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Focus

The International Role of the Euro!

The creation of the euro is a major change for the International Monetary System. The euro is the
currency of a large economic zone and is acquiring some of the fundamental antributes which
characterise an international currency. EMU also leads to major institutional shifis which could
affect the behaviour of the trans-Atlantic exchange rate, and could lead to changing practices in

international cooperation.

The decline of the dollar as an international cur-
rency has already taken place, leaving some room
for the euro. However, the extent of this decline
varies across the functions of the international cur-
rency. It is generally admitted that an international
currency is a means of payment, a store of value
and a unit of account both for the private and for
the public sectors, totalling six monetary functions.
The use of a specific currency for these various
functions is characterised by inertia, Inertia stems
from transaction costs which fall for larger turnover,
favouring the existing international currency.
It also stems from various externalities which raise
the incentive of using the most widely-settled inter-
national currency. Finally, the low internationali-
sation of a currency for one function can slow
down its internationalisation for other functions.
Inertia is less important for the store of value
function than for other functions, which may
explain why the decline of the international status
of the dollar has been more pronounced for this
function than for the vehicle and unit of account
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functions. However the slow decline for the latter
functions may have impeded further decline in the
store of value function. i

The internationalisation of the euro will be
neither automatic, nor rapid.

EMU constitutes a huge shock as it suddenly
creates a large zone with deep financial markets, no
intra-zone exchange rate risk and an independent
central bank. This shock may over-tide inertia and
favour the emergence of the euro as an international
currency. Size is important because it determines
the absolute amounts of private investment and of
public deficits, and subsequently the development of
financial markets. In addition, the trade partners of
a Iarge'zone have an incentive to use its currency
for various functions, especially as a unit of account
and as a store of value. But, size itself will not auto-
matically entail the internationalisation of the euro,
for various reasons.

Firstly, the potential role of the euro for trade
invoicing is related to the level of transaction costs
when using it, and to its variability against other
key currencies. Secondly, a rush of international
investors into the euro should not be taken for
granted. Diversification out of the euro will also
occur, because (a) European institutional investors
presently display low currency diversification rates,
(b} it is no longer possible to diversify currency risk
by holding various European currencies simul-
taucbusly, and (c) international investors may be
frightened in the short run by policy uncertainties
and by possible large fluctuations in the euro/doliar
exchange rate. Thirdly, the efficiency of the inte-
grated Buropean financial market will be crucial for
the emergence of the euro. This efficiency will rise

(1) Based on a report originally submitted to the European
Parliament in March 1998.



because of (a) increased competition among finan-
cial intetmediaries, (b) the rising role of institutio-
nal investors, (c) the currency uniformity of
European securities, and (d) competition among
euro assct issuers. However, EMU by itself does
not provide as complete a financial market as the
US financial market,

Finally, the monetary anchor function is often
neglected when dealing with the competition for
the international monetary status. However, this
function has a strong impact on the use of the
interpational currency for other functions, because
defending a peg to a specific currency requires offi-
cial interventions in that currency, and because it
reduces the risk of exchange rate variations when
using it. The Central and Eastern European
Countries will have a strong incentive to peg their
currencies to the euro, which will favour the inter-
nationalisation of the European currency.

In brief, inertia will work against the interna-
tionalisation of the euro, but the euro will benefit
from size effects and from its attractiveness as a
monetary anchor. Confidence in the ECB, limited
variations of the euro exchange rate in the short
run and quick transformations of the European
financial market would favour the emergence of the
euro. All this shows that the internationalisation
of the euro will be neither automatic, nor rapid. -

The euro could be a strong currency, due to
the euro-zone's current account surpluses
and low inflation.

Given that the euro-zone will likely accumu-
late current account surpluses and experience low
inflation, the euro could be a strong currency in the
long run, in real as well as in nominal terms. In addi-
tion, the euro/dollar exchange rate may.over-shoot its
long-run level at the beginning of EMU, because the
demand for euro-denominated assets could initially
be greater than their supply. At the beginning of
EMU, the euro/dollar exchange rate may therefore
prove quite unstable, due to portfolio reallocations.

In the long run, the trans-Atlantic exchange
rate could also be more unstable, due to reciprocal
benign neglect by the Fed and by the ECB with
respect to the exchange rate, or to inefficient
macroeconomic adjustments in a world with two
international currencies. Alternatively, it could be
more stable because less currencies in the world
will be pegged to the dollar, or because the ECB
will not react to shocks affecting two EMU mem-
bers in opposité wiys. Stochastic simuiations show
that EMU should réduce the variability of the
trans-Atlantic exchange rate compared both to the
ERM and to a general floating regime.

Due to its size and to the removal of intra-
European policy inefficiencies, Europeans may have
reduced incentives to cooperate at the global level.
Conversely, the emergence of the euro as a compe-
titor for the dollar may raise the willingness of the
United States to cooperate. However this is a theo-
retical, economic analysis of cooperation. It consi-
ders the EMU-bloc as 'a single actor. In practice,
the future of international cooperation will likely
depend on the way it is organised within EMU.

The euro will transform the practice of
international policy coordination.,

In fact, international cooperation will not
become symmetric across the Atlantic since Furope
will not be represented internationally by a single
institution or person: Moreover, EMU statutes
contain a bias towards flexible exchange rates. This
is because it leaves large de facto power to the ECB
which is concerned by price stability rather than
external competitiveness.

In addition, coordination bctwec_:n monetary
and fiscal policies could become even more difficult
than before. Although fiscal policies are often held
responsible for exchange rate misalignments, the
G-7 would not be able to commit itself to fiscal
adjustments, since it would not provide cootdina-
tion with some countries of the Euroland (for
example thé Netherlands)2. Finally, European
governments will be unwilling to commit their fis-
cal policy to an informal international agreement,
once it is their only policy instrument left, while
the ECB will be incapable of raising fiscal resources
in case of a large payments crisis like that of Asia in
1997.

~ Hence, for both monetary and fiscal coopera-
tion, the key element will be the ability of the ¢uro-
zone to sustain cooperation internally between its
monetary and fiscal authoritics. Cooperation within
the euro-zone will be crucial, not only for domestic
stabilisation, but also for global cooperation.
Agnés Bénassy—Quéré.
E-mail: A BENASSY@CEFIL.FR

FOR FURTHER INFORMATION SEE:

* ‘EMU AND TRANSATLANTIC EXCHANGE-RATE STABILITY’
A, BENASSY-QUERE AND B. Mojon,
CEPIT WorkinG Paper No 199802,

» "THE INTERNATIONAL ROLE OF THE Euro’,
A. BENassyQUERE, B. Mojon anp A.D. ScHoR,
CEPIt WorkinG BsPER NO 1998-03,

*+ ‘PEGGING THE CEEC'S CURRENCIES TO THE EURQ’
A. BENASSFQUERE AND A. LAHRECHEREVIL,
CEPII WorkinG PapEr NO 1998-04.

(2) At the Eurol1 summit of Brussels 1st December 1998, the Finance Ministers decided that the Furoland would he represented at
G7 meetings by the President of the Burol1, by the ECB and by the Furopesn Commission (for technical support). Thus the func-
tioning of monetary cooperation will depend on the way the ECB and the President of the Euroll agree o 4 common position, In
addition, the presence of the President of the Euroll will make fiscal cooperation easier since hefshe will be abie to speak for the
cleven governments of the enro-zone, even in case he/she is the head of a small country government (in that case, he/she will receive

support from one of the three large euro countries).



RESEARCH SUMMARY

& Japan's Economic Crisis: a Lost Decade or a Historical Change?

Japan's growth rate has been sluggish throughout the 1990s, and is scarcely expected 1o improve much
Jor some time. Though international attention may be focusing on the financial sector (see next article),
the debate within Japan is going right to the heart of its economic and social system.

The bursting of the financial and the real estate
bubbles at the beginning of the 1990s has been fol-
lowed by a decade of economic stagnation: growih
recorded a mere 1.3% per annum from 1991 to
1997 (rising to 3.9% in 1996). In 1998, GDP is
cven set to fall by -2 or -3%, followed by zero
growth at best in 1999. This is despite repeated
government efforts to revitalise the economy.
Indeed, eight massive reflationary plans were iaun-
ched between 1992 and 1998, culminating with the
¥24 trillion yen ($201 billion) package announced
the 16th November 1998, and bringing the cumula-
tive total to ¥100 trillion yen ($821 billion).

Government attempts at fiscal stimulation
have led to an explosion of public debt.

The main effect has just been to limit the fall of
private consumption, while an adverse result has been
the ballooning of public debt, up to 160% of GNP
by 1998. In fact, mounting public deficits have increa-

sed household anxiety about the future, with the-

prospects of future tax increases and cuts in the pen-
sions, given Japan's ageing population. Households
also fear a worsening unemployment rite forecast to
rise to 6.7 % in 2002, by the J.C.E.Rl. With the
Asian crisis reinforcing uncertainty, consumption is
low and the private sector is scaling back investment.
The economy is 4t a standstill.

This situation has led Japan's first profound re-
-assessment of its economic and social institutions
since the Meiji era which created an economic
model built around the central role of the State as
co-ordinator of economic life, channelling savings to
industrial development and promoting egalitarian
education. This model successfully enabled Japan to
develop its manufacturing industry. It also allowed
the country to recover swiftly after defeat in 1945,
and to become world’s second economic power by
the beginning of the 1990s. But, the internationalisa-
tion of the economy, yen/dollar exchange rate vola-
tility and the emergence of new competitors have
progressively destabilised the economic system.

Co-operation between a powerful administra-
tion, politicians managing local affairs and indus-
trialists worked well during the catchingup period
of high growth. But it has proved to be inadequate
to solve new economic constraints, as well as lea-
ding to corruption and mismanagment in the pre-

sent era of deregulation. Industrialists, who had
become more independent with internationalisation,
have continued to pursue turnover rather than pro-
fit margins and have failed to spur innovation suffi-
ciently. At the same time, the administration,
which has been reluctant to lose power by speeding
up deregulation, has slowed the emergence of new
sectors and protected mature ones. Meanwhile, poli-
ticians are under public pressure to draw up wide-
ranging policies, but do not have the necessary
know-how to do so, which remains largely in the
hands of the administration.

Strong savings, which were vital when buil-
ding the national stock of investment, have also led
to over-investment (gross fixed investment is contri-
buting 15-20% of nominal GDP, versus 10-12% in
the United States) and excessive tradle surpluses.
The education system was tooled to shape hard-
working salarymen in basic or assembly-line indus-
tries. It has not adapted to the information age
requiring more innovative enterprise. Such is also
the case of Japan's slow, consensus decision-making
processes.” The seniority wage system, one of the
piliars of the employment system, has been called
into question as competition requires more flexibi-
lity, while the Kefretsu (industrial groups) are also
loosing some of their coherence.

The present crisis calls for a fundamental re-
organisation of Japan's economic model.

Amid this turmoil, households have lost confi-
dence in thejr leaders as they appear to slow down
the reform process and try to retain existing rights
and privileges. Japan's citizens are expecting long-
term policies, but they have been offered only
short-term remedies. Nevetheless, the nation-wide
brainstorming that is taking place. now will cer-
tainly lead to deep restructuring. If so, the 1990s
may not have been a Iost decade.

Evelyne Dourille-Feer
E-mail: DOURILLE@CEPILFR

FOR FURTHER INFORMATION SEE:

* ‘L'ECONOMIE DU JAPON',
E. DOURILLE-FEER,
CoOLLECTION REPERES, LA DECOUVERTE, PARIS 1998,

(1} Japan Center for Economic Research, *Negative growth until FY 2001 likely’, 3rd December, 1998,



W The Japanese Banking Crisis

Since the burst of the financial bubble in the early 1990s, the Japanese economy has been syffering from a
deep recession. One of the roots of this crisis lies in the banking sector. Its difficulties are also one of the
main obstacles to a durable recovery. In particular, a credil crunch is currently aggravating the new
slowdown of the Japanese economy, which was initially provoked by the fiscal retrenchment of 1997 and

the Asian crisis.

Japan’s banking sector problems stem from the
poor management of financial deregulation that
accelerated during the 1980s. This process has
increased competition in the financijal sector.
However, the authorities did not adapt the supervi-
sion of banks to this new environment. Low inte-
rest rates in the 1980s stimulated banks to lend large
sums to small and medium sized businesses and to
the real estate sector without properly assessing cre-
dit risks. When monetary policy tightened and the
bubble burst, Japanese banks faced reduced margins,
an increase in the volume of bad loans outstanding,
and difficulties to raise new capital.

Microeconomic responses to the banking
crisis came very late and were inadequate.

Until 1995, the opacity of the Japanese ban-
king system helped to hide the magnitude of the
crisis, and hence to cover up the poor management
of the banking sector by the Ministry of Finance.
Its main response was macroeconomic: fiscal and
monetary policies tried to stimulate economic acti-
vity. The banking sector was supposed to recover
with the economic upturn. The lack of measures
specific to the banking sector and the disappointing
overall macroeconomic recovery caused the finan-
cial crisis to deteriorate even further.

Since 1995, several scandals and runs on small
institutions have ended the period of secrecy and
demonstrated the severity of the banking crisis and
the impossibility of a solution without specific mea-
sures. The clean up of the financial sector has
become one of the priorities of economic policy.
Although several stabilisation plans have been
implemented (about one every six months), the
authorities have been unable to propose comprehen-
sive and consistent measures. Until 1998, because of
public resistance, they were highly reluctant to use
public funds to assist banks, as had occurred for the
Savings & Loans crisis in the USA or in the
Scandinavian countries. Moreover, the clean up of
the banking sector was held up because of fears that
the necessary adjustments would affect the overall
economy.

At the begininning of 1999, the situation is
worse than ever. The volume of bad loans is estima-
ted at about 20 % of GDP, and concerns several
large banks as well as thousands of credit co-opera-
tives. The loss of confidence in the financial system

is general and worsens the economic and the finan-
cial crisis. Moreover, several other phenomena are
also contributing to the credit crunch. The difficul-
ties of banks are driving down stock prices, which
has removed all latent profits banks could have
used to reduce their losses and improve their capi-
talisation ratios. Hence, one of the few options left
for banks to improve these ratios has been the
reduction of outstanding loans. Banks also have to
pay a risk premium when they borrow money.
Finally, depositors have transfered large amounts
from banks to the postal savings system. Since 1992
postal deposits have increased by 8% per year,
while private bank deposits have stagnated.

»~

The new plan is a first stage in the financial
stabilisation process, but uncertainty remains.

In response to this situation a new stabilisa-
tion plan was set up at the end of last year..The
authorities are first trying to increase credit by
using public funds to re-capitalise solvent institu-
tions. ¥25 trillion have been made available, but
banks asked for only a quarter of this amount. The
authorities are trying to lessen savers' fears by rein-
forcing deposit insurance by ¥18 trillion. Finally,
they have provided funds to small businesses suffe-
ring from the credit squeeze. Progress also seems to
have been made on the clean-up issue. ¥17 trillion
will be used to nationalise insolvent banks. Two big
banks, the Long Term Credit Bank and Nippon
Credit Bank, turned out to be insolvent and were
nationalised. Others may follow. However, large
uncertainty remains concerning the conditions in
which such action will be implemented and the
speed of the clean-up process.

Stéphanie Guicbard
E-mail: GUICHARDBCEPILER

FOR FURTHER INFORMATION SEE:

* ‘La POLITIQUE MONETAIRE ET LA CRISE JAPONAISE',
R STEPHANIE GUICHARD,
CEPH WoRrkiNG ParEr, NO 98-06.

+ 'LES MECANISMES MONETAIRES ET FINANCIERS
DANS LA CRISE JAPONAISE',
STEPHANIE GUICHARD,
Py D rrEss, UNIVERSITY OF BORDEAUX, DECEMBER 1998,
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THE 20TH ANNIVERSARY OF THE CEPI
The World Economy: 1978 - 1995 - 2018 (Puris, 21 October 1993)

To celebrate its 20th anniversary, the CEPIT organised a conference on changes in the world economy, and
the challenges of the future. The presentations and ensuing debates reflected concerns over the current
shocks to the world economy. The key role of institutions in the national and multilateral regulation were
underlined, their weakness being one of the major causes of the crises gripping the world economy today.

Adapting these institutions to globalisation is one of the great challenges of the years ahead,

In his opeming address, French
Finanee Minister Mr. Dominique Stauss-Kahn opined that the
current world crisis is likely to lead to a challenge of interna-
tional liberalisation, which nevertheless remains essential for
growth. To master globalisation, jt is therefore up to policy-
makers to shape the rules and reform the institutions of the
world economy. The subjects discussed during the confe-
rence include:

The Arrival of the Euro

. The prospective launching of the
eurc has largely protected Europe from recent financial
turbulence. Yet problems remain, notably: a lack of wage
flexihility, and labour mobility, as well as the absence of a
federal budget, all of which risk accentuating structural
asymmeiries in the euro-zone,

The Transition in the East

Openness to the world economy and
possible membership of the European Union have favou-
red structural reform, and the ability of stales to create
market instituticns has been decisive in Eastern Europe.
In contrast, Russia's situation has worsened: necessary ins-
titntional reform has not taken place, while the internatio-
nal community has not been able to support the transition
adequately,

The Crisis of the Emerging Economies

The origins of the economic and
financial crisis in the emerging economies is to be found
in the macroeconomic policies of the industrialised coun-
tries during the first haif of the 1990s, notably fiscel auste-
rity in Europe and the inability of Japan to stimulate its
economy. Massive investment into Asia followed, suppor-
ted by the fall of the dollar. ‘When the dollar subseguently
rose, competitiveness was hit, leading to large trade defi-
cits. Profitability slumped, provoking a financial crisis and
recession. In turn, Asian demand fell, hitting commodity
exporters, and hence spreading the crisis. Overcapacity
also exists in manufacturing, while demand is weakening
in the US and Europe. A return to growth based on rene-
wed competitiveness could be very difficult.

Short and Medium-Term Policies

The stabilisation of the world eco-
nomy depends on the capacity of the G3 to reflate ageressi-
vely. Japan is on the brink of a 1950s-style depression.
Several percentage points of GDP must be injected into its
economy, and credit channelled to SMEs. Meanwhile,
America and Europe should cut interest rates aggressively.

In the medium term, recycled
savings from (surplus) industrialised countries to (deficit)
emerging countries is a crucial issue, while the interna-
tional monetary system cannot be stable if US indebted-
ness persists.

At the same time, institutiona] inves-
tors (especially pension funds) are demanding that firms
have a profit rate of 15%, which makes little sense given
low inflation and interest rates of 4%.

Lastly, rising liberalisation, greater
capital movements and faster technological progress are
buffeting companies, leading them to managemient by
functions while activities of national consideration are
pushed into the background. Yet, rules, such as accoun-
ting norms, have adapted little and vary much across
countries. This requires an institution capable of defining
the necessary norms,

Globalisation and Institutions
-

The mismalch between changes in

the world economy and the slow evolution of institutions
is growing. The world's population will rise {0 8.5 billion
by 2020, stretching resources. Meanwhile, technical
change in production, marketing ard commmications will
affect the economy, offering new opportunities, notably a
balancing of the allocation of resources and the integra-
tion of isolated producers. But it also threatens widening
income disparities, market turbulence and institutional
lensions. . ‘
Three possible forms of global
cooperation appear likely to favour global governance: i)
an open discussion similar to that which led to the Bretton
Woods institutions in 1946; ii) a shift to permanent
contacts accross international networks, and; iii} a re-
imvention of international institutions that reinforces their
role and supporis permanent work.

Poverty

Such action should not neglect social
policy. Poverty will be a major challenge in the coming
cemtury. It is generaily admitted that technological pro-
gress and globalisation have, at least temporary, negative
consequences for employment, especially for unskilled
labour. To avoid social crises picking up where financial
crises leave off, it is necessary to renew social policies and
redefine the status of worik.

Europe has a threefold role in this
area: i) it must strengthen its role in fighting world
poverty, ii) it must examine social policy within the euro-
zone, and iii) it must take into account the interaction bet-
Ween macroeconomic policy and social policy.

Raymond Barre's concluding
remarks expressed some optimism about the future
concerning the benefiis of technological change, liberalise-
tion of trade and capital movements, the spread of the
market mechanism ete. But, global poverty and poverty in
the industrialised countries will require new forms of
government intervention, including the formulation of new
rules and relationships to foster global governance.
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Events

[} SEMINARS AND MEETINGS

* The Financial Crisis: Lessons for
Exchange Rate Management

M. Camdessus, Director General of
the IMF, coorganized by the CEPII,
the CGP and the TFRL

Discussants: A. Bénassy-Quéré
{CEFII), D. Cohen (ENS), P Jacquet
(IFRI).

23 December

* The Exchange Rate of the Euro
against Dollar : :

M. Aglietta (CEPII), A. Bénassy-Quéré
(CEPII), Discussant: H. Monet (Société
Générale)

9 December

» Global Economic Prospects,
1998/199%

Presentation of the Werld Bank Report
M. Ahmed (World Bank), U. Dadush
(World Bank), Discussants: M. Didier
(Rexecode), S. Marti {(Le Monde
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2 December
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News in Brief

¢ The CEPII's Deputy-Director Claire
Lefebvre moved to the French
Ministry of Econtornics, Finance and
Industry in November 1998, where
she will be a Deputy-Departmental
Head. She has been replaced by
Prof. Agnés Bénassy-Quéré, a long-
time associate of the Centre. A specia-
list in international monetary issues,
Prof. Bénassy-Quéré will also be in
charge of the CEPII's ‘international
macroeconomics’ unit.

Forthcoming

* In spring 1999 the CEPII will publish
a special edition of its journal, dedica-
ted to presenting a preliminary assess-

C.F. Bergsten (IIE), 1.J. Schett (IIE),
coorganized by the CEPIL, the CGP
and the IFRI,

Discussant: J.-P. Landau (Ministry
of Finance)

1 December

* East Asia: The Road to Recovery
Presentation of the World Bank Report
R. Newfarmer (World Bank),
Discussant: J. Sgard (CEFII)

13 November

* Assessing Aid

Presentation of the World Bank Report
S. Devarajan (World Bank), Discussant:
J.-C. Berthélemy (CEPII)

10 November

¢ Growth and Trade Policies in
Southern Africa

J.-C. Berthélemy (CEPII), D. Bocquet
(Ministry of Finance}, J.-P. Cling
(French Embassy.in South Africa)

26 October

* What is Left of the Rouble?

M. Aglietta (CEP1l), 1. Sapir (EHESS),
1. Sgard (CEPII), Y. Zlotowski (CERI)
15 October

budget), J.-M. Charpin (French
Planning Agency/CGP),

I.-F. Rischard (World Bank),

1. Shelton (OECD), A. Atkinson
(University of Oxford),

R. Blackhurst (IHEI, Geneva),

M. Aglietta (University of Paris X-
Nanterre), P. Artus (Caisse des
Dépbts et Consignations), J.-L. Beffa
(Saint-Gobain), H. Martre (CIREM),
R. Barre (Former Prime Minister).
21 October

* Astrid du Lau d'Allemans was
appointed Secretary-General to the
CIREM (the CEPII's business club) in
September. '

¢ Laurence Boone has joined the
Economic Affairs Depariment of the
OECD in November 1998. She has
been succeeded by Stéphane Dées,
who joined the ‘international macroe-
conomics’ unit, in December, to work
on the construction of the Centre's
new macroéconomic medel.

ment of the Asian financial crisis
(Economie internationale, N°76).

. * An Overview of Convergence in

the Léinder of Eastern Germany
M. Scheuer (RWI), P. Cour (CEPII)
30 September

¢ German Economic Policy

H. Bonnaz (Ministry of Economics),
E. Cour (CEPID), E. Weijss (FERI)
14 September

* Economic Policies and EMU
(Third session (in Paris) of the
French-German Economic Forom,
co-organized with the ZEI-Bonn).
I. Delors, I. Pisani-Ferry (Minisiry of -
Finance), K.-H. Paqué (University of
Magdeburg), O. Davanne (Ministry of
Labaor), H. Flassbeck (DIW), J. von
Hagen (ZEI), J. Je Cacheux (OFCE), G.
Schlebusch (Franco-German Chamber
of Commerce}, M. Didier (Rexecode).
6-7 July

* The Competitiveness of Nations
Conference presenting the CEPIs

_report

J.-D. Gardere (CFCE), M. Fouquin
(CEPFII), G. Longueville (BENP),

I. Bensidoun (CEPII), D. {nal-
Kensenci (CEFII}, G. Lafay (CGP),
L. Fontagné (CEPII), P.-A. Buigues
(EC), F. Mer (Usinor).

23 September

* Benofit Mojon left the CEPII in
December to work for the Research
Department at the European Central
Bank in Frankfurt. He will be repla-
ced in January 1999 hy

Bronka Bzepkowski, whe will work
on monelary questions.

Philippe Dufaut joined the CEFI's
Information Technology team in
November.



THE CEPII'S RESEARCH PROGRAMME IN 1999
W As approved by the CEPII's Board, the 15th December 1998

The main priorities in the CEPII's
research activities in 1999 will continue to be issues
relaling to Europe and the analysis of global interde-
pendencies. Such research will be carried out prima-
rily by the CEPIT's ‘international macroeconomics’ and
‘international trade’ units.

A New Macoeconometric Model

For 1999-2000, the CEPII has plan-
ned to build a new macrocconometric model, to ana-
Iyse economic policies in Europe, and to formalise
asymmetric behaviour in particular. Preliminary
consultations on the feasibility and applications of the
model with its main potential users were undertaken
in 1998, and the goal now is for the model to be opera-
tional by 2001.

The International Monetary and Financial System

At the behg¢st of the Board, the
CEPII will intends lo set up a trans-Atlantic workshop
to examine the instability and mutations of the interna-
tional monetary and financial system. Two meetings
will be held in 1999, and in spring 2000 a final session
will present the work and policy proposals to policy-
makers. [ssues covered include financial deregulation,
market instability, financial crises and systemic stabi-
lity. A complementary project will continue work on
international savings transfers, institutional investors
and growth regimes.

Trade Liberalisation

Given new and on-going interna-
tional negotiations within the WTQ framework, and/or
the pursuit of bilateral (irans-Atlantic) trade pegotia-
tions, the CEPII's ‘international trade’ unit will exa-
mine the gquestions raised by further trade
liberalisation, and in particular trade relations between
the United States, Europe ¢nd Japan. Specific aitention
will be given to the relationship between liberalisation
and market structure in the rich countries.

Productivity and Competitiveness

Work will also be continued on the

matter of competitiveness, notably with respect to pro-
duclivity comparisons. The causes and manifestations

of productivity in France, Germany and the United
States - a previcus area of study - will be revisited in
the light of recent developments.

China, Japon and the Far East

Considerable research will also
done on Asia and the Far East. Three separate projects
will seek to examine the renewal of the Japanese eco-
nomy, the underlying changes in the real economy that
are necessary to tackle the Asian crisis, and the out-
look for Chinese competitiveness.

Russia

Other work by the ‘emerging and
transition economies’ unit will focus primarily on
Rugsia and how the present crisis is weighing heavily
upon its integraljon into the werld economy. Much
emphasis will be placed on external trade and financial
relation of Russia with western cconomies. It will
drawn on a collaboration with the IMEMO, the CEPII's
traditional partner in Russia.

The Transition Economies
L

Other projects in the ‘emerging

and transition economies’ unit will also examine: the

future of Central and Eastern Europe companies

given the integration of this economies into the EU

(with special emphasis on Hungary) ; the outlook of

Euro-Mediterranean relations, and Africa's emerging
countries.

CHELEM

The CEPII's Harmonised Accounts
on Trade and the World Economy database (CHELEM)
will be updated, as évery year. The database's geogra-
phic detail will be further expanded, to provide more
information on the CEEC and the CIS countries, as well
as a fully-revised balance payments database. The next
CHELEM CDROM will have a WINDOWS interface, and
is to be released in May 1999,
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