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Chapter 5 

Conclusion 
 

This study extends Bernanke and Blinder’s (1988) framework to an open 

economy under the floating exchange rates with imperfect capital mobility. In 

Bernanke and Blinder’s model, with an operative credit channel, an expansionary 

monetary policy has a more potent effect on output in the closed economy. However, 

in an open economy, the expansionary monetary effect on output will be augmented if 

the domestic currency depreciates; while such effect will be lesson with an 

appreciation in the domestic currency. 

    Based on our framework, we have found several results as follows. Under the 

case with relative low capital mobility, the domestic currency immediately depreciates 

in the beginning and continues to depreciate toward the new long-run level. Thus, the 

exchange rate is undershooting after an expansionary monetary policy.      

    However, under the case with relative high capital mobility, there are a variety of 

cases about the dynamic adjustment process of exchange rate. If the domestic 

currency depreciates in the long run, the exchange rate ought to be overshooting at the 

moment of an increase in money. In contrast, if the domestic currency appreciates in 

the long run, the exchange rate may be undershooting or counter-shooting at the 

moment of an increase in money. It is note-worthy that, under the case of 

counter-shooting, the domestic currency depreciates at the first beginning, yet 

appreciates in the long run. Therefore, during the dynamic adjustment process, the 

volatility of exchange rate becomes greater in this case.  

    Consequently, with relative high international capital mobility, the monetary 

effect on exchange rate becomes more complicated such that monetary authority 

hardly makes accurate assessment of monetary policy. This is because the 
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international capital flow may interfere with the aim of monetary policy.     

    In the future, we may attempt to establish the micro- foundation of the credit 

market. Besides, owing to the financial innovations, bank lending plays a less 

important role in credit market nowadays and therefore, it may be useful to look into a 

case including the balance-sheet channel in the future. In addition, it may be 

interesting to quantify the extent to which the credit channel affects the impact of 

monetary policy empirically and therefore, the empirical analysis can be a future 

study.  

 


