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The Socio-Economic
Meaning of Debt

The New New Economy
In the late 90s, “the New Economy” was a buzz-word among people
invested in the market. Since then there have been two bubble-bust
episodes. The fallacy has bared itself, in the words of Michael Hudson:
"The markets were expected to sort of somehow take off with higher
profit if there was a business cycle recovery. But it's become apparent that
we're really not in a business cycle anymore. We're at the end of a long 50year cycle since World War II, where the debts have been rising so much that all
of a sudden the economy can't be financed by debt anymore. And if the
economy isn't financed by debt, that means that markets can't grow, that all
of a sudden what was fueling the growth and consumer demand that's
been increasing profits has come to an end.”

Federal Taxes as Percentage of GDP, Canada 1991-2013

Canada’s federal government has been busy cutting taxes, thereby severely
diminishing our ability to buy public goods. The four percent reduction is close
to a yearly reduction of $75 billion at current GDP level (2013: $1,881 billion).
The result is a very substantial shift between private and public consumption.
Fed taxes: http://www.fin.gc.ca/afr-rfa/2013/report-rapport-eng.asp
GDP: http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/econ04-eng.htm

Average Tax Rates for the Highest-Income Taxpayers, U.S. 1945-2009.
It is interesting to note that at the top of the incomes spectrum, tax rates are now regressive
in the U.S. Moreover, assuming the ratio tax evasion a function of income, the true picture is
probably even worse. It has not been possible to develop comparative Canadian data.
CRS calculations using Internal Revenue Service (IRS) Statistics of Income (SOI) information. Note: The vertical axis is the average tax rate.
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Ottawa Citizen Oct 11, 2014 on Federal Debt
In 1967, when we were still paying off war bonds, our debt-to-GDP
ratio was a modest 27.3%. By the mid 1990s, debt had risen to
67.1% of GDP. Today, federal debt is again nearing 1967 levels, at 32.5
% of GDP.
Federal program spending in in 1967 was 14.3% of GDP; it peaked at
20.6 per cent in 1983. Today it’s lower than 1967 levels, at 13.2% of
GDP. If we were spending at 1983 levels today, federal government
expenditures would be an additional $140 billion, or about $10,500
per Canadian household.
In 1967, servicing the federal debt cost us 1.8% of GDP. It peaked at
6.5% of GDP in 1990. Last year we paid $28 billion in interest costs.
At 1.5% of GDP, that’s slightly below 1967 levels.

The process that under Harper plunged the Martin budget surpluses into deficits was
already well under way before the crisis (caused for instance by the 2% cut in GST). The
crisis of course accelerated this plunge. But didn’t Harper really welcome the crisis, since
most people believe the deficit produced only by the crisis, which gave it him excellent
cover for his ideologically motivated cuts to federal government expenditures and functions.
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Provincial Debt, Ontario’s Case
As of March 31, 2014, the total amount of Ontario government's
debt stood at $296 billion.
In 2013, Ontario's GDP stood at $692 billion..thus debt is roughly
42% of its GDP.
Currently, Ontario's debt amounts to roughly 2.4 times the size of
its revenue…at current interest rates, 10% of the of the
government's revenues is used to pay interest.
Last year, the province’s effective interest rate on all its debt was 3.9
percent, the lowest in at least 23 years as it replaced old bonds with
new ones with lower interest rate payments, according to budget
documents.
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Modern Money Theory (MMT) on Public Debt
We see public debt as private wealth and the interest payments
as private income. The outstanding public debt is really just an
expression of the accumulated budget deficits that have been
run in the past.
These budget deficits have added financial assets to the private
sector, providing the demand for goods and services that have
allowed us to maintain income growth. And that income growth
has allowed us to save and accumulate financial assets at a far
greater rate than we would have been able to without the
deficits.
The only issues a progressive person might have with public debt
would be the equity considerations of who owns the debt and
whether there an equitable provision of private wealth coming
from the deficits.
Question: Do you see problems with this analysis?

Statistics Canada’s report Friday showed household credit market debt (consumer credit,
mortgages and other loans) rose 1.3 per cent in the second quarter of the year from the
first quarter, outpacing sluggish 0.6-per-cent growth in disposable income…on a year-overyear basis, mortgage debt growth stood at 5.2 per cent. (G&M, Sep. 12 2014)

The tea drinkers’ meme
Respect for the (rich) taxpayer
But not for the next generation
“It’s the worst news that could ever happen,” one woman tearfully
said of Doug Ford’s defeat. “Doug and Rob were the best to keep the
taxes low and have respect for us taxpayers,” she told CP24 (27 Oct,
2014).
Finance Minister JoeOliver (20 Oct, 2014): “What I’ve said is that we
will provide a tax relief for hard-working Canadians. “
"When it comes to protecting taxpayers' money, I will always step up
to the plate because you deserve a government that respects your
hard work," Paul Ryan

A municipality switches street lights to LED.
A case of use of debt in the service of green economics:

• Replacement cost at 45 mio dkr (5dkr=C$1) saves 3.3 mio a year.
• When the replacement is finished in 2017, electricity savings minus
•
•

debt service is positive.
Non-calculated savings will come from that LED lights last longer.
Debt is nominal while electricity savings wil rise with price inflation.

Financing a solution to gridlock

Some years ago, Toronto Council of commerce calculated that Toronto
loses $6 billion per year because of congestion.
Could the model just shown not work for Toronto?
What makes it difficult is that the link between costs and benefits are
not direct.
Thus, a mix of taxes and public money expansion is needed, in relation
to the expected public benefit.

On Bank of Canada
In the 1970's, when our debt was at about $40bn, the BoC opted to
shift from its old approach of issuing nearly interest-free loans to
municipalities and governments (which funded Toronto's TTC, the
Transcanada highway, and the Transcanada pipeline for instance).
Instead, they moved towards a model similar to the US and other
countries. From that point on, they started issuing interest on every
dollar printed as well, even though no law compels them to. (That is,
the BoC was chartered with the legal right to print interest-free money,
as it did for the first 40 years of its existence.)
From an unsourced blog

You know, they say that when you have spun the casino
wheel seven times and they all came out black, the chance
that the eight spin will come out red is still fifty-fifty.
Seen from that aspect, the future is independent of the past.
Of course, when the future is dependent upon human
structured actions, this aspect is dependent upon the past.
However, under some conditions debt is not strongly
dependent upon past debt. For instance, the just mentioned
example raising new debt for the project is viable, no matter
what the municipality has of existing debt.
Establishing new debt is not directly related to accumulated
debt, but to but to the benefit-cost ratios it creates.
This is why Krugman condemns austerity, despite the
already high levels of debt.
The rationale is that in an economic depression, the
multiplier effect of government spending is very high (it
brings unused potential back into the economy, which again
multiplies over time as it sets the economy on a higher path.

Occupy Economics Toronto 28th OCT 2014

See you next Time

Occupy Economics Toronto 28th OCT 2014
See you next Time

