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Abstract 
 
This paper provides evidence on the effect of the dollar exchange rate on international trade prices, 
employing a new instrument for the U.S. dollar based on U.S. domestic housing activity (Ma and 
Zhang (2019)). In line with the dominant currency paradigm (Gopinath et al. (2020)), when 
instrumenting the dollar, we find evidence for a perfect pass-through of the dollar exchange rate 
to import prices that are invoiced in dollars. 
JEL-Codes: F140, F310, G150. 
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1 Introduction

In an influential paper, Gopinath et al. (2020) show that the dominant role of the U.S.

dollar in trade invoicing has important implications for price pass-through when prices are

sticky.1 Predictions under the dominant currency paradigm (DCP) differ strikingly from

those obtained under its alternatives, producer currency pricing (PCP) and local currency

pricing (LCP). The DCP predicts that changes to a country’s exchange rate against the dollar

should be fully passed through to import prices. In contrast, controlling for the exchange

rate against the dominant currency, the bilateral exchange rate with the trading partner

should not affect import prices.

Gopinath et al. (2020) provide extensive evidence for the key predictions of their model,

using both aggregate data at the country-pair year level and looking at detailed trade data

from Colombia. A key challenge in testing for the effect of the dollar on trade prices is the

endogeneity of the U.S. dollar. As macroeconomic variables, trade flows, and the dollar are

codetermined, it is difficult to provide evidence in favor of these models that goes beyond

correlations.

To tackle this issue, this paper employs a new variable to instrument the dollar, building

on recent research by Ma and Zhang (2019), who show that domestic housing activity in the

United States can predict the dollar one year ahead. U.S. housing represents a particularly

well-suited instrument for the question we are studying, as we are focusing our analysis

on trade between third countries, whose trade flows are unlikely to be directly affected by

1Earlier work on the role of the dollar includes Corsetti and Pesenti (2005), Cook and Devereux (2006),
Devereux et al. (2007), Goldberg and Tille (2008), Goldberg and Tille (2009), Canzoneri et al. (2013), and
Gopinath (2015). The earlier literature, in particular the influential paper by Goldberg and Tille (2008),
discussed dollar invoicing by third countries as vehicle currency trade.
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changes to the domestic demand and supply for U.S. housing.

When we instrument the U.S. dollar with a one year lag of new housing permits in the

United States, the estimated relationship between the dollar exchange rate and import prices

strengthens substantially relative to the OLS results in Gopinath et al. (2020) and Boz et

al. (2020).2 In particular, we find highly significant effects for the interaction between the

dollar invoicing share of imports and the dollar exchange rate for import prices. Moreover,

the estimated interaction term coefficient is much larger when using our two-stage least

squares (2SLS) approach. The coefficient is very close to one (the value predicted by the

DCP). Results are robust to dropping countries with the largest direct U.S. trade exposures,

controlling for macro, financial, and risk variables, using alternative proxies for U.S. housing

activity, and splitting the data into subsamples.

The paper adds to the growing literature on dominant currency pricing, vehicle currency

invoicing, and its implications. Recent contributions include Amiti et al. (2020) who study

the invoicing choices of Belgian firms, Corsetti et al. (2020) who look at the implications of

a dominant currency for the transmission of shocks across borders and optimal monetary

policy, and Goldberg and Tille (2016) who analyze vehicle currency invoicing with Canadian

transaction-level import data.

The paper contributes to the sizable literature on exchange rate pass-through, which

has shown that pass-through depends on factors such as the frequency of price adjustments

(Gopinath and Itskhoki (2010)), the strength of competition in final product markets (Amiti

et al. (2016)), firms’ export or import market shares (Feenstra et al. (1996), Berman et

2Boz et al. (2020) adopt the same empirical strategy as Gopinath et al. (2020), using a new data set
for invoicing currency shares. The more refined data improves the statistical significance of the estimated
interaction term coefficients, but the point estimate for import prices remains significantly smaller than one,
indicating a downward bias in the OLS estimate.
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al. (2012), Amiti et al. (2014), Garetto (2016), Auer and Schoenle (2016), Devereux et al.

(2017)), and the source of exchange rate shocks (Forbes et al. (2018)). The global nature

of our exercise, which aims to capture most world trade between third countries, does not

allow us to directly account for these factors at the micro level. We therefore see our main

contribution to this literature as providing an estimate of the average dollar pass-through

at the global level and documenting the way that this pass-through depends on the dollar

invoicing share in trade.

The paper proceeds as follows. Section 2 discusses the conceptional framework. Section

3 presents the instrumental variable approach. Section 4 explains the data. Section 5 shows

our main results, and Section 6 concludes.

2 Conceptional Framework

We start by outlining the key elements of the model in Gopinath et al. (2020) that are relevant

for our empirical analysis. We then provide a brief discussion of the financial channel of the

exchange rate.

DCP: baseline model and predictions. Suppose there are three countries: the United

States, country i, and country j. Denote the share of currency k in the invoicing of exports

from country i to j as θkij. Let eij,t denote the price of currency i in units of currency j and

e$j,t the price of the dollar in units of currency j — that is, an increase in e$j,t reflects an

appreciation of the dollar. Assume that firms set prices one period in advance and sell to

consumers with a constant elasticity of demand. It is then easy to show that the following
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relationship holds (in log-linear approximation):

∆pij,t = θiij∆eij,t + θ$ij∆e$j,t, (1)

where θiij is the share of currency i in imports of country i from country j. As pointed

out in Gopinath et al. (2020), looking at the three corner cases for currency invoicing is

helpful. First, consider local currency pricing — that is, firms price their goods only in

the destination country currency, θjij = 1. Then, ∆pij,t = ∆yij,t = 0, and there is no pass-

through into import prices. In contrast, under producer currency pricing, when θiij = 1,

import prices should react only to the bilateral exchange rate between i and j. Finally, if all

firms follow dominant currency pricing with θ$ij = 1, then only the exchange rate between

destination country j and the dollar, e$j, should matter for pass-through. The effect of the

dollar exchange rate should be proportional to the share of imports that is invoiced in dollars.

3 Empirical Approach

The key challenge in testing for the effect of the dollar on trade prices is that the exchange

rates are co-determined with other macroeconomic factors that also move trade prices. To

test for the causal relationship of the dollar on trade prices hence requires a shock that moves

the exchange rate but does not directly affect trade prices between two countries other than

through the exchange rate. In the following, we show that U.S. domestic housing activity

represents such a shock. U.S. housing activity is able to forecast moves in the dollar one year

ahead while being plausibly exogenous to the bilateral trade prices between two countries
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other than the United States.

U.S. housing cycles and the dollar. Ma and Zhang (2019) uncover that U.S. housing

activity, such as residential investment and building permits, is a strong in-sample and out-

of-sample predictor for the dollar up to three years. Table 1 reflects this central finding from

Ma and Zhang (2019), showing regressions of the one-year-ahead dollar on different measures

of U.S. housing activity. The coefficient in column (1) implies that a one standard deviation

increase in building permits is associated with a three percent decline in the value of the

dollar the next year. This result is robust to the inclusion of variables that capture financial

conditions and U.S. monetary and housing starts in columns (4) and (5), respectively.

Figure 1 illustrates this result graphically. It shows the time series of the total number

of building permits authorized in the United States and the one-year-ahead log change in an

average dollar index. The two series exhibit a negative 33 percent correlation, confirming

that stronger U.S. housing activity predicts persistent future dollar depreciation. Ma and

Zhang (2019) show that U.S. housing variables also predict the dollar out of sample and

outperform the random walk model.

One plausible explanation for why U.S. housing activity affects the future price of the

dollar is through its effect on the relative supply of traded and non-traded goods, as housing

is one of the most important non-traded goods. Ma and Zhang (2019) propose a model

where the price of the traded good is determined globally, but the domestic price of the

non-traded good is mostly determined by domestic supply and demand. In that setting,

output fluctuations in the domestic non-traded good can generate strong adjustments in the

relative price between the non-traded and the traded good, and, hence, affect the value of
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the dollar. This mechanism is known as the relative price adjustment channel. Ma and

Zhang (2019) show empirically that increases in U.S. domestic housing investment indeed

predict persistent declines in the relative price of the non-traded price measure from Betts

and Kehoe (2008).

One concern for the documented predictability is that because the U.S. housing cycle is

often considered to be co-moved with macro and financial conditions, it hence reflects general

business and credit cycles. Panel B of Table 1 reports results from the dollar forecasting

regression with additional macro and financial controls. We first include two business cycle

predictors: the excess bond premium from Gilchrist and Zakraǰsek (2012), which is based

on credit spreads, and the slope of the Treasury yield curve, measured by the term spread.

Second, we include the credit-to-GDP ratio and the broker-dealer leverage to capture credit

cycles. We further follow Dahlquist and Pénasse (2022) and control for the level of real

exchange rate to capture its potential mean reversion. We finally conduct a “kitchen sink”

specification that includes all control variables considered. Consisten with Ma and Zhang

(2019), results in Table 1 shows that the dollar predictability remains strong after controlling

these variables over our sample.

Another concern is that international capital flows might jointly affect the U.S. current

account balance and the U.S. housing cycle, as remarked in Bernanke (2005). As a result,

U.S. housing activity could be a proxy for international capital flows into the United States.

However, Lilley et al. (2019) find that international capital flows were disconnected from

exchange rate fluctuations in the period before 2007. Our sample starts in 1988, and the

housing-dollar relationship also holds in the pre-crisis sample. In addition, Ma and Zhang

(2019) find that various measures of international capital flows cannot explain the ability of
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housing investments to predict the dollar.

While we use U.S. building permits as the main measure of housing investment, we also

consider two alternative measures. The first one is housing starts obtained from the Survey

of Construction (SOC). Housing construction is a long process, and obtaining a building

permit is the first step in this process.3 Building permits are a measure of potential home

construction starts, as not every permit leads to a construction start. Housing starts, in con-

trast, directly count new home constructions that are started in a given period. The second

alternative measure is private residential fixed investment (PRFI). In contrast to permits

and housing starts, which are count variables, PRFI measures investment expenditures in

dollar terms. While the advantage of count measures is that they are insulated from the

housing price fluctuations, they cannot capture quality improvements in real estate. To nor-

malize the variable over time, we further scale PRFI by concurrent gross domestic private

investment (GDPI). Ma and Zhang (2019) show that both alternative measures, housing

starts and PRFI/GDPI, can robustly predict the dollar in sample and out of sample for up

to 12 quarters (see also columns (4) and (5) of Table 1).

While U.S. domestic housing capital investment is highly correlated with future dollar

movement, one would not expect domestic U.S. housing activity to directly affect trade

prices between other countries. The two-country model proposed by Ma and Zhang (2019)

implies that a change in the relative price between the traded and the non-traded goods

in the United States affects U.S. trade prices with the other country. If a third country is

added to this framework, changes in U.S. trade prices could indirectly affect bilateral trade

3According to the 2016 Survey of Construction, the average time for the construction of a new single-
family home is six months.
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prices between the other two countries. Importantly, this indirect effect should be stronger

for countries that have stronger trade links with the United States. To address this concern,

the robustness analysis repeats the main analysis, restricting the sample to countries with

the weakest trade links to the United States, and finds virtually identical results.

4 Data

The data for bilateral trade prices are from Gopinath et al. (2020). They construct annual

panel data on bilateral trade price indices from UN Comtrade. UN Comtrade provides

detailed customs data for a large set of countries at the Harmonized System (HS) six-digit

product level, with information about the destination country, dollar value, quantity, and

weight of imports and exports. Gopinath et al. (2020) exclude commodities that are broadly

defined as HS chapters 1 to 27 and 72 to 83, which comprise animal, vegetable, food, mineral,

and metal products, when constructing the price indices. Time-varying dollar invoicing

shares for each importer are from the updated data set in Boz et al. (2020). The data

on U.S. housing activity, including building permits, are from the Building Permits Survey

conducted by the Census Bureau. We further supplement the housing activity data with U.S.

private residential fixed investment from the national income and product accounts Table

1.1.5 (line 13). Housing starts are obtained from the Survey of Construction conducted by

the Census Bureau.

Our final sample includes 44 countries and over 2100 dyads that cover more than 75

percent of world trade. The sample is annual and spans the years 1990 to 2015.
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5 Empirical Analysis

This section presents our main results and discusses their robustness.

5.1 Main Specifications and Results

Specification. We investigate the relationship between the dollar and import prices, fol-

lowing the specification in Gopinath et al. (2020):

∆pij,t = λij + δt +
2∑

k=0

βk∆eij,t−k +
2∑

k=0

β$
k∆e$j,t−k

+
2∑

k=0

ηk∆eij,t−k × Sj,t +
2∑

k=0

η$k∆eIV$j,t−k × Sj,t + θ′Xj,t + εij,t, (2)

where ∆pij,t is the log difference of the price of goods exported from country i to country

j measured in importer currency j. To address the concern that the dollar is endogenous,

we then estimate a 2SLS specification, where we instrument the exchange rate, ∆e$j,t, by a

one-year lag of the number of U.S. housing permits issued. Following Gopinath et al. (2020),

we include dyadic and time fixed effects λij and δt for all specifications, and controls Xj,t

include changes in the (log) producer price index in the exporting country i and two lags of

this variable as well as two lags of the bilateral exchange rate.

Results. Columns (1) and (4) of Panel A of Table 2 report the OLS estimates based on

equation (2), while columns (2) and (5) report the first stage estimates and columns (3)

and (6) report the second stage estimates from the IV analysis. To conserve space, for each

column, we only report the coefficients of ∆eij,t (changes in bilateral exchange rate at time
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t) and ∆e$j,t (changes in prices of the dollar in currency j at t), as well as time-t interaction

terms of importing country’s dollar invoicing share Sj,t with ∆eij,t and ∆e$j,t, respectively.

Our OLS estimates in columns (1) and (4) are very similar to the results in Gopinath et al.

(2020). The small differences are due to the fact that we are using the updated invoicing

shares from Boz et al. (2020).

The results suggest that the import invoicing share plays an important role for the dollar

pass-through: Column (4) reports that a 10 percent dollar appreciation is associated with

a 2.8 percent increase in import prices for imports that are fully invoiced in U.S. dollars.

However, our 2SLS estimates show that the effect of the invoicing share on the dollar pass-

through is even larger. Column (6) shows that, once the dollar is instrumented by U.S.

housing activity, a 10 percent dollar appreciation is associated with an 11.7 percent increase

in import prices, more than three times larger than what the OLS estimate implies. The

large change in the coefficient sizes when moving from OLS to the 2SLS suggests that the

endogeneity of the dollar biases the estimated OLS coefficients strongly toward zero. And,

more important, the coefficient of about one is exactly what the DCP predicts.

Of note, while the OLS specification in column (4) allows estimating the effect of changes

to country j’s dollar exchange rate, ∆e$j,t, this variable drops out in the IV estimation in

column (6). This is the case because our instrument for the dollar, U.S. housing permits,

only varies at the time level. The predicted exchange rate therefore gets absorbed by the

time fixed effects. In contrast, the predicted interaction between the dollar and the dollar

invoicing share can be estimated in column (6) as it varies at the country-year level.

To detect the strength of the instrument, columns (2) and (5) also report the F-statistics

from the first-stage regression. As the first-stage regressions only exploit variation at importer-
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time level, we report F-statistics clustered at that level. The large F-statistics in all specific-

ations are consistent with the strong predictive power of U.S. housing activity for the dollar

uncovered in Ma and Zhang (2019).

5.2 Robustness Checks

In this section, we discuss several robustness checks. First, we document that results are

robust to restricting the sample to countries with the weakest trade links to the United

States. Second, we show that the instrumental variable approach continues to work when

controlling for U.S. monetary, financial, and risk conditions. Third, we discuss additional

robustness checks that look at different subperiods and alternative proxies for U.S. housing

activity. In all cases, we report results with and without interaction terms with the dollar

invoicing share. For the latter case, similar to results in Table 2, the dollar term ∆e$j,t drops

out in the 2SLS estimation with time fixed-effects.

U.S. trade links. U.S. housing activity could, through its effects on U.S. trade, indirectly

affect trade prices between third countries. Such indirect effects should be stronger for

countries with tighter trade links with the United States. To address this issue, we calculate

the ratio of a country’s imports and exports from the United States over its total imports

and exports and then restrict the sample to importers and exporters with below-median,

below 25th-percentile, and below 10th-percentile trade shares with the United States.4 As

shown in Table 3, results are very similar to the estimates from the full sample. Importantly,

4For some countries, like Chile and Colombia, U.S. trade represents a large fraction of total trade, with
shares above 12 percent. In contrast, for other countries like the Euro area countries Germany, France, and
Italy, trade with the United States is less important, with shares below 6 percent.
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the estimated interaction terms between the dollar share and the dollar are statistically

significant in all sample splits considered and not statistically different from the baseline

estimates.

Controlling for monetary conditions and financial & risk factors. One may be

concerned that the housing instrument predicts the dollar because it reflects U.S. monetary

conditions or financial and risk factors. While housing market activity is certainly associated

with U.S. monetary and financial conditions, Ma and Zhang (2019) show that neither can

explain the predictability of the dollar.

To provide robustness in our context, we directly control for financial and risk factors as

well as U.S. monetary policy. To capture financial and risk factors, we consider an extensive

list of related variables studied in the literature, including the implied volatility for the

S&P 500 index (VIX); the corporate bond credit spread, measured as the difference between

Moody’s Baa and triple A corporate bond rates; the effective broad Japanese yen exchange

rate; the global dollar factor from Verdelhan (2018); the world recession probability from

Cuba-Borda et al. (2018); the intermediary capital ratio factor from He et al. (2017); and

macro uncertainty from Jurado et al. (2015). We capture monetary conditions with the 2-year

Treasury rate, the Treasury spread, the difference between the 10-year and 2-year Treasury

rates, and the median forecast of the 3-month T-bill rate from the Survey of Professional

Forecasters.

Table 4 reports the results. All columns in the table report the second-stage results of

our 2SLS estimation. In columns (1) and (2), we control for the financial and risk factors; in

columns (3) and (4), for the monetary variables; and in the last two columns, for all financial,
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risk, and monetary variables. We find that in all cases, the interaction terms between the

dollar and the invoicing share remain statistically significant and quantitatively similar to

the baseline estimates. This finding implies that the 2SLS results are not driven by any

relationship between U.S. housing activity and U.S. monetary conditions nor by financial

and risk factors.

Subperiods. The 2007–09 Global Financial Crisis (GFC) ended a great boom and bust

cycle for the U.S. housing market. As depicted in Figure 1, U.S. building permits rose sharply

before the GFC and then dropped to a historical low in 2009. Are our results driven by the

boom-and-bust cycle of the U.S. housing market around the GFC? To answer this question,

Table 5 reports 2SLS results that are estimated over several subperiods of our sample. The

first two columns report the estimates when we exclude the GFC years 2007 to 2009 from our

sample, columns (3) and (4) present results for the pre-2007 sub-sample, and columns (5)

and (6) report estimates for the post-2009 subsample. We find that results for the different

subsamples are quite similar to the baseline results. In particular, looking only at pre-GFC

or post-GFC data delivers very similar coefficients that are not statistically different from

each other at conventional levels.

Alternative housing instruments. We also check robustness to using different measures

of housing activity, with results reported in Table 6. The first two columns show that results

remain robust when we include up to three-year lags of building permits as instruments for

the dollar exchange rate. Columns (3) to (4) present results when the dollar is instrumented

by residential investment (PRFI) scaled by gross investment (GDPI), while columns (5) to
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(6) report results when the dollar is instrumented by housing starts. We find that both

alternative instruments generate results similar to our baseline.

6 Conclusion

This paper provides evidence on the effect of the U.S. dollar on international trade prices,

using a new instrument for the dollar that is based on domestic U.S. housing conditions. We

find that changes to a country’s exchange rate against the dollar are fully passed through

to import prices that are invoiced in dollars. The substantially larger coefficient estimates

obtained through our 2SLS estimation indicate that the endogeneity of the dollar is a problem

in the baseline OLS results. Reassuringly, the new larger coefficients are much closer to

the theoretical predictions in Gopinath et al. (2020), underscoring the plausibility of our

approach.

The instrumental variable strategy employed in this paper should be applicable to many

additional questions in international finance. Instrumenting the dollar with U.S. housing

starts can shed light on the effect of the dollar on any third country variable, as long as that

variable is unrelated to domestic conditions in the United States.
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Figure 1. US Housing Investment and the Dollar

Dollar and Building Permits
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Building Permits 1-year Ahead Log Change in Broad Dollar Index, corr with Permits = -0.33

The figure plots the time-series of the standardized US building permit authorized and one-year ahead log

change in average dollar index. The average dollar Index is computed as an equal-weighted average value

of the U.S. dollars against a broad group of currencies which consists of 19 advanced economies and 13

emerging markets. Shaded areas correspond to NBER recession dates. The sample spans the period 1971 to

2016
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Table 1. U.S. Housing Activity Predicts the Dollar

Panel A: Time-series Evidence
Forecasting regression: e$j,t = αj + βHHt−1 + ϵj,t

(1) (2) (3) (3) (4) (5)
Housing Measure Permits Permits Permits Permits PRFI/GDPI Housing Starts
βH −2.98** −4.07*** −3.87*** −3.61** −1.81*** −1.30**

(−2.21) (−3.00) (−2.93) (−2.49) (−2.33) (−1.96)

F-stats p-value 0.027 0.003 0.003 0.003 0.026 0.036
Controls None Financial Cond. Monetary Policy All None None

Panel B: Additional Controls with Permits
Controls Excess Bond Term Spread Credit/GDP Broker-dealer Real Dollar All
βH −2.89*** −3.08*** −3.00*** −2.67** −3.02*** −3.28**

(−2.92) (−3.73) (−3.13) (−2.76) (−3.23) (−2.77)

Control −1.93** −2.36** −1.39 0.19 −1.96*

(−2.37) (−3.04) (−1.40) (0.44) (−1.94)

This table reports the coefficient, Newey-West t-statistic (in parenthesis), and the p-value from F-statistic from regressions that explain the dollar

with different measures of housing activity. PRFI/GDPI is the ratio of private residential fixed investment to the gross investment. Column (2) and

(3) of Panel A control for monetary policy variables and financial conditions. Panel B reports results with additional controls using U.S. building

permits , see section 5.2 for more details. ***p < 0.01, **p < 0.05, *p < 0.1.
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Table 2. Exchange Rate Pass-through

Specification #1 Specification #2
OLS First Stage Second Stage OLS First Stage Second Stage
(1) (2) (3) (4) (5) (6)

Instrumented var. Dollar Dollar x Share
∆e$j,t 0.781*** 0.588*** 0.620***

(0.0143) (0.0319) (0.0402)
∆e$j,t × Sj 0.281*** 1.171***

(0.0595) (0.255)
Ht -3.726***

(0.0550)
Ht × Sj -3.716***

(0.1130)
∆eij,t 0.0521*** 0.670*** 0.160*** 0.276*** 0.0358 0.430***

(0.0123) (0.0160) (0.00970) (0.0260) (0.0266) (0.0313)

∆eij,t × Sj -0.222*** 0.7359 -0.417***
(0.0470) (0.0463) (0.159)

First-stage F-stats 104.88 38.65
Observations 46,820 46,820 46,820 25,597 25,597 25,597
Number of dyad 2,647 2,647 2,647 2,112 2,112 2,112

All regressions include two lags of the independent variables, lags 0-2 of exporter log changes in PPI, and time fixed-effects

(except for column 3). The standard errors for OLS are clustered by dyads and associated standard errors are reported in

parenthesis. Column (2) anmd (3) reports the 2SLS estimates using one-year lag of U.S. building permits as the instrument

for the changes in US dollar. Column (5) and (6) reports the 2SLS estimates using one-year lag of U.S. building permits ×
Dollar-invoicing shares Sj as the instrument for the changes in US dollar × Dollar-invoicing Shares. The first-stage F-stats are

clustered at the importer-year level. For column (6), the dollar term ∆e$j,t is absorbed by the time-fixed effects, because the

instrument for the dollar, U.S. housing permits, only varies at the time level. The standard errors are reported in parenthesis.

***p < 0.01, **p < 0.05, *p < 0.1
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Table 3. IV Robustness: Control for Trade Links with United States

Trade share with US Below Median Below 25 perc. Below 10 perc.
(1) (2) (3) (4) (5) (6)

∆e$j,t 0.543*** 0.949*** 0.923***
(0.0562) (0.133) (0.251)

∆e$j,t × Sj 1.508*** 0.963** 2.744***
(0.346) (0.458) (0.890)

∆eij,t 0.406*** 0.386*** 0.126** 0.391*** 0.0749 0.271**
(0.0431) (0.0379) (0.0618) (0.0456) (0.113) (0.109)

∆eij,t × Sj -0.580*** -0.201 -0.341***
(0.219) (0.314) (0.108)

First-stage F-stats 44.36 17.65 20.40 8.07 7.61 3.12
Observations 13,066 6,185 3,461 1,654 331 190
Number of dyad 675 497 182 130 20 16

All import price regressions include two lags of the independent variables, lags 0-2 of exporter log changes

in PPI. Column (2), (4), and (6) also include time fixed-effects. The trade with U.S. is the share of the sum

of imports and exports of goods and services to or from the U.S. The first-stage F-stats are clustered at the

importer-year level. For column (2), (4) and (6), the dollar term ∆e$j,t is absorbed by the time-fixed effects,

because the instrument for the dollar, U.S. housing permits, only varies at the time level. The standard

errors are reported in parenthesis. ***p < 0.01, **p < 0.05, *p < 0.1
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Table 4. IV Robustness: Control for Monetary Policy and Financial & Risk Factors

Controls Financial & Risk Factors Monetary Policy All
(1) (2) (3) (4) (5) (6)

∆e$j,t 0.706*** 0.690*** 0.384***
(0.0769) (0.0818) (0.0449)

∆e$j,t × Sj 1.216*** 1.146*** 0.832*
(0.391) (1.180) (0.485)

∆eij,t 0.231*** 0.459*** 0.239*** 0.355*** 0.460*** 0.455***
(0.0477) (0.0333) (0.0492) (0.0825) (0.0439) (0.0386)

∆eij,t × Sj -0.136*** -0.270*** -0.234
(0.0514) (0.0515) (0.294)

First-stage F-stats 177.10 58.22 98.20 56.11 162.18 48.12
Observations 24,785 22,984 24,785 22,984 24,785 22,984
Number of dyad 2,123 2,054 2,123 2,054 2,123 2,054

Financial and risk factors include the VXO, the corporate bond spread (Baa-AAA), the effective broad

Japanese Yen exchange rate, the global dollar factor, the world recession probability, the HKM intermediary

capital ratio factor, and the JLN macro uncertainty. Monetary controls include the 2-year T-bill rate, the

term spread (10yr minus 2yr rate), and the SPF one-year forecast of the 3m T-bill rate. For all regressions,

the interaction terms between all controls and the dollar invoicing share are included. All import price

regressions include two lags of the independent variables, lags 0-2 of exporter log changes in PPI. Column

(2), (4), and (6) also include time fixed-effects. The first-stage F-stats are clustered at the importer-year

level. For column (2), (4) and (6), the dollar term ∆e$j,t is absorbed by the time-fixed effects, because

the instrument for the dollar, U.S. housing permits, only varies at the time level. The standard errors are

reported in parenthesis. ***p < 0.01, **p < 0.05, *p < 0.1
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Table 5. IV Robustness: Different Sub-Periods

Sub-periods Exclude GFC Pre–GFC Post-GFC
(1) (2) (3) (4) (5) (6)

∆e$j,t 0.405*** 0.347*** 0.196***
(0.0288) (0.0369) (0.0468)

∆e$j,t × Sj 0.572** 0.740** 1.113***
(0.257) (0.331) (0.390)

∆eij,t 0.485*** 0.419*** 0.552*** 0.415*** 0.454*** 0.282***
(0.0232) (0.0395) (0.0319) (0.0518) (0.131) (0.366)

∆eij,t × Sj 0.0214 -0.0843 -0.0875
(0.161) (0.204) (0.234)

First-stage F-stats 191.32 79.13 398.77 59.18 74.82 29.13
Observations 31,912 15,843 24,785 11,073 7,127 4,770
Number of dyad 2,645 2,109 2,510 1,732 2,573 1,984

All import price regressions include two lags of the independent variables, lags 0-2 of exporter log changes

in PPI. Column (2), (4), and (6) also include time fixed-effects. GFC stands for 2007-2009 Great Financial

Crisis. For column (2), (4) and (6), the dollar term ∆e$j,t is absorbed by the time-fixed effects, because

the instrument for the dollar, U.S. housing permits, only varies at the time level. The standard errors are

reported in parenthesis. ***p < 0.01, **p < 0.05, *p < 0.1

Table 6. IV Robustness: Alternative Housing Instruments

Instruments: 1-3 lags of permits US PRFI/GDPI Housing Starts
(1) (2) (3) (4) (5) (6)

∆e$j,t 0.417*** 0.376*** 0.586***
(0.0194) (0.0216) (0.0335)

∆e$j,t × Sj 1.231*** 1.148*** 1.579***
(0.171) (0.215) (0.336)

∆eij,t 0.460*** 0.463*** 0.487*** 0.429*** 0.348*** 0.409***
(0.0149) (0.0276) (0.0164) (0.0300) (0.0226) (0.0352)

∆eij,t × Sj 0.153 -0.400*** -0.655***
(0.114) (0.136) (0.208)

First-stage F-stats 88.86 251.11 313.89 31.22 39.95 49.11
Observations 44,966 25,119 46,820 25,597 46,820 25,597
Number of dyad 2,643 2,110 2,647 2,112 2,647 2,112

All import price regressions include two lags of the independent variables, lags 0-2 of exporter log changes in

PPI. Column (2), (4), and (6) also include time fixed-effects. PRFI/GDPI is the share of US gross domestic

private investment (GDPI) attributable to the private residential fixed investment (PRFI). For column (2),

(4) and (6), the dollar term ∆e$j,t is absorbed by the time-fixed effects, because the instrument for the

dollar, U.S. housing permits, only varies at the time level. The standard errors are reported in parenthesis.

***p < 0.01, **p < 0.05, *p < 0.1
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