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TABLE 1.  Parameter values

Experiments Parameters

Baseline Experiments
Preferences β = .99,   σ = 2,   γ = .36

Technology α = .36,   δ = .025

Productivity shocks A = 







=








95.0

095.

12

21

aa

aa

var(ε1) = var(ε2) = .0072, corr(ε1, ε2) = .25

Sensitivity Experiments

Adjustment costs* φ = .6

High persistence A = 







99.0

099.

High spillover A = 







85.15.

15.85.

BKK A = 







906.088.

088.906.

*In the other sensitivity analysis experiments, the adjustment cost parameter in the bond economy is set to match the relative volatility of investment in
   the data.



TABLE 2.  Business cycle statistics:  Baseline parameters

Economy with
No Adjustment Costs Adjustment Costs

Statistic Data Complete Markets Bond Enforcement Complete Markets Bond
Volatility
% Standard deviations

GDP 1.72
(.20)

2.01 1.94 1.33 1.37 1.34

Net Exports/GDP 0.15
(.01)

13.04 12.42 0.06 0.36 0.33

% Standard deviations relative to GDP

Consumption 0.79
(.05)

0.19 0.21 0.28 0.27 0.29

Investment 3.24
(.17)

25.23 25.06 3.04 3.42 3.24

Employment 0.63
(.04)

0.56 0.54 0.50 0.52 0.49

Domestic Comovement
Correlations with GDP

Consumption 0.87
(.03)

0.90 0.93 0.93 0.90 0.94

Investment 0.93
(.02)

0.07 0.08 0.99 0.95 0.95

Employment 0.86
(.03)

0.99 0.99 0.99 0.99 0.99

Net Exports/GDP −0.36
(.09)

0.06 0.06 0.27 −0.02 −0.05

International Correlations

Home and Foreign GDP 0.51
(.13)

−0.46 −0.43 0.25 0.09 0.12

Home and Foreign Consumption 0.32
(.17)

0.28 0.13 0.29 0.77 0.62

Home and Foreign Investment 0.29
(.17)

−0.99 −0.99 0.33 −0.17 −0.09

Home and Foreign Employment 0.43
(.11)

−0.58 −0.53 0.23 −0.15 −0.04

Note:  The statistics in the first 9 rows of the data column are calculated from U.S. quarterly time series, 1970:1–1998:4.  The statistics in the last 4 rows of the data column are calculated from U.S. variables and an
aggregate of 15 European countries.  The data statistics are GMM estimates of the moments based on logged (except for net exports) and Hodrick-Prescott–filtered data with a smoothing parameter of 1,600.  The
numbers in parentheses are standard errors.  The model statistics are computed from a simulation of 100,000 periods, where the relevant series have been logged and HP-filtered as the data series.

Source:  See Appendix.



TABLE 3.  Business cycle statistics:  Sensitivity to technology shocks

Enforcement Economy Bond Economy with Adjustment Costs

Statistic Data Baseline
High

Persistence
High

Spillover BKK Baseline
High

Persistence
High

Spillover BKK
Volatility
% Standard deviations

GDP 1.72
(.20)

1.33 1.26 1.27 1.20 1.34 1.36 1.30 1.23

Net Exports/GDP 0.15
(.01)

0.06 0.07 0.03 0.03 0.33 0.32 0.31 0.34

% Standard deviations relative to GDP

Consumption 0.79
(.05)

0.28 0.38 0.27 0.37 0.29 0.24 0.27 0.35

Investment 3.24
(.17)

3.04 2.76 3.08 2.78 3.24 3.24 3.24 3.24

Employment 0.63
(.04)

0.50 0.44 0.51 0.46 0.49 0.53 0.51 0.48

Domestic Comovement
Correlations with GDP

Consumption 0.87
(.03)

0.93 0.96 0.92 0.91 0.94 0.96 0.91 0.89

Investment 0.93
(.02)

0.99 0.98 0.99 0.99 0.95 0.87 0.95 0.93

Employment 0.86
(.03)

0.99 0.99 0.99 0.98 0.99 0.99 0.99 0.97

Net Exports/GDP −0.36
(.09)

0.27 0.25 0.42 0.52 −0.05 −0.34 0.07 0.02

International Correlations

Home and Foreign GDP 0.51
(.13)

0.25 0.25 0.32 0.20 0.12 0.08 0.25 0.14

Home and Foreign Consumption 0.32
(.17)

0.29 0.28 0.62 0.76 0.62 0.52 0.77 0.85

Home and Foreign Investment 0.29
(.17)

0.33 0.33 0.35 0.08 −0.09 −0.51 0.08 −0.30

Home and Foreign Employment 0.43
(.11)

0.23 0.22 0.21 −0.16 −0.04 −0.14 0.07 −0.30

Note:  The statistics in the first 9 rows of the data column are calculated from U.S. quarterly time series, 1970:1–1998:4.  The statistics in the last 4 rows of the data column are calculated from U.S.
variables and an aggregate of 15 European countries.  The data statistics are GMM estimates of the moments based on logged (except for net exports) and Hodrick-Prescott–filtered data with a
smoothing parameter of 1,600.  The numbers in parentheses are standard errors.  The model statistics are computed from a simulation of 100,000 periods, where the relevant series have been logged
and HP-filtered as the data series.

Source:  See Appendix.
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