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Introduction
The Federal Reserve Bank of New York’s
Research and Market Analysis Group
produces a wide variety of publications
and discussion papers of interest to
business and banking professionals,
policymakers, academics, and the
general public.

This catalogue lists recent issues in each
of our research series:

❦ the Economic Policy Review
our policy-oriented flagship
publication

❦ Current Issues in Economics
and Finance
a newsletter-style publication
focusing on economic and
financial topics

❦ Second District Highlights
a regional supplement to Current
Issues covering financial and
economic developments in
the Federal Reserve System’s
Second District

❦ Staff Reports
technical papers presenting
research findings.

In addition, the Research and Market
Analysis Group produces Research
Update, a quarterly newsletter
complementing this catalogue.
Research Update offers summaries of
selected studies and listings of recent
publications in our research series.
It also provides other news and
information about the Research 
Group.

Members of the Group also publish
papers in many economic and finance
journals, conference volumes, and
scholarly books. A list of these 
publications begins on page 15.

We invite you to order, at no charge,
copies from our research series or to join
our subscriber lists. Or you can visit our
web site for publications and papers.
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Economic Policy
Review
The Economic Policy Review is a policy-
oriented research journal that focuses
on macroeconomic, banking, and
financial market topics.

EPR articles are available at
www.newyorkfed.org/rmaghome/
econ_pol/index.html.

Volume 7

Number 1
The Challenges of Risk Management 
in Diversified Financial Companies
Christine M. Cumming and Beverly J. Hirtle

In recent years, financial institutions and their
supervisors have placed increased emphasis on the
importance of measuring and managing risk on a
firmwide basis—a coordinated process referred to
as consolidated risk management. Although the
benefits of this type of risk management are widely
acknowledged, few if any financial firms have fully
developed systems in place today, suggesting that
significant obstacles have led them to manage risk
in a more segmented fashion. In this article, the
authors examine the economic rationale behind
consolidated risk management. Their goal is to
detail some of the key issues that supervisors and
practitioners have confronted in assessing and
developing consolidated risk management systems.
In doing so, the authors clarify why implementing
consolidated risk management involves significant
conceptual and practical difficulties. They also sug-
gest areas in which additional research could help
resolve some of these difficulties.

Using Credit Risk Models for Regulatory Capital:
Issues and Options
Beverly J. Hirtle, Mark Levonian, Marc
Saidenberg, Stefan Walter, and David Wright

The authors describe the issues and options that
would be associated with the development of regu-
latory minimum capital standards for credit risk
based on banks’ internal risk measurement models.
Their goal is to provide a sense of the features that
an internal-models (IM) approach to regulatory
capital would likely incorporate, and to stimulate
discussion among financial institutions, supervi-
sors, and other interested parties about the many
practical and conceptual issues involved in struc-
turing a workable IM regulatory capital regime for
credit risk. The authors focus on three main areas:
prudential standards defining the risk estimate to
be used in the capital requirements, model stan-
dards describing the essential components of a
comprehensive credit risk model, and validation
techniques that could be used by supervisors and
banks to assess model accuracy. The discussion high-
lights a range of alternatives for each of these areas.

What Drives Productivity Growth?
Kevin J. Stiroh

Economists have long debated the best way to
explain the sources of productivity growth.
Neoclassical theory and “new growth” theory both
regard investment—broadly defined to include
purchases of tangible assets, human capital expen-
ditures, and research and development efforts—as
a critical source of productivity growth, but they
differ in fundamental ways. Most notably, the neo-
classical framework focuses on diminishing and
internal returns to aggregate capital, while new
growth models emphasize constant returns to capi-
tal that may yield external benefits. This article
finds that despite their differences, both theories
help explain productivity growth. The methodolog-
ical tools of the neoclassical economists allow one
to measure the rate of technical change, and the
models of the new growth theorists provide an
internal explanation for technical progress.



Actual Federal Reserve Policy Behavior 
and Interest Rate Rules 
Ray C. Fair

A popular way to approximate Federal Reserve
policy is through the use of estimated interest 
rate equations, or policy “rules.” In these rules, the
dependent variable is the interest rate that the
Federal Reserve is assumed to control and the
explanatory variables are those factors assumed to
affect Federal Reserve behavior. This article pres-
ents estimates of such a rule, using data from
1954:1-1999:3 but omitting the 1979:4-1982:3
period, when monetary targets were emphasized.
Although the estimated coefficient on inflation is
found to be larger in the post-1982 period, the dif-
ference is not statistically significant, and statistical
tests fail to reject the hypothesis that the interest
rate rule is stable across these two periods.

Leading Economic Indexes for New York State
and New Jersey
James Orr, Robert Rich, and Rae Rosen 

The authors develop indexes of leading economic
indicators for New York State and New Jersey over
the 1972-99 period. They find that the leading
indexes convey useful information about the future
course of economic activity in both states. The
authors then construct separate indexes to forecast
recessions and expansions in each state. The move-
ments of the recession and expansion indexes are
found to display a close relationship with the
behavior of the leading indexes. Accordingly, the
recession and expansion indexes allow the authors
to extend the informational content of the leading
indexes by estimating the probability of an upcom-
ing cyclical change in state economic activity
within the next nine months.

Number 2

In November 2000, the Federal Reserve Bank
of New York sponsored the conference “Welfare
Reform Four Years Later: Progress and Prospects.”
This special issue is dedicated to the conference
proceedings.

Papers include:

Opening Remarks 
Jamie B. Stewart, Jr.

How Are Families Who Left Welfare Doing 
over Time? A Comparison of Two Cohorts 
of Welfare Leavers
Pamela Loprest

Declining Caseloads/Increased Work:
What Can We Conclude about the Effects 
of Welfare Reform?
Rebecca M. Blank

Changing Caseloads: Macro Influences 
and Micro Composition
Robert A. Moffitt and David W. Stevens

Changing the Culture of the Welfare Office: 
The Role of Intermediaries in Linking TANF
Recipients with Jobs
LaDonna Pavetti, Michelle K. Derr, Jacquelyn
Anderson, Carole Trippe, and Sidnee Paschal

Welfare Reform and New York City’s
Low-Income Population
Howard Chernick and Cordelia Reimers

Using Financial Incentives to Encourage 
Welfare Recipients to Become Economically
Self-Sufficient
Philip K. Robins and Charles Michalopoulos
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Number 3 
Infrastructure and Social Welfare  
in Metropolitan America
Andrew F. Haughwout

Public infrastructure investment may indirectly
affect firm productivity and household welfare
through its impact on the location of economic
activity. Existing infrastructure policies encourage
firms and households to move from dense urban
environments to the surrounding suburbs.
Nevertheless, several recent studies have suggested
that the concentration of producers and consumers
within cities results in “agglomeration economies”
that are socially beneficial. In light of these find-
ings, the author recommends the creation of infra-
structure investment authorities that would have
the power to select and finance projects that pro-
mote the overall well-being of a given region. 
Such authorities would most likely direct a larger
share of infrastructure investment to the central
cities.

The Effect of Employee Stock Options on the
Evolution of Compensation in the 1990s
Hamid Mehran and Joseph Tracy

Between 1995 and 1998, actual growth in compen-
sation per hour (CPH) accelerated from approxi-
mately 2 percent to 5 percent. Yet as the labor mar-
ket continued to tighten in 1999, CPH growth unex-
pectedly slowed. This article explores whether this
aggregate “wage puzzle” can be explained by
changes in the pay structure—specifically, by the
increased use of employee stock options in the
1990s. The CPH measure captures these options on
their exercise date, rather than on the date they are
granted. By recalculating compensation per hour to
reflect the options’ value on the grant date, the
authors find that the adjusted CPH measure
accelerated in each year from 1995 to 1999.

Personal On-Line Payments
Kenneth N. Kuttner and James J. McAndrews

The swift growth of e-commerce and the Internet
has led to the development of a new form of elec-
tronic funds transfer—the personal on-line pay-
ment—that uses web and e-mail technologies to
initiate and confirm payments. This article
describes this payment instrument and the trends
that have given rise to it. The authors explain that
personal on-line payment systems are already pro-
viding a convenient alternative to checks, money
orders, and cash, and may replace credit cards for
some small-scale retail e-commerce. However,
issues such as the interoperability of diverse sys-
tems and the systems’ inherent risks will continue
to be central. The authors also suggest that
although personal on-line payment systems are not
likely to have a great impact on monetary policy,
they do raise regulatory issues associated with 
consumer rights and protection.

The Effect of Interest Rate Options Hedging
on Term-Structure Dynamics
John Kambhu and Patricia C. Mosser

Market participants and policymakers closely moni-
tor movements in the yield curve for information
about future economic fundamentals. In several
recent episodes, however, disruptions to market
liquidity have affected the short-term dynamics of
the curve independently of fundamentals. This article
provides evidence that the short-run dynamics in
the intermediate maturities of the yield curve
changed around 1990, with the appearance of posi-
tive feedback in weekly interest rate changes. The
feedback is consistent with the effects of options
dealers’ hedging activity and it is found only in the
1990s, after the interest rate options market grew to
significant size. The authors also show that the
market liquidity/positive-feedback effects are con-
centrated in the weeks after the largest interest rate
changes. Their results suggest that the times when
market participants and policymakers are most
interested in extracting from the yield curve a sig-
nal about economic fundamentals are precisely the
times when changes in the curve may be distorted
by liquidity effects.
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Current Issues 
in Economics 
and Finance
Current Issues in Economics and Finance
is a newsletter-style publication offering
concise and timely analyses of economic
and financial topics.

Second District Highlights—a regional
supplement to Current Issues—covers
important financial and economic
developments in the Federal Reserve
System’s Second District.

Both series are available in html
and pdf formats at
www.newyorkfed.org/rmaghome/
curr_iss/index.html.

Volume 7

No. 1
Declining Manufacturing Employment in the
New York–New Jersey Region: 1969-99
Jason Bram and Michael Anderson

Between 1969 and 1999, the New York–New Jersey
region experienced a steeper drop in manufactur-
ing employment than any other area of the United
States. Much of the unusually sharp job decline can
be attributed to the geographic dispersion of manu-
facturing—that is, the gradual movement of manu-
facturing activity from the more urbanized and
industry-intensive states of the Northeast to the
less industrially developed states of the South
and West. 
Second District Highlights series

No. 2
The Effects of a Booming Economy 
on the U.S. Trade Deficit
Stefan Papaioannou and Kei-Mu Yi

The robust growth of the U.S. economy between
1996 and 1999 spurred U.S. demand for foreign
goods and contributed to a surge in the U.S. trade
deficit. An analysis of the effects of the expansion
on the trade balance suggests that the economic boom
can account for roughly a third of the sharp rise in
the merchandise trade deficit during this period.

No. 3
New York–New Jersey Job Expansion
to Moderate in 2001
James Orr and Rae D. Rosen

New York City will set the pace for job growth in the
New York–New Jersey region in 2001, with employ-
ment advancing 1.9 percent over the year. For the
region as a whole, the rate of job growth will drop
to 1.5 percent, from 2.2 percent in 2000.
Second District Highlights series

No. 4
Stocks in the Household Portfolio:
A Look Back at the 1990s
Joseph Tracy and Henry Schneider

The growing prominence of stocks as a household
asset in the 1990s encouraged the view that the
United States had become a nation of zealous
investors alert to every market development and
eager to acquire new stocks. Yet an analysis of the
factors behind the rise in the household equity
share suggests that exceptionally high returns
on stocks—rather than aggressive investment
behavior—accounted for much of the increased
importance of stocks.

No. 5
Curbing Unemployment in Europe: Are There
Lessons from Ireland and the Netherlands?
Cédric Tille and Kei-Mu Yi

Since the mid-1980s, unemployment rates in
Ireland and the Netherlands have plummeted,
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while the average rate for the European Union has
maintained its longtime high level. Ambitious labor
market reforms—including wage moderation and
the tightening of unemployment benefits—have
helped to bring the Irish and Dutch rates down.
Other European countries would benefit from
adopting similar reforms, but they are unlikely to
see the same dramatic improvement in their
unemployment numbers.

No. 6
Investing in Information Technology:
Productivity Payoffs for U.S. Industries
Kevin J. Stiroh

Although firms have invested billions of dollars in
information technology to boost their productivity,
many analysts continue to question whether these
investments do in fact lead to productivity gains.
An industry-level analysis of productivity perform-
ance provides robust evidence of a link, showing
that the industries experiencing the largest produc-
tivity acceleration in the late 1990s were the pro-
ducers and most intensive users of information
technology.

No. 7
Fiscal Policy in New York and New Jersey: 1977-97
Andrew F. Haughwout

Between 1977 and 1997, real government spending
in New York and New Jersey rose more than 40 per-
cent, led by sharply higher outlays for public wel-
fare and education. Increased tax revenues offset
the spending hikes, allowing the states to run large
cash surpluses in most years, but both states saw
their long-term debt grow markedly. As a result, net
financial wealth rose only marginally in New Jersey
and declined slightly in New York over the twenty-
year period.
Second District Highlights series

No. 8
To What Extent Does Productivity Drive the Dollar?
Cédric Tille, Nicolas Stoffels, and Olga Gorbachev

The continuing strength of the dollar has fueled
interest in the relationship between productivity
and exchange rates. An analysis of the link between
the dollar’s movements and productivity develop-

ments in the United States, Japan, and the euro
area suggests that productivity can account for
much of the change in the external value of the
dollar over the past three decades.

No. 9
Equipment Expenditures since 1995:
The Boom and the Bust
Jonathan McCarthy

Business investment in equipment surged in the
1990s, then fell back sharply after mid-2000. A popu-
lar explanation of these trends holds that the soar-
ing stock market and declining computer prices of
the last decade encouraged excess investment, set-
ting the stage for the retrenchment that followed.
Yet an analysis of the factors underlying investment
suggests that capital spending patterns in the late
1990s would have been quite similar had stock val-
ues and equipment prices remained near their
recent historical averages.

No. 10
An International Survey of Stress Tests
Ingo Fender, Michael S. Gibson, and Patricia C. Mosser

In the summer of 2000, central banks from the Group
of Ten countries surveyed large international banks
about their use of stress tests—a risk management
tool that measures a firm’s exposure to extreme
movements in asset prices. The survey findings high-
light the risks that most concern financial institu-
tions and clarify how these institutions use stress
tests in their overall risk management programs.

No. 11
The Effect of Tax Changes on Consumer
Spending
Charles Steindel

Many supporters of the tax cut enacted this
summer viewed it as an important stimulus to
consumer spending. But an analysis of the effects
of earlier income tax cuts suggests that the con-
sumer response to such initiatives is, in fact, quite
variable. Two conclusions stand out: First, con-
sumers will be more likely to boost spending if the
change in tax liabilities is permanent. Second,
consumers will wait to increase spending until 
a tax change affects their take-home pay.
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Research Update
Research Update is a quarterly
newsletter designed to keep you
informed about the Research Group’s
current work. The newsletter—which
complements this catalogue—offers
summaries of selected studies and
listings of recent articles and papers
in our research series.

Research Update also reports on other
news within the Group, including:

❦ staff publication in outside journals,

❦ upcoming conferences at the Federal
Reserve Bank of New York,

❦ calls for papers, and

❦ new publications and services.

You can subscribe to Research Update
by using the enclosed order form. The
publication is also available in html
and pdf formats at
www.newyorkfed.org/rmaghome/
update/index.html.
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Staff Reports
The Staff Reports series features
technical research papers designed 
to stimulate discussion and elicit
comments. These papers are intended
for eventual publication in leading
economic and finance journals.

The series is available only at
www.newyorkfed.org/rmaghome/
staff_rp/index.html.

Macroeconomics and Growth

No. 115
Information Technology and the U.S.
Productivity Revival: What Do 
the Industry Data Say?
Kevin J. Stiroh

This study examines the link between information
technology (IT) and the U.S. productivity revival of
the late 1990s. Industry-level data show a broad
productivity resurgence that reflects the production
and use of IT. The most IT-intensive industries
experienced significantly larger productivity gains
than other industries, and a wide variety of econo-
metric tests show a strong correlation between IT
capital accumulation and labor productivity. To
quantify the aggregate impact of IT use and IT pro-
duction, the author presents a novel decomposi-
tion of aggregate labor productivity. He shows that
virtually all of the aggregate productivity acceleration
can be traced to the industries that either produce
or use information technology most intensively,
with essentially no contribution from the industries
that are less involved in the IT revolution.

No. 117
Structural Change in U.S. Wage Determination
Robert W. Rich and Donald Rissmiller

This paper provides an empirical investigation into
the determinants and stability of the aggregate
wage inflation process in the United States over the
1967-2000 period. Using compensation per hour as
the measure of wages, the authors specify a Phillips
curve model that links wage growth to its past val-
ues as well as to the unemployment rate, price
inflation, labor productivity growth, and an addi-
tional set of labor market variables. Their results do
not reject the hypothesis that real wages and labor
productivity move proportionally in the long run.
More important, endogenous structural break tests
provide little evidence of model instability. The
authors conclude that aggregate wage determina-
tion has remained stable over the past thirty years
and that any recent shift in the inflation-unemployment
relationship reflects developments outside the
labor market.

No. 122
Productivity: What Is It, and Why Do 
We Care about It?
Charles Steindel and Kevin J. Stiroh

U.S. productivity growth has been the focus of con-
siderable attention in recent years. This paper pres-
ents a broad overview of productivity—both labor
and total factor—and discusses its importance. The
authors describe the official U.S. productivity sta-
tistics prepared by the Bureau of Labor Statistics
and discuss several stylized facts. They show how
productivity relates to critically important variables
like long-run growth, living standards, and infla-
tion, and describe the proximate factors that deter-
mine labor productivity using a standard growth
accounting framework. Finally, the authors outline
a series of unresolved productivity issues that
have direct implications for the future of the U.S.
economy.
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No. 126
Recent Changes in the U.S. Business Cycle
Marcelle Chauvet and Simon Potter

The U.S. business cycle expansion, which started
in March 1991, is the longest on record. This study
examines whether the expansion is a onetime,
unique event or whether its length results from a
change in U.S. economic stability. Bayesian meth-
ods are used to estimate a common factor model
that allows for structural breaks in the dynamics of
a wide range of macroeconomic variables. The
study finds strong evidence that a reduction in
volatility is common to the series examined.
Furthermore, the reduction implies that future
expansions will be considerably longer than the
historical average.

No. 131
A Primer on the Economics and Time Series
Econometrics of Wealth Effects: A Comment
Martin Lettau, Sydney Ludvigson,
and Nathan Barczi

In a recent paper, Davis and Palumbo (2001) inves-
tigate the empirical relationship between aggregate
consumption, asset wealth, and labor income.
Although cointegration implies that an equilibrium
relationship ties these variables together in the long
run, Davis and Palumbo focus on a short-run struc-
tural question: how quickly does consumption
adjust to changes in income and wealth—within a
quarter, or over many quarters? They claim to
answer this question, and imply that spending
adjusts only gradually after gains or losses in
income or wealth have been realized. This com-
ment argues that a statistical methodology different
from that of Davis and Palumbo is required to
address this question, and once the methodology
has been employed, the evidence weighs heavily
against their interpretation.

No. 136
New Evidence on the Lending Channel
Adam B. Ashcraft

This study examines whether banks play a special
role in the monetary policy transmission mecha-
nism. The author uses the presence of internal
capital markets in bank holding companies to
isolate plausibly exogenous variation in the financial
constraints faced by banks. In particular, he
demonstrates that affiliated bank loan growth is
less sensitive to changes in the federal funds rate
than that of unaffiliated banks, and that these
relatively unconstrained banks are better able to
smooth insured deposit outflows by issuing
uninsured debt. State loan growth also becomes
less sensitive to changes in the federal funds rate as
the loan market share of affiliated banks increases,
but state output growth is largely unaffected.

No. 139
Is Equipment Price Deflation 
a Statistical Artifact?
Bart Hobijn

The author argues that equipment price deflation
might be overstated because the methods used to
measure it rely on the erroneous assumption of
perfectly competitive markets. The main intuition
behind this argument is that what these price
indices might actually capture is not a price
decrease but the erosion of the market power of
existing vintages of machines. To illustrate this, the
author introduces an endogenous growth model in
which heterogeneous final goods producers can
choose their technology, which is provided by
monopolistically competing machine suppliers.
This market structure implies that the best
machines are marketed to the best workers and
sold at the highest markup. In the model’s economy,
the endogenously determined markups are such
that standard methods will tend to find equipment
price deflation, even though the model exhibits no
such deflation. 
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International 

No. 116
Exchange Rates and Wages
Linda Goldberg and Joseph Tracy

The authors offer an explanation for the paradoxi-
cal finding that industry wages are significantly
more responsive to exchange rate changes than
industry employment is. Using 1976-98 Current
Population Survey data, they find that the main
mechanism for exchange rate effects on wages
occurs through job turnover, and this phenomenon
strongly affects the wages of workers undergoing
such transitions. By contrast, workers who remain
with the same employer are found to experience
little, if any, wage impacts from exchange rate
shocks. In addition, the least-educated workers—
who also change jobs most often—are found to
shoulder the largest adjustments to exchange rates.

No. 119
When Is U.S. Bank Lending to Emerging 
Markets Volatile?
Linda S. Goldberg

This study characterizes the size and portfolio
diversification patterns of U.S. banks engaging in
foreign lending and explores the determinants of
fluctuations in U.S. bank claims on a broad set of
countries. Claims on Latin American and Asian
emerging markets, and on industrialized countries,
are found to be sensitive to U.S. macroeconomic
conditions. When the United States grows rapidly,
there is substitution between claims on industrial-
ized countries and claims on the United States. The
response pattern of claims on emerging markets to
U.S. conditions is found to differ across banks of
different sizes and across emerging markets. The
study also finds that, unlike U.S. bank claims on
industrialized countries, claims on emerging mar-
kets are not highly sensitive to local-country GDP
and interest rates. 

No. 121
Gender Differences in the Labor Market Effects
of the Dollar
Linda Goldberg and Joseph Tracy

Although the dollar has been shown to influence
workers’ expected wages, the analysis to date has
focused on the male workforce. This paper shows
that exchange rate fluctuations also have important
implications for women’s wages, particularly at job
transition. Changes in the dollar’s value can cause
the wage gap between women who change jobs
and women who do not to expand or contract
sharply, with the most pronounced effects occur-
ring among the least-educated women and women
in highly competitive manufacturing industries.
In addition, women who remain in their jobs
apparently show greater wage sensitivity to
currency movements than do their male
counterparts.

No. 124
International Dimensions of Optimal 
Monetary Policy
Giancarlo Corsetti and Paolo Pesenti

The authors argue that strict adherence to inward-
looking policy objectives such as domestic output
stabilization cannot be optimal when firms’
markups are exposed to currency fluctuations.
Such policies induce excessive volatility in
exchange rates and foreign sales revenue, leading
exporters to raise prices in response to higher risk.
In general, optimal rules trade off a larger domestic
output gap against lower import prices. Monetary
rules in a world Nash equilibrium lead to less
exchange rate volatility than inward-looking rules
and discretionary policies, even when the latter do
not suffer from inflationary (or deflationary) bias.
Gains from international monetary cooperation are
related in a nonmonotonic way to the degree of
exchange rate pass-through.
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No. 127
Border Effects and the Availability 
of Domestic Products Abroad
Carolyn L. Evans

Borders have a sizable negative impact on trade
flows. This “border effect” could have two explana-
tions: less international than domestic trade in the
goods actually exchanged between countries
(“flow”), or differences between the sets of goods
traded internationally and domestically (“availabili-
ty”). This paper provides a theoretical and empiri-
cal examination of the distinction between these
explanations. The results suggest that a portion of
the border effect is indeed due to differences
between the set of goods available domestically
and internationally. On average across industries,
about half of the effect is due to flows, while the
remainder may be attributed to availability. 

No. 128
Home Bias in Trade: Location or Foreign-ness?
Carolyn L. Evans

This paper probes the causes of home bias, in
which consumers generally elect to purchase
domestic goods over imports. It questions whether
this phenomenon arises from pure locational fac-
tors, such as tariffs or access to a local distribution
network, or an inherent preference for domestic
goods. The apparent tendency toward home bias is
found to arise almost entirely from locational fac-
tors. Moreover, if a firm establishes and sells from a
foreign subsidiary, its local sales are found to be
nearly on a par with those of domestic firms in that
market. “Foreign-ness” per se does not appear to
impact purchases of imported goods.

No. 137
Does Foreign Ownership Contribute to
Sounder Banks in Emerging Markets?
The Latin American Experience
Jennifer S. Crystal, B. Gerard Dages,
and Linda S. Goldberg

Foreign banks entering emerging markets are usu-
ally thought to improve the condition and perform-
ance of acquired institutions, and more generally to
enhance local financial stability. The authors use
bank-specific data for several Latin American
countries since the mid-1990s to investigate this
theory. Across the seven largest countries, they find
that the financial strength ratings of local banks
acquired by foreign entities generally show a slight
improvement relative to their domestic counter-

parts. The authors’ more in-depth studies of Chile,
Colombia, and Argentina do not indicate striking
differences in health between foreign and domestic
banks. However, foreign banks often have higher
average loan growth, average provisioning expense,
and loss-absorption capacity. These results suggest
that foreign ownership can provide important posi-
tive influences on the stability and development of
emerging market banking systems.

No. 140
Specialization and the Volume of Trade: 
Do the Data Obey the Laws?
James Harrigan

The core subjects of trade theory are the pattern
and volume of trade: which goods are traded by
which countries, and how much of those goods is
traded. The first part of this paper discusses evi-
dence on comparative advantage, with an emphasis
on connecting theoretical models with data analyses.
The second part considers the theoretical founda-
tions of the gravity model and reviews the few
studies that have tried to test, rather than simply
use, the implications of gravity. Both parts yield the
same conclusion: we are still in the very early
stages of empirically understanding specialization
and the volume of trade, but the work to date is a
starting point for further research. 

No. 142
One Reason Countries Pay Their Debts:
Renegotiation and International Trade
Andrew K. Rose

This paper estimates the effect of sovereign debt
renegotiation on international trade. Sovereign
default may be associated with a subsequent
decline in such trade either because creditors want
to deter default by debtors, or because trade
finance dries up after default. To estimate the
effect, the author uses an empirical gravity model
of bilateral trade and a large panel data set covering
fifty years and more than 200 trading partners. The
model controls for various factors that influence
bilateral trade flows, including the incidence of
International Monetary Fund programs. Using the
dates of sovereign debt renegotiations conducted
through the Paris Club as a proxy measure for sov-
ereign default, the author finds that renegotiation is
associated with an economically and statistically
significant decline in bilateral trade between a debtor
and its creditors. The decline is roughly 8 percent
a year and persists for about fifteen years.
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Microeconomics

No. 118
What’s Driving the New Economy? 
The Benefits of Workplace Innovation
Sandra E. Black and Lisa M. Lynch 

Using a representative sample of U.S. firms sur-
veyed in 1993 and 1996, the authors examine the
relationship between workplace innovations and
productivity and wages. They find that firms that
reengineer their workplaces and incorporate more
high-performance practices experience higher pro-
ductivity. In an examination of wage determinants
within these firms, the authors find that reengi-
neering a workplace to incorporate more high-
performance practices leads to higher wages. 
However, increased use of profit sharing is found
to result in lower regular pay for employees,
especially technical workers and clerical/sales
workers.

Banking and Finance

No. 120
Financial Market Implications 
of the Federal Debt Paydown
Michael J. Fleming

The author describes how the U.S. Treasury securi-
ties market is reacting to the paydown of the federal
debt. He explains that because many of the features
that make Treasuries an attractive benchmark are
likely to be adversely affected, market participants
are moving toward agency debt securities, corpo-
rate debt securities, and interest rate swaps as
reference and hedging benchmarks. He also explains
that the Federal Reserve is taking steps to adjust its
portfolio in response to the paydown, and suggests
that the steps will have little effect on monetary
policy.

No. 123
How Do Stock Repurchases Affect Bank
Holding Company Performance?
Beverly Hirtle

The author examines the relationship between
stock repurchases and financial performance for a
large sample of bank holding companies from 1987
to 1998. Higher levels of repurchases in one year
are found to be associated with higher profitability
and a lower share of problem loans in the subsequent
year. This result appears to be driven primarily by
banks with publicly traded stock, especially stock
traded on major exchanges. The study also suggests
that the repurchase-performance link is driven by
different factors for different types of banks. In par-
ticular, the evidence is consistent with one hypoth-
esis for banks traded on major exchanges: bank
managers may opt to return excess funds to share-
holders when they have limited outside investment
opportunities. 

No. 125
Currency Orders and Exchange Rate Dynamics:
Explaining the Success of Technical Analysis
Carol L. Osler

This paper provides a microstructural explanation
for two key predictions of technical analysis: trends
tend to be reversed at predictable support and
resistance levels, and trends gain momentum once
these levels are crossed. The explanation is based
on an analysis of stop-loss and take-profit orders at
a large foreign exchange dealing bank—the first
foreign exchange data of their kind available
to academic research. The orders’ requested
execution rates are found to be strongly clustered
at round numbers, which are often used as support
and resistance levels. The marked differences
between the clustering patterns of stop-loss and
take-profit orders, and between the patterns of
stop-loss buy and stop-loss sell orders, explain the
success of the two predictions.
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No. 129
Bank Integration and Business Volatility
Donald Morgan, Bertrand Rime,
and Philip Strahan

The authors investigate how bank migration across
state lines over the past quarter-century has affected
the size and covariance of business fluctuations
within states. They conclude that the theoretical
effect of integration on business cycle size is
ambiguous because some shocks are dampened by
integration while others are amplified. Empirically,
integration is found to diminish employment
growth fluctuations within states and to decrease
deviations in growth across them. In other words,
business cycles within states become smaller with
integration, but more alike. The results for the
United States bear on the financial convergence
under way in Europe, where banks remain highly
fragmented across nations.

No. 130
Idiosyncratic Risk and Volatility Bounds, 
or Can Models with Idiosyncratic Risk 
Solve the Equity Premium Puzzle?
Martin Lettau

This paper uses Hansen and Jagannathan’s (1991)
volatility bounds to evaluate models with idiosyn-
cratic consumption risk. It shows that idiosyncratic
risk does not change the volatility bounds when
consumers have CRRA preferences and the idiosyn-
cratic shock distribution is independent of the
aggregate state. Following Mankiw (1986), the
author shows that idiosyncratic risk can help to
enter the bounds when idiosyncratic uncertainty
depends on the aggregate state of the economy. He
computes an upper bound of the volatility bounds
using individual income data and assumes that
agents must consume their endowment. The model
does not pass the Hansen-Jagannathan test, even
for very volatile idiosyncratic income data.

No. 133
Measuring Treasury Market Liquidity
Michael J. Fleming

The author examines a comprehensive set of liq-
uidity measures for the U.S. Treasury market. He
finds highly significant price impact coefficients,
which are strongly correlated with bid-ask spreads
and episodes of reported poor liquidity such as the
fall 1998 financial market turmoil. Quote and trade
sizes are found to correlate modestly with these
episodes and with the other liquidity measures, as
are yield spreads between on-the-run and off-the-
run securities. In contrast, trading volume and
trading frequency are only weakly correlated with
these other measures, suggesting that they are poor
liquidity proxies. The various measures, almost
without exception, are positively correlated across
securities, especially Treasury notes.

No. 135
The Overnight Interbank Market: Evidence
from the G-7 and the Euro Zone
Alessandro Prati, Leonardo Bartolini,
and Giuseppe Bertola

This analysis of the major industrial countries’
interbank markets for overnight loans links the
behavior of very short-term interest rates to the
operating procedures of the countries’ central
banks. Previous studies on this topic have focused
on key features of the U.S. federal funds rate’s
behavior. Yet this study finds that many of these
features are not robust to changes in institutional
details and changes in the style of central bank
intervention, along both cross-sectional and 
time series dimensions of data. The study suggests
that the empirical features of the day-to-day
behavior of short-term interest rates are more
strongly influenced by institutional arrange-
ments than by extensively researched market
frictions.
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No. 138
Are Bank Shareholders Enemies of Regulators 
or a Potential Source of Market Discipline?
Sangkyun Park and Stavros Peristiani

In moral hazard models, bank shareholders have
incentives to transfer wealth from the deposit
insurer—that is, maximize put option value—by
pursuing riskier strategies. For safe banks with large
charter value, however, the risk-taking incentive is
outweighed by the possibility of losing charter
value. By focusing on the relationship between
book value, market value, and a risk measure, this
study develops a semiparametric model for esti-
mating the critical level of bank risk at which put
option value starts to dominate charter value. From
these estimates, the authors infer the extent to
which the risk-taking incentive prevailed during
1986-92, a period of serious banking and financial
turmoil. They find that despite the environment,
shareholders’ risk-taking incentive was confined
primarily to a small fraction of highly risky banks.

No. 141
Common Determinants of Bond and Stock
Market Liquidity: The Impact of Financial Crises,
Monetary Policy, and Mutual Fund Flows
Tarun Chordia, Asani Sarkar,
and Avanidhar Subrahmanyam

The authors study common determinants of daily
bid-ask spreads and trading volume for the bond
and stock markets over the 1991-98 period. They
find that spread changes in one market are affected
by lagged spread and volume changes in both mar-
kets. Further, spread and volume changes are pre-
dictable to a considerable degree using lagged mar-
ket returns, lagged interest rates, lagged spreads,
and lagged volume. During financial crises, stock
and bond spreads and volume are more volatile
and become more highly correlated; moreover,
money supply positively affects financial market
liquidity, albeit with a two-week lag. During normal
times, increases in mutual fund flows enhance
stock market liquidity and trading volume, but dur-
ing financial crises, U.S. government bond funds
see higher inflows, resulting in increased bond
market liquidity.

Quantitative Methods

No. 132
Markov Switching in Disaggregate
Unemployment Rates
Marcelle Chauvet, Chinhui Juhn,
and Simon Potter

The authors develop a dynamic factor model with
Markov switching to examine secular and business
cycle fluctuations in U.S. unemployment rates. In
the model, they extract the common dynamics
among unemployment rates disaggregated for
seven age groups. This framework allows the
authors to analyze the contribution of demographic
factors to secular changes in unemployment rates
as well as the separate contribution of changes due
to asymmetric business cycle fluctuations. The
study finds strong evidence in favor of the common
factor and the switching between high and low
unemployment rate regimes. In addition, demo-
graphic adjustments are found to account for much
of the secular change in the unemployment rate,
particularly the abrupt increase in the 1970s and
1980s and the subsequent decrease.

No. 134
Forecasting Recessions Using the Yield Curve
Marcelle Chauvet and Simon Potter

The authors compare forecasts of recessions using
four specifications of the probit model: a time-
invariant conditionally independent version, a
business cycle specific conditionally independent
model, a time-invariant probit with autocorrelated
errors, and a business cycle specific probit with
autocorrelated errors. The more sophisticated
versions of the model take into account some of
the potential underlying causes of the documented
predictive instability of the yield curve. The authors
find strong evidence in favor of the more sophisti-
cated specification, which allows for multiple
breakpoints across business cycles and autocorre-
lations. They also develop a new approach to the
construction of real-time forecasts of recession
probabilities.
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Outside Journals
Members of the Research and Market
Analysis Group publish in a wide range
of economic and finance journals, con-
ference volumes, and scholarly books.

Published in 2001

Leonardo Bartolini

“Banks’ Reserve Management, Transaction Costs,
and the Timing of Federal Reserve Intervention,”
with Giuseppe Bertola and Alessandro Prati.
Journal of Banking and Finance 25, no. 7 (July):
1287-317.

“Excess Volatility of Exchange Rates with
Unobservable Fundamentals,” with Lorenzo
Giorgianni. Review of International Economics 9,
no. 3 (August): 518-30.

Andrew Biehl

“Durable-Goods Monopoly with Stochastic Values.”
RAND Journal of Economics 32, no. 3 (fall): 565-78.

Sandra Black

“The Division of Spoils: Rent-Sharing and
Discrimination in a Regulated Industry,” with
Philip Strahan. American Economic Review 91,
no. 4 (September): 814-31.

“How to Compete: The Impact of Workplace
Practices and Information Technology on
Productivity,” with Lisa Lynch. Review of Economics
and Statistics 83, no. 3 (August): 434-45.

Arturo Estrella

“Dealing with Financial Crises: The Central Bank’s
Took Kit.” Central Bank of Sweden Penning-och
valutapolitik 5, no. 2: 34-49.

“Financial Innovation and the Monetary
Transmission Mechanism.” In Martin Schuerz and
Maria Teresa Valderrama, eds., Aspects of the
Transmission of Monetary Policy, 111-28. Vienna:
Oesterreichische Nationalbank.

“Mixing and Matching: Prospective Financial
Sector Mergers and Market Valuation.” Journal
of Banking and Finance 25, no. 12 (December):
2367-92.

“Regulatory Capital and the Supervision of
Financial Institutions: Some Basic Distinctions and
Policy Choices.” In Anthony Santomero, Staffan
Viotti, and Anders Vredin, eds., Challenges for
Modern Central Banking, 59-79. Proceedings of a
conference sponsored by the Central Bank of
Sweden. Boston: Kluwer Academic Publishers.

Comment on “A Regulatory Regime for Financial
Stability” by David Llewellyn. In Oesterreichische
Nationalbank, ed., The Single Financial Market:
Two Years into EMU, 134-41. Vienna: Oesterreichische
Nationalbank.

Kenneth Garbade

Pricing Corporate Securities as Contingent Claims.
Cambridge: MIT Press.

Linda Goldberg

“Does Foreign Ownership Contribute to Sounder
Banks? The Latin American Experience,” with
Jennifer S. Crystal and B. Gerard Dages. In R. Litan,
M. Pomerleano, and P. Masson, eds., Open Doors:
Foreign Participation in Emerging Financial
Systems, 217-66. Proceedings of a joint meeting of
the World Bank, the International Monetary Fund,
and the Brookings Institution. Washington, D.C.:
Brookings Institution.

“Employment versus Wage Adjustment and the
U.S. Dollar,” with José Campa. Review of Economics
and Statistics 83, no. 3 (August): 477-89.

“International Trade and Factor Mobility: An
Empirical Investigation,” with Michael Klein. In
Guillermo Calvo, Rudiger Dornbusch, and Maurice
Obstfeld, eds., Money, Capital Mobility, and Trade:
Essays in Honor of Robert Mundell, 273-302.
Cambridge: MIT Press.

Topics in Empirical International Economics:
A Festschrift in Honor of Robert E. Lipsey. Edited
by Magnus Blomstrom and Linda Goldberg.
Chicago: University of Chicago Press.
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Linda Goldberg and Joseph Tracy

“Gender Differences in the Labor Market Effects of
the Dollar.” American Economic Review 91, no. 2
(May): 400-5. Papers and Proceedings of the 113th
Annual Meeting of the American Economic
Association.

Andrew Haughwout

“Fiscal Policy in Open Cities with Firms and House-
holds,” with Robert Inman. Regional Science and
Urban Economics 31, no. 2-3 (April): 147-80.

Bart Hobijn

“The Information-Technology Revolution and the
Stock Market: Evidence,” with Boyan Jovanovic.
American Economic Review 91, no. 5 (December):
1203-20.

James Kahn

“Finite Horizons, Political Economy, and Growth,”
with J. S. Lim. Review of Economic Dynamics 4,
no. 1 (January): 1-25.

Kenneth Kuttner

“Beyond Bipolar: A Three-Dimensional Assessment
of Monetary Frameworks,” with Adam S. Posen.
International Journal of Finance and Economics 6,
no. 4: 369-87.

“Inflation, Monetary Transparency, and G3
Exchange Rate Volatility,” with Adam S. Posen. 
In M. Balling, E. Hennessy, and E. Hochreiter, eds.,
Adapting to Financial Globalisation, 229-58.
Proceedings of the 22nd Société Universitaire
Européenne de Recherches Financières (SUERF)
Colloquium. London: Routledge.

“Monetary Policy Surprises and Interest Rates:
Evidence from the Fed Funds Futures Market.”
Journal of Monetary Economics 47, no. 3
(June): 523-44.

Martin Lettau

“Have Individual Stocks Become More Volatile?
An Empirical Exploration of Idiosyncratic Risk,”
with John Campbell, Burton Malkiel, and Yexiao Xu.
Journal of Finance 56, no. 1 (February): 1-43.

“Statistical Estimation and Moment Evaluation
of a Stochastic Growth Model with Asset Market
Restrictions,” with Gong Gang and Willi Semmler.
Journal of Economic Behavior and Organization 44,
no. 1: 85-103.

Martin Lettau and Sydney Ludvigson

“Consumption, Aggregate Wealth, and Expected
Stock Returns.” Journal of Finance 56, no. 3 (June):
815-49.

“Resurrecting the (C)CAPM: A Cross-Sectional Test
When Risk Premia Are Time-Varying.” Journal
of Political Economy 109, no. 6 (December): 1238-87.

Sydney Ludvigson

“Approximation Bias in Linearized Euler
Equations,” with Christina Paxson. Review of
Economics and Statistics 83, no. 2: 242-56.

“Does Buffer-Stock Saving Explain the Smoothness
and Excess Sensitivity of Consumption?” with
Alexander Michaelides. American Economic Review 91,
no. 3 (June): 631-47.

“Elasticities of Substitution in Real Business Cycle
Models with Home Production,” with John Y.
Campbell. Journal of Money, Credit, and Banking 33,
no. 4 (November): 847-75.

Donald Morgan and Kevin Stiroh

“Bond Market Discipline of Banks: The Asset Test.”
Journal of Financial Services Research 20, no. 2-3:
195-208.

Richard Peach and Stavros Peristiani

“How Much Mortgage Pool Information Do
Investors Need?” with Paul Bennett. Journal
of Fixed Income 11, no. 1 (June): 8-15.

“Structural Change in the Mortgage Market and
the Propensity to Refinance,” with Paul Bennett.
Journal of Money, Credit, and Banking 33, no. 4
(November): 955-75.
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Paolo Pesenti

“Fundamental Determinants of the Asian Crisis:
The Role of Financial Fragility and External
Imbalances,” with Giancarlo Corsetti and Nouriel
Roubini. In Takatoshi Ito and Anne O. Krueger, eds.,
Regional and Global Capital Flows: Macroeconomic
Causes and Consequences, 11-41. NBER conference
volume. Chicago: University of Chicago Press.

“Roundtable on the Causes and Consequences of
the East Asian Financial Crisis,” with Graciana Del
Castillo, Albert Fishlow, and Miles Kahler. In Arvid
Lukauskas and Francisco Rivera-Batiz, eds., The
Political Economy of the East Asian Crisis and Its
Aftermath: Tigers in Distress, 249-64. Cheltenham,
England, and Northampton, Mass.: Edward Elgar
Publishing.

“Welfare and Macroeconomic Interdependence,”
with Giancarlo Corsetti. Quarterly Journal of
Economics 116, no. 2 (May): 421-46.

Discussion of “Multiple Equilibria, Contagion, and
the Emerging Market Crises,” by Paul Masson. In
Reuven Glick, Ramon Moreno, and Mark Spiegel,
eds., Financial Crises in Emerging Markets, 99-105.
Cambridge: Cambridge University Press.

Simon Potter

“Are Apparent Findings of Nonlinearity Due to
Structural Instability in Economic Time Series?”
with Gary Koop. Econometrics Journal 4, no. 1
(January): 37-55.

“Nonlinear Risk,” with Marcelle Chauvet.
Macroeconomic Dynamics 5, no. 4
(September): 621-46.

“Recent Changes in the U.S. Business Cycle,” with
Marcelle Chauvet. Manchester School of Economic
and Social Studies 69, no. 5: 481-508.

Robert Rich

“Structural Estimates of the U.S. Sacrifice Ratio,”
with Stephen Cecchetti. Journal of Business and
Economic Statistics 19, no. 4: 416-27.

João Santos

“Bank of England in Central Banking Theory.” In
Malcolm Warner, ed., International Encyclopedia
of Business and Management, 342-52. London:
Thomson Learning.

“O Euro e o Sistema Financeiro da Zona Euro”
(“The Euro and the Financial System of the Euro-
Zone”). Journal of the Portuguese Securities Market
10 (April): 119-34.

“The Regulation of Bank Capital: A Review of the
Theoretical Literature.” Financial Markets,
Institutions, and Instruments 10, no. 2: 41-84.

Asani Sarkar

“Liquidity Supply and Volatility: Futures Market
Evidence,” with Peter Locke. Journal of Futures
Markets 21, no. 1 (January): 1-7.

Chris Stefanadis

“The Emergence of On-Line Discount Brokers.”
New York University Stern Business, spring/
summer: 18-23.

“Tying, Investment, and the Dynamic Leverage
Theory,” with Jay Pil Choi. RAND Journal of
Economics 32, no. 1 (spring): 52-71.

Charles Steindel

Comment on “The Productivity Paradox and the
Mismeasurement of Economic Activity,” by W. E.
Diewert and Kevin J. Fox. In Kunio Okino and
Tetsuya Inoue, eds., Monetary Policy in a World of
Knowledge-Based Growth, Quality Change, and
Uncertain Measurement, 198-201. New York:
Palgrave.
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Charles Steindel and Kevin Stiroh

“Productivity: What Is It, and Why Do We Care
about It?” Business Economics 36, no. 4
(October): 13-31.

Kevin Stiroh

“Do Computers Make Output Harder to Measure?”
with Robert H. McGuckin. Journal of Technology
Transfer 26, no. 4 (October): 295-321.

“ICT Productivity Revival.” Economic Trends 1: 
67-71.

“The Impact of Vintage and Survival on
Productivity: Evidence from Cohorts of U.S.
Manufacturing Plants,” with J. Bradford Jensen
and Robert H. McGuckin. Review of Economics
and Statistics 83, no. 2 (May): 323-32.

“Is IT Driving the U.S. Productivity Revival?”
International Productivity Monitor 2 (spring): 31-6.

Cédric Tille

“The Role of Consumption Substitutability in the
International Transmission of Shocks.” Journal of
International Economics 53, no. 2 (April): 421-4.

Kei-Mu Yi

“Can World Real Interest Rates Explain Business
Cycles in a Small Open Economy?” with William
Blankenau and M. Ayhan Kose. Journal of Economic
Dynamics and Control 25 (June/July): 867-89.

“International Trade and Business Cycles: Is Vertical
Specialization the Missing Link?” with M. Ayhan
Kose. American Economic Review 91, no. 2 (May):
371-5. Papers and Proceedings of the 113th Annual
Meeting of the American Economic Association.

“The Nature and Growth of Vertical Specialization
in World Trade,” with David Hummels and Jun Ishii.
Journal of International Economics 54, no. 1 (June):
75-96.

Comment on “Revealing Comparative Advantage:
Chaotic or Coherent Patterns across Time and
Sector and U.S. Trading Partner?” by David
Richardson and Chi Zhang. In Magnus Blomstrom
and Linda Goldberg, eds., Topics in Empirical
International Research: A Festschrift in Honor of
Robert E. Lipsey, 228-32. Chicago: University of
Chicago Press.
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Forthcoming

Leonardo Bartolini

“Day-to-Day Monetary Policy and the Volatility of
the Federal Funds Interest Rate,” with Giuseppe
Bertola and Alessandro Prati. Journal of Money,
Credit, and Banking.

Andrew Biehl

“The Extent of the Market for Retail Banking
Deposits.” Antitrust Bulletin.

Arturo Estrella

“Dynamic Inconsistencies: Counterfactual
Implications of a Class of Rational Expectations
Models,” with Jeffrey Fuhrer. American Economic
Review.

Marc Giannoni

“Does Model Uncertainty Justify Caution? Robust
Optimal Monetary Policy in a Forward-Looking
Model.” Macroeconomic Dynamics. 

Linda Goldberg

“When Is U.S. Bank Lending to Emerging Markets
Volatile?” In Sebastian Edwards and Jeffrey Frankel,
eds., Preventing Currency Crises in Emerging
Markets. NBER conference volume. Chicago:
University of Chicago Press.

Comment on “Exchange Rate Variability and
Investment in Canada,” by Robert Lafrance and
David Tessier. In Revisiting the Case for Flexible
Exchange Rates. Proceedings of a conference
sponsored by the Bank of Canada.

Erica Groshen

“Understanding Inflation: Implications for
Monetary Policy,” with Stephen Cecchetti. In
Jacques Dreze, ed., Advances in Macroeconomic
Theory. London: Macmillan.

Wage Structures at American Employers: How and
Why They Are Changing, with Dale Belman, Gary
Charness, and David I. Levine. Kalamazoo, Mich.:
W. E. Upjohn Institute Press.

James Harrigan

Handbook of International Trade. Edited by Kwan
Choi and James Harrigan. London: Blackwell.

“Specialization and the Volume of Trade: Do the
Data Obey the Laws?” In Kwan Choi and James
Harrigan, eds., Handbook of International Trade.
London: Blackwell.

Andrew Haughwout

“Public Infrastructure Investments, Productivity,
and Welfare in Fixed Geographic Areas.” Journal
of Public Economics.

Bart Hobijn

“Are Living Standards Converging?” with Philip
Hans Franses. Structural Change and Economic
Dynamics. 

“Did Trade Liberalization Induce a Structural Break
in Imports of Manufactures in Turkey?” with Paul
de Boer. In R. Kulikowski, Z. Nahorski, and J. W.
Owsinski, eds., Models and Analyses of National
Change and Integration Processes. London:
Macmillan.
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Kenneth Kuttner

“Are There Bank Effects in Borrowers’ Cost of
Funds? Evidence from a Matched Sample of
Borrowers and Banks,” with Glenn Hubbard
and Darius Palia. Journal of Business.

“The Great Recession: Lessons for Macroeconomic
Policy from Japan,” with Adam S. Posen. Brookings
Papers on Economic Activity.

Martin Lettau

“Idiosyncratic Risk and Volatility Bounds, or Can
Models with Idiosyncratic Risk Solve the Equity
Premium Puzzle?” Review of Economics and
Statistics.

“Robustness of Adaptive Expectations as an
Equilibrium Selection Device,” with Timothy 
Van Zandt. Macroeconomic Dynamics.

“The Sharpe Ratio and Preferences: A Parametric
Approach,” with Harald Uhlig. Macroeconomic
Dynamics.

Martin Lettau and Sydney Ludvigson

“Time-Varying Risk Premia and the Cost of Capital:
An Alternative Implication of the q-Theory
of Investment.” Journal of Monetary Economics.

Hamid Mehran

“Organizational Form, Taxes, Ownership, and CEO
Compensation: Evidence from Small Businesses,”
with Rebel Cole. Journal of Financial Economics.

Donald Morgan

“Rating Banks: Risk and Uncertainty in an Opaque
Industry.” American Economic Review.

Paolo Pesenti

“Can Nontradables Generate Substantial Home
Bias?” with Eric van Wincoop. Journal of Money,
Credit, and Banking.

“The Role of Large Players in Currency Crises,”
with Giancarlo Corsetti and Nouriel Roubini.
In Sebastian Edwards and Jeffrey Frankel, eds.,
Preventing Currency Crises in Emerging Markets.
NBER conference volume. Chicago: University of
Chicago Press.

Comment on “Domestic Bank Regulation and
Financial Crises: Theory and Empirical Evidence
from East Asia,” by Robert Dekle and Kenneth
Kletzer. In Sebastian Edwards and Jeffrey Frankel,
eds., Preventing Currency Crises in Emerging
Markets. NBER conference volume. Chicago:
University of Chicago Press.

Simon Potter

“Bayesian Analysis of Endogenous Delay Threshold
Autoregression,” with Gary Koop. Journal of
Business and Economic Statistics.

“Markov Switching in Disaggregate Unemployment
Rates,” with Marcelle Chauvet and Chinhui Juhn.
Empirical Economics.
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Carol Rapaport

“Medicare and Inequalities in Health Outcomes:
The Case of Breast Cancer,” with Sandra Decker.
Contemporary Economic Policy.

Joshua Rosenberg

“Empirical Pricing Kernels,” with Robert F. Engle.
Journal of Financial Economics.

João Santos

“Bank Capital Regulation: What Will Change with
the New Basel Accord?” In Alberto de Castro and
Luísa Anacoreta Correia, eds., There Is Nothing
Better Than a Good Theory: Essays in Honor of
Professor Manuel Baganha. Lisbon: Universidade
Católica Editora.

“Switching from Single to Multiple Bank-Lending
Relationships: Determinants and Implications,”
with Luisa Farinha. Journal of Financial
Intermediation.

Asani Sarkar 

“An Analysis of Brokers’ Trading, with Applications
to Order Flow Internalization and Off-Exchange
Block Sales,” with Sugato Chakravarty. Review of
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