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2 Austerity and the neglect of public investment in the 
Euro area 

Fiscal policy in most developed economies has been dominated by consolidation 

measures after the strong increase in government debt as a result of the global finan-

cial and economic crisis in recent years. Fiscal restriction was particularly strong in the 

Euro area because of the strict fiscal framework of the Stability and Growth Pact (SGP) 

and the additional policy reactions after the onset of the Euro crisis. Above all the so 

called periphery countries (Greece, Ireland, Portugal and Spain) whose government 

bonds had come under speculative attacks from the financial markets were forced into 

austerity policies under the relevant rescue programmes and/or by the European 

Commission/Council strictly enforcing and even reinforcing the tight framework of the 

SGP (see Blyth 2013 and Truger 2013).  

Figure 1 shows the general government structural primary budget balance (SPB) for 

the Euro area (12 countries due to lack of data), the European Periphery and selected 

individual countries from 1999 to 2013. The change in this variable over time is a 

standard measure of the fiscal stance, i.e. the discretionary changes in fiscal policy. 

With the exception of the non-Euro area countries Denmark and Sweden the fiscal 

stance was substantially negative almost everywhere after 2009/2010. The fiscal effort 

in the Euro area as a whole was in the dimension of 3 per cent of GDP within only 

three years from 2010 to 2013. In the periphery as an aggregate it was as large as al-

most 10 per cent of GDP within the four years from 2009 to 2013.  

Figure 1: General government structural primary budget balance in the Euro ar-
ea, the European Periphery and selected countries in per cent of GDP, 1999-
2013 

 

Source: European Commission (2014a); author’s calculations. 
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