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Fundamental Factors for Real Exchange Rate

Abstract 

This paper examines the factors that determine the long-term real exchange rate.  Is the real 

exchange rate a stationary variable (fixed and lacking a time trend), as uniform price theory 

assumes, or does it depend on long-term factors, particularly on relative productivity 

(Samuelson (1964) and Balassa (1964))?  We examined the change in the real exchange rate 

during a long period of three decades in a broad panel of countries, and found that the 

correlation between it and between the change in per capita GDP (which is a proximate 

estimation of the change in relative productivity) is derived solely from the poor countries.  A 

further examination, relating to a smaller number of countries and a shorter time frame, did 

not find a correlation between the development of the exchange rate and the development of 

the two direct indices of relative productivity: 1) relative manufacturing productivity in 

relation to overall productivity in the economy; and 2) the technological sophistication of 

goods exports.  Integration-line tests found that the exchange rate is a stationary variable, and 

that shocks to the exchange rate are less persistent than shocks to per capita GDP.  An 

estimation of panel data using the Arellano Bond method, which designed to deal with the 

high serial correlation of the exchange rate and the problem of endogeneity between it and per 

capita GDP, finds that the correlation between the two variables in the panel data reflects the 

short-term development (correlation over the course of the business cycle) and that there is no 

correlation between the two over the long term. 
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)0.0038(  

]76[  

0.0076**  

)0.0034(  

]57[  

0.0062  

)0.0046(  

]42[  

0.0093*  

)0.0049(  

]55[  

0.0054  

)0.0061(  

]43[  

0.0073  

)0.0044(  

]42[  

0.0078**  

)0.0034(  

]77[  

0.0058  

)0.0036(  

]78[  

0.0078  

)0.0048(  

]58[  
��$��������


�#�����
-����.  

0.0109 -***  

)0.0039(  

]80[  

0.0067 -*  

)0.0036(  

]80[  

0.0070 -*  

)0.0035(  

]58[  

0.0057 -  

)0.0039(  

]67[  

0.0074 -  

)0.0049(  

]56[  

0.0091 -  

)0.0071(  

]44[  

0.0052 -  

)0.0039(  

]43[  

0.0047 -  

)0.0034(  

]80[  

0.0022 -  

)0.0051(  

]80[  

0.007 -  

)0.005(  

]60[  
�	�&��������

�#�����
������

-����.  

0.0173 -***  

)0.0039(  

]79[  

0.0124 -***  

)0.0037(  

]79[  

0.0096 -***  

)0.0033(  

]57[  

0.0125 -***  

)0.0044(  

]66[  

0.017 -***  

)0.0045(  

]55[  

0.0167 -***  

)0.0053(  

]43[  

0.0131 -***  

)0.004(  

]42[  

0.0129 -***  

)0.0035(  

]79[  

0.009 -***  

)0.0039(  

]79[  

0.012 -***  

)0.0044(  

]59[  
�	������/
�$�

���/������%���
�#����
-����.  

0.041 -  

)0.0036(  

]80[  

0.0041 -  

)0.0031(  

]80[  

0.0055 -  

)0.0041(  

]58[  

0.0035 -  

)0.0034(  

]67[  

0.0045 -  

)0.0033(  

]56[  

0.0043 -  

)0.0039(  

]44[  

0.0047 -*  

)0.0025(  

]43[  

0.0051 -*  

)0.0028(  

]80[  

0.0077 -**  

)0.0038(  

]80[  

0.0043 -  

)0.0032(  

]60[  

�#������#������
��
��.-��  

0.0023  

)0.0021(  

]77[  

0.0006  

)0.0019(  

]77[  

0.0013  

)0.0022(  

]58[  

0.0008  

)0.0020(  

]64[  

0.0005  

)0.0020(  

]55[  

0.0043  

)0.0038(  

]43[  

0.0010  

)0.0016(  

]42[  

0.0003  

)0.0018(  

]78[  

0.0011 -  

)0.002(  

]79[  

0.0013  

)0.002(  

]58[  
�#�������������
��

-����.  
0.0021  

)0.0022(  

]77[  

0.0012  

)0.0019(  

]77[  

0.0039  

)0.0024(  

]58[  

0.0008  

)0.0021(  

]64[  

0.0010  

)0.0021(  

]55[  

0.0038  

)0.0035(  

]43[  

0.0013  

)0.0017(  

]42[  

0.0015  

)0.0019(  

]78[  

0.0013  

)0.0024(  

]79[  

0.002  

)0.002(  

]58[  
������������ �

����������#������

�#���  

0.0012  

)0.0011(  

]77[  

0.00045  

)0.0099(  

]77[  

0.0014  

)0.0012(  

]58[  

0.0004  

)0.0011(  

]64[  

0.0004  

)0.0010(  

]55[  

0.0022  

)0.0019(  

]43[  

0.0006  

)0.0008(  

]42[  

0.00046  

)0.0009(  

]78[  

7.4e-06  

)0.0012(  

]97[  

0.0009  

)0.001(  

]58[  
�����$������


��#�����
���
���������.

-%���  

0.0163 -***  

)0.0036(  

]68[  

0.0079 -**  

)0.0038(  

]68[  

0.0134 -***  

)0.0047(  

]54[  

0.0077 -*  

)0.0041(  

]56[  

0.0143 -**  

)0.0055(  

]47[  

0.0140 -**  

)0.0066(  

]36[  

0.0159 -**  

)0.0070(  

]36[  

0.0077 -**  

)0.0033(  

]68[  

0.015 -***  

)0.005(  

]70[  

0.011 -**  

)0.005(  

]50[  

���������$����
-����.  

0.0126  

)0.0101(  

]46[   

0.0117  

)0.0096(  

]46[  

0.0094  

)0.0097(  

]37[  

0.0081  

)0.0104(  

]37[  

0.0170  

)0.011(  

]43[  

0.0193*  

)0.011(  

]37[  

0.0124  

)0.009(  

]32[  

0.007  

)0.009(  

]46[  

0.0085  

)0.009(  

   ]48[  

0.0127  

)0.010(  

]42[  
�����&������

�$�������

��

�����.����
���
-%���  

0.0067 -  

)0.0046(  

]79[  

0.0036 -  

)0.0040(  

]79[  

0.0025 -  

)0.0041(  

]58[  

0.0048 -  

)0.0043(  

]66[  

0.0056 -  

)0.0055(  

]56[  

0.0078 -  

)0.0059(  

]44[  

0.0017 -  

)0.0048(  

]43[  

0.0048 -  

)0.0034(  

]79[  

0.0057 -  

)0.0037(  

]80[  

0.007 -  

)0.005(  

]59[  

������-
���
.������
-����.  

0.0011 **

)0.0005(  

]65[  

0.0006 

)0.0005(  

]65[  

0.0001 

)0.0007(  

]47[  

0.0008

)0.0005(  

]54[  

0.0005

)0.0006(  

]44[  

0.0019 -

)0.0015(  

]32[  

0.0008 *

)0.0004(  

]31[  

0.0006

)0.0005(  

]66[  

0.0003

)0.0009(  

]67[  

0.0000 - 

)0.0011(  

]46[  

����
�/�&�.M2�-
������.��#����
-%������
����  

0.0019*  

)0.0010(  

]71[  

0.00001  

)0.0011(  

]71[  

0.00009  

)0.0008(  

]51[  

0.00065  

)0.0013(  

]60[  

0.0006 -  

)0.0011(  

]48[  

0.00008  

)0.0012(  

]37[  

0.00009 -  

)0.0009(  

]35[  

0.00039  

)0.0011(  

]71[  

0.0002  

)0.001(  

]72[  

0.0001 -  

)0.0011(  

]51[  
��
��
������������


.��#�����������������
-%������
����  

0.0020***  

)0.0007(  

]78[  

0.0003  

)0.0008(  

]78[  

0.0002  

)0.0006(  

]58[  

0.0004  

)0.0009(  

]65[  

0.0003 -  

)0.0008(  

]55[  

0.0007 -  

)0.0009(  

]44[  

0.0001  

)0.0007(  

]42[  

0.0004  

)0.0008(  

]78[  

0.0002  

)0.001(  

]79[  

0.0002  

)0.0008(  

]58[  
�����������


�%'
����#���������
.����
����������

-%���  

0.0023***  

)0.0008(  

]78[  

0.0002  

)0.0009(  

]78[  

0.00027  

)0.0007(  

]58[  

0.00048  

)0.0011(  

]65[  

0.00002 -  

)0.009(  

]55[  

0.0003  

)0.001(  

]44[  

0.0043 

)0.0008(  

]42[  

0.0006  

)0.0009(  

]78[  

0.0006  

)0.0012(  

]79[  

0.0004  

)0.0009(  

]58[  

�����

���


�������������
�  

0.0926  

)0.1038(  

]81[  

0.186**  

)0.0888(  

]81[  

0.137*  

)0.0816(  

]58[  

0.218**  

)0.109(  

]68[  

0.163  

)0.102(  

]57[  

0.075  

)0.125(  

]44[  

  

 --  

0.140  

)0.085(  

]81[  

0.204*  

)0.103(  

]82[  

0.163  

)0.098(  

]60[  
���%
�����

���



���������
�  
0.084 -  

)0.104(  

]81[  

0.084 -  

)0.089(  

]81[  

0.047 -  

)0.097(  

]58[  

0.072 -  

)0.069(  

]68[  

0.149 -  

)0.093(  

]57[  

  

 --  

0.0913 -  

)0.0815(  

]44[  

0.078 -  

)0.084(  

]81[  

0.083 -  

)0.103(  

]82[  

0.215 -  

)0.004(  

]60[  
�����

���



������  
0.32 -***  

)0.076(  

]81[  

0.148 -*  

)0.086(  

]81[  

0.101 -  

)0.085(  

]58[  

0.153 -  

)0.0967(  

]68[  

  

 --  

  

 --  

  

 --  

0.124 -  

)0.082(  

]81[  

0.148 -  

)0.100(  

]82[  

0.215 -**  

)0.107(  

]60[  

.��� ��� ���� ��	  
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��,"� �

��������������
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��,"� �

��������������
"!�+� �

�������,"� �

���
������������
�!4�3����������&����
.�,��
������

������-  

0.0084 -  

)0.0083(  

]81[  

0.0071  

)0.0077(  

]81[  

0.0037  

)0.0075(  

]58[  

0.0126  

)0.0087(  

]68[  

0.0032 -  

)0.0127(  

]57[  

0.0018  

)0.015(  

]44[  

0.0035 -  

)0.011(  

]44[  

0.0093  

)0.0078(  

]81[  

0.0032  

)0.0107(  

]82[  

0.0047  

)0.010(  

]60[  

���
�������������!�
��$
�����������&����
.����-  

0.069***  

)0.0160(  

]81[  

0.0326*  

)0.0182(  

]81[  

0.0365**  

)0.015(  

]58[  

0.0306  

)0.019(  

]68[  

0.0255  

)0.0197(  

]57[  

0.0385  

)0.031(  

]44[  

0.0192  

)0.015(  

]44[  

0.0334*  

)0.0182(  

]81[  

0.0369  

)0.024(  

]82[  

0.025  

)0.019(  

]60[  
���
�������������

�����4�3�
��,��
��������&��

������  

0.0062 -  

)0.0079(  

]81[  

0.0102 -  

)0.0068(  

]81[  

0.0093 -  

)0.0066(  

]58[  

0.0146 -*  

)0.0076(  

]67[  

0.0059 -  

)0.0115(  

]57[  

0.0108 -  

)0.015(  

]44[  

0.0054 -  

)0.010(  

]44[  

0.0116 -*  

)0.0067(  

]81[  

0.0082 -  

)0.0094(  

]82[  

0.009 -  

)0.009(  

]60[  

���
�'�������&����
���$��.�-�����  

0.1959 -***  

)0.066(  

]81[  

0.0185 -  

)0.073(  

]81[  

0.2866 -**  

)0.116(  

]58[  

0.02613 -  

)0.076(  

]68[  

0.0136 -  

)0.075(  

]57[  

0.038 -  

)0.081(  

]44[  

0.0224  

)0.059(  

]44[  

0.0469 -  

)0.102(  

]81[  

0.225 -  

)0.185(  

]82[  

0.034 -  

)0.073(  

]60[  
��$��������


��$#�

������
���������

���

-����.  

0.0055  

)0.0052(  

]77[  

0.0042  

)0.0045(  

]77[  

0.0068  

)0.0044(  

]57[  

0.0026  

)0.0054(  

]64[  

0.0059 -  

)0.0070(  

]53[  

0.0014 -  

)0.0106(  

]41[  

0.0003  

)0.0059(  

]40[  

0.0049  

)0.0042(  

]77[  

0.0037  

)0.0065(  

]78[  

0.0039  

)0.0061(  

]57[  

����
��	�������
����
��%����������.

-�#��  

0.00008  

)0.0008(  

]41[  

0.00034 -  

)0.00085(  

]41[  

0.0018***  

)0.0005(  

]32[  

0.0003 -  

)0.0010(  

]37[  

0.00015 -  

)0.009(  

]37[  

 --   --  0.00007  

)0.0008(  

]41[  

0.0004 -  

)0.0010(  

]41[  

0.0002 -  

)0.0009(  

]35[  
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