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Why do ‘tail winds’ matter? 
• Dramatic falls in inflation rates across the globe, 

industrial countries achieving very low rates as of mid 
2000s. 
 

• Imports from EMs –particularly China- have also been 
rising consistently.  
 

• Given the low prices and wages in these economies, 
important to understand how much of the fall in inflation 
in the West can be attributed to such tail-winds. 
 

• If these tailwinds are under (over) estimated, monetary 
policy to be too restrictive (expansionary).  
 

• Role of globalization 

 
 
 
 
 











Overview/ main findings 
• An empirical analysis of the role of emerging market 

(EM) imports on UK import price inflation. 

  

• Two key measures of EM imports: lagged level and the 
change in the market share of imports from EMs. 

 

• Three samples of EMs 

  China (main focus),  

 New member states (NMS) of EU from Central and 
Eastern Europe, 

 Other low wage countries (LWC), Brazil, India, 
Indonesia, Mexico, Russia, Turkey etc.  



Overview/ main findings cont. 
• Differs from existing studies in its focus on industry 

level data and the use of volume and the value of 
imports. 

  
• Robust evidence that the increase in China’s share in 

imports has lowered UK import prices by 0.65 p.p. on 
average during 1999-2011.  No such effect is found for 
the other two samples. 
 

• Importantly, around two-thirds of this fall in import 
prices is attributed to direct ‘switching effects’, and 
one-third to ‘competition effect’. 
 

• No evidence for higher inflation in China leading to an 
easing of the tail winds.  
 



Channels of transmission from 
globalization (China)? 

• Supply side direct effect: direct effect of imported 
goods into domestic consumption basket. 

 

• Supply side indirect effect: lowered competitive 
pressure:  

 increased availability of goods reducing the market 
power of domestic firms  → lowering prices; 

 

 higher integration of labour markets → reducing 
wage pressures. 

 

•  Demand side indirect effect: effect of global demand 
and its consequences for domestic inflation. 

 

 

 

 





What do we know about the size of 
these effects? 

Study Sample Main findings 

Cote and De Resende 
(2008) 
 

18 OECD countries and 
China 
 

Small but increasing 
impact of Chinese 
imports 

Auer and Fischer (2010) 
Auer and Fischer  (2011) 

US and 9 LWC 
Germany, France, Italy, 
Sweden and UK and LWC 

Potentially large effects 
 

Kumar et al. (2003) Asian countries, US, UK, 
Japan 

Small effect on inflation 

Feyzioglu and Willard 
(2006) 

US, Japan and China Strong sectoral effects 

Kamin et al. (2006) US and China  China may have lowered 
US import prices by 0.8 of 
a p.p. 



Overall 

• Tailwinds are small at the aggregate level but are larger at 
the industry level. 

 
• Consistent with recent evidence using various proxies 

providence supportive evidence (Auer and Fischer, 2010, 
2011). 
 

• Labour-intensive industries exhibit larger tailwind effects. 
 
 
 

  



Critique/comments  
• Tail winds very specific – import prices. The role of EMs (NMS, 

LWC and particularly China) on commodity prices is another 
key link between the two sets of countries. 
 

• What is included in ‘value of imports’, if tariffs, transportation 
costs, interpretation of estimated coefficients is not 
straightforward. 
 

• Generalization of this result onto UK CPI is not 
straightforward. Other channels of transmission may matter. 
 

• What is the role of global financial crisis? Any change in the 
dynamics? 
 

• Unclear why higher inflation has not transmitted onto UK 
import prices. 
 

 
 


