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Introductory Remarks
	 The	 idea	 for	 the	 present	 paper	 came	 from	 the	 “Historical	 Materialism”	 conference	 last	 November	 there	 an	
interes9ng	point	was	made:	

	 Portuguese	bourgeois	class,	which	fled	 the	country	 following	 the	 restora9on	of	democracy	 in	1974	and	 the	broad	
na9onaliza9ons	which	followed,	returned	in	the	late	90	s’	and	repurchased	the	na9onalized	corpora9ons.	This	is	in	
sharp	contrast	to	what	happened	in	Greece	where	most	of	the	na9onalized	companies,	following	the	restora9on	of	
parliamentarism	also	in	1974,	were	actually	closed	down	by	1995	and	no	one	showed	any	interest	for	them.	

	 This	probably	means	that	Portuguese	capital	earns	(rela9vely)	more	profit	than	Greek	capital,	which	read	together	
with	the	fact	that	the	intensity	of	the	present	crisis	is	greater	in	Greece	than	in	Portugal	gives	merit	to	the	Marxist	
posi9on:	that	differences	in	the	intensity	of	the	crisis	reflects	differences	in	a	country's	compe99ve	posi9on.		

	 The	argument	and	its’	main	implica9on	can	be	sketched	as	follows	

The	 more	 profitable	 capital,	
the	 “regula9ng	 capi ta l” ,	
dictates	prices	 and	profit	 rates	
especially	 when	 free	 trade	
prevails	

The	weaker	capital	is	less	
profitable	and	is	usually	
wiped	out	by	compe99on	
especially	in	9mes	of	crisis	

Therefore,	 free	 trade	 and	
free	 mobility	 of	 capital	 are	
not	 beneficial	 for	 everyone	
as	 mainstream	 theory	
suggests.	 In	 this	 connec9on	
alterna9ve	 policies	must	 be	
considered	 especially	 for	
weak	economies.	



The Intensity of the Crisis in Numbers a Snapshot

Growth	 rate	 figures	 show	 that	
Germany	 although	 taking	 a	 bigger	
dive	 in	 2009	 rebounds	 and	moves	
to	 stagna9on	 quite	 shortly.	
Portugal	also	shows	reac9on	taking	
a	 doub le	 d ip	 in	 2009	 and	
2011/2012	 to	 return	 to	 stagna9on	
and	 most	 probably	 to	 nega9ve	
t e r r i t o r y 	 g i v e n 	 r e c e n t	
developments.	 Finally,	 Greece	
shows	no	reac9on	and	experiences	
eight	 years	 of	 GDP	 shrinkage	 save	
for	a	stagnant	year.	

A	 first	 explana9on	 comes	 from	 gross	
investment	 (capital	 forma9on)	 which	
remains	bellow	pre-crisis	levels	in	the	
EU	as	a	whole	(IMF	2015).	Specifically	
it	 shows	 sharp	 persistent	 decline	 for	
Greece,	 rela9ve	 stabiliza9on	 a^er	
2013	 for	 Portugal	 and	 stability	 and	
mild	 reduc9on	 for	 Germany.	 For	
Greece	 and	 Portugal	 this	 means	
capital	 destruc9on	 since	 lower	 rates	
of	 capital	 forma9on	 refer	 to	 a	 lower	
GDP	(source	OECD)	

The	 laber	 is	 confirmed	 by	 the	
ra9o	 of	 industry	 value	 added/	 to	
GDP	 which	 declines	 sharply	 for	
Greece	 and	 Portugal	 while	
remaining	 stable	 for	 Germany.	
Some	 mild	 although	 arbitrary	
increase	in	exports	for	Greece	and	
Portugal	 cannot	 reverse	 this	
trend.	 Ameco,	 data	 indicates	
nega9ve	net	capital	forma9on	for	
both	 Greece	 and	 Portugal	 from	
2009	onwards.	



The Euro South from the Great StagflaLon Onwards

Looking	 behind	 first	 images	 and	 broadening	
the	9me	horizon	we	can	see	that	the	rate	of	
profit	for	Greece	collapses	in	the	years	of	the	
“great	 stagfla9on”	 and	 remains	 bellow	
German	 and	 US	 profit	 rates	 therea^er.	 It	 is	
worth	 no9ng	 that	 un9l	 1970	 Greek	 profit	
rates	exceeded	German	and	US	rates	and	the	
country	 enjoyed	 one	 of	 the	 highest	 growth	
rates	 worldwide.	 Therea^er	 growth	 turned		
sluggish	 or	 nega9ve	 save	 for	 the	 period	
1998-2006	 we	 are	 going	 to	 consider	 next.	
(Source	Mania9s	&Passas	2014)	

Similar	 paberns	 of	 growth	
and	 profit	 rate	 evolu9on	 are	
witnessed	 in	 Portugal	 and	
Spain.	Due	to	 lack	of	data	for	
Portugal	 I	 have	 calculated	 a	
proxy	 of	 the	 profit	 rate	 for	
comparison	 purposes.	 This	
figure	 of	 course	 doesn’t	 take	
account	 of	 produc9ve	 –	
unproduc9ve	 labor	 issues,	
however	 it	 seems	 a	 good	
proxy	 comparing	 data	 for	
Greece.		

Persistent	 and	 widening	 profit	
rate	 differen9als	 indicate	 that	
the	 compe99ve	 posi9on	 of	 the	
euro	 south	 deteriorated	 further	
as	 the	 terms	 of	 trade	 were	
liberalized	 through	 the	 EU	
project.	 Therefore,	 it	 comes	 as	
no	 surprise	 that	 the	percentage	
of	world	trade	declines	for	both	
Greece	 and	 Portugal	 from	 1990	
onwards.	(Source		Maito	2010)	



The Golden Years Prior to Collapse

However,	 there	 was	 a	 brief	 period	
when	 the	 EU	 project	 looked	 as	 a	
success.	 For	Portugal	 this	 lasted	 from	
1995-2000/1	 and	 for	 Greece	 from	
1998-2005/6.	 In	 both	 cases	 growth	
was	 ini9ated	 from	 a	 sharp	 decline	 in	
interest	 rates	which	boosted	 the	 rate	
of	profit	of	enterprise.		

But	 this	 could	 not	 last,	 in	 Portugal	 private	 consump9on	was	 the	 vehicle	 for	
growth,	 private	 and	 corporate	 debt	 soared	 and	 trade	 deficits	 increased.	
Around	 year	 2000	 it	 was	 clear	 that	 the	 pabern	 could	 not	 go	 on,	 private	
investment	 declined	 and	 the	 process	 came	 to	 a	 halt.	 It	 is	 noteworthy	 that	
from	 2000-2012	 Portugal	 grew	 less	 than	 the	 US	 in	 the	 years	 of	 the	 great	
depression	(Reis	2014).		
In	Greece	growth	was	based	on	a	program	of	public	works,	par9ally	funded	by	
the	 EU	 and	 mostly	 associated	 with	 the	 Olympic	 games.	 As	 a	 result	 trade	
deficits	 remained	 under	 control.	 However,	 this	 fiscal	 boost,	 like	 any	 fiscal	
boost,	 is	 limited	by	profitability	and	as	the	public	works	program	came	to	an	
end	around	2006	growth	rates	declined	and	trade	deficits	soared	making	the	
country	more	vulnerable	to	the	global	crisis.	



The EvoluLon of Fiscal Deficits and Public Finances

The	figure	shows	the	Debt/	
GDP	 ra9o	 in	 Greece,	
Portugal	 and	 the	Euro	 (19)	
average.	 It	 is	 more	 than	
clear	that	the	ra9o	is	stable	
in	all	 three	cases	un9l	well	
into	 the	 crisis.	 Moreover,	
Portugal	 remains	 around	
the	 average	 level	 un9l	
2009	

Similarly,	 budget	 deficit/	
GDP	 ra9os	 soar	 together	
with	 the	 collapse	 in	 the	
growth	 rates	 from	 2009	
onwards.	 Only	 German	
deficits	 relax	when	 growth	
rates	 stabil ize	 around	
stagna9on	 and	 interest	
rates	turn	zero	or	nega9ve.		

We	 can	 look	 into	 this	
further	 if	 we	 decompose	
changes	 in	 the	 	debt/	GDP	
ra9o	 to:	 1)	 budget	 deficit,	
2)	 growth	 effect	 and	 3)	
bank	 financing	 by	 the	
state.	 These	 categories	
represent	 over	 90%	 of	 the	
cumula9ve	varia9on		of	the	
Debt/	 GDP	 ra9o	 in	 Greece	
and	Portugal.			

L o o k i n g 	 i n t o 	 t h e	
breakdown	 of	 changes	 in	
the	debt/	GDP	ra9o	in	both	
countries,	more	than	half	is	
abr ibuted	 to	 budget	
deficits,	and	the	remainder	
is	almost	evenly	distributed	
between	 state	 support	 to	
banks	and	GDP	decline.	



Combining Profitability/Growth and Fiscal  Balance
	 The	overall	discussion	so	far	as	well	as	the	uniform	reac9on	of	the	Debt/	GDP	and	the	Budget	Deficit/	GDP	ra9os	in	all	countries	
together	with	the	9ming	of	the	reac9on	indicates	that	it	is	more	likely	that	sovereign	debt	reflects	the	condi9ons	of	profitability	
and	growth	rather	than	underlies	their	dynamics.	

	 However,	mainstream	economists	relying	on	fiscal	imbalances	have	wrongly	interpreted	the	Eurozone/	EU	crisis	as	either	a	crisis	
of	fiscal	profligacy	or	of	deteriora9ng	unit-labor	cost	compe99veness	(caused	by	rigid	labor	markets),	or	a	combina9on	of	both.		

	 At	 the	 heart	 of	 this	 interpreta9on	 stands	 the	 idea	 that	 trade	 and	 financial	 	 liberaliza9on	 will	 lead	 to	 efficient	 alloca9on	 of	
recourses	which	will	bring	trade	balance	under	full	employment.	Therefore,	any	different	outcome,	like	the	one	experienced	by	
many	EU	countries	especially	Greece	and	Portugal,	should	be	abributed	to	reckless	fiscal	spending	and/	or	wage	rigidi9es	from	
inelas9c	labor	markets.		

	 The	following	equa9on	can	help	us	elaborate	on	the	compe9ng	arguments	

	 	1.	𝛦=𝐷−𝑄=(𝐶+𝐼+𝐺+𝑋)−(𝑌+𝑀)	→𝐸=[(𝐶+𝐼)−(𝑌−𝑇)]+[𝐺−𝑇]+[𝑋−𝑀]		

	 Equa9on	1	turns	to	a	na9onal	income	iden9ty	if	we	equate	excess	demand	(E)	to	change	in	inventories	(-ΔINV).	In	this	case	the	
equa9on	takes	the	following	form:				

	 											[(𝐶+(𝐼−𝐸)−(𝑌−𝑇)]+[𝐺−𝑇]+[𝑋−𝑀]=0→[(𝐶+(𝐼+Δ𝐼𝑁𝑉)−(𝑌−𝑇)]+[𝐺−𝑇]+[𝑋−𝑀]=0	

	 Assuming	further	that	the	change	in	inventories	is	almost	equal	to	zero	(𝛦=−Δ𝐼𝑁𝑉≈0	)	and	introducing	a	9me	lag	on	the	impact	of	
investment	on	fiscal	balances,	the	equa9on	transforms	to	a	budget	constraint		

	 2.	[𝐺𝑡+1−𝑇𝑡+1	]=[𝑀𝑡+1−𝑋𝑡+1]−[𝐼𝑡−𝑆𝑡]		and	Y-T-C=S	and	if	I=S		2’	[𝐺𝑡+1−𝑇𝑡+1	]=[𝑀𝑡+1−𝑋𝑡+1]	
	 Equa9on	2’	suggests	that	if	actual	financial	holdings	equal	desired	financial	then	the	budget	deficit	is	equal	to	the	trade	deficit.	In	
short	the	“twin	deficit	hypothesis”	(Godley	&	Lavoie	2007).	To	complete	the	mainstream	argument	a	causal	arrow	poin9ng	from	
le^	to	right	is	required,	whereas	in	our	context	both	the	equality	I=S	does	not	hold	and	causality	points	to	the	opposite	direc9on.		



ConLnued…
	 This	type	of	explana9on	however	does	not	convince	even	mainstream	economists.		

	 As	Blanchard	states	the	maber	for	Portugal	“The	result	of	high	output	growth	and	decreasing	compe99veness	….	
was	a	steady	increase	in	the	current	account	deficit,	from	close	to	0%	in	1995	to	more	than	10%	in	2000”	

	 But	compe99veness	for	mainstream	economists	means	wage	adjustments.	This	was	the	idea	presented	in	2009	by	
Dominique	Strauss	Khan	to	George	Papandreou.	Because	Greece	could	not	devaluate	its’	currency,	since	its’	currency	
is	the	euro,	it	had	to	perform	“internal	devalua9on”.	That	is	to	adjust	wages	through	fiscal	austerity	and	labor	market	
deregula9on.		

	 This	is	the	philosophy	of	the	fiscal	adjustment	programs	implemented	in	the	euro	South.	To	understand	this	part	of	
the	mainstream	argument	on	the	crisis	but	also	alterna9ve	policies	we	need	to	 look	 further	 into	 the	mainstream/	
Ricardian	theory		of	trade.		



The Theory of the Exchange Rates and Wage Suppression
	  In	 the	mainstream	 argument	 “high	 unit	 labor	 costs”	means	 that	wages	 exceed	 the	marginal	 product	 of	 labor.	Moreover,	 the	Hecksler,	Ohlin,	
Samuelson	version	of	the	free	trade	argument	suggests	that	interna9onal	compe99on	will	tend	to	equalize	factor	prices	(wages	and	profit	rates),	
if	this	does	not	happen	it	is	due	to	obstruc9ons	to	the	free	opera9on	of	local	markets.			
	 The	modern	version	of	 the	argument	 focuses	on	 factor	endowments	 rather	 than	compara9ve	costs	as	 in	Ricardo.	 	 	However,	 the	adjustment	
mechanism	presented	by	Ricardo	remains	 intact	 in	 the	modern	version.	 In	 the	words	of	 Jonhson	(1968)	 :	“the	 implicit	assump9on	 is	 [made	by	
Hecksler,	Ohlin,	Samuelson]	that	the	adjustment	of	money	wage	and	price	levels	or	exchange	rates	required	to	preserve	interna9onal	monetary	
equilibrium	do	actually	take	place	.	.	.		“.		
	  In	the	famous	example	of	trade	between	Portugal	and	England	the	“wage	price	adjustment”	incurs	because	the	ini9al	compe99ve	advantage	of	
Portugal	will	bring	an	inflow	of	pounds	into	the	country	and	because	of	the	quan9ty	theory	assump9on,	prices	will	rise	making	Portuguese	cloth	
(where	Portugal	 is	 less	 produc9ve	 rela9ve	 to	wine)	more	expensive	 than	English	 cloth.	 The	process	will	 go	on	 and	on	un9l	 the	 two	 countries	
become	equally	compe99ve.	
	 Ricardo	assumed	fixed	exchange	rates.	Nevertheless,	under	Purchase	Power	Parity	(PPP)	(Cassel	1918)	theory	common	currency	prices	become	
equalized	through	interna9onal	compe99on.	In	the	context	of	Ricardo	s’		famous	example	this	means	that	the	exchange	rate	of	Portugal	will	rise,	
due	to	the	influx	of	Bri9sh	pounds,	making	English	cloth	cheaper	and	balancing	trade.	We	can	put	this	formally	as	follows:	

	 3.	 𝑷↓𝒃↑𝑻 /𝑷↓𝒂↑𝑻  ≈𝒆 𝒖𝒔𝒊𝒏𝒈 𝒍𝒂𝒃𝒐𝒓 𝒊𝒏𝒕𝒆𝒈𝒓𝒂𝒕𝒆𝒅 𝒑𝒓𝒊𝒄𝒆𝒔  𝑷↑𝑻 ↓𝒂 ∙𝒆/𝑷↑𝑻 ↓𝒃  ≈𝒘𝒓↑𝒂 /𝒘𝒓↑𝒃  ∙ 𝒗↑𝒂 /𝒗↑𝒃  ∙ (𝑷↓𝒄 /
𝑷↓𝑻  )↑𝒂  /(𝑷↓𝒄 /𝑷↓𝑻  ) ↑𝒃    𝒈𝒊𝒗𝒆𝒏 𝒕𝒉𝒂𝒕 𝒕𝒓𝒂𝒅𝒂𝒃𝒍𝒆𝒔/𝒏𝒐𝒏 𝒕𝒓𝒂𝒅𝒂𝒃𝒍𝒆𝒔 (𝜶,𝒃)≈𝟏	

	 Assuming	common	currency	under	PPP	theory	assump9ons	the	equa9on	becomes		

	 4.	  𝑷↑𝑻 ↓𝒂 /𝑷↑𝑻 ↓𝒃  ≈𝒘𝒓↑𝒂 /𝒘𝒓↑𝒃  ∙ 𝒗↑𝒂 /𝒗↑𝒃  	
	 In	this	environment	the	only	way	of	maintaining	compe99veness	when	produc9vity	(v)	varies	between	countries	is	if	wages	adjust	
downwards	for	the	less	produc9ve	country.	Both	Portugal	and	Greece	followed	this	path	wages	were	reduced	and	trade	balanced	
but	neither	growth	nor	employment	returned.	Why?				



The Crisis Component and the CompeLLve Component
	 The	first	reason	is	that	this	adjustment	is	taking	place	in	a	crisis.	A	crisis	which	is	ongoing	for	eight	years	on	a	global	scale	although	wages	
have	been	reduced	further,	interest	rates	are	prac9cally	zero	and	trillions	have	financed	private	losses	worldwide.	This	means	that	capital	
has	to	be	destroyed	for	the	system	to	return	to	normal	accumula9on.	Greek	and	Portuguese	capital	is	a	strong	candidate	for	this	
adjustment.	

	 But	 things	 are	 more	 complicated	 for	 weak	 economies,	 because	 these	 countries	 need	 foreign	 money	 not	 just	 to	 bail	 out	 their	 own	
capitalists	 but	 also	 to	 impair	 capital	 while	 keeping	 their	 banks	 afloat.	 As	 Reinhart	 and	 Trebesch	 (2015)	 put	 it	 for	 Greece:	 “Since	 its	
independence	 in	1829,	 the	Greek	government	has	defaulted	four	9mes	on	 its	external	creditors,	and	 it	was	bailed	out	 in	each	crisis….	
[However]	Poli9cal	interference	from	abroad	mounts	and	a	prolonged	episode	of	debt	overhang	…	follows”.	This	is	the	crisis	component.	

	 However,	there	is	also	a	compe00ve/	structural	component	in	the	crisis	of	the	euro	south.	It	reflects	on	the	composi9on	of	the	bundle	of	
tradable	commodi9es	and	the	ra9o	of	tradables	to	non-tradables	

	 The	structure	of	the	bundle	of	tradable	commodi9es	for	Greece	and	Portugal	(OECD	2014,	2015)	 implies	that	transfers	of	value	with	a	
twofold	character	take	place	from	the	Euro	South	to	the	Euro	core:	1)	transfers	in	favor	of	high	organic	composi9on	industries,	(intra	–	
industry	compe99on)	residing	 in	the	core,	and	2)	 transfers	 from	inefficient	companies	 in	the	periphery	to	efficient	corpora9ons	of	 the	
same	industries	(inter	–	industry	compe99on)	in	the	core.	In	the	case	of	inter	industry	compe99on	wage	differen9als	may	abract	at	some	
point	 investments	 in	 the	 periphery	 (Shaikh	 winter	 1980).	 However,	 inter	 industry	 compe99on	 is	 not	 affected	 by	 wage	 differen9als.	
Therefore	 even	 if	 direct	 investment	 eliminates	 transfers	 arising	 from	 differences	 in	 capital	 composi9on,	 compe99on	 inside	 the	 same	
industry	will	constantly	give	rise	 to	transfers	of	value	 in	 favor	of	 the	more	efficient.	The	overall	 result	 is	by	no	means	certain,	 in	short	
wage	reduc9ons	are	by	no	means	a	9cket	to	compe99veness.	

	 Moreover,	losing	in	the	bable	of	compe99on	increased	the	ra9o	of	non	tradable	to	tradable	commodi9es	for	Greece	and	Portugal		(OECD	
2014,2015,	EU	Commission	Staff	Report	2016).	This	means	that	even	if	value	transfers	are	bridged	through	direct	investment	the	wage	
adjustment	required	to	bring	parity	will	be	quite	big	and	in	excess	of	produc9vity	differen9als	(eq.	2).						



The CompeLLve/ Structural Component of the Crisis Illustrated

	Transfers	of	
Value		from	the	
Euro	South	to	
the	Euro	Core			

High	organic	
composi.on	
industries		
-	prices	of	
produc0on	
greater	than	
direct	prices	

Efficient	
companies	in	
the	same	
industry		
-individual		
corporate	values	
trailing	social	
values	

Inter-	 Industry	 compe99on	 wil l	
constantly	 create	 advantages	 for	 the	
more	 efficient	 companies	 irrespec9ve	
of	 wage	 adjustments.	 This	 generates	
favorable	 circumstances	 for	 advanced	
countries	 (the	Euro	core)	widening	 the	
development	gap.	(Amin	1973)	

Wage	 reduc9ons	 may	 abract	 high	
organic	composi9on	industries	to	the	
periphery	 (the	 Euro	 South)	 bridging	
the	 development	 gap.	 	 (Emmanuel	
1972)	



The AlternaLve
	 This	last	point	indicates	that	countries	in	the	euro	south	must	move	against	the	market	(meaning	free	trade)	rather	than	with	the	
market	to	regain	compe99veness.	This	 is	actually	the	experience	of	Britain	and	the	US	 in	the	distant	past	as	well	as	 Japan	and	
Korea	more	recently.		

	 But	against	 the	market	 in	a	 crisis	means	also	 to	move	against	 the	profit	mo9ve.	For	weak	economies	 this	 is	a	prerequisite	 for	
stabiliza9on,	because	stabiliza9on	requires	deleveraging	which	cannot	happen	without	monetary	autonomy,	na9onalized	banks	
and	 na9onaliza9on	 of	 strategic	 industries.	 Deleveraging	 the	 economy	 will	 bring	 about	 mild	 growth	 together	 with	 trade	 and	
budget	 deficits	 therefore	 fiscal	 autonomy	 is	 also	 a	 must.	 In	 short	 stabiliza9on	 requires	 exit	 from	 the	 Eurozone	 and	 the	 EU	
(Stravelakis	2016).	Although	from	a	different	standpoint,	Reinchart	and	Trebesch	end	up	to	a	similar	policy	sugges9on:	“…	a	policy	
priority	 for	Greece	 is	 to	 reorient,	 to	 the	 extent	 possible,	 towards	 domes9c	 sources	 of	 funding.”	 Personally	 I	 do	not	 know	any	
beber	“domes9c	source	of	funding”	than	na9onal	currency.		

	 Of	course	 this	 is	not	enough,	 since	 the	compe99ve/	 structural	element	must	be	addressed.	 Important	 contribu9ons	 in	growth	
theory	 suggest	 that	 inves9ng	 in	 the	 produc9on	 of	 means	 of	 produc9on	 maximizes	 long	 term	 growth.	 In	 short	 economic	
development	 requires	 industrializa9on	 (Feldman	 1928,	 Kaldor	 1984).	 All	 these	 theore9cal	 contribu9ons	 however,	 presuppose	
protec9on	measures	for	newly	established	industries	and	overall	control	of	the	trade	balance.	

	 Irrespec9ve	of	the	tragic	poli9cal	events	which	surrounded	it,	Soviet	industrializa9on	in	the	1930	s’	is	an	example	of	this	strategy.	
By	1928	it	had	become	clear	that	the	NEP	implied	an	agrarian	economy	relying	on	foreign	debt	for	 its’	 industrializa9on	(Dohan	
1969).	Efforts	 to	 restore	compe99veness	by	 relaxing	 the	currency	gold	peg	had	proved	 ineffec9ve	and	 the	policy	 shi^	became	
unavoidable.		

	 But	also	Greece	managed	to	weather	the	depression	in	the	1930	s’,	although	it	defaulted	on	its’	debt	in	1932,	by	controlling	the	
trade	balance.	Kyriakos	Varvaresos	a	conserva9ve	economist	is	quite	confident,	while	repor9ng	to	the	Greek	prime	minister	in	the	
1950	s’,	that	import	quotas	and	capital	controls	had	a	crucial	impact	for	the	stabiliza9on	of	the	economy	back	then.		

	 In	present	9mes	a	policy	of	re-industrializa9on	implies	a	program	of	state	direct	investment,	since	the	profit	mo9ve	collapses	in	a	
crisis.	Given	the	experience	of	the	last	eight	years	this	seems	the	only	way	weak	economies	can	reestablish	their	industrial	basis	at	
least	in	part	and	exit	the	crisis	in	the	foreseeable	future.	



Conclusions
	 The	depression	in	the	euro	south	is	part	of	the	global	crisis	which	was	triggered	by	the	failure	of	the	investment	bank	Bear	Sterns	back	in	
2007.	The	 intensity	of	 the	 crisis	has	 to	do	with	 the	deteriora9ng	compe99ve	posi9on	primarily	of	Greece	and	 secondarily	of	Portugal	
which	was	aggravated		over	the	last	30	years	by	trade	libera9on	due	to	the	par9cipa9on	in	the	European	integra9on.	

	 In	this	connec9on	weak	investment	coming	from	weak	profitability	together	with	structural	trade	deficits	explain	 	fiscal	deficits	and	high	
sovereign	debt.	This	is	the	exact	opposite	from	asser9ons	of	mainstream	theory	which	claims	that	deficits	coming	from	fiscal	recklessness	
and	high	unit	wage	costs	coming	from	rigid	labor	markets	are	responsible	for	the	crisis.	

	 Although	fiscal	austerity	was	 implemented,	wages	were	 reduced	and	 trade	balanced,	Greece	never	exited	 the	slump	while	Portugal	 is	
again	under	fiscal	proba9on	a^er	exi9ng	memorandum	policies	in	2014.	The	reason	is	that	the	adjustment	is	taking	place	in	a	capitalist	
crisis	which	requires	capital	destruc9on	to	restore	profitability.	This	is	the	crisis	component.		Furthermore,	huge	wage	reduc9ons		do	not	
guarantee	regaining	compe99veness.	This	is	the	compe00ve/	structural	component	of	the	Euro	south	crisis.	This	is	why	these	policies	
are	prolonging	the	crisis	resul9ng	to	job	losses,	poverty	and	devasta9on.	

	 An	 alterna9ve	 policy	 is	 to	 regain	 compe99veness	 by	moving	 against	 rather	 than	with	 the	market.	 The	 idea	 is	 to	 restore	 part	 of	 the	
industrial	basis	by	alloca9ng	state	investment	towards	department	I	while	controlling	the	trade	balance.	However,	such	policies	require	
exit	from	the	Eurozone	and	the	EU.	

	 This	 is	 quite	 different	 from	 heterodox	 policy	 sugges9ons	 preaching	 the	 return	 to	 na9onal	 currency	 and	 expec9ng	 restora9on	 of	
compe99veness	 through	 currency	 devalua9on	 as	 an	 alterna9ve	 to	 wage	 reduc9ons.	 Such	 policies	 accept	 that	 free	 trade	 makes	 all	
countries	equally	compe99ve	and	this	can	happen	harmlessly	through	the	exchange	rate.	We	showed	this	is	not	the	way	exchange	rates	
operate.	This	posi9on	 is	also	different	from	other	heterodox	approaches	 like	the	 	“The	 Interna9onal	Economics	School”	which	suggest	
that	trade	imbalances	are	due	to	imperfect	compe99on	which	prevent	the	compara9ve	advantage	from	prevailing	at	least	in	part.	In	our	
analysis	 the	 issue	 is	 not	 to	 correct	 the	 “imperfec9ons”	 but	 to	 address	 social	 needs	 in	 a	 world	 dominated	 by	 capitalist	 compe99on,	
because	it	is	capitalist	compe99on	and	not	monopoly	or	conspiracy	the	cause	of	unequal	development.			


