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Abstract

This article contains a brief review of the mairusas of the current crisis
and concerns strategies of market dogmatism and ithpacts, which followed
the end of post-war boom and the end of the seddlretton Woods System.
Rising inequality and deregulation led to increagimvestment of speculative
capital (casino capitalism), creating a real estdiabble in USA. Owing to
public bailouts, this finance capital did not lose much after the bubble bursts.
However, the bailouts created serious problemsstate budgets, which were
already poor as a consequence of the tax race ¢ohbttom following the
specific neoliberal recommendations to surmountebenomic crisis. Together
with weak economic performance and high interetgtsréor state bonds - due low
rankings by rating agencies - some states in thie 2ane were threatened with
insolvency. Additionally, home-made negative stmest and mismanagement
worsened the situation. The financial assistanes torovided by the troika were
tied to harsh “reforms” in the spirit of the austrpolicy. This has led to a social
crisis with colossal humanitarian impacts; it isoeomically a fiasco and has
increased the public debt to unbearable proportjanainly in Greece, a country
which might be seen as a laboratory for this stygte

Central and Eastern European countries could ledy the Greek
example of austerity policy: First, they shouldysianger to their own currency,
allowing them to remain competitive by compensasimgnger trade partners’
productivity by the chance of devaluating. Seconds clear that cutting off
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expenditures will not solve problems in case ofimgnat balancing the public
budget. Just the opposite, it will increase so@ad economic problems by
down-sizing public and private demand and it wilhdanger necessary
investments in future development (infrastructadeication). That's why increasing
state receipts and a fair tax policy are on theralge as long as the rich escape
from contributing adequately to state’s action chitity.

Keywords finance crisis, Bail-out for banks, budget andbderisis, austerity
policy, Greece

1. Introduction

If we wish to understand the current situation ire€ge, we have to go
back to the root causes of the financial crisise Bimsuing years showed that
finance capital, mainly in the hands of the bigksrwere not the losers, even
when granting risky loans to states at the brinksblvency. In accordance with
the slogan “too big to fail”, they were rescuedtdajl-outs. The highly indebted
countries like Greece then had to implement thehhemnditions set by the so-called
trolka when receiving loans, but this austerityiqyolworsened the situation.
Therefore Greece needs another policy, as the assigovernment wishes to
execute, in order to give it time.

2. A brief review on the causes of the current cris

Firstly, world-wide deregulation of the financiabriets, accompanied at
the same time by a massive increase in financedtasn fewer hands, rapidly
increased the amount of speculative investment.eMord more capital was
invested in the financial markets and correspondirigss in industrial capital,
that is, in production and service and in jobs.sTiévelopment was supported
by a policy shift to market dogmatism. Ultimatehew financial instruments in
the context of the US housing market triggeredctmeent crisis.

This paradigm shift goes back to the beginning hd 6970s, when
economic development - characterized by the postbwam with high GDP
growth rates, rising employment, sound state bsdgad extending welfare - ended
30 years after the end of WW Il and was hit by seyrocesses. In consequence
general demand declined and increased the fixets aufs companies. This
downward trend was worsened by spiking oil pricesanse of the Arab oil
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blockades, as a consequence of the Western pel-kttéude during the Yom
Kippur war. Last but not least, the USA and its IBlobupremacy was hurt by
inflation as a consequence of Viet Nam war and sttenger German and
Japanese competition (mainly in the car industiyje USA saw aimed to
resolve these pressures by ending the Bretton Wsystem of fixed currency
exchange rates and in ending the guarantee to egeh#he dollars as
international currency of world trade, tied toefil gold standard.

What followed was the first step in the deregulaiod the world financial
markets. This deregulation allowed massive cagltaks across borders to
wherever the transnational financial elite detectemys to maximize their
profits. These profits were geographically unequdiktributed, but no longer
constrained by government intervention. Capitdbedated from rules and
regulations, could now penetrate into too manyspairthe world. The use of tax
havens and cartel-ups related with them were @durstep in this process
(Murray 2014, p.17).

This worldwide search for opportunities to investahce capital was
fuelled by a rising inequality within societies. dfvin Europe, where we have
a tradition of welfare states, inequality has istied. According to the OECD
“Database on Household Income Distribution and RgYefrom 1985 to 2008
income inequality increased in most OECD countriksequality has worsened
dramatically in most rich countries in recent yeansl decades.” (OECD 2011,
EU Commission 2011, p.85) Income inequality incegasecause of a continuing
long-term trend of disproportionate increases iy Yeggh income brackets, whilst
the mass income did not adequately participateanising GDP.

With regard to the developments in the USA, theadah income
distribution clearly shows an extreme inequalittheTrichest 20 percent of
Americans achieved 50.3 percent of the total incom2009; in the 1970s, this
share was only 43 percent. The top 1% of Americaursently have nearly
a quarter of the total income and control arourfih 40 the wealth, while 25 years
earlier the figures were 12% and 33% (Stiglitz 2012

The beginning of the rising gap between richer pmarer households can
be traced back to the early 1980s, when the Readaninistration came to
power and executed policies in the spirit of nesittism®

The problem then became where to invest the risiegjth, not only in the
USA but also in Europe, in view of the decreasirayvwth rates of the real economy. It
made less sense to invest the money in industig wimand relatively declined after
the post-war boom and the impact of the oil pricgsc(Eissel 2014, pp.35-50).

! For the changes in real income in the USA 19480202 see http://b-i.forbesimg.com/
louiswoodhill/files/2013/03/Income-Inequality-Ch&82713.jpg
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While the masses lost their income position andlipuand private
poverty increased, the rich intensified their skdiar alternative investments,
creating what Susan Strange (1986) called “casaptalism”. Her book is
a critical commentary on the weaknesses in theldpwent of the international
financial system in the 1970s and early 1980s,ytatstg that more engagement
in the financial markets weakened the real econdifg:the extent that rising
inequality may reflect a lack of economic opportynit may itself limit the
growth potential of economies by not allowing atloromic agents to fully
exploit the new opportunities created by globalgat and limiting the
productive capacity of an economy by not matchigital and labour as
efficiently as possible. Moreover, to the exterdgttaconomies are periodically
subject to shocks of various kinds that limit grown the short term, greater
inequality makes a greater proportion of the papmavulnerable to poverty.
Finally, rising inequality if not addressed, cascalead to a backlash against
economic liberalization and protectionist pressurémiting the ability of
economies to benefit from globalization.” (Jaumaitel. 2008, pp.3-4). This is
why it became such a huge problem when financaatapvestments overtook
investments of real capital in production and smvi

The financial markets have continuously moved avrayn the real
economy. In particular, exchange-traded derivatrose sharply. From 1990 to
2006 they went up 43 times more rapidly than theldvproduction of goods
and services. A major problem in this context s lgrgely uncontrolled hedge
funds, with billions of dollars. According to reperby McKinsey the world's
gross national product increased from 10.1 to #i®tr US dollars in the period
from 1980 to the year 2007, while the assets infitt@ncial markets increased
during the same time to 12,196 trillion dollars (Miosey 2011).

It was not only the rich rentiers of world societygd the countries with
high foreign exchange earnings that increasinglstiggpated in this "casino
capitalism”, but also production companies whicttjrig the relatively stagnant
demand, did not invest their growing profits in miaes

The growing concentration of financial wealth irethands of a few,
promoted by a policy of tax cuts, searched for slagiwe investments which
would guarantee a higher return than investmenpsaduction. This was one of
the reasons driving investment in the US real estarkets, with profit rates of
above 15%, which in the end produced the crash.

Aside from creating new models in the finance mexkeapital was under
stress to search for new markets, in face of thaive downward demand in
their own countries. Thus, with the help of the IMRd the World Bank,
countries which were highly indebted and needethéurcredit were forced to
open their domestic markets and privatise publfpbuin the fields of traffic,
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communication, water supply, energy etc. The ddatigm of worldwide trade
was accomplished in the so-called Uruguay Rouretg]ihg in the end to the
World Trade Organisation (WTO). However other inronal institutions, like
the European Union (EU) and the Organisation fonBmic Cooperation and
Development (OECD), were also weighty promoterthisf deregulation process.
Their measures have raised the globalisation oéte@omy to new levels, which
no nation state can ignore. Increased competitimong companies and locations
took place, exposing regions and even cities isimgy to the international
economy, subjugating governments through the sigfadly neutral interplay of
market forces, and increasingly limiting the pogitjbfor countries to develop
their national economies independently. On the whdhe new politico-
economic strategies since the mid-seventies haweresp world economic
integration and the international division of laboMarket opportunities have
increased, but competition is also growing. Henkis form of economic
globalisation highlights a shift of decision-makipgwer from the state to the
market, and from the welfare state to the ‘comijoetitstate (Eissel 2013,
pp.193-207). Making use of this public support, tfeemer big national
companies became global players. The new transmhtmrporations (TNCs)
became the key economic actors after the mid-1986sthey could obtain
substantial cost savings through world-wide outsiogr This process has
produced a new dimension of globalisation, becals€s were increasingly
able to escape any form of political control andeyén many cases, successful
in urging politicians to follow and protect theimerests.

3. Reactions of the States

The political class in Europe pursued its new rieerll preferences,
reflecting the demands of employers, and reduceskstan income from capital
while helping to build an extensive low wage secabithe same time neglecting
the problem of a weak domestic market, stemminghfsbagnating wages over
more than a decade. So far, alongside with dereguldhe new economic
dogma concerned the reduction of the tax load enritth, which would then
lead them to invest in working places. As the otta#nous market dogmatist
(alongside Milton Friedman) von Hayek put it: “Inggdity is not regrettable but
highly welcomed. (...) Those who attack the ricbpgie forget that most of them
created workplaces when becoming rich, and thugpeldelmore people
comparatively than they would have had they sgesit money directly on the
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poor.” Since the 1980s this cynical dogma was put intxtime by nearly all
Western states, which engaged in a tax race tbdttem. In the 27 EU-States
the statutory tax rate on corporate income wasagdidrom 35.3% in 1995 to
23.1% in 2012. The benefits of these tax reforms in the spirit nodirket
dogmatism clearly demonstrate that millionaires higdbusiness were the great
winners, whereas the mass income groups gainednueniginally. This immense
reduction of taxes on profits was publicly annowhas necessary to protect the
competitive position of Europe as a location foobgll capital flows and to
guarantee further investments in employment.

Furthermore, this tax policy of following the shith neo-liberalism is
reflected in and can be explained by the risinduarice of employers’
organisations, the right-wing mass media, a mgjaiteconomic advisers, and
political parties making use of the new uncertamtof global competition by
urging governments to deregulate the existing lalmoarket arrangements and
to minimize the tax burden on profits. Additionaltyade unions were put under
pressure to reduce wage costs.

The growing dominance of this new economic phildgopvas, as
mentioned before, fuelled by the profound econaerigis of so-called Fordish
which followed the end of the post-war boom. Thagcided with the rebirth of
market dogmatism and the ideology of supply-sidmemics, propagated by its
idols like Milton Friedman (1971) and his Chicagmhgol. Their message was
received with considerable enthusiasm by governseStarting with the
Reagan administration, as well as Thatcher in Briia the end, the majority of
European governments started in the 1980s to otlegit economic policy
according to this supply-side ‘advice’, with thesu#t that state redistribution,
mainly the effect of tax policy, favoured capitaddaproduced a stagnation of
wage and income positions. Cutting back the weltege, privatising public
enterprises, deregulation and minimising productiosts through wage and tax
reductions were henceforth considered as apprepstattegies for surmounting
the economic crisis caused by low GDP-rates anch higemployment.
Deregulation and/or withdrawal of the state frora tharket was a key message
of this new neoliberal credo (Leaman 2013, pp. 98}1 As the influential
economist Milton Friedman put it: "The space fovgmment’s move must be
restricted. It must be its task to protect our tiifp€...) provide law and order,

2 Ungleichheit ist nicht bedauerlich [inequality i®t regrettable in: Wirtschaftswoche
(Nachdruck!) Nr.3, 11.1.1996: 16 f.

3 Eurostat: Taxation Trends in the EU 2011, p. 62.

* Fordism encompasses mass production by assemblyelchnology, high growth rates, rising
wages, acceptance of trade unions, and developrhére welfare state and state interventionism, in
the spirit of Keynes.
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supervise the compliance with private contract®vigle competition on the
markets." (Friedman 1971, p.20) “In the wider figldincome distribution the
state caused more damage than could be compensateduntermeasures.”
(Friedman 1971, p. 227) This dogmatic belief néhadess does not accord with
the empirical data in the real world. States liken@, Brazil and South Africa
have by far a higher regulation density than thé\Usit in recent decades have
enjoyed higher growth rates. Even the Nordic staieSurope, having a state
guota of market income of about 50%, don’t suffeonf less economic
performance than states like Germany for instamddéch has a lower state
guota; in fact just the opposite. It's incredibliffidult to believe that in modern
societies markets could be effectively run withetate intervention. Without
public investments in education and qualificatiomsthout guaranteeing the
necessary infrastructure for future economic depraknt, and without supporting
F&E necessary preconditions for a sane future en@naevelopment, a sub-
optimal or damaged approach is implemented. Sdhfarsimple dogma is not
reflected in the reality. As regards the implemimaof this market dogmatism,
one of the disastrous failures of the US governnmetite years before the outbreak
of the crisis was its minimisation of bank contrtteis allowing investment bankers
to act without restriction, the result being that dase of losses they could
compensate their mismanagement by having accdiss saving accounts of their
bank. Of course, there were additional problers, ilicreasing subprime credit,
pushed by George W. Bush’s initiative to give evémerican citizen the
opportunity to buy a house or a flat (the “Americéream program”). This
article lacks the space to go into all the detailthe US real estate bubble and
its subsequent bursting.

Examining the results of the neoliberal policy, onast conclude that the
effects remained poor. Despite the publicly staimgic behind the official
policy, there was no positive function for growthdajobs. The redistributive
policy was not only, economically speaking, simalflop, but also endangered
the public sector's capacity to ensure future mublivestments in the physical
and social infrastructure, including education, angustainable energy, because
of the increasing poverty of the state. To quoigli&"The conventional wisdom
on the neoliberal campaign trail is that tax cats cure economic ill — the lower
the tax, the higher the growth rate.”(Stiglitz 20p0 197) However if a society
wants to have good health, education, roads, acidlgurotection, these public
services have to be paid for, and that requirel tages. The case of Sweden
clearly indicates that, even having one of the é#jtper capita in-comes, their
welfare state supported an ‘innovative society. tt&e social protection,
combined with good education and job retraining mhe¢hat their economy
could be more flexible and adjust to shocks morekdys obtaining higher
levels of employment.(Stiglitz 2010, p.197)
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From an economic perspective, the poor resultaatrsurprising. Faced with
the stagnation of domestic private and public dethantrepreneurs behaved as
could have been expected: there was no obviousréasncrease capacity through
investments to meet static demand. Only strong etitive states could find
another solution by increasing exports, as was tnu¢he case of Germany.
However, a growing positive trade balance cause=pative development with the
trade-partners. Furthermore, despite rising rdtestarn overall, investments in real
capital yielded increasingly lower returns tharmfigial investments. The alternative
then was to use additional accumulated profitsjj@culative purposes.

In this course of affairs, state debt became amablgf speculation. Bets
were made against economically weak countries and their possible
insolvency, or their leaving the euro zone. Dueiging risk premiums, interest
rates on government bonds rose to astronomicahtsigising public debt and
interest rates drove some countries to the brirdobfency (see Table 2). In the
spring of 2010 this concerned only Greece; buiairéland Portugal followed
shortly thereafter, creating major problems for tiamks which had speculated
on their bonds. In the last phase, the nationatsdebthe crisis states reached
their limits. Financial investors were no longerllwg to grant loans at
affordable terms to heavily indebted European aiesitin crisis. However, it
was clear from the very beginning that countriks freece would be unable to
pay their debt back to the creditors, which wouddécreated severe losses for
the engaged banks and financial institutions aed 8hareholders. Yet, like in
the case of the losses for Lehman Brothers, thagargent of finance capital
was obviously based on trust in their influence distain bailouts at the
taxpayers’ cost instead facing a hair-cut and megatonsequences for their
returns. "The financial sector had to be rescuetheypolicy before the collapse.
Private debt has been converted into governmert'd@wfinger 2012).

4. The increasing supremacy of finance capital

As mentioned above, international capital flowséngained considerable
weight since the beginning of the 1980s. This dasmlent is accompanied by
the growing influence of finance capital on poltid.ooking at the case of the
USA we can see a strong connection between finaimdastry lobbying and
favourable financial legislation. First, there waslear association between the
money that affected financial firms spent on lobigyand the way legislators
voted on the key bills considered before the criSexond, network connections
between politicians and lobbyists who worked omecic bill also influenced
voting patterns. If a lobbyist had worked for ai$égor in the past, the legislator
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was very likely to vote in favour of lax regulatiolhe six biggest financial
companies have 240 lobbyists in Washington, martherh having been former
members of the Congress with personal contacts thigh politicians (lgan,
Mishra (2011) “The American financial industry gaéh political power by
amassing a kind of cultural capital - a belief syst Once, perhaps, what was
good for General Motors was good for the countryeiCthe past decade, the
attitude took hold that what was good for Wall 8treas good for the country.
The banking-and-securities industry has becomeadribe top contributors to
political campaigns (...), it benefited from the fablt Washington insiders
already believed that large financial instituti@msl free-flowing capital markets
were crucial to America’s position in the world. Y.One channel of influence
was, of course, the flow of individuals between Waiteet and Washington. It
has become something of a tradition for GoldmarhSasnployees to go into
public service after they leave the firm.” (John209, p.5)

All'in all, the finance sector was very successiublocking any attempt to
place stricter controls on banks, urging the mslito vote for more deregulation.
The massive influence of the finance capital oitipglis not only true in the case of
the USA but also can be observed in Europe. Fasdhwve can observe this
influence by the successes of the banks in avoiipgpportionate hair-cut of their
debt, while urging the states and tax-payers toercdkie costs of the risky
speculations and losses caused by their engageémére US real estate market
(Lehman Brothers).The big banks and finance irtstitis successfully avoided
being the losers in this crisis. The question thesame: If they had to be
rescued because they were too big to fail, then wbye governments not
dismantling them? This measure would seem to haea lkeven more necessary
in light of the fact that the same banks which kpdculated in the housing
market in the USA were now again demanding helerdfaving betted on the
state bonds of crisis countries.

It is astonishing in this context that the IMF, wainiby tradition supports
a hair-cut in cases when a highly indebted couwitlybe obviously unable to
pay back its loans, changed its strategy in the faicthe Greek catastrophe.
Instead of forcing the banks - especially Frenchkbawith about 17 bn. euro
loans to Greece — to suffer losses, the IMF, heageits nhow-former president
Strauss-Kahn, perceived that Greece was only amgoarary crisis and would
be able to pay back its debt in the future. Orbss of this false conclusion the
necessary hair-cut was neglected. We have to astheh this influence of
Strauss-Kahn on the decision, against some opposhiad anything to do with
his then wish to run for the presidency in Frarkgerce internal criticisms have
been expressed by some top IMF officials about v responsibility for the
utter disaster of the Troika’s bailout programs R@015). Moreover, the IMF



14 Dieter EiRRel

admits that: “Earlier debt restructuring could haeased the burden of
adjustment on Greece and contributed to a lessalf@montraction in output.

The delay provided a window for private creditargeduce exposures and shift
debt into official hands. This shift occurred orsignificant scale and left the
official sector on the hook” (IMF 2013).

The lessons learned by observing the role of bandiinancial institutions
can be drawn even more sharply by a wider persgeatamely the division of
two fractions of capital, with the growing supremaof finance capital in
comparison to industrial capital. Generally spegkine are no longer allowed to
speak otcapital, but have to divide capital into two - in part @imting - fractions.
We should make a distinction between two typespftalism: finance capitalism,
which seeks to accumulate profit in and througivardity of financial institutions
and organizations; and industrial capitalism, whigeks to accumulate profit
through a complex system of manufacturing andrgeljoods and services. The
first achieves its goals by buying and selling kmnstocks, futures, and other
types of investment, and by borrowing and lendingnhey; while the second
achieves its purpose by securing the material anghh resources it needs for the
production and sale of products, with the aid ofatvhas become a highly
sophisticated system of marketing. Of course, li@btions have the common
goal of maximising profit, but the way to reachstigoal is diverse and in some
cases might be conflicting. Following the ingenicalsservations of Stephan
Schulmeister (2014) from the Austrian Economic Resfe Institute (IOW),
finance capital is primarily is interested in hiigiterest rates and high exchange
rates, and favours unstable financial markets, tanithis extent its interests are
conflicting with the interests of the productiorpital, which wants low interest
rates, stable currency exchange rates, and siablecé markets. Furthermore, in
the phase of an economic crisis production caeiteh needs state intervention to
stabilize the business cycle by a growth policy,lsttfinance capital favours
a weak state with a powerful central bank to exeeautestrictive monetary policy.
The analysis of the crisis and the specific putdiactions and measures designed
to meet the problems might be perceived as an &malpiproof of this new
supremacy of finance capitalism.

All'in all, the influence of finance capital, maynexerted by the big banks
that greedily bought the risky asset-backed seéesriand collateralized debt
obligations of Lehman Brothers, was successfulviaiding huge losses, by
urging the states to rescue their profits by imreeboailouts at taxpayers’ cost.
These bailouts increased the public debt and #medt several European
countries with insolvency, the most prominent exi@mipere being Greece.
That’'s why the following text concentrates on ttése, generally demonstrating
that the austerity policy is totally misleading.
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5. Causes of the catastrophic Greek budget crisis

There are three main reasons for the catastrofibatisn in Greece. First,
Greece has had a relatively weak economic perfarenahich, after having entered
the euro zone, could not be compensated by deialuaftthe former currency, the
drachma. Second, the Greek state has an incomkemprobwing to a woeful tax
administration and corruption, giving space for &wasion. Third, Greece was
incomparably hit by extremely high interest raidse to its low ranking by the
rating agencies. Of course, it's true that Greead hlready very high debt,
exceeding the stability criteria of the overall @pbut nevertheless the way it was
treated by the troika and the austerity policy nthdes worse.

The deep world financial crisis led not only toaaking crisis in Europe, but
to an existential crisis of the European Monetanjod. This so-called ‘euro
crisis’ - which is an inaccurate term because the das always remained
a stable currency - was on the one hand triggeyeatitiitional costs of banking
and the economic crisis after 2007, and is theeedften referred to as European
sovereign debt crisis. Nonetheless we do faceeandila of the Monetary Union,
because general financial policy coordination, Wwhis a perquisite of a well-
functioning common currency, is missing. This wouldtlude, in particular,
coordination between the euro member countridsein €conomic, financial, social,
and labour market policies. The consequences aftksing financial instruments
and policy have led to a very different developn@ntompetitiveness in the euro
zone countries and massive imbalances of tradegséermany, as one of the main
creditors of heavily indebted southern Europeami@ms, as the ‘winner’, and
Greece, Portugal, Spain, Italy, and in part Fraasethe ‘losers’. Aside from the
costs of the bailouts, the missing capability tofseif Germany's high
competitiveness by devaluation in the weaker casiras caused heavy problems.
Throughout the years, with the exception of a &age in 2008 Germany'’s foreign
trade has risen every year and reached a postite balance in 2014 of about 230
bn. euros. Because of the zero-sum-game, theremamg losers among the trade
partners of Germany. For example; Germany had #@igosrade balance with
France of +34.5 bn. euro in 2014, with Italy théadshows +5.9 bn. euro, and with
Spain +10.1 bn. euro. This negative situation fer EU trade-partners has not
changed during the last year, but even worséned.

From 2000 to 2013 the development of wage-peraosts (which connects
the development of wages and productivity andesntiain indicator of competitive
position) indicates that Germany, with an increafsenly +11%, was far better off
than the EU average of +27%. Italy with an increaSevage-per-unit costs by

5 Deutsche Bundesbank 7/2015, p.76.



16 Dieter EiRRel

+34% and France by +28% were even in a worse isitusttan the other EU
Member States. Spain by +24% and Portugal by +2886an increase just below
the average, while in Greece the data show anaseref +17%, the low result due
to the impact of harsh dismissals of work force éminsizing of wages.

Concerning the impact of speculation on state bomwdscan observe that
Greece in the worst situation. In the face of d& ranking, Greece had to pay
extremely high interest rates as a risk premiurartier to avoid the insolvency
of the state. Since late 2009, Greece has not &dlglento find enough investors
willing to lend it money to service its old debtdaem the previous conditions.
Therefore, in order to get money at all, Greecelle®en forced to offer higher
interest rates to its creditors. Before, not onledge but all euro zone crisis
states had to pay interest rates of about 5% ardwbeThis changed
dramatically mainly in the case of Greece, whicls i by the highest interest
rate for its bonds, an incredible 48.6%.This mindidding increase of interest
rates only could be mitigated after the intervemtsd the European Central Bank
in January 2012. Portugal and Ireland as the nettigmatic cases, were “only”
hit by a maximum of 13.5% and 12.5% respectivelyheD crisis countries
maintained their interest rates below 10%.

Yet even currently Greece continues to be punighethe international
creditors, as the overview in Table 1 below indisat

Table 1: Harmonised long-term interest rates

Sep. 1{Oct. 14\ov. 14Dec. 14an. 1eb. 1}Mar. 1%Apr. 15May 15 June 15
Germany 0.92 | 0.79| 0.72| 059 039 030 0.23 012 0{56 0479

Ireland | 1.75| 1.74 158 131 1.22 112 00 073 51.21.65
Greece | 5.89| 7.2 8.10 8.4p 9.48 9.2 10.32.00|10.95| 11.43
Spain 220 21242 207 178 15 152 1p3 131 1.78.22
France | 1.35 126 1.14 092 0.67 060 051 Q44 0.89.20
Italy 240 242 229 199 170 15 129 1B36 181.20

Portugall 3.18 | 3.21| 3.13| 281 249 232 174 187 2{41 293

Source: http://lwww.ecb.europa.eu/stats/money/ldng/imdex.en.html

While Germany has had to pay only less than 1%idmtate bonds during
the last 10 months (till June 2015), in Greeceirtkerests rates have continuously
risen September 2014, up from 5.89% to 11.43%.,TGaamany can make a good

% 1n 2014 the wage per hour was in Greece only Bu® (outside agriculture and public
service). This is 5% less than a decade earliet,exactly half of the wage per hour level in the
other euro countries of 29. 2 euro (see Euroskease 56/2015, 30 March 2015).

" http://www.tradingeconomics.com/greece/governnimnte-yield



Regional Income Inequalities In ... 17

deal by giving loans to Greece, which were takdarbeon the international finance
markets. In the face of these data the head ofsdrenan Institute of Economy,
Berlin (among others) stated that: “Germany isamby the most important architect
of the European crisis policy, but also one oftilygiest beneficiaries of this policy.
(...) The rescue and assistance programs and alsmehsures by the European
Central Bank, which were met with controversialng in Germany, reduced the
risks. (...) And there were and are mainly Germark§a@erman companies and
German individuals whose interests and investmeate protected by the bailout
policy. (...) A look at the catastrophic collapsetu economies and societies of the
countries in crisis, and the disappointing develeptnin the whole of Europe and
Germany leaves little doubt that the Europeanscpsilicy as a whole must be
regarded as a failure” (Fratzscher 2014, p.12).

In addition there are home-made causes of thescridike corruption,
nepotism, a non-functioning tax administration, aax evasion by the rich in
Greece (see the previous section). Other crisiatdes like Spain had specific
problems because of their own real estate bubluetaturst, leading in the end
to bailouts for banks and to rapidly-increasing tddéefore the crisis Spain,
alongside Ireland for example, was perceived asmepexample of a country
following the stability criteria of the common eummne, limiting the total
amount of public debt below the 60% line of GDRe(3able 2).

Table 2. Development of total public debt as % of GPB

2007 | 2008| 2009 201d 2011 2012 2013 2014
Ireland 24 42.6 62.3 874 111)2 1217 1232 109.7
Greece 103.13] 126.8 144 1714 171.3 156.9 175 177.1
Spain 35.5 39.4 52.7 60.1 69.p 8414 921 97\ 7
France 64.4 68.1 79 81.7 85.p 8916 923 9%
Italy 99.7 | 102.3|] 1125 1153 1164 1231 1285 132.
Portugal 68.4 71.7 83.6 96.2 11111 12%.8 129.7 2.30.

Source: Eurostat and European Commissidtp://ec.europa.eu/eurostat/ last update 10.7;2015
Deutsche Bundesbank, Monthly Reports 3/2013, p.6.

However, in the period since 2010 this limit waseeded. In all six crisis
countries the state debt has risen dramaticallysTkhe ongoing increase in
public debt shows that the forced austerity pafiag been far from successful.

Despite its promises, the austerity policy has hadegative impact in
Greece, whose public debt reached the enormousrambli77.1% of its GDP in
2014, followed by Italy and Portugal, whose publebts amounted to 132.1% and
130.2%, respectively, of their GDP. Only becauseth&f harsh cuts in state
expenditure was Greece able to reduce its annuatresits, down to -3.5% from
-12.2in 2013.
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Maybe, despite this obviously huge debt, we shaelep in mind what
Piketty stated in this context: "The European coestas a whole were never as
rich as today. Of course, there are our governmehish are poor. This in fact
creates a lot of problems at the organizationaglleBut overall the available
assets of Europe have never been greater than. tidegrms of GDP, private
ownership increased far more than the state detut.tAe euro zone as a whole
(...) has more assets in the rest of the world thanrést of the world in Europe.
So the debt is ultimately an internal fault and ldpyust as 1945/1950, be
‘eliminated’ with a stroke of the pen.” (Piketty 24, p.51) However, despite this
interesting theoretical point of view, the practisdar more complicated and we
are miles away from making the stroke of a pen.

6. Greece as laboratory of the austerity policy

The most prominent country in the euro crisis idaubtedly Greece, and the
remaining text will concentrate on the impacts td tausterity policy, showing
Greece as a laboratory for neoliberal strategiesa tertain degree, we can show
how much the externally imposed austerity hasamied peoples’ lives.

Despite the relatively complicated history and dhesrsity of causes of the
crisis, the European Commission, the European @leBank (ECB) and the
International Monetary Fund (IMF) — as a so-callBika’ — follow dogmatic
market strategies. They argue that the crisis cmsnhad created cumulative
mismanagement due to lack of budgetary disciplingé a high propensity to
consume large debts by high wages, thus losing efitimpness. This way of
thinking results in an equally simplistic euro n@s@hilosophy: The states should
cut back, especially the general consumptive gowent expenditures, i.e.
pensions, the number of public staff, and publitfave® As the EU Commission
stated: “Full and timely implementation of the caostgensive policy package
agreed during the mission should ensure furthergrpes towards fiscal
consolidation, financial stability and improved quetitiveness. In particular, the
ambitious medium-term fiscal strategy and the eobdrprivatisation programme
are expected to keep the economic adjustment progeaon track. However,
there are significant implementation risks, whi¢hnot properly addressed,
would endanger the success of the programme iarnegtcompetitiveness and
debt sustainability” (EU Commission 2011 a).

8 See among others, the report of the IMF on Greeities://www.imf.org/external/pubs/ft/scr/
2013/cr1320.pdf



Regional Income Inequalities In ... 19

The first aid package for Greece was supplememteldldy 2010 by the
European Financial Stabilisation Mechanism (EFSWBanwhile Greece received
three rescue packages, all of them prescribinga =stduction and limitation and
control of public debt and deficits. The final thipne was even clearly harsher than
what Greece rejected in the referendum on fhef5July 2015. The new EU
demands, inter alia, to increase VAT, to privatittde enterprises, to cut pensions,
and to deregulate the labour markdt. addition to requirements that the Greek
government had already accepted, the memorandunandewch that creditor
representatives return to Athens with full accessinisters and a veto over relevant
legislation. Eurogroup leaders also want Prime &témi Tsipras to transfer as much
as 50 billion euros of state assets to a Luxembbasgd company for sale, and
make him fire workers he hired in defiance of poesi bailout commitments. These
obligations look like to wish for a complete cafation from the Syriza-led
government. “This Eurogroup list of demands is nesdii Nobel laureate Paul
Krugman wrote on his blog. “It's a grotesque bedtayf everything the European
project was supposed to stand fdr.”

Equally amazing in this context is the double staidd displayed by,
among others, the German politicians. On one hé&mey support the very
detailed demands addressed to the Greek goverrmmenécted with the last aid
programme, like higher taxes on agricultural diegeSunday shopping. At the
same time, what the German political class so velmdsndemands of Greece,
they refuse in their own country, and using the samguments as those of the
criticized Greek governmeht.

To sum up, the financial subsidies of the ECB dsd &om the IMF did
not support the people or companies in Greeceybrg directly spent to a large
extent for the benefit iof German and French banksgch had given most of the
state loans to Greece. The unprecedented cutseiec&rmade a condition of the
Troika for the disbursement further loans, hasdkdady to a reduction of state
expenditures such that many fields were hit neghtiviike cutting back on
pensions, dismissing public servants, reducingtheare and closing schodfs.
According to the latest edition of an OECD studhg humber of people living in
a household with no earned income doubled in Grdegdand and Spain. (...)

® http://www.n-tv.de/politik/Athen-braucht-schnelienes-Licht-article15680656.html

10 krugman.blogs.nytimes.com

Uhttp://www.ardmediathek.de/tv/Monitor/Doppelz%C3%Bangas-Deutschlands-
Politiker/Das-Erste/ Video?documentld=29715730&bickgl38224

12 Closing of 1,056 schools and of 800 school lilesarand supporting courses; decreasing the
budget for education: 2009: 2.9% des BIP; 201262 2015: 2.2%; see the general secretary of Greek
Teacher's Association OLME Themis Kotsifakis ,Htessische Lehrerzeitung (HLZ) 1-2/2012.
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The proportion of people who reported that theyndd always have enough
money to buy enough food rose in the OECD averggavb percentage points,
to 13.2 percent

The negative impact was visible when expenditurassalaries and
pensions for civil servants were reduced from 28lin euros (2009) to 20.5
billion euros by 2014. Furthermore, dismissals hewveompassed at least 11,000
civil servants in Greece by the end of 2014, aratlpet,000 have already lost
their jobs. Domestic demand collapsed, about 100 ©@06mpanies went
bankrupt, and Greeks have lost an average of 30f#teafincome. The country
now has around 500,000 families without any lab@agome. Unemployment
has exploded to 26.5%, and about one million pebale lost their jobs.

Table 3: Development of General Unemployment Rates

2007 2008 2009 2010 2011 201 2018 2014
Ireland 4.7 6.4 12 13.9 14.7 147 13.] 113
Greece 8.4 7.8 9.6 12.7 17.9 245 275 26.5
Spain 8.2 11.3 17.9 19.9 21.4 248 26.1 245
France 8.0 7.4 9.1 9.3 9.1 9.8 10.2 10.2
Italy 6.1 6.7 7.7 8.4 8.4 10.7] 12.1 12.7
Portugal 9.1 8.8 10.7 12 12.9 15.8 16.4 141

Source: http://ec.europa.eu/eurostat/ update 1ML3.2

The situation is most dramatic with respect to yloeing generation,
which has paid an extremely high price. Within $pan of seven years from the
start of the crisis, their official unemploymentegawent up from 18.1% in 2007
to 53.2% in 2014, comparable to the negative tirr8pain™*

What will be their reaction when they've lost albge for the future?
Interviews shown on TV demonstrate that most aftheant to leave their country
and search for a job abroad. The question thenntesxoWho will bring the
economy in Greece and Spain up again in futurgein of the fact that the (mostly
better educated) next generation of workers havgratad. We have known of this
dilemma for a long time in the south of Italy, edllthe mezzogiorno effect. Thus
the nearly eleven million Greeks have paid a higbepfor the neoliberal shock
treatment.

If we look at the impact of austerity measurestmnhealth system of the
country, the political mantra - which consequentlgmands Greece reduce
health costs, only can be described as cynicaiew wf the fatal consequences

13 http://www.oecd.org/berlin/soc_glance-2014-sunpdé.
14 http://ec.europa.eu/eurostat/ update 10.7.2015.
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for the population (Stuckler, Basu 2014). The In&tional Monetary Fund
(IMF) called for a cap on expenditures in the pulblealth sector. An arbitrary
limit of a maximum of 6% of the GDP should be aghig (in comparison to an
average in OECD-countries of 9.3%%)The health care reform enacted brought
about savings of 1.5 billion euros, but with thensequence that many people
lost their access to health services.

The fatal consequences of the impact of the rigisteaity policy on the
health of people are visible in the statistics: Tifant mortality rate rose from
2008 to 2010 by 40%; the number of suicides in Grdacreased 45.4% from
2007 to 2012, from 328 to 4771t is particularly worth noting in this contexiath
up until 2007 Greece had one of the lowest suidies in the whole of Europe.
But not only has the suicide rate increased dutiegyears of crisis, but also the
murder rate rose between 2010 and 2011 by almést B&t the deadly effects of
austerity are reflected not only in these aspétts.radical cuts of publicly funded
health care programs have had major impact orexample, the HIV protection
programmes. They were cut back, which has creabattldrop of increased new
infections in Greece, particularly tragic since @@D11 when there was
a significant increase (52%) of new HIV infectiomsainly of drug users. This
impact of the austerity policy is particularly ik in the discrepancies with the
recommendations of the World Health Organizatiomjctv recommends 200
sterile needles for each drug-addicted person dgnBacause of the budget cuts,
however, only about three needles per year weradad. Owing to the radical
output restrictions placed on drugs, in Greeceethave been phases of a lack of
antibiotics and insulin. Following the massive cimghe healthcare system, the
outbreak of certain diseases such as malaria andVist Nile Virus has even
become a threat. The Greek health care systemetasne so severely limited in
its ability to act that foreign relief organizat®which were originally exclusively
addressed to refugees now need to help large qgfattie Greek population. The
case of Greece shows that recession is painfulaasterity can be fatal.

What's more, these painful impacts of the austgrdiicy have not paid
off by the promised recovery of the economy. Qtlite contrary: Only France
with a growth of 2% and Ireland with + 1.4% hadigtgly higher GDP in 2014
than in 2008. All other crisis states lost and latbwer GDP than six years
before. The GDP in Greece in 2014 amounted to 29és% than its GDP in

15 In accordance with OECD statistics in 2011, exjiares for the health care sector in the
OECD averaged 9.3% of GDP, in comparison, the geerim Germany was 11.3%, see:
http://www.oecd.org/els/health+systems/oecdhea#®fd 3+frequentlyrequesteddata.htm

6 Leben ohne Perspektiven. Selbstmordrate in Gridahd steigt rasant [Life
withoutperspective. Suicide is extremely increakingvvom 9.9.2013, http://www.n+tv.de/ticker
/Selbstmordrate+in+Griechenland+steigt+rasant+eafti330116.html
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2008; Italy lost -8%, Spain -6%, and Portugal -78%0verall, the austerity
policies on the Greek economy were a shock. (...) tAié accelerated the
recession and had a destabilizing effect on thigigadlsystem. (...) The country
needs investment to return to a growth path." (3r@014)

After years of austerity policy, Europe will nevgs the same. On the 5th
of July 2015, the Greek people made their choice rieferendum and refused to
any longer carry the burden of the forced and halrmfisterity measures. Not
only are the people in the affected southern ELht@s distressed, so too are
many economists in Europe and the USA (like S#gliKrugman), who
vehemently criticize this austerity course. Thegssage is clearly stated in an
edition of TIME: “Since it's impossible to grow vi&iboth the private and
public sector cut costs, deficit problems in southBurope are getting worse,
not better” (Time 12/08/2013, pp. 26, 27). Thereeiwmpirical proof, even
proffered by scientists within the IMF, that thestasity policy worsens
economic performance. In their examination of thersterm effects of fiscal
consolidation on economic activity, researchersghef IMF showed that the
changes in fiscal policy, motivated by a desireetduce the budget deficit and
not by responding to prospective economic conditidmad negative results.
They suggest that fiscal consolidation has comttady effects on private
domestic demand and GDP (Guajardo et al. 2011}hénend, the austerity
policy is economically a fiasco, a humanitarianasbphe, and politically
a danger for democracyFacing these effects, five leading economists aarn
the German chancellor Merkel to continue her aifgteourse in an open letter.

7. Conclusions: A fair chance for Greece

The Troika has made Greece a "laboratory of atgtewith decidedly
negative results. It is time to stop this policy @ive more time for the programme
announced by the Greek Prime Minister Alexis Tspma his speech in the
European Parliament on 8 July 2015. Among othergthi he wants to destroy
the “cronyism between politics and business”. Otiga, banks and the rich
have formed a “triangle of corruption,” he said. &/ks ignored in the austerity
policy is that Greece has an enormous income prolds there are many rich

Yhttp://epp.eurostat.ec.europa.eu; update 22.7.208s://stats.oecd.org/index.aspx?queryid
=60702#

8 Heiner Flassbeck, Thomas Piketty, Jeffrey D. Sa&leni Rodrik, Simon Wren-Lewis
(http://lwww.analyzegreece.gr/topics/greece-eurtga/276-th-piketty-j-sachs-h-flassbeck-d-
rodrik-s-wren-lewis-austerity-has-failed-an-opetideto-a-merkel) download 11.7.2015).
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citizens not paying taxes. Tsipras assured thatdwdd take action against these
"cartels" and tax evasion. His government is nghtfhg against the EU, but
against their own establishment. He fights for ieefaGreece - and for a fairer
Europe'® We should support this view and give more time Teipras and his
newly elected coalition to put this concept intagtice. Indeed, latest estimates
put the damage caused by tax evasion in Greebe @nount of 13 billion euros
annually. This estimate is the result of a confeeewhich was organized by the
policy think tank "Hellenic Foundation for Europeamd Foreign Policy?® While
Greece is fighting for its survival and for its d, rich Greeks are taking their
money out of the country and investing it in “séf@vens,” a preferred option
being to Londori! Another proof of the corrupt system can be seerthin
handling of the so-called ‘Lagarde list'. The fomk@ench Minster of Finance —
now head of the IMF- Lagarde received a list frdre £rench secret service
listing about 2,000 potential tax evaders with wtaled accounts at Swiss HSBC
bank's Geneva branch. Lagarde passed this listtiob@r 2010 to Greek officials
to help them crack down on tax evasion. Howevething happened for two
years until Greek journalist Kostas Vaxevanis leakén his magazine Hot DAG.
The real scandal is that it took nearly four yeamsl the prosecutor started to
work on the list, and in the end the prosecutiors wart of the new Tsipras
government, which has pledged to put an end t@tasion and establish a more
fair tax system. The new anti-corruption agenaypéanwhile investigating 80,000
wealthy Greeks who are suspected of having at Ba8f000 euros each in
undeclared funds in bank accounts abroad. Its ,cRehagiotis Nikoloudis, told
‘The Times’ that the Lagarda-list “is just a footaan this overarching bid to hunt
down tax cheats. Most importantly though, the mowndych the Greek state
stands to rake in from that list, in connectionhwihes on undeclared incomes, is
peanuts compared to what can be collected from thier of 80,000
individuals.” A fair tax system is more than overdue: followigecent study
between 2008-2012, during the worst of Greeceanfiral crisis, the tax burden
on the poor increased by 337 percent while thedsumh upper-income classes
increased by only 9 percent. The country’s poor 8spercent of their income,
while the rich lost between 17-20 percent (GiamiBografakis 2015).

19 hitp:/lmww.primeminister.gov.gr/english/2015/07/0@me-minister-alexis-tsipras-speech-
to-the-european-parliament/

20 http:/iwww.eliamep.gr/en/

2L http://news.google.de; download 15.12.2011

22 «Greece arrests journalist over 'Lagarde List'Ksaleak.” BBC News. 28 October 2012,
retrieved 28 October 2012.

2 hitp://greece.greekreporter.com/2015/03/24/gremk-tp-go-after-80000-rich-tax- evaders/
sthash.6ct8vkvs.dpuf
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The economic crisis has thus created more soceduailities, as the
financially weaker social groups, such as publ@eemployees and pensioners,
have shouldered the majority of tax hikes and heoefs, while the richest strata
have paid very little in taxes. So far the austepiblicy, with its main focus on
cutting back public expenditures, is more than eupcte.

Besides its expenditure problem, Greece mainly ehasvenue problem.
What is additionally needed is a hair-cut or sigaifit extension of the unpayable
debt, and an economic recovery program. Greeceinuest in its competitiveness
by better technology, for instance the future epdsplar) market, in improving
the infrastructure in Greece as an important touriscation, in its huge ship
repairing facilities (being close to the Suez clanatc., based on financial aid in
the spirit of solidarity and on a fair taxation t®ma. However, this will take time,
and we should give the Greek government that time.
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Streszczenie

KRYZYS FINANSOWY, POLITYKA OSZCZ EDNOSCIOWA | GRECJA

Artykut zawiera krotki przegt gtownych przyczyn obecnego kryzysu i dotyczy
strategii dogmatyzmu rynkowego i ich skutkow, ktpgawity sg po zakdczeniu
powojennego boomu i tzw. systemu z Bretton Woadsyd® nierowneci i deregulacja
spowodowaty wzrost inwestycji kapitatu spekulagygne (kapitalizm kasynowy),
przyczyniajc si do baiki na rynku nieruchonsoi w USA. Dzki pomocy zsrodkéw
publicznych kapitat ten nie ponidstakszych strat po jejginieciu. Jednak pomoc publiczna
narazity na powzne kilopoty butkty paistw, ktore jd byly ograniczone w wyniku
.podatkowego wygcigu na dno”, spowodowanego specyficznymi neollbgnai
zaleceniami, mapymi poméc w przetamaniu kryzysu ekonomicznegdoe Stayniki
ekonomiczne i wysokie oprocentowanie obligacji lshaych — wynikace z niskich ocen
wystawianych przez agencje ratingowe — zagrozigktarym pastwom w strefie euro
niewyptacalnécig. Sytuag; pogorszyly kidy w zargdzaniu. Zaoferowana przez ,trgk
(EBC, MFW i UE) pomoc finansowaqgaata sk z twardymi” reformami w duchu polityki
oszcednasci. Nasgpstwem tego byt kryzys spoteczny i humanitarnyiaséimych skutkach;
bylo to dowodem ekonomicznego fiaska i¢lzswyto diug publiczny do niezngch
rozmiaréw, gidwnie w Grecji, ktgrmana uzné za laboratorium dla takiej strategii.

Kraje w Europie Srodkowo-Wschodniej powinny wyghgé wnioski z greckiej
polityki oszczdnasci. Po pierwsze, powinny diej zachowa wiasry walute, gdy pozwoli im
to zachowa konkurencyjn&, dzeki mcliwosci dokonania dewaluacji w celu
zrownowaenia wekszej produktywngi ich partneréw handlowych. Po drugie,ecia
wydatkéw z pewroig nie rozwizg problemu réwnowzenia budetu paistwa. Wprost
przeciwnie, zwksz; napicia spoteczne i ekonomiczne w wyniku ograniczenjgytp
publicznego i prywatnego i zagto niezlkednym inwestycjom w przyszly rozwdj
(infrastruktura, edukacja). Dlatego zkiszanie przychodow pstwa i sprawiedliwa polityka
podatkowa powinny ldyna liscie celéw, dopdki bogacigtg unikali proporcjonalnego
wkiadu w zwikszanie potencjatu patwa do dziatania.

Stowa kluczowekryzys finansowy, pomoc publiczna dla bankow;dtlickryzys zadkenia,
polityka oszazinasci, Grecja



