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Adverse selection: with currency devalua- 
tion, 156; as problem of asymmetric in- 
formation, 154 

Asian Development Bank: provider of pub- 
lic funds, 332 

Balance of payments: current accounts in 
East Asia (1985-96), 124-25; Thai- 
land’s deficit (1997), 328. See also Capi- 
tal flows; Current account; Current 
account deficits 

Balance-of-payments crises: in absence of 
current account deficits, 98-100; with 
balanced current account and full neu- 
trality, 73-76; with balanced current 
account and nontradable goods, 77-79; 
conditions for occurrences of, 75-76; 
self-fulfilling, 85-87 

Balassa-Samuelson theory, 335 
Banking systems: bank runs in Indonesia, 

Thailand, and Korea, 4, 116; East 
Asian economies (1995-97), 11 1-16, 
128-37, 14045, 154-57; effect of dete- 
rioration in, 155-56; effect of devalua- 
tion in emerging market countries, 
157-58; emerging market countries, 
88-95, 100-103; foreign bank lending 
to East Asian countries (1995-97), 
11 1-16. See also Credit markets 

Bank of Mexico (BOM): expansion of 
domestic credit (1994), 81-82; mone- 
tary policy, 222-25; peso devaluation 

(1994), 219; peso-dollar rate (1995-97), 
226-32; postcrisis monetary policy 
(1995-97), 5,219-33. See also Cetes 
(peso-denominated debt); Tesobonos 
(dollar-linked instruments) 

Bank of Thailand, 135 
Basle capital adequacy standard, 343 
Brady plan, Mexico, 186 
Budget deficit, United Kingdom: as factor 

in sterling crisis (1931), 45 

Capital flows: composition of, 328; controls 
on outflows, 83; dangers of large in- 
flows, 81-85; into East Asian coun- 
tries, 116-19, 124-26; inflows of for- 
eign capital, 155; into Mexico (199Os), 
186-88; negative inflows, 85-87; out- 
flows of foreign capital in East Asia 
(1994-98), 11 1-16; policies to manage, 
87-88, 116-18; slowdown of inflows, 
87; subsidized investment and inflows, 
83. See also Balance of payments; 
Cetes (peso-denominated debt); Cur- 
rent account; Tesobonos (dollar-linked 
instruments) 

(1931), 15-20,45; day-to-day opera- 
tions, 224; in ESCB, 166; as lenders of 
last resort, 159. See also Bank of Mex- 
ico (BOM); Bank of Thailand; Euro- 
pean Central Bank (ECB); European 
System of Central Banks (ESCB) 

Central banks: Bank of England role 
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Cetes (peso-denominated debt), 190-91, 

Contagion: definitions of, 4, 49-50; effects 
in East Asia, 135-36; effects in Indo- 
nesia, 13740; in Europe (1931), 
15-20; information cascade model, 
50-51, 62; multiple equilibria model, 
52, 62; political, 52-54, 62, 67; spill- 
over model, 51-52, 62 

Contagion, membership: defined, 54; in Eu- 
ropean Monetary System (EMS) crisis 
(1992-93). 62-66; government’s 
choices in model of, 56-58; model of, 
54-62; reverse, 61; value of club mem- 
bership in model of, 59-61 

220-21, 228-30 

Corporate governance, Asian style, 329 
Credit markets: East Asian economies 

(1995-97), 111-16, 119-23, 128-32, 
154-57; in emerging market countries, 
88-95, 100-102, 156; lending booms 
with financial liberalization, 155; Mex- 
ico (1994), 81-82; related to speculator 
behavior, 55-56; sovereign ceiling doc- 
trine, 116; United Kingdom (1931), 
16-20 

Currencies: appreciation in Mexico (1 988- 
92), 186-87; behavior of Mexican peso 
(1995-97), 192-219; conversion to the 
euro, 163; devaluation expectations in 
Great Britain (1925-31), 14-15; effect 
of weakness of one club member’s, 
63-65; Mexico (1995-97), 219-31; 
modeling EMU conversion restric- 
tions, 172-75; replacement under 
EMU of national, 166; speculators’ 
borrowing domestic to buy foreign, 
55-56; sterling’s fall against other cur- 
rencies (1930), 15. See also Deprecia- 
tions; Devaluation; Euro, the; Specula- 
tive attacks; Sterling 

Currency boards, 335-36 
Currency crashes: defined, 306f; indicators 

Currency crises: causing financial crisis, 
of, 303-1 3; Thailand, 328 

156-57; compared to current account 
reversals, 5-6, 313, 316-17; conditions 
in emerging markets for, 155; conta- 
gious, 4, 47,49-54, 67; description of, 
1; effects, 5-6; European Monetary 
System (EMS) (1992-93), 339; output 
performance after, 312-15; unemploy- 
ment-based model, 20-25. See ulso 
Contagion; Currency crashes; Euro- 

pean Monetary System (EMS); Inter- 
national Monetary Fund (IMF); Mex- 
ico; Speculative attacks 

Currency crisis models: counterfactual sim- 
ulations, 33-37; early, 2-3; empirical 
tests of, 287; estimation, 26-33; first- 
and second-generation, 2-5, 8-9, 15, 
52, 286; possible third-generation, 3-4; 
with unemployment variable, 20-26 

Current account: crisis related to deteriorat- 
ing, 52; currency crises different from 
reversals in, 5-6; East Asian countries 
(1985-96), 124-26; intertemporal as- 
pects, 287; output growth in countries 
with imbalances in, 301-3; post-I925 
weakness in United Kingdom, 45; pre- 
dictors of imbalances, 297; United 
Kingdom (1931), 16-20,45. See also 
Capital flows 

Current account deficits: analysis using re- 
versals as events, 291-301, 325; 
balance-of-payments crises in absence 
of, 98-100; without capital inflows, 85; 
conditions for reversals in, 286, 324; 
financing of, 328; as indicator of cur- 
rency crash, 31 l; indicators of rever- 
sals, 291-300, 323-24; Mexico’s financ- 
ing of (1992-94), 186; reversals 
compared to currency crises, 313, 
316-17; Thailand (1997), 327-28; theo- 
retical determinants of reversals of, 
288-90 

Data sources: analysis of current account 
reversals, 290-91, 319-21; analysis of 
ERM stayer and leaver countries, 251, 
264-65.279-80; comparison of Mexi- 
can exchange rate with other curren- 
cies, 194; currency crisis model, 26- 
27,40 

Debt: long-term ratings in East Asia (1996- 
97), 119-20; Mexico’s peso- 
denominated Cetes, 190-91 

Debt service, foreign currency: of East 
Asian countries, 340-41; proposed 
short-term suspension of payments, 
34144 

East Asia (1994-97), 115; peso-dollar 
rate (1995-97), 226-32 

Devaluation: adverse selection with, 156; 
conditions for, 2; effect in emerging 
market countries, 156; effect in industri- 

Depreciations: in currency crash, 306f; in 
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alized countries, 156; in ERM leaver 
and stayer countries, 265-70; Euro- 
pean Monetary System (EMS), 47, 
62-66; factors in EMS decision, 47; in 
membership contagion model, 56-58; 
of Mexican peso (1994), 219; Mexico 
(1988-94), 185-87; as necessity, 68; as 
political decision, 4749, 67-68; proba- 
bility in currency crisis model, 22-26, 
32-33, 38-39; speculator behavior re- 
lated to, 49. See also Depreciations 

East Asian countries: composition of capi- 
tal inflows (1997), 328; currency crisis 
(1997-98), 1; exchange rate policy, 
335-37; export growth (1996-97), 128; 
flawed financial system, 328; foreign 
currency debt, 340; growing risk 
(1996-97), 124-32; macroeconomic 
policy, 336; money and credit (1990- 
96), 128-30. See also Contagion; Indo- 
nesia; Korea, South; Malaysia; Philip- 
pines; Thailand 

ECB. See European Central Bank (ECB) 
Economic and Monetary Union (EMU): 

conditions for viability of, 180-81; con- 
vergence criteria for membership, 
63-64; endgame of Stage 11, 164; as ex- 
plicit currency area, 53; function of, 
166; modeling Stage I1 and I11 conver- 
sion restrictions, 172-75; potential for 
contagion among members, 59-65, 68; 
stages of transition to, 163; Stage 111 
conversions to the euro, 4-5, 163; 
Stage I11 currency exchange rate pol- 
icy, 4-5, 164 

Economic performance: ERM stayer and 
leaver countries (1987-96), 255f, 256f, 
258,262-65,278; output after cur- 
rency crisis, 312-15; output in coun- 
tries with reductions in current ac- 
count imbalances, 301-3; slow growth 
as indicator of currency crash, 308-10 

53-54; reform in Mexico (1985-89), 
185 

Emerging market countries: causes of fi- 
nancial crises in, 155; contagious cri- 
ses, 68-70; effect of devaluation in, 
157-58; government role in managing 
capital inflows, 81-85; weak regulatory 
regimes, 155, 158. See also Contagion, 
membership 

Economic policy: political objectives, 

EMU. See Economic and Monetary Union 

ERM. See Exchange Rate Mechanism 

ERM leaver and stayer countries: before 

(EMU) 

(ERM) 

and after 1992 ERM breakup, 251-65; 
differences from stayer countries, 257- 
59, 278; IS-LM analysis, 24849, 258; 
pass-through of exchange rate devalua- 
tion, 265-70; Phillips curve analysis, 
249-5 I 

ESCB. See European System of Central 
Banks (ESCB) 

Euro, the: cross-border payments through 
TARGET, 167-70; as replacement for 
national currencies, 166; TARGET 
cross-border payments system for, 
167-71 

Euromoney Country Risk Assessment: for 
East Asian countries (1993-97), 
120-21 

European Central Bank (ECB): function 
of, 166; in Stage 111 of EMU opera- 
tion, 4-5, 164-65 

European Monetary Institute (EMI): de- 
scription of TARGET payments sys- 
tem, 178-79 

European Monetary System (EMS): cur- 
rency crisis (1992-93), l ,  47, 59, 339; 
currency fluctuation bands, 63; mem- 
bership contagion in crisis (1992-93), 
62-66 

European System of Central Banks 
(ESCB): intended bilateral rates, 165; 
structure and function, 166 

European Union member countries. See 
ERM leaver and stayer countries 

Exchange Rate Mechanism (ERM): conta- 
gion vehicle in crisis (1992-93), 52; 
German reunification as cause of 1992 
breakup, 248; political factors in crisis 
(1992-93), 68; speculative attack crip- 
pling (1992), 166. See also ERM leaver 
and stayer countries 

EMU, 177-78; Mexican modification 
of (1988-94), 185-86; Mexico (1988- 
94), 191-92, 195-98; Mexico (1995- 
97), 192-219 

(1988-97), 126-28; depreciation in cur- 
rency crash, 306f; depreciation in East 
Asia (1994-97), 115; effective, 283; 

Exchange rate regime: in first years of 

Exchange rates: appreciation in East Asia 
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Exchange rates (cont.) 
EMU currencies with locked, 166: 
ERM stayer and leaver countries 
(1987 96), 252f, 257, 259-60, 262-64: 
ERM stayer and leaver country pass- 
through of devaluation, 265-70; main- 
tenance of British, 16-20; policy in cur- 
rency crisis model, 21; post-1995 peso- 
dollar stability, 232; real exchange rate 
in United Kingdom (1925-36), 12. See 
also Balance of payments; Current ac- 
count; Real exchange rate 

Financial crises: asymmetric information 
view, 154; bubble collapse, 108-9; cur- 
rency crisis as cause of, 156-57; de- 
fined, 44: diagnosis and treatment, 
109-1 I ;  disorderly workout, or debt 
overhang, 109; distinct from currency 
crises, 339; factors in resolution of, 
159; financial panic, 108-9; induced 
by macroeconomic policy, 107-8; 
moral hazard crisis, 108-9; predicting, 
329; role of sovereign governments, 
79-81: use of public money in re- 
sponse to East Asian, 333-35. See also 
Contagion; International Monetary 
Fund (IMF); Mexico; Speculative at- 
tacks 

Financial crisis, East Asia: asymmetric in- 
formation view, 154-59; events trig- 
gering, 133, 135-37; financial panic, 
136-37; in Indonesia, 137-40; macro- 
economic and financial processes in, 
11 1-16: microeconomic policy mis- 
takes, 154-61. See also Contagion; 
East Asian countries; International 
Monetary Fund (IMF) 

Financial markets: Anglo-American model, 
328; efficiency of, 332-33; flawed struc- 
ture of East Asian, 328-30; Japanese, 
328-29; markets with asymmetric infor- 
mation, 154 

Fiscal policy: of IMF in East Asian finan- 
cial crisis, 149; United Kingdom 

Foreign exchange reserves: with current ac- 
count in equilibrium, 73-79; East 
Asian countries, 124; as indicator of 
currency crash, 308-10; speculator bny- 
ing of, 55-56; Thailand (1997), 328, 
342; United Kingdom (1931), 15-20 

(1931), 16-20 

Germany: IS-LM analysis, 248-50,258; 
Phillips curve analysis, 249-50. See 
also ERM leaver and stayer countries 

Gold reserves: Bank of England losses 
(1930), 15-17 

Gold standard: abandoned by United King- 
dom (1931), 9-10,43-44; as contin- 
gent rule, 44: interwar, 44: postwar re- 
turn in United Kingdom, 11, 14, 44 

Government: behavior in currency crisis 
models, 4-5; choice of exchange rate 
policy, 56-58, 61-62; choices in model 
of membership contagion, 56-58; inter- 
vention in East Asian economies, 330; 
probability of devaluation in member- 
ship contagion model, 61-62; role in 
sterling crisis (1931), 10-20. See also 
Central banks; East Asian countries; 
Economic and Monetary Union 
(EMU); Mexico 

Harrison, George, 16 
Harvey, Ernest, 17, 19 

Indonesia: contagion, panic, and crisis in, 
137-40; current account (1985-96), 
125-26, 133; external debt, 124, 133; 
IMF analysis (1997). 122-23: IMF 
Board discussion, 15 1; money and 
credit (1990-96), 129-30; risk assess- 
ment (1993-97), 121; signs IMF pro- 
gram, 138-39; sovereign ceiling doc- 
trine, 116; stock market and bank 
lending (1997), 123; syndicated loan 
spreads. 119 

Industrial policy, Asian, 330 
Inflation: with devaluation in emerging mdr- 

ket countries, 157: ERM stayer and 
leaver countries (1987-96), 253f, 254f, 
255f, 257-60, 262; Mexican stabiliza- 
tion program (1987-88), 185; Mexico 
(1988-94), 186-88; Mexico (1995-97), 
192; triangle model of, 271-72; wage- 
price inflation in ERM leaver and 
stayer countries, 270-76 

Information: about Mexico available to for- 
eign markets, 189-90: of speculators in 
decision to attack, 55 

contagion model, 56-58: in view of 
East Asian financial crisis, 154-59 

Information, asymmetric: in membership 

Information cascade model, 50-51 
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Interest rates: in Asian financial crisis, 115; 
Bank of England failure to raise 
(1931), 16-20, 45; in currency crisis 
model, 21-26; real interest rate in 
United Kingdom (1925-36), 12-14; re- 
lation of currency crash to high US., 
308-10 

International Monetary Fund (IMF): ad- 
vice to Thailand (1997), 328; assess- 
ment of East Asian economic perfor- 
mance (1996-97), 121-22; Indonesian 
program, 138-39; Korean program, 
139; as lender of last resort, 159; pro- 
grams for East Asian economies, 
336-37; proposed lending into arrears, 
341; provider of public funds, 332; rec- 
ommendations at start of Asian finan- 
cial crisis, 136; role in Asian financial 
crisis, 115, 140-49; Special Data Dis- 
semination Standard, 344; Thai pro- 
gram, 140 

Korea, South: capital inflows (1990s), 118; 
current account (1985-96), 124-26, 
133; exchange rates, 117; external debt, 
133; foreign bank lending (1997), 123; 
foreign exchange reserves, 124; IMF 
analysis (1997), 122-23; IMF Board 
discussion, 151-52; as member of 
OECD, 106; money and credit (1990- 
96), 128-29; risk assessment (1993-97), 
121; signs IMF program, 139; sover- 
eign ceiling doctrine, 116; stock market 
decline, 136; syndicated loan spreads, 
119 

Labor force: costs in ERM stayer and 
leaver countries, 254f, 255f, 258, 260, 
262, 270-76. See also Unemployment; 
Wages 

Lender of last resort, international: role in 
financial crises, 159-61 

Lending booms. See Credit markets 
Liquidity crises, 341 

Maastricht Treaty: currency conversion 
rates restrictions, 164-65, 177; effect of 
criteria on leaver countries, 249, 263t, 
264t, 278-79 

MacDonald, Ramsay, 16 
Macmillan, H. P., 19 
Macmillan committee (Committee on Fi- 

nance and Industry) report, 15, 17n15, 
19 

tries, 336; management of foreign capi- 
tal inflows, 87-88, 116-18; Mexican 
Pacto (1988), 185-88, 191-92; struc- 
ture in currency crisis model, 20-26. 
See ulso Exchange rates; Fiscal policy; 
Monetary policy 

Madrid Council, 164-65 
Malaysia: current account (1985-96), 124- 

Macroeconomic policy: East Asian coun- 

26, 133; exchange rates, 117; FDI in- 
flows (1 990s), 1 17; money and credit 
(1990-96), 128-29; risk assessment 
(1993-97), 121; stock market perfor- 
mance (1997), 123; syndicated loan 
spreads, 119 

May committee (1931), 16, 45 
Mexico: behavior of peso (1995-97), 192- 

219; currency crisis (1994-95), 1; eco- 
nomic reform (1985-89), 185; ex- 
change rate appreciation (1988-93), 
128, 186-87; IMF-U.S. support pack- 
age (1995), 219; inflation (1995), 157; 
as member of OECD, 106; response to 
crisis (1994-95), 341; role in Latin 
American debt crisis, 185. See also 
Bank of Mexico (BOM) 

Monetary policy: exchange rate models of, 
163-64, 174-75; of IMF in East Asian 
financial crisis, 145-49; to manage capi- 
tal flows, 87-88; United Kingdom 
(1931), 15-20 

Moral hazard: avoidance of future, 84; in- 
centives in emerging market countries, 
156; limits in emerging markets, 160; 
as problem of asymmetric information, 
154-55 

Norman, Montagu, 16, 19 
North American Free Trade Agreement 

(NAFTA), 185 

Philippines: banking system regulation, 
118; capital market liberalization, 117; 
current account (1985-96), 125-26; ex- 
change rates, 117; external debt, 124; 
money and credit (1990-96), 128-30; 
risk assessment (1997), 119-21; syndi- 
cated loan spreads, 119 

model of inflation, 270-71 
Phillips curve: as generic term, 270; triangle 
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Prices: in currency crisis model, 21-26, 32; 
wage-price inflation in ERM leaver 
and stayer countries, 270-76 

validity, 246-48 
Purchasing power parity (PPP): long-run 

Real exchange rate: overvaluation as indica- 
tor of currency crash, 308-10; in 
United Kingdom (1925-36), 12 

Regulation: of financial sector in emerging 
market countries, 155, 158-60; Philip- 
pine banking system, 118 

121, 124-32; Euromoney Country Risk 
Assessment for East Asia, 121; pooling 
in emerging markets, 82-83 

Risk taking: in currency crisis, 156-57; 
after financial liberalization, 154-55. 
See also Adverse selection; Moral 
hazard 

Risk: in East Asian countries (1993-97), 

Salinas de Gortari, Carlos, 185 
Shocks: in currency crisis model, 25-26, 33; 

information used by speculators in, 55 
Snowden, Philip, 16 
Speculative attacks: conditions for, 7-9, 

286; emerging market countries’ de- 
fense against, 155-56; during Great De- 
pression, 9; models of, 4849;  political 
contagion concept in, 53-54; role in fi- 
nancial crisis, 158-59; on sterling 
(1931), 9-10. See also Contagion 

effect of external shocks on, 25, 33-37; 
post-1925 overvaluation, 45 

Sterling: crises (1927, 1929, 1931), 9, 45; 

Sugisaki, Shigemitsu, 146 

TARGET payments system: of EMU, 165- 
70, 177-81; as settlement system, 
1 67-7 1 

Terms of trade: as indicator of currency 

Tesobonos (dollar-linked instruments): 
crash, 308-10 

doubling (1994), 192; replace peso- 
denominated debt, 190-91; threat of 
default on (1994), 231 

Thailand: banking system, 18; budget bal- 
ances, 123-24; capital inflows (1990s), 
117; current account (1985-96), 125- 
26, 133; exchange rates, 117; external 
debt, 133; factors igniting East Asian 
crisis, 33940; foreign currency debt, 
339; foreign exchange reserves, 124; 
IMF analysis (1997), 122-23; IMF 
Board discussion, 152; macroeconomic 
policy, 327-28, 33940; money and 
credit (1990-96), 128-30; risk assess- 
ment (1993-97), 121; sovereign ceiling 
doctrine, 116; syndicated loan spreads, 
1 I9 

Unemployment: as cause of sterling crisis, 
33; driven by external shocks of Great 
Depression, 43; during Great Depres- 
sion, 9; United Kingdom (1925-36), 
10-20,43; as variable in currency crisis 
model, 20-31, 37 

United States: effect of high interest rates 
in, 308-10; IMF-U.S. support package 
for Mexico, 219; as lender of last re- 
sort. 159 

Wages: in currency crisis model, 21-26, 
29-31; real wage in Great Britain 
(1925-36), 12-14 

World Bank: provider of public funds, 332 

Zedillo, Ernesto, 192 




