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An Empirical Study of the Effect of Oil Prices on

International Price Dispersion

Inkoo Lee

Abstract

The paper studies the degree of international price dispersion for 300 individual
goods and services between cities of three country groups over 1999 and 2013,
focusing on the role of oil prices in generating deviations from the law of one price,
We find that while oil prices did not contribute to the trend in cross-country price
dispersion, it does account for within-country price dispersion. Once the oil price
effect is subtracted out, the remaining price dispersion between U.S. cities no longer
exhibits a noticeable upward trend, If oil prices increase transportation costs, they
should increase the deviations from the law of one price, raising price dispersion, Our
findings indicate that this effect is more pronounced within a country, while factors
such as elasticity of substitution and other trade barriers are likely to matter more in
price dispersion across borders. We view our results as complementary to those that

emphasize the role of time-varying factors in accounting for price dispersion.

{Key Words) Qil Price, Price Dispersions, Law of One Price, Panel Regression
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