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Abstract: 

This paper examines the factors driving the co-movement between the three 

international currencies (USD, EUR, CNY) and other currencies, with a particular focus on 

the impact of the geopolitical risk and economic policy uncertainty on international 

currency co-movements. Using panel data covering 48 countries from 2015 to 2024, 

the study finds that, among the emerging economies, geopolitical risk and economic 

policy uncertainty strengthens the anchoring on USD weights. Emerging economies 

having strong trade linkage with China de-anchor with the RMB during stronger threats 

from the geopolitical risks. US monetary policy uncertainty increase the cost of 

developing countries to sacrifice the monetary policy independence during the USD 

pegging.     

In the first section, Frankel and Wei(1994)’s workhorse model modified by Kawai and 

Potines (2016)’s methodology is estimated using rolling window regression for 48 

surveyed economy. Figure 10 shows the estimated daily international currency co-

movement with currencies in different geographical regions.  

In the second section, using geopolitical threats(GPT) index by Caldara et al. (2022), 

economic policy uncertainty(EPU) index by Baker et al. (2016), this study firstly 

investigates how these factors influence the anchor currency weights. Using estimated 

currency weights as dependent variable, and macroeconomic variables like GPT index, 

VIX index and EPU index as independent variable, I estimate their impacts when 

controlling for both time and country fixed effects. Table 2 indicates that the associated 

outcomes for emerging economies. USD and RMB is favored by emerging economies 

during high level of economic policy uncertainty. Table 3 shows how the emerging 

economies with high trade linkage on each anchor country respond to the changes in 

GPT and EPU. With high level of geopolitical risk and policy uncertainty, the emerging 

economies having close trade linkage with Euro area choose to de-anchor with the 

EUR. This is reflected in the negative and significant coefficients on (GPT*TRADE) and 

(EPU*TRADE). Table 8 shows how the US monetary policy uncertainty indexed by Baker 

et al. (2016) influences the costs to sacrifice the monetary policy independence during 

the currency pegging. As the estimated coefficient on (EPU*inflation) is significantly 

negative under EMs columns, the US monetary policy uncertainty leads to extra cost for 

Emerging economies to anchor USD because of the inflation asymmetry.   
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