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ABSTRACT

The ongoing global financial and economic crisis has caused a dramatic fall in growth,
increased deficit, higher unemployment rates and strong price fluctuations. To achieve a
balanced budget and reduce the national debt, the most of the national government have
sacrificed the employment - one of the main indicators that reflect societies” well-being and
implemented fiscal austerity policy. The aim of this paper is to contribute to the literature on
this topic and assess the short analysis of fiscal consolidation. Despite the ongoing debate
and numerous studies no consensus about whether and when austerity is likely to be benefi-
cial has been achieved. Further, there are still open issues to understand the impact of aus-
terity on poverty and welfare because of the difficulty of defining poverty and welfare also.
The main conclusion is that the emphasis should be placed on correctly defining austerity
methodology in a broader economic and social context.

Keywords:
Fiscal austerity, Economic growth, Welfare, Sustainability
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1. INTRODUCTION

To achieve the long term sustainable growth, we cannot separate social and eco-
nomic context of fiscal sustainability.

The sustainability of fiscal policy in a world of financial turmoil has become an
important issue in the economy. Interest rates on government debt rose dramati-
cally and Furope after more than five decades faces again with rising public debt and
high budget deficit. Concerns about fiscal imbalance have implied a shift from fiscal
stimulus to austerity. To achieve a balanced budget and reduce the national debt, the
national government has sacrificed the employment - one of the main economic in-
dicators that reflect societies’ well-being. Cutting social security, health care, spend -
ing on education, has negatively affected economic growth, poverty and social sta-
bility especially in weaker member states. Further, significant variation in economy
between the EU’s member states have followed different paths to austerity. Despite
diversity of national economies fiscal tightening became an almost universal recom-
mendation and implemented policy.

Although many academic researchers have acknowledged a need for greater
understanding in these area, see study of Alesina and Perotti (1995), Alesina et al.
(1998), Alesina and Ardagna (1998, 2010), Blanchard and Perotti (2002), Wilhelm
and Fiestas (2005), Arestis and Pelagridis (2010), Chang (2011), Crotty (2012),
Calcagno (2012), Konzelman (2012), Blyth (2013), Galbraith (2014,), Branas (2015),
Shakina and Barajas (2014, consensus about austerity effects and consequences is
still missing.

Further, there are still complications to define the impact of austerity on pov-
erty and welfare because of the difficulty of defining poverty and welfare also. Conse-
quently, we have incomplete picture and obstacle for growth and development.

Since structural adjustment policies have high social costs (have depressed em-
ployment, have led to large migration, have increased the cost of health care, educa-
tion and other elements of well-being) the critical challenge is how to achieve public
debt sustainability and decrease unemployment, poverty and inequality at the same
time.

The purpose of this study is to analyze social and economic context link to sus-
tainable growth. The answer can help policy maker on deciding if/when should gov-
ernments undertake austerity policy. While there is no clear answer to the question,
it may be useful to review recent research and analyze the moral hazard and the cred -
ibility of "belt tightening.”

This paper has four parts. Firstly, it reviews the extant literature, then data anal-
ysis are presented and discussed. The paper concludes with a discussion of theoreti-
cal and statistical implications and directions for further research.
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2. LITERATURE REVIEW

The central theme of these article has received extensive attention in the theo-
retical Perotti (1996), Chang (2011), Konzelman (2012), Krugman (2012), Crotty
(2012), Stiglitz (2013), Galbraith (2014,) and empirical literature Alesina et al. (1998),
Blanchard and Perotti (2002), Alesina and Ardagna (1998, 2010), Matsaganis and
Leventi (2014,).

For example Perotti 1996, Alesina and Ardagna 1998, 2010, Romer and Romer
2010, found out that fiscal adjustments based on spending cuts or spending-based
consolidation compare with fiscal adjustment based on tax, are more efficient in re-
ducing public debt and led to economic growth. In contrast, Chang 2011, Krugman
2012, Galbraith 2014, Blyth 2013, Galcagno 2012, pointed out that more fiscal adjust-
ment will only worsen the downturn, and that austerity is a dangerous idea and it is
not a solution. Further, Auerbach and Gorodnichenko 2012 pointed out that fiscal
consolidation has adverse effect on the economy during a recession than during an
expansion.

Despite the growing literature, there is a lack of empirical investigation on de-
fining the methodology of austerity especially in defining austerity methodology
which will implement economic and social context.

Krugman (2012; 232) noted: “Anyway, the point is that out the question of how
economy works should be settled on the basis of evidence, not prejudice.”

Whereas there are conflicting points of view in attempt to answer the question
“Are more/less government spending or tax increases or decreases more effective
in reducing public debt and less harmful for economic growth and development” a
chronological review of previous theoretical research and empirical studies are pre-
sented in Table 1. and Table 2.

Table 1.: Theoretical Studies on Fiscal Austerity

YFAR AUTHOR THEORETICALAPPROACH

1996 Perotti, R. Fiscal consolidation in Europe

Exploring the link between public spending
2005 Wilhelm, V., Fiestas, I. and poverty reduction; (see more review of
recent literature p. 24,

2008 Minsky, H.P. Stabilizing an Unstable Economy
2010 Jayadev, A. Konczal, M. The right time for austerity
2010 Pollin, R. Politics of austerity
2010 Arestis, P. Pelagridis, T. Austerity Policies in Europe
2011 Dietrich, D., Knedlik, T., Lindner, A. Global financial crisis
2011 Kitson, M., Martin, R., Tyler, P. The geographies of austerity
2011 Chang, H.J. Rebuilding the World Economy
2011 Dunn, S. The Great Crash and Galbraith’s prescience
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YEAR AUTHOR THEORETICALAPPROACH

son1 Kitromilides. Y. Deficit reduction, the age of austeri_ty, and the
paradox of insolvency
Fiscal austerity; lessons from recent events in
2011 Fontana, G. , Sawyer, M. the British Isles
2012 Konzelman, S. The Economics of Austerity
2012 McKee, M., Karanikolos, M, Belcher, P., The human cost of austerity
2012 Austerity war
2012 Austerity policies
Lessons and policy implications of fiscal

2012 .
policy
2012 Hannsgen, G. , Papadimitrou, D.B. Fiscal traps after the Eurozone crisis
2012 The Effects of Government Spending
2013 Austerity, The history of a dangerous idea
2013 Stuckler, D., Basu, S. The human cost of austerity
2013 The History of a Dangerous Idea
The Battle of the budget; The history of the
2013 -
deficit
2014, Antokakis, N. Collins, A. The human cost of austerity
2014 Europe’s financial crisis
2014, Galbraith, J. K. The European Crisis
Financial Sustainability of Welfare Reform
2014, in Europe (convergence in responses to
economic crisis)
2014 Overmans, |.F.A. Current austerity practices; successes
and failures
. Fiscal Policy and Rebalancing
2014, Hein, E. and Truger, A. in the Furo Area
2015 The human cost of austerity
2015 Skare, M., Prziklas Druzeta Fiscal Austerity Versus growth in Croatia
izg’ Fiscal policy: a strong macroeconomic role

Source: Authors’ review of the literature
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Table 2.: Empirical Studies on Fiscal Austerity

YEAR

AUTHOR

RESULTS

1995

1998

1998

2002

2005

2006

Alesina, A., Perotti, R.

Alesina, Perotti, Tavares

Alesina, A., Ardagna, S.

Blanchard, O.]., Perotti, R.

Christopher, S.A., and David, L.B.

Szalkolcai, G.

This paper considers budget expansions and
adjustments in OECD countries in the last
three decades. They found out that different
types of governments show different degrees
of success at implementing successful fiscal
adjustment.

They reexamined (using data from nineteen
countries in the OECD) the economic and
political effects of fiscal adjustments. Their
results indicate that governments that are
willing to "bite the bullet” and persist in
certain types of fiscal adjustment, despite
union opposition, are not systematically
punished at the ballot box.

The focus is to shed light on which features

of fiscal adjustments are more or less likely

to imply the fiscal tightening is expansionary
or contractionary. The paper examines the
evidence in OECD countries from the early
sixties. They conclude in summary that the
only solution is a sharp reduction in spending
to GDP ratios of several points of GDP.

This paper characterizes the dynamic effects
of shocks in government spending and taxes
on U.S. activity in the postwar period. It does
s0 by using a mixed structural VAR/event
study approach. The results consistently
show positive government spending shocks
as having a positive effect on output, and
positive tax shocks as having a negative effect.

This paper examines the relationship
between fiscal deficits and growth for a panel
of 45 developing countries. The analysis
suggests that while the impacts on the
growth of taxes and grants are reasonably
straightforward, the implications of the
deficit is likely to be complex, depending on
the financing mix and the outstanding debt
stock.

The aim of this paper is to show that the
analysis of the twin deficit, the deficit of the
current account and the state budget must
be extended to the notion and analysis of the
triple deficit, the same two deficits and the
deficit of insufficiency of domestic savings.
The result is contradictory to the common
view that all problems are the consequences
of state overspending and all of them can be
solved by reducing the budget deficit and by
cutting state expenditures.
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YFAR AUTHOR

RESULTS

2010

2010

2010

2011

2012

2012

Alesina and Ardagna

Alfonso, A.

Romer and Romer

Sever et.al.

Zezza, G.

Auerbach and and Gorodnichenko

They examined the evidence on episodes of
large stances in fiscal policy, both in cases of
fiscal stimuli and in that of fiscal adjustments
in OECD countries from 1970-2007. They
confirm with the regression analysis that
also, adjustments on the spending side rather
than on than tax side are less likely to create
recessions.

Using alternative approaches to determine
fiscal episodes (EU-15, period 1970-

2005) they assess expansionary fiscal
consolidations in Europe, via panel models
for private consumption. They conclude
that there is some concurring evidence for
several budgetary spending items while the
asymmetric effects of fiscal episodes do not
seem to be corroborated by the results.

The paper investigates the impact of tax
changes on economic activity. The behavior
of output following these more exogenous
changes indicates that tax increases are highly
contractionary.

The objective of this paper is to analyze the
relationship between government budget
spending and the effect on the growth and
structure of the GDP of Croatia during

the past two decades. The main result
showed (VAR analysis) that the structure of
expenditures is essential for the effects of
budgetary spending on economic growth.
The reduction of capital expenditure reduces
the growth of the economy in the long and
short run.

Paper presents a framework to assess the
impact of fiscal austerity in the Euro area,
as aresponse to the turmoil in the financial
markets. Their analysis suggests that fiscal
austerity in the presence of large public
deficit will have strong implications for
redistributing income from taxpayers to the
owners of such debt, who are likely to save a
larger share of their disposable income.

Akey issue in current research and policy

is the size of fiscal multipliers when the
economy is in recession. Using regime -
switching models, they find large differences
in the size of spending multipliers in
recessions and expansions with fiscal

policy being considerably more effective in
recessions than in expansions.
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AUTHOR

RESULTS

2014,

2014,

2014,

2014,

2014,

2014,

Simovié et al.

Matsaganis and Leventi

Bilbao-Ubillos, J., Fernandez-Sainz, A.I.

Radulescu, M. Druica, E.

Shakina, E., Barajas, A.

Caporale, G.M., Skare, M.

This paper analyzes the possibilities and
limitations of fiscal policy in Croatia. For

this purpose, they have been developed a
structural VAR model. Further fiscal policy
possibilities are synthesized through the
proposed measures of so-called “ smart fiscal
consolidation.”

This paper (using a microsimulation model)
assesses the distributional implications of
the crisis in Greece, Spain, Italy and Portugal
from 2009 to 2013. They find out that
austerity has affected the capacity of welfare
states to protect those affected.

The article seeks to compare the significance
of the links between fiscal policies and
economic growth in the Eurozone before
and after the imposition of adjustments. The
results of regression could serve to accept
the hypothesis that the impact of austerity
policies has shrunk economic activity more
than expected.

Using linear regression, this article presents
the impact of the fiscal and monetary policies
on attracting the foreign direct investments
(FDIs) in Romania, based on monthly data
series during 2000-2010. Fiscal factors
(mainly direct taxes) seem to play aless
important role, being relevant only in the
long-term. Only by improving the other
non-financial factors fiscal stimulus can be
effective in attracting FDIs and supporting
the economic growth at the same time.

This study investigates factors of corporate
success over the crisis period 2008-2009.
Regression analysis showed that investment
restriction is not the best response to an
economic recession.

The paper analyses the linkages between
output growth, inflation and employment
growth for 119 countries over the period
1970-2008 using a panel VAR approach. It
shows the existence of statistically significant
relationships as well as heterogeneity across
countries and panels.

Source: Author
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3. DATA ANALYSIS

This chapter presents a framework to assess the analysis of austerity policy for

10 EU countries’ in the period after a global financial crisis.

Namely, because of the problem of high public debt (especially countries which
have exceeded the threshold value of 60 percent of GDP) and contraction in GDP
growth rate, most governments are at the crossroad between a policy of fiscal stimu-

lus (that should promote emp]oyment) or fiscal adjustment.

While most of the developed countries have been using first options, the weaker
member states to reduce high debt promote the sharp cuts policy- fiscal auster-
ity. However, the problem is that the same weak national economies which should
promote politics of austerity have still a problem with the deficit reduction and high
public debt and at the same time major problem with unemployment, poverty, and

inequality.

Table 3.: Government finance statistics

Countries

Indicators

2009

2010

2011

2012

2013

2014,

Portugal

Italy

Real GDP growth rate-
volume

Total general
government revenue

(% of GDP)

Total general
government
expenditure (% of
GDP)

Government deficit
(netlending (+)/net
borrowing (-) (% of

GDP)

General government

gross debt (% of GDP)
Real GDP growth rate-

volume

Total general
government revenue

(% of GDP)

Total general
government
expenditure (% of
GDP)

Government deficit
(netlending (+)/net
borrowing (-) (% of

GDP)

404

50.2

9.8

83,6
55

459

51,1

5.2

40,6

51,8

-11,2

45,6

49-9

4.3

-1,8

42,6

50,0

T4

111,1

0,6

45.6

49:1

3

-3.3

43

4855

55

124.,8

-2,8

474

50-4

1.4

452

50,1

49

128

-1,7

477

50:5

-2,8

0.9

0.4

1 The countries included in the paper are the following: Portugal, Italy, Greece, Spain, Latvia, Lithuania,
UK, Croatia, Estonia, Germany.
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Countries

Indicators

2009

2010

2011

2012

2013

2014,

Greece

Spain

Latvia

Lithuania

General government
gross debt (% of GDP)

Real GDP growth rate-

volume

Total general
government revenue

(% of GDP)

Total general
government
expenditure (% of
GDP)

Government deficit
(netlending (+)/net
borrowing (-) (% of

GDP)

General government
gross debt (% of GDP)

Real GDP growth rate-

volume

Total general
government revenue

(% of GDP)
Total general

government
expenditure (% of
GDP)

Government deficit
(netlending (+)/net
borrowing (-) (% of

GDP)

General government

gross debt (% of GDP)
Real GDP growth rate-

volume

Total general
government revenue

(% of GDP)

Total general
government
expenditure (% of
GDP)

Government deficit
(netlending (+)/net
borrowing (-) (% of
GDP)

General government
gross debt (% of GDP)

Real GDP growth rate-
volume

12,5
KX

38,7

540

-15.3

126,8

-3,6

34.8

45.8

-11

527

1402

34.5

43.4

-89

36,4,

-14.8

15,3

54

52.1

-11,1

36,2

45.6

94

60,1
-2.9

36

44-2

-8,2

46.8

1,6

116,4,

8.9

43.6

537

-10,1

171,3

-0,6

36

454

“9+4

69.2

355

38,9

-3.4,

42.7

6.1

122,2

-6,6

452

53,8

473

-10,3

84.4
4.8

35.8

36.6

-0,8

409

3.8

127.9

-3.9

47

59-2

-12,2

1749

-1,2

37,5

44.3

-6,8

92.1
402

34.8

357

-0,9

38,2

3.3

0,8

2.4

2.9
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Countries Indicators 2009

2010

2011

2012

2013

2014,

Total general
government revenue 35,6
(% of GDP)

Total general
government
expenditure (% of 449
GDP)

Government deficit

(netlending (+)/net 03

borrowing (-) (% of 9
GDP)

General government
gross debt (% of GDP) 9

Real GDP growth rate- 43
volume

UK
Total general

government revenue 38,9

(% of GDP)
Total general

government
expenditure (% of 497
GDP)

Government deficit
(netlending (+)/net
borrowing (-) (% of

GDP)

-10,8

General government
0 65.9
gross debt (% of GDP)

Real GDP growth rate-

Croatia volume 7.4

Total general
government revenue 41,2
(% of GDP)

Total general
government
expenditure (% of 472
GDP)

Government deficit
(netlending (+)/net 6
borrowing (-) (% of

GDP)

General government

gross debt (% of GDP) 44-5

Real GDP growth rate-

Estonia volume -14.7

Total general
government revenue /

(% of GDP)
Total general

government /
expenditure (% of
GDP)

354

42.3

,6’9

36.3

19

39

48.6

9.6

764
.

40,8

46.8

52,8

25

40,6

40-4

33,5

42.5

39.2

46.8

7.6

81,9

-0,3

40,6

48,2

7.6

59-9

8.3

39,1

38,0

33

36,1

-3.1

39,9
0.7

38,7

47,0

-8.3

85.8

~2,2

41,3

46.9

=6

64.4

39.5

39.7

32,8

35.5

-2,7

39.7

455

=8

87.2
-0.9

41,8

470

52

757

1,6

38,4

38,9

2,6

0.4
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Countries Indicators 2009 2010 2011 2012 2013 2014,

Government deficit
(netlending (+)/net /
borrowing (-) (% of

GDP)

General government / 6 6
gross debt (% of GDP) 5

Real GDP growth rate-
volume

0,2 L1 -0,2 -0,5 /

9.7 10,1 /

Germany -5,6 4.1 3,6 0.4 0.1 1,6
Total general
government revenue 44 43,1 43.7 443 445 /
(% of GDP)

Total general
government 3 /

expenditure (% of 474 47:9 452 44.7 44,
GDP)

Government deficit
(netlending (+)/net 3
borrowing (-) (% of

GDP)

General government

grossdebt (% of DP) | 74 | 803 1 776 9 769 /

4,8 -15 -0.,4, 0,2 /

Source: Autors’ systematization according to:Eurostat

Real GDP growth rate:
hitp://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tecoo115&plugin=1
Total general government revenue:
http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tecooo21&plugin=1
Total general government expenditure: http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=gov_ioa_
main&lang=en

General government gross debt:

http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=teina225&plugin=1

From the Table 3. we can see that in 2013 countries exceeding the threshold val-
ue of 60 percent of GDP of general government gross debt (% of GDP) were: Portugal
128%, Italy 127,9%, Greece 174,, 9%, Spain 92,1%, Croatia 75,7%, UK 87,2%, and
Germany 76,9%. In contrast, there are countries like Latvia reaching 38,2%, Lithu-
ania 39%, Estonia 10,1%. Further, GDP growth rate in 2013 in Portugal was -1,4,, in
Italy -1,7, Greece -3,9, Spain -1,2, Croatia -0,9, in contrast with Latvia 4,,2, Lithuania
3.3, UK1,7, Estonia 1,6, Germany o,1.

To achieve a balanced budget and reduce debts, governments have implement-
ed a policy of austerity neglecting the diversity of sectoral structures. The weak and
negative growth rates point to the fundamental problem - the structure of the Euro-
zone. Due to different economy structure, countries have followed different paths to
austerity.

Whole adjustment program has been bad for weaker countries, which already
facing with the downturn in the economy. Finally, the impact of austerity has been
exacerbated and did not solve the problem with the deficit.
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For example, in 2013 Portugal reached deficit of -4,9%, Greece -12,2%, Spain
-6,8, Croatia -5,2%. It is worth noticing that countries like the UK also had a high
deficit, but also positive GDP growth rate (because of the different structure of deficit
and deficit financing).

It is critical to highlight that the magnitude of payment depends on how the def-
icit is financed and under what conditions (interest rates, repayment period, bor-
rowing abroad or domestica]ly) and for what it is used.

Also, negative growth rates in GDP growth during the period 2009-2014, was
also associated with the structure of demand which negatively contributed to growth

(see table 4,).

Table 4..: World Development Indicators: Structure of demand

Countries

Indicators

2009

2010

2011

2012

2013

2014,

Portugal

Italy

Greece

Final consumption
expenditure of
households and non-
profit institutions
serving

Final consumption
expenditure of general
government

Gross fixed capital
formation (investment)

Imports of goods and
services (% GDP)

Exports of goods and
services (% of GDP)

Final consumption
expenditure of
households and non-
profit institutions
serving

Final consumption
expenditure of general
government

Gross fixed capital

formation (investment)

Imports of goods and
services (% GDP)

Exports of goods and
services (% of GDP)

Final consumption
expenditure of
households and non-
profit institutions
serving

Final consumption
expenditure of general
government

64.7

21.4,

21,1
34.0

27,1

60,7

20,6

20
23,1

22,5

69,3

22,7

65,8

20,7

20,5
374

29-9

61

20.4,

19.9
27.1

25,2

70

21,6

65,8

19.9
18,4,
38,6

34.3

61,5

27

69,8

21,2

65.7

18,3

16,3
38,0

37.3

61,6

18,3

27.4

28,3

69.4

21,2

64.7

19

15,1
383

39.3

60,8

17:4,
26,3

28,6

7.2

20

65,2

60,8

19:5

16,8

72
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Countries

Indicators

2009

2010

2011

2012

2013

2014,

Spain

Latvia

Lithuania

Gross fixed capital
formation (investment)

Imports of goods and
services (% GDP)

Exports of goods and
services (% of GDP)

Final consumption
expenditure of
households and non-
profit institutions
serving

Final consumption
expenditure of general
government

Gross fixed capital
formation (investment)

Imports of goods and
services (% GDP)

Exports of goods and
services (% of GDP)

Final consumption
expenditure of
households and non-
profit institutions
serving

Final consumption
expenditure of general
government

Gross fixed capital
formation (investment)

Imports of goods and
services (% GDP)

Exports of goods and
services (% of GDP)

Final consumption
expenditure of
households and non-
profit institutions
serving

Final consumption
expenditure of general
government

Gross fixed capital
formation (investment)

Imports of goods and
services (% GDP)

Exports of goods and
services (% of GDP)

20,9
29-4

19

56,1

20.5

24,3
23,8

22,7

61,3

22,5
454

43.9

68,1

21
17:9

55-7

54.3

17.3
3o.7

22,1

57:2

20.5

23
26,8

25:5

63,9

19,1
55:2

53,8

64,1

15-4

32,3

255

579

20,4

21,4,
29

28,8

62,5

18,2

22,1
62,7

58,8

62,5

18,2

78,6

771

11,7
32,7

28,8

58,6

19,7
28,8

30,3

61,2

62,6

11.2
33,2

30,3

58,2

31,6

61,9

62,8

16,8

18,2

11,6

59

63,9

17,1

19,2
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Countries Indicators 2009

2010

2011

2012

2013

2014,

Final consumption
expenditure of

UK households and non- 64.7
profit institutions
serving

Final consumption
expenditure of general 22,3
government

Gross fixed capital 161
formation (investment) ’

Imports of goods and 8
services (% GDP) 20.9

Exports of goods and
services (% of GDP) 27

Final consumption
expenditure of
Croatia households and non- 58,4,
profit institutions
serving

Final consumption
expenditure of general 20,3
government

Gross fixed capital

formation (investment) 252

Imports of goods and 38
services (% GDP) -

Exports of goods and 3
services (% of GDP) 45

Final consumption
expenditure of
Estonia households and non- 53,4
profit institutions
serving

Final consumption
expenditure of general 21
government

Gross fixed capital

formation (investment) 22,7

Imports of goods and
services (% GDP) 55:9

Exports of goods and
services (% of GDP)

Final consumption
expenditure of
Germany households and non- 57,3
profit institutions
serving households

60,8

Final consumption
expenditure of general 19,6
government

64.4

21,6

16,1

28,7

58.9

20,1

21,3

38,2

377

52,3

20,1

21,2

68,8

75:1

56,1

19,2

64,2

20,9

16,1
32,3

30,9

597

20,1

20,3
40,9

40-4

505

25-7
82,5

86,1

558

18,7

64,8

20,8

16,2
32,3

30,2

60,2

51,1

18,7

27
88,2

88.3

56

19

64.9

20,1

29,8

60,6

20

425

42,9

515

27,3
85.2

86,1

55:9

64.4

19-7

17

60,2

52.1
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Countries Indicators 2009 2010 2011 2012 2013 2014,
ormation (mestmen) 9% 193 w2 w98 w0

T mcesonCby | 29 o 40 BB

s (ofChp 8 423w 459 456

Source: Final consumption expenditure of households and non-profit institutions serving households:
Eurostat: http://ec.europa.eu/eurostat/tgm/printTable.do?tab=table&plugin=1&language=en&pcode=te

coooo9g&printPreview=true

Final consumption expenditure of general government:
http://ec.europa.eu/eurostat/tgm/printTable.do?tab=table&plugin=1&language=en&pcode=tecoooi1o&
printPreview=true

Gross fived capital formation (investment):
rintTable.do?tab=table&plugin=1&language=en&pcode=tecooo11&

http://ec.europa.eu/eurostat/tgm/

printPreview=true
Imports of goods and services (% GDP): The World Bank:

http://data.worldbank.org/indicator/NE.IMP.GNFS.ZS
Exports of goods and services (% of GDP):

http://data.worldbank.org/indicator/NE.EXP.GNFS.ZS/countries

From the Table 4, it can be seen that structure of demand has a large contribu-
tion to economic growth. Also in countries like Estonia, UK, Latvia, Lithuania, Ger-
many the rise in GDP growth, or the positive GDP growth during the period 2009-
2014, was associated with a sharp surge in investment. Gross fixed capital formation
in the period of 2009-2013 for Estonia was (22,7-27.3), UK(16,1-17 ), Latvia (22,5-
23,3), Lithuania (17,9-18,2), Germany (19,1- 19,8).

In contrary countries like Portugal, Italy, Greece, Spain, Croatia, in the period
of 2009—2013) had a negative GDP growth rate and decreasing trend in investments.

Inthe period of 2009-2013 Gross fixed capital formation (investment) in Portugal was
(21,1-15,1), in Italy (20-17.4), Greece (20,9-11,6), Spain (24..3-18,9), Croatia (25,2-19,3).

It can be concluded that the reduction of capital expenditure especially during
the recession it is not a solution for sustainable growth.

In the structure of aggregate demand in 2013, all countries except Estonia (the
highest share in aggregate demand was the export of goods and services with 86,1%)
recorded the highest share in final consumption expenditure of households and
non-profit institutions serving. In 2013, the largest proportion in final consump-
tion expenditure of households and non-profit institutions had Greece 71,2%, UK
with 64,9%), Portugal 64,,7%, in Italy 60,8%, Spain 58,2%, Latvia 61,9%, Lithuania
62,8%, Croatia 60,6%), Estonia 51,5%, Germany 55,9%.

Further, in the same period 2009-2013 because of politics of austerity, final
consumption expenditure of general government decreased in all countries, while
final consumption expenditure of households and nonprofit institutions just in few
countries like; Lithuania, Estonia, Germany.
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Shortly, the share of final consumption expenditure in general government de-
creased, and it can be seen dramatically decline in investment, due to it is very inter-
esting that export it has not been decreased.

In the period 2009-2013 export has increased in Portugal (27,1-39,3%), Italy
(22,5-28,6%), Greece (19-30,3%), Spain (22,7-31,6%), Latvia (43,9-58,8% in
2011), Lithuania (54.3-77,1% in 2011), UK (27-29,8%), Croatia (34..5-42,9%), Es-
tonia (60,8-86,1%), Germany (37,8-45.,6%).

It can be concluded that mechanism which links the balance of payment and
government budget indicates a lack of tax revenue of public sector, which is offset
mostly by borrowing abroad. Namely, the problem with the current deficit cannot be
solved only by cutting the state expenditures and especially capital investment.

The following Table 5. indicates the most fundamental elements of the austerity
open issues. It analyzes the social impact of fiscal austerity; unemployment, youth
unemployment and poverty.

Table 5.: Basic socio-economic indicators for 2009-2013

Countries Indicators 2009 2010 2011 2012 2013
Portugal Unemployment rate (% of GDP) 9.1 11,8 13,4 15,8 17,7
Unemployment, youth, total (%
of total labor force ages 15-24) 20 22,2 3o 37.5 37.9

national estimate(WDI-2)

At risk of poverty rate by poverty
threshold age and sex 179 7.9 18 179 18,7

Italy Unemployment rate (% of GDP) 7.8 8.4 8.4 10,7 12,2

Unemployment, youth, total (%
of total labor force ages 15-24) 25,5 27,7 29,1 35,2 39,7
national estimate(WDI-2)
Atrisk of poverty rate by poverty

threshold age and sex 18.4 18.2 19,6 19:4, 19.1

Greece Unemployment rate (% of GDP) 9.5 12,5 17,7 24,2 27.3

Unemployment, youth, total (%
of total labor force ages 15-24,) 25.5 32,4 440 547 58.4
national estimate(WDI-2)

Atrisk of poverty rate by poverty

threshold age and sex 197 201 24 231 2B

Spain Unemployment rate (% of GDP) 18,1 20,2 21,7 25,2 26,6

Unemployment, youth, total (%
of total labor force ages 15-24,) 38,5 42,5 47.0 5402 57,2
national estimate(WDI-2)

Atrisk of poverty rate by poverty

threshold age and sex 204 201 20,6 20,8 204
Latvia Unemployment rate (% of GDP) 17,1 18,7 16,2 14,9 11,1

Unemployment, youth, total (%
of total labor force ages 15-24,) 33,9 34.9 3 28,2 20,2
national estimate(WDI-2)
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Countries Indicators 2009 2010 2011 2012 2013

Atrisk of poverty rate by poverty

threshold age and sex 264 209 9 192 19-4

Lithuania Unemployment rate (% of GDP) 13,7 17,8 15,3 13,2 11,8
Unemployment, youth, total (%

of total labor force ages 15-24,) 29,2 35.2 32 26,2 21,8
national estimate(WDI-2)
Atrisk of poverty rate by poverty

threshold age and sex 20,3 205 192 18,6 20,6

UK Unemployment rate (% of GDP) 7.8 7.9 7.8 8.0 7.5
Unemployment, youth, total (%

of total labor force ages 15-24,) 19,1 19,6 20,1 21,3 20,2
national estimate(WDI-2)
Atrisk of poverty rate by poverty

threshold age and sex 173 e 16,2 16 159

Croatia Unemployment rate (% of GDP) 9.1 11,8 13,4, 15,8 17,7
Unemployment, youth, total (%

of total labor force ages 15~24) 25,7 33,5 36.5 44,0 51,5
national estimate(WDI-2)
At risk of poverty rate by poverty

threshold age and sex 79 20.6 209 204 19-5

Estonia Unemployment rate (% of GDP) 13.8 16,9 12,5 10,1 8.8
Unemployment, youth, total (%

of total labor force ages 15-24) 27,8 33,2 22,6 21 18,2
national estimate(WDI-2)
At risk of poverty rate by poverty

threshold age and sex 197 15,8 175 175 18,6

Germany Unemployment rate (% of GDP) 7.7 7.1 5.9 5.4 5.3
Unemployment, youth, total (%

of total labor force ages 15-24) 10,8 9.6 8.3 8.1 7.8
national estimate(WDI-2)
Atrisk of poverty rate by poverty

threshold age and sex 155 156 158 16, 161

Source: Unemployment rate: http://data.worldbank.org/indicator/SL.UEM.TOTL.ZS?page=1
Unemployment, youth, total (% of total labor force ages 15-24) national estimate: (WDI-2) http://data.

worldbank.org/data-catalog/world-development-indicators/

At risk of poverty rate: Eurostat (European Commission); http://ec.europa.eu/eurostat/statistics-

explained/index.php/Income_distribution statistics

Table 5. show that in the period of 2009-2013 most countries (because of fiscal
austerity policy, accompanied with recession and slump in economic activity) increased
unemployment, especially in youth unemployment, which influence negatively on social
hardship and risk of poverty”. In the period of 2009-2013 unemployment rate was: Por-
tugal (9,1-17,7), Italy (7,8-12,2), Greece (9,5-27.3), Spain (18,1-26,6), Croatia (9,1-17,7).

2 Poverty is measured by Indicator- Risk of poverty rate by poverty threshold age and sex (Eurostat). There
are complications in establishing a nexus between fiscal austerity and poverty because of the difficulty in
defining poverty.
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The percentage of unemployment youth rate were even bigger. For example, in
2013 the highest unemployment youth rate was in Greece with 58,4.%, Spain 57,2%,
and Croatia 51,5%.

Other countries, with better financing and economic performance had a better
result in employment and poverty also.

For example, in the period from 2009-2013 countries which decreased unem-
ployment rate was: Latvia (17,1-11,1), Lithuania (13,7-11,8), UK (7,8-7,5), Estonia
(7,8-7.5), Germany (7,7-5,3). The interesting fact is that the young unemployment
rate in these countries was also higher. The most higher unemployment young rate
was in Latvia and UK with (20,2%) and the smallest in Germany with 7,8%.

Finally, the progression on unemployment in the EU in the previous year
has been remarkable and economic and social cost of fiscal adjustment has been very
high.

The data analysis points to the problem of the structure of the Eurozone (sig-
nificant variation in economy between the EU member states have followed a differ-
ent path to austerity) and supporting the hypothesis that with eliminating the welfare
state, we cannot achieve sustainable long time growth and decrease the deficit.

4. CONCLUSION

In most EU countries with shattered economy, with government debt still high
and exceeding the threshold value of 60 percent of GDP, the big challenge in the fu-
ture will be sustainable fiscal consolidation which supports long-term growth and
employment as welfare state determinants.

Despite the ongoing debate and numerous studies, there is a lack of empirical
investigation on the defining the methodology of austerity, especially in the social
context. Due to no consensus about the implementation of fiscal austerity has been
achieved. Therefore, until know, we do not have an answer to the questions when
austerity is beneficial? Alternatively, “Should governments apply austerity despite
their weak economies and diversity”?

The findings of these paper indicate that the important causes of deterioration
of fiscal sustainability are neglecting the problem of diversity (structure of the Euro-
zone) and social implications for welfare. The main conclusion is that the emphasis
should be placed on defining austerity methodology which will implement economic
and social context.

The outcome of current research can serve as the basis for future research on the
role of austerity in economic policy.
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