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7KH� OLQN� EHWZHHQ� WKH� H[FKDQJH� UDWH� UHJLPH� DQG� PDFURHFRQRPLF� SHUIRUPDQFH� KDV�
DOZD\V�EHHQ�D�GHEDWDEOH�LVVXH�LQ�LQWHUQDWLRQDO�HFRQRPLFV��7KLV�SDSHU�WDNHV�D�FULWLFDO�ORRN�DW�
WKLV� GHEDWH� E\� IRFXVLQJ� RQ� WKH� UHODWLYH� PDFURHFRQRPLF� SHUIRUPDQFH� RI� FXUUHQF\� ERDUGV�
DJDLQVW�RWKHU�H[FKDQJH� UDWH� UHJLPHV� LQ� WUDQVLWLRQ�HFRQRPLHV��7KH�HPSLULFDO� ILQGLQJV�RI� WKLV�
SDSHU� VKRZ� WKDW�� UHODWLYH� WR� IORDWLQJ� UHJLPHV�� FXUUHQF\� ERDUGV� LQ� WUDQVLWLRQ� HFRQRPLHV� DUH�
DVVRFLDWHG� ZLWK� ORZHU� LQIODWLRQ� DQG� KLJKHU� UHDO� *'3� SHU�FDSLWD� JURZWK�� $GGLWLRQDOO\��
WUDQVLWLRQ� HFRQRPLHV� ZLWK� FXUUHQF\� ERDUGV� H[SHULHQFH� KLJKHU� UHDO� *'3� SHU�FDSLWD� JURZWK�
FRPSDUHG�WR�ERWK�SHJJHG�DQG�IORDWLQJ�UHJLPHV���$FFRUGLQJ�WR�WKH�FXUUHQF\�ERDUG�H[SHULHQFHV�
LQ� WUDQVLWLRQ� HFRQRPLHV�� LW� FDQ� EH� VWDWHG� WKDW� FXUUHQF\� ERDUGV� LQ� (VWRQLD�� /LWKXDQLD� DQG�
%XOJDULD�EURXJKW� ORZHU� LQIODWLRQ�DQG�KLJKHU� UHDO�*'3�JURZWK� WR� WKHVH�FRXQWULHV�UHODWLYH� WR�
WKH�SUH�FXUUHQF\�ERDUG�SHULRG���
�
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���,QWURGXFWLRQ�
&XUUHQF\�ERDUG�DUUDQJHPHQWV�EHFDPH�SRSXODU�LQ�UHFHQW�\HDUV�DQG�IRXU�WUDQVLWLRQ�

HFRQRPLHV�KDYH� HVWDEOLVKHG� FXUUHQF\�ERDUGV� �(VWRQLD��/LWKXDQLD��%XOJDULD��%RVQLD�
DQG�+HU]HJRYLQD���,W�VKRXOG�EH�QRWHG�WKDW�FODVVLF�FXUUHQF\�ERDUGV�ZHUH�GLIIHUHQW�LQ�
VRPH�UHVSHFWV�WKDQ�WKH�PRGHUQ�H[SHULHQFHV��:KLOH�WKH�SULPDU\�IXQFWLRQ�RI�D�FODVVLF�
FXUUHQF\� ERDUG� ZDV� WR� IDFLOLWDWH� WKH� WUDGH� EHWZHHQ� D� FRORQLDO� SRZHU� DQG� LWV�
GHSHQGHQW� WHUULWRULHV�� WKH� PRGHUQ� FXUUHQF\� ERDUGV� ZHUH� LQWURGXFHG� WR� DGGUHVV� D�
UDQJH�RI�VSHFLILF�HFRQRPLF�FKDOOHQJHV� ´ �

7KHUH�DUH�DOUHDG\�VRPH�HPSLULFDO�VWXGLHV�LQ�WKH�OLWHUDWXUH�DVVHUWLQJ�WKDW�FRXQWULHV�
ZLWK� IL[HG�H[FKDQJH�UDWH� UHJLPHV�DFKLHYH� ORZHU� LQIODWLRQ�UHODWLYH�WR�FRXQWULHV�ZLWK�
IORDWLQJ� UHJLPHV� µ � 6LPLODUO\�� HPSLULFDO� VWXGLHV� DERXW� WKH� PDFURHFRQRPLF�
SHUIRUPDQFH� RI� FXUUHQF\� ERDUGV� VKRZ� WKDW� WKH� FRXQWULHV� RSHUDWLQJ�XQGHU� FXUUHQF\�
ERDUGV�H[SHULHQFH�ORZHU�LQIODWLRQ�DQG�KLJKHU�JURZWK�UHODWLYH�WR�FRXQWULHV�ZLWK�RWKHU�
H[FKDQJH�UDWH�UHJLPHV� ¶ �*KRVK�HW�DO���������������FRQGXFW�RQH�RI�WKH�PRVW�GHWDLOHG�
PXOWL�FRXQWU\�VWXGLHV� LQ�ZKLFK� WKH\�FRPSDUH� WKH�LQIODWLRQ�DQG�JURZWK�SHUIRUPDQFH�
RI�DOO�,0)�PHPEHU�FRXQWULHV�RYHU�WKH�SHULRG����������7KH\�FRQFOXGH�WKDW�FRXQWULHV�
ZLWK� FXUUHQF\� ERDUGV� H[SHULHQFHG� ORZHU� LQIODWLRQ� WKDQ� HLWKHU� IORDWLQJ� UHJLPHV� RU�
VLPSOH� SHJV�� UHIOHFWLQJ� ERWK� D� ORZHU� JURZWK� UDWH� RI� PRQH\� VXSSO\� �D� GLVFLSOLQH�
HIIHFW�� DQG� IDVWHU� JURZWK� RI� PRQH\� GHPDQG� �D� FRQILGHQFH� HIIHFW��� *KRVK� HW� DO��
�������������DOVR�ILQG�WKDW�WKH�EHWWHU�LQIODWLRQ�SHUIRUPDQFH�RI�FXUUHQF\�ERDUGV�ZDV�
QRW� DFKLHYHG� DW� D� FRVW� RI� ORZHU� JURZWK�� LQGHHG�� RXWSXW� JURZWK� XQGHU� FXUUHQF\�
ERDUGV�H[FHHGHG�JURZWK�XQGHU�ERWK�IORDWLQJ�DQG�RWKHU�SHJJHG�UHJLPHV��7KLV�SDSHU�
EDVLFDOO\� DLPV� WR� WHVW� ZKHWher if Ghosh et al. (1998, 2000)’s findings about the 
PDFURHFRQRPLF�SHUIRUPDQFH�RI�FXUUHQF\�ERDUGV�LV�YDOLG�IRU�WUDQVLWLRQ�HFRQRPLHV�RU�
QRW��$Q�HPSLULFDO�IUDPHZRUN�VLPLODU�WR�*KRVK�HW�DO���������������LV�GHYHORSHG�DQG�
WKH� GDWDVHW� LQ� WKLV� VWXG\� FRYHUV� IRXU� UHJLPH� W\SHV� �SHJJHG�� LQWHUPHGLDWH�� FXUUHQF\�
ERDUG�� IORDWLQJ��� WZHQW\�VHYHQ� WUDQVLWLRQ� HFRQRPLHV� RYHU� WKH� SHULRG� �����������
�������������������������������������������������· }�HW¸"g%Q U�K
K-]�J�Q Y�¹ ²�º�º�º�» I%V�G P�]'V�g�] ¼�] E%K�HTK^I�J-L ] G \-g%Q J-L)K�\�V�P%V�MOG \t\-E�J�Q Q K-P%c�K�HOJ-L KtH+g�\-EZJ�HWa J�\�G Q G ] J-] G P%cn] E%K] L+J-P�H�G ] G V�P½a L V�M¾\�K-P�] L+J�Q Q RnI%Q J-P�P%K�Un] VnMOJ-L h%K-]'K�\�V�P%V�M�R<¹ ¿�H+] V�P�G J�v�ÀqG ] E�g�J-P�G J » v7H+] J-S�G Q G H�J-] G V�P½a L V�MÁE�G c�E<V�LE�R�I%K-L+G P%a Q J-] G V�PÂ¹ m7g%Q c�J-L+G J » J-P�UÃI�L V�`%G U�G P%cÄJ½H+] J-S%Q K½G P�H+] G ] g�] G V�P�J�Q)a L+J-MWK-e'V�L hÂG PÄI%V�H+] Å e�J-LOL K�\�V�P�H+] L g�\-] G V�P¹ m"V�H+P�G JoJ-P�U�s�K-L Æ�K�c�V�`%G P�J » YÇ [%K�K�v�a V�LqG P�H+] J-P�\�K"¸"E%V�H+E�K-]�J�Q Y�¹�È-É�É%Ê�v ²�º�º�²�» YËqÌ V�L7K-M�I�G L+G \�J�QfK-`%G U�K-P�\�K�vFHTK�K)¸"E%V�H+E
K-]�J�Q Y9¹�È-É�É ³ v ²�º�º�º�» v9X<\�x"J-L ] E�R^J-P�UOÍ�J-P�J�Q U�J�¹�È-É�É%Î » J-P�UOÏoe�J-PtJ-P�UÀFg�Gq¹�È-É�É%Î » Y%d ]�H+E%V�g%Q UOS%K�P%V�] K�UO] E�J-]qÏoe�J-PtJ-P�UOÀFg�Gq¹�È-É�É%Î » \�V�M�I�J-L K�] E%K)K�\�V�P%V�MOG \�I%K-L a V�L MOJ-P�\�K)V�a�s�V�P%cÏ'V�P%c)g�P�U�K-L�G ] H7\-g�L L K-P�\-R)S%V�J-L+UWJ-L L+J-P%c�K-MWK-P�]�] VWG ] H�I�L K-`%G V�g�H�L K�c�G MWK�¹ a Q V�J-] G P%c)L K�c�G MWK » Y�DFE%K-RW\�V�P�\�Q g�U�Ko] E�J-]] E%K'\-g�L L K-P�\-R�S%V�J-L+U�G P�s�V�P%c�Ï'V�P%c�E�J-`�KoQ V�e'K-L K�U�S%V�] EOG P%a Q J-] G V�POJ-P�U)V�g�] I�g�]�c�L V�eo] E�L K�Q J-] G `�K"] V�] E%K"I�L K-`%G V�g�H
L K�c�G MWK�Y
�
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/LNH�*KRVK�HW�DO����������������RUGLQDU\�OHDVW�VTXDUHV��2/6��HFRQRPHWULF�WHFKQLTXH�
LV�XVHG�LQ�ERWK�LQIODWLRQ�DQG�JURZWK�UHJUHVVLRQV��

7KH�UHPDLQGHU�RI�WKH�SDSHU�LV�DV�IROORZV��6HFWLRQ���GLVFXVVHV�WKH�PDFURHFRQRPLF�
SHUIRUPDQFH� RI� FXUUHQF\� ERDUGV� E\� FRPSDULQJ� WKH� ILQGLQJV� RI� VHYHUDO� HPSLULFDO�
VWXGLHV�� 6LQFH� WKHUH� DUH� TXLWH� D� IHZ� HPSLULFDO� VWXGLHV� DERXW� WKH� PDFURHFRQRPLF�
SHUIRUPDQFH�RI�FXUUHQF\�ERDUGV��6HFWLRQ���SUHVHQWV�D�EULHI�OLWHUDWXUH�UHYLHZ�RQ�WKH�
UHODWLRQVKLS�EHWZHHQ� H[FKDQJH� UDWH� UHJLPHV�DQG�HFRQRPLF�SHUIRUPDQFH��6HFWLRQ���
EHJLQV� ZLWK� GHVFULELQJ� WKH� GDWDVHW� DQG� GLVFXVVLQJ� WKH� HYROXWLRQ� RI� NH\�
PDFURHFRQRPLF� YDULDEOHV� LQ� WUDQVLWLRQ� HFRQRPLHV�� 6HFWLRQ� �� DOVR� SUHVHQWV� WKH�
TXDQWLWDWLYH�UHVXOWV�DQG�WKHLU�LQWHUSUHWDWLRQV��6HFWLRQ���FRQWLQXHV�WKH�GLVFXVVLRQ�ZLWK�
currency board experiences in transition countries by focusing on each country’s 
PDFURHFRQRPLF� SHUIRUPDQFH�� )LQDOO\�� 6HFWLRQ� �� SUHVHQWV� VRPH� EULHI� FRQFOXGLQJ�
UHPDUNV��
���0DFURHFRQRPLF�3HUIRUPDQFH�RI�&XUUHQF\�%RDUGV�

This section will present a brief literature review of the currency board’s 
PDFURHFRQRPLF�SHUIRUPDQFH��0DMRULW\�RI�WKH�SDSHUV�ZHUH�GHVFULSWLYH�DQG�WKH\�GLG�
QRW� HPSLULFDOO\� H[DPLQH� WKH� PDFURHFRQRPLF� SHUIRUPDQFH� RI� FXUUHQF\� ERDUG�
DUUDQJHPHQWV��7KH� HPSLULFDO� VWXGLHV�FDQ�EH�FODVVLILHG� LQWR� WZR�FDWHJRULHV�� FRXQWU\�
VSHFLILF�VWXGLHV�DQG�PXOWL�FRXQWU\�VWXGLHV��*KRVK�HW�DO���������������FRQGXFW�RQH�RI�
WKH� PRVW� FRPSUHKHQVLYH� PXOWL�FRXQWU\� VWXGLHV� DERXW� WKH� PDFURHFRQRPLF�
SHUIRUPDQFH� RI� FXUUHQF\� ERDUG� DUUDQJHPHQWV��*KRVK� HW� DO�� ������� ������ ILQG� WKDW�
FRXQWULHV� ZLWK� FXUUHQF\� ERDUGV� H[SHULHQFHG� ERWK� ORZHU� LQIODWLRQ� DQG� KLJKHU�*'3�
JURZWK� UHODWLYH� WR� IORDWLQJ� UHJLPHV� DQG� VLPSOH� SHJV�� 7KH\� XVH� WKH� VWDQGDUG�2/6�
�2UGLQDU\�/HDVW�6TXDUHV��HFRQRPHWULF� WHFKQLTXH� LQ� WKHLU�HVWLPDWLRQV�E\�JHQHUDWLQJ�
GXPP\�YDULDEOHV� IRU� WKH� H[FKDQJH� UDWH� UHJLPHV�� 7KH\� FRQFOXGH� WKDW� ERWK� D� ORZHU�
JURZWK�RI�PRQH\� VXSSO\� �GLVFLSOLQH� HIIHFW�� DQG� D� IDVWHU� JURZWK�RI�PRQH\�GHPDQG�
�FUHGLELOLW\� HIIHFW�� OHDG� WR� ORZHU� LQIODWLRQ� UDWHV� LQ� FRXQWULHV� ZLWK� FXUUHQF\� ERDUGV�
FRPSDUHG� WR� RWKHU� UHJLPHV� Ð � 2QH� VLJQLILFDQW� ILQGLQJ� RI� WKH� SDSHU� WKDW� VKRXOG� EH�
QRWHG�LV�WKDW�WKH�EHWWHU�LQIODWLRQ�SHUIRUPDQFH�RI�FXUUHQF\�ERDUGV�LV�QRW�DFKLHYHG�DW�D�
FRVW�RI�ORZHU�*'3�JURZWK��

�������������������������������������������������Ñ }Òa G i�K�U{K-i%\-E�J-P%c�K�L+J-] K�L K�c�G MWK�Å G P�\�Q g�U�G P%c^J�\-g�L L K-P�\-ROS%V�J-L+U^J-L L+J-P%c�K-MWK-P�] Å�I�L V�`%G U�K�H'H+] L V�P%c^\�V�M�MOG ] MWK-P�]
eoE�G \-EtL+J�G HTK�H'] E%K�I%V�Q G ] G \�J�Q�\�V�H+]�V�aNMWV�P%K-] J-L R^K-i�I�J-P�H�G V�Pk¹ \�J�Q Q K�U{] E%KWU�G H�\�G I%Q G P%K�K�a a K�\-] » Y�}�U�U�G ] G V�P�J�Q Q R�vFa G i�K�U
exchange rate regimes are credible which creates a second effect called the “confidence effect” that leads ] V)J"a J�H+] K-Lfc�L V�eo] E�V�afU�V�MWK�H+] G \7MWV�P%K-R)U�K-MOJ-P�U�Y
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.ZDQ�DQG�/XL��������PDNH�D�FRXQWU\�VSHFLILF�VWXG\��+RQJ�.RQJ��LQ�ZKLFK�WKH\�
SHUIRUP�D� VLPXODWLRQ� DQDO\VLV� WR�FRPSDUH� WKH�PDFURHFRQRPLF�SHUIRUPDQFH�RI� WZR�
SHULRGV��7KH�IXOO�VDPSOH�LV�GLYLGHG�LQWR�WZR�SHULRGV�DFFRUGLQJ�WR�WKH�WZR�H[FKDQJH�
UDWH�UHJLPHV��WKH�IUHH�IORDW�SHULRG�FRYHUV��������WR��������DQG�WKH�FXUUHQF\�ERDUG�
SHULRG�FRYHUV��������WR�������� Ô �.ZDQ�DQG�/XL��������ILQG�WKDW�ERWK�RXWSXW�JURZWK�
DQG�LQIODWLRQ�DUH�PRUH�VWDEOH�GXULQJ�WKH�FXUUHQF\�ERDUG�SHULRG�WKDQ�WKH�IUHH�IORDWLQJ�
\HDUV�� 7KH\� FRQFOXGH� WKDW� WKH� FXUUHQF\� ERDUG� LQ� +RQJ� .RQJ� KDYH� ORZHUHG� ERWK�
LQIODWLRQ�DQG�RXWSXW�JURZWK��

0F&DUWK\�DQG�=DQDOGD��������FRQGXFW�DQ�HPSLULFDO�VWXG\�LQ�ZKLFK�WKH\�FRPSDUH�
WKH�LQIODWLRQ�DQG�JURZWK�SHUIRUPDQFHV�RI�WHQ�&DULEEHDQ�LVODQGV��7KH\�ILQG�WKDW� WKH�
&DULEEHDQ� FRXQWULHV� ZLWK� FXUUHQF\� ERDUG� DUUDQJHPHQWV� H[SHULHQFH� ORZHU� LQIODWLRQ�
DQG� KLJKHU� JURZWK� WKDQ� RWKHU� &DULEEHDQ� FRXQWULHV� ZLWK� GLIIHUHQW� H[FKDQJH� UDWH�
UHJLPHV��

$V�PHQWLRQHG�EHIRUH��WKH�HPSLULFDO�HYLGHQFH�OLQNLQJ�LQIODWLRQ�DQG�RXWSXW�JURZWK�
ZLWK� WKH�FXUUHQF\�ERDUG�DUUDQJHPHQW� LV�TXLWH� OLPLWHG��2Q� WKH�RWKHU�KDQG��WKHUH�DUH�
PDQ\�GHVFULSWLYH�VWXGLHV� LQ�WKH�OLWHUDWXUH�ZKLFK�PDLQO\�IRFXV�RQ�WKH�GHILQLWLRQ�DQG�
EDVLF�IHDWXUHV�RI�FXUUHQF\�ERDUGV��WKHLU�EHQHILWV�DQG�FRVWV�RU�GLVFXVV�FXUUHQF\�ERDUG�
H[SHULHQFHV�IURP�FRXQWU\�FDVHV� Õ �

6LQFH� WKHUH� DUH� TXLWH� D� IHZ� HPSLULFDO� VWXGLHV� DERXW� WKH� PDFURHFRQRPLF�
SHUIRUPDQFH�RI� FXUUHQF\�ERDUGV�� LW� LV�ZRUWK�GLVFXVVLQJ� WKH�RWKHU�HPSLULFDO� VWXGLHV�
ZKLFK� H[DPLQH� WKH� OLQN� EHWZHHQ� WKH� FKRLFH� RI� WKH� H[FKDQJH� UDWH� UHJLPH� DQG�
PDFURHFRQRPLF� SHUIRUPDQFH�� 7KH� IROORZLQJ� WZR� VXE�VHFWLRQV�ZLOO� SURYLGH� D�EULHI�
OLWHUDWXUH� UHYLHZ� RI� WKH� UHODWLRQVKLS� EHWZHHQ� WKH� H[FKDQJH� UDWH� UHJLPHV� DQG�
PDFURHFRQRPLF�SHUIRUPDQFH��0RVW�RI� WKH�VWXGLHV� WDNH� LQIODWLRQ�DQG�RXWSXW�JURZWK�
DV� WKH�PDLQ� LQGLFDWRUV� RI�PDFURHFRQRPLF�SHUIRUPDQFH��7KXV�� WKH�QH[W� VXE�VHFWLRQ�
ZLOO� SURYLGH� D� UHYLHZ�RI� WKH�HPSLULFDO� ILQGLQJV�RQ� WKH� OLQN�EHWZHHQ�H[FKDQJH� UDWH�
UHJLPH�DQG� LQIODWLRQ�ZKLOH� WKH� IROORZLQJ�VXE�VHFWLRQ�ZLOO� IRFXV�RQ� WKH�UHODWLRQVKLS�
EHWZHHQ�RXWSXW�JURZWK�DQG�H[FKDQJH�UDWH�UHJLPH��
�
�

�������������������������������������������������Ö d ]�H+E%V�g%Q UWS%K�P%V�] K�UW] E�J-]fÏoe�J-P^J-P�U�ÀFg�GF¹�È-É�É%Î » g�HTK�×�g�J-L ] K-L Q ROU�J-] J�G PO] E%K�G LNJ-P�J�Q R�H�G H-Y�¿�J�\-EOR�K�J-LNG H"U�G `%G U�K�UG P�] V�a V�g�LFI�J-L ] H�J-P�U�K�J�\-E)I�J-L ]�\�V�`�K-L+Hq] E�L K�K7MWV�P�] E�H-YØ
 See, for instance Williamson (1995), Osband and Villanueva (1992), Perry (1997), Baliño et al. (1997), m"K-P�P%K-] ]�¹�È-É�É�Ù » v�¿qP%V�\-EWJ-P�U�¸"g%Q U�Ko¹�È-É�É ³0» Y
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�����7KH�/LQN�EHWZHHQ�WKH�&KRLFH�RI�WKH�([FKDQJH�5DWH�5HJLPH�DQG�,QIODWLRQ�
7KH� UHODWLRQVKLS� EHWZHHQ� H[FKDQJH� UDWH� UHJLPHV� DQG� LQIODWLRQ� UHPDLQV� D� NH\�

issue in international economics. “Few questions in international economics have 
DURXsed more debate than the choice of exchange rate regime” (Ghosh et al., 1997). 
2UWKRGR[�GLVFXVVLRQ�RI� WKH�FKRLFH�EHWZHHQ� IL[HG�DQG� IORDWLQJ� UHJLPHV� VWHPV� IURP�
WKH� QDWXUH� RI� WKH� VKRFNV�� $FFRUGLQJ� WR� WKH� VWDQGDUG�PRGHOV�� IOH[LEOH� UHJLPHV� FDQ�
LVRODWH�WKH�GRPHVWLF�HFRQRP\�LI�WKH�VKRFNV�DUH�PDLQO\�PRQHWDU\�DQG�IRUHLJQ��2Q�WKH�
RWKHU� KDQG�� SHJJHG� UHJLPHV� ZLOO� EH� EHQHILFLDO� LI� WKH� VKRFNV� DUH� DVVRFLDWHG� ZLWK�
XQVWDEOH�GRPHVWLF�PRQHWDU\�DQG�ILQDQFLDO�SROLFLHV�EHFDXVH�IL[HG�UHJLPHV�JHQHUDWH�D�
GLVFLSOLQH�HIIHFW�RQ�WKH�Solicy makers’  actions.�

�0RGHUQ�OLWHUDWXUH�DERXW�WKH�FKRLFH�RI�H[FKDQJH�UDWH�UHJLPH�PDLQO\�GLVFXVVHV�WKH�
WUDGH�RII�EHWZHHQ�FUHGLELOLW\�DQG� IOH[LELOLW\� Ú �$�FRXQWU\�ZLWK�D� IORDWLQJ�UHJLPH�KDV�
DQ� LQGHSHQGHQW� PRQHWDU\� SROLF\� ZKLFK� HQDEOHV� WKH� FRXQWU\� WR� GHDO� ZLWK� ERWK�
GRPHVWLF� DQG� IRUHLJQ� VKRFNV� PRUH� HDVLO\� UHODWLYH� WR� IL[HG� UHJLPHV�� $V� GLVFXVVHG�
EHIRUH��WKLV�IOH[LELOLW\�UHGXFHV�WKH�FUHGLELOLW\�RI�WKH�V\VWHP��2Q�WKH�RWKHU�KDQG��IL[HG�
UHJLPHV� KDYH� OHVV� IOH[LELOLW\� EXW� KLJKHU� GHJUHH� RI� FUHGLELOLW\� UHODWLYH� WR� IORDWLQJ�
UHJLPHV�� $FFRUGLQJO\�� FRXQWULHV� ZLWK� IL[HG� UHJLPHV� WHQG� WR� KDYH� ORZHU� LQIODWLRQ�
FRPSDUHG�WR�FRXQWULHV�RSHUDWLQJ�XQGHU�IORDWLQJ�UHJLPHV���

7KH� ILQGLQJV� RI� WKH� HPSLULFDO� VWXGLHV� DERXW� WKH� OLQN� EHWZHHQ� H[FKDQJH� UDWH�
UHJLPH� DQG� LQIODWLRQ� ZLOO� QRZ� EH� GLVFXVVHG�� (GZDUGV� ������� FRQGXFWV� D� VWXG\�
FRYHULQJ� ��� FRXQWULHV� RYHU� WKH� SHULRG� ���������� DQG� KH� ILQGV� WKDW� FRXQWULHV�
RSHUDWLQJ� XQGHU� IL[HG� H[FKDQJH� UDWH� UHJLPHV�KDYH� ORZHU� LQIODWLRQ� UDWHV�GXULQJ� WKH�
����V�UHODWLYH�WR�FRXQWULHV�ZLWK�IOH[LEOH�UHJLPHV��

*KRVK�HW�DO���������PDNH�RQH�RI�WKH�PRVW�GHWDLOHG�PXOWL�FRXQWU\�VWXGLHV�LQ�ZKLFK�
WKH\� DQDO\VH� WKH� OLQN� EHWZHHQ� WKH� QRPLQDO� H[FKDQJH� UDWH� UHJLPH�� LQIODWLRQ� DQG�
JURZWK� Û �7KH\�FRQFOXGH�WKDW�WKH�LQIODWLRQ�LV�ERWK�ORZHU�DQG�PRUH�VWDEOH�XQGHU�IL[HG�
UHJLPHV� UHIOHFWLQJ� ERWK� VORZHU�PRQH\� VXSSO\� �GLVFLSOLQH� HIIHFW�� DQG� IDVWHU�PRQH\�
GHPDQG�JURZWK��FUHGLELOLW\�HIIHFW���*KRVK�HW�DO���������H[SDQG�WKLV�VWXG\�E\�XVLQJ�D�
GDWDVHW� ZKLFK� FRYHUV� VRPH� ���� ,0)� PHPEHU� FRXQWULHV� RYHU� ����������� 7KHLU�
SUHYLRXV�DQG�XSGDWHG�VWXGLHV�\LHOG�VLPLODU�UHVXOWV��
�������������������������������������������������Ü [%K�K�v�a V�LtG P�H+] J-P�\�K<¿�U�e�J-L+U�Hn¹�È-É�É%Î » Yo¿�U�e�J-L+U�Hn¹�È-É�É%Î » U�K-`�K�Q V�I�HnJZH�G M�I%Q K<] E%K�V�L K-] G \�J�Q�a L+J-MWK-e'V�L hÂa V�LK-i%J-MOG P�G P%c�] E%K'HTK�Q K�\-] G V�PWV�aqJ-PWK-i%\-E�J-P%c�K"L+J-] K"L K�c�G MWK�Y�DFE%K'J-P�J�Q R�H�G HNU�K-I%K-P�U�H�V�P�] E%KoK-i%G H+] K-P�\�K"V�afJ7] L+J�U�K�Å V�a a
S%K-] e'K�K-PW\-L K�U�G S�G Q G ] R)J-P�U�a Q K-i%G S�G Q G ] R�YÝ DFE%K-RWg�HTK�V�L+U�G P�J-L ROQ K�J�H+]�H�×�g�J-L K�H"¹ ÞoÀ�[ » K�H+] G MOJ-] G V�PO] K�\-E�P�G ×�g%K'S�RWc�K-P%K-L+J-] G P%cOU�g�M�MOG K�H7a V�L�K-i%\-E�J-P%c�K'L+J-] KL K�c�G MWK�H-Y�DFE%K�U�J-] J�HTK-]q\�V�`�K-L+HN] E�L K�K'L K�c�G MWK'] R�I%K�H"¹ ] E%K-ROJ�Q HTV�g�HTK�JoP�G P%K�Å e�J-RW\�Q J�H�H�G a G \�J-] G V�POV�aqK-i%\-E�J-P%c�KoL+J-] K
L K�c�G MWKoG P)] E%K�G LqH+] g�U�R » vFÈ Ó Î)\�V�g�P�] L+G K�H�V�`�K-LF] E%K7I%K-L+G V�U^È-É%Î º Å�È-É�É º Y
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Domaç et al. (2001) conduct a similar analysis for transition economies. They 
FODLP� WKDW� WKH�XVH�RI� VWDQGDUG� HFRQRPHWULF� WHFKQLTXHV� VXFK�DV�2/6�RU��6/6� �WZR�
VWDJH� OHDVW� VTXDUHV��DQG� WKH�GXPP\�YDULDEOH�DSSURDFK�ZLOO�SURGXFH�ELDVHG�UHVXOWV��
7KXV�� WKH\�HPSOR\�D� VZLWFKLQJ� UHJUHVVLRQ� IUDPHZRUN� LQ�RUGHU� WR�H[DPLQH�ZKHWKHU�
WKH�H[FKDQJH�UDWH�UHJLPH�KDYH�DQ\�HIIHFW�RQ�LQIODWLRQ� ß �7KH�HPSLULFDO�UHVXOWV�RI�WKH�
SDSHU� VXJJHVW� WKDW� WKH� H[FKDQJH� UDWH� UHJLPH� PDNHV� GLIIHUHQFH� IRU� LQIODWLRQ�
SHUIRUPDQFH�� 6LQFH� LW� LV� QRW� SRVVLEOH� WR� FRPSDUH� WKH� LQIODWLRQ� SHUIRUPDQFH� RI�
GLIIHUHQW� H[FKDQJH� UDWH� UHJLPHV� E\� XVLQJ� WKH� VZLWFKLQJ� UHJUHVVLRQ� SURFHGXUH��
Domaç et al. (2001) perform simulations to determine whether a particular regime 
ZRXOG� KDYH� GHOLYHUHG� ORZHU� �RU� KLJKHU�� LQIODWLRQ� UHODWLYH� WR� WKH� RQH� DOUHDG\�
HVWDEOLVKHG��7KH�HPSLULFDO� ILQGLQJV�RI� WKH�SDSHU� LQGLFDWH� WKDW� WUDQVLWLRQ�HFRQRPLHV�
ZLWK�LQWHUPHGLDWH�UHJLPHV�PD\�DFKLHYH�ORZHU�LQIODWLRQ�LI�WKH\�ZHUH�WR�DGRSW�D�IL[HG�
UHJLPH�� 7KH� UHVXOWV� DOVR� VXJJHVW� WKDW� VZLWFKLQJ� IURP� D� IORDWLQJ� UHJLPH� WR� DQ�
LQWHUPHGLDWH� DUUDQJHPHQW�PD\� QRW� GHOLYHU� ORZHU� LQIODWLRQ�� ,W� VKRXOG� EH� QRWHG� WKDW�
WKH�LQWHUPHGLDWH�UHJLPH�LQFOXGHV�FRRSHUDWLYH�V\VWHPV��XQFODVVLILHG�IORDWV�DQG�IORDWV�
ZLWK�SUH�GHWHUPLQHG�UDQJH��

/LWWOH�HW�DO���������PDNH�D�VWXG\�LQFOXGLQJ����GHYHORSLQJ�FRXQWULHV�DQG�WKH\�ILQG�
WKDW�WKH�IL[HG�H[FKDQJH�UDWH�UHJLPHV�DUH�QRW�DOZD\V�DVVRFLDWHG�ZLWK�ORZHU�LQIODWLRQ��
�����7KH�/LQN�%HWZHHQ�7KH�&KRLFH�RI�7KH�([FKDQJH�5DWH�5HJLPH�DQG�*URZWK�

,W� LV�JHQHUDOO\�DUJXHG�WKDW� WKH�H[FKDQJH�UDWH�UHJLPH�FDQ�DIIHFW�HFRQRPLF�JURZWK�
HLWKHU� WKURXJK� WKH� UDWH� RI� IDFWRU� DFFXPXODWLRQ� �XVXDOO\� GHILQHG� DV� LQYHVWPHQW�� RU�
WKURXJK� WKH� JURZWK� UDWH� RI� IDFWRU� DFFXPXODWLRQ� �LQFUHDVHG� SURGXFWLYLW\��� )L[HG�
H[FKDQJH� UDWH� UHJLPHV� UHGXFH� SROLF\� XQFHUWDLQWLHV�� UHDO� LQWHUHVW� UDWHV� DQG� UHDO�
H[FKDQJH� UDWH� YDULDELOLW\�� WKXV� WKH\� DUH� XVXDOO\� DVVRFLDWHG� ZLWK� KLJKHU� LQYHVWPHQW�
UHODWLYH� WR� RWKHU� UHJLPHV� ´ à � 2Q� WKH� RWKHU� KDQG�� IL[HG� H[FKDQJH� UDWH� UHJLPHV�
HOLPLQDWH�DQ� LPSRUWDQW�DGMXVWPHQW�PHFKDQLVP�ZKLFK� OHDGV� WR� LQHIILFLHQW�DOORFDWLRQ�
RI�UHVRXUFHV�DFURVV�VHFWRUV��7KHUHIRUH��IL[HG�UHJLPHV�DUH�JHQHUDOO\�DVVXPHG�WR�KDYH�
VORZHU� SURGXFWLYLW\� JURZWK� UHODWLYH� WR� IOH[LEOH� UHJLPHV�� 7KH� ILQGLQJV� RI� WKH�
HPSLULFDO�VWXGLHV�DERXW�WKH�OLQN�EHWZHHQ�H[FKDQJH�UDWH�UHJLPH�DQG�JURZWK�ZLOO�QRZ�
EH�GLVFXVVHG��

*KRVK� HW� DO�� ������� ILQG� WKDW� *'3� SHU�FDSLWD� JURZWK� WHQGV� WR� EH� ORZHU� XQGHU�
IL[HG� UHJLPHV� EXW� WKH� GLIIHUHQFH� LV� TXDQWLWDWLYHO\� VPDOO�� 7KH\� DOVR� VWDWH� WKDW�
�������������������������������������������������á

They use Heckman’ s two
Å H+] K-I)I�L V�\�K�U�g�L K7] V�K�H+] G MOJ-] K7] E%KoH+e�G ] \-E�G P%c�L K�c�L K�H�H�G V�P�Y· â ¸"E%V�H+E{J-P�U)l�K�HTK-P�] G�¹�È-É�É�Ù » v�}�G Æ�K-P�MOJ-P{¹�È-É�ÉfÈ » a G P�U)] E�J-]�MOJ�G P�] J�G P�G P%cWJoa G i�K�U)K-i%\-E�J-P%c�K"L+J-] K"L K�c�G MWKoQ K�J�U�H] V�E�G c�E%K-LqG P�`�K�H+] MWK-P�]�L+J-] K�Hq] E�g�Hq] V�a J�H+] K-LfV�g�] I�g�]9c�L V�eo] E�Y
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LQYHVWPHQW� UDWHV�DUH�KLJKHVW�XQGHU� IL[HG�H[FKDQJH�UDWHV��$FFRUGLQJ� WR� WKH�DXWKRUV��
lower “productivity growth” ´�´ �XQGHU� IL[HG� UHJLPHV�PXVW�KDYH�FDXVHG� ORZHU�RXWSXW�
JURZWK� FRPSDUHG� WR� FRXQWULHV�ZLWK� IORDWLQJ� H[FKDQJH� UDWHV��2YHUDOO�� *KRVK� HW� DO��
������� IDLO� WR� ILQG� D� VWURQJ� OLQN� EHWZHHQ� HFRQRPLF� JURZWK� DQG� H[FKDQJH� UDWH�
UHJLPHV�� +RZHYHU�� WKH\� ILQG� WKDW� WKH� YRODWLOLW\� RI� RXWSXW� LV� VOLJKWO\� KLJKHU� XQGHU�
IL[HG�UHJLPHV�WKDQ�LW�LV�XQGHU�IORDWLQJ�UHJLPHV��

)LVKHU�HW�DO�� �������H[DPLQH� WKH� OLQN�EHWZHHQ�H[FKDQJH�UDWH�UHJLPH�DQG�JURZWK�
E\�JHQHUDWLQJ�D�GXPP\�YDULDEOH�IRU�WKH�IL[HG�H[FKDQJH�UDWH�UHJLPH��7KH\�ILQG�WKDW�
WKH�FRHIILFLHQW�RQ�WKLV�GXPP\�LV�SRVLWLYH�DQG�VLJQLILFDQW�LQ�WKH�JURZWK�UHJUHVVLRQV��

Domaç et al. (2001) conduct an empirical study which covers 22 transition 
HFRQRPLHV��%DVHG�RQ�WKH�HPSLULFDO�UHVXOWV�RI�WKH�SDSHU��WKH�DXWKRUV�FRQFOXGH�WKDW�LW�
LV�QRW�SRVVLEOH�WR�PDNH�DQ\�MXGJHPHQW�DERXW�D�VSHFLILF�H[FKDQJH�UDWH�UHJLPH�EHLQJ�
VXSHULRU�WR�WKH�RWKHU�LQ�WHUPV�RI�JURZWK�SHUIRUPDQFH��(FRQRPLF�JURZWK�LV�OLNHO\�WR�
GHSHQG� RQ� PXFK� PRUH� WKDQ� MXVW� WKH� H[FKDQJH� UDWH� UHJLPH�� 7KXV�� WKHUH� DUH�PDQ\�
HPSLULFDO� VWXGLHV� ZKLFK� H[DPLQH� JURZWK� LQ� WUDQVLWLRQ� HFRQRPLHV� E\� WDNLQJ� LQWR�
DFFRXQW� WKH� UROH� RI� VWUXFWXUDO� UHIRUPV�� PDFURHFRQRPLF� YDULDEOHV� DQG� LQLWLDO�
FRQGLWLRQV� ´ µ ��
���(PSLULFDO�(YLGHQFH�
�����'HVFULSWLRQ�RI�'DWD�

7KH�VWXG\�LV�EDVHG�RQ�DQ�DQQXDO�GDWDVHW�RI�DOO�WUDQVLWLRQ�HFRQRPLHV�FRYHULQJ�WKH�
SHULRG������2000. International Monetary Fund (IMF)’ s classification of countries 
LV� XVHG� LQ� WKLV� VWXG\�� ,0)�GLYLGHV� WKH�ZRUOG� LQWR� WKUHH�PDMRU� JURXSV�� L�� DGYDQFHG�
HFRQRPLHV�� LL�� GHYHORSLQJ� FRXQWULHV�� LLL�� WUDQVLWLRQ� HFRQRPLHV�� &RXQWULHV� LQ�
WUDQVLWLRQ� FRQVLVW� RI� ��� FRXQWULHV ´ ¶ �� KRZHYHU� <XJRVODYLD� DQG� 6HUELD� DQG�
0RQWHQHJUR�DUH�H[FOXGHG�IURP�WKLV�VWXG\�EHFDXVH�DGHTXDWH�GDWD�DUH�QRW�DYDLODEOH��
7KXV��WKH�GDWDVHW�FRYHUV����WUDQVLWLRQ�HFRQRPLHV�RYHU�WKH�SHULRG����������� ´ Ð �

,W� LV�ZRUWK�PHQWLRQLQJ� WKH�FRPPRQ�IHDWXUHV�RI�WUDQVLWLRQ�HFRQRPLHV��$FFRUGLQJ�
WR� WKH� ,0)�� WKHVH� FRXQWULHV� KDYH� WZR� GLVWLQFWLYH� FKDUDFWHULVWLFV� LQ� FRPPRQ���
�������������������������������������������������· · DFE%K-R�g�HTK'] L+J�U�K�c�L V�eo] E^¹ K-i�I%V�L ]fc�L V�eo] EOI%Q g�H"G M�I%V�L ]fc�L V�eo] E » G PO] E%K�G L�K-M�I�G L+G \�J�QFJ-P�J�Q R�H�G H7J�H7JoMWK�J�H+g�L K'V�aI�L V�U�g�\-] G `%G ] R�c�L V�eo] E�Y· Ç [%K�K�v�a V�LqG P�H+] J-P�\�K�v�m"K-L c�K-]�J�Q Y�¹�È-É�É�É » J-P�U�xNE�L+G H+] V�a a K-L+HTK-PWJ-P�U�r�V�R�Q Ko¹�È-É�É ³0» Y· Ë DFE%KZQ G H+]{V�a^] L+J-P�H�G ] G V�PÒK�\�V�P%V�MOG K�HjG Hk] J-h%K-PÒa L V�Mã] E%K<MWV�H+]WL K�\�K-P�]Wd X ÌÒä V�L Q Uå¿�\�V�P%V�MOG \½Þog�] Q V�V�h
¹ [%K-I�] K-M�S%K-L ²�º�º�Ó�» G PÄeoE�G \-EÄ] E%Kjd X Ì \�Q J�H�H�G a G K�H
] E%K½\�V�g�P�] L+G K�HkG PÄ] L+J-P�H�G ] G V�PÂJ�HkJjMOJ æ�V�L^c�L V�g�I�Y"}'a ] K-L[%K-I�] K-M�S%K-L ²�º�º�Ó v�d X Ì H+] J-L ] Hj] Vç\�Q J�H�H�G a Rè] E%Kå\�V�g�P�] L+G K�H<G P�] Vè] e'VÂc�L V�g�I�H�é)J�U�`%J-P�\�K�UÒ\�V�g�P�] L+G K�H-¼�V�] E%K-LK-MWK-L c�G P%c�MOJ-L h%K-] H�J-P�U)U�K-`�K�Q V�I�G P%c)\�V�g�P�] L+G K�H-Y· Ñ DFE�G H�H+] g�U�R�g�HTK�H�J7I�J-P%K�Q�U�J-] Jo\�V�`�K-L+G P%c ² Ê�] L+J-P�H�G ] G V�PW\�V�g�P�] L+G K�H�J-P�U)J7] G MWK7I%K-L+G V�U�V�a�] K-P)R�K�J-L+H-Y
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L��WUDQVLWLRQDO�VWDWH�RI�WKHLU�HFRQRPLHV�IURP�D�FHQWUDOO\�SODQQHG�V\VWHP�WR�RQH�EDVHG�
RQ�PDUNHW� UXOHV�� LL�� WUDQVIRUPDWLRQ�RI� ODUJH� LQGXVWULDO� VHFWRUV�ZKRVH�FDSLWDO� VWRFNV�
DUH�PDLQO\�QR� ORQJHU� LQ�XVH��7DEOH�����SUHVHQWV� WKH� OLVW�RI����WUDQVLWLRQ�HFRQRPLHV�
WKDW�ZLOO�EH�XVHG�LQ�WKLV�VWXG\� ´ Ô �
ê"ë�ì�í î7ï�ð ñò'ó�ô9õ�ö ÷�ø î�ù ø õ ê ÷ ë õ ù ø ö ø ó�õ ì%ú)û�î�ü ø ó�õ

ò î õ�ö ÷ ë�í9ë õ9ýWþ ë�ù ö î ÷�õWþ"ô9÷�ó�ÿ î ò'ó����Oó�õ�� î�ë�í ö �Oó��	��õ9ý î ÿ î õ9ý î õ�ö	
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}'Q S�J-P�G J [%Q V�`%J-h)~"K-I�Y }oL MWK-P�G J
m"V�H+P�G JoJ-P�U�s�K-L Æ�K�c�V�`%G P�J [%Q V�`�K-P�G J }oÆ�K-L S�J�G æ�J-P
m7g%Q c�J-L+G J m"K�Q J-L g�H
xNL V�J-] G J ¸oK�V�L c�G J
xNÆ�K�\-E)~"K-I�g�S%Q G \ Ï�J-Æ0J-h�E�H+] J-P
¿�H+] V�P�G J ÏoR�L c�R�Æ"~"K-I�g�S%Q G \
s'g�P%c�J-L R XjV�Q U�V�`%J
ÀqJ-] `%G J XjV�P%c�V�Q G J
ÀqG ] E�g�J-P�G J ~7g�H�H�G J
X<J�\�K�U�V�P�G J DqJ æ�G h�G H+] J-P
l�V�Q J-P�U DFg�L h�MWK-P�G H+] J-P
~"V�MOJ-P�G J _'h�L+J�G P%K
[%K-L S�G JoJ-P�U�XjV�P�] K-P%K�c�L V _'Æ�S%K-h�G H+] J-P
[%V�g�L+\�K�é�d X ÌWä V�L Q U�¿�\�V�P%V�MOG \"Þog�] Q V�V�h�v%[%K-I�] K-M�S%K-L ²�º�º�Ó Y

7UDQVLWLRQ�HFRQRPLHV�KDYH�DGRSWHG�D�ZLGH�YDULHW\�RI�H[FKDQJH�UDWH�UHJLPHV�RYHU�
WKH�SHULRG������������7KH�FODVVLILFDWLRQ�RI�H[FKDQJH�UDWH�UHJLPHV�LV�D�FUXFLDO�VWHS�
LQ� WKLV� VWXG\��*KRVK� HW� DO�� ������� ������ FODVVLI\� H[FKDQJH� UDWH� DUUDQJHPHQWV� LQWR�
three categories: i) pegged (or “fixed”, these terms are used interchangeably in this 
SDSHU��� LL�� LQWHUPHGLDWH� DQG� LLL�� IORDWLQJ� UHJLPHV�� 7KHLU� FODVVLILFDWLRQ� LV� SULPDULO\�
based on the stated commitment of the central bank (“de jure” classification) as 
summarised in the IMF’ s annual report on Exchange Rate Arrangements and 
Exchange Rate Restrictions. Domaç et al. (������ XVH� WKH� VDPH� FODVVLILFDWLRQ�
DSSURDFK�DQG�JURXS�WKH�H[FKDQJH�UDWH�UHJLPHV�LQ�WKUHH�FDWHJRULHV��,Q�WKLV�SDSHU��WKH�
exchange rate arrangements are classified into four categories by using a “de jure” 
FODVVLILFDWLRQ�DSSURDFK��L��IL[HG��LL��FXUUHQF\�ERDUG��LLL��LQWHUPHGLDWH�DQG�LY��IORDWLQJ�
UHJLPHV�� 6LQFH� WKLV� SDSHU� LV� DERXW� WKH� PDFURHFRQRPLF� SHUIRUPDQFH� RI� FXUUHQF\�
ERDUGV� LQ� WUDQVLWLRQ� HFRQRPLHV�� FXUUHQF\� ERDUG� DUUDQJHPHQWV� DUH� FODVVLILHG�
VHSDUDWHO\� IURP� IL[HG� UHJLPHV� ´ Õ � &ODVVLILFDWLRQ� RI� WKH� H[FKDQJH� UDWH� UHJLPHV� LV�
�������������������������������������������������· Ö d X Ì U�G `%G U�K�Hn] E%KÃc�L V�g�IÒV�at\�V�g�P�] L+G K�HjG PÂ] L+J-P�H�G ] G V�PçG P�] VÄ] e'VÄL K�c�G V�P�J�QOH+g�S�Å

groups. IMF’ s regional \�Q J�H�H�G a G \�J-] G V�PWG Hqg�HTK�U)G P)] E�G Hq] J-S%Q K�Y· Ø ¸"E%V�H+EWK-]FJ�Q
. (1997, 2002), Domaç et al. (2001) do not classify currency boards as a separate exchange L+J-] KWL K�c�G MWK{G Pk] E%K�G L�H+] g�U�G K�H-YFDFE%K-RkG P�\�Q g�U�KO\-g�L L K-P�\-R^S%V�J-L+UtJ-L L+J-P%c�K-MWK-P�] H�G Pt] E%KWa G i�K�U^L K�c�G MWK�H�\�J-] K�c�V�L R�Y ��
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obtained from the IMF’ s Annual Report on Exchange Rate Arrangements. The 
FXUUHQF\� ERDUG� REVHUYDWLRQV� LQ� WKH� GDWDVHW� DUH�� (VWRQLD� ������������� /LWKXDQLD�
������������� %XOJDULD� ������������ DQG� %RVQLD� DQG� +HU]HJRYLQD� ������������ ´ Ú �
)XUWKHU�GLVFXVVLRQ�RI�WKH�H[FKDQJH�UDWH�UHJLPH�FODVVLILFDWLRQ�LV�SURYLGHG�LQ�WKH�QH[W�
VXE�VHFWLRQ��

7KHUH�DUH�����REVHUYDWLRQV� LQ� WRWDO��7KH�GDWDVHW�XVHG� LQ� WKH�UHJUHVVLRQ�DQDO\VLV�
FRQWDLQV�������������DQG�����REVHUYDWLRQV�XQGHU�IL[HG��FXUUHQF\�ERDUG��LQWHUPHGLDWH�
DQG�IORDWLQJ�UHJLPHV��UHVSHFWLYHO\���

'DWD� RQ� UHDO� *'3� JURZWK�� EURDG� PRQH\� JURZWK�� UHDO� *'3� SHU�FDSLWD� JURZWK��
WRWDO� WUDGH�� SRSXODWLRQ� JURZWK�� QRPLQDO� LQWHUHVW� UDWH� JURZWK� DQG� WUDGH� JURZWK� DUH�
REWDLQHG� IURP� :RUOG� 'HYHORSPHQW� ,QGLFDWRUV� 'DWDEDVH�� :RUOG� %DQN�� 'DWD� RQ�
LQIODWLRQ� LV� REWDLQHG� IURP� ,0)�:RUOG� (FRQRPLF�2XWORRN�'DWDEDVH�� 7UDQVIRUPHG�
LQIODWLRQ� UDWH� LV� XVHG� WKURXJKRXW� WKH� UHJUHVVLRQ� DQDO\VLV� DQG� LW� LV� FDOFXODWHG� DV�
³ ���� �´� ´ Û �)LQDOO\��GDWD�RQ�LQYHVWPHQW��*URVV�'RPHVWLF�,QYHVWPHQW��WR�*'3�UDWLR�
LV� REWDLQHG� IURP�*OREDO�'HYHORSPHQW�1HWZRUN� DQG�&RXQWU\� DW� D�*ODQFH� 7DEOHV��
:RUOG�%DQN��7KH�GDWDVHW�VWDUWV�IURP�WKH�\HDU������EHFDXVH�LW�LV�WKH�VWDUWLQJ�\HDU�RI�
WUDQVLWLRQ�IRU�PRVW�RI�WKH�WUDQVLWLRQ�HFRQRPLHV��,W�VKRXOG�EH�QRWHG�WKDW�GDWD�RQ�EURDG�
PRQH\� JURZWK� LV� XQDYDLODEOH� LQ� WKH� EHJLQQLQJ� RI� WUDQVLWLRQ� IRU� WKH� PDMRULW\� RI�
WUDQVLWLRQ�FRXQWULHV��
�����&ODVVLI\LQJ�([FKDQJH�5DWH�5HJLPHV�

%HIRUH� DQDO\VLQJ� WKH� OLQN� EHWZHHQ� FXUUHQF\� ERDUG� DUUDQJHPHQWV� DQG� WKHLU�
PDFURHFRQRPLF� SHUIRUPDQFH�� DOO� WUDQVLWLRQ� HFRQRPLHV� LQ� WKH� GDWDVHW� VKRXOG� EH�
FODVVLILHG�DFFRUGLQJ�WR�WKHLU�H[FKDQJH�UDWH�UHJLPHV��$Q�LPSRUWDQW�TXHVWLRQ�DULVHV�DW�
this point: How should a country’ s exchange rate regime be classified? The 
WH[WERRN�DQVZHU� LV� VLPSOH�� HLWKHU� WKH�H[FKDQJH�UDWH� LV� IL[HG�RU� LW� IORDWV� � �*KRVK�HW�
DO�, 2002:2). However, Ghosh et al. (1996) state that “  beyond the traditional fixed�
floating dichotomy, lies a spectrum of exchange rate regimes.”  There are important 
GLIIHUHQFHV� DPRQJ� H[FKDQJH� UDWH� UHJLPHV� DQG� WKH� WUDGLWLRQDO� GLFKRWRP\�FDQ�PDVN�
WKHVH�GLIIHUHQFHV��
������������������������������������������������������������������������������������������������������������������ÞoPO] E%K�V�] E%K-L�E�J-P�U�v�¸"E%V�H+E{K-]qJ�Q Y%¹�È-É�É ³ v ²�º�º�º�» ] J-h%K�\-g�L L K-P�\-R)S%V�J-L+U�H7J�H7J�HTK-I�J-L+J-] K'c�L V�g�IOV�aqK-i%\-E�J-P%c�KoL+J-] KL K�c�G MWK�H-Y· Ü

 IMF’ s annual report on exchange rate arrangements does not summarise currency board arrangements HTK-I�J-L+J-] K�Q R)a L V�MÒ] E%K"I%K�c�c�K�U�L K�c�G MWK�H-Y0s�V�e'K-`�K-L+v�] E%KoJ-g�] E%V�L+G ] G K�H�G P)¿�H+] V�P�G J�v�ÀqG ] E�g�J-P�G J�v�m7g%Q c�J-L+G JoJ-P�U�m"V�H+P�G J
J-P�U

 Herzegovina introduced currency boards and the authorities’  stated commitments are enough to take ] E%K"K-i%\-E�J-P%c�K7L+J-] K7L K�c�G MWK�H�G P)] E%K�HTK"a V�g�Lq\�V�g�P�] L+G K�H�J�H�\-g�L L K-P�\-R�S%V�J-L+U)J-L L+J-P%c�K-MWK-P�] H-Y· Ý
Ghosh et al. (1997, 1998, 2000, 2002) and Domaç et al. (2001) also transf

V�L MÒ] E%K'G P%a Q J-] G V�P)L+J-] Ko¹ » S�R\�J�Q \-g%Q J-] G P%c�] E%K7] L+J-P�HTa V�L MWK�U�MWK�J�H+g�L K�� | ¹�È�� » � eoE�G \-E)L K�U�g�\�K�Hq] E%KoJ�U�`�K-L+HTK"K�a a K�\-]9V�aFV�g�] Q G K-L+H-Y
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�������&ODVVLILFDWLRQ�$SSURDFKHV��'H�-XUH�YV��'H�)DFWR�
Two options are available in classifying the exchange rate regimes. A “ de jure”  

FODVVLILFDWLRQ� LV� EDVHG� RQ� WKH� SXEOLFO\� VWDWHG� FRPPLWPHQW� RI� WKH� FHQWUDO� EDQN�� ,Q�
RWKHU� ZRUGV�� WKH� GH� MXUH� FODVVLILFDWLRQ� FDSWXUHV� WKH� IRUPDO� FRPPLWPHQW� RI� WKH�
FHQWUDO�EDQN��KRZHYHU� LW�GRHV�QRW� UHIOHFW� WKH�SROLFLHV� WKDW�DUH� LQFRQVLVWHQW�ZLWK�WKH�
commitment. On the other hand, a “  de facto”  classification has the advantage of 
EHLQJ� EDVHG� RQ� WKH� REVHUYHG� EHKDYLRXU� RI� WKH� QRPLQDO� H[FKDQJH� UDWH� UHJLPH� WR�
GHILQH�WKH�UHJLPH� ´ ß �

Following Ghosh et al. (1997, 2002) and Domaç et al. (2001), a de jure 
FODVVLILFDWLRQ�DSSURDFK�LV�XVHG�IRU�FDWHJRULVLQJ�UHJLPHV� µ-à �7KH�GH�MXUH�FODVVLILFDWLRQ�
LQ�WKLV�SDSHU�LV�EDVHG�RQ�WKH�VWDWHG�LQWHQWLRQV�RI�WKH�PRQHWDU\�DXWKRULWLHV�DV�UHSRUWHG�
in the International Monetary Fund’ s Annual report on Exchange Rate 
$UUDQJHPHQWV�� 'LIIHUHQW� IURP� *KRVK� HW� DO�� ������� ������� XQFODVVLILHG� IORDWV� DQG�
WDUJHW� ]RQHV� DUH� WDNHQ� DV� LQWHUPHGLDWH� H[FKDQJH� UDWH� UHJLPHV� µ�´ � 7KH� IL[HG� UHJLPH�
FRQVLVWV�RI�VLQJOH�FXUUHQF\�SHJV��6'5�SHJV�DQG�RWKHU�EDVNHW�SHJV��&XUUHQF\�ERDUG�
JURXS�FRQWDLQV� WKH�FXUUHQF\�ERDUG�DUUDQJHPHQWV�LQ�WUDQVLWLRQ�HFRQRPLHV��7KH�IORDW�
JURXS� FRPSULVHV� RI� IORDWV� ZLWKRXW� SUH�GHWHUPLQHG� UDQJH� DQG� SXUH� IORDWV� �6HH�
$SSHQGL[� WKDW� SUHVHQWV� WKH� OLVW� RI� H[FKDQJH� UDWH� UHJLPHV� LQ� WUDQVLWLRQ� HFRQRPLHV�
EHWZHHQ�������������
�����(YROXWLRQ�RI�,QIODWLRQ�DQG�*'3�*URZWK�LQ�7UDQVLWLRQ�(FRQRPLHV�

7KLV�VHFWLRQ�GLVFXVVHV�WKH�HYROXWLRQ�RI�LQIODWLRQ�DQG�UHDO�*'3�SHU�FDSLWD�JURZWK�
LQ�WUDQVLWLRQ�HFRQRPLHV�RYHU�WKH�SHULRG�����������E\�XVLQJ�WKH�UDZ�GDWD��7DEOH�����
VXPPDULVHV� WKH�PHDQ�YDOXHV�RI� WKH� LQIODWLRQ� UDWH�� UHDO�*'3�SHU�FDSLWD�JURZWK�DQG�
WUDQVIRUPHG�LQIODWLRQ�UDWH� µ�µ �

�������������������������������������������������· á d ]�G H{e'V�L ] EZMWK-P�] G V�P�G P%c<] E%KnJ-L ] G \�Q KtS�R<ÀfK-`�R�Å y'K-R�J-] G�J-P�UÃ[�] g�L Æ�K-P%K�c�c�K-LO¹ ²�º�º�Ó�» G PZeoE�G \-EZ] E%KnJ-g�] E%V�L+H\�V�P�H+] L g�\-]fJ-P{J�Q ] K-L P�J-] G `�K�\�Q J�H�H�G a G \�J-] G V�P{J-I�I�L V�J�\-EWS�RWG P�] L V�U�g�\�G P%cWJ"P%K-eÄU�Koa J�\-] V�\�Q J�H�H�G a G \�J-] G V�PWV�afK-i%\-E�J-P%c�K
L+J-] K7L K�c�G MWK�H-YÇ â ¸"E%V�H+EjK-]oJ�Q Yq¹�È-É�É%Ê » J�U�V�I�]oJ^\�V�M�S�G P�J-] G V�PjV�a�U�K'æTg�L K^J-P�UkU�KOa J�\-] Vk\�Q J�H�H�G a G \�J-] G V�PjJ-I�I�L V�J�\-E%K�H)G Pk] E%K�G LH+] g�U�R�Y�d ]�H+E%V�g%Q UWS%K�P%V�] K�UW] E�J-]q¸"E%V�H+E^K-]�J�Q Y%¹ ²�º�º�²�» g�HTK'] E%K�U�K�æTg�L K�\�Q J�H�H�G a G \�J-] G V�P^J�HN] E%K�G L�MOJ�G POMWK-] E%V�UWV�a\�J-] K�c�V�L+G H�G P%cWL K�c�G MWK�H7S�g�]f] E%K-R{J�Q HTV{J�U�V�I�]�U�K�a J�\-] V{\�Q J�H�H�G a G \�J-] G V�P
G P^V�L+U�K-L�] V�MOJ-h%K�J�\�V�M�I�J-L+G HTV�POS%K-] e'K�K-P] E%K�HTK7] e'V)J-I�I�L V�J�\-E%K�H-YÇT· DFE%K"a Q V�J-]�\�J-] K�c�V�L R)G P�¸"E%V�H+E�K-]�J�Q Y�¹�È-É�É ³ v ²�º�º�º�»�� H�H+] g�U�R)\�V�P�H�G H+] H�V�a�] J-L c�K-]�Æ�V�P%K�H�J�Hqe'K�Q Q�J�HqI�g�L K"a Q V�J-] H-YÇ Ç DFE�L K�K�L K�c�L K�H�H�G V�P�Hoe'K-L K)L g�PkG P
eoE�G \-E
] E%KWG P%a Q J-] G V�P
L+J-] K�v�L K�J�Qq¸"r'lnI%K-L+Å \�J-I�G ] J�c�L V�eo] EkJ-P�U{] L+J-P�HTa V�L MWK�UG P%a Q J-] G V�PnL+J-] KOe'K-L K^U�K-I%K-P�U�K-P�]7`%J-L+G J-S%Q K�H�J-P�UtR�K�J-L�U�g�M�MOG K�H�e'K-L K{K-i�I%Q J-P�J-] V�L R
`%J-L+G J-S%Q K�H-YFy'K�J-L�U�g�M�MOG K�H
e'K-L K7g�HTK�U�] V)\�J�Q \-g%Q J-] K7] E%KoJ-P�P�g�J�Q�MWK�J-P�H-Y
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y'K�J-L }o`�K-L+J�c�K7d P%a Q J-] G V�P
¹ xNl9d v�}oP�P�g�J�Q� »

}o`�K-L+J�c�K7~"K�J�Q%¸"r'l
l�K-L+Å \�J-I�G ] J"¸"L V�eo] E
¹ }oP�P�g�J�Q� »

}o`�K-L+J�c�K"DFL+J-P�HTa V�L MWK�U
d P%a Q J-] G V�P
¹ }oP�P�g�J�Q� »

È-É�ÉfÈ È�È�Î�Y ²�� Å�È º Y Ù � º Y Ù%É
È-É�É ² Ê º�Ó Y ��Ó Å�È � Y È � º Y Ê Ó
È-É�É Ó È º Ù Ó Y Ó Å Ê�Y ��Ó º Y Î�É
È-É�É�Ù È ²���Ó Y Ù ³ Å Ê�Y ² È º Y � Ê
È-É�É � È�Î ³ Y É ² Å º Y È � º Y Ó É
È-É�É%Î ³�º Y º Ê Ù�Y º Ê º Y ²��
È-É�É%Ê Î�Î�Y ÎFÈ Ó Y ³�� º Y ²
È-É�É ³ È � Y Î � ² Y É%Î º Y È�È
È-É�É�É ²�� Y Ó Î Ó Y ²9³ º Y È Ó
²�º�º�º È ³ Y � È � Y Ù ² º Y È ²

7KH� IROORZLQJ� ILJXUHV�GHPRQVWUDWH� WKH�HYROXWLRQ�RI�DYHUDJH� LQIODWLRQ�� UHDO�*'3�
SHU�FDSLWD�JURZWK�DQG�WUDQVIRUPHG�LQIODWLRQ�LQ�DOO�WUDQVLWLRQ�HFRQRPLHV��
! ø ü%ð�ï�ð ñ�ð þ��%ó í ô�ö ø ó�õOó��#"�� î ÷ ë�ü%î ��õ� í ë ö ø ó�õWø õ ê ÷ ë õ ù ø ö ø ó�õWþ�$�ó�õ9ó��Wø î�ù

,W�FDQ�EH�HDVLO\�VHHQ�IURP�)LJXUH�����WKDW�WKH�DYHUDJH�LQIODWLRQ�UDWH�LQFUHDVHV�RYHU�
WKH�SHULRG�����������LQ�ZKLFK�LW�H[FHHGV�������SHUFHQW�LQ������DQG�������$IWHU�WKH�
IRXU�GLJLW�DYHUDJH�LQIODWLRQ�UDWH�LQ�������WKH�PHDQ�YDOXH�RI�WKH�LQIODWLRQ�UDWH�VWDUWV�WR�
GHFOLQH�DQG�IROORZV�D�GRZQZDUG�WUHQG�XQWLO�WKH�\HDU�������

0
200
400
600
800

1000
1200
1400

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Year

A
ve

ra
ge

 In
fla

tio
n 

(%
)



, :�67�9« �9(�	�� 	��-� «�¬q������� ��	�����	���"!������ ��<B{® B93�3�AT¯oBf°�5 ±�±Ó�³
! ø ü%ð�ï�ð ��ð þ��%ó í ô�ö ø ó�õOó��#"�� î ÷ ë�ü%î7û�î�ë�í������ ÿ î ÷&% ò ë ÿ�ø ö ë'� ÷�ó���ö �Wø õ ê ÷ ë õ ù ø ö ø ó�õWþ�$�ó�õ9ó��Wø î�ù

7KH� WUDQVLWLRQ� HFRQRPLHV� H[SHULHQFH� QHJDWLYH� DYHUDJH� UHDO� *'3� SHU�FDSLWD�
JURZWK�UDWHV�XQWLO�������%HWZHHQ�WKH�SHULRGV������������WKH�DYHUDJH�UHDO�*'3�SHU�
FDSLWD� JURZWK� UDWHV� DUH� DOPRVW� FRQVWDQW� GLVSOD\LQJ� VPDOO� GHYLDWLRQV� �OHVV� WKDQ� ��
SHUFHQW��RYHU�WKH�\HDUV��7UDQVLWLRQ�HFRQRPLHV�KDYH�DQ�DYHUDJH�UHDO�*'3�SHU�FDSLWD�
JURZWK�UDWH�EHWZHHQ������SHUFHQW�DQG������SHUFHQW�SHU�\HDU�RYHU�WKH�SHULRG������
������7KH�DYHUDJH�UHDO�*'3�SHU�FDSLWD�JURZWK�LQFUHDVHV�IURP������SHUFHQW�LQ������
WR������SHUFHQW�LQ�������
! ø ü%ð�ï�ð ï�ð þ��%ó í ô�ö ø ó�õOó��#"�� î ÷ ë�ü%î"ê ÷ ë õ ù �+ó�÷(� î ý)��õ� í ë ö ø ó�õWø õ ê ÷ ë õ ù ø ö ø ó�õWþ�$�ó�õ9ó��Wø î�ù

6LQFH�WKH�DYHUDJH�LQIODWLRQ�UDWHV�DUH�H[WUHPHO\�KLJK�HVSHFLDOO\�EHWZHHQ������DQG�
������WUDQVIRUPHG�LQIODWLRQ�UDWHV�FDQ�EH�XVHG�LQ�FDOFXODWLQJ�WKH�DQQXDO�PHDQV��7KH�
PDLQ� REMHFWLYH� RI� XVLQJ� D� WUDQVIRUPHG� LQIODWLRQ� UDWH� LV� WR� HOLPLQDWH� WKH� HIIHFW� RI�
RXWOLHUV�� $V� PHQWLRQHG� EHIRUH�� WKH� WUDQVIRUPHG� LQIODWLRQ� UDWH� LV� FDOFXODWHG� DV�
³ ���� �´� ZKHUH� � GHQRWHV� WKH� DQQXDO� LQIODWLRQ� UDWH� LQ� SHUFHQWDJH�� )LJXUH� ����
SUHVHQWV� WKH� HYROXWLRQ� RI� WKH� DYHUDJH� WUDQVIRUPHG� LQIODWLRQ� ZKLFK� GLVSOD\V� D�
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VPRRWKHU� FXUYH� FRPSDUHG� WR� WKH� RQH� LQ� )LJXUH� ����� ,W� FDQ� EH� VWDWHG� WKDW�� XVLQJ� D�
WUDQVIRUPHG� LQIODWLRQ� UDWH�PLQLPLVHV� WKH�SRVVLEOH� DGYHUVH� HIIHFWV� RI� RXWOLHUV� LQ� WKH�
VDPSOH� µ-¶ � 7KH� DYHUDJH� WUDQVIRUPHG� LQIODWLRQ� UDWH� VWDUWV� WR� IDOO� DIWHU� LW� UHDFKHV� LWV�
PD[LPXP�YDOXH� LQ������DQG� LW�GHFOLQHV�FRQWLQXRXVO\�XQWLO������� ,W� LQFUHDVHV�E\�D�
VPDOO�DPRXQW�LQ������DQG�IDOOV�DJDLQ�LQ��������
�����,QIODWLRQ�
�������,QIODWLRQ�3HUIRUPDQFH�LQ�7UDQVLWLRQ�(FRQRPLHV�

2QO\� WKH� H[FKDQJH� UDWH� UHJLPH� FDQQRW� H[SODLQ� WKH� GLIIHUHQFHV� LQ� LQIODWLRQ�� $�
VLPSOH� PRQH\� GHPDQG� IXQFWLRQ� FDQ� EH� XVHG� LQ� RUGHU� WR� XQGHUVWDQG� WKH� IDFWRUV�
XQGHUO\LQJ� WKH� GLIIHUHQFHV� LQ� LQIODWLRQ� SHUIRUPDQFH� DFURVV� UHJLPHV� µ�Ð � $� VLPSOH�
PRQH\�GHPDQG�IXQFWLRQ�FDQ�EH�GHILQHG�DV��

� � ����������������������PY���S� �\ L * ������ �� �!������������������������������� �����
:KHUH�P�LV�EURDG�PRQH\��S�LV�WKH�FRQVXPHU�SULFH�LQGH[��\�LV�UHDO�RXWSXW��L�LV�WKH�

QRPLQDO� LQWHUHVW� UDWH� DQG� Y� LV� UHVLGXDO� YHORFLW\�� 5H�DUUDQJHG� PRQH\� GHPDQG�
IXQFWLRQ�FDQ�EH�IRUPHG�E\�WDNLQJ�ORJDULWKPV�DQG�ILUVW�GLIIHUHQFHV µ-Ô ��

� � � �¨ORJP��� ¨ORJ\��� ¨ORJL���¨ORJY��������������������������������� ����
:KHUH� �GHQRWHV�WKH�LQIODWLRQ��
7DEOH� ���� VXPPDULVHV� WKH� PHDQ� YDOXHV� RI� LQIODWLRQ�� UHDO� *'3� JURZWK�� EURDG�

PRQH\� JURZWK�� JURZWK� UDWH� RI� QRPLQDO� LQWHUHVW� UDWHV� DQG� WUDQVIRUPHG� LQIODWLRQ�
DFURVV�GLIIHUHQW�H[FKDQJH�UDWH�UHJLPHV��
ê"ë�ì�í î7ï�ð ï
��õ� í ë ö ø ó�õ ��î ÷&�+ó�÷(� ë õ�$ î "�$�÷�ó ù�ù+� ø � � î ÷ î õ�öFþ�,�$(� ë õ ü%î7û�ë ö î7û�î�ü ø � î�ù.-+ñ0/�/9ñ % ��1�1�1�2
¿qi%\-E�J-P%c�K
~oJ-] K~"K�c�G MWK

}o`�K-L+J�c�K
d P%a Q J-] G V�P¹ }oP�P�g�J�Q� »

}o`�K-L+J�c�K
~"K�J�Q¸"r'l
¸"L V�eo] E
¹ }oP�P�g�J�Q� »

}o`�K-L+J�c�K
m7L V�J�UXjV�P%K-R
¸"L V�eo] E
¹ }oP�P�g�J�Q� »

}o`�K-L+J�c�K
b)V�MOG P�J�Qd P�] K-L K�H+]
~oJ-] K"¸"L V�eo] E
¹ }oP�P�g�J�Q� »

}o`�K-L+J�c�K
DFL+J-P�HTa V�L MWK�Ud P%a Q J-] G V�P
¹ }oP�P�g�J�Q� »

Ì G i�K�U Î � Î�Y ��³ Å Ó Y È ² Î ³ Y Ê � Å É9Y ��� º Y �xNg�L L K-P�\-R'm"V�J-L+U È º�� Y Ê�Ù Ó Y È ² Ù�Ù�Y º�Ó�² Å ²�º Y � È º Y È-Éd P�] K-L MWK�U�G J-] K È ² Y Î Ó Y Ù�Î È�Ê�Y ÎFÈ Å Ó Y º%³ º Y ÈÌ Q V�J-] ²9³�³ Y É Ó º Y Ê�Î Ê�Ê�Y Ê Å�È�È0Y Ó Ù º Y Ó

&RXQWULHV�RSHUDWLQJ�XQGHU�IL[HG�H[FKDQJH�UDWH�UHJLPHV�KDYH�WKH�KLJKHVW�DYHUDJH�
LQIODWLRQ� UDWH� DPRQJ�RWKHU� FRXQWULHV�ZLWK�GLIIHUHQW� UHJLPHV��0RVW� RI� WKH� HPSLULFDO�
�������������������������������������������������Ç Ë ¸"E%V�H+EOK-]fJ�Q Y�¹�È-É�É ³0» H+] J-] Ko] E�J-]�] E%Ko] L+J-P�HTa V�L MWK�U)MWK�J�H+g�L K'V�a�G P%a Q J-] G V�P{G H�`�K-L RW\�Q V�HTKo] V)] E%K�G P%a Q J-] G V�PWL+J-] K'J-]Q V�eÃQ K-`�K�Q H�V�afG P%a Q J-] G V�P�v�S�g�]�G ]�H+E�J-L I%Q R�L K�U�g�\�K�Hq] E%K"K�a a K�\-]9V�aFV�g�] Q G K-L+H�G P)] E%KoH�J-M�I%Q K�YÇ Ñ ¸"E%V�H+E
K-]�J�Q Y9¹�È-É�É%Ê » J�Q HTVOg�HTK�J�H�G M�I%Q K�MWV�P%K-R^U�K-MOJ-P�U{a g�P�\-] G V�P^] V{K-i�I%Q J�G P^] E%K�U�G a a K-L K-P�\�K�H'G P
G P%a Q J-] G V�PI%K-L a V�L MOJ-P�\�KoJ�\-L V�H�HqL K�c�G MWK�H-YÇ Ö�Ì G L+H+]�U�G a a K-L K-P�\�K�H�J-L KoU�K-P%V�] K�U�S�R�� � Y
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VWXGLHV� VKRZ� WKDW� FRXQWULHV�ZLWK� IL[HG� H[FKDQJH� UDWH� UHJLPHV� KDYH� ORZHU� DYHUDJH�
LQIODWLRQ�UHODWLYH�WR�RWKHU�UHJLPHV� µ-Õ �7KLV�JHQHUDO�ILQGLQJ�LV�REYLRXVO\�QRW�YDOLG�IRU�
WUDQVLWLRQ� HFRQRPLHV� RYHU� WKH� SHULRG� ����������� EHFDXVH� PRVW� RI� WKH� IL[HG�
H[FKDQJH�UDWH�REVHUYDWLRQV�DUH�IURP�WKH�SHULRG�����������ZKLFK�LV�DVVRFLDWHG�ZLWK�
KLJK� OHYHOV� RI� LQIODWLRQ� �7DEOH� ����� )LJXUH� ������0RVW� RI� WKH� FRXQWULHV� ZLWK� IL[HG�
H[FKDQJH� UDWH� UHJLPHV� H[SHULHQFH� H[WUHPHO\�KLJK� LQIODWLRQ� UDWHV� LQ� WKH�HDUO\�\HDUV�
RI� WKH� WUDQVLWLRQ� HVSHFLDOO\� EHWZHHQ� ���������� ZKLFK� LV� WKH�PDLQ� UHDVRQ� RI� ZK\�
IL[HG� UHJLPHV� DUH� DVVRFLDWHG� ZLWK� KLJKHU� DYHUDJH� LQIODWLRQ� UDWHV� UHODWLYH� WR� RWKHU�
UHJLPHV�� ,Q� DGGLWLRQ�� WKH� EURDG� PRQH\� JURZWK� KDV� WKH� KLJKHVW� DYHUDJH� ��������
SHUFHQW�� LQ� FRXQWULHV� ZLWK� IL[HG� H[FKDQJH� UDWH� UHJLPHV�� 6LQFH�� IDVWHU� JURZWK� RI�
EURDG� PRQH\� LV� DVVRFLDWHG� ZLWK� KLJKHU� LQIODWLRQ�� LW� PD\� H[SODLQ� ZK\� FRXQWULHV�
RSHUDWLQJ� XQGHU� IL[HG� UHJLPHV� H[SHULHQFH� VXFK� D� KLJK� DYHUDJH� LQIODWLRQ� UDWH��
7UDQVLWLRQ� HFRQRPLHV� ZLWK� FXUUHQF\� ERDUG� DUUDQJHPHQWV� KDYH� ORZHU� DYHUDJH�
LQIODWLRQ�UDWH�UHODWLYH�WR�IL[HG�DQG�IORDWLQJ�UHJLPHV�LQ�WUDQVLWLRQ�HFRQRPLHV��)LQDOO\��
DFFRUGLQJ� WR� WKH� EDVLF� VWDWLVWLFV� WKH� LQWHUPHGLDWH� UHJLPH� KDV� WKH� EHVW� LQIODWLRQ�
SHUIRUPDQFH� DPRQJ� RWKHU� UHJLPHV�� 8VLQJ� WKH� WUDQVIRUPHG� PHDVXUH� UHGXFHV� WKH�
VOLJKW�GLIIHUHQFHV�RI�DYHUDJH�LQIODWLRQ�EHWZHHQ�H[FKDQJH�UDWH�UHJLPHV��KRZHYHU�WKH�
UDQNLQJ� UHPDLQV� XQDOWHUHG�� 7UDQVLWLRQ� HFRQRPLHV� ZLWK� IL[HG� UHJLPHV� KDYH� WKH�
KLJKHVW�DYHUDJH�LQIODWLRQ�ZKHQ�WKH�WUDQVIRUPHG�PHDVXUH�LV�XVHG��

2Q� WKH� JURZWK� VLGH�� RQO\� WKH� WUDQVLWLRQ� HFRQRPLHV� ZLWK� IL[HG� H[FKDQJH� UDWH�
UHJLPHV� H[SHULHQFH� QHJDWLYH� DYHUDJH� UHDO� *'3� JURZWK�� 7KH� FRXQWULHV� RSHUDWLQJ�
XQGHU� LQWHUPHGLDWH� UHJLPHV� KDYH� WKH� KLJKHVW� DYHUDJH� UHDO� *'3� JURZWK� ������
SHUFHQW��DQG�WKLV�LV�IROORZHG�E\�FRXQWULHV�ZLWK�FXUUHQF\�ERDUGV�������SHUFHQW���7KH�
EDG� JURZWK� SHUIRUPDQFH� RI� IL[HG� H[FKDQJH� UDWH� UHJLPHV� FDQ� EH� H[SODLQHG� E\�
ORRNLQJ� DW� )LJXUH� ����� ,W� FDQ� EH� HDVLO\� VSRWWHG� IURP� WKH� ILJXUH� WKDW� WKH� WUDQVLWLRQ�
HFRQRPLHV�H[SHULHQFH�QHJDWLYH�UHDO�*'3�JURZWK�UDWHV��RQ�DYHUDJH��EHWZHHQ������
�����ZKLFK�LV�WKH�SHULRG�WKDW�PRVW�RI�WKH�IL[HG�UHJLPH�REVHUYDWLRQV�EHORQJ�WR��
�
�
�
�������������������������������������������������Ç Ø [%K�K�v�a V�LqG P�H+] J-P�\�K�v�¸"E%V�H+E�K-]�J�Q Y�¹�È-É�É%Ê�vFÈ-É�É ³ v ²�º�º�º�» Y0¸"E%V�H+E�K-]�J�Q Y�¹�È-É�É%Ê » a G P�U�] E�J-]�] E%KNMWK�J-P�G P%a Q J-] G V�P�L+J-] KG HOQ V�e'K-LWG PÃ\�V�g�P�] L+G K�HWe�G ] E½I%K�c�c�K�UjK-i%\-E�J-P%c�K^L+J-] K^L K�c�G MWK�H�L K�Q J-] G `�K^] V<\�V�g�P�] L+G K�H�e�G ] EZG P�] K-L MWK�U�G J-] KtJ-P�U
a Q V�J-] G P%c^L K�c�G MWK�H-Yf[�G MOG Q J-L Q R�vf¸"E%V�H+EkK-]7J�Q YF¹�È-É�É ³ v ²�º�º�º�» \�V�M�I�J-L K�] E%KOJ-`�K-L+J�c�KOG P%a Q J-] G V�Ptg�P�U�K-L'J�Q ] K-L P�J-] G `�KK-i%\-E�J-P%c�KOL+J-] KOL K�c�G MWK�H�¹ \-g�L L K-P�\-RtS%V�J-L+U�H�v�V�] E%K-L'I%K�c�c�K�UnJ-P�Uka Q V�J-] G P%ctL K�c�G MWK�H » J-P�Uka G P�Ut] E�J-]"K�\�V�P%V�MOG K�He�G ] E^\-g�L L K-P�\-R�S%V�J-L+U�H"J-P�UWV�] E%K-L�I%K�c�c�K�U�L K�c�G MWK�H7K-i�I%K-L+G K-P�\�K�Q V�e'K-L�G P%a Q J-] G V�P�v%V�P{J-`�K-L+J�c�K�v�\�V�M�I�J-L K�U)] V)] E%K
\�V�g�P�] L+G K�Hqe�G ] E�a Q V�J-] G P%c�L K�c�G MWK�H-Y
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�������5HJUHVVLRQ�$QDO\VLV��,QIODWLRQ� �
7KH�WUDQVIRUPHG�LQIODWLRQ�UDWH�ZLOO�EH�UHJUHVVHG�RQ�IRXU�H[FKDQJH�UDWH�GXPPLHV�

IRU� SHJJHG�� FXUUHQF\� ERDUG�� LQWHUPHGLDWH� DQG� IORDWLQJ� UHJLPHV�� UHVSHFWLYHO\�� ,W� LV�
REYLRXV�WKDW�WKH�LQIODWLRQ�GRHV�QRW�GHSHQG�RQ�WKH�H[FKDQJH�UDWH�UHJLPH�DORQH��VR�WKH�
JURZWK� UDWH� RI�PRQH\�� RXWSXW�� QRPLQDO� LQWHUHVW� UDWH� DQG� RSHQQHVV µ-Ú � DUH� FKRVHQ� DV�
RWKHU� H[SODQDWRU\� YDULDEOHV� LQ� WKH� UHJUHVVLRQ� µ�Û � 7KH� UHJUHVVLRQ� LV� HVWLPDWHG� WZLFH��
RQH�RI� WKH� UHJUHVVLRQV� LQFOXGHV� WKH�EURDG�PRQH\�JURZWK�ZKLOH� WKH�RWKHU�GRHV�QRW��
7KH�FRHIILFLHQW�HVWLPDWHV�RQ�H[FKDQJH�UDWH�GXPPLHV�UHIOHFW�ERWK�WKH�GLVFLSOLQH�DQG�
FRQILGHQFH�HIIHFWV�LQ�WKH�UHJUHVVLRQ�ZKLFK�GRHV�QRW�LQFOXGH�WKH�EURDG�PRQH\�JURZWK�
DV�DQ�H[SODQDWRU\�YDULDEOH��2Q�WKH�RWKHU�KDQG��WKH�FRHIILFLHQW�HVWLPDWHV�RQ�H[FKDQJH�
UDWH� GXPPLHV� ZLOO� RQO\� FDSWXUH� WKH� FRQILGHQFH� HIIHFW� LQ� WKH� UHJUHVVLRQ� ZKLFK�
LQFOXGHV�WKH�EURDG�PRQH\�JURZWK��

7DEOH� ���� SUHVHQWV� WKH� LQIODWLRQ� UHJUHVVLRQV�� RQH� RI� ZKLFK� LQFOXGHV� WKH� JURZWK�
UDWH�RI�EURDG�PRQH\��7KH�UHJUHVVLRQ�LQFOXGLQJ�WKH�EURDG�PRQH\�JURZWK�LV�VDLG�WR�EH�
FRQGLWLRQDO�RQ�PRQH\�JURZWK��
ê"ë�ì�í î7ï�ð 3
��õ� í ë ö ø ó�õ û�î�ü ÷ î�ù�ù ø ó�õ

x7V�P�U�G ] G V�P�J�Q%V�P)MWV�P%K-R
c�L V�eo] E

_'P�\�V�P�U�G ] G V�P�J�Q%V�P)MWV�P%K-R
c�L V�eo] E

] Å H+] J-] Y Ç á ] Å H+] J-] Y
x7V�P�H+] J-P�] º Y È-É ² Y º È0C�C º Y Ù�Î Ù�Y Ó�² C�C�C
l�K�c Å º Y È�È Å�È0Y ²%Ó Å º Y Ó�² Å Ó Y È�Ê�C�C�C
xNg�L L K-P�\-R�S%V�J-L+U Å º Y º%³ É Å�È0Y º Ê Å º Y ² Ù Å ² Y ��³ C�C
d P�] K-L MWK�U�G J-] K Å º Y º É�Ù Å�È0Y º É Å º Y ² É Å Ó Y º Î�C�C�C
Ì Q V�J-] Å º Y º�� Î Å º Y ÊFÈ Å º Y ²�º Å ² Y ² Î�C�C
~"K�J�Q%¸"r'l{c�L V�eo] E Å º Y º È Ó Å � Y Ê º C�C�C Å º Y º�² È Å Ê�Y ³�Ó C�C�C
ÞoI%K-P�P%K�H�H º Y º�º�º�² º Y Î ³ º Y º�º�º�² º Y Ó�³
d P�] K-L K�H+]�L+J-] K"c�L V�eo] E Å º Y º�º�º�Ó Å º Y ³�³ º Y º�º�º%³ È0Y Ê Ó C
m7L V�J�U�MWV�P%K-R�c�L V�eo] E º Y º�º È � ³ Y È º C�C�C
~ Ç J-P�U�P�g�M�S%K-LfV�aFV�S�HTK-L `%J-] G V�P�H º Y ��³ È Ó�Ó º Y ÙqÈ È Ó Ê

�������������������������������������������������Ç Ü
 Romer (1993) measures  ” trade openness”  as the average share of imports in GDP or GNP. Similarly, ÀfK�K�¹�È-É�É Ó�» U�K�a G P%K�H

“ natural openness”  as the ratio of imports to GDP. On the other hand, Ghosh et al. ¹�È-É�É%Ê�vFÈ-É�É ³ v ²�º�º�º v ²�º�º�²�» MWK�J�H+g�L K7] L+J�U�K"V�I%K-P�P%K�H�H�J�Hq] E%K7L+J-] G V�V�aFK-i�I%V�L ] HqI%Q g�H�G M�I%V�L ] Hq] V�¸"r'lqY Ì V�Q Q V�e�G P%c¸"E%V�H+EWK-]FJ�Q Y�¹�È-É�É%Ê�vFÈ-É�É ³ v ²�º�º�º v ²�º�º�²�» v�] L+J�U�K"V�I%K-P�P%K�H�H�G HqMWK�J�H+g�L K�U)J�Hq] E%K7L+J-] G V�V�aFK-i�I%V�L ] HqI%Q g�H�G M�I%V�L ] Hq] V¸"r'l^G P)] E�G H�H+] g�U�R�YÇ Ý d P
S%V�] EkG P%a Q J-] G V�PkJ-P�U^c�L V�eo] E
L K�c�L K�H�H�G V�P�H�vfU�K-S�] Å ] V�Å ¸"r'lkL+J-] G V^\�V�g%Q UOS%K�G P�\�Q g�U�K�UO] VOL K-`�K�J�QF] E%K)Q G P�h�J�c�K�HS%K-] e'K�K-PÄU�K-S�]�MOJ-P�J�c�K-MWK-P�]�J-P�U<MOJ�\-L V�K�\�V�P%V�MOG \tI%K-L a V�L MOJ-P�\�KkV�a)] L+J-P�H�G ] G V�PÃK�\�V�P%V�MOG K�H-Y�s�V�e'K-`�K-L+v7] E�G H
L V�S�g�H+] P%K�H�H)K-i�K-L+\�G HTK^\�J-P�P%V�]7S%K^U�V�P%KWS%K�\�J-g�HTKOV�a'G P�H+g%a a G \�G K-P�\-RtV�a"] E%K{U�J-] JOV�PjU�K-S�] Å ] V�Å ¸"r'l<L+J-] G Vta V�Lo] E%K
] L+J-P�H�G ] G V�PW\�V�g�P�] L+G K�H-YÇ á DFE�L V�g%c�E%V�g�]�] E%KWJ-P�J�Q R�H�G H�vFV�P%K�v�] e'V
J-P�U{] E�L K�KWJ�H+] K-L+G H+h�H�U�K-P%V�] KWH�G c�P�G a G \�J-P�\�K�J-]q] E%K
È º v � J-P�UjÈ�I%K-L+\�K-P�]Q K-`�K�Q HqL K�H+I%K�\-] G `�K�Q R�Y
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7KH�FRHIILFLHQW�HVWLPDWHV�RQ�H[FKDQJH�UDWH�UHJLPH�GXPPLHV�DUH�DOO�QHJDWLYH�EXW�
LQVLJQLILFDQW�LQ�WKH�UHJUHVVLRQ�ZKLFK�LQFOXGHV�WKH�EURDG�PRQH\�JURZWK��2Q�WKH�RWKHU�
KDQG�� WKH� FRHIILFLHQW� HVWLPDWHV� RQ� WKH� H[FKDQJH� UDWH� GXPPLHV� EHFRPH� VLJQLILFDQW�
ZKHQ� WKH� EURDG�PRQH\� JURZWK� LV� H[FOXGHG� IURP� WKH� UHJUHVVLRQ��$FFRUGLQJ� WR� WKH�
UHJUHVVLRQ� UHVXOWV�� IL[HG� H[FKDQJH� UDWH� UHJLPHV� DUH� DVVRFLDWHG�ZLWK� ��� SHUFHQWDJH�
SRLQWV�ORZHU�LQIODWLRQ��FXUUHQF\�ERDUGV�ZLWK���SHUFHQWDJH�SRLQWV�ORZHU�LQIODWLRQ�DQG�
LQWHUPHGLDWH�UHJLPHV�ZLWK���SHUFHQWDJH�SRLQWV�ORZHU�LQIODWLRQ��FRPSDUHG�WR�IORDWLQJ�
UHJLPHV��,W�VKRXOG�EH�QRWHG�WKDW�DOO�WKH�FRHIILFLHQWV�RQ�H[FKDQJH�UDWH�GXPPLHV�KDYH�
QHJDWLYH� VLJQV� ZKLFK� LQGLFDWHV� WKH� QHJDWLYH� DVVRFLDWLRQ� EHWZHHQ� LQIODWLRQ� DQG� DOO�
H[FKDQJH� UDWH� UHJLPHV�� 7KH� UHJUHVVLRQ� ZKLFK� LQFOXGHV� WKH� EURDG� PRQH\� JURZWK�
GRHV� QRW� SURYLGH� VDWLVIDFWRU\� UHVXOWV� EHFDXVH� DOO� WKH� FRHIILFLHQW� HVWLPDWHV� RQ�
H[FKDQJH� UDWH�GXPPLHV� WXUQ�RXW� WR�EH� VWDWLVWLFDOO\� LQVLJQLILFDQW� ¶�à �7KHUHIRUH�� VRPH�
PRGLILFDWLRQV�ZHUH�PDGH� LQ� RUGHU� WR� JHW� EHWWHU� HVWLPDWHV� ¶�´ � +RZHYHU�� DOO� RI� WKHVH�
PRGLILFDWLRQV� GLG� QRW� SURYLGH� VDWLVIDFWRU\� UHVXOWV�� ,W� LV� ZRUWK� PHQWLRQLQJ� WKH�
UREXVWQHVV� H[HUFLVH� GRQH� E\� LQFOXGLQJ� WKH� LQWHUDFWLRQV� RI� WKH� UHJUHVVRUV� ZLWK�
H[FKDQJH� UDWH� GXPPLHV� LQWR� WKH� UHJUHVVLRQ� ¶�µ � 7KH� DLP�RI� WKLV� WHVW� LV� WR� UHYHDO� WKH�
HIIHFW� RI� HDFK� H[SODQDWRU\� YDULDEOH� �UHDO� *'3� JURZWK�� RSHQQHVV� DQG� LQWHUHVW� UDWH�
JURZWK��XQGHU�GLIIHUHQW�H[FKDQJH�UDWH�UHJLPHV��$FFRUGLQJ�WR�WKH�UHVXOWV�RI�WKLV�WHVW��
LW�FDQ�EH�VWDWHG� WKDW�QR�VSHFLILF�YDULDEOH�SRVVHVVHV�GLIIHUHQW�HIIHFWV�XQGHU�GLIIHUHQW�
H[FKDQJH� UDWH� UHJLPHV� VLQFH� DOO� WKH� FRHIILFLHQW� HVWLPDWHV� RQ� WKHVH� LQWHUDFWLRQ�
YDULDEOHV�DUH�VWDWLVWLFDOO\�LQVLJQLILFDQW��
�����2XWSXW�*URZWK�
�������*URZWK�3HUIRUPDQFH�LQ�7UDQVLWLRQ�(FRQRPLHV�

,QYHVWPHQW� WR� *'3� UDWLR� LV� XVHG� WR� FRPSDUH� WKH� LQYHVWPHQW� DPRQJ� GLIIHUHQW�
H[FKDQJH� UDWH� UHJLPHV� ¶�¶ � 7UDGH� JURZWK� UDWH� LV� XVHG� WR� FRPSDUH� WKH� SURGXFWLYLW\ ¶�Ð �
DFURVV� H[FKDQJH� UDWH� UHJLPHV� EHFDXVH� DV� *KRVK� HW� DO�� ������� VWDWH�� JURZWK� RI�

�������������������������������������������������Ë â DFE�G H�MOG c�E�]NS%KWMOJ�G P%Q R
S%K�\�J-g�HTKOV�a"] E%KWE�G c�Ej\�V�L L K�Q J-] G V�PkS%K-] e'K�K-PkS�L V�J�U
MWV�P%K-R
c�L V�eo] EnJ-P�UtU�K-I%K-P�U�K-P�]
`%J-L+G J-S%Q KÃ¹ ] L+J-P�HTa V�L MWK�UÂG P%a Q J-] G V�PÂL+J-] K » Y'DFE%KZ\�V�L L K�Q J-] G V�PèS%K-] e'K�K-PèS�L V�J�UåMWV�P%K-RÄc�L V�eo] EÒJ-P�UèU�K-I%K-P�U�K-P�]`%J-L+G J-S%Q KoG HnÎ�Î�Y º ÈNI%K-L+\�K-P�] YË+· DFE%K�HTK�MWV�U�G a G \�J-] G V�P�HoG P�\�Q g�U�K)J�U�U�G P%cWR�K�J-L7J-P�U{\�V�g�P�] L R{U�g�M�MOG K�HoG P�] V�] E%K'L K�c�L K�H�H�G V�P^J-P�UO\�Q J�H�HTa R�G P%c�] E%K
\�V�g�P�] L+G K�H'J�\�\�V�L+U�G P%cW] VW] E%K�G L7U�G a a K-L K-P�\�K�HoG P{MOJ�\-L V�K�\�V�P%V�MOG \�I%K-L a V�L MOJ-P�\�K)J-P�U{\-L K�J-] G P%c{U�g�M�MOG K�H"a V�LNK�J�\-Ec�L V�g�I)S�R�] J-h�G P%c�] E%K7R�K�J-L+Hq] E�J-]�E�J-`�K"Q J-L c�K"K�a a K�\-] H�a V�LqJoH+I%K�\�G a G \"c�L V�g�IWG P�] V)J�\�\�V�g�P�] YË Ç DFE%K"P%K-eÃ`%J-L+G J-S%Q K�HNJ-L K'H�G M�I%Q R�\�J�Q \-g%Q J-] K�U�J�H�L K�c�L K�H�HTV�L 4o] G MWK�H{K-i%\-E�J-P%c�K"L+J-] K'U�g�M�M�R65�eoE%K-L KoG 77È�v ² v Ó J-P�Uæ877È�v ² v Ó v Ù�YË Ë l�K�c�c�K�U�L K�c�G MWK�H�J-L K"c�K-P%K-L+J�Q Q R)J�H�HTV�\�G J-] K�U�e�G ] E)E�G c�E%K-LqG P�`�K�H+] MWK-P�]�\�V�M�I�J-L K�U�] V�V�] E%K-LFL K�c�G MWK�H-YË Ñ9Ì Q V�J-] G P%c�L K�c�G MWK�H�J-L K7g�H+g�J�Q Q R)J�H�HTV�\�G J-] K�U�e�G ] E�a J�H+] K-LFI�L V�U�g�\-] G `%G ] R�c�L V�eo] E)L K�Q J-] G `�K7] V�V�] E%K-LFL K�c�G MWK�H-Y
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H[WHUQDO�WUDGH�UHIOHFWV�D�SDUW�RI�SURGXFWLYLW\�JURZWK� ¶�Ô �7UDGH�JURZWK�LV�FDOFXODWHG�DV�
WKH� VXP� RI� H[SRUW� JURZWK� DQG� LPSRUW� JURZWK�� 7DEOH� ���� VXPPDULVHV� WKH� PHDQ�
YDOXHV� RI� UHDO� *'3� SHU� FDSLWD�� LQYHVWPHQW� WR� *'3� UDWLR� DQG� WUDGH� JURZWK� IRU�
SHJJHG��FXUUHQF\�ERDUG��LQWHUPHGLDWH�DQG�IORDWLQJ�UHJLPHV��
ê"ë�ì�í î7ï�ð 9
� ÷�ó���ö � ��î ÷&�+ó�÷(� ë õ�$ î "�$�÷�ó ù�ù+� ø � � î ÷ î õ�öFþ�,�$(� ë õ ü%î7û�ë ö î7û�î�ü ø � î�ù.-+ñ0/�/9ñ % ��1�1�1�2
¿qi%\-E�J-P%c�K7~oJ-] K7~"K�c�G MWK }o`�K-L+J�c�K7~"K�J�Q%¸"r'l

I%K-L+Å \�J-I�G ] J"¸"L V�eo] E
¹  »

}o`�K-L+J�c�K7d P�`�K�H+] MWK-P�] | ¸"r'l
¹  »

}o`�K-L+J�c�K"DFL+J�U�K"¸"L V�eo] E
¹  »

Ì G i�K�U Å Ó Y Î�Ù ²�� Y È º È ³ Y ÊFÈ
xNg�L L K-P�\-R�m"V�J-L+U Ó Y ² Î ²%Ó Y ��� È � Y É ²
d P�] K-L MWK�U�G J-] K Ó Y Î Ó ² É9Y Ó Ù ²�º Y É Ó
Ì Q V�J-] º Y Î ² ² È0Y Ó�Ó È º Y ³ È

5HDO� *'3� SHU�FDSLWD� JURZWK� DYHUDJHG� ������ SHUFHQW� D� \HDU�� ������ SHUFHQW� IRU�
FRXQWULHV�ZLWK�SHJJHG�H[FKDQJH� UDWH� UHJLPHV�������SHUFHQW� IRU�FRXQWULHV�RSHUDWLQJ�
XQGHU� FXUUHQF\� ERDUGV�� ����� SHUFHQW� IRU� FRXQWULHV� ZLWK� LQWHUPHGLDWH� UHJLPHV� DQG�
�����SHUFHQW�IRU�FRXQWULHV�ZLWK�IORDWLQJ�UHJLPHV��$FFRUGLQJ�WR�WKH�UHVXOWV��FRXQWULHV�
ZLWK�LQWHUPHGLDWH�UHJLPHV�KDYH�WKH�EHVW�JURZWK�SHUIRUPDQFH�DPRQJ�RWKHU�UHJLPHV��
7KH�WKLUG�DQG�IRXUWK�FROXPQV�RI�7DEOH�����UHSRUW�WKH�PHDQ�YDOXHV�RI�LQYHVWPHQW�WR�
*'3� UDWLR� DQG� WUDGH�JURZWK��%RWK� WKH� DYHUDJH� LQYHVWPHQW� WR�*'3�UDWLR�DQG� WUDGH�
JURZWK�DUH�IRXQG�WR�EH�KLJKHVW�LQ�FRXQWULHV�ZLWK�LQWHUPHGLDWH�UHJLPHV��,W�VKRXOG�EH�
QRWHG�WKDW�FXUUHQF\�ERDUGV�SHUIRUP�TXLWH�ZHOO�ZLWK�WKH�VHFRQG�KLJKHVW�DYHUDJH�UHDO�
*'3�SHU�FDSLWD�JURZWK�������SHUFHQW���
�������5HJUHVVLRQ�$QDO\VLV��*URZWK��

5HDO� *'3� SHU�FDSLWD� JURZWK� LV� UHJUHVVHG� RQ� IRXU� H[FKDQJH� UDWH� GXPPLHV� IRU�
SHJJHG�� FXUUHQF\� ERDUG�� LQWHUPHGLDWH� DQG� IORDWLQJ� UHJLPHV�� UHVSHFWLYHO\��
$GGLWLRQDOO\��LQYHVWPHQW�WR�*'3�UDWLR��RSHQQHVV�DQG�SRSXODWLRQ�JURZWK�DUH�FKRVHQ�
DV�RWKHU�H[SODQDWRU\�YDULDEOHV��

�������������������������������������������������Ë Ö
 “ Part of the higher productivity growth is reflected in faster growth of external trade”  (Ghosh et al., È-É�É%Î9é È�È » Y
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ê"ë�ì�í î7ï�ð :
û�î ÿ9ó�÷�ö ù ö � î7û�î�ù ô í ö ù ó��fö � î;� ÷�ó���ö � û�î�ü ÷ î�ù�ù ø ó�õ

] Å H+] J-] Y
x7V�P�H+] J-P�] Å�È º Y ÙqÈ Å Ù�Y È ³ C�C�C
l�K�c Î�Y �0² ² Y ³�³ C�C�C
xNg�L L K-P�\-R�S%V�J-L+U È�Ù�Y � Ê � Y ³ Ù�C�C�C
d P�] K-L MWK�U�G J-] K È�Ù�Y ÉfÈ � Y É Ó C�C�C
Ì Q V�J-] È ² Y Ù�Î ³ Y º�Ó C�C�C
d P�`�K�H+] MWK-P�]�] V�¸"r'lOL+J-] G V º Y º%³ Î È0Y È�Ê
ÞoI%K-P�P%K�H�H Å º Y º�Ó Å ² Y º�² C�C
l�V�I�g%Q J-] G V�P�c�L V�eo] E Å º Y È � Å º Y ²9³
~ Ç J-P�U�P�g�M�S%K-LfV�aFV�S�HTK-L `%J-] G V�P�H º Y ² Ê ²%Ó È

$OO�RI� WKH�FRHIILFLHQW�HVWLPDWHV�RQ�H[FKDQJH�UDWH�GXPPLHV�EHFRPH�SRVLWLYH�DQG�
KLJKO\� VLJQLILFDQW�� &RXQWULHV� ZLWK� LQWHUPHGLDWH� UHJLPHV� KDYH� WKH� EHVW� JURZWK�
SHUIRUPDQFH�ZLWK������SHUFHQWDJH�SRLQWV�KLJKHU�SHU�FDSLWD�UHDO�*'3�JURZWK�UHODWLYH�
WR� SHJJHG� UHJLPHV�� &RXQWULHV� RSHUDWLQJ� XQGHU� IORDWLQJ� UHJLPHV� DOVR� SHUIRUP�ZHOO�
DQG�H[SHULHQFH������SHUFHQWDJH�SRLQWV�KLJKHU�SHU�FDSLWD�UHDO�*'3�JURZWK�UHODWLYH�WR�
SHJJHG�UHJLPHV��)LQDOO\�FXUUHQF\�ERDUGV�DUH�DVVRFLDWHG�ZLWK������SHUFHQWDJH�SRLQWV�
KLJKHU�UHDO�*'3�SHU�FDSLWD�JURZWK�FRPSDUHG�WR�SHJJHG�UHJLPHV��

7KH� UREXVWQHVV� WHVW� LV� FRQGXFWHG�E\� LQFOXGLQJ� WKH� LQWHUDFWLRQV�RI� WKH� UHJUHVVRUV�
�LQYHVWPHQW� WR� *'3� UDWLR�� RSHQQHVV�� SRSXODWLRQ� JURZWK�� ZLWK� H[FKDQJH� UDWH�
GXPPLHV� LQWR� WKH� UHJUHVVLRQ� LQ� RUGHU� WR� UHYHDO� WKH� HIIHFW� RI� HDFK� H[SODQDWRU\�
YDULDEOH�XQGHU�GLIIHUHQW�H[FKDQJH�UDWH�UHJLPHV��7KH�HPSLULFDO�UHVXOWV�GR�QRW�UHYHDO�
DQ\WKLQJ�VLJQLILFDQW�WKDW�QR�FHUWDLQ�H[SODQDWRU\�YDULDEOH�KDV�GLIIHUHQW�HIIHFWV�XQGHU�
GLIIHUHQW�H[FKDQJH�UDWH�UHJLPHV���
���&XUUHQF\�%RDUG�([SHULHQFHV�LQ�7UDQVLWLRQ�(FRQRPLHV�

7KHUH�DUH� IRXU� WUDQVLWLRQ�HFRQRPLHV�ZKLFK�HVWDEOLVKHG�FXUUHQF\�ERDUGV�DQG� WKLV�
VHFWLRQ� SURYLGHV� JUHDWHU� GHWDLO� RQ� WKHVH� IRXU� FXUUHQF\� ERDUG� H[SHULHQFHV��(VWRQLD��
/LWKXDQLD��%XOJDULD� DQG�%RVQLD� DQG�+HU]HJRYLQD��0DFURHFRQRPLF�SHUIRUPDQFH�RI�
HDFK�FXUUHQF\�ERDUG�ZLOO�EH�GLVFXVVHG�E\�FRPSDULQJ�WKH�SHULRGV�EHIRUH�DQG�DIWHU�WKH�
LQWURGXFWLRQ�RI�WKH�FXUUHQF\�ERDUG���
�������0DFURHFRQRPLF�3HUIRUPDQFH�RI�WKH�(VWRQLDQ�&XUUHQF\�%RDUG�

7KH�FXUUHQF\�ERDUG�LQ�(VWRQLD�ZDV�HVWDEOLVKHG�LQ�-XQH������ZKLFK�ZDV�EDVHG�RQ�
D� IL[HG� OLQN�EHWZHHQ� WKH�(VWRQLDQ�NURRQ�DQG�'HXWVFKHPDUN��DW�D� UDWH�RI��'0� ���
(VWRQLDQ� NURRQ� �*KRVK� HW� DO��� ������ ������ $V� *KRVK� HW� DO�� ������� VWDWH� (VWRQLDQ�
currency board has proved to be credible and Estonia’ s overall economic 
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SHUIRUPDQFH�XQGHU� WKH�FXUUHQF\�ERDUG�DUUDQJHPHQW�KDV�EHHQ�TXLWH� VWURQJ��(VWRQLD�
H[SHULHQFHG�D�GUDPDWLF�IRXU�GLJLW�LQIODWLRQ�UDWH�LQ�������)LJXUH�������
! ø ü%ð�3%ð ñ�ð þ��%ó í ô�ö ø ó�õOó��	��õ� í ë ö ø ó�õWø õWþ ù ö ó�õ�ø ë

,W� FDQ� EH� HDVLO\� QRWLFHG� IURP� )LJXUH� ���� WKDW� WKH� LQIODWLRQ� UDWH� GHFOLQHG�
FRQWLQXRXVO\� DIWHU� WKH� LQWURGXFWLRQ� RI� WKH� (VWRQLDQ� FXUUHQF\� ERDUG�� 7KH� LQIODWLRQ�
UDWH�GHFUHDVHG�IURP�������SHUFHQW�LQ������WR���SHUFHQW�LQ������DQG�DV�+DDQ�HW�DO��
������� VWDWH� K\SHULQIODWLRQ� VHHPV� WR� EH� D� WKLQJ� RI� WKH� SDVW� IRU� (VWRQLD�� 7KH�
HFRQRPLF�SHUIRUPDQFH�RI�(VWRQLD�FDQ�EH� WHVWHG�E\�DQDO\VLQJ� WKH�HYROXWLRQ�RI� UHDO�
*'3�SHU�FDSLWD�JURZWK��)LJXUH�������
! ø ü%ð�3%ð ��ð þ��%ó í ô�ö ø ó�õOó�� ������� ÷�ó���ö �Wø õWþ ù ö ó�õ�ø ë

(VWRQLD� H[SHULHQFHG� QHJDWLYH� JURZWK� UDWHV� LQ� WKH� HDUO\� \HDUV� RI� WKH�����V�� DQG�
UHDO�*'3�SHU�FDSLWD�KDV�EHHQ�SRVLWLYH�VLQFH�������,W�FDQ�EH�VSRWWHG�IURP�WKH�ILJXUH�
WKDW�WKH�UHDO�*'3�SHU�FDSLWD�JURZWK�GHFOLQHG�LQ������DQG������3HU�FDSLWD�UHDO�*'3�
JURZWK� GHFUHDVHG� IURP� ����� SHUFHQW� LQ� ����� WR� ����� SHUFHQW� LQ� ����� DQG� �����
SHUFHQW� LQ� ������7KLV� GHFOLQH� LQ�*'3�JURZWK�ZDV�PDLQO\� EHFDXVH� RI� WKH�5XVVLDQ�
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&ULVLV� LQ�$XJXVW�������(VWRQLD�EURNH� WKH�GRZQZDUG� WUHQG� LQ�*'3�JURZWK�LQ������
E\�H[SHULHQFLQJ�D�UHDO�*'3�SHU�FDSLWD�JURZWK�UDWH�RI������SHUFHQW��
�������0DFURHFRQRPLF�3HUIRUPDQFH�RI�WKH�/LWKXDQLDQ�&XUUHQF\�%RDUG�

/LWKXDQLD� LQWURGXFHG� D� FXUUHQF\� ERDUG� LQ� $SULO� ���� ¶�Õ � ZKLFK� ZDV� EDVHG� RQ� D�
IL[HG� OLQN�EHWZHHQ� OLWDV�DQG�86�GROODU����OLWDV ��86����/LWKXDQLD�VXIIHUHG�IURP���
GLJLW�LQIODWLRQ�UDWHV�EHIRUH�WKH�LQWURGXFWLRQ�RI�WKH�FXUUHQF\�ERDUG��)LJXUH�������
! ø ü%ð�3%ð ï�ð þ��%ó í ô�ö ø ó�õOó��	��õ� í ë ö ø ó�õWø õ)<7ø ö �9ô ë õ�ø ë

,W�FDQ�EH�QRWLFHG�IURP�WKH�ILJXUH�WKDW�WKH�LQIODWLRQ�GHFOLQHG�FRQWLQXRXVO\�DIWHU�WKH�
HVWDEOLVKPHQW�RI�WKH�FXUUHQF\�ERDUG���������7KH�LQIODWLRQ�UDWH�GHFUHDVHG�IURP�������
SHUFHQW�LQ������WR���SHUFHQW�LQ�������/LNH�(VWRQLD��/LWKXDQLD�H[SHULHQFHG�QHJDWLYH�
UHDO�*'3�SHU�FDSLWD�JURZWK�UDWHV�LQ�WKH�HDUO\�\HDUV�RI�����V��)LJXUH�������
! ø ü%ð�3%ð 3%ð þ��%ó í ô�ö ø ó�õOó�� ������� ÷�ó���ö �Wø õ)<7ø ö �9ô ë õ�ø ë
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6WURQJ� HFRQRPLF� JURZWK�� DYHUDJLQJ� ����� SHUFHQW� EHWZHHQ� ����� DQG� ������ZDV�
LQWHUUXSWHG� LQ� WKH� VHFRQG� KDOI� RI� ����� E\� WKH� 5XVVLDQ� FULVLV� �.XRGLV�� �������
/LWKXDQLD�H[SHULHQFHG�D�QHJDWLYH�JURZWK�UDWH�LQ������EHFDXVH�RI�WKH�5XVVLDQ�FULVLV�
EXW� LW� JUHZ� E\� �� SHUFHQW� LQ� ������ ,Q� FRQFOXVLRQ�� WKH� FXUUHQF\� ERDUG� EURXJKW� ORZ�
LQIODWLRQ�DQG�KLJK�JURZWK�WR�/LWKXDQLD��
�������0DFURHFRQRPLF�3HUIRUPDQFH�RI�WKH�%XOJDULDQ�&XUUHQF\�%RDUG�

7KH�K\SHULQIODWLRQ�RI� ODWH������DQG�HDUO\������WLOWHG�WKH�RSLQLRQ�LQ�IDYRXU�RI�D�
FXUUHQF\�ERDUG�DUUDQJHPHQW��*KRVK�HW�DO��������������E\�UHGXFLQJ�WKH�UHDO�YDOXH�RI�
GRPHVWLF�GHEW�DQG� LPSURYLQJ� WKH�EDODQFH� VKHHWV�RI�EDQNV� ¶�Ú �7KH�QHZ�FHQWUDO�EDQN�
ODZ� GHILQLQJ� WKH� NH\� IHDWXUHV� RI� WKH� FXUUHQF\� ERDUG�ZDV� SDVVHG� E\� 3DUOLDPHQW� LQ�
-XQH� ����� DQG� %XOJDULD� LQWURGXFHG� WKH� FXUUHQF\� ERDUG� LQ� -XO\� ������ %XOJDULD�
VXIIHUHG�IURP�DQ�H[WUHPHO\�KLJK�LQIODWLRQ�UDWH���������SHUFHQW��LQ�������)LJXUH�������
! ø ü%ð�3%ð 9%ð þ��%ó í ô�ö ø ó�õOó��	��õ� í ë ö ø ó�õWø õ)="ô í ü%ë ÷�ø ë

)ROORZLQJ� WKH�HVWDEOLVKPHQW�RI� WKH�FXUUHQF\�ERDUG�� DQQXDO� LQIODWLRQ� IHOO� WR������
SHUFHQW�LQ�������$QQXDO�LQIODWLRQ�UDWH�GHFUHDVHG�IURP�������SHUFHQW�LQ������WR������
SHUFHQW� LQ�������%\� ORRNLQJ�DW�)LJXUH����� LW� FDQ�EH�VWDWHG� WKDW� WKH�FXUUHQF\�ERDUG�
EURXJKW�ORZ�LQIODWLRQ�WR�%XOJDULD��$IWHU�������%XOJDULD�H[SHULHQFHG�ORZHU�LQIODWLRQ�
UDWHV� UHODWLYH� WR� WKH� SUH�FXUUHQF\� ERDUG� SHULRG�� %XOJDULD� VXIIHUHG� IURP� VWURQJO\�
QHJDWLYH� UHDO�*'3�SHU�FDSLWD� JURZWK� UDWHV�ERWK� LQ������ �������SHUFHQW�� DQG������������
�������SHUFHQW���)LJXUH�������
������������������������������������������������������������������������������������������������������������������Ë Ø ÍqK-] ] K�Q MWK-R�K-L"J-P�U{x"G ] L+G Pt¹�È-É�É �0» J-L c�g%K�] E�J-]qÀqG ] E�g�J-P�G J-Pt\-g�L L K-P�\-ROS%V�J-L+UOe�J�HoG P�] L V�U�g�\�K�U{J�a ] K-L�ÀqG ] E�g�J-P�G J-Pc�V�`�K-L P�MWK-P�]�E�J�U�I�L V�`�K�U)G ] H�\�J-I�J�\�G ] R�] V�L K�U�g�\�KoG P%a Q J-] G V�P�v�J�U�æTg�H+]9a G H�\�J�Q Q R)J-P�U)H+] J-S�G Q G HTK7] E%K"K-i%\-E�J-P%c�K7L+J-] K�YË Ü

High inflation devalued the size of banks’  domestic currency liabilities while it increased the real value V�aqU�V�Q Q J-L+Å U�K-P%V�MOG P�J-] K�U�S%V�P�U�HqE%K�Q U�S�R�S�J-P�h�H-Y0DFE%K�HTK7] e'V�K�a a K�\-] H�V�a�E�G c�EWG P%a Q J-] G V�P�Q K�U�] V)J-PWG M�I�L V�`�K-MWK-P�]�G P
] E%K7S�J�Q J-P�\�KoH+E%K�K-] H�V�a�] E%K7S�J-P�h�H-Y
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! ø ü%ð�3%ð :%ð þ��%ó í ô�ö ø ó�õOó�� ������� ÷�ó���ö �Wø õ)="ô í ü%ë ÷�ø ë

5HDO�*'3�SHU�FDSLWD�JURZWK�WXUQHG�SRVLWLYH�LQ������DQG�UHPDLQHG�SRVLWLYH�XQWLO�
������ 5HDO�*'3�SHU�FDSLWD� JURZWK� LQFUHDVHG� IURP�–����� SHUFHQW� LQ� ����� WR� �����
SHUFHQW� LQ� ������ ,W� FDQ� EH� VWDWHG� WKDW� WKH� JURZWK� SHUIRUPDQFH� RI� %XOJDULD� KDV�
LPSURYHG�DIWHU�WKH�LQWURGXFWLRQ�RI�WKH�FXUUHQF\�ERDUG�LQ�-XO\�������
�������0DFURHFRQRPLF�3HUIRUPDQFH�RI�WKH�%RVQLDQ�&XUUHQF\�%RDUG�

6FKXOHU��������points out that “ as stipulated in the Dayton Peace Accord, Bosnia 
DQG� +HU]HJRYLQD� HVWDEOLVKHG� D� FXUUHQF\� ERDUG� OLQNHG� WR� WKH� *HUPDQ�0DUN� RQ� ��
August 1997” . As Schuler (2002) states, statistics of the performance of the 
%RVQLDQ�HFRQRP\�UHPDLQ�VNHWFK\�DV�D�UHVXOW�RI�WKH�GDPDJH�FDXVHG�E\�WKH�FLYLO�ZDU��
7KH�LQIODWLRQ�GDWD�LV�QRW�DYDLODEOH�EHIRUH�������)LJXUH�������
! ø ü%ð�3%ð >%ð þ��%ó í ô�ö ø ó�õOó��	��õ� í ë ö ø ó�õWø õ)="ó ù õ�ø ë)ë õ9ý@? î ÷6A î�ü ó���ø õ ë
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%\�ORRNLQJ�DW�WKH�HYROXWLRQ�RI�LQIODWLRQ�LQ�%RVQLD�DQG�+HU]HJRYLQD��LW�FDQQRW�EH�
VWDWHG�WKDW�WKH�FXUUHQF\�ERDUG�EURXJKW�ORZ�LQIODWLRQ��7KH�LQIODWLRQ�UDWH�IHOO�IURP�����
SHUFHQW�LQ������WR�����SHUFHQW�LQ�������EXW�LW�VWDUWHG�WR�LQFUHDVH�LQ������DQG�������
+RZHYHU��LW�VKRXOG�EH�QRWHG�WKDW�WKH�LQIODWLRQ�GLG�QRW�H[FHHG�WKH�SUH�FXUUHQF\�ERDUG�
OHYHO��7KH�GDWD�RQ�*'3�JURZWK�LV�DYDLODEOH�VWDUWLQJ�IURP�������)LJXUH�������
! ø ü%ð�3%ð B%ð þ��%ó í ô�ö ø ó�õOó�� ������� ÷�ó���ö �Wø õ)="ó ù õ�ø ë)ë õ9ý@? î ÷6A î�ü ó���ø õ ë

,W� FDQ� EH� QRWLFHG� IURP�)LJXUH� ���� WKDW� WKH� FXUUHQF\� ERDUG� GLG� QRW� LPSURYH� WKH�
JURZWK� SHUIRUPDQFH� RI� %RVQLD�� 5HDO� *'3� SHU�FDSLWD� JURZWK� UDWH� IHOO� IURP� ������
SHUFHQW�LQ������WR������SHUFHQW�LQ�������,W�VKRXOG�EH�NHSW�LQ�PLQG�WKDW�WKH�HQG�RI�WKH�
SRVW�ZDU�� HFRQRPLF� UHERXQG�PLJKW� KDYH� FDXVHG� WKH� VKDUS� VORZGRZQ� LQ� UHDO�*'3�
SHU�FDSLWD�JURZWK� ¶-Û �
���&RQFOXVLRQ�

$OWKRXJK�WKH�OLQN�EHWZHHQ�WKH�H[FKDQJH�UDWH�UHJLPHV�DQG�HFRQRPLF�SHUIRUPDQFH�
LV�RQH�RI�WKH�PRVW�FRQWURYHUVLDO�LVVXHV�LQ�WKH�OLWHUDWXUH��WKHUH�DUH�YHU\�IHZ�HPSLULFDO�
VWXGLHV� SURYLGLQJ� VRPH� HYLGHQFH� RQ� WUDQVLWLRQ� HFRQRPLHV�� $V� PHQWLRQHG� EHIRUH��
'RPDç� HW� DO�� ������� FRQGXFW� WKH� PRVW� GHWDLOHG� HPSLULFDO� VWXG\� LQ� ZKLFK� WKH\�
DQDO\VH�WKH�OLQN�EHWZHHQ�PDFURHFRQRPLF�SHUIRUPDQFH�DQG�H[FKDQJH�UDWH�UHJLPHV�LQ�
transition economies. Different from Domaç et al. (2001), this paper focuses on the 
FRPSDUDWLYH� PDFURHFRQRPLF� SHUIRUPDQFH� RI� FXUUHQF\� ERDUGV� DJDLQVW� RWKHU�
H[FKDQJH� UDWH� UHJLPHV� LQ� WUDQVLWLRQ� FRXQWULHV��ZKLFK� LV� DQ� LVVXH� WKDW� KDV� QRW� EHHQ�
DQDO\VHG� HPSLULFDOO\� EHIRUH��$OWKRXJK� WKH� HPSLULFDO�ZRUN� LQ� WKLV� VWXG\� UHVHPEOHV�

�������������������������������������������������Ë Ý s�G c�EnI%V�H+] Å e�J-L�¹ J�a ] K-L{È-É�É �0» c�L V�eo] EnL K�a Q K�\-] H�`�K-L RtQ V�e Q K-`�K�Q H�V�a"I�L K�Å e�J-L'c�L V�eo] E�YFDFE�G H�e�G Q QNJ-I�I�J-L K-P�] Q RQ K�J�UO] V^J�L K-S%V�g�P�U{K�a a K�\-] Y ä E%K-P^] E%K�I%V�H+] Å e�J-LNL K-S%V�g�P�U{K�a a K�\-]�H+] J-L ] K�UO] V^U�G MOG P�G H+E�v�] E%K)H+E�J-L I
HTQ V�e�U�V�eoP
G P
L K�J�Q%¸"r'lOI%K-L+Å \�J-I�G ] J"c�L V�eo] E�V�\�\-g�L L K�U�Y
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WKH� ZRUN� RI� *KRVK� HW� DO�� �������� WKH� PDLQ� GLIIHUHQFH� EHWZHHQ� WKH� WZR� LV� WKH�
FODVVLILFDWLRQ�RI� WKH� H[FKDQJH� UDWH� UHJLPHV��$� IRXU�ZD\� FODVVLILFDWLRQ�RI�H[FKDQJH�
UDWH�UHJLPHV��SHJJHG��FXUUHQF\�ERDUG��LQWHUPHGLDWH��IORDWLQJ��LV�XVHG�LQ�WKLV�SDSHU ¶�ß �
ZKLOH�*KRVK�HW�DO���������XVH�D�WKUHH�ZD\�FODVVLILFDWLRQ�E\�LQFOXGLQJ�WDUJHW�]RQHV�LQ�
WKH�IORDW�FDWHJRU\��)ROORZLQJ�*KRVK�HW�DO����������������������������RUGLQDU\�OHDVW�
VTXDUHV� �2/6�� HFRQRPHWULF� WHFKQLTXH� LV� XVHG� IRU� HVWLPDWLQJ� WKH� LQIODWLRQ� DQG�
JURZWK�UHJUHVVLRQV� Ð-à ��

%HIRUH� H[DPLQLQJ� WKH� PDFURHFRQRPLF� SHUIRUPDQFH� RI� FXUUHQF\� ERDUGV� LQ�
WUDQVLWLRQ� HFRQRPLHV� E\� XVLQJ� UHJUHVVLRQV�� WKH� HYROXWLRQ� RI� LQIODWLRQ� DQG� *'3�
JURZWK�RYHU�WKH�SHULRG�����������LV�GLVFXVVHG��,W�LV�IRXQG�WKDW�WKH�DYHUDJH�LQIODWLRQ�
LQ� WUDQVLWLRQ� HFRQRPLHV� LQFUHDVHV� RYHU� WKH� SHULRG� ���������� LQ� ZKLFK� LW� H[FHHGV�
�����SHUFHQW�LQ������DQG�������$IWHU�WKH�IRXU�GLJLW�DYHUDJH�LQIODWLRQ�UDWH�LQ�������
WKH� PHDQ� YDOXH� RI� LQIODWLRQ� VWDUWV� WR� GHFOLQH� DQG� IROORZV� D� GRZQZDUG� WUHQG� XQWLO�
������ ,Q� RWKHU� ZRUGV�� WUDQVLWLRQ� HFRQRPLHV� H[SHULHQFHG� YHU\� KLJK� OHYHOV� RI�
LQIODWLRQ�� RQ� DYHUDJH�� LQ� WKH� HDUO\� \HDUV� RI� WKH� WUDQVLWLRQ� DQG� WKH� DYHUDJH� LQIODWLRQ�
IHOO� WR� WZR�GLJLW� OHYHOV�� 7UDQVLWLRQ� HFRQRPLHV� VXIIHUHG� IURP� VWURQJO\� QHJDWLYH� UHDO�
*'3� SHU�FDSLWD� JURZWK� UDWHV� EHWZHHQ� ���������� DQG� WKHQ� WKH\� VWDUWHG� WR�
H[SHULHQFH�SRVLWLYH�DYHUDJH�JURZWK�UDWHV�VWDUWLQJ�IURP�������

:KHQ� WKH� LQIODWLRQ� SHUIRUPDQFH� DFURVV� GLIIHUHQW� H[FKDQJH� UDWH� UHJLPHV� LV�
DQDO\VHG�� WUDQVLWLRQ� HFRQRPLHV� ZLWK� IL[HG� UHJLPHV� DUH� IRXQG� WR� KDYH� WKH� KLJKHVW�
DYHUDJH� LQIODWLRQ� UDWH� DPRQJ� FRXQWULHV�ZLWK� RWKHU� UHJLPHV��$OWKRXJK� WKLV� UHVXOW� LV�
GLIIHUHQW� WKDQ�ZKDW�PRVW� RI� WKH� HPSLULFDO� VWXGLHV�SUHGLFW Ð�´ �� LW� FDQ�EH�H[SODLQHG�E\�
H[DPLQLQJ�WKH�UDZ�GDWD��0RVW�RI�WKH�WUDQVLWLRQ�HFRQRPLHV�ZLWK�IL[HG�H[FKDQJH�UDWH�
UHJLPHV�H[SHULHQFH�H[WUHPHO\�KLJK�LQIODWLRQ�UDWHV�LQ�WKH�HDUO\�\HDUV�RI�WKH�WUDQVLWLRQ�
HVSHFLDOO\� EHWZHHQ� ���������� ZKLFK� LV� WKH� SHULRG� WKDW� WKH� PDMRULW\� RI� WKH� IL[HG�
UHJLPH� REVHUYDWLRQV� EHORQJ� WR��$GGLWLRQDOO\�� EURDG�PRQH\�JURZWK�KDV� WKH�KLJKHVW�
DYHUDJH� LQ� WUDQVLWLRQ� HFRQRPLHV� ZLWK� IL[HG� UHJLPHV� DQG� WKLV� PD\� EH� RQH� RI� WKH�
UHDVRQV� RI� ZK\� WUDQVLWLRQ� FRXQWULHV� RSHUDWLQJ� XQGHU� IL[HG� UHJLPHV� H[SHULHQFH� WKH�
KLJKHVW� DYHUDJH� LQIODWLRQ� UDWH�� 2Q� WKH� JURZWK� VLGH�� RQO\� WKH� WUDQVLWLRQ� HFRQRPLHV�

�������������������������������������������������Ë á }�H�MWK-P�] G V�P%K�UnS%K�a V�L K�v�g�P�\�Q J�H�H�G a G K�Uja Q V�J-] HOJ-P�Un] J-L c�K-]oÆ�V�P%K�HOJ-L K^] J-h%K-P½J�HWG P�] K-L MWK�U�G J-] K^K-i%\-E�J-P%c�K{L+J-] K
L K�c�G MWK�H-YÑ â }�\�\�V�L+U�G P%c^] V^r�V�MOJ

ç
K-]7J�Q YF¹ ²�º�º È » vF] E%K�g�HTKWV�a"ÞoÀ�[nJ-P�U ² [�À�[n¹ ] e'V�Å H+] J�c�KWQ K�J�H+]7H�×�g�J-L K�H » e�G Q QfI�L V�`%G U�K

biased results. As mentioned before, Domaç et al. (2001) employ a completely different econometric MWK-] E%V�UèG PèeoE�G \-Eè] E%K-Råg�HTKZJZH+e�G ] \-E�G P%cåL K�c�L K�H�H�G V�PèMWV�U�K�Q�K�H+] G MOJ-] K�UåS�Råg�H�G P%cèJ<] e'V�Å H+] K-Iès�K�\-h�MOJ-P
I�L V�\�K�U�g�L K�YÑT·�Ì V�L�G P�H+] J-P�\�K�v%¸"E%V�H+EOK-]fJ�Q Y�¹�È-É�É%Ê » a G P�U)] E�J-]�] E%K�J-`�K-L+J�c�K�G P%a Q J-] G V�PWL+J-] K�G HNQ V�e'K-L�G P{\�V�g�P�] L+G K�H�e�G ] EWI%K�c�c�K�UK-i%\-E�J-P%c�K7L+J-] K7L K�c�G MWK�HqL K�Q J-] G `�K7] V)\�V�g�P�] L+G K�H�K�G ] E%K-LFe�G ] EWG P�] K-L MWK�U�G J-] K"V�Lfa Q V�J-] G P%c�L K�c�G MWK�H-Y
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ZLWK� IL[HG� H[FKDQJH� UDWH� UHJLPHV� H[SHULHQFH� QHJDWLYH� DYHUDJH� UHDO� *'3� JURZWK��
7KLV�LV�PDLQO\�EHFDXVH�PRVW�RI�WKH�IL[HG�UHJLPH�REVHUYDWLRQV�EHORQJ�WR�WKH�SHULRG�
����������LQ�ZKLFK�WKH�PDMRULW\�RI�WKH�WUDQVLWLRQ�FRXQWULHV�VXIIHUHG�IURP�QHJDWLYH�
UHDO�*'3�JURZWK�UDWHV��$FFRUGLQJ�WR�WKH�EDVLF�VWDWLVWLFV��WUDQVLWLRQ�HFRQRPLHV�ZLWK�
FXUUHQF\� ERDUGV� KDYH� ORZHU� LQIODWLRQ� DQG� KLJKHU� UHDO� *'3� JURZWK� UDWHV� WKDQ� WKH�
FRXQWULHV� ZLWK� IL[HG� DQG� IORDWLQJ� UHJLPHV�� RQ� DYHUDJH�� $GGLWLRQDOO\�� WUDQVLWLRQ�
FRXQWULHV�ZLWK�LQWHUPHGLDWH�UHJLPHV�KDYH�WKH�EHVW�LQIODWLRQ�DQG�JURZWK�SHUIRUPDQFH�
DPRQJ�RWKHU�FRXQWULHV�ZLWK�GLIIHUHQW�UHJLPHV��

7KH�LQIODWLRQ�UHJUHVVLRQ�LV�HVWLPDWHG�WZLFH�LQ�RUGHU�WR�VHSDUDWH�WKH�GLVFLSOLQH�DQG�
WKH�FRQILGHQFH�HIIHFWV��2QH�RI�WKH�UHJUHVVLRQV�LQFOXGHV�WKH�EURDG�PRQH\�JURZWK�DV�
H[SODQDWRU\� YDULDEOH� ZKLOH� WKH� RWKHU� RQH� H[FOXGHV� LW�� $OO� RI� WKH� FRHIILFLHQWV� RQ�
H[FKDQJH� UDWH� GXPPLHV� DUH� IRXQG� WR� EH� VWDWLVWLFDOO\� LQVLJQLILFDQW� LQ� DOO� LQIODWLRQ�
UHJUHVVLRQV� LQFOXGLQJ� WKH�EURDG�PRQH\�JURZWK��7KXV�� LW� LV�QRW�SRVVLEOH� WR�VHSDUDWH�
WKH� GLVFLSOLQH� DQG� WKH� FRQILGHQFH� HIIHFWV�� 7KH� LQIODWLRQ� UHJUHVVLRQ� H[FOXGLQJ� WKH�
EURDG� PRQH\� JURZWK� VXJJHVWV� WKDW�� � L�� WUDQVLWLRQ� HFRQRPLHV� HLWKHU� ZLWK� FXUUHQF\�
ERDUGV� RU� LQWHUPHGLDWH� UHJLPHV� DFKLHYH� ORZHU� LQIODWLRQ� UDWHV� UHODWLYH� WR� FRXQWULHV�
ZLWK� IORDWLQJ� UHJLPHV�� LL�� WUDQVLWLRQ� FRXQWULHV� RSHUDWLQJ� XQGHU� IL[HG� UHJLPHV�
H[SHULHQFH�ORZHU�LQIODWLRQ�UDWHV�UHODWLYH�WR�FRXQWULHV�HLWKHU�ZLWK�FXUUHQF\�ERDUGV�RU�
IORDWLQJ� UHJLPHV� Ð�µ �2QH� VWULNLQJ� ILQGLQJ� RI� WKLV� SDSHU� LV� WKH�QHJDWLYH� OLQN�EHWZHHQ�
LQIODWLRQ� DQG� DOO� H[FKDQJH� UDWH� UHJLPHV� EHFDXVH� WKH� HQWLUH� VLJQLILFDQW� FRHIILFLHQW�
HVWLPDWHV�RQ�H[FKDQJH�UDWH�GXPPLHV�KDYH�QHJDWLYH�VLJQV��,Q�RWKHU�ZRUGV��DOO�RI�WKH�
H[FKDQJH�UDWH�UHJLPHV�DUH�QHJDWLYHO\�OLQNHG�ZLWK�LQIODWLRQ���

7KH�JURZWK�UHJUHVVLRQ�LPSOLHV�WKDW�WKHUH�LV�D�SRVLWLYH�OLQN�EHWZHHQ�DGRSWLQJ�DQ\�
RI�WKH�H[FKDQJH�UDWH�UHJLPHV�DQG�UHDO�*'3�SHU�FDSLWD�JURZWK��,Q�RWKHU�ZRUGV��DOO�RI�
WKH�FRHIILFLHQWV�RQ�H[FKDQJH�UDWH�GXPPLHV�DUH�SRVLWLYH�DQG�KLJKO\�VLJQLILFDQW�LQ�WKH�
JURZWK� UHJUHVVLRQ�� (PSLULFDO� UHVXOWV� RI� WKH� UHJUHVVLRQ� VXJJHVW� WKDW�� L�� WUDQVLWLRQ�
HFRQRPLHV� ZLWK� FXUUHQF\� ERDUGV� H[SHULHQFH� KLJKHU� UHDO� *'3� SHU�FDSLWD� JURZWK�
UHODWLYH� WR� FRXQWULHV� HLWKHU� ZLWK� IL[HG� RU� IORDWLQJ� UHJLPHV�� LL�� WUDQVLWLRQ� FRXQWULHV�
ZLWK�LQWHUPHGLDWH�UHJLPHV�KDYH�WKH�EHVW�JURZWK�SHUIRUPDQFH�DPRQJ�FRXQWULHV�ZLWK�
RWKHU�UHJLPHV���

,Q� FRQFOXVLRQ�� UHODWLYH� WR� IORDWLQJ� UHJLPHV�� FXUUHQF\� ERDUGV� LQ� WUDQVLWLRQ�
HFRQRPLHV� DUH� DVVRFLDWHG� ZLWK� ORZHU� LQIODWLRQ� DQG� KLJKHU� UHDO� *'3� SHU�FDSLWD�

�������������������������������������������������Ñ Ç DFE�G H�L K�H+g%Q ]�G HOU�G a a K-L K-P�]o] E�J-P<] E%K
a G P�U�G P%c�HWV�a�¸"E%V�H+E½K-]'J�Q Y�¹�È-É�É ³ v ²�º�º�º�» Yq¸"E%V�H+E<K-]'J�Q Y�¹�È-É�É ³ v ²�º�º�º�»\�V�P�\�Q g�U�K7] E�J-]�\-g�L L K-P�\-R�S%V�J-L+U�H�K-i�I%K-L+G K-P�\�K"Q V�e'K-LqG P%a Q J-] G V�P)L+J-] K�HqL K�Q J-] G `�K7] V�V�] E%K-LFI%K�c�c�K�U�L K�c�G MWK�H-Y
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JURZWK��$GGLWLRQDOO\�� WUDQVLWLRQ�HFRQRPLHV�ZLWK�FXUUHQF\�ERDUGV�H[SHULHQFH�KLJKHU�
UHDO�*'3�SHU�FDSLWD�JURZWK�FRPSDUHG�WR�ERWK�SHJJHG�DQG�IORDWLQJ�UHJLPHV���

$FFRUGLQJ� WR� WKH� FXUUHQF\�ERDUG� H[SHULHQFHV� LQ� WUDQVLWLRQ�HFRQRPLHV�� LW� FDQ�EH�
VWDWHG� WKDW� FXUUHQF\� ERDUGV� LQ� (VWRQLD�� /LWKXDQLD� DQG� %XOJDULD� EURXJKW� ORZHU�
LQIODWLRQ�DQG�KLJKHU�UHDO�*'3�JURZWK�WR�WKHVH�FRXQWULHV�UHODWLYH�WR�WKH�SUH�FXUUHQF\�
ERDUG� SHULRG�� 2Q� WKH� RWKHU� KDQG�� WKLV� LV� QRW� WUXH� IRU� %RVQLDQ� FXUUHQF\� ERDUG���
$V� GLVFXVVHG� EHIRUH�� WKLV� PD\� EH� PDLQO\� EHFDXVH� RI� WKH� GDPDJH� FDXVHG� E\� WKH��
FLYLO�ZDU��
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5HIHUHQFHV�
}�G Æ�K-P�MOJ-P�v�C�Y�È-É�ÉfÈ0Y Ì V�L K�G c�P�r�G L K�\-]�d P�`�K�H+] MWK-P�] v�l9L V�U�g�\-] G `�K"x"J-I�J�\�G ] R)J-P�U�¿qi%\-E�J-P%c�K7~oJ-] K7~"K�c�G MWK�H-Y /"�+Dq!

E ������ ��> ? 	������ b)V�Y Ó Ê�Î�Ê�Y
Baliño, T.

v�¿qP%V�\-E�v�x'Y v�d Æ�K�v�})Y v7[�J-P�] G I�L+J-S�E%V�S�vGF�Y�J-P�U<[�] K�Q Q J�v�lqYoÈ-É�É%Ê�YqxNg�L L K-P�\-Rtm"V�J-L+Ut}oL L+J-P%c�K-MWK-P�] H�é
d H�H+g%K�H�J-P�U�¿qi�I%K-L+G K-P�\�K�H-Y6H �JIj�o&�&�	���� ����	�� ? 	������ È � È0Y

m"K-P�P%K-] ] v�})Y{È-É�É�Ù�Y�xNg�L L K-P�\-RÄm"V�J-L+U�H�é'd H�H+g%K�HjJ-P�UÄ¿qi�I%K-L+G K-P�\�K�H-Y�H �JI ? 	������½��� ? ��� � & *Ä67��	�� *���� �j	���.67����������='����� É�Ù�|�È ³ Y
m"K-L c�v%})Y v%m"V�L K-P�H+Æ�] K�G P�v%¿7Y v�[�J-E�J-R�v%~�Y%J-P�U�ÍqK-] ] K�Q MWK-R�K-L+v�C�YFÈ-É�É�É9Y�DFE%Ko¿q`�V�Q g�] G V�POV�aqÞog�] I�g�]fG PODFL+J-P�H�G ] G V�P{G Px7K-P�] L+J�Q�J-P�U�¿�J�H+] K-L P)¿qg�L V�I%K�Y6H �JI E ������ ��> ? 	������ É�É�| Ê Ó Y
xNE�L+G H+] V�a a K-L+HTK-P�v�lqY�J-P�U�r�V�R�Q K7lqY9È-É�É ³ Y Ì L V�MÂd P%a Q J-] G V�P)] V�¸"L V�eo] EFé�¿�G c�E�]�y'K�J-L+HqV�a�DFL+J-P�H�G ] G V�P�Y�H �JI E ������ ��>
? 	������ É ³ |�È º�º v ä J�H+E�G P%c�] V�P�v�r�x'Y

Domaç
vLK+Y vål�K-] K-L+H�våÏ)YÃJ-P�U yog�Æ�K�a V�`%G \-E�våy)YÃ¹ ²�º�º È » vÃr�V�K�H ] E%K ¿qi%\-E�J-P%c�K ~oJ-] K ~"K�c�G MWK J�a a K�\-]

X<J�\-L V�K�\�V�P%V�MOG \�l�K-L a V�L MOJ-P�\�K(M)¿q`%G U�K-P�\�KWa L V�MpDFL+J-P�H�G ] G V�Pt¿�\�V�P%V�MOG K�H�v E ���-� .^��	��� ? ��� � & *t!�������	���&� 
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È-É�É%Î�Y�DFE%K�r�K-] K-L MOG P�J-P�] HoV�a�] E%K)xNE%V�G \�K�m"K-] e'K�K-P Ì G i�K�U^J-P�U Ì Q K-i%G S%Q K�¿qi%\-E�J-P%c�K�~oJ-] K�~"K�c�G MWK�H-Y

/"�+Dq! E ������ ��> ? 	������ b)V�Y � Ê � Î�Y
¿qP%V�\-E�vfx'YFJ-P�U
¸"g%Q U�K�vF}�Å XZYNÈ-É�É ³ Y9}oL K�xNg�L L K-P�\-R{m"V�J-L+U�H�J�xNg�L K�a V�L7}'Q QfXjV�P%K-] J-L R{l9L V�S%Q K-MOHOM0Y I7� ��	��%&��
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Fisher, S., Sahay, R. and Vérg, C. 1996. Stabilization and Growth in Transition Economies: The Early ¿qi�I%K-L+G K-P�\�K�Y6P ��#�����	���� �;D�&0������=)� & ? ����� ���0&0� � ��� È º ¹ ²�» é Ù � Å Î�Î�Y
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¸"g%Q U�K�v%}�Å
M., Kähkönen, J. and Keller, P. 2000. Pros and Cons of Currency 
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T � �  %#�	��9� 	 v�g�P�I�g�S%Q G H+E%K�U�MOJ-P�g�H�\-L+G I�] Y
Kwan, Y.K. and Lui, F.T. 1996. Hong Kong’ s Currency Board and C

E�J-P%c�G P%c�XjV�P%K-] J-L R�~"K�c�G MWK�H-Y /"�+Dq!
E ������ ��> ? 	������ b)V�Y � Ê ²%Ó Y
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E ������ ��> ? 	������ b)V�Y0É ² | ��º Y
l�K-L L R�vf¸�Y9¿7YNÈ-É�É%Ê�Y�xNg�L L K-P�\-R^m"V�J-L+U�H�J-P�U{¿qi�] K-L P�J�Q�[�E%V�\-h�H�é�s�V�eÒXng�\-E
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$SSHQGL[�
([FKDQJH�5DWH�5HJLPHV�LQ�7UDQVLWLRQ�(FRQRPLHV�
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