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[bookmark: _Toc425285664]Introduction
This paper attempts to shed some light on the political economy of the austerity programmes currently being applied throughout Europe and in many other countries worldwide.  Firstly, it examines the economic context of austerity, including  its relations to the global financial crisis of 2008 and support for banks,  its impact on economic growth, and links to long-term concerns of the IMF and the EU over public spending. Secondly, it looks at the roles of the IMF and EU, including the legal and economic bases of their interventions, the policy objectives being pursued, and the relationship between both bodies and national laws and political processes. It concludes that tensions between these institutional mechanisms and democratic processes are likely to continue and grow, in the absence of significant economic growth. 

[bookmark: _Toc425285665]Austerity: origins and impact
[bookmark: _Toc425285666][bookmark: _Toc350704169]Crisis and deficits
The austerity policies are not simple economic consequences of the recession. And the crisis which led to the recession was not, in any sense at all, created by government spending policies. The world recession rather stemmed from the financial bubbles generated through a crisis of private finance, most notoriously the ‘sub-prime’ mortgages of the USA, and various forms of securitisation: a crisis of private, not public, finance.  

It was rather the recession which led to government deficits rising everywhere in 2009, partly as an entirely healthy operation of the ‘automatic stabilisers’ whereby governments soak up part of the impact of recessions through a fall in taxes and a rise in spending on benefits, partly as a result of a globally coordinated deliberate expansion of public borrowing in most countries in 2009, which successfully injected a significant boost to the world economy, and partly through the massive debts adopted by various governments to rescue banks which would otherwise have collapsed. Economic recession was contained, through a sharp rise in public deficits and public spending. Public spending as a % of GDP rose significantly everywhere, restoring its long-term upward trend, reaching over 50% of GDP across Europe as a whole.   
[bookmark: _Toc425285667][bookmark: _Toc351656231]Varieties of austerity
The concept of austerity implies a collective sacrifice of current consumption for some public or common good, in the context of limited economic resources which require planned prioritisation. In post-war Europe, it was applied to programmes where household consumption and income was restricted, often with some form of rationing to equalise the impact, to enable  national economic reconstruction to take place, including the establishment of full employment. Public spending, public ownership  and employment, by contrast, grew substantially,  including public healthcare and pensions, which were expanded as key elements of national reconstruction and building a better world. The impact was cushioned by the availability of Marshall aid from the USA, without conditionalities (Eichengreen 2007).  Large amounts of public debt were written off, thus freeing resources for other priorities. This included the cancellation of nearly all of the huge public debt of Germany, which had reached 675% of GDP (Kuttner 2013).  

In the European austerity policies of the 21st century, there are at least two great differences. Firstly, the public objective is very different, and less clear. It is not the reconstruction of  productive capacity , full employment, or the development of the shared benefit of the welfare state, but rather the goal of fiscal soundness, formalised  in targets for government debt and deficit, and the ability to borrow, and repay, in international financial markets.  While it is asserted that these goals will lead to better economic growth and employment levels, these are not the key indicators of success – they are treated rather as externalities. Secondly, the austerity is focussed primarily on public spending, rather than consumer spending (reinforced by the objective focussing on the management of public, rather than private, debt). 
[bookmark: _Toc425285668]Unequal austerity 
Most of the reduction in budget deficits has been made by cuts in spending rather than increases in taxes – in the UK for example the ratio has been about 85:15. The measures have included cuts in subsidies, cuts in pay and pensions of public employees, reduced eligibility for benefits and pensions, and cuts in healthcare expenditure (Ortiz and Cummins 2013),  and the effects have been felt in terms of loss of income, loss of employment, insecurity, morbidity and mortality: “austerity is not only self-defeating but fatal” (Stuckler and Basu 2013). While the programmes have been welcomed by banks and financial institutions, small businesses have been less enthusiastic, and they have been met with a wave of general strikes on an unprecedented scale, and by social movements of unemployed youth. (Cavero and Poinasamy 2013)

Under austerity programmes, the poor are harder hit by cuts in public services as well as by cuts in benefits or subsidies. This is because the benefits of public services are very evenly distributed between households divided into five income bands, or quintiles, so each quintile receives roughly equal benefit from the services, in absolute terms. In relative terms, it means that the poor lose a greater proportion of their combined welfare from money income and public services from cuts in public services.  (Verbist et al 2012). 
[bookmark: _Toc350704180][bookmark: _Toc425285669]Value of public services relative to disposable income, 27 OECD countries

Source: calculated from Verbist et al p.35  http://dx.doi.org/10.1787/5k9h363c5szq-en

[bookmark: _Toc425285670][bookmark: _Toc297975215][bookmark: _Toc351656225]Austerity without growth
[bookmark: _Toc425285671]Actual experience: austerity is linked to fall in GDP
The supporters of austerity argue that it will restore confidence of markets and investors, and so result in stronger growth in the economy as a whole, as a result of which all groups will be better off.  The sacrifices are thus worthwhile for everybody in the end.   If this was true, then the case for austerity would be stronger, as there would be some benefits available to all groups, to compensate for the losses suffered as a result of the austerity measures themselves. But the empirical evidence, both from the current policies, and from previous experience, is that this is not happening. Moreover, there  is much evidence dating from before the European crisis that austerity policies do not lead to growth.
As far as current policies are concerned, the simple evidence in the charts below - from a Nobel prize-winning economist - show the opposite: the greater the austerity, measured in terms of reducing government deficit, the greater the fall in GDP. There is a strong correlation, but the reverse of what is promised. In addition to imposing austerity, the policies also impose lower growth.

[bookmark: _Toc351656228][bookmark: _Toc425285672]Austerity and growth 2009-2011 (Krugman)
[image: http://graphics8.nytimes.com/images/2012/04/23/opinion/042312krugman1/042312krugman1-blog480.jpg]
Source: http://krugman.blogs.nytimes.com/2012/04/24/austerity-and-growth-again-wonkish/ 

[bookmark: _Toc425285673]Previous evidence on austerity and growth
[bookmark: _Toc351656232]Moreover, this is not surprising, least of all for the IMF, which has published some of the strongest evidence that policies of austerity and liberalisation do not lead to growth in GDP. Three reports are especially relevant.  

The first is a research paper published in August 2012, with the extremely misleading title of “Successful Austerity in the United States, Europe and Japan”.   (IMF 2012a) Its main results, however, did not identify any successes, but rather confirmed that, on the basis of past evidence, fiscal consolidation – that is, reducing government deficits -  is extremely likely to damage growth, especially in recession.  It concluded that:“withdrawing fiscal stimuli too quickly in economies where output is already contracting can prolong their recessions without generating the expected fiscal saving. This is particularly true if the consolidation is centred around cuts to public expenditure…and if the size of the consolidation is large.” It also found that any ‘confidence effects’ “do not seem to have ever been strong enough to make the consolidations expansionary”, so the supposed trade-off of restoring market confidence never compensates for the damage. As an analysis by Ronald Janssen concluded, this paper: “is simply devastating for traditional and mainstream recommendations on fiscal policy and austerity.” [endnoteRef:1] [1:   http://www.social-europe.eu/2012/10/blame-it-on-the-multiplier/] 


The second  report concerned the forecasts attached to austerity measures, which systematically claim that after the initial impact, there will be a positive effect on growth. In the October 2012 World Economic Outlook, the IMF  reported that all such forecasts of economic growth following austerity have been systematically overstated by a large margin (IMF 2012b). This finding applied to the forecasts of all the international institutions - the IMF, European Commission, and OECD – and one leading private forecaster, the Economist Intelligence Unit.  It also confirms that the overstatements are not explicable by exceptional cases of high debt levels, or trade imbalances, or even the activities of financial markets. The WEO says bluntly that the relationship between forecasts and actual outcomes is “large, negative, and significant”.  The WEO attributes this to over-optimistic multipliers, that is, the ratio between austerity measures and subsequent change in GDP.  

Moreover, the IMF had already known, for some years, that its growth forecasts for austerity packages were systematically over-optimistic. A detailed examination of fiscal adjustment in 133 IMF-supported programmes in 70 countries carried out by the IMF’s own Independent Evaluation Office (IEO) in 2003 noted:
“There is a tendency to adopt fiscal targets based on overoptimistic assumptions about the pace of economic recovery leading inevitably to fiscal underperformance and frequent revisions of targets. The optimism about growth recovery in the short term is itself often the consequence of overoptimistic assumptions about the pace of revival of private investment when a more realistic assessment in certain circumstances could have justified the adoption of a more relaxed fiscal stance on contra-cyclical grounds.” (IMF 2003)

They were reminded of these results in a more recent analysis by UNCTAD of the failure of growth to materialise as promised after earlier  IMF programmes in developing and transition economies. It found that in nearly all cases, the outturns in terms of GDP growth were worse than the IMF forecasts, and points up a more fundamental weakness underlying these forecasting failure – that the IMF is working on a set of  false assumptions about how economies work: “Misjudging the effects of fiscal tightening seems to be the rule rather than the exception in IMF-backed programmes…. In country after country where fiscal tightening was expected to both reduce the budget deficit and boost investment and economic growth, the opposite happened. … This record of failed IMF-sponsored adjustment programmes suggests that they are based on a fundamental macroeconomic misconception.” (UNCTAD 2011 p.65)

[bookmark: _Toc351656236]Although the IMF have effectively admitted that their forecasts were flawed, the reaction of the European Commission in 2012 was to attempt a tortuous theoretical defence of the possibility of austerity policies being compatible with growth in GDP, in its annual report on public finances.  (European Commission 2012) The report does not address the empirical evidence, but  instead dismisses the idea that austerity does not generate economic growth as “counter-intuitive”. (EC 2012 p.160)

[bookmark: _Toc351656235][bookmark: _Toc425285674]The negative effects of ‘good’ governance
Apart from the cuts in government deficits, the IMF programmes, and the EU economic policies, also require  changes in economic governance and regulation, so that business is less constrained by regulation of all kinds, including labour conditions and regulation of the financial sector.  The World Bank publishes indices of good economic governance, based on business opinions.

The third of the relevant IMF papers, published in 2011,  studied whether countries which scored  better on ‘good governance’, as defined by the World Bank indicators of economic governance ,  had weathered the global economic crisis better. (IMF 2011)

The results, however, show that the favoured policies are not just useless, but positively damaging: 
“….This variable is negative and highly significant …the countries with the best ratings in terms of public sector regulatory framework, as well as those countries with the most far reaching financial deregulation, were hit the hardest economically”

Nor is the IMF alone in reaching these results. An earlier paper, published by the OECD and co-authored by an ECB economist, also found that: “the indicators of the quality of public sector regulations—which proxy the “market friendliness” of the economy—are negatively correlated with economic growth” (IMF 2011, Giannone et al 2010).


[bookmark: _Toc425285675]Explaining austerity: bond markets and public spending
If austerity policies cannot be expected to restore growth, it is necessary to look for other factors to explain why it has taken place, and why it has led to changes in EU law to enshrine the observation of austerity rules in future. Two key factors can be identified: the role of financial money markets, and the long-established concern of the IMF and the European Commission to limit the growth in public spending.
[bookmark: _Toc425285676]Bond markets and austerity
In Eurozone countries, the austerity programmes were driven by financial markets speculation against those countries perceived to be potential risks for creditors. The close links between the financial markets and austerity programmes can be seen in the chart, which support the “strong perception that countries that introduced austerity programs in the Eurozone were somehow forced to do so by the financial markets”. There is an almost perfect correlation between the interest demanded by the markets for debt of different countries, and the degree of austerity they adopted. (de Grauwe and Ji 2013)

These market pressures emerged because, from 2008, other Eurozone countries refused to confirm a continuation of the implied solidarity, which had previously resulted in more or less identical interest rates (spreads) on government bonds throughout the Eurozone. The consequent rescue packages by the Troika  were then the vehicle for the application of austerity policies, followed by the restoration of  Eurozone solidarity in 2012, when the ECB committed itself to unlimited support of the government bond markets.  The spreads then dropped dramatically, despite a rise in the ratio of government debt to GDP in all countries. (de Grauwe and Ji 2013)

[bookmark: _Toc425285677]Austerity measures and financial market borrowing ‘spreads’ in 2011
[image: http://www.voxeu.org/sites/default/files/image/FromApr2012/degrauwe_fig1.png]
Source: de Grauwe and Ji 2013


The prioritisation of bond-holders has long historical antecedents in Southern Europe and Mediterranean countries. Between the 1870s and 1920s, the governments of Britain, France and Germany installed committees to take over the management of public revenues in a number of countries (including Greece, Portugal, the Ottoman empire, Egypt and Morocco). These committees ensured that the first priority was given to paying interest to the banks of the northern countries who had invested in bonds of the southern governments.  The Troika packages are the modern equivalent. 


[bookmark: _Toc425285678]The problem of public spending
One core element of neoliberalism has been a commitment to reducing the role of the state, and the level of public spending has been a central aspect of this. In OECD countries as a whole, it had risen from around 13% of GDP in the early 20th century to about 45% by the mid-1990s, while in Europe it had risen to over 50%.  National governments had mostly succeeded in slowing or reversing this growth, but the crisis and the reflationary policies of 2009 saw the levels leap up again, to over 50%. If the expansionary policies had continued, the level of public spending would have also continued growing.
[bookmark: _Toc425285679]Government spending as % of GDP, EU-27, 1995-2012

Source: Eurostat Government revenue, expenditure and main aggregates [gov_a_main] http://epp.eurostat.ec.europa.eu/portal/page/portal/government_finance_statistics/data/main_tables


But well before the crisis, since the 1990s, the IMF, OECD, EU and national governments had been arguing that major cuts in public spending were needed, because of the ‘demographic time-bomb’ of ageing populations, requiring higher spending on healthcare and pensions.  The European Commission’s first report on the subject, in 1999, identified the problem simply as: “Ageing is consequently expected to result in substantial increases in age-related public expenditures”,  and also  identified these services as ‘culprits’ in the post-war growth in public spending: “over the last 35 years, increases in these expenditures have been the main culprits in explaining the inexorable rise in the share of government expenditure in GDP”. It then emphasised the large reversal needed, and its lack of confidence in elected governments to deliver it: “It is important to stress the scale of the task facing governments in relation to controlling health and pension expenditure over the next 50 years…. Furthermore, and equally worrying, if past experience is anything to go by, Governments are going to have difficulty even keeping their pension and health care budgets to the, already rather large, percentage points increases which will emanate from purely demographic factors.” (McMorrow and Roeger 1999 p.16).

The demographic timebomb was also used by the IMF to justify the abandonment of the Keynesian stimulus policies of 2009 in favour of long-term, global austerity policies. It projected that healthcare spending alone could rise by the equivalent of 3.5% of GDP by 2030, and pensions spending by 1% of GDP, and proposed a general austerity strategy, with the sole objective of  containing future growth of public spending. (IMF 2010)

[bookmark: _Toc425285680]IMF and the fear of future public spending
[image: ]
Source: IMF 2010

Thus by 2009 many governments had already adopted policies of reducing pension entitlements and pension levels, both in general and for public employees in particular, despite strong attempts at resistance. People now have to work longer, retire later, and receive lower pensions. 

Public spending on public healthcare in Europe has also now started falling, from 9.2% of GDP in 2009 and 9.0% in 2010 for the first time in many years: exactly what the international institutions had been wanting to happen. Ireland and Greece recorded some of the biggest cuts (OECD/EU 2012). 


[bookmark: _Toc425285681]IMF 
The power of the IMF to influence the economic policies of governments has existed long before the recession and the crises in European countries. This power derives not from any legal obligation on countries to follow particular policies, but from the economic significance of its surveillance and lending powers. It  brings it into conflict with national law, and  reflects a global role that is not only economic but, increasingly, geopolitical.
[bookmark: _Toc425285682]Informal power and conflicts of interest
The original remit of the IMF was drawn up in the context of the Bretton Woods exchange rate mechanism, and under article IV member states undertook “to collaborate with the Fund to promote exchange stability, to maintain orderly exchange arrangements with other members, and to avoid competitive exchange alterations”. The IMF was authorised to make loans to countries to assist in stabilising the value of currencies, and to help countries in balance of payments difficulties. There were also possible sanctions against countries which failed to maintain their proper exchange rates, including losing the right to borrow from the IMF, or loss of membership.

As the fixed exchange rate system came to an end in the 1970s, the IMF’s remit was re-defined to provide loans to deal with economic crises, including those caused by the surge in oil prices, or by excessive foreign debts. The IMF was given new powers to monitor and influence national policies using “dialogue, persuasion, candour, even-handedness and due regard to country circumstances”, as well as to provide technical assistance to central banks and finance ministries.  The IMF also began to specify  policies as conditions for loans, and in its advice to governments, with a standard set of  measures including reductions in public spending, especially in the public sector wages bill, increased charges for public services, de-regulation and privatisation – the central features of the ‘Washington consensus’ and  neoliberal economic policies. With the political approval of its most powerful members for these policies, the conditionalities attached to IMF loans became a key way of promoting and extending these policies world-wide, and a key part of globalisation. (Thorstensen et al 2013)

The IMF has been able to have such impact not because countries have any legal obligation to adopt a certain set of policies. Unlike membership of the EU, which requires countries to adopt a wide range of specific laws and policies on economic, environmental and other issues, there is no such obligation on members of the IMF. Nor is there a contractual obligation on borrowers which is legally enforced by the IMF - formally, the conditionalities are contained in a government statement of policies it proposes to follow (Klein 2003). The impact of the IMF rather stems from its unique ability to exercise economic power and influence over selected countries, as a result of its surveillance and lending powers.   

The surveillance role gives the IMF a globally unique role as constant and universal economic policy adviser to all countries at all times, through the programme of annual visits and reports on national economies.  Without the context of an IMF loan, these may function to encourage and reinforce existing policies: to take an improbable example,  an IMF staff mission to Libya in 2010 congratulated the Gaddafi regime in Libya for a programme to make 340,000 public employees redundant, recommended that the process “should be accelerated”, and added that  “The mission would like to thank the authorities for their excellent cooperation and hospitality.” [endnoteRef:2]  These visits are supplemented by regular reports on the world economy, global financial issues, and a plethora of research and other papers on economic policy. At national level, this has repeated impact on the acceptable range of government policies: a bad report from the IMF surveillance makes it more difficult for a country to borrow the money it needs. At international level, the effect is magnified by constant media coverage, academic discussion, and attention from financial markets, which continuously reinforces the dominance of the orthodox  economic ideology of the Washington consensus. [2:   IMF 2010 Preliminary Conclusions of the Mission to Libya October 2010       http://www.imf.org/external/np/ms/2010/102810.htm  ; Jadaliyya   29 May 2011 Adam Hanieh ‘Egypt’s Orderly transition? International Aid and the Rush to Structural Adjustment http://www.jadaliyya.com/pages/index/1711/egypts-%E2%80%98orderly-transition%E2%80%99-international-aid-and- ; Patrick Bond (2011): Neoliberal threats to North Africa, Review of African
Political Economy, 38:129, 481-495 http://dx.doi.org/10.1080/03056244.2011.602546 
] 


IMF loans create a more direct economic bargaining mechanism, in which the loan conditionalities enable the IMF to induce countries to adopt its preferred policies. This power is based on the potential sanction of postponing or withholding the loans – if the correct policies are not adopted, the loans may be witheld, and the money markets will be much less willing to lend money to the government.  So the relationship is not simply a partnership cooperating to a single end. It is also an exchange relationship, in which the IMF receives its desired policies in exchange for a loan – even if those policies are not desired by the government or large sections of the population of those countries.

As shown in the previous section, these economic policies are not a technocratic and uncontroversial package, but rather a set of highly contentious policies. The role of conditionalities is thus to ward off the  danger that democratic processes will not lead to the result desired by the IMF, because of  a conflict of interests: “between the IMF as lender and the country as borrower, …between the country and other foreign lenders, or between sharply conflicting interests within a country.” (Drazen 2002). The core of this conflict is between the interests of citizens as expressed through democracy and the interests of financial entities expressed through the market:

 “The politics of public debt may be conceived in terms of a distributional conflict between creditors and citizens. Both have claims on public funds in the form of contractual-commercial and political-social rights, respectively. In a democracy, citizens have the possibility of electing a government responsive to them but “irresponsible” from the viewpoint of financial markets…. creditors will seek guarantees that .. their  claims will always be given priority over those of citizens” (Streeck 2013)

The impact of the IMF should thus be understood as the exercise of informal power, engaged in repeated conflicts with the framework of national law and democratic activity, as summarised by Ulrich Beck: 
 “This de-territorialised economic power requires neither political implementation nor political legitimacy. In establishing itself, it even bypasses the institutions of the developed democracies, including parliaments and courts. This meta power is neither legal nor legitimate; it is ‘translegal’ (Beck 2005)
[bookmark: _Toc425285683][bookmark: _Toc351656237]IMF and national  constitutions
The IMF has repeatedly encountered public and political resistance to its programmes. One form of this resistance has been through national court cases seeking rulings that measures required by the IMF are unconstitutional. As shown in the table below, the constitutional courts of Latvia, Romania, Hungary and Portugal have ruled various elements of their countries’ packages unconstitutional, mostly in relation to cuts in pensions entitlement, cuts in public sector pay, or cuts in healthcare provision. This form of resistance has also been encountered in previous IMF packages, including in Colombia in the early 2000s and Hungary in the 1990s. 

This has become a matter of concern to the financial markets, who see the constitutions as undesirable obstacles to the economic policies desired by countries’ creditors. The bankers JP Morgan issued a remarkable note on the crisis in June 2013  which discussed the progress of European countries on deleveraging, economic restructuring, and political reform.  Under the heading of ‘political reform’, it warned that:

“there are deep seated political problems in the periphery, which, in our view, need to change if EMU is going to function properly in the long run. The political systems in the periphery were established in the aftermath of dictatorship, and were defined by that experience. Constitutions tend to show a strong socialist influence, reflecting the political strength that left wing parties gained after the defeat of fascism…… There is a growing recognition of the extent of this problem, both in the core and in the periphery. Change is beginning to take place.” (JP Morgan 2013)

[bookmark: _Toc425285684] National constitutional court decisions against IMF/Troika austerity
	Date
	Country
	Issues
	

	1995
	Hungary
	Benefits, labour law, 
	The court rejected a number of elements of a cuts package demanded by the IMF in 1995, e.g. on benefits and sick leave. The IMF demands were partly reduced, some cuts were made elsewhere, and privatisation was accelerated. (Scheppele 2006)

	2000-2004
	Colombia
	Pensions, public sector pay, healthcare,
	the constitutional court of Colombia heard a series of cases against the IMF structural adjustment programmes between 1999-2004, and ruled policies were unconstitutional in 39 cases: “The Court affirmed that the need to control the fiscal deficit is not a valid argument to maintain situations that can violate constitutional rights”

	21/12/2009
	Latvia
	Pensions
	The Court found the law [which decreased the amount received by current pensioners by 10% and that by future pensioners who were currently employed by 70%] unconstitutional and in violation of an individual’s right to a pension because Parliament had not considered other less restrictive alternatives, had not provided an adequate transition period before the law came into effect and there was no plan for future compensation: even if the conditions had been externally imposed, those conditions “cannot replace the rights established by the Constitution’.

	24/06/2010
	Romania
	pensions
	the Romanian constitutional court provoked enormous upheaval by overturning a proposed 15% cut in pensions government's plan to cut pensions by 15 percent in 2010 in order to reduce public spending was "unconstitutional."

	10/2010
	Hungary
	Public sector pay
	the constitutional court struck down several laws as unconstitutional, including a 98% tax on public sector severence pay packages worth more than 7,275 euros. The government then passed a constitutional amendment by two thirds parliamentary vote, which allows the Constitutional Court the power to annul laws affecting the budget, the implementation of the budget, central taxes, contribution payments and duties only if they violate the right to life and dignity, the right to protect personal data, the freedom of thought, conscience and religion, and rights connected to Hungarian citizenship. The Constitutional Court can still declare laws outside of this unconstitutional, but cannot annul them.

	04/04/2013
	Portugal
	Pensions, Public sector pay
	the constitutional court rejected cuts in state pensions and public sector pay equivalent to about 7 per cent of annual income as well as cuts in sickness and unemployment benefits. the measures deemed unconstitutional represented between €900m and €1.3bn in government revenue and savings, about 20 per cent of the €5bn the government planned to gain from austerity measures this year.

	28/08/2013
	Portugal
	Public sector employment
	court has ruled that legislation enabling the government to fire public sector workers who cannot be retrained is illegal, the provision flouted Portugal's "job safety guarantee".

	
	
	
	


Sources: Rodriguez 2005,  O'Donovan 2010, Klein 2003, Scheppele 2006
[bookmark: _Toc425285685]Geopolitics and the pattern of loans
Europe is now especially important to the IMF because many countries in other world regions have effectively rejected the possibility of an IMF loan as an instrument of policy. No country in South America, except for Colombia, currently has an IMF loan, in most cases because governments have taken policy decisions to pay off loans as fast as possible and avoid any future IMF loan, following their experiences with structural adjustment loans in the 1990s and 2000s. In Asia, many countries took similar decisions, explicitly or in practice, following their experiences with IMF loans after the Asian currency crisis of 1998, including Indonesia, Philippines and Thailand.  

This had such an impact that the IMF was preparing to make 10% of its staff redundant, when the global financial crisis arrived to give the IMF a new role in dealing with the consequences. However, Asian and Latin American countries have continued to distance themselves from the possibility of fresh interventions by the IMF. A Latin American initiative to create a ‘Bank of the South’ was followed by the east Asian countries developing an alternative regional system of support through the Chiang Mai Initiative Multilateralisation (CMIM), and now the BRICS countries have also agreed to create a New Development Bank (Nissan 2013, Bretton Woods Project 2014). 
[bookmark: _Toc425285686]Countries which accelerated final repayment of IMF loans
	Country
	Date of final repayment to IMF

	
	

	Argentina
	2005

	Brazil
	2005

	Bulgaria
	2007-2008

	Ecuador
	2007-2008

	Indonesia
	2008

	Philippines
	2006

	Serbia
	2007

	Thailand
	2003

	Turkey
	2013 

	Uruguay
	2007-2008

	Venezuela
	1999


Source: IMF Annual Report 2007; Soren Ambrose “The decline (& fall?) of the IMF” 02 April 2007    http://www.focusweb.org/index2.php?option=com_content&do_pdf=1&id=1172 

As a result, IMF loans are now heavily concentrated in Europe, Africa, and central America and Caribbean – with Europe representing by far the greatest amount by value. The map of IMF loans shows this pattern very clearly, and also shows how other loans are also clustered in regions of strategic geopolitical importance – eastern Europe, the middle east, central Asia and the Indian Ocean. 

The persistent attempts to offer loans to north African countries following the Arab spring, with only vague attempts at explaining why the loans are necessary (and the new loan to Ukraine in 2014) may also be best explained by their geo-political significance. In 2010 the IMF endorsed the policies of the Mubarak regime in Egypt as “Five years of reforms and prudent macroeconomic policies”; but since the 2011 uprising, the IMF has repeatedly offered Egypt a loan, which has been initially accepted by the interim military governments, and by the short-lived Morsi government, but then deferred as a result of widespread popular opposition.  A somewhat different dynamic was at play in Russia in the 1990s, where the IMF, unusually, was effectively indifferent to the apparent misappropriation of the money for the use of individuals: the core objective of supporting new free-market  policies was more important to the IMF. 
[bookmark: _Toc425285687]IMF Lending at a Glance (March 2014)
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Source: IMF Lending at a glance (http://www.imf.org/external/np/exr/map/lending/index.htm)
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The EU has revised the treaty and introduced new laws, directives and agreements which seek to strengthen the role of the EU in monitoring and directing the fiscal and economic policies of member states. These changes build on existing constraints on public services and fiscal policies, by providing the EU with new powers of fiscal supervision and surveillance, explicitly designed to limit the possibility of policy changes arising from national democratic activity.    
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The subordination of public services (also known as services of general interest, SGI) to the requirements of policies of trade liberalisation and fiscal orthodoxy has developed over many decades in the EU.  The early political framework for the development of the EU allowed for economic liberalisation to be central to the  European level, while public services were for the most part left to national competences, a compromosie which allowed support from a wide range of political positions on left and right (Bugaric 2013).

The provision of public services in Europe have been subject to more and more encroachment by  treaty clauses and directives concerning trade, competition and the creation of the internal market. These include: 
· Procurement law, intended to promote transparent competition for public contracts, has been used to restrict the ability of public authorities to use corporatized entities without tendering
· State aid rules, originally intended to prevent member states subsidising manufacturing companies to give them an unfair competitive advantage against competitors in other countries, came to be increasingly applied to restrict the financing of public service organisations in sectors where private providers wanted to expand their activities; 
· Internal market rules extended to sectors previously part of the public sector in many countries, such as electricity, telecoms, rail, and post, requiring the end of public monopolies and the opening of markets in these sectors, and more general liberalisation of the services sector

This process, which involved a series of directives and rulings by the Commission and judgments by the ECJ, has been politically contentious and vigorously contested, for example the long battle over the Services Directive in the mid-2000s. These conflicts continue: a recent example is the Concessions Directive, which facilitates the use of concessions and other PPPs, where the Commission felt obliged to exclude the water sector as a result of a Europe wide campaign.  This process is driven by the primacy of trade policy in the  EU, which has developed an “assymetric policy regime, with strong exclusive Commission competences in the field of competition and shared fragile EU competences in the realm of social policies”, as part of a system based on insider consensus which resists conflict over the fundamental policies themselves, at the expense of undermining the political legitimacy of the EU itself. (Crespy 2013, 2014)  

This subordination of public services to market liberalisation was not inevitable. In response to the recession, for example, the Commission applied a temporary framework enabling it to authorise state aid for the financial sector worth €592 billion in capital support measures and €906 billion in guarantees, a combined total worth 12.3% of the GDP of the whole of Europe (EU 2013B) – the decision to enable such support for banks, but not for public services, was a political choice, not a legal inevitability. Within the long-term framework of the treaty itself, it would be possible to give a blanket exemption for public services from all elements of the treaty, as has been done for arms and weapons (including biological, chemical and nuclear weapons) ever since the original Treaty of Rome in 1958, and continues in the latest version of the treaty: “The provisions of this Treaty shall not preclude the application of the following rules: …..(b) Any Member State may take such measures as it considers necessary for the protection of the essential interests of its security which are connected with the production of or trade in arms, munitions and war material”. An order of the Commission lists the firearms, artillery, bombs, rockets, tanks, ships, aircraft, electronic and other equipment covered by this exemption, including “toxic, biological or chemical agents and radioactive agents adapted for destructive use in war against persons, animals or crops” (Article 346 TFEU). 
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A more fundamental problem for all forms of public spending arose from the construction of the EMU and the Euro, which created the first legal powers for the EU to intervene in the fiscal policies of member states, and thus decisions on financing public services. This was based on the premise that a common currency, and even a common economic union, required all member states to accept standardised constraints on government annual deficits, set at a maximum of 3% of GDP, and on accumulated government debt, set at a maximum of 60% of GDP.  These figures were not mathematically deduced from universally accepted economic laws and truths – indeed, the relationship between public deficit, debt, and economic growth continues to be a hotly contested issue – but simply the result of political negotiation as part of the Maastricht treaty revisions in 1993: “the rule is quite arbitrary…the only reason why 60% seems to have been chosen at Maastricht was that at that time this was the average debt-GDP ratio in the EU”. (De Grauwe 2012 p.138)  

The Commission was given the power to apply fines on member states which breached these limits, but despite their legal status under the treaty, it was unable to apply these sanctions effectively against its largest member states – , France, Germany, Italy and the UK – when they breached the limits in the early 2000s.This led to reforms which allowed the Commission to calculate ‘medium-term objectives’ for countries, but without additional sanctions  (Thillaye et al 2014). 

The fiscal rules, and the EU’s inability to enforce them, have also led the EU to encourage PPPs - which are counted as private finance - as a way of allowing member states to finance borrowing which would otherwise exceed the limits, in order to improve the chances of fiscal rules appearing to be observed.  As a result, while the EU is adamant that it will not issue Euro bonds as a risk-sharing tool to support government borrowing by member states, it is planning to issue ‘Europe 2020 Project Bonds’, which can then be used by member states to provide low-cost finance for PPPs. The impact of PPPs on public services is also multiply negative – they are more expensive than public borrowing, less efficient than public services, and have resulted in a high and damaging failure rate, for example in public transport PPPs in London. (Spiegel 2012, EIB 2013) 
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The financial and economic crisis of 2008 led to much greater economic policy intervention by the EU. The initial response to the crisis required the EU to play a key role in enabling the response of member states through providing support for the financial sector and, initially, stimulating economic demand. Subsequently, the use of conditionalities through the EU-IMF-ECB  ‘Troika’ packages provided the first occasion when the EU could impose specific policy requirements on member states in relation to non-fiscal issues, albeit in conjunction with the IMF. The support packages for member states in crisis also led to demands from some member states for much stricter EU controls as a condition of assuring such support for the future.  

Since the crisis, the EU has developed a series of new mechanisms, which effectively strengthen its power and influence over the economic and fiscal policies of member states. It has increased the scope of its economic surveillance, through the European semester, the Fiscal Compact, which requires countries to be constitutionally or at least statutorily bound to a balanced budget, and the  European Stabilisation Mechanism (ESM) providing financial support for countries in crisis.   

The ‘European Semester’ is a cycle of monitoring and coordination of the economic policies of member states, based on the annual submission of draft budgets and macroeconomic plans by governments. This semester was reinforced by further legislation known as the ‘Six-pack’ and Two-pack’.  The fiscal rules are defined by reference to medium-term objectives for budget deficits (MTOs) for each member state, which are set following detailed formulae, and which member states are obliged to follow.  The formulae for MTOs refer not only to targets for deficit and debt, but also to targets for expenditure levels as a % of GDP, calculated by reference to EU reports on the cost of age-related public expenditure.  Public spending must not rise faster than medium-term potential GDP growth, unless it is matched by adequate revenues.  There are new stricter sanctions, with more automatic procedures, for breaching the deficit and debt targets, and a clause making it harder for the member states to override the application of these sanctions.  (EU 2013A; Regulation (EU) No 1175/2011;  Kocharov 2012).  

There is also a new Macroeconomic Imbalances Procedure (MIP), which allows the Commission to issue ‘alerts’, and preventive and corrective recommendations to member states. Member states who repeatedly fail to take action required can be fined 0.1% of GDP per year. The procedure uses a ‘scorecard’ for macro-economic policies concerning trade deficits, investment, labour costs, exchange rates, private and public sector debt, and house prices.  The March 2014 report from the Commission under the MIP illustrates the scope of these powers. It identifies  fourteen countries as having imbalances (including Germany) :  Italy, Slovenia and Croatia have been singled out as having ‘excessive imbalances’. The report also shows ten countries with excessive fiscal deficits under the SGP, of which France and Slovakia have received special warnings of the risk of non-compliance with the target deficit. The Commission can also use the new ‘Excessive Imbalance Procedure’, under which countries have to submit corrective action plans: if they fail to do so, then  ultimately the countries can be fined up to 0.1% of GDP. (European Commission 2014)

The new Treaty on Stability, Coordination and Governance (TSCG, also known as the Fiscal Pact), signed by all member states (now including the Czech republic) except the UK, reinforces these fiscal rules by requiring Member States to enshrine balanced budget rules  in national binding law, preferably of constitutional nature. The obligation applies not only to the balanced budget principle but also to the specific rules for calculating this and ‘automatic’ correction of policies. The treaty (article 3) specifies:

· “the budgetary position of the general government of the Contracting  parties shall  be balanced or in surplus”
· This is defined as a balance which is equal to “country-specific medium-term objective”, but the  in any case the structural deficit should not exceed 0.5 per  cent of the GDP.
· The parties commit to “rapid convergence towards their respective medium-term objective”, with the time-frame defined by the Commission, and progress will be evaluated using an assessment “including an analysis of expenditure”
· In case they deviate from their path to achieving their MTO, countries must have “a correction mechanism” which “shall be triggered automatically”
· All of these rules must be incorporated in national legislation “through provisions of binding force and permanent character, preferably constitutional, or otherwise guaranteed to be fully respected and adhered to throughout the national budgetary processes”. Countries must also  create at national level their correction mechanism, in line with “common principles to be proposed by the European Commission, concerning in particular the nature, size and time-frame of the corrective action to be undertaken, also in the case of exceptional circumstances, and the role and independence of the institutions responsible at national level for monitoring compliance with the rules” enforceable by the ECJ. (EU 2012A, EU 2012B)

Finally, the European Stability Mechanism (ESM) was established in 2012 by a new treaty amongst the 17 member states of the Eurozone to safeguard the stability of the Euro area by creating a fund “to mobilise funding and provide stability support under strict conditionality”. The conditionalities will be determined following an examination by the EU-ECB-IMF Troika. Governments have to sign agreement to the conditionalities, and also have to be signatories to the Fiscal Compact. (EU 2012D)
[bookmark: _Toc425285692]EU surveillance and correction of macroeconomic and fiscal imbalances (March 2014)
	
	Macroeconomic imbalances
	Fiscal deficit

	
	Finding
	Follow-up
	Finding

	BE 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Excessive deficit, deadline for correction: 2013 

	BG 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Not yet at MTO 

	DE 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Overachieving MTO 

	DK 
	No imbalance 
	Recommendations to be adopted under the European Semester 
	Excessive deficit, deadline for correction: 2013 

	IE 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues. Specific monitoring: post-programme surveillance 
	Excessive deficit, deadline for correction: 2015 

	ES 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues. Specific monitoring: post-programme surveillance 
	Excessive deficit, deadline for correction: 2016 

	FR 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues. Specific monitoring to be put in motion 
	Excessive deficit, deadline for correction: 2015 
The Commission adopts today a recommendation (*) 

	HR 
	Excessive imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues. Decision to be taken in June on subsequent steps under the MIP. Specific monitoring to be put in motion 
	Excessive deficit, deadline for correction: 2016 

	IT 
	Excessive imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues. Decision to be taken in June on subsequent steps under the MIP. Specific monitoring to be put in motion 
	Not yet at MTO 

	LU 
	No imbalance 
	Recommendations to be adopted under the European Semester 
	Overachieving MTO 

	HU 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Not yet at MTO 

	MT 
	No imbalance 
	Recommendations to be adopted under the European Semester 
	Excessive deficit, deadline for correction: 2014 

	NL 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Excessive deficit, deadline for correction: 2014 

	SI 
	Excessive imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues. Decision to be taken in June on subsequent steps under the MIP. Specific monitoring to be put in motion 
	Excessive deficit, deadline for correction: 2015 
The Commission adopts today a recommendation (*) 

	SE 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Overachieving MTO 

	FI 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Not yet at MTO 

	UK 
	Imbalance 
	Recommendations to be adopted under the European Semester, including on MIP-related issues 
	Excessive deficit, deadline for correction: 2014-5 


Source: EU 2014


These new powers work by constraining the decisions which can be taken by future elected governments, especially on economic policy. They are intended to work this way: when the Fiscal Compact was agreed, Angela Merkel was reported as saying: “The debt brakes will be binding and valid forever. Never will you be able to change them through a parliamentary majority." (Guardian 2012)  They also include a political bias: a government which prioritised maintaining a higher economic stimulus through government borrowing – like the USA government, for example – would risk sanctions from the EU and its own constitutional court. The fiscal compact thus: “outlaws Keynesianism and its counter-cyclical economic policies and constitutionalizes austerity and balanced budgets as new fundamental principles of the EU constitutional order.” (Bogaric 2013). The EU is acting more like an international financial institution than a federal government. 

It is worth noting that the new powers of the EU are far greater than those of the USA federal government, which has no powers either to rescue or sanction states with fiscal crises, or monitor and direct economic policies in general. There is  no legal requirement for states in the USA to adopt balanced budget rules, but since the mid-19th century, most states have adopted a balanced budget rule, as a matter of fiscal prudence, partly to make it easier to access financial markets to borrow money. In 35 states this is enshrined in the constitution, in varying terminology, in 14 cases there are statutory or de facto requirements for a balanced budget: only one state, Vermont, has no such constraint. (Fabbrini 2013).   In both Europe and the USA, the balanced budget rules mean that the states prevent themselves from countering economic downturns by borrowing money to finance economic stimulus – in effect, Keynesian economic policies aree illegal  In the USA, the federal government can still  borrow and create money to finance reflationary Keynesian policies in times of recession, but the EU itself has no comparable ability, and so the entire Eurozone is left unable to do so.   (Fabbrini 2013)

A comparison between the new EU powers and those of the IMF is also illuminating. Firstly, the EU now has detailed macroeconomic surveillance powers, similar to those of the IMF, through the semester, reinforced by the MIP, using set criteria. This may not enhance the status of the EU in the way that it has the IMF, however, because the EU is already facing widespread difficulties in many countries for excessive interference in the affairs of member states, and the semester/MIP may reinforce these problems.
Secondly, the EU has embedded a strict set of  neoliberal economic rules in the Fiscal Compact and the MIP mechanism, which gives these rules more legal and institutional authority than the informal status of the IMF’s rules. However, the IMF retains flexibility to modify the rules in different times and places, whereas the EU rules are set in legislation in remarkable detail: “the Fiscal Compact provides a very detailed and technical “golden rule,” which defines in strict mathematical terms the yearly structural deficit permitted in every member state and specifies conditions for disrespecting the rule, as well as automatic mechanisms to ensure compliance.”(Fabbrini 2013)   Thirdly, the EU institutions now have the financial carrot of the ESM to use,  as well as the sticks of the penalties and sanctions under the SGP.  But unlike the IMF, the EU cannot threaten to walk away from a member state; and also unlike the IMF, the EU is directly affected by, and may be weakened by, public and political resistance from within countries.     

[bookmark: _Toc425285693]Conclusion
Austerity  was not an automatic consequence of the crisis, but an exercise in political economy.  It reversed the Keynesian policies which were remarkably successful in stemming the impact of the crisis in 2009, and it provides support for the banks who are the principal creditors of countries in crisis.  This is appreciated by the banks – although they were rescued by enormous public debt under the brief Keynesian period – as it was in the crises of the late 19th century.  The  banks, the IMF and now the EU share a belief that democratic processes and constitutions are threats  to the stable continuation of neoliberal economic policies.   This is probably true, as  long as this set of economic policies does not deliver economic growth enjoyed by all in terms of employment and prosperity.  The tensions between democratic politics at national level, and neo-liberal economic policies driven by international institutions, are likely to continue for the foreseeable future. 



[bookmark: _Toc425285694]Annexe: the EU Semester 
[bookmark: _Toc425285695]THE EUROPEAN SEMESTER - COORDINATION THROUGHOUT THE YEAR
Glossary: AGS=Annual Growth Survey; AMR=Alert Mechanism Report; CSR=Country-specific recommendations EDP=Excess Deficit Procedure; IDR In-depth Review
[image: http://europa.eu/rapid/exploit/2013/11/MEMO/EN/m13_979.eni/Pictures/1000000000001A8500000CF8B5851A21.jpg]
 Source: http://ec.europa.eu/economy_finance/economic_governance/the_european_semester/index_en.htm 
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