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This research project has two major academic contributions. (1) Nonlinear
estimation of a two-country model with stochastic volatilities shows that while risk-sharing shocks,
which represent deviations from uncovered interest rate parity, are the main source of exchange
rate fluctuations, volatility shocks also contribute to a certain extent. (2) Empirical analyses
using nonlinear models with the zero lower bound constraints on the nominal interest rates
quantitatively reveal how the implications of the estimated nonlinear models change compared to
those using linear models without the constraints.
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