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INTERACTION BETWEEN EXCHANGE RATE AND FISCAL POLICY 

IN CONDITIONS OF FLEXHIBLE EXCHANGE RATE REGIME 

TRANSITION 

Kozakevych O.R. 
Ivan Franko National University of L'viv  

The main purpose of the article is to study theoretical and practical aspects of 

interaction between the exchange rate and fiscal policiesand substantiation the optimal 

model of their interoperability. The theoretical mechanisms of the relationship 

between elements of fiscal and exchange rate policy are analyzed; dynamics and 

characteristics of exchange rate fluctuations and fiscal instruments are investigated. 

The empirical estimation of their correlation during the support of fixed and floating 

exchange rate regimes is conducted. On the basis of researches a direct linear 

relationship between the public sector indicators and exchange rate, the weakening of 

correlation  between the exchange rate and budget expenditures during the transition to  
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a flexible exchange rate are established and the danger of devaluation of the currency 

due to excessive fiscal expansion is proved. The expediency of the interaction between 

government actions and central bank by model of coordination as such that promotes 

optimal functioning of the financial system at the current stage is proved. 
 
Keywords: exchange rate policies, fiscal instruments, flexible exchange rate, 

coordination, correlation. 
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,        5  (   
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