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Governments in advanced economies tend to postpone difficult and painful decisions until they 

become unavoidable. Only when financial markets become skeptical about the sustainability of 

public debt and when interest rates rise sharply do citizens finally understand that tough 

austerity measures are required to prevent the situation getting even worse. Austerity is, then, 

ultimately accepted as the least worse solution.

Acting in this way may seem rational for politicians, at least in the short term, because they can 

argue that there is no alternative to taking harsh measures. However, this is not a very efficient 

way to govern modern societies. It does not pay off electorally. It might even be dangerous for 

the survival of our democracies.

First, it is very costly for the economy. Delegating to financial markets the responsibility of 

convincing citizens that unpalatable measures are needed reduces countries’ credibility. In order 

to regain confidence countries then have to implement measures which are much tougher: 

whereas if matters had been tackled at an early stage things would have been easier. This has 

been confirmed in all those European countries – like Greece, Ireland or Portugal – that have 

applied for adjustment programs at a very late stage. They have lost market access, and then 

they been forced to adopt drastic austerity measures.

Second, even if the austerity measures prevent an even worse scenario emerging, after a while 

voters forget why these measures were adopted in the first place. They remember only the pain 

of austerity and ultimately blame the Government, voting it out of office at the next election. It is 

no surprise that nearly all European Governments that took late austerity measures have been 

kicked out of office by electorates over the last few years.

Third, it should not be taken for granted that under extreme circumstances policy makers will 

always be able to take rational decisions, based on a thorough assessment of the pros and cons 

of different scenarios. Citizens will not necessarily always be willing to endorse last minute 

decisions, motivated by the fact that “there is no alternative”. They may be tempted to follow, 

instead, the call of populist politicians and jump into the unknown. The rise of anti-European 

populist movements and parties are largely explained by the lack of accountability of traditional 

politicians when implementing austerity measures. In Greece citizens came very close to giving 

a majority to parties whose programs could have led the country into a dramatic situation.

In spite of these problems, the short-term incentives of policy makers continue to push them to 

act only under extreme circumstances, when the danger is visible to all. But the later they act, 

the more recessionary the measures: something that means policy makers postpone them even 

further. This creates a dangerous and unstable vicious circle.

How can this kind of a vicious circle be broken? There is no easy answer. The policy horizon 

needs to be lengthened. This may require new institutions, with stronger commitments and 

greater accountability for policy makers, especially at the European level.
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