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A Greek Drama Unfolds
by Doug Stout

A recent article in the Des Moines Register tries to raise concerns in voters’ minds about proposals to
cut the size of government spending in lowa. The article is entitled “Governor’s race: Republican candidates’
plans to cut spending worry some lowans.” It starts off by saying that all three Republican candidates for
Governor proclaim cutting state government spending as a top priority and then the rest of the article expresses
concerns about what impact reducing government will have on services.! The irony of these types of articles is
that they miss the point. The amount of government that we have has to be balanced with the amount of state
revenue available. In the long run there is no such thing as a “free lunch.” However, even though we all should
know that to be true, it seems to escape us when we ask for things from our government. We seem more than
willing to ignore reality when we don’t consider “where the money comes from” when we increase government
spending at any level.

The current economic disruptions caused by state budget cuts are a direct result of expanding state
government beyond our ability to pay for it. When you commit more resources to future expenditures than the
state is going to bring in, you inevitably create budget shortfalls. The past few years have shown the Governor
and the State Legislature expanding expenditures by a greater percentage than projected revenue, which means
an eventual budget shortfall was inevitable. It just happened sooner than they expected due to the economic
recession. Budget shortfalls are painful and Governor Culver choosing to make “across the board” spending re-
ductions, rather than having the Legislature choose which expenditures are most important for the state, means
that our state revenues are not being spent in the most productive manner. It is the job of Legislators to make
difficult funding choices. This is a responsibility that has been ignored at the state level, at the federal level, and
around the world. It seems to be an international epidemic of irresponsibility.

When lowa government spends more than we can afford, it results in painful cutbacks. What happens
when a nation reaches the point where it has overspent and faces an inability to meet its financial obligations?
Greece has recently faced that scenario. Limiting the size of government means making difficult choices; failure
to limit the growth of government can lead to dramatic results.

When the Greek government reached the point where it was faced with default on its financial obliga-
tions, it had to ask for assistance from the other members of the European Union. The European Union is an
organization of 27 nations, which have an intertwined economic system. Sixteen of those nations, including
Greece, use a unified currency, the Euro. France, Germany, and Greece, along with 13 other nations do not have
a national currency; they all use the Euro as a common currency for much of the European continent. When one
nation was in danger of being unable to meet its financial obligation it caused a crisis that threatened to impact
the financial markets on a world-wide basis. The other nations of Europe had little choice but to support their
common currency by providing the equivalent of a trillion U.S. dollars to guarantee the Greek debt and also the
debt of several other member nations who were in danger of default. In exchange, the Greek government had
no option but to adopt an “austerity package.” This a term which means that in order to stabilize their economy
and get assistance from outside the country, governments have to agree to large changes in the way they con-
duct their financial affairs.

In the case of Greece, the Greek Parliament passed severe economic restrictions including drastic wage
and spending cuts to curtail their budget expenditures, which were essential before the other nations would
spend their funds to guarantee the debt.

There are close to a million public-sector workers in Greece who are seeing their annual salaries cut by
15 to 20 percent. Many others will lose their jobs entirely as the nation must tighten its belt. The private sector
is also being impacted as labor laws are changed to allow more discretion for private employers to lay off work-
ers to make their economy more competitive. In addition, the nation’s Value Added Tax, which operates as a
kind of hidden sales tax that is built into product prices, has risen sharply from 19 percent at the start of the year

A Publication of: Public Interest Institute az lowa Wesleyan College
600 North Jackson Street, Mount Pleasant, [owa 52641-1328
If you wish to support our efforts, please donate by sending a check to us at the above address.
If you wish to donate by credit card, please go to our website: www.limitedgovernment.org.
PIl is a 501 (c) (3) non-profit organization and all contributions are tax deductible.
E-Mail: public.interest.institute@limitedgovernment.org
Phone: 319-385-3462 Fax: 319-385-3799



Volume 17, Number 18 June 2010

to 25 percent now. Fuel taxes have been increased. Pensions have been decreased and people are going to have
to work longer before they can claim retirement benefits.?

In response to the unprecedented measures being adopted by the Greek Parliament, frustration that
the political leadership had led them to this point, and with an economy mired in a deep recession, on May 6™
groups of masked youths hurled petrol bombs, stones, and sticks at riot police as nearly 50,000 striking workers
and public servants marched on Parliament, where the austerity legislation was being debated. Protestors also
set fire to a bank, killing three people in the fire.?

Despite the protests, the Greek Parliament had little choice but to pass the austerity measure. The
Prime Minister said there was no time to lose in reforming Greece’s broken economy, whose debt and deficit
problems had triggered a wider crisis involving all 16 nations who use the Euro as their currency.* Several other
EU nations also faced imminent problems with the danger of being unable to meet their financial obligations.

After Greece passed the measures to bring their deficit under control, the other members of the Eu-
ropean Union voted to contribute money to stabilize the Greek economy and their common currency posi-
tion. France and Germany, the two largest economies in the EU, issued a joint declaration vowing to preserve
the value of the Euro.” The German Parliament voted to contribute their allocated share of $28 billion Euros,
despite widespread public opposition to the plan. The public discontent was due to the fact that Germany has
managed to keep its debt small and felt aggrieved that it should spend money to support countries that had
allowed their debt to skyrocket. The plan passed 390 to 72, but with 139 Members of the German Bundestag,
their lower House of Parliament, abstaining on the vote.® The vote in Parliament came on Friday. On Sunday,
based largely on the public discontent with the plan, Chancellor Angela Merkel’s ruling coalition lost members
in key elections, losing their majority in the Upper House of Parliament, and ending their coalition’s ability to
pass legislation without agreement from minority parties.’

World stock markets, including in the United States, rallied dramatically after the EU agreed to prevent
default on the debt. In addition to Greece; Spain, Portugal, and Italy were thought to be in perilous territory re-
garding their ability to meet their financial obligations, prior to the move by the other EU nations.® The EU felt
it had no choice but to come to the assistance of some of their currently economically weaker members, or face
the collapse of the Euro and severe economic disruption. Accumulating unmanageable national deficits has very
real consequences.

The lesson for the United States, as well as for Iowa, is that we must learn to live within our means.
Nations can essentially go bankrupt and the United States is not immune from those consequences down the
road if we do not get our financial house in order. There is no “larger economy” to come to our aid if the United
States reaches the day that we can no longer meet our financial obligations. Our political leadership must get
our fiscal house in order, sooner rather than later. If they fail to do so, then one day it will be the United States
Congress that will be faced with no option but to pass draconian “austerity” packages that will change our so-
ciety dramatically. The only other option might mean the United States of America would default on its debts.
The consequences of our insolvency are hard to accurately predict, but the negative impact on our standard of
living and the future of our nation would be dramatic and painful.
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