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0. 197 .
Sterling v latility and Euro pe an Monetary Union
by Christopher Taylor
Ste rli ng has st ro ng affin ities w ith both th e Deutsch e ma rk
(no w euro) and th e doll ar. In principl e th e Dvmar k sho uld
sho w co mpa ra ble affinirie , but in its case th ey have been
ero de d by th e long proces of monetary integration in
Euro pe , which ha s led to its ' po la r isa t io n ' against th e
dollar, and th en ce high vo la t ility in th e DM/$ excha nge
rate. By joining EMU, th e UK would esc a pe exchange
rate volatility on trade with th e euro zone but would suf
fer a marked increase in volatility on trade with th e rest
of th e world. If ste rl ing's ex pe rience since leaving the
ERM is a guide to its future outside EMU (if it ha s one),
and if th e euro emulates th e D-mark's vo la tility since that
time, counrerfacrual comparisons suggest that joining
EMU would reduce UK effec t ive excha nge- ra te vo la t il
ity by around two thirds o n a trade-w eighted basis, but
by only a third or less on a pa ym ents-weighted basis,
which arguabl y captures ste rl ing 's sp lit a ffin it ie better.

No. 198.
Investment and uncertainty in the G7
byJoseph P. Byrne and E. Philip Davis
In thi s paper we assess th e impact of a com pre he ns ive
range of macroeconomic and financial me asures of un 
certainty on bu sin ess investment in th e major industrial
countries using Pooled M ean Group Panel Estimation.
We di scover a sign ifica nt negative long run effect from
both nominal and real exchange rate volatility using a
GAR II ( 1,1) approach on aggregate inv estment for the
G 7. This is also found in poolable su bgro u ps including
all four larger European countries. Results for an adverse
impact of uncertainty on investment are al so found for
volatility of long rates in recent years but not for infla 
tion, sha re pri ces and indu trial production. The results
imply that to the extent that EMU favours lower ex
change rate and long inter est rate volatility, it will al so
be beneficial to inv estment.

All ationallnstitute di scu sio n paper s are now
av a ila b le on our web sit e www.niesr.ac.uk or free o f
cha rge on applicati on to:

IESR Publications Office
2 Dean Tren ch St ree t
. mirh Sq ua re
London SW I P 3 11E

Forthcoming events at the National
Institute

13 September 2002 • The role of efficiency a s an
explanation of international income differences
A co nfe re nce to be held a t th e N ational Institute based
o n a research p roj ect cur rently bein g co nd uc ted by NIESR
a nd funded by th e ESRC. Spea ke rs will include Philip
Stevens , NI ESR, a nd Richard Kn ell er, University o f
Nottingham Centre for Research in Globalisarion and
Eco no m ic Poli cy.

19 November 2002 • Productivity and performance in
the provision of public services
A major one-da y conference to be held at the British
Academ y. Spea ke rs to include Mary O'Mahony, NIESR.

23 January 2003 • A biological and socio-economic
assessment of the consequences of an ageing population
A major one-d a y con fe re nce to be held at the British
Academ y, o rga n ise d by NIESR a nd the Institute of
P ychiarry, Kin g's C o llege London. This co nfere nce will
begin with an acco unt of cu rre nt research into ageing
processes. This will be followed by a su rvey of current
epide m io log ica l tr end and th eir soc ia l and budgetary im 
pli cations. This will th en lead into a specific account of
Alzheimer's Disea se a nd an assc srnenr of different meth
ods of paying for long-term ca re of th e elderly. Speaker s
will include Professor T. Kirkwood (Univer sity of N ew 
ca stl e), Professor T. M eade (London School of H ygiene
and Tropical M edicine), Professor M. Knapp (In stitute
of Psychiatry), Dr E. Grundy (London School of Hygiene
and Tropical Medicine), Professor S. Lovesronc (In stitute
of Psychiatry), Professor J. Sefton (NIESR and Imperial
Co llege, l.ondon) and M. Weale (NIESR).

To register for any of th e above eve nts , please co ntac t
Hel en Barne at th e National Institute (e-mail address:
h.barne @n ies r.ac .uk or tel ephone 020 7654 1901).
Further details are available on our website:
www.uicsr.ac.uk/cvcnt/cvcnr.htm
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