CFA Level Ill — CME Part 1 HA|E

Capital Market Expectations, Part 1: Framework and Macro Considerations — Quick Reference Sheet

1. J7|&¥9] 5 7| H (The Business Cycle — 5 Phases)
7|42 4% GDP 2t 7| ‘gYFAMl(trend growth)E FHLE QEU 2| EYOITH I MY AHE JL0| A7l

OfFX[2t, 2t FHOM 22-+UEFH-FII7 THHZ 0| &ZI0|eX| LOIFH XHMUHiE THoj| 0L 2-8OITt.
A7|&=o| 57| 2H (The 5 Phases of the Business Cycle)
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'#3(contraction) 9 ALt F9F FHL O HI[FE/7f UE 220/ F4L flat~inverted §EfC



Al HQIE (Key takeaways)

@ AB& LEFHE UYoIt: F71&20| XH(trough) £2UME AUXHHAGFOIO[YE)0| 7P HX-7PF FOIA
ST — AL 2297(E0 HY §X oIt

@ PI127g0] HY: Fl(peak)0ll 7Y 4F AZ0H0] A1 P2 LHE TI| AIX0LL, Z7|1LY~E0 FHOM XHH-FA
71Z0| 2| ot AHE Lel.

® AlAi(time horizon)o| T2} §-8/40| Ct=ct: &
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2. Q1E|0]/d FHI} XA (Inflation, Disinflation, Deflation)

80 ‘ 99 ZHCH OfjA| X FA Ha/dskpt ‘
atst QI EY =
mflation StEL CPI 100 — | 381t — 74 U2 o oH M EXLHEF LU 2
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QIEg0| 108 a4 o oIt | 4ix2
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(00| E3]2) | 5%—>%3%E | F5(3HN) o)
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C|Z[o[40| E0] YVt 0|8 (Why deflation is dangerous)

o SXiYH SO/ Q'L ofl: AI7H 10T T2 FE4 + LE OTS M T = APYIXE S5 Y.
&XHMO| OO[H AT £[Of, HZUHE (371 OF FEU MFE0[Y22 O[0f- 4+ ULt

o FOPEM O AT: FJ=Z27t 0%00l 7PIAX|H FYLYO| F2E H R F2I1E FYY AKXt AR (— 2008 &
38971 0|F 23 FYLY0| FHUTHQE)E =ATH ).
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3. 38329} HIYS ZF*! (Neutral Rate & the Taylor Rule)
FHac (neutral rate)2 FH7t S AZY 0|4 OIIN FH'IFER Y YI=ST Ole ‘@Y B7I32T HLY FXL 2
‘9 Z|0]H0] SROIN Lot SO{geX|S WY, TYLY0l 7 PoHor L' JMF2 S HAOte A (prescriptive)
FAlo|ct.
3-1. 38 39| (Neutral Rate)
FHa9(95) = USTo|H SE + 4T FNFYE
UAl: AIZSol S 2% Y& FMEYS 2.5% — 5854 = 4.5%
3-2. E|¥2] #%| (Taylor Rule) — * % g4
SE YIHUIY = $Y32 + 0.5 x (GDP PYS 03X — GDP FHFYE)+ 0.5 x (USAOIM 0% —
QS0 SH)
Target nominal policy rate = Neutral rate + 0.5 x (GDP growth forecast — GDP growth trend) + 0.5 x

(Inflation forecast — Inflation target)

Y22 Y BA (Professor's Note HH): YHOIM "Q1Z[0]d O 5X|'S HiH CHEat 2T

dio

B PN — 9EA01M 03| = A WlNTYuEY

= HEFYS + 0.5x(GDP gY& AI5A| — GDP FN'gYE)+ 0.5x(AFHOI'd QXA — AZY0|H SH)

Target nominal policy rate — Inflation forecast = Optimal short-term real policy rate = Neutral rate + 0.5x

(GDP growth forecast — GDP growth trend) + 0.5x(Inflation forecast — Inflation target)

2X12 E0{HE= OflA| (Worked example)

o= a
ASo]d S8 2.0%
B FNYPE 25% — 3Y3Y@FS) = 45%
GDP gy & I5XAI 1.0% (M| ] —1.5%p, F7| £XI)
QIEY[0d oI ZX| 40% (S B UH| +2.0%p, Q=Y 1)

2EZ2| = 4.5% + 0.5%(1.0%—2.5%) + 0.5%(4.0%—2.0%) = 4.5% — 0.75% + 1.00% = 4.75%

Of: ‘YL FHIE EE0F 220t 2RAOIX|T(—0.75%p), ASHOIH0| SEE I =0t S2AY 8(+1.00%p)0| 01
LEAT — T (A5%)HL g8 475%7F FBFS2 HEHD. § FYLYL ¥ FU= 27011’ 22| 220t
Ote 230 JFoIct.



3-3. Of0|] A 22| (Negative Interest Rates) — CME F’d A] §2|H

FAHOIXHEO| TO|HAY W= HA| AY32] iU, HlY FX0] XAOte X|$7t5¢ HHUTH
FLH(F) L2 de 20| ¢ Egott

7| IZ0IM e OfojHA 271 FI| K&t +E22 +EMte o JRAILSR)E UM 10HOf DLt

o OOJ4HA 2YAF = £0| F7|&U9| fF(contraction) Ee XI|9]E(initial recovery) 2} HUVte Aoz oMY

oIt
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4. 0| = (cME $%)9] Bg — 9 7IX| MY}/2A| (9 Forecasting Pitfalls)

XHEAY J|CAIS OHS T 471 E0] RIS 9 7HK) B, B OSAIE HITGH MUE-FA0| A HEH OISRt
L8 UHYWYS 230} P 7| Z0f|M Yo TtEE 2Q1S0|T.

@ FN[GI0|E{Q] 31| Limitations of economic data

YWH AXHO: IMF A|Q 2 &), ALZ £7%(revision), 7| ZAIE 2HI0|A FOZ2 GlO[E Xfx|7} S4H.

gl: CPI 8fAZN 2H0] F HOfCH JfHE[Of df79f H+ bl f 0f5fL.

(@ 4|o|g =% QX-BY Measurement errors & bias

AT, YEUY (BT HETL BRO|M AR UYAHSAE UTHYZ), F2HGI0[E (H| -FXILe] N e ItH)2
HE9 JULA I LN ECH A LErd.

9: S&4 G0/ E Y20 HEE0 Bof o[ FALfS YEHEHHYE dIgHos LA ZHE.

(3 WUAHZE7YX|2 31 Limitations of historical estimates

U HIHAIHLL, regime change)Z WA H[O|E{F} H|ZYY’d(nonstationary)& To] FAH P9 A==t EO{H.
9l: 2008 4 FE¢7| L2 GJOJES] EHF §EO &0 LS.

@) AISXIE 2 APHYY 491 £7 Using ex post data for ex ante risk/return

HAUHAY) +AUEZ U} 7|THAPY) +AES F7JOHH, LX| FXXPE AU UL UAF710H 7|0+AS L UUF7IOHA|

- OIS H A0 B0 TULH VaR 7t oS5,

oo

0 H7|E PAIO] G271 29 &L HH+YFE Hil FA| SAALIf gyt SYA L 2HY.
(5) ¥r2L|X| 9= HI0|E| IHE1 Non-repeating patterns
HO|| HZE £ 0| QA0 AL U’ ARAOIA H[RE 20|t Of2fofl THHEIX] S 5+ AS.
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Ol OfL 7/2I0] HETF ST 1.0, A 14 2 CHEG| FyF 1.2 O AFGOFEH LFL

@) yupro] Q0lM Misinterpretation of correlation

GULAH QAL 07 GUE 3 Y H), HIMY AE WY U +2e 24 2.

4 = Aol GAI EHOE A2 F5Y A 3 220 27) B2 + 2B

Al2|™ MY Psychological biases

Of2f 5 EOj|A 6 7IX| HYZ EE=2 Y0 g2l

— O& Bjojx] & &

(9) 2y EYAY Model uncertainty
(LY ME EUA’Y) OfH BYO| UeX| X7t Y4 — IPg M. (R4 EUAYY) TYL Fof: 24 FPo| QXf. (YU

SYUY) QHIE YA DO VY HYELUS).
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GIo[E|- 57 Y gyt Ty (M 5 U Wi EIH e a)
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OfhE Go/E/5E #F B
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(871/'93t H|o[E{HY)

XHLtte] JULAHE Ak A 7Y (AT OFd,
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(MZXE9] APHF%
BY)

AtZ(ex post, HUH) YH-+AL APH(ex
ante) 7|UiX|Q] HYH FPXY + AS —
HE T APd YK 2013 HH M
HEYol 4 IH UEtte 2= UG
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W0l o Ut

Transcription error
CI15/8A 25F)

g0l ¥H-715 aPgolM LYote e 2R

YAIKRQl QL QIR AFEIE B

* AelE Beta i2ie)] 72 Y. AP AIY0l of FAE FY GE0 HEE 2 FAOPY HE Availability

bias OJ&] Anchoring 0] OfLIL} (Anchoring £ AL &ot FE2/FFHA/0f dt=0fH o/ & Of= 7). Prudence bias("MF L

L0 2 HOJX] g AR E W9 Confirmation bias( IS IIE OIS HAOH= FEBt F4)E AZ HF KFoHs

A& A SXE.

5. M2 WY 6 7}X| 4| (6 Psychological Biases, in detail)

MY (Bias) Y 49 #& oAl oig Y
FUH AXIH | MG o YHof| 2ot EBOIM R LAXPt HH|'E o SEX XY
Anchoring NXE & O|Z01H 0| =07} %03 | YHE WY LTI H

£ s
YR dYH | OI5E H2 XN HY | Hxf QIZY0|M 4% —~ HWUE | HOIE YFo/7| Aot
Status quo HHRX| Qo o 2H 90| T2 0IXE 19 4% | 2HE YAHE HE
%435 AXY | 7|E UEE HEHOLe PG QUSIL 379 X BT | g ojH HHE ARIE
Confirmation AL R Ui FHE 0 FP9H X Ee £4 O|EX O 2 Efr
A oM
i T8 | UAH H4E FAOHD, HSE | X|UH 0152 20| LW It53t Zafol
Overconfidence 52 0N, Ol% PYEE | $O]2H 2YL I XA | HAEE)E UM HA
fTHF7t
AFTHELY) AXIH | ITH oF0| EHE Wo| | YHZEe & & WL Al B}
Prudence OI|E o XILX|A Oy EUlE FHO o2 HOI(A|Lt2| ) 1ol
H2H0l ZHE HA OI5X|E &0} ST HAE
SHQYOIX| 97|
71849 ANE | Al Me2E(FR 35l | 1929 | UYL Hao 2%8-7|1%0| ofd ZHux

Availability
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6. SI’YX (Monetary Policy)

o SE: TYLYL UYL F7|HYH (countercyclical)22 80} ‘Yt 71 FFE&
Tl Ol 2 5(E2AY) 22 HAUOIH, U= 2152 UHE LY HO| ULt

o [FH 2TCIMUIY): S2YS RFFH AH[I|AXE 1, FIHHHIIA 1, XFF2 AM|(+ZE FU)Z 0]ojTL}. +ZF XM &
FROICH — Y T S Ol: 4%)7} OO F2Ol: 6%)HT HTiH 2% mapt XgHHY 4 Qlot.

o YHALKHQE): VFH FMAIGELH(TI|- UEY MUY, AN 959 )1 22, QE £ WY 727 ¥ 31
MBS-GJAIH G CHYOl Wot, 2% XIS&HIZE YIIH L 23 =& 71T} (2008 '@ S897| 0% T+
TYLYol =2).

o OOHA J2|: IHA 0% HH ORI Z OjAF OLK(HF H37t THMO|E2), U= ZX|o| HOl’Jo| uto|HAF2
HQH| 8L Yool X301 QloI: F7IZt X4 50| ERtt. SXL XE-FXE EU0le A(XZEY 7|98 88

£ AH[-FXE {5).

itk gy

%

7. JY°J*™ (Fiscal Policy)

2 (loose) AFFH = 2K T XS — RPY=X Lo
AEH (tight) WP = TM T NSS4 — WEEK 54

* AIROIN XiZ S2lE ZOIE 2 I1X|

o @ HK 450| OfL2 Hxjo| HWOPL F0: MKlQ| '4F I FI|SYHOXE AXHOK| T Tk FQ A Hxjo|
"#0t(change)' YHOICH — MX{7} HXOF 819 B} Uct

o @ XY vs WFH HH: FIILYIIolE M4 FIHUYTO XS ZAZ ML HE2 F1, AHPI v @aol
HER UERITH 0] 37|2%0] T2 KI5A' MK} ot o] Hop/21% Mo} ofTt — 90X Yust ogHoz
OkE' X} HONt0| HT|0) YHL ATt

GBI 5 M~} S0 APFEAIS AFOI0] SQIHE, O|F FEIf 1502 MM T WAL 2L S (Y e}

SOIE LIEAE £2F 8140/7] Bf2).



8. £ASJ M1} YU ZEY (Yield Curve & Policy Mix)

47|z 3HE S EZM HEf HI}
(Yield-Curve Shape Over the Business Cycle)

4.0 A /
351 /—.—' oy
3.0 1
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W20

<k

1.5 1
1.0 A18F (Trough: steep)
Mid-expansion: flattening)
05 - i (Peak: flat or inverted)
M v 2y 5v 16Y 307
27| (Maturity)

Ty g &S FHi 971 1Y
VM (Loose) | YBIM(Loose) | FHIE Q4% (Steep) oY t5d =S
21£X (Tight) 21EX (Tight) %A (Inverted) +%5 759 58
21Z£X(Tight) Ao (Loose) | HEt (Flat) oY =9Y
QX (Loose) EX(Tight) Qarst Q4% (Moderately steep) | ‘999 =8%

Ple B MY 220 e 40| JtE1, 9ol TYP 4= FHUXY, P F20Me FEH~FHE| L, £27(0le THAl
IFEX e Yol A (2, P J=ote AL ofd).
o YMIY YPo| ALY T(O: FUPIML A}, PYML 2% — Ee Hith)e GRS YHE A TPY + o
(X BH: 'mid-nominal rate’ — £& & F& & UF). JUIY0| ZL Y (E O A% Ex & O UH)Y [Tt
=32 YOl G

9. AN Aot H| (1) 3 (International Linkages & Pegged Currency)

9-1. F2X|-XFE4X| (Current Account & Capital Account)
e PFY+X(current account) ~ &4, XHE4X|(capital account) ~ &FXITE. F APL JH$X|1Y M2 Hiy

Yo SHOICHYE BXf = TIE X HX)).



o QUK A YENED) FYA ~ EUKS - IUSKD + (IRAY — FERD). JUKSSX K0 WHAXI

0o &EX|8E 2Ptie JHiES Lt

9-2. H|J(07Y&) 59t (Pegged Currency)

o Y 24230 XFFY 7K E § I PIHQ FOHYH FUH0l LYHOZ WYOe A HIOS AXIORE Ay
Y=Y TIPS W2of 0f2z, £ Li2to] F7|&%0| PO T2

o TOH Q0 37[X|: @ UM 2P’ MIL(FRFAF ME 1, A0 OIHILYY AX) — UNIZ BiF. @ 'H R ePYHQ
gol' — FEHOo 2 EY: §O= 32 U YH=EL o0 (M § Z2j0ld), 5O 27t S XEQE YoIE
of 201 F2E SH0| 2310f BTt @ X=F0 HHQ WP FHBY XFEN F — ST WAL YH= YHE
CHX| 2 Tefof of9 e g XHage Jusitt

o 39 WA: HAY 3o I > YH s F2, 1 Xfo|(Z20|Y)e AP0l HAE LofLt L=|OeX|of| 22 UAC.
HUE7F FUX|H Z2|0|0] 5501, £/ofo] P& H7t s1f(ZH F7r2ohet.

o H(FRH 589 S2-FE UH: BVt el P 1YIIEI0f BOW} YEle S (FXIXIA ZOHYE HYot7)
o) o =€ MU E Ze FY0I AT EO 2= LBIe e S7ME ME-FXF 290 T2 X, IHXE0|5S
B M2 AFEY &M L2UiR|e FYol A

9-3. IHZG EYYO} (27459 A2, Impossible Trinity)

Ofl| 3 71X| & ¢ U=t SAIol 7R 4 Qe Re o 2 7pxjzo|c.

o (@D WYL (fixed exchange rate)
o @ XQE2 XHE0|F (free capital flows)

o (3 SYXM FUYM (independent monetary policy)

ALl | zt
X120|F& HIPt (restrict capital flows) DYHEE FXOIHME STH PN It (S2UE YA H27

29 7t5)

HEUEE A (float the currency) TIR2Q 20|51l SEH o9 25 4. &, g2|-28 e
Il 2 IF — B0 0¥ & 3 FXAF HYE Aol § &L 227t
27E(eH#Y 7o)

B|19] M2 (credibility)t £53 OpIBYt 32/ 01Ol Ol 901 IF (RHEQS OIS Hol) —
Of2IPITt T &2tote oY Fof

OlA[(Example): X@7IE|0] FE BYO| 0l'gEle 58 SXXIOA ZofHe 240 T2 gle8z, Y= tiH| XiH327t H
A Y/gEl= FFO0| ATt A currency that is undervalued and expected to appreciate tends to have lower

bond yields relative to the other country, since investors need less compensation for depreciation risk.



10. X gA! F% (All CME Part 1 Formulas — Quick Sheet)

Alg BT AF HZEoE CME Part 104 Y0l 2 &4/& 21 20 240

© 339 - =YY F4

H=(95) = ASTo|H SE + ¥B FNFYE

SE PSP = T3 + 0.5x(GDP JYBUEX — GDP FH'FFE) + 0.5x (ASHOIHAIEX] —
ASo|HSH)

SB g3 — ASO[HAIEA] = HY TILRFYZY
= 2@¥FHSE + 0.5x(GDP JYSUIZX| — GDP FAIYE) + 0.5x(AS0|HofI=X| — ASo|Hs.

HIZ 25 ALt A %] GDP Hit Q1S0[ 5l F Y= 22 0.5 71X 2 AT 019’y &(earnings growth)

T A0 Ye HeE 0 9K B=F FY RIF Ue WY IXIE 0333 4 3 GROPAHY STA% HEE FII0e

@ dYFME (FIFYE U2

2% GDP FNIYE = =55YU 5718 + =59 5718
= (U75718 + =5HolE Hal) + (RAESFY 571 710 + FRLYWI F718)

Y= GDP ‘gdE = 4% GDP gg& + YSY0[HE
F49 71 7|HxH201S = Y= GDP ‘gYE + (0|A/GDP H|F #GE) + (P/E HItE)

ZA4j0| 7| J|HEAE = I|URHO|S + HGAlE

FIEAE BHF — QYA FHA YWY

a8A7|(financial crisis): Xig 2 YF0| 7|t WHIZ FHIFES REL

Xtxfoli(natural disaster): @7/MQg 4 Y=0|L, =F8H]7H G H 8%l HH|Z WHEY F7|Hog2E 20|
PIE HAY += AT

X1’geH Zg(geopolitical conflict): X2 XIYE HPYUH B=(H 50l 2 ‘F°FE HMOHOIX|T, olejH ez 2170
HUZ ZUOPHU(FFY ) 2T 02 Al "BOHHT (peace dividend, Ol SY 5Y ¥ Y| o= JYE MY
£ UG

L == (developing market)@ MU ECE JXHOP} H2O2, FA'FYE FIXNE UH F2 Yl H IAH Z7gojof
Ote 3971 B



o YUK (pro-growth) g IOl Of|: UZHEZ FH-UEY G AT, AKX JHL XUELEH MIKOfH), OIHX|E
AT-F UM =R (R H5PY 715 PO — 2F FHYFIE 39K Kol
o WIIMOZ 'FA FIKQ YYE0l GDP YYE +Hte 0|9 X2AS &L (profit share of GDP)1} P/E i
1Moz FP0| 22HU W 4 ¢l (YY), B3 Y7 FAIRIFIEL GDP YYEM H5ET (P/EH
O|H|F Xt} F71/9732l ¥HO| otg).
() Grinold-Kroner 2% (7|Cf FAI4018)

E(R) = BG40 — XPALZE OfRl/of0l The 444 #iote
+ AZAOHIG + AT OIOFYE + P/E Q] Hiotg
(= 45 84 + O/9Y 24 + WROJO|H A} 9.4)

@ singer-Terhaar @Y (7L X401 E — APFHE Q)

YUY AUz i = XpLhi of I2YALYY YU+ x (KHtiQ HEY / S2EAY HEY) x S 2T
Az

AT ALY i = Xpikio HEY x SZUAPY ArmH[S
T AUZA0Y i = @ x (ATFY AYITAURA) + (1-¢) x (PRI AYLAUY) [¢ = APFFEE, 0~1]

401G | = SAHOXE + ZU AUTATY i (+ $5°9 ZU|Q), U QFAIAI] F9)

FOD|ZE XHEAYE = YIE - PYE — |U+UYS = N2UUE + YYE
R J|tislE = AS4YS(RI2UME) + 2FGUO[AY(NOI) P& — r2ey8o Hopg

® #29| 7|yHste

HE(A/B)Y J|UiHEE ~ A5 g2] — B3 32| (GiHEIX| & O[X1&Y7E, UIP 2A)
T~ AL QS0 — B2 S0l (HU™ ul2YoL, relative PPP)

@ T2919%Y (Multifactor risk model)

XA i O] 44E = HH + I(QQMEF x QOI40E) + TRfOX}

Ri = ai + BiF1 + BizF2 + ... + BicFx + &

Ario] Zit = X (QQUHEL 2 F) x (R 24 FEU) + TKIE



i, j g2 = I X (QQAHE x RQIHEL)) x (B 24 G2

WROLE] £ S (HI R FAH) W ARCH T
LA (WLIDAYUE, = (1-NEMAYUE, + AEEAQE, 1 [\ = LY A4, 0<A<1]
— TMAYE, = [BE4QE, — MBE4AE 1] / (1-))
ARCH(1) 2%: 00| ZHSEM = 449 + A4 x (KIHI| FKp?2
02 = a0 + a1 (a:0] AR QOIOIH WA FXBAI=ARCH it EX)
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450/ AL twin deficits &£&f). If the government widens its fiscal deficit (T—G falls) while the private saving-
investment gap (S—1) stays unchanged, net exports (X—M) must fall to keep the identity balanced — this is

the 'twin deficits’ logic linking fiscal deficits to trade deficits.
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