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Relative Transport Price Movements and US Imports

From 1990 to 2000 air transport prices on US imports fell by 14% in absolute terms and
by 31-39% relative to ocean transport prices. This paper estimates the impact of the relative
price movement on the composition and volume of trade flows. | show that within an industry,
imports shipped 10 percent more frequently by air than the industry average grew 2.1-5.3%
faster over the decade than the representative industry import. This is equivalent to a tariff
reduction of 1-3.7 percent on such goods. Controlling for the endogeneity of transport mode by
using geography and goods characteristics reduces these estimates slightly and reveals that the
aggregate impact of the price movement divides the world into three groups. Within an industry,
trade in goods shipped less frequently by air grows fastest from NAFTA countries. Trade in goods
shipped more frequently by air grows fastest from other OECD countries, and this shift in relative
transport prices acts as a tax on developing country exports as they tend to be lower value to
weight goods. In addition to altering comparative advantage among countries, the relative



transport price movement has similar effect within countries. Worldwide the relative price shift
redistributes $5b worth of production, or 1.7% of total imports in 2000.
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