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		Abstract

		This paper aims to remedy difficulties with some extant empirical tests of the monetary approach to exchange rate determination. Four problems are addressed: explication of and allowance for real exchange rate changes; imposition of interest parity; use of the forward rate as an unbiased predictor of the spot rate; and modeling implications of official intervention in foreign exchange markets and of possible efforts to sterilize effects of intervention in the monetary base. Empirical tests conducted with monthly data on the dollar-DM exchange rate from March, 1973 -December,1979 do not permit rejection of the complex joint hypothesis represented by equations estimated to test the monetary approach. Still, there remained unexplained a large portion of the behavior of the dollar-DM exchange rate in the 1973-79 monthly sample employed. This result suggests that exchange rates may be viewed as prices determined in asset markets where a large and unsystematic flow of information, not captured by monetary or other variables, produces large, unsystematic movements. 
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