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ABSTRACT

This paper deals with the essential problems of the current economic crisis in the European Un-
ion analyzed from the aspect of the core - periphery development model. In the first part of the paper
theoretical concepts are presented for explanation the reasons for divergence in the economic develop-
ment among regions. In the second part of the paper special attention is given to the real convergence
among the selected EU member countries. Regarding this, the paper arises the dilemma thus the sta-

bilization programs, will be successful recipe for solving the problems of the current crisis.
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1. INTRODUCTION

The focus of this paper is the phenomenon of the imbalanced regional develop-
ment as a theoretical and practical problem and as a policy issue too. A number of
theoretical studies are focused on the explanation of the phenomenon of the eco-
nomic domination which in a most outstanding way it is presented in the growth
poles theory of F. Perroux. Also, Karl Marx has given the most comprehensive analy-
sis of the causalities for the regional imbalances as a phenomenon of the market and
prices. The analytical and methodological devices of Marx’s theory have served as a
basis for distinctive approach of explanation of the regional development process
from the prism of the theory for relationship between the core and periphery coun-
tries (i.e. regions). In the current economic circumstances this theory has a special
role in the demystification of the tendencies in the modern regional development
within the globalization processes.

Therefore, in this paper the core - periphery model will be used as a theoreti-
cal framework, in order to offer an alternative observation of the causes of the cur-
rent economic crisis in the European Union. Actually, the main aim of the paper is
to see the roots of the current account imbalances of European economies not as a
“bad behavior” of the deficit countries but from the perspective of the development
tendencies in the global economy. This analytical approach is in accordance with the
need to explain why in the European area have been developed two different devel-
opment strategies which generate different macroeconomic performances in the
core and in the periphery countries. In fact, the core countries with weak domes-
tic demand follow an export - led growth strategy, while the growth strategy in the
periphery countries is based on the expansion of their domestic demand which is
financed by the growth of the public debt. Both development strategies have been
implemented within the single monetary policy with the same nominal interest rate
for all countries, which as a feedback reinforces the appearance of these two opposite
development strategies.

2. THEORETICAL BACKGROUND: THE MARKET AND THE
REGIONAL DISPARITIES

Tendencies in a regional development show that growth does not appear in all
places at the same time, with the same intensity and in the same mode. This empiri-
cal fact stimulated a number of distinguished economists to determine the forms of
development (i.e. development vs underdevelopment), their causalities and as well
as the potentials and possibilities of a regional policy. The most remarkable econ-
omist of the 1960s who animated the interest for the regional development was F.
Perroux. His "‘growth poles’ theory gained a universal value and became a key tool for
understanding the processes of the dynamics of territory considering the sequences
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of social and economic imbalances. Defining the analytical categories such as ‘the
dominant firm’, ‘the dominant market’” and ‘the dominant region’, Perroux devel-
oped the concept of ‘the domination effect in the economy’. The effects of domina-
tion arise when some regions are not in a position to oppose to asymmetric activities
and influences from the other regions. The phenomenon of domination is present
not only in economic interaction among branches within a certain economic area
but also in economic relations between regions within the state and among nation-
al states in the global system. Regarding the "growth poles’ theory, the hierarchical
power of the dominant units in the system arises from three sources: economy of
scale, externalities and economies of agglomeration. So, the positivism in the Per-
roux’s theory is found in the conclusion that the ‘growth pole’ has a high market and
competitive potential and as a magnet attracts the production resources, and in the
same time it is capable to induce the growth in the neighboring (less developed) re-
gions. But, confronting this theoretical concept one dilemma came up: 'Does the
pole support the growth in the less developed regions or the accumulated propulsive
economic structure of the pole is the ultimate determinant for exhaustion of the pe-
riphery?’ Even today the answer of this question occupies the academic community.

The modern crises have multiplied confrontations among the developed and
undeveloped parts at the all levels of the global system and in that context they have
turned the attention to the regional imbalances. The question about the role of mar-
ket in the income distribution and widening of the gap in development among dif-
ferent regions has become popular again. The current European economic crisis
might be analyzed from this perspective. So, for more essential explanation of the
processes we will consider the opinions about the role of market and regional devel-
opment of the opposite groups of theoreticians.

The first group of theoreticians considers that the global market is sufficient
mechanism for inducing development in undeveloped regions. Actually, this is a
dominant stance in the official policies of the global institutions (International Mon-
etary Fund and World Bank). These theoreticians as an empirical example show the
experience of those countries which have overcome the poverty threshold by using
of their traditional economic relations they increased the share in the global export
of agricultural and raw products and realized high growth rates. Consequently, the
export diversification is the next phase in the economic development of these coun-
tries. This theoretical optimism has roots in the classical economics which devel-
oped the concepts for absolute and comparative advantages to explain international
exchange among countries. The modern neoclassical economics upgraded the con-
cepts of absolute and comparative advantages into the Heckscher-Ohlin new trade
theory. The principle of comparative costs is transformed into the general theory of

1 Thethesis for "domination effect in the economy’ Perroux had explained in three separate articles
published in 1948, 194.9 and 1950. Then, these articles were republished in his remarkable book
“L'economie duXXe siécle” Presses universitaires de France , Paris, 1961 (chapters 2, 3 and 12).
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international value where the inverse demand is its substantial part. Ohlin used term
‘region’ (not the term ‘state’) with free movement of the production factors within
the region. Due to the unequal factors endowments among the regions, there are dif-
ferences in the level of their production costs. Production specialization of the re-
gions in terms of their ample factors will equalize the prices of production factors and
this will remove the differences in the level of production costs, and consequently
will decrease the development gap among the regions.

Another group of theoreticians support the thesis that increasing the differ-
ences between the countries and regions is a cumulative process immanent for the
market mechanism. Maybe the most consistent concept for analysis of the regional
disparities is one offered by the Marxian political economy. The main hypotheses of
the Marxian analysis are: (i) all destructive tendencies as a consequence of the com-
petition process within one country are multiply on the world market (Marx,194,6:
193—184); (ii) if one country has more developed capitalistic production, then its la-
bour productivity is higher and it is above the level of average international produc-
tivity. Different quantities of the same type of goods, which are produced in different
countries for the same time units, have different international value and different
prices respectively (Marx,1947: 489-490); (iii) In the international trade, the more
developed countries are selling their goods for prices which are higher than their in-
ternal value, besides the fact that they might be cheaper than the goods produced in
the competitive countries. This is a mechanism for valuation of the labour of devel-
oped countries in the international trade (Marx , 194.8):190)).

The Marxian analysis gave strong theoretical basis for his adherents for study-
ing the actual spatial contradictions in the global economy. The complex interde-
pendence of the modern regional differences is an issue that is actualized by the
core-periphery theory, which analysis is based on the Marxian methodology. The
key principles of the core-periphery theory are based on the following conclusions
(Nikolovska, 2000):

® Economic development and economic un-development are two sides of the
same model. Both processes are product from the inner contradictions of the
modern capitalistic development. It is not a question of variety in efficiency
of different types of socio-economic systems or to the attained level of devel -
opment of society, but it is a question of the ‘contradictions in the economic
structure of development of global capitalism’.

® (Capitalism has developed into the dominant form of socio - economic system
in the world. Monopoly position of the core countries gives possibilities to
these countries for appropriation of the added value created in the periphery
countries and to use it for their own economic development.

® The mechanism of appropriation of the new added value is based on the pro-
duction prices, which are in favor of the branches of the economy that have
higher substantial value of the production factors. Consequently, the unbal-

49



REVIEW OF INNOVATION AND COMPETITIVENESS VOLUME1 | ISSUE1 | 2015

anced spatial distribution of the branches creates an uneven development of
the regions (and countries). Hence, discriminatory practice toward undevel-
oped regions and states are created and it is a product of the monopoly position
of the leaders countries in the field of technology and development. Elements
of technological progress which are located in the core regions (countries) are
the main factor for growth of their productivity above the average value. This
will result in the internalization of the external costs in the global economy.

® Redistribution of financial resources through the financial markets in the fa-
vor of the developed (core) countries. In the era of domination of financial
capital, modern economic reforms in the periphery countries are character-
ized as monetary schemes for stabilization and structural adjustment of their
economies with finial outcome - contraction of domestic production and de-
velopment of consumer markets as a part of the global market. The interna-
tional institutional network (FED, World Bank, International Monetary Fund,
European Central Bank) supports the monetary liquidity. Hence, the finan-
cial assets grow faster than the entrepreneurship (investment in production).
This lead to cost inflation accompanied with the growth of unemployment.
As a result of the financial alchemy (or creation of virtual wealth) there is a
process of redistribution of the financial resources among the countries with
deep and developed financial markets and the ones in the periphery coun-
tries. Precisely, the core countries extract the accumulation from periphery
countries by the use of their capital and goods markets, and on that way deep-
ening the gap in development among them.

Also, these inferences are in accordance with Krugman (1991) and his con-
cept about ‘new economic geography” which unambiguously suggests formation of
core-periphery development model based on the principle of increasing returns and
decreasing costs. Bearers of the ‘new economic divide are the transnational corpo-
rations (TNCs), which are almost not present in the economies of developing coun-
tries. However, considering Porter’s findings, the absence of TNCs in one country is
a strong barrier for formation of its national diamond for comparative advantages,
and the country get stick in the position of "factor driven economy’ with imbalanced
model of development. Horn et al. (2009) and Stockhammer (2010) and (2011) ana-
lyzed different models of development in the European economy from the perspec-
tive of the current crisis, and they pointed out on the relevance of the core -periphery
development model. In a nutshell, the core-periphery theory demystifies the mod-
ern contradictions in the economic development regarding developed and undevel-
oped countries. It confronts with the thesis of western theoreticians who treat the
center (the pole) of growth as amode of growth dispersion. In this manner, the core-
periphery theory offers an analytical explanation of the tendencies of polarization in
the modern regional development.
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3. EMPIRICAL ANALYSIS: THE CRISIS INTHE EUAS A
REFLECTION OF THE CORE-PERIPHERY MODEL

The key idea of this paper is the crisis in the EU does not analyze from the per-
spective of mistakes of the endogenous economic policy of the countries affected by
the crisis, but from the prism of the core-periphery development model. For this
purpose it will be analyzed the group of countries EU-15* Regarding their perfor-
mances the countries are divided into two groups. First group is the group of core
countries: Germany, Austria, Belgium, Denmark, Finland, France, Netherlands,
Sweden, United Kingdom; and the second group are periphery countries: Greece,
Ireland, Italy, Portugal and Spain.

Taking into consideration the premise of core-periphery model about uneven
(imbalanced) economic development, deficits in the periphery countries and sur-
pluses in the countries from the core are treated as a product of the same phenom-
enon. The core-periphery model is confronting with the strategic goal of the Euro-
pean Union. The real convergence, as a strategic goal of the EU, was defined since the
beginning of the process of the union’s formation. The European Union was striv-
ing for balanced development as an economic and social value and it was realizing
through the convergence of the GDP per capita and the rate of employment. But this
goal fell into the shadow on the latest trends and developments in the EU.

In practice, the monetary strategy and the liberal market have resulted in two
different models of development and in that context there are two different develop-
ment strategies for the countries on a different level of economic development (core
countries vs periphery countries). However, the both strategies are mutually con-
nected, i.e. the growth in the core countries is corresponding to the consumption in
the periphery countries, while the latter ones have a necessity for the financial funds
of the core in order to maintain their current account deficits (Uho, et al. 2011: 573).

The heterogeneity of the member countries of the EU is undeniable fact. The op-
portunity for realization of higher and sustainable rates of economic growth within
the globalized European economy is directly depended from the ability of the member
countries of the EU to mobilize their resources in the promotion of the export-ori-
ented growth model by which the capital should be accumulated. However, the export
orientation is an aim of the European development strategy as a whole, and within the
“strategic navigation” (Maastricht criteria) it was transformed in the core - periphery
development model in accordance to the previously acquired comparative advantages
of the countries. History, again, confirmed the experience of accumulation on imbal -
ances in the economic development by using this model as a basis for creation of the
development strategy. In fact, development process of the European area was split on
two developmental strategies which are two sides of the same phenomenon - “the con-

2 EUis: Austria, Belgium, Denmark, Finland, France, Germany, Netherlands, Sweden, United Kingdom,
Greece, Ireland, Italy, Portugal and Spain.
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tradiction of development in the economic structure in capitalistic society”. Different
strategies of development are product of restructuring of the Euroland in anticipation
of the competition on the global market. Different levels of countries’ development
are consequence from the process of the real divergence between the performances of
the core countries and the periphery ones in the EU. The real divergence is due to the
fact that the capital is accumulating in the core countries, and the debt is accumulating
inthe countries from the periphery. A debt accumulation in the periphery countries is
aresult from the tendency of losing of the competitiveness of these economies and it
became a factor for their unstable economic growth.

Performances of the model of development of core countries can be analyzed
on the case of German economy as a representative of the export-oriented strategy.
This strategy is used as a base for increasing of the economy’s competitiveness on the
global market. Actually, in the last decade the accent has been put on the restrictive
income policy regarding the nominal inflation target and the productivity growth.
Such policy has resulted into the low growth of the per unit labor costs. Changes in
the income distribution towards the saving of labor costs have decreased the private
consumption in the German economy. Higher profits did not increase the dynamics
of investments in the capital stock, but they have turned money toward the nonfinan-
cial institutions. These institutions invested free funds in the countries from the pe-
riphery where the increased demand met with the increased offer of the competitive
goods from the European core. Competitiveness of the German economy is obvious.
For instance, the value of the exported German goods in 2005 was 76 % higher com-
pared with their value in 2000. In 2007, at the outbreak of the crisis, the value of the
exported goods was 24.0,03 percent of that of 2000. In the same period the value of
the imported goods was increasing with slower dynamics due to the decreasing of
domestic demand (see Table 1.).

Table 1.: Export value index and Import value index for EU-15; (2000=100)

2005 2007 2013

export import export import export import

index index index index index index
Core
countries
Austria 185,34, 176,32 242,25 225,77 258,07 252,39
Belgium 177,96 179,98 229,34 232,42 249,50 254,30
Denmark 166,36 166,31 201,64, 215,71 217,52 213,92
Finland 142,42 171,04, 195,75 237.80 161,24, 224,84,
France 141,81 149,10 171,24, 186,59 177,37 201,32
Germany 176.39 156,68 240,03 212,71 263,93 239,38
Luxemburg 224,92 194,60 267,92 245,02 232,86 239,68
Netherlands 174,74 167,10 236,83 226,25 285,32 271,11
Sweden 150,67 153,64, 194,23 210,77 192,71 217,84,
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2005 2007 2013

Kingiiom 8504 147.95 15422 942 19013 18849
Periphery
countries
Greece 147,41 163,00 201,15 235,15 311,33 186,11
Ireland 142,00 134,67 157.39 164,63 147,87 127,88
Italy 155,14, 161,16 207,84, 214,30 215,23 199,91
Portugal 156,97 153,52 216,03 206,08 258,70 188,67
Spain 167,57 185.41 220,32 249-94 274-44 217.55

Source: World Bank database.

In the period from 2000 to 2013 in the most of the core countries the value of the
export value index is higher than the value of the import value index. In the same peri-
od, inthe most of the periphery countries the value of the import value index is higher
than the value of the export value index, which indicates for less competitive power of
their economies. At the outbreak of the crisis, almost all analyzed countries registered
higher value of the import value index compared with the export value index.

Figure 1.: The annual average growth rate of GDP for the core countries and periphery COUNTRIES
IN the period 2000 - 2013

6,00
o
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o] Ir\
0,00
1,50
-3,00
“4-50
-6,00 L LI B s e e e B m
2000 2002 2004 2006 2008 2010 2012

@ Core countires
# Periphery countires

Source: Authors’ calculation based on the data from World Bank database.

Before the outbreak of the crisis, the growth rate of GDP of the periphery coun-
tries was higher than the one of core countries. However, after 2009 the core coun-
tries had modest positive growth rate of GDP and the counters from the periphery
realized negative trends in their GDP growth rate (Figure 1). Besides these positive
trends in the international trade German economy has realized anemic economic
growth. In the period (2000-2006) the average annual growth rate of GDP was e
(1.37%) and (0.98%) during the period 2007-2013. In the periphery countries the
positive values of GDP growth rate has converted into negative rates (see Table 2.).
These variations are due to different sources of economy development. Economic
growth in the periphery countries is not based on the sound fundaments (i.e. own
capital accumulation).
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Table 2.: Average annual growth rate of GDP for the periods: 2000-2006 and 2007-2013

2000-2006 2007-2013

Core cuntires:

Austria 2,19 1,06
Belgium 2,13 0,83
Denmark 2,04 -0,48
Germany 1,37 0,98
France 2,08 0,64,
Finland 3.24. 0,06
Luxemburg 4012 1,60
Netherlands 2,02 0,49
Sweden 3,23 1,04,
United Kingdom 3,07 0,54
Periphery cuntires

Greece 4017 -3.73
Ireland 5.62 -0,24,
Italy 1,49 -1,03
Spain 377 -0.37
Portugal 1,39 -0,84

Source: Authors’ calculation based on the data from World Bank database.

For instance, it has been based on the inflow of external capital, increasing
debts of private and public sectors, while the main source of the growth is consump-
tion of these sectors. Private and public consumption might be realized in the form of
investments in production, but in the latter phases this model is followed by decline
of the growth of gross domestic product because the biggest part of the consumption
is satisfied with the imported goods and increasing the debts of countries.

During the last decade, in the periphery countries the so called “investment
in production” has been realized through the expansion of the construction sector.
Demand in the construction sector had stimulated the increase in prices which was
followed with less dynamic increasing in wages. Deficit in consumption was financed
with credit expansion. Created preconditions with Maastricht criteria (decreasing of
interest rates, eliminating the premium for foreign exchange risk and price stabili-
zation) had developed favorable environment for credit expansion. In the context of
the recovery of business cycle, the credit expansion through the construction sector
stimulated formation of speculative bubble with the prices on real estate markets.
So, the common monetary policy (which is focused on stable prices and low interest
rates) had different consequences for heterogeneous countries regarding their level
of economic development. In the core countries monetary policy has had a stabilizing
effect and it was creating preconditions for export-oriented growth, whereas in the
periphery countries this policy was an initiator for destabilization of their economies
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and it has increased the divergence in the flows of real sectors through accumulating
a numerous imbalances, especially the one in their current accounts (see Table 3.).

Table 3. : Current account as a percentage of GDP

2001 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

Core

countries

Austria -0,8 2,1 2,1 2,7 33 4.7 2.6 3.3 1,6 1,8 2,6
Belgium 3.3 32 2 1,8 2 -11 -0,8 L8 -1,2 -2 -1,9
Denmark 2,5 2,2 4,2 2,9 1,3 2,6 3,3 5.8 5.5 5,6 72
Finland 8,1 5.9 3.2 4 4.1 2,5 1,7 L4 L4 L4 -1
France 17 0,5 -05 -0,6 -1 -7 L3 a3 -7 21 13
Germany o 44 4.8 6 7:2 6 5.7 6 66 7.3 7.4

Luxembourg 8.4 12,1 11,8 10,4 10,4 5.3 6.8 7.8 6.7 6 5.5
Netherlands 2.4 7.2 7 87 63 4 48 68 85 89 101

Sweden 407 6,3 6.5 8.2 8.9 8,6 5,9 6 5,8 5,8 6,6
Kimgiom 2 19 18 27 a1 09 4 26 cu4 36 4
Periphery

countries

Greece -68  -54 -73 -109  -14 -14.4 -108 -94  -10 -2,6 1,2
Ireland -0,6 -0,6 -34 35 -32 54 -22 1,1 12 4.2 62
Italy -0q4 -09 -1,6 -25 -23 -28 -1.8 -33 -29 -02 1
Portugal -102  -81  -10 -100  -9;7 -12,2 -10,5 -10,2 -6,8 -2 0,5

Source: OECD database.

In addition, creation of the European Monetary Union, liberalization and fi-
nancial deregulation supported an increase in deficit in the current accounts of the
countries from the periphery. These processes created an environment for easy mo-
bilization of free financial accumulation from the core countries. The most part of
accumulated financial resources have been invested into periphery countries and
they served as means of financing of their increased public and private consumption.
Actually, from one side, these ways of the financial flows were a direct consequence
from the structural imbalances among the economies from core and periphery of the
Eurozone and from the other side these financial flows reflected the innate motives
for circulation of financial innovations on markets where credits and credit risk were
traded with higher earnings. In this context, markets in the periphery were used for
placement of goods, services and credits portfolios of the core countries. The outcome
of this situation was capital accumulation in the core countries and accumulation of
deficit, debt and losses in the periphery counties. Increased private and public debts
in the countries confirmed that in the new financial setting speculative financial ac-
tivities were preferred than investment in the productive projects. For instance, in
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Ireland in avery short period of time, debts of households and nonfinancial corpora-
tions increased from 171,2 % of GDP in 2005 to 281,5% of GDP in 2012, (see Table
5.). Corresponding with these trends the government debt increased too (see Table
4.). Process of speculative growth of indebted periphery economies was broken by
the financial crisis in the USA, contraction of the boom-bust financial cycle and by
the external shocks in the real sector (for example, rising oil prices). Transmission
of the external shocks through the finance and trade has stressed out the conflict be-
tween the core and periphery countries of EU in the form of a financial crisis and a
crisis of the public debt.

Table 4..: Central government debt (total) as a percentage of GDP

2000 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Core

countries

Austria 64,13 6543 62,04 59,01 64,14 68,99 72,17 7312 78,46
Belgium 104,53 8703 83,21 8021 8270 8700 86,24 88,57 89,44
Denmark 51,93 3571 31,97 2414 30,79 37,03 41,24 47.97  47.23
Finland 55,22 42,24 39,69 36,01 31,97 4124 47.00 4596 51,00
France 59,59 70,70 66,46 6538 71,00 8269 8646 9060 100,85
Germany 38,28 4330 4210 3943 41,73 46,04 5374 5332 5518
Luxemburg n.a. 3,67 4+34 478 12,33 13,29 17,51 16,92 20,03
Netherlands 48,50 48.89 4316 40,58 52,11 53,94 5766 61,79 6789
Sweden 64.91 50,57 44.25 38,64 39.74 39,72 36,68 36,66 35.29
Eﬁ;‘(ﬁm 1331 4392 4378 4478 5435 6860 8118 9458 97u7
Periphery

countries

Greece 119,15 121,56 123,04 12039 116,81 133,25 126,93 108,70 163,56
Ireland 39,34 31,78 2819 27,63 4684 66,94 8370 9780 12046
Italy 114,70 108,71 10513 100,62 10340 11712 115,85 108,90 126,16
Spain 53,28  37.69 3337 2944  33.53 4556 4710 5459  65.92
Portugal 64,91 50,57  44.25 38,64 39,74 39,72 36,68 36,66  35.29

Source: EUROSTAT database.
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Table 5.: Private sector debt, consolidated a percentage of GDP

2000 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

Core

countries

Austria 121,7 124, 122,9  124,6 1275 1328 1331 130 1283 1269
Belgium 14,2 1195 1198  134.4 162,9 1653 1619 1745 1805 1758
Denmark 1581 1877 199,9 2084 222,8 2333 2221 2226 2266 2241
Germany 123 117,1 114,,1 1m 1093 13,4 1077 1039 1037 1035
France 99 109.2 126 156 1222 13o,5 131,.8 1353 1382 137.3

Luxemburg n.a. n.a. n.a. na. 3914 4218 3481 3473 3406 356,2
Netherlands = 206,2  217,7  217,7 2168  217.3 2314 229.4 228 2302 2297

Finland 91,9 14,7 179 1223 1313 1413 1458 1424 146,6  146.2
Sweden 141,7  159,2 1612 1776 200,  212,6 2008 2004 2024 200,
[Igirll‘:;lc(l)m 1385 168.4  174,3 176,86 1861 189,9 177 1735 1758 16404
Periphery

countries

Ireland na. 17,2 1917 1981 2374 2585 2612 2779 2815 2703
Greece 531 86,2 93 1019 mds5  1u72 1288 1306 1305 1356
Spain 102,9 1549 177.8  191,9 196,6 2024 2015 1953 184.8 1722
Portugal 1371 1714 176, 185 196,2 204,2 2015 204,01 209,6 2026
Italy 758 959 1022 109,6 13,7 1201 121,2 1204 121,7  119.5

Source: EUROSTAT database.

Hence, realization of the strategic goals of the European Union emphasizes the
actual position of the core countries as a dynamic pole of growth. In that context, suc-
cessful completion of the EU’s development agenda 2020 is directly determined of
the speed and effectiveness of the post crisis economic recovery in the periphery
countries. Therefore, stabilization policy is becoming a priority, and it will deter-
mine the future perspectives of development and further integration of the Euro-
pean Union.

Current response to the crisis: stabilization vis a vi convergence

In a nutshell, we may note that the European integration is a process charac-
terized with innate contradictions. A scientific and technological progress in the
European Union is stimulated by the amplification of the competition on the global
market. This process increases the role and significance of the core countries in the
European Union as a main engine of its development. In this context, the regional
policy should enable periphery countries to follow the dynamics of development of
the core ones. But the current economic crisis in the EU has highlighted the contra-
dictions in the integration process. The financial resources have become more and
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more scarce input for development. The reformation of the regional policy with the
Lisbon strategy has stresses the priority for the Union to develop the propulsive ex-
port strategies which are in accordance with the acquired competitive advantages of
its core countries. In order the core counties to keep the pace of high developmental
dynamics as soon as possible the periphery countries should overcome the negative
effects from the economic crisis. Thus, in this moment the stabilization policies are
in the priority lists of the EU’s agenda. In the September 2012, European Stability
Mechanism (ECM) was created. [t is an international organization with main pur-
pose to safeguard the eurozone and to provide instant access to financial programs
for its member states with financial difficulties. The access to the financial programs
is conditional with the implementation of the rigid programs for economic and fi-
nancial adjustment and sustainability of the public debt of the financially distressed
member state. The maximum lending capacity of the ECM is soo billion Euro and
it replaced the earlier temporary EU funding programs European Financial Stabil -
ity Facility (EFSF) and European Financial Stabilization Mechanism (EFSM). At the
beginning of 2015, The European Commission created the so called Juncker invest-
ment plan (of cca 315 billion EURO) to deal with ‘the virtuous triangle: to mobilize
investment finance without creating public debt; to support investments in key sec-
tors (infrastructure, education and research and innovation); and to remove finan-
cial and non-financial barriers to investment. But actually, the main purpose of the
financial injection is capitalization of banks and to support the real sector as a way to
stabilize the banking system, to improve expectations regarding the region’s stability
and to increase the marginal efficiency of capital. All these activities should result in
consolidation of the distressed European monetary system.

However, the creation of new mechanisms and financial programs for liquidity
support of the periphery countries have emphasized more problems and dilemmas,
such as:

® The new dynamics of injection of monetary liquidity will stimulate faster
monetary growth regarding financial resources, while the growth rate of pro-
ductionwill continually decrease. These conditions will intensify the inflation
tendencies in the economies. The monetary schemes will be use to compress
the cost inflation which will result in deflation tendencies in production, con-
sumption and unemployment in the periphery countries;

® -Financial rescue packages is a mode for redistribution of the capital among
financial markets (surplus-capital countries) and consumer markets (defi-
cit-capital countries). So, the modern global capitalism creates money with
which it revitalizes the speculative financial markets and increases the gap
between the core and periphery countries.

® After the crisis, the gap in the economic performances between the core and
periphery countries is increasing, which is due to the capital redistribution
among the countries with capital surplus and deficit ones. As a result, the role
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of the core countries has transformed from the position of the “importer of
the last resort’ into the ‘capital exporter of the first resort’ (in order to finance
the import of their goods in the periphery countries) on the one hand, and
into ‘capital exporter of the last resort’ (for implementation of stabilization
packages to save the periphery economies as a market for their goods) on the
other hand.

® Consequently, the main dilemma is about the current rule of a European co-
hesion policy and thus this policy, still has the potential to be the main com-
ponent of the development strategy of the EU.

4. CONCLUSION

In the public and professional debates, elaborations about the causes of the
current crisis are situated between coordinates on the lack of fiscal discipline and
the lack of structural reforms in terms of improvement of the competitiveness of an
economy. However, the key idea of this paper is that the economic crisis in the Eu-
ropean Union should be analyzed from the perspective of the persistent increasing
macroeconomic imbalances (e.g. current account deficits and public debts) which
are result from the different growth models that were developed within the process
of creation of the euro currency. These processes were causal consequence from the
increasing globalization of the European economy and they were amplifying the clas-
sical regional dichotomy of the core and periphery countries.

The main engine in the global race for transnationalization of the European
economy is governed by the core countries (for instance German economy) while
the periphery countries in this race are marginalized (they are losing their com-
petitiveness and are accumulating debts). As our empirical analysis suggests, the
positive growth performances of the core countries are realized through the markets
and deficits of the periphery countries. In fact, this is the way for globalization and
corporatization of European economy in order to strengthen its competitiveness for
better performances in the competition race with other developed parts of the world
economy.

Functional integration (i.e. market integration) of European economy makes
less relevant the standard models of international trade theories concerning the
development of international competitiveness, especially in surroundings where
the processes of mergers and acquisitions among the big businesses is reinforced.
The leaders of these processes in the EU are the core countries led by the German
economy.

However, this model of development creates conflicts between the goal of man-
aging the increasing gap in macroeconomic performances of the national economies
and improving the functional market integration of the European economy. Creation
of the European monetary union and financial integration has a key role in explain-
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ing the rising of current account deficits to historically unknown level: the risk pre-
mium has disappeared and the easier access to funding was ensured.

The great recession has faced with the fact that financing the excess of demand
through the borrowing of the periphery countries is not sustainable and it leads to
destabilization of the European Union. Juncker investment plan is an attempt to es-
tablish an agent who will stimulate the aggregate demand within the framework of
the established stabilization schemes for financial markets. Actually, these financial
schemes are aimed to save the interests of creditors and to help them to consolidate
the economic relations between export oriented and import oriented countries (i.e.
between core and periphery economies).

However, to solve these problems it is necessary for faster growth of domestic
demand in countries that have implemented the export based growth model. And
thus, to make this possible it is necessary to change the pattern of income distribu-
tion and the wage restriction policy which are applied in core countries (like the case
in Germany). So, consequently the Maastricht nominal criteria should be substituted
with the new more complex development paradigms which implementation will re-
sult in more balanced macroeconomic performances within the European economy.
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