
































Can Purchasing Power Parity explain X($/EUR)? 
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-- Only a little! 
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FRED series EXESEU 



Real Exchange Rate:  
x($/EUR) = X($/EUR) · P(Europe) / P(US) 
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Geometric mean = 1, 1999-2009 

 
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: 
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Interest rate differentials explain a little,  
but why was $ so weak in 2005-2007? 
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