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Abstract 

ThispaperanaIyzestheeconomiclimdamentalsofRussiaandotherfactorswhichmightbave 

affectedtheRussiancrisisinl998Throughinvestigatingthehmdamen1als,wefbundlhattheAsian 

crisisdidnotcausetheRussiancrisisdirectly,butledtomultipleequuibria､１，１９９５，theRussian 

governmenMnordertofinanceitsbudgeIdencits,begantoissueIargeamountsofshort-termbonds 

andtoderegulatetheassetmarkeLYet,asassetpricesintheemengingmarkｅｔｓａｒｅｃｏ｢relatedtoone 

anotheEthereisastrongpossibilily【hattheRussianeconomywasa舵ctedbythoseemerging

market,sasseldeHati０，.ItisthuscvidentlhaIlheAsiancrisismayhavchadaneffectontheRussian 

economy． 

１．Introduction 

ThispaperanalyzestheeconomicfundamentalsofRussiaandotherfactorswhich 

mighthavebroughtontheRussiancrisisinl998・ltispossibletoconcludethatfailuresin

Russiangovemmentpolicyledthecrisis，sincethegovemlnentfacedvariousproblems： 

politicalinstability；theftliluretoprivatizestate-ownedcompanies；andbudgetdeficits、

Whiletheeconomicconditionlswhichaffecttheexchangeraに,i､e､,thefUndamentals,were

weak,theydonotappeartohavesuddenlyworsenedbeforethecrisis,becausethedeterio-

rationofthefUndamentalshadbeentakingplaceasalong-termprocess・TherefOre，we

mustverifynotonlythefUndamentalsbutalsootherfactors[oclarilywhythecrisis 
occurredｉｎ１９９８． 

Currently，theideathatthcrewascontagionefl1ectsofthelinancialcrisesisvery 

popularlntheAsiancrisis､thefactthatanumberofAsiancountriescollapsedshowsthe 

possibilitythatthereweresuchcontagioneffects・IfthcRussianeconomyplummeted
becauseofthecontagioneffects,thentherootsof[heeffectsmustbeidentiliable・Inother

words,weneedtoinvestigateconcretelyhowtheRussiancrisiswasafYectedbytheAsian 
crls1s・

IthasbeensuggestedthattheconlagioneffeclintheAsiancrisistookplaceasfbllows、

First,therewasaspillovereffectoftradelnacountrywithalargeamountofbilatcraltrade 
withacrisis-hitcountryorwhichisanexportcompetitorofsuchacountry,adevaluationof 

othercountry，scurrencycausesadcteriorationofexports､Thisleadstoacurrentaccount 

＊TheaulhorwouldliketothankMasayoshiTsurumi,TnkcshiUcsakaandanonymousrefcrcesIbrhclpfUl 
commenls・AIlremainingerTorsareminc．

＊＊DivisionofSocialScienccs・HosciUniversilyGraduaにSchooLTokyo、Japan、E-mail：
hgunji＠mLlama､hosci､acjp 
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deHcitandthencontagionoccursinthefbrmofcompc1itivedevaluationHowever,inthe 
caseofRussia,tradeandexporIcompetilionwithAsiancountrieswasrelativelysmalＬＡｓ 
ｓｈｏｗｎｉｎｓｅｃｔｉｏｎ４,the正wereafewsignalsofcrisisinthelinancialsectors,butnotinthe
realeconomicsectorbTherefore,thelipillovereffecldidnotreachRussia・

Asecondinterpretationisthalcontagioniscausedbyhavingcommoncreditors・When

acounlrysharesacreditorwi(hacrisis-hitcoumry,thecreditormayrepa(riatethecapital 
hommanycountriesinordertoavoidcapitalshorUt１１１s，socontagionmayoccur・The
RussianeconomywaslargclylinancedbyGemlanbanks・Otheremergingmarketcountries
whichsharedthesamecredilorswel.e,fOrinstance,Greece,Portugal,andTnrkey､Onthe 
othcrhand，themostimporIanlcredilorcounlryinEastAsiawasJapanThoughma､y 
Germanbanksrepatriatedlargea、ountsofcapitalfromAsiancountries，itisdiflicultto

completelyexplainthecontagionlTomAsiatoRussiausingthecommoncreditorapproach 
Athi｢dinterpretation,whichispresentedbythispaper,isthattheinternationalcorTe-

lationofassetpricescausedlhecontagioneffecLMostofthecountriesthatcollapsedearly 
onexperiencedacurrencycrisis，bankingcrisis，andasse（marketcrisissimultaneously， 
Moreove】Gtheseassetmarke(crisesoccunPedinmanycountriesatthesametime・Thismay
suggestthatalloftheinternationalinvestorswereinthesameposition,leading[oahuge 
anduniIateralmovementofcａｐｉｔａＬＴｈｉｓｍａｙｂｅＩｈｅｒｅａｓｏｎｗｈｙａｎumberofcountries 
collapsedsimultaneously・

Thispaperdemonstrates[hatthethirdapproachissuitabletodescribethecontagion 
effects・WeLlsethethirdhypolhesisloanalyzetheconmgioneffectsfromAsiatoRussiaand
LatinAmericancountries・Yel,thcseeffectsalonemighlnolhavebeentheonlycauseofthe
crises.ThedeteriorationofRussia，sfUndamentalsappearstohaveconmbutedtothecrisis 

theresincetheywerenotstrongenoughtopreven（theeconomyfiPomspeculativeattacks・
ThissupportsDesai(2000)whostressestheexogenousfactorsofthecrisisaswelIasthe 
weakflIndamentals、

ThekeydistinguishingfeaturesofthispaperareasfOllows・The6rstisitstheoretical
analysisoftheeffectofthespeedofthedeteriorationineconomicfUndamentals・Asnoted

bymuchoftheliterature,[hedeteriorationoffUndamentalscaninvitespeculativeattacks・
HoweveEaslowdeteriorationofthefilndamentalscausesnotonlythetimingofattacktobe 
slowerbutalsoleadstoalalgevarianceofthetimingwhichmakesspeculationsｓｅｌｆ 
fillfilling､Thus,theRussiancrisismighthavebeenselfLfUllilingbecausethefilndamentals 
deterioratedslowly・

ThesecondisthatweestimatestatisticalIywhethcrornottheRussiaｎｅｃｏｎｏｍｙ，s 
conditions,i,e､,thefUndamentals,wereaggravatedbefbrethecrisisPreviousstudiesonthe 

Russiancrisishavelimitedthemselvestojustsurveyingsomedataontheeconomy,but 
havenottriedtodetermineifthefUndamentalsinthepre-crisisperiodwerestatistically 
differentfromthatofanormalperiodOurempiricalanalysisshowsthatthefimdamentals 

inthepre-crisisperioｄｗｅｒｅｎｏｔｉnparticularlypoorshape,andthatmostmarketpartici-
pantsdidnotcarryoutattacksbecauseofbadiimdamentals・

Ourthirdcontributionistoshowevidenceofacontagioneffectthroughassetmarkets 
The6mTyofpapersaboutthecontagione舵ctsoftheAsiancriseshasonlyshedlighton
trade-basedorbank-inducedcontagionHowever，particularlyintheRussiancrisis，the 
contagioneffectsthroughassetmarketsappeartohavebeenthemostimportantcauseofthe 
crisislnordertoclarifythis､thispaperexaminesthisquestionempiricaⅡyandtheolCti-
cally 

Theremainderofthispaperisorganizedasfollows:Section2surveysthechronology 
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oftheRussiancrisis;Section3presentsasimplemode1whichexplainsthevarianceofthe 
timingofspecuIativeattacksdependingonthedeteriorationoffimdamentals;inSection4， 

weinvestigateRussia，sfUndamentalsstatistically；Section5demonstratesthepossibility 
thattheAsiancrisisaffectedRussiaandLatinAmericancountriesthoughassetmarkets； 
andSection6givestheconclusion． 

2．Chronology 

InOctoberl997,theAsiancrisiserupted,actingasthestartofthedestabilizationof 
Russia，sfinancialmarkeLRussia,sconditionworsenedwiththeworld-widefallofoil 

pricesinthebeginningofl998・Thedamagesufferedbytheoilindustry,oneoftheRussia,s
mostimportanteconomicsectors，ｌｅｄnotonlytocontractionsofexports，butalsotoa 
contractionofgovernmentrevenues､Asthebudgetdeficitdeepened,itbecameappalent 
thatbeavydamagetotheRussiangovemmentwasunavoidable,andmarketparticipants， 
losingconftlenceintheRussianeconomy,begantolepatriatelargeamountsofcapitaLAt 
thesametime,thepricesofstocksandshort-termsovereignbonds,seeminglyasaTesultof 
pensionfimdsoftheUnitedStates，fellsharply・Ｉｎｔｈｅｅｎｄ，causingthecollapseofthe
RussianfinancialmarkeL 

InMarchofl998,thepresidentBorisYeltsinreplacedprimeministerSelgeiKiriyenko 
byVictorChemomyrdinlnMaｙｏｆｔｈｅｓａｍｅｙｅａｒ，tunnoilinthecoalindustryandthe 
hailuretosellstate-IcgulatedoilcompanycausedpoliticalandeconomicproblemslnJune， 
theruble,theRussiancurrency,startedtograduallydepreciatealongwithstockandbond 
prices､AlthoughGDPgrewinthepreviousyear,thegovernmenthadtotightenitsmonetary 
policybecauseoftheoccurrencesofl998・AsaresulLonJune27theofficialdiscountrate

rosetol50percentperannumandthegovernmentissuedanemelgencyonebillionU・S
dollarsofsovereignbondsdenominatedindollars,inordertorepaythebondsdenominated 
inrubles、

Ｔｂdealwiththefinancialturmoilandexternaldebtlcpaymentproblems,intheendof 
Julyl998thelnternationalMonetaryFund(IMF)lent48billiondollarstoRussia・Al-

thoughthishelpedtostabilizetheeconomyfbrashortperiod,stockpricesfellagainshaIpｌｙ 
ｏｎＡｕｇｕｓｔｌ３，］998,causingthesuspensionofallstockexchangetransactions､OnAugust 
l7,thegovemmentandthecentralbankissuedajointstatementonthestateofthedevalu-

ationoftherubleanddeclaringamoratorlumonextemaldebLInconclusion,onSeptember 
3,thecentralbankof(iciallydeclaredtheabandonmentoftheexchangerateband,leading 
toafnrtherfalloftherubleandacollapseofthemarkeLI 

3．AMinimalModel 

Seemingly，thefailureofgovemmentpolicywasthecauseoftheRussiancrisis・

Shiobara(1999),fbrexample,emphasizesthatitwasafailureoffiscalpolicy,becauseof 
thehugesizeofthebudgetdeficitandsovereignbonds､Similarly,Iwata（1999)suggests 
thatthebudgetdeficitwaswhatdifferentiatedRussiamostclearlyfromtheAsiancrisis 
countries・Iftheyareright,theRussianeconomy，scollapsewascausedbybadfUndamen-
tals、

However,Russia，sgovemmentpolicieswerebasedonthemnningofbudgetdeficits 
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andonincreasingdomesticcredit,botbofwhichhavelongtermeffectsontheeconomy・
Fbrinstance,Desai(2000)explainsthatthemostimportantfklctorbehindthecrisiswas 

``exogenousfactors,，，ｅ､9.,theAsiancrisis,eveninspiteoftheweaknessesinfimdamentals・

AfnrtherexaminationofthefUndamentalsisnecessarytounlockthetruecharacteristicsof 

theRussianeconomy，sdeterioration 

WhyarethefUndamentalsofcountryincrisismeferredtowhenweanalyzespeculative 
attacksagainstacurTcncy？Thereasonisthattheoriesofcurrencycrisisinterpretthe 
fiJndamentalsasfOIICWS・IngeneraLtheoriesofculTencycrisiscanbedividedintotwo

models・Oneistheso-callediirstgenerationmodeLwhichpresentsthedeteriorationof

fUndamentalsascausinganabandonmentofthefixedexchangerateregime・ZFOrinstance，

ifagovemmentcontinuestorunapolicyunderwhichinternationalreservesarefinally 
depleted,speculatorswillstartanattacktomakecapitalgains， 

TheotheristhesecondgenerationmodeLwhichsupposesthatthereisuncertainty 

overwhetheracrisiswilloccur(i､ｅ,badequilibrium)ｏｒnot(i､e､,goodequilibrium)ifa 

monetaryauthoritydoesnothavesufficientinternationalreservestointerveneinthefOreign 
exchangemarketand/orhasanincentivetoabandonintervention3Whenmultipleequilib-
riaexist,thequestionofwhichoncisreacheddependsontheselfLlillfillingexpectationsof 

speculatorslnotherwords,ifspeculatorsexpectthatacrisiswilloccur,theywillbeginan 

attack,eventuallycausingacrisiseventhougbitsfUndamentalsarenotweakenoughto 

justifythedevaluation 
Theremainderofthissectionshowsthatvarianceoftimingofcrisisislargerwhen 

limdamentalsdeterioratemoderately､ＷｅｅｘｔｅｎｄＦｌｏｏｄａｎｄGarber，ｓ（1984）modeland 

assumeasmallopeneconomyasfOllows： 

’"ｉ－ハー仰１－〃,，（１）
ｐ,＝3,＋ｐ＊， （２） 

ｊ,＝ｉ*＋j;，（３） 

Ｍ１＝Ｄｌ－Ｒ,， （４） 

、,＝｣ｕＤ,， （５） 

ｗhe1℃(1)istheequilibriumfimctioninthemoneymarket;(2)ispurchasingpowerparity； 
(3)isinterestrateparity;(4)isthecentralbank，sbalancesheet;ａｎｄ(5)isthechangeof 

domesticcrcdit､Ineachequation，Ｍ〔denotesthemonetarybase;Ｄ,domesticｃ1℃｡it;RI

fblCignreserve;p1pricelevel;ｙoutputlevel(constant);s1exchangerate;jfexpectedrateof 

changeoftheexchangerate；ａｎｄ似theconstantrateofincreaseofchangeofdomestic
c1℃dit・Lowercaselettersrepresentnaturallogarithms,exceptfOrinterestrates,andaster-

isksconstantvariablesoffbreigncountryForsimplicity,weassumethatyisconstantand 

p＊iszerO 

lftheexchangerateisnxed,ｔｈｅｎｊｆ＝Ｏａｎｄｔｈｅｇｏｖｅｍｍｅｎｔｈａｓｔｏｋｅｅｐｔｈｅｍｏney 

supplyconstanttohxtheparity,Ｌｅ.,〃ﾙｰﾉ"(昨Substimting(2)ａｎｄ(3)into(1),ｗｅｈａｖｅ

ｓＦ'x＝'''0-0y＋ﾉu*． （６） 

ThegovernmentraisesdomesticclCditgradually,i､e､,。｝＝似r＋dbfrom(5)Specula-

torsexpectthatifitisHoated,theexchangeratewilldep正ciateattherateofdeteriorationof
thefUndamentals,似.Moreover"ルーdibecausethegovemmentdoesnothavetointervenein
theexchangemarket・Thus,combining(1)ｔｏ(3)weattaintheshadowexchangerata

s”DOW＝且!＋`A)＋Ｍ－ｐｙ＋ﾊﾉ*＋e,， （７） 
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whereCldenotestheuncertaintyoftheshadowexchangerateandij・ｄｗｉｔｈｍｅａｎｚｅｒｏａｎｄ
ｖａｎａｎｃｅＯ２・

ｏｎ［heotherhand，speculatorsattempttoobtainopportunitiesfOrarbitrage，which 
dependsonthedifTerencebetweenthelixedrateandtheshadowHoatingexchangerate,the 
rate“ｗｈｉｃｈｗouldmaterializeifthefixedexchangeratecollapsed，，（FloodandGarber 

(1984)）Iftheysucceedinanattackagainstthelixedrale,speculatorscansellthecuITency 
attheshadowexchangerate,Letfbethetimingoftheattack・Arepresentativespeculator，s
profitperunitofspeculationcanberepresentedasfbllows： 

巧＝ｓｊｙｗｗ－ｓ噸． （８） 

Ｌｅｍｍａｌｳﾞﾉﾉ１２J/b花ｉ８〃exc/zα"ge",α,kai“o"Zpe"/八,e,/he〃妬＝０．

P'Ｄｑ/：ThisLemmaisderivedbybackwardinductionJWhentheexchangerateispegged 
and7Tr＞０，itispossiblefbrspeculatorstomakecapitalgainsbyseIlingthecumency， 
wheにasthereisnoroomfOrarbitrageaftertheHoatingregimebeginsTherefbreeach

speculatorseekstoattackearlierthanhiscompetitors・Thisbehaviorhastensthetimingof
theattacklntheend,theequation,兀グー０，comestrue,■

Inotherwords,thespeculativeattackendsatthetimewhentheshadowexchangerate 
correspondswiththefixedrate・Supposethatspeculatorsarenotabletoknowtheshadow

exchangeratecompletely・

Propositionl刀leexﾉﾌﾞecredlj"ｌｊ,180ﾉﾉﾉ,ａＷａ,ﾉα",′eα'ｍｃＡｊｓ

Ｅ(/)＝〃Ｉｏ－ｄｂ－入． （９） 
ｌｕ 

P'ＤｑｆＡｓ函＝０，sF（isequal[OSSﾉﾙMD0w・Therefbrethetimingofthespeculativeat[ackis
determined.■ 

Equation(9)showsthatthetimingofthespeculativeattackisrelatedtothedeteriora-
tionoflimdamentals､ThefUndamentalwhichexogenouslydeterioratesinthismode］is 

domesticcredit,anditsrateofdeteriorationis似.Ｔｈｅｈｉｇｈｅｒｕ,theearlierthetimingof
attackWhilethisimportantresulthasbeennotedbyalargenumberofpapers，wehave 
derivedthefollowingpropositionfTomthesecondmomenlofthetiming、

Proposition2刀lel'αがα"ceq/r/Ie〃'"illgq/SPCα(/、〃eα"αcAj"c”Qsesas似declでase＆

P”『h……山｡timingohh……ﾊﾞｸﾞ)=(そ)■
Ｉｆｏｉｓｇｉｖｅｎ,thentheslowerthedeteriorationofthefUndamentals,ﾉU,ｔｈｅlalgerthe 

varianceofthetimingofthespecula1iveattacklnsholt,thetimingmaydependlalEelyon 
selfLfUllillingexpectationofspeculatorsand/orexternalshocks・

Accordingtothisproposition,Ihcmoremoderatethedeteriorationofthefimdamen-

tals,thelargerthevarianccinthetimingofcrisisJnotherwords,anexogenousshockmay 
afiectthepossibilityoftheonsetofcrisis・Amoderatedeteriorationoffundamentalsalso

meansthatthegovemmentmightbeabletochangeitspolicyinthefUturcThus,confining 
theblametofailuresofgovemmentpolicymayleadtoincolTectconclusionsandtodisre-
gardfOrtheotherfactorofthccrisis,ｉ､e､,exlemalshocks． 
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4．Russia，sFundamentals 

IfthefUndamentalshaddeteriomtedsignilicandyinthepre-crisisperiod，market 

participantswouldhadtransactedatanappropriatevalueofthecurrencyintheforeign 
exchangemarketandtheRussianeconomymighIhavecollapsedbyi[selfOntheother 

hand,ifthefUndamentalshadnotdcleriorated,theexchangeratewouldhavedepleciated 

excessivelyasaresultoftheselffulfillingexpecIationsoftheparticipants・Thus,wemust

estimatewhetherornotthciimdamcnIalswereweakduringthepre-crisisperiodPrior 

attemptstoinvestigatetheRussiancrisishavebecninconclusivebecauseofthelackof 

empiricalanalysis・Inthissection,wewouldliketoexaminewhetherRussia，sfUndamen-

talsandselffuInllingexpectationsshouldhavechanged， 

Tbcomparethepre-crisistothetranquilperiod,weuseaX2-lestusingsamplevari-
ancesofsomevariablesinthepre-crisisperiod,andtestthefbllowingstatistic('0-1)`2/O;， 
whereOiisthevarianceinthetranquilperiod,s2isthesamplevarianceofavariableinthe 
pre-crisisperiod,and〃isthesampleperiodThisestimatordependsonX2("－１).Thenull
hypothesis,inwhichthewlrianceoffundamentalsduringthetranquilperiodisthesameas 

thatduringthepre-crisisperiod,ｉｅ.,Ｈｏ:Ｃ２＝｡;,andthealternativehypothesis,inwhich 
thevarianceoflimdamentalsdurillgIhetranquilperiodislargerthanthatduringthepre-
crisisperiod,Ｌe､,Ｈ１:ｏ２＞Ｃ;,arees【imated

FortheRussiancrisis,weassumeIhatthetranquiIperioｄｗａｓｆＴｏｍＪｕｎｅｌ９９５ｔｏＪｕｌｙ 

ｌ９97.5Thepre-crisisperiodincludessixmonths,anditisnecessalytovarythebeginning 

monthovertwoofeightmonths(fromJunel997toFebruaryl998)lfthenullhypothesis 

isrGjected,thefUndamenmlsinthepre-crisisperiodmighthavebeenvolatileincomparison 
withthetranquilperiod・AslbrfUlldnmcntals,wetcstfOreign妃serves,ＧＤＰgrowth,M2to

foreignreserveratio,realexchangemtc(RER),ｂａｎｋlendingtoGDRmoneymarketrate 

(ＭＭＲate),currentaccounttoGDRandbudgelde6cittoGDPLWeusethedatafiPom 
ｍｊｅｍａｒｊｏ"α/例"α"ｃｉａｌＳ'α『ｉｓ"Cs,ＩＭＦＴｈｅｒｅｓｕｌｔｓａｒｅｓｈｏｗｎｉｎＴｎｂｌｅ１．

4.1ForeigmReservesandM2toFbreignReserveRatio 

Themonetalyauthorityintervenesinexchangemarke[sinordertomaintainthepanty 
ofthecurrency・ItgraduallyusesfOreignreservesfOrthispurpose・Whenaundesirable

shockoccursinaneconomyoranexchangemarkelandtheexchangeratedeplcciates,the 

monetaryauthoritysellsitsfOreignreservessoastopreventtheparityagainstspeculative 

attacks・Ｙｅｔ,speculatorsattackthecurrenciesofcountriesthathavefewfb妃ignreserves，

andcausethecurTenciestodepreciateseekingopportunitieslbrarbitrage・Inshort,specula-
tiveattacksoccurwhenfbreignrescrvesdecreasetotheminimumlevelwheretheparitycan 
bedefended 

MoICover,themoreliquidcapilalthercis､thehigherthepossibilityoftheoccurrence 

ofaculTencycrisis､Hence,theM2tofOreignreserveratioisusuallyusedasanindexof 

intemationalliquidity､AsfarasRussiaisconcemed,theratiocouldbedefinedastheshort‐ 
termdebttoreserveratio,becausetheM2tofOreignreserveratioandshort-termdebtto 

reserveratiomovedinparaIleltooneanotheⅨIwata(1999)suggeststhat[heM2toreserve 

ratiogrcwinthepre-crisisperiodHowever,Ｔｎｂｌｃｌｄemonstratesthatinthel2-monthpre-

crisisperiod(fromAugustl997toJanuaryl998),thevarianceoffblcignrcserveandM2to 
reserveratiowassignilicantlydifferentfromthevarianceinthetranquilperiod，while 
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neithervariablewassignilicanlq/ie（hisperiodlnotherwords,tbeindicatorsdidnotmove 

abnormallyinthepre-crisisperiod,ｓｏｔｈｅｙｃｏｕｌｄｎｏｔｈａｖｅｂｅｅｎｕｓｅｄｔopredictthecrisis 
exactly． 

4.2GDPGrowth 

Accordingtoequation(1)ofsection3Joweroutputleadstolowerdemandfbrmoney， 
whichcausesadepreciationoftheCurrency・Inemergingmarkets,moreoveEcapitalmay
HowoutofthecountIyandtheexchangeratemaydepreciatewhenintemationalinvestors 

expectthatGDPwillfallandthelCisaprobabilityofdefaulLInl997,realGDPgrowthwas 
O4percentandmarketparticipantsexpectedeconomicgrowthinthefUture,causingthe 
demandfbrRussianassetstoincrease 

lnspiteoftheoccurrenceoftheAsiancrisisandtheoilturmoiLnoincreascinthe 

volatiliｔｙｏｆＧＤＰｇｒｏｗｔｈｃａｎｂｅｓｅｅｎｉｎＴａｂｌｅｌ、ThelEwasaslightchangeeightmonths
befbrethecrisis,butthevariancewasnoIsignilicanLThismeansthattheindicatorwasnot 
correlatedwiththecollapseoftherubleinl998． 

4.3RealExchangeRate 

Shiobara(1999)suggeststhattherealexchangeratehadbeenundervaluedinthelong 
run.Tnble2representsthedifferencesbetweenthepumhasingpowerparity(PPP)andthe 
exchangerate・Ｉｎｔｈｅｂｅｇｉｎｎｉｎｇｏｆ１９９０，s，therublewasundervalued・TherefOre，the

govemmentpursuedpoliciestoraisetheparityoftheruble・Thisimpliesthatpolicymade
therealexchangeratestable・Tablelalsodemonstratesthatthe「ealexchangerateisnot
statisticallysignificantandthendoesnolgivethesigntothecrisis． 

4.4ＢａｎｋＬｅｎｄｉｎｇ 

Ａｌａｒｇｅａｍｏｕｎｔｏｆｂａｎｋｌendingandnon-perfOrmingloansinthedomesticmarkct 
couldhaveledtoahighpossibilityofdefklultondebtfiPominternationalfinancialmarkets． 

Tnblel・Russia,sFomdamentaIs
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Moleover,ifamonetaryauthorityprovidesenormousamountsofdomesticcreditｔｏｂａｉｌ 

ｂａｎｋｓｏｕＬｔｈｉｓｃａｎｂｒｅａｋｔｈｅｂalancebetweenmoneysupplyanddemand，Ieadingtoa 

depreciationfOtheexchangerate・AsSachs・TbmellandVelasco(1996)suggested,mostof
thecountrieswhoseeconomiescollapsedexperienccdsuchasituation・

Theeffectofbanklendingissignincantintheeight-monthpre-crisisperiod,butnotin 

thesix-monthperiodimmediatelybefOretheRussiancrisis，However,duetotheweak 

developmentofthefinancialsector,itwasdifficulttopredictthecrisisusingbankingsector 
variables・Privatization,ｉｎparticular,causeddistortionsinthefinancialsectorlntheAsian
crisis,bankingcrisesledtocurrencycriseswhileintheRussiancase,thecurrencycrisisled 
tothebankingcrisis・Ｔｂｂｅｍｏｒｅｐ爬cise,thebankingcrisisocculT℃ｄａｓａ妃sultofincreases
inexternaldebtfOllowingthedcpreciationoftheruble,butthebankingcrisisdidnotitself 

leadtocapitalHighth｢omthecountryatthetimeofthecrisis・TherefOre,itisdifficultto
explainthecrisisusingthebankingsectorindicators． 

4.5CurrentAccount 

Whenthemonetaryauthorilyseekstostabilizetheexchangerateinaperiodofcurrent 
accountde6cits,thebalanceofpaymentshavetobeadiustedbyadepreciationoftheparity 
unlesstheauthorityintervenesinthemarketusingitsforeignresewes・Thus,thecurTent
accountdeficitisgenerallyregardedasanimportanlindicatorofculTencycrisisbecauseit 
affectseitherthefO1℃ignreservesofthemonetaryauthorityortheexchangerate， 

InthecaseofRussia,thecurrentaccountwasnotdeterioratinginthelongrun;rather 

therewasaslightsurplusCavriIenkov(1999)suggeststhatthedepreciationadjustedthe 
deficiLIfthisistrue,varlanceinthecu汀entaccountduringthepre-crisisperiodshouldhave

beendiffeにntfi｢omthatduringthetranquilperiodAｓｓｈｏｗｎｉｎＴｎｂｌｅｌ，however,itwasnot

significantovertimelntheAsiancrisis,theaffectedcountrieshadcurrcntaccountdeIicits， 
thoughrecentempiricalpapersconcludethatcurrentaccountsdonotsignilicantlyaffect 
crises､6Therefbre,thisseemsthatitdidnotplayanimpoltantroleinRussia，scrisis・Atthe

sametime，thebudgetdeficit，seffectisnotsignificantovertiｍｅ，ａｓｓｈｏｗｎｉｎＴ１ａｂｌｅＬ 
Lookingatitoverthelongterm,italsofailedtoprovideasignoftheoncomingcrisis． 

4.6UnanticipatedCrisis 

ltisimportanttonotethatthemostvolatileperiodwastheperiodfOllowingtheAsian 
crisis・AstheAsiancrisisstartedtoaffecttheRussianeconomy,itsfOreignreservesde-

creaseddramatically・However,statisticallyspeaking,theRussianeconomyseemstohave
reＣＯveredorstabilized,showingnosignsoffUrtherdetcrioration 

T1able3showsthecreditmtingsofRussiandebtduringthepre-crisisandpost-crisis 

period・Theratingsinthetwomonthsafterthecrisisweredefaultgrade・Moody，s,Fitch
IBCAandS＆PdowngradedtheratingsonAugustl3,ｌ４ａｎｄｌ７ｒｅｓｐectively7Thejoint 
statementwhichtriggeredlhecrisiswasdeclarｅｄｏｎＡｕｇｕｓｔｌ７，andtherefbretheratings 

Tnble3、CreditRatings

Jｕｎｅｌ９９８ｏｃＬｌ９９８ 

Ｂ３ 

ＣＣＣ－ 

ＣＣＣ 

ｌ
＋
Ｂ
 

Ｂ
Ｂ
Ｂ
 

Moody，ｓ 
Ｓ＆Ｐ 

ＦｉｌｃｈｌＢＣＡ 

Sourcc：ＩＭＦ､１MＷ(/丘o"(〕"li(･ＯＭﾉﾉ〔)()A･’９９８．
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werenotchangeduntilthestartofthecrisis8Thisimpliesthattheratingcompanieswere 
notabletopredictthecrisiseither,andthespeculativeattackwasmoreseverethanex-

pectedOnefamousinvestor,whohadinsistedonadevaluationoftherubleafewmonths 

befOre,alsosuHeredlalgecapita1losses・

However,itishardtoconcludethattheRussiancrisiswasnotcausedbybadfUnda-

mentalsTheeconomywasinmultipleequilibria,andthuswasvulnerabletospeculative 
pressures・Gavrilenkov（1999)suggeststhat"linancialcrisisinSouth-EasternAsiaandfall

intheenelgypricescouldonlyspeedupthecollapseofstabilizationinRussia.，，Yet,the 

evidenceshowsthatspeculatorswereunabletopinpoin(thetimingofthecrisisbecausethe 

deteriorationofthefimdamentaIｓｗａｓｎｏｔｏｎｌysteadybutalsomoderateProposition2of 
thelastsectionisconsistentwithsuchasituation 

TheRussiancrisisoccurredinaperiodwhenthefaIIofoilpriceshadnotyetsignincantly 
affectedtheGDPandothersignals・Thisimpliesthattherewereothershocks,asinvesti-

gatedabove・AsMasson(1999)pointsout,acountrywheremultipleequilibriaexistscanbe
affectedbyashockoccurringelsewhere9Whatshockoccurredintherecentcrises？Inthe 

nextsection,weshallshowthattheparallelmovementofassetpricesinemelgingmarkets 
ledtothecontagionfiPomAsiatoRussiaandLatinAmerica． 

5．ContagionthroughAssetMarkets 

lnRussia,ruble-denominateddiscountinstruments（ＧＫＯｓ）andmble-denominated 

couponbonds（OFZs）begantobeissuedhoml995inordertoiinancealalgebudget 
deficitlnl996-97,fUrthermore,deregulationofthennancialmarketbegan,andthegov-
ernmentgavepennissiontononresidentstopurchaseshort-termbondsinJanuaryl996・
Tklble4showstheshort-termdebttofOreignreserveratio・Incountrieswherethisratiois

greaterthanLthevulnerabilitytocapitaloutHowishighTherefb1℃,theshort-termdebtto 

fbreignreseｒｖｅｒａｔｉｏｉｓｏｆｔｅｎｕｓｅｄａｓａｎｉｎｄｅｘｏｆinternationalliquidity・InparticulaLthe
ratioinRussiawaslargerthanthatofothercountnes,soitispossiblethatshort-termcapital 
wasbeingrepatriated・Actually,atthebeginningofl998，marketanalystssuggestedthat

TmbIe4･Short-termDebtandForeigmReseｍｅｓ 

Short-melTTlDcbl/Reserves 
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about70billiondollarsinshort‐にrmsovereignbondshadbeenissuedandthatnonresidents
heldabout30percent・InstitutionalinvestorsfiPomtheUnitedStatesandKoreaseemedto

leadbroadattacksagainstthebondmarkets・

However,thefallofbondandstockpriceswasduenoIonlytodoubtsaboutRussia，s 

fUndamentalsbutalsotothecontagioneffectlTomAsiancountries・ＩｎＭａｙｌ９９８，the
lndonesianpoliticalsituationandeconomyworsenedandanatmosphereofcrisisgrewin 
emergingmarketsJtledtocontagiontoRussia,whoseassetpriceswerestronglycorrelated 
tothoseinAsia 

THble5showsthecorrelationcoef6cientsbetweenstockpricesinRussia,Asia,and 
LatinAmericancountries・Russianstockpricesarestronglycorrelatedbothwiththosein
AsiaandLatinAmericalnparticular,thecorTelationwithlndonesiaissoclosethatco-

movementsofstockpricescouldhavecausedcontagioneffecLItispossibletoarguethat 
theRussiancrisisfbllowedthelndonesianturbulence・Althoughthecorldationofvaluesin

AsiaagainstArgentina,BraziLandChilearealsohigh,itismorenaturaltointelpretthatthe 
LatinAmericancountrieswereaffectedratherbyRussia,sincelndonesiaplayedanimpo腰
tantroleinthecontagion・InthecontagioneffectwhichstartedfmmAsia,thefallofasset

pricesspreadthroughlheeconomieswherethereweremultipleequilibria,andthecrises 
started・

ComparingT1ables4and5clariiiestherelationbetweenmuItipleequilibriaandconta-

gioneffect・TUble4showsthattheAsiancountrlessufferedmoreseriouslyfi･omspeculative
attacksthansomeLatinAmericancountriesdidBrazil，scrisisoccurredbecausethecolTe-

lationwithRussia,ａｓｓｈｏｗｎｉｎＴ１ａｂｌｅ５,washighTheintemationalliquidityratioofBrazil， 
asshowninTnble4wasnothigherthanlbutrelativelyhigherthantheothercountries,and 

somestudiessuggestthatitworsenedloOntheotherhand,Chile,whosecolTelationcoeffi-

cientwasalsohigh,didnotcollapseasithadsuflicientinternationalliquidity・The1℃fbre，

intemationalilliquidityleadstoacountryhavingmultipleequilibria,andthenachangein 
selffillfillingexpectationscanbecausedbyaco-movementofassetpnces・

Ｉｎｓｕｍ,Table4and5plCsentthefOllowingfactsaboutthecrisesinl997-98､Initially， 
theThaicrisisspreadtootherAsiancountrieswhichwereinintemationalilliquidityand 
hadalclationshiptoThaiassetmarkets・Thecontagioneffect1℃achedRussia,astheirasset

priceswelcにlatedtothoseofIndonesia､AsassetpricesinLatinAmencancountneswere

TnbIe5・CorrelationofStockPriceS
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affectedbytheRussiancrisis，thosewithoutsufficientliquiditybegantofallintocrisis・
ＡｌthoughthesecriseswereduetothedeteriorationofotherfUndamemals,theimportant 
factorswerebothintemationalliquidityandthecomelationofassetpnces、

InRussia，thederegulationofstockandshort-tennbondmarketstononresidents 

startedinl995・Ｔｈｅｐｕｒｐｏｓｅｗａｓｔｏａｌｌｏｗｔｈｅｇｏｖｅｍｍｅnttopursueitsexchangerate
regimewithoutanycontagion,ashappenedduringthel994Mexicocrisis,“tequilaeffect.,， 
However,theensuingliberalizationofcapitalmovememscausedtheoppositereaction,and 
madctheRussianeconomyvulnerabletocrisis・Thecontinuingdetenorationofthebudget
dehcitledthegovemmenttolooktowardoverseaslinalucing・Infact,afterthedelCgulation，
thegovemmentmostlyreliedonsovereignbondstolinanceitsdeficits､ThelBafter,there 

wasnocapitalcontrolonnonresidentsuntilthejointstatementofAugustl998・nwas
therefOreassetmarketsthatledtothecontagionelfectaswellastothemultipleequilibria・
Theliberalizationofintemationalcapitalmovementswasprematuregiventheexistenceof 
badfimdamentalsandinsuflicientfbreignにserves．

6．Conclusion 

ThecontagionfromAsiatoRussiawasduetoacorrelationofassetpricesratherthan 
toatradespilloveroroneofinternationalbanklending・Emergingmarketbondsareoften
usedasanopportunitytodistributeportfbliorisks，toinvestorsinindustrialcountries・

Therefbre,iftheassetpricesofacounIryfall,othercountries，assetswhosepricemovesin 
parallelaresoldinordertoavoidcapitallosses・

InRussia，thecontinuingdeteriorationoffUndamentalscausedtheemergenceof 
multipleequilibriaandincreasedtheeconomy，ssensitivitytotheassetpricesofother 
emergingmarkets､TheAsiancrisisaffectedtheRussianeconomythroughassetmarkets， 
andthiseffectspreadfUrthertoLatinAmericancountries・Thisimpliesthatitwasa
contagioneffectthroughassetmarketsthatplayedthecriticalroleintheseemelgingmarket 
crises・Assetpricecorrelationsbetweencountriesinmultipleequilibriaallowacrisisinone
countrytojumptoanother、

Themostremarkablefeatu1℃oflheRussiancrisisisthatitoccurredduetoseveral 

fnctorsdemonstratedbycurrencycrises:adeteriomtionoffimdamentals;multipleequilib-
riaandselffUHillingexpectations；herdingbehavior；financialliberalization；andasset 

marketcontagionlnparticular,thefactthatthemovementofassetpricescausescontagion 
betweencountriesinmu1[ipleequilibriamaydeepentheanalysisofcurlcncycrises 

Therealctwopolicyimplicationsofthis､First,acontinuousdeteriorationoffimda-

mentals,andespeciallyofinternationalliquidity,makesitdifficultfOragovernmenttopeg 
theexchangemte・Althoughinthel990，sthetheoryofselffulfillingcurTencycrises
attractedpublicattention,therearestillmanycrisesthatfitthefirstgenerationmodeLIn 
particulari、Russia，thelirstgcnerationmodelcouldhavepredictedsomefactorsofthe
crisis､Ontheotherhand,asymmetricinfOnnationcanleadtomultipleequilibria,inwhich 
nobodyknowswhenabadequilibriummayoccureveniftheeconomyisinagood 
equilibriumTherefbre,itisimportanttokeeptheinternationalliquidityratiolowinorder 
toavoidaselffUlfillingcrisis・

Second,thederegulationofcapitalmovementstononresidentsshouldbedoneplu-
dently・InRussia,therapidsaleofshoIFt-termsovereignbondsandstocksbynonresidents
triggeredthecrisis、Moreover,asassetpricestendｔｏｍｏｖｅｉｎａｐａｒａｌｌｅｌｗａｙｂｅｔｗｅｅｎ
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emergingmarkets,anassetdeHationinonecountlycancauseoneinothercountries・Itis

notuntiltherearegoodfUndamentalsandsufficientfO1℃ignreservesthatagovernmentis 

abletoderegulateitscapitalcontrolsTherefOre,ilmaybenecessaryfOremergingmarkets 

tocontrolcapitalinHowswhennecessary． 

Notes 

FormoredetaiLseeKharas,PintoandUlatov(2001)． 

SeeKrugman(1979)andF1oodandGarber(1984)． 
SeeObstfeId(1994)． 

SeeKrugman（1979)． 

ATnlgetzonewasintroducedinJulyｌ９９５ａｎｄａｃｒａｗｌｉｎｇｐｅｇｉｎＪｕｌｙｌ９９６・Thisimpliesthat

theeconomywascomparablystableinlhisperiod・
SeeFrankelandRose(1996)． 

S&P，sratingfOrlong-termdebtwasloweｒｅｄｏｎＡｕｇｕｓｔｌ７,buttheratingibrshort-termdebt 

wasnotmade,thoughthepricefellanerthat・

Thishasshedlightonlhediscussionthatnewssuchascreditralingscausescrises・SeeBaig

andGoldliljn(1998)andKaminskyandSchmuklcr(1999)fOrtheeH1ectsofnewsontheAsian 
crisis・SeealsoCalvo（l998and1999)andCalvoandMendoza(2000)．

Masson(1999)delinesilasツumpsbelweenmul[ipleequilibria.”
SeeRadaletandSachs（1999)． 
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