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Motivation: From Contained Inflation to High Inflation

® The recent inflation surge requires a

Chile CPI Inflation’

better understanding of price 8 !
developments i
o] ‘
® After many years of subdued inflation, ) i
mainly in tradable goods, price =1 i
. . > |
- - A |
developments not only- in Chile show e 4
a very different pattern = Annual CPI '\/\ 1 Sty e
. . . o LSVl |
inflation reached 13.7% in N ‘ ‘ . ‘
Sept /12 8(y OCt 2012m1 2014m1 2016m1 2018m1 2020m1 2022m1
. . 0 . ym
. Tradables (base 2009) ~  ——e —- base 2013 base 2018
) Th|s WOI’k focus on the role of trade ———— Non-tradables (base 2009) ~ —— = — - base 2013 ~———— base 2018

openness and imported inflation.
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Contribution by Division to Aggregate CPI Dynamics

CONTRIBUTION TO CPI BY DIVISION CONTRIBUTION TO CPI BY DIVISION
2015-2018 2020-2022
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Contribution by COICOP Class to Aggregate CPI Dynamics

CPIIN CHILE: CONTRIBUTION BY CLASS
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Our Contribution

® We use a large administrative dataset. This allows us to explore inflation developments
with more detailed approach.

® The time span covered of this dataset, allows us to explore the role on prices of the
emergence of Asia = This region became an important supplier of intermediate inputs
and final goods to the world economy, and Chile also benefited from it.

® This paper:

1. What has been the impact of the emergence of Asia as a supplier of intermediate
inputs and final goods on prices in the Chilean economy?

2. How have changes in international trade due to the pandemic and recent global
developments influenced inflation dynamics?
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Analytical Framework

Based on Carluccio et al. (2018). Simple accounting framework that exploits
customs granular data.

pt = BtPtT +(1- 5t)P£VT
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Analytical Framework

Based on Carluccio et al. (2018)

. Simple accounting framework that exploits
customs granular data.

pt = BtPtT +(1- 5t)P£VT

p. = me(pl)+ (1 —ne)p?
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lytical Framework

. Simple accounting framework that exploits

pt = /BtptT +(1- 5t)P£VT
p. = me(pl)+ (1 —ne)p?
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Breaking down CPI

Ap: = Bt Ane vt (Pt -Pt ) + ® [(.: share of tradables in total
consumption

Substitution effect
® 7). share of tradables that are

Bt N [A ve (pLWC HWC) + e ( LWC _ HWC)] + imported
® ~;: share of imports from LWC in
total imports

Imported inflation channel

Bt (1- ¢ ) 7TtD +A;
—_———

Competition channel
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Breaking down CPI

Ap: = B A e Ve (PtLWC‘Pt ) +

Substitution effect

Bt ne [ A e (PLWC HWC) + 7t (w#WC-wﬁWC) ] +

Imported inflation channel

B (1- n¢ ) 7TtD +A:
S —

Competition channel

Ap;: is the y-o-y variation in Chilean
CPI

ptD: price level of domestic goods

pEWC: price level of imported goods
from LWC
pHWEC: price level of imported goods
from HWC

The role of FX: passed-through at the
border 0,35 (by Giuliano and Luttini
(2019)). Degree of pass through at
the store?



Data
@00

Datasets |

e Customs registries/declarations Chilean Customs from 2003 - up to Sep 2022.
= We work on an annual frequency to smooth the series and avoid seasonal issues

® From each type of declaration (import/export) we use information of each
transaction (1) the shipment value, (2) the country of origin/destination and (3)
the product code. = All transactions refer to goods.

® Product correspondences:
® Each traded product is classified according to Harmonized System at 6 digit (HS-6).
® We focus on Consumption goods based on the Broad Economic Categories (BEC)
® Each consumption product is matched with the COICOP classification at the
division-group-class level, which is the classification used to construct the Consumer
Price Inflation (CPI). Based on Cavallo et. al (2019)

® Merged with SlI to obtain information as regard the firm involved in the transaction.
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Datasets |l

® We make use of the most up to date Inter-Country Input-Output (ICIO) tables
from the OECD (2021 Release) to compute openness parameters.

e National Statistical Office to obtain official CPI, contributions and weights at the
division/group/class level.



Data
ooe

Basic Calculation on Prices

Unit values

® The proxy of the price of a good-variety i/,
invoiced in currency c, shipped from country
X, at time t is:

mx mx Valuef,i,c,t
Prict = UVrice = W
® For each type of transaction either an import
(m) or an export (x) we compute uv
payed/charged by each firm f, for each
product i, for a country of origin/destination
c at time t.

® Note that UV are an imprecise proxy for
prices because there may be more than one
distinct product within an HS6 digit code.



Basic Calculation on Prices

Unit values

The proxy of the price of a good-variety 1/,
invoiced in currency c, shipped from country
X, at time t is:

mx mx Valuef,i,c,t

Prict = UVrice = W

For each type of transaction either an import
(m) or an export (x) we compute uv
payed/charged by each firm f, for each
product i, for a country of origin/destination
c at time t.

Note that UV are an imprecise proxy for
prices because there may be more than one
distinct product within an HS6 digit code.

Price Indices

® Each COICOP category is weighted

according to the National Statistical
Office weights to construct aggregates.
T _ Wij
Pi,t = anijtﬁ
Where, the Price index of tradable PT of
product / at time t is the set of prices of

domestic varieties is denoted by D and
the foreign varieties by F.

The share of of imports in total

consumption of i is 1 = ZjeF Wijt.-
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Trade Openness and Origin of Imports

SHARE OF TRADABLES

In percent in percent The evolution of the three measures used to
D7 [ 0.7 capture the exposure to imports:

® The (nominal) share of tradables over
total consumption (5;) = along the
period 1996-2018 on average 60%,
showing a declning trend

B e GREEEEEEEREE 0.4

® The share of imports over total
consumption (7;) = stable at around

0
S o 24%.
oo R ® The share of imports from LWC (v;) =
" 969798990001 0203 0405 0507 08 02101112 131415 1647 18 from 40% in 1996 to 60% in 2018

— SHARE OF TRADABLES e IWPORT SHARE LWC SHARE
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Import Intensity of CPI Divisions

SHARE OF IMPORTS IN CONSUMPTION BY COICOP CATEGORY

% over total % over total
consumption consumption
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0 0
01.-Alcoholic beverages, 03.-Clothing and 04 -Housing, water, 05.-Fumishings,
tobacco and narcotics footwear electricity, gas and other | household equipment
fuels and routine household
maintenance
= Fom HWC =FomLWC

Notes: Direct import content in Consumption. Data source: ‘s ICIO 2021 release
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Import Intensity of CPI Divisions

03-CLOTHING AND FOOTWEAR
% of imports

over
consumption
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Import Intensity of CPI divisions

SHARE OF IMPORTS IN CONSUMPTION BY COICOP CATEGORY

% over consumption
100
90
a0
70
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40
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0

06.-Health 07.-Transport 08.-Communication 09.-Recreation and
culture

= From HWC mFomLWC

import content in Consumption. Data source: 4 IC1O 2021 release

Notes: Direct
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Relative Prices: (PIWC — pHIVC)

Import Price differential accross narrowly defined sectors
LWC vs. HWC

50

The price differential at the level HS6 between
unit values from LWC origin with respect to
oA HWC origin:

® Price differentials remained mostly

81 W unChanged

e \Wide dispersion in price differential, no
major changes observed from 2019 onward

-100
L

2005 2010 2015 2020 2025

Year
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Import Price Inflation: 7

03.- Clothing and footwear
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HWC

VS. T

Inflation

07.- Transport
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Expenditure Switching
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Components of AWI index, y-o-y change
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Components of AW, index, y-o-y change
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Impact on CPI: Clothing and Footwear

CLOTHING AND FOOTWEAR

1.50
1.00
0.50
0.00
-050
-1.00
-1.50

-2.00

m CHANNEL 2- switching  m CHANINEL 2- Inflabion differental

Note: Data in 2022 up to September/ high seasonality.
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® |n " Clothing and Footwear” ...

® The switching effect had a
higher impact at early stages.

® The Inflation differential
played a moderate role
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An International Comparison

Country Period Impact of LWC imports Source
on Import Inflation
Chile 2005-2022 XX pp This study
Chile 2005-2015 -0.34 pp Separata BCCh 2020
France 2000-2005 -0.74 pp Carluccio et al (2018)
France 1995-2005 -0.48 pp Carluccio et al (2018)
Portugal 1998-2006 -0.2 pp Cardoso and Esteves (2008)
United Kingdom  2000-2005 -0.7 pp Mac Coille (2008)
Austria 1995-2005 -0.66 pp Glatzer et al. (2006)
Finland 1996-2005 -1 pp Bank of Finland (2006)
Sweden 1996-2004 -1to-2 pp Sveriges Riksbank (2005)
United States ~ 1993-2002 -0.8 to -1 pp Kamin et al (2006)
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Main Results and the Way Ahead

e We quantify the impact of imports on (short) Chilean CPI inflation

e A look under the hood (<°P7&ht) with a focus on the impact on 7 through
trade. We explore the impact of changes in relative prices, inflation differentials
and the impact on quantities

® \We estimate to what extent imports from LWC contributed to bring down the
cost of living/CPI, how this effect might have changed during the pandemia and
subsequent shocks.

® We find heterogeneity across divisions and interesting facts at detailed product
level.

The way ahead

® Explore Channel 3 — competition effects
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