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Motivation 

• Large movements in exchange rates have small effects on the prices 
of internationally traded goods 

  
 - this exchange rate disconnect constitutes one of the central 

puzzles in international macroeconomics 
 
• The vast empirical pass-through literature has neglected one of the 

most salient features of international trade: 
 
 - the largest exporters are the largest importers 
 
• We show this pattern is key to understanding low aggregate pass-

through and variation in pass-through across heterogeneous firms 
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Our Approach 

1. develop theory to guide our empirical strategy, with two buliding 
blocks: 

 - Variable mark-ups in each export destination 
 - Firm’s choice to import intermediate inputs 
 
2. Use detailed firm-level Belgian data to test and quantify the 

mechanism: 
 - merge firm data on exports by destination, imports by source-

country, and domestic cost data 
 - Construct firm level import intensity from outside the Euro Area 

(as a share of total variable cost) 
 - Construct firm-industry-export destination market shares as a 

proxy for markup 
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We show two key mechanisms 
explaining low pass-through 

• Import intensive exporters have lower exchange 
rate pass through into their export prices as they 
face offsetting exchange rate effects on their 
marginal costs. 

• Import-intensive firms are among the largest 
exporters, hence have high export market shares 
and thus set high markups, which they can 
actively move in response to changes in marginal 
costs. This is a second channel that limits the 
effect of exchange rate shocks on export prices. 
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Main Findings 

1. A firm in the 5-th percentile, with zero import intensity and market 
share, has nearly complete pass through. 

 
2. A firm in the 95-th percentile of market share and import intensity 

distributions has 56% pass-through. 
 

3. Marginal cost and markup channels contribute roughly equally to this 
cross-sectional variation: 

- Import intensity and market shares are: 
• Positively correlated across firms 
• Prime determinants of pass-through 

 
4. This leads to aggregate exchange rate pass through of 64% 
 - Firm import intensity, as well as export market shares, are heavily 

skewed towards the largest exporters. 
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Related literature 

• Exporters and Importers 

 - Bernard, Redding and Schott (2009) 

 

• Imports and productivity 

 - Amiti and Konings (2007), Halpern, Koren 
and Szeidl (2011). 

 - De Loecker, Goldberg, Khandelwal and 
Pavcnik (2012) 
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• incomplete pass through: 
 
(i) Pricing to market (PTM) in models of variable markups in 

which firms optimally choose different prices depending 
on local conditions (Dornbusch, ’87; Krugman ‘87; 
Atkeson and Burstein, 2008). 

(ii) Short-run nominal rigidities with prices sticky in the local 
currency of the destination market (LCP). Under LCP firms 
that do not adjust prices have zero short-run pass through 
(Engel, 2006; Gopinath, Itskohki and Rigobon, 2010). 

(iii) Local distribution costs margin (Campa and Goldberg, 
2010). 

 
 Our paper introduces the importance of imported inputs 
 Related to Berman, Martin and Mayer (2012) who focus 

on firm size (TFP) and pass-through. 
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THEORY 
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Model ingredients 

Two building blocks: 

 

• Consumers in each market have a nested CES 
demand, oligopoly and variable markups 
(Atkeson and Burstein, 2008) 

  

• Access to imported inputs at a fixed cost 
(Halpern, Koren and Szeidl, 2011) 
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Mechanism 
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- Lower prices are associated with higher market share and 
hence makes it optimal to set a higher markup. 
- High market share firms have a higher mark-up elasticity wrt 
price and hence adjust mark-up more to price shocks, making 
prices and quantities more stable 

- Firms with larger total material costs or smaller fixed costs 
Of importing have larger import intensity 
-Marginal cost elasticity wrt exchange rate is equal to the 
Import share 
 



Demand (Atkeson and Burstein, 2008) 
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Demand & markup 
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Higher S, lower demand elasticity, hence higher 
Markup 



Production and imported inputs – 
Production 
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Note:  
- since home and foreign intermediate inputs are imperfect substitutes, production 
is possible without the use of imported inputs 
-Imported inputs are useful both due to their potential productivity advantage, a, and  
the love of variety feature of the production technology. 



Production and imported inputs 
Total costs 

• A firm pays a firm-specific sunk cost in terms of labor to import each type 
of the intermediate input. 

• The cost of labor, W*, and domestic input prices, V*, are denoted in units 
of producer currency, indicated with a star, the exchange rate is measured 
as a unit of producer currency for one unit of foreign currency. 
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EMPIRICS 
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Data, Stylized Facts 
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Importers and exporters 
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Heterogeneity within exporters: 
Exporters by import intensity  
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Distribution Import intensity 
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Import intensity and market share, 
cumulative distributions 
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Results 

Main specification 
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Note that pass through in destination currency import prices is 
1 -  



Main results 
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Non-parametric results, by quartiles of 
import intensity 
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Pass-through matrix 
(median import intensity, 75 percentile market share) 
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Robustness 

• Additional controls 

 

• Alternative samples 

 

• Definitions of import intensity 

 

• Measurement error and selection bias 
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Conclusion  
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