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Key Features of International Finance and 
Macroeconomy
1. The world has many moneys and their own currencies.   

• Fixed and floating, volatility 

• Why exchange rate matters?  A) Relative price of goods and services and relative price of assets.  
Depreciation of exchange rates make imports more expensive and exports cheaper: impact on 
consumers and producers, and B) value of assets in currency depreciated fall and appreciate rise.

• Exchange rate crisis: reduce value drastically, economic contraction, default on external debt (value 
of domestically held foreign assets - $1 debt service Rp. 25000 now Rp. 17,000 after 1998 crisis), 
banking and financial sector crisis as households, firms and government cannot pay debt --- call in 
IMF for supporting loan.
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Foreign Exchange Currency and Crises (Taylor)
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Key Features of International Finance and 
Macroeconomy
2. Countries are financially integrated: financial flows between countries

• Barriers to financial flows have declined over time (opening up of capital flows)

• Flows of goods, services, incomes, and capital interact in global macroeconomy – Balance of 
Payments.   Current account deficit/surplus is when expenditures greater/less than income and the 
difference is borrowed abroad/loaned abroad.  Global imbalances story.  US current account deficit 
– foreigners purchase US assets, China Current Account Surplus- buys US Securities – lend to the 
US.    Indonesia current account deficit – borrows abroad (government, non government)

• Wealth – with current account deficit/surplus borrows/lends: negative/positive external wealth

• If default or restructure on external debt – crisis, credit ratings, crisis
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Key Features of International Finance and 
Macroeconomy
3. Institutions and Economic Performance: quality of policies and government, institutions

Policies are made around

Macro policies and regime choices (3% Fiscal deficit, inflation targeting) – easing 
recession, keep inflation low and stabilize interest rates, exchange rates

3 features

• Integration and regulations around international finance

• Independence and choice of exchange rate regime

• Role of institutions
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FRGlobal economy recovering: but slower growth 
(0.5%) compared to pre pandemic

Source: World Bank, Global Economic Prospects, June 2024

Contributions to Global Growth
Growth in East Asia lower compared pre pandemic 
(China) and lower South Asia (India)
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Inflation and Monetary Policy
Headline Higher for Longer; Core Persistent; Steep Interest Rate Increases
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U.S. Interest Rate Increases
More Hawkish Fed Reaction, More Adverse Impact on Vulnerable EMDEs
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FRSlower Trade Growth and Cautious Easing of Monetary Policy 
means continued higher interest rates (double that of 2000-
19 average)

Global Trade Growth Market Expectations of US Policy Rates

Source: World Bank, Global Economic Prospects, June 2024



Growth Scenarios for 2023-24
Global Financial Stress Accompanied with Weaker Growth
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Fiscal Challenges in LICs
Rising Debt; Increasing Interest Payments; Deteriorating Fiscal Balances
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Global Challenges
Larger Impact of Climate Change; More Fragmented Creditor Space; More Barriers 
to Trade

17

https://www.worldbank.org/gep
https://www.worldbank.org/gep
https://www.worldbank.org/gep


18



FRCommodity prices coming down since the peak in 2022, but 
still subject to risks from geopolitical tensions and will remain 
higher to pre pandemic

Oil Prices and Events Commodity Price Projections

Source: Global Economic Prospects, World Bank 2024



Global Risks
Multiple Downside Risks
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