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Abstract

Analyses ofthe political economy of exchangate policy posit that firms and individuals in different
sectors of the economy have distinct policy attitudes toward the level and the stability of the exchange rate.
Most such approaches hypothesize that internatioexihosed firms prefer more stable currencies, and

that tradables producers prefer a relatively depreciated real exchange rate. Sensible as such expectations
may be, there are few direct empirical tests of them. We offer #gusd, crossnational evidencen

sectoral attitudes over the exchange rate. Usinglfireav e | data from the World Bantk
Environment Survey (WBES), we find systematic patterns linking sector of economic activity to exchange
rate policy positions. Owners and managersraid producing tradable goods prefer greater stability of the
exchange rate: in countries with a floating currency, manufacturers are more likely to report that the
exchange rate causes problems for their business. With respect to the level of the eratbamge find

that tradables produceisn particular manufacturers and export produéease more likely to be unhappy
following an appreciation of the real exchange rate than are firms htradables sectors (services and
construction). These findgs confirm theoretical expectations about the relationship between economic
position and currency policy preferences.
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Introduction

As in other areas of public policypgv e r n roleices of edchangerate policies
are conditioned by the preferences of their constituértte. nominal exchange rate
regime and the level of the real exchange catehave powerful effects on the private
sector, and economic agents want government policiesatat them.A government
thatignorsi t s c onst i taboatthd exchange cateilveomerunder pressure
to change course. Indeed, some of the most dramagias in the history anmécent
experiencef exchange rate policy have to do wilie preferences of social groups: how
they changed, conflict among them, how strong they are. The battle over gold in the late
nineteenth and early twentieth centuryhether in the United States in the 1890&
United Kingdom in 1925, or in Latin Ameri¢aroughout was largely about which
groups and sectors of the economy were likely to win, and lose, from being on the gold
standardHefeker 1995;Frieden 1997;Broz, 1997;Eichengreen1992;Simmons 1994)
So toodid the process of European monetaggration implicate powerful interests on
both sides of the issue, as it continues to do in the accession countries of Eastern and
Central Europe and the former Soviet Un{&rchengreen and Friedeh993;Frieden
2002) Modern currency crisesften kegin with agovernment immobilized by
contending demands to sustain a fixed rate and to defldkia and Marion 1997;
Frieden, Ghezzi and Stgia001;Leblang 2002) Devising a politically viable policy
response to exchangearket developmenisincluding real appreciations and attacks on
currencied has proved extraordinarily difficult for governments from Argentina to

Russia.



Just as it is importarior policymakers to address the attitudes of powerful
constituents toward the exchange rate, imigortant for scholars to understand what
these attitudeare and how they are expressé&tbnethelesghere is very little
systematic empirical work on tipelicy preferencesf major economic agentaVhile
papers by Collins and Giavazzi (199&krtner(1997),Gabel (1998)andScheve (2004)
address relateshacroeconomitopicsi differences in individuattitudes toward
inflation, theeurg andglobaleconomic integration there is little work that directly
addresses the exchange rate attitudes of business owners operating in different sectors of
the economy By contrast, there is a large body of work that exasseetoral and
factoralattitudes towardrade policy (Balistreri, 1997; Scheve and Slaughter, 2001;
Beaulieu, 2002; and Rodrik and Mayda, 2005

This paper explog#ta large crossational survey t he Wor |l d Banko6s
Business Environment Survey (WBES){tpto uncover the relationship between the
economic acvities of firms and theiowner®and managedsttitudes toward the

exchange rateThe survey tells us onlyne extent to whicleorporate respondents

Wo |

regarded the exchange rate as fia problem, 0 w

also know tle currency regime prevailing in the country at the time of the survey, the
level of the real exchange rate, and many things about the firms in question. By relating

the prevailing exchange rate policy and t

Apr mht eco the currency iIis perceived to be,

of attitudes toward the exchange rate.
We start with expectations from the theoretical literature on currency policy

preferences. With respect to the exchange rate regienexpect firms with substantial

he
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crossborder exposure to be particularly sensitive to currency volatility, and thus to be
more satisfied with a fixed exchange rate. With respect to the level of the real exchange
rate, we expect firms in the tradables sexto be more satisfied when the currency is
weak and more dissatisfied when it is strong.

Wefind, indeedthat owners and manageafinternationallyorientedfirms
prefer greater stability of the exchamgée: in countries with a floating currency,
manufacturerare more likely to report that the exchamgte causes problems for their
businesshanareproducers of nontraded gooalsd services, who typically do not require
foreign exchangeWith respecto the level of the exchangate, we find thaéxporters
andmanufacturersre more likely to be unhappy following an appreciation of the real
exchangeate than are firms in domesticatbyientednontradablesectorgservices and
construction) These indings conform to expectations about the cisestoral
distributional effects of exchange rates.

Exchange rate policy, politics, and policy preferences

The exchange rais centraly importart to economic activityandgovernment
policy has a powerful ipact onthe currency.After all, the exchange rate is the single
most important price in any economy, and it iae that is routinely set, or at least
targeted, bynany governmentsThere is an enormous literature on appropriate currency
policy, butunlike in the case of trad® fiscal policy, there is no simpieelfare
benchmark, so that debates typically involve different weightings of the tradeoffs
inherent in exchange rate policy choices. Supporters of flexibility confront opponents of
volatility, while those who value the credibility amdedictability of a fixed rate square

off against those who dread its rigidity. A strong currency provides a powerful tool



against inflation, and boosts national purchasing ppaweak currencygivesnational
producers great incentives to sell into world mark&is paraphraséeffrey Frankel, no
singlecurrencypolicy is right forall people (Frankel 1999).

Exchange rate policy sonstrained bgontending economic interests and policy
preferenceswhich makes it important to understand those interests and preferénces.
theoretical literature deduces these attitudes from the distributional consequences of
various regime arrangements predicted by economic theory (Frieden, 1991), while
empirical amlyses hae imputed attitudes indirectly from actual currency policies and
legislativeand othewoting behavior (Eichengreen, 1995; Frieden, 1997; Frieden et al.
2001; Frieden, 2002)But scholars have rarely been able to find ways of directly
mapping eonomic position to exchange rate policy preferences.

There are two relevant dimensiasfsvariation along which preferences may
vary: ontheregimeby which the currency is managed, and onléielof the currency.

In the first instancethe issue is Wether to float or fix the exchange rétandif to float,

in which of the many possible wa§sin the second instance, assuming the currency is
not fixed, thequestion is the desirdevel of therealexchange rat2.There is always the
optionto let the currency float completely freeflthoughdeveloping countries have

shown themselves reluctant to do t{f@alvo and Reinhar2002 Levy-Yeyati and

* Obviously, policymakers have a widboice of regime, ranging from a completely free float to a variety
of managed floats, degrees of fixity ranging from a target zone to a peg, and a currency board of
dollarization. This discussion focuses on the extréntesrd pegs and pure flodthowever because the
analysis of intermediate cases flows from the extremes, and the tradeoffs described apply to the
intermediate choices, albeit never as starkly as to the extremes.

® Under most regimes a government must decide whether it prefers a relgtimadygiated or relatively
depreciated currency. Free floats are rare, and by the same token, countries that opt for a pegged regime
always have the choice of abandoning the peg.



Sturzenegge005. On both dimensions, the attitudes of economic agents are likely to
differ.

Attitudes toward the exchange raggime: stability and credibility or policy
flexibility? In an open economy, the main advantage of a fmatel regime is to lower
exchangeate risk and transactiegosts that can impede international trade and
invegment® Volatile exchange rates create uncertainty about international transactions,
adding a risk premium to the costs of goods and assets traded across boadkelition
anexchange rate peg can enhance mongdaligy credibility. Both theory and evidence
suggest that fixing the exchange rate to the currency of-aitation country both
promotes international trade and investment and disciplines monetary policy byngovid
an observable nominal anchor.

But fixing the exchange ratequires that thgovernment sacrifices capacity to
run an independent monetary policd.floating exchange rate, on the other hand, has the
great advantage of allowing a government tspeanindependent monetary policy.

This independence provides flexibility to accommodate foreign and domestic shocks,
including changes in the terms of trade and world financial condjtmusto affecthe
competitivenes of (relative prices faced byhe tradable goods sector.

In an open economy, theeconomic agentsonfronta tradeoff between two
competing sets of values. On the one hand, a fixed rate Isteig$ity and credibility on

the other hand, it sacrificéexibility.

® Mundell (1961), McKinnon (1962), Kenen (1969); a more recent survey issTE84).

" See for example, the empirical results in Frankel (1995), Rose (2000), Vegh (1992), and Ghosh et al.
(1997).



The different valuation of this tradeoff depends largelyhenextent to which the
economic actors aengagedn international economic activity (Frieden 1991; Hefeker
1997). Those heavily involved in foreign trade and investnieiypically including
exporters, international investotfie commercial and financial sectoaadthose with
substantiaforeign-currencyliabilities T should favor exchange rate stability, since
currency volatility is an everyday concern that makes their business riskierosaed
costly. By the same token, these groups care less about a loss of national monetary
autonomy, since they typically do business in several countries, and can shift business or
assets abroad if domestic conditions become unfavorable.

By contrast, graps whose economic activity is confined to the domestic economy
benefit from a floating regimeThe nontradables sector (services, construction, transport)
belong in this campThey are not required to deal in foreign exchange and so are free of
the risks and costs of currency volatilityrhey are highly sensitive to domestic
macroeconomic conditions and thus favor the national autonomy made possible by
floating.

Tradables producemmayhave reason® oppose a fixed ratas iteliminates the
possibility of a depreciation to maintain or restore the competitiveness of tradables
producers.This raises theecondssue the level of the real exchange rate.

Attitudes toward the level of the exchange rdtbe real exchange rate affects the
relative price of traded goods in both local and foreign markBtere is no clear
economieefficiency argument for or against any particular levRlstrong (appreciated)
currency gives residents greater purchasing power, buéalads a loss of

competitveness for tradables producess real appreciatiobenefitsconsumers of



importsand harmgproducers of goods that compete with imports (and expart8cs)
tradable(importcompeting and exportingndustries lose from a currency appreciation,
while donestically oriented (nontradable) industries and domestic consumers gain.

Of couse, a real depreation has the opposite effecimulating demand for
locally produced tradable producksit raising the pricesonsumerpay for foreign
goods and serves. Currency depreciations help exporting and imjoorpeting
industries at the expense of domestic consumers and producers of nontraded goods and
services.

Thus the level of the exchange réat®, involves two competingoalsi
stimulating local tradables producers, and raising local purchasing pdwerbenefit of
increasing the competitiveness of national producers comes at the cost of reducing the
real income of natinal consumers, and vice versa.

Two issues complicate theasief exchange rate policy preferences. First,
exporters are likely to be torn between a concern for currency stability, on the one hand,
and a concern for a favorable level of the exchange rate, on the other. These two
concerns conflicinasmuch as axed rate rules out adjusting the nominal exchange rate
to improve thecompetitiveposition of exporters. Whether exporters favor stability over
competitiveness, or vice versa, is likely to depend on such factors as the price sensitivity
of consumers of gorts, the ability of exporters to hedge against currency volatility, and
SO on. Second, and closely related, is the
currency movements depends upon how directly they are affected by changes in the
exchange ratevhich is a function ofuch things apassthrough, currency invoicingnd

the importance of imported inpu@evereux and Engel, 200€ampa and Goldberg,



1997 Campa and Goldberg, 2005Generally, both exporters and impoedmpeters in
industries wih high pasghrough are more sensitive to the relative price effects of
currency movements than those with low pdsesugh, since their prices respond more
directly to changes in exchange rates. The policy preferences of exporters, in particular,
are thus likely to be contingent on a large number of factors, which makes the issue
largely an empirical oneln both instances, the extent to which concern about volatility
is more important than concern about the level of the exchange rate is largely an
emprical question.

A simplified picture of the expected preferences of firms would include:

A Internationally exposefirms, includingtradableproducerswill prefer greater

currency stability, henca fixed exchange rate

A Tradables producewsill prefer greater competitiveness, heraceepreciated

currency
In what follows, we assess the empirical relevance and accuracy of these expectations in
a large, crossational survey of firm managers and owners.

Data and Methods

To analyzeattitudestowardthe exchange rate, we use data from the World Bank's
World Business Environment Survey (WBESJhe WBES was administered to owners
and managers of over 10,000 firms in 80 countries in 1999, applying a common survey
instrument to a representativargale of at least 100 firms in each countie look at
individual responses to the following question: "How problematic is the exchange rate for

the operation and growth of yohusiness?" Responses varied along the following

8 For a discussion of the WBES project, 8agra, Kaufmann, and Stone (2003).



ordered scale: 1 ="NoObste 2 = AMi o3 ObdfitMaodlete adt e= Ob st ac

"Major Obstacle' These individual responses represent the dependent variable of our
analysis, which we will refer to as EXCHANGE RATE PROBLEM.

The variable EXCHANGE RATE PROBLEM exhibits significarariation both
across and within countrie§.he average value &XCHANGE RATE PROBLEM is
2.55 which indicates that the exchange rate represents a nontrivial consideration for the
average businesd he average response in Clole2.53 is closest tde overalilmean
response Hungary represents the lowest country average (1.61); managers in Ecuador,
by contrast, were most likely to view the exchange rate as an obstacle to their business
(3.74). This is understandab&nceEcuador suffered a serioasonomiccrisisin 1999.
On the brink of hypenflation and immersed in a de@pancial crisis Ecuador
abandoned #tcurrency in January 2000 aadopted the U.S. dollar &s legal tender
The average response in Thailasdlsonotablyhigh at 3.63 which reflects the turmoill
caused by the collapse of thaht in 1997and the subsequent Asian financial and
currency crisesThe overall standard deviation BXKCHANGE RATE PROBLEMs
1.16 the betweenauntry standard deviation is .68nd the within euntry standard
deviation is 1.00 Table 1 reports overall summary statisticables 2a and2b are the
correlationmatricesfor ourfirm- and countrylevel data

We want toassess howhe respondent firsdsectos, conditioned by the
C 0 u n excharfe rate regime atitklevel of the real exchange rate, affettitudes
toward thecurrency For this purpose, we need to classify countogggexchange rate
regime We employtwo widely used classificati@of de factoexchange rate regintes

Levy-Yeyati and Sturzenegger (2005), @einhart and Rogoff (2004)Although these
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classification schemaetiffer in details,bothattempt to capture the actual behavior of the
exchange ratelLevy-Yeyati and Sturzeneggdr e n ¢ e f 0 J0dategorizécotn®ies as
floatsor pegsaccording to observerhanges in the nominal exchange rate, the volatility
of these changes, and the volatility of internatioasérves Reinhart and Rogoff,
hencefort h fdomRlitianal grobabilitydf the ekchaagate staying within a
given range over solling five year window, andiseinformation about parallel (dual
market) exchangeates in determining whetheregimecontinues from one year to the
next. Our results are largely robust to thedeernativeregimeclassification
technologies.

In Tables 3a and3b, we reportall our databy country according to tHeyS
Af |l oatnidn didexachangedate regime classificatioable 3cprovides a
comparison of LYS and RRegimesin 1999, the year the WBESIiwey was
administered.Note that RRclassifiesindonesia akavinga floating regime in 1999
while LYS do not. We drop Indonesia from the Réat sample because, in the
aftermath of the currency crisigms from all sectors would likely express
dissdisfaction with the exchange ratthdeed, he standard deviation of EXCHANGE
RATE PROBLEM in Indonesia is .95, while &izeragevalueof 3.54 is one of the
highest overall.Sectoral differencesiay be difficult todiscernin this environment A
similar logic applies to Thailand and the Philippines, but since LYS and RR are
consistent in their classification of these countries as floating exchange rate regimes,

inclusion of these countries will affect the two samples in the same way

° Levy-Yeyati and Sturzeneggercludeafii nt er medi at ed category which we om
becausave have nstrong theoretical priors aboltu s i n e sasituded in these se@imes
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Figuresland2pr ovi de prel i minary comparisons of
the exchange rate across these regi@esrall, managers report more problemith the
exchange ratm floating regimeshanmanagers operating under pegged exchange rates
According tothe summarylata inFigure 1, the average response among managers in
floats is 2.B versus 2.8 for managers in fixed regime&igure 2 shows thaB6% of
managers in floating regimes find the exchan
businessewhile only 13% of managers in pegged regimes report the same level of
concern. These distributionsevealthat, ceteris paribusmanagers find pegged regimes
less problematithan floats
We want totest the hypothesis that internationally exposed fpreger greater
currency stabilityandhence a fixed exchange raf€o do so, we neefirm-level proxies
for finternational exposucte. The WBES asks respondents several questibost the
characteristics of their firg) mostimportant for our purposeBrms are asked to identify
the sector in which they operate: manufacturing, service, agriculture, or consttliction.
In a separate inquiry, managareasked whether their firms export (yes or.tioyVe
use these responses to create three unique pfokiesernational exposure.
MANUFACTURING takes on a value dfif the firm operates in the manufacturing
sector TRADABLE is a dummy variable for firms in eithenanufacturing or agriculture;

EXPORTER indicates that the firm exportdestst a portion of its productioAs noted

“We drop all firms identifying themselves as fAOther. &
M Respondents that indicated they were expowtere also asked to specify the percentage of exports to

total sales. Unfortunatelynod firms did not respond to thiaquiry and we are constrained to use a
dummy variable to indicate whether a firm exports or not.
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in Table 2, EXPORTERCcorrelats significantlywith MANUFACTURING at .33 and
with TRADABLE at .31.

A preliminary review of the data reveals variance across sectors in the degree to
which exchange rate stalylimatters for firm managerszigure 3illustrates the average
response among manufacturing firmessus that of nemanufacturing firmsn floating
and fixedexchange rate regimedanufacturers, on average, express greater discontent
under floating regnes: the average response among manufacturing firms9s 2.8
compared to 2.6for nonmanufacturers Although the average response is lower for
both groups in fixedateregimes, the difference between the two groups is much lower
in fixed-rate regimesin fact, manufacturers are slightly happier than-m@amufacturers
in fixed regimes (average valuesthB9and2.05 respectively)

Figure 4 compareghe distribution of responses between manufacturing and non
manufacturing firms operating in floating excige rate regimesManufacturerexpress
more dissatisfactiowith exchange rates under floats than respondents operating non
manufacturing enterpriseg.ater, we will use moreegression analysits determine if
other fatorscontribute to these fierences butthis preliminaryevidencesuggest that
international exposercontributes to a preference for exchange rate stahilityng
businesspeople

Our next hypothes relates to thelevelof the exchange ratevhich we measure
by the variable REE APPRECIATION thepercentage change in theal effective

exchange rate between 1999 and 199®ositive values indicate a real appreciation of

2 The data aréom thelnternationalFinancial Statistic§lFS) and theBank for International Settlements
(BIS). The World Development Indicators provide data for Georgia, but coverage ends at 1998. Therefore,
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the currency.We expect firmsn the tradables sectois be more concerned about the
exchange rate as theal exchange rate appreciates. To evaluatedmditional
proposition, we make use of interactions between our sectoral dummies and REER
APPRECIATION

Survey responses may reflect otffiem- or countrylevel characteristichbesides
international exposurand sector of activityWe use the responsestigo otherWBES
questiondo control for firmlevel factors government ownershigndfirm size® We
alsoincludeseveral countryevel variables in our modelthe log of GDPRpercapita, the
log of FDI stockpercapita,andfinancial sector liabilities (M3/GDP).

Our firstset of modelsimsto identify firm owneréconcern with the stability of
the exchange rate. We estimtte following equation

(EXCHANGE RATE PROBLBEW= U (SECHBOR; + »@®IRM);+ 3b

(ECONOMY); + j 1)

where the subscripts stand for firnm countryj. The dependent variabke
EXCHANGE RATE PROBLEM the response of firmin countryj. We divide the
sample of responses according to thpetyf exchange rate regimander which the firms
operate: floatingr pegged The variable of interest SECTOR, which represents one
of the following sectoral dummieSIANUFACTURING, TRADABLE, or EXPORTER.

The vectos FIRM andECONOMY are firm andcountrylevel controls.

REER APPRECIATION for Georgimeasures the percentage change in the real effective exchange rate
between 1998 and 1997.

13 Government ownership is a dummy variable that takes the value of 1 if a respondent indicates state

ownership. Firm size is an ordered respotissmall (550 enployee$; 2=medium (51500employee}
3=large (>50@®mployeex
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To test our claims about sectoral attitudes towardewel of the exchange rate,
we run interactions between the sectoral dummies and REER APPRECIATION. These

models take the following form:

(EXCHANGE RATE PROBLEM= U;(SECTOR); + »@ECTORREER

APPRECIATION); + 3@IRM); + 4BECONOMY); + ; {2)

where the subscripts stand for firmm countryj. The dependent variabke

EXCHANGE RATE PROBLEM, the response of fiinm countryj. As before, ve

divide the sample of responses according to thedf/p&change rate regimander

which the firmsoperate: floating opegged SECTOR represents one of the following
sectoral dummiesIANUFACTURING, TRADABLE, or EXPORTER The variable of
interest ishe interactiorSECTOR*REER APPRECIATION . We expect

internationally exposed firms to be more concerned about the exchange rate as the real
exchange rate appreciatddRM andECONOMY arevectors offirm- and country

level controls.

Sinceour dependent vaables arediscrete, ordered resposse/e estimate the
eqguation with ordered probit models using standard maximum likelidodd
heteroskedasticityobust standard errar$-ollowing Beck et al. (2006)yho model a
different WBES survey response as a function offiamd countrylevel variablesye
allow for possible correlation of the error terms among fimithin the same country

using St at aods . Thesltechsiquenaimaing tberassa@amptoof
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independeneérror terms acrossountries while allowing for withircountry correlatiorof
the errordue to factors suatommon linguistic or cultural interpretati®of the survey

To the extent that a government's choice of exchange rate padldyenced by
the pressures of sectoral interest groups, as we believe, endogeamgyanobvious
concern. For example, where manufactugogposes a large share of GDP,
governments may kgarticularly responsive to manufacturers when setting exeheate
policy. But if the causal arrow rungmambiguouslyrom firms' preferences texchange
ratepolicies, the biasvorks AGAINST our finding sectoral differences in the dafdnat
is, if manufacturers obtain the exchange rate policies they warshowtd nobbservea
difference in the responses of manufacturing andmanufacturing firmsThus, our
results are likely to understate the effect of endogenous exchange rate policies on firms'
attitudes.

Results

Tables 4-7 containestimats ofthecovariates of exchange rate attitudes among
firms operating intbatingand in fixedexchange rate environmentespectively Tables
4 and 5use the LYS exchange rate regime classifications Wisitdes 6 and 7replicate
the analysis using ReinhamdRogoffd &RR) regime classificatiom Our expectation is
that in floating regimesfirm owners ininternationdly exposedsectors willexpress
greaterconcernwith exchange ratghanother sectors. Moreover, this concern will be
muted infixed regimes ascurrency risk is limited.We usesectordummies to proxyor
Ai nt er neaposedd MANUFAZTURING, TRADABLE (manufacturing+
agriculturg, andEXPORTER In Models1-4, we includethe followingvarietyfirm- and

countrylevel control variables
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e GOVERNMENT OWNED (1=yes, 0=no)

e SIZE (@=small (550 employee} 2=medium (51500employeey3=large (>500
employee}p

e LOG GDP/CAPITA(avg. 19971999

e M3/GDP(avg 19971999

e LOG FDI STOCK/CAPITA(avg. 19971999

In Tables 4-7, the coefficient$or our variables of interest largely confirm our
priors:in floating regimesmanufactuersandtradablegproducersare more likely to
expresgoncern about the exchange rédtan firms in other sectardn fixed regimes, by
contrastthe internationallyexposedsectors aréess likely to report that thexchangeate
represerda problemnfor their businessealthoughthe estimates are nstatistically
significantin the fixedregime sampleNote that mntradables are the complement of the
set of tradales, so the value of the estimated coefficient on nontradables is the same as
for TRADABLE, butwith the opposite signThus, nontradables (services +
construction) are ledikely to beconcerned about the exchange satefloats

The results on TRADABE are not significant becauattitudes toward a floating
exchange rate amotfigms in agricultureappeamot to coincide withthose of
manufacturindgirms. Run separately (but not reported), the dummy for AGRICULTURE
is negative and significant in floaasd positivgthough not significantin fixed regimes
which is exactly the opposite of the resultsNM0ANUFACTURING. We speculate that
firm owners in the agricultural sectareless concerned about the exchangeirati®ats
because agricultehaslong beerhighly protectedn most national economiesn
addition, much farm output may be in traditional products or goods that do not enter
readily into world trade (perishable or delicate produce, for examptajle barrierand
other transport regttionsmay thusnsulatefood producers from theécissitudesof

exchangeate variation in floating regimes.
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The negative and significant effect of GOVERNMENT OWNIHiplies state
owner ship r e dpprelressionsmut hegexchange ratd.is difficult to see
this variable as a proxy for the ntnaded sectothowever since thesimplecorrelation
betweenrGOVERNMENT OWNEDand SERVICES is small and negative062). In
fact, stateownershipdoes not correlate strongty positivelywith anyotherstandin for
Ai nternati onal [Thereferd wd trieat it ascondrol sCaecinteppretation
of the findingthatstateowned firms are less concern@n other firmsbout the
exchange rates that theyhave gorivileged relationship wi the government that protects
them fromsuchforces They a ma sofimsidh &dneixahangedabe pressures
but frommarketand politicalforces of any kindas the government stands ready to
subsidize and protect therio test this interpretation, we estimated models of firm
responseto a separat®/BES questioraboutthe security of property rightsOur
findings (ot reported) indicate that statenershiphasa large and negative influence on
property rights concerramong firmsand that this result is robust to a battery of firm
and countrylevel controls

Our countrylevel control for the stoc&f foreigndirect investment,OG FDI
STOCK/CAPITA, returnsiegative andmostly) significant estimatem floating regimes
In other words, firms operating floatswith moreFDI per capita are less likely to report
that the exchange rate causes problems for their businesses. One interpretation of this
result is that foreign investoese more diversified acrossuntries andcurrencies and
thus less sensitive tmlatility in the local currency

In Figure 5, we used th€larify software from Tomz, Wittenbergnd King

(2003) to providesubstantivaneaning to the ordered probit estimatest Model 2 of
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Table 4 We simulatedhedifference inthe predicted probabilities afianufacturing and

nonrmanufacturing i r ms 6 whdeshq@ding al etker variableis at their means.

In this way, wasolatelt he |1 mpact of Ajoatesnptoxihaed kyxphbs
manufacturing sectoonf i r m maconaeeghevithdh@&xchange rateThe effect is
meaningful and significant for all categorie

For examplein floating regimesthesimulated difference ithe probabilty thata firm in
the shelterechonmanufacturingsectorsays he exchange rate 1is
percentage points lower tharathofa manufacturing firm
Tables8 and 9test our claims about sectoral attitudes towardetel of the
exchange rateTo do so, we make use of interactions betwaarsectoal dummiesand
REER appreciationOne of our goalss to test the proposition that internatidgpal
exposed sectors are more concerned with the exchange rate as the cuperaatap.
In addition, we alstiopeto uncover the reasomhy producersn internationally exposed
sectorsexpress more dissatisfaction with exchange ratéeatingregimes than in
pegged regimesThe interactions allow us to determine &xentto whichtheconcern
in floatingregimesinvolves thdevel of theexchange rateas opposed tits volatility.
Tables 8 and 9report theestimats of Equation2 for firms operating in floating
regimes using the LYSnd RRsample, respectivelyWe estimatehe effects in floating
exchange rate regimes becatsa appreciationare more likely in floats than in regimes
classified asle factopegs. Policymakers inde factopegs have demonstrated a
commitment tdooth nominal and reaurrency stabilityindeal, the mean oREER
APPRECIATION amongountriescodedas floating by LYS is.039, while it isjust-

.002 among LYS pegsWe thustest theexpecation thatnternationally exposed firms
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aremore concerned about the exchange rate aREtERappreciatesm floating regimes
only.

In Table 8, Models %4 thesigrs of ourinternationallyexposedsector variables
arepositive inevery model, as are the interaction terimd4:YS floating regimes,
manufacturers, tradables producenrsgexporters all express greater concern about the
exchange rate as the real exchange rate apprectageency appreciation makes
tradable goods less competitive both at home and abroad, which accounts for the positive
and significant results on the intetimn terms for manufactures, tradable producers, and
exporters.In Table 9, we estimate¢he same modelssing the ReinhafRogoff sample
and findadditionalevidencehatsectorakttitudes are conditioned feyrrency
appreciation Theinteractions of manufacturingandtradableswith real appreciatioare
positively signed andgnificant, indicating that firms in these internationally exposed
sectors express greater concern with the currency as the REER apprdtideethe
samerelationship holds fothe interaction of exporter afREERappreciationthe
conditionaleffect is notstatisticallysignificart in thissample

Figure 6 providesestimates of thenagnitude of these interaction effectdsing
Model 2from Table 8 we simulated the change the predicted probability of
EXCHANGE RATE PROBLBMt=acd4 e(0fdMajsorREER appreci
from its minimum to its maximum value, holding all other variables at their m&dres.
simulations were performed separately for manufactunings (left panel) and non

manufacturing (right panel) firms using Clarify

14 Similar effects (not reported) were obtained substituting the interactions of REER appreciation with
exporter and tradables.
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For manufacturing firmghe predicted probabilitghat a respondent will report
that the exchange rate is a fimajor obstacl edo
to .49) ageal appeciationmoves from its minimum ¢.31) toits maximum(.09) value.

By contrast, such a movement has far less influence omamifacturing firmsn

floatingregimest he change in the probability of resp
percentage poist(from .27 to .35) There is also much more uncertainty around the

point predictions for nomanufacturing firms.

Our final concern involves thelativeimportance of volatilityandappreciation
tofrimmanage® attitudes ab oWetfound than fleaking regimege r at e.
internationally exposefirms are more concerned about the exchange ratdith@nin
sheltered sectorsWe also found thanternationally exposefirms aremore concerned
thanshelterednonmanufacturing firms whethe REER appreciates. Buhat we
would like toknow iswhetherthe heightened concermmong internationaxposed firms
operating in floating regimes is caused by the inherelatility of exchange rates
these regimgorby the tendency of floatingegimes to experience regbpreciatios.

Some evidence for the magnitude of each effect caxtoactedrom the Clarify
results presenteabovein Figures 5 and 6 If we compare differencen thepredicted
probabilityof manufacturing and nemanufactuing firms reportingthat the exchange
rate posesa maj or o0 b st setwb gts of aegressids wahdetesome sense
of therelative magnitudesf volatility and leve| respectively.FromFigure 5, we see
that without regard to the level of thhreal exchange ratghedifference in the predicted
probability that a firm in the sheltered sector repafisma j or obstacl ed0 compa

of amanufacturindirm is 7 percentage points=romFigure 6, we estimatehat, as the
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REER appreciates from minimum to maximtima probability that a manufacturing firm
classifies the exchange rate @& ma j or  b7percemtdgepointégher than for

a nonmanufacturing firm With the caveat that the interaction siaiidns are based on a
truncated sample and are subject to wide confidence intervals that diminish the statistical
significance of the sectoral differences, it would appear fhaeaiation in floating

exchange rate regiméesthe more important problemrfbrms in the internationally

exposed sectors.

Our results provide support for existing arguments linking the economic activities
of firms to their preferences over exchange rate policy. Manufacexpresgreater
uncertainy underfloating exchangeates tharmo firms in sheltered, nontradable sectors.
Manufacturersand exporters ar@somore likely to disapprovef a real appreciation
than are firms in nontradable industries. Whether and how these preferences are
translated into pressures onipgiakers, and into policy, is a matter for furthealysis

Conclusion

Many analyses of the political economy of exchange rate psteany from the
presumption that policymakers must take into account the exchange rate policy
preferences of domestic economic agents. Such analyses typically posit that
internationally oriented firms will be especially averse to the volatility associatiec
floating rate, and wilthereforeprefer a fixed exchange rate. They also typically suggest
that tradables producers will be particularly averse to the relative price effects of a real
appreciation. Nontradables producers, conversely, are expegiezfer floating rates

and an appreciated currency.
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Theempiricalevidence we presehere suppostthese expectation®wners and
managers of manufacturing firms, inherently more affected by the international economy,
are more likely to regard the dxange rate as a significant problem in floatrate
regimes than those in the secttirat arenot so exposed to crebsrder transactions.

This implies a preference of these more internationally engaged firms for a fixed
exchange rate. Similarly, firms the manufacturing sectandthosewith export
interestsare particularly concerned by a real appreciation of the exchangérratan
nontradables sectoese less likely talemonstrate suatoncern. This implies a
preference of tradables produsencluding exporters, for a relatively depreciated real
exchange rate.

While these results are hardly surprising, they do cortfieoretically grounded
expectations about the policy preferences of important economic actors. Further work is
needed to eplore more nuanced and differentiated aspects of exchange rate policy
preferences. For example, it would be important to know how such things as-foreign
currency liabilities, intrefirm trade, differential pasthrough, and invoicing practices,
affect curency preferences. The evidence presented here is, nonetheless, a start toward a
more rigorous and precise sense of the economic interests and attitudes with which

policymakers contend.
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Figure 1: Average Response of ifm Managers, by Exchange RateRegime
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Figure 2: Respondents Reporting Foblems with the ExchangeRate, by Exchange Rate
Regime
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Figure 3:

Regime
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Figure 4. Manufacturing vs. NonManufacturing Responseén Floating Regimes
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Figure 5: Substantive Effect of Sector M anufacturing vs. NonManufacturing)
(Clarify smulations run on Model Zl'able 4
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Figure 6: Exchange Rate Appreciation:Manufacturing vs. NonManufacturing
(Clarify amulations run on Model Z'able §
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Notes: These figures illustta the change in the predicted probability that EXCHANGE RATE
PROBLEM=4(afimaj or obstacled) as REER appreciation
maximum value, holding all other variables at their medrse simulations were performed

separately fomanufacturing (left panel) and nomanufacturing (right panel) firms using the

Clarify software Tomz, Wittenberg, and King 20Q03)
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Table 1: Summary Statistics

Table 2a: Correlation Matrix (Firm-Level Variables)

Table 2b: Correlation Matrix (Country-Level Variables)

*Significant at 1%.



