
proposition:

Proposition 1. There exists a continuous function g(cfc*)=Ec(.)/c*(-) such that

a. g(-) is increasing in E(p *)e and

b. g(.) is decreasing in p

where c(-) arnd c*-(.) satisky (2), (5), and (6) for a given value of o

Proposition 1 notes tbat higher anticipated foreign prives lead vonsumers to expand domestic

spending while travel spending falis. Here, there is a shift from foreigu consumption to

domsi vonsmion because consumers believe that foreign prives have risen. An increase

ithedoesi price level, in contrast, favors foeg osrption. In this vase, foreigu goods

bevome more atcive to consumr because foreign goods are. relative1y less expensive.

Uncrtity envompasses the. consumer' s cofdnei the. koea of foreigu prive

thruhthei,> ea error vaiacea nd y2. The inlfueeof Qnera nonthe cnue's

choceprole semsfrm.the efcsof ucranyon the exetdvalue of foeg prive.

In enra, cang i ucetantyaler ED ) - va qutins(3) and (4) - w iinturns


