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Aaronson, Stephanie

PD February 2001. TI Looking Ahead: Young Men,
Wage Growth and Labor Market Participation. AA  Board of
Governors of the Federal Reserve System. SR Board of
Governors of the Federal Reserve System, Finance and
Economics Discussion Paper: 2001/19; Ms. Karen Blackwell,
FEDS Secretary, Mail Stop 77, Federal Reserve Board.
Washington, DC 20551. Website: www.bog.frb.fed.us/
pubs/feds/. PG 47. PR no charge. JE 122, J24, J31.
KW Luabor Supply. Wage Growth. Labor Force. Work
Experience. Human Capital.

AB  Despite the long economic expansion, employment
among young men is lower today than it was in the late 1960s.
This decline has been largely driven by a 17 percentage point
reduction in the proportion of high school dropouts working
even a single week per year. One common explanation for this
trend. declining real wages, ignores the fact that the value of
working today depends on future returns to experience. This
paper estimates a model of labor supply with retumns to
experience as an explanatory variable, using data from the
Current Population Survey. The classic myopic labor supply
mode! (in which only the current wage matters) is rejected in
favor of one that includes forward-looking considerations.
embodied in returns to experience. For high school dropouts,
decreasing returns to experience explain 30% of the decline in
participation between 1967 and 1977. Changes in wages do not
cxplain any of this trend. During the 1980s, declining wages
result in an under-prediction in the annual participation of
college graduates. Rising wage growth rates explain the higher
rates of participation.

Abbink, Klaus

PD January 2000. TI  Fair Salaries and the Moral Costs of
Corruption. AA  University of Bonn. SR University of
Bonn, Bonn Graduate School of Economics Discussion Paper:
01/2000: Graduate School of Economics, University of Boan,
Adenauerallee 24-42, 53113 Bonn, Deutschland, Germany.
Website:  www.wiwi.uni-bonn.de/bgse/liste.html. PG 5.
PR no charge. JE C91, D62, D72, D73, K42
KW Corruption. Reciprocity. Faimess. Public Sector Salaries.
Experiments.

AB In a bribery experiment, we test the hypothesis that
distributive fairness considerations make relatively well-paid
public officials less corruptible. Corrupt decisions impose
damages to workers whose wage is varied in two treatments.
However, there is no apparent difference in behavior.

PD October 1999. TI  An Experimental Bribery Game.
AU Abbink, Klaus; Irlenbusch, Bemd; Renner, Elke.
AA Abbink and Irlenbusch: University of Bonn. Renner:

WHU. SR University of Bonn, Sonderforschungsbereich
Discussion. Paper: B/459; Sonderforschungsbereich 303,
University of Bonn, Adenauerallee 24-42, 53113 Bonn,

Deutschland/Germany. Website: WWW.wWiwi.uni-
bonn.de/bgse/liste.html. PG 23. PR no  charge.
JE C91, D62, D72, D73, Kd42. KW Corruption.

Experiments. Reciprocity. Faimess. Repeated Games.

AB Essential characteristics of corruption are (1) a
reciprocity relationship between briber and public official, (2)
negative welfare effects, and (3) high penalties when
discovered. We separate the influences of these factors in an
experiment. In a two-player game reciprocation s
economically inefficient through negative externalities. A
control treatment without externalities is also conducted. In a
third. so-called sudden death treatment, corrupt pairs face a low
probability of exclusion from the experiment without payment.
The results show that reciprocity establishes bribery
relationships, where negative externalities have no apparent
effect. The penalty threat significantly reduces corruption.
although discovery probabilities are typically underestimated.

PD October 1999. TI  Staff Rotation: A Powerful Weapon

Against Corruption? AA  University of Bonn.
SR University of Bonn, Sonderforschungsbereich Discussion

Paper: B/460: Sonderforschungsbereich 303, University of

Bonn, Adenauerallee 24-42, 53113 Bonn.
Deutschland/Germany. Website: www.wiwi.uni-
bonn.de/bgse/liste.himl. PG |5, PR no  charge.

JE C91, D62, D72, D73, K42. KW Corruption. Staff
Rotation. Repeated Games. Bribery. Experiments.

AB The German federal government intends to introduce
regular staff rotation as a precautionary measure against
corruption in public administrations. To test the effectiveness of
this instrument, we conduct an experiment using the bribery
game by Abbink, Irlenbusch, and Renner (1999). in which pairs
of potential bribers and public officials are randomly re-
matched in every round. The data are compared to the
analogous treatment with fixed pairs. The results provide strong
evidence for the effectiveness of staff rotation in the
experimental environment. The level of bribes as well as the
frequency of inefficient decisions caused by bribery are reduced
significantly.

Abellan-Perpinan, Jose-Maria

TI  Equity Considerations in Health Care: An Axiomatic
Bargaining Approach. AU Cuadras-Morato, Xavier; Pinto,
Jose Luis; Abellan-Perpinan, Jose-Maria.

Abrams, Richard K.

PD December 2000. TI Issues in the Unification of
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Financial Sector Supervision. AU Abrams, Richard K.;
Taylor, Michael W. AA Intemational Monetary Fund.
SR Intermational Monetary Fund  Working  Paper:
WP/00/213; International Monetary Fund, 700 19th Street,
Washington, DC 20431. PG 32. PR not available.
JE G18, G28, K23, Ls2. KW Financial Services
Regulation. Prudential Supervision. Regulatory Agencies.

AB The paper considers the generic arguments for and
against the creation of a unified regulatory agency, covering
each of the main types of financial institutions (banks, insurers
and securities firms). The strongest arguments for unification
are the enhanced oversight of financial conglomerates and the
economies of scale they can potentially deliver. However, there
are also a number of potentially serious disadvantages to
unification. especially the risk that the change process will be
mismanaged and will result in a reduction in regulatory
capacity. The issue requires careful deliberation and ultimately
depends on a matrix of factors which vary in importance from
country to country.

Abul Naga, Ramses

PD July 1999. TI Panel Data Estimation of the
Intergenerational Correlation of Incomes. AU  Abul Naga,
Ramses: Krishnakumar, Jaya. AA  Abul Naga: University of
Lausanne. Krishnakumar: Universite de  Geneve.
SR Universite de Lausanne. Cahiers de Recherches
Economiques: 9910: Ecole des HEC-DEEP, Department
d’Econometrie et d'Economie Politique, University of
Lausanne-BFSH 1--Dorigny, CH-1015 Lausanne, Switzerland.
Website:  www.hec.unil.ch/depart/DEEP/cahiers/cah-list.htm.
PG 27. PR no charge. JE (C23, C33, D31, J31, J62.
KW Intergencrational Mobility. Panel Data. Income
Transmission. Children.

AB We consider the problem of estimating the
intergenerational correlation of incomes in the context of a
panef data framework with measurement errors. We present
single equation estimation methods as well as system methods
under various assumptions regarding the serial correlation of
the error term and taking into account possible correlations
among children of the same family. Application to a sample of
US parents and children leads to estimates of the order of 0.42
to 0.60 for the coefficient of income transmission.

Acemoglu, Daron
PD September 2000. TI  Credit Market Imperfections and
Persistent Unemployment. AA Massachusetts Institute of

Technology. SR Massachusetts Institute of Technology,
Department of Economics Working Paper:  00/20;
Massachusetts  Institute of Technology, Department of
Economics, Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142, PG 12. PR $7.00 US, Canada, Mexico;
$10.00 other international. JE  E24, J64, O16, 031, 040.
KW Technological Change. Employment Growth.
Unemployment. Credit Markets. Job Creation.

AB This paper develops the thesis that credit market frictions
may be an important contributor to high unemployment in
Europe. When a change in the technological regime
necessitates the creation of new firms, this can happen
relatively rapidly in the U.S. where credit markets function
efficiently. In contrast, in Europe, job creation is constrained by
credit market imperfections, so unemployment rises and
remains high for an extended period. The data show that there
has not been slower growth in the most credit dependent
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industries in Europe relative to the U.S., but the share of
employment in these industries is lower than in the U.S. This
suggests that although credit market imperfections are uniikely
to have been the major cause of the increase in European
unempioyment, they may have played some role in limiting
European employment growth.

PD September 2000. TI  The Colonial Origins of
Comparative Development: An Empirical Investigation.
AU  Acemoglu, Daron; Johnson, Simon; Robinson, James A.
AA Acemoglu and Johnson: Massachusetts Institute of
Technology. Robinson: University of California, Berkeley.
SR Massachusetts Institute of Technology, Department of
Economics Working Paper: 00/22: Massachusetts Institute of
Technology, Department of Economics, Room ES2-251, 50
Memorial Drive, Cambridge, MA 02142. PG 42,
PR $7.00 US, Canada, Mexico; $10.00 other international.
JE NI10,011,019,020,P10. KW Colonizing Institutions.
Income Per Capita. Africa. Mortality. Development.

AB We exploit differences in the mortality rates faced by
European colonialists to estimate the effect of institutions on
economic performance. Our argument is that Europeans
adopted very different colonization policies in different
colonies, with different associated institutions. The choice of
colonization strategy was, at least in part, determined by
whether Europeans could settle in the colony. In places where
Europeans faced high mortality rates, they could not settle and
they were more likely to set up worse (extractive) institutions.
These early institutions persisted to the present. We document
evidence supporting these hypotheses. Exploiting differences in
mortality rates faced by soldiers, bishops and sailors in the
colonies in the 17th, 18th, and 19th centuries as an instrument
for current institutions, we estimate large effects of institutions
on income per capita. Our estimates imply that differences in
institutions explain approximately three-quarters of the income
per capita differences across former colonies. Once we control
for the effect of institutions, we find that countries in Africa or
those closer to the equator do not have lower incomes.

PD September 2000. TI  Changes in the Wage Structure,
Family Income, and Children’s Education. AU Acemoglu,
Daron; Pischke, Jorn-Steffen. AA  Acemoglu: Massachusetts
Institute of Technology. Pischke: London School of Economics.
SR Massachusetts Institute of Technology, Department of
Economics Working Paper: 00/29; Massachusetts Institute of
Technology. Department of Economics, Room E52-251, 50
Memorial Drive, Cambridge, MA 02142. PG 9. PR $7.00
US, Canada, Mexico; $10.00 other international. JE D3I,
J24, 121, 131. KW Enrollment. Four-year Colleges. Income
Distribution. Education. Wages.

AB We exploit the changes in the distribution of family
income to estimate the effect of parental resources on college
education. Our strategy exploits the fact that families at the
bottom of the income distribution were much poorer in the
1990s than they were in the 1970s, while the opposite is true for
families in the top quartile of the distribution. Our estimates
suggest large effects of family income on enrollments. For
example, we find that a 10 percent increase in family income is
associated with a 1.4 percent increase in the probability of
attending 2 four-year college.

PD December 2000. TI The World Income Distribution.
AU  Acemoglu, Daron; Ventura, Jaume. AA  Massachusetts
Institute of Technology. SR  Massachusetts Institute of
Technology, Department of Economics Working Paper: 01/01;
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Massachusetts Institute of Technology, Department of
Economics, Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142, PG 32. PR $7.00 US, Canada, Mexico;
$10.00 other international. JE D31, Fi2, F13, F43, O41.
KW Income Distribution. Endogenous Growth. International
Trade. Specialization. Terms of Trade.

AB  The authors show that even in the absence of diminishing
returns in production and technological spillovers, international
trade leads to a stable world income distribution. This is
because specialization and trade introduce de facto diminishing
returns; Countries that accumulate capital faster than average
experience declining export prices, depressing the rate of retum
to capital and discouraging further accumulation. Because of
constant retumns to capital accumulation at the country level,
the cross-sectional behavior of the world economy is simifar to
that of existing exogenous growth models: Cross-country
variation in economic policies, savings, and technology
translate into cross-country variation in incomes, and country
dynamics exhibit conditional convergence as in the Solow-
Ramsey model. The dispersion of the world income distribution
is determined by the forces that shape the strength of the terms
of trade-effects -- the degree of openness to international trade
and the extent of specialization. Finally, the authors provide
evidence that those countries accumulating faster experience a
worsening in their terms of trade.

Affuso, Luisa
PD July 2000. TI  Intra-Firm Retail Contracting: Survey
Evidence from the UK. AA University of Cambridge.

SR University of Cambridge, DAE Working Paper: 0022;
Department of Applied Economics, University of Cambridge,
Sidgwick Avenue, Cambridge CB3 9DE, United Kingdom.
Website: www.econ.cam.ac.uk./dae. PG 24. PR US $10/5
pounds/EUROS 8; checks payable to University of Cambridge.
JE C35, D82. Ll4, L22, L42. KW Firm Organization.
Vertical  Integration. Franchise Contracts.  Asymmetric
Information. Retail.

AB This paper looks at intra-firm contractual practices in
retailing. It examines existing explanations, illustrates some
limitations and proposes a new hypothesis to explain the
adoption of both vertical integration and delegation within
firms. This focuses on the human capital of potential retailers,
i.e. on the existence of a 'workers’ selection mechanism’ to
determine the contract choice. This hypothesis is supported by
evidence from a survey of UK companies conducted for the
purpose of this study. Further hypotheses are tested by means of
econometric analysis.

PD November 2000. TI  Comparing Investments on New
Transport Infrastructure: Roads vs. Railways? AU Affuso,
Luisa: Masson, Julien; Newbery, David. AA University of
Cambridge. SR University of Cambridge, DAE Working
Paper: 0021; Department of Applied Economics, University of
Cambridge, Sidgwick Avenue, Cambridge CB3 9DE, United
Kingdom. Website: www.econ.cam.ac.uk./dae. PG 36.
PR US $10/S pounds’/EUROS 8; checks payable to
University of Cambridge. JE D61, L92, L98, R42, R48.
KW Transport Systems. Investment. Surface Transportation.
Infrastructure. Cost-Benefit Analysis.

AB This paper contributes to the debate on investment in
transport infrastructure and the allocation of public funds
between road and railway projects. We use a consistent social
cost-benefit methodology to appraise investment in typical new
inter-urban road and rail projects. Our results suggest that road
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improvements have substantially higher retuns than railway
schemes. These findings cast doubt on the rationale of the new
transport policy for the UK which proposes to allocate more
public funds to the (private) railways than total new investment
in strategic roads.

Aghion, Philippe

PD September 1999. TI A Simple Mode! of Monetary
Policy and Currency Crises. AU Aghion, Philippe:
Bacchetta, Philippe; Banerjee, Abhijit V. AA Aghion:
University College London, EBRD and CEPR. Bacchetta:
University of Lausanne and CEPR. Banerjee: Massachusetts
Institute of Technology. SR Universite de Lausanne, Cahiers
de Recherches Economiques: 9914; Ecole des HEC-DEEP,
Department d'Econometrie et d’Economie Politique, University

of Lausanne-BFSH  1--Dorigny, CH-1015 Lausanne,
Switzerland. Website: www hec.unil.ch/depart DEEP/
cahiers/cah-listhtim. PG 10. PR no charge. JE Ed2,

E43, E52, F31, F32. KW Monetary Policy. Foreign Currency
Debt. Currency Crises. Interest Rates. Development.

AB This paper analyzes the optimal interest rate policy in
currency crises. Firms are credit constrained and have debt in
domestic and foreign currency, a situation that may easily lead
to a currency crisis. An interest rate increase has an ambiguous
effect on firms since it both makes it more difficult to borrow
and may decrease the foreign currency debt burden. In some
cases it is actually best to decrease the interest rate. We also
show how these issues are related to development of the
financial system.

Ahearne, Alan G.

PD December 2000. TI Information Costs and Home
Bias: An Analysis of U.S. Holdings of Foreign Equities.
AU Ahearne, Alan G.; Griever, William L.; Warnock, Francis
E. AA Board of Governors of the Federal Reserve System.
SR Board of Governors of the Federal Reserve System,
International Finance Discussion Paper: 691; Board of
Governors of the Federal Reserve System, Maitland Alferieff,
Division of Intemnational Finance, Mail Stop 22, Washington,
DC 20551. Website: www.federalreserve.gov/pubs/ifdp/.
PG 44. PR nocharge. JE Gll, Gl4, G15, K22, M40.
KW Asymmetric Information. Investor  Protection.
Accounting Standards. Portfolio Choice. Information Costs.
AB The authors aim to provide insight into the observed
equity home bias phenomenon by analyzing the determinants of
U.S. holdings of equities across a wide range of countries. In
particular, they explore the role of information costs in
determining the country distribution of U.S. investors' equity
holdings. using a comprehensive new data set on U.S.
ownership of foreign stocks. They find that U.S. holdings of a
country’s equities are positively related to the share of that
country’s’ stock market that is listed on U.S. exchanges. The
authors attribute this finding to the fact that foreign firms that
list on U.S. exchanges are obliged to provide standardized,
credible financial information, thereby reducing information
costs incurred by U.S. investors. This obligation stems from
U.S. investor protection regulations, which include stringent
disclosure requirements, reconciliation of financial statements
to U.S. standards, and an investor-friendly regulatory
environment. The results support the hypothesis that
information costs are an important source of home bias:
Foreign countries whose firms do not alleviate information
costs by listing on a U.S. exchange are more severely
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underweighted in U.S. equity portfolios.

Aidt, Toke Skovsgaard

PD November 2000. TI  The Rise of Environmentalism,
Pollution Taxes and Intra-Industry Trade. AA  University of
Cambridge. SR  University of Cambridge, DAE Working
Paper: 0017; Department of Applied Economics, University of
Cambridge, Sidgwick Avenue, Cambridge CB3 9DE, United
Kingdom. Website: www.econ.cam.ac.uk./dae. PG 3I.
PR US 310/5 pounds/EUROS 8: checks payable to
University of Cambridge. JE D62, D72, FI2. Q23. Q28.
KW Externalities.  Pollution  Taxes. Lobby  Groups.
International Trade. Environment.

AB Many industrialized countries have experienced an
increase in environmental awareness and support to green
lobby groups in past decades. This paper develops a political-
economy model to investigate to what extent a rise of
environmentalism, via the induced change in political power
structures, can successfully encourage higher pollution taxes
and reduce poliution. The model focuses on special-interest
group politics, intra-industry trade and a transnational
environmental externality. The main finding is that a rise of
environmentalism is not sufficient to protect the environment
when pollution is relatively immobile and environmentalists
are sufficiently concerned with environmental damage in other
countries than their own.

Albers, Wulf
PD December 1999. TI  Experimental Evidence for
Attractions to Chance. AU Albers, Wulf; Pope, Robin;

Seiten, Reinhard; Vogt. Bodo. AA Albers and Vogt
University of Bielefeld. Pope and Selten: University of
Bielefeld and University of Bonn. SR University of Bonn,
Sonderforschungsbereich Discussion Paper: B/461;
- Sonderforschungsbereich 303,  University of Bonn,
Adenauerallee 24-42, 53113 Bonn, Deutschland/Germany.
Website: www.wiwi.uni- bonn.de/bgse/liste.html. PG 12.
PR no charge. JE (€91, D8l. KW Attractions to
Chance. Decision Making. Tension. Post-Outcome Elation.
Regret.

AB Divide the decisionmaker’s future into: (i) a pre-outcome
period (lasting from the decision until the outcome of that
decision is known), and (ii) a sequel post-outcome period
(beginning when the outcome becomes known). Anticipated
emotions in both periods may influence the decision, in
particular, with regard to an outcome that matters to the person,
the enjoyable tension from not yet knowing what this outcome
will be. In the experiments presented, lottery choice can be
explained by this attraction to chance, and cannot be explained
by either convex von Neumann-Morgenstern utility, or by rank
dependent risk loving weights: attraction to chance is a separate
motivator.

Almond, Douglas
TI Capital, Wages and Growth: Theory and Evidence.
AU Ciccone, Antonio; Peri, Giovanni; Almond, Douglas.

Aloi, Marta

PD June 2000. TI Endogenous Business Cycles and
Stabilization Policies. AU Aloi, Marta; Jorgen Jacobsen,
Hans: Lloyd-Braga, Teresa. AA Aloi: University of
Nottingham. Jorgen Jacobsen: University of Copenhagen.

Lloyd-Braga: Universidad Catolica Portuguesa.
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SR Universitat Pompeu Fabra, Economics and Business
Working Paper: 476; Department of Economics and Business,
Universitat Pompeu Fabra, Ramon Trias Fargas 25-27, 08005
Barcelona, Spain. Website: www.econ.upf.es/dechome/what/
wpapers/listwork.html. PG 22. PR papers only available
on web page; no hard copies. JE E32, E52, E61, E63.
KW Endogenous Business Cycles. Stabilization Policy.

AB The paper reports results on the effects of stylized
stabilization policies on endogenously created fluctuations. A
simple monetary model with intertemporally optimizing agents
is considered. Fluctuations in output may occur due to
fluctuations in labor supply which are again caused by volatile
expectations which are "self fulfilling’’, i.e. correct given the
model. [t turns out that stabilization policies that are sufficiently
countercyclical in the sense that govermment spending (on
transfers or demand) depends sufficiently strongly negatively
on GNP-increases can stabilize the economy at a monetary
steady state for an arbitrarily low degree of distortion of that
steady state. Such stabilization has unambiguously good
welfare effects and can be achieved without features such as
positive lump sum taxation or negative income taxation as part
of the stabilization policy.

Altissimo, Filippo

PD November 2000. TI  Strong Rules for Detecting the
Number of Breaks in a Time Series. AU  Altissimo, Filippo;
Corradi, Valentina. AA Altissimo: Bank of ltaly. Corradi:
University of Exeter. SR University of Exeter Department of
Economics Discussion Paper:  00/11; Department of
Economics, University of Exeter, Amory Building, Rennes
Drive, Exeter Devon, EX4 4JR, England. Website:
www.ex.ac.uk/sobe/. PG 45. PR no charge. JE CI12,
C22. KW FLIL. Iterated Logarithm. Multiple Structural
Breaks. Sequential Hypothesis Testing.

AB This paper proposes a new approach for detecting the
number of structural breaks in a time series when estimation of
the breaks is performed one at the time. We consider the case of
shifts in the mean of a possibly nonlinear process, allowing for
dependent and heterogeneous observations. This s
accomplished through a simple, sequential, almost sure rule
ensuring that, in large samples, both the probabilities of
overestimating and underestimating the number of breaks are
zero. A new estimator for the long run variance which is
consistent also in the presence of neglected breaks is proposed.
The finite sample behavior is investigated via a simulation
exercise. The sequential procedure, applied to the weekly
Eurodollar interest rate, detects multiple breaks over the period
1973-1995.

PD November 2000. TI Bounds for Inference With
Nuisance Parameters Present Only Under the Alternative.
AU Altissimo, Filippo; Corradi, Valentina. AA Altissimo:
Bank of Italy. Corradi: University of Exeter. SR University
of Exeter Department of Economics Discussion Paper: 00/13;
Department of Economics, University of Exeter, Amory
Building, Rennes Drive, Exeter Devon, EX4 4JR, England.
Website: www.ex.ac.uk/sobe/. PG 42. PR no charge.
JE Ci2, cC22. KW Inference Bounds. Nuisance
Parameters.

AB In hypothesis testing with nuisance parameters present
only under the alternative two issues typically arise: (i) critical
values are date dependent and so cannot be tabulated; (ii) we
need to choose a functional over the nuisance parameter space.
We address the first issue by providing easily computable


https://doi.org/10.1017/S0951007900005337

bounds for the case of dependent and heterogeneous
observations. We tackle the second issue by suggesting a
weighted average statistic with weights given by the (quasi)
likelihood over the nuisance parameter space. The small sample
behavior of our procedure is analyzed via few Monte Carlo
simulations: we consider conditional moment tests and tests for
nonlinearities in the SETAR model. For samples of 200-400
observations. the behavior of the suggested weighted average
statistic is rather satisfactory. An empirical illustration using
date on U.S. male unemployment is provided.

Amel, Dean F.

PD February 2001. TI  Market Definition in Banking:
Recent Evidence. AU Amel, Dean F.; Starr-McCluer,
Martha. AA Board of Governors of the Federal Reserve
System. SR Board of Governors of the Federal Reserve
System, Finance and Economics Discussion Paper: 2001/16;
Ms. Karen Blackwell, FEDS Secretary, Mail Stop 77, Federal
Reserve Board, Washington, DC 20551.  Website:
www.federalreserve.gov/pubs/feds. PG 26. PR no charge.
JE G21. G28, G34, K21, L41. KW Market Definition.
Antitrust. Banking. Mergers.

AB Antitrust analysis of bank mergers defines banking
markets to be geographically local and to consist of the cluster
of financial products supplied by commercial banks. This
definition is based on assumptions about households’ and small
businesses’ behavior in purchasing banking services. This
article utilizes data from the Survey of Consumer Finances to
examine how households’ use of financial services and
institutions changed between 1989 and 1998. We investigate
the extent to which households still focus their purchases of
financial services at local depository institutions, as opposed to
non-depository or distant institutions, and examine the extent to
which purchases are clustered at a single institution. Overall,
the results indicate that households continue, to a substantial
degree, to obtain certain key asset services, notably checking
accounts, at local depository institutions.

Andersson, Fredrik
TI Tax  Competition and  Economic
AU Forslid, Rikard: Andersson, Fredrik.

Geography.

Angeletos, George-Marios

PD December 2000. TI Fiscal Policy with Non-
Contingent Debt and the Optimal Maturity Structure.
AA Harvard University and Massachusetts Institute of
Technology. SR  Massachusetts Institute of Technology,
Department of Economics Working  Paper:  00/32;
Massachusetts Institute of Technology, Department of
Economics. Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142. PG 37. PR 37.00 US, Canada, Mexico;
$10.00 other international. JE D52, E43, E62, H21, H63.
KW Fiscal Policy. Debt Management. Maturity Structure.
Term Structure. Incomplete Markets.

AB Two puzzling observations have motivated this paper:
First, the standard paradigm of optimal fiscal policy, following
Lucas and Stokey (1983), assumes counterfactually that public
debt is held in state- contingent securities. Is the existing theory
as irrelevant as it is silent about fiscal policy with non-
contingent debt? Second, when debt is assumed state-
contingent. the maturity structure is irrelevant for tax
smoothing and thus indeterminate. Are we left with no theory
for the optimal maturity structure? The resolution we propose
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to both puzzles is reassuring: We show that the maturity
structure can substitute for state-contingent debt. Our argument
exploits the endogenous state dependence of the equilibrium
term structure of interest rates. In general equilibrium we can
implement almost every Arrow-Debreu allocation with just
non-contingent debt. This in turn provides us with a novel
theory for the optimal maturity structure of public debt.

PD December 2000. TI  Incomplete Markets, Growth and
the Business Cycle. AU Angeletos, George-Marios; Calvet,
Laurent. = AA  Angeletos: Harvard  University and
Massachusetts Institute of Technology. Calvet: Harvard

University. SR Massachusetts Institute of Technology,
Department  of Economics  Working  Paper:  00/33;
Massachusetts  Institute of Technology, Department of

Economics, Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142. PG 39. PR $7.00 US, Canada, Mexico:
$10.00 other international. JE C60, DS2, D91, E32, 040.
KW Incomplete Markets. ldiosyncratic Risk. Precautionary
Motive. Growth. Endogenous Fluctuations.

AB We introduce a Ramsey growth model with incomplete
markets,  decentralized  production, and idiosyncratic
technological risk. The combination of uninsurable shocks with
the precautionary motive can slow down capital accumulation
or give rise to persistent fluctuations, even when agents are
very patient and technology is strictly convex. The model
generates closed-form expressions for the equilibrium
dynamics under a finite or infinite horizon. Multiple steady

states and poverty traps can arise from the endogeneity of the
interest rate instead of the usual wealth effect. Depending on

the economy’s parameters, the local dynamics around a steady
state are locally unique, totally wunstable or locally
undetermined, and the equilibrium path can be attracted to a
limit cycle. In calibrated examples, financial incompleteness
substantially slows down convergence to the steady state and
thus increases the persistence of aggregate shocks.

Antras, Pol

PD September 2000. TI  Productivity Growth During the
English Industrial Revolution: A Dual Approach. AU  Antras,
Pol; Voth, Hans-Joachim. AA  Antras: MIT. Voth: Universitat
Pompeu Fabra. SR  Universitat Pompeu Fabra, Economics
and Business Working Paper: 495; Department of Economics
and Business, Universitat Pompeu Fabra, Ramon Trias Fargas
25-27, 08005 Barcelona, Spain. Website:
www.econ.upf.es/deehome/what/wpapers/listwork.html.

PG 31. PR papers only available on web page; no hard
copies. JE NI13, 047, 052. KW Industrial Revolution.
Productivity Growth. Dual Measurement. Economic History.
Technological Change.

AB This paper presents new estimates of total factor
productivity growth in Britain for the period 1770-1860. We
use a dual technique recently popularized by Hsieh (1999), and
argue that the estimates we derive from factor prices are of
similar quality to quantity-based calculations. Our results
provide further evidence, derived from this independent set of
sources, that productivity growth during the British Industrial
Revolution was relatively slow. During the years 1770-1800,
TFP growth was close to zero, according to our estimates. The
period 1800-1830 experienced an acceleration of productivity
growth. The Crafts-Harley view of the Industrial Revolution is
thus reinforced. We also consider alternative explanations of
slow productivity growth, and reject the interpretation that
focuses on the introduction of steam as a general purpose
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technology.

Arad, Nir

PD November 2000. TI  An Explanation of Hyperbolic
Marginal Utility from Money. AA Tel Aviv University.
SR Tel Aviv Foerder and Sackler Institutes for Economic
Research Working Paper: 25/2000; Foerder Institute for
Economic Research, Berglas Building, Tel Aviv University,
Ramat Aviv, Tel Aviv 69978, Israel. Website: econ.tau.ac.il.
PG 15. PR nocharge. JE D80, D91. KW Hyperbolic
Discounting. Cognitive Procedure. Intertemporal Choice.

AB "Hyperbolic discount functions are characterized by a
relatively high discount rate over short horizons and a
relatively low discount rate over long horizons” (Laibson 1997,
p.- 445). In this theoretical note, the authors show that
individuals hyperbolically discount marginal utility from
money when they follow a cognitive procedure in which they
believe that their wealth might increase or decrease in each
future period under the constraint of a small perceived
probability that wealth will deteriorate below its current level.

Aragones, Enriqueta

PD June 2001. TI  Rhetoric and  Analogies.
AU Aragones, Enriqueta; Gilboa, Itzhak; Postlewaite,
Andrew: Schmeidler, David. AA Aragones: Universitat

Pompeu Fabra. Gilboa and Schmeidler: Tel Aviv University.
Postlewaite: University of Pennsyivania. SR Tel Aviv
Foerder and Sackler Institutes for Economic Research Working
Paper: 15/2001; Foerder Institute for Economic Research,
Berglas Building, Tel Aviv University, Ramat Aviv, Tel Aviv
69978, Israel. Website: econ.tauv.ac.il. PG 24. PR no
charge. JE Al2, C60, C70, D80. KW Rhetoric. Analogy.
Similarity. Case-Based Reasoning.

AB The art of rhetoric may be defined as changing other
people’s minds (opinions, beliefs) without providing them new
information. One technique heavily used by rhetoric employs
analogies. Using analogies, one may draw the listener’s
attention to similarities between cases and may reorganize
existing information in a way that highlights certain
regularities. In this paper the authors offer two models of
analogies, discuss their theoretical equivalence, and show that
finding good analogies is a computationally hard problem.

Arrunada, Benito

PD July 2000. TI  Gestion de la competencia en el sector
publico. AA Universitat Pompeu Fabra. SR  Universitat
Pompeu Fabra, Economics and Business Working Paper: 490;
Department of Economics and Business, Universitat Pompeu
Fabra, Ramon Trias Fargas 25-27, 08005 Barcelona, Spain.

Website: www.econ.upf.es/dechome/what/wpapers/
listwork.html. PG 36. PR papers only available on web
page: no hard copies. JE HII, H42, H50, K23, MIO.
KW Public  Management.  Asymmetric  Information.

Regulation. Expense Centers. Bureaucracy.

AB To introduce competition in public management, users
and providers must be given freedom and made responsible for
their decisions, so they mutually control each other. The
presence of monopolies and information asymmetries may
provoke serious distortions, however. It usually calls for active
regulation, which is costly and generates rent seeking. The
relevance of these interactions is shown here by analyzing
twelve public services in the fields of health, education and
justice, in which the avoidance of monopolies, information
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asymmetries and rent seeking appear as important factors of
organizational design. The solutions adopted either constrain
decision rights or apply low-powered incentives, diluting
participants’ freedom and responsibility. With their weak
incentives, these forms of attenuated competition settle for
lower standards of performance but can be easily regulated
with the standard tools of Public Administration, based on
standardization of procedures and hierarchical supervision of
the few decisions that remain discretionary. (This paper is
written in a language other than English.).

Artis, Michael J.

PD August 1999. TI Fiscal Forecasting: The Track
Record of the IMF, OECD, and EC. AU Artis, Michael I ;
Marcellino, Massimiliano. AA  Artis: European University
Institute. Marcellino: Universita Bocconi. SR Centre for
Economic Policy Research Discussion Paper: 2206; CEPR,
90-98 Goswell Road, London ECIV7RR, United Kingdom.
Website: www.cepr.org. PG 40. PR 5 pounds, 8 euros, or
$8. JE Cs3, El7, H62. KW Fiscal Forecasting. Forecast
Encompassing.

AB  We analyze the relative performance of the IMF, OECD
and EC in forecasting the government deficit, as a ratio to GDP,
for the G7 countries. Interesting differences across countries
emerge, sometimes supporting the hypothesis of an asymmetric
loss function (i.e., of a preference for under prediction or over
prediction), and potential benefits from forecast pooling.

Athey, Susan

PD Awvugust 2000. TI  Identification of Standard Auction
Models. AU Athey, Susan: Haile, Philip A. AA Athey:
Massachusetts Institute of Technology. Haile: University of
Wisconsin-Madison. SR Massachusetts  Institute  of
Technology, Department of Economics Working Paper: 00/18;
Massachusetts Institute of Technology, Department of
Economics, Room E52-251, S0 Memorial Drive, Cambridge,
MA 02142. PG 35. PR $7.00 US, Canada, Mexico;
international. JE Cl14, C52, D44, DBR0.
KW Auctions. Nonparametric Methods. Values. Asymmetric
Bidders. Unobserved Bids.

AB We present new identification results for models of first-
price, second-price, ascending (English), and descending
(Dutch) auctions. We analyze a general specification of
bidders’ preferences and the underlying information structure,
nesting as special cases the pure private values and pure
common values models, and allowing both ex ante symmetric
and asymmetric bidders. We address identification of a series of
such models and propose strategies for discriminating between
them on the basis of observed data. In the simplest case, the
symmetric  independent  private  values model is
nonparametrically identified even if only the transaction price
from each auction is observed. For more complex models, we
provide conditions for identification and testing when
additional information of one of the following types is
available: (i) one or more bids in addition to the transaction
price; (ii) exogenous variation in the number of bidders; (iii)
bidder-specific covariates that shift the distribution of
valuations; (iv) the ex post realization of the value of the object
sold. Our results include new tests that distinguish between
private and common values models.

PD November 2000. TI Investment and Information
Value for a Risk Averse Firm. AA  Massachusetts Institute of
Technology and NBER. SR Massachusetts Institute of
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Technology, Department of Economics Working Paper: 00/30;
Massachusetts Institute of Technology, Department of
Economics, Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142. PG 28. PR 3$7.00 US, Canada, Mexico:
$10.00 other international. JE C44, C60, D21, D81, Gl11.
KW Portfolio Problem. Information. Investment. Risk
Aversion. Stochastic Orderings.

AB This paper analyzes the problem faced by a risk-averse
firm cohsidering how much to invest in a risky project. The firm
receives a signal about the value of the project. We derive
necessary and sufficient conditions on the signal distribution
such that (i) the agent’s investment is non-decreasing in the
realization of the signal and (ii) different signals can be ranked
according to their ex-ante information value. Finally, we
provide conditions under which it is possible to compare the
incentive to acquire information across agents with different
risk preferences, and we identify a class of utility functions for

which agents who are less risk averse purchase more
information.
PD March 2001. TI  Organizational Design: Decision

Rights and Incentive Contracts. AU  Athey, Susan; Roberts,
D. John. AA  Athey: Massachusetts Institute of Technology,
NBER. Roberts: Stanford University. SR Massachusetts
Institute of Technology, Department of Economics Working
Paper:  01/12: Massachusetts Institute of Technology,
Department of Economics, Room E52-251, 50 Memorial Drive,
Cambridge, MA 02142. PG 10. PR $7.00 US, Canada,
Mexico: $10.00 other international. JE D20, D82, G31, L20.
KW Asymmetric Information. Corporate Finance. Contracts.
Principal Agent. Investment.

AB We explore the interaction between the allocation of
decision rights over investment opportunities and the design of
incentive contracts to induce unobservable effort in a
multitasking agency framework. These are linked in our model
because the only available performance measures confound the
two: the retumns to investments are not directly observed by the
principal, but instead affect the means of the signals on effort. In
our model, the optimal effort-inducing incentives give very bad
incentives for selecting investments, while providing incentives
to make the right investment decisions is costly in terms of
inducing effort. In this set-up, hierarchy can emerge
endogenously with one agent being given authority to decide
about implementing projects developed by another. The agents
then get very different incentive contracts. Other solutions may
involve each agent being empowered to adopt projects he has
developed or both having to agree before a project is accepted.
Bringing in a third agent to make investment decisions may
also be optimal.

Auerbach, Alan

TI  Organisational Values as "Attractors of Chaos": An
Emerging Cultural Change to Manage Organisational
Complexity. AU Dolan, Shimon; Garcia, Salvador; Diegoli,
Samantha: Auerbach, Alan.

Auernheimer, Leonardo
PD October 2000. TI  International Debt and the Price of

Domestic Assets. AU Auvernheimer, Leonardo; Garcia-
Saltos, Roberto. AA International Monetary Fund.
SR International ~ Monetary Fund  Working  Paper:

WP/00/177. International Monetary Fund, 700 19th Street,
Washington, DC 20431. PG 28. PR not available.
JE E32. E43, F34, G12. GI5. KW Collateral. Asset
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Pricing. International Debt. Financial Accelerators. Capital.
AB This paper examines the behavior of indebtedness,
consumption, and asset prices in a small open economy in
which the foreign real interest rate depends not only on an
exogenous world interest rate and on indebtedness, but also on
the value of the capital stock, viewed as an implicit "collateral,”
and hence on the price of capital. The paper finds that the
collateral effect magnifies the intensity of shocks to the
economy and the duration of their impact. The collateral effect
also generates additional distortions that could lead to
overborrowing. The paper discusses the policy responses to
these distortions.

Autor, David H.

PD September  2000. TI  Upstairs,  Downstairs:
Computer-Skill Complementarity and Computer- Labor
Substitution on Two Floors of a Large Bank. AU Autor,
David H.; Levy, Frank; Mumane, Richard J. AA Autor:
Massachusetts Institute of Technology and NBER. Levy:
Harvard University and Massachusetts Institute of Technology.
Mumane: Massachusetts  Institute  of  Technology.
SR Massachusetts Institute of Technology, Department of
Economics Working Paper: 00/23; Massachusetts Institute of
Technology, Department of Economics, Room E52-251, 50
Memorial Drive, Cambridge, MA 02142, PG 2I.
PR $7.00 US, Canada, Mexico; $10.00 other international.
JE 131, J41, 032, 033. KW Technological Change.
Banking. Skill. Organization of Production. Production
Management.

AB  We describe how a single technological innovation, the
introduction of image processing of checks, led to distinctly
different changes in the structure of jobs in two departments of
a large bank overseen by one group of managers. In the
downstairs deposit-processing department, image processing
led to the substitution of computers for high school educated
labor in accomplishing core tasks and in greater specialization
in the jobs that remained. In the upstairs exceptions- processing
department, image processing led to the integration of tasks,
with an associated increase in the demand for particular skills.
The case illustrates the interdependence of technological
change and organizational change. It suggests that "seeing the
whole picture” and associated conceptual and problem-solving
skills are made more valuable by information technologies.
Finally, it underscores that the short- term consequences of
technological changes may depend importantly on regulatory
forces.

PD September 2000. TI  Wiring the Labor Market.
AA Massachusetts Institute of Technology.
SR Massachusetts Institute of Technology, Department of
Economics Working Paper: 00/25; Massachusetts Institute of
Technology, Department of Economics, Room ES52-251, 50
Memorial Drive, Cambridge, MA 02142, PG 20.
PR $7.00 US, Canada, Mexico; $10.00 other international.

- JE D83, J41, 033. KW Internet. Technological Change.

Job Search. Electronic Labor Market. Labor Demand.

AB Workers and jobs are naturally heterogeneous and the
quality of their interaction when paired is difficult to forecast.
The Internet promises to open new channels for worker-firm
communications. What are the consequences of this opening? [
discuss three labor market features that may be altered: how
worker-firm matches are made; how labor services are
delivered; and how local markets shape labor demand. Theory
predicts these developments will produce social benefits. But
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the gains are unlikely to be uniform and realizing them will
generate novel problems. One result may be the formation of
new institutions to address issues accompanying these
opportunities.

PD January 2001. TI Why Do Temporary Help Firms
Provide Free General Skills Training? AA Massachusetts
Institute of Technology. SR  Massachusetts Institute of
Technology. Department of Economics Working Paper: 01/03;
Massachusetts Institute of Technology, Department of
Economics, Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142. PG 31. PR $7.00 US, Canada, Mexico:
$10.00 other intermational. JE D82, J31, J41.
KW Asymmetric Information. Private Information. Wages.
Wage Differentials. Training. Occupation.

AB  The majority of U.S. temporary help supply firms (THS)
offer nominally free, unrestricted computer skills training, a
practice inconsistent with the competitive model of training. 1
propose and test a model in which firms offer general training to
induce self-selection and perform screening of worker ability.
The mode! implies. and the data confirm, that firms providing
training attract higher ability workers yet pay them lower
wages after training. Thus, beyond providing spot market labor,
THS firms sell information about worker quality to their clients.
The rapid growth of THS employment suggests that demand for
worker screening is rising.

Bacchetta, Philippe

TI A Simple Model of Monetary Policy and Currency
Crises. AU Aghion. Philippe: Bacchetta, Philippe; Banerjee,
Abhijit V.

PD September 1999. TI  Does Exchange Rate Stability
Increase Trade and Welfare? AU Bacchetta, Philippe; van
Wincoop, Eric. AA  Bacchetta: University of Lausanne and
CEPR. van Wincoop: Federal Reserve Bank of New York.
SR Universite de Lausanne, Cahiers de Recherches
Economiques: 9917. Ecole des HEC-DEEP, Department
d’Econometrie et d’Economie Politique, University of
Lausanne-BFSH 1--Dorigny, CH-1015 Lausanne, Switzerland.
Website:  www.hec.unil.ch/depart/DEEP/cahiers/cah-list.htm.
PG 28. PR no charge. JE D61, E42, F31, F33, F41.
KW Exchange Rate Regimes. International Trade. Welfare.
Purchasing Power Parity. Monetary Policy.

AB We develop a simple general equilibrium framework to
study the effect of the exchange rate system on trade and
welfare. An important feature of the model is deviations from
purchasing power parity, caused by rigid price setting in
buyers’ currency. We find the following. First, exchange rate
stability is not necessarily associated with more trade. In a
simple benchmark model with separable preferences and only
monetary shocks, trade is unaffected by the exchange rate
system, consistent with most evidence. Second, both trade and
welfare can be higher under either exchange rate system,
depending on preferences and on the monetary policy rules
followed under each system. Finally, in general there is no
one-to-one relationship between the levels of trade and welfare
across exchange rate systems.

Bai, Chong-en

TI  Anonymous Banking and Financial Repression: How
Does China’s Reform Limit Government Predation without
Reducing Its Revenue? AU Li, David; Qian, Yingyi; Wang,
Yijiang; Bai, Chong-en.
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Bakshi, Gurdip

PD February 2001. TI Investigating the Sources of
Default Risk: Lessons from Empirically Evaluating Credit Risk
Models. AU Bakshi, Gurdip; Madan, Dilip; Zhang, Frank.
AA Bakshi and Madan: University of Maryland. Zhang:
Board of Governors of the Federal Reserve System.
SR Board of Governors of the Federal Reserve System,
Finance and Economics Discussion Paper: 2001/15; Ms. Karen
Blackwell, FEDS Secretary, Mail Stop 77, Federal Reserve
Board, Washington, DC 20551. Website:
www federalreserve.gov/pubs/feds. PG 52. PR no charge.
JE GI2, G13. KW Credit Risk. Bond Valuation. Hedging.
Defauitable Coupons.

AB From a credit risk perspective, little is known about the
distress factors -- economy-wide or firm-specific -- that are
important in explaining variations in defaultable coupon yields.
This paper proposes and empirically tests a family of credit risk
models. Empirically, we find that firm-specific distress factors
play a role (beyond treasuries) in explaining defaultable
coupon bond yields. Credit risk models that take into
consideration leverage and book-to-market are found to reduce
out-of-sample yield fitting errors (for the majority of firms).
Moreover, the empirical evidence suggests that interest rate
risk may be of first-order prominence for pricing and hedging.
Measured by both out-of-sample pricing and hedging errors, the
credit risk models perform relatively better for high grade
bonds. Controlling for credit rating, the model’s performance is
generally superior for longer maturity bonds compared to their
shorter maturity counterparts. Using equity as an instrument
reduces hedging errors. This paper provides an empirical
investigation of credit risk models using observable economic
factors.

Balk, Bert M.
PD  October 2000. TI A Characterization of the Tornqvist
Price Index. AU Balk, Bert M.; Diewert, W. Erwin.

AA Balk: Statistics Netherlands, Voorburg, The Netherlands.
Diewert: University of British Columbia. SR University of
British Columbia, Department of Economics Discussion Paper:
00/16; University of British Columbia, Department of
Economics, Room 997, Buchanan Tower, 1873 East Mali,
Vancouver, B.C. V6T 1Z] Canada. Website: www.econ.ubc.ca.
PG 5. PR Intemational. JE C43, E31, 047.
KW Index Numbers. Axiomatic Approach. Tornqvist. Price
Indexes.

AB This note provides an axiomatic characterization of the
Tormngyvist price index.

Ballart, Xavier

PD March 2000. TI Forest
Government Intervention- Measures. AU Ballart, Xavier;
Riba, Clara. AA Ballart: Universitat Autonoma de
Barcelona. Riba: Universitat Pompeu Fabra. SR Universitat
Pompeu Fabra, Economics and Business Working Paper: 463;
Department of Economics and Business, Universitat Pompeu
Fabra, Ramon Trias Fargas 25-27, 08005 Barcelona, Spain.
Website: www econ.upf.es/dechome/what/wpapers/
listwork.html. PG 23. PR papers only available on web
page; no hard copies. JE Q23, Q28. KW Forest Fires.
Policy Evaluation. Prevention Measures. Extinction Measures.
AB The purpose of this paper is to examine the relation
between government measures, volunteer participation, climate
variables and forest fires. A number of studies have related

Fires: Evaluation of
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forest fires to causes of ignition, to fire history in one area, to
the type of vegetation and weather characteristics or to
community institutions, but there is little research on the
relation between fire production and government prevention
and extinction measures from a policy evaluation perspective.
An observational approach is first applied to select forest fires
in the north east of Spain. Taking a selection of fires with a
certain size, a multiple regression analysis is conducted to find
significant relations between policy instruments under the
control of the government and the number of hectares burned in
each case, controlling at the same time the effect of weather
conditions and other context variables. The paper brings
evidence on the effects of simultaneity and the relevance of
recurring to army soldiers in specific days with extraordinarily
high simultaneity. The analysis also sheds light on the
effectiveness of two preventive policies and of helicopters for
extinction tasks.

Balsam, Ayelet

PD January 2001. TI  Real Business Cycles in a Small
Open Economy with Non-Traded Goods. AU Balsam,
Ayelet; Eckstein, Zvi. AA Balsam: Tel Aviv University.
Eckstein: Tel Aviv University and Boston University.
SR Tel Aviv Foerder and Sackler Institutes for Economic
Research Working Paper: 03/2001; Foerder Institute for
Economic Research, Berglas Building, Tel Aviv University,
Ramat Aviv, Tel Aviv 69978, Israel. Website: econ.tau.ac.il.

PG 38. PR no charge. JE E2I, E22, E32, F4l.
KW Real Business Cycles. Open Economy. Traded Goods.
Non-Traded Goods. CES Utility.

AB The Israeli economy business cycle properties are
different from those of most OECD countries in four main
dimensions. Aggregate consumption is twenty percent more
volatile than output, the trade balance is much more volatile
than output and is procyclical, investment is almost five times
more volatile than output, and the auto-correlation in output is
low. The puzzle that these observations imply is explained in
this paper by the result that with three parameters of a CES
utility function and the share of non-traded goods in
government expenditures, one can get almost any volatility in
consumption, holding constant the production side parameters.
Alternative values of the CES utility parameters drastically
affect the consumer decision on shifting the traded goods
consumption in response to shocks in both the traded and non-
traded goods sectors. The main result is that the model fits all
the main business cycle properties of the Israeli economy. This
result is based on empirical properties of the Israeli economy.
In particular, the data show that the non-traded goods are a
large fraction of aggregate consumption, traded and non- traded
goods are relatively complementary goods in consumer’s
preferences and the relative risk aversion parameter is low.

Banerjee, Abhijit V.

PD June 2000. TI  Networks, Migration and Investment:
Insiders and Outsiders in Tirupur’s Production Cluster.
AU Banerjee, Abhijit V.; Munshi, Kaivan D. AA  Banerjee:
Massachusetts Institute of Technology. Munshi: University of
Pennsylvania. SR Massachusetts Institute of Technology,
Department of Economics Working  Paper:  00/08;
Massachusetts Institute of Technology, Department of
Economics, Room E52-251, 50 Memorial Drive, Cambridge,
MA 02142. PG 33. PR $7.00 US, Canada, Mexico;
$10.00 all other international; make checks payable to MIT,
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JE G32, L67, Ol12, 015, Olé.
Networks. Migration. Investment.

Dept of Economics.
KW Lending. Social
Corporate Finance.

AB This paper studies the effects of social network based
lending. This is a pervasive phenomenon in most of the
developing world. Access to such network capital has an
obvious influence on investment. It also influences the pattern
of migration since, ceteris paribus, migrants would prefer to be
in locations where they have access to their community's
lending network. The authors show that under reasonable
conditions such lending will generate a rather specific pattern
of migration and investment. In particular, migrants to locations
where they do not have access to their community’s lending
networks will tend to have higher ability than the traditional
residents of that location, but will invest less relative to their
ability. The authors test this implication using data from the
knitted garment industry in the South Indian town of Tirupur.
Comparing the growth rate of output with investment between
garment firms owned by migrants to Tirupur and local people,
the authors find that local people have slower output growth but
invest substantially more at all levels of experience. They also
find a positive correlation between investment and growth
within any single community, consistent with the view that
capital access does not vary within each group.

PD June 2000. TI  Inequality and Growth: What Can the
Data Say? AU Banerjee, Abhijit V.; Duflo, Esther.
AA  Massachusetts Institute of Technology.
SR Massachusetts Institute of Technology, Department of
Economics Working Paper: 00/09; Massachusetts Institute of
Technology, Department of Economics, Room E52-251, 50
Memorial Drive, Cambridge, MA 02142, PG 30.
PR $7.00 US, Canada, Mexico; $10.00 other international.
JE Cl4, D31, D63, O41. P16. KW Income Distribution.
Wealth Distribution. Inequality. Growth. Political Economy.
AB  This paper describes the correlations between inequality
and the growth rates in cross-country data. Using non-
parametric methods, we show that the growth rate is an inverted
U-shaped function of net changes in inequality: Changes in
inequality (in any direction) are associated with reduced
growth in the next period. The estimated relationship is robust
to variations in control variables and estimation methods. This
inverted U-curve is consistent with a simple political economy
model, although, as we point out, efforts to interpret this model
causally run into difficult identification problems. We show that
this non-linearity is sufficient to explain why previous estimates
of the relationship between the level of inequality and growth
are so different from one another.

TI A Simple Model of Monetary Policy and Currency
Crises. AU  Aghion, Philippe: Bacchetta, Philippe; Banerjee,
Abhijit V.

Bangura, Sheku

PD December 2000. TI  External Debt Management in
Low-Income Countries. AU Bangura, Sheku: Kitabire,
Damoni; Powell, Robert. AA International Monetary Fund.
SR International  Monetary Fund  Working  Paper:
WP/00/196; International Monetary Fund, 700 19th Street,
Washington, DC 20431. PG 34. PR not available.
JE F41, H63. KW External Debt. Debt Management.
HIPCs. Low-Income Countries.

AB Improving debt management capacity in Heavily
Indebted Poor Countries (HIPCs) is a key element of the
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international community’s strategy for ensuring a robust and
sustained exit from unsustainable debt burdens. External debt
management is a multi-facetted task involving the formulation
of a transparent strategy for managing the level of debt, and
establishing an appropriate institutional framework that
supports effective implementation. This paper brings together
the essential elements of effective debt management practices
to guide those assessing debt management capacity and
advising on its improvement in low-income countries.

Bar-Gill, Oren

PD February 2001. TI The Limit of Public Policy:
Endogenous Preferences. AU Bar-Gill, Oren: Fershtman,
Chaim. AA Bar-Gil: Harvard University. Fershtman: Tel
Aviv University. SR Tel Aviv Foerder and Sackler Institutes
for Economic Research Working Paper: 05/2001; Foerder
[nstitute for Economic Research, Berglas Building, Tel Aviv
University, Ramat Aviv, Tel Aviv 69978, Israel. Website:
econtau.ac.il. PG 27. PR no charge. JE Al3, C70,
H24, H31, P50. KW Endogenous Preferences. Public Policy.
Social Values. Behavior. Public Goods.

AB In designing public policy it is not enough to consider the
possible reaction of individuals to the chosen policy. Public
policy may also affect the formation of preferences and norms
in a society. The endogenous evolution of preferences, in
addition to introducing a conceptual difficulty in evaluating
policies, may also eventually affect actual behavior. In order to
demonstrate the implications of endogenous preferences on the
design of optimal public policy, we present a model in which a
subsidy policy is set to encourage contributions towards a
public good. However, this policy triggers an endogenous
preference change that results in a lower level of contribution
towards the public good despite the explicit monetary
incentives to raise that level.

Barajas, Adolfo
PD December 2000. TI  Depositor Behavior and Market
Discipline in Colombia. AU Barajas, Adolfo; Steiner,

Roberto. AA  Barajas: Intemational Monetary Fund. Steiner:
Universidad de los Andes. SR International Monetary Fund
Working Paper: WP/00/214; Intemmational Monetary Fund, 700
19th Street, Washington, DC 20431. PG 33. PR not
available. JE G21, G22. KW Banking System. Market
Discipline. Deposit Insurance. Colombia.

AB This study examines how depositors choose among
different banks and over time in Colombia, focusing on whether
they discipline bank behavior. By controlling for a more
comprehensive set of risk/return factors, the study improves
upon conventional market discipline tests. Panel data
estimations for 1985-99 show that depositors prefer banks with
stronger fundamentals, and that banks tend to improve their
fundamentals after being "ditched” by depositors. Banks with
stronger fundamentals benefit from lower interest costs and
higher lending rates. Market (or "regulatory™) discipline
therefore appears to exist in Colombia, perhaps thanks to
certain key design features of the deposit insurance scheme.

Barnhill, Theodore M., Jr.

PD December 2000. TI  Measuring Integrated Market and
Credit Risks in Bank Portfolios: An Application to a Set of
Hypothetical Banks Operating in South Africa. AU Bambill,
Theodore M., Jr..; Papapanagiotou, Panagiotis; Schumacher,
Liliana.  AA Bamhill and Papapanagiotou: George
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Washington University. Schumacher: International Monetary
Fund. SR Intemnational Monetary Fund Working Paper:
WP/00/212; International Monetary Fund, 700 19th Street,
Washington, DC 20431. PG 49. PR not available.
JE G21,G33. KW VAR. Market Risk. Credit Risk.

AB The banking crises of the 1990s emphasize the need to
model the connections between volatility and the potential
losses faced by financial institutions due to correlated market
and credit risks. We present a simulation model that explicitly
links changes in the financial environment and the distribution
of future bank capital ratios. This forward-looking quantitative
risk assessment methodology allows banks and regulators to
identify risks before they materialize and make appropriate
adjustments to banks’ portfolios. This model was applied to the
study of the risk profile of the largest South African banks in
the context of the Financial System Stability Assessment (FS
SA) (1999).
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AB  We propose a model of the interbank money market with
an explicit role for central bank intervention and periodic
reserve requirements, and study the interaction of profit-
maximizing banks with a central bank targeting interest rates at
high frequency. The model yields predictions on biweekly
patterns of the federal funds rate’s volatility and on its response
to changes in target rates and in intervention procedures, such
as those implemented by the Federal Reserve in 1994.
Theoretical results are consistent with empirical patterns of
interest rate volatility in the U.S. market for federal funds.

Beaudry, Paul
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AB Over the last twenty years the wage-education
relationships in the US and Germany have evolved very
differently, while the education composition of employment has
evolved in a surprisingly parallel fashion. In this paper, we
show how these patterns shed light on the nature of recent
technological change, which in turn reveals new insights into
the relevant tradeoffs between wages and employment. In
particular, we show that the US and German experiences: (1)
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support the view that recent technological change is mainly in
the form of the endogenous adoption of a new organizational
form (as opposed to technological progress which is entirely in
factor augmenting form); and (2) highlight the importance of
taking into account movements in physical capital when
assessing the aggregate tradeoff between the wages and the
employment of workers of different skills. In particular, we find
that changes in physical capital intensities are key to
reconciling the US and German experiences and that, ceteris
paribus, the US could have prevented much of its 1980s
increase in wage inequality by a faster accumulation of
physical capital.

Benkwitz, Alexander
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Website: www.cepr.org. PG 28. PR 5 pounds, 8 euros, or
$8. JE (C32. E52. KW Impulse Response. Bootstrap.
Money Demand. Monetary Policy.

AB Itis argued that standard impulse response analysis based
on vector autoregressive models has a number of shortcomings.
Although the impulse responses are estimated quantities,
measures for sampling variability such as confidence intervals
are often not provided. If confidence intervals are given they
are often based on bootstrap methods with poor theoretical
properties. These problems are illustrated using two German
monetary systems. Proposals are made for improving current
practice. Special emphasis is placed on systems with
cointegrated variables.
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AB We examine the efficiency effects of the integration of the
financial services industry and suggest directions for future
research. We also propose a relatively broad working definition
of integration and employ U.S. and European data on financial
service industry M&As to illustrate several types of integration.
The analysis suggests that there is a large potential for
efficiency gains from integration, but only a relatively small
part of this potential may be realized. Integration appears to
bring about larger revenue efficiency gains than cost efficiency
gains, and most of the gains appear to be linked to benefits from
risk diversification.
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AB Cross-border consolidation of financial institutions
within Europe has been relatively limited, possibly refiecting
efficiency barriers to operating across borders, including
distance; differences in language, culture, currency, and
regulatory/supervisory structures; and explicit or implicit rules
against foreign competitors. EU policies such as the Single
Market Programme and European Monetary Union attenuate
some but not all of these barriers. The evidence is consistent
with the hypothesis that these barriers offset most of any
potential efficiency gains from cross-border consolidation.
Banks headquartered in other EU nations have slightly lower
average measured efficiency than domestic banks and non-EU-
based foreign banks.
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AB We test three hypotheses regarding changes in
supervisory “toughness” and their effects on bank lending. The
data provide modest support for all three hypotheses that there
was an increase in toughness during the credit crunch period
(1989-1992), that there was a decline in toughness during the
boom period (1993-1998), and that changes in toughness, if
they occurred, affected bank lending. However, all of the
measured effects are small, with 1% or less of loans receiving
harsher or easier classification, about 3% of banks receiving
better or worse CAMEL ratings, and bank lending being
changed by 1% or less of assets.
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DeYoung, Robert. AA Berger: Board of Governors of the
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AB  We assess the effects of geographic expansion on bank
efficiency using cost and profit efficiency for over 7,000 U.S.
banks, 1993-1998. We find that parent organizations exercise
some control over the efficiency of their affiliates, although this
control tends to dissipate with distance to the affiliate.
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However, on average, distance-related efficiency effects tend to
be modest, suggesting that some efficient organizations can
overcome any effects of distance. The results imply there may
be no particular optimal geographic scope for banking
organizations: some may operate efficiently within a single
region, while others may operate efficiently on a nationwide or
international basis.

PD December 1999. TI  Globalization of Financial
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Performance. AU Berger, Allen N.; DeYoung, Robert;
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AB  We address the causes, consequences, and implications of
the cross- border consolidation of financial institutions by
reviewing several hundred studies, providing comparative
international data, and estimating cross-border banking
efficiency in France, Germany, Spain, the U.K,, and the U.S.
during the 1990s. We find that, on average, domestic banks
have higher profit efficiency than foreign banks. However,
banks from at least one country (the U.S.) appear to operate
with relatively high efficiency both at home and abroad. If these
results continue to hold, they do not preclude successful
international expansion by some financial firms, but they do
suggest limits to global consolidation.

Berglof, Erik
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AB This paper integrates the problem of designing corporate
bankruptcy rules into a theory of optimal debt structure. We
show that, in an incomplete contract framework, having
multiple creditors increases a firm's debt capacity while
increasing, instead of decreasing, its incentives to default
strategically. The optimal debt contract involves giving
creditors claims that are jointly inconsistent in case of default.
Bankruptcy rules, therefore, are a necessary part of the overall
financing contract, to make claims consistent and to prevent a
value reducing run for the assets of the firm.

TI The Changing Corporate Governance Paradigm:
Implications for Transition and Developing Countries.
AU von Thadden, Emst-Ludwig: Berglof, Erik.
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AB In this note we delineate conditions under which
continuous time stochastic processes can be identified from
discrete data. The identification problem is approached in a
novel way. The distribution of the observed stochastic process
is expressed as the underlying true distribution, f, transformed
by some operator, T. Using a generalization of the Taylor series
expansion, the transformed function T f can often be expressed
as a linear combination of the original function f. By combining
the information across a large number of such transformations,
the original measurable function of interest can be recovered.

Bertaut, Carol
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AA Board of Governors of the Federal Reserve System.
SR Board of Governors of the Federal Reserve System,
Finance and Economics Discussion Paper: 2000/26; Ms. Karen
Blackwell, FEDS Secretary, Mail Stop 77, Federal Reserve
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AB This paper investigates the composition of households’
assets and liabilities in the United States. Using aggregate and
survey data, we document major trends in household portfolios
in the past 15 years. We show that, despite the broad array of
financial products available, the portfolio of the typical
household remains fairly simple and safe, consisting of a
checking account, savings account, and tax-deferred retirement
account; in 1998, less than half of all households owned some
form of stock. We use pooled data from the Survey of
Consumer Finances to investigate determinants of portfolio
choice, finding significant effects of age, wealth, income risk,
and entry/information costs.

Bertola, Giuseppe
TI  Day-to-Day Monetary Policy and the Volatility of the

Federal Funds Interest Rate. AU Bartolini, Leonardo;
Bertola, Giuseppe; Prati, Alessandro.

Bertrand, Marianne
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Principals. AU Bertrand, Marianne; Mullainathan, Sendhil.
AA Bertrand: University of Chicago and NBER.
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Department of Economics Working Paper:  00/31;
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AB Who sets CEO pay? Our answer has been shaped by
principal agent theory: shareholders set CEO pay. They use pay
to limit the moral hazard problem caused by the Jow ownership
stakes of CEOs. Through bonuses, options, or long-term
contracts, shareholders can motivate the CEO to maximize firm
wealth. In other words, shareholders use pay to provide
incentives, a view we refer 10 as the contracting view. An
alternative view, championed by practitioners such as Crystal
(1991), argues that CEOs set their own pay. They manipulate
the compensation committee to pay themselves what they can.
The only constraints they face may be the availability of funds
or more general fears, such as not wanting to be singled out in
the Wall Street Journal as being overpaid. We refer to this
second view as the skimming view. In this paper, we
investigate the relevance of these two views.

PD September 2000. TI Do CEOs Set Their Own Pay?
The Ones Without Principals Do. AU Bertrand, Marianne;
Mullainathan, Sendhil. AA Bertrand: University of Chicago
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AB We empirically examine two competing views of CEO
pay. In the contracting view, the compensation committee
optimally chooses pay contracts that give the CEO incentives to
maximize shareholder wealth. In the skimming view, CEOs
have managed to capture the pay process so that they set their
own pay. To distinguish these views, we first examine how
CEO pay responds to luck. Using several measures of luck,
such as changes in oil price for the oil industry, we find
substantial pay for luck. Most importantly, we find that better
governed firms pay their CEOs less for luck. Our second test
examines how much CEOs are charged for the options they are
granted. CEOs in better-governed firms are charged more for
the options they are given. These results suggest that both
views of CEO pay matter. In poorly governed firms, the
skimming view fits better while in well-governed firms, the
contracting view fits better.

PD September 2000. TI  Ferreting Out Tunneling: An
Application to Indian Business Groups. AU Bertrand,
Marianne; Mehta, Paras; Mullainathan, Sendhil.
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Massachusetts  Institute of Technology and NBER.
SR Massachusetts Institute of Technology, Department of
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Memorial Drive, Cambridge, MA 02142. PG 36.
PR $7.00 US, Canada, Mexico; $10.00 other intemmational.
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AB In many countries, controlling shareholders are accused
of tunneling, transferring resources from companies where they
have few cash flow rights to ones where they have more cash
flow rights. Quantifying the extent of such tunneling, however,
has proven difficult because of its illicit nature. This paper
develops a general empirical technique for quantifying
tunneling. We wuse the responses of different firms to
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performance shocks to map out the flow of resources within a
group of firms and to quantify the extent to which the marginal
dollar is tunneled. We apply our technique to data on Indian
business groups. The results suggest a significant amount of
tunneling between firms in these groups.

PD January 2001. TI Do People Mean What They Say?
Implications for Subjective Survey Data. AU Bertrand,
Marianne; Mullainathan, Sendhil. AA  Bertrand: University
of Chicago. Mullainathan: Massachusetts Institute of
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AB Many surveys contain a wealth of subjective questions
that are at first glance rather exciting. Yet despite easy
availability, this is one data source that economists rarely use.
In fact, the unwillingness to rely on such questions marks an
important divide between economists and other social
scientists. This neglect does not come from disinterest. Most
economists would probably agree that the variables these
questions attempt to uncover are interesting and important. But
they doubt whether these questions elicit meaningful answers.
These doubts are, however, based on a priori skepticism rather
than on evidence. This ignores a large body of experimental
and empirical work that has investigated the meaningfulness of
answers to these questions. The authors’ primary objective in
this paper is to summarize this literature for an audience of
economists, thereby turning a vague implicit distrust into an
explicit position grounded in facts. Having summarized the
findings, the authors integrate them into a measurement error
framework so as to understand what they imply for empirical
research relying on subjective data. Finally, the authors
perform some simple empirical work using specific subjective
questions.
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AB  This paper presents a mode! that incorporates uncertainty
about trade reform and analyzes the effects of trade and
financial liberalization on domestic investment and savings, the
current account balance and the real exchange rate, both when
the capital account is open and when it is closed. Under certain
assumptions financial liberalization leads to a movement of
resources in the opposite direction to that implied by trade
liberalization and to real exchange rate appreciation, thus
defeating one of the objectives of tariff reform, when the capital
account is open. When political economy linkages are taken
into account, however, the indirect effects of financial
liberalization may offset the direct effects, encouraging a
movement of resources in the desired direction. With a closed
capital account these results should still hold unless there are
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strong negative income effects from trade reform.
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AB This paper formulates a new theory of financial
intermediation and explains the general structure of credit
markets. Borrowers without established credit histories have
incentives to repudiate their debt obligations, and are therefore
unable to issue debt directly. Banks exist in order to provide
finance for this class of borrowers. Banks can curtail borrowers’
incentives to default on debt by building a reputation for
liquidating defaulters. However, over time, borrowers’
concerns about reputation improve their incentives, such that
they are able to issue debt directly.

PD November 2000. TI  The Dynamics of Firms' Credit
Ratings. AA University of Exeter. SR University of
Exeter Department of Economics Discussion Paper: 00/19;
Department of Economics, University of Exeter, Amory
Building, Rennes Drive, Exeter Devon, EX4 4JR, England.
Website: www.ex.ac.uk/sobe/. PG 32. PR no charge.
JE D82 G19. KW Strategic Default. Reputation Effects.
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AB  This paper analyzes the dynamics of firms’ credit ratings,
in the context of a multi-period moral hazard problem, in which
borrowers have incentives to repudiate their debt obligations.
Borrowers with short credit histories face the poorest
incentives, and (depending on initial conditions) for these
borrowers debt repayment can only be enforced by the threat of
liquidation. However, over time if borrowers repay debt on all
dates, they will establish a good credit history. This may
improve their incentives, such that they will repay debt because
they are concerned about their reputations for being a good
credit risk, even if they face no threat of liquidation if they do
default. The model generates predictions which explain two
stylized observations on the dynamics of firms’ credit ratings.
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AB This paper introduces and characterizes the number-
sensitive  critical-level generalized-utilitarian  family of
population principles which is a generalization of the critical-
level generalized-utilitarian family. Number-sensitive critical-
level utilitarian principles rank alternatives by using a value
function that is equal to total utility minus a sum of critical
levels that may depend on population size but not on individual
utilities, and number-sensitive critical-level generalized-
utilitarian principles use transformed utilities and critical
levels. Ethical properties of the principles are investigated and
the new family is compared to number-dampened generalized
utilitarianism whose value functions are equal to transformed
representative utility (average utility in the utilitarian case)
multiplied by a function of population size.

PD May 2000. TI  Population Ethics and the Existence of
Value Functions. AU Blackorby, Charles; Bossert, Walter;
Donaldson, David. AA Blackorby: University of British
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AB This note provides a corrected version of a classical
result in population ethics. While it is true that the fixed-
population axioms continuity and weak Pareto are sufficient for
the existence of an ordering of population-size-representative-
utility pairs that can be used to rank social alternatives, we
show that, in order to obtain the existence of a real-valued
representation, continuity must be strengthened.
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Finite Horizon OLG Model. AU Blackorby, Charles; Brett,
Craig. AA Blackorby: University of British Columbia and
GREQAM. Brett: University of London. SR University of
British Columbia, Department of Economics Discussion Paper:;
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AB In a simple overlapping-generations mode! where the
government has the power to levy commodity taxes and to
implement intertemporal transfers, we seek to characterize
conditions under which capital taxation (or subsidization) does
not form part of the optimal tax mix. It turns out that it can
never be the case that capital taxes are identically zero along
the Pareto frontier. Along the way, we derive and interpret the
optimal tax formulae in the economy.
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AB In the design of the optimal direct/indirect tax mix, the
canonical view was laid by Atkinson and Stiglitz [1976] who
showed that commodity taxes are unnecessary in an economy
in which there is an optimal nonlinear income tax provided that
commodities are separable from labor in the utility functions of
all taxpayers, that the aggregators over these commedities are
ordinarily equivalent and that wages are fixed. When wages
are endogenous, Naito [1999] showed that this result may not
hold and in addition that production efficiency may not be
Pareto optimal. Given an optimal nonlinear income tax, we
show that production inefficiency is Pareto optimal if the
aggregate technology set is strictly concave. The
Atkinson/Stiglitz condition is neither necessary nor sufficient
for zero commodity taxation and commodity taxes are part of
almost all Pareto optima.
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AB This paper investigates the possibilities for satisfaction of
both the ex-ante and ex-post Pareto principles in a general
model in which neither individual nor social preferences
necessarily satisfy the Expected Utility Hypothesis. If
probabilities are subjective and allowed to vary, three different
impossibility results are presented. If probabilities are
‘objective’ (identical across individuals and the observer),
necessary and sufficient conditions on individual and social
value functions are found (Theorem 4). The resulting individual
value functions are consistent not only with Subjective
Expected Utility Theory, but also with some versions of
Prospect Theory, Subjectively Weighted Utility Theory and
Anticipated Utility Theory. Social preferences are Weighted
Generalized Utilitarian and, in the case in which individual
preferences satisfy the Generalized Bernoulli Hypothesis, they
are Weighted Utilitarian. The objective-probability results for
social preferences cast a new light on Harsanyi’s Social
Aggregation Theorem, which assumes that both individual and
social preferences satisfy the Expected Utility Hypothesis.
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AB This paper examines several families of population
principles in the light of a set of axioms. In addition to the
critical-level  utilitarian,  number-sensitive  critical-level
utilitarian  and number- dampened families and their
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generalized counterparts, we consider the restricted number-
dampened family (suggested by Hurka) and introduce two new
families: the restricted critical-level and restricted number-
dependent critical-level families. Subsets of the restricted
families have nonnegative critical levels and avoid both the
repugnant and sadistic conclusions but fail to satisfy an
important independence condition. We defend the critical-level
principles with positive critical levels.
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AB This paper proves a new representation theorem for
domains with both discrete and continuous variables. The result
generalizes Debreu’s well-known representation theorem on
connected domains. A strengthening of the standard continuity
axiom is used in order to guarantee the existence of a
representation. A generalization of the main theorem and an
application of the more general result are also presented.
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AB Product and labor market deregulation reduce and
redistribute rents, leading economic players to adjust to this
new distribution. It typically comes with distribution and
dynamic effects. It may imply the decline of incumbent firms.
Unemployment may increase for a while. Real wages may
decrease before recovering, and so on. We build a model based
on two central assumptions: Monopolistic competition in the
goods market, which determines the size of rents, and
bargaining in the labor market, which determines the
distribution of rents. We think of product market regulation as
determining both the entry costs faced by firms, and the degree
of competition between firms. We think of labor market
regulation as determining the bargaining power of workers. We
then use our results to study two specific issues: first, the large
decline in the labor share in Europe since 1980, and second,
political economy interactions between product and labor
market deregulation.
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AB In China, local governments have contributed to the
growth of new firms. In Russia, local governments have stood
in the way. The question then is why this has happened. We
argue that the answer lies in the degree of political
centralization present in China. Transition in China has taken
place under the tight control of the communist party. Transition
in Russia has come with the emergence of a parly
dysfunctional democracy. The central government has been
neither strong enough to impose its views, nor strong enough to
set rules about the sharing of proceeds of growth. As a result,
local governments have had few incentives either to resist
capture by old firms or to rein in competition for rents.
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AB Rather than decrease firing costs across the board, a
number of European countries have allowed firms to hire
workers on fixed-duration contracts. At the end of a given
duration, these contracts can be terminated at little or no cost. If
workers are kept on however, the contracts become subject to
regular firing costs. We argue in this paper that the effects of
such a partial reform of employment protection may be
perverse. The main effect may be high turnover in fixed-
duration jobs, leading in tum to higher, not lower,
unemployment. And, even if unemployment comes down,
workers may actually be worse off, going through many speils
of unemployment and fixed-duration jobs, before obtaining a
regular job. Looking at French data for young workers since the
early 1980s, we conclude that the reforms have substantially
increased turnover, without a substantial reduction in
unemployment duration. If anything, their effect on the welfare
of young workers appears to have been negative.
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AB  This paper characterizes the dynamic effects of shocks in
government spending and taxes on economic activity in the
United States in the post-war period. It does so by using a

https://doi.org/10.1017/50951007900005337 Published online by Cambridge University Press

mixed structural VAR/event study approach. Identification is
achieved by using institutional information about the tax and
transfer systems and the timing of tax collections to identify the
automatic response of taxes and spending to activity, and, by
implication, to infer fiscal shocks. The results consistently show
positive government spending shocks as having a positive effect
on output, and positive tax shocks as having a negative effect.
The multipliers for both spending and tax shocks are typically
small. Tuming to the effects of taxes and spending on the
components of GDP, one of the results has a distinctly non-
standard flavor: Both increases in taxes and increases in
government spending have a strong negative effect on
investment spending.
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AB Two key facts about European unemployment must be
explained: the rise in unemployment since the 1960s, and the
heterogeneity of individual country experiences. While adverse
shocks can potentially explain much of the rise in
unemployment and labor market institutions can explain cross-
country differences, neither cause in itself accounts for both
facts. Based on a panel of institutions and shocks for QECD
nations since the 1960s, the authors find that the interaction
between shocks and institutions is crucial to explaining both
stylized facts. The authors test two specifications, and each
offers significant support for their interactions hypothesis. The
first specification assumes that there are common but
unobservable shocks across countries, and that these shocks
have a larger and more persistent effect in countries with poor
labor market institutions. The second constructs series for the
macro shocks, and again finds evidence that the same size
shock has differential effects on unemployment when labor
market institutions differ. The authors interpret this as
suggesting that institutions determine the relevance of the

unemployed to wage-setting, thereby determining the evolution
of equilibrium unemployment rates following a shock.

Bleichrodt, Han

PD May2000. TI  An Experimental Test of Loss Aversion
and Scale Compatibility. AU Bleichrodt, Han: Pinto, Jose
Luis. AA Bleichrodt: Erasmus University. Pinto: Universitat
Pompeu Fabra. SR Universitat