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executive summary

The rapid growth in international capital flows has outpaced theoretical efforts to model the markets that intermediate these flows. The objective of this Network is to improve understanding of the operation of international capital markets and the implications for macroeconomic behaviour and the formation of financial regulation and taxation policies.

Each partner in the project used their expertise to provide training programmes for the Young Researchers. This has taken the form of active participation in seminars and workshops, and participation in summer schools. In addition, partner institutions have been able to attract top-class visiting scholars, who have been teaching specialised courses on selected topics. Young Researchers based at the partner institutions have made strong contributions to the overall research effort.

In its third and final year, the Network’s research agenda has advanced according to plan. The research results achieved in the Network’s third year are discussed in detail below, but are summarised briefly here:

The first aim of the Network is to develop microfounded models of international financial markets to identify the factors determining the level, volatility and composition of capital flows. Moreover, it seeks to explore the macroeconomic consequences of international market frictions for growth, risk-sharing and business cycles. The Network intends to develop and test empirical specifications, exploiting new private- and public-sector databases.

Researchers at Rome III have worked extensively in this area over the past year, having successfully developed models of the international economy with vertical integration among firms located in different markets. Other researchers and institutions, including the International Monetary Fund, have now adopted the approach they pursued. The Rome III team have also used a small version of this model to analyse the transmission of productivity and policy shocks. In a separate study carried out at Rome III, considerable convergence between the UK and German economies since 1991 was revealed, using a co-integrated VAR as a benchmark model. The same study also revealed changes in the propagation method of shocks over the same period. At London Business School, research focused on the business cycles aspect of this area, in particular on the role of transportation costs in business cycles.

International trade in goods and assets has a large impact on macroeconomic behaviour. The second aim of the Network is to build on the new wave of dynamic general equilibrium open-economy macroeconomic models that incorporate nominal rigidities to establish a new framework for analysis of international macrointerdependence.

Researchers at London Business School have worked this part of the work programme. One study analysed the impact of border effects within the European Union by comparing international and intranational trade between and within EU member states. Contrary to previous findings in the literature, the study found that national trade barriers continue to matter in the EU. Another study carried out by the LBS team used international and intranational data to evaluate linkages between trade in goods, trade in financial assets, specialisation, and business cycle synchronisation. At Tel Aviv, research was undertaken to analyse the effect of trade openness on investment cycles and volatility.

Responsibility for international financial stability must be shared among the leading market participants. In particular, issuers of international currencies (the US dollar, the euro, and the yen) have a special role in providing liquidity to the international system. The Network's third aim is to address the institutional design and policy coordination questions involved in assuring international financial stability. This is reinforced by empirical work on the effectiveness of IMF surveillance policies and the determinants of contagion patterns during crisis episodes.

The CEPR, Cologne, Trinity College Dublin and Tel Aviv teams have all undertaken work on this topic. At CEPR, researchers incorporated limited pass-through into the analysis of optimal monetary and exchange rate policies; introduced investor heterogeneity as a source of investment dynamics; studied the impact of exchange rate uncertainty on trade volumes in a microfounded open-economy model; analysed optimal policy in a small open economy. Researchers at Cologne used data for cost-price inflation from 72 European regions to study regional inflation dispersion before and during EMU, and examined the implications for ECB inflation targeting, concluding that the deflationary risks associated with an inflation target of 1-2% are small. The links between external wealth, the trade balance, and the real exchange rate, were studied by researchers at TCD, while Tel Aviv analysed the optimal choice of exchange rates with imperfect reputation of policymakers' commitment, and in an open economy where the currency is vulnerable to speculative attack.

Finally, the network aims to study the implications for tax systems. Among the key issues are the taxation of footloose firms, investment income and the implications of restrictions on capital taxation for labour taxes. The sensitivity of capital flows to tax structures and the potential role of tax instruments in improving the stability of the international financial system will also be investigated.

Trinity College Dublin and the Economic Policy Research Unit (EPRU Copenhagen) have both carried out research in this area. At Trinity College Dublin, work focused on analysing fiscal and monetary policy in the new open-economy paradigm. At EPRU, researchers studied the implications for multinational companies and tax competition among governments of a recent EC proposal to move towards a common tax base for multinationals operating in the EU. In a separate study, EPRU researchers used an applied general equilibrium model of the OECD economy to examine the quantitative effects of corporate income tax competition, and the effects of international information exchange among tax authorities.

These results have also been documented on the network's website (http://www.cepr.org/research/Networks/IMLAN/), hosted by CEPR. The website contains information on the people involved in the Network; research underway and papers produced; job vacancies within the Network; and dissemination of the Network’s output. It also contains links to the teams’ own sites.

During this reporting period, five more young researchers have joined the Network. The activities of the Young Researchers in the network over the past year are detailed below.
The third conference was held in Dublin on 13–14 December 2002. The programme is included as an appendix to this report. The conference included sessions on the following topics:

· Transparency and international investor behaviour

· Information heterogeneity and exchange rate determination

· Monetary policy in an open economy and the differential impact on exporting and non-exporting firms

· Price stability with imperfect financial integration

· The behaviour of relative prices in the European Union

· Sudden stops and the Mexican wave: currency crises, capital flow reversals and output loss in emerging markets

· The taxation of financial capital under asymmetric information and the tax-competition paradox

· Tax competition versus tax coordination under perfect capital mobility: the supply side economics of international tax competition

· International diversification, governmental policies and the home bias in portfolio investment

· On the benefits of capital account liberalisation for emerging economies

· Bubbles and capital flows

Members of every network team attended the conference, including seven Young Researchers, and a number of outside experts also attended the conference, including participants from the IMF, the Bank of England, the Federal Reserve Bank of New York, and several academics from leading North American universities.

Young and senior researchers in this network have produced 40 papers accepted for publication in journals, seven book chapters, and 39 CEPR Discussion Papers directly related to the work programme as set up in the contract, as well as numerous papers in other working paper series. In addition, Philip Lane, scientist-in-charge of the project, co-authored the CEPR Publication Monitoring the European Central Bank 4: 'Surviving the Slowdown'; and Richard Portes, researcher at London Business School, co-authored CEPR Policy Paper 8: 'Making Sense of Globalization: A Guide to the Economic Issues'.

Part A – RESEARCH RESULTS

1.1 Scientific Highlights  

1.1.1 Open-Economy Macroeconomics

Giancarlo Corsetti (University of Rome III) further developed his work with Luca Dedola on models of the international economy with vertical integration among firms located in different markets. The approach pursued by Corsetti and Dedola has now been adopted by a number of researchers and institutions. In particular, it has been taken up by the International Monetary Fund as a building block of its new Global Economic Model – replacing Multimod – whose construction has been coordinated by Paolo Pesenti.

Corsetti and Dedola joined with Sylvain Leduc and Paolo Pesenti to analyse a ‘small’ version of the model, with the goal of exploring the basic mechanism of transmission of productivity and policy shock in the global economy. At the same time, Corsetti, Dedola and Leduc built a version of the model to analyse international risk sharing in the presence of productivity shocks. They showed that the interaction of frictions in the goods and asset markets in the specification by Corsetti and Dedola significantly improves the match between the model and the data. For a plausible parameterisation, i) the real exchange rate and the terms of trade display a volatility well in excess of that of fundamentals; ii) the correlation between the real exchange rate and relative consumption can be rather low and even negative, as it is in the data. In particular, the model predicts that technology shocks in the tradables sector bring about a real currency appreciation. Using structural VAR techniques, they applied long-run restrictions to identify permanent productivity shocks to manufacturing and find that this prediction is supported in the data. The work on this model will also be a primary area of research in the year to come for the Rome node. 

Together with Philippe Martin and Paolo Pesenti, Corsetti started a new project on the effect of 'globalization' on the international transmission mechanism of monetary and productivity shocks. In their first model, globalization means that firms can easily shift production across countries. In the presence of imperfect competition and international segmentation of the goods markets, a monetary expansion increases local demand and profits due to the 'Home Market' effect analysed by trade models. The increase in profits due to a monetary expansion then attracts financial capital from abroad, and may lead to an appreciation. This is one of the first examples of model integrating the new open macroeconomics with geography and trade theory.

Panagiotis Konstantinou (Young Researcher, Rome III) analysed the long-run and dynamic short-run links between the UK and Germany, aimed at recovering the changing long-run and short-run structure over the past twenty five years. Using a cointegrated VAR as a benchmark model, he showed that the two economies have achieved a considerable degree of convergence in the post 1991 period, whereas no convergence was achieved in the pre-1991 period. He also showed that the propagation mechanism of shocks has considerably changed post 1991.

Matthias Hoffmann (Young Researcher, TCD) completed the papers ‘Fixed versus Flexible Exchange Rates: A Panel VAR Analysis’ and ‘Saving, Investment and the Net Foreign Asset Position’. The former theoretically and empirically investigated Mundell's (1961) formalization that in a small open economy flexible exchange rates act as a 'shock absorber'. An intertemporal small open economy model with nominal rigidities, in which real shocks generate internal imbalances under fixed and flexible exchange rates, was laid out. The role of world interest rates and world output shocks in driving output, trade imbalances and real exchange rate fluctuations under different exchange rate regimes in a Panel VAR, using economic theory for identification, was empirically investigated. The latter paper acknowledged that significant net foreign asset positions of countries are due to long-run differences in saving and investment behaviour rather than business cycle effects. It explored the importance of short and long run changes in the level of domestic wealth and capital stock on net foreign asset positions across industrialised and developing countries. Using cointegration techniques, a link between output per capita, the stock of public debt and age distribution on saving, investment and hence, the net external wealth of countries was established.

Hoffmann (Young Researcher TCD) worked on a joint project with Giovanni Ganelli (Young Researcher, TCD) on ‘Fiscal Policy in an Open Economy: Theory and Evidence’. This project aimed to analyse the impact of fiscal policy shocks on a country’s consumption, output, real/nominal exchange rate and trade balance. Thereby, the project mainly concentrated on small open economies. He also worked on a joint project with two members of the new research team of the network at the University of Cologne, Ludger Linnemann and Andreas Schabert. This project aimed to analyse formally the optimal monetary policy settings for small open economies when there is a non-zero steady state holding of net foreign assets.

The following two papers by Hoffmann (Young Researcher TCD) are work in progress: ‘Compensating Wage Differentials under Different Exchange Rate Regimes: Theory and Evidence’ and ‘Trade Integration, Inflation and the Phillips Curve’. The latter project derives the Phillips Curve in a New Keynesian Model of a small open economy. It can be shown, however, that the slope of the Phillips Curve in the small open economy is flattening with the degree of openness. More open economies, therefore, have higher sacrifice ratios. Using a new approach of calculating sacrifice ratios – see H Zhang (2002) – the paper also empirically analyses this for a set of industrial and developing countries. The former paper refers to recent models of stochastic open economy models (e.g. Obstfeld and Rogoff (2000) and Corsetti, Pesenti (2001, 2002)), that allow the modelling of the effects of different monetary policies under uncertainty. The main findings of these studies are that risk averse producers and consumers require a risk premium in the product and labour market under fixed exchange rate regimes. Using a model in the spirit of Obstfeld and Rogoff as well as Corsetti and Pesenti, it can be formally proven that wages are higher under uncertainty in fixed exchange rate regimes. A new data set on wages in industrial and developing countries (Freeman and Oostendorp, 2000) allows testing for such a proposition empirically by also utilising Reinhart and Rogoff’s (2002) recent de facto specification on exchange rate regimes.

Ganelli (Young Researcher TCD) worked on several papers that seek to integrate the analysis of fiscal policy into the new open-economy macroeconomics paradigm. A particular innovation during this period has been to introduce non-neutral government debt into the workhorse model and show how this influences international transmission mechanisms. In collaboration with Lane, he also prepared a paper that surveys recent developments in this literature.

Philip Lane (TCD) also produced three papers that analyse monetary and fiscal policy in these settings. In 'Monetary-Fiscal Interactions in an Uncertain World: Lessons for European Policymakers’, the focus is on policy formation under EMU; in 'Exchange Rate Regimes and Monetary Policy in Small Open Economies', the optimal macroeconomic policies for the accession countries are analysed; while 'Business Cycles and Macroeconomic Policy in Emerging Market Economies’ focuses on reforms to improve macroeconomic policy in emerging market economies. 

The CEPR team has also been very active in this area. In collaboration with Charles Engel (Wisconsin), Michael Devereux (CEPR) made contributions in terms of incorporating limited pass through into the analysis of optimal monetary and exchange rate policies. They have also studied the implications of noise trading in financial markets for macroeconomic outcomes. Another dimension has been to introduce investor heterogeneity as a source of exchange rate dynamics, as in Bacchetta (CEPR) and van Wincoop (2003). These authors have also shown in a rigorous manner how exchange rate uncertainty influences trade volumes in a microfounded open-economy model. Sutherland worked on analysis of optimal policy in a small open economy setting. At a technical level, he also developed a new second-order approximation technique that is proving very helpful in the analysis of increasingly complex open-economy macroeconomic models.

At Cologne, Ibrahim Chowdhury worked on a joint research project with Andreas Schabert on assessing money supply rules. They provided evidence that US Federal Reserve policy can be characterised by a simple contingent money supply rule, according to which the growth rate of non-borrowed reserves depends on expected changes in inflation. The Volcker-Greenspan era was found to be associated with significantly negative inflation elasticity, whereas their estimates indicated that the Federal Reserve in the pre-1980 era supplied money in a mildly accommodating way. While these results appeared to be consistent with corresponding evidence on interest rate rules, theoretical analyses provided a different view. By applying a conventional monetary business cycle model, it was shown that both money supply regimes were not destabilising, which cast doubt on the hypothesis that self-fulfilling expectations contributed to high and volatile inflation rates in the pre-1980 era. It was further shown that optimal monetary policy under commitment could be implemented by a money supply rule with negative inflation elasticity, implying that the pre-1980 regime was less successful in dampening macroeconomic fluctuations triggered by fundamental disturbances. Regarding the transmission of money supply shocks, it was further shown that negative inflation elasticity raises the likelihood of a liquidity effect and lowers the persistence of output responses.

Andreas Schabert (Cologne) and Ludger Linnemann (Cologne) collaborated in a research project on interactions between fiscal and monetary policy in a business cycle model with open market operations. Consensus monetary business cycle theory is hardly able to rationalise why fiscal policy is repeatedly found to stimulate private consumption and why monetary policy should care about Ricardian fiscal policy. They demonstrated that this changes when government bonds provide liquidity services. They developed a simple business cycle, which could be solved analytically, where money is supplied via open market operations. When only government bonds are accepted as collateral for money and private debt earns a higher interest, real public debt eases households' access to money and Ricardian equivalence does not hold. Interest rate policy is not restricted by requirements for equilibrium determinacy and its effects are consistent with common priors. Shocks are propagated via changes in financial wealth and persistence is altered by the stance of fiscal and monetary policy. Government expenditures, which are not completely tax financed, can raise private consumption when monetary policy is not too reactive. Similarly, a moderate interest rate policy allows a deficit financed tax cut to stimulate real activity.

Also at Cologne, Axel A Weber and Guenter W Beck examined the dynamics of regional inflation rates and their dispersion before and during EMU by using data for overall CPI and for 12 subcategories of goods from 72 European regions. They found strong evidence of regional inflation convergence, with half-lives of around two years. They also detected a positive relationship between average inflation and regional inflation dispersion and a significant reduction in inflation dispersion during the 1990s, but not in EMU. Kernel estimation methods also revealed convergent inflation distribution dynamics. Their results suggested that the deflationary risks associated with an ECB inflation target range of 1-2% are small. In a similar line of research they also used a set of regional CPI data to examine the dynamics of inflation dispersion within the US, Canada and Japan. In all three countries they found a significant degree of inflation dispersion. Based on methods applied in the empirical growth literature, they provided evidence of significant mean reversion (beta-convergence) and dispersion reduction (sigma-convergence) of inflation. Their findings for the within-distribution dynamics based on kernel density estimation suggested that large deviations from average inflation would revert to the mean with a probability of around 50 percent. Within-distribution dynamics were strong for Japanese prefectures and weaker for the US metropolitan areas. 

In 'International Business Cycles: The Quantitative Role of Transportation Costs', Elisabetta Mazzenga and Morten Ravn (LBS) evaluated the quantitative effects of introducing costs of transportation into an international trade model. They modelled these costs through the introduction of international transportation services sector. Costs of transportation have substantial long-run effects on welfare and may impact on the pattern of trade. However, business cycle effects on relative price movements and on international co-movements are less pertinent since decreased trade volatility counteracts the effects of transportation cost variations. Nevertheless, it was also shown that costs of transportation combined with delivery lags go a long way towards resolving, in particular, the international comovement puzzle.

Based on the estimation of a theoretically consistent gravity equation, together with a careful computation of transportation costs across countries and industries, 'Intra-national versus International Trade in the European Union: Why do National Borders Matter?' by Natalie Chen (Young Researcher, LBS) first provided estimates of ‘border effects’ among EU countries. The second objective was to examine the reasons for border effects. Contrary to previous findings reported in the literature, she showed that national trade barriers do provide an explanation. In particular, technical barriers to trade, together with firm and product-specific information costs, increase border effects, whereas non-tariff barriers are not significant. The results suggested, however, that these barriers are not the only cause since the spatial clustering of firms was also shown to matter.

In 'The Behaviour of Relative Prices in the European Union: A Sectoral Analysis', Natalie Chen (Young Researcher, LBS) used multivariate unit root test methods to investigate the Purchasing Power Parity (PPP) hypothesis at the sectoral level across six European countries over the last seventeen years. Evidence of mean reversion toward PPP was found for the relative prices of some sectors and countries. Mean reversion in relative prices was explained by cross-country and cross-sectoral characteristics such as the distance between countries, nominal exchange rate volatility, differences in GDP per capita, non-tariff barriers, research and development, advertising, industrial concentration and tradability of the products.
Kim Kaivanto (Young Researcher, EBSE Tel Aviv) plans to draw upon the ‘survival’ literature that was initiated by the ‘bold play’ result of Dubins and Savage (1965) How to Gamble if You Must. This literature found that an agent concerned with the maximization of their probability of survival has a risk aversion or proclivity that is a function of its stock of capital. The closer the agent comes to their bankruptcy threshold, the more risk-seeking the agent (optimally) becomes. In the context of choice theory, the results of this survival literature may be exploited to develop a model where preferences are not simply an external or given ‘trait’ of the decision maker, but instead preferences (and risk aversion/proclivity) may be modelled in terms of (i.) committed expenditures and consumption requirements over time, (ii.) the investment opportunity set, i.e., the set of gambles available to the decision maker, and (iii.) the maximization of the decision maker’s probability of survival given (i.) and (ii.).

Torben Andersen (EPRU) continued his work on the need and potential for active stabilization policies in open economies, using the new open-economy macro approach. A main concern in his recent work has been whether the combination of a common monetary policy in a monetary union and decentralized (national) fiscal policies leads to an appropriate fiscal-monetary policy mix.

1.1.2 International Capital Flows

Philip Lane (TCD), in collaboration with Gian Maria Milesi-Ferretti (IMF and CEPR), worked on three papers on international capital market integration during this period. In 'Long-Term Capital Movements', the focus was on explaining the determinants of long-term net foreign asset positions as a function of relative incomes, demographic factors and public debt. Mathias Hoffmann (Young Researcher, TCD) expanded on this work by looking separately at the determinants of long-term savings and investment trends. 'Long-Term Capital Movements' also contains results on the relation between net foreign asset position, rates of return and trade balance dynamics and also on the ‘portfolio balance’ risk premium in national real interest rates. This work has been extensively cited by the European Commission in its recent work on the implications of ageing populations for capital markets. In 'External Wealth, the Trade Balance and the Real Exchange Rate', the focus was on showing that the link between net foreign assets and real exchange rates critically depends on the rates of return earned on foreign assets and paid out on foreign liabilities. In 'International Financial Integration', new IMF data on international investment positions were exploited to consider the determinants of international financial integration. This paper also considered results on the behaviour of rates of return on foreign assets and liabilities.

Helene Rey (CEPR) and Pierre-Olivier Gourinchas in 'International Financial Adjustment' proposed a unified framework to understand the dynamics of net foreign assets and exchange rate movements. Focusing on the financial account and its determinants, they showed that countries' capital gains and losses on net foreign assets constitute a key channel for external adjustment. For example, a depreciation of the domestic currency or a drop in the domestic stock market index improves the sustainability of a country's external position by decreasing the value of its liabilities to foreigners. Their theory implied that deviations from trend of net exports to net foreign assets contain information about future portfolio returns and, possibly, future exchange rate changes. Using quarterly data on US gross foreign positions and returns, they found that adjustments in the country's external position occur indeed mostly through portfolio revaluations, not through future changes in net exports. They also found evidence of predictability of net foreign asset portfolio returns at horizons between one quarter to three years. These results cast a new light on the sustainability of US current account deficits.
Helga Kristjansdottir (Young Researcher, EPRU) has carried out theoretical and empirical work on the determinants of foreign direct investment.

The introduction of the Euro on 1 January 1999 created the conditions for an integrated government bond market in the Euro area. 'Defining Benchmark Status: An Application using Euro-Area Bonds', by Richard Portes (LBS) with Peter Dunne and Michael J Moore, used a unique dataset from the electronic trading platform Euro-MTS, and considereds what is the ‘benchmark’ in this market. They developed and applied two definitions of benchmark status that differ from the conventional view that the benchmark is the security with lowest yield at a given maturity. Using Granger-causality and cointegration methods, they found a complex pattern of benchmark status in euro-area government bonds.

Assaf Razin, Ashoka Mody and Efraim Sadka (EBSE Tel Aviv) employed a gravity model of bilateral FDI and portfolio capital flows in order to explain determinants of the mobility of financial capital across countries. The authors identified three main categories of variables that significantly explain FDI inflows in the data. First, a positive correlation between the industry specialization in the source countries and FDI flows into the destination countries was shown to exist. Second, the ease of communications between the source country and the destination country (as measured by telephone densities in each country) was found to have positive effects on the size of FDI flows. Third, countries with higher debt-equity ratios of publicly traded companies were found to attract less FDI flows.

Razin and Sadka, with Tarek Coury (Cornell University), also looked at the effect of trade openness on the boom-bust investment cycles and the volatility of the terms of trade. They developed a model in which the economy may oscillate between 'optimistic' expectations, 'good' terms of trade, and investment boom and 'pessimistic' expectations, 'bad' terms of trade and investment bust. They found that the volatility is linked to the set up cost of investment. This finding may help to explain the excessive volatility of the terms of trade of developing countries, relative to industrial countries. The former countries have typically inadequate infrastructure stock of capital leading to high set up coasts of investment.

Harry Huizinga (CentER) made several contributions in this area, looking at the impact of EMU on financial market structure and also the impact of deposit insurance schemes on international flows of bank deposits.

Harald Hau and Hélène Rey (CEPR) produced a new equilibrium model in which exchange rates, stock prices and capital flows are jointly determined under incomplete foreign exchange risk trading. This is highly innovative work that seeks to jointly explain currency and capital market movements at high frequencies.

1.1.3 International Tax

Several members of the EPRU team studied the implications for the behaviour of multinational companies and for tax competition among governments of a recent proposal by the European Commission to move towards a common consolidated tax base for multinational companies operating in the European Union. According to the proposal, the corporate tax base should be allocated across countries according to a formula reflecting the economic activity of the multinational company in each jurisdiction (formula apportionment). Soren Bo Nielsen (EPRU) and Pascalis Raimondos-Møller (EPRU) studied the implications of formula apportionment for the transfer pricing behaviour of multinationals competing in oligopolistic markets, and Wolfgang Eggert (Young Researcher, EPRU) analysed the incentives for tax competition among governments under formula apportionment. A similar theme was taken up in joint work between Eggert and Peter Birch Sorensen (EPRU) who paid special attention to the implications of the effects of the shifting of taxable profits through debt shifting between affiliates of a multinational group. Raimondos-Moeller (EPRU) also analysed the effects of transfer pricing rules on the incentives for tax competition. In addition, Sorensen (EPRU) did research on the quantitative effects of corporate income tax competition and on the effects of international information exchange among tax authorities, using an applied general equilibrium model of the OECD economy. Eggert also did work to uncover the conditions under which governments could be induced to engage in international information exchange on a voluntary basis.

1.1.4.  International Systemic Issues and Crisis Management

Michael Hutchison (EPRU) carried out empirical research on the macroeconomic effects of so-called ‘sudden stops’, defined as the simultaneous occurrence of a currency/balance of payments crisis with a reversal of capital flows. Focusing on financial crises in emerging markets, he identified sudden-stop episodes and developed a methodology to distinguish between the output effects of currency crises, capital inflow reversals, and sudden-stop crises. He found that sudden-stop crises have a large negative impact on output over and above the output loss caused by currency crises.

'Trade, Finance, Specialization and Synchronization', by Jean Imbs (LBS), investigated the determinants of business cycles synchronization across regions. He used both international and intranational data to evaluate the linkages between trade in goods, trade in financial assets, specialization and business cycles synchronization in the context of a system of simultaneous equations. In all specifications, the results were as follows. (i) Simultaneity is important, as both trade and financial openness have a direct and an indirect effect on cycles of synchronization. (ii) A variety of alternative measures of financial integration suggested that economic regions with strong financial links are significantly more synchronized, even though they are also more specialized. (iii) Specialization patterns have a sizeable effect on business cycles, above and beyond their reflection of intra-industry trade and of openness to goods and assets trade. (iv) The simultaneous approach made it possible to disentangle the impacts of both inter- and intra-industry trades. The estimated role of trade was in line with existing models once intra-industry trade is controlled for. Furthermore, trade-induced specialization was found to have virtually no effect on cycles synchronization. The results obtain in a variety of datasets, measurement strategies and specifications. They relate to a recent strand of International Business Cycles models with incomplete markets and transport costs, and on the empirical side, point to an important omission in the list of criteria defining an Optimal Currency Area, namely specialization patterns.

Why are emerging markets apparently unable to borrow in their own currency long term? Bartosz Mackowiak (Young Researcher, Rome III) and Giancarlo Corsetti (Rome III) explored this issue by looking into the fiscal roots of currency instability. Their analysis focused on the maturity and currency denomination of public debt. In a joint paper, they analysed macroeconomic dynamics in reaction to a shock that increases the real value of debt relative to government's primary surpluses. In response to such a shock, the rate of price level inflation and exchange rate devaluation depend on denomination of debt, whereas their timing – on nominal debt's maturity. They found that the adjustment to a fiscal imbalance could take the form of a real appreciation and a current account deficit if the exchange rate parity is kept temporarily fixed, followed by a real depreciation and a current account surplus coincident with devaluation. The analysis suggested a broader view of: (1) fiscal consequences of inflation and devaluation, (2) macroeconomic effects of fiscal shocks, and (3) interations between fiscal and monetary policy, relative to standards in the open-economy literature.

Bartosz Mackowiak (Young Researcher Rome III) further developed the above ideas in a fully-fledged general equilibrium stochastic model of 'Macroeconomic Regime Switches and Speculative Attacks'. The model was the first example of the literature on the so-called Fiscal Theory of the Price Level to confront the issue of uncertainty and reversibility of unsustainable fiscal paths. He derived possible self-fulfilling crisis due to debt dynamics.

How should the international financial architecture be reformed? Providing more liquidity to crisis countries may contain the efficiency losses from capital account reversals. However, it may create moral hazard at the level of local government and international investors. Giancarlo Corsetti (Rome III), together with Bernardo Guimaraes (Yale) and Nouriel Roubini (New York University), developed a tractable analytical framework to study these issues -- one of the first models of liquidity provision and moral-hazard distortions. Drawing on global games, in their model an international institution providing liquidity could help stabilize financial markets via coordination of agents' expectations, and influenced incentives faced by policy makers to undertake efficient-enhancing reform. The authors showed that the influence of an international lender of last resort increased with the size of its interventions and the precision of its information: agents were willing to role over their debt and the probability of a crisis was therefore lower. Different from the conventional view, liquidity provision and reforms can be strategic complements: domestic government would not undertake costly reforms unless contingent liquidity assistance is provided.

What fraction of the macroeconomic fluctuations in emerging markets is attributable to external shocks? What are the effects of shifts in US monetary policy in emerging markets? Bartosz Mackowiak (Young Researcher Rome III) conducted a thorough econometric assessment using up-to-date structural vector autoregressions. A substantial fraction of the fluctuations in emerging markets was found to be because of shocks originating in the industrial world.

Panagiotis Konstantinou (Young Researcher Rome III) studied the market structure of the banking system in a set of transition countries, and found that in the vast majority of cases banking systems operate under Monopolistic Competition. In this paper, he employed reduced-form revenue equations in a panel framework, estimating the Panzar-Rosse h-statistic. The procedure controlled for heterogeneity by conditioning estimation on bank-specific characteristics, so as to account for differences in financial risk, size and finance mix.

Helene Rey (CEPR) and Philippe Martin analysed the impact of financial globalization on asset prices, investment and the possibility of crashes driven by self-fulfilling expectations in emerging markets. In a two-country model with one emerging market (intermediate income level) and one industrialized country (high-income level), they showed that liberalization of capital flows increases asset prices, investment and income in the emerging market. For intermediate levels of international financial transaction costs, however, they found that pessimistic expectations can be self-fulfilling, leading to a financial crash. The crash is accompanied by capital flight, a drop in income and investment below the financial autarky level and more market incompleteness. They showed that emerging markets are more prone to financial crashes simply because they have a lower income level and not because of the existence of market failures (moral hazard or credit constraints), bad monetary policies or exchange rate regimes.
Alex Cukierman's (EBSE Tel Aviv), in 'The Choice of Exchange Rate Bands: Balancing Credibility and Flexibility' developed a framework for the optimal choice of exchange rate bands within an environment in which policymakers dislike nominal exchange rate variability, but value the flexibility to adjust the nominal exchange rate in order to attain real exchange rate objectives in the face of stochastic shocks to the current and capital accounts of the balance of payments. The study featured imperfect reputation about the limited commitment ability of policymakers. Cukierman provided an endogenous characterization of the optimal exchange rate band in terms of the underlying distribution of shocks and of the reputation of policymakers. The effects of the position of the exchange rate within the band, and those of other parameters, on the credibility of the band were also investigated.
In 'The Choice of Exchange Rate Regime and Speculative Attacks', Cukierman developed a framework for studying the choice of exchange rate regime in an open economy where the local currency is vulnerable to speculative attacks. The optimal regime is determined by a policymaker who trades off the loss from nominal exchange rate uncertainty, against the cost of maintaining a given regime. This cost is affected in turn by the likelihood of a speculative attack. Searching for the optimal regime within the class of exchange rate bands, he showed that the optimal regime is either a peg (a zero-width band), a free float (an infinite-width band), or a non-degenerate finite width band. In the latter case, the exchange rate is allowed to move freely only within a band set around some centre rate. He examined the determinants of the optimal bandwidth and showed, among other things, that, ceteris paribus, lower costs of moving across currencies induce policymakers to set more flexible exchange rate systems. This lowers, in turn, the likelihood of financial crises. More generally the framework of the paper can be used to shed new light on the recent worldwide trend towards a bipolar system of exchange rate arrangements.
In 'Are Contemporary Central Banks Transparent about Economic Models and Objectives, and What Difference Does it Make?', Cukierman documented the opaqueness of central banks about the economic models they use to choose policy, but argued that this is largely due to the lack of consensus about the correct model of the economy within the economic profession. The latter is illustrated by contrasting three currently popular models of the transmission mechanism. Although the inflation targets of Western central banks are currently quite clear they tend to be hazy about their output targets and about whether they are strict or flexible inflation targeters, and in the second case, how flexible. They are also remarkably silent about the shape of their loss function, particularly so with respect to losses from alternative values of the output gap in spite of the fact, that in an uncertain world, policy decisions are affected by the shape of the loss function in the entire range of output gaps. The second part of the study first reviewed the case for believing that at least some central banks are, given inflation, more averse to negative than to positive output gaps and then investigates the consequences of this asymmetry for average inflation.
Assaf Razin and Efraim Sadka (EBSE) developed a Brazilian-type model of debt crisis. The model captures important features of the Brazil debt crisis.  Its applicability to Brazil lies in two common features: 

(1) Both in the model and in the case of Brazil, the macro fundamentals are sound (e.g., the primary surplus in Brazil is around 2.25 percent of GNP).

(2) Both in the model and in the Brazilian case the 'co-ordinator' of market expectations is outside the economic fundamentals of the economy. In Brazil the 'co-ordinator' appears to be the forthcoming elections, with an expected regime change. 

They developed a stylised model of multiple equilibria, with country risk spreads at the focus of the analysis. Fears that the country default on its debt triggers a reversal in the direction of inflows of international financial capital raise interest-rate spreads and thus the cost of servicing the public debt. The analytical framework is standard: creditors observe the output of borrowing only at a cost. Whether Brazil can return to robust growth seems to crucially depend on whether lower interest rates could be restored, as in the model.
1.2 Joint Publications

Eijffinger, S. (Tilburg), M. Hoeberichts (Cologne) and E. Schaling, 'Why Money Talks and Wealth Whispers: A Reply', Journal of Money, Credit, and Banking, Vol. 35, No. 1, February 2003

Eijffinger, S. (Tilburg) and M. Hoeberichts (Cologne), 'Central Bank Accountability and Transparency: Theory and Some Evidence', International Finance, Vol. 5, No. 1, Spring 2002
Huizinga, H. (Tilburg) and S. B. Nielsen (EPRU), 'The Coordination of Capital Income and Profit Taxation with Cross-Ownership of Firms', Regional Science and Urban Economics, 2002.

Huizinga, H. (Tilburg) and S. B. Nielsen (EPRU), 'Withholding Taxes or Information Exchange: The Taxation of International Interest Flows', Journal of Public Economics, 2002.
Lane, P. (TCD), and Devereux, M. (CEPR), 'Understanding Bilateral Exchange Rate Volatility', CEPR Discussion Paper DP3518, August 2002, and forthcoming in Journal of International Economics
Uhlig, H. (Tilburg) and M. Ravn (LBS), 2002, 'On Adjusting the HP-Filter for the Frequency of Observations', Review of Economics and Statistics, 84(2), May 2002, 371-76 

Imbs, J. (LBS), H. Mumtaz, M. O. Ravn (LBS) and H. Rey (CEPR), 2002, 'Non-Linearities and Real Exchange Rate Dynamics', London Business School Discussion Paper no. 2003/17. Forthcoming, Journal of the European Economic Association.

Imbs, J. (LBS), H. Mumtaz, M. O. Ravn (LBS) and H. Rey (CEPR), 2002, 'PPP Strikes Back: Aggregation and the Real Exchange Rate', CEPR Discussion Paper DP3715; NBER working paper no. 9372.

Other Related Publications of the Network

Work by Young Researchers is shown in bold.

1.2.1 Trinity College Dublin

Begg, D., F. Canova, A. Fatas, P. de Grauwe, P. Lane, 2002, Surviving the Slowdown, Monitoring the European Central Bank 4, CEPR

Ganelli, G. and P. Lane, 2002, 'Dynamic General Equilibrium Analysis: The Open Economy Dimension' in S. Altug, J. Chaddha, C. Nolan, eds Elements in Dynamic Macroeconomic Analysis, Cambridge University Press, forthcoming. Also Released as CEPR Discussion Paper DP3540.

Ganelli, G., 2003, 'Useful Government Spending, Direct Crowding Out and Fiscal Policy Interdependence', Journal of International Money and Finance 22 (1), February 2003, pp. 87-103.

Ganelli, G., 2002, 'The New Open Economy Macroeconomics of Government Debt', Trinity Economic Paper No. 14

Ganelli, G., 2002, 'Fiscal Policy Rules in an Overlapping Generations Model with Endogenous Labour Supply', Trinity Economic Paper No. 15
Ganelli, G., 'Finite Horizons, Temporary Nominal Rigidities and Fiscal Policy', mimeo. 

Ganelli, G., 'Home Bias in Government Spending and Quasi-Neutrality of Fiscal Shocks', mimeo.

Lane, P., 2002, 'Business Cycles and Macroeconomic Policy in Emerging Market Economies', International Finance, forthcoming, and presented at the Council on Foreign Relations conference on Stabilization Policy (New York).

Lane, P. and G.M. Milesi-Ferretti, 2003, 'International Financial Integration', CEPR Discussion Paper DP3769, and International Monetary Fund Staff Papers, forthcoming. Presented at the IMF’s Third Annual Research Conference, 2002.

Lane, P., 2003, 'The Cyclicality of Fiscal Policy: Evidence from the OECD', forthcoming in Journal of Public Economics.

Lane, P., and G.M. Milesi-Ferretti, 2002, 'External Wealth, the Trade Balance and the Real Exchange Rate', European Economic Review, 46, 1049-1071

Lane, P. and G.M. Milesi-Ferretti, 2002, 'Long-Term Capital Movements' NBER Macroeconomics Annual 16, 73-116

Lane, P. and G.M. Milesi-Ferretti, 2002, 'Long-Run Determinants of the Irish Real Exchange Rate', Applied Economics, 34(5), 549-553

Lane, P., 2003, 'International Financial Institutions and the CIS-7'. Prepared for IMF/World Bank/EBRD/ADB CIS-7 Initiative Lucerne Conference, January 2003.

Lane, P., 2002, 'Monetary-Fiscal Interactions in an Uncertain World: Lessons for European Policymakers', in M. Buti (ed.) Monetary and Fiscal Policies under EMU: Interaction and Coordination, Cambridge University Press, forthcoming. Presented at European Commission conference, March 8 2002.

Lane, P., 'Exchange Rate Regimes and Monetary Policy in Small Open Economies', The Choice of Exchange Rate Regime and Monetary Policy Rules in Accession to EU and in Entry to EMU  (Bank of Estonia), November 2002.

Lane, P., Comment on 'Delocation and European Integration: Is Structural Spending Justified?', Economic Policy, October 2002.

Lane, P., 'Comment on: Net foreign assets and the exchange rate: Redux revived', Journal of Monetary Economics 49, July 2002, 1099-1102.

Lane, P., 'Labor, Capital and Finance: International Flows', The World Economy, November 2002.

1.2.2 CentER

Eijffinger, S.C.W. and P. Stadhouders, 2002, 'Monetary Policy and the Rule of Law', CEPR Discussion Paper DP3698

Buti, M., S.C.W. Eijffinger and D. Franco, 2002, 'Revisiting the Stability and Growth Pact: Grand Design or Internal Adjustment?', CEPR Discussion Paper DP3692

Eijffinger, S.C.W. and B. Goderis, 2002, 'Financial Crises, Monetary Policy and Financial Fragility; A Second-Generation Model of Currency Crises', CEPR Discussion Paper DP3637

Huizinga, H., 2003, 'Withholding Taxes or Information Exchange: the Taxation of International Interest Flows', forthcoming in Journal of Public Economics.

Huizinga, H., 2002, 'A European VAT on Financial Services?', Economic Policy, October 2002.

Huizinga, H., 2002, 'EMU and Financial Market Structure', in EMU and Economic Policy in Europe, edited by Marco Buti and André Sapir

Huizinga, H. and G. Nicodeme, 2002, 'Deposit Insurance and International Bank Deposits' (with Gaetan Nicodeme), CEPR Discussion Paper DP3244.

Uhlig, H. and M. Letta, 2002, 'The Sharpe Ratio and Preferences: A Parametric Approach', Macroeconomic Dynamics, 6(2), April 2002, 242-65 

1.2.3 CEPR

Bacchetta, P. and E. van Wincoop, 'A Theory of the Currency Denomination of International Trade', NBER Working Paper No. 9039.

Bacchetta, P. and E. van Wincoop 'Why Do Consumer Prices React less than Import Prices to Exchange Rates?' NBER WP No. 9352, forthcoming in the Journal of the European Economic Association, Papers and Proceedings.

Devereux, M. and C. Engel, 2002, ‘Exchange Rate Pass-Through, Exchange Rate Volatility, and Exchange Rate Disconnect,’ Journal of Monetary Economics, June 2002, 913-940.

Devereux M. and D. Cook, 2002, ‘Capital Controls in Malaysia: Effectiveness and Side Effects', Asian Economic Papers, 1 49-82

Sutherland, A., 2001, 'Incomplete Pass-Through and the Welfare Effects of Exchange Rate Variability' CEPR Discussion Paper DP3431.

Sutherland, A., 2001, 'A Simple Second-Order Solution Method for Dynamic General Equilibrium Models' CEPR Discussion Paper DP3554. 

Sutherland, A., 2002, 'The Expenditure Switching Effect, Welfare and Monetary Policy in an Open Economy', manuscript.

Sutherland, A., 2002, 'Cost-Push Shocks and Monetary Policy in Open Economies', Deutsche Bundesbank Working Paper 27/02.

Sutherland, A., 2002, 'International Monetary Policy Co-ordination and Financial Market Integration' European Central Bank Working Paper No.174.

1.2.4 CFS/Cologne

Chowdhury, I., and L. Sarno, 'Time-Varying Volatility in the Foreign Exchange Market: New Evidence on Its Degree of Persistence and on Cross-Currency Spillovers', November 2002; Journal of Business Finance and Accounting (forthcoming) 

Chowdhury, I., L. Sarno, and M. Taylor, 'Nonlinear Dynamics in Deviations from the Law of One Price: A Broad-Based Empirical Study', CEPR Discussion Paper DP3377, May 2002; Journal of International Money and Finance (forthcoming) 

Schabert, A. and L. Linnemann, 'Monetary Policy, Agency Costs, and Output Dynamics', forthcoming in German Economic Review, 2003

Schabert, A. and L. Linnemann, 'Fiscal policy in the New Neoclassical Synthesis', forthcoming in Journal of Money, Credit, and Banking
Chowdhury, I., 'Sources of Exchange Rate Fluctuations: Empirical Evidence from Six Emerging Market Countries', February 2003

Chowdhury, I. and L. Sarno, 'The Behaviour of the Real Exchange Rate: Evidence from an Alternative Price Index', February 2002

Linnemann, L., ‘Endogenous Real Wage Rigidity and Monetary Business Cycle Dynamics’, (First version July 2002)

Linnemann, L., ‘Openness and the Fiscal Multiplier’, (First version October 2002)

Linnemann, L., ‘Fiscal Increasing Returns and the Effect of Public on Private Consumption’, (First version November 2002)

Schabert, A., 'On the Equivalence of Money Growth and Interest Rate Policy' (Revised version April 2003, resubmitted to Journal of Monetary Economics)

Schabert, A., 'Identifying Monetary Policy Shocks with Changes in Open Market Operations', (Revised version November 2002, resubmitted to European Economic Review)

Schabert, A., 'On the Relevance of Open Market Operations for Short-Run Effects of Monetary Policy', (Current version March 2003)

Schabert, A., 'Has Federal Reserve Policy Contributed to the Price Puzzle?', (Current version January 2003)

Schabert, A., 'Central Bank Instruments, Fiscal Policy Regimes, and the Requirements for Equilibrium Determinacy', (First version December 2002)

Linnemann, L. and A. Schabert, 'Monetary Policy, Exchange Rates, and Real Indeterminacy' (Current version January 2003)
Linnemann, L. and A. Schabert, 'Can Fiscal Spending Stimulate Private Consumption?' (First version October 2002)

Linnemann, L. and A. Schabert, 'Fiscal-Monetary Policy Interactions and Macroeconomic Stability, (First version June 2002)

Brückner, M. and A. Schabert, 'Can Money Matter for Interest Rate Policy?', (Current version July 2002)

Brückner, M. and A. Schabert, 'Supply-side effects of monetary policy and equilibrium multiplicity (with Matthias Brückner)

Beck, G.W. and A. A. Weber, 'Price Stability, Inflation Convergence and Diversity in EMU: Does One Size Fit All?', February 2003.
Beck, G.W. and A. A. Weber, 'Inflation Dispersion and Convergence in Monetary and Economic Unions: Lessons for the ECB', November 2002

Hoeberichts, M., 'The Credibility of Central Bank Announcements', CFS Working Paper 2002/9

1.2.5 EBSE

Cukierman, A., L. Leiderman and Y. Spiegel, 2003, 'The Choice of Exchange Rate Bands: Balancing Credibility and Flexibility', Journal of International Economics, forthcoming

Cukierman, A., I. Goldstein and Y. Spiegel, 2003, 'The Choice of Exchange Rate Regime and Speculative Attacks', CEPR Discussion Paper DP3714

Cukierman, A., 2002, 'Are Contemporary Central Banks Transparent about Economic Models and What Difference Does it Make?', Federal Reserve Bank of St Louis Review, 84(4), July - August 2002, 15-45

Coury, T., A. Razin and E. Sadka, 2002, 'Trade Openness and Investment Instability', CEPR Discussion Paper DP3259

Mody, A., A. Razin and E. Sadka, 2002, 'The Role of Information in Driving FDI: Theory and Evidence', CEPR Discussion Paper DP3619

Razin, A. and E. Sadka, 2002, 'A Brazilian Debt-Crisis Model', CEPR Discussion Paper DP3541

Kaivanto, K. and P. Stoneman, 'Risk Shifting, Technology Policy and Sales Contingent Claims: When is Launch Aid to the Aerospace Industry a Subsidy?', submission to Journal of Public Economics pending. 

Kaivanto, K. and P. Stoneman, 'Innovation and Technical Change in the UK', due to appear in Nick Crafts (Editor), The British Economy Since 1945.

1.2.6 EPRU

Andersen, T.M., 2002, 'Nominal Rigidities and the Optimal Rate of Inflation', European Journal of Political Economy, 18, pp. 375-389

Andersen, T.M., 2002, and Steinar Holden, Stabilization Policy in Open Economies, Journal of Macroeconomics, pp. 293-312.

Eggert, W. (Young Researcher) and M. Kolmar, 'Residence - Based Capital Taxation in a Small Open Economy: Why Information is Voluntarily Exchanged and Why It is Not', International Tax and Public Finance, 9, pp. 465-482

Eggert, W. and A. Weichenrieder, 'Steuerreform und Unternehmensfinanzierung' (Tax Reform and Corporate Financial Policy), Jahrbücher für Nationalökonomie und Statistik, 222, pp. 531-555

Eggert, W., 'Nationale Besteuerung und wirtschaftliche Integration' (Essays in International Taxation), in  Hans- Werner Sinn and Wolfgang Wiegard (eds.): Beitrage zur Finanzwissenschaft, Mohr Siebeck, Tübingen.

Eggert, W. and M. Kolmar, 2002, 'Information Sharing, Multiple Nash Equilibriua, and Asymmetric Capital-Tax Competition', EPRU Working Paper Series no. 2002-01

Eggert, W. and G. Schjelderup, 2003, 'Symmetric Tax Competition Under Formula Apportionment', forthcoming in Journal of Public Economic Theory
Hutchison, M.M., 2002, 'European Banking Distress and EMU: Institutional and Macroeconomic Risks', Scandinavian Journal of Economics, vol. 104, no. 3, 2002, pp. 365-389.

Hutchison, M.M. and I. Nueberger, 2002, 'Output Costs of Currency and Balance of Payments Crises in Emerging Markets', Comparative Economic Studies XLIV, No. 2 (Summer)

Hutchison, M.M., 2002, 'ECB Foreign Exchange Market Intervention and the EURO: Institutional Framework, News and Intervention', Open Economies Review, vol. 13, no. 4, pp. 413-425. 

Hutchison, M.M. and I. Neuberger, 2002, 'How Bad Are Twins? Output Costs of Currency and Banking Crises', EPRU Working Paper Series no. 2002-09.

Fatum, R. and M.M. Hutchison, 2002, 'ECB Foreign Exchange Intervention and the Euro: Institutional Framework, News and Intervention', EPRU Working Paper Series, no. 2002-10.

Fatum, R. and M.M. Hutchison, 2002, 'Is Foreign Exchange Market Intervention an Alternative to Monetary Policy?' Evidence from Japan, EPRU Working Paper Series, no. 2002-11.

Hutchison, M.M. and I. Noy, 2002, 'Sudden Stops and the Mexican Wave: Currency Crises, Capital Flow Reversals and Output Loss in Emerging Markets', EPRU Working Paper Series, no. 2002-12.
Fuest, C., B. Huber and S.B. Nielsen, 2002, 'Why is the Corporate Tax Rate Lower than the Personal Tax Rate?', Journal of Public Economics
Nielsen, S.B, P. Schou and J. Krogh Søbygård, 2002, 'Elements of Income Tax Evasion and Avoidance', Swedish Economic Policy Review
Raimondos-Møller, P. and K. Scharf, 2002, 'Transfer Pricing Rules When Governments Compete', Oxford Economic Papers, 54, pp. 230-246.

Sørensen, P.B., 2002, 'The German Business Tax Reform of 2000: A General Equilibrium Analysis', German Economic Review, vol. 3, issue 4, pp. 347-378

Sørensen, P.B., 2002, 'To Harmonise or not to Harmonise', CESifo Forum, vol. 3, no. 1

1.2.7 London Business School 

Ravn, M. O. and E. Mazzenga, 2002, 'International Business Cycles: The Quantitative Role of Transportation Costs', LBS Discussion Paper 2002/11, CEPR Discussion Paper DP3530. Forthcoming, Journal of International Money and Finance.

Portes, R., 2002, ‘The Euro and the International Financial System’, pp. 334-356 of M Buti and A Sapir, eds., EMU and Economic Policy in Europe: The Challenge of the Early Years, Edward Elgar.

Portes, R., Discussion of H. Hau, et al., ‘How Has the Euro Changed the Foreign Exchange Market?’, Economic Policy 34, April 2002, 182-185.

Portes, R., Discussion of B. Eichengreen and A. Rose, ‘Does It Pay to Defend against a Speculative Attack?’, pp 82-84 of M. Dooley and J. Frankel, eds., 2003, Managing Currency Crises in Emerging Markets, University of Chicago Press for NBER.

Portes, R., Discussion of Y. C. Park and Y. Lee, ‘Recovery and Sustainability in East Asia’, pp 316-318 of M. Dooley and J. Frankel, eds., 2003, Managing Currency Crises in Emerging Markets, University of Chicago Press for NBER.

Portes, R., P. Dunne and M. Moore, ‘Defining Benchmark Status: an Application using Euro-Area Bonds’, 2002, London Business School Discussion Paper 2002/10, CEPR Discussion Paper DP3490, NBER WP 9087, June.

Portes, R., Co-author and Editor of 'Making Sense of Globalization: A Guide to the Economic Issues', a study commissioned from the Centre for Economic Policy Research by the Group of Policy Advisors to the President of the European Commission, Policy Paper No. 8, CEPR,  July 2002, pp. 124.

Portes, R., ‘New Technologies, Financing Issues and Capital Flows’, in Symposium on New Technologies and Monetary Policy, Banque de France, 2002, pp. 263-268.

Chen, N., 'Intra-National Versus International Trade in the European Union: Why Do National Borders Matter?', forthcoming, Journal of International Economics, 2003. (Accepted October 2002). Also published as CEPR Discussion Paper DP3407, June 2002.

Chen, N., 'The Behaviour of Relative Prices in the European Union: A Sectoral Analysis', CEPR Discussion Paper DP3320, April 2002.

Imbs, J., 'Trade, Finance, Specialization and Synchronization', London Business School, 2003, also published as CEPR Discussion Paper DP3779, April 2003.

1.2.8 Università di Roma III

Corsetti, G., P. Martin and P. Pesenti, 2003, 'Globalization and the Transmission Mechanism', presented at the meetings of the American Economic Association on January 3, 2003, Washington DC.

Corsetti, G., L. Dedola and S. Leduc, 2002, 'Understanding the Lack of International Risk Sharing: Do Goods Markets Matter?' (presented at the ECB and 2002 AEA meetings in Atlanta).

Corsetti, G., L. Dedola, S. Leduc and P. Pesenti, 2003, 'International Transmission of Productivity Shocks' (presented at the 2003 AEA meetings in Washington).

Corsetti, G., B. Guimaraes and N. Roubini, 'Bailins vs. Bailouts: A Model of the Tradeoff Between the Need for an International Lender of Last Resort to Deal with Liquidity Runs and the Moral Hazard Distortions Generated by it'

Konstantinou, P., 'A Look at the U.S. Money Demand: Some Results Using Divisia Indexes' 

Konstantinou, P., 'Real and Nominal Links Between the UK and Germany'  

Konstantinou, P., 'The Expectations Hypothesis of the Term Structure: A Daily View of the Polish Interbank Market'  

Konstantinou, P., 'A Skeptical View of Tests of the Present Value Model of the Current Account: The Case of Credit Constraints'  

Drakos, K, and P. Konstantinou, 'Competition and Contestability in Transition Banking: An Econometric Analysis'

Konstantinou, P., 'Assessing Fiscal Solvency: Evidence from a Panel EU Countries'

Mackowiak, B., 'Macroeconomic Regime Switches and Speculative Attacks' 

Mackowiak, B., 'An Econometric Assessment Using Structural Vector Autoregressions'

Mackowiak, B., 'External Shocks, U.S. Monetary Policy and Macroeconomic Fluctuations in Emerging Markets'

1.3 Dissemination of Research Output

Research output from the Network was presented at numerous seminars, workshops and conferences:

1.3.1 TCD

Philip Lane

Presented at the European Economic Association Annual Meeting, August 2002, Venice

Presented at the Royal Economic Society Annual Meeting, March 2002, Warwick

Keynote speaker at inaugural meeting of the ECB-CFS Financial Integration Network, April 2002, Frankfurt

Keynote speaker at METU-VI conference, Ankara, September 2002

Discussant at NBER Summer Institute, July 2002, Boston

Discussant at ECB-Federal Reserve International Research Forum on Monetary Policy, ECB, July 2002, Frankfurt

Seminar presentations at ECARES and European Commission

Matthias Hoffman, Young Researcher

The paper 'Fixed versus Flexible Exchange Rates: A Panel VAR' was presented at the Irish Economic Association, Mullingar, in April 2002 and at the ‘Money, Macro and Finance and Understanding the Evolving Macroeconomy’ Programme Conference, which took place at the University of Warwick in September 2002. Additionally, the paper has been accepted for presentation at the Royal Economic Society Meeting 2003 in Warwick, which takes place in April 2003, and at the European Meeting of the Economic Society in Stockholm.

The paper 'Saving, Investment and the Net Foreign Asset Position' has been presented in December 2002 at the Workshop on ‘Population Aging and International Capital Markets’ at the MEA, University of Mannheim Conferences, and at the European Meeting of the Economic Society in Stockholm. 

Attended the Network Conference in December 2002, and the CEPR/ZEI conference 'Empirical Models of the Euro Economy Euroconference 1: Macro Performance', in June 2002. In addition, during July 2002 he took part in the Summer School in Gerzensee, which was co-organised by the network: International Macroeconomics by Professor Dr. Assaf Razin, Studienzentrum Gerzensee and CEPR.

Giovanni Ganelli, Young Researcher

International Economics Study Group, TCD, February 2002 

Royal Economic Society 2002, March 2002 

Irish Economic Association, April 2002

Ente Einaudi (Bank of Italy) Lunch Seminar (in collaboration with Roma 3), April 2002 

Money Macro and Finance Conference 2002, September 2002 

CEPR/CREI Conference 'Controlling Global Capital: Financial Liberalization, Capital Controls and Macroeconomic Performance' in Barcelona (discussant of a paper by Charles Wyplosz), October 2002

CEPR/INSEAD Conference on Fiscal Policy (discussant of a paper by Rafael Domenech and Xavier Andres), November 2002

Seminar at Cornell University, November 2002

CEPR/IIIS Conference 'Analysis of International Capital Markets' (Discussant of a paper by Pierpaolo Benigno), December 2002 

American Economic Association 2003 Conference (Discussant of a paper by Canzoneri, Cumby and Diba), January 2003

1.3.2 CentER, Tilburg

Harry Huizinga

Presented the paper 'Deposit Insurance and International Bank Deposits' (with Gaetan Nicodeme) at ECB-CFS conference on 'Capital markets and financial integration in Europe', April 2002, European Central Bank, Frankfurt.

1.3.3 CEPR

Philippe Bacchetta

European Central Bank International Research Forum, Frankfurt

European Economic Association congress, Venice 

International Conference in Economics, Ankara 

NBER International Finance and Macroeconomics meeting, Cambridge USA

European Summer Symposium in Macroeconomics, Tarragona

Conference on Evolving Credit Markets and Business Cycle Dynamics, Florence

CEPR Conference The Analysis of International Capital Markets, Dublin

CEPR Conference on Financial Liberalization, Barcelona

Centro de Estudios Monetarios y Financieros, Madrid

Universität Freiburg

Erasmus University, Rotterdam

London Business School

Alan Sutherland

'Incomplete Pass-Through and the Welfare Effects of Exchange Rate Variability' Departmental seminar, Strathclyde University, February 2001

'Cost-Push Shocks and Monetary Policy in Open Economies' Seminar presentation at the Deutsche Bundesbank, June 2002

Money, Macro and Finance conference, University of Warwick, August 2002

'A Simple Second-Order Solution Method for Dynamic General Equilibrium Models' Seminar presentation at the Deutsche Bundesbank, June 2002

'International Monetary Policy Co-ordination and Financial Market Integration' International Forum on Monetary Policy, European Central Bank, July 2002 

Departmental seminar, University of Edinburgh, October 2002

Joint organiser of RTN workshop, Dublin, December 2002

Helene Rey

Presentations at: an invited session of the EEA meetings in Venice, August 2002; NBER programme meeting (spring), Boston; World Bank Conference on international capital flows, Washington; NBER Summer Institute, Boston; NBER programme meeting (winter); Warwick ESRC Money Macro Conference; MIT/Harvard joint international economics seminar; University of Michigan; University of California at San Diego; Georgetown University; George Washington University; IMF; Princeton University.

Michael Devereux

Paper presented at Bank of Canada Annual Research Conference, November 2002 

Paper presented at Canadian Macro Study Group, November 2002 

Discussion presented at International Monetary Fund Annual Research Conference, November 2002 

Paper presented at Federal Reserve Bank of Chicago, October 2002 

Paper presented at University of Hawaii, September 2002 

Paper presented at European Central Bank, August 2002 

Paper presented at the SED meetings, NYC, June 2002 

Papers presented at Hong Kong Institute for Monetary Research, June and July 2002 

Paper presented at NBER Meetings, Cambridge MA March 2002 

Paper presented at International Monetary Fund, February 2002

1.3.4 CFS/Cologne

Ibrahim Chowdhury presented his paper 'Sources of Exchange Rate Fluctuations: Empirical Evidence from Six Emerging Market Countries' in September 2002 at the Money, Macro and Finance Research Group Annual Conference, at the University of Warwick and in July 2002 in a workshop at the Centre for European Integration Studies, University of Bonn. He also attended the CEPR/Deutsche Bank Research Workshop 'Managed Floating - An Alternative to the Two Corner Solutions?' at Kronberg January 2003, and 'Money, Macro and Finance Research Group Annual Conference' at the University of Warwick, September 2002. In July 2002 he attended a summer school at the Centre for European Integration Studies, University of Bonn.

Andreas Schabert presented his paper ‘On the Relevance of Open Market Operations for Short-Run Effects of Monetary Policy’ at university seminars at the University of Glasgow and University of Cologne. The paper ‘Has Federal Reserve Policy Contributed to the Price Puzzle?’ was presented at Darmstadt University of Technology, WHU Koblenz and University of Wuerzburg. The paper ‘Monetary Policy and Real Wealth’ was presented at the Joint Lunchtime Series of the European Central Bank, the Deutsche Bundesbank and the Center for Financial Studies in Frankfurt/Main. The paper ‘Interactions Between Fiscal and Monetary Policy in a Business Cycle Model with Open Market Operations’ was held at the Conference of the Royal Economic Society 2003, Warwick, and the paper ‘Fiscal-Monetary Policy Interactions and Macroeconomic Stability’ was presented at the Annual Meetings of the Econometric Society 2002, Venice and German Economic Association Innsbruck 2002. The paper ‘Monetary Policy, Exchange Rates, and Real Indeterminacy’ was part of the programme of the Annual Congress of the European Economic Association Venice 2002.

Axel A Weber presented his paper ‘Economic Integration and the Exchange Rate Regime: How Damaging are Currency Crises’ at a seminar at the European Central Bank, the International Monetary Fund, the Annual Meetings of the Econometric Society and the European Economic Association in 2002 in Venice, and the CEPR 2002 European Summer Symposium in Macroeconomics (ESSM) in Tarragona.

Marco Hoeberichts, Young Researcher, presented his paper 'The Credibility of Central Bank Announcements' at research seminars at the Bundesbank and the Goethe University in Frankfurt and the Econometric Society European Meeting in Venice. He also attended the May 2002 ECB-CFS Network Conference in Frankfurt, the June 2002 'ECB Watcher's Conference' in Milano, and the July 2002 International Research Forum on Monetary Policy, Frankfurt.
1.3.5 EBSE

Kim Kaivanto, Young Researcher, discussed his work with professors at the Joseph L Rotman School of Management, University of Toronto, during a trip to Canada in December. He is currently planning a dissemination tour in Switzerland to take place in May 2003.

Alex Cukierman presented  "The Choice of Exchange Rate Regime and Speculative Attacks" (joint with Itay Goldstein and Yossi Spiegel) at the conference on Controlling Global Capital: Financial Liberalization, Capital Controls and Macroeconomic Performance, Pompeu  Fabra University  and at the  Departmental seminar at the Hebrew University, Jerusalem in March 2002 and  "The Choice of Exchange Rate Bands: Balancing Credibility and  Flexibility " (joint with Yossi Spiegel and  L.eonardo Leiderman  at the Macro workshop, Tel-Aviv University in January 2003. Efraim Sadka presented  "The political Economy of Capital Income Taxation with Aging Population" at the public economics workshop at CESifo, Munich, May 2002 and  "The Role of Information in Driving FDI:  Theory and Evidence" at the AEA Meetings, Washington, January 2003. Assaf Razin presented  "The Relative Volatility of Fdi and FPI" NBER International Finance Group, October 2002;  "FDI Flows: Effect on Domestic Investment" NBER East Asia conference, Melbourne Australia, June 2002; and “East Asia and FDI ", Hanoi, Vietnam July 2002, organized by the IMF.
1.3.6 EPRU

Researchers from EPRU presented work at the following institutions:

University of Zurich

DIW/IZA, Berlin

European Central Bank, Frankfurt

Bundesbank, Frankfurt

Bank of Japan, Tokyo

Royal Institute of International Affairs, London

Croatian National Bank, Dubrovnik

Council of Foreign Relations, New York City

Stockholm School of Economics

Public Economic Theory conference, Paris

Econometric Society Meeting, Venice

University of Nottingham

University of Kiel

University of Copenhagen 

University of Mannheim 

WIFO Institute, Vienna 

Monetary Affairs Committee of the European Parliament, Strassbourg

Economic and Financial Committee of the European Union, The Hague 

Nordea Bank, Elsinore 

European Shadow Financial Regulatory Committee and the American Enterprise Institute, Washington D.C. 

Institute of International Affairs, London 

European Financial Management Association, Copenhagen

Euro-50 Group, Paris

1.3.7 LBS

Morten Ravn presented 'Non-Linearities and Real Exchange Rate Dynamics' as one of the invited papers at the European Economic Associated Meetings, Venice, August, 2002.

'PPP Strikes Back: Aggregation and the Real Exchange Rate' was presented at Bristol University, Bank of England, University of Pennsylvania, and ESSIM 2002 by Morten Ravn, and at Stanford University, New York University, and the IMF by Jean Imbs. 

Richard Portes presented 'The Euro and the International Financial System' at the European Commission, March 2002, ‘Defining Benchmark Status: an Application using Euro-Area Bonds' at NYU, April 2002, and 'Making Sense of Globalization: A Guide to the Economic Issues' in London, July 2002

Natalie Chen, Young Researcher, presented at the CEPR Conference 'The Analysis of International Capital Markets', Dublin, Trinity College Dublin, December 13/14, 2002

1.3.8 Rome III

Giancarlo Corsetti

American Economic Association, Washington DC 2003

University of California, Berkeley 2002

University of California, Santa Cruz 2002

European University Institute 2003

INSEAD, Fontainbleau 2002

NBER Summer Institute, Boston 2002

International Monetary Fund 2002

Corsetti, G., and B. Mackowiak, 'A fiscal perspective on currency crises and the ‘original sin’', presented at the conference 'Currency and Maturity Mismatching: Redeeming Debt from Original Sin', organized by the Inter-American Development Bank and Harvard University with the support of the University of California, Berkeley, held in Washington DC on November 21-22, 2002. (Rome)

Corsetti, G., 'Fiscal Imbalances and the Dynamics of Currency Crises', prepared for the conference 'Currency and Maturity Mismatching: Redeeming Debt from Original Sin', organized by the Inter-American Development Bank and Harvard University with the support of the University of California, Berkeley, held in Washington, DC on November 21-22, 2002 (Rome)

Panagiotis Konstantinou, Rome III

Annual European and Economics Finance Society (EEFS) Conference, in Heraklion, Crete, Greece, May 2002

Institute of Economics, Copenhagen

Bartosz Mackowiak, Rome III

Brandeis University

City University Business School

Macroeconomic Transmission Mechanisms: Empirical Applications and Econometric Methods

Columbia University

University of Copenhagen

Federal Reserve Bank of Boston

Humboldt University in Berlin

Pompeu Fabra University

Princeton University

Royal Holloway College

Rutgers University

2. Comparison with the Joint Programme of Work 

The network has made progress towards achieving its objectives over the past year. The Scientific Highlights show the breadth and depth of the work of the network teams, and significant results have been achieved in all four areas (Open-Economy Macroeconomics, International Capital Flows, International Tax, International Systemic Issues and Crisis Management). The network has been at the forefront of efforts to integrate new open macroeconomics with geography and trade theory, and has also produced quality work on Foreign Direct Investment, multinational corporations and tax competition between governments, and the fiscal roots of currency instability.

Although the recruitment effort of the network is a little behind schedule in terms of person-months committed by institutions, the quality of the work of the Young Researchers has been strong, and many Young Researchers have made significant contributions to the publication and dissemination activities of the network.

In terms of publications, members of the network have written 39 papers that have been accepted by journals during the reporting period, in addition to 22 CEPR Discussion Papers, and many papers published in other working paper series. Some network members have also contributed to books. Papers have been presented at a range of conferences and seminars, at universities, research institutes, relevant international organisations, and central banks.

3. Organisation and Management

Since the network is geographically dispersed, effective management and communication has been important. This has been facilitated in part by the existing links between network partners, many of whom have previously collaborated in joint research. These pre-existing common research interests have strengthened interaction between researchers in the network.

Trinity College Dublin is the co-ordinating partner for the network, and has considerable experience in the administration of grants at the European level. Philip Lane, from the Trinity College, is the Network Co-ordinator, and has taken responsibility for ensuring effective communication among participating institutions, and for monitoring the network's progress in achieving its objectives. CEPR’s excellent research and co-ordination infrastructure has proved very helpful in this. 

Participants in the network met at the third AICM Workshop held in Dublin, 13–14 December 2002, which gathered together most of the participants in a successful and enjoyable scientific meeting. In addition, many team members met at the CEPR/Gerzensee European Summer Symposium in International Macroeconomics (ESSIM), as well as at 'Controlling Global Capital: Financial Liberalization, Capital Controls and Macroeconomic Performance', CEPR/CREI conference in Barcelona, October 2002, and at 'Political, Institutional and Economic Determinants of Fiscal Policy', CEPR/INSEAD conference, November 2002. There are also linkages between many team members who are active in CEPR's International Macroeconomics activities.

During the reporting period the scientist in charge of the Frankfurt team at the Center for Financial Studies, Professor Axel A. Weber, has moved to Cologne University, where he took the position of a Professor for International Economics. A transfer of the network to Cologne University had been requested but was still pending during this period. During the transition period the new Cologne team, which consists of Axel A. Weber (team leader), Ibrahim Chowdhury (Ph.D.), Mathias Hoffmann (Ph.D.), Dr. Andreas Schabert, Dr. Ludger Linnemann and Esther Conrad (M.Sc.). 

3.1 Network meetings and workshops

The third workshop was held in Dublin, 13-14 December 2003, and was organized by Philip Lane, Harry Huizinga, and Alan Sutherland. The mid-term meeting for the network was held on August 28 2003 in the CEPR offices in London.  The network also co-sponsored a conference on 'Controlling Global Capital: Financial Liberalization, Capital Controls and Macroeconomic Performance' with CREI, held in Barcelona in October 2002.

3.2 Networking to date

In May Helga Kristjansdottir (Young Researcher, EPRU) paid a visit to the Tel Aviv team to participate in a conference at Tel-Aviv University on 'Foreign Direct Investment: Theory and Evidence'.

In November 2002 Peter Birch Sorensen (EPRU) had a bilateral meeting at Tilburg University with Lans Bovenberg (Tilburg) to discuss joint research.

In January 2003 Panagiotis Konstantinous (Young Researcher, Roma III) visited EPRU in Copenhagen and presented his work on testing the Ricardian Equivalence Theorem at a conference at the University of Copenhagen.

Giovanni Ganelli visited Rome in April (2002)  and gave a seminar there.

Panagiotis Konstantinou visited Copenhagen (January 2003). Network research activity on monetary policy.

Philippe Bacchetta visited London Business School.

4. Training and recruitment 

4.1 Progress in recruitment to date 

4.1.1 Trinity College Dublin

Matthias Hoffman completed his PhD thesis at Trinity College Dublin in September 2002 and attended the oral examination in January 2003. In October 2002 he joined the Department of Economics, Chair of International Economics, at the University of Cologne, Germany for a lecturing position. He continues his involvement in the network, since Cologne is now a  member of the network.

4.1.2 CentER, Tilburg

CentER appointed Dr C. Yildirim, a post-doc researcher from Turkey, and Matteo Governatori, and Italian pre-doc, during the reporting period.

4.1.3 CFS/Cologne

Marco Hoeberichts, Young Researcher at CFS until August 2002, has left to take a full-time job in the Research Department of the Dutch National Bank in Amsterdam. Mathias Hoffmann completed his PhD thesis at Trinity College Dublin in September 2002 and attended the oral examination in January 2003. He is now a Lecturer at the University of Cologne. Further recruitment during the reporting period was made difficult by the process of moving the network team from CFS in Frankfurt to Cologne.

4.1.4 Eitan Berglas School of Economics, Tel Aviv (EBSE)

EBSE appointed Kim Kaivanto, a Finnish post-doctoral student who received his Ph.D. from the University of Warwick in 2002, for a twelve-month period from October 2002. His areas of interest include risk and uncertainty, herding and short-termism in financial markets, financing of R&D, and technology policy. 

4.1.5 EPRU

Wolfgang Eggert (German, 34 years old at the time of appointment) was recruited as a post-doctoral researcher for a period of 12 months, between 1 September 2001, and 31 August 2002. He has carried out research on international taxation issues. Helga Kristjansdottir (Icelandic, 33 years old at time of appointment) was recruited as a pre-doctoral researcher from October 1, 2001. Her contract has been extended until September 30, 2003, amounting to a total of 24 months of training. Her research topic is the determinants of foreign direct investment flows.

4.1.6 LBS

At LBS, two Young Researchers, Natalie Chen (French Post-Doc) and Maria Viola (Italian Pre-Doc) were employed for twelve months during the reporting period.

4.1.7 Rome III 
At Rome, two Young Researchers have been employed during the reporting period: Bartosz Mackowiak (Polish) for 3 months, and Panagiotis Konstantinou, who will stay for 5 months. In addition, Jens Sondergaard from Denmark has been recruited, to commence work in July.

    Participant
Contract deliverable of Young  Researchers to be financed by the contract (person- months)
Young Researchers financed by the contract so far (person-months)


Pre-doc

(a)
Post-doc

(b)
Total (a+b)
Pre-doc

( c)
Post-doc (d)
Total

(c+d)

TCD


25
24
49
24
14
38

CentER


22
18
40
12
13
25

CEPR


0
0
0
0
0
0

CFS/Cologne


23
18
41
0
15.5
15.5

EPRU


12
24
36
16
12
28

EBSE


27
           14
41
0
8
8

LBS


12
24
36


24
16
40

BOLOGNA/ ROMA III


24
18
42
0
8
8

TOTAL
         145
140
285
76
86.5
162.5

4.2 Integration of young researchers into research programme

4.2.1 TCD

Trinity College Dublin (TCD) is the leading research university in Ireland. Together with the other universities and research institutions in the Dublin area, it runs a weekly research seminar with international speakers. It also has a weekly departmental research seminar and has an active discussion paper series, Trinity Economic Papers, in which both Giovanni Ganelli and Mathias Hoffman have published work. Its research interests are primarily in international economics, the economics of transition and competition policy. It has a close relationship with the Central Bank of Ireland, which neighbours the university.

4.2.2 CentER, Tilburg

CentER is an internationally oriented research institute, covering all research fields in economics and business administration, and providing intensive graduate programmes in economics and management. The Young Researchers based at CentER are benefiting from the international environment, regular seminar series, refereed Discussion Paper series, as well as secretarial and computing support. Matteo Governatori, pre-doc researcher at CentER, has been working on the co-ordination of fiscal policies within the Euro-zone and the Stability and Growth Pact under the supervision of Sylvester Eijffinger. Canan Yildirim, a post-doc researcher, has worked on the papers 'Turkish Banks and the IMF from 1980 to 2002: Moral Hazard as a Policy Instrument', submitted to World Development, and 'Informational Asymmetries, Corporate Governance Infrastructure and Foreign Portfolio Equity Investments'. She is currently working on foreign portfolio share ownership and corporate governance (at firm level).
4.2.3 CFS/Cologne

Marco Hoeberichts' work during the reporting period focused on his paper 'The Credibility of Central Bank Announcements'. 

4.2.4 EBSE

The Eitan Berglas School of Economics graduate studies consist of core courses in Micro-Theory, Macro and Econometrics, a variety of electives in various fields, workshops, and a thesis. The material taught in the core courses of the graduate programme is advanced and up-to-date. A number of visiting professors from leading universities in the United States and Europe also teach short courses in the programme. EBSE runs the following ongoing seminar series and workshops: Departmental Seminars, Game Theory and Economic Theory Workshop, Seminars in Economic Theory, Industrial Organization Workshop, Labour Economics Workshop, Macroeconomics and International Trade Workshop, Ph.D. Students Workshop.

Kim Kaivanto is working on the final development, refinement and packaging of papers for submission to quality journals from his portfolio of existing working papers. In this undertaking, he is benefiting from the depth and breadth of the expertise of the EBSE faculty, especially with regard to identifying the best ways to present the results, as well as with regard to identifying the most suitable journals to submit to. 

Secondly, as a completely original strand to be introduced into his research portfolio, Kaivanto plans to draw upon the ‘survival’ literature that was initiated by the ‘bold play’ result of Dubins and Savage (1965) How To Gamble If You Must (as detailed above). 

Thirdly, by combining the strands of work already at his disposal and those that he seeks to develop from scratch with new ideas and elements from the research and teaching programmes being conducted by TAU faculty, further ideas and opportunities for co-authorship will mature during the coming year. 

4.2.5 EPRU

Eggert (EPRU) has done joint research with senior EPRU researchers Pascalis Raimondos-Moeller and Peter Birch Sorensen on the taxation of multinational companies.  Kristjansdottir (EPRU) has worked under the supervision of Raimondos-Moeller and participated in the International Macroeconomics Summer School organized by the network in the summer of 2002. She also participates in various seminar activities at EPRU and at the Institute of Economics, University of Copenhagen.

4.2.6 LBS

Natalie Chen presented a paper at the network conference on The Analysis of International Capital Markets, Dublin, Trinity College Dublin, December 13/14, 2002 and attended the CEPR European Research Workshop in International Trade (ERWIT), Munich, Universitat Munchen, June 14/17, 2002. She worked on “Intra-National Versus International Trade in the European Union : Why Do National Borders Matter?” forthcoming, Journal of International Economics; “The Behaviour of Relative Prices in the European Union : A Sectoral Analysis, CEPR Discussion Paper 3320, April 2002; “Intra-National Versus International Trade in the European Union: Why Do National Borders Matter?,” CEPR Discussion Paper 3407, June 2002. She also started a new project with network colleagues “Globalisation and Sectoral Inflation in the European Union,” joint with Professors Jean Imbs (LBS and

CEPR) and Andrew Scott (LBS and CEPR), in progress. 

Maria Viola attended the summer school and the CEPR Conference on The Analysis of International Capital Markets, Dublin, Trinity College Dublin, December 13/14, 2002.

4.2.7 Rome III

In the node of Rome III, Panagiotis Konstantinou (young researcher) is working with Giancarlo Corsetti on modelling imbalances in the world economy. The focus of their first joint project is on model of the current account. 

Key to our understanding of the role of Europe in the Global economy is the identification of policy spillovers from Europe towards emerging markets and accession countries. Bartosz Mackowiak and Giancarlo Corsetti has started a research project on this issue. Building on the two papers that they have already coauthored, they are now working towards a third one on economic policy for emerging markets (after Bartosz took a position as assistant professor in Berlin).

5. DIFFICULTIES

The primary difficulties encountered involved the delay generated by the request for the transfer of network membership from CFS to Cologne. The delay in approving a request for the transfer of funds from Tel Aviv to LBS also reduced the efficiency of the network. Hiring at Tel Aviv was delayed by the political situation: however, they succeeded in making a postdoctoral appointment in October 2002.

Appendix I 

Controlling Global Capital: Financial Liberalization, Capital Controls and Macroeconomic Performance

A CEPR/CREI Conference

Barcelona, 14/15 October 2002
Programme

Monday 14 October 

08.30 – 09.00
Coffee

09.00 – 09.10
Inaugural Session:

Andreu Mas-Colell (Conseller del Departament d'Universitats,  Recerca i Societat de la Informació de la Generalitat de Catalunya)

Capital Flows and Economic Instability

Chair:
Assaf Razin (Cornell University, Tel Aviv University and CEPR)

09.10 – 09.50
Bubbles and Capital Flows

Jaume Ventura (CREI, Universitat Pompeu Fabra, Barcelona, Massachusetts Institute of Technology and CEPR)

Discussant:
Hèléne Rey (Princeton University and CEPR)
09.50 – 10.40

Financial Development and the Instability of Open Economies

Philippe Aghion (Harvard University, University College London and CEPR)


*Philippe Bacchetta (Studienzentrum Gerzensee, Université de Lausanne and CEPR)


Abhijit Banerjee (Massachusetts Institute of Technology (MIT))
Discussant:
Efraim Sadka (Tel-Aviv University)

10.40 – 11.30
The Choice of Exchange Rate Regimes and Speculative Attacks

*Alex Cukierman (Tel-Aviv University, CentER, Tilburg University and CEPR)


Itay Goldstein (Duke University)


Yossi Spiegel (Tel-Aviv University)
Discussant:
Roberto Rigobon (Massachusetts Institute of Technology)
11.30 – 12.00
Coffee

Capital Controls and Liberalization in Latin America

Chair:
José de Gregorio (Banco Central de Chile and Universidad de Chile)

12.00 – 12.50
Capital Controls in Contagion in Latin America


Sebastian Edwards (University of California, Los Angeles)


*Roberto Rigobon (Massachusetts Institute of Technology)

Discussant:
Simon Johnson (Massachusetts Institute of Technology (MIT) and SITE, Stockholm School of Economics)

12.50 – 13.40

Microeconomic Effects of Capital Controls: The Chilean Experience During the 1990’s

Francisco Gallego (Massachusetts Institute of Technology (MIT)

*Leonardo Hernandez (Banco Central de Chile)

Discussant:
Carlos Arteta (Federal Reserve Board)

13.40 – 14.30

Financial Globalization and Emerging Markets: With or Without Crash?


Philippe Martin (Federal Reserve Bank of New York and CEPR)


*Hèléne Rey (Princeton University and CEPR)

Discussant:
Laura Bottazi (IGIER, Università Bocconi, Milano and CEPR)

14.30 – 16.00
Lunch
Backlashes Against Free Capital Flows: Historical Examples

Chair:
Barry Eichengreen (University of California, Berkeley and CEPR)

16.00 –17.00
The End of Global Capital Flows During the Great Depression


Harold James (Princeton University)

Discussant:
Albrecht Ritschl (Humboldt Universität and CEPR)

17.00 – 18.00

The Great Reversals: The Politics of Financial Development in the 20th Century


Raghuram Rajan (University of Chicago)


*Luigi Zingales (University of Chicago and CEPR)

Discussant:
José De Gregorio (Banco Central de Chile and Universidad de Chile)
20.30 – 23.00
Dinner

Tuesday 15 October

Postwar Experiences with Cross-Border Capital Flows

Chair:
Efraim Sadka (Tel Aviv University)

09.00 – 10.00
Financial Restraints and Liberalization in Postwar Europe


Charles Wyplosz 
(Graduate Institute of International Studies, Geneva and CEPR)
Discussant:
Giovanni Ganelli (Trinity College Dublin)

10.00 – 11.00
Convertability, Currency Controls and the Cost of Capital in Western Europe, 1950-1999


Hans-Joachim Voth (CREI, Universitat Pompeu Fabra, Centre for History and Economics, King's College, Cambridge and CEPR)

Discussant:
Luigi Zingales (University of Chicago and CEPR)

11.00 – 11.30
Coffee

The Political Economy of Free Capital Flows

Chair:
Philippe Bacchetta (Studienzentrum Gerzensee, Université de Lausanne and CEPR)

11.30 – 12.45


Political and International Financial Liberalization 


Dennis Quinn (Georgetown University)

Discussant:

Ramon Marimon (Universitat Pompeu Fabra, European University Institute, Ministerio de Ciencia y Tecnología and CEPR)

12.45 – 14.00

Cronyism and Capital Controls: Evidence from Malaysia


*Simon Johnson (Massachusetts Institute of Technology (MIT) and SITE, Stockholm School of Economics)


Todd Milton (Brigham Young University)

Discussant:
Richard Portes (CEPR and London Business School)

14.00 – 14.30
Roundtable Discussion

14.30 – 16.00
Lunch

* Denotes presenter

Organizers:
Barry Eichengreen (University of California, Berkeley and CEPR)

Hans-Joachim Voth (CREI, Universitat Pompeu Fabra, Centre for History and Economics, King's College, Cambridge and CEPR)

This conference is supported by a CEPR research network on 'The Analysis of International Capital Markets: Understanding Europe's Role in the Global Economy', funded by the European Commission under the Research Training Network Programme (Contract No: HPRN-CT-1999-00067).

Appendix II

4th Conference of the Analysis of International Capital Markets Research Training Network

Dublin, 13 – 14 December 2002

 Programme

Friday 13 December

09.15 – 09.30
Welcome

Chair:


Fabio Canova (Universitat Pompeu Fabra and CEPR)

09.30 – 10.30
Transparency and International Investor Behavior




*Gaston Gelos (International Monetary Fund)




Shang-Jin Wei (International Monetary Fund and CEPR)

Discussant:
Petra M Geraats (University of Cambridge)

10.30 – 11.00
Morning Coffee

11.00 – 12.00
Can Information Heterogeneity Explain the Exchange Rate Determination Puzzle?

*Philippe Bacchetta (Studienzentrum Gerzensee, Université de Lausanne and CEPR




Eric van Wincoop (University of Virginia)

Discussant:

Gianluca Benigno (London School of Economics)

12.00 – 13.00
Monetary Policy in an Open Economy: The Differential Impact on Exporting and Non-Exporting Firms


Hevda Ber(Bank of Israel)


Asher Blass (Bank of Israel)
*Oved Yosha (Tel Aviv University and CEPR)

Discusaant:

Cedric Tille (Federal Reserve Bank of New York)

13.00 – 14.00
Lunch

Chair:


Mathias Hoffmann (University of Southampton)

14.00 – 15.00
Price Stability with Imperfect Financial Integration



*Pierpaolo Benigno (New York University and CEPR)

Discussant:

Giovanni Ganelli (Trinity College Dublin)

15.00 – 15.30
Afternoon Tea

15.30 – 16.30
The Behaviour of Relative Prices in the European Union: A Sectoral Analysis



*Natalie Chen (London Business School and CEPR)

Discussant:
Axel Weber (University of Cologne)

16.30 – 17.30
Sudden Stops and the Mexican Wave: Currency Crises, Capital Flow Reversals and Output Loss in Emerging Markets
*Michael Hutchinson (University of California, Santa Cruz)

Ilan Noy (University of California, Santa Cruz)

Discussant:

Canan Yildirim (CentER, Tilburg University)

Saturday 14 December

Chair:
Gianluca Femminis (Università Cattolica del Sacro Cuore and CEPR)

09.30 – 10.30
The Taxation of Financial Capital under Asymmetric Information and the Tax-Competition Paradox



*Wolfgang Eggert (Universität Konstanz)




Martin Kolmar (Universität Konstanz)

Discussant:

Dalia Marin (Universität München and CEPR)

10.30 – 11.00
Morning Coffee

11.00 – 12.00
Tax Competition v Tax Coordination under Perfect Capital Mobility: The Supply Side Economics of International Tax Competition


Enrique Mendoza (University of Maryland)

*Linda Tesar (University of Michigan)

Discussant:
Soren Bo Nielsen (Copenhagen Business School and CEPR)

12.00 – 13.00
International Diversification, Governmental Policies and the Home Bias in Portfolio Investment


*Wolf Wagner (Tilburg University)

Discussant:

Vitor Gaspar (European Central Bank)

13.00 – 14.00
Lunch

Chair:


Lucio Sarno (Warwick Business School and CEPR)

14.00 – 15.00
On the Benefits of Capital Account Liberalization for Emerging Economies


*Olivier Jeanne (International Monetary Fund and CEPR)


*Pierre-Olivier Gourinchas (Princeton University and CEPR)

Discussant:

Charles M Engel (University of Wisconsin)

15.00 – 16.00
Bubbles and Capital Flows

*Jaume Ventura (Massachusetts Institute of Technology and CEPR)

Discussant:

Giancarlo Corsetti (Universita' di Roma Tre and CEPR)

Rappourteur:

Charles Larkin (Trinity College Dublin)

Each paper has 30 minutes, each discussant, 15 minutes, with 15 minutes for general discussion.

Organizers

Harry Huizinga (European Commission and CEPR)

Philip Lane (Trinity College Dublin and CEPR)

Alan Sutherland (University of St Andrews and CEPR)
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