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Motivation 1: 
Increased regional interdependence
• More regional policy

– Mansfield & Milner 1999; Baccini & Dür 2011

• More regional trade
– Esp. East Asia, Europe
– Petri 2006; World Economic Forum 2021

• New: more friendshoring/nearshoring



Motivation 2: 
Studies on monetary convergence
• Prediction: capital market integration à

fiscal/monetary convergence

Source: 
Bearce 2007



Motivation 2: 
Studies on monetary convergence
• Findings: states maintained autonomy in 

fiscal and monetary policy



Motivation 2: 
… and “fear of floating”
• More economic interdependence between 

states leads to…
– Implementation of de facto pegs to anchors

– Plümper and Neumayer (2011)

– Loss of de facto monetary autonomy
– Plümper and Troeger (2008)



This paper:
• Given increased regional interdependence, 

let’s revisit convergence and fear of floating 
literature

• Has increased regional interdependence 
led to a loss of monetary autonomy?

• Are regions converging on monetary policy?



Research Design:
1. “Fear of floating” replication exercise

• interdependence à de facto peg
• interdependence à loss of monetary autonomy

– monthly (w/o controls), annual (w/ controls)

2. Monetary convergence
• interdependence à | iranchor - ir i |

– same for xr and inflation
– monthly (w/o controls), annual (w/ controls)

3. Explore explanations for China results



Data:
2000-2022, monthly, 130 countries

• DV: Monetary Convergence:
• Interest rates, overnight (IMF)
• Inflation rates (IMF)
• Exchange rates, SDR, REER (IMF,BIS)

• IV: Interdependence (bilateral)
• import share (IMF)
• gravity index (relative trade) (IMF)
• global value chain trade (annual)

• Controls (annual):
• FDI, CBI, FX reserves, gov’t ideology, 

inflation history, etc.
• Bilateral swap agreement (IMF)



1. “Fear of floating” replication
Interdependence à Pr(de facto peg)?

YES: USA, Euro Area      NO: China

0.18úúú ≠0.52úúú 0.14úúú

(0.01) (0.02) (0.02)
≠0.31úúú 2.20úúú ≠0.22úúú

(0.01) (0.05) (0.02)
≠0.00 ≠0.03 ≠0.16úúú

(0.02) (0.03) (0.02)
28, 125 28, 125 28, 125

úúúp < 0.001 úúp < 0.01 úp < 0.05



1. “Fear of floating” replication
Interdependence à Pr(de facto peg)?

YES: USA, Euro Area      NO: China
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2. Monetary convergence
Interdependence à | iranchor - ir i |

YES: China, Euro Area      NO: USA

0.10úúú 0.04úúú 0.12úúú

(0.01) (0.01) (0.01)
≠0.12úúú ≠0.04úú ≠0.00

(0.02) (0.01) (0.02)
≠0.09úúú ≠0.04úúú ≠0.27úúú

(0.01) (0.01) (0.01)
28, 125 28, 125 28, 125

úúúp < 0.001 úúp < 0.01 úp < 0.05



3. Monetary convergence

≠0.08úúú ≠0.08úúú ≠0.09úúú

(0.01) (0.01) (0.01)
≠0.14úúú ≠0.14úúú ≠0.11úúú

(0.01) (0.01) (0.01)
0.18úúú 0.18úúú 0.09úúú

(0.00) (0.00) (0.01)
28, 125 28, 125 28, 125

úúúp < 0.001 úúp < 0.01 úp < 0.05

Interdependence à | xranchor - xr i |
YES: USA, Euro Area      NO: China



4. Monetary convergence
Gravity Measure à | xranchor - xr i |

YES: USA, Euro Area    NULL: China

≠0.08úúú ≠0.07úúú ≠0.08úúú

(0.01) (0.01) (0.01)
≠0.07úúú ≠0.08úúú ≠0.06úúú

(0.01) (0.01) (0.01)
0.07úúú 0.08úúú ≠0.01
(0.01) (0.01) (0.01)
28, 125 28, 125 28, 125

úúúp < 0.001 úúp < 0.01 úp < 0.05



Quick Summary
1. USA and Euro Area maintained de facto 

pegs; still anchor currencies
2. China not an anchor currency (yet?)
3. Interdependence à IR convergence 

• Yes: China & Euro Area 
• No: USA

4. Interdependence à XR convergence 
• Yes: USA & Euro Area 
• No: China (but…NULL for most interdependent)

– What explains this?



5. Bilateral Currency Swaps
Gravity x China BSA à | xranchor - xr i |

≠0.13
(0.08)
0.68úúú

(0.13)
0.60úúú

(0.08)
≠0.09ú

(0.05)
◊ ≠0.17úú

(0.06)
648

úúúp < 0.001 úúp < 0.01 úp < 0.05



5. Bilateral Currency Swaps
Gravity x China BSA à | xranchor - xr i |
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Findings add to resurgent 
debate about US currency power

What does this all mean?



Thank you!
e: ryan.weldzius@villanova.edu

t: @RyanWeldzius



Economic Interdependence:
Import Share
Sample average (black); average of regional trading partners (red)
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