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Risl Premia in the FX Mavkef

So for we have assumed investors gre
risk_newtva), which means Hhey only care
about expected returms. This assumption
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Bebore, with risk newbes s , Mhi's demaned
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Therehore , we feeus on net supplies of
3QV}. ‘Ohds.

UIP with Risk Premium

g: Risk Premium on domeshe assets

Nete, ) When demeshe assels decame riskier,
Hhey must offes o ho’,‘w expeched

repurn,
2.) @ con le nc,o.#ve £ freign assels
are raluier,
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Theve are mna reasons \)ta B-A wu')‘\/-
increase, Por ex»\pk ) @ bond ~-Rnanceof
fiscal expansion Pt 11 no} mineh'zed 6;
He Contrel Bank would increase B.
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