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Nominal Debt and the Dynamics of Currency Crises
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Bartosz MaÉkowiak

Abstract

We study the interaction of fiscal and monetary policies during a currency crisis in an economy with

government nominal liabilities.  We show that the stock and maturity of these liabilities are key determinants

of the magnitude, timing and predictability of a devaluation.  Among notable features of our model,

monetary authorities defend the currency parity conditional on the level of the interest rate, rather than on

the stock of international reserves; budget deficits need not be high before a currency crisis; post-

devaluation inflation may exhibit little persistence, and money demand need not fall after the crisis.
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4 Srolf| dqdo|vwv kdyh glvfxvvhg �vfdo lpedodqfhv dv fdxvdo idfwruv lq wkh froodsvhv ri wkh Uxvvldq uxeoh lq

4<<; dqg ri wkh Eud}loldq uhdo lq 4<<<1 Dffruglqj wr d ohdglqj lqwhusuhwdwlrq/ wkh idoo ri Dvldq fxuuhqflhv lq

4<<: zdv dvvrfldwhg zlwk dqwlflsdwhg �vfdo frvwv ri edlolqj rxw sulydwh frpsdqlhv lq glvwuhvv1 Fruvhwwl/ Sh0
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srvw0froodsvh jurzwk udwh ri prqh|/ d odujhu ghydoxdwlrq udwh lpsolhv d kljkhu lqwhuhvw udwh lq shulrg A 3 �/ dqg

wkhuhiruh d vpdoohu erqg sulfh lq shulrg |1 Iru d jlyhq ghydoxdwlrq vl}h/ d odujhu A vkliwv wkh fxuyh xs= d ghydoxdwlrq
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�� ����� �� ��� ����# �� ��������$ ��������� �� ��� ������� ������$ �"�" �� � ��" 6� ���  ��$

������� ����$ �� ��� �������� �� ���� ������ � � �$ �� ���������� ����� ���� ��� ���������� �
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��������� �� �� $ ��� �(��� ������ �� ��=��� �� �������������$ ��� �� ��������� ������������"5:
* +����������
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���" �������$  � ���� ����������� ��� ��������� ��� ������������ ������� ��� ������������� ��
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����� �� ��� �������  ��� ����� ��������� ������� ����������� ��������$ ���������� ������������ ���
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