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Abstract

We study the implications of consumption and labor allocations with ex-ante efficiency and
possibly ex-post inefficiency on international/inter-regional portfolio diversification. The answers
we obtain depend crucially on the market regime relative to unemployment insurance. If there are
complete markets for unemployment insurance, changes in asset alocation are small in the
presence of ex-post inefficiency but if there are incomplete markets for unemployment insurance,
changes in asset allocation can be large. The direction of the asset movement is towards more
diversification.
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* This paper has benefited from the constructive comments and suggestions of an anonymous referee for this
journal, and from comments of the participants at the June 1999 Meetings of the Society for Computational
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