Exchange Rate, Risk Premium and Factors

The Empirical Model Policy Analysis

AGBP/USD in response to Ai3?=0-5399%
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m Limited Success of Empirical Exchange Rate Models

AGBP/USD in response to Aiirkn=0-5472%

m Difficulty In fitting the data

B Data: Eight currencies, monthly, 1990s-2009.05 20
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Better goodness of fit and forecasts.
m Regression

Interesting implications: policy responses and the UIP-Puzzle.

m At different time periods.
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Risk-adjusted UIP m Forecasts
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Efficient adjustment of the exchange rate.
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m Shed light on the unexplained part of exchange rate
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