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Cwn—u.a Crises

So far we have assumeo] Fat £ineo
Cnhh’c rate regimes are Creslible /e,
e acmnmw} coes what )'s necessan, fo
Mmein i The PQ;, andl Fhe f«‘/vl Knows ﬁ/'f,

In prchie, most peys evem‘m//; collapse.
Our ’u) 's o wndersiand wl.; and how

We will ’“? two classes of moolels |
DAL un Models - These attr)bu e
Currency crises fo Incensiskent macrsecomom

Policy

) . Generabon Medels = TRese ebbwibude

Cumm? Cri'ses 4o switehes ‘eluee;,
mulhiple equr lhibrie
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I:+ h:ns houd- Hd‘ /'Aﬁ; AJa Meories of
| eurrency Crites have quite differenst
(foliey’ Mmplicaions " -
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Recent Cnvmwca Crises
|.) Ewropt 1992-93
2.) Mexico 19%Y

3) Asia 1997
< Theiland , Indonesia, Maleysia, Phillpines Kore

H.) Brezil 1999

g.) T«rke? 2000

¢.) A’v’en"‘fm 200}



A So‘m”t 1** Lenerchion Crisi's Mogle/

Rssumphons

1) A swall Country uni ledere)l Peys fs ev. vete
+o another Country's Curr ¢y

2) The govt. vuns a persishent Fiscal olefc/+
Het 1s 'F\'Mh ced 5; MOM’ Crecho),

1) The 9ot Keeps #he ex. reve fixed unh)
'+ runs owt of reserves, ofter which /¥
vs forced to /et #he Currtney Float,

4.) Owdput 1 Constant

;;) Pfug; are -ka‘ug (MMGA? W«d / f’f),

6.) Ne “actfkfni‘a / PecSect Rrﬂ'})ff

Wit Pase Assumphons we Knew Hef eventucll

He e rate must Floet , Sinte evem‘m/é phe
ok, Will vun owt of reserves, The Bnl
W' oceurs . Iatereshi

weshon 15 When j)

we u°.'n see +het H»m ’ZL‘.‘JJL be a ) W;‘f‘w

afeck , it reserves Canngt be depleis
vedwna)ll arol Conh’nugus‘, ’ e




The q h, “ und‘«*«dh\\; Vhe 'ﬁ'm:v of
Specu labive oHacks is He nehun of o
"Sleslow " Cxchange male .

Shadow Exchanse Rede = The rade thot wouls

. Prevail )n He marked
;‘i He <B hchl:“ no
% peserves ¢ e Cuvy
beyins bo Flond

M«w; MK, E’m”.
M: F+A = P.L(Y, R)

Wil $lex. prces ¢ PP, P=E (‘“‘;*Z)
Therefore 4
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Gince My is m.‘-\, over »‘v'mc, §o /s E:,




Nm, He cruciel observah'on s Het E :, 7

k‘ pHehcal price Speculabors cun se/f ¢ back
to He €8 in the evend Hat e pe
CO”‘?SGS . A‘”hw'h) "o Qr‘a’h,c) Y
allows ws kb neil oown « Precise aHMHeock

oete .
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Net peofitelle
to alack ie,,
buu o E° sell
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Cerres oate Can'+ go'lo omel T‘: $ince
S.‘pm.h. bors have an meanhive Yo “beat Me marked”
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The Timin o-r Specu lahve Pfa ks

) A+ & +he Jror ' veserves and mo Sy
CX“‘""; Q’Mls +he Jmf n Mone’ Damm'n?"‘d”é{

oceurs i&'- o the Jump in nemina/ inberest rate.

Ley- Lines, A pprovimehiov,
'Ft“Fo"‘“‘ } 'Fg"ﬂ'éfﬁm

Me=P 2 = R*  2behore
{ ‘é‘?!t*& ;;—-" -

My = P 8 =R %4) » afier



Noke 1 By tonstruchion, +he ex. vabe does nor

“juwp' during the erisis Instend, +Fs
rete of e.hnag Jumps,



Prcs ¢ Cons of '*'Ltnem‘m Mede (s

Pros

R

) They show Hat speculuhve aacks can be
He rehunal oubeome of warker Lrces,

Theovies of 'Mn'o‘na‘ or mass psychhgy umecesry

) Tle, Show +het crises oo net have b be

@ccompan:'ed 6’ 6: shoeks or news events,

ch, Con bt e resuh‘ of ;nt‘va/
cuwau Jah'on of Mh’ Sine// I"P'ﬂﬁ"‘b
S‘\\ooks, whied us). *le Qunom’

"eries) poin

Cons

1) Somedimes Erises oceur wikout obvious
Mmecro Cconemic imbalances,

) Assu 'ginns abou? govi. behavior are

hmes abanodlon: h ey he/ps Me e
3)2""'&'&.\. ‘92, Bra ¥ ' j ’ ’ tHmes dM/u g
qc, recessun

els con't adolress ‘;Im' I;’}u 7.



