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With all of the talk about China and its
shift away from a US Dollar based peg, we
felt that it was time once again to look at
emerging markets and their associated cur-
rencies . This month we will focus on how
their currency regimes have changed since
the last time they got so much press almost
a decade ago. Recall that in the mid to late
1990’s there was the Asian tiger phenomenon,
which became the Asian currency crisis and
then Asian contagion. We’d hope that by
studying the situation yesterday and today,
we might gain insight about tomorrow.

Why were these countries pegging
their currencies the first time around?

We’d like to avoid a long treatise on mac-
roeconomics here (for which the IMF and
World Bank are far better suited), and instead
attempt to summarize the reasons. Briefly,
these countries were tied (i.e. “pegged”) to
the US dollar, which was relatively weak in
the early part of the 1990’s. This meant that
these countries were competitive in world
trade, both as their weak currency made their
goods cheap to the rest of the world and the
apparent stability (via the “peg”) guaranteed
that they would remain cheap.

What caused them to break?
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What is the situation now?
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Asian Currencies: The currency crisis to today
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What are the important differences?
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Returns and Expectations
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Change in Factor Contributions to Forecast
31-July-2005 to 31-August-2005

AUD CAD EUR HKD JPY NZD SGD SEK CHF GBP USD

Fixed Income Flow Prospects Equity Flow Prospects Valuation Other
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Source: First Quadrant, 

Factor Contributions to Forecast
31-August-2005

AUD CAD EUR HKD JPY NZD SGD SEK CHF GBP USD

Fixed Income Flow Prospects Equity Flow Prospects Valuation Other
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Source: First Quadrant, L.P.
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Currency Returns and Expectations
August 2005
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(Endnotes)

1 The Economist, Nov 4 2004. http://www.economist.com/research/
backgrounders/displaystory.cfm?story_id=3360451

2 US State Department Website. http://www.state.gov/e/eb/rls/rm/2005/46950.htm
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