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Abstarct

The choice of an appropriate exchange rate regime has been at the centre of the debate in
international economics for a long time. Economists have developed various answers to this
question: what is the appropriate exchange rate regime for an economy? Thus, the theoretical
literature on exchange rate regime choice can typically divided into three main theories. According
to the optimal currency areas theory initiated in the early 1960’s the nature and the magnitude of
shocks the economy is likely to face, as well as the structural characteristics of its goods, labor, and
financial markets, are important considerations in choosing an exchange rate regime. In an
environment of high inflation, as was the case in most countries in the 1970’s and the 1980’s,the
political economy theory emphasise the role of credibility and political factors in the choice of an
exchange rate regime. However, in the aftermath of the currency crises in emerging markets
economies in the 1990’s, the currency crisis approach stressed that the intermediate exchange rate
regimes are no longer feasible because of its vulnerability to currency crises. This paper reviews the
three most important theories of exchange rate regime choice and summarizes the main criterion for
exchange regime choice.

Key-words : Appropriate exchange rate regime- Optimal currency areas- Political economy theory
- Currency crisis.
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