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Abstract

KAPOUNEK, S., LACINA, L.: Taylor rule and EMU — Monetary Policy Determination and ECB’s
Preferences. Acta univ. agric. et silvic. Mendel. Brun., 2006, LIV, No. 6, pp. 85-96

The aim of the article is to evaluate the preferences of the ECB in monetary policy and to compare them
with preferences of the central banks of new EU member countries from Central and Eastern Europe.
The ECB’s responsibility for the primary objective (price stability) often contrasts with the requirement
for economic growth stabilization policy from the national governments.

There are doubts if the current members of Eurozone constitute an optimum currency area (the Eurozo-
ne 12 is recently the combination of rapidly growing and slow-growing - low inflationary countries).
The differences between the countries will even expand during the European monetary union enlarge-
ment by new EU member countries. Consequently the probability of asymmetric shocks will increase.
The main question is the ability of ECB to fulfill the needs of all EMU member countries in terms of
optimal monetary policy. In the first part the authors analyze differences between the preferences of the
ECB and national authorities (governments). The negative experiences of Ireland, Italy and other EMU
members with current status quo help us to understand fear of future member countries from possible
impact of common monetary policy on their national economies.

The second part of the paper deals with interest rates determination by ECB and compares it with
expectations (requirements) from EMU member and EMU candidate countries. The main contributi-
on of the article may be seen in central bank’s preferences analyses — the preferences are defined as the
parameters in Taylor rule (the weights given by ECB and national authorities to the price stability and
economic growth stimulation).

The hypothesis is defined as following: are the preferences of ECB in line with the preferences of nati-
onal central banks of EMU candidate countries?

The empirical analysis is based on the Taylor rule decomposition. The hypothesis is tested by regressi-
on analysis. Time series regression model uses relations between the inflation target, potential output,
current macroeconomic situation on the one side and current monetary policy strategy, represented by
interest rates, on the other side.

A range of empirical studies refers to differences between the desired interest rates of member and futu-
re member countries of EMU. The level of desired interest rates changes continuously according to the
current economic situation of individual national economies. The differences are given by dissimilariti-
es in financial systems, transmission mechanisms, and historical context of monetary arrangements. The
authors suppose that the national authorities” and central banks” preferences are constant in the short
time or identical before and after enlargement. The main idea of the article is that the traditional appro-
ach, which compares desired interest rates by national central banks, is irrelevant before full member-
ship in EMU. The center of the problem is the mutual agreement on preferences of common monetary

1 Itis revised version of the paper, which was presented on 61st International Atlantic Economic Conference, Berlin, /Ger-
many/, 15.—-19. March 2006.
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policy. The answer to the question: how to evaluate real impact of common monetary policy on real eco-
nomy of EMU candidate countries after their entrance to Eurozone, is expected result of the article.

Taylor rule, ECB, monetary integration, inflation targeting, interest rate determination

European central bank (ECB) has defined its pri-
mary aim in the Maastricht Treaty in the form of
maintaining the price stability.> Reaching the secon-
dary objectives, particularly the stabilization of busi-
ness cycle and unemployment, cannot threaten the
primary objective at the same time. The possibility
of credibility loss in case of not fulfilling the primary
objective presses the ECB to the role of conservative
central bank, which in all circumstances follows the
policy of price stability. The maintenance of price sta-
bility to the expense of employment and growth how-
ever starkly contrasts with preferences of the natio-
nal authorities of the Eurozone member countries and
society as a whole. Inhabitants of the EMU member
countries rather accept the arguments for keeping
inflation under control, but their preferences are not
concentrated on the price stability only. They are much
more sensitive to the problem of unemployment. The
elected political representatives thus increase the poli-
tical pressure on the ECB and its independence, given
by Maastricht Treaty, can be in consequence threate-
ned in the process (De Grauwe, 2005, pp. 168—176).

A marked difference in preferences can be expected
in candidate countries for the EMU membership. It is
supposable that thank to their effort to receive a cer-
tain level of real convergence these states will show
higher growth, accompanied by higher inflation. Their
monetary policy is fully in accord and in balance wi-
th their macroeconomic situation. Their recent interest
rate does not differ much from the rates in Eurozone.
The source of asymmetry may be found in different
perception of real situation in national economies
from the viewpoint of the reaction of ECB monetary
policy and of individual national central banks of can-
didate states in respect to the economic growth and
inflation gap. The authors assume, that the preferen-
ces of central banks of individual candidate count-
ries as the Czech Republic, Estonia, Cyprus, Latvia,
Lithuania, Hungary, Malta, Poland, Slovenia a Slova-

kia, should not differ from the ECB preferences. The
potential differences could lead to significant increase
in frequency of critics and presses on ECB compared
to current status quo, because the common monetary
policy would not reflect the preferences of these sta-
tes.

The theoretical interpretation of different effect

of ECB preferences and the Eurozone inhabitants
depicted De Grauwe (2004) via Barro-Gordon model.
The practical quantification is provided by monetary
instrument rules. The relation between the central
bank monetary policy, represented by the reference
interest rate level, inflation and growth was defined
in 1993 by the Stanford University economist, John
Taylor (1993):
i =r*+n"+a(n—n")+bx, )
where i represents desired value for the central bank’s
policy instrument, r* is equilibrium long-term real
interest rate, n' the constant level of central bank infla-
tion target, m, actual inflation (measured by the GDP
deflator) and x, production gap. The parameters a, b
represent the weights (preferences), which is by cent-
ral bank attributed to the economic objectives (growth
and price stability). So they represent its preferences
in the choice between the growth stimulation on the
one hand and inflation reduction on the other hand.

Taylor rule is an elegant tool for the central banks
behavior description, coming out from reactions to
inflation and the growth deviations from its desired,
target levels. Central bank raises the interest rates
over the equilibrium level in case, if the inflation
grows over its inflation target (or in case of the cyc-
lic growth, if the inflation growth exceeds the trend).
The weights (parameters a, b) inflation and growth
gap specify the type of central bank. If b =0, it can be
spoken about very conservative central bank, which
follows only the inflation target, not the economic
growth. Begg, D. et al. (2002) analyzed the parame-
ters, the weights given to inflation and growth gap by

2 ,, The primary objective of the ESCB shall be to maintain price stability. Without prejudice to the objective of price stabi-
lity, the ESCB shall support the general economic policies in the Community with a view to contributing to the achieve-
ment of the objectives of the Community as laid down in article 2 (The Treaty, Article 105). Article 2 describes seconda-
ry objectives as ,, harmonious, balanced and sustainable development of economic activities, a high level of employment
and of social protection, equality between men and women, sustainable and non-inflationary growth, a high degree of
competitiveness and convergence of economic performance, a high level of protection and improvement of the quality of
the environment, the raising of the standard of living and quality of life, and economic and social cohesion and solidarity

among Member States.
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ECB in amount a = 2,0 a b = 0,8.3 According to these
data the ECB can be characterized as a bank, which
concentrates both on the inflation and on the econo-
mic growth, however preferring the inflation target.

The aim of this article is to make an empirical ana-
lysis of ECB preferences and central banks of candi-
date countries for EMU membership. The preferen-
ces are defined as the parameters in Taylor rule (the
weights given by ECB and national authorities to the
price stability and economic growth stimulation). The
hypothesis is defined as following: are the preferences
of ECB in line with the preferences of national central
banks of EMU candidate countries?

MATERIAL AND METHODS

The robustness of empirical derivation of the
Taylor’s rule is directly dependent on the choice of
suitable preliminary data and their adjustments. Con-
sidering the equilibrium between the reference inte-
rest rates of the central banks and the macroeconomic
development of economy just in actual time ¢ doesn’t
correspond to real conditions. The reference interest
rates level can show the gap towards basic macroeco-
nomic variables. The reason is not only the reaction
ability of central bank, but also the accessibility of
the data published by statistical offices. Walsh (2003)
interprets the lag as the inertial behavior that would
arise under an optimal pre-commitment policy. “/t
has also been interpreted to mean that central banks
adjust gradually toward a desired interest-rate level.
For example, suppose that i*, is the central bank’s
desired value for its policy instrument. Suppose, how-
ever, that it wants to avoid large changes in interest
rates. Such an interest-smoothing objective might
arise from a desire for financial market stability. If the
central bank adjusts i, gradually toward i*, then the
behavior of i, may be captured by a partial adjustment
model of the form:
i=i  +0G*—i )=(1-0)i  +0i*. 2)

The estimated coefficient on i, , provides an esti-
mates of 1 — 6. Values close to 1 imply that 0 is small;
each period the central bank closes only a small frac-
tion of the gap between its policy rate and its desired
value.” (Walsh, 2003, pp. 547). Thus if there was con-
sidered in the analysis the reference interest rates of
central banks, there would have been used the time

series smoothing by including a lagged interest rate
term (Rudebusch, 2002).

The next potential lag can be identified between
the increase/decrease of monetary base and inflation.
, The lag between money aggregates and inflation
was in EU member states before the eurozone forma-
tion estimated for 6 to 9 months. “ (Jilek, J., 2004, pp.
422, translated by the author).

The authors suppose that the robustness of the ana-
lysis would be increased, if the central bank refe-
rence rate will be replaced by short-term interest rate
of the interbank market.* The lag between monetary
policy and its impact on the financial sector thus will
be excluded and the analysis will use the market inte-
rest rate, which is reflecting better the actual econo-
mic situation.

The next problem arises by setting the equilibrium
long-term real interest rate. Taylor (1993) has esti-
mated its level on the fixed level 2% in the condi-
tions of the USA economy. The conditions not only
in the Eurozone, but particularly in candidate states
vary from the conditions of the US economy. As we
already mentioned the process of real convergence of
candidate countries is accompanied by higher growth
and inflation. That’s why we replaced in the original
relation (1) the variable r*, the equilibrium long-term
real interest rate by the long-term risk-free interest
rate. In the regression model is the risk-free interest
rate replaced with the constant:
I, =c+a(r,—n")+ bx, 3)

where i, represents short-term interbank interest
rate. In the analyzed observed period inflation targets
were changed by individual central banks not only
considering their levels, but also considering their
own form and interpretation.’ That is why the authors
for the reason of comparability of the results in this
article chose the constant inflation target level in form
of HICP year-to-year growth amounting to 2% (Tay-
lor, 1993). 2% inflation target is fully consistent with
the ECB primary objective (ECB, 2002) and also with
Maastricht criterions of the price stability for the inte-
gration of candidate countries in EMU. The problems
of using the constant inflation target and constant
equilibrium real rate from a view of various authors
and empirical studies are summarized by Siklos and
Wohar (2005).

3 Considering the modification of the relation to the form, where the sum of parameters equal 1, it would be necessary to
divide the whole equation by the sum of parameters @ and b. The empirical analysis used in this article abstracts away

from this condition.

4 Day-to-day money market interest rates: averages for the euro-zone (EONIA = Euro Overnight Index Average), and na-

tional series.

5 E.g. Czech national bank used net inflation targets since December 1997 and targeting of retail prices since April 2001.
Hungarian central bank has officially launched the inflation targeting since June 2001.
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The actual inflation is then considering the infla-
tion target of quarterly value of year-to-year change
represented by Harmonized Index of Consumer Pri-
ces (HICP).

The determination of production gap is dependent
on the potential product estimation. The approxi-
mation can be accomplished by two ways. With the
help of the econometric model, based on the produ-
ction function or on the assessment of potential pro-
duct with GDP smoothing, the long-term trend is
estimated. The production gap is then defined as the
difference of the real GDP and the GDP trend (Hajek,
M, Bezdek, V, 2000):

X, =y,=yr “4)
where y represents GDP in stable prices and y * its
potential, trend level. In the article authors used the
second method, the identification of the long-term
trend in time series (e.g. Woodford, 2001). Own deter-
mination of long term in time series is usually iden-
tified via filter techniques. Canova (1999) using for
identification of the trend and the cyclic component in
economic cycle with the Kalman filter, Hodrick-Pres-
cott filter and band-pass filter. Authors Hodrick and
Prescott themselves (1980) recommend the utilization
of filter techniques for the identification of the long-
term trend in the business cycle. Fidrmuc and Korho-
nen (2004) summarize 27 different filter techniques
from various authors during in period 1998-2004
for the time series analysis, particularly the business
cycles. The subjectivity in the choice of the suitable
filter and its parameters is the main reason of distor-
ting the results. This imperfection is removed in Box-
Jenkins (B—J) methodology, allowing the modeling of
time series with the help of mixed autoregressive pro-
cess of order p, process of the moving averages of
order ¢ and with the differencials of order d (Arlt and
Arltova, 2003 and 1997). In the process ARIMA(p,
d, q), represents free parameter and x, gauss‘ white
noise:

V=04 oY, tpx B, 5)

In the comparison with the filter techniques B—J
methodology looks rather simpler. It is linear model
based on the identification of the systematic compo-
nent with the help of autocorrelation, but its identi-
fication has firmly standardized order. The model
parameters are determined by means of the form of
correlogram of residues. The value of autocorrelative
and partial autocorrelative function of residues must
be found in the tolerance limits for rejecting the hypo-
thesis of correlation of the residues is tested on the 5%
significance level. The contribution of the test is thus
the reduction of the subjectivity.

The analysis is done only for the time period of
ECB functioning, so the period of years 1998-2005.
It rather gets to reduction of number of observation,
however the preferences in case of Eurozone apply

only to ECB and do not include the behavior of the
other bank, for example Bundesbank (CSOB, 2004).
Also some distorting coming from the different pre-
ferences of central banks of candidate countries in
transformational period of the first half of nineties
were replaced. For the reason of the accessibility of
comparable data the Eurozone comes to the empiri-
cal analysis as the whole, and then 3 individual can-
didate countries for membership in EMU — the Czech
Republic, Hungary and Poland. The values of quar-
terly year-to-year change of GDP in Poland‘s case are
not available only since second quarter 2005. The qu-
arterly values thus provides in total 20 observations.
This number can be considered to be sufficient for the
regression analysis.

Taylor‘s rule expresses the steady state, which of
course is not the condition in the real economy. Ra-
mon (2005) identifies in his analysis the relation,
approaching the equilibrium in the Czech Republic,
Poland, Hungary and in case of Eurozone.

RESULTS

Tab. [-VI present the results of multiple regression
analysis. The relation (3) is apparent on 5% signifi-
cance level in Poland, the Czech Republic and Hun-
gary. The relation is apparent on 10% significance
level in Eurozone. In case of Slovakia and Malta
there was not found any statistically important rela-
tion between the variables so we can not estimate the
parameters a and b. Eurozone, the Czech Republic
and Poland then congruently prove the dependence of
short-term interest rates on the inflation gap. The rela-
tion between the level of interest rates and the growth
gap was not proved. We can therefore say, that ECB,
central bank of Poland and Czech National Bank pre-
fer in their decision-making the actual inflation, over
the economic growth. The influence of economic
growth on monetary policy of these central banks is
disputable. In the case of ECB and the central bank of
the Czech Republic there was even the negative para-
meter b analyzed. Parameter b is further not consi-
dered, because it was not identified at statistically sig-
nificant level in the analysis.

In case of Hungary both of the parameters are sta-
tistically significant. The relation (3) for Hungary can
be written as follows:

i, =773 +0,48(x, - 2) + 0,96(x). (6)

The Hungarian central bank thus visibly preferred
the growth stimulation to price level stability during
the whole period 2000-2005.

If we abstract from the small statistical significance
of dependence of parameter b on the level of short-
term interest rate, the relation (3) for Eurozone (7), the
Czech Republic (8) and Poland (9) can be expressed
as follows:
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i =2,71+1,76(x, - 2) + 0,30(x) )

i =3,28+0,46(r,— 2) - 0,75(x,) (8)

i =748+ 1,59(r,—2) — 0,51(x). )
DISCUSSION

The significant level of parameter a, which is iden-
tifying the preferences of the central bank in con-
nection with its inflation target was analyzed at ECB,
Czech National Bank (CNB) and Poland central bank.
So in case of ECB we can fully confirm the fact, that
the bank really prefers its primary objective, which
is the price stability. The results are not surprising
also in the case of the Czech Republic. CNB is in the
long term unsuccessful in holding the inflation within
the bands of inflation target. In some years the value
of real inflation markedly undershot the lower band
of inflation target, and in the year 2004 the rate of
inflation even reached the negative numbers. CNB is
also criticized by an array of economist (e.g. Janacek,
1999, Klaus, 2000 or Zidek, 2006) for its too restric-
tive policy selected in the period after currency crisis
in the year 1997. CNB absolutely univocally prefer-
red the aim of price stability at the expense of econo-
mic growth stimulation, which according to the above
mentioned authors extended the period of economic
depression after the currency crisis. The tax for the
price stability (Tab. VII) was considerable decelera-
tion of the economic growth in the period of years
1998 — 1999 and again in the year 2002. The effort
of the polish central bank to lower the double- digit
inflation value in the year 2000 had a similar effect
on the economic growth. The growth going over 4%
decreased to about 1% (Tab. VII) in the years 2001
and 2002.

After the entrance of these two candidate countries
(the Czech Republic and Poland) to Eurozone we can
expect the consistent preferences of ECB with cur-
rent central banks even if the conditions in these sta-
tes will change. On the contrary the Hungarian cent-
ral bank prefers the growth stimulation to the stabile
price level. After the entrance of Hungary to Eurozone
a conflict between the ECB preferences and the Hun-
garian central bank representative in the Council of
ECB can arise.

The preference analysis of central banks of Malta
and Slovakia did not prove any statistically signifi-
cant causality between the short-term interest rate
inter banks, the inflation gap and the growth gap. On

that account the authors suppose, that in these two
economics the balance of monetary policy and the
macroeconomic progress is disturbed. In Slovakia‘s
case this conclusion is fully consistent with Ramon
(2005).

Nevertheless we can expect the conflict of claims to
setting of ECB‘s monetary policy in all the candidate
states, because they will not reach, according to the
empirical studies focused on the convergence of price
levels (e.g. Sevela, 2005), the full price convergence
until their expected entrance the Eurozone (2008-
2011). A certain restriction will be also the differen-
ces in real convergence in the period of fixing of cur-
rency rate by the entrance to ERM2 system. Thereby
those economies lose one of the channels of price and
real convergence that is the appreciation of the rate
of exchange. The real convergence of the candidate
countries will be then possible only via faster econo-
mic growth and eventually via higher dynamics of
inflation. And here we are back to the conflict in pre-
ferences between Irish economy and ECB monetary
policy, which was mentioned at the beginning of the
article (fast growth, overheated economy), respecti-
vely Italy (slow economic growth and complains on
too restrictive approach of ECB).

Tab. VII presents quarterly indicators of harmoni-
zed index of the consumer prices and the growth of
GDP in constant prices.

Due to data incomparability, particularly the infla-
tion target of individual central banks, it does not
allow the comparability of the identified parameters
values with other studies. The authors perpetrated cer-
tain distorting while identifying production gap. The
length of time series gives the robustness of potential
product analysis. The reliability of analysis requires at
least two complete business cycles. Number of obser-
vations does not fulfill this precondition.

The interesting thing is the comparison of the eco-
nomic growth of Eurozone and USA. The Federal
Reserve System represents here the central bank with
several targets (objectives). Taylor (1993) has esti-
mated the weights between the inflation and growth
gap identically on 0,5. The empirical analysis accom-
plished in this article proves that ECB is a typical
conservative bank with just one, dominant primary
objective. As we could expect, the economic growth
of USA should be faster than in Eurozone. The data
in Tab. VIII confirm this assumption.
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I: Multiple Regression Analysis — Eurozone

Standard T
Parameter Estimate Error Statistic P-Value
'CONSTANT 271071 0200224 934008 0,0000
a 1,76172 0,968615 1,8188 0,0866
b -0,296115 0,341705 —0,866582 0,3982

Source | Sum of Squares Df ] Mean Square F-Ratio P-Value
Model 5,60146 2 2,80073 2,95 0,0792
Residual 16,1152 17 0,947953

Source: Own calculation, software Statgraphics 3.1

II: Multiple Regression Analysis — Czech Republic

Standard T
Parameter Estimate Error Statistic P-Value
CONSTANT 327753 0202081 162189 0.0000
a 0,455632 0,12705 3,58623 0,0023
b —0,745398 0,562352 —-1,3255 0,2025

Source | Sum of Squares Df ] Mean Square F-Ratio  P-Value
Model 20,72 2 10,36 14,08 0,0002
Residual 12,5051 17 0,735593

Source: Own calculation, software Statgraphics 3.1

II1: Multiple Regression Analysis — Poland

Standard T
Parameter Estimate Error Statistic P-Value
'CONSTANT 74785 0935543 799349 0,0000
a 1,58928 0,311691 5,0989 0,0001
b 0,506851 0,623214 0,813286 0,4273

Source Sum of Squares Df Mean Square F-Ratio P-Value
Model 354,433 2 177,216 14,43 0,0002
Residual 208,715 17 12,2774

Source: Own calculation, software Statgraphics 3.1
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IV: Multiple Regression Analysis — Hungary

Standard T
Parameter Estimate Error Statistic P-Value
CONSTANT 773289 0614395 12,582 00000
a 0,485988 0,119117 4,07993 0,0008
b 0,963736 0,516435 1,86613 0,0794

Source S Sum of Squares Df ] Mean Square F-Ratio  P-Value
Model 30,4967 2 15,2484 10,40 0,0011
Residual 24916 17 1,46565

Source: Own calculation, software Statgraphics 3.1

V: Multiple Regression Analysis — Slovak Republic

Standard T
Parameter Estimate Error Statistic P-Value
"CONSTANT 526703 0820689 641782 0,0000
a 0,145969 0,163175 0,894556 0,3835
AT 0552044 . 07495 .. 0.4638_
Analysis of Variance
Source Sum of Squares Df Mean Square F-Ratio  P-Value
Model 409522 2T 204761 074 04902
Residual 46,8091 17 2,75348
Source: Own calculation, software Statgraphics 3.1 7
VI: Multiple Regression Analysis — Malta
‘Dependent variable: i(t)
"""""""""""""""""""""""" Standard T
Parameter Estimate Error Statistic P-Value
'CONSTANT 361629 020048 1 180381 0,0000
a 0,165621 0,275512 0,60114 0,5557
R 00634393 . 00624946 ..oz 03283
Analysis of Variance
Source Sum of Squares Df Mean Square F-Ratio  P-Value
‘Model 056148 2028074 058 05703

Residual 8,2203 17 0,483547

Source: Own calculation, software Statgraphics 3.1
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VIL: Inflation and GDP in selected countries

Czech Republic Poland Hungary
Time period ci})]r?::alrrllt Inflation cs})]r?::alrrllt Inflation c((})]r?sl:alrrllt Inflation
prices (HICP) prices (HICP) prices (HICP)
1998q01 -2,00 12,27 5,90 13,93 4,40 17,20
1998q02 -1,40 11,63 4,50 13,03 4,90 15,57
1998q03 -0,80 8,67 5,40 11,17 5,40 13,33
1998q04 0,40 6,50 3,60 9,30 4,70 11,10
1999q01 0,10 2,50 1,40 6,10 3,20 9,37
1999q02 0,90 1,93 3,50 6,33 3,30 8,93
1999q03 1,70 0,97 4,20 7,03 4,20 10,67
1999q04 2,10 1,87 6,90 9,17 5,90 10,93
2000q01 3,30 3,57 6,50 10,33 7,50 10,00
2000902 4,00 3,70 4,90 10,07 6,50 9,33
2000q03 4,10 4,17 2,20 10,83 5,30 10,07
2000q04 4,10 4,30 2,60 9,17 4,90 10,40
2001q01 3,40 4,07 2,10 6,70 4,60 10,20
2001q02 2,90 5,03 0,60 6,63 4,60 10,50
2001903 2,40 5,07 1,30 4,53 4,40 8,67
2001q04 1,90 4,03 0,30 3,57 3,80 7,13
2002q01 1,90 3,37 0,70 3,50 3,50 6,23
2002q02 1,60 1,97 1,60 1,90 3,50 5,43
2002903 1,20 0,27 1,70 1,37 4,00 4,50
2002q04 1,20 0,17 1,50 1,00 4,20 4,87
2003q01 2,40 -0,63 2,60 0,40 3,20 4,73
2003q02 3,10 0,23 4,60 0,33 3,00 3,93
2003903 3,60 0,17 3,80 0,67 3,30 4,67
2003q04 3,60 0,80 4,20 1,37 4,10 5,33
2004q01 4,00 2,03 7,60 1,80 4,90 6,77
2004q02 4,80 2,43 6,30 3,37 4,90 7,43
2004q03 4,90 3,03 4,50 4,77 4,30 7,03
2004q04 5,00 2,73 3,70 4,50 4,50 5,87
2005q01 5,00 1,37 3,80 3,63 3,20 3,53
2005q02 5,20 1,20 1,00 2,23 4,50 3,67
2005903 4,90 1,60 1,73 4,50 3,57

Data source: Eurostat, adjusted by the authors
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VIII: GDP growth in constant prices in Eurozone and USA (1993—2004)

Eurozone USA
1993 -0,4 2,7
1994 2,8 4,0
1995 2,4 2,5
1996 1,6 3,7
1997 2,5 4,5
1998 2,9 42
1999 2,9 4.4
2000 3,6 3,7
2001 1,7 0,8
2002 1,0 1,9
2003 0,8 3,0
2004 2,3 4,4

1993-2004 2,01 3,32

Data Source: Eurostat

SUMMARY

The main contribution of the article to the discussion
about the consonance of preferences of ECB and nati-
onal central banks of candidate countries for member-
ship in EMU lies in the non-traditional estimation of
Taylor‘s rule. The empirical analysis comes here from
short-term market interest rates on interbank market
as from exogenous values. The studies of other dis-
cussed authors consider the short-term interest rates
to be endogenous values, representing the desired
interest rates level for given economies. The authors
of this article do not compare requested interest rates
levels on the basis of accessible data, but they com-
pare own preferences of central banks, expressed by
parameters a and b. This procedure is more suitable

considering the difference of the conditions for growth
and inflation in candidate countries and in Eurozone,
so to different levels of requested interest rates. Even
in the case of the same preferences of individual cent-
ral banks this approach looks more suitable. The con-
ditions for the growth and relating inflation pressures
can in candidate countries after their entrance thanks
to real convergence process significantly change. The
change of the preferences of the representatives of
their central banks cannot be expected.

The empirical analysis proved that the Hungarian
central bank visibly prefers the growth stimulation
over price level stability. The ECB, Czech National
Bank and National Bank of Poland prefer price level
stability during the analyzed period.

SOUHRN

Taylorovo pravidlo a HMU — stanoveni preferenci monetarni politiky ECB

Priméarnim cilem ECB, definovanym v Maastrichtskych kritériich, je udrzeni stabilni cenové hladiny.
V piipadé, ze je tento cil spInén, mize tato centralni banka svou monetarni politiku zaméfit na stimulaci
rustu a zaméstnanosti v HMU. Obavy z nesplnéni primarniho cile s disledkem ztraty kredibility stavi
ECB do role velmi konzervativni banky. Jeji konzervativni pfistup je kritizovan nejen ze stran kandidat-
skych zemi na vstup do HMU, které maji v porovnani s HMU tendence dosahovat vyssiho ristu za cenu
vyssiho rlstu cenové hladiny, ale také ze stran stavajicich clenskych statt HMU. Odlisné pozadavky
na expanzivnost Ci restriktivnost monetarni politiky ECB se vyskytuji z divodu rozdilnych temp rtstu
a inflace v jednotlivych statech Eurozony. Elegantnim nastrojem pro vypocet pozadované vyse uroko-
v¢é sazby na zakladé mezery rtstu a inflacni mezery, tedy odchylky inflace od cilové hodnoty, je Taylo-
rovo pravidlo.

Hlavnim pfinosem ¢lanku je diskuse na téma konzistentnosti preferenci ECB a nédrodnich centralnich
bank kandidatskych zemi na vstup do EMU, zalozena na netradicnim empirickém odhadu parametra
Taylorova pravidla. Do empirické analyzy vstupuji jako exogenni proménné kratkodobé tirokové sazby
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na mezibankovnim trhu. Soudobé empirické studie povazuji kratkodobé tirokové sazby na mezibankov-
nim trhu za endogenni proménné, reprezentujici pozadovanou vysi trokovych sazeb v podminkach jed-
notlivych stati. Cilem autorti tohoto ¢lanku neni porovnat pozadovanou vysi kratkodobych trokovych
sazeb, ale analyzovat vlastni preference centralnich bank. Tyto jsou v modelu vyjadieny parametry a a
b. Rozdily mezi jednotlivymi staty v podobé¢ rozdilnych temp rustu a inflace se sice odrazeji v riznych
urovnich pozadovanych Grokovych sazeb, ale za mnohem vhodnéjsi autoii povazuji rozdily v prefe-
rencich centralnich bank téchto zemi. Po za¢lenéni kandidatskych zemi do EMU lze diky procesu real-
né konvergence o¢ekavat zménu inflacnich tlakd i podminek ristu. Zménu v preferencich monetarnich
autorit danych zemi ale ocekavat nelze.

Empiricka analyza prokazala, ze Centralni banka Mad’arska viditelné preferuje stimulaci ristu pred sta-
bilitou cenové hladiny. V analyzovaném obdobi ECB, Ceska narodni banka a Narodni banka Polska
shodn¢ preferuji stabilitu cenové hladiny pted stimulaci ekonomického ristu (tab. I-VI).

Talorovo pravidlo, ECB, ménova integrace, cilovani inflace, determinace urokové sazby
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