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Import prices are crucial for the transmission of external shocks across countries in an open
economy. Both exchange rates and tariffs affect exporters pricing decisions and the final prices
importers face and pay, and these prices are all affected by the currency in which products are
invoiced in. This thesis documents new evidence on exchange rate pass-through, tariff
pass-through and determinants of invoice currency choice in international trade by using an
unpublished transaction-level dataset of Malawian imports at the Harmonized System (HS)
8-digit level.

The first chapter addresses exchange rate pass-through (ERPT) to import prices before
and after an importer has switched from a de facto peg to a floating exchange rate regime. We
construct three measures of market share and analyze their effects and that of the main invoice
currencies on pass-through across the two regimes. ERPT and invoice currency choice between
a peg and a float is a new aspect in this literature. Overall, we find that the share of U.S. dollar
invoicing and the rate of pass-through increased after the regime switch, with higher market

share increasing pass-through only in the floating regime. We show that the fixed exchange rate




regime limits pass-through of the bilateral exchange rate, but devaluations by the monetary
authority are fully passed on by exporters when the dollar pass-through is considered, since
these are perceived to be permanent.

The second chapter provides new evidence on the role of invoicing currencies in
exporters price pass-through of both exchange rates and tariffs. =~ We then consider the role of
tariffs in invoice currency choice among goods from the European Union to Malawi. Two
novelties in this line of literature are explored: the effect of invoice currencies on tariff
pass-through and second, the effect of import duties on invoice currency choice among
exporters. A simple mark-up framework is supported by these findings: an increase in
tariffs causes a low (high) exchange rate pass-through exporter to have a high (low) tariff
pass-through in a currency of invoicing; and, for exporters that switch currencies in
response to higher tariffs, there 1is an inverse relationship between import duty and the
share of that currency.

The third chapter is the first to present detailed Chinese renminbi (RMB) invoiced
trade and shows that the internationalization of the RMB lags that of the Japanese yen in
Malawian imports, despite China having a much larger market share. A panel logit model
reveals that that product differentiation and exporters market share increase the probability of
yen invoicing in imports from Japan, but not RMB usage for China. The volatility of the
exchange rate, however, has negative (positive) effect on exporters (vehicle) currency invoicing
for all the 17 exporting Asian countries in the sample, whilst lower value transactions are
invoiced more in the South African Rand compared to the US dollar.

These underlying conclusion from all the chapters is that invoice currency choice is a
key parameter in determining who between the importer and exporter, bears both the exchange
rate shock and the import tax. Trade liberalization policies and stable exchange rates are

likely to may reduce the dominance of the US dollar in the global economy and give way for




more internationalization of the euro and the Chinese RMB, at least when trading with

developing countries such as Malawi.
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