall QA jaaa) JSLae
Ll 38 (65l gl Gl 8 e gleal) (S ¢ Lt Sy A

Single- ) A dl A dalaal) 73 gad ulKadY) i (bl o5 AT () fialy padid
Y A [ i 1388 5 ¢ ranaa uSall 5 Jalad) i e S 53 5 ((equation modle
Capall el A8 e el 8 Al Ca as

=5 =5 (plaasd) are ) )l JSLia e (Pla L sl 138 o8 138a
o) G pal) land i) ol )

Jaad¥) Jlat 23 ged Craadind Gl Lle bl il g 6 AY) Gl )l abiea g
Skl 8 sl @ijglan Al ((Vector Autoregression ( VAR) ) alasy)

30

www.manaraa.com



38 o lenll cilal) e VAR it 73308 pallad 3 ks Sl g sy 2l

VR

AL Eaal)
Exchange Rate Systems < yal) 4akiij g1 45 2-2
O

delia ) Jsal CBlee Goga Jland () ¢ alladl S Al 2l Gland) (e
o ¢ Jeal el Apalaidyl bl 5 cag all Llad) ¢ el a2 g da gae i)l
Ol ¢ sae Ayl Lol Jal gar La s AU g ¢ dpallal) a8l (gl oyl
AL 5 LS ) DS (e Copaall land ) il e Alsdlaadly audiy oladl yela
s,

EOaall J e LgDlae aysnd Ll ¢ bt Analill Jsall sl g pUail 13a Jla g
 Olaall e Al g Ay dlee ) eDlee dad culis 5 AY)

s —le 234 1971 < ( Bretton Woods ) 355 o5y pUai jlaedl 2e0d
Al Boaa B3 L e ASGeall el s i s s ((Par value ) daladl
Llee Zalaall 5 dalbiall Copuall als cainaiy . B 21978 4l b e Jpaeill 5
Dbl ol Laa g paall (e 220 o Legia IS Jaily (i) (phad (A pealal) cdgl) B
A el Gl lad abi g A5G0 o juall

b e o Al Gopeall Sl alai zein J Y Gl Ge el o e a2 ) e
Jre e Ay e ST Ladas i) Al Jaall aae ala ) 38 ¢ G pall daail ) i (1
i len e A pall alail) o i Lal Tkt olanV1 138 ) s ea el (hag pualall sial)
@ ) ) b S D) e 48 Ley A A Cilereall aia Juad

Flexible Exchange Rate ¢l diyall jlaui alii 1-2-2

@

. 176uas @b@fsujﬁijddhaﬂ
@]

c2 0m e Bl aa e ¢ A st

31

www.manaraa.com



Boall oy VA oail Las gl i) glaldas ¢ 4 el o pal) dalai e g
¢ ¥ g sl i« (Manged Floating ) 3 el s yall 4ulail 5 ( Freely Floating )
e 6 AY) O aal) Qe il Cipea pan 2380 ) G aaal) (558 eani Alsal) 0
Gle Ba ol o e Lils Jiay 3 ¢ Liary Lpany Qi CBLeal) il allal) 5 (a jall ¢ gua
O 5 AY) EBlead) Qe Alenl) Gipen ras o )5 o jadl s 4l

os Al oo s 3 adl Gyl dadail aladin Joall adsi A At I U 3l e
s A dpaa cllalull qf i) lia of WS L gAY Jeall b Alad) g aacal
Gopad jp o Aadlaall Janilly dajle Col g8 3 jall o jeal) dadail aadig
lelaxl ()5S a8 Al 5 ¢ as0all ol e alill L) ) 8 Je (i las . ddme 293 (i
. Lala®) 30 gana pe U

J—ala a8 JSLaa ana (pe (Baxd 3_all Ca yeal) dakail 4150l aladiad o V)
G LN RS S Y YOS g POV Ry SE LV P 1 FOR, A RPRR PL PR P g IV PRV
- sl sl Ja Cp i) e e g A gally 40K dalaiEy)

Aol i o o sall Cogeall pUai ggd &5 all (o pal) dadail (e AV & ) U
Glhlia¥) aay i e 5l i g AY) EOleal) Jilie Lgilee o paa el s
. CGle gdaall ) g

e doailly Goyeall el ey 4 85 ) Cajeal) dadaif 4 g Il
Jaa s 8 A Gyeal) bl iy el ad dpeny 3s0a 2 SV Y e el
conS U85 (me olatly Aleall s el Ll daSal)

do 5 amge Lo 3 450 Gl (385 A saal) (o peall daladl (8 Copeall jra aaat S
Bl el (o 5B s gl 8 e Y L V) ¢ o IS Lo (B

ey WSl Ao Sall A ) a5 ladl) Cojal) AalaV dga gall CIAEN) (e
C® LAY sl s e o) Al Calaal G3iadl Ca el

A7 (e« 2005 ¢ e ¢ 2k 0 s ¢ Auial) EBlaall 50 ¢ aml o Jieland 3k @

¢ 1995 ¢ 5o,V ¢ A pead) il Al dgae ¢ I Aaall ¢ s el ks Al 5 ladl ¢ Gl e @

. 215 4

®) Madura Jeff, International Corporate Finance , 8" ed., Thomson South- Western, USA , 2006,
0178

32

www.manaraa.com



UAJ_A‘&HJ_GMJDJA}‘UM‘J\za»ieb@uu&u‘).\aﬂdd;lu
il o) 5 AbEd e (Jlall ) Lodke e callal) Loy g dleal) ey e (allall
Wia (Y58 ) Ledlee o o ped) Ly Laiy 450 ¥ 400 (315591 5 clanall 5 oLl

gasSall ALl 31,51y clar a5 aldl o) a0 e (S ) el Gl Allad]

A YY)
—::\,}ﬂ”e&(l)(ﬁ)d&ﬂ\@bﬁ}
(1) p8des
$/JD
il
D Ja )

C SV Sl by s oSy A A ) Y sl axe s S el P
c(sthall 5 da g paal) ) Ana ¥ ulall (e A3 sl Al Jici Q7
sl aie Jiy Cuay A3 8l Gopeall e e Jal gal) (e de sana S5
- el gl o2a JUl 5 jas dais allall
W e sana ) e gall 038 g
saials ¢ Jshll gad e gile gu Gipeall Jladd e Sigig A de ganal)
3ol Jalai Ay 4 Joshall sad) o bt aaas 488 cutdls ) cly kil
O35 p Alanll ymas o it 3 5 (Purchasing Power Parity ) (PPP) 43l il
- Ol Gila (Sl Ol giae (B il (aSad 4l

@ Mishkin, Frederic S, op, cit, pp. 171-173..
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