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Arbitrage, 45,294, 352
Argentina, 169
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crisis in, 2, 3, 28, 43, 181
third-generation models, 15, 19, 20
See also specific countries
Asymmetric effects
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See also specific factors, models
Asset-market equilibrium, 29
Auerbach-Kotlikoff model, 285-326, 288,
319-320
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Bailout, 3, 52-71
banks and, 57
bonds and, 60
borrowing constraint, 65
contracts payment and, 65-67
equilibrium dynamics, 63-66
exchange rates and, 71-72

lending booms and, 64
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windfall gains and, 58n5
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160
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Banking regulation, 57, 59, 65-66, 182
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Borrowing constraint, 57, 59, 60, 65, 66
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Brownian motion, 376
Business cycles. See Cycles
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Cagan elasticity, 91

Calvo contracts, 82n9
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Capital account liberalization, 177-205

Capital-labor ratio, 11, 266, 307

Capital-output ratio, 348

Cash-in-advance model, 76n4

Catching-up process, 411-415,
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Certainty equivalence, 74
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Chile, 452-453
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Closed-economy models, 330, 339-340
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Cobb-Douglas functions, 263-265, 269, 270,

276, 318-319, 337, 378
Comparative politics approach, 436
Competition, efficiency of, 427-428
Confidence levels, 2, 26-27
Constant-relative risk aversion (CRRA)
utility, 234
Consumption
Cobb-Douglas index, 79
consumer model, 56
consumption certainty equivalence, 132
growth and, 7, 237, 250
labor and, 86
tax on, 288-289, 299, 309, 352
terms of trade and, 84-85
volatility in, 101, 133n33, 249
welfare and, 236
Convergence, of productivity, 268

Convertibility insurance, 3, 45
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Core technology, 270
Corruption, political, 451-452
Cost shocks, 208, 218
Credit multiplier, 61
Crises
balance sheet effects, 20-23, 26
bankruptcy. See Bankruptcy
bipolar hypothesis, 19
boom-bust cycles. See Boom-bust cycles
determinancy of, 19
economic reasons for, 1
expansion and, 24
first generation models, 16
fourth generation models, 15-31
growth and, 52, 72
lending booms and, 4
second generation models, 18
self-fulfilling attacks. See Self-fulfilling
attacks
third generation models, 2, 15, 19
twin crises, 62
uncertainty and, 55n3
uncovered interest parity and, 121-155
See also specific countries, models
Crony capitalism, 57
CRRA utility. See Constant-relative risk
aversion
Currency bands, 42
Currency boards, 42-43, 47-48
Cycles, 24, 122-123
boom-bust. See Boom-bust cycles
cost of, 233-257
growth and, 251
Lucas model, 7
sensitivity analysis, 225-226
welfare and, 233
world business cycle, 212

D

Default, 58-63. See also Bankruptcy
Demand
backward-bending, 66
global, 269
See also Consumption
Denmark, 160, 161
Devaluation, 2
convertibility insurance, 45
devaluation bias, 33-51
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inflation bias, 2, 36, 40, 45
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Developing countries, 160

growth and, 11, 181

inflation in, 207-230

liberalization and, 181, 202

supply shocks, 212n6

uncovered interest parity, 5

See also specific countries
Diamond-Dybvig bank-run model, 19
Diamond-Mirrlees model, 374, 386n35
Dickey-Fuller tests, 132n28
Disability insurance, 292
Diversification, 128
Diversion, of funds, 57-58
Dollar appreciations, 74
Double market play, 3

E

Earned Income Tax Credit, 287
Earnings. See Wages
Economic integration, 121-155
Electoral rules, 11, 436
Emerging markets, 55n3
EMU. See European Monetary Union
Engel model, 98n26
Environmental risk, 52
Equities. See Portfolios
EU Social Charter, 405
Europe, 10, 343
EMU. See European Monetary Union
growth and, 260
1992 episodes, 1
tax policies in, 329-369
welfare losses, 332
See also specific countries
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47-48, 124, 126, 148, 160, 425-427
Exchange rates, 111
amplification effects, 77
bailout, 54-58, 71-72
balance sheet effect, 23, 25, 47-48, 66
currency boards, 3
cycles. See Cycles
deficits, 17
devaluation bias, 41
excess returns, 161, 174
fixed, 33-51

hedging, 60, 396

home bias, 10

income tax, 400

inflation and, 158, 216, 219-220

interest rate. See Interest rate

interest rate defense, 158

linearization error, 171n10

portfolio risk, 373

prices and, 383-386

risk and, 61, 74-119, 373

risk premium, 88-89, 90-92, 91n17,

94-96

self-fulfilling attacks, 33-51

speculative attack, 44

stochastic models, 377, 388-396

supply shock, 35

symmetric effects, 114

trade and, 87-98

UIP and, 157-158

uncertainty and, 74, 75, 111

volatility and, 97, 98n26

welfare. See Welfare effects
Exit penalties, 75

F

Factor prices, 9, 266

convergence of, 410, 427-428
Feldstein-Horioka model, 10, 401
Financial fragility models, 16, 65-67
Financial liberalization. See Liberalization
Finland, 160
Fisher equation, 88
Flat tax, 9, 287, 311-316
Fluctuations, analysis of

asymmetry of’, 129-130, 149

model of, 128

specialization and, 142

welfare and, 249
Foreign direct investment (FDI), 178
Forward premium puzzle, 96n25
Fourth generation models, 13-31
France, 160, 161, 169, 342, 343
Freedom House indexes, 440
Frisch elasticity, 323-324

G

Gains from trade, 6

GASTIL indexes, 440

Gauss-Seidel algorithm, 300-301

GDP. See Gross domestic productivity
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329-367, 365
Germany, 160, 169, 342, 343, 425-427
Global transmission effects, 332
Government policy, 17, 68, 416-417
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social standards and, 411
Government spending, 106, 338, 392
fiscal policy and, 432
political regimes and, 444
shocks and, 80
volatility and, 242
unproductive, 368
See also Tax policies
Greece, 410
Growth
bailout, 33-51
balanced growth assumption, 335
business cycles and, 233-257, 251
capital accumulation and, 262
consumption, 238, 250
crises and. See Crises
cycles and. See Cycles
externalities and, 261-262
foreign direct investment, 178
investment and, 7, 178, 246-249, 252,
253
uncertainty and, 234
U.S. economy and, 256
volatility and, 8, 246-249, 256
welfare and, 237, 245
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Harberger-Feldstein approach, 339
Hedging, 60, 375

bonds and, 373

exchange rates and, 396

home bias and, 373
Hildreth-Houck method, 169n5
Hodrick model, 91
Hodrick-Prescott filtering, 145, 146, 212
Home bias, 126n14, 337

extreme, 352

hedging and, 373

income tax, 371-403

investment and, 10

portfolios and, 371-403

risk sharing and, 126n14

tax rates and, 401
Hong Kong economy, 3, 43, 161, 169, 183
Human capital, 261

ILO. See International Labor Organization
IMF. See International Monetary Fund
Implemented technology, 8, 260, 265-269,
276
Incentive contracts, 39
Income tax, 294-296, 298-299
consumption tax, 352
corporate taxes and, 395n48
Earned Income Tax Credit, 287
exchange rates, 400
home bias, 371-403
multiperiod model, 388n37
proportional income tax, 287, 288
stochastic prices and, 386-396
India, 71
Industrial specialization. See Specialization
Inflation, 217
Africa and, 208, 213
Asia and, 208, 218
central bank independence, 40
cost shocks and, 208
deficits and, 6, 225
devaluation bias, 2
developing countries and, 207-230
exchange rates, 40, 207, 216, 219-220
fiscal imbalances and, 207
budget constraints and, 207-208
indexation schemes, 217-218
inertial component of, 208
infuences on, 217-222
interest rate and, 92
lending booms and, 69-70
lower bound for, 30
shocks and, 210, 222-225, 228, 229
South America, 219-220
uncertainty, 262
Information
asymmetry in, 55, 177n2, 372, 414
imperfect markets and, 177-178
sharing agreements, 386n33
Institutions, policy and, 405-429
Insurance, 125, 125n10, 126, 145-148
Integration, 121-155
Interest rate
arbitrage and, 21, 45
domestic policies and, 392
exchange rates and, 5, 18
inflation and, 31
investment and, 26
liquidity traps, 30
long-run real, 347
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money demand function, 109-110
risk premium and, 392
shocks and, 81n5
stock prices and, 44
tax policies in, 309-311, 347
uncovered parity, 121-155
International capital mobility, 383-386
International Labor Organization (ILO),
405
International macroeconomics, 329-369
International Monetary Fund (IMF), 204,
210-212
Investment
balance-sheet effects, 2, 21, 47-48, 55
capital-output ratio, 348
foreign, 10, 416n17
function of, 293
growth and, 252, 253
home bias, 10
interest rate and, 26
investment-to-capital ratio, 247, 250
moral-hazard-driven, 19
productivity and, 250
volatility and, 7, 246-249
Investment multiplier, 61
Invisible Hand, 425
Ireland, 410
Iron law, of institutions, 441
IS-LM type models, 28
Isoelastic models, 252
Italy, 160, 161, 173, 342, 433
Ito’s lemma, 379

J

Japan, 30, 160, 169, 433
Jensen’s inequality, 89, 90n16, 98, 380, 381

K

Keynesian spillover effect, 129

King-Plosser-Rebelo (KPR) method,
348-349

Korea, 71, 160, 161, 173

KPR. See King-Plosser-Rebelo method

Kraay model, 182

Krugman models, 33, 4748

L

Labor
equilibrium allocation, 341n11
migration of, 412, 413, 423-425

sticky price models, 84-85
tax reform and, 288-289
unemployment and, 445
volatility and, 101
work standards, 418
see also Productivity
Laffer curve, 363
Latin American crisis, 17
Law and order index, 204
Law of one price, 81n8
Least squares estimates, 2096
Lending booms, 66, 69-70
Liberalization, 6
bailout and, 3, 72
capital accounts and, 177-205
developing countries and, 181, 202
emerging markets for, 66-72
financial issues in, 3
growth and, 52, 177-203
Quinn index and, 184, 186-187
reforms and, 66-72
sequencing of, 195-202
trade barriers and, 195
Life-cycle model, 285-326
Linear approximation algorithm, 348-349
Liquidity traps, 2, 16, 30, 47
Long-run growth, 335
Lucas model, 7, 35, 76, 236, 261, 349

M

Macroeconomic fluctuations, 121-156

Manager-agents, 56

Mankiw-Romer-Weil (MRW) model,
261-276

McDermott filter, 212

Medicare system, 286, 292, 301-302

Mendoza-Tesar method, 331-332, 348, 351,
365, 366, 368

Mexico, 69, 72, 160, 161, 173, 183, 190

Miller-Orr model, 99

Money demand function, 21, 28

MRW. See Mankiw-Romer-Weil model

Multiple equilibria, 23, 27, 62

Mundell-Fleming model, 21

N

Nash competition, 366

Natural resources, 66
Neoclassical model, 7
Newey-West estimator, 159-160
Norway, 169
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Obstfeld models, 34, 35-38, 93n20
OECD countries, 124, 135-136, 148, 180,
192,279
Old-Age and Survivors Insurance, 292
One price, law of, 81n8
Open economies, 121-283, 375-386
black market premium, 199
financial issues in, 15-118
models. See specific models, parameters
open economics framework, 75
openess measures, 187-192, 199
tax policies in, 330
See also Liberalization; specific countries
Ouinn index, 183n14
Output fluctuations, 4
Output gap, 208
Overlapping generations, 335

P

Pareto optimality, 241, 248, 366
Parity assumptions, 36
Phillips curve, 35
Policy-making models, 330
Political economy, 431-454
Political institutions, 11
comparative politics approach,
436
corruption and, 451
electoral rules and, 436
government spending, 431-454
iron law of, 441
types of, 437-439
Political rights, 440
Pontryagin maximum principle, 415
Ponzi game restriction, 337, 339
Portfolios
foreign demand in, 402
home bias, 126n14, 371-403
risk in, 235
safe-haven shifts, 74
specialization in, 375-386
See also Investment
Portugal, 407, 410
Presidential regimes, 12
Prices, 268
home bias, 10
inflation. See Inflation
nonstochastic, 372
preset, 81-83
price effects, 275
shocks, 105-106

price-setting problem, 82-87
uncertainty and, 374
Productivity
agricultural production, 8
Cobb-Douglas function, 318-319,
318n27, 337
convergence and, 268
incentives and, 271
investment and, 250
investment-to-capital ratio, 247
shocks and, 84-85, 107
total factor, 262-263, 267
See also Labor
Proportional consumption tax, 309-311
Proportional income tax, 287, 288, 304-319
Public-choice school, 432
Public economics, 285-429
Public policy, 262
Purchasing power parity, 36, 102n30

Q

Quasi-currency boards, 32
Quinn model, 180, 182, 187, 195, 198, 204

R

R&D model, 234
Ramsey optimal taxes, 339n10
Random walk analysis, 89, 94-96, 132
Ratchet effects, 448
Rational choice school, 432
Redistribution effect, 351, 406-407
Reserve currency liquidity, 45
Retail sales tax, 286
Revenue-erosion effects, 331n5, 350n14,
351, 358, 368
Ricardian debt, 338, 354n19, 359
Risk, 90n16
equity premium, 235
exchange rates and, 61, 74-119
hedging, 60
risk premium, 90, 90n16, 94-99, 375n14
sharing. See Risk sharing
shocks and, 77
UIP and, 159n1
Risk sharing, 5
EMU and, 126
gains from, 151
home bias, 126n14
Robustness tests, 142-144, 142-144,
142-144
Rollovers, 24
Russia, 160, 161
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Sachs-Warner index, 195, 198, 204
Safe-haven portfolio shifts, 74, 92

Sales tax, 286
Saving, 10, 92n19, 288, 319
Schneider-Tornell model, 20
Schooling, measure of, 264
Securities markets, 80
Self-fulfilling attacks, 36-38, 46
balance sheet effects and, 47
exchange rates and, 33-51
fundamentals and, 33
likelihood of, 65
models of, 36
sunspot equilibria, 64
twin crises and, 62
volatility and, 53

Sensitivity analysis, 188-192, 225-226,

318-319
Shadow price, 17
Shocks
amplification effects, 77

asymmetry of, 129-130, 145-148

consumption shocks, 93
cost shocks, 208

demand factors and, 97n25
GDP and, 125

government spending, 80, 106, 448

income/outcome, 148

inflation and, 210, 222-225, 228, 229

interest rate and, 81n5
international transmission of,
104n33
labor supply and, 101
portfolios and, 376n18
prices and, 105-106
productivity and, 84-85, 107
short-run effects, 92-94
specialization and, 121-156
unemployment and, 445
utility and, 102

welfare effects, 111-116, 246n4

Singapore, 183

Smithsonian system, 15
Smoothing, 351

Social dumping, 405-429
Social Security, 286, 292, 301
Social standards, 407

Solow models, 263-265, 277
Soros bonds, 45

South America, 213, 219-220, 228

Soviet Union, 139
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Spain, 407, 410
Specialization
asymmetry, 142
index of, 134-135
integration and, 123-125, 126
measures of, 134-135
monetary unions and, 127
OECD countries, 138
risk of, 148
sectoral, 5
shocks and, 121-156
Speculative attacks, 1, 15, 19, 44
Spillover effect, 129
Stackelberg competition, 366
Standard of living, 259
Sticky price models, 75, 82n10, 96, 378
Stochastic models
equilibrium monetary model, 74, 89
income tax and, 384
random walk analysis, 110
sticky price models, 82n10
two-country model, 77-80
Wiener processes, 376
Structural reform, 25
Sunspot equilibria, 64
Supply shock, 35
Sweden, 160
Switzerland, 169

T

Tax policies
bequests and, 302-304
bonds and, 348
closed-economy models, 340
demographics and, 289-294
efficiency analysis, 335
equilibrium models, 334-353
flat tax, 9
harmonization, 329-369
hedging and, 398
international transmission effects, 330,

349-353

labor supply and, 319
nonstochastic models, 387-388
in open economy, 9
policy-making models, 330
proportional income tax, 287
Ramsey optimal, 339n10
redistribution effect, 367
residence-based, 352
revenue-erosion effects, 351, 354n19, 358
saving and, 288, 319
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Tax policies (cont.)
simulations of, 304-319
stocahstic prices and, 396-404
time-inconsistent, 367
transmission effects, 330, 349-353
unilateral tax cuts, 354-365
United States and, 285-327
welfare effects, 9, 311-316, 396
X tax, 9
Taxpayer Relief Act (1997), 285
Technology
available technology, 260
core technology, 270
implemented technology, 260
labor-augmenting, 335, 365
rate of change, 8, 335
Tequila crisis, 72, 165
Terms of trade, 84-85, 113-114, 125n10
TFP. See Total factor productivity
Third-generation models, 2, 15, 19
Time inconsistency problem, 45
Tobin adjustment costs, 9, 11
Tobin q value, 294, 307, 423
Total factor productivity (TFP), 262-263,
267
Trade barriers, 121, 124n6, 195
Transversality condition, 418
Twin crises, 62

U

UIP. See Uncovered interest parity
Uncertainty, 4, 55n3, 76, 111, 234
Uncovered interest parity (UIP)
hypothesis, 5, 157, 167
Underdeveloped countries, 405, 411-415
Unemployment, 445
Unit root tests, 132n28
United Kingdom, 10, 160, 329, 333, 342,
343, 347, 354, 361, 364
United States, 135, 148, 160
consumption, 7
dollar appreciations, 74
GDP and, 124
income fluctuations, 147
income insurance, 145
specialization in, 128n17, 137, 139, 140
tax reform, 285-327
Uzawa-Lucas model, 264

\Y%

Value-added tax (VAT), 353-354
Vector autoregressions (VARs), 209-210

Velocity of money, 76n4, 91
Volatility
cost of, 103-104
endogenous, 53
exchange rates, 87
government spending, 242
growth and, 8, 256
investment and, 7, 246-249
measures of, 5
risk premium and, 96
self-fulfilling attacks and, 53
shocks and, 242
sticky price models and, 96
uncertainty and, 4, 76
welfare effects, 99-104, 101, 238, 248
Voluntary participation constraint,
82n10

W

Wages
GDP and, 145-148
macroeconomic fluctuations, 4
redistribution effect, 351
rigid, 178
social dumping, 427-428
wages in kind, 406
Walsh contract, 39
Wealth effects, 58n5
Welfare effects
borrowing constraints, 68
consumption and, 99-101
cycles and, 233
exchange rates and, 75
flat tax and, 311-316
growth and, 245
investment and, 7
overall optimum, 417-420
shocks and, 111-116, 132n28
social standards and, 417
taxation and, 9, 311-316, 349,
362,398
underdeveloped countries and, 405
volatility and, 99-104, 133n33, 248
‘Whalen model, 99
Wiener processes, 376
Windfall gains, 58n5
Worker’s rights, 405
World business cycle, 212, 225-226

X
X tax, 286, 287, 289, 316-319
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