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ABSTRACT

Since the 1960s, currency crisis burst out in many countries and did great
harm to the people suffering from it. With the progress of economic globalization
and regional economic integration, the contagion of currency crisis emerged
between countries in the late decade of 20™ century. Why does currency crisis
happen? How does it come into being and extend? And how should we test the
speculative pressure against the domestic currency and keep crisis away? The
topics above belong to the most advanced theoretical researches in both
macroeconomics and international finance.

Under the circumstances of great latent risks inside China’s financia industry,
the stepwise liberalization of China's capital account and the inevitable challenge
of maintaining the value of RMB, this paper probes into the ways of measurement,
early warning, prevention and dissolution of the speculative pressure against
RMB.

This paper consists of three chapters.

Starting with the concept of currency crisis, Chapter 1 reviews on the classic
literatures on this subject and introduces three generations of theoretical models
respectively. With that, what the models emphasized on and the comparison
between them are generalized.

Chapter 2 lies in the survey of advanced empirical researches abroad on the
construction of early warning system for currency crises. With the detailed
introduction of four popular models, the writer presents a summary of the key
empirical literatures before and after 1997 with two appendix to the chapter,
aiming at setting up a framework for the writer’s further quantitative studies and

providing valuable references for domestic researchers.
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Finally comes Chapter 3 the concentration of innovations of this paper. This
chapter progresses around three questions as following: How to choose a suitable
index for the measurement of the speculative attack pressure against RMB? How
to pick up different leading indicators for RMB’s early warning system? And what
should we do for the construction of the system and for the dissolution of the
speculative pressure? To the first question, based on the empirical analysis of
domestic data, this paper prefers using a 3-year-moving-window exchange market
pressure index for the measurement. To the second question, the author has
conceived out a synthetic indicating system composed by 7 subsystems and 26
guantitative variables plus several dummies. Besides, according to some
reasonable principles, this paper also sets up threshold values for each indicator
and synthesizes them into a general index. To the last question, the author
provides some practical and operative suggestions to the arrangements of
mechanism.

The contributions of this paper lie in the following aspects. Firstly, a detailed
review concerning the abroad literatures and researches on currency crisis has
been made, offering a good theoretical framework for the further study. Secondly,
the early warning system for RMB with seven-subsystems is innovative and
illuminative. Finally, the original data pools of this paper could be used as a good

reference for the other researcher’ study.

Key Words: Currency Crisis; Early Warning System; Index of Exchange Market
Pressure
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