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July 2002, Kennedy School of Government, Harvard University, paper presented: “Old
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January 2005, Delta (paris) Income inequality in historical perspective, evidence from the
Parisian Taille 1290-1315.

November, 2005 co-organizer of a conference: Medieval Global Economies, held at
University of Western Ontario, November 11-13, 2005.
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SCIENTIFIC BIOGRAPHY:

I. Research in medieval French economic history with emphasis on monetary issues and
inequality.

Il. Research centered around the 19" century London financial markets with emphasis on
emerging markets, the cost of capital, the relationship between institutions and global finance
and their relationship to growth in emerging market economies.

I11. Policy oriented work on Israeli macro-economic issues mainly monetary policy and
unemployment.

IV. Work with graduate students, members of the center, on theoretical issues related to growth.

I. Medieval French economic history:

A. Monetary issues:

1. In continuation of my previous work, starting in 1990, | embarked on a new study of the
phenomenon of debasements in France during the Hundred Years war. After collecting archival
data and in collaboration with Joseph Zeira of the Hebrew University, | completed a more
general paper on debasements. It includes a model and econometric tests that take advantage of
the large data set | assembled. The paper was recently published in the journal of monetary
economics. It’s contribution is to show, for the first time, the differences and similarities between
commodity money regimes and modern fiat money. My contribution was the idea of the paper,
data and data analysis. | plan to extend this research to include inflation under commodity money
regimes by studying the effects of inflation on accounting practices, wage indexation, legal
arbitration and the attempts made by contemporaries to understand this phenomenon.

2 The “bullion famine hypothesis” of the Renaissance. The textbook view of the period 1350-
1450 is one of recession (depression) brought on by severe monetary contraction. I question the
validity of this widespread theory by presenting new data, uncovered by my research, on French
minting of coinage from that period. | employ the monetary approach to the balance of payments
to cast doubt on the theoretical possibility of a prolonged disequilibrium in the bullion market.
Since | published my preliminary results in the Journal of European Economic History in 1990 |
have engaged in several exchanges of opinion in the Journal of European Economic History with
Harry Miskimin of Yale, who was the main advocate of the bullion famine hypothesis. More
recently in the Journal of Economic History | present additional data and a model which refutes
the bullion famine hypothesis for France. | plan to submit an additional paper that further
substantiates my claims by statistically analyzing coin hoarding data from that period. | believe
the fruits of this line of research will prompt a reassessment of the currently prevailing account
of European economic history during the Renaissance.

3. The third line of research relating to medieval commodity money is the study of institutional
aspects of the emergence of national currencies in early modern Europe. | argue that in order to
take hold, national currencies had to establish a reputation, by controlling and monitoring coin
production and the prosecution of counterfeiters. This was no easy task in medieval Europe, and
rulers resorted to different solutions. Taking a microeconomic approach, | first analyze in a paper
that appeared in the Journal of Money Credit and Banking (together with Neil Gandal of Tel-
Aviv University), the issue of the quality control of coins produced in a decentralized monetary
system (in France) and the transmission of incentives regarding coin quality to mint masters. My
contribution, was the idea, data and data analysis. | started collecting data from additional
countries (England, the Burgundian Low Countries and Florence) with a view to a comparative
study of how providing a reputation for currency in Europe evolved.
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B. Inequality in medieval Paris

My new research-project explores the issues of income and wealth inequality of a growing urban
economy in a historical perspective, using hitherto unexploited rich and unique data sources from
late medieval and early modern Paris. Its aim is to draw a detailed and comprehensive picture of
the interaction between economy and society in the capital of France during the Commercial
Revolution.

The study is based on a statistical analysis of the economic, professional and residence
characteristics of some 20,000 individuals recorded in the Parisian tax-rolls of 1292, 1296, 1297
and 1313, and compared with similar records of the 15" century. The extensive database
constructed will allow for an in-depth analysis of the distribution of income and wealth and
inequality in a period of economic growth (late 13" century) and economic decline (mid-15"
century), as well as for comparison with other early modern and modern data sets. Analysis of
the data will also provide ample information on social mobility, urban professional structure,
labor dynamics and the effects of work unions (guilds) on the urban economy; it will also
provide for a comparison of inequality between indigenous, immigrant, minority groups and
women. Panel regressions and pooled time-series regressions will allow us to parametrically test
for the various effects of occupation, residence, sex, ethnic origin, experience, schooling, skill
and parental endowment on individuals’ wealth or income. Currently, a working paper was
completed and presented in several seminars and a conference.

I1. Studies in financial history — the London capital market.
A. Institutions and the cost of foreign capital.

1. In recent work with Yishai Yafeh of the economics department of the Hebrew University,
published by the Journal of Economic History, we analyze the impact of institutional reform on
economic growth from the cost of foreign capital angle. We explore the case of Japan of the
Meijie restoration as a case study of the celebrated North and Weingast hypothesis. Our analysis
demonstrates that institutional reform in Japan had less impact on foreign investors than did
more visible signals such as the establishment of the gold standard and victory in the War with
Russia. The novelty of our approach lies in the utilization of government bond prices, traded in
London of the late 19" century, obtained from the London Times, to construct a profile of the
information and beliefs regarding the economic development of foreign countries: which
countries were deemed more risky and why. My contribution: idea and data analysis.

We then turned to directly challenges the North and Weingast (1989) view that institutional
reforms and better protection of property rights lead to economic growth through a reduction in
interest rates, and that a mechanism of this type accounted for Britain’s ascendancy to economic
supremacy. We constructed measures of the cost of borrowing for the British Government prior
to the issue of the Consols and contrasted it with an equivalent measure form Holland. We show
that, in contrast with North and Weingast, the risk premium on British sovereign debt remained
high and even increased in the decades following the Glorious Revolution, and that during much
of the eighteenth century interest rates in Britain fluctuated considerably in response to wars and
political instability. For emerging markets today, this result implies that the immediate financial
rewards for internal stability and peace are likely to exceed the short-term financial benefits from
institutional reforms, which are rewarded only in the long run. The paper is currently under
review in the Journal of Economic History, the working paper version of the paper is already
used in many graduate courses in economic history and is also cited by economists, political
scientists and legal historians. My contribution: idea, data and data analysis.
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2. Our research into emerging markets’ bond finance in the late 19™ century, with Paulo Mauro,
included an investigation into the question of contagion in international financial markets.
Motivated by episodes of contagion in the 1990s we turned to ask whether the previous era of
global finance of the 19™ century also resulted contagion. Using a hand collected data set we
employ a similar methodology to the one we used in our earlier work to analyze the issue of
convergence and contagion around the turn of century. Our results published in the Quarterly
Journal of Economics suggest that while, as today, there was significant co-movement of bonds
from different countries there was nevertheless little contagion in the 19™ century. These results
suggest that the structure of capital markets, different institutional setup of the investment houses
or different investors (behavior) may account for this difference. My contribution: to the idea
and data collection and analysis.

3. We extended our work to investigate the determinants of capital cost for emerging markets in
the pervious golden era of global capital markets compared with today. The fruits of this research
will appear in a forthcoming book (March 2006) published by Oxford University Press. We
created a new data set which includes sovereign bond spreads then and now and the available
information available to investors at the time. We collected macro economic data published in
the financial press of the time and news articles from the London Times (then) and the Financial
Times (now) and classified them according to categories: good economic news, bad economic
news, wars and internal strife, institutional change and political news. Our econometric analysis
shows that spreads were largely affected by economic fundamentals (exports’ earning), macro-
economic policy (the gold standard), wars and instability. We found little evidence for the effect
of institutional reforms. A finding which corroborated our earlier findings on England and Japan
— that capital markets do not immediately reward institutional reforms. We also looked at debt
default resolution mechanisms in the past — namely the Corporation of Foreign Bondholders —
and found a mixed record in their ability to make defaulting countries pay.

4. My investigation into 19" century capital markets also included an attempt to answer the
question why do countries borrow in foreign currencies. In joint work with Marc Flandreau we
address the origins of ‘original sin’. In paper published in an edited volume: “Other People’s
Money: (Chicago University Press) we challenges a popular explanation for “original sin” — the
default prone borrowing of long term debt in foreign exchange by emerging markets — that
emphasizes the lack of credibility and commitment of governments, that prevents them from
borrowing in their own currency. Basing our account on the history of emerging market
borrowing in the nineteenth century, we offer an explanation based on historical path
dependence. My contribution - part of research idea and data collection and analysis.

5. In a study of British capital markets the early 19" century Yona Rubinstein and I use British
data for 1790-1850 to resolve the Gibson Paradox (the positive relationship between the price
level and interest rates). For the purpose of this paper | assembled hitherto unearthed monthly
data on the money supply in Britain for the period 1797-1815 from the Bank of England. We
show that this relationship is derived from a standard money market equilibrium relationship and
prevails in any monetary regime. We show that the omission of the money supply and output
from that relationship is responsible for the finding of the Gibson relationship only during the
Gold Standard. My contribution: idea and data collection.

I11. Policy oriented work on Israeli macro-economic issues mainly monetary policy and
unemployment.
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1. In a series of papers | investigate monetary policy in Israel during the disinflation era (1986-
2002). In a paper with Nissan Leviathan published in The Israeli Economy, 1985-1998: From
Government Intervention to Market Economics, MIT Press 2002, we investigate the
disinflationary process in Israel, focusing on why it took so long to achieve single digit inflation
rates and the potential cost to the Israeli economy from this protracted process. In a sequel paper
published in the Quarterly Review (Hebrew), | attempted to provide some quantitative measures
of the cost of the monetary policy pursued during the disinflation period in terms of
unemployment. | show that these costs were mot negligible.

2.In joint work with Yaacov lavi from the Bank of Israel Research Department (published in the
Bank of Israel Review — Hebrew) we estimate the determinants of wages in Israel in the short
run. Our main contribution is to show that in the long run, wages in Israel, are determined
according to the marginal product of labor. In the short run , we document the effect of monetary
surprises, unemployment benefits, minimum wages and other supply and demand factors on the
deviation of real wages from their long run levels.

3. In a paper published in the Bank of Israel Jubilee volume (English version to published by
MIT press), | investigate the Bank of Israel response function. The main finding, which was
reported by the Israeli daily press, was that the bank of Israel consistently strove to achieve
inflation rates bellow those set by the government. In particular a zero inflation rate target policy
can not be rejected. This generated some real costs mainly in terms of unemployment due a
large gaps between actual and expected inflation. 1 also show that the Bank of Israel, since 1995,
practically abandoned countercyclical policies, concentrating on securing low inflation. Finally I
show two policy errors in 1998 and 2002 — deviations from the response function, which resulted
in significant effects on the exchange rate.

IV. Work with graduate students 1. Joint work with Berdugo and Zadik on delays in technology
adoption. This theoretical work highlights a channel by which resource or commercially rich
countries fail to adopt technologies due to a market failure in the human capital market. Namely,
high income parents do not realize the potential gains, to their children from future adoption of
technology. Faced with high individual opportunity cost, they rather work then invest in their
children’s education. This externality can be resolved by a government which can coordinate
human capital acquisition necessary for growth. In most standard cases, market failure in the
human capital market is due to low income — or inability to access capital markets. In our story,
even rich countries may fail to industrialize unless the externality is internalized. This paper is in
a process of being revised and resubmitted to a field journal.



