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Abstract

This paper dcve:lo~an altcmativeframeworkfoT model ingexchange rdte expectations, which
we call me theories coosistenl e:r<pectatKms(TCE)framewoJk. On tile one hand. the .. CE fiamework
attc1IIpf1)to preserve £he spirit of the RE paradigm, in thai it supposes national economic agents are
torwardlookinganduse extant economic theories in fonningtheirtora:ast... On lhe other hand, the
TCE framework: attemptS to meet in (13ftthe problems of aJbitrmness and InconSistency mbcrent in
any anemptat moving away fmm RE. The main cbaraCteristicsof tile TCE framework are: 1) it
recognizes (be existence of a pluralism of theories describing exchange rate dynamics and aUoYo'S
agent..'ito 00se their for-ecasting functions on one or moTe of the existing theories; 2) It does not
~sumctbat the precise magnitudesoftheparametersof economic models are knownto agents, i.e.,
the stock of extant theories providt:s qualitative rather than quantitative knowledp;e about the
economy; and 3) it {cplaccs I.bea.'isumptionof perfect foresight with the assumptionlbal agents are
able to coJreCtly predit."tthe direCfion of change of tile exchange rate, wb.1chwe call qualitative
rationality . We show that when tbe ICI::.framework is used to close oth~'lse standard monetary
mlX.1elsof the exchange rate, their implications match up much more closely witb the empirical
recurd than Ihose obtained with RE.
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