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Abstract

The higher the relative quality of the products of domestic firms, the greater their equi-
librium outputs and prices, and the more are those prices affected by exchange rate
fluctuations. If domestic firms produce relatively low quality varieties, their equilibrium
output may be zero. This offers a rationale for “infant industry” protection while quality
is improved.
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1 Introduction

Drawing heavily on Cusumano (1985), one can list the following stylized facts from the
history of the world automobile industry:

1. from the end of World War Il through the early 1960s, Japanese cars were perceived
by consumers as being of low quality;

2. during this period, Japanese cars were not especially successful on world markets;

3. however, they were protected against foreign competition in their home market by
government measures that were rationalized, at least in part, on “infant industry”
grounds, and during this period made substantial efforts to raise quality;

4. by the 1980s and 1990s, Japanese cars were perceived by consumers as being of
high quality, and became immensely successful on world markets.

In the imperfectly competitive world automobile industry, it appears, consumers’
perception of quality changes slowly and is a critical determinant of market performance.
Yet while there have been important advances in our ability to model vertical product
differentiation (Cremer and Thisse, 1991; Shaked and Sutton, 1982, 1983, 1987) and
in the application of models of imperfect competition to the traditional questions of
international economics (Greenaway, 1987; Gatsios, 1989; Krugman, 1989), it remains
to explore the impact of vertical product differentiation on intra-industry trade. In this
paper, | present a model of vertical product differentiation that generalizes a standard
model of homogeneous-product oligopoly. This allows the analysis of intra-industry
trade flows and the pass-through of exchange rate fluctuations to domestic prices in
a way that is comparable to results in the literature (Brander, 1981; Markusen, 1981;
Phlips and Martin, 1993). The model also yields a protect-quality rationale for infant
industry protection.

2 Duopoly with Vertical Product Differentiation

2.1 Demand

Leaving aside questions of international trade for the moment, in this section | lay out
the simplest possible version of a model of oligopoly with vertical product differentiation:
quantity-setting duopoly. There are two firms, 1 and 2. Each firm produces a single
variety, and associated with each variety is a quality index f. The impact of quality on
market demand is straightforward: the greater a product’s quality, the more consumers
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will pay for it, and the less consumers will pay for other products, holding outputs
constant. Linear inverse demand curves with these characteristics are*

Pi = Ci* ~ O - )

Vi=6a-V & -~ @

An increase in £1 increases the price-axis intercept of variety |’s demand curve,
and makes it steeper (less elastic). An increase in £1 also shifts variety 2’s demand curve
toward the origin. Equations (1) and (2) can be derived from a quadratic representative
utility function:

u—m +a(fiCi + Q) - ~ "Ci% + £Lidi<)i + £29) ®3)

where m represents “all other goods”. This is a common and sometimes a convenient
procedure. Its weaknesses should be noted (Kirman, 1992). If this formulation is ac-
cepted, then fi is seen as an index of the marginal utility of variety i relative to the
marginal utility of all other goods (which is normalized at one).

2.2 Equilibrium

The experience of the world automobile industry suggests that firms are able to change
perceived product quality much less rapidly than price or output.2 For this reason,
| assume that firms treat product qualities as given when they maximize profit, and
examine comparative static changes in market equilibrium as product qualities change
parametrically. If each firm produces with constant marginal cost ¢ per unit, quantity
reaction curves are

@

Q+292=a- ®

dividing equation (1) by  and equation (2) by f2>one obtains inverse demand curves written in
terms of price per unit quality. As is usual in models of this kind, the assumption that the coefficient
of own output in the equation of the inverse demand curve is made without loss of generality.

2The “Coca Cola Classic” episode suggests that firms may have difficulty changing perceived product
quality, or at least that consumers may react in unpredictable ways to attempts to change product
quality. Hotelling (1929) assumed that firms could costlessly change location, the spatial analoque of
product type. This assumption is abandoned by Prescott and Visscher (1977) and the literature that
builds on their work.



The implied Cournot equilibrium outputs and prices are3

Pi = ¢+ £i<i ©)]
P2=c+ {22 ©)
(Equations (8) and (9) are implied directly by the reaction functions.)

It is apparent from (6) and (8) that the equilibrium values of g\ and p\ rise as fi
rises and fall as & rises. Since firm |’s equilibrium profit is = fi(<7i)2, 7] is affected
in the same way by changes in qualities. (7) and (9) yield corresponding comparative
static relations for variety 2.

All of these results hold provided equilibrium outputs are nonnegative. The case
in which this condition is violated is explored below.

3 Intra-industry Trade with Vertical Product Dif-
ferentiation

3.1 Demand

1 wish to examine intra-industry trade between two countries, A and B. The model is
static. There are A firms in country A and B firms in country B. Inverse demand curves
generalize those of the duopoly case outlined above. The price of each variety depends
on the outputs and qualities of all varieties. In the most general case, each variety would
have a distinct quality parameter. For simplicity and tractabilitv, but also because it does
not seem too far removed from the stylized facts of the automobile industry, | assume
that in each country there is a common quality parameter for all varieties produced in
the same country. Country A inverse demand curves are

Paa = faa® —£faa{qai + <M+ e+ (na) —"*ZaaZba(xb\+ EE+ xbb) (10)

horizontal product differentiation can be introduced by adding a product differentiation parameter
0, which for substitute varieties would lie between 0 and 1, to the inverse demand curves. The inverse
demand curve for variety 1 would then be
Pi = fia - fi9i - "\/Ei&x<n

This is equivalent to generalizing the Spence (1976) model of product differentiation to include quality
differences. The resulting inverse demand curves can be inverted to obtain demand curves and investigate
price-setting oligopoly with vertical product differentiation.
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Pba = fbao-—\jlaalba{ga\ + Q2+ W+ Qaa) —E£ba(xbi + + Xbb) (1)

faa is the quality index of country A varieties in country A and £ba is the quality
index of country B varieties in country A. gAi is the sales of country A firm i in country
A; Zflj is the export sales of country B firm j in country A.

In like manner, country B inverse demand curves are
Pab — fabQ—"ab{"a\ + 1/12 + ® + xaa) —\J"ab”bb (Qi + ==+ (pa) (12)

Pab = fbbo. —\J(;ab£bb (xai + %A2 + ® + Xaa) —£bb(gbi + *=+ Qa)  (13)

In this formulation, there is no necessary connection between the quality valuation
of a variety in different countries.4

3.2 Equilibrium

Firm A’ profit is
kai = Paa — G)gAi + (epAB — ©)i/u, (14)
where the exchange rate e converts country B currency into country A currency. By

continuing to assume that firms operate with constant returns to scale, we separate sales
decisions in the two countries. Firm A I’s quantity reaction function for country A is

27/ + Y12+ .+ ifi + U5 — (ABI + seexpb) — (15)
VA4itfi

There are similar reaction functions for every other firm for country A. Symmetry
implies that in equilibrium every country A firm will sell the same amount in country
A (9) and every country B firm will sell the same amount in country A (xb). We can
impose symmetry on the quantity reaction functions to obtain two condensed reaction
functions that can be solved for country A equilibrium outputs:

c

16
= <~~Ua ( )

ec
17
Canp (A7)

Thus in equilibrium, firm sales in country A are

QA - aT bTT - (18;
4Two polar cases may be distinguished. If £AA = £ab = and £ba = €bb = €b ,then varieties have

the same quality image in both countries. (For example, consumers in both countries believe Japanese
cars are of high quality.) On the other hand, if £AA = €bb > €ab = €ba,consumers in each country
believe domestic varieties are of higher quality than imported varieties.



= 19
XA A+B+I (19)

It is apparent that in equilibrium an increase in £aa increases gA and reduces Xb-
An increases in £ba has opposite effects. Combining the equations of the inverse demand
curves and the reaction functions, we find that in equilibrium

Paa = c+ faaCx (20)
Pba = ec + £bax (21)

This allows us to evaluate the impact of an increase in e — a devaluation of the
country A currency — on country A prices:

dpAA B
de A+B+1 (22)
dpBA B
de A+B+IC>0 @3

(23) implies that the passthrough of exchange rate fluctuations to the country A
price of country B varieties is invariant to product quality. But (22) shows that the
price of domestic varieties is more sensitive to exchange rate fluctuations, the greater
the quality of domestic varieties relative to the quality of foreign varieties. This reflects
the fact that paa is greater, the greater is faaK bam

4 Product Quality and Infant Industry Protection

Return to equation (18), which gives equilibrium domestic firm output in country A. gA
is nonnegative if and only if

SENCS (““£) @

The left-hand side of (24) rises as £4/1 rises, and the right-hand side of (24) rises
as £ba rises. The right-hand side of (24) also rises as B rises. It follows that if EAa
is sufficiently small, and £ba sufficiently large, inequality (24) will be violated and the
Cournot equilibrium output of country A firms in the country A market will be zero.
If domestic firms produce low-quality varieties in competition with many foreign firms
that produce high quality varieties, they may be driven from their home market. For
the many markets in which a relatively long time period is required to improve product
quality, government protection of the home market may be called for if domestic firms
are to make the transition from low-quality to high-quality production.
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5 Conclusion

Vertical product differentiation is a critical determinant of market performance in oligopoly
and of intra-industry trade flows in imperfectly competitive markets. The model exam-
ined here suggests that the higher the relative quality of the products of domestic firms,
the greater their equilibrium outputs and prices, and the more are those prices affected
by exchange rate fluctuations. If domestic firms produce relatively low quality vari-
eties, their equilibrium output may be zero. This offers a rationale for “infant industry”
protection while quality is improved.



References

Brander, James A. “Intra-industry trade in identical commodities”, Journal of Interna-
tional Economics Volume 11, 1981, pp. 1-14.

Cremer, Helmuth and Thisse, Jacques-Frangois “Location models of horizontal differen-
tiation: a special case of vertical differentiation models”, Journal of Industrial Economics
Volume 39, Number 4, June 1991, pp. 383-90.

Cusumano, Michael A. The Japanese Automobile Industry. Cambridge: Council on East
Asian Studies, 1985.

Gatsios, K. “Imperfect competition and international trade”, in Frank Hahn, editor, The
Economics of Missing Markets, Information, and Games. Oxford: Clarendon Press,
1989, pp. 188-207.

Greenaway, David “The new theories of intra-industry trade”, Bulletin of Economic
Research Volume 39, Number 2, 1987, pp. 95-120.

Hotelling, Harold H. “Stability in Competition”, Economic Journal Volume 39, 1929,
pp. 41-57, reprinted in Stigler, George J. and Boulding, Kenneth E., editors, A. E. A.
Readings in Price Theory. Chicago: Richard D. Irwin, 1952.

Kirman, Alan P. “Whom or what does the representative individual represent?”, Journal
of Economic Perspectives Volume 6, Number 2, Spring 1992, pp. 117-136.

Krugman, Paul R. “Industrial Organization and International Trade”, in Schmalensee,
Richard C. and Willig, Robert D., editors, Handbook of Industrial Organization. Ams-
terdam: North- Holland, 1989, Volume II, pp. 1179-1223.

Markusen, James R. “TVade and the gains from trade with imperfect competition”,
Journal of International Economics Volume 11, 1981, pp. 531-551.

Phlips, Louis and Martin, Stephen “Product differentiation and the passthrough of ex-
change rates to domestic prices”, in Studies in Industrial Organization, A. van Witteloos-
tuijn, editor, forthcoming, 1993.

Prescott, Edward C. and Visscher, Michael “Sequential location among firms with fore-
sight”, Bell Journal of Economics Volume 8, Number 2, Autumn 1977, pp. 378-393.

Shaked, Avner and Sutton, John “Relaxing price competition through product differen-
tiation”, Review of Economic Studies Volume 49, Number 1, No. 155, January 1982, pp.
3-13.

— “Natural oligopolies”, Econometrica Volume 51, Number 5, September 1983, pp.
1469-1483.

- “Product differentiation and industrial structure”, Journal of Industrial Economics
Volume 36, Number 2, December 1987, pp. 131-146.

7



Spence, A. Michael “Product Differentiation and Welfare”, American Economic Review
Volume 66, Number 2, May 1976, pp. 407-414.



EUI
WORKING
PAPERS

EUI Working Papers are published and distributed by the
European University Institute, Florence

Copies can be obtained free of charge
- depending on the availability of stocks - from:

The Publications Officer
European University Institute
Badia Fiesolana
1-50016 San Domenico di Fiesole (FI)
Italy

Please use order form overleaf



Publications of the European University Institute

To The Publications Officer
European University Institute
Badia Fiesolana
1-50016 San Domenico di Fiesole (FI) - Italy
Telefax No: +39/55/573728

From Name..
Address.

O Please send me a complete list of EUI Working Papers

O Please send me acomplete list of EUI book publications
O Please send me the EUI brochure Academic Year 1994/95
O Please send me the EUI Research Review

Please send me the following EUI Working Paper(s):

NO, AULNOT e
THHIE: e ———————————
NO, AULNOT e
THIE.
NO, AULNOE et s
THIE:
NO, AULNOT st
THHE: e —————————

Date .,

Signature



Working Papers of the Department of Economics
Published since 1990

ECO No. 90/1

Tamer BASAR and Mark SALMON
Credibility and the Value of Information
Transmission in a Model of Monetary
Policy and Inflation

ECO No. 90/2

Horst UNGERER

The EMS - The First Ten Years
Policies - Developments - Evolution

ECO No. 90/3

Peter J. HAMMOND

Interpersonal Comparisons of Utility:
Why and how they are and should be
made

ECO No. 90/4

Peter J. HAMMOND

A Revelation Principle for (Boundcdly)
Bayesian Rationalizable Strategies

ECO No. 90/5

Peter J. HAMMOND

Independence of Irrelevant Interpersonal
Comparisons

ECO No. 90/6

Hal R. VARLAN

A Solution to the Problem of
Externalities and Public Goods when
Agents are Well-Informed

ECO No. 90/7
Hal R. VARIAN
Sequential Provision of Public Goods

ECO No. 90/8

T. BRIANZA, L. PHLIPS and J.F.
RICHARD

Futures Markets, Speculation and
Monopoly Pricing

ECO No. 90/9

Anthony B. ATKINSON/ John
MICKLEWRIGHT

Unemployment Compensation and
Labour Market Transition: A Critical
Review

ECO No. 90/10
Peter J. HAMMOND
The Role of Information in Economics

ECO No. 90/11

Nicos M. CHRISTODOULAKIS
Debt Dynamics in a Small Open
Economy

ECO No. 90/12

Stephen C. SMITH

On the Economic Rationale for
Codetermination Law

ECO No. 90/13
Elettra AGLIARDI
Learning by Doing and Market Structures

ECO No. 90/14
Peter J. HAMMOND
Intertemporal Objectives

ECO No. 90/15

Andrew EVANS/Stephen MARTIN
Socially Acceptable Distortion of
Competition: EC Policy on State Aid

ECO No. 90/16
Stephen MARTIN
Fringe Size and Cartel Stability

ECO No. 90/17

John MICKLEWRIGHT

Why Do Less Than a Quarter of the
Unemployed in Britain Receive
Unemployment Insurance?

ECO No. 90/18

Mrudula A. PATEL

Optimal Life Cycle Saving With
Borrowing Constraints:

A Graphical Solution

ECO No. 90/19

Peter . HAMMOND

Money Metric Measures of Individual
and Social Welfare Allowing for
Environmental Externalities

ECO No. 90/20

Louis PHLIPS/

Ronald M. HARSTAD
Oligopolistic Manipulation of Spot
Markets and the Timing of Futures
Market Speculation

Working Paper out of print



ECO No. 90/21

Christian DUSTMANN

Earnings Adjustment of Temporary
Migrants

ECO No. 90/22

John MICKLEWRIGHT

The Reform of Unemployment
Compensation:

Choices for East and West

ECO No. 90/23

Joerg MAYER

U. S. Dollar and Deutschmark as
Reserve Assets

ECO No. 90/24

Sheila MARNIE

Labour Market Reform in the USSR:
Fact or Fiction?

ECO No. 90/25

Peter JENSEN/

Niels WESTERGARD-NIELSEN
Temporary Layoffs and the Duration of
Unemployment: An Empirical Analysis

ECO No. 90/26

Stephan L. KALB

Market-Led Approaches to European
Monetary Union in the Light of a Legal
Restrictions Theory of Money

ECO No. 90/27

Robert J. WALD MANN

Implausible Results or Implausible Data?
Anomalies in the Construction of VValue
Added Data and Implications for Esti-
mates of Price-Cost Markups

ECO No. 90/28
Stephen MARTIN
Periodic Model Changes in Oligopoly

ECO No. 90/29

Nicos CHRISTODOULAKIS/
Martin WEALE

Imperfect Competition in an Open
Economy

ECO No. 91/30

Steve ALPERN/Dennis J. SNOWER
Unemployment Through ‘Learning From
Experience’

ECO No. 91/31

David M. PRESCOTT/Thanasis
STENGOS

Testing for Forecastible Nonlinear
Dependence in Weekly Gold Rates of
Return

ECO No. 91/32

Peter J. HAMMOND

Harsanyi’s Utilitarian Theorem:

A Simpler Proof and Some Ethical
Connotations

ECO No. 91/33

Anthony B. ATKINSON/

John MICKLEWRIGHT

Economic Transformation in Eastern
Europe and the Distribution of Income*

ECO No. 91/34

Svend ALBAEK

On Nash and Stackelberg Equilibria
when Costs are Private Information

ECO No. 91/35

Stephen MARTIN

Private and Social Incentives
to Form R & D Joint Ventures

ECO No. 91/36
Louis PHLIPS
Manipulation of Crude Oil Futures

ECO No. 91/37

Xavier CALSAMIGLIA/Alan KIRMAN
A Unique Informationally Efficient and
Decentralized Mechanism With Fan-
Outcomes

ECO No. 91/38

George S. ALOGOSKOUFIS/
Thanasis STENGOS

Testing for Nonlinear Dynamics in
Historical Unemployment Series

ECO No. 91/39

Peter J. HAMMOND

The Moral Status of Profits and Other
Rewards:

A Perspective From Modem Welfare
Economics

Working Paper out of print



ECO No. 91/40

Vincent BROUSSEAU/Alan KIRMAN
The Dynamics of Learning in Mis-
Specified Models

ECO No. 91/41

Robert James WALDMANN

Assessing the Relative Sizes of Industry-
and Nation Specific Shocks to Output

ECO No. 91/42

Thorsten HENS/Alan KIRMANY/Louis
PHLIPS

Exchange Rates and Oligopoly

ECO No. 91/43

Peter J. HAMMOND
Consequentialist Decision Theory and
Utilitarian Ethics

ECO No. 91/44

Stephen MARTIN

Endogenous Firm Efficiency in a Cournot
Principal-Agent Model

ECO No. 91/45

Svend ALBAEK

Upstream or Downstream Information
Sharing?

ECO No. 91/46

Thomas H. McCURDY/

Thanasis STENGOS

A Comparison of Risk-Premium
Forecasts Implied by Parametric VVersus
Nonparametric Conditional Mean
Estimators

ECO No. 91/47

Christian DUSTMANN

Temporary Migration and the Investment
into Human Capital

ECO No. 91/48

Jean-Daniel GUIGOU

Should Bankruptcy Proceedings be
Initiated by a Mixed
Creditor/Shareholder?

ECO No. 91/49
Nick VRIEND
Market-Making and Decentralized Trade

ECO No. 91/50

Jeffrey L. COLES/Peter . HAMMOND
Walrasian Equilibrium without Survival:
Existence, Efficiency, and Remedial
Policy

ECO No. 91/51

Frank CRITCHLEY/Paul MARRIOTT/
Mark SALMON

Preferred Point Geometry and Statistical
Manifolds

ECO No. 91/52

Costanza TORRICELLI

The Influence of Futures on Spot Price
Volatility in a Model for a Storable
Commodity

ECO No. 91/53

Frank CRITCHLEY/Paul MARRIOTT/
Mark SALMON

Preferred Point Geometry and the Local
Differential Geometry of the Kullback-

Leibler Divergence

ECO No. 91/54

Peter MOLLGAARD/
Louis PHLIPS

Oil Futures and Strategic
Stocks at Sea

ECO No. 91/55

Christian DUSTMANN/

John MICKLEWRIGHT

Benefits, Incentives and Uncertainty

ECO No. 91/56

John MICKLEWRIGHT/

Gianna GIANNELLI

Why do Women Married to Unemployed
Men have Low Participation Rates?

ECO No. 91/57

John MICKLEWRIGHT

Income Support for the Unemployed in
Hungary

ECO No. 91/58
Fabio CANOVA
Detrending and Business Cycle Facts

ECO No. 91/59

Fabio CANOVA/

Jane MARRINAN

Reconciling the Term Structure of
Interest Rates with the Consumption
Based ICAP Model

ECO No. 91/60

John FINGLETON

Inventory Holdings by a Monopolist
Middleman

Working Paper out of print



* * %

ECO No. 92/61

Sara CONNOLLY/John
MICKLEWRIGHT/Stephen NICKELL
The Occupational Success of Young Men
Who Left School at Sixteen

ECO No. 92/62

Pier Luigi SACCO

Noise Traders Permanence in Stock
Markets: A Tatonnement Approach.

I: Informational Dynamics for the Two-
Dimensional Case

ECO No. 92/63
Robert . WALDMANN
Asymmetric Oligopolies

ECO No. 92/64

Robert J. WALDMANN /Stephen

C. SMITH

A Partial Solution to the Financial Risk
and Perverse Response Problems of
Labour-Managed Firms: Industry-
Average Performance Bonds

ECO No. 92/65 .
Agustin MARAVALL/VIctor GOMEZ
Signal Extraction in ARIMA Time Series
Program SEATS

ECO No. 92/66

Luigi BRIGHI

A Note on the Demand Theory of the
Weak Axioms

ECO No. 92/67

Nikolaos GEORGANTZIS

The Effect of Mergers on Potential
Competition under Economies or
Diseconomies of Joint Production

ECO No. 92/68

Robert J. WALDMANN/

J. Bradford DE LONG

Interpreting Procyclical Productivity:
Evidence from a Cross-Nation Cross-
Industry Panel

ECO No. 92/69

Christian DUSTMANN/John
MICKLEWRIGHT

Means-Tested Unemployment Benefit
and Family Labour Supply: A Dynamic
Analysis

ECO No. 92/70

Fabio CANOVA/Bruce E. HANSEN
Are Seasonal Patterns Constant Over
Time? A Test for Seasonal Stability

ECO No. 92/71

Alessandra PELLONI

Long-Run Consequences of Finite
Exchange Rate Bubbles

ECO No. 92/72

Jane MARRINAN

The Effects of Government Spending on
Saving and Investment in an Open
Economy

ECO No. 92/73
Fabio CANOVA and Jane MARRINAN
Profits, Risk and Uncertainty in Foreign
Exchange Markets

ECO No. 92/74

Louis PHLIPS

Basing Point Pricing, Competition and
Market Integration

ECO No. 92/75

Stephen MARTIN

Economic Efficiency and Concentration:
Are Mergers a Fitting Response?

ECO No. 92/76

Luisa ZANCHI

The Inter-Industry Wage Structure:
Empirical Evidence for Germany and a
Comparison With the U.S. and Sweden

ECO NO. 92/77

Agustfn MARAVALL

Stochastic Linear Trends: Models and
Estimators

ECO No. 92/78

Fabio CANOVA

Three Tests for the Existence of Cycles
in Time Series

ECO No. 92/79

Peter J. HAMMOND/Jaime SEMPERE
Limits to the Potential Gains from Market
Integration and Other Supply-Side
Policies

Working Paper out of print



ECO No. 92/80

Victor G6 MEZ and Agustin
MARAVALL

Estimation, Prediction and Interpolation
for Nonstationary Series with the
Kalman Filter

ECO No. 92/81

Victor GFIMEZ and Agustin
MARAVALL

Time Series Regression with ARIMA
Noise and Missing Observations
Program TRAM

ECO No. 92/82

J. Bradford DE LONG/ Marco BECHT
“Excess Volatility” and the German
Stock Market, 1876-1990

ECO No. 92/83

Alan KIRMAN/Louis PHLIPS

Exchange Rate Pass-Through and Market
Structure

ECO No. 92/84
Christian DUSTMANN
Migration, Savings and Uncertainty

ECO No. 92/85

J. Bradford DE LONG

Productivity Growth and Machinery
Investment: A Long-Run Look, 1870-
1980

ECO NO. 92/86

Robert B. BARSKY and J. Bradford
DE LONG

Why Does the Stock Market Fluctuate?

ECO No. 92/87

Anthony B. ATKINSON/John
MICKLEWRIGHT

The Distribution of Income in Eastern
Europe

ECO No0.92/88

Agustin MARAVALL/Alexandre
MATHIS

Encompassing Unvariate Models in
Multivariate Time Series: A Case Study

ECO No. 92/89
Peter . HAMMOND
Aspects of Rationalizable Behaviour

ECO 92/90
Alan P. KIRMAN/Robert
J. WALDMANN

I Quit

ECO No. 92/91

Tilman EHRBECK

Rejecting Rational Expectations in Panel
Data: Some New Evidence

ECO No. 92/92

Djordje Suvakovic OLGIN
Simulating Codetermination in a
Cooperative Economy

ECO No. 92/93
Djordje Suvakovic OLGIN
On Rational Wage Maximisers

ECO No. 92/94

Christian DUSTMANN

Do We Stay or Not? Return Intentions of
Temporary Migrants

ECO No. 92/95

Djordje Suvakovic OLGIN

A Case for a Well-Defined Negative
Marxian Exploitation

ECO No. 92/96

Sarah J. JARVIS/John
MICKLEWRIGHT

The Targeting of Family Allowance in
Hungary

ECO No. 92/97

Agustin MARAVALL/Daniel PENA
Missing Observations and Additive
Outliers in Time Series Models

ECO No. 92/98

Marco BECHT

Theory and Estimation of Individual and
Social Welfare Measures: A Critical
Survey

ECO No. 92/99

Louis PHLIPS and Ireneo Miguel
MORAS

The AKZO Decision: A Case of
Predatory Pricing?

ECO No. 92/100

Stephen MARTIN

Oligopoly Limit Pricing With Firm-
Specific Cost Uncertainty

Working Paper out of print



ECO No. 92/101

Fabio CANOVA/Eric GHYSELS
Changes in Seasonal Patterns: Are They
Cyclical?

ECO No. 92/102

Fabio CANOVA

Price Smoothing Policies: A Welfare
Analysis

ECO No. 93/1
Carlo GRILLENZONI

Forecasting Unstable and Non-Stationary

Time Series

ECO No. 93/2

Carlo GRILLENZONI

Multilinear Models for Nonlinear Time
Series

ECO No. 93/3

Ronald M. HARSTAD/Louis PHLIPS
Futures Market Contracting When You
Don’t Know Who the Optimists Are

ECO No. 93/4
Alan KIRMAN/Louis PHLIPS
Empirical Studies of Product Markets

ECO No. 93/5

Grayham E. MIZON

Empirical Analysis of Time Series:
Ilustrations with Simulated Data

ECO No. 93/6

Tilman EHRBECK

Optimally Combining Individual
Forecasts From Panel Data

ECO NO. 93/7

Victor GtiMEZ/Agustm MARAVALL
Initializing the Kalman Filter with
Incompletely Specified Initial Conditions

ECO No. 93/8

Frederic PALOMINO

Informed Speculation: Small Markets
Against Large Markets

ECO NO. 93/9
Stephen MARTIN
Beyond Prices Versus Quantities

ECO No. 93/10 R
José Marla LABEAGA/Angel LOPEZ
A Flexible Demand System and VAT
Simulations from Spanish Microdata

ECO No. 93/11
Maozu LU/Grayham E. MIZON
The Encompassing Principle and
Specification Tests

ECO No. 93/12

Louis PHLIPS/Peter MOLLGAARD

Oil Stocks as a Squeeze Preventing
Mechanism: Is Self-Regulation Possible?

ECO No. 93/13

Pieter HASEKAMP

Disinflation Policy and Credibility: The
Role of Conventions

ECO No. 93/14

Louis PHLIPS

Price Leadership and Conscious
Parallelism: A Survey

ECO No. 93/15

Agustih MARAVALL

Short-Term Analysis of Macroeconomic
Time Series

ECO No. 93/16

Philip Hans FRANSES/Niels
HALDRUP

The Effects of Additive Outliers on Tests
for Unit Roots and Cointegration

ECO No. 93/17

Fabio CANOVA/Jane MARRINAN
Predicting Excess Returns in Financial
Markets

ECO No. 93/18

Inigo HERGUERA

Exchange Rate Fluctuations, Market
Structure and the Pass-through
Relationship

ECO No. 93/19

Agustin MARAVALL

Use and Misuse of Unobserved
Components in Economic Forecasting

Working Paper out of print



ECO No. 93/20

Torben HOLVAD/Jens Leth
HOUGAARD

Measuring Technical Input Efficiency for
Similar Production Units:

A Survey of the Non-Parametric
Approach

ECO No. 93/21

Stephen MARTIN/Louis PHLIPS
Product Differentiation, Market Structure
and Exchange Rate Passthrough

ECO No 93/22
F. CANOVA/M. FINN/A. R. PAGAN
Evaluating a Real Business Cycle Model

ECO No 93/23
Fabio CANOVA
Statistical Inference in Calibrated Models

ECO No 93/24

GUles TEYSSIERE

Matching Processes in the Labour Market
in Marseilles. An Econometric Study

ECO No 93/25

Fabio CANOVA

Sources and Propagation of International
Business Cycles: Common Shocks or
Transmission?

ECO No. 93/26

Mateo BECHT/Carlos RAMIREZ
Financial Capitalism in Pre-World War |
Germany: The Role of the Universal
Banks in the Financing of German
Mining Companies 1906-1912

ECO No. 93/27

IsabeUe MARET

Two Parametric Models of Demand,
Structure of Market Demand from
Heterogeneity

ECO No. 93/28

Stephen MARTIN

Vertical Product Differentiation, Intra-
industry Trade, and Infant Industry
Protection

Working Paper out of print



‘Aloysoday yoleasay ansu| Alslaaiun ueadoing ‘snwpe) uo $s900y uadQ a|qejieAy "0z0z Ul Aleiqi |N3 8yl Aq paonpoud uoisian pasiibig
‘ainiisu| Alisianiun ueadoun3 “(s)Joyiny 8yl @



‘Aloyisoday yoleasay ainyisu| Ajisianiun ueadoing ‘snwpe) uo ss800y uad(Q a|gejieAy ‘0Z0gz Ul Ateiqi |N3 @yl Aq paonpoud uoisiaa pasibig
a)nyisu| Ayisianiun ueadoln3 “(s)Joyiny ayl o



‘Aloyisoday yoleasay ainyisu| Ajisianiun ueadoing ‘snwpe) uo ss800y uad(Q a|gejieAy ‘0Z0gz Ul Ateiqi |N3 @yl Aq paonpoud uoisiaa pasibig
a)nyisu| Ayisianiun ueadoln3 “(s)Joyiny ayl o



‘Aoyisoday yoleasay ajnysu| Ajsiaaiun ueadoing ‘snwipe) uo ssa22y uadQ d|qe|ieAy "0z0z Ul Aeiqi] |N3 ayy Aq paonpold uoisian pasibig
‘anyisu| Alisianiun ueadolng ((s)Joyiny ayl ©



‘Aoyisoday yoleasay ajnysu| Ajsiaaiun ueadoing ‘snwipe) uo ssa22y uadQ d|qe|ieAy "0z0z Ul Aeiqi] |N3 ayy Aq paonpold uoisian pasibig
‘anyisu| Alisianiun ueadolng ((s)Joyiny ayl ©





