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Is the EU-IMF “rescue plan” dealing a blow to the Greek
welfare state? // Maria Petmesidou
In a previous CROP Poverty Brief (June 2010) Bob Deacon forcefully put forward the argument for a policy shift by international organizations (including the World Bank and the IMF)
from a residual social policy targeted to the “poorest of the poor” to a universal welfare
provision approach that can help developing countries to “(re)build developmental welfare states”. Interestingly, the evidence from the first intervention by the IMF in a euro-zone
country (Greece) rather indicates that the IMF hardly changed its role as a key enforcer of
austerity undermining welfare rights.
Compared to North-West Europe, welfare systems in the

Key points:
•

•

•

•

•

•

•

Before the onset of the economic crisis Southern European welfare states were
confronted with unmet need, ineffective redistribution and high poverty rates.
Poverty rates in all four countries have persistently been high; in 2008, in Greece
and Spain the poverty rate stood at 20%,
while in Italy and Portugal at about 19%.
Evidence from the first intervention by the IMF in a
euro-zone country (Greece) indicates that the
IMF has not changed its role as a key enforcer
of austerity further undermining welfare rights.
The main ingredients of the IMF’s bail-out recipe include:
1. reduction of current and future pension incomes and social assistance benefits,
2. significant cuts in social services,
3. introduction of a flat, so-called “ticket
payment” for health services,
4. promotion of private provision within the
NHS
The pension reform reduced the replacement
rate for the first pillar from 70% of pensionable
income to about 42% (for 35 years of work).
A National Social Cohesion Fund providing social assistance to low-income pensioners, unemployed persons without any
support, disabled persons and other vulnerable groups was abolished in 2009.
Under the IMF’s insistence the abolishment of the binding character of collective
wage agreements was decided recently.

four South European (SE) countries (Greece, Portugal,
Spain and Italy) developed with a considerable timelag. Yet before they reached maturity, they faced serious spending constraints particularly in the attempt of SE
countries to join the European Monetary Union (Guillen
& Petmesidou 2008). Even before the onset of the crisis
SE welfare states were confronted with extensive unmet
need, reflected in ineffective redistribution and high poverty incidence (poverty rates in all four countries have
persistently been high; in 2008, in Greece and Spain the
poverty rate stood at 20%, while in Italy and Portugal at
about 19%).1 Most importantly, despite the progressive
expansion of social expenditure from the mid-1980s in SE
countries, their social protection systems remained defective. This is reflected in the low effect of social transfers
in reducing poverty (Papatheodorou & Dafermos 2010)
and the persistently large number of weakly protected,
vulnerable social groups -those employed in the informal
economy, the young unqualified persons, the long-term
unemployed (particularly unemployed women), old-age
people with no rights to social insurance, and (mostly illegal) immigrants. Over the noughties, tackling extensive
inequalities, fragmentation in social protection and great
gaps in coverage (a trait most pronounced in Greece), in
parallel with attempts to enter into new territories of diversified welfare mixes and interventions (under the impact of
EU policy orientations, e.g. the Lisbon Agenda) have been
major challenges for SE welfare states.
The crisis effects in South Europe
The financial crisis severely hit all four SE countries. It exacerbated their problems of high public indebtedness (par-

ticularly in Greece the public deficit shot up to 15.4% and
the public debt to 128% of GDP in 2009) and brought to
the fore structural problems in the economy. Escalating
borrowing costs thrust public finances into severe crisis, necessitating significant cuts in public spending. Surely, in all
four countries fiscal discipline measures and domestic austerity put the brake on any trends of welfare state expansion, and prospects for widening the scope of institutionalized social rights (for instance, to provide entitlement to a
universal minimum guaranteed income, to universal care
services for the frail and dependent persons etc.) were
severely curtailed, even though the crisis exacerbated social needs. Any initiatives towards expanding social rights,
recorded in the pre-crisis period, are in serious jeopardy
under the drastic austerity measures (as is the case, for
instance, with the newly introduced system of social care
provision in Spain, planned to be co-funded by the state,
the autonomous regions and the beneficiaries). Similarly
contraction of public health spending increases privatization, striking a blow to the relatively new NHS structures
in SE countries (private spending was about 40% of total
health expenditure in Greece and close to 30% in Spain
and Portugal in 20082). Across the board reductions in pensions greatly increase the risk, for elderly people, of falling
deeper into poverty and becoming highly vulnerable to
its effects (the more so as poverty among the elderly was
considerably high in these countries even before the onset of the crisis; in both Greece and Spain the poverty rate
for the population over 65 years of age was 22% and 28%
respectively, while for those over 75 years the corresponding rates stood at 28% and 33%, being even higher among
elderly women3). Also, rapidly rising unemployment (20%
in Spain and 12%, officially, in Greece but, unofficially set
close to 18% even by government authorities), and progressive undermining of labour rights do not augur well
for the future of social protection.4 The point at issue is
whether shrinking social protection instigated by austerity
is irreversible. Although it is too early to pass verdict on this,
some evidence from Greece so far gives an indication of
where the crisis-induced reforms are heading at.

ture by Jesse Garcia).
Significant reductions in pensions were effected through
the immediate abolition of part of yearly pension income
that was provided in the form of “Christmas, “Easter” and
“Summer” benefits, and its replacement by a meagre,
means-tested social assistance benefit. A special tax on
pensions was introduced too, ranging from 3% to 9%, depending on the level of pension income and meant to
shift the burden of covering deficits of social insurance
organizations to pensioners themselves. The pension reform introduced in the context of the stabilisation plan,
and turned into law in mid-2010, significantly reduced the
replacement rate for the first pillar from 70% of pensionable income (itself extended to the whole working life),
to about 42% (for 35 years of work), or 48% (for 40 years
of work). To this will be added a flat (meagre) basic pension funded through general taxation (set at 360 Euros, but

The intervention of the IMF
In Greece the acute crisis in public finances led to the activation of an EU-IMF bail-out plan accompanied by severe austerity measures, drastic falls in incomes in parallel
with significant hikes in indirect taxes that hit low earners
harder. In terms of social reform the main ingredients of
the IMF’s recipe include: the drastic reduction of current
and future pension incomes and social assistance benefits
(which have been quite low anyway); significant cuts in
social services; introduction of a flat, so-called “ticket payment” for health services, promotion of private provision
within the NHS and drastic cuts in expenditure by merging
(closing down) hospitals.5

A Greek riot police officer runs to escape from protestors
during clashes in the center of Athens on May 5, 2010 (Pic-

the amount may be reduced if economic performance
deteriorates).6 Undoubtedly these conditions will foster
privatization trends in social insurance for the well-off social groups and deepen inequality. Drastic cuts in pensions will considerably limit the rather weak redistributive
effects of social transfers, particularly as “other social
transfers” (apart from pensions), consisting of universal or
categorical benefits, are a very feeble component of social expenditure that is further squeezed under the EU-IMF
aid programme. For instance, the National Social Cohesion Fund established a few years ago in order to provide
social assistance to low-income pensioners, unemployed
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Last, but not least, the recent decision by the government to the relax the application of collective (minimum) wage agreements, under the IMF’s strong insistence
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in the context of a highly integrated global economy,

The most widely underfulfilled human right today is “the

tions about trade, investments, loans, patents, copyrights,

right to a standard of living adequate for the health and

trademarks, double taxation, labor standards, environ-

well-being of oneself and of one’s family, including food,

mental protection, use of seabed resources, production

clothing, housing and medical care and necessary social

and marketing of weapons, maintenance of public secu-

services, and the right to security in the event of unem-

rity, and much else.

ployment, sickness, disability, widowhood, old age or other lack of livelihood in circumstances beyond his control”
(1948 Universal Declaration of Human Rights, Article 25(1)).

governed by an elaborate regime of treaties and conven-

Designed and imposed primarily by the world’s most powerful governments and corporations for their own benefit,
this regime influences profoundly the evolution of poverty

This human right remains unfulfilled for over half of human-

and global inequality. It fails by and large in human-rights

kind: Some 2.5 billion lack access to basic sanitation, 2 bil-

terms by perpetuating poverty and dependence and

lion lack access to essential medicines, almost one billion

by bringing on new risks and vulnerabilities with which

lack adequate shelter, nearly as many lack access to safe

the poor are least able to cope: economic crises, for ex-

water, 1.6 billion lack electricity, 774 million adults are illiter-

ample, as well as environmental degradation, resource

ate, 218 million children are working for wages outside their

depletion, climate change, and extreme weather events.

household, and the number of chronically undernourished
human beings has recently broken above one billion for
the first time in human history. About one third of all human
deaths, 18 million each year, are due to poverty-related causes.

Yet, this regime also includes some positive elements —
such as the recognition of human rights, women’s rights,
equality and non-discrimination standards, labour rights
and environmental protections — which were typically

Lifelong severe poverty has always been the fate of a ma-

gained by activists from South and North in protracted

jority of human beings. What is new in recent decades is

struggles and now provide openings in many countries for

that such poverty is almost entirely avoidable. In the year

the poor and disenfranchised to hold their governments

2000, the poorer half of humanity had only 1.1 percent of

to account and to protect their human rights.

global household wealth while the richest percentile had
39.9 percent. In 2002, the poorest three-quarters of humankind had only 8.4 percent of global household income, the
poorest half had 3.0, and the poorest quarter just 0.92.

Building on these achievements, CROP will work for the
prominent incorporation of the imperative of poverty
avoidance into the design of the global institutional order.
Such incorporation in turn requires a much fuller under-

This extreme polarization has occurred over a 200 year

standing of the nature, extent, depth, distribution, trends,

period and is still ongoing. During 1988-2002, the poorest

causes and effects of poverty.

quarter lost more than a fifth of its relative position, declining from 1.16 to 0.92 percent, while the top tenth of humankind increased its relative position from 64.7 to 71.1
percent. These 6.4 percent of global household income,
which have gone to expanding the share of the top tenth,
would be sufficient to double all incomes for the bottom
seven tenth of humankind. In fact, just 1 percent of global
household income — some $350 billion annually — would
suffice to end severe poverty worldwide.

We need a better grasp of what poverty consists in than
some poverty line denominated in international dollars —
an understanding that is responsive to the lived experiences of poor people and can be shared by them. We need
better explanations of how the emerging rules of the world
economy have affected the global distribution of income
and wealth, education and health care, job opportunities and disease vectors, violence and environmental burdens. We need better moral analysis of who bears what

In light of these facts, the response to the problem by the

responsibilities in regard to the vast human rights deficits

world’s elites is appalling. Insisting on a go-slow approach,

that, so plainly avoidable, are blighting our age.

they are celebrating the Millennium Development Goals
that — repeatedly diluted — envision, between 2000 and 2015,
a 21-percent reduction in the number of extremely poor people.

These are critical tasks, developing a second opinion
against the dominant defenses of the status quo. And
they are collaborative tasks that require cooperation with

The dominant narrative, produced by the World Bank,

researchers in the poor countries and also the production

presents the persistence of poverty as due to various local

of clear, comprehensible research outputs that are imme-

problems that the affluent countries are working to over-

diately accessible to policy makers, activists, the media

come with their experts and development assistance. This

and the general public.

narrative ignores that economic polarization takes place
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