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Abstract:

The currencies of European countries that have not joined the euro area are usually recognized to be related to the euro. This is intuitively a self-explanatory approach to the exchange rate modelling, due to the balance of payments perspective and high share of intra-EU trade. Using the Polish zloty as an example, we show that the currencies of European medium-sized economies are also affected by the euro-dollar exchange rate, therefore the tripolar model is an appropriate framework for exchange rate modelling. The euro-dollar exchange rate is found to be determined in the long-run by the crude oil prices, which prevail the terms of trade in fact, on the one hand. On the other hand, it is affected by the disparity of real (risk-free) interest rates, which in turn is stationary in itself. We show also that credit default swaps are important factors driving the exchange rates through the channel of the capital account (real risk-free interest rates) as well as through the channel of the current account (in case of medium-sized economies). The analysis is based on the conditional VEC model with four cointegration vectors, also the impulse-response functions from the SVMA model are reported.
