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—  Preface *

— PREFACE

The exchange rate may be defined as the domestic price of
foreign currency or, as its reciprocal, the foreign price of do-
mestic currency. The theory of exchange rate determination is
used to explain how the exchange rate is determined.

Modem western theory of exchange rate determination e-
merged during the interwar period and revived in early 1970’s.
After Bretton Woods System collapsed the exchange rate fluctu-
ate vehemently and frequently. This gives international trade,
international finance and international investment uncertainty
and risks. Exchange rate is not only related to the banks and
companies, but also related to the stability of countries. For
that reason, since 1970’s many theories of exchange rate deter-
mination emerged in the foreign countries. However , because
of the planed economy system there is little people who were
concerned about the subject in our country, and the studies of
modern western theory of exchange rate determination is far be-
hind its development. At present, in our international finance
textbook the main theories of exchange rate determination are
“theory of purchase power parities ", “interest parities theory”,
“psychological theory of exchange ", and“ theory of international
indebtedness” . The theories produced in 1970’s only have a
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simple introduction. The theories produced in 1980’s and
1990’s are rarely mentioned. With the reform and opening up
to the outside, exchange rate determination play a more impor-
tant role in our economy, so a study of modern westemn theories
of exchange rate determination is necessary.

This book consists nine parts examining twelve theories of
exchange rate determination which emerged after World War
TWO. They are Mundell—Fleming Model, flexible price mone-
tary approach, sticky price monetary approach, currency substi-
tution approach, portfolio balance approach, news approach,
speculative bubble theory, chaotic approach, new open macroe-
conomics, intertemporal approach to real exchange rate determi-
nation, optimizing approach to realignment under fixed exchange
rate, and exchange rate target zone theory.

The book is the first time to examine the evolution and de-
velopment of modern western theories of exchange rate determi-
nation historically, svstematically and overall. 1 hope I can at-
tract more good works by publishing it and do good to teaching,

academic research and socialist market economy .
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