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If Country 1 chooses a different Optimal Policy B rather than Optimal Policy A, then the policy
frontier in Country 2 shifts from Curve A to Curve B, or by a very small amout. This result also
holds in reverse if Country 2 changes its policy Thus there is little to be gained from formal

coordination, once the optimal policy has been chosen and each country is on its own tradeoff curve.
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Graph 2 shows the simulation of an unanticipated permanent 1% increase in the money supply in

one country in a two-country model, showing impact on output and price level relative to the baseline

in Country 1(y and p) and in Country 2(yr and ps), and the exchange rate(e).
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