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		Until now, thinking on open economy macroeconomics has been largely schizophrenic.  When it comes to analyzing exchange rate dynamics, an empirically-minded economist abandons modern current account models which, while theoretically coherent, fail to address the awkward reality of sticky nominal prices.  In this paper we develop an analytically tractable two-country model that marries a full account of dynamics to a supply framework based on monopolistic competition and sticky prices.  It offers simple and intuitive predictions about exchange rates and current accounts that sometimes differ sharply from those of either modern flexible-price intertemporal models, or traditional sticky-price Keynesian models. The model also leads to a novel perspective on the international welfare spillovers of monetary and fiscal policies. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Obstfeld,  Maurice and Rogoff,  Kenneth S., Exchange Rate Dynamics Redux (April 1994). NBER Working Paper No. w4693,  Available at SSRN: https://ssrn.com/abstract=226979
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Maurice Obstfeld (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, Berkeley  ( email )

			

			
			
				
				
				
					530 Evans Hall #3880
Berkeley, CA  94720
United States

				

				
			

			
				
				
					HOME PAGE: http://www.mauriceobstfeld.com
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Peterson Institute for International Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Peterson Institute for International Economics  ( email )

			

			
			
				
				
				
					1750 Massachusetts Avenue, NW
Washington, DC  20036
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Centre for Economic Policy Research  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Kenneth S. Rogoff

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Department of Economics  ( email )

			

			
			
				
				
				
					Littauer Center
Room 232
Cambridge, MA  02138
United States
617-495-4022 (Phone)
617-495-7730 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      265

			

		
		
		
			Abstract Views

			   15,782

		

		
		 
		
			Rank

			  211,085

		

		
	


	
		
            
            	       44 Citations
		

	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,244

                                    

                                    
                                        PAPERS

                                           32,680

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Exchange-Rate Dynamics

                        
                            By
                                
                                
                                    
                                    Maurice Obstfeld
                                     and 
                                
                                    
                                    Alan C. Stockman
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Goods Prices and Exchange Rates: What Have We Learned?

                        
                            By
                                
                                
                                    
                                    Pinelopi Goldberg
                                     and 
                                
                                    
                                    Michael M. Knetter
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Can Sticky Price Models Generate Volatile and Persistent Real Exchange Rates?

                        
                            By
                                
                                
                                    
                                    Varadarajan V. Chari, 
                                    
                                
                                    
                                    Patrick J. Kehoe, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Monetary Policy and Exchange Rate Volatility in a Small Open Economy

                            
                                By
                                    
                                    
                                        
                                        Jordi GalÃ
                                         and 
                                    
                                        
                                        Tommaso Monacelli
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy and Exchange Rate Volatility in a Small Open Economy

                            
                                By
                                    
                                    
                                        
                                        Jordi GalÃ
                                         and 
                                    
                                        
                                        Tommaso Monacelli
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy and Exchange Rate Volatility in a Small Open Economy

                            
                                By
                                    
                                    
                                        
                                        Jordi GalÃ
                                         and 
                                    
                                        
                                        Tommaso Monacelli
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            New Directions for Stochastic Open Economy Models

                            
                                By
                                    
                                    
                                        
                                        Maurice Obstfeld
                                         and 
                                    
                                        
                                        Kenneth Rogoff
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy in the Open Economy Revisited: Price Setting and Exchange Rate Flexibility

                            
                                By
                                    
                                    
                                        
                                        Michael B. Devereux
                                         and 
                                    
                                        
                                        Charles M. Engel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Accounting for U.S. Real Exchange Rate Changes

                            
                                By
                                    
                                    
                                        
                                        Charles M. Engel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Exchange Rate Pass-Through into Import Prices

                            
                                By
                                    
                                    
                                        
                                        JosÃ© Manuel Campa
                                         and 
                                    
                                        
                                        Linda S. Goldberg
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

