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[Abstract]

We propose to utilize the band-spectral regression for out-of-sample forecasts of
exchange rates. By selecting relevant frequencies for exchange rate forecasting, we are
able to improve out-of-sample forecasts. International comparisons reveal that the
importance of business cycle frequencies is not uniformly confirmed. The fundamentals
included in the Taylor rule are shown to have a relatively strong forecasting power.
Without specifying the frequency bands prior to applying the regression, LASSO can

provide better out-of-sample forecasts.



