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1. Research question and background 

Does an undervalued real exchange rate (RER) promote 
economic growth and more generally structural change?  
 

This question has returned to the forefront of economic 
policy debates owing to several development since the 
beginning of the 21st century : 

– Global value chains; 

– In the wake of GFC, the relative merits of export-led growth 
strategies have been questioned; 

– Sharp currencies movements after GFC without much response… 
 

These cast doubt about whether such prescription still 
holds nowadays… 



2. Literature review 
• Undervaluation tends to support growth in developing 

countries 
– Rodrik (2008); 
– Korinek and Serven (2010); 
– Rapetti, Skott and Razmi (2011); 
– Gluzmann, Levy-Yeyatia & Sturzenegger (2012) and 

Yeyatia, Sturzenegger and Gluzmann (2013); 
– Steinberg  (2015).  

 

• Undervaluation works only for low-income countries 
– Haddad and Pancaro (2010) 

 

• Benefitting exports 
– Freund and Pierola (2012); 
– Mattoo, Subramanian and Mishra (2012) 



3. My main findings 
• RER undervaluation is overall favourable to growth. 

 

Yet, more disaggregated estimates call for a more nuanced picture: 

 

• In specific developing regions (primarily developing Asia); 

• Mostly in low-income countries; 

• Positive effects seem to have vanished in more recent years, in 
particular since the start of the 21st century. 

 

Additional finding: 

RER volatility is harmful -> a stable RER supports growth. 



4. Data 

• The analysis relies on the Penn World Table 
(version 9.0). 

• Dataset covers a maximum of 175 countries and 
spans the period of 1950–2014. 

• Each observation represents an average for a 
five-year window (1950-54; 1955-59; …;2010-14). 



5. Methodology 
Building an indicator of real undervaluation, UNDERVAL, to control 
for the Balassa-Samuelson effect (Rodrik, 2008): 

 

(1)                     ln 𝑅𝐸𝑅𝑖𝑡 = 𝛼 + 𝛽 ∙ ln 𝐺𝐷𝑃𝑝𝑐𝑖𝑡 + 𝑓𝑡 +𝑢𝑖𝑡 

(2)                      𝑈𝑁𝐷𝐸𝑅𝑉𝐴𝐿𝑖𝑡 = ln𝑅𝐸𝑅𝑖𝑡 − ln𝑅𝐸𝑅𝑖𝑡 , 
 

The rest of the estimation procedure consists in estimating the 
following equation: 

ln 𝐺𝐷𝑃𝑝𝑐𝑖𝑡 =

𝛽 ∙ ln 𝐺𝐷𝑃𝑝𝑐𝑖,𝑡−1 + 𝛿 ∙ 𝑈𝑁𝐷𝐸𝑅𝑉𝐴𝐿𝑖𝑡 +                         

𝛾 ∙ 𝑅𝐸𝑅 𝑉𝑜𝑙𝑎𝑡𝑖𝑙𝑖𝑡𝑦𝑖𝑡 + Cur. dep.with bank crisis𝑖𝑡 +
Cur. dep.without bank crisis𝑖𝑡 + 𝑓𝑖 + 𝑓𝑡 + 𝑣𝑖𝑡             

  

 

N.B. positive value of UNDERVAL refers to RER undervaluation, while 
a negative value corresponds to RER overvaluation. 













7. Conclusion / Future research 

• RER undervaluation had supported growth in 
developing countries, but such prescription does not 
seem to hold nowadays… 
 

• Stability (rather than just levels) also matter 
 

• Better understand why undervaluation seems to have 
worked better in certain regions, income-country 
groups and finally periods in time, and plausibly the role 
played by complementary policies… 
 

THANK YOU !!! 

 


