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Area 

Hounaida Daly α & Mounir Smida

Abstract-  Lack of coordination between the monetary and 
fiscal authorities will result in inferior overall economic 
performance. This paper studies the interactions between 
monetary and fiscal policies and its effect on the economic 
performance by using al cointegration tests in the case of Euro 
Area. This paper examines the causal relationship between 
output gap, public debt, budget deficit, interest rate and 
inflation rate, and the impact of monetary policy on public debt 
management, in Euro Area from 1999Q1 to 2013Q4. The 
evidence supports the idea that the monetary policy is more 
stabilizing in its influence on the economic activity than the 
budget policy. The particular stance of monetary policy affects 
the capacity of the government to finance the budget deficit by 
changing the cost of debt service and limiting or expanding 
the available sources of financing. The result does not let hear 
strong political coordination in Euro Area, a weak policy stance 
in one policy area burdens the other area and is unsustainable 
in the long term.  

 σ 

 
 

I. Introduction 

he effective implementation of monetary and fiscal 
policies thus requires extensive coordination 
between the respective authorities. Effective 

coordination makes it easier for policy makers to 
achieve their stated policy objectives in an efficient 
manner .It also ensures the commitment of decision 
makers responsible for these two policy areas to 
mutually agreed objectives, thus helping to eliminate the 
problem of time inconsistency in the design of monetary 
policy.  

Within this general framework, coordination can 
take the form of ongoing contacts between the fiscal 
and monetary authorities to decide jointly on aspects 
relating to policy design and implementation, or 
alternatively, coordination could be based on a set of 
rules and procedures which minimizes the need for 
frequent interaction; the particular characteristics of any 
given country and its degree of institutional development 
will determine the most efficient choice. 

Until the mid 80s, in most countries monetary 
policy was subservient to fiscal policy; central banks 
were required to finance public sector deficits, including 
those arising from quasi-fiscal activities. Such 
subordination of monetary policy to fiscal needs 
introduced

   
 an

  
 inflationary

  
 bias. 

   
Following, 
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changes in initiated in the US, however, there has been 
a worldwide trend, in the context of the modernization of 
financial markets, to set up institutional and operational 
mechanisms that would ensure more efficient overall 
policy design and implementation. These include the 
adoption of market-based monetary and debt 
management instruments, as well as moves to increase 
central bank independence. 

Two fundamental issues need to be stressed 
regarding the nature of monetary and fiscal policy 
coordination. First, the overall policy mix as well as each 
individual policy must be set on a sustainable course. 
Second, monetary and fiscal policies operate in different 
time frames, with monetary policy adjusting almost on a 
continuous basis and economic agents reacting with 
much shorter lags to it than in the case of changes to 
fiscal policy, while fiscal policy takes time to adjust and 
economic agents react with a lag to such adjustments. 

 

Figure 1 :  Public debt to GDP ratio in Euro Area 

The crisis of public debt is a symptom which 
must result in searching the main causes which are 
multiple from one country to another: a very strong 
government debt related to important structural 
problems (difficulty in raising the tax and controlling the 
expenditure). Debt crisis in the euro (Figure1) area 
indicates a succession of financial events which affect, 
since the beginning of 2010, in the wake of the financial 
crisis of 2007-2010.  

First event is raised in 2010, with the Greek debt 
crisis as well as its important and constant deficit. It 
extends to autumn 2010 with public debt crisis of 
Ireland, caused by the rescue of national banks, made it 
necessary by previous excessive private debt. During 
summer 2011 a stock exchange storm occurs caused 

T 

© 2014   Global Journals Inc.  (US)

35

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
IV

 I
ss
ue

 V
III

 V
er

sio
n 

I
Ye

ar
  

 (
)

20
14

B

Keywords: monetary policy, fiscal policy, euro area, 
policy mix, public debt, budget deficit.



by the crisis of the Greek debt. At the end of the first 
quarter of 2013, the euro area debt-to-GDP ratio was 
established to 92.2% in Euro Area (EA17), against 90.6% 
at the end of the fourth quarter of 2012.Compared to the 
first quarter of 2012, the debt-to-GDP ratio has 
increased in both the Euro Area (from 88.2% to 92.2%) 
than in the EU27 (83.3% to 85.9%).  

This paper examines the causal relationship 
between output gap, public debt, budget deficit, interest 
rate and inflation rate, and the impact of monetary policy 
on public debt management, in Euro Area from 1999Q1 
to 2013Q4. The evidence does not let hear strong 
political coordination in Euro Area, and supports the 
idea that the monetary policy is more stabilizing in its 
influence on the economic activity than the budget 
policy. This paper deals with the problems of 
coordination between monetary and fiscal policies in 
Euro area. The particular stance of monetary policy 
affects the capacity of the government to finance the 
budget deficit by changing the cost of debt service and 
limiting or expanding the available sources of financing. 
Lack of coordination between the monetary and fiscal 
authorities will result in inferior overall economic 
performance. A weak policy stance in one policy area 
burdens the other area and is unsustainable in the long 
term.  

The paper is organized as follows: Section 2 
reviews the Empirical literature review. Section 3 
analyzes Methodology and data. Section 4 presents 
variables analyses, section 5 presents empirical result 
and in end we have concluding remarks.  

II. Empirical and Literature Review 

Thinking about macroeconomic policy has been 
transformed in the past 20 years. Nearly all of us now 
analyse short-run macroeconomics using a simple 
three-equation system. This contains an IS curve, a 
Phillips curve and a Taylor-type rule for monetary policy. 
This was explained in papers by Sevensson (1977) and 
Ball (1999), and was applied to the UK in a simple paper 
by Bean (1998). This set-up contains no fiscal policy. 

Kirsanova and al (2005) extend the three 
equations of monetary-policy model to a five equations 
model of monetary and fiscal policies by adding a 
Taylor-type rule for fiscal policy, and also by adding an 
equation which tracks the evolution of public debt. They 
show that one can use the resulting of five-equation 
system to analyse the interaction of monetary policy and 
fiscal policy.

 

They suppose that there
 
are a lag period of 

implementation of fiscal policy that reflects the 
legislative and political processes required for important 
modifications in discretionary fiscal policy, and shift a 
one period of effect of the monetary policy, which 
reflects the transmission system.

 

Kuttner (2002) doubts if the budget policy, 
taking into account these delays, could arrive to an 
interaction with the monetary policy and a period of 
effect of the shift monetary policy, which reflects the 
transmission mechanism.  

a) The Three-equation Taylor-type macroeconomics  
There is an IS curve, a Phllips curve, a Taylor 

rule for monetary policy, and no active fiscal policy. The 
first equation is an IS curve, showing the evolution of the 
output gap (yt ) driven by the real interest rate (rt

 
 ): 

 
 
Where (ɛ t

The second equation is an accelerationist 
Philips curve. This describes the dynamics of inflation 
(π

) is a demand shock. As discussed by 
Woodford (2003), an equation like this can be obtained 
by optimizing behavior of individuals who choose 
consumption, given by a budget constraint. 

t

 

) in term of past inflation and he output gap: 

 
Where (π t

In these two equations, the real interest rate is 
taken to be the instrument of monetary policy, and it 
affects output with the lag of one period. It then takes 
output another period to affect inflation. Following Bean 
(1998), there is “persistence” in output as well as in 
inflation process. 

 ) is an inflation shock. 

The third equation Taylor (1995) famously 
demonstrated that actual US monetary policy could be 
well described by a simple rule that relates the real 
interest rate to inflation and output gap, with parameters 
θZ

 
and θY

 
 respectively: 

 
The first term in the Taylor rule shows that if 

inflation raised to weaken demand, which will reduce 
inflation. The second term shows that the real interest 
rate is raised if output rises. 
Let the preferences of the monetary policy-maker be: 
 
 

Where E0

b) The Five-equation macroeconomics with fiscal 
policy 

 denotes expectations conditional on 
information available at time zero. Every period, the loss 
function penalizes deviations of inflation from its target 
(here zero for simplicity), and of output from its target,ȳ , 
where ȳ denotes the extent to which the output target is 
in excess of its potential level. The parameter α denotes 
the relative weight given to deviations of output from 
target. 

Kirsanova and al. (2005) add fiscal policy to the 
model, by adding a description of the behavior of the 

                                         (1)

                                     (2)                                    

                                      (3)

     
 

 
      

             
                               (4)
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fiscal policy authority, and also an equation showing the 
evolution of public debt. The model presented here is 
analyzed in more detail in Sthein (2006).  

The first equation is, as before, a dynamic IS curve: 
 
 
Where  ɛ t

As in equation (1), monetary policy sets the 
interest rate which affects output with a lag. Fiscal policy 
will be taken to mean changes in government 
expenditure, g

  is a demand shock.  

t

The second equation is, as before, a standard 
accelerationist Phillips curve: 

 , not change in tax rates.  

 
 
 
Note that, in the five-equation model, (i) both 

fiscal policy and monetary policy affect the IS curve, and 
(ii) neither policy influences inflation, other than through 
an indirect effect via output. This means that, in the 
control of inflation and output, he two instruments are 
perfect substitutes. 

The real stock of debt at the beginning of this 
period (bt) depends on the stock of debt at the 
beginning of the last period, (bt-1

 

), plus the flows that 
occur between t-1 and t, in the following way: 

 
 

Where µt

When we return to the three-equation model if 
(i) government expenditure was exogenous, so that we 
could include any changes in government spending in 
the (exogenous) demand shock, ɛ

 is a debt shock. 

t

The five-equation model is completed by 
adding two equations showing the behavior of monetary 
policy and fiscal policy to the three equations (5, (6) and 
(7.)  

 , (ii) we could 
impose Ricardian Equivalence, by setting ω = 0 , and (iii) 
there were no other effects of debt accumulation. That 
last requirement would effectively mean that 
endogenous accumulation of debt did not induce 
changes in government expenditure or the interest rate, 
so as to avoid fiscal insolvency. 

Dixit and Lambertini (2000) consider the 
interactions between policies in a configuration where 
the monetary authority controls the inflation. The source 
of conflict is that the fiscal authority aims to increase 
output and inflation than the monetary authority. The 
non-cooperative Nash equilibrium has both a higher 
inflation and a decline in production commitment by the 
monetary authority is not appropriate or sufficient if fiscal 
policy is active, but the budget commitment hearing 
would result in a better outcome.  

Melitz (1997) examine the interaction between 
monetary and fiscal policies in a pooled regression 

annual data on 19 OECD countries. He notes that the 
monetary and fiscal policies settle in opposed 
directions, as substitutes, then, that the budget policy 
plays a stabilizing role of low debt « the taxes behave in 
a preoccupation with a stabilization, but move the 
expenditure in a destabilizing way ».  

Favero and Monacelli (2003) studies the 
interactions of policies by using Markov-Switching 
Vector Autoregressive Models (Krolzig, 1997), they 
stipulated that although fiscal policy shall be subject to a 
given regime change in an endogenous way and the 
regime changes monetarist are imposed in an exogenic 
way. They note than in the U.S., only between 1987 and 
2001 can be described as passive fiscal regime. Thus, 
Woodford (1998) affirms that since 1980 the passivity 
would be a good description, and Gali and Perotti 
(2003) found that fiscal policy more and more passive 
during this period, after having discussed significant 
contributions to monetary and fiscal policies and their 
interactions.  

Hughes and Hallett (2005) use individual 
regressions by instrumental variables to study the 
interactions between monetary and fiscal policies in the 
United Kingdom and the euro area. He notes that 
monetary and fiscal policies acting as substitutes in the 
UK, but complement each other in the euro area.  

Kirsanova and al. (2006) study the interactions 
between fiscal and monetary policy when it stabilize a 
single economy against shocks in a dynamic 
environment. They suppose that fiscal and monetary 
policies stabilize the economy by causing changes in 
aggregate demand. Thus, they find that if policy makers 
are both volunteers, then the best result is obtained 
when the tax authority can perform monetary policy.  

J.J.Reade and J.Sthe (2008) applied the 
cointegrated VAR method to study the interaction of 
monetary and fiscal policy and its effect on the 
sustainability of developments in public debt in the 
United States in 1960-2005. They conclude that fiscal 
policy has ensured the sustainability of long-term debt 
by responding to the increase in debt in a way that the 
stabilization of the reaction was moderate. However, 
according to their results, discretionary fiscal policy did 
not ensure a countercyclical behavior. In addition, 
monetary policy has followed a Taylor rule type and 
corrected the imbalance both in the short and long term.  

III. Methodology and Data 

The present study is carried out using annual 
time series of Euro Area 1999Q1-2013Q4. The data 
used include yt is the output gap π t, the inflation rate,rt 
the nominal interest rate, dt the public debt pbt and the 
primary government balance defined as government 
receipts minus spending. The latter two fiscal variables 
are represented as fractions of GDP. 

                                                 (5)

                                           (7)

                                     
 
         (8)
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For inflation, we calculate this from the 
consumer price index (CPI) measure as the most 
appropriate measure. Debt, deficit, interest rate and 
inflation rate variables are downloaded from the Annual 
Macro-Economic database (AMECO) and the output 
gap is downloaded from the International Monetary 
Fund (IMF).  

Following the literature, the interest rate rt is the 
instrument of monetary policy, while pbt is defined here 
as the instrument of fiscal policy. There is disagreement 
whether the fiscal instrument should be taxes or 
spending or the balance. Kirsanova et al. (2005) take 
government spending to be the tool, Schmitt-Grohé and 
Uribe (2004) consider taxation and a number of others 
take both (for example Muscatelli and Tirelli (2004); Gali 
and Perotti (2003).  

Considering fiscal variables, there is 
disagreement over whether taxes, government spending 
or the primary balance ought to be used as the fiscal 
tool. Primary balance data is defined as: 

 
 
 
Hendry (1980) notes that measures of the 

public debt are readily available and accord to the 
theoretical variable for gross debt, which can deviate 
dramatically from net debt.  

Our model allows for non-stationarity data and 
endogeneity, questions such as the role of monetary 
policy in debt-sustainability can be investigated in this 
manner.  

The empirical strategy used in our study can be 
combined to form vector autoregression: 

 
 
 
 
 where

                                                          
and         

 
             the                        terms are cointegrating 
vectors, the stationary relationships between non-
stationary variables, or steady-state relationships. 
Importantly E(β’ Xt

Three-stage procedure is followed. First, we 
search for the order of integration of the different time 
series using unit root tests. Generally, a variable is said 
to be integrated of order d, written by I(d), if it turns out 
to be stationary (integrated of order 0, I(0) after 
differencing d times. In this paper, we conduct unit root 
tests using the Augmented Dickey-Fuller(ADF) Dickey 
and Fuller (1979), Phillips-Perron (PP) Phillips-Perron 
(1988) tests and Kwiatkowski, Phillips, Shmidt and Shin 
(1992) (KPSS) tests. We use three tests in order to 
check the robustness of the results. One advantage of 
the PP test over the ADF test is that the former is robust 

to general forms of heteroskedasticity in the error term. 
Akaike information criterion (AIC) isused to select the lag 
length in ADF test, while Newey-West Bartlett kernel is 
used to select the bandwidth for the PP test. These tests 
are carried out by the Logiciel E-Views 6.  

), since these cointegrating vectors 
describe steady state relationships which must be mean 
zero. 

IV. Empirical Results 

In this section we present the evolution of the 
main economic variables during the period of our study 
1999Q1 to 2013Q4 and the unit root test. In order to 
describe the economic cycle of the Euro Area, we use 
the description of data, such as public debt, primary 
balance, nominal interest rate, inflation and output gap. 

 

Figure 2 :  Evolution of the main variables 

Based on the ADF, PP and KPSS unit root tests, 
we find that all tested series are non-stationary in level, 
that is, we cannot reject the null hypothesis of non-
stationarity. However, the stationarity property is 
reached after first differencing the series for rt and pbt 
and after second differencing for dt, and yt

Table 1 :  Results of ADF and PP unit root tests 

. Unit root 
testing is carried out and reported in Table 1, 2 and 3. 
Augmented Dickey-Fuller (ADF) unit root tests are 
carried out using enough lags for each variable to 
ensure that no residual autocorrelation remains. 
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Table 1 : Results of KPSS unit root tests 

 

According to the results of these three tests, we 
can conclude that the following series: Public debt, 
inflation, primary balance, output gap and nominal 
interest rates are non-stationary. The non-stationary 
character of the series used to search for the presence 
of a stationary or more linear combinations of these 
variables. Indeed, the study of the series in first 
difference for the inflation rate and the nominal interest 
rate, and the second difference for the remaining 
variables, ensures the stationary nature of differentiated 
series.  

However, the three tests retain the integration of 
order 1 of the following series: nominal interest rate and 
inflation rate and the integration of order 2 of public 
debt, primary balance and the output gap. This implies 
the existence of cointegration between the various 
variables. 

The cointegration test is used to check the long-
term equilibrium relationship between the variables  dt, 
pbt, rt,, π t and yt

Johansen cointegration results are reported in 
Table 4 and 5 

. The presence of an equilibrium 
relationship among these variables is the most used 
formally tested using statistical procedures, are those of 
Engle and Granger (1987) and Johansen (1988). If the 
presence of cointegration is confirmed between different 
variables, then Engle and Granger (1987) error 
correction specification can be used to test for Granger 
causality and show its direction.  

Table 4 : Trace test results 

 

From Table 4, we see that the three variables 
are cointegrated, where they have a cointegrating 
relationship long term. Therefore, the null hypothesis of 
no cointegration is rejected because the trace test 
indicates two cointegrating equations. Moreover, the 
existence of cointegration relationship justifies the 
adoption of a model error correction Engle and Granger 
(1987).  

We see from Table 5 that the two variables are 
cointegrated, where they have a cointegrating 

relationship long term. Therefore, the null hypothesis of 
no cointegration is rejected because the trace test 
indicates one cointegrating equation. Moreover, the 
existence of cointegration relationship justifies the 
adoption of a model error correction Engle and 
Granger1987.  

Table 5  :  Trace test results 

 

Cointegration between series indicates causality 
relationships confirmed in the long term, but it does not 
give the direction of causality. Therefore, the vector error 
correction model (VECM) is used to examine causality in 
the short term as well as Granger causality in the long 
term. The VECM is a template that models adjustments 
leading to a state of long-term equilibrium. This is a 
model which incorporates the time, the evolution of 
short and long term. Thus, the use of error correction 
model can highlight the common cointegrating 
relationship (common trend) and deducing the 
interactions between variables.  

Results suggest that there is a causal 
relationship from long-term public debt and budget 
deficit to the output gap (the term correction associated 
with the restoring force x error is negative (-0.266766)., 
and is significantly different from zero at 5\% statistical 
level (prob. equal to 0.0347) so there is catching up to 
the equilibrium value ie, a mechanism error correction: 
in the long term the imbalances between 3 variables are 
offset so the series have similar trends.  

Nevertheless, in the short term testing and test 
Wald we find that 'there is not a causal relationship from 
the budget deficit and public debt to output gap (Chi-
square: 0.8686 pro> 0005 therefore we accept the null 
hypothesis). The value of R2 = 0.61% > 0.60% and the 
Prob (F-statistic) 0.000647 <0.005 shows an 
explanatory power of the model. 

Concerning tests of residues, we tested serial 
correlation, so the model does not admit a serial 
correlation. The model errors are heteroscedastic since 
the value of probability is less than 5 % and normality 
test presented in the following figure.  

In contrast, the causal relationship between the 
interest rate and the inflation rate is as follows: at a 
disaggregated level, the results suggest that there is a 
causal relationship from long-term inflation rate of 
interest (the term associated with the restoring force β 
error correction is negative (-0.007716) and is 
significantly different from zero at statistical threshold of 
5 % (Prob= 0.0347). There so much catching up to the 
equilibrium value ie, an error correction mechanism: in 
the long term the imbalances between the interest rate 
and the inflation rate are offset so the series have similar 
trends.  

© 2014   Global Journals Inc.  (US)
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Nevertheless, in the short term, testing the Wald 
test we see that there is a causal relationship from the 
inflation rate to the interest rate (Chi-square: pro 0.0097 
<0.005 so we do not accept hypothesis null). The value 
of R2 = 53% is less than 60% and the Prob (F-statistic) 
0.000032 < 0.005 shows an average explanatory power 
of the model. 

Concerning tests of residues, we tested serial 
correlation (we have: Prob Chi-Square (2) = 0.7315 is 
greater than 0.005. So the model does not admit a serial 
correlation. The model errors are heteroscedastic since 
the value of probability is less than 5 % (prob. Chi-
Square 0.0313 we reject the null hypothesis) and 
normality test presented in the following figure.  

Indeed, Granger (1969) introduced the concept 
of non-causality, which aims to make the optimal 
forecast made at the variables. The causality test's 
objective is to evaluate the temporal order and the ability 
to forecast variables. Thus, it allows to formalize 
statistically economic relations between the variables of 
monetary and fiscal policies for obvious reasons of 
economic policy but also to study the variables that are 
likely to predict the evolution of variables monetary and 
fiscal policies and inflation. The causation analysis will 
highlight the interactions between the variables of 
monetary and fiscal policies. Thus, it can also have 
"information on the temporal relations between 
variables.  

The relationship between debt and instruments 
of monetary policy will be analyzed from the causality 
test Granger (1969). This test is to study the relationship 
between debt and the different variables of fiscal policy. 
If the coefficients values of debt are significant, then the 
primary balance and the output gap is a "cause" of the 
debt.  

Table 6 :  Granger Causality Test 

 

Table 6 shows the one hand, a bi-directional 
causality between pairs of variables (debt and deficit) 
(the output gap and the budget deficit), (debt and the 
output gap). On the other hand, a uni-directional 
causality between the couple (the output gap and the 
budget deficit).  

Table 7 : Granger Causality Test 

 

The Table 7 above shows a bi-directional 
causality between pairs of variables (the interest rate 

and inflation rate). The presence of bi-directional 
causality denotes variables that influence each other in 
terms of forecasting ability. On the other hand, a 
unidirectional causality between the pair of variables 
(inflation causes interest rates Granger).  

V. Conclusions 

The stabilization of expectations through 
monetary policy can only be successful if public 
finances do not give rise to destabilizing expectations; 
the pursuit of price stability could lead to very high 
interest rates or a large loss of international reserves if 
the markets called policy credibility into question owing 
to an unfavorable perception of the fiscal stance. At the 
same time, the less credible monetary policy is, the 
larger the burden on fiscal policy, since interest rates 
would tend to be higher than otherwise.  

Policy coordination needs to be undertaken at 
two different levels. First, there is a need to address the 
constraints that arise in the short term regarding the 
operating procedures of monetary and fiscal policies. 
Second, policy coordination also has to deal with the 
long-term macroeconomic effects that could arise from 
an unbalanced policy mix.  

Based on our model, we find that, at the 
aggregate level, there is evidence of unidirectional 
causality between pairs of variables (budget deficit 
cause public debt) (output gap cause t budget deficit) 
(output gap cause public debt ). It is observed that the 
public debt has a direct impact on the budget deficit, 
and it is observed that the budget deficit and public 
debt have a direct impact on the output gap. Also, we 
find a unidirectional causality between the pair of 
variables (inflation causes interest rates Granger) 
indeed, we note that the interest rate has a direct impact 
on the rate inflation. At the disaggregated level, the 
results suggest that there is a causal relationship to 
long-term public debt from dt and the budget deficit bt 
to yt as a causal relationship from long-term rate of 
inflation in interest rates. So there is a catch to the 
equilibrium value, an error correction mechanism: long-
term imbalances between different variables are offset 
so that the series have similar trends. 

Nevertheless, in the short term, we see that 
there is no causal relationship from the budget deficit 
and public debt to output gap; however, we see that 
there is a causal relationship ranging from inflation to 
interest rates.  

We conclud that monetary policy has minimal 
impact on output via the output gap; nonetheless, this 
ought to be somewhat expected since economic theory 
implies that neither monetary nor fiscal policy ought to 
be able to permanently impact economic growth. The 
fiscal policy rule has a counter-cyclical output gap term, 
and a debt correction term. There appears to be a 
negative impact of fiscal proigacy long-term in terms of 
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lower than potential economic growth, but in the short-
term fiscal policy does appear able to inuence output 
relative to potential. This conclusion would appear 
relevant for the debate on the efficacy of fiscal stimuli; 
they are effective in the short term, but in the longer term 
should be phased out, rather akin to the traditional 
textbook exposition of fiscal policy. Our results show 
that there is no strong interaction between monetary 
policy and fiscal policy in the euro zone. Without efficient 
policy coordination, financial instability could ensure, 
leading to high interest rates, exchange rate pressures, 
rapid inflation, and an adverse impact on economic 
growth.  

Efficient coordination of monetary and fiscal 
policies will only be possible if account is taken of the 
need for policy sustainability and credibility. Both the 
overall policy framework as well as each policy area 
considered individually must be set on a sustainable 
course and be credible. To burden one policy area 
excessively as a result of a weak stance in the other 
policy area will sooner or later doom the achievement of 
the objectives of macroeconomic policy.  

References Références Referencias 

 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

  
 

 
 

 
 

 
 

 

© 2014   Global Journals Inc.  (US)

41

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
IV

 I
ss
ue

 V
III

 V
er

sio
n 

I
Ye

ar
  

 (
)

20
14

B

Policy Mix and Economic Performance in Euro Area

1. Aarle, B. v., Bovenberg, A., and Raith, M. Money, 
fiscal defecits and government debt in a monetary 
union. Tech. rep., 1996. 

2. Arby, M. F., and Hanif, M. N. Monetary and fiscal 
policies coordination pakistan’s experience. Tech. 
rep., 2010. 

3. Balfoussia, H., and Gibson, H. Inflation and nominal 
uncertainty : the case of greece. Economic Bulletin, 
33 ,May 2010, 63–78. 

4. Balino, T. J. Central bank independence and 
coordination of monetary policy and public debt 
management. in andr´e lara resende, policies for 
growth, The Latin Americain Experience, 
International Monetary Fund, 1995. 

5. Bank, A. Effects of discretionary fiscal policy : new 
empirical evidence for germany. Diskussionspapiere 
der Wirtschaftswissenschaftlichen Fakult¨at der 
Universit¨at Hannover dp-470, Universit¨at 
Hannover, Wirtschaftswissenschaftliche Fakult¨at, 
Mar. 2011.

6. Bank, W. World Developement Report 1989, 
Wachingtom D.C. june 1989. 

7. Barro, R. J., and Gordon, D. B. A positive theory of 
monetary policy in a natural-rate model. NBER 
Working Papers 0807, National Bureau of Economic 
Research, Inc, Nov. 1983. 

8. Belke, A., and Dreger, C. Ramifications of debt 
restructuring on the euro area : The example of 
large european economies’ exposure to greece. 
Tech. rep., 2011. 

9. Bernanke, B. S., and Gertler, M. Inside the black 
box: The credit channel of monetary policy 

transmission. NBERWorking Papers 5146, National 
Bureau of Economic Research, Inc, June 1995. 

10. Bunea-Bontas, C. A., and Petre, M. C. Fiscal policy 
during the current crisis. MPRA Paper 18676, 
University Library of Munich, Germany, Nov. 2009. 

11. Burriel, P., Fernandez-Villaverde, J., and Rubio-
Ramirez, J. F. Medea : A dsge model for the 
spanish economy. PIER Working Paper Archive 09-
017, Penn Institute for Economic Research, 
Department of Economics, University of 
Pennsylvania, May 2009. 

12. Castello Branco, M., Dattels, P., McCarthy, I. S., 
Sundara- rajan, V., and Blommestein, H. J. The 
coordination of domestic public debt and monetary 
management in economies in transition–issues and 
lessons from experience. IMF Working Papers 
94/148, International Monetary Fund, Dec. 1994. 

13. Canzoneri, M., Cumby, R., and Diba, B. The 
interaction between monetary and fiscal policy. In 
Handbook of Monetary Economics, B. M. Friedman 
and M. Woodford, Eds., vol. 3 of Handbook of 
Monetary Economics. Elsevier, October 2010, ch. 
17, pp. 935–999. 

14. Cebi, C. The interaction between monetary and 
fiscal policies in turkey : An estimated new 
keynesian dsge model. Tech. rep., 2011. 

15. Christodoulakis, N. Crisis, threats and ways out for 
the greek economy. Cyprus Economic Policy 
Review 4, 1 (June 2010), 89–96. 

16. Corsetti, G., and Roubini, N. Fiscal deficits, public 
debt and government solvency : Evidence from 
oecd countries. NBER Working Papers 3658, 
National Bureau of Economic Research, Inc, Mar. 
1991. 

17. Dahan, M. The fiscal effects of monetary policy. IMF 
Working Papers 98/66, International Monetary Fund, 
May 1998. 

18. Davig, T., Leeper, E. M., and Chung, H. Monetary 
and fiscal policy switching. Tech. rep., 2005.

19. Dixit, A. Games of monetary and fiscal interactions 
in the emu. European Economic Review 45, 4-6 
(May 2001), 589–613. 

20. Feldstein, M. The role for discretionary fiscal policy 
in a low interest rate environment. NBER Working 
Papers 9203, National Bureau of Economic 
Research, Inc, Sept. 2002. 

21. Fern_andez-Villaverde, J. The econometrics of dsge 
models. CEPR Discussion Papers 7157, C.E.P.R. 
Discussion Papers, Feb. 2009. 

22. Fragetta, M., and Kirsanova, T. Strategic monetary 
and fiscal policy interactions : An empirical 
investigation. European Economic Review 54, 7, 
October 2010, 855–879. 

23. Friedman, M. The role of monetary policy. The 
American Economic Review 58, 1 (March 1968), 1–
17. 



 

 
 

 
 

 
 

 
 

 
 

 
 

 

 

 
  

 
 

 
 

 
 

 
 

 
 

 
  

 
  
 

 
 

 

 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 

42

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
IV

 I
ss
ue

 V
III

 V
er

sio
n 

I
Ye

ar
  

 (
)

20
14

© 2014   Global Journals Inc.  (US)1

B
Policy Mix and Economic Performance in Euro Area

24. Ger_A_l, A. Political economy of public deficit : 
Perspectives for constitutional reform. Tech. rep., 
2005. 

25. Goodfriend, M. How the world achieved consensus 
on monetary policy. NBER Working Papers 13580, 
National Bureau of Economic Research, Inc, Nov. 
2007. 

26. Goodfriend, M., and King, R. G. The new 
neoclassical synthesis and the role of monetary 
policy. Tech. rep., 1998. 

27. Goodfriend, M., and McCallum, B. T. Banking and 
interest rates in monetary policy analysis : A 
quantitative exploration. NBER Working Papers 
13207, National Bureau of Economic Research, Inc, 
June 2007. 

28. Hallett, A. H., Libich, J., and Stehl__k, P. Welfare 
improving coordination of fiscal and monetary 
policy. AUCO Czech Economic Review 5, 1, March 
2011, 007–026. 

29. Hasko, H. Some unpleasant fiscal arithmetic : the 
role of monetary and fiscal policy in public debt 
dynamics since the 1970s. Research Discussion 
Papers 28/2007, Bank of Finland, Dec. 2007. 

30. Hilbers, P. Interraction of monetary and fiscal 
policies : why central bankers worry about 
government budgets. IMF seminar on current 
Development in Monetary and Financial Law.
Washington Chapter 8, IMF European Department, 
2005. 

31. Kydland, F. E., and Prescott, E. C. Rules rather than
discretion : The inconsistency of optimal plans. 
Journal of Political Economy 85, 3 (June 1977), 
473–91. 

32. Leeper, E. M. The dynamics of interest rate and tax 
rules in a stochastic model. Tech. rep., 1990. 

33. Leeper, E. M. Equilibria under ’active’ and ’passive’ 
monetary and fiscal policies. Journal of Monetary 
Economics 27, 1 (February 1991), 129–147.

34. Leeper, E. M., and Sims, C. A. Toward a modern 
macroeconomic model usable for policy analysis. 
NBER Working Papers 4761, National Bureau of 
Economic Research, Inc, June 1994. 

35. Moutos, T., and Tsitsikas, C. Whither public interest: 
The case of greece’s public finances. Tech. rep., 
2010. 

36. Nechio, F. The greek crisis : Argentina revisited ? 
FRBSF Economic Letter, Nov 1 (2010). 

37. Nelson, E. Friedman and taylor on monetary policy 
rules: a comparison. Review, Mar (2008), 95–116. 

38. OECD. Government at a Glance. 2009. 
39. Orphanides, A., and van Norden, S. The unreliability 

of output-gap estimates in real time. The Review of 
Economics and Statistics 84, 4 (07 2002), 569–583. 

40. Pereira., Leite, S. Coordinating public debt and 
monetary management during financial reforms. 
IMF Working Papers 92/84, International Monetary 
Fund, 1992. 

41. Rapanoss, V. T., and Kaplanoglou, G. Independent 
fiscal councils and their possible role in greece. 
Economic Bulletin, 33 (May 2010), 7–20. 

42. Reade, J. Modelling monetary and fiscal policy in 
the us : A cointegration approach. Discussion 
Papers 11-02, Department of Economics, University 
of Birmingham, Jan. 2011. 

43. Resende, C. D., and Rebei, N. The welfare 
implications of fiscal dominance. Tech. rep., 2008. 

44. Sargent, T. J., and Wallace, N. Some unpleasant 
monetarist arithmetic. Quarterly Review, Fall (1981). 

45. Sims, C. A. A simple model for study of the 
determination of the price level and the interaction 
of monetary and fiscal policy. Economic Theory 4, 3 
(1994), 381–99. 

46. Sims, C. A. Econometric implications of the 
government budget constraint. Journal of 
Econometrics 83, 1-2 (1998), 9–19. 

47. Sims, C. A. Monetary policy models. Brookings 
Papers on Economic Activity 38, 2 (2007), 75–90. 

48. Sims, C. A. Improving monetary policy models. 
Journal of Economic Dynamics and Control 32, 8 
(August 2008), 2460–2475. 

49. Smets, F., and Sahuc, J.-G. Differences in interest 
rate policy at the ecb and the fed : An investigation 
with a medium-scale dsge model. Tech. rep., 2007.

50. Smets, F., and Wouters, R. An estimated dynamic 
stochastic general equilibrium model of the euro 
area. Working Paper Research 35, National Bank of 
Belgium, Oct. 2002. 

51. Smets, F., and Wouters, R. An estimated dynamic 
stochastic general equilibrium model of the euro 
area. Journal of the European Economic 
Association 1, 5 (09 2003), 1123–1175. 

52. Smets, F., and Wouters, R. Bayesian new 
neoclassical synthesis (nns) models : Modern tools 
for central banks. Journal of the European 
Economic Association 3, 2-3 (04/05 2005), 422–433. 

53. Svensson, L. E., Houg, K., Solheim, H. O., and 
Steigum, E. An independent review of monetary 
policy and institutions in norway. Working Papers 
120, Princeton University, Department of 
Economics, Center for Economic Policy Studies., 
Sept. 2002. 

54. Svensson, L. E. O. Inflation targeting : Some 
extensions. Scandinavian Journal of Economics 
101, 3 (September 1999), 337–61. 

55. Tabellini, G. Money, debt and deficits in a dynamic 
game. Journal of Economic Dynamics and Control 
10, 4 (December 1986), 427–442. 

56. Tanzi, V. The role of the state and public finance in 
the next generation. OECD Journal on Budgeting 8, 
Vol 2, NO.6, 2008. 

57. Taylor, J. The robustness and efficiency of monetary 
policy rules as guidelines for interest rate setting by 
european central bank. Tech. rep., 1998. 



 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
  

 
 

 
 

 
 

 
 

 
 

 

© 2014   Global Journals Inc.  (US)

43

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
IV

 I
ss
ue

 V
III

 V
er

sio
n 

I
Ye

ar
  

 (
)

20
14

B

Policy Mix and Economic Performance in Euro Area

58. Taylor, J. B. Discretion versus policy rules in 
practice. Carnegie-Rochester Conference Series on 
Public Policy 39, December 1993, 195–214.

59. Taylor, J. B. Monetary policy implications of greater 
fiscal discipline. Pro- ceedings, 1995, 151–170. 

60. Tirelli, P., Muscatelli, V. A., and Trecroci, C. The 
interaction of fiscal and monetary policies : some 
evidence using structural econometric models’. 
Money Macro and Finance (MMF) Research Group 
Conference 2003 103, Money Macro and Finance 
Research Group, Sept. 2004. 

61. Togo, E. Coordinating public debt management with 
fiscal and monetary policies : an analytical 
framework. Policy Research Working Paper Series 
4369, The World Bank, Sept. 2007. 

62. Traum, N., and Yang, S.-C. S. Monetary and fiscal 
policy interactions in the post-war u.s. European 
Economic Review 55, January 2011, 140–164. 

63. Weill, D. N. Fiscal policy. The concise encyclopedia 
of economics, Library of Economics and Liberty, 
2008. 

64. Woodford, M. Monetary policy and price level 
determinacy in a cash-inadvance economy. 
Economic Theory 4, 3 (1994), 345–80. 

65. Woodford, M. Price level determinacy without 
control of a monetary aggregate. NBER Working 
Papers 5204, National Bureau of Economic 
Research, Inc, Aug. 1995. 

66. Woodford, M. Interest and Prices : Foundations of a 
Theory of Monetary Policy. 2003. 

67. Woodford, M. Optimal interest-rate smoothing. 
Review of Economic Studies 70, 4 (October 2003), 
861–886. 

68. Woodford, M. Convergence in macroeconomics : 
Elements of the new synthesis. American Economic 
Journal : Macroeconomics 1, January 2009, 267–79. 

69. Wren-Lewis, S. Comparing the delegation of 
monetary and fiscal policy. Tech. rep., 2011. 

70. Yeyati, E. L., and Sturzenegger, F. the effect of 
monetary and exchange rate policies (on 
development). Tech. rep., 2009.



 
 

 
 

 

 
 
 
 
 
 
 
 
 
 

This page is intentionally left blank 

44

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
IV

 I
ss
ue

 V
III

 V
er

sio
n 

I
Ye

ar
  

 (
)

20
14

© 2014   Global Journals Inc.  (US)1

B
Policy Mix and Economic Performance in Euro Area


	Policy Mix and Economic Performance in Euro Area
	Author
	Keywords
	I. Introduction
	II. Empirical and Literature Review
	III. Methodology and Data
	IV. Empirical Results
	V. Conclusions
	References Références Referencias

