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Currency Crises is a collection of papers by leading thinkers on the subject, all presented

at a 1998 NBER conference. Paul Krugman edits the volume and asks aloud what the

reader can only silently wonder: Why is yet another conference on such a well-established

research field necessary? The answer, according to Krugman, is that “despite two decades

of research on the causes and consequences of such crises, important issues are either
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unresolved or require a fresh look in the face of new experience” (p. 2). This is made

immediately clear in the pages that follow. The volume contains applications of new

models to old crises, as well as new ways of thinking about recent episodes. It also treats

different types of currency crises, including not only those that can and do occur in industrial

countries (usually because of policy inconsistencies), but also the breed of animal that

rears its head in emerging markets.

The quality of the research is unsurprisingly stellar, as is the depth of thought that has

gone into the included “comments.” While the volume does achieve some consensus (for

example, Guillermo Calvo and Steven Radelet and Jeffrey Sachs agree that the East Asian

crises were mostly financial in nature; and many maintain that the 1995–97 crises were

inflamed by inappropriate policies), it challenges conventional wisdom and raises as many

questions as it offers answers.

For example, Robert Gordon shows that the belief that the ERM “quitters” of 1992–93

performed better than the “stayers” is based on an ill-founded comparison of France with

Britain. (According to Gordon, Britain’s subsequent success was mostly due to structural

rather than monetary factors). Gian Maria Milesi-Ferretti and Assaf Razin challenge the

view that large devaluations lead to current-account reversals, and show that the latter do

not affect growth whereas the former have an immediate negative impact. Finally, Robert

Flood and Peter Garber demonstrate that the euro payment institutions that would begin

operating at the outset of the European Monetary Union would preclude all the exchangerate

volatility, indeterminacy, and speculative attacks feared by the markets. Hindsight has

proven these authors correct, as the euro was launched without incident.

In addition to the abovementioned contributions, the volume contains work by Barry

Eichengreen and Olivier Jeanne on the causes of sterling’s collapse in 1931; an original

theory of political contagion by Allen Drazen; and a menu of ways to think about recent

emerging-market crises by Guillermo Calvo. Steven Radelet and Jeffrey Sachs discuss how

the East Asian crises were mostly financial in origin and magnified by a series of policy

mishaps; Sebastian Edwards and Miguel Savastano provide a detailed analysis of the Bank

of Mexico’s behavior during the post-peso-crisis period of 1995–1997.

Far from putting this mature research program to rest, Currency Crises adds fuel to the

academic debate. It captures the latest thinking of the leading scholars in the field, and in

so doing it provides researchers with an endless menu of topics to pursue. Problems such

as the ideal set of macro- and microeconomic policies to prevent, circumvent, or resolve

a crisis still remain wide-open, as do the exact effects of crises. In addition, alternative

ways of modeling emerging-market crises of the sort that are financial in origin but not

self-fulfilling seem to be a promising research venue.

Given the quality and timely nature of research contained in Currency Crises, I would

recommend it to anyone researching in the field, as well as to policy makers dealing with

these issues. Its high proportion of nontechnical material makes it accessible even to interested

laymen who simply seek a better understanding of the key issues at hand in potential

or actual crises.
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