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Note : BRIC countries use Monetary Aggregates as the Principle Monetary policy tool. Therefore Interest rate is replaced by the M2 Growth Rate (m,). Equation
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» Higher policy reaction to Exchange Rate Stress than for Banking and Security market Stresses.

EM_FSI = B + Stock Market Returns + Stock Market Volatility + Sovereign Debt Spread + EMPI (1)
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Figure 2 : The EM_FSI Flow of Brazil, Russia and China Note: The y-axis is defined as the product of the financial stress indicator and the estimated coefficient (dx) (4). Schlicht, E., and Ludsteck, J., (2006), “Variance Estimation in a Radom Coefficient Method”, IZA Discussion Paper No. 2031.
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