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Crises are opportunities

1. To use managed exchange rate
depreciation to counter impacts of global
sl owdowné even Mexico
accomplish this in 1990s

2. To set and maintain a weaker exchange
rate as viable and equitable growth

strategy Not just for Asiai and even currency
uni ons require good par.



Crises as opportunities:

1. Managed exchange rate depreciation as a
policy strategy for coping with global crisis,
I External Balance sheet and banks strong
I CB credibility and transparency with private sector
I Adequate reserves and working fx market
I Targeted transfers available to protect vulnerable

2. Maintaining a weak exchange rate is a viable
and equitable growth strategy

-- Equitable growth strategy benefits families receiving
remittances from migrants and rural producers

I Leads to high TFP traded goods sector growth
| ssists green revolution and microfinance



Fig 12 Nigeria Crisis & Growth
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Exchange rate policy for crises

Following the 1990s financial crises
emerging market governments:

1.
2.

3.
4.

reduced external debt, especially short term

Upgrade and regulate banks improve
supervision, capitalization

Built up substantial international reserves
Moved to more flexible exchange rates

note: above are key prerequisites for an independent
monetary/ fx policyé so why



Last but not least: a supportive
International environment

A Brettonwoods I: Fixed rates underfunded
_OLR- s-term conditional lending

A Post 1973 managed rates in LDCs, underfunded
_OLR- excess conditionality

A Brettonwoods Il: managed fx with self-financed
L OL R, nice but expensi ve

A Post March G-20: flexible rates & adequate
funds for LOLRé lighter conditionality

Foundations in place for more independent
counter-cyclical monetary policy, just do It..
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Check list: technical detalls

Fx pass through problem: can monetary
policy set the RER? Self correcting: credibility
of central bank and rec

Check balance sheet: CB Fx reserves

Transparency, frequent consultations with
private sector & IMF (Brazil: complain about
one to the other).

Prepare urban/rural safety-nets in advance,
public transport rebates, food subsidies,

ration shops, etc.



Nigeria balance sheet check: looks good

Nigeria goes long in dollars just in time
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Nigeria Short-term debt % reservi
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Nigeria fx-CPIl pass through coefficient:

1.6
1.2
0.8
04

0.0 1

-0.4

-0.8

- 1 . 2 T T T T T T T T T T T T I T T T
2005 2006 2007 2008

—— Recursive C(5) Estimates
4 2.8.E.




160
155

150

145

140

135

130

125

120

115

Check list: how to depreciate w/o losing
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Brazil: recent fx movements, excellent!
three sharp appreciations..

usdhr1=x

az of 1-May-2009

T

\

[N,

/'Ul

o
.

T A

M

/

Julog

SEpS

MNowDE

Tan0d . Haroo




15
15

14

13

12

11

10

Mexico: recent fx movements, also

excellent, per haps
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A cautionary tale: France 1924

72 The Franc in Peril
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Figure 4.1. Value of franc, July 1923-December 1926 (1914 = 100)
Source: “Vanations de la valeur-or du franc calculée d'aprés les cours du dollar 3 Paris”; BAF, 1069199312/8.
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