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and central bank (CB) currency demand,
3
and order flow, 15, 21, 22
Price differentials, and law of one price,
91-92
Price index problems, 89-90
Price stickiness. See Sticky (sluggish)-price
monetary models; Sticky prices
Pricing-to-market (PTM) theory, 94-95,
112n.3
Pricing puzzles, 170
Private information, xii
and weekends, 48
Product differentiation across countries, of
MacDonald’s hamburgers, 112
Production, domestic, in model, 173-74
Production economy, and nominal
exchange rate volatility, 81-82
Productivity advances, and real exchange
rate, 281
Productivity-based model, 245, 247, 269
PTM (pricing-to-market) theory, 94-95,
112n.3



Index

Public demand, and imperfect
substitutability, 1
Public information
and micro portfolio balance model, 14—
15, 26
and weekends, 48
Purchasing power parity (PPP), xi, 95-96,
278
absolute, 95
and Balassa-Samuelson models, 241
and cointegration and unit root tests, 96—
100, 109 (see also Unit root test)
deviations from, 89, 97, 106, 279, 325, 326
and Dornbusch model, 169
and flexible-price model, 323
and law of one price, 87, 89-90
long-span studies of, 101
and nontraded goods, 281
OECD, US, and German, 209
panel data studies of, 102-103
puzzle of, 104-105, 110, 170
and real exchange rate, 87
relative, 95
and sluggish-price model, 325, 326
stochastic assumption of, 323
in study of exchange rate models, 239

Quantity theory of money, xi
Quoting strategies, optimal, 25

Random walk model, xi—xii, 63, 78, 97
and closed-form solutions, 329
and cointegration, 98
and euro-area model, 297
and expectations, 311, 321
naive, 271
and study of exchange rate models, 239,
240, 241, 252, 257, 261, 269
Rate of return adjustments, 220
Rational expectations, and effect of public
information, 15
Rational expectations efficient market
model, 125
Rational expectations fully informed agent
paradigm, xiv
Real exchange rate, 87
under fixed vs. floating regime, 169
modeling of, 279-82
nonlinearities in, 87, 105-11
nonstationarity of, 96, 97, 98, 102
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