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ANALYSIS AND MODELING OF THE GROWTH OF THE ECONOMY

Anomauin. Ysaea 30cepediicena Ha 8axuCAUBIl 2any3i 0CAIONCEHD, U0 BUKAUKAHA (DIHAHCOBOH KPU3OH): B3AEMO-
dii Ha ginancosux punkax. Cmamms Hocums meopemu4Huil xapakmep, 0ocaioxcye Hogi idei ma dymKu, po3ersoac ix
KinbKicHi Xapakmepucmuiku, 00CAi0ONCYIOUU 3HAYEHHS DI3HUX (DIHAHCOBUX | PUHKOBUX BIOHOCUH 8 MOOeASIX 3A2anbHOT

Junamiunoi ma cmoxacmu4Hoi pisHosaeu.

Karouosi caosa: ginancosa kpuza, punku Kanimany, npoeHO3Y8AHHS, eMNIpUMHI Memoou, OuHamiuni modeni

pigHogazu.

Summary. This paper focused on an important area of research stimulated by the financial crisis: understanding
the role of financial market frictions. The article is of a theoretical in nature, exploring new ideas and views and
considers are more quantitative in nature, exploring the significance of different financial market frictions in dynamic

stochastic general equilibrium (DSGE) models.
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Statement of the problem. The capital markets:
studies interactions between the real and financial
economy. The recent financial crisis has sparked new
and interesting research on the sources of the crisis,
how such a crisis might be prevented or foreseen, the
potential impact on the macroeconomy, and policy re-
sponses.

We examined several aspects related to market
dynamics that are similar to bank runs, but occur out-
side the banking sector. Presented a novel model of
how payments clearing among interconnected agents
are settled, and how the amount of liquidity needed
to clear the payments depends on the payments sys-
tem among the agents, consider the effect of financing
longer-term investments by rolling over short-term as-
sets, as in many financial institutions. The papers con-
sider the risks associated with this maturity transfor-
mation and the roles played by volatility, liquidity, and
maturity, as well the potential role of financial regula-
tion in mitigating these risks.

The discussed two related empirical papers. The
first, Banking Crises, carefully considers the roots of
measured banking crises and finds that the crises arise
from underlying systemic bank shocks. Since the shocks
pre-date the crises, using the shocks to date the origins
of the crisis changes one’s view of the dynamics and
causes of financial crises. Secondly looks at data during
the financial crisis, and shows that because of re-default
risk and self-cures (mortgages becoming current again),
renegotiating delinquent mortgages is not very attrac-
tive to investors. Hence, payment-reducing loan modi-
fications have been uncommon in both securitized and
non-securitized pools of mortgages.

Finally, we considered several theoretical treat-
ments of the recent financial crisis: there are cases
where the release of coarse information is preferred
by bond issuers enhancing primary market liquidity, at
the cost of secondary market liquidity.

Analysis of recent research and publications. The
labor market is central to many issues in macroeco-
nomics, including business cycles, unemployment,
inequality, and growth. We considers models of the
labor market, data analysis, and the use of models to
carry out substantive policy analysis.

Modern models of the labor market stress the un-
derlying dynamics in job and worker flows. High-quali-
ty data on these flows is central to developing better mo-
dels of these processes and assessing their consequences
for a variety of substantive and policy issues. Therefore,
we has always emphasized the analysis of new datasets
that can shed additional light on the empirical proper-
ties of these flows. A recent example of this is the work of
Steven Davis, Jason Faberman, and John Haltiwanger,
«The Establishment-Level Behavior of Vacancies and
Hiring». Recent models of labor market flows stress the
role of vacancy creation in understanding labor market
outcomes, and this is the first paper to provide systema-
tic evidence on the relationship between vacancy pos-
ting and hiring. The paper uses data from the recent
JOLTS dataset and the facts that it presents will play a
key role in guiding the development and calibration of
models of labor market dynamics.

Understanding the nature and causes of labor mar-
ket fluctuations associated with business cycles remains
a key issue in economics, and research on this issue has
always featured prominently in the group’s meetings. A
recent example is paper, «Reconciling Cyclical Move-
ments in the Marginal Value of Time and the Marginal
Product of Labor», which shows that a standard mac-
roeconomic model appended to capture labor market
frictions, in the spirit of work pioneered by Diamond,
Mortensen, and Pissarides, can reconcile observed la-
bor market fluctuations in a framework where all bila-
teral gains from trade are realized. It does not follow
that fluctuations are optimal from the perspective of
society-high unemployment is socially inefficient.
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Another long-standing issue in the analysis of ag-
gregate labor market outcomes concerns the elasticity
of aggregate labor supply, and in particular, the appa-
rent inconsistency between low labor-supply elastici-
ties that are estimated from micro data and the much
larger values implicit in many aggregate models. The
elasticity of aggregate labor supply has important im-
plications both for the propagation of shocks in busi-
ness cycle models and for assessing the implications
of fiscal policy instruments, such as tax and transfer
programs. Some authors argues that there is no incon-
sistency. They present a model of life — cycle labor
supply in which standard procedures used to infer elas-
ticities using micro data would find a small elasticity
even though the aggregate elasticity is large. Central
to this finding is the fact that individuals adjust their
lifetime labor supply along two margins: how much to
work while employed, and what fraction of their lives
to spend in employment. An important implication of
the analysis is that tax and transfer policies generate
large responses in aggregate hours worked.

The purpose of the article (problem): the forecas-
ting and Empirical methods focus on the development
and assessment of econometric methods for use in em-
pirical macroeconomics and finance, placing special
emphasis on problems of prediction.

The main material of the study. Analysis tend to
involve two types: one type with models or forecasts of
one or more variables, using novel or technically ad-
vanced methods; a second type in which the authors
develop and evaluate a new methodology for estima-
tion, inference, or prediction.

In the first category, the study the term structure
of nominal government debt, showing that a combi-
nation of a standard parametric specification and an
arbitrage-free specification leads to improvement in
predictive performance.

In the second category, in Dynamic Hierarchical
Factor Models, develop and apply a procedure that
allows a hierarchy across cross-section units prior to
estimation; this is natural, for example, in applications
with global, country, and regional factors. In real-time
forecasting of real activity show that quarterly fore-
casts improve if monthly data are used.

Methods and application for dynamic equilibrium
models. The dynamic equilibrium group conducts re-
search on a range of subjects related to the construction,
computation, estimation, and evaluation of dynamic
models and their applications in empirical research.
These types of models have become one of the main
workhorses of modern macroeconomics and related
fields such as finance. Sophisticated empirical analysis
based on dynamic equilibrium models has produced no-
vel substantive findings. An increasing number of policy-
making institutions, including the Federal Reserve Board
and many central banks including the European Central
Bank, are actively formulating and estimating DSGE
models for policy analysis and forecasting.

One active area of research is the incorporation
of time variation into the parameterization of DSGE
models. Time-varying parameters can be used, for in-
stance, to capture changes in monetary policy over the
post-war period. Develop and apply tools to solve ra-
tional expectations models with regime-switching co-
efficients derived from estimated DSGE models, for
instance with respect to the sources of business cycles,
are sensitive to assumptions about the driving forces of
macro fluctuations.

Because direct information about the agents’ in-
formation sets is not available, this information needs
to be extracted in an efficient manner from the auto-
covariance properties of observable macroeconomic
variables.

Extending the monopolistic competition model. A
great deal of research in international trade uses the
monopolistic competition model. The early models
assumed that firms were symmetric in size, which
contradicts the fact that a large fraction of exports in
most economies are accounted for by a relatively small
number of large firms. That observation was incor-
porated into the monopolistic competition model by
Melitz, who added heterogeneous firms with random
productivities. Since that time, the research has fo-
cused on extending many other aspects of the mono-
polistic competition model. Costas Arkolakis and
Vogel make two rather fundamental contributions.
Arkolakis introduces marketing costs into the model,
thereby allowing for the presence of small exporters
(which cannot arise in the Melitz model). Vogel is the
first to introduce heterogeneous firms into a spatial
version of the monopolistic competition model.

Other important features of the monopolistic
competition model being examined in current re-
search are product quality and product variety. It can
be noted, that exogenous product quality enters the
heterogeneous-firms model in much the same mathe-
matical way as exogenous productivity. But a key dif-
ference is that with productivity, the firms that become
large are the most productive and therefore have the
lowest prices, whereas with quality, the largest firms
have the highest quality products and therefore high
prices. So, this implies a natural dichotomy between
industries where firms compete based on productivity
and the largest firms should have low prices and in-
dustries where firms compete based on product quality
and the largest firms should have high prices.

We would expect that the demand for high-qua-
lity goods varies with income, so that non-homothetic
preferences and the distribution of income become
important. Studied the role of income distribution,
using a utility function from Harry Flam and Elhanan
Helpman, which implies that cross-country diffe-
rences in income distributions are related to varia-
tions in import variety and price distributions. They
find empirical support for the model by using micro
data on income and price distributions that are derived

44



Exonomixa ma ynpaeninus HayioHaabHum e0cnodapcmeom

from trade data. Pablo Fajgelbaum, Gene Grossman,
and Helpman use an alternative preference structure,
drawing on the discrete choice literature. Their frame-
work allows us to study the welfare consequences of
trade, transport costs, and trade policy for different in-
come groups in an economy. Ina Simonovska also uses
a non-homothetic utility function to study the role
of price discrimination in international trade, while
Ana Cecilia Fieler introduces non-homothetic prefe-
rences into the Eaton-Kortum model of trade. James
Markusen provides a survey of results obtained with
non-homothetic preferences. Finally, Maurice Kugler
and Eric Verhoogen, who analyze data for firms, de-
velop a production-side explanation for the quality of
traded inputs and outputs.

The studies described above are general equilib-
rium, combining theory and empirical work. Other
empirical research focuses on partial-equilibrium
frameworks used to develop measures of product qua-
lity. Amit Khandewal uses a discrete choice framework
to estimate product quality in a wide range of U. S.
manufacturing industries, at the Harmonized System
10-digit level. In his framework, a product that is in
high demand but does not have a low price necessarily
must be high quality. The same idea, but with different
functional form for demand, is used by Juan Carlos
Hallak and Schott to estimate product quality for the
United States. Manova and Zhiwei Zhang examine the
quality heterogeneity across Chinese exporting firms.

Not only product quality but also product variety
lends itself to empirical implementation. Compare two
methods of measuring product variety in automobiles:
one using product-level import data and the second
using actual market data on automobiles sold in the
country. They find that implied welfare benefits from
using the product-level import data are only half what
is found with the market-based data. They further show
that the welfare gains from all foreign-owned varieties
(both imported and from foreign affiliates) are well over
50 percent larger than those stemming from imported
varieties alone. In dynamic models the gains from
product variety in inputs can contribute to enhanced
efficiency and increased growth. Closely related to the
concept of variety in trade is the extensive margin of
exports, which refers to the number of firms within an
industry who are exporting. For an individual firm, the
extensive margin of exports refers to the range of pro-
ducts that it produces and exports. Hand-in-hand with
the large differences in the size and productivity of firms
are differences in their product range. Bernard, Jensen,
Redding, and Schott demonstrate this theoretically and
empirically in U. S. data. An alternative theoretical ap-
proach to analyzing the scope of firms is presented by
Volker Nocke and Stephen Yeaple.

A final area where the monopolistic competition
model is being extended is the assumption of CES
preferences, which leads to constant markups being
charged by firms. Alternative preferences, such as the

non-homothetic cases referred to above, will lead to
markups that are endogenous and therefore have im-
portant implications for welfare.

Conclusions. The model of growth focuses on dif-
ferences in income across countries, firm-level, pro-
ductivity growth, and technical progress over time.
Simulation in time, the revision to the annual growth
rate of a country had a standard deviation of 5,4 per-
cent, much greater than the average growth rate itself
of 1,5 percent. Remarkably, the revision to the average
30-year growth rate had a standard deviation of only
1,1 percent.

Examine theoretically how technological change
and environmental problems can interact. In particu-
lar, study situations in which researchers can choose to
work on improving «dirty» technologies like the inter-
nal combustion engine, or «clean» technologies like fuel
cells and electric cars. They find that achieving optimal
growth without an environmental catastrophe often in-
volves not only input taxes (such as a carbon tax) but
also efforts to direct technical change through research
subsidies or profit taxes. When inputs are sufficiently
substitutable, such subsidies or taxes can be temporary.

High-growth countries tend to accumulate offi-
cial net foreign assets, but not private net foreign assets.
Their explanation: the government in power has a bias
toward current consumption (which it can direct while
it is temporarily in power), and cannot commit the fu-
ture government to a low tax rate on capital. Reforms
that reduce these political economy and contracting
frictions result in less government debt, and therefore
less temptation to tax capital — but only gradually over
time. So growth proceeds as the tax on capital slowly
falls and official net foreign assets rise. Their theory
implies that unconditional foreign aid does not boost
growth even temporarily, and that unconditional debt
relief lifts growth only temporarily.
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