
www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


Subject index

ability to pay models see emerging markets
accelerated depreciation allowances 66

changes in corporate tax rate 72
adjustment hazard 114, 117–18, 119, 120, 122
aggregate consumption calculation 298–301
aggregate investment 109–23

response to shocks 115–17
aggregation 553–4, 558, 559
aggregation bias 553
ambiguity xiv–xvi

aversion theory xxii
and learning 105
modelling xvi, xviii–xix
perfect risk sharing 324–5

anticipation effect 105
Argentinian crisis 335, 395
ARIMA decomposition 543
Asian crisis 319, 343
asset contracts, currency denomination 311–12
asset prices

as collateral see emerging markets
claims on aggregate consumption 430–2
interest rates 437–9
levered claims 434–5, 441, 443
modelling choices 406, 441–2
non-Walrasian labour contracts 440–1
options 433–4, 443
research on xx–xxii
risk premia: on nominal bond 439–443:

time-variation 439–40
see also consumption-based asset pricing

model
average investment-to-capital ratio 115

bad news principle (Bernanke) 55
bankruptcy costs 343
behavioural models 26
Bellman equation 487, 498, 502–3, 507, 523
Beveridge curve 552
billiards analogy (Friedman) 22–3, 27
balanced growth, and technical progress 560

bond financing 85
borrowing constraints

Carroll’s model 19
Sudden Stops 352–4, 356, 357, 358, 364: in

willingness to pay model 384, 385–8
bounded rationality 19, 550
Breush–Godfrey test 556
budget constraint 250

links monetary and fiscal policy 243, 244, 245
in willingness to pay model 384, 385
see also present value budget constraint

buffer stock model 11–15
business cycle theory, equilibrium models xxi,

xxiii, 74, 509, 510–15, 550–2, 559
see also endogenous growth, Hicksian

accelerator, new growth theory, persistence,
real business cycle models

capital accumulation
sudden stops 389–95

capital asset pricing model (CAPM) 65
compared with consumption-based model

420
capital inflows, sudden stops 319
capital stock level 38

adjustment 138–42
cost 37–8, 39, 53, 77
and irreversibility 44, 45, 46–55, 95–7, 130–1
and learning 103–4
in neoclassical investment model 36–7

cash flow
discount factor 64–6
proxy for net worth 94

cash-in-advance constraint 456, 459, 460, 461,
540

certain equivalent perspective 527, 534–5
certainty equivalent model 6, 7, 16

Euler equation 9
planned consumption growth 14

chaotic paths 543
Cochrane variance ratio 556

576

www.cambridge.org© in this web service Cambridge University Press

Cambridge University Press
978-0-521-53403-1 - Dynamic Macroeconomic Analysis: Theory and Policy in General Equilibrium
Edited by Sumru Altug, Jagjit S. Chadha and Charles Nolan
Index
More information

http://www.cambridge.org/9780521534031
http://www.cambridge.org
http://www.cambridge.org


Subject index 577

collateral constraints
asset prices 369–71
margin requirements 369–71, 392–5

complex roots 543
computing power, and SDP approach 10–22, 32
congestion 187–9
constant elasticity of variance xxi
constant relative risk aversion (CRRA) utility

function 521, 524, 531
and consumption 8
Euler equation 9
stochastic dynamic programming 7–9, 11

consumption behaviour
historical development of models 2–10
random walks 6
use of stochastic dynamic programming 1–2,

7
see also life cycle hypothesis, permanent

income hypothesis
consumption floor, and education 16–17
consumption tracks income phenomenon 16
consumption, sensitivity to income 6
consumption-based asset pricing model 406

asset pricing equation 407–11, 430
excess returns 421–2
historical data 408–11
idiosyncratic risk 426–9
measurement of volatility 423
Mehra–Prescott approach 414–15, 442
riskfree rate puzzle 415–17, 425, 442
risk premium 411–15, 443: across assets

418–20
utility function 423
see also asset prices, equity premium puzzle

consumption–output ratio 491, 494, 495, 501
continuous time models xvii, xxiii
continuous time stochastic methods 158–9
Cooley–Quadrini model xxiii
corporate tax rate, changes in 70–2
correlation puzzle 413
cost channel

interest rates 461
monetary policy 457

cost uncertainty, and investment 62–4
costs-of-adjustment model of investment xiv,

40–2, 43–4, 57
changes in tax rates 67, 69

CPI inflation 311–12
creative destruction 550
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fiscal shocks
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277
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in NOEM framework 326–8
price level 255–6, 258
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revenue 252

government demand, and investment 127
government spending, in Redux model 316, 325
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tradeoff 179–82
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tax rates 182–5, 186, 198

growth rate, role of fiscal policy 155–6
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tradition models 542–3
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model, overlapping generations model

habit persistence model 425–6
hangover effect 95, 97
Hicksian accelerator 509, 510–15, 559
household consumption see consumption
Hubbard, Skinner, Zeldes framework, contrast

with Carroll 16–17
hurdle rate effect 95, 107
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self-control 26

implementation cycles 552
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investment installation costs 441
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removal 69, 121
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fixed costs 138–41
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long-run effects 95–7
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impact of risk 62–4
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risk 102
shocks 119–20, 132–5, 136
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157

Knightian uncertainty xv, xxii

labour income, in endogenous growth models
487–9
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value function 488, 501, 502–5, 506, 507
welfare 505–6
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portfolio readjustment 457
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fiscal policy 323–4
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143, 144

models 110–19

margin requirements, and sudden stops 369–71
marginal effective tax rate 37
marginal propensity to consume 2, 11
mean-variance equilibrium 156
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modelling xvi, 23–6

rules of thumb 25
Modigliani–Miller theorem 84–5
monetarist equilibrium 258–9
monetary policy

business cycle analysis model 269–75
coordination with fiscal policy 243, 248–52,

276–9, 289
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222–4; households 215–19;
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objective uncertainty 98, 104
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out of sample prediction xxv
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and growth 189–91
response to monetary shocks 451, 452

overlapping generations model 543–6

partial irreversibility see irreversibility
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perfect capital markets, and buffer stock model
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permanent income hypothesis 3

and Friedman 3, 5
perpetual youth model 270
persistence xxiii–xxiv, 451

growth implications 556–9
predator–prey model 518
price stickiness 452, 454

problem in macroeconomic data 510
in real business cycle models 541, 552: and
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per-trade costs 371–3
plant level financial constraints 145
political risk xiv
precautionary savings 9, 18, 354–5, 367–9, 384,

399
predator–prey model (Goodwin) 509, 515–19,

559
present value budget constraint 245–6, 249,
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264, 277

present–future tradeoff models 27–9
price level see fiscal theory of the price level
price stability 213

core price level 234
debate on optimality 239–40
fixed prices 229–36
stabilisation policy 213, 214
wage stabilisation 217–18, 236–9
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producer currency pricing 309–10, 316, 319
endogeneity 313–15
fiscal policy 323–4
risk 324

productivity shock, impulse responses 289, 290
public expenditure, role of 186–94
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Q-theory of investment (Tobin) xiv, 34, 42–3,
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adjustment cost 43
fixed costs 123
general equilibrium framework 124
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rational belief equilibrium theory xxii
rational expectations equilibrium theory xxii
real business cycle models xxi, xxiii, 74
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522–9
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see also emerging markets, persistence

real options approach 45
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recurrent costs 371–3
Redux model 309–17, 324

fixed exchange rates 326
government spending

representative agent model (Ramsey) 542–3
Ricardian equivalence 245, 275, 326, 327, 328
risk aversion

premium 131
and prudence 9

robust control xv, xviii–xix
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Russian economic crisis 335, 397, 398

safety net 18–19, 20–1, 28
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Schumpeterian waves 551–2
shadow value of capital 41, 42, 43
Sharpe ratios
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406–13, 418–20, 422, 424–5, 428, 430,
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habit persistence model 425–6
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demand 126–7
distribution of 213
irreversibility 125–6, 131
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persistence 144
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see also real business cycle models
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social security, in Hubbard, Skinner, Zeldes

model 16, 17
see also safety net

sovereign debt 346
Stability and Growth Pact 269
stabilization policy, assymetries 213
stationary cardinal utility function 349, 350
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Stein’s lemma 411–15
sticky prices xix–xx

currency denomination 309–15
DSGE models 453
NNS model 224–7

real wages 455
responses to monetary shocks 452
see also labour market matching

sticky wages xix–xx
in NNS model 224–7

stochastic dynamic programming approach
Carroll and Hubbard, Skinner, Zeldes models

18, 21
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research potential 30–1

subjective uncertainty 98, 101, 102, 104, 106
Sudden Stop phenomenon xx, 335–41, 364,

395–9
collateral constraints 343, 344
see also emerging markets

supply constraints, and business cycles 515
sustainable future consumption 27–9
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487

tax smoothing 268
Taylor rules xiv, xvii–xviii, xix, 280, 285,

318–19, 465
see also monetary policy rules

technical uncertainty 83–4
Tequila effect 335, 343
time-to-build 77–84, 520
timing 67–9

and welfare 169–73
see also monetary policy

transmission mechanism 520, 540
weakness 553

uncertainty
buffer stock models 12, 13
fiscal policy 66–9, 74
Hubbard, Skinner, Zeldes model 16
investment xiv, 35, 107–9
life cycle hypothesis 5
market equilibrium 60–2
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regime shifts 75–7
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welfare effects 310
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value function see labour income
value-at-risk collateralization 369, 397

wealth, buffer stock models 14–15, 18–19
welfare damaging inertias, in stabilization policy

xvii
welfare, effect of capital tax 169–73, 174–6

willingness to pay models see emerging markets
Wright Patman effect 457

yield curve
average slope 437, 443
consumption 406
real interest rates 435–7
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