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Fixed versus Floating
Exchange Rates

Qutline: Fixed versus Floating
Exchange Rates

= Both Systems Are Usad
» What the "Experts” Recommend

= Pros and Cons of Floating
— DCisnuption Whan RaleE Mave
- Automatc Adjustment

» Pros and Cons of Pegging
— Siabillty
- Instanity

»  Allernatves

— Crawiing Pag
— Monetary Unification

» The Problem of Undervalued Currencies
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Who Uses Fixed and Float

* Lessons from the list of exchange amrangements
{below)

— Floating rates are used by many countries
- Rich & poor
» Lamge & small
= Al oyer the workd
— Fegged rates are used today mastly by small
countnes

— Many counfries are between fixed and floating

[Source of table below: IMF, "Annual Report on
Exchange Arrangements and Exchanpge Restrictions
20087
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Exchange Arrangements
of Sample Countries, as of 2013

Floating Exchange Rates 48 countries
+ guro 17
Australia Mexico
Canzda Sweden
India United Kingdom
|Japan United States .
Pegged Exchange Ratas 43 countries
Belize Latvia
Denmark MNepal
Jordan Saudi Arabia
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Exchange Arrangements
of 3ample Countrnes, as of 2013

Between Floating and Pegged:

Stabilized Arrangement 13 countries
Costa Rica Ukraine
Lebanon Vietnam

Crawling Peg or Crawllike Arrangement |17 countries
Argentina China

Crther Managed Arrangement 13 countries
Bangladesh Russia
Malaysia Switzerland
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Exchange Arrangements
of Sample Countries, as of 2013

Maore Fixed than Pegged:

Currency Board 12 counftries
Hong Kong Lithuania

Mo Separate Legal Tender 12 countries
Ecuador (5} Montenegro (€)

* Currency Board
— Peg to another currency
— Vary money supply automatically with changes in
miernational reserves {= forced nonsterilization)
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Country Distribution of Currency
Arrangements 2013
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Qutline: Fixed versus Floating
Exchange Rates

» What the "Experts” Hecommend
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What “Experts” Recommend

some favor freely floating rates

— Let exchange rate adjust to fix mbalances
— “Let the market work”

Others favor perfectly fixed rates

— Define currency rigidly in terms of something you
cant control
LE
= Faraign cumency ["Cumency Goand™)
— AND give up contrel of the money supply
= Lt fiows of money i Imbalancas
l.e donof sierlize
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