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         __Interest rate (left scale)            ---Exchange rate (right scale)

1RWH

Exchange rate is end-of-period dollar per domestic currency, normalized at 100 in the first period.
Interest rates are the following: Mexico: net return on one-month financial Promissory notes; 
Russia:deposit rate; Brazil: overnight rate on repurchase agreement; 
Philippines:T-bill rate; Korea, Malaysia and Thailand:call money rate.

Source: Datastream

         __Interest rate (left scale)            ---Exchange rate (right scale)

         __Interest rate (left scale)            ---Exchange rate (right scale)

������ �:����,<

";



T
otal liabilities to foreign banks/G

D
P

 in 1997 (in %
)

0 10 20 30 40 50 60
Thailand

Malaysia

Indonesia

Chile

Korea

Hungary

Philippines

Czech Rep.

Mexico

Turkey

Jordan

Colombia

South Africa

Argentina

Venezuela

Russia

Peru

Brazil

China

Pakistan

Taiwan

Israel

Poland

India

Sri Lanka

�
�����

"

R
atio of liabilities to claim

s w
ith respect to foreign banks in 1997

0 1 2 3 4 5 6 7 8 9

Thailand

Indonesia

Russia

Korea

Malaysia

South Africa

Philippines

Colombia

Mexico

Brazil

Pakistan

Argentina

China

Chile

Turkey

Czech Rep.

Peru

India

Taiwan

Poland

Venezuela

Israel

Sri Lanka

Hungary

Jordan

�
�����

A

"3



Y2

E1

Monetary expansion or increase in risk premium

IPLM

������ ?

The competitiveness effect

P1

�

E1

������ C

A#



Monetary expansion
 or increase in firms’ 
profit 

Y2

E1

x1 small

W

������ D�

Y2

E1

W

Monetary expansion
 or increase in firms’ 
profit 

x1 large

������ D�

A�



Y2

E1

Y*

E*1

’Normal’ case

IPLM

W

������ E�

Y2

E1

E**1

Y**

Currency Crisis

IPLM

W

������ E�

A"



Multiple equilibrium

Y

E1

E**1

Y**

E*1

Y*

IPLM

W

������ E�

AA



Y2

E1

E**

Y**

Increase in risk premium and currency crisis

IPLM

W

~
Y

~
E

������ ;

A?



Monetary policy with x1 small
Y2

E1

IPLM

W

������ 3�

AC



E1

W

B

C C’

Y**

~
E

E**

A

Y2

Monetary policy and currency crisis

IPLM

~
Y

������ 3�

AD


