
Summary Ch 1 Empirical facts in International Economics

Business cycles facts are characterized by decomposing the time series (Methods: HP filter, log-linear detrending, log-quadratic, time differences, Band Pass filter)

Business Cycles Facts with Annual Data

Source: WDI (1960-2011); data included for countries that have at least 30 consecutive observations in log of GDP (y), real consumption (c), government consumption (g), investment (I), exports (x), imports (m).
Sample: 120 countries, 94 countries for current account. All variables are real and per-capita.

Note on consumption: typically studies remove durables from definition of consumption. Reason: such expenditure resembles investment in household physical capital better. 
Like investment it is far more volatile than consumption in non-durables and services.

Results: Non durable and services consumption is less volatile than output 
              Durables consumption is more volatile than output 

Note on trade balance and current account:
Trade balance and current account take on negative values and log(.) cannot be used. Instead normalize by trend of GDP or consider the variables as ratio of GDP

Ten Business Cycles Facts:

Log-linear:

Log-quadratic: a, b, c can be estimated via OLS (e.g., Mendoza 1991)

a, b, c can be estimated via OLS (e.g., King, Plosser, Rebello, JME 1988)


