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Abstract

We use the standard two-goods version of the Life Cycle/Permanent Income
Model in analyzing the intertemporal aspect of import demand. The empirical
dilemma in identifying and estimating the parameters governing the
intertemporal elasticity of substitution (IES) for import demand is addressed. We
propose a new concept, the Cross-Euler equation, for overcoming the empirical
dilemma. IES parameters are estimated by exploiting the cointegrating restriction
implied by the Cross-Euler equation and from the standard Euler equation using
GMM. Further, by comparing the IES estimates from the Cross-Euler equation to
those from the standard Euler equation, we formally test the hypothesis whether
import demand is affected by nuisance factors, such as liquidity constraint or
habit formation. Using U.S. non-durable goods expenditure data, we found
expenditure on imported goods to be robust against nuisance factors, but
expenditure on domestic goods were not. This empirical finding reveals the
interesting (but puzzling) characteristic of import demand in contrast to demand
for domestic goods.
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Qrwh= Odj rughu xvhg iru DGI whvw dqg SS whvw zdv irxu1 Wkh 43( fulwlfdo ydoxhv ri DGI whvw dqg SS whvw zlwk

d frqvwdqw lv 0518;4 dqg zlwk frqvwdqw dqg wuhqg lv 0614841 Wkh fulwlfdo ydoxhv duh gxh wr PdfNlqqrq +4<<4,1

Wkh 43( fulwlfdo ydoxhv iru M+3/6, whvw dqg M+4/8, whvw duh 318:: dqg 31785/ uhvshfwlyho|1 Wkh fulwlfdo ydoxhv duh

gxh wr Sdun dqg Fkrl +4<;;,1 Lw vkrxog eh qrwhg xqghu wkh M0whvw/ wkh qxoo ri gl�huhqfh vwdwlrqdulw| lv uhmhfwhg

zkhq wkh vwdwlvwlfv duh vpdoohu wkdq wkh fulwlfdo ydoxh1
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Qrwh= Qxpehuv lq sduhqwkhvlv vwdqg iru wkh hvwlpdwhg vwdqgdug huuru1 Qxpehuv lq vtxduh

eudfnhwv vwdqg iru s0ydoxh1 - ghqrwhv wkh uhmhfwlrq ri qxoo ri frlqwhjudwlrq dw 8( ohyho1 --

ghqrwhv wkh uhmhfwlrq ri qxoo ri frlqwhjudwlrq dw 4( ohyho1
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Qrwh= Qxpehuv lq sduhqwkhvlv vwdqg iru wkh hvwlpdwhg vwdqgdug huuru1 Qxpehuv lq vtxduh
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#N. ��@� 4�//3 �4�4.� 4�/6B �B�;;� � � � � Mxvw Lghqwl�hg

��B� 4�//1 �4�4@� 4�;@1 �1�B1� � � � � Mxvw Lghqwl�hg

��1� ?�� ��� �������� � � � � Mxvw Lghqwl�hg

#N@ ��@� .�43E �4�46� .E�EB/ �@.�;4� � � � � Mxvw Lghqwl�hg

��B� .�4.1 �4�4.� ;�44/ �B�.;� � � � � Mxvw Lghqwl�hg

��1� .�413 �4�4E� .@�EE@ �.3�;;� � � � � Mxvw Lghqwl�hg

#NB ��@� 4�63B �4�4E� �@;�;E/ �.1�6B� � � � � Mxvw Lghqwl�hg

��B� 4�6E. �4�43� �@B�6@4 �.@�3;� � � � � Mxvw Lghqwl�hg

��1� 4�616 �4�.B� �@6�EE3 �@;�36� � � � � Mxvw Lghqwl�hg

#N1 ��@� 4�664 �4�43� �@@�.31 �.@�11� 4�@/B Q4�;6R .

��B� 4�663 �4�4.� �@4�3E@ �@�.3� 4�1@1 Q4�;.R .

��1� 4�63. �4�.@� �@3�144 �@B�6/� 4�46. Q4�EER .

#N; ��@� 4�/3/ �4�4B� �B�/.1 �E�1@� @�B3@ Q4�.@R .

��B� .�4.; �4�4.� ;�46B �B�.;� 4�16; Q4�16R .

��1� .�416 �4�4E� .B�@@6 �.3�;B� 4�4.6 Q4�6/R .

#N3 ��@� 4�/4@ �4�4B� �.E�34. �;�36� 4�E4/ Q4�E4R @

��B� 4�/;1 �4�4.� �3�6/3 �@�.3� 3�.1;T Q4�41R @

��1� 4�/;@ �4�41� �E�;;B �E�;B� 1�.6E Q4�.@R @
Qrwh= - ghqrwhv wkh uhmhfwlrq ri qxoo dw 8( ohyho1 -- ghqrwhv wkh uhmhfwlrq ri qxoo dw 4( ohyho1
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8#N. ��@� .�4E6 �4�4/� .6�/1@ �@4�;.� � � � � Mxvw Lghqwl�hg

��B� 4�/;1 �4�4;� �E�E;1 �..�1.� � � � � Mxvw Lghqwl�hg

��1� .�4.B �4�4.� 1�6;B �1�B.� � � � � Mxvw Lghqwl�hg

8#N@ ��@� 4�6@6 �4�.@� �B.�@.B �@B�3;� � � � � Mxvw Lghqwl�hg

��B� 4�6.E �4�..� �BB�@14 �@@�3.� � � � � Mxvw Lghqwl�hg

��1� 4�6E; �4�46� �@1�4E1 �.3�;3� � � � � Mxvw Lghqwl�hg

8#NB ��@� .�../ �4�.4� @/�3E4 �@6�1.� � � � � Mxvw Lghqwl�hg

��B� .�.4. �4�4/� @;�@;. �@B�3;� � � � � Mxvw Lghqwl�hg

��1� .�43B �4�4;� .E�@66 �.B�1.� � � � � Mxvw Lghqwl�hg

8#N1 ��@� .�../ �4�43� @6�31/ �.1�;B� 4�.// Q4�3;R .

��B� .�.@4 �4�4E� B@�4E3 �./�.E� 4�;4B Q4�1ER .

��1� 4�/33 �4�4.� �1�E;@ �@�34� ;�E3.T Q4�4.R .

8#N; ��@� .�.B6 �4�46� B1�;B@ �@B�;4� 4�43@ Q4�64R .

��B� .�.@@ �4�4E� B4�E/; �.6�1@� 4�46; Q4�EER .

��1� 4�/E/ �4�4.� �@�1@3 �B�3B� /�3.;TT Q4�44R .

8#N3 ��@� .�../ �4�43� @6�3.6 �.1�;@� 4�@.4 Q4�/4R @

��B� .�4/B �4�43� @1�6B. �.E�4@� .�336 Q4�1BR @

��1� 4�/E1 �4�4.� �B�;@1 �@�1;� E�6@@T Q4�4@R @
Qrwh= - ghqrwhv wkh uhmhfwlrq ri qxoo dw 8( ohyho1 -- ghqrwhv wkh uhmhfwlrq ri qxoo dw 4( ohyho1
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#N. ��@� 4�/// �4�@/� 1�1;@ �@3�.;� � � � � Mxvw Lghqwl�hg

��B� 4�//4 �4�4.� �4�@B. �4�;/� � � � � Mxvw Lghqwl�hg

��1� 4�//B �4�4@� 4�41; �.�E/� � � � � Mxvw Lghqwl�hg

#N@ ��@� .�446 �4�446� .�EB3 �.�41� � � � � Mxvw Lghqwl�hg

��B� .�446 �4�446� @�1E/ �@�63� � � � � Mxvw Lghqwl�hg

��1� .�441 �4�4.� .�@;1 �.�..� � � � � Mxvw Lghqwl�hg

#NB ��@� .�44/ �4�44/� @�;16 �.�B@� � � � � Mxvw Lghqwl�hg

��B� .�44E �4�4.� @�/14 �.�B1� � � � � Mxvw Lghqwl�hg

��1� 4�/// �4�4B� 1�466 �@�E;� � � � � Mxvw Lghqwl�hg

#N1 ��@� .�44/ �4�44/� @�;BE �.�B@� 4�4.B Q4�/4R .

��B� 4�/16 �4�4B� �@�@1B �.�3.� 4�/.@ Q4�BBR .

��1� 4�/.E �4�41� �B�;11 �.�E/� 4�444 Q4�//R .

#N; ��@� .�446 �4�446� .�644 �.�4B� 4�41B Q4�6BR .

��B� 4�/E/ �4�44/� �4�1@1 �4�;1� B�/4.T Q4�41R .

��1� .�441 �4�4.� .�BBB �.�.B� 4�.B3 Q4�E.R .

#N3 ��@� .�44/ �4�44/� @�.6; �.�4E� 4�B3E Q4�6BR @

��B� 4�/;; �4�4@� �.�E63 �.�43� .�1/@ Q4�1ER @

��1� .�4.@ �4�44E� @�BB1 �.�;;� @�@.6 Q4�B@R @
Qrwh= - ghqrwhv wkh uhmhfwlrq ri qxoo dw 8( ohyho1 -- ghqrwhv wkh uhmhfwlrq ri qxoo dw 4( ohyho1
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8#N. ��@� 4�/// �4�443� 4�;6@ �4�@;� � � � � Mxvw Lghqwl�hg

��B� .�444 �4�446� 4�E13 �4�EE� � � � � Mxvw Lghqwl�hg

��1� 4�//; �4�.;� 4�@E1 �.1�@6� � � � � Mxvw Lghqwl�hg

8#N@ ��@� .�44; �4�4.� @�E/3 �4�34� � � � � Mxvw Lghqwl�hg

��B� .�44; �4�4.� @�@E. �4�B1� � � � � Mxvw Lghqwl�hg

��1� .�44; �4�443� .�6.4 �4�B3� � � � � Mxvw Lghqwl�hg

8#NB ��@� .�44; �4�44;� .�13B �4�;.� � � � � Mxvw Lghqwl�hg

��B� .�441 �4�44;� .�14; �4�13� � � � � Mxvw Lghqwl�hg

��1� .�44; �4�44E� .�E;6 �4�E/� � � � � Mxvw Lghqwl�hg

8#N1 ��@� .�4.6 �4�44;� .�663 �4�B1� E�41BTT Q4�44R .

��B� .�44; �4�4.� @�B;@ �4�B1� 4�B/E Q4�B/R .

��1� .�44; �4�4.� .�643 �4�;;� 4�444 Q4�/6R .

8#N; ��@� .�4.3 �4�4.� @�;.4 �4�;/� B�.1B Q4�4ER .

��B� 4�//3 �4�446� .�E;6 �4�14� .�36; Q4�./R .

��1� .�44; �4�44/� .�E/E �4�13� 4�441 Q4�/1R .

8#N3 ��@� .�4.B �4�446� .�/BB �4�11� ;�3.4 Q4�43R @

��B� 4�//6 �4�44/� .�/14 �4�@6� .�3/E Q4�1@R @

��1� .�44; �4�44/� .�E6/ �4�;4� 4�44B Q4�//R @
Qrwh= - ghqrwhv wkh uhmhfwlrq ri qxoo dw 8( ohyho1 -- ghqrwhv wkh uhmhfwlrq ri qxoo dw 4( ohyho1
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Qrwh= - ghqrwhv wkh uhmhfwlrq ri qxoo dw 8( ohyho1 -- ghqrwhv wkh uhmhfwlrq ri qxoo dw 4( ohyho1
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