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Since 2010, austerity measures are imposed in Europe to deal with the crisis
of sovereign debt, and to reassure financial markets. The measures adopted by
various European governments are mainly of three types: social protection
reforms, privatization, freezing civil servants' wages and reducing their
number. Cuts are planned in social spending, structural reforms are imposed:
increase in the age of retirement, increased flexibility of the labour market,
lower unemployment benefits to make work more attractive, hours of work
required for recipient of assistance, increased competition in the area of health
and social services. These policies lead to the destruction of the social cohesion
of Southern and Eastern European countries, and ruin further the little solidarity between the peoples of Europe. Europe must lead the way tomorrow to
conduct policies for the future, and to support countries in their efforts for
social investment.

T

he measures adopted by governments in Europe, as well as
European institutions' recommendations are mainly of three types:
reform of social security, privatizations, freezing of salaries and
reduction of the number of employees in the public sector. Social
spending cuts are planned and structural reforms imposed: rise in
retirement age, more flexibility of the labour market, reduction of
unemployment benefits in order to make work more attractive,
mandatory work for people receiving unemployment assistance,
strengthened competition in health and social services.
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1. Austerity plans hit social policies first
Social spending is at the front line of austerity plans. In addition
to budget cuts, structural reforms are implemented (it is often a
result of pressures coming from European institutions, joined by
the International Monetary Fund and the European Central Bank
in the case of Greece): increased labour market flexibility, augmentation of the retirement age, strengthened competition in services
including health and social services.
In many countries, plans include the reduction of unemployment benefits and the assistance for the unemployed who reach the
end of their benefits (Germany, Portugal, Romania and Denmark –
before the change of government – Ireland, United Kingdom,
Spain, Greece). The aim is to “make work pay” by reducing social
benefits in a way that makes employment preferable to the situation of assistance, as if, in the current situation of economic
stagnation, people were currently choosing to be unemployed!
Several countries also plan to reduce the possibility for unemployed to refuse a job proposition (Spain, United Kingdom). Many
measures have been adopted in order to increase labour market
flexibility, in particular for workers under open-ended contracts
(Spain, Portugal, and Denmark). The unemployed are not the only
ones concerned by the loss of benefits. Many countries are also
planning reductions on government healthcare spending. These
measures have been imposed on Greece, Ireland and Portugal as
pre-conditions for the help they receive.
Austerity plans also provide for a more fundamental pension
reform justified by the need to “reassure” financial markets and
rating agencies. Plans include either to push back the age of retirement beyond the age of 65 in Ireland, Spain, the Czech Republic
and Germany or to accelerate increases in retirement age already
decided (United Kingdom). Spanish and Greek reforms also
include the modification of the method for calculating pensions.
The IMF and European aid package for Greece, Romania or
Bulgaria was conditional on pension reform. In October 2011,
pressure was also brought to bear on Italy to re-open procedures for
a pension reform.
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2. The mainstream economic analysis is wrong and inefficient
On the whole, these measures are not original, except for their
scale and swiftness. They are directly inspired by an economic
theory that became dominant during the 1980s. For this theory,
social policies are conceived as a burden for the economy. It is said
that they discourage investment and job creation and are accused
of being too generous, discouraging thus the unemployed to
search for a new job. Since we have been applying these ideas for
the past thirty years we must think that they are still valid.
However, is it the social protection system really responsible for
the economic difficulties in Europe and for the current situation of
over-indebtedness in some states?
For at least two decades, the strategy to return to growth and job
creation is based on the freedom of the supply side of the
economy, which is supposed to be constrained and inhibited by
the expansion of the welfare state. A reduction in taxes and rigidity
to restore profits was supposed to stimulate the growth of investment; this would lead to more job creation (it is the famous
theorem of Helmut Schmidt, 1974).
Indeed, these policies restored profits and permitted the rich
people to become richer but neither investment, nor employment
were stimulated. A recent BIT study (Making Markets work for jobs,
published in 2011) underlines that in developed countries, profits
rose by 83% between 2000 and 2009; however, the level of investment stagnated during the same period. Increase in profits lead to
dividend growth for the shareholders (from 29% of the profits in
2000 to 36% in 2009) and stimulated financial investments rather
than productive investments (Financial investments of non financial companies rose from 81.2% of developed countries’ GDP in
1996 to 132.2% in 2007).
The error was to believe that markets would be able to transform profits into productive investments. The huge incomes have
been mainly used for speculation, while the middle class has had
to borrow to maintain a certain standard of living. It is precisely
this private debt, which provoked the financial crisis of 2007/2008.
Furthermore, companies' strategies to restore margin were, most
of the time, against the idea of quality employment. In order to
limit production costs, companies chose to restrict the number of

215

216

Bruno Palier

employees and to develop outsourcing and relocation. This led to
the development of non-standard and temporary jobs. Overall,
growth is not created by this strategy, and poor-quality, low-wage
jobs are generated. Since these are frequently subsidized, the cost
to the state is much more than the unemployment benefits. This
strategy based on social dumping and on the impoverishment of
employees and states, explains to a large extend the current budget
problems faced by the states that chose to adopt it.
As indicated by the weak economic growth in 2011 and 2012
and by the 2013 forecasts, these policies do not allow the economy
to recover. It is strange that we should continue implementing
such policies, which have already failed and which are responsible
for the current crisis. Instead, it would be preferable to build a new
economic and social model based on the necessary investments for
the future. Today, the countries, which are suffering most, are
those which had not made the necessary investments in the past.
Instead of relying on the markets for delivering the necessary
investment, we need to decide to collectively invest in innovative
and sustainable economic activities, capable of stimulating the
creation of high quality jobs. These investments also need to
provide people with the qualifications necessary to succeed in a
new economy driven by innovation and knowledge. It is necessary
to invest in human capital, in early-years childcare, in education,
in lifelong learning and in policies which reconcile professional
and private life.
In February 2012, a timid start was made by the European
Commission on that direction. It was proposed to Member States to
adopt a “social investment package”. This package takes up ideas
developed by numerous academics1 (and some Europeans countries, especially the Nordic countries). These ideas present social
policies not as a cost for the economy but as an investment. We will
develop on the policies that have to be implemented (and financed
in part at the European level) in the remainder of this paper.

1. See Morel, Nathalie, Palier, Bruno, Palme, Joakim (eds) Towards a Social Investment Welfare
State ?, Policy Press.
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3. Employment quality
To abandon the current practice of cuts in social spending, we
must first stop considering work as a cost that needs to be cut
down, but think of it more as an asset to invest in. Investing in
good working conditions does not lead to forced and exhausting
productivity, but to productivity based on creativity, innovation
and quality.
Investing in employment quality needs to become both a
common goal and a normal corporate behaviour. This attitude
concerns a whole package of social rights with a view to safeguarding career paths, access to training for those who work, even
with non-standard contracts (fixed-term contracts, temporary
employment, subsidized employment etc.), a workflow which
makes the workplace compatible with family life, jobs that give a
sense of satisfaction to the employees and allow everyone to be
represented in the decision-making of the company. It is also
necessary to guarantee for all those in work access to social security
(currently, for example, women, as part-time workers and due to
interruptions in their career, have usually less retirement benefits,
compared to that of men).
A key element for the improvement of the quality of employment and production relates to professional qualifications. First,
access to professional training should be guaranteed for everyone,
but, more structurally, it is necessary to redirect public policy
towards investment in human capital, from childhood to retirement. This will require providing high quality childcare, an equal
system of education, an investment in youth, a better balance
between working and family life for both women and men.

4. Lifelong learning for everyone
New information and communication technologies have
increased the pace of change. Knowledge and know-how, all
become quickly obsolete. In this context, the ability of permanently renewing the activities exposed to global competition is key
for economic success. It is essential to transform companies into
organizations that learn and change, and permit employees to be
included in this constant evolution of skills.
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Nowadays, the most dynamic and innovating economies in
Europe are those which can improve working conditions for
everyone, reduce the difference of wages, encourage “creative
work” and autonomy, and develop the logic of learning inside
their company.
In order to avoid labour market polarization between those
increasing and renewing their skills, and those who do not, or even
worse, whose skills are degraded during their career, it is critically
important to develop a professional lifelong training policy for
everyone.
Among the proposals for strengthening employment and inclusion of persons who are on the fringe of the labour market, some
highlight the placement and the back-to-work policy, for any jobs,
even for those which require less skills than those of the person;
others insist on the necessity of subsidized lower-skilled jobs, by
reducing social contributions on low wages; and most give a
supplement to the salaries of poor workers. Focusing on quality
employment and the strategy outlined in this paper, is based on
the organization of professional transitions, access to lifelong job
training, and support of mobility through high wages guarantee
during training and employment search, without loss of social
rights. It is under these conditions that professional and geographical mobility (every year, 1/3 of Danish workers are changing
position or company) or the extension of the retirement age (official retirement was at the age of 63,8 in Sweden in 2008), are
socially acceptable.

5. Improving education and care facilities for all the young
children and investment in youth
Nowadays, the unemployment affects first, all those who are in
lack of qualifications or those whose qualifications have become
obsolete. How do we enable everybody to acquire the necessary
skills for the current economy? Many things are actually determined during the very early ages. Cognitive capacities,
communication and relational abilities, which are nowadays
necessary for school and professional success, are acquired even
before the age of compulsory schooling. Children who were born
in privileged socio-economic backgrounds take advantage of many
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opportunities for the growth and development of their capacities,
something that is not the rule in disadvantaged backgrounds.
Offering a chance to young people without exceptions presupposes
an early childhood public service of high quality, easily accessible
to everyone.
While we were prepared to support the emergence of the third
age (retirement) and while we consider it important to prepare the
support of the fourth age (dependence), the youth continue to be
neglected by social policies. This particular period of life did not
exist fifty years ago (where we used to pass directly from school to
work or marriage); while it is a life-period when many things
happen and many choices have to be made (for example to carry
out studies, to begin a career, to find housing, to set-up a family, to
have children), it is nonetheless neglected by public policies. All
over Europe, young people are suffering most from the difficult
economic situation. That is why it is essential to give a second
chance to young people who left the school system, to focus on
particular employment policies for access to a first job and to
ensure a minimum wage for young people without any other
resources. Europe could pride itself on promoting and financing a
plan for youth to help young Europeans, which could be based on
those first initiatives (youth package and youth guarantee).

6. Encourage equality between men and women
To encourage work for all under the best possible conditions
also means thinking about professional equality between men and
women. While young girls are more successful than boys in higher
education, women have less satisfying careers than men (less-paid,
more often in part-time jobs, less-responsibility). Women have to
pay the professional price because they are the ones who interrupt
or stop their careers to take care of children (and also of elderly
dependent persons). Allowing women to get the career they want
and which corresponds to their qualifications, requires the adoption of an egalitarian policy in the familial sphere, the deep
restructuring of the parental leave system, in order to encourage
households to better allocate childcare (a parental leave shorter
but better paid, where the duration increases if it is shared between
the parents).
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The development of high-quality childcare services for younger
children makes it possible to meet the new needs of both families
and children, but it also creates stable, qualified and well-protected
employment, contrary to the private provision of home care
services (subsidized since long in France and in more and more
countries), which are part-time jobs with low levels of qualification, low-paid and often marked by insecurity. This makes
professional and family life compatible and so it encourages
women to find employment that corresponds to what they want
(obtaining financial autonomy), but also serves a double social
need: reducing the risk of poverty for children (which is always
lower in households where parents work, in particular for single
parent families) and to increase employment rates.

7. Conclusion
These new policies have already proved their success at both
levels, economic and social. At a time when many states suffocate
by the debt and the imposed austerity measures, Europe could lead
the way, not only by relying on its social investment package, but
also with concrete financial actions: a plan of massive support for
young Europeans (starting with the youth package and the youth
guarantee recently adopted) and a proposal to stop recording as
public expenditure, in the definition of Maastricht, the child-care
expenditures and start considering them as an investment, in order
to stimulate early childhood policy. That might be a start for the
reconciliation of some European citizens with Europe, whose
austerity policies do nothing but dig its own grave.
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