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Summary
Changes in the value of the dollar can substantially affect the competitiveness of New Hampshire companies.  In terms of New Hampshire export destinations, the exchange rates that most affect the competitiveness of New Hampshire firms are the Canadian dollar and the euro followed by the yen and the British pound.


Presently New Hampshire exporters have a currency competitive advantage based on purchasing power parity exchange rates with Euroland and Japan.  The Canadian dollar remains undervalued relative to the U.S. dollar but much less so than in 2001 and 2002.  Should China revalue its currency, New Hampshire firms would see an improvement in their currency competitiveness relative to China and their major Asian destinations – South Korea, Hong Kong, Thailand and Singapore.  


New Hampshire exporters tend to bill their foreign customers in dollars.  Consequently, they have little transaction exposure. However, this practice may be causing New Hampshire exporters to forego profits since the dollar has been depreciating in real terms since 2002.  As long as the dollar continues to depreciate, the consequences of billing in dollars and ignoring exchange rate changes is not likely to create financial problems.  However, should the dollar begin to strengthen, the dollar billing strategy may need to be revisited.

Foreign Exchange Rate Exposures of New Hampshire Manufacturing Industries: Competitive Implications and Managerial Strategies

1. Introduction

In 2002, 2,183 companies exported $1,863.3 million of goods to other countries from New Hampshire locations.  Most of these companies – 1,863 – were small and medium sized firms (SMEs) with fewer than 500 employees.   Still, taken together, these SMEs shipped over 42 percent of total New Hampshire exports – a percentage well above the national average of 26.4%.
  

According to a 2004 U.S. Department of Commerce study, New Hampshire exports (based on 2001 data) supported 13,300 jobs or 13.8 percent of the New Hampshire’s manufacturing employment.  Export supporting activities generated an additional $1,095.4 million dollars of sales and accounted for an additional 6,800 jobs.  All together, New Hampshire 2001 export and export related shipments totaled $3,655.8 million and supported 20,100 jobs – a number that represented 20.8 percent of manufacturing employment and 21.5 percent of the value of all New Hampshire manufactures’ shipments.  In 2004, New Hampshire’s direct manufacturing exports totaled $2,285.6 million; so, exports by New Hampshire companies continue to support substantial jobs and employment opportunities.

As important as the dollar volume of exports for the economy of New Hampshire are the wage rates in New Hampshire’s major export industries.  Wage rates in these industries are higher than those for other industries.  Based on national data, average hourly earnings in the U.S. for 2003 were $15.74.  The top New Hampshire export industries and their respective average hourly earnings are computer and electronic products ($25.96), machinery ($19.65), and electrical equipment ($21.82).  Therefore, not only are export sales important for overall employment; they are also associated with high paying industries and a substantial number of jobs in these industries.  Again, based on 2001 data (the latest available) export-related jobs accounted for 21.2% of employment in computers and electronic equipment; 30.3 percent in machinery; and, 42.2 percent in electronic equipment.

Given the importance of exports for the New Hampshire economy, New Hampshire companies and their employees will be affected by the value of the dollar in the foreign exchange markets and by the volatility of foreign exchange rates more so than many other states.  Other things being equal, a weak dollar could improve the competitiveness of New Hampshire exporters while a strong dollar could lead to reduction in exports.  The objective of this study is to (1) document the exchange rate exposures of New Hampshire exporters; (2) report the results of a survey about how New Hampshire firms have managed this exposure and; (3) assess the implications of these management strategies for the profitability and competitiveness of New Hampshire exporters. 

2. Exchange Rate Exposure: Some Definitions


New Hampshire exporters need to deal with two types of foreign currency exchange rate exposures: transaction exposure and operating exposure (also called economic or competitive exposure).  Transaction exposure occurs when the company bills its customers in a foreign currency, say British pounds, and the currency depreciates between the time the receivable is booked and collected.  For example, suppose an exporter sells £100,000 of merchandise to a British company when the exchange rate is $1.80/£.  The dollar value of this receivable when it is booked is $180,000.  But, suppose the pound depreciates to $1.60/£ by the time the receivable is collected.  Now the dollar value of the sale is only $160,000 and the exporter has lost $20,000 due to this exchange rate transaction exposure. 


Exporters can protect themselves from this kind of exposure by entering into a forward currency contract that locks in the dollar price of pounds on the expected payment date – a process called hedging.  Other hedging tools can also be used such as options, futures contracts and money market hedges.  Alternatively, the New Hampshire exporter may choose to bill in dollars and pass the costs of hedging onto his foreign customer.


The second type of exchange rate exposure is operating or competitive exposure.  This exposure refers to long run changes in exchange rates and encompasses the effects of an under- or overvalued dollar.   An overvalued dollar makes New Hampshire products expensive in real terms relative to similar products produced in other countries while an undervalued dollar makes New Hampshire products inexpensive in real terms on the world markets. 


New Hampshire SMEs can do little to protect themselves from an overvalued dollar, especially if they face competition from foreign producers.  So, New Hampshire SMEs have a direct stake in ensuring that U.S. exchange rate and trade policies discourage other countries from manipulating their exchange rates to gain a competitive currency advantage for local firms.

3. New Hampshire Exposures by Currencies and Regions


Table 1 lists New Hampshire exports from 1999 through 2004  by currency and/or trade area destinations.  About one-quarter of New Hampshire exports go to Canada.  The second most important market are those countries that have adopted the euro as their currency. We combine these countries into a synthetic country called Euroland because we want to focus on how changes in the value of the euro affect the competitive position of New Hampshire exporters.  Euroland accounts for another quarter or so of exports.  The third most important export destination is Japan (yen) followed by the United Kingdom (the British pound).  Together, these top four currency/countries accounted for 62.19% of New Hampshire exports in 2004.  


Other Asian countries took 18.69% of New Hampshire exports with the most important destinations being China, South Korea and Hong Kong.  Latin and South American countries followed with 7.64% (mostly Mexico with 4.1%) and then the rest of Europe with 3.78%, Australia and New Zealand with 2.23% and Africa, the Mideast and others the remaining 5.47%.


We have used these export destination weights to calculate nominal and real or purchasing power parity (PPP) exchange rate indices for New Hampshire exports.  These indices provide insights into whether the competitive position of New Hampshire exporters to export destinations was improving or deteriorating with respect to the foreign currency value of the U.S. dollar.  These indices can also be used to estimate how changes in the exchange rates affected the local currency price of New Hampshire exports and/or the dollar value of the export sales depending on whether New Hampshire exporters billed their foreign customers in dollars or local currency.

4. New Hampshire Nominal Exchange Rate Exposures: 1999-2004

4.1 Index construction


We have constructed ten nominal New Hampshire trade-based exchange rate indices.  Four indices are pure currency indices – the Canadian dollar, the euro for Euroland, the pound for the U.K and the yen for Japan.  The other six are regional based indices and, to a greater or lesser degree, contain countries whose currencies tend to move together relative to the U.S. dollar.  The indices are contained in Table 2.


The Asian Index is a trade-weighed index based on New Hampshire exports to Asian countries other than Japan.  The major currency (2004) weights are the Chinese renminbi (23%), the South Korean won (16%), the Hong Kong dollar (16%) and the Thai baht (12%).  The weights for 1999 through 2003 reflect the trade weights for those years.  These Asian currencies tend to move together as the respective countries try to manage their currencies with regard to the Japanese yen and, increasingly, the Chinese renminbi.


The Other Europe Index major currency weights based on the destination of New Hampshire exports are the Swiss franc (22%) and the non-euro Scandinavian currencies (33%).  The Other Europe Index will correlate highly with the euro as these countries are either members of the European Union (EU), are striving to become members of the EU, and/or are economically tied to the EU countries.


The Latin/South American Index major weights are the Mexican peso (53.9%) and the Brazilian real (10.9%).  The Australian/New Zealand Index uses Australian and New Zealand dollars based on trade weights with New Hampshire.  For Africa, we use the South African rand and the OITP Index (Other Important Trading Partners) constructed by the Federal Reserve based on currencies that do not circulate widely outside of their own country.  The OITP Index is used for all countries in the Other category.


Our country/currency indices are constructed as follows:  We collect average yearly bilateral exchange rates calculated and reported by the Federal Reserve Bank of New York and, where necessary, convert them to the number of foreign currency units per U.S. dollar (e.g., 108.15 yen per dollar).  We then set the 1999 exchange rate for each currency equal to 100.  Other years are then expressed as a ratio of that year’s average exchange rate to the 1999 average exchange rate and multiplied by 100. For example, the yen/dollar exchange rate in 1999 was ¥113.73/$.  So, we set the 1999 yen index to 100.  The 2000 yen/dollar exchange rate was ¥107.80/$.  To calculate the index value for 2000 we divide ¥107.80/$ by ¥113.73/$ and multiply by 100 for an index value of 94.79.  Note that an increase in the index means a strengthening dollar and a fall, a weakening dollar.


Our trade area indices are constructed using bilateral exchange rate indices and weighting the currency index of each country in the trade area by the proportion of New Hampshire exports to that country.  We use the Federal Reserve Bank of New York’s OITP Index for countries whose exchange rates are not reported by the New York Federal Reserve.


We construct a nominal New Hampshire Export Index (NHEI) by weighting the bilateral and trade area indices on the basis of the percentage of total exports from New Hampshire to these areas.  The bilateral, trade area and NHEI indices are reported in Table 2 along with the nominal trade weighted index for the U.S. as a whole as calculated by the New York Federal Reserve Bank.

4.2 Analysis


Between 1999 and 2002 the trade-weighted U.S. dollar index rose from 100 to 108.89 or 8.89 percent.  By way of comparison, the trade-weighed New Hampshire dollar index rose from 100 to 109.22 or 9.22 percent.  Since 2001, the dollar has weakened considerably.  For the U.S. as a whole, the index has fallen to 97.36 or by 10.59 percent.  

For New Hampshire, the NHEI fell from 109.22 to 94.47 or 13.5 percent.  This strengthening and weakening of the dollar is mirrored in changes in total New Hampshire exports.  New Hampshire exports fell sharply in 2002 in part reflecting the strong dollar and began recovering in 2003and 2004 in part due to the weakening dollar.  

Since 2002, the currency competitive position of New Hampshire exporters has improved more than that for the typical U.S. firm.  This improvement is particularly noticeable with respect to Canada, New Hampshire’s major trading partner and with Euroland, the second most important currency/trade area destination.

New Hampshire exporters have not experienced much change in the nominal exchange rates they face in Asia.  The New Hampshire Asian trade area index has moved within a narrow range of 99.94 to103.28 since 1999.  However, exports to China have increased substantially and, as a percent of total exports, moved from 1.1 percent to 4.5 percent despite the fact that the Chinese have kept their currency pegged to the dollar at a constant rate since 1999. Given the current political pressure being applied to China to revalue its currency upward, the potential for further growth in New Hampshire exports to China seems promising.  Furthermore, should China revalue its currency, other Asian nations would also permit or experience an increase in the value of their currencies further enhancing the currency competitiveness of New Hampshire exporters to Asia.


New Hampshire exporters have experienced a deterioration in their currency competitiveness relative to Latin and South American countries.  Nevertheless, exports to these destinations, especially Mexico, have increased in 2004 after
falling in 2002.

5. New Hampshire Real Exchange Rate Exposures: 1999-2004

5.1 Index construction


We constructed real exchange rate indices that measure the changes in the purchasing power of the dollar relative to foreign currencies.  These indices are often called effective exchange rates but we use the name purchasing power parity exchange rates or PPP rates.  The best way to understand PPP exchange rates is to consider the following example based on The Economist’s newspaper Big Mac Index.


Suppose a Big Mac costs $2.50 in New Hampshire and €2.80 in Germany.  The PPP exchange rate is that exchange rate that makes the price of Big Macs the same in New Hampshire or Germany.  The PPP exchange rate in our example would be €2.80/$2.50 or €1.12/$.  If the actual exchange rate were €0.90/$ ($1.11/€), the real price of Big Macs would be less in dollars than in euros.  For example, the effective dollar price of Big Macs in Germany for an American would be $3.11 (€2.80/(€0.90/$)) compared to $2.50 in New Hampshire and the effective price of Big Macs in New Hampshire for a German would be €2.25 compared to € 2.80 in Germany.  At this actual exchange rate, the dollar is undervalued relative to the euro and the euro is overvalued relative to the dollar.  What this means for international transactions is that New Hampshire goods and services are cheaper in real terms than German goods and services thereby creating a competitive currency advantage for New Hampshire exporters.  For example, were it possible, one would buy Big Macs in New Hampshire for $2.50; sell them in Germany for €2.80; and, convert the euros to dollars for dollar proceeds of $3.11 an arbitrage gain of $0.61 per Big Mac.


Table 3 contains actual and PPP exchange for 1999 through 2004.  The PPP bilateral exchange rates have been calculated by the Organization for Economic Cooperation and Development (OECD).
  

Table 4 contains our PPP Exchange Rate Indices.  The Indices have been calculated by forming a ratio of the OECD PPP rate to the actual rate.  For example, the index value of 124.76 for Canada was calculated as C$1.4857 (the actual rate) divided by C$1.1908 (the PPP rate) and can be interpreted as meaning that the U.S. dollar was overvalued relative to the Canadian dollar by 24.76 percent.  An index value of less than 100 means that the U.S. dollar was undervalued relative to that currency as was the case for the Japanese yen in 1999.


In real terms, New Hampshire exporters faced a currency competitive disadvantage with respect to all their major trading partners except Japan from 1999 through 2002.  On a trade-weighted basis, New Hampshire’s PPP Index stood at 114.94 in 1999 and climbed to a high of 120.04 in 2002.  Since 2002 New Hampshire exporters have experienced a substantial improvement in currency competitiveness with the PPP Index actually below 100 at 98.17 in 2004.  In other words, in real terms, New Hampshire exports today are less expensive than they would have been had purchasing power parity held in the foreign exchange markets.


Panel B of Table 4 depicts changes in the currency competitiveness of New Hampshire exporters since 1999.  Relative to 1999, New Hampshire exports have become considerably less expensive in real terms in all currencies except the Japanese yen.  The PPP relative change index dropped from 100 in 1999 (after rising through 2001) to the mid 80s for Canada, the United Kingdom, Euroland, Mexico and Australia.  However, for Japan it rose to 114.29.  So, even though the dollar is still undervalued relative to the yen on a PPP basis, the dollar has been getting stronger relative to the yen thereby eroding New Hampshire’s competitive advantage in this currency.

6. Implications of Exchange Rate Exposures for New Hampshire Exporters


The exchange rate movements since 1999 have had substantial short-term and long-term effects on New Hampshire exporters.  The short-term effects would most likely have affected those exporters who billed their export sales in foreign currencies.  For example, suppose a firm had sold £100,000 of merchandise to a British company on September 1, 2004 when the exchange rate was $1.7940/£ with payment due in 90 days on December 31, 2004.  On December 31, 2004, the exchange rate was 1.9160/£.  So, as a result of a lucky draw, the dollar value of this receivable increased from $179,400 to $191,600 in just three months.  But suppose this had been a New Hampshire importer who had bought £100,000 of goods from a British company with payment due in three months.  This New Hampshire importer would have lost $12,200 on the transaction.


Substantial movements in exchange rates over just a few months are not uncommon.  Consider a New Hampshire exporter who billed a German company  €100,000 for merchandise on March 10, 2005 with payment due on June 10, 2005.  The exchange rate was $1.3409/€ on March 10 for a dollar value of $134,090.  But on June 10, the exchange rate was $1.2127/€ and the value of the receivable was only $121,270 – a loss of 9.56% in just 90 days.


The long-term effects of exchange rate movements will affect all New Hampshire exporters, regardless of whether they bill in dollars or local currency.  Exporters can respond a number of ways to these long-term movements; but, for SMEs, the only realistic responses are changing the effective dollar price of the export items and/or manufacturing products that have few if any international competitors producing similar products.

7. Response of New Hampshire Manufacturers to Exchange Rate Exposures

During late 2004 and early 2005, we conducted a survey of how New Hampshire manufacturers dealt with exchange rate exposures.  We were particularly interested in whether New Hampshire companies actively managed transaction and operating exposures.  We received responses from 94 New Hampshire manufacturers.  Appendix A contains the survey.

The majority of firms who export (90%) bill their customers in U.S. dollars, although some also bill in dollars and foreign currencies because 15% responded that they bill in foreign currencies as well.  While billing in U.S. dollars does protect the firm from exchange rate volatility between the time the sales are booked and they are collected, the firms still face operating exposure with respect to the local currency value of their dollar denominated sales.  Consequently, with respect to this operating exposure, the question becomes how do they set the dollar price?

Nearly all (89%) of the firms who bill in dollars set the dollar price independently of the exchange rate by multiplying the dollar price by the exchange rate.  Therefore, as the exchange rate moves, so does the local currency price facing the foreign importer of New Hampshire goods.  

Let’s take the example of a New Hampshire company exporting widgets to Germany and holding constant the dollar price of these widgets between 2002 and 2004.  Let’s say the dollar price was $100,000.  If the New Hampshire exporter multiplies the dollar price of these widgets by the euro/dollar exchange rate, the price in 2002 would have been €105,780; in 2003, €88,330; and, in 2004, €80,440.  In this example, the New Hampshire exporter is passing through to the German importer all the benefits of the depreciation of the dollar.  Alternatively, the New Hampshire exporter could have held the 2002 euro price of the widgets and received $119,755 in 2003 and $131,567 in 2004.


Of course, other things could have been changing as well as the exchange rate thereby making the example more complex.  If the reason for the depreciation of the dollar was a rate of inflation higher in the U.S. than in Euroland, then in real or purchasing power terms the cost to the New Hampshire exporter of producing the widgets would have been rising in terms of dollars and the New Hampshire exporter would have been raising his dollar prices to reflect the increasing production costs.  In this event, the euro price would be holding at €105,780 and the changes would be in the dollar price - $119,755 in 2003 and $131,567 in 2004.  But, in reality, differences in inflation rates were not driving the depreciation of the dollar in 2003 and 2004.  The dollar was depreciating in real terms against the euro as reflected in the PPP Index of 118.66 in 2002 compared to 89.72 in 2004.  So, the New Hampshire exporter may have been able to effectively increase its profit margin by pricing in euros and maintaining the euro price in the face of a weaker dollar.  Of course, had the dollar been strengthening in real terms, the New Hampshire exporter, by pricing in dollars, would have been effectively raising the local currency price of his products.  Whether this would lead to reduced sales would depend on what his competitors – domestic and foreign – were doing and whether the demand for his products was price sensitive.


If the exporter priced his products in foreign currency, he could protect the dollar price of his receivables by hedging with forward exchange contracts, options, futures or money market hedges.  In our survey, only two companies indicated that they actually hedged their foreign currency receivables.


The responses we received for imports in contrast to exports indicated that New Hampshire importers (who often were also exporters) were much more likely to be billed in foreign currencies than they were to bill others in foreign currency.  Forty-seven percent of those companies who said they imported goods indicated that they were billed in foreign currency.  But, even though they were being billed in foreign currency, most (77%) were unlikely to hedge these payable exposures.  In other words, they followed a “do nothing” exposure management strategy.


A “do nothing” strategy does make sense if a company is repeatedly buying from and/or selling goods to the same foreign companies.  It is this repetitive exporting or importing that creates operating exposure.  Operating exposures, in contrast to transaction exposures, cannot be hedged.  The best protection against operating exposure is to manufacture “high end” specialty products with little competition and to innovate constantly.  

8. Summary and Conclusions

International trade is very important for the health of New Hampshire’s manufacturing firms.  All together, New Hampshire export and export related shipments support over 20 percent of manufacturing employment and represent over 20 percent of the value of all New Hampshire manufactures’ shipments.  These numbers may actually understate the importance of international trade for New Hampshire because they do not include non-manufacturing exports and products that are manufactured in New Hampshire and then sold to other companies that subsequently export them.


Given the importance of trade for New Hampshire, changes in the value of the dollar can have substantial effects on the overall New Hampshire economy through their effects on the competitiveness of New Hampshire companies.  In terms of New Hampshire export destinations, the exchange rates that most affect the competitiveness of New Hampshire companies are the Canadian dollar and the euro followed by the yen and the British pound (which tends to move with the euro as the U.K. is part of the European Union).


Presently New Hampshire exporters have a currency competitive advantage based on purchasing power parity exchange rates with respect to Euroland and Japan.  The Canadian dollar remains undervalued relative to the U.S. dollar but much less so than in 2001 and 2002.  Should China revalue its currency, New Hampshire firms would see an improvement in their currency competitiveness relative to China and their major Asian destinations – South Korea, Hong Kong, Thailand and Singapore.  


New Hampshire exporters tend to bill their foreign customers in dollars.  Consequently, they have little transaction exposure. However, this practice may be causing New Hampshire exporters to forego profits since the dollar has been depreciating in real terms since 2002.  Whether New Hampshire firms could have maintained local currency prices in terms of Canadian dollars and euros, though, requires more investigation into the nature of the products sold and the firms’ foreign and domestic competitors.   As long as the dollar continues to depreciate, the consequences of billing in dollars and ignoring exchange rate changes is not likely to create financial problems.  However, should the dollar begin to strengthen, the dollar billing strategy may need to be revisited.

Table 1

New Hampshire Exports by Country/Currency Region 1999 - 2004

A. Thousands of Dollars

	
	Year

	Country/Currency Area
	1999
	2000
	2001
	2002
	2003
	2004



	
	
	
	
	
	
	

	Canada
	608,462
	742,737
	593,892
	514,289
	505,982
	540,960

	Euroland/Euro
	461,883
	608,307
	506,186
	509,810
	455,092
	512,374

	Japan
	79,170
	145,483
	198,188
	126,756
	138,462
	200,572

	United Kingdom
	162,298
	213,447
	365,553
	163,542
	159,952
	167,254

	Other Asia
	338,796
	332,016
	320,555
	266,247
	334,261
	445,238

	Latin/South America
	142,893
	174,018
	246,538
	132,618
	145,858
	174,732

	Other Europe
	53,244
	80,169
	91,810
	62,757
	87,221
	102,826

	Australia/New Zealand
	23,190
	31,616
	26,543
	24,265
	37,558
	51,034

	Africa
	23,179
	6,318
	10,710
	18,702
	10,953
	21,855

	Mideast/Other
	36,650
	39,210
	41,056
	44,304
	56,076
	68,747

	Total
	1,929,763
	2,373,327
	2,401,032
	1,863,288
	1,931,412
	2,285,589


B. Percentage Distribution

	
	Year

	Country/Currency Area
	1999
	2000
	2001
	2002
	2003
	2004



	
	
	
	
	
	
	

	Canada
	31.53%
	31.30%
	24.73%
	27.60%
	26.20%
	23.67%

	Euroland/Euro
	23.93%
	25.63%
	21.08%
	27.36%
	23.56%
	22.42%

	Japan
	4.10%
	6.13%
	8.25%
	6.80%
	7.17%
	8.78%

	United Kingdom
	8.41%
	8.99%
	15.22%
	8.78%
	8.28%
	7.32%

	Other Asia
	17.18%
	13.51%
	12.93%
	13.64%
	16.86%
	18.69%

	Latin/South America
	7.40%
	7.33%
	10.27%
	7.12%
	7.55%
	7.64%

	Other Europe
	2.61%
	3.08%
	3.74%
	3.00%
	4.05%
	3.78%

	Australia/New Zealand
	1.20%
	1.33%
	1.11%
	1.30%
	1.94%
	2.23%

	Africa
	1.20%
	0.27%
	0.45%
	1.00%
	0.57%
	0.96%

	Mideast/Other
	2.44%
	2.43%
	2.22%
	3.40%
	3.82%
	4.51%

	Total
	100.00%
	100.00%
	100.00%
	100.00%
	100.00%
	100.00%


Source: Office of Trade and Industry Information (OTII), Manufacturing and Services, International Trade Administration, U.S. Department of Commerce

Table 2

Nominal Trade-Weighed Indices and Major Currency Exchange Rates: 1999 -2004

A. Nominal New Hampshire Trade-Weighted Indices (1999 = 100)

Increases in index values represent an increase in the value of dollar – an appreciating dollar.  Decreases represent a weakening or depreciation of the dollar.  Indices calculated using average yearly exchange rates.

	
	Year

	Currency/ Currency area
	1999
	2000
	2001
	2002
	2003
	2004



	U.S. Trade weighed Index
	100.00
	102.40
	107.89
	108.89
	102.06
	97.36

	New Hampshire Nominal Export Index
	100.00
	104.68
	109.81
	109.22
	100.04
	94.47

	Canadian dollar
	100.00
	99.96
	104.25
	105.63
	94.31
	87.57

	Euro
	100.00
	115.39
	119.00
	112.68
	94.10
	85.65

	Japanese yen
	100.00
	94.79
	106.89
	110.10
	101.94
	95.09

	British pound
	100.00
	106.70
	112.34
	107.63
	98.93
	88.23

	Other Asia
	100.00
	99.94
	103.28
	103.80
	102.18
	100.94

	Latin/South America
	100.00
	99.95
	108.44
	119.06
	128.48
	122.99

	Other Europe
	100.00
	108.80
	114.57
	109.10
	99.35
	97.05

	Australia/New Zealand
	100.00
	111.25
	124.98
	117.88
	97.88
	86.50

	Africa
	100.00
	108.32
	120.99
	120.83
	117.79
	109.05

	Mideast/Other
	100.00
	100.30
	104.56
	108.17
	110.84
	110.84

	OITP Index
	100.00
	100.30
	104.56
	108.17
	110.84
	110.84


B. Major Currency Exchange Rates

Foreign currency units per dollar (Yearly average)

	
	Year

	Currency
	1999
	2000
	2001
	2002
	2003
	2004

	Canada C$
	1.4857
	1.4851
	 1.5488
	1.5693
	1.4011
	1.3010

	Japan ¥
	113.73
	107.80
	121.57
	125.22
	115.94
	108.15

	United Kingdom £
	0.6184
	0.6598
	0.6946
	0.6656
	0.6117
	0.5456

	Euroland €
	0.9387
	1.0832
	1.1171
	1.0578
	0.8833
	0.8040


Table 3

Actual and Purchasing Power Parity Exchange Rates: 1999 - 2004

A. Actual Exchange Rates (Foreign currency units per U.S. dollar)

	
	Year

	Currency
	1999
	2000
	2001
	2002
	2003
	2004

	
	
	
	
	
	
	

	Canada C$
	1.4857
	1.4851
	1.5488
	1.5693
	1.4011
	1.3010

	Japan ¥
	113.7300
	107.8000
	121.5700
	125.2200
	115.9400
	108.1500

	United Kingdom £
	0.6184
	0.6598
	0.6946
	0.6656
	0.6117
	0.5456

	Euroland €
	0.9387
	1.0832
	1.1171
	1.0578
	0.8833
	0.8040

	Mexico MP
	9.5530
	9.4590
	9.3370
	9.6630
	11.2900
	10.7930

	Australia A$
	1.5494
	1.7197
	1.9346
	1.8392
	1.5328
	1.3578


B. PPP Exchange Rates  (Foreign currency units per U.S. dollar)

	
	Year

	Currency
	1999
	2000
	2001
	2002
	2003
	2004

	
	
	
	
	
	
	

	Canada C$
	1.1908
	1.2128
	1.1968
	1.1896
	1.2072
	1.2020

	Japan ¥
	162.0357
	155.4807
	149.5490
	145.5403
	139.5935
	134.8185

	United Kingdom £
	0.6440
	0.6405
	0.6317
	0.6279
	0.6367
	0.6408

	Euroland €
	0.8738
	0.8829
	0.8855
	0.8914
	0.8939
	0.8961

	Mexico MP
	5.6337
	6.1843
	6.3929
	6.7340
	7.0536
	7.2972

	Australia A$
	1.2970
	1.3235
	1.3361
	1.3516
	1.3644
	1.3885


Source: http://www.oecd.org

Table 4

A. Ratio of PPP Exchange Rate to Actual Exchange Rate

An index value of less than 100 means the dollar is overvalued relative to a specific currency.  An index value greater than 100 means the dollar is undervalued relative to a specific currency.  Overvalued means that U.S. exports are more expensive than would have been the case if PPP held and put the U.S. exporter at a currency competitive disadvantage.

	
	Year

	Currency
	1999
	2000
	2001
	2002
	2003
	2004

	
	
	
	
	
	
	

	Canada
	124.76
	122.45
	129.41
	131.91
	116.06
	108.24

	Japan
	70.19
	69.33
	81.29
	86.04
	83.06
	80.22

	United Kingdom
	96.02
	103.01
	109.96
	105.99
	96.08
	85.14

	Euroland
	107.43
	122.69
	126.16
	118.66
	98.82
	89.72

	Mexico
	169.57
	152.95
	146.05
	143.50
	160.06
	147.91

	Australia
	119.47
	129.94
	144.80
	136.08
	112.34
	97.79

	New Hampshire Trade Weighted Ratio
	114.94
	117.52
	120.04
	120.48
	107.34
	98.17


B. Ratio of PPP Exchange Rate to Actual Rate Indexed to 1999

	
	Year

	Currency
	1999
	2000
	2001
	2002
	2003
	2004

	
	
	
	
	
	
	

	Canada
	100.00
	98.15
	103.72
	105.73
	93.02
	86.76

	Japan
	100.00
	98.78
	115.82
	122.58
	118.33
	114.29

	United Kingdom
	100.00
	107.28
	114.51
	110.38
	100.05
	88.67

	Euroland
	100.00
	114.20
	117.43
	110.45
	91.98
	83.51

	Mexico
	100.00
	90.20
	86.13
	84.62
	94.39
	87.22

	Australia
	100.00
	108.76
	121.20
	113.91
	94.04
	81.85

	New Hampshire Trade Weighted Index
	100.00
	104.44
	110.65
	108.68
	96.15
	89.33

	U.S. Effective Exchange Rate Index
	100.00
	108.87
	118.42
	116.74
	102.61
	94.32


Appendix A

New Hampshire Exchange Rate Survey

1. Company name: _____________________________________________________________________

2. NH Zip code: _____________________________________________________________________

3. Please list your company’s major product lines or services

I. ________________________________________________________

II. ________________________________________________________

III. ________________________________________________________

4. Does your company sell (export) goods or services to firms outside the U.S.?

31/94 No, please go to question 17.

63/94 Yes

5. About how long has your company exported goods or services?

5/63   Periodically but not on a continuing basis

3/63   Less than 3 years

11/63 Between 3 and 10 years

42/63 More than 10 years

6. What percentage of your sales, including intra-company sales, are made to customers outside of the U.S.?

45/61 Less than 25%

14/61 26% to 50%

1/61  51% to 75%

1/61   More than 75%

7. Please list the top five countries where the export sales are made.

I.   Europe (57)

II.  Asia/India (35)

III. Canada (21) 

8. Do you bill any of your foreign customers (export sales) in dollars?

2/59   No, please go to question 10?

57/59 Yes

9. If yes, how do you set the foreign currency price?

51/57  Independently of the exchange rate and based on U.S. dollar prices and costs.

2/57   Adjust dollar price to meet local currency prices in foreign markets.

4/57   Other _________________________________________________

10. Do you bill any of your foreign customers (export sales) in foreign currencies?

46/56 No, please go to question 17

10/56 Yes

11. If yes, how do you set the foreign currency price?

1/10  Multiply dollar selling price by the foreign currency spot rate when the sale is made (Pass through all spot rate changes).

0/10  Multiply dollar selling price by the foreign currency forward rate for the date payment is due (Pass through all forward rate changes).

6/10 Set the foreign currency price largely on the basis of competitive conditions in the foreign market rather than dollar based exchange rate calculation (Pass through some or none of the exchange rate changes).

3/10 Other _________________________________________________

12. Do you ever hedge (lock in the dollar  value of ) sales (exports) denominated in foreign currency?

7/10 No, the firm does not hedge. (Please go to question 17)

1/10 No, a parent company manages foreign exchange rate exposure/ (Pease go to question 17)

2/10 Yes

13. If yes, how?  Please check all that apply.

2/2  Forward contracts

1/2 Option contracts

___ Futures contracts

___ Money market/balance sheet hedges

___ Other ________________________________________________________________________

14. What percentage of your foreign currency denominated sales is normally hedged?

1/2  Less than 25%

___ 25% to 50%

___ 51% to 75%

1/2 76% to 99%

___ Every time a sale is made

15. Do you ever hedge anticipated or projected foreign currency sales or expenses in contrast to existing contractual amounts (accounts receivable or payable) already on the books of the company?

1    Frequently

0     Seldom

1     Never

16. Does your bank require you to hedge foreign currency sales or payments as a condition of obtaining bank loans?

0     Frequently

0     Seldom

5     Never

17. Does your company buy (import) goods and services, including intra-company purchases, from firms outside of the U.S.?

34/92 No (Please go to question 27)

58/92 Yes

18. About how long has your company imported goods or services?

4/58   Periodically but not on a continuing basis

3/58   Less than 3 years

13/58 Between 3 and 10 years

38/58  More than 10 years

19. What percentage of your purchases of goods and services (imports) are made from firms outside of the U.S.?

36/56 Less than 25%

9/56   26% to 50%

8/56   51% to 75%

3/56    More than 75%

20. Please list the top three countries from where the purchases are made.

I.   Europe

II.  Asia

III. Canada, Mexico

21. Are you billed by your foreign suppliers in foreign currency?

31/56  Never (Please go to questions 27.)

14/56  Every time a purchase is made.

1/56     More than 50% of the time

10/56   Less than 50% of the time

22. Do you ever hedge (lock in the dollar value of) purchases (imports) denominated in foreign currency?

20/27 No. (Please go to question 27)

1/27   No, a parent company manages the exchange rate exposure. (Please go to question 27.)

6/27   Yes

23 If yes, please select all that apply.

3/6  Forward contracts

0/6  Option contracts

2/6  Futures contracts

0/6  Money market/balance sheet hedges

1/6    Other ________________________________________________________

24. What percentage of your foreign currency denominated purchases are normally hedged?

2/6  Less than 25%

3/6  25% to 50%

0/6  51% to 75%

1/6  76% to 99%

0/6  Every time a purchase is made.

25. Do you ever hedge anticipated or projected foreign currency expenses in contrast to existing contractual amounts already recorded on the books of the company?

0/6   Frequently 

0/6   Seldom

6/6   Never

26. Does your bank require you to hedge foreign currency payments as a condition of obtaining bank loans?

0/6  Frequently

0/6   Seldom

6/6   Never

27. Do you face competition in your U.S. markets from foreign competitors?

17/94 No. (Please go to question 29)

73/94 Yes

28 If yes, from what countries?

I. _________________________________________________________________

II. _________________________________________________________________

III. ________________________________________________________________

29. What were your total (domestic and foreign )2004 annual sales?

___  $250,000 - $500,000

___ $500,001 - $1,000,000

___ $1,000,001 - $5,000,000

___ $5,000,001 - $10,000,000

___ $10,000,001 - $25,000,000

___ $25,000,001 - $50,000,000

___ $50,000,001 - $100,000,000

___ Over $100,000,000

30. About how many people were employed in your company in 2004?   ____________________

31. Title/position of person completing the survey

32 Optional: Name and contact information of person completing the survey.

( Contact author: Phone: 603.862.3354, email � HYPERLINK "mailto:fred.kaen@unh.edu" ��fred.kaen@unh.edu�


This work was completed while John Becker-Blease was at the University of New Hampshire
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� “A Profile of U.S. Exporting Companies, 2000-2001,” U.S. Department of Commerce, Census Bureau, Foreign Trade Division, February 2003.
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