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Abstract

This paper develops a small open economy New Keynesian model in which the
exchange rate pass-through is neither 100% nor zero, and estimates the model using
Japanese data by a Bayesian approach. Our goal is to evaluate importance of external
shocks (such as changes in export demand and import prices) and domestic fiscal and
monetary policies in Japanese business cycles. We find that external shocks are
important for GDP, while domestic policies are not. In particular, despite that we
incorporate several features into the model that could potentially make fiscal policy
quite effective, our estimates show that its effects are quite limited.
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