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Abstract

This paper explores a tale of two neighboring oil exporters to evaluate the role of
exchange rate regimes in external adjustment. Transaction-level customs data from
two countries reveal that, unlike Colombian exporters under a floating exchange rate
regime, Ecuadorian exporters under full dollarization could not adjust export prices
to absorb negative external shocks during the 2014-16 oil price collapse, which was
accompanied by a substantial appreciation of the US dollar. Ecuadorian administra-
tive payroll dataset further provides evidence of downward nominal wage rigidity
induced by stringent minimum wage regulations, which explains the lack of inter-
nal devaluation in Ecuador. Moreover, we confirm that a combination of dollariza-
tion and the minimum wage policy eventually led Ecuadorian exporters to reduce
employment, especially through a decrease in hiring; the result was a prolonged eco-

nomic recession with rising unemployment.
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