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Focus

Mimetic Contagion in the Euro/Dollar Market

Whereas most economists predicled a strong euro, the currency has depreciated rather continuously
since January 1999. Arguments in favour of the euro relied then on the huge current account deficit
and external debt of the United States. In order to describe the short term dynamics of the
euro/dollar, it may be more relevant to consider explanations resting on mimetic contagion of
opinions in portfolio reallocations, given that the launch of a new currency is likely to be

surrounded by a high degree of uncertainty.

This research project has aimed at constructing a
model of exchange rate dynamics that explicitly
includes mimetic contagion of opinions among-tra-
ders. The model highlights the key role of heteroge-
neous expectations in portfolio decisions and
ultimately in the determination of the euro/dollar
exchange rate. Market participants are aware that
they are imperfectly informed and that their know-
ledge of the underlying model of the economy is
incomplete. Hence, agents are all the more likely to
mimic the behaviour of their competitors, the less
confident they are in their forecast of the future
exchange rate. An increasing uncertainty associated
with a given forecast raises the incentive to discard
it and to rely on that of the other investors, expec-
ting to gain some possible additional information.
Furthermore, this mimetic contagion may be
enhanced if the other agents obtain superior ex post
returns on their investments. Herd behaviour arises
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because successful strategies will tend fo be imitated
by a growing number of investors.

To describe the heterogeneity of agents, the
market is divided into two groups of investors.
Their respective proportions fluctuate over time
due to migrations induced by mimetic contagion.
The migrants’ wealth reallocations between euro
and dollar denominated assets determine the model-
based forecasts of the future exchange rate.

In order to achieve a good description of the
euro/dollar dynamics, one has also to determine the
best assumption characterising the way the two
classes of agents may differ in this market. Two
alternative sources of heterogeneity are successively
considered. The first distinction rests on pessimistic
versus optimistic agents concerning the future value
of the euro, whereas the second relies on confident
versus unconfident traders about their exchange
rate forecast.

At the launch of the euro, the pessimists
about its future value against the dollar were
more confident in their forecasts than the
optimists.

Unlike most agent-based simulation models
with heterogeneous expectations and mimetic conta-
gion, the present specification makes it possible to
test the relevance of both the model and the hetero-
geneity assumptions. The reason lies in the fact that
information from the currency options market is
used to infer the exchange rate expectations: the
respective proportion of the two classes of inves-
tors, their average expectations, and the standard
deviations of their expectations. The price of a call
option reflects the perceived probability of the



Figure 1 - Risk-Neutral Probability Density Function

of the Euro/Dollar

dence changes over time depending on
the relative location of the two
. lognormal densities. For example, on

26ith July 1999
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the 8th September 2000, the flat den-
sity (with a weight of 33.5%) is loca-
ted to the left of the narrow
distribution, so that unconfident
agents were pessimistic about the
curo (Figure 2). Actually the propor-
tion of each class of agents is far
from being constant. This result
stresses the weakness of specifications
relying on fixed proportions of tra-
ders, that is neglecting mimetic
contagion of opinions to describe
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short-term dynamics of market prices.
Agents do indeed interact inside a

Bth September 2000

decentralized network of traders, and
not directly through market prices.

Shifts in the euros exchange rate
" may be explained by the relative
confidence traders have in their

rate forecasts.

Model-based forecasts of the
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future exchange rate lying above a given level at
maturity, because only in this case is its payoff
positive. Combining all option prices, that is all the
current bets of market participants about the future
value of the euro, allows the risk-neutral probabi-
lity ‘density function (PDF) of the expected
exchange rate to be estimated.

The methodology consists first in estimating
the risk-nevtral probability density function of the
future euro/dollar exchange rate on the assumption
that the PDF results from a weighted mixture of
two lognormal distributions. '

Figure 1 presents the PDF of the euro/dollar

expected at a one-month maturity, the 26th July
1999, (in bold) as well as its two lognormal compo-
nents (in grey). These two lognormal densities are
_supposed to characterise the beliefs of the two
groups of agents and their respective weight to
reflect the proportion of each category of investors.
Hence, the narrow density with a weight of around
70% represents the limited dispersion of expecta-
tions held by confident investors, whereas the flat
distribution (30%) takes into account the large range
of exchange rates expected by unconfident agents.

At this date, confident agents were pessimistic
about the future value of the euro (1.063) relative
to the market average expectation (the forward
exchange rate, 1.067), whereas the unconfident
agents were optimistic (1.077). But this correspon-
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exchange rate can be based either on
the optimistic versus pessimistic dis-
tinction or on the confident versus
unconfident agents one. It turns out
that the short-term dynamics of the
euro/dollar market is better described
by the model composed of confident and unconfi-
dent investors, as opposed to the pessimists’ versus
optimists’ assumptions.

The period under consideration is characteri-
sed by a high degree of uncertainty linked to the
launch of a new currency. This is a context propi-
tious to mimetic contagion phenomena among tra-
ders. The short-term dynamics of the euro/dollar
could then well be explained by the volatile
changes in the opinions of market participants. This
uncertainty is likely to lessen, as the life-time of the
euro increases.

Bronka Rzepkowski
E-mail: RZEPKOWSKI@CEPILFR

FOR FURTHER INFORMATION SEE:

» ‘HETEROGENEOUS EXPECTATIONS, CURRENCY CPTIONS AND THE
" EURCY/DOLLAR EXCHANGE RATE,
B.-RZEPKOWSEI,
CEPI WoRrkivG PAPER, N°01-63, MarcH 2001,

(Available at www.cepii.fr)



RESEARCH SUMMARY

E How Capital Transfers May Ease the Consequences of

Demographic Ageing

Fulure demographic trends and disparities between pension schemes will lead 1o strongly diverging
tendencies in the supply and demand for capital across the various regions of the world, in the 21+
century. With financial globalisation, capital transfers, which a priori are mutually beneficial, should
help correct these imbalances. However, simulations carried oul with the INGENUE model indicate
that the scale of such transfers may put Europe in a delicate external financial position.

The reform of pension schemes is much debated
in Europe, often being backed up by detailed stu-
dies. But paradoxically these analyses assume econo-
mically and demographically closed countries. This
ignores a major aspect of macroeconomic problems,
namely that "demographic ageing” is a world-wide
process, although it occurs at different rhythms
across the globe. This opens the possibility for
inter-temporal and international trades to take
place, which are mutually beneficial. Taking this
global context into account leads to. results which
are significantly different from those relating to a
closed economy. INGENUE, a world general equi-
librium model embodying overlapping generations,
has been constructed to study such problems.

The long term trend of demographic ageing
across the world increases the proportion of retired
people relative to working population throughout
the 21 century. However regions strongly differ in
the composition of their populations, as well as the
speed of ageing. The dependency ratio and the level
of economic development are the two criteria used
to divide the world into six regions within the
model. The rise of this ratio is at the heart of all
discussions concerning reforms of Pay-As-You-Go
(PAYG) pension schemes in OECD countries.
Nevertheless, the effect of demographic shifts is far
from being limited to this perspective.

The transfer of savings should allow labour in
the younger, developing countries to benefit
from higher rates of capital investment.

The life cycle hypothesis stresses that people
in the age-group of 40 to 65 save the most as they
are economically active and have the highest
incomes. Demographic projections indicate that
these age-groups will become more important at dif-
ferent points in time across the world. This suggests
that there will be important discrepancies in natio-
nal savings rates. Between 1995 and 2015, the share
of the population with the highest savings will peak
in the three developed regions of the world (Japan,
North America and Western Europe). After 2015
this share will fall, whereas it will rise in the three
developing regions.

Demographic trends will also shift the demand
for capital. A region with a growing labour force

has to "equip” its new workers with capital. These
*dynamic” regions are also those which currently
have the lowest levels of capital per worker (develo-
ping countries), In the OECD countries, capital
intensity is already high and new capital equipment
needs are relatively low. This explains the direction
of capital transfers, facilitated by financial globalisa-
tion. Everybody benefits from these transfers.
Savers in rich and older countries will earn higher
returns than they would under autarky. As for the
younger, developing countries, they will be able to
satisfy their greater capital needs, at a lower cost
and real wages will rise more quickly. In time,
when these countries achieve high savings rates,
they will be able to pay off their foreign debts and
even finance OECD countries that will run down
their savings massively. However, while such capi-
tal transfers may a priori be mutually advantageous,
they could also lead to critical financial situations.

With financial liberalisation, intergenerational
and inter-temporal trade in capital follows from the
demand and supply of capital in each region. These
market forces depend on demographic movements,
but they are also conditioned by the institutional
nature of retirement regimes. The baseline scenario
calculated here by the INGENUE model assumes
on average demographic projections made by the
United Nations, and that the retirement regimes
cufrently in place {in the different regions of the
world) will not change. Given that the supply of
capital in the developed regions remains abundant,
the world interest rate is forecast to fall in the first
decades of the 21 century. Subsequently, it will sta-
bilise at about 3.5%, when the capital equipment
needs of the developing countries are pulled by
stronger productivity growth and when the fall of
savings in the OECD is offset by a rise in the deve-
loping countries.

With no change in its pension schemes,
Europe is likely to become a significant, net
debtor.

The contrast in demographic trends and the
institutional disparities in retirement regimes work
together to bring about marked differences in accu-
mulated wealth, which in turn show up in the



financial equilibria of the different regions, with
respect to the rest of the world, These financial
situations are summarised by the rates of owner-
ship: ie. the relationship between residents’ wealth
and productive capital available within a region. A
region is a net creditor when its rate is above 100%.
In the baseline scenario, a spectacular fall is to be
observed in Europe’s ownership rate, as of 2030 (see
Graph 1). For several decades to come, the strong
diminution of European houschold savings rates
will be the predominant trend, and will entail
cumulative deficits and push the continent from
being a net creditor to being 2 net debtor. Such
financial dependence by Europe on the rest of the
world may be controversial, politically speaking.
Under these circumstances, the issue of pension
scheme reform becomes unavoidable.

Graph 1 - European Ownership Rate (Ratio of Resident
Wealth to Productive Capiral): 2000 - 2100
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tion, and will then raise Europe’s productive capa-
city. Savings will increase with the rapid rise in the
wage bill. But these extra savings will be partly
invested in Europe, in order to equip the additional
working population. The result of this set of cir-
cumstances will be to raise slightly the interest rate
above the rate associated with the “no reform” sce-
nario, though the trend in the ownership rate will
follow the same pattern,

Raising the contribution period of Europe’s
PAYG pension schemes will raise investment
and consumption more than extending
funded schemes.

However, the soundness of such reforms can-
not be gauged only with respect to financial equili-
bria. More important to the population will be the
impact of reform on consumption. Using this crite-
ria, the contrast between the two, reforms is stagge-
ring (see Graph 2). Average per capita consumption
is always weaker in the funded-scheme case than if
the retirement age is raised with benefits remaining
unchanged. Funding is even costly, compared to the
"no reform” scenario, as it leads to a gelative fall in
consumption throughout the first half of the cen-
tury! In contrast, increasing the age of legal retire-
ment will always lead to higher consumption. This
result is sufficiently robust with respect to uncer-

Europe has the most generous public pension
systems in the world: the retirement ages are lower
than elscwhere and the income replacement rates
guarantee higher pension benefits, relative to wages.
If the situation remains unchanged, then the exter-
nal financial position of Europe will deteriorate.

Two different scenarios of reform have been
simulated. The first type consists of holding the
contribution rate at its 1999 level. This implies
programming a progressive fall in the purchasing
power of pensions. To compensate for the loss of
future pensions, households are then encouraged to
save more. This reform leads to an increase in the
scale of funded pensions relative to the PAYG sys-
tem. The second reform consists of maintaining
pensions at their current relative level, but raising
the age of retirement progressively from 60 to 65
years, between 2000 and 2020,

The funded pension scenario strongly raises
savings in Europe, and lowers the world rate of
interest. De facto, Europeans will export a major
share of their additional savings, by buying pro-
perty rights on new capital in demographically
dynamic regions. Europe will then remain a net cre-
ditor throughout the century i.e. the ownership
rate at the end of the century will be at 130%.

" In contrast, the scenario based on raising the
retirement age will increase the working popula-

Graph 2 - Europe: Percentage Change in Per Capita
Consumption Compared to the ‘No Reform’ Scenario
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tainties concerning world growth to allow this
option to be judged as preferable, if Europeans do
indeed want to maintain their standard of living
rather than opt for a shorter working life.

The INGENUE Research Team
E-mail; CHATEAU@CEPILFR

FOR FURTHER INFORMATION SEE:
* ‘AN APPLIFD Immmoml, OVERLAPPING-
GENERATION MODEL',

THE INGENUE RESEARCH TeAM,
CEPH WorkInG PAPER, FORTHCOMING.

(Available at www.cepii.fr)

(1) The INGENUE Team is composed of M. Aglietta and J. Chatean, (CEPII), M. Juillard (CEPREMAP), J. Fayolle, J. Le Cacheux

and V, Touzé {OFCE).



ON THE RESEARCH AGENDA

THE RENEWAL QF JAPANESE CAPITALISM THE ADJUSTMENT AND
. FINANCING OF HUNGARIAN ENTERPRISES,
Many analysts have emphasised 1989 - 1998

the weakness of Japan's financial system to expiain the
economic crisis of the 1990s. But, the extreme diffi-
culty of getting growth to recover is better explained by
complex factors, linked to the destahilisation of so-cal-
led Japanese capitalism. Obviously, an approach span-
ning economics, sociology and politics is the most
appealing.

This project has tried to identify
what was at the core of Japan's raditional model and of
its current change. Three fundamental themes emer-
ged: the problem of inequality in the economic field,
the problem of "groupism versus individualism"” in the
social field and the problem of "centralism" in politics.

The Challenge to Equality
" (Evelyne Dourille-Feer, CEPII)

The opening up of Japan's eco-
nomy and its drive to maturity have overturned the
conventional roles of the State, private enterprise and
households. With the sirengthening of market forees,
the maintenance of social equality has become increa-
singly difficult, both in terms of income and wealth, as
well as in terms of the labour market. But the present
ructions are aiso redisiributing economic power. They
may lead to a new "hedonist® socio-economic model,
whose foundation will not be "productivity at any price”
but rather the search for a better quality of life. It will,
however, be less likely to generate as much growth as
American conswmerism.

: The Emergence of Individualism
(Kazuyoshi Yatabe, University of Paris VI)
" During the years of rapid indus-
trial growth and the expansion of trade, from 1960 to
1985, a strong middle class emerged in Japan, which
had a clear cultural identity. Thereafter, however, the
negative side effects of a strongly integrating society
began to emerge. The middle class has progressively
been revealed as mythical, as the reproduction of élites
.in eduncation and working-life has become more evi-
dent. Individualism seems to have emerged among the
young generation, during the present crisis. Still, there
is a strong differentiation among men and women, with
young women emerging as the most dynamic compo-
nent of society.
The Transformatiion of the
Political System (Jean-Marie Bouissou, CERI)

The overall transformation process
has reached the country's political system and all its ins-
titutiong, It has led to the decay of the comfortable
"1955 System". This system ensured the survival of all
cxfsting parties, and its erosion has led to a weakening
of the "neo-corporatist" system. Market forces are pro-
voking new balances of power between the government
and the adminisiration, between Tokye and local autho-
rities. They are also pushing for greater transparency
in the decision-making process and the emergence of
more charismatic Prime Ministers. Lastly, the desire by
citizens to be involved more actively in politics has led
to a process remodelling institutional power.

This research project is set to
lead to a joint publication, released through La
Documentation Francaise, towards the end of 2001.

Evelyne Dourille-Feer
E-mail: DOURILLE@CEPIL.FR

Since 1890, the Hungarian transi-
tion has beer consistently rated as among the most
promising. This common judgement has been-vindica-
ted by the early opening of negotiations with the
Eurcpean Union, at a time of snstained recovery in
growth and productivity, low inflation, fiscal stability
and sound exiernal balances. This research project -
undertaken as part of the ACE programme - aims at
analysing how enterprises adjusted during this tran-
sition peried, and then embarked on a susiained
growth path. It relies upon a panel data set of some
4500 firms, whiich includes all standard accounting
figures. The aim is to establish a detailed aecount of
the adjustment and growth trajectories ohserved
within the corporate sector. Three main research
directions will receive the most attention. -

- First, the functioning of the rela-
tionship between productivity gains, gross savings and
investments will be examined. The experience of tran-
sition economies suggests that industrial recovery is
based upon the productivity gains, which reequire com-
petitive product markets, capital injections and also a
sirong governance of firms, especially by private share-
holders. In these areas, Hungary is a highly successful
case: the fall in labour costs since 1995 has produced a
very large economic surplus, privatisation has procee-
ded at a sustained pace and foreign direct investments
have reached record levels at the same time.

Second, while foreign-owned
firms tend to dominate the growing, profitable, export
sector of Hungary's private econeiny, a critical issue for
the future is the recovery and growth potential of
domestically-owned, more inward-looking firms. The
development of this part of the economy, however, may
be associated with risks regarding a wide range of
public interest issues: revenue growth prospects, regio-
nal imbalances, social inequality, or unemployment
levels.

Lastly, the credit relationship bet-
ween enterprises and banks was severely affected by
the 1992 banking crisis and the ensuing credit crunch.
A key issue has therefore been the very process of
consolidation, depending on sectors or types of enter-
prises involved etc. Another important matter stems
from the link between access to external finance, the
distribution of dividends and the level of domestic
investment by firms.

Jérime Sgard
E-mail: 36ARD@CEPILFR

FOR FURTHER INFORMATION SEE:

* ‘Direcr FOREIGN INVESTMENTS AND PRODUCTTVITY GROWTH
IN HUNGARIAN Firms, 1992-1999°,
J. 5GaRD,
CEPII WorkiNG PAPER, FORTHCOMING.
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s ‘Libéralisation financiére,
spéculation et crises bancaires’
D. Plihon, L. Miotti
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L. Miotti, S. Perrin, F. Sachwald
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E. Combe, E. Pfister
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I. Glachant, C. Vellutini
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R. Duval
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F. Lemoine

No 202, Juns 2001
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No 200, ArriL 2001
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Forum, CEPII-ZEI-Bonn
University
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¥ CONFERENCES

+ OECD Foaum 2001:
SUSTAINABLE DEVELOPMENT AND
THE NEW ECONOMY

Paris, May 14-16 2001

The CEPI was one of the several
"knowledge-pariners® fo contubute to
the orgamsation of this conference,
which brought together a wide range
of policy-makers in government,
economnes metituttons and husiness.
M. Camdessns {Charr of the CEPIT)
gave a keynote address on *Openness
and the Challenge of Poverty
Beduction in the 215t Century"

L. Fontagné (Director of the CEPIL)

. wag moderator for the "Sustainable
Development in the New Economy”
workshop.

See: www.oecd.org/Foram2001/

+ ‘Does Food Security Justify
Support for Agriculture’,

A. Bougt .

No 199, Maxcu 2001

« ‘Textiles and Clothing: the End
of Discriminatory Protection’,

R. Avisse, M. Fonguin

No 198, FERRUARY 2001

« ‘Failure at the Hague: Climate
Protection is Pui-Off Once More’,
N. Kousnetzoff

No 197, Janvary 2001
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» ‘Discrimination commerciale ; une
mesure ¢ partir des fluzx bilatérauz’
G. Gaulier :

No 01-04, MancH.

» ‘Heterogeneous Ezpectations,
Currency Options and the
Euro/Dollar Exchange Rate’

B. Rzepkowski

No 01-03, MarcH.

e ‘Defining Consumption Behavior
in @ Multi-Country Model’

= Asia 2001 - NEW RISKS AND
REGIONAL PROGEESS

‘This conference was jJointly organised
with the CFCE and BNP Paribas,
Parws, April 3 2001

Opening Speach: J.-D. Gardére
(Prector, CFCE)

Roundiable I' A Return to
Monetary and Financial
Stability?

B. Coeuré (French Treasury), T. Ito
(Ministry of Finance, Japan),

D. Jane1 (DREE), S. Jen (Morgan
Stanley Dean Witter), G. Longueville
(BNP Paribas).

e ‘MacSim : un logiciel de
simulation macroéconomique’
P. Augier, J.-L. Brillet, G. Cette,
R. Gambini

Price: FF 118 per issue, FF 440
annual subscription in Europe,
and FF 465 outside Europe.
Publisher: la Docnmentation
francaise.

La Lerree pu CEPII is published
in French.

Price: FF 512 (47.50 euros)
outside France.

Publisher: la Documentation
francaise.

The English version of this
French publication is available on
the CEPII's web-site, one month
after publication:

www.cepiifr

¥ Books By CEPII RESEARCHERS AND THE CEPIT’s ANNUAL REPORT

® RAPPORT D’ACTIVITE 2000

CEPIL, 176 p.,

May 2001, available on request,
in French only.

0. Altais, L. Cadiou, S. Dées

No 01-02, FEBRUARY.

*» ‘Pouvoir prédictif de la volatilité
implicite dans le priz des options de
change’

B. Rzepkowski

No 01-01, JANUARY.

The full text of Working Papers is
available on the CEPII's web-site:
www.cepil.fr

Presentation by F. Huwart (France’s
Minister for Foreign Trade)

Roundiable IT: Regional
Integration Sirategies

F. Cromgnesau (Les Echos), D. Tersen
{DREE), D. Camrouz (IEF, Paris),

F. Godement (IFRI-INALCO),

0. Lataye (Thomson Mulbmedia).

Roundtable OT: Asia and
Globalisation

E. Cromgnean {Les Echos),

M. Fouquin (CEPI), K Fukasakn
(OECD), P. Mersserlin (IEP, Paris),
H. Testard (DBEE}, P. Verkhovsky
(Clifford Chance), P Jacquet (IFRI).



Events

E%] SEMINARS AND MEETINGS

* American Priorities for Multila-
teral Trade Negotiations

D. Blandford (Pensylvania State
University)

28 June

* Franco-German Economic Forum
Guest speaker: J. Mistral (Economic
Advisor to France's Minister of Finance)
“The Political Economy of the Nice
Treaty: Re-Balancing the EU Council’,
F. Bobay (DiGITIP), D. Laskar
(CEPREMAP), 8. Collignon (European
University Institute}

‘The Future of European Agricultural
Policies’, W. von Urff (Technische
Universitit, Munich}, J.-J. Becker
(Forecasting Directorate, French,
Ministry of Finance)

24-25 June, Paris -

¢ The CEPT Business Club Series -
“Three Perceptions of the World
Economy’. Brazil’s Economnic Quilook
and the Consequences for MERCOSUR
M. Camdessus (CEFIL), F. David (CEPII-
COFACE), P. Joubert (Alstom
Transmission)

21 June

5 News v BRIEF

+ The CEPII has established a Scien-
tific Committee of outside experts
who will advise the Centre on the
nature and quality of its research,
though responsibility for setting the
CEPII's research programme remains
with the Cenire's Board. Members of
the Scientific Committee include:

F. Bourguignion (Chair), F, Artus,

R, Barrell, R. Faini, S. Guillaumont,
I-C. Hourcade, A. Sapir, ]. Mairesse,
T. Verdier.

The work of the commitiee, which
meets twice a year, will begin in the
antumn of 2001.

« The CEPII is a founder member of
the European Forecasting Network
(EFN), which was launched in July
2001 on behalf of the European
Commission in order to provide a bet-
ter understanding of future economic

FORTHCOMING

» The CEPII is jointly organising a
major conference with the IDE on
"Impacts of Trade Liberalization
Agreements on Latin America and
the Caribbean", in Washington, the
5-6 November. The objective of the
Conference is two-fold. First, to give
Computable General Equilibrium
(CGE) modellers the opportunity to
present publicly, policy-related
applications focused on Latin
America and the Caribbean's inter-
national relations within the

¢ Environmental Policy

5. Gastaldo (Ministry of the
Environment), 0. Godard (LEEP),

1. Sgard (CEPIN), L. Tubiana (CAE)
14 June

» The New Economy and its
Consequences for Financial Stability
(in collaboration with the European
Office of the IMF), F. Larsen (IMF),
(. Davanne

6 June

¢ European Competition Policy and
the Single Market: The Case of
Telecommurnications

P. Buigues (DG Competition}, F. Jenny
{ESSEC), E. Cohen (CNRS-CAE)

26 April

* The Outlook for Japan

T. Ito (Ministry of Finance, Japan)

4 April

¢ Are Current Account Surpluses
Sustainabie?

M. Aglietta (CEPII), J. Chateau (CEPII),
A. Brender (CFR)

& March

developments in Eurcpe and espe-
cially the euro-zone. Other parters in
the network include: University of
Becconi - IGIER, Milan; Halle Institgte
for Economic Research, Halle
(Germany); European University
Institute, San Domenico di Fiesole,
({taly); Econometric Institute -
Erasmus University, Rotterdam; Grup
de Recerca "Analisi Quantitativa
Regional", University of Barcelona;
Instituto Flores de Lemus, University
Carlos IIf, Madrid ; Department of
-Applied Economics, Cambridge.

» The CEPII hosted a workshop on
"The Competitiveness of China's
Economy", on the 3-6 April. Outside
participants included L. Shantong
(Development Research Centre,
Beijing), B. Rucen (Beijing University)
and 8. Démurger (CERDI).

Americas, with the European Union,
and the world. Second, to promote
technical discussion on the models'
advantages and shortcomings, as
well as data and methodological
aspects, all with a view to stimula-
ting further advances in the
construction and use of CGE
models.

* B-to-B Commerce and its ~
Implications

J.-M. Boucher (La Redoute),

E. de Cazotte (VISA)

8 February '

* Can France Return to Full
Employment?

I. Boissonnat (Expansion), . Pisani-
Ferry (CAE), . Artus (CDC)

24 January

¢ Franco-German Economic
Forum:

‘Enlargement of the Europeon Union’,
H. Briicker (DIW), I. Sgard {CEPII),
M. Burda (Humboldt University)
‘Pension Reforms in the European
Union Countries’, F, Legros (CEPII),
C. Hofmann (German Ministry of
Labour), J. le Cacheux (OFCE}

16 January, Berlin -

* Will the Growth Differential Between
Europe and United.States Persist?

0. Garnier (Société Générale Assel
Management), J.-C. Chouraqui (OECD),-
N. Sobezak (Goldman Sachs)

11 January

e Stéphane Dées, macroeconomist
with the MARMOTTE modelling team,
ledt the CEPII at the end of July to join
the ECB.

 Jean Chateau joined the CEPIl in
January, to work on the INGENUE
project (see Research Summary, p. 5 of
this letter).

e Johanna Melka joined the CEPII in
June, to work on the role of the New
Economy in Europe.

s Thierry Mayer, lecturer at the
University of Paris I, has become a
Research Fellow with the CEPII, spe-
cialising in economic geography. .

« Richard Avisse left the Centre's IT
staff in March. He has been succeeded
by Eric Leydier.

« Call for papers

The CEPII is co-organising a confe-
rence entitled "Towards Regional
Currency Areas" in Santiago, Chile
on the 26-27 March 2002. Co-organi-
sers include the CDC, CEFL, ECLAC,
Foundation of the Bangue de France,
and Revue Economique. Proposals for
presenting a paper at the conference
can be sent in electronic form, before
1 November 2001, to R. Artus, A,
Cartapanis & L. Fontagné to
cefi@univ-aix.fr.



THE CHELEM DATABASE
Regional Specialisation: the Case of Textiles and Clothing

For the last fifteen years, the inter-industry,
intra-regional specialisation in textiles and clothing
between developed countries and their less-develo-
ped neighbours (developing or transition countries)
has been a trend of world trade. The former have
somewhat improved their comparative advantage
(European Union) or reduced their disadvantage
(USA) in textiles. At the same time, less-developed
countries have seen their clothing industries pro-
gress rapidly, while these sectors have retrenched
massively in the developed countries. These pheno-
mena are shown to be linked here.

" The trends are visible in Europe, between the
EU and the CEECs on the one hand, and between
the EU and the Mediterranean countries on ‘the

countries, with European importers being encoura-
ged to chose producers in nearby countries, in order
to reduce transport costs. This regional division of
labour has helped sustain European activity throu-
ghout the sector.. Thus in 1998, for every $100 of
clothes imported by the EU from Mediterranean
and central European countries, the EU exported
$55 in yarns and textiles. In contrast, exports to
Asia stood at only $9 for the equivalent amount of
clothing imports. Similar trends have emerged with
the development of specific agreements with
Mediterranean countries, and in America with the

Caribbean Basin Initiative and the NAFTA.
These trends are also based on new forms of
internationally organised networks. Distribution
channels in the

Comparative Advantages (EU - MB - CEECs) - ‘developed countries
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other hand. Taking the CEECs as an example, since
the fall of the Berlin Wall, the EU has largely
increased quotas for CEEC products, within the fra-
mework of Outward Processing Trade (OPT), prior
to complete elimination. The OPT quotas, which
are accorded to finished goods made from European
textiles, have favoured the Union's neighbouring

~ being facilitated by
new Information Technologies. But, with the end of
the MFA on the Ist January 2005, these discrimina-
tory regional arrangements will disappear, and so
may the regional specialisation.

Michel Fouquin
E-mail: GRION@CEPILFR
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