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Definitions

e Deficit
— The gap between
income and
expenditure in a
particular year

e Debt

— Long term borrowing

* Maturity

— Time to refinance

Current account

— Surplus/ overdraft

Mortgage

Mortgage
repayment
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A (traditional) taxonomy of
economists

e 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

e Supply side economists
— Support tax cuts to stimulate business



... and now joined by the “austerions”

e “...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

. 7)
foundation. Paul Krugman,

Nobel laureate in economics
NY Times, 3 July 2010



Economic forecasting:
an art or a science?
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So do public debts matter?

National specifics | pmica

“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 £ 3
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%

GDP growth

3,5

2,5

1,5 4

3,5

GDP growth at different levels of
public debt

<30% 30-60% 60-90% =90%

Debt/GDP
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The choice of language is as much
oct political as technical

1994

THE BUDGET REVOLUTION

THIS TIME IT’S SERIOUS.

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



Ireland: an empirical test

SURPLUS OR DEFICIT DEBT {
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* Ireland has adopted the
fiscal austerity measures
that some economists have
advocated elsewhere
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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. “




1 poN'T GET IT -

- ALL1 DID WAS TAKE OUT
A BIT OF STUFFING
AMD THE BUGGER'S

SHRUMNK!!




Artidles

The public health effect of economic crises and alternative
policy responses in Europe: an empirical analysis
Dowid Sarder, Sanjoy Bams, More Sshrobe, Adam Corsts Mortin Midtee

Summary

Background There is widespread concemn that the present economic crisis, particubrly ils effect on unemployment,
will adversely affect popubition health. We imvestigated how sconomic changes have aifected mortality mies over the
past three decades and identified how governments might reduce adverse effects.

Methods We used multivariabe regression, correcting for population ageing, past mortality and employment trends,
and country specific diferences in health-care infrastrocture, 1o s amine asocations between changes in employment
and moriality, and how associations were modified by different types of government expenditare for 26 European
Union (EU} countries between 1970 and 2007,

Findings We noled that every 1% increase in unemployment was assocated with a 0. 79% rise in suicides at ages
younger than €5 years (6% C1 0-16-1-42; 60550 potential evress deaths [mean 310] ELwide], although the offect
xire was nan significant at all ages [0-49%, —{.04 o 1-02), and with 2 0799 rise in homicides [95% C1 0-06-1.52;
380 potential cxcess deaths [mean 4] EU-wide]. By contrast, oad-traffic deaths decreased by 1.39% [0-64-2-14;
20980 potential fewer deaths [mean 630] EULwids). A more than 3% increase in unemplorment had a greater effect
on suicides at ages younger than 65 years [4-45%, 955 CI 0-65-8. 24; 2503230 potential excess deathes fmean 1740

ElLwide) and deaths From akobol abuse (8. 06, 12.30-43.74; 15505450 potential excess deaths [mean 35040] EL-
wide). We noted no consistent evidence across the EU that all-cause mortality mbes increased when unemployment

ruse, although populations varied substantially in how sensitive montality was o economic crises, dep

2@

Lenoe: MO F4: 35573
Pudahed Dolne
Ity E, 005
LA T T
FIIIET

‘on Camument puge 270
tin Cinfunary page TEL

Dspmrtrsast of Sockclos
Cerford Univarity, G forg UK
{0 Shcker PhOL: Departrmant
af Public Hasith srd Polky,
Lovscion Schoai of Hy gisns asdl
Toagpical Maciciom, Landon, LK
1D Shctse; Frof Ml Nckes NOL:
Dpmrtramt of M aclicine

Uik sty of Calffornis San
Francics, 8, LISA % B Pali;
Dévision of GanveralIntsrai
Misclicis, SamFranciecs
Garmesl Howplta) C8, USA.

ling parthy

on differences in social protection. Every S50 per person increased imvestment in active hbour market programmes
reduced the effect of unemployment on suicides by 0. 038% (95% CT —0-004 - 0071

Interpretation Rises in umemployment are associated with significant short-lerm increases in premature deaths from
intentional violence, while reducing trafic Balities. Active laboar market programmes that keep and reintegrabe
workers in jobs conld mitigate some adverse health effects of economic downterns.

Funding Centre fior Crime and Justice Studies, King's College. London, UK: and Wates Foundation [UK).

Introduction
Many commentators bave expressed concern that the
present economic downturn will adversely affect puhlic
health as a result of job losses, contributing to mental
health or addiction problems, the adoption of less healthy
lifestyles (such as increased consumption of cheap food
with little mutritional valwe, or smoking as a response 1o
stress), and poor disease management resulting from
mwerburdened health-care services ar delays seeking care
for patients who are concemed about addibional costs.
WHO has warned that “it should not come as a surprise
that we conbioue io see more stresses, smicides and
mental disorders™; “the poor and walnerable will be the
Frst o suffer”; and “defending health budgets™ will
become more diffioalt

Yet many analysts have argued that overall health mighs
not be affected by sconomic downtums; indeed, some
argue that a recession could lead to health gains. Studies
undertzken in high-income countries hawe suggesied
that mortality has tended to fall when the eonomy shows
down and conversely rise when the economy spesds
up.'” These effects wary substantially for different age
groups,” sexes, and diseases'® and the resulls are

wrwtiebnotmn Vol T Joly 25, 1005

somewhat sensitare to the indicators used o measure
ecomommic change. ™™ Akhough Caling and Bellows™
have noted the counterintuitive nature of these fmdings,
it has been postalated that recessions lemd people o
engage in fewer unhealthy, somlled afluent activities
{mwerconsamption of food and alcohol) and spend mors
time in health-promoting adivities (g, walking instead
of driving). which has led some to spemalate that a
recession might make you healthier* Which view of the
effect of economic downbarns on pablic health is best
supported by empiricl data?

Existing published wark on the redation betwesn
economic trends and public health offers only an
mcomplete understanding of the present sconomic
situation. Most previous studies have not anabysed the
effects of recession per s= an health, but instead hawe
assessed the static effects of routine peaks and troaghs
in total economic cutpat [gross domestic product [GDP]
or GDP per person. These measures can ascerain
whether death rates are relatively high when GDP is
relatively low, but do not assess whether death rates riss
after GDP falls, as in a recession. Other stadies have
recorded trends in momality during periods of recession,
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The impact of a 1% increase in
unemployment on mortality

Cause of Death

Country-Years

Effect
Size (95% CI)

External Causes 662 -0.25 (-0.68, 0.18)
Suicide 657 .. 0.49 (-0.04, 1.02)
Suicide (0-64) 657 Su|C|de 0.79 (0.16, 1.42)
Homicide 496 0.79 (0.06, 1.52)
Drug Abuse 261 € . -3.75 (-7.67, 0.17)
Alcohol Poisoning 203 g > 0.81 (-5.93, 7.54)
Accidents 516 —&- -0.45 (-0.88, -0.02)
Drowning 506 -0.16 (-1.34, 1.04)
Poisoning 504 -0.09 (-1.90, 1.73)
ll-Defined Causes 611 Transport -1.48 (-3.51, 0.54)
Transport Accidents 515 . -1.39 (-2.14, -0.64)
Falls 516 0.11 (-0.42, 0.65)
Cardiovascular Disease 662 aCCIdentS 0.03 (-0.25, 0.30)
Cardiovascular Disease (0-64) 662 0.13 (-0.16, 0.42)
Ischaemic Heart Disease 660 0.31 (-0.15, 0.77)
Cerebrovascular Disease 662 -0.16 (-0.45, 0.14)
Psychiatric Disorders 490 - -0.71 (-3.47, 2.05)
Liver Cirrhosis 662 —_— 0.12 (-0.78, 1.02)
Ulcer 514 —— 0.24 (-0.44, 0.91)
Neoplasms 662 4 0.04 (-0.07, 0.16)
Lung Cancer 661 b d 0.05 (-0.14, 0.24)
Alzheimer 500 —_— 0.12 (-1.71, 1.96)
Diabetes 655 -— 0.54 (-0.33, 1.40)
Diabetes (15-44) 499 ~o——— 0.46 (-1.68, 2.60)
Maternal Mortality 584 | -0.17 (-3.06, 2.73)
Infant Mortality 671 - -0.06 (-0.59, 0.47)
Infectious Diseases 660 —_— -0.31 (-1.18, 0.56)
Respiratory Infections 511 — 1.89 (0.02, 3.76)
Tuberculosis 462 0.18 (-0.58, 0.94)
All-Cause 521 ? 0.05 (-0.19, 0.29)
rrrrrr 1t 1 1T 1T T 1
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Protection

* Increased social spending strongly mitigates
impact of unemployment on suicide

e At S190 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
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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

Table 2| Effect of $100 ofincome, social welfare, and general government spending on all cause mortality for
15 EU countries, 1980-2005 (purchasing power parity in $ for 2000)

Statistical model

Socialwelfare Income and general  Socialwelfare spending
Covariate spending Income government spending and income
2100 rise in social welfare -1.19%* (0.068) — — —0.80%* (0.098)
spending (including health care)
2100 in income per capita — —(0. 28%* (0.041) —0. 24%* (0.050) —0.11%* (0,025)
£100 rise in general government - - —-0.27% (0.15) —
spending (excluding social
welfare spending)
Mo of country-years 320 320 258 320
R? 0.865 0.792 0.7 &7 0.900

Countrieswere Austria, Belgium, Denmark, Finland, France, Germany, Greece, lreland, Italy, Luxembourg, Netherlands,
Portugal, Spain, Sweden, and United Kingdom. Kobust standard errars in parenthesas clustered by countries to reflect non-
independence of sampling.

*Pe0, 001,

-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

Table 3 | Effect of $100 ofincome, social welfare spending, and healthcare spending on cause specific
mortalityin 15 EU countries, 1980-2005 (purchasing power parity in $ for 2000)

Alcohol Malignant  Cardiovascular
Covariate All cause related neoplasms  disease Suicide Tuberculosis
$100in income percapita -0.14%**  -0.21% —0.034% —0.31%** 0.19% — 0,590
(0.035) (0.12) (0.034) (0,084) (0,20) (0,14)
%100 risein social welfare -0, 9099 %** § -2 B0%*** | -0.065% —-1.23%** —-0.62% — 4, 49
spending (excluding health care)  (0.11) (0.46) (0.18) (0.31) (0,49 (1.27)
%100 risein healthcare spending -0.01% 0.97% —-0.82% —(,28% -3.15% 2.11%
(0.43) (0.90) (0.47) (0.95) (1.50] (2.32]
Mo af country-years 320 312 319 319 319 318
R? 0.906 0.773 0.535 0.901 0.239 0.716

Countries were Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands,
Portugal, Spain, Sweden, and United Kingdom. Robust standard emraors in parentheses clusterad by countries to reflect non-
independenceof sampling.

-Greater effects on alcohol and CVD



So what are governments doing?

Spend

Tax
Down Mixed Up

Up SW

Mixed MT FI, PO, SK BG

Down BE, LU AT, DK, FR, HU, CY, CZ, EE,
HU*, IT, LV, NL, GE*, GR, IE,
RO, SL 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
e £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
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What should we prioritise to
maintain health?

e 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

... S0 that they can engage productively in the
cabinet debates



