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1 Executive Summary

Research Progress

The project has been organised around three connected questions. The first concerns the link between the deeper integration and the pattern of specialisation of industries. Understanding this link will help us to establish whether the geography of economic activity in Europe will shape around regions or around nations. This is a crucial issue for the analysis of the propagation mechanisms of monetary and fiscal policy. The way in which common European policy shocks (say from monetary policy) will affect different regions and nations depends on the agglomeration of economic activity that will prevail as an effect of further risk sharing opportunities due to the deepening of economic and financial integration. To fully understand the link between integration and specialisation, however, we need to understand what are the benefits of agglomeration in specialised districts (or urban areas) compared to the benefits of diversification. This is the objective of the analysis on spillovers in industrial districts.
In the 36 months of its duration so far, the SVD network has made substantial progress towards achieving these objectives. It has produced a significant amount of high-quality research in the research areas just mentioned:

· 36 Working Papers;

· 18 Journal Articles;

· 4 Book Chapters;

In addition, it has:

· lead to the inception of several new research projects between nodes members;

· held three major network meetings, one in Barcelona (December 2001) and the other in Paris (December 2002), and a third in Modena  held in May 2003;

· in addition, the network has brought together economists through cross-node co-operation and bilateral visits, and many of the economists working on the projects have met at international conferences

Among the main analytical tasks undertaken by the teams participating in the Network, the following stand out:

· Spillovers and the microeconomics of industrial districts 

· Understanding the propagation of macroeconomic shocks: Econometric methodology; Interplay between public policy and economic geography; Geography and growth; Informational spillovers; Risk sharing, specialisation and diversification
· Data sets and stylised facts 

· Location and productivity growth: agglomeration, specialisation and productivity growth; determinants of agglomeration 

· Economic integration and the localisation of economic activity: Agglomeration, specialisation and integration; Integration and trade; Integration, risk-sharing and insurance: the role of policy; Integration, risk-sharing and insurance: the role of financial markets

· Localisation and macroeconomic fluctuations 

· The econometrics of space and time 

Section 1.1 presents a detailed analysis of the work undertaken in these areas.

Publication outlets

The research has given rise to 36 working papers distributed in WP series belonging to the institutions to which participants in the Network are affiliated, out of which 25 papers appeared in the CEPR DP series. To date, that research output has produced 18 publications in scientific journals, the distribution of which is as follows:

	Annales d'Economie et de Statistiques
	1
	Journal of Monetary Economics
	1

	Economic Policy
	1
	Journal of Political Economy
	1

	European Economic Review
	2
	Journal of Urban Economics
	1

	Formation des Salaires
	1
	Louvain Economic Review
	1

	Giornale degli Economisti e Analisi Economia
	1
	Macroeconomic Dynamics
	1

	International Economic Journal
	1
	Review of Economic Studies
	1

	Journal of Economic Growth
	1
	Revue d'Economie Politique
	1

	Journal of International Economics
	2
	Rivista di Politica Economica
	1


Networking

The Network has already organised three workshops: the first at Barcelona, and second at Paris, and the third was held in Modena. All three workshops have been a great success in terms of participation and liveliness of debate, particularly insofar as the interaction between the academics and industry (represented by central banks) is concerned. In particular, they have encouraged young researchers recruited under the auspices of the network to present their work at these events. 

In addition, planning of the Network’s research and dissemination agenda has been ensured throughout the Network’s life by a series of planning meetings, one in each of the Network’s workshops held so far. 

Recruitment

In terms of recruitment, 20 Young Researchers have been or will have been hired under pre- or post-doc fellowships by the network by 31 August 2003.

2 Research highlights

The first set of questions is about the role of location of economic activity in determining productivity growth (Is agglomeration associated with specialised or diversified economic activity? Is specialisation positively related to productivity via trade, learning, externalities or other factors?). The second and third sets of questions are about the role of economic integration in determining agglomeration patterns (with the consequence on specialisation and productivity analysed by the first set of works) and feedback. A part of the project has also been devoted to the development of econometric methods useful for the problems at hand. 

Section 1.1 briefly describes the output of the project in terms of creation of new data sets and establishment of stylised facts up till the 31st of August 2004.

2.1 The Research Programme

During the last 12 months, work has advanced according to plan. The research results to date are discussed below. The Network has its own website (http://www.cepr.org/research/networks/IMRTN/), hosted as part of the CEPR site. 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.

The degree of interaction and integration already achieved by this Network should not be underestimated: it has created a coherent group of researchers working in this particular area of economics. The extent of the collaboration already in place is clear from the section 4 and 5 of this report. Most of these Young Researchers presented papers at the Network’s workshops, and further benefited from the opportunity to interact with Team Leaders and other senior participants who have pioneered academic work in this area, as well as from being involved in the wider CEPR Network and being able to attend CEPR workshops and conferences other than those directly related to this Network. It is hoped that this interaction will result in further collaborative publications in the later stages of the Network’s life, and should also widen the openings open to young researchers once they complete their period of employment under the auspices of the Network. 

2.1.1 Spillovers and the microeconomics of industrial districts

Forni (Modena/CEPR) and Paba (Modena) investigated the nature and directions of inter-industry dynamic linkages across Italian manufacturing sectors. They found that diversity matters for growth, but each industry needs its own diversity. They provided some evidence of clustering of industries based on dynamic externalities. They found that many spillovers occur within input-output relationships. Spillovers often originate in downstream sectors favouring the growth of upstream industries and their importance does not depend on the technological intensity of the industry. They have revised this work for publication in the Journal of Industrial.

Bertocchi (Modena/CEPR), Forni and Paba have been explored further the role of technological spillovers and the geographic scope of localisation within the Italian manufacturing industry. From a preliminary investigation, they obtained two main results. First, they found evidence of both MAR (specialisation) and Jacobs (diversity) externalities, particularly whenever geographic agglomerations are characterised by a large incidence of firms of small size. This suggested a potential propulsive role of small firms - when they operate under specific conditions - which does not merely rely on their ability to create more jobs internally. Their second result was that the simultaneous presence of both MAR and Jacobs externalities occurred independently of the technological intensity of sectors, as long as they were characterised by a small average firm size. 

Murat (Modena) has worked on industrial districts and migration. Her research has so far focused on the causes underlying the low levels of migration rates in Italy and other European countries, where regional unemployment is high. The recent literature has focused on factors affecting labour supply: i.e. workers’ decisions to migrate and reservation wages. The research  has emphasised the role of labour demand. It has bee argued that the shift from standardised methods of production to flexible production systems, which occurred in the last two decades, has increased the demand for skilled workers. In addition, as it happens in Italian industrial districts, part of the human capital required is region specific. It belongs to native workers, but can only be acquired at a positive cost by migrants. Empirical evidence has been provided; a theoretical model showing that this change in labour demand can explain the reduction of internal migration flows has been developed.

Pistoresi (Modena) and Giannone (Young Researcher, ECARES) have planned joint research on the dynamic analysis of spillovers using sectoral industrial data for Europe. They have developped the econometric framework introduced by Forni (Modena), Hallin (ECARES), Lippi (CEPR/Rome) and Reichlin (ECARES) for this purpose. 

In “Space, Factors and Spillovers”, Lamorgese (Sassari)  and Ottaviano tested the theoretical result that technology spillovers were geographically more bounded than demand externalities by using a two step procedure. They firstly had to recover the common and the idiosyncratic components of total personal income of U.S Cities using a dynamic factor model approach and then used spatial dependence and the pattern and timing of diffusion. The dynamic factor model approached used has been developed by the Modena (Forni) and ECARES team (Hallin, Lippi,Reichlin). 

The analysis of spillovers required the development of spatial econometric methods. The network has been benefiting from the expertise of Croux (ECARES) who has been doing frontier research on the topic. In particular, Croux and Dehon (ECARES) have developed estimators of multiple correlation coefficients which are locally robust. This research will appear in Statistical Papers. Croux has also worked with co-authors outside the network on related topics (see publications below).  Moreover, Rodrigues (Sassari) has worked under the supervision of Reichlin (ECARES) and now is collaborating with Guiso (Sassari).

In “Classifying inter-dependent time series in the frequency domain”, Jorge Rodrigues (Sassari, Young Researcher) proposed a methodology for classifying a panel of time series into an unspecified number of clusters, whose structure evolves over time. He defined the similarity measure in terms of a frequency domain-based correlogram (the coherence spectrum). A simulation exercise showed that the method performs well relatively to conventional clustering techniques. Moreover Croux and Wasmer (both ECARES) applied new methods in the analysis of spatial data and showed that the use of these methods can uncover features generally ignored by standard analysis. In particular they analysed the segregation of the labour force and the spatial propagation of employment shocks. The analysis was applied to data from 260 communes of Wallonia. 

Wasmer (ECARES) and Zenou (Southampton/CEPR) developed a model in which workers' search efficiency is negatively affected by access to jobs. They proved that there exists a unique and stable market equilibrium in which both land and labour markets are solved simultaneously. They found that, despite inefficient search in the segregated city equilibrium, the welfare difference between the two equilibria is not so large due to differences in commuting costs.

Perelman, Rodrigues (Young Researcher, Sassari) and Wasmer used a methodology to identify dimensions which can be interpreted as segments of a dualistic labour market. This method, applied to two samples, Belgian and US workers respectively, showed that the first segment is composed of adult, male, qualified workers while the second segment by female, young people and non-qualified workers. 
2.1.2 Understanding the propagation of macroeconomic shocks

On this topic, the network has been working on different topics. 

(a) Econometric methodology (which mainly involves the Modena and the ECARES teams plus two researchers from Sassari (Lamorgese and Rodriguez).

Giannone (Young Researcher, ECARES) has investigated the problem of testing for linear restrictions in this framework. This method has been used in applications described below. “Testing for linear restrictions with a large panel of time series“. In this paper, he proposed a procedure to test for over-identifying restrictions in large-scale dynamic factor models. The properties of the test for large cross-sections and time dimensions were analysed and a simulation study was performed to examine the finite sample properties

(b) Interplay between public policy and economic geography

Pistoresi and Strozzi (Modena) concentrated their research on the empirical analysis of the actual functioning of the different wage bargaining systems in Europe. In particular, they studied how centralised and decentralised wage bargaining agreements face national and sector-specific shocks to labour productivity at the different frequencies of the cycle. Special attention was devoted to the Italian basic metal industry. They are currently revising this work for the Giornale degli Economisti e Annali di Economia. 

(c) Geography and growth

Martin published two articles written in collaboration with Ottaviano (CEPR). The first article "Growth and agglomeration" will be published in the International Economic Review. This paper presented a model in which growth and geographic agglomeration of economic activities were mutually self-reinforcing processes.  Economic agglomeration in one region spurs growth because it reduces the cost of innovation in that region through a pecuniary externality. Growth fosters agglomeration because, as the sector at the origin of innovation expands, new firms tend to locate closer to this sector.  The second paper, "Global Economic Divergence, Trade and Industrialisation: The Geography of Growth Takeoffs", has been published in another leading journal, the Journal of Economic Growth. In this article the authors took a step towards formalising the theoretical interconnections among four post-industrial revolution phenomena- the industrialisation and growth take-off of rich northern nations, massive global income divergence, and rapid trade expansion.

(d) Informational spillovers.

Schivardi (Sassari) showed how cyclical aggregate shocks can stimulate structural reallocation activities, which in turn amplify the effect of the shock. He analysed the informational aspects of restructuring activities and their interplay with aggregate shocks. He developed a model in which production units are uncertain about the value of staying in the market and learn about it over time in a Bayesian fashion. 

Guiso and Schivardi (Sassari) tested the theoretical proposition that information on relevant state variables spills over from one firm’s decision to another. They tested three independent implications of information spillovers (IS) models and the results were remarkably consistent with the theoretical predictions.

Guiso, Schivardi and Pistaferri (Stanford/CEPR), used a long panel of matched employer-employee data to test the theoretical predictions of principal-agent models of wage determination in a general context where all types of workers, and not only CEOS, are present. They showed that the amount of insurance varies by type of worker and firm in ways that are consistent with principal-agent models but are hard to reconcile with competitive labour market models, with or without frictions.

Lamorgese (Sassari) showed why the empirical results in urban economics cannot perfectly explain the growth performance for the bulk of the U.S cities. 

(e) Risk sharing, specialization and diversification

The UPF team (Ciccone and Canova) looked at the benefits of specialisation economies in Europe and compared it to the estimates available for the USA. In cases where they did not find estimates for the USA that were comparable to European estimates, they also estimated specialisation economies in the USA directly. With regard to its work on Europe, they followed two strategies: firstly, by generating estimates for specialization economies across as many European countries as possible as long as there was comparable data of sufficient quality; and secondly, developing very detailed data, and a matching high-quality empirical approach, for special cases where this was possible. 

Yosha (Tel Aviv) with Sebnem Kalemli-Ozcan and Bent Sorensen (CEPR) provided empirical evidence that risk sharing enhances specialisation in production and calculated an index of regional specialization for European Community (EC) and non-EC OECD countries, US states, Canadian provinces, Japanese prefectures, and regions of Italy, Spain, and the United Kingdom. 

The issue of risk sharing has been analysed looking at metropolitan areas as relevant units by Lamorgese (Sassari). He has formalised one mechanism through which the operation of labour pooling economies dampens volatility in the local labour market, improves the incentives of producers to perform R\&D and smoothes the life cycle fluctuations of a city.  In addition, he has investigated how much of risk-sharing operates among cities within and across states in the U.S. 

Giannone (ECARES, Young Researcher) analysed features of the propagation mechanism of technology and aggregate demand shocks across European countries.
Giannone (ECARES), Reichlin (ECARES) and Sala (Young Researcher, Tel Aviv) are studying the dynamic of “common” European policy shocks across the single European economies. They are using a large cross section of time series from the largest Euro economies. The econometric model is a development of Forni, Hallin, Lippi and Reichlin (2000) which allows for the structural identification of shocks and impulse response functions. This research is still in progress.

Research at the CEPR node has focused on the propagation and dynamics of macroeconomic shocks across regions. More specifically, Fatás and Mihov studied the role that fiscal policy can play in an integrated economic area such as the European Union. Their study made use of both international and intra-national (regional) data from Europe and the US to uncover the stabilising effects of fiscal policy. The results showed that there is a strong stabilising effect of fiscal policy on regional output. This effect is much larger in magnitude than what previous studies have shown. A second issue addressed in their research is how labour mobility and regional migration affects the volatility and co-movements of regional business cycles.  Fatás provided a comprehensive study of the dynamics of labour mobility among European regions and the United States of America.

Forni (Modena) and Reichlin (ECARES) have studied the evolution of the integration of European economies from the real side and the financial side. They found that while financial markets have become progressively more integrated, real economies have not. They analysed these findings evaluating risk sharing versus specialisation factors. Their work is very much related to that of Sorensen (CEPR) and Yosha (Tel Aviv) and Lamorgese (Sassari). This research is still in progress.

In addition, Yosha and Sorensen sought to provide empirical evidence that more international portfolio holdings and more foreign direct investment are associated with greater international risk sharing. 
Lucrezia Reichlin (ECARES) organised the first conference held in Brussels on 20/21 October 2000, at which representatives from all teams and some young researchers were present. A full list of participants can be found in Annex I.

Philippe Martin (CERAS) co-organised with Antonio Ciccone (UPF) the first conference related to the RTN: the general topic was “Macro and micro aspects of economic geography”. This conference took place in Barcelona on 23/24 November 2001 and has been reported in the 2nd annual report and the mid-term review report.

2.1.3 Data sets and stylised facts

Some of the work of the network has been devoted to the construction of new detailed data sets for the analysis of specialisation and externalities at the local level and macro data sets for the analysis of national and sectoral cycles in Europe.

The new data sets and major descriptive findings are listed below:

Barrios (Young Researcher, CORE), Bertinelli (CORE), Strobl (University College Dublin) and Teixeira (CORE) constructed a comparable (and exhaustive) plant-level data and common industrial classification for the manufacturing industries of Belgium, Ireland and Portugal to study patterns of agglomeration. 

They found that patterns of location strongly differed across industries and moreover, contrary to common belief, high tech sectors were not the most agglomerated ones, pointing hence to the burden of history. Second, the Irish and Portuguese manufacturing location was analysed on a 14-year period of time. Again, the evolution had been very divergent according to industries, with upward/downward sloping agglomeration patterns. 

Rita Almeida (Young Researcher, UPF) finished developing her regional data set for Portugal. The data set has very detailed information on the characteristics and location of firms. Its detail is unmatched within Europe. 

Almeida was used this data to analyse the prevalence of specialisation versus diversification spillovers at the regional level (see below).

Antonio Ciccone (UPF) and Federico Cingano (UPF/Bank of Italy) have developed an extensive data set on experience wage-premia in Italian industrial districts.

The objective was to examine whether local spillovers related to specialisation or diversification of the industrial structure translate into greater experience wage-premia (see below).

Forni and Paba (Modena) have developed a data set for the analysis of local spillovers. The primary sources were the ISTAT Industry Censuses of 1971 and 1991. Original data included over three million data points, i.e. employment and the number of local plants for the mentioned years, 101 three-digit NACE-ATECO industries and 8,086 municipalities. These data have been carefully reclassified by ISTAT in order to harmonise the 1971 and the 1991 sector definitions. They have spatially aggregated the data into 955 larger areas, whose boundaries have been identified according to ISTAT-IRPET (1986). These areas were called local labor systems and were constructed by using data on the residence and the workplace of workers from the 1981 ISTAT Population Census. The main idea was to cluster municipalities in such a way as to get areas that were both small and "self-contained", in the sense that many of the workers living in the area have their workplace within the area. 

Eric Bartelsman, Stefano Scarpetta & Fabiano Schivardi (both Sassari) in “Comparative Analysis of Firm Demographics and Survival: Micro-level Evidence for the OECD countries” constructed a dataset of sectoral indicators of firm dynamics for 10 OECD countries using information from business registers. The patterns of firm entry, exit, survival and employment growth are described and analysed across countries, sectors, and over time.

Altissimo, Bassanetti, Cristadoro and Veronese (Bank of Italy) have updated and completed the data set on the euro economy which contains 1000 monthly time series for on macro variables for different sectors and countries since 1986. This data set was used to construct the euro economy business cycle indicator (EuroCOIN) published by the CEPR and had been used in various papers listed below. Forni (Modena) and Reichlin (ECARES) supervised this project. 

Hedva Ber, Asher Blass and Oved Yosha (Tel-Aviv) computed, from firm-level data for Israel 1991-8, a year-by-year flow of funds chart. This was constructed by combining information from reports on the use of funds that publicly traded companies were required to provide since 1990 with information from standard financial statements. This allowed them to compute firm-level year-by-year capital expenditure and inventory investment taking into account factors that cannot be controlled for it if only financial statement data were used. 

2.1.4 Location and productivity growth

A. Agglomeration, specialisation and productivity growth.

 (i) Specialisation, localisation and productivity growth

Federico Cingano & Fabiano Schivardi (Sassari) in “Sources of Local Productivity Growth” used balance-sheet based TFP indicators (as opposed to employment-based proxies) to estimate the effects of alternative sources of dynamic spillovers on manufacturing productivity growth at the local geographical level. Contrary to previous empirical work they find that industrial specialisation affects TFP growth rates at the city-industry level, while they did not find evidence that either the degree of local competition or productive variety (known as Porter and Jacobs-like external effects, respectively) did impact on subsequent productivity growth at the local level. Employment based regressions yield nearly the opposite results, in line with the previous empirical works. They argued that the existing literature, inferring evidence on alternative sources of agglomeration economies based on employment growth regressions, might suffer from serious identification problems.

Almeida (Young Researcher, UPF) (in her paper “Local Characteristics and Growth in Portuguese Regions”) found that, in Portugal, specialisation was the key variable determining regional spillovers and hence employment growth at the regional level. Diversification spillovers play a much smaller role (especially compared with similar work done for the US).

Paba (Modena) was now trying to estimate how firms’ size and sectoral specialisation affect economic growth in European regions. Preliminary results indicated that small firms positively affected the growth performance of regions while sectoral specialisation does not matter

Ghio (Young Researcher, Modena), with co-authors Luchini, Mendy and Rychen, studied geographical spillovers and regional industrial growth with a special focus on France. They develop a method to measure spatial interactions between French regional industries and show that the probability for a French region to be linked to another one depends on industry specific structural indicators and geographical proximity.  Part of this work was forthcoming in La Revue Economique. 
Fabio Panetta, Fabiano Schivardi (Sassari) and Matthew Shum in “Detecting the Informational Effects of Bank Mergers” formalised one mechanism through which the operating of labour pooling economies dampens volatility in the local labour market, improves the incentives of producers to perform R\&D and smooths the life cycle fluctuations of a city. A trade-off between diversification and specialisation was pointed out in the case of concave R\&D technology. Assuming that innovation becomes more difficult at each round, this paper provided a theoretical back up for and reproduces a well-known piece of empirical evidence: upstart cities tended to be more specialised, mature cities tended to be more diversified.

(ii) Localisation, learning and growth

In a paper written with Thierry Verdier (DELTA), Thoenig (CERAS) investigated how informational spillovers affected growth and innovation.  In a nutshell, to reduce informational leakages and spillovers which could be freely acquired by outside competitors, and thereby lessen the threat of imitation and technological leapfrogging, firms had incentives to increase the share of tacit knowledge and non-codified know-how embedded in their production process.  But they did so at the cost of a larger share of skilled labour in their workforce.  In this context, openness, by intensifying international technological competition, triggered a race to imitation and innovation. As a consequence, it may have induced firms to develop innovations of a new kind, less imitable and endogenously more skill intensive.  Suggestive empirical evidence for France was provided where the existence of defensive skill biased technical change was clearly established.  This paper has been published in the American Economic Review.

Pushing forward the previous paper’s analysis, Thoenig (CERAS) and Verdier (DELTA) investigates the links between the nature of contractual relationships within firms, the form of informational flows spreading between economic units and the dynamics of technological competition. In particular, they focus their analysis on the corporate incentives to design information and monitoring systems based on tacit versus formal informational flows; note that the feedback effects on macroeconomic growth are investigated as well. Among other questions, this paper, entitled “Knowledge Codification and the Boundaries of the Firm: Internal Opportunism versus External Competition” ask whether, in a given competitive environnment, a firm should codify its production and innovation processes through formalized procedures and hard information; or should it rely on the existence of tacit\implicit knowledge and soft information shared within its organizational structures. How is the nature of informational flows within organizations affected by the degree of external competitive pressures? What are the consequences for the optimal governance structure of the firm? What are, in return, the implications of tacit versus codified knowledge for the dynamics of innovation and macroeconomic growth? These are important questions to be answered at the time of the explosion of the Internet and Information and Communication Technologies. These issues are also important to discuss in a world where information flows and knowledge management are increasingly recognized as been crucial determinants of socioeconomic relationships. As illustrated, for instance by its last VIth framework programme on understanding the determinants and socio-economic evolution of the ''Knowledge Based Society'' these questions are high on the research and policy agenda of the European Commission.

(iii) Human capital, localization and productivity growth. 

Antonio Ciccone (UPF) has terminated his research work on human capital externalities within cities (“Identifying Human Capital Externalities: Theory with an Application to US Cities” with Giovanni Peri). Human capital externalities at the aggregate level played a central role in applied economic theory as well as economic policy analysis. In applied theory, human capital externalities were invoked to capture key features of the data. In policy analysis, the strength of human capital externalities was one of the main determinants of the optimal subsidy to human capital. Assessing the strength of human capital externalities at the aggregate level is therefore important for economic theory as well as policy, and empirical research has responded with a variety of different approaches and estimates. The theoretical identification problem was still not fully understood however. The difficulty was simple to explain. Empirical work found that workers with different levels of education were imperfect substitutes in production. An increase in the aggregate supply of highly educated workers therefore tend to increase wages of workers with low levels of education and decrease wages of workers with high levels of education, even if wages of highly educated workers reflect their marginal social product (and there is no need for corrective policies). Can we avoid mistaking these standard supply effects with (positive or negative) human capital externalities at the aggregate level? So far the answer to this question is unclear as existing work on the estimation of the strength of human capital externalities at the aggregate level assumes that workers with different human capital are perfect substitutes in production.  Perfect substitutability simplifies the theoretical identification problem because it implies that the aggregate supply of human capital does not affect individual wages if there are no externalities. All effects of the supply of human capital on individual wages can therefore be interpreted as externalities. This yields, for example, that average-schooling externalities at the local geographic level can be estimated by simply including average schooling of the local workforce in a standard Mincerian wage regression.  It can be shown however that if workers with different levels of education are imperfect substitutes in production then this (Mincerian) approach to human capital externalities at the aggregate level may yield positive or negative externalities even if wages reflect marginal social products.  The main point of the work of Ciccone and Peri is to show how human capital externalities can be identified in the case of imperfect substitutability. The approach is then implemented to estimate human capital externalities at the city level.

Antonio Ciccone (UPF) has been working on a research project on “Local geographic spillovers, learning, and the experience premium” (Manuscript, Universitat Pompeu Fabra and Bank of Italy, 2001 (with Federico Cingano). The basic idea was that it takes time for workers to learn about the local knowledge. Moreover, we would expect that in industrial districts with more knowledge (because of specialisation and diversification spillovers) there was faster learning. To the extent that this learning translated into productivity, it would be picked up in more rapid wage-growth, i.e. a higher experience wage-premium.  Hence, specialisation or diversification spillovers can be estimated using data on industrial district level experience wage-premia (data set described above).

Murat and Paba (Modena) have completed for the Rivista di Politica Economica a paper where they study why internal migration rates so low in Italy and other European countries, with a special focus on Italian industrial districts, where part of the human capital required is region specific. They emphasise the role of labour demand and argue that the shift from standardised to flexible methods of production has increased the demand for skills and explain the reduction of internal migration flows.

Arévalo (Young Researcher, Modena) has been working on the role played by the stock of human capital on the Spanish Economy, both at the aggregate and regional level (in “Human Capital Models: An Analysis of the Transitional Dynamics Applied to the Spanish Case” and “Testing and Modeling Human Capital Models on the Spanish regions”. Preliminary results suggest a negative effect of the stock of human capital on the Spanish regional convergence process. Also, human capital models’ predictions about the Spanish regional convergence process are rejected by the observed data.

(iv) Specialization, trade and productivity growth.

Antonio Ciccone (UPF) has also terminated his research work on the role of regional and international specialisation for average labour productivity (“Trade and Productivity” with Francisco Alcala). Theories about trade increasing aggregate productivity at the country or regional level are nearly as old as economics.  But how large was this effect empirically? Answering this question was difficult because any particular summary measure of trade is likely to miss some aspects of how trading activities affect countries’ productivity. Moreover, while trade may increase aggregate productivity, the reverse also seems likely. Empirical work therefore had to make sure to identify the effect of trade on productivity instead of the other way round. The summary measure of trade nearly always used in empirical work was nominal imports plus exports relative to nominal GDP, usually referred to as openness. They argued that estimates of trade’s effect on average labour productivity at the country or regional level in the existing literature gave a misleading picture of the true productivity-gains caused by trade because of this summary measure of trade used in the empirical analysis. Summarising trade using nominal imports plus exports relative to nominal GDP (openness) had drawbacks for empirical cross-country productivity analysis that were easily explained. Suppose that trade increased productivity but that the implied productivity-gains were greater in the tradable goods sector (e.g. manufacturing) than in the non-tradable goods sector (e.g. services).  Will countries or regions that were more productive because of trade have higher values of openness?  Not necessarily, because the relatively greater productivity-gains in the tradable goods sector lead to a rise in the relative price of non-tradable goods, which may decrease openness when the demand for non-tradable goods is inelastic. They showed this formally in a model where productivity-gains from trade arise due to increasing returns to specialisation. They therefore proposed an alternative measures, real openness, that did not suffer from this problem and showed that this measure works much better than openness in cross-country average labour productivity analysis.

(v) Technology, specialisation and productivity growth

Bertocchi, Forni and Paba (all Modena) are continuing their investigation on the role of technological spillovers and the geographic scope of localization within the Italian manufacturing industry.

Arévalo (Young Researcher, Modena) has finished his investigation on the importance of technology transfers for the Spanish regional convergence process. In “Regional Disparities and Technology Transfers in Spain” he quantifies the relative weights of the productive inputs on the convergence process and tests the neoclassical model with an exogenous factor. He finds that the technology factor is a very important explanatory variable for regional differences, both in a given year and through time. The predictions of the neoclassical model with the same exogenous growth rate for all the regions are rejected by the data. On the other hand, a model with technology imitation or a model with different exogenous rates for each region can reproduce the observed sigma convergence dynamic in the period 1965-95. Lastly, he calculates the speed of convergence downward biased when the same technological dynamic is assumed for all the regions.
Silvia Fabiani, Fabiano Schivardi and Sandro Trento (all Sassari) in “ICT adoption in Italian manufacturing’’ have studied the Information and Communication Technologies (ICT) adoption choices of Italian manufacturing firms. Previous empirical evidence, both at the macro and at the micro level, has shown that investment in ICT is associated with substantial increases in productivity.  Much less is known on the conditions more conducive to its diffusion. They investigated the factors, both at the individual and at the environmental level, that might speed up or slow down ICT adoption, identifying potential areas of criticality.  They related ICT adoption to two sets of variables.  First, they considered firm specific variables, such as size, the composition of the labour force, indicators of employment flexibility and financial indicators that, according to the literature on technology adoption might play a role in determining the optimal rate of investment in ICT.  Second, given the network aspect of many ICT, particularly the Internet-based applications, one may expect that the local industrial structure impacts adoption patterns even after controlling for individual characteristics.  For example, large firms might act as catalyst for the adoption of web technologies of smaller intermediate inputs suppliers. They use a survey that covers approximately 1500 manufacturing firms, explicitly conducted in 2001 to monitor ICT investments.  They obtain indicators of the local industrial structure from a dataset of the National Institute for Social Security (INPS) that covers the whole population of Italian firms.  The results can be summarised as follows: the number of pc per workers depends mainly on the human capital of the labour force, while other aspects, in particular size and sector, play a minor role. We interpret this as evidence that pc constitute a mature, relatively inexpensive technology.  When considering Internet-based applications, they find that size is positive correlated with adoption and that local industrial structure matters: in particular, the presence of large firms in the area has a positive impact on adoption, an evidence that could indicate that large firms play the role of catalyzers of the adoption choice and help overcoming the suboptimal adoption rate induced by network externalities.
Lusito Bertinelli (CORE) and Rosella Nicolini (CODE, Universitat Autonoma de Barcelona) investigate the effect of spillovers on location decision of firms. They develop an analysis merging the geographer toolbox with the standard econometric techniques.  For a chosen sample of sectors, through the spatial data analysis, they test the existence of positive spatial auto-correlation for R&D investments that lead R&D expenditure to cluster.  They succeed in detecting in how far the local environment may influence the firm decisions in R&D investments. Data confirm that the proximity to other firms investing in R&D may produce positive externalities.  The diversity vs. specialization debate is also tackled.

In “Detecting the Informational Effects of Bank Mergers”, Fabio Panetta, Fabiano Schivardi (Sassari) and Matthew Shum formalise one mechanism through which the operating of labour pooling economies dampens volatility in the local labour market, improves the incentives of producers to perform R\&D and smoothes the life cycle fluctuations of a city. A trade-off between diversification and specialisation is pointed out in the case of concave R\&D technology. Assuming that innovation becomes more difficult at each round, this paper provides a theoretical back up for and reproduces a well-known piece of empirical evidence: upstart cities tend to be more specialised, mature cities tend to be more diversified.

B . Determinants of agglomeration

(i) Policy

Philippe Martin (CERAS) finished a book that will be published by Princeton University Press on “Economic Geography and Public Policies”. The book is co-authored with with Richard Baldwin (HEI, Geneva), Rikard Forslid (Stockholm), Gianmarco Ottaviano (Milano) and Frédéric Robert-Nicoud (Geneva). Several chapters analyse the relation between geography and growth and the impact of public policies on both. The chapters are available on the web site of Philippe Martin: http://www.enpc.fr/ceras/martin/. Although this has been completed under the auspices of another network, several aspects of the research have applications to the research objectives of this network which will be exploited

Teixeira (CORE) studies empirically the link between transport policy and the distribution of economic activities in Portugal between 1985 and 1998.  He asks whether the reduction of transport costs is likely to contribute to spatial polarisation. In light of new data, it results that the Portuguese transport policy is not working towards spatial equity.  An assessment of the implications of the envisaged transport network in 2010 for regional development and spatial equity based on a simulation of the model is also made. This simulation proves right another major prediction of the new economic geography: if transport costs are lowered sufficiently the spreading of industry occurs.

Barrios (Young Researcher, CORE), Görg (University of Nottingham) and Strobl (University College Dublin) study the role played by regional public incentives as a determinant of multinationals’ location choice in Irish regions over the period 1973-1998 using nested logit technique.  They find regional policy and public incentives to have a positive influence on multinationals’ location choice, especially from the mid-1980ies onward.  They also find that urbanisation economies and the level of skills, for which the richest areas of Ireland had a distinctive advantage over the rest of the country, played a major role in attracting foreign firms in hi-tech industries.  However, further evidence shows that regional policy has also been effective for this kind of industries and has more than compensated the relative disadvantage of the poorest counties of Ireland by attracting a substantial number of hi-tech multinationals in those regions.

Eric Bartelsman, Stefano Scarpetta and Fabiano Schivardi (Sassari) in “Comparative Analysis of Firm Demographics and Survival: Micro-level Evidence for the OECD countries” present evidence on firm demographics and firm survival for a group of ten OECD countries. For each country the patterns of firm entry, exit, survival and employment growth are described and analysed across countries, sectors, and over time (data set described above).  The paper provides a discussion of how these data may be used to gain a better understanding of the process through which economic policy and institutions may affect aggregate patterns of employment, output, and productivity growth.

(ii) Multinationals

Barrios (Young Researcher, CORE), Bertinelli (CORE) and Strobl (University College Dublin) consider a special case where agglomeration and growth may go hand in hand by studying the co-agglomeration of domestic plants and foreign multinationals in Ireland over the period 1983-98.  To this end they make use of the index developed by Ellison and Glaeser (1997) and find co-agglomeration to be important for a number of sectors.  They further test for the impact of co-agglomeration on domestic firms’ employment growth using panel level data.  Foreign presence as well as foreign employment density are found to be important determinants of employment growth, especially for those sectors with a high degree of co-agglomeration.

Barrios (Young Researcher, CORE), Bertinelli (CORE) and Strobl (University College Dublin) investigate whether multinational corporations (MNCs) can foster local indigenous development using the case study of Irish manufacturing.  To do such they utilise a detailed plant level data set to determine whether the presence of MNCs affected domestic start-ups regionally within Ireland. Results show that apart from nation-wide spillovers, MNCs also have a purely local impact. If inter-industry spillovers are allowed for, such spatial spillovers can reach as far as neighbouring regions.

 (iii) Capital, labour and industry mobility

Paba and Murat (Modena) are also undertaking research on the role of labour and capital mobility for the growth of local areas and industrial districts.  The focus is on region specific human capital and local codes of behaviour, which may prevent the mobility of entrepreneurial firms and workers and undermine the growth potential of industrial districts. By using several data sets, they show that (i) districts absorb more immigrants than the rest of the economy, and that (ii) these immigrants are on average low-skilled, both relatively to immigrants in other developed countries and to native workforce. These migration flows are accompanied by a declining share of Italian exports in world markets, particularly in the more traditional and labour intensive manufacturing sectors. Contrary to the Italian experience, many developed countries have reacted to the  competition of  emerging economies by shifting to more skill-intensive productions. Building on this empirical evidence, Murat and Paba develop a model of trade and migration. They show that, by  importing low-skilled, cheap labour, an economy can maintain its pre-existing specialization, but at the cost of smaller market shares and lower long-run growth rates. They discuss some policy implications of this result. 

Bertocchi (Modena) and Strozzi (Modena) started a joint project on the political economy of migration, with a focus on the legal rules granting citizenship to immigrants’ children, and their impact on voting and the welfare state. The investigations involves the construction of a new data set and an econometric investigation aimed at testing a theoretical model. 

2.1.5 Economic integration and the localisation of economic activity

Agglomeration, specialisation and integration

Texeira (CORE) analyses how economic integration in Europe has affected the industrial agglomeration in Portugal between 1985 and 1998.  The identification of the most and least localised industries reveals similar patterns between Portugal and other countries.  Also, old establishments as well as large establishments tend to be more concentrated than the industry average.  In addition, both job creation and job destruction played an important role on the increasing of industrial agglomeration during this period of time.

Ghio (Young Researcher, Modena), working with co-authors Catin and Van Huffel, developed a model of economic geography which analyses the influence of transport infrastructure on economic efficiency and regional equity during an integration process.  Using numerical simulations, he showed that different kinds of transport infrastructures policies such as those adopted by the European union may lead to an inconsistent result both with economic efficiency and regional equity.  Part of this research program has appeared in the Revue d’Economie Politique.
Barrios (Young Researcher, CORE) and Strobl (University College Dublin) study the concentration of industries in Europe. Their analysis starts from Dumais et al. (2002) who have shown for the US that industries are extremely mobile and that non-historical factors attributable to randomness in industries’ location play a major role in geographical concentration. They apply this methodology to the case of EU countries and regions between 1972 and 1995 and find that changes in concentration levels were mainly due to industry mobility rather than historical accidents and past levels of concentration as often argued by the New Economic Geography literature.
Thoenig (CERAS) built a theory where the decision of outsourcing some part of the production processes enables the firms to balance between the gains of specialisation and the possibility of sharing (product market) risks with their foreign suppliers. In a paper with David Thesmar (INSEE) a macroeconomic model is developed where firms may endogenously outsource part of their production process.  Starting from the premise that adaptation to uncertainty cannot be contracted upon in the worker - employer relationship, outsourcing decisions then balance flexibility gains against hold-up costs of opportunistic behaviour by outside contractors.  In equilibrium, the degree of outsourcing is shown to depend on the degree of product market competition, contractor's bargaining power, and the volatility of demand shocks.  The main result is that an increase in the degree of outsourcing amplifies the volatility of firm sales and employment; it does not, however, amplify aggregate uncertainty.  This theory is therefore a good candidate in explaining the rise in firm level uncertainty witnessed in the European Markets over the past 30 years. It also provides valuable insights on the relation between globalisation, technical change, firm level uncertainty and job instability.  Finally, theory's implications are brought to the test on French data. Evidence from firm level data is shown to be largely consistent with the main implications of the theory.

Thoenig (CERAS) has investigated on the links between the destination of export flows and their impact to labour markets.  In a paper “Globalisation and the demand for skills: an export based channel”, written with Eric Maurin (INSEE) and David Thesmar (INSEE), international trade is shown to affect the demand for skill an export based channel.  The working hypothesis is that the very act of exporting requires an effort of skill upgrading, in particular among occupations related to marketing and development.  Using firm level data, they estimate a model that breaks down production into two stages: product development and marketing, and actual production.  Once the biases arising from the endogeneity of export decision are corrected, they find strong support for our hypothesis.  The skill requirement in development/marketing occupations increases with the share of exported output. Overall skill upgrading is as important among firms exporting to OECD countries as among those exporting outside of the OECD to the LDCs.  This paper has been submitted to the Journal of International Economics where it is currently under revision.

Integration and trade

Andrea R. Lamorgese (Sassari) and Gianmarco I.P. Ottaviano in “Blind Date”, build a multi-country Chamberlinian-Heckscher-Ohlin model with iceberg trade costs to study the effects of preferential trade agreements (in particular, enlargement).  In particular, they study the impact of enlargement on an existing member depending on its relative factor endowments and distance with respect to the average.

Integration, risk-sharing and insurance: the role of policy

Helge Sanner (Young Researcher, Modena) has studied the impact of three different policy regimes for federal or regional as opposed to central unemployment insurance.  A straightforward application of this analysis is the question whether unemployment insurance within the European Union should be organised on the European or on the national (regional) level.  He finds that workers are always in favour of central unemployment insurance, while it depends on the type of regionalisation whether or not firms fare better with federal or with central unemployment insurance.
Integration, risk-sharing and insurance: the role of financial markets

Luigi Guiso (Team Leader, Sassari) and Jorge Rodrigues (Young Researcher, Sassari) in “Co-movement and debt capacity ”, investigate the empirical relation between the market liquidity of a firm's assets measured by its co-movement with other firms and the firm debt capacity.  The findings show that firms with more liquid assets are able to raise more funds externally.  This relation is stronger among firms with higher cash flow and a lower risk that their managers transform the assets in place to their advantage. However, for firms with low cash flows and high transformation risk the relation between debt capacity and assets liquidity bends backwards at high levels of liquidity.  These findings are consistent with recent theories of liquidity paradoxes that emphasise the dark side of liquidity.  Consistent with this view they find that high co-movement firms tend to invest more in less intrinsically liquid assets so as to harden their commitment not to transform assets. They also analyse the effect of assets liquidity on debt maturity.

In a paper with Hélène Rey (CEPR), Philippe Martin (CERAS) has analysed the impact of size on financial markets.  The paper is entitled “Financial Super-Markets: Size Matters for Asset Trade”.  Empirically, demand and market size effects play an important role for international trade in assets and in the determination of asset prices.  Asset prices are higher in larger financial areas, financial integration decreases the cost of capital and market size determines financial flows.  They present a two-country macroeconomic model where the interaction of a risk diversification motive and market segmentation explains those facts.  The imperfectly competitive structure of financial markets in our setting also provides a new explanation for the home bias in equity holdings.  Due to co-ordination failures, the extent of financial market incompleteness, which is endogenous in their model, is inefficiently high.

Antonello d’Agostino (ECARES), in “Testing financial market integration: a structural approach” tests the degree of financial markets integration for 5 European countries using a sample of 15 years excess returns data.  The analysis is performed for three sub-samples: pre-convergence, convergence and Euro period.  Significant evidence indicates an increasing integration in the convergence period and a slight decrease in the Euro period. The growing importance of the global influences seems to be the main driving force in explaining co-movements in equity returns.  A decrease of national influences in the three periods is also observed.

Marina Emiris (ECARES) carried out work on “Measuring Capital Market Integration”.  The convergence of European economies in view of the European Monetary Union together with increasingly common dynamics in currency and equity returns suggest that capital markets are at least partially integrated. In her study, Emiris imposes a dynamic factor analytical model for the returns on currency and stock portfolios, on eight European markets, taking into account predictability by forward premia and dividend yields.  The resulting asset pricing model is characterized by time-varying risk premia, and constant betas and return variances.  She proposes a measure for the degree of integration and examines its evolution from 1979 until 1997.  She found that the degree of integration for equity markets has increased in the nineties but that this is mainly due to an increase in the premium for extra-European currency risk.  She also found that the sources of comovement lie only in part in the US equity markets. (Published in Conference Papers Series, Bank of International Settlements   (June 2002)).

Marina Emiris, in “Liquidity and asset price linkages studied financial market linkages between Europe, US and Japan during periods of tight monetary conditions. In particular, she investigated whether monetary conditions generate asymmetries in financial market linkages. Liquidity states are determined using a threshold model for the monetary policy instrument in each country. For each state of liquidity in the foreign or local economy, the common dynamics of monthly returns on bond yields of different maturities and sectoral stock returns over the period 1980-2000 are estimated using a dynamic factor model (Forni, Hallin, Lippi and Reichlin (2000)). Then, the importance of location (geography), common currency and real and monetary convergence in spillover asymmetries is investigated. Furthermore, for each liquidity state, a measure for short run and long run interdependence defined as the dynamic correlation (see Croux, Forni and Reichlin (2000)) between markets and between assets is estimated. This measure is used to investigate three issues: whether national linkages are similar to cross-border stock-bond market linkages, whether short run interdependence increases during low liquidity times and finally, the presence of flight-to-quality phenomena. [paper presented at the Paris conference].

Domenico Giannone (Young Researcher, ECARES) and Michele Lenza (ECARES) in “Explaining the Feldstein-Horioka facts” studied the effect of global factor in accounting for cross-country saving behaviour and explain the Feldstein-Horioka puzzle. The Feldstein-Horioka finding is a very well known and puzzling empirical regularity in International Macroeconomics: domestic saving and domestic investment in OECD countries are highly correlated contrary to what is predicted by partial equilibrium versions of the intertemporal Theory of Current Account. It has been argued that General Equilibrium effects could play an important role in generating this empirical regularity. They took into account these effects by controlling for co-movement generated by global factors in the saving-investment regressions. When controlling for comovements they find: (1) The Feldstein - Horioka puzzle is to be de-emphasised as the saving- retention coefficient considerably decreases in a panel regression on OECD countries; (2) The saving - retention coefficient seems to decline over time becoming not significant in the 90.s. They interpreted this finding as a consequence of increased capital mobility in OECD countries [paper to be presented at the Paris network conference in December 2002].

In another paper with Rey, “Financial Globalisation and Emerging Markets: With or Without Crash?” Philippe Martin (CERAS) analysed the impact of financial globalisation 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 industrialised country (high income level), they show that liberalisation of capital flows increases asset prices, investment and income in the emerging market. However, for intermediate levels of international financial transaction costs, we find 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 autarchy level and more market incompleteness. They show 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.

Sorenson, Yi-Tsung Wu and Yosha (Tel Aviv) in “Is less home bias associated with more international risk sharing? An empirical analysis’’ obtained evidence on the link between home bias and lack of international risk sharing by exploiting cross-sectional variation (across countries) in patterns of foreign security holdings and ask if countries with more foreign asset holdings obtain better income and consumption insurance. 

2.1.6 Localisation and macroeconomic fluctuations

Philippe Martin develops a research project with Giancarlo Corsetti (European University Institute (Fiesole), University of Rome III) and Paolo Pesenti (Federal Reserve Bank of New York), which introduce trade costs and endogenous number of goods or firms in an open economy model with monopolistic competition and short run nominal wage rigidities. They show that these two elements have important implications for the international transmission of monetary and productivity shocks. Imperfect competition coupled with trade costs implies that a monetary expansion increases demand and profits more at Home than in the Foreign country, according to the ''Home market'' effect analyzed in trade models. This in turn leads to entry of new firms or the creation of new goods. With international portfolio diversification, some of this investment is financed by capital inflows. They show that this mechanism can lead to a short-term appreciation following a monetary expansion. 

Kalemli-Ozcan, Sorensen and Yosha (Tel Aviv) published “Economic Integration, industrial specialisation and the asymmetry of macroeconomic fluctuations” in the Journal of International Economics (55, 2001).  They showed empirically that regions with a more specialised production structure exhibit output fluctuations that are less correlated with those of other regions (less “symmetric” fluctuations). Combined with the casual relation running from capital market integration to regional specialisation found in an earlier study, this finding supports the idea that higher capital market integration leads to less symmetric fluctuations.  This mechanism counter-balances the effect of lower trade-barriers on the symmetry of fluctuations quantified by Frankel and Rose (1998).  Deriving a simple closed from expression for the gains from risk sharing for CRRA utility is an independent contribution of the present article.

Sorenson, Yosha (Tel Aviv) and Wu published “Output fluctuations and fiscal policy: US state and local governments 1978-1994’’ in the European Economic Review (45-2001). They studied the cyclical properties of U.S. state and local government fiscal policy.  The budget surpluses of both are pro-cyclical over short-and-medium term horizons.  Pro-cyclical surpluses are the result of strongly pro-cyclical revenue and weakly pro-cyclical expenditure.  These results hold whether aggregate (U.S.-wide) fluctuations are controlled for or not.  Federal grants to state and local governments are pro-cyclical, but this is due to aggregate output fluctuations: With respect to sate-level output fluctuations, federal grants are counter-cyclical.  The budget surpluses of trust funds and utilities are also pro-cyclical, but there is no evidence that this effect is stronger in states where balanced budget rules are tighter.  The cyclical patterns of state and local budget surpluses are affected by various political institutions; for example, budget surpluses are less pro-cyclical in conservative states. In an election year that occurs in “good times”, state governments refrains from accumulating a larger surplus.  In “bad times”, no such asymmetry between election and non-election years is apparent.

Ostergaard, Sorenson and Yosha (Tel Aviv) published “Consumption and aggregate constraints: evidence from US states and Canadian provinces” in Journal of Political Economy (110-2002). State-level consumption exhibits excess sensitivity to legged income to the same extent as U.S. aggregate data, but state-specific (idiosyncratic) consumption exhibits substantially less sensitivity or lagged sate-specific income – a result that also holds for Canadian provinces.  They propose the following interpretation: borrowing and lending in response to changes in consumer demand are easier for individual U.S. states than for the United States as a whole, and therefore, the measured deviation from the benchmark permanent income hypothesis model is smaller.  However, lagged state-specific variables help predict state-specific consumption, suggesting that the PIH model still requires qualification.

Sorenson and Yosha (Tel-Aviv) published ‘Is state fiscal policy asymmetric over the business cycle?’ in the Kansas City Federal Reserve Economic Review (Third Quarter, 2001). A number of stabilisers are thought to mute the business cycle.  One key stabiliser is federal fiscal policy.  The federal budget surplus tends to rise during economic booms and fall in downturns, helping to stabilise consumers’ disposable income and thereby mitigate economic fluctuations.  During booms, for example, the budget surplus typically rises because tax-revenues rise more than expenditures.  Another stabiliser that has traditionally received less attention is state fiscal policy.  Like the federal budget surplus, state government surpluses end to rise during economic expansions and decline during downturns.  For instance, Nebraska’s budget surplus rose from $91 per capita in the recession year 1990 to $326 (in, 1990 prices) per capita in 1998, when the economy was booming.  Moreover, like the federal budget, state budgets represent large shares of the economy.  For example, in 1998 state government expenditure was 10 percent of gross state product in Kansas, and 9 percent in Missouri.  The stabilising influence of state fiscal policy, however, may differ across business cycle expansions and downturns – making statistical policy asymmetric.  For example, state budgets could be more effective at mitigating economic slumps than at muting booms if taxes fall more sharply during a slump than they rise is an expansion of equal magnitude. Asymmetry in fiscal policy could be caused by a number of factors such as balanced budget rules, which are constitutionally imposed restrictions on a state government’s ability to incur debt.  This article examines the business cycle behaviour of state fiscal policy to determine whether policy is asymmetric and, if so, to identify the causes.  The first section of the article reviews the general business cycle behaviour of state budgets. The second section discusses some theoretical explanations of asymmetry and then examines whether the fiscal policies of U.S. states are asymmetric.  The third section explores whether stringent balanced budget rules are associated with stronger asymmetry in state fiscal policy.  The article concluded that state revenue and expenditure display significant asymmetry over the business cycle, with nearly offsetting effects on the budget surplus.  As a result, state fiscal policy tends to mute economic booms to roughly the same degree it mitigates slowdowns.  The asymmetries in revenue and expenditure appear to be associated with balanced budget rules, although their fundamental causes cannot be clearly identified.

In “Monetary transmission in a small open economy” Ber, Blass and Yosha (all Tel-Aviv) used the newly constructed data set described in Section 1.0 to study the effect of monetary policy on investment. They show that in a small open economy like Israel, contrary to standard theory, monetary policy affects investment. They also show that the impact is transmitted trough the balance sheets of firms whose access to foreign funds is relatively constrained. 

Barrios (Young Researcher, CORE) and de Lucio (Universidad Alcalá de Henares, Spain) provide evidence concerning the positive impact of economic integration on EU regions’ business cycles convergence by focusing on two neighbouring countries: Spain and Portugal. They show that while a rise in cross-country business cycle correlation has also been experienced by other European countries, it has been relatively more pronounced for Iberian regions. Econometric evidence suggests that the existence of an administrative border, the economic size of regions and their industrial structures can explain a substantial proportion of regional cycles.

Pistoresi and Strozzi (Modena) published “Rent sharing and bargaining levels” in Giornale degli Economisti e Annali di Economia. Their research focuses on the empirical analysis of the actual functioning of the different wage bargaining systems in Europe. In particular, they studied how centralised and decentralised wage bargaining agreements face national and sector-specific shocks to labour productivity at the different frequencies of the cycle. Special attention was devoted to the Italian basic metal industry.

Luca Sala (Young Researcher, Tel Aviv) in “Monetary Transmission in the Euro area: a factor model approach” studies the heterogeneous effect of common monetary policy across different countries within the Euro area. Since the European Central Bank (ECB) targets Euro-wide aggregates, it is important to understand what is the degree of cross-country heterogeneity of common monetary policy.  This is an important problem, but also a difficult one.  The first difficulty arises from the fact that there are not enough data on the history of the EMU and a feasible empirical project can only be defined for past data, when monetary policy was decided at the country level. The second difficulty is due to the econometric problem of modelling the joint dynamics of macro variables for many countries. To tackle the first problem, Sala carries out two kinds of exercises.  He first defines a common monetary policy shock (equivalent to the ECB shock) as the German policy shock. He estimates the latter on the basis of data on Germany and identifies it for the other countries as the shock with “minimum distance” with respect to the German’s one. Second, he performs a counterfactual exercise assuming that, as in the EMU regime, monetary policy has the same effect on interest rates.  To tackle the second problem he adapts the model developed by Forni and Reichlin (Review of Economic Studies, 1998) to the problem.  That model, unlike VAR cross-country regressions, allows for the estimation of shocks and impulse response functions without imposing the arbitrary restriction that the impulse response functions of the shocks are the same across countries.  Luca Sala adapts it creatively to analyse the possible heterogeneous effect of common EMU monetary policy across the countries of the Union. The paper is now being revised. Giannone (Young Researcher, ECARES), Reichlin (ECARES) and Sala (Young Researcher, Tel Aviv) are still developing the project on the dynamic of common European policy shocks across single European nations. This is an extension of Sala’s work and is based on new methodological developments described in the last Section.

Jacopo Cimadomo (ECARES) in “The Effects of Systematic Monetary Policy on Sectors: a Factor Model Analysis” studies the monetary policy transmission to sectors in the US economy. Recent literature has stressed the importance of focusing on disaggregate variables in order to investigate if monetary shocks have asymmetric effects across economic entities, if they change relative process and relative outputs, if they alter the production structure of the economy.  This work proposes an approach to analyse the sectorial sensitivity of the systematic component of monetary policy, within a factor model econometric framework similar to that of the one formulated by Forni, Hallin, Lippi and Reichlin (2000), and by Stock and Watson (1999).  A factor model analysis allows to exploit the covariance structure among hundreds of time series and to overcome some drawbacks of VAR literature, when the focus is on disaggregate variables. He finds that systematic monetary policy affect heterogeneously the economy: industries with higher capital intensity of production processes and relatively sluggish production prices are the most “vulnerable” to endogenous monetary actions, industries closer to the final demand the least.

Ghio (Young Researcher, Modena) and Pistoresi (Modena) examined the relative importance of local and global externalities for the U.S urban development, by using the dynamic factor analysis proposed by Forni and Reichlin (2001). These measures are used to derive indirect evidence on the role of local and global externalities. Their findings suggest that there is not a single type of externalities predominates in the explanation of the urban industrial development.

Petrongolo (CEPR) and Wasmer (ECARES) have completed the work on regional spillovers in the matching process between jobs and unemployed workers.

2.1.7 The econometrics of space and time
Mion (CORE) estimates a model of economic geography using a space-time panel data on Italian provinces.  Particular attention has been devoted to address endogeneity issues that naturally arise when dealing with both simultaneity and spatial data. Results are consistent with the hypothesis that product-market linkages, coming from increasing returns and trade costs.  Those linkages influence the geographic concentration of economic activities and their spread over space is, contrary to previous findings, not negligible.

Forni (Modena) and Reichlin (ECARES-ULB) in collaboration with Hallin (ECARES-ULB) and Lippi (CEPR/Rome) have continue to investigate econometric techniques for large panels of time series, which are potentially useful to study the propagation of macroeconomic shocks and spillovers. They have published several papers in international journals such as the Economic Journal and the Journal of Econometrics.  In this year report, we can see that papers already cited last year are either published or under revision. Their work on dynamic factor models has been developed in several directions, including empirical applications.  They explored the role of financial variables in forecasting, in a paper using a large data set, consisting of 447 monthly macroeconomic time series concerning the main countries of the Euro area, to simulate out-of-sample predictions of the Euro area industrial production and the harmonised inflation index.  They find that financial variables do help forecasting inflation, but do not help forecasting industrial production.  Together with Altissimo., Bassanetti,  Cristadoro and Veronese (Bank of Italy) they developed a real time coincident indicator for the Euro Area business cycle, which uses  the information of a large data panel to obtain an indicator which, unlike other methods used in the literature, takes into consideration the cross-country as well as the within-country correlation structure and exploits all information on dynamic cross-correlations.  Cristadoro, Forni, Reichlin and Veronese also proposed an index of core inflation for the Euro area which again exploits information from a large panel of time series on disaggregated prices, industrial production, labour market indicators, financial and monetary variables.  The indicator is shown to have a number of desirable characteristics and to perform very well as a forecaster of the Euro area harmonised consumer price index at one and two years horizon, which is the relevant horizon for the ECB monetary policy.  The published empirical work has been focused on short-term macroeconomic issues, not central to the topic of this network.  However, the methodology has shown to be useful for studying many issues central to this network.  As described above, the method has been adapted in work by Sala (ECARES), Pistoresi and Strozzi (Modena), Ghio and Pistoresi (both Modena), Giannone and Lenza, Emiris, d’Agostino, Cimadomo (all ECARES), Lamorgese and Ottaviano (Sassari).  In this respect, the new work on identification of shocks and propagation in large panels (Forni, Lippi and Reichlin, “Opening the Black Box: Structural Factor Models versus Structural VARs”) will have interesting application for the study of the propagation of macro shocks in the geographical space.

On the last topic Reichlin (ECARES) has collaborated with students Giannone and Sala from ECARES and Doz (Cergy-Pontoise) to explore different methodological alternatives.  Three papers are of significance in that respect: 

A. “Tracking Greenspan: systematic and unsystematic monetary policy reconsidered” (with Giannone and Sala, CEPR W.P. 2002).  This paper is closely related to Forni, Lippi and Reichlin but proposes a slightly different estimator beside showing how to perform counterfactual exercises in dynamic factor models in large cross-sections.  This is the method used by Cimadomo (2002) cited above.

B. “VARs, common factors and the empirical validation of equilibrium business cycle models reconsidered” (with Giannone and Sala, CEPR W.P. 2002).  The paper compares estimation performance for the impulse response coefficients based on a VAR approximation to this class of models and an estimation method that explicitly takes into account the restrictions implied by the factor structure. Bias and mean squared error for both factor based and VAR based estimates of impulse response functions are quantified using, as data generating process, a calibrated standard equilibrium business cycle model. They show that, at short horizons, VAR estimates of impulse response functions are less accurate than factor estimates while the two methods perform similarly at medium and long run horizons.

C. “A GMM estimator for common factors in large panels of time series” (with Doz and Giannone, in progress).  This paper proposes an alternative estimator to Forni et al. 2001 which is shown to have efficiency properties.

Reichlin (ECARES) was invited to the 2000 World Congress of the Econometric Society in Seattle to present the work on dynamic factor models in large panels. Her presentation is now published: “Extracting business cycle indexes from large data sets: aggregation, estimation, identification”, in Dewatripont, M., Hansen, P.L. and Turnowsky S. (eds) Advances in economics and econometrics: theory and applications, 8th world congress of the econometric society, Cambridge University Press, 2002.
Jorge Rodrigues (Young Researcher, Sassari) in “Common and idiosyncratic shocks to exchange rate volatility” extends the Forni, Hallin, Lippi and Reichlin (2001) dynamic factor approach to the analysis of GARCH time series and in particular to distinguish between common and idiosyncratic shocks to exchange rate volatility. The contribution to the financial literature is to allow the analysis of large dynamic GARCH cross-sections free from prior beliefs on the conditional mean of the data and to estimate a time-dependent common and idiosyncratic components of exchange rate volatility. The good performance of the approach is supported by a Monte Carlo simulation exercise. He considers 54 dollar-valued exchange rate returns observed monthly from January 1982 to June 1997. Results reveal that although the conditional mean co-move strongly, the exchange rate conditional volatility is mostly idiosyncratic. The method provides a useful framework for the analysis of topic 2. (v) above, in particular in connection with the work by Emiris.

Giannone (Young Researcher, ECARES) in “Testing for linear restrictions in large panels of time series” develops a GMM type of test suitable for the test of linear restrictions in large panels. This test is likely to be very useful for verifying hypotheses in data sets where both the time and geographical space matter, i.e. topics in Sections 2 and 3. This paper has been revised with respect to the version cited in the previous report.

Giannone with d”Agostino (ECARES) and Reichlin (ECARES) have worked on the development of time varying parameter methods which would be used to carry on the project on the evolution of real and financial market integration in Europe. This project, as mentioned in the last report, was initially designed to integrate work by Forni (Modena) and Reichlin (ECARES) and Lamorgese (Sassari), Sorensen, Yosha (Tel Aviv).

Perleman, Rodrigues (Young Researcher, Sassari) and Wasmer (ECARES) have now published the work in which they develop a method for the identification of clusters in the labour market.

Miscellaneous Topics

Luigi Guiso (Sassari), Paola Sapienza and Luigi Zingales (CEPR), (CEPR WP, 2002, forthcoming Journal of Monetary Economics) in ”People’s opium. Religion and economic attitude” study the effect of religious beliefs and economic attitudes on a number of issues on economic performance. Since Weber there has been an active debate on the impact of religion on people’s economic attitudes. Much of the existing evidence, however, is based on cross-country studies, where this impact is confounded by differences in other institutional factors. We use the World Values Surveys to identify the relation between intensity of religion beliefs and economic attitudes controlling for country fixed effects.  We study several economic attitudes: attitude toward co-operation, the Government, working women, legal rules, thriftiness, and the market economy. We also distinguish across different religion denominations, differentiating on whether a religious denomination is dominant in a country. We find that on average religion beliefs are associated with “good” economic attitudes, where “good” is defined as conducive to higher per capita income and growth. Yet religious people tend to be more racist and less favourable with respect to working women. These effects differ across religion denominations, but not in the way emphasised by the existing literature. 

Chiara Strozzi (Modena) and Julian Messina (European Central Bank) were involved in a joint project which investigated the determinants of short- and medium-run fluctuations of the labour share in European countries. They are currently working on the formulation of a theoretical wage bargaining model with the aim to analyse the adjustment of labour market variables to business cycle fluctuations in the presence of trade unions and labour adjustment costs. The implications of this model for the behaviour of the labour share in Europe will be also tested empirically.

Chiara Strozzi (Modena) and Julian Messina (European Central Bank) are also working on a new project  to investigate the cyclical behaviour of real wages in OECD countries. The period of interest is the interval from the 1970s to the most recent years. The aim is to describe the available evidence concerning the relationship between wages and the business cycle by using as many robustness checks as possible. Different business cycle indicators will be considered as well as different ways of deflating nominal wages. In addition, different procedures to filter the data will be taken into account. In a second stage, the project aims at assessing whether different types of labour market institutions have any impact on cyclical wage behaviour. 

Chiara Strozzi (Modena) has been working on a dynamic wage bargaining model aimed at analysing the impact of an increase in product market integration on the sustainability of tacit collusive agreements between trade unions coming from different countries. 

Bertocchi (Modena) with Canova (UPF) completed a paper on growth, geography and institutions focusing on the case of Africa as affected by colonization. This work has now appeared in the European Economic Review as "Did Colonization Matter for Growth? An Empirical Exploration into the Historical Causes of Africa's Underdevelopment". Bertocchi also conducted research on institutions and growth in a comparative perspective. In particular, she has investigated the role of labour markets and unionization in an integrated world in the paper "Labor Market Institutions, International Capital Mobility, and the Persistence of Underdevelopment", which appeared in the Review of Economic Dynamics, and, in collaboration with Spagat (CEPR) she has studied the interaction between growth and education and welfare systems in "The Evolution of Modern Educational Systems. Technical vs. General Education, Distributional Conflict, and Growth, 2002 and in  "The Politics of Co-optation". The latter appeared in the Journal of Comparative Economics, 2001 the former is in press in the Journal of Development Economics. A recent project, entitled "The Law of Primogeniture and the Transition from Landed Aristocracy to Industrial Democracy", CEPR Discussion Paper 3723, focuses on the interaction between the intergenerational transmission of property rights and the sectoral evolution of the economy

Sanner (Young Researcher, Modena) has studied spill-over effects between imperfect product and labour markets, developing a very general model to be applied to many issues.  Under a dual labour market, he found that cross-country differences of the union wage premium are mainly caused by two parameters: The degree of centralisation of wage determination, and the size of the unionised sector of the economy. Together with the technology employed, these two parameters also seem to impact strongly on real income. In another project, he is investigating the cross-market effects of (deregulation in goods and labour markets. In particular, he considers regulatory measures determining product market transparency, the bargaining power of workers, and the bargaining structure. Preliminary results confirm and highlight the requirement to take cross-market effects into account for an assessment of deregulatory measures. Finally, in a joint project with Felbermayr (European University Institute) he intends to examine spill-over effects of labour market institutions on other countries. Part of Sanner’s work on labour markets has appeared in Labour.

Simona Bovha Padilla (Young Researcher, Modena) in a paper with H. Padilla Mayer on  “Sources Of Growth in Selected Central And Eastern European Countries”, is investigating the sources of economic growth in countries in transition. They calculate sources of economic growth in these countries for the period from 1993 to 2001 through three different approaches: (1) growth accounting using the Solow-Swan model, (2) regression analysis, and (3) semi-endogenous growth model. The first approach shows that the TFP has been a leading source of GDP growth throughout the observed period, whereas the importance of physical and human capital stock has been negligible. The second approach indicates instead that the TFP does not significantly contribute to the real GDP growth in the selected sample countries, and a greater importance is given to the physical and human capital and structural reforms. Finally, the semi-endogenous growth model also confirms that contributions of TFP were either negative or negligible.

Bovha Padilla (Young Researcher, Modena) and Padilla Mayer (Institute for Macroeconomic Analysis and Research, Slovenia) also estimated effects of financial deepness and capital account liberalization on economic growth, investment in Slovenia from 1993 to the second quarter of 2001.  They found out that the only positive effect of capital account liberalization was increased credits to private sector.  On the other hand, financial depth had a positive and significant effect on economic growth and investment.

Davide Ticchi (Young Researcher, UPF) has analysed the interplay between risk aversion and inter-temporal substitutability in a simple dynamic investment model with aggregate uncertainty (in his paper with Saltari, “Risk aversion, intertemporal substitution, and the aggregate investment-uncertainty relationship”). His main finding is that risk aversion cannot by itself explain a negative relationship between aggregate investment and aggregate uncertainty, as the effect of increased uncertainty on investment also depends on the inter-temporal elasticity of substitution. In particular, the relationship between aggregate investment and aggregate uncertainty is positive even if agents are very risk averse, as long as the elasticity of inter-temporal substitution is low. A negative relationship requires that the relative risk aversion and the elasticity of inter-temporal substitution are both relatively high or both relatively low. Ticchi also shows that the implications of our model are consistent with the available empirical evidence

Publications 

2.2 Joint Publications

Graziella Bertocchi (Modena) and Fabio Canova (UPF), "Did Colonization Matter for Growth? An Empirical Exploration into the Historical Causes of Africa's Underdevelopment", European Economic Review 46, 2002, 1851-1871.

Thisse, J.(CORE) , Wasmer, E. (ECARES) and Zenou, Y. (CEPR) (2002). ‘Ségrégation Urbaine, Logement et Marchés du Travail’, Rapport sur l’Intégration, Conseil d’Analyse Economique, Premier Ministre, France. A paraître dans la Revue Française d'Economie (EST-CE MAINTENANT paru SVP? Please update, thank you).

Forni, M. Lippi, M.  and Reichlin, L. 2003 "Opening the Black Box: Structural Factor Models versus Structural VARs", mimeo.
2.3 Other related publications of the network

(All Young Researchers in bold)

2.3.1 ECARES

Jacopo Cimadomo, 2002 “The Effects of Systematic Monetary Policy on Sectors: a Factor Model Analysis”, mimeo, ECARES, 2002.

Carcillo, S. and Wasmer, E, 2003, ‘Discrimination and Bilateral Human Capital Investments Decisions’, forthcoming, Annales d’Economie et Statistiques, special issue on Discrimination, 2003.

Antonello d’Agostino, ``Testing financial market integration: a structural approach’’, mimeo, ECARES, 2002.

Catherine Doz, Domenico Giannone and Lucrezia Reichlin, ``A GMM estimator for common factors in large panels of time series”, in progress. DATE?

Marina Emiris, “Measuring Capital Market Integration”, mimeo, ECARES, 2002.

Marina Emiris, “Liquidity and Asset Price Linkages”, mimeo, ECARES, 2002.

Domenico Giannone, ``A test for linear restrictions in large panels of time series’’, mimeo, ECARES, 2002.

Domenico Giannone and Michele Lenza, ``Explaining the Feldstein-Horioka facts’’, mimeo, ECARES, 2002.

Domenico Giannone, Lucrezia Reichlin and Luca Sala, 2002, ``Tracking Greenspan: systematic and non-systematic monetary policy revisited’’,  (CEPR working paper, 2002).

Domenico Giannone, Lucrezia Reichlin and Luca Sala, 2002, “VARs, common factors and the empirical validation of equilibrium business cycle models” (CEPR working paper, 2002).

Domenico Giannone, Lucrezia Reichlin and Luca Sala, 2002, ``The regional effect of common policy shocks’’, mimeo, ECARES.

Lucrezia Reichlin, “Extracting business cycle indexes from large data sets: aggregation, estimation, identification”, in Dewatripont, M., Hansen, P.L. and Turnowsky S. (eds) Advances in economics and econometrics: theory and applications, 8th world congress of the econometric society, Cambridge University Press, 2002
Wasmer, E. and Zenou, Y.(2002). 'Does City Structure Affect Job Search and Welfare?', Journal of Urban Economics, 51, pp. 515-541

 

 

 Carcillo, S. and Wasmer, E. (2003). ‘Discrimination and Bilateral Human Capital Investments Decisions’, forthcoming, Annales d’Economie et Statistiques, special issue on Discrimination 

 

Wasmer, E. and Weil, P. (2002). ‘Financial Fragility, Business Creation and Job Destruction’, Louvain Economic Review, 68 (1-2), pp. 181-200. (Special Issue : The New Economy)
2.3.2 CERAS

Philippe Martin, " Financial Super-Markets: Size Matters for Asset Trade", 2001, with Hélène Rey. NBER 8476. Forthcoming Journal of International Economics 

Philippe Martin, "Agglomeration and Regional Growth" with Richard Baldwin, 2003, CEPR discussion paper 3960, draft of a chapter for the North Holland Handbook of Regional and Urban Economics: Cities and Geography edited by Vernon Henderson and Jacques-François Thisse

Philippe Martin, "Subsidies to Poor Regions and Inequalities: Some Unpleasant Arithmetic", with Vincent Dupont, September 2003, mimeo.

Philippe Martin,"Globalization and the Transmission Mechanism" with Giancarlo Corsetti and Paolo Pesenti, 2003, in progress

Mathias Thoenig, “A Theory of Defensive Skill-Biased Innovation and Globalisation”, joint with Thierry Verdier, American Economic Review, 2003, volume 93, n.3, pages 709-728.

Mathias Thoenig, “How globalisation impacts the labour demand by skill? An export based channel”, joint with Eric Maurin and David Thesmar, currently under revision for Journal of International Economics, CEPR Working Paper n.3406.

MathiasThoenig, "Why is a Flexible World More Insecure? The Way Outsourcing Amplifies Uncertainty", joint with David Thesmar, CEPR Working Paper n°3629

MathiasThoenig,  "Knowledge Codification and the Boundaries of the Firm: Internal Opportunism versus External Competition. ", joint with Thierry Verdier, mimeo CERAS.

2.3.3 UPF

Rita Almeida, “The Effects of Foreign Owned Firms on the Labour Market,” Manuscript, Universitat Pompeu Fabra, 2002.

Rita Almeida, “Employer Provided Training Programs and Productivity,” Manuscript, Universitat Pompeu Fabra, 2002.

Fabio Canova. “Monetary disturbances matters for business cycles fluctuations” has been accepted for publication at the Journal of Monetary Economics (with G. de Nicolo’). 

Antonio Ciccone, “Agglomeration Effects in Europe,” has now been published in the European Economic Review (February 2002).

Antonio Ciccone, “Input Chains and Industrialisation,” has now been published in the Review of Economics Studies (June 2002)
Antonio Ciccone, “Resistance to Reform: Status Quo Bias in the Presence of Individual Specific Uncertainty: Comment,” has bee accepted for publication in the American Economic Review. 

Antonio Ciccone, “Dynamic Externalities, Technology Diffusion, and the Spatial Wage Distribution in the US,” is in the second-round revisions at Regional Science and Urban Economics.
Antonio Ciccone and Federico Cingano, “Book Review, Manfred M. Fischer, Javier Revilla Diez, and Folke Snickars, Metropolitan Innovation Systems: Theory and Evidence from Three Metropolitan Regions in Europe,” Journal of Regional Science, May 2003, Volume 43, Issue 2

Antonio Ciccone and Federico Cingano, “Skills and Clusters,” in Broker, J; Dohse, D and R. Soltwedel R. (eds.) Innovation Clusters and Interregional Competition, Advances in Spatial Science, Springer-Verlag, Heidelberg, Germany, 2003

Davide Ticchi, “Growth and incentives in a principal-agent model with decreasing risk aversion,” Manuscript, Universitat Pompeu Fabra, 2002.

Davide Ticchi, “Uncertainty and the current account,” Manuscript, Universitat Pompeu Fabra, 2002 (with Enrico Saltari; under revision for a re-submission to the Journal of International Economics).

Davide Ticchi, “Risk-aversion and the investment-uncertainty relationship: a comment,” Manuscript, Universitat Pompeu Fabra, 2002 (with Enrico Saltari; under revision for a re-submission to the Journal of Economic Behavior and Organization).

2.3.4 Sassari

Luigi Guiso and Jorge Rodrigues, “Co-movement and debt capacity ”. 

Luigi Guiso, Paola Sapienza and Luigi Zingales, “People’s opium. Religion and economic attitudes”, CEPR WP, 2002, and Journal of Monetary Economics, January 2003

Andrea R. Lamorgese and Gianmarco I.P. Ottaviano, “Blind Date”

Federico Cingano & Fabiano Schivardi, “Sources of Local Productivity Growth”.

Silvia Fabiani, Fabiano Schivardi and Sandro Treno, “ICT adoption in Italian manufacturing”.

Fabio Panetta, Fabiano Schivardi (Sassari) and Matthew Shum, “Detecting the Informational Effects of Bank Mergers”

Eric Bartelsman, Stefano Scarpetta and Fabiano Schivardi (Sassari), “Comparative Analysis of Firm Demographics and Survival: Micro-level Evidence for the OECD countries”

The Role of Social Capital in Financial Development , Luigi Guiso with Paola Sapienza and Luigi Zingales, forthcoming American Economic Review, 2004

Patrizio Pagano and Fabiano Schivardi, Firm Size Distribution and Growth, Scandinavian Journal of Economics, Vol. 105, pp. 255-274, 2003

Fabiano Schivardi, Reallocation and Learning over the Business Cycle, European Economic Review, vol. 47/1, pp. 95-111, 2003
Fabiano Schivardi with Paola Caselli and Patrizio Pagano, Uncertainty and the Slowdown of Capital Accumulation in Europe, Applied Economics, Vol. 35, pp. 79-89, 2003 

Luigi Guiso with Paola Sapienza and Luigi Zingales, The Cost of Banking Regulation, Review of Finance, forthcoming, 2004

Luigi Guiso with with Tullio Jappelli M. Haliassos, Households Stockholding in Europe. Where do we stand and Where do we Go?, Economic Policy, 2003.

Luigi Guiso eds. with Tullio Jappelli M. Haliassos, Stockholding: A European Comparison, Mac Millan, London, 2003.
Susana Iranzo (Young researcher), FDI Entry and Acquisition of Firm-Specific Assets, March 2003

Susana Iranzo (Young researcher) with F. Schivardi and E. Tosetti Skills, Labor Substitutability and Firm Productivity, July 2003
Susana Iranzo (Young researcher), Wages and Dispersion of Skills in Cities, May 2003

Andrea R. Lamorgese with Gianmarco I.P. Ottaviano, Intra-cluster Inter-relations : Evidence from US Cities, March 2003

Andrea R. Lamorgese with Gianmarco I.P. Ottaviano, Space, Factors and Spillovers, April 2003

Andrea R. Lamorgese with Gianmarco I.P. Ottaviano, Blind Date: Winners and losers from the EU enlargement, October 2002

Fabiano Schivardi and Roberto Torrini, Firm Size Distribution and EPL in Italy, , April 2003

Fabiano Schivardi and Federico Cingano Identifying the Sources of Local Productivity Growth, September 2002

Fabiano Schivardi with Fabio Panetta, and Matthew Shum, Do Mergers Improve Information?, August 2003

Luigi Guiso  and Fabiano Schivardi, Learning to be an Entrepreneur, August 2003

Fabiano Schivardi with Erik  Bartelsmann, Stefano Scarpetta, Comparative Analysis of Firm Demographics and Survival: Micro-Level Evidence for the OECD Countries, (OECD economics department working papers, n. 348), December 2002

Luigi Guiso with Anil Kashyap, Fabio Panetta and Daniele Terlizzese, How Interest Sensitive is Investment? Very (when the data are well measured), July 2003

Luigi Guiso, Fabiano Schivardi with Luigi Pistaferri), The Adjustment of Firms to Idiosyncratic Shocks, June 2003

Luigi Guiso with Tullio Jappelli, Information and Household Portfolios, August 2003
Luigi Guiso with Monica Paiella, The Role of Risk Aversion in Predicting Individual Behaviour, August 2003

2.3.5 Modena

Graziella Bertocchi, Forni, M., and Paba, S., (2002) ``Firm Size, Job Creation, and Geographic Concentration,’’ in progress.

Graziella Bertocchi, (2002) "Labor Market Institutions, International Capital Mobility, and the Persistence of Underdevelopment", forthcoming, Review of Economic Dynamics 6, 2003, 637-650.
Graziella Bertocchi and M. Spagat (2003) "The Evolution of Modern Educational Systems. Technical vs. General Education, Distributional Conflict, and Growth" , Journal of Development Economics, in press.

Graziella Bertocchi, (2003) "The Law of Primogeniture and the Transition from Landed Aristocracy to Industrial Democracy", CEPR Discussion Paper 3723.

Graziella Bertocchi and Chiara Strozzi (2003),”Citizenship Laws, Migration, and the Welfare State in Historical Perspective” , mimeo, Università di Modena e Reggio Emilia.

M. Murat and S. Paba, Capitale umano specifico e flussi migratori (Specific Human Capital and Migration Flows), Rivista di Politica Economica, Vol.XCII, Marzo-Aprile 2002, pp.63-108.

M.Murat and S.Paba, (2002), “Entrepreneurship, specific human capital and regional growth”, in progress. 

Murat, M. Paba S. (2003) “Trade and migration in the Italian industrial districts”, mimeo, Universita’  di Modena e Reggio Emilia.  

S.Paba (2002), “Do firms’ size and sectoral specialisation matter for growth?”, in progress.

B. Pistoresi and C. Strozzi, “Rent sharing and bargaining levels” in Giornale degli Economisti e Annali di Economia, 2002, forthcoming.
N. Giammarioli, J. Messina, T. Steinberger and C. Strozzi (2002), “European Labor Share Dynamics: An Institutional Perspective”, EUI Working Paper ECO No. 2002/13.

C. Strozzi (2002), “Repeated Games in Wage Determination”, mimeo, European University Institute.

J. Messina (DG-Research, ECB)  and C. Strozzi (2002), “Adjustment costs, unions and the dynamics of the labor share”, work in progress, European Central Bank.

J. Messina (DG-Research, ECB) and C. Strozzi (2003), “Labour marekt institutions and the cyclical behaviour of real wages”, work in progress, European Central Bank.

M. Catin, Ghio S., Van Huffel C. (2002), « Infrastructures de transport et intégration européenne : efficacité économique vs. équité régionale » Revue d’Economie Politique, mai-juin.

S. Ghio, Pistoresi B. (2002), « The relative importance of local and global externalities for the U.S urban development. A dynamic factor analysis.», Materiali di discussione, Dipartimento di Economia Politica, Università degli studi di Modena, submited to Regional Studies.

Sanner, H., “Optimal Unemployment Insurance in a Federation”. To be published in: Addison, John T. and Paul J.J. Welfens (Eds.), Labor Markets and Social Security, 2nd. Ed., Springer-Verlag, Berlin. 

Sanner, H.,  “Goods and Labor Market Imperfections, and the Union Wage Gap”. 

Sanner, H., “Regulation in Goods and Labor Markets”. 

Sanner, H., "Self-Financing Unemployment Insurance and Bargaining Structure", forthcoming in Labour 17.2 (2003).

Arévalo, P. (2002): “Regional Disparities and Technology Transfers in Spain”.

Arévalo, P. (2003): “Human Capital Models: An Analysis of the Transitional Dynamics Applied to the Spanish Case”, work in progress.

Arévalo, P. (2003): “Testing and Modeling Human Capital Models on the Spanish regions“, work in progress.

Arévalo, P. and López, M. A. (2003): “Manual de Desarrollo Sostenible“, KPMG consulting.
Bovha Padilla, S. and  Padilla Mayer, H.  “Sources Of Growth in Selected Central And Eastern European Countries”, mimeo, 2003.

Bovha Padilla, S. and  Padilla Mayer, H.  “Is Financial Development Important for Economic Growth in Slovenia”, EPOC, November 2003.

2.3.6 Tel Aviv

Charlotte Ostergaard, Bent Sorenson and Yosha (Tel Aviv), “Consumption and aggregate constraints: evidence from US states and Canadian provinces”, Journal of Political Economy (110-2002).

Sorenson, Yi-Tsung Wu and Yosha (Tel Aviv), “Is less home bias associated with more international risk sharing? An empirical analysis’’. 

2.3.7 CORE, Louvain

Masahisa Fujita and Jacques-François Thisse (CORE), Agglomeration and Market Interaction”, 2002, CEPR DP 3361.

Masahisa Fujita and Jacques-François Thisse (CORE), “Does Geographical Agglomeration Foster Economic Growth? And who gains and loses from it?”, 2002, CEPR DP 3135.

2.3.8 CEPR

Angel de la Fuente and Rafael Doménech, “Educational Attainment in the OECD, 1960 – 1995”, 2002, CEPR DP 3416.

Angel de la Fuente, “Is the Allocation of Public Capital Across the Spanish Regions too Redistributive?”, 2002, CEPR DP 3138.

Comparison with the joint programme of work

2.4 Research Objectives

In all subject areas, the original research objectives were pursued by revising working papers, starting new projects and constructing new data sets. Some of the working papers which were mentioned in the first and second report are now published or forthcoming in journals. 

We have promoted the interaction between the econometricians and other researchers and between micro and macroeconomists to fulfil two of our original objectives: (i) the development of new quantitative methods for the study of shocks propagation in time and over the geographical space; (ii) the integration of research from the microeconomy of location literature and macroeconomics.

On point (ii), although the basis have been set to achieve this objective, we expect that the results on this more innovative and challenging part of the project will be evident only at the end of the grant period. 

2.5 Methodological Approach and Work Plan

The methodological approach remains as it was in the original proposal, while the work plan also remains on track. We have conducted research by the usual activities of collecting data, writing papers in collaboration, supervising students and presenting work at conferences. A particular effort has been devoted to providing young researchers with incentives to attend conferences and present their work.

Young researchers have also often collaborated as co-authors of senior researchers in specific papers.

The only significant deviation from the work plan has been the limited involvement in Networking of the Tel-Aviv node due to the situation in Israel.

2.6 Organisation and Management

2.6.1 Network Meetings/Workshops/Conferences and Dissemination of Research Output

The Network is coordinated by Professor Lucrezia Reichlin of ECARES, Université Libre de Bruxelles. Together with CEPR staff, Reichlin ensures that communication among the participating institutions is effective and monitors the network’s progress in achieving its objectives. 

All participants of this Network meet at major conferences throughout the year, in addition to a number of smaller meetings (see below). Young Researchers are encouraged to participate as much as they can. 

	Date
	Location
	Details

	12/14 December 2002
	Paris

(France)
	Second Full Network Workshop/Conference

	18 February 2003
	Brussels

(Belgium)
	Mid-Term Review Meeting

	16/17 May 2003
	Modena

(Italy)
	Third full Network Workshop/Conference

All teams represented and focused on planning future research and training activities, together with some presentations by team leaders.

	28/31 May 2003
	Athens

(Greece)
	European Summer Symposium in Macroeconomics (ESSIM)

Several team leaders and members attended and interacted with each other on joint work and future network activities.


Young Researchers who become affiliated to the Network also gain from their inclusion in other CEPR activities, including workshops, conferences and the possibility to submit Discussion Papers to the CEPR series. Further more, through this inclusion they gain exposure to the high-level international academic economists who participate in CEPR events.

Bertocchi (Modena) presented her work at the Summer Meeting of the Econometric Society in Evanston, US, the  CEPR Conference on Dynamic Aspects of Policy Reforms in  Vienna and the  Conference on Economic Growth Over the Very Long Run in  Copenhagen.

Strozzi (Modena) attended a conference at Leverhulme Centre for Research on Globalisation and Economic Policy (GEP) at the  University of Nottingham. 

Simona Bovha Padilla (Modena) attended the EPOC Conference in  Budapest and the  Hungary Countries in Transition Conference in  Kranjska gora, Slovenia. She also visited the European Central Bank in  Frankfurt, Germany.

Costas Azariadis (IMOP, Athens and UCLA) held a workshop in Modena in the Spring of 2003.

3 Training

3.1 Measures taken to publicise vacant positions

All positions have been publicised through:

· CEPR web site

· Job Opportunities for Economists

· Economics Research Network

Also, several of the teams have contacts in the United States through whom they have actively promoted and recruited hires for the network.

3.2 Employment of Young Researchers to date: 

	Partner


	Hired
	Contract Period
	Months promised in budget
	Months provided to 31/8/03
	Variance
	Months committed to date as % of budget

	
	
	
	Pre-doc
	Post-doc
	Pre-doc
	Post-doc
	
	

	ECARES
	Domenico Giannone
	01/09/00 – 30/06/03
	34
	0
	34
	0
	0
	100%

	Modena
	Stephane Ghio

Helge Sanner

Pedro Arévalo

Simona Bovha

Patrick Toche
	01/09/01 – 30/08/02

01/02/02 – 31/12/02

01/09/02 – 30/06/03

01/01/03 – 30/06/03

01/04/03 – 30/06/03
	17
	24
	10

6

3
	12

11
	+1


	102%



	UPF
	Davide Ticchi

Uwe Sunde

Rita Almeida

Silke Anger

Andrea C. Felfe

Tommaso Frattini

Gyorgy Gyomai
	01/09/00 – 31/08/02

01/09/00 – 31/01/01

01/09/01 – 30/11/01

01/10/01 – 31/12/01

01/10/03 – 31/03/04

01/10/03 – 31/03/04

01/10/03 –  31/05/04
	36
	12


	24

9

3

3

8
	6

6
	+11


	122%



	Louvain
	Salvador Barrios
	01/10/01 – 31/08/03
	8
	24
	0
	24
	-8
	75%

	Tel Aviv
	Luca Sala

Wolf Wagner

Sule Akkoyunlu

Atilla Korpus
	05/11/00 – 31/01/01

17/04/01 – 17/08/01

01/10/02 – 30/09/03

04/01/01 – 02/06/01
	34
	10
	3

4

5
	12
	-20


	55%



	Sassari
	Jorge Rodrigues 

Susana Iranzo
	01/01/01 – 01/06/02

01/10/02 – 31/03/03
	14
	24
	0
	18

6
	-14
	63%

	CERAS
	Federica Sbergami
	01/09/02 – 31/08/03
	12
	24
	0
	12
	-24
	33%



	TOTAL
	
	
	155
	118
	112
	107
	-54
	80.21%




3.3 COMMENT ON PROGRESS TO DATE

3.3.1 ECARES/ULB

The ECARES team had hired Domenico Giannone for the whole period (total amount of 34 months).

3.3.2 CERAS

CERAS has hosted Federica Sbergami on a post-doc position for the September 2002-August 2003 period. Federica holds a PhD from the Graduate Institute of International Studies, in Geneva. Her research interests were the links between Geography and Growth from a theoretical and empirical side. She had already been very well integrated into the CERAS research team as she was currently developing collaborative work with Philippe Martin and Mathias Thoenig.

3.3.3 Sassari

During her stay at Susana Iranzo has been working on Entry and Acquisition of Firm-Specific Assets and then on Wages and Dispersion of Skills in Cities. She has also worked with F. Schivardi and E. Tosetti Skills on Labour Substitutability and Firm Productivity.

3.3.4 Universitat Pompeu Fabra

Andrea C. Felfe, Tommaso Frattini, Gyorgy Gyomai, have been recruited and have been working at UPF during this reporting period.

3.3.5 CORE, Université Catholique de Louvain

Salvator Barrios has pursued his research at Louvain for 12 more months into this reporting period. He has carried on his work on economic integration and EU regions’ business cycles convergence.

3.3.6 Tel Aviv University

Ever since the situation in Israel has deteriorated politically, Tel Aviv has encountered difficulties to recruit Young Researchers. However Dr. Sule Akkoyunlu was hired for a period of 12 months, from the 1st October 2002 to 31 September 2003.

3.3.7 Modena

Modena had not hired during the first year because the starting date of the contract in September did not allow a job search in the previous Spring. However, during the second year Modena was able to hire two post-doctoral fellows, one of whom continued into the third year:

Stephane Ghio (PhD 2000, Toulon), who spent 12 months in Modena, from September 1, 2001 to August 31, 2002. 

Helge Sanner, (PhD 2001, Potsdam), who joined the Modena unit on February 1st, 2002, and stayed for 11 months until December 31, 2002. 

In 2002 Modena has been able to recruit additional researchers for the third year: Pedro Arevalo who has worked with them for 10 months (from Sept 1st, 2002 to June 30th, 2003), Patrick Toche for 3 months (from April 1st to June 30th 2003), and Simona Bovha for 6 months (from January 1st to June 30th 2003). 

3.4 Integration of the young researchers into the research programme and special measures being undertaken to train young researchers

The methods used to integrate the young researchers into the work of the Network have been discussed elsewhere in this report, but they include:

· cross-node supervision

· visits of researchers to other Network partners 

· participation in Network workshops; young researchers are encouraged to chair sessions and act as discussants in addition to presenting their own research

· encouragement to participate in international conferences, including non-Network CEPR events which are related to the young researchers’ work joint research initiatives 

· opportunities to gain teaching experience

At ECARES, young researchers were active as conference participants, co-authors of senior researchers and authors of papers (see scientific report). Internal seminars have been held with the specific purpose of training researchers hired by the network.

In Modena, the post-doctoral fellows were given several options to present their work in seminars. They interacted with the local Faculty and this generated several joint projects (for example, between Ghio and Pistoresi, Ghio and Suessmuth).

Jorge Rodrigues, the young researcher working full time on the project at Sassari, was already doing research on topics closely linked to those of the project. He has made progress on a new project on estimation of co-movement at the level of the firm using panel data on individual firms. This has led to a preliminary version of a paper that looks at the link between assets liquidity and firms debt capacity. Jorge has also had the opportunity to spend part of his time at the Ente Einaudi, a research foundation linked to the Bank of Italy, and thus entertaining contacts with experts of the research department of the Bank of Italy. He has also been exposed to contacts with the ECB from which has received a job offer.

3.5 Exploitation of connections to industrial/commercial enterprises through the training programme

In the context of the work of this Network, 'Industry' can be taken to mean the public and private sector policy community, including central banks, government departments, international institutions etc. Examples of industry representatives who have participated in several meetings where the work of the Network has been represented are as follows:

Sassari has given the researchers the opportunity to spend part of their time at the Ente Einaudi, a research foundation linked to the Bank of Italy, and thus entertaining contacts with experts of the research department of the Bank of Italy. Forni (Modena) and Reichlin (ECARES) have also worked in connection with the Bank of Italy and met in Rome regularly (see above). 

Luca Sala, from ECARES, who spent several months in Tel Aviv, became very involved and helped organise a series of lectures on monetary policy where he himself presented. He also gave two seminars on his work in Tel Aviv, and a lecture at the monetary division of the Bank of Israel.

Jorge Rodrigues (Young Researcher, Sassari) has had the opportunity to spend part of his time at the Ente Einaudi, a research foundation linked to the Bank of Italy, and thus entertaining contacts with experts of the research department of the Bank of Italy. He has also been exposed to contacts with the ECB from which has received a job offer.
4 DIFFICULTIES

There have been problems for several teams in the network with regard to hiring post-doctoral researchers during this reporting period, while the recruitment of post-docs has proceeded largely according to plan. It may require a shift towards hiring Young Researchers as pre-doctoral fellows or extending the contract to allow the affected teams more time to identify potential candidates, or possibly even a combination of the two.

In addition, the political situation in Israel has adversely affected the participation of the Tel Aviv team in both networking and recruitment activities and this will have a knock-on effect on the recruiting performance of the network as a whole. Several of the other teams have expressed an interest in initiating a transfer of man-months from Tel Aviv to their teams in order to offset the problem and would like the Commission to expedite this.

A major problem for the project has been the untimely death of Oved Yosha, a leading economist in the world and one important driving force of our network, both for the quality of his research and his charisma with respect to young researchers. The next conference of the network will be dedicated to him. We would like the Commission to consider the impact of this loss on our work plan when evaluating our request for an extension.

 Annex I: Network Conference, Paris, 12 - 14 December 2002

Workshop on “Cities and Geography”

Paris, 12/14 December 2002

Programme
Thursday 12 December - (Ecole Normale Supérieure, Boulevard Jourdan, Grande Salle)
08:45 – 09:15
Registration

Economic Geography: Facts and Long-Run Perspectives
Chair:
Bernard Caillaud (CERAS-ENPC)

09:15 – 10:30
The Historical Geography of European Cities: An Interpretive Essay



Paul Hohenberg (Rensselear Polytechnic Institute)

Discussant:
Gilles Postel-Vinay (LEA, INRA)

10:30 – 11:00
Coffee

11:00 – 12:15
Knowledge Spillovers and the Geography of Innovation 

*David Audretsch (Indiana University and CEPR)





Maryann Feldman (Johns Hopkins University)

Discussant:


Luigi Guiso (Ente Luigi Einaudi, Roma)

12:15 – 14:00
Lunch

The New Economic Geography: Theory and Perspectives

Chair:
Hervé Guyomard (INRA)

14:00 – 15:15

Agglomeration and Economic Geography

*Gianmarco Ottaviano (Università di Bologna and CEPR)

*Jacques-François Thisse (Université Catholique de Louvain, INRA, CERAS and CEPR)

Discussant:


Philippe Monfort (Université Catholique de Louvain)

15:15 – 16:30

Agglomeration and Regional Growth

Richard Baldwin (Graduate Institute of International Studies, Geneva and CEPR)

*Philippe Martin (University of Paris 1, CERAS-ENPC and CEPR)

Discussant:
Jacques Olivier (Hautes Etudes Commerciales, Jouy-en-Josas and CEPR)
16:30 – 17:00

Coffee

17:00 – 18:15

Factor Mobility and Redistribution: A Survey

Helmuth Cremer (Université des Sciences Sociales de Toulouse and CEPR)





*Pierre Pestieau (Université de Liège and CEPR)

Discussant:


Alain Trannoy (EHESS, GREQAM-IDEP)

20:00 – 22:30

Dinner at ‘Aux Charpentiers’, 10 rue de Mabillon

Friday 13 December - (Ecole Normale Supérieure, Boulevard Jourdan, Grande Salle)
The New Economic Geography (continued)
Chair:
Philippe Martin (University of Paris 1, CERAS-ENPC and CEPR)
09:15 – 10:30
The Empirics of Agglomeration and Trade



*Keith Head (University of British Columbia)




Thierry Mayer (University of Paris I and CEPR)

Discussant:

Françoise Maurel (INSEE, Paris)

10:30 – 11:00
Coffee

11:00 – 12:15
Urbanization in China
Masahisa Fujita (Kyoto University)

Yoshi Kanemoto (Tokyo University)

Tomoya Mori (Kyoto University)




*J Vernon Henderson (Brown University)
Discussant:

Gilles Duranton (London School of Economics and CEPR)
12:15 – 14:00
Lunch

The Geography of Modern Economies

Chair:
Jacques-François Thisse (Université Catholique de Louvain, INRA, CERAS-ENPC and CEPR)
14:00 – 15:15
Regional (Di)convergence




*Stefano Magrini (University of Venice)

Danny Quah (London School of Economics and CEPR)
Discussant:

Jerome Glachant (CREST-INSEE)

15:15 – 15:45
Coffee

15:45 – 17:00
Spatial Distribution of Economic Activities in the European Union

*Pierre-Philippe Combes (CERAS-ENPC, Boston University and CEPR)

*Henry Overman (London School of Economics and CEPR)

Discussant:

Bertrand Schmitt (UMR INRA-ENESAD, Dijon)

20:00 – 22:30
Dinner at ‘Les Vendanges’, 40 rue Friant

Saturday 14 December - (Ecole Normale Supérieure, Rue d’Ulm, Salle des Actes)
The Microeconomics of Geography

09:00 – 09:15
Transport Policies in Light of the New Economic Geography: The Portuguese Experience

Antonio Carlos Fernandes Teixeira (CORE, Université Catholique de Louvain)

09:15 – 09:30
Endogenous Qualifications and Firms’ Agglomeration




*Pierre Picard (University of Manchester)




Eric Toulemonde (University of Namur)

09:30 – 09:45
Spatial Externalities and Empirical Analysis: The Case of Italy

Giordiano Mion (CORE, Université Catholique de Louvain and CERAS, Paris)

09:45 – 10:15
Discussants:

Andrea Lamorgese (Università di Sassari and Ente Luigi Einaudi, Roma)

Jacques-François Thisse (Université Catholique de Louvain, INRA, CERAS-ENPC and CEPR)

10:15 – 10:30
General Discussion

10:30 – 11:00
Coffee

Geography, Money and Finance

11:00 – 11:15
The Effects of Systematic Monetary Policy on Sectors: a Factor Model Analysis



Jacopo Cimadomo (ECARES, Université Libre de Bruxelles)

11:15 – 11:30
Liquidity and Asset Price Linkages




Marina Emiris (Belgian National Bank)

11:30 – 11:50
Discussants:




Graziella Bertocchi (Università di Modena and CEPR)




Luca Sala (ECARES, Université Libre de Bruxelles)

11:50 – 12:00
General Discussion

12:00 – 14:00
Lunch

Geography and Growth – Part I

14:00 – 14:15
Coagglomeration and Growth




*Salvador Barrios (CORE, Université Catholique de Louvain)




*Luis Bertinelli (CORE, Université Catholique de Louvain)




*Eric Strobl (University College Dublin)

14:15 – 14:30
Space, Factors and Spillovers




*Andrea Lamorgese (Ente Luigi Einaudi, Roma)




Gianmarco Ottaviano (Università di Bologna and CEPR)

14:30 – 14:45
Wages and Diversity of Skills in Cities




Susanna Iranzo (Ente Luigi Einaudi, Roma)

14:45 – 15:00
Discussant:




Harris Selod (INRA and CREST)

15:00 – 15:15
General Discussion

15:15 – 15:30
Coffee

Geography and Growth – Part II

15:30 – 15:45
The Feldstein-Horioka Fact




*Domenico Giannone (ECARES, Université Libre de Bruxelles)




*Michele Lenza (ECARES, Université Libre de Bruxelles)

15:45 – 16:00
Sources of Local Productivity Growth

Federico Cingano (Banca d’Italia and Universitat Pompeu Fabra, Barcelona)





*Fabiano Schivardi (Università di Sassari and Banca d’Italia)

16:00 – 16:20
Discussants:

Antonio Ciccone (Universitat Pompeu Fabra, Barcelona and CEPR)




Giordano Mion (CORE, Université Catholique de Louvain) 

16:20 – 16:30
General Discussion

16:30 – 17:30
Network Meeting

* denotes speaker

Organizers:
J Vernon Henderson (Brown University)


Lucrezia Reichlin (ECARES, Université Libre de Bruxelles and CEPR)

Jacques-François Thisse (Université Catholique de Louvain, INRA, CERAS-ENPC and CEPR)


Mathias Thoenig (CERAS-ENPC and CEPR)
Annex 2 : Network Conference, Modena, May 16-17, 2003

Macroeconomics and Economic Geography

Hosted by Universita' di Modena e Reggio Emilia, Modena

Sponsored by EU Research Training Network 'Specialization versus Diversification: The Microeconomics of Regional Development and the Spatial Propagation of Macroeconomic Shocks in Europe’
16/17 May 2003

Organizers: Graziella Bertocchi (Universita' di Modena e Reggio Emilia and CEPR)

 and Oved Yosha (Tel Aviv University and CEPR) 

Programme

Friday, 16 May

Chair:
Graziella Bertocchi (Universita' di Modena e Reggio Emilia and CEPR)

09:30 – 10:30
Trade, Growth and the Size of Countries

*Alberto Alesina (Harvard University, IGIER and CEPR)




Enrico Spolaore (Brown University)

Romain Wacziarg (Stanford Graduate School of Business and Hoover Institution)

Discussant:
Michele Boldrin (University of Minnesota, Universidad  Carlos III de Madrid and CEPR)

10:30 – 11:00
Coffee

Chair:
Lucrezia Reichlin (ECARES, Université Libre de Bruxelles and CEPR)

11:00 – 12:00
Knowledge Flows and Innovation


Giovanni Peri (University of California, Davis)

Discussant:
Luisito Bertinelli (CORE, Université Catholique de Louvain)

12:00 – 13:00
Borders and Growth 



*Enrico Spolaore (Brown University)

Romain Wacziarg (Stanford Graduate School of Business and Hoover Institution)

Discussant:

Thorvaldur Gylfason (University of Iceland and CEPR)

Chair:
Barbara Pistoresi (Università di Modena e Reggio Emilia)

14:00 – 15:00
Financial Integration, Specialization and Trade: More or Less Business Cycle Symmetry?


Mathias Hoffmann (Universitat Dortmund)

Discussant:
Bent E Sorensen (University of Houston and CEPR)

15:00 – 15:30
Coffee

Chair:
Marina Murat (Università di Modena e Reggio Emilia)

15:30 – 16:30
Endogeneity of Currency Areas and Trade Blocs: Evidence from the Inter-War Period


Albrecht Ritschl (Humboldt Universität zu Berlin and CEPR)

Discussant:
Andreas M Fischer (Schweizerische National Bank and CEPR)

16:30 – 17:30
Have a Break, Have a ... National Currency: When Do Monetary Unions Fall Apart?




Volker Nitsch (Bankgesellschaft Berlin AG)

Discussant:

Barbara Pistoresi (Università di Modena e Reggio Emilia)

Saturday, 17 May

Chair:
Oved Yosha (Tel Aviv University and CEPR)

09:30 – 10:30
The Tipping Point in Racial Segregation: Geographic Multiple Equilibria or Urban Legend?


William Easterly (New York University)

Discussant:
Massimo Bordignon (Universitá Cattolica del Sacro Cuore) 
10:30 – 11:00
Coffee

Chair:
Sergio Paba (Università di Modena e Reggio Emilia)

11:00 – 11:25
Regional Disparities and Technology Transfers in Spain


Pedro Arévalo Sánchez (Università di Modena e Reggio Emilia)

Discussant:
Rita Almeida (Universitat Pompeu Fabra)

11:25 – 11:50
Industrial Agglomerations and Wage Gradients: the Spanish Economy in the Interwar Period




*Elisenda Paluzie (Universitat de Barcelona)

Jordi Pons (Universitat de Barcelona)

Daniel A Tirado (Universitat de Barcelona)

Discussant:
Simona Bovha Padilla (Università di Modena e Reggio Emilia)

11:50 – 12:00
General Discussion

12:00 – 12:25
Financial Globalization and the Pattern of International Trade: An Incomplete-Markets Approach


Miklós Koren (Harvard University)

Discussant:
Domenico Giannone (ECARES, Université Libre de Bruxelles)

12.25 – 12:50
What Makes Risk Sharing Change?


Eugene Agronin (Harvard University)


Discussant:
Patrick Toche (Universita' di Modena e Reggio Emilia)

12:50 – 13:00
General Discussion

Chair:
Chiara Strozzi (Universita' di Modena e Reggio Emilia)

14:00 – 14:25
Political Geography


Federico Etro (Ministry of Economy, Italy)

Discussant:
Thierry Mayer (University of Paris-Sud, CEPII, CERAS-ENPC


and CEPR)

14:25 – 14:50
Endogenous Constitutions


*Davide Ticchi (Università di Urbino and Universitat Pompeu Fabra)

Andrea Vindigni (Massachusetts Institute of Technology)

Discussant:

Federica Sbergami (CERAS, Paris and IUHEI, Geneva)

14:50 – 15:00
General Discussion

15:00 – 15:30
Coffee

Chair:
Mario Forni (Universita' di Modena e Reggio Emilia)

15:30 – 16:30
The Geography of Ownership and Factor Income Flows in the United States



Sebnem Kalemli-Ozcan (University of Houston) 




Ariel Reshef (New York University)




Bent E Sorensen (University of Houston and CEPR)




*Oved Yosha (Tel Aviv University and CEPR)

Discussant:
Laura Bottazzi (IGIER, Università Bocconi, Milan)

16:30 – 17:30
Globalization and the Transmission Mechanism
Giancarlo Corsetti (Universita' di Roma Tre, Yale University and CEPR)

*Philippe Martin (University of Paris 1 and CERAS-ENPC)

Paolo Pesenti (Federal Reserve Bank of New York)

Discussant:

Claudia M Buch (Kiel Institute of World Economics)

* denotes speaker
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