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		Abstract

		We investigate theoretically and empirically the competitive effects of increased trade on prices, productivity and markups. Using disaggregated data for EU manufacturing over the period 1988-2000 we find increased openness exerts a negative and significant impact on sectoral prices. Increased openness lowers prices by both reducing markups and raising productivity. In response to an increase in openness, markups show a steep short run decline, which partly reverses later, while productivity rises in a manner that increases over time. Our estimates suggest that EU manufacturing prices fell by 2.3 percent, productivity rose by 11 percent and markups fell by 1.6 percent in response to the observed increase in manufacturing imports. The direct price restraint caused by greater imports, assuming unchanged monetary policy, can explain a fall in inflation of up to 0.14 percent per annum. However the most substantial impact on inflation arises from the role of lower markups in reducing the inflation bias of monetary policy. Our results suggest that increased trade could account for as much as a quarter of European disinflation over this period. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Competition, globalization, inflation, markups, openness, prices, productivity, trade

	
	

	
    

    
	

	
	
		JEL Classification: E31, F12, F14, F15, L16

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chen,  Natalie and Imbs,  Jean M. and Imbs,  Jean M. and Scott,  Andrew, Competition, Globalization, and the Decline of Inflation (August 2004).  Available at SSRN: https://ssrn.com/abstract=588083 or http://dx.doi.org/10.2139/ssrn.588083 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Natalie Chen (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Warwick - Department of Economics  ( email )

			

			
			
				
				
				
					Coventry CV4 7AL
United Kingdom
+44 24 7652 8419 (Phone)
+44 24 7652 3032 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jean M. Imbs

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Paris School of Economics (PSE)  ( email )

			

			
			
				
				
				
					48 Boulevard Jourdan
Paris, 75014 75014
France

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				NYU Abu Dhabi  ( email )

			

			
			
				
				
				
					PO Box 129188
Abu Dhabi
United Arab Emirates

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Andrew Scott

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				London Business School - Department of Economics  ( email )

			

			
			
				
				
				
					Sussex Place
Regent's Park
London NW1 4SA
United Kingdom
+44 20 7706 6780 (Phone)
+44 20 7402 7875 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      550

			

		
		
		
			Abstract Views

			    4,678

		

		
		 
		
			Rank

			   83,934

		

		
	


	
		
            
            	       31 Citations
		

	

	
		
			
				       48 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    International Trade eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Trade eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              714

                                    

                                    
                                        PAPERS

                                           27,402

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Globalisation and Inflation: New Cross-Country Evidence on the Global Determinants of Domestic Inflation

                        
                            By
                                
                                
                                    
                                    Claudio E. V. Borio
                                     and 
                                
                                    
                                    Andrew J. Filardo
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Some Simple Tests of the Globalization and Inflation Hypothesis

                        
                            By
                                
                                
                                    
                                    Jane E. Ihrig, 
                                    
                                
                                    
                                    Steven B. Kamin, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Global Inflation

                        
                            By
                                
                                
                                    
                                    Matteo Ciccarelli
                                     and 
                                
                                    
                                    Benoit Mojon
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Has Globalization Changed Inflation?

                            
                                By
                                    
                                    
                                        
                                        Laurence Ball
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Inflation Dynamics

                            
                                By
                                    
                                    
                                        
                                        Frederic S. Mishkin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The "New Keynesian" Phillips Curve: Closed Economy vs. Open Economy

                            
                                By
                                    
                                    
                                        
                                        Assaf Razin
                                         and 
                                    
                                        
                                        Chi-wa Yuen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The 'New Keynesian' Phillips Curve: Closed Economy vs. Open Economy

                            
                                By
                                    
                                    
                                        
                                        Assaf Razin
                                         and 
                                    
                                        
                                        Chi-wa Yuen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Competition, Globalization and the Decline of Inflation

                            
                                By
                                    
                                    
                                        
                                        Natalie Chen, 
                                        
                                    
                                        
                                        Jean M. Imbs, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Globalisation and Inflation

                            
                                By
                                    
                                    
                                        
                                        Charles Richard Bean
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Capital Mobility and the Output-Inflation Tradeoff

                            
                                By
                                    
                                    
                                        
                                        Prakash Loungani, 
                                        
                                    
                                        
                                        Assaf Razin, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.125 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
