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Abstract: Dependent upon the characteristics
of Taiwan’s midstream
industries, this paper is first to build an
open-economy oligopoly model which takes
the dependence of firms’ revenues and costs
on exchange rate into account. Then,
causalities between exchange rate fluctuation,
the degree of domestic concentration, the
degree of import concentration, the import
share, the share of imported input, the
conjectural elasticity among domestic firms,
the conjectural elasticity between a domestic
firm and foreign firms selling in the home

petrochemical

country, foreign firms’ unit cost of production
and profitability are derived throughout the
mathematica manipulation of the above
model. Thereafter, the random effect model
for panel data is used to estimate the

3 R
causalities based on the 1989-2002 data of

Taiwan’s midstream petrochemical industries.
The empirical results confirm the derived
causalities and show that an increase in the
foreign
firms’ unit cost of production or the degree of

degree of import concentration,

import concentration of input makes the
domestic firm’s weighted average price-Cost
margin in the home country more sensitive to
movements in exchange rate; but an increase
in the share of imported input makes the
domestic firm’s weighted average price-Cost
margin in the home country less sensitive to
movements in exchange rate.

Key word : exchange rate fluctuation, industry
structure, price-cost margin
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1983 813 1,007 37.95 47.00

1984 869 1,206 36.34 50.40

1985 802 1,225 3171 48.47

1986 910 1,499 31.26 51.47

1987 1,103 1,691 33.43 51.25

1988 1,420 1,735 39.47 48.21
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2004 5,597 5,801 50.58 52.42

2005 5,851 6,101 51.08 53.27

2006 6,557 6,933 55.02 58.17

2007 7,156 7,708 56.64 61.00

2008 7,565 7,688 61.18 62.17
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