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We study the effects of permanent and temporary income shocks on
precautionary saving and investment in a "store-or-sow" model of
growth. High volatility of permanent shocks results in high
precautionary saving in the safe asset and low investment, or a
"volatility trap." Namely, big savers invest relatively little. In contrast,
low volatility of permanent shocks leads to low precautionary saving
and high or low investment, depending on the volatility of temporary
shocks. Empirical evidence shows a nonlinear relationship between
investment and saving and that investment is a hump-shaped function
of the volatility of permanent shocks, as predicted by the model.
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This book constitutes the thoroughly refereed revised selected papers
of the 13th International Symposium on Trends in Functional
Programming, TFP 2012, held in St Andrews, Scotland, UK in June
2012. The 18 revised full papers included in this volume were carefully
and selected from 49 submissions and are complemented with an
invited paper. They cover various aspects of trends in functional
programming.
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