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Abstract

On July 21% of 2005, China government announces to abandon the exchange
rate system the RMB pegged to US dollar which has been valid for 11 years. Since
this reform of exchange rate, the more flexible exchange range policy has increased
the exchange risk of both the government and companies. Therefore, it has been
extremely urgent to establish a novel exchange management and risk control
system that is fit for current situation of China. VAR model is a quantitative tool
that meets our demand. VAR estimated the maximum possible loss of an
investment set in a certain coming period based on a certain probability. By
utilizing VAR methods, we can measure the risk more precisely. VAR is a general
approach to measure risks, which can be used to measure the marketing risk, credit
risk and so on.

This thesis is organized as five chapters. In the Introduction chapter, we
introduce the related works, purpose and target of the research. In the second
chapter, the basic idea of exchange risk is introduced, including the cause of
exchange risk and traditional approach to measure exchange risk, and emphasizing
how to use VAR to measure exchange risk. Related works of measuring exchange
risk by VAR is covered in Chapter 3, and in Chapter 4, four different calculating
methods are being compared. The analysis-based demonstrated its relative
advantage on efficiency over simulation-based approach while the latter is more
accurate. When measuring the VAR, there is aways a hypothesis that daily return
obeys normal distribution, but the change of the exchange rate is non-normal
distribution. In the last chapter, we introduce VAR in the exchange field,
calculating the VAR of RMB to US dollar, the results demonstrates the cons and
pros of each approach, which will be enlightening for risk analysis and metrics in

mMi Cro-ecnomoics.
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