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Abstract:

This paper attempts to investigate the degree of macroeconomic autonomy among the 12 original
members of the eurozone. We develop a new measure of macroeconomic independence based on
the concept of the desired policy interest rate each country would have chosen if it had retained its
own currency and independent monetary policy. If it is detached from the centrally imposed policy
rate and the two behave differently, we take it as an indication that the country should be
constrained by the common central bank and has low degree of macroeconomic independence
(MAL).

We find that the original twelve members have indeed enjoyed varying degrees of MAI. Austria,
France, Germany, Italy, and Luxembourg retain highest degree of MAI while Ireland, Greece, and
Spain seem to have suffered from the lowest degree of MAI. The newly proposed MAI performs well
as an OCA index, if not better than existing indices. On the one hand, so called the “core” countries
show up as those that have maintained high MAI. On the one hand, the “periphery” countries have
retained low MAI in the currency union.
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