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Price Divergence, Competitiveness Differentiation and
External Imbalance. Institutional Barriers and Practical

Dilemmas of the Integration of the Euro Area

Yuan Lei Zou Zongsen

Abstract: The primary objective of the European Central Bank’smonetary policy is to main-
tain price stability within the euro area. However, the theoretical model reveals that the
ECB cannot prevent price divergence among member states. Despite the common nominal ex-
change rate in the euro area, member states face different real effective exchange rates for
reason of price divergence, which causes competitiveness divergence and leads to external
imbalance to a certain extent. The above inference is confirmed by an analysis of the relevant
economic indicators. Persistent price difference and international competitiveness divergence
among member states, as well as excessive external imbalances would pose threat to the sta-
bility of the euro area. More attentionshould be given to suchdifferencesin this area In the
recent future, measures should be taken to further strengthen its economic policy coordina-
tion, and properly handle and resolve conflicts among member states. Long-term solutions
should be aimed at improving the competitiveness of member states, innovating system de-
sign, unifying fiscal policy, and establishing transfer payment mechanism betweenmember
states, so as to deeply promote the integration process.

Keywords: euro area; price divergence; competitiveness differentiation; external imbalance
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