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	Abstract (Document Summary)

	The first chapter explains the distributional properties of sales prices in 1,804 privatization contracts from Eastern Germany. High sales subsidies of more than DM 170,000 per future employee and a subsidy bias towards large state-owned enterprises show that the privatization agency faced restrictions on its ability to liquidate certain state-owned enterprises of low quality. The theoretical part of the paper examines the implications of liquidation restrictions for the optimal intertemporal liquidation policy of the privatization agency. We show that the privatization agency's optimal response to political intervention risk is an acceleration of the liquidation process. The model can rationalize the policy of swift and massive liquidation conducted by the German privatization agency in the face of uncertainty about its future autonomy. We also test the implications of the model for the first and second moment of privatization outcomes across industries with different degrees of political intervention.

The second chapter develops a dynamic equilibrium theory of optimal competitive entry decisions of financial institutions into a speculative market. Financial institutions make fully rational hiring decisions about whether or not to hire a trader with imperfect predictive abilities about market excess returns. Unlike in so-called noisy rational expectations models, noise and trading risk result endogenously from the prediction errors of the traders. Entry of a marginal trader increases the capacity of the market to absorb exogenous risk, and at the same time, it adds noise and endogenous trading risk because of trading errors. We show that the competitive entry equilibrium is characterized by excessive market entry and excessive price volatility. A positive tax rate on financial institutions improves the allocational efficiency of the market and decrease price volatility.

The third chapter explores the role of wage rigidities for the international transmission of monetary disturbances. The model combines monopolistic factor and product markets in a dynamic open economy framework. Nominal rigidities are assumed to prevail in the domestic factor markets, whereas consumer product markets are characterized by optimal pricing to the destination market. The framework is extended to allow for non-tradeable products. We obtain approximated closed form solutions for all macroeconomic variables. It is shown how the international transmission of monetary disturbances varies according to the degree of market segmentation.
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