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Fundamental Theories of the Interdependence

between Economic Growth and Exchange Rates
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The purpose of this paper is to reexamine the fundamental theory on the interde-
pendence between economic growth and exchange rate, using Mundell model and one
version of neoclassical model. R. A. Mundell formerly analyzed the relation between the
economic growth and balance of payment in the fixed exchange regime.

The Mundell’s proposition was counter Keynesian one, and he claimed that the higher
economic growth rate is, balance of payment is more favorable. At that time, Keynesian
had claimed the reverse. But, even if the Mundell model had some doubtfulness about
the consistency, that reflected the reality of the growth in the developed countries start-
ing late after War II. I have ever discuss and correct the consistency about this Mundell
model, and publicized the original corrected Mundell model in the “Annual Report in
the Economic Society”, Tohoku Univ., vol. 68, no. 1, 2006.

Is Mundell’s proposition and the discussions in Mundell’s fixed exchange model any-
more old and useless? I don’t think so. Nowadays, the theme of interdependence between
economic growth and exchange rate is more important in economics and political world.

New idea seads exit in once old idea and that is coming out as the correct version of
the old.

Key Word : economic growth, real exchange rate, floating exchange rate, balance of
payments, trade balance, Mundell=Fleming model, stock and flow, de-
mand of money, fixed exchange rate, Tayler rule in the determination of
interest rate, neoclassical model
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