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Abstract

The article proposes an analysis of some Europeemé€ial markets on
the background of the recent crisis, markets tteatehbecome very alarmed by
the increase of the Euro States' budget deficits the possible entry of some
of them in a situation of not being able to payesbn debts contracted by the
Government. Such imbalances can be avoided in gkegher by a correct
evaluation or by a controlled devaluation of na@bicurrencies, or by means
of the exchange rates of various currencies. Howenehe Euro area, this is
not possible due to the very existence of a siagteency, a context in which
the authors suggest the use of alternative solation

Keywords: economic crises, euro, sovereign debt problems

JEL Classification: GO1

Introduction

Economic and financial crises have occurred sinomah times, and their
degree of complexity has increased with the devedy of capitalist society in
general and with the configuration global econonstasting with the 16 century —
and the formation of relationships of interdepemdebetween different countries
of the world, reaching a point of maximum complexit the current economic and
financial crisis.

Theoretical background

Modern economic theories reject the idea of gerteedrization of economic
and financial crisis, according to which they canibcluded in a general valid
model, considering that each financial crisis igua, each representing in fact a
historical accident, caused by specific factorsa iparticular social, economic or
political situation. According to these theoriedgses are not predictable, so that
their negative effects to be reduced to a minimblowever, history shows that,
although economic and financial crises do not oecur have no effect on identical
parameters, they are closely related to the cyahiature of economic processes.
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Although the causes of cyclical evolution of ecomoprocesses have not yet
been strictly identified, their cyclical natureagsident. Economic cycles, whether
they are short, medium or long term, consists o phases — expansion and
recession.

In the expansion phase, there is an increase obeato efficiency in business
generated by the introduction of significant tedbg@al innovations, while the
recession means a weakening of the springs thduped economic propulsion.

If short (lasting between 10 and 40 months) and-@mm (so-called secular
cycles, lasting between 40 and 60) cycles end mgitkssion characterized by slow
growth, decennial cycles (also called businessecyehich lasts from 4 to 6 years,
up to 10 to 12 years) are characterized by the gvhenon of crisis, in which
demand, production, employment of labor, GDP, tiifyi decrease dramatically
and the standard of living is getting worse.

Economy crisis in Member countries and the Euro Ara

At the end of 2009, when the economic crisis wasaaly in full swing but
the European banking sector seemed for the timeglraither stable, a number of
international investors began to raise the issugoténtially dangerous situations
related to the debts of several sovereign MembateSbf the European Union and
the Euro Area. It was the case of countries sudBragce, Ireland, Portugal, Italy
and Spain, without however being alone in a padity difficult situation. The
situation became much tensed in 2010, when staitbénvand outside the Euro
Area were added on the list. It became obviousgheing the banking system had
generated debt increases as well as a crisis didemee. Financial packages were
granted to Greece, Ireland and Portugal in ordewtid such a denouement, with
possible catastrophic effects for the Europeanecay.

Although the sovereign debt crisis was triggereappearance by Greece’s
difficult situation, the Euro Area economy as a Vehis affected, primarily, by a
decreasing confidence in the economies of the auge&tates because of the high
level of indebtedness of their Governments. In 20i€land had a deficit of €
32.4% of GDP, the United Kingdom of 10.4%; the di¢fivas of 9.2% in Portugal
and in Spain of 9.1%, these being the countried Wit highest systemic risk
(Eurostat, 2010). In the same year, Greece hadya tebt of 142% of GDP, Italy
of 119%, Portugal of 93%, Ireland of 96.2%, Germah$3.2%, France of 81.7%,
the United Kingdom of 80% and 53% in Spain. Thednf® financing of Euro
Area countries in 2010 was of 1,600 billion Eurtbee countries with the highest
risk for payment of debts being those whose govenisirelied on foreign
investors for funding. This situation occurred tmetcontext of the investors’
confidence in the bonds issued by the Governméntsese countries being at a
very low level.

At the same time, even if Greece’s economy reptssamy 2.5% of that of
the Euro Area, a possible bankruptcy of the GraaekeSvas viewed as a source of
aggravation of the situation and problems withiheotStates and the European
single currency.
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The Greek State bankruptcy and the European curreng

The difficult situation of Greece seems to havetsda the way that this
country managed the economy and budget in thedlagtears. As early as 1974,
following the end of the military dictatorship, wisg to keep the movements of
the left under control and the dissatisfaction dir@ad part of the population with
leftist orientations, successive Governments oeGeestructured budgets based on
high deficits, in order to get enough money thatild@ssure the necessary funding
for a relatively bulky and costly public sector tthavolved salaries, pension
schemes and other social benefits. In this contbet,Greek economy had been
running since 1993, with public debt exceeding 1@F% DP.

Before joining the Euro Area, the Greek State |daa been funded through
a policy of national currency devaluation, whictioaled achieving substantial
profits from exports and especially tourism. Aftiee introduction of the Euro, this
system was replaced with a reduced interest ofslirgabonds. However, in 2007,
the beginning of the world economic crisis hit the most powerful sectors of
Greece’'s economy, namely tourism and shipping. (Tipedfits had already
declined by 15% by the year 2009. However, the G@evernment has hidden
the real situation of the growing public debt, wehtlontinuing to practice the same
system of public expenditure.

This situation became public in 2009 with the chen§Government which
reviewed the budget deficit from 6% of the officahount at 12%. This amount
had increased by the year 2010 at 13.6% of GDP obtiee largest in the world,
with a debt estimated in January 2010 at 216 bilkoiros. At that time, 70% of the
bonds issued by the Greek State were held by fotieigestors. The indebtedness
of the Greek State was aggravated by domestic agi@n estimated at about
20 billion dollars annually.

It should be noted that despite this context, ih@®@he state bonds issued by
the Government of Greece were purchased for a &6ta0 billion Euros, with a
fixed rate term of 5 years which is worth 5 timesrenthan anticipated by the
Greek Government, five billion Euros for a periofl 1® years with additional
requests 3 times higher, for this category of bonds

In this context, as a result of the decrease inethe of descriptions provided
loans to Greece by international independent agsenaiterest on bonds issued by
the Government of Greece grew initially with a marage of up to 15%, a
phenomenon that generated concerns regarding tlitg abthis country to pay its
debts. As a result, Greece asked for external éiahassistance from the IMF and
the European Commission, which called for the immaetation of an austerity
plan in 2010 with the purpose to reduce governnheexpenses and to increase
confidence in its ability to pay rates on debtsumgglated and long-term loans
granted by the two institutions.

In the absence of the financial package, thereriskathat Greece might not
be able to pay a part of its huge foreign debt. pitubability that this theoretical
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situation should become real was estimated to bedam 25 and 90%. More
problematic, however, were the features and reefiisich a situation.

Very likely, the Greek State bankruptcy might haa&en the form of a
financial and economic restructuring with a parpiayment of the accumulated
debts, estimated at 25-50%. The most important exprence might have been
Greece’s coming out of the Euro Area, a particyladngerous situation for the
European currency consisting primarily in the lo§snvestors’ confidence in it.
However, viewed from the opposite angle, the sohgisuggested by the EU
officials may turn out to have possible long-terdverse effects. Very tight fiscal
constraints and damaged social situation could laamegative impact especially
on the economic recovery effort. This is genertily most criticized aspect of the
IMF’s lending policies.

Ireland, Portugal and Spain and the European finanial package of
measures

As far as Ireland is concerned, in December 208i&)\fing the discovery of
unreported loans made by the Anglo Irish Bank, @&swnationalized in 2009
through a legislative act. In this way, the Irislok over not only the ownership of
assets of the Bank but also its liabilities. In itidd to the Anglo Irish Bank
nationalization, the Irish State in general toolerothe majority of the national
banking system debt in an attempt to save it frofftapse. However, even if in
2010 the Government of Ireland announced thatubpat for debt of the banking
system did not generate serious problems, in 280&,to a sudden decline in
confidence in the creditors’ ability to pay thossbth, it was forced to negotiate a
financing agreement with the IMF and the Europeam@ission. The agreement
was accompanied by a package of measures inteadeduce public expenditure
and to increase the collection of money from th&onal budget. As a result,
Ireland, one of the countries with the strongesinemic growth in the European
Union before the crisis, entered practically ireeassion period.

The difficult financial situation of Portugal seerntws have originated in a
longstanding policy of excessive government spendind investment, by means
of partnerships of public-private type. These wobtd added to high-risk loans
contracted by the Portuguese Government and naiesff management of
European funds. In this context, as a result ofgtbbal financial crisis, Portugal is
currently in a situation almost as difficult asttb&dGreece.

Although at the beginning of 2010, Portugal had oh¢he best economic
recovery rates in the EU, in May of the same y#a,leaders of the Euro Area
countries approved a 78 billion Euros funding paekéor this country. The loan
was given by European Financial Stabilization Meisia, the European system of
Financial Stabilization and the IMF and has anrggerate of 5.1%. As part of the
funding program, Portugal was obliged to privatizéhe national
telecommunications company Portugal Telecom. I8 thay, Portugal was the
third country after Greece and Ireland which reedia refinancing package.
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In Spain, shortly after the announcement of theogean Union to establish
an “Emergency Fund” for the Euro Area countriesMiay 2010, the Government
announced, in turn the adoption of austerity messsintended to reduce the budget
deficit of the country. That measure was due tokwemnomic growth and rising
domestic and foreign pressure, especially fromuhieed States of America, the IMF,
the European Commission and some of the Euro Areatiges. These pressures took
a more aggressive approach of the budgetary ecead¢Rop V., 2010).

With these measures, the Government of Spain sdedeim reducing the
budget deficit from 11.2% in 2009, to 9.2% in 2Q00hnson M., 2011). At the
same time, it should be recalled that the publiat @ Spain was at the beginning
of the crisis in the Euro Area much smaller thaat tbf Greece, Portugal and
Ireland, but superior to that of some countriehsas Germany or France.

Ensuring the long-term fiscal stability of the Euro Area countries —
some measures

In May 2010, the EU member countries approved ttabdishment of a
European Financial Stability Body (EFSB). It isegal instrument which aims at
providing financial assistance of the Euro area difficulty (European
Commission, 2010). In order to achieve this aimSBFoperates on the basis of a
special fund that sells bonds to finance loanspofou440 billion Euros, granted to
countries in need of urgent interest. The bondsgasranteed by the European
Commission, as a representative of all the Commuaitintries, and the IMF. The
new body will act only at the request of countiieseed of refinancing (Stearns J.,
2010). EFSB funds will be added, on the one hanctedit of 60 billion Euros
granted by the European stabilization mechanismarajueed by the European
Commission under the Community budget and on therobhand an IMF loan
worth 250 billion Euros, while pursuing the creatiaf a fund safety deposit worth
750 billion Euros (Barber T., 2010). An agreement tbhe basis of these two
additional credits allows the European Central B4EKB) to buy the loans
contracted by Euro Area Governments which in the tenpush down the interest
on debt securities issued by them (Flanders S0)201

In the same context, the ECB has taken a seriesiezfsures aimed at
reducing the volatility of financial markets andproving the liquidity situation.
Of these, the most important are the acquisitiodedft obligations of public and
private sectors, a rescheduling at intervals ofn8 & months of longer-term
refinancing operations and reactivation of monetarghange lines with the
Federal Reserve of the United States of Americaqan Central Bank, 2010).
At the same time, the banks which are memberseEtiropean system of central
banks started to buy government debt.

However, despite these measures, the European Gsiomeér for economic
and Financial Affairs, Olli Rehn, called for Spaind Portugal to take measures for
an “absolutely necessary” decrease of their budgeleficits. However, although
the European financial package of measures martagagercome the momentary
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panic on the markets, the credit rating agenciiscensider that countries in the
Euro Area will continue to have difficulties.

Two important decisions were taken by Europeandestbr the purpose of
ensuring the long-term fiscal stability of the Eukeea countries. The first one
consisted in the creation of the already mentidBeebpean Financial Stabilization
Fund financially backed by the IMF. The second &ird in starting the process
of creating a single authority responsible for supervision and coordination of
fiscal policies of the Government expenditure of thuropean Union member
countries, called the temporary Single Europearsdnexia (Crespo). This body
may be supported by the European Parliament, thepEan Council, and
especially by the European Commission. Howevergeragl monitoring and
in-depth tax and budget policies, as well as assedinational implementation
mechanisms, are considered as a potential violatidhe sovereignty of the Euro
Area countries.

Irrespective of the measures taken at the levad ebuntry or another to
prevent the reappearance of overvaluation of dapiaets and current account
imbalances, settlement and regulation measuresoabe adopted in the area of
cross-border movement of capital in order to mainthe balance of payments of
the Euro Area countries. This implies that coustitaporting goods mainly should
also produce and import comparable amounts of alajpitorder to pay for those
imports. The converse works for the exporting coaat which should
predominantly be exporting net capital as well, mofien to the countries
importing goods. Risks can arise when exports pftahtend to grow faster than
supply, leading to an increase in the indebtedoésise importing countries over
their real needs and purchase more than the rsabuesement capacity, which
may ultimately lead to an overvaluation of capifabds.

Such imbalances can be avoided in general eithevalpating a controlled
devaluation of national currencies, or by meanghefexchange rates of various
currencies. However, in the Euro area, this ispaostsible due to the very existence
of a single currency, the context in which altewe&solutions must be found. The
first solution would be consumption policies in ionpng countries, to increase
savings and reduce the trade deficit. A secondtisalould be to reduce budget
deficits in order to increase the degree of povesirgy state. A third solution could
be the control of trans-boundary movements of ehpit charging or restriction, in
order to reduce the balance of payments imbalacésurth solution may be to
increase interest rates for encouraging savingedilsp but it has the disadvantage
of slow development of the economy and leads tddrignterest rates that
Governments must pay.

Finally, there is also the already applied solutioh austerity, being
implemented in most countries of the community. @&y any argument, the
solution may be criticized by some specialists.r&he an increasing feeling that
such a management solution for the crisis is uritathe majority of the working
population obliged to bear the costs of a crisiggared by serious errors of
economic management of bankers, investors and eustso While so far, in the
European Union, 23 million workers have lost thelss, hundreds of bankers, in
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the same country, have become millionaires, defipiteollapse or nationalization
(supported all by the contributors) of the banksowtorked during the crisis
(European cities hit by anti-austerity protestsl @0 This situation has caused both
from specialists and some European leaders tofealthe establishment of a
European and global system of regulations and cbafrthe activities performed
by private financial institutions.

Conclusions

In the last two years, leaders of the European tiiember States met
increasingly often and have spent even more timeafaecisive struggle with
economic crisis which swallows the Euro Area anddespread, the entire
European economy. Undoubtedly, the global econoanisis has become a
dominant international life (Chirimbu, Murariu, Doga, Barbu, 2011, p.23). Could
that be seen as a clear indication of imminentifaibf the EU political system?

At the beginning of last year, most countries ie turopean Union were
optimistic about overcoming the crisis in the faeable future, further there was a
considerable change of thinking. Given the econsrafemost European countries
began to emerge from the deepest recession recortleel Second World War, the
economic results of 2012 indicate the beginninghef year for the first time in
several EU countries, a slightly upward trend.

For further EU economic recovery, it is essentiat the member countries to
reduce their debt quickly and with lasting resulistotal of 25 European Union
countries, including Romania, but not the UK an@&@zRepublic have signed the
European fiscal pact, which provides primarily tales for balancing budgets and
economic policy coordination at European level. Way EU countries deal with
any crisis and the cost of it to various countrli certainly influence in a
decisive way, if and how quickly European citizearedl economic analysts will
begin to believe again in Europe’s economic recaver
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