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Percent increase in
price level
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45° and Inflation in Western
Hemisphere Developing
Countries, by Year,
1987-2003

Evenyear by year, thereis a
strong positive relation
between average Latin
American money supply
growth and inflation. (Both
axes have logarithmic
scales.)
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5. EffERtD )L < (Obstfeld,M.[2004])
(Open-economy Trilemma)
[EIRA A ge7E =L —{K(impossible trinity)]
e At the most general level, policymakers In
open economies face a macroeconomic
trilemma. Typically they are confronted with

three typically desirable, yet contradictory,
objectives:

1. to stabilize the exchange rate;
2. to enjoy free international capital mobility,;

3. to engage In a monetary policy oriented
toward domestic goals. 28
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