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October 21-23, 2019 

SIP Course ES.728 

Monetary Policy, Currency Wars and the Repercussions for Emerging Markets 

Professor Kristin Forbes 

 

Overview: Central banks used to be “boring” institutions that quietly operated in the background. 
Today, announcements about monetary policy can cause sharp movements in financial markets and 
central bankers are accused of fighting “currency wars”. The US President even tweets responses to 
discussions at technical conferences on monetary policy.  Bond yields in much of the world have also 
fallen below zero—i.e., negative yielding debt—such that banks and investors are being charged for 
their money and gold prices have spiked. At the same time, several countries that tried to raise interest 
rates to more normal levels have recently had to reverse course—including the US—with ramifications 
for economies around the world. This series of events is changing the landscape for companies, 
governments, investors, and consumers—especially when combined with higher tariffs and concerns 
about trade wars. This class will explore the drivers of recent changes in monetary policy, how this is 
raising concerns about “currency wars”, and what the repercussions are for emerging markets. 

More specifically, the class will cover five topics: (1) how central banks conduct monetary policy 
(including how it has changed since the crisis); (2) how changes in interest rates in the US will affect 
countries around the world, especially emerging markets; (3) what is meant by “currency wars” and why 
they can raise concerns (both legitimate and unfounded);  (4) why different countries may choose to 
engage in “currency wars” instead of other responses; (5) how these risks interact with other recent 
events in the global economy (such as trade wars) and what this implies for the future. 

Format: The SIP will involve some class time led by Professor Forbes to provide background and set the 
context; a mix of case studies and exercises that will be worked through and discussed in class; and 
group projects with presentations making recommendations on key decisions that countries around the 
world are facing today. Please bring a laptop computer to use for the exercises. The class will be taught 
at a level that assumes that students have had some background in international macroeconomics (such 
as one of the classes at Sloan). 

The course will meet on for 2 ½ days in room E51-335. Times are listed below.  

Requirements: Several short readings should be completed before the class (plus several optional 
readings for people interested in more in-depth background. Two group assignments will be handed in 
electronically.  

 

  



2 
 

Monday, October 21 

Required Reading 
• “Fed Cuts Rates by Quarter Point But Faces Growing Split,” WSJ, 10/18/19 
• “Inflation Targeting: Holding the Line,” Finance and Development.  
• “The Taylor Rule: A Guidepost for Monetary Policy?” Federal Reserve Bank of Cleveland.  
• “The World Economy’s Strange New Rules,” Economist, 10/10/19 

Optional Reading 
• “What is the Output Gap”, Finance and Development 
•  “White Smoke of the Washington Mall: The Making of Monetary Policy and the Fine Art of Fed 

Watching”, The Little Book of Economics 

 

9:00am to 10:30am: Background: Shifts in the Global Economy & Implications for Monetary policy 
(Context setting) 

• Major shifts occurring in the global economy today 
• How monetary policy has traditionally worked 
• Ongoing transition of monetary policy to a new phase this year 

10:30 am to 10:45am: Break  

10:45am to 12:00pm: Case Study: Making Monetary Policy Decisions in Real Time (Case study for UK, 
preparing for afternoon project) 

• Discuss Taylor rule and factors central banks consider when making monetary policy  
• Class works through example together of how the UK sets monetary policy 
• Discussion of other factors that are important for setting monetary policy (including Brexit) 
• Questions for afternoon project provided  

12:00pm to 1:00pm: Lunch  

1:00pm to 2:30pm: Groups to work on Project at any location 

• Project: What should the Federal Reserve do at its next Monetary Policy meeting at the end of 
October? Construct a proposal for interest rates and communication strategy for rates over the 
next year. Discuss how your proposal would change under several different scenarios.  

2:30pm to 4:00pm: Presentations & Case Discussion—What Should the US Federal Reserve Do Next? 

• Presentations on discussion of recommendations for US Federal Reserve 
• Class debate on strategy and pros/cons of different approaches 
• Discussion of whether the Federal Reserve will change its target and how important that will be 

to setting interest rates 
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Tuesday, October 22 

Required Reading 
• “Rising Tide”, by Raghu Rajan, Finance and Development, June 2019 
• “Most, but not all, Emerging Markets Have Overcome High Inflation,” Economist 10/10/19 
• Articles, “Beggar Thy Neighbour” and “Currency Manipulation”,” Economist, 2019 
• “Is a Global Currency War Still Possible?” A Symposium of Views, The International Economy, 

summer 2019--SKIM 

Optional Reading 
• “Macroeconomic and Foreign Exchange Policies of Major Trading Partners of the United States”, 

US Treasury, May 2019 

9:00am to 10:30am: Risks and Responses in Emerging Markets from Changes in US Monetary Policy 
(Context setting) 

• Recent strains in emerging markets 
• How monetary policy in US (and other developed countries) affects capital flows and exchange 

rates (focusing on emerging markets) 
• Experience of the “taper tantrum” and lessons learned 
• Overview of how emerging markets could respond and might resort to a “currency war”  

10:30am to 10:45am: Break 

10:45am to 12:00pm: Currency Wars? Making it Concrete (US Treasury approach, combined with 
detailed country case study, preparing for afternoon project) 

• Introduction on currency wars 
• Closer look at US Treasury report and strengths/weakness of its approach 
• Closer look at one country on the “watch list” (China) and whether it is justified  
• Information provided on afternoon project  

12:00pm to 1:00pm: Lunch 

1:00pm to 2:30pm: What Are Central Banks Thinking?: An Investor View  

Guest speaker: John Roth, Portfolio Manager of the New Millennium Fund, Fidelity Investments 
(MBA from MIT-Sloan School of Management, 1999) 
 

2:30pm to 4:00pm: Time to Work on Project 

• Project: How should a “currency manipulator” be defined? Prepare a new proposal for the UST 
Report and discuss the pros/cons of your new definition and how it applies to different 
countries. Also prepare a more detailed discussion of the country assigned to your group, 
including whether it should be classified as a “manipulator” and what macro responses make 
sense based on the country’s characteristics.  
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Wednesday, October 23 

Required Reading 
• “Low Inflation is a Global Phenomenon with Global Causes”, Economist 10/10/19 
• “What to Make of the Strife at the ECB”, Economist 10/10/19 

 

9:00am to 10:30am: Presentations & Case Discussion—What is a Currency Manipulator? 

• Discussion of several proposals for new definitions of currency manipulation  
• Short presentations (and responses) for discussions of selected countries often on the “watch 

list” for currency manipulation  
• Class discussion of the risks of “currency wars”  

10:30am to 11:00am: Break 

11:00am to 12:00pm: Tying it All Together 

• Why is inflation so low? 
• Linking the shifts in monetary policy to increased risks of currency wars 
• Other multilateral solutions? 
• What’s next for the global economy?  


