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		Nominal exchange rates do not move to offset differences in inflation rates on a month to month, quarter to quarter, or even year to year basis, resulting in sizable real exchange rate changes. Are these changes predictable? We address this question in three ways. First, we describe a variety of tests of predictability and explain how the different tests are related. Next, we implement the tests for the U.S. dollar relative to four currencies and find statistically significant evidence that real exchange rate changes are predictable. Finally, we examine whether the predictability is of an economically interesting magnitude. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Cumby,  Robert E. and Huizinga,  John, The Predictability of Real Exchange Rate Changes in the Short and       Long Run (October 1990). NBER Working Paper No. w3468,  Available at SSRN: https://ssrn.com/abstract=1631146
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Robert E. Cumby (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Georgetown University - Department of Economics  ( email )

			

			
			
				
				
				
					580 Intercultural Center
Washington, DC  20057
United States
202-687-2990 (Phone)
202-687-6102 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						John Huizinga

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States
773-702-7272 (Phone)
773-702-2225 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       27

			

		
		
		
			Abstract Views

			      512

		

		
		
	


	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,251

                                    

                                    
                                        PAPERS

                                           32,626

                                    

                                

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              986

                                    

                                    
                                        PAPERS

                                           24,592

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        How Wide is the Border?

                        
                            By
                                
                                
                                    
                                    Charles M. Engel
                                     and 
                                
                                    
                                    John H. Rogers
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Perspectives on PPP and Long-Run Real Exchange Rates

                        
                            By
                                
                                
                                    
                                    Kenneth Froot
                                     and 
                                
                                    
                                    Kenneth Rogoff
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Accounting for U.S. Real Exchange Rate Changes

                        
                            By
                                
                                
                                    
                                    Charles M. Engel
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            A Panel Project on Purchasing Power Parity: Mean Reversion within and   between Countries

                            
                                By
                                    
                                    
                                        
                                        Jeffrey A. Frankel
                                         and 
                                    
                                        
                                        Andrew Kenan Rose
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Purchasing Power Parity in the Long Run

                            
                                By
                                    
                                    
                                        
                                        Niso Abuaf
                                         and 
                                    
                                        
                                        Philippe Jorion
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Convergence to the Law of One Price Without Trade Barriers or Currency Fluctuations

                            
                                By
                                    
                                    
                                        
                                        David C. Parsley
                                         and 
                                    
                                        
                                        Shang-jin Wei
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Potential Pitfalls for the Purchasing-Power-Parity Puzzle? Sampling and Specification Biases in Mean-Reversion Tests of the Law of One Price

                            
                                By
                                    
                                    
                                        
                                        Alan M. Taylor
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            International Capital Mobility and Crowding Out in the U.S. Economy:  Imperfect Integration of Financial Markets or of Goods Markets?

                            
                                By
                                    
                                    
                                        
                                        Jeffrey A. Frankel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Explaining the Border Effect: The Role of Exchange Rate Variability, Shipping Costs, and Geography

                            
                                By
                                    
                                    
                                        
                                        David C. Parsley
                                         and 
                                    
                                        
                                        Shang-jin Wei
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	

