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Tariff Shocks, Intermediate Trade and Currency Internationalization
CUI Kun SHI Jianhuai

Abstract: This paper investigated how the varying invoicing currency affected the
economic fluctuations and welfare with intermediate trade in the context of tariff shocks.
The result shows that; Currency internationalization increases the proportion of home cur-
rency as invoicing currency, heightens the expenditure-switching role played by exchange
rate changes, and reduces the distortions of home price and the deviation from “the law of
one price” caused by foreign imposing extra tariffs, therefore weakens home economic
fluctuations and welfare loss; the proportion of home currency as intermediate invoicing
currency owns more prominent effects on reducing economic fluctuations and welfare loss,
relative to the final one. Therefore, the government should promote RMB internationaliza-
tion and increase the proportion of RMB as intermediate invoicing currency in the context
of tariff shocks.

Keywords ; Tariff Shocks; Intermediate Trade; Currency Internationalization; Pro-

ducer Currency Pricing; Local Currency Pricing
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