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Development Through Exchange-Rate Based
Stabilization? The Case of Brazil

In the development debate the question of the currency regime has become a
central issue. Mainstream economics have suggested that development
economies should adopt a fixed exchange rate regime particularly in order to
obtain monetary stability. In the face of the dangers of speculative attacks,
since the 1990s particularly hard versions of fixed exchange rate regimes
have been paradigmatically revalued, above all currency boards and even the
complete renounciation to an own national currency (“dollarization”). The
present book critically discusses these approaches and, based on an in-depth
empiral case study of Brazil, it provides insight into the problems of such an
all too narrow-sighted perspective. Instead, the questions of the exchange
rate regime and of monetary stability have to be linked to the question of
long-term economic development.

For the long-term sustainability of a development strategy not the short
term price and exchange-rate stabilization is of central importance, as neo-
classic and monetarist approaches suggest, but the durable enhancement of
the currency’s quality. However, this quality of a nation’s currency is un-
dermined when a currency regime is chosen that achieves price and ex-
change rate stabilization at the cost of an increase in the country’s foreign
debt. The Brazilian case is an impressive example for this. In Brazil, in the
mid-1990s a process of chronic inflation could be interrupted by fixing the
currency - in a relatively loose form - to the US dollar. The monetary stabil-
ity, which was accompanied by high foreign direct investments, impulsed an
economic boom, which repeatedly had to be cut short by tightening the
monetary policy measures, since the boom phases led very quickly to severe
balance of payments problems. These resulted from the cumulative valuation
of the Brazilian currency, which came as an inevitable consequence of the
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nominal fixation on a hard foreign currency and which made a steady net in- Inhalt
flow of capital necessary to finance the widening current account deficit.
When this capital inflow could not be maintained anymore, the spectacular
experiment ended after four years with a currency crisis and the forced turn
to a free exchange rate. As a result of this strategy of growth-cum-debt in a
new guise the external as well as the public internal debt of Brazil have
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