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Overview



Challenges with exchange rate economics

Common view

e Imprecise estimates of “fair values”: rare clear
signs of over/undervaluations

e Exchange rates in the short run often
disconnected from fundamentals (while in the
long run and ex-post this Is more controversial)

 Relevant explanatory variables shift

e Exchange rates are asset prices, depending on
expectations



Importance of exchange rate economics




The international monetary system




Impact channels of the exchange rate

Competitiveness

« Theory:. Impact of exchange rate changes
depends on the structure of the
economies, (e.g. the degree of openness,
trade patterns)

« Empirical models offer a wide range of
estimates

Uncertainty

 There is some evidence of costs of high
exchange rate volatility in the long run




Trade patterns (in per cent of total exports)
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Extra-exports move with foreign demand
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Some factors dampening the impacts




Importance of regional integration in Europe




Importance of regional integration in Europe

Intra and extratrade, goods (Jan 1999=100)
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~OlICY response.

Macroeconomic stability is the ke

— The best way to provide boundaries to
exchange rate instability and minimise
global imbalances is to ensure sound
fundamentals

— Price stability as the guiding principle

— Every country must do its “homework” and
avold “excessive domestic or external
Imbalances” or “inflationary pressures” In
the medium run

— Structural reforms to make the economy
more resilient and flexible



Monetary Integration in Europe




Exchange rate regimes in EU neighbour




Challenges ahead



Concluding remarks
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