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Introduction



The European Monetary Union is generally considered as the last step towards European economic integration. On the one hand, in an integrated trade area, it is optimal to create a monetary union in the sense of McKinnon (1963), since flexible rates could give rise to excessive volatility and useless distortions in international relative prices. On the other hand, if there is little labor mobility, wage rates flexibility, and fiscal policies coordination (as it is the case in Europe), an exogenous asymmetric shock would be better accommodated by exchange rates policies. Therefore, as discussed initially by Mundel (1961), the predominance of symmetric shocks (versus asymmetric ones) is a condition for Europe to gain from a single currency. We propose here a simple model that shows that the measure of asymmetry generally used in the literature does not reveal a structural parameter, and depends on economic integration: the more two countries will be engaged in trade, the more they will be specialized (as shown in Krugman (1991)) and the more asymmetric will be the effect of sectoral shocks. Starting with Cohen and Wyplosz (1989), a large amount of studies have tried to measure the degree of asymmetry in shocks and responses within Europe, and to compare it with the U.S. situation (see for example Eichen1



green (1990), Weber (1990), Bayoumi and Eichengreen (1993), Bini-Smaghi and Vori (1993) and Krugman (1993)). More recently, some papers have extended the analysis to regional and sectoral shocks, in the lines of Stockman (1988) (Bayoumi and Prasad (1997), Bini-Smaghi and Vori (1993) and Helg, Manasse, Monacelli, and Rovelli (1995)). From these studies, one cannot draw some direct conclusion that shocks are far more asymmetric in Europe that they are in the U.S. In the literature, it is nevertheless always implicit (or explicit in Helg, Manasse, Monacelli, and Rovelli (1995)) that sectoral shocks are rather symmetric (because they hit one sector in all countries), and that regional shocks are, by nature, asymmetric. According to us, when interpreting shocks as symmetric or asymmetric, and in evaluating the desirability of the EMU in the light of the degree of asymmetry of shocks, one should bear in mind two facts. First, as stated before, the EMU will be the final touch to the economic integration process started in the late 50’s with progressive trade liberalization within the European Union (E.U.). Sapir (1992) distinguishes three major phases in trade liberalization: (i) starting in 1958, progressive elimination of customs duties and quantitative restrictions, completed by a common external tariff in 1968, (ii) successive enlargements from six to twelve between
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1973 and 1986, (iii) completion of the internal market for goods, services, capital and labor in 1992. Such an economic integration is theoretically supposed to increase regions (countries) specialization, because there exists some increasing returns (Krugman (1991)), or because countries have some comparative advantage. The question of whether such a specialization is between industries, within industries or both is an empirical matter. Helg, Manasse, Monacelli, and Rovelli (1995) showed that the more specialized countries in Europe were those of Northern-Europe (Luxembourg, Germany, Netherlands, U.K., Belgium and France), and that the less specialized were Spain, Portugal and Greece. It seems that countries that started earlier economic integration through trade liberalization are the more specialized. Bini-Smaghi and Vori (1993) also show that on average, the differences between regional production structure were much larger within the U.S. than within the E.U., and that E.U. national economies were still much more alike than U.S. regions. Such a result is also found in Krugman (1991). Since trade liberalization is much more recent in the E.U. than in the U.S., this confirms the trend towards specialization created by trade liberalization. The second fact concerns the importance of sectoral shocks in the variability of regions activity within an economic area (the U.S. or Europe).
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Bini-Smaghi and Vori (1993) show that, considering the founding members of the E.U., from 1976 to 1990, over 60% of the variance of manufacturing production explained by sector-specific and state-specific factors is accounted for by sector-specific factors, 15% by state-specific factors, and the remainder by the interaction of the two. Furthermore, the weight of the state-specific factors falls to 10% for the period 1981-1990. Using data on the whole economy, and not just manufacturing, Bayoumi and Prasad (1997) find that the relative importance of aggregate, industry-specific and country- or regionspecific shocks in explaining output growth fluctuations is roughly similar in Europe and in the U.S. In both case, industry-specific shocks contribute about one third of the explained variance, with aggregate shocks contributing slightly more and country/region shocks slightly less. Using industrial data, Helg, Manasse, Monacelli, and Rovelli (1995) confirm that more variance of output innovations is firstly explained at the country, but that industryspecific shocks matter to account for output variability.



From this, one can conclude that (i) industry specific shocks are an important source of impulsion in the economy, (ii) trade liberalization creates and will create specialization in Europe. Therefore, for a given distribution
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of sectoral shocks, the higher trade liberalization is, the higher specialization and asymmetry between countries. Furthermore, economic integration, that is a necessary condition for the EMU, can increase asymmetry and therefore violates another necessary condition for the EMU. The remainder of the paper is devoted to the analysis of a two sectors, two countries general equilibrium model that accounts for increasing trade and specialization. Section two presents the model, section three the results and section four concludes.
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The model



We use a specific factor model, in the lines of Samuelson (1971). We consider two economies, a and b, whose GDPs are composed of two imperfectly substitutable goods, 1 and 2. Labor is immobile across countries, but perfectly mobile across sectors and is the only production factor. Production functions exhibit decreasing returns to scale. One can think of the technology as using two hidden factors, capital and land, the former being internationally mobile while the latter is not. As far as Gross Domestic Products are concerned, our results are robust to the introduction of those factors1 . 1



Gross National Products movements will be quite different in a model with internationally mobile factors, given that agents will insure themselves against domestic risk by diversifying their assets. In such models, GNPs are perfectly correlated while GDPs are
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Each country has a Ricardian advantage in one of the two traded goods and levies taxes on imports. The lower tariff are, the more specialized each economy will be. The two countries are assumed to be as similar as possible.



2.1



Production



In each country, there is a fixed amount of labor normalized to one. The production function for sector i (i = 1, 2) in country c (c = a, b) is given by Yic = (Lci )ρ Xic



(1)



where Lci denotes the labor force employed in sector i of country c, ρ ∈]0, 1] and Xic is a productivity parameter. We introduce a productivity differential between countries: X1a = (1 + h1 )X1b



(2)



X2b = (1 + h2 )X2a



(3)



with h1 > 0 and h2 > 0. The country a (resp. b) has a advantage in producing good 1 (resp. 2).



2.2



Household



In each country, there is a representative consumer, with identical preferences across countries. Each household offers in its country an inelastic labor supnot.
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ply of one unit. The production technologies are supposed to be owned locally and tariff income entirely transferred to consumers in a lump sum way. Household of country a maximizes an utility function U (C1a , C2a ) subject to the budget constraint pa1 C1aa + (1 + d)pb1 C1ab + pa2 C2aa + (1 + d)pb2 C2ab ≤ pa1 Y1a + pa2 Y2a + T a



(4)



where Ciac is the consumption of good i, bought in country c, d is the tariff, T a is a lump sum transfer, pci is the price of good i produced in country c. At the aggregate level, we have T a = d(pb1 C1ab + pb2 C2ab ), since the product of the tariff is entirely redistributed. Household’s preferences are given by the following CES utility function: U a (C1a , C2a ) = [α(C1a )γ + (1 − α)(C2a )γ ]1/γ



(5)



where γ < 1. σ = 1/(1 − γ) is the elasticity of substitution between C1a and C2a . All these equations can be written symmetrically for household b. To be of some empirical relevance, we will assume that σ is large, i.e. that goods are close substitutes. This choice is motivated by the fact that most of the trade between countries joining a Economic and Monetary Union is intra-sectorial, i.e. consists in exchanges of closely substitutable goods. 7



2.3



Equilibrium



Equilibrium allocation can be computed as a set of prices and quantities such that (i) for these prices, the quantities are the ones that maximize agents’ objective given their resource constraints, (ii) markets clear. In the following, we choose the first good in country a as num´eraire, and real GDP will be denoted GDP c = (pc1 Y1c + pc2 Y2c )/pa1 . No closed form solution can be found for the equilibrium, and we proceed by mean of numerical simulations to get the results presented in the next section.
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Results



It is tedious but straightforward to show analytically that as the tariff rate d decreases, country a specializes in good 1 and country b in good 2. Beyond specialization, we are concerned with asymmetries between countries. We propose a simulation of our model that shows that, for a time invariant set of sectoral shocks, a downward trend in tariff, by increasing specialization and economic integration, lowers the correlation between GDPs and increases the measured share of asymmetric shocks in the variance of GDP’s. In the calibration we considered (results can be shown to be robust to the calibration), goods are close substitutes (the elasticity of substitution is set to
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σ = 10) and countries are symmetric with respect to preferences, advantage, tariff and production functions. The simulation parameters are displayed in table 1. We assume that output elasticity to labor input is .5 in all sectors and all countries. Furthermore, each country is twice more productive that the other in producing one good, and twice less in producing the other.



Please insert table 1



Tariff d is assumed to decrease from 50% to 0%. For each value d of the tariff, we draw n × n sectoral shocks (X1a , X2b ), keeping constant advantage. It is assumed that sectoral shocks are the only source of disturbance in the economy.2 These sectoral shocks are uniformly distributed over the interval [.5, 1.5], and n = 5. For each value of the tariff d, we compute the equilibrium for the n × n = 25 sectoral shocks couples (X1a , X2b ). In a world with no trade, GDPs will be always equal, their correlation null, and the degree of asymmetry null. This happens when d = .5, since the tariff just offsets the relative advantages of the two countries, such that the two economies are in autarky. When d decreases, economies open, specialize and become more and more asymmetric, for the same set of 25 sectoral shocks. These results are illus2



Such an assumption can be relaxed at no cost without changing the qualitative results.
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trated in table 2. Please insert table 2 Column 1 displays the value of the tariff. Column 2 displays the correlation coefficient between the two GDPs. Even with a constant distribution of shocks, this correlation decreases with the tariff, from 1 when d = .5 to nearly .95 when d = 0. Columns 3 to 5 are related to Cohen and Wyplosz (1989) or Weber (1990) studies, that use an Aoki factorisation of GDPs of two countries to measure the relative importance of symmetric and asymmetric shocks. With our notation, the Aoki factorisation can be written as GDP a = (GDP a + GDP b )/2 + (GDP a − GDP b )/2 GDP b = (GDP a + GDP b )/2 − (GDP a − GDP b )/2 (GDP a + GDP b ) can be therefore interpreted as the symmetric component of GDPs, and (GDP a − GDP b ) as the asymmetric component, with respective standard deviations σ + and σ − . An increase in the relative size of σ − is therefore interpreted as an increase in the asymmetry within the area. These standard deviations are presented in columns 3 and 4, and their ratio in column 5. It is clear form this last column that the area is becoming more 10



and more asymmetric as tariff decrease, since the ratio σ + /σ − is decreasing from infinity when d = .5% (in that case, let us recall that the two GNP are perfectly correlated) to 3 when d = 0%. With such a data set, an econometrician will conclude that shocks are becoming more and more asymmetric. But this ratio is not a structural parameter that characterizes the shocks, since the shocks distribution is always the same. This illustrates the facts that an economic integration process creates endogenously some asymmetry that can become a barrier to monetary union if factors are not mobile.
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Conclusion



We have shown in this paper that an internal contradiction could arise in the economic integration process whose last step should be a monetary union. Because integration means specialization, the same set of sectoral shocks can become more and more destabilizing in terms of asymmetry of GNPs within the area. Such a result shows that there is little hope to get some structural measure of shocks asymmetry as long as economic integration is still in process. Furthermore, the fact that shocks are not much more symmetric in the U.S. than in Europe is not a reason to assess that Europe is currency area “almost as optimal” as the U.S., since trade liberalization and integration
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are done for a long time in the U.S., and still to be achieved in Europe.
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Table 1: Parameters Calibration α .5



γ h1 .9 .5
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h2 .5



ρ .5



Table 2: Results from Simulations Tariff GDP correlation Sym. Shocks (d) (σ + ) .50 1 1.22 .45 .9998 1.18 .40 .9978 1.14 .35 .9959 1.11 .30 .9930 1.07 .25 .9888 1.04 .20 .9833 1.01 .15 .9761 .99 .10 .9673 .97 .05 .9572 .95 0 .9462 .93
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Asym. Shocks (σ − ) 0 .02 .04 .07 .09 .12 .15 .19 .22 .25 .28



Measure of Asym. + ( σσ− ) ∞ 60.8 27.7 16.9 11.6 8.5 6.6 5.3 4.4 3.8 3.3



























des documents recommandant







[image: alt]





International Order and Economic Integration - Mises Institute 

III The International Problem of Raw Materials and Colonies. 115. International .... the Socialist leaders succeeded in concealing the hopeless inner contra- dictions of their ... it was for us as economists a matter of course that we should profess.










 


[image: alt]





down asymmetries in the perception 

Feb 9, 2013 - exiting each tunnel, subjects were asked to report their per- ception of the turn's .... of 1.75 m as a reference, the visual flow corresponded to a virtual speed of ... flight, cosmonauts were tested on Earth in 2 pairs of sessions ove










 


[image: alt]





Education as a tool for the economic integration of migrants 

migrants who already speak the local language are likely to face lower ...... (1990-2000)-Release 1.1; IWEPS, Regional government of Wallonia (Belgium). Drange .... Board of Education: The Complex Effects of School Racial Composition on ...










 


[image: alt]





Education as a tool for the economic integration of migrants 

students randomly assigned to either bilingual or English immersion programs. Compara- ble results are reported by Matsudaira (2005) and Chin, Daysal and ...










 


[image: alt]





integration of human resources and technologies the 

PDF File: integration of human resources and technologies the challenge ... DES RESSOURCES HUMAINES ET PDF - Are you looking for Ebook integration ... Biology Answer Key Cryptogram 8th Grade, Holyrood The Inside Story 1st Edition, ...










 


[image: alt]





Franck Franck GOURLAT 

PAUVRE RICHARD de Malik CHIBANE. CLOCLO de Florent-Emilio SIRI. 2010 ... MÃ©trage de Clermont Ferrand. Grand Prix au Festival d' AlÃ¨s. Prix du jury des ...










 


[image: alt]





Manual asymmetries in the temporal and spatial ... - Research 

Jul 17, 2008 - It is relatively easy to identify the preferred hand by asking ...... Westwood, D., Roy, E. A., Bryden, P. J., Bryden, M. P., & Roy, P. E. (1998).










 


[image: alt]





Deleveraging, the banks and economic recovery.qxp - Finfacts 

17 oct. 2011 - Households need to repair balance sheets - Too little focus at .... businesses that went through a prolonged period of deleveraging due to a collapse in ...... Health,Educ,Social .... Derivatives, Grafton Group, Greencore, Independent 










 


[image: alt]





Visual search asymmetries in motion and optic 

In a search for a target in the midst of a field of dis- tractors, targets defined by a basic visual feature, such as color or orientation, often appear to â€œpop outâ€� from ...










 


[image: alt]





Numerical differentiation and integration 

linear equation, A = A(h)+Î¦hk, in the two unknowns A and Î¦. But this really gives ..... is then to use a piecewise quadratic approximation of F that uses the values.










 


[image: alt]





Integration and the disunity of the social sciences Christophe Heintz 

Although this view has generally fallen into disrepute, its specific answers to .... of 'entrainment', simultaneous affordance, simulation mechanisms, joint attention, etc. (see ...... and What it Means for Business, Science, and Everyday Life. New Y










 


[image: alt]





Education and Economic Rewards 

among managers, university professors, various .... cants will demonstrate cultural traits linked to ...... of the French and the American Upper-Middle Class.










 


[image: alt]





Individualism and Economic Order 

All rights reserved. Published 1948. Third Impression 1958. Composed and printed by. THE UNIVERSITY OF CHICAGO PRESS, Chicago, Illinois, U.S.A. ...










 


[image: alt]





Sustainable Economic Development and the Environment: Theory and 

Sep 29, 2005 - Environment: Theory and Evidence âˆ—. Luisito Bertinelli ...... that we consider originate in advanced economies and are adopted there first. ..... for Pollution, Journal of Environmental Economics and Management, 29, 162â€“168.










 


[image: alt]





Expectations and Economic Dynamics 

expectation is now a bit more tricky. We first have to ...... 8Let us accept that statement for the moment, things will become clear as we will move to examples.










 


[image: alt]





Economic Reform and the Political Economy of the 

employment system from below, in the form of the emergence .... ployment insurance system, received a federal grant of â‚¬13 billion to cover the extra costs of ..... ing, Germany reached the fourth-highest unemployment rate of all OECD .... measures










 


[image: alt]





The Economic Crisis .fr 

Katz, â€œCrisis: Interpretaciones y propuestas,â€� Revista da Sociedade de Economia ..... ing marketsâ€� (e.g., Mexico in 1995, Southeast Asia in 1997, Russia in 1998,.










 


[image: alt]





economic integration in africa robson peter dbid xhr1 












 


[image: alt]





Overview "Integration by the sport" 

sport but also a shared reflexion when the general theme of this exchange: The social fight against social ... club, Association or Specialized institutions.










 


[image: alt]





Franck Ropers_Slides 

Comment je me suis construit : â€¢ Observer, modÃ©liser, se former, se focaliser, s'engager, progresser grÃ¢ce Ã  mes modÃ¨les inspirants. â€¢ Structure, discipline, persÃ©vÃ©rance, curiositÃ©, patience, courage ...










 


[image: alt]





FRANCK RIBOUD 

accélération du développement en Asie et en Amérique latine et par la création d'une Direction export. En 1994, BSN change de nom et devient Danone afin.










 


[image: alt]





Seamless R and C++ Integration 

R exposes a API based on low level C functions and MACROS. R provides several calling conventions to invoke compiled code. SEXP foo( SEXP x1, SEXP x2 ){.










 


[image: alt]





Regional Integration and Real Convergence: The ... - GDRI DREEM 

constant price, GDP in purchasing power parity (PPP), the Laspeyres GDP per capita. 4 ... under age 15 (refer to Penn World Tables 6.2 for additional details).










 


[image: alt]





Integration of the geomorphological environment and cultural heritage 

Apr 27, 2007 - heritage and a distinct type of tourism, conscious of the .... trips, abstract volume and Workshop material, tourist information package and coffee.










 














×
Report Economic Integration, Asymmetries and the ... - Franck Portier's





Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description















Close
Save changes















×
Signe






Email




Mot de passe







 Se souvenir de moi

Vous avez oublié votre mot de passe?




Signe




 Connexion avec Facebook












 

Information

	A propos de nous
	Règles de confidentialité
	TERMES ET CONDITIONS
	AIDE
	DROIT D'AUTEUR
	CONTACT
	Cookie Policy





Droit d'auteur © 2024 P.PDFHALL.COM. Tous droits réservés.








MON COMPTE



	
Ajouter le document

	
de gestion des documents

	
Ajouter le document

	
Signe









BULLETIN



















Follow us

	

Facebook


	

Twitter



















Our partners will collect data and use cookies for ad personalization and measurement. Learn how we and our ad partner Google, collect and use data. Agree & Close



