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EngstedEngsted y y HaldrupHaldrup (1999)(1999)
procedimientoprocedimiento dede maxima verosimilitudmaxima verosimilitud de de 
Johansen (1992, 1995Johansen (1992, 1995) para variables I(2).) para variables I(2).

( )'
t t tX C , Y=

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)



I(2) model: p different relationsI(2) model: p different relations

r:r:

s:s:

pp--rr--s:s:

t 2 t' X ' X I(0)β − δβ ∆ :

1 t' X I(1)β :

2 t' X I(2)β :



Real Consumption and GDPReal Consumption and GDP

1913 1920 1927 1934 1941 1948 1955 1962 1969 1976 1983 1990 1997 2004
23.5

24.0

24.5

25.0

25.5

26.0

26.5



Average propensity to consumeAverage propensity to consume

1913 1920 1927 1934 1941 1948 1955 1962 1969 1976 1983 1990 1997 2004
-0.55

-0.50

-0.45

-0.40

-0.35

-0.30

-0.25



The producer also faces the demand of the non-tradable good:

( )
t,N

t,N

t,Nd
t,N C

P

jp
y

θ−












=

where ( )
1 111 1

T NC C 1 C

θ
θ−θ− θ−

θ θθ θ
 

= γ + − γ 
  

Maximize

11
s t 2s

j s Ns
s t s

M
U C y

1 1 P 2

−εσ −∞
− σ

=

  σ χ κ = β + − σ − − ε   
∑

Consumo en economía abiertaConsumo en economía abierta

Subjected to the budget constraint
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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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