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This study investigates how the sources of real exchange rate (RER) fluctuations
differ under different exchange rate regimes using data of two East Asian countries: Korea and Thailand.
The sources of RER fluctuations are decomposed into supply, demand, monetary, and exchange rate-specific
shocks, among which the last captures changes in the RER that are not related to fundamentals. These
shocks are identified by means of a structural VAR identified by sign restrictions. We find that exchange
rate-specific shocks are much more important to the fluctuations of the RER in a float than in a peg.
They are also an important source of fluctuations of the interest rate, output, and the price level.
Demand shocks are the most important source of RER fluctuations in both exchange rate regimes. The
findings imply a tradeoff tradeoff between the need to allow the exchange rate to adjust to fundamental
shocks and the need to limit its undesirable fluctuations that do not come from fundamentals.

Real exchange rate Exchange rate regime VAR sign restriction East Asia



Friedman (1953)

Mundell (1961)

NOEM
Engel (2002), Devereux and
Engel (2007), and Corsetti and Pesenti
(2002))

TFP

Mussa
(1986)

Buiter (2000)

Clarida and Gali (1994)
VAR

Artis and

Ehrmann  (2005) Farrant and

Peersman (2006)

OECD

1997-98



VAR
vector auto-regression identified
by sign restrictions

Unhlig (2005) Canova and De Nicolo

(2002)
VAR

VAR

Obtsfeld (1985)

VAR

10
30% 40%

66%

55% 5

(two corner solutions)

3
[1] Vu, Tuan Khai (2015), “ Exchange
Rate Regimes and the Sources of Real
Exchange Rate Fluctuations: Evidence
from East Asia,”

No.31,
pp-1-26.
[2] (2015),




— VAR

47 2 .pp.17 28.

[3] (2014),
’ 39
0p. 149-162.
7
[1] ,
2016 1 ’

[2] Vu, Tuan Khai, “ Effectiveness of
Public Investment Policy in East Asia:
An Examination Using VARs with Fiscal
News  Shocks,” Western Economic
Association International, 12th
International Conference, Nanyang
Technological University, Singapore,
January 2016.

[3] ,

2015 12

[4] Vu, Tuan Khai, “ Intra-Regional
Trade in Intermediate Goods and the
Choice of Exchange Rate Regime in East
Asia,” Singapore Economic Review 2015
Conference, Singapore, August 2015.
[5] Vu, Tuan Khai, “ Intra-Regional
Trade in Intermediate Goods and the
Choice of Exchange Rate Regime in East
Asia,” Western Economic Association
International, 90th Annual Conference,
Honolulu, Hawaii, the USA, June 2015.
[6] Vu, Tuan Khai, “ Exchange Rate
Regimes and the Sources of Real
Exchange Rate Fluctuations: Evidence
from East Asia,” Western Economic
Association International, 11th
International Conference, Victoria
University, Wellington, New Zealand,
January 2015.

[7] Vu, Tuan Khai, “ Exchange Rate
Regimes and the Sources of Real
Exchange Rate Fluctuations: Evidence
from East Asia,” East Asian Economic
Association, 14th Annual Conference,
Chulalongkorn University, Bangkok,
Thailand, November 2014.

(€))
VU Tuan Khai

&)

80552603



