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FOREWORD

The author expounds the principles of optimization for foreign
trade and the policy to determine exchange rate in the context of
Chinese market economy with plenning )guidance. The approach
employed is a combination of marginal analysis and normative
analysis that aim at the imization of the ic effec-
tiveness in foreign trade for a socialist country. The author also
explains the policy options as a result of the application of the

above mentioned principles.

The book consists of six chapters. The first chapter or the
introduction, describes the current situation which is the outcome
of the impl ion of ibility system in for

eign trade sector. The dual economy, including the dual purpose of
foreign exchange earning and economic effectiveness for firms;
the dual exchange rate, planned and adjustable; the dual transac-
tion of foreign trade sector at planned price and at market price,
has been the source of chaos in foreign trade sector. Thus, it is
urgent to stress the importance of theoretical research in trade and
in the exchange rate determination, and to deepen the reform in
foreign trade sector. The second chapter lists the necessary con-
ditions to maximize economic effectiveness in foreign trade based
on the principle of comparative advantage and marginal analysis.
These conditions are: 1) All the ratios between price in domestic
market and the price in foreign countries for export goods (in terms




of domestic currency/foreign currency) must be smaller than the
same ratios for import goods. 2) The trade is a halanced trade in
general (in terms of foreign currency). 3) The trade should be ex-
panded as far as the aforementioned conditions are satisfied. The
author explains in the third chapter that the market economy can
achieve maximum macroeconomic benefit automatically by means
of profit orfentation of firms who determine the commodities and
quantity of their import and export provided the exchange rate and
price of commodities are adjusted by supply and demand approa-
ching an equilibrium condition. In the fourth chapter the author
suggests that the best policy in conducting foreign trade in China is
a policy of market adjustment with a planning guidance which is a
natural result of the maximum macroeconomic benefit achieved by
automatic adjustment in terms of market mechanism. The policy
and reform strategy along with these considerations are also eluci-
dated. In the final chapter a theoretical conclusion is made that
embodies a theory of foreign trade (a theory of marginal compara-
tive advantage) and a theory of exchange rate (a theory of marginal
purchasing power parity), and the prevailing theories of foreign
trade and exchange rate in China reviewed.

The book poses three distinguished particularities. The first
is the combination of policy of foreign trade with the determination
of exchange rate,-and at the same time, a criteria is established
that judges the policy of exchange rate in terms of maximization
macroeconomic benefit. The second is the rigorous mathematical
analysis in methodology which adopts mostly graphic presentation
to ensure its easy und di Graphic pr ion is familiar
to those readers who know the contemporary cconomics, and is also
not difficulty to the readers who do not know very well the con-




temporary economics as far as they can recognize the curves ap-
peared in the first places. The third is the mode of market eco-
nomy with planning guidance that is explained by the author in a
unique significance in the theoretical aspect and in practice as
well. Such a mode can be adopted not only in the foregin trade
sector but also in the domestic economy. It is not the mode of
planned economy bound with some market essentials or so called
dual system, nor the mode suggested by some of the Chinese eco-
nomists characterized by “state adjusts the market; market con-
ducts firms”, but a harmonic incorporation of planning with
market. The author believes that the market economy with a plan-
ning guidance is the only path which leads to successful economic
reform for a socialist country.
Guo-Xiang Wang
at the China Institute of Finance
July 1989
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