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7. a model of technology, prices, and trade flows
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2.1. Technology
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where I' is the Gamma function.!®

'8 The moment generating function for x = —Inp is E(e”) = ®/°I'(1—1t/6). (See, e.g., Johnson
and Kotz (1970).) Hence E[p '] " =TI'(1—1t/6) ""®"? The result follows by replacing ¢ with oo —1.
While our framework allows for the possibility of inelastic demand (o < 1), we must restrict o < 1+ 6
in order to have a well defined price index. As long as this restriction is satisfied, the parameter o can
be ignored, since it appears only in the constant term (common across countries) of the price index.
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2.3. Trade Flows, and Gravity
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3. trade, geography, and prices: a first look
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TABLE I1
PRICE MEASURE STATISTICS

Foreign Sources

Foreign Destinations

Country Minimum Maximum Minimum Maximum

Australia (AL) NE (1.44) PO (2.25) BE (1.41) US (2.03)
Austria (AS) SW (1.39) NZ (2.16) UK (1.47) JP (1.97)
Belgium (BE) GE (1.25) JP (2.02) GE (1.35) SW (1.77)
Canada (CA) US (1.58) NZ (2.57) AS (1.57) US (2.14)
Denmark (DK) FI (1.36) PO (2.21) NE (1.48) US (2.41)
Finland (FI) SW (1.38) PO (2.61) DK (1.36) US (2.87)
France (FR) GE (1.33) NZ (2.42) BE (1.40) JP (2.40)
Germany (GE) BE (1.35) NZ (2.28) BE (1.25) US (2.22)
Greece (GR) SP (1.61) NZ (2.71) NE (1.48) US (2.27)
Italy (IT) FR (1.45) NZ (2.19) AS (1.46) JP (2.10)
Japan (JP) BE (1.62) PO (3.25) AL (1.72) US (3.08)
Netherlands (NE) GE (1.30) NZ (2.17) DK (1.39) NZ (2.01)
New Zealand (NZ) CA (1.60) PO (2.08) AL (1.64) GR (2.71)
Norway (NO) FI (1.45) JP (2.84) SW (1.36) US (2.31)
Portugal (PO) BE (1.49) JP (2.56) SP (1.59) JP (3.25)
Spain (SP) BE (1.39) JP (2.47) NO (1.51) JP (3.05)
Sweden (SW) NO (1.36) US (2.70) FI (1.38) US (2.01)
United Kingdom (UK) NE (1.46) JP (2.37) FR (1.52) NZ (2.04)
United States (US) FR (1.57) JP (3.08) CA (1.58) SW (2.70)

Notes: The price measure D,; is defined in equation (13). For destination country n, the minimum Foreign Source is
min;, exp D,,;. For source country i, the minimum Foreign Destination is min,,; exp D,;.
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4. Equilibrium input costs
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4.1. Production
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4.7. Price levels
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4 3. Labor-market equilibrium
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4.4, /ero-Gravity and Autarky
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h.1 Estimates with Source Effects
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7 L 9% (Fréchet Distribution)

e 7L O HmlT. AT 2 DE{ES T (the extreme value

distribution Type Il) & HIE LN 5,
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e Gumbel Distribution. Weibull Distribution. Generalized
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Rainfall Frequency Analysis using Order Statistics Approach of Extreme Value Distributions
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