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2 Abstract 

 

 

This paper is written to address the problem of having floating or fixed exchange rates. My 

results showed that between 2008 and 2009, having a free floating exchange rate actually 

worsened the percentage change in GDP per capita by -2.58331 %. On the other hand, a 

second regression analysis estimated that a floating exchange rate increased the percentage 

change in GDP per capita between 2008 and 2009 by 2.8914 %.  

 

The estimate was not however statistically significant at any of the standard significance 

levels.  

 

By taking the two extremes perhaps one could investigate a superior exchange rate regime 

in terms of protecting against global economic crisis. Many countries have chosen to adopt a 

managed floating instead but these were not looked at very thoroughly in the paper.    
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3 Introduction 

 

The purpose of this paper is to investigate what currency exchange rate regime is preferable in 

terms of guarding against economic shocks. I will use fixed exchange rates and free floating 

exchange rates (which will be referred to as just floating exchange rates from now  on), to 

compare how well different countries with either regimes fared in the years 2008-2010, in the 

midst of the global financial crisis.  

  

The Mundell-Fleming model of a small open economy will be the primary theory of interest. 

More on this will be explained in the theoretical section. Data will be collected and put 

together by myself, primarily from The World Data Bank.  

 

The hypothesis is that countries with floating exchange rate regimes will have better 

possibilities to protect its economy against global recessions. If this is the case, this would 

indicate that the Mundell-Fleming model could be applied in the real world as well and not 

only in theory.  Otherwise there might just be a theoretical advantage in having a floating 

exchange rate regime in the ability to stimulate the economy in recessions.  

 

This topic is very interesting because there are many views on what exchange rate regime to 

adopt. A fixed one, such as in the euro zone does make it easier for trade to take place and for 

prices to converge, whilst a floating exchange rate does have its up and downs in terms of 

relative nominal prices. This can affect trade and this is what the Mundell-Fleming model will 

explain.  

 

I have chosen to only look at the latest economic crisis during 2007-2010 to narrow the field 

of study down to one time period. The hope is that even though I only look at one economic 

crisis, it will still be applicable for other similar scenarios and future crisis. 

 

After a good run through of the necessary theory, a regression analysis will be conducted 

using econometrical methods. Hopefully this paper will contribute to the ongoing debates on 

floating or fixed exchange rates.   

 

Dicksam Man 

May 26, 2015 
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4 Previous Studies 

 

In this section, we will have a look at some previous studies carried out by other students and 

researchers and look a little bit into what conclusions and angles of approaching the question 

they have intended to answer.  

 

In 2011, Carl-Otto Berg at Lund University intended to find out whether a fixed or nominal 

exchange rate is to be preferred. It was primarily based upon four eastern European countries: 

Estonia, Lithuania, Poland and Hungary. His hypothesis was that floating exchange rates had 

the ability to use monetary policy in order to stimulate the economy in difficult times. This 

study was based on the widely recognized Mundel-Flemming model. The author looked at 

several variables to answer the question.  

 

His findings were that countries with floating exchange rates could more easily and quickly 

stabilize its economy than can countries in a fixed exchange rate regime or a common 

currency union. Although he also mentioned that export didn’t increase significantly due to 

monetary stimulus. An interesting note was that the short term benefits of a floating currency 

were to be weighed against the long term benefits of membership in EMU in his conclusive 

words.  

 

In 2011, Jennie Bardosson and Linnea Ingebrand at Linköping University wrote a thesis on 

the exchange rates importance for foreign trade. Germany, as the EMU representative country 

was compared to Sweden. The time periods of the study was comprised of the two economic 

crisis experienced in the beginning of the 21
st
 century.  

 

The results were surprising as the nominal exchange rate had no major effect for foreign trade 

in the countries of interest. Jennie and Linnea also assumes that Swedish foreign trade is not 

likely to suffer from being out of the European Monetary Union. This is a direct opposition to 

research done by Flam.  

 

The theory was based on the Gravitational model of the size of trade, the law of one price, the 

purchasing power parity, and interest parity.  

Anh Mai Thi Van wrote his master thesis in Economics in 2011. His paper, which is called 

The Effects of Exchange Rate Volatility on Export, also compares Sweden and Germany. 
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This particular text concerns how the export has changed in response to the exchange rate 

volatility in 2000 and in 2006. Using an Auto Regressive Distributed Lag model, the author 

found that in the short term, the exchange rate had significant impact on export whilst in the 

longer run the effects were not as clear.  

 

In the summary, the author wrote that exchange rate volatility did decrease export because of 

uncertainty of the valuation of the currencies and thus could lead to losses due to the 

exchange rate. In the longer run, because companies which deal with foreign trade have a 

greater ability to hedge against currency losses by using forward exchange rates and similar 

techniques. It would be very interesting to investigate further and see if exchange rate 

volatility affects smaller exporting companies or larger ones the same amount because smaller 

ones would probably have less hedging possibilities in form of human capital.  
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5 Fundamental Theory 

 

5.1 Basic Understanding of Exchange Rates 

 

It is crucial to have a solid understanding of how exchange rates work in order to provide the 

reader with the necessary understanding from the beginning of this paper. In this short section 

all essential information about this topic will be covered.  

 

The exchange rate between two currencies is in the most basic form the way of quoting how 

many units of one currency is in the other currency. We will call “our” currency the domestic 

currency and the “other” currency the foreign currency. There are two equivalent ways of 

quoting the exchange rate. The direct exchange rate quotes how much of foreign currency is 

in one unit of domestic currenc, e.g 0,109 EUR/SEK. The indirect exchange rate instead 

quotes how many units of domestic currency is in one unit of foreign currency, e.g. 9,15 

SEK/EUR. These two different ways of quoting also are known as the American way (direct 

exchange rate) and the european way (indirect exchange rate). 

 

 

Figure 1. The spot rate is quoted in the direct way in the view of the sterling (pound). 
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Figure 2. It displays the indirect quotation. Bangkok Bank quotes at what rate it sell foreign 

currency and how much they charge for one unit of the foreign currency. This is the indirect 

quotation. 

 

Moving on, in everyday jargon, we say that a currency has strengthened compared to some 

other currency. This is called an appreciation, where the domestic currency buys more 

foreign currency or it takes less domestic currency to buy one unit of foreign. The opposite of 

an appreciation is depreciation where the currency weakens in relation to another one. In this 

case the weakened currency buys less foreign currency and it takes more of the depreciated 

currency to buy the other currency. It is also imperative that if one currency appreciates in 

relation to another one the other currency must depreciate.  

 

A fixed exchange rate regime is one where one currency is held at a fixed rate against some 

other currency. An example is the Hong Kong dollar which is pegged(fixed) against the US 

dollar at 7.75-7.85 HKD per USD
1
 . This is achieved by the central bank of the economy, 

which stands ready to buy and sell the currencies at this rate.  

 

When a currency is held fixed at a specific rate against another currency the first currency is 

said to be pegged to the other. If we use the above example of 7.75-7.85 HKD/USD, we can 

                                                
1 http://www.investmentfrontier.com/2013/02/19/investors-list-countries-with-fixed-currency-exchange-rates/ 
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also imagine situations where it would be of interest to change this ratio for one time only. 

Such onetime changes (infrequent changes) are called revaluations and devaluations. A 

revaluation is the case if Hong Kong would announce their intentions and carry out the 

action of strengthening its currency to let’s say 7 HKD/USD. A Devaluation is a permanent 

weakening of the currency, e.g. 8 HKD/USD.   

 

As decribed in last paragraph, the essence is that the central bank or government of the 

country has announced its intentions to fix its currency at a determined rate against some 

other currency, usually it is one of the most common currencies such as the dollar or euro. 

The Central Bank will then stand ready to buy the domestic currency at the specified rate. An 

example is if a domestic currency, let’s call it lava, was to be pegged at one lava for one 

dollar. Then if a seller would like to sell their lava, then the Central Bank would give the 

seller one dollar for each lava.  

 

A potential problem with this process is that even the central bank can run out of the foreign 

currency which it is pegged against, in this example the dollar. If this happens it will have to 

abandon the fixed exchange rate and the lava would lose value. To avoid this one way is to set 

up a currency board. This is an arrangement in which the Central Bank has enough foreign 

currency reserves so that it won’t run out of it. So if there is 15 million lava in circulation, the 

currency board would require a 15 million dollar in reserves.  

 

Currency boards removes the possibility of speculative attacks, in which the domestic 

currency depreciates due to investors pessimistic forecasts of a continued fixed exchange rate.  

 

The opposite is to the fixed exchange rate is a floating currency. In this regime, the currency 

is allowed to fluctuate and is affected by changes in the macro field and by supply and 

demand. We will later see that countries with floating exchange rate regimes can utilize this to 

an advantage in order to stimulate the economy.  

 

To add on this, there is a hybrid currency regime which is denoted a managed floating. Here 

the currency is not fixed by government but are neither allowed to fluctuate freely purely due 

to market interactions. Free floating currencies will hereafter be called just floating exchange 

rates and floating currencies. 
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Figure 3. A graph which plots the change in the EUR/GBP exchange rate over time. 
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5.2 The Impossible Trinity 
 

 

This concept consists of a country adopting either point a, b or c on the sides of the triangle. If 

it chooses point a it will have access to free capital flows and a fixed exchange rate. Point b 

has free capital flows and a sovereign monetary policy (independent monetary policy). The 

Peoples Republic of China is an example of point c where they have a fixed exchange rate and 

a sovereign monetary policy. Common to all points is that they have to give up the option of 

the opposite corner. So point a can’t have a sovereign monetary policy, point b can’t have a 

fixed exchange rate, and point c can’t have free capital flows.  

 

 

Figure 4.  Example of a: Hong Kong,  b: United States, c: China 

 

 

 

 

 

 

 

 

 

 



12 

 

6 Main Theories 

 

6.1 The IS-LM model 
 

 

The IS-LM consists of two parts. Firstly the IS part which stands for Investment-Savings, and 

the LM part, liquidity and money supply.  

 

In figure 5, the IS curve is derived from the equilibrium in the goods market. E is expenditure 

which is equal to private consumption, Investment and government spending. The IS curve 

relates a change in interest rates to income. At B, i1 < i0 , this increases investment because 

borrowing money is cheaper. This also increases expenditure as explained by the equation. 

The IS curve is thus downward sloping. 

 

 

 
 

 

 

Figure 5. Derviation of IS curve 

 

From the equilibrium in the goods market equation one can see that a shift in the IS curve is 

achieved by changes in exogenous variables, i.e. not i and not Y. For instance, a higher tax 

rate will shift the IS curve inwards. Given a specific interest rate level, Y will be lower due to 

lower consumption. A shift can also come from changes in public spending.  



13 

 

LM stands for “Liquidity Preference – Money Supply” 
2
. Its equation is as follows: 

 

 
 

Money equals nominal income multiplied by a liquidity function which is inversely related to 

the interest rate. If one divides both sides with the price level, P, the real money supply and 

real money demand is acquired.  

 

 

 

 

 

Figure 6. Derivation of LM curve 

 

From the relation above, if income increases an increase in interest rates will induce people to 

hold less money, or exactly the amount which is supplied. This is accomplished by an 

increase in interest rates. The LM curve is therefore upward sloping. In figure 6 we see this 

relation. Because people earn more, their income increases, they will have a higher demand 

for money at each interest rate, so a higher interest is needed to induce people to save their 

money and the new interest equilibrium in the market is higher than before.  

                                                
2 http://en.wikipedia.org/wiki/IS%E2%80%93LM_model 
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 Figure 7. IS curve and LM curve intersect at equilibrium interest rate and income 

 

Figure 7 show that where the Goods market and money market is in equilibrium, interest rate 

and income will be set at the intersection. Shifts in the IS or LM curves are achieved by 

changes in exogenous variables.  
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6.2 The Mundell-Fleming Model 

 

The Mundell-Fleming model, named after Robert Mundell and Marcus Fleming, is probably 

the most recognized model of relating exchange rates to output. This will be the primary 

theory of  this paper 

 

In the previous section the IS-LM model was explained. It is good to have a firm grasp of it 

before moving on to the Mundell-Fleming model. The main difference is that the latter aims 

to explain how changes in the exchange rate affect income. The original IS-LM model is also 

a model which is done for a closed economy where the Mundell-Fleming model is also 

referred to a small open economy. They will thus behave differently. 

 

 

 

Figure 8. Mundell-Fleming small open economy model 

 

In the goods market, when we have an increase in e, i.e. an appreciation. It leads to lower net 

exports due to higher prices for foreign importers of domestic goods. This lowers income. 

Therefore the IS* curve in the Mundell-Fleming model is downward sloping. In figure 8 we 

see this relation of the downward sloping curve.  
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In the money market, M/P = L(r*, Y). The world interest rate is by assumption fixed and 

therefore income will always equal the equilibrium at which r = r* intersects LM. In the 

above representation LM* is not affected by the exchange rate and therefore it is a vertical 

line.  

 

6.2.1 Floating Exchange Rates 

 

In a floating exchange rate regime, the exchange rate is set by market forces. It will fluctuate 

with economic conditions and policies carried forth. Applying the small open economy 

model, one can explain changes in the exchange rates in terms of changes to fiscal and 

monetary policies.  

 

For instance, assume that the government increases its spending or lower tax rates. This is in 

economic terms denoted a fiscal expansion. The IS*-curve will then shift outwards and 

appreciate the domestic currency. Why? Some of the increased spending will increase 

domestic income and output. This will in the usual manner increase demand for money given 

a specific interest rate. Because the money supply is fixed, the conclusion would be drawn 

that interest rates would increase to offset the increase in income. However, in the open 

economy model the interest rate is set at r*. If the domestic interest rate was to increase 

foreign capital inflow would occur, because a higher return is achieved here. Increase in 

capital inflow will push the domestic interest rate back to r. Because foreign investors would 

need to buy domestic currency as well, this will appreciate the domestic currency.  
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Figure 9. a shift outwards of IS* leads to an appreciation of the domestic currency. 

 

How can monetary policy affect the exchange rate? To answer this question let’s look at 

figure 10, a monetary expansion. This represents an outward shift of the vertical LM*-curve. 

This puts downward pressure on the domestic interest rate so investors seek higher returns 

elsewhere in the rest of the world. Converting domestic currency for foreign currency will 

depreciate the domestic currency as demand for it decreases.  

 

 

  

Figure 10. Monetary expansion. 
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6.2.2 Fixed exchange rates 

 

When a country adopts a fixed exchange rate regime, its central bank stands ready to buy and 

sell the currencies at a specified rate. The exchange rates can’t be higher or lower for long. If 

it would, arbitrage opportunities would appear which would drive the exchange rate back to 

the fixed rate.  

 

A fiscal expansion will shift the IS* curve outwards. An appreciation of the domestic 

currency is wiped out by an increase in the money supply by the central bank. The exchange 

rate is therefore held constant at its fixed rate but output is now higher than before the fiscal 

expansion.  

 

In figure 11, a fiscal contraction first shifts the IS* curve to the left to IS’. Downward pressure 

on the exchange rates will occur if monetary policy isn’t used to accommodate the 

contraction. A monetary tightening will be used to keep the exchange rate at FE, thus LM* 

will shift inwards to LM’. 

 

 

  

Figure 11 
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When the central bank uses a monetary expansion it puts downward pressure on the exchange 

rate. The money supply has to decrease again to hold the exchange rate at its fixed level. 

Therefore in a fixed exchange rate regime, the central bank cannot adjust its exchange rate, 

and monetary policy is rendered useless as a policy by itself.  
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7 Empirical Methods   

 

7.1 Single Linear Regression Analysis  

 

To test some of the theories and models explained in the previous sections I will set a linear 

regression model in which I test whether countries with floating exchange rates has benefited 

from actually having the advantage of being able to depreciate their currency in order to make 

domestic goods cheaper in comparison to foreign equivalent goods. This would according to 

the Flemming-Mundel model make it possible for a country to increase exports from a 

depreciation of domestic currency.  

 

The single linear regression model is stated as the following: 

 

 

 

 

 

 

 

 

 

 

 

The percentage change in GDP per capita 

between 2008-2009. Calculated by the 

change  in GDP/capita divided by original 

GDP/capita. 

This is the dummy variable of interest. It 

takes the value 1 if it is a floating exchange 

rate regime and 0 if it is not. We would like 

to test for the coefficient on FLOATING, i.e. 

b.  

 

*Data for the regression analysis can be found at page 29-30 
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The reason for this test is to see if a floating exchange rate did positive effects on the 

percentage change in GDP per capita between 2008 and 2009 in comparison to countries who 

had fixed exchange rates.  

 

The values from the regression came back as following: 

 

 Estimate Std. Error t-value Pr(>|t|) Punkt E 
Intercept ( a ) -5.392 2.708 -1.991 0.0528  
Coefficient on Floating ( b ) -4.181 4.690 -0.891 0.3777  

 

 

For the test as a whole: 

 

Multiple R
2
 = 0.01814 

 

Adjusted R
2
 = -0.004691 

 

p-value =  0.3777 

 

 

The best OLS estimate of the coefficient on the variable Floating was -4.181. This means that 

on average, when a country is employing a floating exchange rate, it will result in -4.181 % 

change in GDP per capita as opposed to if it is a fixed exchange rate. This is not coherent with 

the some of the theories described in this paper. The significance of this single regression is 

not of great reliability as it is subjected to the dummy variable trap.  
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7.2 Multiple Regression Analysis I 

 

We would also like to see what happens when we hold some other variables constant. These 

have been chosen to be the unemployment rate in 2008 and the budget surplus/deficit in 2008. 

Because a high unemployment rate would indicate increased difficulty to achieve good GDP 

growth and a higher budget surplus is beneficial in global economic crisis because they are 

often triggered by excessive debts.  

 

Due to some entities not having budget status records available for 2008 at the Data World 

Bank, some entities had to be removed for this multiple regression. It consists of four 

variables with 30 observations each. The red coloured country names are not included in this 

regression. 

 

 

 

 

 

 

 

 

 

 

   

The percentage 

change in GDP per 

capita between 2008-

2009. Calculated by 

the change  in 

GDP/capita divided 

by original 

GDP/capita. 

This is the dummy 

variable of interest. It 

takes the value 1 if it 

is a floating 

exchange rate regime 

and 0 if it is not. We 

would like to test for 

the coefficient on 

FLOATING, i.e. b. 

This variable is the 

unemployment, 

which as usual is the 

unemployed as a 

percentage of the 

total labor force. This 

variable is measured 

in 2008.  

Cash surplus or 

deficit measured as a 

percentage of GDP. 

This data is also 

taken from 2008.  
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 Estimate Std. Error t-value Pr(>|t|)  

Intercept  -5.48360 4.92726 -1.113 0.27593  
FLOATING -2.58331 4.74832 -0.544 0.59104  
UNEMPLOYMENT 0.09149 0.44333 0.206 0.83811  
BUDGET -1.28634 0.37151 -3.462 0.00187  
      
 

For the test as a whole: 

 

Multiple R
2
 = 0.3263 Adjusted R

2
 = 0.2486 p-value = 0.01504 

 

 

Looking at these estimates we can see that the estimate of . However, even at 

significance level of 0.1, we can’t refute that this estimate isn’t correct. Statistically, the only 

significant estimate is the coefficient on BUDGET which indicates that a 1 % increase in cash 

surplus/deficit of GDP, leads to a decrease in  by -1.28634.  

 

The test as a whole is significant at a 5 % significance level and almost at a 1 % significance 

level which basically tells us that the joint probability of all of the coefficients being equal to 

zero is statistically not likely. Both R
2  

values were higher than for the single regression model 

which indicates a better fit of the model. It is still far from a good fit though as it has to be 

closer to 1 for in order for that.  
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7.3 Multiple Regression Analysis II 
 

 

In this second model, only one variable has been modified. Here the variable 

 is taken between the years 2008 and 2010. This gives a longer time span 

for the theory to take place and act. The rest of the variables are the same as the previous 

model. 

 

 

 

 

 

 

 

 

 

 

   

The percentage 

change in GDP per 

capita between 2008-

2010. Calculated by 

the change  in 

GDP/capita between 

2008 and 2010 

divided by 

GDP/capita in 2008. 

This is the dummy 

variable of interest. It 

takes the value 1 if it 

is a floating 

exchange rate regime 

and 0 if it is not. We 

would like to test for 

the coefficient on 

FLOATING, i.e. b. 

This variable is the 

unemployment, 

which as usual is the 

unemployed as a 

percentage of the 

total labor force. This 

variable is measured 

in 2008.  

Cash surplus or 

deficit measured as a 

percentage of GDP. 

This data is also 

taken from 2008.  

 

 

 Estimate Std. Error t-value Pr(>|t|)  

Intercept  -6.6905 4.6457 -1.440 0.1618  
FLOATING 2.8914 4.4769 0.646 0.5240  
UNEMPLOYMENT 0.7504 0.4180 1.795 0.0842  
BUDGET -0.7342 0.3503 -2.096 0.0460  
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For the test as a whole: 

 

Multiple R
2
 = 0.3263 Adjusted R

2
 = 0.2486 p-value = 0.01504 

 

Some interesting things to note is that the estimate of the coefficient acting on FLOATING is 

2.9814. This means that on average a floating exchange rate regime will provide higher % 

Growth in GDP/capita in the years 2008-2010. This estimate is however not significant with a 

very high p-value at 0.5240. It does however raise the thought that maybe monetary policy 

and its Mundell-Fleming model does indeed works if it is given some time to act out against 

the economic shocks.  
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8 Conclusion & Discussion 

 

This study aimed at investigating how countries with either a fixed exchange rate or a free 

floating exchange rate would be able to combat an economic crisis. The years 2008-2009 was 

used in order to test the hypothesis that a floating exchange rate would do better in a global 

recession.  

 

The results from the regressions analysis using empirical methods did not however indicate 

conclusive results. A reason might be that there only exists a theoretical advantage of the 

floating currency but in a real world it d does not. Another plausible thought might be that 

there are many more factors which can affect a country’s economic stability. These were 

perhaps not included in the empirical analysis and therefore a lot of information was left out. 

The nature of the crisis also decreased the confidence for central banks which could have 

contributed to poorer monetary policies affects. 

 

In the second multiple regression where the time span was extended for an extra year, the 

estimate was actually positive for the floating exchange rates. This provided another insight 

and could perhaps be explained that even though monetary policy is often thought of as more 

immediate and more easily carried out than fiscal policy, it still takes some time for it to work. 

 

A log-linear model could have been used and was suggested by the examiner but I did not 

manage to implement such a model due to inability. Perhaps the results would have come out 

better than the ones I got from these models.  

 

Carl-Otto Berg came to the conclusion that in the short run it was beneficial to have floating 

rates due to its more simple execution opposed to fiscal policy changes. I however could not 

draw this conclusion from my analysis. 

 

The debates are many regarding which exchange rate regime one country should adopt. The 

answer is clearly not black and white, and it is more a question of a countries economic 

structure and goals than anything else. Nowadays many countries are seeing the benefits of a 

managed float rather than one of the two extremes.  
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Though this study did not result in conclusive results, it is still good to carry out studies like 

these for instance before adopting the euro as a currency or fixing its exchange rate at a fixed 

rate to the dollar.  
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10 Data in Single Regression and Multiple Regression I  
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11 Data in Multiple Regression II 

 

Countries Floating % change GDP/capita 08-10 Unemployment 08 Cash Surplus/deficit (% of GDP)

Bahrain no -10.82 7.8 5.5

Benin no -6.66 1.1 2.6

Bosnia and Herzegovina no -9.61 23.9 -1.6

Bulgaria no -7.52 5.6 3.0

Burkina Faso no 1.60 3.3 -4.0

Cameroon no -3.76 4.5 N/A

Central African Republic no -3.75 7.0 -1.0

Chad no -3.11 7.1 N/A

Cuba no 5.93 1.6 N/A

Denmark no -10.18 3.4 3.6

Djibouti no 9.72 N/A N/A

Equatorial Guinea no -29.09 6.8 18.7

Eritrea no 43.80 7.5 N/A

Gabon no -11.49 21.2 N/A

Guinea-Bissau no -6.23 6.8 N/A

Hong Kong no 3.28 3.6 0.6

Jordan no 15.10 12.7 -2.2

Lebanon no 27.13 7.2 -10.2

Lesotho no 30.99 25.3 5.6

Mali no 1.29 8.4 -1.7

Nepal no 24.67 2.7 N/A

Niger no -1.85 5.1 N/A

Oman no -10.91 8.4 0.2

Panama no 11.87 5.6 N/A

Qatar no -15.68 0.3 9.9

Saudi Arabia no -1.97 5.1 N/A

Senegal no -8.70 10.0 N/A

Togo no -4.75 7.1 0.3

United Arab Emirates no -26.97 4.0 N/A

Venezuela no 20.81 6.9 N/A

Australia yes 4.33 4.2 1.9

Canada yes 2.30 6.1 0.6

Chile yes 18.68 7.8 4.5

Czech Republic yes -12.74 4.4 -1.4

Israel yes 4.38 6.1 -3.3

Japan yes 13.32 4.0 -2.9

Mexico yes -6.69 3.5 N/A

New Zealand yes 7.67 4.2 3.2

Norway yes -9.55 2.6 20.0

Poland yes -10.23 7.1 -3.7

Russia yes -8.46 6.2 5.6

Switzerland yes 2.99 3.4 1.2

Turkey yes -2.35 11.0 -1.6

United Kingdom yes -15.07 5.4 -4.5

United states yes -0.05 5.9 -5.4  
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12 Glossary 

 

 

 
Appreciation – In a floating exchange rate when a currency strengthens against another one   

 

 

Depreciation – In a floating exchange rate when a currency weakens against another one   

 

 

Devaluation – One time lowering in the exchange rate in a fixed exchange rate regime   

 

 

Direct exchange rate – Quoting the amount of foreign currency in one unit of domestic 

 

 

Fixed currency –  When a currency is fixed against another one at a predetermined rate 

 

 

Floating currency – The currency is allowed to fluctuate from market forces  

 

 

Indirect exchange rate – Quoting the amount of domestic currency in one unit of foreign 

 

 

Managed floating – Also known as a dirty float. The currency is allowed to fluctuate by itself but 

the central bank can in times intervene to steer the currency in desired direction. 

 
 

Pegging – When a currency fix its rate against another currency it is said to be pegged to that  

currency. 

 

 

Revaluation - One time strengthening in the exchange rate in a fixed exchange rate regime   

 

 

 


