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n response to the growing importance of worldwide trade and capital 
flows,« literature about major international trade and finance areas—like 
the Pacific Rim, the European Community, and Latin America—is pro-
liferating. To meet the needs of those active in foreign commerce, as well 
as economists and academicians interested in public policy on an interna-

tional scale, a wide array of publications has appeared, disseminating theo-
retical, technical, and practical information. Among these are a number of 
periodicals that provide current information on trade and finance activity in 
particular world regions. 

This review is focused on a selection of these international journals and 
magazines , many of which, though certainly not all, are relatively new. 
Almost half the periodicals included began publication within the last four 
years. Some of the titles, because of their narrow focus and relatively small 
readership, may be little known. (See the box on page 63 for subscription 
information.) 

Most of the publications reviewed fall into four categories: (1) "serious" 
general interest magazines like Asiaweek, a Hong Kong publication intended 
to help readers develop understanding of Asia; (2) "academic" or "research" 
journals, like The Journal of International Money and Finance, containing 
exposition and empirical analysis of economic theory relevant to monetary 
and other aspects of economic policy; (3) "quasi-theoretical" publications, 
such as Risk: Managing Risk in the World's Financial Markets, that bridge 
the gap between the academician and the practitioner; and (4) statistical 
sources like The Semi-Annual Bulletin of the Clearinghouse of the Pacific 
Basin Central Bank Economic Research and the Statistical Abstract of Latin 
America, offering short facts and citations of references that provide greater 
detail on a topic. 
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A m o d i f i e d vers ion of the "S t ruc tu r e of World 
Trade, 1980-87" developed by the European Commu-
nity has been adopted as a handy, if somewhat arbi-
trary, system for c lass i fy ing the per iodicals in this 
review:1 

• Global (for many world trade areas) 
• North America (Canada, Mexico) 
• Latin America (excludes Mexico) 
• Western Europe (includes European Community) 
• Far East/Asia2 

As with any system, classif icat ion by geography 
does not result in absolute consistency. An inadver-
tent byproduct of this approach is a somewhat uneven 
dis t r ibut ion of publ ica t ions among the geographic 
regions, resulting from the fact that certain areas com-
mand fewer known periodical titles focusing on the 
area. 

This discussion of periodicals is the second part of a 
two-part review. Part 1, in the May/June Economic 
Review, looked at seasoned reference directories and 
statistical compendiums of worldwide information. 
Together, selections of works from these two articles 
would form a useful reference collection on interna-
tional trade and finance. 

Global (Multicountry) 

To keep abreast of current developments in interna-
tional f inance and trade, whether for a specific trade 
area or the world at large, newspapers like The Finan-
cial Times of London (daily), the Asian Wall Street 
Journal of Hong Kong (weekly), the Wall Street Jour-
nal/Europe of Brusse l s (daily, text in Engl ish) , Le 
Monde of Paris (daily, text in French), or Frankfurter 
Allgemeine of Frankfurt (daily, text in German) offer a 
broad range of business and economic information. 
For those interested in more in-depth coverage, a vari-
ety of periodicals is available. 

The publ ica t ions of The Economis t Intel l igence 
Unit of London (EIU), which merged in 1987 with 
Bus iness Internat ional (New York), p rovide a far-
reaching information network. The Economist, the old-
est of EIU's publications (begun in 1843), is widely 
respected for its weekly review of economic develop-
ments as well as politics and general news in the Unit-
ed Kingdom and around the world. Although less well 
known, other EIU publications provide sound interna-
tional economic analysis and forecasts. Notable among 
these are the 165 Country Reports that monitor politi-

cal, economic, and business condit ions within each 
country, accompanied by annual Country Profiles',3 

European Trends, a quarterly publication analyzing 
key issues and developments in the European Commu-
nities, the European Free Trade Area (EFTA), and the 
Single Market; and the EIU occasional studies, pub-
lished as monographs. How to Win in Emerging Stock 
Markets: Profitable Investment Strategies for the 
1990s, for example, a monograph published in collabo-
ration with the In ternat ional F inance Corpora t ion 
(IFC), discusses trends in developing-country equity 
markets, the barrage of new country funds, and analyt-
ic tools intended to support more informed deliberation 
about investing in emerging markets. 

A number of periodicals published elsewhere also 
offer perspectives on the global financial scene. Sever-
al of these are discussed below. 

Economic Policy: A European Forum (Cambridge, 
England; semiannually; began 1985) offers articles on 
topics ranging from the workings of individual markets 
to broad interactions throughout the world economy. All 
articles are commissioned from "leading economis ts 
(whose) brief is to demonstrate how live policy issues 
can be i l luminated by the insights of modern eco-
nomics and by the most recent evidence." The jour-
nal's aim is to provide incisive articles written in plain 
language for the wide audience that participates in pol-
icy debates. The April 1991 issue (number 12), fo r 
example, contains five diverse policy articles: "Mexico 
and the Brady Plan," "Reputation and Credibility in 
the European Monetary System," "Aging Population: 
Problems and Pol icy Opt ions in the U.S. and Ger-
many," "Effect ive Demand, Enterprise Reforms and 
Public Finance in China," and "The British Electricity 
Experiment." 

Prior to publication the contents of each issue are 
discussed by an economic policy panel, made up of 
distinguished economists f rom Europe and elsewhere 
who rotate memberships annually. Highlights of the 
panel discussions printed in each issue give the reader 
alternative interpretations of evidence and a sense of 
the liveliness of the panel's interchanges. 

Although the journal's contributing authors are well 
known for their rigorous academic research, articles in 
Economic Policy are targeted more toward a lay audi-
ence . Th is "p la in l a n g u a g e " a p p r o a c h l eaves out 
econometr ic evidence, and researchers or academi-
cians must search for the statistical evidence elsewhere 
in the author's more scholarly work. Economic Policy 
offers a strictly European perspective on global devel-
opments. Unfortunately, an outgrowth of that view-
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point is a rather limited scope of issues, confined to 
those that are salient to Europeans. Nevertheless, the 
journal is recommended to researchers concerned with 
public policy as it affects international commerce and 
trade. 

Euromoney (London; monthly, with monthly sup-
plements; began 1969) enjoys wide readership in the 
world's financial community because of its general but 
detailed coverage of developments in principal world 
financial markets. The magazine from time to time car-
ries substantive articles that offer fresh insights into 
Europe's integrated financial markets. While the focus 
is broadly international, the emphasis is on European 
finance. 

The magazine includes individual country and insti-
tu t iona l su rveys , b iog raph ica l a c c o u n t s of wor ld 
f inanc ie rs and bankers , f i nanc ing techniques , and 
statistics on bond markets, such as international inter-
est rates and comparative data on swaps. Although reg-
ular (one or more) monthly supplements are sometimes 
a valuable bonus, they frequently seem to be vehicles 
for advertising the efforts of national economic devel-
opment agencies. A supplement of some interest was 
the March 1991 "Banking in the New Europe," which 
dealt with topics like the establishment of a banking 
presence in idiosyncratic national markets of Europe; a 
roundtable discussion of major French, German, and 
Italian bankers spelling out their new-era priorities for 
coping with the Common Market environment; and 
strategies for cross-border mergers and acquisitions. 

Euromoney is essential for practitioners tracking cur-
rent world capital and money markets. In addition, the 
publication has merit for academics who need to stay 
broadly conversant with developments in these areas. 

The Institutional Investor International Edition: 
The Magazine for International Finance and Invest-
ment (New York; monthly; began 1976) is a practical 
journal designed for international money managers. It 
contains some of the material found in its sister publi-
cation, the Institutional Investor, which covers U.S. 
money markets , but it concentrates on international 
topics. Because it is heavily weighted toward the prac-
titioner, the magazine merely reports current financial 
even t s r a the r than p rov id ing a t h o r o u g h ana lys i s 
grounded in extensive research. Such articles may be 
based on rumor in the financial marketplace, and it is 
up to the reader to sort out the substance of a story. 

The magaz ine does not provide current data on 
money markets but instead offers such special statisti-
cal features as the annual summary and analysis of the 

year ' s leaders in the international bond market that 
appears in the February 1991 issue. Occasional special 
f e a t u r e s deal with m a t t e r s l ike the s c o r e b o a r d of 
notable international transactions during the 1980s or a 
forum about national regulation of global, cross-border 
trading (both in the January 1991 issue). 

The Institutional Investor International Edition is 
recommended for readers who wish to keep informed 
about forces in the international money markets—the 
investment banking houses and the personalities who 
move them. 

The International Economy: The Magazine of Inter-
national Economic Policy (Washing ton , D.C. , six 
issues per year; began 1987) of fe rs thought fu l , in-
depth articles, often by public figures rather than jour-
nalists. Its issues tend to be thematically organized 
around important, but not necessarily obvious, topics. 
Especially useful among the regular features of The 
International Economy are the "Country Risk-Watch" 
tables. These tables give an evaluation of risk factors 
for fifteen developing national economies by relative 
comparison over time as well as the current year's pro-
jected external debt position and domestic indicators 
(see Figure 1). 

The International Economy does not eschew contro-
versy in probing economic topics of worldwide con-
cern. The January /Februa ry 1991 issue inc ludes a 
c o v e r s to ry d i s c u s s i n g U . S . T r e a s u r y S e c r e t a r y 
Nicholas Brady's work at home and abroad on matters 
like the savings and loan industry bailout and Third 
World debt. This issue also contains four articles on 
American banking; a consideration of three scenarios 
for the Soviet Union over the next three years; and 
"The International Economy Power Tree," a four-page 
diagram that portrays the relationships among national 
and international finance agencies and lists the names 
and phone numbers of these agencies' officials. 

International Reports (New York; weekly, fifty-one 
issues per year; began 1947) always covers develop-
men t s in f inanc ia l and f i sca l i s sues in the Uni ted 
States, Canada, Japan, Germany, and the United King-
dom. Other nations of Eastern and Western Europe, 
Latin America, the Pacific Rim, and the Middle East 
are examined with regularity according to emerging 
considerations. These reports follow a terse, "execu-
tive summary" format , comprehensive and offer ing 
sol id, nonspecu la t i ve in fo rma t ion . A recent issue 
included editorial comment on the departure of Karl-
Otto Pohl f rom the Bundesbank, as well as a discus-
sion that sheds light on the changing support for a hard 
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European Currency Unit (ECU) and the success of the 
European Monetary Union (EMU). 

Each number offers an array of regular features like 
"The Market Report" (foreign exchange outlook and 
credit market outlook), "Export Credit Conditions and 
Collections Experiences," "Secondary Market Prices 
for Commonly Traded LDC Debt," the "IR Statistical 
Market Let ter" ( including interest rates on external 
currency funds , Euro-interest rate differentials , and 
export credit and collection data). 

International Reports should probably not be used 
alone; its purpose is to provide prompt, insightful cov-
erage of emerging conditions and events, inevitably at 
the expense of fu l l background t rea tment . Hence , 
International Reports' (individual) subscription price 
of $1,075 a year will appear steep except to those who 
value the magazine's cogently organized coverage of 
current factors in worldwide finance and trade. 

The Journal of International Money and Finance 
(Oxford, England; quarterly; began 1982) is an aca-
demic journal with editorial offices at Fordham Uni-
versity at Lincoln Center, New York City. The journal 
specializes in empirically oriented studies of exchange 
rates, financial market aspects of G-7 and G-10 coun-
try issues, and other topics related to international mar-
kets and finance. The supplement to the March 1991 
issue (volume 10, number 1), which contains the pro-
ceedings of the "Conference on Political Influences in 
International Economic Models," is representative of 
the intellectual interaction between politics and eco-
nomics found in this publication. 

The journal, less than ten years old, suffers from the 
uneven quality often seen in relatively young scholarly 
journals. Nonetheless, it is recommended for its treat-
ment of economic theory subjected to thorough statisti-
cal analysis. 

Risk: Managing Risk in the World's Financial Mar-
kets (London; ten issues per year; began 1987) is a rel-
ative newcomer to the literature on the world's financial 
markets. It strikes a middle ground between theoretical 
and appl ied ar t ic les about swaps and other f inan-
cial ins t ruments . Because Risk is targeted toward 
senior-level money managers , it f requent ly features 
interviews with sellers of r i sk-management in s t ru -
ments . The magazine might be likened to a special-
ized version of Euromoney, requiring greater depth 
of knowledge, particularly of technical terminology. 
Quasi-academic articles with abundant modeling lure 
the reader toward the journals or papers f rom which 
the articles derive. Risk focuses primarily on the Lon-

don, Paris, and Frankfurt markets, but it does not omit 
the United States. Risk regularly presents analyses of 
the savings and loan situation and discussions of such 
topics as fo re ign-exchange r i sk-management tech-
niques used by U.S. f i rms and the challenges of risk 
management in dealings with less developed countries. 

The mainstay of Risk is the continuing coverage of 
swaps, valuation methods (including models), market 
data, defaults, legal developments, forward rates, and 
pricing in di f ferent currencies. "The Debty Dozen" 
table (Figure 2), which illustrates turnover in the LDC 
debt market and leading traders, ranked by volume, is 
an example of the useful topical analysis found in this 
publication. 

Risk is an essential tool for participants in interna-
tional derivative securities markets, and it is helpful for 
academics and others interested in following develop-
ments in those markets. Other researchers will proba-
bly find Risk too technical. 

Weltwirtschaftliches ArchivlReview of World Eco-
nomics (Tueb ingen , G e r m a n y ; quar ter ly ; text and 
summaries in several languages; began 1914) empha-
sizes empirical research, although it is somewhat less 
technical than the Journal of International Economics. 
Monetary policy receives much attention in this schol-
arly jou rna l ' s internat ional coverage . Its European 
perspective offers Americans an expanded view. Of 
par t icu lar interest in the fore ign trade and f inance 
area is 1989's Band 125, Heft 3, whose principal arti-
cles comprise nine papers presented and discussed at 
the first International Seminar in International Trade, 
held August 24-25, 1988, at St. Catherine's College, 
Oxford, jointly organized by the Centre for Econom-
ic Policy Research, London, and the National Bureau 
of Economic Research, Cambridge, Massachuset ts . 
Th i s c o n f e r e n c e e m p h a s i z e d e x c h a n g e ra tes and 
trade policy. 

Lengthy scholarly articles typically consume the 
most space in an issue, but studies and surveys appear 
from time to time. For example, 1990's Band 126, Heft 
4 included "Post-Soviet-Type Economies in Transi-
tion: What Have We Learned from the Polish Transi-
tion Programme in the First Year?" Shorter papers and 
comments always follow the full-length articles. While 
longer articles are accompanied by a summary in Ger-
man, French, and Spanish, respectively, shorter papers 
and c o m m e n t s and b o o k r e v i e w s m a y a p p e a r in 
Engl ish or German . Weltwirtschaftliches Archiv is 
strongly recommended for researchers seeking techni-
cal t reatment of monetary and other economic and 
financial policy. 
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Figure 2 

THE DEBTY DOZEN 
Turnover in the LDC debt market, and leading traders, ranked by volume 

Estimate of total 
Rank Turnover ($bn) market ($bn) Number 

Trading house 1990 1989 1990 1989 1990 1989 of traders1 

JP Morgan 1 (1) 16.0 14.0 75-100 70-80 25 
Manufacturers Hanover 2 (7) 14.5 8.0 130-150 100 20 

Chase Manhattan 3 (4) 14.3 9.8 90-100 70-80 12 
NMB 4 (2) 12.53 13.4 70-80 60-70 15 

Citibank 5 (5) 10.5 8.5 80 60 11 
Bankers Trust 6 (5) 10.1 8-9 2 100 80-85 16 

Chartered WestLB 7 H 9.4 5.3 100 80 5 

First Chicago 8 (-) 9.0 4.7 100 50-60 8 
Midland Montagu 9 (-) 8.8 4.2 125 80 11 

Salomon Bros 10 (8) 8.5 7.52 90 80-85 12 
Banco Santander 11 (11) 7.5 5.5 80 50 6 

Chemical Bank 12= (11) 7.0 5.5 — — 7 

Morgan Grenfell 12= (~)5 7.04 5 100-120 80-100 6 

1 Often includes activities other than straight trading, such as distribution and corporate structural financing; all traders worldwide 
2 Rough estimate 
3 Mid-range of market estimates ($11.5 billion—13.5 billion). No figures available from NMB 
4 Last six months of 1990 only 
5 Took over Libra team in mid-1990. In 1989, Libra's $11.5 billion turnover placed it third 

Source: RISK market survey, February 1991: trading houses' calculations of their own turnover, and estimates of the market 

Source: Risk 4 , no. 3 (March 1991): 43 . Reprinted by permission of the publisher. 

TVorth America (Canada-Mexico) 

The Canadian Journal of Economics/Revue Cana-
dienne d'Economie (sponsored by the Canadian Eco-
nomics Association, Ontario; quarterly; text in English 
and French; began 1968) offers a useful blend of arti-
cles on theoret ical as well as applied aspects of eco-
nomics and f inance . This hybr id quar te r ly covers a 
broad range of topics, including the economics of the 
environment. For example, Canadian natural resources 
now threatened by industrial civilization, such as fish-
eries, receive considerable attention. 

In addit ion to articles of practical applicat ion, the 
Canadian Journal of Economics often contains distin-
guished theoretical articles. The journal also includes 
obituaries (biographical sketches) of prominent Cana-
dian economists, book reviews, and announcements of 
conferences, prizes, and the like. 

Canada ' s position as one of the United States ' pri-
m a r y t r a d i n g p a r t n e r s l e n d s a d d e d i m p o r t a n c e to 
Canadian perspectives on trade and f inance addressed 
in the Canadian Journal of Economics. This journal is 
recommended to academicians as well as practitioners 
with significant interest in trade and finance involving 
Canada. 

Business Mexico: A Eook at Mexico and Its Eco-
nomic, Investment and Trade Prospects (The Ameri-
can Chamber of Commerce of Mexico, Mexico City; 
quar te r ly ; began 1983; p rev ious ly pub l i shed under 
the t i t les Mex-Am Review and Mexican American 
Review) f u r n i s h e s a c o m p r e h e n s i v e v iew of Mex i -
c o ' s economic , inves tment , and trade prospec ts . Its 
art icles are grouped under broad topics listed in the 
t ab le of c o n t e n t s : t r ade , a g r i c u l t u r e , g o v e r n m e n t , 
envi ronment , economic analysis , and special feature 
reports. 
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Because the United States is Mexico's largest trad-
ing partner and Mexico is the United States ' third-
largest trading partner, Business Mexico is particularly 
impor tan t f o r its t r ea tment of both A m e r i c a n and 
Mexican business interests. Recent issues emphasize 
several aspects of the Mexican economy that could be 
affected by the U.S.-Mexico Free Trade Agreement— 
the maquiladoras (border-area manufacturing facili-
ties whose p roduc t s are exempt f r o m ta r i f f s ) , the 
computer and software industries, and direct foreign 
investment in Mexican agriculture. 

L atiii America (Excluding Mexico) 

LatinFinance (Coral Gables, Florida; ten issues per 
year, plus supplements; began 1989) contains facts and 
ar rays of numer i ca l data hav ing to do with South 
American f inance. Its contents routinely encompass 
developments in equity, other financial markets, and 
current events in the corporate marketplace. Features 
include such topics as "The Enterprise for the Americ-
as," a survey of debt traders, and Japan's Latin lending. 
Each issue contains a concise index to the contents of 
the charts and tables throughout that issue. From time 
to time LatinFinance produces a supplement, an exam-
ple of which is the March 1991 "Privatization in Latin 
America." This publication is highly recommended to 
those engaged in finance in the Latin countries and to 
researchers. 

Selected Statistical Indicators of Caribbean Coun-
tries (Port of Spain, Republic of Trinidad and Tobago; 
irregularly; began 1987), an official publication of the 
United Na t ions ' E c o n o m i c C o m m i s s i o n fo r Lat in 
America and the Caribbean (ECLAC), Subregional 
Headquar te r s for the Car ibbean , presents se lected 
authori tat ive statistics available to the agency. The 
publ ica t ion covers more than twenty ind ica to r s— 
including national accounts (current and constant), bal-
ance of payments, main domestic exports, agricultural 
production, money supply, government revenues, retail 
price index, and measures of tourism—for twenty-one 
C a r i b b e a n coun t r i e s . Da ta are p r o v i d e d for 1980 
through 1989 in the current edition (volume 3, 1990). 

The publication uses single and consistent sources 
of information in an effort to minimize inconsistencies 
in data presentation from country to country. There is a 
table of contents, but no index; researchers, however, 
should find the format easy to understand. This handy 
compendium is recommended to those who need back-

ground statistics on Caribbean countries and whose 
budget may be limited. 

Statistical Abstract of Latin America (UCLA Latin 
American Center, Los Angeles; annually; began 1955) 
covers the twenty "standard definition" Latin Ameri-
can countries.4 It is a well-organized compendium of 
data on geography and land tenure; transportation and 
communica t ion; populat ion, health, educat ion, and 
crime; church and state; working conditions, migra-
tion, and housing; industry, mining, and energy; sea 
and land harvests; foreign trade; financial flows; and 
national accounts, government policy and finance, and 
p r i c e s . Al l t ab les g ive de ta i l ed s o u r c e s so that a 
researcher can conveniently seek the primary data in 
fuller detail. There is a subject index at the end of the 
volume. Comprehensive and detailed, this one-volume 
statistical reference is highly recommended for both 
business people and researchers interested in Latin 
America. 

Western Europe 

European Affairs: The European Magazine (Ams-
terdam; bimonthly; text in English; began in 1987) is a 
journal with an insider 's , of ten quite cerebral, view 
of a broad spectrum of public affairs . Contr ibut ing 
authors are likely to be world-renowned figures: for 
instance, Helmut Schmidt in the Summer 1990 issue; 
Zbigniew Brzezinski and Theo Sommer (editor-in-
chief of Die Zeit) in the February/March 1991 issue. 

A typ i ca l i s sue c o n s i s t s of a r t i c l e s on a cove r 
theme , c o l u m n s , i n t e rv iews , count ry repor ts , and 
departments (including book reviews). Subject matter 
tends toward polit ical science, economics , modern 
his tory, and the ph i losophica l . For example , in an 
interview titled "Germany: United, But Not a World 
Power," Sommer discusses the determinants and con-
sequences of the German reunification. In an article in 
the April/May 1991 issue, Lester C. Thurow (Dean of 
MIT ' s Sloan School of Management ) considers the 
transformation from an economic world centered on 
the Uni ted States to one with a t r ipolar leadersh ip 
structure including the United States, Japan, and the 
EEC, and how, in new "Bretton Woods" negotiations, 
this time in Brussels, "the European Community will 
effect ively be writing the rules of trade for the 21st 
century" (page 33). 

European Affairs o f f e r s ex t ens ive b a c k g r o u n d 
information on political and economic developments 
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in Europe and is recommended for practitioners, busi-
ness economists, and academicians. 

European Economy (Luxembourg; quarterly; began 
1978) contains important reports and communications 
from the Commission of the European Communities 
to the Council of Ministers of the European Commu-
nities and to the European Parliament on the economic 
situation and developments, as well as on the borrow-
ing and lending activities of the European Communi-
ty. European Economy a l so p r e s e n t s r epo r t s and 
studies on problems concerning economic policy. Two 
supplements accompany the main periodical: Series 
A, " E c o n o m i c T rends , " desc r ibes , with the aid of 
tables and graphs, the most recent trends in industrial 
production, consumer prices, unemployment, the bal-
ance of trade, exchange rates, and other indicators; 
Series B, "Business and Consumer Survey Results ," 
gives results of opinion surveys of industrial chief 
executives (for orders, stocks, production, outlook, 
and the like) and of EC consumers (on such topics as 
the economic and financial outlook), as well as other 
business cycle indicators. This package of publica-
tions is a must for information to support forecasting 
and business planning. 

Euroweek: Incorporating the International Bond 
and Equities Letter (London; weekly; began 1987) a 
Euromoney Publ ica t ions title, features articles and 
statistics on bonds, equities, and derivatives around the 
world. In addition to tables of comprehensive statisti-
cal data, the regular format consists of news and analy-
sis of f a c t o r s a f f e c t i n g wor ld marke t s , a d ia ry of 
forthcoming events, new and emerging issues, ratings, 
call alerts, foreign-exchange forecasts, and summaries 
of syndicated loans arranged by country. It is recom-
mended to both business people and researchers for its 
exhaus t ive array of i n fo rma t ion on capital issues, 
including ratings and prices. 

Panorama of EC Industry (Luxembourg; annually; 
began 1989) provides a description of industry across 
the European Community comparable to coverage the 
U.S. Industrial Outlook gives to U.S. industry. This 
reference work will be useful to those interested in the 
current situation and the future outlook for manufac-
turing and service industries in the EC. The publica-
tion considers specific sectors and the implications 
of topical issues on European industry. Two main 
sources for data cited in the Panorama are Eurostat 
and industry associations. Although data are generally 
thought to be reliable, those for more recent periods 

are still being revised and should be regarded with 
caution. Data for all twelve member states are usually 
inc luded . W h e r e data are not ava i l ab le for EC 12, 
country coverage is indicated in footnotes appearing 
below each table. Production figures for Japan and the 
United States, derived from their censuses of manu-
facturers, are also included. 

After introductory discussions, the main body of text 
consists of industry reviews and forecasts, arranged in 
chapters, for industry sectors by NACE classification.5 

Each chapter contains a summary of recent develop-
ments in the industrial sector, consumption, trade, and 
employment as well as a review of structural changes 
and a discussion of the outlook. As a handy compendi-
um of European Community information, Panorama of 
EC Industry is highly recommended. 

Asi'A and the Far East (Including Pacific 
Rim and Newly Industrialized Economies) 

The Semi-Annual Bulletin of the Clearinghouse of 
Pacific Basin Central Bank Economic Research (San 
Francisco; began 1976) is published by the Federal 
Reserve Bank of San Francisco as part of its Pacific 
Basin program, begun in 1974, to promote coopera-
tion among central banks of the region and enhance 
public understanding of economic policy issues. The 
bulletin is a descriptive list of central banks' research 
publications and working papers, received over a six-
month period, in accordance with participating institu-
tions' agreement to send research products regularly 
to the center.6 The center, in turn, compiles the list and 
disseminates it to enhance contacts among the partici-
pants through the regular exchange of information. 
Examples of items in the June 1990 Bulletin include 
an article from the (Bank of Thailand) Quarterly Bul-
letin, " F i n a n c i n g of T h a i l a n d ' s Cur ren t A c c o u n t 
Deficit during 1970-1988," and "Proceedings of the 
Eight Pac i f i c Basin Cent ra l Banks C o n f e r e n c e on 
Economic Modelling." 

Whi le the research e f fo r t s listed in the bul let in 
speak explicitly to concerns of the institutional mem-
b e r s h i p of the c l e a r i n g h o u s e , t hey a l so r e w a r d 
researchers seeking publications, official and other-
wise, covering smaller economies. The listings appeal 
primarily to economists and academicians, although 
practitioners will also find the financial research con-
tacts within participating countries useful. The publica-
tion is highly recommended for those doing research 
on the Pacific Basin. 
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Abstracts of Recent Research by Center Associates 
(San Francisco; semiannual ly; began 1991) is pub-
lished by the Center for Pacific Basin Monetary and 
Economic Studies, established in July 1990 by the San 
Francisco Federal Reserve Bank under the auspices of 
the bank's Economic Research Department. It dissem-
inates information, in the form of titles, with abstracts, 
of current research done by Associates of the Center 
for Pacif ic Basin Monetary and Economic Studies. 
The research may take the form of working papers 

sponsored by organizations not necessarily enjoying 
widespread recognition or articles appearing in nar-
rowly focused journals with small circulation (such as 
ASEAN Economic Bulletin or Asian-Pacific Economic 
Literature). The center hopes this publication will build 
a community of scholars—a network spanning Ameri-
ca, Asia, and Europe—sharing a common interest in 
Pac i f i c Basin mone ta ry and economic issues . The 
authors ' mailing addresses are provided to facilitate 
requesting papers and providing comments. Presenting 

Subscription Information" 

Abstracts of Recent Research by Center Associates. Free. 
Cen te r fo r Pac i f i c Bas in Mone ta ry and E c o n o m i c 
Studies, Federal Reserve Bank of San Francisco, PO 
Box 7702, San Francisco, C A 94120. 

Asiamoney. $ 1 9 5 . R e e d P u b l i s h i n g G r o u p , 2 0 5 Eas t 
42nd Street, Suite 1705, New York, N Y 10017. 

Asiaweek. $130. Asiaweek Ltd., 13th Floor South, Somer-
set House, 28 Tong Chong, Quarry Bay, Hong Kong. 

Business Mexico. $65. American Chamber of Commerce 
of Mexico, Lucerna 78, Mexico D F 06600, Mexico. 

The Canadian Journal of Economics. $65. University of 
Toron to Press, Journals Depar tment , 5201 Duffe r in 
Street, Downsview, Ontario M 3 H 5T8, Canada. 

Country Reports; Country Profiles. $255/package. The 
Economis t Intel l igence Unit, Business International, 
215 Park Avenue South, New York, N Y 10003. 

Economic Policy. $43 (institutions), $22 (individuals). 
C a m b r i d g e Univers i ty Press , 4 0 Wes t 20th Street , 
New York, N Y 10011-4211. 

The Economist. $70. Subscription Department , P O Box 
58524, Boulder, C O 80322-8524. 

Euromoney. $ 2 2 6 . R e e d Pub l i sh ing G r o u p , 2 0 5 Eas t 
42nd Street, Suite 1705, New York, N Y 10017. 

European Affairs. $ 7 3 . E u r o p e a n A f f a i r s , E l s e v i e r -
Bonaventura B.V., P O Box 152, 1000 A D Amster-
dam, T h e Netherlands. 

European Economy. $145. UNIPUB, 4611-F Assembly 
Drive, Lanham, M D 20706. 

European Trends. $ 3 5 5 . T h e E c o n o m i s t In t e l l i gence 
Unit , Business International, 215 Park Avenue South, 
New York, N Y 10003. 

Euroweek. $1 ,107 . R e e d Pub l i sh ing G r o u p , 205 Eas t 
42nd Street, Suite 1705, New York, N Y 10017. 

Far Eastern Economic Review. $138. Datamovers, Inc., 
38 West 36th Street, New York, N Y 10018-8073. 

Institutional Investor International Edition. $295. Insti-
tutional Investor, 488 Madison Avenue , New York, 
NY 10022. 

The International Economy. $72 (add $15 first class 
postage) . T h e Internat ional E c o n o m y Publ ica t ions , 
Inc . , 1050 C o n n e c t i c u t A v e n u e , N W , Su i t e 1220, 
Washington , D C 20036. 

International Reports. $535 (schools and universit ies), 
$1 ,075 (regular). International Reports, Inc., 114 East 
32nd Street, Suite 602, New York, N Y 10016-5506. 

Journal of International Money and Finance. $135. 
Journals Fulfi l lment Department , Butterworth Heine-
mann, 80 Montvale Avenue , Stoneham, M A 02180. 

LatinFinance. $195. LatinFinance, 2121 Ponce De Leon 
Boulevard, Suite 505, Coral Gables, F L 33134. 

Panorama of EC Industry. $140. UNIPUB, 4611-F As-
sembly Drive, Lanham, M D 20706. 

Risk. $336 . Risk Magaz ine Ltd. , 104-112 Mary l ebone 
Lane, London W I M 5FU, England. 

Selected Statistical Indicators of Caribbean Countries. 
Free. Economic Commiss ion for Latin Amer ica and 
the C a r i b b e a n , 2 2 - 2 4 St . V i n c e n t S t r ee t , S e c o n d 
Floor, P O Box 1113, Port of Spain, Trinidad. 

The Semi-Annual Bulletin of the Clearinghouse of Pacif-
ic Basin Central Bank Economic Research. Free. 
Cen te r f o r Pac i f ic B a s i n M o n e t a r y and E c o n o m i c 
Studies, Federal Reserve Bank of San Francisco, P O 
Box 7702, San Francisco, C A 94120. 

Statistical Abstract of Latin America. $175. Regents of 
the University of California, U C L A Latin American 
C e n t e r , 4 0 5 H i l g a r d A v e n u e , L o s A n g e l e s , C A 
90024-1447. 

Weltwirtschaftliches Archiv. D M 1 4 8 (deutsche marks) . 
J C B M o h r / P a u l S i e b e c k , Pos t f ach 2040 , W - 7 4 0 0 
Tuebingen, Germany . 

*Prices and addresses shown are current as of July 1991. Prices are annual subscription rates (in U.S. dollars) for individuals 
in the United States, unless otherwise specified; postage may be extra. Addresses are for subscriptions only and may differ 
from place of publication. 
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papers that tend to be highly technical or theoretical 
in nature, the publication is recommended primarily 
for research economists and other academicians. 

Asiamoney (Hong Kong ; mon th ly except Ju ly / 
August and December/January; began 1989 as Bil-
lion) is one of the Euromoney Publications periodi-
cals. Its format resembles the design of Euromoney, 
inc lud ing special supp lemen t s f rom t ime to t ime. 
The contents of each issue of Asiamoney offer a con-
sistent protocol of "Spot Repor ts ," "Features ," and 
"Da tabase , " provid ing uni form coverage of topics 
ranging from chatty, anecdotal reports on swap activi-
ty to serious comparative economic forecasts for the 
eleven countries in its specific purview.7 

Special studies each month prove useful as refer-
ence information on such topics as the largest mergers 
and acquisi t ions in Asia in 1990, ranked in various 
ways. Also included is an overview of the equity and 
debt markets , a long with an analysis of the yea r ' s 
worst deals. The "Database" section is a systematic 
tabulation of "Asian Syndicated Loans Signed and 
New Equity Listings" for the previous two months. 

Asiaweek (Hong Kong; weekly; began 1975) offers 
not only broad coverage of both political and economic 
news but also an "almanac" replete with economic indi-
cators (GNP per capita, GNP growth, exports, the cur-
rent account , foreign debt, and the consumer price 
index) for forty-four countries.8 The almanac makes it 

possible, for instance, for a researcher to obtain indica-
tors for such small nations as Bhutan and to compare 
them with consistently configured data for the United 
States and Germany by consulting a one-page table. 
Additional tables include statistics on social indica-
tors (population, population growth rate, infant mor-
ta l i ty , l i te racy , people per doc tor , and people per 
telephone); commodity prices given in U.S. dollars for 
the previous week, six months ago, and one, three, and 
f ive years ago; market trends for featured items like 
the cost of private hospital rooms; lending rates; and 
currency trends. Occasional special features list infor-
mation such as public holidays throughout Asia for 
the upcoming month; this calendar item can be valu-
able f o r planning business interact ions . Asiaweek, 
dense with factual reporting and useful statistics, is 
valuable for monitoring Asian trade and finance. 

Far Eastern Economic Review (Hong Kong; week-
ly; began 1946) is the Dow Jones publication for the 
Far East, providing coverage of topics similar to those 
in The Wall Street Journal. Typically the contents are 
in four sections: "Regional Affairs ," "Arts and Soci-
ety," "Business Affairs," and "Regular Features" (like 
book reviews, letters to the editor, and comparisons of 
s tock marke t ac t ion in less pub l i c i zed c i t ies l ike 
Bangkok, Kuala Lumpur, Manila, Taipei, and Bom-
bay). The Far Eastern Economic Review is essential 
reading for all people wishing to stay current with 
economic and political events in the Far East. 

1. Del ineat ing a sys temat ic geographic s t ructure fo r world 
trade and f inance regions is a complex task. Geographical 
and political considerations like proximity or national tariff 
and trade restrictions define different spheres for analysis. 

2. Modified structure taken from Panorama of EC Industry 1990, 
53. Far East/Asia includes the Pacific Rim countries (Japan, 
Australia, and New Zealand) and such newly industrialized 
economies (NIEs) as Hong Kong, Taiwan, and South Korea. 

3. Together, the EIU Country Report and Country Profile pro-
vide an annual package comparab le to, but possessed of 
greater detail than, the well-known OECD Economic Surveys 
published annually for each of the OECD's member nations. 

4. The countries are Argentina, Bolivia, Brazil, Chile, Colom-
bia, Costa Rica, Cuba, Dominican Republic, Ecuador, El Sal-
vador , Gua temala , Haiti , Honduras , Mexico , Nicaragua , 
Panama, Paraguay, Peru, Uruguay, and Venezuela. This stan-
dard definition evolved by way of events like the creation of 
the Pan American Union of 1910 (of which the United States 
was a member); the Organization of American States (OAS), 
since 1948; the expulsion of Cuba in 1962; and some other 

changes involving former European colonies. All "standard 
definition" countries are sovereign nations. 

5. NACE stands for Normalisation des Activités Industrielles 
des Communautés Européennes—in English, the General 
Industrial Classification of Economic Activities within the 
European Community. 

6. Participating institutions are the Reserve Bank of Australia, 
Bank of Canada, People ' s Bank of China (Beijing), Hong 
Kong Government Secretariat, Bank of Indonesia, Bank of 
Japan, Bank of Korea (Seoul), Bank Negara Malaysia, the 
Reserve Bank of New Zealand, Central Bank of the Philip-
pines, The Monetary Authority of Singapore, Bank of Thai-
land, and the Federal Reserve Bank of New York and the 
Board of Governors of the Federal Reserve System. 

7. The countries Asiamoney covers are Australia, Hong Kong, 
Indonesia, Japan, Korea, Malaysia, New Zealand, Singapore, 
Taiwan, Thailand, and the Philippines. 

8. Asiaweek keeps correspondents in twenty-two nations world-
wide, including the Pacific Rim, the NIEs, Canada, the Sovi-
et Union, Europe, and the United States. 
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JRfeview Essay 

The House of Morgan: 
An American Banking Dynasty 
and the Rise of Modern Finance 

by Ron Chernow. 
New York: Atlantic Monthly Press, 1990. 

812 Pages. $24.95. 

Ellis W. Tallman 

The reviewer is an 
economist in the macropolicy 

section of the Atlanta Fed's 
research department. 

I ooks more than two inches thick often intimidate the casual read-
er. Keeping facts in mind and maintaining reading momentum 
through several hundred pages can be difficult. Ron Chernow's 
The House of Morgan, a National Book Award winner, manages, 
despite its more than 800 pages, to avoid the pitfalls of many 

books of similar ambition. Anyone even slightly interested in its subject 
should find the book highly rewarding reading. 

At its simplest level, The House of Morgan is a historical chronicle of a 
financial institution and the personalities associated with it. It is more, how-
ever. The book provides an overview of the evolution of the financial inter-
mediat ion industry using the Morgan banks as a focal point. Chernow 
combines major episodes in the history of the Morgan institutions with an 
informed view of the development of U.S. financial markets. In Chernow's 
words, the story "holds up a mirror in which we can study the changes in 
the style, ethics, and etiquette" of the financial intermediation industry. 

Other books that have examined the Morgans (notably Morgans: Private 
International Bankers, by Vincent P. Carosso) are informative and useful, 
but often such financial histories are geared toward specialists and include 
extensive and cumbersome footnotes and financial data. Other, more popu-
larized treatments may be sensationalistic and loosely documented, concen-
trating on issues attracting the press. The House of Morgan: An American 
Banking Dynasty and the Rise of Modern Finance defies the dichotomy of 
popular versus scholarly historical texts. 
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Chernow presents a generally rigorous treatment of 
the Morgan institutions as players in the evolving fi-
nancial industry. While maintaining historical accura-
cy, he also successfully conveys the excitement and 
intrigue of major incidents like the Panic of 1907. His 
candid portraits of the Morgan bankers not only depict 
these men as influential financial decision makers but 
also describe their human qualities, allowing the reader 
to identify with these individuals who have rarely been 
viewed as sympathetic. 

The House of Morgan covers more than 150 years 
in the evolution of banking institutions associated with 
the name of Morgan, starting in the 1830s in London 
with George Peabody and Junius Spencer Morgan ' s 
wholesale bank, which dealt primarily in raising capi-
tal f rom large-scale investors in Britain and then fund-
ing U.S. state governments . By beginning the story 
before the advent of the great J. P ierpont Morgan , 
Chernow gives the reader a perspective on the devel-
opment of the House of Morgan in an economy that it-
self continues to evolve. 

Most images of Pierpont Morgan, considered the 
epitome of the private banker, present him as a remote 
figure, grimacing in front of unwanted photographers 
or organizing relief for the financial markets during 
the Panic of 1907. Chernow's portrait reveals a man^ 
with such financial power and will that he essentially 
designed the structure of numerous manufacturing and 
transportation industries. For example, he orchestrated 
the formation of General Electric and U.S. Steel, as 
well as many railroad mergers, in the midst of " the 
first great wave of financial mergers in U.S. history." 
According to Chernow, Morgan viewed the displace-
ment and numerous bankruptcies resulting f rom the 
railroad industry's bitter price wars in the late 1800s as 
evidence of the "chaos" of competition. In sharp con-
trast to the competitive free market thinking of today's 
dominant capitalists, Pierpont Morgan believed that 
the controlled oversight of consol idated enterpr ises 
created order and prevented the disruptions that free 
competition could produce, like the railroads' initial 
overbuilding and subsequent bankruptcies. 

As a provider of capital to burgeoning industries, 
Morgan was in an enviable position. Because obtaining 
capital was difficult in the 1890-1910 period, bankers 
could command high rates and fees for their services. 
Like bankers at other large institutions of the time, fi-
nanciers at Morgan banks parlayed their gains by exert-
ing i n f l u e n c e ove r the f i r m s they he lped f i n a n c e . 
Morgan bankers were usually on the board of directors 
of client firms and actively participated in their man-
agement. Chernow refers to this period as the Baronial 

Age. During this era the Morgan bank apparently held 
a high code of banker ethics, proving loyal to its clients 
even while maintaining control over them. 

P i e r p o n t M o r g a n p r e f e r r e d d e a l i n g in p r i m a r y 
claims to f i rms ' cash flows (that is, debt claims); thus, 
bonds collateralized by f i rms ' assets were the Morgan 
banks' main financial assets. Through their active in-
volvement in management, Morgan bankers played the 
monitoring role for firms that debtholders are expected 
to play. On the other hand, Pierpont Morgan considered 
the market for stock equity (secondary, or residual , 
payment promises) to be speculative and volatile. His 
conservative view of equity markets, however, did not 
prevent him f rom amassing wealth and power. 

Bankers were among the most influential men in 
the country at this time because they provided a scarce 
resource—capital . Pierpont Morgan was perhaps the 
most powerful man of his time, exercising control of 
the organizat ion of industry while gaining prest ige 
among bankers and government off icials alike. His 
role as private central banker during the Panic of 1907 
remains an impressive act of personal authority likely 
never to be duplicated.1 Despite this power, he was 
not nearly the richest man of his day; industrialists 
like Andrew Carnegie or John D. Rockefeller were far 
wealthier. 

From the time of its founding, the Morgan Empire, 
made up of private institutions with associated banks 
in Philadelphia, London, and Paris, has had an interna-
tional perspective; the links between Great Britain and 
the United States have been especially strong. Cher-
now highlights this international aspect in the section 
of the book dealing with the period he dubs the Diplo-
matic Age (1914-48). He suggests that bankers were at 
their most powerful at the outbreak of World War I. 
Dur ing the war they f inanced the f igh t ing nat ions 
rather than individual f irms. Throughout the Diplo-
matic Age, the role of sovereign debt was the most no-
table f inancing activity of the large banking houses. 
Chernow candidly describes financial maneuverings to 
a r r a n g e s o v e r e i g n d e b t f o r l e s s t h a n a d m i r a b l e 
regimes, including the provision of investment capital 
for fascist Italy, imperialist Japan, and post-1930 Ger-
many. However, bankers had much less influence on 
the nations they dealt with than they had held over 
firms during the Baronial Age. Thus, the bankers had 
little recourse in response to the numerous defaults on 
sovereign debt. For example, Latin American coun-
tries defaul ted on loans during the 1930s (only Ar-
gentina under Peron eventually repaid its loans). 

Another m a j o r shaper of the Morgan inst i tut ion 
during the Diplomatic Age was the Great Depression 
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and its aftershocks. Chernow helps put to rest a variety 
of myths that were propagated among the popula r 
press. For example, he suggests that the Federal Re-
serve Bank of New York acted appropriately follow-
ing the 1929 stock market crash by providing adequate 
liquidity. Although it has become generally recognized 
in the economics literature that the Federal Reserve 
made mistakes later in the Depress ion, the popular 
press often (incorrectly) suggests that the Fed acted 
improperly following the stock market crash. 

On the other hand, the accuracy of Chernow's anal-
ysis of the failure of the Bank of the United States in 
1930 is questionable. The fourth-largest deposit bank 
in New York, the Bank of the United States catered to 

Chernow fails to emphasize effectively a 

number of the regulatory changes that set 

up bank risk-taking behavior later in the 

period following the Great Depression. 

immigrants, primarily Jewish. Unsuccessful in its at-
tempt to get a $30 million loan from private bankers, 
the bank failed. Its customers lost nearly 30 percent of 
their deposits, and the managers of the bank were im-
prisoned for fraud. Some analysts, including Chernow, 
interpret the lack of support for the failed institution, 
with its largely ethnic depositors, as evidence of anti-
Semitism. However, such explicit concern for the de-
p o s i t o r s a f f e c t e d by b a n k f a i l u r e s is a m o d e r n 
perspective—evolving since federal deposit insurance 
was established—and it seems misguided to project it 
onto bankers in 1930. 

In the era be fore deposi t insurance , bankers at-
tempting to quell bank runs simply assessed the bal-
ance sheets of a failing bank to determine whether the 
bank was merely short in liquidity or was inherently 
insolvent. During the Panic of 1907, Pierpont Morgan 
allowed a bank run to close the Knickerbocker Trust 
when he was unable to determine its condition in time 
to decide to take action that would have prevented a 
run. Soon after, however, he provided liquidity to the 
Trust C o m p a n y of Amer ica dur ing its run because 

B e n j a m i n S t rong , later to b e c o m e N e w York Fed 
Governor, examined its books and deemed it solvent. 
In the case of the Bank of the United States, it is like-
ly that the bank was de termined insolvent and not 
wor th r isking $30 mil l ion to save . T h e author, by 
concern ing himself with the deposi torship , in fuses 
post-Depression concern about systemic risk into pre-
Depression bankers. If in fact the institution had been 
bailed out, it would have been the first instance of the 
" too big to f a i l " doct r ine implemented in the U.S. 
banking system. 

The massive number of bank failures and the recur-
rent bank panics dur ing the early 1930s fueled the 
public's growing distrust of financial institutions, es-
pecia l ly those on Wall Street . C h e r n o w descr ibes 
Congress as a lightning rod for popular attacks on fi-
nancia l ins t i tu t ions as the perce ived source of the 
problems. In response, Congress organized an investi-
gation into banking practices. These Pecora hearings 
(named after Ferdinand Pecora, counsel for the Senate 
Banking and Currency Committee) presented the in-
side ne twork of Wall Street to average c i t izens in 
1933. Chernow argues that these revelations of the fi-
nancial e l i te 's business practices further aggravated 
c i t i z e n s ' ou t r age and popul i s t oppos i t i on to Wall 
Street. 

Among the targets of anti-Wall Street forces was J.P. 
"Jack" Morgan, Jr., who proved easy prey to attack for 
political ends. Portrayed as much less formidable than 
his father, Jack Morgan nonetheless found his experi-
ence in front of the Senate committee similar to his fa-
ther 's during the 1913 Pujo Committee investigation 
into the existence of a "Money Trust." The two genera-
tions of Morgans were on the front lines defending 
Wall Street in Congressional hearings. The combative 
experiences, Chernow suggests, left both men person-
ally scarred. The 1913 hearings came on the eve of the 
establishment of the Federal Reserve System; a central 
bank was already a topic of interest for Congress. In 
1933, the Pecora hearings and populist fervor led to 
legislation constraining Wall Street's power. 

Chernow depicts the Glass-Steagall Act of 1933 as 
a political maneuver, led mainly by populist forces, to 
punish the powerful financiers. He provides additional 
usefu l in format ion about the under ly ing causes of 
Glass-Steagall, defusing the idea that securities affili-
ates of banks caused insolvencies and the major bank 
runs. The act, by separating investment and commer-
cial banking activities, forced the House of Morgan to 
choose between the two. Morgan chose the latter but 
soon created Morgan Stanley (a spin-off company) as 
an investment bank. 
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The Morgan banks changed substantially after the 
separation of Morgan Bank and Morgan Stanley. Ini-
tially, the two firms carried on business with the tradi-
t ional Morgan discret ion and d iscr iminat ion . They 
continued to engage in relationship banking, in which 
the banker performed financial services for a single 
client and would rarely also serve a major competitor 
in that client's industry. Chernow emphasizes the Mor-
gan banks ' exclusivity; to have accounts with them 
was a mark of prestige. 

The Morgan banks maintained their stature despite 
the limited activities they engaged in. Morgan Stanley, 
for example , did not initially have a sales force. In 
fact, it did not sell, distribute, or trade securities but 
instead concentrated on underwriting. Shifts in the in-
dustrial structure later forced Morgan Stanley to alter 
its business perspective, Morgan Bank concentrated 
on providing financing to businesses. The institution 
was significantly affected as financial markets devel-
oped and the industry grew to a point at which the 
largest blue-chip f irms could negotiate f inancing di-
rect ly f r o m the cap i ta l marke t more cheap ly than 
through a bank. In 1959, Morgan Bank merged with 
Guaranty Trust, forming Morgan Guaranty Trust and 
shifting its focus toward trading Treasury securities, 
municipal securities, and Federal funds. 

The period following the Great Depression involved 
enormous regulatory changes for banking and financial 
institutions and the evolving market structure. In his 
discussion of the Morgan banks and the financial in-
dustry they were part of, Chernow fails to emphasize 
effectively a number of the regulatory changes that set 
up bank risk-taking behavior later in the period. For ex-
ample, deposit insurance, which subsidized banks' risk 
taking, was instituted. Regulation Q was imposed, lim-
iting the interest rate that banks could pay on deposits 
and effect ively restricting compet i t ion for deposits . 
The regulatory changes insulated banks from competi-
tion and supported overpopulation in the banking in-
dustry. Gradually, bank regulations were relaxed—but 
there was no reduc t ion of depos i t i n s u r a n c e — a n d 
banks were competing for business among themselves 
and other financial institutions. Although a discussion 
of the regulatory changes and their side effects is not 
direct ly re la ted to the Morgan banks , p rov id ing it 
would have given the reader a fuller understanding of 
the U.S. banking industry's evolution and the relevant 
adaptations of the Morgan banks. 

The book's final section, titled "the Casino Age," re-
veals something of Chernow's own attitudes toward 
modern financial markets and recent activities involv-
ing mergers and acquisitions. Tracing the evolution of 

the Morgan banks in this rapidly changing financial 
market environment, he suggests that a developed cap-
ital market and deregulation altered the playing field 
for both traditional and investment banking. Had he 
sufficiently examined the post-Depression regulatory 
changes such as those discussed above, his analysis of 
deregulation would have been more effective. The au-
thor fails to link the most relevant determinants fo r 
bank risk-taking behavior, and thus the discussion of 
deregulation and banking practices remains incomplete. 

In general , banking and securit ies industry dereg-
u l a t i on r e d u c e d the p r o f i t m a r g i n on t r a d i t i o n a l 
bank loans and underwri t ing and even reduced the 
commission on stock sales and purchases. By doing 
so, deregulation reintroduced competition for deposits, 
uncommon for post-Depression banks. In order to sur-
vive these changes, the Morgan banks, along with the 
financial industry in general, had to adapt or become 
extinct. 

Through his dramatic chronicle of the 1980s, Cher-
now presents a f inancial environment changing at a 
pace that was out of control. Once mutually loyal and 
long-lasting, banking relationships have become what-
ever combina t ion of cl ient and bank is exped ien t . 
Bankers , notably investment bankers, are no longer 
controllers of capital but "hired guns" at the bidding of 
industrialists. This turning of the tables does not mean 
that the industrialists now run the banks. Rather, highly 
developed industrial s tructures in conjunct ion with 
more efficient primary and secondary markets in finan-
cial assets have decreased the need for relat ionship 
banking. 

In such a competitive financial market the returns 
to traditional banking services are low; the lack of 
last ing banker - f i rm re la t ionships makes even such 
low-profit activities somewhat uncertain. Investment 
bankers turned to alternative methods to make a profit. 
As the 1980s progressed, investment banks were gen-
erating a larger share of their profits f rom taking posi-
t ions in risky f inancia l dea ls—that is, r isking their 
own capital. Chernow notes, for example, that Morgan 
Stanley established a fund for and took positions in 
leveraged buyouts (LBOs). 

Morgan Stanley had one of the most successful 
mergers and acquisi t ions groups among investment 
banks. Providing insight into the kinds of maneuvers 
and deal making involved in mergers and acquisitions, 
Chernow describes the strategies that changed Morgan 
Stanley's image: once an esteemed and exclusive pri-
vate club, it became a cudgel bearer, pounding target 
firms into submission. The details of a select number 
of hostile takeovers illustrate how the banker code of 
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ethics operative in the Baronial Age disappeared. In its 
wake is an impersonal environment in which an in-
vestment bank's client or former client is vulnerable to 
a hos t i l e t a k e o v e r by ano the r of the s ame b a n k ' s 
clients. The descriptions of the insider trading scandals 
that occurred during the 1980s at Morgan Stanley and 
at Morgan Grenfell, the associated London bank, rep-
resent the banker 's equivalent of a "fall from grace." 
In particular, the Guinness scandal at Morgan Grenfell 
in 1986, in which the inves tment bank engaged in 
stock price manipulation, sullied the hallowed name of 
Morgan. 

Morgan Guaranty Trust made a high proportion of 
its profits during the 1980s from trading securities and 
taking risky positions. The general impression Chernow 
creates is that bank intermediaries are doing less inter-
mediation and more risk taking with their own capital— 
whether through real estate investment trusts, Latin 
American loans, or commercial real estate investments, 
and despite opportunities limited by Glass-Steagall and 
other regulation. A recurring theme is that these risk-
taking practices developed over time as the market for 
provision of capital became more competitive. Deregu-
lation has sped up the process, but the existence of de-
posit insurance clearly raises "moral hazard" problems 
for banks as risks are essentially subsidized. 

The verdict on whether the mergers and acquisi-
tions, LBOs, and the assorted financial activities of the 
1980s have been successful must wait for time to pro-
duce further evidence. Proponents of such activities 
argue that the potential for hostile takeover keeps a 
f i rm 's management working to maximize the f i rm's 
value. Detractors—and Chernow seems to be among 
them—consider such practices too costly in the long 
term, ci t ing the fa i lu re of some highly publ ic ized 
takeovers and the misuse of massive amounts of re-
sources to cover exorbitant debt payments. 

Chernow contrasts modern mergers and takeovers 
with the earlier merger wave under Pierpont Morgan's 
leadership. The wave of mergers at the turn of the cen-
tury was part of Morgan 's grand design, intended to 
keep business activity controlled. Chernow notes that 
in the 1970s the f i rms ' directors or management initi-
ated mergers, which were seen as opportunit ies for 

profit. In contrast, mergers and takeovers in the 1980s, 
the author argues, were of ten r ecommended to the 
firms by investment bankers, who received fees from 
such deals. Chernow suggests that under this system 
some f i rms became involved in deals that may not 
have been in their best interests. However, Chernow 
does not acknowledge that a f irm's board of directors 
ultimately must be held responsible for the f i rm's im-
portant business decisions regardless of the sales tac-
tics employed by investment bankers. He also fails to 
emphasize the crucial role played by the tax laws— 
namely, the tax deductibil i ty of f i rms ' interest pay-
ments—as a factor motivating f i rms to increase the 
leverage on their balance sheets. 

The Morgan banks, once an elite institution domi-
nated by individual personalities, have gradually be-
c o m e one of m a n y f a c e l e s s f i nanc i a l f i r m s in an 
increasingly impersonal financial market. The banker 
will likely never again be as enigmatic or powerful as 
Pierpont Morgan, so Morgan's role in financial history 
will remain legend. Despite the challenges the Morgan 
banks have f a c e d ove r the i r long h i s to ry and the 
tremendous competition they face in today's financial 
markets, the Morgan banks in the United States, Mor-
gan Stanley and Morgan Guaranty, remain preeminent 
institutions. 

Today ' s relatively more eff ic ient capital markets 
provide more readily available financing for firms so 
that the marketplace can be the determining factor for 
success or failure of technological innovations. Along 
with benefits from greater efficiency, competition in fi-
nancial markets has eroded profit margins on tradition-
al banking services, leading to increased risk taking by 
investment and commercials banks. Well-run firms will 
likely survive, if not thrive, under changing regulatory 
structures, and financial industries will continue to pur-
sue new markets and methods to earn profits. 

Not surprisingly, The House of Morgan ends incon-
clusively. Chernow's thoroughly researched and well-
written chronicle shows how financial intermediaries, 
notably the Morgan banks, came to be the kinds of in-
stitutions they are today. Given the financial industry's 
continuing evolution, the future of the industry and the 
Morgan banks remains unknown. 

Note 

1. For additional discussion of Morgan 's role in the Panic of the Panic of 1907," Federal Reserve Bank of Atlanta Eco-
1907, see Ellis W. Tallman and Jon R. Moen, "Lessons from nomic Review (May/June 1990): 2-13. 
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n the mid-1980s many Europeans in business and government , wor-
r ied about E u r o p e ' s e c o n o m i c s t and ing with respec t to the Uni t ed 
States and Japan, began promoting a movement toward a more com-
pe t i t ive , v i g o r o u s E u r o p e a n e c o n o m y . In Ju ly 1985 the E u r o p e a n 
Communi ty (EC) formal ized this vision of "Europe 1992" in the direc-

tives of a Whi te Paper titled "Comple t ing the Internal Market ," which had at 
its heart the goal of f ree (untaxed) movemen t of goods , services, capital, and 
labor throughout Europe . These direct ives were val idated in 1987 by the 
Single European A c t — a n amendmen t to the 1957 Treaty of R o m e — w h i c h 
embraced the same fundamenta l economic object ives . A study released in 
1988 h e r a l d e d the net b e n e f i t s the en t i r e E u r o p e a n C o m m u n i t y c o u l d 
potentially reap by ful ly implement ing the act ' s 282 directives. Since then 
progress on the 1992 plan has cont inued, watched closely by those on both 
sides of the Atlantic. 

As the deadline nears fo r implement ing Europe 1992, newspapers , t rade 
and academic jou rna l s , and books con t inue to report on the plan and to 
opine about its expected effects in Europe and worldwide. Many analyses, 
written most ly f rom a distinctively European perspective, have explored the 
potential benefi ts and costs of the plan for Europe ' s peoples , businesses, and 
governments . S o m e studies have looked specifically at the ways in which 
r e fo rms will a f fec t the conduct of European business , on matters ranging 
f rom hiring and taxation to mergers and acquisi t ions, f rom European gov-
ernmental regulation and fiscal policy to industrial policy. Fewer analyses 
deal with 1992's impact on U.S. businesses and how they can better prepare 
for the coming European economic order. 

It is generally expected that 1992 either will present the United States with 
a large market where great business opportuni t ies abound or will create a 
"Fortress Europe ," effectively closing out American business. Few resources 

26 Eco no m ic Review November/December 1991 Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1991



p r o v i d e d e t a i l e d i n f o r m a t i o n a b o u t the e f f e c t s of 
changes in European laws and regulations, government 
policy, the compet i t ive cl imate, and the trading envi-
ronment on industr ies in the Uni ted States and their 
means of doing business in Europe. 

Europe 1992: An American Perspective a ims to fill 
this gap but falls short of the mark. In fact, the book 's 
title to some extent belies its contents. The book is a col-
lection of seven essays commiss ioned by the Brook-
ings Institution f rom respected f igures in f ields such as 
economics , f inance , and law. It purpor ts to examine 
progress on the Eu rope 1992 agenda as it re lates to 
four U.S. indus t r ies—banking and services, au tomo-
biles, te lecommunica t ions , and semiconduc to r s—and 
to two aspects of U.S. trade policy, compet i t ion and 
nego t ia t ing s t ra tegy. H o w e v e r , a substant ia l part of 
each article is devoted to explaining the 1992 p lan ' s 
e f f ec t on E u r o p e a n bus inesses and indus t ry marke t 
structure as well as on E C trade policy with respect to 
the United States and Japan. The Amer ican perspec-
tive touted as the book ' s theme emerges only through 
each cont r ibu tor ' s warn ings to Amer ican bus inesses 
operat ing in or expor t ing to Europe about the obsta-
c les—for example , reciprocity, E C public procurement 
policies, s tandard sett ing, and local content and do-
mest ic origin ru le s—they m a y conf ron t . The essays 
of fer no fully developed discussions of the importance 
of these issues to American f i rms. Despite this short-
coming, the book contains historical background that 
gives the reader insight into the factors that led to the 
1992 plan and how the attitudes toward it have been 
shaped. 

Overview 
Readers unfami l ia r with the part iculars of the Eu-

rope 1992 agenda will benefi t f rom the first chapter ' s 
overview of the plan. Gary Clyde Hufbauer , the book 's 
edi tor , t races the or ig ins of the 1992 agenda to the 
Treaty of R o m e , s igned in 1957 by the or iginal six 
founding members of the European Communi ty , and 
ment ions the United States ' encouragement of the plan 
as a form of conta inment against the Soviet Union. 

The 1992 plan presents an opportunity fo r Ameri -
can companies to locate in a market with strong growth 
p rospec t s , n o t e s H u f b a u e r , the M a r c u s W a l l e n b e r g 
P r o f e s s o r of I n t e r n a t i o n a l F i n a n c i a l D i p l o m a c y at 
George town Universi ty. He points out that, with this 
opportunity in mind, U.S. government policy might be 
d i rec ted m o r e toward secur ing a f avorab le bus iness 

cl imate for U.S. mult inat ional f i rms operat ing in the 
EC than toward the interests of U.S. f i rms export ing to 
Europe. 

Some U.S. industries will need to take an activist 
role, he contends , to main ta in compet i t ive s t rengths 
and to ensure that the trade cl imate be tween the Unit-
ed States and the European Communi ty remains open. 
For example , the U.S. high-tech industry could find it-
self at a d i s a d v a n t a g e up aga ins t a t echno log ica l ly 
advanced E u r o p e a n indust ry that is subs id ized col-
lectively by E C m e m b e r s or that is engaged in pan-
European strategic alliances promoted by the m e m b e r 
governments . T h e General Agreement on Tariffs and 
Trade (GATT)—a post-World War II agreement among 
industrialized (and, more recently, developing) coun-
tries that loosened international trade restrictions and 
provides a mechanism fo r settling trade disputes—per-
mits subsidies for research and development . In high-
tech businesses, separating out whether subsidies are 
being used fo r research and deve lopmen t instead of 
for product ion could be diff icult . Not only might such 
subsidies give the E C an advantage in terms of pro-
duct ion, but, under GATT rules, U.S. high-tech f i rms 
compet ing with E C consortia could find it difficult to 
settle accusat ions of unfair trade. 

H u f b a u e r ' s d iscuss ion of several issues that may 
crop up in United States-European Communi ty trade 
negot ia t ions—reciproci ty , national quotas , local con-
tent and domest ic origin rules, technical standards, and 
public procurement—includes examples of how these 
issues could potentially affect U.S. economic interests. 
P r o b a b l y the leas t wel l t h o u g h t - o u t sec t ion of the 
chapter touches on some of the broader challenges the 
United States faces as a consequence of the 1992 pro-
g r a m . In an i nc rea s ing ly g lobal ma rke t U.S . f i rms 
must face such issues as their loss in world ranking by 
size and deciding what nationality multinational cor-
porat ions will bear as foreign companies increasingly 
take s takes in each other. Gove rnmen t off ic ia ls will 
face quest ions like how management of the U.S. econ-
omy might respond to successes or failures in Europe 
and whether the United States will retain the role of 
"custodian of the international sys tem" or share it with 
the E C or Japan. 

/ndustry Case Studies 
Four chapters concen t ra te on the f o u r indust r ies , 

identif ied earlier, that may prove to be the most con-
tentious in terms of negotiat ing trade policies be tween 
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the United States and the European Communi ty . These 
case studies describe what the European cl imate will 
likely be fo r U.S. businesses opera t ing or hoping to 
opera te there. T h e authors point out that U.S . f i i j n s 
will need to cons ider the impl ica t ions of compe t ing 
with bus ines se s that m a y b e c o m e s t ronger t h rough 
pan-European mergers and acquis i t ions o r—in some 
high-tech industr ies—strategic all iances (or consortia). 
D i f f e r e n c e s be tween A m e r i c a n and E C g o v e r n m e n t 
p rocurement policies, product s tandards , and regula-
t ions could also pose difficult ies for U.S. companies . 
Al though the case s tudies ' authors adequately describe 
the b u s i n e s s e n v i r o n m e n t e m e r g i n g f r o m E u r o p e 
1992, they fail to suggest tactics that U.S. businesses 
m i g h t w a n t to p u r s u e to c o m p e t e in the E u r o p e a n 
Communi ty . 

Fo r the s h o r t - t e r m — u n t i l abou t 1 9 9 4 — t h e U .S . 
b a n k i n g indus t ry will p robab ly f ee l little impac t at 
home f rom the 1992 plan. Authors Carter H. Go lembe 
and David S. Hol land predict that over the longer run, 
however , compet i t ion with European banks will force 
changes in U.S. regulations to allow consol idat ion of 
b a n k i n g and se rv ice - re la ted indus t r ies . To c o m p e t e 
with the banking system in Europe 1992, the U.S. sys-
tem of f inancia l inst i tut ion regula tory agenc ies may 
push to reorganize its power structure. 

T h e case s tud ies of the a u t o m o b i l e , t e l e c o m m u -
nicat ions, and semiconduc to r indus t r ies—wri t ten , re-
spectively, by Alasdair Smith and Anthony J. Venables; 
Pe te r F. C o w h e y ; and K e n n e t h F l a m m — e m p h a s i z e 
many of the same issues. The role the E C government 
assumes in support ing European producers in these in-
dustries will critically affect Amer ican producers ex-
port ing to Europe . Although the Directorate General ' s 
off ice , according to the 1992 plan, actively encourages 
compet i t ion, these three industries may be coddled be-
cause they are considered "national c h a m p i o n s " that 
are key to Europe ' s compet ing effect ively throughout 
the world. 

The argument for providing government support to 
national champions , though contrary to the compet i -
tive spirit the 1992 plan seeks to achieve, was perhaps 
most clearly brought h o m e to the E C by its exper ience 
in the semiconductor industry during the 1960s. Euro-
pean computer markets remained protected f rom U.S. 
and Japanese compet i t ion during this t ime and empha-
sized mee t ing the needs of local rather than fore ign 
computer manufacturers . The E C fai led, for a number 
of reasons, to establish itself as a producer in the glob-
al s e m i c o n d u c t o r m a r k e t and ins tead was largely a 
consumer. Europe had fallen behind the United States 
a n d J a p a n in c o m p u t e r t e c h n o l o g y a n d t h e r e f o r e 

missed cashing in on the explosive growth of the com-
puter industry. The European industry could not keep 
pace in product ion or in the user markets . 

Events like these have shaped the E C ' s attitudes to-
ward the industr ies it fo resees will be crucial to re-
m a i n i n g c o m p e t i t i v e in w o r l d m a r k e t s , and t h e s e 
nationalistic biases cannot be easily dispelled. More-
over, EC pol icymakers have yet to draw the line be-
tween the advan tages of unfe t te red compet i t ion and 
protection in industries whose prosperity tends to spill 
over to other industries. 

U.S. f i rms must participate in E C standard setting 
in each of these industries, the case s tudies ' authors 
caution, or f ind themselves denied access to European 
markets because their products do not meet E C stan-
dards. In the chapter on the semiconduc tor industry, 
F l a m m suggests that international standards be negoti-
ated through a GATT-like body to avoid development 
of standards that will favor EC-produced goods. 

Testing and certif ication standards must also be ne-
gotiated, these authors believe. U.S. goods that meet 
in ternat ional p roduc t ion s tandards could still be de-
nied entry into E C countries if their testing and certifi-
cat ion results do not mee t E C spec i f ica t ions . In the 
a u t o m o b i l e indus t ry , fo r e x a m p l e , the E C d id no t 
adopt the same testing and certification procedures as 
the United States. As a result, U.S. auto exports could 
be b locked on g r o u n d s of fa i lure to pass E u r o p e a n 
test ing and cer t i f icat ion even though they m a y mee t 
m a n u f a c t u r i n g s tandards . Of course , Eu ropean auto 
p r o d u c e r s ' expo r t s to the U n i t e d S ta tes cou ld a l so 
meet the same obstacle. Smith and Venables neglect to 
ment ion that mutual self-interest may help deter such 
an outcome. 

The case s tudies ' authors also discuss the potential 
c o m p l e x i t y of t rade d i s p u t e s that wil l e m e r g e in a 
global business environment . H o w will a decision be 
m a d e , f o r e x a m p l e , as to w h e t h e r t h e e x p o r t s of 
Japanese plants that operate in the United States will 
be treated as Japanese or U.S. exports? Will U.S. auto-
mobi les produced and sold in Europe be treated as Eu-
ropean or Amer ican goods? Resolut ion of such issues 
m i g h t not be f o r t h c o m i n g unt i l t r ade n e g o t i a t i o n s 
specify plans for these industries. 

T h e es say on t e l e c o m m u n i c a t i o n s , a l t h o u g h the 
most technical, provides the most in-depth discussion 
of the potential effects of Europe 1992 on U.S. busi-
nesses and trade pol icies . C o w h e y con tends that, to 
compete globally, U.S. te lecommunicat ions f i rms must 
pursue new ways of c o m b i n i n g services and equip-
ment into products that satisfy market demands in in-
novative ways. This goal may best be accomplished by 
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small and m e d i u m - s i z e d f i r m s and cou ld be fur ther 
promoted by changing regulations in the U.S. telecom-
municat ions industry. 

Another concern in this industry is that public pro-
c u r e m e n t p r o c e d u r e s wi th in the E C m a y hurt U.S . 
f i rms. Al though the E C has adopted more transparent 
publ ic p rocu remen t rules , the Uni ted States is con-
cerned that these will not be extended to the largest 
purchasers of te lecommunicat ions products like the fi-
nance, defense, and transportation ministries. In such 
an even t , U.S . t e l ecommunica t ions expor te rs would 
lose an impor tant marke t segment and any potential 
cl ients tha t migh t have been exposed to the product 
through these avenues. 

Competition Policy and 
Negotiating Strategy 

The chapter on compet i t ion policy examines an im-
portant question about the 1992 program: if the goals 
of a more compet i t ive economic envi ronment and im-
proved consumer welfare are in confl ict , how will the 
confl ict be resolved? Compet i t ive policy, in some in-
stances, may be superseded in the interests of national 
security, consumer safety, or environmenta l protection 
by means of trade barriers to non-EC goods and ser-
vices. The author of this chapter, Douglas Rosenthal , 
does not consider cases in which stricter health, safety, 
or environmenta l standards could have the paradoxical 
effect of encouraging companies to shift production to 
countr ies outside the E C with slacker standards. 

Rosenthal, a partner in the Washington off ice of the 
international law firm Coudert Brothers and a former 
chief of the Foreign C o m m e r c e Section of the Justice 
Depar tment ' s Antitrust Division, examines various as-
pects of compe t i t ion pol icy as it re lates to in t ra -EC 
business activity and U.S . -EC business and trade rela-
tions f rom a legal standpoint. He assumes that the read-
er has a fa i r ly broad fami l i a r i ty wi th technica l law 
terms and the E C ' s governmenta l branches and their 
roles in pol icy-making. Five features of the 1992 pro-
gram are examined: deregulation, market restructuring, 
anti trust en fo rcemen t , industr ial policy, and external 
trade policy. The author concludes that European com-
petition and trade policy will not create a "Fortress Eu-
rope" because it is not in the EC ' s interest, al though he 
notes some caveats to this claim. For example , a reces-
sion in Europe or conflicting trade and industrial policy 
g o a l s of the m e m b e r s ta tes m a y in t e r f e re wi th the 
progress and resolve to complet ing the internal market . 

Five aspects of European compet i t ion policy will 
be mos t inf luent ia l in Eu ropean C o m m u n i t y - U n i t e d 
States relations, in Rosenthal ' s view. These issues are 
(1) the t iming fo r and extent of removal of gove rn -
men t barr iers that impede the " f o u r f r e e d o m s " — t h e 
f ree mobil i ty of goods, services, capital, and labor; (2) 
the degree of market access permit ted , especial ly by 
merger or strategic alliance, based on the principles of 
national treatment and nondiscr iminat ion; (3) the ex-
tent to which outside f i rms, including U.S. f i rms, are 
targeted for private restraints perpetuated by European 
f irms; (4) the degree to which compet i t ion is disturbed 
by E C insti tutions ' or m e m b e r states ' providing subsi-
dies to favored f i rms or consortia to make them "more 
compet i t ive" or to give them "short-term r e l i e f ' f rom 
market setbacks; and (5) the question of whether for-
eign f i rms can obtain equal access by export ing to Eu-
ropean markets. 

An important detail Rosenthal highlights is that the 
channels through and process by which U.S. f i rms are 
a c c u s t o m e d to h a v i n g legal d i s p u t e s r e s o l v e d are 
somewhat different in the EC. In the United States pri-
vate f i rms bring antitrust complaints to the attention of 
the U.S. court system. In the E C the European Com-
mission initiates most antitrust suits. 

Another noteworthy point he makes is that the E C ' s 
antitrust legis la t ion—and, in fact , much of its competi-
tion pol icy—is "being shaped in the dark" because the 
rules and cases are new and few precedents have been 
established. Pursuing and maintaining some of the key 
directives of the 1992 plan could be hampered because 
the Directorate-General Off ices responsible for ensur-
ing that the plan 's competi t ion policy is carried out are 
not suff icient ly s taffed to moni tor and investigate it. 
This lack of staff ing could also prove a hindrance to 
any U.S. businesses that bring charges of unfair play 
before the E C Commiss ion . 

In a brief examina t ion of external t rade pol icy in 
the Uni ted States and the European Communi ty since 
the late 1980s , Rosen tha l poin ts out that there is a 
" separa t ion of the spheres of i n f luence" of anti trust 
and trade policy in both the United States and the EC. 
He advises that the United States monitor the degree 
to which trade pol icy 's effects on competit ion are con-
sidered in shaping the E C ' s domestic competi t ive poli-
cy. This theme, whether explicit or not, runs through 
all of the essays. 

T h e c h a p t e r o n n e g o t i a t i n g s t ra tegy , wr i t t en by 
Joseph Greenwald , an attorney and fo rmer U.S. Am-
b a s s a d o r to the E u r o p e a n E c o n o m i c C o m m u n i t i e s , 
e m p h a s i z e s that the U n i t e d S ta tes m u s t seek o the r 
c h a n n e l s — i n addi t ion to the Uruguay R o u n d of the 
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G A T T ta lks—for negotiat ing trade policy with the Eu-
ropean Communi ty . Given its new economic status as 
a rival of the United States, the E C has become and 
will likely cont inue to be m o r e conten t ious in t rade 
d i spu tes , G r e e n w a l d no tes . T h e cur ren t d i spu te be-
tween the United States and the E C over agricultural 
po l icy is an e x a m p l e of h o w p r o b l e m s in o n e a rea 
could spill over into other areas of negotiation. 

The author ' s discussion of general negotiat ing strat-
egy issues is lesS well articulated than the other sec-
t ions of the chap te r . O u t l i n i n g th ree a p p r o a c h e s to 
n e g o t i a t i n g s t r a t e g y — a g loba l a p p r o a c h us ing the 
GATT f ramework ; a national approach pursuing prior-
ity i s sues ca se by c a s e , p o s s i b l y t h r o u g h b i l a te ra l 
agreements ; and a regional approach establ ishing an 
exclus ive U.S . -EC dea l—Greenwa ld notes that these 
a p p r o a c h e s m a y ove r l ap but o f f e r s no insight as to 
which might be the most prudent to use or why. 

The chapter discusses three specific trade issues be-
tween the United States and the EC: services, standards, 
and testing and cert if ication. Services, the author sug-
gests, should be included as part of a separate agenda 
of the GATT talks and perhaps even pursued bilateral-
ly. The Uni ted Sta tes should moni to r s t andards and 
tes t ing and cer t i f ica t ion r equ i remen t s to ensure that 
they do not become technical barriers to trade. 

Government procurement policies, rules of origin, 
quotas, and ant idumping legislation as they are being 
shaped in the E C are also d iscussed in this chapter . 

G r e e n w a l d c loses wi th s o m e r e c o m m e n d a t i o n s fo r 
strategies the United States may employ in negotiat ing 
with the E C and suggestions for some organizational 
changes in regard to the init iat ion of U .S . -EC trade 
policy at the grass roots level. 

Conclusion 
Europe 1992: An American Perspective provides 

particulars of the Europe 1992 agenda and highlights 
some of the industries on which the plan is expected to 
have a ma jo r impact as well as policy initiatives and 
current or potential trade concerns . However , readers 
may f ind only a few chapters to be of interest, espe-
cially g iven that the industry case s tudy articles are 
ra ther t echn ica l . T h e case s tud ies m e r e l y t ouch on 
general issues such as standard setting, public procure-
ment , mergers and acquisit ions, and trade policy and 
c o n s i d e r the o b s t a c l e s t h e s e m a t t e r s m a y p o s e to 
Amer ican companies doing business in Europe post-
1992. The book ultimately is disappoint ing because it 
lacks in-depth discussions about carving market nich-
es and exploit ing already established market presence, 
as wel l as pract ical sugges t ions fo r U.S . bus inesses 
preparing for and dealing in a new economic environ-
men t . In short , the book is not a " h o w - t o " manua l . 
Perhaps one is sorely needed. 
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R e v i e w Essay 
Breaking Financial Boundaries: 

Global Capital, National Deregulation, 
a/zd Financial Services Firms 

by David M. Meerschwam. 
Boston: Harvard Business School Press, 1991. 

306 pages. $35.00. 

B. Frank King 

The reviewer is vice president 
and associate director of the 

Atlanta Fed's research 
department. 

here is a large body of literature analyzing the development of 
America 's financial system during the last two decades, but it says 
little of the international forces that helped to bring about the tran-
sition or of similar experiences in other nations. David M. Meer-
schwam adds a global perspective to the literature with Breaking 

Financial Boundaries, which examines post-World War II changes both in 
the international financial system and in domestic systems in Japan and the 
United Kingdom as well as the United States. After outlining the forces for 
change and their results and implications, he discusses the impact of newly 
integrated, and newly volatile, financial markets on (large) financial institu-
tions' management strategies. 

Meerschwam, a member of the Harvard Business School faculty, sees the 
vast, jarring changes in financial systems and institutions in the two decades 
since the demise of the Bretton Woods international exchange rate system as 
a story of the breakdown of barriers between financial markets in the global 
economy and within nations. He approaches the complex story primarily by 
analyzing the history of economies, institutions, and ideas and concludes 
that market integration has brought increased flexibility, f reedom, and effi-
ciency, as well as instability. These results, of course, have implications for 
financial institutions and their customers and for governments, which seek 
both efficient intermediation and economic stability. 
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71ie International Financial System 

Meerschwam begins with one of the subjects de-
signed to set his book apart—international forces that 
have affected financial evolution. The history he pre-
sents interweaves economists' ideas about international 
balance-of-payments adjustment and developments in 
the international exchange system. Its focal point is the 
impact on national financial systems of the early 1970s' 
breakup of the Bretton Woods fixed exchange-rate sys-
tem adopted at the end of World War n . This is the first 
of a series of discussions that cover the effects of the 
same basic forces in four only somewhat different eco-
nomic envi ronments—the United States, the United 
Kingdom, Japan, and the international economy. 

In contrast to later parts of the book, Meerschwam's 
treatment of international forces is steeped in the his-
tory of economic thought. His text is a helpful lay-
man ' s tour of two centuries of theory of international 
trade and finance; it is footnoted for more seriously in-
terested readers. The author outlines the development 
of intellectual backing for f ixed exchange rates sup-
ported by the gold standard. He illustrates how the 
Keynesian revolution in the 1930s ushered in the de-
velopment of more or less nihilistic theories that cast 
doubt on whether economies would move toward an 
equilibrium balance of trade under any exchange-rate 
system. 

What had emerged out of the interplay of ideas by 
the mid-1960s, Meerschwam argues, was professional 
confusion among economists about the nature of the 
international adjustment mechanism and strong sup-
port of f lexible, market-determined exchange rates. 
There were three main arguments for f lexible rates: 
that they yielded economic eff ic iency at little cost, 
that they secured exchange rate stability through sta-
bilizing speculation, and that they protected govern-
men t s ' domest ic moneta ry and fiscal policies f rom 
external influences. 

By the early 1970s substantial trade imbalances in 
several large trading countries and, eventually, a run 
on the dollar led to crises which demonstrated that the 
Bretton Woods system was unworkable. And, Meer-
schwam contends, with no strong intellectual support 
for a remodeled fixed rate system, the nations of the 
world chose to adopt a market-oriented flexible rate 
system. 

The main point the author makes is that rate flexi-
bility did not protect countries ' domestic policies from 
external forces. Rather, during the oil price shock of 
1973-74, as governments around the world found it 

quite difficult to accommodate the externally generat-
ed supply restrictions, flexible rates merely allowed 
national pol icymakers to delay controlling inflation. 
Their procrastination promoted much more volatile 
e c o n o m i e s , w h i c h in tu rn g e n e r a t e d m u c h m o r e 
volatile domestic inflation rates and international capi-
tal flows. 

Existing markets evolved and new markets and fi-
nancial instruments were developed to facilitate these 
f lows and manage the risks that accompanied them. 
As markets changed, so did ways of doing financial 
bus iness . G o n e were the old " ru les of the g a m e , " 
which had emphasized controlled prices, strong cus-
tomer relationships, and segmented product markets. 
Large financial institutions were virtually required to 
compete in the new and evolving markets if they were 
to survive. 

iVational Financial Systems 

The double volatility of inflation rates and interna-
t iona l cap i t a l f l o w s i n e v i t a b l y a f f e c t e d n a t i o n a l 
economies around the globe. Meerschwam examines 
three important domest ic f inancial sys tems—in the 
United States, Japan, and the United Kingdom—that 
conve rged toward s imi lar o rganiza t ion dur ing the 
1970s and 1980s. These three systems had evolved 
over long periods of time in differing economic and 
cultural conditions. By the 1940s these countries had 
reached different levels of (a) concentrat ion of pri-
vate financial institutions and government influence, 
(b) formality of relationships between government and 
financial institutions, and (c) the extent to which gov-
ernment operated to allocate credit. 

M e e r s c h w a m points out, however , that even di-
verse cultural and economic conditions did not pre-
vent marked common organizational characteristics. 
In each economy financial institutions operated under 
strong government influence. In each, financial prod-
uct markets were segmented by institution and impor-
tant financial prices were controlled. Dealings between 
financial institutions and their customers were influ-
enced much more by relationships than by (often con-
trolled) prices. In the early post-World War II era, 
these conditions combined with relatively stable eco-
nomic climates in each country to make most finan-
cial institutions profitable and to limit the incentive to 
innovate. 

The period during which the three financial systems 
fit the above descr ip t ion was actual ly qui te short . 
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Meerschwam suggests the 1950s and 1960s; however, 
one might take a year or two off each end. Even during 
these two decades forces for change were operating. 
By 1963, for instance, the negotiable certificate of de-
posit allowed larger U.S. banks to tap the money mar-
kets at home and abroad for funding, providing a major 
addition to competition in money and loan markets. 

It is in the discussion of forces for change, both do-
mestic and international, that Meerschwam makes one 
of his most valuable contr ibut ions. Building on his 
earlier discussion of developing international capital 
f lows and markets, the influence of flexible exchange 
rates on macroeconomic policy formulation, and the 
attraction of foreign operations to large financial insti-
tutions, Meerschwam argues convincingly that these 
forces overcame national economic and cultural id-
iosyncracies to bring about further convergence among 
national systems. National parallels are clearly dis-
played: national markets became increasingly interna-
tional, and in each market prices became increasingly 
market-determined and flexible, market segmentation 
was substantially reduced, and government relations 
were amended. 

Less convincingly, the author contends that crum-
bling market barriers have caused significant financial 
instability. Each of the three nations he discusses cer-
tainly had its financial crises in the 1970s and 1980s, 
exh ib i t ing m o r e vola t i le in teres t ra tes and capi ta l 
flows. While inflation promoted market integration, it 
probably also played a major role in financial insta-
bility by generat ing excessive expectat ions of asset 
appreciat ion and volati le interest rates. In addit ion, 
Meerschwam mentions government subsidies to bank 
risk-taking, which appear in each country 's financial 
s y s t e m , but g ives t he se no se r ious d i s c u s s i o n as 
sources of p r o b l e m s fo r f inanc ia l ins t i tu t ions and 
volatility for financial systems. 

Meerschwam claims that the forces he discusses lie 
at the base of the evolution in both international and 
national systems. However, he gives only superficial 
treatment to a crucial set of developments—the rapid 
advancement of information-communications and data-
manipulation technology and of intellectual techniques 
for va lu ing complex f inancia l assets and assess ing 
their risk that have played a major role in financial 
evolution since World War II. This progress has made 
the information that those engaged in financial trans-
actions require—and that financial institutions make 
their money by providing—cheaper to acquire, pro-
cess, and communicate and has increased the precision 
and accuracy of analysis. Meerschwam's failure to ad-
dress this topic adequately is a significant shortcom-

ing, for without these developments it is difficult to 
imagine that segmented national and international f i-
nanc i a l m a r k e t s w o u l d h a v e o p e n e d up, tha t the 
n u m b e r and c o m p l e x i t y of f i n a n c i a l i n s t r u m e n t s 
and t ransact ions could have increased, and that the 
price and relationship flexibility that have been char-
acteristic of the past two decades would have been in-
t roduced . It is not that the state of the art entirely 
determines developments , but it can be argued that 
many private and public decisions about how to react 
to the pressures of the international economy would 
have been different had not substantial innovations in 
communication and analysis occurred. 

institutional Strategies 

Whatever their root causes , changes in f inancial 
systems present financial institutions' managers with a 
new set of challenges. Meerschwam turns to these in 
the final section of his book. Unfortunately, this dis-
cussion suffers from the author 's certainty that finan-
cial systems will cont inue to undergo complex and 
unpredictable change. In the face of such change, con-
fidence and concreteness fade and generic discussion 
takes their place. 

His first attempts to outline strategy are appropri-
ately cautionary. Through discussions of Continental 's 
energy lending, Citibank's L D C adventures, Morgan 
Stanley's demanding entry into the Tokyo market, and 
the Crédit Suisse joint venture with First Boston, he il-
lustrates some of the pitfalls of seemingly appropriate 
strategies gone awry. 

Building on these introductory discussions, Meer-
schwam emphasizes the rapidity of change in financial 
products and markets, the integrated nature of finan-
cial products, and the potential contestability of most 
financial markets. This line of thought leads him to the 
dilemma so often apparent in others ' discussion of fi-
nancial f i rms ' strategy: Should a financial institution 
choose a niche or offer a wide selection of integrated 
products? To his credit, Meerschwam does not back 
down f rom the diff icul t quest ion by select ing both. 
Rather, he points out that of fer ing a broad array of 
products involves substantial difficulties: transfer pric-
ing, a l loca t ing compensa t i on , and cost con t ro l , to 
which one might add risk management. He then sug-
gests that value added depends on taking advantage of 
marke t anomal i e s , p roduc t ion e f f i c i ency , super ior 
ability to join firm and employee resources, and infor-
mation advantages. These ideas do not differ greatly 
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from suggestions many others have offered for many 
other types of firms. 

The author 's final foray into strategy leads him to 
the raison d 'ê t re for financial intermediaries—infor-
mation advantage. He believes that future advances in 
communicat ions and analysis technology may make 
information processing far less costly to members of 
the public, thus eliminating or severely diminishing 
the need for financial intermediaries' value added. In 
such an event, financial intermediaries would be left 
with (possibly transitory) knowledge advantages to be 
exploited through advisory services. 

.Summary 

Breaking Financial Boundaries makes four claims 
to value added: It bridges a gap between the extensive 
academic literature on recent financial evolution and 
the business managers who need to be in the know but 
have little t ime for or famil iar i ty with the argot of 
academia. Second, Meerschwam's work emphasizes 
international forces that are important bases for under-
s tanding deve lopmen t s in f inancia l sys tems in the 
1970s and 1980s and developing business strategies 
for the future. Further, the book shows how this evolu-
tion has been influenced by interactions among finan-
cial f irms, national financial systems, and the global 
financial system. Finally, Breaking Financial Bound-
aries provides guidance for managers of financial in-

stitutions on their best approach to the global financial 
system's changing condition. 

T h e au thor c lear ly ach ieves h is f i rs t goa l . T h e 
bridge f rom academics to the practitioner is solidly an-
chored with copious footnotes to academic literature at 
the same t ime that it is, fo r the most part , built of 
s t ra ight forward, unders tandable stories of develop-
ments in international and national markets. For those 
familiar with the more scholarly literature there is little 
new here, but the author 's aim was integration rather 
than creation. 

The other three goals are not as well achieved as 
the first. The book's international perspective does in-
deed broaden reade r s ' unders tand ing of impor tant 
evolutionary forces. However, it gives short shrift to 
important elements related to information processing 
and risk subsidies. 

Analyses of interactions among financial markets, 
financial firms, and governments are common in schol-
arly work as well the popular press. Meerschwam is 
neither the first nor the most successful in pointing out 
interactions. 

Meerschwam's concluding consideration of corpo-
rate strategies is his most difficult challenge, and it is 
this section of the book that disappoints most. His dis-
cussion reads rather like a long conversation, carried 
on well past midnight—interesting and insightful if one 
was there but difficult to follow when recounted. Read-
ers not willing to work hard on integrating its elements 
would be well advised to skip it, settling for the signifi-
cant added value in the book's first three sections. 
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eview Essay 

Cheating the Government: 
The Economics of Evasion 

by Frank A. Cowell. 
Cambridge, Mass.: MIT Press, 1990. 

267 pages. $29.95. 

William C. Hunter 

I am wil l ing to bet that , as long as taxes have existed, so has tax evas ion , 
which puts the black e c o n o m y , as an act ivi ty, on a par with the oldest pro-
fess ion. 

— K e n t Mat thews 

The reviewer is vice president 
and senior economist in 

charge of basic research 
in the Atlanta Fed's 

research department. 

ike politics, religion, or sex, tax evasion is a subject that tends to 
evoke strong reactions—outrage, remorse, curiosity, or incredulous 
admiration, to name a few. And, like politics, the subject becomes a 
prime topic of conversation on a regular bas is—around April 15 
each year in the United States. Once considered unworthy of serious 

economic analysis because of its presumed triviality in quantitative terms or 
the extreme difficulty that unreliable or inaccessible data create for empiri-
cal research, the study of tax evasion has attracted increased scholarly inter-
est in recent years. 

Among economic crimes in the United States, income tax evasion is per-
haps one of the most widespread, and the growth of various tax scams has 
undoubtedly contributed to fiscal problems not only at the federal level but 
also for state and local governments. The economic costs of evasion are nu-
merous; two of the most important are lost government revenues, which 
must be recovered through tax programs with higher administrative costs, 
and the inequity between evaders and honest filers. In addition to these ob-
vious economic costs, the mere existence of the problem has a rather dis-
turbing implication for traditional public f inance theory. 
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.Normative and Positive 
Approaches to Tax Policy 

Questions related to tax policy are addressed in the 
fields of public economics and public finance. What 
types of goods should be taxed? H o w progress ive 
should the income tax be? What should be the balance 
between taxation of commodities and the taxation of 
income? Such questions have occupied many of the 
leading economis t s of the last two centur ies , f r o m 
Adam Smith, John Stuart Mill , Francis Edgewor th , 
and Knut Wicksell to A.G. Pigou and Frank Ramsey. 
While much of the nineteenth-century literature was 
concerned with enunciating general principles to guide 
tax policy—that is, normative questions such as those 
listed a b o v e — m o d e r n analysis of taxation first de-
scribes the effects of taxation and then applies criteria 
(usually a social welfare function) to evaluate those 
effects . This view splits the subject into a logically 
prior positive side and a subsequent normative side on 
which value judgmen t s are in t roduced. Among the 
fo rmer are such issues as the consequences income 
and wealth taxation have for risk-taking, the effects of 
different forms of business taxation on investment and 
profit distribution, the effects of tax policy on the na-
tional debt and the national savings rate and growth, 
and the different impacts of tax laws on various seg-
ments of the population—that is, issues related to the 
incidence of taxation. 

Most of the modern theory of public economics 
rests on the notion of an all-knowing and all-powerful 
state (or central planner) implementing tax policy in a 
manner that maximizes societal welfare. This view, in 
turn, implies the existence of complete markets and the 
absence of externalities. (Externalities are costs and 
benefits not properly accounted for by the price sys-
tem and whose existence implies that the overall wel-
fare of society is not maximized in a market system.) 
However, one could argue that the existence of tax eva-
sion is prima facie evidence of the existence of exter-
nalities. Costs associated with tax evasion, for example, 
are not borne exclusively by the evaders. Thus, some 
of the fundamental assumptions underlying much of 
modern public economics can be called into question. 
It is not surprising, then, that the subject of tax evasion 
and the so-called hidden or underground economy has 
provoked considerable academic controversy and in-
terest. 

In Cheating the Government: The Economics of 
Evasion, Frank A. Cowell provides a systematic sur-
vey of the literature addressing the economics of the 

hidden or underground economy and tax evasion. He 
also formulates and solves a series of rigorous theoret-
ical models deal ing with the various choices, deci-
s ions, and consequences of tax evas ion . Cowel l , a 
professor at the London School of Economics , is a 
noted authority on the economics of tax evasion and 
public f inance and has made numerous contributions 
to the literature. 

To the disappointment of some potential readers, 
Cheating the Government is not a handbook or users' 
guide to avoiding the payment of taxes. It is a scholar-
ly and tightly argued book written primarily for the 
public f inance specialist or professional economist . 
However , because it reviews empirical evidence on 
the magnitude of tax evasion in the United States and 
several other countries, it may be of interest to a more 
general audience as well, including those interested in 
tax policy from a more practical perspective. 

What Is Tax Evasion and 
How Significant Is It? 

T h e income tax has m a d e more liars out of the A m e r i -
can people than golf has. 

— W i l l Rogers 

In my mind the simplest definition of tax evasion is 
that it is a deliberate attempt by an individual or com-
pany to defraud the tax authorities by giving false fig-
ures for or not declaring revenue or income, expenses, 
or assets for tax assessment. This description is to be 
distinguished f rom tax avoidance, which is the mini-
mizing of tax liability by legal means. As simple as 
these def ini t ions are, the boundar ies separat ing tax 
evasion from tax avoidance are not as clear. This lack 
of clarity perhaps explains why most of the first two 
chapters of Cheating the Government is devoted to de-
lineating the boundaries between tax evasion and tax 
avo idance and to de f in ing the scope of the under-
ground economy. 

This ambiguity appears to be rooted in quest ions 
related to legality, ethics, and politics as well as eco-
nomics. For example, in a purely legal sense evasion 
is beyond the law whi le avo idance is not. From a 
moral standpoint certain types of avoidance may be 
viewed as "just as bad" as evasion and deserving of 
the s ame t r ea tmen t . F r o m a po l i t i ca l p e r s p e c t i v e 
evasion and avoidance may be considered two arbi-
trary segments of a cont inuum that s t retches f rom 
tax planning for chi ldren 's education to the f r inges 
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of extortion. While each of these distinctions carries 
some force , the perspect ive Cowel l o f fe r s is more 
exact . F rom the v iewpoin t of pos i t ive economics , 
Cowell argues that it is the certainty associated with 
tax avoidance that distinguishes it f rom tax evasion. 
In other words, avoidance in the strictest sense im-
plies certainty on the part of the taxpayer at the time 
he makes decis ions about deploying his assets and 
reporting to the tax authority. Evasion activities, on 
the other hand, involve a taxpayer ' s making a deci-
sion or decisions while still uncertain about his even-
tual tax liability. 

The logic of Cowell ' s distinction is as follows. If 
the law essentially ignores a part icular form of tax 
evasion, then, as far as the consequences to individual 
taxpayers are concerned, engaging in that form of eva-
sion is no different from legitimately avoiding taxes. 
Conversely, if a particular avoidance scheme is actual-
ly the subject of legal doubt, or liable to substantial 
arbitrary penalty, then, as far as the economic conse-
quences to the taxpayer are concerned, engaging in 
that scheme is equivalent to participating in manifestly 
illicit tax evasion. 

Despite the difficulties in defining tax evasion, the 
c o n s e n s u s v i e w a p p e a r s to be tha t m o n i e s los t 
through evasion amount to as much as 2 to 10 percent 
of gross national product in most Western industrial-
ized economies. For example, 5 percent is reasonable 
for the United Kingdom (C.V. Brown et al. 1984); the 
U.S. Treasury Department (1979, 1983) has suggested 
6 to 8 percent for the United States; and reports of 8 
to 15 percent exist fo r S w e d e n ( Ingemar Hansson 
1985). If these est imates contain any bias, they are 
likely to underes t imate the phenomenon , given the 
difficulty of identifying evaders. In addition, the size 
of these estimates depends on the methodology em-
ployed. 

.Estimating the Extent of Tax Evasion 

Measuring the extent to which an economy suffers 
from tax evasion is problematic because this measure-
ment is inextricably tied to the size of the hidden or 
underground economy. According to Cowel l , in its 
broadest sense the underground economy encompass-
es all unmeasured economic activities, that is, activi-
ties that go unrepor ted or unmeasured by socie ty ' s 
current techniques for monitoring economic activity. 
This definition includes activities excluded f rom the 
country's gross national product accounts by conven-

tion as well as those excluded because they evade the 
measurement process. It is important to dist inguish 
transactions associated with tax evasion f rom other 
u n m e a s u r e d but legal t r a n s a c t i o n s — f o r e x a m p l e , 
household production and cooperative activities. Such 
activities are certainly part of the hidden economy but 
are not illegal per se, and there is no explicit attempt 
made to measure them or include them in official na-
tional accounts. 

As noted above, the underground economy encom-
passes activities that, although included in the defini-
tion of measurable economic activity, escape current 
measurement techniques. Unreported income and cer-
tain fringe benefits as well as the production of illegal 
goods or services fall into this category. Clearly, using 
any given defini t ion of tax evasion, problems arise 
because a certain number of economic t ransact ions 
will not fit neatly into any category and because, un-
der the existing legal or social structure, activities tak-
ing place in one sector of the economy (for example, 
the underground economy) will produce relevant ef-
fects on the other (the measured economy). A simple 
example given in Cheating the Government illustrates 
how nebulous these boundaries can be. Suppose that a 
homeowner decides to repaint certain rooms in her 
house . She can employ a pa in te r and pay cash on 
which the taxes are evaded, or she may undertake the 
painting herself. The former transaction falls in the 
realm of the illegal side of the underground economy, 
whi le the lat ter is c lear ly part of the legal under -
ground economy. The homeowner ' s choice between 
the two transactions can be modeled as the outcome 
of a s t anda rd o p t i m i z a t i o n p r o b l e m in wh ich the 
h o m e o w n e r chooses the t ransact ion that yields the 
max imum utility subject to the constraints imposed 
by household budget and existing social and legal in-
stitutions. 

In the second chapter of Cheating the Government 
Cowell reviews the methods, both direct and indirect, 
that economists employ in estimating the size of the 
underground economy. Direct methods include projec-
tions based on the results of intensive audits of individ-
ual taxpayers (or samples of taxpayers) and projections 
based on the results of surveys of individuals ' eco-
nomic activities and attitudes. These methods concen-
trate on the tax evasion aspect of the underground 
economy and can provide reliable though conservative 
estimates of this sector 's size.1 

In the United States the most notable attempts to 
measure the extent of unreported income by extrapo-
lating from the results of intensive taxpayer audits are 
conducted by the Internal Revenue Service as part of 
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its Taxpayer Compliance Measurement Program. This 
program has been in e f fec t since 1963 and supple-
ments the quick checks made on all tax returns and the 
more detailed audits conducted on suspicious returns. 
The Taxpayer Compliance Measurement Program in-
volves extens ive audi t ing of approximate ly 50 ,000 
r a n d o m l y chosen t axpayers whose tax re turns are 
matched against information on interest payments and 
dividends as reported by businesses and other organi-
zations as well as individuals who report substantial 
income related to services rendered. An obvious prob-
lem with such tax compliance programs is that they do 
not include individuals who simply do not file tax re-
turns.2 A conservative estimate for 1981 derived using 
t he se m e t h o d s i n d i c a t e s tha t u n r e p o r t e d i n c o m e 
amounted to 8 percent of GNP.3 

Indirect methods of estimating the size of the under-
g round e c o n o m y m a y use as a gauge cer ta in dis-
crepancies between various economic quantities or in-
dicators or may be based on the assumption that there 
are stable relationships among various aggregate mon-
etary measures. The expenditure-income discrepancy 
method relies on the assumption that, while some in-
come earned by individuals will go unreported or un-
derreported, much of it will eventually show up in the 
form of expenditures. Evaluat ing the di f ference be-
tween the amount of income in the economy's nation-
al income accounts and income est imates based on 
adjusted tax returns yields an estimate of the size of 
the underground economy and tax evasion. The U.S. 
Commerce Department 's Bureau of Economic Analy-
sis estimated the expenditure- income discrepancy to 
be about 5.5 percent for the United States in 1968. Es-
timates for other countries based on this method are 
4.7 percent for Sweden in 1978, 6 percent for Den-
mark in 1977, 9 percent for West Germany in 1968, 
about 20 percent for Belgium in 1970, 23 percent for 
France in 1965, and 10 percent for employees and 
23 percent for self-employed individuals in Italy in 
1980. 

Some indirect methods for estimating the extent of 
tax evasion and the size of the underground economy 
are derived f rom the analysis of the economy's mone-
tary aggregates. The currency denomination approach 
is based on the notion that there is a positive and direct 
relationship between the size of the underground econ-
omy and the number of large-denominat ion bills in 
circulation—in other words, as the size of the under-
ground e c o n o m y increases , so does the number of 
large bills required to facilitate unreported and untaxed 
payments . For example , in the United Sta tes f r o m 
1960 to 1970, while the supply of small-denomination 

bills ($1 to $10) increased by 37 percent, the stock of 
large-denomination bills rose by more than 75 per-
cent.4 From 1966 to mid-1978 the stock of $100 bills 
increased by more that 250 percent. Similar results 
are reported for other developed countries. Interesting 
as this type of estimate is, this approach is not taken 
very seriously because it has many shortcomings. For 
example , inf lat ion could account for the growth in 
large-denomination bills. 

A somewhat more reliable indirect method is the 
currency-to-demand-deposit-ratio approach. This ap-
proach assumes that the size of the underground econ-
omy can be garnered f rom the ratio of outs tanding 
currency to demand deposits held in the commercial 
banking system. It relies on there being a stable and 
predictable relationship between the cash held by the 
private sector and the total monetary base. By fixing a 
date at which the underground economy is assumed to 
be virtually nonexistent, the size of the underground 
economy can be estimated by observing the growth of 
currency in excess of the monetary base. This approach 
was first used by Phillip Cagan (1958) and further de-
veloped by Peter M. Gutmann (1977) and Edgar Feige 
(1989). 

Two other methods of estimating the size of the un-
d e r g r o u n d e c o n o m y are the l abo r -marke t and the 
causa l -model ing approaches . The labor-market ap-
proach holds that a low labor force participation rate 
can be used to explain the size of the underground 
economy if the rate is out of line with some base peri-
od or with par t ic ipat ion ra tes in s imilar ly s i tuated 
countries. The causal- (or soft-) model ing approach 
essential ly ident if ies those variables that should be 
correlated with the size of the underground economy 
and feeds various values of these variables into larger 
structural models of the economy in an attempt to pro-
vide reasonable estimates. 

All of these methods suffer from the fact that they 
rely on restrictive and, in many cases, untestable as-
sumpt ions , such as the ex is tence of a un ique base 
per iod du r ing which the s ize of the u n d e r g r o u n d 
economy was negligible or the notion that the veloci-
ty of circulation of cash in the underground economy 
is the same as the velocity of circulation of money in 
the regular economy. A more glaring policy-related 
weakness associated with these methods is that, al-
though they use evidence from the demand side of the 
economy, they are o f ten used to d raw conc lus ions 
concerning the supply side of the underground econo-
my—to estimate, for example, the extent to which un-
employed individuals are active in the underground 
economy or the amount of tax evasion that occurs. 
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Why Do People Try to Evade Taxes? 

T h e avo idance of taxes is the only pursui t that still 
carries any reward. 

— J o h n Maynard Keynes 

In Chapters 3 through 6 of Cheating the Govern-
ment Co well provides answers to the above question 
by examining formal models of the rational taxpayer, 
the taxing authority, and the production side of the un-
derground economy. Examining the taxpayer, the au-
thor uses an approach s imilar to that in the publ ic 
economics literature, which assumes that the rational 
taxpayer acts to maximize expected utility based on 
his or her perceptions of the probabilities that evasion 
will be detected and penalized, the nature of the penal-
ty, and the taxpayer 's income and degree of risk aver-
sion. The potential gain f rom evasion is the amount of 
tax liability not paid; the potential costs are the penal-
ties (which might be monetary, criminal, psychologi-
cal, or some combination of these) that the taxpayer 
would suffer if evasion is detected and successfully 
prosecuted. 

Co well 's answers to the question of why taxpayers 
cheat are numerous but fairly intuitive and have to do 
with the t rade-off the taxpayer makes be tween the 
utility received f rom cheating and not being caught 
and the disutility associated with cheating and being 
caught . For example , Cowel l ' s model predicts that 
more risk-averse individuals tend to evade less and 
those with higher incomes tend to evade more and 
that the larger the general economy is relative to the 
individual taxpayer, the more likely the individual is 
to attempt evasion. As would be expected, Cowell ' s 
analysis also indicates that increasing the probability 
of detection reduces the incidence of evasion and that, 
under certain conditions, tax cuts without any changes 
in the penalties for evasion will tend to increase the 
amount of evasion while under other condit ions in-
creases in the progressiveness of taxes can reduce the 
amount of tax evasion. 

The results obtained for taxpayers in the aggregate 
are more complicated and depend on the relationships 
among the parameters in the model. However, at the 
aggregate level Cowell ' s model predicts that evasion 
will vary considerably with the type of income earned 
and individual characteristics (for instance, individu-
als have a relatively low propensity for underreport-
ing income when compared with, say, f a rmers and 
o thers repor t ing bus iness income; mar r i ed peop le 
evade more than single persons; and younger people 

evade more than older persons). In addition, the model 
predicts that higher disposable income combined with 
lax enforcement efforts will result in more evasion and 
that evasion generally increases with increases in the 
tax rate—that is, there is less compliance among tax-
payers in brackets with higher marginal tax rates.5 Af-
ter reading Cowell 's discussion of the reasons people 
evade taxes, one is struck with the idea that if evasion 
rises with increases in the tax rate, then lowering tax 
rates may actually increase the total tax revenues col-
lected by the government if evasion is reduced signifi-
cant ly . T h i s t y p e of t h ink ing , c o m b i n e d with the 
supply-side notion that lower taxes also significantly 
stimulate business activity, undoubtedly informed the 
tax cuts of the early 1980s. 

T h e examples d iscussed here are only a f ew of 
many interesting insights provided by Cowell 's analy-
ses of the rational taxpayer, the taxing authority, and 
the in te rac t ions be tween regular and unde rg round 
economies. Although Cowell ' s theoretical results are 
occas ional ly amb iguous and requi re restr ic t ive as-
sumptions to produce predictions that conform to ob-
served empirical evidence, he makes it clear that tax 
policy can have wide-ranging and long-lasting effects 
on the entire gamut of economic activity structure, 
f rom businesses' choices of capital investment to indi-
vidual citizens' occupational choices. Tax enforcement 
policy can have similar effects. 

Stamping Out Tax Evasion 

If you can ' t do the t ime, d o n ' t do the cr ime. 
—Robert Blake as Beretta 

If you can ' t pay the f ine, d o n ' t do the cr ime. 
— A n o n y m o u s 

Chapters 7 and 8 of Cheating the Government ad-
dress the public policy issues related to tax evasion 
and the underground economy. Within the context of 
the basic model developed in chapter 4, Cowell shows 
that tax evasion can be eliminated through the proper 
use of legal penalties and fines. However, to his credit, 
Cowell is quick to point out that the "model" solution 
is not very appealing or practical. In particular, given 
such considerations as the real resource costs associat-
ed with enforcing compliance at the levels necessary 
to eliminate evasion and the unjust nature of the fines 
that would be required, the solution of increased fines 
and stronger legal penalties is simplistic. Furthermore, 
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reducing the level of evasion to zero too quickly could 
have adverse effects on national income and the stan-
dard of living. These considerations point out the dan-
gers involved in using such a s impl i f ied model to 
make public policy prescriptions. 

Cowell next explores ways in which tax administra-
tion (enforcement and collection) can be improved. He 
develops several simple rules for efficient tax adminis-
tration using the analytical f ramework developed in 
earlier chapters. As is the case with most resource al-
location problems in economics, the simplest rule for 
ef f ic ient tax adminis t ra t ion ba lances the costs and 
benefits associated with carrying out enforcement and 
collection activities. For example, antievasion instru-
ments should be set in such a way that the expected 
revenue raised by a marginal change in each instru-
ment should exactly equal the marginal cost of chang-
ing that instrument. Using this rule, if the marginal 
benefit of a particular instrument happens to exceed its 
marginal cost, then using that instrument more inten-
sively should increase benefits . However , this logic 
presupposes that the "bene f i t " to be achieved by a 
tighter control of tax evasion is to be understood pure-
ly in terms of increasing the amount of revenue collect-
ed, that is, tax farming. It also presupposes consensus 
in ident i fy ing the costs associated with el iminat ing 
evasion. 

Again, Cowell does not advocate that the prescrip-
tion derived f rom this analytical model be fol lowed 
blindly. He stresses that such a simple rule neglects 
some rather important issues of economic policy. In 
cons ide r ing taxat ion pol ic ies the g o v e r n m e n t as a 
whole is presumably concerned with some notion of 
social welfare that is broader than just the amount of 
revenue it takes in. It should also take into account 
what the revenue is to be used for, who benefits f rom 
an enforcement policy, and resource costs other than 
those required to police the tax system. Issues such as 
social justice and efficiency of the production sector 
should be included in the policy agenda; otherwise, 
narrow-minded pursuit of a single objective is likely 
to lead to absurdities. Accordingly, Cowell argues, the 
rules for the design of enforcement and collection pol-
icy must be put on firm footing. 

The remainder of chapter 8 is devoted to establish-
ing this founda t ion for enforcement and col lect ion 
policy and then making recommendations for improv-
ing current tax administration policies. Cowell consid-
ers governmental budget , information, and political 
cons t ra in t s and p o n d e r s the appropr i a t e ob j ec t i ve 
function for the government along with the system re-
sponses it is likely to engender. Through careful anal-

ysis of these factors the author is able to offer several 
practical suggestions for improving the enforcement 
and collection aspects of tax administration. Switch-
ing from voluntary reporting systems to withholding 
systems, shifting f rom direct to indirect taxation, al-
lowing penalt ies for evasion to vary more directly 
with the amount of tax evaded, and moving toward 
nonrandom audit policies are just a few of Cowel l ' s 
prescriptions. 

In the book's final chapter Cowell reiterates that tax 
evasion is more than just a curiosity. Given the empiri-
cal ev idence in the publ ic f inance and publ ic eco-
nomics l i terature and the increas ing percen tage of 
income claimed as taxes in many countries, there is 
little doubt that the subject is worthy of serious eco-
nomic analysis. The questions and issues surrounding 
tax evasion lie at the heart of public finance and public 
economics, casting doubt on some conventional wis-
dom on the one hand and raising new and interesting 
paradigms on the other. 

5 o m e Closing Thoughts 

In Cheating the Government, Frank Cowell pro-
vides a comprehensive survey of the tax evasion litera-
ture and several insightful extensions of this literature. 
While the book will certainly become a basic refer-
ence work on the subject for some time, it is lacking in 
one area. Cowell does not examine in any detail the 
subject of revenue enhancement , that is, innovative 
ways for generating revenue to replace that lost to tax 
evasion. 

Beleaguered by declining tax revenues and mount-
ing expenditures, many state and local governments 
have sought alternative and novel revenue sources. 
State lotteries and legalized gambling are two respons-
es to this need to generate additional revenue. One ap-
proach that has been used by about twenty-eight states 
since 1981 is a tax amnesty. Like amnesties for over-
d u e l ib ra ry b o o k s or u n p a i d p a r k i n g t i cke t s , tax 
amnesties give individuals an opportunity to pay pre-
viously unpaid taxes without being subject to normal 
penalties or prosecution. While many states have gen-
erated large amounts of revenues with these programs, 
other states have been less successful . For example, 
New York collected $401 million and California, Illi-
nois, and Michigan each garnered more than $100 mil-
lion. In contrast, amnesties in North Dakota, Idaho, 
Texas, Kansas, and Missouri yielded less than $1 mil-
lion each. 
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Besides the fact that their potential to generate rev-
enues is uncertain, tax amnesties are also controversial 
revenue tools because of concern about their effect on 
voluntary compliance. Advocates of amnesties argue 
that a one-time amnesty may increase future compli-
ance if it is accompanied by greater expenditures for 

future enforcement and stronger penalties for evaders. 
Critics, on the other hand, contend that the long-run 
consequences could be less voluntary compl iance . 
Given the growing interest in amnes t ies in several 
states, thorough analysis of the long-term benefits and 
costs of tax amnesties is clearly called for. 

1. Typically, in making such projections, the tax authority can 
reliably report only on those violat ions of tax laws over 
which it has direct jurisdiction. Surveys, on the other hand, 
are subject to the problems of nonresponse, evasiveness, and 
misrepresentation because the respondents feel compelled to 
supply answers that are consis tent with f i led tax fo rms . 
Thus, these projections tend to be biased downwards. 

2. The IRS currently combines the information obtained f rom 
its Taxpayer Compliance Measurement Program with esti-
mates of unreported income made by the United States Gen-
eral Accounting Office to arrive at more accurate estimates. 

In 1979 the G A O estimated that about 5 million individuals 
failed to file tax returns. 

3. These methods have been applied extensively in other coun-
tries. See, for example, Brown et al. (1984) and Isachsen and 
Strtfm (1985). 

4. See " T h e Growing Appet i te for Cash , " Federal Reserve 
Bank of Chicago Business Conditions (Apr i l 1971): 16. 

5. See, fo r example , Feinstein (1991) for a recent detai led 
econometric analysis of income tax evasion and its detection 
based on the data contained in the Internal Revenue Service 
Taxpayer Compliance Measurement Program. 
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M U istory contains only a few individuals who have caused as 
! m much intellectual suffering as Johann Heinrich von Thiinen. 

It was Thiinen, an early nineteenth century Prussian econo-
t t mist, who brought the term "marginal" into the mainstream 

« . J L of economic analysis. As any student of economics can at-
test, there is no economic concept more venerated by professors and re-
viled by students than the idea of the "margin." Those students hoping to 
pass their first course in economics have to endure lectures featuring such 
narcolepsy-inducing concepts as marginal costs, marginal utility, marginal 
productivity, and marginal revenue. 

Yet the pall cast by Thiinen's work extends well beyond the confines of 
college economics courses into our everyday habits of thought. Thiinen's 
idea of the margin derives from his celebrated model of an urban area. Ac-
cording to this theory, economic forces would cause such an area to have a 
genuine city only at its core, surrounded by concentric rings of more or less 
rural areas. The intensity of crop cultivation and density of population 
would decrease with distance from the central city and would terminate "at 
the edge of a wild and uncultivated zone," representing the outer margin of 
civilization. As quaint as Thtinen's theory may sound to modern ears, this 
particular abstraction still shapes our "monocentric" language of urban con-
figurations: We still speak of "central business districts," even though they 
may be neither central nor businesslike, and "suburbs" whose commercial 
and manufacturing capacity often outstrips that of the central city. And too 
often our private decisions and public policy debates are still couched in 
such Thiinenesque terms. 
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Perhaps the primary message of Joel Garreau ' s 
Edge City: Life on the New Frontier is an eloquent plea 
for its readers to cast off the intellectual cobwebs of 
Thiinen's theory. In 1991 there are too many Gallerias, 
Silicon Valleys, Perimeter Centers, and other commer-
cial centers (Garreau dubs them "edge cities") located 
outside of traditional downtown areas for people to 
speak sensibly in terms of central cities and suburbs. 
However, the most enjoyable feature of Edge City is its 
unique and readable collection of insights as to why so 
much of the U.S. population and commerce is now 
concentrated in edge cities or, in more concrete terms 
(no pun intended), why in recent years so much of the 
United States has started to look like Los Angeles. 

One major factor contributing to the book's read-
ability is the author's competence as a journalist. Nine 
of the ten chapters of Edge City each deal with a spe-
cific U.S. metropolitan area and its various edge-city 
developments. It is clear that Garreau has amassed a 
goodly amount of detailed information on these metro-
politan areas, but he has managed to frame each area's 
situation in slightly different terms so that the presen-
tation never becomes boring or redundant. Each chap-
ter presents a fresh perspective on edge cities, offering 
new insights to both the local and national situation. 
The case of the Atlanta metro area, for example, is 
used to illustrate the black middle class's participation 
in the movement of commerce and population toward 
the edge cities. 

The most important characterist ic of Gar reau ' s 
analysis is the quasi-economic nature of his basic 
approach. In refreshing contrast to many previous 
studies, Edge City does not begin by presuming that 
indoor shopping malls and the other characteristic 
edge-city constructs manifest the Spenglerian decline 
of Western civilization. Instead, Garreau acknowl-
edges a number of reasons why rational people might 
prefer to live and work near major shopping malls and 
other edge-city developments, even though they might 
also find such developments aesthetically repugnant. 
He proposes that rational people might, for example, 
actually prefer shorter commuting times and the (at 
least perceived) mobility and status of commuting by 
automobile instead of by bus or train. People might 
prefer the cheaper housing and lower taxes historically 
offered by areas outside the central business district. 
People might prefer the security offered by a brightly 
lit, glass-elevatored, security-patrolled shopping mall 
to the relative insecurity of an older downtown shop-
ping district. Garreau's point is that much of the devel-
opment of edge cities is perhaps best explained as an 
attack of mass rationality (seeking out edge-city ameni-

ties) as opposed to an attack of mass hysteria (escap-
ing the "evils" of downtown).1 

Having admitted the possibility of rampant rational-
ity in the U.S. population, economists may also admire 
the analysis in Edge City for making a clear distinction 
between the rationality of individuals and the desirabil-
ity of market outcomes. To do this Garreau must at 
least implicitly calculate an economic equilibrium, 
which he does in Chapter 4. Rational people in the 
United States, it turns out, do want the convenience, 
low costs, and security offered by the urban periphery; 
yet at the same time there has not been a stampede to 
Dubuque. People want to enjoy the employment, shop-
ping, and amusement opportunities that are typically 
available only in urban areas. Garreau calculates that 
a successful major retail mall, for example, needs a 
quarter-million customers within a fifteen-minute drive. 
And in most metropolitan areas, the price of land dic-
tates that successful large malls will have to be mul-
tistory structures that include parking garages. The 
presence of such a mall, in turn, leads to other relative-
ly high-density development in the vicinity. According 
to Garreau, this process is the essential trade-off of 
edge-city developments: the density of development 
necessary to bring "urban amenities" to outlying areas 
tends to undermine the advantages of accessibility and 
cost that initially brought development to these areas. 
He reckons that the critical point for most edge cities is 
reached near or before the ratio of floor space to land 
area (FAR) is 1.5. Stated differently, it is very difficult 
to develop edge cities in which the total area of floor 
space exceeds the total area of the land by more than 
50 percent. At densities higher than 1.5 FAR, competi-
tion from newer, less densely developed edge cities 
makes additional growth difficult. 

This point is the single most important one of the 
book, and it bears repeating. For all of our newfound 
ecological consciousness, most Americans do not like 
to walk or use public transportation. Garreau reports 
that the upper limit on walking distances in the United 
States, outside of airports and the old downtowns, is 
about 600 feet; any further, and most people will go by 
car. Faced with the similar choice of living or working 
in a congested central business district (FAR typically 
5.0 or more), in a mature edge city (FAR approaching 
1.5), or in a new, less congested edge-city area (FAR < 
1.0), the new edge city will almost always win hands 
down. 

Garreau's arguments in favor of this point are tight-
ly spun and backed with illustrative anecdotes and cal-
culations. At the same time, he is careful not to let 
these arguments degenerate into apologia. Being well 
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aware of the TV-villain image that our society has as-
signed to commercial real estate developers, he takes 
great pains not to minimize the negative aspects as-
sociated with edge-c i ty deve lopments . G a r r e a u ' s 
journalistic abilities again come to the fore in his de-
scriptions of some of the more prominent developers, 
in which he skillfully manages to depict the people be-
hind the stereotypes. 

In fact, Edge City's most obvious shortcoming is 
that it is a bit too impartial in its assessment of the de-
centralization currently going on in U.S. metro areas. 
Granted, as a nation we seem to have strongly mixed 
views on what is happening, and Edge City reflects 
our wishy-washy state of mind. We are often outspo-
ken in our condemnation of new development and 
frequently just as outspoken on our right to live in 
single-family houses on half-acre lots. Although Gar-
reau very aptly shows how this conflict has led to the 
prevalent edge-city pattern of development, one still 
wants to ask where all of this is leading. Are we head-
ed toward a new era of Jeffersonian democracy, or 
does the continued construction of new and ever more 
remote edge cities amount to an urbanized version of 
"slash and burn" fanning? 

Garreau provides us only a few clues to the answers 
to these questions. First, he points out that edge cities 
are fairly new and that certainly their form will contin-
ue to evolve—for the better, one may hope. After all, 
he argues, even Venice was chaotic and ugly during its 
rise to power. Second, Garreau goes out of his way to 
point out that the form of edge cities is already chang-
ing in ways that many people would characterize as 
improvements. For example, negative reactions to the 
"freshly bulldozed" look of new office developments 
has given birth to what he calls the "great-big-oak-
trees-right-up-against-the-windows" look that is cur-
rently fashionable in office developments, together 
with "hanging-gardens-of-Babylon" parking garages. 
And in many edge-city communities (the book consid-
ers the case of Pasadena, California), local governments 
have adopted building codes that try to discourage the 
pervasive uniformity that often generates negative re-
actions to new edge-city areas. 

Despite such efforts, Garreau's treatment of these 
issues seems a bit too Panglossian. Having brilliantly 
drawn the distinction between the reasonable desires 
of the U.S. middle class (a three-bedroom home on a 
half-acre lot) and the only partially satisfactory result 
(edge cities), Garreau does not dig very deeply into 
the possible economic causes of and remedies for the 
perceived shortcomings of edge-city areas. An espe-
cially glaring weakness is the relative lack of treat-

ment of public finance issues. One wonders, for exam-
ple, Would the American penchant for suburban living 
be nearly so strong without the usual disparity in local 
tax rates between urban and suburban areas? Does the 
increasingly widespread exaction by local govern-
ments of "impact fees" for new developments lead to 
better-planned and more amenable edge cities, and to 
what extent do such fees discourage new develop-
ment? With the possible exception of the chapter on 
Phoenix, Edge City is uncharacteristically mute on 
such topics. 

Garreau s point is that much of the de-

velopment of edge cities is perhaps best 

explained as an attack of mass rationality 

.. .as opposed to an attack of mass hysteria. 

Similar concerns extend to the arena of government 
policy at the state and national levels. As an example, 
one cannot seriously study the housing market as one 
of the major forces behind the formation of edge cities 
without seeing the highly visible hand of government 
intervention. The U.S. housing industry is one of the 
most regulated, taxed, and subsidized industries in the 
country. Since its end product is so politically sensi-
tive, it is unrealistic to imagine that the industry will 
find itself in a laissez-faire environment at any time in 
the near future. Yet it is hard to accept that a better re-
placement could not be found for the current unwieldy 
and often contradictory amalgam of local, state, and 
national laws, regulations, and policies that attempt to 
influence the housing market. Unfortunately, Garreau 
does not share with his readers what must be his well-
informed opinions on this subject. 

One useful way of viewing such issues is from the 
perspective advanced by the noted economist Charles 
M. Tiebout.2 Tiebout's theory addressed the problem 
of how best to provide "local public goods"—com-
modities or services such as roads, water and sewer 
services, and police protection that are traditionally 
not priced in competitive markets but are provided by 
local governments and paid for with tax revenues. 
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Tiebout reasoned that the presence of mobile house-
holds would provide a reasonable approximation to 
the forces of a competitive market. That is, if people 
were allowed to "vote with their feet" and to choose 
freely among different communities with different lev-
els of taxation and investment in local public goods, 
then people would gravitate to communities that best 
matched their demand for these kinds of goods. 

The analysis in Edge City makes clear that "voting 
with your feet" has become very easy to do in the last 
decade. Technology and interstate h ighways have 
made it easier for people to behave in the way that 
Tiebout hypothesized. People are no longer voting 
only with their feet but with their car tires, computer 
modems, and fax machines. Clearly, by their choice 
of location, people and companies in this country are 
voting for a lower level of the types of public goods 
and services that are traditionally associated with 
large Cities. The urban amenities of public transporta-
tion, parks, sidewalks, and the like are not enough to 
lure people or their employers away from edge cities. 
As Garreau points out in his chapter on Phoenix, 
many people have chosen to opt out of the domain of 
local government entirely by living in private com-
munities. Yet it is not clear that an edge-city pattern 
of development, offering fewer traditional amenities, 
necessarily brings with it a correspondingly lower 
level of investment in local public goods. The diffuse 
automobile-oriented layout of most edge cities typi-
cally requires enormous public investment in roads as 
well as water and sewer utilities. And despite the suc-

cess of private developments in Phoenix and else-
where in the country, it seems doubtful that the full 
costs of this additional infrastructure can be entirely 
privatized. 

Although hard data are not available to prove the 
point, the move toward edge cities seems to imply a 
substitution of one sort of public good for another 
rather than a fundamental change in the degree of the 
public's demand for public goods. One line of think-
ing, consistent with Tiebout's view, is that this substi-
tution could indicate a shift toward a wider selection 
of public goods. Or it could represent, considering the 
cont inual construct ion of new, more remote edge 
cities, a movement toward a single, relatively uniform 
standard for the provision of public goods. Unfortu-
nately, Garreau fails to disclose any clear sense of the 
direction of what may well be a fundamental shift. 

To be sure, Edge City is at least partly excused for 
any shortcomings by Garreau's disclaimer, "I am a re-
porter, not a social critic." The book provides a finely 
detailed portrait of an important and often misunder-
stood change in the way that U.S. urban areas are or-
ganized. The phenomenon of edge cities certainly 
deserves more attention from the mainstream of the 
economics profession, not to mention other would-be 
social critics. It may be the case, as Garreau's more 
optimistic passages seem to imply, that edge cities rep-
resent a step toward a better form of social organiza-
tion. Or edge cities may represent a futile attempt at 
"city living with country taxes." Certainly this issue 
bears a closer look. 

N o t e s 

1. In addition to focusing on his main argument, Garreau also 
considers the effects of the production side of the economy, 
explaining how recent changes in transportation and commu-
nication technology have accelerated the movement to edge 
cities. The technological innovations of the past twenty years 
(computer networks, fax machines, and the like) have clearly 

contributed to the attractiveness of edge cities vis-a-vis tradi-
tional downtowns. Again, this rather obvious development 
has generally received short shrift in analyses of the "new 
suburbs." 

2. Charles M. Tiebout, "A Pure Theory of Local Expenditures," 
Journal of Political Economy 64 (October 1956): 416-24. 
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ery few scientific breakthroughs emerge whole cloth outside of a 
well-established discipline, which typically includes both a theo-
retical context and an empirical tradition. Most progress builds on 
accepted and widely scrutinized work, either extending or de-
bunking the findings of previous research. Consequently, most re-

search begins with a review of previous relevant studies. Economic research 
is no different. The economics profession regularly takes stock of the cur-
rent state of the discipline by evaluat ing the record since the last "b ig" 
breakthrough. These benchmarks constitute a map by which the discipline's 
development can be charted. A recent publication in this tradition, The State 
of Macroeconomics, edited by Seppo Honkapohja, is subtitled Proceedings 
of a Symposium: Whither Macroeconomics? Whi le the title promises a 
wider assessment than the contents deliver, the collection contains several 
valuable essays that critically survey deve lopments in macroeconomics 
since the mid-1970s. 

The book consists of nine essays with commentaries and is divided into 
four parts. The first contains broad overviews of modern macroeconomics 
and ends with an assessment of the discipline's current state f rom the practi-
cal perspective of empirical work and policy analysis. The second and third 
parts focus, respectively, on two topics pertinent to pol icymakers—labor 
markets and exchange rates. The final section looks forward by discussing 
open issues in macroeconomics. 

Macroeconomics is a young field. Many economic historians credit John 
Maynard Keynes with its emergence, in the 1930s and 1940s, as an approach 
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distinct f rom microeconomics. Generally, microeco-
nomics focuses on the composition of economic activ-
i ty—that is, the m a n n e r in which individual uni ts 
(consumers, households, f i rms) interact to determine 
the relative prices of goods and the quantities to be 
bought and s o l d — a n d on the a l locat ion of all the 
resources in an economy among competing uses. In 
contrast, macroeconomics focuses on the level of eco-
nomic activity, using highly aggregated data and sum-
mary measures of activity, such as employment, gross 
domestic product, and inflation. Macroeconomics is 
concerned with economic f luctuations—business cy-
cles—and what can be done about them. 

In asser t ing the ex i s t ence of an u n e m p l o y m e n t 
equil ibrium, Keynes defied the accepted wisdom of 
his day, which contended that unemployment exerted 
enough downward pressure on wages to eventual ly 
a l leviate unemploymen t ; hence , there could be no 
equil ibrium with unemployment . Keynes ' s assertion 
ignited a controversy that continued for years. A.C. 
Pigou, one of Keynes 's colleagues and a tenacious de-
fender of the or thodoxy Keynes at tacked, wrote in 
1950 acknowledging and defining the unique macroe-
conomic perspec t ive of K e y n e s ' s General Theory: 
"Nobody before him, so far as I know, had brought all 
the relevant factors, real and monetary at once, togeth-
er in a single formal scheme, through which their in-
terplay could be coherently investigated."1 Forty years 
later Robert Solow echoed this idea, arguing that, be-
fore Keynes, "there was no determinant model lurking 
behind the story te l l ing." 2 The State of Macroeco-
nomics r e f lec t s this v i e w p o i n t in that it eva lua tes 
macroeconomics as a discipline that requires a general 
unified theory but is still in search of one. The book 
focuses mainly on one manifestation of this search— 
the continued struggle with unresolved issues on the 
proper role of microeconomic principles in macroeco-
nomic theory and policy-making. 

Between the 1940s and the early 1970s there was 
little explicit micro content to macroeconomics. That 
is, macroeconomics lacked well-specified assumptions 
about the rules that guided individual decision-making. 
One of the major breakthroughs of the 1970s demon-
strated that the behaviora l a ssumpt ions impl ic i t in 
large-scale models of the economy were completely in-
consistent with rational behavior at the individual level. 
Thus exposed and chastened, macroeconomists sought 
respectability by attempting to impose consistent mi-
crofoundations on their macroeconomic models. 

After f if teen years of pursuing this laudable goal, 
the profession is humbled and at odds with itself. This 
book reflects that underlying d i lemma—each of the 

essays discusses an approach to establishing accept-
able foundat ions for some facet of macroeconomic 
research. In fact, this search for a general theory res-
onates throughout the entire macroeconomic literature 
of the last two decades. Macroeconomic models that 
are theoretically coherent, in that they have solid mi-
crofoundations, tend to be extraordinarily difficult to 
solve and are thus empirically irrelevant. On the other 
hand, models that deliver empirical implications have 
inadequate economic foundations, rendering them in-
appropriate for pol icy-making and forecast ing even 
though they may describe data very well. Without a 
careful specification of individual behavior (or, equiv-
alently, a " represen ta t ive" individual) , mode l s that 
mimic past economic conditions are useless for fore-
cast ing because they are based on the ou tcomes of 
events rather than the decis ion-making process that 
determines the response to events. For example, it is 
not difficult to find a simple relationship between the 
unemployment rate and wage growth when prices are 
stable. However , a model that excludes the way in 
which inflation expectations are incorporated into de-
cisions about wages and employment will fail to pre-
dict the unemployment rate/wage growth relationship 
once inflation expectations become a factor. Models 
that are invariant to the policy-setting (that is, that cap-
ture agents ' responses to underlying changes induced 
by new policy regimes) should be based on such fun-
damental factors as preferences, technology, endow-
ments, and information, but such factors are difficult to 
observe and measure. 

In response to these difficult ies some economists 
have taken the high road of exquisitely correct microe-
conomic foundations, which rarely yield insights useful 
to policymakers; others have taken the low road of in-
tense knowledge about local events (such as economic 
data), which, though useful within the context of an un-
changed setting, cannot be relied upon otherwise—a 
severe limitation. The profession continues to struggle 
with this dilemma, and more than one economist has, 
in despair, dismissed the empirical relevance of more 
than a decade ' s work on incorpora t ing micro- into 
macroeconomics . 3 Despi te discouraging progress in 
coming to terms with the practical implications of mi-
c roeconomic founda t ions , a large body of solid re-
search has accumulated over the last fifteen years, and 
it cont inues to be pursued. The State of Macroeco-
nomics examines only selected issues from this litera-
ture, but the selection is broad enough to reflect many 
of the contentious issues. 

In the first article, "New Classical Macroeconomics, 
A Sympathetic Account ," Bennett McCallum reviews 
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the 1970s ' and 1980s' debates on macroeconomics 
and lays the groundwork for issues discussed in the 
remainder of the book. He distinguishes two main ap-
proaches, referring to them as the new classical and 
Keynesian—the new guard and the old guard, respec-
tively. Many will argue that each of these two rubrics 
r e p r e s e n t s be l i e f s so d ive r se that they c a n n o t be 
grouped under the same umbrella. Still, McCal lum's 
dichotomy allows for a clear contrast, and the distinc-
tion is followed throughout the volume. 

The State of Macroeconomics could be retitled The 
New Classical Economics: Fact and Fiction because 
most of its content focuses on the role of the new clas-
sical approach in contemporary macroeconomics. The 
new classical approach, so called because it harks back 
to the era when all economic analysis focused on inter-
actions among individuals, is identified as attempting 
to deal explicitly with the microeconomic setting. 

McCallum identifies several traits at the heart of the 
new classical economics. The first is the equilibrium 
approach to economic mode l ing , "in which private 
agents optimize in light of their own objectives and 
constraints and markets clear." The phrase "optimize in 
light of their own objectives and constraints" describes 
rational behavior, which is taken for granted at the indi-
vidual level. This assumption appears to be uncontro-
versial, and it is. However, its implications for economic 
modeling are profound in that this assumption, while 
necessary for constructing a f ramework suitable for 
policy analysis, at the same time complicates the task. 
In contrast, the equilibrium approach's market-clearing 
assumption is quite controversial because it can be in-
terpreted as referring to instantaneously clearing mar-
kets, which would require flexible prices; not only is 
this assumption unrealistic, but it also complicates mod-
eling the imbalances that lead to cyclical fluctuations. 

The second feature of the new classical approach 
that McCa l lum cites is the natural rate hypothes is , 
which states that the rate of unemployment can be only 
temporarily moved away from the level consistent with 
stable prices and can be done so only by providing 
more or less inflation than anticipated. The acceptance 
of this hypothesis requires policymakers to acknowl-
edge limits, for example, to countercyclical policy and 
m a y lead t h e m to a c c e p t a m o r e l imi t ed role f o r 
macroeconomic policy in achieving social goals. 

In the development of the new classical literature, 
the equilibrium approach to economic modeling and 
the natural rate hypothesis were the core characteris-
tics. The third characteristic McCallum identifies—the 
superiority of rules over discretion in policy-making— 
is linked to the natural rate hypothesis but is more of a 

special case. Some characteristics of early new classi-
cal models yielded the result that discretionary mone-
tary policy actions could affect output and employment 
only if the policy could not be systematically anticipat-
ed. Otherwise, policy's effect was confined to influenc-
ing the price level. This theory was appealing in the 
late 1970s, when stagnant output and rising inflation 
appeared immune to policy actions. If only unsystem-
atic policy (that is, random or capricious actions) had 
real effects, then the only role for effective counter-
cyclical policy was in well-recognized rules that would 
limit price expectations. Later research showed that 
this result was a product of the extremely limiting as-
sumptions of the models used to explore policy effects 
and of the structure of expectations formation in those 
models. Later models did not exclude systematic ef-
fects on economic performance but did not necessarily 
deliver them either. Still, the dominance of rules over 
discretion demonstrated in the early models had an in-
tuitive appeal and a pertinence to then-current policy 
issues that made a lasting impression on the debate. 

McCal lum's most controversial claim for the new 
classical approach is his dismissal of bubbles (sunspots) 
as important for understanding fluctuations in econom-
ic activity. Bubbles are se l f - fu l f i l l ing expecta t ions , 
such as speculative booms in the stock market, that are 
not based on underlying changes in true value. In theo-
ry, sunspots can play an important role in generating 
cyclical fluctuations. The role of bubbles continues to 
be explored but is not one of the basic characteristics of 
the new classical approach. 

Both of the commenta r ies on M c C a l l u m ' s essay 
stress that the factors chosen by McCallum are neither 
necessary nor sufficient to define new classical theory. 
In general, the commenters object more to the exclu-
sion of important elements than to the inclusion of the 
four chosen by McCallum. 

In an essay titled "Keynesian Issues and Economic 
Theory," Jean-Michel Grandmont disagrees with part of 
McCallum's list, especially the discounting of bubble 
phenomena as important to explaining f luctuat ions. 
Grandmont identifies other factors as more definitive of 
the new classical approach to macroeconomics. He sees 
the new classical approach as encompassing the view 
that fluctuations are evidence of stability because the self-
adjusting mechanisms of free markets generate them. 

One contributor less sympathetic to the new classi-
cal macroeconomics , Michael Bordo, still identifies 
valuable contributions from it. He acknowledges theo-
retical developments f rom the new classical literature 
as justifying a good deal of eclecticism in macroeco-
nomic policy-making. He cites two factors characteristic 
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of new classical models—the importance placed on 
fo rward- look ing behav ior and the recogni t ion that 
price and wage decisions are made at different t imes— 
as both changing forever the way decisions are mod-
eled regardless of the theoretical setting. Each of these 
characterist ics, he argues, can be incorporated into 
nonclassical models without t ransforming them into 
classical models with classical policy implications, in-
sofar as classical pol icy implicat ions are general ly 
characterized as strongly limiting the role of counter-
cyclical monetary policy. Bordo also claims that the 
empirical relevance of many of the new classical char-
acteristics is quite limited compared to the theoretical 
contribution. For example, while forward-looking ex-
pecta t ions and f lexib le prices are " r ea sonab le" as-
sumptions, it may be necessary to make unreasonable 
assumptions about just how forward-looking and how 
flexible they must be to achieve the results claimed in 
the new classical models. Bordo also stresses that the 
debate opened by new classical theoretical develop-
ments about expectations has led to a recognition of 
the important role of political factors as well as policy-
maker credibility and commi tment in the economic 
policy debate . Aga in , these e l emen t s have p roved 
widely applicable outside the new classical setting. 

The quest ion of proper microfoundat ions , which 
dominates the broad issues discussed in the book's first 
section, also plays a central role in the other sections, 
which deal with labor markets, open-economy macroe-
conomics, and methodology and future research. These 
questions are important especially in the issues of wage 
and price stickiness and exchange rate determination, 
but they appear even in the discussion of methodology. 

T h e pers is tence of high unemploymen t in many 
economies for almost twenty years (since the first oil 
price shock in 1973) has stimulated a good deal of re-
search into labor markets. This persistence is difficult to 
explain without the assumption of extreme inflexibility 
in wages. That is, to make empirical fact consistent with 
the market-clearing assumption of the new classical ap-
proach requires introducing some other impediment. 
Dale Mortensen reviews research on labor market hys-
teresis (the lack of a unique natural rate of unemploy-

ment) as an explanation for unemployment. This line of 
research provides several explanations of multiple labor 
market equilibria, and Mortensen concludes that they 
have some of the same policy implications—that gov-
ernment action may be necessary to move to a higher 
employment equilibrium. Interestingly, in these models 
the market-clearing assumption leads to a policy pre-
scription that may be inconsistent with the new classical 
conclusions about policy's irrelevance. 

In international or open-economy macroeconomics 
the key issue has been the inability to explain, even in a 
theoretical setting, the movements in exchange rates 
since the early 1970s. Because both the exchange rate 
system and macroeconomic per formance in general 
changed so dramat ica l ly at that t ime, issues of ex-
change rate determination and macroeconomic policy 
are closely linked. In his essay Rudiger Dornbusch re-
views attempts to explain exchange rate determination 
in industrialized countries and contends that real ex-
change rates are determined over the long run princi-
pally by the fundamental issue of resource allocation (a 
microeconomic phenomenon); he argues that this ex-
planation is largely self-evident. Over the short run, 
Dornbusch contends, a number of competing approach-
es, distinguished by how binding their microfounda-
tions are, can explain some episodes of exchange rate 
variability, but none has proved robust to generalization. 

The era reviewed by most of the essays in The State 
of Macroeconomics is one during which new theory 
developed rapidly and virtuoso theory-making far out-
shone the empirical work produced to support it. Con-
sequently, the work did not support dogmatic positions 
on policy issues, and policymakers continue to strug-
gle with a multiplicity of intellectual foundations on 
which to base policy analysis. Not surprisingly, diver-
gent views of the world support widely different poli-
cy prescriptions even when there is no dispute about 
the facts. However, the rigorous approach taken by the 
b o o k ' s var ious cont r ibutors and the wi l l ingness of 
even those with strong vested interests in the old or 
new regime to recognize the value of the opposition 
suggest that some macroeconomic issues will be re-
solved even as new ones emerge. 

Notes 

1. A.C. Pigou, Keynes's "General Theory" : A Retrospective 
View (London: Macmillan, 1950, 65). 

2. Robert M. Solow, "What Is a Nice Girl Like You Doing in a 
Place Like This? Macroeconomics after Fifty Years," East-
ern Economic Journal 12 (July-September 1989): 192. 

3. See, for example, Lawrence H. Summers, "The Scientific Il-
lusion in Empirical Macroeconomics," Scandinavian Journal 
of Economics 93, no. 2 (1991): 129-48. 
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/ I / T u s t banks forever be regulated? Has regulation added 
/ I / M t o banks ' problems? Should banks be regulated in the same 

/ I / K manner as in the past, perhaps with some minor modifica-
/ ^ J m t i o n s - Surely the financial system is much different now 

- A - ^ M . than when the basic public policies toward banks were cre-
ated in the 1930s. The debate about refonn and redesign of these policies of-
ten fails to recognize such changes. Instead, discussions assume that the 
economy's credit and liquidity services will continue to be performed by 
banks, as they have been historically. An exception to this trend is The Fu-
ture of Banking, which proposes fundamental changes in banking powers, 
deposit insurance, and bank regulation. The Twentieth Century Fund, a re-
search foundation that analyzes economic, political, and social issues, asked 
James L. Pierce to write this book to help clarify the issues in the bank re-
form debate and thus aid pol icymakers in making better-informed judg-
ments about how to cure the indus t ry ' s problems. Pierce, who teaches 
economics at the University of California at Berkeley, was also asked to of-
fer his own solutions to banking's difficulties. 

Pierce's basic analysis hinges on a few key points: Because the banking 
industry is critical to the stability of the nation's financial system, regulation 
is essential to protect it. However, what has worked in the past is no longer 
effective. New regulations should be consistent with economic forces and 
should not isolate and protect banks from competit ive realities. Although 
banks at one time provided essential financial services that were not avail-
able elsewhere, now most of these services are not unique. Conversely, 
banks have been barred from certain lines of business, such as securities,' 
that today seem a logical and beneficial fit with other bank services. 
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Pierce advocates regulations based on the type of 
financial services provided regardless of the type of 
firm that offers these services. Under this scheme any 
firm offering a checking account—whether a bank, se-
curities firm, or some other enti ty—would be regulat-
ed in the same way for that particular service. Pierce 
would extend the safety net af forded by federal de-
posit insurance and Federal Reserve discount window 
lending only to firms offering monetary services, leav-
ing the nonmonetary services of financial service com-
panies, with uninsured deposits, at the mercy of the 
free market in gathering and lending funds. 

The changes Pierce outlines are far more sweeping 
than the provisions contained in the Federal Deposit 
I n su rance C o r p o r a t i o n I m p r o v e m e n t Act of 1991 
(FDICIA), but his plan is one of a number of alterna-
tive ideas that seek to limit bank regulation and de-
posit insurance to firms that offer demand deposits and 
invest these deposits in "high-quality" assets, such as 
Treasury securities. 1 

In contrast to Pierce's proposal, FDICIA attempts 
deposit insurance reform within the f ramework of the 
existing regulatory structure. FDICIA's approach as-
sumes that problems in the banking system stem from 
regulatory mismanagement and lack of market disci-
pline in the deposit insurance system. The law relies 
on prompt, capital-based corrective action, risk-based 
deposit insurance, and least-cost resolution to mini-
mize losses to the deposit insurance fund. FDICIA al-
so curtails too big to fail by limiting the FDIC's ability 
to cover uninsured depositors and restricting the use of 
the Federal Reserve discount window to prop up weak 
banks. 2 

This essay suggests that whi le the new banking 
structure proposed by Pierce falls short of the ideal, 
FDICIA may pose greater risks to the system because 
it s ign i f ican t ly increases the regula tory burden on 
banks without affording them the protection from com-
petition they have enjoyed in the past. While FDICIA 
appropriately seeks to limit moral hazard and intro-
duce market discipline, it also risks creating fu ture 
crises by not recognizing the contraction in banks ' tra-
ditional role. 

What Services Do Banks Perform? 

To unders tand current bank ing issues, a logical 
starting point is to consider the "spec ia l " nature of 
services banks provide. Pierce believes that the bank-
ing industry developed in response to two economic 

needs. The first he defines as a monetary one, whereby 
bankers protect "money," account for its ownership, 
and facilitate its use in settling economic transactions. 
In this original role, banks did not provide a return to 
the holders of funds because they were really provid-
ing liquidity services for which they were entitled to 
receive compensation. 

In their second ro le—making loans or enhancing 
credit—banks evolved into the most efficient institu-
tions for taking funds f rom surplus units (depositors) 
and channeling these funds to deficit units (borrow-
ers). Recent theoretical work on the economic func-
tions of banks suggests that banks provide two major 
credit services. 3 First, banks provide information ser-
vices that aid individual investors. For example, by 
purchasing bank liabilities, investors can avoid both 
the costly duplication of effort each would make in re-
searching and analyzing credit risks and opportunities 
while avoiding the possibility that other investors could 
reap the benefits of their analysis without incurring the 
costs (free riding). The second credit service that banks 
provide is monitoring f i rms ' managements at a lower 
cost than individual debtholders can. 

Pierce appears to suggest that banks ' credit and liq-
uidity services were combined by historical accident, 
and he does not explain why bank debt should be of 
rather short maturity (for example, demand deposits). 
This omission is significant because the rationale for 
traditional bank regulation rests on the idea that banks 
historical ly have been f i rms that combine nonmar-
ketable assets with demandable debt liabilities. 

Recent papers by Charles W. Calomiris and Charles 
M. Kahn (1991) and Mark J. Flannery (1992) offer 
several reasons that banks have historically engaged in 
maturity mismatching. Their results suggest that this 
mismatching provided important economic benefits. 
Calomiris and Kahn show that demandable debt is an 
important part of an incentive scheme for disciplining 
bankers . Demandab le deposi ts permit deposi tors to 
vote with their feet; they withdraw funds when they 
lose confidence in banks. Without the ability to make 
early withdrawals, depositors would have little incen-
tive to monitor banks. Flannery demonstrates that ma-
turity mismatching may be optimal in an unregulated 
environment. He evaluates optimal means of financing 
a portfolio of bank-type loans and shows that unin-
sured banking firms face asset substitution and invest-
ment problems, which are best addressed by shortening 
debt maturity. 

Financing nonmarketable assets with demandab le 
liabilit ies is problemat ic , however, in that it exposes 
b a n k s to depos i to r runs . To addres s this p rob lem 
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governments have chosen to intervene by insuring de-
posits and regulating banks. 

lesterday's Solutions 

In response to a particularly devastating failure of 
the banking system during the Depression, the New 
Deal banking reforms of the 1930s were designed to 
resolve the problem of depositor runs. The most im-
portant of these reforms related to deposit insurance 
and the safety net. The Federal Reserve was to act as 
lender of last resort, providing liquidity to banks when 
depositors wanted their money and thus limiting sys-
temic risk. The FD1C was to insure deposits to protect 
individuals ' wealth and assure them of the banking 
system's safety. 

Other notable financial reforms were enacted dur-
ing this period. The Glass-Steagall Act, which separat-
ed commercial banking from investment banking and 
prohibited commercia l ownership, restricted banks ' 
ability to compete with each other and with other fi-
nancial institutions. Pierce argues that restrictions on 
granting of new bank charters, combined with limita-
tions on branching, granted banks a monopoly of sorts 
in their limited territories. Congress also imposed ceil-
ings on deposit rates in an effort to aid bank profitabil-
ity. Accord ing to Pierce, all of these re forms were 
designed to prevent banks f rom failing and needing 
government assistance in the long run. 

7Tie Roots of Banking's 
Current Problems 

The banking system put in place during the New 
Deal worked unusually well, Pierce concedes, until the 
1960s, when the interaction of an inflexible regulatory 
system and changing banking structure led to prob-
lems in the financial services industry. At that time, 
changes in the structure of money markets and major 
improvements in technology allowed competit ion to 
flood into banking. Competitors, including the com-
mercial paper market and money market mutual funds, 
offered less expensive, more flexible products that ef-
fectively challenged the profitability of the banking in-
dustry. The effects of these financial innovations on 
banking were so profound, Pierce contends, that un-
derstanding them is essential to any meaningful dis-
cussion of public policy toward banks. 

Pierce charges both regulators and bankers with 
mismanaging the f inancial system during the 1960s 
and 1970s. Regulators , he argues, refused to adjust 
their actions in response to changes in the financial 
sys tem and thus h inde red banks f r o m deve lop ing 
products that would compete with the new financial 
instruments from nonbank sources until the competi-
tors were well entrenched in the market. Banks also 
m a d e substant ia l e r rors in j u d g m e n t , accord ing to 
Pierce . Improved technology and access to money 
markets implied that large banks could grow rapidly 
by managing their liabilities, but this growth was ac-
companied by increasing leverage and declining asset 
quality, exposing banks to greater risks f rom loan loss-
es and other sources. The substantial increase in lever-
age was allowed chiefly because bank deposits were 
protected by government insurance. 

j F D I C I A 's Objectives 

Problems that arose in the banking industry during 
the 1960s and 1970s have become more pervasive. 
S ince the early 1970s depos i tory inst i tut ions have 
been plagued by persistent financial difficulties. The 
problems of the thrift industry and loan losses at large 
banks have received widespread publicity. Even as 
large banks in New England and Texas have required 
massive amounts of federal assistance, the bank insur-
ance fund has sustained losses, raising the possibility 
of taxpayer bailouts. 

The hiatus in legislative activity relating to federal 
deposit insurance f inally ended, however , with the 
passage of FDICIA. The act represents, among other 
things, the first attempt to modify the deposit insur-
ance system created during the 1930s. Under FDICIA 
capital becomes the centerpiece of bank regulation. 
T h e act r equ i res b a n k i n g r egu l a to r s to d iv ide all 
banks into five categories according to their capital 
ratios and specifies actions, increasing in severity as a 
bank's capital ratio moves down the scale, that regu-
lators must take for banks fall ing in each category. 4 

These provisions are intended to ensure prompt regu-
latory action when a bank first experiences difficulty 
and "early c losure" when those problems (as mea-
sured by capital ratios) become severe. Regula tors 
are a lso required to revise r i sk-based capital stan-
dards to take into account additional measures of risk 
such as interest rate risk, establish a system of risk-
based deposit insurance p remiums that would pre-
sumably rely heavily on capital ratios, and limit the 
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ability of banks in lower capital categories to acquire 
brokered deposits. 

FDICIA requires the FD1C to establish a risk-based 
deposi t insurance s cheme by January 1994 and to 
study the feasibility of establishing a private reinsur-
ance system. FDICIA also addresses the long-standing 
problem created by discount window lending to trou-
bled institutions. It prohibits the Federal Reserve from 
making loans to an undercapi ta l ized institution fo r 
more than 60 out of 120 days. 

In addition to capital-focused mandates , FDICIA 
requires regulators to prescribe for all insured institu-
tions operational and managerial standards covering 
such i tems as execut ive compensa t ion restr ict ions, 
internal control s tandards , underwr i t ing s tandards , 
interest rate exposure, and asset growth. The act also 
significantly increases banks ' reporting requirements 
and includes new consumer protection provisions re-
lating to Truth in Savings and CRA disclosures. 

While FDICIA makes key changes in deposit in-
surance, it does so within the f ramework of the exist-
ing regulatory sys tem. 5 FDICIA does not lower the 
$100,000 limit on deposit insurance coverage, it does 
not categorically prohibit regulators f rom protecting 
uninsured depositors at large institutions, nor does it 
pr ivat ize deposit insurance. F D I C I A is a " n a r r o w " 
piece of legislation in that it does not allow interstate 
branching, repeal Glass-Steagall provisions, or permit 
ownership of banks by commercial firms. 

Pierce's Solutions 

While Pierce acknowledges that there is scope for 
further reform within the existing regulatory structure, 
he believes that re forms based on this approach are 
likely to be effect ive for only a short t ime because 
competitive forces will continue to erode the tradition-
al role of banks. Federal deposit insurance reform in 
particular, he argues, will not work without radical 
structural changes. Pierce discusses several reforms 
that could pave the way for more fundamental changes 
he has in mind. 

Pierce wants to restore market discipline to banking 
by reducing or el iminating insurance on most cate-
gories of deposits. He recommends that banks be re-
quired to issue subordinated debt that would force 
added moni to r ing of banks by debtholders . Under 
Pierce 's plan coinsurance would cover a given per-
centage of deposit balances in excess of the $ 100,000 
statutory limit and would serve to remind large deposi-

tors that they need to apply discipl ine in select ing 
banks . The F D I C and uninsured depos i to rs would 
share in the cost of bank failures. 

Like other reformers, Pierce advocates restricting 
the maximum amount of insurance protection avail-
able to depositors. He suggests limiting the number of 
banks at which a depositor may carry fully insured de-
posits. Deposits spread among several banks would be 
coinsured rather than ful ly insured. Pierce contends 
that these proposals represent a slow retreat from total 
FDIC coverage and would reintroduce market disci-
pline in stages. 

Pierce's most distinctive reform would create mon-
etary serv ice c o m p a n i e s as separa te ly cap i t a l i zed 
companies within banks or financial services f i rms. 
Monetary service companies would isolate, insure, 
and protect monetary functions. Only monetary com-
panies would offer federally insured deposits and pro-
vide payments services. These companies would hold 
only money market instruments such as Treasury bills, 
commercial paper, and other short-term, liquid, highly 
rated ins t ruments typical of money market mutua l 
f und assets . Such a company could not lend to its 
owners under any circumstances and would be com-
pletely insulated from its parent company's liabilities. 
All other activities currently thought of as banking 
would become uninsured and unprotected by access to 
the safety net. 

A separate financial services company, also under 
the umbrella of a larger banking or financial services 
f i rm, would provide nonmonetary services such as 
time and savings deposits and all lending functions. 
Deposi ts in a f inancial services company would be 
uninsured. Thus, if the company failed and investors 
lost their money, it would be solely a private-sector 
predicament. Depositors and other creditors of such 
companies would be forced to look more closely at 
where they placed their funds, Pierce argues, and this 
scrutiny would impose a heal thy discipl ine on the 
banking industry. 

Under Pierce's plan government regulation and in-
surance would be confined to only about 40 percent of 
what is currently defined as banks ' liabilities. Com-
mercial banking as it has been traditionally viewed, 
Pierce points out, has become a smaller component of 
the overall financial system. He estimates that current-
ly no more than 37 percent of U.S. banks ' sources of 
funds are made up of deposi ts payable on demand. 
Most liabilities are unrelated to the payments system, 
he contends. Only 18 percent of bank assets are devot-
ed to commercial and industrial lending—the type of 
lending that historically has made banks special. Small 
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business lending, the one area in which banks have 
special expertise, is probably less than 10 percent of 
what the banking industry does. Pierce questions the 
necessity of regulating the other 90 percent of bank 
activities to ensure provision of this credit. 

Although several of Pierce 's bank reform propos-
a ls—including his narrow bank plan or the idea of 
breaking up the exist ing f inancial sys t em—are not 
new or unique, they also are no longer discussed only 
in academic circles. FDICIA's reforms offer a frame-
work against which Pierce's or any alternative propos-
al can be judged. 

Problems Posed by FDICIA 

Capital-based regulation, a key element of FDICIA, 
draws heavy criticism f rom Pierce. Such regulations 
cannot be implemented effectively, he believes, be-
cause they invite circumvention. For example, banks 
circumvented capital regulation during the 1980s by 
hold ing r iskier assets and by increas ing their o f f -
balance-sheet activities. Regulators responded by de-
veloping risk-based capital standards, which weight 
various asset categories by their degree of risk. Risk-
based capital s tandards are complex and irrational, 
Pierce asserts, and they distort banks ' portfolio choic-
es because they treat risks as additive. He fears that 
FDICIA's capital-based regulations will prompt a sim-
ilar cycle of banks ' finding new ways of circumvent-
ing the regulations and regulators ' responding with 
restrictions on the new techniques for circumvention. 

Pierce rightly raises concerns about FDICIA's early 
closure provisions. He points out that timely recogni-
tion of declines in asset values is crucial to implement-
ing these provisions effectively. While FDICIA calls 
for a review of accounting rules for banks and thrifts, 
it does not mandate the use of market value account-
ing. Allen N. Berger , Kathleen Kues te r King, and 
James M. O'Brien (1991) discuss some of the concep-
tual, measurement, and verification issues associated 
with implementing market value accounting that arise 
because of banks ' roles in solving informat ion and 
monitoring problems. Their study suggests applying 
market value principles to cases in which they are 
most feasible (for example, for traded securities and 
securitized loans) and using a statistical procedure for 
situations in which market value accounting is prob-
lematic (to correct for changes in credit quality, for in-
s tance) . Even if market values could s o m e h o w be 
de te rmined , Pierce ques t ions the benef i ts of using 

market value accounting to close institutions that are 
viable in the longer run. 

Pierce believes that major practical problems hinder 
implementation of risk-based deposit insurance. In his 
view, pegging deposit insurance assessments to risk 
"ascribes to the regulators an ability to identify and 
measure risk that they do not possess." Market disci-
pline imposed by large depositors and capital require-
ments would be more effective, he argues. 

Many in the bank ing industry have raised con-
cerns not only about F D I C I A ' s depos i t insurance 
provisions but also about other elements of the legis-
lation they consider highly onerous, especially those 
that require regulators to scrutinize more careful ly 
the actual day- to-day business of f inancial insti tu-
tions. These concerns stem partly f rom the fact that 
FDICIA maintains or strengthens existing consumer 
and social responsibility requirements on banks with-
out l ibera l iz ing exis t ing banking laws such as the 
Glass -S teaga l l Act and res t r ic t ions on na t ionwide 
branching. These additional requirements amount to 
a new tax on banks, while banks remain constrained 
in their ability to find more efficient ways to serve 
their customers. In Pierce 's view, t ightening the in-
tensity and scope of bank regulation as FDICIA has 
done will only push more banking activities outside 
of conventional banks, putting continued pressure on 
banks to contract, especially in the traditional loan-
making business. 

Problems with Pierce's Solutions 

Proposals like the fundamental restructuring of the 
financial system Pierce advocates require careful elab-
oration. Pierce anticipates a number, but certainly not 
all, of the "what-ifs." 

The biggest problem with Pierce's solution is its ex-
tremity. It would abolish traditional banks, even those 
that remain viable, and would break up a number of 
existing financial institutions. 

Pierce examines the impact his narrow bank ideas 
would have on lending behavior and credit availability 
in the financial system generally. Mortgage and con-
sumer lenders would tend to accelerate their trend to-
ward securi t izat ion. Commerc ia l loans that are not 
easily securitized would have to be held on financial 
services companies ' balance sheets, funded by unin-
sured deposits. As a result, interest rates on such loans 
would almost certainly increase significantly. Pierce 
does not concede this point, even though he argues that 
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current insurance on time deposits acts as a subsidy to 
commercial borrowers. 

Another concern raised by Pierce's system is that it 
might facilitate the diversion of credit f rom smaller to 
larger businesses. Larger financial organizations could 
choose to engage only in deposit taking in various re-
gions of the country without offering lending services 
through their financial services holding companies. If 
these diversified f irms were to attract deposits away 
from locally based nondiversified banks, smaller busi-
nesses that now rely on local institutions could find 
less credit available. 

While narrow bank proposals like Pierce 's would 
separate illiquidity risk from the payments system, fi-
nancial system stability would remain an important 
policy concern. Studies by Calomiris and Kahn (1991) 
and Flannery (1992) suggest that maturity mismatching 
in the existing system provides important market bene-
fits and that the economy may be no more stable with 
maturity-matched banks because new firms that move 
in to fill the vacuum left by the demise of traditional 
banks may inherit the problem of depositor runs. Runs 
on financial services companies would have the same 
impact on the system that runs on banks had more than 
fifty years ago. Flannery argues that, as a result of po-
litical pressures, liquidation of financial services com-
panies may take the form of government bailouts and 
thereby limit the benefits of narrow bank reform. 

Pierce believes that many small banks would sur-
vive his restructuring proposal even though they might 
have trouble attracting uninsured deposits. Small banks 
that have relied on deposi t insurance to stay al ive 
would probably disappear; the more profitable small 
banks might be able to survive by securitizing and ser-
vicing the loans they originate. 

1. Picrce's monetary service companies are a variant of the 
core banks proposed by Bryan (1991) and the narrow banks 
proposed by Litan (1987). 

2. See Carnell (1992) for a general discussion of FDICIA and 
Wall (1992) for a discussion of too big to fail and related 
provisions. 

3. Gorton and Pennacchi (1990) summarize the major studies 
in this area. 

Like any system of reforms, Pierce's proposal has 
several weaknesses. Ultimately, however, the most im-
portant issue is whether his restructuring scheme rais-
es p r o b l e m s m o r e severe than wou ld occur under 
alternative frameworks such as FDICIA. 

Policy Alternatives 

What are the alternatives to the bank reform ap-
proaches discussed in this essay? One approach would 
be to weigh carefully all existing regulations and dis-
card any that exceed the minimum regulation needed 
to prevent systemic risk and to protect the insurance 
fund. This strategy, which would place far greater re-
liance on market forces, probably has very little chance 
of being adopted. 

Another solution would be to make some version of 
the narrow bank an option for any firm wishing to pro-
vide monetary services. This approach would permit 
traditional banks to continue operating in situations in 
which the costs of regulat ions are exceeded by the 
benefits and would allow for services that cannot be 
efficiently performed by banks (under current regula-
tions) to be shifted to more efficient providers. Thus, 
monetary service providers would continue to operate 
under the safety net. 

Overall, The Future of Banking is well worth read-
ing. Pierce provides valuable insights into banking 's 
problems and focuses the reader 's attention on some 
fundamental issues relevant to the debate about the fu-
ture of not only banking but of the entire financial ser-
vices industry. 

Notes 
4. See Carnell (1992) for a description of FDICIA's capital cat-

egories and rules governing institutions in those categories. 
5. Congress required the FDIC to study the feasibility of autho-

rizing insured depository institutions to offer both insured 
and uninsured deposit accounts, perhaps leaving the door 
ajar for more fundamental reform. 
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rhe countries formerly called the Eastern Bloc, with 400 million or 
more inhabitants, now constitute enticing marketing and invest-
ment opportunities for industrial nations.1 However, there is much 
to learn about transacting business and making a profit in Eastern 
Europe and the newly independent states, especially in the face of 

the rapid change resulting from democratization and privatization since late 
1989. 

A body of literature is emerging that is designed to meet the needs of in-
vestors , bus inesspeople , and pol icymakers who wish to understand the 
economies of the former Eastern Bloc in order to provide goods and services 
and make profitable investments in these new and expanding economies. Aca-
demics, analysts, and librarians will find the increasingly available statistical 
data and commentary useful both in their own right and as pointers to fur-
ther information. 

Domestic investors or businesspersons who decide to undertake a foreign 
investment or engage in foreign trade (import or export) must carefully ana-
lyze and evaluate "country risk." This risk, sometimes called sovereign risk, 
is closely tied to political developments that affect a country's stability. As-
sessing the government ' s attitude toward foreign loans or investments is 
particularly important. While many foreign governments encourage the in-
flow of foreign funds, others make it difficult, setting up obstacles such as 
wage-price controls, profit controls, additional taxation, and other legal re-
strictions. In addition, other factors—the expropriation of foreigners ' assets, 
prohibition of foreign loan repayments, rebellions, civil disturbances, wars, 
and unexpected changes in government or its policies—present hazards in 
international trade and investment. 
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Uncertainty about these risks is especially pronounced 
for investment and business activity in the former East-
ern Bloc countries. A general dearth of information 
hampers informed investment and business decisions. 
For many years these centrally planned economies 
controlled—in fact, manipulated—information for their 
own purposes, sometimes releasing several versions 
of the same data to meet d i f ferent a ims for diverse 
audiences.2 Although current agencies and governments 
of the former Eastern Bloc countries seem disposed to 
distribute accurate data freely, users should be mindful 
that these data still may not be as complete and accu-
rate as those traditionally collected and reported in 
Western countries. For business-related information, 
there is considerable evidence of an aggressive about-
face in former Iron Curtain countries' attitudes toward 
releasing data. For example, the flier for the Russian 
Business Monitor, a new Russian newsletter (reviewed 
below), uses marketing facts to attract business. The 
flier spells out how the "new" Russians perceive mar-
keting information needs and pledges to provide such 
informat ion . Still, investors and bus inesses should 
continue to evaluate material carefully. 

To assist the reader in addressing finance and trade 
issues for Eastern Europe and the newly independent 
states, this essay reviews a selection of publications 
intended for investors, academicians, businesspeople, 
and policymakers. This listing, which augments those 
in two previous articles in this Economic Review sur-
veying international finance and trade reference sources 
and periodicals, focuses on government publications, 
reference books, and directories that cover Eastern Eu-
rope and the newly independent states.3 (The Jan-
uary/February 1993 Economic Review will contain a 
review of periodical literature that covers the same ge-
ographic and subject areas.) Most selections are rela-
tively new publications, published since 1990. Some 
longstanding, well-known publications, such as Dun 's 
Market ing Serv ices ' Exporters' Encyclopaedia, are 
not included because they are too broad in geographic 
focus or so well known as to be self-evident choices. 

U.S. Government Sources 

Department of Commerce International Trade 
Administration. Besides publishing Business Ameri-
ca: The Magazine of International Trade and numer-
ous other items, the International Trade Administration 
of the U.S. Department of Commerce provides aggres-
sive and comprehensive services for Americans wish-

ing to es tabl ish bus iness and inves tment ties with 
Eastern Eu rope and the newly independen t states. 
Central to these services are the Eastern European 
Business Information Center (EEBIC) and the Busi-
ness Information Service for the Newly Independent 
States (BISNIS) , both of which publish bul le t ins— 
Eastern Europe Business Bulletin and BISNIS Bulletin, 
respectively. 

Both centers serve as information clearinghouses 
for small and medium-s ized American f i rms need-
ing inexpensive access to commerc ia l and market -
ing information about the former Soviet Bloc nations. 
The two agencies, which work closely with other U.S. 
agencies like the International Development Agency, 
the Expor t - Impor t Bank , and the Overseas Pr ivate 
Investment Corporation, provide information on such 
items as potential customers and partners, sources of 
f inanc ing , marke t research, adver t is ing oppor tun i -
ties, upcoming trade missions, the state of trade and 
investment treaties, and U.S. government programs sup-
porting trade and investment. Both agencies' bulletins 
of fer practical informat ion about specif ic f inancial 
and trade developments, including legal regulations, 
crucial to international business and finance commit-
ments. The first issue of BISNIS Bulletin, for example, 
announced the authorization of the Overseas Private 
Investment Corporation of April 1992 to provide loans, 
loan guarantees, and investment insurance to Ameri-
can c o m p a n i e s t h a t i n v e s t in R u s s i a and o t h e r 
newly independent states and included a table indi-
cating the status of agreements between the United 
States and the newly independent states as of June 5, 
1992 (updated in the Oc tober /November issue; see 
Figure 1). 

In addition to its bulletin, EEBIC offers News Sources 
on Eastern Europe and the Baltics, an exhaustive list 
of relevant newsletters, periodicals, and directories. Its 
entr ies range f rom the Bureau of National Af fa i r s ' 
BNA's Eastern Europe Report, a biweekly newsletter 
covering changes in policies, laws, and regulations, as 
well as market deals in Eastern Europe, to Diena, a 
Western-style newspaper published five days a week 
in Riga, the capital of Latvia, to the Business Founda-
tion's General Trade Index and Business Guide (pub-
lished in Warsaw), which details the intricacies of the 
Polish legal and tax systems and lists potential Polish 
trading partners. 

Off to good beginnings, as witnessed by their bul-
letins, both agencies—BISNIS and EEBIC—plan to ex-
pand services. It remains to be seen, however, whether 
they can adhere to their objective of providing inexpen-
sive information access for American business and also 

Federal Reserve Bank of Atlanta Economic Review 39 Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1992



Figure 1 

STATUS OF AGREEMENTS BETWEEN THE UNITED STATES AND THE 
NEWLY INDEPENDENT STATES (AS OF NOVEMBER 4, 1992) 

R E P U B L I C T R A D E M F N G S P O P I C E X I M B A N K 
A G R M T 

A R M E N I A Y E S Y E S N O Y E S N O 

A Z E R B A I J A N P E N D I N G * N O N O Y E S N O 

B E L A R U S P E N D I N G * N O N O Y E S Y E S 

G E O R G I A P E N D I N G * N O N O Y E S N O 

K A Z A K H S T A N P E N D I N G § N O N O Y E S Y E S 

K Y R G Y Z S T A N Y E S Y E S N O Y E S N O 

M O L D O V A Y E S Y E S N O P E N D I N G # N O 

R U S S I A Y E S Y E S N O Y E S Y E S 

T A J I K I S T A N P E N D I N G * N O N O Y E S N O 

T U R K M E N I S T A N P E N D I N G * N O N O Y E S N O 

U K R A I N E Y E S Y E S N O Y E S Y E S 

U Z B E K I S T A N P E N D I N G * N O N O Y E S Y E S 

* N e g o t i a t i o n s in p rog res s ( f o r O P I C . s i g n i n g e x p e c t c d shor t ly ; c o m p a n i e s a r e c n c o u r a g c d to reg is te r p r o j e c t s wi th O P I C now). 
# A w a i t i n g r a t i f i ca t ion by c o u n t r y ' s p a r l i a m e n t . 
M F N — M o s t - F a v o r e d - N a l i o n s t a t u s ; G S P — G e n e r a l i z e d S y s t e m of P r e f e r e n c e s . 
O P I C — O v e r s e a s Pr iva te I n v e s t m e n t C o r p o r a t i o n ; E x i m b a n k — E x p o r t - I m p o r t Bank of t h e Un i t ed S t a t e s . 

S o u r e e : BISNIS Bulletin, O c t o b e r / N o v e m b e r 1 9 9 2 , 3 . R e p r i n t e d b y p e r m i s s i o n o f t h e p u b l i s h e r . 

extend substantive services while still operating within 
shrinking government budget appropriations. 

CIA Publications. The global information network 
of the U.S. Central Intelligence Agency (CIA) puts it 
in a uniquely advantageous position to collect, inter-
pret, and disseminate international information. The 
CIA publ i shes several r e fe rence tools whose terse 
style and compact organization will be welcomed by 
users in marketing management , public policy plan-
ning, and consulting who need overviews of consis-
tent international data. Users should also value the 
"research completion dates" found on the title pages 
of many CIA publications, permitting assessment of 
the research's timeliness. 

The World Factbook (reviewed in an earlier Eco-
nomic Review [May/June 1991, 31]), is the center-
piece of the CIA reference col lect ion. This annual 

presents comprehensive information on 247 countries 
in an easy-to-use "executive summary" format. Three 
complementary titles round out the CIA's reference 
list: The Handbook of Economic Statistics, Economic 
and Energy Indicators, and International Energy Sta-
tistical Review, all pub l i shed by the G o v e r n m e n t 
Printing Off ice . The latter two publications provide 
monthly updates for the annual Handbook of Econom-
ic Statistics. 

T h e Handbook of Economic Statistics p rov ides 
economic indicator series of the type needed to make 
worldwide comparisons. The CIA uses three country 
data sources: off icial data f rom the countries cited, 
CIA estimates, and estimates made by other organiza-
tions, such as the Organisation for Economic Cooper-
ation and Development (OECD). Data fo r the most 
recent years are frequently preliminary and subject to 
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revision. Country data have been adjusted by the CIA 
for comparability (and thus may differ from data given 
in original sources). The methodology used to adjust 
the data is explained in the preface. Data tables (ex-
cept for distribution of economic aid) in the 1991 edi-
tion of the Handbook cover three ma jo r groupings: 
O E C D nat ions ( including reuni f ied G e r m a n y ) , the 
USSR and Eastern Europe (USSR/EE), and other na-
tions (China and India). All references to Communist 
countr ies , developed countr ies , and less-developed 
countr ies (except f o r economic aid) have been re-
moved, and new data on high-technology topics and 
environmental issues have been added.4 

The Handbook is convenient for pulling together 
worldwide economic data grouped by OECD, Euro-
pean Community, OPEC, G-Six, G-Seven, USSR and 
Eastern Europe, and Newly Industrializing Economies."' 
The Handbook can be of great value—to planners or 
speech writers, for instance—in making broad com-
parisons and spott ing credible trends. On the other 
h a n d , e c o n o m i s t s and a c a d e m i c i a n s e n g a g e d in 
empirical studies will f ind the tables lacking; the ta-
bles typically present only nine annual observations, 
precluding detailed statistical analysis, and footnotes 
(for example , "based on the routine appl ica t ion of 
standard CIA estimating methods") are sometimes too 
sketchy to permit serious data analysis. 

Two C I A resea rch m o n o g r a p h s — B e y o n d Pere-
stroyka: The Soviet Economy in Crisis (Washington: 
U S G P O , June 1991) and Eastern Europe: Coming 
Around the First Turn (Washington: USGPO, Septem-
ber 1991)—provide thoroughly informed backdrops to 
the economic and political turmoil of their respective 
areas during the 1989-90 period. Both titles address 
three fundamenta l concerns: economic reforms, ad-
vances and halts in the reform process, and possible 
guidelines for restructuring in the new democracies. 

Two CIA atlases provide geographical and cultural 
insight into the new Eastern Europe and the former So-
viet Union. The Atlas of Eastern Europe (Washington: 
USGPO, August 1990) profiles that region and its na-
tional states with retrospective and current maps, charts,, 
and t ime lines depicting geographic, socioeconomic, 
and historical factors. Put in press as German reunifica-
tion was under way, this atlas helps the reader under-
stand the problems and prospects besett ing Eastern 
Europe in the post-Cold War era. The Republics of the 
Former Soviet Union and the Baltic States: An 
Overview (Washington: USGPO, January 1992) illus-
trates key demographic, ethnic and economic aspects 
of each Baltic state and republic of the former Soviet 
Union. For each state a pie chart depicts ethnic compo-

sition, a paragraph discusses ethnic trends, and a final 
paragraph explains the state's economic significance. 

General Reference Works 

One Nation Becomes Many: The Access Guide to 
the Former Soviet Union, by S t e p h e n W. Young , 
Ronald J. Bee, and Bruce Seymour II (Washington: 
Access: A Security Information Service, 1991), pro-
vides the names and addresses of resources to help the 
reader understand the enormous public policy com-
plexities facing the former Soviet Union. The book be-
gins with a chronology of historical events in European 
Russia dating from the seventh century through April 
1992. Factual sketches of all the newly independent 
states follow, giving location, land area, population, 
politics, economics, and current issues under consider-
ation. Brief biographical notes on key historic individu-
als, including Communist luminaries since Lenin, and 
current leaders of the individual republics form an up-
to-date "who's who" for the newly independent states. 
A section called "Issues for Discussion" elaborates on 
economic and military change, ethnic unrest, and U.S. 
policy options for leadership in assisting the newly in-
dependent states at the present time. An extensive list 
of suggested readings arranged by subject shores up 
this discussion. One Nation Becomes Many concludes 
with a formidable resources section: an annotated bib-
liography, guides to organizations, texts of key docu-
ments and speeches , and a list of government and 
business assistance contacts for both the United States 
and the newly independent states. 

Resources cited in One Nation Becomes Many range 
f rom the easily available Washington Post newspaper 
to publications from think tanks like the Brookings In-
stitution and the Rand Corporat ion, some of which 
may prove difficult to obtain for readers without easy 
access to large metropolitan or research libraries. 

The Soviet Economy 1970-1990, by Dmitri Steinberg 
(San Mateo, Calif.: International Trade Press, 1990), 
packs into one volume a plethora of national income 
and product account data necessary to understanding 
Soviet economic growth during the 1970-90 period. 
Steinberg demonstrates that the CIA significantly over-
estimated this growth and systematically explains the 
methodology that supports his conclusions. 

He discusses Cold War concerns about the real size 
and structure of the USSR economy and the extent 
to which the country was militarized. Most informed 
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study during the 1970s and 1980s relied on CIA re-
ports to the U.S. Congress, reports supposedly based 
on tested methods and periodically updated by CIA 
analysts and prominent academic economists. Howev-
er, confidence in the reports began to erode when "im-
pressionistic accounts" showed the USSR economy to be 
much smaller and more burdened with military costs 
than had been supposed . In 1990 Goskoms ta t , the 
main Soviet statistical agency, released previously un-
published data, unprecedented in scope and coverage, 
giving new insights into the size, structure, and growth 
of the Soviet economy. Steinberg analyzes the new da-
ta and attempts to substantiate a number of revisions 
in the CIA methodology and estimates. He integrates 
all the available data on production, input-output, na-
tional income and financial flows, and capital and labor 
resources and converts the integrated Soviet national 
accounts into a G N P format. To assist readers in better 
understanding the Soviet economic sectors, the study 
contains a short description of Soviet sectoral activity 
prepared by U.N. experts. The book also has a schol-
arly bibliography. 

Soviet Statistics since 1950, by B.P. Pockney (New 
York: St. Mart in ' s Press, 1991), is a scholarly com-
pendium that provides selected statistical data through 
1988 for f ive major fields: population and labor, in-
dustry, energy, agriculture, and foreign trade, includ-
ing expor ts and impor t s be tween pr incipal t rading 
partners. The data, derived mostly from Soviet sources, 
include some Western statistics, all scrupulously refer-
enced. Footnotes accompanying the tables interpret 
the figures, of fer information about background fac-
tors not apparent in the tables themselves, and posit 
reasons for statistical trends. 

In the book's introduction Pockney, a professor of 
Russian Studies at the University of Surrey, England, 
presents his view of the nature and collection of Soviet 
data, often withheld or blatantly manipulated to "cover 
failures and present lackluster performances in a glow-
ing light." Although the questions he raises about the 
reliability of Soviet data are certainly not new, readers 
will appreciate the informative overview presented in 
Pockney ' s broad outline of data developments f rom 
1950, with part icular emphas is on the period since 
1987, as glasnost progressed. 

In addition, Pockney has added to the value of his 
book by including data resulting from reforms in data 
collection and dissemination. These kinds of data have 
been included in either the main tables or accompany-
ing notes. Pockney's historical grasp of statistical de-
velopments in Soviet data collection and promulgation, 

combined with his elaborate data display, makes Sovi-
et Statistics since 1950 an imposing statistical work 
adequate for use as a lone reference for the period it 
covers. 

Karen Anderson and Jonathan J. Halperin, the au-
thors of Through a Glass Clearly: Finding, Evaluat-
ing, and Using Business Information from the Soviet 
Region (Special Libraries Association Occasional Pa-
pers Series, no. 3, Washington: Special Libraries As-
sociation, 1992), point out that Eastern Europe and the 
newly independent states are now awash in informa-
tion vendors offering a profusion of publications and 
services. The purpose of Through a Glass Clearly is to 
help information-seekers ferret out from the horde of 
offerings the best sources for statistical data, reliable 
facts, and credible editorial opinion. 

To give readers the background upon which they 
can base judgments , Through a Glass Clearly exam-
ines the history and development of the information in-
dustry in Eastern Europe and newly independent states, 
paying particular attention to political factors like con-
trol in a managed economy, the limited availability of 
information to people beyond government planners, 
and harassment of the media (like Gorbachev's attempt 
in October 1989 to force the resignation of the editor-
in-chief of Arguments and Facts, which had published 
the results of a popularity poll omitting Gorbachev). 
The book provides guidance on the hazards of dealing 
with both old and new styles of information in the new-
ly independent states: where to find information, how 
to evaluate it, and how to use it. Detailed sections ad-
dress each of these considerations, as well as others, 
such as coping with the language barrier. 

E l even a p p e n d i x e s c o m p r i s e e x t e n s i v e l is ts of 
books and periodicals broken down by genre, such as 
directories (of products and services, including com-
mercia l banks) , m a j o r newspape r s and magaz ines , 
government periodicals, and newsletters. Bibliogra-
phers and other collection-builders in libraries should 
find these lists useful. 

Through a Glass Clearly for the most part achieves 
its stated goal of helping informat ion profess ionals 
identify quality business sources. Occasionally, how-
ever, the authors will lapse into observations that are 
more co lor fu l than pract ical , such as, "Contrary to 
Western expectations, things like lists of textile facto-
ries handwritten on a cocktail napkin may well be far 
more useful than government-produced documents ." 
Although the length of the bibliographical appendixes 
precludes extensive notation, it would have been helpful 
if brief commentar ies had been included along with 
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the bibliographical information to help readers discern 
differences (for instance, editorial emphasis or level of 
readership addressed) among publications grouped to-
gether. 

USSR Facts and Figures Annual (Gulf Breeze, Fla.: 
Academic International Press; began 1977) already 
stands in U.S. research libraries' reference collections 
as a principal source for news about noteworthy Sovi-
et developments. The publication has always recorded 
the full range of Soviet life in statistical data, discur-
sive factual presentation, and editorial interpretation. 
The annual derives its contents from an impressive ar-
ray of sources listed in "Abbreviations of Sources" in 
Volume 15 (1991) (see Figure 2). 

The USSR Facts and Figures Annual is in the midst 
of important changes: a new editor beginning with Vol-
ume 17 (1992), a new title, and some adjustments in 
format. The new title is Russia and Eurasia Facts and 
Figures Annual. The new format will divide the book 
into two fundamental sections: (1) the Commonwealth 
of Independent States (CIS) and Georgia and (2) the in-
dividual former republics treated separately. To preserve 
continuity, both sections of the new format will provide 
much the same information available in Volumes 1-17: 
facts and statistical data on government , population 
health and welfare, the economy, and industry. 

The book is probably most useful as a reference for 
current information about the former Soviet Union and 
its successor entities. Annual volumes may be used to 

Figure 2 
Abbreviations of Sources 

C D S P — C u r r e n t Digest of the Soviet 
Press 
CIA/DIA-- "The Soviet Economy Stumbles 
Badly in 1989," paper presented by Cen-
tral Intelligence Agency and Defense In-
telligence Agency to Technology and 
Nat ional Secur i t y Subcommit tee of Jo in t 
Economic Committee of U S Congress (20 
Apr 90). 
C IR/54—W Ward Kingkade, Estimates 
and Projections of Educational Attainment 
in the U S S R to the Year 2000 (Center for 
International Research Staff Paper No. 
54, Mar 1990) 
D O D — U S Department of Defense, Criti-
cal Technologies Plan for the Committees 
on Armed Serv ices United States Con-
gress (15 Mar 90) 
E C O N U S S R — T h e Economy of the 
U S S R : A Study Undertaken in Response 
to a Request by the Houston Summit: 
Summary and Recommendations (Wash-
ington, D C . , 1990) 
F B I S—Da i l y Report, Soviet Union/Foreign 
Broadcast Information Serv ice 
I E O — U S Department of Energy, Energy 
Information Administration, International 
Energy Outlook 1990. 
N Y T — N e w York Times 
RFE/RL—Da i l y Report/Radio Free Eu-
rope-Radio Liberty 
S E E R — S o v i e t East European Report/ 
Radio Free Europe-Radio Liberty 
S E R S — S o t s i a l n o - e k o n o m i c h e s k o e 
razvitie strany v . goda: ekonomicheskii 
obzor, No. 6 (1990) 
S M P — U S Dept. of Defense, Soviet Mili-
tary Power, 9th ed. ( S e p 1990) 
S O V M I N — S o v e t ministrov S S S R : Spra-
vochnik serii "Kto est kto". Moscow, 1990-. 

S T N S — E a s t e r n Europe: Long Road 
Ahead to Economic Well-Being", paper 
presented by CIA to Subcommittee on 
Technology and National Security, Jo int 
Economic Committee (16 May 90) 
U I F—The U S S R in Figures for 1988 
(Moscow, 1989) 
U S CIA DOI—United States, Central In-
telligence Agency, Directorate of Informa-
tion 

D O S O : NO—Directory of Soviet Offi-
cials National Organizations (Feb 1989) 

D O S O . RO—Directory of Soviet Offi-
cials: Republic Organizations (Nov 1988) 

D O S O : SE—Direc tory of Soviet Offi-
cials: Sc ience and Education (May 1989) 

D E M O G R E P S — U S S R : Demographic 
Trends and Ethnic Ba lance in the Non 
Russian Republics (April 1990) 

E E I—Economic and Energy Indicators 
(16 Nov 90) 

G OVTS—C h i e f s of State and Cabinet 
Members of Foreign Governments (Sep/ 
Oct 1990) 

H O E S — H a n d b o o k of Economic Sta-
tistics, 1990 

IESR—Internat ional Energy Statistical 
Rev iew (30 Oct 90) 

S O V E N E R D A T A — S o v i e t Energy Data 
Resource Handbook (May 1990) 

S O V G N P — M e a s u r i n g Soviet G N P : 
Problems and Solutions (Sep 1990) 

World Factbook—The World Factbook 
1990 
U S Department of State 
Volkov—Demograficheskie protsessy v 
S S S R : sbornik nauchnykh trudov, ed 
A G. Volkov (Moscow, 1990) 

Source: USSR Facts and Figures Annual, vol.15 (1991), xviii. Reprinted by permission of the publisher. 
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great advantage to compare or expand upon statistical data 
or other information found in alternative sources. Howev-
er, it is inconvenient to have to refer to more than one 
volume to track a substantive issue (there are no cumu-
lative volumes from 1977 forward).6 Further, if several 
volumes are consulted for data, the researcher must be 
on guard against the inconsistencies of data that may 
not be uniformly rebenchmarked . These drawbacks 
make the USSR Facts and Figures Annual unwieldy for 
collecting information spanning several years. 

The East European Market: Sources of Information , 
by Tania Konn (Glasgow: University of Glasgow Li-
brary, 1991), is an exhaustive, scholarly bibliography 
of market information sources for Eastern Europe. It is 
divided into sections covering general background in-
formation; macroeconomic conditions; handbooks, di-
rectories, and reports; industry sectors; statistical data; 
and on-line data base services, each section subdivid-
ed by national entity. Despite the many changes in the 
Eastern European information universe since the bib-
l iography was publ ished in 1991, this work should 
prove fundamentally useful to libraries and businesses 
that wish to build a collection of books and periodicals 
cover ing this area. (Librarians and other col lect ion 
builders, however, will regret the omission of place of 
publication in citations for the far-flung titles, which 
necess i ta tes ext ra b ib l iograph ic spadework be fo re 
placing an order.) 

Directories 

The Directory of Foreign Trade Organizations in 
Eastern Europe: Bulgaria, Czechoslovakia, East Ger-
many, Hungary, Poland, Romania, and the U.S.S.R. 
(San Mateo, Calif.: International Trade Press, 1990) is 
an extensive listing of export/import companies in East-
ern Europe (including what was then the USSR) , as 
well as g o v e r n m e n t min is t r ies , c h a m b e r s of c o m -
merce, state committees, banks, and other supporting 
organizations engaged in foreign trade. One section 
provides usefu l in format ion f r o m the Internat ional 
Chamber of Commerce . 7 The volume is intended to 
help manufac tu re r s and internat ional traders in the 
United States and abroad research local markets, lo-
cate clients, and establish direct contacts in Eastern 
Europe. 

The directory's contents fall into three fundamental 
divisions: (1) an index to manufactures, services, and 
other activities throughout Eastern Europe based on 

the United Nations' Standard International Trade Clas-
sif icat ion (SITC) and a supplement to the S ITC to 
cover services and activities not classified in SITC; 
(2) a chapter for each country broken out by broad 
sectors for manufactures, services, and other activities; 
and (3) a list of International Chamber of Commerce 
Publications, which includes Incoterms (ICC terminol-
ogy), Uniform Customs and Practice for Documentary 
Credit, and Uniform Rules for Collections:; an index to 
the directory; and lists of weights and measures and 
abbreviations used. 

Political and economic upheaval in the former So-
viet Union have rendered some parts of the chapter on 
that area virtually useless because it reflects informa-
tion no longer accurate. For instance, the publication 
provides one central Moscow address for foreign trade 
organizations covering the entire Soviet Union although 
each independent state currently has its own office for 
trade relations. Nevertheless, other sections may still 
be valid, like the one for production enterprises, asso-
ciations, and scientific production complexes, which 
includes local addresses throughout the newly inde-
pendent states. For the most part, the Directory of For-
eign Trade Organizations in Eastern Europe remains 
an attractive reference tool for comprehensive, well-
organized, and easy access to manufacturers and ser-
vice organizations. 

SIBD 92-93: The Business Directory for the Soviet 
Region (Dnepropetrovsk, Ukraine: HA Sistema-Reserve, 
and Washington, D.C.: FYI Information Resources for 
a Changing World; began 1991) is a two-volume busi-
ness directory, publ ished annually, with more than 
6,500 detailed listings focusing on private businesses 
across the former Soviet Union. The directory is gen-
erated from the IIA Sistema-Reserve data base, which 
incorporates informat ion f rom a compute r ne twork 
covering the Ukraine and the other newly independent 
states. The format of the detailed company listings is 
reminiscent of Standard and Poor's Register of Corpo-
rations in the United States (see Figure 3). Alphabetical-
ly arranged, the detailed listings for companies compose 
Volume 1. Volume 2 contains four alternative indexes: 
business activity (economic sectors), geographic, lead-
ers (decision-makers), and the 500 largest enterprises. 

Experienced users of business directories will ap-
preciate the directory's useful identification of compa-
nies ' "primary business activities," "main products," 
and "main services." However, some users, accustomed 
to the ease of the strictly numerical codes of the stan-
dard industrial classif icat ion systems of the Uni ted 
States and the United Nations, may find the SIBD's 
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Figure 3 

Database ID # 
Country 

Ownership Code 
Top-500 Symbol 

No. of Employees 

Bank Account 

Phone, Telex, 
Teletype, and Fax 

(as available) 

Key Individuals, 
Titles, Phone Nos. 

Hard Currency 
Account 

Primary 
Business Activities 

Main Products 

Main Services 

F.XP I M I ' -S-R-N-S 1172 
Moldova • • 

- A ^ * B I O T E K S * S c i e n t i f i c - R e s e a r c h ^ 
C e n t e r 
Date F 's tabl ished: 3/12/1990 

, No. of Employees : 20 T u r n o v e r : 1.600.000 ~ 

, Bank Acci : r/s 6 0 8 Í I 0 , l .eninsk Branch of Z h S l i . 
Kishinev. V1FO 771629 

Address : 277043. Kishinev 
III. Zhukov skogo. 3 p /ya 3168 

i T e l e p h o n e : (0422) 57-29-36 
Telex: 163118 O M E G A SII 
F a x : (0422)56-95-42 

( i i n o r a i Di rec to r 
OleS Vladimirovich Voronin 
Deputy Di rec tor 
Yur iv Antonovich V lo ro / enko 

57-29-36 

26-52-80 

M V K S reg is t ra t ion : PR-2801/193, 09/06/1990 
H a r d C u r r e n c y A i d : 67080382 in Kishinev 

B r a n c h of V n e s h e k o n o m h a n k 

Branches /Subs id ia r ies : B I O P R O T K X (Kishinev) , i 
B I O T E X - M O I . D O V A (Kishinev) . B I O T E X - U 
N&DF.P (Orgeyev l . K O N K O R D 1 A ( Tiraspol ) I 

Business Activities: Biotechnology, v i rus- f ree plant 
g rowing , c r o p protec t ion * Radioe lec t ronics * 
l iquid c h r o m a t o g r a p h y 

Main G o o d s : Virus- t ree p lan t ing m e d i u m f o r f ru i t , 
b e r r y , and f lower g rowing * Mobi le phases f o r 
high-sensitivity l iquid c h r o m a t o g r a p h s * In j ec to r s 
f o r gas c h r o m a t o g r a p h s 

Ma in Services: Scientific consul t ing on ch roma to -
graphy * Vi rus - f r ee plant g rowing * P r o g r a m m i n g 
* M a t h e m a t i c a l mode l ing * Expor t a n d i m p o r t 
o p e r a t i o n s 

Importer and/or 
Exporter Status 

Company Name 

Date Founded 

Turnover 

Street Address 
(mailing address 
is also listed, 
when different) 

Foreign Trade 
Registration 

Branches and 
Subsidiaries, 
with Locations 

Actual listing (shown reduced) 

Source: From an advertising brochure for SIBD 92-93: The Business Directory for the Soviet Region. Reprinted by permission of the publisher. 

alphanumeric codes somewhat awkward. On the other 
hand, this alphanumeric arrangement reflects an attempt 
to make the business activity index a better match to the 
actual economic structure of the former Soviet Union. 

The U.S.-East European Trade Directory and the 
U.S.-Soviet Trade Directory, both by William S. Loiry 
(Chicago: Probus Publ i sh ing Company , 1991), are 
comprehensive, handy guides to resources about the 
markets of East Europe and the newly independent 
states, wri t ten f r o m an Amer i can perspec t ive . T h e 
contents of the two directories roughly parallel each 
other, with some variat ion appropr ia te to the geo-
graphic and political realities of each area. 

Both d i r ec to r i e s have c h a p t e r s on i n f o r m a t i o n 
sources, whose strong points are extens ive listings 
of hard-copy publ icat ions—books and periodicals— 

some of which are highly specialized for international 
trade with the respective areas. The U.S.-Soviet Trade 
Directory's " Informat ion Sources" chapter includes 
several "Electronic Information Services" (computer 
data base services) covering the former Soviet Union 
( for example , Moscow Internat ional Business Net-
work, Boston). Although this data base services fea-
ture is not included in the US-East European Trade 
Directory, the Soviet directory list includes Reuters 
Informat ion Services and the World Trade Center ' s 
Washington, D.C., data base (WTCW), both of which 
offer worldwide coverage. 

Of particular interest in each directory are the chap-
ters t i t led " C o n s u l t a n t s and Trad ing C o m p a n i e s , " 
"U.S . L a w Firms, At torneys , and Legal Organiza-
tions," "Finance, Accounting and Auditing," and "Insur-
ance Agencies." They offer specific contacts (primarily 
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in t h e U n i t e d S t a t e s but a l so in B r u s s e l s , L o n d o n , 
M o s c o w , Prague , Toronto, and Warsaw) fo r s tructuring 
joint ventures , fo r legal expert ise, fo r loan guarantees 
( fo r e x a m p l e , the U .S . O v e r s e a s Pr iva te I n v e s t m e n t 
Corpora t ion) , and fo r poli t ical risk insurance , respec-
tively. Other chapters list the n a m e s of research cen-
ters , c i t ing the i r spec ia l p r o g r a m s ( fo r ins tance , the 
Harvard Univers i ty R u s s i a n Resea rch C e n t e r and its 
jo in t ven tu res and o ther bus iness topics) ; the n a m e s 
and addresses of individual t ranslators and translat ing 
agencies; and confe rences , exhibi t ions , and seminars . 
Both directories o f fe r "Yel low P a g e s " sect ions that al-
phabet ica l ly list every entry in each directory, cut t ing 
across g roup ings by subject heading . Both directories 
are compac t , comprehens ive , and af fordable . 

Conclusion 

T h e s e publ ica t ions m a k e u p one a rm of the body of 
e c o n o m i c and bus iness in fo rma t ion ava i lab le f o r the 
f o r m e r Eas tern B loc countr ies . Consu l t ed a long with 
the per iod ica l l i tera ture that will be r e v i e w e d in the 
next i ssue of this Economic Review, they provide in-
ves tors , po l i cymaker s , and other users wi th unprece-
den ted access to in fo rma t ion abou t this d ramat i ca l ly 
chang ing part of the wor ld . 

1. The Eastern Bloc comprised East Germany and the other 
countries of Eastern Europe—Albania, Bulgaria, Czechoslo-
vakia, Hungary, Poland, Romania, and Yugoslavia—and the 
Soviet Union (Armenia, Azerbaijan, Byelarus, Estonia, 
Georgia. Kazakhstan. Kyrgyzstan, Latvia, Lithuania, Moldo-
va, Russia, Tajikistan, Turkmenistan, Ukraine, and Uzbek-
istan, sometimes referred to as the newly independent 
stales). There is at present no broadly accepted alternative 
name for the states of the former Soviet Union. Common-
wealth of Independent States encompasses only some of 
these nations. The people of the area object to the term 
States of the Former Soviet Union. Hence, following the lead 
of the U.S. Department of Commerce International Trade 
Administration, this paper will use the term newly indepen-
dent states, where appropriate, throughout this article to des-
ignate the former Soviet Union. 

2. Christine N. Donohue, "Eastern European Libraries: Links to 
Information," in Information in Eastern and Central Europe: 
Coming in from the Cold (papers presented at the Special Li-
braries Association State-of-the-Arl Institute, November 12-
13, 1991, Washington, D.C.), 79-88, (Washington, D.C., 
Special Libraries Association, 1992.) 

3. The earlier Economic Review articles—"International Trade 
and Finance Reference Sources" (May/June 1991, 30-37) 

and "International Trade and Finance Information Sources: 
A Guide to Periodical Literature" (July/August 1991, 55-
64)—emphasized publications with either multicountry 
(global) or world area (for example, Latin America or Pacif-
ic Rim) geographical coverage. Some of the publications 
with multicountry focus also explore worthwhile topics con-
cerning Eastern European and newly independent states, and 
readers may wish to consult them for potentially useful refer-
ences. 

4. The format of the 1991 Handbook of Economic Statistics re-
flects the impact of changes in Eastern Europe and Russia. 
Future changes will be made as regional economic groupings 
realign themselves. 

5. The G-Six countries are Canada, France, Germany, Italy, 
Japan, and the United Kingdom. The G-Seven consists of the 
United Slates and the G-Six. 

6. Volume 16 (also published in 1991) is an index to the first 
ten volumes (1977-86), which are not indexed individually. 

7. The International Chamber of Commerce is located in Paris. 
Its publishing representative in the United States is ICC Pub-
lishing Corporation, 156 Fifth Avenue, Suite 820, New 
York, New York 10010. 

46 Economic Review Novem ber /Decem ber 1992 Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1992



Review Essay 

Business Information Sources 
For Eastern Europe and the 

Newly Independent States: 
A Guide to Periodical literature 

Jerry J. Donovan 

The reviewer is the research 
librarian in the Atlanta Fed's 

research library. He is 
grateful to a number of people 
who assisted in evaluating the 

publications reviewed, 
especially Molly Molloy, 

Slavic reference librarian at 
the Hoover Institution Library 

at Stanford University, and 
Julie Pfeffer, publications 

manager at FY1 Information 
Resources, Washington, D.C. 

rhe col lapse in late 1989 and early 1990 of the Eastern Bloc ' s 
seemingly impenetrable wall of socialism has opened up new mar-
kets for the United States and other industrialized nations.1 For the 
industrial West the immense area of Eastern Europe and the coun-
tries that formerly made up the Soviet Union represents some 400 

million potential consumers as well as a pent-up need for investment capital, 
up-to-date technology, new management skills, and an orientation toward 
capitalist marketing and sales techniques. 

Businesspeople and investors who seek opportunities in the former Eastern 
Bloc countries need to understand not only the economies of these countries 
but also the democratization and privatization processes that are occurr ing 
in them. A number of fac tors—col lec t ive ly re fer red to as "country (or 
sovereign) r isk"—must be evaluated, including countries ' political stability 
and their policies toward foreign loans and investments. The latter deter-
mine the presence or absence of such barriers as wage-price controls, profit 
controls, tariffs, and expropriation of foreigners ' assets. 

The urgent demand for this type of information has spawned a rapidly 
growing body of periodical literature designed to help businesspeople and 
investors evaluate the opportunities available in East European markets . 
Policymakers, analysts, and academics should also find many of these pub-
lications of interest. This essay reviews several periodicals focusing on 
Eastern Europe and the newly independent states. (See the box on page 39 
for prices and subscription information for the periodicals reviewed here.) 
Most of these publications were inaugurated since 1990, reflecting the criti-
cal need for information about this area. This review is one of two parts; 
part 1, in the November/December 1992 Economic Review, focused on U.S. 
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government sources, general reference works, and di-
rectories providing information about foreign invest-
ment and trade with the former Soviet Bloc countries. 
While the majority of works discussed in part 1 pro-
vide background information, the periodicals reviewed 
here give more up- to- the-minute informat ion about 
developments. Taken together, the works examined in 
these two essays provide investors, businesspeople, 
and policymakers with unprecedented access to infor-
mation about this dramatical ly changing part of the 
world. 

ABSEES: Soviet and East European Abstracts Se-
ries (Oxford, England; quarterly; began July 1970) is 
an English-language indexing and abstracting service 
that scans articles originally published in eleven lan-
guages of the nine East European countries and the 
former Soviet Union. Articles are gleaned f rom fif ty 
newspapers, general interest magazines, and trade jour-
nals published throughout the area. The articles cover 
a wide range of subjects—from agriculture to econom-
ic planning, f rom labor and wages to science and tech-
n o l o g y — a n d the abst racts a lways inc lude a l i teral 
English translation of their headline or title.2 

ABSEES issues are arranged in three parts: (1) in-
troductory material with definitions; (2) a country/sub-
ject index, with each entry including a one- or two-line 
English summary that points the user to the desired 
abstract entry; and (3) the abstracts, also arranged by 
country/subject. Each year 's final issue also contains a 
cumulative index, by country/subject, for that year. 

ABSEES abstracts can be an important first step in 
the research process for businesspeople and investors. 
Of course , the articles abstracted should a lways be 
scrutinized for exaggerated claims and unreliable statis-
tics that may have been promulgated by the defunct so-
cialist governments. In addition to this obvious caveat, 
however, users should also be aware that the weighting 
of titles included in ABSEES does not necessarily re-
flect the size of the respective national economies rep-
resented nor their degree of economic liberation. (The 
newspapers and periodicals abstracted by ABSEES are 
heavily weighted toward the Russian language (thir-
teen), followed by Bulgarian (eight), Serbo-Croatian 
(seven), and Czech (six). The remaining sixteen are di-
vided among Albanian, German, Hungarian, Lithuani-
an, Polish, Romanian, and Slovak.) 

Another deterrent to using ABSEES may be the gen-
eral unavailability of the publications abstracted. Few 
libraries in the United States subscribe to all fifty titles 
covered, although research collections in major univer-
sities or population centers will likely have a majority. 

The technical translators that may be needed to deal 
with the original-text languages are most likely to be 
available in or near research and population centers. 

Arguments and Facts International (San Francisco: 
AFI, Ltd.; monthly; began 1990), as the title suggests, 
presents a blend of editorial opinion ("arguments" on 
political, social, and economic issues) with news cov-
erage ("facts" about business conditions arranged by 
industrial sector, topic, and location). The Russian-
language version, published in Moscow, boasts a cir-
culation recently reported as more than 26 mill ion. 
The publication's success is built on factors like the 
high caliber of informed contributors to its editorial 
opinion pages. In the June/July 1991 issue, for in-
stance, American and Russian intellectuals contributed 
eleven pages of discussion on such matters as U.S. and 
Russian views on the political and economic foment 
occurring in the Soviet Union just before the attempt-
ed coup d'état in late summer 1991. 

N e w s i t ems in the J u n e / J u l y 1991 i s sue c o v e r 
macro- and microeconomic conditions, regional news 
of the Socialist Republics, legislation, and trade and 
commercial developments, including emphasis on in-
dustrial sectors. Abundant detail in the form of names, 
addresses, and telephone, fax, and Telex numbers pro-
vides great convenience to the reader. 

Arguments and Facts International is expensive, 
but the informed thought of the editorial opinions and 
the scope and detail of its reporting make it a worth-
while investment. 

The Business International/Economist Intelligence 
Unit provides country and industry coverage for busi-
ness and academicians. Country Reports (quarterly) 
and Country Profiles (annual), mentioned previously 
in this Economic Review (July/August 1991, 56), mon-
itor political, economic, and business conditions with-
in each country. Both publications are available for the 
Commonweal th of Independent States as well as all 
East European countries except Albania. The quarterly 
European Trends: Key Issues and Developments in the 
EC, EFT A, and the Single Market, also reviewed in 
the July/August 1991 Economic Review (56), warrants 
mention again because of its strong emphasis on gov-
ernmental and economic events in Eastern Europe and 
the newly independent states. Political and economic 
developments require serious scrutiny and insightful 
interpretation by the European Community. European 
Trends provides articles to these ends. For instance, is-
sues in the past two years have featured articles like 
"Financing Europe ' s Regions in the 1990 's ," which 
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discusses funding the economic restructuring of the 
five Länder of former East Germany, and "The Com-
monweal th of Independent States: The Crossroads," 
which examines the evolut ion of the fo rmer Soviet 
Union's search for an opt imum balance between full 
independence of each state and a coordinating center 
as a central government. 

Business International/Economist Intelligence Unit 
recently developed an East European Risk Service to 
incorporate into the broader, exis t ing Country Risk 
Service. Th i s serv ice p rov ides fu l l in te rna t iona l ly 
comparable, macroeconomic country risk analysis, up-
dated quarterly, on the newly independent states and 
all the East European countries except Albania. The 
service's format stresses the essential matter of external 
financing forecasts along with other external f inance 
indicators like reserve cover, as well as medium-term 
lending risk, political and policy risk, and short-term 
trade risk. The service is available on diskette, tailored 
to the subscriber 's specific requirements. It reflects, as 
does the array of Bus iness In te rna t iona l /Economic 
Intel l igence Unit publications, solid, thoroughgoing 
analysis by a research staff that frequently works on 
site in the subject countr ies . Al though the publ ica-
tions are expensive, the information can be quite use-
ful. 

Central European: Finance and Business in Central 
and Eastern Europe (London: Euromoney Publ ica-
tions; monthly; began 1991) continues the Euromoney 
Publications tradit ion—begun in 1969 in Euromoney 
(see the rev iew in Economic Review, Ju ly /Augus t 
1991, 57)—of general but detailed coverage of impor-
tant financial market developments. The May 1992 is-
sue of Central European, for instance, offers a six-page 
discussion of the internal squabbling in the Yugoslav 
state of Slovenia that has impeded privatization and 
reform of the banking system. Another seven pages 
are devoted to problems with obtaining Western bank 
f inancing for a desperately needed new Central and 
East European infrastructure. The issue also contains 
feature sections, of varying length, on deals, privati-
zation, joint venture alerts, a bank profile (Megabank 
in Poland), secondary markets, and regulation. This 
new publication shares the principal attributes of Eu-
romoney—solid information for practitioners tracking 
current capital and money markets and a vehicle to 
keep academicians broadly conversant with those de-
velopments. 

The English-language edition of Commersant: The 
Russian Business Weekly (Moscow; English edit ion 
published joint ly with Re fco Group, Ltd. , Chicago; 

Subscription Information* 

AB SEES: Soviet and East European Abstracts Series. 
$695. A B S E E S Limited, 76c Roupel l Street, London, 
SEI 8SS, England. 

Arguments and Facts International. $600. AFI, Limited, 
243 Kearny Street, San Francisco, C A 94108. 

Central European: Finance and Business in Central and 
Eastern Europe. $435. Reed Publishing Group, 205 
East 42nd Street, Suite 1705, New York, N Y 10017. 

Commersant: The Russian Business Weekly. $265. Re-
quest order form by mail for English (or Russian) edi-
tion f r o m R e f c o G r o u p L imi t ed ( U S A ) , 111 W e s t 
J ackson Bou leva rd , Ch icago , IL 60604 , or b y s f a x , 
(312) 930-6534. 

Country Reports; Country Profiles. $295 /package (per 
country). The Economist Intelligence Unit, Business 
In ternat ional , 2 1 5 Park A v e n u e Sou th , N e w York , 
N Y 10003. 

Dateline: Russia. $360. Dateline International, Inc., P O 
Box 1270, Minden, NV 89423-1270. 

European Trends. $ 3 7 5 . T h e E c o n o m i s t I n t e l l i gence 
Unit, Business International, 215 Park Avenue South, 
N e w York, N Y 10003. 

Finance International. $150 . T o set up a subscr ip t ion 
and be billed for it, fax an order letter to 44-71-823-
1001 (Subscription Department , Springfleet Publish-
ing Limited, 4 and 5 Grosvenor Place, London S W 1 X 
7HJ, England). 

Global Finance. $120. Global Finance Joint Venture, 11 
W e s t 19th S t r e e t , S e c o n d F l o o r , N e w Y o r k , N Y 
10011. 

Perspectives. $225. Internat ional F reedom Foundat ion , 
200 G Street, N E , Washington, D C 20002. 

Russian Business Monitor. $8 per issue. For subscription 
instructions, write R B M Eurokosmos , P O Box 233, 
103051 Moscow, Russia , or te lephone (7-095) 208-
12-88. 

'Prices and addresses shown are current as of December 1992. Prices are annual subscription rates (in U.S. dollars) for individuals 
in the United States, unless otherwise specified; postage may be extra. Addresses are for subscriptions only and may differ from 
place of publication. 
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weekly; began 1908, suspended 1917, resumed Jan-
uary 1990), straightforwardly organized and written in 
smoothly idiomatic American English, is decidedly 
pitched toward the Amer ican business market . T h e 
current format, commencing with the September 15, 
1992, issue, reflects the responses to a survey that asked 
its readers to help create a publication they would like 
to read. This issue includes articles on top stories of 
the week, investment, banking, and defense spending, 
as well as reproductions of selected documents like 
the Russian Federation Resolution "On Information 
about Gold Mining and Produc t ion" and a detailed 
presentation of economic indicators. 

Exporters may find useful the explication of the list 
of impor t commodi t i e s e l igible fo r subsidy by the 
Russian Federation and the coefficients for converting 
these c o m m o d i t i e s ' f o r e ign t rade con t rac t p r ices . 
Economists may appreciate the emphasis given to ta-
bles of economic indicators and the statistical analyses 
of various kinds of economic activity (for example, 
exchange rates , commod i ty pr ices , and the central 
bank and commercial banking system). However, re-
searchers will doubtless balk at the omission of refer-
ences for data sources. 

Dateline: Russia ( M i n d e n , Nev. [U .S .A . ] , and 
Moscow, Russia; monthly; began October 1992) pre-
sents a wide selection of topics—about twenty, ranging 
(alphabetically) f rom aerospace to transportation—of-
fering "information, understanding, [and] opportuni-
ty," for the American businessperson and investor. The 
subject of most articles in the table of contents is self-
ev ident , a l though some need ampl i f i ca t ion . " C o n -
version," for example, refers to the transformation of 
economic activity formerly associated with the military-
industrial complex to civilian activities. Given the sig-
nificant part of Russia ' s gross national product rep-
resented by the military, this topic is, of course, one of 
the most important issues in Russia today. The article 
discusses the ways in which enterprises whose defense 
contracts have been reduced or canceled can convert 
their capacities, scientific and technical potential, and 
manpower. New laws governing the situation are dis-
cussed, as are plans for the then-impending Interna-
tional Confe rence on Convers ion held in Moscow, 
October 14-16, 1992. One suggested conversion activ-
ity is the plan under which ballist ic missi les with-
drawn from service would be used as delivery vehicles 
to launch commercial space probes. 

Dateline: Russia includes some lighter features such 
as a table of daily rates (in U.S. dollars) in state-run 
Moscow hotels for single, double, half-suite, and suite 

accommodations. A "How To" column takes up learn-
ing the Russian language, with a beginning lesson in 
the Cyrillic alphabet that includes some basic English 
words translated into the Russian. 

Finance International (London: Springfleet Pub-
lishing Limited; quarterly; began 1992) consists of clus-
ters of articles pulled together around geographical 
area or banking/f inance topics. Contributing authors 
often are prominent national figures and authorities in 
the international financial field. A twelve-page study 
on E a s t e r n E u r o p e f o c u s i n g on H u n g a r y ( M a r c h 
1992), for example, featured articles by the Minister 
of Finance, the chairman and CEO of the Budapest 
Bank , and the Minis te r of Indus t ry and Trade dis-
cussing, respectively, the Hungar ian economic pro-
gram of structural adjustment and development , the 
state's role in privatization, and Hungary's progress to-
ward a market economy that makes it one of the more 
at t ract ive countr ies fo r Western inves tment . In the 
same issue three sections on global custody have gen-
eral interest for securities investors around the world. 
The discussion in the three sections centers on trends 
toward concentration in custody services, technology's 
effects on competition for clients, and establishing and 
managing an agent network. The authors of these sec-
tions are seasoned executive practitioners with varied 
custody experience at firms in New York and Boston. 

Finance International is geared to the financial exec-
utive interested primarily in area-specific studies, but it 
also includes some topical articles. Although not limited 
to Eastern Europe and the newly independent states, 
this new publication informs financiers of significant 
issues affecting trade with that part of the world. 

Global Finance (New York: Global Finance Joint 
Venture; monthly; began 1987) offers sophisticated in-
sight into investment and finance around the world, in-
cluding places until recently considered off-beat for 
Western purposes, such as China, Hungary, Poland, 
Sri Lanka, and Peru. For some months the publication 
has placed increasing emphasis on Eastern Europe and 
the newly independent states, representative of which 
is the ar t ic le (in the March 1992 i ssue) " R u s s i a n 
Roulette," delineating specific problems of resolving 
legal disputes in Russia. The article discusses such ob-
stacles as unclear law, big gaps in the law, defining 
what income is for the purpose of levying new income 
taxes (which are payable in hard currency), ill-qualified 
judges , ambiguit ies surrounding authority to sign a 
contract , and disputes over contracts signed before 
the breakup of the Soviet Union. The May 1992 issue 
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includes a substantial article about "Bulgaria 's Slow 
Trek to the Market," investigating the 90 percent de-
valuation of the currency, which has a uniquely man-
aged float among East European currencies; favorable 
changes in the laws governing restitution of private 
property; reform of the banking system; and liberaliza-
tion of a foreign investment act. All issues include de-
partments that deal regularly with features like risk 
management, global trends, futures and options, and a 
central European roundtable. 

Global Finance's growing focus on Eastern Europe 
and the newly independent states makes it a worth-
while publication for investors and creditors seeking 
opportunities in those areas, as well as for academi-
cians scanning the horizon. The publication's attrac-
tive format and exceptionally creative artwork do not 
vitiate a serious approach to the subject matter. 

Perspectives (formerly Soviet Perspectives) (Wash-
ington: International Freedom Foundation; monthly; be-
gan March 1991) guides the reader through principal 
issues in the continuing maze of economic reform and 
the panorama of joint venture business opportunities in 
the former Soviet Union. The style is terse, and the selec-
tion of news and feature topics targets information use-
ful to U.S. business and investment interests vis-à-vis 
the newly independent states. For example, the lead ar-
ticle in the August 10, 1992, issue examines the Mu-
nich G-Seven Summi t , which called fo r bil l ions of 
dollars in aid to the former Soviet republics. The article 
highlights particular sectors that will likely be most 
enhanced by the aid—personnel and other management 
training, nuclear safety, and oil and gas. The issue also 
contains a calendar of upcoming trade shows and confer-
ences on opportunities in the newly independent states 
as well as articles on notable privatization events in the 
republics, significant newly agreed-upon joint ventures, 

and U.S. and Canadian government offices created to 
facilitate trade with the newly independent states. 

The publication is available electronically on the 
NewsNet on-line service; information on this service is 
available (in the United States) at 800-345-1301. 

Russian Business Monitor ( M o s c o w : R B M Eu-
rokosmos ; f ive issues per year; began Apri l 1992) 
promises to provide needed informat ion fo r invest-
ment and business with Russia and the other newly in-
dependent states. The first issue presents a balanced 
array of expository and factual articles. An essay on po-
litical and economic reform from August 1990 through 
February 1992, complete with tables, graphs, charts, 
and other illustrations explicating Russian economic 
fundamentals , occupies almost half the issue. Other 
useful features of this issue include a section that dis-
cusses steps being taken to bring Russ ian f inancial 
statements into accord with the "world standard" and 
the "British and American Model" and a section list-
ing contacts for business opportunities in Russia. 

The Russian Business Monitor editorial board and 
the staff are economists, lawyers, political scientists, 
and other professionals, many of whom are affiliated 
with the Russian Academy of Sciences, the Academy 
of National Economy, and other governmental and in-
dependent organizations. 

A Western reader, particularly one not already versed 
in Russian background, may find that a lack of sys-
tematic definit ion of terms slows comprehension of 
technical economic discussions (for example, the in-
terchangeable use of "Russ ia" and "Russian Federa-
tion"). Moreover, the English translation of the text is 
at times awkward and not smoothly idiomatic. Never-
theless, the Russian Business Monitor has m a d e a 
good beginning in providing businesspeople and in-
vestors with a broad range of information. 

Notes 

1. The Eastern Bloc comprised East Germany and the other 
countries of Eastern Europe—Albania, Bulgaria, Czechoslo-
vakia, Hungary, Poland, Romania, and Yugoslavia—and the 
Soviet Union (Armenia, Azerbaijan, Byelarus, Estonia, Geor-
gia, Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Moldova, 
Russia, Tajikistan, Ukraine, and Uzbekistan, sometimes re-
ferred to as the newly independent states). There is at present 
no broadly accepted alternative name for the states of the for-
mer Soviet Union. Commonwealth of Independent States en-
compasses only some of those nations. The people of the area 
object to the term States of the Former Soviet Union. Hence, 

following the lead of the U.S. Department of Commerce In-
ternational Trade Administration, this article will use the 
term newly independent states, where appropriate, to desig-
nate the former Soviet Union. 

2. The informed reader may wonder whether the Current Digest 
of the Post-Soviet Press (formerly Current Digest of the Sovi-
et Press) is an alternative to ABSEES. The former concen-
trates on the political arena within the former Soviet Union 
with neither particular emphasis on the East European na-
tions nor the subjects that are the special concern of ABSEES. 
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I 

J^eview Essay 

Capital Ideas: 
The Improbable Origins of 

Modern Wall Street 

by Peter L. Bernstein. 
New York: The Free Press, 1992. 

340 pages. $24.95. 

Thomas J. Cunningham 

M o you beat the market? William Sharpe, who would eventually 
K • win the Nobel prize in economics for work centered on this 

t M very question, asked the question in the mid-1960s over lunch 
m with Peter Bernstein, a mutual-fund manager. Bernstein talked 

• about his performance relative to other fund managers and the 
Dow. Sharpe interrupted, asking again, "But do you beat the market?" 

At the time, it was tough to tell. No one had ever really asked the ques-
tion before. "The market" was an ill-defined term, and its return was not 
well measured. Bernstein may have beaten the Dow, but Sharpe was more 
interested in the total return from a very broad market, not just the price ap-
preciation of an index of a small, albeit well-known, number of stocks. 

Things have changed. Finance, in both theory and practice, has under-
gone a spectacular transformation in a relatively short and recent period. 
Peter Bernstein traces the history of finance and finance theory—essentially 
the last thirty years—in Capital Ideas: The Improbable Origins of Modern 
Wall Street. 

Although any historical account, particularly one of ideas, is bound to re-
flect the personal experiences and prejudices of its author, the chronicle of 
financial theory and innovation in Capital Ideas is, in large measure, a re-
counting of the author's personal experience. Bernstein, who is acquainted 
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with both the theoretical and applied sides of finance the-
ory, has been in and around financial markets through-
out his adult life. He did not need to second-guess the 
intent of the historical figures in his narrative; he sim-
ply talked to them. Despite this personal perspective, 
his prose at times seems aimed a bit too high for the 
general public. Those with an interest or experience in 
finance, however, are likely to find a large part of the 
book informative and interesting. 

The text is divided into six parts: The single-chapter 
introduction and conclusion bracket four multichapter 
sections that develop specific topics. Within each sec-
tion and from section to section, topics are treated 
more or less chronologically. 

Cowles and the Efficient Markets Idea 

Bernstein begins his history of finance theory with 
a simple explanation of the efficient markets idea— 
that is, why excess stock returns are unforecastable. 
While this theory now seems innocuous, early (and 
even not so early) in this century the proposition an-
noyed many employed in financial markets, especially 
those who made their living as investment advisors. 

The first discrete character in Bernstein's historical 
narrative is Alfred Cowles, who set out in the 1930s to 
see how well investment advisors actually predicted 
market performance over time, something that had 
never been done before. The effort proved problemat-
ic: tracking several thousand recommendations made 
by selected investment firms and advisors and compar-
ing their performance against that of the market as a 
whole was a straightforward but mammoth task. 

Two things came of Cowles's efforts: first, the Cowles 
Foundation, which he established to promote the ef-
forts of scholars interested in combining economics 
and statistics; second, his results, which showed that, 
over the period examined, the best investment advisor 
selected stocks whose yields were about half as much 
as the market as a whole. Not surprisingly, these re-
sults were not warmly received by the investment ad-
visor community. 

7Tie Risk Reward Trade-Off 

Bernstein next focuses on the idea of the trade-off 
between risk (which Cowles did not consider) and re-
ward and the appropriate way to measure each. He al-

so offers some personal insight into how these ideas 
were accepted—or, early in the process, vigorously re-
sisted—by portfolio managers. 

Even though Cowles's work was widely available, lit-
tle came of it for two decades, in part, Bernstein argues, 
because finance had not developed as an academic 
discipline. Bernstein illustrates this point with a story 
about the work of Harry Markowitz. When Markowitz 
(an eventual Nobel laureate) defended his doctoral dis-
sertation on portfolio selection at the University of 
Chicago in 1952, faculty committee member Milton 
Friedman (another future laureate), said, " 'Harry, I 
don't see anything wrong with the math here, but I 
have a problem. This isn't a dissertation in economics, 
and we can't give you a Ph.D. in economics for a dis-
sertation that's not economics. It's not math, it's not 
economics, it's not even business administration.'" The 
committee did, however, come around. 

Markowitz's contribution to finance, in a gross sim-
plification, was to show that risk in a portfolio can be 
contained through diversification: though each indi-
vidual asset in the portfolio may be risky, the risks 
need not be correlated among the assets. Thus, a diver-
sified set of assets may jointly be less risky than the 
assets in the portfolio taken individually. 

The idea of portfolio diversification was further de-
veloped by James Tobin, who took over the Cowles 
Foundation and moved it to Yale. In a 1958 article that 
was ultimately central to his winning the Nobel prize, 
Tobin emphasized portfolio diversification across a va-
riety of different types of assets as the appropriate re-
sponse to risk. That is, diversifying with a variety of 
risky assets may reduce a portfolio's combined risk. 
Tobin's work still serves as a standard of the finance 
literature. Bernstein shows how far removed the theo-
retical side of finance was from the practical applica-
tion when he reports Tobin as saying, " 'I am unique in 
that no real world financial enterprise has ever asked 
me for any advice whatsoever.'" 

This section of Capital Ideas concludes with a 
chapter focusing on William Sharpe, whose question 
at the beginning of this essay originally challenged 
Bernstein. In 1964 Sharpe developed the empirics be-
hind the capital asset pricing model (CAPM). The 
model formalizes the risk-reward trade-off by claim-
ing that returns to assets should be a function of risk as 
measured by, in Sharpe's work, their relative volatility. 
Of course, recently, single-explanatory-variable mod-
els of almost anything, asset returns in particular, have 
fallen out of favor. Sharpe's work, however, would en-
able investment professionals like Bernstein eventually 
to answer the question, Do you beat the market? in a 
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more systematic (risk-adjusted) way than did the sim-
pler work of Cowles. 

To measure just what "the market" was doing, 
Sharpe undertook a comprehensive accounting of re-
turns to broad measures of securi t ies markets , a 
formidable task in the 1960s environment of limited 
data bases and slow, expensive computers. Sharpe's 
work was similar to Cowles's not only in the size of 
the task but also in its results: Professional investment 
managers systematically underperformed the market 
as a whole. One could outperform investment profes-
sionals simply by buying "the market" and holding on. 
Bernstein argues that such results partly account for 
the problem in having academic work in finance ac-
cepted in the professional investment management 
community. 

Technical Analysts versus 
Efficient Markets Gurus 

In the book's third section Bernstein develops the 
efficient markets ideas in the area of stocks' price be-
havior and the particular notions of their apparently 
random character. He starts with a discussion of the ini-
tial questions raised about the foundations of technical 
analysis, which identifies patterns emerging from price 
behavior (typically of stocks or commodities) and tries 
to match the current patterns with those of the past to 
predict the future. What are now called efficient mar-
kets theorists, however, see a kind of catch-22 problem 
in technical as well as fundamental analysis; if one 
were truly able to discern tomorrow's price from past 
patterns, then, in hopes of making a profit, one would 
today bid the price of a stock up or down to tomorrow's 
price. That is, if tomorrow's price is known for certain, 
today's price will move to match, eliminating the po-
tential certain profits. In short, technical market analy-
sis and the efficient markets theory do not mix. 

The initial attacks on technical analysis, however, 
came not from the financial theorists but from applied 
statisticians. In any random behavior, they argued, one 
can, after the fact, discern certain patterns. Inevitably, 
these patterns will repeat, but any apparent trend is il-
lusory. Such repetition is no different from any ran-
dom process observed closely and over a long enough 
period. In a truly random process, a "technical ana-
lyst" will be able to call the next day correctly about 
half the time; so, over time, might a coin. 

Paul Samuelson, the first American Nobel laureate 
in economics, practiced his beliefs in a buy-and-hold 

strategy during his many years as a trustee and mem-
ber of the finance committee of the College Retire-
ment Equities Fund, a large pension fund for college 
teachers. Samuelson, firmly in the efficient-markets 
camp, did not think portfolio managers performed any 
real service. In an article in the inaugural, fall 1974 is-
sue of the Journal of Portfolio Management (of which 
Bernstein was the founder and first editor) Samuelson 
expressed his scorn for portfolio managers: 

They also serve who only sit and hold; but I suppose 
the fees to be earned by such sensible and prosaic be-
havior are less than f rom essaying to give it that old 
post-college t r y . . . . 

But a respect for evidence compels m e to incline 
toward the hypothes is that most por t fo l io decis ion-
makers should go out of business—take u p plumbing, 
teach Greek, or help produce the annual G N P by serv-
ing as corpora te execu t ives . Even if this adv ice to 
drop dead is good advice, it obviously is not counsel 
that will be eagerly fol lowed. Few people will com-
mit suicide without a push. 

The section concludes with a chapter on Eugene 
Fama, whom I think of as the current dean of the effi-
cient markets theorists. Fama's work beginning in the 
mid-1960s led to the now-prevalent view of the effi-
cient markets literature that news—surprising news— 
is the primary factor responsible for moving securities 
prices. Securities analysis may have a role in gathering 
and disseminating information, and without this activi-
ty markets may not be as efficient as they otherwise 
would be. The possibility of gaining anything other than 
a short-term advantage from such analysis, though, ei-
ther in information or some clever trading strategy, is 
remote.1 

A Class in Corporate Finance 

The fourth section of Capital Ideas discusses the 
development of what are now some of the basics of 
standard corporate finance classes. While most of the 
section looks at finance from the buyer's side (how to 
structure portfolios) the first chapter of the section 
considers the security seller's perspective—how should 
a corporation finance itself? On the corporate side, 
probably the most startling theoretical innovation to 
come from finance is the Modigliani-Miller theorem, 
developed in 1958. Modigliani and Miller (Nobel lau-
reates both, though separately) asked whether the 
structuring of a company's balance sheet—that is, 
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whether the company finances itself by selling debt 
(borrowing) or selling equity (stock)—matters. The 
Modigliani-Miller theorem answers the question nega-
tively; whether financing comes from debt or equity is 
irrelevant for the firm's owners. The project to be fi-
nanced will have some payoff to the current stockhold-
ers whether they have split that payoff with additional 
stockholders or additional bondholders. Institutional 
complications (for example, tax considerations) may 
lead current equity owners to prefer one means of fi-
nancing to another, but without these frictions the 
choice of issuing equity or debt is a toss-up. If the 
overall project is worthwhile, the market will increase 
its valuation of the company. 

The remaining chapters in the section, in a return to 
the financial market perspective, discuss a generaliza-
tion of the capital asset pricing model and options 
pricing models. The chief problem with the CAPM, as 
noted above, is that it relies on a single-factor risk to 
explain asset returns. Arbitrage pricing theory, devel-
oped in 1976 by Stephen Ross, extends the CAPM to 
include a variety of a given security's attributes as fac-
tors that can explain its return. Finally, Bernstein de-
scribes the development, in 1973, of the Black-Scholes 
model—which explains an option's price as a function 
of the underlying stock's price, volatility, the rate of 
interest, and the time to expiration of the option—and 
the growth of its acceptance. 

From Academe to Application 

By this point in the book, the reader is well up on cur-
rent finance and events. Black-Scholes calculations are 
routinely performed in real time on exchange floors. 
Buy-and-hold is a recognized and valued investment 
strategy. Indexes and technical data services that show 
how various market measures are performing over time 
have proliferated. Financial theory has found its way 
into the practice of finance, and now it is time for the 
financial theorists to follow. Bernstein describes this 
process in the book's final topical section, titled "From 
Gown to Town." 

The section's first chapter discusses Wells Fargo 
Bank's entry into index funds in 1971. (Banks are not 
now permitted to offer this sort of security.) The bank's 
strategy was to combine the "best," most diverse port-
folio to be had (the market as a whole) with the "best" 
management strategy (buy-and-hold). By any standard 
of fund performance, Wells Fargo did quite well with 
this plan. Strategists at Wells Fargo brought together 

financial academics and combined them with computers 
and money to create index funds through which in-
vestors could participate in the returns associated with 
financial markets indexes. This venture, detailed by 
Bernstein, was a triumph for Wells Fargo, which at the 
time took a considerable risk, and for financial theory 
and theorists. Whatever resistance the traditional finance 
community retained toward employing academics large-
ly came to an end. 

Nowadays theoretical and practical innovation is 
the rule. Two of the more visible recent innovations 
are program trading—that is, doing extensive market 
price data analysis to find small price "discrepancies" 
and trading on them—and portfolio insurance. Bern-
stein discusses these developments in the second and 
third chapters in the section. 

The chapter on portfolio insurance is the most inter-
esting in the book. Bernstein's personal experience al-
lows him to discuss the development of portfol io 
insurance from both a practitioner's and a theoreti-
cian's viewpoint. Portfolio insurance involves trading 
in both the actual assets and their futures in a specified 
manner to protect ("insure") the portfolio from large 
changes in value. The opening of futures markets for 
major stock indexes went a long way toward making 
portfolio insurance-type trading practical. The down-
side of such trading was the possibility of a disruption 
like the market crash of October 1987. Without assign-
ing blame to portfolio insurance, Bernstein gives a 
thoughtful discussion of the resulting Brady Commis-
sion report. Whether or not it caused the crash, portfo-
lio insurance certainly suffered because of that event. 
The breakdown in the relationship between equity 
market prices and futures market prices led portfolio 
insurance trading to fail under exactly the sort of condi-
tions that many portfolio insurance clients had hoped 
to protect themselves against. 

Conclusion 

The final chapter contains an overview and conjec-
tures about the future. Bernstein concludes that the 
revolution in finance, while dramatic, is not complete. 
Ever more efficient, competitive, and innovative mar-
kets will make everyone better off. 

Bernstein does not discuss current developments affil-
iated with the ideas he has traced throughout the book. 
Efficient markets theory is being questioned from a 
number of different perspectives. New financial instru-
ments (such as interest rate swaps and derivatives), all 
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with unique and sometimes not well understood risk 
characteristics, are proliferating. Bernstein is probably 
wise, in a book about the origins of finance theory, to 
ignore current problems and developments that he had 
not explored earlier in the text. A conclusion with too 
many open-ended issues would have detracted from the 
historical tone the author established. 

Overall, Capital Ideas is an interesting history of fi-
nance, but the subtitle, The Improbable Origins of 
Modern Wall Street, hints at more than the text deliv-
ers. Applying statistical techniques to financial data 
strikes me as more of a probable than improbable path 
of intellectual development. Acknowledging that the 
origins of financial theory are not startling does not, 

1. Interestingly, Fama has also done some work leading the 
questioning of the efficient markets hypothesis; see David N. 
DeJong and Charles H. Whiteman, "More Unsettling Evi-

however, indicate that the recounting of the theory's 
development or implications is uninteresting. Quite the 
contrary, Bernstein has produced a readable and enter-
taining text. Finance professors who devised radically 
new trading strategies because "lifestyles were in dan-
ger and it was time for an invention" are bound to 
make interesting subjects. 

My one quibble is that Bernstein perhaps tries to 
reach too broad an audience. It is unlikely that many, 
outside of academics and finance professionals, will 
be drawn to the subject. Within the finance communi-
ty, however, many will find Capital Ideas interesting, 
but they may have benefited more from a technically 
oriented presentation. 

Note 

dence on the Perfect Markets Hypothesis," Federal Reserve 
Bank of Atlanta Economic Review 77 (November/December 
1992): 1-13. 
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unk bonds—taken literally, the term implies that such securities are 
worthless. However, that was not the case during much of the 1980s, 
when junk bonds were among the hottest investments on Wall Street. 
What are junk bonds, and why all the controversy over them? It 
seems that there are two sides to every story about junk bonds. Con-

sider Michael Milken. On the one hand, he can be regarded as one of the 
great innovators of our time, someone who helped the United States grow 
by securing financing for more than 1,000 corporations. On the other hand, 
Milken was convicted of violating U.S. security laws, was sent to prison, 
and was forced to pay $900 million in fines. Part of that money is going to-
ward the government cleanup of the savings and loan industry, which cost 
billions of dollars. One person, two different faces—so it is with junk bonds 
in general. 

In Junk Bonds: How High Yield Securities Restructured America, Glenn 
Yago, a professor of economics at the State University of New York at Stony 
Brook, sets out to defend the junk bond market f rom what he believes are 
unwarranted attacks by critics. "Despite what many people think," he states, 
"junk bonds have not primarily been used to fund hostile take-overs." Yago 
believes that their most fundamental role has been to generate economic 
value "through aggressive business development strategies. . . . Junk bonds 
have been associated with rapid growth in sales, productivity, employment, 
and capital spending. . . . Far from undermining our economy, junk bonds 
promoted the economic objectives Americans value: efficiency, productivity, 
profit, and growth. The most degrading or destructive aspect of junk bonds 
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has been the language used to describe them." Because 
Yago focuses mostly on a relatively prosperous period 
fo r the j u n k bond marke t , his a r g u m e n t s on j u n k 
bonds ' behalf are necessari ly one-sided. While this 
discussion considers Yago 's points, it also seeks to 
present a more balanced view of the junk bond phe-
nomenon, attempting to dispel myths on both sides of 
the issue. 

What Are Junk Bonds? 

According to Yago, before the ascendancy of junk 
bonds, conservative investors at institutions such as in-
surance companies, pension funds, bank trust depart-
ments, and investment companies primarily invested in 
investment-grade credits. He reports that at the time of 
his writing only 800 companies had issued corporate 
bonds in the investment-grade market and that if the 
23,000 U.S. companies at that time having sales greater 
than $35 million were reviewed by bond rating agen-
cies, only about 5 percent would qualify for investment-
grade ratings. If so, the remaining 95 percent would 
receive below-investment-grade, or "junk," ratings. Be-
cause their debts are perceived as more risky, these 
companies are forced to pay higher interest rates on 
their debt than the rates for Treasury securities and in-
vestment-grade bonds. Their debt thus earns the desig-
nation "high-yield securities." 

High-yield bonds are not a new phenomenon in the 
securities markets. In 1958 W. Braddock Hickman 's 
book titled Corporate Bond Quality and Investor Ex-
perience analyzed U.S. corporate bonds issued from 
1900 to 1943. Hickman concluded that "investors ob-
tained better returns on low-grade issues than on high 
grades." It was on this premise that Michael Milken 
began building his original-issue high-yield empire. 
Prior to Milken 's innovation, most junk bonds were 
"fa l len angels ," or or ig ina l - i ssue inves tment-grade 
bonds that had been down-graded over time. Milken 
f o c u s e d on br ing ing to marke t or ig ina l - i ssue j unk 
bonds by high-growth companies that had been denied 
investment-grade ratings. 

to more than $200 billion and served over 1,500 com-
panies. As Yago states, "The high-yield bond market 
gave issuers affordable access to fixed-rate funding, 
without the covenants and restrictions associated with 
bank loans and private placements . . . [and] allowed 
non-investment grade companies to raise funds faster, 
cheaper , and with fewer negot ia t ions ." As a result , 
high-yield firms "could deploy their assets toward new 
objectives, make better use of technological advances, 
and more flexibly adapt to competitive pressures." At 
the other end of the transaction, investors bought junk 
bonds because they believed that, even with the in-
creased chance of bankruptcy, a well-diversified port-
folio of junk bonds would greatly outperform other 
fixed-income securities. 

One Face of the Junk Bond Market 

To support his argument that junk bonds contribut-
ed to the 1980s' economic prosperity, Yago presents 
d i f f e r en t m e a s u r e s d e m o n s t r a t i n g h o w h igh -y i e ld 
firms outperformed their industries. For example, he 
analyzes the change in employment from 1980 through 
1986 for firms that first issued a high-yield security at 
the beginning of that period. The results are impres-
sive. While industry as a whole experienced net j ob 
losses in the early 1980s, high-yield f irms recorded 
relatively steady employment gains. According to Ya-
go, these firms accounted for 82 percent of the average 
annual job growth of all public companies submitting 
employment data in the 1980-86 period. As for sales, 
he reports that "high-yield firms showed faster sales 
growth than did industry in general , and high-yield 
manufacturing firms outpaced total manufacturing in 
their rate of sales growth." Finally, Yago states, the 
rate of capital spending among high-yield firms more 
than doubled industry totals, and "within manufactur-
ing, where capital need and competitive pressure are 
greatest, high-yield f irms increased capital spending 
more than four times as fast as did the manufacturing 
sector as a whole." These measures suggest that f i rms ' 
access to the junk bond market was positively correlat-
ed with growth. 

7Tie Rise of the Junk Bond Market ^ 
7Tie Fall of the Junk Bond Market 

Through Milken, Drexel Burnham Lambert started 
selling original-issue high-yield bonds in 1977 with As early as 1958, Hickman warned of the perils of 
seven deals. By 1987 the junk bond market had grown booms and busts in low-grade bonds. He points out 
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that f rom 1912 to 1919 and again from 1928 to 1931, 
low-rated bonds proved to be poor investments. It ap-
pears that the same is true today. Although junk bonds 
paid spectacular returns through the mid-1980s, fo r 
the decade as a whole j unk bond returns underper-
formed most other markets. A story in the Wall Street 
Journal ( G e o r g e A n d e r s and C o n s t a n c e Mi t che l l 
1990), citing a study by Edward Altman (1990), re-
ported that " ' ten-year profit f rom junk-bond investing 
fell f rom No. 1 among all asset classes to last among 
corporate [bond indexes] ' when 1989 data were fac-
tored in." According to Lipper Analytical Services (re-
ported in the same Wall Street Journal article), stock 
returns for the 1980s were an annualized 11.9 percent. 
A-rated corporate bond returns were 11.7 percent, and 
Treasury bond returns were 10.7 percent. Money mar-
ket returns were 9.4 percent, tied with junk bond re-
turns, which were also 9.4 percent . Note that these 
returns do not take into account the riskiness of the in-
vestment. Adjusting for risk clearly breaks the tie of 
junk bond returns with money market returns. 

Yago gives a number of reasons for the collapse of 
the junk bond market in 1989. First, Milken was fight-
ing criminal indictments, so his presence was removed 
f r o m the marke t . Because he had been the dr iving 
force behind the junk bond market, his absence signif-
icantly reduced the market 's liquidity. Second, regula-
tion was p l aced on the owne r sh ip of j u n k b o n d s , 
including congressional legislation that barred savings 
and loans from buying junk bonds and ordered them to 
sell their portfolios containing junk bonds within five 
years. Thus, there was tremendous pressure for those 
who had been major buyers of junk bonds to sell in the 
face of their already reduced liquidity. Third, as the 
market grew, the quality of junk bonds declined, lead-
ing to higher default rates and a perceived increase in 
the market ' s risk. This perception slowed additional 
investment in the market. All these factors combined 
to cause the collapse of the junk bond market. 

The academic literature on the profitability of junk 
bonds is mixed. Bradford Cornell and Kevin Green 
(1991), who studied the period from 1977 to 1989, re-
port f indings suggesting that over the long run low-
grade bond fund returns are approximately equal to 
the returns provided by an index of high-grade bonds. 
Marshal l B lume, Donald Keim, and Sandeep Patel 
(1991) find that low-grade bonds realized higher re-
turns than higher-grade bonds but lower returns than 
common stocks between 1977 and 1989. Interestingly, 
these studies also show that low-grade bonds have less 
interest rate exposure than high-grade bonds because 
of their high coupon rates and embedded call options. 

That is, the high coupon rates in junk bonds make the 
embedded call option contained in most of them very 
valuable to the firm. Thus, as interest rates decline and 
the high coupon rates make the bonds more valuable 
to investors, the embedded call option makes the bond 
less valuable to investors because it is more likely to 
be called. 

A Second Face of the Junk Bond Market 

A more negative picture of the junk bond market is 
presented by Paul Asquith, David Mullins, and Eric 
Wolff (1989), who argue that the low default rates in 
junk bonds are illusions. They follow the junk bonds 
issued by year f rom 1977 through 1989 and observe 
the default rate for these bonds over time. They find 
that by December 31, 1989, approximately one-third 
of the junk bonds issued in 1977 and 1978 had either 
defaulted or been exchanged. This rate varies from 19 
percent to 27 percent for issue years 1979 to 1983. 

These results contrast sharply with the low default 
rates given by Yago (and many others in the industry). 
The confusion stems from different definitions. Yago 
cites annual default rates as "the volume of defaults 
versus all junk bonds outstanding" for any year. As-
quith, Mullins, and Wolff, who follow the bonds is-
sued in a particular year over time, contend that annual 
default rates are misleading because default rates are 
low immediately after issue but rise over time: "By the 
time these defaults occur, the overall market is much 
larger due to rapid growth in new issue value. This 
growth makes the high default rate of old bonds ap-
pear small relative to the size of the overall market, 
which is dominated by recently issued bonds with low 
default rates." Yago responds to this position by noting 
that the 1977-78 bonds were mostly in the oil and steel 
industry (and thus were mostly undiversified during 
the recessions that occurred from 1980 to 1982). How-
ever, he fails to address the continued high default rate 
for the 1979-83 securities. 

With these points in mind one has to wonder if Ya-
go 's positive review of the junk bond market is not 
based on an expanding junk bond market during an 
economic expansion. What happens when the t ime-
frame of his tests is enlarged? As examples of how the 
climate may change, it is worthwhile to follow some 
of the firms Yago's text considers. 

To show how high-yield f inancing may benefi t a 
firm, Yago details the "success stories" of various firms 
that entered the junk bond market. However, because 
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of the high level of risk accompanying these f irms, 
many of their stories have unhappy endings when con-
tinued to the present. Columbia Savings and Loan, for 
example , was placed in receivership on March 25, 
1991 (that is, shareholder wealth was wiped out.) A 
second company, R.H. Macy, filed for bankruptcy less 
than six years after a buyout because of "large debt, 
the lingering recession and a two-year deterioration in 
its opera t ing resu l t s" ( Jef f rey A. Trachtenberg and 
George Anders 1992). Other firms Yago details have 
also filed Chapter 11, implying that he may have been 
premature in declaring these high-yield firms success-
ful and instead might have included a section on the 
social costs such firms can engender. High-yield firms 
not only have a higher chance of bankruptcy, but they 
are also more prone to be driven into financial distress 
by even a mild recession, forcing them to contract and 
making the economic downturn worse. 

Other Issues 

Yago fails to address several other issues concern-
ing junk bonds. For instance, how is the agency conflict 
between shareholders and management or shareholders 
and creditors affected by large amounts of junk bonds? 
There is a large body of academic literature outlining 
these conflicts, which arise from the fact that the peo-
ple running the firm may not have the same incentives 
as those investing in the firm. The former, for exam-

ple, may be more prone to enhance their own power 
through the expansion of the f i rm's size or more di-
rectly through perquisites such as corporate jets that 
benefit managers ' sense of well-being but not neces-
sarily corporate (and investors') profits. In one of the 
studies exploring the conflict between corporate man-
agers and shareholders, Michael Jensen (1986) argues 
that debt helps reduce this conflict by forcing man-
agers to pay f ree cash into interest payments rather 
than into dividends that can be controlled by manage-
ment or into fu ture projects that may not be in the 
shareholders' best interest but will enlarge the firm. 

Dispelling Myths 

The positive picture of junk bonds that Yago paints 
seems accurate for the period he studied. However, by 
focusing exclusively on that time of economic expan-
sion and a growing junk bond market, Yago explores 
only one side of the high-yield bond market. Ultimate-
ly, it will take many years and many economic cycles 
to de termine the ful l ef fects of the 1980s ' b o o m in 
high-yield securities, given the long-term nature of the 
debt. By focusing on such a small sample period, Ya-
go may be establishing new myths about the benefits 
of junk bonds. Consequently, the book should be taken 
as a partial defense of the junk bond market and will 
prove to be thought-provoking and insightful to those 
unaware of the possible benefits of these markets. 
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ollowing years of debt crisis and economic stagnation, much of 
Latin America has recently achieved political stability, privatiza-
tion, and other economic progress, including the amelioration of 
inflation. Such successes have moved U.S. investors and others 
engaged in import/export trade to take advantage of the area's 

rapid growth over the past few years. U.S. Commerce Department aggregate 
data on U.S. exports to Latin America point up this burgeoning economic ac-
tivity. Data on selected principal Latin American trading partners during the 
1988-93 period illustrate the point vividly: hefty gains for U.S. exports are 
clear in the aggregate and by country for the five-year period (see Table 1). 

This essay is devoted to reference books that are about, or include, infor-
mation on foreign investment and trade with Latin American countries. It 
updates earlier reviews of reference titles devoted to or including Latin 
American investment and trade information appearing in four previous arti-
cles in the Economic Review. The first article in the series in particular re-
ferred to numerous worldwide directories and compendia including sections 
on Latin America and Latin American countries.1 

The current discussion focuses upon seven additional reference publica-
tions, two of which are new. One title, the Statistical Abstract of Latin 
America (SALA) series from UCLA's Latin American Center, has been men-
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tioned before; it emphasizes sources for statistical 
data. These titles, together with those reviewed in 
the earlier articles, provide a useful checklist for re-
searchers in foreign trade, finance, and public policy, 
as well as for academicians and librarians who seek 
information sources for Latin America. A bibliograph-
ical essay that focuses on periodical literature of the 
same region will appear in a future issue of the Eco-
nomic Review. 

International Historical Statistics: The Americas, 
1750-1988, by B.R. Mitchell (New York: Stockton 
Press, 1993; 2d ed.) is a monumental collection of ret-
rospective statistics for both North and South America.2 

The author is a fellow of Trinity College, University of 
Cambridge, where he lectures in the Economics De-
partment . The object ive of the book is to provide 
economists, historians, and policymakers, as well as 
other members of the academic, government, and busi-
ness communities, statistical data suitable for cross-
country studies. An attempt is made to ensure the best 
possible comparability of the statistics and to facilitate 
the identification of sources and access to them. The 
volume is replete with explicit notes on credibility of 
the source material. 

Although the title implies that the book provides 
statistics from 1750 through 1988, it will come as no 
surprise that data for the earlier years, which cover only 
population, are sketchy and not rigorously comparable. 
For instance, Table A l , "South America: Population of 
Countries" (total population by sex) shows data from 
eighteenth-century censuses by actual years, detailing 
information about data sources. On the other hand, in 
Table A4, "South America: Population of Major Cities," 
the first column is titled "cl750," with footnotes as need-
ed to document actual years the data were recorded. 

The engaging introduction of International Histori-
cal Statistics: The Americas, 1750-1988 emphasizes 
the increasing recognition of historical statistics as 
"major raw material" for the study and planning of 
economic growth and development. It also observes 
that "numbers begin to attain a level of subtlety and 
precision beyond that of words."3 Without belaboring 
a warning against "careless and casual use [of statisti-
cal dataj over time and between countries," Mitchell 
descr ibes pi tfal ls exis t ing for the unwary, urging 
thoughtful skepticism. (Consider, for example, whether 
data were actually by-products of a military prepared-
ness program for which men may have misrepresented 
their true age to avoid conscription so that the age dis-
tribution of the male population is biased.) Other in-
troductory information includes a three-page list of 

official national statistical sources that have been most 
often cited, weights and measures conversion ratios, 
and symbols used in the text. 

The statistical tables constituting the body of the 
text are arranged in ten broad subject divisions desig-
nated A through J, with major groups within each. The 
number of groups ranges from two, in "Table I, Educa-
tion" ("Pupils and Teachers in Schools" and "Students 
in Universities"), to twenty-five in "Table D, Industry" 
(which includes "Indices of Industrial Production" as 
well as imports and exports of coal, petroleum, and 
iron ore, by main trading countries).4 

The tables in International Historical Statistics mir-
ror the demographic and socioeconomic evolution in 
Western Hemisphere nations and the growth in impor-
tance of numerical records for national and internation-
al purposes. The tables reflect how national census-
taking began and developed in Latin America and be-
came important for cross-country comparisons . In 
1945 the newly founded United Nations took up the 
task begun by the League of Nations of collecting and 
publishing uniform national and international statisti-
cal data, which have proved extremely useful for poli-
cymakers, economists, and financiers in the last half-
century. Mitchell surveys an abundance of these data, 
especially in tables for external trade, finance, and na-
tional accounts, for which he draws on sources like the 
International Monetary Fund's International Financial 
Statistics and the International Labour Organization's 
Yearbook of Labour Statistics. Other sources include 
the United Nations' Educational, Scientific, and Cul-
tural Organisation (UNESCO) and the United Nations 
Food and Agricultural Organisation (FAO), as well as 
the League of Nations. A useful addition to this vol-
ume would be a complete list of international organi-
zations whose statistical publications have been cited. 

Admittedly, many of the modern data in Interna-
tional Historical Statistics are available in machine-
readable format and might be profitably downloaded 
for computerized calculation and study. At the same 
time, even those with the most advanced computation-
al technology at their disposal will probably find the 
volume (and others in its set) useful; the compendium 
will be a strong resource in libraries and research units 
where quantification is a concern in economics, public 
policymaking, and history. 

The Statistical Abstract of Latin America (SALA) 
(Los Angeles: UCLA Latin American Center; annually; 
began 1955) is a cornerstone for building a reference 
collection of Latin American statistical data. SALA 28 
(28th ed., 1990) was reviewed and recommended in an 
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Table 1 
U.S. Exports to Latin America, 1988-93 

(Millions of Dollars) 

Country 1988 1989 1990 1991 1992 1993 a 
Percent Change 

Since 1988 

Total 43 ,859 49 ,080 53 ,930 63,441 75 ,799 78 ,476 78.9 

Mexico 20 ,628 24 ,982 28 ,279 33 ,277 4 0 , 5 9 2 41 ,635 101.8 
Brazil 4 ,266 4 , 8 0 4 5 ,048 6 ,148 5,751 6 ,045 41 .7 
Argentina 1,054 1,039 1,179 2 ,045 3 ,223 3,771 257 .8 
Venezuela 4 ,612 3 ,025 3 ,108 4 ,656 5 ,444 

3,771 
_ 

Colombia 1,754 1,924 2 ,029 1,952 3 ,286 3 ,229 84.1 
Chile 1 ,066 1,414 1,664 1,839 2 ,466 — — 

a Preliminary 

Source: U.S. Department of Commerce, U.S. Foreign Trade Highlights 1992; U.S. Merchandise Trade Report for December 1993 (FT900). 

earlier essay. The edition now at hand, SALA 30 (Vol-
ume 30, Parts 1 and 2, 1993), warrants additional com-
ment here as the latest in the SALA series.5 

Comprehensive and detailed, SALA 30 is a statisti-
cal reference for current and historical data on the 
twenty "standard definit ion" Latin American coun-
tries.6 Data typically are gathered from international 
agencies, permitting uniformly defined cross-country 
comparisons. Time series typically range twenty or 
more years depending upon the subject matter of the 
tables. 

Part 1 of Volume 30 consists of seven sections that 
coalesce sets of related statistics by country: geogra-
phy and land tenure; transportation and communica-
t ion; popu la t ion , hea l th , educa t ion , and we l fa re ; 
politics, religion, and the military; working conditions 
and migration; illegal and legal industry; and the con-
cluding section, which contains three scholarly articles 
of potential interest to public policymakers, econo-
mists, and demographers, among others.7 For example, 
the first of these—"United States Foreign Assistance 
to Central America, 1946-89: A Tool of Foreign Poli-
cy," by Christof Anders Weber—presents data on U.S. 
foreign assistance to the Central American countries, fo-
cusing particularly on the case of aid to El Salvador.8 

Weber provides abundant scholarly documentation in 
his article, and the titles of its data tables are included 
in the general index at the end of the volume.9 

Part 2 of SALA 30 has five sections (Parts VIII-
XII), continuing the format of sets of related data. 
These data sets cover mining, energy, and sea and 

land transportation; foreign trade; financial flows; na-
tional accounts, government policy, and finance; and 
prices. The final section presents two articles about 
development of ( inferences f rom) the data: "Food 
Production in Latin America, 1952-90," by Maureen 
DeLucca , and "Mex ico ' s 'Lost Decade, ' 1980-90: 
Evidence on Class Structure and Professional Em-
ployment from the 1990 Census," by David E. Lorey 
and Aida Mostkoff Linares. 

The data series presented throughout both parts of 
SALA 30 offer abundant topics, some of which go well 
beyond the socioeconomic data one might expect. For 
example, there is a table for "Major Earthquakes in 
Latin America, 1797-1992" (Table 125), which begins 
with the February 4, 1797, Quito, Ecuador, earthquake 
that took 41,000 lives. 

Footnotes to SALA tabular data can be used as an 
index to both exotic and routine data sources. The 
most frequently cited sources are itemized on the in-
side covers of both parts of SALA 30, providing easy-
to-use survey tools for identifying relevant statistical 
agencies. 

Nonetheless , annoying editorial and production 
problems plague SALA 30. Sloppy bibliographical and 
organizational detail in the volume mar access to its 
content. And there is a lack of logic behind the hierar-
chical use of "part" and "chapter" that is confusing 
and results in time lost trying to grasp the flow of sub-
stantive information—for example, the fact that the 
word part is used both for physical volumes and for 
section headings at groups of related tables. Wrongly 
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paginated entries in the table of contents in Part 1 are 
particularly bothersome, as is the mistaken designation 
of "Geography" as Chapter 30 when it is actually 
Chapter 1. Further, the table of contents shows the 
years covered by Weber's study on U.S. foreign assis-
tance as beginning with 1956 while it actually dates 
back to 1946, a mistake that could be costly to re-
searchers. (The fifty-two year time series in the article, 
however, are no less welcome.) 

Despite thesee problems, the SALA series tradition-
ally has been, and continues to be, a formidable array 
of official and unofficial statistical data on many Latin 
American phenomena. It should continue to prove use-
ful for quantitative research in banking and finance, 
marketing, and the export/import trade. Economists 
and public policy researchers should also find it help-
ful. 

The Economic Survey of Latin America and the 
Caribbean 1991 (Santiago, Chile: United Nations' Eco-
nomic Commission for Latin America and the Ca-
r i b b e a n [ E C L A C ] ; text in Eng l i sh and Span i sh ; 
annually; began 1984 in present format) is published in 
two volumes. The first volume discusses and illustrates, 
with tables and graphs, principal macroeconomic topics 
for various geographical entities: Latin America and the 
Caribbean as a whole; the oil-exporting and the non-oil-
exporting countries; regions (including the Organization 
of Eastern Caribbean States—Antigua and Barbuda, 
Dominica, Grenada, Saint Kitts and Nevis, Saint Lucia, 
and Saint Vincent and the Grenadines); and individual 
countries. The second volume consists of nineteen indi-
vidual country studies. 

Volume I consists of three main parts and a "Statis-
tical Annex." Time series typically cover ten to twenty 
years, although this range may vary. The first part, 
"Economic Trends in Latin America and the Caribbean 
in 1991," for instance, embraces main economic trends, 
levels of economic activity, total supply and demand, 
and macroeconomic policy and inflation. The second 
part, "The International Economy," looks at trends in 
global output and policies; international trade; the in-
ternational oil market; and savings, investment, and 
the international transfer of resources. The third part, 
"Exchange Rate Policy in Latin America in the early 
1990's," examines the role of the exchange rate, mea-
surement of real exchange rates, trends in exchange 
rate policies in the 1980s, and the new economic and 
financial situation in the region and the world. The 
"Statistical Annex" consists of nineteen pages of ta-
bles, one for each country, breaking out real effective 
exchange rate indexes for 1978-91. 

The nineteen country studies in Volume II differ in 
format f rom country to country, but they typically 
provide a comprehensive discussion of recent eco-
nomic trends, economic policy, and the economic out-
look. Discussions are supported by graphs and charts 
correlating selected economic indicators (for exam-
ple, "Growth of GDP, Imports and Investment, 1980-
1990"). Tables for major economic indicators com-
plete the studies, which vary in length but are typically 
about twenty-five pages long. 

ECLAC's Economic Survey of Latin America and 
the Caribbean changes its format from year to year, a 
practice exasperating to readers comparing informa-
tion in two or more years' volumes. In three consecu-
tive recent editions, the tables of contents for the first 
volumes (of the two-volume sets) listed a "Statistical 
Annex," a "Statistical Appendix," and, in the earliest 
of the three sets, neither. Exigencies of collecting and 
publishing international data are well known, but a 
welcome addition to ECLAC's Economic Survey of 
Latin America and the Caribbean would be more con-
sistent formatting. 

Major U.S. accounting firms frequently publish for 
their clients series of references with information es-
sential for international trade and investment. These 
series include studies of large and small countries. 
Ernst & Young International, Ltd., for instance, pub-
lishes an International Business Series that includes 
country studies and a worldwide tax guide. Typical in 
the series is the latest volume, Doing Business in Ar-
gentina (New York: Ernst & Young International Ltd., 
1992). A brief and pract ical book, it provides an 
overview of the fundamentals that investors and busi-
ness people need to know about the Argentinean in-
vestment and trade climate. 

An executive summary opens the book, and the 
chapters that follow expound upon the rubrics of the 
executive summary: government restrictions on foreign 
investment; government attitude and incentives; tax 
system, financial reporting, and audit requirements; 
other matters of concern to foreign investors such as 
tax legislation that changes annually; and useful address-
es and telephone numbers. The volume concludes with 
appendixes that offer useful comparative macroeconom-
ic and financial data (comparative annual series ranging 
from three to five years, depending upon availability of 
the data) on a variety of subjects: economic perfor-
mance statistics, currency exchange, major industries, 
imports and exports, major trading partners, corpora-
tion tax calculation, depreciation rates, deductible ex-
penses for individuals, nonresident withholding taxes, 
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and treaty withholding taxes. When appropriate, chap-
ters bear editorial comment in italics at their begin-
ning. For instance, Chapter C, "Foreign Investment," 
includes the following observations: "Argentina en-
courages foreign investment, particularly now that 
economic growth and privatization are a priority. Con-
sequently, prior government approval of foreign in-
vestments is no longer required." 

Each country study in the International Business 
Series gives a caveat noting the complexity of making 
foreign investment decisions and pointing out the ne-
cessity for an intimate knowledge of a country's com-
mercial c l imate and how rapidly condi t ions may 
change. Accordingly, there is an "as o f ' note in each 
book reflecting the date when its text was completed 
and considered up-to-date. All reference books, of 
course , share a lag t ime between complet ion of a 
manuscript and date of publication and availability, but 
the "as o f ' feature makes explicit the date after which 
updated information will be required. 

Ernst & Young International, Ltd., publishes Inter-
national Business Series country studies for the fol-
lowing Latin American nations: Argentina, Brazil, 
Chile, Colombia, Ecuador, Mexico, and Venezuela. 
The company also makes available its Worldwide Cor-
porate Tax Guide and Directory, an annual, providing 
tax information on all the Latin American nations 
mentioned above (and other nations around the world). 
The tax guide, while not exhaustive, does provide 
more detailed information than found in the country 
studies. 

The country studies and wor ldwide tax guides 
provide executives and researchers compact , well-
organized overviews of foreign business, economic, 
financial, and political factors, and they do so with a 
measure of substantive detail. Some topical informa-
tion in the handbooks may need updating, yet infor-
mation on many patterns and trends remains useful 
over time. While the Ernst & Young country studies 
do not of fer strict intercountry comparabi l i ty , the 
volume-to-volume protocol of information fol lows 
roughly the same sequence. The studies provide use-
ful first steps for someone investigating financial and 
trade information about major Latin American coun-
tries. 

Guia 1993 {Banking Guide 1993) (Bogota, Colombia: 
Latin American Federation of Banks [FELABAN], 
1993; began 1983) offers basic bank information sim-
ilar to that found in U.S. bank directories. However, 
Guia 1993 enhances these bank data by adding basic 
national economic data, country by country, to the 

separate chapters on the nineteen Latin American 
countries that are members of FELABAN. Five-year 
comparative tables, by country, of selected economic 
indicators (GNP and GDP, external debt and foreign 
investment, and exports and debt servicing) are a use-
ful portion of the section called "Guidelines for the 
Foreign Investor." Guia 1993, the twelfth edition, at-
tempts to summarize the main factors that foreign 
entrepreneurs and bankers should consider when ana-
lyzing decision-making in Latin American countries. 
The guide consists of three main sections: a calendar 
showing bank holidays; banking system develop-
ment, financial statistics, and the main directory of 
established banks in each of the nineteen FELABAN 
countries; and, finally, an overview of the economic 
indicators, taxation regime, and legal restrictions a 
foreign investor may encounter when trying to estab-
lish business in any of these countries. 

Bankers and other investors may particularly wel-
c o m e a c q u a i n t a n c e wi th F E L A B A N , wh ich was 
founded in 1965 in Argentina and subsequently moved 
to Bogota, Colombia. Its function is to bring together 
Latin American banks to promote international eco-
nomic integration and bank development. Through 
technical committees that serve as liaisons with banks, 
the General Secretariat in Bogota coordinates FELA-
BAN programs that focus not only on economic de-
velopment but also on technical matters like bank 
automation. 

Researchers who do not read Spanish should not be 
put off by Spanish-only sections of Guia 1993. The 
most important portions of the guide are bilingual: for 
example, individual banking directories, by country, 
with sketches of the country's total population, eco-
nomically active population, population employed in 
banking, and exchange rate, as well as the economic 
indicators section, also by country. Some tables are 
presented solely in Spanish, but their nature seems 
self-evident. 

The bank directory sections show individual bank 
assets, deposits, capital and reserves, loans, and prof-
its. They also furnish names of executives; mailing ad-
dresses; and telephone, telex, and fax numbers, along 
with informat ion on the date each institution was 
founded, whether it is privately owned, its number of 
employees, and so on. 

This compact one-volume guide, combining macro-
economic and banking information, will serve many 
researchers as a beginning step in those two areas. 
Guia 1993 can be an opening wedge for marketing 
and the establishment of commercial and financial 
contacts with the FELABAN banks. 
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Latin America: A Directory and Sourcebook 1993 
(London: Euromonitor PLC, 1993; 1st ed.) carefully 
delimits its coverage to the eight leading Latin Ameri-
can economies: Brazil, Mexico, Argentina, Venezuela, 
Chile, Colombia, Ecuador, and Peru. It provides an 
expanded analysis of five countries it deems "major 
marke t s "—Argen t ina , Brazi l , Chi le , Mexico , and 
Venezuela. 

The stated aim of this directory/sourcebook is to 
serve as an essent ia l marke t ing tool with clearly 
sourced and up-to-date statistical data providing de-
tails about the major companies in each country as 
well as an overview of the regional context. The book 
cons i s t s of f o u r sec t ions : "La t in A m e r i c a in the 
1990's: An Overview," "Major Companies," "Sources 
of Information," and "Statistical Factfile." A detailed 
general index concludes the volume. 

The overview of Latin America presents a discus-
sion of the region's leading economies in a worldwide 
economic context. The discussion also touches on 
Latin America as a consumer market, considering such 
factors as levels of disposable income, urban/rural de-
mographics, and the possibility of future infrastructure 
inadequacies. The overview also compares regions in 
terms of population (total as well as urban versus ru-
ral), illiteracy rates, gross domestic product, sovereign 
debt, and illegal drug infrastructure and activities. 

The overview sect ion also provides individual 
country risk studies for the five "major markets" men-
tioned earlier. These studies offer succinctly organized 
overviews of macroeconomic, demographic, and polit-
ical factors based on official national and international 
sources. All the discussions in the overview section in-
clude tables based on data from international agencies 
like the World Bank, the International Labour Organiza-
tion, and the International Monetary Fund, permitting 
uniformity for valid cross-country data comparisons. 
From time to time Euromonitor cites information from 
its own widespread data base. The time span of data 
series typically is ten years or less. 

The book 's second section provides information 
about ma jo r companies in the eight leading Latin 
American national economies . The companies are 
grouped by industry: consumer goods manufacturers, 
heavy and light industrial companies, key retailers, 
service companies , passenger and cargo transport 
companies, and banks and finance. The entry for each 
company contains addresses; telephone, telex, and fax 
numbers; and a description of business activity. Per-
sonnel information such as the names of management 
or the number of employees is not included. Some fi-
nancial information is provided "when possible." 

The third section's lists of national and internation-
al, official and privately collected information sources 
justify the publication's claim to being a sourcebook. 
The section includes international, regional, and coun-
try (for the eight economies profi led) information 
sources, including official agencies, private research 
publishers, trade journals, data bases, research acade-
mies and institutes, major libraries, regional trade asso-
ciations, and trade unions. 

A "Statistical Factfile," the fourth section, contains 
coded tables for macroeconomic indicators and na-
tional level population figures. A coded access list for 
these data sets appears immediately after the book's 
table of contents . Much of the data for the tables 
comes from the International Monetary Fund as well 
as some other international agencies, such as the Unit-
ed Nations' Food and Agriculture Organization and 
the World Tourism Organization. This commonality of 
data sources o f ten permits reasonably sys temat ic 
cross-country comparisons; however, for some tables 
such comparisons cannot be made because part of the 
data are taken from various national statistical agen-
cies, whose technical definitions may differ. 

Although the statistical tables are faithfully docu-
mented, there is no master list of references, so re-
searchers must comb through the "Sources of Infor-
mation" sections to find out how to contact statistical 
agencies for clarification or augmentation of data. A 
list of agency acronyms with their meanings would al-
so make the book easier to use. 

These drawbacks notwithstanding, Latin America: 
A Directory and Sourcebook sets itself apart from run-
of-the-mill coverage of marketing topics in its desig-
nated areas. The book is highly recommended as a 
reference on Latin American trade and finance. 

The World Business Directory (Detroit: Gale Re-
search, Inc.; produced by the World Trade Centers As-
sociation fWTCA], New York; annually; began 1992) 
indexes more than 100,000 international trade busi-
nesses around the world, including Latin America, in 
its premier four-volume edition. As one might expect, 
the WTCA has worldwide resources for assembling its 
formidable directory, an important component of the 
W T C A program to promote international business 
relationships and trade and to increase Third World 
participation in trade. 

The directory covers all Latin American countries, 
the amount of information relating approximately to 
each country's volume of participation in world trade. 
Each geographic section begins with complete listings 
for World Trade Centers located in that area. Each 
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company listing includes information such as tele-
phone, telex, and fax numbers; executives' names and 
titles; financial data; the number of employees; com-
pany type; products traded; and industry activity. The 
directory provides product informat ion through a 
"Harmonized Commodi ty Description and Coding 
System" (HS) to facilitate world trade and expedite 
statistical compilation. Volumes 1-3 consist of names 
of companies listed alphabetically by country (with 
countries, likewise, arranged in alphabetical order). 
Volume 4 contains three indexes to the information in 
Volumes 1-3: (1) a product index, arranged by HS 
codes; (2) an industry index, with countries classified 

by principal business activities; and (3) an alphabetical 
index. 

The World Business Directory can help researchers 
explore international markets or establish joint ventures 
by locating potential trading partners, by name or by 
product. The coding system allows the user to target 
specific products for marketing purposes or other anal-
ysis. The directory is a nicely designed, self-contained 
reference for identifying companies by industry around 
the world and providing standardized information 
about them. It is also available in machine-readable 
formats on magnetic tape and floppy disk. 

Notes 

1. The series of bibliographical essays on sources of informa-
tion on foreign investment and trade appeared as follows in 
the Federal Reserve Bank of Atlanta 's Economic Review: 
" In te rna t iona l T rade and F inance R e f e r e n c e Sources , " 
May/June 1991, 30-37; "International Trade and Finance In-
fo rma t ion Sources : A Guide to Per iodical L i t e ra tu re , " 
July/August 1991, 55-64; "Doing Business in Eastern Eu-
rope and the Newly Independent States: Information Sources 
to Get Started," November/December 1992, 38-46; "Busi-
ness Information Sources for Eastern Europe and the Newly 
Independent States: A Guide to Periodical Literature," Jan-
uary/February 1993,37-41. 

2. This volume is one in a set of three by the same author and 
publisher, covering different world areas. The other two, In-
ternational Historical Statistics: Europe, 1750-1988 and In-
ternational Statistics: Africa, Asia and Australasia, 1750-
1988, are available at this time. A fourth volume, announced 
for October 1994, will cover Eastern Europe and the newly 
independent states of the former Soviet Union. 

North America, as here defined, consists of Canada, 
Costa Rica, Cuba, the Dominican Republic, El Salvador, 
Guatemala, Haiti, Honduras, Jamaica, Mexico, Nicaragua, 
Panama, Puerto Rico, Trinidad and Tobago, and the United 
States of America. South America is defined as Argentina, 
Bolivia, Brazil, Chile, Colombia, Ecuador, Guyana, Par-
aguay, Peru, Sur iname, Uruguay , and Venezuela . Brief 
sketches provide geographical information and key historical 
dates for the national entities. 

3. W. Paul St rassman, Risk and Technological Innovation 
(Ithaca: Cornell University Press, 1959), 5. 

4. Other data divisions enumerated in the table of contents in-
clude population and vital statistics, labor force, agriculture, 
external trade, t ransport and communica t ions , f inance , 
prices, and national accounts. 

5. Since 1976 SALA has used a "volume" designation rather 
than a "year of edi t ion" in its title. Hence, Volumes 17 
through 28, published from 1976 to 1990, were called "edi-
tions." Moreover, with Volume 29 (1992) SALA began to be 
published in two parts making up one volume number. The 
comple te Volumes 29 and 30 come in two books each, 
called Part 1 and Part 2. 

6. The twenty "standard definition" countries (all of which are 
sovereign nations, thus excluding, for instance, protectorates 
such as Martinique and French Guiana) are Argentina, Bo-
livia, Brazil, Chile, Colombia, Costa Rica, Cuba, the Do-
minican Republic, Ecuador, El Salvador, Guatemala, Haiti, 
Honduras , Mexico, Nicaragua, Panama, Paraguay, Peru, 
Uruguay, and Venezuela. This standard definition omits the 
two former British protectorates Belize and Guyana as well 
as Suriname, a former Dutch protectorate, which are often 
included in such lists. 

7. These sections, actually called "Parts I-VII," should not be 
confused with "Parts 1 and 2" of Volume 30 itself. 

8. Central Amer ica is def ined as Costa Rica, El Salvador, 
Guatemala, Honduras, Nicaragua, and Panama. 

9. For a discussion of U.S. foreign assistance to other Latin 
Amer ican count r ies , see Chris tof Anders Weber , " A n -
nounced U.S. Assistance to Latin America, 1946-88: Who 
gets it? How much? and When?" Statistical Abstract of Latin 
America 28, chap. 35. 
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ollowing the debt crises and economic stagnation that troubled 
Latin America in the early 1980s, improved government stability, 
increased privatization, and better control of inflation in these 
countries led to increased investment there by U.S. interests later 
in that decade. In the 1990s this progress has continued. A prime 

example of the improved tenor of the times is the passage of the North Amer-
ican Free Trade Agreement (NAFTA), which took effect at the beginning of 
this year. NAFTA eliminates or reduces barriers to investment and the trade 
of goods and services among the United States, Mexico, and Canada.1 The 
improved climate for trade and investment activity not only in Mexico but 
also in the rest of Central and South America has increased the demand for 
solid, factual financial and commercial reporting, informed analysis and 
commentary on news events, and accurate statistics covering this part of the 
world. 

This essay reviews a selection of periodical information sources about 
Latin American finance and trade of interest to businesspeople, investors, and 
public policymakers. It is the second of two Economic Review articles that 
review information sources on Latin American finance and trade; the first, 
which surveys reference sources, appeared in the January/February 1994 is-
sue. This essay also updates and expands upon the commentary on a few of 
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the publications cited in an earlier review of periodical 
literature on worldwide foreign trade and investment 
(see the July/August 1991 Economic Review). 

The current discussion examines eighteen periodi-
cal. Journals, reviews, magazines, and institutional pub-
lications are examined in the first two sections, and the 
final section provides somewhat more in-depth cover-
age of newsletters. Not only do newsletters account for 
a sizable portion of the English-language periodicals 
covering Latin American trade and finance, but their 
typically more frequent publication schedule and more 
"hands-on" nature seems to warrant this attention.2 

/ouriials, Reviews, and Magazines 

The Journal of Interamerican Studies and World Af-
fairs (Coral Gables , Florida: Universi ty of Miami 
North-South Center for the Institute of Latin American 
Studies; quarterly; began 1959) is a scholarly journal 
primarily of interest to academics and public policy-
makers; its style is discursive rather than quantitative. 
Its editorial board includes representatives of such re-
spected institutions as Harvard University, the Hoover 
Institution at Stanford University, and the University of 
California, Los Angeles, as well as the Christian Sci-
ence Monitor and the Miami Herald. 

Despite the journal's scholarly style, its articles on 
economic and political topics have applications for fi-
nance and business. For example, the Winter 1992-93 
issue includes lengthy articles (one in excess of seventy 
pages) on timely topics like winners and losers on the 
NAFTA "fast track," Chile 's redemocratization, and 
major issues on Ecuador's foreign policy agenda. In 
addition, shorter articles examine a new stage in the 
Ecuador-Peru Amazon conflict and Ecuador's foreign 
policy toward nations outside the western hemisphere 
and international organizations. Review essays, a book 
review, and "books received" complete this issue. 

Although the analytical articles in the Winter 1992-
93 Journal of Interamerican Studies and World A ffairs 
are generally unsupported by tables and charts, an abun-
dance of notes and references compensate for this lack. 

Latin American Research Review (Albuquerque: 
The Latin American Institute, University of New Mexi-
co; three issues per year; began 1965) contains scholar-
ly a r t ic les , r e sea rch repor t s , and no tes on Lat in 
American culture, politics, and economics. With an ed-
itorial board composed of twenty-six distinguished 
scholars representing major universities such as The 

Johns Hopkins University, Howard University, the Uni-
versity of California, Berkeley, as well as agencies 
such as the Overseas Development Council, the review 
is intended primarily for an academic audience. 

The issue of Latin American Research Review ex-
amined (vol. 27, no. 2, 1992) addresses matters of 
both topical and endur ing interest . For example , 
"Nontraditional Agricultural Exports in Latin Ameri-
ca," a thirty-nine-page study, asserts that internal po-
l i t ical f ac to r s and in t e rna t iona l l end ing and aid 
agencies have pressured countries throughout Latin 
America to seek radical new treatments for their eco-
nomic ills. One outward-looking development strategy 
discussed is the promotion of important new "nontradi-
tional exports."3 Other in-depth articles discuss Mexi-
can migration to the United States, Peruvian economic 
policy in the 1980s, and contours of the post-1810 de-
pression in Mexico. The issue concludes with "Review 
Essays," a selection of briefer articles. 

Latin American Research Review's solid research, 
carefully documented with references to credible statis-
tical and academic sources, offers a useful blend of 
scholarship and practical applications that will interest 
economic and social policymakers. 

Business Latin America: Weekly Report to Man-
agers of Latin American Operations (New York: 
Economist Intelligence Unit; weekly; began 1966) has 
a thirty-year track record—first as a component of the 
Business International Corporation constellation of 
publications and currently as part of the Economist In-
telligence Unit (London) array.4 

Business Latin America consists of topical articles, 
typically written by authorities who work on-site in 
subject countries. For example, in the September 13, 
1993, issue, articles on Andean Pact integration, Peru-
vian privatization, the Venezuelan business outlook, 
and "greening" a company's image in Brazil originated 
from Quito, Lima, Caracas, and Rio de Janeiro. Regu-
lar features in each issue are "Finance Watch" and 
"Management Alert," short essays on investment trends 
and significant political and legal developments. Busi-
nesspeople and financiers likely will find this publica-
tion valuable. 

Two publications previously reviewed in the July/ 
August 1991 Economic Review, LatinFinance and Busi-
ness Mexico, are worthy of a second mention. Latin-
Finance (Coral Gables, Florida; ten issues per year, plus 
supplements; began 1989) remains highly recommend-
ed for its coverage of financial markets, developments 
in equity markets, and current events in the corporate 
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marketplace. The magazine's value to financiers is well 
illustrated by the January/February 1994 supplement, 
which featured "Latin American Money Markets," a di-
rectory of financial institutions and brokerage houses in 
each country, as well as six essays on topics such as con-
solidation in the financial markets, attracting foreign in-
vestors, and exchange-rate policy. 

Business Mexico (Mexico City; monthly; began 
1991) has new merit now that NAFTA has been imple-
mented. This glossy economic development magazine, 
published by the American Chamber of Commerce of 
Mexico, A.C., is targeted toward businesspeople and 
financiers interested in Mexico. Its promotional, "ap-
plied" economics tone reflects the organization's ob-
jectives of promoting U.S. business interests, trade, 
and investment in Mexico. Its articles cover issues rel-
evant to trade, agriculture, government, environment, 
and economic analysis. The magazine also includes 
feature reports on topical issues. While this publica-
tion offers much valuable information, it should be 
pointed out that statistical data displayed in Business 
Mexico's charts and graphs may or may not be credi-
bly documented, and researchers should check other 
sources to ensure their validity. 

In addition to English-language periodicals special-
izing in Latin American finance and trade, many gen-
eral business and f inance publ icat ions , as well as 
scholarly journals, include this field. For instance, the 
March 1994 issue of the Institutional Investor, Interna-
tional Edition devotes the cover story to an eight-page 
feature, "Masters of the Game," introducing a group of 
chief financial officers from the largest Latin American 
companies who are "financing Latin America's boom." 
Similarly, the Quarterly Review of Economics and Fi-
nance (vol. 33, special issue, 1993) published Latin 
America: Privatization, Property Rights, and Deregu-
lation I, edited by Werner Baer and Michael E. Conroy, 
the proceedings of the 1992 (first) conference on Latin 
America 2000: A Collaborative Project of the Universi-
ty of Illinois at Urbana-Champaign and the University 
of Texas at Austin. 

institutional Publications 

Serial publications by such international agencies as 
the World Bank, the International Monetary Fund 
(IMF), and the Organisation for Economic Cooperation 
and Development (OECD) provide statistical data and 

cross-country comparative data analysis that undergird 
research reported in other journals, magazines, and 
newsletters. For instance, the World Bank (Washing-
ton, D.C.) publ ishes a series of occasional mono-
graphs titled "A World Bank Country Study," which 
address timely country-specific subjects and make the 
bank's ongoing research available to government poli-
cymakers and to the academic, business and financial, 
and economic development communities. Recent ex-
amples of World Bank studies of Latin America in-
clude Uruguay: The Private Sector (1994), Chile: 
Subnational Government Finance (1993), and Argenti-
na: From Insolvency to Growth (1993). Typical sec-
tions within these reports present statistical data and 
interpret countries' macroeconomic frameworks, iden-
tify sector strategies and expenditures, examine the role 
of the private sector, and consider the regulatory struc-
ture in major commercial sectors. 

International Monetary Fund periodical publications 
contain, but are not limited to, statistical data such as 
national accounts for Latin American nations. The 
statistics found in the IMF's International Financial 
Statistics, Direction of Trade Statistics, Balance of 
Trade Statistics, and Government Finance Statistics 
Yearbook will prove extremely useful to marketers and 
investors as well as policymakers and academics. 

The Organisation for Economic Cooperation and De-
velopment published OECD Economic Surveys: Mexico, 
1991/1992 (Paris: 1992), the only study of a Latin 
American nation in the OECD Economic Surveys series, 
more than a year before Mexico achieved OECD mem-
bership. Chapter headings include "Macroeconomic Sta-
bilisation after the 1982 Debt Crisis," "Redefining the 
Role of the State in the Economy," and "Strengthening 
the Role of Market Forces and Incentives." The numer-
ous diagrams and tables, including a foldout table titled 
"Basic Statistics: International Comparisons," are de-
rived from official OECD databases. 

Series of occasional papers from U.S. embassies in 
Latin America can prove useful also. For example, 
Chile—Economic Trends, published in May 1993 by 
the economic section of the Embassy of the United 
States of America in Santiago, offers a comprehensive 
overview of the Chilean economy and its prospects, 
primarily for the benefit of U.S. commercial and finan-
cial interests. The seventeen-page study opens with a 
four-year comparative table, "Key Economic Indica-
tors" (see F igure 1), fo l lowed by a summary and 
overview of recent developments, the economic policy 
setting, and the short-term outlook. Further discussions 
focus on the current economic situation and trends, ex-
change rate and monetary policy indicators, inflation, 
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Figure 1 

KEY ECONOMIC INDICA TORS 
Millions of.U.S. dollars unless otherwise noted 

1989 1990 1991 1992 
Economic Profile 
GDP in dollars (billions) 25.5 26.0 31.1 40.0 
Per capita GDP, current dollars 1,967 1,974 2,350 2,971 
GDP, % change 10.0 2.1 6.0 10.4 

Production, Employment and Prices 
Labor force (thousands) 4,594 4,671 4,731 4,843 
Unemployment Rate (average) 6.3 6.0 6.5 4.9 
Industrial production, % change, Dec /Dec. -1.0 1.6 11.9 9.0 
CPI, % change, 12-month rate 21.4 27.3 18.7 12.7 

Balance of Payments and Debt 
Exports (F O B.) 8,080 8,310 8,929 9,986 
Imports (F O B.) 6,502 7,037 7,353 9,237 
Trade balance (F.O.B.) 1,578 1,273 1,576 749 
Current account balance -905 -790 143 -583 
Foreign debt (Includes IMF) 17,520 18,602 17,371 18,945 
Debt payments 2,766 3,191 2,132 2,225 
Debt payments as % of merchandise exports 34 38 24 22 
Foreign exchange reserves, end-period 2,943 5,347 6,639 9,009 
Average exchange rate (pesos per US$) 267 305 349 363 

Direct Foreign Investment 
Total authorized 2,959 1,446 3,395 3,014 
U.S. share of authorized inflows (%) 53 16 44 11 
Total materialized 1,020 1,356 1,140 1,389 

U.S. - Chile Trade 
Chilean imports from U.S. (F.A.S.) 1,455 1,373 1,582 1,985 
Chilean exports to U.S. (C.I.F.) 1,456 1,469 1,596 1,649 
U.S. Trade balance with Chile -1 -96 -14 336 
U.S. share of Chilean imports (%) 22 19 20 21 
U.S. share of Chilean exports (%) 18 17 18 17 

Principal U.S. exports: Mining machinery, fertilizers, computers. 
Principal U.S. imports: Copper, fresh fruit. Eold. 

Sources: Central Bank, National Institute of Statistics, Foreign Investment Committee, and Embassy estimates 

Source: Chile—Economic Trends (Santiago: Economic Section, Embassy of the United States of America, May 1993), 2. 
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and unemployment , among other topics. Numerous 
supporting charts and graphs are well documented by 
sources like the Central Bank of Chile, the National In-
stitute of Statistics, the Foreign Investment Committee, 
and U.S. Embassy estimates. The concluding section, 
"Implications for the United States," explores export 
and investment opportunities for U.S. investors and 
businesspeople. 

Newsletters 

A number of newsletters on Latin American busi-
ness and finance offer timely, in-depth factual reporting 
and informed commentary on relatively narrow topics 
of interest to a specialized readership. Though costly, 
many newsletters provide a good source for consistent 
cross-country comparisons. Of those selected for re-
view here, some are well established and others com-
paratively new. 

Latin American Consensus Forecasts: A Digest of 
Economic Forecasts (London; bimonthly; began 1993) 
is designed for specialists in economic forecasting, seg-
mentation and analysis of markets, and public policy 
strategy. The newsletter develops its consensus forecasts 
from bimonthly surveys of sixty or more prominent fi-
nancial and economic forecasters who estimate such 
variables as growth, inflation, interest rates, and ex-
change rates.5 Cross-country data are presented for 
fou r t een Lat in A m e r i c a n na t ions that have been 
grouped into two tiers.6 Countries of the first tier receive 
more comprehensive and detailed statistical analysis 
than those of the second. Nevertheless, second-tier 
countries' data preserve a consistent protocol with the 
first tier to allow valid, albeit abbreviated, inter-tier 
comparisons. Each tier of countries is treated in a sepa-
rate major section of the digest. 

Because all surveyed forecasters do not track and 
forecast every Latin American country's economic and 
financial activity, a different group of forecasters con-
tributes to each country's forecast in the consensus. For 
example, in the December 2, 1993, issue the names of 
fourteen forecasters are listed for Argentina and twelve 
for Venezuela, with an overlap of four whose names 
appear on both lists. Determining the credibility of the 
forecasters is a task left to the reader. A complete al-
phabetical list of forecasters' names, with brief creden-
tials, would be a useful enhancement to the newsletter. 

The December 2, 1993, issue begins with a cover 
page highlighting news for the five first-tier countries 

and a table of contents for the issue, followed by a sum-
mary discussion of recent "Significant Changes in the 
Consensus" and a three-page discussion of "External 
Debt and Debt Service" that includes historical data 
from 1990 to 1992 and consensus forecasts from 1993 
to 1996. 

The heart of the publication consists of four-page 
consensus forecasts for individual first-tier countries, 
which incorporate supporting reference information 
(for example, government structure, the election calen-
dar, a retrospective table of major economic indicators, 
trade structure, and historical trade data). The following 
section, "Additional Countries," presents the consen-
sus forecasts for second-tier nations in tables showing 
retrospective and projected data for the 1989-92 and 
1993-94 periods, respectively. The tables include per-
cent changes for gross domestic product (GDP) and for 
consumer prices. Data for current account (in U.S. dol-
lars) and for exchange rates are expressed in absolute 
values. 

A section called "Country Debt Ratios" gives 1987-
92 actual data and 1993-94 consensus forecast data for 
all fourteen countries for "Annual Merchandise Exports 
as a Percent of Nominal GDP," "Total External Debt as 
a Percent of Merchandise Exports," "Total External 
Debt as a Percent of Nominal GDP," and "Long Term 
Debt Service as a Percent of Merchandise Exports." 

"Foreign Exchange Forecasts" tables for currencies 
of all fourteen Latin American countries (in the De-
cember 2, 1993, issue) provide an overview of the actu-
al exchange rates at the end of November 1993 and 
consensus forecasts projecting exchange rates at the 
end of December 1993, at the end of each month from 
January to May 1994, and at the end of November 
1994. These tables are accompanied by the projected 
level for one year's percentage change. Historical ex-
change rate data for each country's currency are pro-
vided for year-end rates versus the U.S. dollar. 

The back cover of Latin American Consensus Fore-
casts presents a survey of world economic activity, in 
tabular form, that compares data from the individual 
Latin American countries and their aggregated total with 
data from North America, Europe, and Asia/Pacific. 

Its combination of background information, macro-
economic statistical data—analyzed and interpreted— 
and polls on topical issues makes Latin American 
Consensus Forecasts a solid digest of economic projec-
tions for Latin American countries. 

Latin American Index (Washington, D.C.; semi-
monthly; began 1973) presents "information supplied 
by government, industry, and news media in the U.S. 
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and abroad." Not an index in the conventional sense of 
the word, this newsletter consists largely of "indexing" 
blurbs (in random arrangement) that highlight past, 
current, and future events and issues, chiefly political 
and macroeconomic. The topical, somewhat anecdotal 
tone of the entries—and the lack of vigorous documen-
tation—suggests that the publication finds its market 
concentrated among those with practical applications 
for its information rather than policymakers and aca-
demics. 

Instead of following a consistent format from issue 
to issue, Latin American Index features stories on im-
portant news occurring within its semimonthly publi-
cation cycle. Two regular sections, "Economic and 
Business Highlights" and "News Briefs," round out 
each issue. 

Although the Latin American Index usually omits 
reference citations and uses no tabular or graphic pre-
sentations, its twenty-one-year proven publication 
record and its heavy reliance on articles contributed by 
authors affiliated with prestigious international organi-
zations like the Inter-American Development Bank 
(IDB) and the United Nations' Economic Commission 
for Latin America and the Caribbean (ECLAC) out-
weigh the negative impact of its omissions.7 These lim-
itations aside, the Latin American Index is valuable for 
its comprehensive news coverage. 

Targeted to attorneys and executives, Latin Ameri-
can Law and Business Report (Englewood Cliffs, New 
Jersey: Prentice Hall Law and Business; monthly; be-
gan December 1992) comprises articles written by on-
site contributors about political, financial, and legal 
topics particularly interesting to those involved in Latin 
American commercial and trade enterprises. Contribut-
ing authors are experts in their f ields—professional 
consultants, attorneys, and directors of research situat-
ed in prominent firms throughout the United States and 
Latin America. For instance, contributors to the June 
1993 issue include Bear Sterns' Emerging Markets Re-
search Director in New York City; the president of 
Apoyo, a consulting firm in Lima, Peru; and a partner 
of Pillsbury, Madison, and Sutro in San Diego. Articles 
contributed by firms (with no mention of individual au-
thorship)—such as Pinheiro Neto-Advogados, a Brazil-
ian law firm with offices in Sao Paulo, Rio de Janeiro, 
and Brasilia—may also be used. The credentials of the 
authors, including their professional affiliations, ac-
company such articles. Substantial (four- to six-page) 
articles in the June 1993 issue include "What to Think 
About Before Signing a Retail Lease" [in Mexico], 
"Implications of the Mexico-United States Income Tax 

Treaty for Mexican Companies, Part II," "Peru: A Sur-
vey of Privatization," and "The Securities Markets and 
the Financing of Mexican Banks and Financial Compa-
nies." 

In addition to these more in-depth studies, Latin 
American Law and Business Report regularly features 
a diverse selection of shorter articles. The June 1993 is-
sue, for example, includes brief discussions of capital 
markets (for instance, Bankers Trust Company's new 
fund, "First Peru Investment Company Ltd."), energy 
opportunities (governmental endorsements of gas- and 
coal-fueled energy projects), World Bank projects open 
for bid (opportunities for Latin American project con-
sultants needed by the World Bank), and business 
briefs (such as announcements of expansion plans, new 
major advertising campaigns, and privatization devel-
opments). 

The remaining sections of the issue consist of brief-
er articles on Brazil (such as "Central Bank Confirms 
That Payment for Consulting Services to Foreign Par-
ent May Be Sent Abroad"), Mexico (including "Active 
Enforcement of Anti-Dumping Law," detailing proce-
dures to be followed by a company named in an anti-
dumping complaint), and Venezuela (including under 
"Recent Developments" a brief summary of the consti-
tutional crisis whereby Radon Velasquez was elected 
the country's interim president). 

Although relatively new, Latin American Law and 
Business Report appears to be an excellent research 
tool for finance and trade with Latin American coun-
tries, particularly for persons requiring up-to-date 
knowledge of the law. 

Latin America Monitor (London: Business Monitor 
International, Ltd. [BMIJ; monthly; beginning dates of 
individual component reports vary) is a set of regional 
reports that covers a wide range of topics for Mexico, 
Brazil, the Southern Cone (Argentina, Brazil, Para-
guay, and Uruguay) , the Andean Group (Bolivia , 
Colombia, Ecuador, Peru, and Venezuela), Central 
America, and the Caribbean.8 All the reports share a 
standard format in which a f ront -page "Execut ive 
Br ie f ' describes in order the topics covered within the 
newsletter and serves as a table of contents. Each topic, 
or brief, is also coded with a symbol indicating BMI's 
estimate of the effect (improvement, deterioration, or 
no change) of the issue or event on the business envi-
ronment. One-line forecasts of gross domestic product 
and inflation complete the front page. 

Depending upon current circumstances within indi-
vidual countries and regions, subjects like the political 
scene, economic policy and prospects, business sector 
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focus, and finance or equity trends may receive greater 
or lesser emphasis in the topical sections of a given re-
gional issue of the Latin America Monitor. 

The "Executive Br ie f ' section of the April 1994 is-
sue of Latin America Monitor: Mexico illustrates the 
publications' informed, concise style. The discussion 
rates the effects of the four most potent political and 
social factors then influencing the Mexican business en-
vironment: (1) the negative impact of Ernesto Zedil-
lo's difficult task in reuniting the Institutional Revolu-
tionary Party to compete in an upcoming presidential 
debate; (2) the negative impact of political uncertain-
ties on economic growth; (3) the positive effect of 
prospects for improved political stability, especially in 
light of government conciliation to the Chiapas rebel-
lion; and (4) the positive effects of continuing eco-
nomic strength as inflation remains constrained and 
NAFTA expands domes t ic marke ts and enhances 
free-market policies. 

The newsletter articles, which flesh out the execu-
tive briefs, include insights that may be useful to busi-
nesspeople and investors. For instance, Latin America 
Monitor: Mexico (April 1994) observes that the presi-
dential nomination of Ernesto Zedillo (a former bud-
get minister with remaining strong ties to the central 
bank, where he worked from 1978 to 1987) sends an 
unambiguous signal to local and international finan-
cial markets that President Salinas's economic, social, 
and political policies will continue if Zedillo is elected. 
The delicately balanced relationship between political 
and economic factors is addressed by discussions of 
GDP growth, devaluation of the peso, the rate of infla-
tion, and the turbulence surrounding the upcoming 
presidential elections, including the assassination of 
candidate Luis Donaldo Colosio. Mexico's expected (at 
the time of publication) acceptance into the OECD is 
described as "of more than symbolic importance as 
Mexico's exposure will now attract a lower risk weight-
ing, boosting the return on capital for banks lending to 
the country." 

Data in illustrative tables and graphs are carefully 
referenced to credible sources such as the IMF, the 
World Bank, and El Banco de Mexico, making them 
suitable for certain cross-country comparisons. 

Latin American Newsletters, Ltd., based in London, 
publishes a family of newsletters (in English and Span-
ish) that cover all the principal countr ies in Latin 
America , ei ther individually or as part of a larger 
group. Latin American Weekly Report (weekly [fifty is-
sues per year]; began 1986) examines topical issues in 
politics, economics, law, the military, and social condi-

tions in a forthright and vigorous style. Unabashed by 
conventional wisdom, the newsletter tackles questions 
like "Are Military Coups Still a Threat in Latin Ameri-
ca—Or Is It the Wrong Question?" (the cover story of 
the August 19, 1993, issue). This editorial discusses the 
extent to which Latin America is free from authoritari-
an experiments that the military might back. 

Countries treated and topics addressed in Latin 
American Weekly Report are highly selective, deter-
mined by the editors' views of their current importance 
and not necessarily covering every Latin American 
country in every issue. For example, the August 19, 
1993, issue includes country-specific discussions of 
economic and political conditions for Argentina, Bo-
livia, Brazil, Chile, Colombia, Ecuador, Guatemala, 
Peru, Nicaragua, and Honduras. Two articles broader in 
scope, "Assessing European Currency Cris is" and 
"Japan Turns Sour on NAFTA," and a "Postscript" fea-
turing news briefs from various areas in Latin America 
complete this issue. 

Latin American Weekly Report employs a summary-
like style in its editorial treatment of political events 
and governmental issues. However, abundant refer-
ences to topics discussed in previous issues and cross-
references to topics discussed elsewhere in the same 
issue make tracing the development and impact of 
events much easier for the researcher. 

To augment its discussions of current events and 
their implications, Latin American Weekly Report pub-
lishes a bimonthly supplement, titled Books, Docu-
ments, Studies, that is included in the regular sub-
scription price. The supplement identifies, reviews, and 
provides uniform citations for detailed reports on con-
ferences, governmental publications, and other studies 
offered by international agencies. 

Although the style of Latin American Weekly Re-
port's discussions may be too anecdotal for some pur-
poses, the newslet ter ' s information can contribute 
significantly to the analysis of country risk and to 
strategic planning for marketing as well as provide 
broad overviews of issues than can be researched in de-
tail through other resources. 

Latin American Regional Reports, also from Latin 
American Newsletters, Ltd. (weekly [fifty issues per 
year]; began 1986), is a series of reports covering Mex-
ico, Brazil, the Southern Cone, the Andean Group, 
Central America, and the Caribbean. 

In format the Regional Reports resemble each other 
and the Latin American Weekly Report, although none 
of the Regional Reports is accompanied by a supple-
ment. The Regional Reports share the forthright, anec-
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dotal style of Latin American Weekly Report, its selec-
tivity of topics, and its editorial treatment of political 
and governmental issues backed by abundant cross-
references and back references. Their timetables and 
comprehensive overviews of current events related to 
economics, finance, politics, government, social issues, 
and the military make Latin American Regional Re-
ports valuable in analyzing country risk and planning 
marketing strategies. 

A third publication from Latin American Newslet-
ters, Ltd., Latin American Economy and Business 
(monthly; began October 1990), was formed in 1990 
by the union of two previous titles, Latin American 
Economic Report and Latin American Commodities 
Report. It offers economic and business data (including 
tables and graphs); background political commentary; 
overviews of business, with varied emphasis by topic 
and/or geographic area; and commodity reports on ma-
jor product groupings like petroleum, metals, and agri-
culture. 

The front page of Latin American Economy and 
Business is always an editorial focused on a prominent 
issue like the economic slowdown in Mexico in au-
tumn 1993 or the rise of unemployment in Argentina at 
that time. Each issue is divided into three fundamental 
subject areas: country reports, business, and a com-

modities report. The business section is highlighted as 
a center "pull-out." In issues published in the fall of 
1993, this section featured commentaries on topics like 
central bank activity in Brazil; the Kimberly-Clark 
exper ience in Mexico; c ross-count ry compara t ive 
statistics on inflation, interest rates, exchange rates, and 
stock markets; privatization; and sovereign debt. In the 
three issues from August to October 1993, country re-
ports always discuss Brazil, Mexico, Argentina, and 
Venezuela while other countries such as Chile, Co-
lombia, Peru, Jamaica, and Costa Rica are discussed 
according to newsworthiness. Although country dis-
cussions treat topical issues, they follow reasonably 
similar outlines, including presentation of national ac-
counts data and other economic statistics. 

Unfortunately, sources for data employed in the 
newsletter's numerous charts and graphs are seldom 
documented—some statistics are attributed to ministers 
of finance and officials of central banks and others cite 
no source at all. If a business researcher does not object 
to the anecdotal quality of the sources, then cross-
country comparisons of indicators like inflation, ex-
change rates , and " H o w Latin Amer i can Debt Is 
Doing" will prove helpful. Such data, however, lack the 
necessary rigor for more formal macroeconomic or 
public policy research. 

Notes 

1. Another example of the improved economic climate is the 
fact that, within less than a month after the assassination of 
the Institutional Revolutionary Party presidential candidate, 
Luis Donaldo Colosio, Mexico was formally invited to join 
the Organisation for Economic Cooperation and Development 
(OECD). This action demonstrated the international economic 
community's confidence in Mexico's basic political stability. 

2. In "Latin America and the Caribbean: Resource Guide" (Oc-
tober 1991), a selected bibliography of its Latin American 
periodical holdings, the Joint World Bank-Internat ional 
Monetary Fund Library in Washington, D.C., listed thirty-
five titles, of which twenty-six were in English, and of these 
twenty-six, ten were newsletters. This relatively high propor-
tion of newsletters is reflected in the selection and treatment 
of periodicals reviewed in this essay. 

3. The tenn "nontraditional exports" (or "NTX") is used in the 
literature to describe three distinct phenomena. First, an ex-
port can be nontraditional because it involves a product that 
has not been previously produced in a particular country, such 
as snow peas in Guatemala. A second type of nontraditional 
export is a product traditionally produced for domestic con-

sumption but now being exported, like various tropical fruits. 
Finally, the term can refer to the development of a new mar-
ket for a traditional product, such as exporting bananas to the 
Soviet Union. Thanks to David Kaimowitz for suggesting 
these distinctions. 

4. The Economist Intelligence Unit (EIU) traces its origins to 
the year 1843 when I he Economist began publication. Now 
EIU maintains a worldwide news-gathering organization that 
monitors, analyzes, and reports political, economic, and busi-
ness conditions. In addition to Business Latin America, EIU 
publishes a series of 165 Country Profiles (quarterly) and 
Country Reports (annually), including 32 for Latin America 
and the Caribbean (from Argentina to the Windward and 
Leeward Islands). The Country Reference series, varying in 
publication frequency, addresses topics like "Investing, Li-
censing, and Trading Conditions Abroad" and "Financing 
Foreign Operations," each available by individual country. 
Representative of EIU Research Report monographs are Cash 
Management in the New Latin America, Developing Business 
Strategies for Cuba, and Seizing Free Trade Opportunities in 
the Americas. 
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5. Forecasters and econometricians who need such information 
on a worldwide scale may be interested in the sister newslet-
ter Consensus Forecasts: A Digest of International Economic-
Forecasts. A monthly product of Consensus Forecasts, Inc., 
London, it features the same format as the Latin American 
newsletter. 

6. The first tier consists of Argentina, Brazil, Chile, Mexico, and 
Venezuela; the second tier, Bolivia, Colombia, Costa Rica, 
the Dominican Republic, Ecuador, Panama, Paraguay, Peru, 
and Uruguay. 

7. The Inter-American Development Bank was founded in 1959 
to promote individual and collective development of develop-

ing member countries through financing, socioeconomic, and 
technical assistance. The organization was expanded in 1976-
77 to include Finland, France, Germany, Israel, Italy, the 
Netherlands, Norway, Portugal, Spain, Suriname, Sweden, 
Switzerland, and the United Kingdom. 

8. Mexico and Brazil were formerly combined in one report but 
have been treated in separate publications since 1993. In addi-
tion to being treated as a separate entity, Brazil is also cov-
ered as part of the Southern Cone. 
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re less economically developed countries failing in their attempts to 
improve the material lives of their citizens? Would a return to the 
classic gold standard add stability to the world's economies and to 
foreign exchange rates? Were antidiscrimination laws sufficient 
for increasing African Americans' incomes relative to whites' in-

comes? What is the relationship between economic competition and innova-
tion? Many w h o deal with economic policy issues think they know the 
answers to these questions, and their answers guide their policy positions. 

In a collection of articles, Second Thoughts: Myths and Morals of U.S. 
Economic History, Donald McCloskey sets out to show that some widely 
held beliefs about policy issues are at least quest ionable and often quite 
wrong. The unifying approach of the articles is stated in the book's introduc-
tion: "The quickest route to economic wisdom in our time . . . is a detour 
through the nineteenth and early twentieth centuries." 

Much of the path of McCloskey's detour was charted in the 1950s and 
1960s by two pioneering economic historians, Robert Fogel and Douglas 
North, who were awarded the Nobel Prize in Economic Science in 1993 for 
their work. By applying modern analytic and statistical techniques and dem-
onstrating the results of major, systematic efforts to gather historical data, 
Fogel and North opened a new window for both professional and popular 
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understanding of economic behavior and policy. Their 
contr ibutions have also inspired a number of econ-
omists who continue to follow historical routes to en-
lighten modern policy debates. 

In this book McCloskey, who is a professor of eco-
nomics and history at the University of Iowa and an 
influential economic historian in his own right, assem-
bles a set of articles written by several of Fogel and 
North 's intellectual offspring. Aimed at a sophisticated 
lay audience, the articles are generally based on more 
extensive research published elsewhere. As the book's 
title implies, the purpose of each article is to apply 
modern me thods of ana lyz ing economic history to 
evaluating propositions that guide influential segments 
of the public in their economic policy prescriptions. 
These studies show that much orthodox thinking is se-
riously wanting at least in evidence and often in logic. 

/ / istory Lessons 

The book 's twenty-four articles are classified into 
six sections: International Relations and Foreign Af-
fairs; Workers and Employment; Women and Minori-
t ies ; G o v e r n m e n t and the E c o n o m y ; R e g u l a t i o n , 
D e r e g u l a t i o n , and R e r e g u l a t i o n ; and T e c h n o l o g y 
and Competi t iveness. They deal with issues raised in 
the introduction to this essay as well as others, includ-
ing migration policy, the workplace safety impacts of 
workers ' compensat ion insurance, the trade defici t , 
Amer ican f a r m problems , the costs of government 
giveaways, the effectiveness of price controls, and the 
purposes of the Securi t ies and Exchange C o m m i s -
sion. Within the sections there is no clear ordering of 
issues, and the quali ty of in format ion and analysis 
varies considerably among articles. 

A telling example of the disparate quality of analy-
sis is seen in the section on international relations and 
foreign affairs , which contains two of the most en-
lightening articles in the book. Jeffrey G. Will iamson's 
analysis of recent third world economic development 
progress begins by reciting pessimist ic conclusions 
generally drawn by current observers. He then asks 
what relevant control group provides a standard for 
development progress. He rejects the current practice 
of using modern developed economies as a point of 
comparison because their characteristics differ great-
ly f r o m those of cur ren t less deve loped coun t r i e s 
(LDCs) . Instead, he invest igates long-run trends in 
the nineteenth century's successful developing coun-
tr ies—nations of Western Europe, the United King-

dom, and the United States. He draws f rom data devel-
oped in four decades of historical studies by many 
economists and historians. Williamson concludes that 
overall average rates of total and per capita income 
and output growth, longevity, food availability, and 
management of urbanization in all twentieth-century 
LDCs are generally much more impressive than im-
provements in these characteristics in the nineteenth 
century 's developing nations. This conclusion leads 
Williamson to advocate resistance to many calls for 
scrapping current development strategies because of 
their alleged ineffectiveness. 

A second useful article in this section, one by Julian 
L. Simon and Rita James Simon, addresses American 
immigration policy. After reviewing immigrants ' sub-
stantial contribution simply to the size of the U.S. pop-
u l a t i o n , t h e a u t h o r s p r e s e n t t h e r e s u l t s of an 
impressive group of studies on the characteristics of 
immigrants to the United States and other countries. In 
their conclusion, they bash the popular stereotype of 
immigrants and figuratively deface the inscription on 
the Statue of Liberty. They show that immigrants to 
the United States have been younger, healthier, and 
better trained than the general American population. 
Studies of Canada and Australia are shown to corrobo-
rate the U.S. exper ience. The view of " t i red, poor , 
huddled masses" who would (implicitly) be a drag on 
the economy does not stand up to the logic or the data 
offered by Simon and Simon. Although this situation 
could change, the work of Simon and Simon makes it 
clear that making immigration policy on the basis of 
Emma Lazarus 's profile of the immigrant population 
should always be questioned. 

Though they discuss important issues, the other two 
articles in this section contain little of the imaginative 
analysis and broad uncovering of historical data found 
in their companions. One article, by Lance E. Davis 
and Robert A. Huttenback, takes a doubting view of 
the economic contr ibut ions of colonies to imperial 
powers, though it considers only costs and only the 
United Kingdom and the United States. The other, by 
Robert Higgs, proclaims the negative effects of de-
fense mobilization. Each article is less focused and 
complete in its arguments and evidence than the pieces 
by Williamson and Simon and Simon. Each uses in-
formation drawn from several sets of historic experi-
ence with little d iscuss ion of the contexts of those 
experiences. Brevity of the article format may account 
for some of the shortcomings; however, these articles 
in particular suffer f rom the book ' s general lack of 
documentation that makes it difficult for the interested 
reader to follow up on its articles' backgrounds.1 These 
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two unsatisfactory articles have parallels elsewhere in 
the volume. 

Challenging the Myths 

The majority of the articles, however, systematical-
ly draw on modern methods of historical economics 
to deve lop insights that should be useful to publ ic 
policymakers. A few examples underline the contri-
butions of the discipline. In the section on women and 
minorities, Robert Margo uses decennial Census in-
formation on incomes of African American famil ies 
f rom the Civil War to the present. He first f inds sub-
stantial growth of Afr ican American family income 
relative to the income of white families over the 1865-
1960 period. This period preceded major legislation 
aimed at equal opportunity for all races. Drawing on 
modern insights into investment in human capital to 
analyze this income growth, Margo attributes most of 
the increase to substantial relat ive educat ion gains 
for Afr ican Americans, particularly f rom 1865 until 
1920, and to the large migration of Afr ican Ameri -
cans f rom low-product ivi ty agricultural jobs in the 
South to h igher -produc t iv i ty industr ia l j obs in the 
North and West after 1920. Margo argues that educa-
tional advances had prepared the migrants for these 
higher-productivity jobs and points out that migrating 
Af r i can Amer icans general ly earned h igher wages 
than northern-born African Americans with compara-
ble experience. (It is worthwhile to compare Simon 
and S imon ' s f indings on immigrat ion to the United 
States to Margo ' s discussion of Afr ican Amer icans ' 
migration f rom the South.) 

Margo concludes that though legal changes effect-
ing equal rights may have been a necessary condition 
for Afr ican Amer i cans ' relat ive income gains af ter 
1960, these changes were probably not, by any means, 
sufficient conditions. It is difficult to ignore the po-
tential relevance of his conclusions about education 
and income for current policies aimed at the poorer re-
gions of the country and the world. 

In the sec t ion on r egu la t ion , d e r e g u l a t i o n , and 
reregulation, Hugh Rockoff questions a principle dear 
to e c o n o m i s t s ' co l lec t ive heart . His a r t i c l e—"Can 
Price Contro ls Work?"—dea l s with the regulat ion-
promoting and inflat ion-suppressing effects of price 
controls . He descr ibes several instances of general 
price controls in the United States f rom 1623 through 
1972-73 and finds a general pattern of avoidance, ex-
panding regulation, and postcontrols inflation. Of the 

instances Rockoff studies, the one in which the coun-
try did not experience classic postcontrols inflat ion 
involved controls connec ted with the Korean War. 
During this period, inflation was well behaved both 
during and immediately after the period of controls. 
Using an analytic f ramework that involves both the 
m o n e y s tock and g o v e r n m e n t s p e n d i n g , R o c k o f f 
points out that money growth was under close control 
and demand growth was limited even during the war 
period. On the basis of his evidence, he argues that 
permanent controls are doomed by ever- increas ing 
regulation and that temporary controls may theoret-
ically work under certain rare condi t ions . He con-
c ludes that a r g u m e n t s that such c o n d i t i o n s ex i s t 
should be viewed with considerable doubt. 

In the section on government and the economy, 
Barry Eichengreen's analysis of what might be called 
the "a f te rmyth" of the nineteenth-century gold stan-
dard also at tacks a widely held modern percept ion 
that a return to some sort of metals standard for inter-
nat ional exchange would automat ica l ly coord ina te 
government macroeconomic policies and increase sta-
bility in modern economies . On the basis of careful 
enumerat ion of the Bank of England ' s coordination 
attempts in the gold standard period, several nations ' 
unsuccessful attempts to adhere to the standard, and 
the amplitude and frequency of business fluctuations 
during the gold standard period, he finds little about 
the gold standard structure that was automatic or a 
stabilizing influence on either economies or exchange 
rates. 

The section on technology and competit iveness be-
gins with a cautionary study that is closely related to 
proposals recently emanating -from certain quarters in 
our nation's boardrooms and its capitol. The study, by 
Gary M. Walton, relates to the push for greater mar-
ket concentration and other types of producer protec-
tion designed to increase American competit iveness. 
His evidence closely fits a long-held and powerful set 
of economists ' contentions that deal with the dynam-
ics of competition. Walton considers the impact of the 
institution in 1811 and lifting in 1817 of Robert Ful-
ton's grant of a monopoly on shipping via steamboat 
on the lower Mississippi River. He concludes that the 
monopoly suppressed both shipping and s teamboat 
innovation during the short period of its effectiveness. 
In fact, the upsurge in shipping innovation that fol-
lowed the removal of the monopoly was at least part-
ly respons ib le fo r a subsequen t t enfo ld dec l ine in 
shipping costs. The historical lesson lies in the ques-
tion about the implications for America ' s expansion 
to the West had the shipping monopoly with its atten-
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dant high prices and suppressed innovation held. As 
policy advice, the study is subject to objections about 
its applicability in other situations, and no caveats are 
included in the text. 

The points of Walton's case study are bolstered by 
two other articles, however. Peter Temin deals with 
the breakup of the Bell system and the role of MCI, 
and Nathan Rosenberg discusses the m a j o r role of 
economic incentives in motivating scientific advance-
ment . These three pieces all provide support to the 
proposition that monopoly, by restricting competition, 
suppresses innovation. 

One of the book ' s most interesting articles is pri-
marily a historical/sociological study that seems a bit 
out of place. But this is petty carping because Elyce J. 
Rote l la ' s s tudy of the Equal Rights A m e n d m e n t is 
provocative and enlightening. This work summarizes 
attempts to protect women and their rights in the Unit-
ed States, part icularly in labor markets , dur ing the 
nineteenth and twentieth centuries. Rotella first points 
out that before 1940 most laws affecting women in the 
labor marke t s were protect ive , deal ing with hours , 
night work, job restrictions, and the like. Given this 
fact, it is little wonder that when the newly formed 
National W o m e n ' s Party proposed an Equal Rights 
Amendment in the 1920s, many employers ' organiza-
tions supported the ERA while most labor unions op-
posed it. Many readers may be surprised at Rotella's 
f inding that most women 's groups joined with the la-
bor movement in opposition. 

Conclusion 

In addit ion to punctur ing some endur ing myths , 
McCloskey seeks also to demonstrate that application 
of modern analytic and statistical methods to histori-
cal incidents can provide general guides for thinking 
about economics and economic policy.2 This theme 
carries on arguments for which he is well known. The 
basis of these is clearly stated in a 1976 discussion of 
the value of studying economic history.3 In that article 
McCloskey named five principal contributions of his-
torical information to the study of economics: (1) The 
long reach of the historical record contributes many 
additional observations of behavior. (2) It can occa-

sionally provide more accurate (less biased) informa-
tion. (3) It often provides more varieties of economic 
and institutional background to test theories against. 
(4) The approach gives greater opportunities to find 
constants (or nonconstants). (5) It illuminates impacts 
of previous choices of theory and policy. 

Several articles in this book provide ample evi-
dence of the advantages that such an approach has for 
understanding a broad range of policy issues. Howev-
er, the articles also underline some of the disadvan-
tages of studying history as a guide for policy. Two of 
these are most apparent. First, his tory 's provision of 
a wide range of institutional and technological back-
ground requires great care in choosing study periods 
and specifying common and uncommon factors among 
periods. This problem is particularly true in case stud-
ies involving only one or two instances. Second, much 
of the policy guidance is in terms of what not to do. 
This fac tor does not d iscount the va lue of hav ing 
myths exploded; however , policy advice is incom-
plete if no prescriptions emerge. "What i f ' questions 
and simulations are substantially more difficult in his-
torical contexts, where one is unlikely to find suffi-
c ient and c o n s i s t e n t da t a and s p e c i f i c de t a i l s of 
institutional arrangements are difficult to know. Af ter 
exploding policy myths, most articles in this collec-
tion only implicit ly provide al ternat ive policy pre-
scriptions and support for them. 

This book is for readers who are interested in the 
warnings of economic history for economic policy. In 
most cases the issues discussed are clearly identified, 
as are the modern versions of the historical situations. 
Presentation is straightforward, generally to the point, 
and nontechnical. Some readers, like this one, will be 
put o f f—way o f f — b y sketchy documentation and oc-
casional ex cathedra s tatements. Some will want to 
know more about studies that underlie the articles. 
Some will (and should) approach the art icles with 
ques t ions about se lec t ion of the t ime pe r iods and 
economies, the existence of counterexamples, and the 
general applicability of the evidence developed. How-
ever, the strong articles, l ike those by Wil l iamson, 
Eichengreen, and Margo, will repay the reader. Even 
the weaker ones provide copious fac ts to s t imulate 
thought and doubt and to support myriad "devil ' s ad-
vocate" positions in political discourse. 

Federal Reserve Bank of Atlanta 
Economic Review 27 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

September 1994



Notes 

1. The volume has a section of suggestions for further reading 
at the end, but the listing is rather lean and generally not 
specifically related to articles in the book. 

2. McCloskey argues fur ther that precise prediction and pre-
scription are demonstrably beyond studies of the modern, 
post-1920 economy also. 

3. Donald N. McCloskey , "Does the Past Have Usefu l Eco-
nomics?" Journal of Economic Literature 14 (June 1976): 
434-61. 
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Cambridge, Mass.: Harvard University Press, 1994. 

420 pages. $49.95. 

Thomas J. Cunningham 

/

n 1967 Edmund S. Phelps put forth, more or less contemporaneously 
with Milton Friedman, one of the most useful concepts in contempo-
rary macroeconomic theory: that of the "natural rate" of unemploy-
ment. As initially proposed, the natural rate was seen as being the 
rate of unemployment toward which the economy would tend, re-

gardless of the rate of inflation. The idea is that as the economy's collective 
inflation forecast errors decline—that is, as everyone in the economy fully 
understands and correctly anticipates the actual rate of inflation—a natural 
rate of unemployment results. For example, suppose that the monetary au-
thorities decide, strictly for accounting purposes, to add a zero to all currency 
on New Year's Day. The consequent adding of zeros to prices produces an 
extreme rate of inflation; however, if everyone understands that this is simply 
an accounting change, only prices will adjust, and there will be no real con-
sequences for the rest of the economy, employment included. 

_ , In Structural Slumps, Phelps returns to the concept of the natural rate. The 
The reviewer is a research . \ . . . . , . , . . 

officer in charge of the problem with the idea, as Phelps considers it in this work, is that in a number 

regional section of the Atlanta of cases around the world the long-run level of unemployment seems dis-
Fed's research department. turbingly high. Examining certain European countries in particular, Phelps 
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observes that this " s l u m p " in an e c o n o m y may be 
structural in the sense that there may be some institu-
tional structure—a strong union presence, for example, 
or minimum wage laws—that is producing a shift in 
the natural rate of unemployment to a higher level. 

Whi le this idea breaks no new ground, Phe lps ' s 
contribution lies in the fact that he has provided a thor-
ough—and well-crafted—consideration of what caus-
es the natural rate to move around and, especially, 
what might make it shift to a relatively high level and 
remain there. His work demonstrates the interactions 
between labor, goods, asset markets, and the rate of in-
terest, providing an integrated dynamic general equi-
l ib r ium m o d e l tha t a n s w e r s q u e s t i o n s a b o u t the 
ultimate consequences of policy actions. 

The text consists of twenty chapters divided into six 
sections, plus an introduction. The first and last sec-
tions are the most accessible to noneconomists, with 
the bulk of the book a formal exposition of his model. 
Phelps sets out clearly in the beginning where the rest 
of the text is going and what it does once it gets there. 
His discussion covers policy implications in a simi-
larly clear and nonmathematical fashion, although the 
final chapter, "Structuralist Economic Policies," con-
tains little that is not covered in the first section. 

The sections devoted to the serious economic expo-
sitions proceed logically. The discussion in part 2 starts 
with a closed economy and presents labor and goods 
m a r k e t s m o d e l s . Part 3 d e v e l o p s the t rue core of 
Phelps's model, incorporating international linkages in-
to the model introduced in part 2 through investment 
and capital flows. In part 4 Phelps considers the model 
and its microfoundations in the context of more neo-
classical interpretations. Part 5 offers some empirical 
tests of the model as well as an interesting evaluation 
of postwar economic history as seen through structural-
ist lenses. The concluding section offers some insight 
into structuralism's place in the history of economic 
thought and also reviews policy implications of his 
model. 

The Natural Rate and the Phillips Curve 

B e f o r e the natural ra te , m a i n s t r e a m mac roeco -
nomics general ly embraced the idea of the Phill ips 
curve, which purported to show a systematic long-run 
trade-off between inflation and unemployment: a high-
er inflation rate is associated with a lower employment 
rate and vice versa, so that the "price" of lowering un-
employment is a higher, although stable, rate of infla-

tion. For pol icymakers , it meant it was possible to 
"buy" a lower level of unemployment at the cost of a 
systematically higher rate of inflation. 

While the Phillips curve seemed to present a set of 
tough choices, in fact it probably served to simplify 
policy debates. Rather than considering complex, dif-
ficult solutions for reducing sustained unemployment, 
policymakers could frame debates in terms of simple 
preferences: "I prefer a slightly higher rate of inflation 
and a slightly lower rate of unemployment." Much of 
the debate in the popular press concerning contempo-
rary monetary policy still echoes this approach. 

Phelps and his natural rate idea took away this theo-
retical foundation for policy, however. The seemingly 
reasonable notion behind the natural rate concept—that 
fully anticipated accounting changes will have no real 
effects—contains the relatively dramatic policy impli-
cation that there is no exploitable systemic trade-off 
between inflation and unemployment. In the short run 
a higher inflation rate may be accompanied by a lower 
rate of unemployment, but the effect is strictly short-
lived. As soon as the economy comes to expect the 
new rate of inflation, the economy will return to it's 
"natural" rate of unemployment.1 

An immediately obvious implication of this result 
is that monetary policy, in and of itself, cannot be used 
simply to buy a permanently lower rate of unemploy-
ment with more inflation.2 Monetary policy may be 
able to engineer a temporary burst of economic activi-
ty that would serve to bring down the rate of unem-
ployment, but the effect would last only as long as it 
took the economy to adjust its expectations to the new 
policy. In the short run, monetary policy may move 
the economy along a Phillips curve, temporarily re-
duc ing u n e m p l o y m e n t as real wage rates fa l l , but 
eventually wages would catch up with the higher in-
flation rate and unemployment would return to its nat-
ural rate. 

This natural rate of unemployment represents an 
equilibrium outcome in the labor market: fully informed 
workers and employers supply and demand labor, re-
spectively, and as a result the prevailing wage matches 
the quanti ty of labor supplied and demanded . Any 
measured unemployment is either strictly transitory, or 
in some way voluntary. Transitory, or "frictional" un-
employment represents some form of temporary mis-
match in the labor market that is within the normal 
bounds of business dynamics: the time it takes people 
with needed skills to move to the location where the 
jobs are or the time it takes to retrain workers whose 
skills are no longer needed. "Voluntary" unemploy-
ment is not really unemployment at all, specifically in 
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the sense that those who are not currently working are 
unemployed by their own choice because they do not 
care to work at the prevailing wage rather than be-
cause there are simply no jobs available at that wage. 
Involuntary unemployment, on the other hand, is the 
real cause for worry in dealing with unemployment— 
those workers who are willing to work at the prevail-
ing wage but for whom there simply are no jobs. 

Exp la in ing High Employment 

As mentioned earlier, the problem Phelps (and oth-
ers) perceive with this natural rate of unemployment is 
that there are lots of examples of places with rates of 
unemployment that seem to be above any reasonable 
definition of the "full employment" rate of unemploy-
ment. Phelps points in particular to the periphery of 
Europe, where, in otherwise industrialized countries, 
sustained high regional rates of unemployment have 
been observed over the last couple of decades. These 
high rates have persisted long enough to be reasonably 
viewed as an equilibrium outcome for the economy. In 
other words, it seems that the natural rate of unem-
ployment can be undesirably high with the economy 
in a slump that is not going to be resolved by some 
sort of movement or transition to a new equilibrium. 

Proponents of the Phillips curve—Keynesian econo-
mists—have long maintained the possibility of an econ-
omy's reaching an equilibrium with less than full em-
p l o y m e n t . But thei r a r g u m e n t genera l ly rel ied on 
assumptions that, over time, have looked less and less 
palatable: In particular, there has to be some mecha-
nism to prevent wages from falling enough to induce a 
sufficient employment rate. That is, workers who find 
themselves unemployed mus t re fuse to lower their 
wage d e m a n d s , even though by accept ing a lower 
wage they would induce employers to hire them and 
thus no longer be unemployed. This notion of "sticky 
wages" is supported by a variety of institutional ar-
rangements , most notably min imum wage laws and 
the presence of strong unions, both of which might act 
to keep wages from falling in the face of sustained unem-
ployment. This is not an especially appealing assump-
tion, however. For one thing, it seems that slumps can 
occur in the absence of such institutional structures as 
a strong union presence and binding minimum wage 
legislation, as in the countries Phelps considers. 

Sys temat ic involunta ry u n e m p l o y m e n t has a lso 
been explained by "quitting," "shirking," or "efficien-
cy wage" models , which present involuntary unem-

ployment as the outcome of rational market processes. 
Essentially, the idea is that employers have a variety of 
motives for paying higher wages than would be the 
outcome wage rate in a simple model of labor supply 
and demand. Employers may pay this premium be-
cause they wish to keep valued workers from quitting 
or to give workers an incentive not to otherwise lose 
their job. Firms may have similar motivations so that 
all f i rms end up paying wages above what simple sup-
ply and demand would suggest. The higher wage rate 
induces additional workers to offer their labor services 
at the same time that the firms paying the higher wage 
rate have less demand for labor. When the wage rate is 
high enough to induce workers to offer their labor in 
spite of being unable to find a job at that wage, the re-
sult is sys temat ic invo lun ta ry u n e m p l o y m e n t as a 
straightforward consequence of individual optimiza-
tion. This class of models offers a mainstream expla-
nation for a natural rate of unemployment. 

Phelps suggests that one ma jo r contributor to the 
problem of sustained high rates of involuntary unem-
p loyment are the dis tor t ions resul t ing f rom certain 
forms of taxes and transfers. Various direct and indirect 
forms of taxation on employment, for example, create 
a wedge between the cost of an employee to the em-
ployer and the net benefits received by that employee. 
At the same time, transfer payments in the form of in-
come supplements may make the cost of unemploy-
ment to the worker less than it otherwise would be. 
Phelps sees the consequence of both of these effects as 
an increase in the cost of additional employment to em-
ployers. The tax portion seems apparent and direct. 
The income transfer, however, is less so in that it re-
quires firms to offer a wage above the standard "mar-
ket c lea r ing" wage in order to o f fe r the incent ives 
associated with a premium wage rate at the firm. The 
overall consequence is a net distortion that changes the 
natural rate of unemployment . In sum, ill-conceived 
(nonmonetary) public policies can directly result in a 
long-term increase in the unemployment rate. This re-
sult, by itself, is not especially new. 

As discussed earlier, the contribution of Phelps 's 
current work is not that it offers anything particularly 
new and startling—nothing in the text is, by itself, par-
ticularly outside some established lines of literature 
(although it should be kept in mind that Phelps himself 
frequently served to help establish those lines). Rather, 
the work is valuable for integrating an established set 
of models centered on his alternate view of equilibri-
um involuntary unemployment into one dynamic gen-
eral equi l ibr ium f r amework captur ing employment , 
interest rates, and assets. 
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Conclusion 

Phe lp s has p r e s e n t e d a c o m p r e h e n s i v e and wel l -
in tegra ted p resen ta t ion of s o m e popu la r m o d e l s that 
can, and no doubt will, be used to address some of the 
largest and most perennially nagging questions of macro-

economic policy. Whe the r or not particular economis t s 
agree with Phelps's view of the world, this text is likely to 
become a standard in the study of m a c r o e c o n o m i c s — 
listed f requent ly in bibl iographies fo r mac roeconomics 
p a p e r s and r e a d i n g l is ts f o r g r a d u a t e m a c r o t h e o r y 
courses. 

Notes 

1. Closely allied with, but distinct from, the natural rate hypothe-
ses is the concept of the Non Accelerating Inflation Rate of 
Unemployment (NA1RU). NAIRU and the natural rate are 
similar in that they both represent an unemployment rate that 
is not associated with a stable rate of inflation. The NAIRU 
concept, however, focuses on inflation stability from the per-
spective of labor markets; if the unemployment rate falls be-
low the NAIRU, the tightness in the labor markets results in 
upward pressure on wages and therefore prices that will not 

be relieved until the unemployment rate rises back to the 
NAIRU. The natural rate, on the other hand, focuses on infla-
tion expectations and the limited ability of the monetary au-
thority to influence real activity when everyone fully 
anticipates policy. 

2. This is not to say that public policy is powerless, however. To 
the contrary, this issue has become the focus of Phelps's more 
recent, and certainly this current, work. 
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