
IPOL 

EGOV 

DIRECTORATE-GENERAL FOR INTERNAL POLICIES 

ECONOMIC GOVERNANCE SUPPORT UNIT 

  

 

 

July 2017 Authors: L. Giusti, A. Zoppè, contact: egov@ep.europa.eu  PE 602.099 

This note provides an overview of competitiveness developments as measured by the Real Effective 

Exchange Rate. This indicator is used in the Macroeconomic Imbalance Procedure. The note presents 

its definition and evolution in the Euro Area Member States since 1999. 

The Real Effective Exchange Rate (REER) provides information on the cost or price 

competitiveness of a country with respect to its trading partners. It measures the relative value of 

a currency compared to the currencies of its trading partners, taking into account price and cost 

developments in the respective economies. If the change in the REER is negative, then the economy 

is gaining competitiveness compared to its trading partners, and vice versa.  

The REER corresponds to the Nominal Effective Exchange Rate (NEER), which is an average of the 

exchange rates of an economy’s currency with the currency of its trading partners, weighted by the 

respective amounts of exports/imports. The REER deflates the NEER with a measure of cost/price 

developments. For Euro Area Member States, therefore, the component of the REER corresponding to 

trade with other EA countries is affected by their costs or price developments only, as there are no 

variations due to exchange rate of the euro. 

The REER is one of the indicators used in the context of the Macroeconomic Imbalance Procedure 

(MIP), to signal a possible external imbalance. The indicator used in the MIP scoreboard measures 

the change over three years of the REER, with an indicative threshold of +/- 5% for euro-area 

countries. The REER used in the MIP context is weighted by the inflation rates, and the group of 

trading partners is composed of 42 countries, comprising the EU-28 plus 14 relevant world economies. 

A high percentage change over three-year signal a potential threat to the economy. Indeed, some 

economists have historically considered that REER is a statically significant predictor of economic 

crises. 

Table 1 shows the euro area Member States with the REER indicator beyond the thresholds since the 

inception of the MIP. It can be noted that in 2012 all EA Member States recorded negative REERs 

indicators, mainly due to low level of inflation and the depreciation of the euro with respect to the US 

dollar, followed by another decline in 2014 and 2015.

Table 1: Euro Area Member States with the 

REER indicator beyond the MIP threshold  

Source: Eurostat  

 Estonia, Latvia and Lithuania are 

experiencing high (positive) REER 

indicators, which can mainly be attributed 

to the strong depreciation of the Russian 

rouble started in 2014. Indeed, these 

countries’ trade is highly linked to the 

Russian economy. In addition, the three 

countries, which have adopted the euro in 

2011, 2014 and 2015 respectively, have 

recorded high inflation rates, especially 

Estonia.  

 Greece is reporting negative REER 

indicators since 2012: the key determinant 

is its inflation rate, which has been negative 

since 2012. 

 Ireland shows very negative values of the 

REER indicator, which is due to the 

depreciation of the euro with respect to the 

currencies of its main trade partners, 

namely the UK and the US.  

AT  A  GL AN C E  

The Real Effective Exchange Rate in Euro Area Member States 

Country 2012 2013 2014 2015 2016 

Germany -9.0 -1.9 -0.4 -1.5 -2.0 

Estonia -3.6 3.1 4.7 6.4 5.1 

Ireland -12.2 -3.9 -3.6 -6.0 -6.2 

Greece -5.0 -4.4 -5.6 -5.5 -3.6 

Spain -5.3 -0.4 -1.0 -2.9 -4.0 

France -7.8 -2.3 -1.3 -2.7 -3.0 

Italy -6.2 0.0 0.2 -2.2 -3.1 

Cyprus -5.9 -0.8 -1.7 -6.3 -6.6 

Latvia -8.6 -1.7 0.2 3.0 5.3 

Lithuania -6.7 -0.6 1.5 3.9 5.2 

Malta -7.6 -1.3 0.1 -0.2 0.0 

Netherlands -6.0 0.4 0.7 -0.6 -2.0 

Finland -8.2 0.1 2.6 2.2 0.7 
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Source: ECB 

Figure 1: Year evolution of REER in Euro Area Member States that adopted the Euro before 

2001, 1999-2016 (1999=100) 

Source: Eurostat  

Figure 1 shows the values of the REER for Euro Area countries that had adopted the Euro by 2001, 

taking 1999 as the base year. Even if the REERs have been broadly following a similar cycle, their 

magnitude and the current situation are quite divergent: 

 Until 2008/2009, a deterioration in competitiveness is generally observed - with the exclusion of 

DE, FI and AT, whose level of REER in 2008/2009 was close to those observed in 1999;  

 The competitiveness of Ireland, Spain and Portugal deteriorated until 2008, followed by 

competitiveness gains in the subsequent years.  

 2012 is a turning point of the cycle, with the only exception of Greece; 

 Over the period Germany has improved its competitiveness compared to its trading partners, 

including the Euro Area Member States.  

Several international institutions calculate REERs by applying slightly different methodologies, with 

various costs or price indices (Unit Labour Cost, or producers’ price indices) or with different groups 

of trading partners. In particular, the ECB publishes the REER for the euro as a whole, as well as 

country-specific Harmonised Competitiveness 

Indicators (HCIs) that take into consideration a 

wider group of trading partners than the 

Commission. Figure 2 shows the overall 

percentage change of the HCIs from December 

1998 to June 2017; it can be noted that the REER 

for the Euro area has decreased by more than 12 

percentage points, which shows a gain in cost and 

price competitiveness with respect to the main 

trading partners. Declines in REER were observed, 

to a various degree, in nearly all EA Member 

States, with the exceptions of Luxembourg, Spain 

and Portugal, which experienced a percentage 

increase, thereby showing a loss of 

competitiveness.  
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Figure 2: Percentage change in HCI based 

on consumer price indices from December 

1998 until June 2017 
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