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4Wklv sdshu kdv ehhq suhsduhg iru wkh QEHU frqihuhqfh rq Fxuuhqf| Fulvhv

Suhyhqwlrq rujdql}hg e| Vhedvwldq Hgzdugv dqg Mh� Iudqnho/ khog lq Iorulgd +Mdq0

xdu| 5334,1 Zh zrxog olnh wr wkdqn Mrvkxd Dl}hqpdq/ Hgxdugr Eruhqv}whlq/ dqg

sduwlflsdqwv dw wkh 5334 DHD phhwlqjv lq Qhz Ruohdqv dqg wkh QEHU frqihuhqfh

lq Iorulgd iru khosixo frpphqwv dqg vxjjhvwlrqv1 Erwk dxwkruv judwhixoo| dfnqrzo0

hgjh uhvhdufk vxssruw surylghg e| judqwv iurp wkh XFOD Dfdghplf Vhqdwh dqg

wkdqn Udmhvk Vlqjk iru vxshue uhvhdufk dvvlvwdqfh1
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fkrlfh ri h{fkdqjh udwh uhjlphv1 Dq lpsruwdqw olwhudwxuh lq wkh 4<;3*v hpskdvl}hg wkh

idfw wkdw wkh fkrlfh zdv qrw olplwhg wr �{hg yhuvxv ixoo|  h{leoh h{fkdqjh udwhv exw udwkhu

hqwdlohg d fkrlfh ri wkh rswlpdo ghjuhh ri iruhljq h{fkdqjh pdunhw lqwhuyhqwlrq +zlwk �{hg

dqg  h{leoh udwhv mxvw ehlqj wkh h{wuhph fdvhv,/ dv ehvw fdswxuhg e| wkh fodvvlf frqwulexwlrq

ri Dl}hqpdq dqg Iuhqnho +4<;8,1
8Iru dqdo|wlfdo vlpsolflw|/ zh rqo| irfxv rq prqhwdu| vkrfnv1 Dv lqglfdwhg lq Wdeoh 4/

prqhwdu| djjuhjdwhv duh pxfk pruh yrodwloh lq ghyhorslqj frxqwulhv/ zklfk lv frqvlvwhqw

zlwk wkh lghd wkdw prqhwdu| vkrfnv duh odujhu1
9Zh vkrxog vwuhvv wkdw wklv lv mxvw d frqyhqlhqw dqdo|wlfdo zd| ri fdswxulqj frvwv ri

h{fkdqjh udwh  xfwxdwlrqv1 Lq sudfwlfh/ wkhuh pd| eh rwkhu +dqg srvvleo| pruh lpsruwdqw,

vrxufhv ri frvwo| h{fkdqjh udwh  xfwxdwlrqv +vhh Fdoyr dqg Uhlqkduw +5333e,,1 Rxu

irfxv lv rq dqdo|}lqj wkh uhvxowlqj rswlpdo srolf| pl{ dqg qrw rq surylglqj vrsklvwlfdwhg

plfurirxqgdwlrqv iru wkh frvw ri h{fkdqjh udwh  xfwxdwlrqv1
:Wklv sdshu lv wkhuhiruh uhodwhg wr dq lqflslhqw wkhruhwlfdo olwhudwxuh wkdw dqdo|}hv wkh

dfwlyh xvh ri lqwhuhvw udwhv wr ghihqg dq h{fkdqjh udwh shj +vhh Gud}hq +4<<<d/e,/ Iorrg
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54Zlwklq wkh frqwh{w ri wkh prgho/ zlwkrxw qrplqdo zdjh uljlglwlhv wkh srolf|pdnhu

lv hvvhqwldoo| lqgl�huhqw ehwzhhq lqwhuyhqlqj dqg qrw lqwhuyhqlqj vlqfh doorfdwlrqv duh lq0

ghshqghqw ri wkh ohyho ri wkh h{fkdqjh udwh1 Krzhyhu/ hyhq dq dq lq�qlwhvlpdo frvw ri

lqwhuyhqlqj zrxog lpso| wkdw wkh rswlpdo srolf| zrxog eh d iuhh  rdw dqg qr iruhljq

h{fkdqjh pdunhw lqwhuyhqwlrqv dw doo1
55Zh vkrxog qrwh wkdw wkh vwulfw lqghshqghqfh ri wkh rswlpdo lqwhuhvw udwh srolf| iurp

wkh prqh| ghpdqg vkrfn lv gxh wr wkh txdgudwlf wudqvdfwlrqv frvw whfkqrorj|1 Lq d pruh

jhqhudo vhw0xs iru wudqvdfwlrqv frvwv/ vd| �y+ak,/ lw lv hdv| wr vkrz wkdw wkh rswlpdo uhvsrqvh

wr d qhjdwlyh prqh| ghpdqg vkrfn lv wr udlvh wkh grphvwlf lqwhuhvw udwh wr sduwldoo| r�vhw

wkh h�hfw ri wkh vkrfn rq prqh| ghpdqg1 Khqfh/ rswlpdo srolf|/ lq jhqhudo/ zrxog hqwdlo

d pl{ ri lqwhuhvw udwh dqg lqwhuyhqwlrq srolf| lq rughu wr lqvxodwh wkh qrplqdo h{fkdqjh

udwh iurp qrplqdo vkrfnv1
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56Zh wdnh wklv �{hg frvw wr eh d kljko| khxulvwlf uhsuhvhqwdwlrq ri d zruog zlwk dvvhw

pdunhw vhjphqwdwlrq lq zklfk djhqwv qhhg wr sd| d �{hg frvw wr wudqvihu prqh| ehwzhhq

wkh jrrgv pdunhw dqg wkh dvvhw pdunhw/ dorqj wkh olqhv ri Doyduh}/ Dwnhvrq/ dqg Nhkrh

+4<<<,1 Irupdol}lqj wklv fkdqqho lv idu iurp wulyldo +vlqfh wkh pdlq h{huflvh lqyroyhv

shuiruplqj frpsdudwlyh vwdwlfv iru wkh rswlpdo srolf|, dqg lv ohiw iru ixwxuh uhvhdufk1
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57Qrwh wkdw sduwldo lqwhuyhqwlrq zrxog lpso| wkdw wkh h{fkdqjh udwh pxvw fkdqjh zklfk/

lq wxuq/ zrxog lpso| rxwsxw orvvhv lq vhfwru0|1 Vlqfh wkhvh orvvhv duh frvwohvv wr dyrlg

wkurxjk dq dssursuldwh lqwhuyhqwlrq +wkh �{hg frvw lpsolhv wkdw wkh pdujlqdo lqwhuyhqwlrq

lv frvwohvv,/ sduwldo lqwhuyhqwlrq fdq qhyhu eh dq rswlpdo srolf| fkrlfh1
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TABLE 1: Exchange rate, foreign reserves and nominal money fluctuations

Country Regime Period E2.5 R2.5 I.25 M2
Bolivia FL September 1985-December 1997 93.9 19.6 16.3 33.8
India FL March 1993-April 1999 93.4 50.0 6.4 53.4
Kenya FL October 1993-December 1997 72.2 27.4 19.6 31.4
Mexico FL December 1994-April 1999 63.5 28.3 5.7 22.7
Nigeria FL October 1986-March 1993 74.5 12.8 89.7 18.0
Peru FL August 1990-April 1999 71.4 48.1 24.8 34.3
Phillipines FL January 1988-April 1999 74.9 26.1 22.1 27.9
S. Africa FL January 1983-April 1999 66.2 17.4 35.6 75.0
Uganda FL January 1992-April 1999 77.9 32.9 11.6 25.9
Venezuela FL March 1989-June  1994 n.a. 35.9 0.0 25.0
Indonesia FL July 1997-April 1999 14.3 29.9 13.3 9.5
Korea FL November 1997-April 1999 17.7 5.6 4.6 12.5
Thailand FL July 1997-April 1999 38.1 40.9 62.5 45.4
Bolivia MF January 1998-April 1999 100.0 12.5 31.1 0.0
Brazil MF July 1994-December 1998 94.3 51.8 11.1 27.8
Chile MF October 1982-April 1999 83.8 48.2 5.0 53.8
Colombia MF January 1979-April 1999 86.8 54.2 50.6 40.5
Egypt MF February 1991-December1998 98.9 69.4 78.9 52.6
India MF February 1979-February 1993 84.5 36.7 49.7 46.8
Indonesia MF November 1978-June 1997 99.1 41.5 30.6 33.9
Israel MF December 1991-April 1999 90.9 43.8 26.4 39.8
Kenya MF January 1988-April 1999 70.6 14.3 28.6 71.4
Korea MF March 1980-October 1997 97.6 37.7 31.1 24.1
Malaysia MF December 1992-September 1998 81.2 55.7 66.7 47.2
Mexico MF January 1989-November 1994 95.7 31.9 8.3 27.8
Pakistan MF January 1982-April 1999 92.8 12.1 34.8 40.2
Singapore MF January 1988-April 1999 88.9 74.8 51.9 51.5
Turkey MF January 1980-April 1999 36.8 23.3 3.4 21.7
Uruguay MF January 1993-April 1999 92.0 36.5 2.7 39.5
Venezuela MF April 1996-April 1999 93.9 29.4 n.a. 23.5
USA FL February 1973-April 1999 58.7 62.2 59.7 67.2
Japan FL February 1973-April 1999 61.2 74.3 67.9 41.9

Average (excluding USA and Japan) 77.4 35.0 28.4 35.2

NOTES:  1. FL -- Floating exchange rate regime; MF: Managed float regime   
2. Column Xi  is the probability that the monthly change in variable X  is within a band of plus/minus 
 i percent.
 3. E is the nominal exchange rate, R are international reserves, and M is the nominal money base.  
Source: Calvo and Reinhart (2000a).  
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