
 

 

 

 

 

Executive Summary 

Recent research underscores the nuanced 

effect of real exchange rate (RER) 

misalignments on the economic complexity 

and export diversification of nations, thereby 

challenging conventional wisdom. Utilising 

panel vector autoregression (VAR), this study 

(Foster-McGregor and Spinola, 2024) presents 

insights critical for policymakers, highlighting 

the variable effects of RER deviations across 

developed and developing countries. Key 

findings indicate that RER misalignments do 

not uniformly enhance export performance 

and economic complexity. Instead, their 

influence is multifaceted, with significant 

implications for national economic structures 

and long-term development strategies. 

To shed light on this relationship, the brief 

relies on an in-depth panel analysis 

encompassing 151 countries from 1962 to 

2019. Through this comprehensive study, the 

brief seeks to elucidate the complex cause-

and-effect links between variations in RER and 

the structure of a nation's export framework. 

The objective is to provide a rich source of 

information and understanding for those in 

positions of authority – policymakers, financial 

bodies, or other relevant stakeholders. With 

this knowledge, these key players can make 

decisions grounded in a deep understanding of 

the global economic environment.                     
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The overarching goal is to guide these 

economies on a path that promotes not just 

growth, but growth that is sustainable, 

resilient and diversified. 

Key findings 

Variable impact of RER misalignments  

The study reveals that real exchange rate (RER) 

misalignments do not have a uniform effect on 

export diversification and economic 

complexity, as previously assumed. Instead, 

these impacts vary significantly, underscored 

by differences attributable to the specific 

economic conditions and policies of individual 

countries, as well as changes over time. This 

finding challenges the conventional view and 

suggests a more nuanced understanding of 

how RER fluctuations influence a nation's trade 

and economic structure. 

Enduring effects on economic structure  

It has been observed that RER misalignments 

possess the potential to significantly alter the 

direction of export diversification efforts. Such 

changes do not consistently lead to 

enhancements in economic complexity or 

diversification, as might be anticipated. 

Instead, the alterations in trade and economic 

focus prompted by these misalignments can 

diverge considerably from the expected 

outcomes, indicating the profound and lasting 

effect RER adjustments can have on a nation's 

economic architecture. 

Catalysts for long-term transformation  

The research further identifies RER 

misalignments as triggers for comprehensive 

long-term economic transformations. These 

shifts go beyond mere diversification to 

encompass substantial advancements in 

technology and the development of more 

advanced production capabilities. The 

initiation of such transformative changes 

underscores the role of RER adjustments not 

just in influencing short-term trade balances, 

but in shaping the broader trajectory of 

national economic development. 

Emphasis on innovation and technological 

advancements 

The findings of the study suggest a strong 

correlation between responses to RER 

misalignments and a strategic shift towards 

innovation and technology-driven economic 

strategies. Countries that adapt to RER-

induced changes by fostering innovation tend 

to broaden their export bases, moving towards 

the production and export of higher-value 

goods. This strategic realignment not only 

enhances the diversity and quality of exports, 

but also boosts the country's competitiveness 

in international markets. Over time, these 

countries can redefine industry standards, 

positioning themselves as leaders in the 

creation and export of innovative and 

technologically advanced products. This 

progression highlights the critical role of RER 

management in facilitating a nation's journey 

towards economic sophistication and global 

market leadership. 

Strategic policy integration and coordination 

The analysis underscores the importance of 

integrating RER management strategies within 

the broader economic policy framework to 

achieve the desired outcomes. Strategic 

coordination between monetary policy, trade 

policy and industrial strategy is essential for 

harnessing the potential of RER misalignments. 

This coordinated approach ensures that 

adjustments in the RER are complemented by 

supportive policies, such as investment in R&D, 

infrastructure development and skills training, 

which together can amplify the positive effects 

on economic complexity and export 

diversification. The findings highlight the need 

for a holistic policy perspective that views RER 

adjustments not in isolation, but as part of a 

comprehensive economic strategy aimed at 

fostering long-term growth and 

competitiveness. 

https://www.uj.ac.za/faculties/college-of-business-and-economics/schools/school-of-management/south-african-research-chair-in-industrial-development/policy-briefs/
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Global market dynamics and competitive 

positioning 

This study also brings to light the influence of 

global market dynamics on the effectiveness of 

RER misalignment strategies. The ability of a 

country to improve its export diversity and 

economic complexity in response to RER 

adjustments is significantly affected by its 

positioning within the global trade ecosystem. 

Countries that proactively engage with 

international market trends, adapting their 

export strategies to meet changing global 

demands, can better leverage RER 

misalignments to their advantage. This finding 

suggests that an outward-looking, market-

informed approach to RER policy and 

economic planning is crucial. By aligning RER 

management with global market dynamics and 

competitive analysis, countries can more 

effectively navigate the challenges of 

international trade, securing a stronger 

position in the global economy and ensuring 

sustainable economic advancement. 

Policy recommendations 

Given the study's implications, policy 

recommendations emerged for governments, 

financial institutions and international 

economic bodies. These recommendations, 

discussed below and informed by the analysis, 

are geared towards capitalising on the benefits 

of RER misalignments and mitigating any 

potential drawbacks. 

Strategic RER management 

The adoption of a nuanced RER policy is crucial 

for shaping the national economy and the 

complexity of its production capabilities. This 

approach necessitates a deep dive into the 

varied effects of RER misalignments, moving 

beyond the simplistic view that correlates RER 

directly with export growth and economic 

complexity. Policymakers are urged to 

continuously monitor and analyse RER 

fluctuations to guide strategic decisions aimed 

at economic stabilisation and the nurturing of 

sectors capable of producing high-value, 

technologically sophisticated outputs. The 

essence of RER management lies in its ability to 

reflect the economy's current state while 

serving as an instrument for future economic 

direction. Hence, it is vital to embed RER 

considerations in the wider economic strategy, 

ensuring that RER policies not only align with, 

but also actively promote, the national 

objectives of economic diversification and 

sophistication. Effective RER management 

positions a country to effectively contend with 

global market pressures, shield against 

negative external influences, and chart a 

course towards enduring economic growth 

and heightened international competitiveness. 

Fostering economic complexity 

Utilising RER misalignments strategically can 

act as a catalyst for economic transformation, 

steering the economy towards sectors marked 

by innovation and high market value. This 

strategy encourages a pivot from traditional 

exports to engaging in the production of 

technologically advanced goods, thereby 

enhancing the economy's complexity. It calls 

for identifying sectors with growth potential 

and directing resources to these areas to 

facilitate their development, supported by RER 

policies that make these sectors more 

competitive on a global scale. 

Supporting policy framework 

Creating a supportive framework of 

institutions and policies is essential for 

maximising the benefits of RER adjustments for 

the economy's complexity and diversification. 

This includes developing policies that 

encourage innovation, support technological 

advancement and provide a stable 

macroeconomic environment conducive to 

growth. By fostering a policy environment that 

amplifies the positive effects of RER 

management, countries can accelerate their 

transition towards a more complex and 

diversified economic structure. 

https://www.uj.ac.za/faculties/college-of-business-and-economics/schools/school-of-management/south-african-research-chair-in-industrial-development/policy-briefs/
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Long-term development planning 

Integrating insights from RER management 

into long-term development strategies is key 

to harnessing its full potential in driving 

sustained growth and technological progress. 

This involves planning beyond immediate 

economic cycles to envision a future in which 

RER policy underpins the development of an 

advanced, competitive economy. It signifies a 

commitment to leveraging RER as a strategic 

tool within a comprehensive framework of 

economic planning and development. 

Further research and analysis 

There is a continuous need for in-depth 

research on the effects of RER misalignments 

to refine our understanding of how they affect 

global economic dynamics. Encouraging 

further studies in this area can lead to the 

development of more sophisticated economic 

models and policy instruments that better 

address the complexities of RER management. 

This ongoing analysis will be instrumental in 

evolving economic policies that are both 

adaptive and forward-looking, ensuring they 

remain effective in a rapidly changing global 

economic landscape. 

Enhanced international collaboration and 

coordination 

Recognising the global nature of economic 

dynamics and the interconnectedness of 

markets, it is recommended that nations 

pursue stronger international cooperation in 

managing RER misalignments. This could 

involve sharing best practices, coordinating 

policy responses to global economic shifts, and 

engaging in multilateral discussions to address 

common challenges related to RER volatility. 

Enhanced international collaboration can help 

mitigate the adverse effects of abrupt RER 

fluctuations, promote stability in the global 

financial system, and facilitate a more 

coordinated approach to fostering economic 

complexity and diversity across borders. Such 

cooperation could be facilitated through 

existing international economic forums or 

through new platforms designed specifically to 

address issues of RER management and 

economic complexity. 

Development of adaptive economic policies 

Governments and economic policymakers are 

advised to develop flexible and adaptive 

economic policies that can quickly respond to 

the challenges and opportunities presented by 

RER misalignments. This would include 

establishing mechanisms for real-time 

economic analysis and policy adjustment, 

thereby enabling a swift response to changing 

economic conditions. Adaptive policies should 

also consider the diverse impacts of RER 

misalignments across different sectors of the 

economy, ensuring targeted support for 

sectors most affected by currency fluctuations. 

By fostering an environment of economic 

resilience and adaptability, countries can 

better leverage RER dynamics for economic 

growth, diversification, and increased 

competitiveness in the global marketplace. 

Final remarks 

This policy brief delves deeply into the complex 

interactions between RER misalignments and 

the consequent shifts they can induce in the 

economic terrains of nations. By 

understanding these nuances, we recognise 

that these are not mere statistical 

observations, but have tangible effects in real-

world economies. 

The conclusions drawn from this analysis 

advocate for an integrated economic policy 

framework in which RER management is 

harmonised with national development 

objectives. Such coordination ensures that 

efforts to adjust the RER are aligned with the 

broader aim of achieving a diversified and 

technologically advanced economic base. The 

research also highlights the imperative for 

continuous scrutiny and adaptation of RER 

policies in response to evolving global market 

conditions and internal economic shifts. This 

dynamic approach to policy formulation and 

https://www.uj.ac.za/faculties/college-of-business-and-economics/schools/school-of-management/south-african-research-chair-in-industrial-development/policy-briefs/
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implementation is essential for maintaining 

economic resilience and competitiveness on 

the international stage. 

Furthermore, the study calls for an ongoing 

dialogue among economists, policymakers and 

scholars to explore the implications of RER 

adjustments further. It suggests that a 

collaborative effort to understand and 

leverage RER misalignments could lead to 

more effective economic strategies, fostering 

environments conducive to innovation, 

technological progress and economic 

diversification. As nations strive to enhance 

their economic standing and navigate through 

the complexities of global trade and finance, 

the insights provided by this research offer a 

valuable perspective on utilising RER as a 

strategic tool for economic transformation and 

growth. 
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