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heterogeneity index, reflecting the asymmetric nature of the adjustment that 

took place. Italy remains at a rather well-balanced position. There are however 

two countries which do not follow the reconvergence pattern and for which the 

euro is becoming increasingly overvalued, namely France and Finland. The 

contribution of France to the heterogeneity index has substantially increased 

over the last years; a possible interpretation is that the import restrains made by 

southern countries by cutting wages (besides the effect of their especially heavy 

credit-constraining banking crisis), combined with weak import growth of 

important trading partners like Germany, have created a potential export 

problem for France, that was not apparent before. Measures taken by France in 

the last few years to improve the current account balance have so far failed to 

produce their effects. However, a better way of readjustment would be the EA 

as a whole to follow the golden-wage-rule, as this is the only way to decrease 

the global imbalances caused by exaggerated EA current account surpluses and 

the social imbalance of still high unemployment levels in Europe. 

Comparing Figure 6 to Figure 5, it appears that the story told by ULC develop

ments is broadly consistent with the resorption of nominal imbalances that we 

have observed since 2008. Above-average labor costs increases in Germany, 

below-average increases in Spain, Portugal and Greece, and close-to-the

average evolution in France and Italy are all consistent with the picture that is 

displayed in Figure 6. 

This analysis is supported by a cross-country analysis of the relation between 

current accounts and ULC variations since 2008, as shown by Figure 8. Of 

course, a causal interpretation of this graph is not warranted. In addition to the 

price competitiveness channel (exports being stimulated by lower ULC, and 

conversely imports stimulated by higher ULC through substitution effects), 

there is another causality concerning imports: austerity policies in deficit coun

tries have simultaneously depressed wages and imports, via a decrease of 

domestic demand. It is quite plausible that the latter effect is dominant. 

If we look at the source of the effect (Figure 9), we can see that the correlation 

between ULC and current account developments seems more affected by 

imports (through the final demand channel), the competitiveness channel 

through exports is also playing a role. 


