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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 brochure lists recent issues in each of our
principal research series:

o~ THE EcoONoOMIC PoLicy REVIEW
our policy-oriented flagship publication

o« CURRENT IssuUEs IN EcCONOMICS AND FINANCE
a newsletter-style publication focusing on economic,
financial, and regional topics

O« STAFF REPORTS
technical papers presenting research findings

s> RESEARCH PAPERS
discussion papers reporting preliminary research
findings.

Members of the Research Group also publish papers in many
economic and finance journals, conference volumes, and

scholarly books. A list of these publications begins on page 18.

We invite you to order, at no charge, copies from any series
or to join our subscriber lists. We also encourage you to
visit our web site (www.ny.frb.org/rmaghome), where these
publications and papers are available. At the site, you can
also learn about receiving free e-mail notifications when

our publications are released.
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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.ny.frb.org/rmaghome/

econ_pol.

Volume 4, Number 1 (March)

This special issue is dedicated to the proceedings of the
conference “Excellence in Education: Views on
Improving American Education,” held at the Federal
Reserve Bank of New York in November 1997. Papers
include:

To Our Readers
William J. McDonough

Creating a Performance-Driven System
Rudy Crew

Conclusions and Controversies about the Effectiveness
of School Resources
Eric A. Hanushek

Reassessing the View That American Schools
Are Broken
Alan B. Krueger

What Do America’s “Traditional” Forms of School
Choice Teach Us about School Choice Reforms?
Caroline M. Hoxby

Schools and Student Achievement: More Evidence
from the Milwaukee Parental Choice Program
Cecilia Elena Rouse

What Have We Learned about the Benefits of Private
Schooling?
Derek Neal

Measuring the Value of Better Schools
Sandra E. Black

The Two-Legged Stool: The Neglected Role
of Educational Standards in Improving
America’s Public Schools

Julian R. Betts

Standards, Information, and the Demand for Student
Achievement
Richard J. Murnane and Frank Levy
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Volume 4, Number 2 (June) Dealers’ Hedging of Interest Rate Options

Policy Rules and Targets: Framing the Central in the U.S. Dollar Fixed-Income Market
Banker’s Problem John E. Kambhu
Stephen G. Cecchetti Despite investors’ willingness to hold a vari-

The author presents an analytical frame-
work for the formulation of a central bank
policy rule and examines some conceptual
issues relating to the current debate over the
effectiveness of such rules. In discussing the
move by many central banks to adopt a
price-level or inflation rate target—the basis
for one type of rule—he suggests that central
banks are implicitly changing the relative
importance they attach to the goals of price
and output stability. Using 1984-95 data, he
shows that an effort to decrease inflation
variability modestly could cause output to
deviate significantly from its optimal path.
The article also addresses the influence of
various types of uncertainty on policymak-
ing, the possible justifications for interest
rate smoothing, and the consequences of the
fact that nominal interest rates cannot fall
below zero.

ety of financial assets and risks, a significant
share of interest rate options exposures
remains in the hands of dealers. This con-
centration of risk makes the interest rate
options market an ideal place to explore the
effects of dealers’ dynamic hedging on
underlying markets. Using data from a global
survey of derivatives dealers and other
sources, this article estimates the potential
impact of dynamic hedging by interest rate
options dealers on the fixed-income market.
The author finds that for short-term maturi-
ties, turnover volume in the most liquid
hedging instruments is more than large
enough to absorb dealers’ dynamic hedges.
For medium-term maturities, however, an
unusually large interest rate shock could lead
to hedging difficulties.

Does Consumer Confidence Forecast
Household Expenditure? A Sentiment Index

The Expanding Geographic Reach of Retail Horse Race
Banking Markets Jason Bram and Sydney Ludvigson
Lawrence J. Radecki This article is the first formal investigation of

In the view of most policymakers and econo-
mists, competition in retail banking takes
place in local markets the size of a single
county or metropolitan area. This article
suggests that banking competition has in
recent years shifted to larger geographic are-
nas. The author’s review of 1997 survey data
reveals that many banks set uniform rates
for both retail loans and deposits across an
entire state or broad regions of a large state.
Regression analysis of the relationship
between retail deposit rates and measures of
market concentration provides further evi-
dence of an expansion in market size: the
clear relationship that earlier studies detected
between individual banks’ deposit rates and
measures of concentration at the local level is
no longer present, while a relationship does
emerge at the state level.

consumer attitudes that compares the fore-
casting power of the University of
Michigan’s Index of Consumer Sentiment
and the Conference Board’s Consumer
Confidence Index. The authors find that
measures available from the Conference
Board have both economically and statisti-
cally significant explanatory power for sev-
eral categories of consumer spending. By
contrast, measures available from the
University of Michigan generally exhibit
weaker forecasting power for most cate-
gories of spending. As part of their analysis,
the authors examine the ways in which the
surveys underlying these measures differ
and test whether certain types of survey
guestions are particularly important for pre-
dicting consumer spending.
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Volume 4, Number 2 (continued)

Vertical Specialization and the Changing

Nature of World Trade

David Hummels, Dana Rapoport, and Kei-Mu Yi
A major feature of globalization has been the
enormous increase in international flows of
goods and services: countries are now trad-
ing much more with each other. In this
article, the authors demonstrate the greater
role vertical specialization is playing in these
increased flows. Vertical specialization
occurs when a country uses imported inter-
mediate parts to create a good it later
exports—that is, the country links sequen-
tially with other countries to produce a final
good. Deriving evidence from four case
studies as well as OECD input-output tables,
the authors reveal that vertical specialization
has accounted for a large and increasing
share of international trade over the last sev-
eral decades. They also note that because the
trends encouraging vertical specialization—
lower trade barriers and improvements in
transportation and communications tech-
nologies—are likely to continue, this type of
international trade should become even
more prevalent in the next century.

Volume 4, Number 3 (October)

In February 1998, the Federal Reserve Bank of
New York hosted the conference “Financial
Services at the Crossroads: Capital Regulation in
the Twenty-First Century.” This special issue is
dedicated to the conference proceedings. Papers
include:

Conference Overview: Major Themes
and Directions for the Future
William J. McDonough

Opening Remarks
Chester B. Feldberg

The Impact of Capital Requirements
on U.K. Bank Behaviour
Tolga Ediz, lan Michael, and William Perraudin

Assessing the Impact of Prompt Corrective
Action on Bank Capital and Risk
Raj Aggarwal and Kevin T. Jacques
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Fair Value Accounting and Regulatory Capital
Requirements
Tatsuya Yonetani and Yuko Katsuo

Measuring the Relative Marginal Cost
of Debt and Capital for Banks
Thuan Le and Kevin P. Sheehan

Industry Practices in Credit Risk Modeling
and Internal Capital Allocations: Implications
for a Models-Based Regulatory Capital
Standard

David Jones and John Mingo

Credit Risk in the Australian Banking Sector
Brian Gray

Portfolio Credit Risk
Thomas C. Wilson

Capital Allocation and Bank Management
Based on the Quantification of Credit Risk
Kenji Nishiguchi, Hiroshi Kawai,

and Takanori Sazaki

Supervisory Capital Standards: Modernise or
Redesign?
Edgar Meister

The Value of Value at Risk: Statistical,
Financial, and Regulatory Considerations
Jon Danielsson, Casper G. de Vries,

and Bjgrn N. Jargensen

Horizon Problems and Extreme Events
in Financial Risk Management

Peter F. Christoffersen, Francis X. Diebold,
and Til Schuermann

Methods for Evaluating Value-at-Risk
Estimates
Jose A. Lopez

Pilot Exercise—Precommitment Approach
to Market Risk
Jill Considine

Value at Risk and Precommitment:
Approaches to Market Risk Regulation
Arupratan Daripa and Simone Varotto

Designing Incentive-Compatible Regulation
in Banking: The Role of Penalty in the
Precommitment Approach

Shuji Kobayakawa
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The Role of Capital in Optimal Banking
Supervision and Regulation
Alan Greenspan

Building a Coherent Risk Measurement
and Capital Optimisation Model

for Financial Firms

Tim Shepheard-Walwyn and Robert Litterman

Capital from an Insurance Company
Perspective
Robert E. Lewis

Formulas or Supervision? Remarks on the
Future of Regulatory Capital
Arturo Estrella

Deposit Insurance, Bank Incentives, and the
Design of Regulatory Policy
Paul H. Kupiec and James M. O’Brien

Issues in Financial Institution Capital
in Emerging Market Economies
Allen B. Frankel

Capital Regulation: The Road Ahead
Tom de Swaan

Risk Management: One Institution’s
Experience
Thomas G. Labrecque
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CURRENT ISSUES
INECONOMICS
AND FINANCE

Current Issues in Economics and
Finance is a newsletter-style
publication offering concise and

timely analyses of economic,

financial, and other topics. Current

Issues articles are available at

www.ny.frb.org/rmaghome/curr_iss.

Second District Highlights—a

regional supplement to Current

Issues—covers important financial

and economic developments in the

Federal Reserve System’s Second
District. Second District Highlights

articles are available at

www.ny.frb.org/rmaghome/curr_iss/

sec_dis.

Electronic Trading on Futures Exchanges
Asani Sarkar and Michelle Tozzi

Although the open outcry method is still the best way
to trade highly active contracts on futures exchanges,
electronic systems can improve the efficiency and cost
effectiveness of trading some types of futures and
options. In recent years, the volume of electronic
trades on futures exchanges has more than doubled,
and it should continue to grow rapidly.

Volume 4, Number 1 (January)

Evaluating the Price Competitiveness of U.S. Exports
Thomas Klitgaard and James Orr

An index developed by the authors is used to track the
U.S. dollar’s performance against a number of foreign
currencies. The authors’ comparison of the index with
the relative export growth rates of Japan and Germany
suggests that in the 1990s the dollar stayed near levels
that put the United States and its main export rivals on
an equal footing. Nevertheless, the dollar’s rise in
1997, if sustained, will make it more difficult for U.S.
firms to keep pace with their competitors.

Volume 4, Number 2 (February)

New York—New Jersey Job Recovery Expected
to Continue in 1998
James Orr, Rae D. Rosen, and Mike De Mott

The pattern of employment recovery in the New York-
New Jersey region is expected to remain unbroken in
1998, despite a slight slowing of job growth.

Volume 4, Number 3 (March)

Second District Highlights

6 <« PUBLICATIONS & OTHER RESEARCH 1998



ATM Surcharges

James J. McAndrews
The recent spread of ATM surcharges has
sparked significant debate among con-
sumers, policymakers, and ATM owners.
Much of this debate has focused on the
direct costs that surcharges impose on con-
sumers. The use of ATM surcharges, however,
also raises broader questions about ATM
deployment, customer convenience, and the
nature of banking competition.
Volume 4, Number 4 (April)

Foreign Ownership of U.S. Treasury Securities:

What the Data Show and Do Not Show

Dorothy Meadow Sobol
The Treasury Department makes available to
the public considerable information about
foreign holdings of its securities. Never-
theless, it is not possible to determine from
the published data exactly which foreigners
own U.S. Treasury debt and how much of
this debt is in foreign hands.
Volume 4, Number 5 (May)

How Effective Is Lifeline Banking in Assisting

the “Unbanked”?

Joseph J. Doyle, Jose A. Lopez,

and Marc R. Saidenberg
Many consumers who lack checking
accounts are paying relatively high costs to
access the nation’s payments system.
Legislation aimed at opening the system to
these unbanked individuals has centered on
requiring commercial banks to offer low-cost
“lifeline” accounts. But will cost savings
alone motivate these consumers to access the
payments system through banks?
Volume 4, Number 6 (June)

Earnings Inequality: New York—-New Jersey
Region

David Brauer, Beethika Khan,

and Elizabeth Miranda

Over the past two decades, inequality trends
in the New York-New Jersey region have
largely followed the nation’s: among year-
round, full-time workers, the earnings gap
has widened about 50 percent.

Volume 4, Number 7 (July)

Second District Highlights

Free versus Fair Trade: The Dumping Issue
Thomas Klitgaard and Karen Schiele

Trade liberalization has had little effect on the
use of antidumping tariffs—tariffs imposed
on imports judged by a government to be
unfairly priced. As more countries resort to
such tariffs, questions arise about the merits
of this form of trade protection, particularly
when other remedies are available to indus-
tries hurt by import competition.

Volume 4, Number 8 (August)

Bank Holding Company Capital Ratios
and Shareholder Payouts
Beverly Hirtle

Last year’s sharp drop in the capital ratios of
bank holding companies could cast doubt on
the companies’ future capital strength, espe-
cially if credit quality eroded significantly or if
profitability weakened. However, an analysis
linking the drop in ratios to bank efforts to
increase shareholder payouts in a period of
strong profitability suggests that these con-
cerns are premature.

Volume 4, Number 9 (September)
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New York City’s New-Media Boom:

Real or Virtual?

Jason Bram and Mike De Mott
The new-media industry has been a fairly
strong contributor to New York City’s
economic growth. However, it may be prema-
ture to describe the city as a new-media hub.
Volume 4, Number 10 (October)
Second District Highlights

Rethinking the Value of Initial Claims

as a Forecasting Tool

Margaret M. McConnell
The weekly numbers on initial claims for
unemployment insurance convey key infor-
mation about the labor market. But how reli-
able are claims in predicting changes in the
much anticipated monthly employment
report? According to a simple forecasting
model, claims consistently send an accurate
signal about employment during recessions
but not during expansions.
Volume 4, Number 11 (November)

The Dollar and U.S. Manufacturing

Linda S. Goldberg and Keith Crockett
U.S. manufacturing industries are becom-
ing increasingly sensitive to changes in the
international value of the dollar. A look at
recent studies of exchange rate effects on
industry performance suggests that the
1997-98 rise in the dollar may significantly
reduce U.S. producers’ profits and compel
firms to scale back their investment in new
plants and equipment.
Volume 4, Number 12 (November)
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Viewing the Current Account Deficit
as a Capital Inflow
Matthew Higgins and Thomas Klitgaard

With the 1998 current account deficit
approaching $225 billion, attention is again
focusing on the deficit’s impact on U.S. jobs.
Although a high deficit does adversely
affect employment in export- and import-
competing industries, it also means that
considerable foreign capital is flowing into
the United States, supporting domestic
investment spending that stimulates growth
and creates jobs.

Volume 4, Number 13 (December)

New York—New Jersey Region’s Job Growth
to Continue in 1999, but Risks Have Risen
James Orr and Rae D. Rosen

Employment growth in the New York-New
Jersey region in 1998 is likely to match the
previous year’s pace of 1.7 percent, or
200,000 new jobs. Growth will continue in
1999, but it will slow modestly, to about
1.2 percent, or 145,000 new jobs.

Volume 4, Number 14 (December)

Second District Highlights
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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 brochure—offers
summaries of selected studies and a listing of recent articles

and papers in our main 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, and
new publications and services. You can subscribe to Research
Update by using the enclosed order form, or you can obtain

the publication at www.ny.frb.org/rmaghome/update.
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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 at

www.ny.frb.org/rmaghome/staff_rp.

Estimation of Cross-Country Differences in Industry
Production Functions
James Harrigan

International trade economists typically assume that
there are no cross-country differences in industry total
factor productivity (TFP). This paper, however, finds
large and persistent TFP differences across a group of
industrialized countries in the 1980s. The author cal-
culates TFP indexes and statistically examines the
sources of the observed large TFP differences across
countries. Two hypotheses are examined to account
for TFP differences: constant returns to scale produc-
tion with country-specific technological differences
and industry-level scale economies with identical
technology in each country. The data support the con-
stant returns/different technology hypothesis over the
increasing returns/same technology hypothesis.
Number 36 (January)

How Big Are Potential Welfare Gains from International
Risksharing?
Eric van Wincoop

Extensive evidence exists suggesting that the degree of
risksharing accomplished by international financial
markets is low. Some researchers argue that this is the
result of small potential benefits from risksharing. The
gains from riskpooling that have been reported in the
literature range from negligible to enormous. This
paper documents the extent to which the results are
sensitive to the parameterization of preferences and to
assumptions about the stochastic process and mea-
surement of the endowment. The paper finds that for
realistic assumptions about the underlying factors, the
potential gains from risksharing are quite sizable. For
member countries of the Organization for Economic
Cooperation and Development, the gains are equiva-
lent to increases in tradables consumption in the range
of 1.1 to 3.5 percent for a 50-year horizon and 2.5 to
7.4 percent for a 100-year horizon.

Number 37 (February)
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How Workers Use 401(k) Plans:
The Participation, Contribution,
and Withdrawal Decisions

William F. Bassett, Michael J. Fleming,
and Anthony P. Rodrigues

Economic Geography and Regional Production

Structure: An Empirical Investigation

Donald R. Davis and David E. Weinstein
Researchers advance two principal theories
to explain why countries or regions trade:

To investigate how workers use 401(k) plans
to save for retirement, this paper examines
workers’ participation, contribution, and
withdrawal decisions. The authors find that
65 percent of eligible workers participate in
401(k) plans. Employee participation rises
with income, age, job tenure, and education.
Although participation also rises if the
employer matches contributions, 401(k) par-
ticipation does not grow with the rate of
matching. When pension plan assets are
withdrawn in lump-sum distributions before
retirement, just 28 percent of distribution
recipients (representing 56 percent of distrib-
ution assets) roll over the withdrawn funds
into tax-qualified savings plans. Overall, the
authors’ findings suggest that many workers,
particularly those with low incomes, do not
use 401(k) plans to save for retirement.
Number 38 (March)

comparative advantage and increasing
returns to scale. Yet virtually no empirical
work assesses the relative importance of
these two theories in accounting for produc-
tion structure and trade. The authors use a
framework that nests an increasing returns
model of economic geography featuring
“home market effects” with that of
Heckscher-Ohlin to account for the structure
of regional production in Japan. They find
statistical evidence that economic geography
effects exist in eight of nineteen manufactur-
ing sectors. This result contrasts sharply with
the findings of Davis and Weinstein (1996),
who conclude that economic geography has
scant economic significance for the structure
of international production. Thus, although
economic geography may explain little about
the international structure of production, it is
very important for understanding the regional
structure of production.

Number 40 (May)
Consistent Covariance Matrix Estimation

in Probit Models with Autocorrelated Errors
Arturo Estrella and Anthony P. Rodrigues
Some recent time-series applications use pro-
bit models to measure the forecasting power

Output Fluctuations in the United States:
What Has Changed since the Early 1980s?
Margaret M. McConnell and Gabriel Perez Quiros

of a set of variables. Correct inferences about
the significance of the variables require a con-
sistent estimator of the covariance matrix of
the estimated model coefficients. A potential
source of inconsistency in maximum likeli-
hood standard errors is serial correlation in
the underlying disturbances, which may arise,
for example, from overlapping forecasts. The
authors discuss several practical methods
for constructing probit autocorrelation-
consistent standard errors, drawing on the
generalized method of moments techniques
of Hansen (1982), Newey-West (1987), and
others, and provide simulation evidence that
these methods can work well.

Number 39 (April)

The authors document a structural break in
the volatility of U.S. GDP growth in the first
quarter of 1984 and provide evidence that
this break emanates from a reduction in the
volatility of durable goods production. They
find no evidence of increased stability in the
nondurables, services, or structures sectors
of the economy. In addition, no other Group
of Seven country experienced a contempora-
neous reduction in output volatility. Finally,
the authors show that the reduction in
durables volatility corresponds to a decline
in the share of durable goods accounted for
by inventories.

Number 41 (June)
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Identifying Noise Traders: The Head-and-

Shoulders Pattern in U.S. Equities

Carol Osler
This paper identifies a specific set of agents
as noise traders in U.S. equity markets and
examines the agents’ effects on returns.
These individuals, who speculate using the
“head-and-shoulders” chart pattern, are
shown to qualify as noise traders because
(1) trading volume is exceptionally high
when they are active, and (2) their trading
is unprofitable. The author finds that
although head-and-shoulders sales (purchases)
lower (raise) prices, these effects disappear
within two weeks.
Number 42 (July)

Soft Exchange Rate Bands and Speculative

Attacks: Theory and Evidence from the ERM

since August 1993

Leonardo Bartolini and Alessandro Prati
The authors present a model of a “soft”
exchange rate target zone and interpret it as
a stylized description of the post-August
1993 exchange rate mechanism (ERM). Their
central bank targets a moving average of the
current and past exchange rates rather than
the exchange rate’s current level, thus allow-
ing the rate to move within wide margins in
the short run but within narrow margins in
the long run. For realistic parameters, soft tar-
get zones are significantly less vulnerable to
speculative attacks than “hard” target zones.
These predictions are consistent with the
ERM’s experience and the abatement of spec-
ulative pressure in European markets since
the bands’ widening in 1993.
Number 43 (August)

The Dual Nature of Trade: Measuring Its

Impact on Imitation and Growth

Michelle P. Connolly
Imports of goods that embody foreign tech-
nology can raise a country’s output directly as
inputs into production and indirectly through
reverse-engineering of these goods. This paper
first quantifies spillovers from high-technology
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imports to domestic imitation and innovation
in both developed and developing countries.
It then considers the contribution of foreign
and domestic innovation to real per capita
GDP growth using international patent data
for forty countries from 1970 to 1985.
Number 44 (August)

Structural Change in the Mortgage Market
and the Propensity to Refinance
Paul Bennett, Richard Peach, and Stavros Peristiani

The authors hypothesize that the intrinsic
benefit required to trigger a refinancing has
become smaller because of a combination of
technological, regulatory, and structural
changes that have made mortgage origination
more competitive and more efficient. To test
this hypothesis, they estimate an empirical
hazard model of loan survival using a data-
base that controls for homeowners’ credit rat-
ings, equity, loan size, and measurable trans-
action costs. The results show that credit rat-
ings and home equity have significant effects
on the probability that homeowners will refi-
nance. In addition, homeowners appear to
postpone refinancing in the face of increased
interest rate volatility. Finally, the results
clearly support the hypothesis that structural
change in the mortgage market has increased
homeowners’ propensity to refinance.
Number 45 (September)

International Trade and American Wages
in General Equilibrium, 1967-1995
James Harrigan

In the last quarter century, wage inequality
has increased dramatically in the United
States. At the same time, other trends have
developed: the United States has become
more integrated with the world economy,
the relative prices of final goods have
changed, the capital stock has more than
doubled, and the labor force has become
steadily more educated. This paper esti-
mates a flexible, empirical, general equilib-
rium model of wage determination in an
attempt to sort out the connections between
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these trends. Aggregate data on prices and
guantities of imports, outputs, and factor
supplies are constructed from disaggregate
sources. The econometric analysis shows that
wage inequality has been partly driven by
changes in relative factor supplies and relative
final goods prices. In contrast, imports have
played a negligible direct role in exacerbating
wage inequality.

Number 46 (September)

recently. Finally, newsletters with poor perfor-
mance are more likely to go out of business.
Number 48 (October)

Implied Mortgage Refinancing Thresholds
Paul Bennett, Richard Peach, and Stavros Peristiani

The optimal prepayment model asserts that
rational homeowners refinance when they
can reduce the current value of their liabili-
ties by an amount greater than the refinanc-
ing threshold, defined as the cost of carrying

Skilled Labor—-Augmenting Technical Progress
in U.S. Manufacturing
James A. Kahn and Jong-Soo Lim

the transaction plus the time value of the
embedded call option. To compute the
notional value of the refinancing threshold,

This paper examines the role of skilled labor
in the growth of total factor productivity. The
authors use panel data from manufacturing
industries to assess the extent to which pro-
ductivity growth in yearly cross section is tied
to industry shares of skilled labor inputs. They
find robust evidence that productivity growth
was increasingly concentrated in high-skill
industries during a unique ten-year period
beginning in the early 1970s. They do not find
any positive association between productivity
growth and new capital investment.

Number 47 (October)

researchers have traditionally relied on a dis-
crete option-pricing model. Using a unique
loan-level data set that links homeowner
attributes with property and loan characteris-
tics, this study proposes an alternative
approach of estimating the implied value of
the refinancing threshold. This empirical
method enables the authors to measure the
minimum interest rate differential needed
to justify refinancing conditional on the
borrower’s creditworthiness, remaining
maturity, and other observable characteristics.
Number 49 (October)

The Performance of Investment Newsletters
Jeffery F. Jaffe and James M. Mahoney
This paper analyzes the recommendations of

Piggy Banks: Financial Intermediaries
as a Commitment to Save
Donald P. Morgan and Katherine A. Samolyk

common stocks made by the investment
newsletters followed by the Hulbert Financial
Digest. The authors conclude that, taken as a
whole, the securities recommended by
newsletters do not outperform appropriate
benchmarks. In addition, the analysis sug-
gests that the future performance of a
newsletter is related to its past performance
when performance is measured by raw
returns. Evidence of persistence, however,
vanishes when performance is measured by
abnormal returns. The paper uncovers little,
if any, evidence of herding—that is, cross-
sectional dependence of recommendations
across newsletters. Newsletters tend to rec-
ommend securities that have performed well

Savers with uncertain life spans cannot stick
to long-term investment plans when they
invest directly in liquid assets. Before hori-
zons are known, all savers will plan to roll
over their short-term assets if returns turn
out to be high. Once returns are realized,
however, the short-term investors tend to
consume their liquid assets rather than re-
invest them. Delegating investment decisions
to an intermediary reduces this commitment
problem and leads to more efficient portfolios.
The higher return to savings should also
lead to increased savings rates.

Number 50 (November)
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Why Did Thrift Goodwill Matter in 1989?

Sangkyun Park
The Financial Institutions Reform, Recovery,
and Enforcement Act of 1989 limits thrift
goodwill that can be counted as regulatory
capital. This paper examines if and why the
goodwill clause adversely affected the mar-
ket value of thrifts. The main findings are
that goodwill had a large negative effect on
the stock returns of low-capital thrifts in
1989 and that the negative effect persisted in
the following two years. These findings sug-
gest that a reduced put option value
accounted for a large portion of the stock
price decline. Finally, the role of asymmetric
information appears to have been small.
Number 51 (November)

Institutional Affiliation and the Role of Venture

Capital: Evidence from Initial Public Offerings

in Japan

Yasushi Hamao, Frank Packer, and Jay R. Ritter
In U.S. firms going public, the presence of
venture capital in the firm’s ownership
structure has been linked with both
improved long-term performance and lower
underpricing at the time of the initial public
offerings (IPOs). In Japan, however, the
long-run performance of venture capital-
backed IPOs appears to be no better than
that of other IPOs. Many of the major ven-
ture capital firms in Japan are subsidiaries of
securities firms—which may face a conflict
of interest when underwriting the venture
capital-backed issue. The authors find that
firms with venture backing from a securities
company subsidiary perform significantly
worse over a three-year time horizon than
other IPOs. In addition, IPOs in which the
lead venture capitalist is also the lead under-
writer have higher initial returns than other
venture capital-backed IPOs and sell at higher
price/earnings ratios than comparable
stocks. These results suggest that conflicts of
interest influence the pricing and long-run
performance of IPOs in Japan.
Number 52 (November)
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Trade Inventories
Jonathan McCarthy and Egon ZakrajSek

The authors examine the behavior of trade
inventories under two competing hypothe-
ses: convex delivery costs and fixed costs of
ordering. In the presence of fixed costs, (S,s)
inventory policies are optimal, and steady-
state reduced-form predictions regarding the
dynamics of inventories and sales can be used
to test the model. The alternative of convex
delivery costs is provided by the structural
estimation of a linear-quadratic (L-Q) model.
At the industry level, the results are consistent
with the reduced-form predictions of the (S,s)
model, and structural parameter estimates
obtained from the Euler equation estimation
indicate that the L-Q model does not fit the
data. At the firm level, however, estimates of
the structural cost parameters generate
dynamics of inventories and deliveries that
are observationally equivalent to those pre-
dicted by the steady-state reduced-form
probability relationships of the (S,s) model.
Number 53 (December)

Microeconomic Inventory Adjustment
and Aggregate Dynamics
Jonathan McCarthy and Egon ZakrajSek

Using high-frequency firm-level data, the
authors construct an empirically tractable
model in which the aggregate dynamics are
derived explicitly from the underlying
microeconomic data. The results show that
the microeconomic adjustment function in
both the manufacturing and trade sectors is
nonlinear and asymmetric—results that are
consistent with firms using (S,s)-type inventory
policies. There are differences in the estimated
adjustment functions between the two sectors
and between the durable and nondurable
goods firms within each sector. The estimated
adjustment function is highly stable across
subperiods, indicating little change in the
inventory adjustment process over time. As
predicted, higher moments of the cross-
sectional distribution of inventory devia-
tions affect aggregate inventory dynamics.
Number 54 (December)
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The Consolidation of the Financial Services

Industry: Causes, Consequences,

and Implications for the Future

Allen N. Berger, Rebecca S. Demsetz,

and Philip E. Strahan
This paper designs a framework for evaluat-
ing the causes, consequences, and future
implications of financial services industry
consolidation and reviews the extant
research literature within the context of this

workforce exhibit relatively larger employ-
ment elasticities but lower wage elasticities.
Number 56 (December)

What Was the Market’s View of U.K. Monetary
Policy? Estimating Inflation Risk and Expected
Inflation with Indexed Bonds

Eli M. Remolona, Michael R. Wickens,

and Frank F. Gong

framework (including more than 250 refer-
ences). The evidence is consistent with sev-
eral conclusions. First, some types of consol-
idation appear to have led to increases in
market power. Second, although consolida-
tion has led to improvements in profit effi-
ciency and diversification of risks, there has
been little or no cost efficiency improvement
on average. Third, consolidation has had rel-
atively little effect on the availability of ser-
vices to small customers, but it has generated
potential improvements in payments system
efficiency. Finally, increases in systemic risk
or expansion of the financial safety net may
impose costs on the financial system.
Number 55 (December)

Employment versus Wage Adjustment
and the U.S. Dollar
José Manuel Campa and Linda S. Goldberg

Using two decades of annual data, the
authors explore the links between real
exchange rates and employment, wages, and
overtime activity in specific U.S. manufac-
turing industries. Across two-digit industry
levels of aggregation, exchange rate move-
ments do not have large effects on the num-
ber of jobs created or on the number of hours
worked. More substantial effects are picked
up in industry wages—especially for indus-
tries characterized by low price-over-cost
markup ratios—and in overtime wages and
overtime employment. The industry-by-
industry pattern of wage responsiveness is
not strongly related to industry export orien-
tation or to changes in overall external ori-
entation. Industries with low price-over-cost
markups and industries with a less skilled

The inflation risk premium in nominal
yields is one measure of the credibility of
monetary policy. This measure is time vary-
ing and can be estimated by combining the
information in the nominal term structure
with that in the real term structure. The
authors estimate this risk premium using a
generalized CIR affine-yield model with one
factor driving the real term structure of
monthly observations on two-year, five-year,
and ten-year U.K. index-linked debt and two
factors driving the term structure of the cor-
responding nominal yields. The estimates
show that the inflation risk premium con-
tributes on average about 100 basis points to
nominal yields. Since the United Kingdom’s
exit from the Exchange Rate Mechanism,
this figure has fallen to 70 basis points, sug-
gesting that policy credibility has increased.
The inflation risk premium provides a cor-
rection to the break-even method of forecast-
ing inflation and yields an unbiased forecast.
Number 57 (December)
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Economics, forthcoming.
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42, no. 10 (December).

“The Home Market, Trade, and Industrial
Structure.” American Economic Review 88, no. 5
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Tax Journal 51, no. 2 (June): 263-89.

Linda S. Goldberg
“Foreign Direct Investment, Trade, and Real
Exchange Rate Linkages in Developing
Countries,” with Michael Klein. In Reuven
Glick, ed., Managing Capital Flows and Exchange
Rates: Perspectives from the Pacific Basin.
Cambridge: Cambridge University Press.

“International Trade and Factor Mobility: An
Empirical Investigation,” with Michael Klein.
In G. Calvo, R. Dornbusch, and M. Obstfeld,
eds., Festschrift in Honor of Robert Mundell.
Cambridge: MIT Press, forthcoming.

“Investment, Pass-through, and Exchange
Rates: A Cross-Country Comparison,” with
José Campa. International Economic Review,
forthcoming.

Erica L. Groshen
“Analyzing Firms, Workers, and Wages.”
Monthly Labor Review 121, no. 7 (July): 54-5.

“Identifying Inflation’s Grease and Sand Effects
in the Labor Market,” with Mark E. Schweitzer.
In M. Feldstein, ed., The Costs and Benefits of Price
Stability. NBER conference volume. Chicago:
University of Chicago Press, forthcoming.

James Harrigan
“Estimation of Cross-Country Differences in
Industry Production Functions.” Journal of
International Economics, forthcoming.

“International Trade and American Wages in
General Equilibrium, 1967-1995.” In Robert
Feenstra, ed., The Impact of International Trade
on Wages. NBER conference volume. Chicago:
University of Chicago Press, forthcoming.

Outside Journals s> 19



James Harrigan (continued)

Review of the NBER Trade Database on
CD-ROM. Journal of International Economics,
forthcoming.

Review of Trade and Income Distribution, by
William R. Cline. Journal of Economic Literature,
forthcoming.

Matthew Higgins
“Demography, National Savings and Inter-
national Capital Flows.” International Economic
Review 39, no. 2 (May): 343-70.

Beverly Hirtle
“Derivatives, Portfolio Composition and Bank
Holding Company Interest Rate Risk Exposure.”
Journal of Financial Services Research 12, no. 2-3
(October-December): 243-66.

Chinhui Juhn
“The Effects of Rising Female Labor Supply on
Male Wages,” with Dae Il Kim. Journal of Labor
Economics, forthcoming.

“Wage Inequality and Demand for Skill:
Lessons from Five Decades.” Industrial Labor
Relations Review, forthcoming.

James A. Kahn
*“Skilled Labor-Augmenting Technical Progress
in U.S. Manufacturing,” with Jong-Soo Lim.
Quarterly Journal of Economics 113, no. 4
(November): 1281-308.

Kenneth N. Kuttner
“Indicator Properties of the Paper-Bill Spread:
Lessons from Recent Experience,” with
Benjamin M. Friedman. Review of Economics and
Statistics 80, no. 1 (February): 34-44.

Martin Lettau
“Can Habit Formation Be Reconciled with
Business Cycle Facts?” with Harald Uhlig.
Review of Economic Dynamics, forthcoming.

“Cross-Variable  Restrictions in  Euler
Equations and Risk Premia.” Applied Economics
Letters, forthcoming.

20 <« PUBLICATIONS & OTHER RESEARCH 1998

“Rules of Thumb versus Dynamic Pro-
gramming,” with Harald Uhlig. American
Economic Review, forthcoming.

Sydney Ludvigson
“The Channel of Monetary Transmission to
Demand: Evidence from the Market for
Automobile Credit.” Journal of Money, Credit,
and Banking 30, no. 3 (August, Part 1): 365-83.

“Consumption and Credit: A Model of Time-
Varying Liquidity Constraints.” Review of
Economics and Statistics, forthcoming.

James M. Mahoney
“The Performance of Investment Newsletters,”
with Jeffrey F. Jaffe. Journal of Financial
Economics, forthcoming.

Hamid Mehran
“Are Financial Markets Overly Optimistic
about the Prospects of Firms That Issue
Equity? Evidence from WVoluntary versus
Involuntary Equity Issuances by Banks,” with
Marcia Millon Cornett and Hassan Tehranian.
Journal of Finance 53: 2139-60.

Donald P. Morgan
“Capital Market Frictions and Deposit
Constraints at Banks,” with Jith Jayaratne. In
Payments Systems in the Global Economy: Risks and
Opportunities. Proceedings of the Federal
Reserve Bank of Chicago’s 1998 Conference on
Bank Structure.

“The Credit Effects of Monetary Policy:
Evidence Using Loan Commitments.” Journal
of Money, Credit, and Banking 30, no. 1
(February): 102-18.

Carol Osler

“Rational Speculators and Exchange-Rate
Volatility,” with John Carlson. European
Economic Review, forthcoming.

“Short-Term Speculators and the Puzzling
Behavior of Exchange Rates.” Journal of
International Economics 43, no. 1 (June): 37-58.

www.ny.frb.org/rmaghome



Frank Packer
“Credit Ratings and Spreads in the Samurai
Bond Market.” In Masahiko Aoki and Gary
Saxonhouse, eds., Finance, Governance, and
Competition in Japan. Oxford: Oxford University
Press, forthcoming.

Sangkyun Park
“Can Credit Derivatives Be Widely Applied to
Bank Loans?” ABA Banking Journal 90, no. 8
(August): 30-4.

Sangkyun Park and Stavros Peristiani
“Market Discipline by Thrift Depositors.”
Journal of Money, Credit, and Banking 30, no. 3
(August, Part 1): 347-64.

Stavros Peristiani
“The Growing Reluctance to Borrow at the
Discount Window: An Empirical Investigation.”
Review of Economics and Statistics 20 (November).

Paolo Pesenti

“The Asian Crisis: An Overview of the Empirical
Evidence and Policy Debate,” with Giancarlo
Corsetti and Nouriel Roubini. In Pierre Richard
Agenor, Marcus Miller, David Vines, and Axel
Weber, eds., The Asian Financial Crisis: Causes,
Contagion and Consequences. Cambridge:
Cambridge University Press, forthcoming.

“Could the Ins Hurt the Outs? A Welfare
Analysis of International Fiscal Links,” with
Giancarlo Corsetti. In Andrew Hughes Hallett,
Michael M. Hutchinson, and Svend E.
Hogaard Jensen, eds., Fiscal Aspects of European
Monetary Integration. Cambridge: Cambridge
University Press, forthcoming.

Financial Markets and European Monetary
Cooperation. The Lessons of the 1992-93 ERM
Crisis, with Willem Buiter and Giancarlo
Corsetti. Cambridge: Cambridge University
Press.

“Interpreting the ERM Crisis: Country-Specific
and Systemic Issues,” with Willem Buiter and
Giancarlo Corsetti. Princeton Studies in
International Finance 84 (March).

“Paper Tigers? A Model of the Asian Crisis,”
with Giancarlo Corsetti and Nouriel Roubini.
European Economic Review, forthcoming.

Simon Potter
“Dynamic Asymmetries in U.S. Unemploy-
ment,” with Gary Koop. Journal of Business and
Economic Statistics, forthcoming.

“Nonlinear Impulse Response Functions.”
Journal of Economic Dynamics and Control,
forthcoming.

Carol Rapaport
Review of Household and Family Income, edited by
Paul Menchik. Journal of Economic Literature 36,
no. 1 (March): 262-3.

Eli M. Remolona
“Asia’s Financial Crisis: Lessons and Policy
Responses,” with Ramon Moreno and Gloria
Pasadilla. In Asia: Responding to Crisis. Tokyo:
Asian Development Bank Institute.

“Yield and Inflation Differentials Between
Canada and the United States,” with Ben Fung.
In Information in Financial Asset Prices. Ottawa:
Bank of Canada, forthcoming.

Eli M. Remolona and Rama Seth
“Modeling Foreign Bank Performance and
Lending Behavior,” with Philip Molyneux.
Financial Markets, Institutions and Instruments 7,
no. 4.

Robert Rich
“Disagreement as a Measure of Uncertainty: A
Comment on Bomberger,” with J. S. Butler.
Journal of Money, Credit, and Banking 30, no. 3
(August, Part 1): 411-9.

Asani Sarkar
“Information Asymmetry, Market Segmentation,
and the Pricing of Cross-Listed Shares: Theory
and Evidence from Chinese A and B Shares,”
with Sugato Chakravarty and Lifan Wu.
Journal of International Financial Markets and
Institutions, forthcoming.

Outside Journals s> 21



Asani Sarkar (continued)
“Market Liquidity and Trader Welfare in
Multiple Dealer Markets.” Journal of Financial
and Quantitative Analysis, forthcoming.

“Price Transmissions and Market Openness:
A Comparative Analysis of Asian Stock
Markets.” Review of Pacific Basin Financial
Markets and Policies 1, no. 2 (June).

“Stock Market Crises in Emerging and
Developed Markets.” Financial Analysts’
Journal, November-December.

Asani Sarkar and Michelle Tozzi
“Electronic Trading on Futures Exchanges.”
Derivatives Quarterly 4, no. 3. 7-14. Adapted
from Federal Reserve Bank of New York
Current Issues in Economics and Finance 4, no. 1.

Rama Seth
“Do Banks Follow Their Customers Abroad?”
with Daniel E. Nolle and Sunil K. Mohanty. Finan-
cial Markets, Institutions and Instruments 7, no. 4.

Dorothy Meadow Sobol
“Central and Eastern Europe: Financial Markets
and Private Capital Flows.” In Miles Kahler, ed.,
Capital Flows and Financial Crises, 186-228.
Ithaca, New York: Cornell University Press.

Chris Stefanadis
“Import Protection, Export Promotion and
Product Positioning.” Review of International
Economics, November: 604-15.

“Selective Contracts, Foreclosure and the
Chicago School View.” Journal of Law and
Economics, October: 429-50.

Philip E. Strahan
Comment on “An International Comparison of
Banks’ Equity Returns,” by Kathryn L. Dewenter
and Alan C. Hess. Journal of Money, Credit, and
Banking 30, no. 3 (August, Part 2): 493-9.

22+ PUBLICATIONS & OTHER RESEARCH 1998

“What Drives Deregulation? Economics and
Politics of the Relaxation of Bank Branching
Restrictions,” with Randall S. Kroszner. Quarterly
Journal of Economics, forthcoming.

Joseph Tracy
“The Effect of Collective Bargaining Legislation
on Strikes and Wages,” with Peter Cramton and
Morley Gunderson. Review of Economics and
Statistics, forthcoming.

“Quality of Life and Environmental Com-
parisons,” with Joseph Gyourko and Matthew
Kahn. In Paul Cheshire and Edwin Mills, eds.,
Handbook on Applied Urban Economics. Vol. 3.
Amsterdam: North-Holland, forthcoming.

“The Use of Replacement Workers in Union
Contract Negotiations: The U.S. Experience,
1980-1989,” with Peter Cramton. Journal of
Labor Economics 16: 667-701.

Joseph Tracy and Linda S. Goldberg
“Exchange Rates and Local Labor Markets.”
In Robert Feenstra, ed., The Impact of
International Trade on Wages. NBER confer-
ence volume. Chicago: University of Chicago
Press, forthcoming.

Eric van Wincoop
“Do Borders Matter? Evidence from Japanese
Regional Net Capital Flows.” International
Economic Review, forthcoming.

“How Big Are Potential Welfare Gains from
International Risksharing?” Journal of Inter-
national Economics, forthcoming.

Egon Zakrajsek
“The Importance of Credit for Macroeconomic
Activity: Identification through Hetero-
geneity,” with Simon Gilchrist. In S. Brakman,
H. van Ees, and S. K. Kuipers, eds., Market
Behaviour and Macroeconomic Modelling, 129-57.
New York: St. Martin’s Press.

www.ny.frb.org/rmaghome



ELECTRONIC
ALERT SERVICE

By subscribing to our free
Electronic Alert Service, you
can receive e-mail notifications
when new publications and
papers are available at our web
site. You can then link directly
to the site and download a
publication or order the hard-
copy version electronically. For
details, please visit the web site:

www.ny.frb.org/rmaghome.



