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How do exchange rate 
movements affect US top 
importing and exporting 
companies’ investments 
from the 2000-2020 period?



Traditional 
View: 
Currency 
appreciation 
decreases 
investments

Currency appreciates

Demand for exports 
decreases

Exports decline

Revenues decline

Investments Decrease



Exploration 
Areas: 
Currency 
appreciation 
could lead to 
increased 
investments

Currency appreciates

Imports become 
cheaper

Costs decrease

Profit rises

Investments increase



Literature Review
Exchange Rate Volatility and Trade

 Cushman (2004) found that an increase in real exchange rate 
volatility resulted in a decrease in international trade overall. 

 Kenen and Rodrik (1986) found that short-term volatility in 
exchange rates depressed the volume of international trade 
altogether.

 The Research Department of the International Monetary Fund 
(1998) found that only when real exchange rate volatility was 
included within their model did exchange rate volatility have a 
significantly negative affect on international trade. 

An increase in exchange rate volatility is found to 
decrease international trade. 



Literature Review Continued
Export Channel

 Bailey et al. (1986) found that exports from the Big Seven 
OECD countries were not significantly reduced due to nominal 
exchange rate volatility. 

 Bailey and Tavlas (1988) found the impact of exchange rate 
movements had an insignificant effect on US exports, except for 
when real exchange rate volatility was considered

Nominal exchange rate volatility is insignificant on 
exports, but real exchange rate volatility has been 
found to have a negative effect on exports.  



Literature Review Continued

Import Channel
 Arize (1995), determined that exchange rate volatility has a 

significant negative effect on the short-run and long-run volume 
of imports. 

 Wong et al. (2012) found that US firms showed a weak negative 
linear relationship between exchange rate volatility and imports. 

Exchange rate volatility has shown to have a negative 

effect on imports.



Guiding Papers
Mihye Lee (2017) – Korean Firms

 Considering the real effective exchange rate, the import channel 
is statistically significant in increasing a firms’ investments when 
the Korean Won appreciates. 

Masaki Hotei (2012) – Japanese Firms

 Investments significantly increased when the import ratio is 
higher and the real effective exchanger rate increased.

 Investments significantly decreased when the export ratio is 
higher the real effective exchange rate increased. 

 An increase in previous investments will decrease current 
investments. 
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Invi,t : real investments for company i at time t

REERt : real effective exchange rate at time t

mkupi,t : the market power of company i at time t, 

mkupi,t =  
𝐸𝐵𝐼𝑇𝑖,𝑡

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

Change in investments considering the previous 4 quarter investments, the 

real effective exchange rate, the market power, and the bank prime lending 

rate.

RPrimet : the bank prime lending rate at time t

αt : the firm fixed effect

εi,t : error term

Model 2 



Model 5 
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+ 𝛽2 ln 𝑅𝑃𝑟𝑖𝑚𝑒𝑡 + 𝛼𝑖 + 𝜀𝑖,𝑡

Change in importing companies’ investments considering the previous 4 

quarter investments, the real effective exchange rate, the market power, and 

the bank prime lending rate.

ImpInvi,t : real investments of top importing public 

company i at time t 

REERt : real effective exchange rate at time t

mkupi,t : the market power of company i at time t, 

mkupi,t =  
𝐸𝐵𝐼𝑇𝑖,𝑡

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

RPrimet : the bank prime lending rate at time t

αt : the firm fixed effect

εi,t : error term



Model 6
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Change in exporting companies’ investments considering the previous 4 

quarter investments, the real effective exchange rate, the market power, and 

the bank prime lending rate.

ExpInvi,t : real investments of top exporting public 

company i at time t 

REERt : real effective exchange rate at time t

mkupi,t : the market power of company i at time t, 

mkupi,t =  
𝐸𝐵𝐼𝑇𝑖,𝑡

𝑆𝑎𝑙𝑒𝑠𝑖,𝑡

RPrimet : the bank prime lending rate at time t

αt : the firm fixed effect

εi,t : error term



The Companies 

The 2020 top US 
import and export 
companies based 

on TEU

62 US public 
companies 

Top 39 importers Top 31 exporters

Eight companies 
are listed in both 
top importing and 
exporting groups



The 
Independent 
Variable

Investments are 
measured as a change in 
property, plant, and 
equipment. 

Real investments were 
calculated as investments 
divided by the inflation 
index.



Results: Entire Sample

Entire Sample

Dependent Variable Coeff t-statistic

log(Inv, t-1) -0.1751*** -10.4045

log(Inv, t-2) -0.1100*** -14.7069

log(Inv, t-3) -0.0480*** -6.7531

log(Inv, t-4) 0.1674*** 32.1806

log(REER)*(1-(Mkup, t-1)) -0.0938 -1.2413

log(RPrime) 0.1261*** 3.7687

Number of observations 711

J-statistic 48.2691

Prob(J-statistic) 0.2684

Note

***, **, * indicate the significance respectively to 1%, 5%, 10%



Results: Exporters

Exporters

Dependent Variable Coeff t-statistic

log(Inv, t-1) -0.0969** -2.3406

log(Inv, t-2) -0.0303 -1.0106

log(Inv, t-3) -0.0605** -2.0263

log(Inv, t-4)

log(REER)*(1-(Mkup, t-1)) -0.1517 -0.4770

log(RPrime) -0.5221*** -6.5550

Number of observations 464

J-statistic 18.8137

Prob(J-statistic) 0.4688

Note

***, **, * indicate the significance respectively to 1%, 5%, 10%



Results: Importers

Importers

Dependent Variable Coeff t-statistic

log(Inv, t-1) -0.0204*** -3.7884

log(Inv, t-2) -0.0234 -1.2017

log(Inv, t-3) 0.1073*** 8.4392

log(Inv, t-4) 0.1317*** 5.1140

log(REER)*(1-(Mkup, t-1)) 0.2804*** 8.2429

log(RPrime) 0.7160*** 37.1648

Number of observations 477

J-statistic 26.3060

Prob(J-statistic) 0.3914

Note

***, **, * indicate the significance respectively to 1%, 5%, 10%



Results: Domestic Exporters 

Domestic Exporters

Dependent Variable Coeff t-statistic

log(Inv, t-1) -0.31227*** -3.0915

log(Inv, t-2) -0.1639** -2.3660

log(REER)*(1-(Mkup, t-1)) -1.2611 -1.0122

log(RPrime) 0.4365** 2.2974

Number of observations 450

J-statistic 19.87894

Prob(J-statistic) 0.280468

Note

***, **, * indicate the significance respectively to 1%, 5%, 10%



Results: Domestic Importers

Domestic Importers

Dependent Variable Coeff t-statistic

log(Inv, t-1) -0.2041*** -10.1371

log(Inv, t-2) -0.1714*** -9.2568

log(REER)*(1-(Mkup, t-1)) 0.5978* 18.4237

log(RPrime) 0.8752*** 0.3626

Number of observations 564

J-statistic 18.42368

Prob(J-statistic) 0.362596

Note

***, **, * indicate the significance respectively to 1%, 5%, 10%



Foreign Subsidiary Importers

Foreign Subsidiary Importers

Dependent Variable Coeff t-statistic

log(Inv, t-1) -0.1134** -2.2050

log(Inv, t-2) -0.0931*** -2.6077

log(REER)*(1-(Mkup, t-1)) -0.9662** -2.2667

log(RPrime) 0.2456 1.4701

Number of observations 220

J-statistic 13.20553

Prob(J-statistic) 0.432064

Note

***, **, * indicate the significance respectively to 1%, 5%, 10%



Findings

• When the USD appreciates, top US 
importing companies will increase 
their investments

Importers vs Exporters

• Importing companies headquartered 
in the US will increase their 
investments when the USD 
appreciates

• Importing foreign subsidiaries 
reduce their investments when the 
USD appreciates

Domesticity



Findings 
Continued

• Typically, when a company has 
invested in the previous 4 quarters, 
their current investments will be 
negatively affected

Previous Investments

• Has a strong affect on both US 
importing and US exporting top 
companies’ investments

• Exception: foreign subsidiary 
importing companies

Bank Prime Lending Rate



Future Research
• This study helps further understand US companies’ 

investment decisions

• Future research directions:

 Attain a larger sample size

 Include company industry information



Thank you



References
• Arize, A.C., (1995), “The effects of exchange rate volatility on US exports: an empirical 

investigation” Southern Economic Journal 62, 34–43. 

• Bailey, M., & Tavlas, G. (1988). “Trade and Investment Under Floating Rates: the U.S. 

Experience”, Cato Journal (Fall): 421-49. 

• Bailey, M., Tavlas, G., & Ulan, M. (1986). Exchange-Rate Variability and Trade 

Performance: Evidence for the Big Seven Industrial Countries. Weltwirtschaftliches

Archiv, 122(3), 466-477. Retrieved January 13, 2021, from 

http://www.jstor.org/stable/40439492

• Cushman, D. (2004, August 26). The effects of real exchange rate risk on international 

trade. Retrieved January 12, 2021, from 

https://www.sciencedirect.com/science/article/pii/0022199683900417

• Hotei, M. (2012, November). “The Effects of the Exchange Rate on Japanese Firms' 

Investment: An Analysis with Firm-Level Data.” Public Policy Review, Policy Research 

Institute, Ministry of Finance Japan, vol. 8(5), pages 663-682.

http://www.jstor.org/stable/40439492
https://www.sciencedirect.com/science/article/pii/0022199683900417
https://ideas.repec.org/a/mof/journl/ppr019d.html
https://ideas.repec.org/s/mof/journl.html


References Continued
• International Monetary Fund, Research Dept. (1988, January 01). Exchange Rate 

Variability and the Slowdown in Growth of International Trade. Retrieved January 13, 

2021, from https://www.elibrary.imf.org/view/IMF024/15869-9781451956771/15869-

9781451956771/15869-9781451956771_A003.xml?language=en&redirect=true

• Kenen, P., & Rodrik, D. “Measuring and Analyzing the Effects of Short-Term Volatility in 

Real Exchange Rates.” The Review of Economics and Statistics, vol. 68, no. 2, 1986, pp. 

311–315. JSTOR, www.jstor.org/stable/1925511. Accessed 6 Oct. 2020.

• Lee M. (2017). “The Impact of Exchange Rate on Firm Performance: Evidence from 

Korean Firms, Emerging Markets Finance and Trade.” 53:11, 2440-

2449, DOI: 10.1080/1540496X.2017.1322504

• Wong, Y., Ho, C., & Dollery, B. (2012). "Impact of exchange rate volatility on import 

flows: the case of Malaysia and the United States," Applied Financial Economics, Taylor 

& Francis Journals, vol. 22(24), pages 2027-2034, December.

https://www.elibrary.imf.org/view/IMF024/15869-9781451956771/15869-9781451956771/15869-9781451956771_A003.xml?language=en&redirect=true
http://www.jstor.org/stable/1925511.%20Accessed%206%20Oct.%202020
https://doi.org/10.1080/1540496X.2017.1322504
https://ideas.repec.org/a/taf/apfiec/v22y2012i24p2027-2034.html
https://ideas.repec.org/s/taf/apfiec.html

