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of optimal monetary and exchange rate policies, is broader in the sense that 
it explicitly takes into account the authorities' objectives. This chapter 
adopts the latter approach and examines the relationship between 
monetary and exchange rate policies by considering the factors that have 
led the authorities in developed and developing countries in the Pacific 
Basin to alter their use of monetary policy instruments and exchange rate 
arrangements during the past decade. 

The chapter has three sections. The first section examines. the 
monetary policy instruments and exchange rate arrangements that have 
been used in selected Asian countries during 1975-1985. This was a period 
of substantial structural change for almost all of these countries, including 
changes in exchange rate arrangements, substitution of monetary for credit 
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