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abstract: The choice of the exchange rate regime is essentially
for a country. According to the impossible trinity principle a
country desires a fixed exchange rate, an autonomous
monetary policy and full capital mobility simultaneously.
Unfortunately only two features at the same time can be
realized. A fixed exchange rate has two major benefits
compared to a floating exchange rate. If stable it makes the
trade of goods and assets between countries easier and less
costly. Additionally a fixed exchange rate may improve

monetary policy discipline as expansionary monetary policy is
less available to maintain a fixed exchange rate. This may lead
to a lower inflation rate in the long run. But the major
disadvantage is that a fixed exchange rate regime removes the
possibility to use monetary policy in a flexible way to deal with
recessions (Abel, Bernanke and Croushore, 2011). Therefore
many countries choose an exchange...
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