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It is widely recognized that the U.S. dollar (USD) is the
most commonly used invoice currency for Japanese
exports. We present new evidence that, in practice, most
Japanese firms invoice their exports in Japanese yen
(JPY). Specifically, smaller Japanese firms tend to choose
JPY-invoiced exports, while very large firms with global
production networks prefer to invoice in USD. Using
fixed-effect panel estimation, we show that intra-firm
and arm’s-length export transactions are invoiced
differently. Large Japanese firms typically export to
overseas subsidiaries in USD or the importer’s currency to
insulate them from exchange rate risk. Within their
global network, large firms tend to centralize group-wide
foreign exchange management through operational
hedging, offsetting USD-invoiced import payments with
export revenues. In contrast, smaller Japanese firms with
fewer overseas subsidiaries are unlikely to employ group-
wide foreign exchange management and are more likely
to opt for JPY-invoiced exports due to their limited
capacity for financial hedging.
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