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Abstract: This paper investigates the role of governance dimensions in socio-economic transitions in
line with degrowth, i.e., an equitable downscaling of the economy. Our focus is on experiences from
the 2008 economic crisis in Latvia and Iceland. Although these cases are not in themselves examples
of degrowth, we see them as important sources of empirical learning from major socio-economical
transitions; furthermore, we see crises as possible starting points for future degrowth transitions.
This paper applies a governance framework to explore the vast differences in management strategies
and crisis outcomes in Latvia and Iceland. In Iceland, public resistance led to a shift in policy
measures such that economic inequality and the negative social consequences of the crisis decreased.
In Latvia, public resistance existed but had no strong influence. The outcome in Latvia included none
of the elements of equitable downscaling found in the case of Iceland. These two cases show how
differences in formal institutional arrangements, political culture and societal trust affect different
governance dimensions during a time of crisis. The analysis illustrates the importance of institutional
and governance dimensions in major socio-economical transitions, and demonstrates how they
influence the kind of transition that can be realized.

Keywords: degrowth; equitable downscaling; governance; institutions; policy; radical socio-economic
transitions

1. Introduction

In society today, there is an increasing awareness of the rapid and fundamental changes that
will be needed if we are to live within our planetary boundaries and achieve long-term sustainable
development [1,2]. The scale of these changes requires not only technological innovation, but also
an alteration of norms, values, practices and societal power relations [3-8]. The growing research
on degrowth is an example of a discussion that seeks to provide insights into other ways of creating
development and welfare—beyond the conventional growth paradigm—by stressing the need for new
trajectories, politics and policy approaches [3].

In a broad sense, degrowth can be framed as a formulation of individual and collective goals
that can enable long-lasting socio-environmental welfare over generations [5,9]. In more specific
terms, degrowth requires equitable downscaling of production and consumption levels in order to
ensure a society remains within ecological boundaries, while maintaining social equity [10]. Within
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degrowth research, the current economic paradigm is seen as a cause of resource depletion, climate
change, biodiversity loss, social inequalities and so forth [11,12]. In contrast, degrowth advocates a
new development agenda based on ideals of welfare, progress and quality of life.

Today, there is extensive literature on degrowth as a concept and idea, which examines what a
degrowth society is, and what it is not [4,5,13,14]. The literature includes descriptions and analyses of
the vast systemic differences between how a degrowth society functions and the operation of today’s
growth economy-based societies. It also includes studies of specific initiatives such as community food
production, local currencies, and recycling and reuse initiatives that hold a fundamental social critique
in their way of functioning, and that express a radically different logic for how society and the economy
could be organized [15-17]. However, concrete, real-world empirical examples are still limited in
scale and number, and there is a lack of empirical studies on the specific institutional conditions and
governance arrangements that can support a wider shift away from economic growth [18-23].

This paper provides an empirical analysis of the institutional dimensions of large socio-economical
transitions, with a specific focus on the role of governance. In the absence of empirical examples
of full-scale degrowth, our research strategy explores Iceland’s and Latvia’s responses to the 2008
economic recession. While both countries suffered severely under the crisis, they responded to the crisis
in distinctly different ways. In addition, the outcomes of the crisis were distinctly different in Iceland
and Latvia according to parameters related to the definition of degrowth as “equitable downscaling,”
which makes them interesting as contrasting cases. The differences in outcome can be illustrated
using indicators based on the work of Kallis [4], who suggests welfare/equality indicators and
throughput-related indicators as examples of variables that can capture aspects or elements of equitable
degrowth. There is no consensus on a set of indicators that adequately capture degrowth as a policy
objective. Rather, we present a selection of variables that capture aspects of equitable downscaling,
while acknowledging that our selection is not comprehensive. In terms of welfare/equality indicators,
while unemployment rose in both countries, it rose more sharply and to much higher levels in Latvia.
Unemployment (as a percentage of total labor force) peaked in 2010 at 7.5% in Iceland and 19.5% in
Latvia. Similarly, emigration from both Iceland and Latvia increased with the crisis [24,25]. Income
inequality (measured by the Gini coefficient) decreased in both countries after the crisis; however,
the decrease in inequality was much sharper in Iceland, where the Gini fell by around six index points
between 2008 and 2010, compared with a fall of two index points in Latvia (Figure 1). In terms of
throughput-related indicators, Iceland’s CO, emissions per capita fell sharply by 13% between 2007
and 2009 as a result of the crisis, whereas Latvia’s CO, emissions per capita remained essentially
unaffected [26]. These distinct emission trajectories during the crisis reflect the different industrial
structures of the two countries. The Latvian economy is more dominated by the service sector than
Iceland and is therefore less CO,-intensive. On these grounds, Iceland appears to have had an outcome
of the economic crisis in which more elements of degrowth can be detected, in comparison with Latvia.

Although economic recessions are not in themselves examples of degrowth, they can be seen
as possible starting points for such a transition (c.f. Section 2.5. An economic crisis provides an
opportunity to analyze the role of governance in a situation of economic transition. The purpose
of this paper is to investigate the role of institutional factors and governance dimensions in large
socio-economical transitions. In particular, we want to explore their role in relation to transitions
towards an equitable downscaling of the economy. In this study, we focus on three specific aspects of
the two cases: the framing of the problem; the goals and measures adopted to handle the crisis; and the
actors involved, including how they were involved in the process of crisis management and societal
transformation (i.e., the degree of centralized vs. dispersed authority).

The role of institutions and governance in a transition to a degrowth society is an under-researched
issue in the degrowth literature. A handful of studies have highlighted the need to abandon or at least
bring about substantial change in the institutional structures of the growth economy [19,20]. Other
studies have noted that it is difficult to gain broad political support for a new type of policy agenda
that endorses degrowth in practice [13,18,23,27]. In a recent study, Buch-Hansen [21] explored what it
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would take for a degrowth paradigm shift to take place, and identified four prerequisites: a deep crisis;
the presence of an alternative political project; a comprehensive coalition of social forces promoting
the project through political struggles; and broad-based public consent. Buch-Hansen concluded that
only the first two prerequisites are adequately fulfilled intoday’s society.

GINI index (World Bank estimate)
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Figure 1. Evolution of the Gini coefficient (measuring income inequalities) before, during and after the
2008 financial crisis [26].

On the theme of institutional and socio-cultural barriers for societal degrowth transitions/
paradigm shifts, a growing number of studies have focused on the close ties between economic growth
and the welfare state, and the challenges of implementing new types of policies that can combine
an ambitious climate policy with distributive features to provide social equity [28-31]. For example,
Biichs and Koch [32] have pointed to the deeply structural property of economic growth for Western
societies post World War II, and to the fundamental challenge of transforming socio-economic systems,
institutions and culturally held values in tandem with a (fast enough) degrowth transition. If the
systems, institutions and values are not simultaneously changed with the transition, a rapid societal
transition is prone to cause severe social conflicts and have a negative effect on wellbeing. Few scholars
have empirically researched institutional or governance factors in relation to degrowth transitions.
One scholar to do so is Joutsenvirta [23], who studied the struggle between Finnish time-banking
activists and tax authorities. Her analysis sheds light on the ways in which existing institutions resist
or serve as barriers to change, and also enhances the understanding of the opposing strategies that
work to advance new visions and transform society. Buhr et al. [33] have studied degrowth policies in
a Swedish local policy context. Their study clarified the importance of discursive categories, networks
and arenas where degrowth-related ideas can be discussed and explored. They also showed how
opportunities to diverge from conventional development ideas are constrained by prevailing norms,
values and visions for the future.

The outline of this paper is as follows: the next section describes the materials and methods,
and includes a brief discussion on the theoretical framework, which leads to three research questions.
The results section then follows, in which we present the case studies of Iceland and Latvia, and
explore the three research questions with the help of the theoretical framework. The paper ends with a
discussion and a concluding section in which the findings are discussed in relation to our ambition to
contribute to existing knowledge on the role of institutional factors and governance dimensions in
degrowth transitions.
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2. Materials and Methods

2.1. Analyzing Governance

In our work, we define governance broadly as “the practices through which societies are
governed” [34], which means that we focus on processes and activities that aim to guide, steer
or manage societal development [35]. More specifically, we use the term governance to refer to
different types of “political steering involving public and private actors, including traditional modes
of government and different types of steering from hierarchical imposition to sheer information
measures” [36] (p. 185, in [37]). We apply governance as an analytical framework in order to explore
how steering is carried out in practice [37-42]. In doing so, we find the well-known distinction between
policy, politics and polity to be a useful way of structuring different dimensions of governance [34,37].

The term policy relates to policy content and questions regarding strategies or steering instruments
that are implemented to reach a certain goal. Within this dimension, we will also include issues related
to how the crisis is framed, since framings and problem definitions are well-known and important
aspects of policy formulation [34,43]. Politics relates to the political process, with a focus on actors
and power relations. For example, how are different interests balanced in the shaping of collective
action? [34] The term polity relates to questions about institutional structures. For example, polity
includes analyses of the degree to which interactions between actors involved in a process follow
a hierarchical structure, versus being more spread out and thus resembling a market. Polity may
also include questions about the formal degree of institutionalization and to what extent authority
is centralized or dispersed [37]. In general, governance is to be understood as a dynamic interplay
between these three dimensions, each of which refers to aspects of vital importance in the practice of
governing [34,37].

2.2. Research Questions

We used the three dimensions of governance as a point of departure to develop questions to
guide the analysis. In our work, we explore (1) how the crisis was defined and framed, and what
goals, strategies and measures were developed to meet it; (2) who the key actors were and the power
relations between them, with a specific focus on the balance between different interests and concerns;
and (3) to what extent the situations were managed through a top-down hierarchical structure, and if
authority was centralized or more dispersed.

2.3. Materials

This study builds on secondary literature about the crisis and its management in Latvia and
Iceland. There have been many publications about these two countries during the years following the
2008 economic crisis. Instead of making a comprehensive compilation of a large number of articles,
we chose to select a limited number of texts containing more details and substantive information about
the processes, goals and strategies, and key actors in each case. In total, we built our analysis on around
10 to 15 articles from each country. Most of these articles were academic papers from peer-reviewed
journals, but a few were books, chapters or newspaper articles.

2.4. A Qualitative Case Study Approach

We studied governance using a qualitative case study approach. The basic idea of qualitative case
study methodology is that a close analysis of one or a few well-chosen cases can provide knowledge of
wider phenomena. Purposeful sampling [44] was used to gain cases related to our research question
that were as information-rich as possible. Latvia and Iceland can be described as extreme cases [45],
as both were particularly hard hit by the financial crisis. Since large problems call for strong action and
trigger a great deal of public attention, it was thus highly probable that these two cases would entail
the kind of strategies, processes and actions we wanted to study in exploring the role of institutional
features and governance dimensions in the equitable downscaling of the economy. By choosing
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extreme cases that have gained scientific and media interest, we could be sure of gaining access to
relevant information through secondary literature (see below), which was a practical selection criterion
for the study. To ensure that the cases could yield data on our specific research question that was as
rich as possible, we chose two cases among which the outcome of the crisis for one of them (Iceland)
has proven to be more in line with the term “equitable downscaling” than for the other.

Due to its reliance on secondary literature and its limited size and scope, this study cannot draw
clear conclusions about causal relationships between governance dimensions and the outcomes of the
crisis. Governance is an important factor, but there are other possible explanations for the differences
between the two countries that could be explored in further research. However, the selection of
one case that contains elements of equitable downscaling, and another case that does not, makes it
possible to explore governance dimensions as a specific and important aspect of crisis management.
By exploring these two cases from a governance perspective, this paper contributes new perspectives
on possible links between governance and degrowth transitions, and provides a richer understanding
of the role of institutional factors. The results of our analysis can, in turn, form the basis for new and
more specific questions to be explored in further studies.

2.5. Economic Crisis Versus Degrowth

A specific difficulty in research on degrowth is related to the lack of empirical examples to learn
from. Thus, the emerging research on governance and institutional conditions for transition towards
degrowth often draws from small-scale initiatives. Since transitions are always broadly situated and
context-dependent, however, it is important to empirically study large-scale societal transitions in
different institutional and governance contexts as well.

In the literature, degrowth as an objective is put forward as an orderly and voluntary course
of development that builds on other ideas of wellbeing and prosperity than those that can be
represented by economic recessions [5]. Thus, degrowth is not the same as a financial crisis, as the
latter is not chosen voluntarily. Nevertheless, economic crises are not irrelevant to degrowth, and
a historical crisis can serve as a trial run—or at least a starting point—for a change of the economic
system [27]. Buch-Hansen [21] even suggests that a crisis is a prerequisite for a degrowth paradigm
shift. An economic crisis can also be seen as an opportunity that can facilitate degrowth initiatives.
New organizations and initiatives have been seen to arise due to an economic crisis, when conventional
institutions fail to secure the basic needs of people in countries such as Argentina, Greece or
Catalonia [5]. This article takes the stance that even if economic recessions and crises are not in
themselves examples of degrowth, they can still provide important insights into how degrowth can be
realized, by making it possible to study empirically the role of institutional and governance dimensions
in socio-economical transitions related to a downscaling of the economy. We consider empirical studies
to be of great importance for complementing the current literature, which is either purely based in
theory or based on empirical studies of small-scale initiatives.

3. Results

In this section, the two cases of Latvia and Iceland are presented and analyzed with the help of
the governance framework. The structure of the two case studies is as follows. First, we provide a brief
introduction to the country and its historical, political and social context. Second, we give an overview
of how the economic crisis affected the country, as well as a general description of the course of events
in the management process. Finally, we perform an analysis of the governance dimensions extracted
from the policy-politics-polity framework.

3.1. The Case of Latvia

Latvia is a former Soviet republic located on the eastern shore of the Baltic Sea. It has approximately
two million inhabitants. Together with its Baltic neighbors, Latvia became a member of the European
Union (EU) in 2004. Since 2014, Latvia has been a member of the Eurozone.
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After Latvia joined the EU, the country experienced rapid economic growth. Latvia, Estonia
and Lithuania were described as “poster children for the benefits of economic liberalization and
integration with the West” [46] (p. 16). Growth was in the double digits and salaries rose sharply in
the years following EU membership. The main driving forces of this growth were high consumption
and investments in real estate, along with a great inflow of cheap credit from Nordic banks.
Government spending grew significantly during this period, and at a higher speed than the growth
in GDP. Expenditure was dominated by maintenance costs, and wages increased by more than 20%
annually [46,47].

Today, Latvia is described as a liberal economy with rather low levels of social security [48,49].
According to the World Bank classification, Latvia is on the cusp of becoming an upper-middle-income
and high-income country [50]. Just over 26% of Latvia’s inhabitants are of Russian origin, and this
divide has played—and still plays—a significant role in Latvian politics [46,48]. The political situation
in post-Soviet Latvia has often been volatile. Corruption and strong ties between politicians and
business have played a role in Latvian society and politics for a long time [48,51,52]. The political
influence of so-called oligarchs—that is, successful business leaders who are reputedly tied to
corruption—and the weak capacity for effective government have led to low political trust [46,53].
Latvian voters tend to trust European institutions more than their own [46].

3.1.1. Overview of the Crisis and Key Events

Latvia was one of the first countries affected by the 2008 economic crisis [54], and was also one of
the most seriously affected [50]. Growth had already started to slow down early in 2008, and when
Lehman Brothers collapsed in September 2008, the country was plunged into financial crisis. This event
brought about an international liquidity freeze that blocked Latvia’s access to global financial markets,
which in turn led to the bankruptcy of Parex Bank, the leading national bank [54]. The crisis caused
a sharp economic downturn: Latvia’s GDP fell by approximately 23% [50] and the country had to
call in the International Monetary Fund (IMF) and the European Commission for emergency financial
aid [47,54]. The IMF led the negotiations with a view of preparing and financing an international loan
package for Latvia, leading to a series of strict recommendations that aimed to get the immediate
liquidity crisis under control and to ensure long-term external stability, while maintaining the exchange
rate peg [54]. The decision not to devalue the currency but instead, through an austerity policy, aim for
an “internal devaluation” was contested by many economists—also within the IMF—who warned of
severe social consequences. However, avoiding a formal devaluation was a key issue for the Latvian
government, which was aiming for quick adoption of the Euro [24,47,50,51,54].

In the end, the IMF and the European Commission controlled the implementation of the internal
devaluation crisis-management strategy, which rapidly led to improved economic stability and the
recovery of GDP growth in Latvia. Many actors have called this a “success story” [47,50,54,55].
However, other voices have questioned the strategy due to its severe social consequences [47,50].

3.1.2. Framing and Policy Formulation

When the crisis hit Latvia, international actors such as the EU Commission, the IMF and
nations with interests in Latvia’s economy perceived the Latvian economic downfall as potentially
threatening to the economic stability of neighboring countries and throughout Europe. According to
Hilmarsson [50] (p. 3): “EU interests feared the effects of a large depreciation on the banking sector
in the other Baltic countries and the Scandinavian countries that could then spill over to other EU
member countries.”

This initial framing of the crisis was important, not least in relation to the fact that the Latvian
government had long held the ambition to become a member of the Eurozone. This membership
was perceived as a way of diminishing the perceived threat of Russia, and strengthening Latvian
independence in this sense [48]. In other words, the crisis was not just a problem in itself; it was
also a threat to a more long-term strategy of Latvian empowerment and integration with other EU
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members [50,51,54]. According to a rich empirical study by Eihmanis [48], the Latvian government
also saw the economic crisis—and especially the external constraints posed by the IMF and the EU
Commission—as a means to push through tough political reforms that had already been planned, but
that had been politically impossible to implement before the crisis. Eithmanis describes the situation as
a case of so-called “governing by external constraint” [48] (p. 237; see also [54])—that is, using external
forces as an impetus to pursue preferred policies.

As has been noted in several earlier works, the explicit aim of the Latvian crisis-management
strategy was to reduce the budget deficit, enhance competitiveness and restore (through a resumption
of economic growth) international trust in the country [47,51,56]. The strategy comprised various
policy instruments to reduce public expenditure on the one hand, and raise revenue on the other hand.
The measures to reduce expenditure—which according to Dovladbekova [47] were among the most
severe in Europe—included a reduction of wages in the public sector by around 26% between 2009 and
2010, a reduction of staff in state institutions, the closing of half of the 75 government agencies, cuts in
the health and education system, a decrease in public transport subsidies, and a reduction of pensions
and maternity pay [47-49,54,57]. Revenue-raising measures consisted of the introduction of new taxes;
increases in the rates of personal income tax, value-added tax (VAT), property tax and vehicle taxes;
and an increase in the excise duties for energy, tobacco, coffee, alcohol and other beverages [49,54].

Previous research has indicated that the Latvian government voluntarily set more ambitious
fiscal policy targets than were required by the EU and IMF frameworks. Hence, Latvia’s fiscal policy
during the crisis has been called a “chain of overachievements” [48] (p. 237). Moreover, the Latvian
government did not use all of the fiscal spending options allowed by the EU and IMF frameworks;
rather than using unexpected windfall revenue to increase funding for labor market policies and
social safety-net measures, the government chose to concentrate on early payback of the bailout loans.
According to Blyth [58] (p. 236 in [48]), the government framed austerity as “virtuous pain after the
immoral party” during the massive internal devaluation that followed the economic crisis, and thus
constructed a new ethos of avoiding spending at any cost.

Perceptions of the crisis among the Latvian public have not been discussed in detail in the previous
works this paper is built upon. However, it is well-known that there was a wide dissatisfaction with
the crisis-management strategy. In the 2009 Eurobarometer, 97% of the respondents said they thought
that “things in Latvia are going in the wrong direction” [59] (p. 4), mostly due to “the country’s
economic situation and people’s dissatisfaction with the government’s activities and decisions as
regards reducing the budget deficit” [59].

3.1.3. The Politics Dimension

In the politics dimension, the case of Latvia provides an example of a situation with a strong
focus on the relation between and interplay with (state and non-state) actors beyond the country’s
own national borders. The process of preparing a loan package, which was led by IMF, involved
the European Commission, the European Central Bank, the World Bank, the European Bank for
Reconstruction and Development, the Swedish Ministry of Finance, the Swedish Riksbank and other
Nordic governments [54]. In the end, Latvia received commitments of credit from the IMF, EU,
the European Bank for Reconstruction and Development (EBRD), the World Bank, several Nordic
countries, the Czech Republic, Poland and Estonia [49,50,54].

The EU and IMF monitored the budget consolidation process closely, watching over the fulfilment
of EU frameworks and bailout loan conditionality. On the one hand, the EU Commission endorsed the
excessive fiscal policies and overachievement of the Latvian government, “as it helped to securitize
against uncertainty” [48] (p. 239). On the other hand, the Commission was worried about the social
costs of the implemented fiscal consolidation measures. The Commission emphasized repeatedly that
more resources had to be allocated to social needs and measures to reduce unemployment; however,
it found that the Latvian government did not listen and instead prioritized “getting better budget
numbers” [48] (p. 239).
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On the national scale, previous literature reports that the Latvian public suffered from the harsh
austerity measures that were implemented. On 13 January 2009, a large public demonstration was
organized in Riga to protest against how the government was dealing with the crisis. Around 10,000
people participated in these public protests, although street protests are otherwise very uncommon in
Latvia [60]. Intended as a peaceful protest to ask the president to dismiss parliament, it turned into a
riot [51,60]. The protests did not lead to any immediate results; in terms of power, we note that the
citizens’ perspectives had no substantial influence on the governance process.

Previous literature does not, unfortunately, contain any detailed information about the internal
dynamics of Latvian politics during the crisis. It has been reported that the Latvian government
consulted social partners such as employers and trade unions, who opposed the proposed policy
programme—but without success [47,60]. Aslund and Dombrovskis [54] have given a slightly different
picture, stating that key social partners were on board with the government proposals at the critical
time, but later regretted their agreement [54] (p. 78). In any case, the prime minister resigned in
February 2009 due to a lack of cooperation from the coalition members [51,60]. A new prime minister,
Valdis Dombrovskis, was elected and formed an unsteady coalition that continued the implementation
of austerity measures. In the end, a large percentage of the Latvian population “voted with their feet”
and simply emigrated from the country during the crisis. [47,60].

3.1.4. The Polity Dimension

The polity dimension is related to institutional frameworks and structures, and to the kinds of
rationale that shape interactions between actors. As implied above, the key actors involved in the
management of the Latvian crisis were the Latvian government, organizations such as the IMF, EU,
and EBRD, and foreign countries with financial interests in Latvia. The Latvian public and civil society
organizations participated in the framing of—or the decisions on how to tackle—the economic crisis
to a much lesser extent. Altogether, the design and implementation of the Latvian austerity-focused
crisis-management strategy was highly centralized and top-down. The limited influence of public
opinion and stakeholder groups is partly explained by the weak tradition of NGOs and of civil protests
in Latvia [61]. Today’s Latvia has no tradition of labor activism, and the leftist political forces that have
opposed austerity elsewhere in Europe are largely absent [62]. Social mobilization in Latvia normally
happens through more individual means, such as litigation, petitions and letters to institutions and
MPs [60]. Bideleux [63] has argued that present-day adult populations in European post-communist
states are generally disinclined to join political parties, social movements and public protests, and that
the normal public response to an economic crisis is to “grit their teeth, keep their heads down and
work even harder than before” while waiting for the crisis to blow over.

3.2. The Case of Iceland

Iceland is a small island nation in the northern Atlantic, with just under 350,000 inhabitants. After
a long period of Danish rule, Iceland gained independence in 1944. At this time, Iceland was one of
the poorest countries of Western Europe; however, by the early 1980s, it had turned into a prosperous,
industrialized and highly affluent Nordic welfare democracy with a high level of social security [64-66].
According to the World Bank classification, Iceland is a high-income OECD country [50].

Iceland is not a member of the EU, although it has been part of the European Economic Area Zone
(EEA) since 1995. From the mid-1990s onwards, public policy in Iceland was significantly influenced by
a neo-liberal economic agenda with a strong belief in market forces and privatization [65,67]. Among
other things, this led to the privatization and fast expansion of the Icelandic banks, which developed a
lending policy allowing Icelanders to easily borrow money for consumption. The Icelandic banks also
established themselves on the international stage; in 2003, Iceland increased its prime rate to 15% to
try to attract international currency investments [68].

By tradition, Iceland has been characterized by close social relations and collectively held values
emphasizing egalitarianism, nationalism, hard work and sobriety [64,66]. Previous research has
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noted how the implementation of the neo-liberal economic agenda in the mid-1990s and early 2000s
was reinforced by an “official discourse on entrepreneurship and independence—seen as inherently
Icelandic characteristics” [67] (p. 345). In practice, the neo-liberal agenda led to a considerably higher
degree of income and wealth inequality than had been the case before [68].

The corruption level in Iceland is comparatively low [52]. In the aftermath of the economic
crisis, however, the close relationship between the ruling political parties and the economic elites
was brought forward as an important explanation of the high economic risks that were taken in the
Icelandic economy during the 1990s [66].

3.2.1. Overview of the Crisis and Key Events

One of the key issues that has been much referred to in literature on the Icelandic economic crisis
is the rapid expansion, privatization and internationalization of the Icelandic banks after the mid-1990s,
and especially the type of economic policy the banks implemented, which included generous lending
for consumption. Another well-known issue was the “Icesave” account—namely, an Internet-based
easy-access saving account held by the reputable bank Landsbanki, which offered high interest rates
for British and Dutch customers [69].

In 2008, the balance sheet of the three major Icelandic banks—Kaupthing, Glitnir and
Landsbanki—amounted to 14 times the national GDP [70,71] and the Icelandic banks had amassed
considerable debts. After the collapse of Lehman Brothers in September 2008, the Icelandic banks lost
all access to credit on the market and could no longer finance themselves [69,71]. This led to a rapid
crash in Iceland’s currency and a large GDP decline of approximately 10% [50]. The large proportion
of mortgages and loans in foreign currencies or indexed to inflation in the Icelandic banking system
caused household and corporate debt to skyrocket, and made it impossible for many households and
corporations to pay the rising interest rates [69,72,73].

Iceland’s method of dealing with the external debts of the banks was the subject of great
controversy, with many unexpected events that led to both diplomatic problems and popular uprisings.
Icelandic citizens expressed strong dissatisfaction with the way in which politicians, banks and public
authorities had been managing their economy. Massive street protests, known as the “pots-and-pans
revolution,” led to the resignation of the center-right coalition government and the election of a new
center-left coalition government that came to power in early 2009 [69]. Public referendums were
held in both 2010 and 2011 about how to move on with the reimbursements to Great Britain and
the Netherlands (broadly known as the “Icesave bills”). Both times, the majority of the Icelandic
population voted against the bills. In the end, Iceland let its banks collapse and did not reimburse the
foreign investors [50,69-71].

During this time of diplomatic difficulty and public criticism and rebellion following the crisis,
the Icelandic government introduced several measures—which complemented capital controls—to
balance the economy. A key priority was to preserve the Nordic welfare model and shield low-income
groups [50,66,70]. The central bank also implemented monetary stimulus measures to steer inflation
close to target [70]. To revive the economy, Iceland mainly relied on its natural resources by developing
the fishing, tourism and energy sectors [74]. In the end, Iceland was financially supported by the
Faroe Islands, Poland, and Russia, as well as, later, by Scandinavian countries that had initially been
reluctant to intervene [50,74]

3.2.2. Framing and Policy Formulation

The Icelandic center-right coalition government that was in office when the crisis hit initially
framed the economic crisis as “bad weather”—that is, as a problem caused by external global forces,
of which Iceland was one of many victims [64]. That government viewed the situation as primarily a
banking, currency and economic crisis [65]. It claimed that the authorities could not be held accountable
for the actions of private banks operating in international markets, and that the government instead
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needed public support to rescue the domestic banking system and handle the acute currency crisis and
the liability claims coming from abroad [64,69].

International actors such as the IMF framed the economic crisis in Iceland as severe [65]. When
it turned out that the Icelandic state could not bail out the banks and instead decided to rescue only
domestic operations—while allowing foreign operations to become insolvent and taking measures
to prevent foreign capital from flowing out of the country [64]—the situation was no longer just an
economic crisis but also a diplomatic one. International relations became strained, especially with
Great Britain and the Netherlands, who demanded a reimbursement of their citizens’ lost savings in
the “Icesave accounts” [69,75]. The UK deployed anti-terrorist legislation in October 2008 to freeze
the assets from the collapsed Icelandic banks in the UK. Doing so placed Iceland on the UK’s list of
terrorist groups, alongside Burma, North Korea and Al-Qaida [64,76]. When Iceland applied for IMF
loans to handle the immediate effects of the crisis, the IMF sided with the Netherlands and the UK,
and demanded that Iceland should compensate for foreign losses [64,71]. This was also the view of
the Nordic countries approached by Iceland for financial support in the acute currency crisis [64,69].
The countries affected by the collapse of the Icelandic banks saw the Icelandic state’s decision to only
rescue the banks’ national operations as hostile and untrustworthy.

In contrast, a large proportion of the Icelandic people challenged the framing of the crisis as
something that primarily hit the country from outside, and claimed that it was the political leadership
that had created the crisis through incompetence, corruption and blind faith in market forces [64,69].
This perception characterized the “pots-and-pans revolution,” which eventually brought down the
sitting government. The left-center government that took power in February 2009 responded to the
public framing of the crisis, and had a clearly stated focus on sheltering lower and middle-income
groups from severe consequences [65]. Welfare expenditure cuts were made carefully, with specific
measures directed at those with low incomes. Increased taxes primarily affected higher income
groups, including those that had gained the most during the boom years before the crisis [65,66].
The government also introduced various debt-relief programmes, which were generally targeted at
households in great need [65].

However, when taking over the IMF and Icesave negotiations in early 2009, the new government
also accepted the view expressed by IMF and others—that Iceland should compensate the Dutch and
British losses [64]. The first proposal for a reimbursement strategy, the so-called “Icesave 1,” was a
deal to reimburse an amount equivalent to one third of Iceland’s GDP, while benefiting from a low
rate and a long period of repayment. The Icesave 1 bill was accepted by the Icelandic parliament in
September 2009 but was rejected by the British and Dutch governments due to disagreements about
the terms, such as how long the payment requirements should apply for. The Icelandic government
developed another proposal, “Icesave 2,” which met the demands of the UK and Dutch governments.
Icesave 2 was accepted by the Icelandic parliament in December 2009. However, public protesters saw
it as unfair to have the Icelandic public pay for private debt [69], and wrote a petition that received
60,000 signatures (almost 20% of the whole population) in which they protested against the Icesave
bill and called for a referendum. The president passed the issue on to a referendum, held in March
2010. As a result, an overwhelming majority of Icelandic citizens (93% of voters) rejected the proposal.
A new draft agreement was then prepared, voted on in another referendum in April 2011, and rejected
as well by the citizens [67]. In the end, Iceland let its banks collapse and did not reimburse the foreign
investors [50,69-71].

3.2.3. The Politics Dimension

In the politics dimension, the case of Iceland provides a fascinating illustration of a political
process in which the state and its representatives tried to balance the demands from Icelandic citizens,
on the one hand, with the demands from external actors, on the other. The Icesave bills were a direct
consequence of the requirements from the IMF and other potential lenders that Iceland should take
responsibility for economic losses in other countries. At the same time, the left-center government that
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came to power in early 2009 had the key task of sheltering lower income groups from the consequences
of the crisis. This was mirrored in the design of the national economic measures, as mentioned above.
Still, the majority of the citizens refused to accept the Icesave programme, and the referendums led to
defeat for the proposed Icesave programmes [64]. In the end, the story of Iceland reflects a process in
which the voices of Icelandic citizens eventually prevailed over the concern for international relations
and savers from abroad.

3.2.4. The Polity Dimension

The steering mode of the crisis-management strategy in Iceland can be categorized as top-down
at the start, but then shifting towards bottom-up as a result of civic mobilization and intervention in
the steering mode in the later phases of the crisis. The public protests succeeded in bringing down
the sitting government, reframing the crisis (as originating not from external forces but from internal
problems of too-extreme neo-liberal politics and corrupt decision-makers), bringing the Icesave bills
to two referendums, and then rejecting them. The level of participation in the public protests was
exceptionally high, even though prior to the 2008 economic crisis, Iceland had almost no tradition of
mass protest: about 25% of adult Icelandic citizens participated in the public protests, and a substantial
majority supported them, according to Bernburg [64].

4. Discussion and Conclusions

The ambition of this paper is to provide empirically grounded knowledge about the role of
institutions and governance dimensions in radical societal change, with a focus on socio-economical
transitions towards degrowth. As discussed at the onset of the paper, neither Iceland nor Latvia
intentionally strove for degrowth, and the socio-economic transitions following the crisis were both
involuntary and took place within a growth paradigm (i.e., were aimed at future regrowth). In Iceland,
however, the management and outcome of the crisis had some elements of degrowth (equitable
downscaling), whereas the Latvian situation contained no such elements. In this section, we summarize
and discuss the main findings from the analysis, with a focus on the aspects of governance that appear
to be of particular importance for the differences between the two cases.

First, regarding the policy dimension, we note the importance of how the crisis was framed and
how this became instrumental in deciding which related goals and measures were given centrality
in the management of the crisis. There were significant differences between the two countries in this
respect. In Latvia, the crisis was defined as an unfortunate event that hit the country hard from the
outside. This blow struck just as Latvia was taking its final step towards entering the Economic and
Monetary Union (EMU), which was an important milestone in the process of leaving its Soviet past,
and becoming an independent, economically liberal European country. Entering the EMU was kept
as a priority during the crisis, and strongly influenced the chosen path of internal devaluation as a
crisis-management strategy, although this came with a high social price. In Iceland, there was instead
a struggle between two different interpretations of the crisis. At first, the crisis was framed similarly as
in Latvia—that is, as being caused by global forces, with Iceland just one of many (innocent) victims.
Eventually, however, an alternative view developed. According to this alternative framing of the crisis,
Iceland was not an innocent victim of global forces. Instead, the crisis was viewed as a consequence
of a blind faith in market forces and of irresponsibility, incompetence and corruption among the
ruling elites. This reframing of the crisis led to new suggestions on how to handle the situation, and
to alternative goals and priorities. The political leadership was replaced, and issues of welfare and
internal distribution politics became more influential.

Regarding the politics dimension, this study clarifies a difference in power relations between the
two countries. In Latvia, the main emphasis was put on the relation and interplay with the IMF, EU
and neighboring countries. In Iceland, as a contrast, the state tried to balance its citizens” demands with
those of external actors. Eventually, however, public protests and the alternative framing of the crisis
paved the way for a shift in power balance, causing the demands of citizens to become much more
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influential. This leads us to the polity dimension, where Latvia represents a top-down hierarchical
structure in which the initial power relations prevailed or were strengthened. In the case of Iceland,
authority was much more dispersed; in the end, there was a change in power relations.

Definite answers to why the public and its framing of the crisis became much more influential in
Iceland than in Latvia cannot be given in this study, but wider institutional and historical differences
between the two countries certainly played a role. The post-Soviet legacy in Latvia was influential
in strengthening the focus on the IMF and EU. The lack of alternatives that were not tied to Russia,
and a culture influenced by the post-Soviet transition, made many Latvians inclined to seek individual
solutions rather than continue protesting, when protesting seemed to have no result. In contrast,
the public protests in Iceland endured, leading to referendums and to new crisis-management strategies
and goals. Here, it should be noted that Iceland eventually succeeded in acquiring financial support
from neighboring Nordic countries, although these countries were initially unsupportive. It was
probably possible for Iceland to get this support in the end due to historically close bonds, prior
cooperation and interdependence among the Nordic countries.

This exploration of experiences from Latvia and Iceland resulted in several insights regarding
governance and degrowth. However, as stated at the beginning of this paper, these cases are not
examples of a deliberate degrowth-oriented policy agenda. This is a weakness in our work, as a
voluntary transition to degrowth might follow a different pathway than what was found in this
study. However, since crises such as the 2008 economic recession are likely starting points—or even
prerequisites—for degrowth transitions/paradigm shifts to occur, we argue that an empirical analysis
of socio-economic transitions such as those in Iceland and Latvia can grant important insights to bring
to the theoretical discussions of degrowth transitions. We argue that the lessons learned from this
study provide a basis for drawing at least tentative conclusions about the governance dimensions of
importance in enacting radical socio-economic change in line with degrowth.

First, this study confirms a central argument within governance theory: that governance needs
to be understood and analyzed in an integrated way, with a focus on the relations between policy,
politics and polity dimensions. Second, it is evident that issues related to governance and institutional
configurations cannot be clearly separated from their specific contexts; they are shaped by past and
present history. As discussed above, different historical and cultural aspects became influential in the
framings and actor constellations that gained influence on crisis management and in how goals of
social equality were prioritized.

A third general outcome of this study is related to the work of Buch-Hanssen (2018), who has
identified necessary prerequisites for socio-economic paradigm shifts [21] (see Section 1). The case of
Iceland illustrates a situation that comes close to Buch-Hansens’s theory. In this case, a public uprising
(the “pots-and-pans revolution”) generated a comprehensive coalition of forces mobilizing for an
alternative political project. Eventually, the public protests obtained the broad-based consent that was
necessary to change the framing of the economic crisis and shift the goals and measures for handling it
into a more equitable downscaling direction. This is not to say that a fundamental socio-economic
paradigm shift actually took place in Iceland. Rather, we see Iceland’s situation as a turn within the
present paradigm. In the end, the economic restructuring process in Iceland included several elements
of equitable downscaling, which was not the case in Latvia. This finding sheds light on the importance
of how a crisis is framed by actors with enough social power to influence the course of events.

Finally, the one factor that differentiates the two cases most clearly is the possibility of the public
gaining influence over the framing of the crisis and the political agenda. In practice, this factor
illustrates the link between the policy, politics and polity dimensions. In the case of Iceland, the way
in which broad public opinion was able to reframe the conception of the crisis was particularly
important, along with citizens” use of existing democratic institutions such as public referendums
to gain power over crisis-management strategies and policy content. The Icelandic example is an
interesting illustration of the transformational power that can reside in existing institutions that may
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not be perceived as radical or transition-oriented. This is an important issue that should be explored
further in continued research on degrowth transitions.
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