Accepted Manuscript

Journal of

INTERNATIONAL

MONEY
Risk Sharing and Real Exchange Rates: The Role of Non-tradable Sector and and FINANCE

Trend Shocks

Hiiseyin Cagr1 Akkoyun, Yavuz Arslan, Mustafa Kiling

PII: S0261-5606(17)30019-0

DOI: http://dx.doi.org/10.1016/j.jimonfin.2017.02.003
Reference: JIMF 1747

To appear in: Journal of International Money and Finance

Please cite this article as: H.C. Akkoyun, Y. Arslan, M. Kiling, Risk Sharing and Real Exchange Rates: The Role
of Non-tradable Sector and Trend Shocks, Journal of International Money and Finance (2017), doi: http://
dx.doi.org/10.1016/j.jimonfin.2017.02.003

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to our customers
we are providing this early version of the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting proof before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jimonfin.2017.02.003
http://dx.doi.org/10.1016/j.jimonfin.2017.02.003
http://dx.doi.org/10.1016/j.jimonfin.2017.02.003

Title Page

Risk Sharing and Real Exchange Rates:
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Abstract

In this paper, we show that the tradable and non-tradable total factor productivity (TFP)
processes of the US and Europe have unit roots and can be modelled by a vector error
correction model (VECM). Then, we develop a standard two-country and two-good (tradable
and non-tradable) DSGE model. Our model implies that using cointegrated TFP processes
and including non-tradables help solve the real exchange rate (RER) volatility and risk sharing
puzzles. Cointegrated TFP shocks, or trend shocks; generate significant income effects and
amplify the mechanisms that produce high RER volatility. Moreover, trend shocks can break
the tight link between relative consumption and RER for low and high values of trade elasticity
parameters. The non-tradable sector in the model improves the results for the risk sharing

significantly.
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