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The two main outcomes of the study are.
(1) Using a currency union model consisting of developing and developed countries, it is shown that
the higher the probability of a country leaving a currency union, the higher the proportion of
developing countries within the currency union is required to implement optimal monetary policy.
(2) We considered a model in which a member country would have to pay an exogenous social cost if it
exited the currency union. The exiting country can implement discretionary monetary policy, but
suffers from a time incompatibility problem as in Barro and Gordon (1983). In their model, they show
that optimal monetary policy is only feasible if there is no probability that any country will exit

from the monetary union.
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