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Outline

*ERPT into export prices (denominated in RMB)

* Highly disaggregate firm-product level data from
China during 2000-2006.
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Outline

*ERPT is larger for exports to high-income

countries.

* Exports to high-income countries

»NER,, (10% c
* Exports to midd

ep.) = Prpce (1% inc.)
e-income countries

»>NER,, (10% ¢

ep.) = Deper (0.2% inc.)

* Exports to low-income countries
»NER; (10% dep.) = prpce (N0 impact)




Outline

* Recent models with the product quality imply...

* The export prices of higher quality products respond more
to exchange rate shocks.

* China mainly exports low quality products.
* This explains low degree of ERPT (0.6%).

* Products exported to higher income countries are
associated with higher quality.
* This explains the finding in last slide.
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Outline

 Estimation of the product quality
*InXrpee =@ln Prpct T @p + et ‘I'[gfpct]

ELS estimated by Broda Estimated Quality
and Weinstein (2006)

\ 4

* (f+ = average (efpct): Firm-level average quality.
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Outline
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Table 3 Exchange Rate Pass-through and Quality

1) (2) 3) 4) (2)
Export Price oglmedian) o(mean) ag=10 505 75%
NER 0.061%*  0.061%**  0.061%**  0.047%**  0.061%**
(11.29) (11.6) (11.63) (6.22) (11.44)
[NEH*Qua]it}-' 0.007***  0.007***  0.004%** )
(2.75) (4.29) (3.51)
NER*High Quality 0.026%%*F  0.041*%**
\ Dummy (3.22) (2.8)
FE
Country-Product Y Y Y Y Y
Year Y Y Y Y Y
R2 0.0251 0.0251 0.0251 0.0251 0.0251
Obzservations 6617465 6617465 6617465 6617465 6,617 465
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Comment 1: Endogeneity

* Endogeneity btw quality and unit price

* Kugler and Verhoogen (2012)

a a(c—-1)
¢ p, = ﬁ (aq))zm“{ e 1)

o q = [aq),la(d—l)]%

* This can affect the estimation of the product quality.
*InXeper = oInpeper + Pp + Gor + Eppee

* Mlethods such as IV can be examined for robustness.
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Comment 2: USD invoicing

* Authors can examine RMB/USD exchange rate for
robustness given the role of USD as major invoicing
currency in international trade.

* |f trades are invoiced in USD, export prices
denominated in RMB can be elastic more to RMB/USD
than to RMB/Destination Currency.

* This might be interesting especially when we examine
ERPT in Asia.



Comment 2: USD invoicing

 Share of invoicing currency in Japanese exports (2014 Apr.-Sep.)
USD invoicing

H A6 D i (BN 2 %)
L W g 4 NI H =T [AARTUT R JC T Dt
W % 5. 4 36. 5 6.2 1.1 0.7 3.3
72y 5| 8B4 * Kv as Z—1 FRVE | AFE R F0O
aRE| b o= 85. 6 14.3 0.1 0.0 0.0 0.0
EU W g 4 1—H M * KL F 0 S I T TRECOR R
W % 51.8 29.9 13.6 41 0.4 0.1
- wmEA|l KW H y A - R_=Y| EEV V| ZOfh
W % 53. 2 43.1 1.2 0.8 0.5 1.2

Source: Japanese Customs website
(http://www.customs.go.jp/toukei/shinbun/trade-st/tuuka.files/tuuka26fh.pdf)



Comment 3: Timing of NERt

*Beginning of t ? End of t ? Period average ?

*What is theoretically the best among them?

* Beginning of t might be the best, if invoicing
currency is RMB and RMB prices are determined
after exchange rate changes are observed.

* End of t might be the best, if invoicing currency is
not RMB and RMB prices are exposed to
unexpected exchange rate changes.



