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Summary

* Very interesting paper
* — fresh micro data on FX| and firm-level debt, bringing together literatures

* Global Financial Cycle
* Effectiveness of Foreign Exchange Intervention
* Exchange rate and stock market prices
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Presenter Notes
Presentation Notes
Source:
            Bank for International Settlements
Release:
            BIS Effective Exchange Rate Indices
Units: 
            
Index 2020=100, Not Seasonally Adjusted
Frequency: 
            
      
          Monthly
Real effective exchange rates are calculated as weighted averages of bilateral exchange rates adjusted by relative consumer prices.Copyright, 2016, Bank for International Settlements (BIS). Terms and conditions of use are available at http://www.bis.org/terms_conditions.htm#Copyright_and_Permissions.
Bank for International Settlements,
                    Real Broad Effective Exchange Rate for United States [RBUSBIS],
                    retrieved from FRED,
                    Federal Reserve Bank of St. Louis;
                    https://fred.stlouisfed.org/series/RBUSBIS,
                    May 16, 2023.
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Summary

* FXI in response to US Fed Funds rate changes 2000-2019

* Daily data across a range of countries
* FFR ‘surprises’ identified

* Impact of FXl up to 5 days after on Exchange Rate: compare interveners
with non-interveners

* Impact of FXI up to 5 days after on equity returns
* Firms with USD debt exposure

“FXls can be successful in stabilizing both the exchange rate and stock
returns, especially for those that are highly exposed to the Global Financial
Cycle. FXIs can make countries more insulated from the Global Financial
Cycle”



International Role of the Dollar and FXI

* 1960s-1970s — FXI using reserves, coordinated, swaps as well as
reserves (Naef 2020, 2021)

Directly in foreign exchange market through brokers (is this the same?)

e 1979-82 — major Fed induced shock to Global Financial Cycle
* Impact through dollar- denominated debt -> EME debt crisis

* 1980s — efforts at FXI not effective (debate)

* Plaza and Louvre Accords: asymmetric effectiveness

* 1990s — EMEs pegged rates, AEs inflation targeting
e 2000s — Inflation targeting, less FXI (reserves insurance)
e 2010s — QE Spillover effects: ‘currency wars’, CFM, FXI



Figure 1 Bank of England intervention data in US dollar. Source:
Bank of England Archives, Dealers’ reports, reference ...

Alain Naef (2021) Dirty
float or clean
intervention? The Bank
of England in the foreign
exchange market,
European Review of
Economic History, 25(1)
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Presentation Notes
Figure 1 Bank of England intervention data in US dollar. Source: Bank of England Archives, Dealers’ reports, reference C8. Note: the scale is truncated at +/− 400 million dollars to better present the data.
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International Role of the Dollar and FXI

* 1960s-1970s — FXI using reserves, coordinated, swaps as well as
reserves (Naef 2020, 2021)

Directly in foreign exchange market through brokers (is this the same?)

e 1979-82 — major Fed induced shock to Global Financial Cycle
* Impact through dollar- denominated debt -> EME debt crisis

* 1980s — efforts at FXI not effective (debate)

* Plaza 1985 and Louvre 1987 Accords: asymmetric effectiveness

* 1990s — EMEs pegged rates, AEs inflation targeting
e 2000s — Inflation targeting, less FXI
e 2010s — QE Spillover effects: ‘currency wars’, CFM, FXI
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Presenter Notes
Presentation Notes
Source:
            Board of Governors of the Federal Reserve System (US)
Release:
            H.15 Selected Interest Rates
Units: 
            
Percent, Not Seasonally Adjusted
Frequency: 
            
      
          Daily, 7-Day
For additional historical federal funds rate data, please see  Daily Federal Funds Rate from 1928-1954.The federal funds rate is the interest rate at which depository institutions trade federal funds (balances held at Federal Reserve Banks) with each other overnight. When a depository institution has surplus balances in its reserve account, it lends to other banks in need of larger balances. In simpler terms, a bank with excess cash, which is often referred to as liquidity, will lend to another bank that needs to quickly raise liquidity. (1) The rate that the borrowing institution pays to the lending institution is determined between the two banks; the weighted average rate for all of these types of negotiations is called the effective federal funds rate.(2) The effective federal funds rate is essentially determined by the market but is influenced by the Federal Reserve through open market operations to reach the federal funds rate target.(2)The Federal Open Market Committee (FOMC) meets eight times a year to determine the federal funds target rate. As previously stated, this rate influences the effective federal funds rate through open market operations or by buying and selling of government bonds (government debt).(2) More specifically, the Federal Reserve decreases liquidity by selling government bonds, thereby raising the federal funds rate because banks have less liquidity to trade with other banks. Similarly, the Federal Reserve can increase liquidity by buying government bonds, decreasing the federal funds rate because banks have excess liquidity for trade. Whether the Federal Reserve wants to buy or sell bonds depends on the state of the economy. If the FOMC believes the economy is growing too fast and inflation pressures are inconsistent with the dual mandate of the Federal Reserve, the Committee may set a higher federal funds rate target to temper economic activity. In the opposing scenario, the FOMC may set a lower federal funds rate target to spur greater economic activity. Therefore, the FOMC must observe the current state of the economy to determine the best course of monetary policy that will maximize economic growth while adhering to the dual mandate set forth by Congress. In making its monetary policy decisions, the FOMC considers a wealth of economic data, such as: trends in prices and wages, employment, consumer spending and income, business investments, and foreign exchange markets.The federal funds rate is the central interest rate in the U.S. financial market. It influences other interest rates such as the prime rate, which is the rate banks charge their customers with higher credit ratings. Additionally, the federal funds rate indirectly influences longer- term interest rates such as mortgages, loans, and savings, all of which are very important to consumer wealth and confidence.(2)References(1) Federal Reserve Bank of New York. "Federal funds." Fedpoints, August 2007.(2) Monetary Policy, Board of Governors of the Federal Reserve System.
Board of Governors of the Federal Reserve System (US),
                    Federal Funds Effective Rate [DFF],
                    retrieved from FRED,
                    Federal Reserve Bank of St. Louis;
                    https://fred.stlouisfed.org/series/DFF,
                    May 16, 2023.
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Public and Publically Guaranteed Debt Outstanding - Share denominated in USD %
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Public and Publicaly Guaranteed Debt: Low and Middle
Income Countries
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International Role of the Dollar and FXI

* 1960s-1970s — FXI using reserves, coordinated, swaps as well as
reserves (Naef 2020, 2021)

Directly in foreign exchange market through brokers (is this the same?)

e 1979-82 — major Fed induced shock to Global Financial Cycle
* Impact through dollar- denominated debt -> EME debt crisis

* 1980s — efforts at FXI not effective (debate)

* Plaza 1985 and Louvre 1987 Accords: asymmetric effectiveness

* 1990s — EMEs pegged rates, AEs inflation targeting
e 2000s — Inflation targeting, less FXI
e 2010s — QE Spillover effects: ‘currency wars’, CFM, FXI



Exchange Rate Regimes - de facto classification (lizetski, Reinhart, Rogoff (2019))
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Questions

e Short term v Medium or Longer term effects of FXI as an insulation
against USD-induced shocks to Global Financial Cycle

* Very small net interventions — big effects? Signalling?

* Mechanism of insulation: through trade, capital channels, B/S effects?
* How much does this intervention cost — is it worth it/efficient? CFM

* Asymmetry of FFR increases (selling USD) v decreases (buying USD)

* Results robust to only flexible regime countries

 Sample Countries



Table 2: Interveninom around FOMC event dares

Frequency Ave. Met Purchese of 5D
Buy USD Sell USD Coumter Millions USD % GDP (=107%)  Periods
i1 {2) (5] i)
Argenlima 54 45 I5 29 200320 ] %
Anstralia 0 2 2 0.0 200020 %
11 I E 1.2 20H05- 20 ] %
6 0 4 (L2 2CH0E-2{0 ] %
Cinlombia A4 2 15 23 200020 %
Cosla Rica A4 k¥, A 21 20H06-2{0 ] %
49 12 I5 23 20H05- 20 ] %
B3 55 I3 12 200020 1 %
- 0 | (L9 200020 %
0 24 f) 1.6 20H0-2001 1
0 I 0 -7.81 HHE
T2 51 26 4.7 200020 %
0 0 0 0.0 20HN0-2{xH]
I I 0 .34 200220 ] %
213 XMy | 29 200020 %
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