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Abstract

An increasing number of central banks in emerging market countries have adopted flexible
exchange rate regimes combined with inflation targeting as an anchor. In Asia, Korea, Thailand,
Indonesia, and more recently the Philippines joined this club, partly because their previous de facto
dollar peg regimes were considered major sources of the Asian currency crisis in 1997, and two-
corner solutions, ie,hard peg or flexible exchange rate regime combined with inflation targeting,
seemed to provide a more resilient framework. The recent crisis in Argentina, however, put a big
guestion mark on the sustainability of the currency board system and thus two-corner solutions. Will
the other corner solution survive? Or would some intermediate options such as the BBC idea offer a
more suitable solution? To address this issue, the discussion on inflation targeting in emerging
markets must be further deepened.

Referring the lessons from the advanced inflation-targeting countries, including the importance of
the independence of central banks and the critical role of the design of targets and frameworks, the
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Korean inflation targeting is examined as an important example, which Korea introduced first in
Asia. The evaluation will include the more independent legal status of the Bank of Korea, a wider
band of the target and a longer target horizon that would be helpful in making the framework more
effective.
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