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Subjected to the budget constraint

[ ] θ−θ−θ− γ−+γ= 1
1

1
N

1
T P)1(PPwhere

Tt t 1 t Tt t t t 1 Nt Nt Tt Tt t t t tP f M P (1 r )f M p (j)y (j) P y Pc PT+ −+ = + + + + − −



Condiciones de primer ordenCondiciones de primer orden

Optimal Consumption Path

Substitution of T and NT Consumption

Monetary Market Equilibrium

Equilibrium Supply of NT goods

[ ]
t

TtTt 1
t

Tt t 1

Tt 1

P
PC

(1 r )
C P

P

σ−θ

σ+

+

+

  
  

  = β +   
  
   

( )Nt Nt

Tt Tt

1C P
C P

−θ− γ  
=  γ  

1

1t t
t

t t

M 1 i
C

P i

ε

σ
 +

= χ 
 

( )
1 1 1

A Nt
Nt t Nt

t

P1
y C C

P

θ+
−

θ σ θ
  θ −=   θκ   



Consumo en estado estacionarioConsumo en estado estacionario

( ) ( )
X M

N T T N T T

1 2
P P r f a a P P

1 1

∧ ∧∧ ∧ ∧ ∧ ∧ + σ σ
− = + − + − θ + σ + γ σ − θ σ + 

N Tc y P P
∧ ∧ ∧ ∧ = σ + σγ −   0

dx
x

x

∧

=

x M
T N T T

(1 ) 2
c y r f a a P P

(1 ) ( ) 1

∧ ∧∧ ∧ ∧ ∧ ∧ γ + σ σ
= σ + σ + − + − θ + σ + γ σ − θ σ + 

x

t t Tt Tt

t 2 t 3 4 6 tM

t Nt Tt

r f a P
lnc ln y ln ln u

y a P
= η + β + β + β + β +

Ecuación a estimar:



Cointegración en modelo VAR I(2)Cointegración en modelo VAR I(2)

k 2
2 2

t t 1 t 1 i t i t t
i 1

X X X X D
−

− − −
=

∆ = Π − Γ∆ + Φ ∆ + Θ + ε∑

'Π = αβ

' '⊥ ⊥α Γβ = ξη

with α, β being  p x r ,  r <  p

with ξ, η being  (p-r) x s , s < (p-r)

'X
T T

t t t M
N T

A PRF
X C , Y , , ,

Y A P
 

=  
 

k 1

i
i 1

I
−

=

Γ = − Γ∑
k 1

i i
j i 1

i 1,...,k 2,
−

= +

= −Φ = − Γ∑



LCC

1 9 1 5 1924 1 9 3 3 1 9 4 2 1951 1 9 6 0 1969 1 9 7 8 1 9 8 7 1996 2 0 0 5
0

5 0 0

1 0 0 0

1 5 0 0

2 0 0 0

2 5 0 0
Levels

1915 1 9 2 4 1 9 3 3 1942 1951 1 9 6 0 1 9 6 9 1978 1987 1 9 9 6 2 0 0 5
23.5

24.0

24.5

25.0

25.5

26.0

26.5
Differences

1915 1 9 2 4 1 9 3 3 1942 1 9 5 1 1960 1 9 6 9 1 9 7 8 1987 1 9 9 6 2005
-0.30

-0.24

-0.18

-0.12

-0.06

0.00

0.06

0.12

0.18
2. Differences



LYC

1 9 1 5 1924 1 9 3 3 1 9 4 2 1951 1 9 6 0 1969 1 9 7 8 1 9 8 7 1996 2 0 0 5
0

5 0 0

1 0 0 0

1 5 0 0

2 0 0 0

2 5 0 0
Levels

1915 1 9 2 4 1 9 3 3 1942 1951 1 9 6 0 1 9 6 9 1978 1987 1 9 9 6 2 0 0 5
23.5

24.0

24.5

25.0

25.5

26.0

26.5
Differences

1915 1 9 2 4 1 9 3 3 1942 1 9 5 1 1960 1 9 6 9 1 9 7 8 1987 1 9 9 6 2005
-0.15

-0.10

-0.05

0.00

0.05

0.10

0.15

0.20
2. Differences



RF_YC

1 9 1 5 1 9 2 5 1 9 3 5 1 9 4 5 1 9 5 5 1 9 6 5 1 9 7 5 1 9 8 5 1995 2005
-2.8000000

-2.4000000

-2.0000000

-1.6000000

-1.2000000

-0.8000000

-0.4000000

-0.0000000
Levels

1 9 1 5 1 9 2 5 1 9 3 5 1 9 4 5 1 9 5 5 1 9 6 5 1 9 7 5 1 9 8 5 1995 2005
-0.0900000

-0.0800000

-0.0700000

-0.0600000

-0.0500000

-0.0400000

-0.0300000

-0.0200000

-0.0100000

0.0000000
Differences

1 9 1 5 1 9 2 4 1 9 3 3 1942 1951 1960 1 9 6 9 1 9 7 8 1 9 8 7 1 9 9 6 2 0 0 5
-0.050

-0 .025

0.000

0.025

0.050
2. Differences



LATANC

1 9 1 5 1 9 2 4 1 9 3 3 1 9 4 2 1 9 5 1 1 9 6 0 1 9 6 9 1 9 7 8 1987 1996 2005
- 3 5

- 3 0

- 2 5

- 2 0

- 1 5

- 1 0

-5

0
Levels

1915 1924 1933 1942 1 9 5 1 1 9 6 0 1 9 6 9 1 9 7 8 1 9 8 7 1 9 9 6 2 0 0 5
-0.8

-0.6

-0.4

-0.2

-0.0

0.2

0.4
Differences

1915 1 9 2 4 1 9 3 3 1942 1 9 5 1 1960 1 9 6 9 1 9 7 8 1987 1 9 9 6 2005
-0.15

-0.10

-0.05

0.00

0.05

0.10

0.15
2. Differences



LTTTXTMC

1915 1924 1933 1942 1 9 5 1 1 9 6 0 1 9 6 9 1 9 7 8 1 9 8 7 1 9 9 6 2 0 0 5
-1.6

-0.8

0.0

0.8

1.6

2.4

3.2

4.0

4.8
Levels

1915 1924 1933 1942 1 9 5 1 1 9 6 0 1 9 6 9 1 9 7 8 1 9 8 7 1 9 9 6 2 0 0 5
-0.6

-0.4

-0.2

-0.0

0.2

0.4

0.6
Differences

1 9 1 5 1 9 2 4 1 9 3 3 1942 1951 1960 1969 1978 1 9 8 7 1 9 9 6 2 0 0 5
-0.4

-0.3

-0.2

-0.1

-0.0

0.1

0.2

0.3

0.4

0.5
2. Differences



JJointoint test of the integration indicestest of the integration indices



MulticointegratingMulticointegrating relationrelation

t t Tt

t t t

t Nt

r f a
lnc 0.97ln y 3 0.75ln u

y a
= + + +

 r=1, s=0 
Level terms  
C° 1 
Y° -0.973 
rF/Y° -3.018 
AT/AN° -0.75 
T 0 

First differences  
∆C° 11.468 

∆Y° 11.838 
∆rF/Y° -0.090 
∆AN/AT° 0.299 
LR test χ2(2)=0.08 (0.96) 



Recursive Estimates of Recursive Estimates of rFrF/Y, AT/AN/Y, AT/AN

0

0.5

1

1.5

2

2.5

3

3.5

4

4.5

1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

b3 b4



ConsumoConsumo y y ciclociclo económico económico 

ConsumptionConsumption

Totally differencing yieldsTotally differencing yields

t t Tt

t t t

t Nt

r f a
lnc 0.97ln y 3 0.75ln u

y a
= + + +

T N

T N

r f

y

r f (a a )c y
0.97 3 3 0.75

c y y a a

/
/

∆ ∆∆ ∆
= − + +

 
 
 



ConclusionConclusion
We have developed a theoretic framework to We have developed a theoretic framework to 
estimate the Consumption Function in an estimate the Consumption Function in an 
OpenOpen--economy.economy.
The fundamentals of Consumption in this set The fundamentals of Consumption in this set 
up appear to be: domestic product (GDP), net up appear to be: domestic product (GDP), net 
foreign assets income, tradable productivity, foreign assets income, tradable productivity, 
nonnon--tradable productivity and terms of trade.tradable productivity and terms of trade.
The new fundamentals are empirically tested The new fundamentals are empirically tested 
and support is found to the idea of and support is found to the idea of 
disaggregating the real gross national income disaggregating the real gross national income 
in its domestic (real GDP) and foreign related in its domestic (real GDP) and foreign related 
components.components.



ConclusionsConclusions

The longThe long--run GDPrun GDP--consumption elasticity is consumption elasticity is 
found to be equal to 0.977found to be equal to 0.977

The paper allows to explain the puzzle of The paper allows to explain the puzzle of 
excess volatility of consumption relative to that excess volatility of consumption relative to that 
of output (GDP), present in some countries, of output (GDP), present in some countries, 
particularly in Argentina. particularly in Argentina. 

All in all, the paper makes a contribution for All in all, the paper makes a contribution for 
abandoning the traditional and limiting closedabandoning the traditional and limiting closed--
economy specification of the Consumption economy specification of the Consumption 
Function.Function.
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