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Abstract

I present a dynamic general equilibrium monetary model with domestic and foreign currencies and a
traded bond where there is an adjustment cost to switch into foreign currency.  The focus is on the short
versus long run trade offs and transitional dynamics of domestic and foreign monetary disturbances as a
function of attributes of currencies in utility.  The main finding is that short and long run trade offs and
transitional dynamics together with the implied hysterisis property of the equilibrium are critical
determinants of the qualitative results of domestic and foreign monetary disturbances in this class of
models.

JELit Classification Codes: E41, F3, F41.

Keywords: monetary policy, foreign inflation, hysterisis, adjustment cost,
      currency substitution.

Mailing Address: Marcelo Bianconi
               Associate Professor of Economics
               Department of Economics, 11 Braker Hall
               Tufts University
               Medford, MA 02155
               USA
               Ph. (617) 627-2677;
               Fax (617) 6273917;
               E-Mail: MBIANCON@EMERALD.TUFTS.EDU
               WWW.tufts.edu/~mbiancon

Revised Version, March 1999

_____________________________________________________________________________

* The constructive comments of two anonymous referees for this journal are gratefully acknowledged.  Any errors or
shortcomings are my own.


