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Abstract

Objectives: After the collapse of Communism in Central and Eastern Europe, the idea of joining a prosperous bloc, which
would provide financial assistance, seemed an opportunity not to be missed. However, with the possibility of the funding
drying up, and the initial feeling of euphoria fading, the alignment of CEE and Western Europe on values was put to
a test. This gave way to discussions about alternatives to the EU. One of them is Intermarium. This paper examines
the potential benefits Intermarium countries could attain in terms of consumption risk sharing.

Aims: The research takes an alternative approach to economic integration, concentrating on economic stability. In
particular, it makes an empirical analysis of consumption risk sharing in Intermarium, as well as drawing a comparison
with the EU and the euro zone core.

Research Design & Methods: The paper uses method of risk sharing assessment proposed by Kose et al. (2009) extended
by the authors to accommodate panel data setting.

Findings: As the empirical results illustrate, the past integration between the old EU and its new member states weakened
the Intermarium mechanisms of consumption insurance, especially in comparison to the euro zone countries.

Implications / Recommendations: The potential benefits of Intermarium fall short of the EU alternative.

Contribution / Value added: The paper presents the results of the first examination of the extension of risk sharing
in Intermarium countries.

Article classification: research article
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Introduction desirable option, which was supported by most
scholars, politicians and the general public. As
a result of years of negotiations, eleven post-

Communist states were able to join the European

In the aftermath of the fall of Communism
in Europe, Central and Eastern Europe (CEE)

had to make a pivotal choice regarding its
future. For most post-Soviet countries, joining
the European Union seemed to be the most

integration bloc, while the remaining countries
are still negotiating today.! In the early 2000s,
the Intermarium countries, and the new member

' With the exception of Belarus.
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states, in particular were enthusiastic about the idea
behind EU integration and the values it represented.
This can be seen in public opinion polls carried
out by the EU in 2004, just after the new member
states joined the bloc. On average, the Intermarium
countries that joined the EU in 2004 and 2007
were among the most optimistic about the EU and
its future. The EU funding scheme has also been
a significant contributor to that sense of optimism,
as the financial aid allocated under the Cohesion
and IPA funds could be spent on improving their
disadvantaged economies.

However, in recent years there has been a shift
in perception of the EU in CEE. For example,
public opinion polls suggest that there is more
distrust towards the European Union and less
alignment when it comes to key policy issues,
such as migration, in particular. Moreover, funding
is expected to decrease, and its initial impact
is wearing off. In addition, in the early 2000s,
the policy makers of the new member states were
praising the membership in the EU as a “dream
becoming reality” (Kwasniewski, 2004). Today,
there are a few disputes between the new member
states and the European Union that have to be
settled in court. This is particularly striking, as
the disputes are with Poland and Hungary, the two
member states which were at the top of the list
of “proud to be European” in 2004 polls.

These recent developments have given way
to discussions about possible alternatives to
the EU in CEE. One of them is Intermarium,
a term developed in the Interwar period by
Jozef Pitsudski, which referred to the European
countries between the Adriatic, the Baltic, and the
Black seas. However, from the political science
perspective, it is difficult to assess the likelihood
of Intermarium integration, as there is no evidence
to indicate that even the most skeptical member
states of the European Union will leave the bloc.
Therefore, the aim of this paper is to explore
the economic feasibility of Intermarium. To
accomplish that, this paper takes an alternative
approach to economic integration, concentrating
on economic stability, rather than standard GDP

growth indicators, which is an overwhelmingly
analysed subject in both theory and empirical
research. In particular, it makes an empirical analysis
of consumption risk sharing in Intermarium, as
well as drawing a comparison with the European
Union and the EU core. Consumption risk sharing
is the ability of states to insure their consumption
path against idiosyncratic shocks to national
income. This paper examines the potential benefits
of consumption insurance that Intermarium could
attain by pursuing closer integration.

As the empirical results illustrate, the past
integration between the old EU and its new member
states weakened the Intermarium mechanisms
of consumption insurance, especially in comparison
to the euro zone core countries. At the same
time, quantitative results demonstrate the extent
of potential gains in terms of risk sharing by
engaging in consequent stages of integration.
Moreover, for new Member States the possibility
of disintegration from the EU would be associated
with a sharp decline in risk sharing with those
countries, and the time span to achieve comparable
results with the rest of the Intermarium countries
would be rather extensive. Withdrawing from the EU
would be a step away from developing mechanisms
of international consumption insurance and a move
to an uncertain future within the Intermarium block.
Allin all, as potential benefits of Intermarium are
immanent, they still fall short of the EU alternative.

The rest of this paper is organised as follows.
The first section outlines the background behind
and the motivation for this paper. Section two
describes the concept of risk sharing and gives
a brief review of literature on the subject. The
methodology is described in the third section,
while the empirical results are reported in section
four. The last section concludes this paper.

Background and Motivation

“Today our dream is becoming reality” —
Aleksander Kwasniewski (CNN, 2004).

In the early 2000s, this sense of excitement
around the EU applied to all Intermarium countries.
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The Czech President even claimed that “there is
no alternative to European Union membership”
(Klaus, 2009). The EU appeared to be road to
affluence, stability and freedom.

In retrospect, it becomes clear that a few would
agree with Jonathan Levy, who claimed that “CEE
is surely taking a risk in blindly trusting its fate to
the EU with no provision for alternative solutions”
(Levy, 2007). Indeed, there was little space for
alternative paths, many saw EU membership or
the CIS (Community of Independent States) as
the only two options available, and the West had
something CEE had not seen in decades: prosperity.

The primary reasons for EU aspirations in-
cluded the freedoms that come with it. Indeed,
various scholars considered that after the collapse
of Communism, CEE would reintegrate with
the West to fully escape from the “tyrannical
rule, an idiotic economic system and a ritualized
ideology” (Beissinger, 2009) that Communism
represented. According to Jack Snyder, in a text
published in 1990, one of the most viable options
for the CEE would be “to recruit reformist Eastern
regimes into the West’s already well-developed
supra-national political order” (Snyder, 1990).

EU membership has also been supported
by the general public in CEE. This paper has

Table 1. Cohesion Fund allocation to the Interma-
rium EU Member States, 2000-2006

Country Total amount Share spent
allocated on Basic
Infrastructure
Czech Republic €1 100 869 907 99.9%
Estonia €430 555 481 99.6%
Hungary € 1478 658 566 98.6%
Latvia €707 260 462 99.6%
Lithuania € 825950 073 96.0%
Poland €5531545011 98.8%
Slovakia € 766 500 642 99.8%
Slovenia €254 312 402 98.9%

Source: Final Report — ERDF and CF Regional Expenditure
Contract No. 2008.

examined the EU public polls from 2004 among
the Intermarium EU Member States (Latvia,
Lithuania, Estonia, Poland, the Czech Republic,
Hungary, Slovakia, and Slovenia) and candidate
countries at the time (Croatia and Bulgaria).
The polls show that the Intermarium states were
among the most enthusiastic about the EU. For
instance, 87% of Hungarians, 82% of Slovenians
and 81% Poles claimed to take pride in being
European (Eurobarometer 62), while the EU
average at the time was 68%.

This enthusiasm was also fuelled by the EU
funding scheme, and the economic prospects that
came with it. This was particularly important,
given that the economies of the newly-independent
countries were lagging behind the EU core. Table
1 reflects the amounts of the Cohesion Fund that
have been allocated to the Intermarium countries
in the period 0£20002006. As the table shows, most
of the funding was spent on basic infrastructure
development.

These numbers demonstrate that the Intermarium
states which joined the EU in 2004 have received
significant financial assistance from the Cohesion
Fund. The EU core states have largely been
the contributors thereto. It is important to note that
this trend has continued throughout the 2010s and
have continued in the 2014-2020 budget. In ad-
dition, Intermarium countries outside of the EU have
also received financial aid as a part of the European
Neighbourhood Policy (the ENP). For instance,
in the period 20072013 ENP aid to Belarus
amounted to €94.2 million, and €1005.5 million
was allocated for Ukraine.

Given the data above, one can argue that
the funding scheme significantly contributed to
the feeling of euphoria around the EU. However,
there is some strong evidence to suggest that
the euphoria is fading, and the attitudes of CEE
towards the EU have started to shift. An illustration
of this is the same Eurobarometer poll taken
in 2017, which showed some very different results
from 2004. For instance, the polls showed that
56% of Czechs, 55% of Slovenians and 51% of
Croats do not trust the EU (Eurobarometer 88).
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To contrast, the level of distrust in the Czech
Republic in 2004 was 32%, in Slovenia it was
at 28%, and the average for Intermarium was 28%,
compared to 42.6% in 2017. While this does not
suggest that these countries would be willing to
leave the EU, it is a clear signal that the EU is no
longer perceived as a “dream becoming reality”.

To illustrate this point even further, this paper
has also examined data from the Hungarian Sza-
zadvég Foundation, which has been carrying
out opinion polls in the EU Member States. In
many areas the results of the foundation cor-
respond to the Eurobarometer. For instance, on
average, in Intermarium countries 15.6% have
anegative perception of the EU, while 42.5% have
a neutral perception of the EU. Moreover, in 2017
32% of people in Intermarium EU member states
agreed with the statement that the European
Union will not exist in ten years. This is a striking
difference from the opinions in 2004 (Project 28,
2017).

Furthermore, in the same way that the funding
scheme has been contributing to the enthusiasm
around the EU, it may now be contributing to
the changing attitudes towards the EU. The Co-
hesion Fund is aimed at aiding the less developed
regions of the EU. This funding will reach its
inevitable end — the member states on the receiving
side will have to become contributors rather soon.
At the moment, Intermarium EU Member States
still remain in the list of countries that are below
75% EU GDP per capita but some parts of these
states, for instance, Prague and the Mazowieckie
province in Poland, are already on the list as more
developed regions. It could be argued that due to
the fading enthusiasm around EU membership, and
the decrease in funding, the ideas of an alternative
solution for CEE are gaining attention again.

In addition, it is worth mentioning that the
marginal utility of the funds provided by the EU is
decreasing. As shown in Table1, most of the funding
was going to basic infrastructure which is essential
for every country. Now much of the Cohesion
Fund is aimed at protecting the environment
and promoting the “low-carbon economy in all

sectors” (European Structural and Investment
Funds 2014-2020). Although this is undoubtedly an
utterly necessary initiative, it is still not great news
for countries such as Poland, which relies heavily
on coal-mining and the government of which
rigorously defends the industry. One could suggest
that this was another reason for a change of attitude
towards the European Union.

Once the euphoria around the EU started losing
its shine, new conflicts have appeared between
the EU core and CEE. As mentioned above,
political freedom and independence were among
the reasons why post-Communist states wanted
to join the bloc. Nowadays, however, some states
even argue that they lost their political freedom
and independence after joining the EU. The best
example for this would be Poland, as in 2017 alone
the EU wanted to launch two court cases against
this Member State. The ruling party of Poland (PiS)
started judiciary reforms which, they claim, would
reduce corruption. These reforms are perceived as
highly controversial in the EU, with commentators
going as far as to claim that they are “an erosion
of judicial independence” (Davies, 2017). The
EU responded to this by invoking Article 7, under
which a Member State in violation of EU policies
can be striped of certain rights within the bloc (EU
website, the Lisbon Treaty). The Polish government
has expressed its frustration in response to these
accusations, claiming that the EU’s reaction
was “unnecessary political pressure exerted by
European institutions” (the Ministry of Foreign
Affairs, 2017). This seems very distant from Poland
that “has long been praised as a role model for
its transition from communism” (Noack, 2017).

A similar situation can be seen in the neighbour-
ing Czech Republic and Hungary, against which
the EU has also launched legal action. This is
connected to the recent refugee crisis. The EU
refugee relocation scheme required Member
States to accept their share of asylum seekers.
The Czech Republic, Hungary and Poland refused
to participate.

It is important to note that the three states all
argued participation would result in terrorist attacks.
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This leads to a significant issue that has been
overlooked by the politicians in the early 2000s:
the EU takes its values very seriously, and those
values do not always correspond to the prevailing
opinions in the Intermarium states. Tolerance
towards other cultures is one of such values. The
Intermarium states struggle with tolerance, as they
are still mostly homogenous in this respect. To
give an example, the UN Refugee Agency had to
specifically urge Hungary to “refrain from policies
and practices that promote intolerance, fear and
fuel xenophobia against refugees and migrants”
(UNHCR, 2015). Due to these attitudes the Czech
Republic, Poland and Hungary did not comply with
their refugee quotas, despite various threats and
warnings from EU institutions. The most important
implication of this is that the membership of the EU,
which was once seen as extremely positive, is now
causing major issues for the new member states.

This, in turn, brings us to another important
point made by Jonathan Levy: “The EU, despite
its great success, may be a fragile union resting
on the assumption that members will at critical
times rationally put aside national or parochial
self-interest for the greater good of ‘One Europe’”
(Levy, 2007). While using the word ‘fragile’ to
describe the EU might be a step too far, given
the recent developments in the union (e.g. Brexit),
one could argue that the bloc is not as united as
it was in the early 2000s. This would primarily
be because currently there is less alignment on
common policies between EU Member States.
To illustrate this, polls taken in 2017 suggest that
36% of people in Intermarium states in the EU
say that they “Oppose a Common European
Policy on Migration”, while the EU28 average
is 11 percentage points lower, at 25% (Eurobaro-
meter 88).

Another major difference in values between
the Intermarium countries and the Western European
states is the way they view homosexuality and
the legislation around it. Most Intermarium states
prohibit same-sex unions, with only the Czech
Republic, Croatia, Slovenia and Hungary al-
lowing civil unions (Boffey, 2018). Historian

Chodakiewicz argues that when it comes to “en-
vironmentalism, feminism and gay liberation”,
“only a portion of those ideologies are indigenous to
the Intermarium” (Chodakiewicz, 2012). He takes
arather harsh stand on the issue claiming that these
are “transplanted” to CEE (Chodakiewicz, 2012).
This paper does not fully agree with that statement;
nevertheless, there is more than enough evidence
to state that Intermarium and the West are not on
the same page when it comes to homosexuality.

To illustrate, during a Pride parade in Lithua-
nia in 2013, people were throwing eggs at the
participants. In Ukraine, the first ever Pride parade
took place in 2013, after being cancelled the year
before because of a group of skinheads that were
threatening the participants of the march (BBC,
2013). At the same time, Serbia had banned
the Pride parades for two years prior to that, as
police claimed they could not guarantee security
for the participants (McDonald-Gibson, 2013).
A clear pattern of rejecting the premise of equal
rights for homosexual partnerships can be observed
here. It is still up for a debate whether this is due to
the totalitarian Communist past of the Intermarium
countries — and they would ‘grow’ into it as they
develop in the direction of liberalism — or, as
Chodakiewicz claims, these ideas are “imposed
by fiat by visiting Western leftist or brought
back home by the naive beneficiaries of Western
scholarships” (Chodakiewicz, 2012). However, it
is clear that CEE attitudes towards homosexuality
are not likely to change soon.

To conclude this section, CEE was very eager
to join the European family after the collapse
of Communism. However, this section shows that
the vision of the member states of the economic
union is not as aligned as it used to be. This has been
illustrated by analysis of opinion polls, particularly
in the case of the Czech Republic, Croatia and
Slovenia, where more than 50% of people stated
that they do not trust the European Union. This
can be further seen in lack of agreement on
common policy questions, such as migration
or homosexuality. Decreases in funding further
contribute to the fading enthusiasm towards
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the EU in both the new member states and the ENP
countries. At the moment, there is not enough
evidence to suggest that any of the Intermarium EU
Member States would be willing to leave the bloc.
However, this change in attitudes makes an idea
of Intermarium integration worth exploring.

Risk sharing

Economic debates over the consequences
of economic integration date back to Adam Smith
(1776), who described the benefits coming from
international specialisation and more efficient use
of resources. This debate is even more pronounced
nowadays in the era of globalisation, and there is no
better example of the outcomes of integration than
contemporary Europe. Nevertheless, current debates
still concentrate on the benefits of integration
associated with economic efficiency: whether
economic integration through the more efficient
use of resources can bring about (temporarily or
permanently) higher rates of real GDP or GDP
per capita growth. What is often overlooked
in the growing literate on economic integration
is the second strand of potential gains, i.e. the
possibility of consumption risk sharing.

International consumption risk sharing is
defined as the ability of agents to diversify their
portfolios in order to insure their consumption
against the country specific shocks to their income
(Canava & Ravn, 1996). The given definition,
even though providing the general idea behind
the consumption risk sharing, gives a rather
limited view of the possibilities for consumption
smoothing. Consumption risk sharing has both
national and international dimension (Crucini,
1999), yet opening the economy greatly improves
the chances for stabilising the consumption path.
A given country being a member of the global
community can improve it by tightening integration
with its partners within a given arrangement. The
nature of the arrangement, as well as its depth,
will determine the ability of a given country
to insure its consumption path. In other words,
consumption risk sharing cannot be considered

independently of the stage of integration and its
specific institutional arrangements.

Countries are able to engage in consumption
risk sharing without signing any international
agreements, but their ability to do that effectively
is rather limited. Later in this article channels
of risk sharing are described, along with the stages
of integration that facilitate it. The first stage
of economic integration is a free trade agreement
or customs union, which enables free movement
of goods. International trade is one of the channels
for risk sharing (Cole & Obstfeld, 1991), and
the principle of its mechanics can be described
as follows. When an idiosyncratic negative shock
hits a given country, its GDP, along with price
levels, starts to decrease. The lower price levels
make domestic goods more competitive relative
to foreign goods. As a result, imports decline and
exports start to increase. This mitigates the impact
of the economic shock on GDP and facilitates
consumption smoothing.?

The second stage of economic integration
is economic union, where, in addition to free
movement of commodities, the unhampered
movement of factors of production is an integral
part. Within an economic union two additional
channels for international consumption risk sharing
are available. The first is the labour movement
channel. After a negative idiosyncratic shock,
some of the labour force become unemploy-
ed. If the other countries within the economic
union are experiencing relative prosperity, at
least some of the unemployed can relocate
to find work somewhere outside the country.
In such instance the path of consumption per
capita within the country becomes more stable.
Eichengreen (1992) showed empirically that
labour force migration is responsible for the lion’s
share of income consumption smoothing for states
in the United States and provinces in Canada. The
second channel available within an economic

2 Additionally, international trade contributes to
tighter business cycle synchronisation. See Beck (2011,
2013,2014, 2019a).
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union works through capital markets. By buying
and selling assets internationally, economic agents
can diversify their portfolios. If the portfolios are
diversified enough, idiosyncratic shocks are not
entirely transferred to consumer income, thus
providing consumption smoothing. In other words,
with diversified portfolios, disposable income and
consumption are no longer perfectly sensitive
to changes in domestic income. As domestic
incomes fall, the negative effect on consumption
is compensated by an increase in the values
of assets held abroad. This channel received
the most attention in the contemporary economic
literature (Lewis, 1996; Fratzscher & Imbs, 2009;
Lewis & Liu, 2015). Rangvid et al. (2016) showed
that capital market integration has been leading
to an improvement in risk sharing, using data
from the last 130 years, but Kose et al. (2009)
demonstrate that only industrialised countries
were beneficiaries. Nevertheless, the degree
of risk sharing achieved through the capital market
channel is strongly debated. Moreover, authors
disaggregate this channel even further. Asdrubali et
al. (1996), Asdrubali and Kim (2004), and Poncela
et al. (2016) consider two different channels
within the financial flows: capital markets and
credit channel, and point that they might work
as substitutes.

The third stage of economic integration involves
the constituting of a monetary union. The creation
of currency union leads to the elimination of
exchange rate risk and promotes both international
trade and capital mobility and financial integration.
Without exchange rate risk economic agents
can diversify their portfolios more effectively
internationally, as one of the major components
of overall risk has been eliminated. Effectively,
consumption-smoothing possibilities are extended.
Similarly, the elimination of exchange rate risk
promotes trade (Frankel & Rose, 2002; Rose
& Van Wincoop, 2001; Beck, 2017), and improves
the effectiveness of trade channel in providing
consumption insurance.

Finally, the last stage of integration considered
in this paper is fiscal union. Consumption smoothing

in a fiscal union works through either taxation
and transfers or benefits. When GDP in one
of the countries starts to decrease as a result
of negative shocks, tax revenues in that country
start to fall and, consequently, the shock is not
entirely transferred to income. At the same time
transfers (excluding unemployment benefits)
in that country start to increase, restricting the fall
in disposable income. Both of these mechanisms
facilitate consumption smoothing. The European
Union has not yet decided on the introduction
of fiscal union, even though propositions such
as that have been put forward. For instance, back
in 2015 Emmanuel Macron claimed that if the idea
of fiscal union is not pursued, the entire Eurozone
structure runs a risk of being dismantled. After
being elected President of France, Macron recently
highlighted the need to move in the direction
of fiscal federalism to the German chancellor
Angela Merkel and stated that he “will undertake
deep structural reforms” if Merkel agrees to take
“modest steps in the direction of fiscal federalism”
(Eichengreen, 2017). At this point in time, the idea
seems far-fetched, particularly since Merkel lacks
support within her coalition for this initiative. Still,
the United States can serve as a great example
of the fiscal union. Sala-I-Martin and Sachs (1991)
estimated that a one-dollar shock to income in one
of'the states in the USA triggers a decline in taxes
of about 34 cents, and at the same time increases
federal transfers by 6 cents. In other words, federal
system in the US reduces a one-dollar income
shock to a 60 cent decrease in disposable income.
Asdrubali et al., (1996) calculated that the federal
channel reduces regional shocks by 13%. Even
though the EU does not have fiscal federalism
in place, Sorensen and Yosha (1998) argue that
the federal governments of the individual countries
have been quite effective in executive risk sharing
through fiscal policy.

Methodology

In order to assess the degree of risk sharing
between European countries first data regarding
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real GDP and consumption was collected for
33 countries. The analysis was conducted within
the three reference groups. The first group is made
up of 14 Intermarium countries: Bulgaria, Bosnia
and Herzegovina, Belarus, the Czech Republic,
Estonia, Croatia, Hungary, Lithuania, Latvia,
Montenegro, Poland, Romania, Serbia, Slovakia,
Slovenia, and Ukraine. Twenty-eight European
Union countries constitute the second group. The
third group — the EU core — is formed from
the countries that were the original 11 Eurozone
members, i.e.: Austria, Belgium, Finland, France,
Germany, Ireland, Italy, Luxemburg, Netherlands,
Portugal, and Spain. The choice the EU core
was dictated by previous research that stressed
the importance of it as a reference point (Beck
2019b; Beck and Stanek 2019). The data was
collected from Penn World Table (Feenstra et
al., 2015) and covers the period between 1991
and 2014, although analysis is performed for
three consecutive sub-periods of equal length:
1991-1998, 1999-2006, and 2007-2014.

The data is transformed into the first difference
of natural logarithms, so the time series under
investigation include the growth rate of real GDP
and consumption. Additionally, growth rates of real
GDP and consumption are calculated for each
of the three reference groups: Intermarium, the EU,
and the EU core. Using the aforementioned data,
the following equation is estimated:

(Cii— Cr) =+ B(Xy— Yr) + & (1

where: i denotes country, 7 is time, R is reference
group, Cg, is growth rate of consumption of
country 7 at time ¢, Cy, is growth rate of consumption
in the reference group, Y is growth rate of real
GDP of country i at time ¢, Y, is growth rate of
real GDP of the reference group, and ¢;, stands for
error term. Expression (C;, — Cg,) shows by how
much the consumption growth rate of a given
country at a given time differs from the growth
rate of consumption of the reference group. By
the same token (¥;— Yz,) measures by how much
the growth rate of real GDP of a given country

in a given year deviates from the growth rate
of the reference group. In this setting co-efficient
shows how much of the country specific shock to
income is translated to this country consumption.
p takes values from 0 to 1, where 1 indicates
that the entire shock to income is translated
to consumption. On the other hand, if f takes
the value of 0, that means that that country’s
consumption is completely insensitive to changes
in income; in other words, the country is able to
completely mitigate the effects of the income shock
through the risk sharing mechanisms. Accordingly,
the measure of risk sharing can be defined as:

RS=1-5, )

where the value of the measure informs what
percentage of the country specific risk can be
diversified away, by the mechanism described
in section 2. In other words, RS measures the
percentage of the country specific shock that is
insured through the mechanisms of risk sharing.
A value of 1 would indicate perfect risk sharing,
while 0 indicates no risk sharing at all. Taking
advantage of the panel structure of the employed
data set equation one was estimated using pooled
OLS, fixed effects, and random effects estimators.
Along with estimation output interval of confidence
were calculated, and the Wald test was used to test
the hypothesis of § = 0 (perfect risk sharing) and
S =1 (no risk sharing).

Results

The descriptive statistics of the time series of real
GDP and consumption growth are shown in table 2.
The table illustrates the mean value of the growth
rate, standard deviation, and co-efficient of variation
calculated as the ratio of the standard deviation to
mean. There are a couple of points that could be
made about the time series at hand. Firstly, GDP
growth rate is more volatile than consumption,
regardless whether volatility is measured in terms
of standard deviation or coefficient of variation.
This suggests that risk sharing mechanisms are
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Table 2. Descriptive statistics for real GDP and consumption growth rates for Intermarium countries, and
the Intermarium and the European Union aggregates for the 19912014 period

Country/Group GDP Consumption
Mean SD Cv Mean SD Cv
Belarus 1.51% 0.113 7.513 3.74% 0.078 2.076
Bosnia and Herzegovina 9.61% 0.165 1.714 6.16% 0.151 2.445
Bulgaria 0.66% 0.084 12.863 1.29% 0.088 6.783
Croatia 1.12% 0.073 6.501 0.82% 0.101 12.394
Czech Republic 1.49% 0.049 3.295 1.94% 0.061 3.162
Estonia 2.58% 0.088 3.395 2.36% 0.097 4.104
Hungary 2.27% 0.037 1.613 2.29% 0.038 1.644
Latvia 0.29% 0.104 35.413 —-0.24% 0.160 -67.618
Lithuania 1.93% 0.078 4.049 2.79% 0.080 2.866
Montenegro 1.63% 0.144 8.797 1.72% 0.157 9.177
Poland 4.83% 0.029 0.605 5.38% 0.029 0.539
Romania 3.67% 0.053 1.456 3.61% 0.079 2.195
Serbia 2.09% 0.159 7.619 1.98% 0.156 7.886
Slovakia 1.83% 0.070 3.828 2.34% 0.089 3.817
Slovenia 2.16% 0.044 2.051 1.98% 0.052 2.616
Ukraine -0.77% 0.106 -13.826 1.65% 0.117 7.094
Intermarium 2.07% 0.043 2.079 2.49% 0.066 2.643
Inermarium and the EU 28 2.48% 0.021 0.831 2.15% 0.025 0.872
The EU 28 2.61% 0.020 0.758 2.47% 0.020 0.813
The EU Core 2.60% 0.021 0.801 2.35% 0.020 0.842
Maximum 9.61% 0.165 35.413 6.16% 0.160 12.394
Minimum —0.77% 0.029 -13.826 —-0.24% 0.029 -67.618
Mean 2.30% 0.081 4.989 2.47% 0.090 0.261
Standard deviation 0.022 0.041 9.233 0.015 0.041 17.234

Source: own calculations.

at work to provide consumption smoothing.
Secondly, growth rates of the aggregates, here for
Intermarium, the aggregate of Intermarium and
the EU, the EU and the EU core, are less volatile
than growth rates of the analysed time series
for individual countries. The only exception is
Poland, which experienced an unprecedentedly
stable period of growth over the investigated time
span. This illustrates the potential benefits in terms
of income and consumption smoothing attainable
from participation in economic integration.

Table 3 presents the results of the estimation.
Regardless of the utilised method of estimation,
the results are very similar. Before the analysis
of the S coefficients, a few comments on the results
of the tests are due. 0.95 percent levels of confidence
include the value of 1 for the Intermarium in the
2007-2014 period for all the methods of estimation.
The Wald test, in that case, does not allow for
the rejection of the no risk sharing hypothesis.
This illustrates that the work of the risk sharing
mechanisms between the Intermarium countries
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was negligible in that period. Additionally, the
hypothesis of no risk sharing cannot be rejected
for some estimation methods for the Interma-
rium between 1999 and 2006, as well as for
the EU between 1991 and 1998. Nonetheless,
in those instances, evidence for negligible risk
sharing is less unequivocal. At the other end, for
0.001 significance level, the hypothesis of perfect
risk sharing cannot be rejected for the EU core
between 2007 and 2014. Still, this is a rather
unconventional and far-reaching significance
level. For this reason, one can conclude that there
is no perfect risk sharing, even between the EU
core countries.

To summarise, the results show that the degree
of risk sharing in all analysed groups was in between
the two extremes. To assess accordingly the degree
of risk sharing estimated f co-efficients were utilised
to create RS measure defined in the formula (2).
The values of the measure are shown in table 4.
Estimates form pooled OLS were utilised. Yet
the obtained results are qualitatively similar
regardless of the method of estimation used.

Regarding the first column, in the period
between 1991 and 1998 the Intermarium countries
were able to insure against 25% of the shock to
real GDP. However, in the two following periods
the ability to insure against country specific
shocks decreased in the 1999-2006 and 2007—
2014 periods to 12% and 7%, respectively. The
European Union countries were able to insure
against 9% of the shocks to their GDP in the 1991—
1998 period. Yet in the next two analysed periods,
the risk sharing within this group had increased

Table 4. Measures of risk sharing obtained
with pooled OLS estimator (in %)

Time Intermarium EU 28 EU Core
period
1991-1998 25 9 48
1999-2006 12 36 58
2007-2014 7 36 77

Source: own calculation.

to 36%. To explain the results, it is important to
keep in mind that the Intermarium countries include
a group of countries that have joined the EU and
the countries that remained outside of that bloc.
The Intermarium countries, due to the association
with the Soviet Union in the 1990s, still shared
strong common ties, which enabled them to share
risk. However, as some of those countries joined
the European Union, the ties between them and
the rest of the Intermarium started collapsing. For
those reasons, the degree of risk sharing between
the Intermarium countries started declining.

On the other hand, at the beginning of the period
the degree of integration between the last 14 Euro-
pean Union members and the rest of the EU
was very limited. As the process of integration
progressed the countries were able to improve
the degree of risk sharing significantly. These
results demonstrate that risk sharing goes pari passu
with integration. An even better demonstration
of that point is provided by the case of the EU
core countries. Starting from the beginning of
the analysed period the degree of risk sharing
between them was the highest, as they were able to
insure consumption against 48% of idiosyncratic
shocks. This high degree of risk sharing should
not be surprising, as the EU countries had been
participating in European integration for many
decades before Intermarium countries even started
considering joining the European Community. As
the integration progressed, the degree of the risk-
sharing went up even further. The year 1999,
with the introduction of the common currency
and the following commencement of euro zone,
opened a period where the core countries were
able to insure their consumption paths against
58% of idiosyncratic risk. Finally, in the 2007—
2014 period the euro zone countries were able to
insure against 77% of country specific shocks.
This impressive number is the best testament to
the potential of economic integration in promoting
risk sharing. Moreover, it demonstrates the power
of monetary unions in facilitating consumption
smoothing. It is also important to remember that
this was accomplished without resorting to fiscal
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union, which suggests that there is still room for
improvement.

Conclusions

This paper has analysed the group of countries
that comprise Intermarium from two different
perspectives: it has looked into motivations for
exploring the idea of Intermarium integration
and also assessed the potential economic benefits
of that through the prism of consumption risk
sharing. In the early 2000s, there was a strong
sense of enthusiasm when it came to the EU
membership. However, as it has been illustrated,
there is enough evidence to suggest that there
has been a shift in attitudes towards the EU
in CEE. To give a few examples, opinion polls
show a lack of trust towards the European Union,
as well as less alignment on key policy issues,
such as migration. In addition, EU financial
aid for both groups has either decreased or is
expected to decrease. This, in turn, has shattered
the thought of the European Union as the only
feasible idea for the post-Communist states, which
gave room for exploring alternative ideas, such
as Intermarium. However, it is important to note
that, from the political science perspective, it is
difficult to assess the likelihood of the Intermarium
integration, as there is no evidence to indicate that
even the most sceptical EU Member States would
leave the bloc. At the same time, given the shift
in attitudes, the economic benefits of Intermarium
are nonetheless worth exploring.

The research undertaken in this article did not
concentrate on gains in terms of improved economic
growth, which is overwhelmingly explored in the
literature, and instead focused on consumption risk
sharing. As both existing theoretical models and
empirical research demonstrated, ability to ensure
the stability of consumption path heavily relies
upon the stage of integration attained by the group
of countries under investigation. Therefore, an
inquiry was conducted for the Intermarium, the EU,
and the EU core. At the outset the results showed
that aggregates are characterised by the lower

volatility of both consumption and real GDP
growth, signifying advantages associated with
membership in supranational organisations. More-
over, as the volatility of consumption is lower
in comparison with GDP growth at a country
level, there is evidence of risk sharing mechanisms
working even in preliminary data analysis. The
main part of the research showed how the degree
of consumption risk sharing was evolving from
period to period in the groups under scrutiny.
The results showed that risk sharing between
Intermarium countries was steadily declining, while
at the same time it increased among European Union
Member States. This outcome can be attributed
to the fact that Intermarium includes both the EU
and non-EU member states. At the beginning
of the analysed period Intermarium countries
were through common post-communist ties able
to insure against 25% of idiosyncratic shocks to
national GDP. However, as some of the Intermarium
countries joined the EU the ties with rest started
to loosen. Consequently, the decrease in Inter-
marium risk sharing was accompanied by de-
velopment of the European Union risk sharing
along the described stages of integration. At
the same time, the EU core countries were cha-
racterised by the highest degree of consumption
insurance at the beginning of the sample period
and were able to increase it tremendously, with
77% of shocks to national income being absorbed
through the mechanisms of risk-sharing. This
impressive result can be traced to the introduction
of the common currency and concomitant financial
market integration. Even this result could be
improved upon if the EU core moved on to another
stage and decided to form a fiscal union.

To sum up, the results show that ongoing
European integration relaxed the ties between
the Intermarium countries and deteriorated, almost
completely, their mechanisms of international
consumption insurance. This decline was accom-
panied by an increase in risk sharing between
the old and new member states of the European
Union. As demonstrated by the example of the
EU core, the scope of benefits in terms of risk

Zarzgdzanie Publiczne / Public Governance 3(49)/2019 31



Krzysztof Beck, Julia Shtunderenko

sharing that could be gained through engagement
in consequent stages of integration is tremendous.
Nevertheless, in the light of the results presented
in this paper, integration in the Intermarium
bloc would be associated mostly with costs on
the side of the countries that are already part
of the EU. Leaving the EU would be associated with
a sharp decline in risk sharing with those countries,
and the time span to achieve comparable results
with the rest of Intermarium countries would be
rather extensive. Withdrawing from the EU would
be a step away from developing mechanisms
of international consumption insurance and a move
to an uncertain future within the Intermarium
bloc. The most rational choice, motivated on
both theoretical and empirical grounds, would
entail non-EU Intermarium countries joining
the European Union. With increased possibilities
to insure against idiosyncratic shocks, the benefits
of ongoing integration would be reaped by both
the existing and new members of the European
Union.

References

Asdrubali, P., Sorensen, B., & Yosha, O. (1996).
Channels of interstate risk sharing: United States
1963-1990. The Quarterly Journal of Economics,
111(4), 1081-1110, https://doi.org/10.2307/29467.

Asdrubali, P., & Kim, S. (2004), Dynamic risksharing
in the United States and Europe. Journal of Monetary
Economics, 51(4), 809—836, https://doi.org/10.1016/j.
jmoneco.2003.09.002.

BBC. (2013). ‘Ukraine stages first gay pride march’,
https://www.bbc.com/news/world-europe-22667015,
accessed on 12.03.2018.

Beck, K. (2011). Akcesja Polski do strefy euro w $wietle
teorii optymalnych obszaréw walutowych — weryfi-
kacja empiryczna. In: S. Lis (Ed.). Kontrowersje wo-
kot akcesji Polski do Unii Gospodarczej i Walutowej
(pp. 224-238). Krakow: Wydawnictwo Uniwersytetu
Ekonomicznego w Krakowie.

Beck, K. (2013). Determinants of business cycles syn-
chronization in the European Union and the Euro
Area. Equilibrium. Quarterly Journal of Economics
and Economic Policy, 8(4), 25-48, http://dx.doi.
org/10.12775/EQUIL.2013.025.

Beck, K. (2014). Determinanty synchronizacji cykli
koniunkturalnych w krajach Unii Europejskiej w la-
tach 1990-2007. Gospodarka w Teorii i Praktyce,
1(34), 5-20.

Beck, K. (2017). Bayesian model averaging and joint-
ness measures: Theoretical framework and appli-
cation to the gravity model of trade. STATISTICS
IN TRANSITION new series, 18(3), 393—412. doi:
10.21307/stattrans-2016-077.

Beck, K. (2019a). What drives business cycle synchro-
nization? BMA results from the European Union.
Baltic Journal of Economics, 19(2), 248-75. doi:
10.1080/1406099X.2019.1652393.

Beck, K. (2019b). Decoupling after the crisis: Western and
eastern business cycles in the European Union. Eastern
European Economics. doi: 10.1080/00128775.
2019.1656086.

Beck, K., & Stanek, P. (2019). Globalization or re-
gionalization of stock markets? The Case of central
and eastern European countries. Eastern Euro-
pean Economics, 57(4), 317-330. doi: 10.1080/
00128775.2019.1610895.

Beissinger, M. (2009). Nationalism and the collapse
of Soviet communism. Contemporary European
History, 18(3), 331-347. doi: 10.1017/S0960777
309005074.

Boffey, D. (2018). Gay spouses have rights in all EU
countries, says European court official. The Guardian,
11 January, accessed on 12.03.2018.

Briancon, P., & Karnitschnig, M. (2018). ‘Angela
Merkel dashes Emmanuel Macron’s Eurozone
dreams’, https://www.politico.eu/article/an-offer-
emmanuel-macron-cant-refuse-eurozone-budget-
angela-merkel/, accessed on 17.07.2018.

Canava, F., & Ravn M. (1996). International consump-
tion risk sharing. International Economic Review,
37(3), 573-601.

Chodakiewicz, M. (2012). Intermarium: The Land
between the Black and Baltic Seas. New York:
Routledge.

CNN. (2004). ‘EU welcomes 10 new members’, http://
edition.cnn.com/2004/WORLD/europe/04/30/
eu.enlargement/, accessed on 8.12.2018.

Cole, H., & Obstfeld, M. (1991). Commodity trade and
international risk sharing: How much do financial
markets matter? Journal of Monetary Economics,
28(1),2-24. doi: 10.1016/0304-3932(91)90023-H.

Crucini, M. (1999). On international and na-
tional dimensions of risk sharing. Review of

32 Zarzgdzanie Publiczne / Public Governance 3(49)/2019



The prospect of Intermarium integration in the light of consumption risk sharing

Economics and Statistics, 81(1), 73—-84. doi:
10.1162/003465399767923836.

Davies, C. (2017). Polish MPs pass judicial bills amid
accusations of threat to democracy. The Guardian,
December 8.

Eichengreen, B. (1992). Is Europe an Optimum Currency
Area? In: S. Borner, & H. Grubel (Eds.). The
European Community after 1992 (138-161). London:
Palgrave Macmillan.

‘Eurobarometer 62°. (2005). EU official website,
http://ec.europa.eu/commfrontoffice/publicopinion/
index.cfm/Survey/getSurveyDetail/instruments/
STANDARD/search/standard%20eurobarometer/
surveyKy/455, accessed on 05.2018..

‘Eurobarometer 88°. (2017), EU official website,
http://ec.europa.eu/commfrontoffice/publicopinion/
index.cfm/Survey/getSurveyDetail/instruments/
STANDARD/search/eurobarometer%2088/sur-
veyKy/2143, accessed on 12.2018.

Feenstra, R., Inklaar, R., & Timmer, M. (2015). The
next generation of the penn world table. American
Economic Review, 105(10), 3150-82. doi: 10.1257/
aer.20130954.

Final Report — ERDF and CF Regional Expenditure
Contract No 2007°. EU official website, http://
ec.europa.eu/regional_policy/sources/docgener/
evaluation/pdf/expost2006/expenditure _final.pdf,
accessed on 09.07.2008.

Frankel, J., & Rose, A. (2002). An estimate of the ef-
fect of common currencies on trade and income.
The Quarterly Journal of Economics, 117(2), 1st
May, 437-466. doi: 10.1162/003355302753650292.

Fratzscher, M., & Imbs, J. (2009). Risk sharing, fi-
nance, and institutions in international portfolios.
Journal of Financial Economics, 94(3), 428-447.
doi: 10.1016/j.jfinec0.2008.12.007.

Kose, M., Prasad E., & Terrones, M. (2009). Does fi-
nancial globalization promote risk sharing? Journal
of Development Economics, 89(2), 258-270. doi:
10.1016/j.jdeveco.2008.09.001.

Levy, J. (2007). The Intermarium: Wilson, Madison
& CEEan Federalism. Boca Raton: Dissertation.com.

Lewis, K. (1996). What can explain the apparent
lack of international consumption risk sharing?
Journal of Political Economy, 104(2), 267-297.
doi: 10.1086/262025.

Lewis, K., & Liu, E. (2015). Evaluation international
consumption risk sharing gains: An asset return
view. Journal of Monetary Economics, 71, 84-98.
doi: 10.1016/j.jmoneco.2014.11.010.

McDonald-Gibson, C. (2013). The Intolerant conti-
nent: Europe’s shocking attitude creating a climate
of fear for gay people. Independent. https://www.
independent.co.uk/news/world/europe/the-intolerant-
continent-europe-s-shocking-attitude-creating-
a-climate-of-fear-for-gay-people-8824932.html,
accessed on 12.12.2018.

‘MFA statement on the European Commission’s decision
to launch the disciplinary process against Poland laid
out in Article 7 of the TEU”, https://www.msz.gov.
pl/en/p/msz_en/news/mfa_statement_on_the euro-
pean_commission_s_decision_to launch_the dis-
ciplinary_process_against poland laid out in_ar-
ticle 7 of the teu, accessed on 12.12.2018.

Noack, R. (2017). ‘E.U. pursues unprecedented action
against Poland in a sign of escalating tensions’, The
Washington Post, https://www.washingtonpost.
com/world/europe/eu-pursues-unprecedented-
action-against-poland-in-a-sign-of-escalating-
tensions/2017/12/20/a5873e56-e597-11e7-a65d-
1ac0fd7f097¢_story.html?noredirect=on&utm_
term=.04c054214847, accessed on 20.12.2018.

Poncela, P., Pericoli, F., Manca, A., & Nardo, M. (2016).
Risk sharing in Europe. JRC SCIENCE FOR
POLICY REPORT. doi: 10.2791/174718.

Project 28. (2017). ‘Poll 2017’. http://project28.eu/
opinions-2017/, accessed on 10.03.2018.

Rangvid, J., Santa-Clara, P., & Schmeling, M. (2016).
Capital market integration and consumption risk
sharing over the long run. Journal of International
Economics, 103,27-43. doi: 10.1016/j.jinteco.2016.
08.001.

Rose, A., & Van Wincoop, E. (2001). National money
as a barrier to international trade: The real case
of currency union. American Economic Review,
91(2), 386-390.

Sala-I-Martin, X., & Sachs, J. (1991). Fiscal federalism
and optimum currency areas: Evidence for Europe
from the United States. NBER Working Paper, 3855.

Smith, A. (1997). An Inquiry into the Nature and
Causes of the Wealth of Nations. Chicago: Chicago
University Press.

Snyder, J. (1990). Averting Anarchy in the New
Europe. International Security, 15(4), 5-41. doi:
10.2307/2538749.

Sorensen, B., Yosha, O. (1996). International risk shar-
ing and European monetary unification. Journal
of International Economics, 45(2), 211-238. doi:
10.1016/S0022-1996(98)00033-6.

Zarzgdzanie Publiczne / Public Governance 3(49)/2019 33



Krzysztof Beck, Julia Shtunderenko

‘Speech of the President of the Czech Republic Vaclav

Klaus in the European Parliament, EU official
website, http://www.europarl.europa.eu/resources/
library/media/20090126MLT47169/20090126M
LT47169.pdf, accessed on 19.12.2018.

UNHCR. (2015). ‘Hungary urged to refrain from

policies and practices that promote intoler-
ance and hatred’, http://www.unhcr.org/news/
press/2015/12/5677¢f666/hungary-urged-refrain-
policies-practices-promote-intolerance-hatred.html,
accessed on 21.12.2018.

34

Zarzadzanie Publiczne / Public Governance 3(49)/2019



