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Table 1. The Foreign Economy 

 
Dependent Variable YF (Standard Error of Estimate = 0.0034318726; Adjusted R-squared = 0.48) 
Variable                              Coeff.               Std Er.              T-Stat. 
1.   YF_1                     0.665663865      0.129187867      5.15268 
2.   YF_2                     0.078370385      0.157649287      0.49712 
3.   YF_3                    -0.136264687      0.154821718     -0.88014 
4.   IF_1                       0.751735932      0.391859214      1.91838 
5.   IF_2                      -0.449813670      0.544167647     -0.82661 
6.   IF_3                      -0.153290711      0.371040211     -0.41314 
7.   COMP                   0.017624359      0.024844844      0.70938 
8.   COMP_1               0.008430070      0.037344152      0.22574 
9.   COMP_2              -0.032764150     0.037208600     -0.88055 
10. COMP_3               0.009608543      0.024883849      0.38614 
11. Constant               -0.000084564      0.000438103     -0.19302 
12. D9411                    0.002358478      0.003626613      0.65033 
13. D9502                   -0.002654476      0.003712889     -0.71494 
14. D9808                    0.013651799      0.004030433      3.38718 
15. D9810                    0.000046622      0.004215621      0.01106 
 
Dependent Variable IF (Standard Error of Estimate = 0.0009331695; Adjusted R-squared = 0.87) 
Variable                              Coeff.               Std Er.              T-Stat. 
1.   YF_1                     0.093720734      0.035127814      2.66799 
2.   YF_2                    -0.045423992      0.042866834     -1.05965 
3.   YF_3                    -0.012451523      0.042097983     -0.29577 
4.   IF_1                       0.972877252      0.106551475      9.13058 
5.   IF_2                      -0.009086113      0.147966063     -0.06141 
6.   IF_3                      -0.151489112      0.100890524     -1.50152 
7.   COMP                  -0.004609234      0.006755627     -0.68228 
8.   COMP_1                0.000615974      0.010154347      0.06066 
9.   COMP_2                0.011994783      0.010117489      1.18555 
10.  COMP_3              -0.008915304      0.006766233     -1.31762 
11. Constant                  0.000044501      0.000119126      0.37356 
12. D9411                     0.003637682      0.000986122      3.68888 
13. D9502                     0.002850513      0.001009581      2.82346 
14. D9808                     0.001403657      0.001095926      1.28080 
15. D9810                    -0.003487569      0.001146281     -3.04251 
 
 



 
Table 1. The Foreign Economy (Continued) 

 
Diagnostic tests at system level (P-values in squared brackets; * (**) means that the null hypothesis is rejected at 5 (10) 
percent of confidence level) 
 
Vector Normality: Chi^2( 4): 3.181 [0.5280] 
Vector Heteroscedasticity (using squares): Chi^2(42), 45.917 [0.3131] 
Vector Heteroscedasticity (using squares and cross-products): Chi^2(105), 122.05 [0.1222] 
YF equation, error autocorrelation in from lags 1 to 24: Chi^2(24), 22.988 [0.5205] 
IF equation, error autocorrelation in from lags 1 to 24: Chi^2(24), 26.774 [0.3151] 
 
 
Covariance\Correlation Matrix of Reduced Form Residuals 
                  YF                                         IF 
YF  0.000009217369                   0.0369291276 
IF   0.000000092556                    0.000000681500 
 
 
Covariance Matrix of Structural Form Residuals 
                  YF                                         IF 
YF  0.0000094648                        0.0000 
IF   0.0000                                     0.000006163 
 
 
Matrix of Contemporaneous Effects (Standard error in brackets) 
                  YF                                         IF 
YF  1.0000                                    0.0000 
IF   0.00034771 (0.0314)              1.0000 
 
Notes: Reduced form estimated by OLS; Structural form estimated by FIML. Sample: 1994:4-1999:12. 



 
Table 2. The Risk Premia 

 
Dependent Variable P$ (Standard Error of Estimate = 0.012701135; Adjusted R-squared = 0.71) 
Variable                              Coeff.               Std Er.              T-Stat. 
1.   P$_1                     -0.018157289     0.178015759     -0.10200 
2.   P$_2                    -0.171983229      0.163004072     -1.05509 
3.   P$_3                    -0.295150495      0.158721076     -1.85955 
4.   PH_1                    0.542486001      0.152348124      3.56083 
5.   PH_2                     0.033482678      0.204579123      0.16367 
6.   PH_3                     0.276766123      0.174827183      1.58308 
7.   IF                         -3.161027585      2.086866802     -1.51472 
8.   IF_1                       1.739567150      2.422788533      0.71800 
9.   IF_2                       2.900387108      2.133610534      1.35938 
10.  IF_3                     -4.389029621      1.531269217     -2.86627 
11.  YF                        -0.300658771      0.530334054     -0.56692 
12.  YF_1                    -0.399766742     0.671285685     -0.59552 
13.  YF_2                    -0.773216256     0.618101527     -1.25095 
14.  YF_3                    -0.115735252     0.632315373     -0.18303 
15.  NFA                      0.036393189      0.215529564      0.16885 
16.  NFA_1                 -0.408208966      0.286805892     -1.42329 
17.  NFA_2                  0.449900538      0.218506252      2.05898 
18.  NFA_3                 -0.028520338      0.137682692     -0.20715 
19.  Constant                0.001336138      0.001653780      0.80793 
20.  D9411                  -0.017218062      0.016649249     -1.03416 
21.  D9502                   0.012362648      0.018973761      0.65157 
22.  D9808                  -0.030247251      0.017060008     -1.77299 
23.  D9810                   0.003448796      0.021452457      0.16076 
 
Dependent Variable PH (Standard Error of Estimate: 0.010526915; Adjusted R-squared=0.87) 
Variable                              Coeff.               Std Er.              T-Stat. 
1.   P$_1                     -0.085323774      0.147542470     -0.57830 
2.   P$_2                      0.015231681      0.135100530      0.11274 
3.   P$_3                     -0.143495736      0.131550711     -1.09080 
4.   PH_1                     0.744777394       0.126268700      5.89835 
5.   PH_2                    -0.342074473       0.169558634     -2.01744 
6.   PH_3                     0.436355567       0.144899724      3.01143 
7.   IF                          -1.374787155       1.729630475     -0.79484 
8.   IF_1                     -0.859477373       2.008048084     -0.42802 
9.   IF_2                      5.274021858       1.768372470      2.98242 
10.  IF_3                    -4.323240038       1.269141807     -3.40643 
11.  YF                       -0.465234127        0.439549827    -1.05843 
12.  YF_1                   -0.035936242       0.556372921     -0.06459 
13.  YF_2                    0.124436877       0.512292992      0.24290 
14.  YF_3                    0.160800852       0.524073667      0.30683 
15.  NFA                     0.396138600       0.178634545      2.21759 
16.  NFA_1                -0.410368935        0.237709571    -1.72635 
17.  NFA_2                 0.193516102        0.181101675     1.06855 
18.  NFA_3                 0.011844301        0.114113742     0.10379 
19.  Constant               0.002200840        0.001370681     1.60565 
20.  D9411                  -0.011224376        0.013799179     -0.81341 
21.  D9502                  -0.068418382        0.015725773     -4.35072 
22.  D9808                  -0.075603095        0.014139623     -5.34690 
23.  D9810                  -0.029644547        0.017780159     -1.66728 
 



 
Table 2. The Risk Premia (Continued) 

 
Diagnostic tests (P-values in squared brackets; * (**) means that the null hypothesis is rejected at 5 (10) percent of 
confidence level) 
 
Vector normality: Chi^2( 4), 7.1755 [0.1269] 
Vector heteroscedasticity (using squares): Chi^2(54), 67.891 [0.0969] 
Vector heteroscedasticity (using squares and cross-products): Chi^2(162), 177.6 [0.1902] 
Error autocorrelation in P$ equation from lags 1 to 24: Chi^2(24), 44.152 [0.0073]** 
Error autocorrelation in PH equation from lags 1 to 24: Chi^2(24), 37.456 [0.0394]* 
 
 
Covariance\Correlation Matrix of Reduced Form Residuals 
                  P$                                        PH 
P$   0.000107545885                   0.5048921279 
PH  0.000045003987                   0.000073877296 
 
Covariance Matrix of Structural Form Residuals (Standard errors in parenthesis) 
                  P$                                         PH 
P$   0.000088854                        0.0000 
PH  0.0000                                  0.000057559 
 
Contemporaneous Effects Matrix (Standard errors in parenthesis) 
                  P$                                         PH 
P$   1.0000                                 -0.266 (0.0547) 
PH  -0.266 (0.0547)                    1.0000 
 
 
Notes: Reduced form estimated by OLS; Structural form estimated by FIML. Sample: 1994:4-1999:12. 
 



Table 3. Actual and Predicted Second Moments: Volatility and Comovements

GDP Foreign GDP
Foreign Interest 

Rate
Currency 
Premium

Country 
Premium

Employment Consumption Relative Price

Standard deviation, percent 

Argentine data 3.37 0.47 0.26 2.47 2.94 1.60 4.22 2.99
Currency board (Chi=0.001) 0.29 0.41 0.43 7.88 7.45 1.03 6.02 0.35
Currency board (Chi=1) 0.28 0.41 0.43 5.47 5.09 0.99 4.77 0.20

Correlation matrices

Argentine data
GDP 1.00
Foreign GDP 0.32 1.00
Foreign Interest Rate 0.07 0.49 1.00
Currency Premium 0.49 -0.19 -0.51 1.00
Country Premium 0.64 0.04 -0.25 0.83 1.00
Employment 0.43 0.31 0.03 0.32 0.36 1.00
Consumption 0.97 0.27 0.00 0.51 0.64 0.41 1.00
Relative Price 0.40 0.17 -0.02 0.23 0.37 -0.53 0.40 1.00

Currency board (Chi=0.001)
GDP 1.00
Foreign GDP 0.66 1.00
Foreign Interest Rate 0.23 0.18 1.00
Currency Premium 0.14 -0.03 -0.10 1.00
Country Premium 0.09 0.00 0.06 0.88 1.00
Employment 0.31 0.23 0.00 0.29 0.25 1.00
Consumption 0.30 0.03 0.01 0.84 0.74 0.40 1.00
Relative Price -0.09 0.09 0.11 -0.85 -0.84 -0.27 -0.74 1.00

Currency board (Chi=1)
GDP 1.00
Foreign GDP 0.68 1.00
Foreign Interest Rate 0.23 0.17 1.00
Currency Premium 0.03 -0.03 -0.15 1.00
Country Premium 0.04 0.00 0.09 0.87 1.00
Employment 0.28 0.25 0.01 0.11 0.06 1.00
Consumption 0.18 0.05 0.01 0.84 0.75 0.27 1.00
Relative Price 0.09 0.16 0.21 -0.69 -0.70 -0.02 -0.56 1.00

Sample: 1995:3 - 1999:12



Table 4. Actual and Predicted Second Moments: Serial Correlations with GDP

GDP
Foreign 

GDP

Foreign 
Interest 

Rate

Currency 
Premium

Country 
Premium

Employment Consumption
Relative 

Price

Argentine data

t-5 0.65 0.30 0.12 0.49 0.76 0.06 0.62 0.71
t-4 0.75 0.35 0.19 0.49 0.78 0.12 0.73 0.69
t-3 0.84 0.40 0.29 0.51 0.76 0.19 0.84 0.65
t-2 0.90 0.44 0.36 0.51 0.73 0.26 0.89 0.59
t-1 0.95 0.42 0.32 0.54 0.69 0.33 0.94 0.51
t 1.00 0.33 0.07 0.50 0.65 0.43 0.98 0.41

t+1 0.93 0.46 0.19 0.50 0.67 0.61 0.92 0.20
t+2 0.88 0.39 0.17 0.49 0.61 0.64 0.86 0.08
t+3 0.82 0.33 0.15 0.45 0.54 0.66 0.81 -0.05
t+4 0.73 0.23 0.14 0.43 0.47 0.67 0.72 -0.16
t+5 0.64 0.15 0.07 0.37 0.39 0.69 0.62 -0.25

Currency Board (Chi=0.001)

t-5 0.10 0.15 -0.02 0.10 0.11 0.05 0.08 -0.11
t-4 0.16 0.25 -0.01 0.11 0.14 0.08 0.09 -0.13
t-3 0.25 0.38 0.01 0.13 0.16 0.12 0.12 -0.14
t-2 0.39 0.60 0.04 0.15 0.18 0.17 0.14 -0.15
t-1 0.61 0.94 0.10 0.16 0.20 0.25 0.17 -0.15
t 1.00 0.66 0.23 0.14 0.09 0.31 0.30 -0.09

t+1 0.61 0.41 0.24 0.06 0.01 0.11 0.02 0.00
t+2 0.39 0.27 0.27 -0.09 0.01 0.07 0.02 0.02
t+3 0.25 0.17 0.29 -0.02 0.03 0.04 0.02 0.03
t+4 0.16 0.11 0.30 0.00 0.02 0.03 0.02 0.03
t+5 0.10 0.07 0.29 -0.02 0.02 0.01 0.01 0.03

Currency Board (Chi=1)

t-5 0.10 0.16 -0.03 0.04 0.05 0.03 0.04 -0.05
t-4 0.17 0.26 -0.02 0.04 0.06 0.05 0.04 -0.05
t-3 0.26 0.40 0.00 0.04 0.07 0.09 0.05 -0.04
t-2 0.41 0.62 0.04 0.05 0.09 0.14 0.07 -0.03
t-1 0.63 0.97 0.10 0.06 0.10 0.22 0.10 0.00
t 1.00 0.68 0.23 0.03 0.04 0.28 0.18 0.09

t+1 0.63 0.43 0.25 0.00 0.01 0.09 0.02 0.14
t+2 0.41 0.28 0.28 -0.07 0.02 0.05 0.01 0.15
t+3 0.26 0.18 0.30 -0.03 0.03 0.02 0.01 0.14
t+4 0.17 0.12 0.31 -0.03 0.02 0.00 0.00 0.12
t+5 0.10 0.08 0.31 -0.04 0.02 0.00 0.00 0.11

  Sample: 1995:3 - 1999:12



Table 5. Welfare Comparison

CB/SIT DOL TAYLOR FIT5 FIT10

Standard deviation, percent

Consumption 6.02 4.13 3.84 7.46 6.22
Employment 1.03 1.19 14.67 13.19 4.55

Covariance

Consumption and 
employment

2.46 1.66 41.55 -45.32 -17.17

Welfare, exponent

343.95 158.81 258.24 1584.46 654.27

Table 6. Predicted Volatility

CB/SIT DOL TAYLOR FIT5 FIT10

GDP 0.29 0.34 3.01 2.28 0.80
Foreign GDP 0.41 0.41 0.41 0.41 0.41
Federal Funds Rate 0.42 0.42 0.42 0.42 0.42
Currency Premium 7.88 0.00 3.13 11.87 8.89
Country Premium 7.45 8.61 2.79 11.26 8.41
Relative Price 0.35 0.29 12.31 10.92 3.66
Real interest rate 14.88 8.59 5.46 22.60 16.85
Net foreign assets 8.17 11.30 4.60 12.81 9.37
Markup 5.67 7.33 26.12 26.25 11.17
CPI inflation 0.00 0.00 6.71 5.23 1.80
Real wage 6.28 4.42 11.58 8.18 5.15



Table 7. Higher Values of Chi

CB/SIT DOL TAYLOR FIT5 FIT10

Chi = 1

Standard deviation, percent
Consumption 4.77 4.13 8.28 4.72 4.66
Employment 0.99 1.19 42.77 6.66 3.03
Net foreign assets 5.77 11.30 12.12 6.46 5.95
Country premium 5.09 8.61 7.68 5.58 5.24
Currency premium 5.47 0.00 8.22 5.92 5.59

Covariance
Consumption and 
employment

1.28 1.66 241.50 -16.96 -8.40

Welfare, exponent
219.65 158.81 2930.52 549.47 346.02

Chi = 10

Standard deviation, percent
Consumption 4.43 4.13 79.60 4.21 4.29
Employment 0.99 1.19 446.90 5.51 2.67
Net foreign assets 5.07 11.30 123.30 5.29 5.13
Country premium 4.47 8.61 79.10 4.54 4.47
Currency premium 4.84 0.00 83.70 4.89 4.79

Covariance
Consumption and 
employment

1.03 1.66 20657.42 -12.83 -6.63

Welfare, exponent
191.21 158.81 375,576.48       416.36 285.74

Chi = 100

Standard deviation, percent
Consumption 4.04 4.13 8.70 3.81 3.94
Employment 0.99 1.19 47.80 4.49 2.37
Net foreign assets 4.45 11.30 13.20 4.42 4.43
Country premium 3.83 8.61 8.40 3.69 3.80
Currency premium 4.19 0.00 8.90 4.01 4.13

Covariance
Consumption and 
employment

0.75 1.66 164.63 -9.49 -5.26

Welfare, exponent
160.81 158.81 5172.77 315.48 236.11


