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Towards ‘Europe 2020’? Austerity and new 
economic governance in the EU
Janine Leschke, Sotiria Theodoropoulou and Andrew Watt

1. Introduction

The fi nancial crisis that broke out in 2008 has turned into an economic 
and public debt crisis that has swept the EU, with a severe impact on the 
economies and labour markets of member states. Output growth turned 
negative in several countries and stagnated elsewhere; unemployment 
rose; and public debt and defi cits soared. Partly in response to the crisis 
and partly within the framework of a longer-term growth and reform 
agenda, the EU spelled out the Europe 2020 Strategy in 2010, which for 
the fi rst time put inclusive growth on an equal footing with smart and 
sustainable growth – at least on paper. To that end, a headline target of 
moving 20 million people out of poverty by 2020 was set. The strategy 
calls for structural reforms in several areas, as well as for steering the 
public fi nances of member states onto a sustainable path as soon as pos-
sible. 

Moreover, in response to the debt crisis that has been threatening the 
very existence of the euro zone and as a complement to the Europe 2020 
Strategy, the architecture of the EU’s economic governance has come 
under scrutiny with the aim of introducing reforms that would strength-
en it against similar crises in the future. At the same time, the euro-zone 
member states have been trying to contain the public debt crisis which, 
at the time of writing (September 2013), has spread to seven member 
states and has become a systemic threat to banking systems in the EU.

National policies in the context of the Europe 2020 Strategy and the new 
economic governance are to be streamlined and coordinated within what 
is now called the ‘European Semester’, which is essentially the annual 
policymaking cycle in the EU. However, both the economic governance 
reforms and the austerity measures pursued as a response to the debt 
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crisis have attracted criticism for pushing the European economy into 
a double-dip recession and strangling growth for several years to come. 
This risks undermining the objectives of the Europe 2020 Strategy, in-
cluding that of inclusive growth. 

This chapter analyses whether the recent EU economic governance re-
forms and the austerity measures are likely to affect the prospects of 
achieving the headline target of lifting 20 million people out of poverty. 
Fiscal austerity, as pursued in several member states, has been delaying 
output and employment recovery, leading to prolonged and structural 
unemployment which is associated with detachment from the labour 
market. According to the Europe 2020 Strategy, the means of achieving 
inclusive growth are increasing employment, improving skills and fi ght-
ing poverty. In this chapter, we focus on poverty because employment 
creation and improved skills have failed to deliver in terms of reducing 
poverty in the context of the Lisbon Strategy (Cantillon 2011). Moreover, 
in the face of the ongoing creation of substandard employment, with its 
danger of keeping people in low-wage employment, the development of 
poverty fi gures tell us more about inclusion than the mere monitoring of 
employment rates or developments in skills. 

The chapter is structured as follows. In Section 2, we provide an em-
pirical picture of the impact of the crisis on labour market outcomes and 
public fi nances in order to get a sense of the problems and put into con-
text the macroeconomic policy directions that the new economic govern-
ance and initiatives to resolve the crisis propose. In Section 3, we present 
the policy responses to the crisis and critically evaluate their potential 
to deliver growth. In Section 4, we analyse the Commission recommen-
dations to member states in the context of the European Semester, the 
medium-term policy plans of member states in terms of – in particular 
– social spending and the measures already taken as part of the fi scal 
austerity packages in several member states in order to assess whether 
fi scal measures undermine and/or override measures for reducing pov-
erty. Section 5 concludes. To support our arguments, we draw on com-
parative data sources, such as the European Labour Force Survey and 
national accounts, offi cial EU level and national policy documents and 
evidence from national experts on austerity programmes (Matsaganis 
and Leventi 2011; Theodoropoulou and Watt 2011).
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2. The economic crisis in Europe

In this section, we provide an empirical view of the impact of the crisis in 
Europe with regard to output, employment and unemployment. We also 
review the evolution of European governments’ public debt and budget 
balances. All these are crucial parameters for assessing the economic 
governance reforms and the fi scal austerity measures in terms of their 
potential to help tackle the current economic crisis and support the Eu-
rope 2020 Strategy in meeting its poverty headline target. 

2.1 Bleak labour market developments

EU27 average unemployment stood at 10.9 per cent in the second quar-
ter of 2013, 4 percentage points up from the second quarter of 2008 
(Figure 1). Employment fell in the same period by 1.7 percentage points 

Figure 1 Development of unemployment rates, 2008Q2, 2010Q2, 2013Q2
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annual fi gures not yet available. 
Source: Eurostat online data base (Labour Force Survey).
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on average. The labour market impact of the large output shocks – aver-
age output in the EU fell by 4.3 per cent in 2009 – was thus considerable. 
At the same time, as Figure 1 illustrates, there has been signifi cant vari-
ation in developments in unemployment (and employment) rates in Eu-
rope. Particularly Spain and Greece, Ireland, Portugal, Cyprus and the 
Baltic countries saw huge increases in unemployment and large drops 
in employment and – with the exception of the Baltic countries, which 
have recently seen considerable improvements – were among the coun-
tries with the highest unemployment rates in 2012. Looking at the initial 
crisis period (second quarter of 2008–second quarter of 2009) in the 
Baltic countries rising unemployment was coupled with considerably 
larger than average falls in output, whereas unemployment in Spain, for 
example, increased markedly despite below average falls in output (for 
details, refer to ETUI/ETUC 2012). This points to the absence of such 
things as working time measures, active labour market policies or early 
retirement and other exit schemes that can act as buffers. The working of 
such buffers was particularly evident in the case of Germany, one of the 
few countries that saw unemployment dropping despite an above aver-
age drop in output (for details on the operation of buffers in the crisis, 
see Leschke and Watt 2010).

Looking at the most recent crisis phase, output fell on average by 0.4 per 
cent (2012), whereas the previous two years had seen average growth. 
Also, unemployment was still rising in most countries and employment 
declining in 10 countries. Figure 2 presents the most recent develop-
ments in terms of output, employment and unemployment (2012 com-
pared with 2011). Output is still or again declining in 14 countries, nota-
bly in Greece and Portugal, whereas some countries are showing output 
growth of more than 3 per cent, notably Latvia, Estonia and Lithuania, 
albeit following remarkably large output losses. In this one year peri-
od, Greece, Cyprus, Spain and Portugal saw unemployment increase by 
more than 3 percentage points and by as much as 6.6 percentage points 
in Greece. At the same time, employment was declining still further, es-
pecially in Greece, Cyprus, Portugal and Spain. Looking at the fi ve coun-
tries that initially experienced the biggest labour market impact from the 
crisis we see in particular Spain and, to a lesser degree, Ireland still do-
ing comparatively badly. This contrasts sharply with the Baltic countries 
where we see major output growth in the most recent period (following 
the massive contraction there) and strong increases in employment and 
decreases in unemployment. It is worth noting that the Baltic States at 
the same time experienced large outfl ows of labour (Galgóczi et al. 2012).
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All in all, the picture that emerges from output and labour market devel-
opments in the EU from the beginning of the economic crisis until today 
is bleak. The end of the initial downturn did not do much to reverse the 
initial employment losses. We are now in the middle of a double-dip re-
cession, with evidence of deep-seated problems in the fi nancial sector, 
against the background of the unresolved sovereign debt crisis (although 
the picture may be brighter in individual countries). 

There are negative feedback loops between the state of the labour mar-
ket, the vulnerability of fi nancial institutions and the sovereign debt cri-
sis. In the short term, uncertainty over growth and employment restrains 
bank lending and fi rms’ recruitment. This also makes it more diffi cult to 
consolidate public fi nances, which creates further uncertainty. On the 
labour market the concern is that lower employment and higher unem-
ployment rates will become entrenched, as happened for instance in the 
mid-1990s.1 If the appropriate macroeconomic demand-side measures 
are not – or cannot – be deployed, the use of market-oriented structural 
policies increases the risk of poverty and social exclusion. We return to 
this issue in more detail below.

2.2 The crisis and the state of public fi nances

The economic crisis that began in the last quarter of 2008 has had sub-
stantial and varied effects on public fi nances in European countries (Fig-
ures 3 and 4). On average, the gross public debt to GDP ratio in the EU27 
rose from 59 per cent in 2007 (66 per cent in the euro area) to 87 per 
cent in 2012 (93 per cent in the euro area), while it is expected to rise 
further to 91 per cent by 2014 (96 per cent in the euro area).2 Several 
EU member states saw their public debt to GDP ratios rise to levels that 
wiped out the fi scal consolidation of the past 25 years or more. Most no-
tably, Ireland’s debt to GDP ratio rose by 93 percentage points from 25 
to 118 per cent between 2007 and 2012 and it is expected to reach 119 per 
cent of Irish GDP in 2014. Portugal, Spain and the United Kingdom saw 
rises in their gross debt to GDP ratios of 46–55 percentage points. The 
Greek ratio climbed from 107 to 157 per cent between 2007 and 2012, 
but only following the ‘voluntary’ haircut that was agreed in October 
2011, and it is expected to go up further to 175 per cent of GDP by 2014. 

1. www.social-europe.eu/2011/08/rising-unemployment-please-not-199596-all-over-again/
2. All fi gures and forecasts from the AMECO database.
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In the United Kingdom, the ratio increased from 44 to 87 per cent dur-
ing the same period and is forecast to reach 91 per cent by 2014. Portugal 
and Spain also suffered debt to GDP increases of 48 to 55 percentage 
points between 2007 and 2012, although only the Portuguese ratio has 
exceeded 100 per cent of GDP, with that of Spain remaining below the 
EU/euro area averages.

The increases in the gross debt to GDP ratio refl ect two factors: fi rst, the 
deterioration of government budget balances across Europe due to the 
crisis, refl ecting the operation of the automatic stabilisers (Watt 2011), 
the discretionary stimulus packages (Watt 2009) and the measures to 
bail out the fi nancial sector; secondly, the contraction of GDP. The aver-
age budget defi cit rose from 0.9 per cent of GDP in 2007 (0.7 per cent 
in the euro area) to 4.0 per cent in 2012 (3.7 per cent in the euro area) 
(Figure 5). Although these average fi gures conceal a wide variation, only 
a minority of 11 member states complied with the Stability and Growth 
Pact’s 3 per cent defi cit limit in 2012.

As the credit crunch/fi nancial crisis of 2007–2008 turned into a real-
economy crisis, and doubts about the capacity of Greece to repay its debt 

Figure 4 Change in debt/GDP ratio, 2007-2012 (percentage points)

Source: AMECO data.
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arose in the markets, the failure of European leaders to give a credible and 
timely guarantee that a member of the euro zone would not (partly) de-
fault and the refusal of the ECB to undertake the role of lender of last 
resort for governments sparked contagion and a debt crisis (DeGrauwe 
2011a). It is true that the Greek debt to GDP ratio was relatively high in 
2009; however, its sustainability depended not only on this ratio but also 
on future government balances, the growth rate of the economy and the 
interest payments the government has to incur in order to keep rolling 
over its debt. The lack of guarantee meant that the interest rate required 
from the Greek government to keep on rolling over its debt started to 
increase, turning what could have been a liquidity problem into a sol-
vency problem (DeGrauwe 2011b). This lack of confidence then spread 
to other euro-zone members with either high debt to GDP ratios or 
rapidly increasing government budget deficits. By early 2011, Ireland 
and Portugal had also sought fi nancial support from the EU and the IMF 
in order to keep rolling over their public debt, while in the summer of 
2011 Spain and Italy also faced very high yield spreads for their govern-
ment bonds compared with German ones. Eventually, in the summer of 
2012 Spain sought fi nancial support to recapitalise its banks, while in 
2013 Cyprus became the fourth member state to receive a government 
bail-out conditional upon a severe adjustment programme.

Due to the failure to provide adequate solutions the Greek, Irish and 
Portuguese debts continued to rise (in the Greek case, even after the 
‘haircut’), because under the fi nancial ‘support’ programmes their gov-
ernments have been effectively loaded with more debt, carrying rela-
tively high interest rates (which were lowered following the European 
Council meeting of July 2011). At the same time, the severe austerity 
programmes that were imposed as a condition for receiving aid plunged 
the three economies into major recession, which worked counter to fi scal 
consolidation by reducing public revenues, raising benefi t expenditure 
and making spending cuts all the more diffi cult politically. Recession in 
those countries, but also in member states facing diffi culties fi nancing 
their public debt in fi nancial markets, has taken a toll on banking sys-
tems. The number of non-performing loans increased, deteriorating the 
balance sheets of the banks that had granted them and thus putting into 
question their soundness. This created a vicious circle between a bank-
ing and a fi scal crisis. Expectations on governments to step in and bail 
out ailing banks increased negative sentiments on the sustainability of 
public fi nances, while governments’ fi nancial diffi culties fuelled further 
fears about the soundness of banking systems. 
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Summing up, we can see profound effects on European labour markets 
and government budgets from the crisis with, at the same time, great 
variation between countries. Against this background we now turn to 
consider the policies implemented in Europe to the extent that they are 
driven by European policymaking initiatives and processes. First, we de-
scribe the main policy initiatives taken at European level since the crisis, 
before analysing how they have affected – and will continue to affect – 
national policy choices and also policy outcomes.

3. Policy responses to the quest for growth and the 
economic crisis: the Europe 2020 Strategy and 
economic governance reforms

3.1  Europe 2020 Strategy 

Partly in response to the crisis, but partly within the framework of a 
longer-term reform agenda, the European Union has embarked on a 
complex, multi-layered process of changing the framework within which 
not only economic but also a wide range of employment-related, social 
and other policies are designed and implemented by both member states 
and the European institutions. This process is ongoing. In this section 
we summarise some of the key developments, focusing on those particu-
larly relevant to the issue of inclusive growth and the headline target 
with regard to poverty.

The Europe 2020 Strategy is the successor to the Lisbon Strategy, 
launched in 2000, which ended formally in 2010. Lisbon formulated the 
strategic goal of becoming ‘the most competitive and dynamic knowl-
edge-based economy in the world, capable of sustainable growth with 
more and better jobs and greater social cohesion’; this goal was under-
pinned by a number of EU-level targets. The Europe 2020 priorities and 
strategy closely resemble those of Lisbon despite the fact that the Euro-
pean Union was not able to deliver on the targets (European Commis-
sion 2010a) and probably would not have done so even in the absence of 
the economic crisis (for a critical account, see Pochet 2010). 

The Europe 2020 Strategy puts forward three ‘mutually reinforcing’ 
growth paradigms: smart growth through knowledge and innovation; 
sustainable growth entailing resource effi ciency and a greener and 
more competitive economy; and inclusive growth, focusing on high em-
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ployment and social and territorial cohesion (European Commission 
2010d). Thus, even the social and environmental issues are framed in 
terms of the growth paradigm. Five headline targets for 2020, covering 
employment, R&D, climate/energy, education and poverty for the EU 
as a whole, refl ect this strategy.3 The Council’s 10 integrated guidelines 
for implementation of the Strategy (six focussing on economic policies, 
three on employment and one on social inclusion and poverty reduction) 
are supposed to steer and guide reforms in the member states, whereby 
they are subject to conformity with the fi scal rules of the Stability and 
Growth Pact (European Commission 2010b). The so-called seven fl ag-
ship initiatives spell out the policy measures to be undertaken jointly by 
EU-level and national actors, which concern the policy areas regarded as 
most important.

In response to the economic crisis that has revealed the interdepend-
encies and spillovers between different areas, the Europe 2020 Strategy 
seeks to align macroeconomic policy developments and structural reforms 
within the framework of the so-called ‘European semester’. Stability and 
Convergence Programmes (which focus on fi scal issues) and National 
Reform Programmes (covering a wide range of structural policies) are 
now to be prepared at the same time in the fi rst half of each year to en-
sure more coherence in reporting, evaluation and recommendations on 
thematic, as well as on economic and budgetary issues. These can then 
be fed into the fi nalisation of national budgets (ex ante policy coordina-
tion).4 The aim is to strengthen budgetary discipline and promote mac-
roeconomic stability and growth in line with the Europe 2020 aims. 

In the social and employment fi eld, most European coordination takes 
place through soft law mechanisms, namely the open method of coor-
dination, (OMC), with little leverage for putting pressure on member 
states to implement or desist from certain policies. As part of the OMC, 
recommendations are issued (see below) but there are no sanction 
mechanisms. 

3. The targets are as follows: an employment rate of 75 per cent for people aged 20–64; 3 per 
cent of EU GDP invested in R&D; a list of climate/energy targets; reducing the proportion of 
early school leavers to below 10 per cent and at the same time increasing the share of young 
people with tertiary education to at least 40 per cent; and reducing the number of people at 
risk of poverty in the EU by at least 20 million. 

4. This is a further step towards aligning various policy fi elds. The process started after the 
mid-term evaluation of the Lisbon Strategy in 2004 when economic, employment and social 
policies were better integrated by implementing common guidelines and using a common 
reporting system, the National Reform Programmes.
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The components of inclusive growth, in the Europe 2020 defi nition, are 
increasing employment, improving skills and fi ghting poverty (Europe-
an Commission 2010d: 16–18). Under the general heading of poverty, 
the focus is on child poverty but also the working poor and the exposure 
of the unemployed to poverty. It can be considered a step forward that 
the social dimension has been integrated into the overall Europe 2020 
Strategy, but the fact that it is so closely intertwined with employment 
issues makes it uncertain whether and how member states will address 
the social inclusion guideline (Zeitlin 2010: 262). 

The new Europe 2020 poverty target – to lift 20 million (or one in six) 
people out of poverty and social exclusion – refl ects the need for political 
compromise (for details, see Mailand 2011). This is illustrated notably by 
the fact that the EU27 target is measured on the basis of three combined 
indicators: at-risk-of-poverty rate,5 severe material deprivation rate6 and 
households with very low work intensity.7 This combination of monetary 
(relative income poverty) and non-monetary (material deprivation and 
exclusion from the labour market) components of poverty is supposed to 
refl ect the multifaceted nature of poverty.8 A key point is that member 
states can choose whether they want to use the composite EU defi nition 
for monitoring poverty or set targets on the basis of a subset of the three 
indicators or on the basis of national indicators refl ecting the specifi c 
country situation. Most countries have applied the EU defi nition but an 
important subset of countries use other defi nitions, the most popular be-
ing the ‘at-risk-of-poverty rate’ (for a provisional list, see Council of the 
European Union 2011: 3–4). 

Previous assessments of the Lisbon Strategy that also focused on growth, 
employment creation and skills upgrading suggest disappointing out-
comes with regard to poverty (Cantillon 2011). Other research has also 
pointed out that substantial inequalities exist within groups of people 

5. Persons with an equivalised disposable income below the at-risk-of-poverty threshold, which 
is defi ned as 60 per cent of the national median equivalised disposable income after social 
transfers.

6. Severe deprivation is defi ned as experiencing at least four out of nine deprivation items. 
The deprivation items are as follows: cannot afford to: pay rent or utility bills; keep home 
adequately warm; face unexpected expenses; eat meat, fi sh or a protein equivalent every sec-
ond day; take a week’s holiday away from home; or buy a car, a washing machine, a colour 
TV or a telephone. 

7. Defi ned as persons aged 0–59 living in households in which adults worked less than 20 per 
cent of their total work potential during the past year.  

8. For detailed information on the social dimension of the Europe 2020 Strategy see Council of 
the European Union, 18 February 2011.  
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with similar skill levels (Franzini 2011). In other words, employment 
growth and skills acquisition have been shown to be far from unequivo-
cal paths to more social cohesion, even when macroeconomic conditions 
were more conducive than currently. Depressed output growth, mas-
sive increases in unemployment and pressures to decentralise collective 
wage bargaining are likely to make these links even weaker. 

3.2 Economic governance reforms

The Europe 2020 Strategy was drawn up and launched at a time when 
the European economy – and especially the euro zone – was facing the 
deepest economic crisis since its inception. In the case of the euro zone, 
the debt crisis exposed the shortcomings of the economic governance 
architecture put into place starting in 1992. 

A succession of reforms has been implemented over recent years, with 
initiatives from the European institutions increasingly overlapping with 
intergovernmental initiatives. The result is a highly complex and confus-
ing institutional mix.9 The impact of these reforms will become apparent 
only in the coming years. We seek here to bring out the most important 
developments and provide an assessment focusing on the impact on in-
equality and inclusive growth.

The direct European support to countries in difficulty consisted of 
three main elements. First IMF/EU/ECB (the so-called Troika) fi -
nancial support packages were put together for Greece, Ireland and 
Portugal, followed in 2013 by Cyprus. Secondly, the European Financial 
Support Facility (EFSF) was established as a temporary vehicle sup-
porting euro-zone governments facing prohibitively high interest rates 
for fi nancing their debt in the markets. Following the creation of a 
permanent fund, the European Financial Stability Mechanism (ESM), 
in October 2012 the activities of the EFSF have been gradually wound 
down. The two funds issue bonds, the proceeds of which are lent on 
to countries at reduced interest rates in return for fi scal and structural 
reform commitments. Thirdly, the ECB launched the Securities Mar-
kets Programme (SMP) under which it began buying euro-zone govern-
ments’ bonds.

9. An offi cial overview is provided here: http://ec.europa.eu/economy_fi nance/economic_gov-
ernance/
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At the same time, the spreading of the crisis and its implications forced 
a rethink with regard to the economic governance institutions and pro-
cedures that were in place, leading to a number of important changes at 
European level.

During 2011 a bundle of economic governance measures, known as the 
‘six-pack’, went through the legislative process and entered into force on 
13 December. Four of the sets of measures were related to the coordina-
tion of fi scal policy and involved strengthening the provisions of the Sta-
bility and Growth Pact. The other two related to the issue of ‘macroeco-
nomic imbalances’ – the competiveness and current account imbalances 
that had built up prior to the crisis in the euro zone. In May 2013 the 
fi scal rules were supplemented further, for euro countries only, by the 
so-called ‘two-pack’, which did not tighten the substance of the regula-
tions but did intensify the frequency of the monitoring and surveillance 
processes.10 As if this were not enough, in the interval all members of 
the EU except the United Kingdom and the Czech Republic signed the 
intergovernmental Treaty on Stability, Coordination and Governance in 
the Economic and Monetary Union. More popularly known as the Fiscal 
Compact, the agreement was signed in March 2012 and came into force, 
for the 16 countries that had at the time ratifi ed it, on 1 January 2013. 
The main feature of the fi scal compact is an obligation to institute an 
independent fi scal council at national level and commit to running a bal-
anced structural budget (defi ned as less than 0.5 per cent of GDP unless 
debt is signifi cantly below 60 per cent). 

Overall, the plethora of overlapping new fi scal instruments considerably 
reinforce the surveillance of fi scal policy under the Stability and Growth 
Pact (SGP). Latitude in interpreting real-time deviations from a country’s 
MTO (medium-term objective) has been reduced. A notable change is an 
insistence on compliance with the debt criterion (60 per cent of GDP), 
which had previously essentially been ignored and can now constitute 
grounds, irrespective of the size of the current defi cit, for launching the 
Excessive Defi cit Procedure. Countries will be required to achieve rapid 
downward adjustment towards the threshold (one-twentieth of the gap 
between the current and target debt-to-GDP ratio per year). The sanc-
tions regime under both the preventive and corrective arms of the Pact is 
to be tightened, with a more graduated range of sanctions, coupled with 

10. See http://europa.eu/rapid/press-release_MEMO-13-457_en.htm/
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the application of the reverse voting mechanism that makes it harder 
for member states to block a Commission recommendation to impose 
sanctions: the member state threatened by sanctions will have to ob-
tain a qualifi ed majority to overturn the recommendation (as opposed 
to a qualifi ed majority being necessary in order to endorse the sanction 
recommendation). Sanctions can now be imposed in an amount up to 
0.5 per cent of national GDP. Particular regard is to be paid to the ex-
penditure side of the budget, with a norm of linking expenditure to the 
medium-term rate of economic growth. More attention is also to be paid 
to fi scal institutions in the member states in order to improve the basis 
for decision-making and ensuring the provision of correct data.

Surveillance of member states is also to be substantially broadened in 
comparison with the previous narrow emphasis on the fi scal stance. 
A new, so-called excessive imbalance procedure (EIP) was introduced 
under the six-pack, modelled on the excessive defi cit procedure in the 
SGP. Under the EIP the competitiveness and current account positions 
(see Box 1) of all member states are assessed against a ‘scoreboard’ of 
relevant indicators. The Commission and the Council can make recom-
mendations to member states if the imbalances are held to be excessive 
and injurious. Like the SGP there is also a corrective arm under which 
member states (in the euro area) can be sanctioned for failing to comply 
with recommendations. A country can be required to deposit up to 0.1 
per cent of GDP with the European Commission which, in the case of re-
peated non-compliance, can be converted into a fi ne. Decisions on sanc-
tions are taken by the Council, but subject to the new ‘reverse majority’ 
procedure described above.

In procedural terms the European semester and other efforts at 
strengthening the coordination of economic policymaking can be wel-
comed as bringing about much needed policymaking coordination. It 
is a step in the direction of ‘economic governance’ that many from the 
outset considered indispensable for the operation of a monetary union. 
The problem, notably in the fi rst year of its operation, was the misguided 
substantive thrust given by the fi rst Annual Growth Survey. One impor-
tant focus of the reforms is a substantial intensifi cation of the longstand-
ing but largely unjustifi ed and unhealthy European obsession with fi scal 
defi cits and public debt. This not least raises the danger of a dangerous 
intensifi cation of fi scal austerity and neglecting cyclical stabilisation. 
The focus on the expenditure side is likely to have negative distributional 
implications and thus is inimical to inclusive growth. 



Towards ‘Europe 2020’? Austerity and new economic governance in the EU

 Divisive integration. The triumph of failed ideas in Europe – revisited 311

The attention to be paid to macroeconomic imbalances is, in principle, 
justifi ed in light of what has been learned during the crisis (see Box 1). 
However, there are serious concerns about how wage setting at the na-
tional level is supposed to be ‘policed’ by policymakers at both EU and 
national level. The scoreboard used to operationalise the EIP imposes 
adjustment one-sidedly on defi cit countries, rather than taking a sym-
metrical approach to the correction of imbalances. This is most obvi-
ous in the case of the monitoring of current account imbalances them-
selves, which are considered problematic for defi cit countries in excess 
of (minus) 4 per cent, but for surplus countries only above 6 per cent (in 
each case taking three-year averages). In the case of unit labour costs 
there is only an upper threshold. Wages, it seems, can by defi nition never 
grow slowly enough. Above all, the reforms represent a missed opportu-
nity to use the crisis to make changes that would enhance growth and 
employment opportunities in Europe and improve the welfare of Euro-
pean citizens. Notably absent from the reforms is any reference to the 
role of monetary policy within economic governance. Other matters ur-
gently requiring reform – such as limiting tax competition between EU 
countries – are not addressed.

Overall, Europe has developed a bewildering array of overlapping policy 
responses in the area of economic governance. Beyond this confusion, 
none of the measures proposed, singly or jointly, come close to resolving 
the key problems facing the euro area.

In the context of the present discussion, which focuses on the prospects 
for inclusive growth, it can be concluded that the economic governance 
reforms are based to a considerable extent on a misdiagnosis of the prob-
lem (‘it’s mostly fi scal’ and more market-oriented structural reforms are 
needed). This never constituted an adequate response to the crisis and 
constrained, in the short run, any prospect of economic growth and ulti-
mately pushed the EU into a renewed downturn. Exacerbating the shift 
to Continent-wide austerity destroyed any prospect of a swift recovery of 
demand and output. It also promoted policies (expenditure-side forced 
consolidation, decentralisation of collective bargaining and a ‘make work 
pay’ approach to labour market policy) that will tend to make any growth 
that does occur less ‘inclusive’ (see also Section 4). Finally, it risks em-
bedding retrogressive policies in the longer term (such as a debt brake), 
thereby depressing public investment.
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11. For most purposes it is an acceptable simplifi cation to equate current account (im)balances 
with trade imbalances. Defi cits, then, arise when a country imports more goods and services 
than it exports; conversely, surpluses are the result of a country exporting more than it 
imports. Countries running persistent defi cits incur net liabilities (foreign debts) vis-à-vis 
the rest of the world (or run down net asset positions accumulated in the past), while surplus 
countries build up net asset positions (or pay down past liabilities).

Box 1

One widely drawn lesson of the economic crisis is that current account imbal-
ances are a problem, not only at the global level (for instance, the United States 
and China), but also between countries that share a common currency.11 Such 
imbalances arose because of the workings of EMU (see Theodoropoulou and 
Watt 2011). On joining EMU, previously high-infl ation European countries on the 
southern and western periphery that had had high interest rates benefi ted from 
a sharp fall in borrowing costs, setting off  a – seemingly – virtuous circle: these 
fast-growing, high-infl ation economies enjoyed relatively low real interest rates 
(the common ECB rate minus their high infl ation rates). This stoked up economic 
activity, also by driving up asset – especially house – prices, which in turn stimu-
lated the economy through various wealth eff ects. Meanwhile, slow-growing, low-
infl ation countries were mired in a mirror-image vicious circle, facing slow growth 
and low infl ation with relatively high real interest rates. This dichotomy was exag-
gerated by the one-sided nature of the Stability and Growth Pact: slow-growing 
economies are prevented from pursuing expansionary fi scal policies, while faster-
growing economies are not constrained. This situation led to sustained nominal 
wage/price growth that was faster in peripheral countries than in core countries. 
The combination of faster-rising prices and nominal wages, and stronger domes-
tic demand constrained defi cit countries’ exports, while stoking import demand; 
the reverse happened in surplus countries. In Germany, domestic demand was es-
sentially stagnant and economic growth was driven solely by higher net exports. 
The widening competitiveness diff erentials until the crisis are shown in Figure 6. 

The fi gure is presented in such a way (subtracting 2 per cent a year from the raw 
nominal unit labour cost fi gures) that a country keeping close to the x-axis would 
see domestic prices and unit wage costs growing in line with the ECB infl ation 
target. France and Belgium are in this category. Germany and Austria experienced 
a marked increase in wage competitiveness (taking 1999 as a starting point) 
over the period, whereas the ‘peripheral’ economies, such as Ireland, Greece and 
Spain, lost competitiveness up to the crisis. Since 2009 there has been a sharp 
downward correction in the countries hit hardest by the crisis, without, however, 
a symmetric upward adjustment by the surplus countries, especially Germany.



Towards ‘Europe 2020’? Austerity and new economic governance in the EU

 Divisive integration. The triumph of failed ideas in Europe – revisited 313

4. Fiscal austerity against inclusive growth?

Having argued that the new economic governance and fi scal austerity 
in Europe as a response to the debt crisis pose a serious threat to any 
kind of output growth – and consequently to employment creation and 
recovery – we shall now look closer at the planned national measures 
for achieving the poverty headline target of the Europe 2020 Strategy. 
These measures have been announced in the context of the European 
Semesters every spring since 2012. We ask the following questions: 
do fi scal consolidation policies overshadow policies aimed at reducing 
poverty in its various guises? Are the policies planned in the context of 
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the European Semester mutually supportive and likely to increase co-
hesion across member states? And which objective is the EU’s priority: 
consolidation of public fi nances or poverty reduction?

To answer these questions, we proceed as follows. Section 4.1 highlights 
how the EU countries have been doing in terms of poverty and social 
exclusion. Section 4.2 illustrates the extent to which the pressure for fi s-
cal austerity is contradicting the inclusive growth paradigm and particu-
larly its social component. This is done, fi rst, by looking at the planned 
expenditure cuts – and particularly the cuts in social spending – that 
the countries report on in their Stability and Convergence Programmes. 
Second, we look at the emphasis of the Commission’s country-specifi c 
recommendations as part of the policy cycle of the European Semester. 
Finally, we present some measures that were likely to have adverse im-
plications for social inclusion and poverty from selected countries. 

4.1 Poverty and social exclusion in the EU

Figure 7 shows how the EU countries were faring with regard to the 
overall EU headline target on poverty and social exclusion and its three 
component sub-indicators in 2011 (latest available data).12 The overall 
target is composed of people who are at risk of poverty and/or suffering 
from severe material deprivation and/or living in households with very 
low work intensity.13 In most countries the ‘at risk of poverty rate’ best 
accounts for the observed poverty, as measured by the composite indica-
tor. However, in the poorest countries – Bulgaria, Romania, Latvia and 
Hungary – ‘severe material deprivation’ is very pronounced, whereas it 
is of limited importance in most other countries. In Ireland, the most 
acute dimension of poverty is represented by ‘low work intensity house-
holds’. The overall indicator capturing people at risk of poverty or social 
exclusion ranges from 15 per cent of the total population in the Czech 
Republic to 49 per cent in Bulgaria; the EU average was 24.2 per cent 
in 2011, one percentage point up from 2009. Eleven countries had more 
than one in four people (>25 per cent) in poverty according to the EU 

12. It is important to keep in mind that the EU headline target refers to relative poverty, imply-
ing that poverty means very different things when comparing, for example, the Nordic and 
the central and eastern European countries. For comparative purposes and to stick with the 
European defi nition we will nevertheless use the EU headline target here.

13. The European Council (18 February 2011: 44–46) illustrates for all EU countries how the 
three groups overlap.
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defi nition: (in ascending order) Spain, Poland, Italy, Ireland, Greece, 
Hungary, Croatia, Lithuania, Romania, Latvia and Bulgaria. The Nor-
dic countries are doing particularly well and the continental European 
countries all perform above average. The Southern European countries 
exhibit below EU average performance but, with the exception of Greece, 
are not among the worst performers. The EU2 countries are by far worst 
performing and the new member states are spread over the whole distri-
bution, with the Czech Republic being the best performer overall.

All countries (Greece, Portugal, Ireland, Latvia and Romania, Hungary, 
Spain and Cyprus)14 that are currently or have been recently in receipt 

Figure 7 The overall EU headline target (people at risk of poverty or exclu-
sion) and its three components, 2011 (share of total population)

Source: Eurostat, online database. 
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14. Latvia and Romania had to seek multilateral balance-of-payments assistance from, among 
others, the EU, the IMF, the World Bank and the EBRD in 2008 and 2009, respectively. To 
that end, they adopted conditionality programmes spelling out the structural reforms 
they had to undertake, all of which have been terminated by now. Hungary also received 
balance-of-payments assistance, although it stopped receiving it before the foreseen end. 
Greece, Ireland and Portugal had to seek fi nancial assistance from the EU and the IMF in 
May 2010, December 2010 and May 2011, respectively, as their governments faced 
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of fi nancial assistance from the EU and the IMF and are thus under par-
ticular pressure to engage in rapid fi scal consolidation have poverty and 
social exclusion rates above or only slightly below (Cyprus) the EU av-
erage. The following sections will illustrate the negative impact of the 
pressure for fi scal austerity on the inclusive growth paradigm and point 
particularly to the danger of countries drifting apart.

4.2 Stability and convergence programmes against reforms to 
tackle poverty?

We examine fi rst the plans announced by member states with regard to 
developments in public expenditure and, particularly, social payments 
in the context of their Stability and Growth programmes. To put the 
announced cuts into perspective, Figure 8 illustrates how the different 
member states are doing in terms of the level of total social expenditure 
as a share of GDP in 2010 (latest available data from Eurostat, and when 
shift to austerity policies took place) and the share of total population at 
risk of poverty or social exclusion in 2011. There is substantial variation 
in levels of social spending and associated risks of poverty and social ex-
clusion. However, we see that in terms of social spending we can roughly 
distinguish two clusters of member states, namely the old and the new 
member states. Within these two clusters, there appears to be a nega-
tive correlation between social payments and the risk of poverty/social 
exclusion, which in fact is stronger among the new member states. In 
other words, the new member states, which are also signifi cantly poorer 
on average than the old ones, have lower levels of total social spending 
as a share of GDP, while also presenting a wider variation of poverty risk, 
with some of the worst performers in the EU (Romania, Bulgaria, Latvia) 
but also the best performer (Czech Republic). In terms of the Europe 
2020 Strategy, one would therefore expect that at least those member 
states with higher poverty risk rates would be called upon to make rela-
tively more effort to increase social spending as a share of GDP in order 
to make progress towards their poverty headline target.

14. (cont. from p. 315) prohibitive borrowing costs in the fi nancial markets, following rising con-
cerns that they would not be able to carry on servicing their debt. Spain obtained fi nancial 
assistance for recapitalising its banks in the summer of 2012, whereas the Cypriot govern-
ment was bailed out in March 2013.
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Figure 9 presents the risk of poverty or social exclusion in 2011 and 
the planned evolution (percentage change) of social payments (includ-
ing both money transfers and transfers in kind) as a proportion of GDP 
for 2012–2016, according to the Stability and Growth Programmes that 
were submitted in spring 2013 in the context of the European Semes-
ter (see Annex for complete tables on the development of total public 
expenditure and social payments).15 Cuts in social payments are envis-
aged in the majority of member states, although they are most severe 
in Ireland, Croatia, Lithuania, Latvia and Greece and also compara-

Figure 8 Comparison of levels of total social protection expenditure as a 
percentage of GDP and risk of poverty or social exclusion rate 
(% of population) 

Source: Eurostat, online database. 
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15. These fi gures are the only ones available for the current period and the near future. It should 
be noted that the Eurostat defi nition of social payments as used in Figure 8 is different to the 
one used for the purposes of Stability and Convergence Programmes (see Figures 9 and 10) 
in that the former includes all costs associated with a social policy programme (for example, 
administration costs), whereas the latter measures the payments themselves only. That 
results in a discrepancy in the size of social payments which is fairly large for some countries 
(such as Sweden, Denmark and Finland) but not others. However, we think that, given the 
absence of more recent Eurostat data and forecasts on these payments in the forthcoming 
years, this discrepancy does not affect the analysis. 



Janine Leschke, Sotiria Theodoropoulou and Andrew Watt

318 Divisive integration. The triumph of failed ideas in Europe – revisited

tively high in Romania, Slovakia, Hungary, Sweden and Poland. Except 
for Sweden and Slovakia these countries are among the ones with the 
highest proportion of the population at risk of poverty or exclusion. Ire-
land and Greece are currently under conditionality programmes for the 
fi nancial help they have been receiving from the EU and/or the IMF 
and can thus be considered to have suffered a loss of policymaking au-
tonomy. Lithuania was under pressure to demonstrate a commitment 
to sound public fi nances as it has been hoping to adopt the euro since 
2007.16 Interestingly, Romania, Sweden, Latvia, Lithuania, Slovakia and 
Poland have all had and are projected to have public debt to GDP ra-
tios well below the 60 per cent that the Stability and Growth Pact stipu-
lates. This implies that there are few fundamental concerns about the 

Figure 9 Risk of poverty or social exclusion (2011) and planned evolution 
of social payments, 2012–2016 

Source: National Stability and Growth Programmes, DG Ecfi n and Eurostat online database. 

IE

HR
LT

LV

EL

RO

SK

HU

SE

PL

EE
PT

SI

MT

ES

BG

DK
AT

FR

CZ

BE

CY

DE

IT

UK

NL

FI
LU

10

15

20

25

30

35

40

45

50

-20.0 -15.0 -10.0 -5.0 0.0 5.0

Pe
op

le
 a

t 
ris

k 
of

 p
ov

er
ty

 o
r s

oc
ia

l e
xc

lu
si

on
 

(%
 o

f t
ot

. p
op

.),
 2

01
1

Evolution of social payments (% change), 2012-2016

16. Countries giving up their currency and monetary policy tools become vulnerable to fi nancial 
markets’ beliefs about their capacity to carry on servicing their public debt, as they lose con-
trol over their central bank. As the current crisis has shown, a market belief that a govern-
ment cannot carry on servicing its debt can become a self-fulfi lling prophecy, once market 
participants start requiring a higher interest rate in order to continue lending money to the 
government. See (DeGrauwe 2011b).
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sustainability of their public fi nances. With the exception of Sweden, 
and to some degree also Slovakia, there are certainly concerns about the 
social exclusion of particular groups within their populations, however, 
and the planned cuts in social payments risk aggravating the situation. 
Overall, the positive correlation between the extent of poverty/social ex-
clusion and the extent of the planned retrenchment of social spending is 
profoundly worrying and completely at odds with the EU poverty head-
line target.

To what extent are these planned social cuts in line with more gen-
eral cuts in public expenditure and how much do they reflect a 
planned rolling back of the welfare state alone? Figure 10 shows how 
the planned evolution of social expenditure compares with the planned 
evolution of public spending between 2012 and 2016 according to the 
Stability and Growth programmes of 2013. A couple of points stand out. 
First, the retreat of the welfare state within the framework of public 
spending retrenchment is severest in Romania and Croatia and also 
comparatively high in Luxembourg, Latvia, Malta, Ireland, Greece and 
Sweden. Secondly, the retreat of the state and of the welfare state is more 

Figure 10 Evolution of public and social expenditure, 2012–2016 (%) 

Source: National Stability and Growth Programmes, DG Ecfi n. 
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pronounced in some of the member states whose populations are at 
relatively high risk of poverty, such as Latvia, Lithuania, Greece and 
Ireland.

The picture that emerges from these data is that the countries making 
disproportionate cuts are those that are already doing comparatively 
badly in terms of poverty and social exclusion. More specifi cally, espe-
cially in those countries in which the EU has had a say in how much the 
state could spend and what issues it should be focussing on within the 
framework of fi nancial aid programmes, there has been a rolling back of 
both public expenditure and social payments. 

4.3 EU priorities: predominance of fi scal issues in the country-
specifi c recommendations

Under the impact of the economic crisis on public fi nances, the alignment 
of macroeconomic reporting (Stability and Convergence Programmes) 
and reporting on structural reforms (National Reform Programmes) in 
the context of the European Semester has to some extent overshadowed 
the Europe 2020 targets and particularly the inclusive growth agenda. 
Countries are supposed to give priority to macro-fi scal issues (compare, 
for example, European Commission 2010c; 2012b). This is expressed, 
for example, in the 2013 Annual Growth Survey which, as we have seen, 
is primarily fi scal in orientation, combined with a neoliberal supply-side 
reform agenda. 

The same predominance of fi scal consolidation is evident when looking 
at the next step in the European Semester, on which we focus in this sec-
tion: the drawing up of country-specifi c recommendations based on the 
submission of the Stability and Convergence and the National Reform 
Programmes (NRPs). On the basis of the Stability and Convergence Pro-
grammes and the NRPs, country-specifi c recommendations are issued 
by the European Commission and must be approved by the European 
Council.17 

17. Country-specifi c recommendations as well as national reform programmes and stability 
programmes can be found here: 

 http://ec.europa.eu/europe2020/making-it-happen/country-specifi c-recommendations/
index_en.htm
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What do these recommendations reveal about the relative priority of fi s-
cal consolidation – as pursued in the context of new economic govern-
ance and policies to deal with the debt crisis – over policies to tackle pov-
erty? A fi rst interesting point is that the countries in receipt of fi nancial 
assistance from the EU and the IMF have not been receiving specifi c rec-
ommendations from the European Commission but have instead been 
called upon to implement the measures laid down in their respective 
memoranda of understanding. At most, these memos contain general 
clauses stipulating that the most vulnerable segments of the population 
should be shielded from the impact of the fi scal consolidation measures. 
However, the specifi city of actions to that end does not parallel those 
of reducing budget defi cits, while measures of a more positive nature 
that could actively help to reduce poverty are not mentioned at all (see, 
for example, European Commission 2011; Ministry of Finance-Hellenic 
Republic 2011; Portuguese Ministry of Finance and Public Administra-
tion 2011). On the contrary, minimum wage cuts were effected in Greece 
and initially in Ireland, too, although in the latter they were rolled back 
a few months later. Last but not least, in plans for reforming pension 
and social security systems, ‘sustainability’ clearly takes precedence over 
adequacy of benefi ts; in fact, the latter is often simply not considered.

For 2013, each of the remaining 23 countries received a recommenda-
tion on budgetary discipline (always the fi rst recommendation), whereas 
the remainder of the recommendations vary considerably in content. As 
regards the Europe 2020 priority of inclusive growth, labour market in-
clusion clearly predominates over wider poverty prevention goals. All 23 
countries – and among them the three countries with the highest employ-
ment rates – received recommendations on improving labour market 
participation, with particular emphasis on enhancing the participation 
of older workers, promoting active ageing and lifelong learning and pro-
viding a ‘youth guarantee’. Recommendations on education and training 
were issued to 22 countries, recommendations on active labour market 
policies to 20 and recommendations on pensions to another 14; again, 
incentives for labour market participation stand centre-stage (for exam-
ple, enhancing participation of older workers, promoting active ageing 
and lifelong learning and reducing early retirement and increasing the 
effective retirement age). With regard to social protection systems, social 
services and social assistance, adequacy is also mentioned in a number 
of cases. Seven countries received recommendations on wages (with an 
emphasis on aligning wage growth and productivity) and eighteen on 
public services, in most cases with a focus on improving effectiveness. 
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A number of these measures may be helpful in fi ghting poverty and 
social exclusion, but they are more likely to work when job creation is 
buoyant and some redistribution policies are in place. Only nine coun-
tries received recommendations on poverty and social exclusion, namely 
Belgium, Bulgaria, Spain, Hungary, Lithuania, Latvia, Poland, Romania 
and the United Kingdom.18 As laid out in Section 3.1 member states are 
allowed to use different indicators to report on poverty, and the respec-
tive sections in the NRPs thus vary substantially in content and length. 
This is likely to have rendered the process of issuing recommendations 
on poverty more diffi cult. 

All fi ve recommendations to the euro area countries, which receive spe-
cifi c recommendations from the Commission, focused in 2013 on mac-
roeconomic issues (aggregate macroeconomic policy stance, fi scal policy 
differentiation, differences in lending rates to SMEs across member 
states, the repair of banks’ balance sheets, coordination of economic re-
forms, especially in the labour and product markets) (compare Council 
of the European Union 2013). The accompanying, more detailed docu-
ment (European Commission 2013) does not contain a single reference 
to inclusive growth and the detailed table entitled ‘Labour market and 
social indicators’ provides fi gures on labour productivity and unit labour 
cost growth instead of the poverty and social inclusion indicators.

To wrap up, at the level of the country-specifi c and euro-area recommen-
dations, not only do the outcomes of macroeconomic prescriptions risk 
running counter to the coordination related to smart, sustainable and 
inclusive growth, but the inclusive growth paradigm – where it is refer-
enced – seems to be strongly driven by a desire to boost labour force par-
ticipation, largely based on making-work-pay strategies that are of dubi-
ous value in a context of unemployment caused primarily by a shortfall 
of aggregate demand. 

4.4 Evidence from the fi scal austerity packages

To underpin our argument, in this section we have used evidence from 
national experts (Theodoropoulou and Watt 2011) and other sources 

18. The recommendations to Hungary and the Netherlands are only indirectly linked to the 
poverty headline target, emphasising tailor-made programmes to low skilled and other 
disadvantaged groups and the labour market integration of vulnerable groups.
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on the austerity programmes adopted by late 2010/early 2011 in 17 EU 
member states to obtain insights into their effects on poverty and social 
inclusion (on austerity measures and their social impacts, see also the 
individual chapters of this volume). 

Indirect tax hikes, which tend to disproportionately affect those at the 
low end of the income distribution, were reported in several countries 
(Poland, Hungary, Estonia, Cyprus and Latvia), most of them at the 
higher end of the poverty distribution within the EU. Indeed, the EU 
recommendations state that tax increases, wherever necessary, should 
focus more on indirect taxes as these are less likely to interfere with em-
ployment creation (European Commission 2010b; European Commis-
sion 2012a). Nonetheless, some countries (France, Austria, Luxembourg 
and the United Kingdom under the previous Labour administration) in-
creased progressive taxes (income and wealth taxes). Heise and Lierse 
(2011), who assess the impact of austerity measures on the European 
social model for seven European countries, also come to the conclusion 
that in all these countries the economic crisis and the resulting public 
debt have been used as excuses for social cuts which in most countries 
hit low earners disproportionately. 

The young working under precarious employment contracts are par-
ticularly hard hit in Italy due to the limited coverage of unemployment 
insurance. The unemployment rate for those under 25 in Italy stood at 
27.8 per cent in 2010 (Eurostat LFS data), more than three times higher 
than the average, which was 8.4 per cent (Theodoropoulou and Watt 
2011). This implies a concentration of social exclusion in this group.  
In a similar vein, in Greece (for details, see Matsaganis and Leventi 
2011), because of their very low coverage by unemployment insurance, 
the unemployed have been particularly affected by the fi scal austerity 
programme that is a condition of the fi nancial support the country re-
ceives from the EU and the IMF. Pensioners have also been targeted. 
Indirect tax increases have been regressive. Some measures, however, 
such as some elements of public sector retrenchment, have tended to 
narrow the income distribution (Matsaganis and Leventi 2011). Over-
all, as a result of the austerity and the wider recession, 5 per cent of the 
Greek population saw their 2010 incomes fall below the 2009 poverty 
line, swelling the ranks of those who were already in poverty (another 20 
per cent of the population). However, while the crisis has raised demand 
for social protection, the supply of social benefi ts has been reduced rath-
er than increased. 
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Social benefi t recipients have been adversely affected by cuts in Latvia, 
Romania, Germany, the United Kingdom, Spain and Ireland (Heise and 
Lierse 2011: 24–26). In Portugal, the recipients of non-contributory 
benefi ts (social assistance, which is more likely to be received by people 
at the margins of the labour market) are likely to suffer most from meas-
ures to reduce expenditure on these benefi ts within the framework of the 
programme imposed as a quid pro quo for fi nancial support from the EU 
and the IMF (Portuguese Ministry of Finance and Public Administration 
2011). Again, it is worth noting that the majority of these countries are 
at the upper end of poverty distribution in the EU, and have also been 
fi nding it hard to fi nance their public debt in the markets. 

5. Conclusion

Europe is currently going through the worst economic crisis of the post-
War era. Unemployment has increased dramatically in several countries, 
especially among young people, and the prospects for output growth re-
covery appear gloomy for the next few years. Due to the economic in-
terdependence of EU member states, these developments are likely to 
spread across the Union and especially within the euro zone. Past experi-
ence shows that this combination of high unemployment and prolonged 
weak output growth is bound to lead to persistently high unemployment, 
the depreciation of skills and the labour market detachment of unem-
ployed people. The social consequences of these developments will be 
grave as social exclusion is likely to increase. 

Against this background, we have sought to evaluate the coherence of 
the policy responses promoted at the EU level in response to the crisis 
and the quest for growth. We have investigated whether the pursuit of 
fi scal austerity as dictated in the context of the European Semester runs 
counter to the pursuit of inclusive growth through reducing poverty, 
which is one of the priorities of the Europe 2020 Strategy. Our answer is 
affi rmative and our argument is spelled out along two axes. 

First, the underlying principles of the proposed new economic govern-
ance structures are bound to impose a fi scal austerity bias which, under 
the current circumstances, will inevitably lead to depressed demand and 
no output growth in the short, medium and, due to hysteresis mecha-
nisms, eventually the long term. This is inimical to growth as such, but is 
also expected to make any growth that is achieved less inclusive.
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Secondly, a closer look at the recommendations to member states and 
their declared stability and convergence programmes suggests that all 
policy considerations with regard to tackling poverty and social exclu-
sion are subjugated to fi scal consolidation and other goals. It is not 
the fi rst time that inclusive growth has been subordinated to other is-
sues, such as macroeconomic concerns, productivity and employment 
growth, but the crisis and the subsequent austerity measures have fur-
ther emphasised these tendencies. This predominance of public fi nance 
concerns over inclusive growth is particularly striking in the cases of 
member states that have been performing below the average in terms of 
poverty and social exclusion, but have no particular problems in terms 
of the sustainability of their public fi nances. To that end, we have also 
provided some evidence from austerity packages already adopted in se-
lected member states (as available) and how they have been adversely 
affecting vulnerable groups or doing little to improve their position. The 
crisis could and should have been used as an opportunity to introduce 
corrections to the previous growth model, of which rising inequality was 
a prominent feature (Watt 2009). However, the evidence suggests not 
only that this has not happened, but that current policies are tending to 
exacerbate the direct negative effects on distribution and poverty/exclu-
sion arising from the crisis itself.
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Table 1 Evolution of total public expenditure 2012–2016, according to 
Stability and Growth Programmes 2011 (% of GDP)

2012 2013 2014 2015 2016 2016–

2012 

(p.p.)

2016–

2012 

(%)

EE 40.5 39.9 37.3 35.3 34.1 –6.4 –15.8

ES 47 43.3 42.3 41.2 39.7 –7.3 –15.5

LT 36.1 34.7 33.7 32 30.6 –5.5 –15.2

IE 42.2 42.5 39.6 37.5 36.5 –5.7 –13.5

LV 36.4 36.3 34.7 31.9 32 –4.4 –12.1

PL 42.3 41.3 40.5 38.9 37.2 –5.1 –12.1

EL 50.4 47.4 46.9 46.4 44.9 –5.5 –10.9

PT 47.4 48.1 46.2 44.2 42.9 –4.5 –9.5

SK 37.4 37 35.2 33.8 34.1 –3.3 –8.8

HU 48.5 49.6 49.8 49 44.4 –4.1 –8.5

DK 58.3 56.7 55.9 54.9 54 –4.3 –7.4

CZ 44.5 43.3 43 42.3 41.7 –2.8 –6.3

BE 54.7 53.8 53 52.2 51.6 –3.1 –5.7

SE 51.9 52.5 51.8 50.4 49.1 –2.8 –5.4

HR 42 41.3 40.8 39.9 39.9 –5.0

AT 51.2 51.3 50.4 49.4 48.7 –2.5 –4.9

UK 44.9 43.2 44.9 43.8 42.8 –2.1 –4.7

SI 48.8 53.4 49.4 47.9 46.7 –2.1 –4.3

CY 42.3 43.7 44.2 42.6 40.7 –1.6 –3.8

IT 50.7 51.1 49.8 49.4 48.8 –1.9 –3.7

FR 56.6 56.9 56.4 55.5 54.7 –1.9 –3.4

NL 50 49.9 50.4 48.9 48.7 –1.3 –2.6

MT 43.9 44.9 44.9 44.9 42.9 –1 –2.3

DE 45 45.5 44.5 44.5 44.5 –0.5 –1.1

RO 36.4 36.2 36.1 36.2 36 –0.4 –1.1

FI 55.7 56.3 56.1 55.6 55.5 –0.2 –0.4

BG 35.7 38.5 37.8 37.5 36.3 0.6 1.7

LU 43 43.3 43.3 43.8 44.1 1.1 2.6

Source: National Stability and Growth Programmes. DG Ecfi n.
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Table 2 Evolution of social payments 2012–2016, according to Stability 
and Growth Programmes 2011 (% of GDP)

2012 2013 2014 2015 2016 2016–

2012 

(p.p.)

2016–

2012 

(%)

IE 17.5 16.8 16 15.1 14.6 –2.9 –16.6

HR 17.6 16.8 16.2 15.5 14.8 –2.8 –15.9

LT 13.9 13.3 12.6 12.1 11.7 –2.2 –15.8

LV 10.3 10.4 9.8 9.4 8.7 –1.6 –15.5

EL 22.9 21.3 21.1 20.8 20.1 –2.8 –12.2

RO 12.7 12.2 12.2 12 11.8 –0.9 –7.1

SK 18.6 18.4 17.9 17.6 17.4 –1.2 –6.5

HU 17.6 17.5 17 16.8 16.5 –1.1 –6.3

SE 18.2 18.3 17.9 17.5 17.1 –1.1 –6.0

PL 16.4 16.4 16.2 15.9 15.5 –0.9 –5.5

EE 13.1 12.9 12.7 12.7 12.5 –0.6 –4.6

PT 22.6 23.9 22.7 22.1 21.7 –0.9 –4.0

SI 19.7 20.2 20 19.6 19 –0.7 –3.6

MT 13.9 13.7 13.7 13.7 13.5 –0.4 –2.9

ES 18.8 18.9 18.9 18.6 18.3 –0.5 –2.7

BG 13.5 14.2 14.1 13.7 13.2 –0.3 –2.2

DK 19.2 19.5 19.3 19.2 18.8 –0.4 –2.1

AT 24.8 25 24.8 24.6 24.4 –0.4 –1.6

FR 26 26.4 26.3 25.9 25.7 –0.3 –1.2

CZ 20 20.2 20.3 20.2 19.9 –0.1 –0.5

BE 25.8 26.3 26.1 25.9 25.8 0 0.0

CY 15 15.7 16.3 15.8 15 0 0.0

DE 24.4 24.5 24.5 24.5 24.5 0.1 0.4

IT 22.6 23.1 23 22.9 22.7 0.1 0.4

UK 13.5 14.1 13.9 13.7 13.6 0.1 0.7

NL 23.8 23.8 24 24.2 24.2 0.4 1.7

FI 21.3 21.8 21.9 21.9 22 0.7 3.3

LU 20.3 20.7 20.8 21 21.2 0.9 4.4

Source: National Stability and Growth Programmes. DG Ecfi n.
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