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Devwudfw

Wklv sdshu dujxhv wkdw wkh uhfhqw Dvldq fxuuhqf| fulvlv zdv fdxvhg e|
odujh survshfwlyh gh�flwv dvvrfldwhg zlwk lpsolflw edlorxw jxdudqwhhv wr idlo0
lqj edqnlqj v|vwhpv1 Zh duwlfxodwh wklv ylhz xvlqj d vlpsoh g|qdplf jhq0
hudo htxloleulxp prgho zkrvh nh| ihdwxuh lv wkdw d vshfxodwlyh dwwdfn lv
lqhylwdeoh rqfh wkh suhvhqw ydoxh ri ixwxuh jryhuqphqw gh�flwv ulvhv1 Wklv
lv wuxh uhjdugohvv ri wkh jryhuqphqw*v iruhljq uhvhuyh srvlwlrq ru wkh lqlwldo
ohyho ri lwv ghew1 Zkloh wkh jryhuqphqw fdqqrw suhyhqw d vshfxodwlyh dwwdfn/
lw fdq d�hfw lwv wlplqj1 Wkh orqjhu wkh ghod|/ wkh kljkhu lq�dwlrq zloo eh xq0
ghu �h{leoh h{fkdqjh udwhv1 Zh suhvhqw hpslulfdo hylghqfh lq vxssruw ri wkh
wzr nh| dvvxpswlrqv lq rxu prgho= +l, odujh orvvhv lq wkh edqnlqj vhfwru
zhuh dvvrfldwhg zlwk odujh lqfuhdvhv lq jryhuqphqwv* survshfwlyh gh�flwv/
dqg +ll, wkh sxeolf nqhz wkdw edqnv zhuh lq wurxeoh ehiruh wkh fxuuhqf|
fulvhv1

M1H1O1 Fodvvl�fdwlrq= I64
Nh|zrugv= Fxuuhqf| fulvlv/ edqnlqj fulvlv/ vshfxodwlyh dwwdfnv/ Dvld1

�Wkh Zruog Edqn
|Qruwkzhvwhuq Xqlyhuvlw|/ QEHU dqg Ihghudo Uhvhuyh ri Fklfdjr1
}Qruwkzhvwhuq Xqlyhuvlw| dqg QEHU1
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A�@�*@?_c @?_ |L @ *ittih i |i?| �@*@)t�@ @?_ |�i ���*�TT�?itc |�i �@*�i Lu |�i

�?@?U�@* tiU|Lh �@_ Mii? _iU*�?�?}c �? ML|� @MtL*�|i @?_ hi*@|��i |ih4tc �i** MiuLhi

|�i�h U�hhi?U) Uh�tit� �L�T*i_ ��|� |�i �?t|�|�|�L?@* �?uLh4@|�L? t�44@h�3i_ M)

�Lhti||�c �iti?|� @?_ +L�M�?� E�bbH@�c W�6 E�bbH� @?_ w@?i i| @* E�bbb�c |��t

UL?t|�|�|it t|hL?} i��_i?Ui �? u@�Lh Lu @tt�4T|�L? E���� 6�?@**)c 5iU|�L? . Thiti?|t

UL?U*�_�?} hi4@h!t @?_ _�tU�ttit tL4i t�Lh|UL4�?}t Lu L�h @?@*)t�t�

2� � �i?U�4@h! �L_i*

W? |��t 5iU|�L? �i _itUh�Mi @ UL?|�?�L�t |�4ic TihuiU| uLhit�}�| i?_L�4i?| iUL?�

L4) TLT�*@|i_ M) @? �?�?�|i*) *��i_ hiThiti?|@|��i @}i?| @?_ @ }L�ih?4i?|� �**

@}i?|tc �?U*�_�?} |�i }L�ih?4i?|c �@�i @UUitt |L �?|ih?@|�L?@* U@T�|@* 4@h!i|t�

D



A�i }L�ih?4i?| u@Uit @ t|@?_@h_ Thiti?| �@*�i M�_}i| UL?t|h@�?| @?_ �?@?Uit

i Ti?_�|�hit |�hL�}� *�4T t�4 |@ itc ti�}?Lh@}i hi�i?�it @?_ MLhhL��?}�

A�ihi �t @ t�?}*i UL?t�4T|�L? }LL_ �? |�i iUL?L4) @?_ ?L M@hh�iht |L |h@_ic

tL |�@| T�hU�@t�?} TL�ih T@h�|) �L*_tG

�| ' 7|�
W

| � E2���

Oihi �| @?_ � W

| _i?L|i |�i _L4it|�U @?_ uLhi�}? Th�Ui *i�i* hitTiU|��i*)c ���*i

7| _i?L|it |�i i U�@?}i h@|i E_i�?i_ @t �?�|t Lu _L4it|�U U�hhi?U) Tih �?�| Lu

uLhi�}? U�hhi?U)�� 6Lh UL?�i?�i?Ui �i @tt�4i |�@| � W

| ' ��

2��� A�i +iThiti?|@|��i �}i?|

A�i hiThiti?|@|��i @}i?| 4@ �4�3it *�ui|�4i �|�*�|)c _i�?i_ @tG

L '
]
"

f

S�3j| � �

�� j
e34|_|� E2�2�

Oihi S| _i?L|it UL?t�4T|�L?c 4 �t @ t|h�U|*) TLt�|��i _�tUL�?| u@U|Lhc @?_ j : f

�t |�i �?�ihti Lu |�i i*@t|�U�|) Lu �?|ih|i4TLh@* t�Mt|�|�|�L?� A�i hiThiti?|@|��i

@}i?| U@? MLhhL� @?_ *i?_ �? �?|ih?@|�L?@* U@T�|@* 4@h!i|t @| @ UL?t|@?| hi@*

�?|ihit| h@|i o� AL i*�4�?@|i |hi?_t �? |�i U�hhi?| @UUL�?| �i @tt�4i |�@| o ' 4�

A�i hiThiti?|@|��i @}i?|<t �L� M�_}i| UL?t|h@�?| �t }��i? M)G

{K| n{_| ' �{6|

�K| n �_| ' + n oEK| n _|� n � � S| � � � Z|6| � �6|

�u | 5 Uc
�u | *5 U�

E2���

Oihi K| @?_ _| _i?L|i hi@* _L4it|�U }L�ih?4i?| _iM| @?_ ?i| uLhi�}? @tti|t �i*_

M) |�i hiThiti?|@|��i @}i?|c hitTiU|��i*)c + _i?L|it |�i UL?t|@?| i L}i?L�t i?�

_L�4i?| Lu L�|T�|c � _i?L|it |�i UL?t|@?| *i�i* Lu *�4T t�4 |h@?tuiht uhL4 |�i

}L�ih?4i?|c � _i?L|it |�i UL?t|@?| *i�i* Lu *�4T t�4 |@ itc @?_ Z| �t |�i �?�@|�L?

h@|i� A�i �@h�@M*i 6| hiThiti?|t hi@* 4L?i) M@*@?Uitc _i�?i_ @t 6| ' �|*�|c

��ihi �| _i?L|it ?L4�?@* 4L?i) �L*_�?}t� A�hL�}�L�| |�i T@Tih �%| _i?L|it
_%
_|
�

S



�L|i |�@|c @t �? #h@3i? @?_ Oi*T4@? E�bH.�c |�i �L�ti�L*_<t M�_}i| UL?t|h@�?|

E2��� |@!it �?|L @UUL�?| |�i TLtt�M�*�|) Lu _�tUhi|i U�@?}it �? 6|c _|c @?_ K| @| @

�?�|i ti| Lu TL�?|t �? |�4ic U� A�i �L� M�_}i| UL?t|h@�?|c |L}i|�ih ��|� |�i UL?�

_�|�L?t *�4
|<"

e3o|K| '*�4
|<"

e3o|_| ' fc �4T*�it |�i uL**L��?} �?|ih|i4TLh@* M�_}i|

UL?t|h@�?| uLh |�i �L�ti�L*_G

Kf n _f '
]
"

f
e3o|dS| n � � + � � n Z|6| n �6|o_|n

[
�MU

e3o�{6�� E2�e�

�UULh_�?} |L E2�e�c |�i Thiti?| �@*�i Lu |�i hiThiti?|@|��i @}i?|<t i Ti?_�|�hitc

�?U*�t��i Lu |@ it @?_ |h@?tuihtc 4�t| i^�@* |�i Thiti?| �@*�i Lu i?_L�4i?| �?UL4i

T*�t �?�|�@* ?i| @tti|t�

6�?@**)c |�i @}i?| u@Uit |�i uL**L��?} UL?|�?�L�t |�4i @?@*L}�i |L @ U@t� �?

@_�@?Ui UL?t|h@�?| L? UL?t�4T|�L? T�hU�@titG

S| � 6|� E2�D�

5�?Ui |�i ?L4�?@* �?|ihit| h@|i �t TLt�|��i �? @** |�i tUi?@h�Lt |�@| �i UL?t�_ihc

E2�D� �L*_t ��|� t|h�U| i^�@*�|)�H

A�i ThLM*i4 Lu |�i hiThiti?|@|��i �L�ti�L*_ �t |L 4@ �4�3i E2�2� t�M�iU| |L

E2��� @?_ E2�D� M) U�L�Ui Lu |�4i T@|�t uLh S|c 6|c K| @?_ _|c t�M�iU| |L @ !?L�?

|�4i T@|� uLh �|� W? |�i �TTi?_� �i t�L� |�@| |�i �ht| Lh_ih UL?_�|�L?t uLh |��t

ThLM*i4 �4T*)G

S3j| ' bE� n o n Z|�c E2�S�

;Wklv frqwlqxrxv wlph fdvk0lq0dgydqfh prgho lv wkh olplw/ dv wkh ohqjwk ri wkh sh0
ulrg/ q/ jrhv wr }hur ri d glvfuhwh wlph hfrqrp| lq zklfk suhihuhqfhv duh jlyhq e| X @S4

w@3

�
4

4.q�

�w@q
q
f4��
w

�4

4�� / wkh uhvrxufh frqvwudlqw lv ew� ew�q @ q|.quew�q�qfw.Pw�q@Sw�
Pw@Sw dqg wkh fdvk0lq0dgydqfh frqvwudlqw lv Pw@Sw � fw1 Qrwh wkdw li wkh fdvk0lq0dgydqfh frq0
vwudlqw zdv ri wkh irup Pw@Sw � qfw wkhq prqh| zrxog eh qhxwudo dv q$ 3 vlqfh/ lq wkh olplw/
wudqvdfwlrqv frxog eh fduulhg rxw zlwkrxw xvlqj prqh|1

.



��ihi b �t |�i U�hhi?|��@*�i_ w@}h@?}i 4�*|�T*�ih @ttLU�@|i_ ��|� E2���� ,^�@|�L?

E2�S� ��** T*@) @ Ui?|h@* hL*i �? L�h _ih��@|�L?t�

2�2� A�i BL�ih?4i?|

A�i }L�ih?4i?| T�hU�@tit }LL_tc }c 4@!it |h@?tuih T@)4i?|tc �c *i��it *�4T t�4

|@ itc � c @?_ 4@) MLhhL� @| |�i hi@* �?|ihit| h@|i o� W? @__�|�L?c |�i }L�ih?4i?|

U@? Th�?| 4L?i)� A�i }L�ih?4i?|<t �L� M�_}i| UL?t|h@�?| �t }��i? M)G

{s| �{K| ' {6|

�s| � �K| ' � � } � � n oEs| � K|� n �6| n Z|6|

�u | 5 U
�u | *5 U�

E2�.�

W? |��t i^�@|�L? s| hiThiti?|t |�i }L�ih?4i?|<t hi@* ?i| uLhi�}? @tti|t�b A�i �L�

M�_}i| UL?t|h@�?| |L}i|�ih ��|� |�i UL?_�|�L?t *�4
|<"

e3o|s| ' *�4
|<"

e3o|K| ' fc �4T*)

|�i uL**L��?} �?|ih|i4TLh@* M�_}i| UL?t|h@�?| uLh |�i }L�ih?4i?|G

Kf � sf '
]
"

f
e3o|E� � } � � n �6| n Z|6|�_| n

[
�MU

e3o�{6�� E2�H�

�UULh_�?} |L |��t UL?_�|�L?c |�i Thiti?| �@*�i Lu u�|�hi t�hT*�tit �?U*�_�?} |�i

�@*�i Lu ti�}?Lh@}i hi�i?�it 4�t| i^�@* |�i �@*�i Lu |�i }L�ih?4i?|<t ?i| �?�|�@*

_iM|�

2��� � �L4Ti|�|��i ,^��*�Mh��4

� UL4Ti|�|��i TihuiU| uLhit�}�| i^��*�Mh��4 uLh |��t iUL?L4) �t @ ti| Lu @**LU@|�L?t

S|c 6|c K| n _|c @ ti| Lu Th�Uit �| @?_ 7|c @?_ @ ti| Lu T@|�t uLh |�i �tU@* �@h�@M*itc

� |c }| @?_ �|c t�U� |�@| |�i uL**L��?} UL?_�|�L?t �L*_G E�� S|c 6|c K| n _| tL*�i |�i

�L�ti�L*_<t ThLM*i4 }��i? |�i T@|�t uLh �|c 7|c � | @?_ �| E��� |�i }L�ih?4i?|<t

<Lw lv frpprq lq wkh olwhudwxuh wr glylgh iw lqwr wzr frpsrqhqwv= iw @ iuw . iquw >zkhuh iuw
dqg iquw ghqrwh wkh jryhuqphqw*v qhw iruhljq h{fkdqjh uhvhuyhv dqg wkh uhpdlqlqj qhw iruhljq
dvvhwv lq wkh jryhuqphqw sruwirolr/ uhvshfwlyho|1 Qrwh wkdw li iw dqg ew |lhog wkh vdph udwh ri
uhwxuq/ wkh| hqwhu wkh jryhuqphqw*v �rz exgjhw frqvwudlqw v|pphwulfdoo|1 Vr jlyhq ydoxhv iru �
dqg j/ dqg d sdwk iru pw wkh prgho fdq rqo| ghwhuplqh wkh wlph sdwk ri wkh jryhuqphqw*v wrwdo
ghew= ew � iw1

H



�?|ih|i4TLh@* M�_}i| UL?t|h@�?| E2�H� �L*_t( @?_ E���� 7| ' �| uLh @** |� �L|i |�@|

|��t _i�?�|�L? @TT*�it |L @? iUL?L4) LTih@|�?} �?_ih i�|�ih @ � i_ Lh @ �i �M*i

i U�@?}i h@|i i^��*�Mh��4�

2�e� � 5�t|@�?@M*i 6� i_ , U�@?}i +@|i +i}�4i

W? @ t�t|@�?@M*i � i_ i U�@?}i h@|i hi}�4i @}i?|t @?|�U�T@|i 3ihL �?�@|�L? @?_

E2�S� hi_�Uit |LG

S3j ' bE� n o�c E2�b�

�4T*)�?} |�@| UL?t�4T|�L? �t UL?t|@?| L�ih |�4i� A�i M�_}i| UL?t|h@�?| E2�e�

�4T*�it |�@|G

S ' oEKf n _f� n o
]
"

f
e3o|E+ n � � ��_|� E2��f�

W? |��t i^��*�Mh��4c |�i 4L?i) t�TT*) �t i?_L}i?L�t� ��hU�@t�?} TL�ih T@h�|)

E2���c @?_ |�i U@t� �? @_�@?Ui UL?t|h@�?| E2�D� �4T*) |�@| |�i i^��*�Mh��4 *i�i* Lu

|�i 4L?i) t�TT*) �tG

� ' 7S� E2����

5L �? @ t�t|@�?@M*i � i_ i U�@?}i h@|i hi}�4ic |�i 4L?i) t�TT*) �t UL?t|@?| @?_

|�i Thiti?| �@*�i Lu U�hhi?| @?_ u�|�hi hi@* t�hT*�tit i^�@*t |�i �?�|�@* hi@* ?i| *�@�

M�*�|�it Lu |�i }L�ih?4i?|G ?L ti�}?Lh@}i hi�i?�it @hi @�@�*@M*i |L |�i }L�ih?4i?|�

W? L�h 4L_i* iUL?L4)c ti�}?Lh@}i hi�i?�it U@? Mi }i?ih@|i_ L?*) �u |�i UL�?|h)

@M@?_L?t |�i � i_ i U�@?}i h@|i hi}�4i��f W? @ � i_ i U�@?}i h@|i hi}�4ic |�i

}L�ih?4i?|<t �?|ih|i4TLh@* M�_}i| UL?t|h@�?| E2�H� t�4T*��it |LG

Kf � sf '
]
"

f
e3o|E� � } � ��_|� E2��2�

43Li wkhuh zhuh jurzwk lq S � ru lq frqvxpswlrq/ wkh jryhuqphqw zrxog froohfw vrph vhljqrudjh
uhyhqxh xqghu �{hg h{fkdqjh udwhv1

b



�� , U�@?}i +@|i �h�tit

5�TTLti |�@| @| |�4i f @}i?|t *i@h? |�@| |�ihi �@t Mii? @? �?Uhi@tic �c �? |�i

Thiti?| �@*�i Lu |�i _i�U�| _�i |L @ h�ti �? u�|�hi |h@?tuih T@)4i?|t� 5TiU��U@**)c

�i @tt�4i |�@| |h@?tuiht �?Uhi@ti Tih4@?i?|*) @u|ih _@|i A �G+
�| ' �
�| � �

uLh f � | 	 A �c
uLh | � A ��

AL t�4T*�u) �i t�TTLti |�@| |@ it @?_ }L�ih?4i?| T�hU�@tit hi4@�? UL?t|@?|�

A�i �?Uhi@ti �? |�i }L�ih?4i?| _i�U�| �t |�i? }��i? M)G

� '
]
"

A �

e3o|E�| � ��_|�

A�i }L�ih?4i?|<t ?i� M�_}i| UL?t|h@�?| �tG

Kf � sf '
]
"

f
e3o|E� � } � ��_| E����

��n
]
"

f
e3o|E �6| n Z|6|�_| n

[
�MU

e3o�{6��

Nt�?} i^�@|�L? E2��2� |��t U@? Mi hi�h�||i? @tG

� '
]
"

f
e3o|E �6| n Z|6|�_|n

[
�MU

e3o�{6�� E��2�

5�?Ui |�i }L�ih?4i?| 4�t| UL**iU| ti�}?Lh@}i hi�i?�it �| 4�t|c @| tL4i TL�?|c

@M@?_L? |�i � i_ i U�@?}i hi}�4i���

6Lh t�4T*�U�|) �i @tt�4i |�@| |�i }L�ih?4i?| ��** h@�ti |�i ti�}?Lh@}i hi��

i?�it |L M@*@?Ui �|t �?|ih|i4TLh@* M�_}i| UL?t|h@�?| M) @ UL4M�?@|�L? Lu @ L?i

44Wr vhh wklv vxssrvh wkdw wkh hfrqrp| qhyhu uhyhuwhg wr d �h{leoh h{fkdqjh udwh uhjlph1
H{shfwhg lq�dwlrq zrxog wkhq eh }hur dqg wkh ghpdqg iru uhdo edodqfhv zrxog uhpdlq frqvwdqw
ryhu wlph1 Zkdw kdsshqv li wkh jryhuqphqw sulqwv prqh| wr �qdqfh wkh gh�flwB Vlqfh wkhuh
lv qr ghpdqg iru wklv prqh|/ djhqwv zloo vlpso| wudgh lw iru d gl�huhqw dvvhw1 Uhjdugohvv ri
zkhwkhu wklv dvvhw lv grphvwlf erqgv/ iruhljq erqgv ru iruhljq uhvhuyhv/ wkh qrplqdo prqh|
vxsso| zloo uhyhuw wr lwv lqlwldo ydoxh1 Wklv phdqv wkdw qr vhljqrudjh uhyhqxh kdv ehhq udlvhg e|
wkh jryhuqphqw1

�f



|�4i �?Uhi@ti �? |�i t|LU! Lu 4L?i) @| |�4i A i^�@* |L {�A @?_ }hL�|� �? |�i

4L?i) t�TT*) @| h@|i > uhL4 Tih�L_ A L?� ì _i?L|i |�i |�4i Tih�L_ �? ���U�
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Figure 1: Response to News about an Increase in Prospective
Deficits
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Figure 2: Reverting To Floating Exchange Rates at Time 0
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Figure 3a: Effects of Varying Threshold Rule Parameter Ψ on the
Time of the Attack

µ Adjusted to Satisfy the Government’s Present Value Constraint
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Figure 3b: Effects of Varying Threshold Rule Parameter Ψ on the
Time of the Attack

MT Adjusted to Satisfy the Government’s Present Value Constraint



Figure 4
Nominal Exchange Rates Versus the U.S. Dollar
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Taiwan Province of China
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Each point represents a value, at the end of a month, of 100×S6/97/St where St is the
number of local currency units per U.S. dollar at date t.  Vertical lines represents crisis
dates determined by the first month in which a large depreciation occurred. Source: IFS.



Figure 5
Central Bank Credit Extended to Banks Relative to Base Money
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Each graph plots the value of credit extended by the central bank to commercial banks
relative to the monetary base.  Source: IFS except for Malaysia, for which the source is
Bank Negara Malaysia.



Figure 6
Stock Market Indices and Crisis Dates
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The thin line represents the level of the stock market index for the finance sector (banking
for Korea).  The thick line represents the level of this index relative to a stock market
index for the industrial (Hong Kong, Indonesia, Malaysia, Singapore), manufacturing
(Korea), commerce (Philippines, Thailand) or steel (Taiwan) sector.  The vertical lines
represent crisis dates for each country.  Source: Bloomberg.  Note the different horizontal
scale for Korea for illustrative purposes.


