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Abstract

The global financial crisis affected exchange rates among the US dollar, the euro and the
Japanese yen. Also East Asian currencies seemed to be affected by the crisis. This paper investigates
how East Asian currencies are affected by the global financial crisis. We employ the methodologies
of B-convergence and o-convergence to examine misalignments or divergence of East Asian
currencies in terms of the AMU Deviation Indicator adjusted by the Balassa-Samuelson effect in
different sample periods. The empirical results show that East Asian currencies did diverge in most
of the sample periods especially after late 2005. Active international capital flows such as yen carry
trade also affected movements of East Asian currencies. The empirical results tell us that the global
financial crisis widened exchange rate misalignments of East Asian countries. We conclude that it is
necessary to establish a surveillance system within East Asian area for purposes of prevention and
early detection of intra-regional exchange rate misalignments. Also, it is important to carry out
policy coordination to reduce intra-regional exchange rate misalignments occurred among East

Asian currencies.
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