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Figure 1. UK-US Exchange Rate and Observed Monetary Fundamentals
Log exchange rate (s) and observed level of monetary fundamentals (f)
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Figure 2. Histograms of the posterior distribution of parameters in Benchmark (AR(2), AR(2)) Model
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Figure 3. Histograms of joint posterior distribution of phi o and phjgz
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Figure 4. Histograms of Posterior Distribution of
Variance decomposition of deviations of exchange rate from observed monetary fundamental (s(t)-f(t))

Benchmark model: AR(2), AR(2) Model 2: AR(4), AR(0)
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Cumulative Distribution of Log Likelihoods Implied by Posterior Distribution of Parameters

Figure 5.

08r

07

06r

05F

0.4r

0.2

0.1

0
-91%

Model 5 (AR(O
== Model 3 (AR(3
==== Model 4 (AR(1

Benchmark model (AR(2),AR(2))

)
), AR(4))
) AR(1))
) AR(3))

R(1
R(3

-910

-90%

-900 -895
log likelihood

-890

-885

-880



Figure 6. Posterior distribution of variance decomposition of s(t)-1{t)
Histogram based on Bayesian model averaging
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Figure 7. Prior distriutions of AR coefficient and half-life of PPP deviations
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Figure 8. Prior distributions of semi-elasticity of money demand and psi
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Figure 9. Posterior distribution of autoregressive parameters of the unobserve factors
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