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Preface

International finance is a kind of world economic activity. It deals mainly
with the turnover and circulation of international monetary capital. Since the
World War I . especially in recent three decades, the framework of international
monetary capital movement has been increasingly expanded, its scope rapidly
enlarged and its content greatly enriched. International finance has been playing a
vital role in the world economic development.

Entering the 21% century, surges the wave of economic globalization, of
which the integration of finance is the key. China’s entry of WTO signals its
gradually being accepted into the world economy, and China’s opening finance to
the outside world has also made revolutionized progress. Under such
background, not only traditional international finance theory faces severe
challenge, but also the factual movement of international monetary capital
changes greatly. Especially in the practice of China’s further opening of finance
to the outside, there are quite a lot of theoretical and practical problems yet to be
solved. Financial globalization and the new situation of China’s finance opening
urge us to update our research and teaching of international finance theory.

This International Finance, the 3rd edition, is an important fruit of our
years of research and teaching of international finance theory. The first and
second edition of the book have already received wide praise and produced quite
large social influence., However with the directive thought of pursuing the truth,
updating to the time, the 3rd edition is further improved apparently in both

academic and practical value.
(—)

International finance is a discipline, which studies the pattern, channel and
mode of the turnover and circulation of international monetary capital. Its
research objects have been constantly changed and greatly enriched with the
development of world economy and the evolution of international economic

-60
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relations. Although the controversy over the research objects of this discipline
still exists, we think there are some rules that should be observed in selecting the
research objects. Firstly, it must help to display the law of turnover and
circulation of international monetary capital. Secondly, it should be favorable to
reflect the significant change and innovation emerged in the field of international
finance. Thirdly, it should be helpful in guiding the practice to each country as
well as to the world economy. Based on the above ideas, the third edition of our
International Finance covers: international payments, foreign exchange &.
foreign exchange transactions, the determination & adjustment of foreign
exchange rate, exchange rate policy, international reserves, international
financial markets, international capital movement, international {inancial
innovation, country risk & financial crisis, international monetary system,
optimum currency area & monetary union and China's foreign financial practice,
etc,

Quite different from international trade which covers the transnational
circulation of commodities, services and technology, international finance studies
international money payment and capital movement. Also differentiated from the
money & banking, which mainly describes the general law of monetary capital
movement in the fields of circulation and distribution, international finance
theory focuses on the specific rules of transnational movements of money,
capital, credit, finance institution, and their mutual relationships. Undeniable, in
its early stage, international finance theory was developed on the basis of the
international trade and money &. banking. However, with the internationalization of
production and capital, the movement of international monetary capital gradually
divorced from the international trade and money & banking. It has developed its own
movement style. It is for the very research for this uniqueness that international
finance as a discipline is created. International finance has its own specific field,
conceptions, rules and its increasingly-mature theoretical system.

The specific research for international finance can be dated back to the 13th
Century, when cities flourishingly emerged and bazaar trade developed in the
west Europe. The international finance theory was not popularly accepted as an
independent discipline until the 1960s. Thus compared with international trade
theory and money & banking, it is quite young and not mature, It is generally
thought, from the time of merchantile system to classic political economy, the

I7I



HfF & R ¥

early international finance theory was the crossover and extension of the above-
mentioned two disciplines to a great extent, but it began to absorb the public’s
attention. Western economists made relatively sound and deep research on
international finance theory and practice, achieved many quite advanced findings,
and formed different schools, with many representatives emerging. The progress
during this period not only built the theoretical foundation for international
finance as an independent discipline, but also produced instructive meaning to
international finance practice ever since. After the World War [, with the
fastening of the internationalization of manufacturing and capital, the movement
of transnational monetary capital rapidly developed into a leading push to global
economic growth, Theory is the summary and sublimation of practice, and in
turn it instructs and services the practice. To the end of 1960s, research on this
field had been fruitful. Experts and scholars in the US, UK, Japan and France,
etc. , published quantities of literatures, papers and textbooks specifically on
international finance theory and practice. Signaled by the monographs of some
American economists, such as Whittaker and Henin, international finance theory
finally standed itself out from the theoretical framework of international trade
and money & banking into an emerging independent discipline.

In the field of international finance, the relation among various factors is
rather complicated and changeable. The opinions on what has happened in the
field of international finance are quite different. This is caused by different social
and culture background. As an independent discipline, international finance just
has a history of more than 30 years. Because of the stated reasons, this discipline
has not yet established a strict structure or a compact theoretical system.

Long years of central plan system and closing from the outside world had seriously
hindered the development of China's financial market and Sino-foreign financial
activities, Under that circumstances, there was no room for international finance to
develop in China. Since 1978, with increasingly further development of economic
reform and open door policy, China’s financial market has been growing rapidly.
More and more foreign monetary activities have emerged in our market. In order
to adapt to the new situation, the academic circle has begun to pay attention to
the research in the relevant field and has now made some achievements.
However, these achievements, to some extent, remain on the level of a mere
introduction to western international financial theories and practices, and appear
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somewhat with traits of traditional plan economy. A new, scientific system that
conforms to the law of the market economy , uses foreign scholars’ findings for
reference and reflects the general conditions of China has not been created.
Western international financial theories and practices have presupposed the
market-economy on the foundation of private-ownership, which reflects the law
of market-economy movement to some degree. Compared with the western,
Chinese economy has its own features; we have tried to develop the socialist
market economy on the basis of state ownership. However, our socialist
economic structure must adhere to the laws of the market-oriented economy.
Therefore, we must neither accept western international financial theories and
practices completely nor reject them totally. The right attitude to the matter
should be scientific: reject the dross but assimilate the essence. While referring
to the experience of other countries, we have to establish and develop
international finance with our own socialist market-economy characteristics.
(=)

In writing this edition, we have not been limited on the prevailing literatures
on international finance and the established theories and practices. We try to add
the latest developments and our own ideas. The main characteristics of this
newest International Finance are as follows;

1. Strengthen the logic of the text. Since the contents of international
finance theories are complex and variable, there is no well-established theoretical
system. In most of the books concerned, the structure and arrangement are
rather out of order and unsystematic, and their chapters lack organic
connections. To avoid these problems, we have arranged the different chapters of
this edition in the following order: from macro aspects to micro aspects, from
home-foreign financial relationship to global international financial relationship.
The details are as follows: the balance of payments, which is the origin of
international financial activities, as the first chapter; then foreign exchange and
its transaction, exchange-rate determination and adjustment, .exchange rate
policy, international reserves, international financial market, international
capital movement, international finance innovation, country risk and finance
crisis, international finance system, the optimum currency area and monetary

union and China's foreign finance, each chapter pushing deeper. Such an
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