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Abstract

Since 1990, there have been numerous international Currency
crises, from European Currency Crisis to Mexico Currency Crisis,
from Asian Currency Crisis to Argentina Currency Crisis, and their
damaging effects have - been widely felt. With the financial
globalization, a Currency crisis spreads from one country or region to
its neighboring counties quickly like SARS. Tt has the domino effect
and may even cause global financial crisis.

We can find something in common from these currency crises;
first, the inflexible pegged exchange rate regimes were used in most
of these countries before a currency crisis broke out, and their capital
accounts were highly opened; Second, most of these countries’
current accounts were in a trade deficit. 1 took interest in the
following questions: why did most developing countries adopt the
inflexible pegged exchange rate regimes after the Jamaica System?
What was the relation, if any, between pegged exchange rate regime
and current account deficit? Why did these countries fail to stabilize
the exchange rate by intervening with foreign exchange reserve? What
defects are there in the stable mechanisms under the pegged exchange

rate regime, and how to coordinate them 7



TERBENSE

It was proved time and again that when the pegged exchange rate
regime was first adopted in developing countries, it was beneficial to
their economic development, foreign trade, the control of inflation
and even their countries’ prestige. With the macroeconomic situation
changing in these countries, however, both the stable mechanisms of
the pegged exchange rate regime became problematic, if no
adjustment was made accordingly, the regime would bring with it
many negative effects, even cause currency crisis.

As far as the inner stable mechanism of the pegged exchange rate
regime is concerned, the problems such as chronic trade deficit in the
current account caused by overrating foreign exchange rate, an
excessive and unbalanced foreign loan do exist due to a chronic
discrepancy between the nominal foreign exchange rate and the
equilibrium exchange rate. There are also some problems with the
outer stable mechanism. The direct outer stable mechanism ( Central
banks’ ability to stabilize foreign exchange rate by means of direct
intervention with foreign exchange reserve ) has been weakened
because of globalization, while indirect outer stable mechanisms also
have some risks and hidden troubles. These flaws with the stable
mechanisms have led to the failures by governments to stabilize the
currency before each financial crisis since 1990s.

Since both the stable mechanisms of the pegged exchange rate
regime have some problems, at certain stage, developing countries
should withdraw from the regime or make some adjustments
accordingly, otherwise, a currency crisis might follow. When it
comes to China, RMB is still at the stage of the pegged exchange rate

regime, that is, pegged with US dollar, and its stable mechanisms
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have certain hidden troubles. After our country’s entry of WTQ, the
process of financial globalization is acceleraling, so it is necessary to
adjust the exchange rate of RMB accordingly in order to coordinate its
stable mechanisms so that Chinese financial safety can be maintained.

The study of the stable mechanisms of exchange rate is relatively
a new, multi-level, multi-perspective and complex subject. In order
to have an overall and deep study of the subject so that better results
can be achieved, one must find a right starting point at a certain level
or dimension. Most of the past scholarly works on the subject
concenirated on the study of exchange rate regimes and currency crisis
while little was done on the relation between exchange rate regimes
and currency crisis. The study on stable mechanisms based on the
relation between the pegged exchange rate regimes and currency crisis
was even rare. [ tries to do just the work in this book, and T will,
using currency crisis under the pegged exchange rate regimes as a
starting point, from the perspective of the arrangement of regimes and
policy, with stable mechanisms and their coordination as a main logic
theme, study systematically the stable mechanisms of the pegged
exchange rate regimes and their coordination and also on the reform
and coordination of RMB’s stable mechanisms.

To analyze the stable mechanisms, apply some of economic
theories which includes the theory of currency and bank, theory of
international finance, the theory of international economics,
especially the theory of exchange rate, the theory of financial crisis
and the theory of policy arrangement in groups.

Besides introduction which explains the topic, its scope, some

definitions, the research method and approach and basic theoretical
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frameworks, this book has six chapters. They include: exchange rate
regimes and a general theoretical analysis of currency crisis, the
stable mechanisms of the pegged exchange rate regimes and cost-
benefit analysis, a empirical study of financial crisis since 1990, the
measures to solve the problems of the exchange rate stable
mechanisms’shortcomings and the reform or coordination of RMB’s
stable mechanisms. In the 3rd Chapter, a econometrics model was
set up to analyze the contagion of four currency crises since 1990.
Hopefully, my research will contribute to the reform of exchange rate
regimes and the maintenance of financial safety of developing

countries, especially, to that of China.
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