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European Economic Crisis:

Ireland in Comparative Perspective

Sebastian Dellepiane and Niamh Hardiman
Abstract

The current economic crisis has hit all Europeanntees hard, but some are much more
severely affected others. The problems manife&uropean peripheral countries, especially
Ireland, Spain, and Greece, have roots in domeslicy mistakes. However, the European
context of these policy profiles also needs todkem into account. The creation of the Euro
initially yielded large credibility gains for theeaker economies, extending low interest rates
across the Eurozone. But it also introduced a $epeoverse incentives toward fiscal
expansion which were supposed to be managed at stiomievel. Weak European
coordinating capacity meant there were few effectexternal disciplines on national
decision-making. The sanctions built into the Sigbiand Growth Pact proved more
controversial and therefore less constraining tloaiginally envisaged. The problems
accumulating in the weaker economies made thenicpkntly exposed to crisis when the
downturn came. The crisis is not merely one of ghesral economies’ policy errors, but
extends to the design of European decision-makmythe management of monetary union.
These issues are explored with reference to tlsd base: the crisis of the Irish and other

peripheral economies points to a crisis at theth@duropean politics.



Introduction

Ireland experienced one of the most severe econoartractions of the Eurozone, with a
dramatic drop in growth and a sudden sharp increasenemployment. It shares the
experience of crisis with other European countioes,the trajectory and experience of crisis
shows important variations. Each country experistibe crisis as a challenge to its domestic
capacity to manage its own particular ‘problem lp#uere are variations in the institutional

and political resources each can draw on to detl g own issues.

But in addition to viewing countries’ responsesctisis on a case-by-case basis, it may be
useful to consider the wider political and insitagl context within which domestic
responsive capacity is situated. The creation sbpean Monetary Union (EMU) has played
some part in creating the conditions for the domepblicy configurations that have
intensified the experience of crisis in many coiestr In the early years of EMU, the
availability of a ready source of cheap credit ta#danew growth opportunities. But as the
economies of the Eurozone were at very differerglieof development, the ‘one size fits all’
central management of the Euro threw major challengf domestic adaptation back onto

national governments.

When the crisis began to unfold, national governsewere similarly charged with

responsibility for putting their own domestic hosise order. But once again, there is a
European dimension to the management of the ¢hatsexposes not only the weaknesses of
national decision-making systems, but some systemaknesses in the institutional design

of the Euro itself.
European experiences of crisis

From the perspective of the aftermath of the ecoaarrash, it is now clear that some
European countries were more vulnerable than otteersconomic downturn when it did
come about. Yet why this should be so became olelgrin retrospect. The near-collapse of
the international financial system was the proxameduse of crisis, resulting in a sudden
stalling of growth, the worst experience of recesdor several decades, and a surge in levels
of unemployment. At the same time, a sharp incr@adiscal deficit and a projected sharp

rises in accumulated debt needed to be tackleds &abcumulation of problems posed a
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particularly difficult combination: reducing defisithrough cutting spending or raising taxes
when growth is slow risks deepening the recessitigher unemployment automatically
generates new demands on transfer payments whilekisiy the tax base. But for the
member states of the European Monetary Union, takil®y and Growth Pact (SGP), which
requires deficits of no more than 3% and debt Ewéla maximum of 60%, pushed the issue
of fiscal consolidation to the top of the agendaorébver, governments’ need to raise
borrowing on international markets meant that theviously fairly undifferentiated risk
profile of Eurozone members’ bond spreads now cameequestion. Bond market behaviour

greatly aggravated the pressure on governmentsglg€i09 and 2010.
Figure 1. Debt and deficit as % GDP, 2010

As Figure 1 shows, the countries with the largesumulated debts in 2010 were Belgium
and lItaly, along with Greece. These countries ltady lexperienced the greatest political
difficulties in controlling expenditure; qualifidgah for Euro membership was most

problematic for them. But what presented the mossgng challenge for Eurozone members
was the sudden deterioration in fiscal deficitldnel held the unenviable record on this
measure, followed by Greece, Britain, Spain, Patugnd Iceland. And the concern that
emerged during 2009/10 was that problems managingWwing requirements would quickly

result in greatly increased debt liabilities. Faling the collapse of the Icelandic economy,
sunk by the size of the financial industry andex$reme over-exposure to risk, a group of
Eurozone members states next came under scrutieyw&akest links in the single European
currency then seemed to be constituted by Portuigdind, Italy, Greece, and Spain, the

unappealingly named PIIGS, or perhaps GIIPS (Da@04i).

However, the pathways by which countries had adratethis point were rather different. On
the face of things, the deficit problem is mosuiaexplicable in the case of Greece, where

as Figure 2 shows, fiscal deficits had persisteaudhout the years of Euro membership.

Figure 2. Revenue, spending, and deficit profi@sdur countries, 1998-2009



But Ireland and Spain did not run serious defiditsing the 1990s, and indeed Ireland was
running a fiscal surplus during most years up legdip to the crisis (O'Leary 201bBritain,
outside the Eurozone, began to experience fisdatideduring the 2000s, especially in the
run-up to political transition from the prime mitasship of Tony Blair to his long-anticipated
successor, Chancellor Gordon Brown. But the cragten it came, placed the peripheral

countries of the EU in the most vulnerable positiespecially Greece, Ireland, and Spain.

Why this should be has an international as wek @®mestic aspect to it. The international
dimension of problematic inter-state relationshipighin the single currency area has its
origins in the terms on which the Euro itself wasated. The relative exchange rates at
which Eurozone member states locked into the Eab lbng been under negotiation, and
reflected the compromises struck by the two largeshomies, Germany and France (Marsh
2009). Germany's preference for a strong and indeget bank, based on the Bundesbank
model, prevailed over the French desire to estalbdisme mechanisms of democratic
accountability for the bank’s decision-making. &tibn targeting across the Eurozone as a
whole was intended to be the European Central B@&B)'s sole mandate. The
implementation rules were given the title Stabibtyd Growth Pact to indicate that inflation
control was not necessarily intended to depresaityrorhus a buffer of not more than 3%
deficit was permitted, which governments could tsseounter shocks affecting a particular
country. Each member state acquired new budgetiigaand reporting responsibilities to
the European Central Bank.

What was created was a multi-level macroeconomnilicypcAt the centre, the ECB had quite
light regulatory and liquidity responsibilities. Anunlike federal states, the transnational
monetary union had no counterpart in fiscal poldye total EU budget is estimated at some
1% of the GDP of the EU as a whole, and progranmsgtending on targeted measures such
as agricultural supports and regional cohesion cgdi accounts for most of this.

Responsibility for keeping economic performanceirafividual states consistent with the

1 ‘By 1997, the Irish government was running a budgeplus and that outcome was repeated in
all but one of the next ten years. Over the 199072feriod the budget surplus averaged 1.7% of
GDP and the debt-GDP ratio fell from 74% to 25%¢tHe five years prior to the onset of the
current crisis the average budget surplus was stiaieless than this at 1.3% of GDP'... ‘Finland
and Luxembourg also achieved surpluses in 10 oLl aff these years, Denmark in nine,

Sweden in eight’ (O’Leary 2010, p.3).



policy parameters set by the centre rested in #mld of national governments. The result
was analogous to a federal state with a centralimedetary and exchange rate policy, but
effectively no fiscal policy to counter the effead$ regional shocks, and fiscal buffers

available at the state level only.

When the Euro introduced a sustained period of ilterest rates, this gave a fillip to the
project of integrating the European market in fitiah services as well as in freeing up
product markets. It was recognized in advancettie@tow interest rates that most benefited
the largest economies would not necessarily bemgbtacross all regions. The principal
controls available to governments to control theseges in the peripheral economies were
active fiscal policy to counteract spending, antivaccost management to keep down relative

cost structures and inflation.

The international context sets the scene for inoldizi countries’ adjustment challenges, in
three respects. Firstly, a trade imbalance is eitein the diversity of the size of European
economies and their level of economic developm@&armany is the principal exporting

economy in Europe, but domestic levels of demantdeen held under control as part of the
domestic cost-containment strategy, thus redudiegcaipacity of smaller countries to export
their own goods and services. Recent researchromntihat in Ireland, Spain, and Greece,
‘current account deficits were mainly driven bywvatie investment and capital inflows

coupled with competitiveness lags’ (European Comiors2010, p.215).

Secondly, the successful performance of German rex@md sluggish domestic German
demand meant that German bank assets exceeded tdoim@sowing requirements, so
German investments flowed outward into the moreidigpgrowing economies. This
contributed to the greater availability of persoaswell as corporate credit facilities, fuelling
the surge in indebtedness in the peripheral ecaggmiit a more global level, something
similar had been happening in the USA relative ton@. China’s sudden emergence as a
global manufacturer gave rise to trade imbalanadés tive USA; China’s surpluses were not
deployed to raise domestic living standards, bawvdéld back to the US in the form of
purchase of government bonds and other investmintdic deficits had their counterpart in
a sharp increase in private borrowing capacity.o8srthe developed world, the increase in

household debt since the 1990s served to raisgglisiandards (or to maintain them in the
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case of many US households) and boost demand, at s been termed a form of

‘privatized Keynesianism’ (Crouch 2009).

Thirdly, low interest rates and expanded availgbif personal credit combined to generate
conditions conducive to house-price inflation asr&sirope, especially in Ireland and Spain.
Cheap credit conditions permitted the peripheralintdes to engage in rapidly rising
borrowing, facilitating domestic credit booms, whievere in turn reflected in hugely

intensified construction activity and house pricgation (Conefrey and Fitz Gerald 2010).

These trends were transmitted through western esi@soby the surge of growth in the
financial sector, as banks found innovative wayscteate credit and sell new financial
products. The scale of leveraging involved escdlatearply, and the market in various forms
of hedges and derivates grew so complex that thed & risk was, in effect, impossible to
estimate. All this was made possible by the sprehdupport for bank deregulation,
especially in the Anglo-American world (though fBianadian banks had to function within a
tougher regulatory regime, and Australian bankedaintrusive’ regulation that may have
helped forestall over-risky behaviour), and by Weaknesses of the international monitoring
and bank regulation institutions. The rapid expamsif the financial sector across Europe far
outstripped EU institutional capacities to overswel regulate it (de la Rosiere 2009;
Lanchester 2010). The nature as well as the extepiposure to risk turned out to vary
significantly across countries, depending on themto which banks bought into asset price
bubbles in other countries, or engaged in inteedifending within their own countries that
contributed to domestic asset bubbles. Icelandikdauffered the first fate. Irish banks were
mostly exposed to the second kind of risk, a tradal ‘plain vanilla’ kind of over-exposure
to the domestic property market, and especiallyrmernsial property, but on a scale never
before seen (Moghadam and Vinals 2010; Reglingvdatson 2010).

A rise in interest rates would have been approprat the overheated Irish and Spanish
economies in the early to mid 2000s. As they cawdtddo this within the Eurozone, relative
cost pressures had to be managed through othersmiban is, fiscal policy and wage-cost
containment. However, the paradoxical effects af ttredibility gains these countries
achieved through monetary union was to soften thedget constraints, compromising the

viability of the original commitment. Economistanteto treat these resulting expansionary
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fiscal policies as unintended consequences. Buttlsea case for arguing that EMU has
helped promote pro-cyclical fiscal policies and #teumulation of deficits. The point is not
confined to the Euro: Ed Balls, then economic amvie British Chancellor Gordon Brown,
said of New Labour’s early decision in 1997 to méke Bank of England independent of
political influence, that ‘central bank independeriterated us’. That is, it assured the
markets that Labour would not commit to a high-siieg, high-tax strategy. The
government gained in credibility, which helped kéeterest rates low. And the government
was freed to increase spending and incur greafmitdavithout retribution from the markets.

Domestic political institutions and economic policy

Membership of the Euro threw an unprecedented buoito the adaptive capacity of the
member states in two ways. Firstly, on the demaid, sfiscal policy acquired new
significance as the principal means whereby irdlary pressures could be managed and
deficits kept to a minimum, consistent with themsrof the Stability and Growth Pact.
Secondly, the institutions of wage bargaining tals® became more important as a potential
means of managing domestic economic performantleeircontext of EMU, for unless loss
of competitiveness could be managed through relatost adjustments internally, the cost

would be borne otherwise in the form of a risememployment.

National processes through which budgets were apdrand policy priorities established
gained a new significance after 2000. As we havedydreland did succeed in running fiscal
surpluses for most of this time, though this gelhereame about through over-shoot of
revenue projections rather than as a planned pdiioy real problem lay in the fact that most
of this buoyancy was attributable to frothy and licgd property-related revenue source.
While the overall ratio of tax to GDP changed rigkly little, the composition of taxation

changed a good deal, as the emphasis shifted away gersonal income tax and toward

taxes on activities to do with property transaciion

In view of the importance of fiscal policy as alsliaing instrument under EMU, the capacity
to run counter-cyclical fiscal policy became anauage to the smaller economies that were
more vulnerable to fluctuations in the wider intgranal economic environment. Ireland’s

pro-cyclical budgets were commented on by inteomati monitoring bodies including the



ECB, the IMF, and the OECD, and indeed in 2001888 issued a formal criticism of Irish
fiscal stance. Yet the conclusion of most of thpores was that, in view of the fiscal

surpluses, Irish performance was acceptable (O/L2@10).

But the underlying trends in fiscal policy were Iplematic. Having adhered to publicly stated
budget disciplines under the coalition governmeintl®4-7, subsequent Fianna Fail-led
governments explicitly stopped adopting constraorisgovernment current spending in the
early 2000s, just as the Euro was coming into heang just as the boom was gathering pace
(Regling and Watson 2010). This contributed to sharp upturn in inflation in 2000 and

2001, as seen in Figure 3 below.
Figure 3. Consumer Price Index 1997-2009, annuehéfhge

The components of inflation during the 2000s ineldidndirect taxation feeding through to
price increases in goods and services. SoutherpEan countries also experienced
increased inflation, but with lower standard ofirliy costs; Ireland’s competitiveness losses
were greater. Moreover, during much of this peribé value of the US dollar was
weakening, which is particularly onerous for a doyims massively dependent on exports,
and especially to the US, as Ireland. The lossxpbe share was therefore painful. The
upturn in Irish shoppers going on weekend tripsNew York and Boston not only
dramatized the discretionary income available towyna the Celtic Tiger era, but more

subtly pointed to the incipient hazards of macro@ooic mismanagement.

Ireland lost control of its cost base, but it was alone in this. Figure 4 shows the extent of
the loss of relative competitiveness, which comgdine countries of the European periphery

with the EU average and with German performance.
Figure 4. Harmonized competitiveness levels

What this figure captures is the real effectiveharme rate obtaining between the member
states of the Euro itself. Ireland and Spain lashgetitiveness most dramatically vis-a-vis

their principal European trading partners, and Geealso experienced a worsening of its
relative position. Ireland’s was the worst perfont@ by some margin: ‘compensation per
employee, which had grown more or less in line wiftb euro area on average until 1996,



increased at two to three times the euro area geeirmm 1997 to 2008’ (Regling and
Watson 2010, pp. 21-2). In contrast, Germany maiathits relative domestic costs quite
steadily over time (in part through geographicaledsification of production across Eastern
Europe (Marin 2010)).

One of the principal contributions to the scaleha fiscal collapse during the crisis was the
distortion engineered in the revenue profile durthg 2000s. Buoyant revenues hid a
dramatic shift in the composition of taxation. Agjl¥e 5 illustrates, personal income tax
declined as a proportion of the total, while theeraues from the cyclical effects of the

construction boom formed what is now clearly anustainably large proportion of the total.
Figure 5. Shifts in the composition of taxation9Q2008

In addition, governments had come to use tax eeliedry freely indeed to incentivize
behaviour: total reliefs amounted to more thantthal income tax take in 2005, and reliefs
ran at three times the European average (CallashAend Coleman 2005; Regling and
Watson 2010, p.27). This is consistent with thevgilang sense that the Irish growth model
depended on an indirect and even minimal role lfier dtate. Tax expenditures are a very
active instrument of state policy, and potentiaityy expensive. But they involve an indirect
way of acting that recurs elsewhere: the Irishestgpically prefers to let markets deal with
major distributive issues rather than actively riméming on principles of fairness or
redistribution. This is apparent, for example, he tvays in which public funding is used to
encourage and subsidize the accumulation privatefite in areas such as education, health
care provision, and pensions coverage. And inddgetdsame may be noted of the way in
which the eventual rescue of the banks was managezh government preferred to create a
‘Special Purchase Vehicle’ to buy up distressecetasat a discounted rate, rather than
temporary nationalization of the banks as happémede earlier Swedish approach to bank

rescue. Both strategies require the injection ofssiv& amounts of public funding to



recapitalize the banking sector. The political ilvgtions of each are clearly rather different,

though their relative technical merits are contbéte

The policy stance responsible for the weak managewiethe budget derives from several
sources: we might identify the role of electorald aparty-political considerations, the
framework of policy advice, and the wider incensvand constraints embedded in what we

might term the Irish growth model.

Party political considerations are relevant hereahse the coalition of Fianna Fail and the
Progressive Democrats that held power between X8V 2007 led Ireland into Euro
membership with a distinctive approach to the wgsublic spending. Fianna Fail Finance
Minister Charlie McCreevy, now notorious for theofmyclical motto summarizing his
approach to budgetary policy, ‘When | have it, esg it’, was also personally as well as
politically close to the leader of the economicdiberal Progressive Democrat party, Mary
Harney. This is not unlike the British Labour Paotyservation noted above (‘central bank
independence liberated us’). Politicians, we may age less interested in discipline per se
than in the economic and political benefits attalctee the institutionalization of discipline.
The credibility gains won from Euro membership kady weakly institutionalized domestic

disciplines to restrain the surge in pro-cycligatél policy than ensued.

Spending obligations once incurred cannot easilydversed. Figure 6 shows the upward
trend in government current spending after 200Gh(wa slight corrective after the 2002
elections), that was all too dependent on a redtisoft revenue base.

Figure 6. Government current expenditure and rezeuGNP, 1960-2010

The suspicion of big government and preferencdder personal taxation tilted the Fianna
Fail government toward the right on these issuemrelver, the traditionally close
relationship between Fianna Fail and the constrociindustry was intensified by an

expansion in the tax breaks and incentive schematable to the building industry — a

2 The topic has generated much discussiohtt//www.irisheconomy.ie/index.php/category/bamcrisis

particularly in the contributions by Prof. Karl Waa.
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useful boost to economic activity just as US-ledl Aizgan to shrink. Construction
employment almost doubled over a decade to almit df total employment in 2006. The
close relationship between builders, developerd,tha party carried on into party funding,
although the extent of financial contributions bagn difficult to probe.

Hallerberg and his colleagues have suggested tadition governments tend to negotiate
pre-commitment to budget outcomes (a ‘contract’ ehanf fiscal policy), whereas single-
party governments tend to privilege the decisioking role of finance ministers (a
‘delegation’ model) (Hallerberg, Strauch and vorgeia 2007; Hallerberg, Strauch and von
Hagen 2009). The latter conditions are said to dredacive to budget stabilization when
there is little or no ideological conflict withitné government, the former when ideological
conflict is high. Governments also vary in the @egto which they were constrained by
parliamentary deliberation to modify their policyoposals and adopt negotiated legislation
(Déring 2001; 2004; Strgm 1998). Given the strongitonomous role accorded to the
finance minister in Ireland, and the low leveldd#ological conflict in government, it should
have been well suited to adopt strong targets om $gending and revenue and to make them
stick. Yet this did not prove to be the case.

It might perhaps have been expected the autonompowsrs of the Irish Finance Minister
would be guided by strong procedural rules and &zad policy advice. This was not so,
however; and international commentators frequendited the unusually weak formal rules
governing Irish budgetary procedures. Furthermpublic administration reform had lagged
its Whitehall-model counterparts elsewhere in thgliEh-speaking world, and the generalist
model of recruitment had not been supplementedebyuitment of specialist professional

expertise, especially in the area of economic caemee (Hardiman 2009).

The dominant ideas within government and the seciwl service about what policy mix
would be most appropriate were shaped by an acueptaf the low-tax, export-oriented
model (even when not balanced by strong controler opublic spending). The
institutionalization of the low-tax model supportdte ongoing reduction in personal tax
liabilities. As financial services grew in importanrelative to GDP, free-market preferences
extended also to the acceptance of a principlesebesther than a rules-based approach to

bank regulation, and the institutional separatidncentral bank and financial regulator
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functions in a ‘light-touch’ regulatory approachelnet effects was what has been termed a
‘timid’ approach on the part of the financial reguar, and to what we now know to be a
woefully misplaced assumption that the banks knegt land could be trusted to look after
their own shareholders’ interests (Honohan 2010).

If government fiscal strategy is one side of thetgnanagement strategy required within the
Eurozone, wage bargaining is the other. Here tocavesee that the domestic institutional
configuration was not well suited to taking on libaine full compliance requirements of

Eurozone membership. Government-led tripartite gpegls had expanded greatly from the
agreement that started the series of social pattiipeagreements under crisis conditions in
the mid to late 1980s. The range of issues hadredquhby the early 2000s. The number of
organizations that had some involvement in the tiggons had greatly increased, since all
the civil society bodies that had previously beéverny separate forum representation for
policy influence were now part of the National Ecomc and Social Council (NESC). But

the core deal continued to centre on pay moderdtioexchange for increased personal
disposable income through tax cuts, mainly throegtending tax credits rather than taking

down rates.

Three problems with this strategy were not addeesis®ughout the 1990s. Firstly, it is not
clear that the changed policy framework and stratgugiorities required by Eurozone
membership really altered the bargaining prioriteimbedded in collective bargaining
processes. Secondly, the uneven coverage of gmauialership and the relative weight of the
public sector unions came to be problematic. Thijrthe extent of competitiveness losses
emanating from inflation-fuelled settlements arsilg public sector costs were not subject to

any institutionalized monetary disciplines or coaistts.

The rationale for engaging in rounds of talks legdio a deal at approximately three-yearly
intervals was not only to get a pay deal, but toate this in the context of an agreed
framework of macroeconomic functioning. To this elNESC published a strategy report
prior to each round of negotiations. Social paghgr was thus legitimated not only by its
internal democratic accountability linkages, but Ilye notion that public interest
considerations were built into its procedures. éijesome were led to argue that Ireland had

evolved a new kind of social learning mechanisrdelberative system that not only solved
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conflicting distributive interests but permitted apen-ended process of defining what these
interests might be (O'Donnell 2001; 2008; O'Donaelll O'Reardon 2002). But it is far from
clear that this was in fact what happened once dbgctive of securing Eurozone
membership had been attained. Increased industmdlict broke out over high inflation, and
rising house prices further fuelled union membeélsnands for higher wage compensation.
The processes of wage determination through s@aeghership were not well suited to
negotiating internal deflation, whether througltfismeasures or cost-restraining settlements
by employers and unions. The trade union movemeessed the desirability of particular
kinds of changes to the tax system such as incrgasedits to remove the low-paid from the
tax net (though this weakened the income tax baseath), and extending bands, rather than
cutting rates of tax (ICTU 2010). But the net effe€ the government commitment to tax
reduction resulted in a path-dependent route ofirsfpaout growth through rising personal
incomes rather than through improvements in puiicvices and other forms of collective
consumption, with all the inequalities this entdklstween households. As a consequences,
Irish employees quickly came to be among of thetrhgistly taxed in the OECD, outdone
only by Korea and Mexico (OECD 2009, p.51). Thetsas this policy package did not

become apparent until it was too late.

The trade union movement had a rather distinctikafilp compared with other OECD
members states though. Because the foreign-owrgddpnofit and export-oriented sector
tended not to recognize unions at all, union mestbprwas concentrated in less export-
dependent enterprises and in the public sector.riBke of a union profile such as this for
inflation-generating settlements under conditiohgrowth have been recognized elsewhere
(Garrett and Way 1999). Indeed, the fragmentedreatd Irish public sector unions was
recognized as a self-reinforcing source of upwandignpetitive wage claims. The principal
attempt to address this, through an exercise i3 20benchmarking’ public sector salaries,
was a contentious exercise. Many considered thisakee paid too high a price to settle
grievances, and it was only poorly linked into palslector reform priorities (Hardiman and
MacCarthaigh 2011 forthcoming; O'Leary 2002). Rettvage differences between public
and private sectors continued to be a source afjceement and conflict (Kelly, McGuinness
and O'Connell 2009).

13



Domestic institutions struggled with these issugairsst a backdrop of inflation that was
higher than the EU average and a steady loss ¢hesed competitiveness. The most direct
corrective action to Ireland’s over-heating economgnd Spain’s — would have been an
interest rate increase. In the German model ontwthie ECB was based, cost containment
had been institutionalized by the interplay betwa®tustry-level collective bargaining and
the signalling mechanism of Bundesbank interes matreases. Translated to a Eurozone-
wide level though, the ECB proved to be most aittertb the larger economies’ slow growth
and their need for a low interest rate stimuluso(€h 2002; Franzese and Hall 2000; Hall
and Franzese 1998). Thus the actors in collectagdining processes in fast-growing
economies could not depend on an external monptigy constraint on their deliberations.
In Ireland, as in Spain and lItaly, the Maastriabi\ergence criteria had been internalized in
to the social partnership procedures (Pérez 2@@).in an inflationary environment, the
social partners had no further incentive to be-siglfling. The Excessive Deficit Procedure was
invoked against Portugal and Germany in 2002, Fram@003, the Netherlands and Greece in 2004
and Italy in 2005. Buthe sanctioning consequences of the Stability Gralvth Pact proved
weaker in their effects in the cases of GermanyFRnadce, when they in their turn breached
the conditions even more egregiously than IrelandPortugal (Hallerberg and Bridwell
2008). The so-called punishment mechanisms thereb@came largely ineffective once
EMU was launched (Blavoukos and Pagoulatos 200&8)reber, prominent European
leaders began to advocate more flexibility rathemtmore discipline, and Romano Prodi
called the Stability and Growth Pact ‘stupid’ (Haberg et al. 2009, p.176). The credibility
of the sanctions was called into question for otbeuntries as a result. As the Irish

parliamentary committee on European affairs noted:

By late 2003 it became clear that their deficitseveontinuing to rise and that neither France
nor Germany would meet their targets. Neither Man$tate faced sanction due to this non
compliance. These cases pointed to obvious créglilzihd enforcement problems for the

SGP. If the two largest euro area economies fadommply with the rules then why should

smaller countries do so? (Houses of the Oireachba® Committee on European Affairs

2010, p.6)

In summary, the fiscal policy regime in Ireland wiasppropriate to the conditions of
monetary union. Although a fiscal surplus was oftecorded, this was not a planned part of
a counter-cyclical budgetary strategy, for whichder conditions of rapid growth, a very

much larger surplus would have been appropriatee Uihderlying weaknesses in may
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superficially seem to be a stable fiscal situatiame recently begun to attract more notice (de
la Rosiere 2009; O'Leary 2010). Thus Ireland, withextraordinarily high growth rates
between the mid-1990s and mid-2000s, should hage hening super-high fiscal surpluses
(as Finland was). To the contrary though, fiscdiggonvas consistently pro-cyclical, and this
was a recurring phenomenon in Irish public life,enén spending booms tend to exacerbate
economic upturns and recession is worsened by ¢lee o address accumulated deficits
(Lane 1998). Small surpluses implied that the Ipsblic finances were highly vulnerable to
a return even to moderate or sustainable ratesraftly. There was little capacity for
assessing the risk attached to weakening the revbase or the capacity to withstand a
downturn of any sort, let alone a major economisi€ron the scale that actually occurred.
The institutional framework both for framing, maminhg, and implementing fiscal policy
had many flaws. Correspondingly, the domestic tustinal framework that was intended to
make wage bargaining consonant with macroeconomitopmnance also proved to have

many shortcomings, particularly in the foresighpatailities of the main actors.

But these domestic limitations also need to be quam the wider context of European
economic governance. The Euro was successful mgibg about low interest rates and freer
cross-border mobility of financial assets. But theight of adjustment accorded to national
political systems proved to be too great. Amongptbererse and unintended consequences of
the Euro was the fact that an institutional desiganded to bring about economic stability
by ending currency volatility ended up by creatingentives for much greater instability in
the form of very uneven growth, asset price inflatiand unsustainable credit expansion.
Ireland, like the other European peripheral ecorsiriell victim to the politics of market-led

indiscipline.
Responses to crisis: national adaptations and European coordinating capacity

The countries of the European periphery were mppesed than others to the effects of the
financial crisis, and for members of the Eurozaihe, conditions of the governance of the
Euro itself made domestic adaptation more challengsimilarly, once the economic crisis
unfolded from 2008 on, the varying capacity of dos to devise a successful response has
to be understood against the backdrop of the slave pf response at the EU level, and the

divided counsel about the most appropriate coursetomn that has prevented a coherent and
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coordinated strategy from being implemented. I8 tuntext, the smaller or weaker member
states have had little choice but to start vigorpueggrammes of fiscal consolidation, while
larger and stabler economies debate the relativésnad strong budget control measures at
the risk of slowing recovery, or postponing condalion measures in favour of maintaining a
growth stimulus through continued spending (Alesamal Perotti 2010; Economics: Free
Exchange 2010; Giavazzi 2010). Yet the prospect this would indeed stabilize their
situation, let alone pave the way for economic vecy, remained uncertain. Greece
continued to experience the greatest difficultire2010; but both Ireland and Spain, having
undertaken fiscal austerity policies, still expeded lower levels of market confidence in
their governments’ bonds, and the prospect of g |mriod of economic hardship. The risk
of a contagion effect, an unravelling of market faence in Eurozone stability spreading
form Greece to other countries, came to be a lgadoncern. The domestic institutions
through which adjustments were managed first nedzbtconsidered; then we shall set these

within the wider European setting.

We have noted that countries with strong executivtonomy from the legislature such as
Ireland, Greece, and Britain, so far from using ttu enforce a strong fiscal stance, were
swayed by market incentives to take the brakeamdfto permit a degree of fiscal laxity that
would have been unconscionable in the precedingdiedIn the case of Britain, the capacity
to allow its currency to depreciate against theothelped mitigate the damage this caused to
its cost base, but at the expense of building tgeltanominal deficits over the longer term).
But once the full impact of the crisis hit, predysthis executive strength could be deployed
to impose fiscal stringency, even when it was eledly unpopular. Figure 7 below outlines
an index of executive discretion, based on measufréise powers available to government
and to committees in parliament in initiating, amleg, and securing the passage of
legislation. It shows that there is a broad patterthe scale of executive power depending on
the growth strategy and model of capitalism in elathe Anglo-American model, with its
strong reliance on market signals, tends to betivelg unconstrained by obligations to
institutionalized political stakeholders. The Saaaslian model tends toward a more
decentralized and negotiated model of politicaliglen-making. Yet within each category

there is also wide diversity, as for example betw€seece and Spain within the ‘mixed’
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Mediterranean model of capitalism that featuregr@ng state role in ownership and control

of economic resources.
Figure 7. Index of executive power

The Irish government was able to commit successtallfiscal consolidation once it had
taken the decisions deemed necessary, and the @msgrigudget of the newly formed British
Conservative-Liberal Democrat coalition governmengune 2010 was billed ‘the toughest
in a generation’ (Economist 2010). In the Irishezabe commitment to a strong programme
of spending cuts came relatively early, in a susioesof budgets during 2008 and 2009, and
most dramatically in a further sharp unilateral tutpublic sector pay in Budget 2010 in
December 2009. Similarly, both Spain and Greecelamented painful cuts and tax

increases on a scale that has nowhere been app&ewhere in Europe.

But the politics of implementing difficult choicesries across these countries depending not
only on governments’ capacity to introduce legiskat but also on its social legitimation.
Securing political agreement among other partiesesawith the ideological distance
between parties, and implementing difficult choisesilarly varies depending on the degree
of social polarization and the capacity to engageagotiated dialogue with organized social
interests. As Figure 8 below suggests, the balaeteeen left and right varies significantly

across countries.
Figure 8. Ideological position of parties in fowarfy systems, 1990s

And the underlying structure of the economy alsostitutes a constraint on governments’
freedom of action, as we have already seen. Thethgretrategy to which the country has
been committed imposes incentives and constramtgowernments to intervene in one way
and not another. This is usefully captured by elusgy countries according to their variety of
capitalism (Hall and Soskice 2001; Molina and Ri®0&607). Figure 9 below summarizes

the principal structural variations in the manmewhich countries respond to crisis.
Figure 9. Structural determinants of adaptive ceyp#a crisis

In no country has there been a negotiated imposdfanternal deflation, but in Ireland the
early implementation of sharp adjustment, and #tative absence of large-scale protest, is
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attributed to many to the memory of the painfulcdils adjustment of the 1980s, and a
widespread grudging acceptance that delay wouichatély prove costlier. In mid-2010, the
Irish trade union movement voted to accept a dedldffered assurances that there would be
no further pay cuts, in return for active implenagion of public sector reform measures, the
‘Croke Park agreement’. This acceptance of a fofmconcession bargaining’ in the
intensive though ultimately abortive pay talks iegdup to the unilaterally imposed
December 2009 budget; some basis for agreementéetgovernment and unions (though
not now employers) had been reached which coul@g®etivated at this point. In Britain, the
issues under discussion in the run-up to the eleaf May 2010 were about the timing and
incidence of budget cuts, not the principle; andi®r trade unions are organizationally too
weak either to organize resistance or to need fovmdved as policy interlocutors (Hardiman
2010; Merkel, Petring, Henkes and Egle 2007). Intrest, as Figure 8 illustrates, Spain and
Greece have stronger and more contested left-diyigions in their party systems. Yet the
differences between these two countries are stikom, notwithstanding street protests in
both countries at austerity measures during 20b&inShas a more strongly developed
tradition of forming social pacts and more stronghstitutionalized mechanisms for
resolving political contestation. In contrast, Gredhas been characterized as ‘une société
bloquée’, in which the principal method for managinternal conflicts is through allocation
of selective benefits (or clientelism), and in whitower levels of political institution-
building mean that the communist Left can gain ntogetion through popular mobilization
than in other countries (Antoniades 2010; Featbres2005; Ongaro 2010).

The domestic institutional configuration of thesmitries helps to explain the variations in
the profile of their responses to crisis. But omagmin, domestic institutional and political
capacity is not the whole story, and the situatbeach country in the international context,
and the nature of its exposure to cross-natioregures, is also a critical part of the story.
As of mid-2010 the trajectory of crisis is stillfoiding, but the interplay between individual
country responses and the coordination of respahdke EU level brought out three key
features of the governance of the Eurozone. Theraaif Ireland’s response can only be
fully analysed once these background conditiondiked in. All three conditions have to do
with the weaknesses in the implementation of thebity and Growth Pact from an early

stage, and for the failure to make any provisiantti@ possibility of longer-term inability to
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comply on account of serious domestic fiscal ciiBigson 2008; Heipertz and Verdun 2010).
Firstly, the obligation to undertake policy adjustmh exclusively at national level risked
pushing the issue to the brink of the prospectoskereign debt default. Secondly, once this
prospect became conceivable, the coordinating dgpat the EU was revealed to be
particularly weak and subject to fragmentation gltines of nationality. Thirdly, the dearth
of ideas about Europe-level macroeconomic pricriaed growth strategy became evident.
The ‘orthodox’ view that rapid consolidation is otable to secure a return to growth gained
ground among the larger member states, includingm@&ey, while a number of
commentators pointed to the risk that this wouldhfer depress the prospects of recovery
under conditions of a gravely impaired financialctee no possibility of currency

devaluation, and continuing structural trade imbedes.

Firstly then, once it became clear that the capadfitthe peripheral economies to manage
fiscal adjustments entirely within their own resmes, the risk associated with sovereign debt
on the international bond markets suddenly becamehmmore differentiated, as Figure 10

illustrates.
Figure 10. Long-term interest rates

The design of the Euro, as noted above, requirechbee states to manage fiscal policy
independently and within the guidelines of the 8itgbtand Growth Pact. The SGP was the
product of compromises between German and Frenthypuakers: it was intended to
reassure the German government that the ECB waulddulated from political pressures to
allow inflation to rise to erode national debt, andexclude the possibility that national debt
problems would be shared by other member statess&bond of these issues was precisely
what was thrown back onto centre-state by the scriBecause it had been ruled out of
account at the outset, there was no means of pngval credit line to the countries under
greatest pressure — specifically to Greece, whz®alfimbalances dated back some time.
The creators of the Euro, it was now clear, hadiigd the basic design principle of
Murphy’s Law: that is, that if something can go wgo it will. Something had to be done.
But failure to plan for a worst-case scenario meaaas policy must be made under pressure
and in crisis conditions. It took until late spri@§10 to provide supports in the form of a

credit line to Greece from Eurozone member stateganized through the ECB. Alongside
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IMF intervention, this eventually stabilized Grescehort to medium term borrowing

problems.

This gave rise to the second problem, which is thatas not clear what the appropriate
forum would be within which political mechanisms pyevent speculative attacks on
individual countries could be worked out. The sHertn issue centred on the urgency of a
‘Greek bail-out’, a difficult issue for German pians facing important regional elections
in May 2010. A combination of access to ECB loangeyms that were quickly drafted, and
recourse to IMF loan facilities, defused the imnagelissue for Greece. The credit facilities
were tied to a programme not only of immediate fodifiscal austerity but also of reform of
social programme design and tax administrationrnefantended to provide assurances that
the medium to longer term fiscal trajectory woulel &tronger. But the scale of the fiscal
problems it faced was clearly immense, and incneggi opening up the possibility of
sovereign debt default. This in turn exposed theréxto which the peripheral countries’
problems were in fact Europe-wide problems. Forhiggest single category of holders of
Greek government debt is German banks. The Germancial regulator in 2009 produced a
worst-case scenario of up to €800bn in bad dehiso(ftelligence 2010). Stress testing of
European banks had only begun, and very gingerthatt in mid-2010 (Balzi, Reiermann
and Reuter 2010). The guarantees extended by goeets across Europe to their banks has
meant that an enormous range of private debt isindact a potential public debt liability.
The issue for the Eurozone during 2010 slowly cledngplour from a problem of sovereign
debt in one country, Greece, to the risk of a agiotaeffect as nervousness spread toward
the much larger Spanish economy, to a growing za@din that the underlying issue of
financial sector stability itself has not gone awale fiscal crisis risks becoming a banking

crisis of enormous proportions.

The third issue therefore is the question as totwhey be required to stabilize the current
fiscal and financial crises and to provide the bag®w the resumption of growth. The

European periphery, particularly Ireland and Greéecg also Spain and Portugal, have had
very little choice in this: unless their governngeimbarked on severe orthodox austerity
programmes, the markets made it clear that theyidvbe unable to continue to raise the

borrowing they need to conduct their affairs. Bugge countries risked finding themselves in
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a double bind, as indeed Spain already has: harnmgarked on austerity measures, Moody’s
rating agency downgraded its debt status on thengi®that its growth potential would now

be lower and its capacity to service its debt gpoadingly reduced. In the longer term, it is
clear that market investors value growth and sonabdé employment levels as much as fiscal
orthodoxy, so anticipatory austerity to appeasanhekets may not achieve what is intended
(O'Rourke 2010).

Furthermore, the orthodox view, if generalized oncauntry-by-country basis, leaves
unanswered the question as to where the sourcescobery will be found. If all were to
engage in competitive internal devaluations by pitecg domestic hardships, a ‘beggar my
neighbour’ effect could ensue, such that no couatmyld provide the demand stimulus for
the now increasingly competitive exports of theeoth Yet the trend toward adopting
orthodox austerity policies seemed widespread,neiutg to Germany and receiving the
endorsement of the G20 in mid-2010 (Alesina anat#e2010).

The alternative view was mostly articulated by &rad commentators and journalists: this
is that adopting conventional orthodox deflationargasures in the throes of an economic
downturn intensifies the risk of a ‘double-dip’ ession (Almunia, Benetrixt, Eichengreen,

O'Rourke and Rua 2009; Dadush 2010; MarzinottaritiEerry and Sapir 2010; Wells and

Krugman 2010; Wolf 2010).

But the implications of this latter position havar-feaching political and institutional
consequences. The decision-making of the Europatetship clearly came to be perceived
by the markets as too slow, too late, and in fackihg in the credibility it was intended to
produce. If the crisis is envisaged not merelyreesef countries each with its own fiscal and
competitiveness problems, but as a systemic proldérthe insolvency of the banking
systems of the major economies themselves, thelggnsbwill be of longer duration, and

generating greater levels of political coordinatioraddress them will be a matter of urgency.

Three possible futures may be considered for E@ogeonomic governance. The first is to
hold that nothing short of a large-scale coordidatelitical re-engineering of the European
political system itself is required. Hallerberga¢tconclude that ‘it is important to centralize
the budget process’ (Hallerberg et al. 2009). Afrarn the fact that a number of countries
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with centralized budgetary procedures also endeah digcal trouble, suggesting that fiscal
disciplines are not only due to centralization, tousome combination of monetary, fiscal and
financial policies, centralizing the European budgecess would require a massive increase
in centralized political competences. One commentstated the prospect as follows: ‘the
Eurozone will need to commit itself to a full-blowiiscal union and proper political
institutions that give binding macroeconomic instrons to member states for budgetary
policy, financial policy and structural policiesh& public and private sector imbalances are
so immense that they are not self-correcting’. His tview, European citizens face a stark
choice, between ‘reverting to dysfunctional and,tasanspires, insolvent nation states, or
jumping to a political and economic union’ (Mincha010). However, this view suffers
from political implausibility. It is very unlikelyon past experience, that European voters
would readily approve increased transfers of powera federal centre; there is a marked
lack of appetite among European leaders for any nemstitutional initiatives; and the
German Constitutional Court has ruled that anyhferrtmoves in this direction would be
impermissible under their existing constitutionrthermore, as Rodrik argues, it is far from
clear that it is even possible, let alone accemedegitimate, to ‘domesticate’ national
polities and societies by delegating powers toaugional institutions (Rodrik 2007a; b). In
the absence of a common working language, Europe-wepresentative parties, and
discursive capabilities that transcend nationalders, it is difficult to see how any such
legitimation could be achieved (McKay 1999).

The second possibility is for European leaders thedECB to shift the terms of the debate
about EMU. The ‘official’ position about the Eurs that no country can countenance
sovereign debt default because this would underrtheeviability of the single currency
altogether, and would require the defaulting coutdrexit the single currency, with hugely
disruptive consequences all round. But the castddmimade that a government defaulting
on its debt need have no consequences for thencyrregime at all: ‘in the event of a Greek
government default, the system could assure th®listeof the Greek financial sector, and
concern itself with any bank runs or bank failuneghe country, but not with the Greek
government’s difficulties’, where ‘its taxpayersdatine creditors will bear the consequences’
(Melitz 2010). This would require reforms to proeidthe ECB with stronger supervisory

powers over banks in the Eurozone, and power tasatdénder of last resort. It would detach
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financial stability from fiscal stability, and awbthe moral hazard involved in underwriting
bail-outs (however condition-bound). But while thgesition may be economically sound,
since the argument that fiscal rectitude is reguiceguarantee the value of the currency may
not be very strong, it is may be politically diffit to adhere to. Sovereign defaults are
historically quite common, as Reinhart and Rogaffdndocumented, but they are desperately
painful for countries that have to endure theieet (Reinhart and Rogoff 2009). ‘No bail-
out’ may still be an inviolable principle within éhEurozone. But there are also powerful
underlying normative assumptions that the EU stdadsnore than a free market area; that
inequality of living standards is a concern; anckrevhat social stability itself may be
threatened by extreme fiscal crises and that titgrahis would be inconsistent with the

EU's self-professed values.

The third outcome might involve more of the indidnal bricolage through which

institution-building within the EU has commonly takplace, with no grand design but rather
multiple adjustments and fixes. This could happengside intensified bank supervision on
the part of the ECB as outlined above. For examplthe first phase of the work of the Task
Force on European Governance chaired by Presidehe duropean Council Hermann von
Rompuy, European member states agreed in mid-20p@rmit peer review of their budget

proposals (Van Rompuy 2010). Whether measuresigfstirt go far enough remains to be
seen. On the design side, it may also be necesaeyiew the asymmetrical incentives built
into the SGP (penalizing deficits but with littleigport to run surpluses), its cyclical

inflexibility (since economic downturns may warratgficits as a counter-cyclical measure),
and its focus on current deficits (making it difficto finance long-term capital investment
projects). On the sanctioning side, it may stilbbye difficult to enforce credible sanctions

against errant member states.
Conclusion

The domestic origins of countries’ experiences ocbrnomic have to be taken seriously:
Ireland was over-exposed to risk on a variety ohfs and suffered a correspondingly severe
response to the international crisis when it cahhe. taxation system had been systematically
weakened over time; political decision-making wad firmly grounded in adequate risk

assessment; a massive asset price bubble was dllonaccumulate. As a small and very
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open economy committed to a strongly market-coniogngrowth strategy, Ireland had
fewer resources to counter an economic downturm.g8uernments also failed to plan for
this contingency through active counter-cyclicaldgpet management, and the design of
banking sector regulation proved woefully inadequdt low-tax discourse is embedded in
the political system, and even the Labour Party thedGreens in Ireland find it difficult to
make the case for rational and egalitarian taxrnefoconsistent with the need to keep
productive assets priced low and encourage efficise of scarce resources, through
extending the revenue base to include such itemssadential property and water use.

But in addition to these factors, it is useful ateorecognize that there is an international
dimension to Ireland’s policy errors of the pastatie. The politics of cheap money which
lay behind the crisis depended on untested assonspthbout nation-states’ capacity to
manage a policy mix consistent with ECB requirerseihe under-institutionalization of the

nominal policy constraints at European level imposiee need for heroic levels of self-

restraint on the part of peripheral economies. fiéw politics of the Euro, which was meant
to constrain domestic policy, in fact ended up esufig budget constraints: the ties did not
bind (Hallerberg and Bridwell 2008).

Similarly, there is a European dimension to theteffies adopted in response to crisis.
Ireland adopted orthodox austerity policies eathe policy community has had no real
experience of financial sector crisis, but has meesperience of fiscal crisis, and even if the
precise policy mix of spending cuts and tax incesas contested, the belief that this would
be most effective is widely shared. In the shonniedium term, Ireland’s policy options are
tightly constrained. But in the medium to longemrgthe conviction that this will restore
Ireland’s competitiveness conditions and therefgrewth prospects depends on rescue
coming from the international economy, as it didhe late 1980s. This is far from clear in

the context of a Europe-wide persistence with théips of austerity (Krugman 2010).

However, the terms of European political debatensekset in the orthodox mould, and the
capacity of European leaders to anticipate probleatiser than respond in reactive mode
seemed quite limited. New rules for framing and lengenting national budgets were
promised, to tighten up the latitude available atian-state level. While this would help

reduce the risk of severe fiscal imbalances arigintpe future, it would do little to alter the
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basic imbalances between monetary and fiscal chipediat European level. And even the
institutional locus of this reform was contestedthwthe Council of Ministers and the
Commission vying for control over the new measuBad. none of this went anywhere near
either of the two major problems yet to be managtdctively at European level: bank
recapitalization and the need to transfer largauwels of taxpayer resources into private
institutions, and the formation of a coherent anedible broadly based macroeconomic
strategy for the Eurozone as a whole, that wouldline fiscal stabilization with a plausible

strategy for economic recovery.

These issues are not new and will not readily bsolved. They originate in the
disagreements between ‘economists’ and ‘monetaristarsh 2009, pp. 38-41), that is,
between those who believe that currency unionsoatg possible when deep economic
structures are fully aligned, and those who holat timonetary union itself is an effective

driver toward convergence in economic performance.

In summary therefore, Ireland has made many paofistakes and is paying a high price for
correcting them. The corrections are painful yeawmdable. But the real dynamic for
floating the Irish economy off the rocks of recesslies outside its control. The future for

Irish growth prospects remains deeply tied intotdrens of European debate.
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Figure 1. Debt and deficit as % GDP, 2010
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Figure 2. Revenue, spending and deficits as % GDP
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Note: GDP dropped sharply in all four countriesnzstn 2007 and 2009, especially in

Ireland, which exaggerates the impact in thesehgrapthe weaker tax revenues alongside

with continuing spending obligations.
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Figure 3. Inflation 1997-2009
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Figure 4. Harmonized competitiveness indicator8312009
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Figure 5. Composition of taxation, 1990-2008
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Figure 6. Government current expenditure and neee? GNP, 1960-2010
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Figure 7. Executive autonomy and varieties of edigin

Varieties of
capitalism

Index of
executive
autonomy

Executive
autonomy:
group average

Liberal

Ireland 4
UK 4

4

Mixed

Greece 5

Portugal 1
Spain 0.5
Italy -1

Continental Germany 2 1
France 1
Netherlands 1

Belgium -1

Social market Sweden -4 -2
Iceland -2
Norway -1
Denmark -1

Finland -1

NOTE: The data in the first column is derived fraxdring 2001. Table 1 in that work
itemized executive-enhancing legislative rules; ave allocated a sum of pluses and
minuses to provide a single score. Table 2 itemzmdmittee-strengthening parliamentary
rules; a single score was similarly derived frons.tAhe total from Table 2 was subtracted
from Table 1 to give an index of executive domiranc

Sources: (Doéring 2001; Hall and Soskice 2001; Molmd Rhodes 2007; Pontusson 2005)
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Figure 8. Ideological positions of parties in faauntries
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Figure 9. Structural determinants of governmeratsgic response to fiscal crisis

High social concertation

- B

Swaden ML German

Denmark

\ Finland

Constraine
governmer(

Ireland //

Dominant
I government

Spal
Belgium UK

France
Greece

Italy

-

Low social concertation

NOTE: The horizontal dimension captures the indesxecutive autonomy in Figure above.
The vertical dimension summarizes the ideologidatatice between parties which is also
reflected in the structure of union organizatiod #merefore in the capacity of government to
engage in active concertation of economic interests

The diagonal dimensions show that the ‘varietiesagfitalism’ cross-cut these constitutional

and political dimensions.

34



Figure 10. Interest rates on ten-year governmemnd$o
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