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1. Background:  
Undervaluation as a Development Strategy 

• Expected improvement of 

• Current account balance 

• Production, employment and income 

• International investment position 

 

• Formula to kick-start economies and advance development 

• Boosting GDP/capita 

• Creating employment opportunities 

• Lifting governmental scope of intervention 

 

 Would women benefit from such a strategy in terms of FLFP? 

 Would women benefit from such a strategy at least as much 
as men do?  
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2. Focus of the Paper 

 Impact of undervalued real exchange rate on female labor 
force participation (FLFP) 

 

 Impact of undervalued real exchange rate on closing the 
gap between female and male labor force participation 

 

 Cross-country data set of 96 countries in 5-year time 
periods from 1960 to 2015 

 35 OECD countries 

 61 developing countries and emerging markets 

 

 Control variables (age, initial income, female / male 
education, fertility rate, urban population, infant mortality)  
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3. Results: Impacts on FLFP (1) –  
Baseline Effect on FLFP 

• Positive relationship between undervalued RER and FLFP 

• A 50% undervaluation is associated with an increase in FLFP of 
16.4 percentage points over the whole sample 

• Positive effect is declining with increasing income levels 

 

 Interpretation:  

 In early stages of development the increase of FLFP is highest 

 Export profile of low income countries: Low-technology, female 
intensive manufacturing 

 Technological upgrading of export profile does not have 
proportional effects on female and male employment 
opportunities 
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3. Results: Impacts on FLFP (2) - 
Heterogeneous Effects on FLFP 

• Positive robust impacts are strong for the following groups: 
• Developing countries with an income per capita under 7,500 USD per 

year 

• Non-OECD countries 

• Prime age group (between 30 and 44 years) 

 

 Interpretation 
 In developing countries, undervaluation stimulates economic growth by 

increasing the profitability of tradable production, which tends to be 
more female-intensive in low-tech manufacturing (e.g. toys, textiles). 

 With increasing income levels women reduce certain employment (due 
to underpayment, unfavorable working conditions) 

 OECD countries: social security systems would support such a move 

 Prime age group: group of women who are willing and prepared to join 
the formal labor market, but have the least opportunity to do so (drop 
out rates due to child and elderly care; reinforced by recessions) 
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3. Results: Impacts on FLFP (3) -  
Causal Effects on FLFP using an IV  

• Instrumental variable (IV) approach to address the concern of 
reversed causality: 

• Positive productivity shock may lead to an increased FLFP 

• Positive productivity shock may result in a decline of average price 
level and thus undervaluation 

 

 To address these concern: Undervaluation index is 
instrumented by  

 World capital flows considering capital account liberalisation 

 The growth rate of foreign exchange reserves 

 Both are considered as strong predictors of undervaluation 

 We still find significant and positive effects of undervaluation on 
FLFP 
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3. Results:  
Impacts on the Gender Gap in LFP 

• Undervaluation has a stable impact on the gender gap: 

• An increase in undervaluation leads to a decline in the male-
female labor force participation gap. 

• A 50% undervaluation reduces the gender gap in LFP by 9.7 
percentage points on average for the whole sample. 

 

 Interpretation: 

 Expansion of tradable sectors disproportionately expands more 
female-intensive production in earlier stages of development 

 Co-ordinated monetary and exchange rate policy with a target 
of an undervalued ER could be beneficial to developing 
countries 
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Conclusion 

• From a multilateral perspective: Export-led growth 
strategy is highly ambivalent and risky 

 

• From an individual country‘s perspective: positive 
impact on FLFP 

 

• With increasing diversification of export profile and 
sophistication of production with higher value added: 
decreasing benefit for women by undervalued RER 

 

• Impacts strongly depend on how undervaluation is 
brought about  
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5. Theoretical Framework 

𝑅𝐸𝑅𝑖𝑗
= 𝑁𝐸𝑅𝑖𝑗 

∗

𝛾𝑗𝑤𝑗𝑓𝐿𝑗𝑓
𝑌𝑗
𝑟 + 1 − 𝛾𝑗

𝑤𝑗𝑚𝐿𝑗𝑚
𝑌𝑗
𝑟 1 + 𝑚𝑗 +

𝐼𝑗 − 𝑆𝑗 + 𝐺𝑗 − 𝑇𝑗 + (𝑋𝑗 −𝑀𝑗)

𝑌𝑗
𝑟

𝛾𝑖𝑤𝑖𝑓𝐿𝑖𝑓
𝑌𝑖
𝑟 + 1 − 𝛾𝑖

𝑤𝑖𝑚𝐿𝑖𝑚
𝑌𝑖
𝑟 1 + 𝑚𝑖 +

𝐼𝑖 − 𝑆𝑖 + 𝐺𝑖 − 𝑇𝑖 + (𝑋𝑖 −𝑀𝑖)
𝑌𝑖
𝑟

  

 

• 𝑁𝐸𝑅: 𝑛𝑜𝑚𝑖𝑛𝑎𝑙 𝑒𝑥𝑐ℎ𝑎𝑛𝑔𝑒 𝑟𝑎𝑡𝑒 𝑖: ℎ𝑜𝑚𝑒 𝑐𝑜𝑢𝑛𝑡𝑟𝑦; 𝑗: 𝑓𝑜𝑟𝑒𝑖𝑔𝑛 𝑐𝑜𝑢𝑛𝑡𝑟𝑦  

• 𝐿: 𝐿𝑎𝑏𝑜𝑟 𝑒𝑚𝑝𝑙𝑜𝑦𝑒𝑑 

• 𝑤: 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑤𝑎𝑔𝑒 𝑝𝑒𝑟 𝑒𝑚𝑝𝑙𝑜𝑦𝑒𝑒 

• 𝑋 −𝑀 :𝑁𝑒𝑡 𝑒𝑥𝑝𝑜𝑟𝑡𝑠 

• 𝑌𝑟: 𝑟𝑒𝑎𝑙 𝐺𝐷𝑃 

 



© BE / MM (2017). RER and  Female Labor Force Participation. 

Theoretical Framework 

The impact of an improvement of the RER on the 
trade balance 

 

• Core motivation of mercantilist strategy: 

• Increase in price competitiveness → rise in demand 

for domestic products and decline in demand for 
imports 

• Depends on behavior of direct competitors 

• Depends on reaction of major trading partners 
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Theoretical Framework 

The impact of the increase of net exports on GDP  

 

• Rise in one of the four demand categories 

• Counteracted by dampening effect of contractionary 
monetary or fiscal policies on other demand 
categories 

→ increase of net exports can turn into an engine of 

growth the shorter and less comprehensive restrictive 
monetary and fiscal policy is used and the more the REER 
of peers and trading partners appreciates 
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Theoretical Framework 

The impact of the increase of GDP on female labor 
force participation 

 

• Rise in production → increase of employment 

• Male-intensive versus female-intensive sectors 

• Higher elasticity of female employment with an 
increasing level of education, a declining fertility rate 
and higher share of urban population (+cultural 
background) 
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6. Data 

Databases from ILO, IMF, World Bank, Penn World Tables 
8.1, United Nations 

• Female labor force participation ratio and gender labor 
participation ratio from Key Indicators of the Labor 
Market (KILM) ILO database which offers data in 5-year 
time periods from 1960 to 2000 for 96 countries 

 

Country-level  

• Undervaluation index is constructed from data on RER 
and real GDP per capital from the Penn World Tables 
8.1. 
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7. Empirical Strategy (1) 

 
𝐹𝐿𝐹𝑃𝑖𝑡 = 
∝ +𝛽𝑙𝑛𝑈𝑁𝐷𝐸𝑅𝑉𝐴𝐿𝑖𝑡 + 𝑋

′
𝑖𝑡𝜎 + 𝜂𝑖 + 𝑣𝑡 + 𝑢𝑖𝑡 

 
• FLFP: female labor force participation rate 

• UNDERVAL𝑖𝑡: undervaluation index 

• 𝑋′: vector of time varying control variables 

• 𝜂: country − level fixed effects 

• 𝑣: time period fixed effects 

• Estimation according to age groups of ranges of 5 years 
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7. Empirical Strategy (2) 

Undervaluation index is constructed following Rodrik 
(2008): 

 

𝑙𝑛𝑈𝑁𝐷𝐸𝑅𝑉𝐴𝐿𝑖𝑡 = 𝑙𝑛𝑅𝐸𝑅𝑖𝑡 − 𝑙𝑛𝑅𝐸𝑅𝑖𝑡  

 
𝑙𝑛𝑅𝐸𝑅𝑖𝑡 =∝ +𝛽𝑙𝑛𝑅𝐺𝐷𝑃𝐶𝐻𝑖𝑡 + λ𝑡 + 𝑣𝑡 

 

• 𝑅𝐺𝐷𝑃𝐶𝐻: real GDP per capita 

• λ𝑡: time period fixed effects 
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