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Structural _and equilibrium analysis of exchange rate fluctuations: a
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This research project produces three main results. First, we theoretically
and empirically show that the long-run trend of the inflation rate plays a vital role in real
exchange rate fluctuations by extending the existing sticky price model by introducing trend
inflation and conducting Bayesian estimation using macro time series data. Next, using microdata of
retail prices in mainland Japan and Okinawa before and after the reversion of Okinawa in May 1972,
we quantitatively identify the extent of the negative impact of the sharp US dollar depreciation on
economic welfare through price rigidity. Finally, we develop a Bayesian estimation method for
nonlinear dynamic stochastic general equilibrium models with misspecification. We implement the new
method for estimating an equilibrium asset pricing model with Monte Carlo experiments.
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