| MES DI SCUSSI ON PAPER SERI ES

W b
Oddoddboooooooooon
ddoobodoooboooooooon
ooo ooo
00 O
Discussion Paper No. 99-J-35
- F-

IMES

I NSTI TUTE FOR MONETARY AND ECONOM C STUDI ES
BANK COF JAPAN

goboooood

g103-8ee0 000000000 300



obo0 ODoboooOobobOobObOobOOoooObOobOOonOaon
oobOb00OooobOO0O0O0OoOobOOO0O0O0oOnOO0O0
oobOb00OooobOO0O0O0OoOobOOO0O0O0oOnOO0O0
oobOb00OooobOO0O0O0OoOobOOO0O0O0oOnOO0O0
oobOb00OooobOO0O0O0OoOobOOO0O0O0oOnOO0O0
oobOb00OooobOO0O0O0OoOobOOO0O0O0oOnOO0O0
ooooo



IMES Discussion Paper Series 99-J-35
19990 90O

gooobboooooooof

goo0bOboooooobobobbooan

D00 00O
oo o-°

goog

goooobbgooobbgogooobboooooooobn
goooogobbooobbooobboooobooobboan
goooogobbooobbooobboooobooobboan
goooobbboggbobbodoodbooooooobbbooon
goooogobbooobbooobboooobooobboan
OO0O00b00oOoobouoboooood (Two Corner Solutions)Ud O 0O O
gooboogobbooobbooobboooobooobbgoaon
gooboogobbooobbooobboooobooobbgoaon
gooboogobbooobbooobboooobooobbgoaon
gooboogobbooobbooobboooobooobbgoaon
gooboogobbooobbooobboooobooobbgoaon
gooboogobbooobbooobboooobooobbgoaon
goooobbbogogoooobbodooooobobd

0000O0O0ODbOo0o0000000oooooobOoOoO000oOoOooa
0000000 Two Corner Solutionsl] D O OO 0O0O0OO
Oooo

JEL classification: F310 F33

*TO0000000000DO0O0O0 (E-mail: hiroshi.fujiki@boj.or.jp)
0000oo000O0O00DOo0O0ooOO00 DooDoooooUDoOOoooooo
oooooo



I O 1
IO I o 11
I I 21
I I T 25
I e PP 30
I I 32
I I 41
I I a7
O00O0OSvensson (1998) D 00 000D O0OO0OOO0DOO0OOOOODDOO
........................................................................................................................................ 50
I I 54



gubobobbotbgooooobbuooooobbbuoooon

guboobbtoooooobobbogoooon
ouddodoobobobbbdooooobobbbooooooobobooo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
gooog

obodobooobbtooooooobobbbooooo oo
guobootboobobbooobbuooobooooobbooobboo
goobobobbboo cGrdobbobbtbdooooobbbooe9d ed 18-20
bbb Grodobbo3aksguuobooobobouooooooboobbooog
00o0ooo0ooooooooooto
gobbogobugobtgooboobboobbogoboobobooon
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
gubbbobbtboooobbooooobbbbaboooboboboggg
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guoobbobbtboooobobobgooooobboogo
gobbogobuogobtgooboobboobbogobooobooon
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guoboobobbotgoooobbbooooobbbuoooobobbbobn
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
goog
gobbogobuogobtgooboobboobbogobooobooon
guoobobbotggbbbbotbgooobbbobooooobobboobobobn
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo

! 0000000000 G700000000000D000000000D0O000000ODOnoO
gbooobooboobooboooo



goobobobbboogooesguooboooobooLTeMuonoboobooogod
gobopoboobotbddoooobbobbbooooooobobobobboog
guoboobooobbooobbuogoobooooobbooobboo
guoboobooobbooobbuogoobooooobbooobboo
guoboobooobbooobbuogoobooooobbooobboo
guoboobooobbooobbuogoobooooobbooobboo
goobobobbboogoooobbobobbdooooouoboboobobno Ggrugg
00000000000000000%000000000000000000
guboobbtoooooobobbogoooon
gobbogobugobtgooboobboobbogoboobobooon
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
00000000000000000000%0

gopooegs oudoooooboobbotbdooooooboobboooooon
guoobobboooobbooooobbbooobobbuooooobobbn
guobooboobobbooobbgooobooooobbooobboo
guobooboobobbooobbgooobooooobbooobboo
guoooobotdooooobbgogoaoo
goboobobooocGrogoooboboddooooboobobbooooon
guobooboobobbooobbgooobooooobbooobboo
guobooboobobbooobbgooobooooobbooobboo
goodoboboobooboboobboooboobobooboooob@o bo)o
guobootboobobbooobbuooobooooobbooobboo
guboobbtoooooobobbogoooon
goooboobotbodooooooboobbodo GrooooooomMFOOOO
guobootboobobbooobbuooobooooobbooobboo

000000000000000000D00000000D0DD00000000000000
goooboobooobooboooobobooobobooobooooboboobobooo
gbooboobgooboobgooooboboobobooobooboooboboooobooo
goooboobooobooboooobobooobobooobooooboboobobooo
OOooooooOderoonoossho

! 0000000000000 00D0000000000000MO00000000o0onn
OO0O0O0oOOooO0oOOooooeed 10290000000 oo0oonD)yoooooooooon
gooobobooobobooboboooboboooboooobOoo LTeMobomoon 4
028000 LTCMOCOOCOO00DOOCOO00DOOCOOOO0OODOOOOOOnO@eUuOooDO
gbooobobooobooboooooBisgooooooobooboooobobobooobon
gboooboobooobobooboobooboboooobooobobooobomoobogoon
obooobobooobobooboboboooes nomooob BISOODOODOoOoOoODO
OO0O00ooOooO0OoOoooooo@euoooon



guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
goo3ssoogoooobbooogobbobbouooooooboboobboogoo
0000000000000000360 c000000000
gobbogobuogobtgooboobboobbogobooobooon
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
gooooboobooobog@EoL)ybo Grbooboobobooobg
gobbogobugobtdooboobboobogoboobobooon
guoboobooobbooobbuogoobooooobbooobboo
guoboobooobbooobbuogoobooooobbooobboo
goog
goouomMFUOOOOooooooouooooboooobooooon
guboooooobbooobbuooobooooobbooobboo
guboooooobbooobbuooobooooobbooobboo
guboooooobbooobbuooobooooobbooobboo
guboooooobbooobbuooobooooobbooobboo
O0000D00000b00000000F”Nancia RepressonD 00000000
guboooooobbooobbuooobooooobbooobboo
00000000000000000000000000000°0
gobbogobuogobtgooboobboobbogobooobooon
guobootboobobbooobbuooobooooobbooobboo
gooobobooboooboobuoobooobooero)ybooooon

‘00000000000 Financial Stability ForumJ O 0000 00000000000000 G7
oooobooobobooobooooboooboooogen 20 200GrobooooooO
ooooboboooboboobobbobooobobooobOob U440 40000000
goooboooboooobooobooooooobooooboooobooo 30ooooo
gooobooogooo
*000000000000D000000000000000000D0 D Nurkse(1944)0 000
goooboobooobooboooobobooobobooobooooboboobobooboo
gbooooboobgoboobgooooboboooboboooboobooooboboooobooo
goooboobooobooboooobobooobobooobooooboboobobooboo
OO00000O000000CCO0OFriedman(1953) 0 000000000 OOCOO0OO0ODOOO
goooboobooobooboooobobooobobooobooooboboobobooboo
gbooooboobgoboobgooooboboooboboooboobooooboboooobooo
goooooobooboobooboooboobooboo MFOODODDOODOODDODODODOODO
gboooboobogooooobg



cvoldoooobobboooooobbbobboooooooobooo

oboobooooggoe4d 100 oS 3tgooobboooooon
guobooboooobbooobobugoobouooobbooobboo
guobooboooobbooobobugoobouooobbooobboo
goobood4poboobodoooobbobobbooooooobboobobbooog
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guoobbbtoooooobogoooobbboooooon

guooooobd
gobbogobuogobtgooboobboobbogobooobooon
guobootboobobbooobbuooobooooobbooobboo
gg
OoOooobooboboooboobobooobod IMAD 19970 0 Caramazzaand
Aziz(1998) U D U OOUobDOooobOooboooobon
nuodgodoobobobbbddoooobobbbooooooobobooo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
muoogoobboboooobobboooobobobooooboboboboooon
sbROUOUOOUOUOOOobDoObOobObooooooooboboon
sgouuuodoobobobbbodoooobobbboooooooobooon
gobbbodooooobbobbboodooogobeeobbbbbogg
guooobbooooooobbbgod 100
gobbogobuogobtgooboobboobbogobooobooon
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guobootboobobbooobbuooobooooobbooobboo
guoobbbtooooooobooooobbboooooooobn
gobbogobuogobtgooboobboobbogobooobooon
guobootboobobbooobbuooobooooobbooobboo



0000o0bo0boobobooboooboboobbonboo Agenor and Montiel
Q)b ooDboobboooboobobooobboobooooboobbOon
gooosbrO0OO00doooobobobobbooooooooboobbooog
guoboobooobbooobbuogoobooooobbooobboo
goobobobbbogoobbobbboddooouobbobobbooooon sod
guboooooobbooobbuooobooooobbooobboo
guboooooobbooobbuooobooooobbooobboo
guoobobbodooooobbgogd

00 1000000000 00000000O0DO0oO0o0dOoooboooo

1976 1981 1986 1991 1996

Pegged 26 75 a7 57 45
LU.5. dollar 42 32 25 19 15
French franc 13 12 11 11 11
rther 7 4 4 3 4
SDR 12 13 bl 5 2
Composite 12 14 18 20 14
Limited flexibility 3 10 5 4 3
Single 3 10 5 4 3
Cooperative — — — — —
More flexible 11 15 28 39 52
Set to indicators (5] 3 4 4 2
Managed floating 4 9 13 16 21
Independently floating 1 4 11 19 29
Number of countries 100 113 119 123 123

0000IMFO 19970 O P790

gobbogobugobtdooboobboobbogooboobobooon
guboooooobbooobbuooobooooobbooobboo
guboooooobbooobbuooobooooobbooobboo
goobbobbbooooono 3gbboobobbouoooooboboobbooog
000000000000 bO0o0bUdUndMathieson and Rojas-Suarez(1993)0
guooobobuododgi1oobd

gobbogobugobtdooboobboobbogooboobobooon
gogsouudooboobobbddogoobooooooooboobboogog



godddoooddooooodooooudooooodooooodon
godddoooddooooodooooudooooodooooodon
godddoooddooooodooooudooooodooooodon
godddoooddooooodooooudooooodooooodon
oooooooo®o
oddddddooooooooooooodoooooooooan
goddooodoouoooooodooodoooooood
dodoouoelouoooosuuiouoooooooououooon
godddoooddooooodooooudooooodooooodon
godddoooddooooodooooudooooodooooodon
oo oooooobooo oo ouooon
godddoooddooooodooooudooooodooooodon
0o00d0o0oooobooooobooooooooooooooooooge2
)yooooo@edo)yoooooo@ro)oooooooooooooooao
godddoooddooooodooooudooooogooooogn
goddooodooodooodooouooodn
goddddddoooooooooooooodoooooooooan
goddooddooodooooooogdooodooouooond
o 4000000000000 ooboouoooon
godddoooddooooodooooudooooodooooogn
godddoooddooooodooooudooooodooooogn
goddooodooouodooodoo
goddddddoooooooooooooodoooooooooan
godddoooddooooodooooudooooodooooogn
godddoooddooooodooooudooooodooooogn
godddoooddooooodooooudooooodooooogn
Law of excluding the middle (Two Corner Solutions) 0 0 0 000000000

700 0000000000000 SSU000000000000000O0OOO Kaminsky and
Reinhart(1999)0 0800 0 000000000000 DOOOO0ODOOOOODODOOOOO
Od00d00oo000ooooo0ooooouoooodooooooooooooooon
0000000000000 o000oooo0000oooo00oooooooooooooon
Odoooooogoooooogo
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exchange rate regimes, the Committee noted that desirable arrangements may vary across countries, and
that any regime must be supported by disciplined policies and robust financial systems. Recent crises have
demonstrated that the policy requirements of maintaining a pegged rate are demanding, in particular in an
environment of increased mobility of international capital. However, at the same time, the Committee
observed that a number of economies with fixed exchange rate arrangements, including under currency
boards, had been successful in maintaining exchange rate parities. It requested the Executive Board to
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000000000000000000000000000%0

00 200 0000000000O00O0OO0OOOO0OO0

Y ear -1 0 1 2 3 4 5 6 7

Inflation, CPIl (%)

Argentina 2314 172 25 11 4 3 0 1 1.1e
Estonia 211 1069* 90 48 29 23 11 11.0e 8.2e
Lithuania 410 72 40 25 9 8.1le 8.0e -- --

Bulgaria 123 1095 30.0e 10.0e -- -- --

Inflation, W Pl (%)

Argentina 1607 110 6 2 2 7 3 0.0p

Estonia -- -- -- 35 26 14 9 --

Lithuania 397 45 28 17 4

Bulgaria - -- -- -- -

Real GDP growth (%)

Argentina 0 11 10 6 9 -5 4 8.0e 5.5e
Estonia -12 -19 -9 -3 3 4 10.0e 7.5e 4.0e
Lithuania -30 1 3 4 3.8e 4.0e 6.0e -- --
Bulgaria -11 -5.7e 3.5e 4.5e -- -- --

W age growth (%)

Argentina -- 149 30 13 7 -2 1

Estonia -- -- 94 -16 37 -- --

Lithuania 232 91 43 36 27.7p

Bulgaria - - - -- --

Unemployment (%)

Argentina 9 6 7 10 12 19 18 14

Estonia 0 2 4 4 5 7 3.5e 3.5e
Lithuania 4 4 6 7 -- -- -- --

Bulgaria 13 18.2e 17.9e 16.8¢e

N et foreign reserves (mn. US$)

Argentina -3121 -1093 8393 11237 11809 9858 13452 16938

Estonia 112 225 317 375 484 558 705 --

Lithuania 418 431 559 561 794 -- --

Bulgaria 883 2289p -- -- --

Budget balance (% of GDP)

Argentina 0 -1 0 1 -1 -1 2 -0.8e -0.7e
Estonia 0 1 -2 1 0 -2 0.5e 15e --
Lithuania 2 -2 -2 -2 -1.9e -1l.4e --

Bulgaria -13 -3.5e -2.0e -- -- --

M onetary base (mn. local units)

Argentina 3617 7823 11010 14989 16267 13769 14060 15975

Estonia 733 1863 3847 4285 5101 6193 8527 --

Lithuania 1257 1814 2490 2519 3317 -- --

Bulgaria - -- -- -- --

Broad money (mn. local units)

Argentina 7913 19097 31030 45453 53471 51988 61731 75843

Estonia 2388 3978 6140 7982 10378 14156 19509 --

Lithuania 2673 4353 5568 5399 7221
Bulgaria 1245 3308p -- -- --
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Current Account Balance (% of GDP)

Y ear t-1 t t+1 t+2

Brazil (August 1994) -0.2 -0.3 -2.7 n.a.
Chile (June 1991) -1.8 0.3 -1.6 -4.6
Colombia (September 1993) 1.8 -3.8 -4.5 -5.3
Czech Republic (August 1995) -0.1 -4.2 -4.5 n.a.
M alaysia (January 1994) -4.6 -5.9 -8.5 n.a.

Real GDP (% change)

Y ear t-1 t t+1 t+2

Brazil (August 1994) 4.2 5.8 4.2 n.a.
Chile (June 1991) 3.3 7.3 11 6.3
Colombia (September 1993) 4 5.2 5.7 5.3

Czech Republic (August 1995) 2.6 4.8 5.2 n.a.

M alaysia (January 1994) 8.3 9.2 9.6 n.a.
Real Consumer Spending (% change)

Y ear t-1 t t+1 t+2

Brazil (August 1994) 5.9 8.2 8.6 n.a.
Chile (June 1991) 0.4 8.9 11.6 8.1
Colombia (September 1993) -0.1 5.2 5.6 3

Czech Republic (August 1995) 5.4 6 6.6 n.a.

Malaysia (January 1994) 5.3 7 13.7 n.a.

Real Exchange Rate (% change)

Y ear t-1 t t+1 t+2

Brazil (August 1994) 11.9 34.1 n.a. n.a.

Chile (June 1991) -2.6 5.4 10.7 -2.1

Colombia (September 1993) 9.1 5.1 11.9 1.1

Czech Republic (August 1995) n.a. n.a. n.a. n.a.

M alaysia (January 1994) -04 -3.2 0.4 n.a.

0O O 0 O Reinhart and Smith(1997b), Table 1450 0 0 0O
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