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Abstract

The Nominal Major Currencies Dollar Index, which tracks the
exchange rate of the US dollar against major currencies, has fallen
back since rising to a peak of 86.0917 on March 9, 2009, and at the
date of this study had already dropped by 14 percent. However, in our
judgment, the US dollar is unlikely to depreciate substantially in the
foreseeable future, but rather should be expected to fluctuate
moderately or settle into a long-term trend of slow depreciation. There
are several reasons for this, as follows: (1) The US within the near
term will not be able to cast off the difficulties created by the twin
deficits; (2) the US economy is not expected to have any likelihood of
returning to the booming conditions it enjoyed before the financial
crisis; (3) the US government lacks incentive to adjust the dollar’s
downward trend, since a weak dollar can stimulate exports and reduce
the real cost of debt. For Taiwan, changes in the exchange value of the
US dollar have hitherto not had much effect on the domestic economy,
since the currencies of Taiwan’s main trade partners have also
appreciated across the board, and NT dollar appreciation has been
relatively stable. We expect that the central bank will continue to
adhere to its basic stance of letting currency market supply and
demand determine the exchange rate, but will intervene promptly and
effectively when speculative activities cause the exchange rate to
fluctuate excessively.
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