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OPINION

Clinical Medicine 2012, Vol 12, No 4: 346-50

Austerity: a failed experiment on the people of Europe

Martin McKee, Marina Karanikolos, Paul Belcher and David Stuckler

ABSTRACT - Many governments in Europe, either of their
own volition or at the behest of the international financial
institutions, have adopted stringent austerity policies in
response to the financial crisis. By contrast, the USA launched
a financial stimulus. The results of these experiments are now
clear: the American economy is growing and those European
countries adopting austerity, including the UK, Ireland, Greece,
Portugal and Spain, are stagnating and struggling to repay
rising debts. An initial recovery in the UK was halted once
austerity measures hit. However, austerity has been not only
an economic failure, but also a health failure, with increasing
numbers of suicides and, where cuts in health budgets are
being imposed, increasing numbers of people being unable to
access care. Yet their stories remain largely untold. Here, we
argue that there is an alternative to austerity, but that ide-
ology is triumphing over evidence. Our paper was written to
contribute to discussions among health policy leaders in
Europe that will take place at the 15th European Health
Forum at Gastein in October 2012, as its theme ‘Crisis and
Opportunity — Health in an Age of Austerity’.

The origins of the financial crisis

It is now almost five years since the onset of the most severe eco-
nomic crisis to hit Europe since the 1930s. For many people in the
UK, its onset was signalled by scenes of depositors queuing out-
side branches of Northern Rock, once a successful building
society that had converted itself into a bank and expanded rap-
idly into the global financial markets. Unfortunately, with hind-
sight it is now clear that the expansion of Northern Rock was too
rapid. As a building society, it raised money from its depositors to
lend to those seeking to purchase a house, but only if borrowers
could demonstrate that they had the ability to keep up the repay-
ments. Its loans were limited by what it could attract in deposits.
However, during the 1990s, freed from regulation by successive
governments that were each competing to be seen as more busi-
ness friendly, Northern Rock borrowed massively on the global
capital markets. These vast sums were offered as loans to anyone
wanting to buy a house, with only the most cursory checks as to
whether they could repay them. Then, to hedge against this risky
proposition, the bank wrapped up the expected stream of future
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repayments into complex financial instruments that it sold on the
global markets. Those buying these ‘securitised loans’ realised
that they were risky but they would hedge their bets, constructing
even more complex financial instruments.

Unfortunately, as it soon became clear, few, if any, of those
involved in these complex financial webs really understood what
they were doing.! An increase in interest rates in the USA during
the mid-2000s, where the same had been happening, meant that
people could no longer repay the loans. The entire system rapidly
unravelled, leaving those countries most dependent on financial
services, such as the UK, facing the double burden of a collapse in
tax revenues from the financial sector while simultaneously
having to inject large sums of money into the retail banks, which
were by now inextricably entwined with their much riskier
investment arms, to stave off a banking collapse.? Those countries
that had continued to invest in their manufacturing industry and
had lower rates of home-ownership, such as Germany, were
much less exposed. Elsewhere, there were some specific risk fac-
tors for economic collapse. In Greece, for example, it became
clear that the published economic data had, for many years, been
falsified® and the country faced a severe debt crisis, largely as a
result of a failure to collect taxes. A neo-liberal government in
Iceland had also deregulated the financial sector, allowing a small
group of individuals bent on individual enrichment, some of
whom are now serving prison sentences, to engage in reckless
behaviour that brought the country to the brink of bankruptcy.*
However, fundamentally, the problem was one of a failure to
regulate the financial institutions, a point that it is necessary to
reiterate as it often seems to have been forgotten. In most coun-
tries, including the UK, the problem was not one of unsustainable
debt. Indeed, UK debt as a fraction of Gross Domestic Product
(GDP) at the onset of the crisis was lower than in France or
Germany, and far lower than it had been historically.?

Possible responses

The unresolved question was what to do about it. Unfortunately,
economists were divided.> Monetarists, who had argued that
growth would be stimulated by reducing interest rates, found
that little could be done when interest rates fell to almost zero.
The next step was to print money, in a process known as quan-
titative easing, where the money was issued to the major banks.
Unfortunately, rather than lend this additional money, the banks
used it to rebuild their balance sheets and pay large bonuses to
their staff, so that small and medium companies were starved of
investment funds. Another group, the Keynesians, subscribed to
the policies advocated by their namesake in the aftermath of the
Great Depression, when John Maynard Keynes argued that, by
taking care of unemployment, the economy would look after
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itself: the need was to stimulate consumption and demand to
prevent a negative spiral of declining confidence, lower spending,
and more job losses and firm bankruptcies. This is, in effect, the
policy pursued by President Obama, with large-scale stimulus
packages (although the magnitude has been debated), including
substantial investment in the automobile industry. A third
group of supply-side economists argued that the problem was
over-regulation, or ‘red tape) and advocated massive deregula-
tion. They believed that abolition of employment rights would
enable wages to fall and unwanted labour to be shed, allowing
firms to compete better in a global market. However, a new
school of thought emerged, labelled ‘austerions’ by the eco-
nomics Nobel Laureate Paul Krugman.® They called for a mas-
sive shrinking of the state, arguing that the European welfare
state was unaffordable. They included politicians in the UK, as
well as some countries in the Eurozone, as well as the ‘troika’
comprising the European Commission, the European Central
Bank and the International Monetary Fund.

Given that all economic crises are in some ways different, a
case could be made for any of these approaches and the ultimate
choice, on the evidence then available, was largely down to
political ideology. Indeed, in a prescient book published just
before the onset of the crisis, Naomi Klein had predicted that
neoliberal politicians opposed to what they termed ‘big govern-
ment’ would use such an event as an opportunity to pursue their
political objectives in a way that would otherwise not be pos-
sible, making the case that there was no alternative.’”

Five years on, the results of the ‘great austerity experiment’ are
at last becoming clear (Fig 1). In the USA, where a Keynesian
approach was adopted, the economy has recovered and is now
on a sustained upward trajectory. The Eurozone is experiencing
mixed fortunes. Some countries, such as Germany, are also
experiencing sustained growth, but those that adopted stringent
austerity policies, such as Ireland, Greece, Spain and Portugal,
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have yet to recover. Iceland, one of the worst affected countries,
held a referendum on austerity; 93% of the population rejected
it and, so far, austerity has been delayed and limited. As a result,
Iceland has had much better economic performance than the
latter group of austerity cases (in part, enabled by its ability to
devalue its currency and, in so doing, boost fishing exports).
Paradoxically, the credit-rating agencies, which were once in the
vanguard of calls for austerity, are now downgrading Italian
banks explicitly because of concerns that austerity is choking off
growth.? The UK did make an initial recovery but there too the
imposition of stringent austerity measures by the newly elected
coalition government in 2010 arrested it. This evidence has not
gone unnoticed and, in a series of elections across Europe in
2012, voters have rejected austerity and elected politicians
offering an alternative, most notably in France but also in
German regional elections. Yet their reasons for doing so are not
simply because these policies have failed to fix the economy.
They are also rejecting them because they are seeing the signs of
the human cost that they incur, something that many politicians
have sought to ignore.

The consequences for health

Until recently, the human cost of austerity policies was largely
invisible. One important reason was the lack of relevant data. In
marked contrast to financial data, some of which are available
instantaneously and others, such as economic growth, within a
few weeks, data on mortality in many countries are delayed by
several years. Thus, it is only now that the tragedy that is
afflicting parts of Europe is becoming apparent.

On the basis of experience in previous economic crises, it was
anticipated that suicides would increase and road traffic deaths
would fall.? This is exactly what has happened. In those countries
from which data are available, a long-term decline in suicides
reversed in 2008 and is now increasing (Fig 2).1% The
situation with traffic deaths is more complicated.
Previously, the decline in vehicle miles travelled meant
that deaths fell. This tended to compensate for the
increase in suicides. However, deaths on the roads in
many countries are now at very low levels, offering little
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scope for further improvements. Consequently, the
reductions are mainly seen in those European countries,
such as the Baltic States, where such deaths are still
common.'?

However, there is evidence that an increase in suicides
in an economic crisis is not inevitable. Research on eco-
nomic fluctuations in Western Europe over the past three
decades showed how those countries with strong systems
of social protection were able to maintain long-term
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Fig 1. Change in gross domestic product (GDP), indexed on Quarter 1, 2008.

Source: calculated from Organisation for Economic Co-operation and
Development (OECD) data on quarterly change in GDP.
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' declines in suicide rates despite rapid increases in unem-
ployment.!! The most important factor appeared to be
the existence of active labour market programs, designed
to get people back into employment as quickly as pos-
sible, and typically including youth training, exchange of
information on vacancies and measures to support
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Fig 2. Trends in suicides in Europe (indexed on the rate in 2000).
Source: WHO mortality database.

disabled people in the workforce. Unfortunately, programs such as
these are being cut in many countries at the present time.

So far, Greece appears to be the most severely afflicted
European country. There are worrying signs of increases in sev-
eral infectious diseases, including malaria.'> However, the
greatest concern relates to HIV infections, which have risen
markedly in the past year, with the epidemic concentrated
among a growing number of intravenous drug users.!* Data
from elsewhere are still limited, but one study has shown a
marked increase in attendances at Spanish general practitioners
by those with mental disorders, especially depression.!4

In the absence of up-to-date statistics, the unfolding tragedy is
most visible following a series of high-profile suicides, such as
the pensioner who shot himself dead on the steps of the Greek
parliament or among the widows who have protested by
marching on tax offices in Italy in memory of their husbands
who committed suicide.

There is a marked contrast between the energy that national
governments put into collecting economic statistics and what
they put into gathering and analysing health data. Despite
detailed media coverage, in particular by the New York Times, the
silence from European health ministers on the human conse-
quences of austerity is striking. Moreover, the absence of any
serious consideration of the consequences of austerity policies
for population health from the documents of the troika, charged
with enforcing austerity in those countries undergoing bailouts,
is notable, even as they are imposing major changes to national
health systems.!®

The consequences for healthcare

An inability to access healthcare will have adverse consequences
at the best of times. However, the consequences are particularly
worrying in industrialised countries that have had a functioning
system in place. There will be many people suffering from
chronic diseases who are kept alive by regular therapy, whether
for hypertension, diabetes, or even cancer. A breakdown in the
supply of essential medicines could be fatal.

One of the earliest actions by the previous Greek govern-
ment was to enforce a reduction in the price that it would pay
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for pharmaceuticals, with hopes of rooting out longstanding
issues of corruption. Unfortunately, it had the opposite effect:
it led to significant shortages in many parts of the country.
This was exacerbated by closures of health facilities and a
recent analysis showed a significant increase in the number of
people who were not seeking care even though they believed it
to be medically justified. Increasing numbers of Greeks are
now depending on street clinics once used to treat undocu-
mented migrants.

In Spain, health policy is primarily the responsibility of the 17
regions, although within a financial framework determined by
the national government. Hence, there are considerable regional
variations in reforms, although at both levels the policy changes
have been driven by finance ministries with limited involvement
by health ministries or professionals. As a consequence, the
reforms have been described as incoherent, with considerable
scope for unplanned adverse consequences.'® Catalonia has been
in the forefront of the austerity programme, with swingeing cuts
to staffing and investment.!” Recently, the newly elected right-
wing government has seized the opportunity offered by the crisis
to introduce a major reform to the healthcare system.'® It did
this by royal decree, thus avoiding the problems that it would
have faced if it had enacted primary legislation. The reforms
have fundamentally reworked the healthcare system from a basis
of entitlement based on residence to a system where entitlement
is based on employment. This risks some of the damaging effects
observed in the USA, where entitlement is largely linked to jobs,
including the exclusion from healthcare of large numbers of
undocumented migrants and young people who have never been
employed, a potentially serious situation in Spain where over
half of all youth are unemployed.

The troika has imposed major cuts to the Portuguese health
budget, as well as large increases in the rate of co-payment for
many services as part of its conditions for a financial rescue
package.!® For example, attendance at an emergency department
in a major hospital now incurs a cost of 20 instead of 9.60
previously. Several services, such as nurse consultations, have
been subject to user charges for the first time. Political and media
commentators have attributed a peak in deaths in early 2012 to
the austerity policies, but the actual reasons remain contested.

The Italian government has also adopted several cost contain-
ment measures, many accelerating longstanding efforts to reduce
expenditure.?’ They have focused on hospital capacity, with the
2010-2012 Health Pact between the central government and the
regions, who are responsible for the delivery of healthcare,
requiring a reduction in the number hospital beds, from 4.5 to 4
per 1,000 population, fewer hospital admissions, based on appro-
priateness criteria to reduce unnecessary admissions, and shorter
lengths of stay. Those regions with the highest debt levels were
required to propose plans for implementation before other
regions. The policy also introduces co-payments, of 10 per visit
to a specialist and 25 for those aged over 14 visiting an emer-
gency department where this is considered inappropriate. However,
regions have flexibility in introducing these measures. A 12.5%
reduction in the prices paid for generic drugs was also imposed.

© Royal College of Physicians, 2012. All rights reserved.



Discussion

Governments in the UK and the Eurozone were faced with a
choice when the financial crisis hit in 2008. They could have fol-
lowed the example of the USA and launched a fiscal stimulus
using funds raised by the European Central Bank, seeking to
boost growth and thus escape from recession. Instead, they
engaged in austerity programmes that, in those countries most
severely afflicted by the initial crisis, have choked off any growth.
The argument that there was no alternative is now being rejected
by voters across Europe, even in Germany, where the government
has been among the strongest advocates of austerity. Voters rec-
ognise that the experiment with austerity has failed, despite the
increasingly incredulous claims of some of their political
leaders.

The European public are not only questioning the competence
of these politicians, but are also asking why they have failed to
address the fundamental causes of the crisis, the deregulation of
financial markets,?! especially in the wake of the loss of US$2
billion by a single trader in JP Morgan Chase, a company that
had been lobbying actively against even the most minimal
restrictions on banks and whose chief executive had initially
dismissed the loss as a ‘tempest in a teapot’??

Some measures that have been taken to reduce health expen-
ditures in response to the crisis can be justified. A reform to
public procurement developed by the Greek government under
the aegis of the troika, has streamlined a previously inefficient
system.?? It clearly makes sense to treat patients outside hospitals
where this is appropriate. However, that assumes that there are
alternative facilities available, which in many southern European
countries where social care has largely been undertaken by
families is unlikely to be the case. It is also sensible to encourage
generic prescribing, as in Spain. However, other reforms are not
supported by evidence, such as the introduction of co-payments,
which will fail to discriminate between medically necessary and
unnecessary utilisation,?»?> leaving aside the high transaction
costs of collecting them. The situation in Greece and in some
parts of Spain is especially alarming, with media accounts of
health systems nearing collapse.?

For many months, the political and financial aspects of the
crisis have filled the headlines. However, behind those headlines,
there are many individual human stories that remain untold.
They include people with chronic diseases unable to access life-
sustaining medicines, persons with rare diseases who are losing
income support and forced to care for themselves, and those
whose hopes of a better life in the future have been dashed see
no alternative but to commit suicide. So far, the discussion has
been limited to finance ministers and their counterparts in the
international financial institutions. Health ministers have failed
to get a seat at the table. As a consequence, the impact on the
health and wellbeing of ordinary people was barely considered
until they made their feelings clear at the ballot box.

Throughout history, physicians have had an honourable role
in placing the health of their fellow citizens on the political
agenda, exemplified by the work of Rudolf Virchow in the

© Royal College of Physicians, 2012. All rights reserved.

Austerity: a failed experiment on the people of Europe

typhus epidemics in Silesia during the 19th century.?” He
famously said that ‘medicine is a social science, and politics is
nothing else but medicine on a large scale. Medicine...has the
obligation to point out problems and to attempt their theoret-
ical solution...The physicians are the natural attorneys of the
poor, and social problems fall to a large extent within their
jurisdiction.” A growing number of economists are calling for a
reversal of austerity.”® European physicians should add their

voices to them. Virchow’s words are as relevant today as they

ever were.?’
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NRAD alert

National review of asthma deaths (NRAD)

Please notify the NRAD team at the Royal College of Physicians of any deaths from asthma
occurring between 1 February 2012 and 31 January 2013 as soon as possible after death.

Please notify if a person has any of the following:

> death certified as being due to asthma (ICD-10 J45-146) in part 1 or 2 of the medical death certificate

> post-mortem diagnosis of asthma as cause of death

> clinician diagnosis of asthma as the cause of death

> clinician diagnosis of asthma as the probable cause of death

> death classified as being due to anaphylaxis

Alternatively, please notify the team by email or phone:
Email: rachael.davey@nhs.net or rosie.houston@nhs.net Phone: +44 (0)20 3075 1500 or + 44 (0)203 075 1522

Royal College
e of Physicians
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Visit: www.rcplondon.ac.uk/nrad
for further information on how to notify the NRAD team
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