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ABSTRACT

We estimate a dynamic general equilibrium model of the U.S. economy that includes an explicit household
production sector and stochastic fiscal variables. We use our estimates to investigate two issues. First, we
analyze how well the model accounts for aggregate fluctuations. We find that household production has
a significant impact and reject a nested specification in which changes in the home production technology
do not matter for market variables. Second, we study the effects of some simple fiscal policy experiments
and show that the model generates different predictions for the effects of tax changes than similar models
without home production.
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ì ?L� |�h? |L @ _itUh�T|�L? Lu |�i _@|@� �** tih�it @hi ^�@h|ih*)c uLh |�i

Tih�L_ �be.��bb2c @?_ @hi �? hi@* Tih U@T�|@ |ih4t� A�i tih�it uLh �?�it|4i?|c

}L�ih?4i?| UL?t�4T|�L?c Th��@|i 4@h!i| UL?t�4T|�L?c @?_ 4@h!i| L�|T�|

@hi |@!i? uhL4 |�i �@|�L?@* W?UL4i @?_ �hL_�U| �UUL�?|t� W?�it|4i?| �t

_i�?i_ @t � i_ �?�it|4i?| T*�t T�hU�@tit Lu UL?t�4ih _�h@M*it� �h��@|i

4@h!i| UL?t�4T|�L? �t _i�?i_ @t |�i UL?t�4T|�L? Lu ?L?_�h@M*it @?_ tih�

��Uitc i U*�_�?} |�i tih��Ui �L� @||h�M�|i_ |L |�i �L�t�?} t|LU! Et�?Ui �i

�?|ihThi| |�i *@||ih UL4TL?i?| @t ?L?4@h!i| h@|�ih |�@? 4@h!i| UL?t�4T�

|�L?�� BL�ih?4i?| UL?t�4T|�L? �t _i�?i_ |L Mi }L�ih?4i?| T�hU�@tit Lu

}LL_t @?_ tih��Uit *itt T�hU�@tit Lu ?L?4�*�|@h) _�h@M*it @?_ t|h�U|�hit�

�@h!i| L�|T�| �t _i�?i_ @t |�i t�4 Lu �?�it|4i?|c }L�ih?4i?| UL?t�4T�

|�L?c @?_ Th��@|i 4@h!i| UL?t�4T|�L? E�i?Uic �| i U*�_it ?i| i TLh|t��

�@h!i| U@T�|@* �t |�i ?i| t|LU! Lu Th��@|i ?L?hit�_i?|�@* t|h�U|�hit @?_

i^��T4i?|� �L?4@h!i| U@T�|@* �t |�i ?i| t|LU! Lu Th��@|i hit�_i?|�@* U@T�|@*

@?_ UL?t�4ih _�h@M*it� A�iti tih�it @hi LM|@�?i_ uhL4 |�i 5�h�i) Lu ��hhi?|

��t�?ittc @?_ @hi @??�@* _@|@ �?|ihTL*@|i_ |L ^�@h|ih*) _@|@� A�i 4@h!i|

�L�ht tih�it �t _i�?i_ @t |L|@* 4@?�L�ht uLh @** �?_�t|h�it @?_ @** i4T*L)iit

|@!i? uhL4 |�i ��hi@� Lu w@MLh 5|@|�t|�Ut< OL�ti�L*_ 5�h�i)� A��t �t ti@�

tL?@**) @_��t|i_ 4L?|�*) _@|@ @}}hi}@|i_ |L ^�@h|ih*) _@|@� A�i |L|@* �L�ht

T@h@4i|ih 7� �t ti| |L �c��e �L�ht Tih ^�@h|ih E@ *�||*i L�ih �2 �L�ht Tih _@)�c

���U� �t |�i 4i@t�hi Lu _�tUhi|�L?@h) |�4i �i |LL! uhL4 O�** E�bHD��

A�i |@ h@|it L? *@MLh @?_ U@T�|@* �?UL4i @hi UL?t|h�U|i_ �t�?} |�i _i��

?�|�L?t �? aL�?it E�bH��( |�i) @hi @??�@* _@|@ �?|ihTL*@|i_ |L ^�@h|ih*) _@|@�

A�i �TTi?_� UL?|@�?t |�i @U|�@* tih�it� 5L�hUit uLh |�iti 4i@t�hit @hi |�i

�@|�L?@* W?UL4i @?_ �hL_�U| �UUL�?|t @?_ |�i 5|@|�t|�Ut Lu W?UL4i tih�it Lu

:Lw lv lpsruwdqw wr hpskdvl}h wkdw/ hyhq li wkh krph whfkqrorj| lv qrqvwrfkdvwlf/ lqwur0

gxflqj d krph surgxfwlrq vhfwru lqwr dq rwkhuzlvh vwdqgdug prgho ohdgv wr yhu| gl�huhqw

sursdjdwlrq phfkdqlvpv iru rwkhu vkrfnv1 Khqfh/ krph surgxfwlrq prghov gr qrw qhhg

vkrfnv wr wkh krph surgxfwlrq ixqfwlrq lq rughu wr jhqhudwh gl�huhqw suhglfwlrqv iurp

prghov zlwkrxw krph surgxfwlrq1 Rqh uhvxow lq Ehqkdele/ Urjhuvrq/ dqg Zuljkw +4<<4,

grhv uhtxluh d vkrfn wr wkh krph vhfwru= wkh delolw| ri wkdw sduwlfxodu krph surgxfwlrq

prgho wr dffrxqw iru wkh orz fruuhodwlrq ehwzhhq krxuv zrunhg dqg surgxfwlylw| irxqg lq

wkh gdwd1 Lw lv zhoo nqrzq wkdw wr dffrxqw iru wklv idfw d prgho qhhgv wr kdyh pruh wkdq

rqh vkrfn> exw wkh prgho lq wklv sdshu douhdg| kdv vkrfnv wr jryhuqphqw vshqglqj dqg

wd{ udwhv/ vr d vwrfkdvwlf krph whfkqrorj| lv qrw fuxfldo lq wklv uhjdug1

��



|�i W?|ih?@* +i�i?�i 5ih��Ui� A�i |@ h@|i L? *@MLh ULhhitTL?_t |L aL�?it<

_i�?�|�L? Lu �A+w�c @?_ |�i |@ h@|i L? U@T�|@* |L aL�?it< _i�?�|�L? Lu

�A+k� Ei U*�_�?} ThLTih|) |@ hi�i?�i�� ì _L ?L| �@�i _@|@ L? ?L?�
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