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) Absolute Purchasing Power Parity (APPP)
1
APPP / APPP
The Law of One Price
ratio APPP
Pec
S =
PHC
So Spot Exchange Rate
Prc
Prc
Hamburger UsD0.78
HKD6.00
Prc HKD6.00
S = = = 7.69
Prc USD0.78
1 7.69 2
APPP Transaction Cost

Tariff
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E(S1) (1 + hec)

S (1 + hue)

So Spot Exchange Rate

E(S1) Expected Exchange Rate in Period 1

hec Expected Inflation Rate 1in Foreign
Country

hie Expected Inflation Rate in Home country

USD1 HKD7.8 5%
6%

E(S1) (1 + hec)

Se (1 + th)

(1 + hFc)
E(S1)

(1 + hie)

(1+0.06)
= x 7.8
(1 +0.05)

= 7.8743
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(1 +0.05)

= 7.9493

1+ hFC)s
E(Ss) = X So
(1 + hio)®

(1+0.08)°
= x 7.8
{1+0.05)°

= 8.025

7.8
1 8.025 1
Deflation
The Peg System
7.8 E(S1) E(S2)
E(S3) 7.8 7.8

The Economist 3
MacDonald Big Mac

The Big Mac Currency Index
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EEFEE LLPPP* 5|EH|1999 3 B 30 B |#fELETTFH(+)
AHEM | E5T USD |XERRBRX [EXERRBRER [SEZ()E (%)
=E UsSD | 2.43 243
A RMB| 99 1.20 4.07 8.28 -51
BiE NT 70 2.1 28.8 33.2 -13
&8 HKD | 10.2 1.32 4.20 7.75 -46
EES JPY | 204 2.44 121 120 0
;% | SGD| 3.2 1.85 1.32 1.73 -24
* PPP APPP
HKD10.20 USD2.43
Prc HKD10.20
So = = = 420
Prc UsD2.43
home currency foreign currency
So 4.20 1 4.20 1
7.75 1.32
PFC
7.75 =
PHC
Prc
Puc =
7.75
10.2
7.75
= USD1.32
1.32 2.43 46%

NO 15




undervalue 46% USD1.32-USD2.43 /USD2.43 x 100% = -

46% 51%
4 Big Mac Currency Index
EEFEE LLPPP* B|EH 2003 4 A 22 H |¥EEETH(H)
AtpEns | Ex USD |[ZENRIRE X2 ERRERE |HEROE (%)
EJE] Usb| 2.71 2.71
FE RMB| 9.9 1.20 3.65 8.28 -51
BiE NT 70 2.01 25.8 34.8 -26
&5 HKD| 115 1.47 4.22 7.80 -46
= JPY | 262 2.18 96.7 120 -19
ik | SGD| 3.3 1.85 1.32 1.78 -31
7.8
5 -51% -51%
7 8% -51%
2002
5.1%
18.5% 6

QDI
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So
F1
Rrc
Rue

RHC RFC
Bureau
RFC

F1

So

equilibrium state

Fi 1+ Rre

S 1+ Rue

F1 So
Federal Reserve

RHC

RHC RFC

F1 close position

19
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Rrc 3.5% Rre

1+Ree

1+ Rwe

1+0.04

1+0.035

7.8377

So 7.8 F1 7.8377

Baring

Kong Monetary Authority — HKMA
night interest 300
10

Chip 10

7.8

97

arbitrage

HKD8,219,178

11

10

Hong

over-

Blue



1 Bush

Alan Greenspan

2 Home Currency Foreign Currency 1
7.8 direct rate 7.8 indirect rate 1/7.8 =
0.1282 direct rate 0.1282
3 The Economist Mar 9, 1999
4 The Economist April 22, 2002.

5
3,000
8,000
6 CHINA DAILY Hong Kong Edition - Monday, November 10, 2003
“ Current Renminbi Exchange Rate Right for Times”
7 QDII Qualified Domestic
Institutional Investor.
8 Speculator
9 HKD1,000,000,000 / 7.8 = USD128,205,128.21 7.837
UsSD128,205,128.21 x 7.837 = HKD1,004,833,333.37 HKD4,833,333.37
10 Chip Chip
11

Tracker Fund
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