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a. Current currency regimes

1. Managed floating with no preannounced path for the exchange rate (33) (e.g., Algeria, Singapore, Jamaica, Kenya, and Norway).

2. Exchange arrangements with no separate legal tender (39)

(Panama since 1907, Ecuador since  2000)

3. Other conventional fixed peg arrangements (44)

(e.g., Nepal, Saudi Arabia, and Turkmenistan) or a basket of currencies (a composite) as in Kuwait, Morocco, and Vanuatu.

4. Independent floating (47)

(e.g., India, Japan, New Zealand, Switzerland, and USA).

Minor regimes:

5. Crawling pegs (4), 

6. Exchange rates within crawling pegs (5), 

7. Pegged exchange rates within horizontal bands (6), and

 8. Currency board arrangements (8).  

Currency regimes and currency crises

Currency crises in emerging markets: 

 Mexican crisis [1994-95], 

 Asian crisis [1997], 

 Russian crisis [1998], 

 Brazilian crisis [1998-99], and 

 Argentinian crisis [2002]. 

Alternatives for avoiding such currency crises:

i) Currency controls: Abandon free capital movement by imposing currency controls to insulate currency from speculative attacks [e.g., Malaysia].  [Tobin]

ii) Freely floating currency:  A freely floating currency never allows a currency crisis.  [Milton Friedman] 

[e.g., Australia and New Zealand; Turkey in 2002]

iii) Fixed exchange rate: To fix an exchange rate in today’s floating exchange rate environment using currency board, dollarization, or a monetary union.

[80 out of the 186 IMF member countries] 

An ideal currency attributes: Jeffrey Frankel (1999)

1. A fixed value (exchange rate stability),

2. Convertibility (full financial integration), 

3. An independent monetary policy (monetary independence)

b. EMS and Monetary Union

The European Monetary System (EMS) March 1979. 

The main goals of the EMS were:

i) Establishing a zone of monetary stability in Europe

ii) Coordinating exchange rate policies vis-à-vis the non-EMS currencies.

iii) Paving the way for the European Monetary Union.

The two main instruments of the EMS 

1. European Currency Unit (ECU) and  

2. Exchange Rate Mechanism (ERM):

The EMU is a single currency area, informally also known as the Euro zone, within the European Common Market in which people, goods, services, and capital are supposed to move without restrictions.  

1. Treaty of Rome in 1957, 

2. Single European Act of 1987,

3. Maastricht Treaty of 1991-92, 

4. Treaty of Amsterdam in 1997, 

c.
Euro and Optimal currency zones

The 15 members of the European Union are also members of the EMS.  .

UK Sweden and Denmark have not joined EMS.

