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                    Abstract
We consider a dynamic game model of a two-country monetary union. Governments (fiscal policies) pursue national goals while the common central bank’s monetary policy aims at union-wide objectives. For a symmetric demand shock, we derive numerical solutions of the dynamic game between the governments and the central bank. We consider conflicting (non-cooperative Nash equilibrium) and coordinated policy-making (cooperative Pareto solutions). We show that there is a trade-off between the deviations of instruments and targets from desired paths; the volatility of output and inflation increases when private agents react more strongly to changes in actual inflation.



                    
    


                    
                        
                            
                                
                                    
                                        
                                    
                                    
                                        This is a preview of subscription content, log in via an institution
                                    
                                    
                                        
                                     to check access.
                                

                            

                        

                        
                            
                                
                                    Access this article

                                    
                                        
                                            
                                                
                                                    Log in via an institution
                                                    
                                                        
                                                    
                                                
                                            

                                        
                                    
                                    
                                        
 
 
  
   
    
     
     
      Buy article PDF USD 39.95
     

    

    Price excludes VAT (USA)

     Tax calculation will be finalised during checkout.

    Instant access to the full article PDF.

   

  

  
 

 
  
   
    Rent this article via DeepDyve
     
      
     

   

  

  
 


                                    

                                    
                                        Institutional subscriptions
                                            
                                                
                                            
                                        

                                    

                                

                            
                        

                        
                            Fig. 1[image: ]


Fig. 2[image: ]


Fig. 3[image: ]


Fig. 4[image: ]


Fig. 5[image: ]


Fig. 6[image: ]


Fig. 7[image: ]


Fig. 8[image: ]


Fig. 9[image: ]


Fig. 10[image: ]


Fig. 11[image: ]


Fig. 12[image: ]



                        

                    

                    
                        
                    


                    
                        
                            
                                
        
            
                Similar content being viewed by others

                
                    
                        
                            
                                
                                    [image: ]

                                
                                
                                    
                                        Fiscal and Monetary Policies in a Monetary Union: Conflict or Cooperation?
                                        
                                    

                                    
                                        Chapter
                                        
                                         © 2016
                                    

                                

                                
                            
                        

                    
                        
                            
                                
                                    [image: ]

                                
                                
                                    
                                        Together We Are Strong—Divided Still Stronger? Strategic Aspects of a Fiscal Union
                                        
                                    

                                    
                                        Chapter
                                        
                                         © 2017
                                    

                                

                                
                            
                        

                    
                        
                            
                                
                                    [image: ]

                                
                                
                                    
                                        Strategic Macroeconomic Policies in a Monetary Union
                                        
                                    

                                    
                                        Chapter
                                        
                                         © 2016
                                    

                                

                                
                            
                        

                    
                

            
        
            
        
    
                            
                        
                    

                    

                    

                    References
	Başar, T., & Olsder, G. J. (1999). Dynamic noncooperative game theory (2nd ed.). Philadelphia: SIAM.

                    Google Scholar 
                

	Behrens, D. A. & Neck, R. (2006). Approximating solutions for multi-decision-maker tracking problems. Working Paper, Klagenfurt: Klagenfurt University.

	Dockner, E., et al. (2000). Differential games in economics and management science. Cambridge: Cambridge University Press.

                    Google Scholar 
                

	Haber, G., Neck, R., & McKibbin, W. J. (2002). Global implications of monetary and fiscal policy rules in the EMU. Open Economies Review, 13(4), 363–379.
Article 
    
                    Google Scholar 
                

	Hughes Hallett, A., & Petit, M. L. (1990). Cohabitation or forced marriage? A study of the costs of failing to coordinate fiscal and monetary policies. Weltwirtschaftliches Archiv, 126(4), 662–690.
Article 
    
                    Google Scholar 
                

	Miller, M., & Salmon, M. (1985). Policy coordination and dynamic games. In W. H. Buiter & R. C. Marston (Eds.), International economic policy coordination (pp. 184–213). Cambridge: Cambridge University Press.

                    Google Scholar 
                

	Petit, M. L. (1990). Control theory and dynamic games in economic policy analysis. Cambridge: Cambridge University Press.

                    Google Scholar 
                

	van Aarle, B., Di Bartolomeo, G., Engwerda, J., & Plasmans, J. (2002). Monetary and fiscal policy design in the EMU: an overview. Open Economies Review, 13(4), 321–340.
Article 
    
                    Google Scholar 
                


Download references




Author information
Authors and Affiliations
	Department of Economics, University of Klagenfurt, Universitaetsstrasse 65-67, 9020, Klagenfurt, Austria
Reinhard Neck & Doris A. Behrens


Authors	Reinhard NeckView author publications
You can also search for this author in
                        PubMed Google Scholar



	Doris A. BehrensView author publications
You can also search for this author in
                        PubMed Google Scholar





Corresponding author
Correspondence to
                Reinhard Neck.


Rights and permissions
Reprints and permissions


About this article
Cite this article
Neck, R., Behrens, D.A. A Macroeconomic Policy Game for a Monetary Union with Adaptive Expectations.
                    Atl Econ J 37, 335–349 (2009). https://doi.org/10.1007/s11293-009-9186-6
Download citation
	Received: 02 February 2009

	Accepted: 23 July 2009

	Published: 19 August 2009

	Issue Date: December 2009

	DOI: https://doi.org/10.1007/s11293-009-9186-6


Share this article
Anyone you share the following link with will be able to read this content:
Get shareable linkSorry, a shareable link is not currently available for this article.


Copy to clipboard

                            Provided by the Springer Nature SharedIt content-sharing initiative
                        


Keywords
	Dynamic game
	Nash equilibrium
	Pareto solution
	Macroeconomics
	Fiscal policy
	Monetary policy
	Monetary union

JEL
	E63
	E61
	F42
	C73








                    
                

            

            
                
                    

                    
                        
                            
    

                        

                    

                    
                        
                    


                    
                        
                            
                                
                            

                            
                                
                                    
                                        Access this article


                                        
                                            
                                                
                                                    
                                                        Log in via an institution
                                                        
                                                            
                                                        
                                                    
                                                

                                            
                                        

                                        
                                            
 
 
  
   
    
     
     
      Buy article PDF USD 39.95
     

    

    Price excludes VAT (USA)

     Tax calculation will be finalised during checkout.

    Instant access to the full article PDF.

   

  

  
 

 
  
   
    Rent this article via DeepDyve
     
      
     

   

  

  
 


                                        

                                        
                                            Institutional subscriptions
                                                
                                                    
                                                
                                            

                                        

                                    

                                
                            

                            
                                
    
        Advertisement

        
        

    






                            

                            

                            

                        

                    

                
            

        

    
    
    


    
        
            Search

            
                
                    
                        Search by keyword or author
                        
                            
                            
                                
                                    
                                
                                Search
                            
                        

                    

                
            

        

    



    
        Navigation

        	
                    
                        Find a journal
                    
                
	
                    
                        Publish with us
                    
                
	
                    
                        Track your research
                    
                


    


    
	
		
			
			
	
		
			
			
				Discover content

					Journals A-Z
	Books A-Z


			

			
			
				Publish with us

					Publish your research
	Open access publishing


			

			
			
				Products and services

					Our products
	Librarians
	Societies
	Partners and advertisers


			

			
			
				Our imprints

					Springer
	Nature Portfolio
	BMC
	Palgrave Macmillan
	Apress


			

			
		

	



		
		
		
	
		
				
						
						
							Your privacy choices/Manage cookies
						
					
	
						
							Your US state privacy rights
						
						
					
	
						
							Accessibility statement
						
						
					
	
						
							Terms and conditions
						
						
					
	
						
							Privacy policy
						
						
					
	
						
							Help and support
						
						
					


		
	
	
		
			
				
					
					34.200.242.204
				

				Not affiliated

			

		
	
	
		
			[image: Springer Nature]
		
	
	© 2024 Springer Nature




	






    