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The chapter proposes an exchange rate regime for oil-exporting countries, called Currency-plus-Commodity Basket (CCB). The arrangement is designed to achieve the best of both flexible and fixed exchange rates: to deliver monetary policy that counteracts rather than exacerbates swings in the oil market, while yet offering day-to-day transparency.  The plan would peg the national currency to a basket that includes not only major currencies (dollar and euro), but also the export commodity (oil). The chapter begins with the need for accommodation to trade shocks.  It provides evidence from six Gulf Cooperation Council (GCC) countries that periods when their currencies were “undervalued”, in the sense that the actual foreign exchange value lay below what it would have been under the CCB proposal, were periods of overheating, and vice versa. These results suggest the economy would have been more stable under CCB. The chapter then offers a practical blueprint for detailed implementation.
