
Abstract:  The response of exchange rates to permanent and transitory shocks under
floating exchange rates 

Using the joint behavior of inflation and real exchange rates, we develop an empirical model to
uncover the sources of the fluctuations in the real dollar exchange rates of four major industrial
countries under the current float. This model allows us to construct two time series for each
country pair, one representing the permanent component of each real exchange rate, and the other
the purely 


