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Editor’s Note

Recent academic studies and a wave of emerging market crises have highlighted the importance of firms’ and banks’ balance sheets in transmitting shocks. The first article in this issue reviews IMF research on Shocks to Balance Sheets and Emerging Market Crises. Similarly, as many countries open up their capital accounts and liberalize their financial systems, issues related to the efficiency and prudential regulation of the banking systems have gained renewed prominence in the IMF’s work. The second article focuses on Banking Systems in a Financially Integrated World. The Country Study analyzes IMF research on South Africa, an emerging market that raises interesting issues and faces important policy challenges. Also included are summaries of recent conferences and a call for papers for the Fourth Annual IMF Research Conference.

This issue marks the departure of Eswar Prasad from his service as editor, and of Helen Chin as assistant editor. With his impressive initiative and energy as the founding editor of the IMF Research Bulletin, Eswar greatly contributed to disseminating research conducted by the IMF staff. As the Bulletin’s new editorial team, Archana Kumar and I will seek to maintain continuity and build on our predecessors’ excellent work. Suggestions are, as always, welcome.

—Paolo Mauro
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Research Summaries: Shocks to Balance Sheets and Emerging Market Crises

R. Gaston Gelos




The financial crises of the 1990s have intensified interest in understanding the role of financial frictions in the propagation of shocks and their impact on investment and output. Recently developed models emphasize that by affecting their net worth or collateral, shocks to balance sheets have significant effects on firms’ ability to borrow and banks’ ability to lend. IMF researchers have focused on the implications of such balance sheet channels for emerging markets. Two important sources of shocks to balance sheets in emerging markets are large exchange rate swings and fluctuations in real estate values.

Models of the interaction between macroeconomics and finance—such as Bernanke and Gertler’s (1989) financial accelerator model—have strongly influenced the way economists think about the propagation of shocks, and IMF researchers have sought to incorporate their insights into models of emerging market crises.1 Building on various existing models, Jeanne and Zettelmeyer (2002) derive a stylized framework to analyze currency crises.2 The common theme is that currency and maturity mismatches in private sector balance sheets constrain the capacity of macroeconomic policies to deal with self-fulfilling capital account crises, generating a role for international lending. Christiano, Gust, and Roldós (forthcoming) discuss economic policies during crises in open economy models with collateral constraints: they find that the desirability of interest rate cuts during crises depends on the degree of short-term flexibility in the economy.3 Disyatat (2001) develops a model in which countries with healthy banks are less likely to suffer a contraction following an unexpected depreciation.4 Céspedes, Chang, and Velasco (2000, 2002) formalize the trade-offs faced by the monetary and exchange rate policy authorities in the presence of foreign-currency liabilities.5 In a dynamic general equilibrium model, Choi and Cook (2002) show that a fixed exchange rate rule stabilizing bank balance sheets is preferable to an interest rate rule targeting inflation.6 Catão and Rodriguez (2000) explore credit channel mechanisms in an economy where the nontradables sector is dependent on bank credit.7 Allen and others (2002) extensively review sources of balance sheet vulnerabilities and their implications for surveillance and policies.8

IMF researchers have pursued theoretical and empirical approaches to understanding the role of currency mismatches. Why do companies in emerging markets borrow in foreign currency? Jeanne (2000) discusses two different but related possibilities. In one explanation, dollar debt is more risky, but good entrepreneurs use it to signal their type. In the other, dollar debt is a commitment device: entrepreneurs can commit to high effort levels by using dollar debt, which reduces the likelihood that they will be bailed out by the government through exchange rate policy.9 More recently, Jeanne (2002) argues that monetary policy credibility lies at the heart of the problem: in an environment with high monetary policy variance, borrowing in dollars may minimize the probability of default from a company’s perspective.10 Using data on Mexican companies, Gelos (2003) finds that a firm’s share of foreign-currency-denominated debt in total debt is positively correlated with its own size and firm-level imports and exports; in contrast to the predictions of the signaling hypothesis, companies with more dollar debt are less profitable on average.11

What incentives do banks have to borrow and lend in foreign currency? Ize and Levy-Yeyati (forthcoming) develop a model of financial intermediation in which currency choice is determined by hedging decisions on both sides of a bank’s balance sheet. Dollarization depends on the relative volatilities of inflation and real depreciation.12 Similarly, Catão and Terrones (2000) present a banking model where the extent to which banks choose to lend in dollars depends on devaluation risk, foreign interest rates, the availability of tradable collateral, and credit market structure.13 Barajas and Morales (2003) investigate empirically the determinants of dollarization in 14 Latin American banking systems.14 They report that net dollarization (foreign currency deposits minus foreign currency liabilities) is associated with central bank intervention in the foreign exchange market and the market power of borrowers.

The impact of devaluations on companies’ balance sheets and investment has recently begun to be examined systematically. Investigation of balance sheet effects typically requires microeconomic data, and empirical work using such databases has become increasingly widespread among IMF economists.15 Rodriguez (2002) investigates the effects of the 1997 Thai devaluation on firm-level investment, finding significant balance sheet effects.16 By contrast, in a paper on devaluation expectations, Becker, Gelos, and Richards (2002) document that while the stock market clearly distinguished between exporting and importing firms, exposure to foreign currency debt had no effect on abnormal returns around the Mexican devaluation.17 Similarly, using enterprise-level data, Borensztein and Lee (2002) fail to find evidence for a generalized credit crunch after the Korean financial crisis; rather, the crisis seems to have provoked a lending reallocation toward more efficient firms.18

Research has also focused on the role of fluctuations in the nontraded sector (in particular, real estate) and ensuing balance sheet effects. Drawing on a panel of Mexican firms, Gelos and Werner (2002) find that investment is strongly associated with the share of real estate (often used as collateral) in total fixed capital, and that having real estate became perhaps even more important after financial liberalization.19 Collyns and Senhadji (2002) investigate the link between lending booms, asset price cycles, and financial crises across East Asian countries, providing evidence of a strong relationship between bank lending and asset price inflation. While asset price bubbles seem to have been present in most of the Asian crisis countries, the effect of their subsequent bust was related to the strength of bank regulation.20 Hilbers, Lei, and Zacho (2001) discuss links between the real estate and the financial sectors. They examine 11 banking crises, documenting that they were all preceded by a sharp increase and followed by a subsequent decline in real estate prices.21

This brief review highlights a significant evolution in the way IMF economists think and conduct research on emerging market vulnerabilities. As the key lessons from theory are distilled, additional microeconomic balance sheet data become available, and the profession continues to learn from the experience of recent crises, further progress can be expected on this front.

 Books from the IMF

China: Competing in the Global Economy

Edited by Wanda Tseng and Markus Rodlauer

Since the start of reforms in 1978, China has enjoyed visible success in growth and economic transformation. Real income per capita has increased fivefold, more than 200 million people have been lifted out of poverty, and the country was able to weather the Asian financial crisis relatively unscathed. The key task facing policymakers in China today is how to sustain the rate of the economy’s growth and development while spreading the benefits more widely across society.

China: Competing in the Global Economy highlights the major factors responsible for China’s strong performance, and lays out the key items on the remaining reform agenda. The book focuses on four broad areas: China’s growth dynamics, macroeconomic stability, state-owned enterprise (SOE) and banking sector reform, and global integration. It emphasizes the interlink-ages among the banks, the SOEs, and the public finances, and argues that structural reforms in these sectors should continue. China’s WTO accession is viewed as a potential watershed for this reform process.

The book reflects the analysis prepared by the IMF staff working on China under the direction of Wanda Tseng. The team of authors was led by Markus Rodlauer and David Robinson and included Thomas Dorsey, Jahangir Aziz, Paul Heytens, Christoph Duenwald, Paul Gruenwald, Thomas Richardson, Raju Singh, George Tsibouris, Harm Zebregs, James Daniel, Cem Karacadag, Nicholas Blancher, and Yongzheng Yang.

Full-text versions (or, in some cases, detailed summaries) of books published by the IMF are available online at http://www.imf.org/publications.




 

Banking Systems in a Financially Integrated World

Giovanni Dell’Ariccia




Over the last two decades, banks’ activities, which in many countries had been traditionally heavily regulated and protected from competition, have been progressively liberalized. Financial sector reforms, mutually reinforced by innovations in information technology and the relaxation of capital controls, have fostered international financial integration and consequently have given banking sector issues an increasingly important role in the activities of the IMF. Prompted by these developments, IMF researchers have examined a variety of issues related to banking sector liberalization, market structure, and financial reforms.

Financial reforms have eased legal barriers to entry, liberalized deposit and loan rates, relaxed restrictions on bank portfolios and ownership, and reduced reserve requirements. This process has also often involved the redesigning of prudential regulation and supervision, and a reduced public presence in the banking sector. Moreover, substantial theoretical work in the last 20 years has emphasized the role played by information in credit markets.1 A number of studies at the IMF have, therefore, focused on the interaction between information, bank market structure, and liquidity allocation.2 These studies show that the superior knowledge about borrower creditworthiness, which incumbent banks possess relative to new entrants, represents a barrier to entry in the banking industry. When faced with increased competition from foreign institutions, domestic banks reallocate their portfolio toward those market segments where their informational advantage is greater (for example, loans to small enterprises) and where returns, but also risks, are higher.

 Exchange Rate Regimes: Choices and Consequences

Atish R. Ghosh (IMF), Anne-Marie Guide (IMF), and Holger C. Wolf (Georgetown University)

Over the 30 years since the breakdown of the Bretton Woods system, countries have adopted a wide variety of exchange rate regimes, ranging from dollarization and currency boards to simple pegs and crawling pegs, target zones, and clean and dirty floats. This proliferation of exchange rate regimes suggests that they must matter for something—but quite what remains an open question in the profession. While a vast theoretical literature explores the implications of various regimes, the abundance of possible effects makes it difficult to establish clear relationships between the exchange rate regimes and common macroeconomic policy targets such as inflation and growth. Exchange Rate Regimes: Choices and Consequences (MIT Press) takes a systematic look at the evidence on macroeconomic performance under alternative exchange rate regimes, drawing on the experiences of some 150 member countries of the IMF over the past 30 years. It asks whether pegging the exchange rate leads to lower inflation, whether floating exchange rates are associated with faster output growth, and whether pegged regimes are particularly prone to currency and other crises. The book draws on history and theory to delineate the debate, and on case studies and statistical methods to assess the empirical evidence.



The traditional industrial organization framework predicts that competition should reduce the costs and prices of banking services and lead to an efficient allocation of aggregate liquidity. More recent theories focusing on the special role played by information in banking have argued, instead, that standard models of competition are inappropriate for the banking sector. These studies have emphasized that competition may lead banks to take greater risks thereby making the financial system more fragile, and that, in the presence of informational asymmetries, greater bank competition may reduce, rather than increase, the aggregate supply of bank credit to the economy. IMF researchers have examined this issue from both a theoretical and an empirical point of view. Sarr (2000) presents a model where profit-maximizing banks are willing to reduce account fees when they have market power that allows them to reduce deposit rates. The overall effect is a reduction of the cost of deposits and, hence, increased financial deepening.3 Several empirical papers focus on the effects of bank competition and entry on intermediation spreads and credit availability. A number of these studies examine single-country cases. For example, Barajas, Steiner, and Salazar (1999) find that financial liberalization and foreign entry had a beneficial impact on bank behavior in Colombia by enhancing operative efficiency and increasing competition.4 Other studies analyze panels of countries. Martinez-Peria and Mody (2002) use panel data from five Latin American countries and find that foreign bank entry tends to promote competition by reducing administrative costs, and that foreign banks charge lower intermediation spreads than do their domestic competitors. Grigorian and Manole (2002) examine commercial bank performance in a panel of 17 transition economies. They find that bank consolidation and foreign ownership and control are likely to improve the efficiency of banking operations. Bonaccorsi di Patti and Dell’Ariccia (forthcoming) find a nonlinear relationship between bank competition and the creation of new firms, suggesting that some competition is “good,” but too much competition is “bad.”5 Furthermore, consistent with the prediction of recent theories of financial intermediation, they find that bank competition is more favorable to firms operating in sectors characterized by less severe information problems. Bossone and Lee (2002) approach the issue of the efficiency of entire banking systems rather than that of individual banks. They focus on “systemic scale economies” in banking, that is, efficiency gains associated with the size of the system in which banks carry out their operations. The authors use a wide cross-country panel to show that banks operating in systems with large markets and infrastructures have relatively lower costs of production and risk absorption.6

 Policy Discussion Papers

Policy Discussion Paper No. 02/11

Poverty and Social Impact Analysis in PRGF-Supported Programs

Gabriela Inchauste

Policy Discussion Paper No. 02/12

On a Common Currency for the GCC Countries

Esteban Jadresic

Policy Discussion Paper No. 02/13

Cross-Border Issues in Energy Trade in the CIS Countries

John R. Dodsworth, Paul H. Mathieu, and Clinton R. Shiells



Market concentration and the degree of competition in the banking industry affects bank profitability and credit allocation. These in turn determine the riskiness of bank portfolios and banks’ ability to withstand macroeconomic shocks. Financial reforms are likely to have an effect on financial fragility since they have the potential to change the structure of the banking sector. Several studies have focused on the causes and consequences of banking sector distress.7 Among these, Demirgüç-Kunt and Detragiache (1998, 1999, 2000), drawing on data from panels of countries, seek to identify common determinants of banking crises. They find that, in the absence of proper regulatory and supervisory institutions, financial liberalization and generous deposit insurance schemes tend to contribute to financial fragility.8 This view is also supported by a number of studies that focus on specific episodes of financial distress.9 De Nicolò and Kwast (2002) argue that consolidation may facilitate portfolio diversification and reduce risk at the individual bank level, but it may also raise systemic risk because large consolidated banks are more likely to have similar portfolios. They show that stock return correlations among large U.S. banks seem to have increased during the 1990s, suggesting that the potential for economic shocks capable of becoming systemic risks may have increased.10

Financial reforms have expanded the range of assets available to banks, allowing them to invest in foreign assets and to issue foreign denominated liabilities. This has increased banks’ exposure to exchange rate volatility with the result that systemic banking sector problems have played a major role in most of the recent crises. A few papers have focused on the role played by banks in episodes of international financial contagion. Van Rijckeghem and Weder (2000 and 2001) find that spillovers through bank lending or “common lender effect,” rather than trade linkages, explain financial contagion. They examine the Mexican, Thai, and Russian crises and find that countries borrowing from banks that are heavily exposed to the “original” crisis country are most likely to suffer from contagion.11 In their theoretical contribution, Goodhart and Huang (2000) argue that an international interbank market would improve liquidity sharing among banks, but would also lead to international financial contagion, which would have to be contained by some sort of international lender of last resort.12

Finally, bank market structure and the institutions governing the financial system are likely to have an important impact on the cost and effectiveness of bank restructuring in the aftermath of episodes of financial distress. Dziobek and Pazarbasioglu (1997) survey episodes of bank distress in 24 countries and conclude that successful bank restructuring was generally characterized by prompt corrective action on the part of the authorities and on a comprehensive approach that not only addressed the immediate emergency but also corrected regulatory shortcomings and improved supervision and compliance. Countries that privatized troubled state enterprises and allowed a substantial change in the structure of the banking industry through extensive use of mergers and closures were relatively more successful in their restructuring effort.13 Zoli (2001) conducts a cross-country study of the cost and effectiveness of bank restructuring policies in transition economies. The absolute size of bad loans and weaknesses in the restructuring policies were the main determinant of the overall fiscal cost, while no relationship was found between restructuring cost and post-restructuring bank performance.14 Several other studies focus on specific country cases.15 Frydl and Quintyn (2000) provide a theoretical framework to assess benefits and costs of official intervention during a banking crisis. They identify the relative size of the banking system and liquidation costs as the dominant factors affecting the net benefits of a public intervention.16



Visiting Scholars at the IMF, October-December 2002

Christopher Adam; University of Oxford, United Kingdom

Yaw Asante; University of Ghana, Ghana

Jushan Bai; New York University

Graham Bird; University of Surrey, United Kingdom

Edward Buffie; Indiana University

Douglas Gale; New York University

Najib Harabi; Olten School of Economics & Business, Switzerland

Arvind Krishnamurthy; Northwestern University

Ross Levine; Carlston School of Management, University of Minnesota

Mamado Ndong; Ministry of Finance, Dakar, Senegal

Stephen O’Connell; Swarthmore College

Assaf Razin; Tel Aviv University, Israel

Sekou Sangare; University of Cocody-Abidjan, Côte d’Ivoire

Boulel Toure; Center for Studies in International Development, France

Carlos Vegh; University of California at Los Angeles

Yishay Yafeh; The Hebrew University, Israel





Call for Papers

Fourth Annual IMF Research Conference

The Fourth Annual Research Conference of the IMF will take place at the organization’s headquarters in Washington, DC, on November 6-7, 2003. The conference will provide a forum to discuss innovative research by IMF staff and leading outside economists and will facilitate an exchange of views among the participants. The main theme of this year’s conference will be Capital Flows and Macroeconomic Cycles, which can be interpreted broadly. More information and details about possible topics can be found at the Research at the IMF website at www.imf.org/research.

Interested contributors should submit a proposal to the Program Committee (e-mail to ARC2003@imf.org) by March 31, 2003. The Program Committee will evaluate all proposals in terms of originality, analytical rigor, and policy relevance and will communicate its decision by late April. The program committee consists of A. Mody (Chair), A. Brunner, G. Dell’Ariccia, E. Detragiache, A. Ghosh, E. Ley, and R. Ramcharan.





IMF Staff Papers, Special Issue, November 2002 Proceedings of the Second Annual IMF Research Conference

Eduardo Borensztein and Robert Flood




This special issue of the IMF Staff Papers contains a selection of papers presented at the Second Annual IMF Research Conference held in Washington, DC, in November 2002. The papers in this volume were written by IMF authors and outside scholars. Included is the text of the second Mundell-Fleming Lecture, delivered by Kenneth Rogoff in honor of Rudiger Dornbusch’s “overshooting model,” and follow-up remarks by the late Rudiger Dornbusch.

Dornbusch’s Overshooting Model After Twenty-Five Years: The International Monetary Fund’s Second Annual Research Conference Mundell-Fleming Lecture

Kenneth Rogoff (IMF)

Remarks on the 2001 Mundell-Fleming Lecture

Rudiger Dornbusch

Conditionality and Ownership in IMF Lending: A Political Economy Approach

Allan Drazen (Tel-Aviv University and University of Maryland, NBER, and CEPR)

Limits of Conditionality in Poverty Reduction Programs

Tito Cordella and Giovanni Dell’Ariccia (IMF)

What Determines Individual Preferences over Reform? Microeconomic Evidence from Russia

Stephanie Eble and Petya Koeva (IMF)

Boom-Bust Cycles in Middle Income Countries

Aaron Tornell (ULCA and NBER) and Frank Westermann (University of Munich and Ifo Institute)

Why Don’t They Lend? Credit Stagnation in Latin America

Adolfo Barajas and Roberto Steiner (IMF)

Interest Rate Effects on Output: Evidence from a GDP Forecasting Model for South Africa

Janine Aron (Oxford University) and John Muellbauer (Nuffield College, Oxford University)

How Do Large Depreciations Affect Firm Performance?

Kristin J. Forbes (MIT)

IMF Staff Papers, the IMF’s scholarly journal, edited by Robert Flood, publishes selected high-quality research produced by IMF staff and invited guests on a variety of topics of interest to a broad audience, including academics and policymakers in IMF member countries. The papers selected for publication in the journal are subject to a rigorous review process using both internal and external referees. The journal and its contents (including an archive of articles from past issues) are available online at the Research at the IMF website at http://www.imf.org/research.




Country Study: South Africa

Vivek Arora




South Africa has made substantial economic progress since the end of apartheid in 1994, notably in the form of a significant rise in real GDP growth and a reduction in macroeconomic imbalances. A sustained improvement in the public finances has been accompanied by a strengthening in the external position, and monetary policy has been bolstered by the adoption of an inflation-targeting regime in 2000. The economy nevertheless faces major challenges: relatively low growth compared with many successful emerging market countries, persistently high unemployment, and the spread of HIV/AIDS. This article provides an overview of recent IMF research on some of the key features of economic developments in South Africa and the associated policy implications.

A general strand of research has focused on issues related to the central longer-term economic challenge for South Africa of further raising growth and reducing unemployment. Success in meeting these goals depends in large part on maintaining a sound and stable financial environment, which will be supported by implementing the inflation-targeting strategy, maintaining fiscal restraint, and rebuilding international reserves; on following through with the structural reforms, including privatization and trade liberalization; and on addressing the spread of HIV/AIDS. These would improve growth performance both by their direct impact and by attracting foreign investment. Labor market reforms that reduce the statutory costs of doing business would help to ensure that investment absorbs labor.

The annual growth rate of real GDP in South Africa has risen from 1 percent on average during 1980-93 to 2¾ percent in 1994-2001. Arora, Bhundia, and Bagattini (2003) suggest that the growth pickup reflects a substantial increase in total factor productivity (TFP) growth rather than greater factor accumulation.1 TFP growth may have increased in part due to the greater efficiency associated with increased openness to trade and greater private sector participation in the economy.2 Jonsson and Subramanian (2001) show that trade liberalization and openness raised TFP growth significantly during the 1990s.3

The increase in growth has occurred against the background of prudent macroeconomic policies. The central government fiscal deficit declined from 9 percent of GDP in 1993/94 to 1½ percent in 2001/02 through a significant increase in the primary balance, in line with what Fajgenbaum and others (1996) anticipated was needed in order to avoid a public debt “trap” (an upward spiral in the public debt to GDP ratio).4 Using an analysis that examines the primary surplus, the interest-growth differential, other debt determinants, and the sensitivity to macroeconomic shocks, Barnett (2003) concludes that South Africa’s debt dynamics are manageable.5 This conclusion is supported by several of the alternative indicators proposed by Jacobs (2002) and Jacobs, Schoeman, and Van Heerden (2002) to gauge the stance and sustainability of fiscal policy.6

The monetary policy regime has gained credibility with a reduction in inflation from the very high rates prevailing through the early 1990s, the adoption of an inflation-targeting framework, and reduced external vulnerability. Jonsson (2000) argues that South Africa has the main prerequisites for an inflation-targeting regime, including an independent central bank and relatively well-developed capital markets.7 Bhundia (2003) and Jonsson (2001) find that a stable long-run relationship exists among prices, broad money, real income, and interest rate (the conventional “money-demand relationship”), which underscores the importance of continuing to monitor the rate of money growth in seeking to meet the inflation target.8 External confidence, as reflected in sovereign risk spreads, has been bolstered by the virtual elimination of the central bank’s net open forward position in foreign exchange, which was a key source of external vulnerability in the past.9 Empirical analysis by Vocke (2003) suggests that monetary policy credibility has contributed to the reduction in spreads between South Africa and comparator countries.10

Notwithstanding the general improvement in confidence, the exchange rate has fluctuated significantly, depreciating by over a third vis-à-vis the U.S. dollar in 2001 and early 2002, before recovering subsequently. Bhundia (2002) attributes the depreciation in part to an easing of monetary policy.11 MacDonald and Ricci (2003) find evidence of “overshooting” and estimate that the rand was 25 percent below its long-run real equilibrium value in early 2002. They estimate an equilibrium path for the real exchange rate of the rand, which is found to depend mainly on commodity prices, productivity and real-interest-rate differentials vis-à-vis trading partners, openness, and the fiscal and net foreign asset positions; it does not, however, take into account the qualitative impact on confidence of factors such as unemployment and HIV/AIDS.12 While the rand is influenced by commodity prices, Cashin, Céspedes, and Sahay (2002) find that it does not appear to be a “commodity currency” in the sense that commodity price movements alone cannot explain a significant portion of real exchange rate fluctuations in South Africa during 1980-2002.13 Aron and Muellbauer (2002) find that, in the short run, nominal exchange rate shocks have a much smaller impact on real output than do monetary shocks, but their influence appears to be increasing with greater openness.14

The favorable overall macroeconomic performance since 1994 has not been reflected in jobs, with the unemployment rate at nearly 30 percent in 2002. Fajgenbaum and others (1997) and Alleyne (2000) discuss, respectively, the role of wage inflexibilities and the labor legislation, particularly collective bargaining agreements, in influencing unemployment.15 Although South Africa mainly trades with advanced countries, it is a net exporter of capital-intensive goods and a net importer of labor-intensive goods. Alleyne and Subramanian (2001) suggest that this surprising trade pattern indicates that domestic labor market institutions may not be functioning properly.16

Fajgenbaum and others (1996) estimate that in order for long-term real GDP growth to rise to a level that is consistent with declining unemployment, fixed investment would need to increase by nearly 10 percent of GDP.17 The increased investment would need to be accompanied by policies to reduce labor costs relative to capital costs so that it absorbs rather than displaces labor. For financing this investment, Fajgenbaum and others discuss the potential role of government saving, whose effect is estimated to be blunted by a significant Ricardian offset, and of foreign saving, which would depend on continued macroeconomic stability and policy credibility. There is scope for greater foreign direct investment, which in comparator countries is significantly influenced by infrastructure, trade liberalization, skills, and potential market size, according to an empirical study by Arvanitis (2003).18 Long-run economic prospects also depend importantly on the HIV/AIDS outlook.19

Visit the Research at the IMF website www.imf.org/research




Third Annual IMF Research Conference

The Third Annual IMF Research Conference was held in Washington, DC, on November 7-8, 2002. The conference had an overarching theme of capital flows and global governance but also dealt with an eclectic array of other issues that economists at the IMF and elsewhere are exploring. The Mundell-Fleming Lecture was delivered by Guillermo Calvo, Chief Economist at the Inter-American Development Bank and a professor at the University of Maryland. The conference included a panel discussion on “Promoting Better National Institutions” with Guillermo Ortiz, Governor of the Bank of Mexico; Nancy Birdsall, President of the Center for Global Development; Jeffrey Frankel, Professor of Economics at Harvard University; and Jeffrey Sachs, Professor of Economics at Columbia University. The conference agenda and brief descriptions of the papers follow. All the conference papers and the full text of the panel discussion are available at the IMF’s website atwww.imf.org/external/pubs/ft/staffp/2002/00-00/arc.htm.

Mundell-Fleming Lecture

Explaining Sudden Stop, Growth Collapse and BOP Crisis: The Case of Distortionary Output Taxes

Guillermo A. Calvo (Inter-American Development Bank, University of Maryland, and NBER)

This paper discusses a model in which growth discontinuously switches from high to low as the fiscal burden reaches a critical level. Growth collapse is associated with a sudden stop of capital inflows, real depreciation, and a drop in output—all of which have occurred during recent financial crises in emerging markets. An important policy implication of the model is that, to avoid sudden stop crises, policymakers should aim at improving fiscal institutions.

Papers

Towards a Statutory Approach to Sovereign Debt Restructuring: Lessons from Corporate Bankruptcy Practice Around the World

Patrick Bolton (Princeton University)

Discussant: Jeffrey Frankel (Harvard University)

This paper provides an overview of key elements of corporate bankruptcy codes and practice around the world that are relevant to the debate on sovereign debt restructuring. It highlights the main components common to most bankruptcy reorganization institutions. It argues that these components ought to be present in some form in any sovereign debt restructuring procedure even if important differences exist between corporations and sovereign states.

IS-LM-BP in the Pampas

Luis Felipe Céspedes (IMF), Roberto Chang (Rutgers University), and Andrés Velasco (Harvard University)

Discussant: Michael Devereux (University of British Columbia)

Emerging markets (sometimes endowed with fertile pampas) have limited access to world capital markets and suffer from “original sin”: they cannot borrow in their own currency. Does this mean that monetary and exchange rate policy has nonstandard effects in such countries? The authors develop a simple IS-LM-BP model with balance sheet effects to study that question. Their answer: it all depends.

Securities Transaction Taxes and Financial Markets

Karl Habermeier (IMF) and Andrei A. Kirilenko (IMF)

Discussant: Kristin Forbes (MIT)

This paper considers the impact of transaction taxes on financial markets, drawing on the literature on market microstructure, asset pricing, rational expectations, and international finance. The authors argue that securities transaction taxes “throw sand” not at the wheels, but into the engine of financial markets. Transaction taxes can have negative effects on price discovery, volatility, and liquidity and lead to a reduction in the informational efficiency of markets.

Financial Integration and Macroeconomic Volatility

M. Ayhan Kose (IMF), Eswar S. Prasad (IMF), and Marco Terrones (IMF)

Discussant: Roberto Rigobon (MIT)

This paper examines how macroeconomic volatility depends on financial openness in a large group of industrial and developing economies over the period 1960-99. The authors find that the volatility of consumption growth relative to that of income growth has increased for more financially integrated developing economies in the 1990s. This effect is reversed when financial openness exceeds a threshold.

International Financial Integration

Philip R. Lane (Trinity College, Dublin, and CEPR) and Gian Maria Milesi-Ferretti (IMF and CEPR)

Discussant: Charles Engel (University of Wisconsin)

This paper describes the broad trends in international financial integration for a sample of industrial countries, and seeks to explain the cross-country and time-series variation in the size of international balance sheets. The authors also examine the behavior of the rates of return on foreign assets and liabilities, relating them to “market” returns.

Bond Restructuring and Moral Hazard: Are Collective Action Clauses Costly?

Torbjörn Becker (IMF), Anthony Richards (Reserve Bank of Australia), and Yunyong Thaicharoen (Bank of Thailand)

Discussant: Michael Mussa (Institute for International Economics)

Recent emerging market crises have prompted debate about the costs and benefits of collective action clauses (CACs) in bond contracts. Proponents of CACs argue that they should lower borrowing costs, while opponents contend that they should increase them. This paper finds no evidence that the presence of CACs has increased yields for either higher- or lower-rated issuers.

Keynes, Cocoa, and Copper: In Search of Commodity Currencies

Paul Cashin (IMF), Luis Céspedes (IMF), and Ratna Sahay (IMF)

Discussant: Paolo Pesenti (Federal Reserve Bank of New York)

This paper examines the behavior of the real exchange rate of commodity-exporting countries. The authors find a long-term relationship between the real exchange rate and the real price of the exported commodity for about two-fifths of the commodity-exporting countries in their sample. There is little evidence that these countries are reluctant to allow their real exchange rates to fluctuate, and the behavior of the real exchange rates of commodity currencies seems to be independent of the exchange rate regime.

Money in a Theory of Banking

Douglas W. Diamond (University of Chicago and NBER) and Raghuram G. Rajan (University of Chicago and NBER)

Discussant: Enrica Detragiache (IMF)

This paper introduces money in a model of banking to examine how open market operations can affect aggregate bank lending and output. The authors use the model to see how changes in money supply can create, alleviate, or be ineffective in banking crises.

Bubbles and Capital Flows

Jaume Ventura (CREI, Universitat Pompeu Fabra, and MIT)

Discussant: Robert Flood (IMF)

This paper presents a stylized model of international trade and asset price bubbles. Its central insight is that bubbles tend to appear and expand in countries where productivity is low relative to the rest of the world. The author attempts to provide a simple account of some real world phenomena that have been difficult to model so far, such as the recurrence and depth of financial crises or their puzzling tendency to propagate across countries.


External Publications by IMF Staff, May-December 2002

Journal Articles

Becker, Torbjorn; Gelos, Gaston R.; Richards, Anthony

Devaluation Expectations and the Stock Market: A New Measure and an Application to Mexico, 1994/95

International Journal of Finance and Economics

Blejer, Mario; Feldman, Ernesto; Feltenstein, Andrew

Exogenous Shocks, Contagion, and Bank Soundness: A Macroeconomic Framework

Journal of International Money and Finance

Bordo, Michael; Jeanne, Olivier

Monetary Policy and Asset Prices: Does “Benign Neglect” Make Sense?

International Finance

Borensztein, Eduardo; Lee, Jong-Wha

Financial Crisis and Credit Crunch in Korea: Evidence from Firm-Level Data

Journal of Monetary Economics

Callen, Timothy; Cashin, Paul

Capital Controls, Capital Flows, and External Crises: Evidence from India

Journal of International Trade and Economic Development

Calvo, Guillermo; Reinhart, Carmen M.

Fear of Floating

Quarterly Journal of Economics

Canova, Fabio; De Nicolo, Gianni

Monetary Disturbances Matter for Business Fluctuations in the G-7

Journal of Monetary Economics

Cashin, Paul; Haque, Nadeem Ul; Olekalns, Nilss

Tax Smoothing, Tax Tilting, and Fiscal Sustainability in Pakistan

Economic Modelling

Cashin, Paul; McDermott, John

Intertemporal Consumption Smoothing and Capital Mobility: Evidence from Australia

Australian Economic Papers

Cashin, Paul; McDermott, John

Riding on the Sheep’s Back: Examining Australia’s Dependence on Wool Exports

Economic Record

Cashin, Paul; McDermott, John

Terms of Trade Shocks and the Current Account: Evidence from Five Industrial Countries

Open Economies Review

Cashin, Paul; McDermott, John; Alasdair, Scott

Booms and Slumps in World Commodity Prices

Journal of Development Economics

Chami, Ralph; Cosimano, Thomas; Fullenkamp, Connel

Managing Ethical Risk: How Investing in Ethics Adds Value

Journal of Banking and Finance

Chami, Ralph; Fullenkamp, Connel

The Economics of Private Nonmarket Insurance and the Faith-Based Initiative

The Actuary

Chami, Ralph; Fullenkamp, Connel

Trust and Efficiency

Journal of Banking and Finance

Chan-Lau, Jorge

Corporate Restructuring in Japan: An Event-Study Analysis

Japan and the World Economy

Choueiri, Nada

A Model of Contagious Currency Crises with Application to Argentina

Journal of International Money and Finance

Commander, Simon; Dolinskaya, Irina; Mumssen, Christian

Determinants of Barter in Russia: An Empirical Analysis

Journal of Development Economics

Darbar, Salim M.; Deb, Partha

Cross-Market Correlations and Transmission of Information

The Journal of Futures Markets

De Nicolò, Gianni; Kwast, Myron

Systemic Risk and Financial Consolidation: Are They Related?

Journal of Banking and Finance

Decressin, Jorg

Regional Income Redistribution and Risk Sharing: How Does Italy Compare in Europe?

Journal of Public Economics

Demirgüç-Kunt, Asli; Detragiache, Enrica

Does Deposit Insurance Increase Bank Stability? An Empirical Investigation

Journal of Monetary Economics

Domac, Ilker; Kandil, Magda Elsayed

On the Performance and Practicality of Nominal GDP Targeting in Germany

Journal of Economic Studies

Edison, Hali; Levine, Ross; Ricci, Luca; Sloek, Torsten

International Financial Integration and Economic Growth

Journal of International Money and Finance

Espinosa-Vega, Marco; Yip, Chong K.

Government Financing in an Endogenous Growth Model with Financial Market Restrictions

Economic Theory

Espinosa-Vega, Marco; Smith, Bruce D.; Yip, Chong K.

Monetary Policy and Government Credit Programs

Journal of Financial Intermediation

Faruqee, Hamid; Mühleisen, Martin

Population Aging in Japan: Demographic Shock and Fiscal Sustainability

Japan and the World Economy

Feltenstein, Andrew; Iwata, Shigeru

Why Is It So Hard to Finance Budget Deficits? Problems of a Developing Country

Journal of Asian Economics

Feltenstein, Andrew; Sarangi, Sudipta

Macroeconomic Stabilization and Economic Growth: Analysis of Reform Policies in Tanzania

Journal of Policy Modeling

Fernández, Carmen; Ley, Eduardo; Steel, Mark F.J.

Bayesian Modeling of Catch in a Northwest Atlantic Fishery

Journal of the Royal Statistical Society, Series C (Applied Statistics)

Fischer, Stanley; Sahay, Ratna; Vegh, Carlos

Modern Hyper-and High Inflations

Journal of Economic Literature

Gelos, Gaston R.; Werner, Alejandro

Financial Liberalization, Credit Constraints, and Collateral: Investment in the Mexican Manufacturing Sector

Journal of Development Economics

Gonzalez, Maria de los Angeles

Do Changes in Democracy Affect the Political Budget Cycle? Evidence from Mexico

Review of Development Economics

Gupta, Sanjeev; Heller, Peter

More Aid—Making It Work for the Poor

World Economics

Gupta, Sanjeev; Marijn, Verhoeven; Tiongson, Erwin

Decomposing Social Indicators Using Ecological Inference

Applied Economics Letters

Hanson, Gordon; Robertson, Raymond; Spilimbergo, Antonio

Does Border Enforcement Protect U.S. Workers from Illegal Immigration?

Review of Economics and Statistics

Jeanne, Olivier; Rose, Andrew

Noise Trading and Exchange Rate Regimes

Quarterly Journal of Economics

Kandil, Magda

Cost of Living Adjustments and Business Cycles: Disaggregated Evidence

Macroeconomic Dynamics

Kandil, Magda; Bahmani-Oskooee, Mohsen; Chomsisengphet, Souphala

Are Devaluations Contractionary in Asia?

Journal of Post-Keynesian Economics

Kandil, Magda; Domac, Ilker

On the Performance and Practicality of Nominal GDP Targeting in Germany

Journal of Economic Studies

Keen, Michael

The German Tax Reform of 2000

International Tax and Public Finance

Keen, Michael

Some International Issues in Commodity Taxation

Swedish Economic Policy Review

Keen, Michael; King, John

The Croatian Profit Tax: An ACE in Practice

Fiscal Studies

Keen, Micheal; Lahiri, Sajal; Raimondos-Møller, Pascalis

Tax Principles and Tax Harmonization Under Imperfect Competition: A Cautionary Example

European Economic Review

Klyuev, Vlademir

Exchange Rate Regime Choice in Central and Eastern European Transitional Economies

Comparative Economic Studies

Kose, Ayhan M.

Explaining Business Cycles in Small Open Economies: How Much Do World Prices Matter?

Journal of International Economics

Kose, Ayhan M.; Riezman, Raymond

How Severe Is the Innocent Bystander Problem?

Pacific Economic Review

Lane, Philip R.; Milesi-Ferretti, Gian Maria

External Wealth, the Trade Balance, and the Real Exchange Rate

European Economic Review

Lane, Philip R.; Milesi-Ferretti, Gian Maria

Long-Run Determinants of the Irish Real Exchange Rate

Applied Economics

Lane, Philip R.; Milesi-Ferretti, Gian Maria

Long-Term Capital Movements

NBER Macroeconomics Annual 2001

Milesi-Ferretti, Gian Maria; Perotti, Roberto; Rostagno, Massimo

Electoral Systems and Public Spending

Quarterly Journal of Economics

Mishkin, Frederic; Savastano, Miguel

Monetary Policy Strategies for Emerging Market Countries: Lessons from Latin America

Contemporary Economic Studies

Obstfeld, Maurice; Rogoff, Kenneth

Global Implications of Self-Oriented National Monetary Rules

Quarterly Journal of Economics

Odling-Smee, John; Pastor, Gonzalo

The IMF and the Ruble Area: 1991-93

Comparative Economic Studies

Panagariya, Arvind; Duttagupta, Rupa

Politics of Free Trade Areas: Tariffs versus Quotas

Journal of International Economics

Podpiera, Richard; Hanousek, Jan

Information-Driven Trading at the Prague Stock Exchange: Evidence from Intra-Day Data

Economics of Transition

Sayek, Selin; Selover, David

International Interdependence and Business Cycles Transmission Between Turkey and the European Union

Southern Economic Journal

Soderling, Ludvig

Manufacturing Competitiveness in Africa: Evidence from Cameroon, Cote d’Ivoire, Nigeria, and Senegal

Economic Development and Cultural Change

Sriram, Subramanian S.

Demand for Money: Major Analytical Framework

Southern Economist

Sriram, Subramanian

Determinants and Stability of Demand for M2 in Malaysia

Journal of Asian Economics

Swagel, Phillip; Tan, Ling Hui

Unionization and Strategic Trade Policy

The International Trade Journal

Sy, Amadou

Emerging Market Bond Spreads and Sovereign Credit Ratings: Reconciling Market Views with Economic Fundamentals

Emerging Markets Review

Tiongson, Erwin; Gupta, Sanjeev; Verhoeven, Marijn

The Effectiveness of Government Spending on Education and Health Care in Developing and Transition Economies

European Journal of Political Economy

Other External Publications

(Contributions to Books and Conference Volumes)

Blejer, Mario; Leone, Alfredo; Rabanal, Pau

Inflation Targeting in the Context of IMF-Supported Adjustment Programs

Inflation Targeting: Design, Performance, and Challenges, ed. by Norman Loayza and Raimundo Soto (Central Bank of Chile)

Cashin, Paul; Liang, Hong

Features of Korean Business and Export Cycles

Korea’s Economy (Korean Economic Institute of America)

Evans, Owen; Leone, Alfredo; Gill, Mahinder; Hilbers, Paul

Macroprudential Indicators of Financial System Soundness

Issues in the Frontier of International Financial Regulation, ed. by Renwu Liu and Jinze Wu (Chinese Finance Publisher, Beijing)

Gonzalez-Hermosillo, Brenda; Dungey, Mardi; Fry, Renee; Martin, Vance

The Transmission of Contagion in Developed and Developing International Bond Markets

Risk Measurement and Systemic Risk, Bank for International Settlements

Haacker, Markus

Providing Health Care to HIV Patients in Southern Africa

The Economics of Essential Medicines, ed. by Brigitte Granville (Royal Institute for International Affairs, London)

Latter, Tony; Odling-Smee, John; Buiter, Willem; Vanhala, Matti

Fix versus Float: What Have We Learned from the 1990s?

Alternative Exchange Rate Regimes in the Globalised World (Bank of Estonia)

A full and updated listing of external publications of IMF staff (from 1997 onward), including forthcoming publications, can be found in a searchable database at the Research at the IMF website at http://www.imf.org/research.


IMF Working Papers

Working Paper No. 02/172

Poverty Dynamics in Rural India

Aziz, Jahangir

Working Paper No. 02/173

Cotton Sector Strategies in West and Central Africa

Badiane, Ousmane; Ghura, Dhaneshwar; Goreux, Louis; Masson, Paul R.

Working Paper No. 02/174

Transparency and International Investor Behavior

Gelos, R. Gaston; Wei, Shang-Jin

Working Paper No. 02/175

The ECB and Euro-Area Enlargement

Berger, Helge

Working Paper No. 02/176

A Comparative Analysis of Government Social Spending Indicators and Their Correlation with Social Outcomes in Sub-Saharan Africa

Lopes, Paulo S.

Working Paper No. 02/177

Operational Aspects of Fiscal Policy in Oil-Producing Countries

Barnett, Steven A.; Ossowski, Rolando J.

Working Paper No. 02/178

A New Financial System for Poverty Reduction and Growth

Bossone, Biagio; Sarr, Abdourahmane

Working Paper No. 02/179

Statistical Legislation: Toward a More General Framework

Khawaja, Sarmad; Morrison, Thomas K.

Working Paper No. 02/180

Economic Transition, Entrepreneurial Capacity, and Intergenerational Distribution

Hougaard Jensen, Svend E.; Rasmussen, Tobias N.; Rutherford, Thomas F.

Working Paper No. 02/181

Moral Hazard and International Crisis Lending: A Test

Dell’Ariccia, Giovanni; Schnabel, Isabel; Zettelmeyer, Jeromin

Working Paper No. 02/182

User Payments for Basic Education in Low-Income Countries

Hillman, Arye L.; Jenkner, Eva R.

Working Paper No. 02/183

How Does Conditional Aid (Not) Work?

Ramcharan, Rodney

Working Paper No. 02/184

The Inflation Targeting Framework in Norway

Soikkeli, Jarkko

Working Paper No. 02/185

Money Demand in the Euro Area: Where Do We Stand (Today)?

Kontolemis G., Zenon

Working Paper No. 02/186

Consolidation and Market Structure in Emerging Market Banking Systems

Gelos, R. Gaston; Roldos, Jorge E.

Working Paper No. 02/187

Expenditure Issues and Governance in Central America

Corbacho, Ana; Davoodi, Hamid R.

Working Paper No. 02/188

Dollarization, Monetary Policy, and the Pass-Through

Ize, Alain; Parrado, Eric

Working Paper No. 02/189

Institutions Rule: The Primacy of Institutions over Integration and Geography in Economic Development

Rodrik, Dani; Subramanian, Arvind; Trebbi, Francesco

Working Paper No. 02/190

Tunisia’s Experience with Real Exchange Rate Targeting and the Transition to a Flexible Exchange Rate Regime

Fanizza, Domenico G.; Laframboise, Nicole L.; Martin, E.; Sab, Randa E.; Karpowicz, Izabela

Working Paper No. 02/191

Quantifying the Impact of Trade on Wages: The Role of Nontraded Goods

Tokarick, Stephen P.

Working Paper No. 02/192

Islamic Financial Institutions and Products in the Global Financial System: Key Issues in Risk Management and Challenges Ahead

Sundararajan, V.; Errico, Luca

Working Paper No. 02/193

Bedfellows, Hostages, or Perfect Strangers? Global Capital Markets and the Catalytic Effect of IMF Crisis Lending

Cottarelli, Carlo; Giannini, Curzio

Working Paper No. 02/194

Growth-Financial Intermediation Nexus in China

Aziz, Jahangir; Duenwald, Christoph K.

Working Paper No. 02/195

Modeling the Macroeconomic Impact of HIV/AIDS

Haacker, Markus

Working Paper No. 02/196

The Challenge of Diversification in the Caribbean

Berezin, Peter; Salehizadeh, Ali; Santana, Elcior

Working Paper No. 02/197

Modern Hyper- and High Inflations

Fischer, Stanley; Sahay, Ratna; Vegh, Carlos

Working Paper No. 02/198

The Economics of Post-Conflict Aid

Demekas, Dimitrios G.; McHugh, James E.; Kosma, Theodora

Working Paper No. 02/199

Automatic Fiscal Stabilizers in France

Di Bella, Gabriel

Working Paper No. 02/200

An Empirical Analysis of China’s Export Behavior

Cerra, Valerie; Saxena, Sweta C.

Working Paper No. 02/201

Testing the Relationship Between Government Spending and Revenue: Evidence from GCC Countries

Fasano, Ugo; Wang, Qing

Working Paper No. 02/202

International Stock Returns and Market Integration: A Regional Perspective

Brooks, Robin J.; Del Negro, Marco

Working Paper No. 02/203

Oil Revenue Assignments: Country Experiences and Issues

Ahmad, Ehtisham; Mottu, Eric A.

Working Paper No. 02/204

Exchange Rate Pass-Through in Turkey

Leigh, Daniel; Rossi, Marco

Working Paper No. 02/205

An Analysis of Money Demand and Inflation in the Islamic Republic of Iran

Celasun, Oya; Goswami, Mangal

Working Paper No. 02/206

The Use of Credit Ceilings in the Presence of Indirect Monetary Instruments: An Analytical Framework

Yossifov, Plamen

Working Paper No. 02/207

MODIS: A Market-Oriented Deposit Insurance Scheme

Vaez-Zadeh, Reza; Xie, Danyang; Zoli, Edda

Working Paper No. 02/208

The Effectiveness of Fiscal Policy in Stimulating Economic Activity—A Review of the Literature

Hemming, Richard; Kell, Michael S.; Mahfouz, Selma

Working Paper 02/209

On National or Supranational Objectives: Improving the Effectiveness of Targeted Expenditure Programs

Ahmad, Ehtisham; Tandberg, Eivind; Zhang, Ping

Working Paper 02/210

A Balance Sheet Approach to Financial Crisis

Allen, Mark; Rosenberg, Christoph B.; Keller, Christian; Setser, Brad; Roubini, Nouriel

Working Paper 02/211

An Evaluation of Monetary Regime Options for Latin America

Berg, Andrew; Borensztein, Eduardo R.; Mauro, Paolo

Working Paper No. 02/212

A Political-Economic Model of the Choice of Exchange Rate Regime

Sun, Yan

Working Paper No. 02/213

The Persistence of Corruption and Slow Economic Growth

Mauro, Paolo

Working Paper No. 02/214

WTO Financial Services Commitments: Determinants and Impact on Financial Stability

Valckx, Nico

Working Paper No. 02/215

Implications of Migration on Income and Welfare of Nationals

Ueda, Kenichi

Working Paper No. 02/216

Population Aging and Long-Term Fiscal Sustainability in Austria

Eskesen, Leif Lybecker

Working Paper No. 02/217

International Liquidity and the Role of the SDR in the International Monetary System

Clark, Peter B.; Polak, Jacques J.

Working Paper No. 02/218

Financial Contagion and Investor “Learning”: An Empirical Investigation

Basu, Ritu

Working Paper 02/219

Welfare Effects of Transparency in Foreign Exchange Markets: The Role of Hedging Opportunities

Drees, Burkhard; Eckwert, Bernhard

Working Paper No. 02/220

Monetary Policy Credibility and the Unemployment-Inflation Trade-off: Some Evidence from 17 Industrial Countries

Laxton, Douglas M.; N’Diaye, Papa

Working Paper No. 02/221

Income from Bonds: Treatment in the System of National Accounts, 1993

Laliberte, Lucie

Working Paper No. 02/222

How Symmetric Are the Shocks and the Shock Adjustment Dynamics Between the Euro Area and Central and Eastern European Countries (CEEC)?

Frenkel, Michael; Nickel, Christiane

Working Paper No. 02/223

Keynes, Cocoa, and Copper: In Search of Commodity Currencies

Cashin, Paul A.; Cespedes, Luis; Sahay, Ratna

Working Paper No. 02/224

Explaining the Exchange Rate Pass-Through in Different Prices

Choudhri, Ehsan U.; Faruqee, Hamid; Hakura, Dalia S.

Working Paper No. 02/225

Monetary Policy and Asset Prices: Does “Benign Neglect” Make Sense?

Bordo, Michael D.; Jeanne, Olivier D.

Working Paper No. 02/226

Monetary Union in West Africa: Who Might Gain, Who Might Lose, and Why?

Debrun, Xavier; Masson, Paul R.; Pattillo, Catherine A.

Working Paper No. 02/227

Central American Tax Reform: Trends and Possibilities

Stotsky, Janet G.; WoldeMariam, Asegedech

Working Paper No. 02/228

Why Do Many Disinflations Fail? The Importance of Luck, Timing, and Political Institutions

Hamann, A. Javier; Prati, Alessandro

Working Paper No. 02/229

Common and Idiosyncratic Components in Real Output: Further International Evidence

Nadal De Simone, Francisco D.

Working Paper No. 02/230

Compiling and Using Export and Import Price Indices

Zieschang, Kimberly D.; Dridi, Jemma

IMF Working Papers and other IMF publications can be downloaded in full-text format from http://www.imf.org/publications.


Global Linkages Conference

summary by Robin Brooks, Kristin Forbes, and Ashoka Mody




The Global Linkages Conference was held in Washington, DC, on January 30-31, 2003. The conference emerged from the concern that even though countries are becoming increasingly interconnected through trade and financial linkages, the impact of these linkages on the international transmission of economic shocks is not yet well understood. In particular, the implications of these linkages for comovement across national financial markets and for the synchronization of business cycles across countries are often ambiguous in theory. A key goal of the conference, therefore, was to establish a set of empirical, stylized facts about the implications of growing financial and real linkages for business cycles, financial markets, and government policy. The conference was attended by researchers from academia, IMF staff members, and policymakers from around the world. The discussants included Kathryn Dominguez (University of Michigan), Andy Rose (University of California, Berkeley), Andrew Ang (Columbia University Business School), Robert Flood (IMF), Steve Kamin (Federal Reserve Board), John Campbell (Harvard University), Sergio Schmukler (World Bank), Marianne Baxter (Boston University), David Backus (New York University), and Yishay Yafeh (Hebrew University). A selection of papers presented at the conference will be published in an upcoming symposium of The Review of Economics and Statistics.

The main findings of the conference can be summarized as follows. First, there is a positive and significant association between comovement across national stock markets and trade integration across countries, both at the firm level through international sales of businesses and at the macro-economic level through bilateral trade links. More generally, there is a positive association between international stock market comovement and the degree to which markets are integrated. Second, at high frequency, regional financial centers and the global business cycle play an important role in the transmission of shocks to emerging markets. Third, long-run factors, such as convergence in the sectoral composition across countries, and financial innovations, such as cross-listings and ADRs, are playing an important role in the increasing synchronization of financial markets and real activity. A detailed summary of the conference as well as a general discussion of key issues, in addition to the papers, presentations, and the discussions, are available at the global linkages web page: http://web.mit.edu/kjforbes/www/GL-Website/index.htm. The list of conference papers follows:

Firm-Level Evidence on International Stock Market Comovement

Robin Brooks (IMF) and Marco Del Negro (Federal Reserve Bank of Atlanta)

A Decomposition of Global Linkages in Financial Markets over Time

Kristin Forbes (MIT) and Menzie Chinn (University of California, Santa Cruz)

The Center and the Periphery: The Globalization of Financial Turmoil

Graciela Kaminsky (George Washington University) and Carmen Reinhart (IMF)

U.S. Investors’ Emerging Market Equity Portfolios: A Security-Level Analysis

Hali Edison (IMF) and Frank Warnock (Federal Reserve Board)

Are Daily Cross-Border Equity Flows Pushed or Pulled?

John Griffin (Arizona State University), Federico Nardari (Arizona State University), and René Stulz (Ohio State University)

Time Varying Synchronicity in Individual Stock Returns: A Cross-Country Comparison

Randall Morck (University of Alberta) and Bernard Yeung (New York University)

The Role of ADRs in the Development and Integration of Emerging Equity Markets

G. Andrew Karolyi (Ohio State University)

Trade, Finance, Specialization and Synchronization

Jean Imbs (London Business School)

Understanding the Evolution of World Business Cycles

M. Ayhan Kose (IMF), Christopher Otrok (University of Virginia), and Charles Whiteman (University of Iowa)

Long-Term Global Market Correlations

K. Geert Rouwenhorst (Yale University), William Goetzmann (Yale University), and Lingfeng Li (Yale University)
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Editor’s Note

Recent academic studies and a
wave of emerging market crises
have highlighted the importance
of firms’ and banks’ balance sheets
in transmitting shocks. The first
article in this issue reviews IMF re-
search on Shocks to Balance Sheets
and Emerging Market Crises.
Similarly, as many countries open
up their capital accounts and lib-
eralize their financial systems,
issues related to the efficiency and
prudential regulation of the bank-
ing systems have gained renewed
prominence in the IMF’s work.
The second article focuses on
Banking Systems in a Financially
“Integrated World. The Country
Study analyzes IMF research on
South Africa, an emerging market
that raises interesting issues and
faces important policy challenges.
Also included are summaries of
recent conferences and a call for
papers for the Fourth Annual IMF
Research Conference.

This issue marks the departure
of Eswar Prasad from his service
as editor, and of Helen Chin as as-
sistant editor. With his impressive
initiative and energy as the found-
ing editor of the IMF Research
Bulletin, Eswar greatly contributed
to disseminating research con-
ducted by the IMF staff. As the
Bulletin's new editorial team,
Archana Kumar and I will seek to
maintain continuity and build on
our predecessors’ excellent work.
Suggestions are, as always,
welcome.

—Paolo Mauro

TN
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Research Summaries

Shocks to Balance Sheets and
Emerging Market Crises

R. Gaston Gelos

The financial crises of the 19905 have intensified intere:
standing the role of financial frictions in the propagation of shocks
8 | and their impact on investment and output. Recently developed
models emphasize that by affecting their net worth or collateral,
shocks to balance sheets have significant effects on firms’ ability to
A borrow and banks’ ability to lend. IMF researchers

have focused on

the implications of such balance sheet channels for emerging markets. Two important
sources of shocks to balance sheets in emerging markets are large

and fluctuations in real estate values.

xchange rate s

ings

(continued on page 2)

Banking Systems in a Financially
Integrated World

Giovanni Dell'Ariccia

Over the last two decades, banks’ activities, which in many coun-

a tries had been traditionally heavily regulated and protected from
competition, have been progressively liberalized. Financial sector
reforms, mutually reinforced by innovations in information
technology and the relaxation of capital controls, have fostered

en

| P international financial integration and consequently have giv
banking sector issues an increasingly important role in the activities of the IMF
Prompted by these developments, IMF researchers have examined a variety of issues
related to banking sector liberalization, market structure, and financial reforms

(continued on page 4)
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