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[EIFE 4t /L . Eastern Enlargement of the European Monetary Union and

the New Accession Countries

@

£ BEA KRS Mariusz Krawezyk
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The 2004 eastern enlargement of the European Union (EU) has been
undoubtedly the most difficult one in the EU history. The enlargement is going to
change the character of the entire union. Before the enlargement the EU was a more or
less homogeneous club of rich economies but after 2004 the homogeneity has largely
disappeared. The negotiations that preceded the enlargement were extremely
complicated and time-consuming. It required enormous political and legal skills of the
Enlargement Commissioner at that time Guenther Verheugen to convince the public
opinion in the AC that they should join the EU despite much less generous conditions
than they expected to receive and, not less challenging, to convince the public in the
wealthy current member-states that they needed their poorer neighbours to join the
Union. The negotiations process and the accession treaties themselves represent
therefore a masterpiece of legal and political work but there have been some voices in
political and economic circles that sometimes the political vision of the enlargement
does necessarily not fit into its economic realities. The enlargement of the Economic and
Monetary Union (EMU) is one of the most difficult obstacles in the current enlargement
process.

The road map for joining the EU monetary integration framework was
prepared together with other conditions of the acquis by the 1993 Copenhagen
European Council more than a decade ago and its design was heavily influenced by the
experience of the currency crisis that was undermining the fundamentals of the
European Monetary System at that time. During last fifteen years the world has
changed however (including the successful launch of the EU common currency) and the
problems of the real convergence seem to have become more challenging issues than
nominal convergence tasks that dominated at the beginning of the 1990s. Needles to say,
the set of the most important issues is different for the “old” and “new” members of the
EU. The intention for the panel discussion is to present the viewpoint of the “insiders”
(i.e. “old” member countries) and the AC and, if possible, to search for possible lessons

for the monetary cooperation in Asia.
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The 2004 eastern enlargement of the European Union (EU) has been
undoubtedly the most difficult one in the EU history. The enlargement is going to
change the character of the entire union. Before the enlargement the EU was a more or
less homogeneous club of rich economies but after 2004 the homogeneity has largely
disappeared. The negotiations that preceded the enlargement were extremely
complicated and time-consuming. It required enormous political and legal skills of the
Enlargement Commissioner at that time Guenther Verheugen to convince the public
opinion in the AC that they should join the EU despite much less generous conditions
than they expected to receive and, not less challenging, to convince the public in the
wealthy current member-states that they needed their poorer neighbours to join the
Union. The negotiations process and the accession treaties themselves represent
therefore a masterpiece of legal and political work but there have been some voices in
political and economic circles that sometimes the political vision of the enlargement
does necessarily not fit into its economic realities. The enlargement of the Economic and
Monetary Union (EMU) is one of the most difficult obstacles in the current enlargement
process.

The road map for joining the EU monetary integration framework was
prepared together with other conditions of the acquis by the 1993 Copenhagen
European Council more than a decade ago and its design was heavily influenced by the
experience of the currency crisis that was undermining the fundamentals of the
European Monetary System at that time. During last fifteen years the world has
changed however (including the successful launch of the EU common currency) and the
problems of the real convergence seem to have become more challenging issues than
nominal convergence tasks that dominated the beginning of the 1990s. Can the new
accession countries combine the high economic growth with rigours of the monetary
union? What would their eventual failure mean to the future enlargement and the
future of the entire union? What kind of lessons can be drawn from the experience of the
European monetary integration for the monetary cooperation in Asia? Those are not

purely theoretical questions but practical issues for policy makers in the region.
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As Walter Hallstein, the first President of the then EC Commission famously
remarked, “The business of the Community is not business but politics”. That this line
of thought remains the guiding principle of European integration to this day was very
clearly demonstrated in the most recent enlargement of the EU to bring in the ten new
members. While the significance of political will and foresight is indisputable in the
European integration process, it is nonetheless the economic consequences of such will
and foresight that people across the Union have to contend with as an everyday fact of
life.

The next challenge facing Europe in the specifically economic context is how and
when to enlarge the single currency area. The one size fits all monetary framework of
the eurozone is in reality a one size fits none policy framework. For the new member
states of the enlarged EU to join that zone of economic surreality is a very big step
indeed. One senses that the whole argument concerning whether there should be
economic convergence first and monetary union later, or vice-versa will return to haunt
EU policy makers as they try to map out the contours of an enlarged eurozone. German
monetary union was a strongly politically motivated process with very painful economic
consequences. It would be folly to repeat the exercise on a vastly enlarged scale
precipitately. The business of the Community may indeed be politics, but it is also the

business of politics to ensure workable economics.
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The Influences of ADB Bond Issues and the US Bonds
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The Role of Collateral and Personal Guarantees in Relationship Lending:

Evidence from Japan’s Small Business Loan Market
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This paper investigates the role of collateral and personal guarantees in small
business lending using the unique data set of Japan’s small business loan market,
“Survey of the Financial Environment” conducted by the Small and Medium
Enterprise Agency of Japan and the TSR (Tokyo Shoko Research) database. Consistent
with conventional theory, collateral is more likely to be pledged by riskier borrowers,
implying they may be useful in mitigating debtor moral hazard. Contrary to
conventional theory, we find that banks whose claims are either collateralized or
personally guaranteed monitor borrowers more frequently. We also find that borrowers
who establish long-term relationships with their main banks are more likely to pledge
collateral. Our empirical evidence thus suggests that collateral and personal

guarantees are complementary to relationship lending.
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The Impacts of “Shock Therapy” on Large and Small Clients:

Experiences from Two Large Bank Failures in Japan

Shin-ichi Fukuda (University of Tokyo)

Satoshi Koibuchi (University of Tokyo)

Abstract
A bank failure can have various consequences for the clients. The adverse impacts
might, however, differ between large and small firms. In this paper, we focus on the
clients of two large failed Japanese banks - the Long-term Credit Bank of Japan (LTCB)
and the Nippon Credit Bank (NCB). We show that subsequent events after bank
failures had different consequences between large and small firms. As for the clients
of LTCB that had faced “shock therapy”, the surviving large firms showed significant
recovery of their profits but the surviving small firms did not. In contrast, as for the
clients of NCB, the surviving small firms experienced significant decline in their profits

when the new bank terminated the banking relationship.
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Effectiveness of Credit Guarantees in the Japanese Loan Market

T PE SN FE AT REAZIE— B
—RERFRF R SR
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We examine the effect of the special credit guarantee program introduced by the
Japanese government between 1998 and 2001. To alleviate the credit crunch faced by
small businesses, the program provided 30 trillion yen of loan guarantees which was
more than 10% of total small business loans outstanding. We contrast the moral hazard
hypothesis with relaxing borrowing constraint hypothesis to examine the widely-held
negative assessments of the program. We evidence an increase of long-term loans ratio
and profitability among existing program users. It is consistent more with the relaxing
borrowing constraint hypothesis than with moral hazard. To evaluate the special
guarantee program, we need to compare this positive effect with the default cost of

guarantee users.
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Direct and Indirect Finance and Income Inequality

MFRFRTE =80
MFERT AR

Income inequality in Japan has been expanded since early 1990s, which means that
the Japanese economy becomes an “unequal' society. It is said that the cause of recent
income inequality in Japan is not property income but wage income. If property
incomes, such as interest, dividend and rent, are the most important, income
inequality in Japan would have depressed after the collapse of the asset bubble
economy. However, income inequality in Japan has been increasing since early 1990s.
Therefore, property income is not the first-order important.

This paper builds an overlapping generations model incorporating the optimal
behavior of the banks and analyzes the relationship between a financial development
and income inequality. Our analysis is consistent with recent empirical research,
which shows that a financial development reduces income inequality by increasing
poors' incomes.

Our model predicts that a negative shock to collateral assets enlarges income
inequality through a financial sector. Regarding a negative shock to collaterals as the
crash of the asset bubble economy, our analysis is consistent with what the Japanese

economy has experienced since early 1990s.



KA« UF— LERERICBITAHDEAL R &
DL —arvivl N S OEE

A (LA R
BEESSBAERER A

ClREEE)

AHETIE, FAVESHMBEETSH LIk, HEEARLERH Y L— gy
T e NUFR T LN D BRIMATIEO R EAREUR A A B A SRR HE 2 D R O PR A
FROWEZ R D,

= NP LS T i EE O TR CLENC SEBR T Teml B b3 A TS R A Tk, 1970
BRI A—B A TITHY T 5 B CEARILEBH OREL T2, SHIT 80 FREFLIE
1T, AR 7N — 7 TIRATIEOBRBE MM A ICED b T, N—EALTIZALRDN
A TFEOOE SOFALL 7257,

N—E/L T OHIH - BEEVSEAIL, VA7 EHRO B M2 IEET 5, R0 Y
AT, NT A — MNEMTOND, ZOMBEOFE L LTI TIL, WEK
FFEOFH, ZRIE BB~ a T ¢ v 7 SHEREORERLR ENTThi
TW5,

HOEARLEHGINA by 7HRBAETRTHWDDIZRIL, Vb—varyy s« N
¥R, T u—HREEN D AR L LTIRR ST S, B EIE - ISR - U %
JEBOYEEIZ S ORN D, ZOBANDL, BAMROME T, NT 2 — MREIZ
BUILBEOE T A MEbHTE 5,

ERBERIE. BRIER RN D Z O OB RNV, ME e 513 HHIR O 7= o
BEEOTEEZHOT, e OFRRE 2 1Thhald b,

FoT— R

RAY DY F—L&em@, N—ELI, Vi—Tarsy X s

[RAm ]
(WAS ZEER « @K B TRAY « VT — L ER¥ESICBIT5HOERLRFR Y L—
varvy T e N TOER] (BRUTERMEMHEY S X —, FSA VY —F - LB

=2—2005) <http://www.fsa.go.jp/frtc/nenpou/2005.html LY % 7> m— K[>

XOAREIEEMAOBANRBETH Y . FTEEEONX R TITR0,



Has the Credit Crunch Occurred in Japan in 1990s?

Daisuke Ishikawa (Kyoto University)

Yoshiro Tsutsui (Osaka University)

In this paper, we analyze whether the supply side played a crucial role in causing
stagnant and declining outstanding loans in 1990s. In other word, the purpose of this
paper is to make clear whether credit crunch really happened in Japanese loan market.
This paper also aims to investigate how the situation of bank loan market differs
among prefectures by analyzing panel data for prefectures.

To this end, we calculate the magnitude of the shift of the supply and demand
functions assuming market equilibrium. If the supply function shifted towards left
more than the demand function, borrowers would have faced strict attitude of banks,
which means existence of credit crunch. Under the assumption that the Japanese loan
markets are segmented by prefecture, we estimated supply and demand functions
using prefectural panel data from 1990 to 2001.

The estimation results reveal that until 1996 while right shift of the demand
function was as the same magnitude of the actual loans, the supply function more
largely shifted toward right, indicating that the stagnation in the loan markets in this
period cannot be explained by the supply side. However, after 1996 when the amount of
loans decreased, the loan supply shifted leftwards as much as the loan demand,
implying that the contraction of supply contributed to the decrease of the actual loans.

Examining the rate of shift of loans by prefecture, we also find that demand shift
exceeded supply shift more in prefectures having large cities. This implies that the

degree of credit crunch has been severer in populous prefectures.
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Behavioural Biases of Institutional Investors under Pressure from Customers:
Japan and Germany vs the US
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