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m und Staatswissenschaftlichen Fakultét), course: Geldtheorie-
und politik, language: English, abstract: Does inflation reduce
welfare What is worse, a volatile exchange rate or a high
inflation rate And is the central bank able to drive these
variables These questions are the topic of a paper by Jordi Gali
and Tommaso Monacelli, published in 2005 and titled
'Monetary Policy and Exchange Rate Volatility in a Small Open
Economy'. As apparent by the title Gali and Monacelli (G+M)
analyze the influence of monetary policy on the volatility of the
exchange rate, more precisely the nominal exchange rate and
the terms of trade. For this purpose they create a small open
economy with sticky prices of Calvo-type. Due to its minor size
this economy does not influence the world economy. However,
depending on the degree of openness this economy is affected
by the rest of the world. Having specified this framework, G+M
introduce three different monetary regimes and...
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