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highlight the following 

(a) The forex markets are both incomplete and imperfect; [a consequence is that they are inherently inefficient and socially sub-optimal].
(b) These markets are commonly subject to 'overshooting' and 'undershooting'. For small open economies this can entail high degree of volatility 
with resultant financial and social costs. The bulk of costs pertain to structural damages to the economy and short term macroeconomic imbalances 
in the form of higher interest rates, inflation rates, and welfare losses.
(c) To a large extent the forex markets subsume all the inadequacies of the other financial markets as well; as a result, developments in the forex 
markets are both more pronounced and more socially consequential. This is largely due to the fact that markets for equities and bonds are 
organically interrelated with the market for the foreign value of the currency. A we\l-functioning equities market, underpinned by a well-
performing economy is thus likely to be reflected in the forex market in the form of a strengthening foreign value of the currency. Both actual and 
expected volumes and prices in equities and bond markets have direct bearings on the forex market.
(d) An important corollary of the above is the critical and pervasive role of 'expectations/perceptions' in the forex market. That is to say, foreign 
value of a currency is neither solely nor entirely dependent on actual volumes of trade and GO? growth; it is also influenced by the softer issues 
such as future policy directions, political economy developments, and the collective, albeit imperfect, assessment by the market of the overall 
sustainability of socio-economic stability and progress.
(e) The forex market has a systemic national impact. In the equities market, an undershooting may lead to a temporary or prolonged under-
valuation of a given share with associated negative impact on the wealth and welfare of its shareholders only. On the other hand, a similar 
phenomenon in the forex market would have systemic implications not only for the currency market but also for the bond and equity markets. 
There would thus be both financial/economic and social consequences. 

2.10 

In the light of the foregoing it is not surprising that currency and financial market crises have become synonymous with the operations of the global 
financial markets. The more the global markets integrate and in the absence of an international regulatory and prudential framework, the more 
frequently financial market crises occur. Table 1 below summarises the crises and the extent of currency depreciation in each case. Graphs 1 to 4 
depict the extent of currency movements. 
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