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Overview: What is driving the cuts  

 

The economic crisis and the recession affected all countries. It increased unemployment, reduced consumer 

spending and this also had the effect of reducing the tax revenues of governments. 

 

This crisis and recession arose from irresponsible practices by banks and unsustainable borrowing by private 

companies and households. It was not caused in any way by government spending, deficits or debts.  

 

But the crisis itself was the cause of increased public spending and deficits. This was partly an automatic 

result of the recession, because falls in employment and incomes meant a fall in tax revenues and a rise in 

spending on benefits. In addition, nearly all governments around the world responded with ‘stimulus 

packages’, deliberately increasing borrowing and spending to try and maintain economic demand, limit the 

rise in unemployment – and rescue the failed banks by injecting public money. 

 

These packages were very effective in preventing an even worse slump. Companies - including banks – are 

making healthy profits again. As economies recover, there will be some automatic reduction in the deficits, 

as tax revenues rise again and the need for benefits falls. Public spending will continue rising, to drive social 

and economic development.   

 

In some countries, especially in the global north, recovery is slow. Unemployment remains much higher than 

before the crisis, and young people are especially hard hit. So governments should continue to borrow, to 

protect people from unemployment, and to invest in social and economic growth.  

 

But there are now political demands from ‘free market’ politicians that the ideological priority is to break 

down this role of governments. They insist that the  priority is to cut deficits now,  to ‘exit’ the stimulus 

packages, even when unemployment remains high. Although deficits could also be reduced by raising taxes, 

the demand is always for cuts in public spending.  

 

These political demands have been reinforced and encouraged  by the policies of international institutions, in 

particular the IMF and the EU .  Both of these institutions have economic policies that prioritise reducing 

government deficits, even at the expense of higher unemployment. Both institutions set target ‘ceilings’ for 

government deficit and debt. The IMF enforces these limits by making them the central conditions for its 

loans, and the EU makes these ceilings a condition of EU membership. These conditions have the greatest 

impact on the weakest countries, through insisting on cuts as a condition of financial support. 

 

This international agenda also affects where the cuts fall.  The IMF has for many years asked countries to cut 

public sector jobs and/or pay to achieve these targets, and the EU is now also focussing on public employees. 

Even before the crisis, both were arguing that public spending on healthcare and pensions, in particular, 

should be cut, because the ageing population in many countries will require future increases in spending on 

these services. Privatisation is encouraged as a way of boosting government revenues and reducing public 

ownership, especially by the IMF; PPPs are encouraged as a way of concealing public debt, especially by the 

EU.  Local services provided by municipalities and states are not directly attacked, but government support 

is withdrawn so that local services are forced to shrink by the loss of tax revenues due to the recession. 

 

The attacks on public spending fall into a common pattern, and the briefs on this site present the effects in 

each country under a common set of headings. They show the impact of these cuts – on jobs, pay, healthcare, 
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pensions and other services. They also show where cuts have been resisted – especially in healthcare, for 

example -  and those countries, especially in the global south,  who are increasing spending and investment 

in public services. Cuts are not inevitable.  

 

The data and information in these briefs is taken from news reports, official reports – including the IMF and 

the EU – and other reports produced by trade unions and NGOs. Some of the main reports and sources with 

international coverage are listed below.   

 

 

IMF reports, comments and policy advice on government finances and cuts across the world  

 

 IMF Fiscal Monitor April 2011  http://www.imf.org/external/pubs/ft/fm/2011/01/pdf/fm1101.pdf 

 

 IMF:  A Status Update on Fiscal Exit Strategies 2010 

http://www.imf.org/external/pubs/ft/wp/2010/wp10272.pdf 

 

 IMF World Economic Overview  April 2011 

http://www.imf.org/external/pubs/ft/weo/2011/01/pdf/text.pdf 

 

The biggest cuts, in Europe, have been analysed by trade union and NGOs: 

 

 ETUI   Withdrawal symptoms: an assessment of the austerity packages in Europe 2011 

  http://www.etui.org/index.php/research/activities/Employment-and-social-policies/Reports-and-

working-papers/WP-2011.02 

 

 European Anti-Poverty Network (EAPN) The Social Impact of the Crisis and of the Recovery Policies 

2011  http://www.eapn.eu/images/stories/docs/EAPN-position-papers-and-reports/crisis-report-2011-

en.pdf  

 

The scale of cuts in the USA, and their impact, is monitored in detailed reports by the Center on Budget and 

Policy Priorities 

 

 CBPP: States Continue to Feel Recession’s Impact  http://www.cbpp.org/files/9-8-08sfp.pdf  

 

 CBPP: An Update on State Budget Cuts 2011   http://www.cbpp.org/files/3-13-08sfp.pdf  

 

 

For general background on the economic and social role of public spending and public services: 

 

 PSIRU Why we need public spending 2010 http://www.psiru.org/reports/2010-10-QPS-

pubspend.pdf  
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