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| am an applied theorist working in the areas of Macroeconomics and International Economics.
Most of my work studies the macroeconomic consequences of various market imperfections—in
the labor market, in the financial market, in the product market, and in nominal price setting—in
economies with micro-level heterogeneity. My work often connects theory with detailed micro-
level data to test and quantify theoretical mechanisms, with the empirical work closely guided
by theory and a special focus on identification in the absence of exogenous variation at the
macro level. My interests extend to both positive and normative implications of the theoretical
mechanisms that | study.

My research interests broadly span three areas at the intersection of International Economics
and Macroeconomics. The first is the interplay between globalization and labor markets (see
papers [3-4],[9-10],[22] below for titles and coauthors). Specifically, | study how greater trade
openness affects such labor market outcomes as unemployment and income inequality, as well as
how the cross-country differences in the labor market institutions shape the countries’ compar-
ative advantage, and whether labor market imperfections hinder the ability of countries to gain
from freer international trade. | am also interested in the optimal government policy response
to increasing globalization, in particular when it results in greater income inequality and unem-
ployment. To study these issues, we have developed a framework which integrates a frictional
labor market into the recent generation of trade models with heterogeneous firms, and which
captures the salient empirical patterns of wage variation across firms of different sizes and export
status. We have used the employer-employee data to show that a dominant portion of wage
inequality dynamics can be traced to firm dynamics, and to estimate the in order to quantity the
effects of globalization on income inequality. We also show that the equity-efficiency trade-off has
deteriorated over time, in part due to increased globalization, and the policy has systematically
compromised equality to limit efficiency loss.

The second, and largest, area of my research interests is the study of currencies, international
relative prices, terms of trade, exchange rates and exchange rate policies (see [1-2],[5-8],[13],[16-
20],[23-25]). Understanding the forces that shape international relative prices is central for the
design of macroeconomic policies in the open economy, and in particular for the management
of the large global imbalances, as well as for the choice of the optimal exchange rate regime

and the decision to join or form a currency union. Together with various coauthors, we have
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studied both theoretically and empirically why firms make different choices regarding how often
to adjust their domestic and international prices, and which currency to set their international
prices in. We have also studied why large exporters adjust their export prices differently from
smaller firms, why they systematically adopt different currency for pricing, and what role imports
play in hedging the firms from exchange rate fluctuations. We show how the combination of
these forces at the firm level contributes to the emergence of dominant currency in a global
equilibrium.! On a more applied side, we have explored how the behavior of import and export
prices has contributed to the international trade collapse during the Great Recession of 2008—
09. Finally, we explore strategic interactions in price setting decisions across firms, and how they
shape the competitive consequences of a trade liberalization or an exchange rate devaluation. The
methodology developed in this work offers a non-structural way to estimate firm-level markup
functions, an essential input into the quantification of increased market power.

The second part of the research agenda on exchange rates develops a theoretical and quan-
titative framework for modeling the general equilibrium behavior of exchange rates, and in par-
ticular its business cycle comovement (and the lack thereof) with macroeconomics and financial
variables. Equilibrium exchange rate dynamics is a foundational topic in international macroe-
conomics, yet exchange rates present some of the most pervasive and challenging puzzles for
macroeconomic models. The goal of this research agenda is twofold. First, it aims to offer a
unifying theory of exchange rates that can simultaneously account for all its empirical properties
without compromising on the model's ability to fit the business-cycle comovement of the other
macroeconomic and financial variables. Second, this agenda seeks to re-evaluate conventional
propositions about open economy policies and policy regimes using this framework as well as
characterize the properties and implementation of optimal exchange rate policies.?

The third area of my research interests centers around the optimal design of macroeconomic,
trade and development policies, in particular in open economies (see [7],[10],[12],[14-15],[21],[23-
24]). We study the optimal government interventions in the product and input markets during
different phases of economic development in economies with an imperfect financial market, and
whether these optimal interventions can justify various policies often advocated in the policy
discourse, such as real exchange devaluation, import substitution, and export promotion. We
explore the relationship between current account imbalances and growth trajectories in the context

of an endogenous growth model, and show current account deficits unambiguously favor non-

I This work has recently been summarized in the NBER Reporter, issue No. 1, March 2022.

2This part of my research agenda is described in detail in “Research Agenda: Exchange Rate Puzzles and
Policies” in the Economic Dynamics Newsletter, Volume 23, Issue 2, November 2022. [16] is the Annual Reviews
article which summarizing both parts of the exchange rates agenda, emphasizing interactions between them.
Atkeson and Gopinath (2023 JEP 37: 223-40) summarize this work and place it in the context of the broader
literature.


https://www.nber.org/reporter/2022number1/dominant-currencies
https://www.economicdynamics.org/research-agenda-itskhoki2022/
https://doi.org/10.1257/jep.37.1.223
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tradable innovation and discourages the overall rate of innovation. We explore the implications of

firm granularity at the sectoral-level for the patterns and dynamics of cross-country comparative

advantage; we show that governments face strong incentives to target trade policy at large

individual foreign exporters, and to use lenient antitrust regulation at home to substitute for

beggar-thy-neighbor trade policy. We also study the equivalence of certain simple fiscal policies

with nominal exchange rate devaluations in a general dynamic environment with nominal frictions

and fixed exchange rate. Finally, we study the consequences and design of international sanctions.
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