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chard and Aghion (1994) analyse the impact of unemployment on the restructuring process in
itional economies and conclude that there is a maximum speed of transition. If the initial rise in
ployment is high, it is not possible to cut down employment in the state sector very quickly.

rwise the job creation possibilities of the new private sector will deteriorate, because the effect
employment on job creation through taxes will more than offset the positive wage effect.

 paper extends the model of Blanchard and Aghion by adding the negative effect of inequality
roduction (Aghion and Howitt 1996) to the analysis of labour markets and restructuring.
rding production in the private sector as a distribution function dependent on initial
wments instead of a fixed y the conclusions from the original Blanchard – Aghion model can
oadened to see the impact of inequality.

e are two cases in the paper. The first case describes two different exogenously determined
ership structures with identical aggregate endowments. The conclusion is that in the more
alitarian economy restructuring will take place with higher equilibrium unemployment but with
 speed. In the second case restructuring is endogenous and determined by the utilities of
ers in the state versus private sector. There is asymmetric information between the workers and
prise owners in the private sector. If inequality is taken into the model the equilibrium
ployment during restructuring will be higher in the more egalitarian economy, but inequality

slow down the whole restructuring process. This means that more productive workers prefer
restructuring with higher possibilities of unemployment, while less productive workers tend to
 restructuring rather than increase their possibilities of becoming unemployed.

mailto:juha.honkkila@helsinki.fi


Insiders, Outsiders, and Ownership Change: An Institutionalist Model and Survey Evidence
from Estonia

Panu Kalmi
Center for East European Studies
Copenhagen Business School
Howitzvej 60, 1st floor
DK-2000 Frederiksberg
Denmark
Tel. (+45)-3815 3051
Email: pk.cees@cbs.dk

March 2000

Abstract

This paper discusses models of ownership change in employee owned firms, with special focus on
transition economies. Two types of models are identified: Models with external market for shares,
which discuss the change from employee ownership to outsider ownership (e.g. Aghion and
Blanchard 1998), and models with internal market for shares, which discuss changes in the
distribution of shares among insiders. Of the latter type of models, most prominent are degeneration
models (e.g. Ben-Ner 1984; Miyazaki 1984). Another important distinction is between individual
and collusive modes of share trade.

The paper proposes an institutionalist view to share trade. The focus is shifted from analysing
games with given rules, to situations where insiders are able to influence the rules of the game
(institutions). By adopting and developing formal and informal rules of trade, the initiators of
privatisation are able to differentiate between potential buyers of shares. It is proposed that this
view may improve our understanding on situations where there are both external and internal
markets for shares, and incorporate more fully the role of the managers to the model. The
implications of the model are discussed by analysing survey evidence from 62 Estonian firms with
some degree of employee ownership.

Keywords: employee ownership, transition economies, Estonia, ownership change



Real exchange rate appreciation and loss of competitiveness.
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Abstract

The study explores the phenomena of Latvian real exchange rate appreciation during transition in

order to assess if repeatedly heard assertions of overvalued lats and its harming effect on country’s

competitiveness are empirically validated. To this end real effective exchange rate of ten major

trade partners, including both advanced and transition economies at different stages of their

restructuring, has been examined to find out if its dynamics can be explained by fundamentals.

Theoretically approach is a synthesis of similar literature on advanced, developing and transition

economies. Empirically it is assumed that actual real exchange rates converge to their equilibrium

level, following an error correction mechanism. For estimations data of monthly frequency has been

used.

The research finds that real effective exchange rate appreciation is an equilibrium phenomenon and

can be well explained by institutional and structural adjustment, and gains in economic efficiency in

general. In spite of a rather short sample, it has been possible to establish a cointegration vector,

which indicates that the implied relationship is stable over the examined transition period. The level

of fundamentals’ driven real exchange rate shows continuous and rather sizeable overvaluation and

thus supplies some justification for nominal devaluation.
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Trade Flows and Spatial Effects: The Gravity Model Revisited
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Abstract

The paper revisits the popular gravity model of trade in the light of the increasingly acknowledged

findings of spatial econometrics and interprets the results in view of some recent theoretical

developments from the economic literature that contribute to its foundation. When the inherent

spatial effects are explicitly taken into account, the magnitude of the estimated parameters changes

considerably and, with it, the measures on the predicted trade flows. This result is illustrated on the

case of predicted trade flows between the EU and some of its potential members.

IMF Policy towards Ukraine

IMF assistance: for what purpose?

Hans van Zon
hans.van-zon@sunderland.ac.uk

The International Monetary Fund (IMF) has had some success in guiding Ukraine to healthier

government finances. However, the IMF allowed Ukraine to accumulate an unsustainable debt

burden. It also provided loans in exchange for promises to reform. The IMF did not take its own

conditions very seriously. Ukrainian government liberalised as far as it did not hamper the

consolidation of a rent-seeking economy. IMF lending policy was also in function of geo-political

interests of major Western donors, primarily the USA. The IMF was ill equipped to provide advice

that goes beyond macro-financial policies. IMF policy contributed to short-termism in policy

making and diverted attention from strategic policy making.

It seems that without power interest groups in favour of reform within Ukraine, the IMF does not

have the leverage to impose market-oriented reform.
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Abstract:

This paper makes an empirical examination of the relationship between fiscal balance and structural

reforms using panel data from 25 transition economies. The results indicate that price liberalisation

has a positive impact on fiscal performance, while privatisation and restructuring, via

unemployment, affect the fiscal balance negatively. These findings are somewhat in contrast with

earlier empirical work and theoretical transition economics that maintain fiscal pressures are most

severe in fast-reforming countries. The analysis further suggests that countries with better fiscal

positions may have benefited from favourable initial conditions.

Key words: fiscal policy, structural reforms, transition economies

                                                          
* I grateful to seminar participants at the IMF, European II Department, colleagues in the Bank of Finland, Pertti
Haaparanta, Oleh Havrylyshyn, B-Y Kim, Victor Polterovich, Ratna Sahay, Jouko Vilmunen and Matti Virén for most
helpful comments. Remaining errors are mine. The views expressed here are those of the author and do not necessarily
reflect those of the Bank of Finland.
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