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Program Report

Economic Fluctuations and Growth

Robert E. Hall*

In May 1999, the unemployment rate was 2.5 percent in Boston, 1.6 per-
cent in Minneapolis, 2.2 percent in Denver, 2.5 percent in San Francisco, 3.0
percent in Dallas, and 2.6 percent in Washington, DC.! The U.S. economy
has not been this healthy since the best years of the 1960s. Graph 1 shows
the growth of total output (real GDP) of the U.S. economy since 1990. Since
mid-1995, the economy has grown at an exceptional rate, above 4 percent
per year, far outpacing its normal trend of growth, shown by the nearly
straight line in the graph. Normal growth is a little over 2.5 percent per year.
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The last time conditions like this existed in the U.S. economy, the late
1960s, inflation was building. Graph 2 shows the remarkable contrast
between the good years of the late 1960s and the good years of the late

*Robert E. Hall is Director of the NBER’s Economic Fluctuations and Growth Program
and the Robert and Carole McNeil Professor of Economics at Stanford University.
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1990s. Despite incredibly tight condi-

tions, inflation has been on a down-
NB - R Repo rl'ef/‘ - ward trend in recent years.
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opposing schools of Keynesian and
classical macroeconomics fought ide-
ological as well as scientific battles.
These schools have disappeared
completely from the field in the past
decade. Qur program meetings and
conferences feature many spirited
scientific discussions but never
debates between schools of thought.

Macroeconomics also has drawn
closer to microeconomic theory in
recent years—the long-sought micro-
economic foundations for the field
have been built. It is fair to say that
macroeconomics, like such fields as
industrial organization, public fi-
nance, and labor economics, is now
a branch of applied microeconomics.
Although a companion development
is increased mathematical formaliza-
tion—very few papers written within
the EFG Program are understandable
to readers untrained in modern math-
ematical economics— our work
nonetheless focuses on substantive
questions about fluctuations and
growth, not on modeling technique.,

Research Meetings

The EFG Program holds various
types of meetings and conferences.
Program members and many other
guests attend Research Meetings
three times a year: in February in the
San Francisco area, in July in Cam-
bridge (in connection with the
NBER’s Summer Institute), and in
October in Chicago. These three geo-
graphical areas have the largest con-
centration of program participants.
For a number of years, the Chicago
meeting has been hosted by the Fed-
eral Reserve Bank of Chicago, and in
February 2000, the West Coast meet-
ing will be hosted by the Federal
Reserve Bank of San Francisco.

In one day, research meetings
cover six papers selected from recent
working papers on fluctuations and
growth written by authors around the
world. Since the Program’s inception
in 1978, most of the papers we now

consider path-breaking were pre-
sented as working papers at our
research meetings. A good example
is Finn Kydland and Edward C.
Prescott’s paper that launched the
framework—now standard in macro-
economic theory — called dynamic
stochastic general equilibrium.4 The
papers for each research meeting are
selected by a pair of organizers with
complementary interests. Rotation of
the organizing function among a
large number of program members
ensures a wide variety of topics and
authors.

The Macroeconomics
Annual

Ben S. Bernanke and Julio J.
Rotemberg organize the NBER’s
Annual Conference on Macroeco-
nomics, which is held in March each
year. Whereas the research meetings
involve papers intended for publica-
tion in scientific journals, The NBER
Macroeconomics Annual performs a
complementary function for this
meeting: the organizers commission
papers from researchers who re-
cently have opened up new areas of
work. Published in an annual vol-
ume, the papers summarize and syn-
thesize research and present new
results.

Business Cycle
Chronology

The EFG Program is responsible
for maintaining the semi-official
chronology of the U.S. business
cycle. The committee that carries out
this responsibility meets well after the
economy appears to have passed a
turning point—a peak or trough in
overall activity. The committee last
met in 1992 to determine the date of
the trough in early 1991. Thus, more
than seven years after that date, there
is no reason for a meeting anytime
soon. This period of inactivity is now
almost as long as the one from early
1983 until 1991.

Service in the
Nation’s Capital

The EFG Program continucs (o
supply public servants to the federal
government and to international
agencies. Lawrence H. Summers is
currently Secretary of the U.S. Trea-
sury. Martin Baily is Chairman-Desig-
nate of the President’s Council of
Economic Advisers. Stanley Fischer is
the First Deputy Managing Director
of the International Monetary Fund.
Joseph E. Stiglitz is Vice President
and Chief Economist of the World
Bank. John C. Haltiwanger has served
as Chief Economist of the U.S. Cen-
sus Bureau.

Research Groups

The EFG Program encompasses
several small research groups that
focus on specialized topics. Each
group brings together researchers
with common interests, ranging from
senior graduate students to estab-
lished researchers. These groups gen-
erally meet at the NBER's Summer
Institute in July, and sometimes
in conjunction with our research
meetings in October or February, or
independently.

Economic Growth:
Charles I Jones and
Alwyn Young, Directors

This group conducts research on a
range of topics related to economic
performance in the long run. Some
of its meetings have focused on one
particular topic, such as technical
progress and wage inequality, or
firm-level productivity growth, while
others have considered a wider range
of issues, illustrated by the following
papers.

Boyan Jovanovic and Rafael Robs
observe that machines are more ex-
pensive in poor countries; they seek
to understand how much of the in-
come differences between countries
can be attributed to distortions asso-
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ciated with the price of machines.
Daron Acemoglu and Fabrizio Zili-
botti¢ take a different approach to
explaining income differences. They
argue that even in a world in which
the latest technological advances are
freely available in all countries, dif-
ferences in productivity can be sub-
stantial. New technologies are devel-
oped primarily in rich countries with
large quantities of human capital.
Therefore, these technologies may be
inappropriate for countries with a dif-
ferent skill mix. In particular, coun-
tries with low ratios of skilled to un-
skilled workers will not be properly
matched with advanced technolo-
gies, thus reducing their productivity.

What is the relationship between
economic growth and other indica-
tors of standard of living? This is the
question examined in William Eas-
terly’s paper “Life during Growth,7
which shows that most measures of
physical and social well-being, while
being well correlated with the level
of income, are not correlated with
GDP growth rates. Finally, a number
of authors have focused recently
on explaining economic growth over
the very long run—hundreds or thou-
sands of years instead of decades.
Oded Galor and David N. Weil sum-
marize the facts and recent research
related to this topic.8 They then pre-
sent a theory to explain the transition
from a Malthusian regime in which
per capita growth is virtually absent
to the modermn world of rapid per cap-
ita growth and demographic transition.

Impulse and Propagation
Mechanisms:
Lawrence J. Christiano and
Martin S. Eichenbaum,
Directors

This group’s research activities
revolve around two questions: What
are the key sources of business cycle
shocks? and What are the key mech-
anisms by which these shocks are
propagated over time? In exploring

these questions, group members
have focused on five related activi-
tics: empirically identifying the eftects
of exogenous shocks to the business
cycle, with an emphasis on shocks to
monetary and fiscal policy?; assessing
the empirical plausibility of alterna-
tive structural business cycle mod-
elst; constructing new general
equilibrium business cycle models!!;
exploring the nature of actual and
optimal monetary policy, and analyz-
ing the impact of different institutions
within which policy is conducted!?;
and considering the role of monetary,
fiscal, and regulatory policy as well
as self-fulfilling expectations in caus-
ing recent currency crises.1?

Consumption: Orazio
Attanasio, Christopher D.
Carroll, and Jose Victor
Rios-Rull, Directors

Because consumption accounts for
roughly two-thirds of GDP, an under-
standing of consumption dynamics is
essential for any useful model of
business cycles. And because saving
is the source of capital accumulation,
a model for the average level of ag-
gregate consumption is a fundamen-
tal requirement for any model of
economic growth. In both the busi-
ness cycle and the economic growth
literature, the traditional approach
has been to suppose that aggregate
consumption levels and dynamics
can be explained as the result of an
optimization problem by a “repre-
sentative agent.” This agent’s charac-
teristics represent an average of the
characteristics of individual house-
holds within the economy.

The consumption group seeks to
explore the relationship between
aggregate behavior and the micro-
economic consumption problems
solved by individual households. A
broad theme that has emerged from
much of the group’s work is that the
behavior of a collection of consumers
subject to both personal and aggre-

gate shocks does not usually resem-
ble the behavior of a representative
agent who has average preferences
and faces only aggregate shocks. Nor
will aggregate behavior necessarily
resemble the behavior of the individ-
ual microeconomic agents compris-
ing that aggregate. Thus, the process
of building a model with realistic
microfoundations and then aggregat-
ing seems to be inescapable.

A paper by Sydney Ludvigson and
Alexander Michaelides presented at
last year’s meeting provides a good
example of how such an approach
can help us to understand macroeco-
nomic dynamics. The authors con-
struct a2 model in which household
income is subject to both idiosyn-
cratic and aggregate shocks. They
then examine whether the dynamics
of the aggregated data from their
model resemble U.S. time series con-
sumption data. John Y. Campbell and
Angus Deaton!4 show that the U.S.
data exhibit “excess smoothness” rel-
ative to the optimal behavior of a
representative agent. Ludvigson and
Michaelides show that precautionary
saving effects cause the dynamics of
the aggregated simulation data to be
substantially smoother than the
dynamics implied by an identically
calibrated representative agent model
(though still not as smooth as aggre-
gate data). -

The group also has attempted ¢
detect the direct influence of macro-
economic variables on household-
level decisions. Papers have been
presented on the relationship be-
tween aggregate “consumer confi-
dence” and consumption as mea-
sured in household surveys!5; on the
relationship between regional unem-
ployment risk and household-level
home-purchase decisions!$ and sav-
ing behavior!?; and on how unem-
ployment spells affect household-
level spending on semi-durable
goods such as clothing.18 Other work
in the group has explored how idio-
syncratic uncertainty has affected the
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risksharing characteristics of alterna-
tive Social Security arrangements!?;
the implications of heterogeneous
time preference factors for Social
Security reform2; implications of the
unequal distribution of wealth for the
dynamics of business cycles?!; the
dynamics of aggregated household
survey data as compared with the
dynamics of national income accounts
data??; the implications of standard
microeconomic consumption models
for household portfolio structure and
the equity premium?3; and the “wealth
effect” that stock market movements
have on household consumption and
saving decisions.?4

Income Distribution and
Macroeconomics:
Roland Benabou,

Steven N. Durlauf, and
Oded Galor, Directors

The marked rise in inequality in
most developed countries over the
past 20 years has brought income
distribution back to the forefront of
economists’ and policymakers’ con-
cerns. At the same time, a rapidly
growing body of theoretical and em-
pirical research has identified many
channels through which the distribu-
tions of income, human capital, and
financial assets affects an economy’s
aggregate performance in the medium
and long run.

The main mechanisms, as studied
and discussed in this group, involve:
1) credit market frictions, which im-
ply, for instance, that agents with
insufficient net wealth cannot invest
efficiently in education or entrepre-
neurial activities; 2) political econ-
omy feedbacks, whereby rising
inequality leads to significant changes
in taxation and redistribution, or
even in political stability; and 3) a
wide variety of nonmarket interac-
tions between heterogeneous agents,
operating at local or economywide
levels. These interactions may be
pecuniary (fiscal spillovers in school

finunce, the effects of the labor
force’s educational composition on
the nature of technological innova-
tions) or nonpecuniary (neighbor-
hood effects in attitudes toward work
and education, demographic implica-
tions of fertility decisions, and
changes in the family’s socioeco-
nomic structure).

Some of these mechanisms are
particularly relevant to developing
countries, others to advanced coun-
tries, but they all share the funda-
mental property that the evolutions
of macroeconomic and distributional
variables are jointly determined. To
study these issues, the group brings
together researchers representing a
broad spectrum of approaches, in-
cluding some who would normally
not have many opportunities to inter-
act. This includes, of course, macro-
economists interested in various
forms of heterogeneity and market
incompleteness, but also develop-
ment, public finance, and labor econ-
omists, as well as econometricians.

Theoretical emphasis has been on
“building up” from microfoundations
(individual abilities, incentives,
wealth constraints, local spillovers,
and policy expectations) and on
working toward dynamic general
equilibrium models. The papers pre-
sented show how “poverty traps”
tend to arise for individuals, regions,
or whole countries; they also study
the extent to which government pol-
icy may improve or compound these
inefficiencies. In several areas, the
research has progressed to the stage
at which the models allow a quanti-
tative analysis (through calibrated
simulations) of various policy or
regime changes: local versus state
education finance, optimal unem-
ployment insurance, increased socio-
economic sorting in marriages. On
the empirical side, the papers pre-
sented have ranged from method-
ological contributions on the econo-
metric identification of credit
constraints and local spillovers, to

cross-country regression analyses of
the inequality-growth relationship. to
panel data studies of the roles of
technological progress and trade in
magnifying wage inequality.

Some of the broad themes that
have emerged in recent years are
reflected in the following selected
papers. Several papers relate to per-
sistent inequality, social mobility, and
growth. For example, how do the
rate and nature of technological prog-
ress interact with individual ability,
effort incentives, and inherited skills
to shape the distribution of income?
How do these factors, in turn, feed
back onto the incentives to inno-
vate??s In work presented this year,26
Oded Galor and Omer Moav inte-
grate models of human and physical
capital accumulation to explain how
inequality can impede growth in cer-
tain phases of the development pro-
cess, and yet foster it at other stages.
Yona Rubinstein and Daniel Tsiddon
present the results from an ongoing
empirical project on ability using
Panel Study of Income Dynamics
data. They show that even after con-
trolling for workers’ education and
other observable individual charac-
teristics, their parents’ education sig-
nificantly affects their wage and
employment prospects over their
tenure in the labor market.

In work on endogenous sorting (in
neighborhoods, marriages, and firms)
and its implications for inequality and
efficiency,?” Raquel Fernandez and
Richard Rogerson critically revisit the
conclusion from a previous paper by
Michael Kremer, who found that
increased assortative matching in
marriages will have little effect on the
long-run distribution of income.
Timothy Conley and Giorgio Topa
use Census data for Chicago to esti-
mate spillovers in employment prob-
abilities attributable to geographical,
ethnic, or occupational proximity.
William A. Brock and Steven N.
Durlauf develop a methodology for
the identification of local spillovers in
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linear, binary choice, longitudinal
and nonparamétric models.

In the area of endogenous skill-
biased technological progress, Ann P.
Bartel and Nachum Sicherman?® pre-
sented a paper last year in which
they matched industry-level mea-
sures of technological change to a
panel of young workers from the
National Longitudinal Survey of
Youth. They show that the wage pre-
mium associated with technological
change is primarily attributable to the
sorting of better workers into those
industries. Andrew Bernard and
Bradford Jensen? use data on U.S.
states to study the sources of rising
wage inequality since the 1970s.
They find that changes in industrial
composition, and especially the loss
of durable manufacturing jobs, are
correlated strongly with increases in
inequality. This year, Philippe Aghion,
Peter Howitt, and Gianluca Violante
developed a model of endogenous
technical progress in which ex-ante
identical individuals experience
growing wage disparities, because of
accumulated experience on different
vintages of capital goods. David Thes-
mar and Mathias Thoenig presented
a model and some empirical evi-
dence (at the establishment level) to
support the idea that periods of rapid
technological change lead firms to
restructure in ways that favor skilled
workers, which in turn makes future
innovations more profitable.30

Several papers consider the deter-
minants and macroeconomic effects
of redistributive public policy. For
example, Roland Benabou and Efe
Ok3! show that the prospects of up-
ward social mobility (intra- or inter-
generational) can lead even quite
poor agents to oppose long-lasting
redistributive policies. Daron Ace-
moglu and Robert Shimer32 study the
trade-off between the costs (lower
incentives to find a job) and benefits
(risksharing and better matching) of
unemployment insurance. Herschel 1.
Grossman and Minseong Kim3? ex-

amine the trade-off faced by a devel-
oping country’s ruling elite, between
spending resources on the protection
of property and on educating (some
of) the poor.

On the broad subject of fertility,
family structure, and distribution and
growth, Rao Aiyagari, Jeremy Green-
wood, and Nazih Guner have used a
calibrated general equilibrium model
to study the effects on income distri-
bution and aggregate output of mar-
riage, fertility, and separation deci-
sions (via the resources devoted to
children’s education).?® Daniel Chen
and Michael Kremer35 argue that high
fertility rates among the poor and
low unskilled wages caused by an
abundant supply of uneducated
workers can be mutually reinforcing
phenomena, resulting in a poverty
trap at the country level.

Macroeconomic
Complementarities:
Russell Cooper, Director

This group studies the macroeco-
nomic implications of positive feed-
back among participants in the
economy as a result of complemen-
tarities. The group’s research has
improved our understanding of com-
plementarities, and its quantitative
research links these models to the
data. Over the past few years, the
group has progressed in two direc-
tions. First, they have found addi-
tional environments in which
macroeconomic complementarities
are present, including social learning,
financial instability, debt rollovers,
informational complementarities, and
exchange rate/debt crises. Second,
they have continued to undertake
quantitative evaluations of the impli-
cations of these sources of comple-
mentarities. For the most part, this
includes trying to match the implica-
tions of the models with aggregate,
microeconomic, and experimental
data. For instance, papers on social
learning consider the information

conveyed to a representative agent
by the actions of others. This in-
cludes learning at the plant or firm as
well as learning from the investment
decisions of other investors. The
quantitative implications of learning
at the plant level and the aggregate
implications of this learning are both
important.36

Heterogeneity:

Andrew Caplin, Ricardo
J. Caballero, and John V.
Leahy, Directors

Nine years ago, when this group
began to meet, two ideas differenti-
ated it from other groups in the pro-
gram: belief in the importance of
heterogeneity among individuals and
firms for explaining aggregate phe-
nomena; and recognition of the im-
portance of nonconvexities, fixed
costs in particular, in influencing the
behavior of economic actors. At the
microeconomic level, fixed costs lead
to infrequent and lumpy actions be-
cause the small gains associated with
small adjustments do not justify pay-
ing the fixed costs. This can help to
explain why consumers purchase
durable goods, including cars, at dis-
crete points in time and why firms
invest in periodic bursts. In this view,
what becomes important for under-
standing aggregate fluctuations is the
degree of synchronization and coor-
dination in these lumpy microeco-
nomic decisions.

Making progress in understanding
the macroeconomic importance of
these microeconomic frictions has
required the development of new
theoretical tools and new empirical
techniques. Several studies, many
using the Longitudinal Research
Database but others working with
aggregate data and data from coun-
tries other than the United States,
have shown that inaction and lumpi-
ness are ubiquitous features of many
microeconomic decisions, including
firms’ labor, investment, and inven-
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tory decisions as well as consumer
purchases of durable goods. Other
studies have shown that accounting
for lumpy individual behavior can
greatly improve our understanding of
macroeconomic time series.

Theoretical developments have
evolved in three directions. The first
has been to embed heterogeneity
and lumpiness into quantifiable gen-
eral equilibrium models. While these
purely neoclassical models are not
yet developed to the point at which
they can be applied to the U.S. econ-
omy with much confidence, all signs
point to this being the case in the
near future. The other two directions,
which currently define the core of
this group, emphasize the fact that
fixed costs and irreversibilities inter-
act in very powerful ways with infor-
mational and contractual frictions.
These interactions amplify the effects
of shocks and exacerbate the nonlin-
earities that accompany fixed costs.
On the one hand, inaction is a nat-
ural information trap; the inaction on
the part of some naturally makes oth-
ers cautious. Information may be bot-
tled up until the lumpy actions of a
few trigger a process of information
revelation that in turn triggers the
lumpy actions of others. On the other
hand, irreversible investments are fer-
tile ground for contractual problems
such as hold ups and rent bargain-
ing. Underinvestment, unemploy-
ment, and inefficient scrapping of
capital arise naturally in these set-
tings, and become most severe dur-
ing recessions.

Forecasting and

Empirical Methods in

Macroeconomics and

Finance:

Francis X. Diebold and

Kenneth D. West, Directors
This group focuses on the devel-

opment and assessment of econo-

metric methods for use in empirical

macroeconomics and finance, plac-

ing special emphasis on problems of
prediction. It meets jointly with a
group on forecasting, led by Diebold
under the Committee on Econo-
metrics and Mathematical Economics
umbrella with support from the
National Science Foundation. These
groups meet jointly because they are
exceptionally complementary. Fi-
nance was added only recently to the
group’s name, reflecting the explo-
sive growth of interest in empirical fi-
nancial economics and econometrics
(in both the profession and the group),
and the crucial links between finance
and empirical macroeconomics.
Group meetings have produced
several associated symposiums in
leading journals, including Econo-
metric Forecasting and Forecasting
and Empirical Methods in Macro-
economics and Finance3” Additional
symposiums are forthcoming in the Re-
view of Economics and Statistics and in
progress in Journal of Econometrics.®
Within the broad outlines of the
focus just sketched, centered on pre-
dictive econometric issues in macro-
economic and financial contexts, the
group’s interests range widely. Recent
topics include volatility modeling,
vector autoregressions, dynamic fac-
tor structure, regime switching, Baye-
sian methods, rational expectations
modeling, unit roots and persistence,
instrumental variables estimation,
long memory, aggregation, and con-
tinuous-time methods. Here we
describe just a few of the group’s
contributions, in the areas of fore-
casting and forecast evaluation, all of
which appear in the recent Inter-
national Economic Review symposium.
Forecasting is central to econom-
ics. It is important in its own right—
as when predicting next quarter’s
GDP, or interest rate term structure,
for example —and therefore im-
proved methods of constructing fore-
casts are of great interest. Hence, the
group has devoted substantial atten-
tion to providing tools to facilitate or
improve the construction of eco-

nomic forecasts. Vector autoregres-
sions, for example, have emerged as
a great workhorse of applied fore-
casting, and the group has devoted
substantial attention to that approach.
For example, a paper by Christopher
A. Sims and Tao Zha,3 which shows
how to construct Bayesian confi-
dence intervals for forecasts from
structural vector autoregressions with
an informative prior distribution. The
authors’ methods are computationally
feasible even in large models with
“unruly” terms such as dummy vari-
ables, and they help with the crucial
task of quantifying forecast uncer-
tainty in large structural vector auto-
regressions with priors motivated by
economic theory.

The group’s interest in forecast
construction also extends, for exam-
ple, to the solution of dynamic ratio-
nal expectations models, which are
central to macroeconomic and finan-
cial economic theory. Many macro-
economic and financial models
involve identities, which imply that
the relevant vector difference equa-
tion is singular in a certain precise
sense. Robert G. King and Mark W.
Watson% characterize the existence
of stable solutions to such systems
using a canonical variables transfor-
mation, which separates dynamics
associated with stable and unstable
eigenvalues. The King-Watson results
are effectively an extension of the
popular Blanchard-Kahn canonical
variable approach to the singular case,
and they complement earlier exten-
sions of other solution methods to
the singular case, such as those based
on undetermined coefficients and
martingale methods.

Forecasting is also an important
tool for model evaluation; out-of-
sample forecast evaluation analysis is
often the most effective way to detect
in-sample overfitting in macroeco-
nomics and finance, because of re-
peated use of a limited body of data,
which leads to models that forecast
poortly despite the superficial appear-
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ance of good At Hence. this group
focuses not only on forecast con-
struction, but also on forecast evaltu-
ation. For example, Kenneth D. West
and Michael W. McCracken'! propose
simple regression tests for evaluating
the accuracy of point forecasts. Possi-
ble measures of accuracy include the
degree of unbiased assessment and
the ability to encompass an alterna-
tive model. The methods are de-
signed to be directly applicable to
forecasts that rely on estimated re-
gression parameters, which arise fre-
quently in empirical macroeconomics
and finance.

Much of the group’s work on fore-
cast evaluation is motivated by the
time varying volatility that character-
izes high-frequency financial data.
For example, Diebold, Todd A.
Gunther, and Anthony S. Tay% pro-
pose that, although density forecasts
(forecasts stated as complete densi-
ties rather than simply “best guesses”
or confidence intervals) feature prom-
inently in applications to financial
risk management and elsewhere,
appraisal of such forecasts has been
hampered by lack of effective tools.
Thus, they develop a framework for
rigorously assessing the adequacy of
density forecasts under minimal as-
sumptions, and they illustrate their
methods by applying them to a vari-
ety of density forecasts involving
both simulated and actual U.S. equity
returns.

Finally, Torben G. Anderson and
Tim Bollerslev43 reinterpret the find-
ings of several recent studies that
document small correlations between
GARCH volatility forecasts and the
realized squares of financial asset
returns. They show that such small
correlations are to be expected, and
in particular, that they do not neces-
sarily imply that GARCH volatility
forecasts are in any sense poor. The
problem, as they make clear, is not
with GARCH and related models, but
with the use of squared returns
to proxy for realized volatility.

An important byproduct of the
Andersen-Bollerslev study, driven by
the theory of continuous-time diffu-
sion processes, is the insight that
superior measures of realized volatil-
ity can be constructed by averaging
high-frequency intraperiod squared
returns.

The Labor Market in
Macroeconomics:
Richard Rogerson and
Randall Wright, Directors

The labor market plays a central
role in the analysis of many key is-
sues of macroeconomics and growth,
including business cycles, unemploy-
ment, income distribution, and capi-
tal accumulation. As a result, this
group has seen a fairly diverse set of
papers during the course of its meet-
ings. Three recent themes are dis-
cussed here.

On the broad subject of crime,
Ayse Imrohorglu, Antonio Merlo, and
Peter Rupert# develop a quantitative
general equilibrium model to study
the relationship between the crime
rate and income distribution. Both
income redistribution and police
expenditures are determined endog-
enously via the political process.
Crime is obviously a big issue in pub-
lic policy circles, and there is great
interest in identifying the causes for
the recent decrease in crime rates
throughout the United States. It is
important to bring modern economic
theory to bear on this issue, and as
this paper indicates, one must be
very careful about treating statistical
relationships as causal in a model in
which key policy variables are en-
dogenous. Significantly, the authors
find that increased redistribution can
actually lead to higher crime. Although
the direct effect goes in the other
direction, there is an indirect, general
equilibrium effect associated with the
higher tax rates needed to finance
higher levels of redistribution.

In considering the distribution of
income per capita across countries.
some authors have stressed the need
for theories that can account for dif-
ferences in total factor productivity.
Prescott and Stephen Parente®s show
that when a group of workers has
monopoly rights with regard to a
technology, they can effectively pre-
vent other groups from adopting
superior technologies. In a quantita-
tive assessment, the authors find that
these effects can be quite substantial,
and, in particular, orders of magni-
tude larger than the welfare costs of
monopolies that have been gener-
ated in the past in studies that merely
examined the effects of the pricing
distortion while abstracting from the
effects on technology adoption. Par-
ente, Rogerson, and Wright% tackle
another issue in accounting for the
distribution of income per capita
across countries—how to get larger
effects from given differences in pol-
icy. The standard growth model
implies differences that are far too
small for reasonably sized “barriers”
or policy differences. The authors
show that a model extended to in-
clude home production can poten-
tially account for much greater dif-
ferences in output across countries
for a given difference in policy. The
mechanics of this derive from how
agents allocate their time. If home or
nonmarket production is not as cap-
ital intensive as market production,
then policies that make capital more
expensive will encourage agents to de-
vote less time to market production.
The authors show that the predic-
tions of the model are consistent with
several observations from developing
countries as well as the labor market
experiences of the Asian miracles.

A number of researchers have
described search models of the labor
market. Dale Mortensen?’ integrates
two important theoretical structures
used to study labor market dynamics.
His earlier work with Pissarides has
become the standard model for ana-
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lyzing how idiosyncratic shocks af-
fect labor market dynamics, while his
work with Burdett has become the
standard model for analyzing the
endogenous determination of wage
distributions. This combined struc-
ture has rich potential for future em-
pirical and theoretical work as well
as for policy analysis.
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Research Summaries

Monetary Policy Regimes, the Gold Standard,
and the Great Depression

Michael D. Bordo*

My research over the past decade
has largely focused on three related
themes: monetary policy regimes in
history; the gold standard as a rule;
and the Great Depression. In this arti-
cle, T discuss all three.

Monetary Policy
Regimes in History
Historically, two types of monetary
regimes have prevailed: one based
on the convertibility of domestic cur-
rency into specie (gold and or silver),

*Bordo is a Research Associate in the
NBER'’s Programs on Monetary Economics
and Development of the American
Economy. He is also a professor of eco-
nomics and director of the Center for
Monetary and Financial History at
Rutgers University. His “Profile” appears
later in this issue.

10. NBER Reporter Fall 1999

prevalent until 1971, and the other
based on fiat, which has since be-
come the norm. My research, how-
ever, focuses on the domestic and
international aspects of four mone-
tary regimes: the classical gold stan-
dard (1880-1914); the interwar gold
exchange standard (1925-39); the
Bretton Woods international mone-
tary system (1944-71); and the pre-
sent system of managed float.!

In the last quarter of the nine-
teenth century, most countries aban-
doned silver and paper standards in
favor of gold. Under the convertibil-
ity principle, governments attached
the highest priority to maintaining the
fixed price of their currency in terms
of specie.

During the twentieth century,
though, the convertibility principle’s
importance declined steadily, clash-
ing with the increasingly accepted

goal of domestic macro stability.2 The
techniques and doctrine of monetary
policies developed under the gold
standard proved insufficient for
achieving economic stability during
the interwar period, setting the stage
for the Great Depression. Although
the adjustable-peg exchange-rate sys-
tem that arose from the Bretton Woods
talks maintained an indirect link with
gold, the convertibility principle was
abandoned after World War II and
replaced worldwide by the goal of
full employment. That goal, com-
bined with the legacy from the inter-
war period of inadequate policy tools
and theory, set the stage for the man-
aged float and the Great Inflation of
the 1970s. That experience convinced
monetary authorities in many coun-
tries to re-emphasize the goal of low
inflation and to commit themselves to
convertibility-rule-like behavior.




Evidence on macro performance in
successive monetary regimes shows
that inflation was lowest and most
stable under convertible regimes (the
gold standard and the Bretton Woods
convertible regimes of 1959-71). In-
flation was less persistent under con-
vertible, as compared with fiat, re-
gimes. The price level tended to be
trend-stationary in convertible regimes
and difference-stationary in fiat re-
gimes.3 Also, the performance of real
output (both in terms of the growth
rate and the standard deviation of
growth) was better in the post-World
War 11 period than in the preceding
60 years. This could reflect the fact
that both supply (permanent) and
demand (temporary) shocks were
larger in the pre-World War 11
regimes.4

The Gold Standard
as a Rule

Many of my papers have dealt with
the gold standard primarily as a rule
or a commitment mechanism, thus
shedding new light on gold standard
history.> Adherence to a fixed price
of domestic currency in terms of gold
of course serves as a rule or commit-
ment mechanism. It prevents mone-
tary and fiscal authorities from
following otherwise time-inconsistent
policies.¢ The gold standard rule is
also a contingent one: in the event of
a well-understood emergency, such
as a war, the authorities can tem-
porarily suspend convertibility, issue
fiat money to finance their expendi-
tures, and sell debt. They understand
that the debt will eventually be paid
off in gold or in undepreciated paper.
The public also understands that the
suspension lasts only for the duration
of the wartime emergency, plus some
period of adjustment. Afterwards the
government will adopt the deflation-
ary policies necessary to resume con-
vertibility at the original parity.

The gold standard contingent rule
worked successfully for the core

countries of the classical gold stan-
dard: the United Kingdom, France,
and the United States. This was also
true for the smaller countries of
Western Europe and the British
Dominions, but not for the peripheral
nations of Southern and Eastern Eu-
rope and Latin America. Their expe-
rience was characterized by frequent
suspensions of convertibility and
devaluations.” Inflation rates, money
growth rates, and fiscal deficits echo
this difference in performance across
countries.

Still, adherence to the gold stan-
dard rule was important to peripheral
countries despite their lapses because
it influenced the terms at which they
could have access to the capital es-
sential to their development from the
financial centers of metropolitan
Europe. The gold standard thus was
a “Good Housekeeping Seal of Ap-
proval” Adherence was a signal to
lenders that the borrowers followed
the path of financial rectitude. Hugh
Rockoff and I8 found strong evidence
for this hypothesis: we showed that
peripheral countries were charged
lower interest rates in London on
gold-denominated bonds if they
were faithful adherents to the gold
standard. Moreover, we found a rank-
ing from low to high of the risk pre-
miums charged: countries that had
never suspended convertibility were
at the top; countries that never ad-
hered were at the bottom; and coun-
tries that temporarily suspended but
went back at the presuspension par-
ity, followed by those that temporar-
ily suspended but devalued, were in
the middle.?

Credible adherence to as gold stan-
dard enabled the core countries of
Western Europe to conduct monetary
policy within the confines of the gold
points, which served as a target zone
within which the exchange rate was
mean-reverting. These countries
could violate the “rules of the game
which in the strictest sense pro-
scribed the use of monetary policy

for purposes other than defending
convertibility. !0

A case study of the wartime con-
tingent rule 'in operation compares
the wartime resumption experiences
of the United States after the Civil
War and the United Kingdom after
World War 1.1! The U.S. return to gold
lasted for six decades, while the U.K.
return lasted for six years; further,
output performance was strong in the
U.S. case and anemic in the United
Kingdom. The different outcomes do
not reflect different strategies used to
restore convertibility; rather, they
describe the nature of the regimes
after resumption. In the U.S. case, it
was the credible classical gold stan-
dard; in the U.K. case, it was the
flawed gold exchange standard.

A comparison of U.S. and Argen-
tine inflation history in the nineteenth
century suggests that the pattern of
high and persistent inflation in
Argentina from 1810 to 1867 versus
the U.S. post-Revolutionary War pat-
tern of a mean-reverting price level
can be explained largely by the dif-
ferent constraints the two countries
faced.!z Argentina was subject to fre-
quent wars and blockades; it faced a
rising cost of external debt and high
tax-collection costs and hence was
unable to adhere to the gold standard
rule. This constrained the country to
use the inflation tax continually. In
comparison, the United States, after
instituting President Alexander Ham-
ilton’s package of fiscal and financial
reforms in 1790, successfully adhered
to the gold standard and orthodox
fiscal policy.

Finally, the gold standard’s good
service may account for the growing
use of gold as an international re-
serve asset in the nineteenth century.
In the twentieth century, to econo-
mize on the use of ever-scarcer gold,
the gold standard evolved into the
gold exchange standard, which sur-
vived in different guises until 1971.
So why do monetary authorities to-
day persist in holding massive gold
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reserves long after gold's official role
in the international monetary system
has been terminated? Evidence from
equations describing the demand for
international reserves explains this
phenomenon by a combination of
inertia, network externalities, remain-
ing gold statutes, and high inflation
in the 1970s.13 However, the recent
decline in inflation and the increas-
ing international integration of finan-
cial markets augur the end of gold’s
importance in the international mon-
etary system.

The Great Depression

The Great Depression is the “defin-
ing moment” in U.S. economic pol-
icy in the twentieth century.!4 The
depression is seen today as a conse-
quence of the Federal Reserve’s ad-
herence to the flawed real-bills doc-
trine and to gold standard orthodoxy.
It led policymakers to shun expan-
sionary monetary policy, and it trans-
mitted the U.S. depression across the
globe. My research focuses on sev-
eral of these themes.

1. CAUSES OF THE GREAT DEPRESSION

Debate continues over whether the
depression was caused primarily by
monetary or nonmonetary forces.15
One line of research, based on a
standard vector autoregression (VAR)
model, decomposes shocks to the
economy into permanent (supply)
and transitory (demand), with a fur-
ther division of the transitory shocks
into monetary and other shocks.16 My
paper with Caroline M. Betts and
Angela Redish complements the find-
ings of Stephen G. Cecchetti and
Georgios Karras, who propose that
the beginning of the downturn in
both the United States and Canada is
explained by contractionary U.S.
monetary policy, but that after 1931 a
common supply shock, possibly
credit disintermediation, was the
dominant source of shock.'?

2. PROPAGATION OF THE DEPRESSION

Debate also continues over whether
the monetary shock impinged on the
economy via nominal rigidities, the
real interest rate, credit disintermedi-
ation, or debt deflation.!8 In my paper
with Charles N. Evans and Christopher
J. Erceg, evidence in favor of the
sticky wage channel comes from sim-
ulations of a dynamic general equi-
librium model of the U.S. economy
which captures wage rigidity through
Taylor overlapping-wage contracts.!®
The model does extremely well in
capturing the main macroeconomic
feature of the downturn. However, it
predicts a much more rapid recovery
than actually occurred. We explain
this anomaly as the effect of the
National Industrial Recovery Act of
1933. It imposed a fiat pattern of
wage increases across the U.S. econ-
omy and prevented the normal
adjustment mechanism of the labor
market.

3. COUNTERFACTUAL POLICIES

The explanation by Milton Fried-
man and Anna J. Schwartz? for the
Great Depression centers on the fail-
ure of the Federal Reserve to offset
the banking panics. Two of my re-
cent papers consider alternative
monetary policy counterfactuals. The
first simulates counterfactual stable
monetary policy embodied in vari-
ants of Friedman’s constant growth
rate rule. Simulations based on a
three-variable structural VAR model
of the U.S. economy—assuming that
the Fed held money growth to the
interwar average and reacted to off-
set monetary shocks with a one-quar-
ter lag—show, as do earlier findings
by Bennett T. McCallum, that the
depression would have been greatly
attenuated.?! The second paper con-
siders whether the gold standard
constraint would have prevented the
Fed from attempting to offset the
banking panics, as argued by Barry
Eichengreen.?? With a model that
determines gold flows for the United

States as a large open economy with
capital mobility and also accounts for
the rest of the world, my paper with
Ehsan U. Choudhri and Schwartz
finds that Federal Reserve counter-
factual expansionary monetary pol-
icy after the first banking panic in
October 1930 hardly would have
made a dent in U.S. gold reserves.?
Had a similar policy been delayed
until after the United Kingdom left
the gold standard in September 1931,
gold reserves would have declined
markedly because of doubts that the
United States would remain on gold,
but the decline in reserves would not
have breached the minimum statu-
tory gold reserve ratio.

4. LEGACY OF THE GREAT DEPRESSION
FOR THE INTERNATIONAL MONETARY
SYSTEM

Eichengreen and I pose the coun-
terfactual of a world in which the
Great Depression had not happened
but World War II and other political
events did.24 Simulations of a model
of the international monetary system
suggest that the interwar gold
exchange standard with capital mo-
bility would have survived into the
mid-1950s and then would have col-
lapsed into a managed float regime.
Thus, the Great Depression had little
impact on the evolution of the inter-
national monetary system.
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Immigration
George J. Borjas*

About 140 million persons —
roughly 2 percent of the world’s
population—live in a country where
they were not born. Nearly 6 percent
of Austria’s population, 17 percent of
Canada’s, 11 percent of France's, and
17 percent of Switzerland’s is foreign-
born. The number of immigrants in
the United States increased from 10
million to 26 million between 1970
and 1998, raising their share of the

population from 5 to 10 percent dur--

ing that period.

This resurgence in immigration has
rekindled interest in the subject of
the economics of immigration. Per-
haps the key theme of the literature
is that an assessment of the economic
impact of immigration requires an
understanding of the factors that
motivate persons in the source coun-
tries to emigrate and of the economic
consequences of pursuing particular
immigration policies.! The most im-
portant lesson of the research is that
the economic impact of immigration
will vary by time and place, and that
immigration can be either beneficial
or harmful.

Trends in Immigrant
Skills

Economic theory implies that the
labor market impact of immigration
depends on how the skills of immi-
grants compare with those of native-
born citizens in the host country.2 In
fact, much of the research on immi-
gration has sought to understand
what determines the relative skills of
the immigrant flow and to measure

*Borjas is a Research Associate in the
NBER'’s Programs on Labor Studies and
Children. He also is a professor of public
policy at Harvard University's Kennedy
School of Government. His “Profile”
appears later in this issue.

the relative skills of immigrants in the
host country.

In 1960, the average immigrant man
living in the United States earned
about 4 percent more than the aver-
age native-born man. By 1998, the
average immigrant earned about 23
percent less. The worsening eco-
nomic performance of immigrants
can be attributed partly to a decline
in their relative skills across succes-
sive waves.3 At the time of entry, the
newest immigrants in 1960 earned 13
percent less than native-born citizens;
by 1998, the newest immigrants
earned 34 percent less.

History suggests that economic as-
similation —the acquisition of skills,
such as English-language proficiency,
that American employers value —
narrows the wage gap between im-
migrants and native-born citizens by
about 10 percentage points in the
first two decades after arrival 4 Immi-
grants who entered the United States
after 1980 had a 25 percent wage dis-
advantage at the time of entry. If
these recent arrivals experience the
same rate of economic assimilation as
earlier waves, the wage gap between
recent immigrants and native-born
citizens will remain at about 15 per-
centage points throughout much of
the immigrants’ working lives. In
other words, the most recent immi-
grant waves will probably suffer a
substantial economic disadvantage
for decades to come.

Economic performance differs sig-
nificantly according to the immigrant
group’s country of origin, though.5
Immigrants from El Salvador or
Mexico earn 40 percent less than
native-born workers, while immi-
grants from Australia or South Africa
earn 30 to 40 percent more. To some
extent, these differences mirror the
dispersion in skills across the popu-
lations of the source countries. Immi-
grants from countries with abundant
human capital and higher levels of

per capita income tend to do better
in the United States.

During the 1950s, more than two-
thirds of the legal immigrants admit-
ted to the United States came from
Europe or Canada, 25 percent from
Latin America, and only 6 percent
from Asia. By the 1980s, only 13 per-
cent of U.S. immigrants came from
Europe or Canada, 47 percent from
Latin America, and 37 percent from
Asia. Given the sizable skill differen-
tials across ethnic groups, it is not
surprising that changes in the na-
tional origin mix of immigrants can
explain the decline in the economic
performance of successive immigrant
waves.

Economic
Consequences of
Immigration

Immigrants tend to cluster geo-
graphically in a small number of
cities and states. In 1998, almost
three-quarters of U.S. immigrants
lived in only six states: California,
New York, Texas, Florida, New Jer-
sey, and Illinois. In contrast, only
one-third of native-born citizens lived
in those states.

This geographic clustering sug-
gests that one might be able to mea-
sure how immigration affects the
labor market opportunities of native-
born workers by comparing those
who reside in immigrant cities (for
instance, San Diego) with those who
reside in cities where few immigrants
live (for example, Pittsburgh). How-
ever, the evidence suggests that these
“spatial correlations” may be close to
zero.

A weak spatial correlation may not
indicate that immigrants have little
impact on the well-being of native-
born workers, though. For example,
suppose that immigration into Cali-
fornia substantially lowers the earn-
ings of native-born workers there.
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Native-born workers are not likely to
stand idly by and watch their eco-
nomic opportunities evaporate. Many
will move from California to other
states, and some people who were
considering moving to California will
now move clsewhere. These native-
population flows effectively diffuse
the adverse impact of immigration on
California’s labor market over the
entire U.S. economy. Ultimately, all
native-born workers are worse off
because of immigration, not just
those who live in the areas where
immigrants have clustered.

It appears that the flows of native-
born workers within the United
States—as well as the flows of U.S.
firms looking for cheap labor—
indeed have responded to immigra-
tion. Because of these responses, the
impact of immigration on the labor
market must be measured at the
national, rather than the local, level.7

Between 1980 and 1995, immigra-
tion increased the number of high
school dropouts by 21 percent and
the number of persons with at least a
high school diploma by only 4 per-
cent. During that time, the wage of
high school dropouts relative to that
of workers with more schooling fell
by 11 percentage points. The dispro-
portionate increase in the number of
workers at the bottom end of the skill
distribution probably caused a sub-
stantial decline in the relative wage
of high school dropouts, accounting
for perhaps half of the observed drop.
Thus, immigration seems to have
been an important contributor to the
rise in income inequality in the
United States, depressing the eco-
nomic opportunities faced by the
least skilled workers.

The fact that some native-born
workers lose from immigration im-
plies that U.S. firms gain because
they can now hire workers at lower
wages. Many native-born consumers
also gain because the lower labor
costs lead to cheaper goods and serv-
ices. In fact, the labor market conse-

quences of immigration generate
net benefit for the entire native-born
population. The annual net gain from
immigration is small (less than 0.1
percent of gross domestic product),
amounting to less than $10 billion a
year for the entire native-born popu-
lation. However, immigration does
more than just increase the total in-
come accruing to native-born work-
ers: it also induces a substantial
redistribution of wealth away from
workers who compete with immi-
grants and toward employers and
other users of immigrant services.
These wealth transfers may be in the
tens of billions of dollars per year.

What about the controversial link
between immigration and the welfare
state?8 In 1970, immigrants were
slightly less likely to receive public
assistance than U.S. natives. By 1998,
immigrants had a much higher chance
of receiving welfare: almost one-
quarter of immigrant households were
receiving some type of assistance, as
compared with 15 percent of native-
born households.

Two distinct factors account for the
disproportionate increase in welfare
use among immigrant households.
First, because more recent immigrant
waves are relatively less skilled than
earlier waves, they are also more
likely to use welfare than earlier
waves. Further, the welfare use of a
specific immigrant wave actually
increases over time (both in absolute
numbers and relative to native-born
citizens). It seems that the assimila-
tion process involves learning about
not only labor market opportunities
but also about the income opportu-
nities provided by the welfare state.

The relatively generous safety net
provided by the welfare state also
may attract a different—and less
skilled — type of immigrant. Gener-
ous welfare programs may influence
the migration decisions of persons in
the source countries, changing the
type of person who wishes to emi-
grate and increasing the cost of main-

taining the welfare state in the host
country.

I recently looked at whether wel-
fare programs indeed have influ-
enced the geographic sorting of the
immigrant population in the United
States. Welfare benefits vary signifi-
cantly across states, and immigrants
—because they are a self-selected
group who have chosen to move—
may be particularly receptive to those
differences.? In 1970, California’s Aid
to Families with Dependent Children
benefits matched those of the median
state. By 1990, California’s benefits
were (with the exception of Alaska)
the most generous in the nation. In
1990, California was home to 10 per-
cent of U.S. natives who did not
receive public assistance and to 12
percent of those who did. However,
among new immigrants, California
was home to 29 percent of those
who did not receive public assistance
and to 45 percent of those who did.

Intergenerational
Transmission of Ethnic
Skill Differentials

In 1998, 11 percent of the U.S.
population was “second-generation”
—born in the United States but with
at least one foreign-born parent. By
the year 2050, the share of second-
generation persons will increase to
14 percent, and an additional 9 per-
cent will be the grandchildren of cur-
rent immigrants. The experience of
the children and grandchildren of the
Great Migration —the immigrants
who entered the country at the be-
ginning of the twentieth century —
provides important lessons about the
long-run consequences of immigra-
tion.!0 That migration introduced sub-
stantial ethnic skill differentials into
the United States: 97 percent of Irish
immigrants knew how to read and
write any language, as compared
with 80 percent of Greek immigrants
and with 45 percent of Mexican
immigrants.
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These differences helped to deter-
mine the skills and economic per-
formance of their children and
grandchildren. A 20 percent wage
differential between two immigrant
groups in 1910 implied a 12 percent
wage differential in the second gen-
eration and a 5 percent wage differ-
ential in the third. In other words,
about half of the average skill differ-
ential between any two groups in the
first generation persists into the sec-
ond, and half of the differential re-
maining in the second generation
persists into the third.

To explain the intergenerational
persistence of ethnic skill differen-
tials, 1 have proposed that ethnicity
has external effects. The characteris-
tics of the ethnic environment, or eth-
nic capital, influence the skills and
economic performance of the chil-
dren in the ethnic group, above and
beyond the influence of the par-
ents.!! These characteristics include
the culture, attitudes, and economic
opportunities that permeate the eth-
nic networks.

Exposure to an advantaged ethnic
environment—in the sense that the
environment has abundant human
capital—has a positive influence on
the children in the group, while
exposure to a disadvantaged environ-
ment has a negative one. Ethnic cap-
ital leads to a type of stickiness in
social mobility, making it difficult for
persons in disadvantaged ethnic
groups to move up. The skills of the
children of immigrants probably are
affected not only by the skills of their
parents, but also by measures of the
group’s ethnic capital, such as the
mean education or wage of the eth-
nic group in the parental generation.
In fact, the impact of ethnic capital
on social mobility may account for
half of the intergenerational persis-
tence in ethnic skill differentials.

Residential segregation clearly
exists among ethnic groups in the

United States. Persons of Mexican
ancestry live near other persons of
Mexican ancestry, just as persons of
lrish ancestry live near other persons
of Irish ancestry. Because few per-
sons in disadvantaged ethnic groups
can afford to escape the ethnic ghetto,
these enclaves make it easy for ethnic
capital to influence the social mobil-
ity of the persons who reside in those
ghettoes, and they help to perpetu-
ate the socio-economic differences
observed across ethnic groups from
generation to generation. 12

Conclusion

Immigration has a far-reaching and
long-lasting impact. We are only
beginning to observe the economic
consequences of the historic changes
in the size, national origin mix, and
skill composition of immigrants
admitted to the United States during
the past three decades. This “Second”
Great Migration surely will alter the
skill endowment of the labor force,
the employment opportunities of
native-born workers, and the costs of
social insurance programs not only in
our generation but also for our chil-
dren and grandchildren.
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Financial Crises in Emerging Markets

Andrés Velasco*

Recent events in Mexico, East Asia,
Russia, and Brazil have confirmed
that a satisfactory explanation of
emerging market financial and cur-
rency crises remains elusive. Not long
ago, the prevailing view was that
such crises were the inevitable out-
come of ongoing fiscal imbalances
coupled with fixed exchange rates.
But this “first generation” of models
of crisis, pioneered by Paul R. Krug-
man,! has fallen out of fashion, be-
cause many actual crises seem to lack
the crucial fiscal disequilibriums.

Maurice Obstfeld? proposed a “sec-
ond-generation” view, in which cen-
tral banks may decide to abandon
the defense of an exchange rate peg
when the social costs of doing so, in
terms of unemployment and domes-
tic recession, become too large. This
change of perspective implied that
crises may be driven by self-fulfilling
expectations, since the costs of de-
fending an exchange peg may depend
on anticipation that the peg will be
maintained. But Obstfeld’s emphasis
on mounting unemployment and
recession, while appropriate for the
Exchange Rate Mechanism 1992 cri-
sis, was at odds with the crises of
Mexico in 1994 and of East Asia in
1997. Asian countries, in particular,
were growing quickly until shortly
before the currency meltdown.

Instead of fiscal imbalances or
weakness in real activity, recent crises
in emerging markets have revealed
financial sources of vulnerability. In
the Southern Cone of the Americas in
the early 1980s, Scandinavia in the
early 1990s, Mexico in 1995, and Asia

*Velasco is a Research Associate in the
NBER'’s Program on International
Finance and Macroeconomics. He is also
Director of the Center for Latin American
and Caribbean Studies at New York
University. His “Profile” appears later in
this issue.

more recently, the currency crashed
along with the financial system.
Formal econometric work by Graciela
Kaminsky and Carmen M. Reinhart3
suggests that banking troubles are
good predictors of currency crises.

Almost all of the countries affected
by the recent turmoil also had large
ratios of short-term debt, public or
private, to international reserves. In
Mexico in 1995, Russia in 1998, and
Brazil in 1999, the debt was the gov-
ernment’s; in Indonesia, Korea, and
Thailand in 1997, the debt was pri-
marily owed by private banks and
firms. However, in each case, the
combination of large short-term lia-
bilities and relatively scarce interna-
tionally liquid assets resulted in ex-
treme vulnerability to a confidence
crisis. Furman and Stiglitz consider the
ability of this variable alone to predict
the crises of 1997 to be “remarkable ™

Weak banks and large stocks of
short-term debt are manifestations of
a more general phenomenon: inter-
national illiquidity, defined as a situ-
ation in which a country’s consoli-
dated financial system has potential
short-term obligations in foreign cur-
rency that exceed the amount of for-
eign currency to which it has access
on short notice. Illiquidity is a key
problem for emerging market coun-
tries because of their limited access
to world capital markets. If banks in
mature economies face a liquidity
problem, as long as they are solvent
they are likely to get emergency
funds from the world capital markets.
This seldom occurs in emerging econ-
omies: a private bank in Bangkok or
Mexico City will get many interna-
tional loan offers when things go
well, and none when the bank is be-
ing run on by depositors.

Illiquidity is certainly not necessary
for currency crashes to occur. The
European Monetary System troubles
of the early 1990s, for instance, had
more to do with governments’ desire

to fight unemployment than with any
difficulties in servicing short-term
obligations. Nevertheless, illiquidity
comes close to being sufficient to
trigger a crisis. The options left after
creditors lose confidence, stop rolling
over, and demand immediate pay-
ment on existing loans—whether to
the private sector as in Asia or to the
government as in Mexico and Brazil
—are painfully few. The collapse of
the currency or the financial system,
or even of both, is the likely outcome.s

Take the case of Asia after it was
hit by what Guillermo A. Calvo$
terms the “sudden stop syndrome”: a
massive reversal of capital inflows
in the second half of 1997 that
amounted to 3.6 percent of gross do-
mestic product.” Proliferating bank-
ruptcies and payment moratoriums
weakened bank balance sheets just
as panicky domestic depositors were
withdrawing their funds. Gov-
ernments attempted to help by pro-
viding liquidity and moderating the
rise in interest rates, but the addi-
tional domestic currency quickly found
its way back to the central bank,
causing a fall in reserves and an
eventual collapse of the peg.

Several recent papers I co-authored
with Roberto Chang of the Federal
Reserve Bank of Atlanta and one
written with Dani Rodrik of Harvard
University? try to build a new class of
crisis models that places financial
fragility and illiquidity at the center
of the story. We are not alone in try-
ing to develop such a “third genera-
tion” of currency crisis models.?

The Basic Analytical
Story

Any model in which financial insti-
tutions issue demandable debt as a
liability, therefore placing themselves
in a potentially illiquid position, is
useful for studying crisis. Chang and
110 start from a version of the cele-
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brated banking model by Brvant and
by Diamond and Dybvig.!t Banks are
essentially transformers of maturity
that take liquid deposits and invest
part of the proceeds in illiquid assets.
In doing so, they pool risk and en-
hance welfare, but they also create the
possibility of self-fulfilling bank runs.

While the Diamond-Dybvig model
focuses on the microeconomics of
banking, our version embeds banks
into a small, open economy. This
extension brings three macroeco-
nomic/international issues to the
fore. First, in an open economy, the
ability of governments to come to the
rescue of banks under attack is se-
verely limited by the availability of
international reserves. With capital
mobility, printing unbacked money
can only cause the exchange rate to
crash, as both standard theory and
the experience of Asia suggest.

Second, domestic bank runs, un-
derstood as a panic by depositors in
the banking system, may interact
with panics by foreign creditors of
the system. The nature of this inter-
action depends, in particular, on the
structure of international debt and on
how strongly banks can commit to
repay their international obligations.
For instance, Chang and 112 identify
situations in which a run by domes-
tic depositors can occur in equilib-
rium if and only if foreign creditors
run at the same time. Such results
seem relevant to recent events.

Third, real exchange depreciation
may both cause bank runs and mul-
tiply their deleterious real effects. The
logic is circular: if bank runs cause
the real exchange rate to depreciate,
then producers of nontradable goods
may go bankrupt if these firms had
borrowed from local banks, the bank’s
liquidation value would have de-
clined, and a run would have been
even more possible.

Choosing Debt Maturity

Domestic banks and firms have a
choice about the maturity of the
loans they contract abroad. How do
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we understand the preponderance of
short-term borrowing in most of the
emerging economies that recently
crashed? A common answer is that
short-term debt “is cheaper” than
long-term debt. But the term struc-
ture of interest rates is determined by
the riskiness of different debt maturi-
ties, and these should in turn reflect
the possibility of a crisis associated
with illiquid portfolios. Consequently,
the role of short-term debt in gener-
ating a crisis can only be analyzed in
a model of the simultaneous deter-
mination of debt maturity and the
term structure of interest rates.

In my papers with Chang and with
Rodrik, we build such a model.!13 We
find that the share of short-term debt
that is optimal ex ante depends on
various factors, such as the extent to
which early investment liquidation is
costly; the probability that a run on
short-term debt will take place if one
is possible (something that depends,
among other things, on the borrow-
ing country’s previous credit record);
and the likelihood and costliness of
attempted debt defaults.

This work focuses on the undis-
torted optimal choice of maturity.
However, many plausible distortions
could lead local borrowers to prefer
short-term loans beyond the level
that is socially desirable, including
biases in the local tax and regulatory
structure, informational limitations
that prevent foreign lenders from dis-
tinguishing across borrowers from
the same country, and the moral haz-
ard caused by the expectations of
government bailouts. In that last case,
we argue, Chilean-style taxes on
short-term capital movements may
be desirable.

The Role of the
Exchange Rate Regime

Chang and I show that the macro-
economic effects of creditor runs
depend crucially on the monetary
and exchange rate policy in place. !4

The combination of fixed rates and a
central bank that stands ready to act
as a lender of last resort is pre-
dictably troublesome: bank runs are
avoided only at the cost of causing
currency runs.

Currency boards that fix the ex-
change rate and prevent central
banks from issuing domestic credit
indeed can prevent bank crises from
expressing themselves in the cur-
rency market. Yet, precisely because
a currency board prevents the central
bank from acting as a lender of last
resort, it may render fractional re-
serve banks endemically unstable.
Creating a “fiscal war chest” to be
used at times of bank trouble is an
alternative, but one that has effi-
ciency costs.

Greater exchange rate flexibility
may be a better alternative. For ex-
ample, a regime in which bank de-
posits are denominated in domestic
currency, the central bank stands
ready to act as a lender of last resort,
and exchange rates are flexible, may
help to forestall some types of self-
fulfilling bank crises. The intuition for
this is simple. An equilibrium bank
run occurs if each bank depositor
expects that others will run and ex-
haust the available resources. Under
fixed rates, those who run to the
bank withdraw domestic currency,
which they in turn use to buy hard
currency at the central bank. If de-
positors expect this sequence of
actions to cause the central bank to
run out of dollars or yen, then it is a
best response for them to run as well,
and the pessimistic expectations be-
come self-fulfilling. On the other
hand, under a flexible-rates regime
with a lender of last resort, there is
always enough domestic currency at
the commercial bank to satisfy those
who run. Since the central bank is no
longer compelled to sell all the avail-
able reserves, those who run will
face a depreciation, while those who
do not run know that there will still
be dollars available when they want




to withdraw them at a later date.
Hence, running to the bank is no
longer a best response; pessimistic
expectations are not self-fulfilling;
and a depreciation need not happen
in equilibrium.

This makes a strong case for flexi-
ble exchange rates, but there are
caveats. One is that such a mecha-
nism can protect banks against self-
fulfilling pessimism on the part of
domestic depositors (whose claims
are in local currency), but not against
panic by external creditors who hold
short-term IOUs denominated in dol-
lars. To the extent that this was the
case in Asia, a flexible exchange rate
system would have provided only
limited protection.!5 In addition,
proper implementation is subtle. If
flexible exchange rates are to be sta-
bilizing, they must be part of a
regime in which agents take into
account the regime’s operation when
forming expectations. Suddenly
adopting a float because reserves are
dwindling, as Mexico did in 1994 or
as several Asian countries have done
recently, may have the opposite
effect by further frightening con-
cerned investors.
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Conferences

Evenson and Kislev review

Griliches’s pioneering 1957 study of
the economics of hybrid corn devel-
opment. The Griliches study has had
tremendous influence on policymak-
ers as they address the population-
influenced increases in demand in
developing countries. All of the more
than 200 studies of investment in
agriculture research and its economic
impact were influenced by the origi-
nal Griliches work. Further, the re-
search on methodology and inven-
tions has contributed to productivity
gains, enabling countries to better
meet their populations’ needs of the
past half century.

Berndt, Pindyck, and Azoulay
examine the role of network effects
on the demand for pharmaceuticals,
both at the brand level and for a ther-
apeutic class of drugs. When individ-
uals’ use of a drug conveys informa-
tion about its efficacy and safety to
patients and physicians, it can lead to
herd behavior: a particular drug—not
necessarily the most efficacious or
safest—can come to dominate the
market despite the availability of close
substitutes. Using data for H2-antag-
onist anti-ulcer drugs, the authors
attempt to estimate how the aggre-
gate use of a drug affects brand val-
uation and to measure the impact on

rates of diffusion and market saturation.

Diewert analyzes the work of
Griliches, Jorgenson, and Hulten on
constructing age-specific user costs of
capital or vintage rental prices that
depended on the particular form of
depreciation that was assumed. After
developing different depreciation
models, Griliches and his co-authors
asked how the models would affect
estimates of Canadian capital services
and productivity for 1962—6, Put dif-
ferently, they asked whether the use
of these alternative capital measures
mattered empirically for productivity
measurement. For Canadian data, the
answer was “No, not much’”
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Crépon and Mairesse note that
Griliches has made important contri-
butions to the econometric analysis
of production functions. Yet prob-
lems of identification and estimation
of production, already stressed in the
1940s, still exist. The authors try to
analyze some of the sources of these
problems. In particular, they try to
address the finite sample properties
of the appropriate estimates under
various assumptions about specifica-
tion errors. They find that even the
newest methods that they use per-
form poorly. o

Lanjouw and Schankerman show
that the process of enforcing patent
rights both dilutes and distorts R and
D incentives. They examine the char-
acteristics of litigated patents by com-
bining, for the first time, information
about patent case filings from the
U.S. district courts with detailed data
from the U.S. Patent and Trademark
Office. By comparing filed cases to a
random sample of U.S. patents from
the same cohorts and technology
areas, the authors show that case fil-
ings are much more common in
some technology areas than in oth-
ers. Case filings are also more com-
mon when innovations are more
valuable; appear to form the basis of
a sequence of technologically linked
innovations held by the patentee; are
domestically owned; and are owned
by individuals, except in cases where
others are active in the same tech-
nology area, thus making reputation
important.

As patent data become more avail-
able in machine-readable form, an in-
creasing number of researchers have
begun to use measures based on
patents and their citations as indica-
tors of technological output and
information flow. Jaffe, Hall, and
Trajtenberg explore the economic

meaning of these citation-based
patent measures using the financial
market valuation of the firms that
own the patents. With data on more
than 4,800 U.S. manufacturing firms
and their patenting activity for the
past 30 years, they explore the con-
tributions of R and D spending, pa-
tents, and citation-weighted patents
to measures of Tobin’s Q for the firms.
They find that citation-weighted
patent stocks are more highly corre-
lated. with market value than patent
stocks themselves. This is attributable
mainly to the high valuation placed
on firms holding very highly cited
patents.

In analyzing the sources of growth
in the demand for labor market skills
—including education and work
experience—many have dismissed as
unimportant the shifts in industrial
employment caused by increased
international trade and growth in
services. Welch suggests that we
have been too quick to dismiss the
effects of shifts in the industrial com-
position of employment on the
increasing demand for skills. He
points out that, in 1967, high school
dropouts accounted for 26.9 percent
of hours worked nationally, while
college graduates accounted for 23.9
percent. In 1997, high school drop-
outs accounted for only 5.6 percent
of hours worked nationally, while the
college graduate share had increased
to 43.1 percent. Given these changes,
he asks, would you need to know
how the wage of college graduates
moved relative to the wage of high
school dropouts before you would
guess about 1967 to 1997 changes in
employment shares in agriculture or
manufacturing?

Between 1960 and 1973, produc-
tivity growth accounted for more
than half of the growth of output per

capita in France, Germany, ltaly,
Japan, and the United Kingdom, and
somewhat less than half of the output
growth in Canada and the United
States. After 1973, the relative impor-
tance of productivity declined sub-
stantially, accounting for a predomi-
nant share of growth only for France
between 1973 and 1989. Since 1989,
productivity growth has almost dis-
appeared as a source of economic
growth in the G7 countries. Jorgen-
son notes that current thinking on
this subject greatly reduces the rela-
tive importance of productivity
growth and assigns a more promi-
nent role to investment in tangible
assets and human capital. This poses
a serious challenge to theories of
growth based on spillovers from
investment in research and develop-
ment, he concludes.

Berry and Pakes follow in the
tradition of Griliches’s work on
“hedonic” price functions, which led
to a long line of empirical work mod-
eling a “product space” defined by
the characteristics of products. Re-
cently, researchers have used hedo-
nic-style discrete-choice models to
answer important questions about
the value of new products, the nature
of competition, and the correct meth-
ods for calculating price indexes.
However, many of these models
impose the odd restriction that the
dimension of the product space
increases with the number of prod-
ucts. Berry and Pakes consider how
to estimate alternative models with a
fixed dimensional product space.
They provide some preliminary solu-
tions to the practical difficulties of
estimating such models. While more
complicated, the proposed alterna-
tives may give more realistic answers
to some questions that involve a
change in the number of products.
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As a culmination of NBER research
efforts in the economics of aging,
another in a series of NBER Confer-
ences on Aging took place last May.
David A. Wise, Director of the
NBER’s Program on Aging, also of
Harvard University, organized the

papers were discussed:

' 'Jeffrey Geppert, NBER, and
'»,;»Mark B. McClellan, NBER and
_Stanford University, “Causes and -

Growth ~The Big P1cture

Conference on the Economics of Aging

Discussant: Joseph P. Newhouse

Discussant: Anne Case, NBER and
Princeton University

- Discussant: Damel L. McFadden,
~NBER and Un1vers1ty of Cahforma
o Berkeley

two-day gathering. The following

7‘;Consequences of Med1cal Spending -

Axel Borsch-Supan, NBER and

University of Mannheim, “Incentive

Effects of Social Security under an

Uncertain Disability. Option” (NBER

Working Paper No. 7339)

Geppert and McClellan show
that, although mortality has contin-
ued to fall, the share of Medicare pro-
gram payments accounted for by
persons in the last year of life re-
mained relatively constant over the
past two decades. Improved survival
was swamped by the much larger
increases in expenditures. Without
improvements in survival, the au-
thors conclude, Medicare spending
would have grown only 4 percent
more than it did. Further, recent growth
in spending for non-acute services
explains half of the overall spending
growth, not the increasing use of
“heroic” intensive measures near the
end of life. Growth rates for non-

acute services were even greater for
older survivors than for decedents,
the authors observe.

Eichner, McClellan, and Wise
seek to explain differences in health
care expenditures among employer-
provided heath insurance programs.
They find that the demographic mix
of plan enrollees accounts for wide
differences in cost ($649 per enrollee
per year). But even after adjusting for
demographic mix, the difference in
expenditures explained by the treat-
ment costs for a given diagnosis
($807 per enrollee per year) is almost
as wide as the unadjusted range in
expenditures ($838). Differences in
cost attributable to the different mixes

of illness treated, after adjusting for
demographic mix, also account for
large differences in cost ($626). The
authors conclude that variations in
high-cost inpatient treatments are a
principal cause of the substantial cost
variation across firms. The most
important component, the diagnosis
rate (the proportion of enrollees with
a particular illness), accounts for about
52 percent of variation across firms.

Cutler and Meara seek to recon-
cile the decline in disability rates
among the elderly with the rapid
increases in Medicare spending for
that group. They find that the trend
of disproportionate spending growth
among the oldest old —those over
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age 85—hus continued between 1985
and 1995, rising by 4 percent. Spend-
ing among the younger elderly —
those ages 65 to 69—rose by only 2
percent annually in reul per-person
terms. The reason for the large in-
crease in spending on the oldest
elderly relative to the younger elderly
is the rapid increase in the use of
post-acute services such as home
health care and skilled nursing care:
spending on post-acute care for the
very old has risen 20 percent per year
in the past decade.

Many countries provide competing
“pathways” to retirement that may
include several early retirement op-
tions in addition to normal retire-
ment. Further, early retirement options
often include special provisions for
disabled and unemployed workers,
while ultimate eligibility for such pro-
visions is uncertain. Boérsch-Supan
shows that ignoring these differences
in the relevant institutional setting
can severely bias estimates of the
incentive effects of pensions on re-
tirement. He proposes several ways
to estimate the true incentive effects
of social security on early retirement
and then applies them to the German
public pension system.

Coile and Gruber analyze the
incentives that Social Security pro-
vides for continued work at older
ages. Using information on older
males from the Health and Retire-
ment Study for 1980-95, they find
that the median male worker faces a
small tax on work at ages 55 to 61, a
small subsidy at ages 62 to 64, and a
large tax at ages 65 to 69. However,
one-third of workers would face a
tax rather than a subsidy at age 62. A
more appropriate measure of incen-
tive effects, they suggest, would con-
sider accruals over not just the next
year but future years as well.

Poterba, Venti, and Wise find
that, for households reaching retire-
ment age between 2025 and 2035,
401(k) balances are likely to be a
much more important factor in finan-
cial preparation for retirement than
they are today. Average 401(k) bal-

ances in 2025 will be between five
and ten times as large as they are
today, und would represent one-half
to twice Social Security wealth (de-
pending on investment ullocation
and bused on current Social Security
provisions). For persons retiring in
2035, 401(k) balances will be three-
quarters to two and a half times
Social Security wealth. Further, the
authors find that preretirement with-
drawals have only a small effect on
the balance in 401(k) accounts: these
withdrawals typically reduce average
401(k) assets at age 65 by about 5
percent. Most people eligible for a
lump-sum distribution when they
change jobs choose either to leave
their assets in their previous em-
ployer’s 401(k) plan or to roll them
over to another retirement savings
account. Those who do withdraw
assets tend to have very small accu-
mulated balances. In fact, the ex-
pense ratio charged by the financial
institutions administering 401(k)
accounts has a larger effect on retire-
ment resources than the possibility of
preretirement withdrawal.

Brown asks whether term insur-
ance is purchased in order to undo
€xcessive government annuitization
in the form of Social Security. He
finds that many households choose
to hold both privately purchased
annuities and term life insurance,
which is inconsistent with the notion
that these individuals are overannu-
itized. Also, the hypothesized posi-
tive relationship between term in-
surance ownership and Social Security
benefits does not hold when term
insurance is analyzed separately from
cash value policies. These findings
suggest that households are not seek-
ing to undo Social Security for be-
quest reasons. Thus, these results
have implications for the current
debate over annuitization options in
an individual accounts retirement
system.

Schieber and Shoven assess the
riskiness and actuarial soundness of
the Personal Security Account (PSA)
2000 proposal, a privatization plan

for Social Security. They show the
base plan to be in 75-yeuar bulance
even without transfers from the pro-
jected government surpluses of the
next 15 years. 1f a significant fraction
of the surpluses wus dedicated to
Sociual Security, then the PSA 2000
plan could reduce payroll tax rates,
allocate more money to the disability
program, or both. They also show
that participants who invest their
individual accounts exclusively in
inflation-indexed bonds will end up
with benefits greater than or equal to
those under current law. The “life-
time poor” do particularly well rela-
tive to their current treatment. Par-
ticipants who invest in a diversified
portfolio of stocks have a small
chance of experiencing smaller-than-
current law benefits.

Hurd and Smith use data on
anticipated bequests from two waves
of the Health and Retirement Study
and the Asset and Health Dynamics
of the Oldest Old (AHEAD) survey,
and on actual bequests from AHEAD.
Between Waves 1 and 2, increases in
bequest probabilities were associated
with increases in the subjective prob-
ability of surviving, increments in
household wealth, and becoming a
widow; out-of-pocket medical ex-
penses reduced the likelihood of a
bequest. By comparing bequest
probabilities with baseline wealth,
the authors can test a primary pre-
diction of the lifecycle model: that
individuals will dissave at advanced
old age. The AHEAD respondents
anticipate substantial dissaving be-
fore they die.

Hurd, McFadden, and Merrill
look at certain predictors of mortality
among Americans age 70 and over:
income, wealth, and education; 13
health indicators, including a history
of heart attack or cancer; and subjec-
tive probabilities of survival. They
find that the relationship between the
socioeconomic indicators and mor-
tality declines with age. The 13 health
indicators are consistently strong pre-
dictors of mortality. The subjective
survival probabilities also predict
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mortality, even after one controls for
socioeconomic indicators and health
conditions.

People whose incomes were less
than $5,000 in 1980 could expect to
live about 25 percent fewer years
than people whose family incomes
were greater than $50,000. Deaton
and Paxson explore this finding
using both individual data and a panel
of aggregate birth cohorts from 1975

to 1995. Their results on individuals
show that income reduces the risk of
death, even after controlling for dif-
ferences in education. Only some of
the effect of income can plausibly be
attributed to the reduction in earn-
ings of those about to die. The aggre-
gate data also show a strongly pro-
tective effect of income, but cyclical
increases in income may actually
increase mortality, even when the

In theory, antidumping measures
can either complement and enhance
competition policies or stifle and re-
duce the competitors’ ability to price
imports aggressively. With a few ex-
ceptions, recent experience strongly

favors the latter view. Using U.S. data,
Prusa estimates the effect of anti-
dumping actions on import trade,
quantities, and prices. He finds that
named imports fall around 50 percent
during the years following the impo-

long-run effects of income point in
the opposite direction.

These papers and their discussion
will be published by the University
of Chicago Press in an NBER Con-
ference Volume. In advance of its
publication, most of these papers will
be available at “Books in Progress” on
the NBER’s Web site, www.nber.org.

sition of antidumping duties. In con-
junction with the sharp growth in
countries instituting antidumping
policies, this suggests that antidump-
ing measures are likely to emerge as
the pre-eminent threat to free trade
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over the next decade.

Vandenbussche, Konings, and
Springael study the effects of anti-
dumping actions on import diversion
from European Union (EU) importers
“named” in an antidumping investi-
gation, and potentially subject to pro-
tectionist measures, to countries “not
named” in the investigation. The
amount of import diversion is one
indication of the effectiveness of anti-
dumping policy, which is used to
protect the home industry from for-
eign imports. The authors find that:
1) trade diversion in the EU caused
by antidumping actions is limited and
much lower than that in the United
States; 2) price undertakings are more
effective instruments than antidump-
ing duties; 3) trade diversion in highly
concentrated European industries is
strong enough to mitigate the effects
of antidumping protection; 4) overall
imports are reduced most in verti-
cally differentiated industries; and 5)
there is a strong investigation effect
for named countries.

Krueger uses aggregate and mi-
crodata on trade between the United
States, Canada, and Mexico to assess
the early effects of Mexico’s entry into
the North American Free Trade Agree-
ment (NAFTA). She finds that a num-
ber of factors have contributed to the
sharp rise of Mexican trade with the
United States and Canada, among
them Mexico’s reduction of tariffs
and quantitative restrictions and
changes in its exchange rate policy at
the end of 1994. Krueger concludes
that, over its first three years, NAFTA
does not appear to have had a large
impact relative to these other events.

Sapir and Winters address re-
gional trading arrangement (RTA)
issues that were not resolved during
the Uruguay Round of the General
Agreement on Tariffs and Trade
(GATT) talks and will thus be poten-
tial negotiation issues during the
Millennium Round of talks. The
authors focus on the application of
“other restrictive regulations on com-
merce” and the effects of RTAs on
excluded countries, finding that some

partners benefit from their RTAs with
the EU by charging higher (pretariff)
prices, and that some are more
closely integrated (that is, they face
lower barriers) than others. The
authors also show that partner firms
pass on to consumers some of the
tariff concessions they receive, and
SO put competitive pressure on firms
from countries without RTAs; these
firms typically respond by lowering
their pre- and post-tariff prices.

There is a growing concern among
developing countries that they are
disfavored by the Dispute Settlement
(DS) system of the World Trade
Organization (WTO). Allegedly, the
system is too concentrated on the
interests of “stronger” member coun-
tries. Horn and Mavroidis explore
whether, during its first four years in
existence, the DS system has pro-
vided equality before the law. They
focus on whether participation in the
process seems to reflect what one
might expect from an “equitable” sys-
tem, and if not, what might explain
any measured deviation. Their theoret-
ical benchmark distribution predicts
the actual pattern of complaints across
countries, although some significant
discrepancies are not explained.

Keller and Levinson estimate the
extent to which changing environ-
mental standards have altered pat-
terns of international investment.
They use data on inward foreign di-
rect investment (FDI) to the United
States and on differences in the reg-
ulatory stringency of U.S. states. With
a panel of annual measures of rela-
tive regulatory stringency from 1977
to 1994, which allows them to con-
trol for unobserved state characteris-
tics that may be correlated with both
FDI and compliance costs, they find
that environmental regulations have
small deterrent effects in particularly
pollution-intensive industries, but no
large or widespread effects.

Neven highlights two dimensions
of the design of international antitrust
rules that have been relatively ne-
glected in the past: the role of exter-
nal effects across jurisdictions with

decentralized decisionmaking and
the risk of capture in a centralized
agency. He finds that, even in the
absence of any political economy
interactions, the decision taken by a
supranational authority is not unam-
biguously superior to alternatives.
This is the case when market defini-
tion is inherently ambiguous. He also
finds that the allocation of jurisdiction
matters surprisingly little. After eval-
uating the risks of capture in a po-
litical economy model of merger
control, Neven finds that, in some
instances, the accountability brought
about by consumers will not be
effective in preventing very damag-
ing mergers (even though relatively
innocuous mergers will be prevented).
He also finds that the political econ-
omy of takeovers could be substan-
tially worse than that arising for
friendly mergers.

Hanson and Spilimbergo exam-
ine the correlation between sectoral
shocks and border enforcement in
the United States. Enforcement of
national borders is the main policy
instrument used by the U.S. govern-
ment to combat illegal immigration.
The authors find that border enforce-
ment is negatively correlated with
lagged relative price changes in the
apparel, fruits and vegetables, and
slaughtered livestock industries and
with housing starts in the western
United States. This suggests that the
authorities relax border enforcement
when the demand for undocumented
workers is high.

Francois and Wooton examine
the implications of liberalization in
transport services (international ship-
ping, transport, and related logistical
services) for profits, trade, and na-
tional gains from trade. Although past
GATT maritime negotiations involved
the maritime nations, the authors also
consider the interests of consuming
nations, particularly poorer develop-
ing countries. With a computational
example, they provide a rough sense
of the magnitude and importance of
the issues raised for basic gains from
improved market access.
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Chen and Maskus survey the in-
ternational policy debate concerning
parallel imports, which are goods
traded without the authorization of
an original trademark or copyright
owner. Parallel imports are likely to
have multiple causes, including verti-
cal price control. A manufacturer sell-
ing its product through an indepen-
dent agent needs to set the wholesale
price low enough to induce a desired

retail price in a certain country. This
creates an opportunity for the agent
to sell the product profitably, outside
authorized distribution channels, in
another country. The authors show
that the combined social surplus in
two countries first decreases and then
increases in the private cost of paral-
lel trade. Restricting parallel imports
always benefits the manufacturer, but
it may either raise or reduce global

surplus. Some empirical evidence
indicates that the authors’ vertical-
control explanation of parallel im-
ports is important.

These papers will be published in
a special edition of the European
Economic Review. In advance of the
publication of the journal, most of
these papers will be available at
“Books in Progress” on the NBER's
Web site, www.nber.org.

During 1987-97, the East Asian
monetary authorities took various

measures to sterilize the expansion-
ary effect of reserve inflows on the

growth of monetary aggregates.
Esaka and Takagi look at quarterly
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data and find that these sterilization
measures were effective in limiting
monetary growth. This in turn may
have promoted additional capital
inflows by keeping the level of
domestic interest rates high, or may
have caused disintermediation and
expanded the volume of assets in the
poortly supervised nonbank financial
sector. In either case, the sterilization
policies likely magnified the poten-
tial risk of capital inflows in East Asia.

Tornell finds that the cross-coun-
try variation in the severity of the
Mexican currency crisis in 1995 and
the Asian crisis in 1997 was deter-
mined largely by three fundamentals:
the strength of the country’s banking
system, the level of appreciation of
the real exchange rate, and the coun-
_ try’s liquidity. He also finds that the
rule that links fundamentals to the
severity of the crises was the same in
both countries.

Corsetti, Pesenti, and Roubini
analyze the causes of the 1997-8
Asian crisis. In their model, govern-
ment guarantees to bail out the bank-
ing system lead to: 1) a distorted
boom in domestic investment, which
increases current account deficits; 2)
an increase in nonperforming loans;
and 3) a surge in implicit government
bailout guarantees. The authors find
that both external balance weak-
nesses (proxied by a large current
account deficit and real exchange
rate appreciation) and financial sec-
tor fragility (proxied by measures of
lending power, nonperforming loans,
and the fiscal costs of a bank bailout)
explain which countries experienced
a crisis in 1997. The effects of exter-
nal and financial vulnerability are
even stronger, the authors find, when
a country’s liquidity (foreign reserves)
is low relative to the money supply
or external debt service, and when
fundamentals are weak. These results
are consistent with the theory that
fundamentals, rather than panic or self-
fulfilling equilibriums, were an im-
portant determinant of the Asian crisis.

Cheng, Lui, und Kwan show that
in recent yeuars Hong Kong's currency
bourd his gone through three stuges:
a rule-bound regime, a regime based
on discretion, and ua return to fixed
rules. The currency board wis most
credible when the monetary author-
ity adhered to fixed rules. Reliance
on discretion not only contributed to
the market’s eroding confidence in
the system, but also made specula-
tive currency attacks easier during
the Asian financial turmoil.

Ogawa and Sun analyze how the
de facto dollar peg system affected
capital inflows to the Asian countries
that suffered financial and currency
crises. They show that a de facto dol-
lar peg system would have had a
stimulating effect on capital inflows
to Indonesia from 1985 to 1996. The
same de facto dollar peg system
would have had a slightly stimulating
effect on capital inflows to Thailand
and Korea around 1995.

Fukuda presents a model in which
efficient monitoring activities by com-
petitive private banks might result in
a vulnerable financial structure in
developing countries. Assuming
asymmetric information, there is a
role for a short-term lender in moni-
toring borrowers’ performance. How-
ever, since short-term debt can be a
source of liquidity problems, the
overall effects of efficient monitoring
on economic welfare might be
greatly reduced if monitoring in-
creases the possibility of a liquidity
shortfall.

Since the Mexican crisis of 1994-5,
the Asian crisis of 1997, and the
Russian crisis of 1998, economists
have been busy studying contagion.
Yet few studies have considered the
channels through which disturbances
are transmitted —that is, whether
there are fundamental reasons to
observe spillovers. Kaminsky and
Reinhart attempt to fill this gap by
analyzing how both trade links and
the largely ignored financial-sector
links influence the pattern of funda-

mentals-based contagion. They
examine the role of international
bunk lending, the potential for cross-
murket hedging, and bilateral and
third-purty trade in the propagation
of crises.

China has been one of the largest
recipients of foreign direct invest-
ment (FDI) inflows in the 1990s. The
impact of FDI in China has been dis-
cussed extensively in terms of its
positive contribution to capital for-
mation, job creation, and trade devel-
opment. However, no studies have
focused on the spillover effect of FDI
on the Chinese economy, even though
this effect is widely recognized as the
most important and significant aspect
of FDI for the host economy. For this
paper, Wang studies the spillover
effect of FDI on technical efficiency
in the Chinese economy. He applies
the random-coefficient frontier pro-
duction function approach to mea-
sure technical efficiency in three-digit
industries in China. Wang turns up
much stronger evidence than previ-
ous studies had of spillover efficiency
in the presence of FDL

The traditional role of FDI lies in
the blending of foreign savings with
domestic savings to finance domestic
investment. Razin, Sadka, and Yuen
propose two nontraditional views of
FDI. The first focuses on the effects
of FDI in facilitating technology
transfer through the importation of
new varieties of factor inputs and in
promoting competition in the input
market. The second focuses on the
possibility of perverse interactions
between FDI and the domestic capi-
tal market in the presence of asym-
metric information and adverse
selection problems involved in in-
vestment financing. The authors then
reassess the possible welfare gains/
losses that FDI may generate for the
host country relative to the traditional
gains.

Using 1996 and 1997 survey data,
Fukao asks how Japan‘s manufactur-
ing subsidiaries in the ASEAN-4
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countries and Korea responded to
the Asian financial crises. Japanese
firms increased their FDI flows to the
ASEAN-4 countries and Korea mainly
to support their troubled subsidiaries.
In Korea, Thailand, and Indonesia,
export-oriented subsidiaries increased
their sales by 17 percent and almost
doubled their profits, but they ex-
panded their average employment by
less than 1 percent. Parent firms sup-
ported their affiliates by raising their
paid-up capital. Fukao finds that a
subsidiary owned by either a large
parent firm or a parent with a high
profit rate tends to maintain its em-
ployment levels. This implies that
parent firms’ support is important for
subsidiaries. Also, if a subsidiary is
relatively new or has a high value
added per worker, it tends to keep
its employment level stable.
Examining Korea’s currency crisis
in the context of turmoil in the inter-
national capital market, Cho and

Hong attempt to distinguish the
effects of weaknesses in domestic
fundamentals from the effects of
external interdependence (called
“contagion” effects). The authors
conclude that the outbreak of the
Korean crisis may not be completely
attributable to the contagion effects
alone, although other countries’
crises substantially worsened the sit-
uation. Korea’s fundamentals before
the crisis were not so strong that
economists would have been aston-
ished with the outbreak of the crisis,
nor were they weak enough for
investors to have been able to antic-
ipate the crisis. Finally, if one consid-
ered the structural vulnerability of
Korea’s financial market in addition
to the conventional macroeconomic
fundamentals, and if one could have
foreseen the government’s stubborn-
ness in coping with the financial tur-
moil, then the Korean crisis might
have been easier to anticipate.

Fukagawa looks for country-spe-
cific explanations for the Korean eco-
nomic crisis. Among the factors that
led to the crisis in Korea were finan-
cial institutions inexperienced in
international transactions, the hyper-
trophic chaebols, and economic man-
agement during democratic transi-
tion. Finally, he discusses one of the
fundamentals — Korea’s traditional
foreign capital management, which
relies heavily on borrowing while
sacrificing the potential contribution
of FDI—and questions the “indepen-
dence” valued by emerging countries
in today’s economic integration.

These papers and their discussion
will be published by the University
of Chicago Press in an NBER Confer-
ence Volume. Some of them are also
available at “Books in Progress” on
the NBER’s Web site, www.nber.org.
Others will be available there in the
future.
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Xepapadeas explores abatement
investment and location responses to
environmental policy —for example,
emission taxes or tradable emission
permits and subsidies against the
costs of abatement investment —
under uncertainty and irreversibility.
There may be uncertainty about out-
put price, environmental policy, or
technology. Irreversibility is a prod-
uct of abatement expenses and move-
ment to a new location. During
certain times, firms do not engage in
abatement investment or relocate,
and during other periods they do. In

The Distributional and Behavioral Effects of
Environmental Policy

The NBER and the Fondazione Eni
nri 'Matte1 in Milan ;omtly spon—

and Administrative Costs: The
dse of Carbon Taxation” (NBER
ng per 1 No 7298)

this analysis, an optimal environ-
mental policy would combine policy
parameters that take into account
both profit maximization and social
optimization.

Bovenberg and Goulder find that
the U.S. government could simulta-
neously implement carbon abate-
ment policies and protect profits and
equity values in key industries with-
out substantial costs to the overall
economy. They conclude that carbon
dioxide abatement policies could
generate large rents to firms, but to
generate enough rents to maintain

‘ Umversxty‘,‘v “Costs of Air-Quality

endcrson, NBER and Brown

profits and equity values, the gov-
ernment would need to “grandfather”
a small fraction of the emissions per-
mits and to exempt a small fraction of
emissions from the base of a carbon
tax. The authors also find that allow-
ing firms a dollar-for-dollar offset to
their payment of carbon taxes
(through industry-specific cuts in cor-
porate tax rates, for example) vastly
overcompensates them because it
leads to substantial increases in prof-
its and equity values. This reflects the
fact that much of the carbon tax is
shifted onto consumers. To maintain
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firms’ profits, the government only
needs to offer tax relief for a small
fraction of carbon tax payments.

Smulders and Vollebergh cx-
plore the trade-off between the incen-
tive effects and the administrative
costs associated with the implemen-
tation of various environmental tax
instruments, particularly carbon taxes.
If emissions are closely linked to
inputs, abatement possibilities are
costly, and the administrative costs of
emission taxes are high, then emis-
sion taxes probably should not be
introduced. These conditions exist in
several European countries. In these
countries, broadening the carbon tax
base by removing certain widely
used exemptions for energy produc-
tion (and possibly by adding emis-
sion taxes or abatement subsidies for
selected industries) is likely to in-
crease the incentives for carbon reduc-
tion without significant additional
administrative costs.

Levinson describes a new, indus-
try-adjusted index of state environ-
mental compliance costs from 1977
to 1994. This index controls for states’
industrial compositions and can be
calculated for the entire 17 years,
thus facilitating comparisons both
among states and within states over
time. Looking at this data, Levinson
finds that: 1) differences in states’ in-
dustrial compositions play a large
role in determining their environ-
mental compliance costs; 2) after
controlling for industrial composition,
the variance across states in compli-
ance costs declined steadily between
1977 and 1994; and 3) this new cost
index is negatively correlated with
subjective indexes of state environ-
mental efforts compiled by various
environmental organizations. Overall,
the index provides some new data
on historical trends in state regulatory
differences and differs from the con-
ventional wisdom on states’ relative
environmental efforts.

Fullerton, Hong, and Metcalf
analyze the effects of environmental
taxes that target pollution impre-
cisely. A review of actual policies

indicates few (if any) examples of a
true tax on pollution. More typically,
environmental taxes target an input
or output that is correlated with pol-
lution. Using a utility-based, money-
metric measure of welfare, the au-
thors examine the losses that arise
from not taxing pollution directly.
Under their plausible parameters,
moving from no tax on pollution, the
welfare gain from 4 tax on output is
less that half the gain from a tax on
emissions.

Borghini, Fantini, and Sinis-
calco create a unique new dataset on
voluntary environmental reporting
activities based on 41 large compa-
nies in 16 countries in three pollut-
ing industries (oil and gas, chemicals,
and power generation) between 1993
and 1997. All the companies regularly
produce and publish corporate envi-
ronmental reports. Only a subset
adopt environmental certification,
environmental audit, and compensa-
tion schemes related to environmen-
tal performance. The authors de-
scribe the dataset in detail. In their
sample, the audit and compensation
programs are positively related to
operating income and negatively
related to pollution. This is consistent
with a class of models on environ-
mental information, compensation
schemes, and company behavior.

Becker and Henderson explore
some of the costs associated with air-
quality regulation, particularly regu-
lation of ground-level ozone and its
effects on two manufacturing indus-
tries that are sensitive to such regula-
tion: industrial organic chemicals and
miscellaneous plastic products. Both
industries are major emitters of
volatile organic compounds and
nitrogen oxides, the chemical pre-
cursors to ozone. Using plant-level
data from the U.S. Census Bureau’s
Longitudinal Research Database, the
authors examine how regulation
affects the timing and magnitude of
firms’ investments and their operat-
ing costs. In at least one of these
industries, the authors find, new
plants in (heavily regulated) ozone

nonattainment areas start out much
larger than their counterparts in (less
regulated) attainment areas but then
do not invest as much. As a result.
after ten years, the capital stocks of
regulated plants are actually smaller.
Among other things, this highlights
the substantial fixed costs involved in
obtaining expansion permits. Esti-
mates of average total cost functions
reveal that operating costs are indeed
higher for heavily regulated plants
than for their less regulated counter-
parts. This is particularly the case for
younger plants, and is consistent with
the notion that regulation is most
burdensome for new (rather than
existing) plants.

Katsoulacos, Ulph, and Ulph
analyze the impact of environmental
policy on the performance of envi-
ronmental research joint ventures
(RJVs) and compare this performance
with that of a noncooperative equi-
librium. The authors identify three
stages in the innovative process
(research design, R and D, and infor-
mation sharing) and consider each of
these interrelated decisions in both
the cooperative and noncooperative
settings. They show that RJVs
enhance welfare when the level of
environmental damage caused by
pollution is low. When the level of
damage is high, though, firms antici-
pate tougher environmental policy
when they share information than
when they do not. Thus, they avoid
sharing information, which distorts
the RJV’s R and D decisions in ways
that make the noncooperative equi-
librium better for welfare.

Rauscher investigates how the
design of environmental policies
affects unemployment and welfare
when sticky wages are causing un-
employment. Environmental policy
can lead to scarcity rents that accrue
to those who use capital as a factor
of production. Toughening environ-
mental policy raises the scarcity rents,
which in turn makes capital more
desirable (because the rents are asso-
ciated with the use of capital). As the
demand for capital rises, labor is
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more productive, and firms respond
by hiring more workers, thus lower-
ing unemployment. Rauscher finds
that this rents-unemployment con-
nection persists, and that tighter envi-
ronmental policy may in fact attract
mobile capital from outside the coun-
try and thus lower unemployment.
On the other hand, a shift from com-
mand-and-control regulation that cre-
ates scarcity rents to a tax regime that
allows the government to appropri-
ate those rents could lead to capital
flight.

Jha and Whalley discuss the envi-
ronmental conditions common to the

developing world and the policy
responses, if any, used to deal with
them. The authors consider the ef-
fects of industrial emissions; the
impacts of untreated waste (industrial
and human) on air and water qual-
ity; the congestion effects of traffic;
soil erosion; and open-access resource
problems (including what happens to
forests). The recent literature tends to
equate environmental problems in
developing countries with pollutants
(or emissions), but the authors argue
that to discuss adequately environ-
mental problems in developing coun-
tries (or to compare them with the

problems of developed countries),
one must refer to degradation as well
as pollutants. The effects of degrada-
tion are large and pervasive, and
their severity and interaction with the
economic process often differs sharply
from that of pollutants.

These papers and their discussion
will be published by the University
of Chicago Press in an NBER Confer-
ence Volume. Certain of them are
also available now at “Books in
Progress” at the NBER’s Web site,
www.nber.org. Others will be avail-
able there in the future.

Skinner and Wennberg argue
that regional variations in per capita
Medicare spending are key to any
reform of the Medicare system. These
variations are attributable in large
part to what the authors call “differ-
ences in the intensity of care” mea-
sured for example by how people
are treated in their last six months of
life. In some areas of the country,
elderly people receive fewer than
five visits from specialist physicians
in their last six months; fewer than 15
percent of these patients are admit-
ted to an intensive care unit ICU). In
other regions, the elderly in their
final six months receive more than 25
specialist visits; nearly half are admit-

ted to an ICU. Although total Medi-
care spending is strongly correlated
with these measures of health care
intensity, it does not appear to be
correlated with regional mortality
rates or with the quality of care, as
measured by the use of preventive
services. Thus, reducing geographi-
cal variation in the intensity of treat-
ment will have little or no adverse
impact on the quality of care. Addi-
tionally, any money saved could
be used to extend the life of the
Medicare Part A trust fund by more
than ten years, or could fund ex-
panded benefits such as coverage for
pharmaceuticals.

Cutler and Meara evaluate the

costs and benefits of increased med-
ical spending for low birthweight
infants. Lifetime spending on low
birthweight babies increased by
roughly $40,000 per birth between
1950 and 1990. Infant mortality rates
fell by 72 percent over this period,
largely because of improved care for
premature infants. Considering both
length and quality of life, the authors
estimate the rate of return on care for
low birthweight infants to be more
than 500 percent. Although prenatal
care and influenza shots are more
cost-effective than neonatal care, it is
significantly more cost-effective than
other recent innovations, such as
coronary artery bypass surgery, treat-
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ment of severe hypertension, or rou-
tine pap smears for women aged 20
to 74.

Staiger and McClellan introduce
an approach for evaluating the qual-
ity of health care providers that
solves a number of problems associ-
ated with available evaluation meth-
ods: they combine information from
all the quality indicators available for
a given provider (data from various
years, patients, or on several other
health indicators for the same pa-
tients). Using hospital care for elderly
heart attack patients as an example,

Giavazzi, Jappelli, and Pagano
analyze instances of sharp fiscal
retrenchment, such as in Denmark
and Ireland in the 1980s, that appear
to contradict the Keynesian view that
an increase in the government sur-
plus is contractionary. The authors

the authors demonstrate that their
method can be used to create reli-
able, precise predictions about
provider quality. Thus, comparing
quality of care across providers may
be far more feasible than many now
believe. '
Baker asks whether areas with
high HMO market shares and ad-
vanced stages of managed care also
have high proportions of the popula-
tion who say that they had to choose
providers from a list; they have a
gatekeeper; they have to sign up
with a primary care provider; and

ask whether one can identify the cir-
cumstances under which fiscal policy
is likely to have such non-Keynesian
effects. That is, under which condi-
tions does a fiscal consolidation
induce an expansion or, conversely,
does a fiscal expansion bring about a

their plan will not pay for out-of-net-
work care. He finds that high HMO
market shares are strongly associated
with the presence of strict controls on
the choice of provider but not with
the use of capitation in the market.
He also finds that data on market
stage do not reflect either controls on
provider choice or use of capitation.

These papers will be published by
the MIT Press in an annual volume.
Some of them can also be found at
“Books in Progress” on the NBER’s
Web site, www.nber.org.

contraction? Using data from OECD
countries over the past 30 years and
from the World Bank on both devel-
oping and industrialized countries,
the authors seek to determine which
factors are more likely associated
with non-Keynesian effects.
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Rey und Martin investiguate the
impuct of finunciual integration on
asset return, risk diversification, and
the breadth of financial markets.
They find that lower transaction costs
between two financial markets trans-
late into higher demand for assets
issued on those markets, higher asset
price, and larger diversification. For
the country left outside the integrated
area, the welfare impact is ambigu-
ous: the country enjoys better risk
diversification but faces an adverse
movement in its financial terms of
trade. The authors also analyze how
financial integration affects the local-
ization and the relative importance of
financial centers. Finally, they pro-
vide some empirical evidence on
equity flows and international cross-
listings which supports their model-
ing approach.

Attanasio and Rios-Rull study
how certain types of public compul-
sory insurance arrangements for ag-
gregate shocks affect private alloca-
tions in environments with limited
commitment. They show that this
type of insurance can improve but
also deteriorate the well-being of pri-
vate situations. They also describe
how different environmental charac-
teristics affect the role of public insur-
ance. Using data on the Mexican
Progresa program, they document
the impact that some government
programs have in crowding out pri-
vate transfers.

Acemoglu and Shimer analyze an
economy in which there are both
potential productivity gains and tra-
ditional costs—in terms of search

effort—of unemployment insurance.
They then analyze the impuact of
chunging the generosity and the
potential duration of unemployment
insurance programs. Their results
suggest that reducing unemployment
benefits from the current U.S. levels
would generate significant costs in
terms of productivity, output, and
welfare. Their results also suggest
that the United States might gain
from increasing the duration of its
unemployment insurance programs
so that they ure closer to those of
Europe.

Marimon and Zilibotti character-
ize an equilibrium in a deregulated
economy in which large firms and
individual workers freely negotiate
wages and hours. They then consider
the effects of legislation that restricts
the maximum working time, while
they let wages respond accordingly.
In general, this regulation benefits
workers, both unemployed and em-
ployed (even if wages decrease), but
it reduces profits and output. In the
authors’ benchmark case, small re-
ductions in working time always
increase employment, while larger
ever, the employment gains from
reducing working time are relatively
small.

The ability of the countries partic-
ipating in the first wave of the Euro-
pean Monetary Union to implement
an effective common monetary pol-
icy depends crucially on the ability of
a group of previously autonomous
national central banks to reach a con-
sensus. Cecchetti, McConnell, and
Perez explore this issue by estimat-

NBER Conference in Beijing

The second annual NBER-CCER
Conference, jointly sponsored by
the National Bureau of Economic
Research and the China Center for
Economic Research at Peking Uni-

versity, took place in Beijing this past
June. This was a two-part confer-
ence, the first part of which was a
general discussion of economic top-
ics and the second a special session

ing the objective funcion that cach
of the national central banks has been
implicitly maximizing over the past
15 or so years. The authors” estimates
allow them to infer the relative weight
thut national central banks have been
phicing on output and inflation vuri-
ability in the formulation of their
policies, andl to estimate the slope of
the inflation-output variability trade-
off implicit in the economic structure
of each of these countries. The
results suggest that while the slopes
of the variability trade-offs vary quite
dramatically across countries, the
objective functions are surprisingly
similar. The authors estimate that
most of the countries have weights in
excess of three-quarters on inflation
variability and less than one-quarter
on output variability, with Belgium
and France having the highest
weights on inflation variability and
Spain and Portugal the lowest.

Orphanides and Wieland study
the optimal design of monetary pol-
icy. They calibrate their model based
on parameters for the United States
and the area where the Euro is used,
examining the role of uncertainty, the
structure of the model, and the rela-
tive preference toward economic sta-
bility in determining the width of the
implied targeted inflation zone.

These papers and discussions will
be published in a special edition of
the European Economic Review,
probably in June 2000. In advance of
the publication of the journal, most
of the papers will be available at
“Books in Progress” on the NBER’s
Web site, www.nber.org.

on social security reform in China.
In the first session, Research Asso-
ciate Andrei Shleifer of Harvard Uni-
versity discussed investor protection
and corporate governance; David A.
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William H. Branson
Timothy F. Bresnahan

Research Associates for 1999—-2000

Churles € Brown
wirren Browner
Moshe Buchinsky
*“Willem H. Buiter
tleremy 1. Bulow
Ricardo J. Caballero
Charles Cilomiris
Guillermo A. Culvo
John Y. Campbell
David Card

Dennis W. Carlton
Anne Ciase
Alessandra Casella
Stephen G. Cecchetti
Frank J. Chaloupka 1V
Gary Chamberlain
Dov Chernichovsky
Judith A. Chevalier
Lawrence Christiano
Rich:rd H. Clarida
Charles T. Clotfelter
John H. Cochrane
lain M. Cockburn
Wesley M. Cohen
Julie H. Collins
Susan M. Collins

George M. Constantinides

Philip J. Cook
Russell Cooper
Hope Corman
tRobert E. Cumby
Janet Currie

David M. Cutler
Michael R. Darby
Donald R. Davis
Lance E. Davis
Steven J. Davis
Angus S. Deaton
Peter A. Diamond
Douglas W. Diamond
Francis X. Diebold
W. Erwin Diewert
John DiNardo

John J. Donohue
Michael P. Dooley
Avi Dor

Rudi Dornbusch
Allan Drazen
Bernard Dumas
Douglas Holtz-Eakin
Jonathan Eaton
Sebastian Edwards
Ron:ld G. Ehrenberg
Martin S. Eichenbaum
Barry Eichengreen
Glenn Ellison

David T. Ellwood
Charles M. Engel
Robert F. Engle, 111

*On leive for non-government service
10n leave for government service

stanley L. Engernin
Dennis N. Epple
Willizumy N. Evins
Henry S. Farber
Daniel R, Feenberg
Robert C. Feenstri
Murtin S. Feldstein
Riquel Fernandez
Joseph P. Ferrie
Wayne E. Ferson
tStanley Fischer
Price V. Fishback
Marjorie Flavin
Roderick Floud
Robert W. Fogel
Richard Frank
Jeffrey A. Frankel
Richard B. Freeman
Kenneth R. French
*Jacob A. Frenkel
Benjamin M. Friedman
Kenneth A. Froot
Victor R. Fuchs

Don Fullerton
Melvyn A. Fuss
David Galenson
Peter M. Garber
Alan M. Garber
Martin Gaynor

Mark Gertler

Paul J. Gertler
Francesco Giavazzi
Robert S. Gibbons
William N.Goetzmann
Claudia Goldin

Fred Goldman
Roger H. Gordon
Robert J. Gordon
Gary B. Gorton
Lawrence H. Goulder
Wayne Gray

Jerry R. Green
Shane Greenstein
Reuben Gronau
Gene M. Grossman
Herschel 1. Grossman
Michael Grossman
Sanford J. Grossman
Jonathan Gruber
Alan L. Gustman
Michael R. Haines
Bronwyn H. Hall
Robert E. Hall

John C. Haltiwanger
Daniel S. Hamermesh
James D. Hamilton
Lars P. Hansen
Gordon H. Hanson
Eric A. Hanushek

Jeffrey B Hurris
Oliver D, Heart
Campbell R, Hirvey
Jerry A, Hiusman
Fumio Hayashi
Geoffrey Heal

John C. Heaton
James J. Heckman
John E Helliwell
Elhanan Helpman
Patric H. Hendershott
Rebecca Henderson
J. Vernon Henderson
James R. Hines Jr.
Robert J. Hodrick
Bengt R. Holmstrom
Charles Y. Horioka
V. Joseph Hotz

R. Glenn Hubbard
Charles R. Hulten
Michael D. Hurd
Casey Ichniowski
Guido Imbens
Robert P. Inman
Douglas A. Irwin
*Takatoshi Ito

Adam B. Jaffe

Ravi Jagannathan
Michael C. Jensen
Paul L. Joskow
Boyan Jovanovic
Theodore J. Joyce
Kenneth L. Judd
Robert Kaestner
Edward J. Kane
Shawn E. Kantor
Steven N. Kaplan
Louis Kaplow

Anil K Kashyap
Lawrence F. Katz
tPatrick Kehoe

John Kennan
Daniel Kessler
Miles S. Kimball
*Mervyn A. King
Robert King

Morris M. Kleiner
Michael M. Knetter
Sanders Korenman
Laurence J. Kotlikoff
Michael Kremer
Kala Krishna

Alan B. Krueger
Anne O. Krueger
Paul Krugman
Douglas L. Kruse
Howard Kunreuther
Josef Lakonishok
Robert J. LaLonde

Nuaomi R. Lamoreiux
tRobert Z. Lawrence
Edwurd P Lazeuar
John V. Leahy
Edwurd E. Leamer
Blike D. LeBuron
Thonus Lemieux
Josh Lerner
Richard M. Levich
Phillip B. Levine
James A. Levinsohn
Steven D. Levitt
Karen K. Lewis
Eugene Lewit
Gary D. Libecap
Frank R. Lichtenberg
Robert E. Lipsey
Andrew W. Lo
J. Bradford De Long
Deborah J. Lucas
Robert E. Lucas Jr.
*Robin L. Lumsdaine
Lisa M. Lynch
Richard K. Lyons
Jorge Braga de Macedo
A. Craig MacKinlay
Thomas E. MaCurdy
Jacques Mairesse
N. Gregory Mankiw
Charles F. Manski
Robert A. Margo
James R. Markusen
Richard C. Marston
Bennett T. McCallum
Daniel L. McFadden
Charles E. McLure ]Jr.
Robert C. Merton
Gilbert E. Metcalf
Bruce D. Meyer
Jacob Mincer
Jeffrey A. Miron
Frederic S. Mishkin
Olivia S. Mitchell
Naci H. Mocan
Robert A. Moffitt
Edward B. Montgomery
Michael J. Moore
John Mullahy
Richard Murnane
Kevin M. Murphy
tMichael L. Mussa
Stewart C. Myers
M. Ishaq Nadiri
Derek Neal
David Neumark
Joseph P. Newhouse
William D. Nordhaus
Maurice Obstfeld
Ariel Pakes
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Research Associates for 1999—-2000 (continued)

Christina Paxson
Torsten Persson
Charles E. Phelps
Tomas Philipson
Robert S. Pindyck
A. Mitchell Polinsky
Clayne L. Pope
Robert H. Porter
Richard Portes
James M. Poterba
Edward C. Prescott
Thomas J. Prusa
Andrew D. Racine
Daniel Raff
Raghuram Rajan
Valerie A. Ramey
James E. Rauch
Assaf Razin

Sergio Rebelo
James B. Rebitzer
Carmen M. Reinhart
Peter C. Reiss

Paul Rhode

J. David Richardson
Matthew P. Richardson
Mark J. Roberts
Hugh Rockoff

Dani Rodrik

Richard Rogerson
Kenneth S. Rogoft
Robert: Rom:no
Christina D. Romer
David H. Romer
Paul M. Romer
Andrew K. Rose
Nancy L. Rose
Harvey 5. Rosen
Sherwin Rosen
Joshua Rosenbloom
Stephen Ross

Julio J. Rotemberg
Alvin E. Roth
Michael Rothschild
tNouriel Roubini .
Cecilia E. Rouse
Richard Ruback
Christopher Ruhm
Jeffrey D. Sachs
Henry Saffer

David 8. Salkever
Garth Saloner
Thomas J. Sargent
David S. Scharfstein
Richard Schmalensee
*Myron S. Scholes
John Karl Scholz

*On leave for non-government service
+On leave for government service

Anna J. Schwartz

G. William Schwert
Suzanne Scotchmer
Nevin §. Scrimshaw
Douglas Shackelford
Jay A. Shanken
Matthew D. Shapiro
Steven Shavell
Kathryn L. Shaw
John Shea

Andrea Shepard
Robert J. Shiller
Andrei Shleifer
John B. Shoven
Christopher A. Sims
Jody L. Sindelar
Burton H. Singer
Kenneth J. Singleton
Hans-Werner Sinn
Jonathan S. Skinner
Joel B. Slemrod
Frank A. Sloan
Kenneth L. Sokoloff
Barbara J. Spencer
Douglas O. Staiger
Robert W. Staiger
Robert F. Stambaugh
Richard H. Steckel

Jeremy C. Stein
tJoseph E. Stiglitz
James H. Stock
Alan C. Stockman
Rene M. Stulz
tLawrence H. Summers
Axel H. Borsch-Supan
Richard C. Sutch
Lars E.O. Svensson
Richard Sylla
Alan M. Taylor
John B. Taylor
Peter Temin
Richard H. Thaler
Marie C. Thursby
Sheridan Titman
Robert H. Topel
Manuel Trajtenberg
James Trussell
Peter Tufano
Carlos A. Végh
Andres Velasco
Steven F. Venti
W. Kip Viscusi
Robert W. Vishny
John J. Wallis
Jiang Wang
Mark W. Watson

Philippe Weil

David N. Weil

David Weinstein
Thoms J. Weiss
Kenneth D. West
John Whalley
Michiel D. Whinston
Eugene N. White
Jeffrey G. Williamson
Larry T. Wimmer
David A. Wise

Ann Dryden Witte
Frank A. Wol:ik
Barbara L. Wolfe
Mark A. Wolfson
Michael Woodford
Rundall Wright

Janet Yellen

Victor Zarnowitz
Richard J. Zeckhauser
Stephen P. Zeldes
Stanley E. Zin

Luigi Zingales

Lynne Zucker

Cochrane is New Director of
Asset Pricing Program

NBER Research Associate John
H. Cochrane, an economics profes-
sor at the University of Chicago’s
Graduate School of Business, is the
new director of the NBER’s Pro-
gram on Asset Pricing. The Asset
Pricing Program examines the
sources and nature of fluctuations

in the prices of financial assets,
including stocks, bonds, and for-
eign currency. As director, Cochrane
succeeds John Y. Campbell of NBER
and Harvard University, who has
headed the Program since its cre-
ation in 1991.
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NBER Summer Institute Marks Twentieth Anniversary

The summer of 1999 marked the
twentieth anniversary of the NBER's
Summer Institute. Nearly 1000 econ-
omists from universities and orga-
nizations throughout the world at-
tended in 1999. By contrast in 1979,
the first year of the NBER's Summer
Institute, there were 65 participants,
and only two topics were discussed:

Rosen Will Lead AEA

NBER Research Associate Sherwin
Rosen, also of the University of
Chicago, has been nominated Presi-
dent-Elect of the American Economic
Association (AEA). The AEA’s elec-
tion of officers was held on October 1,
Rosen will serve for one year before
becoming the organization’s presi-

Ito Heads to Japanese Ministry of Finance

NBER Research Associate Taka-
toshi Ito, a member of the NBER’s
Program on International Finance
and Macroeconomics since 1982, was
recently appointed Deputy Vice
Minister for International Affairs,
Ministry of Finance, Japan. In this
position, Ito will assist Vice Minister

macroeconomic fluctuations and ex-
change rate policy.

This year’s program was funded
primarily by a grant from the Lynde
and Harry Bradley Foundation, with
additional support from the National
Science Foundation and the National
Institute on Aging. The papers pre-
sented at dozens of different sessions

in 2001

dent. He was Vice President of the
AFA in 1994, and was President of
the Midwest Economic Association in
1996-7.

Rosen is a member of the NBER’s
Program on Labor Studies. He re-
ceived his Ph.D. from the University
of Chicago, where he has taught

Yoshimi Kuroda on various interna-
tional financial issues. He will be on
leave from the NBER and from his
teaching and research duties at
Hitotsubashi University in Tokyo.
From August 1994 until March
1997, 1to was a Senior Advisor in the
Research Department of the Inter-

during the four-week summer insti-
tute covered a wide variety of topics.
A list of all papers and work in prog-
ress can be obtained by writing to:
Summer Institute Catalogue, NBER,
1050 Massachusetts Avenue, Cam-
bridge, MA 02138-5398. This list is
also available on the NBER's web site
at nber.org/summer-institute,

since 1977 and been the Edwin A.
and Betty L. Bergman Distinguished
Service Professor (of economics)
since 1992. Prior to joining the
University of Chicago’s economics
department, Rosen taught at the
University of Rochester for a decade.

national Monetary Fund. He has also
been the co-director, with Anne O.
Krueger, of the NBER’s East Asia
Seminar on Economics, and is one of
the directors of the NBER-TCER-
CEPR Seminar on Japanese economic
affairs.
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-~ Discussant: Valerie A. Ramey, -

Economic Fluctuations and Growth

. The summer research meeting of
the NBERs Program on, Economrc

Failure of Marginal Firms”

ER and University. of Cahforma

Discussant: Matthew D. Shapiro,

"NBER and University of Michigan

Fernando. Alvarez, NBER

University of Chicago; Andrew

Atkeson, NBER and University of

ﬁ anesota,,ar_ld PatrrckJ Kehoe,

xchange Rates
remium Anomaly:

ER and Stanford
Market and

Basu and Kimball provide evi-
dence that shocks that improve pro-
ductivity actually lower output slightly
and lower employment more sub-
stantially. This finding challenges
explanations of booms and reces-
sions based on technology shocks—
these explanations generally predict
a positive rather than a negative rela-
tion between productivity and output.

The key events of the business
cycle appear to involve the closing of
productive units. The sharp contrac-
tion that usually begins a recession is
a time of rapid job destruction and
rising unemployment. Horvath builds
a complete model of the shutdown
decision, emphasizing events that
occur when uncertainty about future
productivity is resolved.

Recent thinking about the differ-
ences between high- and low-income
countries has emphasized the effec-
tiveness of government. The ability
to collect taxes to finance govern-
ment activities is central to effective
government. Engel and Hines show
that tax enforcement is much more
effective if, upon discovering tax eva-

sion in a given year, tax officials
examine the returns of the evader for
earlier years. The authors present evi-
dence that American taxpayers be-
have according to the assumption
that the IRS uses this principle.

Burnside, Eichenbaum, and
Fisher consider a fiscal shock that
involves an increase in government
purchases of goods and services—as
in a military buildup—and a corre-
sponding increase in tax rates. They
show that, in the U.S. economy, such
shocks result in increased work effort
and decreased real wages, and that
both these effects are persistent.
These findings are puzzling within
existing theoretical models, which
imply that the volume of work effort
declines when taxes are high and
that this effect overcomes the other
forces that would cause work effort
to rise during buildups.

Alvarez, Atkeson, and Kehoe
study the connection between money
and exchange rates under the as-
sumption that agents must pay a
fixed cost to transfer money between
the goods market and the asset mar-

ket. In equilibrium, some agents
choose to pay that cost and, at the
margin, freely exchange bonds and
money, while other agents choose
not to pay that cost. Thus, the asset
market is segmented; when the gov-
ernment injects money through an
open-market operation, only a frac-
tion of the agents in the economy are
on the other side of the transaction.
The authors identify three ways that
market segmentation affects ex-
change rate behavior: 1) nominal and
real exchange rates are volatile and
persistent; 2) in moderate-inflation
countries, real exchange rates have
roughly the same volatility as nomi-
nal exchange rates, while in high-
inflation countries real exchange
rates are markedly less volatile than
nominal exchange rates; 3) the for-
ward premium is negatively corre-
lated with subsequent changes in
spot exchange rates.

If corporations install new plant,
equipment, and intangible capital
according to the principle of maxi-
mum value, then the value of their
outstanding stocks and bonds mea-
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sures the amount of that capital.
Because we have no direct measures
of intangible capital, this hypothesis
provides 1 way o measure capital
indirectly through securities markets.
Hall applies this approach to data for

all nonfinancial U.S. corporations.
The results show two major events:
2 large loss in the capital stock
around 1974, and 1 huge increase in
the capital stock in the 1990s. So far,
according to the data, the extra out-

put from that enlarged stock has
been plowed back into more capital
formation, but the benefits of the
capital could begin to show up in
recorded output soon.

Bureau Books

Frontiers in Health
Policy Research,
Volume 2

Frontiers in Health Policy Re-
search, Volume 2, edited by Alan M.
Garber who is an NBER Research
Associate and Director of the NBER’s
Program on Health Care, is the sec-
ond volume in an annual series that
presents policy-relevant economic
research on issues in health care and
health policy. Each volume will con-
tain approximately five papers from
an annual conference held in Wash-
ington, D.C. Topics to be covered in-
clude the implications of health care
policy provisions, health care organi-
zation and management, health out-

comes, health care output and pro-
ductivity, health-related behavior,
health and aging, and health and
children. The emphasis will be on
less technical papers written primar-
ily for a policy audience. In keeping
with the NBER tradition, the papers
will present analysis but will not ad-
vocate particular policies.

The contributors to Volume 2 in-
clude NBER researchers Laurence C.
Baker, Alan M. Garber, Daniel Kessler,
Thomas E. Macurdy, and Mark B.
McClellan, Stanford University; David
M. Cutler, Harvard University, and
Frank A. Sloan, Duke University.
Their topics are: 1) whether where
you are admitted makes a difference
in your care; 2) managed care and

medical technology growth; 3) de-
signing hospital antitrust policy; 4)
medical care at the end of life; and,
5) the value of health and what af-
fects it.

This volume should appeal not
only to academic economists but to
anyone interested in health care
policy. Its price is $30.00 (cloth),
or $15.00 (paperback). It may
be ordered directly from the MIT
Press at 5 Cambridge Center, Cam-
bridge, MA 02142; or, by phone to
(617) 253-2889; or, by email to
mit—press-orders@mit.edu. The
MIT Press also has a web site:
www.mitpress.mit.edu/journals.tcL
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The following volumes may be ordered directly from the University of Chicago Press, Order Department,
11030 South Langley Avenue, Chicago, IL 60628-2215; 1-800-621-2736. Academic discounts of 10 percent for
individual volumes and 20 percent for standing orders for all NBER books published by the University of
Chlcago Press are. avallable to umver51ty faculty, orders must b sent on umver51ty statlonery :

International Capital
Flows

International Capital Flows, edited
by Martin S. Feldstein, is now avail-
able from the University of Chicago
Press. This NBER Conference Report
includes papers and discussions that
took place at an NBER conference in
the fall of 1997. It assembles the
views of eminent scholars and prac-
titioners on the experience of capital
flows to Latin America, Asia, and
Eastern Europe; the roles of banks,
equity markets, and foreign direct
investment in international capital
flows; and the risks to investors and
others. The book should interest aca-
demic economists, policymakers, and
participants in financial markets.

Feldstein is President and CEO of
the National Bureau of Economic
Research and a Professor of Eco-
nomics at Harvard University.

The price of the volume is $60 for
the clothbound and $25 for the
paperback version.

International and
Interarea Comparisons
of Income, Output,
and Prices

International and Interarea Com-
parisons of Income, Output, and
Prices, edited by Alan Heston and
Robert E. Lipsey, is available this fall
from the University of Chicago Press.
This volume includes papers pre-
sented at an NBER Conference on
Research in Income and Wealth. Two
of the papers are theoretical discus-
sions of how international compar-
isons have been made and should be
made. There are descriptions of
recent developments in the United
Nations International Comparison

Program, which is the basis for al-
most all international comparisons of
real consumption and investment.
One of these developments is the
extension of price and income com-
parisons to the formerly planned
economies of Central and Eastern
Europe. Other papers describe inter-
national comparisons of output made
from the production side and inter-
spatial comparisons within countries.
The latter group includes experimen-
tal comparisons of consumer prices
and of labor compensation among
locations within the United States.

Heston is Professor of Economics
at the University of Pennsylvania.
Lipsey is an NBER Research Associate
in the areas of international studies
and productivity, and Professor of
Economics Emeritus at Queens Col-
lege and the Graduate Center of the
City University of New York.

The price of this volume is $80.00.
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Current Working Papers

NBER Working Papers On-Lme

A complete list of all NBER Working Papers with searchable abstracts and the full texts of Workmg Papers ’
(1ssued since November 1994) are ava1lable at http: //WWW nber.org/WWp '

NBER Working Papers
Paper Author(s) Title
7301 Yannis Katsoulacos The Effects of Environmental Policy on the Performance of
Alistair Ulph Environmental RJVs
David Ulph
7302 Willem H. Buiter The Fallacy of the Fiscal Theory of the Price Level
7303 Gene M. Grossman Incomplete Contracts and Industrial Organization
Elhanan Helpman
7304 Hans-Werner Sinn The Crisis of Germany’s Pension Insurance System and How It
Can Be Resolved
7305 Raghbendra Jha The Environmental Regime in Developing Countries
John Whalley
7306 Robert Shimer The Impact of Young Workers on the Aggregate Labor Market
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Paper Author(s) Tide

7307 Donna B. Gilleskie The Impact of Employer-Provided Health Insurance
Byron F. Lutz on Dynamic Employment Transitions

7308 Randy A. Becker Costs of Air Quality Regulation
J. Vernon Henderson

7309 Mark Bils Wages and the Allocation of Hours and Effort
Yongsung Chang

7310 Mark Bils What Inventory Behavior Tells Us about Business Cycles
James A. Kahn

7311 Mark Bils Understanding How Price Responds to Costs and Production
Yongsung Chang

7312 Lisandro Abrego The Choice of Structural Model in Trade-Wages Decompositions
John Whalley

7313 Maurice Obstfeld New Directions for Stochastic Open Economy Models
Kenneth Rogoff

7314 James M. Poterba Pre-Retirement Cashouts and Foregone Retirement Saving:
Steven F. Venti Implications for 401(k) Asset Accumulation
David A. Wise

7315 Gordon H. Hanson Political Economy, Sectoral Shocks, and Border Enforcement
Antonio Spilimbergo

7316 Stephen Coate An Efficiency Approach to the Evaluation of Policy Changes

7317 Martin D. D. Evans Order Flow and Exchange Rate Dynamics
Richard K. Lyons

7318 Courtney Coile Delays in Claiming Social Security Benefits
Peter Diamond
Jonathan Gruber
Alain Jousten

7319 Randall S. Kroszner Bankers on Boards: Monitoring, Conflicts of Interest, and Lender Liability
Philip E. Strahan

7320 Alan L. Gustman Pensions and Retiree Health Benefits in Household Wealth:
Thomas L. Steinmeier Changes from 1969 to 1992

7321 Jagadeesh Gokhale Comparing the Economic and Conventional Approaches to Financial Planning
Laurence J. Kotlikoff
Mark J. Warshawsky

7322 Stacy Berg Dale Estimating the Payoff to Attending a More Selective College:
Alan B. Krueger An Application of Selection on Observables and Unobservables

7323 Harry Holzer Assessing Affirmative Action
David Neumark

7324 Mark McClellan Comparing Hospital Quality at For-Profit and Not-for-Profit Hospitals
Douglas Staiger

7325 David Ikenberry Stock Repurchases in Canada: Performance and Strategic Trading

Josef Lakonishok
Theo Vermaelen
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Paper Author(s) Title
7326 Thomas C. Kinnaman The Economics of Residential Solid Waste Management
Don Fullerton
7327 Mark McClellan The Quality of Health Care Providers
Douglas Staiger
7328 John DiNardo The Phillips Curve is Back? Using Panel Data to Analyze the Relationship
Mark P. Moore Between Unemployment and Inflation in an Open Economy
7329 Austan Goolsbee Evidence on Learning and Network Externalities in the Diffusion of
Peter J. Klenow Home Computers
7330 Young-Hye Cho Time-Varying Betas and Asymmetric Effect of News:
Robert F. Engle Empirical Analysis of Blue Chip Stocks
7331 Young-Hye Cho Modeling the Impacts of Market Activity on Bid-Ask Spreads in the
Robert F. Engle Option Market
7332 Daniel S. Hamermesh The Changing Distribution of job Satisfaction
7333 James L. Heckman Causal Parameters and Policy Analysis in Economics:
A Twentieth Century Retrospective
7334 Rajesh K. Aggarwal Performance Incentives Within Firms: The Effect of Managerial Responsibility
Andrew A. Samwick
7335 Rajesh K. Aggarwal Empire-Builders and Shirkers: Investment, Firm Performance, and
Andrew A. Samwick Managerial Incentives
7336 Richard Portes The Determinants of Cross-Border Equity Flows
Héléne Rey
7337 Kathryn M. Dominguez The Market Microstructure of Central Bank Intervention
7338 Jeffrey A. Frankel No Single Currency Regime is Right for All Countries or at All Times
7339 Axel Borsch-Supan Incentive Effects of Social Security Under an Uncertain Disability Option
7340 Hylke Vandenbussche Import Diversion under European Antidumping Policy
Jozef Konings
Linda Springael
7341 Robert F. Engle CAViaR: Conditional Value at Risk by Quantile Regression
Simone Manganelli
7342 David C. King Congressional Vote Options
Richard J. Zeckhauser
7343 Christina Paxson Work, Welfare, and Child Maltreatment
Jane Waldfogel
7344 Michael Hout Self-Employment, Family Background, and Race
Harvey S. Rosen
7345 Jean O. Lanjouw The Quality of Ideas: Measuring Innovation with Multiple Indicators
Mark Schankerman
7346 Geert Bekaert Stock and Bond Pricing in an Affine Economy
Steven R. Grenadier
7347 Thomas N. Hubbard How Wide Is the Scope of Hold~Up-Based Theories? Contractual Form and
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Paper Author(s) Title
7348 Jonathan Gruber The Wealth of the Unemployed: Adequacy and Implications for
Unemployment Insurance
7349 Edward P. Lazear Educational Production
7350 Tamim Bayoumi The Morning After: Explaining the Slowdown in Japanese Growth in the 1990s
7351 Taizo Motonishi Causes of the Long Stagnation of Japan during the 1990’s: Financial or Real?
Hiroshi Yoshikawa :
7352 Daron Acemoglu Productivity Gains From Unemployment Insurance
Robert Shimer
7353 Jeff Grogger Welfare Dynamics under Time Limits
Charles Michalopoulos
7354 Roberto Rigobon On the Measurement of the International Propagation of Shocks
7355 Ricardo J. Caballero The Cost of Recessions Revisited: A Reverse-Liquidationist View
Mohamad L. Hammour
7356 Alec Ian Gershberg Competition and the Cost of Capital Revisited: Special Authorities and
Michael Grossman Underwriters in the Market for Tax-exempt Hospital Bonds
Fred Goldman
7357 Robert E. Lipsey Foreign Production by U.S. Firms and Parent Firm Employment
7358 Vernon Henderson Marshall’s Economies
7359 Iain Cockburn The Diffusion of Science-Driven Drug Discovery:
Rebecca Henderson Organizational Change in Pharmaceutical Research
Scott Stern
7360 Douglas Holtz-Eakin Estate Taxes, Life Insurance, and Small Business
John W. Phillips
Harvey S. Rosen
7361 Bong-Chan Kho Banks, the IMF, and the Asian Crisis
René M. Stulz
7362 Jagadeesh Gokhale Social Security’s Treatment of Postwar Americans: How Bad Can It Get?
Laurence J. Kotlikoff
7363 Bruce D. Meyer Welfare, the Earned Income Tax Credit, and the Labor Supply of
Dan T. Rosenbaum Single Mothers
7364 Dani Rodrik Short-Term Capital Flows
Andrés Velasco
7365 Michael D. Bordo The Future of EMU: What Does the History of Monetary Unions Tell Us?
Lars Jonung
7366 Emmanuel Saez Do Taxpayers Bunch at Kink Points?
7367 Emmanuel Saez The Effect of Marginal Tax Rates on Income: A Panel Study of ‘Bracket Creep’
7368 Alan L. Gustman What People Don’t Know About Their Pensions and Social Security:
Thomas L. Steinmeier An Analysis Using Linked Data From the Health and Retirement Study
7369 Wolfgang Keller Environmental Compliance Costs and Foreign Direct Investment Inflows

Arik Levinson

to U.S. States

NBER Reporter Fall 1999  47.



Paper Author(s) Title

7370 Michael Baker Earnings Dynamics and Inequality among Canadian Men, 1976-1992:
Gary Solon Evidence from Longitudinal Income Tax Records

7371 Michael Baker Occupational Gender Composition and Wages in Canada: 1987-1988
Nicole M. Fortin

7372 B. Douglas Bernheim The Adequacy of Life Insurance: Evidence from the Health and
Lorenzo Forni Retirement Survey
Jagadeesh Gokhale
Laurence J. Kotlikoff

7373 Paul A. David Is Public R&D a Complement or Substitute for Private R&D?
Bronwyn H. Hall A Review of the Econometric Evidence
Andrew A. Toole

7374 Peter Cappelli Do “High Performance” Work Practices Improve Established-Level Outcomes?
David Neumark

7375 Charles 1. Jones Was an Industrial Revolution Inevitable? Economic Growth Over

the Very Long Run

7376 Harrison Hong Differences of Opinion, Rational Arbitrage and Market Crashes
Jeremy C. Stein

7377 George Chacko Dynamic Consumption and Portfolio Choice with Stochastic Volatility in
Luis M. Viceira Incomplete Markets

7378 Bruce A. Blonigen Antidumping Investigators and the Pass-Through of Exchange Rates and
Stephen E. Haynes Antidumping Duties

7379 Victor R. Fuchs The Future of Health Economics

7380 Michael D. Hurd Anticipated and Actual Bequests
James P. Smith

7381 Olivia S. Mitchell New Trends in Pension Benefit and Retirement Provisions

7382 Michael B. Devereux Exchange Rate Pass-through and the Welfare Effects of the Euro
Charles Engel
Cedric Tille

7383 Stephen L. Mehay The Effectiveness of Workplace Drug Prevention Policies:
Rosalie Liccardo Pacula Does ‘Zero Tolerance’ Work?

7384 Michael Klein Capital Account Liberalization, Financial Depth and Economic Growth
Giovanni Olivei

7385 Jean Abraham Enter at Your Own Risk: HMO Participation and Enrollment in the
Ashish Arora Medicare Risk Market
Martin Gaynor
Douglas Wholey

7386 Gerardo della Paolera Internal Versus External Convertibility and Developing-Country Financial
Alan M. Taylor Crises: Lessons from the Argentine Bank Bailout of the 1930s

7387 Alberto Alesina Redistribution Through Public Employment: The Case of Italy
Stephan Danninger
Massimo V. Rostagno

7388 Oliver Hart On the Design of Hierarchies: Coordination Versus Specialization
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7389

7390

7391

7392

7393
7394

7395
7396

7397

7398

7399

7400

7401

7402

7403

7404
7405

7406

7407

7408

Joshua Aizenman
Nancy Marion

David M. Cutler
Ellen Meara

Joel Waldfogel

James M. Poterba
Andrew A. Samwick

Bennett T. McCallum

Alan M. Taylor

Bennett T. McCallum

Owen A. Lamont
Christopher Polk

V. Joseph Hotz
Susan Williams McElroy
Seth G. Sanders

Joshua Aizenman

Anne Case
Motohiro Yogo

Assaf Razin
Efraim Sadka
Chi-Wa Yuen

Anne Case
I-Fen Lin
Sara McLanahan

Eckhard Janeba
John D. Wilson

Rafael La Porta
Florencio Lopez-de-Silanes
Andrei Shleifer
Robert Vishny

Thomas J. Prusa

H. Naci Mocan
Daniel 1. Rees

Alon Brav
George M. Constantinides
Christorpher C. Geczy

David W. Galenson

Yin—\Wong Cheung
Menzie D. Chinn
Eiji Fujii

Uncertainty and the Disappearance of International Credit
The Technology of Birth: Is it Worth It?

Preference Externalities: An Empirical Study of Who Benefits Whom in
Differentiated Product Markets

Taxation and Household Portfolio Composition: U.S. Evidence from
the 1980’s and 1990’s

Theoretical Issues Pertaining to Monetary Unions

Latin America and Foreign Capital in the Twentieth Century:
Economics, Politics, and Institutional Change

Analysis of the Monetary Transmission Mechanism: Methodological Issues

The Diversification Discount: Cash Flows vs. Returns

Teenage Childbearing and its Life Cycle Consequences:
Exploiting a Natural Experiment

Capital Controls and Financial Crises

Does School Quality Matter? Returns to Education and the Characteristics of
Schools in South Africa

Excessive FDI Flows Under Asymmetric Information
How Hungry is the Selfish Gene?

Tax Competition and Trade Protection

Investor Protection and Corporate Valuation

On the Spread and Impact of Antidumping

Economic Conditions, Deterrence and Juvenile Crime:
Evidence from Micro Data

Asset Pricing with Heterogeneous Consumers and Limited Participation:
Empirical Evidence

Quantifying Artistic Success: Ranking French Painters—and Paintings — from
Impressionism to Cubism

Market Structure and the Persistence of Sectoral Real Exchange Rates
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7409 Luis M. Viceira Optimal Portfolio Choice for Long-Horizon Investors with
Nontradable Labor Income
7410 Scott Stern Do Scientists Pay to Be Scientists?
7411 Kevin H. O'Rourke The Heckscher-Ohlin Model between 1400 and 2000: When It Explained
Jeffrey G. Williamson Factor Price Convergence, When It Did Not, and Why
7412 John A. Tauras The Transition to Smoking Cessation: Evidence from Multiple Failure
Duration Analysis
7413 Sebastian Edwards How Effective are Capital Controls?
7414 Morris M. Kleiner Do Industrial Relations Affect Plant Performance?
Jonathan S. Leonard The Case of Commercial Aircraft Manufacturing
Adam M. Pilarski
7415 Andrea Ichino Work Environment and Individual Background:
Giovanni Maggi Explaining Regional Shirking Differentials in a Large Italian Firm
7416 Yin-Wong Cheung Traders, Market Microstructure and Exchange Rate Dynamics
Menzie D. Chinn
7417 Yin-Wong Cheung Macroeconomic Implications of the Beliefs and Behavior of
Menzie D. Chinn Foreign Exchange Traders
7418 Barry Eichengreen Exchange Rates and Financial Fragility
Ricardo Hausmann
7419 Edward P. Lazear Output-based Pay: Incentives or Sorting?
7420 Benjamin M. Friedman The Future of Monetary Policy: The Central Bank as an Army with
only a Signal Corps?
7421 Marcello Estevido Measuring Temporary Labor Outsourcing in U.S. Manufacturing
Saul Lach
7422 Susan M. Dynarski Does Aid Matter? Measuring the Effect of Student Aid on College Attendance
and Completion
7423 Tomas J. Philipson The Long-Run Growth in Obesity as a Function of Technological Change
Richard A. Posner
7424 Joshua Angrist New Evidence on Classroom Computers and Pupil Learning
Victor Lavy
7425 Brett Katzman Optimal Monetary Impulse-Response Functions in a Matching Model

John Kennan
Neil Wallace

NBER Historical Papers:

118
119
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Richard H. Steckel
Claudia Goldin

Industrialization and Health in Historical Perspective

A Brief History of Education in the United States




Paper Author(s) : Title
NBER Technical Papers
245 John Mullahy Interaction Effects and Difference-in-Difference Estimation in Loglinear Models
246 Willard G. Manning Estimating Log Models: To Transform or Not to Transform?
John Mullahy
247 Brigitte C. Madrian A Note on Longitudinally Matching Current Population Survey (CPS)
Lars John Lefgren Respondents
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