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Definitions

• Deficit

– The gap between 

income and 

expenditure in a 

particular year

• Debt

– Long term borrowing

• Maturity

– Time to refinance

• Current account

– Surplus/ overdraft

• Mortgage

• Mortgage 

repayment





Sustainability

Source: IMF



Different debts

Source: The Economist



A (traditional) taxonomy of 

economists
• Monetarists

– Support expansionary monetary policy, typically by 

lowering interest rates so individuals borrow more

– If interest rates can’t be lowered further, print money 

(quantitative easing)

• Keynesians

– Support increased government spending to encourage 

growth

• Supply side economists

– Support tax cuts to stimulate business



... and now joined by the “austerions”

• “... the next time you hear serious-sounding people 

explaining the need for fiscal austerity, try to parse 

their argument. Almost surely, you’ll discover that 

what sounds like hard headed realism actually rests 

on a foundation of fantasy, on the belief that 

invisible vigilantes will punish us if we’re bad and the 

confidence fairy will reward us if we’re good. And 

real-world policy — policy that will blight the lives of 

millions of working families — is being built on that 

foundation.” Paul Krugman, 

Nobel laureate in economics

NY Times, 3 July 2010 



Economic forecasting: 

an art or a science?



So do public debts matter?

National specifics

Niall Ferguson

“the long run experience – and 

especially that of Britain – would seem 

to fly in the face of all such rules”

“Great Britain seems to support with 

ease a debt burden which, half a 

century ago, nobody believed her 

capable of supporting.”

Adam Smith



So do public debts matter?

Empirical data

• The relationship between 

government debt and real 

GDP growth is weak for 

debt/GDP ratios below 90% 

of GDP. Above the threshold 

of 90%, median growth rates 

fall by 1%

Source: Reinhart and Rogoff (2010)



Headlines from the Clinton era, but strangely not from the Reagan era

The choice of language is as much 

political as technical



Ireland: an empirical test

• Ireland has adopted the 

fiscal austerity measures 

that some economists have 

advocated elsewhere

• It has had precisely the 

opposite effect

– Choking off growth

– Threatening  credit ratings

– Increasing bond yields



Look and learn...

“What has caused this Irish 

miracle, and how can we in 

Britain emulate it?”

“In Ireland they ...have freed 

their markets, developed the 

skills of their workforce, 

encouraged enterprise and 

innovation and created a 

dynamic economy. They have 

much to teach us, if only we 

are willing to learn. “

George Osborne

(on his friend in need)







The impact of a 1% increase in 

unemployment on mortality 

External Causes
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Protection

• Increased social spending strongly mitigates 

impact of unemployment on suicide

• At $190 per capita per annum, no association 

between unemployment and suicide

• Most effective social spending is on labour 

protection (keeping people in work so firms 

can respond rapidly when recovery comes)



Association (Spain) or lack (Sweden) 

of unemployment and suicides

Unemployment – red, suicides - blue



Data and Methods

• Sample: 15 EU countries, 1980-2003

• Data: Age-standardised mortality rates; 
GNP and social welfare spending adjusted 
for inflation and purchasing-power parity;

• Model: ‘Within-country’ relationships using 
weighted average of country-specific 
slopes; ‘fixed effects’



Social welfare expenditure 

• “the provision by public (and private) institutions of benefits 

to, and financial contributions targeted at, households and 

individuals in order to provide support during circumstances 

which adversely affect their welfare.”

• Includes spending related to: 

– family support programmes (such as preschool education, child care, 

and maternity or paternity leave), 

– old age pensions and survivors benefits, 

– health care, 

– housing (such as rent subsidies), 

– unemployment benefits, 

– active labour market programmes (to maintain employment or help 

the unemployed obtain jobs), and support for people with disabilities.



Comparing GDP, Social Welfare, and 

Public-Non Welfare

-Association of mortality and social welfare persists after 
adjustment for national income

-No effect of general government spending outside social 

welfare (prisons, military, etc.)



Comparing Healthcare and 

Social Welfare

-Greater effects on alcohol and CVD



So what are governments doing?

Tax

Down Mixed Up

Spend

Up SW

Mixed MT FI, PO, SK BG

Down BE, LU AT, DK, FR, HU, 

HU*, IT, LV, NL, 

RO, SL

CY, CZ, EE, 

GE*, GR, IE, 

LT, PT, SP, 

UK*

* Bank levy or similar



UK case study:

Bonfire of the QUANGOs
• Audit Commission

– Annual costs £200m

– Existing planned reductions envisage cost of £46m by 2014

– Cost of rapid closure
• £75 m redundancy costs

• £15m early termination of rental contracts

• £400m in extra pension liabilities

– But conveniently, the loss of the organisation that exposes wasteful 
spending by government!

• Crown Prosecution Service
– Annual budget £82m

– Cost of redundancies £40m (with additional undisclosed liabilities)

• Regional Development Agencies
– Being closed but ongoing responsibilities for contaminated industrial 

sites





What should we prioritise to 

maintain health?
• Active labour market interventions:

– public employment programmes (welfare to work)

– training and skills development

– programmes for youth transitioning from school to work

– programmes to get the unemployed back to work

– programmes to provide employment for disabled people

– support for people with low level mental health

• And don’t forget that health services are major 

employers – they do good by employing people as 

well as by treating them



The take-away lesson

• Don’t assume that finance ministers know 

what is best

• Experience shows, unfortunately, that they 

often don’t

• Health ministers and their advisors need to be 

very well informed about macro-economics

• ... so that they can engage productively in the 

cabinet debates


