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Nominal Exchange Rate Fluctuations Matter

... because of evidence of rigidities in price setting
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Dominance of dollar invoicing in world trade
Gopinath (2015): “The International Price System”

Imports: Trade vs Currency Share Exports: Trade vs Currency Share
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e Covers 55% of imports, 57% of exports. Averages post 1999.

® Dollar invoicing share: 4.7 times its share in world imports, 3.1 times its
share in world exports.

® Euro invoicing share: 1.2 times for imports and exports.
e Goldberg (2013), Goldberg and Tille (2009), Ito and Chinn (2013)
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Limited own currency use in most countries

Country Imports  Exports Country Imports  Exports
United States 0.93 0.97 Canada 0.20 0.23
Italy* 0.58 0.61 Poland 0.06 0.04
Germany* 0.55 0.62 Iceland 0.06 0.05
Spain* 0.54 0.58 Thailand 0.04 0.07
France* 0.45 0.50 Israel 0.03 0.00
United Kingdom 0.32 0.51 Turkey 0.03 0.02
Australia 0.31 0.20 South Korea 0.02 0.01
Switzerland 0.31 0.35 Brazil 0.01 0.01
Norway 0.30 0.03 Indonesia 0.01 0.00
Sweden 0.24 0.39 India 0.00 0.00
Japan 0.23 0.39

e EM share in world imports: 38%, exports: 33%
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Predictions for Exchange Rate Pass-Through: Prices
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Predictions for Exchange Rate Pass-Through: Quantities
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Empirical Evidence: Colombia

Terms of Trade and Nominal Exchange Rate
> 98% exports invoiced in dollars
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Colombia: Stability of Terms of Trade
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Colombia: Exchange Rate Pass-through
Large own price movements, Small dollar price movements
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Colombia: Exchange Rate Pass-through (Quantities)

(g) Imports (h) Exports
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Extends to many countries . .. Countries with higher shares of imports invoiced in a

foreign currency have higher short-run and long-run pass-through

1 Quarter
Fractoreign 0.70
Bl (0.16)
o % N 20
] R? 0.51

of0

oCZ

1 QUARTER

oNL oCH
*FR

5 8
FOREIGN CURRENCY SHARE

13/15



Take Aways
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Take Aways

e Strategic complementarities in pricing and intermediate input
trade provide a force to coalesce on a single currency

e Dollar exchange rate can matter more than bilateral for third
party transactions

e Policy making can benefit from a closer look at invoice
currencies

e Monetary Policy: Asymmetries in spillovers
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