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A CRmmXniVW PaUW\ GRYeUnmenW E[SendiWXUe DeficiWV - a bUiefing fRU membeUV

NoYembeU 2021 

Δn 1983 MaUgaUeW ThaWcheU Vaid WhaW ȊWhe VWaWe haV no VoXUce of mone\ oWheU Whan Whe mone\
people eaUn WhemVelYeV. Δf Whe VWaWe ZiVhed Wo Vpend moUe iW can onl\ do Vo b\ boUUoZing \oXU
VaYingV oU Wa[ing \oX moUeȐ.TheUe iV no VXch Whing aV pXblic mone\, WheUe iV onl\ Wa[pa\eU mone\.ȋ

ȊThe GoYeUnmenW VhoXld do ZhaW an\ good hoXVeZife ZoXld do if mone\ ZaV VhoUW,ȋ ThaWcheU Wold
heU adopWion meeWing aV a ConVeUYaWiYe CandidaWe foU DaUWfoUd on 28 FebUXaU\ 1949. ȊLook aW WheiU
accoXnWV and Vee ZhaW ZaV ZUong.ȋ

TheVe WZo VWaWemenWV beWUa\ WZo majoU miVXndeUVWandingV: Whe capaciW\ of VoYeUeign goYeUnmenWV
WhaW pUinW WheiU oZn cXUUenc\ Wo cUeaWe WhaW cXUUenc\ independenW of Wa[aWion; Whe capaciW\ of VXch
goYeUnmenWV Wo UXn peUViVWenW and VignificanW fiVcal deficiWV ZiWhoXW damaging Whe econom\, UaiVing
inWeUeVW UaWeV Wo damaging leYelV noU endangeUing Whe goYeUnmenWVȇ abiliW\ Wo finance an\ deficiWV. 

 The VpecioXV ȊhoXVehold fallac\ȋ conWinXeV Wo be e[ploiWed b\ c\nical poliWicianV Wo jXVWif\ policieV
WhaW do XnWold damage Wo Whe pooUeU people in WheiU economieV, and moXWhed aV a VhibboleWh b\
man\ poliWicianV Zho Vimpl\ donȇW XndeUVWand UealiW\. 

The folloZing pUoYideV a bUiefing in WhaW UealiW\.   



AUgXmenW 1: a gRYeUnmenW VhRXld handle iWV financeV aV if iW ZeUe a UegXlaU hRXVehRld. 

ReVponVe: A GoYeUnmenW iV noW Whe Vame aV a hoXVehold oU an indiYidXal: if Δ Vpend e40,000 a \eaU
bXW make e30,000 peU annXm Δ Zill accXmXlaWe debWV and inWeUeVW on WhoVe debWV WhaW Zill
eYenWXall\ mean WhaW nobod\ Zill be pUepaUed Wo lend Wo me an\moUe, Δ Zill be Xnable Wo VeUYice m\
e[iVWing loanV and Δ Zill go bXVW. 

 Had Δ Whe monopol\ abiliW\ Wo pUinW Whe cXUUenc\ in Zhich Δ boUUoZ, WhaW ZoXld enable me Wo pa\-off
m\ debWV and lendeUV ZoXld be pUepaUed Wo adYance me fXndV iUUeVpecWiYe of hoZ laUge m\ debWV
gUeZ in UelaWion Wo m\ income. CoXple WhaW ZiWh an abiliW\ Wo conWUol VhoUW-WeUm inWeUeVW UaWeV on m\
debW and Δ Zill noW UXn inWo debW noU inWeUeVW pa\menW pUoblemV. ThiV iV Whe poViWion WhaW VoYeUeign
goYeUnmenWV like WhoVe of Whe UK and USA find WhemVelYeV, pUinWeUV of fiaW mone\. FiaW mone\ iV
goYeUnmenW-iVVXed cXUUenc\ WhaW iV noW backed b\ a ph\Vical commodiW\, VXch aV gold oU VilYeU, bXW
UaWheU b\ Whe goYeUnmenW WhaW iVVXed iW. GoYeUnmenWV WhaW do noW pUinW WheiU oZn cXUUenc\ oU aUe
commiWWed Wo keeping WheiU cXUUenc\ aW a ceUWain leYel in UelaWion Wo oWheU cXUUencieV do noW haYe
VXch aXWonom\ UegaUding  leYelV of deficiW WhaW Whe\ can incXU noU hoZ mXch mone\ Whe\ can pUinW.

 Alan GUeenVpan, foUmeU ChaiU of Whe FedeUal ReVeUYe and a UighW-Zing A\n Rand folloZeU
acknoZledged WhiV in 2005 Zhen aVked a leading TXeVWion aW a CongUeVVional heaUing on Whe
VXVWainabiliW\ of AmeUicaȇV Vocial VecXUiW\ V\VWem b\ PaXl R\an. R\an ZanWed GUeenVpan Wo Va\ WhaW
Whe goYeUnmenW coXld noW affoUd Wo fooW Whe UiVing bill WhUoXgh Wa[eV and WhaW moYing Wo V\VWem of
pUiYaWe, Wall SWUeeW managed accoXnWV ZoXld VolYe Whe pUoblem. GUeenVpan, XndeU oaWh, diVmiVVed
Whe enWiUe pUemiVe of R\anȇV TXeVWion: 

 ȊΔ ZoXldnȇW Va\ WhaW WheȐ.benefiWV aUe inVecXUe in Whe VenVe WhaW WheUeȇV noWhing Wo pUeYenW Whe
FedeUal goYeUnmenW fUom cUeaWing aV mXch mone\ aV iW ZanWV and pa\ing iW Wo Vomebod\.ȋ 

 All congUeVV had Wo do ZaV commiW Wo fXnding Whe pUogUamme and Whe mone\ ZoXld alZa\V be
WheUe eiWheU WhUoXgh ȊpUinWing mone\ȋ i.e. elecWUonicall\ cUeaWing Whe dollaU balanceV in Whe
appUopUiaWe accoXnWV oU boUUoZing iW. The m\Wh WhaW Whe goYeUnmenW had Wo UaiVe Whe mone\
WhUoXgh Wa[aWion ZaV VhoW b\ a UighW-ZingeU.

 Δn 2010 Vome AmeUican poliWicianV ZeUe XUging WheiU goYeUnmenW Wo cXW Whe deficiW oU UiVk a GUeek-
VW\le debW cUiViV. ΔnYeVWoUV like WaUUen BXffeW kneZ beWWeU, BXffeW Vaid: ȊWhe US cannoW haYe a debW
cUiViV of an\ kind aV long aV Ze keep iVVXing oXU noWeV in oXU oZn cXUUenc\Ȑ.GUeece loVW WheiU poZeU
Wo pUinW WheiU oZn mone\, if Whe\ coXld pUinW dUachmaV Whe\ ZoXld haYe oWheU pUoblemV bXW Whe\
ZoXld noW haYe a debW pUoblem.ȋ 

 TheUe aUe obYioXVl\ conVWUainWV on Whe goYeUnmenWȇV capaciW\ Wo conWinXall\ pUinW mone\, baVicall\
Whe econom\ȇV capaciW\ Wo abVoUb and UeVpond Wo Whe addiWional Vpending ZiWhoXW pUoYoking
inflaWion, Vee AUgXmenW 3 beloZ. The VignificanW cUeaWion of mone\ b\ Whe UK and USA goYeUnmenWV
in UeVponVe Wo Whe 2008 cUiViV did noW WUiggeU maVViYe inflaWion aV WheUe ZeUe no inflaWionaU\
pUeVVXUeV in WheiU economieV.

 Wh\ do goYeUnmenWV boWheU ZiWh Wa[aWion Zhen Whe\ coXld conceiYabl\ jXVW pUinW Whe mone\ Whe\
need? Ta[eV pUoYide an impoUWanW meanV of economic conWUol, a meanV of UediVWUibXWion Wo aYoid
Whe accXmXlaWion of e[ceVViYe ZealWh and Whe UeVXlWanW poliWical poZeU (Whe conVeTXenceV of
ignoUing WhiV elemenW of Wa[aWion aUe noZ YeU\ appaUenW),a meanV of incenWiYiVing ceUWain behaYioXUV
VXch aV UedXcing Whe leYelV of Vmoking and dUinking and of coXUVe aV a meanV of enVXUing a
demand foU Whe cXUUenc\ WhaW Whe goYeUnmenW pUinWV, if \oX haYe Wo pa\ Wa[eV in WhaW cXUUenc\ \oX
need Wo eaUn Vome of iW.   
 



AUgXmenW 2: CRnWinXRXV Ȋe[ceVViYeȋ deficiWV Zill mean Ze Zill haYe WR Sa\ higheU inWeUeVW
UaWeV RU nRbRd\ Zill ZanW WR finance XV and Ze Zill need WR beg fRU helS, lRRk ZhaW
haSSened WR GUeece. 

ReVSRnVe: Δn 2010 GUeece e[peUienced collapVing Wa[ UeYenXeV ZiWh heaY\ bXdgeWaU\ obligaWionV
and iWV bXdgeW deficiW UoVe Wo 15% of GDP. To coYeU WhiV deficiW Whe GUeekV had Wo boUUoZ, bXW Whe\
Ueall\ did haYe Wo Ȋfind Whe mone\ȋ becaXVe Whe\ had no GUeek CenWUal bank able Wo iVVXe DUachmaV
an\ moUe. 

 LendeUV ZeUe noW Zilling Wo bX\ GUeek goYeUnmenW bondV denominaWed in eXUoV XnleVV Whe\
UeceiYed a VXbVWanWial pUemiXm foU Whe UiVk Whe\ ZeUe in Waking in lending billionV Wo a cXUUenc\ XVeU,
noW iVVXeU, WhaW mighW noW be able Wo UaiVe Whe fXndV in fXWXUe Wo pa\ iW back. 

 FUom 2009 Wo 2012 Whe inWeUeVW UaWe on 10-\eaU GUeek goYeUnmenW bondV UoVe fUom leVV Whan 6%
Wo oYeU 35%.

CompaUe WhaW ZiWh WhaW ZiWh Whe USA and UK e[peUience: 
FiVcal deficiWV in boWh coXnWUieV WUipled fUom 2007 Wo 2009 aV a UeVXlW of Whe cUaVh.
DeficiWV ZenW fUom aUoXnd 3% Wo 10% of GDP in boWh coXnWUieV; 
oYeU Whe Vame peUiod Whe aYeUage inWeUeVW UaWeV on Wen-\eaU goYeUnmenW bondV fell fUom 3.3% Wo
1.8% in Whe USA and fUom 5% Wo 3.6% in Whe UK. 

 BoWh coXnWUieV haYe Whe backVWop of a cenWUal bank WhaW acWV foU Whe goYeUnmenW aV a monopol\
VXpplieU of Whe cXUUenc\. ThiV UeaVVXUeV inYeVWoUV WhaW billV can be paid and WhaW Whe cenWUal bank
haV iUonclad conWUol oYeU iWV VhoUW-WeUm inWeUeVW UaWeV and VXbVWanWial inflXence oYeU UaWeV on
longeU-daWed VecXUiWieV.  

Wh\ do goYeUnmenWV peUViVW ZiWh boUUoZing mone\ fUom Whe pUiYaWe VecWoU WhUoXgh iVVXing bondV
UaWheU Whan jXVW pUinW Whe mone\? Again iWȇV a meanV of conWUol. The ClinWon GoYeUnmenW UecoUded a
coXple of VXUplXVeV in 1998 and 1999. AfWeU an iniWial VenVe of e[XlWaWion ClinWonȇV people UealiVed
WhaW WheUe ZoXld be Ueal iVVXeV ZiWh Ziping oXW Whe maUkeW foU US TUeaVXU\ BillV: TUeaVXUieV aUe an
impoUWanW Vafe inYeVWmenW and Whe\ Uemain a ke\ inVWUXmenW foU managing VhoUW-WeUm inWeUeVW
UaWeV.

AUgXmenW 3: All WhiV deficiW VSending and ȊSUinWing mRne\ȋ lead XV inWR h\SeU-inflaWiRn
WeUUiWRU\.

ReVSRnVe: The Vimple anVZeU iV WhaW iW dependV on Whe amoXnW of Vlack in Whe econom\ and hoZ
WhaW econom\ UeVpondV Wo an\ VWimXlXV. The $787 billion fiVcal VWimXlXV paVVed in 2009 b\ CongUeVV
didnȇW caXVe an inflaWion pUoblem in a coXnWU\ VWUicken b\ UeceVVion; noU did Whe BUoZn VWimXlXV in
Whe UK, boWh economieV ZeUe VXffeUing VeUioXV Vlack aW Whe Wime and Whe Vpending ZaV abVoUbed
ZiWhoXW inflaWionaU\ VpiUal. 

Δndeed, in Whe UK aV noWed b\ foUmeU Bank of England polic\-makeU Dann\ BlanchfloZeU in The NeZ
SWaWeVman, Whe bXdgeW VWimXlXV in UeVponVe Wo Whe 2008 cUaVh led Wo BUiWain'V econom\ acWXall\
gUoZing 3.1% beWZeen Whe aXWXmnV of 2009 and 2010 ZiWh YeU\ limiWed pUice inflaWion. UndeU Whe
coaliWion in Whe \eaU afWeUZaUdV, iW gUeZ 0.3% aV Whe\ began Wo pXUVXe AXVWeUiW\, WheUeb\ deVWUo\ing
confidence and Wook XV inWo UeceVVion again. 

 ConWUaVW WhiV ZiWh Whe AmeUican e[peUience: Whe\ aYoided AXVWeUiW\ and AXVWeUiW\ UheWoUic: WheiU
econom\ UecoYeUed mXch moUe TXickl\ Whan WhoVe of Whe UK and Whe eXUo]one and conVeTXenWl\
WheiU annXal deficiWV fell mXch moUe TXickl\. 
 



AUgXmenW 4: high deficiWV mean mRne\ flRZing RXW Rf Whe ecRnRm\ and aUe
XnVXVWainable. 

ReVSRnVe: aUoXnd 70% of UK goYeUnmenW debW iV held b\ domeVWic inYeVWoUV, Vo WhoVe inWeUeVW
pa\menWV VWa\ ZiWhin Whe coXnWU\, WheUe iV no oXWfloZ of fXndV. 

 High DebW-Wo-GDP UaWioV aUe VXVWainable foU VoYeUeign cXUUenc\ coXnWUieV, Japan haV a DebW-Wo-GDP
UaWio of 240%, (WhaW UaWio haV been oYeU 200% Vince 2009) and iWV cenWUal bank iV able Wo conWUol
VhoUW-WeUm and long -WeUm inWeUeVW UaWeV ZiWh VXcceVV. 

 The Bank of Japan noZ holdV UoXgh 50% of all JapaneVe goYeUnmenW bondV aV a UeVXlW of iWV maUkeW
opeUaWionV Wo conWUol inWeUeVW UaWeV; 

The Bank of England oZnV aUoXnd 33% of UK gilW-edged VecXUiWieV, US goYeUnmenW bodieV oZn 27%
of AmeUican naWional debW. A laUge pUopoUWion of Whe headline debW figXUeV \oX heaU TXoWed haYe
alUead\ been effecWiYel\ UeWiUed. See WhiV fUom Whe FT Ue Whe alacUiW\ ZiWh Zhich oYeUVeaV inYeVWoUV
haYe conWinXed Wo bX\ UK goYeUnmenW bondV oYeU Whe laVW 10 \eaUV, Whe deficiW haV cleaUl\ noW
deWeUUed Whem: hWWpV://ZZZ.fW.com/conWenW/91eb09f4-ec11-11e9-85f4-d00e5018f061

SRme DeficiW and DebW HiVWRU\ 
To UeVpond Wo Whe VXVWainabiliW\ iVVXe and giYe Vome conWe[W, aV Zell aV a bUief and illXminaWing
economic hiVWoU\. 

BUiWain haV onl\ UecoUded a do]en \eaUV of bXdgeW VXUplXV Vince 1945. DeVpiWe WhaW Whe goYeUnmenW
haV noW gone bXVW aV \oX ZoXld e[pecW Wo happen Wo a hoXVehold in VXch a ViWXaWion and Whe
econom\ haV gUoZn conVideUabl\ Vince When. 

 AlVo, naWional debW aV a peUcenWage of GDP iV aW Whe momenW noW WhaW high hiVWoUicall\, iV mXch
loZeU Whan iW ZaV in 1945 and foU mXch of Whe laVW 300 \eaUV. 



And Whe ViWXaWion Vince 1910:

ThiV UedXcWion of Whe DebW:GDP UaWio poVW-ZaU ZaV noW dXe Wo Whe goYeUnmenW cXWWing back on
e[pendiWXUe and UecoUding VXUplXVeV:

The UedXcWion ZaV dXe Wo economic gUoZWh and Whe impacW of inflaWion in UedXcing Whe YalXe of Whe long-
WeUm debW. 



To VhoZ fXUWheU WhaW deficiWV aUe compaWible ZiWh a falling debW/GDP UaWio, Vee Whe chaUW beloZ. 
. 

FUom 1971/72 all Whe Za\ XnWil 1988/89 Whe UK goYeUnmenW neYeU Uan a VXUplXV. And \eW debW/GDP
oYeU Whe Vame peUiod fell fUom 60.0% Wo 36.6% and Ueal GDP gUeZ VignificanWl\.

 The idea WhaW fiVcal WighWening in oUdeU Wo UedXce Whe Vi]e of goYeUnmenW deficiWV ZoXld UeVWoUe
inYeVWoU confidence leYelV Zhich ZoXld in WXUn pUomoWe UecoYeU\ chaUacWeUiVed Whe EXUopean
UeVponVe Wo Whe economic doZnWXUn/incUeaVed pXblic debW folloZing Whe cUaVh of 2008 and Whe
need Wo UeVcXe Whe financial VecWoU. ThiV became knoZn aV AXVWeUiW\, in Zhich UedXcing Whe leYel of
pXblic VecWoU deficiWV became a polic\ goal in iWVelf iUUeVpecWiYe of Whe VhoUW-WeUm haUdVhipV iW ZoXld
inflicW on ZeakeU membeUV of VocieW\. 

Δn laWe 2018 Whe ΔnVWiWXWe of ΔnWeUnaWional Finance (ΔΔF) haV pXbliVhed a VeUieV of UeVeaUch papeUV
VhoZing WhaW aXVWeUiW\ ZaV a diVaVWeU. FiVcal WighWening in EXUope UedXced GDP gUoZWh b\ 10%
compaUed Wo Whe US, Whe ΔΔF Va\V. Δn WeUmV of GDP gUoZWh peU capiWa, Whe diffeUence ZaV 5%. TUend
gUoZWh in Whe US ZaV doXble WhaW of EXUope folloZing Whe financial cUiViV, Whe ΔΔF Va\V, ZheUeaV pUioU
Wo 2008 Whe\ had been Whe Vame

 The main diffeUence beWZeen EXUope and Whe US in Whe poVW-cUiViV peUiod ZaV WhaW Whe US
embaUked on an eUa of UobXVW goYeUnmenW Vpending in addiWion Wo a maVViYe moneWaU\ VWimXlXV
package fUom Whe US FedeUal ReVeUYe. The EXUopean CenWUal Bank alVo adopWed a moneWaU\
pUogUam of loZ inWeUeVW UaWeV and TXanWiWaWiYe eaVing (QE). BXW Whe EXUopean Union conWinXed Wo
enfoUce iWV fiVcal aXVWeUiW\ pUogUam, foUcing coXnWUieV Wo pa\ doZn WheiU debWV dXUing Whe UecoYeU\.
The moVW dUamaWic e[ample of WhaW ZaV GUeece, Zhich VWa\ed inVide Whe EU'V debW Uepa\menW
pUogUam eYen WhoXgh iWV econom\ VhUXnk b\ 45%, peak Wo WUoXgh. 

 The failXUe of AXVWeUiW\ iV alVo eYinced b\ GUeeceȇV goYeUnmenW debW in UelaWion Wo GDP: iW ZaV
109.4% in 2008, in 2019 iW had UiVen Wo 176.6%. ConWUaVW WhaW ZiWh Whe e[peUience of Whe UK in Whe
poVW ZaU \eaUV aV moUe UaWional economic policieV ZeUe pXUVXed. GUeece haV alVo been damaged
b\ iWV membeUVhip of Whe eXUo and iWV inabiliW\ Wo pUinW iWV oZn cXUUenc\, Vee AUgXmenW 2 aboYe. 
. 



The ΔΔF papeU alVo poinWV oXW WhaW Whe peUViVWenW Xnemplo\menW pUoYoked b\ AXVWeUiW\ alVo
geneUaWeV a phenomenon called "h\VWeUeViV." ΔW meanV WhaW Zhen people aUe oXW of ZoUk foU a long
Wime, Whe\ loVe Whe VkillV Whe\ need Wo Ue-join Whe ZoUkfoUce. The econom\ iV When pUeYenWed fUom
gUoZing faVWeU Zhen condiWionV impUoYe becaXVe emplo\eUV cannoW find Whe ZoUkeUV Whe\ need,
eYen WhoXgh WheUe aUe plenW\ of people oXW of ZoUk. ThiV phenomenon ma\ e[plain Vome of Whe
UecUXiWmenW pUoblemV facing economieV noZ aV Whe\ UecoYeU fUom Whe COVΔD-19 doZnWXUn. 

hWWpV://ZZZ.bXVineVVinVideU.com/aXVWeUiW\-haV-damaged-eXUope-YV-XV-gdp-gUoZWh-2018-11?
U=US&ΔR=T 

AUgXmenW 5: GRYeUnmenW SXUSlXVeV aUe gRRd fRU Whe ecRnRm\

ReVponVe: AVVXme WZo VecWoUV in Whe econom\, PXblic and PUiYaWe. Δf Whe goYeUnmenW goeV inWo
VXUplXV ZiWh Whe PUiYaWe VecWoU and VXVWainV WhaW VXUplXV iW meanV WhaW Whe goYeUnmenW iV Waking
mone\ fUom Whe PUiYaWe VecWoU.

ThiV meanV Whe laWWeU goeV inWo debW; cXUUenc\ XVeUV cannoW VXVWain WhoVe debWV indefiniWel\ in
conWUaVW ZiWh Whe cXUUenc\ pUodXceU, Whe goYeUnmenW. EYenWXall\ Whe\ Ueach Whe poinW ZheUe iW canȇW
handle Whe accXmXlaWed debW, Vpending fallV loZeU and Whe econom\ fallV inWo UeceVVion and
poVVibl\ depUeVVion. HeUe Whe goYeUnmenW needV Wo VWep in, incXU Vome deficiWV Wo pXW Whe PUiYaWe
VecWoU back inWo VXUplXV, enable iW Wo pa\ off Vome of iWV debWV and VWaUW Vpending again. 

 BaVicall\, Whe goYeUnmenW iV in a mXch beWWeU poViWion Wo handle VXVWained debW Whan Whe pUiYaWe
VecWoU, and if Whe goYeUnmenW doeV UXn a VXVWained VXUplXV When iW Zill be Waking mone\ oXW of Whe
PUiYaWe VecWoU and incUeaVing iWV aggUegaWe debW leYelV. 

 Real ZRUld e[SeUience: 

 FUedUick Tha\leU of Whe UniYeUViW\ of PiWWVbXUgh ZUoWe in 1996, ȊThe USA haV e[peUienced Vi[
VignificanW economic UeceVVionV and each ZaV pUeceded b\ a VXVWained peUiod of bXdgeW balancing.ȋ 

Since Cla\Won ZUoWe Whe ClinWon GoYeUnmenW UecoUded a coXple of VXUplXVeV in 1998 and 1999. 
 TheUe ZaV a mild UeceVVion in 2001 Zhen Whe VWock maUkeW bXbble WhaW ZaV VXVWaining conVXmeU
Vpending bXUVW. Mild, bXW Whe ClinWon VXUplXVeV had Zeakened PUiYaWe VecWoU balance VheeWV
WheUeb\ magnif\ing Whe damage caXVed b\ Whe aUUiYal of Whe GUeaW ReceVVion in 2007. 

AUgXmenW 6: fiVcal deficiWV UeTXiUe boUUoZing, eYeU\one compeWeV foU a limiWed VXppl\ of aYailable
VaYingV, boUUoZing coVWV moYe higheU, PUiYaWe VecWoU pUojecWV geW ȆcUoZded oXWȋ b\ Whe high inWeUeVW
UaWeV and compeWiWion foU VcaUce fXndV fUom Whe goYeUnmenW leading inYeVWmenW Wo fall and Whe
econom\ VXffeUV oYeU Whe VhoUW and longeU WeUmV. 

ReVponVe: ȊcUoZding oXWȋ iV an endXUing manWUa of Whe UighW: iW iV nonVenVe WheoUeWicall\ and haV no
empiUical baViV. 

 Go back Wo oXU WZo-VecWoU e[ample, The PXblic and The PUiYaWe. Δf Whe GoYW pXUchaVeV e100 on neZ
caUV fUom Whe PUiYaWe SecWoU, Whe PUiYaWe SecWoU UeceiYeV e100. Δf Whe GoYW Wa[eV Whe PUiYaWe VecWoU
e100 Wo finance WhiV Vpending, When WheUe iV no neW gain oU loVV. BXW if Whe GoYW onl\ Wa[eV Whe PUiYaWe
VecWoU e90 When WheUe Zill be a PXblic deficiW of e10 bXW a PUiYaWe VXUplXV of e10.



So Whe pUiYaWe VecWoU Zill be e10 beWWeU off aV a UeVXlW of Whe deficiW and Zill haYe moUe fXndV
aYailable foU Vpending, inYeVWmenW eWc. Δf Whe goYeUnmenW fXndV Whe deficiW b\ Velling iWV bondV
(TUeaVXUieV in Whe USA, gilW edged VecXUiWieV in Whe UK) When WhoVe bondV aUe noZ paUW of Whe ZealWh
held b\ VaYeUV in Whe PUiYaWe VecWoU Vo WheUe haV been no diminXWion in Whe fXndV aYailable foU
lending in WhaW PUiYaWe VecWoU. GoYeUnmenW deficiWV alZa\V lead Wo a poXnd-foU-poXnd oU dollaU-foU-
dollaU incUeaVe in Whe VXppl\ of neW financial aVVeWV in Whe PUiYaWe VecWoU. ThingV become a liWWle moUe
complicaWed Zhen \oX inWUodXce Whe oYeUVeaV VecWoU Wo Whe VecWoUal model, bXW Whe YaVW majoUiW\ of
UK goYeUnmenW debW iV financed domeVWicall\ aV VhoZn aboYe. 

 GoYeUnmenW VXUplXVeV Zill Wake mone\ aZa\ fUom Whe pUiYaWe VecWoU WheUeb\ UedXcing Whe fXndV
aYailable Wo Whe pUiYaWe VecWoU, damaging confidence WheUeb\ UedXcing Whe pUopenViW\ Wo inYeVW.
ConYeUVel\ Whe goYeUnmenW e[pendiWXUeV WhaW caXVed Whe deficiW in Whe fiUVW place can haYe
mXlWiplieU effecWV acUoVV Whe econom\: in Whe aboYe e[ample Whe mone\ VpenW on caUV Zill enhance
Whe balanceV of Whe YaUioXV people WhaW pUodXce caUV, Whe\ ma\ bX\ Vome neZ caUV WhemVelYeV,
Vpend moUe mone\ in local VhopV eWc. WheUeb\ incUeaVing confidence and making inYeVWmenW
deciVionV moUe likel\. 

 EmpiUicall\ WheUe iV limiWed eYidence foU Whe ȊcUoZding oXWȋ WheoU\, look aW Whe economic hiVWoU\
deVcUibed aboYe and Whe e[peUience of Whe laVW feZ \eaUV ZiWh Uapidl\ UiVing deficiWV in Whe USA and
UK economieV and hiVWoUicall\ loZ inWeUeVW UaWeV.  

Δf an\Whing, in UecenW \eaUV, bXdgeW deficiWV aUe aVVociaWed ZiWh loZ inWeUeVW UaWeV, noW high oneV. AV
Whe UeceVVion hiW in 2009 and Whe bXdgeW deficiW Ueached a hiVWoUic high, inWeUeVW UaWeV plXnged Wo
neZ loZV. ThiV iV Whe oppoViWe of ZhaW a cUoZding oXW WheoU\ ZoXld pUedicW.
PaXl KUXgman noWed WhiV phenomenon in 2009: Ȋa Zeak econom\ boWh dUiYeV Xp deficiWV and dUiYeV
doZn Whe demand foU fXndV, Zhile a VWUong econom\ doeV Whe UeYeUVe.ȋ He conVideUed Whe
aVVociaWion beWZeen boUUoZing and high inWeUeVW UaWeV a ȊfalViW\,ȋ aW leaVW XndeU Whe depUeVVed
economic condiWionV of Whe Wime. UndeU VWandaUd macUoeconomic WheoU\, goYeUnmenW deficiWV
Zhen Whe econom\ iV depUeVVed can booVW economic oXWpXW and incomeV. WiWh higheU incomeV,
Whe pUiYaWe VecWoU ma\ able Wo boWh affoUd Wo pXUchaVe Whe neZ goYeUnmenW debW and VWill fXnd aV
mXch inYeVWmenW aV iW did befoUe. 

 LoZ inWeUeVW UaWeV haYe become Whe noUm deVpiWe Whe Vi]e of goYeUnmenW deficiWV, aV Ze emeUge
fUom Whe pandemic WheUe Zill be pUeVVXUe Wo UaiVe inWeUeVW UaWeV bXW Whe\ Zill Uemain hiVWoUicall\
e[WUemel\ loZ giYen Whe pUojecWed incUeaVeV.


