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Overview

® The paper develops a model that accounts for two facts:

® Fluctuations of RERs and relative consumption are negatively
correlated (Backus-Smith Puzzle).

® Countries that trade more tend to have more synchronized
business cycles (trade-comovement).

® Ingredients:

® Productivity shocks.

® | ow elasticities, with trade elasticity not too low.
® Sticky real wages.

® Equilibria stability.

e Contribution:

® Literature on RER puzzles often abstract from comovement, while
trade-comovement literature often abstracts from RER puzzles.
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Key elasticities:
¢ : home vs. foreign tradables, n : tradables vs. nontradables

Frictions: Incomplete markets + Real wage rigidity
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Mechanisms

Consider a positive home productivity shock: Ay 1.

Cn Cu/CF TOTh RERp

Corsetti et al. (unstable) 0 0 0 0
Corsetti et al. (stable) 0 0 i} i}
Akinci—Chahrour — Goldilocks 71 + i +
* TOTy = 2.

® RERy 1: home real appreciation.
e Akinci and Chahrour (2026) also provide a mechanism for
cross-country GDP comovement.



Results: Benchmark Business Cycle Moments

Moment Data Model
std(A log GDP;) 2.00 2.00
corr(A log GDP;, Alog GDP:_1) 0.20  0.20
std(log RER;)/std(log GDP;) 390 1.14
std(log(Pn/Pn))/std(log GDP;) 0.86  1.01

std(log N;)/std(log GDP;) 1.19 1.04
corr(log RER,, log(C;/C?)) 071 -0.66
corr(log RER:, NX;) 0.60 0.53
corr(log RER;,log TOT;) 0.52 0.58
corr(log GDPy, log GDPY) 0.68 0.67
corr(log G, log Cf) 0.60 0.49
corr(log Ny, log Nf) 0.54  0.60

Source: Akinci and Chahrour (2026), Table 1.
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Trade Integration and the Goldilocks Region

® |n response to the same Ay shock, greater trade integration
implies:

® Smaller RER and terms-of-trade responses.
® [arger relative-consumption response.

® |arger region with a negative Backus—Smith correlation.
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Suggested Extensions

® Replicate the trade—comovement exercise in the model used to
motivate the paper.

® Report the business-cycle moments after turning off selected
productivity shocks.

® Explore whether there is an empirical counterpart to the
trade—comovement exercise for RER volatility and the
Backus—Smith correlation.

® Since the paper emphasizes two elasticities, report comparative
statics with respect to 1 and discuss its role further.

® Derive the stability conditions for the model with nontradables.
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Detrending RER data

Figure: Japan-US real exchange rate
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The disconnect puzzle

Figure: Japan-US real exchange rate and relative consumption
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Exchange rates and output fluctuations
Should one shock explain both?

RER literature:
e Commodity prices: Ayres, Hevia, and Nicolini (2020, 2022).
® Financial shocks: Itskhoki and Mukhin (2021, 2025).

® Fiscal shocks: Mac Mullen (2025).
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Should we focus on country pairs?

® Ayres, Hevia, and Nicolini (2020, 2022) explore shocks in the rest
of the world.

® Question: if we add...

® Rest of the world,

® Country 1 more dependent on oil than Country 2,

e .. would supply shocks to oil in the rest of the world generate
similar results?
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