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Abstract

This paper develops a theoretical model that relates the degree of goods-market
competition with the extent of profit sharing. Our multisector framework indicates that
increased competition in goods markets leads to an increased weighting on firm profits
in an optimally indexed contract. Consequently, our model predicts that a rising extent
of profit-sharing arrangements in actual U.S. contracts should accompany an increase
in the degree of goods-market competition. Available, but limited, data on profit sharing
in the United States is generally consistent with this fundamental implication of the
modeil.

"We would like to thank Douglas Kruse and Linda Bell for sharing and updating their
profit-sharing data, Douglas Kruse for his suggestions, and Ricardo Liaudes for
providing research assistance. The views expressed are those of the authors and do
not necessarily reflect those of the Federal Reserve Bank of Dallas or the Federal
Reserve System. Any errors are our own.



GOODS-MARKET COMPETITION AND PROFIT SHARING:
A MULTISECTOR MACRO APPROACH

One of the most significant changes in U.S. labor markets has been the rise of
profit sharing in labor contracts. As documented by Bell and Kruse (1895), the share of
union contracts with deferred profit-sharing provisions has risen from roughly 8.4
percent in 1980 to 18.3 percent in 1991 (see Figure 1).' This change fits with a broader
pattern in which U.S. labor compensation has become more sensitive to sectoral
market conditions affecting firms, as reflected in the large fall in overall union
membership rates, the continuing decline of CPI indexation clauses in labor contracts,

and the rise of profit sharing.

Figure 1 Goes Here

One possible explanation for this general shift is that deregulation and increased
openness to trade have increased the degree of competition in U.S. goods markets,
which in turn has boosted the elasticity of labor demand. With respect to profit sharing,
this study demonstrates how this theoretical result can arise in a two-sector economy
characterized by imperfect competition® and how this theoretical finding is broadly
consistent with stylized empirical facts on profit sharing in the United States.

Our study differs from much of the profit-sharing literature, which focuses on

work by Weitzman (1983, 1984, 1985, 1986, and 1988), who maintains that profit-

! Virtually all of the observed increase of profit sharing in union contracts has occurred in the form of deferred
profit sharing rather than in the form of cash or bonus payments, the latter of which pose risk that many workers are
not able to diversify because they lack sufficient wealth. Because much of the risk from profit sharing stems from
short-run variability that dissipates over the long run, however, workers plausibly are more willing to accept profit-
sharing compensation through such vehicles as defined contribution pension plans (401K) or employee stock
ownership plans {ESOPs). For example, as noted in Bell and Kruse (1995, p. 13}, Bureau of Labor Statistics data
show that only 1 percent of surveyed workers were covered by cash profit-sharing plans, as compared with over 15
percent who were covered by deferred profit-sharing plans.

* In related work, we have used similar frameworks to analyze the decline in wage indexation in the United States
(Duca and VanHoose, 1998) and why wage contracts may optimally contain both profit-sharing and CPl-indexation
clauses (Duca and VanHoose, 1991).




sharing plans deserve tax subsidies because they pose the positive externality of
reducing layoffs. As noted by Kruse (1995), other studies have raised objections to
Weitzman's proposals based on factors such as insiders having incentives to restrain
new hiring induced by profit-sharing arrangements (Summers, 1986), the possibility that
lower average pay may reduce productivity via efficiency wage effects (Levine, 1989),
and the possibility that firms may abuse tax incentives for profit sharing by packaging
fixed labor payments in the form of profit sharing (Estin, et. al.). Our study departs from
much of the profit-sharing literature by emphasizing how changes in the degree of
goods-market competition could affect profit sharing. In particular, our study finds that
profit sharing may have been boosted as a by-product of deregulation and increased
openness to trade that have increased market incentives for profit sharing.

To establish our results, the next section presents a basic muitisector model that
allows for imperfect goods-market competition. The following section then analyzes the
manner in which increased goods-market competition would influence how contract
wages are adjusted for changing conditions (e.g., CP! indexation and profit sharing).
The study then addresses these theoretical implications in light of the limited data on

profit sharing.

I. Optimal Wage Indexation and Goods-Market Competition

The theoretical framework combines elements of Ball’s (1988) monopolistic
competition model with the multisector frameworks of Duca (1987) and Duca and
VanHoose (1991)°. These papers, in turn, draw on the earlier, pathbreaking
macroeconomic indexation frameworks developed by Gray (1976) and Karni (1979).
The innovation of the multisector approach, which stems from the work of Blinder and

Mankiw (1984), is that it permits at least a stylized examination of the differential

For a recent empirical evaluation of multiscctoral models, see Ghosal and Loungani (1996).



responses of individual sectors of the economy to changes in exogenous variables
such as overall goods-market competition.

In many respects, the model is similar to those developed in Duca and
VanHoose (1998; 1997a,b). In particular, each sector is composed of monapolisticaliy
competitive firms that experience common and sector-specific shocks. The aggregate
price level then is an average of prices established by the identical firms within each
sector. Here, however, we simplify by assuming, as in Duca and VanHoose (1991},
that the there are two sectors in the economy. In one sector, workers and firms in some
sectors set nominal wages using costlessly indexed contracts. In the other sector,
workers firms instead allow wages to be market-determined. All firms in the economy
are distributed over the unit interval and draw from immobile pools of workers. A
fraction £2 of firms sets nominal wages through contracts, and these firms constitute the
contract sector. The remaining portion of firms, 1-£2, allows nominal wages to be
market-determined.

All variables in the model are measured in logarithms, with intercepts
suppressed as an expositional simplification. The production function for a

representative firm i in the contracting sector is given by
(1a) yi=a+puté

and for a representative firm j in the sector that does not use wage contracts, the

production function is

4

(1b) y'=af +6

where y; and y; are the logs of the outputs of the ith and jth firms, /; and I are the logs of
employment levels at the ith and jth firms, 4 is a productivity disturbance that is

common to all firms in the contract sector, and 8 is a productivity shock that is



experienced by all firms in the economy. The sectoral productivity shock g is distributed
with a mean value of zero and a finite variance ¢,2. For the sake of simplicity, we
assume that firms in the sector without wage contracts experience only the economy-
wide productivity disturbance 6, which has zero mean and a finite variance g". The
demand for the output of an individual firm i as a share of output in the contract sector

is given by

(2a) y,-y=-&p;-p),

where y = |2y, diis total output of firms in the contract sector, p = [,°p, diis the price of
output in the contract sector, and £> 1 is the elasticity of demand for the output of the
ith firm. Likewise, the demand for the output of the jth firm as a share of output in the

sector with market-determined wages is given by

2b) ¥y -y =-dp -p)

where y" = [’ y/djis total output of firms in the contract sector and p =l p/djis the
price of output in the sector without wage contracts. We assume that £ also is the
elasticity of demand for the output of the jth firm.

The demand for output in the two sectors is given by
(33) y=m+V+5'p:
and

(3b) y'=m+v-p

" where m is the log of the money stock {which henceforth we normalize at a value of
unity), v is a shock common to all firms in the economy, and dis a shock common only
to firms in the contract sector. The shocks have mean values of zero and have finite

variances equal to 0,2 and o All disturbances are assumed to be i.i.d.



Our analysis of the relationship between the degree of goods-market competition
and profit sharing focuses on the contract sector. Converting (1), (2), and (3) into levels
(denoted by upper-case letters) and combining with the profit function, 7/ = P/Y] - WiL/,

yields labor demand for a firm jin firm /.

—ewi-p) (v §-p)+ (s-1)0+p)

4) k=
“) ate-ae

where w, is the log of the nominal wage at the ith firm and where the intercept term is
suppressed. Each firm is a perfect competitor in its labor market, in which it faces a

pool of immobile workers who supply labor according to:

(B)  FF=HUw;-p?),

where p? is the aggregate, economy-wide price level, which is defined by p* =, pdk,.
where p, = (Dp.... Poees Pareres By - P1). Hence, even though workers are immobile
within their labor markets, they consume the goods produced by all firms and thus

compute their real wages in terms of the aggregate price level.

Il. The Theoretical Relationship between Competition and Profit Sharing

Although it is possible to solve this type of multisector model for reduced-form
expressions for all firm, sectoral, and economy-wide variables (see, for instance, Duca
and VanHoose, 1991 and 1998), we can make our fundamental points concerning the
relationship between goods-market competition and profit sharing without anatyzing
these reduced-form expressions.* Normalizing m = 0 and solving (4) and (5) yields the

full-information, market-clearing nominal wage®:

*By expanding the model to allow for greater heterogeneity of the disturbances, it is also possible to endogenously
determine the portions of firms in each sector; see Duca and VanHoose, 1997b).

For 8= y2=0, this is also the nominal wage at an exogenous fraction, 1-¢2, of the sector in which workers and firms
allow market forces to determine wages.



B) w = ( £ ]i:pi + 1(v+5- pi) + (e -1) (6 + /J)J + [ Ala +e-ac) ]pa,
F £ £

Ala +te-aeg)+e Aa +e-ag) +

At a representative contracting firm the contract wage is

1, -1 a
O wey [ dorsep e ED @ ],
where, if we follow Gray (1976), Karni (1979), and the subsequent macroeconomic
indexation literature by assuming that the optima! contract minimizes deviations from
the market-clearing wage and employment level®

Al +e -ae)f?
Ala +e-ag) + &'

® 7 - ﬂ.(a+:.§a&-) + g .
and £ and & are choice parameters for the wage contract.

The weight #° on the non-CPI terms in the expression for the indexed contract
wage can be interpreted as the relative importance placed on sector-specific factors of
that matter to firms, while the CPl weight »* can be \}iewed as the relative importanée_
placed on the cost-of-living concerns of workers. It is easy to verify that if F==1,
then the nominal wage at a contracting firm is w; = w;, so that the contract wagé exactly
replicates the Walrasian, market-clearing wage. Consequently (?) and (8) together
specify the optimal contract for workers and firms in each representative contracting
sector.’ |

Assuming for the moment that workers and firms can implement the optimal
contract given by (7) and (8), then it is straightforward to determine how the terms of the

optimal contract respond to variations in &

®See Aizenman and Frenkel (1985) for a discussion of this criterion.

7 Note that by adjusting contract wages to be in line with the Walrasian wage, profit sharing under this optimal
contract reduces layoffs if firms experience negative demand or supply shocks. This is consistent with a recent
micro study by Kruse (1995), who, after controlling for heterogeneity across workers, finds that among a pool of
young workers who are in jobs that pay benefits, profit sharing does not affect average wages but does reduce the
likelihood of layoffs.
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Consequently, as the degree of goods-market competition rises, the relative weight
placed on sectoral conditions increases in the optimal indexation formula, and the
relative weight placed on aggregate, cost-of-living conditions decreases. The intuition
behind this result is that as goods markets become more competitive, firms' labor
demand is more sensitive to variations in the marginal product of labor. Because the
optimal contract wage exactly equates the quantity of labor demanded with the quantity
of labor supplied (thereby replicating the Walrasian, market-clearing wage), the
marginal product of labor has a greater effect on the market-clearing wage as tabor
demand becomes more elastic. Thus, the optimal contract places more weight on
changes in sectoral conditions as the degree of goods-market competition increases.

A key problem posed by the optimal indexation formula in (7) and (8) is that it is
difficult to observe and verify the marginal product.of labor within a given period.
Moreover, under highly imperfect competition the optimal indexation formula cannot be
implemented solely via profit-sharing and CPl-indexation arrangements. Nevertheless,
as the degree of goods-market competition increases, the marginal product of labor
approaches proportionality with firm profits.

This result can be demonstrated in several steps. First, note that as goods
markets approach perfect competition (¢ — o), the limit of the Walrasian, market-
clearing wage, which corresponds to the optimal contract wage for the ith firm with a
wage contract, is equal to

L 1 _ A{t-a) ) ,
(11) Wi (qﬂ(1-a)+1] [p;+(9+#)]+[—ﬂ———l(1_a)+ ] P



The industry-specific component of the contract-wage weighting scheme (the marginal
product of labor) now reduces to an equality of the log sum of the firm'’s price (which,
because firms are identical, will equal the sectoral price p in equilibrium), the economy-
wide productivity shock &, and the contract sector productivity shock sz In the second
step, solving the competitive limit of the basic modei for profits in logs (the derivation is

available in a separate appendix available from the authors upon request) yields
(12)  In{z) = constant + {1 + [(1-Q)(1-F)}p; + 8+ 1) - [al(1-2)]P°.

Thus, in the limit of perfect competition, profits increase in proportion to the marginal
product of labor and decline with any upward adjustments in wages owing to
contractual cost-of-living adjustment to aggregate price-level movements.

Therefore, equations (11) and (12) imply that the as goods markets become
more competitive, the relationship between profits and the marginal product of labor
within an optimally indexed contract becomes more direct, making profits a more
desirable indicator to use for adjusting wages. This is especially true in that profits
account for any automatic CPl-indexation adjustment to wages, as reflected in the last
term of equaﬁon (12). In addition, as goods markets become more competitive, labor
demand becomes increasingly sensitive to the sectoral marginal product of labor.
Together these conclusions indicate that contract wages should become more closely

linked to profitability as goods markers become more competitive.

Hil. Profit Sharing and Indexation in Practice

Our model's implications are consistent with two broad stylized facts about
changes in U.S. compensation patterns. First, the model predicts that as goods
markets become more competitive, contract wages will become less frequently indexed
to a cost of living index, as empirically demonstrated by Duca and VanHoose (1998),

who develop a richer model of CPI wage indexation.



Second, and more importantly, our model's implication that higher goods-market
competition will boost profit sharing is consistent with the limited available data. At the
aggregate level, the share of union workers having some form of broadly defined,
deferred profit sharing (see Bell and Kruse, 1995) has risen since 1980, largely in line
with an index for aggregate goods market competition in the U.S. economy used in
other work by Duca and VanHoose (1997a,b and 1998), as depicted in Figure 2. This
index is derived from nonfinancial corporate profits data, where a markup ratio has
been adjusted for fluctuations in GDP growth, real oil prices, net interest payments, and
real exchange rates using net capital depreciation as a measure of fixed costs.
Because the index is defined as the inverse of the cyclically adjusted markup, a rise in

this index implies a higher aggregate degree of goods market competition

Figure 2 Goes Here

Our model's prediction that the degree of profit sharing will rise more in
industries experiencing greater increases in competition is also broadly consistent with
the pattern of sectoral changes.in profit sharing. As shown in Table 1, which lists data
from Bell and Kruse (1995), the industries posting above average increases in the
incidence of profit sharing were either industries that experienced widespread
deregulation since the late 1970s [trucking, communications, utilities, mining (oil}, and
FIRE (finance, insurance, and real estate)], or increased vulnerability to international
competitiveness associated with swings in the real exchange value of the dollar or
liberalization of international trade barriers (manufacturing). In contrast, nonagricultural
industries that have experienced little change in regulation (wholesale trade, retail
trade, and construction), posted below-average rises in the extent of profit sharing.
Obviously, factors other than goods market competition, such as differences in the

ability to monitor worker effort and other efficiency- wage considerations, may explain
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cross-industry differences in profit sharing. However, the nature of production in many
industries with respect to efficiency-wage considerations appears not to have changed
as much since the late-1970s as the degree of regulation or openness to foreign
competition. For this reason, changes in cross-industry patterns of profit-sharing since
the early 1980s plausibly owe, in part, to changes in intra- and/or international trade

barriers.

Table 1 Goes Here

IV. Conclusion

This paper theoretically demonstrates that a greater degree of goods-market
competition induces a shift toward profit sharing and a shift away from CP! indexation in
labor contracts. These results essentially arise because greater goods market
competition makes both labor demand more sensitive to the marginal product of labor
and industry profits more correlated with the sectoral marginal of product of labor.
Consequently, profit sharing is bolstered because greater goods market competition
makes the market-clearing wage more sensitive to shocks affecting labor demand and
the marginal product of fabor more observable in the form of profits.

On two counts, the empirical evidence generally accords with these theoretical
conclusions. First, the overall incidence of profit sharing in union contracts moves with
an aggregate index of U.S. goods market competition. While this finding is broadly
consistent with our theoretical framewaork, we currently lack enough time-series data to
formalty verify such a connection, because data for 1987 and years prior to 1980 are
not available. Second, disaggregated data indicate that profit sharing has risen most
dramatically in industries in which goods-market competition has likely intensified due to
deregulation or increased competition. While both stylized facts are consistent with the

implications of our theoretical model, the evidence, so far, is more suggestive rather




i1

than conclusive. We leave formal cross-industry testing of our theoretical approach to

future research.
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Figure 1
The Rise of Profit-Sharing
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NOTE: Profit sharing is the percent of workers with profit sharing in labor contracts covering at least 100 workers [source: Bell and Kruse (1995)].



: Figure 2 .
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NOTES: Profit sharing is the percent of workers with profit sharing in Jabor contracts covering at least 100 workers [source: Belt and Kruse (1995)].
Competition is an index of competition based on work by Duca and Van Hoose (1998).




Table 1

Industry Breakdown of the Share of Workers Covered by Deferred Profit Sharing

Absolute
1980 Share 1993 Share Change Deregulated
Industry Of Workers of Workers Since 1980 since late-70s??
Overall 8.4% 21.0% +12.6 5 of 11 Industries
Agriculture 8.2% 6.3% -1.9 No
Mining 10.5% 49.0% +38.5 Yes
Construction 3.0% 9.2% +6.2 No
Manufacturing 16.3% 44 1% +27.8 No
Transportation 5.2% 23.4% +18.2 Yes
Communications 2.5% 35.3% +32.8 Yes
Utilities 13.93 48 .1% +34.2 Yes
Wholesale 4. 3% 13.4% +9.1 No
Retail 6.4% 11.6% +5.2 No
FIRE (Finance, Insur- 19.9% 41.0% +21.1 Yes
ance, & Real Estate)
Service 1.8% 11.7% +9.9 No
Memo:
Simple Average Absolute Change Over 1980-93 for
Deregulated and Manufacturing Sectors: +28.8
Other Sectors: +5.7

'Percentage point change over 1980-1993.

a5 listed in table 1 from Winston (1993):
1) Trucking was deregulated by the ICC liberalization of truck rates in the
late-1970s and the Motor Carrier Reform Act (1980).
2) Airlines were largely deregulated by the Airline Deregulation Act of 1978,
which alleowed entry in 1982 and deregulated alr fares in 1983.
3) Railroads were deregulated by the ICC liberalization of rail rates in the
late 1970s and the Staggers Rail Act of 1981.
4) Telecommunications were largely deregulated in the wake of the ATT court
settlement of 1982.
5) Cable television was deregulated in a series of FCC rulings in the late-
1970s and by the Cable Television Deregulation Act of 1984.
6} Banking was deregulated by the Depository Institution Deregulation and
Monetary Control Act of 1980 and the Garn-St. Germain Depository Imnstitutions
Act of 1982.
7) Mining was deregulated by a series of presidential executive orders which
deregulated oil prices beginning in 1979 and by the Natural Gas Policy Act of
1978 which began a phased derepgulation of natural gas prices.



RESEARCH PAPERS OF THE RESEARCH DEPARTMENT
FEDERAL RESERVE BANK OF DALLAS

Available, at no charge, from the Research Depariment
Federal Reserve Bank of Dallas, P. O. Box 655906
Dallas, Texas 75265-5906

Please check the titles of the Research Papers you would like to receive:

9201
5202
9203

9204
9205
9206

9207

9208
9209
9210

9211
9212
9213
9214

9215
9216

9301
9302
9303

9304
9305
9306

9307

9308
9309
9310
9311

9312

9313
9314
9315

9316
9317
9318
9319

9320
9321

Are Deep Recessions Followed by Strong Recoveries? (Mark A. Wynne and Nathan S. Balke)

The Case of the "Misging M2" (John V. Duca)

Immigrant Links to the Home Country: Implications for Trade, Welfare and Factor Rewards (David M.
Gould)

Does Aggregate Qutput Have a Unit Root? (Mark A. Wynne)

Inflation and Its Variability: A Note (Kenneth M. Emery)

Budget Constrained Frontier Measures of Fiscal Equality and Efficiency in Schooling (Shawna
Grosskopf, Kathy Hayes, Lori L. Taylor, William Weber)

The Effects of Credit Availability, Nonbank Competition, and Tax Reform on Bank Consumer Lending
(John V. Duca and Bonnie Garrett)

On the Future Erosion of the North American Free Trade Agreement (William C. Gruben)

Threshold Cointegration {Nathan S. Balke and Thomas B. Fomby)

Cointegration and Tests of a Classical Model of Inflation in Argentina, Bolivia, Brazil, Mexico, and Peru
{Raul Anibal Feliz and John H. Welch)

Nominal Feedback Rules for Monetary Policy: Some Comments (Evan F. Koenig)

The Analysis of Fiscal Policy in Neoclassical Models' (Mark Wynne)

Measuring the Value of School Quality (Lori Taylor)

Forecasting Turning Points; Is a Two-State Characterization of the Business Cycle Appropriate?
(Kenneth M. Emery & Evan F. Koenig)

Energy Security: A Comparison of Protectionist Policies (Mine K. Yiicel and Carol Dahl)

An Analysis of the Impact of Two Fiscal Policies on the Behavior of a Dynamic Asset Market (Gregory
W. Huffman}

Human Capital Externalities, Trade, and Economic Growth (David Gould and Roy J. Ruffin)

The New Face of Latin America: Financial Flows, Markets, and Institutions in the 1990s (John Welch)
A General Two Sector Model of Endogenous Growth with Human and Physical Capital (Eric Bond, Ping
Wang, and Chong K. Yip} ,

The Political Economy of School Reform (S. Grosskopf, K. Hayes, L. Taytor, and W. Weber)

Money, Output, and Income Velocity {Theodore Palivos and Ping Wang)

Constructing an Alternative Measure of Changes in Reserve Requirement Ratios (Joseph H. Haslag and
Scott E. Hein)

Money Demand and Relative Prices During Episodes of Hyperinflation (Ellis W. Tallman and Ping
Wang)

On Quantity Theory Restrictions and the Signalling Value of the Money Muliiplier (Joseph Haslag)

The Algebra of Price Stability (Nathan S. Balke and Kenneth M. Emery)

Does It Matter How Monetary Policy is Implemented? (Joseph H. Haslag and Scott Hein)

Real Effects of Money and Welfare Costs of Inflation in an Endogenously Growing Economy with
Transactions Costs (Ping Wang and Chong K. Yip)

Borrowing Constraints, Household Debt, and Racial Discrimination in Loan Markets (John V. Duca and
Stuart Rosenthal)

Default Risk, Dollarization, and Currency Substitution in Mexico (William Gruben and John Welch)
Technological Unemployment (W, Michael Cox)

Output, Inflation, and Stabilization in a Small Open Economy: Evidence from Mexico (John H. Rogers
and Ping Wang)

Price Stabilization, Qutput Stabilization and Coordinated Monetary Policy Actions (Joseph H. Haslag)
An Alternative Neo-Classical Growth Model with Closed-Form Decision Rules (Gregory W. Huffman)
Why the Composite Index of Leading Indicators Doesn't Lead (Evan F. Koenig and Keaneth M. Emery)
Allocative Inefficiency and Local Government: Evidence Rejecting the Tiebout Hypothesis (Lori L.
Taylor)

The OQutput Effects of Government Consumption: A Note (Mark A. Wynne)

Should Bond Funds be Included in M2? (John V. Duca)



9322

9323

9324

9325

9326
9327

9328

9329*

9330

9331

9332
9333
9334
9335

9336
9337

9338

9339
9340
9341

9342
9401
9402

9403

9404
9405
9406
9407
9408

9409
9410

9411
9412
9413

9414
9415
9501
9502
9503
9504

Recessions and Recoveries in Real Business Cycle Models: Do Real Business Cycle Models Generate
Cyclical Behavior? (Mark A. Wynne)

Retaliation, Liberalization, and Trade Wars: The Political Economy of Nonstrategic Trade Policy (Dav1d
M. Gould and Graeme L. Woodbridge)

A General Two-Sector Model of Endogenous Growth with Human and Physical Capital: Balanced
Growth and Transitional Dynamics (Eric W. Bond, Ping Wang.and Chong K. Yip)

Growth and Equity with Endogenous Human Capital: Taiwan's Fconomic Miracle Revisited (Maw-Lin
Lee, Ben-Chieh Liu, and Ping Wang)

Clearinghouse Banks and Banknote Over-issue (Scott Freeman)

Coal, Natural Gas and Oil Markets after World War II: What's Old, What's New? (Mine K. Yiicel and
Shengyi Guo)

On the Optimality of Interest-Bearing Reserves in Economies of Overlapping Generations (Scott Freeman
and Joseph Haslag)

Retaliation, Liberalization, and Trade Wars; The Political Economy of Nonstrategic Trade Policy (David
M. Gould and Gracme L. Woodbridge) (Reprint of 9323 in error)

On the Existence of Nonoptimal Equilibria in Dynamic Stochastic Economies (Jeremy Greenwood and
Gregory W. Huffman)

The Credibility and Performance of Unilateral Target Zones: A Comparison of the Mexican and Chilean
Cases (Raul A. Peliz and John H. Welch}

Endogenous Growth and International Trade (Roy J. Ruffin)

Wealth Effects, Heterogeneity and Dynamic Fiscal Policy (Zsolt Becsi)

The Inefficiency of Seigniorage from Required Reserves (Scott Freeman)

Problems of Testing Fiscal Solvency in High Inflation Economies: Evidence from Argentina, Brazil, and
Mexico (John H. Welch)

Income Taxes as Reciprocal Tariffs (W. Michael Cox, David M. Gould, and Roy J. Ruffin)

Assessing the Economic Cost of Unilateral Oil Conservation (Stephen P.A. Brown and Hillard G.
Huntington)

Exchange Rate Uncertainty and Economic Growth in Latin America (Darryl McLeod and John H.
Welch)

Searching for a Stable M2-Demand Equation (Evan F. Koenig)

A Survey of Measurement Biases in Price Indexes (Mark A. Wynne and Fiona Sigalla)

Are Net Discount Rates Stationary?: Some Further Evidence (Joseph H. Haslag, Michael Nieswiadomy,
and I, J. Slottje)

On the Fluctuations Induced by Majority Voting (Gregory W. Huffman)

Adding Bond Funds to M2 in the P-Star Model of Inflation (Zsolt Be¢si and John Duca)

Capacity Utilization and the Evolution of Manufacturing Qutput: A Closer Look at the "Bounce-Back
Effect” (Evan F. Koenig)

The Disappearing January Blip and Other State Employment Mysteries (Frank Berger and Keith R.
Phillips)

Energy Policy: Does it Achieve its Intended Goals? (Mine Yiicet and Shengyi Guo)

Protecting Social Interest in Free Invention (Stephen P.A. Brown and William C. Gruben)

The Drynamics of Recoveries (Nathan S. Balke and Mark A. Wyrne)

Fiscal Policy in More General Equilibriium (Jim Dolman and Mark Wynne)

On the Political Economy of School Deregulation (Shawna Grosskopf, Kathy Hayes, Lori Taylor, and
Williamm Weber)

The Role of Intellectual Property Rights in Economic Growth (David M. Gould and William C. Gruben)
U.S. Banks, Competition, and the Mexican Banking System: How Much Will NAFTA Matter? (William
C. Gruben, John H, Welch and Jeffery W. Gunther)

Monetary Base Rules: The Currency Caveat (R. W. Hafer, Joseph H. Haslag, andScott E. Hein)

The Information Content of the Paper-Bill Spread (Kenmeth M. Emery)

The Role of Tax Policy in the Boom/Bust Cycle of the Texas Construction Sector {D’Ann Pelersen,
Keith Phillips and Mine Yiicel)

The P* Model of Inflation, Revisited (Evan F. Koenig)

The Effects of Monetary Policy in a Model with Reserve Requirements (Joseph H. Haslag)

An Equilibrium Analysis of Central Bank Independence and Inflation (Gregory W. Huffman)

Inflation and Intermediation in a Model with Endogenous Growth (Joseph H. Haslag)

Country-Bashing Tariffs: Do Bilateral Trade Deficits Matter? (W. Michael Cox and Roy J. Ruffin)
Building a Regional Forecasting Model Utilizing Long-Term Relationships and Short-Term Indicatots
{Keith R. Phillips and Chih-Ping Chang)



9505

9506

9507
9508

9509

9510

9511 -

9512
9513
9514

9515
9516

9517

9518
9519

9601
9602

9603
9604

9605
9606

9607
3608
9609
9610
9611
9612
9613
9614
9615
9701
9702
9703
9704
9705

9706
9707

9708

Building Trade Barriers and Knocking Them Down: The Political Economy of Unilateral Trade
Liberalizations (David M. Gould and Graeme L.. Woodbridge)

On Competition and School Efficiency (Shawna Grosskopf, Kathy Hayes, Lori L. Taylor and William L.
Weber)

Alternative Methods of Corporate Control in Commercial Banks (Stephen Prowse)

The Role of Intratemporal Adjustment Costs in a Multi-Sector Economy (Gregory W. Huffman

and Mark A. Wynne)

Are Deep Recessions Followed By Strong Recoveries? Results for the G-7 Countries (Nathan

S. Balke and Mark A. Wynne)

Qil Prices and Inflation (Stephen P.A. Brown, David B. Oppedahl and Mine K. Yicel)

A Comparison of Alternative Monetary Ervironments (Joseph H. Haslag))

Regulatory Changes and Housing Coefficients (John V. Duca)

The Interest Sensittvity of GDP and Accurate Reg Q Measures (John V. Duca)

Credit Availability, Bank Consumer Lending, and Consumer Durables (John V. Duca and

Bonnie Garrett)

Monetary Policy, Banking, and Growth (Joseph H. Haslag)

The Stock Market and Mornetary Policy: The Role of Macroeconomic States (Chih-Ping Chang

and Huan Zhang)

Hyperinflations and Moral Hazard in the Appropriation of Seigniorage: An Empirical Implementation
With A Calibration Approach (Carlos E. Zarazaga)

Targeting Nominal Income: A Closer Look (Evan F. Koenig)

Credit and Economic Activity: Shocks or Propagation Mechanism? (Nathan 5. Balke and

Chih-Ping Chang)

The Monetary Policy Effects on Seignorage Revenue in a Simple Growth Model (Joseph H. Haslag)
Regional Productivity and Efficiency in the U.S.: Effects of Business Cycles and Public Capital

(Dale Boisso, Shawna Grosskopf and Kathy Hayes)

Inflation, Unemployment, and Duration (John V. Duca)

The Response of Local Governments to Reagan-Bush Fiscal Federalism (D. Boisso, Shawna
Grosskopf and Kathy Hayes)

Endogenous Tax Determination and the Distribution of Wealth (Gregory W. Huffman)

An Exploration into the Effects of Dynamic Economic Stabilization (Jim Dolmas and Gregory W.
Huffman)

Is Airline Price Dispersion the Result of Careful Planning or Competitive Forces? (Kathy J.

Hayes and Leola B. Ross)

Some Implications of Increased Cooperation in World Qil Conservation (Stephen P.A. Brown

and Hillard G. Huntington)

An Equilibrium Analysis of Relative Price Changes and Aggregate Inflation (Nathan S. Balke

and Mark A. Wynne}

What's Good for GM...? Using Auto Industry Stock Returns to Forecast Business Cycles and Test the
Q-Theory of Investment (Gregory R. Duffee and Stephen Prowsc)

Does the Choice of Nominal Anchor Matter? (David M. Gould)

The Policy Sensitivity of Industries and Regions (Lori L. Taylor and Mine K. Yiicel)

Oil Prices and Aggregate Economic Activity: A Study of Eight OECD Countries (Stephen P.A. Brown,
David B. Oppedahl and Mine K. Yiicel)

The Effect of the Minimum Wage on Hours of Work (Madeline Zavodny)

Aggregate Price Adjustment: The Fischerian Alternative (Evan F. Koenig)

Nonlinear Dynamics and Covered Interest Rate Parity (Nathan 5. Balke and Mark E. Wohar)

More on Optimal Denominations for Coins and Currency (Mark A. Wynne)

Specialization and the Effects of Transactions Costs on Equilibrium Exchange (James Dolmas

and Joseph H. Haslag)

The Political Economy of Endogenous Taxation and Redistribution (Jim Dolmas and Gregory W.
Huffman)

Inequality, Inflation, and Central Bank Independence (Jim Dolmas, Gregory W. Huffman, and

Mark A. Wynne)

On The Political Economy of Immigration (Jim Dolmas and Gregory W. Huffman)

Business Cycles Under Monetary Union: EU and US Business Cycles Compared ( Mark A. Wynne and
Jahyeong Koo)

Allocative Inefficiency and School Competition (Shawna Grosskopf, Kathy Hayes, Lori L. Taylor and
William L. Weber)



9709  Goods-Market Competition and Profit Sharing: A Multisector Macro Approach (John V. Duca and David
D. YanHoose)

Name: Organization:

Address: City, State and Zip Code:

Please add me to your mailing list to receive future Research Papers: Yes No




Research Papers Presented at the
1994 Texas Conference on Monetary Economics
April 23-24, 1994
held at the Federal Reserve Bank of Dallas, Dailas, Texas

Available, at no charge, from the Research Department
Federal Reserve Bank of Dallas, P. O. Box 655906
Dallas, Texas 75265-53906

Please check the titles of the Research Papers you would like to receive:

1

A Sticky-Price Manifesto (Laurence Ball and N. Gregory Mankiw)

2 Sequential Markets and the Suboptimality of the Friedman Rule (Stephen D. Williamsor)

3 Sources of Real Exchange Rate Fluctuations: How Important Are Nominal Shocks? (Richard Clarida and
Jordi Gali)

4 On Leading Indicators: Getting It Straight (Mark A. Thoma and Jo Anna Gray)

5 The Effects of Monetary Policy Shocks: Evidence From the Flow of Funds (Lawrence J. Christiano,
Martin Eichenbaum and Charles Evans)

Name: Organization:
City, State and Zip Code:

Address:

Papers:

Please add me te your mailing list 1 receive future Research

Yes No






