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The Central Bank’s Behavior under Currency
Mismatch: A Multiple Equilibrium Model

LIU Shao-bo', HE Qing-chun’

(1. Institute of Finance, Jinan University , Guangzhou 510632, China ;
2. Guangdong Rural Credit Union, Guangzhou 510627, China)

Abstract: Currency mismatch can be classified into two types, the one
in the form of net foreign currency liabilities and the other in the form of net
foreign currency assets. The latter is regarded as the existence more serious
in China. But current models mostly focus on the former. The paper establi-
shes a multiple equilibrium model and tries to reveal the effects of currency
mismatch in the form of net foreign currency assets on banks, enterprises
and macro-economy under domestic currency appreciation. The model indi-
cates that domestic currency appreciation on a big margin would worsen
balance sheets of micro-economic agents and make the economy stable on a
bad equilibrium. Furthermore, it analyzes the measures taken by the central
bank under a bad equilibrium.

Key words: domestic currency appreciation; net foreign currency asset;

currency mismatch; central bank (FTHEHRE & )
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