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Abstract

The first part of this paper describes some peculiar features of the German socio-economic model and
argues that there is a widespread consent in Germany on preserving it in the face of global, European and
national challenges. Essential components of this model are the export-oriented manufacturing sectors
specialized in the production of those capital goods and consumer durables in which Germany has
traditionally enjoyed a comparative advantage. Painful reforms were implemented in the first half of the
2000s, a period in which Germany exhibited lower GDP growth than the countries of the euro-periphery
(with the exception of Italy) with a view to strengthening the international competitiveness of these sectors
and the German ability to penetrate the fast growing emerging markets. The second part of the paper treats
the intra-euro imbalances and discusses the thesis according to which the creation of the euro ended up
acting as an asymmetric shock that put in motion a process of real divergence between the member
countries, exacerbating the historical core-periphery divide. Paradoxically, this divergence was fed by the
optimistic conviction that the elimination of the nominal exchange rate as an instrument of adjustment
within the euro area would have forced the peripheral European countries with a history of higher price and
wage inflation to uniform their price and wage dynamics to the more disciplined core countries like
Germany. Indeed, it was this expectation that convinced the financial markets to neglect country-specific
default risks, thus leading the interest-rate spreads between core and periphery securities at record low
levels. In its turn, the availability of cheap and abundant credit permitted the peripheral countries to
postpone the structural reforms necessary for long-lasting convergence in productivity levels and
competitiveness, to interrupt the effort aimed at lowering the public debt-GDP ratio, and to expand
domestic demand to the benefit of importers and non-tradable sectors of the economy (in particular, of the
construction sector). The elimination of significant intra-euro interest differentials facilitated the large
capital outflows affecting Germany from the introduction of the euro, which are deemed to be among the
main culprit of the stagnant real wages and low growth characterizing the country in the first half of the
2000s. Part three addresses some implications of the crisis that broke up in Europe after that the revelation
concerning the true entity of Greece’s public deficit had provoked a drastic change in market sentiment and
a more pessimistic assessment of the default risk inherent in the debt of peripheral countries. In particular,
this part discusses the economic rationale underlying the popularity among German commentators and
public opinion of the moral hazard issue related to the bailing-out of the peripheral countries. This
discussion allows us to outline the dilemma faced by the German authorities in dealing with the choice
between incurring the relevant costs implied by the virtual renunciation to the no-bailout principle and the
dissolution of the euro. To shed some light on the terms of this dilemma, the paper seeks to clarify how the
German objective to remain also in the future a leading player in the world economy and to preserve its
socio-economic model may be compatible with the political need to accommodate the requests of its
stagnating euro-periphery partners and save the euro. The concluding remarks summarize and elaborate
more on the implications of the dilemma mentioned above.
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Introduction

If US, China and primary commodities exporting countries are clearly at the core of the global
imbalances phenomenon, Germany and the countries in the (so-called) periphery of Europe are at the

center of the intra-European current account imbalances (See Figure 1 and Tables 1,2).

Although European countries are economically integrated and despite both the Euro area and the
European Union enjoyed nearly balanced current accounts over time, intra-European imbalances are
not necessarily an equilibrium by-product of the economic integration, nor the mere result of
contingent asymmetric phenomena. As we shall endeavor to argue in what follows, in fact, the
European imbalances can be read as the result of the high heterogeneity in the countries’ initial
conditions at the time of the monetary unification and of asymmetric national responses to Europe-
wide common shocks, on the one hand, but also, on the other hand, as the by-product of different

growth strategies and national socio-economic models.

In a nutshell, the German social-economic model can be depicted as a strong industrial, bank-based
economic system, made of a peculiar combination of small and medium enterprises (Mittelstand) and
large internationalized companies, a protective and inclusive social system, a broadly accepted
conservative fiscal and monetary policy stance, a peculiar vocational training program (to ensure the
smooth employment of the young and skilled — though not highly educated - workforce), a bank-based
(relationship lending driven) financial system, and a heavily regulated service sector. The German
social-economic model is strongly connected with the German export-oriented and neo-corporatist
economic structure. The factual implementation of this socio-economic model, though changing over
time, has been ensured by the endorsement of an export-led growth paradigm which Germany
embraced decades ago (see Lindlar and Holtfrerich 1997) and still follows nowadays (Part I). This
socio-economic model, also known as social market economy, is a peculiar German feature which
distinguishes this large country from others’ of similar size. To understand i) the German current
account and financial performances (Part I), ii) the contrasting boom-bust developments in the
European periphery (Part II), and iii) the resistance of the German authorities to the reiterated requests
of the EU and the IMF to rebalance its economy and boost its internal demand (Part III), one need - as
we shall argue - juxtapose various German, EU-wide and global phenomena occurred in the last 2

decades with this German socio-economic background.

Failing to appreciate the widespread support for the preservation of the German model and the
bipartisan aspiration of making Germany act as an authentic global player risks misinterpreting the
rationale of the Germans’ reluctance to prop up European peripheral countries. Germans are indeed

concerned that, in the face of not directly enforceable promises of structural adjustment by the



periphery (because of the lack of credible mechanisms for the surrendering of fiscal and political
sovereignty by the aid recipients), immediate financial assistance and additional domestic demand may
end being not an extraordinary intervention in the face of peculiarly difficult global financial
circumstances, but rather the encouragement of further moral hazard and the beginning of a
crystallized transfers union which will eventually lead to an erosion of the bases of the German socio-
economic model. Many Germans feel that their country is facing an authentic dilemma between bailing
out the periphery at the risk of renouncing to their own social-economic model and refusing to do so
at the risk of facing the high costs of the EMU dissolution: this should not be underestimated or even
ignored as it is at the very heart of the political economy determinants of the German position vis a vis
the other euroarea partners. In what follows, we shall provide a suggestive, though evidence-based,
discussion of these issues to inform the current delicate debate and make progress with respect to the

caricature made of the Germans’ resistance.

PART I. Germany’s socio-economic model and global competitiveness.
I.1. Social market economy and neo-mercantilism: at the core of the German model.

At the cost of oversimplifying a very complex socio-economic model in continuous evolution, it can be
argued that, even after the re-unification process in early 1990, Germany has held tight to many features
of the economy which characterized its post-WWII economic miracle. The combination of the liberal
tenets of the economic theory of ordoliberalism (first developed by Walter Eucken and the Freiburg
School) and of the equity and social protection principles borrowed from the Christian social doctrine
(which inspired Bismark’s path-breaking provisions on welfare state in the 1880s) formed the basis of
the theory of social market economy (Sozzale Marktwirtschaf?). The latter has not simply inspired the
1948 Constitution (Grundgesetg), but also guided many institutional choices and policy reforms in the 50s

and 60s, as well as informed other subsequent and current choices (see Siebert, 2005, for a discussion).

In particular, many ordoliberal thinkers and subsequent theorizers (among which Alfred Muller-
Armack) maintained that in order to sustain a market liberal governance and a dynamic entrepreneurial
system (a.k.a. a competitive order) while also addressing mass-democratic potential conflicts, both solid
social and economic systems (supported by a widely embraced ethical basis) were to be developed and

implemented in a unified framework.

Macroeconomic stability, inclusive social policy and a sustained growth of industrial production
emerged as the key ingredients for the maintenance of the balance between the promotion of a
competitive economic order and the achievement of continuous improvements in individual and
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collective well-being.' Indeed, the realization of the social market economy model was purposefully
supported by the German neo-mercantilist and neo-corporativist approach, characterized by an export-
led growth model, high private saving, disciplined (even restrictive) macroeconomic policies, a
vocational training system, the codetermination of firms’ management by entrepreneurs and workers’

representatives, bank-based credit allocation, and inclusive and generous welfare state provisions.

This socio economic model, it should be noted, is in stark contrast with the US one. In the latter,
output growth is typically driven by the expansion of domestic demand (either public or private in
different decades), supported by generous fiscal and monetary policies, increasingly concentrated on the
service sector, associated with high personal and corporate debts, and characterized by high income and

wealth inequality. Very far, thus, from the social order and corporativism that dominate in Germany.

It is the tight connection between the social and the economic paradigms that makes Germany’s
outward orientation and its macroeconomic discipline so entrenched in most parties across almost all
the political spectrum. Most Europeans fail to recognize that while Germany can be called upon both
to assist EU countries facing contingent financial troubles and contribute to European aggregate
demand in a period of aggressive private deleveraging, it can hardly be asked to re-orienteer abruptly its
export-oriented economic activities and abandon its social model: this however would be a likely
scenario, were the bailed out periphery not addressing the adjustment process necessary to regain

international competitiveness.

Similarly, German political parties and their constituencies do not intend to make Germany more
similar to the US, with all due respect, and they resist to the IMF and OECD suggestions of adopting a
(US-inspired) economic model based on higher domestic absorption, more diffuse venture capitalism,
higher levels of tertiary education and high-skilled jobs in the tertiary sector, as deeper and broader
service and product market deregulation. This shift would require a general and profound change in the
German society, which (at least at the moment) falls outside the range of concessions and changes that
Germans are willing to undertake. Quite to the contrary, as we shall argue in the next section, Germany
has invested in strengthening its traditional strategy by expanding the geographical reach of its firms

(through trade and FDI) and of its foreign policy.

Furthermore, we notice that (part of) the ordoliberal theoretical apparatus inspiring the German
consensus is still heavily influencing the theoretical debate on the best response to the current

European crisis. Indicative signals in this direction appear the importance of price and wage

It is worth noticing that price stability became one of the key principles inspiring economic policy not merely because of
the German dislike of pre-war hyperinflation period in the Weimar Republic (and repressed inflation in the 30s and 40s), but

also because price stability has been well entrenched in the German economic orthodoxy since ordoliberalism onwards.
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adjustments in the redressing of current account imbalances (and the more limited importance
attributed to persistent differences in aggregate demand) and the German unyielding faith in the
(alleged) non-keynesian pro-growth effects of fiscal austerity measures.” This has to be born in mind in
interpreting the German opinions as to what concerns the individual and collective reaction of EU

member states to the crisis.
1.2. The Hartz reforms: changing not to change.

What written above helps to understand why social protection is such an important component of the
German (and, more generally, of the Continental) social model. This can be gauged also by considering
the overall costs of social expenditures reported in Figure 2. Germany scores high in terms of social
expenditures — fact that has in turn required a relative high level of personal and corporate income
taxation; data in Figure 4 also confirm the importance of unemployment subsidies and of the support
to the family and the children, in line with the widespread ethical concerns for income and family
protection. Albeit relatively expensive (even during non-negative economic periods), the German
welfare system has guaranteed individual and family-based protection against poverty and has helped to
limit income inequality in line with the conception of social justice and solidarity discussed above (see

Figure 3).

As illustrated in Sapir (2000), the intensification and the acceleration in the process of economic
globalization (with the raising competition from emerging economies) has showed the limits of the
model at work before the mid-2000s. The long-lasting depressive impact of the German reunification,
the unfavorable exchange rate parity between the Deutsche Mark and the Euro set at the time of the
EMU, the global economic downturn in 2001-2003, the high costs of the welfare system, and its
undesired effects on individual incentives all together reduced economic dynamism and rates of growth

in the first half of the 2000s.

When Germany was thus pointed as the “sick man of Europe” by the Economist, the red-green
government led by Gerhard Schoder in 2003 approved the “Agenda 2010” and passed several liberal
reforms (entered into force between 2003 and 2005) to reduce the degree of regulation of the labor
market (wage negotiation, working hours, tax wedge, unemployment benefits) so as to increase
efficiency of the job search process, reduce reservation wages and increase employers’ flexibility. This

package of reforms took the name of the Volkswagen's personnel director, i.e. the Hartz reforms.’

2 Dullien and Guerot (2012) discuss the impact of ordoliberal ideas on the main German political parties and their positions
on economic issues.
3 See Burda and Hunt (2011) for a balanced discussion of the Hartz reforms and their effects.
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It could be argued that these reforms were at odds with the social market framework depicted above, as
greater labor flexibility and lower social expenditures would diminish the social protection co# of the
social market economy. This notwithstanding, these changes were, at the same time, coherent with the
other aspects of the theoretical economic apparatus discussed in Section 1.2, such as: the respect of
market conformity of government activity; the emphasis on domestic solutions to address global
challenges; the focus on price and wage competitiveness as key drivers of an export-led growth; the
importance of moderating wage growth (see Figures 5, 6, 7) through labor market reforms; the
strengthening of market-based mechanisms to reduce unemployment; the reduction of a large and
distorting fiscal wedge on labor costs; the maintenance of an active participation of the unions in the
determination of key decisions (despite their non-negligible reduction in their coverage); the emphasis
on internal working-hours flexibility (through both working time accounts - Arbeitsgeitkonten- and short-
time work - Kurgarbeit ) and temporary employment opportunities rather than on external job flexibility;
the extension of part-time, temporary and atypical contractual arrangements to increase female

participation (see Figures 8 and 9) while preserving the relatively large household production.’

We shall not discuss here the appropriateness and the effectiveness of these measures in setting
individual incentives straight, activating the potential labor force, reinvigorating entreprencurial
dynamism, re-organizing human capital accumulation, boosting capital accumulation and innovation.
What we draw the attention upon, instead, is the fact that these reforms stroke a new balance between
the social and economic concerns at the basis of the German consensus. These reforms indeed reduced
protection in favor of greater flexibility, which — as discussed above— was in turn conducive to wage
moderation (see Figures 5, 6, 7); yet, they fell short from being an attempt at dismantling the German
economic model as we knew it.” Rather, these reforms reflected the growing concerns for preserving
the international competitiveness of the country’s manufactures (as also argued in Glossner and
Gregosz, 2010), in line with the abovementioned German neo-mercantilist and neo-corporativist
approach favoring an export-led growth process based on the production of high-quality

manufacturing and capital goods (see Figure 11).

As we shall argue in section 1.3, what has changed is the scope of this outward orientation and
Germany is not content anymore with its European leadership. Its relative size in the Union would
force the country to become soon the consumer of last resort of the area (as the US did in the global

economy in the last few decades) rather than the main continental factory (as China has been doing in

* As thoroughly discussed in Siebert (2005), the combination of social principles, ordoliberal tenets, and a paternal state did
lead to inner conflicts and inconsistencies in the past, and it still does so. This notwithstanding, as argued in the main text,
the main pillars of the socio-economic German model remain solid and visible.

5> As can be seen in Figure 10, wage moderation has always been compatible with a very high compensation per hour of

work, due to the high productivity of firms and to the specialization in high-quality manufacturing and capital goods.
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the global economy). To prevent such transformation, a bipartisan agreement was easily reached:

Germany would have had to become a global player to preserve its model.’

That Germany is far from reconsidering its socio-economic model is confirmed by the reiterated
attempts by the IMF at recommending it to do so. As we shall discuss in Part II, albeit welcoming the
labor reforms discussed in this section, the IMF suggested that Germany revisits its growth paradigm
so as to reduce the dependence on external demand and to increase output potential. More precisely,
the IMF recommended to engineer a transition towards greater dependence of growth on domestic
demand, higher productivity improvements in the tertiary sector, higher investment and innovation in
areas outside Germany’s traditional strengths, more abundant risk capital, and more widespread life-
long learning program (see IMF Staff report for the 2011 Article IV Consultation). Since we shall come
back on the issue in Part II, we shall not discuss it further. It suffices to say that Germany has strongly

opposed any significant concession on these lines.”’
I.3. The economic export performance: from an European to a global perspective

As reported in Tables 1 and 2, Germany recorded ample current account surpluses in the last 10 years
(and, were we focusing exclusively on the trade balances, surpluses would go farther back in the past).
In turn, the so-called European periphery (i.e., Greece, Ireland, Italy, Portugal, Spain) has, though to
very different extents, run deficits over the very same period of time. While the Italian trade balance
remained positive until 2000, it recorded negative current account balances since the early 2002 due to
its income component. The other countries of the periphery, as we shall discuss in Part II, accumulated
a series of trade deficits that can be explained in terms of their ongoing catching-up process (as the
theory would predict, see Blanchard and Giavazzi 2002) and of differences in fundamental and
structural factors, but most importantly in terms of the housing and credit booms started after the
introduction of the Euro. Campa and Gavillan 2011 provide empirical evidence on the importance of a
wave of over-optimism and of the housing bubble, and Barnes et al 2010 come to similar conclusions.

Jaumotte and Sodsriwiboon 2010 show that i) the decline in private saving rates was the driving force

¢ In an article for the "Welt am Sonntag” in 2009, Norbert Walter, chief economist at the Deutsche Bank from 1990 to
2009, wrote: “we don’t need to accept the short-sighted remedies proffered by Harvard economists and the advocates of the
purchasing power theory of wages. There are more sensible options, but above all ones that are more sustainable. Since we
Germans — like other societies — will soon experience the long-term ageing of our population, we are structurally on track to
import more than we produce and export. Thus, our problem is not so much one of too little consumption at present, but
rather of reliably financing our consumption in future, when pensioners are in abundance and there is a shortage of labour
(i.e. for at least two decades after 2015).”

7 Cleatly, the OECD and IMF suggestions are inspired by reasonable concerns for ensuring that growth in the long run has
solid determinants. Yet it should also be noted that the very same countries that adopted the IMF-advocated model in the
past are now trying to mimic Germany: strengthening their manufacturing sector, smoothing the transition of students to

work, and enhancing social cohesion while preserving some flexibility in the labor market. More on this in Part II1.
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of the imbalances in the countries of the periphery of the Euro area and ii) current account deficits
exceeded norms, i.e. what explained by fundamentals and the local cyclical conjuncture.” On the
contrary, Germany, the Netherlands, Austria and Finland maintained or even increased over time their

surpluses.

Certainly, wage moderation and price competitiveness helped these core countries to strengthen their
advantage over the periphery of Europe. As shown in Figure 12, core countries enjoyed persistently
lower rates of inflation with respect of the other European members and this, over time, led to a
depreciation of their real exchange rate. But if the German large trade surpluses have to do with

Germany’s competitiveness and thriftiness, they are not merely a pan-European phenomenon.

The impressive trade performance of Germany and the other core countries is however not the mere
reflection of the bilateral trade imbalances with the European periphery. Net German merchandise
exports towards the five countries of the periphery amounted (on average) only to 1/5 —1/4 of the
total net German exports (precisely, 7% in 1996-1998, 19.5% in 1999-2001 and 2002-2004, 23.5% in
2005-2007, 18% in 2008-2010, and 14.7% in 2011 — our elaboration on UN Comtrade data). Figure 13
shows that the Italian trade deficits were as big as the bilateral imbalance with Germany, while Spain
was running much larger multilateral deficits (vis-a-vis the great majority of its trading partners). This

turns clearly out inspecting Figures 16, 17 and 18.

Figure 16 shows the world merchandise export shares of various countries. While France and Italy lost
market shares over time, Germany and the Netherlands retained constant shares.” This is a result of
utmost importance if one considers that during the last 15 years a great number of large emerging
economies have entered the world markets and grown rapidly. Figure 16, in fact, reveals that also Japan
and the US (not only the periphery of the Euro area) lost market shares to the benefit of the BRIC

countries and South Korea.

Figure 17 indicates that Germany has increased its gross exports also towards countries that are not in
the European periphery: while the share of German exports directed to China and Russia grew steadily

over time, the shares of those directed towards EU and other OECD countries fell progressively.

8 The role played by structural and fundamental factors in determining the current account and the recent large current
account imbalances is investigated by Barnes et al 2010, Jaumotte and Sodsriwiboon 2010, Keirdrain et al. 2010, Vogel 2011,
Coricelli and Worgotter 2012, among others.

 Guertieri and Esposito 2012 discuss the similarities and the differences between the both outward-otiented German and

Ttalian industrial sectors and investigate the determinants of the German relative strength.
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Correspondingly, Figure 18 shows that Germany is the only large developed country that has

. . . . . . . . 10
maintained its high shares in Chinese and Russian imports.

These data support our interpretation of the German current economic policy goals: making Germany
a global player, preserving its large manufacturing production in key (capital and skilled intensive)
sectors, and penetrating the fast growing emerging markets'. The IMF as calculated that one
percentage increase in exports generates 1.5 percent increase in German output: it follows that German

growth has been, and still is, mainly driven by exports.

If sustaining growth is a precondition for the preservation of the socio-economic model and exports
are thus so vital for growth, it should not surprise that the German leadership has become more and
more concerned with expanding the German commercial prominence beyond Europe.”” Though large
in absolute size, the European market promises lower expected gains than emerging markets: this
explains why the authorities in Germany have been so strongly committed (in a peculiatly bipartisan
way) to ensuring German primacy at global level in the medium term. Paradoxically, if the maintenance
of the social market economy requires the safeguard of the neo-mercantilism export-led growth model,
a reduction in several envelops of the social protection system is the instrument to ensure the overall

preservation of such system.

It is important to notice that the German price competitiveness would not be sufficient to generate the
large trade surpluses discussed before. Although the economists endorsing the ordoliberal tenets would
mainly focus on the expenditure switching effects on changes in international relative prices,
differences in aggregate demand and supply also matter (as discussed in Schnabl and Freitag 2011), at

least along two dimensions.

The first dimension is directly connected with the basic accounting identity stating that the current
account balance is the difference between domestic saving and investment. Figure 14 focuses on

aggregate demand and plots both investment and final consumption expenditures over GDP in various

10 Tt is important to notice that Germans are fully aware of the relatively strong performance of the country. A special
Eurobarometer survey (European Commission 2012) shows that 45% of the interviewed Germans believe their economy is
doing better than the US, while this percentage is below 15% in the periphery and 22% at the EU27 level.

' Norbert Walter, in the article mentioned before, wrote: “Germany would be well-advised to deploy its strengths where its
markets are. We cannot sell either our cars, our airplanes, our pills, our CAT scanners or our trucks in the domestic market.
The volumes required for effective production can only be achieved if we view the whole world as our market.”

v Cleatly, the European members are key commercial partners of Germany, whose remarkable export performance in the
global markets remains also determined (for about 20% of Germans’ total net exports in the mid-2000s) by the large
absorption of German merchandise from the rest of Europe. Should the euro collapse and the periphery devalue, it has thus
been argued, Germany will certainly lose some of its price competitiveness and be hit. Still, it should be recalled that
German production is specialized in sectors which do not directly compete with the peripheral ones (as also shown by the
egregious German export performance in the pre-EMU period).
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European countries with respect to the average in the EU 27. As can be easily seen, German domestic
investment and final consumption fell far below the EU average while they boomed in Spain, Ireland,
Portugal and Greece. On the contrary, as shown in Figure 15, saving grew relatively more in Germany

than in the EU whereas they fell in the countries of the periphery.

The second dimension is connected with the accumulation of foreign assets due the constant outflows
of capital (as necessary to match the large current account surpluses): Germany, as can be noticed in
Figure 19, enjoyed a positive and fast-growing net international investment position. These transfers of
domestic saving abroad contributed to easy the financing of foreign debt, the accumulation of excessive
investment and durable goods, as well as consumption of nondurables: though unpleasant to German
ears, their own portfolio and investment choices contributed to support the imbalances which now

many complain about.

An important role behind both high saving and large capital outflows is played by the corporate private
sector (see Fossen and Rostam-Afschar 2012): firms accumulated extremely high saving through
retained profits and operated investment abroad via FDI (though somehow limited as argued in
Ivanova 2012), direct loans and portfolio flows (Figures 20, 21). Such high saving and low investment
in Germany, it has been argued, were mainly due to the under-confidence of German entrepreneurs
about the duration of an otherwise positive growth spell started in the second half of the 2000s (see
Sinn 2010 and Schnable and Freitag 2011). This lack of entrepreneurial dynamism and enthusiasm, it
should be noted, is consistent with the rationale of the reforms of the social economic model

undertaken through the Hartz packages discussed in Part I (Burda and Hunt, 2012).

Foreign direct investment grew fast and their sectoral and geographical diversification increased over
time (see Figures 20 and 21). Certainly, large FDI outflows continued to reach other OECD countries,
in particular those hosting important financial and legal centers (such as Luxembourg, the Netherlands,
Switzerland, US, UK). Yet, several Eastern European countries, once members of the UE in 2004,
started receiving generous flows of German FDI, in particular directed to the establishment of offshore
production plants in line with the worldwide process of unbundling of the production chain (see
Baldwin 2006). The decomposition of outwards German FDI across sectors shows that, among the
manufacturing sectors, chemical and motor-vehicle activities continued to receive the bulk of German
investment, although all manufacturing industries played a role in such expansion (see Figure 23). These
FDI flows accompanied the spreading of German companies abroad and also the increase in intra-
industry merchandise trade (see Buch et al 2005 for empirical evidence of two-way activities of German

non-financial multinational enterprises).
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Interestingly, although very often overlooked, most of German FDI went to foreign service sectors
(73% of all in 2007), in particular finance and insurance (46%), as well as legal and business-related
services (see Figures 22 and 24). As emphasized by Krautheim (2009) trade service sectors, which
typically support the exporting activities of the German manufacturing companies, also received a
relatively large share of FDI (17% of all in 2007). Financial, in particular banks-driven, FDI grew
dramatically in almost all countries during the hectic phase of financial globalization that characterized
the first half of the 2000s. The Eastern UE enlargement and the adoption of the Euro in many
historical partners added to this global cyclical conjuncture that favored heavy FDI outflows in the
financial and insurance sectors. Although this trend has received little attention in the literature, we
believe that it is consistent with the scant investment and productivity growth recorded in the domestic
service sectors in the last decade (see Coricelli and Worgotter 2011). It is worth noticing that the
expansion of German banks and insurance companies abroad contributed to facilitate the activities of
the domestic manufacturing sector, by exploiting the banks’ involvement in the management of the

medium-size German companies.

It should also be noted that, even though FDI in the secondary industry accounted in 2007 for only a
quarter of all German FDI, these (all the more when directed to developing, transition and emerging
countries) are typically less capital intensive than financial FDIs towards OECD countries: as
maintained by Buch et al. 2005, the relatively low FDI stocks in the Eastern European countries and in
the manufacturing industries do hide a very large number of small FDI activities by small and medium
German enterprises.”” This fact is perfectly in line with the surveys run to investigate the determinants
of German outward FDI: achieving better access to fast growing foreign markets scores high for
multinational in the service and manufacturing sectors, while lower production costs dominates only
for some manufacturing industries. Political authorities have worked hard to promote German firms
and their foreign activities through various diplomatic means and also offered guarantees against
foreign political risks. Besides diplomatic dialogue, Germany is the country that signed and ratified the
largest number (i.e. 127) of bilateral investment treaties. All this represents an additional piece of
evidence that the German economy has changed and has been oriented so as to achieve its ambition of

becoming a global player.

A non negligible, yet minor, role in determining the accumulation of saving was also played by German
households. To maintain household saving high, contributed many factors: an stubbornly high
unemployment rates for certain groups of citizens in the 2000s; the higher employment risks brought

about by the intensified off-shoring activities discussed above; and the reduction in welfare protection

13 This should not hide the tremendous impact of large multinationals such as E.ON, Volkswagen Group, Siemens,
Daimler, Deutsche Telekom, BMW, BASF, Bayer, Thyssenkrupp, RWE, among the others.
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and the increase in atypical employment conditions brought about by the Hartz reforms. Although it
has been argued that household saving did not increase much if looked at in terms of the German
GDP, it should be noted that the declining share of VA accruing to labor due to the abovementioned

compression of wages would have suggested a reduction of saving.

I.4. Challenges ahead

The discussion in section 1.3 should not suggest that Germany will not face severe daunting challenges

in securing its model.

Wage moderation, once the economy exited the very low growth period 1990-2005 and in the face of a
major global economic slump, is now more difficult to be preserved. In fact, remarkable nominal wage
increases have been accorded during 2012 in several sectors and they will likely trickle down to other
sectors. For sure, the flexibility introduced by the Hartz reforms and the unyielding threat of job
offshoring put a limits to the growth of labor costs. Yet it is the very same success of the German
performance that suggests higher employee compensation in the future: although the vocational
training system has guaranteed the continuous formation of skilled workers fitting the German
industrial structure, the domestic market for skilled workers have dried up in 2012. Notably, the
government revisited in May 2012 the Blue Card immigration scheme so as to promote higher skilled
immigration from the EU. This move is sensible but might be limited if migration flows end up raising

social and political concerns.

The accumulation of high retained earnings, part of which transferred abroad as FDI and portfolio
flows, cannot proceed much longer. If the bulk of German FDI during the 2000s went to finance the
expansion of German banks abroad (both in core and peripheral European countries as well as in
emerging markets), then it is safe to say that Germany did give an important contribution to the
financing of the booming housing sectors in Europe. Loans, portfolio flows and FDI towards
construction and financial sectors and indebted countries should be read as signals of unpleasant
German phenomena: lackluster domestic investment opportunities, large risk exposure to household
and corporate debts in the European periphery, increased financial interdependence with weaker EU

partners.

Limited domestic investment, in turn, has contributed not only to wage compression, but also to
greater reliance on foreign demand. Should the Euro appreciate against emerging market economies or
even disappear in favor of a Nordic new-Euro, German exporters would be in danger. It should not be
forgot that it took a decade for Germany to recover the loss of competitiveness determined by an
unfavorable parity of the Mark with the Euro. As noted by Laurent and LeCacheux 2007, this approach

reveals that Germany has adopted a strategy proper of a small open emerging economy, not of the
13



main member of the Euro area. Interestingly, this observation is somehow shared by the IMF (as
appear from its bilateral surveillance reports) even though the Fund’s and the French economists are
moved by different concerns. The Fund insists that Germany changes its growth paradigm, becomes
more like the US and substitutes an eventually constrained public expenditure with greater private
consumption and investment; Larent and LeCacheux, instead, advocate a surge in public expenditures
and investment which could, in their view, have positive spillover externalities on the other EU

members.

It has been observed that the German export exploit has been characterized by an expansion of exports
along the intensive margin. This, together with the fall of private investment, signals limited innovation
and modest entrepreneurial dynamism which could become problematic once other large, mercantilist
emerging economies will escalate the value chain and compete with (rather than trade with) Germany.
This is however not a short/medium term concern. Still, as we shall discuss in Part III, the extent to
which Germany will manage to preserve its growth dependence on foreign demand depends also on its
ability to innovate both in traditionally leading (high quality manufacturing) sectors and in new more
technological advanced industries. The vocational education system, at the basis of current success, may
indeed expose its limit in this sense: wider access to tertiary education, often advocated by the IMF,

may be useful in the long term to help the country to maintain its technological leadership.

Also aging population represents an important challenge of which the authorities seem to be aware.
Aging raises the fiscal costs of the welfare state, reduces the labor force, worsens the skill-matching in
the labor market, alters saving and investment behavior. There is ample empirical evidence showing
that this kind of prospective demographic changes lead to current account surpluses. In this sense,
demographic change could facilitate the reduction of trade imbalances without an outright modification
of the growth strategy. On the other hand, ageing will strain public finances, make pressures for
important changes in the structure of the welfare system (see EU Commission 2011), and make more

difficult the further expansion of industrial activities intensive of skilled, trained and flexible workers.

This said, it is important to realize that the German model is firmly supported by the overwhelming
majority of the population and that most Germans are worrying about the implications for their social

model of rescuing the peripheral countries."

Part I1. Germany and the intra-euro imbalances

VRN . . . .
Facing a question regarding the possible changes to make so in order to overcome the European current troubles, only

113

21% of the interviewed Germans chose the answer “ One can only obtain important changes in our society by acting

quickly, even if it means sometimes being radical”, against the 33% at the EU27 level (European Commission 2012).
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In the debate that accompanied the creation of the European Monetary System it was often
stressed that the adoption of the Euro would have brought about a rapid convergence in the rate of
change of unit labor costs among the euro-area member countries. It was thought, indeed, that the
elimination of the nominal exchange rate as an instrument of adjustment within the area would have
forced the Southern European countries with a history of higher inflation and more rapid growth of
nominal wages, namely the “periphery” of the euro area, to uniform their price and wage dynamics to
the more disciplined “core” countries like Germany, in order to not lose competitiveness and jobs in
the sectors producing internationally tradable goods. Furthermore, it was expected that the increased
integration of the capital market in the euro area resulting from the disappearance of the exchange-rate
risk, together with the imposition of tight limits to the possibility of governments to go into debt,
would have determined net capital flows from some countries to others within the euro area, mainly to
catch good private investment opportunities rather than to finance government spending.”
Consequently, it was widely believed that the current account deficits associated with these net capital
flows would not have been destabilizing, being the outcomes of equilibrium processes driven by the
search of higher returns and risk diversification.

It may seem paradoxical, but exactly because of these prevailing expectations, the creation of
the euro ended up acting as an asymmetric shock that put in motion a process of real divergence within
the member countries (see Landmann, 2011), exacerbating the core-periphery divide. Indeed, as soon
as the peripheral countries were accepted as members of the eurozone losing the option to play their
typical “inflation-cum-devaluation” strategy of the pre-euro era (see Eichengreen and Wyplosz 1993)
and suppressing any intra-euro exchange-rate risk, they started enjoying of much lower real interest
rates than those they were used to, upon the anticipation that real convergence within the eurozone
would have followed soon. As a matter of fact, it was this anticipation that convinced the financial
markets to neglect country-specific default risks, thus leading the interest-rate spreads between core and
periphery securities at record low levels. However, the availability of cheap and abundant credit
permitted the countries of the periphery to postpone the structural reforms necessary for long-lasting
convergence in productivity levels and competitiveness, to interrupt the effort aimed at lowering the
public debt-GDP ratio (Greece, Italy), and to expand domestic demand to the benefit of importers and
non-tradable sectors of the economy (especially construction in countries like Spain).' Savings
generated in the core countries (as discussed in Part I for the case of Germany) were channeled

through the banking system to finance this expansion of demand, thus shifting “Europe’s growth

15 Positive evidence on this pattern is shown by Abiad et al 2009, where FEurope is shown to be the only area where capital
flows “downwill” (i.e., from richer to poorer members).

16 For a regional-wide discussion of the current account imbalances, see Barnes et al 2010. The IMF country report on
Spain, released in mid 2011, focuses on the experience of the Iberian country and illustrates how the combination of various

factors (regulatory, fiscal, monetary) contributed to the building up of the imbalances IMF 2011b).
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forces from the center to the periphery” (Sinn, 2010). This took place exactly when Germany was
implementing painful reforms for strengthening its international competitiveness in the production of
those capital goods and consumer durables in which it traditionally enjoyed a comparative advantage.

The resulting divergent evolutions of inflation, wages and real interest rates could not be
addressed by the European Central Bank (ECB), and EU or national authorities did not pay any
particular attention to them. Monetary policy could not but taking into account the average inflation in
the entire euro-area. Therefore, the ECB’s monetary stance tended to be too loose for the overheated
economies of Greece, Spain (or Ireland) exhibiting an inflation rate that was systematically above the
euro-area average. Similarly, the exchange rate of the euro with respect to the other currencies could
not but mainly reflect the competitiveness of the core, thus tending to be over-appreciated for those
periphery countries whose unit labor costs were growing faster (see Dadush et al. 2010). This,
magnified by the global conditions of high financial innovation, leverage and off-balance-sheet banks’
activities (see Jorda et al 2011) , contributed to aggravate the problem of competitiveness of these
countries relative to China and Eastern Europe (see Ivanova 2012). Fiscal rules, as those prescribed by
the Stability and Growth Pact, proved ineffective for preventing imprudent macroeconomic policies, as
booming economies like Ireland or Spain could conduct a pro-cyclical fiscal policy while remaining well
below the 3 percent limit for the government deficit. In other words, governments of peripheral
countries had neither institutional constraints nor incentives pushing them to implement fiscal policies
aimed at slowing down the expansion of domestic demand, even when rising current account deficits
and inflation differentials relatively to the euro core were signaling that their economies were on a
unsustainable trajectory. A similar absence of appropriate institutional arrangements and lack of
incentives to internalize the long-term costs of excessive pay increases underlay the behavior of these
countries’ wage setters, which was crucial to determine the loss of competitiveness of the petiphery
relative to the euro core (see Carlin 2012).

It has been also argued that fast growing domestic demand in the periphery during the years
preceding the crisis benefited Germany by giving it the opportunity of counterbalancing its own weak
domestic demand with persistent trade surpluses vis-a-vis the peripheral countries (see Cesaratto and
Stirati, 2011). However, it has been emphasized that counterparts of these surpluses were the outflows
of capital which went to finance excess expenditures in the euro periphery (directly or through the
financial European centres as shown in Part II) rather than investment at home, with a depressing

impact on German wages, income and GDP growth (see Sinn, 2010).

Part III. Save the euro and/or preserve the German model?
Even as in the course of the 2000s it became apparent that the divergent dynamics of nominal
cost per unit of product between core and periphery countries was causing a gradual but steady
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appreciation of the real exchange rate of the latter, which were rapidly accumulating external debt,
financial markets failed to react to these evident signals of upcoming tensions (notwithstanding some
precursory analyses warning about the growth in EU imbalances, such as Lane 2006 and Lane and
Milesi-Ferretti 2007). Interest-rate spreads between core and periphery securities remained very low
because of this markets' “irrationality”, thus magnifying the forces driving the intra-euro imbalances
discussed in Part II. Only the revelation concerning the true entity of Greece’s public deficit (after years
of, to be euphemist, “misrepresented” data) provoked a drastic change in market sentiment that led to a
much more pessimistic assessment of the default risk inherent in the debt of peripheral countries. In
retrospect, it is amazing to realize that investors remained anchored for so long to the false perception
that no massive default could occur in the eurozone, in spite of the rapid accumulation of private and
public debt occurring in the periphery.

The German insistence that private creditors should incur some loss because of their imprudent
lending to periphery borrowers (the so called Private Sector Involvement) is not only an homage to
some abstract principle of responsible behavior and market discipline. From the German viewpoint
(see, e.g., Sinn, 2010), the necessity to sanction the mistakes made by these investors derives by the
need to avoid the repetition in the future of a situation in which the virtual elimination of interest rate
differentials within the eurozone reflecting country-specific risks depressed domestic investment in
Germany, by inducing German savings to finance risky investment projects in the euro periphery
instead of safer but less profitable investment at home. Consistently, the popularity of the moral hazard
issue among German commentators and public opinion can be rationalized by noticing that the large
capital outflows occurring with the introduction of the euro are deemed to be among the main culprit
of the stagnant real wages and low growth that characterized Germany in the first half of the 2000s.
Indeed, the need to keep compressed unit labor costs for preserving world competitiveness would have
been compatible with a more rapid real wages and GDP growth in the presence of a higher domestic
investment.

Hence, it is probably the case that the German reluctance to bail out—in a form or another—
private and public entities in peripheral countries is more motivated by the future predictable
consequences of these interventions than by their current costs.

As well known, the German reluctance mentioned above is at the center of the stalemate in
which the eurozone is currently entrapped. The high default-risk premium required by the financial
markets to refinance the periphery’s debt is not bound to decrease substantially without some (implicit
or explicit) commitment on the part of the ECB to give it unlimited support. This commitment cannot
be taken in the presence of a persisting veto by the countries of the euro-core. At the same time, it is
apparent that in the current recessionary environment exacerbated by the restrictive fiscal policies
conducted in all Europe, the high interest rates paid by countries like Italy and Spain on their
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government bonds will soon make their debt economically and politically unsustainable. This should
make clear that the dilemma faced by the German authorities deals with the choice between incurring
the relevant short and long-term costs implied by the virtual renunciation to the no-bailout principle
and the dissolution of the euro.

It seems likely that even in the case in which the German authorities will agree upon some form
of decisive emergency intervention in favor of the largest peripheral countries, they will not consent to
any Buropean fiscal arrangement involving systematic and substantial transfers of resources across
country members. Beside the costs for the German tax payers of these transfers, this firm opposition is
based on the argument that implementing such an arrangement would amount to persistently delink the
levels of private and public consumption in a certain area from its ability to generate its own income,
thus creating some self-perpetuating subsidized dependence and favoring the perception that the local
political class has not full responsibility for the well-being of the population. Even commentators who
are critical of the German attitudes toward the European debt crisis admit that long-run fiscal transfers
within the eurozone are not desirable for not running the risk of transforming the whole of Southern
Europe into a large Italian Mezzogiorno (Wolf 2012).

Addressing the problem of competitiveness gripping the euro periphery would require a
prolonged period of “internal devaluation”, namely a period in which internal prices and nominal wages
will grow at a lower rate that their German counterparts. It is evident that a deflationary environment
would make this realignment practically impossible: Germany should accept to have an European
monetary policy consistent with some inflation, in the faith that peripheral countries will keep the
political determination and social discipline necessary to complete this painful adjustment instead of
exploiting the more relaxed macroeconomic climate for increasing wages and public expenditures. This
process of real convergence will be helped by some German willingness to increase its domestic
demand more rapidly than in the recent past. It is likely that a federal government with a social-
democratic leadership will be more available to move some steps in this direction, but within the limits
compatible with the preservation of the German socio-economic model illustrated in Part I. Indeed, the
export-orientation of the German economy will be in the interest of the unionized and relatively well-
paid workforce of the manufacturing sector, which is still the core constituency of the SPD.

Before the creation of the euro, some economists and commentators (such as Jean Paul
Fitoussi) thought that with the establishment of a unique European currency, which would have
possibly become in a short while a serious competitor of the dollar as international reserve currency,
the European macroeconomic policy would have soon followed the United States’ tradition of benign
neglect toward its current account balance. Relaxing the external constraint would have allowed a more
expansionary management of aggregate demand in Europe, relying more on internal demand for
creating jobs and generating income. Probably, one of the reasons explaining why we have not
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observed this development is that, as discussed in Part I, the core euro-area countries see in their
export-oriented sectors the main source of good jobs where the cooperation between employers and
workers gave its best fruits in terms of productivity increases and social stability.

Furthermore, following the U.S. model would have required to put at the center of the
economy largely no-unionized and de-regulated service sectors, hinging on a flexible job market able to
provide low-wage jobs for the unskilled workers. This socio-economic model is not easily reconcilable
with the history, the existing coalitions of interest, the institutions and the social norms prevailing in a
country like Germany, and this may help explaining why also recent suggestions by institutions like to
the IMF to move in that direction do not seem to have received an enthusiastic response. However, the
German economic and political leadership is aware that, in order to preserve its export-led model,
Germany must remain competitive and defend its market share vis-a-vis the emerging countries,
namely relatively to that that part of the world economy which will grow faster in the next future. It is
pointing at this objective that, as argued in Part I, Germany has made in the last decade reforms and
invested important political capital. It is therefore unlikely that it will willing to sacrifice these vital

ambitions for accommodating its stagnating euro-periphery partners.

Closing remarks

The European monetary union represented a major asymmetric shock for the European countries.
Germany entered the EMU after the re-unification of the East and West parts, a process which
required large capital injections and public expenditures. Low output growth, wage moderation and a
restrictive monetary policy by the Bundesbank kept inflation low, much lower than the peripheral
countries. As shown in Part II, these countries benefited instead of a rapid compression of credit
spreads and received large portfolio, loans and FDI inflows. Interest rate convergence and financial
integration in the EMU worked as boost for domestic aggregate demand of these countries (with the
exception of Italy), and it fed housing booms (again with the exception of Italy) and current account

deficits.

Without a steady inflows of financial means, this process would have soon come to an halt. Markets did
not internalize the risks of too fast an integration process. In particular, investors showed little
awareness that small but persistent inflation differentials would have serious consequences for the euro-
periphery. In particular, they would have 1) led to a gradual and persistent loss of competitiveness for
the tradable sectors, ii) fed mini wage-inflation spirals, and iii) kept real interest rates excessively low.

Nor they saw the limited commitment of most governments to preserve the fiscal discipline and the
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pro-reform stance previously adopted to satisfy the Maastricht convergence criteria.”” Financial inflows
not directed to productive investment, indeed, entrenched the existing social-economic structural
differences between the core and the periphery, thus postponing the structural adjustment needed to
make the periphery converge towards the more disciplined price and wage-setting behavior of the core
countries. German banks did not refrain from financing the external imbalances in the periphery,
though in a context lacking any of the fiscal transfer and risk-sharing mechanisms (present instead in

other federal monetary unions) this would have probably fought back.

The Stability and Growth Pact (SGP), whose preventive and corrective arms were directed exclusively
to constrain public fiscal deficits and to encourage the reduction of the public debt, was not meant to
address problems rooted in the private sector. Dealing with these latter was left to scant peer country
pressure and ineffective soft coordination methods among the EU member states (in a way that not by
chance mirrors the ineffective “soft” coordination methods adopted at the IMF to address global

imbalances in 2006 - the Multilateral Consultations).®

Another important asymmetric shock that hit European countries in the 2000s was the enlargement of
the European Union towards the East. This favored Germany for historical and geographical reasons
and German firms exploited their proximity to the New Member states by undertaking an intense
process of foreign investment and outsourcing. As discussed in part I, besides injecting new dynamism
in the grim German economy, this contributed to wage moderation while it boosted domestic
productivity and profits; moreover, by increasing domestic saving and reducing investment, it
contributed to larger current account surpluses in Germany. Notably, the advantages accruing to
Germany from the geographically asymmetric enlargement wave were an important and yet neglected

issue affecting the convergence across the whole European Union.

All in all; thus, EU leadership appears to have failed to realize the importance and the asymmetric
consequences on the various European members of the three major shocks of the last two decades (i.e.,

German reunification, monetary integration, and enlargement). Greater awareness would have

17 Both the authorities and the private investors thus failed to reckon that over-optimism would have eventually fought
back. Short of being a justification for such blameful oblivion, it cannot however be forgot that these EU peripheral
countries had in fact embraced part of the successful US strategy to sustain growth: debt financed - also thanks to financial
innovation- private expenditures, and rapid absorption of unemployed and inactive people in the nontradable sectors, also
thanks to atypical and flexible contracts.

18 Many observers, in particular Germans, pointed out that the SGP did neither contain the right incentives to adjust public
finances in good times, nor operationalize the debt-related provisions in the Treaty of Maastricht. But that the Treaty and
the Protocol failed to introduce means to fix structural differences within the EMU was not the subject of an equally intense

debate.
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suggested a different take on the creation and expansion of the European current account imbalances:
greater focus would have been put on the persistence of structural differences and less on the degrees
of fiscal austerity or on the speed of unemployment reduction (often driven by unsustainable bubbles

and excessive labor flexibility).

History has shown that the public and the private sectors of the countries in the euro area reacted to
the abovementioned shocks in a way conducive to larger structural imbalances and fragile financial and
banking conditions. To put it bluntly, the core of the area (i.e., Germany) acted as an export-oriented
neo-mercantilist global player (see Part I) and investors overlook the risks of their external positions (if
they do not even bet on future public bail-outs), while the periphery exploited easy and cheap external
finance to prop the non-tradable sectors up and to postpone the reforms that would have reduced their
distance from the core.” This irresponsible behavior clearly extends far beyond the mere fiscal

discipline, to which instead excessive weigh has been and is still given.

As said, European Treaties put too much emphasis on setting rules with a view to enforcing fiscal
discipline whereas too little emphasis has fallen on making sure that the structural convergence across
countries would take place.” The recent introduction of an excessive imbalance procedure in the
Stability and Growth Pact and the adoption of the Pact for the Euro (aiming at fostering coordination
in wage setting, labor market and product regulations) indicate that greater attention is now attributed
by the national and European institutions to the issue of real convergence. The rationale of these
important reforms is clear. As far as greater fiscal integration (both coordination and transfers) will
neither suffocate the incentives to achieving greater competitiveness in the periphery, nor exaggerate
wage and fiscal expansion in Germany, the maintenance of the Germany’s global ambitions and its
social model is compatible with a partial bail-out of the periphery. If German interventions were

accompanied by (current and prospective) real adjustment in the periphery, then greater economic

19 One the one hand, it could be argued that if the German leadership believed that the preservation of the German model
requires also that of its neo-mercantilist and neo-corporatist growth paradigm, it should have also realized that Germany is
not fit to be at core of such a heterogeneous monetary union. One the other hand, if peripheral countries failed deliberately
to internalize the eventual consequences of their imbalanced and unhealthy growth patterns, they intentionally bet on being
bailed out sooner or later. It goes beyond the scope of this work to establish which country made the worst mistake in
joining in the euro area deprived of the mechanisms to ensure the convergence of the socio-economic models and political
objectives.

20 Neither was Europe endowed with a system of fiscal and financial transfers to smooth cyclical fluctuations and share
financial risks. These shortcomings, though critical for the current debt-bank crisis, are only partially related with the lack of
response to prolonged real divergence. In this paper we intentionally focus on competitiveness-related issues as the current
account imbalances would not be closed, but most probably enlarged, by a bail out of the periphery not associated with any
adjustment. While cyclical fluctuations in a common currency area can be easily smoothed by a system of automatic
transfers (even with no conditionality attached), entrenched structural differences would be crystallized by the adoption of a

cost-sharing system that does not ensure any adjustment.
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integration, co-responsibility and convergence among heterogeneous members could be achieved

eventually.

But even though these European reforms are steps in the right direction, uncertainty remains very high.
Can the long-term commitments of the incumbent (shaky) periphery’s governments reassure their
partners? Are the existing mechanisms to enforce European agreements strong and reliable? Are the
political drives and societal attitudes emerging in the peripheral countries consistent with the change in
social and economic habits (in the public and private sectors) necessary to reduce their distance from
the core?” Will their recent commitment to implement awkward reforms last long if a German-led bail-
out will alleviate the pressure coming from the current emergency by narrowing interest rate spreads?
At the time of writing, is hard not to say that the most realistic answer to these questions is “no”. If so,
whatever the promises and institutional arrangements set in place, Germans will legitimately uphold

their concerns about the desirability of orchestrating a bail-out of the periphery.
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Tables

2000-2002 | 2003-2005 |2006-2008 |2009-2011
Portugal -9.6 -8.3 -11.1 -9.1
Ireland -0.7 -1.4 -4.8 -0.8
Greece -7.2 -6.6 -13.6 -10.3
Spain -3.7 -5.4 -9.5 -4.3
Italy -0.1 -0.7 -1.9 -2.9
France 1.5 0.2 -1.1 -1.8
Austria 0.4 2.0 o/ 2.5
Netherlands 2.4 6.8 6.8 6.8
Finland 8.2 4.8 o/ 0.8
Germany 0.1 3.9 6.6 5.9
Table 1. Current account balances ( % GDP).
Source : Eurostat. (Average values)

2000-2002 | 2003-2005 |2006-2008 |2009-2011
Portugal -9.8 -8.1 -8.4 -5.6
Ireland 14.6 13.7 9.7 18.4
Greece -8.6 -6.1 -10.8 -6.8
Spain -2.4 -3.7 -6.1 -1.3
Italy 1.1 0.4 -0.6 -1.3
France 1.5 0.3 -1.5 -2.3
Austria 2.3 3.1 4.4 3.2
Netherlands 4.2 7.6 8.7 7.8
Finland 9.6 6.0 4.6 1.1
Germany 2.0 4.7 6.3 5.2

Table 2. Trade balances ( % GDP).

Source : Eurostat. (Average values)
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Figure 12 Real effective exchange rates in Europe (Periphery above; Core below). Jan 2001 = 100
Source. BIS (Weighted averages against 61 trading partners).

=
(2]
= 4. —r’/_.
W s " y y . .
i ﬂw ;
S_ ™ ==
2% ™~ M
S \ B
® A / 5
2 N f =
c N '
g8 \ / S5
wd s \ IIr =
N\ /
N
e _
— E - '..-"-
’ 2000 2002 2004 2006 2008 2010 2000 2002 2004 2006 2008 2010
—+— France Germany —+— France Germany
—»— Metherlands — — Waorld —i—— Metherlands — — World
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Figure 15. Gross and net saving (%of GDP).
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Figure 18. Selected countries’ share in Russian and Chinese imports.
Source: UN Comtrade
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Figure 20. German outwards FDI flows (billion USD), by destination.
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Source: OECD
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Figure 22. German outwards FDI stocks (billion USD), by macro-sector.
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