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Difference in Trade Pattern due to the Exchange Rate System
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Using Compnet data on firm size distribution of 15 UE countries over the
past two decades, we show that the persistence of the current account is reduced when the exchange
rate is more volatile and the dispersion of firm size distribution is smaller. We build an o?en
economy dynamic model with firm heterogeneity and wage rigidity to rationalize this empirica
finding. We find that the current account dynamics is sensitive to the dispersion of firm size as
well as the conduct of monetary policy. The economy with lower firm dispersion tend to show a less
persistent current account as the trade dynamics is driven by a larger turnover of firms in the
exporting market.

Moreover, monetary policy can dampen current account imbalances through the stabilization of output
gap following a simple Taylor rule. We show that the current account persistence is further reduced
by such monetary policy in an economy where the firm size distribution is less dispersed.
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