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ABSTRACT 

We compare the convergence with German monetary policy of the Balkan and 
Mediterranean country candidates for EU membership with that of countries that have 
recently joined the EU. Significant linkages exist between German base money stock and 
that of recent members of the EU; the same holds true for some of the Mediterranean region 
candidates for EU membership and for Slovenia and Croatia. Among the other Balkan 
economies and Turkey, the ability to follow the policies of the Bundesbank is nonexistent. 
Such weak policy coordination suggests the need for strengthening the financial sectors of 
these countries, for macroeconomic stabilization and for a period in which they tie their 
policies more closely to the ECB before they can be considered serious candidates for EU 
membership. 
JEL Classification Nos.: E58, F15, F36, P52 
 
Key Words:  convergence, economic integration, monetary policy, transition economies 
 
 
 
I. Introduction 

 
Several Mediterranean and Balkan countries are candidates for European Union 

(EU) enlargement in current expansion, and a number of Balkan countries and neighboring 
Turkey hope to be considered for membership in a future round of EU expansion. Whether 
these latter countries can become serious candidates for membership will depend on their 
ability to align themselves with the institutions and the macroeconomic policies of the EU. 
Although structural change and institutional adaptation to EU norms will be important in this 
process, the convergence of monetary policy between the EU and the candidate countries 
will be a necessary condition.  We examine the prospects for such a convergence of 
monetary policies by investigating the extent to which the candidate countries have been 
able to achieve some measure of convergence between the evolution of their money stock 
with that of Germany, which we use as a historical proxy for the future monetary policy 
stance of the European Central Bank (ECB).  



 
2. EU Membership and Monetary Convergence 
 
 Much as the Maastricht criteria played a key role in the creation of a common 
currency among some of the EU member countries, macroeconomic performance will play a 
key role in determining which of the transition economies will join the EU and when. Indeed, 
the introduction of the Euro among a core subset of EU countries makes macroeconomic 
convergence a more pressing issue than it was for earlier entrants into the EU. As 
McKINNON (1999, p. 132) points out, the gains to new countries from joining the EU will be 
realized only if “trade takes place over an exchange-rate regime that is mutually acceptable 
between East and West".  McKINNON argues that a regime of fixed exchange rates 
between the candidate countries and the Euro is the regime most likely to inspire such 
mutual confidence and to realize the full benefits of integration. In part this is so because 
fixed exchange rates between the currencies of these new member countries and the Euro 
will facilitate the rapid growth of the new members' exports to the rest of the EU without 
raising fears of "beggar-thy-neighbor devaluations or unfair trading practices". Moreover, a 
credible adherence to a Euro peg will serve as an important spur to the structural and 
institutional changes required of the new members, thus guaranteeing to the EU that its new 
members will not backslide in their efforts at structural and institutional reform.   
 As WELLINK (1999, p.140) points out, "… any formal link to the euro should be 
preceded by policy measures which make the envisaged currency link a credible one."  
Among the macroeconomic indicators that most observers would view as important markers 
of credibility for such an exchange rate link are the inflation rate, the current account, 
macroeconomic policy, interest rates, productivity and employment, and indebtedness. 
However much observers can agree on the formal markers of stability and macroeconomic 
convergence, the process of transition in the Balkan candidates renders highly problematic 
any quantitative judgment regarding the values that these markers should take in order to 
make a currency peg credible.  

Consider, for example, the inflation rate. The Balkan economies are undergoing 
considerable restructuring, and this restructuring will generate large and persistent Balassa-
Samuelson effects (KOPITS, 1999). Large Balassa-Samuelson effects mean that there is 
scope for a corresponding real appreciation of the equilibrium exchange rate. Such real 
appreciation would come about through rates of inflation that exceeded those in the EU. 
Similar reservations can be raised about the use of other traditional markers of 
macroeconomic performance.  For example, interest rates in these countries are unlikely to 
reflect EU levels or cyclical fluctuations, even if these countries were to follow closely the 
monetary policies of the ECB. In part this is due to the large differences in risk faced by 
depositors and returns available to lenders in the Balkans and in the EU.  
 This leaves the money stock as the most appropriate measure of convergence 
between the transition economy candidates for EU membership and the Euro-zone 
countries. In the long run, if the candidate countries are able to follow the policies of the ECB 
in terms of a monetary aggregate target, then, as their financial systems mature and as the 
transitory effects of transition on inflation and interest rates recede, they should be able to 
achieve the same outcomes in terms of inflation and interest rates as are achieved by the 
ECB. In the meantime, so long as they can mimic ECB policies regarding the growth of the 
money base, then any inflation differential between themselves and the EU can be seen as 
reflecting Balassa-Samuelson effects and the process of price convergence.  

In the empirical work reported in this paper, we focus on base money, the narrowest 
monetary aggregate available. We choose this monetary aggregate over broader measures 
of money because base money better captures central bank policy and is less diluted by the 
intervention of other agents in the financial system.  

The ability of these countries to follow the policy leadership of the ECB cannot be 
determined directly, principally because the ECB has not been in existence long enough to 
develop a sufficient track record of policy setting. Consequently, we use past Bundesbank 
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policy as a proxy for the future policies of the ECB, and, if it can be demonstrated that these 
economies were able to follow the leadership of the Bundesbank in setting the growth of the 
base money stock, then we can have a high degree of confidence in the ability of these 
countries to follow the leadership of the ECB in setting the same aggregate.(1) 

  
3. Tests of Bundesbank Domination of Candidate-Country Monetary 
Policy 
 

Monthly data on base money in national currency units were obtained from line 14, 
"reserve money", of the IMF’s IFS CD ROM. German base money, which is not available 
after 1998 because of the beginning of the Euro zone, was extended on the basis of 
Germany's share in the Euro-area base money. The base money data for Greece was not 
directly available, so it was constructed as the sum of the currency in circulation and the total 
demand deposits. We excluded data from the pre-1993 period to avoid the early transition 
period and its financial chaos.  Our sample of countries includes five Balkan countries, 
Albania, Bulgaria, Croatia, Macedonia and Romania, that are not candidates for EU 
membership in the current round; two Mediterranean candidates expected to gain entry in 
the current round of EU expansion, Cyprus and Malta; Slovenia, a Balkan country also 
expected to gain entry in the current round, and Turkey, a country that qualifies both as 
Balkan and Mediterranean. We also include Austria, Finland and Sweden. The latter are the 
most recent members of the EU, and their inclusion will enable us to judge the degree to 
which these countries' policies were dominated by German monetary policy shortly before 
and then after their joining the EU. Finally, we include Greece, which has been an EC and 
then an EU member since 1981, so as to expand our coverage of the region and to see how 
countries that have been members for some time respond to German monetary policy. Table 
1 lists the countries in our sample along with the sample period utilized for each country. 

 
A. The Long-Term Relationship between German and EU 

Candidates’ Base Money 
 
The first step in our analysis is to determine the time-series characteristics of the 

data. As the relevant procedures are well known, we merely report that the series on base 
money, seasonally adjusted and in logs, for the countries examined in this paper are all I(1), 
meaning that they must be first- differenced  to make them  stationary. These findings allow 
us to test whether each of the candidate country's base money data are cointegrated with 
those of Germany. If such cointegration exists, then there exists a long-term relationship 
between the two series, and the two series will move together over time (ENGLE and 
GRANGER, 1987), and such cointegrated variables can be represented by an error-
correction model in which there is Granger causality (GRANGER, 1969) in at least one 
direction. We employed the PHILLIPS-PERRON (1988) test for cointegration. Table 1 
reports the PP test statistics for cointegration between the base money series of the sample 
countries and Germany. It also gives the sample period for each country.  

 The two leading Mediterranean candidates for EU membership, Cyprus and Malta, 
as well as the leading Balkan candidate, Slovenia, all exhibit cointegration between their 
base money stocks and that of Germany. Thus we conclude that in the 1990s all three of 
these countries were able to coordinate their monetary policy with that of Germany.  Turkey, 
on the other hand was not able to follow German monetary policy because we can not reject 
null the hypothesis that Turkish and German base money stock series are not cointegrated. 
Of the Balkan transition economies, only Croatia exhibits cointegration between its money  

 
Table 1 – Bivariate Cointegration Tests 

Phillips-Perron  (PP) Test Statistics on Estimated Residuals1 
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Panel A: Mediterranean and Balkan EU Candidates 
 

Country PP test 
statistic2 

Sample 
Period Sample Size  Degrees of 

Freedom  F-statistics 
      

Albania       -2.86 94:12-00:02 63 61 266.7 (0.00)* 
Bulgaria       -1.68 93:01-98:11 71 69 121.9 (0.00)* 
Croatia       -3.10** 93:01-00:02 86 84 581.6 (0.00)* 
Cyprus  -1.98** 93:12-00:02 75 73 35.4  (0.00)* 
Malta  -2.08** 93:01-00:01 85 83 7.00  (0.00)* 
Macedonia       -2.85 93:12-00:02 75 73 316.2 (0.00)* 
Romania       -1.78 93:09-00:02 78 76 276.6 (0.00)* 
Slovenia Country 93:01-00:02 86 84 505.3 (0.00)* 
Turkey Austria 93:01-99:11 83 81 440.4 (0.00)* 

 
Panel B: Recent EU Members 

 PP test 
statistic2 

Sample 
Period Sample Size Degrees of 

Freedom  F-statistics 
Croatia -5.06* 93:01-98:11 71 69 1199.0 (0.00)* 
Greece       -2.81**  93:01-00:02         86 84  1143.0 (0.00)* 
Finland -3.97* 93:01-98:12 72 70 129.5 (0.00)* 
Sweden -2.07** 93:01-00:02 86 84 12.7 (0.00)* 

 
Notes:  
 
1. The reported test statistics are based on the residuals from the following long run 
equation: 
 

Log Xt = a + b log(German monetary base) t + et, 
 

where X represents the monetary base for an individual country under investigation and e is 
the error term . Cointegration requires that the error term be stationary. Following ENGLE 
and YOO's (1987)'s suggestion, up to 12 lags were initially included in unit-root tests for the 
error term, and the optimal lag length was chosen based on Akaike's information criterion 
(AIC). A lag length of three was found to be the optimal lag length in all cases, with the 
exception of Slovakia for which 6 lags were used. The F-statistic is based on the estimated 
long run equation above and tests the overall significance of the estimated coefficients. 
 
2. Because the critical values are sensitive to the presence of a constant and/or trend term, 
cointegration tests were initially conducted using the following three models: model 1 
includes a time trend and a constant term; model 2 has a constant term only; model 3 has 
neither time trend nor constant. The test statistics reported above and hence the significance 
levels are based on the best fitting model. For most countries the best model was model 3 
with the critical values -2.62 and -1.95 at the 1 and 5 % level, respectively. Exceptions are 
Albania, Croatia, and Macedonia. For these countries, model 1 was used with the critical 
values –3.58 and -2.93 at the 1 and 5 % level, respectively. 
 
* and **  denote significance at the 1% and 5% level, respectively. 

 
base series and that of Germany. None of the other Balkan transition economies exhibits 
cointegration with German base money.    
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The lack of cointegration for the transition Balkan economies, except Croatia and 
Slovenia, stands in stark contrast not only to the cointegration exhibited by the front-runner 
candidate countries, but also the three most recent EU members, Austria, Finland and 
Sweden, all of which exhibit cointegration with Germany. Indeed, for Austria and Finland, the 
PP test statistic is quite high, and that of Sweden would doubtless also be higher were we to 
exclude the period of financial turmoil surrounding that country's devaluation. Greece, too, 
exhibits significant cointegration between its base money and that of Germany despite the 
fact that Greece could not qualify for inclusion in the Euro zone. The implications are quite 
clear. Countries that belong to the EU or that are strong candidates for entry have, indeed, 
aligned their monetary polices to those of the Bundesbank over the past decade. Those 
countries that are weak candidates, with the exception of Croatia, have not succeeded in 
doing so. In the case of Croatia, the conclusion may be that its lack of appeal as a candidate 
for EU membership has more to do with its past political experience than with any 
shortcomings in economic policy performance, at least relative to other strong candidates for 
EU membership.  For the other Balkan transition economies and for Turkey, the rather subtle 
indicator of cointegration merely echoes other more obvious shortcomings in their economic 
performance.   

 
.  
B. The Short-Run Dynamics of the German - Candidate Country 

Base Money Relationship 
 
As mentioned above, if two series are cointegrated, then there exists an error-

correction representation of the relationship between the first differences of the two series. 
The error correction term measures how rapidly the money base in the candidate country 
reacts to deviations from the long-term relationship between the two money stocks.  We 
therefore estimated the standard VAR specification augmented by an error correction term 
for each of the countries for which we accepted the cointegration hypothesis. Table 2 reports 
the results of the regressions as specified by Equation 1: 

∆ Mx,t  = cx +  Σi αx,t-i ∆ M x, t-i  +  Σi βx,t-i ∆ M Germany, t-i  +   γx ECx,t-1  +  εx,t                 Eq. 1  
where M is the logarithm of the stock of base money of country x in national units, and EC is 
the difference between that country's actual base money stock and its base money stock as 
predicted by the long-run relationship between the logarithm of the country's stock of base 
money and that of Germany. In this specification, the evolution of the growth of the national 
stock of base money depends on the magnitude of the coefficient of the error correction 
term, γ, on the persistence of domestic monetary policy as given by Σi αx,t-i and on the 
responses of the country to short term fluctuations in German monetary policy as given by Σi 
βx,t-i.  We set t equal to 12, meaning that changes in national and German money stocks 
were lagged for 12 months, but, in the case of Cyprus and Sweden, a likelihood ratio test 
indicated that a lag of only 6 months yielded satisfactory results, and we thus opted for the 
more parsimonious specification. For several countries, a dummy variable was used to 
capture a structural break caused by turbulence, change in exchange rate regime, etc. 
These dummy variables and the time period they cover are also reported in Table 2 

 The greater the value of γ, the more rapidly a country's monetary authorities 
react to any divergence in the long-term relationship between their base money stock and 
that of Germany. An examination of Table 2 reveals significant differences between the 
various categories of countries in our sample as well as some differences within each 
category. Of the four EU member countries, Austria and Finland react the most rapidly to 
disturbances in the long-run relationship between their money base and that of Germany. In 
the case of Austria, the entire gap between Austrian and German base money is eliminated 
within a three-month period, and, in the case of Finland, about 77% of the gap is closed. 
Significantly, Greece, which did not qualify for, and Sweden, which did not choose to join,  
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Table 2: Error Correction Estimates 
 

Panel A:  EU Candidates 
 

Variable Croatia Malta Slovenia Cyprus 
Constant 0.02 -0.01 0.08*** 0.01 
Ger (t-1) 0.63 0.64*** 0.46 -0.05 
Ger (t-2) 0.66 1.11** -0.19 1.06** 
Ger (t-3) 0.01 0.64 0.37 0.45 
Ger (t-4) 0.13 0.74 -0.39 0.28 
Ger (t-5) -0.07 -0.37 -1.05 0.18 
Ger (t-6) 0.42 0.27 -1.26 0.02 
Ger (t-7) -0.23 -1.03 -0.91 - 
Ger (t-8) 0.75 -0.74 -1.16 - 
Ger (t-9) 1.46* -0.34 -0.35 - 
Ger (t-10) 1.24** 1.13 -1.81 - 
Ger (t-11) 0.58 0.07 0.41 - 
Ger (t-12) -0.54 0.85*** -0.55 - 
Own (t-1) -0.26** 0.17 -0.70* -0.54** 
Own (t-2) -0.24 -0.05 -0.27 -0.20 
Own (t-3) -0.07 0.33** 0.17 -0.18** 
Own (t-4) 0.06 0.14 0.09 -0.24** 
Own (t-5) 0.18* 0.31*** 0.14 -0.14 
Own (t-6) 0.19* 0.10 0.08 -0.02 
Own (t-7) -0.15* -0.01 -0.19 - 
Own (t-8) 0.04 -0.09 -0.21 - 
Own (t-9) -0.01 0.15 0.28** - 
Own (t-10) 0.03 -0.13 0.24*** - 
Own (t-11) -0.04 0.08 0.10 - 
Own (t-12) 0.05 0.04 -0.02 - 
Error correct. term 0.03 -0.17* -0.10*** -0.08*** 
     
Adj. R2 0.57 0.15 0.53 0.36 
F-statistics 4.94* 1.47 4.12* 4.23* 
Sample size 73 68 73 79 
Degrees of freedom 47 46 47 65 

 
 
 
 
 
 
 
 
 
 
 
 
Table 2 Continued: Error Correction Estimates 
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Panel B:  Recent EU Members 
 

Variable Austria Finland Greece Sweden 
Constant 0.01 0.01    0.08** -0.01*** 
Ger (t-1) -1.13* -1.15* -0.06 0.18 
Ger (t-2) -0.48 -1.53*** -0.32 1.03 
Ger (t-3) -0.08 -0.30  0.08 -0.17 
Ger (t-4) -0.07 -0.04 -0.28 0.38 
Ger (t-5) -0.01 1.03        0.06 1.87 
Ger (t-6) 0.01 0.66    -0.61** 1.26 
Ger (t-7) 0.43 0.27  0.39 - 
Ger (t-8) -0.30 -0.59   -0.76** - 
Ger (t-9) 0.05 -0.92***  0.04 - 
Ger (t-10) -0.43 -0.44  0.13 - 
Ger (t-11) -0.24 -0.15       0.22 - 
Ger (t-12) -0.76* -0.47  0.41 - 
Own (t-1) 0.45 -0.10       0.29** 0.20 
Own (t-2) 0.42 -0.18 0.01 0.22** 
Own (t-3) 0.43 0.06 -0.11 0.13*** 
Own (t-4)   0.45** 0.27**  0.07 -0.20 
Own (t-5) 0.41 0.23*** 0.02 -0.13 
Own (t-6) 0.33 0.30*** -0.04 0.23** 
Own (t-7) 0.22 0.15 -0.16 - 
Own (t-8) 0.21 0.18*** 0.13 - 
Own (t-9) 0.07 0.12 -0.19 - 
Own (t-10) -0.08 0.08     0.22*** - 
Own (t-11) -0.09 0.18**    -0.28** - 
Own (t-12) 0.86* 0.20** -0.07 - 
Error correct. term -0.64** -0.31*    -0.15*** -0.14** 
     
Adj. R2 0.81 0.32 0.22 0.16 
F-statistics 10.54* 2.08** 1.81** 2.11** 
Sample size 58 59 73 79 
Degrees of freedom 32 35 47 55 

 
Notes: 
1. The reported significance levels are based on the NEWEY-WEST (1987) 
heteroskedasticity and autocorrelation consistent standard errors *, **, and*** denote 
significance levels at 1,5, and 10 percent level, respectively. See also notes to Table 1. 
 
2. For some countries, there was a break in the monetary base growth rates, and we used a 
(0,1) dummy variable to capture the break. These include Slovenia (zero until 95:03 and 1 
afterwards) and Cyprus (June 96=1, and zero otherwise). In addition, the Greece equation 
includes a structural break term for the beginning of membership in the EU. The exclusion of 
this term renders the error coefficient term otherwise insignificant, but the rest of the results 
stay qualitatively intact. 
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        Table 3 - Short-Run Dynamics 
 
Chi-square test statistics for the significance of  German money   
growth coefficients in  individual  money base growth equations 

 
Panel A: EU Candidate Countries Cointegrated with Germany 

 
Country Sum of coefficients Chi-Square test stat. 

Croatia 5.05 8.97 (0.00)* 
Cyprus 1.94 2.44 (0.12) 
Malta 2.98 9.13 (0.00)* 
Slovenia -7.7 1.93 (0.16) 

  
 

Panel B: Balkan Countries not Cointegrated with Germany 
 

Country Sum of coefficients Chi-Square test 
stat. 

Albania 1.46 0.97 (0.32) 
Bulgaria 8.78 7.07 (0.00)* 
Macedonia -0.84 0.21 (0.65) 
Romania 1.43 0.41 (0.52) 
Turkey 3.27 2.68 (0.10)*** 

 
 

Panel C: EU Members 
 

Country Sum of coefficients Chi-Square test 
stat. 

Austria -3.02 2.36 (0.12) 
Greece 0.67 0.15 (0.70) 
Finland  -4.03 6.98 (0.00)* 
Sweden 4.57 1.69 (0.19) 

 
 

                   Notes: 
 

1. The number of lagged German money coefficients used for Panel A and C 
countries are based on those reported in Table 2, while 12 lags are used for 
Panel B countries. 

2. P-values are in parentheses. *, **, *** as in Table 2. 
3. In estimations, we also accounted for a structural break for Albania for 1997:01 

and Turkey’s 1994 financial crisis from May through November. 
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the Euro zone, react more slowly than do Euro zone members Austria and Finland. Both 
Greece and Sweden eliminate about 38% of the gap within three months, suggesting a 
looser relationship to German monetary policy.   

Malta and Cyprus, the Mediterranean candidates for EU membership, adjust 
somewhat more slowly than the Euro-zone members, with Malta closing 46% of the gap in 
three months and Cyprus 23%. Slovenia, the leading Balkan candidate for EU entry, adjusts 
at a rate similar to that of the Mediterranean candidates. It eliminates 28% of the gap in a 
three-month period. Perhaps because they are not EU members yet, these countries do not 
perceive the need for as close a coordination with the Bundesbank's policies as is the case 
for the EU, and, especially, Euro zone, member countries in our sample. Finally, the error 
correction term for Croatia is marginally insignificant. Indeed, as we see below, Croatia's ties 
to German monetary policy proceeded through another mechanism.  

Thus, while both recent EU and Euro-zone member countries and the leading 
candidates for membership all display a measure of cointegration between their base money 
stocks and that of Germany, this strength of this relationship, as measured by the speed of 
adjustment is quite different for the two groups, with member countries, and especially Euro-
zone countries,  responding much more quickly than do the candidate countries. 

Even if candidate countries do not maintain a long-run relationship between their 
base money stocks and that of Germany, they may still choose to follow the policy lead of 
the Bundesbank by shadowing the short-term fluctuations in German money supply. To do 
this, they would expand their stock of base money in response to the Bundesbank's 
decisions to increase the growth of Germany's stock of base money, and they would slow 
the growth of their base money stock when the Bundesbank does so. Evidence of such short 
term coordination would be that the coefficients in Equation 1 that reflect the influence of 
lagged German money growth on the growth of a country's money stock, Σi βx,t-i,would be 
positive and significant.  

The results of this hypothesis test are reported in Table 3. The values of Σi βx,t-i for 
those countries whose money stock is cointegrated with that of Germany are drawn from 
Table 2; those for the other countries in our sample are drawn from a vector autoregressive 
(VAR) specification that is identical to Equation 1, with the exception of the error-correction 
term, which is absent for these countries.  Table 3 reveals that Finland responds to short-
term changes in German monetary policy, although it does so in a way that offsets rather 
than reinforces German short-term policy decisions. Austria and Sweden do not appear to 
react to short-term swings in German monetary policy.  This finding is not surprising, 
especially for Austria, given the speed with which Austria adjusts to any disturbance in the 
long-term relationship between its monetary policy and that of Germany. Greece also does 
not respond to short-run changes in German monetary policy, perhaps reflecting the fact that 
it did not qualify for Euro-zone membership.  Malta also tracks short-term fluctuations in 
German monetary policy but Cyprus does not; nor does Slovenia. Croatia, for which we 
accepted the hypothesis of cointegration, in fact reacts to changes in German monetary 
policy quite strongly, as evidenced both by the high value for its Σi βx,t-i  and by the high level 
of significance for  these variables. Finally, of the countries that exhibit no long-run ties to 
German monetary policy, only two, Bulgaria and Turkey, respond to short-run variations in 
the German money base, while the rest do not.  

Thus, it seems that short term tracking of German money supply is not practiced by 
all EU members or by all the leading candidate countries. However, the tracking of short- 
term movements in German base money by Bulgaria, Croatia and by Turkey may reflect the 
emergence of a closer link between these countries' monetary policies and those of the 
ECB, a relationship that may at some point reverse our findings regarding the lack of 
cointegration between Bulgaria's and Turkey's money base series and that of Germany. 
Indeed, these three countries may in some sense be seen as standing ahead of Macedonia 
and Romania in their potential for aligning themselves with ECB policy in the future. In all, 
these short-term responses to German money stock movements do mirror those obtained 
form our analysis of the error correction term. The recent EU members have a stronger tie to 



German policy in the short run, as does Malta. The Balkan candidates are less strongly or 
not at all connected to German policy in the short-run, much as is the case in the long run. 

 
 

4. Conclusions 
 
The motivation for our inquiry was the observation that membership in the EU for 

both transition and market economy countries will yield mutual benefits only if a stable 
exchange rate regime between new members and the Euro-zone countries can be worked 
out that will be acceptable to both sides. Indeed, the potential for creating such a stable 
exchange rate relationship may be a prerequisite for candidacy in the future as the Euro 
zone expands it membership. A necessary, if not sufficient, condition for the long-term 
viability of such an exchange rate regime is that the potential new members be able to follow 
the lead of the ECB in setting their monetary policy. Our results show that such domination 
of national monetary policy by the Bundesbank, which we see as a proxy for the ECB, quite 
clearly characterizes the behavior of the most recent members of the EU, Austria, Finland, 
and Sweden as well as that of Greece. We also find a strong connection between the 
Bundesbank's policies and those of Cyprus and Malta, two of the market-economy 
Mediterranean candidates for EU membership. Among the Balkan transition economies and 
in Turkey, the ability to follow the policies of the Bundesbank is weaker or, for some 
countries, nonexistent.  

An obvious implication of these findings is that those candidate countries that have 
as yet been unable to follow ECB policy have to set the stage for being able to do so. To 
achieve this objective they will have to develop their financial sectors, including the 
commercial banking sector, capital markets and a the ability of their central banks to act 
independently to set monetary policy and to exercise regulatory oversight over other agents 
in the financial sector. Equally important will be the fiscal policy stance of their governments. 
De jure independence of central banks is of little value if governments are unwilling to follow 
responsible fiscal policies. If these two objectives can be met, then the possibility that these 
economies can be stabilized successfully is quite high, and a measure of stabilization will be 
a prerequisite both for creating the conditions under which domestic monetary policy can 
begin to mimic that of the ECB and a fixed exchange rate or a crawling peg against the Euro 
can be made credible. 

At the same time, these countries face a difficult dilemma. To the extent that they are 
able to conduct an independent monetary policy, one geared to their specific requirements, 
they should be able to achieve faster rates of economic growth and, perhaps, economic 
restructuring than might be possible if they follow the policies of the ECB. However, our 
results suggest that this advantage will come at the cost of uncertainty about the appropriate 
rate of exchange to set against the Euro as these countries prepare to join the EU.  Even if 
these countries can achieve exchange rates that are near equilibrium and relatively stable 
against the Euro, these rates will reflect past monetary policy, and they will continue to do so 
even if these countries switch to being dominated by ECB policies for a few years before 
accession. However, once they join the EU and begin to adopt ECB policy in preparation for 
joining the Euro zone, their monetary policy will be different from what it was previously, and 
this different monetary policy will imply a different equilibrium exchange rate. Thus the 
challenge and the risk for the monetary authorities in these countries will be to select an 
exchange rate on the eve of their entry into the EU that will reflect their future monetary 
policies rather than their past ones. 

Countries such as Slovenia that have followed German monetary policy in the 1990s 
may have given up a measure of monetary policy independence and suffered corresponding 
losses in terms of growth and the pace of restructuring. However, to the extent that their 
current exchange rates can be seen as being close to equilibrium, they can feel confident 
that their current exchange rate against the Euro is a relatively reliable indicator of what a 
sustainable parity against the Euro will be once they join the EU. While our results do not 
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enable us to weigh the relative costs and benefits of these two approaches to monetary 
policy, we do note that policy makers in the countries that have joined the EU most recently 
as well as those in the market-economy candidate countries have opted for greater certainty 
about the exchange rate over monetary policy independence.   
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FOOTNOTES 
 
1  Thus in spirit and in methodology this study is related to the work on the Bundesbank's 
domination of the EMS. See, for example, von Hagen and Fratianni (1990),  Karfakis and 
Moschos (1990), MacDonald and Taylor (1991), Kutan (1991), Kirchgässner and Wolters 
(1993), and Hafer, et al. (1997) for a sampling of methodologies and conclusions.    
                 

 
REFERENCES 

 
 
DICKEY, D. A. and FULLER, W. A., 1981, "Likelihood Ratio Statistics for Autoregressive 
Time Series with a Unit Root", Econometrica, 49, 1057-1072. 
 
ENGLE, R. F. and GRANGER, C.W.J., 1987,  "Co-integration and Error-Correction: 
Representation, Estimation and Testing",  Econometrica,  55, 251-276. 
 
ENGLE, R. F. and YOO, B., 1987, "Forecasting and Testing in Cointegrated Systems", 
Journal of Econometrics, 35, 143-159. 
 
GRANGER, C. W. J., 1969, "Investigating Causal Relations by Econometric Models and 
Cross-Spectral Methods", Econometrica, 37, 424-438. 
  
 HAFER R.W., KUTAN, A.M. and ZHOU, S., 1997, "Linkages in EMS Term Structures: 
Evidence from Common Trend and Transitory Components", Journal of International Money 
and Finance, 16,  595-607. 
 
KARFAKIS, C. J., and MOSCHOS, D. M., 1990, "Interest Rate Linkages within the European 
Monetary System: A Time Series Analysis", Journal of Money, Credit, and Banking, 22,  388-
394. 
 

 11 



KIRSCHGOSSNER, G. and WOLTERS, J., 1993, "Does the DM Dominate the Euro Market? 
An Empirical Investigation", Review of Economics and Statistics, 75, 773-778. 
 
KOPITS, G., 1999, Implications of EMU for Exchange Rate Policy in Central and Eastern 
Europe, IMF Working Paper. Washington DC: International Monetary Fund. 
 
KUTAN, A. M., 1991, "German Dominance in the European Monetary System: 
Evidence from Money Supply Growth Rates", Open Economies Review, 2, 285-294. 
 
MATEUS, A., 1999, "Portugal's Accession to the European Union", in: Ministry of Economic 
Affairs of the Netherlands, ed., The Second Decade: Prospects for European Integration 
after Ten Years of Transition (The Hague: SDU Publishers) 153-170. 
 
McDONALD, R.and TAYLOR, M. P., 1991, "Exchange Rates, Policy Convergence, and the 
European Monetary System", Review of Economics and Statistics, 73, 553-558. 
 
McKINNON, R. I., 1999, Toward Virtual Exchange-Rate Stability in Western and Eastern 
Europe with the Advent of EMU, in: M. I. BLEJERr and M. SKREB, eds., Balance of 
Payments, Exchange Rates, and Competitiveness In Transition Economies (Boston: Kluwer) 
131-158. 
 
NEWEY, W. and WEST, K., 1987, "A Simple Positive Semi-Definite, Heteroskedasticity and 
Autocorrelation Consistent Covariance Matrix", Econometrica, 55, 703–708. 
 
PHILLIPS P. P.C., and PERRON, P., 1988, "Testing for a Unit Root in Time Series 
Regression", Biometrica, 75, 335-346. 
 
VON HAGEN, J. and FRATIANNI, M., 1990, "German Dominance in the EMS: Evidence 
from Interest Rates", Journal of International Money and Finance, 9, 358-375. 
 
WELLINK, A., 1999, "Joining EMU", in: Ministry of Economic Affairs of the Netherlands, ed., 
The Second Decade: Prospects for European Integration after Ten Years of Transition (The 
Hague: SDU Publishers) 135-152. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 12 



2008
B01-08 Euro-Diplomatie durch gemeinsame „Wirtschaftsregierung“ Martin Seidel
2007
B03-07 Löhne und Steuern im Systemwettbewerb der Mitgliedstaaten

der Europäischen Union
Martin Seidel

B02-07 Konsolidierung und Reform der Europäischen Union Martin Seidel
B01-07 The Ratification of European Treaties - Legal and Constitutio-

nal Basis of a European Referendum.
Martin Seidel

2006
B03-06 Financial Frictions, Capital Reallocation, and Aggregate Fluc-

tuations
Jürgen von Hagen, Haiping Zhang

B02-06 Financial Openness and Macroeconomic Volatility Jürgen von Hagen, Haiping Zhang
B01-06 A Welfare Analysis of Capital Account Liberalization Jürgen von Hagen, Haiping Zhang
2005
B11-05 Das Kompetenz- und Entscheidungssystem des Vertrages von

Rom im Wandel seiner Funktion und Verfassung
Martin Seidel

B10-05 Die Schutzklauseln der Beitrittsverträge Martin Seidel
B09-05 Measuring Tax Burdens in Europe Guntram B. Wolff
B08-05 Remittances as Investment in the Absence of Altruism Gabriel González-König
B07-05 Economic Integration in a Multicone World? Christian Volpe Martincus, Jenni-

fer Pédussel Wu
B06-05 Banking Sector (Under?)Development in Central and Eastern

Europe
Jürgen von Hagen, Valeriya Din-
ger

B05-05 Regulatory Standards Can Lead to Predation Stefan Lutz
B04-05 Währungspolitik als Sozialpolitik Martin Seidel
B03-05 Public Education in an Integrated Europe: Studying to Migrate

and Teaching to Stay?
Panu Poutvaara

B02-05 Voice of the Diaspora: An Analysis of Migrant Voting Behavior Jan Fidrmuc, Orla Doyle
B01-05 Macroeconomic Adjustment in the New EU Member States Jürgen von Hagen, Iulia Traistaru
2004
B33-04 The Effects of Transition and Political Instability On Foreign

Direct Investment Inflows: Central Europe and the Balkans
Josef C. Brada, Ali M. Kutan, Ta-
ner M. Yigit

B32-04 The Choice of Exchange Rate Regimes in Developing Coun-
tries: A Mulitnominal Panal Analysis

Jürgen von Hagen, Jizhong Zhou

B31-04 Fear of Floating and Fear of Pegging: An Empirical Anaysis of
De Facto Exchange Rate Regimes in Developing Countries

Jürgen von Hagen, Jizhong Zhou

B30-04 Der Vollzug von Gemeinschaftsrecht über die Mitgliedstaaten
und seine Rolle für die EU und den Beitrittsprozess

Martin Seidel

B29-04 Deutschlands Wirtschaft, seine Schulden und die Unzulänglich-
keiten der einheitlichen Geldpolitik im Eurosystem

Dieter Spethmann, Otto Steiger

B28-04 Fiscal Crises in U.S. Cities: Structural and Non-structural Cau-
ses

Guntram B. Wolff

B27-04 Firm Performance and Privatization in Ukraine Galyna Grygorenko, Stefan Lutz
B26-04 Analyzing Trade Opening in Ukraine: Effects of a Customs Uni-

on with the EU
Oksana Harbuzyuk, Stefan Lutz

B25-04 Exchange Rate Risk and Convergence to the Euro Lucjan T. Orlowski
B24-04 The Endogeneity of Money and the Eurosystem Otto Steiger
B23-04 Which Lender of Last Resort for the Eurosystem? Otto Steiger
B22-04 Non-Discretonary Monetary Policy: The Answer for Transition

Economies?
Elham-Mafi Kreft, Steven F. Kreft

B21-04 The Effectiveness of Subsidies Revisited: Accounting for Wage
and Employment Effects in Business R+D

Volker Reinthaler, Guntram B.
Wolff

B20-04 Money Market Pressure and the Determinants of Banking Cri-
ses

Jürgen von Hagen, Tai-kuang Ho

B19-04 Die Stellung der Europäischen Zentralbank nach dem Verfas-
sungsvertrag

Martin Seidel



B18-04 Transmission Channels of Business Cycles Synchronization in
an Enlarged EMU

Iulia Traistaru

B17-04 Foreign Exchange Regime, the Real Exchange Rate and Current
Account Sustainability: The Case of Turkey

Sübidey Togan, Hasan Ersel

B16-04 Does It Matter Where Immigrants Work? Traded Goods, Non-
traded Goods, and Sector Specific Employment

Harry P. Bowen, Jennifer Pédussel
Wu

B15-04 Do Economic Integration and Fiscal Competition Help to Ex-
plain Local Patterns?

Christian Volpe Martincus

B14-04 Euro Adoption and Maastricht Criteria: Rules or Discretion? Jiri Jonas
B13-04 The Role of Electoral and Party Systems in the Development of

Fiscal Institutions in the Central and Eastern European Coun-
tries

Sami Yläoutinen

B12-04 Measuring and Explaining Levels of Regional Economic Inte-
gration

Jennifer Pédussel Wu

B11-04 Economic Integration and Location of Manufacturing Activi-
ties: Evidence from MERCOSUR

Pablo Sanguinetti, Iulia Traistaru,
Christian Volpe Martincus

B10-04 Economic Integration and Industry Location in Transition
Countries

Laura Resmini

B09-04 Testing Creditor Moral Hazard in Souvereign Bond Markets: A
Unified Theoretical Approach and Empirical Evidence

Ayse Y. Evrensel, Ali M. Kutan

B08-04 European Integration, Productivity Growth and Real Conver-
gence

Taner M. Yigit, Ali M. Kutan

B07-04 The Contribution of Income, Social Capital, and Institutions to
Human Well-being in Africa

Mina Baliamoune-Lutz, Stefan H.
Lutz

B06-04 Rural Urban Inequality in Africa: A Panel Study of the Effects
of Trade Liberalization and Financial Deepening

Mina Baliamoune-Lutz, Stefan H.
Lutz

B05-04 Money Rules for the Eurozone Candidate Countries Lucjan T. Orlowski
B04-04 Who is in Favor of Enlargement? Determinants of Support for

EU Membership in the Candidate Countries’ Referenda
Orla Doyle, Jan Fidrmuc

B03-04 Over- and Underbidding in Central Bank Open Market Opera-
tions Conducted as Fixed Rate Tender

Ulrich Bindseil

B02-04 Total Factor Productivity and Economic Freedom Implications
for EU Enlargement

Ronald L. Moomaw, Euy Seok
Yang

B01-04 Die neuen Schutzklauseln der Artikel 38 und 39 des Bei-
trittsvertrages: Schutz der alten Mitgliedstaaten vor Störungen
durch die neuen Mitgliedstaaten

Martin Seidel

2003
B29-03 Macroeconomic Implications of Low Inflation in the Euro Area Jürgen von Hagen, Boris Hofmann
B28-03 The Effects of Transition and Political Instability on Foreign

Direct Investment: Central Europe and the Balkans
Josef C. Brada, Ali M. Kutan, Ta-
ner M. Yigit

B27-03 The Performance of the Euribor Futures Market: Efficiency and
the Impact of ECB Policy Announcements (Electronic Version
of International Finance)

Kerstin Bernoth, Juergen von Ha-
gen

B26-03 Souvereign Risk Premia in the European Government Bond
Market (überarbeitete Version zum Herunterladen)

Kerstin Bernoth, Juergen von Ha-
gen, Ludger Schulknecht

B25-03 How Flexible are Wages in EU Accession Countries? Anna Iara, Iulia Traistaru
B24-03 Monetary Policy Reaction Functions: ECB versus Bundesbank Bernd Hayo, Boris Hofmann
B23-03 Economic Integration and Manufacturing Concentration Pat-

terns: Evidence from Mercosur
Iulia Traistaru, Christian Volpe
Martincus

B22-03 Reformzwänge innerhalb der EU angesichts der Osterweiterung Martin Seidel
B21-03 Reputation Flows: Contractual Disputes and the Channels for

Inter-Firm Communication
William Pyle

B20-03 Urban Primacy, Gigantism, and International Trade: Evidence
from Asia and the Americas

Ronald L. Moomaw, Mohammed
A. Alwosabi

B19-03 An Empirical Analysis of Competing Explanations of Urban Pri-
macy Evidence from Asia and the Americas

Ronald L. Moomaw, Mohammed
A. Alwosabi



B18-03 The Effects of Regional and Industry-Wide FDI Spillovers on
Export of Ukrainian Firms

Stefan H. Lutz, Oleksandr Talave-
ra, Sang-Min Park

B17-03 Determinants of Inter-Regional Migration in the Baltic States Mihails Hazans
B16-03 South-East Europe: Economic Performance, Perspectives, and

Policy Challenges
Iulia Traistaru, Jürgen von Hagen

B15-03 Employed and Unemployed Search: The Marginal Willingness
to Pay for Attributes in Lithuania, the US and the Netherlands

Jos van Ommeren, Mihails Hazans

B14-03 FCIs and Economic Activity: Some International Evidence Charles Goodhart, Boris Hofmann
B13-03 The IS Curve and the Transmission of Monetary Policy: Is there

a Puzzle?
Charles Goodhart, Boris Hofmann

B12-03 What Makes Regions in Eastern Europe Catching Up? The
Role of Foreign Investment, Human Resources, and Geography

Gabriele Tondl, Goran Vuksic

B11-03 Die Weisungs- und Herrschaftsmacht der Europäischen Zen-
tralbank im europäischen System der Zentralbanken - eine
rechtliche Analyse

Martin Seidel

B10-03 Foreign Direct Investment and Perceptions of Vulnerability to
Foreign Exchange Crises: Evidence from Transition Economies

Josef C. Brada, Vladimír Tomsík

B09-03 The European Central Bank and the Eurosystem: An Analy-
sis of the Missing Central Monetary Institution in European
Monetary Union

Gunnar Heinsohn, Otto Steiger

B08-03 The Determination of Capital Controls: Which Role Do Ex-
change Rate Regimes Play?

Jürgen von Hagen, Jizhong Zhou

B07-03 Nach Nizza und Stockholm: Stand des Binnenmarktes und
Prioritäten für die Zukunft

Martin Seidel

B06-03 Fiscal Discipline and Growth in Euroland. Experiences with the
Stability and Growth Pact

Jürgen von Hagen

B05-03 Reconsidering the Evidence: Are Eurozone Business Cycles
Converging?

Michael Massmann, James Mit-
chell

B04-03 Do Ukrainian Firms Benefit from FDI? Stefan H. Lutz, Oleksandr Talave-
ra

B03-03 Europäische Steuerkoordination und die Schweiz Stefan H. Lutz
B02-03 Commuting in the Baltic States: Patterns, Determinants, and

Gains
Mihails Hazans

B01-03 Die Wirtschafts- und Währungsunion im rechtlichen und poli-
tischen Gefüge der Europäischen Union

Martin Seidel

2002
B30-02 An Adverse Selection Model of Optimal Unemployment Ass-

urance
Marcus Hagedorn, Ashok Kaul,
Tim Mennel

B29B-02 Trade Agreements as Self-protection Jennifer Pédussel Wu
B29A-02 Growth and Business Cycles with Imperfect Credit Markets Debajyoti Chakrabarty
B28-02 Inequality, Politics and Economic Growth Debajyoti Chakrabarty
B27-02 Poverty Traps and Growth in a Model of Endogenous Time

Preference
Debajyoti Chakrabarty

B26-02 Monetary Convergence and Risk Premiums in the EU Candi-
date Countries

Lucjan T. Orlowski

B25-02 Trade Policy: Institutional Vs. Economic Factors Stefan Lutz
B24-02 The Effects of Quotas on Vertical Intra-industry Trade Stefan Lutz
B23-02 Legal Aspects of European Economic and Monetary Union Martin Seidel
B22-02 Der Staat als Lender of Last Resort - oder: Die Achillesverse

des Eurosystems
Otto Steiger

B21-02 Nominal and Real Stochastic Convergence Within the Tran-
sition Economies and to the European Union: Evidence from
Panel Data

Ali M. Kutan, Taner M. Yigit

B20-02 The Impact of News, Oil Prices, and International Spillovers
on Russian Fincancial Markets

Bernd Hayo, Ali M. Kutan



B19-02 East Germany: Transition with Unification, Experiments and
Experiences

Jürgen von Hagen, Rolf R.
Strauch, Guntram B. Wolff

B18-02 Regional Specialization and Employment Dynamics in Transi-
tion Countries

Iulia Traistaru, Guntram B. Wolff

B17-02 Specialization and Growth Patterns in Border Regions of Ac-
cession Countries

Laura Resmini

B16-02 Regional Specialization and Concentration of Industrial Activity
in Accession Countries

Iulia Traistaru, Peter Nijkamp, Si-
monetta Longhi

B15-02 Does Broad Money Matter for Interest Rate Policy? Matthias Brückner, Andreas Scha-
ber

B14-02 The Long and Short of It: Global Liberalization, Poverty and
Inequality

Christian E. Weller, Adam Hersch

B13-02 De Facto and Official Exchange Rate Regimes in Transition
Economies

Jürgen von Hagen, Jizhong Zhou

B12-02 Argentina: The Anatomy of A Crisis Jiri Jonas
B11-02 The Eurosystem and the Art of Central Banking Gunnar Heinsohn, Otto Steiger
B10-02 National Origins of European Law: Towards an Autonomous

System of European Law?
Martin Seidel

B09-02 Monetary Policy in the Euro Area - Lessons from the First Years Volker Clausen, Bernd Hayo
B08-02 Has the Link Between the Spot and Forward Exchange Rates

Broken Down? Evidence From Rolling Cointegration Tests
Ali M. Kutan, Su Zhou

B07-02 Perspektiven der Erweiterung der Europäischen Union Martin Seidel
B06-02 Is There Asymmetry in Forward Exchange Rate Bias? Multi-

Country Evidence
Su Zhou, Ali M. Kutan

B05-02 Real and Monetary Convergence Within the European Union
and Between the European Union and Candidate Countries: A
Rolling Cointegration Approach

Josef C. Brada, Ali M. Kutan, Su
Zhou

B04-02 Asymmetric Monetary Policy Effects in EMU Volker Clausen, Bernd Hayo
B03-02 The Choice of Exchange Rate Regimes: An Empirical Analysis

for Transition Economies
Jürgen von Hagen, Jizhong Zhou

B02-02 The Euro System and the Federal Reserve System Compared:
Facts and Challenges

Karlheinz Ruckriegel, Franz Seitz

B01-02 Does Inflation Targeting Matter? Manfred J. M. Neumann, Jürgen
von Hagen

2001
B29-01 Is Kazakhstan Vulnerable to the Dutch Disease? Karlygash Kuralbayeva, Ali M. Ku-

tan, Michael L. Wyzan
B28-01 Political Economy of the Nice Treaty: Rebalancing the EU

Council. The Future of European Agricultural Policies
Deutsch-Französisches Wirt-
schaftspolitisches Forum

B27-01 Investor Panic, IMF Actions, and Emerging Stock Market Re-
turns and Volatility: A Panel Investigation

Bernd Hayo, Ali M. Kutan

B26-01 Regional Effects of Terrorism on Tourism: Evidence from Three
Mediterranean Countries

Konstantinos Drakos, Ali M. Ku-
tan

B25-01 Monetary Convergence of the EU Candidates to the Euro: A
Theoretical Framework and Policy Implications

Lucjan T. Orlowski

B24-01 Disintegration and Trade Jarko and Jan Fidrmuc
B23-01 Migration and Adjustment to Shocks in Transition Economies Jan Fidrmuc
B22-01 Strategic Delegation and International Capital Taxation Matthias Brückner
B21-01 Balkan and Mediterranean Candidates for European Union

Membership: The Convergence of Their Monetary Policy With
That of the Europaen Central Bank

Josef C. Brada, Ali M. Kutan

B20-01 An Empirical Inquiry of the Efficiency of Intergovernmental
Transfers for Water Projects Based on the WRDA Data

Anna Rubinchik-Pessach

B19-01 Detrending and the Money-Output Link: International Evi-
dence

R.W. Hafer, Ali M. Kutan



B18-01 Monetary Policy in Unknown Territory. The European Central
Bank in the Early Years

Jürgen von Hagen, Matthias
Brückner

B17-01 Executive Authority, the Personal Vote, and Budget Discipline
in Latin American and Carribean Countries

Mark Hallerberg, Patrick Marier

B16-01 Sources of Inflation and Output Fluctuations in Poland and
Hungary: Implications for Full Membership in the European
Union

Selahattin Dibooglu, Ali M. Kutan

B15-01 Programs Without Alternative: Public Pensions in the OECD Christian E. Weller
B14-01 Formal Fiscal Restraints and Budget Processes As Solutions to

a Deficit and Spending Bias in Public Finances - U.S. Experi-
ence and Possible Lessons for EMU

Rolf R. Strauch, Jürgen von Hagen

B13-01 German Public Finances: Recent Experiences and Future Chal-
lenges

Jürgen von Hagen, Rolf R. Strauch

B12-01 The Impact of Eastern Enlargement On EU-Labour Markets.
Pensions Reform Between Economic and Political Problems

Deutsch-Französisches Wirt-
schaftspolitisches Forum

B11-01 Inflationary Performance in a Monetary Union With Large Wa-
ge Setters

Lilia Cavallar

B10-01 Integration of the Baltic States into the EU and Institutions
of Fiscal Convergence: A Critical Evaluation of Key Issues and
Empirical Evidence

Ali M. Kutan, Niina Pautola-Mol

B09-01 Democracy in Transition Economies: Grease or Sand in the
Wheels of Growth?

Jan Fidrmuc

B08-01 The Functioning of Economic Policy Coordination Jürgen von Hagen, Susanne
Mundschenk

B07-01 The Convergence of Monetary Policy Between Candidate
Countries and the European Union

Josef C. Brada, Ali M. Kutan

B06-01 Opposites Attract: The Case of Greek and Turkish Financial
Markets

Konstantinos Drakos, Ali M. Ku-
tan

B05-01 Trade Rules and Global Governance: A Long Term Agenda.
The Future of Banking.

Deutsch-Französisches Wirt-
schaftspolitisches Forum

B04-01 The Determination of Unemployment Benefits Rafael di Tella, Robert J. Mac-
Culloch

B03-01 Preferences Over Inflation and Unemployment: Evidence from
Surveys of Happiness

Rafael di Tella, Robert J. Mac-
Culloch, Andrew J. Oswald

B02-01 The Konstanz Seminar on Monetary Theory and Policy at Thir-
ty

Michele Fratianni, Jürgen von Ha-
gen

B01-01 Divided Boards: Partisanship Through Delegated Monetary Po-
licy

Etienne Farvaque, Gael Lagadec

2000
B20-00 Breakin-up a Nation, From the Inside Etienne Farvaque
B19-00 Income Dynamics and Stability in the Transition Process, ge-

neral Reflections applied to the Czech Republic
Jens Hölscher

B18-00 Budget Processes: Theory and Experimental Evidence Karl-Martin Ehrhart, Roy Gardner,
Jürgen von Hagen, Claudia Keser

B17-00 Rückführung der Landwirtschaftspolitik in die Verantwortung
der Mitgliedsstaaten? - Rechts- und Verfassungsfragen des Ge-
meinschaftsrechts

Martin Seidel

B16-00 The European Central Bank: Independence and Accountability Christa Randzio-Plath, Tomasso
Padoa-Schioppa

B15-00 Regional Risk Sharing and Redistribution in the German Fede-
ration

Jürgen von Hagen, Ralf Hepp

B14-00 Sources of Real Exchange Rate Fluctuations in Transition Eco-
nomies: The Case of Poland and Hungary

Selahattin Dibooglu, Ali M. Kutan

B13-00 Back to the Future: The Growth Prospects of Transition Eco-
nomies Reconsidered

Nauro F. Campos



B12-00 Rechtsetzung und Rechtsangleichung als Folge der Einheitli-
chen Europäischen Währung

Martin Seidel

B11-00 A Dynamic Approach to Inflation Targeting in Transition Eco-
nomies

Lucjan T. Orlowski

B10-00 The Importance of Domestic Political Institutions: Why and
How Belgium Qualified for EMU

Marc Hallerberg

B09-00 Rational Institutions Yield Hysteresis Rafael Di Tella, Robert Mac-
Culloch

B08-00 The Effectiveness of Self-Protection Policies for Safeguarding
Emerging Market Economies from Crises

Kenneth Kletzer

B07-00 Financial Supervision and Policy Coordination in The EMU Deutsch-Französisches Wirt-
schaftspolitisches Forum

B06-00 The Demand for Money in Austria Bernd Hayo
B05-00 Liberalization, Democracy and Economic Performance during

Transition
Jan Fidrmuc

B04-00 A New Political Culture in The EU - Democratic Accountability
of the ECB

Christa Randzio-Plath

B03-00 Integration, Disintegration and Trade in Europe: Evolution of
Trade Relations during the 1990’s

Jarko Fidrmuc, Jan Fidrmuc

B02-00 Inflation Bias and Productivity Shocks in Transition Economies:
The Case of the Czech Republic

Josef C. Barda, Arthur E. King, Ali
M. Kutan

B01-00 Monetary Union and Fiscal Federalism Kenneth Kletzer, Jürgen von Ha-
gen

1999
B26-99 Skills, Labour Costs, and Vertically Differentiated Industries: A

General Equilibrium Analysis
Stefan Lutz, Alessandro Turrini

B25-99 Micro and Macro Determinants of Public Support for Market
Reforms in Eastern Europe

Bernd Hayo

B24-99 What Makes a Revolution? Robert MacCulloch
B23-99 Informal Family Insurance and the Design of the Welfare State Rafael Di Tella, Robert Mac-

Culloch
B22-99 Partisan Social Happiness Rafael Di Tella, Robert Mac-

Culloch
B21-99 The End of Moderate Inflation in Three Transition Economies? Josef C. Brada, Ali M. Kutan
B20-99 Subnational Government Bailouts in Germany Helmut Seitz
B19-99 The Evolution of Monetary Policy in Transition Economies Ali M. Kutan, Josef C. Brada
B18-99 Why are Eastern Europe’s Banks not failing when everybody

else’s are?
Christian E. Weller, Bernard Mor-
zuch

B17-99 Stability of Monetary Unions: Lessons from the Break-Up of
Czechoslovakia

Jan Fidrmuc, Julius Horvath and
Jarko Fidrmuc

B16-99 Multinational Banks and Development Finance Christian E.Weller and Mark J.
Scher

B15-99 Financial Crises after Financial Liberalization: Exceptional Cir-
cumstances or Structural Weakness?

Christian E. Weller

B14-99 Industry Effects of Monetary Policy in Germany Bernd Hayo and Birgit Uhlenbrock
B13-99 Fiancial Fragility or What Went Right and What Could Go

Wrong in Central European Banking?
Christian E. Weller and Jürgen von
Hagen

B12 -99 Size Distortions of Tests of the Null Hypothesis of Stationarity:
Evidence and Implications for Applied Work

Mehmet Caner and Lutz Kilian

B11-99 Financial Supervision and Policy Coordination in the EMU Deutsch-Französisches Wirt-
schaftspolitisches Forum

B10-99 Financial Liberalization, Multinational Banks and Credit Sup-
ply: The Case of Poland

Christian Weller

B09-99 Monetary Policy, Parameter Uncertainty and Optimal Learning Volker Wieland
B08-99 The Connection between more Multinational Banks and less

Real Credit in Transition Economies
Christian Weller



B07-99 Comovement and Catch-up in Productivity across Sectors: Evi-
dence from the OECD

Christopher M. Cornwell and Jens-
Uwe Wächter

B06-99 Productivity Convergence and Economic Growth: A Frontier
Production Function Approach

Christopher M. Cornwell and Jens-
Uwe Wächter

B05-99 Tumbling Giant: Germany‘s Experience with the Maastricht
Fiscal Criteria

Jürgen von Hagen and Rolf
Strauch

B04-99 The Finance-Investment Link in a Transition Economy: Evi-
dence for Poland from Panel Data

Christian Weller

B03-99 The Macroeconomics of Happiness Rafael Di Tella, Robert Mac-
Culloch and Andrew J. Oswald

B02-99 The Consequences of Labour Market Flexibility: Panel Evidence
Based on Survey Data

Rafael Di Tella and Robert Mac-
Culloch

B01-99 The Excess Volatility of Foreign Exchange Rates: Statistical
Puzzle or Theoretical Artifact?

Robert B.H. Hauswald

1998
B16-98 Labour Market + Tax Policy in the EMU Deutsch-Französisches Wirt-

schaftspolitisches Forum
B15-98 Can Taxing Foreign Competition Harm the Domestic Industry? Stefan Lutz
B14-98 Free Trade and Arms Races: Some Thoughts Regarding EU-

Russian Trade
Rafael Reuveny and John Maxwell

B13-98 Fiscal Policy and Intranational Risk-Sharing Jürgen von Hagen
B12-98 Price Stability and Monetary Policy Effectiveness when Nomi-

nal Interest Rates are Bounded at Zero
Athanasios Orphanides and Volker
Wieland

B11A-98 Die Bewertung der "dauerhaft tragbaren öffentlichen Finanz-
lage"der EU Mitgliedstaaten beim Übergang zur dritten Stufe
der EWWU

Rolf Strauch

B11-98 Exchange Rate Regimes in the Transition Economies: Case Stu-
dy of the Czech Republic: 1990-1997

Julius Horvath and Jiri Jonas

B10-98 Der Wettbewerb der Rechts- und politischen Systeme in der
Europäischen Union

Martin Seidel

B09-98 U.S. Monetary Policy and Monetary Policy and the ESCB Robert L. Hetzel
B08-98 Money-Output Granger Causality Revisited: An Empirical Ana-

lysis of EU Countries (überarbeitete Version zum Herunterla-
den)

Bernd Hayo

B07-98 Designing Voluntary Environmental Agreements in Europe: So-
me Lessons from the U.S. EPA’s 33/50 Program

John W. Maxwell

B06-98 Monetary Union, Asymmetric Productivity Shocks and Fiscal
Insurance: an Analytical Discussion of Welfare Issues

Kenneth Kletzer

B05-98 Estimating a European Demand for Money (überarbeitete Ver-
sion zum Herunterladen)

Bernd Hayo

B04-98 The EMU’s Exchange Rate Policy Deutsch-Französisches Wirt-
schaftspolitisches Forum

B03-98 Central Bank Policy in a More Perfect Financial System Jürgen von Hagen / Ingo Fender
B02-98 Trade with Low-Wage Countries and Wage Inequality Jaleel Ahmad
B01-98 Budgeting Institutions for Aggregate Fiscal Discipline Jürgen von Hagen

1997
B04-97 Macroeconomic Stabilization with a Common Currency: Does

European Monetary Unification Create a Need for Fiscal Ins-
urance or Federalism?

Kenneth Kletzer

B-03-97 Liberalising European Markets for Energy and Telecommunica-
tions: Some Lessons from the US Electric Utility Industry

Tom Lyon / John Mayo

B02-97 Employment and EMU Deutsch-Französisches Wirt-
schaftspolitisches Forum

B01-97 A Stability Pact for Europe (a Forum organized by ZEI)



ISSN 1436 - 6053

Zentrum für Europäische Integrationsforschung
Center for European Integration Studies

Rheinische Friedrich-Wilhelms-Universität Bonn
Walter-Flex-Strasse 3 Tel.: +49-228-73-1732
D-53113 Bonn Fax: +49-228-73-1809
Germany www.zei.de


