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Figure 11: Central Bank Net Foreign Assets
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Source: IMF, IFS Statistics January 2007. 

Figure 11 shows the development of central bank net foreign assets relative to reserve 
money. For Slovenia, we use currency in circulation multiplied by a factor of 10 to 
obtain a similar order of magnitude. On the left-hand axis, we show the ratio for the 
countries that pegged their exchange rates, while for the floating-rate countries (Czech 
Republic, Poland, Romania, and Slovak Republic), we use the right-hand axis. For the 
first group, the ratio of net foreign reserves to reserve money was stable or slightly 
increasing over the 11 years under consideration, indicating that central bank money 
growth was primarily driven by foreign-exchange policies. Remarkably, for the floating-
rate countries, we observe a rising trend in the ratio, indicating that they purchased 
foreign assets on large scales, presumably to keep their currencies from appreciating 
faster. Thus, the large capital inflows fuelled monetary expansions even in countries 
that did not officially peg their exchange rates.  

The second risk connected with large capital inflows is their volatility. To date, in fact, 
capital inflows to the new member states have been quite volatile. Table 8 reports the 
standard deviation of annual capital inflows relative to GDP between 1994 and 2003. 
This ratio varied between 2.6 percent of GDP for Poland and 5.0 percent of GDP for 
Hungary. Volatility is high compared to the average inflows reported in Table 4. The 
table also shows that several countries in this group experienced large reversals of 
capital inflows, Sudden stops in the term used by Calvo and Reinhart (1999). Between 
1999 and 2000, capital inflows slowed down in seven of the ten countries, the 
exceptions being the Czech Republic, Estonia, and Slovenia. Between 1994 and 2003, 
eight of the ten countries experienced at least one year in which capital inflows 


