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Overview

1. We want to challenge a number of studies that treats currency 
exchange rates as exogenous variables.

2. There’s a saturation in analyzing interest rates and inflation as the 
most important variables when it comes to economic stability.

3. As the world becomes more globalized, we need to view currency 
exchange rates as the foundation for international trade and 
relations. 



Variables

Official Exchange Rate of the Philippine 
Peso to US Dollar, EXCH

Inflation rate (Consumer Prices), INF

Real Interest rate, INT
Real Interest rate of the US, INT_US

Imports of Goods and Services, IMP

General Government Final Consumption 
Expenditure, GFCE

World Bank’s WDI database

1987 to 2019



Hypotheses
Hypothesis 1: 

H0: There is no significant relationship between inflation rate and the exchange rate;
H1: The higher the inflation rate, the more undesirable your currency becomes. The more undesirable your currency becomes, the 
lower the currency exchange rate becomes.

Hypothesis 2:
H0: There is no significant relationship between interest rate and the exchange rate;
H1: The higher the interest rates, the more capital inflow will increase, due to an increase in demand for the currency. The higher 
the capital inflow, the higher the currency exchange rate.

Hypothesis 3: 
H0: There is no significant relationship between government instability and the exchange rate;
H1: The more a country is negatively performing politically, socially, and environmentally, the less it’s desirable to be invested in 
by businesses and countries. The decrease in investments means that the currency exchange rate will decrease as well.



EXCHt = β0 +β1 INFt + β2 INTt + β3 INT_USt + 
                 β4 IMPt + β5 GFCEt + εt

Diagnostic tests p-value

Breusch-Pagan-Godfrey test for 
heteroscedasticity 0.4181

Breusch-Godfrey LM test for autocorrelation 0.0011

Jarque-Bera Normality test for normality of 
error terms 0.3562

Ramsey RESET test for specification 0.0087

Variance Inflation factor for 
multicollinearity

     INF   1.837
     INT   1.280
  INT_US   2.041
     IMP   1.946
    GFCE   1.390



lnEXCHt = β0 + β1 INFt + β2 INTt + β3 INT_USt + 
                    β4 IMPt + β3 GFCEt  + β6 lnEXCHt - 1 +  εt

Diagnostic tests p-value

Breusch-Pagan-Godfrey test for 
heteroscedasticity 0.9671

Breusch-Godfrey LM test for autocorrelation 0.1082

Jarque-Bera Normality test for normality of 
error terms 0.4836

Ramsey RESET test for specification 0.2266

Variance Inflation factor for 
multicollinearity

     INF   2.847
     INT   1.432
  INT_US   5.294
     IMP   4.045
    GFCE   1.756
lnEXCH_1   4.907



coefficient std. error t-ratio p-value

const  0.9141 0.2936  3.11  0.0046 ***

INF  0.0012 0.0048  0.25  0.8011

INT -0.0101 0.0047 -2.12  0.0443 **

INT_US -0.0349 0.0136 -2.56  0.0169 **

IMP  0.0088 0.0029  3.01  0.0058 ***

GFCE  0.0029     0.0031  0.94  0.3541

ln_EXCH_1  0.7086 0.0980  8.98  0.0000 *** 

R-squared 0.965111 Adjusted R-squared 0.956738

F(5, 26) 115.2595 P-value(F) 5.57e-17

Regression results:



Conclusion

1. While the interest rates of the Philippines increases, 
there’s a greater value for the currency; therefore, the 
theory holds value.

2. An increase in the US interest rate increase capital inflow 
from other major markets. That capital inflow was utilized 
for investments opportunities in emerging markets.

3. Importing goods and services contributes to capital 
outflow, which decreases the value of one’s currency


