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Euro started at $1.17/€ in 1999, fell to $.86/€ in 2001, then rose to $1.57/€ in
2008, fell back to $1.30/€ in 2009, but has rebounded since. Was $1.41/€ on

5/24/11.
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Equivalently, Dollar was €0.85/$ in 1999, rose to €1.16/$ in 2001, fell to
€0.64 in 2009, rose back to €0.77/$ in 2009, but has fallen since. Was
€0.71/$ on 5/24/11. €0.01 =1 “cent” or “euro cent”,
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10 raised to the power ...

Brazilian & US CP!, Predicted & Actual FX Rate (1962 = 1)
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Can Purchasing Power Parity explain X($/EUR)?

100

US CPI-U, Euroarea HCPI, both 1/1999

\\\\\\\ ol ______
@]
I
2 g
\\\\\ Tl g o]
O o
IS
0 S
D w
\\\\\ - o
| |
| |
| |
L____1_ L __d_______
| |
| | |
| | |
| | |
\\\\\ B e
| | |
| | |
| | | |
\\\\\ 4--——-"—-"—-—"—-—"—-—"-—"t+ - —"=—"—"4—-=—=—=——|-— == —+
| | | | | |
| | | | | |
| | | | | |
| L | | L |
T} o T} o e o T} o
] @ S\ « — — o =}
— — — — - — =1 =1

00T = 666T/T ‘|9AS] 8dld

2005 2006 2007 2008 2009 2010

2004

1999 2000 2001 2002 2003

Year

=100

US CPI-U, All items, FRED series CPIAUCNS, rescaled to 1/1999
Euroarea Harmonized CPI, all items excluding alcohol & tobacco, from www.ecb.europa.eu

-- Only a little!

1, X($/EUR)

P(US)/P(Euro), 1/1999
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Real Exchange Rate:

X($/EUR) = X($/EUR) - P(Europe) / P(US)

Real $-Euro exchange rate x($/EUR), 1999-2009 = 1)
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Geometric mean

Real Exchange Rate should be nearly constant under PPP.

Instead, $ strong relative to PPP before 2004,

Euro strong relative to PPP since 2004.



Deviations from PPP:

=1)

Real $-Euro exchange rate x($/EUR), 1999-2009
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Interest rate differentials explain a little,

but why was $ so weak in 2005-2007?

US, Euro 1-year Nominal Interest Rates
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US 1-yr constant maturity Treasury rate, FRED series GS1

1-yr Euribor® rate from ECB
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