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Dependent Variable LGDP
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A Comparative Study
of the Effect of Exchange
Rate Changes on Output:
Evidence from Panel Cointegration in
Selected Developing Countries (1981-2004)

Mohammad Ali Ghetmiri (Ph.D.) and Reza Sherafatian
Jahromi(M.Sc.)*

Abstract:

The main aim of this article is to compare the effect of nominal
effective exchange rate changes on real gross domestic product in
countries with fixed exchange rate regime and those with floating
exchange rate in the long run. For this purpose two groups of
countries consisting of six countries each, one group with fixed
exchange rate and another with floating exchange rate have been
considered. Panel data is used for the period 1981-2004. Im,
Pesaran and Shin stationary and Pedroni cointegration tests are
used to verify the existence of long run relationship among
variables. Based on Hausman test random effect model was
estimated for both groups of countries. Results confirm the
positive effect of devaluation on output for the group of countries
with fixed exchange rate regime. The estimated coefficient is not
statistically significant for the group of countries based on flexible
exchange rate regime. Based on the study exchange rate policy can
effectively be used along with other macroeconomic policies in
order to achieve output and employment targets in those countries
who have adopted pegged exchange rate regime.
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