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 It is the price of foreign money.

 It is one of the five macroeconomic prices.

 It is the more strategic of the five 
macroeconomic prices.

 It is a central variable in ND together with the 
current account.



 The “level” of the interest rate, around which 
the CB makes its monetary policy, must be 
similar to the rich countries’ interest rate plus 
the country risk.

 The wage rate must grow with productivity.

 Inflation must be low.

 The profit rate must motivate companies to 
invest.

 The exchange rate must be competitive.



 When there is no Dutch disease the 
competitive exchange rate is the equilibrium 
exchange rate: the “current equilibrium”.

 When there is Dutch disease, the competitive 
exchange rate, is the “industrial equilibrium”.



 Besides determining

Imports, exports, and the inflation rate

 It determines

o The acquisitive power of wages,

o The acquisitive power of rentiers’ rents and 
rentiers’ wealth,

o The expected profit rate, 

o The investment rate, 

o And so, the growth rate.



 Two well-known determinants

o The interest rate differential (exogenous)

o The terms of trade (endogenous)

 Two additional determinants

o The value of the foreign money (endogenous)

o The current account balance (and the 
resultant net capital flows) (exogenous)



➢ The interest rate differential depends on 

o The rich countries’ average interest rates,

o The country risk,

o The CB’s monetary policy (exogenous).

➢ The terms of trade depend on

o The price of commodities (endogenous)

o (The price of manufactured goods is relatively 

stable in real terms) 



 Def.: The value of the exchange rate is the value that 
covers the costs plus reasonable profit of the goods 
mostly traded by the country.

 It depends on
o The variations of the costs and the productivity of the 

exported goods
o And the variations of the same goods abroad 
▪ Both resumed at each time in the variations of the 

Comparative Unit Labour Cost (CULC),
▪ And expressed in the Comparative Unit Labour Cost 

Index (CULCI) 
 The Value, which has a theoretical justification, 

replaces the Purchasing Power Parity (PPP), which is a 
mere comparison of goods.



 It is a determinant of the exchange rate 
because it determines the time-defined 
additional capital 

o Outflows - when the balance positive;

o Inflows – when the balance is negative (a 
deficit).



 Three types of countries according to CAB:
o The CAB varies around the current exchange rate 

equilibrium – it is endogenous.
o The CAB is usually a surplus
o The CAB is usually a deficit
 In the last two cases, the CAB is, necessarily, 

exogenous (policy-determined).
o Germany and the East Asian countries show 

usually current account surplus (to be more 
competitive).

o The US and the Latin American countries show 
usually current account deficits (to “grow with 
foreign savings and/or for populism).



 John Williamson defined the equilibrium 
exchange rate as the exchange rate that 
balances a current account deficit that does 
not implicate a rise in the foreign debt to GDP 
ratio.

 It is not an equilibrium exchange rate, much 
less a competitive exchange rate.

o It is an overvalued exchange rate. 
o It indicates an exchange rate that satisfies the 

local populists and the North, which is 
interested in exporting capitals. 





This lecture is based on the paper “The determination 
of the exchange rate” that I wrote with Eliane Araújo e 
Carmem Feijó. 

It counts with two econometric tests that reasonably 
confirm the theory.

It is now (July 2022) being submitted to a journal.


