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Heterogeneity of Commodities Income Level
of Destinations and Incomplete

Pass-through of Exchange Rate

WANG Xiuling' CHEN Junzhou® ZOU Zongsen®
(1. School of Economics Nankai University Tianjin 300071 China;
2. School of Economics Qufu Normal University Rizhao 276826 China)

Abstract: Incomplete exchange rate pass-through reduces adjusting effect of exchange rate movement on trade balance re—
sulting in “Exchange Rate Adjustment Puzzle”. This paper develops a theoretical model of exchange rate pass-through to inves—
tigate how the quality of export commodities technology sophistication and export market concentration affect the pass-through
of exchange rate changes and to explore how income level difference in destination countries impacts the pass-through. The
study shows that there is a high exchange rate pass-through effect in China’ s export products in general and the coefficient of
exchange rate pass-through is higher than 97.2% . The quality of export products significantly inhibits the exchange rate pass—
through while the technology sophistication and export market concentration have no effect. The coefficients of exchange rate pass—
through for products exported to high-income countries are lower than those for products exported to low and middle-income coun—
tries. In addition the inhibiting effect of the quality of export products on the exchange rate pass-through is stronger when prod—
ucts are exported to high-income countries. On this basis this paper explains reasons for the “Exchange Rate Adjustment Puzzle”
in China and puts forward some countermeasures and suggestions from the aspects of exchange rate policy and industrial policy.

Key words: exchange rate pass-through; exchange rate adjustment puzzle; heterogeneity of commodities; income level of
destination countries



