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Preface

The “happy talk” emanating from eurozone officials of late

regarding the economic crises in the periphery deserves some

vigorous pushback. Focusing on the four bailed-out countries

of Greece, Ireland, Portugal, and Spain, Research Associate and

Policy Fellow C. J. Polychroniou argues in this policy brief that,

contrary to the burgeoning optimism in official communica-

tions, these countries’ economies are still not on track for vigor-

ous, sustainable recoveries in growth and employment—and

that there is nothing surprising in this result.

As Polychroniou explains, the primary goal of the rescue pro-

grams organized by the European Union, European Central Bank,

and International Monetary Fund was to create a “firewall” that

would shield the European banking system from further turmoil.

Moreover, the particular policies imposed on the four member-

states in question as a condition of their bailouts were inspired by

a collection of what he describes as “dead economic dogmas.” The

menu of policy responses has been limited by a set of ideological

convictions that are in turn bound up with the eurozone’s insti-

tutional setup—convictions about the way an economy works that

are being sorely tested in the light of experience.

The doctrines and corresponding policies scrutinized in this

policy brief include the idea of confidence-building austerity, an

unwarranted faith in structural reforms, and overreliance on

exports as an engine of growth. In combination with these, pol-

icymakers have effectively treated the high unemployment rates

plaguing most of the bailed-out countries as unavoidable.

Even now, unemployment ranges from roughly 27 percent

in Greece to 12 percent in Ireland—although the latter’s relative

“success” on this metric is at least partly the result of its having

the highest emigration rate in Europe. Direct employment poli-

cies along the lines of an employer-of-last-resort program have

the potential to solve the jobless crisis and move eurozone

economies toward full employment, but as Polychroniou sug-

gests, they do not comport with the “worldview” that informs

the current policy status quo.

The notion that imposing budget austerity in a downturn

could spark economic recovery by promoting investor confi-

dence has been revealed to be gravely flawed. GDP growth in the

four bailed-out countries collapsed, and as a result, their public

debt ratios have worsened since they were “rescued.” Even now,

there is little evidence of strong growth prospects on the horizon.

Structural reforms organized around privatization of pub-

lic assets and deregulation of markets—particularly labor mar-

kets—have been treated as a catch-all solution to what ails the

periphery, based on the theory that it was a bloated public sec-

tor that caused these nations’ problems in the first place and

labor market inefficiencies that are blocking recovery. But this

diagnosis does not match the history or current reality of the cri-

sis. And while evidence of the success of this neoliberal project

in the bailed-out countries is scarce, says Polychroniou, we do

see a rise in precarious working conditions (featuring a new

practice of delayed wage payments), increased inequality, and a

transfer of wealth from the public sector to private hands.

Finally, although exports as a percentage of GDP have

increased for some among the four countries (in the case of Greece,

export growth has been almost entirely in the volatile category of

oil-related products), this has been accompanied by plummeting

domestic consumption and little evident employment payoff. The

link between exports and job creation in these countries is quite

weak. Exports, while important, simply cannot provide enough

jobs for the still unconscionably large unemployed population.

On the whole, budget deficits have shrunk and trade bal-

ances have improved for some of the bailed-out countries, but

against these “accomplishments” we have to weigh an unabated

unemployment crisis, collapse of public services, growing

poverty and inequality, and social dislocation. The goal-post-

shifting celebrations on display recently among eurozone offi-

cials represent an attempt to muddy a fairly clear verdict; an

attempt to defend the dead economic dogmas that stand in the

way of a real economic recovery.

As always, I welcome your comments.

Dimitri B. Papadimitriou, President

May 2014
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Introduction

Four years after the start of the euro crisis, the bailed-out coun-

tries of the eurozone (Greece, Ireland, Portugal, and Spain)1 are

still facing serious problems, as the austerity policies imposed on

them by the European Union (EU) authorities and the

International Monetary Fund (IMF) not only failed to stabilize

their economies, but actually made matters worse; in fact, much

worse: the debt load increased substantially, national output was

seriously undermined, unemployment reached potentially

explosive levels, a credit crunch ensued, and emigration levels

rose to historic heights. Because of these highly adverse effects,

the citizens in the bailed-out countries have grown indignant

and mistrustful toward parliamentary democracy itself,

euroskepticism has taken firm roots, and a cleavage has reemerged

between north and south.

Still, things could not have turned out drastically different

than they are, for the objective of the bailout plans as drawn up

was to save Europe’s banks—and thus the euro itself—at the

expense of the national economies in question. Indeed, in the

case of Greece, the IMF released a report in June 2013 in which

it admitted (1) that it had miscalculated the size of the fiscal mul-

tiplier and thus underestimated the negative impact of the auster-

ity policies on the Greek economy and society, and (2) that the key

idea behind the bailout plan was not to help Greece, but rather to

provide a “firewall” to protect the eurozone (Waterfield 2013). Still,

the Fund has ignored the implications of its own criticism of the

Greek bailout plan and has remained stubbornly committed to

the dangerous idea of “expansionary austerity” (Blyth 2013) and

to the doctrine of neoliberal structural adjustment.

In the EU, policymakers have raised hypocrisy to an even

higher level. EU Commissioner for Economic and Monetary

Affairs Olli Rehn launched an attack against the IMF for the

release of its report criticizing the Greek bailout program

(Spiegel and Hope 2013). But in early 2014, responding to a

question posed by Nikos Chountis, a member of the European

Parliament from the Greek Coalition of the Radical Left

(SYRIZA), Rehn confessed that “at the start of the crisis, in the

spring of 2010, and for some time after that, if we had proceeded

directly with the restructuring of Greek debt, we would have

been facing dramatic consequences as a result of a contagion

effect on other member states, as well as on the banking system

in Europe” (Avgi 2014). In essence, what the EU commissioner

was saying was that Greece was sacrificed so that the euro and the

European banking system would be saved. And, as in the case of

the IMF, the EU also remains adamant in its refusal to alter

course from the policies of the past that have caused such an eco-

nomic disaster in the bailed-out countries of the eurozone.  

Take unemployment, for example. The current unemploy-

ment rates in the four bailed-out eurozone countries are: 27 per-

cent for Greece; 25 percent for Spain; 15 percent for Portugal;

and 12 percent for Ireland, the nation with the highest emigra-

tion rate in all of Europe (one person leaves Ireland every six

minutes; see IrishCentral 2013) and whose government is actu-

ally asking the unemployed to leave and take jobs in other

European countries (Tadeo 2013). Yet, Ireland’s exit from the

bailout program has been hailed by German Chancellor Angela

Merkel herself as a “tremendous success story” (BBC News

Europe 2014). In a similar display of indifference to the social

catastrophe unfolding in Greece, but with the same touch of old-

fashioned propaganda, the Greek prime minister, Antonis

Samaras, has also described the elimination of the “twin deficits”

in his country as a “success story” (Polychroniou 2014a).

Aside from some minor and ill-conceived youth employ-

ment programs,2 which in reality serve as a distraction from the

more serious problem of unemployment for older workers, the

EU has done next to nothing to address the plague of unem-

ployment. This stance, however, is consistent with the EU’s cur-

rent economic mindset, a set of economic dogmas that include

(1) relegating unemployment to the status of a natural and

inevitable (and perhaps even desirable) outcome of fiscal adjust-

ment, (2) relying on austerity as a confidence builder, (3) treat-

ing structural reform as a panacea, and (4) valuing exports as the

primary engine of growth.3

The four dimensions of this type of economic philosophy

embraced by the EU are highly flawed and, when combined, they

can be deadly dangerous. They constitute tenets of an ideologi-

cal “worldview” rather than empirically proven statements. Little

wonder, then, why the economies in the periphery of the euro-

zone are in such horrific shape, with no prospects for an end to

the deep economic and social crisis that plagues millions of their

citizens, until either the EU changes its policies or these nations

exit the euro.

Unemployment and What to Do About It

To start with, it is simply unacceptable for EU policymakers 

not to have in place widespread measures to address unemploy-

ment, and to treat it instead as merely a “natural” and “inevitable”
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outcome of radical fiscal adjustment policies enforced in the midst

of economic downturns (which all eurozone nations experienced

when the global financial crisis of 2008 reached Europe’s shores

sometime in 2009), where the only tangible rewards are deficit

reductions at the expense of massive economic decline, greater

debt accumulation, and social decomposition. Unemployment is

a serious social problem because it adversely affects the economy

and society as a whole while posing great risk to individuals

themselves, often leading to grave physical and mental health

problems. Under a humanistic economic paradigm, progress

would be measured not by the rate of deficit reduction but by

the number of people with decent jobs and wages, while poverty

and unemployment would be treated as social diseases—like

tuberculosis, typhus, or syphilis.

In one sense, this is the philosophy guiding an employment

guarantee program or the “employer of last resort” (ELR). The

fact that ELR is not even uttered in European policy circles as a

possible solution for the collapsing economies of the eurozone is

the best indication of how far contemporary European leader-

ship has moved away from the mindset of the postwar social con-

tract. Yet, the ELR proposal, as originally articulated by Hyman

Minsky on the basis of the New Deal experience (Wray 2007),

could go a long way toward addressing the horrific unemploy-

ment problem in the entire eurozone, which remains near record

highs at 11.9 percent, with nearly half of the total made up of

the long-term unemployed (Berger and Schindler 2014). While

Europe’s infrastructure is in much better shape than that of the

United States overall, the unemployed could be put to use in a

myriad of jobs in labor-intensive services, ranging from urban

and environmental improvements to providing assistance to the

elderly and the sick, just to mention a few of the activities that

can take place in sectors of the economy where people can apply

their general capabilities. The economic and social transforma-

tion that could come to pass in the periphery of the eurozone by

putting millions of Greeks, Irish, Portuguese, and Spaniards, as

well as Italians,4 back to work through direct employment is so

immense that it boggles the mind how apathetic European poli-

cymakers are toward this large-scale, transformative opportunity. 

The need for direct employment programs in the eurozone

becomes even more urgent when taking into account that annual

growth rates in Europe are expected to be extremely low over the

next several years, ranging from 1 percent to 1.6 percent on aver-

age (IMF 2014; Ernst & Young 2013). In other words, if slow eco-

nomic growth is the “new normal” in advanced capitalist

societies—as some economists, such as Robert Gordon (2014;

2012), seem to believe—then there is a stronger case to be made

for ELR, both as a means to provide stimulus to growth and to

secure full employment.   

The idea of employment guarantee programs is not an

invention of the 1930s. Rather, it goes way back in history,

embraced by thinkers who were sensitive to the problem of the

unemployed poor and concerned about the economic, social,

political, and moral repercussions of this state of human affairs.

For example, writing in the late 18th century, Thomas Paine not

only proposed a comprehensive social welfare system, but also

addressed head-on the problem of unemployment and poverty

that he witnessed in major cities like London by advocating a

rudimentary public employment scheme that, when understood

in its historical context, bears some theoretical resemblance to

ELR. This is what he wrote in The Rights of Man after having

described how hard and cruel life can be for “many a youth who

comes up London full of expectations, and little or no money,

and unless he gets employment he is already half undone” (cited

in Agassi 1991, 452): 

The plan then will be: First, to erect two or more build-

ings, or take some already erected, capable of contain-

ing at least six thousand persons, and to have in each

of these places as many kinds of employment as can be

contrived, so that every person who shall come, may

find something which he or she can do. Secondly, to

receive all who shall come, without inquiry who or

what they are. The only condition to be, that for so

much or so many hours work, each person shall receive

so many meals of wholesome food, and a warm lodg-

ing, at least as good as a barrack. That a certain portion

of what each person’s work shall be worth shall be

reserved, and given to him, or her, on their going away;

and that each person shall stay as long, or as short time,

or come as often as he chooses on these conditions.

If each person staid three months, it would assist

by rotation twenty-four thousand persons annually,

though the real number, at all times, would be but six

thousand. By establishing an asylum of this kind, such

persons, to whom temporary distresses occur, would

have an opportunity to recruit themselves, and be

enabled to look out for better employment. Allowing that

their labor paid but one-half the expense of supporting
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them, after reserving a portion of their earnings for

themselves, the sum of forty thousand pounds addi-

tional would defray all other charges for even a greater

number than six thousand. (452)

It is indeed important to underline that Paine’s proposal is

along the lines of a job guarantee program. It represents a rejec-

tion of the prevailing attitude in Europe at the time, which favored

“forced employment for the unemployed poor” via the establish-

ment of workhouses (cited in LaJeunesse 2009, 15).5 Hence, it

should also not be identified with contemporary workfare poli-

cies, which do not in general create jobs on any large scale but

seek merely to stigmatize the poor and reduce welfare payments

(Peck 2001). Paine’s proposal, like Minsky’s ELR, is a jobs guar-

antee scheme that is voluntary and open to anyone who is ready

and willing to work on a public works project for a living wage.

Full employment, defined as the condition in which every

adult who is able and willing to work is actually doing so,6 is

rejected today by mainstream economists and governments. This

state of affairs poses severe challenges for alternative policy pre-

scriptions designed to do away with forced idleness, as they will

automatically encounter fierce opposition by the profession and

policymakers alike. Returning to our discussion of the crisis in

the eurozone periphery, it is abundantly clear that the EU’s stance

toward growth and unemployment is aligned with the neoclas-

sical version of economic activity, powerfully spelled out by

Michal Kalecki long before the set of economic policies associ-

ated with the “neoliberal” doctrine became widespread:

Every widening of state activity is looked upon by busi-

ness with suspicion, but the creation of employment by

government spending has a special aspect which makes

the opposition particularly intense. Under a laissez-faire

system the level of employment depends to a great

extent on the so-called state of confidence. If this dete-

riorates, private investment declines, which results in a

fall of output and employment. . . . This gives the cap-

italists a powerful indirect control over government

policy: everything which may shake the state of confi-

dence must be carefully avoided because it would cause

an economic crisis. But once the government learns the

trick of increasing employment by its own purchases,

this powerful controlling device loses its effectiveness.

Hence budget deficits necessary to carry out government

intervention must be regarded as perilous. The social

function of the doctrine of “sound finance” is to make

the level of employment dependent on the state of con-

fidence. (Kalecki 1942)

Austerity and the Confidence Fairy Tale

With the architecture of the European monetary union highly

incomplete and “neoliberalism run amok” (Palley 2013), EU pol-

icymakers have been “forced” to embrace confidence, almost by

default, as key to economic recovery in the bailed-out—and now

unsustainably indebted—nations of the eurozone. In other

words, they have come to rely more heavily on “psychological

factors” by virtue of the institutional design of the monetary

union itself (a “detached” central bank, lack of a treasury, no fis-

cal transfers) and the policies that maintain this flawed archi-

tecture (a neoliberal growth model based on fiscal austerity,

exports, labor market flexibility, and privatization of public

goods and services). Thus, from the start of the crisis, policy-

makers have maintained that austerity, combined with radical

labor market reforms, would bring about confidence, which in

turn would generate growth through investments and thus cre-

ate new jobs that would decrease the rate of unemployment. 

Nearly four years later, Greece, as the first “guinea pig” in

the undertaking of the EU’s barbarous austerity experiment, is

still waiting for the much-talked-about recovery through confi-

dence-building austerity. In the meantime, the country’s output

has been shrinking by an average annual rate of about 5.5 percent

since the “rescue” plan was instituted (Greece’s GDP has shrunk

by nearly a quarter since the 2008 crisis), and unemployment

jumped from 12 percent in 2010 to 28 percent in November 2013

as economic activity plummeted due to massive cuts in public

spending. Small- and medium-size businesses shut down in

record high numbers due to a crash in demand (domestic

demand in Greece has been falling for seven consecutive years)

caused largely by sharp cuts in wages and salaries and even

sharper tax rate increases. As for the government debt, it bal-

looned from slightly less than 130 percent in 2009 to 175 per-

cent at the end of 2013—and with a sizable “haircut” already

having taken place. To add insult to injury, the best that the rad-

ical structural adjustment program and the Spartan austerity

measures can promise is to reduce the Greek debt ratio to 124

percent of GDP by 2020; that is, to bring the debt-to-GDP ratio

close to the levels it was at when the crisis broke out, leading to
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the “bailout” programs. It would not, then, be overstating the

case to say that the international bailouts of Greece have been an

unmitigated disaster for the country (Polychroniou 2013a).

In the rest of the bailed-out countries—Ireland, Portugal,

and Spain—the enforcement of harsh austerity was based on

similar reasoning: debt would be reduced and growth would be

spurred if these societies proceeded with the implementation of

substantial public spending cuts and adhered to an agenda of

structural reforms for the purpose of making their economies

more competitive. Again, the impetus for the alleged “recovery”

as a result of the implementation of these measures would come

through the restoration of confidence. In other words, Ireland,

Portugal, and Spain were also turned into “guinea pigs” for the

same wild neoliberal experiment that Greece had already been

subjected to with evidently disastrous results, which brings to

mind a quote often attributed to Einstein: “Insanity is doing the

same thing over and over again and expecting different results.” 

The effects of the austerity medicine on the other three

peripheral economies of the eurozone were indeed quite devas-

tating.7 Take government debt ratios, which, as in the case of

Greece, we were promised would be decreased through austerity.

Ireland’s public debt, which stood at 25 percent of GDP in 2008,

grew to nearly 65 percent by 2010 and climbed to over 125 per-

cent by the end of 2013. Portugal’s public debt, which was slightly

less than 70 percent in 2008, jumped to over 100 percent by 2011

and then to over 130 percent by 2013. And Spain’s public debt

has surged to nearly 95 percent of GDP, standing at close to 1

trillion euros—three times as much as it was at the start of the

crisis in 2008—and is projected to go over 100 percent by the

end of 2014. In short, the rest of the bailed-out eurozone coun-

tries are looking more and more like Greece when it comes to

public debt—the result of the “voodoo” economics that the witch

doctors of the EU and the IMF cooked up in order to formulate

the so-called “rescue” plans. 

Of course, the reason for the increase in unemployment

rates and the public debt ratios in the bailed-out countries is

because of the hard blow that the global financial crisis of 2008

and the subsequent austerity policies delivered to national out-

put and future growth prospects. History alone should have

informed EU policymakers that fiscal tightening in the midst of

economic downturns translates into further economic contrac-

tion. However, European policymakers not only ignored history,

but also turned the idea of “growth through austerity” into a new

religion. Thus, brushing aside criticism about the effects of 

austerity, José Manuel Barroso, president of the European

Commission (EC), was bold enough to predict in early September

2011 that Europe would not enter into a recession (The Telegraph

2011). As it turned out, the entire eurozone went into a pro-

longed recession that lasted nearly two years (note that the

alleged “recovery” that has been apparently taking place since the

middle of last year has not make a dent in the number of the

unemployed) while the periphery is still mired in a virtually

hopeless situation. 

Ireland, an exemplar of neoliberalism, was hit particularly

hard by the global financial crisis of 2007–08, with a “cumulative

nominal GDP decline of 21 percent from its peak of Q4 2007 to

the trough of Q3 2010” (Lane 2011), and still has a long way to

go before it reaches its precrisis levels of GDP and GNP (the lat-

ter is particularly relevant on account of the large percentage of

multinationals operating in the country). Ireland’s GDP grew at

a meager 0.9 percent in 2012 and by 1.5 percent in volume terms

in the third quarter of 2013, according to the Central Statistics

Office of Ireland. Portugal’s GDP shrank by 3.2 percent in 2012,

and by 1.4 percent in 2013. And Spain’s GDP declined by 1.4 per-

cent in 2012 and 1.3 percent in 2013. Spain is yet another periph-

eral country that, according to officials, is turning the corner.

This assessment seems, conveniently enough, to turn a blind eye

to the jobless rate of 26 percent, expecting it somehow to vanish

into thin air—perhaps because of the consequences of labor flex-

ibility that the Spanish government is so eagerly pursuing upon

the diktats of the EU and the IMF (Burgen 2014).

Shrinking national outputs, increased debt loads, and unac-

ceptable unemployment rates form, however, only part of the

grim reality of economic recession in the peripheral countries of

the eurozone. Because of the draconian budget cuts, vital public

services have been cut to the bare bone, all while poverty has

exploded, the numbers of homeless people are mounting, and

inequality is growing to dangerous levels. Austerity policies have

had an especially devastating effect on public health (Stuckler and

Basu 2013), with Greece being widely recognized as experiencing

nothing short of a public health tragedy (Kentikelenis et al. 2014;

Faiola 2014), as a huge and still growing percentage of the popu-

lation no longer has access to health care, infant mortality rates

are rising, and even malaria is making a comeback (Cooper 2014).

The fact that austerity hasn’t worked for the bailed-out

countries of the eurozone (or anywhere else in Europe, for that

matter) is beyond dispute when looked at from the standpoint of

the impact it has had on growth, unemployment, public debt
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accumulation, and social well-being. As for austerity reducing

government deficits—which is the only “positive” thing that aus-

terity has to show in Greece, Ireland, Portugal, and Spain—the

whole process is self-defeating because it deepens the recession,

which leads to a higher debt-to-GDP ratio than before, and to

higher unemployment and greater human misery. Austerity is

indeed a phony solution, and the tragic experience of the bailed-

out countries provides proof of that beyond a reasonable doubt.

The policy of slashing public spending, wages, and salaries

and raising taxes as a means of addressing high government deficits

and debt when economies are experiencing severe downturns,

and expecting this policy to serve as a mechanism for growth, is an

easy entry into the club of “zombie economic ideas” (Quiggin

2012). The only confidence that austerity can generate is the cer-

tainty that the future will look worse than the present, creating a

“lost generation” through depressed economies and highly unequal

societies, as confirmed by a report released last year by Charita

Europa (McEnroe 2013), with the organization going against the

grain and, to its credit, making a plea for a government invest-

ment package to tackle the problem of unemployment.

(The Myth of) Neoliberal Structural Reforms as a

Panacea

The intellectual case against austerity is rather easy to make

because so much empirical data is stacked up against it. However,

the third dimension of the EU’s current economic gestalt—deep

structural reforms aligned with the neoliberal vision of economic

operations—poses greater challenges due to the complexities

involved in the comparison of economies with different cultural

environments and institutional settings, and because, as a result,

the effects of neoliberal policies have not been uniform across

economies. Thus, in general, structural reforms enjoy more sup-

port even amongst people who seem to be rather skeptical about

the benefits of austerity, although the experience with neoliberal

structural reforms has been extremely negative when it comes to

matters of inequality and inefficiency for many countries around

the world (SAPRIN 2002). Part of the explanation for this

“anomaly” is undoubtedly due to the consolidation of neoliber-

alism as a hegemonic system, with neoliberalism itself having

become the “central organizing principle” for the European proj-

ect since the Maastricht Treaty (Cafruny and Ryner 2003;

Polychroniou 2013b), and to the fact that alternative policies for

exiting the current crisis rarely receive the widespread public

attention that they deserve—although in many instances they

provide realistic, and perhaps the only possible, solutions for the

most overburdened and unbalanced economies of the eurozone.8

First, a few comments about neoliberalism as an ideological

“worldview” and the aims and objectives of the neoliberal proj-

ect. The driving principles for the neoliberal approach to econ-

omy and society revolve around the privatization of public goods

and services, the deregulation of markets, and the restructuring

of the state into an agency that facilitates and protects unfettered

capital accumulation while it shifts an increasing amount of

resources from the public realm to the private sector; especially

in the direction of the dominant fraction of capital in today’s

advanced capitalist societies, that is, “financial” capital. The

bailouts of bankrupt banking and financial institutions in the

United States over the course of the latest global financial crisis,

as well as of peripheral countries in the euro area by the EU

authorities, need to be understood within the context of the

changes that have taken place in capitalist political economy

since the early 1980s, which marks the reemergence of predatory

capitalism and the establishment of neoliberalism as the new

institutional and ideological framework for capital accumula-

tion on a global scale (Polychroniou 2014b).

The neoliberal project takes form and shape on account of

the collapse, sometime in the mid-1970s, of the postwar struc-

ture of capital accumulation, which was based on the “fordist”

model of production and government policies, which in turn

were loosely based on Keynesian (or, more accurately, pseudo-

Keynesian) economics. What followed was a rather distressed

period of “stagflation” and a fiscal crisis of the state (O’Connor

1973), which prepared the ground for the resuscitation of “free

market” economics. Indeed, by the early to mid-1980s, academic

economists were abandoning “Keynesian” economics en masse

and taking up instead the cause of promoting the virtues of

neoliberal economics as articulated in the works of F. A. Hayek

and Milton Friedman. Indeed, it is highly unlikely that the

neoliberal (counter)revolution would have succeeded if it had

not found so much support among academics, the mass media,

and politicians (Jones 2013). After all, the public in the advanced

industrialized societies continued to believe in the necessity for

public services and a welfare state. Thus the capitalist class may

have been unable to have its way regarding the retreat of the

social state if the intellectual elite in the United States and Europe

had not themselves embraced the neoliberal vision.



Levy Economics Institute of Bard College 9

From a political standpoint, the neoliberal retreat of the wel-

fare state and the implementation of structural reforms across

the economy implied not merely a victory over the realm of ideas

but the defeat of those forces that stood in the way of the real-

ization of the neoliberal vision. In practical terms, that meant

debilitating the capacity of organized labor to resist structural

changes favoring the interests of capital. Thus, organized labor

became a direct target for the neoliberal crowd, blaming it for

virtually every economic and social ill facing advanced societies.

Breaking the back of organized labor meant, of course, not only

engaging in vicious propaganda, but also passing legislation

making it tougher for workers to form or belong to a union and

promoting policies that made employment more flexible and

thus easier to manipulate and exploit. To be sure, in nations like

the United States and Great Britain, under the reigns of neocon-

servative leaders like Ronald Reagan and Margaret Thatcher,

respectively, a vicious class war was initiated against labor—a

war that, by the mid-1990s, had deprived unions of their social

power as union membership dropped significantly, partly

because of the consequences of automation but mainly because

of class warfare policies from above. Today, in the United States,

only 12 percent of all workers are unionized, down from over 24

percent in 1979; in the UK, slightly more than a quarter of all

workers are union members.

The decline in union membership has been a major factor

contributing to the rising trends in inequality, as income shifted

from labor to capital. As the conservative British publication The

Economist (2013) revealed recently, “the ‘labour share’ of national

income has been falling across much of the world since the

1980s,” while the profit share for capitalists in places like the

United States (and obviously everywhere else) has been rising

(Kristal 2013). 

The decline of organized labor and the rise of income and

wealth inequalities in the advanced industrialized economies sig-

nify not merely an economic, but also a political shift in the bal-

ance of power between labor and capital. In terms of political

power, what these developments mean is that labor’s influence

over the state has also shrunk significantly, which in turn helps

to explain the obsession of contemporary governments with

neoliberal structural reforms and their nonchalant attitude

toward the concerns of working populations. 

In Europe, neoliberal structural reforms have been adopted

as a major objective of economic policy since the Maastricht

Treaty, primarily as a means of increasing competitiveness—and

therefore securing a larger share of profits for capital. In general,

structural reforms stand “as a euphemism for deregulation,

reduction of union rights, etc.” (Arestis and Sawyer 2014). With

the European Central Bank having jumped on the bandwagon,

structural reforms are mandated by EU authorities alongside

austerity for the purpose of fiscal consolidation. The claim, of

course, is that “structural reforms” will produce greater growth

potential and thus more jobs. 

In other words, the answer to the very problems created by

antigrowth austerity policies now rests with radical labor market

reforms, further liberalization, and more privatization. To be

sure, in the case of all four peripheral eurozone countries dis-

cussed above, the same claims were made by the EU authorities

and IMF officials—namely, that there were labor market ineffi-

ciencies that contributed to a loss in competitiveness (and thus

to high deficits and debt levels as well as high unemployment

rates) and that reducing the cost of labor would increase employ-

ment. In all four cases (Greece, Ireland, Portugal, and Spain), the

alleged culprit was the public sector (allegedly bloated, corrupt,

and with an inherent propensity to run huge deficits), while

inflexible markets and high labor costs were the forces that sup-

posedly prevented rapid recovery. There was total silence over

the fact that it was actually the private sector (mainly the bank-

ing and financial sector) that brought about the calamity in all

four countries in question, even if in the case of Greece the cri-

sis took the shape of a fiscal crisis when private lenders (mostly

European banks overflowing with cash that could not find

proper investment opportunities) stopped pouring excessive

amounts of money into the economy.

As with austerity, the claims about the alleged benefits of

neoliberal structural reforms were not drawn on the basis of

measurable data but rested purely on ideological bias, which

reflected particular class positions. The idea that anyone can

measure or say with certainty by what amount, if any, flexible

labor markets add to GDP is simply absurd. What we do know,

however, is that structural reforms tend to exacerbate income

inequality and lead to precarious employment. Moreover, if high

labor costs are a drag on an economy, why have the bailed-out

eurozone countries—whose working populations have experi-

enced huge cuts in wages and salaries in the course of the ongo-

ing crisis—not yet witnessed growth and a sharp increase in

employment rates?

The problem with structural reforms is that they treat labor

markets like any other market. In this context, workers are
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commodities to be used and disposed of like any other product.

Hence the retreat of contemporary policymakers and main-

stream economists from the “full employment” vision that was

central to Keynes’s own work. Hence, also, the double standard

applied in today’s labor markets to corporate executives and

workers, with the former enjoying all sorts of privileges, outra-

geous salaries, and highly generous protection packages in the

event of termination while average workers enjoy minimum

wages, no protection from dismissal, and lower unemployment

benefits. 

In the bailed-out countries of the eurozone, in addition to

massive unemployment, structural reforms have brought about

a new element in capitalist practices: companies rarely pay their

workers on time, in many cases delaying wage payments any-

where from three months to a year, and with payments made

mostly in small installments. According to the Labor Institute of

the General Confederation of Greek Workers, this practice

applies today to more than half of all Greek businesses, with

workers basically unable to do anything about it other than sim-

ply quit their job and join the ever-growing ranks of the unem-

ployed—but without access to unemployment benefits. A similar

(but not as widespread) phenomenon of delayed payments is

also found to exist in Portugal, but, unlike in Greece, special

arrangements are in place in order to provide some kind of pro-

tection to employees who suffer from the practice. 

In sum, the evidence that “structural reforms” can boost jobs

in the context of fiscal consolidation is hard, if not impossible, to

locate in the case of the bailed-out countries of the eurozone.

What “structural reforms” do accomplish, however, is create

highly flexible labor markets where precarious work becomes the

most prevalent feature, increased inequality the order of the day,

and the transfer of public wealth into private hands through the

policies of privatization a widespread practice. Even in the case

of Ireland, which was already a poster child for neoliberalism for

nearly two decades until the collapse of its banking sector in the

aftermath of the global financial crisis of 2008, the EU/IMF

bailout program demanded a number of deep structural reforms

in the labor market, in public health spending, in state assets,

and even in water services (O’Neill 2013). 

The notion that “structural reforms” can serve as a tool to

solve major economic problems can best be described as a scam.

Indeed, it appears to be the case, as Paul Krugman so pointedly

put it recently, that “structural reform is the last refuge of

scoundrels” (Krugman 2014).

Are Exports a Troubled Economy’s Salvation?

Exports have been identified by the EU as a primary engine of

growth, in all likelihood due to the success of the German expe-

rience with export-led growth, but also, one could argue, because

of the overall neo-Hooverian posture (Polychroniou 2012) that

its policymakers have adopted in the age of the crisis of the euro,

in which the use of fiscal tools for the creation of jobs and growth

has been permanently excised from the policymaking process.

The suppression of wages in the eurozone periphery was

intended to increase competitiveness and thus provide a boost to

their exports. To some extent, this strategy has worked, in the

sense that the trade balances of peripheral nations have been

improved in the last few years, with Portugal, surprisingly

enough, experiencing a most impressive increase in its exports

(Wise 2014), but far more so Spain, which has not traditionally

been a strong exporter (Benoit and Baigorri 2013). In the case of

Spain, in fact, “the share of exports in GDP . . . is converging

towards Germany (52% in 2012) faster than in France and Italy”

(Chislett 2013). However, in the case of both Portugal and Spain,

the rate of the increase in exports has proceeded alongside a sim-

ilar fall in the rate of domestic consumption. 

Ireland’s exports have also gone up, keeping the economy

from a complete collapse and compensating for falling domestic

demand. But in the case of Ireland, where exports have been

increasing annually since 2010 by an average of more than 5 per-

cent over the previous year (DJEI 2013), this does not come as a

surprise, because Ireland is home to many major export-oriented

multinationals. However, it should be stressed that most jobs in

Ireland are not to be found in the export-oriented industries but

rather in the nonexporting sectors such as the hotel and hospi-

tality industry, wholesale and retail, and transport and storage

(Lawless, McCahn, and Calder 2012). In fact, the link between

exports and job creation is extremely weak in Ireland, making a

mockery of the presentation of Ireland’s alleged recovery as a

“success story” (O’Toole 2014); likewise in the case of Portugal

and Spain, where the overwhelming majority of companies

employ just a handful of workers. Moreover, in these countries

the increase in exports seems to be directly related to the high

unemployment rates that have reduced wages and labor costs.

In the case of Greece, the export trend has been rather dis-

appointing. While there has been a surge of Greek exports in the

last few years, it was driven by “mineral fuels, lubricants and

related material” (Janssen 2012). Thus, the increase in exports

has been in the highly volatile oil-related products, while non-oil
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exports are struggling and have yet to return to their precrisis

levels. Moreover, Greek exports are being increasingly directed

toward non-EU nations, which clearly indicates that the com-

petitiveness strategy applied in the case of Greece through the

suppression of real wages is not having an effect on exports

(Papadimitriou et al. 2014, 4–5).    

Exports are important, but they cannot provide a realistic

way out of a recession, and they certainly cannot provide the

number of jobs needed for the millions of unemployed in

Greece, Ireland, Portugal, and Spain to get back to work. In addi-

tion, it is not clear whether the increase in exports in Portugal

and Spain reflects a structural or a cyclical change. With the euro-

zone expected to grow by merely 1 percent in 2014, foreign

demand for Greek, Portuguese, and Spanish products may not be

sustainable for much longer. Furthermore, there is something

dubious about the notion that all eurozone economies should

be restructured in ways that allow them to run current account

surpluses. The problem with this kind of thinking is that in order

for all eurozone member-states to run current account surpluses,

its major non-European trading partners (China? Russia? India?)

must run deficits—or demand must come from outer space.

Research has also shown that, historically, most nations tend to

run deficits rather than surpluses, and that large current account

surpluses are not sustainable in the long run (Edwards 2007).

On the basis of all of the above, it seems that the export-led

growth envisioned by the current EU chiefs is just another dead

economic dogma, representing yet another attempt to delay the

demise of the eurozone—a demise that, if it comes to pass, will be

driven by the eurozone’s flawed architectural foundations and its

profoundly wrongheaded, indeed illegitimate, economic policies.

Conclusion

The EU/IMF rescue programs that Greece, Ireland, Portugal, and

Spain entered into were designed, above all, to provide a “fire-

wall” for the protection of the European banking system and

thus the single currency itself, rather than solve the economic

problems facing those nations. The rescue programs demanded

great sacrifices on the part of average citizens in those countries

due to the reckless practices of banks and the financial sector—

while the banks themselves came out clean and the eurozone

returned to being a playground for bond investors. In this con-

text, the EU/IMF duo pressed hard for austerity and structural

reforms for the bailed-out countries purely on the basis of an

ideological conviction (for there was no empirical evidence to

back these claims) that such measures would enhance confi-

dence, which in turn would create the proper conditions for a

return to growth and higher employment.

Looking at the current situation in the four bailed-out coun-

tries of the periphery (Greece, Ireland, Portugal, and Spain),

there is not a single trace of solid evidence that the austerity /

structural reforms / export-led growth approach insisted upon

by the EU and the IMF has paid any solid economic and social

dividends. While the government deficits have certainly been

reduced by substantial margins and the trade balances have

improved, government debt has increased dramatically, and

unsustainably, for all four countries, the unemployment rates

have climbed to catastrophic levels, the provision of public serv-

ices has all but collapsed—including in the sensitive area of pub-

lic health care—and poverty and inequality have widened by

considerable margins. While exports have picked up due to the

sharp drop in wages (though not in the case of Greece), aided

both by the structural reform policies dictated by the EU/IMF

duo and the increased rates of unemployment, domestic con-

sumption has fallen significantly and people with high levels of

education and technical and professional skills are leaving their

homelands en masse in pursuit of a better future abroad. The

job situation in Ireland is so pressing—even though the unem-

ployment rate has recently dropped to 12 percent, primarily

because of the huge numbers of people without jobs who have

been leaving the country since the start of the crisis—that the

government is encouraging the unemployed to emigrate and

seek employment in other European nations. Still, Chancellor

Merkel and the entire chorus of neoliberals in Ireland and else-

where dare to call the Irish bailout program a “success story.”   

In this context, the crisis in the eurozone periphery not only

continues, but it could also intensify in the near future, especially

once the citizenry in those countries realizes that the game is

rigged in favor of finance capital and big business. For this is

exactly what the current EU policies are designed to do, to the

detriment of a decent standard of living for the average citizen.      

Notes

1. This policy brief does not deal with Cyprus, which was

“bailed out” only recently.

2. The emphasis is on vocational education and training sys-

tems, with the help of a budget line that amounts to 6 bil-
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lion euros in total, ignoring the fact that there are already

millions of young people throughout Europe with higher

education degrees and professional skills who cannot find

jobs simply because the eurozone, in particular, has a gen-

eral macroeconomic problem where there is no job growth.

For details of the EU initiatives to address the problem of

youth unemployment, see EC (2013).

3. Whether the EU is taking its cue on economic growth from

Germany’s economic model, which is based on exports, or

because Germany dominates the eurozone’s policymaking

environment hardly matters at this stage, as any alternative

policy option for the eurozone would necessarily imply some

kind of direct confrontation with Europe’s current hegemonic

power—which is none other than Germany itself.

4. Italy has so far avoided a bailout, but its economy is in a

mess, having contracted for the past two years and with the

current official unemployment rate standing at 12.9 percent.

5. It is true that economists have been divided over the ques-

tion of capitalism and unemployment since the origins of

modern political economy. Thus, in the 19th century, most

liberal economists claimed that, if left on its own, capital-

ism would move toward a state of full employment, while

Marx, on the other hand, not only brilliantly identified var-

ious kinds of unemployment, but also claimed that unem-

ployment was necessary to capitalism. In the early 20th

century, Keynes also accepted the view that capitalist eco-

nomic operations could lead to high unemployment, but he

maintained that a state of full employment is possible via

government action. Hence, Marx and Keynes agreed in their

critique of early classical economists, but proposed different

solutions: Marx opted for the overthrow of capitalism and

its replacement by a social order in which the direct pro-

ducers owned the means of production, while Keynes pro-

posed active government involvement for the management

of capitalist crises by arguing that demand, not supply, was

the key economic variable. Keynes worked all his life to dis-

pel the myth of Adam Smith’s invisible hand, and his solu-

tion to the problem of capitalist unemployment was direct,

voluntary employment—“to take the contract to the worker

and distressed areas and regions” (cited in Tcherneva 2014).

6. Alternatively, the definition of full employment offered by

the late William Vickrey in 1993: “I define genuine full

employment as a situation where there are at least as many

job openings as there are persons seeking employment,

probably calling for a rate of unemployment, as currently

measured, of between 1 and 2 percent” (cited in Mitchell

and Muysken 2008, 38).

7. In my assessment of the goals and aims of the so-called “res-

cue” plans by the EU and the IMF, I do not mean to suggest

or imply that policymakers are either ignorant of the con-

sequences of the policies they prescribe or that they are not

aware of alternative policy frameworks with the potential to

deliver more socially desirable outcomes. On the contrary, I

claim that they are fully aware of the economic and social

repercussions that the policies they adopt will have for the

majority of the people of a given nation, for they act in

accordance with what is best for certain class interests and

for the maintenance of the status quo.

8. The same could be said of the Levy Economics Institute’s

latest strategic analysis of the Greek economy; see

Papadimitriou et al. (2014).
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