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The financial and economic crisis of 2007-2010 and the European economy

1. The financial and economic crisis of 2007-2010 and the

European economy

The vehemence and global nature of the financial and economic crisis which
erupted in the summer of 2007 came as a surprise to economists and policy-makers
and will be an area of research for years to come. This Work Package is designed,
firstly, fo encourage Austrian researchers to participate in the analysis of specific fea-
fures of the crisis particularly of its international dimension and, secondly, to cover
specific areas of research which are of particular interest to Austria.

Proposals from the following areas are invited:

e The international spillover mechanisms of previous crises with contagion features
such as the various Latin American crises, the Russian crisis and the Asian crisis
have been studied in detail. Among the most prominent fransmission channels
figure international trade linkages (Eichengreen — Rose — Wyplosz, 1996), including
third country frade and competitive devaluation (Kaminsky — Reinhart, 2000) and
financial linkages, including the role of common creditors (Frankel — Schmukler,
1998; Calvo, 2000; Kaminsky — Reinhart, 2000) and financial centres (Reinhart —
Kaminsky, 2008). How and to what extent have these spillover and contagion
mechanism been operating in the spread of the crisis of 2007-20102 What are
features in the current crisis, which are new and which are similar to previous cri-
sese What are the models that can explain the spillover mechanisms and do we
need new models and insights in the mechanisms of financial and real economy
intferactions?

e The current crisis showed a wide array of policy reactions. They range from fiscal
stimulus packages to expansionary monetary policy and exchange rate interven-
tions. Most industrialized countries also implemented bank rescue operations and
guarantees for bank credits and deposits. Despite commitments on multilateral
and global levels for international cooperation, action was taken mostly at na-
tional levels. Applicants should evaluate the differentiated policy reactions as well
as the obstacles for well-coordinated policy actions at multilateral and European
levels. What are the moral hazard problems and spillover effects of un-
coordinated policy interventions? Evaluate these in economic analytical and po-
litical-economy frameworks. What are the implications for larger or smaller coun-
tries, for higher and lower income economies and for countries with different fi-
nancial structurese Which institutional reforms would lead to better outcomes in
case of future shocks?
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e Austria has been and most likely will be strongly affected by the impact of the cri-
sis on the Cenftral and Eastern European economies (CEECs). More detailed analy-
sis suggests that these economies were quite differentiatedly affected depending
upon country characteristics such as EU and EMU membership; the exchange rate
regime and exchange rate policies chosen; their prior current account and fiscal
positions; which types of export and import specializations characterized their links
to the outside world; the states of private debt levels and of their financial systems.
The differentiated impact of the crisis upon CEECs should be examined using ana-
lytical macroeconomic frameworks and by means of quantitative analysis.

e What will be the medium- to longer-run impact of the crisis on international frade,
foreign direct investments and growth scenarios in countries (Germany, Italy,
United States,...) and regions (EU members, CEECs, Russia, Asian economies),
which are important for Austria’s international economic relations? The current cri-
sis is seen as having hit international trade, foreign direct investment and other in-
ternational capital flows particularly hard. Work dealing with the likely time path
and extent of recovery of trade and international capital flows over the medium-
term is invited.

e The global economic crisis is expected to have longer-run effects on growth fro-
jectories of important trading partners of Austria (EU members, CEECs, Russia,
China and other Asian economies) and on global patterns of growth. It is likely
that the economic crisis has changed the weights of different global regions as a
result of both their differentiated performance during the crisis and the longer term
impact on growth. Important factors affecting future growth paths include the rise
in saving rates in the US, lower current account disequilibria of the US, China and
other emerging markets, exchange rate re- and devaluations, etc.

Literature:
Alesina, A., Giavazzi, F., (2008), “Reform instfitutions; do not write new rules”, 13 November 2008,
VoxEU.org; http://www.voxeu.org/index.php2g=node/2555

Calvo, G. (2000), “Capital Market Contagion and Recession: An Explanation of the Russian Virus” in
Fernandez-Arias & Hausmann (eds.) Wanted: World Financial Stability, Baltimore, Johns Hopkins Uni-

versity Press, 2000.
Darvas, Z., Pisani-Ferry, J. (2008), *Avoiding a New European Divide”, Bruegel Policy Brief, Issue 2008/10.

Eichengreen, B., Rose, A. K., Wyplosz, C. (1996), "Contagious Currency Crises," NBER Working Papers

5681, National Bureau of Economic Research.
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Frankel, J., Schmukler, S. (1998), “Crisis Contagion and Country Funds: Effects on East Asia and Lafin
America", in Glick (ed), Managing Capital Flows and Exchange Rates: Perspectives from the Pacific

Basin, Cambridge University Press.

Kaminsky, G., Reinhart, C. (2000), "On crisis, contagion and confusion", Journal of International Econom-
ics, Vol. 51 pp.145-68.

Reinhart, C., Kaminsky, G. (2008), *'The center and periphery: The globalization of turmaoil’’, Munich Per-

sonal RePEc Archive
Tabellini, G. (2008), “*Why did bank supervision fail2”, 19 March 2008, VoxEU.org

http://www.voxeu.org/index.php2g=node /294
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2. Modelling the Effects of Trade Policy and the
Transmission Mechanisms of the Economic Cirisis on the

Austrian Economy

This topic consists of two components which are further described below:

2.1 Austrian Linkages to the European Economy and
the Transmission Mechanisms of Economic Crisis

In Austria there is a demand for a good model to assess the impacts of frade and in-
vestment related linkages to the broader European economy.

The most immediate reason is to better understand channels of real transmission of
the economic crisis between Austria and neighbouring economies. During the fi-
nancial crisis, GDP in the OECD has dropped at a rate of as much as 6% in some
countries (Japan, the UK), while tfrade has fallen as much as 30 %. Though China's
economy has quickly recovered its growth trajectory, the shock to the OECD
economies is forecast to last much longer. The financial crisis has clearly played a
key role in setting off the current global recession. However, the follow-on channels
linking Austrian industry to dimensions of the crisis in regional industries (especially in
Germany) have also played an important role in the pattern of trade, employment,
and demand shocks that have followed.

This Work Package is supposed to fill a gap in this domain of research. International
computable general equilibrium models (CGE model) but also other models which
rely on detailed input-output analysis and include multiple regions are useful for an-
swering questions by quantifying cross-border linkages between and across indus-
fries. A multi-sector approach also allows analysis of differential impacts across sec-
tors. The purpose of this Work Package is to take advantage of expertise in the area
of scenario and linkages modelling, ongoing database analysis, and elasticity esti-
mation. Confributions by applicants are expected to be based on a combination of
simulations obtained from a multi-sector structural model of the Austrian economy
with frade linkages to major European and extra-EU partners, and detailed analysis
of cross-border input-output linkages. In their work, applicants should make explicit
the formulation of the linkages of the Austrian economy to the European Union of
which it is part of and to examine the extent to which industrial demand for Austria
depends on general conditions of industrial production and trade in Europe. The
goal should be, at least in part, to identify the magnitude of real fransmission chan-
nels (intermediate and final demand) in explaining the industrial pattern of the reces-
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sion as it has affected Austria. The structure of the remaining EU-countries and the
type and degree of sectoral disaggregation should be clarified.

Research proposals would have to demonstrate that the assumptions contained in
the models used are sufficiently realistic for drawing policy relevant conclusions with
respect to the research question dealt with. Finally, the linkages to the rest of the
world, e.g. whether they are limited to trade flows or include foreign direct invest-
ment and, furthermore, how the impact on production and employment levels will
enter the simulations, must be clearly formulated. Applicants may use the data set
provided by the Global Trade Analysis Project (GTAP) (see homepage below), or the
WIOD database combined with comparable trade data.

Suggestions for detailed analysis are:

e What are the quantifiable linkages between recession-related output shocks in
major European industry (for example machinery in Germany) and Austrian pat-
terns of frade, production, and employment?

e What are the likely impacts of industry-level productivity gains in major European
economies for the pattern of frade and employment in Austria?

e Trade has fallen much more than GDP in the current crisis. To what extent can we
explain the divergence between tfrade and GDP shocks by differences between
the composition of Austrian trade and of overall GDP2

2.2 Model Simulations for Trade Policy Analysis

There is a need in Austria to have a good model to assess the impacts of tfrade policy
scenarios in the context of changing global economic conditions such as the rise of
China as an economic power and soaring fuel prices. This Work Package is supposed
to fill an existing gap in this field.

International computable general equilibrium models (CGE model) but also other
models which rely on detailed input-output analysis and include multiple regions are
useful for answering “what-if" questions by simulating market equilibria under differ-
ent assumptions. By comparing different simulation settings one can evaluate the
impact of policy changes or alternative projections on the model outcome. A multi-
sector model allows analysis of differential impacts across sectors. The purpose of this
Work Package is to expand expertise in the area of scenario modelling, ongoing da-
tabase analysis, and Non-Tariff-Barrier (NTB)-estimation. All contributions by appli-
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cants are expected to be based on simulations obtained from a mulfi-sector struc-
tural model of the Austrian economy with trade linkages to major European and ex-
tra-EU partners (China, the US, etc). In their work, applicants should make explicit the
formulation of the linkages of the Austrian economy to the European Union of which
it is part of and which is the economic entity that in fact determines Austria’s trade
policy. The structure of the remaining EU-countries and the type and degree of sec-
toral disaggregation should be clarified.

Research proposals would have to demonstrate that assumptions contained in the
models used are sufficiently realistic for drawing policy relevant conclusions with re-
spect to the research question dealt with. Finally, the linkages to the rest of the world,
e.g. whether they are limited to trade flows or include e.g. foreign direct investment
and, furthermore, how the impact on production and employment levels will enter
the simulations, must be clearly formulated. Applicants may use the data set pro-
vided by the Global Trade Analysis Project (GTAP) (see homepage below). GTAP of-
fers in its latest version GTAP 7 comparable global data for the year 2004. The pro-
posals could encompass the offer by the GTAP network and use its models to ana-
lyse the impact of trade policy scenarios and global developments more generally
(including the repercussions on the Austrian economy).

Suggestions for scenario analysis are:

e Whatis the impact of proposed EU-FTAs, e.g. with Korea or with India, for the Aus-
frian economy?

e What would be the likely impact of a successful Doha Round conclusion on the
Austrian economy?

e What is the likely impact of reduction of trans-Atlantic tfrade barriers on the Aus-
frian economy?

Literature:

Bénassy-Quéré, A., Y. Decreux , L. Fontagné, D. Khoudour-Castéras (2009), “Explaining the steep drop in
international frade with mirage”, presentation at the informal workshop on ‘The Impact of the Eco-
nomic Crisis on Trade’, April 9 2009, hosted by the OECD, Paris.

Bouét, A. (2008), ‘'The Expected Benefits of Trade Liberalization for World Income and Development.

Opening the "Black Box" of Global Trade Modelling’’, Food Policy Review No. 8, IFPRI Publications.
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Breuss, F., (1995). “The Impact of the Uruguay Round on Austria: A General Equilibrium Analysis”, in:

Breuss, F. (Ed.), The World Economy after the Uruguay Round, Service Verlag, Wien 1995, pp. 367-393.

Breuss, F. , Tesche, J. (1991), "A CGE Model of Austria. Some Implications of Trade Liberalization”, Em-
pirica, Vol. 18, No. 2, 1991, pp. 135-165.

Francois, J.F., van Meijl, H. / van Tongeren, F. (2005), “Trade Liberalization in the Doha Development
Round”, Ecnomic Policy, Vol. 20, Issue 42, April 2005, pp. 349-391.

Francois, J.F., Reinert, K. A. (1998), ""Applied Methods for Trade Policy Analysis: A Handbook'’, Cam-

bridge University Press

Francois, J.F., Woerz, J. (2009), “The Big Drop: Trade and the Great Recession,” VoxEU, May 2009.
http://www.voxeu.org/index.php2g=node/3527.

GTAP homepage: https://www.gtap.agecon.purdue.edu/

Piermartini R., Teh, R. (2005), ''Demystifying Modeling Methods for Trade Policy’’, WTO Discussion Paper

No. 10, World Trade Organization, Geneva.
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3. The Gravity Equation: New theoretical foundations and
estimation techniques

Estimation of international trade flows has a long tradition. Tinbergen (1962) pio-
neered the use of gravity equations in empirical specifications of bilateral trade
flows, in which the volume of trade between two countries is proportional to the
product of an index of their economic size and to measures of “frade resistance” be-
tween them. Linnemann (1966) improved this approach considerably, however,
without a theoretical foundation.

Anderson (1979) undertook the first attempt to underpin the gravity equation with
theory. Bergstrand (1985, 1989, and 1990) and Deardorff (1998) incorporated theo-
retical elements by adding monopolistic competition or a Heckscher-Ohlin structure
to explain specialization or intra-industry trade. The new development of theoretical
foundation started only recently, firstly by Anderson and van Wincoop (2003) includ-
ing multilateral resistance variables and hence, developing the bilateral framework
of the gravity equation to yield a general equilibrium setting. Trade resistance is de-
composed into three components: (i) the bilateral trade barrier between region i
and region |, (i) i's resistance to trade with all regions, and (iii) j's resistance to trade
with all regions.

The next important step was done by Helpman, Melitz and Rubinstein (2008). They
developed a simple model of international tfrade with heterogeneous firms based on
the findings of the “new-new trade theory” that is consistent with a number of stylized
features of the data. In particular, the model predicts positive as well as zero frade
flows across pairs of countries, and it allows the number of exporting firms to vary
across destination countries. This model yields a generalized gravity equation that
accounts for the self-selection of firms into export markets and their impact on trade
volumes. Their method provides estimates of the infensive and extensive margins of
tfrade as analysed also by Felbermayr and Kohler (2006). The Helpman-Melitz-
Rubinstein approach generalizes the Anderson and van Wincoop gravity equation.
An important innovation of the Helpman-Melitz and Rubinstein model is that it does
not need firm-level data to estimate the gravity equation although they allow firm
heterogeneity.

The gravity equation experienced a revival after the opening-up of Eastern Europe.
Many authors used this approach to estimate the trade potential of East-West trade
in view of the tfransformation of the CEECs towards market economies. A recent pa-
per deals with the ex post evaluation of the Europe Agreement (e.g. Spies and
Marques, 2009).

The novelty of this approach is that one has the opportunity to estimate bilateral
trade relations — within the EU (infra-EU or intra Euro area trade or Austrian exports
with frading partners) — with gravity equations which have (in contrast to the old
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generation of such estimations) a theoretical sound foundation and are no longer
biased due to the omission of the extensive margin. In addition, the effect of the
number of exporting firms varies across country pairs according to their characteris-
tics. This variation is large and particularly so for trade between the highly developed
old EU member states and the less developed new EU member states.

Purpose of this research topic is the support of research in Austria in the area of new
gravity equation models. Present gravity equations studies have relied on poor theo-
retical foundations. The call will provide research funding in the area of the new
theoretical approaches of the gravity equation and its empirical estimation refine-
ments in the following fields:

Exploration of Austria’s and EU’s or Euro area’s trade relations with other countries
or with each other (the trade gains of the infroduction of the Euro).

e Re-estimation of the welfare implications of the opening-up of Eastern Europe and
in particular the evaluation of the Europe Agreements for old and new EU mem-
ber states.

e The analysis of the new trade potentials of Austria outside Europe. Which are the
advantages or disadvantages of a deeper participation in globalization?

e The interaction of trade and FDI — horizontal and vertical outsourcing versus trade.

Literature:
Anderson, J.E. (1979), “A Theoretical Foundation for the Gravity Equation”, The American Economic Re-
view, March 1979, 69(1), pp. 106-116.

Anderson, J.E., and Van Wincoop, E., (2003), “Gravity with Gravitas: A Solution to the Border Puzzle”, The
American Economic Review, Vol. 93, No. 1, Mach 2003, pp. 170-192.

Bergstrand, J.H. (1985), “The Gravity Equation in International Trade: Some Microeconomic Foundations

and Empirical Evidence”, Review of Economics and Statistics, August 1985, 67(3), pp. 474-81.

Bergstrand, J. H. (1989), “The Generalized Gravity Equation, Monopolistic Competition, and the Factor-
Proportions Theory in International Trade”, Review of Economics and Statistics, February 1989, 71(1),
pp. 143-53.

Bergstrand, J.H. (1990), “The Heckscher-Ohlin-Samuelson Model, the Linder Hypothesis and the Determi-
nants of Bilateral Intra-Industry Trade”, The Economic Journal, December 1990, 100(403), pp. 1216-29.

10
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Deardorff, A. V. (1998), “Determinants of Bilateral Trade: Does Gravity Work in a Neoclassical World2" in
J. A. Frankel, ed., The regionalization of the world economy. Chicago: University of Chicago Press,
1998, pp. 7-22.

Felbermayr, G. J., and Kohler, W., (2006), "“Exploring the Intensive and Extensive Margins of World Trade,”
Review of World Economics, 142 (2006), pp. 642-674.

Helpman, E., Melitz, M., and Rubinstein, Y. (2008), ,,Estimating Trade Flows: Trading Partners and Trading
Volumes", The Quarterly Journal of Economics, Vol. CXXIIl, Issue 2, May 2008, pp. 441-487.

Linnemann, H., (1966), '’An Economic Study of International Trade Flows'', Amsterdam: North-Holland
Publishing Company, 1966.

Spies, J., Marques, H., (200?), “Trade effects of the Europe agreements: A theory-based gravity ap-
proach”, The Journal of International Trade & Economic Development, Vol. 18, No. 1, March 2009,
pp. 11-35

Tinbergen, J., (1962), ''Shaping the World Economy: Suggestions for an International Economic Policy'’,

New York: The Twentieth Century Fund, 1962.
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4. Macroeconomic Aspects of European Integration:

Trade Integration and the European Business Cycle

Synchronisafion in business cycles across countries appears to have increased over
the last decades. Most recently, high synchronisation has become evident by the
speed with which the financial crisis has affected economic activity across the world.

In recent years, synchronisation in economic activity has gained increased interest in
economic research with the majority of studies confirming an increase in synchroni-
safion over time (e.g. Artis, 2004; Stock and Watson, 2005; Koopman et al., 2008).
Similarly, studies have pointed to the presence of a strong global component in infla-
tion (Busetti et al., 2006, 2007).

This process may have been particularly important within the European Union as
economic integration and the emergence of the euro area might have lead to
higher synchronisation. In turn, the topic is particularly important for European eco-
nomic policy, as high synchronisation is a prerequisite for a well-functioning monetary
union has implications for fiscal coordination.

One key factor in European integration is intensified trade. This applies in particular to
intfermediate products reflecting the international integration in production chains
(Burstein et al., 2008). Studies also have pointed to increased financial linkages as
another driving force, but the results are mixed (Garcia-Herrero et al., 2008).

So far, studies on business cycle synchronisation in Europe have focused on single
variables, either economic activity or inflation. Studies that would address the proc-
ess of synchronisation in a multi-variate context, inspecting simultaneously e.g. eco-
nomic activity, frade and measures of relative labour costs (e.g. real exchange
rates), are missing. In particular, studies that would investigate the role of increased
trade in this process are missing.

However, as noted above, understanding the role of increased trade in the process
of economic adjustment within Europe seems important for various policy questions,
notably the co-ordination of fiscal and lalbour market policies in the Euro area. It can
also contribute to the debate whether the endogenous optimum currency area
(OCA) theory (see e.g. Frankel-Rose, 1998) can help to explain the increased syn-
chronisation of the European Business Cycle - if there is any - via stronger intra-EU
trade integration.

12
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Submitted proposals should explore the following issues:

e An assessment of the process of synchronisation at the European level, inspecting
economic activity, inflation, tfrade and other key economic variables. Studies
might apply multivariate time series models, such as structural co-integrated VARs
(e.g. Artis et al, 2004) or dynamic factor models (e.g. Negro et al., 2008).

e In particular, studies should address the role of trade integration on increased syn-
chronisation in economic activity and other key economic variables (e.g. produc-
tivity, labour costs).

e The impact of increased trade integration on the Austrian business cycle: assessing
shifts in the degree of synchronisation over time and the importance of individual
countries (incl. the New Member States).

e The implications for fiscal and monetary policy co-ordination that arise from higher
synchronisation. Such investigation would require the use of a macro-economic
model.

Literature:
Artis, M., Krolzig, H.-M., Juan Toro, J. (2004), *'The European Business Cycle'’, Oxford Economic Papers 56,
1-44.

Artis, M., Zhang, W. (1999), ""Further Evidence on the International Business Cycle and the ERM: Is There a

European Business Cycle?'’, Oxford Economic Papers 23, 120-132.

Burstein, A., Kurz, C., Tesar, L. (2008), ‘'Trade, Production Sharing, and the International Transmission of

Business Cycles'’, Journal of Monetary Economics, vol. 55, no. 4, May 2008, pp. 775-95

Buseftti, F., Fabiani,S., Harvey, A., (2006), ''Convergence of Prices and Rates of Inflation.”’, Oxford Bulle-
fin of Economics and Statistics, Vol. 68, No. S1, pp. 863-877.

Busetti, F., Forni, L., Harvey, A., Venditti, F. (2007), "'Inflation Convergence and Divergence within the

European Monetary Union'’, International Journal of Central Banking, Vol. 3, No. 2, pp. 95-122.

Cavallari, L. (2008), *'Global Economic Imbalances: Prospects and Remedies: Macroeconomic Inferde-
pendence with Trade and Multinational Activities'’, Review of International Economics 16 (3), pp.
537-58

European Commission (2005), *'Cyclical Convergence in the Euro Area: Recent Developments and Pol-

icy Implications.”’, Quarterly Report on the Euro Area 3(2), DG Economic and Financial Affairs.

13
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Faia, E. (2007), "Finance and International Business Cycles."’, Journal of Monetary Economics, 54(4), pp.
1018-34

Frankel, J.A., Rose, AK., (1998), “The Endogeneity of the Optimum Currency Areas Criteria”, The Eco-
nomic Journal, Vol. 108, No. 449, July 1998, pp. 1009-1025.

Garcia-Herrero, A., Ruiz, J. (2008), ‘'Do trade and financial linkages foster business cycle synchronization

in a small economy?’’ Banco de Espana Working Papers 0810.

Giannone, D., Lenza, M., Reichlin, L. (2009), ‘’Business cycles in the euro area’’, CEPR Discussion Papers
7124,

Holmes, M. J. (2002), ’"Panel Data Evidence on Inflation Convergence in the European Union'’. Applied

Economic Letters 9 (3), pp. 155-58.

Honohan, P., Lane, P. R., (2003), ‘'Divergent Inflation Rates in EMU."’, Economic Policy 18 (37), pp. 357-
94,

Kocenda, E., Papell, D., (1997). "'Inflation Convergence Within the European Union: A Panel Data Analy-

sis.”’, International Journal of Finance & Economics 2 (3), pp. 189-98.

Koopman, S. J., Azevedo, J.V.E., (2008), '"Measuring Synchronization and Convergence of Business Cy-
cles for the Euro Area, UK and US, Oxford Bulletin of Economics and Statistics'’, Vol. 70, Issue 1, pp. 23-
51.

Mahlberg, B., Kronberger, R., (2003), “Eastern Enlargement of the European Monetary Union: An Opti-
mum Currency Area theory view”, in F. Breuss, G. Fink, St. Griller (eds), Instifutional, Legal and Eco-

nomic Aspects of the EMU, Springer: Wien-New York, pp.243-277.

Massmann, M., Mitchell, J., (2004), ‘'Reconsidering the Evidence: Are Eurozone Business, Cycles Con-

verging?'’, Journal of Business Cycle Measurement and Analysis 1(3), 275-307.

Negro, M. Ofrok, C. (2008), ‘'Dynamic factor models with time-varying parameters: measuring changes

in infernational business cycles'’, Federal Reserve Bank of New York, Staff Reports 326.

Stock, J. H., Watson, M. W. (2005), ""Understanding Changes in International Business Cycle Dynamics'’,

Journal of the European Economic Association 3(5), pp. 968-1006
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5. Effects of International Integration on Income

Distribution

This work package aims at analysing the relationships between income distribution at
the micro level and the developments in international competitiveness at the indus-
try and the macro economic levels. This research could yield interesting results as we
are now in a position where micro level variables are much more detailed and com-
parable across countries than in earlier times (see e.g. European Union Statistics on
Income and Living Conditions, EU-SILC data base). This allows cross-European re-
search and research based on panel data.

Since comparable and comprehensive European wide micro data exist for only a
few years now, European research on income distribution connecting the micro,
meso and macro level is still rather scarce. Lohnmann (2008) is one of the few exam-
ples. He shows in a two level model, combining a micro and macro approach
(households and countries) and using a Europe-wide sample: While bargaining cen-
tralisation proves to be relevant for the distribution of pre-transfer incomes only, the
set-up of the social security system in particular impacts the extent of poverty reduc-
tion. Earlier studies had to rely on much less comparable surveys for a specific coun-
try or region in a certain year, such as in the multilevel (personal, company and in-
dustry) analysis of Stephan and Gerlach (2003) on the issue of wage differentials and
collective agreements. Several other studies of similar scope focused on the multi-
level relationship between income and human capital (see e.g. Xiao, 2001, Naderi
and Mace, 2003 and Liu and Xiao, 2006).

The new cross-European data opens up a wide range for innovative research on the
issue of income distribution and internationalisation combining micro, industry and
macro data. The following three areas of research are of general European interest
and of particular interest for Austrian employees, businesses, and policy makers:

e Especially in small, open economies, a more flexible and comprehensive macro
economic policy (Rodrik, 1998) can be performed and consensus in social part-
nership found (Calmfors and Driffill, 1988). This should pay off in higher wages
and/or lower unemployment. This is a hypothesis to be tested both at the micro as
well as the macro level. Here, macro economic indicators, especially in the sphere
of real exchange rate policies (i.e. nowadays in the EU mainly wage policy) are of
interest. Cross-country analysis should be performed. Wage bargaining at the in-
dustry level can be taken into account as well.

15
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e Did globalisation leave the wage earners worse offe What is the influence of in-
creased trade flows on income in different industries? How do frade develop-
ments influence inter- and intra-sectoral wage dispersione What are the effects of
increased competition for income earners in the fradable as compared to the
non-tradable sectorse The questions in this area of research can be answered by
combining micro income data with frade data at the industry level. Also the dif-
ference in the impact of intra- vs. extra-EU trade flows can be analysed.

e What is the current state of rent sharing in Europe? What is the state of play in dif-
ferent industriese¢ Has the pattern shiffed over the years?2 These questions mark a
research area of high political relevance. The analysis will have to draw on micro
level wage data and - if available — matched employer-employee datasets
and/or industry level profit data.

For all the above research areas, it is encouraged to take explicit account of individ-
val, household, industry and country characteristics. This could, for instance, involve
the use of sub-samples according to levels of income, levels of education atftained,
employment status, etc. Furthermore, differences in the impact of internationalisation
upon urban and rural regions, export and import-substituting industries and high-tech
vs. low-tech industries could be looked at. At the country level, comparisons be-
tween small and large, high- and lower income countries, as well as between coun-
try specific schemes of wage bargaining and social support systems could be of in-
terest.
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Lohmann, H. (2008), ‘‘Welfare States, Labour Market Institutions and the Working Poor: A Comparative

Analysis of 20 European Countries’’, DIW Discussion Paper, No. 776.

Naderi, A., Mace, J. (2003), ‘‘Education and Earnings: A Multilevel Analysis: A Case Study of the Manu-
facturing Sectorin Iran’’, Economics of Education Review, Vol. 22, No. 2, pp. 143-156.
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6. New Energy Policy and Security of Gas Supply: what
are the next steps for the EU’s policy-makers?

The European Union is on the move with regards to energy policy and security of gas
supply. In December 2008 the European Parlioment approved the Commission’s New
Energy Policy (the 20-20-20 targets). The demand scenarios presented by the Com-
mission in November 2008 indicate that the New Energy Policy (NEP) may lead to a
substantially lower demand path for imported natural gas in 2020 than would be the
case in the ‘baseline’ scenario!. The final approval for the NEP, i.e. changes to the EU
Emission Trading System (ETS) and the infroduction of national plans to reach targets
for renewables and transport fuel, was given by the European Council?2 (the member
state governments) on 6 April 2009. On 18 May 2009 the Commission launched a call
for proposals for the European Energy Programme for Recovery (EEPR). In particular,
the EEPR allocates € 1.44 billion for gas infrastructure projectsd, of which more than
half concern the New Member States. One major goal of those projects is to in-
crease the resilience of gas transportation systems in Central and Eastern Europe.

On July 16, 2009 the Commission published two draft regulations concerning energy
policy. The first draft requlation deals specifically with security of gas supply and how
to prepare for substantial delivery failures4, a possibility it describes as “realistic”. The
second draft regulation suggests a new coordinating mechanism for large energy
investments in the Union®, with the Commission and other Union-level institutions play-
ing a role in terms of information exchange and processing.

In light of these developments it is clear that the Commission and the Member States
are trying to ameliorate the Union's energy security position, while pursuing an ambi-
tious agenda in terms of climate change mitigation. Beyond what has already been
firmly committed to, the fast-moving nature of the legislation process suggests that

1 Ref: COM(2008) 781 final, page 19
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do2uri=COM:2008:0781:FIN:EN:PDF

2 Ref: 8434/09 (Presse 77) http://register.consilium.europa.eu/pdf/en/09/st08/5t08434.en09.pdf
3 Ref: IP/09/804

http://europa.eu/rapid/pressReleasesAction.dogreference=IP/09/804&format=HTML&aged=0&languag
e=EN&guiLanguage=en

4 Ref: COM(2009) 363 final
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do2uri=COM:2009:0363:FIN:EN:PDF
5 Ref: COM(2009) 361 final
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do2uri=COM:2009:0036:FIN:EN:PDF
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new conceptual, theoretical and simulation analyses need to be made in order to
provide Member State governments and Community-level institutions with useful
benchmarks for an increasingly united and coherent European energy policy. The
type of analysis that is the most useful at the current juncture is therefore of a pro-
spective or forward-looking nature. For this purpose the Austrian Ministry of Economy,
Family and Youth (hereafter BMWEFJ) seeks the submission of proposals for methodo-
logical studies addressing the following topics with respect to security of gas supply.

e A conceptual and methodological framework for assessing and modelling energy
vulnerability and energy resilience, and the risks and potential effects of future
supply disruptions; the confribution should include insights from reliability theory
and/or control theory; possible target functions for the various actors, namely sup-
pliers, consumers and fransit countries, should be explicitly modelled; the analysis
should lead to relevant future policy options for EU member states.

e A theoretical and/or simulation assessment of information asymmetry and bar-
gaining power asymmetry in bilateral gas relations, notably within a “N-versus-1"
set-up; the effects of various potential options for greater information disclosure
should be explicitly modelled and discussed; the following scenarios should also
be modelled and discussed: the creation of a single European gas purchasing
agency (and variations thereof); market-sharing and/or cartel-type arrangements
on the part of suppliers; and a scenario comprising both (“bilateral monopoly™).

Contributions should be grounded in recent peer-reviewed research from economics
(and other disciplines as necessary, especially for topic 1), and should strive towards
developing new modelling frameworks, definitions and concepts. All the analyses
made should therefore be scientifically sound, innovative and forward-looking, so as
to identify future policy options under clearly-stated assumptions. Also, contributions
should explicitly take into consideration the broader energy policy context, in par-
ticular the New Energy Policy and the projections for natural gas demand in 2020
that are presented in COM(2008) 781 final (page 19).

Submitted proposals should address both of the research questions presented
above.
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