Accepted Manuscript - T

ELSEVIER

. . - . Review of
How important is the currency denomination of exports in open-economy models? E 2
conomic

Dynamics

Michael Dotsey, Margarida Duarte

PII: $1094-2025(16)30028-X

DOI: http://dx.doi.org/10.1016/j.red.2016.09.003

Reference: YREDY 778

To appear in: Review of Economic Dynamics G

Received date: 8 October 2013
Revised date: 9 September 2016

Please cite this article in press as: Dotsey, M., Duarte, M. How important is the currency denomination of exports in open-economy
models?. Review of Economic Dynamics (2016), http://dx.doi.org/10.1016/j.red.2016.09.003

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.red.2016.09.003

How Important is the Currency Denomination of
Exports in Open-Economy Models?*

Michael Dotsey' Margarida Duartet
Federal Reserve Bank University of Toronto
of Philadelphia

September 2016

Abstract

We show in a quantitative open-economy model that standard alternative as-
sumptions about the currency in which firms price export goods do not substan-
tially affect unconditional second moments of aggregate variables while implying
stark differences for many sectoral variables. We show that the presence of a
retail sector with sticky prices is an important factor in this result. With re-
spect to the dynamics of the model, we find that the pricing regime matters if
the shock is to uncovered interest parity, while the model’s behavior is similar
when the shocks are to productivity. Because shocks to uncovered interest parity
account for only a small fraction of volatility of aggregate variables (other than
exchange rates and terms of trade), we conclude that differential effects under
the two polar international pricing regimes may not be as extensive as standard
analyses may suggest.
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