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Abstract 

   
This paper analyzes explanations identified in the literature for the subpar economic 

performance of the so-called peripheral member states of the Euro Area since the mid-1990s. 

It argues that a key factor was a Dutch disease-like transmission mechanism, as the adoption 

of the euro led to a capital inflow shock. This resulted in a structural shift in the productive 

structure of the peripheral economies away from technologically advanced manufactured 

goods, which are characterized by higher productivity growth. As a consequence, the peripheral 

member states specialized in non-tradable sectors, and in low-technology and labor-intensive 

tradable goods sectors, which largely explains the peripherals’ low economic growth, low 

productivity growth, and growing macroeconomic imbalances. 
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1. INTRODUCTION 

The single currency was presented as an important instrument to increase economic growth and 

private investment in the Euro Area and to promote real economic convergence among member 

states (European Commission 1990). 

However, a growing number of authors (e.g., Eichengreen 2010; Hafele and Gräbner 2020; 

Gräbner et al. 2020; Simonazzi, Ginzburg and Nocella 2013) instead argue that the euro has failed 

to achieve that aim, resulting in growing economic divergence. According to this alternative view, 

the euro likely explains or at least contributed to the worst economic performance in decades of, 

for example, Italy, Portugal, and Greece. This paper contributes to this debate by seeking to  

understand what explains the economic underperformance of the so-called peripheral member 

states of the Euro Area.1  

Euro Area economies initially grew considerably in the years before and immediately after the 

launch of the single currency and of the Economic and Monetary Union (EMU), with real average 

yearly growth of 2.3% between 1995 and 2007. However, the euro crisis of 2010-2012 suggests 

that the growth spurt of the first decade of the euro may have been unsustainable, a byproduct of 

a private-sector debt bubble in the peripheral member states and of the mercantilist strategy of 

wage suppression in core member states, particularly in Germany (Storm and Naastepad 2016; 

Flassbeck and Lapabitsas 2013).  

Between 2012 and 2016, the slowdown of the Euro Area affected more intensely the peripheral 

member states, which experienced a short recession between 2011 and 2013 and economic 

stagnation between 2007 and 2018, with real GDP only surpassing the 2007 peak in 2017 (see 

Figure 1). Finally, the economic asymmetry among peripheral member states has widened. In 

particular, Italy and Greece have had a very poor economic performance. 

 

 

 

 

 

 

 

                                                           
1 Hereinafter, peripheral Euro Area member states refer to Greece, Spain, Italy, Portugal following the 

literature (Gräbner and Hafele 2020), and additionally France. We include France in the group of peripheral 

member states given the decline of its industrial sector, the reduction in its non-price competitiveness, and 

the progressive deterioration of its external accounts (Celi et al. 2018). Core member states refer to 

Germany, Belgium, Finland and Austria, again following the literature (Gräbner and Hafele 2020). In an 

online Appendix, we present evidence that the exclusion of France from the peripheral member states does 

not materially affect the peripheral member states divergence path of the economic variables considered in 

the analysis. 

 



Figure 1: Real GDP, peripheral and core member states (1995=100) 

 

Source: Ameco and authors' own calculations 

 

Between 1995 and 2010, the peripheral economies had persistent current account deficits, thus 

accumulating net external debt and experiencing a deteriorating Net International Investment 

Position.2 

Several hypotheses that may explain the poor performance of the peripheral member states in this 

period are identified and analyzed in this paper. These include the deterioration of the external 

price-competitiveness of these economies (Shambaugh 2012), the technological gap faced by 

these economies (Botta 2014), or the lack of macroeconomic policy instruments to respond to 

(temporary) asymmetric shocks to these economies (e.g., de Grauwe and Ji 2018; Barba and de 

Vivo 2013; Beneito and Cháfer 2020).  

The main argument of the paper is that, in addition to the explanations identified in the literature 

and above, the leading cause for the long-term underperformance of the peripheral member states 

was a Dutch disease-like effect that arose from the adoption of the euro, at an overvalued 

exchange rate, given the productive structure of the peripheral member states, which led to an 

adverse structural shift in their productive structure, contributing to a markedly lower productivity 

                                                           
2 The literature questions (Febrero, Uxó and Bermejo 2018) whether the euro crisis was a balance of 

payments crisis (Cesaratto 2013; Cabral 2013; Giavazzi and Spaventa 2010) or a monetary sovereignty 

crisis (Lavoie 2015; de Grauwe 2013a; Wray 2012). In this paper, we adopt the former thesis.   



growth path (Batavia and Nandakumar 2016). 

This paper argues that the Dutch disease syndrome resulted, not from the gains of trade arising 

from a specific commodity export, but from foreign capital inflows that occurred since the mid-

1990s (Batavia and Nandakumar 2016).3 These inflows of external financial capital may have led 

to two important effects. First, an increase in the price of non-tradable goods, resulting in an 

appreciation of the real exchange rate of these economies ("expenditure effect"). Second, growing 

economic incentives for a reallocation of production factors to non-tradable sectors ("resource 

movement effect"). 

Thus, the contribution of this paper is to show that the adoption of the euro by economies with 

different productive structures, by triggering a Dutch disease-like transmission mechanism, led to 

asymmetric impacts on the specialization profile of the different economies, contributing to 

economic divergence and poor economic performance of the peripheral member states.  

The paper is organized as follows. Section 2 characterizes the problem, presenting data that shows 

the underperformance of the Euro Area peripheral member states since the mid-1990s vis-à-vis 

the Euro Area more internationally competitive member states – the core member states. Section 

3 presents several explanations existing in the literature to explain the underperformance of these 

economies. Section 4 presents a theoretical explanation of the economic underperformance of the 

peripheral member states. Section 5 presents the main conclusions of the paper. 

 

1. UNDERPERFORMANCE OF THE PERIPHERAL MEMBER STATES 

 

The gap between Euro Area peripheral and core member states predates the introduction of the 

single currency as evidenced by various social-economic indicators, namely the real GDP per 

capita, the 10-year average annual growth rate of real GDP per capita and the Economic 

Complexity Index.4 However, more importantly, the introduction of the euro resulted in 

divergence in the trajectory of these indicators, which support the hypothesis of macroeconomic 

underperformance of the Euro Area peripheral member states relative to core member states. 

                                                           
3 Earlier literature argues that the Dutch disease can be caused by capital inflows (e.g., Palma 2019), 

namely, those resulting from Foreign Direct Investment but also from emigrant remittances, as well as from 

the discovery or from large increases in the price of a commodity. 
4 The economic complexity index (ECI) was developed by Hidalgo and Hausmann (2009). ECI data is 

maintained and updated by the Observatory of Economic Complexity (OEC). The ECI seeks to measure 

the technological sophistication and diversity of the tradable goods produced in a country. The ECI is 

widely used in the literature (Romero and Gramkow 2021; Hidalgo 2021) as a proxy for "non-price 

competitiveness" of the tradable sector and it is a way of measuring the distance of the economy’s 

productive sector to a given technological frontier. The closer an economy is to the "technological frontier," 

the less dependent its competitiveness will be on the price factor, and the more it will depend on non-price 

factors such as quality. 

 



For example, focusing on real GDP per capita, there remains a relevant gap between the core 

and peripheral member states (see  Figure 2). Moreover, the former outgrew the latter between 

2007 – the year of outbreak of the Great Recession – and 2019. 

Figure 2: Euro Area peripheral member states real GDP per capita 

(Germany=100) 

 

Source: Ameco, GDP per capita in Euros; authors' calculations. 

 

Although the peripheral member states converged with Germany between the 1960s and 1970s, 

from the 1980s onwards the peripheral’s GDP per capita ceased to converge to that of 

Germany's. Moreover, the economic convergence observed in the 2000s was ephemeral, and it 

was dependent on the existence of asset price bubbles (Buendía 2020; Holinski, Kool and 

Muysken 2012). The peripheral member states seem to have been the most affected by the 

combination of the Great Recession (2007-2009) and the euro crisis (2010-2012), as their real 

GDP per capita growth rate dropped more significantly (and below) than that of the core member 

states (see Figure 3). 

Figure 3: 10-year average annual growth rate of real GDP per capita, 

peripheral and core member states (%) 



 

Source: Ameco: authors' own calculations. 

 

Starting in the mid-1990s, the Euro Area peripheral member states began to report recurrent and 

large current account deficits. As this occurred, the surpluses of the core member states tended to 

increase (see Figure 4). The current account balance performance of the peripheral economies 

was driven by a marked deterioration of the goods balance, which was only partially ameliorated 

by a growing surplus of the services balance, explained by larger tourism sector exports. 

The current account balance of the core member states improved markedly following the launch 

of the euro, whereas it deteriorated significatively in the peripheral economies up to 2008 raising 

the question of the extent, if any, the single currency contributed to this outcome (Pérez-Caldentey 

and Vernengo 2012). In 2007-2009 the Great Recession and in 2010-2012 the euro crisis led euro 

authorities to adopt fiscal austerity programmes in the peripheral economies that resulted in a 

stark improvement of these economies current account balances.  

 

 

 

 

 



Figure 4: Core and peripheral member states current account balance (% of GDP)  

 

Source: Ameco; authors' own calculations. 

 

The large recurrent current account deficits of the peripheral member states, and the growing 

external surpluses for the core member states had distinct impacts on the evolution of the Net 

International Investment Position – Figure 5.5 

Even though correlation is not causation, Figure 5 provides stark illustration of the fact that the 

Euro Area became, likely by virtue of the single currency, a creditor-debtor monetary union, with 

core member states moving from debtors (negative NIIP) to creditors and peripheral member 

states moving from a nearly balanced position to highly indebted position. Thus, not only the 

peripheral member states experienced economic underperformance, but this economic 

underperformance was accompanied by growing external debt and liabilities, whereas core 

member states became net creditors. 

 

                                                           
5 Italy managed to reverse the decline in its NIIP, which at its trough represented -20% of GDP in 2010, 

to practically balance its NIIP by 2019. In contrast, France has seen its NIIP gradually deteriorate. 



Figure 5:  Core and peripheral member states Net International Investment 

Position6, 7 (% of GDP) 

 

Source: Eurostat; authors' own calculations. 

 

Finally, the share of the manufacturing sector declined significantly more in the peripheral 

member states than in the core member states (see Figure 6), even though the former grew 

somewhat less than the core member states in this period. 

 

 

 

 

 

                                                           
6 Data for most economies are only available from 1999 onwards. In the case of Belgium, the data are only 

available from 2005, and in the case of Greece the data are only available from 2002. 
7  The negative NIIP value for the Finnish economy was an outlier attributable to revaluation effects, mainly 

a result of Nokia's share price increase in the 1990s, as 90% of Nokia's shares were held by international 

investors (Hilpinen 2007). 



Figure 6: Core and peripheral member states industrial output (% of Gross Value 

Added, GVA) 

 

Source: World Bank; authors' own calculations. 

 
 

Figure 7  illustrate the fact that the launch of the euro was accompanied by a relative and an 

absolute deterioration unit labor costs of the peripheral member states vis-à-vis the core member 

states, with the weighted average ULC of core member states falling to 88% of its 1995 value by 

2019, while growing to 104% of its 1995 value in the peripheral member states, a large 17 

percentage point differential, relative to 1995, in the evolution of ULC in core vs peripheral 

member states, notwithstanding the austerity programmes adopted in the latter from 2010 

onwards. 

 

 

 

 

 



Figure 7: Core and peripheral member states real unit labor costs (1995=100) 

 

Source: AMECO; authors’ own calculations. 

 

The Economic Complexity Index shows that the peripheral member states produce goods with 

a much lower technological complexity than the core member states (see Figure 8). It further 

suggests that peripheral member states have seen the technological complexity of its 

manufacturing goods steadily deteriorate.  

 

 

 

 

 

 

 



Figure 8: Core and peripheral member states Economic Complexity Index 

 

Source: Atlas of Economic Complexity (Observatory of Economic Complexity); authors' own 

calculations. 

Figure 9 suggests there has been a change in the trend of the gross value added of financial 

services in the two group of countries. n the peripheral member states, this economic activity 

has slightly increased its relevance and in the case of the core member states there has been a 

marked reduction in its weight. 

 

 

 

 

 

 

 



Figure 9: Core and peripheral gross value added of financial services (% of total 

gross value added) 

 

Source: EU Klems; author' own calculations. 

 

Private sector debt of the peripheral and core member states have similarly diverged (see Figure 

10). 

In the case of the core member states, the private debt to GDP ratio remained relatively stable, 

showing a similar pattern as the evolution of the gross value added in financial services. 

In the case of the peripheral member states, the rising trend of private debt to GDP was very 

relevant (especially until Great Recession), with private sector debt to GDP almost tripling in the 

case of Greece.  

Thus, the economic underperformance of the peripheral economies between 1995 and 2020 was 

accompanied by more rapid growth of the ratio of private and public debt to GDP and a marked 

deterioration in NIIP to approximately -41,7% of GDP. The core member states average NIIP 

improved to approximately +52,4% of GDP and the ratio of private and public debt to GDP 

remained approximately stable. One of the contributing factors results from current account flows 

and the balance of payments accounting identity within the Euro Area. The net borrowing 

requirements of peripheral member states, arising from public plus private sector borrowing, 



contribute to the net lending capacity of core member states, which in turn contribute to lower 

public plus private borrowing requirements in core member states, ceteris paribus. The 

accumulation of flows thus explains both growing private and public debt to GDP ratios and 

growing level of net external liabilities (more negative NIIP) in the peripheral member states – 

see Figures 4, 5, 10, and 11 –. The mirror image of this effect is lower private and public debt and 

the growth of net external assets (NIIP) of the core member states. 

 

Figure 10: Core and peripheral member states private non-financial sector debt 

(% of GDP) 

 

Source: AMECO; authors' own calculations. 

 

 

 

 

 

 



Figure 11: Core and peripheral member states public debt (% of GDP) 

 

Source: Ameco; authors' own calculations. 

 

In sum, we argue that different economic indicators presented in this section are consistent with 

the perspective of economic divergence between core and peripheral member states and, more 

importantly, support the thesis of significant economic underperformance of the peripheral 

member states. The research question that the remainder of this paper seeks to address then 

becomes what explains the peripheral member states relative (and absolute) economic 

underperformance. 

 

 

3. LITERATURE REVIEW   

A not insignificant body of literature, which predates the single currency, augured poor 

perspectives for the Euro Area (Feldstein 1997; MacDougall 1977; MacDougall 1992). More 

importantly, following the launch of the euro, the increasing economic divergence between 

member states inspired and motivated a growing body of literature that seeks to understand and 

explain its causes. 

The economic underperformance of Euro Area peripheral member states relative to the 



performance of core member states is likely driven by multiple factors. This paper identifies and 

summarizes five main explanatory theses and strands of literature. 

The first strand of literature argues that the divergence is explained by differences in unit labor 

costs (ULC) growth rates. According to some authors, (e.g., Shambaugh 2012), the structural 

divergence of the peripheral member states was driven by the deterioration of their external 

price-competitiveness, with unit labor costs of peripheral member states growing far more 

rapidly than unit labor costs of core member states, particularly before the onset of the euro crisis 

in 2010. 

For Felipe and Kumar (2014), the divergence in this indicator does not necessarily imply that 

robust wage increases have occurred in the peripheral member states, as the labor share of GDP 

remained approximately stable of even declined between 1980 and 2007. Piton (2017a) argues 

that the ULC increase in peripheral member states is explained by the expansion of non-tradable 

sectors in these countries. As these sectors are shielded from international competition, firms 

have greater market power to influence prices, which has contributed to a more intense increase 

in ULC in these sectors (Felipe and Kumar 2014; Piton 2017a; Gaulier and Vicard 2012). Since 

the mid-1990s, the consumer price index rose more rapidly in the peripheral member states than 

in the core member states. One of the possible explanations for this is the Balassa-Samuelson 

effect (Balassa 1964; Belke, Schnabl and Zemanek 2009; Van der Schaar 2019), which states 

that countries with higher productivity levels and higher productivity growth rates tend to 

experience higher domestic price levels and higher inflation rates. High productivity growth in 

the tradable goods sectors results in higher wage growth in the tradable goods sector. Since there 

is mobility of labor between sectors, the movement of labor from the tradable to the non-tradable 

sector also affects the wage growth rate in the non-tradable sector. As there is less scope for 

productivity growth in the non-tradable sector, the wage growth rate in the non-tradable sector 

tend to provoke a rise in domestic prices. According to Mamede (2020), some peripheral 

member states (especially Greece and Portugal) experienced a period of faster productivity 

growth than the core member states in the 1990s, which contributed to a positive differential in 

domestic inflation. 

A subset of this first strand of literature focuses on the role of divergence of ULCs on the 

growing real exchange rate misalignment of these economies. Bresser-Pereira and Rossi (2015) 

consider that the misalignment of domestic exchange rates, driven by the divergence in the 

evolution of ULCs within the Euro Area, was the main determinant for the negative performance 

of the peripheral member states. 

Although there was a macroeconomic consensus that the level of the exchange rate might be 

irrelevant in explaining long-run economic growth, this position has recently changed due to 

empirical literature showing that exchange rate overvaluation has negative long-run effects on 

growth. 



In fact, Rodrik (2008) argues that a competitive exchange rate helps to overcome the market and 

institutional failures that hinder the expansion of the tradable sector, constituting an example of 

second-best economic policy, necessary to promote structural change. This effect is more 

relevant for countries with a lower degree of development.  

One of the pioneering contributions in this area was developed by Baldwin (1988), which 

concluded that a temporarily overvalued exchange rate can have hysteresis effects, producing a 

permanent negative effect on exports. A competitive real exchange rate has direct effects, 

notably by providing greater diversification in the production of goods, as it allows a wider 

variety of goods to become more profitable to produce domestically (preventing the increase in 

imports).  

Another (indirect) effect of exchange rate overvaluation is the negative impact on the profit rate 

and in the level of productive investment (Barbosa Filho et al. 2011). Additionally, it will also 

have detrimental impacts on the level of capacity utilization of firms, through the decrease of 

exports and the increase in imports that substitute domestic production. The profit squeeze 

affects negatively the level of capital accumulation, since retained earnings influence self-

financing, and additionally enables firms to gain access to external financing - a necessary 

condition to support capital accumulation (Lima, 2010; Missio and Jayme 2012).  

Oreiro (2016) argues that the benefits of a competitive real exchange rate exceed the positive 

effects on net exports that occur in the short run. Increased exports, by enabling returns to scale, 

generate dynamic externalities that spill over to the rest of the economy. These learning-by-

doing practices, with positive economic and technological externalities to the economy, take 

time to develop and spread. Therefore, the overvaluation of the real exchange rate will limit 

these positive impacts, influencing the productive specialization of the economy and thus the 

influence long term growth path. 

Finally, Guzman, Ocampo and Stiglitz (2018) argue that a real exchange rate at a competitive 

level create a more favorable environment for business to operate, allowing greater margin of 

error for businesses to respond to uncertainty and to earn income to support fixed costs.8 Such 

framework, the authors claim, is thus beneficial to the development of new tradable goods 

sectors and for sectors where learning-by-doing is important of the literature above largely 

argued for the importance of a real exchange rate at competitive levels. 

Thus, the misalignment of domestic exchange rates in the Euro Area, by contributing to an 

increase in imports and a reduction in exports (compared to a situation of a 'competitive' 

domestic exchange rates) led to the emergence of current account deficits and to excessive 

private and public sector debt in the peripheral member states. Another symptom of the 

                                                           
8 Fixed costs can be interpreted as the amount of time and experience required to build the endogenous 

capacity necessary to compete in international markets. 



misalignment of domestic exchange rates was the increased productive asymmetries between 

Euro Area member states. While in the core member states, productive specialization in 

manufacturing with a higher technological level and higher value added was reinforced, the 

peripheral member states specialized its productive capacity in the non-tradable sectors. 

Jeong, Mazier and Saadaoui (2010) estimated the domestic exchange rate that would preserve 

internal and external balances, concluding that, in 2008, the euro was overvalued for most of the 

peripheral member states (Portugal, Spain, Greece, France, Italy) and undervalued for the core 

member states (Belgium, Austria, and Germany). 

A second strand of literature focuses on institutional and architectural failings of the Euro Area, 

which have asymmetric effects on the economies of member states.  

Whyte (2010), Simonazzi, Ginzburg and Nocella (2013) considered that the Euro Area had 

certain dysfunctionalities, namely the absence of mechanisms to correct the external imbalances 

that affected member state economies since the first decade of the 2000s. The authors consider 

that the considerable German external surpluses were not the result of a particularly strong 

external competitiveness. The German labor market reforms9 resulted in lower wage growth, 

contributing to a lower aggregate demand growth in Germany and negatively impacted the 

economic and social performance of Germany’s Euro Area trading partners10 (Stockhammer and 

Sotiropoulos 2014).  In particular, Germany began to register recurrent and very large current 

account surpluses of between 6% and 9% of GDP. External surpluses of this magnitude are a 

historical anomaly, even for Germany (Behringer, van Treeck, and Truger 2020; Gräbner et al. 

2020). 

Since the first decade of the 2000s, the Euro Area maintained a balanced current account balance, 

whereby the external deficits of the peripheral member states were approximately symmetric to 

the external surpluses of the core member states. According to de Grauwe (2013b) between 

2000-2012, Germany’s current account surplus (€192.2 billion) was approximately identical to 

the combined current account deficit of Greece, Italy, Portugal and Spain.  

Tabellini (2016) argues that the Eurozone should be reformed, namely by increasing the weight 

of the federal budget, by establishing counter-cyclical fiscal transfers to allow member states 

fiscal policy to respond to systemic financial crisis, and by stricter fiscal rules in order to ensure 

fiscal discipline of member states. These policies would help reduce economic instability and 

promote convergence across economies (e.g., de Grauwe and Ji 2018; Barba and de Vivo 2013; 

Beneito and Cháfer 2020).  Those economists have argued that a central problem of EMU is the 

                                                           
9 Promoted through the implementation of a social pact between unions and labor confederations with the 

stated aim of making the labor market more flexible, the so-called Agenda 2010 of the Schröder 

Government in the early 2000s (Streeck and Trampusch 2005). 
10 These problems were amplified by the strict application of the Maastricht criteria, which meant that 

Germany’s trading partners in the Euro Area could not use fiscal policy to counteract the macroeconomic 

imbalances that resulted from Germany’s domestic labor market policies. 



lack of instruments to deal with (temporary) asymmetric shocks across countries. This leads to 

divergent developments, namely external imbalances (i.e., external deficits for one set of 

countries and external surpluses for the remaining countries). Due to the absence of such 

instruments, deficit countries had to impose internal devaluation policies with negative impacts 

on growth and unemployment (to correct these external imbalances). These asymmetric shocks 

had a stronger negative impact on the peripheral member states. 

Barba and de Vivo (2013) argue that a currency zone is only viable if it allows a given region to 

have persistent current account imbalances (i.e., if there are no balance of payments constraints). 

The authors point out that an important difference between the Euro Area and the United States 

(US) concerns the weight of the federal budget. In the case of the US, both total federal 

expenditures and revenues were about 20% of Gross National Income (GNI). In the case of the 

European Union, both total federal revenues and expenditures were only 1% of GNI. 

Thus, in the case of the US, the existence of a relevant amount of taxes and expenditures at the 

federal level allows that, in the presence of a relevant external disequilibrium, there is a 

redistribution of funds among states and, in conclusion, the level of (external) debt of an 

individual US state does not have an unsustainable exponential debt trajectory. In contrast, in 

the Euro Area, since the tax revenues are collected by individual states, the redistribution 

between states is minimal and not significant. 

Since the Euro Area does not have fiscal integration, i.e., a federal component that provides large 

amounts of funds to spend at the regional or local level to deal with asymmetric shocks, it should 

not be perceived as an optimal monetary zone (Kenen 1969; Mundell 1961). 

Lastly, de Grauwe (2013b) warns of a second problem of the EMU, in this case of a financial 

nature. The member countries of EMU issue public debt in a currency over which they have no 

control. Therefore, they have no guarantee that they will be able to rollover their public debt, 

thus being more vulnerable to speculative crises. de Grauwe and other authors point out that due 

to this constraint, during the 2010–2012-euro crisis, Euro Area governments were forced to 

implement pro-cyclical fiscal austerity policies and labor and product market reforms in order 

to decrease borrowing needs, in the misguided expectation of regaining the confidence of 

financial markets (Flassbeck and Lapabitsas 2013; Perez and Matsaganis 2018). 

Gasparotti and Kullas (2019) used a synthetic control method to determine which countries 

benefited and lost from the creation of the euro, pointing out that the EMU had asymmetric 

impacts. For the period between 1999 and 2017, they estimate that Germany and the Netherlands 

were the countries that most benefited (+ 23,116 euro and + 21, 003 euro per capita, respectively, 

compared with the counterfactual situation). In contrast, Portugal, France, and Italy were the 

countries that experienced the largest costs (of 40,604 euro, 55,996 euro, and 73,605 euro per 

capita, respectively).  

Perotti and Soons (2020) argue similarly that since market prices and trade flows adjust faster 



than wages, productivity, and production structures, the euro resulted in persistent implicit and 

non-visible redistributive effects. Perotti and Soons argue that the euro resulted in the 

appreciation of the real exchange rate of the Euro Area peripheral member states and in a 

depreciation of the real exchange rate of the core member states). The authors conclude that 

since the euro is a system of implicit tax transfers through real exchange rates transmission rates, 

then it should be compensated by a system of explicit tax-transfers (from the rich and more 

internationally competitive economies, i.e., the core member states to the poor and less 

internationally competitive economies, i.e., peripheral member states). 

A third strand of literature argues that indicators of price competitiveness or of wage 

competitiveness (ULC) are lacking in explanatory power, focusing on the importance of non-

price competitiveness indicators. For example, there is some evidence (Ban and Adascalitei 

2020; Bierut and Kuziemska-Pawlak 2017) of situations where a significant deterioration of this 

indicator did not hinder the increase in the share of exports in the international markets. That is, 

as is well known, this price-competitiveness indicator – the real exchange rate –, by not taking 

into account structural change, namely changes in the weight of a given sector, or improvements 

in the quality of production, is an imperfect and often biased predictor of economic under- or 

overperformance. 

In fact, it is well established in the literature that, in some cases, the countries that displayed the 

most relevant declines in their price-competitiveness were those with the largest increases in the 

export market shares11. This has been referred as the Kaldor Paradox (Kaldor 1978). 

Thus, non-price competitiveness is likely also part of the explanation. A fundamental premise 

of the so-called North-South models is that the country in the South is far from the technological 

frontier, for example, as a result of differences in the educational level of the labor force, in the 

quality of the infrastructure, in the level of capitalization of firms and in the composition of the 

productive structure of a given economy (Verspagen 1991). As a consequence, firms in countries 

of the South cannot operate at the "state of the art" technological level. This implies that their 

production of goods is of lower quality and/or with lower technological intensity (Verspagen 

and Wakelin 1993). 

While Euro Area peripheral member states can be considered developed economies, and thus 

are not fully comparable underdeveloped countries of the South in North-South models, an 

analogous mechanism of non-price competitiveness may similarly explain the economic 

underperformance of the Euro Area peripheral member states relative to that of the core member 

states. Several metrics such as the Economic Complexity Index (Hidalgo and Hausmann 2009) 

                                                           
11 The export market share is the weight of a given country's exports in total world exports. This indicator 

is a measure of the competitiveness of a country's exports. 

 

 



suggest that, on average, firms of the peripheral member states exhibit a much lower 

technological levels than firms of core member states, particularly Germany (Botta 2014). As 

these countries were specialized in goods of low technological level, there was less room for 

product differentiation, and therefore the external competitiveness is to a greater degree based 

on price-competitiveness, hence on (low) wages. 

The problem for the Euro Area peripheral member states stems from the lack of competitiveness 

of their production vis-à-vis Germany, i.e., a situation similar to the "middle income trap" where 

they are not price competitive compared to developing countries (namely China and India), but 

are unable to compete on quality (Rodrik 2016; Storm and Naastepad 2015; Felipe and Kumar 

2014).  

For this reason, reducing wages to regain competitiveness would not be a solution, for various 

reasons, not addressed here in detail. In particular, even if lower wages would result in higher 

price competitiveness, ceteris paribus, a questionable proposition, it still would require a large 

decrease in living standards (vis-à-vis China, and Eastern countries) that would not be politically 

feasible. 

A related line argument is that the peripheral member states were proportionally more impacted 

by external shocks to the Euro Area (and to the European Union). In particular, the enlargement 

of the European Union to the eastern European countries and the entry of China into the World 

Trade Organization (WTO), the tendency to relocate industrial units away from the Euro Area 

peripheral member states (and the fall in new industrial FDI) worsened significantly. The 

relocation of industrial firms away from the peripheral member states also had negative impacts 

on the technological level of the production structure of these countries, constituting an adverse 

economic shock for these economies (Botta and Tippet 2020; Hafele and Gräbner 2020; 

Mamede 2015). The entry of eastern European countries in the EU and the entry of China into 

the WTO may be (incorrectly, in our view)12 interpreted as exogenous shocks. However, these 

were asymmetric shocks, affecting the peripheral member states disproportionately more, given 

the productive structure of these economies at time of entry. Similarly, the technological level 

of exports and imports may explain current account imbalances through the impact of 

technology intensity on long-term exports growth rates. Missio and Jayme (2012), Soukiazis, 

Muchová and Leško (2017), and Romero and McCombie (2016) find that Brazilian and 

European exports of technology intensive sectors have higher income elasticities, i.e., are 

relatively more sensitive to the global demand and relatively less sensitive to variation of export 

prices.  

                                                           
12 To the extent that core member states influence EU and Euro Area policy making to a greater extent, 

these outcomes could alternatively be interpreted as quasi-endogenous. 



In this way, the European peripheral member states, as their economic structure are less 

technologically sophisticated, may have been more affected economically with the appreciation 

of the Euro that occurred in the mid-2000s, given the fact their foreign competitiveness is more 

sensitive to variation of export prices. 

A fourth strand of literature argues that the explanation for economic divergence lies in different 

stages of initial development in the context of economies of scale and scope and economies of 

networks. For Aglietta (2012), the increasing integration of economies with a different level of 

development, tends to aggravate these differences, instead of leading to convergence among 

economies. The mechanism through this occurs is Verdoorn's Law, i.e., the existence of a 

positive relationship between output growth and labor productivity growth due to increasing 

returns (especially in manufacturing) (Verdoorn 1949). By this way, the countries with a higher 

initial technological and with a higher initial economic growth level will be able to maintain a 

self-sustaining growth dynamic, aggravating disparities among economies. 

Thus, according to this literature, the economic divergence in the Euro Area is the consequence 

of the integration in an incomplete monetary union without significant fiscal transfers of 

countries with significantly different levels of economic and technological development (de 

Grauwe 2013b; Gräbner et al. 2020). 

A fifth strand of literature focuses on the effects of misguided Euro Area or national economic 

policies. In particular, the differentiated effect of Euro Area budgetary policy on the peripheral 

member states economic development. The fiscal austerity that occurred in these economies, 

first with Stability and Growth Pact and particularly following the onset of the euro crisis, may 

have contributed to the widening of the technology gap (Botta, Tippet and Onaran 2018). Firstly, 

by contributing to an increase in unemployment (especially long-term unemployment), it had 

detrimental impacts on human capital, with the expected loss of labor skills. On the other hand, 

the spillovers from technologies that tend to occur in periods of intense capital accumulation 

cease to occur in periods of declining private investment. Finally, the adjustment programs were 

associated with the privatization of natural public monopolies at distressed prices, with negative 

externalities to the overall efficiency of these economies (Hudson 2021). 

 

4. DUTCH DISEASE: CAUSALITY CHANNELS   

In addition to the different possible explanations discussed in Section 3, this paper argues that 

there may have been an additional transmission mechanism – a Dutch type financial disease – 

that was a key contributor to the economic divergence of the peripheral member states, following 

the adoption of the euro. The Dutch disease hypothesis was theorized through the so-called core 

model (Corden and Neary 1982; Corden 1984). This economic model was developed to provide 



an explanation for the sudden process of deindustrialization that occurred in the Netherlands in 

the 1960s after the discovery of a natural gas field and subsequent export of this commodity. 

The model consists of a small open economy where there are three sectors: the booming tradable 

goods sector, the lagging tradable goods sector, and the non-tradable sector – which typically 

represents more than 60 percent of GDP in developed economies. Prices in the first two sectors 

are assumed to be determined in (perfectly) competitive international markets. The model further 

assumes perfect mobility of factors of production (capital and labor) between sectors in this 

economy, with wages being initially equal across sectors. 

The Dutch disease core model suggested that the gas export revenues (the exports of the 

booming tradable goods sector) resulted in (i) increase in the price of non-tradable goods, 

causing an appreciation of the real exchange rate of those economies ("spending effect"), and 

(ii) a reallocation of production factors from the lagging tradable goods sector to the non-tradable 

sectors ("resource movement effect"). 

Thus, the Dutch disease hypothesis posits that significant capital inflows from a booming 

tradable goods sector alter an economy's productive structure towards a greater weight of non-

tradable sectors. 

Although the Dutch disease model outcomes are a consequence of a boom in the commodity 

sector, there may be other situations where this Dutch-disease-like transmission mechanism may 

be relevant.  For example, Palma (2019) argues that Dutch disease can also be caused by other 

types of capital inflows, e.g., FDI, emigrant remittances, tourism revenues, speculative capital 

inflows, or relevant changes in the price of export commodities. 

Of particular interest for this analysis of possible explanations for the economic 

underperformance of the Euro Area peripheral member states is Batavia and Nandakumar's 

(2016) thesis that the adoption of the euro led to a structural change of these economies, through 

a Dutch-disease-like transmission mechanism, as the euro, exacerbated foreign capital inflows 

and contributed to growing financialization13 of the peripheral member states (Rodrigues, Santos 

and Teles 2016). 

The Dutch disease transmission mechanism was likely to have been particularly strong as 

nominal exchange rates traded in a band between 1995 and 1998 and as they were irrevocably 

fixed from 1999 onwards.  

In this context, any capital inflows, per the balance of payments accounting identity, must result 

in current account (and capital account outflows) that lead to matching net borrowing 

requirements of the member states on the receiving end of capital inflows.   

One of the leading macroeconomic adjustment variables is the goods trade balance. If the capital 

                                                           
13 Following Epstein (2005), financialization is hereinafter understood as "the rising importance of financial 

markets, financial motives, financial institutions, and financial elites in the functioning of the economy and 

its governing institutions, both nationally and internationally." 



inflows shock is sufficiently large, it is likely to transmit through rising goods imports and falling 

goods exports, which impact negatively the tradable goods sector of member states experiencing 

large capital inflows, as predicted by the Dutch disease model (Corden and Neary 1982; Corden 

1984).  

In fact, between 1995 and 2012, the relative share of financial services to gross value added, 

which Krippner (2005) considers the key metric of financialization, increased significantly in 

the peripheral member states in comparison to the evolution of weight of financial services in 

core member states (see Figure 9). 

In the 1990s, there was an intensified integration of the financial markets of the founding 

members of the Euro Area, the Maastricht Treaty determined that restrictions on capital 

movements and cross-border payments were prohibited after January 2004, as well as the 

harmonization of prudential regulatory rules in the banking sector, often, to the least common 

denominator, which in practice translated into a liberalization of the financial system. 

In addition, as a result of the elimination of exchange rate risk, foreign capital flowed from the 

core to the peripheral member states of the Euro Area to take advantage of interest rate spreads. 

This inflow of foreign capital contributed to a large reduction in interest rate spreads within the 

EU (Blanchard and Giavazzi 2002). The foreign capital inflows could have been beneficial if 

allocated to the tradable sectors. However, since in contrast to the tradable sector, the non-

tradable sectors did not face international competition, foreign capital inflows were directed to 

non-tradable sectors to the detriment of investment in tradable sectors, as financial sector credit 

to non-tradable sectors was deemed less risky (Felipe and Kumar 2014; Piton 2017a). The 

literature identifies various possible explanations as to why capital inflows were channeled 

towards non-tradable sectors.  First, since the credit market was underdeveloped in the European 

periphery, banks were not available to lend funds to tradable sectors because there were already 

collateral constraints (Reis 2013). Since guarantees at the collateral level are greater in the non-

tradable sectors, credit tended to flow to these sectors. 

Additionally, the credit expansion arising from external capital inflows contributed to asset price 

inflation, particularly financial and real estate (Aliber and Kindleberger 2015). As a result, the 

balance-sheets of firms in non-tradable sectors were "artificially" inflated, which facilitated 

further financing and a further shift of capital and labor towards these sectors (Botta, Yajima, 

and Porcile 2022). In this way, financial flows contributed to the increase in the expected return 

on investments in non-tradable sectors. These two previous situations were examples of the 

effect of resource movement. 

According to Gopinath et al. (2017), as capital inflows were channeled to firms with higher net 

worth (and not necessarily to the most productive firms), it led to a misallocation of productive 

resources, with negative impacts on productivity of these countries.  

Benigno and Fornaro (2014) also consider that foreign capital inflows, by generating excess 



funds, contributed to a decrease in interest rates, with positive effects on the demand for credit 

and the level of aggregate demand in the economy.  

However, the lower-interest-rate effect is not transmitted equally to the tradable and non-

tradable sectors. While an increase in demand for tradable goods can be satisfied by importing 

goods, in the case of non-tradable goods this is not possible. The only way to meet the increase 

in demand is through the shift of productive resources to this sector. On the other hand, 

Dornbusch (1983) argued that foreign capital inflows will also influence the relative prices of 

the two sectors, as the real interest rate declines, the aggregate demand increases, which in turn 

will positively affect the price of non-tradable goods. Gaulier and Vicard (2012) similarly point 

out that aggregate demand shocks have a positive impact not only on the volume of transactions 

of non-tradable goods and services (e.g., construction boom) but also on their prices (e.g., real 

estate bubble), as supply is sticky. 

In contrast, an aggregate demand shock in a small open economy has negligible impacts on the 

prices of tradable goods, whose prices are determined exogenously at the international level. 

As mentioned above, external capital inflows contributed to the convergence of interest rates in 

the Euro Area.14 The more significant fall of real interest rates in the peripheral member states, 

in parallel with the increase in real incomes, and with greater confidence of economic agents 

(resultant from the period of strong economic growth), was an important stimulus to private 

investment and private consumption, fostered by significant expansion in the availability of and 

in the demand for credit. This fact may have contributed to a more significant growth of the 

prices of non-tradable goods and services in these economies (Piton 2017b). 

In addition, the reduction of real interest rates in the peripheral member states resulted in a 

significant reduction on public expenditure on interest. Thus, the governments of the Euro Area 

peripheral member states benefited from a significant increase in their fiscal space (Lane 2006), 

which they used to promote increases in primary discretionary public expenditure. Froot and 

Rogoff (1991) argued that most of the increase public non-interest spending tends to raise the 

relative price of non-tradable goods, due to the fact that this spending is concentrated in the non-

tradable sectors.  

The earlier literature considered that the contribution of non-tradable sectors played a minor role 

in explaining the volatility of the real exchange rate in the Euro Area (Engel 1999; Chari, Kehoe 

and McGrattan 2002). 

However, subsequent research, both for OECD and Euro Area countries, concluded that changes 

in relative prices of non-tradable sectors have a large impact on the real exchange rate, and can 

explain up to 50% of the variation in this indicator (Burstein, Eichenbaum, and Rebelo 2006; 

                                                           
14 Between 1995 and 2007, the average reductions in real interest rates were about 7.7 and 2.9 percentage 

points for the peripheral and the core member states, respectively (Piton 2017a). 



Comunale and Hessel 2014). There are several macroeconomic models that show that changes 

in relative prices between tradable and non-tradable goods can also influence exchange rates, 

with relevant macroeconomic impacts (Obstfeld and Rogoff 2000, 2007; Ruscher and Wolff 

2009). 

Thus, the increase in the relative price of non-tradable goods will cause the overvaluation of the 

exchange rate, exerting additional pressure on exporting sectors, especially those more 

dependent on price competitiveness (it encourages specialization in non-tradable sectors, such 

as construction or real estate). 

Benigno and Fornaro (2014) consider that foreign capital inflows tend to lead to a deterioration 

of the current account balance, accompanied by a steady rise of employment and output in non-

tradable sectors (mainly in the construction sector), which translates into stagnant productivity 

growth. The authors referred this effect as "financial resource curse". 

Other literature emphasizes the thesis that there is greater potential for productivity growth in 

tradable sectors, particularly in manufacturing (e.g., Szirmai 2012; Tregenna 2009; Rocha 2018; 

Rodrik 2016). 

Botta, Yajima, and Porcile (2022) empirically analyzed the impact of capital inflows (foremost, 

portfolio investment and external lending) and argued that the recipient economies could suffer 

from financial Dutch disease-like transmission mechanism. The capital inflows from abroad 

would cause the decline in the technological level of the production of goods and the shift of 

resources towards non-tradable goods, particularly with the deterioration in the production of 

technological-intensive tradable goods. This effect will be particularly strong for economies 

with lower level of development. Even if financial booms are limited in time, they promote 

technological regressions, causing slowdowns in the rate of productivity growth and in the 

relative size of the tradable goods sector. Ultimately, external inflows, by jeopardizing the level 

of sophistication of productive structures, can increase the vulnerability of economies to external 

shocks.  

When considering the existence of Dutch disease due to foreign capital inflows, we could 

initially focus on portfolio investments due to their short-term profile and the rapid reversal of 

flows. However, Lartey (2011) finds that in the case of more financially open economies, an 

increase in Foreign Direct Investment flows, even if its new investment in tradable goods sector 

also contribute to exacerbate Dutch Disease, by contributing to a greater degree of real exchange 

rate appreciation.  

 

5. CONCLUSIONS 

This paper aims to understand the economic underperformance of the Euro Area peripheral 

member states since the mid-1990s.  



It argues that the traditional explanations of the deterioration in external price competitiveness 

and the short- and long-term adverse macroeconomic impacts of the exchange rate overvaluation 

have limitations, as they do not take into account structural changes, namely changes in the weight 

of sectors, or improvements in the quality of production. 

Second, firms in the peripheral member states, due to their lower quality or technological 

intensity, are not able to operate at the "state of the art" technological level.  

For this reason, these economies could be in a situation similar to the "middle income trap", where 

they would not be price-competitive vis-à-vis developing countries but would also be unable to 

compete on quality. 

A third explanation for the underperformance of these economies is that they experienced 

asymmetric shocks, and since the Economic and Monetary Union lacked instruments to deal with 

(temporary) asymmetric shocks, deficit countries had to impose internal devaluation policies to 

correct these external imbalances, with adverse impacts on economic growth and employment. 

Finally, it is argued that the adoption of the euro led to a Dutch Disease effect arising foreign 

capital inflows, which caused a much larger reduction of real interest rates in peripheral member 

states. This resulted in a permanent change of the productive structure of peripheral economies. 

This paper identifies the channels through which capital inflows led to an increase in the price of 

non-tradable goods ("spending effect"), while also facilitating economic incentives for the 

reallocation of production factors to non-tradable sectors ("resource movement effect"). 

The Dutch financial disease thesis advanced in this paper argues that following the adoption of 

the euro, foreign capital inflows, even if in the form of FDI in new tradable goods sector – which 

was a fraction of overall FDI levels, which was mostly directed towards the acquisition of 

established non-tradable sector firms with market power or even natural monopolies – explain 

economic underperformance through the expansion of the non-tradable goods sector and 

contraction of the tradable goods sector.  

This Dutch disease effect is likely to have been very significant, as the irrevocable definition of  

the euro nominal exchange rate to the former currency at an appreciated conversion rate meant 

that, given the balance of payments accounting identity, any exogenous and asymmetric foreign 

capital inflow shock necessarily resulted in a current account and/or a capital account outflow, 

whose main transmission channel is likely to have been the tradable goods balance and tradable 

goods manufacturing sector. Thus, excessive levels of capital inflows following the adoption of 

the euro would result in an accelerated contraction of the peripheral member states tradable goods 

manufacturing sectors, reducing these countries’ productivity growth potential. This effect could 

thus be a leading explanatory factor of the peripheral member states economic underperformance 

since the adoption of the euro. 

 



REFERENCES 

 

Aglietta, M. 2012. Zone euro: Éclatement ou Fédération. Paris: Michalon. 

Aliber, R. Z., and C. P. Kindleberger. 2015. Manias, Panics, and Crashes: A History of Financial 

Crises. Basingstoke: Palgrave Macmillan. 

Ameco (European Commission, accessed December 27, 2022). https://economy-

finance.ec.europa.eu/economic-research-and-databases/economic-databases/ameco-database_en  

Balassa, B. 1964. "The Purchasing-power Parity Doctrine: A Reappraisal." The Journal of 

Political Economy 72 (6): 584-596. doi:10.1086/258965. 

Baldwin, R. 1988. "Hysteresis in Import Prices: The Beachhead Effect." The American Economic 

Review 78 (4): 773-785. doi:10.3386/w2545. 

Ban, C., and D. Adascalitei. 2020. "The FDI-led Growth Regimes of the East-Central and the 

South-East European Periphery." CBDS Working Paper 2: 1-45. 

Barba, A., and G. de Vivo. 2013. "Flawed Currency Areas and Viable Currency Areas: External 

Imbalances and Public Finance in the Time of the Euro.” Contributions to Political Economy 32 

(1): 73-96. doi:10.1093/cpe/bzt003. 

Barbosa Filho, N., J. A. Silva, F. Goto, and B. Silva. 2011. "Crescimento Econômico, 

Acumulação de capital e Taxa de Câmbio". In Taxa de Câmbio no Brasil: Estudos de uma 

Perspectiva do Desenvolvimento Econômico, edited by M. Holland and Y. Nakano. São Paulo: 

Elsevier. 

Batavia, B., and P. Nandakumar. 2016. "Did EMU Membership Cause the 'Dutch Disease' in the 

PIGS Nations?" Global Finance Journal 31: 31-41. doi:10.1016/j.gfj.2016.06.001. 

Behringer, J., T. van Treeck, and A. Truger. 2020. "How to Reduce Germany's Current Account 

Surplus?" Forum New Economy Working Papers 8: 1-46. 

Belke, A., G. Schnabl, and H. Zemanek. 2009. "Real Convergence, Capital Flows, and 

Competitiveness in Central and Eastern Europe." Ruhr Economic Papers 147: 1-28. 

Beneito, P., and C. Cháfer. 2020. "Capital Inflows and Costs: The role of the Euro." Open 

Economies Review 31 (5): 977-1008. doi:10.1007/s11079-020-09581-8. 

Benigno, G., and L. Fornaro. 2014. "The Financial Resource Curse." The Scandinavian Journal 

of Economics 116 (1): 58-86. doi:10.1111/sjoe.12047. 

Bierut, B. K., and K. Kuziemska-Pawlak. 2017. "Competitiveness and Export Performance of 

CEE Countries." Eastern European Economics 55(6): 522-542.  

doi:10.1080/00128775.2017.1382378 

Blanchard, O., and F. Giavazzi. 2002. "Current Account Deficits in the Euro Area: The End of 

the Feldstein-Horioka Puzzle?" Brookings Papers on Economic Activity 33 (2): 147-210. 

Botta, A. 2014. "Structural Asymmetries at the Roots of the Eurozone Crisis: What's new for 

https://econpapers.repec.org/scripts/redir.pf?u=https%3A%2F%2Fdoi.org%2F10.1086%252F258965;h=repec:ucp:jpolec:v:72:y:1964:p:584
https://doi.org/10.1093/cpe/bzt003
https://doi.org/10.1016/j.gfj.2016.06.001
https://doi.org/10.1111/sjoe.12047
https://doi.org/10.1080/00128775.2017.1382378


Industrial Policy in the EU?" PSL Quaterly Review 67 (269): 169-216.  doi: 10.2139/ssrn.2418530 

Botta, A., and B. Tippet. 2022. "Secular Stagnation and Core-periphery Uneven Development in 

Post-crisis Eurozone." Competition & Change 26 (1): 3-28. doi: 10.1177/1024529421100386 

Botta, A., B. Tippet, and Ö. Onaran. 2018. "Divergence Between the Core and the Periphery and 

Secular Stagnation in the Eurozone." Greenwich Papers in Political Economy 20405: 1-23. 

Botta, A., G. T. Yajima, and G. Porcile. 2022. "Structural Change, Productive Development, and 

Capital Flows: Does Financial 'Bonanza' Cause Premature Deindustrialization?" Levy Economics 

Institute Working Papers Series 1-46.   

Bresser-Pereira, L. C., and P. Rossi. 2015. "Sovereignty, the Exchange rate, Collective Deceit, 

and the Euro Crisis." Journal of Post Keynesian Economics 38(3): 355-375. 

doi:10.1080/01603477.2015.1087807 

Buendía, L. 2020. "A Perfect Storm in a Sunny Economy: A Political Economy Approach to the 

Crisis in Spain." Socio-Economic Review 18(2): 419-438. doi:10.1093/ser/mwy021 

Burstein, A., M. Eichenbaum, and S. Rebelo. 2006. "The Importance of Nontradable Goods' 

Prices in Cyclical Real Exchange Rate Fluctuations." Japan and the World Economy 18(3): 247-

253. doi:10.1016/j.japwor.2006.02.003 

Cabral, R. 2013. "The Euro Crisis and Portugal's Dilemma." Intereconomics 48 (1): 27-32. 

Celi, G., A. Ginzburg, D. Guarascio, and A. Simonazzi. 2018. Crisis in the European monetary 

union. London: Routledge. 

Cesaratto, S. 2013. "The Implications of TARGET2 in the European Balance of Payments Crisis 

and Beyond." European Journal of Economics and Economic Policies: Intervention 10(3): 359-

382. doi: 10.4337/ejeep.2013.03.09 

Chari, V. V., P. J. Kehoe, and E. R. McGrattan. 2002. "Can Sticky Price Models Generate Volatile 

and Persistent Real Exchange Rates?" The Review of Economic Studies 69(3): 533-563. doi: 

10.1111/1467-937X.00216 

Comunale, M., and J. Hessel. 2014. "Current Account Imbalances in the Euro Area: 

Competitiveness or Financial Cycle?" De Nederlandsche Bank Working Paper 443: 1-51. 

Corden, W. M. 1984. "Booming Sector and Dutch Disease Economics: Survey and 

Consolidation." Oxford Economic Papers 36 (3): 359-380.  doi: 

10.1093/oxfordjournals.oep.a041643 

Corden, W. M., and J. P. Neary. 1982. "Booming Sector and De-industrialisation in a Small Open 

Economy". The Economic Journal 92 (368): 825-848. doi:10.2307/2232670 

de Grauwe, P. 2013a. "Design Failures in the Eurozone: Can they be Fixed?" LEQS paper 57: 1-

24. doi: 10.2765/43 

de Grauwe, P. 2013b. "The European Central Bank as Lender of Last Resort in the Government 

Bond Markets." CESifo Economic Studies 59 (3): 520-535. doi.org/10.1093/cesifo/ift012 

Dornbusch, R. 1983. "Real Interest Rates, Home Goods, and Optimal External Borrowing." 

http://dx.doi.org/10.2139/ssrn.2418530
https://doi.org/10.1177/10245294211003864
https://doi.org/10.1080/01603477.2015.1087807
http://dx.doi.org/10.1093/ser/mwy021
http://dx.doi.org/10.4337/ejeep.2013.03.09
https://doi.org/10.1111/1467-937X.00216
https://doi.org/10.1111/1467-937X.00216
https://doi.org/10.1093/oxfordjournals.oep.a041643
https://doi.org/10.1093/oxfordjournals.oep.a041643
http://dx.doi.org/10.2765/43
https://doi.org/10.1093/cesifo/ift012


Journal of Political Economy 91 (1): 141-153. doi:10.1086/261132 

Eichengreen, B. 2010. "The Breakup of the Euro Area". In Europe and the Euro, edited by Alberto 

Alesina and Franceso Giavazzi: 11-51. Chicago: University of Chicago Press. 

Engel, C. 1999. "Accounting for US Real Exchange Rate Changes". Journal of Political Economy 

107 (3): 507-538. doi:10.1086/250070 

Epstein, G. A. 2005. Financialization and the World Economy. Cheltenham, UK: Edward Elgar 

Publishing. 

EU Klems (accessed december 27, 2022). https:// euklems.eu/ 

Eurostat (accessed december 27, 2022). https://ec.europa.eu/eurostat/en/web/main/data 

European Commission. 1990. "One Market, One Money: An Evaluation of the Potential Benefits 

and Costs of Forming an Economic and Monetary Union". European Economy Economic Papers 

44. 

Febrero, E., J. Uxó, and F. Bermejo. 2018. "The Financial Crisis in the Eurozone: A Balance-of-

payments Crisis with a Single Currency?" Review of Keynesian Economics 6 (2): 221-239. 

doi:10.4337/roke.2018.02.04 

Feldstein, M. 1997. "The Political Economy of the European Economic and Monetary Union: 

Political Sources of an Economic Liability". Journal of Economic Perspectives 11 (4): 23-42. 

doi:10.1257/jep.11.4.23 

Felipe, J., and U. Kumar. 2014. "Unit Labor Costs in the Eurozone: The Competitiveness Debate 

Again". Review of Keynesian Economics 2 (4): 490-507. doi:10.4337/roke.2014.04.07 

Flassbeck, H., and K. Lapabitsas. 2013. "The Systemic Crisis of the Euro-true Causes and 

Effective Therapies". In Studien. Berlin: Rosa-Luxemburg-Stiftung: (May 2013). 

Froot, K. A., and K. Rogoff. 1991. "The EMS, the EMU, and the Transition to a Common 

Currency". NBER Macroeconomics Annual 6: 269-317. 

Giavazzi, F., and L. Spaventa. 2010. "Why the current account matters in a monetary union?". In 

The Euro area and the financial crisis. CEPR Discussion Paper:199-221.  

Gopinath, G., Ş. Kalemli-Özcan, L. Karabarbounis, and C. Villegas-Sanchez. 2017. "Capital 

Allocation and Productivity in South Europe". The Quarterly Journal of Economics 132(4): 1915-

1967. doi:10.7910/DVN/FGRWIG 

Gräbner, C., P. Heimberger, J. Kapeller, and B. Schütz. 2020. "Structural Change in Times of 

Increasing Openness: Assessing Path Dependency in European Economic Integration." Journal 

of Evolutionary Economics 30 (5): 1467-1495. doi:10.1007/s00191-019-00639-6 

Grabner, C., and J. Hafele. 2020. "The Emergence of Core-periphery Structures in the European 

Union: A Complexity Perspective." ZOE Discussion Papers 6: 1-19. 

Gasparotti, A., and M. Kullas. 2019. “20 Years of the Euro: Winners and Losers. An Empirical 

Study”. Freiburg: Centre for European Policy, 1-20 

Gaulier, G., and V. Vicard. 2012. "Current Account Imbalances in the Euro Area: 

https://econpapers.repec.org/scripts/redir.pf?u=http%3A%2F%2Fdx.doi.org%2F10.1086%2F261132;h=repec:ucp:jpolec:v:91:y:1983:i:1:p:141-53
http://dx.doi.org/10.4337/roke.2018.02.04
https://doi.org/10.4337/roke.2014.04.07


Competitiveness or Demand Shock."  Quarterly Selection of Articles - Bulletin de la Banque de 

France, Banque de France, 27: 5-26. 

Guzman, M., J. A. Ocampo, and J. E. Stiglitz. 2018. "Real Exchange Rate Policies for Economic 

Development." World Development 110: 51-62. doi:10.1016/j.worlddev.2018.05.017 

Hidalgo, C. A., and R. Hausmann. 2009. "The Building Blocks of Economic Complexity." 

Proceedings of the National Academy of Sciences 106 (26): 10570-10575. 

doi:10.1073/pnas.0900943106 

Hidalgo, C. A. 2021. "Economic Complexity Theory and Applications." Nature Reviews Physics 

3 (2): 92-113. doi:10.1038/s42254-020-00275-1 

Hilpinen, J. 2007. "Finnish Balance of Payments: An Overview of the Past and Future Prospects." 

Bank of Finland, Financial Markets and Statistics: 1-20. 

Holinski, N., C. Kool, and J. Muysken. 2012. "Persistent Macroeconomic Imbalances in the Euro 

Area: Causes and Consequences." Federal Reserve Bank of St. Louis Review 94 (1): 1-20. 

Hudson, M. 2021. "Finance Capitalism Versus Industrial Capitalism: The Rentier Resurgence and 

Takeover." Review of Radical Political Economics 53 (4): 557-573. 

doi:10.1177/04866134211011770 

Jeong, S. E., J. Mazier, and J. Saadaoui. 2010. "Exchange Rate Misalignments at World and 

European Levels: A FEER Approach." Economie Internationale: 25-57. 

doi:10.3917/ecoi.121.0025 

Kaldor, N., 1978. “The Effect of Devaluation on Trade in Manufacturers”. Future Essays in 

Applied Economics: 99–116. doi:10.1016/b978-0-08-023768-8.50353-4. 

Kenen, P. B. 1969. " ‘The Theory of Optimum Currency Areas: An Eclectic View’, Monetary 

Problems of the International Economy, edited by R. Mundell and A. Swoboda (eds) Chicago: 

University of Chicago Press. 

Krippner, G. R. 2005. "The Financialization of the American Economy." Socio-Economic Review 

3 (2): 173-208. doi:10.1093/SER/mwi008 

Lane, P. R. 2006. "The Real Effects of European Monetary Union." Journal of Economic 

Perspectives 20 (4): 47-66. doi:10.1257/jep.20.4.47 

Lartey, E. K. 2011. "Financial Openness and the Dutch Disease." Review of Development 

Economics 15(3): 556-568. doi:10.1111/j.1467-9361.2011.00627.x 

Lavoie, M. 2015. "The Eurozone Crisis: A Balance-of-payments Problem or a Crisis due to a 

flawed Monetary Design? A reply to Sergio Cesaratto." International Journal of Political 

Economy 44 (2): 157-160. doi:10.1080/08911916.2015.1060831 

Lima, G. T. 2010. "Profit Sharing, Capacity Utilization and Growth in a Post-Keynesian 

Macromodel." In Handbook of Alternative Theories of Economic Growth, edited by M. 

Setterfield: 2010th ed., p. 344p: Edward Elgar Publishing. doi:10.4337/9781849805582.00027 

MacDougall, D. 1977. Report of the Study Group on the Role of Public Finance in European 

https://ideas.repec.org/s/bfr/quarte.html
https://ideas.repec.org/s/bfr/quarte.html
https://doi.org/10.1016/j.worlddev.2018.05.017
https://doi.org/10.1073/pnas.0900943106
https://doi.org/10.1177/04866134211011770
https://doi.org/10.3917/ecoi.121.0025
https://doi.org/10.1093/SER/mwi008
https://doi.org/10.1111/j.1467-9361.2011.00627.x


Integration. Brussels: EUR-OP. 

MacDougall, D. 1992. "Economic and Monetary Union and the European Community Budget." 

National Institute Economic Review 140, 64-68. 

Mamede, R. P. 2015. “Financial (In)stability and Industrial Growth: The cases of Italy and 

Portugal”. University Institute of Lisbon, 1-25. 

Mamede, R. P. 2020. "Explicações Alternativas para a Crise do Euro e suas Implicações." Análise 

Social 55 (3): 626-652. doi:10.31447/as00032573.2020236.07 

Missio, F. J., and F. G. Jayme. 2012. "Structural Heterogeneity and Endogeneity of Elasticities 

on the Balance of Payments Constrained Growth Model.” In Models of Balance of Payments 

Constrained Growth, edited by Elias Soukiazis and Pedro Cerqueira: 239-267. London: Palgrave 

Macmillan.  doi:10.1057/9781137023957_10 

Mundell, R. A. 1961. "A theory of Optimum Currency Areas." The American Economic Review 

51 (4), 657-665. 

Observatory of Economic Complexity (accessed december 27, 2022). https://oec.world/  

Obstfeld, M., and K. Rogoff. 2000. "Perspectives on OECD Economic Integration: Implications 

for US Current Account Adjustment." Global Economic Integration: Opportunities and 

challenges 1-63. 

Obstfeld, M., and K. Rogoff. 2007. "The Unsustainable US Current Account Position revisited." 

In G7 Current Account Imbalances: Sustainability and Adjustment, edited by Richard H. Clarida: 

339-376. Chicago: University of Chicago Press. 

Oreiro, J. L. 2016. "Inconsistency and Over-determination in Balance-of-payments-constrained 

Growth Models: A note." Review of Keynesian Economics, 4 (2): 193-200. 

Palma, J. G. 2019. "Desindustrialización, Desindustrialización ' Prematura' y 'Síndrome 

Holandés'". El trimestre económico, 86 (344): 901-966. doi:10.20430/ete. v86i344.970 

Pérez-Caldentey, E., and M. Vernengo. 2012. "The Euro Imbalances and Financial Deregulation: 

A Post-Keynesian Interpretation of the European Debt Crisis." Levy Economics Institute of Bard 

College Working Paper 702: 1-38. 

Perez, S. A., and M. Matsaganis. 2018. "The political Economy of Austerity in Southern Europe." 

New Political Economy, 23 (2): 192-207. doi:10.1080/13563467.2017.1370445 

Perotti E., and O. Soons. 2020. "The Euro: A Transfer Union From the Start". VoxEU, 18 

February. https://cepr.org/voxeu/columns/euro-transfer-union-start. 

Piton, S. 2017a. "Economic Integration and the Non-tradable Sector: The European Experience." 

Paper presented at 25th CEPR European Summer Symposium in International Macroeconomics 

(ESSIM), London, UK.: 1-33. 

Piton, S. 2017b. "A European Disease? Non-tradable Inflation and Real Interest Rate 

Divergence." CESifo Economic Studies, 63 (2): 210-234. 

Reis, R. 2013. "The Portuguese Slump and Crash and the Euro-crisis." Brookings Papers on 



Economic Activity, 46 (1): 143-193. 

Rocha, I. L. 2018. "Manufacturing as Driver of Economic Growth." PSL Quarterly Review 71 

(285): 103-138. doi:10.13133/2037-3643_71.285_2 

Rodrigues, J., C. Santos, A., and N. Teles. 2016. "Semi-peripheral Financialisation: The case of 

Portugal." Review of International Political Economy, 23 (3): 480-510. 

doi:10.1080/09692290.2016.1143381 

Rodrik, D. 2008. "The Real Exchange Rate and Economic Growth." Brookings Papers on 

Economic Activity, 39 (2): 365-386. 

Rodrik, D. 2016. "Premature Deindustrialization." Journal of Economic Growth, 21(1): 1-33. 

doi10.1007/s10887-015-9122-3 

Romero, J. P., and C. Gramkow. 2021. "Economic Complexity and Greenhouse Gas Emissions." 

World Development, 139: 1-18. doi:10.1016/j.worlddev.2020.105317 

Romero, J. P., and J. S. McCombie. 2016. "The Multi-sectoral Thirlwall’s Law: Evidence from 

14 Developed European Countries using Product-level Data." International Review of Applied 

Economics, 30 (3): 301-325. doi:10.1080/02692171.2015.1102207 

Ruscher, E. and G. B. Wolff. 2009. "External Rebalancing is not Just an Exporters Story: Real 

Exchange Rates, the Non-tradable Sector and the Euro." European Commision Economic Papers 

375: 1-29. 

Shambaugh, J. (2012). “The Euro’s Three crises”. Brookings Papers on Economic Activity, 

Spring, (1):157–211 

Simonazzi, A., A. Ginzburg, and G. Nocella. 2013. "Economic Relations Between Germany and 

Southern Europe." Cambridge Journal of Economics 37 (3): 653-675. doi:10.1093/cje/bet010 

Soukiazis, E., E. Muchová, and P. Leško. 2017. "Are the Transition Economies Balance-of-

payments Constrained? An Aggregate and Multisector Approach Applied to Central and Eastern 

Europe." Eastern European Economics 55 (5): 453-476. doi:10.1080/00128775.2017.1326289 

Stockhammer, E. and D. P. Sotiropoulos. 2014. "Rebalancing the Euro Area: The costs of Internal 

Devaluation." Review of Political Economy 26 (2): 210-233. doi: 

10.1080/09538259.2014.881011 

Storm, S. and C. W. Naastepad. 2015. "Europe’s Hunger Games: Income distribution, Cost 

Competitiveness and Crisis." Cambridge Journal of Economics 39 (3): 959-986. 

doi:10.1093/cje/beu037 

Storm, S. and C. W. M. Naastepad. 2016. "Myths, Mix-ups, and Mishandlings: Understanding 

the Eurozone Crisis." International Journal of Political Economy 45 (1): 46-71. 

doi:10.1080/08911916.2016.1159084 

Streeck, W. and C. Trampusch. 2005. "Economic Reform and the Political Economy of the 

German Welfare State." German Politics 14 (2): 174-195. doi:10.1080/09644000500154490 

Szirmai, A. 2012. "Industrialisation as an Engine of Growth in Developing Countries, 1950–

https://doi.org/10.1016/j.worlddev.2020.105317
https://doi.org/10.1080/00128775.2017.1326289
https://doi.org/10.1080/09538259.2014.881011
https://doi.org/10.1080/08911916.2016.1159084


2005." Structural Change and Economic Dynamics 23 (4): 406-420. 

doi:10.1016/j.strueco.2011.01.005 

Tabellini, G. 2016. "Which Fiscal Union? " VoxEU, 24 

April.https://cepr.org/voxeu/columns/which-fiscal-union 

Tregenna, F. 2009. "Characterising Deindustrialisation: An Analysis of Changes in 

Manufacturing Employment and Output Internationally." Cambridge Journal of Economics 33 

(3): 433-466. doi:10.1093/cje/ben032 

Van der Schaar, S. A. 2019. "The Balassa-Samuelson Effect in Slovenia: An Olley-Pakes Total 

Factor Productivity Approach." Erasmus University Rotterdam. 1-46. 

Verdoorn, J. 1949. "On the Factors Determining the Growth of Labor Productivity." Italian 

Economic Papers, (2): 59-68. 

Verspagen, B. 1991. "A new Empirical Approach to Catching up or Falling Behind." Structural 

Change and Economic Dynamics 2 (2): 359-380. doi:10.1016/S0954-349X(05)80008-6 

Verspagen, B. and K. Wakelin. 1993. "International Competitiveness and its Determinants." 

Maastricht: MERIT. mimeo. 93-008. 

Whyte, P. 2010. "Why Germany is not a Model for the Eurozone." Centre for European Reform, 

London, 1-12. 

World Bank (accessed December, 27, 2022). https://data.worldbank.org/ 

Wray, L. R. 2012. "MMT and the Euro: Are Current Account Imbalances to Blame for the Euro 

Disaster? Part 1." economonitor. com, 12 july. 

 

 

 

 

https://doi.org/10.1016/j.strueco.2011.01.005
https://doi.org/10.1016/S0954-349X(05)80008-6

