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The exchange rate is a important policy variable in determines trade flows, capital flows,
inflation, and the international reserves in a given economy. Economists have devoted
considerable empirical attention to various questions surrounding exchange rates. One area
of interest has been the exchange rate pass through (ERPT) into import price have been
debated for long time. In this dissertation consist of three independent research papers that
study regarding the exchange rate pass through. In particular, this dissertation tries to
extend the literature through advanced methodologies. In order to overcome the limitation of
past studies, the threshold models is employed and new threshold variable is used. The first
paper is to examine the exchange rate pass through into Korean import. After the currency
crisis in 1997-1998, many countries started to change their exchange rate regime. Korea had
switched her exchange rate regime to floating with the inflation targeting framework.
However, it is difficult to maintain inflation target while achieving the exchange rate target.
Therefore, in order to achieve the exchange rate stability, Korean authorities tend to
intervene the foreign exchange market. This raise a question that would these intervention
in foreign exchange market affect the level of exchange rate pass through? However, past
studies are limited. This might due to the limitation of the data. In Korea, there is a unique
tool using to sterilize the money supply after the intervention known as monetary
stabilization bonds (MSBs). This bond is use to control the excessive short term liquidity. The
monetary stabilization bonds is chose as the threshold variable in this paper. Past studies
show that the spread of this bond can be serve as a signal of financial crisis. In contrast with
past studies, the contract currency based Nominal Effective Exchange Rate (NEER) is used
in this paper. Unlike the conventional NEER, contract currency based NEER is invoice
currency shares weighted. This help to the capture the effect of third currency using the
invoicing. According to Bank of Korea, Korean import consists of large share of third
currency in invoicing. Almost 80 % of the import are invoicing in U.S. Dollar. Results
revealed that the exchange rate pass through are different across the industries and different
during the foreign exchange rate intervention period. Exchange rate is expected to be more
volatility during intervention period, exporters have tendency to pass through effect of the




exchange rate movement. Overall, Korea has high level of exchange rate pass through.
Significant of the exchange rate pass through in short run reflects the important of foreign
currency used as invoicing currency. The second paper is examining the level of exchange
rate pass through into Malaysian import during depreciation and appreciation period. After
July of 2005, Malaysia had change from fix exchange rate regime to manage float regime.
This had led to a greater fluctuation in exchange rate. In this paper, the asymmetric effects
that raise from the exchange rate appreciation and depreciation is taking into consideration.
Based on the previous empirical studies, the exporters are expected to behave differently
during the appreciation and depreciation period. To capture this effect, the Nonlinear
Autoregressive Distributed Lag (NARDL) model is used in this paper. Based on the model,
the asymmetric variable is decomposed into partial sum by using threshold. NARDL model
allows to examine the effect of asymmetric variable in both long run and short run. The
results show that most of the commodities have cointegrating relationship among the
variables. Long run pass through exists for most of the commodities. The exchange rate pass
through is different across the commodities. However, the asymmetric test show that only a
commodity exhibits the asymmetric effect in the exchange rate pass through. This implies
the position of Malaysia as a price taker. This also explained the less responsiveness of
Malaysia import price to the sharp depreciation in Malaysian Ringgit since September 2015.
The third paper is to examine the exchange rate pass through using threshold model. The
threshold variable used in this study is the level of exchange rate volatility. After the change
of the exchange rate regime, Central Bank of Malaysia, Bank Negara Malaysia (BNM) tend
to intervene the foreign exchange market. The intention to intervene in the foreign
exchange rate is to contain the excessive exchange rate volatility. However, there are studies
show that the foreign intervention tend to increase the exchange rate volatility in the short
run. For the case of Malaysia, the central bank of Malaysia intervened foreign exchange
market to counter strong portfolio inflows against the US dollar that sharply increased
international reserves, from USD 83.5 billion in January 2007 to USD 125.8 billion in June
2008, a rise of just over 50%. However, the onset of the global financial crisis caused a sudden
reversal of portfolio investment, exerting a significant downward pull on the ringgit. This
lead to a greater exchange rate volatility. As argued by previous study the performance of the
Malaysian import is important in order to further generate Malaysia’s economy. There are
studies show that the demand of Malaysian imports is affected by the exchange rate
volatility. Hence, it is important to understand the relationship between the exchange rate
volatility and the exchange rate pass through in Malaysian import. The results show that
significant pass through in low exchange rate volatility. However, there are two commodities
where the exchange rate pass through is in negative and both commodities are the main
imported commodities. In overall, the exchange rate pass through is different across the
industries and commodities. Lack of evidence in the asymmetric effect of exchange
appreciation and depreciation in Malaysia import reveal the position of Malaysia as a price
taker. The results help to explain the less responsiveness of Malaysian import to the sharp
decline of exchange rate.
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