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Exchange-rate Liberlization and Misadjustment:
A Regime-switch Illustration of the

Two-tier Exchange Rates

Ching-chong Lai  Shu-hwa Chang Wen-ya Chang

Abstract

This paper sets up a general macroeconomic framework which is
able to describe both ordinary two-tier and float two-tier regimes. The
issue this paper concerns is that, a country adopting ordinary two-tier
exchange rates suffers from a sustained deficit and gradual depletion of
foreign reserves, the authorities thus are forced to announce to give up
the control of exchange rate in the commercial foreign exchange market
at a future date. More specifically, the problem this paper studies is that
the regime is anticipated by the public to switch from ordinary two-tier
to float two-tier exchange rates. Using graphical illustration as a supple-
mentary instrument, this paper finds that, the timing of announcement
and of implementation of the liberlization in the commercial foreign ex-
change market play an important role for determining the evolution of
economic behavior during the time interval prior to and after regime

switch.





