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Import plays an important role in the Gross Domestic Product. On the one hand, it has the
negative impact on the economic growth. On the other hand, it indirectly fosters the prosperous
ecomomy. Therefore, import direction is imperative in reflecting the economic growth. The objective
of this study is to investigate how the change in the exchange rate policy and the monetary policy affect
import prices. These import prices are classified into four categories by the import structure: capital
goods, consumer goods, raw material goods and fuel goods.

Cointegration Technique is used to test the level of exchange rate pass-through effect on the
import price and to examine the significance of many variables. These variables are inflation, marginal
cost of the producer, relative prices and the exchange rate volatility. Chow Test is used to analyze the
jevel of changes in the pass - through effect on the import prices both before and after changing in
exchange rate and monetary policies. This study employs data range between the first quarter of 1995
to the fourth quarter of 2004.

The findings show that there are incomplete exchange rate pass-through effects on import
prices such as capital, consumer goods, ra;w material goods and fuel goods. Furthermore, the
structural change in model of fuel good attributes to changing in both exchange rate policy and
monetary policy. Only monetary policy leads to structural change in model of capital goods and raw
material goods.

Considering the empirical study testing the level of exchange rate pass-through effect on
import price, there are three main policy implications compatible with the managed floating exchange
rate policy and the monetary policy with inflation targeting for in order to handle the import expansion.
Firstly, capital goods and raw material goods should be supported in three main aspects; increasing
domestic production potential, supporting industrial cluster and finding new markets to develop the
bargaining power and to reduce the dependence on the United States. Secondly, domestic prices of
consumer goods should be controlled in order to put pressure on price determination from the US
producer. Thirdly, fuel-good prices should be reduced by improving the import facilitation. Moreover,

exchange rate stability will indirectly result in price stability of the capital, raw material and fuel

goods.
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