Accepted Manuscript

RESEARCH IN
INTERNATIONAL

Title: Does International Reserves Targeting Decrease the
Vulnerability to Capital Flights?

Author: Mika Kato Christian R. Proafio Willi Semmler

PII: S0275-5319(17)30087-9

DOI: http://dx.doi.org/doi:10.1016/j.ribaf.2017.06.001
Reference: RIBAF 690

To appear in: Research in International Business and Finance
Received date: 2-2-2017

Revised date: 26-6-2017

Accepted date: 28-6-2017

Please cite this article as: Mika Kato, Christian R. Proafio, Willi Semmler,
Does International Reserves Targeting Decrease the Vulnerability to Capital
Flights?, </[CDATA[Research in International Business and Finance]]> (2017),
http://dx.doi.org/10.1016/j.ribaf.2017.06.001

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.


http://dx.doi.org/doi:10.1016/j.ribaf.2017.06.001
http://dx.doi.org/10.1016/j.ribaf.2017.06.001

Does International Reserves Targeting Decrease the Vulnerability to
Capital Flights?*

Mika Kato®, Christian R. Proafo®, and Willi Semmler®

*Howard University, Washington, D.C.
bUniversity of Bamberg, Germany
°New School University, New York

May 22, 2017

Abstract

Numerous episodes of financial turmoil such as the 1997-1998 East Asian currency crisis have
shown that economies are more vulnerable to currency runs if their currency reserves are low
and have not been targeted by central bank policies. These issues have recently become again
relevant as a significant capital flight could be observed with respect to China’s currency by the
beginning of 2016, which however did not develop to a full fledged currency crisis due to the
availability of large currency reserves by the Central Bank of China. Against this background,
we study the design of optimal monetary policy rules in a theoretical framework where foreign
investors react in a nonlinear manner to the evolution of the central bank’s currency reserves.
We show that by allowing the central bank to give some significantly positive weight to the level
of precautionary foreign reserves as one of its targets, a currency crisis scenario can be avoided,
while such a crisis is likely to occur when this weight is zero or sufficiently low. The effects of the
central bank’s monetary control on the output, the inflation rate, and the foreign reserve level
corroborate the economy’s vulnerability for insufficient foreign reserves targeting. By means of
numerical simulations, we show that the larger the relative weight of the foreign reserves target
in the central bank’s loss function, the larger is the domain of attraction of the stable equilibrium

where the economy is not vulnerable to capital flight shocks.

*We thank Arkady Gevorkyan for excellent research assistance especially concerning the calculation of the stylized

facts of section 2.

Page 1 of 20



Download English Version:

https://daneshyari.com/en/article/7413810

Download Persian Version:

https://daneshyari.com/article/7413810

Daneshyari.com


https://daneshyari.com/en/article/7413810
https://daneshyari.com/article/7413810
https://daneshyari.com

