


































by estimating an equation for exchange rate dynamics that combines the 

features of an ECM and the possibUity of unusual jumps. The size and the 

probability of these jumps are also estimated. 

Jumps are defined in an empirical way and include not only 'official' 

devaluations as in Ayuso and Perez-Jurado (1995) but also other abrupt 

depreciations or even appreciations that are above a given threshold. 

Several thresholds are considered with a view to testing for the 

robustness of the results. 

The size of these unus.ual jumps depends on the deviation of the 

real exchange rate from its PPP value. Therefore, jumps enter the ECM 

playing the role of 'accelerators' in the path towards the long-run 

equilibrium. In particular, negative jumps, i. e. unusual depreciations, 

mUltiply the speed of the adjustment process by a factor ranging from 10 

(for the most restrictive definition of jump) to 7 (for the least restrictive 

one). This accelerator effect is less clear for unusual appreciations. Only 

for the less restrictive definition of a jump is that effect slgnlficant, 

multiplying by 4 the speed of the adjustment. 

Regarding the perceived probability of exchange rate jumps, two 

Probit models were estimated, one for each sort of jump. The results 

underscore that jump probabilities react to changes in certain 

fundamental macroeconomic variables: the current-account deficit (over 

the outside-the-ERM period), the accumulated real appreciation over the 

last twelve months and the position of the economy in the business cycle. 

Nevertheless, estimated probabilities are small and show relative peaks 

in periods in which exchange rate jumps have not occurred. Therefore 

there sill! seems to be an important degree of uncertainty in predicting 

the timing of jumps. 
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Appendix 

All the calculations in the paper have been made using TSP 4.2B 

and PcGive 8.0. The following is a list of the test statistics reported in 

tables I and 2: 

LM,.j 

ARCH'.j 

HET,.j 

RESET,.j 

Sk 

Ek 

N, 

H' 

H' 

= the Lagrange Multiplier F-test for residual autocorrelation 

up to it" order. See Harvey (1990) for a description. 

= the Autoregressive Conditional Heteroscedasticity F-test 

reported in Engle (1982). 

= the White (1980) F-test for heteroscedasticity. In this test, 

the null is unconditional homoscedastlcity, and the 

alternative is that the variance of the residual depends on 

the levels and squared levels of the regressors. 

= the Regression Specification F-Test due to Ramsey (1969). 

This test may be interpreted as a test for functional form. 

= skewness. 

= excess kurtosis. 

= the Doornik and Hansen (1994) x'-test for normal!ty. 

= the Hansen (1992) within-sample parameter instability 

statistic for the residual variance 02• 

= the Hansen (1992) joint statistic for within-sample stability 

of all the parameters in the model. 
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Table 1. SOME DIAGNOSTIC TESTS ON THE RESIDUALS FROM 
EQUATION (6)" 

8=2.0% 

8=1. 75% 

8=1.5% 

OLS estimates. Sample: 1974/7-1995/9 

LM12•216=·892 

N2=304.3** 

Positive 

8 (4.7%) 

11 (5.5%) 

17 (6.7%)· 

ARCH7,:114=·OS8 

Sk= -3.738 

Number of jumI!s !%l 

Negative 

12 (3.1%) 

14 (4.3%) 

17(6.7%) 

HETu,186=1.54S-

Ek=27.144 

Total 

20 (7.8%) 

25 (9.8%) 

34 (13.4%) 

10 ... Aw-acl1x tor • �c:r1pt1OD or tMt atatiat.ic ..
.. 

aDd 
U 

stand tor, r_pect.i...J.:y. 

rejeeticn at 5\ and 1\ diJ11t'icaDC8 leY�. 
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Table 2. ESTIMATION OF (6") AND SOME DIAGNOSTIC TESTS" 

jJ 
a, 

ex, 
a, 

6 
a 

J.-
�-
J.' 
�. 

Exchange Rate Equation: GLS estimates. Sample: 1974/7-1995/9 

e = 2% 

.1023 [2.09J 
.1915 [4.37J 

.0792 [3.35J 

.1641 [2.22J 

-.2417 [2.07J 

-.0225 [2.07J 
.8000 [1.42J 

-.1879 [1.54J 

R2=.58 
LM12,234. = .83 

ARCH,.212:;: .98 

HET 16, 228 = .36 

RESET 1.:145=1.12 

N, = 5.20 

H1 :;: .09 

H2 :; 2.39 

tar II S, + p, - p; 

e - 1.75% 

.0874 [1.97J 
.2070 [5.36J 

.0760 [3.48} 

.1778 [2. 62J 

-.1958 [1.98J 

-.0192 [1.96J 
.6002 [1.40J 

-.1425 [1.48J 

.1410 [0.66J 

-.0265 [0.56J 

R2=.57 

LM12,;U4:;: .51 

ARCH7,:m :;: .26 

HET 16,228:;: .46 

RESET 1.2'5=1.66 

N, = 5.01 

H' = .15 

H' = 2.31 

e = 1.5% 

.1047 [2.68J 

.2552 [6.71J 

.0958 [4.81J 

.2496 [4.19J 
-.2928 [3.29J 

-.0232 [2.69J 
.5642 [1.53J 

-.1331 [1.60J 

.2811 [1.77J 

-.0579 [1.65J 

R2=.53 
LM12,2J2 = .53 

ARCH7•2l0 = 1.19 

HET 11,225 :;: 1.01 

RESET 1,2oll:;: 3.02 

N, = 3.42 

H' = .12 

H' = 2.62 

12 a_ Appen4ix tor • a.criptiOll. ot t_t at.tbtic •• • and .. stand foz, njecUCIII. at 5. aDC! 1\, 
T-raU- 1a br�. 
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Table 3. PROBIT MODEL FOR THE PROBABILITY OF AN UNUSUAL 
EXCHANGE RATE DEPRECIATION 

Probebility of a jump higber tbaa 
2% 1.75% 1.5% 

Constant 6.74 11.40 9.S2 
[.93J [1.62J [1.51J 

Cycllcal -.13 -.19 -.15 
Position(·) [ -1.3SJ [-2.0SJ [-1.S5J 

Acumulated Real 17 .03 19.61 S.67 
Appreclation(l;>j [2.12J [2.41J [2.15J 

CA Deficlt(C) .05 .05 .02 
[2.61J [3.05J [2.40J 

ERMtcl.) 1.67 I. 76 .46 
[2.0SJ [2.19J [1.04J 

Accum. Real App. -16.39 -16.17 -S.60 
times ERM [ -1.87J [-1.85J [ -1.40J 

Polley Dilemma .07 .06 .06 
times ERM(·) [1.63J [1.44J [1.42J 

pseudo-R2 11% 13% 10% 

RM(t') 5.16 5.08 3.53 

RFCIJJ 4.5% 5.3% 6.5% 

The model includes 246 observations corresponding to the period 75: 2-
95: 7. t-ratios in brackets. 
(a) Capacity Utilisation Index. 
(b) Over the last 12 months. 
(e) As a percentage of the GDP until 5:89, and 0 thereafter. 
(d) Dummy variable that takes unit value as from 6:89. 
(e) 1-month interest rate differential divided by 12-month output growth 
differential (proxied by industrial output growth) . 
(f) Ratio between mean probabilities in months with and without jumps. 
(g) Relative frequency of the corresponding jumps in the sample. 

-22-



Table 4. PROBIT MODEL FOR THE PROBABILITY OF AN UNUSUAL 

EXCHANGE RATE APPRECIATION 

Probability of a jump higher than 

2% I. 75% 1.5% 

Constant 2.77 7.88 2.91 
[ .22] [ .80] [ .40] 

Cyclical -.06 -.12 -.06 
Position!a) [-.39] [-.99] [-.61] 

Accumulated Real 7.73 7.11 4.09 
Appreclation(b) [1.83] [2.04] [1.63] 

ERM1") -28.9 -34.0 -31.5 
[-1.56] [-2.03] [-2.08] 

Accum. Real App. -30.1 -29.5 -25.6 
times ERM [-2.78] [-2.79] [-2.59] 

eyel. Position .38 .44 .40 
times ERM [1.59] [2.04] [2.09] 

pseudo-R2 6% 5% 4% 

RM(d) 4.95 2.65 1.94 

RF(·) 3.3% 4.5% 6.9% 

The model includes 246 observations corresponding to the period 75: 2-
95:7. t-ratios in brackets. 

(a) Capacity Utilisation Index. 

(b) Over the last 12 months. 

(e) Dummy variable that takes unit value as from 6:89. 
(d) Ratio between mean probabilities in months with and without jumps. 

(e) Relative frequency of the corresponding jumps in the sample. 
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