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NONLINEARITIES IN THE EXCHANGE RATE PASS-THROUGH: 

THE ROLE OF INFLATION EXPECTATIONS  
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3.2 The Smooth Transition ERPT Model 
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3.3 Tests for Smooth Transition-type Nonlinearity 
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3.4 Misspecification Tests for Smooth Transition Models 
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4.2 Linear ERPT Regression Model Results 
"
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Table 2. Misspecification Tests for the Linear Model 
 Serial 

Correlation 
Heteroscedasticity Normality Serial 

Correlation 
Heteroscedasticity Normality 

 Consumer Prices Import Prices 
UK 0.2279 0.0000*** 0.0000*** 0.9271 0.0000*** 0.4400 
Canada 0.0057*** 0.0099*** 0.0019*** 0.0000*** 0.0000*** 0.1683 
Australia 0.0002*** 0.0000*** 0.1632 0.0579* 0.0030*** 0.1695 
New Zealand 0.0004*** 0.0000*** 0.0968* 0.2416 0.0000*** 0.2269 
Sweden 0.0000*** 0.0000*** 0.0000*** 0.9870 0.0000*** 0.7306 
US 0.7895 0.0000*** 0.2092 0.0000*** 0.0000*** 0.0000*** 
Euro-Area 0.2648 0.0000*** 0.0401** 0.6086 0.0083*** 0.0156** 
Switzerland 0.0000*** 0.3511 0.0844* 0.0000*** 0.2506 0.1470 
*significant at 10%; **signific
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Table 6. Smooth Transition ERPT Regression Model Results using Market and Survey Expectations for Non-Targeting Countries!
 "#! $%&'()&*+! #,-./*&0+12! "#! $%&'()&*+! #,-./*&0+12!
 34! 35! 34! 35! 34! 35! 34! 35! 34! 35! 34! 35!
 Market Expectations 
 Consumer Prices  Import Prices 

!!! 67654! (67655! (67894***! 67:69***! 57;;<! :7:4:! 67654! (6768:! 676=<**! (67696***! 67486**! (47495!
! >67686?! >676<4?! >676:;?! >67698?! >=76:8?! ><765;?! >676<6?! >676:@?! >6764:?! >67655?! >676:9?! >67995?!

"!! 67;<;***! 6766:! 67:8<***! 674=:! 67:=;***! (67555*! 67;8;***! 67645! 67;5;***! 6764<***! 67;9:***! 678;=*!
! >6766;?! >67644?! >67456?! >67458

47495

?
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Table 6 reports the results of the Smooth Transition ERPT model for non-targeting countries.  

The short-run ERPT coefficient ranges from -0.007 to 0.675 when market expectations are the 

transition variable and from 0.123 to -0.246 when survey expectations are used instead. These 

findings suggest that the pass-through becomes weaker in non-targeting countries when 
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analysis was conducted for five countries which identify themselves as inflation targeters (the 

UK, Canada, Australia, New Zealand and Sweden) and for three countries which instead have 

adopted alternative monetary policy regimes (the US, the Euro-Area and Switzerland) using 

monthly data from January 1993 until August 2021. Both a market measure and a survey 

measure of inflation expectations were used as the transition variable in the nonlinear model, 

which was assessed against a benchmark linear model. 
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Appendix 
 

Figure 1: Transition Functions for the UK 
ERPT to Consumer Prices 

Transition Variable: Market Expectations 
ERPT to Consumer Prices 

Transition Variable: Survey Expectations 
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Figure 2: Transition Functions for Canada 
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Figure 5: Transition Functions for Sweden 
ERPT to Consumer Prices 

Transition Variable: Market Expectations 
ERPT to Consumer Prices 

Transition Variable: Survey Expectations 
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Figure 6: Transition Functions for the US 
ERPT to Consumer Prices 

Transition Variable: Market Expectations 
ERPT to Consumer Prices 
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Figure 7: Transition Functions for the Euro-Area 
ERPT to Consumer Prices 

Transition Variable: Market Expectations 
ERPT to Consumer Prices 


