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This note summarises the key equations in ”Macroeconomic Volatility and Exchange Rate Pass-
through under Internationalized Production” (Eyquem and Kamber, 2009).

The following error message is displayed when runnuing the code.

There are 3 eigenvalue(s) larger than 1 in modulus for 4 forward-looking

variable(s)

The rank condition ISN’T verified!

1 Parameter calibration

σ = 1 ψ = 3 ρc = 0.86 µ = 1
φ = 1 α = 0.2 ρa = 0.66 γ = 0.2
β = 0.99 η = 0.75 φπ = 1.5

2 Model

2.1 Domestic Block

ψnt + σct =ωt −αst (1)

ct = Et{ct+1} −
1
σt

(
r −πt+1 +α(Et{st+1} − st)

)
(2)

πt = βπt+1 +
(1− ηβ)(1− η)

η
(ωt − at +γρt) (3)

yt = ct +
α (σµ+ (1−α)(σµ− 1))

σ
st (4)

at +nt = (1−γ)yt +γct +φγ(2−γ)ρt (5)

2.2 International Block

ρt = st +ω
∗
t −ωt + at (6)

ct = c
∗
t + (1−α)/σst (7)

rt = Et{et+1} − et (8)

st = st−1 + et − et−1 +π∗t −πt (9)

2.3 Exogneous process and Monetary Rule

at = ρaat−1 + εa,t (10)

c∗t = ρcc
∗
t−1 + εc,t (11)

r∗t = 0 (12)

π∗t = 0 (13)

rt = φππt (14)
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