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Abstract

Various events can affect a country's exchange rate. In the period between 2020 and 2021, Peru experienced
the severe effects of the COVID-19 pandemic, as well as political instability. This article has two objectives:
first, to explore what was the average monthly exchange rate (sale) in Peru between January 2020 and
December 2021; second, to determine if there is any significant trend in the data shown for that period. The
research presented a quantitative approach, descriptive level, non-experimental design and retrospective
cross-sectional cut. The technique was documentary review and the instrument was the registration form.
The data provided by the Central Reserve Bank of Peru (Monthly average bank exchange rate -sale-) were
explored. As a result, it was found that the lowest value was recorded in January 2020 (S/3,329), while the
highest value was recorded in September 2021 (S/4,111). In addition, the result of the Mann-Kendall trend
statistical test resulted in a p. value of < 0.0001, thus there is a significant trend in the average monthly
exchange rate (sale) in Peru between January 2020 and December 2021.
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1. Introduction

In the last weeks of December 2020, the price of the US dollar (USD) in soles (PEN) surpassed its
historical maximum since the creation of this currency in 1991 in Peru. After the appointment of the
ministerial cabinet of the newly elected president's government, the barrier of S/4.00 per US dollar
was broken. It is well known that there is a high volatility impact of the dollar exchange rate on the
currencies of Latin American countries (Loo Gil, 2021; Roca Garay, 2014).

In the last 30 years, Peru has enjoyed macroeconomic stability that has resulted in low inflation
rates and high growth on average (Castellares & Toma, 2020; Chung Alva, 2021; Romero-Flores, 2020).
As a result, there has been a clear trend of de-dollarization, with decreasing percentages of credits
and deposits in dollars (Arrieta Vidal et al., 2022; Garcia, 2011; Valle Diaz & Huaméan Romani, 2022).
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This favourable environment for business growth has allowed many companies to move from
informality to formality (Ferndndez Bedoya et al., 2021), while at the same time contributing to the
country's economic growth (Grijalva Salazar et al., 2020).

In the month of June 2021, after an electoral imbalance originated in Peru caused by
declarations of fraud by voters, accompanied by marches throughout Peru demanding the National
Jury of Elections the televised review of contested and observed results, political and economic
instability was generated (Andina, 2021). At first, it seemed that the recount of tallied tally sheets
would take weeks because the National Jury of Elections (JNE), the only authority with the capacity
to name the winner of the electoral contest, had to resolve a request for the annulment of 802 tally
sheets in polling stations claimed by the losing candidate -the equivalent of 500,000 votes- in areas
where her opponent (and later winner) had been the favorite (Ortiz, 2021).

The Observation Mission of the Organization of American States (OAS) said it does not support
allegations of fraud, claiming that the elections in Peru followed a "positive electoral process”,
without detecting "serious irregularities”. The mission of the Inter-American Union of Electoral
Organizations (UNIORE) has also highlighted the correct application of the voting and counting
processes in the country, ruling out the possibility of any fraud (OAS, 2021).

In addition, another aggravating factor in the volatility of the dollar was the appointment of the
Ministerial Cabinet of the newly elected president, and especially his new prime minister, which
generated discontent among the population and businessmen (Gestion, 2021). Since the first days of
April 2021, the exchange rate would have shown a highly volatile variation with an upward trend. The
approval or disapproval of a president can affect the country's economic performance (Boca Saravia &
Rodriguez, 2022; Cerda & Vergara, 2022).

The week prior to the first round of presidential elections in Peru, the price of the US dollar
went from an average of S/ 3.63 to surpassing the S/ 4.00 soles barrier, reaching peaks of up to S/4.10
after the declaration of the presidential winner.

In Peru, the exchange rate is determined taking into account a regime called managed floating.
This means that the exchange rate moves according to the supply and demand of dollars. In addition,
at certain times, the Peruvian Central Reserve Bank (BCRP) acts in order to avoid constant variations
so that our economy is not affected. In recent months, the intervention of the Peruvian Central
Reserve Bank has prevented a further increase in the exchange rate. However, in recent months, the
BCRP has not been able to intervene indefinitely in the exchange market, which may cause our
international reserves to decrease those held by the monetary entity.

It is important to emphasize that the word volatile derives from the Latin volatilis, which is
translated as 'to fly' in Spanish.

The main advantages of having a stable dollar are:

a) Facilitates international business transactions: A stable dollar allows businesses to plan and
execute transactions with better precision, lowering the risk of losses due to exchange rate
volatility.

b) Improves investor confidence: A stable dollar creates a more predictable economic climate,
increasing foreign investors' confidence in the US economy and attracting greater
investment to the country (Mari del Cristo & Gomez-Puig, 2017; Piqueira & Mortoza, 2012).

¢) Helps control inflation: A stable and predictable currency aids in price management by
allowing international trade and encouraging foreign investment, which in turn aids in the
stabilization of the country's pricing for products and services (Carranza et al., 2009; Sui et
al.,, 2021).

d) Contributes to global economic stability: A stable dollar helps to maintain global economic
stability by decreasing financial market volatility and providing a steady reference currency
for countries that use the dollar in trade and financial transactions (Choi, 2022).

According to (Rodriguez, 2015), in the managed floating scheme, the dollar price is fixed by

supply and demand forces, without the existence of any quotation limit as it usually happens in the
exchange band model. In order to control violent fluctuations, the Central Bank usually sets some
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rules that mark its intervention in the market.

This same phenomenon consists of seeking autonomy to monetary and exchange rate policy
changes, consisting of a greater flow of capital in the private sector and the increase of a moderate
inflation rate (Asaleye et al., 2021; Rosende, 2002).

In Colombia it represented 24%, which forced the Colombian authorities to consolidate in
January 1994 the exchange band system allowing constant capital inflows and providing greater
discretion in economic policy to stabilize the economic equilibrium, allowing stabilization of the
exchange rate. Since 1994 in Colombia it has been defined as consisting of a fixed exchange rate
regime and a free floating one, so that on September 25, 1999 the exchange band system was
eliminated and a free floating nominal exchange rate system was introduced.

In Argentina, the Central Bank has used the managed float of the dollar to try to stabilize the
economy and reduce inflation. However, this has generated problems due to a shortage of
international reserves and exchange rate volatility. In 2018 Argentina suffered an economic and
financial crisis with a rising dollar that generated a devaluation of the peso and high inflation
(Cachanosky et al., 2022; Cachanosky & Ferrelli Mazza, 2021; Castillo-Ponce & Kon, 2018).

In Chile, the Central Bank has used the managed float of the dollar as a tool to try to stabilize
the economy and reduce exchange rate volatility (Ginn & Pourroy, 2020). The exchange rate policy of
the Central Bank of Chile consists of a system of exchange rate bands and a system of intervention in
the foreign exchange market (Rai et al., 2021).

The exchange band system establishes a range within which the exchange rate is allowed to
fluctuate freely, and the Central Bank intervenes in the foreign exchange market only when the
exchange rate approaches the limits of the established range. The Central Bank buys or sells dollars in
order to stabilize the exchange rate in case it moves away from the established range.

The Central Bank of Chile's intervention system consists of buying and selling dollars in the
foreign exchange market, in order to reduce exchange rate volatility and avoid sharp fluctuations in
the exchange rate. The Central Bank may also intervene in the foreign exchange market through the
use of financial instruments such as futures contracts and foreign exchange swaps.

In Mexico, the Bank of Mexico (Banxico) applies managed floating of the dollar by intervening
by buying or selling dollars in the foreign exchange market. If the Bank of Mexico buys dollars, this
increases the supply of dollars in the market and, therefore, reduces the price of the dollar against the
Mexican peso. On the other hand, if the Bank of Mexico sells dollars, this reduces the supply of
dollars in the market and, therefore, increases the price of the dollar against the Mexican peso
(Cabral et al., 2019). The managed float of the dollar is used to avoid extreme fluctuations in the
exchange rate, as extreme fluctuations can have negative effects on the economy. For example, a very
high exchange rate can increase the prices of imported goods and therefore increase inflation. On the
other hand, a very low exchange rate can increase the costs of exports and, therefore, reduce the
competitiveness of Mexican companies (Areli Bermudez Delgado et al, 2018). In addition to
stabilizing the exchange rate, managed floating of the dollar also aims to reduce volatility in the
foreign exchange market. Volatility in the exchange market can have negative effects on companies
and investors, as it can generate uncertainty and make decision making more difficult (Alvarez-
Ramirez, 2002).

A concept used in this subject is the "maximum rate" (or ceiling rate), which consists of the
Central Reserve Bank being able to sell as many dollars as necessary to maintain the exchange rate at
that value, which means that every day the rate varies depending on the slope of the exchange band
(Bahaj & Reis, 2022; Moessner & Allen, 2013).

On the other hand, the minimum rate (or floor rate) consists of the Central Reserve Bank
buying dollars to maintain the exchange rate at that value. This rate varies every day, which will
depend on the slope of the exchange rate band (Lukongo & Miller, 2018; Nippani & Parnes, 2017).

The slope of the exchange rate band consists of the application of the annual percentage of
devaluation that are applied to the floor rate and the ceiling rate (see Figure 1).
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Figure 1: Exchange rate band

(Burotto Ravanal, 2016) mentions that inflationary stabilizations are one of the first characteristics of
anti-inflationary programs applied in Argentina, Brazil and Bolivia. This seeks to examine at the
macroeconomic level, taking into account monetary and fiscal policies that consist of gradual
corrections that are being applied in the programs that the authorities are focusing on, so that these
variables will be decisive when evaluating the success or failure.

In Latin America in recent years there has been a very strong inflation crisis after many decades
in which orthodox programs have been applied, consisting in the application of a moderate fiscal
plan without taking into account price setting (Moreno Brid et al., 2022). On the other hand, the
Heterodox Program consists in the application of revenue according to its policy which is the core of
the problem of fiscal austerity (Petrovich Frolov, 2022).

In the world is applying regimes where the exchange rate plays a very important role in the
economy and the lack of control where the currency is floating due to variation of the exchange rate,
since the 2000s in Latin America and the Caribbean has experienced certain variations, originated by
fear have been affected various adverse factors to the economy.

In addition, with the increase in capital mobility where the exchange rate plays a very important
role, endogenous growth has developed in the various business sectors and in turn in households
where there are credit restrictions (Bsoul et al., 2022; Fernandez-Bedoya et al., 2021; Omodero, 2020).
Even stock market reacts to monetary policy modifications (Omodero et al., 2021)

According to the analysis carried out, the following questions were proposed:

e Objective 1: What was the average monthly exchange rate (sale) in Peru, between January

2020 and December 20217

¢ Objective 2: Is there any significant trend in the data shown for that period?

In addition, the objectives of this research were:

e Objective 1: To explore what was the average monthly exchange rate (sale) in Peru between

January 2020 and December 2021.
¢ Objective 2: To determine if there is any significant trend in the data shown for the period
between January 2020 and December 2021.

Finally, the hypothesis of this research was: There is a significant trend in the average monthly

exchange rate (sale) in Peru between January 2020 and December 2021.
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2. Materials and Methods

This study presents a quantitative approach. This is due to the fact that it measured the variable
(monthly exchange rate). Based on this information, time line figures were constructed and
presented in tables. In addition, the Mann-Kendall trend (Kendall, 1975; Mann, 1945) statistical test
was used to subject the hypothesis to validity or rejection.

The level of the study was descriptive. There was a single variable that was extensively detailed.
Descriptive level research seeks to provide a good perception of the phenomenon and the ways in
which the variable, factors or elements that compose it behave.

The design was non-experimental, since the data was collected without any manipulation,
directly extracted from a reliable source, such as the Central Reserve Bank of Peru. The study cut was
longitudinal and retrospective because the data collected was generated in periods prior to this study,
and included a particular period (January 2020 to December 2021).

The technique was documentary review, since the database of the Central Reserve Bank of Peru,
corresponding to the average monthly exchange rate (sale) in Peru, between January 2020 and
December 2021, was explored (Central Reserve Bank of Peru, 2022). The instrument consisted of a
registration form, in which the desired data was written to answer the research questions.

3. Results

Objective 1: To explore what was the average monthly exchange rate (sale) in Peru between
January 2020 and December 2021

According to the Central Reserve Bank of Peru (2021), in recent months the variation of the
exchange rate has responded to a certain degree of speculation to which the exchange markets are
exposed, as shown in Table 1 and Figure 2.

Table 1: Monthly average bank exchange rate (sale), January 2019 - December 2020

Month Exchange rate
January 2020 S/.3.329
February 2020 S/.3.392
March 2020 S/.3.494
April 2020 S/.3.400
May 2020 S/.3.424
June 2020 S/.3.472
July 2020 S/.3.519
August 2020 S/.3.566
September 2020 S/.3.557
October 2020 S/.3.598
November 2020 S/.3.61
December 2020 S/.3.606
January 2021 S/.3.627
February 2021 S/.3.648
March 2021 S/.3.710
April 2021 S/.3.704
May 2021 S/.3.776
June 2021 S/.3.916
July 2021 S/.3.945
August 2021 S/.4.090
September 2021 S/.41m
October 2021 S/.4.019
November 2021 S/.4.023
December 2021 S/.4.042

It can be identified that in the 2-year period analysed, the lowest value was recorded in January 2020
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(S/3,329), while the highest value was recorded in September 2021 (S/4,111).

Monthly average bank exchange rate (sale),
January 2020 - December 2021
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Figure 2: Monthly average bank exchange rate (sale), January 2020 - December 2021.

Objective 2: To determine if there is any significant trend in the data shown for the period
between January 2020 and December 2021.

Table 1: Mann-Kendall trend test

Sample Estimates Result
Kendall’s tau 0.9130435
p. value (two tailed) < 0.0001
S 252.00
n 24

Table 2 shows the result of the Mann-Kendall trend test. The analysis of the average exchange rate
over the 24 months was subjected to this statistical test (n = 24). The p. value (two tailed) calculated
was < 0.0001, this allows the researchers to consider the hypothesis valid, and therefore there is a

significant trend in the average monthly exchange rate (sale) in Peru between January 2020 and
December 2021.

4. Conclusions

Managed floating of the dollar is an exchange rate system in which a country uses a combination of
market intervention and exchange rate policies to control the exchange rate of its currency against
the U.S. dollar. In Latin America, several countries have used this system in an effort to stabilize their
economies and promote growth. However, it can also have negative effects, such as exchange rate
volatility and dependence on U.S. policies.

Managed floating is based on the idea that a country's central bank can intervene in the foreign
exchange market to buy or sell its own currency relative to the U.S. dollar. This can help stabilize
exchange rates and reduce volatility. However, it can also create problems if the Central Bank does
not have sufficient international reserves or if the interventions are not effective.

In Latin America, several countries have adopted managed floating of the dollar in an effort to
stabilize their economies and reduce exchange rate volatility.
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The Central Reserve Bank of Peru is the agency in charge of regulating monetary and exchange
rate policy in Peru. This institution has contributed to some extent to alleviate the high volatility of
the dollar, however, despite its efforts, it is visible that the dollar has increased significantly between
2019 and 2020.

After reviewing the data provided by the Central Reserve Bank of Peru, it was possible to
explore what was the average monthly exchange rate (sale) in Peru between January 2020 and
December 2021. The lowest value was recorded in January 2020 (S/3,329), while the highest value was
recorded in September 2021 (S/4,111).

In order to identify whether these data represent a statistically significant trend, it was
necessary to use the Mann-Kendall test, the results of which were less than 0.0001, thus confirming
the hypotheses proposed by the authors.

We conclude that there is a significant growing trend in the average monthly exchange rate
(sale) in Peru between January 2020 and December 2021.

5. Implications and Future Research

The following are some implications and future research on managed floating of the dollar and the
exchange rate policies:

Implications:

a) Exchange rate stability: Managed dollar floating is more stable than free floating because the
central bank can intervene in the market to reduce volatility.

b) Monetary policy: Managed dollar floating can assist the central bank in more effectively
implementing its monetary policy, as the exchange rate can be an important channel for
transmitting monetary policy.

¢) Impact on the economy: Because the exchange rate affects inflation, economic growth, and
foreign trade, managed dollar floating can have a significant impact on the economy.

Future research:

a) Impact on inflation: It would be interesting to look into how managed floating of the dollar
affects inflation, as the exchange rate may play a role in determining prices.

b) Monetary policy effectiveness: It may be worthwhile to investigate the effectiveness of
monetary policy in an economy with a managed dollar float, because the central bank may
have more control over the exchange rate than in a free-floating economy.

¢) Impact on foreign trade: Another intriguing research topic could be how managed dollar
floating affects foreign trade, as the exchange rate can affect a country's exports and
imports.
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