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New research using comprehensive aggregate data reveals:

Euro area remains
the little brother in
transatlantic relations

The euro area economy and its financial sector re-
mains disproportionately more vulnerable to shocks
originating from the US than in reverse, as demon-
strated in a brand-new international study with data
spanning four decades.

A new comprehensive study of transatlantic macro-
economic and financial relations shows that, although
the EU is the world’s largest trade bloc, it is still the
Americans who are more important to the EU than
vice versa. Providing new facts about the balance

between the two blocs, the study may help to explain
events such as the international contagion of the
2008 financial crisis and the contamination to the
euro area from the recent US-China trade conflict.

In an original empirical study, Eddie Gerba from
Danmarks Nationalbank and Danilo Leiva-Leon from
Banco de Espafa have analysed and compared the
interaction between the financial sector and the
macroeconomy in the US and the euro area over the
past four decades. In addition, they pin down the
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force that each economy exerts over the other by ex-
amining the cross-border spillovers in the economic
as well as the financial sphere. Their results point

to the conclusion that the US dominance over the
euro area remains, both in the macroeconomic and
financial spheres, although it has slightly weakened
following the introduction of the euro.

Moreover, they find that whenever the euro area
financial sector experiences a negative shock, the
US financial sector experiences a stimulus, possibly
because investors move their money to US markets.

The study also shows that the interaction between
the financial sector and the macroeconomy is con-
siderably stronger in the euro area than itis in the
US, a somewhat unexpected discovery. And while
this interaction has grown stronger over the years in
the euro area it has largely oscillated in the US.

Read the new Working Paper here (link).


http://www.nationalbanken.dk/en/publications/Pages/2020/03/Working-Paper-Macro-financial-interactions-in-a-changing-world.aspx
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NEWS

News offers a quick and accessible insight into an Analysis,
an Economic Memo, a Working Paper or a Report from
Danmarks Nationalbank. News is published continuously.

ANALYSIS

Analysis from Danmarks Nationalbank focuses on
economic and financial matter. Some of the analyses
are published with a regular frequency e.g. Outlook
for the Danish economy and Financial stability.

Other analyses are published continuously.
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Report comprises recurring reports and reviews of

the functioning of Danmarks Nationalbank. For instance
Report includes the Annual report and the annual
publication Danish government borrowing and debt.

ECONOMIC MEMO
Economic Memo is a cross between Analysis and

Working Paper and it often shows the ongoing study of
the authors. The publication series is primarily targeted
at professionals and is solely available in English.
Economic Memo is published continuously.

WORKING PAPER
Working Paper presents research projects by economists

in Danmarks Nationalbank and their associates. The series
is primarily targeted at professionals and people with

an interest for academia. Working Paper is published
continuously.

The news article consists of a Danish and an English version. In case of doubt regarding
the correctness of the translation the Danish version is considered to be binding.
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