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The “great recession” has brought about an 
unsustainable fiscal position in a number of 
Member States through significantly increased 
government payments (e.g. unemployment 
costs) and lower (tax) revenues. 
Now that economies are growing again, 
Member States are looking to reduce their 
debts / budget deficits. They do not want to fall 
into the type of situation occurring in some 
countries (e.g. Greece) where third party 
funding for the annual budget and debt 
repayment is insufficient. Investors are fearful 
of losing their investments through debt 
defaults because of the heavy accumulated 
debts and continuing annual deficits. 
Member States are therefore now effecting 
plans for rapidly reduced expenditure and 
increasing tax revenues.  
Tax increases are coming mainly through 
raising Value Added Tax (VAT or 'sales tax') 
rates, excise duties and reducing tax avoidance 
and allowances. 
Expenditure is being reduced via cuts in public 
sector job numbers and pay levels, lower 
welfare and pension expenditure and greater 
control / restrictions on allowances such as 
unemployment benefit and housing 
allocations. 
Low income citizens are likely to be most 
affected so “means testing” – allowances based 
on income levels rather than being universally 
available – may be more widely introduced. 

 

 
 

In this briefing: 

 Issue definition 
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 Effects of policy 

 Cuts in Member States 

 Main references 

Issue definition 

The “great recession” of 2008/9 meant a 
significant increase in government spending 
and reduced tax revenues in MS. 
As a result, there are unsustainably high debt 
levels and / or budget deficits in a number of 
Member States (MS): 
 A too highly indebted country means risk 

for investors of the country not being 
able to fully repay loans or even pay 
interest (“default”).  

 Third parties will either not lend to the 
MS (e.g. Greece, Ireland and Portugal) or 
need to see evidence of a realistic return 
to normal (lower) levels of borrowing 
soon to continue making investments 
(e.g. Spain, the UK…).  

Now that MS economies are growing again, 
governments are implementing budget 
reductions ('austerity plans') to avoid the 
crisis that default would involve. 

Possible austerity measures 

There are general top-down actions 
("overall"), which will reduce expenditure, 
along with cuts to specific areas. 
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Overall 
Budget rules, such as limiting the central 
government deficit to a percentage of GDP.    

Universal benefits stopped or reduced. A 
limit on the total amount of benefits to be 
received and linking to the total amount of 
household income ("means testing").  

http://www.investopedia.com/terms/d/default2.asp
http://lexicon.ft.com/Term?term=means_test
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Consideration of a pensioner's (other) 
income sources in deciding on pension and 
other benefits (e.g. free public transport, 
heating allowances). 
Specific cuts 
Unemployment benefits: the total cost of 
unemployment benefits has increased as the 
recession has put people out of work, 
thereby placing additional focus for 
reductions in this area. Tighter rules include 
reduced income support and new standards 
of work-seeking on claimants. 
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Source: EC, Ameco, 
OECD, Datastream, 
National data, SG. 

Successful large fiscal 
adjustments 

Source: SG Cross 
Asset Research 

Austerity Plans 
(% of GDP) 

Housing benefits: though the newly 
unemployed may also need support in this 
area, the basic amount may be reduced. 
Incapacity benefit: a reduction in the general 
level of benefit and new tests of suitability 
for work for claimants.   
Pensions: less generous pension schemes. 
Healthcare: ageing populations mean 
greater demand on healthcare. To hold / 
reduce costs there may be (higher) charges 
for visits to doctors and hospitals.  
A reduction in child allowances.  
Education: a reduction in access, lower 
service or increased participation cost by 
students. 

Cuts in the pay and numbers of public-sector 
employees.  

Effects of policy 

MS citizens are paying more (higher taxes 
and contributions) to receive less (lower 
welfare and social support benefits). In MS, 
cuts for the middle class have or will be 
enacted while support for low-income 
families may expand, possibly via tax credits 
for the working poor. 

Immigrants, youths and construction sector 
workers are hardest hit along with those 
least able to cope (the poor and those on low 
incomes). Public-sector workers are also 
affected as governments cut 'bureaucracy'. 
Though occasional violence may be noted 
on the streets of Europe, some feel that 

those demonstrating will effectively be 
ignored as their political position is weak.  

Austerity measures are almost universally 
unpopular so introducing and implementing 
them may be politically costly.  
The effect should be most painful in those 
countries with the deepest cuts, such as 
Ireland, Portugal, Spain and Greece. 

Cuts in Member States 

EU MS aim to cut their 
budget deficits to a 
maximum of 3% of GDP 
(reflecting the Maastricht 
criteria) by 2014-15.  
Details below are of 
austerity plans and 
implementing actions. 

They give an idea of 
similarities and differences 
in MS and the range of 
detailed possibilities.  
In a dynamic economic environment 
changes to these policies are likely.  

In Austria, to achieve the public deficit 
objective of less than 3% of GDP by 2011, 
cuts in public services, transfers and public 
investments have been mentioned, along 
with a gradual increase in the pension age 
for women from 57 to 60 years. 3 000 jobs in 
the postal sector will be cut by 2014. 
Revenue raising measures include a bank 
levy, fuel and tobacco excise tax rises.  
In the Czech Republic, an austerity package 
is focused on a public deficit of 4.6%:  
 10% average pay cuts for 

public-sector employees. 
 Reduced sick pay, with 

employers providing wage 
compensation for longer.  

 Benefits for very low-income 
families with children are 
abolished. 

 The conditions for 
entitlement to parental 
benefit will be changed, with 

http://www.wordwebonline.com/en/INCOMESUPPORT
http://www.businesstaxrecovery.com/articleupdates/definition-tax-credit
http://glossary.reuters.com/index.php/Maastricht_Criteria
http://glossary.reuters.com/index.php/Maastricht_Criteria
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the benefit reduced in certain cases. The 
birth allowance will be means tested.  

 Carer’s allowance will 
be sharply reduced.  

 Persons on 
unemployment 
benefit cannot have a 
part time job.  

 Someone who 
receives severance 
pay must forego 
unemployment 
benefit to the same value. Equally, 
unemployment benefit will be reduced 
for workers who terminate their contract 
without a serious reason.  

Source: Country authorities' informationRevenue Measures

PIT: Personal income tax. 
CIT: Corporate income tax. 
SSC: Social security 
contribution.  The state housing allowance will be 

reduced and subject to a tax.  
 Regional transfers have been cut by 

nearly 20%. 
With one of the most generous social welfare 
systems in the world, Denmark wants to 
reduce unemployment and family benefits 
and ministers' salaries. Public consumption 
growth is limited to 1% until 2015. 
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Finland has a “Productivity programme” to 
reduce central government employee 
numbers through non-replacement of 
retiring staff: 9 645 by 2011 and a further 
4 800 reductions to 2014.  
France aims to achieve a 3% deficit by 2013 
through: 
 The withdrawal of temporary economic 

stimulus measures.  
 A three-year freeze on public sector 

spending from 2011, through, in part, not 
replacing some retiring civil servants.  

 Raising the retirement age from 60 to 62 
and the full state pension age from 65 to 
67 from July 2011.  

 Revenue raising measures, including 
higher taxes on income, stock option 
benefits, retirement packages, capital 
gains and dividend income along with 
closing tax loopholes and introducing 
new green taxes. 

Germany, which is enjoying good economic 
growth, wants to reduce its deficit below 3%, 

before 2014. There is a bias for expenditure 
cuts over revenue rises. About one-third of 

the savings to 2014 will 
come from social 
spending reductions 
(e.g. a cut in subsidies 
to parents). In addition, cuts in public service 
wage and employment (10 000 fewer posts 
by 2014) and defence spending.  
Revenue-raising measures include a 
reduction in tax exemptions, a tax on nuclear 
power plants, an environmental surcharge 
on airline passengers, higher healthcare 
costs and a financial transaction tax.  
Greece’s target is a deficit reduction from 
13.6% to 3% by 2014, with the medium-term 
aim to produce a surplus to ensure debt 
sustainability. Measures are balanced 
between revenue and expenditure. 
Expenditure reductions: 
 Average retirement age to rise from 61.4 

to 63.5, fully effective by 2015, with a 
curb on early retirement schemes. Future 
retirement ages will be linked to life 
expectancy. Some pension cuts. 

 Public sector salaries frozen until at least 
2014, bonus payment cuts and 
employment reductions.  

 Cuts in discretionary and low-priority 
investment spending, untargeted social 
transfers and lower subsidies to public 
enterprises. 

Increased revenue through: VAT increased 
from 19% to 23% (with more products 
moved to the higher standard rate), focus on 
tax evasion, 10% tax rise on fuel, alcohol and 
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tobacco, a temporary company crisis levy, 
higher property taxes and new gaming 
charges. 
Hungary's new constitution includes 
compulsory debt reduction to 50% of GDP. 
There is a special levy on large companies, 
though also corporate tax cuts for small 
companies and a flat-rate PIT with reduced 
exemptions. 
Ireland has a 3% deficit target before the 
end of 2014. The plan is biased towards 
expenditure reduction:  
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Expenditure Measures Source: Country authorities' information

 Cuts in government wage bill: 5%-15% 
salary cuts, no recruitment / promotion 
and early retirement.  

 Higher minimum pension age (60 to 65 
years) for new public servants. 

 Reduced pension and social welfare 
outlays. Pensions are to be means tested, 
with a reduction in the free entitlements 
for pensioners over 70. 

 Minimise state consultancy, advertising 
and PR expenditure and re-prioritise 
capital projects. 

 A cut in the minimum wage. 
Revenue raising measures: VAT rise (21% to 
24%) by 2014, an income levy (wider 
coverage than income tax), a carbon tax, 
increasing tuition costs and higher social 
security contributions.  
Italy has a target of a below 3% deficit by 
2012, with expenditure reductions making 
up two-thirds.  
Spending cuts at the sub-national level (city 
and regional authorities) should contribute 
33%. A further 30% more should come from:  

 Public sector employment: replace one in 
five who leave, freeze pay for three years and 

implement pay cuts of up to 10% for high 
earners, including ministers and 
parliamentarians.  
 Delay retirement by up to six months for 

those who reach retirement age in 2011. 
Increase the retirement age, and from 
2015 link the retirement age to changes 
in life expectancy.  

Revenue-raising measures include new taxes 
for stock options and bonuses, higher 
corporate tax and fighting tax evasion.  
With a 3% deficit target by 2012, most of 
Latvia’s measures are on reducing spending:  
 Cut civil-service salaries on average by 

30% and reduce the workforce. 
 Across-the-board spending cuts on 

goods, services and investment. 
 The introduction of a social safety net (a 

cost). 
Structural reforms in the health (greater use 
of cheaper outpatient care) and education 
(more students per teacher) sectors should 
lead to savings.  
Revenue-raising measures include higher 
VAT, income tax and excise duties and a 
wider tax base.  
Lithuania has the 3% deficit objective by 
2012 with a medium term structural surplus 
target of 0.5% of GDP. Adjustment is 85% 
expenditure based: 
 Reduce the public-sector wage bill. 
 Lower the Social Security Fund's deficit 

through cuts in pensions, parental and 
unemployment benefits. 

 Reduce spending on social assistance to 
stop payments duplicating insurance 
(child benefits, state pensions). 

In Luxembourg cost savings will be gained 
via a reduction in state-
pension rises, increased 
employee and employer 
contributions to the 
Employment Fund, 10% 
cuts in government 
subsidies to companies, no 
income tax allowance rise 
until 2014 and restriction 
of children's allowance in 

ost savings will be gained 
via a reduction in state-
pension rises, increased 
employee and employer 
contributions to the 
Employment Fund, 10% 
cuts in government 
subsidies to companies, no 
income tax allowance rise 
until 2014 and restriction 
of children's allowance in 
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favour of student grants and loans. An 
emergency “crisis” tax of 0.8% was 
introduced for 2011 and may be extended 
beyond if needed. 
The Netherlands wants a 0.5% of GDP 
annual budget improvement through lower 
public administration and healthcare costs 
and a higher pension age (65 to 67). 
Poland has frozen public sector salaries in 
2011 (except for teachers) and 10% public 
sector jobs are to be cut. The VAT rate has 
risen one percentage point. 
Portugal has a 3% deficit target for 2012, 
with continuing austerity plans.  
The main expenditure reduction measures 
include a wage-bill reduction (5% pay cut for 
top public servants), lower transfers to local 
governments and (also sale of) state-owned 
enterprises, lower defence spending, 
reduced capital investment and 
rationalisation of social benefits (including 
means testing). 
Revenue-raising measures are higher VAT, 
2.5 percentage point higher CIT rate for 
companies with profits over €2 million, 
higher PIT with a new 45% bracket, a 
reduction in tax benefits, creation of a crisis 
tax and the broadening of the social security 
contribution base.  
In 2009, Romania adopted strict austerity 
measures in order to receive a €20 billion 
bailout from the EU and the IMF. 
Public-sector wages have been cut by 25%, 
wage increments cancelled and 250 000 job 
lay-offs are expected. Social benefits have 
been cut by 15%. By 2030, retirement age 
will be 65 (currently 58 for women and 63 for 
men). Pensions are frozen for 2011.  

 Reduced capital spending and restricted 
public-sector hiring, cutting public-sector 
wages by 5%, with salaries frozen in 2011. 

For higher revenues, taxes on the rich will 
rise, VAT will increase (16% to 18%), a €400 
PIT deduction will be suspended and excise 
tax rates will rise.  
With a 10% deficit, the United Kingdom 
plan aims to balance the structural current 
budget and put the debt-to-GDP ratio on a 
declining path by 2014/15.  
Expenditure reductions (60% of total) are: 
 A two-year pay freeze in the public sector 

(except for those on lower incomes), with 
490 000 fewer public sector jobs. Average 
government department budget cuts will 
be 19%. 

 The pension age will rise to 66 for women 
(from 60, bringing forward a rise already 
planned) and men (from 65) by 2020.  

 Means-tested child benefit from 2013. 
 £11 billion of welfare-reform savings 

through incentives to work. 
On the revenue side there are rises in VAT (to 
20%) and the Insurance Premium Tax.  

Main references 
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VAT has risen from 19% to 24%.   
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The government of Spain plans to reduce 
the deficit from 9.5% to 3% by 2013, with a 
roughly 80/20 bias towards expenditure cuts: 
 Frozen pensions in 2011 (exception for 

the poorest) with pension reductions via 
means testing. 

 Cessation of the €2 500 payment for new 
mothers.  
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http://www.imf.org/external/index.htm
http://www.stratfor.com/memberships/180191/analysis/20110115-how-austere-are-european-austerity-measures
http://www.stratfor.com/memberships/180191/analysis/20110115-how-austere-are-european-austerity-measures
http://www.mediapart.fr/files/38856398-European-Austerity-SocGen.pdf
http://www.mediapart.fr/files/38856398-European-Austerity-SocGen.pdf
http://www.etuc.org/r/1611
http://www.imf.org/external/pubs/ft/wp/2010/wp10272.pdf
http://www.bbc.co.uk/news/10162176

