
 

Mundell’s Trilemma Visualized – a.k.a. the Unholy Trinity, Unholy Trilemma or Impossible Trilemma* 

 

Mundell’s Trilemma: A country can only simultanously maximize two of the following three policy goals: 
 

Monetary Policy Autonomy (Controlling the amont of money in the economy and thus controlling 

the economy’s growth and inflation rates. Control typically achieved by setting interest rates).  
 

Capital Mobility (Money can easily move in or out of a country. i.e. no capital controls).  
 

Exchange Rate Stability (Having a [credible] fixed—and therefore stable—exchange rate such as 

having the gold standard, a currency board, a hard peg or dollarization) 

 

Each side in the triangle below facilitates achieving the policy goals on the points of its side of the 

triangle, but NOT the policy goal across from it.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

     

 
 

 

*2017.9.27, by Prof. David A. Lynch, Saint Mary’s University of Minnesota. Sources: Joshua Aizenman, “The 

Impossible Trinity—from the Policy Trilemma to the Policy Quadrilemma, March 2011. ● Brad DeLong, 

“Economics 115: The Trilemma,” February 10, 2009. ● “Maurice Obstfeld, Jay C. Shambaugh and Alan M. Taylor, 

“The Trilemma in History: Tradeoffs among Exchange Rates, Monetary Policies and Capital Mobility,” March 

2004. ● “The Mundell-Fleming trilemma: two out of three ain’t bad,” Economist, April 14, 2017. The figure above 

is adapted from the Economist article. This and other Dave’s guides can be found at 

«https://sites.google.com/a/smumn.edu/lynch/dave-s-guides» or with this QR code:   
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Example of A: Eurozone 

countries – Fixed 

exchange rates with one 

another (by adopting a 

common currency) and 

freely mobile capital, but 

no eurozone country has 

its own monetary policy.  

Countries must 

pick one side 

of the triangle 

Example of B: The US (In 

the Post-Bretton Woods 

era) – Capital flows in and 

out, the Federal Reserve 

Bank sets monetary policy, 

but the value of the dollar 

will change relative to other 

currencies.   

Example of C: China – China’s exchange rate 

does not freely float and it maintains capital 

controls.    
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