
differential effects.

Proposition 4. An increase in a2 causes

a. a decrease in g(c/c *) if ýýcp1e

b. an increase in g(clc *) if F>pl e-

Less confidence with the forecast based on purchasing power parity leads consumers to place

greater weight on -to calculate expected foreign price. If F<pe, then consumers nicipate

that foreign prices will fail, leading consumers to increase purchases of foreign goods while

domsti cosumtio falis. If >ple, then consmr believe foreign prices will rise which

favors does consumption rather than féreign cnupin

The resuits of propositions (l)-(4) are hmrzdi Figure 2, which illustrates how

the cosmrallocates income betwçen goods purc e i the domestic market and abroad,

for given values of p, y, and 0. The fonction g(-) i$ mcreasing *hich sugssthat higher

the curve to roaearound pointA where F--ple. An n rin te value of E (cither due to

a deraei y2 or an increase i a2) causes the curve to rotate clockwise as idct by the

dod inieb.nticae osmr rely moeheavily on n-in foriEeDcai of foreiLin


