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Week 9: Trilemma +Balance of Payments, rent-
seeking + inequality, migration + automation.

Course objective
1. Provide you with a set of historical facts to provide context 

to debates about growth and globalisation.


2. Learn some of the core and contemporary theories and learn 
the “language of economics”. This will help you when 
conducting your own research.


3. Foster a) a critical mindset for interrogating theories and the 
evidence for/against them, and b) an appreciation of details.


4. Simulate an interest in economics! This course is what you 
make of it - so what do you want to learn about? Ask 
questions! No tutorials to this is your chance.

Recap

• Multi-level (group) selection — between-group 
competition fosters within-group coordination. 


• Trust is one of those nebulous economic ideas that seems 
to generate low-cost coordination of economic activity 
and willingness to make long term investments (and trust 
the government and its agencies to do it as well).


• All economic ideas are nebulous. 

Today

• Trilemma and Balance of Payments 
Institutions - independent monetary and exchange rate 
policy.


• Rent-seeking and inequality 
Political processes, trust, group conflict and costs of 
them.


• Migration and automation 
Mostly media buzz. No new economics needed.

My limits
• The functions of central banks and scope of monetary 

operations (within political confounds and outside) are 
hotly debated. 


• They also change over time fairly regularly. 


• The terminology is impenetrable at the best of times. 


• I will do my best to focus on the raw ideas without too 
much jargon. If you can contribute to the discussion, 
please do!

Balance of Payments

• Record of ‘cross-border’ payments including a country’s 
international trade, borrowing, lending, capital and 
investment flows with other countries.


• It consists of two components: 
- Current Account (CA)  
- Financial Account (FA)


• Difference is that Current Account payments are ‘current’, 
i.e. are not tied to ongoing obligations. 



Current Account (CA) Financial Account (FA)

Trade

Imports Direct Investment

Exports Portfolio Investment Financial

Income

Income (credit) Reserves

Payments (debit) **Minor items Capital

Total Always equal Total

** Including debt forgiveness, transfers of assets owned by migrants, remittances. 

Current Account (CA) Financial Account (FA)

Trade

Financial

Income

Capital

Total Total

Exchange rates

• In a floating regime are determined by all demand for 
currency trades (for exports/imports, income payments, 
and capital trades).


• In a fixed (or pegged) regime the rate is also determined 
by demand for currency trades — a stock of foreign funds 
held by the pegging nation is used to support the 
exchange rate if needed (by demanding more local 
currency). 

Sterilisation
• If the central bank buys its own currency with its foreign 

reserves, it is taking local currency out of private bank 
accounts (which could otherwise be spent in the economy).


• In order to ‘put money back’ into private hands, the bank 
may buy assets (in local currency) from private actors — 
giving them money in exchange for these assets. 


• If the central bank sells its own currency to buy foreign 
reserves, it is creating local currency that could be spent in 
the economy. It sells assets in the market to take money out 
of private hands.



Sterilisation

• Controversial as to whether sterilised intervention works 
to sustain exchange rate.


• In essence, the debate here is part of a larger debate 
about how which factors are most important in 
determining market FX rates.


• Where does demand for currency exchange come from?

Trilemma
• AKA ‘Impossible trinity’. States that it is impossible to 

have all three of the following at the same time: 
 
— a fixed foreign exchange rate, 
— free capital movement (absence of capital controls), 
— and an independent monetary policy.


• However, the modern evidence suggests you can, within 
limits. Seems to be possible if the FX rate is 
predominantly defended against appreciation with large 
scale currency interventions (capital movements which 
can offset large private sector movements).

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1955726 

BoP/currency Crisis

• When essentially imports cannot be paid for with foreign 
currency, or repayments to foreign entities on debts 
cannot be (or aren’t) made. 


• A little bit like a bank run.


• Fiji and Solomon Islands in 2009.


• Mostly a concern for currencies with low global demand 
(little demand for international purchases of local assets).

http://www.imf.org/external/pubs/ft/
bop/2007/pdf/bpm6.pdf 

• “It seems to me to be good policy to try to keep an 
exchange rate a little bit undervalued to help 
competitiveness and avoid setting up for an attack on the 
currency.  
 
But how to do this? PNG seems to have done OK with a 
floating rate, but where the market is really tiny, the 
central bank probably needs to get involved. Then they 
have to resist the pressure to over-value from those who 
want cheaper imports (including the help this is on 
containing inflation).  
 
But a little bit undervalued seems best if they can achieve 
this over time. “

Stephen Grenville - personal email  March 2018



https://www.bankofengland.co.uk/-/media/boe/files/ccbs/resources/understanding-the-
central-bank-balance-sheet.pdf?

la=en&hash=0475942A8BE465179CF4CFB4996AF44CDACB1662 

Why is this important?

• Using central banking institutions to create conditions 
that provide incentives for growth seems important. 


• Internally they can have great power over credit creation 
and the direction of resources (window guidance).


• However, the external position can be a limiting factor.

More reading

http://www.coppolacomment.com/2016/03/understanding-balance-of-payments-crises.html 

https://www2.deloitte.com/insights/us/en/economy/behind-the-numbers/balancing-
payments-cutting-the-trade-deficit.html 

https://static.treasury.gov.au/uploads/sites/1/2017/06/Tsy_Working_Paper_10_05.pdf 

http://www.canberra.edu.au/researchrepository/file/
6a84dc25-875d-6b87-2693-83337a4fd49f/1/full_text.pdf 

Maldives exchange rate

BoP crisis with floating exchange rate

Overview of BoP accounting

Analysis of BoP crises Pacific Island nations

Rent-seeking

• The allocation of resources away from productive 
activities to those seeking to sway political decisions for 
windfall gains. 


• Recall the need for institutions to overcome these 
wasteful competitions.


• Important element of growth is to have institutions that 
redirect resources away from rent-seeking. 

Theory

Tullock Paradox

Private costs will to be incurred 
could be up to M

Examples

• Taxi licence quotas restrict entry (their value is the 
capitalisation of economic rents)


• Finance — banking licensing and public insurance


• Land — controls on development direct gains to the 
politically well-connected


• Mining — exclusive extraction rights and limits on public 
income share



But it can be worse

Olson,M. 1982. Rise and Decline of nations:Economic Growth, 
Stagflation, and Social Rigidities 

https://grattan.edu.au/wp-content/uploads/2015/12/834-Rising-inequality-in-Australia.pdf 

https://www.sciencedirect.com/science/article/pii/S0305750X15002600?
via%3Dihub

Inequality
• One problem of rent-seeking is rising inequality (the other 

being economic inefficiency).


• Global vs national — which is more important?


• Rising in equality is, in the very long run, a normal state of 
society outside exceptional circumstances (famine, 
plague, war).


• But we have the post WWII benchmark that we are 
seeking to regain. 

http://peterturchin.com/age-of-discord/ 

3 concepts of inequality

• Concept 1: Inequality between national averages


• Concept 2: Inequality between national averages with 
population weighting.


• Concept 3: Global individual-based income (or wealth) 
measure of inequality. Ignored national borders.



http://www.lse.ac.uk/Events/Events-Assets/PDF/2017/2017-ST02/20170705-Branko-
Milanovic-PPT.pdf 

Within country

http://peterturchin.com/cliodynamica/ages-of-discord-my-third-independently-published-
book/ 

Political implications

• Well-entrenched nation states can handle waves of 
dissatisfaction due to within-country inequality and 
implement policy to reverse rent-seeking. Some countries 
may see greater political conflict/revolution.


• Conflict between global 



Migration 

• One of the ‘pillars’ of globalisation. Has immigration been 
rising or falling globally?


• Many incentives at play in migration decisions (usually 
categorised as push and pull factors). 


• Citizenship rent: 77% of income variation globally comes 
from the luck of being born in a particular country. https://www.nidi.nl/shared/

content/output/2000/
eurostat-2000-theme1-

pushpull.pdf 

World Bank data

So what?
• High levels of migration can be controversial for many 

reasons. 


• Fundamentally, the idea of a nation state is a club or tribe, 
so free flows between clubs.


• Cultural change and labour competition in certain sectors 
can reduce tribal ‘love’.  
 
 
 

My forecast

• The tension between high rates of immigration and the 
nation state tribes will be solved by lower immigration, 
which will coincide with the downswing of the second 
wave of globalisation.  

Automation
• Standard view: Increase productivity. Good for all.


• Considered view: Will disproportionately benefit already 
rich countries, and the already rich in those countries. 


• Why? Many new technology relies on have current 
technologies — new capital is complementary to existing 
capital (exceptions like mobile phones exist).


• Will change the structure of the labour market with higher 
demand for skills in all sectors. What about an extra 2 
years of compulsory schooling?



http://pubdocs.worldbank.org/en/816281518818814423/2019-WDR-Concept-Note.pdf 


