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Abstract

The main goal of the paper is to analyze
the key factors that contributed to the
macroeconomic imbalances and their im-
pact on the debt crisis in the eurozone
countries. Regression and correlation
analysis indicated statistically significant
relations between the key macroeconomic
indicators, such as the current account,
net international investment position, fis-
cal deficit and public debt. The paper
found excessive imbalances within the
eurozone countries. The study came to
the conclusion that those countries that
lost their competitiveness had external
deficits, which caused fiscal deficits, and
overall fiscal unsustainability. Therefore,
to put the economy of eurozone countries
on sustainable path a comprehensive re-
form agenda should be put in a place,
mainly, medium-term fiscal consolidation
plan, including structural reform in all
eurozone countries.
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1. Introduction

The creation of European monetary union
(EMU) was unprecedented step in the
right direction in a modern economic his-
tory on the old continent. In line with the
Maastricht Treaty, the Stability Growth
Pact (SGP) was adopted for establishing

the rules in maintaining public finance in
sustainable level.

Despite the progress which has been
made since the creation of the single cur-
rency, there are still some open questions
concerning the degree to which the euro-
zone fulfils the main feature of the opti-
mal currency area [5, 6].

Therefore, there is a need to analyze
the key factors that significantly contrib-
uted to the present unsustainable level of
public finance in some the eurozone
countries.

2. The past development of EMU

Historically, before the establishing of the
single currency macroeconomic devel-
opment was relatively promising.
However, later on have been some
trends of divergence. What is behind un-
sustainable development of EMU? What
are the main factors which contributed to
the deterioration of overall development
in EMU? Which factors are behind the
fiscal unsustainability — debt crisis, wide
spread economic imbalances and vulner-
ability of some EMU member countries?
Therefore, the most important is to do a
comprehensive analysis of the main mac-
roeconomic indicators in the EMU.

3. Latest economic development

After the break up of the global financial
crisis and global recession during the last
three years the situation in EMU coun-



tries significantly deteriorated. They have
been some trends instead of convergence.

The latest data clearly demonstrates
that in the EMU countries continued the
economic imbalances and eurozone is
dealing with the vulnerability of the main
macroeconomic indicators (Fig. 1).

This negative development caused the
present debt crisis in the eurozone. At

present, in the single currency area there
are two groups of countries. First group
of countries have reached the high level
of competitiveness such as Finland, Ger-
many and Netherlands. Second group of
countries such as now well-know PIIGS
countries that there are not able to com-
pete in international market.

Current Net Inter- Export Real Nominal Private Private General

account national market Effective unit sector sector debt govern-

balance Investment shares Exchange labour credit (% of ment debt

(% of GDP, Position (5 years Rate, HICP cost flow GDP) (% of
3 years (% of % deflated (3 years (% of GDP)
average) GDP) change) (3 years % GDP)
% change) change)

Belgium -0.8 66.9 -15.7 -0.2 7.6 16.4 233.9 96.2
Germany 5.5 375 -8.3 -4.2 6.8 3.8 136.4 83.2
Estonia 1.2 -65.2 0 2.8 1.4 -3.7 165 6.7
Ireland -1.8 -86.5 -12.7 -8.1 -7.3 -2.5 288.3 92.5
Greece -11.3 -93.7 -20 3.2 6.6 -3.2 126.8 144.9
Spain -5.5 -96 -11.9 -0.9 -0.1 -2.5 220.1 61
France -1.8 -10.9 -19.3 -3.2 6.6 74 160.7 823
Italy -3.1 -26.6 -19 -2.3 6.9 4.5 134.9 1184
Cyprus -10.4 -62.4 -16.7 -0.2 7.8 27.9 316.3 61.5
Luxembourg 6.4 126.4 2.3 1 16.8 -4.9 259.9 19.1
Malta -3.3 0 0 -2.9 5.7 - 209.2 69
Netherlands 5.6 30.9 -8.1 -2 6.3 3.1 218.7 62.9
Austria 3.1 -1.7 -15.1 -1.9 7.1 5.8 160.7 71.8
Portugal -10.6 104.6 -9.5 2.8 34 3.6 247.4 93.3
Slovenia -2.1 -34.9 -5.9 0.2 13.1 1 128.2 38.8
SR -3.1 -64.2 32.1 8.8 8.4 4.9 74.2 41
Finland 1.6 11.9 -18.8 0.9 10.5 2.3 172.4 48.3

Fig. 1: Excessive imbalances within the eurozone (set from Eurostat, ECB, OECD data, 2011).

The countries with high productivity
growth have reached high level of foreign
exchange reserves, which significantly
contributed to the Net Investment Posi-
tion (NIP) see figure 2.
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Fig. 2: Net Investment Position vs. Current
account (2011).

Both the current account surplus and an
export market share have positive impact
on lowering the public debt.

The results of fitting a linear model to
describe the positive linear relationship
between the public debt and the current
account balance of some selected coun-
tries are presented on fig. 3.

Since the p-values, calculated in the
ANOVA tables, are less than 0.05, there-
fore, there is a statistically significant re-
lationship between the public debt and
the current account balance at the 95.0%
confidence level, including such counties
as Denmark, Estonia, Greece, Ireland,
Portugal, the Slovak Republic, Slovenia,
Spain and as well in average in eurozone
countries. The correlation coefficients
from 0.7086 (Estonia) to 0.9692 (Spain)
indicates a relatively strong linear rela-
tionship between the public debt and cur-



rent account balance. However, that is
the principally strongest positive correla-
tion in the countries with the highest cur-
rent account deficit.

However, the higher the value added of
export, the higher current account sur-
plus, the lower public debt as (see fig-
ure 3) in particular, in Germany (for line-
ar relationship in the period of time 2006
— 2013 measured by correlation coeffi-
cient r = -0.7191; p = 0.0290), Austria (r
= -0.7665; p = 0.0160), and Finland (with
the strongest negative correlation r = -
0.9055, p = 0.0008).
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Fig. 3: Public debt vs. Current account and
Export market shares

Loss of competitiveness always caused
current account deficit and brought about
reducing economic growth a deteriorated
to the public finance. On one side those
countries, which are in line with the
world competition such as Finland, Ger-
many, Luxembourg and Netherlands they
have current account surplus, relatively
very high net international investment
position, stable labor costs, manageable
public debt and relatively positive trends
in reducing unemployment.

On the other side, such countries as
present well-known as PIIGS, which they
lost their competitiveness have current
account deficit, negative net international
investment position, loss market share,
very high public debt and growing unem-
ployment.

On the other side, countries such as
Greece, Ireland, Italy, Portugal, and Spain
with low level of structural reforms, very
low productivity growth and with a rela-
tively very low level of competitiveness
have reached current account deficits.

Researchers, academia and policy-
makers generally agreed that the higher
the current account deficit, the higher the
public debt [4,7]. The critical for eco-
nomic development is export perfor-
mance.

On the other side, the majority of coun-
tries, including the most technologically
developed countries as France, Germany,
Netherlands and Finland, gradually de-
clined their share in the international
market of goods and services.

The main reason is slowly realized
structural reforms, but also a significant
factor is steadily growing economies of
emerging markets; mainly, Southeast
Asia. The most indebted countries have
reached the most remarkable changes
(e.g. Ireland, Greece, Spain).

By taking into consideration a thresh-
old of 35% of GDP NIIP, there are two
clear conclusions. First, those countries
whose economies are export-driven, such
as Germany, Netherlands, Finland and
Luxembourg, have a very high proportion
of these indicators.

Second, those countries that remarka-
bly lost market share, including deteriora-
tion of competitiveness, have very low
(negative) NIIP.

A majority of countries with very nega-
tive trend of NIIP such as Greece, Portu-
gal and Spain also belong to the most in-
debted countries Lack of structural re-
forms and loss of competitiveness are the
main factors that contributed to these
negative trends in NIIP.

4. Conclusion

The creation of European Monetary
Union was an unprecedented step in the



right direction in a modern economic his-
tory. Pre-monetary union led to real con-
vergence in some important indicators
such as GDP, interest rates, net interna-
tional investment position and current ac-
count.

One lesson researchers, academia and
policy-makers should learn is that loss of
competitiveness always caused current
account deficits and brought about
a reduction in economic growth, which
deteriorated public finance. On one side,
those countries that are in line with world
competition such as Finland, Germany,
Luxembourg and Netherlands have cur-
rent account surpluses, relatively very
high net international investment posi-
tions, stable labor costs, manageable pub-
lic debt and relatively positive trends in
reducing unemployment.

On the other side, countries as present
well-known as PIIGS that lost their com-
petitiveness have current account deficits,
negative net international investment po-
sitions, loss of market share, very high
public debt and growing unemployment.

The global financial crisis and reces-
sion caused the debt crisis in European
Union, but especially in some eurozone
countries. Growing public debt in the eu-
ro area called for additional financing.
Most debtor countries in the EMU lost
access to the international capital mar-
kets.

High spreads for sovereign bonds and
inability to get money on domestic and
international  capital markets raised
a question of how to finance the public
debt. The European sovereign debt crisis
has not yet been fully resolved. There-
fore, in this regard, in the euro area sev-
eral crucial steps have been taken.

When EMU was created, the positive
trends still appeared in some major mac-
roeconomic indicators. However, one of
the critical issues was loss of competi-
tiveness that caused the external deficit
which further was significantly correlated

with public finance in some eurozone
countries. Countries’ loss of competive-
ness brought about lower economic
growth and the decline in revenue of the
general government budget. Official data
analysis offers the clear conclusion that
a majority of countries joining the EMU
permanently broke down the basic rules
in Stability and Growth Pact.

In addition, a majority of countries lost
competitiveness and have reached deficits
on current accounts, including lowering
the net investment position. Excessive
imbalances within the eurozone countries
significantly contributed to the present
fiscal unsustainably.
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