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Acronimous Name Definition Unit of Measure Sampling Source

DLe Chilean spot rate Log-change in the Chilean peso /U.S. dollar rate Daily return in percent Closing quote Bloomberg

DLc Copper price Log-change in the London metal Exchange spot copper 
price

Daily return in percent Closing quote Bloomberg

m Interest rate differential Short-term interest rate differential (TAB-90 rate minus 
federal fund rate) (TAB-90 rate in UF)

Percentage point per year Daily average Bloomberg and Associacion de 
Bancos

Dm Interest rate differential change Change in short-term interest rate differential (TAB-90 rate 
minus federal fund rate)

Percentage point per year Daily average Bloomberg

DiCHL Chilean sovereign risk Change in the Chilean component of the EMBI Global 
index

Percentage point per year Unknown Bloomberg

DfCHL Chilean currency risk Change in the differential between the implied one-year 
NDF interest rate and the one-year U.S. Treasury yield 
(constant to maturity)

Percentage point per year Mid-yield Bloomberg and IMF ICM 
Department

s Stock market differential Stock market daily return differential (IGPA index minus 
S&P500 index)

Percentage point per day Closing quote Bloomberg

DiAR+ Argentine sovereign risk Change in the Argentine component of the EMBI+ index Percentage point per year Closing quote Bloomberg

DfAR Argentine currency risk Change in the differential between the implied one-year 
NDF interest rate and the one-year U.S. Treasury yield 
(constant to maturity)

Percentage point per year Mid-yield Bloomberg and IMF ICM 
Department

DLeAR Argentine spot rate Log-change in the Argentine peso/U.S. dollar rate Daily return in percent Closing quote Bloomberg

DiBR+ Brazilian sovereign risk Change in the Brazilian component of the EMBI+ index Percentage point per year Closing quote Bloomberg

DfBR Brazilian currency risk Change in the differential between the implied one-year 
NDF interest rate and the one-year U.S. Treasury yield 
(constant to maturity)

Percentage point per year Mid-yield Bloomberg and IMF ICM 
Department

DLeBR Brazilian spot rate Log-change in the Brazilian real/US dollar rate Daily return in percent Closing quote Bloomberg

DLb Semiconductor price Log-change in a semiconductor spot price (DRAM module, 
100 mghz bus 128 MB)

Daily return in percent Unknown Datastream (DRMU03S)

DLeEU Euro spot rate Log-change in the Euro/U.S. dollar rate Daily return in percent Closing quote Bloomberg

   All exchange rates are expressed in units of national currencies per U.S. dollar.

Table 1. The Set of Potential Explanatory Factors Considered
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Table 2. Sample Correlation Matrix (June 2, 1999 - January 31, 2002)

Chilean 
Spot Rate

Semi-
conductor 
Price

Euro 
Spot 
Rate

Interest 
Rate 
Differen-
tial

Interest 
Rate 
Differen-
tial Change

Chilean 
Sovereign 
Risk

Chilean 
Currency 
Risk

Stock 
Market 
Differen-
tial

Copper 
Price

Brazilian 
Sovereign 
Risk

Brazilian 
Currency 
Risk

Brazilian 
Spot Rate

Argentine 
Sovereign 
Risk

Argentine 
Currency 
Risk

Argentine 
Spot Rate

Dle DLb DLeEU m Dm DiCHLg DfCHL s DLc DiBR+ DfBR DLeBR DiAR+ DfAR DLeAR

Chilean spot rate 1,00

Semiconductor price -0,07 1,00

Euro spot rate 0,01 0,03 1,00

Interest rate differential -0,06 0,15 0,01 1,00

Interest rate differential change -0,03 0,03 -0,01 0,11 1,00

Chilean sovereign risk 0,01 0,00 -0,03 -0,03 -0,04 1,00

Chilean currency risk -0,07 0,00 0,01 -0,05 -0,07 0,06 1,00

Stock market differential 0,09 -0,06 -0,06 0,01 -0,03 0,04 0,03 1,00

Copper price -0,04 0,14 -0,02 0,07 0,05 0,03 -0,02 -0,11 1,00

Brazilian sovereign risk 0,33 -0,07 -0,07 -0,08 -0,11 0,10 0,07 0,22 -0,10 1,00

Brazilian currency risk 0,15 -0,05 -0,01 -0,03 -0,05 0,03 0,05 0,05 0,00 0,24 1,00

Brazilian spot rate 0,37 0,01 0,02 -0,06 -0,06 0,00 0,02 0,09 -0,08 0,41 0,18 1,00

Argentine sovereign risk 0,19 -0,02 0,06 0,11 -0,02 0,02 -0,02 -0,01 0,01 0,36 0,14 0,19 1,00

Argentine currency risk 0,18 -0,02 0,00 0,12 -0,03 -0,10 0,06 -0,06 0,03 0,25 0,18 0,22 0,34 1,00

Argentine spot rate 0,05 0,03 0,02 0,22 0,00 0,02 -0,07 -0,03 0,01 0,02 0,01 0,06 0,11 -0,07 1,00

   Sources: Bloomberg; Datastream; Fund database (ICM Dept.); and Fund staff calculations.
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Table 3: Sample Descriptive Statistics (June 2, 1999-January 31, 2002)

Chilean 
spot rate

Semi-
conductor 
Price

Euro spot 
rate

Interest rate 
differential

Interest rate 
differential 
change

Chilean 
sovereign 
risk

Chilean 
currency 
risk

Stock 
market 
differential

Copper 
price

Brazilian 
sovereign 
risk

Brazilian 
currency 
risk

Brazilian 
spot rate

Argentine 
sovereign 
risk

Argentine 
currency 
risk

Argentine 
spot rate

Dle DLb DLeEU m Dm DiCHLg DfCHL s DLc DiBR+ DfBR DLeBR DiAR+ DfAR DLeAR

Mean 0,05 -0,19 0,03 0,28 0,00 0,00 -0,01 0,05 0,02 0,00 0,00 0,05 0,06 0,21 0,10

Median 0,04 0,00 0,04 -0,04 0,00 0,00 -0,01 0,07 0,00 -0,01 -0,01 0,08 0,01 0,00 0,00

Standard 
Deviation

0,49 4,17 0,69 1,57 0,18 0,08 0,15 1,28 1,18 0,18 0,40 0,88 0,72 3,16 1,67

Kurtosis 2,62 27,48 3,17 3,15 19,35 15,74 4,42 1,67 6,18 1,73 5,86 4,51 45,13 65,17 266,33

Skewness 0,35 2,84 -0,56 1,88 0,02 -0,33 0,04 -0,08 0,77 0,27 0,68 -0,07 0,51 -0,60 14,26

Minimum -1,92 -17,89 -4,47 -1,42 -1,41 -0,55 -0,72 -4,88 -4,77 -0,71 -1,96 -4,40 -7,96 -38,88 -7,84

Maximum 2,43 42,02 2,03 6,00 1,39 0,55 0,86 6,54 8,90 0,69 2,16 5,21 7,15 33,30 33,65

Number of 
observations

641 641 641 641 641 641 641 641 641 641 641 641 641 641 641

   Sources: Bloomberg; Datastream; Fund database (ICM Dept.); and Fund staff calculations.
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Table 4. Empirical Results from OLS Estimation with Time-Invariant Coefficients
(Sample: June 2, 1999 - January 31, 2002)

Model 1/ Corr. Coeff. 1 2 3

Independent variables 2/

Lagged Chilean spot rate (log-change) 0,12 0,09 0,12 0,09
1,80 2,57 1,89

Semiconductor price (log-change) -0,07 -0,04 -0,03 -0,05
-1,11 -0,77 -1,30

Euro spot rate (log-change) 0,01 0,01 0,00 0,01
0,30 0,03 0,21

Interest rate differential (lagged level) -0,06 -0,04 -0,09 -0,04
-1,00 -1,51 -0,99

Interest rate differential change (lagged change) -0,03 0,05 0,05 0,05
1,92 1,62 2,12

Chilean sovereign risk (lagged change) 0,01 -0,02 -0,02 -0,02
-0,63 -0,63 -0,65

Stock market differential (lagged level) 0,09 -0,002 0,05 0,00
-0,04 1,26 0,04

Copper price (log-change) -0,04 -0,01 -0,04 -0,01
-0,16 -0,90 -0,24

Copper gap (lagged log-level) 0,04 na na -0,09
na na -2,35

Brazilian sovereign risk (change) 0,33 0,16 na 0,16
2,67 na 2,63

Brazilian currency risk (change) 0,15 0,04 na 0,03
0,09 na 0,75

Brazilian spot rate (log-change) 0,37 0,26 na 0,26
5,78 na 5,76

Argentine sovereign risk (change) 0,19 0,07 0,16 0,07
1,48 2,60 1,59

Argentine currency risk (change) 0,18 0,07 0,15 0,07
1,95 3,35 1,88

No. of observations 641 641 641 641
R-Square na 0,19 0,09 0,20

   Sources: Bloomberg; Datastream; Fund database (ICM Dept.); and Fund staff calculations.
1/ The dependent variable is always the log-change in the peso/dollar rate.
2/ OLS regression coefficients and heteroskedastic consistent t-values, respectively, reported.
3/ ECM = Le - 8.53 + 0.3*Lc - 0.0004*Trend (+ means "undervalued" w.r.t. equilibrium, which is normalized to zero.)
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Figure 1. The Chilean Peso/US Dollar Spot Rate and Selected Determinants 1/
(September 1999 - January 2002)

Sources: Bloomberg; and Fund staff estimates.
1/ All variables expressed in levels.
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Figure 2. Rolling 80-Day Correlations with Selected Potential Determinants
 (September 1999 - January 2002)

Sources: Bloomberg; and Fund staff estimates.
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Figure 3. Persistence of Daily Exchange Rate Log-Changes and Squared Log-Changes 1/

Source: Fund staff estimates.
1/ ACF means auto-correlation function; SDLe is the log-change of the peso/dollar rate; SDLe2 is the square of the log-change.
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Figure 4. Empirical Results from Bayesian Estimation with Time-Varying Coefficients
(June 1, 2001 - January 31, 2002)

Sources: Bloomberg;  Datastream; and Fund staff estimates.

1/ First quartile, mean, and third quartile of the posterior distribution reported.
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Figure 5. Posterior Means of Key Regression Coefficients. (January 2001-January 2002)

Sources: Bloomberg; and  Fund staff estimates. 
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Rolling correlation and limited information not corrected
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