
JOURNAL ARTICLE

A life-cycle overlapping-generations model of
the small open economy  

Oxford Economic Papers, Volume 60, Issue 1, January 2008, Pages 88–121,
https://doi.org/10.1093/oep/gpm009
Published:  01 January 2008

Sign in Get help with access

Get access 

Ben J. Heijdra , Ward E. Romp

Abstract

© Oxford University Press 2007 All rights reserved

JEL:  D91 - Role and E�ects of Psychological, Emotional, Social, and
Cognitive Factors on Decision Making, E10 - General, F41 - Open Economy
Macroeconomics, J11 - Demographic Trends, Macroeconomic E�ects, and
Forecasts

Issue Section:  Articles

You do not currently have access to this article.

We construct an overlapping generations model for the small open

economy incorporating a realistic description of the mortality process.

With age-dependent mortality, the typical life-cycle pattern of

consumption and saving results from the maximizing behaviour of

individual households. Our ‘Blanchard-Yaari-Modigliani’ model is used to

analytically study a number of typical shocks affecting the small open

economy, namely a balanced-budget public spending shock, a temporary

Ricardian tax cut, and an interest rate shock. The demographic details

matter a lot—both the impulse-response functions and the welfare

pro�les (associated with the different shocks) are critically affected by

them. These demographic details furthermore do not wash out in the

aggregate. The model is �exible and can be applied to a wide variety of

theoretical and policy issues.
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