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Abstract

This research investigates that the currency board can prevent cur-
rency crisis with a perspective of the government’s budget constraint
and fiscal policy rule. Results from our analysis clarify subsequent impli-
cations. First, the equilibrium level of exchange rate and prices depend
on the fiscal policy. Second, under the currency board regime, the cur-
rency crisis based on fundamentals can be occurred in the case that the
* Active’ fiscal policy which is inconsistent with exchange rate parity
is implemented, and the self-fulfilling currency crisis can be occurred in
the case that the' Passive’ fiscal policy is implemented. Third, the Ar-
gentine currency crisis in the end of 2001 is based on the fundamentals
with the result of fiscal expansion and the debt accumulation in the lat-
ter half of 1990s.

Keywords: Currency Crisis, Currency Board, Fiscal Policy Rule, In-

determinacy of Equilibrium
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