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The aim of this paper is to show that long term trends in real exchange rates are
explained not only by the relative price of non-traded goods but also by the real
exchange rate of traded goods. The paper examines the key assumption of the
Balassa-Samuelson hypothesis, by testing the existence of a cointegration
relationship between the real exchange rate and the relative price of traded
goods. Technological improvements are a major factor in explaining permanent

appreciations of the real exchange rate of tradable goods.

Key words: real exchange rate, tradable prices, non-stationary panel.
JEL Classification: C32, C33, F31

www.aea.fed-eco.org April 2005 www.aea.fed-eco.org



