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Nominal interest rate parity
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Problem 3.3a
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Problem 3.3b+c
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Problem 3.2 – fish and rabbits

▪ 𝑖 = 0.1 𝑓𝑖𝑠ℎ 𝑖𝑎 = 0.4(𝑟𝑎𝑏𝑏𝑖𝑡) 𝑤3 = 100
𝑓𝑖𝑠ℎ

100 𝑟𝑎𝑏𝑏𝑖𝑡𝑠
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Real interest rate parity

▪ So far:

▪ Difference in interest rates

▪ Differences in exchange rate

▪ Real interest rate parity = nominal interest rate parity + PPP

▪ Assumption: no expectation of change of real exchange rate

▪ Inflation differences are taken into account 𝜋 ≠ 𝜋𝑎
▪ Countries with high inflation 𝜋 > 𝜋𝑎

▪ Countries with low inflation 𝜋 < 𝜋𝑎



7Tutorial International Monetary Economics



8Tutorial International Monetary Economics

Problem 3.1
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The FX market
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FX markets

Quelle: Bank of International Settlement

http://www.bis.org/publ/rpfx13fx.pdf



11Tutorial International Monetary Economics

FX markets

Quelle: Bank of International Settlement

http://www.bis.org/publ/rpfx16fx.pdf
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FX exchange interventions
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Problem 3.3
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Problem 3.4


