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Abstract

This research tries to put exchange rate pricing and inflation
into the framework of opening macro economy and conducts gen-
eral equilibrium research. The research puts forward and con-
structs the Price Type Pricing Model of Exchange Rate and Mone-
tary Type Pricing Model of Exchange Rate by using opening mac-
ro economy as the basic framework, profit maximization of manu-
facturers as microeconomic foundation, strict mathematical de-
duction as logic link, Dombusech’s sticky price as ideological
guideline, differential impact form of Purchasing Power Parity as
theoretical foundation, and comprehensively applying the models
and methods such as optimization method, simultaneous equa-
tions, time series single equation, etc.

Compared with the monetarism modern exchange rate theory
represented by Dornbusch, the main contributions of this re-
search are that it makes an impact on the mental model centered
on money, walks out the modern exchange rate theoretical frame-
work of monetarism, and establishes the Pricing Model of Ex-
change Rate. First, the basic assumption of the model has been
loosened , it includes only the assumptions such as profit maximi-
zation of manufacturers, unemployment existence, long term ex-

istence of purchase power parity and equilibrium price stickiness,



etc. , so the model is suitable for various countries; second, the
model includes not only monetary policies, but also macro eco-
nomic variables of financial policies; third, the model is con-
structed within the opening macro economic framework, taking
the effect of current items on exchange rate into consideration;
fourth , the establishment of the model uses the profit maximiza-
tion of manufacturers as its microeconomic basis, so that the fit-
ting level of the model has been improved; fifth, the model puts
forward the determination method of equilibrium price sticky peri-
od; sixth, the model puts forward the conditions a country can ef-
fectively use tax policy to solve inflation or deflation; seventh,
the model can directly change the price elasticity by changing rel-
evant macro economic variables; eighth, The model puts forward
a kind of forecasting method of Sticky Equilibrium Inflation and
Sticky Equilibrium Exchange Rate; ninth, The model obtains the
money Supply of Non-inflation, and finds out the of money Sup-
ply beginning points that influence product market actually.

The research establishes the Sticky Equilibrium Model of In-
flation and the Monetary Effect Model of Inflation for China and
the United States respectively. Base on it, the research develops
and constructs the Price Type Pricing Model of Exchange Rate
and Monetary Type Pricing Model of Exchange Rate for conver-
sion from RMB to US dollars.

The research sets the price for the exchange rates for conver-
sion from RMB to US dollars from 1991 to 2000, and predicts the
pricing of 2001 by using the model for the conversion from RMB
to US dollars. Using it as standard, the research conducts elas-
ticity analysis on the relation of market exchange rate deviation
and current items from 1991 to 2001. The results shows that the

pricing and prediction of the model are reasonable and accurate,

Abstract l S




China’s decision not to devaluate the RMB during the financial
crisis of Southeast Asia is wise and reasonable.

Using the model, the research determines that the equilibni-
um price sticky period of China is four years, while that of the U-
nited States is three years, and determines money Supply begin-
ning points of China and USA.

Using the Sticky Equilibrium Model of Inflation of China,
the research successfully predicts the deflation of China in 1998
and 1999. Base on it, the research conducts the elasticity analy-
sis on the deflation in 1998. The analysis shows that during the
price sticky period from 1994 to 1997, in order to solve the infla-
tion and resist the financial crisis, China implements strict mone-
tary supply and governmental consumption, at the same time,
there is no modest expansion tax policy in place, these are a poli-
cy reason causing the deflation and income drop in 1998. The
second policy reason is that four years’ price sticky period has not
been fully considered when using financial and monetary policies
to intervene. The analysis finds that decreasing marginal tax rate
is an effective financial policy to prevent deflation and maintain

income growth at the same time.
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