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Comments
and Discussion

Alberto Alesina: This is an excellent and very exhaustive paper, and I
very much agree with its message. European monetary union is a gam-
ble. In fact, I am more pessimistic than Maurice Obstfeld: in my opin-
ion, it is a gamble that should not be taken. In this comment, I address
a few points already touched on in the paper and make some additional
observations.

IS EUROPE OF THE OPTIMAL SIZE FOR A COUNTRY? Probably not. ‘‘Eu-
rope’’ (meaning the potential members of EMU) will never be a nation
state, but it may come close to being a federal nation state. Many argue
(correctly) that some form of political union is necessary for monetary
union to be sustainable. Others take the even stronger line that monetary
union is merely a step toward the real goal of European political union.
I would argue that this is contrary to history. In 1946 there were
74 countries in the world and today there are 192. More than half of
these countries are smaller than Massachusetts. In 1995, 87 countries
had fewer than 5 million inhabitants.

One can think of the equilibrium size of a country as the result of a
trade-off. On the one hand, small countries have the benefits of a low
degree of conflict and relative convergence of preferences. On the other
hand, large countries have several advantages, including economies of
scale in the provision of public goods, insurance against shocks, and
market size. However, as world trade becomes more open, one of the
main benefits of a large country becomes much less important. A coun-
try does not have to be big to be open. Thus the tendency toward a
reduction in average country size is perfectly understandable in an
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environment of trade liberalization. Why would a country want to lock
itself in a political union when it could be small, enjoy freedom of
political choice, and trade peacefully with the rest of the world? There
is no need for political integration when there is economic integration.
Indeed, as I argue elsewhere with Enrico Spolaore and Romain Wac-
ziarg, economic integration should go hand in hand with political sep-
aratism.' Europe is going in exactly the opposite direction.

IS EUROPE AN OPTIMAL CURRENCY AREA? Almost certainly not. Obst-
feld deals extensively with this point in the paper. My reading of the
evidence is that the pure economic benefits of a European monetary
union are probably fairly small and the costs—which are very hard to
measure—could be quite large. This in the sense in which I think it is
not a gamble worth taking. The benefits of monetary union are well
known: smaller transaction costs, less exchange rate volatility, greater
credibility. The paper argues that for a variety of reasons, these bene-
fits, except perhaps the last, are not very large. Nevertheless, Obstfeld
notes that the asymmetry of economic shocks in Europe is a source of
concern. It is possible, however, that the countries with the most asym-
metric shocks are also those with the most to gain in terms of credibility
in monetary policy. This is a point worth investigating.?

The paper also correctly emphasizes the role of labor mobility in a
monetary union. As is well known, labor is not very mobile in Europe.
Blanchard and Lawrence Katz show that labor mobility within each
country in Europe is lower than that within the United States.®> Labor
mobility across European countries is even lower. It should be recog-
nized that labor mobility may have high utility costs in Europe, although
these never enter into standard cost-benefit analyses. That labor mobil-
ity within a currency area that includes very strong cultural and lin-
guistic differences is costly, relates to my point that the optimal size of
countries is a function of cultural homogeneity.

I would like to clarify one of the few issues that Obstfeld leaves
unclear: what is the alternative to monetary union? The paper seems to
predict that if monetary union does not materialize, Europe will go back
to a system of fixed adjustable exchange rates, which most likely will
require restrictions on capital mobility. This would be a worse scenario

1. Alesina, Spolaore, and Wacziarg (1997).
2. For some evidence on this point, see Alesina and Grilli (1992).
3. Blanchard and Katz (1992).
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than either monetary union or flexible rates. Thus in my opinion, the
only reasonable long-run alternative to monetary union is flexible ex-
change rates, with free mobility of goods and factors of production.

IS EMU USEFUL FOR ENFORCING CONVERGENCE CRITERIA? First, sup-
pose that EMU is a bad idea because of the structural arguments dis-
cussed above, which boil down to the fact Europe is not an optimal
currency area. This proposition implies that it is good to adopt the
wrong monetary system (perhaps for generations to come) simply in
order to help a few countries to reduce inflation and budget deficits at
one particular point in time. This strikes me as a major overvaluation
of short-term gains relative to long-run costs. Either EMU is a good
idea as a monetary system or it is not; convergence criteria are means,
not goals.

Second, the convergence criteria for fiscal policy, which have proven
to be the most challenging and controversial, have had both positive
and negative effects. They probably have created incentives for some
countries to reduce deficits more quickly that they would otherwise
have done. However, the fiscal criteria overemphasize deficit reduction
measures and do not pay enough attention to levels of spending and
taxation. As a result, too much of the adjustment has been on the
revenue side. For many countries in continental Europe, the real prob-
lem is not overly large budget deficits, but an excessively burdensome
welfare state that requires very high taxes. Moreover, one must ask
whether these convergence criteria are necessary for monetary union.

Third, it is possible that most countries would have adjusted without
EMU. There are two pieces of evidence in favor of this view. When
inflation was brought down sharply in the EMS countries, in the early
and mid-1980s, inflation was coming down throughout the OECD. The
countries in the EMS did no better than those that were not. And many
other countries around the world have adjusted their fiscal balances
during the past decade. While I do not deny that the progress of
monetary unification and the Maastricht agreement may have helped
European countries to adjust, it is not at all clear how much they have
done so.

IS EMU USEFUL FOR ENFORCING PEACE IN EUROPE? It is often said, both
by the press and in academia, that the economic costs and benefits of
EMU are trivial compared with the true political advantage of European
union: that it would prevent disruptive military conflicts such as those
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that led to the two world wars. I find this argument unconvincing, and
possibly wrong. One could argue that the likelihood of escalating con-
flicts might actually increase if several countries are forced to coordi-
nate policies and compromise on various issues for the sake of an
unnecessary monetary union. A system of free trade accompanied by
national independence in the choice of policy may be best suited to
promote peaceful interactions. At the very least, this reasoning is as
convincing as the opposite. I would also note that over the past twenty
years, animosity amongst western European countries has rarely been
as high as in recent months, when monetary union is becoming a reality.

Finally, I come to my only nontrivial disagreement with the paper.
Obstfeld points out that Europe’s biggest problem is the lack of labor
flexibility, and that the introduction of EMU might help in this respect.
The reasoning—which is not fully spelled out in the paper—is that
labor unions will accept more labor flexibility to compensate for the
fact that the exchange rate can no longer serve as a channel for adjust-
ment. That is a reasonable, but slightly optimistic, view. Another pos-
sibility is that labor unions will react strongly against the monetary
rigidity imposed by monetary union, without yielding on labor flexibil-
ity. This could aggravate social tensions and increase political conflict,
both within and across countries, leading some countries to leave the
monetary union. Such an event would have very serious consequences
for the credibility not only of the countries that leave, but of the entire
project.

I would note that in the recent progress toward European unification,
voters have often been less enthusiastic than their politicians. This
observation raises some doubts about the political sustainability of the
process and indicates that, in this case, the citizens of Europe have
been more prudent than their leaders.

Richard N. Cooper: This is an admirable paper. It is comprehensive,
thoughtful, and judicious. I agree with much of it. However, as a whole,
it leaves me slightly uncomfortable. Without precisely saying so, Obst-
feld gives the impression that currency union in Europe is a bad idea;
but that if EMU is going ahead, as it is likely to, the Maastricht treaty—
in particular, its fiscal provisions— is, on balance, beneficial. I believe,
in contrast, that the objective of monetary union in Europe is a good
idea; but that as an instrument to achieve that objective, the Maastricht
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treaty—at least, its monetary and fiscal provisions (some parts of the
treaty do not concern EMU)—is fundamentally misguided.

With respect to the objective of monetary union, I would start with
the observation that the economics profession typically relies on an
extraordinarily primitive theory of money. The classic dichotomy be-
tween real and nominal variables has served us well both analytically
and in the classroom. But if we assume that our theory of money
seriously reflects the real world, we risk getting things fundamentally
wrong. Many economists believe that. For instance, Obstfeld writes:
““The most striking contribution of the monetary unification process to
economic efficiency is, perhaps, to have forced inflation into remission
in a large number of European countries that seemed locked in its grip
at the start of the 1980s.”” There is neither theoretical nor empirical
support for that statement. One is not talking about Argentina, or Brazil,
or Turkey, but about having reduced European inflation rates from 7 or
4 percent to 2 percent. Where does the idea of big increases in economic
efficiency come from?

And yet, Obstfeld may be correct. Many economists have an uneas-
iness about inflation—even expected inflation—that simply is not sup-
ported by standard monetary theories or empirical evidence. I suspect
that this uneasiness arises from the feared loss of efficiency in the
transmission of information in a complex economy when the price level
is rising persistently.

However, the uneasiness about inflation ought also to apply to flex-
ible exchange rates between countries that are closely integrated eco-
nomically—they stand or fall together. There is an important piece
missing in economic argumentation on the costs associated with fixing
exchange rates, such as in Obstfeld’s paper, the same missing piece
that accounts for the discrepancy between economists’ theories and their
feelings about inflation. In European economies, tradable goods and
services account for over half of consumer spending and even more of
business spending. The informational costs of fluctuating exchange
rates may be greater than those of inflation. In addition to causing
difficult-to-interpret variations in the prices of individual goods, due to
differing short-run markup practices, they also result in movements
between the prices of tradables as a group and nontradables as a group.

Incidentally, the conventional line of reasoning suggests that one
should seriously consider breaking up the monetary union of the United
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States. It is not obvious that the fifty states make an optimal currency
area. There are some examples, such as Texas in the early 1980s and
New England in the late 1980s, of circumstances in which flexible
exchange rates would have had desirable macroeconomic regional ef-
fects. But I do not observe economists seriously proposing such a plan.

Is Europe an optimal currency area? Almost certainly not. But on
some dimensions, it may not be as far away as Obstfeld suggests. Take,
for example, the pattern of shocks discussed in the paper. I would
conjecture that among these European countries, most of the asymmet-
ric shocks are monetary in origin, either directly or indirectly. If their
monetary independence is eliminated, that source of shock disappears.
Most of these countries are highly diversified in production and trade,
so industry-specific shocks should be well distributed, both between
and within countries, and should not be a major source of asymmetric
shock at the macroeconomic level. Finland is a possible exception,
given its heavy dependence on forestry products, and therefore, on
economic grounds, it perhaps should not hasten to join the monetary
union.

Much has been made of the low level of labor mobility in Europe.
The actual movement of labor within European countries—Germany is
the example given in the paper—has been quite low. I would like to
make two observations. First, one should not confuse movement with
mobility. Mobility in Germany has not been tested because the pattern
of national wage-setting has left workers with little incentive to move.
Unemployment benefits are high, and significant regional wage differ-
entials are not allowed (even the former East Germany after unification
was targeted to reach west German wages within a few years, despite
its much lower productivity). So, while one observes little movement,
mobility is an unknown factor.

Potential mobility is much higher than Obstfeld suggests, mainly
because of the large number of foreign workers in Europe. Seven per-
cent of the German population is foreign, not counting the Bosnian
refugees of the past few years; the percentage of the labor force must
be still higher. These are Turks, Yugoslavs, Greeks, Portuguese. They
do not have deep cultural roots in the places where they are working,
so they may be willing to move not only within but also between
countries, if they are given adequate financial incentive to do so. It is
usually the margin that counts. To have 10 percent of the labor force
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mobile may be sufficient to handle the asymmetric shocks that are likely
to take place within a European currency union.

In regard to the Maastricht treaty as the instrument with which to
achieve European monetary union, my main objection has to do with
democratic theory—specifically, the lack of accountability of the pro-
posed Governing Council of the European Central Bank. Both the Fed-
eral Reserve and the Bundesbank are meaningfully independent central
banks, but both are part of a broader political process, accountable to
the legislature. The Maastricht treaty takes the Governing Council,
whose decisions will affect millions of people, out of the political
process altogether. I view that as a scandalous dereliction, greatly wid-
ening the democratic gap in the European Union.

With respect to the fiscal criteria of the Maastricht treaty, I forecast
in January 1992—the month after the treaty was agreed and before it
was actually signed—that if Europe took the fiscal criteria seriously, it
would condemn itself to a decade of economic stagnation. Half of that
decade has now gone by and, unhappily, my forecast has so far proved
correct. To tie fiscal policy down removes one of a region’s major
defenses against asymmetrical shocks, namely, regionally adaptive fis-
cal policy. In moving to currency union, Europeans are necessarily
tying their hands regionally on monetary policy. Through the Maastricht
treaty, and even more so with the subsequently agreed Stability Pact,
they are tying their hands regionally also on fiscal policy. This seems
to me to be a mistake of the first order.

Obstfeld, by contrast, sees some merit in the tight fiscal criteria. I
want to take up the four arguments that he puts forward concerning the
threats to the European Union of excessive fiscal deficits. None of them,
he recognizes, is compelling by itself, so one must come to a judgment
about their collective merit.

First, Obstfeld suggests that heavily indebted countries might lobby
for surprise inflation to reduce their real debts. This idea is, I think, an
economist’s plaything. My knowledge is not comprehensive, but I do
not know of any government that has deliberately engineered high in-
flation in order to reduce the real value of outstanding debt. That has
frequently been the consequence of high inflation, but the inflation itself
has usually been associated with some external shock that was not
handled well or an internal policy failure involving conflict over taxes
or expenditures, not a deliberate decision to generate surprise inflation.
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Second, Obstfeld argues that ‘‘other potential coordination failures
in EMU could be mitigated by fiscal constraints . . . . In a floating rate
system, countries might be deterred from fiscal expansion by the fear
of appreciating their currencies and squeezing the tradables sector.”’
Although any economist who has studied the Mundell-Fleming model
understands this proposition—and there actually have been two impor-
tant examples, the United States in the early 1980s and Germany in the
early 1990s—most ‘‘markets’’ (that is, practical people and officials)
believe that excessive budget deficits lead to currency depreciation. 1
accept the Mundell-Fleming result under certain conditions, but Obst-
feld is making a point about public perceptions and political reactions.
At least to date, the political perception is that fiscal expansion leads
to currency depreciation, not currency appreciation, and therefore the
argument cannot apply.

Third, Obstfeld suggests that curbing national fiscal discretion might
reduce idiosyncratic national fiscal shocks, mentioning three examples:
the Johnson fiscal expansion of 1966—-67, German unification in 1990,
and the Reagan fiscal expansion of 1981-83. Play the thought experi-
ment: would a stability pact have prevented any of these fiscal events?
I think not.

The Reagan administration came in with a theory that it could reduce
taxes substantially without increasing the deficit. Nothing in the Maas-
tricht rules would have dissuaded the supply-siders from trying to carry
their theories into practice. I also doubt that these rules would have
prevented President Johnson from making the defense expenditures that
he thought necessary to prosecute the war in Vietnam, or Chancellor
Kohl from taking what, at the time, was seen as the political opportunity
of the century to attain the long-standing national objective of German
unification. So, while I do not deny the general point, I think that the
chosen examples, the standard cases of major fiscal malfeasance in big
countries in recent decades, are misplaced in this context.

Fourth, Obstfeld suggests that fiscal constraints might have the ben-
eficial effect of forcing countries to scale back overgenerous social
benefit programs. The examples to date, unhappily perhaps, do not give
any support to this proposition. The difficulties faced in the United
States in scaling back benefit programs are well known. To reduce the
budget deficit, the United States has so far raised taxes and mainly
squeezed traditional government, not social transfers. France and Bel-
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gium have primarily increased taxes. The only country in which one
can see even a glimmer of evidence of this proposition is the Nether-
lands, and there only a nibble, not a serious bite, has been taken out of
social expenditures. Social benefits tend to be protected; either taxes
g0 up, or other government consumption and investment expenditures
are reduced, or both.

So, I find all four arguments for treaty-mandated fiscal restraint
unpersuasive. In the context of monetary union, where the central bank
should not be required to finance budget deficits (thus forcing deficit
financing onto the capital market), the Stability Pact is a major mistake.

Finally, a subtheme runs through Obstfeld’s discussion of fiscal pol-
icy, in essence suggesting that governments are incompetent. But if
one is confident that governments are incompetent at management, what
makes one think that they are competent at making rules? There are
some game-theoretic arguments for making the distinction, but I would
venture the view that the discussion to date has focused on only one
subset of possible models, emphasizing current decisions. There is
another subset of ‘‘games’’ that focuses on the rule-making functions
of government, and I conjecture that those would also find serious
nonoptimal outcomes. The Maastricht treaty is a perfect example.

General discussion: Several participants discussed the role of fiscal
policy in the prospective EMU. Barry Eichengreen rejected the argu-
ment that EMU is undesirable because of the severe restraints that it
would place on each nation’s fiscal policy. He predicted fiscal flexibility
would not be a problem because the binding restraints that Germany
was trying to impose would be rejected and automatic fiscal stabilizers
would be allowed to operate. Stanley Fischer believed the risk premi-
ums that markets would apply to each nation’s debt would help to
provide discipline on fiscal policies. N. Gregory Mankiw noted that the
size of such risk premiums would depend on whether it appeared fea-
sible for a country to leave the monetary union once it had entered. To
the degree that leaving the union did appear a feasible option, market
discipline on fiscal policies would be stronger. But in that case, the
advantages of fully credible monetary union were lost.

Christopher Sims believed that fiscal issues are a basic reason to be
skeptical of EMU. Confronted with a sufficiently adverse shock, and
with no relief available from an exchange rate depreciation, a country
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could find itself in a downward spiral with interest rates rising sharply
as markets questioned whether its debt would be salable. In these cir-
cumstances, it might opt out of the union as a final recourse. Alterna-
tively, the central bank might respond by compromising its price sta-
bility target, or the crisis might be resolved in some other way. Sims
noted that a supranational fiscal authority, which played the role that
federal fiscal policy does in the United States, could get around such
problems, but noted that no such institution was contemplated for EMU.
James Tobin concurred with the need for fiscal stabilizers and with the
problems inherent in relying solely on member states’ fiscal policies.
He feared that members’ fiscal policies could be dictated by bond rating
agencies. He predicted that in response to the diverse problems that
individual nations are bound to encounter, a pan-European fiscal au-
thority eventually would be adopted to provide credit guarantees of
members’ debts and other fiscal assistance to members who are in
trouble. Cooper noted that the Brussels budget, amounting to about 3
percent of European GDP, already provides a form of pan-European
fiscal authority, though one dedicated to structural transfers related to
the common agricultural policy and income distribution rather than to
cyclical stabilization.

Cooper was highly critical of the extreme independence and lack of
accountability specified in the Maastricht treaty for the new European
Central Bank, and of the bank’s narrow charge to assure price stability.
He argued that the ECB should ultimately be politically accountable
either to a strengthened European Parliament (a pan-European ap-
proach) or to the Council of Ministers (a national approach) in the way
the Bundesbank and Federal Reserve are accountable to representative
bodies today. On the issue of responsibility, Cooper noted that the
ECB’s mandate does not even include assuring the functioning of the
payment system and the stability of the financial structure, let alone
employment stabilization.

Several participants offered observations favoring EMU, despite the
doubts that had been raised about its impact on national stabilization.
Eichengreen argued that the slow pace of regional adjustment that has
been observed within national borders could not be applied to predict
slow adjustment across national borders under EMU, because monetary
union represented a regime change that would render past behavior a
poor predictor. And he suggested that the alternative to EMU was
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unattractive, reasoning that the exchange rate stability observed among
potential members in recent years itself depended on the expectation
that the monetary union would be formed. Robert Hall believed that the
efficiency gains from conducting business in a single currency would
be substantial, dominating any likely costs to economic stabilization
under EMU.

Robert Shiller saw the willingness to form a monetary union as a
historic watershed in the attitudes of Europeans. While the common
currency’s subordination of national monetary policy may create prob-
lems at first, he thought that ultimately the union would bring increased
economic cooperation as well as favorable changes in wage bargaining
and other key economic activities. Fischer emphasized the importance
of monetary union as the force chosen by Europe’s leaders to drive the
political union. Regarding EMU’s uncertain impact on economic per-
formance; he reasoned that behavior and institutions would eventually
adapt, with more wage and price flexibility and changes in social wel-
fare and unemployment systems substituting for the monetary rigidities
that EMU imposed. He acknowledged that such adaptations could take
a long time, but believed that the benefits of political unity in Europe
justified any transitory economic costs.

Susan Collins questioned how much of the credit for slowing inflation
should be given to the EMS, the precursor to EMU. She saw little
evidence that EMS members did better on inflation than other countries
in the period since the EMS started in 1979. In recent years, the EMS
members had eliminated inflation, but so had the United States, Canada,
Japan and most other industrial nations. Furthermore, she reported that
studies of the output cost of eliminating inflation show no cost differ-
ence before and after countries joined the EMS. This suggested that
entering a regime of monetary discipline could not be relied on to
produce greater wage and price flexibility and other institutional
changes that might improve economic stabilization.

Collins also raised some issues about whether EMU would last, once
it was established. On her reading of the past, big problems are likely
to come from real rather than monetary shocks and so would not be
mitigated by membership in a monetary union. Furthermore, because
voters are much less enthusiastic about monetary union than are poli-
cymakers, they may become impatient with EMU membership if it
stands in the way of dealing with their economic problems. She noted
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that voters historically have seen economic problems as national, not
regional responsibilities, which may help to explain why regional prob-
lems are often addressed at the national level. But EMU provides no
means for furnishing such responses. Olivier Blanchard agreed that
individual national economies might experience bad economic perfor-
mance under EMU, but believed they would find it very costly to leave
the union, especially if, some time in the future, all other members of
the European Union were part of EMU.

Alesina agreed wth Collins that the history of performance under the
EMS revealed no benefits to member nations, and provided no reason
for optimism about performance under EMU. He also questioned
whether benefits in the form of political unity, which Fischer had
stressed, would be forthcoming. He noted that animosity among Euro-
pean nations has risen as EMU has approached. He saw this animosity
as the result of imposing on nations things they did not want—a situa-
tion that would continue under EMU.



Maurice Obstfeld 313

References

Agell, Jonas, Lars Calmfors, and Gunnar Jonsson. 1996. ‘‘Fiscal Policy When
Monetary Policy Is Tied to the Mast.”” European Economic Review 40(7):
1413-40.

Alesina, Alberto, and Vittorio Grilli. 1992. ‘“The European Central Bank:
Reshaping Monetary Politics in Europe.’’ In Establishing a Central Bank:
Issues in Europe and Lessons from the U.S., edited by Matthew B. Canzo-
neri, Vittorio Grilli, and Paul R. Masson. Cambridge University Press.

Alesina, Alberto, and Roberto Perotti. 1995a. ‘‘Fiscal Expansions and Ad-
justments in OECD Countries.”’ Economic Policy 21: 207-48.

. 1995b. ““The Political Economy of Budget Deficits.’’ IMF Staff Pa-
pers 42(1): 1-31.

Alesina, Alberto, Enrico Spolaore, and Romain Wacziarg. 1997. ‘‘Economic
Integration and Political Disintegration.’” Working Paper 6163. Cambridge,
Mass.: National Bureau of Economic Research (September).

Baker, Terry, John Fitz Gerald, and Patrick Honohan. 1996. ‘‘Economic Im-
plications for Ireland of EMU.’’ Policy Research Series Paper 28. Dublin:
Economic and Social Research Institute.

Bean, Charles R. 1992. ‘‘Economic and Monetary Union in Europe.’’ Journal
of Economic Perspectives 6(4): 31-52.

. 1994. ‘‘European Unemployment: A Survey.’’ Journal of Economic
Literature 32(2): 573-619.

Begg, David, and others. 1997. EMU, Getting the End-Game Right. Monitor-
ing European Integration 7. London: Centre for Economic Policy Research.

Blanchard, Olivier, and Lawrence F. Katz. 1992. ‘‘Regional Evolutions.’’
BPEA, 1:1992, 1-175.

. 1996. ‘“What We Know and Do Not Know about the Natural Rate of
Unemployment.’’” Working Paper 5822. Cambridge, Mass.: National Bureau
of Economic Research (November).

Blanchard, Olivier Jean, and Pierre Alain Muet. 1993. ‘‘Competitiveness
through Disinflation: An Assessment of the French Macroeconomic Strat-
egy.”’” Economic Policy 16: 12-56.

Bovenberg, A. Lans, Jeroen J. M. Kremers, and Paul R. Masson. 1991. “‘Eco-
nomic and Monetary Union in Europe and Constraints on National Budgetary
Policies.”’ IMF Staff Papers 38(2): 374-98.

Bruno, Michael, and Jeffrey D. Sachs. 1985. The Economics of Worldwide
Stagflation. Harvard University Press.

Buiter, Willem, Giancarlo Corsetti, and Nouriel Roubini. 1993. ‘‘Excessive

Deficits: Sense and Nonsense in the Treaty of Maastricht.”’ Economic Policy
16: 58-100.



314 Brookings Papers on Economic Activity, 2:1997

Calmfors, Lars, and others. 1997. EMU: A Swedish Perspective. Dordrecht,
Netherlands: Kluwer Academic Publishers.

Collins, Susan M. 1988. ‘‘Inflation and the European Monetary System.’’ In
The European Monetary System, edited by Francesco Giavazzi, Stefano
Micossi, and Marcus H. Miller. Cambridge University Press.

Commission of the European Communities. 1977. ‘‘Report of the Study Group
on the Role of Public Finance in European Integration.’’ Economic and
Financial Series A13. Brussels.

. 1990. ‘““One Market, One Money: An Evaluation of the Potential
Benefits and Costs of Forming an Economic and Monetary Union.’’” Euro-
pean Economy 44.

Cooper, Richard N. 1968. The Economics of Interdependence: Economic Pol-
icy in the Atlantic Community. McGraw-Hill.

. 1984. ‘A Monetary System for the Future.’’ Foreign Affairs 63(1):

97-184.

. 1990. ‘““Comment.’’” BPEA, 2:1990, 275-81.

Council of the European Communities. 1992. Treaty on European Union.
Luxembourg: Office for Official Publications of the European Communities.

De Grauwe, Paul. 1997. ‘‘Exchange Rate Arrangements between the Ins and
the Outs.”’ Discussion Paper 1640. London: Centre for Economic Policy
Research (May).

De Grauwe, Paul, and Luigi Spaventa. 1997. ‘‘Setting Conversion Rates for
the Third Stage of EMU.”’ Discussion Paper 1638. London: Centre for
Economic Policy Research (April).

Deutsche Bundesbank. 1997. ‘‘Trends in Public Sector Debt Since German
Unification.’’” Deutsche Bundesbank Monthly Report 49(3): 17-31.

Dornbusch, Rudiger. 1996. ‘‘Euro Fantasies.’’ Foreign Affairs 75(5): 110-24.

Eichengreen, Barry. 1990. ‘‘One Money for Europe? Lessons from the U S.
Currency Union.’’ Economic Policy 10: 118-87.

. 1993. ““European Monetary Unification.”’ Journal of Economic Lit-
erature 31(3): 1321-57.

Eichengreen, Barry, and Charles Wyplosz. 1993. ‘‘The Unstable EMS.”’
BPEA, 1:1993, 51-143.

Engel, Charles, and John H. Rogers. 1995. ‘‘Regional Patterns in the Law of
One Price: The Roles of Geography vs. Currencies.’” Working Paper 5395.
Cambridge, Mass.: National Bureau of Economic Research (December).

European Monetary Institute. 1995. The Changeover to the Single Currency.
Frankfurt am Main.

. 1996. Progress towards Convergence 1996. Frankfurt am Main.

. 1997. The Single Monetary Policy in Stage Three: Specification of the
Operational Framework. Frankfurt am Main.



Maurice Obstfeld 315

Feldstein, Martin. 1997. ‘““EMU and International Conflict.”” Foreign Affairs
76(6): 60-73.

Fischer, Stanley. 1988. ‘‘Real Balances, the Exchange Rate, and Indexation:
Real Variables in Disinflation.’’ Quarterly Journal of Economics 103(1):
27-49.

Flood, Robert P., and Peter M. Garber. 1997. “‘Is Launching the Euro Unstable
in the Endgame?’’ Unpublished paper. International Monetary Fund (July).

Frankel, Jeffrey A., and Andrew K. Rose. 1996. ‘‘Economic Structure and the
Decision to Adopt a Common Currency.’”’ Working Paper C96-073. Uni-
versity of California, Berkeley, Center for International and Development
Economics Research (August).

Giavazzi, Francesco, and Alberto Giovannini. 1989. Limiting Exchange Rate
Flexibility: The European Monetary System. MIT Press.

Giovannini, Alberto. 1990. ‘‘European Monetary Reform: Progress and Pros-
pects.”” BPEA, 2:1990, 217-91.

Glick, Reuven, and Michael Hutchison. 1993. ‘‘Fiscal Policy in Monetary
Unions: Implications for Europe.’’ Open Economics Review 4(1): 39-65.
Goodhart, Charles A. E., and Stephen Smith. 1993. ‘‘Stabilization.”” Euro-

pean Economy: Reports and Studies 5: 419-55.

Gros, Daniel, and Karel Lannoo. 1996. ‘‘The Passage to the Euro.”” Working
Party Report 16. Brussels: Centre for European Policy Studies (December).

Gros, Daniel, and Niels Thygesen. 1992. European Monetary Integration. St.
Martin’s.

Hochreiter, Eduard, and Georg Winckler. 1995. *“The Advantages of Tying
Austria’s Hands: The Success of the Hard Currency Strategy.’’ European
Journal of Political Economy 11(1): 83—111

Hughes, Gordon, and Barry McCormick. 1987. ‘‘Housing Markets, Unem-
ployment and Labour Market Flexibility in the UK.’’ European Economic
Review 31(3): 615-45.

Inman, Robert P. 1996. ‘‘Do Balanced Budget Rules Work? U.S. Experience
and Possible Lessons for the EMU.”” Working Paper 5838. Cambridge,
Mass.: National Bureau of Economic Research (November).

Jeanne, Olivier. Forthcoming. ‘‘Generating Real Persistent Effects of Mone-
tary Shocks: How Much Nominal Rigidity Do We Really Need?’’ European
Economic Review.

Kenen, Peter B. 1969. ‘‘The Theory of Optimum Currency Areas: An Eclectic
View.’’ In Monetary Problems of the International Economy, edited by
Robert A. Mundell and Alexander K. Swoboda. University of Chicago Press.

. 1995. Economic and Monetary Union in Europe: Moving beyond

Maastricht. Cambridge University Press.

. 1997. ‘A Note on the Introduction of the Euro.’’ Unpublished paper.

Princeton University (September).




316 Brookings Papers on Economic Activity, 2:1997

Krugman, Paul R. 1993. ‘‘Lessons of Massachusetts for EMU."’ In Adjustment
and Growth in the European Monetary Union, edited by Francisco Torres
and Francesco Giavazzi. Cambridge University Press.

Layard, Richard, Stephen Nickell, and Richard Jackman. 1991. Unemploy-
ment: Macroeconomic Performance and the Labour Market. Oxford Uni-
versity Press.

McDermott, C. John, and Robert F. Wescott. 1996. ‘‘An Empirical Analysis
of Fiscal Adjustments.’’ IMF Staff Papers 43(4):725-53.

McKinnon, Ronald I. 1963. ‘‘Optimum Currency Areas.’’ American Economic
Review 53(4): 717-25.

. 1997. ““EMU as a Device for Collective Fiscal Retrenchment.’” Amer-
ican Economic Review, Papers and Proceedings 87(2): 227-29.

Maclennan, Duncan. 1996. ‘‘European Housing and the Prospect of a Single
Currency.”” Working Paper 225. University of California, Berkeley, Grad-
uate School of Public Policy (April).

Milward, Alan S. 1984. The Reconstruction of Western Europe, 1945-51.
University of California Press.

Mundell, Robert A. 1961. ““A Theory of Optimum Currency Areas.’’ American
Economic Review 51(4): 657-65.

Mussa, Michael. 1982. ‘A Model of Exchange Rate Dynamics.”’ Journal of
Political Economy 90(1): 74—104.

Obstfeld, Maurice. 1995. ‘‘International Currency Experience: New Lessons
and Lessons Relearned.”” BPEA, 1:1995, 119-220.

. 1997. “‘Destabilizing Effects of Exchange-Rate Escape Clauses.’’

Journal of International Economics 43(1): 61-77.

. Forthcoming. ‘A Strategy for Launching the Euro.’’ European Eco-
nomic Review.

Obstfeld, Maurice, and Giovanni Peri. 1997. ‘‘Regional Nonadjustment and
Fiscal Policy.’” Unpublished paper. University of California, Berkeley
(December).

Obstfeld, Maurice, and Alan M. Taylor. 1997. ‘‘Nonlinear Aspects of Goods-
Market Arbitrage and Adjustment: Heckscher’s Commodity Points Revis-
ited.”” Journal of the Japanese and International Economies 11(4): 441-79.

Oswald, Andrew. 1996. ‘A Conjecture on the Explanation for High Unem-
ployment in the Industrialised Nations: Part I.”” Unpublished paper. Univer-
sity of Warwick (December).

Phelps, Edmund S. 1994. Structural Slumps: The Modern Equilibrium Theory
of Unemployment, Interest, and Assets. Harvard University Press.

Pisani-Ferry, Jean, Alexander Italianer, and Roland Lescure. 1993. ‘‘Stabili-
zation Properties of Budgetary Systems: A Simulation Analysis.’’” European
Economy: Reports and Studies 5: 511-38.

Rogoff, Kenneth S. 1985. ‘‘Can International Monetary Policy Cooperation




Maurice Obstfeld 317

Be Counterproductive?’’ Journal of International Economics 18(3—4): 199-
217.

Rotte, Ralph, and Klaus F. Zimmermann. 1997. ‘‘Fiscal Restraint and the
Political Economy of EMU.’’ Miinchener Wirtschaftswissenschaftliche Bei-
trage 97—11. Munich: Ludwig-Maximilians-Universitit Miinchen (June).

Sinn, Hans-Werner. 1996. ‘‘International Implications of German Unifica-
tion.”” Working Paper 5839. Cambridge, Mass.: National Bureau of Eco-
nomic Research (November).

Steinherr, Alfred, editor. 1994. 30 Years of European Monetary Integration:
From the Werner Plan to EMU. London: Longman.

Taylor, Christopher. 1995. EMU 2000? Prospects for European Monetary
Union. London: Royal Institute of International Affairs.

Thygesen, Niels. 1993. ‘‘Economic and Monetary Union: Critical Notes on
the Maastricht Treaty Revisions.’’ In Adjustment and Growth in the Euro-
pean Monetary Union, edited by Francisco Torres and Francesco Giavazzi.
Cambridge University Press.

von Hagen, Jiirgen, and Barry Eichengreen. 1996. ‘‘Federalism, Fiscal Con-
straints, and European Monetary Union.’’” American Economic Review, Pa-
pers and Proceedings 86(2): 134-38.

Wyplosz, Charles. 1997. ‘‘EMU: Why and How It Might Happen.’’ Journal
of Economic Perspectives 11(4): 3-22.



