Economics focus | Unrest in peace’

Protestsin the West havero otsbeyond bouisof austerity

- Instability is often blamed on creeping austerity: After the ri-

ots in-London in ‘August; Ken Livingstone, a former mayor, de-: .
clared that “the economic stagnation and cuts being imposed by :
the Tory government inévitably create social division.” A recent: -
paper by Jacopo Ponticelliand Hans-Joachim Voth of Barcelona's :

Universitat Pompeu Fabra suggests he may have a point: They as: -
."120 countries between 970 and 2007 found that a10% increase in-

semblea data setof chaoticepisodesin Europe between 1919 and

2009—a-mix of protests; strikes; assassinations and attempted.:
revolutions—and find a tightrelationship between fiscal austerity:
and- unrest. Episodes of instability occur twice as often. when - .-
. locates workersis also likely to generate instability. In China mass -
...Such dangers are: well appreciated in the emerging world,
which has much greater experience of austerity. Cuts have often -
been associatéd with civil violenee. In.a separate study of fiscal «

spending cuts reach 5% of cpr as when expenditure is rising.

consolidation in Latin America between 1937 and 1995, Mr Voth

pinpoints a tight link between fiscal conselidation and instabil-: -

ity, across democracie$ and autotraciesalike: .

- Protests induced by austerity also attract far miore participants .
than demonstrations sparked by other causes: In a sample of -
European’ protests from 1980 to 1995, austerity-focused protests -

attracted over 700,000 people on average, the authors find, Anti-

war protests averaged just under 15,000 attendees. Tax increases -
do not have a significant efféct on the likelihood of unrest; how- -

ever, which suggests that distributional issues play a role in incit-

ing public ire, Tax rises often have greater impact on the upper-in- :
come elite; service cuts are felt mote keenly by those on lower

incomes who may already feel disenfranchised. -

Anger at austerity is likely to be just one component of public
dissatisfaction. High debt levels across the rich world owe much

to the impact of weal growth on tax revenues., Messrs Ponticelli . .

and Voth control for the impact of growth in their study and find

FTER two decades of stable growth:and mostly-quiet streets
A the rich world has become.an unruly place. Hundreds of -
protesters: have been camped: in Néw: Yorl's financial district ..
since September, inspiring similar movements in large: cities .
around the world. In Rome the protests turned violentas demon- - :
strators set cars alight and hurled rocks at police. Greel workers:
demonstrated apain this week agdinst yet another set of austerity -
measures: Public anger is clearly fuelled by economic troubles; -
but the link between economic conditions and unrestis complex.

. acausal role for changes in Gop alongside that for budget euts: A

1% increasein ¢ DP reduces the expected number of demonstra- -
tions per year by about 0.4 events, roughly haif the impactof -
similar increase in the government budget. Weak growth and

- high unemployment rates are an obvious recipe for discontent. .

In 2010 the International Labour Organisation warned that high
-levels of joblessness, and of youth unemployment especially,
were likely to trigger above-normal levels of social unrest. - -
- i Inequality is also an engine of protest. A classic 1994 paper--
by Alberto Alesina of Harvard University and Roberto Perotti
of Bocconi University studied 71 countries between 1960 and::
- 1985 and found that higher levels of income inequality were
associated with increased sacial instability. Their explana-
.. tion was that-unrest often erupts when a wealthy middle
classisweakened, - . oo i worn mogniing g
... Thatidea resonates strongly now. By one estimate, 8% of:

-+ the real economic growth in America of the past 30 years was
. .capturéd bythe top1% of earners: the Occupy Wall Street demon-
.+ strators are embracing a motto of “We are the g9%”, The rise in

American income inequality reflected a dramatic “polarisation? .
of the labour force into high- and low-skill segments at the ex-
pense of middle-skill (and middle-wage) positions, according to !
research by David Autor of the Massachusetts Institute-of Tech- :
nology (MrT). Just as the apparently benign macroeconomic en-
vironment of the past two decades masked a build-up of finan-
cial instability; it may also have been storing up the elements of :
prolonged social discontento « sl v

'Evenﬁvheréﬂlegrassisgfeener SR - b e
-Much of this hollowing.out of the American worlforce is down.:'

to technology, but some of it stems from globalisation, Structural *

changes in the world ecoriomy can cause instability in countries:. |

where output is expanding as well as in sluggish ones: Rapid

. emerging-market growth is placing pressure on the world’s noto-

riously inefficient food markets; for example. A 2011 1MF study of .

food prices was associated with a doubling in the number of
anti-government protests; though orily in low-income countries. :
Growth:that undermines existing social institutions and dis~

migrations associated with rapid catch-up growth and urbanisa-
ton are often blamed for causing instability. Instanices of *mass
disturbances” have risen steadily since 1993, even as the Chinese
economy has enjoyed scorching growth. Ricardo Hausmann of
Harvard University similarly argues that Egypt's steps towards

economicliberalisation stimulated an appetite for greater oppor- 3

tunity that fuelled discontent with the ruling regime. .. -

* Researchby m1T's Daron Acemogluand Harvard's James Rob-
inson finds that relatively undemocratic governments have his-

torically extended voting rights in order to convince arestive pub-

li of the promise of future redistribution. In the West, thatis-not-
an option. A bit more growthi and a bit less austerity mighttale -
the edge off public anger. Butif social unrest hasits roots in the ef-
fects of structural economic changes, a more fundamental soci-
etal reckoning may be needed. A study by:Patricia Justino of the -
University of Sussex examined inequality and unrest in India-
and found that redistribution can quell an outery. That may well -
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