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New Session: One-Slide Show
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Basic Concepts

R

THE IMPOSSIBLE TRINITY

Free capital

A nation cannot have free flows

capital flows, independent

monetary policy, and a fixed Option | Option 2
exchange rate simultaneously. () (Hong Kong)

A nation must choose
one side of this

triangle and Independent | Fixed
give up the monetary Og”,on 3 exchange
opposite policy (Chins) rate

corner.
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Basic Concepts

SRS

TRIFFIN'S DILEMMA

“I forecast that if the United States corrected its
persistent balance-of-payments deficits, the
growth of world reserves could not be fed
adequately by gold production at $35 an ounce,
but that if the United States continued to run
deficits, its foreign liabilities would inevitably come
to exceed by far its ability to convert dollars into
gold upon demand and would bring about a gold
and dollar crisis.”

Robert Triffin

g -Gold & the Dollar Crisis




Extension: Some Real Cases

HEFRRA—EFER: INCHIBHCE=R

INChiaES5E
O @RI —=F (BF)

O NEEFFEZHAIFHAA (bFiFk)
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Extension: Case 1 (purchase)

U1 : MBMELATH
RERERWL—FREFBRIEE—HEEBK,

Hiftfg 38R 150x ARHHF755%7, RICEA
6.49¥%/$, MIEE~BRAIBXHNES?

WRICEXE/6.30¥/$, WARDHEAEoriz{E?

BbRISEE =B XRAIERIITE/9?

75%6.49+-150 = 3.25

75%6.30+150 = 3.15
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Extension: Case 2 (arbitrage)
Bl2: MAEICITH
{RB1007H%ET (9)

O ALYHIFRICEES: 8.0750 Dkr/$
O {€srbiafgiC =) : 8.0580 Dkr/$

BENET, (RetEdEICHINZ DEE?

O $ALTHIERSCERS: 8.0750 Dkr/$ 0.6615 £/$
O EEHIBAGCES: 12.1025 Dkr/£ 10075 x8.075+8.058 — 10075 = 2110$%

IMBIRET, (REsETEICHRENS DE? 100J5%8.075+12.1025+0.6615 — 100J5 ~ 8643$



Extension: Case 3 (forward)

53 i=HIINCIRR T
REAREHOBSMNEEHOFER IPhone6FHEBEFIN
EESEEMNE ¥4050, 30 REHRYRLAMMTAEER
(HRRS $614 (REBIRYENERCES: 6.49¥/9%)

O EHOBXERZZAFE?

O MNE30KBEAERDIZENG6.59¥%/$, SafiEEh?

O hEHOBSSRETHT30HZEINCEZ RN RRTE
=% 6.52¥%/% HE30KUSD, i#HOmESaFiEA?

Y EEE

N4 . . :
2  Tsinghua University

My Objects

¥4050-$614*6.49¥/% =~ ¥65
¥4050-$614*6.59¥/% =~ ¥3.7

¥4050-$614*6.52¥%/% ~ ¥46.7

10
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Extension: Case 4 (forward)
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e BT RE KPR R Z BT SRS, BRGSO KPR ET R 7okl B SN f A E K X, I A itk
17288 A2 EBIHINIAE 5y« IEIINIEAE 52

s

N

BUANIAZ 5y AU 205 R A AP AN R 9 B, JRAE— 2PN ENL B ST SR ANEAE 5
SEHISNIAE 5 R SNE ST T I WIANE 4 [/, B S bk S LR SRR RIS 1, 722052 (0509 H b 3%
SEXUJT 120 7€ WL TP PR ASHIRAMIEZE 5
ITEPAT KAHO
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Extension: Case 4 (forward)

4. ARDHEAEREITHIZS
BRSEASDRPEEESESEE, =1
ZEEABIEIS10007 ¥ &(E8 $ fEhts
A9IFR.
JMEIMNCRBEBEBRAAILAEIT—REL, B
6.6 ¥ /$SEIMER B TAEXEINTHIA BT,
O E=PARBIMRICEHRG6.5¥% /%, WiERIBS
Z{3?

O MECEE 6.7 ¥/$, EMEBEBANS

/.- *

O wse| TTTTTTITITOT

100055 x (1/6.5-1/6.6)

1000/5x (1/6.7-1/6.6)

o7 S ay ==

~ 23310%

~ -226149%
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Extension: Case 5 (swap)

I5: JMCIEHARZ S

IRIEIERITEELHITINBRNEH.
—AEZEREETHIEEAN £, REECEhInEL—%
31 BRixHEE, (BRVIBRITRAXAZM.

S—HBEiER:

A PAFNSEM IR TR E—IRIs AN S — £; 3PMAR£-S.
ISEHBICERRS$/£=2.00, 3/ BizHiiCEES/£ =2.10

£R0EHAF7K0.108, XESIILHANINAIRZ B @K
iEFRTE, SNCI=HAHARRARYBE St m==h?

v BiRR, XEEARBECHEETRR, =MREiThH
ralEE3m?
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gt Tsinghua University

iHAFH7K/BIHACZ=0.10/2.00=0.05,

B3 tbUEEE/90.05x4=0.20
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Extension: Case 6 (speculation)

fle: SNCHAEE3ZS (IRHN)

> MRFHBISTE12B B £18ER)1.40589 M
t&

> M £12A%E3 M E=HIR SLYERIRY
SEHINE1.4972%

> BAMGITLUASEIT—DELR12BE3 21
=REINHIRELY, R—I3 £12RHIRE
YHITREEEN/9£62500

£%%: 1.40x62500 = $87500

] LAZ IR TESEN £ 62500452 VTR,

i ?
{RIARERFI 73 SESEEMN $6075 FE(REIFID
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About The Material
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About The Material
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O Part A: F9ME

O JEdHekRg, o EHlE
O W gk, RALgkEM
O BRI
O 201641047 H, #ERGE LT 5l 5 55 i F
K BT 70 56 15 1 Z 1 M 14 776 1L FE 0 # BRTTF
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My Thoughts B DEEPEARLEY ~

O ErrIERRME
O “2" : XEW&
O “=" : MfGihEs
O HEMFMAR. DEURITHE

O AeJgE=RAAYSERRAPIR
O X FLUNE, FEFFNERIGT, EEREIISAIRIER, 79T /L ER) 7. ZELE,
ENIET1ETIF L B REIEL M TTREEITS.

O XERIZHERIREE (RrEEHEHIR)

H e (B RA AR ENAYER Th AN B R Z0E AR FIFB K
EESEHIEEMERIRERLA R F 53 FERAEE ML

EHRI R R REEER TR B MLEMAIERER D Pk TiE " HE FES”

IR 2EIIHFIRNMGREKIRRTE, YT aBEHESHENEKIRAAZEE, MARA
BEXTH KR E I~ 2R ER

O RIS A fE R Wz, D48 T ERNMERINEHIES

O00a0

17



°
/|
- F
) H

7 Tsinghua University

My Thoughts B DEEPEARLEY ~

O VEERMEDBRAFE (FBEELD)
O BFREEFRSFE, EiEHEERAK
O AFXIREXRVHEFIFHG R, {ESFHEK
O XX BRISFIGEHRYE, TigRHEREMIRLIEERNRE, BERRIE{EEAITIR
O IERIES BEIN=ERIHN
O =[E) EAYEHERN: NEEERTINR
O YA EASEERR: ARRFIERSAImR A= L+
O A M REIFAFRIAESEN
O MEFIZEKE, AMREINASEAINR
O EENNRIEEREMA
O EHAFEKESSPERZR
O £EE=MNIREIINAE &R EXIbE
O FEF A R R
O FREEYE?
O “X/HAEEY, HEIHIE TGRS, EBIRERIT, FIFEREZ, L, FHER, £5
IR N 2 EAIFE, ” Jeff KlingelhoferZET,
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Extension: De-Dollarization

€ Try to guess the
meaning of this table.

€ What conclusions
can you derive from
this table?

Date

March 2010
March 2011
March 2012
March 2013
March 2014
March 2015
March 2016
March 2017
March 2018
March 2019
March 2020
March 2021
March 2022
March 2023

March 2024

Source: Bloomberg (2024)

Renminbi

0.3%

4.8%

11.5%

18.1%

26.6%

29.0%

23.6%

17.6%

23.2%

26.2%

39.3%

41.7%

42.1%

48.4%

52.9%

U.S. Dollar

84.3%

81.3%

77.1%

72.7%

64.8%

61.9%

66.7%

72.5%

67.4%

65.1%

54.4%

52.6%

53.3%

46.7%

42.8%

Other

15.4%

13.9%

11.5%

9.2%

8.6%

9.0%

9.7%

9.9%

9.4%

8.7%

6.3%

5.6%

4.7%

4.9%

4.3%

A%+ %

Tsinghua University
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Extension: De-Dollarization

€ Try to guess the
meaning of this
table.

€ What sentence is
covered by mosaic
in the caption?

€ What conclusions
can you derive
from this table?

Currency

U.S. Dollar
Euro

Yen

Pound Sterling
Renminbi
Other

Total

2013

87.0%

33.4%

23.0%

11.8%

2.2%

42.6%

200.0%

Source: BIS Triennial Central Bank Survey (2022). Because
shares of individual currencies totals 200% instead of 100%.

2022

88.5%

30.5%

16.7%

12.9%

7.0%

44.4%

200.0%

A%+ %

Tsinghua University

Change (pp)

+1.1
+4.8

+1.8

, the sum of the percentage

20



Extension: De-Dollarization

Source: Hinrich foundation

Share of China's Cross-Border
Payments and Receipts in

vs.

~ InMarch 2023, the
renminbi overtook the
USD and made up a
greater share of China's
trade settlements for
the first time on record.

52.9%

A%+ %

Tsinghua University
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Extension: De-Dollarization Tsinghua University

Trade settled in
renminbi has
increased the most,
but it remains far
less used than the
U.S. dollar.

7.0%
i . |

2013-2022
Change +1.4 L : I +4.8

(PPts)

U.S. Renminbi

Source: Hinrich foundation



Extension: Wealth Effects (inflation rate)

O {flYLeo, E—REEBTE
O £$XE2022F7889—1AFK
0O B EEKE, EBIRIZRAFRFTASBRM, IR TEXNFRE......

The current inflation rate in Germany is 8.7%, the highest rate in more
than 70 years. That 1s, goods and services priced at €100 one year ago now
cost €108.7 on average. This price increase has a relatively negative effect
on savers: the savings amount (e.q., checking account, bond, life insurance) is
unchanged nominally or lower, but worth less in real terms as a consequence of
money depreciation.

Tsinghua University
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Extension: Wealth Effects (inflation rate)

IAS an example, consider a €50,000 savings product with a three-year matu'mty
' that you took out one year ago. The real value of the savings product has already |
: fallen sharply, and will depreciate further if inflation remains high:

|
1 €50,000 savings value one year ago || €38,800 real value today

|
| The inflation-induced savings depreciation thus has a negative effect on the

: real net wealth of savers.

: Note: the numbers come from current calculations by the Universities of Chicago

 and Frankfurt (calculation details).

O "ZAMEFEBULANRAELR" (R—BRZ, —LEFEIE.
O Zf&E, RIRHITRE......

24
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Extension: Wealth Effects (inflation rate)

O RAGEEE, (REPARIEI—(IKFE, taigBitFE(REIES—REERE
O (i, RN LEEXEF—8:8E:

: Q9: What do you think, is an unexpected increase in inflation rather positive or negative for

| owners of the following financial instruments?

I Response options: Very negative — Rather negative — Neither nor — Rather positive — Very positive
: Cash on hand

I Fixed-rate products (e.g., time deposits, bonds, life insurances)

: Stocks

I Real estate

I ..
I Fixed-rate loans

O "HREIDY, BELENFEIEFMEXTEKR! " HM—K, ERTE. 25



Extension: Wealth Effects (inflation rate)

O HRIFRIEEERRSERR, (1S
B EHERNRRBorME?

O i@EfkREgood newsitEZbad news?

O Bp: WIS, BRETAFL,
Bftairi?

BB B A I ER, B0 L5K
DH SIS,

ESULERT, EBERmIESHISEE,
T AT E N ER LTI E. (MEH)

",' (Y
%Y
AR ¢

" )=
: - Tsinghua University

50

1

40

30

% of respondents
20

Impact of unexpected inflation increase

B Cash onhand [ Fixed income [ ] Fixed-rate loans

26



Extension: Wealth Effects (inflation rate)

O MRIBENIA BRI AR
SHXFE, REFASE
SER, (RRMRSAE
HFRKERAS.

O (RIBHNE: MRBEESA
HiEskE 7 i 7 =B8R,
A FMIBIIT RS
£ BRI IRE?

O (REMATFRARRIEAFT?

.
3 / '\é
: -

Tsinghua University

Perceptions about the wealth effects of inflation,
by type of financial instrument

@ Very negative Rather negative Neither positive nor negative
Rather positive [ Very positive

Cash on hand

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Fixed income*

Fixed-rate loans

Percentage of respondents

*Savings accounts, bonds, and life insurance were listed as examples.
CBR

Schnorpfeil et al., 2023 27
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Extension: Wealth Effects (inflation rate)

O {FllLeo, BE—RFBEISE
O $X22022F7 B—P AR
O B L, EBRERARITFBER, IFE T FEXUFRE......

| The current inflation rate in Germany is 8.7%, the highest rate in more than 70 years. That
| 1s, goods and services priced at €100 one year ago now cost €108.7 on average. This price increase
I has a relatively positive effect on borrowers: the loan amount is unchanged nominally, but
I worth less in real terms as a consequence of money depreciation.

28
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Extension: Wealth Effects (inflation rate)

''As an example, consider a €50,000 loan with a three-year maturity that you took out one year ago.
| The real value of the loan has already fallen sharply, and will depreciate further if inflation remains,
I high: €50,000 loan value one year ago || €38,800 real value today I

: The inflation-induced loan depreciation thus has a positive effect on the real net wealth of :
| borrowers. :

! Note: the numbers come from current calculations by the Universities of Chicago and Frankfurt:
| (calculation details). |

O "ZEMEFEBILMEAEEME" F—BRZ, —AFEREE.
O Zf&E, RIRHITRE......

29



Extension: Wealth Effects (inflation rate)
O 88 XeEpiAFs T BRI THRIZEREIT A BGE?
We implemented the on several thousand bank customers in July 2022 when in-
flation in Germany was at a 70-year high of 8.7%. We first ask questions on knowledge
about the erosion channel. Respondents also estimate the recent change in their real net

wealth and decompose their balance sheet, allowing us to calculate their net nominal posi-

tion. The subsequent information experiment builds the core of our survey. We randomly

assign respondents [into twol|treatment groups/and one|control group| The treatment groups

receive information on the current inflation rate, an explanation that unexpected inflation
hurts savers / benefits debtors because it erodes nominal positions, and a calculation of

the current change in real value of a representative savings product / loan. The single dif-

O RCT: micro foundation of macroeconomics

SSSSST
\
% .
g .9 ),
3 ‘ ﬂ
Q% N4
Q
\\\\‘

Tsinghua University
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Extension: Wealth Effects (inflation rate)

0 Research Conclusions

The group that learned about inflation’s impact on savings subsequently was more bearish
about savings than the control group. Those who received information about debt erosion
were less credit averse.

Similarly, those in the savings-erosion group estimated a greater decline in their real net
wealth than the control group, while members of the debt-erosion one guessed that their
wealth increased by 2.5-2.9 percentage points. This is a dramatic swing from the control
group’s estimate of a 5.6 percent drop in net wealth.

The researchers followed the participants for several weeks after the experiment. Those in
the debt-erosion group increased their planned and actual spending. “Our results suggest
that changes in real net wealth affect households’ consumption response to inflation,
conditional on households being aware of the wealth effects of inflation,” they write.

NMEPE;
»g

Tsinghua University
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Extension: Wealth Effects (inflation rate)

Households’ Response to the Wealth Effects of Inflation”

Philip Schnorpfeil! Michael Weber! Andreas Hackethal®

March 5, 2024

Abstract

We study the redistributive effects of surprise inflation combining administrative
bank data with an information provision experiment. On average, houscholds are
well-informed about prevailing inflation and are concerned about its impact on their
wealth; yet, while many households know about inflation eroding nominal assets, most
are unaware of nominal-debt erosion. Once they receive information on debt-erosion,

houscholds view nominal debt more positively and increase estimates of their real an l pSlde

net wealth. These changes causally affect actual consumption and hypothetical debt

decisions. Our findings suggest real wealth mediates the sensitivity of consumption to People are much more aware Of he'v |nf|ati0n erodes
inflation once houscholds are aware of the wealth effects. 5 . :
their savings than how italsd lowers the real value of

debt.
JEL codes: D12, D14, D83, D84, E21, E31, E52 - . .
Keywords: Inflation Beliefs, Information Treatment, Consumption, Monetary Policy By Andrea Riquier  April 09,2024  CBR - Economics
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Extension: Wealth Effects (inflation rate)

Tsinghua University
O {RIAAZX—MARBEFRNESEX?

v' the direct effects of redistribution might be limited in the short run.
v' all agents have full information rational expectations (FIRE): a strong assumption
v" introduce information rigidity into macro models (micro level and humped-shaped macro responses)

v" understanding optimal monetary policy in general and the implications for the optimal inflation target
in particular remain largely unexplored in a framework that deviates from FIRE

v" suboptimal debt choices at the individual level

v" information campaigns and robo-advise

33



Extension: Information/Green Nudge

A Old Check-Out Interface

E REAAN (—AR)

axn
0 18/i8m%
B TeEs

Cutlery Choice \

2it¥37.6

Bz Cutlery (based on Food Amount)J

RERA, BROERSERG

N__Confirm__JJ,

A%+ %

Tsinghua University

Wind and solar’s biggest hurdle: ‘ Early detection of transplant Cerebellar granule cells remodeling
hooking to the power grid p.1042 | rejection pp.1048&1105 across the life span pp.1049 & 1112

@
; $15
C AVAAAS

B New Check-Out Interface with Green Nudges in Treated Cities

g HEANE (—AR)
i

iR
D aa/sms

W/ cutlery choice FROM TRASHTO

11v37.6

Nudging green choices by forgoing
single-use cutlery in China's food
delivery apps p.1064

No Cutlery as Default Choice

N_Confirm__
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Bonus Question: Wealth Effects (interest rate)

UIRARXEBRY "M IE?

"WHEGREBEBRA,
SRR, KIEfEEARTEE,

<SS
&7 ",' .
g . ) )
4 29
z
9 4
&7 g
N4
Q

Q> 1011~ &7
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Singapore’s case

Given the openness and dependency of the Singapore economy, the economy is no
doubt greatly influenced. There are 2 main ways the interest rate hikes affect Singapore.

e Singapore’s interest rate follows Qs
3Z)

Singapore is an interest rate taker. This means that it can only take interest rate
from the world markets. Thus, when the world’s biggest economy hikes its interest
rate, Singapore’s interest rate is bound to increase too.

When the Fed makes its first interest rate increase since 2018, raising rates by 0.25%
to a level of 0.25-0.50% on March 16, 20222% and hikes thereafter, Singapore’s

interest rate followed suit and increased steadily?®
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Argentina case

the impact of dollar fluctuations on their economies. For instance, due to political and economic

nstabilities, Argentina has been suffering from high inflation and currency devaluation, resulting
in high net capital outflow (NCO) and declining U.S. Dollar reserves needed to protect its native
currency. In response, the country has started adopting the Chinese Yuan for trade and financial
transactions to minimize the U.S. Dollar fluctuations and stabilizes the value of its domestic goods
and services (Bianchi, 2023). ERFF3
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Indonesia
rupiah

NMEPE;
»g

Tsinghua University

For instance, When the US Federal Reserve raises interest rates, it often attracts investors

seeking higher returns on their investments. This can lead to capital outflows from emerging
markets like Indonesia as investors reallocate their funds to US assets. Consequently, the
Indonesian rupiah may depreciate against the US dollar as demand for the local currency

declines. A weaker rupiah can increase the cost of imports, potentially fuelling inflationary

pressures within Indonesia.

While a weaker rupiah may adversely affect Indonesia's purchasing power for imported
goods, it can also enhance the competitiveness of Indonesian exports in international markets, as

Indonesia good are cheaper for foreign buyers. This increased affordability can lead to higher

demand for Indonesian exports in international markets. Industries such as manufacturing,

textiles, and agriculture, which rely heavily on exports, can benefit from this competitive

advantage. As a result, the export sector may experience growth, leading to increased revenue

MrFia

and job creation. a4
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Sanctions, high inflation and devaluation

For Iran, already grappling with severe economic sanctions and high inflation, the
Federal Reserve's actions have further compounded its difficulties. The strengthening of
the US dollar has led to a devaluation of the Tranian ral, Tueling domestic inflation and

making imports more expensive. Additionally, as a major oil exporter, Iran's revenues

have been reduced due to lower global oil prices, often correlated with a stronger dollar\./

Iran also faces increased financial strain in servicing its dollar-denominated debt, as the
cost of repayment rises wimiation of the US currency. This combination of
factors has intensified Iran's economic hardship, necessitating strategic measures to
mitigate the impacts. =1=20 |
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Outflow of investment

The impact of rising US dollar interest rates in Mexico and other countries is multiple.
In the case of Mexico, this increase may cause the national currency, the Mexican
peso, to weaken against the dollar. This has direct consequences in increasing
gasoline prices, since Mexico imports much of its oil from the United States. In
addition, rising interest rates in the US may attract international investors, who may

prefer to invest in the North American country rather than Mexico or other emerging
countries. EXE
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Depreciation in Malaysia

For example, in Malaysia, our currency depreciated to a new low just 2 months ago, a low
only seen during the Asian financial crisis in 1998%. However, in contrast to many sharp criticisms, our
central bank and monetary committee was persistent on their notion to not raise interest rates in
accordance with the Fed. This was mainly to avoid stifling the development of the nascent post-Covid

19 economy. Although there was undeniable backlash on their decision, inflation rates remained low

in Malaysia at around 2% even today, and recorded a 4.2% GDP growth in the first quarter of 2024.
BilLkiE
| feel this goes to show that although standard textbooks propose the notion of Fed

supremacy, smaller countries like ourselves in Southeast Asia still have to be independent and firm
on our own feet and decisions. To not sway in the wind with others, but to do what is right.
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