
Skip to Main Content

March 01 2013

What Does the Yield Curve Tell Us about Exchange Rate Predictability? 

 Author and Article Information

The Review of Economics and Statistics (2013) 95 (1): 185–205.

https://doi.org/10.1162/REST_a_00231

Cite Permissions

Abstract

Since the term structure of interest rates embodies information about future economic activity, we

extract relative Nelson-Siegel (1987) factors from cross-country yield curve differences to proxy

expected movements in future exchange rate fundamentals. Using monthly data for the United

Kingdom, Canada, Japan, and the United States, we show that the yield curve factors predict

exchange rate movements and explain excess currency returns one month to two years ahead. Our

results provide support for the asset pricing formulation of exchange rate determination and offer an

intuitive explanation to the uncovered interest parity puzzle by relating currency risk premiums to

inflation and business cycle risks.

This content is only available as a PDF.

© 2013 The President and Fellows of Harvard College and the Massachusetts Institute of Technology

Supplementary data
rest_a_00231-chen.e-supp- pdf file

You do not currently have access to this content.

Sign in

Don't already have an account? Register

Client Account
Email address / Username

Password

Yu-chin Chen, Kwok Ping Tsang*

Article history 

Share   Views  

javascript:;
https://doi.org/10.1162/REST_a_00231
javascript:;
https://direct.mit.edu/journals/pages/rights-permissions
https://mitp.silverchair-cdn.com/mitp/content_public/journal/rest/95/1/10.1162_rest_a_00231/3/rest_a_00231-chen.e-supp.pdf?Expires=1764018972&Signature=FXCuUb1btVYvL7OjbpWrb0N1PbVb9ehvNUdNiHKLFimKm6plHo6XW5XDLpAWOLOkGhyejwUyJ~j30ks529tKagbs~DI4tuY37zovjZmzGKdPEhQcilfuWxJVIPoFXCZRtU2o~28QiL9eYhlKFzilGohjsTb~KH6UiVjetMUiOgxaiuBX0QcsqzMkhZpN0ifv73FAaDLIbYHaCzPSnAs6DIDMZitSwSqJldzEJmzCPl33BD0ZafdrG52CfOEYjWD~oWm5cO-Wy3rEBPog0j3NoznO5iB99hxmupDdT0S7WgJ9Zhc4NR0u-JZbkpcptzAANXqZekzmUQkLCU~Z5lNfqQ__&Key-Pair-Id=APKAIE5G5CRDK6RD3PGA
https://direct.mit.edu/my-account/register?siteId=1000065&returnUrl=https%3a%2f%2fdirect.mit.edu%2frest%2farticle-abstract%2f95%2f1%2f185%2f58613%2fWhat-Does-the-Yield-Curve-Tell-Us-about-Exchange%3fredirectedFrom%3dfulltext
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;


Skip to Main Content

Email Alerts

Article Activity Alert

Latest Issue Alert

View Metrics

Latest Most Read Most Cited

Sexual Misconduct, Accused Scientists, and Their Research

Erratum: What Matters for Electrification? Evidence from 70

Years of U.S. Home Heating Choices

Productivity Gains from Trade: Bunching Estimates from

Trading Rights in China

Harvesting the Rain: The Adoption of Environmental

Technologies in the Sahel

Cited By

Web of Science (68)

Sign In

Reset password

Register

Sign in via your Institution

Sign in via your Institution

 Buy This Article

91

javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://direct.mit.edu/rest/article/doi/10.1162/REST.a.1613/133146/Sexual-Misconduct-Accused-Scientists-and-Their
https://direct.mit.edu/rest/article/107/5/1470/133061/Erratum-What-Matters-for-Electrification-Evidence
https://direct.mit.edu/rest/article/107/5/1275/118333/Productivity-Gains-from-Trade-Bunching-Estimates
https://direct.mit.edu/rest/article/107/5/1197/118766/Harvesting-the-Rain-The-Adoption-of-Environmental
https://www.webofscience.com/api/gateway?GWVersion=2&SrcApp=silverchair&SrcAuth=WosAPI&KeyUT=WOS:000316153300014&DestLinkType=CitingArticles&DestApp=WOS_CPL
https://direct.mit.edu/my-account/reset-password
https://direct.mit.edu/my-account/register?siteId=1000065&returnUrl=https%3a%2f%2fdirect.mit.edu%2frest%2farticle-abstract%2f95%2f1%2f185%2f58613%2fWhat-Does-the-Yield-Curve-Tell-Us-about-Exchange%3fredirectedFrom%3dfulltext
https://direct.mit.edu/institutional-login?returnUrl=https%3a%2f%2fdirect.mit.edu%2frest%2farticle-abstract%2f95%2f1%2f185%2f58613%2fWhat-Does-the-Yield-Curve-Tell-Us-about-Exchange%3fredirectedFrom%3dfulltext
https://direct.mit.edu/store/add/58613/3
https://badge.dimensions.ai/details/doi/10.1162/REST_a_00231?domain=https://direct.mit.edu


Online ISSN: 1530-9142  Print ISSN: 0034-6535Skip to Main Content

Web of Science (68)

Google Scholar

Crossref (92)

Related Articles

Secular Economic Changes and Bond Yields

The Review of Economics and Statistics (March,2023)

The Yield Curve as a Predictor of Growth: Long-Run

Evidence, 1875–1997

The Review of Economics and Statistics (February,2008)

How Stable is the Predictive Power of the Yield Curve?

Evidence from Germany and the United States

The Review of Economics and Statistics (August,2003)

Rational Bias in Yield Curve Forecasts

The Review of Economics and Statistics (August,2001)

Related Book Chapters

Dynamical Yielding

Molecular Mechanisms in Materials: Insights from Atomistic Modeling
and Simulation

Dividend yields and insider trading

Investment Intelligence from Insider Trading

Walking and Running on Yielding and Fluidizing Ground

Robotics: Science and Systems VIII

What Is Happiness Research Telling Us?

Measuring Happiness: The Economics of Well-Being

https://www.webofscience.com/api/gateway?GWVersion=2&SrcApp=silverchair&SrcAuth=WosAPI&KeyUT=WOS:000316153300014&DestLinkType=CitingArticles&DestApp=WOS_CPL
http://scholar.google.com/scholar?q=link:https%3A%2F%2Fdirect.mit.edu%2Frest%2Farticle%2F95%2F1%2F185%2F58613
https://direct.mit.edu/rest/crossref-citedby/58613
https://direct.mit.edu/rest/article/105/2/408/98206/Secular-Economic-Changes-and-Bond-Yields
https://direct.mit.edu/rest/article/90/1/182/58639/The-Yield-Curve-as-a-Predictor-of-Growth-Long-Run
https://direct.mit.edu/rest/article/85/3/629/57434/How-Stable-is-the-Predictive-Power-of-the-Yield
https://direct.mit.edu/rest/article/83/3/457/57269/Rational-Bias-in-Yield-Curve-Forecasts
https://direct.mit.edu/books/monograph/5676/chapter/4362575/Dynamical-Yielding
https://direct.mit.edu/books/book/2765/chapter/74879/Dividend-yields-and-insider-trading
https://direct.mit.edu/books/edited-volume/3987/chapter/166327/Walking-and-Running-on-Yielding-and-Fluidizing
https://direct.mit.edu/books/book/2261/chapter/59372/What-Is-Happiness-Research-Telling-Us


A product of The MIT Press

Newsletter sign up

     

MIT Press Direct

About MIT Press Direct

Books

Journals

CogNet

Information

Accessibility at MIT 

MIT Press Direct VPAT

For Authors

For Customers

For Librarians

Direct to Open

Open Access

Media Inquiries

Rights and Permissions

For Advertisers

MIT Press

About the MIT Press

The MIT Press Reader

MIT Press Blog

Seasonal Catalogs

MIT Press Home

Give to the MIT Press

Contact Us

FAQ

Direct Service Desk

© 2025 The MIT Press

Skip to Main Content

https://direct.mit.edu/
https://mitpress.mit.edu/
https://mitpress.mit.edu/newsletter/
https://bsky.app/profile/mitpress.bsky.social
https://www.facebook.com/mitpress/
https://www.instagram.com/mitpress/
https://www.linkedin.com/company/the-mit-press/
https://twitter.com/mitpress
https://www.youtube.com/channel/UCeH0hmlPjGW2DN0Ntmd0FCQ
https://direct.mit.edu/about
https://direct.mit.edu/books
https://direct.mit.edu/journals
https://direct.mit.edu/pages/cognet
https://accessibility.mit.edu/
https://direct.mit.edu/pages/accessibility
https://direct.mit.edu/journals/pages/authors
https://direct.mit.edu/pages/customer_support
https://direct.mit.edu/pages/librarians
https://direct.mit.edu/books/pages/direct-to-open
https://direct.mit.edu/journals/pages/open-access
https://mitpress.mit.edu/media-inquiries/
https://direct.mit.edu/journals/pages/rights-permissions
https://direct.mit.edu/journals/pages/advertising-info
https://mitpress.mit.edu/about
https://thereader.mitpress.mit.edu/
https://mitpress.mit.edu/blog
https://mitpress.mit.edu/catalogs
https://mitpress.mit.edu/
https://mitpress.mit.edu/give-mit-press
https://direct.mit.edu/books/pages/User_Guides_and_FAQ
https://mitpress.atlassian.net/servicedesk/customer/portal/3


Terms of Use  Privacy Statement  Crossref Member  COUNTER Member 

The MIT Press colophon is registered in the U.S. Patent and Trademark Office

https://mitpress.mit.edu/terms-use
https://mitpress.mit.edu/privacy
https://www.crossref.org/
https://www.projectcounter.org/

