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ACADEMIC PROFILE 

B.Sc. in Economics, Istanbul Bilgi University – Turkey, Honours Programme, 1996 – 2000. 
B.Sc. in Economics, London School of Economics - External Programme, 1997 – 2001. 
M.A. in Economics, Marmara University, Istanbul – Turkey, 2001 – 2003. 
Ph.D. in Economics, Marmara University, Istanbul – Turkey, 2003 –2004 (no degree earned). 
M.A. in Economics, Vanderbilt University, Nashville, TN, USA, 2004 –2006. 
Ph.D. in Economics, Vanderbilt University, Nashville, TN, USA, 2004 – May 2009 (expected). 

 
TEACHING AND RESEARCH FIELDS 

Primary Fields: International Trade and Finance, Monetary Economics, Econometrics 
Secondary Fields: Regional Economics, Growth and Development 

 
TEACHING EXPERIENCE  

Instructor, Intermediate Macroeconomic Theory, Department of Economics, Vanderbilt University. 
Teaching Assistant, Intermediate Macroeconomic Theory, Department of Economics, Vanderbilt University. 
Teaching Assistant, Macroeconomic Theory (Ph.D. Course), Department of Economics, Vanderbilt University. 
Teaching Assistant, Statistics, Owen Graduate School of Management, Vanderbilt University.  
Teaching Assistant, Introductory Economics, MBA Programs, Istanbul Bilgi University, Turkey. 

 
RESEARCH EXPERIENCE  

Research Assistant, Department of Economics, Vanderbilt University, worked with Professor Mario J. Crucini on 
NSF Project (Award No. 0524868), August 2005 – August 2008 (including summer periods). 

Research Assistant, Department of Economics, Istanbul Bilgi University, worked with Professor Ege Yazgan on 
several projects on the Turkish Economy, June 2000 – July 2004 (including summer periods). 

 
PUCLICATIONS (IN PEER-REVIEWED JOURNALS) 
1. Inflation Dynamics of Turkey: A Structural Estimation (with Ege Yazgan), Studies in Nonlinear Dynamics and 

Econometrics, 2005, 9(1). 
2. Monetary Policy Rules in Practice: Evidence from Turkey and Israel (with Ege Yazgan), Applied Financial 

Economics, 2007, 17(1): 1-8. 
3. Inflation Targeting Supported by Managed Exchange Rate, Applied Economics, 2007, 39(16): 2011-2026.  
4. Twin Crises in Turkey: A Comparison of Currency Crisis Models, The European Journal of Comparative 

Economics, 5(1): 107-124. 
5. An Analysis of Regime Shifts in the Turkish Economy, (with Koray Akay), Economic Modelling, 2008, 25(5): 

885:898. 
6. The Effects of Currency Crises in Emerging Markets on the Industrial Sector: An Alternative Regime-Shifting 

Approach, forthcoming in Emerging Markets Finance and Trade. 
7. Money Shocks and Output: A Contemporary Money Demand Approach, forthcoming in The Empirical Economics 

Letters. 
8. Effects of Credit and Debit Cards on the Currency Demand, (with Ege Yazgan), forthcoming in Applied 

Economics.  
9. Effects of Currency Crises on the Long-Run Growth, forthcoming in Applied Economics Letters. 
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BOOK CHAPTERS 
1. Why are Trade Agreements Mostly Regional? A Welfare Analysis by Transportation Costs, (with Demet Ulker), 

forthcoming in Paul E. Weston and Robert N. Townsend ed. Welfare Economics, NY: Nova Science Publishers, 
Inc. 

 
 
WORKING PAPERS 
1. Is there a Role for Trade Costs in Explaining the Central Bank Behavior?, submitted to International Journal of 

Central Banking. 
2. Understanding Interstate Trade Patterns, submitted to Economic Inquiry. 
3. How Important is Technology? A Counterfactual Analysis, submitted to Journal of International Economics. 
4. Distribution of Consumption, Production and Trade within the U.S., submitted to Southern Economic Journal. 
5. Inflation, Finance and Growth: A Trilateral Analysis (with Peter L. Rousseau), revised and resubmitted to Journal 

of Financial Stability. 
6. Okun’s Convergence within the U.S. (with Ege Yazgan), submitted to Letters in Spatial and Resource Sciences. 
7. Productivity Cycles in Public and Private Manufacturing Sectors: Evidence from Turkey, submitted to Eastern 

European Economics. 
8. Inflation Targeting and Convergence within Turkey, submitted to Quarterly Review of Economics and Finance. 
9. What is the Optimal Rate of Inflation for Long-Run Growth? A Cross-Country Analysis, submitted to 

International Economic Journal. 
10. The IS Puzzle and Relative Risk Aversion in Turkey (with Ege Yazgan), submitted to Economics Bulletin. 
11. A Model of International Cities: Implications for Trade and Real Exchange Rates (with Mario J. Crucini) 
12. Is the Armington Elasticity Really Constant across Importers?  
 
 

ONGOING PROJECTS 
1. Inflation Targeting and Structural Breaks in Monetary Policy Rules: Evidence from Czech Republic, Hungary and 

Poland (with Ali Kutan) 
2. Spatial Matching with Network Effects: Implications for Trade (with Demet Ulker)  

 
 
CONFERENCES 
1. Monetary Policy Rules in Practice: Evidence from Turkey and Israel, presented in MENA Economies, Past 

Perspectives and Future Challenges, Brussels, June 2-4, 2005. 
2. A Model of International Cities: Implications for Real Exchange Rates, presented in Midwest Economics 

Association Annual Meeting, Chicago, March 14-16, 2008. 
3. Is there a Role for Trade Costs in Explaining the Central Bank Behavior?, presented in Midwest Economics 

Association Annual Meetings, Chicago, March 14-16, 2008. 
4. Understanding Interstate Trade Patterns, presented in Southern Regional Science Association Annual Meeting, 

Arlington, VA-Washington, DC, March 26-30, 2008. 
5. How Important is Technology? A Counterfactual Analysis, presented in Southern Regional Science Association 

Annual Meeting, Arlington, VA-Washington, DC, March 26-30, 2008. 
6. Is there a Role for Trade Costs in Explaining the Central Bank Behavior?, presented in Society for Nonlinear 

Dynamics and Econometrics 16th Annual Symposium, Federal Reserve Bank of San Francisco, California, April 
3-4, 2008. 

7. Understanding Interstate Trade Patterns, presented in Spring 2008 Midwest International Economics Meetings, 
Champaign-Urbana, IL, May 2-4. 

8. Is the Armington Elasticity Really Constant across Importers?, (will be) presented in Fall 2008 Midwest 
International Economics Meetings, Ohio State University, OH, October 3-5.  

9. Is there a Role for Trade Costs in Explaining the Central Bank Behavior?, (will be) presented in Southern 
Economic Association Annual Meetings, Washington, DC, November 20-23, 2008. 
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HONORS AND AWARDS 
University Full Scholarship, Istanbul Bilgi University, Turkey, 1996 – 2000. 
University Full Scholarship, London School of Economics, U.K., 1997 – 2001. 
University Full Scholarship, Marmara University, Turkey, 2001 – 2004. 
University Graduate Fellowship, Istanbul Bilgi University, Turkey, 2004 – 2005. 
University Graduate Fellowship, Vanderbilt University, U.S.A., 2004 – 2009. 
Listed in Who’s Who in America, 63rd Edition, 2009. 
Several Travel Grants for Conference Presentations. 

 
 
SERVICE 
Service to University 

 President of Council of Economics Graduate Students, Vanderbilt University, May 2006 – April 2007. 
 Second Year Representative in Council of Economics Graduate Students, Vanderbilt University, May 

2005 – April 2006. 
 Social Chair in Council of Economics Graduate Students, Vanderbilt University, May 2005 – April 2006. 

 
Service to Profession 

Referee Service  
 Applied Economics (4) 
 Economic Modelling (2) 
 Emerging Markets Finance and Trade 
 Southern Economic Journal 
 Wiley-Blackwell Publishing, Economics Books 

Discussant 
• Midwest Economics Association Annual Meeting, Chicago, March 14-16, 2008. 

Session Chair 
• Southern Regional Science Association Annual Meeting, Arlington, VA-Washington, DC, March 26-30, 

2008 
 
 

MEMBERSHIP 
American Economic Association 
Econometric Society 
Southern Economic Association 

 
 

PLACEMENT OFFICER 
Professor William Collins, william.collins@vanderbilt.edu, +1-615-322-3428 

 
 
REFERENCES 

Professor Mario J. Crucini, (Advisor), mario.j.crucini@vanderbilt.edu, +1-615-322-7357 
Professor Eric W. Bond, eric.w.bond@vanderbilt.edu, +1-615-322-2388 
Professor Kevin Huang, kevin.huang@vanderbilt.edu, +1-615-936-7271 
Professor Peter L. Rousseau, peter.l.rousseau@vanderbilt.edu, +1-615-343-2466 
Professor Gregory W. Huffman (Teaching Reference), gregory.w.huffman@vanderbilt.edu, +1-615-343-2468  
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RESEARCH ABSTRACTS 
 
1. Is there a Role for Trade Costs in Explaining the Central Bank Behavior?, submitted to International Journal of 

Central Banking. 
 

This paper develops an open economy DSGE model to analyze the effects of trade costs on the actual central bank 
behavior of the Bank of Canada. When a utility-based expected loss function is considered, the central bank is 
found to be far from being optimal in its actions, independent of trade costs. When an ad hoc expected loss 
function considering the volatilities in inflation, output and interest rate is considered, it is found that the actions 
of the central bank are explained best when trade costs in fact exist but the central bank ignores them. In other 
words, the central bank can employ a better monetary policy by considering the existence of trade costs. Thus, 
trade costs play an important role in forming the monetary policy rules, which is ignored in the literature. Finally, 
given the ad hoc loss function, the actions of the central bank are best explained when 70% of weight is assigned 
to inflation, 15% of weight to interest rate and 15% of weight to output. 

 
2. Understanding Interstate Trade Patterns, submitted to Economic Inquiry. 
 

This paper attempts to find the motivation behind interstate trade patterns within the U.S. by using a partial 
equilibrium trade model. In particular, why does a region import more goods from a particular region while 
importing fewer from others? Why does a region import more of a particular good, while importing less of another 
one? The answers emerge from the simple model set forth by this paper that considers the geographical and 
technological differences across regions and goods. By construction, the model, together with the estimation 
methodology, controls for possible local (i.e., wholesale and retail) distribution costs, insurance costs, local taxes, 
markup differences in production, and intermediate input trade as well as zero trade observations, which are 
ignored in most gravity type studies. Moreover, the elasticity of substitution across goods, the elasticity of 
substitution across varieties of each good, and the good specific elasticity of distance measures are all identified in 
the empirical analysis, which is also not the case in most gravity type studies. Compared to empirical international 
trade literature, the elasticity of substitution is estimated to be lower, while the elasticity of distance is estimated to 
be higher intranationally. 

 
 
3. How Important is Technology? A Counterfactual Analysis, submitted to Journal of International Economics. 
 

The positive effect of technology on an economy is a well known phenomenon. But, how important is technology? 
This paper attempts to answer this question by developing a general equilibrium trade model with an analytical 
solution to measure the effects of production and transportation technologies on the patterns of consumption, 
production, trade, the labor force, price levels, and population levels. Instead of assuming iceberg costs, a 
transportation sector is modeled to find the motivation behind the distribution of the labor force among production 
and transportation sectors. The state level data from the U.S. support the model, and the counterfactual exercises 
have several implications on the national and regional variables of the U.S. economy. It is shown that if the 
national production technology level is doubled, the output increases by 5 times, the price dispersion increases by 
20%, the population dispersion decreases by 1%, and the ratio of production labor force to transportation labor 
force increases by 10 times. As the transportation costs approach zero, the national output increases by more than 
10 times, the price dispersion decreases by 20%, the population dispersion increases by 1%, and the ratio of 
production labor force to transportation labor force increases by 5 times Finally, region and sector specific 
technology changes have a lesser effect on the macroeconomic variables compared to the effects of nationwide 
technology changes. 
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4. Distribution of Consumption, Production and Trade within the U.S., submitted to Southern Economic Journal. 
 

The current literature in economics is mainly focusing on the international trade and specialization, but much less 
about domestic (intranational) trade, despite the fact that the latter is orders of magnitude greater than the former. 
It would be hard to understand international trade without analyzing the patterns of domestic trade first. So, a 
natural question to ask is "what is the main motivation behind the domestic trade?". In this paper, we attempt to 
answer this question by introducing a model that considers the distributions of both production and consumption 
within the U.S. at disaggregate level. Instead of using bilateral trade data, which has been extensively used in the 
related empirical literature, we empirically test the net export implications of our model by using industry specific 
production and consumption data at state level. After controlling for the international trade flow together with 
intermediate input usage, the model is capable of explaining the trade patterns within the U.S. 

 
 
5. Inflation, Finance and Growth: A Trilateral Analysis (with Peter L. Rousseau), revised and resubmitted to Journal 

of Financial Stability. 
 

A large body of evidence links financial development to economic growth, yet the channels through which inflation 
affects this relationship and its stability have been less thoroughly explored. We take an econometric and 
graphical approach to analyzing these channels, and find that higher levels of financial development, combined 
with low inflation, are related to higher rates of economic growth, especially in developing countries, but that 
financial development loses much of its explanatory power in the presence of high inflation. In particular, to 
maintain steady growth, relatively large increases in financial development must compensate for small increases 
in the price level when the annual rate of inflation lies between 5 and 14 percent, whereas less compensation in 
terms of finance is required when inflation rates exceed 14 percent. Growth is generally much lower, however, in 
such high inflation, low financial development settings. 

 
 
6. Inflation Dynamics of Turkey: A Structural Estimation (with Ege Yazgan), Studies in Nonlinear Dynamics and 

Econometrics, 2005, 9(1). 
 
Recent empirical research on the New Keynesian Phillips Curve (NKPC) does not offer any supporting evidence 
for its benchmark version in which all firms are forward-looking. There is, however, empirical support for a 
modified, hybrid, NPKC, in which only a proportion of the firms that use a forward-looking rule to set prices. This 
paper estimates both the benchmark and the hybrid versions of the NKPC using Turkish data. In contrast with the 
previous applications on developed countries like the U.S. and several Euro area countries, we find empirical 
support for the benchmark NPKC. This support persists even after controlling for the weak identification problem 
which has been a serious concern in generalized method of moment estimation. Moreover, the hybrid NKPC is 
refuted by the data, i.e. the backward-looking behavior is found to be statistically insignificant. 
 
 

7. Monetary Policy Rules in Practice: Evidence from Turkey and Israel (with Ege Yazgan), Applied Financial 
Economics, 2007, 17(1): 1-8. 

 
Forward looking monetary policy rules are estimated for Israel and Turkey. When variable inflation targets are 
taken into consideration, as opposed to the fixed targets used in prior research that use data from developed 
countries, forward looking Taylor rules seem to provide reasonable description of Central Bank behavior in both 
countries. In general, it can be said that monetary policy appears to be quite strong in these countries, and 
especially so in Turkey, when compared with developed countries. 
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8. Inflation Targeting Supported by Managed Exchange Rate, Applied Economics, 2007, 39(16): 2011-2026.  
 

We compare, on a welfare loss basis, possible inflation targeting regimes supported by different exchange rate 
rules. For model parametrization, we estimate a forward looking monetary policy rule for Turkey. When variable 
inflation targets are taken into consideration, as opposed to the fixed targets used in prior research that use data 
from developed countries, forward looking Taylor rules provide a reasonable description of Central Bank 
behavior in Turkey. By applying a calibration based on estimated parameters, we compare the loss functions 
under flexible inflation targeting and strict inflation targeting while taking into consideration the supporting 
regimes, namely a flexible exchange rate and a managed floating exchange rate. We find that the welfare loss 
function caused by four simultaneous shocks, namely a foreign interest rate shock, a monetary policy shock, a 
foreign output shock and a domestic output shock, is minimized under the flexible inflation targeting regime 
supported by a managed floating exchange rate rule. 

 
 
9. Twin Crises in Turkey: A Comparison of Currency Crisis Models, The European Journal of Comparative 

Economics, 5(1): 107-124. 
 

This paper analyzes the twin crises in Turkey experienced in 2000 and 2001. After a detailed survey of currency 
crisis models, together with a brief descriptive overview of the crises in Turkey, the similarities among the twin 
crises in Turkey and the models that have been developed to explain preceding crises in the world are investigated. 
It is found that the Turkish twin crises cannot be explained by using any individual generation of models, namely 
first generation models, second generation models or third generation models. Instead, a combination of these 
models is more appropriate to explain the details of the twin crises. 

 
 
10. An Analysis of Regime Shifts in the Turkish Economy, (with Koray Akay), Economic Modelling, 2008, 25(5): 

885:898. 
 

We use a time-varying dynamic factor model with regime switching to construct and estimate the leading 
indicators of the currency crises in Turkey. After that, we analyze the business cycles of the Turkish economy, by 
using a three-state univariate Markov-switching model. Both models capture the observed dynamics of the Turkish 
economy over the period 1987-2002. 

 
11. The Effects of Currency Crises in Emerging Markets on the Industrial Sector: An Alternative Regime-Shifting 

Approach, forthcoming in Emerging Markets Finance and Trade. 
 

We analyze the effects of the currency crises on the industrial sectors of Korea, Turkey and Czech Republic. We 
find that the interval for the effect of the currency crisis on the industrial sector to disappear is around four years 
for Korea after the 1997 currency crisis; it is around five and seven years for Turkey following the 1994 and 2001 
currency crises, respectively; and it is around five years for Czech Republic following the 1997 currency crisis. 
For all three countries, the effects of the currency crises on the industrial sector disappear in a longer interval 
than the effect of any other economic issue does. 

 
12. Money Shocks and Output: A Contemporary Money Demand Approach, forthcoming in The Empirical Economics 

Letters. 
 

We analyze the short-run effects of money shocks on output in the contemporary world. As our benchmark case, 
we visit Bernanke (1983) for the Turkish economy over the monthly period 2002M1-2006M10. We show that 
money shocks affect output with a lag of one month. After that, we introduce our contemporary model in which we 
include the effects of the usage of bank cards (i.e., credit and debit cards) into our analysis. Our contemporary 
model suggests that money shocks affect output for longer periods compared to the results obtained by the method 
of Bernanke (1983). 
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13. Effects of Credit and Debit Cards on the Currency Demand, (with Ege Yazgan), forthcoming in Applied 

Economics.  
 

We analyze the effects of credit and debit cards on the currency in circulation by using GMM estimation. Instead 
of using the data obtained by surveys, we use monthly data obtained by an interbank institution that keeps the 
statistics of all credit and debit cards usage of a small open economy, Turkey, for the period over 2002M1-
2006M10. As expected from the theory, we find that an increase in the usage of credit and debit cards leads to a 
decrease in the currency demand. Moreover, the usage of the debit cards has a bigger effect on the money 
demand, compared to the usage of the credit cards. We also find that the effect of credit cards is mostly through 
purchases and the effect of debit cards is mostly through withdrawals. 

 
 
14. Effects of Currency Crises on the Long-Run Growth, forthcoming in Applied Economics Letters. 

 
We attempt to analyze the effects of the currency crises on the long-run growth by using a cross-sectional country 
data set. After controlling for the post-crisis period, we find that the effects of the currency crises on the long-run 
growth are strictly negative and significant. We also find that the negative effects of the currency crises on the 
long-run growth increase as the number of the currency crises increases 
 
 

15. Why are Trade Agreements Mostly Regional? A Welfare Analysis by Transportation Costs, (with Demet Ulker), 
forthcoming in Paul E. Weston and Robert N. Townsend ed. Welfare Economics, NY: Nova Science Publishers, 
Inc. 

 
Why are trade agreements mostly regional? By making a welfare analysis, we show that the existence of 
transportation costs may be a possible reason. In particular, we set up a model of two countries by considering the 
effects of transportation costs on the welfare of each country. We also consider the relative size of the countries in 
our analysis together with naming them as small and large countries. We first show that the optimal (Nash) tariff 
rates are decreasing in transportation costs; i.e., closer countries tend to have lower tariff rates between each 
other, which lead to higher trade volume across them. Moreover, while the small country definitely sets a lower 
optimal tariff rate when it makes an agreement with a larger country, the large country does not necessarily set a 
higher optimal tariff rate when it makes an agreement with a smaller country. After that, we make a welfare 
analysis by using a stationary dynamic tariff game approach and show that it is harder to make an agreement for 
both countries if the transportation cost is higher; i.e., countries tend to make regional agreements to maximize 
their welfare. Finally, we show that it is easier to make an agreement for each country if the share of the 
transportation income received by the country is higher. 
 

 
16. Okun’s Convergence within the U.S. (with Ege Yazgan), submitted to Letters in Spatial and Resource Sciences. 
 

This paper analyzes the Okun's law for the states of the U.S. over the period 1978-2002. By using Geographically 
Weighted Regression, possible geographical interactions across the analyzed states are taken into account. There 
is evidence for time-varying Okun's coefficients in each state. Moreover, the empirical results are in favor of a 
convergence across the states in terms of Okun's coefficients, thus of the phrase, Okun's convergence. The 
estimated convergence speeds are mostly geographical. Finally, possible clubs for Okun's coefficients are 
investigated, and it is found that Okun's clusters are also mostly geographical 
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17. Productivity Cycles in Public and Private Manufacturing Sectors: Evidence from Turkey, submitted to Eastern 
European Economics. 

 
This paper compares the productivity cycles of public and private manufacturing sectors in Turkey by using a 
regime shifting model applied through the multimove Gibbs-sampling approach over the quarterly period 
1988Q1:2006:Q4. By considering timing of the business cycles for the sample period, it is shown that: 1) the 
public sector has higher productivity growth rates compared to the growth rates of private sector and total 
productivities, in both low and high productivity growth regimes; 2) the productivity in public sector is 
countercyclical in periods of real shocks, such as stagnation or earthquakes (i.e., 1989 and 1999 crises); 3) the 
productivity in private sector is countercyclical in periods of financial shocks (i.e., 1994 currency crisis, 1998 
Russian crisis and 2001 financial crisis); 4) the productivity in the public sector has a smoothing effect in terms of 
reducing the effects of private sector productivity cycles. 

 
 
18. Inflation Targeting and Convergence within Turkey, submitted to Quarterly Review of Economics and Finance. 
 

There is a large body of evidence of the convergence of inflation rates among the countries under a common 
monetary policy and currency. This paper shows that even the convergence of inflation rates among the regions of 
a country is questionable. Then, a natural question to ask is, "What is the role of monetary policy in regional 
inflation convergence within a country?" The answer emerges from the investigation of this paper comparing the 
convergence properties of the inflation rates among the regions of Turkey, between the pre-inflation-targeting and 
inflation-targeting periods. By using a structural break analysis, it is found that the first moment of national 
inflation had a break, right after the beginning of the explicit inflation-targeting regime in January 2002, and the 
second moment of regional inflations had a break, right before the financial crisis in February 2001 after which 
Turkey adopted a flexible exchange rate. The obtained break dates are used to compare the convergence 
properties of regional inflation rates of Turkey in the pre-targeting and targeting periods. While there is no 
evidence of a convergence process in the pre-targeting period, there is evidence of absolute convergence among 
the bilateral pairs of regions in the targeting period. 

 
 
19. What is the Optimal Rate of Inflation for Long-Run Growth? A Cross-Country Analysis, submitted to 

International Economic Journal. 
 

Although the relationship between financial development and growth is almost obvious, the effect of inflation on 
the finance-growth nexus is still a subject of debate. In particular, what is the optimal rate of inflation for long-run 
growth? To answer this question, I analyze the relation between finance, inflation and growth by using a 
semiparametric graphical approach. I find that the optimal level of inflation that leads to higher long-run growth 
rates is around 10 percent. I also show that the positive effects of low inflation on growth are more apparent when 
there are high levels of financial depth. Finally, when both the levels of inflation and financial depth are low, the 
growth rate of the economy is volatile. 

 
 
20. The IS Puzzle and Relative Risk Aversion in Turkey (with Ege Yazgan), submitted to Economics Bulletin. 
 

This paper estimates the IS curve of the Turkish economy for the monthly period over 1996M1-2007M11 by using 
GMM. It is found that, when a structural small open economy model is used and data are constructed carefully, 
forward-looking IS curve works perfectly in Turkey, which is against the IS puzzle. Moreover, as opposed to the 
literature which usually assumes an ad hoc unit coefficient of relative risk aversion or estimates it below unity for 
developed countries, this paper estimates the same coefficient as 1.89 implying that one percent of a cyclical 
movement of the real interest rate above its natural rate leads to a 1.89% decrease in output gap. This shows that 
the Turkish economy is more sensitive to changes in real interest rate compared to developed countries. The 
empirical results are supported by recently developed statistics that are immune to the issue of weak identification. 
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21. Is the Armington Elasticity Really Constant across Importers?  
 

This paper shows that the Armington elasticity, which refers to both the elasticity of substitution across goods and 
the price elasticity of demand, systematically changes from one importer country to another one in an 
international trade context. Then a natural question to ask is "What determines the Armington elasticity?" The 
answer comes from the distinction between the elasticity of demand with respect to the destination price (i.e., the 
Armington elasticity) and the elasticity of demand with respect to the source price. Under additive trade costs, it is 
shown that the former increases in the latter and the trade costs, and it decreases in the source prices. The 
empirical results using the US exports data support this relation by showing that the Armington elasticity in fact 
increases in trade costs and decreases in source prices; hence, it is more likely to have a constant elasticity of 
demand with respect to the source price rather than a constant Armington elasticity. 

 
 
22. A Model of International Cities: Implications for Real Exchange Rates (with Mario J. Crucini) 
 

This paper develops a model of international cities where two representative residents in each city specialize in 
manufacturing and services. The manufactured good is exported from the city of production to all destination 
cities. The services represent the physical transformation of these traded goods from the factory gate to the final 
consumer. Both activities use only local labor available in the city production takes place. Implications of the 
model for price dispersion and trade patterns are derived. Using a panel of micro-prices at the city level, the 
model's implications for price dispersion are evaluated.  
 
 

23. Inflation Targeting and Structural Breaks in Monetary Policy Rules: Evidence from Czech Republic, Hungary and 
Poland (with Ali Kutan) 

 
This paper estimates the monetary policy rules of three inflation targeting countries, namely Czech Republic, 
Hungary and Poland, by considering structural breaks. In particular, to understand better the period of transition 
prior to adopting an inflation targeting framework, it is tested whether or not the estimated break dates overlap 
with the inflation targeting starting points. Although the initiation of explicit inflation targeting dates can be 
observed in the estimated monetary policy rules of the Czech Republic and Poland, the same conclusion cannot be 
reached for the Hungarian monetary policy rule. This is an ongoing project. More details are on the way… 

 
 
24. Spatial Matching with Network Effects: Implications for Trade (with Demet Ulker)  
 

Recent trade literature focuses on the following desirable components/implications of a trade model: (i) strictly 
positive trade costs, (ii) monopolistic competition,(iii) market entry in terms of a new variety, (iv) quality of goods, 
(v) zero trade observations. This paper attempts to introduce such a trade model through combining two 
influential literatures, network formation and matching theory, through spatial forces. A two stage modeling 
process with incomplete information about others' preferences is introduced. In the first stage, each importer 
chooses an exporter country and a firm to form a link in that exporter country. Decision making process is 
strategic across importers in this first stage. In the second stage, the stable matching is determined by the deferred 
acceptance algorithm with exporters offering where each exporter may only consider offering to importers who 
formed a link with itself. The model is supported by several simulation analyses. This is an ongoing project. More 
details are on the way… 

 
 








