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1. Real interest rate

• Numerical example

• Fisher equation

• Fisher effect
  

• Lucas paradox
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RG Hubbard, AP O’Brien, M Rafferty (2012): Macroeconomics, p. 204
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Frederic S Mishkin (2011): Macroeconomics. Theory and practice, p. 40



6 19 March 2015

http://www.mckinsey.com/insights/economic_
studies/qe_and_ultra_low_interest_rates_

distributional_effects_and_risks
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A rise in the inflation
rate boosts the demand
for liquidity, as more
money is needed to
buy the same goods.

 The rise in the
inflation rate also
induces lenders to
ask more for a loan.



ࡸ

ࡸ

ࡸ

ࡸ

The Fisher effect
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The Lucas paradox
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2. Exchange rate

• Definition: relative price between two currencies

• Direct and indirect quotation

• Appreciation / depreciation

• Characteristics of the currency market: largest and
most liquid market in the world
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Exchange rate USD/EUR (4 Jan 1999 – 13 Mar 2015)
http://www.ecb.int/stats/eurofxref/eurofxref‐hist.zip
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Exchange rate USD/EUR (4 Jan 1999 – 13 Mar 2015)
http://www.ecb.int/stats/eurofxref/eurofxref‐hist.zip
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http://www.ecb.int/stats/eurofxref/eurofxref‐hist.zip
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http://www.ecb.int/stats/eurofxref/eurofxref‐hist.zip
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3. The currency market model

• Supply of euros: by Europeans (demand dollars)

• Demand for euros: by Americans (supply dollars)

• Equilibrium exchange rate

• Comparative statics: impact on of a change in
 domestic
 foreign
 domestic inflation
 foreign interest rates
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4. Arbitrage and speculation

• Spatial arbitrage – integrates currency markets
geographically

• Triangular arbitrage – integrates different currency
markets

• Speculation
 going short – you buy expecting a price fall
 going long – you buy expecting a price rise
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