




















































































Table 3. Exchange rates and prices in the theoretical economiesa

Variations on the benchmark economy

Benchmark Arrow-Debreu No CES No Taste Taste
Statistics Data Economy Economy Spillover Investment Distribution Shocks (I) Shocks (II)

= 0 95 = 1 14 = 0 95 = 0 93 = 1 17 = 0 50 = 0 75 = 0 27 = 0 44 = 10 = 0 95 = 0 82

Standard deviation
relative to GDP
Real exchange rate 3.28 3.28 3.28 0.79 3.28 3.28 3.28 3.28 3.28 3.28 1.06 1.26 3.28
Terms of trade 1.79 2.84 4.47 0.78 3.18 4.20 2.53 4.41 2.68 4.92 0.26 1.38 3.39

absolute
Relative price of nontradables 1.73 1.41 1.13 0.91 1.44 1.25 1.10 0.83 2.83 2.07 1.95 0.95 1.41

Cross-correlations
Between real exchange rate and
Relative GDPs -0.23 -0.94 0.93 -0.14 -0.99 0.84 -0.79 0.89 -0.57 0.68 -0.54 -0.56 -0.87
Relative consumptions -0.45 -0.48 -0.45 0.98 -0.65 -0.34 -0.11 0.18 -0.22 -0.81 0.84 -0.34 -0.73
Net exports 0.39 0.95 0.95 -0.64 0.94 0.95 0.92 0.97 0.98 0.99 0.63 0.69 0.94
Terms of trade 0.60 0.98 0.97 0.02 0.96 0.96 0.99 0.99 0.99 0.99 0.53 0.71 0.96

Between terms of trade and
Relative GDPs -0.20 -0.98 0.98 0.89 -0.94 0.95 -0.82 0.86 -0.52 0.70 0.25 -0.19 -0.82
Relative consumptions -0.53 -0.63 -0.66 0.18 -0.81 -0.56 -0.19 0.06 -0.21 -0.85 0.88 -0.64 -0.86
Net exports 0.43 0.98 0.99 0.73 0.99 0.99 0.95 0.99 0.98 0.99 0.99 0.92 0.99

a =
1

1
denotes the elasticity of substitution between Home and Foreign traded goods. The data reported under the heading "Data" are those of the U.S. vis-à-vis the rest of the

OECD countries. Simulation results of the Arrow-Debreu economy and the benchmark economy with taste shocks are reported under Taste Shocks (I) and (II), respectively. See the

text for a description of the variations on the benchmark economy.
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Table 4. Business cycle statistics in the theoretical economiesa

Variations on the benchmark economy

Benchmark Arrow-Debreu No CES No Taste Taste
Statistics Data Economy Economy Spillover Investment Distribution Shocks (I) Shocks (II)

= 0 95 = 1 14 = 0 95 = 0 93 = 1 17 = 0 5 = 0 75 = 0 27 = 0 44 = 10 = 0 95 = 0 82

Standard deviation
relative to GDP
Consumption 0.92 0.54 0.55 0.49 0.56 0.46 0.50 0.49 0.47 0.67 0.44 0.59 0.68
Investment 4.25 3.13 3.14 3.14 3.28 3.28 3.15 2.62 3.15 3.17 3.28 2.93 2.91
Employment 1.09 0.49 0.51 0.49 0.54 0.55 0.45 0.39 0.49 0.51 0.54 1.00 1.00

absolute
Import ratio 4.13 2.26 4.33 0.62 2.67 4.47 1.02 2.59 1.23 3.67 4.70 1.20 2.60
Net exports over GDP 0.63 0.25 0.38 0.04 0.30 0.38 0.06 0.11 0.23 0.41 0.33 0.16 0.32

Cross-correlations
Between foreign and domestic
GDP 0.49 0.42 0.40 0.43 0.52 0.50 0.40 0.49 0.43 0.40 0.28 0.31 0.29
Consumption 0.32 0.10 0.10 0.37 -0.22 0.12 0.33 0.54 0.45 -0.25 0.48 -0.001 -0.23
Investment 0.08 0.35 0.31 0.34 0.51 0.49 0.04 0.59 0.33 0.29 0.08 0.28 0.28
Employment 0.32 0.27 0.19 0.28 0.53 0.46 0.13 0.62 0.29 0.21 -0.02 0.08 0.05

Between net exports and GDP -0.51 -0.51 0.52 0.34 -0.45 0.48 -0.49 0.38 -0.32 0.32 -0.15 -0.23 -0.46

a =
1

1
denotes the elasticity of substitution between Home and Foreign traded goods. The data reported under the heading "Data" are those of the U.S. vis-à-vis the rest of the

OECD countries. Simulation results of the Arrow-Debreu economy and the benchmark economy with taste shocks are reported under Taste Shocks (I) and (II), respectively. See the

text for a description of the variations on the benchmark economy.
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Figure 2
Theoretical Responses to a Technology Shock in the Traded-

Goods Sector

      Low Elasticity of Substitution       High Elasticity of Substitution
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All series are in percent. 
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Figure 3
Impulse Responses to a Technology Shock in the Traded-Goods Sector

Quarterly Data     Annual Data
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The first column describes the responses from a 6-variable VAR, using quarterly data. The variables are labor productivity, the real exchange 
rate, the terms of trade, relative consumtpion, relative output, and net exports. The second column shows the responses from a 4-variable VAR, 
using annual data. The variables are TFP, relative consumption, relative output, and, alternatively, the real exchange rate, the terms of trade, and 
net exports. All series are in percent.
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