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A 15M Movement protest against austerity measures in Madrid, May 2011. © Miguel Parra 

A CAUTIONARY TALE 
The true cost of austerity and inequality in Europe 

EMBARGOED UNTIL 00:01 HRS GMT 12 SEPTEMBER 2013 

European austerity programmes have dismantled the mechanisms that 

reduce inequality and enable equitable growth. With inequality and poverty 

on the rise, Europe is facing a lost decade. An additional 15 to 25 million 

people across Europe could face the prospect of living in poverty by 2025 if 

austerity measures continue. Oxfam knows this because it has seen it 

before. The austerity programmes bear a striking resemblance to the 

ruinous structural adjustment policies imposed on Latin America, South-

East Asia, and sub-Saharan African in the 1980s and 1990s. These policies 

were a failure: a medicine that sought to cure the disease by killing the 

patient. They cannot be allowed to happen again. Oxfam calls on the 

governments of Europe to turn away from austerity measures and instead 

choose a path of inclusive growth that delivers better outcomes for people, 

communities, and the environment.  
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SUMMARY  

Europe has often seen itself as a place where the social contract 

balances growth with development. A place where public services aim to 

ensure everyone has access to a high-quality education and no one need 

live in fear of falling ill. A place where the rights of workers, and 

particularly of women, are respected and supported, and where societies 

care for the weakest and the poorest; where the market has been 

harnessed to benefit society, rather than the other way round. 

However, this idyllic social model has been under threat for some time; 

income inequality was increasing in many countries even before the 

financial crisis began. Now, the European model is under attack from ill-

conceived austerity policies sold to the public as the cost of a stable, 

growing economy, for which all are being asked to pay. Left unchecked, 

these measures will undermine Europe’s social gains, creating divided 

countries and a divided continent, and entrenching poverty for a 

generation.   

The unprecedented bailout of Europe’s financial institutions may have 

saved its banking system, but it also significantly increased public debts. 

They assumed that austerity policies – singularly focused on balancing 

budgets and reducing deficits – would restore market confidence and 

ultimately lead to job creation and renewed economies. In most 

countries, this has not happened. After almost three years, austerity is 

failing on its own terms and continues to exact high social costs. The 

experiences of the UK, Spain, Portugal, and Greece shows that the 

harsher the austerity, the higher the increase in debt ratio.1 A blind focus 

on reducing debt above all else has ignored the fact that growth can still 

occur during relatively high levels of debt and that any new growth in the 

economy must be inclusive and for the benefit of all.  

Austerity programmes implemented across Europe – based on short-

sighted, regressive taxes and deep spending cuts, particularly to public 

services, such as education, health and social security – have dismantled 

the mechanisms that reduce inequality and enable equitable growth. The 

poorest have been hit hardest, as the burden of responsibility for the 

excesses of past decades is passed to those most vulnerable and least 

to blame. Now, leading proponents of austerity, such as the International 

Monetary Fund (IMF), are beginning to recognize that harsh austerity 

measures have not led to the expected results, and have harmed both 

growth and equality.2 

European nations are suffering record levels of long-term and youth 

unemployment, with a generation of young people facing years of 

joblessness to come. As the real value of average incomes continues to 

plummet, falling fastest in countries that have implemented aggressive 

spending cuts, even those in work can look to a future where they are 

significantly poorer than their parents. Almost one in 10 working 

households in Europe now lives in poverty. 

With inequality and 
poverty on the rise, 
Europe is facing a lost 
decade. 

Oxfam has seen the 
impact of austerity 
measures before.  
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In 2011, 120 million people across the EU faced the prospect of living in 

poverty. Oxfam calculates this could rise by at least 15 million, and by as 

much as 25 million, as a result of continued austerity measures. Women 

will be the hardest hit. All the while, the richest have seen their share of 

total income grow, as the poorest are seeing theirs fall. If current trends 

continue some countries in Europe will soon have levels of inequality that 

rank among the highest in the world.  

Throughout Oxfam’s history it has campaigned not just to highlight 

poverty and suffering, but, just as importantly, to highlight the policies 

and politics that are creating this poverty. Oxfam can no longer stand by 

while such poverty and suffering are being created in Europe, and, 

through falling European aid budgets and lower consumer spending, all 

over the world.  

The European experience bears striking similarities to the structural 

adjustment policies imposed on Latin America, South-East Asia, and 

sub-Saharan African in the 1980s and 1990s. Countries in these regions 

received financial bailouts from the IMF and the World Bank after 

agreeing to adopt a range of policies including public-spending cuts, the 

nationalization of private debt, reductions in wages, and a debt 

management model in which repayments to creditors of commercial 

banks took precedence over measures to ensure social and economic 

recovery. These policies were a failure; a medicine that sought to cure 

the disease by killing the patient. 

As part of global civil society, Oxfam fought hard against these policies, 

which forced the pain of economic slowdown on to those least able to bear 

it. Structural adjustment policies led to stagnating incomes and rising 

poverty in many countries, scarring generations across the world. Poverty 

in Indonesia took 10 years to return to pre-crisis levels. In Latin America, 

the incomes of ordinary people were the same in the mid-1990s as they 

had been in 1980. Vital services, such as education and health, were cut 

back or privatized, excluding the poorest and particularly harming women. 

Meanwhile, the share of income of the richest in society increased rapidly.  

In spite of this cautionary tale, austerity is being aggressively pursued in 

Europe, with scant regard for the lessons of the past. These lessons 

suggest a bleak future for Europe’s poorest people, and warn of the 

harmful impacts for society as a whole. 

SUMMARY RECOMMENDATIONS 

It does not have to be this way. There are clear alternatives to the current 

policy of austerity. For a start, the problem of the European public debt 

must be tackled through a transparent arbitration process, which might 

include debt restructuring or cancellation. Further, the underlying flaws in 

the financial system, which the economic crisis brought to light, must be 

also addressed.  

Oxfam calls on European governments to do more than merely adjust 

existing austerity measures.  

An additional 15 to 25 
million people across 
Europe could face the 
prospect of living in 
poverty by 2025 if 
austerity measures 
continue.  

It could take between 
10 to 25 years for 
poverty to return to 
pre-2008 levels in 
Europe. 
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European governments must: 

1. Invest in people and economic growth:  

• prioritize an economic stimulus programme, promoting investments 

and capital spending;  

• target employment creation; 

• Protect EU and member states’ overseas development aid 

budgets. 

2. Invest in public services:  

• guarantee public, universal, high-quality education for all; 

• protect public, universal, high-quality health care and develop 

social protection systems that enable the most vulnerable to live 

with dignity and lift themselves out of poverty. 

3. Strengthen institutional democracy:  

• promote greater participation in democratic processes by all 

stakeholders;  

• ensure greater transparency and accountability of political 

processes;  

• improve workplace democracy, including better employee 

representation and opportunities for greater shared ownership. 

4. Build fair tax systems:  

• implement progressive taxation reforms, including a tax on wealth 

stocks and a Financial Transaction Tax;  

• tackle tax avoidance and evasion, including transparency and 

exchange of financial information, new international tax rules listing 

tax havens. 

 

Europe can ill-afford to continue along the path of austerity and must act 

now to implement these recommendations. Maintaining the current 

course will lead to a decade of rising inequality, and risk further financial 

crises and social unrest. Given the stakes, the economic, ethical, and 

financial argument for change could not be stronger. Without it, we face 

the prospect of a lost European decade. We need a new economic and 

social model that invests in people, strengthens democratic institutions, 

and delivers a fair, progressive fiscal system fit for the twenty-first 

century. Oxfam is proud to stand with civil society in envisaging a new 

model of prosperity built on social justice and environmental 

sustainability. 
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1 INTRODUCTION 

‘It is clear by now that the current mix of tight fiscal austerity and tough 

labour market reforms is not having the desired effect ...To insist on a 

cure that is killing the patient is a folly we can no longer indulge in. 

Europe could take a more balanced approach which – unlike austerity 

pure and simple – has proven to work.’ 

Raymond Torres, Director, ILO International Institute for Labour Studies3 

Oxfam’s mandate is to fight against the injustice of poverty wherever it 

exists, and poverty and inequality are on the rise in Europe. Oxfam has 

observed the worsening situation for European citizens and how socio-

economic changes in Europe can affect the rest of the world. The crisis in 

the banking sector, the response to which created a public debt crisis, is 

having effects throughout society. It is a debt which all Europeans are 

being asked to pay. However, as this paper will show, it is Europe’s 

poorest that are bearing the greatest costs, in an echo of the structural 

adjustment programmes imposed on countries in Latin America, South-

East Asia and sub-Saharan Africa in the 1980s and 1990s.  

The global financial crisis of 2008, which began in earnest with the 

collapse of US merchant bank Lehman Brothers, plunged Europe into a 

situation of economic uncertainty and instability. To save Europe’s 

banking system, an unprecedented bailout of banks and other financial 

institutions began. This ultimately led to the accumulation of huge public 

debts. Between 2008 and 2011, the European Commission approved 

€4.5 trillion in aid to the financial sector (equivalent to 36.7 per cent of EU 

GDP),4 bailing out banks such as Lloyds TSB in the UK and BayernLB in 

Germany. Many banks that did not receive direct bailouts, such Barclays, 

Deutsche Bank and Santander, nevertheless benefited indirectly through 

state interventions.5 

With economies shocked and shattered, there was an initial consensus 

amongst governments that lack of demand and a loss of market 

confidence should be urgently addressed via a financial stimulus 

programme. This would provide an injection of purchasing power to boost 

demand and investment to maintain competitiveness.6 Job creation, 

increases in social security, and increased economic investment were 

targeted as part of the European Economic Recovery Plan (ERP), at a 

total cost of €200bn across the EU (1.5 per cent of EU GDP).7 However, 

the vast majority of the debts that EU countries are currently servicing 

were accumulated as a result of bailouts to financial institutions rather 

than these 2008-2010 stimulus measures (Figure 1). 
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Figure 1: The EU economic 

recovery plan vs. Aid to the 

financial sector8 

 

 

 

 

 

 

 

 

In 2010, many European governments ended their stimulus programmes 

and embarked on a series of austerity measures. Some countries, such 

Greece, Spain, Ireland, and Portugal, were required to undertake austerity 

measures under the terms of their bailout agreements from the European 

Central Bank, European Commission, and International Monetary Fund 

(IMF). Others, such as the UK, have freely chosen to undertaken austerity 

measures because they view them as the best means to overcome high 

public debt and budget deficits.  

The austerity measures comprise several policies that entrench inequality 

– from the loss of decent public services to the erosion of social security 

and the weakening of collective bargaining through deregulation of the 

labour market. These measures, chiefly involving regressive taxes and 

deep spending cuts, are having a severe impact upon European societies, 

at a time when many countries are already experiencing historically high 

levels of unemployment.  

As the richest in many European countries affected by austerity have seen 

their share of income rise, the very poorest have seen their income share 

fall.  

Oxfam has seen the impact of such measures before. Europe’s austerity 

measures clearly echo the structural adjustment programmes of the 1980s 

and 1990s in South-East Asia, sub-Saharan Africa, and Latin America, 

which had a profound effect upon levels of poverty and inequality. In some 

countries these programmes hindered development by two decades and 

led to vast increases in inequality. Based on the lessons learned from 

these previous crises, this paper will propose alternatives to austerity 

measures.  

While this paper focuses on the economics of austerity and its impact on 

people, alternatives for a new prosperity demand a sustainable economic 

model within the planet’s environmental boundaries. There are ways for 

Europe to overcome the current crisis that also guarantee people’s 

fundamental rights and protect those living in poverty in Europe and 

abroad. 
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2 THE IMPACT OF 
AUSTERITY MEASURES 

‘I wish Merkel could understand that austerity leads the economy to 

perform more poorly. It leads to more unemployment, lower wages and 

more inequality. There is no instance of a large economy getting to 

growth through austerity.’ 

Professor Joseph Stiglitz, Nobel Laureate in Economics and former Chief 

Economist of the World Bank 9 

 

The long-term consequences of austerity could be rising levels of poverty 

and inequality for the next two decades.  

The EU has succeeded in the elevation of a great number of people to a 

broad middle class, with each of the last two generations enjoying 

greater relative incomes than their parents. However, the recent increase 

in inequality and poverty, exacerbated by the economic crisis and the 

measures taken in response to it, threatens to undermine this prosperity 

and thus, the very project of European cohesion and progress. 

Based on Oxfam’s experience of the impacts of austerity measures in 

Latin American, South-East Asia and sub-Saharan Africa, it is likely that 

inequality will continue to rise for many years to come. As the ability of 

countries to reduce inequality and poverty is further weakened, Europe 

will become ever more divided within and between countries.  

AUSTERITY IN EUROPE 
Across Europe, austerity has primarily meant deep cuts to spending, with 

the aim of reducing budget deficits. In the UK, for example, the ratio of 

spending cuts and tax increases is roughly 85:15 – for every £100 of 

deficit that is reduced, £85 comes through spending cuts, while £15 is 

through increased taxes.10 The reduction of budget deficits does not 

necessarily lead to reduced debt, and deficit levels may fall whilst debts 

continue to rise, as borrowing continues to meet deficit. As debts 

continue to rise, the true cost of austerity – and who truly wins or loses 

from its policies – must be measured.  

From 2010 to 2014, total public spending will have been cut by 40 per 

cent of GDP in Ireland, approximately 20 per cent in the Baltic States, 12 

per cent in Spain, and 11.5 per cent in the UK.11 For many countries, this 

has meant the loss of huge numbers of public sector jobs and vital public 

services. In the UK, for example, 1.1 million public sector jobs are 

planned to be cut over the period 2010-18. Of these, it is expected that 

twice as many women as men will lose their jobs, as women account for 

64 per cent of the UK public sector workforce.12 This experience is being 

repeated across Europe. In addition, both Italy and Ireland have cut 

public sector wages, while in the UK, Portugal and Spain, they have 

largely been frozen.13  
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Moreover, social security budgets have seen significant cuts by 

European governments. Greece, Latvia, Portugal, and Romania all saw 

decreases of over five per cent in their 2011 budgets.14 In the face of 

increased prices for many basic goods and services, this has a direct 

impact on people’s disposable income. As women are more likely to be 

responsible for the care of children and other dependents, they are 

disproportionately affected by cuts to child benefit, housing benefit, 

disability benefits, or other types of welfare payment, limiting their access 

to the job market.  

At the same time public sector services, social transfers, and collective 

bargaining, vital to combating poverty and inequality, are all being 

eroded. As social security budgets have fallen, Europe’s poorest have 

faced a loss of services and support, making poverty that much harder to 

overcome. Portugal,15 Ireland16 and the UK17 have each taken steps to 

limit eligibility of the unemployed and disabled to receive benefits. In 

addition, some countries have reduced social security payments in real 

terms,18 making it harder for families to cope with unemployment and to 

meet the cost of living. 

In 2010, spending on health in Europe recorded its first drop in decades. 

In Ireland and Greece, cuts in spending exceeded six per cent, reversing 

a decade of growth.19 This could have significant long-term impacts.20 In 

Lisbon, about 20 per cent of clients of pharmacies, mainly women, 

unemployed and elderly people, did not complete their whole 

prescriptions due to rising costs.21  

As part of their austerity measures, many countries have taken steps to 

privatize public services, with the aim of reducing government budget 

deficits. Greece, Portugal, Spain and Italy all faced significant pressure 

from international institutions to undertake privatization – selling off state-

owned energy, water and public transport companies, as well as health 

care institutions.22  

Countries implementing austerity measures have also deregulated their 

labour markets, relaxing employment regulation and reducing the rights 

of workers, on the assumption that this will promote a private sector-led 

recovery that mitigates the losses from public sector cuts. In Greece and 

Italy, governments are seeking to weaken job security by implementing 

policies that will remove protections preventing unfair dismissals. Yet, 

importantly, increases in labour market ‘flexibility’ have not been 

accompanied by social protection measures that could have protected 

those suffering from income insecurity.  

More worrying still is the erosion of collective bargaining systems, as this 

will further reduce the ability of workers to secure vital wage growth.23 

Greece, Italy, Portugal and Spain have all implemented policies intended 

to dismantle collective bargaining systems.24 This is very likely to result in 

widening inequality and a continued drop in real wage values.25 

Most European countries have raised Value Added Tax (VAT) as a 

pivotal part of their austerity plans.26 Raising VAT is a regressive form of 

taxation that disproportionately affects people on lower incomes as they 

tend to spend more on VAT as a proportion of their income.27 While VAT 



 9 

is a comparatively simple measure to raise revenue, it ignores the high 

levels of tax avoidance and evasion amongst multinational corporations 

and individuals. The European Commission has acknowledged that EU 

governments are losing around €1 trillion a year through tax avoidance 

and evasion.28 There has also been relatively little new taxation of 

wealth, which could be a key source of revenue and a much more 

progressive way to address deficits.  

THE IMPACT OF AUSTERITY 

‘The long-term social cost of the economic crisis has been underestimated. 

More people are being evicted from their homes. More people are trapped 

in over indebtedness, as they face increased living costs with reduced 

income. Child poverty is growing and young people are being deprived 

from the possibility to imagine a future. Vulnerable people feel more and 

more stigmatized in the public opinion, as if they were responsible for their 

situation and if social protection was a luxury in times of austerity.’ 

European Anti-Poverty Network, August 2013 

Austerity measures were expected to give confidence to markets, which 

would in turn allow credit and investments to flow, generating private 

sector growth and creating jobs. In most countries this has not happened. 

Instead, Oxfam and its partners across Europe are already witnessing 

the damaging effects of austerity that will have long-lasting impacts upon 

successive generations. Indeed, where growth has occurred, the gains 

are not being equitably distributed, as the poorest continue to suffer, 

while the richest remain comparatively unaffected. This lack of inclusive 

growth puts at risk the sustainability of the recovery.  

 

‘I still leave and come home as if I had a job. In this country, whoever's 

unemployed is ostracized. The more difficulties you have, the worse 

treatment you get ... anywhere. I can feel it every day.’ 

Manuela, unemployed administrative assistant
29

 

Unemployment 

Across Europe, rates of unemployment,30 long-term unemployment,31 

and youth employment32 are all at their highest levels since 2000. In both 

Spain and Greece, unemployment rates almost tripled between 2007 and 

2012, from 8.3 per cent before the crisis to over 24 per cent.33 In Ireland, 

Greece and Spain, the long-term unemployment rate quadrupled 

between 2008 and 2012.34 In Portugal, long-term unemployment rose 

from 4 per cent in 2008 to 7.7 per cent in 2012, its highest level since 

1992.35 Of significant concern is that, more than half of long-term 

unemployed people in Europe have been unemployed for more than two 

years.36 Youth unemployment is particularly high in Portugal (42 per 

cent), Spain (56 per cent) and Greece (59 per cent) – more than double 

the rates recorded in 2008.37 Italy has also recently recorded a youth 

unemployment rate of 39.1 per cent.38 
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 ‘My plan was to find a job. I didn't care if it was in my area. I wanted to 

work – in a clothing store, a supermarket, cleaning, whatever. I removed 

my BA from my CV. I removed that I was doing a masters. No one wants a 

graduate cleaning toilets.’  

Ana, 24 years old
39

  

 ‘Who’s been hit hardest? Poorer people. Poorer people and older people. 

It’s not surprising but it is disappointing. I’m very annoyed. We worked so 

our children wouldn’t have to go through what we went through and they’ve 

just thrown it all way.’  

Ann, 65 years old
40

 

In-work poverty  

Almost one in 10 working households in Europe now lives in poverty, 

known as in-work or working poverty. Cyprus, Ireland, and Italy have 

each seen record working poverty rates in the last two years.41 Workers 

are increasingly finding that the only jobs being created offer limited 

security or fewer hours than they need.42 As the ILO recently reported, 

the worsening employment situation has also intensified the risk of social 

unrest.43 

For those in work, the real value of wages is falling fastest in countries 

implementing aggressive spending cuts, making it more difficult for 

people to cope with rising prices. In the UK and Portugal, real wages are 

reported to have fallen by 3.2 per cent.44 The real value of wages in the 

UK is now at 2003 levels, representing a lost decade for the average 

worker.45 Italy, Spain, and Ireland all recorded decreases in real wages 

over this period. Greece has recorded a fall in real wages of over 10 per 

cent.46  

 

‘It’s such a struggle. The wages don’t go up but yet all the prices for food, 

fares, they all do. By the time I’ve paid out all of my gas and electric, child-

minding fees, shopping, fares to work, I’m maybe, if I’m lucky, left with 

about 10 pounds. Sometimes I will go without a dinner, or anything to eat 

that day, so that there’s money there for other stuff.’ 

Lorna, 33 years old
47

  

Increasing inequality and rising poverty levels 

Austerity measures are weakening the mechanisms that combat 

inequality. Income is being increasingly unequally distributed; rising for 

the richest and falling for the poorest.  

Inequality has been shown to have deep socio-economic impacts. For 

instance, high levels of inequality correlate with lower levels of trust 

between people,48 affecting the cohesiveness of the communities and 

society as a whole. Similarly, high inequality is associated with increases 
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in crime,49 poorer health,50 and lower educational outcomes.51 There is 

an additional risk that inequality will lead to increased susceptibility to 

another financial crash.52 As has been recently noted, long periods of 

unequal income lead to increased rates of high-risk high-interest 

borrowing by those that can least afford to pay back their loans.53 This 

further increases the risk of subsequent major economic crises. Rising 

inequality therefore puts long-term sustainable growth at risk.  

Even before the financial crisis, a number of European countries were 

experiencing growing levels of income inequality despite recording high 

levels of growth.54 Portugal and the UK already rank amongst the most 

unequal countries in the OECD.55 This raises serious questions as to 

how equitable the growth will be in countries in which it will eventually 

return.  

Austerity has already begun to accelerate increases in inequality, 

mirroring the historical impact of austerity measures in OECD countries 

over the past thirty years.56 Portugal, Greece and Italy have seen 

increases in their net income inequality of almost one percentage point 

during 2010-11.57 These increases partly reflect the gains of economic 

elites as a direct result of austerity policies. Indeed, even when taxes and 

social security payments are taken into account, the richest have seen 

their share of total income grow, whilst the poorest have seen theirs fall. 

Other stark indications of continuing prosperity for the richest include the 

growth of Europe’s luxury goods market.58 

In the years since the financial crisis, the countries most affected by 

austerity measures – Greece, Italy, Spain, Portugal and the UK – have 

seen one of two impacts: either the richest tenth of the population has 

seen their share of total income increase, or the poorest tenth has seen 

their share decrease. In some cases both impacts occurred.59 

Figure 2: Income Share for the bottom and top tenths of EU 

population (2011)60 
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Those with greater income often exert greater influence upon decision 

makers, who, in turn, enact policies that further enable unequal 

distribution. Moreover, those with the highest income are most likely to 

have the means to increase their income through, for example, financial 

investment and assets. Inequality can therefore become entrenched and 

perpetuate increases in poverty, and relatively small changes in income 

distribution can have a large effect on levels of poverty.  

The combined wealth of Europe’s ten richest people exceeds the 

total cost of stimulus measures across the EU in 2008-10 (€217bn 

vs. €200bn).61 

Poverty is already rising across the EU. In 2011, 121.2 million people, or 

24.3 per cent of the population, were at risk of poverty or social 

exclusion.62 Greece, Spain, France, Belgium, Slovakia and Sweden all 

recorded increases in the number of people at risk of poverty of around 

one percentage point between 2008 and 2011. Child poverty also stands 

to increase substantially across Europe.63  

THE IMPACT OF AUSTERITY 

BEYOND EUROPE 

Austerity in Europe is also having serious consequences for the 

developing world.64 Many European countries have chosen to cut official 

development assistance (ODA) as part of their austerity measures. While 

the EU was still collectively the world’s single largest aid provider in 

2012, donating $70.7bn, or half of all ODA worldwide,65 this represents a 

decline on previous years.66 Aid from the 15 EU member states that are 

members of the Development Assistance Committee (DAC) was $63.8bn 

in 2012, representing a fall of 7.3 per cent from 2011.67 Unsurprisingly, 

many member states are not on track to meet their targets for aid as a 

percentage of Gross National Income (GNI). 

In addition, austerity as an economic policy is being embraced in many 

developing countries, resulting in higher cuts to public expenditure than 

in developed countries and putting at risk development goals.68 Around 

the world, the costs of adjustment are being thrust upon populations 

already struggling with fewer and lower-paying job opportunities, higher 

food and fuel costs, and reduced access to essential services since the 

crisis began. In short, millions of households around the world continue 

to bear the costs of a ‘recovery’ that has largely excluded them.69 
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Figure 3: Decline of ODA from EU-DAC member states (in 2012 $bn)70  

 
 

AUSTERITY FAILS TO DELIVER  

‘The strategy of austerity actually has been counterproductive from the 

point of view of its very objective of supporting confidence and supporting 

the reduction of budget deficits.’ 

Raymond Torres, Director, ILO International Institute for Labour Studies71 

Austerity as an economic policy was designed primarily to reduce budget 

deficits, in order to restore market confidence and ultimately lead to job 

creation, growth and lower debt levels. As set out in the Maastricht 

Treaty, which created the European Union, the debt-to-GDP target for all 

countries should not be more than 60 per cent with a deficit-to-GDP ratio 

not exceeding three per cent. Many countries were therefore set a target 

by those institutions providing bailouts to reach these ratios by the 

financial year 2014-15.  

However, after almost three years of implementation, austerity is failing 

even on its own terms – increasing deficits in some countries72 and 

raising debt levels – let alone in terms of the huge, unevenly distributed 

human costs. The majority of EU countries have seen their debt-to-GDP 

ratios increase over the last four years.73 At the same time, deficits have 

not fallen fast enough, leading to extension of deadlines74 and potentially 

bringing about a downward spiral of weak or negative growth, ending in 

continued high deficits, deeper spending cuts, and little prospect for 

change. The promise of strong growth has yet to materialize in most 

countries.75  

Ireland’s return to growth is often held up as an exception to the above. 

Yet Ireland potentially offers a window into the future for other EU 
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countries, with reports of high levels of regional income inequality, 

insecure employment76 and significantly decreased spending power.77 

Moreover, Ireland is highly dependent upon the state redistributing 

income through taxes and transfers,78 a feat which is likely to diminish as 

austerity measures continue to bite.  

Iceland, by comparison, has returned to growth while increasing taxes on 

high-income families, sheltering low and middle-income families from 

spending cuts,79 and seeing real wages increase by 1.5 per cent, partly 

driven by a collective agreement to increase wages.80 This has 

contributed to more stable levels of market inequality in Iceland than in 

Ireland.81  

Figure 4 Government debt as a percentage of GDP (2008 – 2013)82 

 

Low debt-to-GDP or deficit-to-GDP levels are not necessary precursors 

for growth. For comparison, the UK’s debt-to-GDP ratio stood at well over 

90 per cent for the period 1949-66, yet during this period it witnessed 

high growth, on average over three per cent. A blind focus on reducing 

debt through austerity ignores the fact that growth can occur in the 

presence of relatively high levels of debt. However, it should be noted 

that there comes a point at which debt does becomes unsustainable and 

other options must be considered.  

The level of growth in countries where austerity has been less forceful, 

such as Iceland, Norway and Germany, further undermines the argument 

that austerity will create conditions conducive to strong growth.  

Lessons regarding the harmful, counterproductive impacts of aggressive 

austerity can be drawn from countries such in South East Asia, Latin 

America and sub-Saharan Africa that experienced similar measures 

during the 1980s and 1990s. 
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3 WE HAVE BEEN HERE 
ALREADY AND WE KNOW 
AUSTERITY DOESN’T WORK 

‘ESAP (Zimbabwe's Enhanced Structural Adjustment Programme) has 

meant that we can only eat two meals a day. We can no longer afford 

meat, because prices are too high. Everything costs more. I cannot afford 

to pay the school fees for my son and daughter since they started charging. 

Government said it was because of ESAP. We can't even go to the clinic 

when the children are sick because we can't afford the medicines.’ 

Zimbabwean woman, Harare
83

 

 

‘I have read that our country is stabilizing. That may be true, but we have 

no jobs. We can't send our children to school. Maybe stabilizing is a good 

thing for the country's [sic] we pay debt to, but here life is getting harder.’ 

Zambian woman
84

 

 

Countries in Latin America, South-East Asia and sub-Saharan Africa 

experienced harsh financial, economic, and currency crises during the 

1980s and 1990s. All received the same remedy from the IMF and the 

World Bank. A structural adjustment package, in which countries 

received financial help from the IMF and the World Bank only after 

agreeing to adopt a range of economic policies, including public-

spending cuts, the nationalization of private debt, reduction of public 

sector wages, decentralization of collective bargaining, and a debt-

management model in which repayments to creditors of commercial 

banks took precedence over ensuring social and economic recovery.85 

Proponents of these policies assumed that the structural reforms would 

quickly generate a considerable increase in investment and growth, 

which would in turn increase employment and salaries.  

The structural adjustment packages bear a striking resemblance to the 

austerity measures being implemented in Europe today, and from them 

we can draw useful comparisons on the potentially destructive impact of 

austerity. It is worth noting that the relative wealth and institutional 

strength of European countries may differ from that of countries in Latin 

America, South-East Asia and sub-Saharan Africa in the 1980s and 

1990s. This will not stop the negative consequences these measures will 

have, but it may mean that austerity takes longer to have the same 

destructive impact. 
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THE IMPACT OF STRUCTURAL 

ADJUSTMENT  

The experiences of Latin America, South-East Asia and sub-Saharan 

Africa show that not only were the structural adjustment policies not 

effective in ending the crises, they had long-term negative impacts on 

poverty and inequality. With levels of poverty and well-being effectively 

set back twenty years, the implementation of adjustment policies came at 

a very high cost for hundreds of millions of people. 

Latin America’s Lost Decade 

‘Adjustment [in Latin America] has been a much slower, more difficult and 

more painful process than the Bank recognized at the outset … What I am 

looking for … is a different way of doing business in the future’ 

James Wolfensohn, then President of the World Bank, April 199686 

Structural adjustment policies took a heavy toll on living standards in 

Latin America and caused poverty levels to rise. Beginning in the early-

1980s, across the continent markets were liberalized, and poverty and 

unemployment rose.87 In many places labour rights were undermined, 

real wages fell,88 informal and precarious work spread, 89 and inequality 

and financial and economic instability increased.90 By the mid-1990s 

most countries in Latin America had seen their income per person fall to 

levels last seen 15 years earlier – and in some countries the figure fell to 

levels not recorded for 25 years. 

Inequality increased in the 1980s and 1990s in almost all countries in the 

region.91 With the exception of Uruguay, all other affected countries saw 

the richest tenth of the population increase their share of national income 

during those two decades, while the share of the poorest 40 per cent 

either stagnated or decreased. Analysts estimate that half of the increase 

in income-based poverty during this period was due to redistribution in 

favour of the richest.92 When growth rates started to recover and inflation 

began to fall in the 1990s, this did not result in an improvement in the 

distribution of income. By 2000, inequality in Latin America had reached 

an all-time high.93 Although it has decreased slightly since then in some 

countries, due to concerted government policies rather than the 

economic model of adjustment and austerity imposed previously, levels 

of inequality continue to be higher than before the 1980s. 

Inequality of income distribution is associated with inequality of access to 

health, education, and other important social services because the 

poorest cannot afford to pay for private services. Between 1980 and 

2000, Latin America's public spending was among the world's lowest, at 

around 20 per cent of GDP.94 A lack of public spending, together with the 

privatization of many vital social services, resulted in key services being 

subject to fees, which pushed them beyond the means of many.  

Growing inequality in Latin America acted as a catalyst for poverty.95 The 

proportion of people living in poverty96 increased from 40.5 per cent in 
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1980 to 48.3 per cent in 1990. The number of people affected by poverty 

in Latin America in 1994 was still higher than it was in 1980.97  

By 1997, more than 200 million Latin Americans were living in poverty, 

despite per capita growth having recovered to more than two per cent per 

year.98 Since 1997, the percentage of people living in poverty in Latin 

America has gradually decreased, but it took until 2005 for poverty levels 

to fall below those of 1980. In other words, it took more than 25 years to 

bring poverty back to pre-crisis levels. 

South-East Asia 

The IMF reacted to the South-East Asia crisis in 1997 in the same way 

as it had to that of Latin America in the 1980s, despite the circumstances 

of the region at the onset of the crisis being nothing like those of Latin 

America 15 years earlier. The IMF demanded deflation through public-

spending cuts and financing of the deficit with public debt at high interest 

rates.  

These measures quickly had negative impacts in several countries, 

including a rise in poverty in Indonesia and an increase in unemployment 

in Thailand. In Indonesia, the number of people living below $2 a day 

rose from 100 million in 1996 to 135 million in 1999, GDP declined by 15 

per cent in one year, and it took over 10 years for poverty to return to 

pre-crisis levels.99 In countries where structural adjustment programmes 

were introduced, public spending on health and education were reduced 

by, on average, almost one per cent of gross national product.  

Malaysia is noteworthy as an example of a country that refused IMF 

assistance and advice. Instead of further opening its economy, Malaysia 

imposed capital controls in an effort to eliminate speculative trading in its 

currency. Malaysia generally suffered less severe economic problems 

than other countries embroiled in the Asian financial crisis. 

Sub-Saharan Africa 

In the 1990s, countries in sub-Saharan Africa were badly affected by 

structural adjustment policies handed down from the IMF and the World 

Bank. In Zimbabwe, spending per head on primary health care and 

primary education were reduced by a third between 1990 and 1995. In 

Zambia, health care spending was halved between 1990 and 1994, and 

spending on children of primary-education age was lower in 1999 than it 

had been in the mid-1980s. In Tanzania, spending per head on health and 

education was a third lower in 1999 than in the mid-1980s.  

Inevitably, public-spending cuts on such a scale undermined the quality of 

public services. Moreover, the spending cuts were typically accompanied 

by a programme of public service privatization and the introduction of user 

fees. This had the greatest impact on the poor, who were least likely to be 

able to pay the fees.100 

Privatization in sub-Saharan African countries had a clear negative 

impact on food security. State-owned enterprises that were in charge of 
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the provision of subsidized seeds and fertilizer, as well as grain for out-

of-season periods, were run down and liberalized or privatized. In 

Malawi, the elimination of subsidies for seeds and fertilizers contributed 

towards four years of food crisis between 2001 and 2005. In Mali, 

suppression of the state backed mechanism to cope with high volatility in 

the global cotton sector exposed Malian cotton farmers to heavily 

distorted world cotton market prices. Prices dropped sharply as a result 

of huge subsidies provided by developed countries to their own farmers. 

The result was that three million Malian farmers saw a 20 per cent drop 

in the price they received for their cotton in 2005, causing an estimated 

increase in poverty of 4.6 per cent across the country. 

THE ROUTE OUT OF THE CRISIS 
Many of the countries in Latin America, South-East Asia, and sub-

Saharan Africa eventually emerged from the crisis by applying measures 

that were contrary to the policies promoted by the IMF. While the 

economic recovery in Latin America took place in a context of improving 

external conditions, particularly a rise in international commodity prices 

and a reduction in the burden of debt service payments, the adoption of 

more progressive policies played a profound role as well. Indeed, in 

recognition of this, the IMF itself has recently changed course with regard 

to structural adjustment policies.101  

Some of the measures adopted by countries increased the role of the 

state in the economy. These included: 

• Regulation of fiscal and monetary policies, and the introduction of new 

capital control mechanisms. Brazil and Costa Rica, for example, 

implemented exchange rate systems and capital control measures to 

halt speculative capital inflows and prevent an excessive revaluation of 

their currencies.  

• Since 2002, a number of Latin American countries rich in natural 

resources have improved their economies' incomes by increasing tax 

revenues and applying well-directed, progressive fiscal and industrial 

policies.102 This has helped to create high-quality jobs in the public 

sector, the services sector and the manufacturing industry. 

• In response to the Asian financial crisis, countries such as South Korea, 

Indonesia, Thailand and China made joint efforts to prevent a 

recurrence.103 These included increased social spending, strengthening 

regional institutions and boosting their financial reserves.104 In contrast 

with the situation in Europe now, these countries maintained growth as 

well as investments in education and youth employment programmes.  

• In many countries recovering from structural adjustment, public 

institutions were reinforced, contributing directly to strengthening 

democracies and recovering key public roles. For example, state 

enterprises in the agricultural sector were often dismantled under 

structural adjustment programmes. In Malawi, a devastating hunger 

crisis was averted with a state-led programme to subsidize maize, 

seeds, and fertilizers in 2007.105 Chile, for its part, kept the 

management of copper production and exports largely in the hands of 

the public sector, which was crucial to boosting revenues.106  
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In large part, Latin America’s debt crisis in the 1990s was resolved 

through market mechanisms and political negotiations aimed at 

cancelling the continent’s debt. Large-scale debt buyback operations 

were carried out with market acceptance,107 but debt cancellations were 

more controversial. In 2001, Argentina reached an agreement with the 

majority of its creditors to write off 80 per cent of its debts. They agreed 

that it would be impossible for Argentina to generate the income needed 

to pay off its enormous debts. 

Civil society opposition to structural adjustment policies was very strong 

and played a crucial role both in changing the political discourse in their 

countries, and developing democratic institutions in authoritarian regimes 

or nascent democracies. In some cases, civil society movements served 

as platform of grievance against those in power. 

LESSONS FOR EUROPE 

Today, many EU countries have shifted back towards ruinous structural 

adjustment policies. The target budget deficit of three per cent of GDP 

imposed as part of the European bailout measures is the same as the 

IMF demanded in Latin America, ignoring the lessons from that 

experience. However, the IMF itself is now revisiting this 

recommendation and questioning its efficiency.108  

Although membership of the Eurozone reduces the possibility for 

countries to adopt monetary-policy tools to respond to the current crisis, 

Europe can still learn lessons from previous crises: 

1. Political leaders and citizens must review and renew consensus on 

fiscal and social policies, and commit themselves to protecting the most 

vulnerable. 

2. Debt repayment or deficit reduction cannot be the sole or overriding 

purpose of economic policy; extreme austerity that reduces deficits but 

not debts is destructive and does not create opportunities for the future. 

3. Even after economic growth has recovered, high levels of inequality can 

slow the pace of growth and limit the potential to convert growth into 

poverty reduction. When income distribution is very unbalanced, people 

on low and even middle incomes have very little chance to save and 

invest. This is damaging to production and employment. For this 

reason, combating inequality should be a top priority, both during the 

economic crisis, and in the recovery phase that follows.109 

4. Structural adjustment programmes depressed economies for years and 

gave rise to massive volatility and instability. This cycle was only broken 

when unsustainable debt reached manageable levels as a result of 

other interventions and where austerity measures were exchanged for 

policies intended to strengthen public institutions, monitor the correct 

functioning of the markets, and create economic and social 

investments. 
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4 THE FUTURE UNDER 
AUSTERITY  

At present, austerity measures are being aggressively pursued across 

Europe with scant regard for lessons from the past. These lessons 

suggest a bleak future for the poorest and harmful socio-economic 

impacts for all of society. Growth is forecast to return to most European 

countries by 2014-15, with the EU as a whole expected to see growth of 

1.6 per cent in 2013-14.110 However, in many cases this will be a return 

to unequal growth yielded rising inequality. Austerity policies will only 

further weakened the mechanisms that could have promoted equality 

and reduced poverty in Europe. 

EUROPE IN 2025 

Austerity measures will have impacts beyond their period of 

implementation. The Institute for Fiscal Studies predicts that poverty 

rates in the UK will have increased by between 2.5 and 5 percentage 

points by 2020, equivalent to 2.7 million more people living in poverty.111  

Europe could have an additional 15 to 25 million people living in 

poverty by 2025 if austerity measures continue, equivalent to the 

population of the Netherlands and Austria combined.112  

At best, the countries most affected by austerity will become the most 

unequal in the Western world.113 At worst, they will rank amongst the 

most unequal anywhere in the world.114  

In several of the most populous nations in Europe, real average incomes 

could continue to fall for many years to come, making more people 

effectively poorer than they were before the crisis. Adults would find the 

prosperity enjoyed by their parents elusive. This could have significant 

consequences for rising levels of private debt, and in turn fuel the 

conditions for further financial crises. 

The erosion of collective bargaining and workplace rights will create the 

conditions for a continuing upward trend in working poverty, as workers 

are less and less able to bargain for better pay and conditions.115 Labour 

markets will become hollowed out as those at the top take a greater 

share of the income. Increasingly, workers will struggle to find work that 

pays enough – or provides enough hours – to lift them above the poverty 

line. High levels of unemployment – particularly long-term and youth 

unemployment – will leave generations marginalized and at a permanent 

disadvantage in job markets.116 

For those struggling below the poverty line – both in work and out-of-

work – the lack of effective social security systems will undermine their 

resilience to shocks and reduce the options available for rebuilding 
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livelihoods. Women will be particularly affected by declining levels of 

social security, which is often a source of independent income within 

households. Public services and voluntary institutions that support people 

and communities in times of hardship will be weakened or even shut 

down through increased demand and declining levels of funding.  

The cuts to public services will result in millions losing their jobs. For 

those that remain in employment, declining levels of pay and conditions 

will mean that public services are less able to attract the best staff. The 

reduction in education and health budgets will undoubtedly entrench 

inequality as those with the means are able to pay for better services. A 

trend away from funding higher education will further exacerbate 

inequality, as only the richest will be able to afford the education needed 

to access higher earning jobs.  

It could take between 10 to 25 years for poverty to return to pre-

2008 levels.117  

The impact of a decline in ODA will be equally wide-reaching and will 

undermine efforts to meet long-term development goals. It will create a 

serious risk that development will decelerate, with negative 

consequences for millions of people living in poverty around the world. 

International development has a positive impact upon the long-term 

future of Europe. If new markets are unable to develop, this could harm 

opportunities for EU economies to grow through exports.  

Austerity measures are laying the foundations for deeply unequal 

societies. Their impact is scarring the lives of millions through a 

prioritization of debt and deficit reduction at the expense of long-term, 

inclusive growth and greater equality. These measures will entrench 

power and wealth for an elite few and steal opportunities from millions of 

today’s youth. The combination of unprecedented levels of 

unemployment, declining levels of social transfers and public services, 

and the loss of collective bargaining mechanisms suggests that, even if 

growth returns, Europeans will live in deeply divided nations and a 

divided Europe.  
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5 MOVING BEYOND 
AUSTERITY 

‘We are seeing a belated recognition of the fact that the constraint 

imposed only by austerity was untenable. Clearly the experience, if 

experience was needed, has demonstrated that reliance on austerity is 

counter-productive.’  

Professor Ashoka Mody, one of the architects of Ireland's bailout118 

 

In 2012, the IMF published research119 showing that in 2010, when 

Greece and other European countries embarked on severe austerity 

programmes, its forecasters underestimated the negative impact that 

spending cuts and regressive tax increases would have on the broader 

economy. It has also acknowledged publicly that it made ‘notable failures’ 

in the Greek bailout, underestimating how far its recommendations would 

undermine the country's already faltering economy.120 

In addition to the alternatives to austerity presented below, Oxfam has 

identified two key areas in which European policy makers should act 

urgently: 

1. Tackle unsustainable European public debt. The increase in 

public debt was primarily generated by state interventions in the 

banking bailout, which, in June 2013, reached 85.9 per cent of 

European GDP (92.2 per cent in the Eurozone).121 Public debt in 

Cyprus, Spain, the UK, France, Belgium, Ireland, Portugal and 

Greece has exceeded the European average122 and, even worse, is 

continuing to increase. In the absence of strong economic growth, 

the level of debt in some countries could become unsustainable.123 

Europe should learn two key lessons from previous debt crises in 

other regions: 1) that unsustainable debt is unpayable, and requires 

a fair and transparent arbitration process that might include a 

comprehensive restructuring or cancellation of the debt; and 2) that 

the sooner the spiral of rising debt is addressed, by member states 

and the EU, the better. 

2. Address major flaws in the financial system. The economic crisis 

highlighted a number of serious flaws, including inadequate 

regulation, insufficient taxes, the dangerous size of financial 

institutions, and the capacity of the financial industry to influence 

political power, all of which continue to contribute to the on-going 

economic turmoil. In order to ensure protection for the poorest, we 

need brave public interventions that address the real causes of the 

crisis, guided by the objective of a fairer, more equal world.124  



 23 

ALTERNATIVES TO AUSTERITY  

‘When private sector demand is collapsing, investors are not investing 

and consumers have lost their jobs and the value of their house so they 

are not consuming. So basically the government comes in and puts some 

demand into the system – that is what stimulus is – that is the logic.’ 

Professor Laura Tyson, University of California, Berkeley125 

Austerity on the scale it is being implemented is not inevitable. Oxfam 

proposes a series of policy changes and public interventions to modify 

the negative impact of the crisis. By changing course, countries affected 

by austerity can progress towards a sustainable growth model, in which 

the quality and distribution of growth are the utmost concern, resulting in 

fairer societies and protection for the poorest sections of those societies.  

Oxfam’s experience of working in Latin America, sub-Saharan Africa and 

South-East Asia during previous financial crises has taught us that there 

are alternatives. An era of European prosperity can be built on new jobs, 

increased wages, economic growth and investment in a sustainable and 

green economy,126 as a means to reduce the debt-to-GDP ratio and 

deliver better outcomes for people, communities and the environment.  

To achieve this, governments should do more than merely adjust 

austerity measures. They should also:  

1. Invest in people and economic growth  

Greater investment in people and jobs is the route out of the crisis. 

Political choices need to be made to allocate spending priorities that put 

people first over foreign debt127 or military spending:128  

1.1 Prioritize a stimulus programme. 

• Governments should prioritize and incentivize investments in 

economic and social infrastructure (including housing), and in 

research and technology that support a sustainable, green economy 

and create jobs; 

• Secondary policy options to provide stability could include 

guaranteeing mortgages and injecting new money into the economy 

(a method known as ‘quantitative easing’).  

1.2 Target employment creation.  

With record rates of unemployment – particularly long-term and youth 

unemployment – proactive employment policies are needed, in order to: 

• create decent work,129 either through public investment and 

procurement and incentivizing private expansion to address regional 

inequalities and environmental sustainability;130 

• offer opportunities for the unemployed to retrain, find, and 

secure new employment. In some cases, this may necessitate 

support for workers to migrate and meet regional labour market 

demands; 
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• connect employment with social protection systems: 

implementation of a social protection floor,131 including through job 

sharing, would help to reduce working hours and generate additional 

employment; jobs that are currently poorly rewarded – including caring 

and child-care – should be re-valued to reflect their social importance;  

• support gender equality in the workplace through the universal 

provision of child-care, flexible working arrangements, and parental 

leave rights.  

 

‘Investing in these measures [to promote youth employment] is far less 

costly than dealing with the consequences through unemployment 

benefits, anti-social behaviour or a more permanent disconnect from the 

labour market’ 

Guy Ryder, Director-General, International Labour Organization 

 

1.3 Protect EU and Member States’ development aid.  

The crisis is hitting the most vulnerable hardest, both in Europe and 

beyond its borders. Aid for development and humanitarian interventions 

is a lifeline for millions around the world. Europe should honour its 

commitments to dedicate 0.7 per cent of its GDP to aid.   

2. Invest in public services  

Public services are not a luxury, but an investment in the future, 

guaranteeing human development and equality of opportunity for 

everyone. Investing in stronger social protection systems will safeguard 

vulnerable people in the short term and help combat inequality over the 

longer term.  

2.1 Guarantee public, universal, high-quality education for all. 

Education is a human right and unequal access to education often leads 

to inequality of opportunity and the entrenchment of poverty for future 

generations; 

2.2 Protect public, universal, high-quality health care.  

Governments should remain committed to protecting public health-care 

systems that offer the full range of necessary medical and health 

services, and protect the most vulnerable from user fees; 

2.3 Develop social protection systems that respond to the most 

vulnerable.  

Protecting low-income households is essential to address inequality and 

prevent severe poverty. Policies could include social services aimed at 

children and young people, or guaranteed income schemes, which can 

be particularly effective in combating child and family poverty;132   

2.4 Guarantee access to secure, affordable decent housing.  

Significant public investment in house-building could also help create 

jobs, make housing more affordable and with a lower environmental 

footprint, and limit the creation of a housing bubble.  
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3. Strengthen institutional democracy  

Europe’s model of market capitalism has favoured a concentration of 

power amongst a few, undermining democracy and fuelling inequality. 

We are at risk of creating much more unequal societies, where 

democratic mechanisms have been significantly weakened. To tackle 

inequality, European governments must strengthen the institutions of 

democracy.  

Oxfam believes that development happens, in Europe and beyond, when 

governments are accountable and citizens are active.133 Therefore, the 

following steps are needed in order to reclaim political space to influence 

government policy for the public interest:  

3.1 Greater participation in democratic processes by all 

stakeholders.  

Citizens should be supported to engage in democratic processes. 

Budgeting and resource allocation, in particular, should involve local 

stakeholders, especially women and marginalized groups. Oxfam and 

other organizations have extensive experience of the benefits of 

participatory budgeting, and this should now be applied in Europe as 

well.134 

3.2 Greater transparency and accountability of political processes.  

Public access to good quality information on administrative and budget 

processes should be strengthened. The role of parliaments as spaces for 

dialogue and accountability before citizens needs to be enhanced. 

Governments must also promote a transparent financial sector that 

meets its social obligations and combats corruption.  

3.3 Workplace democracy.  

Social dialogue between employers, employees and public authorities 

must be improved to combat declining wage shares, particularly for low-

paid workers. This will increase demand, boost the economy, and will 

help to tackle income inequality over the long-term. For example, 

enabling better employee representation and opportunities to share 

ownership of companies could lead to better investment in the real 

economy.  

4. Tax fairly 

Tax systems are an effective instrument to redistribute wealth. 

Governments should structure policy changes around fair taxation and a 

better regulated financial sector. In particular: 

4.1. Implement progressive taxation reforms.  

Ensure the weight of the tax burden falls upon those who can most afford 

it.135 A reduction in taxes for the poorest will enable those with the least 

to keep a greater share of their income. An increase in taxes for the very 

wealthy and for highly profitable businesses will support redistribution of 

wealth and the financing of public and social policies. 
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• Tax wealth stocks. This is an important measure to reduce wealth 

inequality over the long term. For example, progressive taxes could be 

used to prevent future housing bubbles. Taxing other sources of 

wealth could prevent high-risk financial investments; 

• Implement a Financial Transaction Tax (FTT). By implementing a 

small tax (around 0.05 per cent) on cross-border financial 

transactions, governments could regulate speculation and raise 

billions of euros at national, regional, and international levels. Eleven 

European countries agreed to implement a joint European FTT and 

should do so by 2014. Other European countries should join the 

initiative. Revenues raised should be used to complement public and 

social policies that provide protection for the most vulnerable, and to 

fight poverty through international co-operation and climate change. 

4.2. Tackle tax avoidance and evasion.  

Combating tax abuse – both tax evasion and avoidance – has enormous 

revenue-raising potential. Around €1 trillion is lost to tax evasion and 

avoidance every year in the EU, the equivalent of the European budget 

for seven years.136 By recouping all the tax revenue due to European 

treasuries, governments could offset deep spending cuts and reduce 

inequality through redistributive policies. Tackling tax avoidance also 

enables a level playing-field for businesses, as companies currently 

benefiting from complex tax avoidance schemes would be prevented 

from gaining an advantage over those which do pay taxes.  

In order to challenge tax abuse effectively, we need to implement 

measures aimed at combating the opacity of tax systems and impunity of 

tax avoiders:  

• Transparency regarding the financial information of multinational 

companies. Multinationals should provide public, accessible 

information in each country in which they operate about their activities 

(e.g. sales, volume of production, etc), their tax contributions and 

payments made to governments, and the number of employees, and 

their assets; 

• Strengthening multilateral co-operation on tax between different 

countries. The creation of an efficient, multilateral mechanism for 

exchanging information automatically between different tax 

administrations is essential. Currently, many large companies and rich 

individuals divert profits to tax havens where they are subject to little 

or no tax, under a sophisticated framework of tax avoidance. This 

reduces their tax contributions and enables them to avoid paying tax 

in the countries where they are actually carrying out their operations. 

The EU must follow through on its commitments to introduce 

automatic exchange of tax information as its new standard;137   

• New international tax rules for companies, as endorsed by the G20 

and the OECD. The international system for the taxation of 

multinational companies is no longer fit for purpose. Nowadays, the 

tax contribution paid by many large business groups is well below the 

rate set by national tax laws, thanks to loopholes available under the 

various legislations.138 The erosion of the tax-base is a serious 

problem and the G20 endorsed in July 2013 an action plan with 15 
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concrete proposals. This action plan is a welcome step, but countries 

outside of the G20 must also be involved in their design.139 Key 

actions such as automatic information exchange, country by country 

reporting and public disclosure of beneficial ownership should be 

included. Moreover, alternatives to the existing ‘arms length’ system of 

taxation need to be explored; 

• Create a binding European tax havens blacklist to have a cohesive 

approach against tax havens. Based on objective criteria, EU 

countries should publish a common blacklist that will identify non-co-

operative jurisdictions and will ensure greater co-ordination of 

sanctions. Countries on the list would face automatic counter-

measures applied by all member states. Sanctions should also apply 

to European companies that do not comply with EU tax standards and 

use these tax havens to reduce their tax bills.  

What will be the cost of these policies?  

The role of a government must be to serve in the interests of the public 

as a whole. It has a duty to ensure that all its citizens are able to enjoy 

minimum standards of health care, education, housing, and employment 

opportunities. The costs for providing these come from all in society in 

proportion, including those that can most easily afford them. 

One example of achievable policies can be seen in Spain, where 

universal coverage of minimum income policy in Spain would cost €1.8bn 

(in addition to the current €843m spent on this policy). This would 

guarantee minimum income for an additional 407,000 households, thus 

reaching all 1,178,000 people who currently are outside the system. 

€1.8bn is only 36 per cent of the estimated annual revenue which a 

financial transaction tax (FTT) would raise in Spain. 

An FTT of 0.05 per cent could raise €300bn a year globally, and up to 

€5bn in Spain, which is 150 per cent more than what Spain has budgeted 

for ODA in 2011. In eight days, a global FTT would raise enough money 

to ensure universal primary education for the 72 million children 

worldwide who today are not in school (between 10 billion and 15 billion 

annually). 

Can Europe afford these alternatives?  

Yes, if we consider all the implications at stake, it makes economic 

sense. Staying on the current course will lead Europe into a decade of 

stagnating growth and social unrest. It makes ethical sense to foster 

inclusive societies that put people first. And it makes financial sense if the 

relevant policy changes are towards fair taxation and a regulated 

financial sector. Not only can Europe afford these alternatives, Europe 

cannot afford the status quo, the true cost of which is a lost decade. 
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6 CONCLUSION 

This is a crisis that exposes an imbalance of power: the dysfunctional 

financial systems that caused the crisis have largely escaped unscathed, 

but the costs of their actions have been borne by everyone, with the most 

vulnerable bearing the heaviest burden. Governments have responded 

with an austerity and adjustment model that has largely failed to lead to 

growth, and which is already increasing inequality and poverty. Even 

when countries do return to growth, the mechanisms to reduce inequality 

and poverty will have been severely weakened by austerity, meaning that 

the richest will benefit the most from new growth.  

Citizens in Europe and around the world need to increase their political 

engagement in order to influence government policy. We need to change 

course to avoid a lost European decade. We need a new economic and 

social model that requires investment in people, strong democratic 

institutions and a fair fiscal system that delivers better outcomes for 

people, communities and the environment. 
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NOTES 
 

All web links were last accessed in July 2013, unless otherwise stated. 
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