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External Monetary Shocks and Monetary Integration: Evidence from the Bulgarian Currency
Board

by Alexandru Minea, Christophe Rault

(June 2011)

published in: Economic Modelling, 2011, 28 (5), 2271-2281

Abstract:

Starting July the 1st 1997, Bulgaria adopted a Currency Board (CB) monetary system. This paper aims
at investigating if the adoption of the CB monetary system, which involves the cost of loosing monetary
autonomy, has provided a relatively better (with respect to other CEEC) monetary integration of
Bulgaria with the European Monetary Union (EMU). Since Bulgarian monetary variables are
endogenous under a CB, we focus on the ECB and FED interest rates as the main sources on
monetary volatility. First, we find that ECB shocks are more rapidly absorbed and have less significant
impact of domestic variables, with respect to other external monetary shocks (FED rate changes).
Second, the responses of Bulgarian variables following changes in the ECB interest rate present lower
persistence and significance, with respect to what the previous literature emphasized for other CEEC
with monetary autonomy. This latter result still holds when accounting for different sources of cross-
country heterogeneity outlined in the literature, thus supporting that the adoption of the CB may have
worked as a rather good device in terms of integration of Bulgaria into the EMU.

Text: See Discussion Paper No. 5797 'ﬁ
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