
Not Out of the (Bretton) Woods Yet 

by an overvalued domestic currency might successfully lobby government for 
protective barriers that are not easily dismantled when the exchange rate eventually 
returns to equilibrium. 

In terms of observing and commenting on exchange rate misalignments, it is 
necessary to determine first an equilibrium real effective exchange rate. Then, 
deviations from that equilibrium -- if they are persistent -- can be interpreted as 
misalignments and the effects on trade can be evaluated. However, economists have  
largely been unable to develop a convincing model of real exchange rate  
fundamentals,  and are thus unable to agree (again, unanimously) on long-term 
equilibrium real exchange rates." Although a number of models have been 
developed to calculate real exchange rates, none has been able to provide satisfactory 
results across several bilateral rates. 

The inability of economists to agree on equilibrium real effective exchange rates 
does not preclude a general agreement on whether certain currencies are misaligned 

. in a particular time period, nor does it eliminate misalignments as a potential threat to 
the expansion of trade." It is in this light that some of the calls for reform of the 
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