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Abstract

Research on currency crisis under open economy is a complicated
issue of multi-level and multi-perspective. To carry on a systematic and
deep investigation into this issue entails an accurate point cut. By theory
review and research orientation, this book brings forward an occurrence-
evolution-prevention research frame of currency crisis. Factor analysis
based on accurate apprehension of the meaning of currency crisis pro-
vides the threshold for the study of latent currency ecrisis factors in our
country at present stage, supplies the basis for theory analysis of curren-
cy crisis in the next chapter. During theory analysis, the author com-
pafes the three generations of currency crisis model,, modifies the interest
rate parity in the premise of the traditional model according to the reform
and opening progression of China’s finance market, and then establishes
a currency crisis model consistent with the situation of our country. As
the continuation of theory analysis, the author separately investigates
speculative means and channel in the course of currency crisis evolution,
explores the potential ways at present to speculate in our country, and il-
lustrates them in diagram. In succession, the author specially studies the
diffusion mechanism in the course of currency crisis evolution, and puts
forward several hidden currency crisis contagion channel suitable to the
opening level and developing condition of the finance market of China.
Based on preceding research, the author constructs the prevention system
against currency crisis under open economy, and presents special effi-
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cient countermeasures for our Eountry. According to the train of thoughts
above, this book is divided into 7 chapters:

Chapter 1; “Theory Review and Research Orientation” . After elu-
cidating the theoretical significance and practical importance of currency
crisis research, the author determines the research orientation and inno-
vation point on the basis of review and appraisal of existent currency cri-
sis theory, gives the premise for research, and puts forward the logic
thoughts and frame of the book.

Chapter 2. “Factor Analysis of the Occurrence of Currency Crisis
under Open Economy” . In this chapter, the author discriminates con-
cepts related with currency crisis, clarifies the relation and difference
between them, explicates the definition of “currency crisis under open
economy”’ in this book, and gives a brief retrospection of the history of
typical currency crisis burst out in recent decades. On this foundation,
the author analyses the general factors which cause currency crisis to
classify the international and domestic factors, and probes the system
root of currency crisis by political economics analysis. The subsequent
study is the analysis of the latent factors of currency crisis during the
financial opening course of China, which lays the foundation for theory
analysis in the next chapter.

Chapter 3: “Theory Analysis of the Occurrence of Currency Crisis
under Open Economy” . Action and interaction between occurrence fac-
tors compose the occurrence mechanism of currency crisis. The models
of currency crisis are the consequence of abstracting certain complex
occurrence factors and summarizing occurrence mechanism. Therefore
the author compares and appraises the three generations of model to
unveil the macro and micro mechanism of currency crisis, and chooses
the first generation of model to modify according to China’s situation
which is existing defects on fundamental surface, controlling capital
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flow, and weakening rational expectation. Considering that capital flow
factor is the feature of modern economy, that its effect on balance of pay-
ments exceeds that of international trade, and that it plays a decisive role
in the occurrence of currency crisis, the author constructs a currency cri-
sis model tally with the national conditions in china to analyse the neces-
sity of capital control.

Chapter 4: “Speculation in the Course of Currency Crisis Evolution
under Open Economy” . Research on speculation, which is the inducing
point of currency crisis, constitutes the extension of currency crisis study
in the perspective of currency speculation. In this chapter, the author
conceives two game models under the condition of imperfect information
to unveil the basis upon which the speculator makes attack decision,
meantime introduces the concept of “resist-speculation index”. Thereaft-
er, the author embodies attack strategy combinations of speculation
under different micro-market structure, and illustrates speculators’ com-
plicated behavior to attack the exchange rate of one country. Based on
former research, the author explores the channel and mechanism through
which the idle fund impacts the financial market of China during the
course of capital account liberalization.

Chapter 5: “Diffusion in the Course of Currency Crisis Evolution
under Open Economy” . Speculation pressure appears subsequently in
different countries of the same area, even spreads to countries of other
areas. So, it is significant to study currency crisis from the perspective of
contagion for avoiding or eliminating the influence of currency crisis dif-
fusion. After introducing the currency crisis diffusion model of Masson,
the author investigates the contagion mechanism from macro and micro
aspects for the first time, concludes and analyses existent contagion
mechanism, and probes the latent contagion channel in China, so as to
supply a theory foundation for putting forward prevention system against
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currency crisis.

Chapter 6: “Prevention System against Currency Crisis under Open
Economy” . Based on the research of above chapters, the author creates
a currency crisis prevention system, which consists of defense mecha-
nism, early-warning mechanism and regulation mechanism. Among
them, the defense mechanism is the foundation of the entire currency
crisis prevention system; the early-warning mechanism is the key to pre-
vent and cope with currency crisis; whereas the regulation mechanism is
the emergent measures to adjust and control speculation and diffusion in
the course of currency crisis evolution, and reduce the harm of crisis to
national economy. At the end of this chapter, the author discusses the
prevention system of China, especially the early-warning mechanism,
looks forward to preventing external and internal crisis factors to the
utmost extent, and defending the economic security of our country.

Chapter 7: “Conclusions and questions need further research”.
Based on systematic and careful research in the previous six chapters,
the author came to the conclusion of this book, and noted that such
issues as the symbiotic mechanism of currency crisis and banking crisis,
the domestic spread of currency crisis, and the early warning mechanism

for currency crises, need further research.
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